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ACTI ON NARRATI VE

1:16: 58 PM

COCHAIR PAUL SEATON called the House Resources Standing
Commttee neeting to order at 1:16 p.m Representati ves P.
Wl son, Herron, Foster, Dick, Grdner, Kawasaki, Feige, and
Seaton were present at the call to order. Representati ve Minoz

arrived as the neeting was in progress. Also in attendance were
Represent ati ves Austernman, Hawker, and Neunman

HB 110- PRODUCTI ON TAX ON O L AND GAS

1:17:18 PM

CO CHAI R SEATON 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
monthly installment paynments of estinmated 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
exploration, 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."

CO- CHAIR SEATON announced his intention to get through the
amendnents to HB 110 and then have a vote on the bill.

1:18: 02 PM
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CO CHAIR SEATON noved that the commttee adopt Anendnent 8,
| abel ed 27- GH1007\ A. 17, M schel /Bul | ock, 2/23/11, which read:

Page 10, line 31, through page 11, line 21:

Delete all material and insert:

"* Sec. 15. AS 43.55.023(1) is anended to read:

(') A producer or explorer may apply for a tax
credit for a well I|ease expenditure incurred in the
state [SOUTH OF 68 DEGREES NORTH LATITUDE] after
Decenber 31, 2011, and before January 1, 2021 [JUNE
30, 2010], as foll ows:

(1) notwi thstanding that a well |ease
expenditure incurred in the state [ SOUTH OF 68 DEGREES
NORTH LATI TUDE] may be a deductible |ease expenditure
for purposes of calculating the production tax value
of oil and gas under AS 43.55.160(a), unless a credit
for that expenditure is taken wunder (a) of this
section, AS 38.05.180(i), AS 41.09.010, AS 43.20.043,
or AS 43.55.025, a producer or explorer that incurs a
well |ease expenditure in the state [SOUTH OF 68
DEGREES NORTH LATITUDE] may elect to apply a tax
credit against a tax levied by AS 43.55.011(e) in the
amount of

(A 40 percent of the expenditures incurred
in the state south of 68 degrees North | atitude; and

(B) 30 percent of the expenditures incurred
in the state north of 68 degrees North |atitude that
exceed the average annual well |ease expenditures for
the second and third cal endar years preceding the year
for which the credit is being determ ned [40 PERCENT
OF THAT EXPENDI TURE; A TAX CREDI T UNDER THI S PARAGRAPH
MAY BE APPLI ED FOR A SI NGLE CALENDAR YEAR] ;

(2) a producer or explorer my take a
credit for a well |ease expenditure incurred in the
state [SOUTH OF 68 DEGREES NORTH LATI TUDE] in
connection with geological or geophysical exploration
or in connection with an exploration well only if the
producer or explorer

(A agrees, in witing, to the applicable
provi sions of AS 43.55.025(f)(2); and
(B) submts to the Departnent of Natural Resources
all data that would be required to be submtted under
AS 43.55. 025

REPRESENTATI VE P. W LSON obj ected for discussion purposes.
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1:18:18 PM

CO CHAI R SEATON expl ai ned that Anendnent 8 is essentially [House
Bill 337] that the House Resources Standing Conmmttee reported
out of conmttee l|ast year, which was the change to the
producer/explorer tax on the North Sl ope. Amendnent 8 woul d
change the capital credit for infield well work from 20 percent
to 30 percent, a 50 percent increase. Amendnment 8 further
specifies that the aforenentioned will be allowed for additiona
work as well. He pointed out that one of the keystones for nany
peopl e has been to ensure that increased work is targeted, not
just paying nore or giving credits for the same anmount of work.

The |anguage on page 1, line 18, of Anendnent 8, provides the
af orenentioned credit for the second and third cal endar years
preceding the year for which the credit is deterni ned. He

rem nded nmenbers that |ast year it was determ ned that the data
of the previous year isn't appropriate enough to analyze, and
therefore the data of the previous year is skipped and the
average of the two years prior is utilized. Amendnent 8 calls
for the aforenmentioned to be perforned on a continuous basis

whi ch nmeans that the third year prior and the second year prior

will be averaged and anything above that wll receive a 30
percent tax credit rather than a 20 percent tax credit for the
infield well work. The fiscal note on this |anguage |ast year

was an estimated $150 million. However, it's dependent upon the
anount of work that's perforned.

1: 21: 58 PM

REPRESENTATI VE HERRON i nquired as to whether there was objection
to Anendnents 1-7 at the prior hearing.

CO CHAI R SEATON answered that Amendnents 1-7 passed unani nously.

REPRESENTATI VE HERRON inquired as to what Anendnent 8 adds to
the other seven anendnents or is it a totally different subject.

CO CHAI R SEATON expl ained that Friday's anendnents were rel ated
to [AS 43.55.024], the small producer tax credit that goes to
explorers, and [AS 43.55.025], the exploration tax credits that
go to explorers. Amendnent 8 refers to [AS 43.55.023], the
credit for well work from producing fields, such as Kuparuk,
Al pi ne, Prudhoe Bay. Friday amendnents were pluses for
expl orers and new field production, whereas Amendnent 8 provides
nore credit for well work at existing fields if it's done above
the |l evel of the previous years.
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REPRESENTATI VE HERRON surm sed these are | egacy incentives.

CO CHAIR SEATON replied yes, but enphasized that it targets
addi ti onal work performed above the current level of work [in an
existing field]. Therefore, it's an incentive to do nore work
than previously done in order to obtain higher credits for the
addi ti onal work.

1:24: 44 PM

REPRESENTATI VE MUNCQZ asked whether the Departnent of Revenue
(DOR) supports Amendnment 8. She al so asked for the departnent's
fiscal analysis of the inpact of Anendnent 8.

1:25:13 PM

BRYAN BUTCHER, Acting Conm ssioner, Departnment of Revenue,
related that DOR does not support Anendnent 8. The depart nent
believes that the current l|egislation inproves the investnent
climate nuch nore than Anmendnent 8 would. By requiring
expenditures to exceed the average |ease expenditures of the
previous two years, perpetual growh would be required for a
conpany to receive credits in the future, and the departnent

believes this is wunrealistic. Furthernore, since conpanies
woul dn"t know whether they would qualify for the credits until
after they spent the noney, it would create difficulty for

conpanies to plan their budgets. Amendnent 8 would, he opined,
al so increase the possibility of conpanies working the system
such that they minimze their spending in the first two years in
order to lower the threshold qualifications for drilling in the
third year. The conpanies could continue the aforenentioned to
qualify for increased credits, which would potentially be at the
expenditure of maintenance. Wth regard to the fiscal inpact of
Amendnent 8, he said that DOR doesn't have a specific estimate
as to what the anmendnent woul d do.

1:27: 09 PM

CO CHAIR SEATON surmsed that DOR doesn't disagree with the
fiscal note it drafted for this provision in House Bill 337 in
the Twenty-Si xth Al aska State Legi sl ature.

ACTI NG COM SSI ONER BUTCHER cl arified that he wasn't involved in
the preparation of that fiscal note and didn't know how the
departnent testified on that a year ago. Mor eover, Amendnent 8
is different in that it deletes |anguage and then adds | anguage
to the |l egislation.
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1: 27: 53 PM

REPRESENTATI VE P. WLSON conmented that not doing nmaintenance
coul d have devastating effects.

ACTI NG COM SSI ONER BUTCHER agr eed. He said he understands the
intent of Amendnment 8, but that a lot of potentially dangerous
issues could arise as a result of it.

1: 28: 38 PM

CO CHAI R FEI GE observed that the provisions of Amendnent 8 would
be limted to the next 10 years. He inquired as to how this
would inmpact the wllingness of producers and explorers to
i nvest in Al aska.

ACTI NG COM SSI ONER BUTCHER, recalling testinony and discussions
wi th various conpanies, said that anything that has an effect in
the future on their fiscals wll be either a positive or
negative. Although he deferred to the industry for comment, he
said he believes the limting provision would be viewed as a
negative and would be surprised if the industry supported
Amendnent 8.

1:29:42 PM

REPRESENTATI VE GARDNER surm sed that many Al askans woul d obj ect
to giving large credits for nmintenance work that is expected to
be perforned on |egacy fields. Therefore, maybe that is where
t he objection to Amendnent 8 shoul d focus.

ACTING COM SSI ONER BUTCHER clarified that he isn't making an
assunption the aforenmentioned would happen as one would expect
conpani es operating in the state would operate at the highest
| evel . He further clarified that he is pointing out the
potential as it could be a net benefit to the conpanies.

1: 31:14 PM

CO CHAI R SEATON pointed out that on [2/25/11] the date for the
other two credits was extended from 2016 to January 1, 2021, as
requested by industry. Those were for exploration credits which
require a higher Jlevel of forward planning and a |onger
devel opment time versus the infield drilling that Amendnent 8
addresses, which doesn't require as nmuch lead tine. Ther ef or e,
the extension deadline being coincident wth exploration tax
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incentives and the snmall producers' tax incentives makes sense.
The result is that everything conmes before the legislature at
the sane tine. "On that point, | just would like to say that
that doesn't ring true to ne," he coment ed.

CO CHAIR SEATON rem nded nenbers that |ast year there was a
provision to offer a 30 percent tax credit, at a cost of $350
mllion a year, to all fields for all work, nost of which the
conpani es woul d' ve been doi ng anyway. The purpose of Anmendnent
8 is to incentivize additional work, not just reducing revenues
for work that is currently being done.

1: 33: 58 PM

CO CHAIR FEI GE pointed out that currently HB 110 | eaves the tax
credit expenditure open-ended, and therefore any truncation
would be nore of a disincentive conpared to the original
| egi sl ation. He explained that the |anguage on page 1, lines
15-16, of Amendnment 8 is essentially existing statute and is
essentially for Cook Inlet. The aforenentioned incentive has
been one that many conpanies have used and it has increased
exploration in Cook Inlet. The effect of Amendnent 8 would be
to deny the 40 percent tax credit and reduce it to 30 percent.
Furthernore, by tying it to the previous years' credits,
conpanies are forced to expend ever nore increasing rather than
a steady amount of exploration every year. He pointed out that
a conpany can only do so nuch exploration on the North Sl ope
with environnental laws remaining the sane and the three- to
four-nmonth window. This particular part of Amendnent 8 tries to
incentivize production and get nore oil in the pipeline, which
requires spendi ng noney. By including the provision that ties
it to the previous years, it won't be productive for conpanies
to put a lot of noney at the outset. The conpanies wll have to
[expend] a little each year. Al though the aforenentioned may
lead to nore production over a long period of time, the
production is needed in 5-7 years not 15 years. He opined that
the aforenentioned provision wthin Amendnment 8 does not
encourage [production in the shorter tinmefrane]. As witten, HB
110 applies the 40 percent tax credit expenditure inmediately
and allows the conpany to right it off in one year. Co- Chai r
Feige characterized that as a great financial benefit and
incentive for conpanies that will potentially put nore oil in
t he pi peline.

1: 37: 54 PM
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REPRESENTATI VE HERRON inquired as to the result if Amendnent 8
was bi furcat ed.

CO CHAIR SEATON confirmed that the question could be divided
such that one part would be on page 1, lines 1-6, of Anendnent 8
and the other part would be on page 1, line 7 through page 2,
line 6, of Amendnent 8.

REPRESENTATI VE HERRON asked if there would be a benefit to
bi furcating Arendnent 8.

CO CHAI R SEATON acknow edged that the two parts of Anendnent 8

are sonewhat different. The latter part of Anmendnent 8
addresses a new credit for infield drilling at 30 percent, which
is an increase from the existing 20 percent credit for infield
drilling. He related his personal opinion that it's appropriate

to sunset things on simlar dates, and this credit would sunset
on the sanme date as the exploration tax credit and the small
producers tax credit. Co- Chair Seaton announced that he would
entertain bifurcating Amendnent 8 if Representative Herron
wi shed.

REPRESENTATI VE HERRON clarified that he isn't making such a
request .

1: 40: 08 PM

REPRESENTATIVE DICK related his understanding that passage of
Amendrmrent 8 would incentivize a mnimal increase of production
each year for fear of spoiling the average of the past. For
exanpl e, a conpany would receive credit when it perforns a great
deal of production in one year, but it would be difficult to
follow that in the next year.

ACTI NG COM SSI ONER BUTCHER noted his agreenent, adding that the
exi sting language in HB 110 specifies a 40 percent tax credit
that would be replaced by the I|anguage in Amendnent 8 that
specifies a 30 percent credit. Therefore, [Anendnent 8] doesn't
inprove the investnent climate, it nmakes it less attractive.

1: 41: 24 PM

CO CHAIR SEATON clarified that [Anendnent 8] refers to infield
drilling and producing units, not exploration. Current |aw
provides a 20 percent tax credit for [infield drilling and
producing units]. Anendnent 8 would increase that credit to 30
percent if additional work is perforned. He questioned why one
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woul dn't want the work to escalate rather than stay at a steady
average. According to producers, infield work is from where the
additional volume wll cone. Wthout running a |arge cost of 40
percent tax credit on all current work, Anmendnent 8 would
increase the tax credit from 20 percent to 30 percent on any
additional work, and it is additional work that the state wants
to incentivize.

1:43: 01 PM

CO CHAIR FEIGE opined that the problem with Co-Chair Seaton's
explanation is in regard to subparagraph (B) of Amendnent 8,
which would gut the 40 percent tax credit in the governor's
| egi sl ation. He posed a situation in which a conpany does a
| arge amount of work in the first year the credit is offered; so
much work is done that the conpany doesn't need to do as nuch in
subsequent years. Because the conpany didn't exceed the average
annual well |ease expenditures for the previous years, the
conpany wouldn't be able to wite off any of its expenditures.
Therefore, Anmendnent 8 really only allows the conpanies to do a
| arge amount of work every four years, a boom and bust cycle,
instead of a steady utilization of nmen and equi pnent.

1: 44: 40 PM

CO CHAI R SEATON expl ai ned that under existing statute a conpany
woul d receive a 20 percent tax credit for capital expenditures
(capex) and [with the passage of Anendnent 8] a conpany that
exceeds the average amount of work it has been doing would
receive an additional 10 percent tax credit [on that additiona
wor K] . This change is to encourage conpanies to do nore, to
incentivize nore developnment and future work. He further
explained that a conpany that perforns less than its average
work [of the prior year] would continue to receive the 20

percent capex. He opined that the goal is to incentivize
additional work, and thus the [proposed] credits [in Amendnent
8] are applied to the additional work. The aforenentioned was
why [a simlar] neasure was passed by the House Resources
Standing Committee |ast year. He further opined that there
woul d be no reason to delay any nmintenance work and take a huge
financial risk by not taking the 20 percent. Co- Chair Seaton

stated that before the commttee is a choice as to whether to
incentivize nore work than the conpanies are currently doing or
paying the conpanies nore for the work they're doing by
increasing the capital credits across the broad spectrum

1:47: 26 PM
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REPRESENTATI VE DI CK surm sed that committee nenbers all have the
intention of trying to incentivize production, but he questioned
the intended and the unintended consequences. He then requested
nore di scussi on before voting.

CO CHAI R SEATON expl ained that HB 110 says that a conpany doing
"X' amount of work these years receives a 20 percent credit.
For work done beyond the "X' work, "Y' work, the conpany woul d
receive an extra 30 percent credit for the "Y' work. He
clarified that the 20 percent credit would remain and has been
adequate to stimulate the work. Co-Chair Seaton opined that if
the desire is to have nore infield drilling, then the state
should incentivize drilling above the Ilevel at which the
conpanies are currently producing. He further opined that
mai ntaining the existing level of credits for the current |eve
of work will not stimulate production. Stinmulating additiona
work with extra tax credits nmakes the state's funds targeted and
"go further as well."

1:49: 38 PM

COCHAIR FEICGE, following Co-Chair Seaton's logic, pointed out
that HB 110 provides a 40 percent tax credit expenditure for the
North Sl ope. Amendnent 8 would reduce that tax credit to 30
percent. The governor's bill also allows that tax credit to be
taken in one year, which business owners would appreciate.
However, Anmendnent 8 would elimnate the allowance to apply that
tax credit in a single cal endar year.

CO CHAI R SEATON interjected that the producers wite off the tax
credits in the nmonth in which the expenditures are made.
Therefore, he said he is unsure why the governor included that
provi sion given the aforenentioned.

1:51: 06 PM

REPRESENTATI VE GARDNER recalled hearing explorers say that
Alaska has the Dbest incentive program in the world.
Furthernore, there has been no testinobny that nore incentives
are needed to encourage infield drilling. Tax credits, tax
incentives, and tax rates are only part of the many factors that
go into decisions to invest. She opined that the big incentive
is the price of oil. She announced that she is supporting

Amendnent 8, although she isn't sure it's needed.

1:52: 27 PM
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CO CHAIR SEATON, in wap up, rem nded nenbers that Anendnent 8

targets the credits at additional work. If no additional work
is done, it doesn't cost the state anything or increase existing
credits. Increasing the credits for [non-additional] work would

cost the state and wouldn't ensure that any higher production
woul d take pl ace.

REPRESENTATI VE P. W LSON mai nt ai ned her objection
1:53:15 PM

A roll call vote was taken. Represent ati ves Kawasaki, Herron

Gardner, and Seaton voted in favor of adopting Amendnent 8.
Representatives P. WIson, Mmnoz, Foster, D ck, and Feige voted
against it. Therefore, Anmendnent 8 failed to be adopted by a
vote of 4-5.

1:54: 07 PM

CO CHAIR SEATON then directed attention to the nmenorandum from
Legi slative Legal Services with the subject "Anmendnents to HB
110 (Work Order  Nos. 27- GH1007\ A. 39- A. 42) . " From that
menor andum he paraphrased fromthe foll ow ng:

Amendnent  27- GH1007\ A. 39

This amendnent renoves the sections of the bill that
change the tax rates, installnment paynents, and
determ nation of the production tax value of the oil
and gas. The effect of this anendnent is to have the
current t ax rat es, i nstal | ment paynment s, and
determ nati on of production tax val ue conti nue.

CO CHAIR SEATON noved that the commttee adopt Anendnent 9,
| abel ed 27- GH1007\ A. 39, Bull ock, 2/26/11, which read:

Page 1, lines 2 - 3:

Delete "relating to the oil and gas production
tax rate; relating to nonthly installnment paynments of
estimated oil and gas production tax;"

Page 1, line 7:
Delete "relating to the determ nation of oil and
gas production tax val ues;"

Page 3, line 3, through page 8, line 8:
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Delete all material .
Renunber the followi ng bill sections accordingly.

Page 13, line 8, through page 15, line 15:
Delete all material .

Renunber the follow ng bill sections accordingly.

Page 16, |ine 8:
Del ete "Sections 11, 12, 15, and 16"
| nsert "Sections 7, 8, 11, and 12"

Page 16, lines 10 - 11
Delete all material.

Rel etter the foll ow ng subsection accordingly.

Page 16, |ine 12:
Del ete "Section 19"
| nsert "Section 15"

Page 16, |ine 20:
Del ete "Sections 11, 12, 14 - 18, 24, and 25(a)"
I nsert "Sections 7, 8, 10 - 14, 19, and 20(a)"

Page 16, |ine 21:
Delete all material.

Renunber the follow ng bill sections accordingly.

Page 16, |ine 22:
Del ete "Sections 19 and 25(c)"
I nsert "Sections 15 and 20(b)"

Page 16, |ine 23:
Del ete "secs. 27 - 29"
| nsert "secs. 22 and 23"
REPRESENTATI VE P. W LSON obj ected for discussion purposes.
1:55:24 PM
CO- CHAIR SEATON, referring to a PowerPoint handout in the
commttee packet, informed the commttee that the tax provisions

in HB 110 would cause a $1.7 to $2.2 billion annual reduction in
revenue to Alaska once the legislation is fully inplenented.
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The basic assunption behind this reduction in revenue is that it
will lead to increased drilling activity to get nore oil into
the Trans-Al aska Pipeline System (TAPS). However, nuch of the
information the conmttee has received doesn't support that

assunpti on. Representatives from several conpanies have said
they nust conpete in the boardroom He then directed the
committee's attention to the slide entitled "ConocoPhillips 2011
Corporate Profit Distribution Decision Flow Chart (from News
Reports)." The flow chart illustrates an approxinmately 50:50
breakdown between shareholder return and exploration and
producti on. ConocoPhillips, he related, has announced that
approximately 50 percent [of its 2010 profits], $6 billion, wll
go toward international while $6 billion will go to North

Anmerica of which $3.3 billion will go to the US. O that $3.3
billion going to the U S., about $900 mllion will go to Al aska.
Al t hough the $900 million sounds like a lot, it's only a slight
increase fromlast year's $858 mllion.

1: 58: 33 PM
CO- CHAIR FEIGE recalled reading news reports that part of that

$900 million is conditional with regard to what the |egislature
does.

CO CHAI R SEATON acknow edged that may be the case, and clarified

that the $900 million was the best case scenario. Last year,
ConocoPhillips spent alnost $858 mllion in Al aska, but not
quite because $120 mllion less was actually spent due to
projects that didn't cone to fruition. He suggested that

normally, if the projection is for $850 million and there was a
glitch that held back $120 nmillion, that $120 mllion would rol

forward and thus there would be about $970 mllion in expenses.
However, ConocoPhillips has announced only $900 million in
expenses.

CO CHAIR FEIGE interjected that Co-Chair Seaton's scenari o seens
like a lot of speculation. Therefore, he expressed interest in
havi ng soneone from ConocoPhillips to explain its nunbers.

CO CHAI R SEATON poi nted out that the commttee packet includes a
news story in which ConocoPhillips projects it will spend $900
mllion in Alaska and $4.4 billion in the U. S

2:00:10 PM

CO CHAIR SEATON, referring to the slide entitled "$1B Decrease
in Alaska's oil tax Where will it go?," said:
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Now what we're going to do is |look at when our people

from ConocoPhillips Al aska go back to the board room
and have to negotiate for projects; what are we
|l ooking at? |If we decrease by a billion dollars what
would go into the corporate board room as a deci sion.
The question is would it be a billion dollars in one
year? Not quite. If it was a billion-and-a-half each
year over a two-year period, that's $3 billion and we
say each one of those conpanies represents about a
third that would nean $1 billion could be spread over

two years. But what happens to that $1 billion of our
taxes noney that we say we're going to give tax relief

under the provisions of House Bill 110. Thirty-five
percent of it goes directly to the federal governnent,
IRS tax rate: $350 mllion goes there. That | eaves

Conoco with $650 mllion. Their boardroom has already
deci ded about 50 percent goes to stockhol der shares,
buy backs, and increased dividends; the other 50

per cent expl orati on, hal f of t hat goi ng to
international, half of it going to North Anerica. | f
we |ook at the 15 percent of North America, the $900
mllion, and relate to the $165 mllion, that neans
there's only $25 million. So for a reduction in taxes
of $1 billion, it comes back to Al aska as $25 nillion

if the proportions of everything stay the sane.
Renenber, they've testified repeatedly that they're
having to go to the boardroom and negotiate these
projects; it's not noney from Al aska stays in Al aska
even though we've attenpted to do that.

2:02: 22 PM

COCHAIR SEATON then turned to the desire to stimulate
exploration, which leads to reviewing what corporate decisions
are being made by the producers. He rem nded the commttee that
wel | over 90 percent of all of the taxes will be returned to the
[top] three producers. He related that approximately 2 mllion
of the 5 mllion acres released on the North Sl ope since 2007
was released by ConocoPhillips. Therefore, the discussion is
about the producers not the explorers. He noted that Al aska has
been conpared nost directly to North Dakota, which results in
the question of where a conpany would place its assets.
However, neither BP nor ConocoPhillips is investing in North
Dakota and thus the conparison isn't applicable if the conpanies
aren't investing there.
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CO CHAI R SEATON noted that [the state] has been told that Canada
has a tax system wth particular fields. However, when
reviewing the applicable part in the Canadian Arctic, it's
apparent that the Canadian Arctic has suffered much nore than
Al aska. Therefore, tax rate between Alaska and Canada doesn't
seemto be the driver of the dowward exploration in both Al aska
and Arctic Canada.

2: 05: 28 PM

CO CHAI R SEATON acknow edged that there has been argunment that
the upside projections are causing conpanies not to invest in
Al aska. The slide entitled "Single well flow rate over tine"
relates Wiiting Petroleums, the fourth largest investor and
producer in North Dakota's Bakken Formation, targeted price of
oil when neking its decisions. He recalled that when the
| egislature was addressing Alaska's Cear and Equitable Share
(ACES), the state was |ooking at about $42.50 [per barrel],
which was rounded off to $45 as the md-point target. The
information on the aforenentioned slide illustrates that current
petrol eum conpani es are nmaking their decisions on $60, $70, and
$80 per barrel, not the stress price.

2:07:58 PM

CO CHAIR SEATON directed attention to the <chart entitled
"Expl oration \Well Permts (1996-2010)" on slide 8. He
highlighted the permt designation for ConocoPhillips that
illustrated the decrease in that conpany's activity. He said
the chart illustrates that even before ACES the nunber of
exploratory wells was decreasing as ConocoPhillips transitioned
from the exploration business to the production business. He
then pointed out the designation for BP which illustrated that
BP had essentially stopped exploration after 2002. He said the
di scussi on of expl oration t herefore doesn't i ncl ude
ConocoPhillips or BP and thus those ~conpanies had no

rel ati onship when ACES and the petrol eum production profits tax
(PPT) were enacted.

2:09:17 PM
CO CHAIR SEATON, in response to Co-Chair Feige, confirnmed that
the aforenentioned chart is from the Al aska Ol and Gas

Conservati on Comm ssion (AOGCC), dated February 22, 2011

CO- CHAIR FEICGE directed attention to the bar specifying the five
conpanies with exploratory well permts in 2010, the top of
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which is Cook Inlet Region, Incorporated (CIRI). He recalled
that CIRI is drilling an underground coal gasification project
in Cook Inlet, which has nothing to do with oil. The next
conpany is ORMAT Nevada, which he recalled was core drilling for
test holes on the side of M. Spur for a geothermal project.
The next down from that is the Cty of Akutan, which was a
geothermal project in the Al eutians. The next down is Linc
Energy that drilled off one well off the Knik-Goose Bay Road in
t he Mat anuska- Susi t na Bor ough. The final well permt was from
Ar st r ong. He pointed out that none of the exploratory well
permts in 2010 resulted in wells on the North Sl ope.

CO- CHAIR SEATON clarified that is exactly what he was saying
when he pointed out that ConocoPhillips and BP are producers,
not explorers. He rem nded nmenbers that ConocoPhillips rel eased
2 mllion of the 5 mllion acres and BP stopped exploration in
2002.

2:11: 31 PM

CO CHAIR FEICGE recalled that in the 2003-2005 tinefrane, BP had
to take rigs off exploratory wells and deploy them to perform
field maintenance. Therefore, it's somewhat msleading to say
that BP stopped exploration.

CO CHAIR SEATON reiterated that BP didn't apply for any
exploration well permts in the 2003-2005 tinefrane, which is
wel | before PPT or ACES. Wth regard to whether that relates to
tax, Co-Chair Seaton said it doesn't relate to tax or the price
of oil.

2:12: 27 PM

CO CHAI R SEATON noved on to the chart entitled "Devel opnent and
Service Wlls/Laterals Conpleted (1996-2010)" on slide 10.
Al though the bar from ConocoPhillips illustrates that it 1is
about at the highest |evel in 2010, the chart overall
illustrates a steady state. Furthernore, the chart shows that
the corporate decision isn't based on taxes as there weren't
changes after PPT, ACES, or wth aggregation. The chart
illustrates that the producer has a constant field fromwhich it
nmoves forward. Therefore, if there is a change in taxes and a
conpany is given $1 billion, there shouldn't be any expectation
of a change in their long-term strategy. He reiterated that the
chart illustrates that the tax regine wasn't a consideration for
ConocoPhi | |'i ps. He noted that wunlike npbst joint operating
agreenents, the joint operating agreenent for the North Sl ope,
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Prudhoe, and Kuparuk is that any one of the three can veto the

proj ect . Cenerally, if a partner does not wish to participate
it just loses a percentage of the extra that is produced.
Therefore, the [actions of ConocoPhillips] could be the result

of one of the other partners saying it won't invest and thus
[ expl orati on/ devel opnent] st ops.

2:15: 20 PM

CO-CHAIR FEIGE opined that Co-Chair Seaton's argunents don't
take into consideration that drill rigs are necessary to dril
wells and that conmpanies have limted equipnent available to
them on the North Sl ope. He further opined that there isn't a
surplus of drill rigs. In fact, during "that tinme period" nost
of the drill rigs on the North Slope were contracted
Therefore, even if the conpanies wanted to drill nore, unless
drill rigs were inported at great expense from other |ocations
in the Lower 48 there would not have been any to contract to
drill nore wells. Wth regard to the years in which BP didn't
explore, Co-Chair Feige opined that BP's drill activity was
constrai ned by the nunber of rigs that it had and these rigs had
to be taken off of exploration and put into devel opnent and
service wells to correct sone down hol e issues.

CO- CHAIR SEATON remarked that these are conpanies that can
decide on their capital investnent; however, these slides depict
what the conpanies actually did. Furthernore, during the years
2003-2006 BP was on a general downward trend that has
stabi |l i zed. The | ow anount of production/devel opnent wells for
BP isn't related to the enactnent of PPT or ACES because
deci sions were made before PPT or ACES were enacted.

2:17: 59 PM

CO- CHAIR SEATON, referring to the slide entitled "State
Al aska If W Have A Surplus What Do W Do Wth I1t?", pointed out
that if the state has a surplus it places some funds in savings.

The state uses funds for things such as revenue sharing, power
cost equalization (PCE), and the capital budget. The capita

budget from 2006-2010 averaged $983 mnmillion in general funds
(GF). That G- is used for things such as the renewabl e energy
fund and transportation, safety, medi cal , and education
infrastructure, all of which yield Al aska jobs. Referring to
the slide "State O Alaska If W Have a Deficit Wat Do W Do?",

expl ai ned that when the state has a deficit, noney is taken from
the savings to run governnent. During the deficit years of
2001- 2005, the capital budget was small at $239 nmillion in GF
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and there was no renewable energy fund and there was |ess
infrastructure and jobs. He pointed out that in those deficit
years the capital budget averaged $274 mllion |ess. That
capital budget is spread across the state and funds various
things in the different communities. He opined that the reason
Al aska didn't have a construction job crash |like the rest of the
Lower 48 is because Al aska saved an average of $744 mllion from
the surplus in order to create jobs to keep the state going.
Wth regard to the difference between surplus and deficit, Co-
Chair Seaton opined that enactnment of HB 110 will place Al aska
in deficit for years to cone.

2:20: 28 PM

CO CHAI R SEATON turned to another aspect of the situation, the
Public Enpl oyees Retirenent System ( PERS) and Teachers

Retirenent System (TRS) liability as illustrated on the chart
entitled "State Assistance to Retirenent ($ Dbillions).
Currently, the PERS and TRS liability amunts to $350 million
while in five years the liability will reach $850 mllion per
year. Four years later, the liability will rise to $1 billion

That hit on the budget is not included in any of these figures.
He reiterated that the state wll be in deficit if these
provisions of HB 110 are enacted. Amendnment 9 says that there
hasn't been any indication that nmore wells will be drilled or
nore production will occur if [HB 110 is passed].

2:21:31 PM

CO- CHAIR SEATON then directed attention to the Departnent of
Revenue's revenue forecast, Figure 4-2, which relates that the
2010 production tax was 2.8 and is projected to be 2.6 in 2011
and 2.7 in 2012. \When HB 110 is inplenented the production tax
woul d decrease by $1.7 to $2.2 billion. He opined that it's
fairly obvious the situation in which that |eaves the state.
Co-Chair Seaton said he believes the conmttee is attenpting to

increase oil production in Alaska, but there has been no
commtnment that lowering progressivity or taxes wll directly
result in nore oil in the pipe. However, it is known that the
i mpact of the tax on progressivity will be an enornous reduction

in the state's capital budget, revenue sharing, and savings.
The resource consequences of not adopting Anmendnent 9 are
significant because placing the state in a deficit by not

adopting Anmendnent 9 wll result in the state mssing the
resource inplications, roads to resources, which is the top
i ssue of the snaller explorers. If the state is in deficit, it
will not be building those roads to the resources. Furthernore,
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projects will only be done if the state has funds. Co- Chair
Seaton reiterated that there have been no commtnents for work
nor nore wells drilled when there was a lower tax rate.
Therefore, Amendnment 9 addresses [the aforenentioned] concerns

If the producers want to conme forward at subsequent hearings in
other commttees and offer work commtnents, those commttees

can reinstitute provisions based on those. However, the
industry has related that the $1.7-$2.2 billion in taxes would
be a good start. Co-Chair Seaton pointed out that it's obvious

when one reviews what the state did when it had a surplus versus
a deficit that when there's a surplus the state funds its
resource issues. There's no assurance that if these changes are
made that Alaska will have any surpluses in the future based on
the actual well data, the industry's responses, and the history
of what the industry did under |ower taxes. He rem nded nenbers
that ACES was predicated on naking nore noney and that Al aska
needed to give people an incentive to leave their noney in
Al aska. Lowering the taxes nmkes it cheaper for industry to
take their noney from Al aska rather than investing in it.

2:26: 00 PM

COCHAIR FEICGE referenced the slide entitled "Arctic Canada-
exploration wells conpleted 2000 to 2010." He asked if the
decrease in exploration wells shown in the slide has to do with
the high tax rate that Al berta inposed in about 2006.

CO CHAI R SEATON acknow edged that statenents have been nade that
Canada is booming because of changes to their tax rates.
However, the nunber of exploration wells decreased to zero by
2010. Therefore, it would seem that Canada experienced even
nore of a downturn than in Al aska.

COCHAIR FEIGE related his wunderstanding that Al berta inposed
its tax increase after Al aska did. He then inquired as to when
Al berta repealed its tax increase.

REPRESENTATIVE P. WLSON recalled that within the next year or
so after Alaska increased its tax rate, Canada increased its tax
rate but then quickly changed it back.

CO CHAIR SEATON added that the point of these slides is that
conparing wells that are close to the Lower 48 is a different
story than conparing to Arctic Canada. The pattern of
exploration wells in Arctic Canada | ooks the sane as in Al aska
The response, he opined, is to sonething other than tax rates.

HOUSE RES COW TTEE - 20- February 28, 2011



2:28:43 PM

REPRESENTATI VE MUNQZ surm sed that Amendnent 9 preserves the 25
and 15 percent production tax rates by deleting the nmaterials
and retaining the progressivity focus of ACES.

CO- CHAIR SEATON explained that Anendnent 9 leaves ACES

predom nantly intact. Wth regard to the 15 percent tax rate
none of the explorers approached him regarding the need to have
half the tax rate of the producers. However, there was

testinmony from Brooks Range Petroleum that the progressivity,
the tax rate, and another portion of the tax weren't needed

Brooks Range said that it needed the exploration tax credits to
be issued in one year. Brooks Range also testified that it
wanted an extension of the tax credits, which "we did" as well
as increasing the small producer tax credits.

2:30: 04 PM

REPRESENTATI VE MUNOZ surm sed then that Amendnent 9 deletes the
bul k of HB 110 and retains the ACES structure.

CO CHAI R SEATON responded yes, adding that Anendnent 9 retains
the ACES structure, the interest rate changes, and the
expl oration changes. However, Anendnent 9 does not maintain the
| anguage that would give away all the noney for the things for
which no conmtnent from industry has been received. He
clarified that Arendnent 9 addresses the taxes that would all go
to the producers. He then directed the comrittee's attention to
slide 10 with the chart entitled "Developnent and Service
Wells/Laterals,” which he interpreted as illustrating that
corporate decisions are long-term decisions that haven't been
changed by tax rates and prices. Therefore, he questioned why
one woul d expect a change in tax rates to make a change when it
didn't do so in the past. Furthernore, the reduction BP
experienced occurred prior to enactnent of ACES, although after
ACES was enacted BP experienced a rise [in devel opnent and

service wells]. There have been no indication or work
commtnents from BP or from ConocoPhillips, the operators of the
fields that reducing the state's surplus to a deficit will place
nore oil into the pipe.

2:32: 50 PM

REPRESENTATI VE HERRON related his understanding from Co-Chair
Seaton's explanation to Representative Mmnoz that Amendnent 9
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does one thing and that any debate on rates would be relevant to
the foll ow ng anendnent .

CO CHAI R SEATON replied no, and clarified that Amendnent 9 takes
into account all of the big ticket itens for which the conmmttee
has received no information that it would increase production or

drilling. Drawing attention to the chart he presented earlier,
he said drilling is independent of the tax rate and of the
price. He opined that these conpanies have a corporate nodel

that they're following to develop these fields and it hasn't
changed since ACES was enacted. He reiterated that there is no
correlation that can be shown between the tax rate or price and

t he devel opnment of these fields. He explained that he's using
ConocoPhillips as an exanple because it's required to file with
the Securities Exchange Comm ssion (SEC) and thus nore is known
about ConocoPhillips from those filings as well as publications
in various distributions regarding their decisions related to
distribution of their incone. ConocoPhi | |'i ps' cor porate
decisions of how their incone is distributed were then applied
to a situation in which Al aska gives them $1 billion over two
years. On the other hand, BP is selling assets worldwide to
accurrul ate about $40 billion for the liability in the Glf of
Mexi co. Therefore, it seenms that one could assunme that BP's
corporate board has decided where its assets will go for sone

time to conme because BP has only raised a little over half of
the amobunt it wants to rai se.

2:36:12 PM
REPRESENTATI VE HERRON related his understanding then that
menbers are allowed to introduce anmendnents that change the

rate.

CO CHAIR SEATON responded vyes, adding that anendnents to

amendnments will be allowed. However, he maintained that at this
point in the discussion the conmttee won't receive any work
commitments from the industry. As the legislation proceeds to

other conmittees, Co-Chair Seaton expressed the hope that the
industry would offer work commtnents in order to have the tax
concessions included in the |egislation. At this point, the
committee has been unable to |everage any work commitnents,
which are made all the tinme when a conpany | eases acreage, nakes
a plan of developnent, or when conpanies unitize. There just
hasn't been an incentive for work commtnents to be made in
Al aska because the legislation already includes | anguage
provi di ng free noney.
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2:37:44 PM

COCHAIR FEICGE, referring to Co-Chair Seaton's chart, pointed
out that in 2002 the price of oil dipped below $20 per barrel
He submitted that perhaps that had nore to do with the deficit
Governor Murkowski faced in the first two years of his term He
then asked if Wiiting Petrol eum has any | eases in Al aska.

CO CHAI R SEATON informed the commttee that Witing Petroleumis
the fourth largest investor in the Bakken Play, which has been
said to be Alaska's "big conpetition.™ He further inforned the
committee that BP and ConocoPhillips aren't even listed in the
top 10 conpanies in the Bakken. Therefore, he suggested that
[ BP and ConocoPhillips] aren't putting their noney [in places
such as the Bakken] rather than Al aska, but 50 percent of their
funds are going overseas. The testinmony of Geat Bear
Petroleum the Departnent of Natural Resources (DNR), and the
U.S. Geologic Services has said that Al aska has a great resource

comng on line, maybe 200 wells per year starting in 2010.
Under ACES there has been no indication that the aforenentioned
resource can't go forward. The biggest concern of those who
want to drill wells is that the state does roads to resources
such that [these conpanies] can devel op. However, if Al aska
runs itself into a deficit, it will be very difficult to invest
into roads to resources or transportation funds. He said the
aforenentioned is why he discussed the surplus and deficit
situations of the state. That i nformation, he opi ned,
illustrates that it didn't matter whether the deficit was from
$20 oil, it was what Alaska did when it was in a deficit

situation. Wen the state was in a deficit it didn't spend nuch
capital funds, which inpacts the econony and the resource plays
in which the state can partici pate.

CO CHAIR FEIGE submtted that Whiting Petroleum if it has noney
to invest, could invest in Alaska if the tax reginme were better.
He suggested that perhaps DOR should comment on Amendnent 9.

2:41:40 PM

REPRESENTATI VE GARDNER related her belief that the slide wth
the chart entitled "Devel opnent and Service Wlls/Laterals" is
the single nost inportant visual the commttee has been given
since the start of this discussion. She surm sed that the chart
illustrates that regardless of taxes or the price of oil, there
are clearly other factors that are the large determnants in
i nvest ment deci si ons.
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CO CHAIR SEATON interjected that the slide Representative
Gardner referenced is a slide from AOCGCC that rel ates the nunber
of actual wells conpleted from 1996-2010. He offered that the
slide illustrates that corporations have their own tinetables

devel opmental schedul es, and corporate m x that are not based on
the relationship wth Al aska s taxes. "Everything we see is
that the production is not related to our tax system"” he
enphasi zed. He clarified, however, that he wasn't saying that
2010 is responsible because of ACES, but rather that the
conpani es have a separate corporate strategy and a devel opnent
plan for the fields on the North Slope and that hasn't been
i nfluenced when Alaska had zero ©production tax. The
aforenentioned is why the tax was changed to a percent of
profits; the conpanies were investing in foreign |ands since
there was no difference in the price of investing in Al aska.
Whet her the |arger [devel opnent] by ConocoPhillips in 2010 is in
relation to [the change in tax in Al aska], Co-Chair Seaton
opined that it's a developnent strategy that Alaska isn't going
to influence. Those who can be influenced, he further opined,
are the explorers, which were addressed with the anendnents the
committee dealt with |ast Friday.

2:44:25 PM

REPRESENTATI VE DI CK requested conments from DOR regardi ng slides
2 and 3.

ACTING COM SSIONER BUTCHER first directed attention to the
[ anal ysis] that acconpanies DOR s fiscal note, which projects a
total revenue inpact from HB 110 of $1.6-$1.8 billion in 2017.
He pointed out that it's only half of the equation because the
other half of the equation is possible production that hasn't
been forecast comng on line. The expectation is for the [total
revenue inpact] to be smaller.

2:45: 31 PM

ACTI NG COM SSI ONER BUTCHER, regarding slides 2 and 3, began by
relating that ConocoPhillips or another conpany could speak to
those slides in nore detail than he coul d. However, he rel ated
his understanding from the conversations he has had wth
industry that conpanies don't make their investnment decisions
based on percentages, rather they nake those decisions based on
where the conpanies see the opportunity at a particular point in
tinme. The aforenentioned is the point of HB 110: to create a
better investnent climate in Alaska so that the conpanies do
decide to nake a large investnent in the state. Wth regard to
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the slide that addresses the acreage in North Dakota, he
rem nded the commttee that when DOR spoke to HB 110 it said
Al aska conpetes nationally as well as globally. Certainly,
that's the case with the nultinational conpanies. Many of the
conpani es that have been in or are in Al aska are listed on the
sl i de. In fact, sone of the smaller producers consider
[opportunities] on a nore national basis. "So, we conpete with
t hose conpanies, but we also conpete on a nore global scale with
the multinationals,” he said. Acting Comm ssioner Butcher said
that fromthe conmparison with North Dakota he derived that North
Dakota is looking at a few years of out-producing Al aska.
Therefore, North Dakota would be producing nore oil on a daily
basis than the State of Alaska, which would ve been unheard of
five years ago.

2:47: 53 PM

ACTI NG COM SSI ONER BUTCHER, referring to slide 6 which conpares
Arctic Canada with Al aska, said the point of Alberta' s increased

royalty percentages to governnent plays a role. Anot her
inportant role is that many of these are gas wells and
exploration will drop in the years that the price of natural gas
dr ops. Furthernore, many of these gas wells are stranded gas

wells, which resulted in an increase in the pull back in terns
of the nunber of exploration wells drilled in the MKenzie
Delta. It appears that the jamin the regulations for wells has
been broken, and thus he expects an increase in those nunbers in
2011 and 2012. He acknow edged that there are a |ot of reasons
that play into the aforenentioned, including the low price of
gas and that the wells were stranded.

2: 48: 55 PM

ACTI NG COM SSI ONER BUTCHER, returning to the conparison of a
North Dakota well and an Al aska well, pointed out that the cost
of doing business in Alaska is extrenely high. Al aska is

conpeting for business with other conpanies, but it's not an
even playing field as prospects in Texas and North Dakota are
often located on flat areas and on private land with plenty of
avai | abl e manpower versus the geography of Alaska with its state
and federal land ownership and limted manpower. Ther ef or e,
Al aska has to do nore than North Dakota or Texas and as a result
t he anount of noney that needs to be made is nore because of the
i ncreased cost of business in Al aska. The cost of business in
Alaska will only increase as infrastructure will be an issue
because the [devel opnent] is further away from TAPS.
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2:49:56 PM

CO CHAI R SEATON asked if North Dakota gives a tax credit simlar
to what Al aska gives.

ACTI NG COM SSI ONER BUTCHER answered that he isn't aware that
North Dakota offers such

CO CHAIR SEATON surmised then that Alaska's tax credit
significantly reduces the capital costs of the industry.
Furthernore, the industry has to depreciate its expenses over
time and hold them on the books. He asked if Al aska depreciates
the industry's expenses over tine.

ACTING COM SSIONER BUTCHER, in further response to Co-Chair
Seat on, explained that Alaska depreciates the industry's
expenses immediately, but not over a |ong nunber of years as do
many ot her states.

CO CHAIR SEATON clarified that Alaska gives an imediate wite
off as well as a capital credit back.

2:51: 05 PM

ACTI NG COM SSI ONER BUTCHER highlighted that when one reviews
where conpanies put their noney, the two biggest ticket itens
are the price of oil and the tax they nust pay. He further
hi ghlighted that during the years of the economc limt factor
(ELF) industry experienced |ow taxes and an extrenely |ow price
of oil, while the passage of PPT and ACES has corresponded wth
extrenmely high oil prices. In other states, high oil prices
corresponded with a trenmendous increase in exploration and
ultimately an increase in the anount of production as well.
However, that is not happening in Al aska. The aforenentioned
arrives at the discussion of the capital budget and where the
noney i s going. He opined that no one in the capitol building
understands what it's |like to fund a state budget wth the
extrenely limted nunber of funds the state had when Governor
Parnell was the co-chair of the Finance Commttee when the price

of oil was $9 per barrel. The aforenentioned is why HB 110 is
the governor's priority. "He sees the dollar anmounts that we've
been spending and the dollar anmounts that are of benefit to this
state to ... grow the private sector econony and he can see out
not that many years and see the anount of oil going down the
pipeline is going to be dimnishing," he opined. Ther ef or e,

Governor Parnell would say these slides are the reasons why he
is bringing HB 110 forward.
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2:53:17 PM

REPRESENTATI VE DI CK observed that according to slide 3 if Al aska
gives up $1 billion, it receives $25 million in terms of
devel opnent. "Sonething has to be wong here," he renmarked.

ACTI NG COM SSI ONER BUTCHER explained that the flow chart on
slide 3 is trying to isolate what potential amunt of noney,

based on a reduction in oil taxes, would go to ConocoPhillips
He noted that there is nuch nore that plays into that anount,
including the price of oil, the amunt of noney ConocoPhillips

makes in that particular year, and each year is different in and
of itself based on the environnent, and the percentage of funds
that should go into exploration and production or be returned to

t he sharehol ders. When [ ConocoPhillips] determ nes the anount
of exploration production dollars, it reviews the situation at a
gl obal scal e. In conversations with the department, industry

has said that HB 110 makes a material change in how the
boardroons would view Alaska in terns of developnent and
exploration funds. He acknow edged that the industry hasn't
related a quid pro quo scenario, but that never was expected.
Great Bear and Arnstrong have given specific testinony about
where they think it would go if HB 110 passes, while the bigger
i ndustry guys have said they believe HB 110 is a material change
that will make a difference. He allowed that such testinony
isn't a promse of a specific amount of dollars, but they are
saying there will be an effect from HB 110. Acting Conmm ssi oner
Butcher stressed that Governor Parnell wouldn't introduce
| egislation that he would expect to cost the state billions.
Governor Parnell views HB 110 as a short-term investnent for
|l ong-termgain for the state.

2:57: 06 PM

REPRESENTATI VE GARDNER recal l ed that Acing Conm ssioner Butcher
said that the two critical factors in investnent decisions for
the industry are the price of oil and the anmount of taxes.
However, she said that in the six years she's been follow ng
this issue, she's never heard anyone else cite the amount of
taxes as a critical factor. Therefore, she questioned where the
data is regarding the inpacts of the tax rate.

ACTI NG COM SSI ONER BUTCHER poi nted out that he isn't speaking as
an enpl oyee of an oil conpany, sonething that he has never been,
but rather as a [state enployee] who reviews where the |argest
chunks of noney are going. The |argest chunks of noney cone in
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based on the price of oil and the biggest chunk going out is
production tax, which is nore than credits, nore than property
tax, nore than anything.

REPRESENTATI VE GARDNER agreed that's the case for the state
perspective, but these are nostly nultinational conpanies wth
| arger volunmes than the State of Al aska. She said that she
hasn't seen the data [to support Acting Comm ssioner Butcher's
statenents]. However, she said she has seen data that under ELF
when there was virtually zero severance tax, there was no
i nvest ment . Therefore, she questioned drawi ng the concl usion
that an increase in severance tax has caused the slow ng of
i nvest nment .

ACTI NG COM SSI ONER BUTCHER noted that the point at which the

state's taxes increased is the point at which oil prices
increased. O course, one won't know what the state would | ook
like had that not occurred. He said [the admnistration]

doesn't view HB 110 as conpletely changing ACES but rather
maki ng changes to ACES that are in the best long-term interest
of the state.

2:59:47 PM

REPRESENTATI VE P. WLSON observed that the summary of Amendnent
9 from Legislative Legal and Research Services nentions revenue
sharing, an issue that hasn't been nentioned during previous
deli berations of HB 110. She requested clarification on the
[inpact] to revenue sharing under HB 110 versus Amendnent 9.

ACTI NG COM SSI ONER BUTCHER estinmated that an oil price of $59 or
nore per barrel would be necessary to maintain the revenue
sharing fund at full |level. The DOR s long-term forecast for
oil price is far in excess of $59 per barrel; thus, DOR doesn't
expect it to be an issue. In further response to Representative
P. Wlson, he clarified that the price of oil would need to be
$59 per barrel to fully fund the revenue sharing fund. He
further <clarified that the revenue sharing fund isn't a
dedicated fund but rather a designated fund from which the
| egi sl ature appropriates funds. Therefore, if the price of oil
dropped to $20 per barrel, the fund' s balance would decrease.
Still the legislature could appropriate noney fromthe G-

REPRESENTATI VE P. WLSON then inquired as to how Anmendnent 9
woul d af fect the revenue sharing fund.
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ACTI NG COM SSI ONER BUTCHER answered that in real ternms Amendnent

9 wouldn't affect the revenue sharing fund at all. Al t hough
Amendnment 9 would elimnate the 15 percent interest rate for
outside exploration, the brackets, and the cap, it wouldn't

i npact revenue sharing.
3:02: 24 PM

CO CHAIR SEATON interjected that HB 110 dedicates all the tax,
the base and the progressivity, to comunity revenue sharing.
Therefore, under HB 110 the price per barrel of oil has to be
$59 and 20 percent of the entire amount of the base tax and
progressivity has to be taken just to fund revenue sharing.
However, ACES funds revenue sharing with progressivity only. He
mai ntained that there is quite a difference between [Anmendnent
9] and HB 110.

ACTI NG COM SSI ONER BUTCHER stated that HB 110 includes a cap of
$60 million for the revenue sharing fund. Therefore, once the
revenue sharing fund reaches $60 million that's all the funds
that are placed in the fund.

CO CHAI R SEATON di sagreed, adding that the structure of HB 110
requires that 20 percent of all oil taxes, whether base or
progressivity, be placed into the revenue sharing fund.
However, ACES is structured such that 20 percent of the
progressivity, and none of the base, is used to fund revenue
shari ng.

3:04:18 PM

CO CHAI R SEATON [recessed] the neeting until 3:30 p.m

3:51:40 PM

CO CHAIR SEATON called the House Resources Standing Commttee
neeting back to order. Represent ati ves Seaton, Feige, Herron

P. WIlson, Dick, Kawasaki, Gardner, Foster, and Minoz were

present at the call back to order
3:51:59 PM

CO CHAI R SEATON continued with addressing Anendnent 9. He drew
attention to the Department of Revenue's 2/28/11 response to the
commttee's question on the oil price that would be needed to
generate $60 million for comunity revenue sharing under HB 110.
He read the | ast two paragraphs of page 1 which state:
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Under current law, AS 43.55.011(g) contains the
progressivity surcharge for the production tax, so a
progressivity surcharge of at |east $300, 000,000 after
application of credits would be required to fully fund
conmmunity revenue sharing with the pmaximum of $60
mllion ($300, 000,000 x 20% = $60, 000, 000) .

Under HB 110, the "base tax" and "progressivity
surcharge"” are replaced with a series of bracket which
are all contained in AS 43.55.011(9). Since all tax
revenue under HB 110 is included in .011(g), a tota
tax liability of at | east $300, 000, 000 after
application of credits would be required to fully fund
comunity revenue sharing with the maximum of $60
mllion.

CO- CHAI R SEATON said the aforenentioned neans it woul d take $300
mllion of all of the state's taxes to generate this $60 nillion
under HB 110. However, the information he has indicates that
under HB 110 an oil price of $89 a barrel would be required to
generate the $60 million fromonly the progressivity.

3:54:11 PM

CO CHAIR SEATON directed attention to page 1 of an article in
Petroleum News provided by Representative Hawker [week of
2/27/11, Vol. 16, No. 9] which reports that ConocoPhillips is
proposing to increase its capital budget to $900 mllion for
Al aska this year, up fromthe $854 mllion that it budgeted for
2010. He further noted that page 2 of the article states that

ConocoPhillips is increasing its spending for the Lower 48 from
$1.8 billion spent in 2010 to a budget of $3.3 billion. For
overseas exploration and projects, ConocoPhillips is budgeting

$7.1 billion, up from$5.9 billion spent in 2010.
3:55: 39 PM

REPRESENTATI VE P. WLSON requested the Departnent of Revenue to
explain the three bulleted items on page 2 of the departnment's
af orenenti oned 2/28/ 11 response.

ACTI NG COM SSI ONER BUTCHER explained that these itens are the
assunptions the departnment made to answer the conmittee's
revenue sharing question. One assunption was a total cost of
$30 per barrel for transportation, operating, and capital costs,
which is the cost that it has been for the last year or so. A
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second assunption was that 100 percent of the capital
[ expenditures] are eligible for the 20 percent capital credit.
A third assunption was that 50 percent of the [total] capita
expenditures are eligible for an additional 20 percent well
credit. \When |ooking at these assunptions based on today, about
$57 per barrel would be needed to fill the fund to a nmaxi mum of
$60 mllion. Anyt hi ng above $60 million would not go into the
fund because it is capped at $60 mllion.

3:57:27 PM

REPRESENTATIVE P. WLSON asked how that conpares to what it
t akes right now.

ACTING COM SSIONER BUTCHER replied that the aforenentioned

assunptions were provided by the chairnen. Under current | aw,
the funding cones only from the progressivity piece of the tax
as opposed to the entire tax, but it is capped at $60 mllion.
Whet her under HB 110 or current l|law, the revenue has been far in
excess of the noney needed to fill the fund to its maxi num
3:58:15 PM

REPRESENTATIVE P. WLSON surmised it is Acting Conm ssioner
Butcher's opinion that HB 110 would not affect community revenue
shari ng.

ACTI NG COM SSI ONER BUTCHER responded that, based upon its future
forecasts, the departnent foresees no effect.

COCHAIR FEIGE said it is apparent to him that there would be
$60 million in revenue sharing either way.

ACTI NG COM SSI ONER BUTCHER concurr ed.

CO CHAIR SEATON agreed that is correct, but pointed out that
when the revenue sharing formula was established the |egislature
specified that it be from progressivity, not all of the oil tax,
and if the progressivity did not fill up the fund then it would
need to cone as an allocation from the general fund. Under HB
110 the progressivity and the base oil tax would be put together
to fund the revenue sharing.

3:59: 55 PM

CO- CHAIR FEIGE drew attention to the bottom of page 2 and top of
page 3 of the aforenentioned Petroleum News article in which
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ConocoPhillips spokeswoman Natalie Lowan stated that her
conpany's actual 2010 spending was the |owest since 2007. He
read a further statenment by Ms. Lowman: "The 2011 capital budget
i ncludes contingency funding if we are successful in getting
i nprovenents in State fiscal terms, and resolving permtting
issues with Alpine satellites.” He interpreted this to nean
that if ConocoPhillips gets better fiscal terms it wll spend
all of that $900 mllion, but if it does not then it wll be
nore |ike last year's nunber of $730 million.

CO- CHAI R SEATON agreed that Co-Chair Feige is correct, and that
t he budgeted anobunt of $854 million was probably not spent | ast
year because of permtting issues with the Al pine satellites.

CO CHAIR FEIGE noted that ConocoPhillips also said state fisca
terms.

4:01: 38 PM

REPRESENTATI VE KAWASAKI remarked that M. Lowman's statenent
sounds nore |like extortion to him He related that according to
the Fraser [Institute's "dobal Petroleum Survey 2010"] the
jurisdiction of Libya has corruption, hostile environnent, very
high taxation, enploynent |aws, unfavorable profit sharing
agreenment ternms and conditions, no stability, and much political
interference. The survey puts Libya in the 4th quintile, which
is worse than Al aska, yet between 2008 and 2010 BP spent a
billion dollars in Libya; additionally, ConocoPhillips also has
significant investnment in that area. He therefore requested
that the acting comm ssioner explain what he neant when he
stated that the price of oil and taxes are the primary things
that a conpany | ooks at when investing in a jurisdiction.

ACTI NG COM SSI ONER BUTCHER reiterated that he has never worked
for an oil conmpany and said his statenment was his opinion based
on his view froma State of Al aska perspective. He agreed there
are nunmerous things that are mpjor factors at play. However, he
was meking the point that in his opinion the two biggest pieces
are the cost of oil and the cost of production tax in the state
of Alaska, which is a cost far higher than any of the other
taxes that are levied on the industry.

4: 04: 24 PM
REPRESENTATI VE KAWASAKI said he would like to have nore than a

personal opinion, given that the state would be taking a $2
[billion] hit. He further related that according to the Fraser
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survey, Alaska's quality of infrastructure is better than that
of Libya and only nomnally |less than Egypt's infrastructure.

ACTING COM SSI ONER BUTCHER allowed that Alaska is in a good
position in ternms of infrastructure. However, he pointed out
that nmuch of the oil yet to be discovered and developed is
farther and farther away from infrastructure, so Alaska is
becom ng nore challenged in its infrastructure as tine goes
al ong. He deferred to industry to answer this question from a
gl obal perspective.

REPRESENTATI VE KAWASAKI contended that using the $2 billion to
instead build roads across the NPR-A and ports in northern and
sout hwest Al aska would be a nore sound investnent and nmake the
state nore conpetitive with the rest of the world.

ACTING COM SSIONER BUTCHER agreed those wuld be wse
investnments and said that is the main reason the governor is
pursuing this |egislation. It is unknown what specific anount
of oil wll shut down the Trans-Al aska Pipeline System (TAPS)
and when that will be, but the entire focus of HB 110 is to
i ncrease investnent, increase production, and get to a point in
the I ong term where everything discussed can be funded. He said
the fear is that the state may not have the funds to take care
of these needs in 10-15 years.

4:07:01 PM

CO CHAIR FEIGE related that he was told the state would |ose a
little over $600 mllion the first year because the proposed tax
change would go into effect halfway through a fiscal year and in
the second year it would be a little over $1 billion. He asked
for an explanation of the figure of $1.7-%$2.2 billion in |oss
and why it is different than what was presented in the origina
briefing.

ACTI NG COM SSI ONER BUTCHER answered that the figures are in the
departnment's fiscal note, but they are not added together as a
total in the fiscal note. However, the commttee was provided
with a spreadsheet |ast week that does add them together. He
said the departnent estimates [a loss of] $100-$200 nillion in
FY 2012, which would be fromshifting the credits fromtwo years
to one year, and while this would be a hit in FY 2013 it would
be that much less of a hit in FY 2013. The reductions seen by
the departnent are: $500-$782 mllion in FY 2013, $1.16-%1.36
billion in FY 2014, $1.32-%$1.52 billion in FY 2015, $1.54-%1.74
billion in FY 2016, and $1.62-$1.8 billion in 2017. He said
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this is half of the equation because it does not factor in the
anount of new production that the departnment believes would be
comng on in the latter half of those fiscal years as a result
of increased investnment and increased production.

CO- CHAI R FEI GE i nqui red whet her those nunbers are high

ACTI NG COM SSI ONER BUTCHER said those are nunbers higher than
the Departnent of Revenue conputed for its fiscal note.

4:09:48 PM

CO CHAIR SEATON asked whether the fiscal note includes the
difference that would be seen in the windfall profit volatility
given that HB 110 would be annual and current |aw under ACES is
nont hly.

BRUCE TANGEMAN, Deputy Conmi ssioner, Ofice of the Comm ssioner,
Department of Revenue, responded that the departnent uses an
annual oil price projection in its Revenue Sources Book, rather
than taking into account a nonth-to-nonth volatility in oi
price. In 2008, oil prices varied from high to low in price,
but that volatility was not there in 2009 and 2010. He al | owed
the co-chair is correct that there can be huge swings in a year,
but said the departnent does not forecast or project that.

CO- CHAIR SEATON inquired whether the acting conm ssioner's
statenment was accurate that the nonthly cal culation of w ndfal
profits under ACES ranged from $100-$400 mlli on.

MR. TANGEMAN answered he thinks that was a snapshot and coul d be
a possibility, just like those swings would not be seen in 2009
and 2010 because the price of oil was steady from nonth to nonth
t hroughout the year.

4:12:32 PM

CO CHAIR SEATON said that if the $100 nmillion is added to the
$1.6 billion and the $400 million is added to the $1.8 billion
the range would be $1.7-$2.2 billion, which enconpasses the
range being talked about when conparing the proposed annual
cal cul ation of progressivity under HB 110 to the current nonthly
cal cul ation of progressivity under ACES which captures w ndfal
profits.

MR. TANGEMAN replied the co-chair is correct. He said he
beli eves that the year for which the $400 million was cal cul ated
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had a price per barrel of $140 at the high end and a price of
$40 at the low end five nonths |ater.

CO CHAIR SEATON added that he does not think anyone can
specul ate whether the price of oil is going to surge to $200 a
barrel or dive to $70; therefore, a range nust be | ooked at and
this is where the aforenenti oned nunbers cone from

CO CHAIR FEIGE said he thinks it unusual to use the year that
had probably the greatest fluctuation of oil price in history as
a basis for adding to what the Departnent of Revenue has already
considered to be a nmuch |Iower reduction in revenue to the state.

CO CHAIR SEATON related that the Department of Revenue said it
was going to leave the volatility of oil out of the cal culation.
However, price volatility is what is seen in the state's history
and is why calculation of wndfall profit over the range of
volatility should be included. The aforenentioned nunbers are
based on the ranges from past history.

4:15:47 PM

CO CHAIR SEATON, wapping up the discussion on Anendnent 9,
submtted that the reality of past history is the nobst inportant
thing to |look at. In the past the conpanies have never taken
the expected responses to oil price or to the three different
tax regines, so it cannot be expected that they would have a
different response to HB 110. He said it appears to him that
there was a corporate nodel for devel opnent of these fields and
the data [on AOGCC slide 10] show that this corporate nodel was

being followed regardless of price or tax. The resource risk
nmust be | ooked at. The resource issues that wll be addressed
if the state has surpluses are roads to resources, bullet I|ines,
community revenue sharing, and the transportation fund. Past
hi story shows that these things will not be done if there is no
surplus and that is where the state wll be if HB 110 is
enact ed.

4:18:15 PM

A roll call vote was taken. Representati ves Gardner, Kawasaki,
and Seaton voted in favor of Amendnent 9. Represent ati ves

Herron, Munoz, Foster, WIson, Dick, and Feige voted against it.
Therefore, Amendnent 9 failed by a vote of 3-6.

4:19:19 PM
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REPRESENTATI VE HERRON noted that he likes the idea of putting

incentives into the portion of the bill related to smal
expl oration conpanies. O course, he allowed, the production
side of the bill is where the debate is. He said his concerns

with HB 110 are that the [15 percent tax rate] is too low to
give his constituents a fair share of the inconme and the 25
percent tax rate is too high to encourage production. He urged
that at sonme point the commttee instead consider a base tax
rate of 20 percent.

4:20:58 PM
The commttee took an at-ease from4:20 p.m to 4:25 p. m
4:25:45 PM

CO CHAIR SEATON noved that the commttee adopt Anendnent 10,
| abel ed 27- GH1007\ A. 45, Bul |l ock, 2/28/11, which read:

Page 1, lines 3 - 4:
Delete "relating to nonthly installnment paynents
of estimated oil and gas production tax;"

Page 1, line 7:
Delete "relating to the determ nation of oil and
gas production tax val ues;"

Page 3, lines 3 - 19:

Delete all material and insert:

"* Sec. 6. AS 43.55.011(e) is anended to read:

(e) There is levied on the producer of oil or
gas a tax for all oil and gas produced each cal endar
year from each |ease or property in the state, |ess
any oil and gas the ownership or right to which is
exenpt from taxation or constitutes a |andowner's
royalty interest. Except as otherw se provided under
(f), (j), (k), and (o) of this section, the tax is
equal to the sum of

[(1)] the annual production tax value of
the taxable oil and gas produced from

(1D a |lease or property containing |and
that, as of Decenber 31, 2010, was or had previously
been within a unit or in comercial production as
cal cul ated under AS 43.55.160(a)(1) multiplied by 25
percent, and the sum over all nonths of the cal endar
year, of the tax anmounts determ ned under (g) of this
section; and
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(2) a |lease or property not described in
(1) of this subsecti on, as cal cul ated under
AS 43.55.160(a)(1) nultiplied by 15 percent, and the
sum over all nonths of the calendar year, of the tax

amounts determ ned under (g)

Page 4, line 11,
Del et e al

t hrough pag
mat eri al .

Renunber the follow ng bill

Page 13, |ine 8,
Del ete al

t hrough pag
mat eri al .

Renunber the follow ng bill

Page 16, |ine 8:

Del ete "Sections 11, 12

| nsert "Sections 9, 10,
Page 16, |ine 10:

Delete "Sections 6 - 9

| nsert "Sections 6 and
Page 16, |ine 12:

Del ete "Section 19"

| nsert "Section 17"
Page 16, |ine 20:

Del ete "Sections 11, 12

| nsert "Sections 9, 10,
Page 16, |ine 21:

Del ete "Sections 6 - 9,

| nsert "Sections 6, 7,
Page 16, |ine 22:

Del ete "Sections 19 and

| nsert "Sections 17 and
Page 16, |ine 23:

Del ete "secs. 27 - 29"

| nsert "secs. 24 - 26"

REPRESENTATI VE P. W LSON obj ect ed

4:25: 59 PM
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sections accordingly.
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sections accordingly.
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CO- CHAIR SEATON stated that the conceptual anendnent for
Amrendnent 10 in the conmttee packet is replaced by this fornmal

anmendnent from Legislative Legal and Research Services. He
expl ai ned that Amendment 10 would |eave the base rates of 25
percent for old oil and 15 percent for new oil, but would delete

the bracketed progressivity so that it remains as in current
statute. Amendnent 10 would also delete the annual paynent of
progressivity so that it remains as in current statute, which is
a nonthly calculation. The purpose of keeping the nonthly
calculation is to capture windfall profits. A few years ago the
state captured a lot of w ndfall profits when the price of oi

went to $144 a barrel, but Alaska's econony was severely
affected by the huge escalation in fuel prices. If oil prices
peak again, Alaska's econonmy will be affected again, too. The
wi ndfall profit tax wuld cushion the Al aska econony and
preclude the state from having to dip into its savings to
address rural and urban problens arising fromthat price spike.

4:28:20 PM

REPRESENTATI VE P. WLSON requested that Amendnment 10 be divided
so that the provision for deleting the annual average paynent of
progressivity could be a separate question.

CO CHAI R SEATON agreed this could be done but said it nay not be
beneficial because if the conmttee were to |eave the bracketed
progressivity there would be very little difference between a
nmonthly and annual calculation of the progressivity. This is
because bracketed progressivity would generate nmuch |ess noney
than does the [current] nethod of calculation which is based on
the entire price of a barrel of oil

REPRESENTATIVE P. WLSON w thdrew her request and inquired
whet her the co-chair is saying that the tax would be the sane
all the way al ong rather than bracket ed.

CO CHAI R SEATON responded that it is not all the way al ong. It
is not Iike inconme tax where there are different rates, it is a
sales tax based on the price of a barrel of oil. So, if the
price per barrel is $60, one rate is paid, if the barrel is $90,
another rate is paid; thus it is a single rate throughout the
barrel . Amendrment 10 would keep the current progressivity
system so that it would not be changed to the proposed bracketed
syst em
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REPRESENTATIVE P. WLSON concluded that the answer to her
guestion was yes.

CO CHAI R SEATON agr eed.
4:32: 01 PM

REPRESENTATI VE KAWASAKI, in regard to the debate on annual
versus nonthly calculation, asked how other taxing regines and
countries capture windfall profits.

ACTI NG COM SSI ONER BUTCHER answered that he is not aware of any
countries and states that have anything that approxi nates
Al aska's progressivity wndfall tax. Many have a gross tax; for
exanple, North Dakota has a 10 percent gross tax, which factors
| ower in effective tax.

REPRESENTATI VE KAWASAKI i nquired which countries use a nonth-to-
nont h paynment versus an annual i zed paymnent.

ACTI NG COM SSI ONER BUTCHER replied that Alaska is the only one
he knows of.

CO CHAI R SEATON interjected that many of the other jurisdictions

have a profit sharing type of arrangenent. For exanpl e,
| ndonesia receives 85 percent of each barrel of oil, Libya
receives 88 percent from Petro-Canada, and Norway receives 78
percent regardless of the price per barrel. So, in those cases

it is a gross tax rather than a tax on the profit. Al of these
tax reginmes have very different structures, so it is extrenely
difficult to conpare just one item between them He presuned
that all of the countries with profit sharing do not wait unti
the end of the year to receive the taxes and that they are
probably paid on a daily basis since a share of the oil stays
with the conpany and a share with the country.

4:35:12 PM

REPRESENTATI VE KAWASAKI said he wants nore information to know
why a change in Alaska's current law is necessary and what the
conparisons are to other countries. He inquired why the change
is being proposed if there is wuncertainty about what other
countries do.

ACTI NG COM SSI ONER BUTCHER responded that in discussions wth

the larger producers in Alaska as well as the conpanies that
were once in Al aska, essentially every one conplained about the
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high marginal tax rate - the high progressivity rate - that

exists in Al aska. Those discussions indicated no other
jurisdictions, but since he does not know if that is really the
case he will not say it. There is a trenmendous cost in the
nunber of dry wells. For exanple, Shell is approaching $4
billion of investnent into the outer continental shelf (OCS),
which it hopes wll becone sonething. | ndustry | ooks at the

high end as an opportunity to recoup sone of what is lost in a
very speculative business and that is one of the main pieces
industry points to when saying that it is difficult to get
partners and exploration dollars for Al aska.

4:36:39 PM

REPRESENTATI VE KAWASAKI proffered then that the source for
maki ng this significant change to Alaska's tax code is that the
i ndustry has said so.

ACTING COM SSIONER BUTCHER said that 1is not true. [ The
departnent] has | ooked across many jurisdictions and each one is
different and everything involved nust be weighed. For exanpl e,
Al berta has only a royalty and no production tax, and has been
going through sonething simlar to Al aska. It becones a
recurring theme when nore than just one conpany is letting its
| eases go. Wth these high oil prices, |ook at what is going on
wi th exploration al nost everywhere but in Al aska.

REPRESENTATI VE KAWASAKI understood that it is unknown whether
any other jurisdiction has nonthly paynment that would capture
wi ndfall profit.

ACTI NG COM SSI ONER BUTCHER answer ed correct.

4. 37:54 PM

REPRESENTATI VE HERRON asked whether 20 percent would work on
[ page 1] line 20, of Anendnent 10. In response to Co-Chair
Seaton, he confirnmed that this suggestion would |ower the base

tax rate from 25 percent to 20 percent.

ACTI NG COM SSI ONER BUTCHER responded that the admnistration
likes this particular aspect of the bill as currently witten.

4:38: 59 PM
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CO CHAIR FEI GE understood that Anendnent 10 would renove the
proposed bracketed progressive tax so that the tax would be the
base rate plus progressivity in a straight |ine.

CO CHAI R SEATON replied that the progressivity would be exactly
as it is currently calculated, except there would be a new base
rate of 15 percent for new oil. In further response, he
confirmed that the progressivity under Amendnent 10 would be a
snooth line instead of a bracketed anount.

CO CHAIR FEI GE asked whether the proposed cap on progressivity
woul d remain wunder Amendnent 10. He rem nded nenbers that
several conpanies and the Departnment of Revenue testified that
the current increase in progressivity as the price of oil goes
hi gher severely limts Al aska's conpetitiveness because it nakes
for no profit at higher oil prices.

CO CHAI R SEATON answered he does not think anyone has testified
that there is no profit in it, but rather that there is |ess
profit than can be nmade in certain other jurisdictions. He said
there may be a declining profit margin, but that there is
i ncreasing amount of profit throughout the entire range, as he
understands it.

4:40: 20 PM

CO- CHAIR FEIGE nmintained that the current snpooth progressivity
curve has essentially no cap on it, so at higher oil prices
there is far less profit to be made in Alaska than in other
pl aces. The proposed cap under the governor's bill would
provide nore profit at higher oil prices, which would nake
Al aska nore conpetitive.

CO CHAI R SEATON responded that there is a cap at 75 percent.

ACTI NG COM SSI ONER BUTCHER explained that the 75 percent cap
kicks in at $342. He said he believes that Anmendrment 10 woul d
keep progressivity exactly as it exists under current |aw, but
the 15 percent [tax rate for new oil] would remain in the bill
The admi nistrati on opposes Anendnent 10 because it would renove
the bracketing, which is a central piece of HB 110.

4:41:49 PM
CO CHAIR FEICGE noted that Amendnent 1, passed by the commttee

on 2/25/11, anended the date and changed sone of the |anguage in
the current version of the bill. He offered his belief that
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Amendrment 10 would renove those changes as well, thus taking
away sonme of the exploration incentives for lands that were
unitized on 12/31/08 but did not have any producti on.

COCHAIR SEATON said that was not what was directed of
Legi sl ative Legal and Research Services.

CO- CHAIR FEI GE observed that [line 8 of Anendnent 10] directs
that all material on page 3, lines 3-19, of the bill be deleted
and that the section [beginning on line 10 of Anmendnment 10] be
i nserted. Thus, he believes it would delete an anmendnent that
the conmmttee has al ready put in.

CO CHAI R SEATON replied that Amendnent 10 woul d delete a section
in the original version of the bill, not the original bill as
anmended.

CO CHAI R SEATON, concluding the discussion on Anmendnent 10,
reiterated that the effect of Amendnent 10 would be to |eave
progressivity as it is under the current law of Alaska's dear
and Equitable Share (ACES), and the base rates would renain at
25 percent and 15 percent.

4:43.: 52 PM
A roll call vote was taken. Representati ves Gardner, Kawasaki,
and Seaton voted in favor of Anmendnment 10. Represent ati ves

Foster, Dick, P. WIson, Herron, Minoz, and Feige voted agai nst
it. Therefore, Amendnent 10 failed by a vote of 3-6.

4:44: 36 PM
CO- CHAI R SEATON wi t hdr ew Anendment 11.

CO CHAIR SEATON noved that the commttee adopt Anendnent 12,
| abel ed 27- GH1007\ A. 40, Bul |l ock, 2/26/11, which read:

Page 3, lines 3 - 109:

Delete all material and insert:

"* Sec. 6. AS 43.55.011(e) is anmended to read:

(e) There is levied on the producer of oil or
gas a tax for all oil and gas produced each cal endar
year from each |lease or property in the state, |ess
any oil and gas the ownership or right to which is
exenpt from taxation or constitutes a [|andowner's
royalty interest. Except as otherw se provided under
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(f), (j), (k), and (o) of this section, the tax is
equal to the sum of

(1) the annual production tax value of the
t axabl e oi | and gas as cal cul at ed under
AS 43.55.160(a) (1) nultiplied by 25 percent; and

(2) the annual production tax value of the
t axabl e oi | and gas as cal cul at ed under
AS 43.55.160(a) (1) mul tiplied by t he t ax rate
calculated [THE SUM OVER ALL MONTHS OF THE CALENDAR
YEAR, OF THE TAX AMOUNTS DETERM NED] under (g) of this
section.”

Page 4, line 13:
Del ete "(1) purposes of (e)(1)"
| nsert "purposes of (e)(2)"

Page 4, line 15:
Delete "(A"
I nsert "(1)"

Page 4, line 17:
Del ete "subject to (e)(1) of this section”

Page 4, line 18:
Delete "(B)"
| nsert "(2)"

Page 4, line 21:
Delete "(D) of this paragraph”
Insert "(4) of this subsection”

Page 4, line 22:
Delete "(O"
Insert "(3)"

Page 4, line 23:
Delete "(D) of this paragraph”
Insert "(4) of this subsection”

Page 4, line 24:
Delete "(D"
Insert "(4)"
Delete "(C) of this paragraph”
Insert "(3) of this subsection”

Page 4, line 28:
Delete all material.
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Page

Page

Page

Page

Page

Page

Page

Page

Page

5 lines 4 - 25:
Delete all material.

6, line 2:
Delete "(A - (D"
I nsert "(A) - (O"

6, line 6:
Del ete "sunt
| nsert "total"

6, line 8 follow ng "by":
I nsert "the sum of 25 percent and"

6, line 9:
Del ete "AS 43.55.011(g) (D"
| nsert "AS 43.55.011(9g)"

6, line 13, follow ng "by":

I nsert "the sum of 25 percent and”
6, lines 15 - 19:

Delete all material .

I nsert "AS 43.55.011(g); or"

6, line 28, follow ng "due";":
| nsert "and"
7, lines 5 - 14:

Delete all material .
Insert "the sum of 25 percent and the tax rate

calculated for the calendar year of production under
AS 43.55.011(g):"

Page

Page

Page

Page

13, lines 21 - 22:
Del ete "and are subject to AS 43.55.011(e)(1)"

13, line 25:
Del ete "subject to AS 43.55.011(e)(1) and are"
14, line 5:

Del ete "and are subject to AS 43.55.011(e)(1)"

14, line 15, through page 15, line 5:
Delete all material.

HOUSE RES COW TTEE -44- February 28, 2011



REPRESENTATI VE P. W LSON obj ected for discussion purposes.
4. 45: 22 PM

CO- CHAI R SEATON expl ai ned that Amendnment 12 would renove the 15
percent base tax rate for new oil, but would |eave the 25
percent rate and the bracketed progressivity as proposed in HB
110. He said the reason for Amendnent 12 is that over tinme the
state's production tax would decrease very significantly because
HB 110 has no sunset for the 15 percent provision. For exanple,
Great Bear Petroleum is projecting that it wll be producing
300,000 barrels, over half of the state's oil, by 2017. He said
the commttee has not heard testinony from new explorers that
the 15 percent provision is essential.

REPRESENTATI VE HERRON asked what Anmendnent 12 would do to the
Departnent of Revenue's fiscal note.

CO- CHAIR SEATON answered that he believes it would have very
little inpact on the fiscal note because the departnent did not
anal yze much new oil com ng on by 2017.

ACTI NG COM SSI ONER BUTCHER said Co-Chair Seaton is correct; the
departnment's fiscal note |ooks only at revenue reduction in the
short term not further out. However, the departnent is unsure
whet her Anmendnent 12, as worded, would do as intended. He
deferred to the Departnment of Law for further comrent.

4:49: 06 PM

The commttee took an at-ease from4:49 p.m to 4:59 p. m

4:59: 04 PM

ACTING COM SSI ONER BUTCHER, in response to Co-Chair Seaton,
related that the Department of Law is suggesting the conmttee
hear from the drafter of the amendnment to determ ne where the
di sagreenment may be

4:59:59 PM

The commttee took an at-ease from4:59 p.m to 5:02 p. m

5:02: 03 PM

CO CHAI R SEATON put Anendnent 12 aside until the drafter of the
amendnment coul d be present to answer questions.

HOUSE RES COW TTEE - 45- February 28, 2011



REPRESENTATI VE KAWASAKI

noved t hat

the conmm ttee adopt Anendnent

13, |abeled 27-GH1007\A. 30, M schel/Bullock, 2/24/11, which
read:
Page 1, lines 3 - 4:
Delete "relating to nonthly installnment paynents
of estimated oil and gas production tax;"
Page 5, line 26, through page 8, line 8:
Delete all material.
Renunber the followi ng bill sections accordingly.
Page 15, |ine 10:
Delete "1/12 of"
Page 15, line 11:
Del ete "year"
| nsert "nonth"
Page 15, |ine 13:
Del ete "year"
| nsert "nonth"
Page 16, |ine 8:
Del ete "Sections 11, 12, 15, and 16"
| nsert "Sections 10, 11, 14, and 15"
Page 16, |ine 10:
Del ete "Sections 6 - 9 and 20"
I nsert "Sections 6 - 8 and 19"
Page 16, |ine 12:
Del ete "Section 19"
| nsert "Section 18"
Page 16, |ine 20:
Del ete "Sections 11, 12, 14 - 18, 24, and 25(a)"
| nsert "Sections 10, 11, 13 - 17, 23, and 24(a)"
Page 16, |ine 21:
Del ete "Sections 6 - 9, 20, and 25(b)"
Insert "Sections 6 - 8, 19, and 24(b)"
Page 16, |ine 22:
Del ete "Sections 19 and 25(c)"
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| nsert "Sections 18 and 24(c)"
Page 16, |ine 23:
Del ete "secs. 27 - 29"
| nsert "secs. 26 - 28"
REPRESENTATI VE P. W LSON obj ected for discussion purposes.
5:02: 27 PM

REPRESENTATI VE KAWASAKI expl ai ned that Anmendnent 13 woul d del ete
the language in HB 110 dealing wth annualized paynent of
progressivity, thus keeping the current nonthly paynment of

progressivity. Gven the wuncertainty about whether other
jurisdictions use [annualized or nonthly paynent], he said he is
unsure why this particular provision of the bill is so
i nportant. Additionally, the annualized provision could cost
the state between $150 mllion and $450 nmillion based on the
2009 returns of ACES. That is too nuch volatility, and the half
billion dollars under wndfall profits could better be used

within the state.

REPRESENTATI VE HERRON inquired whether this could be done any
ot her way besides nonthly or yearly.

REPRESENTATI VE KAWASAKI noti oned that he did not know.

ACTING COM SSI ONER BUTCHER suggested that it could be done
quarterly, but related that the departnent's auditors do not see
where there would be a direct benefit to this because it is
trued up at the end of the year and the auditors think that

ultimately it would be the sane nunber. He further related that
the auditors said it would be nmuch nore difficult for them to
admnister and it could potentially start statute of limtation

cl ocks every nonth as opposed to every year.
5:04: 34 PM

ACTING COM SSIONER BUTCHER, in response to Co-Chair Seaton,
confirmed that the conpanies are required to pay nonthly. He
further confirmed that the conpanies nake the calculations of
their oil taxes on a nonthly basis.

CO- CHAIR SEATON maintained that if the conpanies pay the

progressivity on the nonth they know what it is because they
made the cal cul ati ons. He asked how paying the known anount is
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nore conplicated than estimating the volatility twelve nonths
ahead of tine.

ACTI NG COM SSI ONER BUTCHER replied he believes it is difficult
to estimte what actual |ease expenditures wll be when
determ ning on a nonth-to-nonth basis.

CO CHAIR SEATON said he thinks it is paynents of progressivity
that are being tal ked about, not | ease expenditures.

ACTI NG COM SSI ONER BUTCHER responded that the Departnent of
Revenue reads Anmendnent 13 as requiring nonthly deduction of
expenses to actuals. In further response to Co-Chair Seaton, he
concurred that Anmendnent 13 s expenses to actuals, not
progressivity.

5:06: 41 PM

ACTI NG COM SSI ONER BUTCHER, in response to Representative P.
Wl son, agreed that Anendnent 13 does not have anything to do
with the wndfall profits. That is why the departnent's
auditors do not see how there would be any difference other than
the negative of admnistering it and the difficulty of starting
mul tiple statutes of limtations.

REPRESENTATI VE GARDNER contended that Anmendnent 13 deals only
with the nonthly fluctuations, not wth the cost of |ease
expenditures, and that it does address the windfall profits.

5:08: 35 PM

CO- CHAIR SEATON requested the drafter of the anendnment to
clarify what it does.

DONALD BULLOCK JR., At t or ney, Legi slative Legal Counsel
Legislative Legal and Research Services, Legislative Affairs
Agency, noted that line 10 of Anendnent 13 would anend page 15,
line 10, of HB 110, which is a section in the bill that
descri bes how the production tax value is determ ned for each of
the nonths that installment paynment is due. The effect of the
anendnent is to conpartnentalize the |ease expenditures for the
month, nmonth by nonth, rather than saying one-twelfth of the
producer's | ease expenditures over the year.

5:10: 36 PM
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REPRESENTATI VE GARDNER inquired whether it has the effect of
retaining the windfall profits, which allow the state to receive
benefit participation in severe price spikes and profits that
are the result of things happening around the world rather than
of effort and investnent.

MR. BULLOCK read from page 15, lines 6-10, of HB 110, which
st at e: "... the nonthly production tax value of taxable oil

gas, or oil and gas produced by a producer during a nonth ... is
equal to the gross value at the point of production of that oil,
gas, or oil and gas, respectively...." He explained that that
woul d be the gross value starting out for that nonth. So, if

prices are high during that nonth that gross value is going to
be high; if production is high during that nonth at a |ower
price, there may still be a higher gross value at the point of
production. Once the gross value at the point of production is
determ ned for that nonth, Amendnent 13 would - instead of using
one-twelfth of the |ease expenditures for the year - allow a
deduction for the |ease expenditures for that nonth. The
production tax value is the gross value mnus authorized |ease
expenditures, and that is the value that the tax rate is applied
to, both on the progressive rate and the base rate.

5:12:34 PM

REPRESENTATI VE GARDNER asked whet her inplenmentation of Amendnent
13 would start the clock on a statute of Ilimtations on a
nmont hl 'y basi s.

MR. BULLOCK replied he does not believe that it would nmake it
any nore the start of the statute of Ilimtations than any
i nstal |l ment paynent because there is still the true-up that is
required the year following the calendar year in which these
instal l ment paynents are made. One of the purposes of going to
the systemin ACES was to make a final report for the year that
included all the expenditures and all the gross values. He said
he has always |ooked at that as having a single point for

starting the statute of limtations for naking the assessnents,
rather than twelve nonthly returns |like the state had under the
Economic Limt Factor (ELF) |aw These are installnent

paynents, not a nonthly return.
5:13:47 PM

REPRESENTATI VE P. WLSON surm sed that Anendnent 13 would renove
Section 9 of HB 110.
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MR. BULLOCK responded that the effect of Amendnent 13 is "to
continue to do the installnment paynents as they are determ ned
now, wth the addition that the |ease expenditures wll be
determined on a nonthly basis rather than one-twelfth of the
annual | ease expenditures.”

5:14:32 PM

REPRESENTATI VE P. WLSON surm sed that Amendnent 13 would, in
essence, allow the state to pick up the windfall profits.

MR. BULLOCK answered he does not know because he has not run the
nunbers. At the end, the following year, everything is trued
up, so ultimately what is looked at is the gross value at the
point of production for the year mnus the |ease expenditures
for the year. He deferred to the Departnent of Revenue to
di scuss the actual effect of the nonth-to-nonth cal cul ation.

REPRESENTATI VE P. WLSON asked which part of HB 110 would get
rid of the state being able to pick up wndfall profits.

MR. BULLOCK replied that under current law the levy of the 25
percent tax and the progressive rate on a nonthly basis are
| ocated in [AS 43.55.011](e). The governor's bill would nove
all of the rates into [AS 43.55.011](g) and (e) would only say
that for one set of fields it is (g)(1) and for the other set it
is (9)(2). He deferred to the acting conm ssioner for further
expl anat i on.

ACTI NG COM SSI ONER BUTCHER said M. Bullock explained it well.
The noving of progressivity to brackets under HB 110 narrows to

a very small nunmber any sort of wndfall that would occur
between a high nonth and a low nonth over the course of an
annual cal cul ation. This provision would enable industry to

recoup a lot of its expenses on the high end as opposed to the
state taking a mmjority of the funds like it does now, which

would nmake the state nore attractive investnent-w se. The
departnment's reading of Anmendnent 13 is that the actual
deduction of expenses would be taken nonthly. The depart nent

believes that over the course of a year there would be a
negligible difference in tax between the two, so Anmendnent 13
woul d be particularly burdensone to both industry and the state
given the state would really not get anything out of it.

REPRESENTATI VE P. WLSON surm sed the brackets in ACES are what
give [the state] the windfall profits.
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ACTI NG COM SSI ONER BUTCHER nodded yes.
5:17:44 PM

REPRESENTATI VE HERRON inquired whether the governor and the
producers prefer to sweep the noney nonthly. He understood the
acting comm ssioner to be saying that in the end it wll all
wash out.

ACTI NG COM SSI ONER BUTCHER responded that he does not think a
ot is acconplished by Amendment 13 and it would create a | ot of
additional work that does not ultimately benefit the state or
i ndustry.

REPRESENTATI VE HERRON said he thinks renmoving it does get rid of
a lot of work.

5:19:14 PM

REPRESENTATI VE GARDNER asked how often the |easeholders true up
wi th each other and how often do they do their reports and their
paynents when they are partners in a | ease.

ACTI NG COM SSI ONER BUTCHER answered that it is done at the end
of March for the state. He deferred to M. Dees for addressing
t he question about partners inside a | ease.

REPRESENTATI VE GARDNER, in response to Co-Chair Seaton, said her
guestion is applicable to Amendnent 13 because testinony has
said it wuld be a lot of work. She presuned that |ike nost
busi ness owners, the industry keeps neticul ous records and knows
exactly where it is at any given tine; thus, the data is there
and it is just a matter of running the reports.

REPRESENTATI VE KAWASAKI w t hdrew Arendnent 13.
5:20:51 PM

CO CHAIR SEATON returned to Amendnent 12 and asked M. Bull ock
to review what the anmendnent would do. He understood that the
anmendnent woul d renove the 15 percent base rate, l|leaving the 25
percent base rate and | eaving the bracketed progressivity.

MR. BULLOCK said he believes Amendnent 12 would bring HB 110
closer to current law, which is the 25 percent tax rate in [AS
43.55.011](e) plus the progressive rate that 1is determned
nonthly under [AS 43.55.011](Q). The effect is that it would
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not duplicate the tax. The initial 25 percent would be pulled
out where the changes have been made in the brackets, so the
effect would be that the remaining part of [AS 43.55.011](g) is
the new progressive rate that wuld replace the current
progressivity rate. Thus, the 25 percent would remain the sane,
but there would be a new table to determne the nonthly tax.

5:23:12 PM

CO CHAI R SEATON i nqui red whether the bracketed rate would be the
same as cal cul ated when they were both together

MR. BULLOCK replied that the 25 percent base rate would be
brought back into [AS 43.55.011](e) just like it is in current
law, and [AS 43.55.011](e) is reworded sinmlarly to the current
law to say that the additional tax is determned under [AS
43. 55. 011] (9) . On page 8 of the bill, starting on line 28, the
25 percent would be deleted by Amendment 12, so what would be
left is the anmount above $30 to which these different rates are
applied under the table. I nstead of the ranges under current
law, which are $30-%$92.50 and $92.50 and above, there would be
these stair-stepped rates. The next part of Amendnent 12 woul d
delete lines 4-25 on page 5 of the bill since the anmendnent
woul d go back to only a 25 percent rate and the 15 percent rate
woul d not continue. Thus, [AS 43.55.011](e)(1) would be the 25
percent plus the stair-step rates on page 4 that are determ ned
on a nonthly basis; the stair-steps would start with what is on
line 29 because |ine 28 woul d be del et ed.

5:25:35 PM

CO CHAI R SEATON requested the Departnent of Law to address the
i ssue.

SUSAN POLLARD, Assistant Attorney General, Ql, Gas & Mning
Section, Cvil Dvision (Juneau), Departnent of Law, stated that
the Departnment of Law had had sone question about how Amendnent
12 would work to assure that the 25 percent rate was separate
and the bracketed increnental progressivity was kept for that
part of the annual production tax value that did not get taxed
under the 25 percent rate. She said the technical issue that
she was concerned about was the doubling up of the 25 percent
rate. However, this concern was addressed when M. Bullock
expl ained that line 28 on page 4 of the bill would be del et ed.

5:27:02 PM

HOUSE RES COW TTEE -52- February 28, 2011



CO CHAIR SEATON reiterated that the purpose of Amendnent 12 is
removal of the 15 percent base rate, |leaving the 25 percent base
rate and the bracketed progressivity proposed by the governor.

REPRESENTATI VE MUNQZ under stood the change proposed by Amendnent
12 woul d apply to new fields, which in the governor's bill would
be taxed at 15 percent plus the bracketed progressivity; under
Amendnent 12 new fields would have the sanme 25 percent rate as
existing fields.

CO CHAI R SEATON responded correct, all fields would have a 25
percent base tax rate and would have the sane bracketed
progressivity as proposed by HB 110.

MR. BULLOCK interjected that Anmendnent 12 basically renoves the
di stinction between fields.

ACTI NG COM SSI ONER BUTCHER said Amendment 12 woul d take out the
15 percent tax rate for fields that are outside and currently
not being explored, which is a key provision of HB 110. The
adm nistration feels this provision is inportant to notivate the
smal | explorers to explore and develop areas of the state that
are not currently being devel oped, and therefore the
adm ni strati on opposes Amendnment 12.

5:28:46 PM

REPRESENTATI VE HERRON suggested that the 25 percent be changed
to 20 percent, knowing that adjustnments would also be made to
t he brackets. He asked whether 20 percent would work in
Amendnent 12.

CO- CHAI R SEATON answered that Anmendnent 12 is offered to renove
the new fields. He said he is unsure whether changing the tax
rate from 25 percent to 20 percent would acconplish what
Representative Herron is proposing or whether it would take a
di fferent amendnment. He requested M. Bullock to address this.

MR, BULLOCK said there are several places throughout AS 43.55
where this base rate is located; for exanple, the rate for |oss
carry forward provisions in AS 43.55.023(b) has al ways
paralleled this rate. An anmendnent could be offered to replace
the 25 percent with 20 percent on page 1, line 10, of Amendnent
12, but there would be other sections of Ilaw where that 25
percent would need to be changed to 20 percent, so conformng
anmendnents woul d al so be needed.
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REPRESENTATI VE HERRON sai d he understands but will keep pitching
20 percent.

5:30:47 PM

CO CHAIR FEIGE recal l ed that during previous hearings on HB 110,
the commttee heard from several explorers. For exanple, page 6
of G eat Bear Petroleumis [2/13/11] presentation states,
"Reduction of production tax burden inproves our commerci al
nodel reducing the risk to critically needed capital investnent
for full devel opnent.™ He rem nded nenbers that Geat Bear
Petroleum s |eases are essentially south of currently existing
units and represent a region of great potential for a shale oi

pl ay. He related that Geat Bear is optimstic about its
ability to develop that location and if the 15 percent base rate
is elimnated on those places outside of wunitized areas, it
woul d renove what he considers a critical incentive to get new
explorers out in the field to put nore oil in the pipeline.
5:32:10 PM

CO CHAI R SEATON, wapping up the discussion on Anendnent 12,
again reiterated that the purpose of Anendnent 12 is to renove
the 15 percent base rate, leaving the 25 percent base rate
applying across all oil fields and |leaving the governor's
bracketed progressivity.

CO CHAIR FEI GE objected to Anendnent 12.

5:32: 37 PM
A roll call vote was taken. Representati ves Gardner, Kawasaki
and Seaton voted in favor of Anmendnent 12. Representati ves

Herron, Minoz, Foster, Dick, WIson, and Feige voted against it.
Therefore, Amendnment 12 failed by a vote of 3-6.

5:33:27 PM
REPRESENTATI VE GARDNER wi t hdr ew Anendnent 14.

REPRESENTATI VE GARDNER noved that the commttee adopt Anmendnent
15, | abel ed 27- GH1007\ A. 14, Bull ock, 2/23/11, which read:

Page 1, line 6:

Delete "relating to the limtation on assessnent
of oil and gas production taxes;"
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Page 13, lines 5 - 7:
Delete all material.

Renunber the followi ng bill sections accordingly.

Page 16, |ine 10:
Delete "Sections 6 - 9 and 20"
| nsert "Sections 6 - 9 and 19"

Page 16, lines 12 - 13:
Delete all material.

Page 16, |ine 20:
Del ete "Sections 11, 12, 14 - 18, 24, and 25(a)"
| nsert "Sections 11, 12, 14 - 18, 23, and 24(a)"

Page 16, |ine 21:
Del ete "Sections 6 - 9, 20, and 25(b)"
Insert "Sections 6 - 9, 19, and 24(b)"

Page 16, |ine 22:
Delete all material.

Renunber the following bill section accordingly.

Page 16, |ine 23:
Del ete "secs. 27 - 29"
| nsert "secs. 26 and 27"

CO- CHAI R FEI GE obj ect ed.
5:33:59 PM

REPRESENTATI VE GARDNER said Amendnment 15 relates to an el enent
of HB 110 that she does not disagree with, which is having a
nore reasonable tineline than six years. However, noving the
timeline to four years is premature because the regul ati ons have
yet to be conpleted, let alone a single audit of a full year of
ACES taxes. This should be |looked at in a year or two, but it
is premature because right now the potential inpact on the state
i s unknown.

REPRESENTATI VE P. W LSON observed that Anmendnent 15 woul d del ete
and insert several sections and requested further explanation.

REPRESENTATI VE GARDNER said the intent of Anmendnent 15 is to
keep the tax | ook-back period at six years rather than changi ng
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it to four vyears as proposed by HB 110. She said her
understanding is that if the state does not conplete the audit
within four years and the audit finds that the state is owed
nore noney, the state would | ose that noney. Thus, she wants to
ensure that the state does not |ose anything it is due.

MR. BULLOCK addressed Representative P. WIson's question by
drawi ng attention to page 16, line 8, of HB 110 where reference
begins to a nunber of sections, those sections being about
applicability and different effective dates. By deleting a
section of the bill, and in other anendments adding sections,
t hese section nunbers at the end of the bill need to be changed
to conformto the new nunbering in the bill.

5:36: 05 PM

MR, BULLOCK, in response to nore questions from Representative
P. Wlson, explained that HB 110 proposes to shorten the period
for auditing the production tax returns from six years to four
years. Amendnent 15 would leave in place the current six year
peri od.

ACTI NG COM SSI ONER BUTCHER added that the Departnent of Revenue
used to have three years to audit production taxes. Passage of
ACES extended this tine period to six years to give the
departnment the tinme to deal with going froma gross tax to a net
tax and to deal with the two different changes in |aw [ ACES and
PPT] that occurred within a very short tinme period. The
department is now at about three years and inproving and
therefore feels confortable with noving from six years to four
years. However, to be on the safe side, the effective date
proposed in HB 110 for this provision is not until 2014, which
woul d give the departnment another three years to make sure a
four year tinme period wll work. The departnment would not have
proposed four years if it did not think it could be done.

5:37:29 PM
REPRESENTATI VE KAWASAKI read from item six [of the executive

summary] in the Departrment of Revenue's 1/18/11 QI and Gas
Production Tax Status Report to the Legi sl ature which states:

Tax Admnistration and Conpliance - The departnent
continues to wite regulations for the new tax system
and the first audits under the net profits tax have
been conpleted. The departnent has, however, been
hanmpered in its tax reporting and conpliance efforts
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by the lack of a centralized database to house and
manage the large volunes of o0il and gas data it
recei ves.

REPRESENTATI VE KAWASAKI interpreted the aforenentioned to nean
that the Departnment of Revenue is having difficulty as things
stand now. He recollected that under the Economc Limt Factor
(ELF) the state had a nuch sinpler standard deduction system
yet the departnment was unable to neet the three year tineline.
He asked why the departnent thinks this can be done now.

ACTI NG COM SSI ONER BUTCHER al | owed the departnent clearly stil
has challenges and is playing catch-up; however, a couple of
master auditors have been hired since that tine. The
departnment's auditors believe that the nost difficult audit year
was 2006 when the state noved fromgross to net. It is believed
that wth each increasing year it wll get sinpler and sinpler,
and that is where the confort with four years, not three years,
conmes in.

REPRESENTATI VE KAWASAKI noted that the | ook-back period for nost
busi nesses is six years and asked why the oil industry should be
treated differently.

ACTI NG COM SSI ONER BUTCHER replied that the departnent works on
the information as it cones in and the audit is for putting the
final nunbers to rest. He said the departnent believes that
four years is reasonable, given that it is 33 percent nore tinme
than what was in place prior to five years ago.

5:39: 52 PM

REPRESENTATI VE GARDNER said it can be agreed that the departnent
is four years behind on the audits right now, and she therefore
thinks it prudent for the legislature to wait until one full
year is conpleted before changing the | ook-back peri od.

REPRESENTATI VE HERRON inquired about putting a sunset on the
four years such that it would go back to six years if in a
couple of years it is found that four years is not a | ong enough
time period.

ACTI NG COM SSI ONER BUTCHER r esponded that the proposed effective
date of three years from now provides the departnent w th enough
time to determne whether this length of tinme is adequate and

if it is not, the departnment would have enough tinme to bring it
back to the | egislature.
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REPRESENTATI VE GARDNER agreed that an effective date of three
years out would provide the departnent the tinme to cone back to
the |egislature. By the sane token, however, she argued that
the effective date of three years out allows the legislature to
wait until at |east one is done and see how close it is at true
up, at which point a decision can be made on whether a change to
exi sting statute is needed.

CO- CHAI R FEI GE mai ntai ned his objection to Anendnment 15.
5:41:29 PM

A roll call vote was taken. Representatives Herron, Minoz,
Foster, Dick, Gardner, Kawasaki, and Seaton voted in favor of
Amendnent 15. Representatives P. W/l son and Fei ge voted agai nst
it. Therefore, Amendnent 15 passed by a vote of 7-2.

5:42: 21 PM
REPRESENTATI VE GARDNER wi t hdr ew Anendnents 16 and 17

REPRESENTATI VE GARDNER noved that the commttee adopt Anmendnent
18, | abel ed 27- GH1007\ A. 35, Kirsch/Bullock, 2/24/11, which read:

Page 1, line 7, follow ng "val ues;"
Insert "relating to oil and gas or gas only
| easi ng and the shared use of a production facility;"

Page 2, followng line 5:
Insert a new bill section to read:

"* Sec. 3. AS 38.05.180 is anended by adding a new
subsection to read:

(hh)  The comm ssioner shall include a provision
in a lease or the renewal of a l|ease under this
section to require the shared use of a production
facility owned or operated by the | essee by a producer
of oil or gas from land outside of the |ease or
outside of a unit that includes the |ease. The |ease
must describe the circunstances under which the
production facility shall be shared and the neans for
determining the extent of the shared wuse, the
reasonabl e conpensation to be paid to the |essee, and
other terns and conditions the comm ssioner finds are
in the Dbest interests of the state. In this
subsecti on, "production facility” nmeans a flow
station, a gathering center, a punp station, a storage
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tank, and related appurtenances, and other facilities

that gather, clean, dehydrate, condition, or store
crude oil, natural gas, or associated hydrocarbons and
are located on a lease or property |eased from the
state.”
Renunber the followi ng bill sections accordingly.
Page 16, line 8, follow ng "APPLI CABILITY.":

Insert "(a) AS 38.05.180(hh), enacted by sec. 3
of this Act, applies to a |l ease or the renewal of a

| ease entered into on or after the effective date of

sec. 3 of this Act."
Rel etter the followi ng subsections accordingly.

Page 16, |ine 8:
Del ete "Sections 11, 12, 15, and 16"
| nsert "Sections 12, 13, 16, and 17"

Page 16, |ine 10:
Delete "Sections 6 - 9 and 20"
| nsert "Sections 7 - 10 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
| nsert "Sections 12, 13, 15 - 19, 25, and

Page 16, |ine 21:
Del ete "Sections 6 - 9, 20, and 25(b)"
I nsert "Sections 7 - 10, 21, and 26(c)"

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

Page 16, |ine 23:
Del ete "secs. 27 - 29"
| nsert "secs. 28 - 30"

25(a) "
26(b) "

REPRESENTATI VE P. W LSON obj ected for discussion purposes.

5:43:12 PM
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REPRESENTATI VE GARDNER related that a concern heard over the
years from new explorers is that they have trouble getting into
the facilities. She noted that this is a controversial issue so
people are reluctant to speak on the record when they are also
in the mdst of negotiating. While that bottleneck may now be
shifting a bit, Amendnent 18 would provide ways to have shared
facilities. She noted that M. Ken Alper is available for
gquesti ons.

ACTI NG COW SSI ONER BUTCHER, in response to Co-Chair Seaton,
deferred conment on Amendnent 18 to M. Joe Bal ash given that it
relates to Departnent of Natural Resources statutes.

5:45:21 PM

JCE BALASH, Deputy Conm ssioner, Ofice of the Conmm ssioner,
Departnment of Natural Resources, cautioned that "the issues
surrounding facilities access, facility sharing, are conplicated
and very inportant to the state's future, and require a great
deal of thought and precision in language if [the state is]
going to venture down the road of using the force of law to tip
the scales in the balance of one party or another when it cones
to these comercial transactions.” He said the Departnent of
Natural Resources is concerned that Anmendnent 18 could broaden
t he subject of HB 110, which is currently oil and gas taxes, and

potentially violate the single subject rule. The anendnent
purports to anend AS 38.05.180, which is the section of statute
that deals with oil and gas l|eases and has to do with the

managenent and rights for a party to the subsurface of the
state's mneral wealth.

5:47:04 PM

The commttee took an at-ease from5:47 p.m to 5:49 p. m

5:49: 25 PM

REPRESENTATI VE GARDNER specified that Amendnent 18 is not part
of another bill that has been introduced. She said she is a co-
sponsor of a bill that deals with facilities sharing, but that
bill is conpletely different.

MR. BALASH said other concerns that the Departnment of Natura
Resources has wth Anendnent 18 relate to the roles and
responsibilities of the three parties in question: the original
| essee, the new I|essee seeking to gain capacity, and the
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conmi Ssi oner . The anendment does not answer who carries what

burden in this set of circunstances. The one area that does
appear to be clear and sets at |east one standard is that
reasonabl e conpensation shall be paid to the |essee. However,

there are certain questions surrounding whether or not there is
a burden on the new entrant to identify how much capacity it is
seeki ng, whether or not the incunbent has to neet that demand or
whether [the incunbent] can only nake available what 1is
available within the facility. Anot her question is whether the

list here is of "related facilities, other facilities," and
whether this list is inclusive, illustrative, or exhaustive.
5:51: 22 PM

REPRESENTATI VE GARDNER stated that this critically inportant
issue has never really been addressed by the |legislature and
loonms in the future if the state does not get a handle on what
needs to be done to ensure that new explorers are not
di sadvantaged by the bigger conpanies that own the facilities.
She offered her appreciation of M. Balash's coments and said
they illustrate how inportant this issue is and how conplex it
iS. She w thdrew Anendnment 18 and urged nenbers to keep the
issue in mnd

5:52:16 PM

REPRESENTATI VE GARDNER noved that the commttee adopt Amendnent
19, | abel ed 27- GH1007\ A. 37, Bull ock, 2/25/11, which read:

Page 13, following line 4:

I nsert new bill sections to read:

"* Sec. 19. AS 43.55.030(a) is anended to read:

(a) A producer that produces oil or gas from a
| ease or property in the state during a cal endar year,
whether or not any tax paynent is due under
AS 43.55.020(a) for that oil or gas, shall file wth
the departnent on March 31 of the following year a
statenent, wunder oath, in a form prescribed by the
department, giving, with other information required by
the departnent wunder a reqgulation adopted by the
departnent, the follow ng:

(1) a description of each |ease or property
from which oil or gas was produced, by nane, |egal

descri pti on, | ease  nunber, or accounting codes
assi gned by the departnent;
(2) the nanes of the producer and, if

different, the person paying the tax, if any;
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(3) the gross anobunt of oil and the gross
anount of gas produced from each |ease or property,
and the percentage of the gross amount of oil and gas
owned by the producer;

(4) the gross value at the point of
production of the oil and of the gas produced from
each | ease or property owned by the producer and the
costs of transportation of the oil and gas;

(5) the nane of the first purchaser and the
price received for the oil and for the gas, unless
relieved fromthis requirement in whole or in part by
t he departnent;

(6) the producer's qualified capital
expenditures, as defined in AS 43.55.023, other |ease
expenditures under AS 43.55.165, and adjustnents or
ot her paynents or credits under AS 43.55.170;

(7) the production tax values of the oil
and gas under AS 43.55. 160;

(8) any claims for tax credits to be
appl i ed; [ AND]
(9) cal cul ations showing the anmounts, if

any, that were or are due under AS 43.55.020(a) and
i nterest on any under paynent or overpaynent; and
(10) for each expenditure that is the basis
for a credit clainmed under AS 43.55.023 or 43.55.025,
a description of the expenditure, a detailed
description of the purpose of the expenditure, and a
description of the |ease or property for which the
expendi ture was i ncurred; not wi t hst andi ng
AS 43. 05. 230(a), information submtted under this
paragraph nay be disclosed to the public and shall be
disclosed to the legislature in a report submtted
within 10 days after the convening of the next regular
| egi sl ative session following the date a statenment is
filed under this section.
* Sec. 20. AS 43.55.030(e) is anended to read:

(e) An explorer or producer that incurs a |ease
expenditure under AS 43.55.165 or receives a paynent
or credit wunder AS 43.55.170 during a calendar year
but does not produce oil or gas from a |ease or
property in the state during the calendar year shall
file with the departnment on March 31 of the follow ng
year a statenent, under oath, in a form prescribed by
the departnent, gi vi ng, with other i nformation
required by the departnent under a regul ati on adopted
by the departnent, the follow ng:
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expendi t ur es,
expendi tures

(1)

under

t he

producer's qualified
as defined in AS 43.55.023,
AS 43.55.165, and adj

ot her paynments or credits under AS 43.55.170; [ AND]

(2) if

the explorer or producer

paynment or credit

show ng whet her
a tax under
t he anpunt ;

SO,

for

a credit

under AS 43.55.170,
the explorer or producer is liable for
AS 43.55.160(d) or 43.55.170(b) and, if
and

(3) for each expenditure that

is the basis

capita
ot her | ease
ust nents or

receives a
cal cul ati ons

clainred under this chapter, a description

of the

expendi t ure,

a detailed description of the

pur pose of

t he expenditure,

and a description of

t he

| ease

or property

for which the expenditure

was

i ncurred;

notw t hst andi ng AS 43. 05.230(a),

i nformati on

subm tted under

thi s paragraph may be disclosed to the

public and shall

be disclosed to the legislature in a

report submtted within 10 days after

t he conveni ng of

the next regular legislative session followng the
date a statenent is filed under this section.”
Renunber the follow ng bill sections accordingly.
Page 16, |ine 10:
Del ete "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"
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CO CHAI R FEI GE obj ected for discussion purposes.
5:52:36 PM

REPRESENTATI VE GARDNER noted that testinony from the Departnent
of Revenue indicates that it does not always have a good handl e
on what the state's generous credits and incentives are used for
and what the conpanies did to receive them Amendnent 19 woul d
attenpt to let Al askans know who is getting the credits, how

much, and why. Data submitted with a request for capital
credits would be collected and a report would be provided to the
| egi slature, but the data would not include test results. She

rem nded nenbers that the commttee had previously debated
whet her collecting this information would require a statutory or
regul at ory change.

5:53: 57 PM
The conmttee took an at-ease from5:53 p.m to 5.55 p. m
5:55:38 PM

CO CHAI R SEATON asked how Amendnment 19 and Representative P.
Wl son's anendnent [ Amendnent 7, | abel ed 27-GH1007\ A. 38,
Bul | ock, 2/25/11, adopted as anended on 2/25/11] would relate to
each ot her.

ACTI NG COM SSI ONER BUTCHER replied that [Anmendnment 7], along
wi th what can be done by regulation, provide the department with
all of the tools necessary to collect the information it needs
as well as the information requested by the |egislature. Over
the past five years the departnent has devel oped its regul ations
by hol di ng workshops that include industry and the public. The
departnment would enjoy the participation of |legislators or

| egislative staff at the workshops that wll be held for
devel opment of the regulation on this particular issue. He
of fered to keep nenbers updated on when those will occur.

5:56: 34 PM

CO CHAIR SEATON offered his belief that Amendnent 19 has a | ot
of overlap with [Amendnent 7]; however, Anmendnent 19 would
requi re an annual report to the |egislature.

REPRESENTATI VE GARDNER said it would be good enough if Acting

Comm ssioner Butcher could confirm that the Department of
Revenue intends to collect and rel ease the nane of the taxpayer,
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a description of what the taxpayer did to get the credit, and
how nmuch credit so that the public and the legislature can
easily access that information.

ACTING COM SSI ONER  BUTCHER responded that the departnent
absolutely wants to include all of the information possible that

it collects. However, that information would have to be
aggregated because it would be confidential to "isolated by
t axpayer."

REPRESENTATI VE GARDNER said this is exactly her point. She

mai ntained that while a taxpayer's taxes are confidential, the
State of Alaska's contribution in the form of credits is not
confidential. She said she wants Alaskans to know which
t axpayers by nane have how nuch credit and what it is for, which
is the intent of Anendnment 19.

5:58:10 PM

ACTI NG COM SSI ONER BUTCHER offered his belief that legally the
Department of Revenue is not allowed to do that. However, he
said he believes the departnment could provide a good aggregated
view of whether the credits are doing what was intended w thout
i sol ati ng specific conpani es.

REPRESENTATI VE GARDNER argued that there can be regul ations that
the taxpayers waive their right for confidentiality in return
for receiving these very significant tax credits from the State
of Al aska. The only thing that would be disclosed is the
credits being clainmed and received, not the taxes.

5:59: 50 PM
REPRESENTATI VE P. WLSON inquired whether the State of Al aska
can legally give out the information that would be required

under Anendnent 19.

M5. POLLARD answered that Anmendnment 19 woul d make a change to AS

43. 05. 230. This cannot be done because disclosure of what is
consi dered taxpayer information, which would include sonething
that would be on a return or a report, such as tax credit, is

not currently allowed under Al aska |aw. W1l ful disclosure of
t axpayer information can be punished by a fine of not nore than
$5, 000 and i nprisonment of not nore than two years.

6: 01: 06 PM
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REPRESENTATI VE GARDNER asked whether it is possible to have
statute that requires regulations be drafted in which the
taxpayer applying for a «credit agrees to release of the
i nformati on about the application, the anount, the reason, and
t he taxpayer's nane.

M5. POLLARD replied, "No, not wthout anmendnents to the
statutes."”

REPRESENTATI VE GARDNER said Amendnent 19 is an effort to anend
the statute, but perhaps the right statute to anend is not
before the conmmttee. However, the request for drafting this
anendnent was to get the statutory change needed for meking this
information available to legislators and the public, given it is
the state's noney that is being applied for. She reiterated
that in exchange for this noney the taxpayer would agree to
rel ease of its nanme and the information about its application.

6:02:10 PM

CO CHAI R SEATON requested that Amendnent 19 be w thdrawn given
the conplications and its overlap wth [Arendnent 7]. He
suggested it be redrafted and offered through the House Finance
Conmittee or on the House fl oor.

REPRESENTATI VE GARDNER stated that Amendnent 19 is the single
nost inportant anmendment she wants to see passed, aside from
sone of the anmendnents offered by Co-Chair Seaton. She agreed
to withdraw the anmendnent as a courtesy to the co-chair, but
said that when the anmendnent is offered on the House floor she
does not want to hear that it should have been offered in the
House Resources Standing Commttee.

6: 04: 01 PM

REPRESENTATI VE MUNQOZ recol |l ected that the purpose of Amendnent 7
was to allow the Departnment of Revenue to aggregate the
information of the three top taxpayers so the |egislature would
have that information in one form but it would not be
desi gnat ed by conpany.

CO CHAI R SEATON replied correct.

REPRESENTATI VE = GARDNER, in response to Co-Chair Seat on,
confirmed that she had w t hdrawn Anendnent 109.

REPRESENTATI VE GARDNER wi t hdr ew Anendnent 20.

HOUSE RES COW TTEE - 66- February 28, 2011



REPRESENTATI VE KAWASAKI el ected not to offer Amendnents 21, 22,
23, and 24.

6: 05: 48 PM

REPRESENTATI VE KAWASAKI noved that the conmittee adopt Anmendnent
25, labeled 27-GH1007\ A. 25, Bullock, 2/24/11, which read:

Page 12, following line 5:

Insert a new bill section to read:

"* Sec. 17. AS 43.55.023 is anended by adding a new
subsection to read:

(p) A producer that incurs nore than 80 percent
of its wage and conpensation expenditures for wages
and conpensation paid to Alaska residents nmay take a
t ax credit agai nst t he t ax | evi ed under
AS 43.55.011(e) equal to the percentage by which the
wages and conpensation paid to Alaska residents
exceeds 80 percent of all wages and conpensation paid

by the producer in the state. The departnent, in
consultation wth the Departnent of Labor and
Wor kf orce Devel opnent, shal | adopt regul ati ons

necessary to admnister the credit authorized by this
subsection. Notwithstanding (c) of this section, the
unused anmount of credit under this subsection may not
be carried forward for nore than two years, and,
notw thstanding (d), (e), and (g) of this section, a
producer may not transfer a tax credit or obtain a
transferable tax credit certificate for a credit
aut horized under this subsection. In this subsection

" Al aska resident” has t he nmeani ng gi ven in
AS 43.82.230."
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 - 17"

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

Page 16, |ine 21:
Del ete "Sections 6 - 9, 20, and 25(b)"
Insert "Sections 6 - 9, 21, and 26(b)"

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

Page 16, |ine 23:
Del ete "secs. 27 - 29"
| nsert "secs. 28 - 30"

CO- CHAI R FEI GE obj ected for discussion purposes.
6: 06: 03 PM

REPRESENTATI VE KAWASAKI expl ai ned that Amendnent 25 would offer
a tax credit for local hire and was sinmlar to provisions
included in a portion of [House Bill 308] that was heard | ast
year by the House Resources Standing Commttee. Amendnent 25
woul d guarantee jobs for Al askans through a "carrot approach” to
investing in Al aska. Wthout Amendnent 25 conpanies wll
continue to hire non-resident workers. At a level of 80 percent
[ Alaska resident hire] a conpany would be rewarded with a tax
credit. He allowed that regulations would need to be drafted to
i npl enent the provisions.

6: 07: 35 PM

COCHAIR FEIGE requested the Departnment of Law to address
whet her the provision in Anendnent 25 is constitutional.

M5. POLLARD responded that there are definitely issues when
trying to i ncentivize one t hi ng t hat IS potentially
di sincentivizing to sonething else. There have been successfu

cases under the "privileges and imunities clause" where
sonebody clainms that a credit designed to increase local hire
di sincentivizes the ability to cross state lines. For exanpl e

Al aska had the 1978 Hicklin v. Obeck case [437 U. S. 518, United
States Suprene Court]. There can be sonme benefit to |ocal
residents, such as tuition for local residents, if a certain
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kind of problem is perceived and sone incentive is very
carefully draft ed.

6: 09: 05 PM

COCHAIR FEIGE inquired whether the adoption of Anmendnent 25
could potentially be used by other industries to require nore
Al aska hire in those other industries, such as fishing.

M5. POLLARD asked whether the co-chair is meaning that other
industries would want a credit simlar to this or that other
i ndustri es woul d be concerned about it.

COCHAIR FEIGE said it seens that this proposed provision would
be difficult to enforce and to define. He asked whether it
would force people who are currently nonresidents to becone
resi dents.

M5. POLLARD concurred that quite a few details would have to be
wor ked out. She said she thinks of the 80 percent in terns of
| ease expenditures because that is where nost deductible wages
are taken; however, she presuned that Anendnent 25 would
actually be a broader deternmination of wages and conpensation,
such as office workers.

6:11:10 PM

CO CHAI R SEATON understood that the statute cited on line 15 of
Amendrent 25, AS 43.82.230, defines a resident as someone who
either qualifies for the permanent fund dividend (PFD) or has
lived in the state continuously for an entire year. He inquired
whether this definition would be problematic for wuse in job
st at us.

M5. POLLARD replied that she is unsure.

CO CHAI R SEATON understood that the statute cited on line 6 of
Amendnent 25, AS 43.55.011(e), relates to | ease expenditures.

M5. POLLARD clarified that AS 43.55.011(e) is where the tax is
| evied; |ease expenditures is in AS 43.55. 165.

CO-CHAIR SEATON noted that when the conmittee considered this

provision previously [in House Bill 308] there was the problem
of deciding who determ ned whether a conpany had to declare an
enpl oyee as a |ease expense. He asked whether Anmendnent 25

includes a requirenment that every enployee nust be declared as a
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| ease expense or is this tied to |ease expenses. For exanpl e
during consideration [of House Bill 308] it was pointed out that
a conpany could sinply not declare its nonresident enployees as
a | ease expense as a neans to qualify.

M5. POLLARD replied she thinks it is nore the latter because
Amendnent 25 just | ooks at 80 percent of wages and conpensati on.

CO CHAI R SEATON understood that Amendnent 25 is not tied to
| ease expenditures.

M5. POLLARD answered, "No; wages and conpensation to Al aska
residents.”

6:14:31 PM

REPRESENTATI VE P. WLSON i nquired whether the Departnent of Law
woul d be able to wite regulations that would prevent a |awsuit
i f Arendnent 25 was passed.

M5. POLLARD responded she cannot answer one way or another
because the potential issue is constitutional and the regulation
process cannot fix constitutional concerns.

REPRESENTATI VE DI CK commented that if the commttee was going to

error, it could error on the side of bringing the proposed
provision into the bill because it could be cut out later if
necessary.

CO CHAIR SEATON said people can vote however they want for
what ever reasons.

REPRESENTATI VE HERRON surm sed that if Anmendnment 25 becane |aw
and a problem was found, this part of the law could be struck
and the rest of the legislation would be fine.

M5. POLLARD replied correct, there is generally a severability
in statute.

6:16: 58 PM

CO CHAI R SEATON asked whether the adm nistration has a position
on Anendnent 25.

ACTI NG COM SSI ONER BUTCHER said the concerns nentioned by M.

Pollard nake the adm nistration unconfortable with the |anguage
froma constitutional standpoint.
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COCHAIR FEIGE recalled that years ago BP had an Al aska hire
requi renent, but he believes it was overturned in a court case
on the basis that the requirenent for Alaska hire was
unconstitutional. He suggested that the case law in this regard
be investi gat ed.

ACTI NG COM SSI ONER BUTCHER al | owed that a higher percentage of
Al askans being hired in all areas of the state's econony would
be appreciated, but the issue is how to do so in a way that is
constitutional.

6:18: 48 PM

COCHAIR FEIGE inquired whether adopting Anendnent 25 would
result in a fiscal issue.

ACTING COM SSIONER BUTCHER responded there my be sone
difficulties in verifying credit and conpanies. It is hard to
say what the Departnent of Revenue and the Departnent of Labor &
Wor kf or ce Devel opnent woul d have to do to police these credits.

COCHAIR FEIGE surmised that the acting commi ssioner believes
this type of rule would be problematic to enforce.

ACTI NG COM SSI ONER BUTCHER answered that it would require sone
addi ti onal work but he cannot say how nuch.

6:19:40 PM

REPRESENTATI VE MUNOZ understood the credit would apply to the
percent of the company's workforce that is over 80 percent; for
exanpl e, a workforce of 90 percent residents would receive a 10
percent credit.

MR. BULLOCK agreed the intent of Amendnent 25 is to do as stated
by Representative Minoz. The credit would be anywhere from no
credit to up to a maximum of 20 percent. The 80 percent
establishes a threshold for triggering the eligibility, then
once eligible it would be 1 percent credit for each percent
above 80.

MR. BULLOCK, in response to Co-Chair Seaton, explained that the
credit would be a percentage of the tax because the statute
referred to in Amendnent 25 is AS 43.55.011(e), which is the
statute that |evies the production tax.
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6:21:21 PM

REPRESENTATI VE MUNCZ asked whet her Amendnent 25 would result in
a double deduction since enployee expenses can already be
deducted from state and federal taxes.

MR. BULLOCK replied that, as an exanple, there are capital |ease
expendi tures under AS 43.55.023 that would already be eligible
for a credit. This would be simlar in that the enployee
conpensation may be a |ease expenditure that is a deduction to
determ ne the production tax value, which is the nunber that the
tax is based on, and then this is a credit in addition for those
sanme wages, provided the threshold is net.

CO CHAI R SEATON presunmed Amendnent 25 would be a good incentive
because a conpany could reduce its tax from 25 percent to 5
per cent .

MR. BULLOCK allowed it has the potential to reduce the tax
significantly, but clarified that it would be 20 percent of the
tax due that is reduced, not the tax rate that is reduced.

6:22:49 PM

COCHAIR FEIGE related that a recent document by the Departnent
of Labor & Workforce Devel opnent reports that 26 percent of the
people currently enployed in the oil and gas industry are
nonresi dents, but of the new hires into that industry only 11
percent [are nonresident]. He used his experience on the North
Slope to surm se what happens with the other 15 percent: t he
wor k schedul e of two weeks on and two weeks off, along with the
excellent salary, allows slope workers and their famlies to
live in the Lower 48 where it is warner, cheaper, and closer to
other famly nenbers. Thus, an Al aska resident working on the
sl ope can beconme a nonresident while still keeping the same job
He said he therefore sees Amendnent 25 as a problem

6: 25: 30 PM

REPRESENTATI VE KAWASAKI, concluding the discussion on Anmendnent
25, opined that the anendnent would provide a credit to
conpanies that hire Alaskans and would therefore be a carrot
approach, not a punitive approach. Regul ations would be
promul gated and, if found unconstitutional, the severability
cl ause woul d di sconnect the provision fromthe rest of HB 110.
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A roll call vote was taken. Represent ati ves Kawasaki, Herron
Foster, Dick, and Gardner voted in favor of Anendnent 25.
Representatives WIson, Mnoz, Feige, and Seaton voted against
it. Therefore, Amendnment 25 was adopted by a vote of 5-4.

6:27: 19 PM
CO- CHAI R SEATON stated that Anmendment 26 woul d not be offered.

CO CHAI R SEATON expl ained that Amendnment 27 relates to the 40
percent tax credit. It would roll in the second and third year
prior year average and if that value is exceeded the conpany
woul d receive the 40 percent enhanced credit on the enhanced
work, rather than basing the 40 percent tax credit on the
average anount of infield drilling that the conpany did over the
past several years. He said Amendnent 27 would incentivize new
and hi gher anmounts of expenditures instead of just doubling the
tax credit for the current anount of infield drilling.

CO CHAIR SEATON noved that the commttee adopt Anendnent 27,
| abel ed 27- GH1007\ A. 44, Bul |l ock, 2/24/11, which read:

Page 11, line 11:
Del ete "that expenditure; [A"

Insert "a well |ease expenditure incurred in the
state north of 68 degrees North latitude that exceeds
the average annual well |ease expenditures for the

second and third cal endar years preceding the year for
which the credit is being determ ned and 40 percent of
a well |ease expenditure incurred in the state south
of 68 degrees North | atitude [ THAT EXPENDI TURE, A"

Page 11, |ine 13:
Delete ";]"
| nsert "];"

6: 30: 08 PM

REPRESENTATIVE P. WLSON objected for discussion purposes and
requested the Departnent of Revenue to address the Amendnment 27.

ACTI NG COM SSI ONER BUTCHER responded that the Departnent of
Revenue has the sane concerns with Anendnent 27 as it did wth
Amendnent 8, which is that it could result in a conpany spending
| ess over a couple-of-year period to qualify in that preceding
year for the 40 percent and potentially be detrinental to
mai nt enance. Additionally, Amendnent 27 would require perpetual
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growh that mght not be sustainable when a conpany is | ooking

long termat qualifying for the credit. The departnent believes
that the anendnent would nake Al aska's investnent climte |ess
attractive rather than nore attractive. In further response, he

el aborated that if the expenditures have to exceed those of the
precedi ng years, then every year the expenditures would have to
be nore than the previous year to qualify for the credit. Thus,
over the long terma conpany would be required to spend nore and
nore noney on a year-by-year basis to qualify for the credit.

CO- CHAI R SEATON pointed out that this would not detract from a
conpany receiving the 20 percent capital credits that it gets
currently.

ACTI NG COM SSI ONER BUTCHER answer ed correct.
6: 32: 23 PM

A roll call vote was taken. Representati ves Gardner, Kawasaki
and Seaton voted in favor of Anmendment 27. Represent ati ves
W | son, Herron, Minoz, Foster, Dick, and Feige voted against it.
Therefore, Amendnment 27 failed by a vote of 3-6.

6:33:16 PM

REPRESENTATI VE HERRON reiterated his earlier testinony that the
25 percent provision in HB 110 is too high. He suggested that
the next commttee consider a change to 20 percent as well as a
change to the progressive brackets. However, he stated that he
won't offer an anendnent to change the provision and wll
support noving HB 110 from the House Resources Standing
Conmittee.

6: 34: 07 PM

REPRESENTATI VE KAWASAKI related that he spent four vyears
studying this bill, but charged that the conmittee has not done
its due diligence on HB 110. He characterized HB 110 as a $2
billion ganble, a leap of faith that doesn't necessarily get the
state what it wants. Furthernmore, HB 110 places the state in
fiscal risk in the future. Wth regard to his earlier statenent
that he doesn't trust Exxon Mbil, he clarified that he neans he

doesn't trust it to do what is good for the state. However, he
expected the legislature to do what is good for the state and to

have the state's fiscal house in order. This legislation gives
away $2 billion on the offset and only opinion, anecdotal
evidence, and industry testinony has been heard. Al t hough he
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said he had full faith in the Departnent of Law and [DOR] staff,
he opined that they are outnunbered and outgunned. Mor eover ,
there have been nmany questions that have not been answered. I n
concl usi on, Representative Kawasaki opined that noving HB 110 is
premature and until the answers are received he said he wll
oppose HB 110.

6: 36: 53 PM

REPRESENTATI VE GARDNER agreed with Representative Kawasaki that
the commttee hasn't seen data to support the prem se that the
tax deductions and credits of up to $2 billion a year wll
result in a change in the investnent decisions of the majors who
stand to benefit by 90 percent or nore of these funds. She
said that to the extent HB 110 encourages small conpanies it is
good, but that is only a small portion. She questioned what
woul d happen if one year's fiscal inpact from HB 110 was offered
to whoever was able to get new wells on line the fastest or used
t hose f unds to build r oads to wells or pr ospects.
Representative Gardner opined that HB 110 isn't a good or well
constructed ganble with Alaska's future. She related she'll be
voting agai nst HB 110.

6:38: 18 PM

CO- CHAIR SEATON opined that the adopted anendnents for the
explorers, producers, and increasing the exploration tax credits
wi Il be valuable because they are targeted. Unfortunately, the
majority of the [tax credit funds] will detract fromthe state's
budget and prevent devel opnment of the state's resources because
there are other schedules at work that are not related to
Al aska's tax schenme. Therefore, the wong lever is being pulled
and it wll be very costly for the state and the devel opnent of
the state's resources.

6: 39: 30 PM
REPRESENTATIVE DICK renmarked that if he thought HB 110 was

| eaving the House Resources Standing Committee and going to
reality, he wouldn't nove to forward it from conmttee

However, he said that since he has <confidence that the
legislation wll be worked on in the next commttee of referral
and in the Senate, and possibly in the interim he will vote to

forward it fromcommttee today.

6:40: 04 PM
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COCHAIR FEIGE told the conmittee that when he ran for this
position, the top priority he had was the reform of ACES. The

work on HB 110 wll go far to put nore oil in the pipeline. He
characterized the legislation as a good start, particularly with
the anmendnents that wll add incentives to the origina
| egi sl ati on. He opined that the House Resources Standing

Commttee has done its |job. Co-Chair Feige then rem nded the
conmttee of the testinmony it heard regarding that if nothing
was done the flow of oil in TAPS would stop, which has to be
bal anced with the hit on the revenue side. This process of
determ ning what to cut, he said, is all part of being fiscally
responsi bl e.

6:41: 51 PM
COCHAIR FEIGE noved to report HB 110, as anended, out of
commttee with individual recomendations and the forthcom ng

fiscal notes.

REPRESENTATI VE KAWASAKI obj ect ed.

6:42: 23 PM

A roll call vote was taken. Representatives Dick, P. WIson
Herron, Miunoz, Foster, Feige, and Seaton voted in favor of
reporting HB 110, as anended, from conmttee. Represent ati ves

Gardner and Kawasaki voted against it. Therefore, CSHB 110( RES)
was reported out of the House Resources Standing Committee by a
vote of 7-2.
6:43: 10 PM
ADJ QURNVENT

There being no further business before the commttee, the House
Resources Standing Conmttee nmeeting was adjourned at 6:43 p. m
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