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COCHAIR ERIC FEIGE <called the House Resources Standing
Committee neeting to order at 1:11 p.m Representati ves Feige
Seaton, P. WIson, Dick, Foster, and Munoz were present at the
call to order

HB 110- PRODUCTI ON TAX ON O L AND GAS

1:12: 23 PM

CO- CHAIR FEI GE announced that the only order of business is
HOUSE BILL NO 110, "An Act relating to the interest rate
applicable to certain amounts due for fees, taxes, and paynents
made and property delivered to the Departnent of Revenue;
relating to the oil and gas production tax rate; relating to
nonthly installment paynents of estimated oil and gas production
tax; relating to oil and gas production tax credits for certain

expendi t ur es, i ncl udi ng qgqual ified capi tal credits for
expl oration, developnent, and production; relating to the
limtation on assessnent of oil and gas production taxes;
relating to the determnation of oil and gas production tax

val ues; making conformng anendnents; and providing for an
effective date."

1:12: 46 PM

COCHAIR FEIGE noved to adopt Anmendment 1, | abel ed 27-
GH1007\ A. 2, Bul l ock, 2/22/11, which read:

Page 3, line 10:

Delete "as of Decenber 31, 2010, was or had
previ ously been"

| nsert "on Decenber 31, 2008, was"

REPRESENTATI VE P. W LSON obj ected for discussion
1:13: 28 PM

CO CHAIR FEICGE explained that HB 110 would divide the unitized
and non-unitized areas as a nmeans to apply a lower base rate
with progressivity for the non-unitized areas. He offered his
belief that the intent of the governor was to offer a |ower tax
rate to induce nore exploration and future production. He
pointed out that some areas were already unitized, but did not
yet have any production or exploration. He explained that
Amendnent 1 woul d adjust the date on page 3, line 10, to include
these units in the lower non-unitized base tax rate.
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1:15: 19 PM

CO CHAI R SEATON noted that the Point Thonson unit is currently
under contest and may be de-unitized; if it was re-unitized,
woul d the 15 percent [tax] rate be pernmanent, he asked.

CO CHAIR FEICE replied that because Point Thonmson was a unit on
that date it would not receive the 15 percent rate.

CO- CHAIR SEATON, referring to proposed Anmendnent 1, asked
whet her the deletion of "or had previously been"™ would allow
| eases that were de-unitized, and then re-unitized at a later
date, to qualify for the 15 percent tax rate.

CO CHAIR FEIGE offered his belief that it would not. He stated
that "if they were a unit on that date [Decenber 31, 2008], they
woul d fall under the higher base rate.”

1:17: 03 PM

CO CHAIR SEATON expressed concern wth renoving "or had
previ ously been" from proposed Anendnment 1. He explained that a
unit could be de-unitized, and then, if re-unitized after
Decenber 31, 2010, it would be recognized as a new unit, and
qualify for the lower tax rate of 15 percent.

JCE BALASH, Deputy Conm ssioner, Ofice of the Conm ssioner,
Departnment of Natural Resources (DNR) explained that the
| anguage in proposed Anendnent 1, "or had previously been," was
speaking to individual | eases, and would preserve the
desi gnations as of Decenber 31, 2008. Directing his remarks to
Poi nt Thomson, he stated that designations would be determ ned
by what existed on Decenber 31, 2008.

1: 20: 23 PM

CO CHAIR SEATON offered his belief that renmoval of "or had
previously been" would allow units to re-unitize in order to
qualify for the 15 percent tax rate, as it renoved the statutory
restriction.

MR. BALASH pointed out that many individual |and parcels had,
over the past 35 years, been in a unit at one tinme or another.
He explained that |eases were initially individual, were
unitized, and then were contracted out. He noted that many
| eases, currently not in a unit, had been in another wunit at
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some point in the last 35 years. He of fered his understanding
that the intent of proposed Amendnent 1 was to ensure that when
a lease was returned for re-leasing, the process would begin
again, and the |lease was eligible for the | ower tax rate.

1: 22: 45 PM

CO CHAI R SEATON al | owed that proposed Anendnent 1 was a possible
solution for that issue, but surmsed that it could open the
potential problem he described earlier. He stated his desire to
avoid this "l oophol e" problem

MR. BALASH responded that DNR did not see any |egal problem or
concern with the | anguage as witten for proposed Arendnent 1.

1:24:14 PM

CO CHAI R SEATON cited an exanple of expansion to a unit with a
subsequent re-unitizing, and asked if this would qualify as a
new unit, eligible for the lower tax rate.

MR. BALASH offered his belief that this was not the case because

all the leases that were in those units would be static as of
t he anended dat e.

CO CHAI R SEATON expressed his disagreenent with this assessnent.

REPRESENTATI VE MUNOZ agreed with Representative Seaton that the
| anguage was conf usi ng.

1:27:16 PM

CO CHAIR FEIGE stated that proposed Amendnent 1 would anmend HB
110 to read that "if a piece of property was within a unit on
Decenber 31, 2008, it gets taxed at ... the base rate of 25
percent plus progressivity. Places that weren't wunitized on
that date do not; they get taxed at the lower rate, which is
designed to encourage production.” He pointed out that units

existing prior to Decenmber 31, 2008, which did not have
production, were areas of exploration, with the potential for
oil.

MR. BALASH expressed his agreenent with Co-Chair Feige.
CO- CHAIR FEIGE stated that throughout Al aska history there had

been many |eases that were parts of units, and these had been
rel eased for whatever reason. He ascertained that inclusion of
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"had previously been" in proposed Anendnent 1 would maintain the
hi gher tax rate for all of these |eases, and would not encourage
addi ti onal exploration.

1: 30: 22 PM

REPRESENTATI VE P. W LSON asked what the tax rate would be if the
| ease was di ssol ved for Point Thonson.

MR. BALASH declined to speak about the Point Thonson |ease due
to the current litigation. However, he offered the Rockfl ower
Unit as an exanple, which was a collection of |eases south of
Prudhoe Bay. The wunit was fornmed by Eni, which subsequently
released the |eases, all of which had been in a unit as of
Decenber 31, 2008. He shared that Geat Bear Petroleum picked
up these leases at the lease sale in the fall of 2010. He
pointed out the intent to ensure these |eases were avail able at
the lower tax rate, as they were not part of a unit currently in
producti on. In further response, he agreed that the G eat Bear
Petrol eum | eases would be taxed at the lower rate, if proposed
Amendnent 1 was approved.

1:33:14 PM

CO CHAI R SEATON asked when Poi nt Thonson was unitized.

MR. BALASH offered his belief that it was unitized in 1981.

CO CHAIR SEATON, referring to "was wthin a wunit or in
commercial production,” asked if this pertained to a non-
producing |l ease within a unit.

MR. BALASH expl ai ned that, as HB 110 would be applied statew de,
it was necessary to draft |anguage to address all scenarios. He
agreed that individual |eases producing prior to the date in
statute woul d be taxed at the higher tax rate.

1:35: 01 PM

CO CHAI R FEI GE noved to adopt Anendnent 1.

REPRESENTATI VE P. WLSON renoved her objection. There being no
further objection, it was so ordered.

1: 35: 36 PM

The conmittee took a brief at-ease.
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1: 36: 45 PM

CO- CHAIR SEATON noved to adopt Amendnent 2, |abeled 27-
GH1007\ A. 36, Bull ock, 2/24/11, which read:

Page 1, line 6, follow ng "production":
| nsert "rel ating to certain addi ti onal
nontransferable oil and gas production tax credits;"

Page 12, following line 5:
I nsert new bill sections to read:
"* Sec. 17. AS 43.55.024(b) is anended to read:
(b) A producer may not take a tax credit under
(a) of this section for any calendar year after the

| ater of

(1) 2021 [2016]; or

(2) the ninth calendar vyear after the
cal endar year during which the producer first has
cormmercial oil or gas production before My 1, 2021

[2016], from at |east one |lease or property in the
state outside the Cook Inlet sedinentary basin, no
part of which is north of 68 degrees North [latitude
if the producer did not have conmmercial oil or gas
production from a lease or property in the state
outside the Cook Inlet sedinentary basin, no part of
which is north of 68 degrees North l|atitude, before
April 1, 2006.
* Sec. 18. AS 43.55.024(d) is anmended to read:

(d) A producer may not take a tax credit under
(c) of this section for any calendar year after the
| ater of

(1) 2021 [2016]; or
(2) if the producer did not have commercia

oil or gas production from a |ease or property in the
state before April 1, 2006, the ninth calendar year
after the calendar year during which the producer
first has comercial oil or gas production before
May 1, 2021 [2016], from at |east one |ease or
property in the state.™

Renunber the followi ng bill sections accordingly.
Page 16, |ine 10:

Delete "Sections 6 - 9 and 20"
| nsert "Sections 6 - 9 and 22"
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Page 16, |ine 12:
Del ete "Section 19"
| nsert "Section 21"

Page 16, |ine 20:
Del ete "Sections 11, 12, 14 - 18, 24, and 25(a)"
| nsert "Sections 11, 12, 14 - 16, 19, 20, 26, and
27(a)"

Page 16, |ine 21:
Delete "Sections 6 - 9, 20, and 25(b)"
I nsert "Sections 6 - 9, 22, and 27(b)"
Page 16, |ine 22:
Del ete "Sections 19 and 25(c)"
I nsert "Sections 21 and 27(c)"
Page 16, |ine 23:
Del ete "secs. 27 - 29"
| nsert "secs. 29 - 31"
1:37: 05 PM
REPRESENTATI VE P. W LSON obj ected for discussion
CO CHAI R SEATON expl ained that proposed Anendnent 2 related to
the small producer tax credits, a $12 mllion credit for
producers of less than 100,000 barrels per day. He decl ared
that the proposed anendnent extended the sunset date of this
credit for an additional five years, from 2016 to 2021

REPRESENTATI VE P. WLSON understood that proposed Amendnent 2
extended the tax credit period from5 years to 10 years.

CO- CHAI R SEATON agr eed.

REPRESENTATI VE P. W LSON renoved her objection.

1:39: 07 PM

The commttee took an at-ease from1:39 p.m to 1:41 p. m
1:41: 05 PM

There being no objection, Arendnent 2 was adopt ed.
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CO- CHAIR SEATON noved to adopt Amendnent 3, |abeled 27-
GH1007\ A. 3, M schel /Bul | ock, 2/23/11, which read:

Page 1, lines 4 - b&:
Del ete "for certain expenditures"”

Page 12, following line 5:
Insert a new bill section to read:
"* Sec. 17. AS 43.55.024(c) is anended to read:

(c) For a cal endar year for which a producer’'s
tax liability under AS 43.55.011(e) exceeds zero
before application of any credits under this chapter,
other than a credit under (a) of this section but
after application of any credit wunder (a) of this
section, a producer that is qualified under (e) of
this section and whose average anount of oil and gas
produced a day and taxable under AS 43.55.011(e) is
| ess than 100,000 BTU equivalent barrels a day my
apply a tax credit under this subsection against that
l[itability. A producer whose average anount of oil and
gas produced a day and taxable under AS 43.55.011(e)
is

(1) not nore than 50,000 BTU equivalent
barrels may apply a tax credit of not nore than
$15, 000, 000 [ $12, 000, 000] for the cal endar year;

(2) nore than 50,000 and |ess than 100, 000
BTU equivalent barrels nay apply a tax credit of not
nore than $15, 000,000 [$12,000,000] nultiplied by the
following fraction for the cal endar year:

1-[2 X (AP - 50,000)] / 100,000
where AP = the average anount of oil and gas taxable
under AS 43.55.011(e), produced a day during the
cal endar year in BTU equivalent barrels.”

Renunber the followi ng bill sections accordingly.

Page 16, |ine 10:
Delete "Sections 6 - 9 and 20"
| nsert "Sections 6 - 9 and 21"

Page 16, |ine 12:

Del ete "Section 19"
| nsert "Section 20"

Page 16, |ine 20:
Del ete "Sections 11, 12, 14 - 18, 24, and 25(a)"
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| nsert "Sections 11, 12, 14 - 16, 18, 19, 25, and
26(a)"

Page 16, |ine 21:
Delete "Sections 6 - 9, 20, and 25(b)"
I nsert "Sections 6 - 9, 21, and 26(b)"

Page 16, |ine 22:
Del ete "Sections 19 and 25(c)"
I nsert "Sections 20 and 26(c)"

Page 16, |ine 23:
Del ete "secs. 27 - 29"
| nsert "secs. 28 - 30"
REPRESENTATI VE P. W LSON obj ected for discussion
1:41:51 PM
CO CHAI R SEATON reported that proposed Amendnent 3, relating to

the credits extended in Anendnent 2, would insert Section 17 in
proposed HB 110. He explained that the proposed amendnent woul d

increase the snall producer tax credits, which producers had
declared inportant for the financing of exploration and
devel opnent, from $12 mllion to $15 mllion. He enphasi zed

that these annual credits could not be sold, could only be used
if there was oil production, and were applied to any production
under 100,000 barrels per day. He shared that this was an
existing law, which nerely changed the credit from $12 nmillion
annually to $15 mllion annually.

COCHAIR FEIGE asked why it was necessary to change the bill
title.

CO CHAIR SEATON replied that the bill did not address the smal

producer tax credit. He referred to the testinony stating that
the short date on the tax credits was delaying the project
financing. In response to Representative Herron, he pointed out

that the producers had indicated that an increase in the credit
anount woul d be hel pful.

1:44:55 PM
REPRESENTATI VE MUNOZ reflected that the primary criticism from

the small producers had been for the tax credit extension over
two years, instead of one year.
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CO CHAI R FEI GE agreed that was one criticism

REPRESENTATI VE MUNCQZ asked if the small producers had offered a
suggestion for a specific credit anount.

CO CHAI R SEATON referred to a conversation bet ween
Representative Herron and the producers for the increase in the
tax credit. He indicated that the earlier anount had needed an
adjustnment for inflation. He stated that a commttee goal was
to offer reasonable support for the small producers to attract
i nvestnment capital.

BRYAN BUTCHER, Acting Conm ssioner, Departnment of Revenue (DOR)
replied that DOR did not have any concerns wth proposed
Amendrent 3.

REPRESENTATI VE P. WLSON renoved her objection. There being no
further objection, it was so ordered.

1:47:31 PM

CO- CHAIR SEATON noved to adopt Anmendnent 4, |abeled 27-
GH1007\ A. 4, M schel /Bul | ock, 2/23/11, which read:

Page 12, following line 5:
Insert new bill sections to read:
"* Sec. 17. AS 43.55.025(b) is anended to read:

(b) To qualify for the production tax credit
under (a) of this section, an exploration expenditure
must be incurred for work perforned after June 30,
2008, and before July 1, 2021 [2016], and

(1) may be for seismc or other geophysica
expl oration costs not connected with a specific well;
(2) if for an exploration well,

(A must be incurred by an explorer
that holds an interest in the exploration well for
whi ch the production tax credit is clained;

(B) may be for either a well that
encounters an oil or gas deposit or a dry hole;

(O must be for a well that has been
conpl eted, suspended, or abandoned at the time the
explorer clains the tax credit wunder (f) of this
section; and

(D) must be for goods, services, or
rentals of personal property reasonably required for
the surface preparation, drilling, casing, cenenting,
and logging of an exploration well, and, in the case
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of a dry hole, for the expenses required for

abandonnent if the well is abandoned within 18 nonths
after the date the well was spudded;
(3) may  not be for adm ni strati on,

supervi sion, engineering, or |ease operating costs;
geol ogi cal or nmanagenent costs; comrunity relations or
envi ronnmental costs; bonuses, taxes, or other paynents

to governnments related to the well; costs, including
repairs and replacenents, arising from or associated
with fraud, wlful m sconduct gross negligence,

crimnal negligence, or violation of law, including a
violation of 33 U S. C. 1319(c)(1) or 1321(b)(3) (dean
Water  Act); or other <costs that are generally
recogni zed as indirect costs or financing costs; and
(4) may not be incurred for an exploration
well or seismc exploration that is included in a plan
of exploration or a plan of developnent for any unit
before May 14, 2003.
* Sec. 18. AS 43.55.025(k) is anmended to read:

(k) Subject to the terns and conditions of this
section, if a claim is filed under (f)(1) of this
section before January 1, 2021 [2016], a credit
agai nst the production tax levied by AS 43.55.011(e)
is allowed in an anmount equal to five percent of an
eligible expenditure under this subsection incurred
for seismc exploration performed before July 1, 2003.
To be eligible under this subsection, an expenditure
must

(1) have been for seismc exploration that
(A obt ai ned dat a t hat t he
comm ssioner of natural resources considers to be in
the best interest of the state to acquire for public
di stribution; and
(B) was conduct ed out si de t he
boundaries of a production unit; however, the anount
of the expenditure that is otherwi se eligible under
this section is reduced proportionately by the portion
of the seismc exploration activity that crossed into
a production unit; and
(2) qualify under (b)(3) of this section.”

Renunber the followi ng bill sections accordingly.
Page 16, |ine 10:

Delete "Sections 6 - 9 and 20"
| nsert "Sections 6 - 9 and 22"
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Page 16, |ine 12:
Del ete "Section 19"
| nsert "Section 21"

Page 16, |ine 20:

Del ete "Sections 11, 12, 14 - 18, 24, and 25(a)"

| nsert "Sections 11, 12, 14 - 16, 19, 20, 26, and
27(a)"

Page 16, |ine 21:
Delete "Sections 6 - 9, 20, and 25(b)"
I nsert "Sections 6 - 9, 22, and 27(b)"

Page 16, |ine 22:
Del ete "Sections 19 and 25(c)"
I nsert "Sections 21 and 27(c)"

Page 16, |ine 23:
Del ete "secs. 27 - 29"
| nsert "secs. 29 - 31"
REPRESENTATI VE P. W LSON obj ected for discussion

CO CHAI R SEATON expl ai ned that proposed Amendnent 4 extended the
production tax credit date from 2016 to 2021.

1:48:40 PM
The committee took an at-ease from1:48 p.m to 1:50 p. m
1:50: 13 PM

REPRESENTATI VE P. WLSON requested an explanation of proposed
Amendnent 4.

CO CHAI R SEATON expl ai ned that proposed Amendnent 4 woul d extend
the sunset date for exploration tax credits by five years, from
2016 to 2021, wth the goal of enhancing exploration. In
further response, he confirned that the only change effected by
proposed Anendnent 4 would be an addition of five years for the
exploration tax credits.

REPRESENTATI VE P. W LSON renoved her objection.

1: 52: 28 PM
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ACTI NG COW SSI ONER BUTCHER, in response to Co-Chair Feige, said
that proposed Amendnent 4 was "a policy call for the conmttee
and the Departnent of Revenue is fine either way."

There being no further objection, Arendnent 4 was adopt ed.
1:53: 07 PM

The comm ttee took a brief at-ease.

1: 53: 56 PM

CO- CHAIR SEATON noved to adopt Anmendnent 5, |abeled 27-
GH1007\ A. 6, M schel /Bul | ock, 2/23/11, which read:

Page 16, |ine 8:
Del ete "Sections 11, 12, 15, and 16"
| nsert "Sections 15 and 16"

Page 16, |ine 20:
Del ete "Sections 11, 12, 14 - 18, 24, and 25(a)"
Insert "Sections 14 - 18, 24, and 25(a)"

Page 16, following line 22:
I nsert a new bill section to read:
"* Sec. 30. Sections 11 and 12 of this Act take
effect i mredi ately under AS 01.10.070(c)."

Renunber the following bill section accordingly.
Page 16, |ine 23:
Del ete "secs. 27 - 29"
| nsert "secs. 27 - 30"
REPRESENTATI VE P. W LSON obj ected for discussion
CO CHAI R SEATON expl ai ned that proposed Amendnent 5 would nodify
the refundable tax credits given to explorers and snal
producers to be i mediately effective.
1:56: 10 PM
REPRESENTATI VE P. W LSON asked whether this affected DOR
ACTI NG COW SSI ONER BUTCHER said it was nore difficult for DOR

to adm nister tax credits in the mddle of a year. He suggested
maki ng the date retroactive to January 1, 2011
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CO- CHAIR SEATON noved to adopt Conceptual Anendnent 1 to
Amendnent 5, which would change the effective date retroactive
to January 1, 2011.

There being no objection, Conceptual Anmendnent 1 to Anendnent 5
was approved.

CO CHAIR FEI GE asked for an explanation of lines 1-3 of proposed
Amendnent 5.

CO- CHAIR SEATON replied that this would reorder the sections
and nove Sections 11 and 12 to the new Section 30 of the bill
making them effective i1immediately. He said there were no
substantive changes to the anmounts of credit.

1: 58: 39 PM

REPRESENTATI VE MJUNOQZ requested an interpretation of proposed
Amendnent 5 by an attorney from Legislative Legal and Research
Servi ces.

REPRESENTATI VE P. W LSON expl ai ned that proposed Anendnent 5 did
not renmove Sections 11 and 12, but nerely reinserted them
el sewhere.

REPRESENTATI VE MUNQOZ agreed to this interpretation.

COCHAIR FEIGE restated that proposed Anendnent 5 would make
Sections 11 and 12 retroactive to January 1, 2011

CO CHAI R SEATON confirned, noting that this was only the case
for the one tax credit.

2: 00: 40 PM
REPRESENTATI VE P. WLSON understood that proposed Anendnent 5
woul d nove Sections 11 and 12 into Section 30 of the bill, and

woul d change the effective date to January 1, 2011. She renoved
her obj ection.

CO CHAIR FEIGE noved to adopt Anmendnent 5, as anended. There
bei ng no objection, it was so ordered.

2:01: 39 PM
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CO CHAIR SEATON noved to adopt Amendnent 6, |abeled 27-
GH1007\ A. 19, Bullock, 2/23/11, which read:

Page 12, following line 5:

Insert new bill sections to read:

"* Sec. 17. AS 43.55.025(a) is anended to read:

(a) Subject to the terns and conditions of this
section, a credit against the production tax |evied by
AS 43.55.011(e) IS al | oned for expl oration
expenditures that qualify under (b) of this section in
an anount equal to one of the follow ng:

(1) 30 percent of the total exploration
expenditures that qualify only under (b) and (c) of
this section;

(2) 30 percent of the total exploration
expenditures that qualify only under (b) and (d) of
this section;

(3) 40 percent of the total exploration
expenditures that qualify under (b), (c), and (d) of
this section;

(4) 40 percent of the total exploration
expenditures that qualify only under (b) and (e) of
this section; [OR]

(5) 80, 90, or 100 percent, or a |esser
anount described in (I) of this section, of the tota
exploration expenditures described in (b)(1l) and (2)
of this section and not excluded by (b)(3) and (4) of
this section that qualify only wunder (l) of this
section; or

(6) 30 percent of the total exploration
expenditures that qualify only under (b) and (n) of
this section.

* Sec. 18. AS 43.55.025 is anmended by adding a new
Subsection to read:

(n) To be eligible for the 30 percent production
tax credit authorized by (a)(6) of this section,
exploration expenditures nust be for a well drilled
north of 68 degrees North latitude that is

(1) outside of a unit; or

(2) within a wunit forned after June 30,
2008, and the exploration expenditures are incurred
before the later of the date that is four years after
the date the

(A unit is forned; or
(B) first exploration well is drilled
on a | ease or property that is within the unit."
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Renunber the followi ng bill sections accordingly.

Page 16, |ine 8:
Del ete "Sections 11, 12, 15, and 16"
| nsert "Sections 11, 12, and 15 - 18"

Page 16, |ine 10:
Delete "Sections 6 - 9 and 20"
| nsert "Sections 6 - 9 and 22"

Page 16, |ine 12:
Del ete "Section 19"
| nsert "Section 21"

Page 16, |ine 20:
Del ete "Sections 11, 12, 14 - 18, 24, and 25(a)"
| nsert "Sections 11, 12, 14 - 20, 26, and 27(a)"

Page 16, |ine 21:
Del ete "Sections 6 - 9, 20, and 25(b)"
I nsert "Sections 6 - 9, 22, and 27(b)"

Page 16, |ine 22:
Del ete "Sections 19 and 25(c)"
I nsert "Sections 21 and 27(c)"
Page 16, |ine 23:
Del ete "secs. 27 - 29"
| nsert "secs. 29 - 31"
REPRESENTATI VE P. W LSON obj ected for discussion
2:02:00 PM

CO- CHAIR SEATON noting that the exploration tax credits were
extended to 2021, directed attention to the Division of Ol &

Gas drilling technology handout [included in nenbers' packets].
He explained that wells were previously drilled vertically, but
that current technology allows for lateral drilling. He stated
that the current limtation on exploration required a mninmm
three mle distance from the bottom of another well. Pr oposed

Amendnent 6 would allow the 30 percent exploration credits
within or outside a wunit, and would renpbve the distance
requirenent. It would apply to wells outside a unit and wells
within a unit for 4 years after the first well was drilled and
would therefore not create a permanent obligation for a 30
percent tax credit. He stated that this was an incentive to
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drill nore rapidly, to stimulate production, and to not limt
proxi mat e expl orati on.

2:06:14 PM

REPRESENTATIVE P. WLSON read line 19 of proposed Anendnent 6:
"30 percent of the total exploration expenditures that qualify
only under (b)...." She asked to what (b) referred.

CO CHAI R SEATON expl ained that "(b) says you're drilling a well
and it's not in a producing field."

REPRESENTATI VE P. WLSON asked if it was in a unit.

CO CHAIR SEATON replied that it was not in a producing field or
unit.

2:07:11 PM

REPRESENTATIVE P. WLSON, directing attention to line 20 of
proposed Amendnent 6, asked for an explanation of (n).

CO CHAIR SEATON explained that (n) was the new Section 18,
starting on line 21, which stated that eligibility was |limted
to the North Slope, north of 68 degrees, and required a well to
be outside a unit, or within a unit forned after June [30],
2008.

REPRESENTATI VE P. WLSON understood it was in a currently non-
producing field, or on the North Slope that is outside of a unit
or wwthin a unit forned after June [30], 2008.

CO CHAIR SEATON replied correct. He elaborated that this
elimnated the requirenent for spacing and di stance.

2:09: 08 PM
The conmmttee took an at-ease from2:09 p.m to 2:13 p.m
2:13: 20 PM

ACTI NG COW SSI ONER BUTCHER, in response to Co-Chair Feige, said
DOR and DNR were confortable with proposed Anendnent 6.

REPRESENTATI VE P. WLSON renoved her objection. There being no
further objection, Amendnent 6 was adopt ed.
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2:14:43 PM

REPRESENTATI VE P. W LSON noved to adopt Anmendnent 7, |abeled 27-
GH1007\ A. 38, Bullock, 2/25/11, which read:

Page 1, line 7, follow ng "val ues;"
Insert "relating to the disclosure of certain tax
i nformation;"

Page 15, following line 15;:

I nsert a new bill section to read:
"* Sec. 21. AS 43.55.890 is anmended to read:
Sec. 43. 55. 890. D scl osure of t ax
i nformation. Not wi t hst andi ng any contrary

provision of AS 40.25.100, and regardless of
whether the information 1is considered under
AS 43. 05. 230( e) to constitute statistics
classified to prevent the identification of
particular returns or reports, the departnent may
publish the followng information wunder this
chapter, if aggregated anong three or nore
producers or explorers, showing, by nonth or
cal endar year and by |ease or property, unit, or
area of the state:

(1) the amount of oil or gas production;

(2) the anount of taxes levied under this
chapter or paid under this chapter;

(3) the effective tax rates wunder this
chapter;

(4) the gross value of oil or gas at the
poi nt of production;

(5) the transportation costs for oil or
gas,;

(6) qualified capital expenditures, as
defined in AS 43.55.023;

(7) expl oration expendi tures under
AS 43.55. 025;

(8) production tax values of oil or gas

under AS 43.55. 160;
(9) |ease expenditures under AS 43.55. 165;
(10) adjustnments to |ease expenditures
under AS 43.55.170;
(11) tax credits applicable or potentially
applicable against taxes levied by this chapter;
the information relating to tax credits under this
paragraph, to the extent the infornmation is available
to the departnent, nust include the statutory
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authority for each type of credit taken, the anbunt of
credits taken wunder each statute authorizing a tax
credit, and whether the credit is for an expenditure

related to oil or gas exploration, developnent, or
producti on, i ncl udi ng t he drilling of wel |'s;
per f orm ng wor k on exi sting wel | s; conducti ng
geol ogi cal or geophysi cal expl orati on; acquiring,
constructing, or installing new facilities or

equi pnent; and nmintaining, repairing, or replacing
existing facilities or equipnent.”

Renunber the followi ng bill sections accordingly.

Page 16, followi ng line 19:
| nsert a new bill section to read:
"* Sec. 28. Section 21 of this Act takes effect
i mredi ately under AS 01.10.070(c)."

Renunber the follow ng bill sections accordingly.

Page 16, |ine 20:
Del ete "Sections 11, 12, 14 - 18, 24, and 25(a)"
| nsert "Sections 11, 12, 14 - 18, 25, and 26(a)"

Page 16, |ine 21:
Del ete "Secti ons
| nsert "Sections

- 9, 20, and 25(h)"
- 9, 20, and 26(h)"

o O

Page 16, |ine 22:
Del ete "Sections 19 and 25(c)"
I nsert "Sections 19 and 26(c)"

Page 16, |ine 23:
Del ete "secs. 27 - 29"
| nsert "secs. 28 - 31"

CO CHAI R SEATON obj ected for di scussion
2:14.:58 PM

REPRESENTATI VE P. W LSON poi nted out that Al aska statute did not
allow state auditors to share financial information wth the
| egi sl ature. She noted that this tax credit information had to
include the statutory authority for each type of credit taken

She read from page 2, lines 2-10, of proposed Anendnent 7: "the
anount of credits taken under each statute authorizing a tax
credit, and whether the credit is for an expenditure related to
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oil or gas exploration, developrment, or production including the
drilling of wells; performng work on existing wells; conducting
geol ogi cal or geophysical exploration; acquiring, constructing

or installing new facilities or equipnent; and nmaintaining,
repairing, or replacing existing facilities or equipnent.” She
opined that this would reveal how the tax credits were being
used.

2:18: 22 PM

CO CHAI R SEATON presuned the intention of proposed Amendnent 7
was for different categories of information and did not require
that the informati on be aggregated.

REPRESENTATIVE P. WLSON replied that her desire was to ensure
that this did not include any proprietary information.

2:20:10 PM

REPRESENTATIVE P. WLSON, in response to Co-Chair Feige,
confirmed that aggregating the information would destroy the
individuality of that i nf or mati on, but would allow the
| egi slature to know what the credits were taken for. |In further
response, she confirmed that it would allow the legislature to
know the information as it applies to the credit as a whol e.

CO CHAIR SEATON said he would like to hear from Legislative
Legal and Research Services to ensure that proposed Anmendnent 7
woul d fully acconplish the intention.

2:21:37 PM

COCHAIR FEIGE referred to page 2, line 16, of proposed
Anrendment 7 and asked about the best effective date.

ACTI NG COW SSI ONER BUTCHER deferred to the DOR auditor.

2:22:35 PM

The committee took an at-ease from2:22 p.m to 2:24 p.m

2:24: 09 PM

ACTING COW SSIONER BUTCHER related that the DOR auditor

suggested an effective date of January 1, 2012, as it would
requi re new regul ati ons be witten.
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REPRESENTATI VE P. WLSON said her understanding from talks with
DOR auditors was that the departnment already has this
i nformati on. Her intention was for the legislature's imediate
receipt of this information for use in times like this.

ACTI NG COW SSI ONER BUTCHER replied it would not make a huge
difference either way because it was still necessary for DOR to
wite regulations for the bill and its anendnents.

REPRESENTATI VE P. WLSON said she was hesitant to postpone the
effective date.

2:26: 04 PM

CO CHAI R SEATON asked whether there were any regulations for
i nformati on which was already being reported to the |egislature.

ACTI NG COW SSI ONER BUTCHER replied that DOR did receive the
information, but it was not in a formthat would allow it to be
reported to the | egislature.

REPRESENTATIVE P. WLSON understood that DOR had recently
revised the fornms on which the producers report. She surni sed
these new fornms could be used to gather the information
requested by the |egislature.

ACTI NG COW SSI ONER BUTCHER of fered his agreenent.
2:27:18 PM

REPRESENTATI VE P. WLSON asked whether the effective date change
was still necessary.

LENNI E DEES, Audit Master, Production Audit G oup, Tax Division,
Department of Revenue, replied that DOR did request information,
but it was sunmmarized, with expenditures by region, and it was
not presented in the categories listed in proposed Amendment 7.
He opined that it would be necessary to define the categories
t hrough regul ati ons.

2:28:20 PM

REPRESENTATIVE P. WLSON surmsed that DOR does not require
t axpayers to specify what the tax credit was spent on.

MR DEES replied that only the total amunt was submtted
annually on the March 31 true-up for the preceding year.
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REPRESENTATIVE P. WLSON stated that by all neans she wants DOR
to be able to [require taxpayers to specify what the tax credit
was spent on] so in the future the legislature can see whether
the credits went to where the | egislature intended.

2:28:59 PM

REPRESENTATIVE P. WLSON noved Conceptual Amendnment 1 to
Amrendment 7, which woul d st at e:

Page 2, line 16:
Del ete "inmedi atel y"
| nsert "January 1, 2012"

There being no objection, Conceptual Anmendnent 1 to Amendnment 7
was adopt ed.

2:29: 55 PM

CO- CHAIR SEATON requested «clarification of the categories
i ncluded on page 2, [lines 5-10], of Amendnent 7.

DONALD BULLOCK JR., At t or ney, Legi slative Legal Counsel

Legislative Legal and Research Services, Legislative Affairs
Agency, explained that the sem colons separated the groups of
simlar types of expenditures. So, what is separated by comras

within a semcolon is one group of expenditures. In further
response, he said that oil and gas exploration, production, and
devel opment included all the well work, and were types of

expenditures in this category.
2:32: 08 PM
CO CHAI R SEATON asked whether this was a reporting category.

MR. BULLOCK pointed out that this section, AS 43.55.890, did not
i npose any obligation on taxpayers to report information, but
rather stated the information which DOR had that could be
publ i shed. He acknow edged that there was sonme information
whi ch was required by statute to be submtted.

2:33: 06 PM
CO CHAI R SEATON opined that the problem was determ ning capita

expenditures and how nmuch was used for maintenance and how mnuch
is used in the drilling of wells. He understood M. Bullock to
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be saying that, statutorily, Alaska did not require a separate
reporting for maintenance and for well drilling.

MR. BULLOCK explained that each [tax] credit had specific
requi renments under statute, and it was incunbent upon DOR to
determne that the noney was spent for the appropriate thing

He noted that DOR could supplenment the statutory requirenents
W th addi ti onal reasonabl e i nformation requests and
requirenents. He pointed out the necessity for initially
receiving as nmuch information as possible to the amount of audit
time later.

2:35: 08 PM

CO CHAIR SEATON offered his belief that DOR was wunable to
discrimnate between the capital expenditures for nmaintenance
and capital expenditures for well drilling and production. He
pointed out that the reason for proposed Amendnent 7 was to
delineate nore discreet categories of expenses, and asked
whet her the proposed anendnent's wordi ng woul d acconplish this.

MR. BULLOCK replied that proposed Anendnent 7 would not
specifically acconplish this. He suggested that DOR be asked
whether it was getting this information. He explained that
t axpayers had to account for these expenses during application
for the tax credit so DOR would have this information.

REPRESENTATI VE P. WLSON asked that M. Dees return to testify.

MR. BULLOCK clarified that existing law only specified which
information on hand could be published. The requirenment for
what information mnust be provided by the taxpayer would be
el sewhere.

2:37:50 PM

REPRESENTATI VE P. WLSON explained that the DOR response to her
request for information was that the department could not share
the information. She asked whether proposed Anendnent 7 woul d
now allow this information to be shared with the | egislature.

MR DEES offered his belief that the anended AS. 43.55.890 would

allow DOR to distribute the information for the listed
categories. He explained that there were two ways for a conpany
to acquire [tax] credits: one was to apply to DOR and to

provide detailed expenditure information for the credit.
However, for a conpany taking the expenditures off its tax
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liability, DOR only required that the conpany report the anount
of the capital expenditures and the anmount of credit the conpany
was using, without the detail of the expenditures. He explained
that the details were not forthcomng until an audit of the tax
filings. The changes in AS 43.55.890, coupled with changes in
other regulations, wuld allow for nore details on the

expendi t ur es. The future effective date for the bill would
allow DOR to determ ne the categories, and the activities within
each <category, to be reported. This would provide nore

expenditure detail prior to an audit.
2:42: 42 PM

REPRESENTATIVE P. WLSON asked if proposed Anmendnent 7 would
allow DOR to develop a form which provided the necessary
information for the |egislature.

MR. DEES replied that this would be the goal

CO CHAIR SEATON asked whether a reporting requirenment would
acconplish the goal of requiring conpanies to submt detailed
i nformati on by specific category.

MR. DEES offered his belief that DOR, through existing statute,
had the authority to require this information.

2:45: 01 PM

CO- CHAIR SEATON surmised that although the state had the
authority, it had not required these details for past reports,
and it wwuld now be able to distribute this aggregated
information in each category to the | egislature.

MR. DEES responded that that was his belief.

ACTING COW SSI ONER  BUTCHER added that according to the
Departnment of Law (DOL), DOR had the authority to collect the
i nformati on being di scussed, and DOR intended to do so.

2:46:22 PM

COCHAIR FEIGE asked if proposed Anmendnent 7 would place
addi tional reporting requirenments on the taxpayers.

ACTI NG COW SSI ONER BUTCHER reported that under current statute
DOR could gather this information, although it had not done so.
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He noted that proposed Amendnent 7 pertained to the reporting of
information, and allowed this.

CO CHAI R FEI GE asked what additional requirenents were placed on
t he taxpayers.

ACTI NG COWM SSI ONER BUTCHER replied that DOR did not consider
this to be an onerous anobunt of work as this information was
al ready reported and was nmade avail able during the audit. Thi s
informati on would be provided to the |egislature under proposed
Amendnent 7.

2:47:59 PM

CO-CHAI R FEI GE asked whether this information could be rel eased
prior to the audit.

ACTI NG COW SSI ONER BUTCHER responded that the information could
be released before the audit. He said the issue here was a
matter of timng and getting an idea of what was going on as it
was going on or soon after, as opposed to waiting three years
for the audits to be finished. In further response, he
concurred that proposed Amendnent 7 would facilitate a rapid
di spersal of information to the |egislature.

CO CHAI R SEATON understood Acting Commi ssioner Butcher to be
sayi ng that when a taxpayer conpletes its nonthly application of
capital credits against its taxes, those will be put into the
categories and reported to DOR at the time the credit is taken
on the conpany's taxes.

ACTING COW SSIONER BUTCHER said [the departnent] has not
di scussed in detail whether it would be nonthly or quarterly,
but it would be sonething in that general area.

2:50: 18 PM

REPRESENTATIVE P. WLSON asked whether, given the discussion
here and the current statutes, this would be acconplished with
proposed Amendnent 7.

MR, BULLOCK answered he believes legislators can get the facts
to see what the expenditures were for because the statutes say
that to qualify for an expenditure the taxpayer nust do a
certain thing and the taxpayer nust be able to provide
docunentation if chall enged. This same thing would apply to a
conpany taking a credit for a well-related expenditure.
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However, what legislators wll not know is whether that
expenditure would have been incurred without the credit, so
| egislators wll never really know whether giving a credit
actually caused the activity.

2:51:41 PM

REPRESENTATI VE P. WLSON opined that having the information
woul d still make anal ysis easier.

MR. BULLOCK of fered his agreenent.

CO CHAI R SEATON renoved his objection to proposed Amendnent 7.
There being no further objection, Amendnent 7, as anended, was
adopt ed.

2:53:20 PM

The conmttee took a brief at-ease.

2:54: 29 PM

CO CHAI R SEATON pointed out that DNR was working on the request
for applicable data simlar to DOR He said work on additiona
amendnents would be ongoing with M. Bullock and those
amendnents woul d be distributed as soon as avail abl e.

[HB 110 was hel d over.]

2:57: 05 PM

ADJ OQURNNMENT

There being no further business before the commttee, the House
Resources Standing Commttee neeting was adjourned at 2:57 p.m
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