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ACTI ON NARRATI VE
1: 03: 35 PM

COCHAIR PAUL SEATON called the House Resources Standing
Commttee neeting to order at 1:03 p.m Representatives Dick,
Foster, Gardner, Kawasaki, Feige, and Seaton were present at the
call to order. Representatives P. WIson, Herron, and Minoz
arrived as the neeting was in progress.

HCR 23- ALASKA ARCTI C POLI CY COW SSI ON

1: 04: 23 PM

CO- CHAI R SEATON announced that the first order of business would
be HOUSE CONCURRENT RESOLUTI ON NO. 23, Establishing and relating
to the Al aska Arctic Policy Conmm ssion.

1: 04: 42 PM

REPRESENTATI VE REGE E JOULE, Al aska State Legislature, speaking
on behalf of the House Finance Comm ttee, sponsor by request of
the Alaska Northern Waters Task Force, explained that HCR 23
proposes establishing an Al aska Arctic Policy Comm ssion, which
was one of the recommendations from the Al aska Northern Waters
Task Force (ANWF). The ANWF was established in 2010 in
response to the discussions being held in Washington, D.C., the
Canadi an North, and the Circunpolar North regarding the Arctic
and Al aska's Arctic waters. One of the goals of ANWF was to
get the legislature engaged in these conversations as opposed to
waiting for budgetary itens to cone forward. In the process of
engaging the legislature, the task force would al so engage the
communities and seek areas of expertise to provide information.
The task force held a series of neetings around the state. He
characterized the process as a very interesting journey.

1: 06: 55 PM
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REPRESENTATI VE JOULE directed the commttee's attention to the
information in the conmttee packet from the National Security
Presi denti al Directive and Honeland Security Presidential
Directive. These directives were created in January 2009 under
the George W Bush Adm nistration. He told the commttee that
the commttee packet should include information regarding
Canada's strategy with the Arctic, but he would provide the
conmmttee with information regarding Denmark's strategy with the

Arctic. The aforenmentioned illustrates that other countries
have been developing policies related to the north. He then
informed the conmttee that the Arctic Council is currently

chai red by Sweden. In 2013 Canada will assunme the chair of the
Arctic Council for two years, which will be followed by the U S

chairing the council, he highlighted. Therefore, for a four-
year period the Arctic Council will be chaired by North Anerica.
By working with Canada and by chairing the council, there's the
ability to have sone inpact on the policies and decisions of the
Arctic Council. The aforenmentioned is, in part, why this
resolution is before the commttee. Col l ectively, the ANWF

believed that the next step should be taken because although
there is a national policy regarding the Arctic, there is no
strategy in ternms of inplenentation of that policy. In
concl usion, Representative Joule opined that establishing the
Al aska Arctic Policy Comm ssion would help Alaska stay engaged
in the conversation regarding the Arctic.

1:10: 22 PM

REPRESENTATI VE GARDNER recal |l ed testinmony from Canadian visitors
who relayed that Canada already views itself as an Arctic
nati on. However, the U S., save Alaska, is largely unaware of
the Arctic issues. She, therefore, asked if the Canadian
territories and provinces that border the Arctic have a separate
policy or commssion separate from the national policy or
conmmi ssi on. She then questioned in what ways Alaska's Arctic
policy would be different than that of the U S. national policy.

REPRESENTATI VE JOULE confirnmed that Canada does have an Arctic
policy and three of Canada's Arctic provinces/territories have
put forth their own Arctic visions. Therefore, he recomrended
t hat Al aska shoul d do nmuch the sane.

1:12: 02 PM
CHRI STINE HESS, Staff, Representative Reggie Joule, Alaska State

Legislature, related that the Nunavut and Northwest Territories
Arctic policies are new and Canada's [national] policy was
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established in 2009. Canada's Arctic policy is geared toward
mlitary and national sovereignty and resource devel opnent,
whereas the Arctic policies of Nunavut , the Nort hwest
Territories, the Yukon, and Geenland are nore about regiona
cooperation and economcally sustainable comunities and
resource devel opnent. Therefore, the policy of the territories
and provinces are nore regionally based.

1: 13: 03 PM

REPRESENTATI VE DI CK expressed concern from his constituents that
this proposal mght result in the US. sacrificing a bit of its
national sovereignty and joining a global [effort]. He
request ed assurance that is not the case.

REPRESENTATI VE JOULE remarked, "I guess one of the options is to
do nothing; where would that take us?" Because of Al aska's
| ocation, the US. sits on the Arctic Council as one of the
Arctic nations. Wth regard to whether it's appropriate to
allow the federal governnent to nake the decision and follow its
| ead, he opined that Al aska has a bit of independence and woul d
like to be able to influence sonme of the decisions being nade at

the federal level as well as at the international |evel. He
suggested, "If anything, it would be asserting our sovereignty."
1:14:53 PM

REPRESENTATI VE HERRON, referring to the nenbership of the Al aska
Arctic Policy Conm ssion, asked if the intent is for the nmenbers
to be Al aska residents.

REPRESENTATI VE JOULE answered that for the nost part the nenbers
of the comm ssion should be Al aska residents.

1:15:41 PM
REPRESENTATI VE HERRON then inquired as to the reasoning behind

requiring the final report one year after the prelimnary report
i s due.

REPRESENTATI VE JOULE responded that the prelimnary report
provides an update to the legislature, basically a progress
report.

1:16: 51 PM
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REPRESENTATI VE HERRON inquired as to what state should stand up
for its interests in the Arctic.

REPRESENTATI VE JOULE answer ed Al aska.

REPRESENTATI VE HERRON then questioned who should respond when
actions are taken by others that inpact Alaska s national
interest and underm ne rel ationships the state has built or |ack
sensitivity to Alaska's interests and perspectives.

REPRESENTATI VE JOULE agai n answer ed Al aska.
1:17:49 PM

REPRESENTATI VE FOSTER conmended Representative Joule for his
work on this. He pointed out that the task force focused on
ensuring that the benefits would be shared anongst those who are
nost effected. He then asked if the Inuit G rcunpolar Counci
(1Cco would be an exanple of an international Arctic
organi zation from which one of the nenbers of the conmm ssion
woul d represent.

REPRESENTATI VE JOULE replied yes.
1:19: 01 PM

REPRESENTATIVE P. WLSON inquired as to whether these will be
permanent positions since there is no nention of rotating the
nmenber shi p. She related her belief that it's advisable to have
the rotation go through a governor's ternms in order to provide
sone continuity between adm ni strations.

REPRESENTATIVE JOULE clarified that once appointed the
i ndi viduals would serve on the comm ssion; there would be no
rotation. The menbership is a little larger than the nenbership
of the ANWF because it was realized that there were sone
i ndi viduals that would have been hel pful to have involved with
ANWTF. For instance, the oil and gas industry, the University
of Alaska and its research capabilities, and tribal nenbers
weren't nenbers of ANWIF. The nenbership of the proposed Al aska
Arctic Policy Conmi ssion would bring nore of the stakehol ders
together to shape this policy. He them enphasized that one of
the inportant pieces of ANWIF was the dialogue with conmunities
and continuing that effort is very inportant.

1: 22: 00 PM
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CO- CHAIR SEATON recalled from Representative Joule's earlier
remarks that the majority of the menbership of the proposed
Al aska Arctic Policy Comm ssion should be Al askans. Therefore
he surmsed that there should be a qualification for the
| anguage on page 3, lines 8-17, to specify the nenbers are to be
Al askans.

V. HESS pointed out t hat the nenber representing an
international Arctic organization may or nmay not be an Al askan.
Therefore, the Alaskan qualification wuld refer to the
menber shi p on page 3, lines 8-16.

REPRESENTATI VE JOULE interjected that he wanted to |eave that
option open, but added that ICC would Ilikely be the
international Arctic organization from which the nenbership
woul d cone.

1:23:19 PM

CO CHAIR SEATON directed attention to the |anguage on page 3,
lines 26-29, as follows:

FURTHER RESOLVED that the public menbers and, if
the nmenber representing the federal government does
not receive reinbursenment for expenses from the
federal governnment, the federal government nenber of
the commssion my receive per diem and travel
expenses authorized for boards and conmm ssions under
AS 39. 20. 180;

CO CHAIR SEATON questioned whether the intent is to cover the
expenses of the individual or is the desire for [the nenber of
the international Arctic organization] to be an Al askan.

REPRESENTATI VE JOULE said that he would consider an anmendnent to
require all the nenbers of the commssion be Al askans as a
friendly anendnent.

M5. HESS, drawing from the experience with ANWF, related that
al t hough ANWF provided for international fees, about $100, 000
was | eft over because not everyone could attend every neeting.
Therefore, that $100,000 could be re-appropriated to help cover
the expenses of this proposed Al aska Arctic Policy Conm ssion.
She suggested that if there was an international nenber on the
proposed comm ssion, the cost of that nenber could be absorbed
into the budget.
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1:25:10 PM

CO CHAIR SEATON clarified that he is trying to understand how
t he sponsor would like to structure this.

REPRESENTATI VE JOULE stated that he would Ilike for the
menber shi p of conm ssion [specified on page 3, lines 8-17] to be
conposed of Al aska residents, particularly since it would be an
Al aska strategy and policy.

CO CHAI R SEATON comment ed that was his thinking that as well.
1:25:40 PM

CO- CHAIR SEATON recalled discussions of other legislation
i nvol ving Norway and the Arctic Council that revealed they were

about nation-to-nation interactions. This proposal would
provide the state with a structure to influence and participate
in the Arctic Council. He asked if that is part of the

intention of this resol ution.

REPRESENTATI VE JOULE acknow edged that the State of Alaska is
al ready engaged in sone of the discussions regarding the Arctic.
The difference, in part, with this proposal is that this is an
opportunity for the state, including the legislature, to remain
active and engaged in discussions and the process of the Arctic

Vi si on. A result of the "Findings & Recommendations of the
Al aska Northern Waters Task Force" report is that he and
Comm ssioner Hartig will travel to Wshington, D.C., to neet

with the U S Arctic Council senior advisor. He noted that the
Department of Interior and the US. Coast GGuard are very
interested [in ANWITF' s findings and reconmendations as well].

1: 29: 33 PM

REPRESENTATI VE P. WLSON agreed that this is an extrenely
i nportant issue that should be noved forward. She questioned
whet her Arctic policy is an inportant enough issue that soneone
from the House Finance Conmmttee should be on the proposed
commi ssi on.

REPRESENTATI VE JOULE poi nt ed out t hat t he resol ution
specifies there are to be three representatives appointed by the
Speaker of the House of Representatives and three senators
appoi nted by the President of the Senate. The nenbers who are
appoi nted would be left to the discretion of the Speaker and the
Pr esi dent. He then highlighted that both co-chairs of the

HOUSE RES COW TTEE - 8- February 20, 2012



Senate Finance Conmmttee and hinself, a nenber of the House
Fi nance Committee, were nenbers of ANWF as well as alternates
Representati ve Edgnon, nenber of the House Finance Conmttee,
and Senator O son, nmenber of the Senate Finance Committee.

1: 30: 48 PM

REPRESENTATI VE GARDNER said she was struck by the | anguage used
regarding the nenbership of the proposed conm ssion, which
i nclude "appointed", "representing”, and "front. She opi ned
that the | anguage is problemtic. For exanple, it is difficult
to represent the federal governnment wunless he/she 1is an
anbassador. Therefore, she questioned how an Al askan enpl oyed
by the federal governnent, perhaps through the Departnent of
Interior or the Bureau of Land Managenent, would have the
authority from their enployer to represent the federa
gover nment . She suggested that the [|anguage needs to be
wordsm thed a bit.

M5. HESS infornmed the commttee that the | anguage is the sane as
that used for the resolution [that created ANWIF], which didn't
seem to cause any problem  She explained that [wth ANWF] the

nmenber representing the federal governnment becane a |iaison
because the President of the U'S. would have to approve for the
individual to actually represent the federal governnent. The
ANWF included two rear admrals as nenbers and they were very
active contributing menbers. In further response to
Representative Gardner, she confirmed that the nenbers

representing the federal governnent on ANWF were in effect
del egated to represent the federal governnent.

1: 32: 34 PM

REPRESENTATI VE HERRON related his understanding that the U S
Arctic policy essentially says that the U S. is an Arctic nation
and that it is the policy of the US. that it wll involve
Al askan conmunities in the decisions inpacting them Therefore,
he encouraged the sponsor to include a "Wereas" clause that
speaks directly to the involvenent of Al askans. In response to
Co- Chair Seaton, Representative Herron specified that the
| anguage he is referencing can be found in the National Security
Presidential Directives (NPDS) - 66 on page 2 in the Background

section where it says, in part, "The United States is an Arctic
nation, ..." and on page 2 in the Policy section where it says,
in part, "5. Involve the Arctic's indigenous conmunities in

deci sions that affect them".
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1:34: 22 PM
CO CHAI R SEATON i nvited public testinony.
1:34: 59 PM

REPRESENTATI VE BRYCE EDGMON, Al aska State Legislature, inforned
the conmttee that he was an alternate nenber of the ANWF and
was able to participate in all the neetings. He then related
his strong support for HCR 23 as there are a host of reasons to
di scuss the inportance of Alaska being fully engaged in the
opening of the Arctic. Mreover, he expressed the inportance of
Al aska being engaged with the US. in terms of Al aska being
strategically aligned in the opening of the Arctic as a foreign
policy matter for the U S. He stated that there are many
details from ANWMF that need to be shared. He then highlighted
the inportance of keeping the comm ssion going in order to keep
t he awareness level current in Al aska.

1: 37: 07 PM

CO CHAIR SEATON, after ascertaining no one else wshed to
testify, closed public testinony.

1: 37: 16 PM

CO- CHAIR SEATON noved to adopt Conceptual Anendnent 1, as
fol |l ows:

Page 3, line 6, followng "foll ows";
Insert "of which (B) through (1) wll be Al aska
resi dents”
1:37:43 PM

REPRESENTATI VE P. WLSON objected for discussion purposes and
guestioned whether Conceptual Amendmrent 1 should include
subpar agraph (A) on page 3, line 7.

CO CHAI R SEATON expl ained that subparagraph (A) refers to the
f ederal government.

1:38: 25 PM

CO CHAI R FEI GE al so questioned why not include subparagraph (A).
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CO CHAI R SEATON pointed out that there are a nunmber of entities
for which individuals may work and who nay be in the appropriate
status to represent the agency. He said he wasn't sure where it
woul d structurally nake sense for the federal agencies, and
therefore he didn't include subparagraph (A).

1: 39: 27 PM

REPRESENTATIVE P. WLSON renoved her objection to Conceptual
Amendnent 1. There being no further objection, Conceptual
Amendnent 1 was adopt ed.

1: 39: 55 PM

REPRESENTATI VE HERRON noved to adopt Conceptual Anmendnent 2,
whi ch would insert |anguage in HCR 23 relating that "the United
States calls itself an Arctic nation and it does have a policy
that does involve the Arctic's indigenous comunities and
decisions that affect them" The aforenentioned essentially
says that Al askans do as well.

CO CHAI R SEATON surm sed then that Conceptual Amendnent 2 would
say that "The policy of the United States for the Arctic region
is that the United States wll involve Arctic indigenous
communities in decisions that affect them" He related his
understanding that Conceptual Amendnent 2 would essentially be
an additional "WHEREAS" cl ause.

REPRESENTATI VE HERRON replied yes.

There being no objection, Conceptual Amendnent 2 was adopt ed.
1:41: 43 PM

COCHAIR FEIGE noved to report HCR 23, as anended, wth
i ndi vi dual recommendati ons and acconpanying fiscal notes. There
being no objection, CSHCR 23(RES) was reported from the House

Resources Standing Comm ttee.

HB 263- PRODUCTI ON TAX CREDI T; DI SCLOSURES

1: 42: 48 PM

CO CHAI R SEATON announced that the next order of business would
be HOUSE BILL NO 263, "An Act relating to information
concerning oil and gas taxes, including information about
expenditures that nust be provided in order to claiman oil and
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gas production tax credit for those expenditures, and relating
to the disclosure of that information; and providing for an
effective date."

1:43: 18 PM

REPRESENTATI VE GARDNER noved to adopt CSHB 263, Version 27-
LS1053\E, Bullock, 2/17/12, as the working docunent. There
bei ng no objection, Version E was before the commttee.

1: 43: 50 PM

REPRESENTATI VE GARDNER, speaking as one of the joint prine
sponsors of HB 263, infornmed the commttee that [Version E] was
offered as an anmendnent to HB 110 [in the House Resources
Standing Conmittee] and on the House floor. Al t hough she
ultimately pulled the anmendnent to HB 110, she said she
understood there was support for it from nmenbers of the
conmittee. She then directed attention to a docunent in the
commttee packet entitled "Disclosure Requirenments for Film Tax
Credits". Those in the filmindustry who want to do business in
Alaska and claim the film tax credits nust disclose the
fol | ow ng: name of the taxpayer, project title, anount of the
Al aska expenditure, production schedul e, production type,
communi ties where expenditures occurred, wages paid to residents
and nonresidents, costs in in-state Al aska shipping, shipping to
Al aska, | ocation fees, facility rentals, servi ces, f ood,
| odgi ng, and anount of tax credit that is rewarded. Al of the
af orenentioned is public record for the filmtax credits. Over
a two-and-a-half year period, the tax credits have totaled
$24, 329, 051. 20, which isn't a huge anpbunt. However, for the $4
billion that the state has invested in the oil industry tax
credit, there is relatively little known.

1:46: 07 PM

REPRESENTATI VE GARDNER surmised that nost [legislators] are
supporters of various tax incentives and credits, and have goal s
in terns of those. However, very little is known about what has
been purchased with those tax incentives and credits. She
opined that it's the |legislature's problem that it didn't
establish [disclosure requirenents for the oil and gas industry]

in the beginning. There is no know edge, with any specificity
or detail, on what $4 billion [in tax incentives and credits]
has been spent. Therefore, the Ilegislature can't pinpoint

what's really working, that is where the incentives are working
and where they are paying for work that would be perforned
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regardl ess of the incentives. She renm nded the committee of
testinmony from various experts including Dr. Pedro van Meurs and
Robin Brena, regarding how little the legislature knows about
what is being spent on the North Slope in conparison to what
Norway and other countries with nuch tighter control of their
data know. Al though she acknow edged that perhaps the
Department of Revenue (DOR) may know the information, it doesn't
help the Ilegislature nake decisions. Representative Gardner
enphasi zed when the state spends $4 billion, the |legislature
shoul d know how effective [the tax incentives and credits] are
in getting oil in the pipeline.

1: 48: 16 PM

REPRESENTATI VE GARDNER expl ained that HB 263 is an effort to get
oi | in the pipeline. The legislation specifies that
notw t hstanding the normal taxpayer confidentiality, a taxpayer
that asks the state for noney under the tax incentives and
credit program needs to be prepared to release to the public the
fol | ow ng: the taxpayer's nane, a general description of the
category of work being perforned, and the |ocation where the
work is being performed. A lease that is being explored nerely

requires the nane of the |lease or a broad idea of a unit. She
stressed that there is no desire to obtain trade secrets or
proprietary i nformation r at her she seeks responsi bl e

accountability for what is being spent on the North S| ope.
1:50: 45 PM

REPRESENTATIVE P. WLSON said she didn't recall whether other
| egislation includes the requirenment to publish the information
on the Internet.

REPRESENTATI VE GARDNER expl ained that she discussed with DOR
what woul d be the easiest and nost cost effective way to provide
the required information. She said she was nerely trying to
avoi d any additional expense and was only seeking efficiency.

1:51: 37 PM

CO CHAI R SEATON referred to a nenorandum from Legi sl ative Lega
Services dated February 16, 2012, regarding confidentiality and
the belief that perhaps the legislation should include another
section. He asked if that was acconplished with [the [ atest
version] of HB 263.
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REPRESENTATI VE GARDNER responded that was the intention and she
believes it was acconplished with the |anguage on page 3,
begi nning on line 15 of Version E

1: 53: 19 PM

REPRESENTATI VE FEI GE asked if the |anguage in HB 263, Version E,
is the same | anguage that applies to other tax credits. O, if
information is what is sought, then he questioned why it isn't
required for all tax credits.

REPRESENTATI VE GARDNER answered that is sonething that mght be
considered, but in this case it's the volune of noney [that
raises the need for the information to be on the Internet]. For
smaller credits, she wasn't sure that it was necessary to have
regular reports and postings on the Internet, although as a
matter of principle it's probably a good idea. She offered the
public disclosures candidates for public office nust file as an

exanple. In this case, the state is spending $4 billion and she
opined that it's irresponsible of legislators not to know wth
certainty [whether tax incentives and credits are working]. She

acknow edged that there is always a cost/benefit ratio, but as a
matter of principle everyone should have the information.

1: 55: 00 PM

CO- CHAIR FEI GE expressed the need for the rules to apply to
everyone fairly and evenly. Applying this to one single
i ndustry seens to be selective, even though he acknow edged t hat
the [oil and gas industry] does provide a considerable anount of
revenue to the state. Referring to the |anguage in paragraph
(10) [on page 2], Co-Chair Feige renmnded the comittee that
there are existing laws that preclude the release of information
that would give conpetitive advantage to other conpanies in the
same industry. He recalled DOR s testinmony from a previous
hearing, in which the departnent rem nded the conmmttee that it
can't nmke information public unless it's |unped together wth
information fromat |east three other conpanies. Therefore, one
conpany can't determ ne what a particular conpany is spending in
a particular area. He opined that the |anguage in paragraph
(10) "notwi thstandi ng AS 40.25.100(a) and AS 43.05.230(a)" can't
be ignored otherwise it wuld be taking away conpetitive
advant ages fromthese conpani es.

REPRESENTATI VE GARDNER said that as a matter of policy it is
left to the legislature to determne if every single tax credit
should be a matter of public record. Al t hough she said she
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woul dn't object to the aforenentioned, that's not what she is
trying to do with HB 263. She explained that she's not doing
the aforenentioned, in part, because of the economes of scale.
Again, $4 billion is a lot of noney as is the $24 mllion for
the filmtax credits. Were state noney is being spent, there
shoul d be accountability in terns of the public know ng exactly
what the noney is being spent on and who is the beneficiary, she

sai d. Representative Gardner opined that while she supports
t axpayer confidentiality, she al so supports fisca
responsibility on the legislature's part. She expl ained that

with this legislation, she is suggesting that the taxpayer
determ nes whether to participate in a state program and part of
the price of participating in this generous state tax credit
program is to release broad categories of information. She
specified that she wants to be able to tell Al askans whether the
state is buying nmaintenance and what kinds of repairs or
exploration are being purchased, in general terns. Furthernore,
a taxpayer who wants to participate in the tax credit system
should have his/her name attached to the funds the taxpayer
recei ves.

1: 59: 00 PM

CO CHAI R SEATON related his belief that |egislators have been in
the dark about heavy oil production and tests on the North
Sl ope. He then expressed concern that if legislators don't
understand whether tax credits are being effectively used to
devel op heavy oil, it doesn't seemthat the state can target its
tax credits and determi ne whether nore or less tax credits are
necessary. Is the purpose of HB 263 to obtain that sort of
discrimnation of information in order to determ ne whether the
tax credits are going toward shale oil or heavy oil, he asked.

REPRESENTATI VE GARDNER agreed that is exactly what she wants to
know. She clarified that she wants to have a better idea in
terms of accountability, where the same noney [tax credit] could
be nore effective, or where to invest nore because of the
ability to see that it actually stimulates the type of activity
desi red.

2:00:40 PM

CO-CHAIR FEI GE asked whether it would make nore sense to tie a
tax credit to actual performance.

REPRESENTATI VE GARDNER acknow edged that's anot her approach.
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CO CHAIR FEI GE pointed out that with such an approach, the state
woul dn't have to deal with issues of giving away conpetitive
edge.

REPRESENTATI VE GARDNER opined that there are conplications

strengths, and weaknesses wi th any approach. Currently, there
isn't enough information to know where the incentives and tax
credits are being effective. Therefore, HB 263 is her proposa

to address the issue.

2:01:47 PM

COCHAIR FEIGE pointed out that [on page 3, lines 13-14] the
| egislation provides a "detail ed description of the purpose of
the expenditure"”. He inquired as to what exactly "detail ed"

means and how nuch extra would it cost to inplenent. He further
inquired as to what entity would establish the |evel of detail.

2:02: 39 PM

JOHN  LARSEN, Audi t Mast er, Tax-Production  Audit G oup,
Department of Revenue, responded that there may be a couple of
different answers. GCenerally, when DOR obtains cost information
from conpanies, it has attached the account code and the
description of the account. Most often that description wll
relate what's necessary to know about the expense w thout having
an additional |anguage burden on the taxpayer.

2:03:21 PM

CO CHAI R SEATON asked whether a nodifier should be placed with
t he | anguage "detailed description” so that it's by account code
or sonething that reaches the level of description that the
sponsor has discussed but wouldn't be of concern to the
i ndustry.

MR. LARSEN said a nodifier doesn't immediately come to m nd, but
he offered to give it some thought.

2:04:33 PM

CO CHAIR SEATON, referring to Version E, asked whether there
woul d be confusion anmong DOR as to what "detail ed description of
the purpose of the expenditure"” nmeans and whether a nodifier is
necessary so that the industry would know exactly what is neant.
He asked whether the I|anguage is confined/ explanatory enough

HOUSE RES COW TTEE -16- February 20, 2012



that both DOR and the industry would understand the neaning of
it or is a nodifier necessary.

2:05:35 PM

CO CHAIR SEATON, while waiting for M. Larsen to join the
nmeeti ng, opened public testinony on HB 263. Upon ascertaining
that no one wished to testify, he closed public testinony.

2:07: 08 PM

MR. LARSEN said that he doesn't see the benefit of nodifying the
| anguage in the legislation. He offered to informthe commttee
inregard to the information DOR is currently receiving.

CO- CHAIR SEATON clarified that he didn't want to insert |anguage
in statute if it's unclear. He opined that it's clear to him
that the |anguage "detailed description of the purpose of the
expenditure" is a nore general description, but he wanted to be
sure DOR and industry understands the |anguage. He requested
that M. Larsen provide the answer to the commttee in witing.

2:08:41 PM

REPRESENTATI VE P. WLSON inquired as to whether DOR would be
able to obtain that [detailed description of the purpose of the
expenditure] information w thout "stepping on toes" in terns of
the proprietary information that has to be protected. I n
further clarification to M. Larsen, Representative P. WIson
specified that she is referring to the information being
requested fromthe producers.

MR. LARSEN answered that DOR currently receives information very
simlar to what the legislation requests, if not the sane
i nformation. He said he didn't believe that would violate any
proprietary information because it's comng from a single
sour ce. When information is received from a conpany it's only
comng from them about their operations and it's not being
shared on an individual basis with anyone el se.

REPRESENTATIVE P. WLSON pointed out that the legislation
specifies that the information will be published on the Internet
and in a report to the legislature. Therefore, can DOR do that
wi t hout worrying about the proprietary information, she asked.

MR. LARSEN stated that personally he would want sone advice from
the Departnment of Law regarding the applications of HB 263 as it
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applies to AS 40.25.100 and AS 43.05.230. Additionally, DOR can
submt information under AS 43.55.890 and not be in conflict
with confidentiality provisions.

2:11:17 PM

CO CHAI R SEATON rel ated his understanding that HB 263 would only
be for i nformati on, general i zed description of t hose
expendi tures, submtted by conpanies that wanted to obtain funds
fromthe state; that information would be publicly available to
the legislature. Basically, the state is buying information
that would then be public, he surm sed. In other words, this
[informati on becom ng public] refers only to expenditures that
qualify for credit, such that if the conpany didn't apply for
the credit the disclosure wouldn't occur.

2:12: 39 PM

LENNI E  DEES, Audi t Mast er, Tax- Production  Audit G oup,
Department of Revenue, stated his agreenent wth Co-Chair
Seat on' s understandi ng, and added that he understood that HB 263
woul d ask for information pertinent to expenditures for which a
tax credit was cl ained. In accordance with AS 43.55.890, DOR
would be able to aggregate the information in order not to
violate any of the confidentiality provisions.

CO CHAIR SEATON surmised that M. Dees is referring to
expenditures that are not the basis of a credit claim for which
HB 263 woul dn't apply.

MR. DEES agreed that the information for which a credit is not
claimed woul dn't be part of this particular disclosure.

2:14: 24 PM

CO- CHAIR FEICGE rem nded the conmmttee that these credit prograns
were placed in statute to encourage a particular Kkind of
activity. Therefore, the commttee nust consider if requiring a
detailed description causes conpanies not to nmake that
expenditure, in which <case the state isn't acconplishing
anything with its credit program He then requested that DOR
provide a list of the types of expenditures and the |evel of
detail that the departnent currently receives. He related his
understanding that DOR receives a fair amount of information
with regard to production and expenditures related to that
production, much of which details down to the l|evel of the
i ndi vi dual wel | head. However, due to confidentiality |aws that
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data can't be released to the public, although the state knows
that information

MR. DEES confirmed that as part of DOR s data assessnent, it has
been determ ning the many different |levels of data received from
t he various conpani es. The departnment would be able to provide
the commttee with a list in order that it can have a sense of
the level of data the departnent currently receives.

2:17:38 PM

CO CHAI R SEATON requested that the list also indicate what DOR
would interpret to be a "detailed description of the purpose of
the expenditure” for a group. He asked whether it would be
enough for a detailed description of a conpany to say they would
be building a pipeline or would it be necessary that there are
20 pre-wel ded el bows. He reiterated the need to know what DOR
would interpret as a "detailed description of the purpose of the
expendi ture".

2:18: 33 PM

COCHAIR FEIGE surmsed that by requiring further |levels of
detailed expenditures and to expose what is currently
confidential data, the |anguage seens to inply that the data
being provided to the state is either sonmehow inconplete or
sonmehow erroneous or not representative of the purpose for which
the tax credit is being granted. He asked whether DOR has ever
had i nstances in which there were integrity issues with the data
t hat was provi ded.

MR. DEES infornmed the commttee that DOR perfornms due diligence
and audits on those tax credits. O course, there may be
instances in which the departnent disagrees with some of the
particulars of the expenditures, but that's at a very detailed

invoice level. Over the last year, in cooperation with industry
DOR has tried to develop sone broader categories  of
expendi t ur es. The departnment is trying to develop definitions
of various categories of cost that would nmean the sane to each
conpany from which the data is obtained. The aforenenti oned
woul d provide an indication for what the noney is being spent.
The departnment is still in the process of developing that Iist,

he said, particularly in terns of further refining the data to a
lower level that is nmeaningful to DOR and the industry w thout
getting into mnuti a.

2:21: 55 PM

HOUSE RES COW TTEE -19- February 20, 2012



CO CHAI R SEATON acknowl edged that w thout some sort of detailed
description requirenent, sone charge that nobst of the credits
are being spent on nmintenance rather than capital inprovenents.
Furthernore, at this point there is no statutory requirenment for
DOR to provide the legislature wth enough information to
determ ne whether the [tax credits] were spent on mai ntenance or
drilling a well.

2:22:52 PM

REPRESENTATI VE GARDNER clarified it is not her intention or
belief that any of the tax filings are inconplete, erroneous, or
not representative. She further clarified that she doesn't
fault the oil industry for not having this information, but
rather faults the legislature for not having the foresight to
realize the information would be necessary when it enbarked on
the tax credit process. The information, she opined, is
necessary to understand in order to know how effective [the tax
credit process] is and to determne how it can be nore
effective. She then enphasized that her goal with HB 263 is to
protect nenbers of DOR and protect them from erroneously
rel easing information. From the d eason decision she read the
fol | ow ng:

The division broadly interprets what it considers

taxpayer confidential information under applicable
statutes and will not disclose such information to the
muni ci palities specifically or to t he public
general ly. The division considers all information
t hat it receives from a taxpayer as taxpayer
confidenti al, even if it doesn' t contain the

particularities of a taxpayer's business affairs and
is obtainable fromthe public domain.

REPRESENTATI VE GARDNER noted that the G eason case was about
property taxes. She then explained that she wants to protect
DOR from having to nake a judgnent decision. Therefore, she
wants the taxpayer to specify who they are and what they are
applying for in categories that make it adequate for the
| egi sl ature to know what they are doing in broad ternmns.

2:24:51 PM

REPRESENTATI VE P. WLSON said she knows the oil industry tracks
| egi sl ation being considered, and therefore she assumed it does

HOUSE RES COW TTEE - 20- February 20, 2012



not object to HB 263 because no oil industry representative is
present to object to it.

2:25:36 PM

CO- CHAI R SEATON announced that HB 263 would be held over for
anot her hearing so anyone having concerns with HB 263 can cone
f orwar d. If no one cones forward to testify he, too, would
assunme there is not a problem with the |egislation. Co- Chai r
Seaton then asked whether there is any current information that
the state is legally entitled to receive and that DOR has asked
conpani es to report that conpani es have refused to report.

2:27: 03 PM

DONNA  KEPPERS, Audi t Mast er, Tax-Production Audit G oup,
Departnent of Revenue, answered that all the information DOR has
requested of the conpanies has been provided by the conpanies
through a series of workshops that has taken place over the |ast
year. The departnment has been able to provide all the
information it can while nmaintaining the confidentiality
provisions that are in place. She informed the comm ttee that
with the five-year | ook back DOR could not disclose sone of the
cost categories of some of the independents and nmjors because
of the inability to neet the three producer/explorer aggregation
rul es of AS 43.55. 890.

2:28: 09 PM

CO CHAI R SEATON related his understanding that there were sone
categories of information requested that the state had the | egal
right to obtain, but wasn't being provided to DOR However, he
understood Ms. Keppers' testinony to be that all information the
state has a right to obtain and the state has requested has been
provi ded by the producers.

M5. KEPPERS clarified that all the information that DOR has
asked for from taxpayers for purposes of the five-year | ook back
and the cost categories has been provided. She said she wasn't
famliar with another type of information request for which the
i nformati on wasn't provided.

MR. LARSEN prefaced his coments by saying he wasn't sure if
this was to what Co-Chair Seaton was referring. He then related
that in the process of developing the categories for the five-
year |ook back DOR ran into difficulty because every conpany's
accounting system is unique to that conpany. Ther ef or e,
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depending upon how a conpany aggregates data within its own
organi zation, particularly in a |ook-back situation in which
historical information is being requested, to a certain degree

DOR had to settle on the "lowest conmon denom nator" of
categories of cost. \When the workshop process began, DOR had a
larger list than just the five categories of cost. In sone

i nstances, sone conpanies could provide a greater level of
detail on a particular cost category than others. Therefore, in
order to maintain consistency in the data and reporting, DOR
felt that it was inportant for every conpany to report on the

sane categories of cost for purposes of the |ook back. In the
current workshops, DOR is trying to expand the categories of
cost to obtain a greater level of detail. He related his belief
that the aforenentioned should be attainable in the future. In

order to obtain the information DOR requests, the conpany nust
program its system such that how the conmpany records its costs
can be mapped into what DOR wants reported.

2:32: 15 PM

CO CHAIR SEATON said he was not referring to the | ook back or
the categories for future accounting, but rather he was
referring to any categories under Alaska's Cear and Equitable
Share (ACES) that DOR wasn't receiVing. He reiterated his
understanding that DOR is being provided all the information it
needs for auditing purposes.

MR. DEES replied that is correct; currently, in the area of cost
data, there isn't any that DOR isn't being provided.

2: 33: 05 PM

CO- CHAIR FEI GE asked whether there will be fewer problens naking
the data public once the reporting and information categories
are equalized between all the players throughout the state
because DOR will be able to include nore conpanies into its
col l ective database, and thereby be able to exceed the three
conmpany m ni num reporting requirenent.

MR. DEES noted his agreenment that an aggregate should be easier
to disclose. The problenms with AS 43.55.890, the aggregation of
data, arise when DOR tries to perform analysis on the cost and

consi der independent conpanies versus nmjor conpanies and
producers versus explorers. In certain types of costs, there
may only be one or tw conpanies with an expenditure of a
certain type. In terns of the state as a whole, there shouldn't

be problens with aggregation.
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2:35:06 PM

CO- CHAIR SEATON posed a situation in which the state has
information on <credits for Prudhoe Bay or Kuparuk, where
ConocoPhillips Alaska, Inc., BP, ExxonMbil Corporation, and
Chevron participate in the unit. Since there are at |east four
conpani es, he asked whether DOR woul dn't rel ease that
information because it's four conpanies in an aggregated
operation or would that information be released under the
current aggregation interpretation.

MR. LARSEN responded that he didn't believe DOR would have a
probl em reporting that information under the provisions of AS
43.55.890 because with four conpanies the requirenent would be
net . He offered to address any specific question related to a
specific report.

2:36: 29 PM

CO- CHAIR SEATON surmised then that when credits are being
applied for on Prudhoe Bay then that would be released as
credits applied for and paid on Prudhoe Bay. He asked if the
i ndividual credit and expenditure amounts can be obtained for
each [unit] that has three or nore participants in the unit.
Co-Chair Seaton clarified that he is referring to DOR s
interpretation of aggregate. Therefore, is the anount of credit
that has been applied for by Kuparuk public information that's
available to the legislature because there are three or nore
participants in the field, he asked.

MR. DEES replied no, he hasn't provided the credit information
by wunit rather he has strictly provided the information
regarding whether the credits were earned via being deducted

from production tax liability as opposed to those that were
applied for in the form of transferrable tax credit
certificates. In further response to Co-Chair Seaton, M. Dees

confirmed that if the information is aggregated anmong three or
nmore producers or explorers, the information can be disclosed on
a unit basis per AS 43.55.890.

2:39: 33 PM

CO CHAI R SEATON, referring to |anguage page 2, lines 21-22, that
says "detailed description of the purpose of the expenditure",
asked whether that |anguage would describe the classes of
expenditures that DOR is creating.
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MR. LARSEN pointed out that the |anguage in paragraph (10) on
page 2 is the sane as the |anguage in paragraph (3) on page 3,
and therefore DOR will obtain the same information under both
par agr aphs.

CO CHAI R SEATON asked if a "detailed description of the purpose
of the expenditure" is basically the description DOR would use
and woul d enconpass the categories that DOR would require going
forward

MR. LARSEN replied yes.
2:41:09 PM

CO CHAI R SEATON surmised that the difference in the categories
that DOR will require going forward is that it will be for DOR s
i nformation, but not for the |egislature.

MR. LARSEN responded no, and related that the categories that
DOR is working on for the future would be for aggregating the
data and reporting to the legislature and the public.

CO CHAI R SEATON surm sed then that the data woul d be aggregated
but wouldn't be avail able by conpanies based on the credits for
whi ch they are applying.

MR. LARSEN replied yes. In further response to Co-Chair Seaton

M. Larsen expressed concern that even if HB 263 passes, there
is a conflict with AS 43.55.890 in terns of releasing the data
by individual conpany. He reiterated the need to involve the
Departnment of Law prior to releasing any data. In response to
Co-Chair Seaton, M. Larsen agreed to contact the [departnent's]
attorney general regarding clarification on this matter.

2:43: 55 PM

CO CHAI R FEI GE opi ned that under the new categories although DOR
woul dn't be able to disclose the individual conpanies, the
information could be [aggregated] with three or nore conpanies
that receive the credit to provide a fairly detail ed explanation
to the legislature regarding how a particular credit programis
bei ng spent.

MR LARSEN answered that he believes that's correct.
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CO CHAIR FEIGE surm sed then that the legislature would be able
to evaluate what the state's credit program is generating in
ternms of expenditures.

MR. LARSEN, characterizing it as a matter of semantics,
clarified that the credit progranms don't generate expenditures,
rat her they reinburse expenditures that have been incurred for a
particul ar category of costs.

CO CHAIR FEI GE explained that the |egislature would know where
the state's expenditures, in the form of reinbursenents, are
being spent in terns of categories but not necessarily which

conpany.

MR. LARSEN agreed that [DOR] would have a good accounting of the
categories of cost on an aggregated |evel, but not by i ndividual
conpani es.

2:45:45 PM

REPRESENTATI VE P. WLSON recall ed asking that question early on
to which she was told it wouldn't be a problem She then asked
whet her [DOR staff] is now saying it would be a problem

MR. LARSEN replied no, and specified that disclosing the
information at a conpany level is the problem for DOR not the
di sclosure of information. The lack of not having the
i nformati on aggregated is cause for concern.

2:46: 23 PM

CO CHAIR SEATON related his understanding then that DOR would
informthe legislature the ambunt of the credit by wells on the
North Slope, but wouldn't inform the legislature as to which
conpanies are actually drilling the wells because that would be
conpany specific data.

MR. LARSEN answered that's correct. As M. Dees indicated
earlier, the one way DOR has tried to break that down for people
is based on whether a credit has been received for those who
have a tax obligation. In other words, they deduct a credit
directly from their tax paynment conpared to those who do not
have a tax obligation, and therefore receive a transferrable tax

credit certificate. He noted that the original holder of the
transferrable tax credit certificate can redeem it for cash.
Ther ef or e, rather than detailing the information on an

i ndi vidual conpany basis, DOR has nade an effort to provide
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anot her level of detail on the gross cost reported thensel ves by
detailing it into those two categories.

2:47:53 PM

CO CHAIR SEATON related his appreciation for DOR trying to get
around the restrictions that have been placed on the departnent
regarding not disclosing information on a conpany-by-conpany
basis. He surmsed that DOR is trying to identify a grouping of
conpanies in order to provide sone understandi ng because statute
requires a grouping of three or nore conpanies in order to
di scl ose the dat a.

MR. LARSEN agreed wth Co-Chair Seaton's assessnment, but
clarified that DOR isn't trying to get around any statutory
regul ations, rather it's trying to operate within the confines
of existing statute while providing the legislature and the
public with as much information as possi bl e.

2:49: 13 PM

CO- CHAI R SEATON recalled that public testinony had been closed
for HB 263, but announced that he will re-open it at the next
heari ng of the |egislation.

2:50: 01 PM

REPRESENTATI VE GARDNER stated that she [and the other joint
prinme sponsors] will work on the issue with AS 43.55.890 to make
the legislation explicit. She also stated that she [and the
other joint prime sponsors] wll speak with DOR regarding its
categories and how well they conport with what the |egislation
seeks in terns of understanding what is being done and paid for
wi t hout revealing any conpetitive secrets.

2:50: 44 PM

CO CHAI R SEATON requested that [at the next hearing] DOR explain
whether [all the conpanies] applied for credits on the
expenditures and whether the credits are going to be in tw
different segnents, that is will the AS 43.55.025 exploratory
tax credits be in the sane category as the AS 43.55.023 regul ar
capital expenditure credits and did [all conpanies] apply in the
fiscal year in which the expenditures or loss carry forward
occurred that didn't get into credits. He requested that DOR
inform the committee in regard to how the credits are going to
definitely apply to the anobunt of expenditures. Many in the
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| egislature want to know by category what proportion of the
total spent is being taken by the state.

[ HB 263 was hel d over.]
2:52:13 PM
ADJ QURNVENT

There being no further business before the commttee, the House
Resources Standing Conmttee nmeeting was adjourned at 2:52 p. m
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