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ACTI ON NARRATI VE
1: 01:11 PM

COCHAIR ERIC FEIGE called the House Resources Standing
Committee neeting to order at 1:01 p.m Represent ati ves Fei ge,
Seat on, Kawasaki, Dick, Herron, Gardner, and Minoz were present
at the call to order. Representatives Foster and P. WIson
arrived as the neeting was in progress. Represent ati ves
Costel l o, Hawker, and Saddl er were al so present.

PRESENTATION(S): The History of Ol Taxes in Al aska
[ Cont ai ns di scussion of HB 17 and HB 110]

1: 01: 55 PM

CO CHAIR FEI GE announced that the only order of business is a
presentation on the history of oil taxes in Al aska by Roger
Marks. He pointed out that M. Marks is especially qualified to
give this presentation because his career has spanned the entire
history of oil taxation in Al aska.

1: 02: 48 PM

ROGER MARKS, Econom st, Logsdon & Associates, Consultant to the
Legi sl ative Budget and Audit Commttee, first noted that prior
to entering private practice tw years ago he was a petrol eum
econom st with the Departnent of Revenue, Tax D vision, for
about 25 years. Much of his tinme with the departnent was spent
anal yzing the production tax and he had sone involvenent in many
of the events that he is talking about today. He pointed out
that for some of the events he is discussing there is no witten
record of the details, so his descriptions reflect a conbination
of his recollections and the many conversations he has had with
| ots of people over the years. He cautioned that other people
could have different recollections and interpretations of those
events.

MR. MARKS specified that his talk concentrates on the North
Sl ope. The two mmjor forces of production and price flavored
the events of the past 34 years. Fl ow of Alaska North Sl ope
(ANS) crude oil through the Trans-Al aska Pipeline System (TAPS)
started in 1977 (slide 2). This flow peaked in 1988 at about 2
mllion barrels a day and has been declining ever since. Cook
Inlet, also an inportant part of Alaska oil and gas history,
started in 1958 with the Swanson River field. Cook Inlet [oil]
producti on peaked in 1970 at about 200,000 barrels and is now
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down to just 10,000 barrels a day. Gas production in Cook Inlet
peaked at about 2 billion cubic feet a day during the 1990s and
since then has been at about three-fourths of that |evel.

1: 05:17 PM

MR. MARKS pointed out that while the bunps in price between 1977
and 1997 (slide 3) do not look like much on the graph, a
difference of $5 a barrel back then was a huge deal in terns of
state revenues. Not abl e past events are the 1979 Iraqi
Revol ution, the 1986 oil price crash to about $6 per barrel when
the Organization of Petrol eum Exporting Countries (OPEC) fl ooded
the market to enforce sone market discipline, and the 1990
[ Persian] @ulf War. Since 1998 prices have been clinbing due to
a conbination of increased world demand and the end of the era
of cheap oil. Every new barrel of oil produced now is nore
expensi ve to produce. Al aska, he noted, has been very fortunate
that the decline in its production has been offset by the
concurrent increase in oil price.

MR. MARKS defined the production, or severance, tax as a tax on
producing or severing a non-renewable resource from the state
(slide 4). Aut horized in AS 43.55 and administered by the
Department of Revenue (DOR), the tax applies to all production
in the state, including onshore state land, state |and extending
three nmles offshore, and federal onshore acreage, such as any
production from the National Petrol eum Reserve-Al aska (NPR-A) or
the Arctic National WIldlife Refuge (ANVR). Production tax is
not payable on the public (state and federal) royalty
producti on. Most state |eases have a royalty of about one-
eighth, so the production tax is only payable on the seven-
eighths that is non-royalty.

1: 07: 33 PM

MR. MARKS discussed the three other elenents of state revenue
that Al aska receives from petrol eum royalties, oil and gas
property tax, and state corporate incone tax (slide 5).
Royalties are not a tax, but rather the state ownership share
Adm nistered by the Department of Natural Resources (DNR),

royalties are based on gross production. The gross val ue of
production is the value before subtracting the operating and
capital costs to produce it. Most royalty rates on the North

Sl ope are 12.5 percent; however, sone |eases have a higher rate,
sone have a lower rate, some are subject to a sliding-scale
royalty where the royalty rate fluctuates with the price, sone
have profit shares on top of the fixed royalty rate, and sone
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are subject to royalty relief. Royalty relief nay be received
by sonme fields that apply to DNR, and is often received in the
begi nning years of the project to make it economc. The royalty
ternms are dictated by the lease and are determined at the tine
of the lease sale. The lease termis considered a contract; it
is not determ ned by statute.

1: 08: 59 PM

MR. MARKS explained that the property tax is 20 mlls or 2
percent of assessed oil and gas production property located in

the state. For oil and gas property located wthin a
muni ci pality or borough, the borough or nunicipality keeps the
anount of property tax generated up to its mll rate, even
though the tax is admnistered by the state. For properties

outside a nunicipality or borough, the entire tax goes to the
state at the 20 mll rate.

MR. MARKS expl ained that Al aska's state corporate incone tax is
9.4 percent of apportioned incone. Apportioned incone to a
state is based on the anobunt of a conpany's property, payroll,
and sales in that state relative to the rest of the world.
Al aska has nodified apportionnment which is based on property,
production, and sales. He noted that in addition to these state
taxes, the producers also pay a federal corporate incone tax at
nom nal rates of 35 percent of that.

1:12: 01 PM

MR. MARKS reviewed the Departnment of Revenue's forecasted state
petrol eum revenues for Fiscal Year 2011 (slide 6). Predi cat ed
on a forecasted ANS price of $78 per barrel, DOR is forecasting
$5.3 billion in general fund revenues. About half of that
total, $2.6 billion, is from the severance tax, $2.2 billion is
from the royalty, $104 mllion is from the property tax, and
$445 million is from the state corporate incone tax. He noted
that for acreages l|eased prior to 1979, 25 percent of the
royalty goes to the permanent fund; for acreages |eased after
1979, 50 percent of the royalty goes to the permanent fund.

MR. MARKS defined "market price" as the price that Al aska North
Slope (ANS) crude oil sells for on the Wst Coast, which is
currently a little over $90 a barrel (slide 7). "Gross val ue"
(also called "wellhead value") is market price |ess nmarine
shi pping cost and TAPS tariff. The current marine shipping cost
is alittle over $2 and the TAPS tariff is over $4 for a tota
of $6 to be subtracted. The gross value is the basis for

HOUSE RES COW TTEE -4- February 9, 2011



royalties and it was the basis for the severance tax until 2006.
Technically, the gross value is at the point where the oil is
first accurately netered and neasured as it |eaves the |ease.
"Downstreant is anything that happens from the gross value at
the point of production towards the market. "Upstreanmt is the
operating and capital cost to produce the oil. The "net val ue”
is the gross value |ess the production operating and capital
costs and | ess the exploration costs. |In the current production
tax, the termused for net incone is "production tax value."

1:14: 43 PM

MR. MARKS illustrated how the net value per barrel would be
calculated (slide 8). At a market price of $90 per barrel, |ess
a marine shipping cost of $2 per barrel and a TAPS tariff of $4
per barrel, the gross value is $84 per barrel. This $84 would

be the basis for the royalty. For Prudhoe Bay this gross val ue
is at Punp Station 1; other fields have pipelines to get the oi
to Punp Station 1, so these fields pay additional pipeline
tariffs that are subtracted to get to their gross val ues. To
arrive at the net value the <capital production cost and
operating production cost, which DOR estimtes respectively at
$12 and $11 per barrel for FY 2011, are subtracted from the
gross value. This results in a net value of $61 per barrel at a
$90 mar ket price.

MR. MARKS highlighted the four tax reginmes that have occurred
since 1977 when the North Slope began operating. The Econom c
Limt Factor (ELF) was in place from 1977-1989, a nodified ELF
was in place from 1989-2006, the Petrol eum Production Tax (PPT)
[al so known as the Production Profits Tax] was in place from
2006- 2007, and the current Alaska's Cear and Equitable Share

(ACES) tax law has been in effect since 2007. However, there
are places in current |aw where ELF still lives on.
1:16: 27 PM

MR. MARKS reviewed how the production tax was calculated prior
to the start of Prudhoe Bay in 1977 and which Cook Inlet was
subject to (slide 10). The production tax was |levied on a well -
by-wel | basis. The first 300 barrels per day was taxed at the
hi gher of 5 percent of gross value or $.17 per barrel. The next
700 barrels was taxed at the higher of 6 percent of gross val ue
or $.20 per barrel. Any production over 1,000 barrels per day
was taxed at 8 percent of gross value or $.27 per barrel. The
cents per barrel was indexed for inflation every year.
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MR. MARKS said it was known prior to 1977 that Prudhoe Bay was
going to be a big deal and therefore it nmade sense to re-look at
the tax given that Prudhoe Bay would be different than Cook
I nl et. The Departnment of Revenue conmenced a study and nade
recomendations for what it believed an appropriate tax, which
becanme known as the Economc Limt Factor (ELF). As a field
nears the end of its life a point is reached at which the
operating royalty and taxes exceed the revenues (slide 11). The
phi |l osophy behind ELF was that the burden of tax should not
cause a field to shut down when it reaches this economic limt.
Thus, ELF was designed to scale down the production tax as
production declined over the life of the field, with the tax
becoming $0 at the point of economic limt. The proposed
| egislation would have required a nonthly calculation of the
nunber of barrels needed at that nonth's oil price to cover the
operating cost, and those would be tax free to cover the
operating costs at the economc limt. However, the legislature
instead passed a bill that provided for the first 300 barrels
per well per day to be tax free.

1:19: 34 PM

MR. MARKS explained that wunder the original ELF formula, the
per centage of production greater than 300 barrels per well per
day was the percentage that paid the tax; it was conputed on a
field-wide basis (slide 12). For exanple, if a field s average
production was 1,000 barrels, 300 would be divided by 1,000 to
arrive at 0.3. Subtracting 0.3 from 1.0 would arrive at an ELF
of 0.7. The 0.7 was multiplied by the nomnal tax rate to
arrive at the effective tax rate. Wen a field declined to an
average of 300 barrels per well per day, the ELF was 0 and the
tax was O (slide 13). O, put another way, the ELF was a 300
barrel standard deducti on. He noted that there was also a gas
ELF under which 3,000 mllion cubic feet (MCF) per well per day
was tax free.

1:21:18 PM

MR. MARKS pointed out that the Cook Inlet wells had |ower
productivity than the North Slope wells and this |ower average
productivity resulted in a higher tax rate. Therefore, an
exponent was added to the ELF to provide a tax break to the
ol der Cook Inlet wells (slide 14).

reiterated that the ELF is a fraction between 0 and 1 and

MR, MARKS outlined how the ELF was applied (slide 15). He
S
cal culated on the average of all productivity in a given field.
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Bet ween 1977 and 1981, the ELF was applied to the nom nal tax
rate, which was 12.25 percent of gross. Thus, if the ELF was
0.5 percent, the effective tax rate would be 6.125 percent (0.5
times 12.25). The nonminal tax rate for gas was 10 percent.

MR. MARKS recounted that between 1981 and 1989, changes were
made to the ELF in association with changes in the state
corporate incone tax. The ELF was kept the sane but changes
were nmade to how it would operate and to the nom nal tax rates.
Those changes affected how the corporate i ncome tax works today.

1:23:21 PM

MR. MARKS returned to slide 5 to el aborate, explaining that nost
states do not have oil and therefore their corporate incone
taxes use the apportionnent factors of property, payroll, and
sal es. Al aska was using these sanme apportionnent factors when
the North Slope first opened. However, this nethod created two
problens for Al aska. The first was that when a conpany is
relatively nore profitable in a state per unit of property,
sales, or payroll, that incone gets drawn out of the state under
apportionment. |If a conpany is relatively less profitable, nore

income gets drawn into the state. Wth the startup of Prudhoe
Bay, the producers' Alaska operations becane very profitable
relative to the rest of the world. The second problem was that
the sales factor was very |ow because nost of the oil was sold
in the Lower 48. These two factors resulted in the corporate
income tax being very |ow. To fix these problens the state
changed the income tax to separate accounting, which ring fenced
Al aska as itself and neasured net incone based only on what goes
on in the state, thus causing the corporate incone tax to go up
several hundred mllion dollars.

1:26: 35 PM
MR. MARKS related that the producers sued the state claimng

that Al aska's separate accounting resulted in double counting of
i ncome between what would be taxed in Al aska and what would be

taxed in other states. The producers further clainmed that
separate accounting was discrimnatory because the separate
accounting only applied to the oil industry in the state. Wile

the state eventually won the case in the U S. Suprenme Court in
the late 1980s, it did not know for sure in the early 1980s that
it would do so and a very large liability was accruing should
the state |ose the case. To hedge its bets, the state changed
the corporate income tax to nodified apportionnment by swapping
the payroll factor for the production factor. Since Prudhoe Bay
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was so prolific, wusing production as an apportionnent factor

would draw in a lot nore worldw de incone. He recall ed being
told anecdotally that producers had indicated in discussions
that they would not find nodified apportionment legally

obj ecti onabl e.

MR. MARKS explained that going from separate accounting to
nodi fied apportionment would result in the state taking an
incone hit on the corporate incone tax (slide 15). To offset
this, the state made changes to the severance tax in 1981. The
changes were expected to be approximately revenue neutral and
were therefore |Iike buying insurance in case of a bad outcone in
the U S. Suprene Court. One change consisted of applying the
nom nal rate of 12.25 percent of gross to only the first five
years of a field and thereafter the nomnal rate would be 15
percent. Another change, applicable to the first 10 years of a
field, was the "rounding rule" in which the ELF was rounded up
to 1.0 if it was greater than 0.7. This rounding rule, however,
created a tinme bonb that went off when Prudhoe Bay had its 10-
year anniversary.

1: 29: 24 PM

MR. MARKS, in response to Co-Chair Seaton, said that prior to
PPT the taxes were based on gross, so [during the era of ELF]
the state did not have a very good idea of what the upstream
capital and operating costs were and subsequently what the net
value was. At oil prices of $15-$20 per barrel during this era,
he said his educated guess is that upstream costs during that
time were probably in the range of $5-$10 per barrel, so the net
val ue woul d probably have been $5-%$10 per barrel. He offered to
get back to nenbers with further information

1: 31: 12 PM

MR. MARKS returned to his presentation and outlined the problens
with the first ELF (slide 16). One problem was that 300 barrels
was very arbitrary for covering operating costs at the economc
limt, because at an oil price of $5 per barrel a lot nore
barrels would be needed to cover operating costs than would be
needed at a price of $20. Additionally, the 300 barrels was
fairly generous in terns of covering operating costs. A second
probl em was that every time a well was drilled the average well

productivity went down. A third problem was that oil fields
naturally decline in production, so even if the nunber of wells
remained the sane the well productivity declined. Thus,
drilling nore wells and natural field decline resulted in a
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constant reduction of the effective tax rate, regardl ess of what
was going on with price.

MR. MARKS stated that another problem with ELF was that under
sonme circunstances wells could be drilled for no other purpose
than to drive down a conpany's tax rate. He said he does not
know whether producers were really doing that, but the ELF
effect had to be part of the equation when producers were
evaluating their after-tax drilling prograns. For exanpl e,
there were a few years where the ELF for the Kuparuk field was
at 0.69. The rounding rule would have nmade it very advant ageous
to keep the Kuparuk field below 0.7 to provide a big tax
savi ngs.

1:33:54 PM

MR. MARKS reported that a convergence of problens occurred in
the late 1980s (slide 17). First was the oil price crash of
1986 in which the price declined to about $6 per barrel and did
not recover nmuch by 1987 or 1988. Second was declining
production, which coupled with low oil prices affected state
revenues a |ot. Third was the declining ELF along with the
declining tax rate. Then, in 1987, the 10-year rounding rule

for Prudhoe Bay kicked in. He el aborated on the Prudhoe Bay
rounding rule problem by turning to slide 22, which depicts the
total average production for all fields on the North Sl ope under
the economic limt factor from 1978 to just beyond 2003. He
expl ained that well productivity from the Prudhoe Bay field was
very high - just under 0.95 - at the field s start in 1977.
When the Kuparuk field started in 1981 the ELF average dipped a
little bit. Then, after the rounding rule began, the ELF went
way up. The 10-year rounding rule for Prudhoe Bay expired in
1987, resulting in a huge drop in Prudhoe Bay's ELF and creation
of the tinme bonb previously nentioned. The weighted average ELF
for the North Slope dropped from about 0.94 to about 0.78, which
was worth about $200 million [per year].

MR. MARKS, in response to Co-Chair Feige, clarified that the 10-
year rounding rule began in 1981. For the first 10 years of a
field, this rule provided that if the ELF was greater than 0.7
it would be rounded up to 1.0. So, instead of multiplying the
nom nal rate by 70 percent, it was nultiplied by 100 percent.

1: 36: 04 PM

MR. MARKS related that at the tinme the rounding rule was put in,
peopl e understood that there was going to be a big problem when
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the Prudhoe Bay field hit 10 years. He read the follow ng
stat enent nade by then-Governor Hanmond in 1981:

As far as the possible revenue effects in 1988 and
beyond, | have full confidence in the ability of the
| egislature to deal at the tinme with whatever 1is
required to retain the state's fair share of our oi
weal th

1:37: 01 PM

MR. MARKS stated that in 1987 then-Governor Cowper began trying
to change the ELF system (slide 17). Many of the state's
econom sts, hinself included, encouraged the scrapping of ELF
and the adoption of a net tax. Hugh Mal one, DOR conmm ssi oner at
the tinme, understood the ELF problem and why a net tax would be
preferable, but it was Conm ssioner Mlone's judgnent that
changing from a gross to a net system would create so nuch
confusion that it was better to keep with the ELF form as a way
of mnimzing chaos. The ELF form was nodified to bring in the
new element of field size in addition to well productivity.
Field size would be another proxy for profitability because
bigger fields are generally nore profitable. The bigger fields
would pay nore, the smaller fields would pay less, and this
would bring in nore revenue as well as encourage devel opnent of
smal | fields. Under ELF 11 [1989-2006], fields with greater
t han 150,000 barrels per day would have relatively |less than 300
barrels tax free per well per day and fields snmaller than
150,000 barrels a day would have relatively nore tax free
barrels. A proposal in 1987 did not pass and neither did a
proposal in 1988. The third proposal (slide 18) passed by only
one or two votes on the last day of session in 1989. He offered
his opinion that had the Exxon Valdez oil spill not occurred
this third proposal would not have passed.

1: 40: 19 PM

MR. MARKS illustrated how the anount of ELF Il depended on both
the daily field productivity and the well productivity, with the
ELF rising correspondingly higher wth increased field size
(slide 19). Applying ELF Il to the 15 percent nomnal rate
increased state revenue by about $300 million per year, thus
bringing the ELF back to where it was prior to 1988 when the
roundi ng rule kicked in. However, he continued, it is inportant
to look at what happened with small fields under ELF 11. A
5,000-barrel -a-day field had no ELF and paid no tax no matter
what its well productivity. A 20, 000-barrel -a-day field, which
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is a hefty field size for North Slope standards, paid no ELF
when the field average per well per day was bel ow 2,000 barrels.
Under ELF 11, only three fields on the North Slope had a
positive ELF - Prudhoe, Kuparuk, and Endicott. The other fields
had no ELF and paid no tax, which caused problens |ater on.

1: 42: 16 PM

MR. MARKS explained that while ELF Il got things back to where
they were prior to its passage in 1989, the sanme problem re-

occurr ed. Field size and well productivity continued to
decline, again resulting in a decline of the tax rate regardl ess
of what else was happening. Another problem was the
proliferation of field satellites (slide 20). When ELF |1 was
passed in 1989, five wells were operating on the North Slope -
Prudhoe, Kuparuk, M Ine Point, Lisburne, and Endicott. After
passage of ELF I1I, industry came to the state concerned about

the satellite developnent that it was going to be starting up
Satellites are small fields developed in association with the

main field and they share drilling and processing facilities.
1:44:.18 PM

MR. MARKS further explained that a provision since the start of
ELF | allowed the [Departnent of Revenue] to aggregate fields
for determning the ELF if it found that the fields were
econonmi cally interdependent. Aggregating fields under ELF | was
not a big deal and did not affect taxes because the fields had
approximately the sane well productivity. But under ELF 11
aggregating fields was a big deal because of the field size
factor. Industry was concerned that if the departnent exercised

its authority to aggregate the fields it would nmake the fields
unecononmi c either by the high taxes that would ensue or because
new facilities would have to be built to avoid being aggregat ed.
Governor Cowper said the intent of ELF Il was to encourage snal
fields, so the departnent drafted regulations that would allow
it to give advance rulings to the producers that would not
aggregate fields under certain conditions.

1:45: 30 PM

MR. MARKS outlined the four basic <conditions in these
regul ati ons under which the departnent could give an advanced
ruling not to aggregate (slide 21): 1) if the shared facilities
reduced costs, 2) if the advanced ruling enhanced the Iikelihood
of developnent, 3) if oil from each field could be accurately
measured, and 4) if the shared facilities was the only factor
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making the fields interdependent. The departnment carefully
studied the requests it received and granted several for
satellite devel opnment configurations. A little before the year
2000, the departnment received a request for an advanced ruling
for Prudhoe Bay to not aggregate six new satellites that were
under devel opnent. By this tinme, however, the departnent's
understanding of satellite developnent was evolving. One
particul ar aspect disturbing the departnent was the practice of
"back out" and how it created a new dinmension regarding the
meani ng of interdependence under Condition 4. M. Marks
el aborated that all oil fields have gas that conmes up with the
oil. The unit's processing facility separates the gas and the
gas is then injected back into the well; so, as a field matures,
nore and nore gas conmes up with the oil. However, a processing
facility can handle only so nuch gas depending upon its size
Therefore, to handle the high gas to oil situation of an ol der
field, oil from the high-gas field was throttled back and oil
that had | ess gas was brought in from another field.

1: 49: 05 PM

MR. MARKS noted that while the statute gave the departnent the
authority to aggregate fields if those fields were econonically
i nt erdependent, the statute did not define interdependent.
After mulling over this problem for several years, the
Depart ment of Revenue and the Departnent of Law cane up with an
interpretation of interdependent that mneant the Prudhoe Bay
satellites and main Prudhoe Bay field should be aggregated for

ELF purposes. In 2005, then-Governor Frank Murkowski concurred
with the departnments and aggregated the six satellites and the
main field. However, fields that had already been given the

advanced rulings were not touched because the thought was that
those fields had been devel oped under a good-faith agreenent.
The 2005 aggregation decision raised the Prudhoe Bay field size,
causing the main field's ELF to go up from 0.8 to 0.9, and the
ELF for the satellite fields went fromO to 0.9, which was worth
about $150 mllion. He said he believes that decision is still
bei ng chal l enged in court.

1:50: 54 PM
CO CHAI R SEATON understood the definition of satellite fields to
be reservoirs that are at different vertical depths under the

same drilling platform

MR. MARKS expounded on what is meant by field. Units are an
adm nistrative concept for how |eases are nmanaged by the
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Department of Natural Resources. A unit generally consists of
sever al accunul ations that are under sone sort of conmmbn

managenent system For exanple, the big Kuparuk field was
started in 1981 and then sone other fields - Tarn, Tabasco, and
Meltwater - were found near it. Technically, these fields are

called participating areas; they are a distinct oil accunul ation
not in any pressure conmunication with any other accunul ation.

A unit consists of several of these participating areas. The
main field is a participating area with these other fields
sharing the sane drill pad and sane processing facilities, so

there is sone integration to how they are operated and managed.
1:53:17 PM

MR. MARKS pointed out that while the ELF for the North Slope had
an uptick in 2005 when Prudhoe Bay was aggregated, the ELF had
been steadily declining over the previous decade (slide 22).
Many peopl e were concerned about this decline and deened the ELF
broken. The Kuparuk field was seen as the poster child for "the
ELF is broken" because by 2005 its well productivity was very
close to 300 barrels per day. Thus, Kuparuk's ELF was about to
beconme zero even though its production of about 130,000 barrels
per day made it one of North America's |largest fields.

1:54: 25 PM

MR. MARKS related that the ELF was done away w th through the
1998 Stranded Gas Devel opnent Act (SGDA) (slide 23). The SGDA
set out to get a gas line by way of giving the admnistration
the authority to negotiate with the producers a tax system for
gas. Once that system was negotiated it was to be put in
contract rather than statute so that there would be fiscal
stability. Negotiations started in 2004 but stalled about two
years | ater because producers wanted fiscal stability for oil

Wanting fiscal stability for oil was not frivolous, he said,
because producers feared that if the state |ater becane unhappy
with the gas contract, the state would be able to take it out of

the producers' hide on oil, given that the conpanies producing
gas were the sane conpanies producing oil. Since the SCGDA did
not authorize fiscal stability for oil, Governor Mirkowski said

the state would give that stability but the ELF would be
replaced with a new oil tax system  Governor Mirkowski asked a
consultant, Dr. Pedro van Meurs, to design an oil tax system
that would protect Al aska's interests and be internationally
conpetitive. Dr. van Meurs designed an oil tax proposal called
the petroleum production tax (PPT), which was based on net
income rather than gross incone. This proposal, a public
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docunent published on 2/14/06, recommended a 25 percent tax rate
and a 20 percent credit rate on capital cost. It did not
i nclude any progressivity because Dr. van Meurs was |ooking to
make the system internationally conpetitive and the other
jurisdictions that Alaska was conpeting with did not have
progressivity. Additionally, Dr. van Meurs proposed a system of
credits associated with production tax that the state largely
still has.

1: 57: 53 PM

MR. MARKS said the Miurkowski Administration's position when it
began negotiations with producers was a 25 percent tax rate and
a 20 percent credit rate. Wat cane out of the negotiations was
a 20 percent tax rate and a 20 percent tax credit, which was a
sizeable tax increase over the ELF. Armin-arm with the
producers, the admnistration then went to the legislature with
this proposed oil tax system and proposal to anend the SGDA to
allow fiscal stability for oil. The legislature was not
supportive of the gas deal that the admnistration had struck
with the producers, so the legislature took that proposal and
used it as a starting point for amending the severance tax
statute and getting rid of the ELF. The [Production] Profits
Tax (PPT) [also known as Petrol eum Production Tax], a net tax,
was adopted in 2006. Most every econom st believes that a net
system is a nuch nore efficient way to tax than gross. One
reason why relates to production costs. A barrel of light oil
on the North Slope mght cost $10 per barrel to produce and a
barrel of heavy oil mght cost $30. Under a gross system they
would pay the sanme anpbunt of tax, but a net system would
recogni ze that difference. Anot her reason why is that under a
net system costs can be deducted, but under a gross system they
cannot. In 2006 the adm nistration recognized that the pipeline
was running in excess of 60 percent enpty. A net system would
be in the state's best interest because a conpany could reduce
its taxes by investing in Al aska and deducting the cost, whereas
under a gross system the profits would be taken and invested
el sewhere where they can be deduct ed.

2:01: 00 PM

MR. MARKS explained that the legislature made two main changes
to the administration's "20/20 proposal” when it cane up wth

t he PPT. First, the tax rate was raised to 22.5 percent of
production tax value, also called net value. Second, a
progressivity elenment was added. Progressivity was triggered

when the net val ue exceeded $40 a barrel, at which point the net
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value was nmultiplied by .25 percent. The term for how fast the
tax rate increases as value goes up is called the sl ope. The
net value is determned by subtracting the transportation and
operating costs, which average $29 per barrel in Al aska, from
the price received per barrel. For exanple, at a price of $90 a
barrel the net value per barrel is $61.

2:03: 32 PM

[A brief at-ease was taken to correct an error discovered on
slide 24 - the progressivity rate was incorrectly shown as 7.75
percent, the correct rate was determned to be 5.25 percent.]

2:03: 41 PM

MR. MARKS continued with his aforenenti oned exanple, noting that
the progressivity is calculated by subtracting $40 from $61,
mul tiplying that by .0025, arriving at a progressivity of 5.25
per cent . That 5.25 percent is added to the 22.5 percent base
rate to arrive at a total tax rate of 27.75 percent. The $61
net value is nmultiplied by 27.75 percent to arrive at a tax of
$16. 93 per barrel.

MR. MARKS noted that the progressivity under PPT peaked at 25

percent . Along wth this was another provision for capital
costs. The PPT was being debated in the legislature at the sane
time that there was a big corrosion spill on the North Slope

whi ch caused concern that deductions should not be allowed for
mai nt enance that should have been done. As a result, $.30 a
barrel was subtracted from capital costs for what could be
deducted as a sort of naintenance provision. The PPT also

established credits, but those were not changed nuch by ACES
Additionally, a floor was put in, with the floor being the
hi gher of 4 percent of gross or the PPT.

2: 05: 59 PM

MR. MARKS illustrated the .25 percent slope of the severance tax
rate under PPT at various net values per barrel (slide 25) and
the PPT severance tax per barrel at various net values per
barrel (slide 26). He said it was decided that Cook Inlet
should stay at the ELF that was in place in April 2006 when the
PPT went into effect, which is also the case under current |aw
So, Cook Inlet oil pays zero ELF, zero tax, and Cook Inlet gas
pays $.17 per mllion cubic feet (MCF) in production tax. Under
current |aw those provisions stay in place until 2022.
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2:07:48 PM

MR. MARKS di scussed the three main problens wth PPT (slide 27).
First, because the state had previously been under a gross tax,
the Departnent of Revenue did not have a clear idea of what the
deducti ble costs would be. So, while PPT was under debate, the
departnment had to estimate those costs in the absence of perfect
i nformation. Second, even if the departnent had had perfect
i nformati on, incredible <cost inflation took place in the
petrol eum sector in 2007, the first year that the PPT was in
effect, resulting in nmuch |less revenue than had been expected.
Based on oil prices at the tine, the estimte had been for about

$1.1 billion nmore in production tax but only about $0.3 billion
nore cane in, a difference of about $800,000 mllion. The third
probl em was what he calls "VECO taint". Evi dence arose after

the 2006 session that sonme votes for PPT may have been
i nfluenced by inappropriate relationships wth VECO Corporation
whi ch caused a lack of confidence in what had happened during
the 2006 | egislative session.

2:09:18 PM

MR. MARKS related that after her 2006 election, CGovernor Palin
decided to look at oil taxes free of the taint. She introduced
a new production tax, Al aska's Clear and Equitable Share (ACES),
whi ch proposed to increase the tax rate to 25 percent, drop the
progressivity trigger to $30, and drop the progressivity slope
from .25 percent to .2 percent.

CO CHAI R SEATON understood that some of the new wells drilled by
BP under PPT were paid off in 90 days. He asked whether M.
Marks recalls this as being another part of the inpetus for
changi ng PPT.

MR. MARKS replied he does not, but that different people may
have different recollections that may be absolutely valid.

2:11:10 PM

MR. MARKS pointed out that in its 2007 session the |egislature
made one major change to the Palin Admnistration' s proposal.
The base rate was increased to 25 percent [as proposed], the
trigger was dropped to $30 [as proposed], but instead of
reducing the slope from .25 to .2 [as proposed], the slope was
increased to .4 percent. Noting that ACES operated exactly like
PPT, he used his previous exanple of a $90 price and $61 net
val ue per barrel to calculate the tax under ACES. progressivity
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is calculated by subtracting $30 from $61, nultiplying that by
.004, arriving at a progressivity of 12.4 percent; that 12.4
percent is added to the 25 percent base rate to arrive at a
total tax rate of 37.4 percent; [the $61 net value is nultiplied
by 37.4 percent to arrive at a tax of $22.81 per barrel.] Under
current ACES law, the progressivity slope drops to .1 percent
when the progressivity reaches 50 percent, which is at $92.50
net. He noted that some changes were also made to the credits.

2:12:59 PM

MR. MARKS conpared the ACES and PPT severance tax rates (slide
29). Under ACES, progressivity is triggered at $30 conpared to
$40 under PPT; ACES has a steeper slope [.4 percent] than PPT
[.25 percent]; wunder ACES, when the net value per barrel hits
$92.50, the slope drops from .4 to .1 percent, but under PPT the
severance tax rate peaked at 50 percent and then remained flat.
Conmparing the ACES and PPT severance taxes per barrel (slide
30), he reported that when oil prices averaged about $100 per
barrel in 2008, ACES brought in about $2 billion nore than PPT
woul d have.

MR. MARKS reiterated that the ELF provisions for Cook Inlet were
kept in ACES. Additionally, a new provision in ACES provides
that any gas used in-state for fuel, neaning fuel used for space
heat or power production, is also subject to the April 2006 Cook
Inl et ELF of $.17 per MCF, which grandfathers out in 2022.

2:14:27 PM

MR. MARKS conpared the ELF, PPT, and ACES severance tax rates as
a percent of net under various Alaska North Slope (ANS) market
prices based on a cost of $29 [slide 31] and a cost of $39
[slide 32]. On a percent of gross the ELF is just flat: if ELF
was still in effect right now and DOR figures are used, the
wei ghted average ELF would be about .37, which when multiplied
by a 15 percent tax rate cones out to an effective tax rate of
5.5 percent of gross flat. He explained that as prices go up
the net is a higher percent of gross, so when a flat percent of
gross is put on a net basis, it is a decreasing percent of net,
which is why the ELF curve slopes dowward on the graph. He
interjected that this is also how royalties currently work: as
prices go up, the royalty, which is 12 percent of gross, becones
a smaller percent of net.

2:16:32 PM
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MR. MARKS noted that on slides 31 and 32 the ANS market price
begins at $50 per barrel. However, at ANS market prices bel ow
$50 the ELF severance tax gets "weird" [supplenental slides].
He reiterated that the ELF is based on gross and gross is the
di fference between market price and transportation cost, which
in Alaska is about $6. Until oil prices reach $6, there is no
gross value, so ELF is zero. However, even though the ELF
becones positive at a price of $6, the ELF curve is negative
when calculated as a percent of net because the net value is
negative until a price of $29 a barrel is reached. When a
positive net value is reached at $29 a barrel, the ELF then
shoots up because a positive value is divided by a positive
value. In response to Co-Chair Seaton, M. Marks confirmed that
if this ELF was expressed as actual noney paid, the ELF woul d be
positive.

2:19: 44 PM

MR. MARKS added that he did not have tinme to make nodels of
anot her di nensi on of ELF, PPT, and ACES, which is that they have
“hi gher of" provisions. For PPT and ACES, it is the higher of 4
percent of gross or the PPT cal cul ation, and under ELF there was
also a mnimm tax of $.80 per barrel. Regarding the two
suppl emental slides, he added that the ELF spikes at a price of
just over $39 a barrel because it is a tax based on gross which
is a very, very high percentage of net, and this is why nost
econoni sts believe that taxes based on gross are not efficient.

2:21:11 PM

MR. MARKS reviewed the credits, many of which canme out of Dr.
van Meurs' recomendations and which still exist today (slide
33). One is the 20 percent credit on capital costs. Another is
a 40 percent well |ease expenditure credit for areas outside the
North Slope; these credits are directly related to drilling

wells and were put into |aw | ast year. Governor Parnell's bill

HB 110, proposes to expand that 40 percent credit to include the
North Sl ope. There are exploration credits ranging from 20
percent to 40 percent depending on the location of the bottom
hole in the exploration well and depending on whether the well

is inside or outside of an existing unit or how far the well is
from an existing unit. There is a credit of $12 mllion for
conpani es that produce |ess than 50,000 barrels per day and that
have enough offsetting incone. Last year sone very aggressive

credits were added for the first three parties to explore the
Cook Inlet pre-Tertiary zone with a jack-up rig. The first
party will receive a 100 percent credit up to $25 nmllion, the
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second party wll receive a 90 percent credit up to $22.5

mllion, and the third party will receive an 80 percent credit
up to $20 mllion. If there is any comrercial production as a
result of this exploration, 50 percent of the credit will have

to be re-paid. There is no double-dipping on the credits - an
expenditure used for <claimng one credit cannot be used for
claimng a second credit.

2:23: 42 PM

MR. MARKS noted that a conmpany unable to wuse all of its
deductions because of a net operating loss can convert its
unused deductions at 25 percent to a credit (slide 34). There
is a floor of zero of the tax, so a conpany that cannot nonetize
its credits because it is down to zero tax can either keep the

credit until it has sufficient offsetting inconme or can sell its
credits to other taxpayers. Wen selling credits, a conpany
will always get less than 100 percent on the dollar; however,

under an ACES provision for conpanies producing |less than 50, 000
barrels a day, the state will buy the credit.

REPRESENTATI VE GARDNER, referencing a previous Departnment of
Revenue presentation before the commttee, understood that the
small conpany credit and another $6 mllion credit were
cunmul ati ve. She asked whether that is an exception to the rule.

MR. MARKS replied correct, an additional $6 mllion credit is
avai lable to anyone, not just small conpanies, for producing
either non-North Slope or non-Cook Inlet. Because it expires in
2016, he said he doubts that the credit will ever be used. The
credits of $12 mllion and $6 nillion are use-or-lose credits

so if a conpany does not have offsetting incone in the year it
earns the credit, the credit cannot be carried over.

MR. MARKS concluded his presentation by reporting that between
1977 and Fiscal Year 2010 a total of $40 billion in severance
tax has been collected fromacross the state (slide 37).

2:25:53 PM

The commttee took an at-ease from2:25 p.m to 2:29 p.m

2:29:50 PM

CO CHAI R SEATON requested M. Marks to tell where the figure of
$12 mllion cane fromand how it was arrived at.
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MR. MARKS responded that the $12 mllion credit is a second area
where ELF lives on. Wen Dr. van Meurs was designing the PPT he
understood that there were sonme projects under devel opnent,
small fields, that would have had a zero ELF and conpani es had
started devel oping these fields assum ng they would be under ELF
and have a zero tax. This provision was put in so that smal
devel opnment woul d continue to have a zero tax; additionally, it
woul d create an incentive for small conpanies to produce snal
fields. Dr. van Meurs arrived at the $12 mllion by |ooking at
the amount of oil these fields would produce and the price of
oil, which was $45 a barrel at that tine. He then backed in the
anount of credit a conmpany would need to bring the tax to zero
under PPT, and that was $12 mllion. Quite frankly, he added
anot her reason for putting in this credit was to get politica
support for the PPT from small conpanies during the 2006
sessi on.

CO CHAI R SEATON expanded on M. Marks' response, saying that it
was | ooked at as $60 million in deduction, so that for the first
$60 million of production from a field the conpany would not
have a tax. This was later converted at 20 percent to a tax
credit of $12 mllion because that was easier to inplenent.

MR. MARKS concurr ed.

2:32:20 PM

REPRESENTATI VE HERRON, saying he understands why the credits of
$12 mllion and $6 mllion were needed to get buy-in for passing
the PPT, asked whether it is inportant to maintain these two
credits or to increase the anounts.

MR. MARKS answered that he would say it is for small fields. He

clarified that it is not really small fields, it is small
conpani es. Getting into new areas gets into really high costs
and these credits <create additional incentives for snal

conpanies to cone in. Additionally, the biggest risk takers

around the world are the snmall conpanies. As a way to get smal
conpanies into Alaska, to get bigger risk taking, it probably is
a good feature to retain as a way to encourage a w der nunber of
views as to what is geologically attractive.

2: 33: 59 PM
REPRESENTATI VE HERRON i nquired whether it would have a profound

effect on the taxes if the state was to figure out how to val ue-
add the resource, which in this case is oil. For exanple, if
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the oil was refined in the state and then left the state as a
refined product, would the severance tax, the tax on that oil
be significantly different?

MR. MARKS replied that what gives value to the oil is its market
price. The value of what conmes out of the ground is its market
price less its cost, and that is the tax base. When value is
added, cost is added, and while there is a little bit of profit
on that, the basic feedstock that goes into a refinery basically
reflects the value of the oil which is being taxed, which is how
the severance tax is based. As a feedstock to a refinery, it is
the sane thing - it is the value of the oil.

REPRESENTATI VE HERRON expressed his frustration that [a raw
resource has nore value than a finished product]; for exanple, a
log exported from the state in the round has nore value than
manufacturing that log into lunber in the state and exporting
t hat finished | unber.

CO CHAI R FEI GE suggested | ooking at what kind of credits could
be given for in-state use.

2:36:46 PM

REPRESENTATI VE MJUNQZ, regarding the PPT progressivity that
kicked in at $40 profit per barrel, asked whether that tax
applied to the full profit or just to the profit over $40.

MR. MARKS directed attention to slide 24 and explained that for
this exanple the total PPT tax rate with progressivity and the
base rate is 27.75 percent. He said it is inportant to
understand why there is discussion about the high marginal tax
rate under ACES. Under ACES, progressivity starts when [the
profit] goes above $30, at  which point [12. 4] per cent
[ progressivity] is added to the 25 percent [base rate] to arrive
at [a total tax rate] of 37.4 percent. This 37.4 percent does
not apply to the thirty-first dollar, it goes all the way back
to the very first dollar and applies to every single dollar of
value, and this is the genesis of the argunent by sone people
that ACES has high marginal tax rates. In further response, he
confirmed that this same nethod was used under PPT.

2:38:48 PM

REPRESENTATI VE MJUNQZ understood that Prudhoe Bay, Kuparuk, and
Endi cott were the only fields that paid under the ELF factor.
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MR. MARKS responded after it passed in 1989 (indisc.)....

REPRESENTATI VE MUNOZ requested M. Marks to explain again why
the Kuparuk field was the poster child for a broken ELF

MR. MARKS answered that the ELF was going down, down, down.
Bet ween 2000 to 2005 or so, Kuparuk was produci ng about 130, 000
barrels a day at very healthy prices at the time of $40 to $50.
Despite being one of the largest fields in North Anerica, it was
payi ng just about zero tax because of the ELF cal culation, and
that is what he neans by the poster child of a broken ELF - a
very, very economcally healthy field was paying no tax.

REPRESENTATI VE MUNQZ asked whether the changing of Alaska' s tax
regime 4 times in 25 years would be considered erratic or
unusual as conpared to other oil provinces in the world.

MR. MARKS replied that nost oil conpanies generally expect that
an oil tax wll change about every 10 years.

2:40: 46 PM

COCHAIR FEIGE noted that the commttee is trying to put nore
oil in the pipe, so in its imediate deliberations the conmttee
is not necessarily |ooking at how much noney the state is making
or how rmuch profit the oil conpanies are nmaking. The objective
is to structure HB 110 in the best way for putting nore oil in
t he pipe. All kinds of different devel opnment could happen on
the North Slope - new fields adjacent to currently wunitized
areas; devel opnent within each unitized area; different kinds of
oil such as heavy, viscous, and source rock; and tapping
i ndi vidual fault blocks using directional drilling. He asked
M. Marks to provide his opinion on the best way to structure HB
110 to encourage conpanies to put nore oil in the pipe.

2:42: 08 PM

MR. MARKS responded that under the progressivity structure, when
the price goes up $1, the tax rate is drawn up for every single
dol | ar bel ow that. The concept of marginal tax rate is that
when the price of oil goes up $1, what percentage of that dollar
goes to governnent? Progressivity is an absolutely fine and
straight-forward philosophy that at |ower inconme a conmpany can
afford to pay less, so there is a |lower rate, and at higher
incone a conpany can afford to pay nore, so there is a higher
rate. In his judgnent, the progressivity structure within ACES
is seriously dysfunctional because of the way it works. When
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t he value goes up from $89 to $90, not only does the tax rate on
the ninetieth dollar go up, the tax rate on all the previous

dollars of value is drawn up as well. That is what is called a
high marginal tax rate, and it can exceed 90 percent at high
prices. This is a problem because when a conpany |ooks at
devel oping a prospect it |ooks at the expected price. Si nce

prices are very volatile and hard to forecast, a conpany | ooks
at what is going to happen under a range of prices and there are
now non-frivolous oil price forecasts that go up to $200 per
barrel by 2020. Most peopl e expect that nore things can happen
to make prices go up in the future than down. So when conpani es
ook at their price forecasts and how things work under a
variety of prices, what happens on the high side of high prices
can be very inportant to their outcone because if high prices
mat eri alize they can make a | ot of noney.

2:44: 49 PM

MR. MARKS pointed out that the high marginal tax rate of ACES
caps upside potential because as price goes up the marginal tax
rate gets higher and higher to the point where not nmuch noney is
being made by the conpany anynore. From what he can tell,
Al aska, at high prices, has the highest marginal tax rates in
the world, and he believes this nmakes Al aska seriously
unconpetitive. Evidence for this is Department of Revenue data
that shows only three exploration wells drilled in 2010 - the
smal | est nunber of exploration wells since 1988 when prices were
$8 a barrel, which he thinks is a problem

2:46: 08 PM

MR. MARKS said he believes that the PPT was as dysfunctional on
the wupside as ACES because it had the sane progressivity
structure. A conparison of Departnent of Revenue or Departnent
of Natural Resources production forecasts made in 2006, before
PPT, with current forecasts for the years 2010 to 2020 shows a
reduction of hundreds and hundreds of mllions of barrels. This
reduction is not because a field that was thought would cone
online did not materialize; it is for basically the sanme fields
- the core fields of Prudhoe Bay, Kuparuk, and Al pine. Ei ghty
to ninety percent of the oil in the forecasts is forecast to
come from these core fields because there is a lot of oil to be
devel oped fromthem \Wiile ACES and PPT may not be 100 percent
of the cause for this reduction, he believes they are a nmjor
contributing factor.

2:47:15 PM
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MR. MARKS stated this could be fixed by fixing the progressivity
structure. The bracketing proposed by HB 17 and HB 110 would
provide for an increnental tax paid on an increnental value,
which lowers the marginal tax rates and is how progressivity
uni versally works around the world. He has spent a lot of tine
on this and nowhere else in the world has he encountered a
progressivity structure like the one in PPT or ACES, be it oil
or non-oil. He said his judgnent is to go to a bracketed tax
structure and to use international conpetitiveness to cone up
wi th conparable marginal tax rates. He added that he thinks the
current credit system is very strong and very good for
encour agi ng devel opnent, so he would not focus on the credits

Credits coupled with deducting costs are significant incentives
for developing, but the high tax rates dwarf anything the
credits do. In his judgnent, fixing the progressivity structure
wll put nore barrels in the pipeline.

2:49: 00 PM

CO- CHAIR FEIGE noted that under the current system the capita
costs are reported as one item and include operations and
mai nt enance as well as exploration. He asked whether there is
any advantage to having conpanies report those exploration,
operations, and nmaintenance costs separately and then adjusting
the credit structure to apply to either side of that, such as
favoring nore exploration and devel opment versus operations and
mai nt enance.

MR. MARKS answered that it is all production because, in a way,
even maintaining things is production. Encouraging producers to
mai ntain their fields is wanted and the credits do that as well.
He reiterated that he thinks the current credit structure is
strong and he would focus on the progressivity structure rather
than the credits.

REPRESENTATI VE FOSTER noted that the taxes for individual people
are based on incremental taxation for the increnmental value and
do not go retroactive to the first dollar that a person makes.
He understood this to be the point that M. Marks is nmaking.

MR. MARKS replied exactly; what is proposed in HB 17 and HB 110
mrrors the Internal Revenue Service (IRS) tax bookl et.

MR. MARKS, in response to Co-Chair Feige, said the IRS does have
progressivity, and it is bracketed.
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2:52: 00 PM

CO CHAI R SEATON, referring to slide 31, asked what is the effort
bei ng undertaken by an oil conpany to have the ANS nmarket price
change from $90 a barrel, where the tax rate is about 36
percent, to $125 a barrel, where the tax rate is 50 percent. In
response to M. Mirks, he noted that the state is charging a
severance tax for a non-renewable resource that is being taken
out of the state. In further response to M. Mirks, he re-
phrased his question by asking what is a conpany doing that it
shoul d keep basically nost all of that profit difference between
$90 and $125 instead of having significant progressivity.

2:54: 18 PM

MR. MARKS al |l owed that even under ACES the producers are making
a |lot of noney, but the question is how nuch nore noney can they
nmake somewhere else. At the corporate |evel corporations have a
finite amount of capital. In today's age of globalization this
capital is very fluid and an oil conpany can put capital |ots of
pl aces. For exanple, ConocoPhillips has presence in nore than
30 countries and can choose to put its noney where it wll get
the nost for that noney, which is why |ooking at internationa
conpetitiveness is key. One would think that as prices go up
production would go up, [but in Alaska] the production forecasts
have dropped between 2006 and now. He said he truly believes it
is very possible that because of ACES, when the price goes up
the schism between Alaska's tax and international conpetitive
tax rate w dens. The higher the prices the nore capital gets
diverted from Alaska to elsewhere, so at higher prices Al aska
gets less oil.

2:56: 02 PM

CO CHAI R SEATON understood M. Marks to be saying the conpanies
do not do anything to change the price from $90 to $120.

MR. MARKS responded that they do not.

CO CHAI R SEATON surnmised that M. Marks is saying the state can
expect the conpanies to continue renoving their investnment from
oil in Alaska to gas, which legislators are being told is very
unprofitable. For exanple, ConocoPhillips has a nmuch higher
percentage of profit comng fromits Al aska investnent than from
its international investnents, which are gas investnents; yet
ConocoPhillips is going to take its capital from Al aska and put
it in those gas projects because of the marginal tax rate in
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Al aska, even though its percentage increase in profits in Al aska
is much larger than it is internationally.

MR. MARKS answered that ConocoPhillips is an oil and gas conpany
with interests all around the world; worldw de it produces about

50 percent oil and 50 percent gas. It can invest in oil in
Al aska or elsewhere and if it can earn nore profit elsewhere
than it can in Alaska, it wll go elsewhere. That is why he
bel i eves Al askans should be very concerned about how the state
conpet es. Fair value for oil is no different than fair price
for a loaf of bread. Fair is what can be received in a
conpetitive environnent and as an economi st this is how he sees
fair share, although others mght see it differently. In his

opinion, if Alaska thinks it is entitled to nore than that, it
m ght end up in a not-very-good pl ace.

2:59: 08 PM
REPRESENTATI VE HERRON observed that current law stair steps up

to a certain value and then progressivity takes off; the
proposed legislation stair steps to a certain value and then

goes flat. He said he is unsure whether he supports it being
flat at around $100 because he thinks it should stair step down
to encourage oil devel opment and production. In response to M.

Mar ks, he confirnmed he is neaning that it should stair step down
at high prices because nore noney is needed back in the state to
fill the pipeline.

MR. MARKS replied that the state's interests nust be protected,
t 0o. Looking at the international environnent, he said he does
not think that stair stepping down at high prices needs to be
done to be conpetitive. Under these bills the marginal tax
rates peak at about 75 percent, which neans the producers walk
away with 25 percent of increnental value. At high prices that
seens to be the lay of the land. He added that the perfect tax
could be passed this year, but that the internationa
environment nmust be continually nonitored to stay conpetitive
because that is what life in the age of globalization is.

3:02: 54 PM
ADJ OURNVENT

There being no further business before the conmttee, the House
Resources Standing Commttee neeting was adjourned at 3:03 p. m
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