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ACTI ON NARRATI VE
1: 07:45 PM

COCHAIR ERIC FEIGE called the House Resources Standing
Committee neeting to order at 1:07 p.m Represent ati ves Foster,
Gardner, P. WIlson, Seaton, and Feige were present at the call
to order. Representatives Dick, Mnoz, and Kawasaki arrived as
the neeting was in progress.

HB 360- | NTERSTATE M NI NG COVWPACT & COWM SSI ON

1: 08: 02 PM

CO- CHAI R FEI GE announced that the first order of business would
be HOUSE BILL NO 360, "An Act enacting the Interstate Mning
Conmpact and relating to the conpact; relating to the Interstate
M ni ng Conmi ssion; and providing for an effective date."

CO CHAI R SEATON reported that two constituents called himto say

t hey supported HB 360. He thanked Co-Chair Feige for holding
the bill wuntil he could hear from constituents. He noved to
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report HB 360 out of conmittee with individual recomendations
and the acconpanying fiscal notes. There being no objection, HB
360 was reported fromthe House Resources Standing Commttee.

HB 365- AQUATI C | NVASI VE SPECI ES

1: 09: 51 PM

CO CHAI R FEI GE announced that the next order of business would
be HOUSE BILL NO 365, "An Act relating to the rapid response
to, and control of, aquatic invasive species." In response to
Representative Gardner, Co-Chair Feige requested M. Swanton of
the Alaska Departnment of Fish & Game (ADF&5 to address the
status of the departnent's 2002 Al aska Aquatic Nui sance Species
Managenent Pl an.

1:11:19 PM

CHARLES SWANTON, Director, Dyvision of Sport Fish, Al aska
Department of Fish & Game (ADF&GS), explained that ADF&G s 2002
Al aska Aquatic Nuisance Species Managenent Plan was primarily
put together because such a plan was required under the National
| nvasi ve Species Act [of 1996] to receive federal funding for
[i nvasi ve] speci es. The plan resulted in the state receiving
approximately $1.7 mllion in federal funds. Noting that the
noxi ous weeds identified in the plan are under the purview of
the Departnent of Natural Resources (DNR), he specified that
ADF&G s primary focus has been on northern pike because that is
the nost pervasive issue ADF&G has had to deal wth. He said
the departnent has been reasonably successful at addressing
northern pike - the nost recent eradication efforts being in and
around Yakutat, along with a fair anmpunt of work on northern
pi ke in and around the Anchorage area and the Kenai Peninsula.
He added that the 2002 plan is fairly conprehensive and in sone
respects the authorities are well beyond what ADF&G has to
i npl enent; however, as a guiding docunent it allows ADF&G to
focus its attentions, which the departnment has done.

1:13: 37 PM

CO CHAIR SEATON asked how the 2002 plan was inplenmented to
address the D demum vexillum (D. vex) situation in Sitka's
Whi ting Harbor.

MR. SWANTON replied he is unsure about D. Vex in relation to the

plan. He said the D. Vex issue was discovered in 2010 through a
"bioblitz" conducted by a w de nunber of agencies. Wil e the
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2002 plan references a wide array of invasives, it does not
identify D. vex or tunicates. The plan has offered ADF&G sone
gui dance for addressing D. vex, but by and large that issue was
relatively unique and has required tine to focus on what needs
to be done to nove forward.

1: 14: 59 PM

REPRESENTATIVE P. WLSON noted it has been two years since the
D. Vex was identified and voiced her hope that a plan has been
put in place to ensure it does not spread. She said she would
be very upset to find ADF&G has let it go and has no plans for
t he future.

MR. SWANTON responded ADF&G has systematically addressed the
issue as best it can with the limted funding avail able. He
sai d ADF&G has requested a capital project within the governor's
budget specifically to Wiiting Harbor and D. vex. That budget
will allow ADF&G the necessary funds to eradicate the species
and do sone followup nonitoring for several years after the
eradication to ensure that all of it was eradicated.

1:16: 27 PM

REPRESENTATI VE P. WLSON expressed her concern that D. Vex
eradication was not been included in the operating budget and

stated that it wll take nore than one-time funds since this
i nvasi ve has not been eradicated and has di spersed over quite an
ar ea. Regarding the capital budget, she asked whether soneone

has infornmed the other body that this is an energency and is not
a one-tinme funding thing.

MR. SWANTON answered ADF&G has identified this as a priority on
the <capital side and the departnment has had discussions
t hroughout the course of legislative hearings in terns of the
departnent's budget. He presuned fol ks are aware of what ADF&G
is trying to do with this capital project and the intent.

REPRESENTATI VE P. W LSON expressed her deep di sappoi ntnent.
1:17:58 PM

CO CHAI R SEATON stated that this discussion shows the inportance
of HB 365. He said D. vex is an invasive species that could be
extrenely damaging to the econony of mariculture and to all

Sout heast Al aska fisheries, yet the apparent authority was not
there to do an energency response. The right enphasis is not
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being put on the extreme inportance of failing to give priority
to an invasion in a limted geographic area and HB 365 wll
provide this priority. He shared in Representative P. WIlson's
deep di sappoi nt mrent about the response to the D. vex issue.

1: 20: 08 PM

CO CHAIR FEI GE asked why this enmergency was not included in the
suppl ement al budget request. He said ADF&G is not junping up to
take care of what could be a pretty serious problem The
commttee did not know there was a capital request, which tells
that the issue has not received nmuch enphasis; HB 365 wll
therefore send the departnent a nessage.

CO CHAIR SEATON added that while the <conmttee heard a
presentation |ast year, that presentation was at the commttee's
request after it |earned about the issue from Representative P.
Wl son; the department did not come to the committee saying it
had an enmergency that needed to be addressed right away. He
said the purpose of HB 365 is to tell ADF&G it needs to act.

REPRESENTATI VE P. WLSON pointed out that this D. vex issue was
enough of an energency that it went to a nationwide alert wth
i nvol venent from the Nat i onal Cceani c and At nospheric
Adm nistration (NOAA), the Smthsonian Institute, and the
University of Al aska. Many people knew how critical it was, yet
ADF&G said it did not have the noney and could not do anyt hing.
The state cannot let this happen because it could lead to the
devastating result of quarantined harbors. The state nust have
sonmething in place to provide direction so that a departnent
cannot say it has no noney and wll therefore not do anyt hing.

1: 23: 29 PM

REPRESENTATI VE KAWASAKI noted HB 360 was anended to cut out
[freshwater aquatic species] so it now deals only with marine
aquatic speci es. He inquired whether ADF&G would want this
rapid response authority to address all aquatic species, if the
departnment believes it does not already have this ability.

MR. SWANTON replied he thinks ADF&G s ability to respond rapidly
has all to do with the circunstances surrounding the particul ar
species, the area, and the threat to other resources and the
econony. He said the revised fiscal note addresses the three
marine species that ADF&G should be paying attention to and
devel oping a plan for.
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1:25:16 PM

REPRESENTATI VE KAWASAKI, noting that northern pike is one of the
six [freshwater] species that would be excluded fromthe bill as
anended, asked whether that mneans northern pike would not be
identified as a priority invasive species.

MR. SWANTON responded that northern pike has been a priority in
the freshwater aquatic environment through the departnent's
pl anni ng exercise that took place in 2002 and the subsequent
docunent. The departnment has had several successful eradication
efforts around the state and will continue to use the resources
it has sequestered for that particular instance.

1:26:12 PM

REPRESENTATI VE KAWASAKI pointed out that the bill deals wth
rapid response because the departnent felt it did not have the
ability to rapidly respond to an invasive species. For exanple,
flooding of the Salcha Ri ver near Fairbanks occurs regularly,
sonetinmes spilling water into the Harding Lake tributary system
G ven that ADF&G stocks Harding Lake with silver salnmon and
rai nbow trout, he inquired whether the departnent would have the
ability under HB 365, as anended, to respond rapidly if pike got
into the Harding Lake area from one fl ooded season.

MR.  SWANTON answered he believes ADF& has the ability,
especially along the road system to address those issues fairly
rapidly, as opposed to other areas of the state even in marine
wat ers. Regardi ng the aforenentioned Hardi ng Lake scenario, he
said he feels confortable that ADF&G would have the ability to
take care of those issues.

1: 27: 49 PM

REPRESENTATI VE MJUNOZ asked what the current situation is in
Whiting Harbor and whether there is evidence that D. Vex is
still there or has been eradicat ed.

MR SWANTON replied ADF&G has not undertaken eradication
efforts, but has renoved from the water the nets for oyster
spatter that were the nost contam nated and that were not on the
sea floor. Some of the superstructure has been cleaned up, he
continued, and nost of the tunicate currently exists on the sea
floor fairly promnently in the head of that bay. Mappi ng has
been done and the invasive species coordi nator has nmade in-roads
as to what permts are going to be necessary in preparation of
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hopefully receiving this capital project to conduct the
eradication efforts, which will start in earnest as soon as the
funding is avail abl e.

1: 29: 37 PM

COCHAIR FEICGE, regarding the fiscal note nentioned by M.
Swant on, inquired what has changed in the current fiscal note as
opposed to the original one.

MR. SWANTON responded ADF&G has renoved three of the six species
it was going to develop rapid response plans for. In essence,
the original note has been carved in half because those rapid
response plans would not be referenced. Should HB 365 pass and
funding becone available, ADF& would develop rapid response
plans for the invasive tunicate, FEuropean green crab, and
Spartina cordgrass. In further response, M. Swanton said the
revised amunt would be $430,000 for fiscal year 2013 and
$215,000 for fiscal year 2014 for finalization of those plans.

REPRESENTATI VE MUNQZ understood the fiscal note is to hel p ADF&G
develop the plan and identify information around each of the
speci es. She asked what the <capital amount is for the
eradication efforts.

MR. SWANTON answered that this fiscal note does not reflect any
cost with inplenenting any plans if ADF&G does find any of these
species for eradication. This fiscal note is solely to devel op
plans that would allow for the various agencies and interested
parties to understand their roles in renoving that threat.

1: 31: 43 PM

MR. SWANTON, in response to Co-Chair Feige, said the current
capital request for eradicating D. vex in Witing Harbor is
$500, 000. In response to Co-Chair Seaton, M. Swanton said the
nmechani sm for this eradication has yet to be determined. There
has been sone success within the literature, he continued, that
suggests sone sort of matting structure to cover the substrate
and choke off the invasive. The departnent is planning to put
it out for bid as soon as possible to a qualified contractor to
conduct the eradication. In response to Representative Gardner
M. Swanton said ADF&G believes the matting will likely be the
best approach and will take care of nost of the eradication; the
departnment is suggesting the contractor use other nethods to
clean up the other spots. The renmainder of the noney wll be
used for nonitoring to ensure the invasive does not resurface.
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1: 34: 17 PM

REPRESENTATI VE KAWASAKI, noting that D. vex is not included in
ADF&G s 2002 Al aska Aquatic Nui sance Species Mnagenent Pl an,
asked whether the plan will be updated.

MR. SWANTON replied the 2002 plan is not a rapid response plan;
rather, it is a broader perspective plan put together for
pur poses of securing federal funding for invasive species work.
He said ADF&G has received about $1.4-$1.7 million in federal
funding to inplenment elenents of the plan, primarily focused on
northern pike. He reiterated that he cannot speak to the
noxi ous weeds elenents in the plan [because that falls under the
purvi ew of the Department of Natural Resources].

REPRESENTATI VE KAWASAKI commented that page v of the 2002 plan's
executive summary states that protocols shall be devel oped for
early detection, rapid response to, control and managenent of
new i nvasi ve species. Therefore, he said, sone of this mght be
redundant and the fiscal note should reflect this.

1: 37: 06 PM

CO- CHAIR SEATON noved to report HB 365, as anended, out of
cormittee with individual recomendations and the acconpanying
pendi ng fiscal notes. There being no objection, CSHB 365(RES)
was reported fromconmmttee.

COCHAIR FEIGE added that HB 365 is being reported from
commttee with the understanding to ADF&G that it has sonme work
to do on the plan as well as the general approach to those
things that threaten Al aska's econony and environnent.

The conmttee took an at-ease from1:37 p.m to 1:39 p.m

OVERVIEWS): QI & Gas Taxes & Credits

1: 39: 45 PM

CO CHAI R FEI GE announced that the next order of business would
be an overview of Alaska's oil and gas taxes and credits by the

Department of Natural Resources (DNR). He said the overview is
a refresher for commttee nenbers in anticipation of receiving a
bill in this regard fromthe other body.
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1: 40: 38 PM

BRUCE TANGEMAN, Deputy Comm ssioner, Ofice of the Comm ssioner,

Departnent of Revenue (DOR), explained his presentation will be
separated into two parts: a high level overview of the state's
system and a review of the statutory |anguage [slide 2]. He

said reference docunents prepared by the Tax Division include a
one-page table of tax credits [dated 3/19/12 and entitled "Table
of Tax Credits wunder AS 43.55 - The Alaska Ol and Gas
Production Tax"] and an eight-page summary of tax credits under
AS 43.55 [dated 1/17/12 and entitled "Summary of Tax Credits
under AS 43.55 - The Alaska O | and Gas Production Tax"].

MR. TANGEMAN pointed out that investors consider two parts of a
tax system sinplicity and stability. However, he related, it
has been stated by both the admi nistration and conpanies that
Alaska's Clear and Equitable Share (ACES) is definitely not
sinple; it is one of the nore conplicated tax structures in the
wor | d. Additionally, with the changes that have taken place
since 2006, the stability has also cone into question.

1:43:14 PM

MR. TANCGEMAN expl ained there are four parts to the oil and gas
revenue in Al aska [slide 4]. The production tax rate varies
with the value of production after expenses are deducted. The
royalty rates are generally a straight percentage assessed on
nmost oil and gas production, based on | ease terns, which are the
contracts signed by the state and | essee. The corporate incone
tax is up to 9.4 percent of net profits of oil and gas
production as apportioned to Alaska. The statew de property tax
of 20 mlls [or 2 percent] is assessed on the value of oil and
gas property. He added that roughly 90 percent of Al aska's
general fund revenue cones fromthese four sources.

MR. TANGEMAN said slide 5 is a table from page 4 of the
executive summary of DOR s Revenue Sources Book and that details
for this table can be found starting on page 25 of Chapter 4.
He reported that the production tax is by far the biggest source

of revenue. The total wunrestricted revenue for 2011 was | ust
under $7.7 billion. The estimate for fiscal year 2012 is just
under $9 billion, and for fiscal year 2013, which is not shown
on slide 5, the estimate is about $8.2 billion. He pointed out

that the Revenue Sources Book is a good docunent that addresses
all the revenues in the state.

1:45: 46 PM
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REPRESENTATI VE FOSTER requested an explanation of the price per
barrel of oil as well as the non-oil revenue shown on slide 5.

CHERYL N ENHU'S, Commercial Analyst, Anchorage Ofice, Tax
Di vision, Departnment of Revenue (DOR), replied the average
fiscal year price for fiscal year 2011 was $94.49 per barrel and
the nunber of barrels averaged for fiscal year 2011 was about
603, 000 per day. Non-oi|l revenue includes the mning |icense
tax, tobacco tax, charges for services, fines and forfeitures,
licenses and permts, and rents and royalties. She advised that
a detailed explanation of non-oil revenue sources can be found
in Chapter 5 of the Revenue Sources Book.

1:47:37 PM

MR. TANGEMAN, resuming his presentation, said production tax is
a tax on the producing or severing of a non-renewabl e resource -

oil or gas - from the state (slide 6). Aut hori zed under AS
43.55, it is admnistered by DOR and is applied to al
production in the state, including three nles off-shore and

federal on-shore acreage; however, production tax is not payable
on state or federal royalty production. He explained that under
the ACES tax system the production tax value (PTV), otherw se
known as the net anmount, is the market price |less transportation
costs and allowable |ease expenditures [slide 7]. VWhile there
are other net tax systenms in the world, he noted, nost of the
Lower 48 states are based on a gross tax system The base rate
for ACES is 25 percent and there is a progressive surcharge rate
of 0.4 percent for every dollar up to $92.50 PTVW. In response
to Representative P. WIlson, he el aborated that the base rate of
25 percent is the kick-off point at $30 PTV - for every dollar
increase in oil price, the progressive surcharge rate kicks in
at 0.4 percent per dollar and is continuous up to $92.50 PTV.
Unique with the ACES systemis that as the price of oil goes up
$1, that new percentage is then applied to the entire anount,
which is different from the governor's bill which had a
bracket ed system

1:50: 05 PM
REPRESENTATI VE P. WLSON surm sed t he sur char ge woul d
incentivize oil conpanies to keep their production |ower so the

tax rate would not be as high.

MR. TANGEMAN responded he does not think keeping oil production
low is an incentive for anyone; this is price driven.
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REPRESENTATIVE P. WLSON further surm sed that a conpany could
keep production low [in Alaska] and increase its production in
ot her areas of the world.

MR. TANGEMAN answered that at these high oil prices, if a
conpany reduced its production by a barrel it would still pay a
ot of noney on a lot of barrels given Al aska is flow ng between
550, 000- 600,000 barrels a day. Therefore, he did not think
reduci ng production is an incentive to either the producers or
the state. The main goal for any private business is to
generate revenue for its shareholders and at these high oi
prices a conpany is incentivized to take advantage of the high
prices. Because prices can go up and down drastically, he said
he did not think a conmpany's business plan would be to try to
gane the market such that it would reduce production when prices
are high and increase production when prices are | ow.

CO- CHAIR SEATON interjected that built into the ACES system is
the incentive to reduce a barrel of oil's production tax val ue
by investnment in Alaska. The investnent cost lowers the tax on
the entire value of the oil because the conpany can wite the
investnment off as a cost in the initial year of the investnent;
thus, the investnment is considered just |ike an expense.

MR. TANGEMAN concurred with Co-Chair Seaton.
1: 53: 20 PM

MR. TANGEMAN returned to his overview of ACES [slide 7], noting
that there is also a tax credit systemin place. He pointed out
that ACES is a conpany specific tax - so the price is what it
is, but the tax depends on a conpany's production and its
i nvestnent capital expenses and operating expenses. Revi ewi ng
the basic calculation for the production tax owed [slide 8], he
said the production tax value (PTV) is nmultiplied by the base
tax rate of 25 percent to get the base tax. Added to this is
the progressive surcharge rate of anything above that 25 percent
$30 kickoff. This arrives at the pre-credit tax bill. The tax
credits are then deducted against the tax liability to arrive at
the final tax bill of the total production taxes owed. He then
moved to a brief explanation of each of the aforenentioned
sections of the production tax.

1: 55: 00 PM
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MR. TANGEMAN said the four main conmponents of the production tax
calculation are production, price, |ease expenditures, and tax
credits [slide 9]. Moving to slide 10 he noted that the fisca
year 2011 production tax calculation shown on this slide can be
found on pages 102-104 of DOR s Revenue Sources Book. The first
calculation is determning the value of the total annual
production: at the fiscal year 2011 average price of $94.49 per
barrel and an approxinmate production of 602,000 barrels a day,
the total value per day cones to $56.9 million and the tota

annual production is just under 220 mllion barrels; royalty and
federal barrels are not included in the tax calculation, so
these are subtracted to arrive at a total of about 190.5 mllion
taxable barrels for a total annual value of just wunder $18
billion. The net value at the point of production [production
tax value (PTV)] is then calculated by deducting the
expenditures from the gross val ue: per barrel transportation

costs include $2.45 for Alaska North Slope (ANS) rmarine
transportation, $4.02 for the Trans-Al aska Pipeline System
(TAPS) tariff, and $0.70 for other costs, for a total fisca

year transportation cost of $7.17 per barrel; per barrel |ease
expenditures include an average of $13.22 for operating
expenditures and an average of $8.52 for capital expenditures.

The tax liability is then calculated from this PTV [of $65.58
per barrel].

1:57: 53 PM

CO CHAI R SEATON inquired whether the [total |ease expenditure]
of $21.74 [%$13.22 operating expenditures plus $8.52 capital
expenditures] is the actual average of Alaska' s conbined
t axpayers.

MR. TANCEMAN replied this nunber is a snapshot for one |ook at
the state so does not quite tell the whole story. He deferred
to Ms. N enhuis for further explanation.

CO CHAIR SEATON related that ConocoPhillips Al aska, I nc.
recently stated in a publication that its average cost for
producing a barrel of oil in Alaska is $15.48. He said he is
therefore trying to see how the state's estinate squares wth
t hat of ConocoPhilli ps.

M5. NENHU S explained the deductions shown in the incone
statenment are primarily the expenditures that would be all ocated

to conpanies that have a tax liability in the state; so
expenditures that conpanies are nmaking on currently nonproducing
properties are excluded from this incone statenent. This was
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done because DOR was asked to prepare this incone statenent to
mrror as closely as possible the actual tax calculation; since
t hose expenditures are not actually part of the tax calcul ation,
the departnent excludes those. In regard to ConocoPhillips
Al aska, Inc., Ms. N enhuis said she was at that presentation and
offered her belief that the conpany's chief economst was
speaki ng about operating and transportation costs.

2: 00: 35 PM

CO CHAI R SEATON i nquired whether the independents/explorers were
separated from the producers since Alaska's tax system is based
on comnpany-w de. He surm sed that expenditures for currently
nonpr oduci ng areas, such as Point Thonmson, are excluded fromthe
af orenenti oned cal cul ati ons.

M5. NIENHU S replied correct; expenditures for properties not
currently producing are not included in this because there is
not a tax liability calculated fromthat.

MR. TANGEMAN clarified that this is for taxpayers, so conpanies
not having a tax liability would not be included.

2:01:56 PM

CO CHAI R SEATON said he is confused because one very inportant
aspect of Alaska's tax system as it was developed was that it
woul d be on a conpany-w de basis so expenditures in nonproducing
areas would be witten off against a conpany's corporate
production so as not to ring fence those. However, it seens
that this calculation has ring fenced produci ng and nonproduci ng
areas, an absolute juxtaposition of what was trying to be done
in an effort to stinulate those investnents.

M5. NIENHU S responded that the basis for leaving those off is
DOR was trying to make this calculate as close as possible to
what the state actually receives in production tax. When a
conpany has production on the North Slope and exploration
expenditures, there is no ring fencing of those expenditures in
this system There are occasions where there is ring fencing
that has to do with segnents of the state; however, North Sl ope
operations that are not contributing at all to the basis of
calculating a conpany's tax are not included here unless they

are sonmehow deducted from the conpany's tax liability. It is
not necessarily just the explorers. There are conpanies
developing fields that are still in the early initial phases of
devel opmrent and many of those conpanies are still not
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experiencing a tax liability. So that is the reason DOR put
this together in that way. The departnment has on request
prepared tables showng all expenditures, she added. She
further advised that the basic data table on page 31 of the fal
2011 Revenue Sources Book includes all of the expenditures. In
further response to Co-Chair Seaton, Ms. N enhuis confirnmed that
if the expenditures were experienced by a conpany that has a tax
l[itability, then those expenditures would be included [in the
cal cul ations on slide 10].

2:05: 47 PM

MR. TANGEMAN, resuming his overview, explained that the taxable
value is derived via a netback calculation under AS 43.55.150
(slide 11). The destination value - ANS Wst Coast value - |ess
marine transportation, |less TAPS transportation, equals the
gross value at the point of production (GVPP). Qperating and
capital |ease expenditures [AS 43.55.165 - AS 43.55.170] are
subtracted from the GVPP to arrive at the production tax val ue
(PTV) [AS 43.55.160]. He noted that this is a different way of
getting to the PTV line depicted on the chart on slide 10.

2:06:31 PM

MR.  TANGEMAN next discussed Alaska's suite of tax credits
available to both explorers and producers and which have
generated quite a buzz from the new conpanies that are not yet
produci ng but are hoping to be sone day [slide 12]. He said the
qualified capital expenditure credit provides a 20 percent

credit for qualified capital expenditures; for well |[ease
expenditures outside the North Slope it provides a 40 percent
credit. The carried-forward annual loss credit is a 25 percent

credit for carried-forward annual | oss. The small producer/ new
area devel opnent credit provides up to $12 mllion per year for
smal | producers and up to $6 mllion per year for production
outside the North Slope and Cook Inlet. The alternative credit
for exploration is 30 percent or 40 percent of eligible
exploration expenditures if certain criteria are net, minly
having to do with new targets or distance from existing wells.
The Cook Inlet jack-up rig credit is an 80-100 percent credit
for the first three exploration wells drilled using a jack-up
rig in Cook Inlet.

2:08: 20 PM

MR. TANGEMAN explained that for the aforenentioned credits the
state can either purchase the tax «credit certificate from
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sonmebody without a tax liability or reduce tax revenue for a
taxpayer with a tax liability [slide 13]. He noted that sone
peopl e say ACES is working and sone say not and said he thinks
this has to do with where soneone is at in the process of
becom ng a devel oper, explorer, or producer. As a new explorer
incurs these costs it can turn in its tax credit certificate for
cash; conpanies wth a tax |liability generally apply the
certificate to their tax liability rather than taking cash. In
both cases the state is an investor and shares the risk borne by
the active investor. The ACES credit systemains to incentivize
i nvestment because the state bears sone risk and reduces the
cost to explorers and producers. Along with the net-based
structure, tax credits nake the state an investor in exploration
and new devel opnent activities in the state.

2:10: 09 PM

MR. TANGEMAN pointed out that DOR regulation 15 AAC 55.375
prescribes the order in which tax credits should be applied
against a producer's tax liability, saying the order was derived
to provide the nmaxi mum benefit of the credits. A taxpayer can
choose to apply credits in a different order than under 15 AAC
55. 375, he noted, in which case a separate schedule setting out
the order of the credits nust be subm tted.

REPRESENTATI VE GARDNER asked under what circunstances a taxpayer
woul d choose a different order.

LENNI E DEES, Audit Mster, Production Audit G oup, Tax Division

Department of Revenue (DOR), replied the reason for prescribing
a particular order is to ensure that a taxpayer is able to take
advantage of those credits that are not allowed to be converted
to cash or that can only be used against the tax liability. |If
a taxpayer qualifies for a small producer credit or the new area
devel opment credit there is no benefit to applying credits in
any other order because then the taxpayer would not get the

benefit of those credits. The credits that are subject to
refund or cash fromthe state could be used in that manner. He
said he could think of no discernible reason for a taxpayer
doing it in any other order than what is prescribed. In further

response, M. Dees said that to his know edge no one has chosen
a different order.

2:14: 30 PM

MR. TANGEMAN continued addressing tax credits, explaining the
[imts for which the application of certain tax credits cannot
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exceed [slide 15]. Only 50 percent of a tax credit for which a
transferable tax credit certificate has been received may be
applied in a single year; this limtation includes the qualified
capital expenditure credits under AS 43.55.023(a) but does not
include AS 43.55.023(1), which is the 40 percent well |ease
expenditure credit. Another |imt 1is that a holder of a
transferable tax credit certificate may not use the credit to
reduce the transferee's tax liability to |less than 80 percent of
the tax that would otherw se be due w thout applying the credit
[ AS 43.55.011(e)]. He related that the other body has discussed
how the tax liability is calculated and then how additional tax
credits mght also affect a taxpayer. However, he pointed out,
exi sting statutes provide that a credit cannot be used to create
a negative PTV.

2:16: 16 PM

CO- CHAIR SEATON inquired whether sonmeone who has zero tax
l[tability but who has expenses could fall into the loss carry
forward that can be converted to credit at the 25 percent base
rate. Rephrasing his question, he surm sed sonmeone could apply
tax credits to get to a zero production tax value (PTV) and
still have expenses, thereby creating a net loss carry forward
situation that would then convert to credits at the 25 percent
base tax | evel.

JOHN LARSEN, Audit Master, Tax Division-Production Audit G oup

Departnent of Revenue (DOR), responded that if a conpany is at
the point where its production tax liability has been determ ned
and is applying the tax credits, then that would nean that all
of the |ease expenditures have already been accounted for.
Ther ef or e, in the situation described, no additional AS
43.55.023(b) carry forward | oss credits woul d be avail abl e.

2:17:51 PM

CO CHAI R SEATON asked whet her expenses could, in a situation of
zero tax liability, be carried forward into the next year for
use against the tax liability in that next year.

MR. LARSEN answered that if |ease expenditures exceed the
production tax value, the |ease expenditures cannot be carried
forward into the next year. If a conpany's | ease expenditures
exceed its revenues, it can get an AS 43.55.023(b) credit from
t hat . But at the point where a conpany's production tax val ue
has been detern ned, then all of the conpany's |ease
expendi tures have been accounted for. A conpany can apply the
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credits that it has available against its production tax
liability down to zero Iliability, but the production tax
liability cannot be taken bel ow zero.

2:20: 55 PM

MR. TANGEMAN, returning to his presentation, stated that slide
16 depicts the order of applying credits. [The order fromfirst
to eleventh is: any credit under AS 43.55.024(a), any credit
under AS 43.55.024(c), any credit under AS 43.55.019, any credit
under AS 43.55.025, any credit under AS 43.55.023(i), any credit
under AS 43.55.023(a), any credit wunder AS 43.55.023(1), any
credit under AS 43.55.023(b), any credit under AS 41.09.010, any
credit under AS 38.05.180(i), any credit under AS 43.55.023(e).]

2:21: 14 PM

MR. TANGEMAN said another source of state revenue is royalties
[slide 17]. He specified that, currently, alnost all oil and
gas production in Alaska cones from state |ands |eased for
exploration and devel opnent. Leases issued by the Departnent of
Natural Resources (DNR) are legal <contracts and cannot be
altered or amended without the consent of all parties to the
contract. As an aside he noted that in the recent past it has
been suggested that royalty rates be reduced to make sonething
econonic instead of the production tax. He allowed that is a
knob that can be turned, but pointed out that royalties are what
feed the permanent fund. If royalty rates are reduced the
anount coming into the state may increase, but the anmount going
into the permanent fund is decreased. Continuing his overview,
he said that as the |andowner the state earns revenue from
| eases as upfront bonuses, annual rent, and royalty interest in
oi |l and gas producti on.

2:22:47 PM

REPRESENTATI VE GARDNER, in regard to the option for applying for
a waiver or reduction on [royalty] by a conpany, asked whether
the state conpares other tax reginmes or |ooks just at Alaska to
determ ne whether something is or is not economc.

MR. TANGEMAN replied that royalty rates and royalty relief are
i ssues for the Departnment of Natural Resources to address.

2:24: 09 PM
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REPRESENTATIVE P. WLSON inquired what percentage of the
royalties goes into the pernmanent fund.

M5. NIENHU S responded it is currently 25 percent on certain
| eases, although sone |eases were witten during a tinme period
when the rate was at 50 percent; therefore, the current conbined

rate is about 35 percent. In further response, she said she did
not know how many |eases are still at the 50 percent rate, but
that there are leases let in the early 1970s to which the 50
percent still applies. She said she wll get back to the

comm ttee on the nunber of |eases at 50 percent.
2:26:18 PM

MR. TANGEMAN resuned his overview, noting that typically state
| eases are issued based on a conpetitive bonus bid system [slide
18] . He said the state generally retains a royalty interest of
12.5 percent, although sonme |eases carry rates as high as 27
percent and sone |eases also have a net profit-share production
agreenent. Currently the vast majority of production cones from
| eases where the state retains a 12.5 percent royalty interest.

REPRESENTATIVE P. WLSON inquired where, in addition to the
permanent fund, the royalty interest goes within the state.

M5. NIENHU'S replied the 12.5 percent is the amount of total
royalty collected from those | eases that have a royalty at that
rate. The state takes a percentage of that 12.5 percent and it
is a conbined percentage of around 30-31 percent of that 12.5
percent that goes to the permanent fund.

MR. TANGEMAN clarified that the 12.5 percent is the oil that
Al aska can take in-kind or in cash, and that is the part that is
di vvi ed up between the different funds.

2:28: 08 PM

REPRESENTATI VE MJUNQZ asked why sone |leases carry a higher
royalty rate than 12.5 percent.

MR. TANGEMAN responded this is a question for DNR

COCHAIR FEIGE said that was the royalty rate negotiated at the
time the |ease agreenments were established. For exanple, the
rate is about 16 percent for a recent discovery by Brooks Range
Pet rol eum Cor poration. The state was able to negotiate a higher
royalty for this area because the ground was nore prospective
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In further response, he confirmed that the royalty rate is
negoti able and the 12.5 percent is not set in statute.

CO-CHAIR SEATON believed sone of the aforenentioned was a
conponent of bonus bi ds.

2:29:36 PM

MR, TANCGEMAN, continuing his overview, addressed the petrol eum
corporate incone tax (slide 19). He said "an oil and gas
conpany's corporate incone tax liability in Alaska depends on
the relative size of its Al aska and worl dwi de activities and the
corporation's total worldw de net earnings. The conpany's
taxable income in Alaska is derived by apportioning its
wor | dwi de taxable income to the state based on three factors as
they pertain to the corporation's Al aska operations: 1) tariffs
and sales; 2) oil and gas production; and 3) oil and gas

property."”

MR. TANGEMAN noved to slide 20, specifying that "simlar to the
production tax, corporate inconme tax collections vary greatly

along with oil prices and oil industry profits. In fiscal year
1994, the oil and gas corporate income tax (generated
approxi mately $17.8 mllion. For the past several years,
revenues from the oil and gas corporate incone tax have
benefitted from high oil prices and high oil industry profits.
In fiscal year 2010, revenue collections from this tax total ed
$446 mllion; in [fiscal year 2011] it was $542 mllion." He

added that according to DOR s Revenue Sources Book, fiscal year
2012 revenue is estimted at $662 million and fiscal year 2013
revenue is estimated at $728 mllion.

2:31: 14 PM

MR. TANGEMAN next reviewed the petroleum property tax, noting
that it is the only statewi de property tax (slide 21). He said

this tax is annually levied on the full and true value of
property taxable under AS 43.56. Three classes of property are
valued and taxed for property tax purposes: expl oration
property, production property, and pipeline transportation
property. He said pages 41-42 of the Revenue Sources Book

provide nore detail on this tax.

REPRESENTATI VE MUNOQZ inquired whether lands in the North Slope
region are al so taxable at the borough |evel.
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JOHANNA BALES, Deputy Director, Anchorage Ofice, Tax D vision
Department of Revenue (DOR), replied that the nunicipalities
where the property is located can levy a tax. This tax is then
credited against the state tax so the conpanies only pay tax one
time on that property.

COCHAIR FEIGE noted the nunicipality that levies its own tax
cannot levy that tax rate just on those oil-related properties;
the nmunicipality nust levy that tax rate on all the property
owners within the rmnunicipality. In response to Representative
P. Wlson, he confirned that a conpany would deduct the anount
of property tax paid to a nunicipality from the amount of
property tax that it owed to the state.

2:33:26 PM

MR. TANGEMAN, resumng his overview, directed attention to the
graph on slide 22 depicting the absolute profit split under
Al aska's Clear and Equitable Share (ACES). He pointed out that
at higher oil prices the state's take increases significantly
nore than does the take by the producer; in other words, the
upper end is taken away by the state. He said slide 23 depicts
the share of profit under the current ACES tax system

2:34: 52 PM

MR. TANGEMAN next reviewed the statutes for Alaska's oil and gas
tax structure in an effort to provide nenbers with an idea of
the enormty of what is considered under the state's tax system
(slides 25-56). He said that under AS 43.55.011(e), all state

federal, and private lands within the state are subject to oil

and gas production tax [slide 25]. Regarding tax on royalties

he explained that royalties from private land within the state
are taxed at a reduced rate under AS 43.55.011(i) and that no
tax is levied on royalties from state or federal production
[slide 27]. He rem nded nenbers that for a conpany's incone
statenent the total barrels mnus the royalty barrels equals the
gross value at the point of production, which is the starting
poi nt for deductions.

2:36: 37 PM

CO CHAI R SEATON noted that Al aska's congressional delegation is
seeking a split with the federal government on outer continental
shelf (OCS) | ands. He inquired whether the aforenentioned
cal cul ation would be made on OCS | ands should the del egation be
successful .
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MR. LARSEN responded the state would not receive any share of
OCS producti on. Regardi ng production from other federal |ands,
he asked whether Co-Chair Seaton is referring to revenue sharing
as it is done for some offshore locations in the GQulf of Mexico.

MR. TANGEMAN interjected that the revenue sharing to Alaska is
currently next to nothing, iif anything at all, and the
congressional delegation is working on that. He believed that
the revenue sharing in the @lf of Mxico was increased to 37
percent. He asked M. Larsen whether that revenue sharing would
be applied to the OCS should Al aska's congressional delegation
be successful.

MR. LARSEN answered that if the delegation succeeded in
increasing the royalty share going to the state, the state would
get that revenue; however, he did not think that would be
t axabl e because that is not land within the state. In further
response to M. Tangeman, he understood it would just be
addressed through the royalties, not the production.

2:39: 04 PM

COCHAIR FEIGE inquired as to what properties the royalty tax
under AS 43.55.011(i) would apply to.

MR. LARSEN replied private lands would be lands held by any
i ndi vidual or <corporation that is not the state or federal

gover nment . In further response, he confirned that Native
regi onal corporation Iand would be private |and. By and | arge
he continued, the State of Alaska owns alnost all of the

subsurface rights in Alaska except for certain lands that are
hel d by either private individuals or conpanies. For exanple, a

private |andowner putting a well in his or her backyard would
not have the subsurface rights to any production from that well
if the state owned the mnerals under that |and. He al | owed,

however, that wunder the Homestead Act there nay be sone
honmest eaders who own the subsurface rights.

MR. LARSEN, in response to Co-Chair Seaton, said he wll get
back to the commttee regarding whether nental health lands are
categori zed as private or state | and.

2:41:11 PM

REPRESENTATI VE P. WLSON asked why Al aska does not have the sane
opportunity as in the Gulf of Mexico.
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MR. LARSEN understood that originally the @lf of Mexico was
considered outside of state lands for Louisiana and other gqulf
states; however, the delegations for those states successfully
argued that those states should receive a greater share of the
of fshore revenues. He offered his belief that this greater
share of royalties is for dealing with the inpact of staging
operations, which is what the Al aska delegation is working on
right now as well.

2:43: 04 PM

MR. TANGEMAN, returning to his overview, said the mninmm tax
applies only to oil and gas production north of 68 degrees north
latitude, which is the North Slope, except for royalty
production and gas used in-state (slide 29). He said the
mnimumtax is based on the average price for Al aska North Sl ope
(ANS) crude on the U S. Wst Coast, which uses several reported

prices [Platt's, Reuters, and Dow Jones nonthly average]. He
added that this is a "soft" floor, meaning a conpany can use tax
credits to get below the mninum tax. In response to Co-Chair

Feige, he confirned that going below the mnimm tax floor is
not currently a concern given today's [high] oil prices.

MR. TANGEMAN explained that AS 43.55.160 is the progressivity
statute, which is what he has been tal king about throughout this
presentation (slide 31). He said the 25 percent rate kicks off
at $30 per barrel production tax value (PTV), clinbs at 0.4
percent for every $1 increase in PTV up to $92.50, at which tine
it decreases to 0.1 percent for each $1 [increase] in PTV. The
maxi mum progressivity tax is up to 50 percent of PTV; conbined
with the 25 percent base tax, this neans tax is capped at 75
percent [before application of credits]. Progressivity is based
on the British Thermal Unit (BTU) per barrel - for oil one
barrel equals one barrel and for gas it is the anmount of gas
that has a heating value of 6 mllion BTUs (side 32).

2:45:15 PM

CO CHAIR FEIGE requested an explanation of the relationship
between 6 mllion BTUs of gas and a barrel of oil and asked why
this was done.

MR. LARSEN responded that the definition for the 6 mllion BTUs
is under AS 43.55.903. He offered his belief that it is a rough
approxi mati on of the nunber of mllion cubic feet (MCF) that it
takes to equate to a barrel of oil for the heating value of the
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gas. In further response, he said 6 mllion BTUs is the rough
equi val ent of one barrel [of oil] and confirnmed that 1 mllion
BTUs is about 1 MCF of gas.

COCHAIR FEIGE noted the current Henry Hub price for gas is a
little over $2 per MCF and calculated that 6 mllion BTUs woul d
go for roughly $13 if it is gas and about $120 if it is oil.

MR. TANGEMAN concurr ed.
MR. LARSEN al so concurred.

REPRESENTATI VE GARDNER i nqui red whet her wet gas and dry gas have
different BTUs and if so whether they sell for different prices.

MR. TANGEMAN deferred to the Departnent of Natural Resources for
an answer.

2:47:41 PM

COCHAIR FEIGE said his point is that the $13 is for the sane
amount of energy that is $120. G ven Alaska's tax system is
based on the BTU equival ent, he asked what would happen if the
state started to export a considerabl e amobunt of gas.

DAN STICKEL, Acting Chief Econonmi st, Anchorage Ofice, Tax
Di vision, Departnent of Revenue (DOR), answered that this gets
to the dilution effect in regard to progressivity. The
progressive surcharge applied to the oil produced on the North
Slope is based on a statewide progressivity rate that 1is
calculated using all oil and gas produced in the state. In a
situation where gas is relatively Iow valued and oil relatively
high valued, a major gas sale would decrease the progressivity
surcharge on the oil, which, under today's prices, could result
in the state taking in less revenue with a gas sale than w thout
it.

2:49: 10 PM
COCHAIR FEIGE inquired what would happen to the State of

Al aska's revenue with a [gas] pipeline |like the one planned to
go to Valdez of roughly three billion cubic feet per day.

MR. STICKEL replied the revenue inpact would be highly dependent
on the price of oil and the price of gas when the sale took
pl ace. He said DOR has run a range of scenarios show ng
different possible prices and the revenue inpact could be
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positive or negative to the state depending on the prices of the
oi |l and gas.

CO CHAIR FEI GE asked what the inpact to the state would be at
today's prices.

MR. STICKEL responded that no nodeling has been done specific
for a pipeline to Valdez; the nodeling done to date typically
assunes an export pipeline through Al berta. He offered to run

sonme scenarios for a pipeline to Val dez. In further response,
he said that at today's prices and a 4.5 billion [cubic foot per
day] pipeline to Al berta, the state would take in about $1.8
billion less with a coupled tax system versus a non-coupled tax
syst em

2:51:31 PM

COCHAIR FEIGE, in response to Representative Foster, said 1 MF
of gas is equal to 1 mllion BTUs and confirnmed that 6 MCF is 6
mllion BTUs; so at just over $2 per MCF, multiplying 1 MCF by 6
equal s $13.

2:52:18 PM

REPRESENTATI VE MUNOZ returned to slide 22, observing that at a
price of $115 [per barrel] (roughly today's price), the State of
Al aska's share is $9.93 billion, which includes the production
royalty, property, and corporate taxes; the federal share is
$2.69 billion, and the conpany share is $4.99. She asked
whet her this same graph has been run for HB 110 and [ SB 192].

MR. TANGEMAN confirmed DOR has done so. In further response, he
agreed to provide the graphs for HB 110 and [ SB 192].

2:54: 09 PM

MR. TANGEMAN returned to his review of the progressivity
calculation, noting it is a several-step process to calculate

the nonthly paynent for all |eases or property segnents (slides
33-35). Step 1 enters the gross value at the point of
production (GVPP). Step 2 enters one-twelfth of the annual
| ease expenditures for the year. Step 3 subtracts the |ease

expenditures fromthe G/PP to determne if the gross production
tax value (PTV) is greater than zero. Step 4 enters the anmpunt
of BTU equival ent barrels for taxable production of oil and gas.
In Step 5, if the production tax value in Step 3 is greater than
O, the gross PTV is divided by the total anpbunt of taxable BTU
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equi valent barrels [Step 4] to derive a per barrel production
tax val ue. Step 6 determ nes the percent of taxable volunme on
BTU equi val ent barrels by dividing the amount of BTU equi val ent
barrels in Step 4 for each |ease or property by total anount of
BTU equivalent barrels for a producer for all taxable barrels

produced in all areas of the state. He pointed out that both
the state and each taxpayer has an arny of auditors responsible
for making sure these calculations are correct. He further

pointed out wunder North Dakota's gross tax system it is a
certain percentage above $60 per barrel and bel ow $60 per barre
it is a different percentage and only one person does the
calculations for North Dakota's taxes as conpared to Al aska's 30
or 40 peopl e.

2:57:22 PM

CO CHAIR FEI GE announced that M. Tangeman's overview woul d be
continued at the committee's next neeting. He encouraged
menbers to review the rest of the presentation in the neantine.

REPRESENTATIVE P. WLSON, regarding the 3/19/12 Table of Tax
Credits under AS 43.55 in the conmttee packet, observed that
three sets of credits still have no regulations witten and
asked why.

MR. TANGEMAN answered it is an ongoing process and said he
beli eves DOR has inplenented over 80 regulations since ACES was
put into effect. The departnment has had to staff-up over the
last four or five years; additionally, the departnent mnust hold
wor kshops to inplement each regulation. He assured that if any
credits have not been addressed, they will be.

REPRESENTATI VE P. WLSON i nquired whether DOR needs nore people
to get this done.

MR. TANGEMAN said he believes DOR has a handle on this and no
new staff is needed. As new changes are made, he continued, new
regul ations are required, but the biggest lift was getting from
gross to net under the petroleum production profits tax (PPT)
and then the additional changes under ACES, which is where the
bul k of those 80 regul ati ons are.

3:00: 05 PM

ADJ OURNVENT
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There being no further business before the commttee, the House
Resources Standing Commttee neeting was adjourned at 3:00 p. m
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