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ACTI ON NARRATI VE

1:22:33 PM

CO CHAIR SEATON called the House Resources Standing Comrittee
neeting to order at 1:22 p.m Representati ves Seaton, D ck,
Foster, P. WIson, and Gardner were present at the call to
order. Representatives Munoz and Herron arrived as the neeting

was in progress.

CONTI NUATI ON OF OVERVIEWS): O & Gas Taxes & Credits

1: 22: 50 PM

CO CHAI R SEATON announced that the only order of business would
be a continuation of the Overview on Alaska's G| and Gas Taxes
and Credits.

1: 24: 53 PM

BRUCE TANGEMAN, Deputy Comm ssioner, Ofice of the Conm ssioner,
Department of Revenue, continued his PowerPoint presentation
from March 21, beginning with slide 37 entitled, "Limtations
under AS 43.55.011(e)," which deals with Cook Inlet gas and oil.
He stated that Cook Inlet gas is discussed in AS 43.55.011(j) (1)
and (2), and said that for any |ease or property with comerci al
production prior to April 1, 2006, the tax is based on the rates
in effect at that tine. For any |ease or property which began
conmmrerci al production after March 31, 2006, the tax is $.177/ MCF
[mllion cubic feet], and this rate is in effect until Decenber
31, 2021.

1: 27: 17 PM
REPRESENTATI VE P. WLSON asked how nmuch increased revenue the

state has received as a result of the change in tax after March
31, 2006.
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LENNI E DEES, Audit Mster, Production Audit G oup, Tax Division

Departnent of Revenue (DOR), replied the $0.177/ MCF was applied
to any new commercial production properties comng on |line after
April 1, 2006, and said this rate was determ ned by taking the
average rate of all properties in Cook Inlet for the prior year.
He offered his belief that no new properties have actually cone
on to production since then, so there really is no difference.
He said this tax limtation in Cook Inlet has resulted in al nost
no incone for the state because of tax sales and taxpayer
credits against the tax liability. Wile there is a snall
amount of revenue from the tax on private royalties and from a
few producers that have enough production to pay sone tax, the
revenue from Cook Inlet is mnute.

1:29: 56 PM

REPRESENTATI VE P. WLSON inquired as to whether there would be
any future tax profit to the state from Cook Inlet.

MR. TANGEMAN responded these tax rates do not expire until the
end of 2021, but said the tax system has generated a |ot of
interest over the past couple of years and production 1is
expected to be coming fromthose areas.

REPRESENTATI VE P. WLSON asked whether the state will nake any
nmoney in Cook Inlet before 2021, given the tax credits.

MR. TANGEMAN answered he did not know and suggested that the
Departnment of  Natural Resources (DNR) could address the
proj ected new production between now and 2021.

1: 31: 25 PM

CO CHAIR SEATON reflected that this provision was added in 2006
because representatives from Anchorage had wanted to ensure
there was not a consunmer tax increase. He said the necessary
costs and tax credits to develop a gas field would "probably eat
up any tax," but pointed out that the state could still receive
royal ties. He stated that the total tax generated had been $2-
$3 mllion when the petrol eum production profits tax (PPT) cane
into effect, which was before establishment of the credits under
Al aska's O ear and Equitable Share (ACES).

1: 33: 55 PM
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CO CHAI R SEATQN, in response to Representative P. WIson, agreed
t hat bal ancing provisions have been nade for the various areas
of the state.

REPRESENTATIVE P. WLSON clarified that she wants to bal ance
provisions for the northern and western parts of the state,
gi ven there have been hydropower projects in Southeast Al aska.

CO CHAI R SEATON noted the commttee does not want to ask DOR to
advocate or suggest a certain policy, but that today's
di scussion was for commttee nenbers to better understand the
current tax system

MR. TANGEMAN agreed that today's goal was to discuss current
st at ut es.

1: 36: 51 PM

MR. TANGEMAN continued his discussion of the |aws governi ng Cook
Inlet, noting that [AS 43.55.011(k)(1) and (2)] address Cook
Inlet oil [slide 38]. He stated the tax rate is zero for a
| ease or property that had commercial production prior to Apri
1, 2006. For a |lease or property entering comercial production
after March 31, 2006, the rate is zero based on ELF [econonic
limt factor] tax rates during the period April 1, 2005, through
March 31, 2006. He related that these rates would remain in
effect until Decenber 31, 2021.

REPRESENTATI VE FOSTER asked how many | eases were prior to 2006.

MR. DEES replied that only a few | eases have conme on |line since
April 1, 2006, therefore about 80-90 percent of the |eases were
produci ng before April 1, 2006.

1: 38: 25 PM

MR. TANGEMAN, noving to slide 39, pointed out that gas used in
state under AS 43.55.011(0) has the sane ceiling as gas subject
to [AS 43.55.011(j)(2)], which is the Cook Inlet gas at $.177
per MCF.

MR.  TANGEMAN, responding to Representative P. WIson, stated
that 68 degrees latitude defined the North Sl ope versus south of
the North Slope. |In further response, he said gas used in state
covers the entire state, with no differentiation between north
and south of 68 degrees.
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MR. TANGEMAN, responding to Co-Chair Seaton, confirmed that the
definition for gas used in state is any gas used conmercially,
residentially, for power generation, or for <conversion into
something such as gas-to-liquids, but not conversion into
liquefied natural gas (LNG for shipnment out of state.

1: 40: 05 PM

CO CHAI R SEATON understood that in 2006 Cook Inlet was ring
fenced for its expenses, but since then changes have been nade
so that the current tax lets credits be applied against North
Sl ope or ot her production.

MR. DEES replied the referenced change was passed two years ago
and was made to AS 43.55.011(m); it allows for tax credits from
Cook Inlet to be used on the North Slope and el sewhere in the
state. He pointed out that not many taxpayers operate in both
Cook Inlet and other areas, including the North Slope, but the
change allows these taxpayers the opportunity to apply the
credits elsewhere in the state without having to apply them

against the full tax liability in Cook Inlet. He added that
this law did not <change the treatnent of excess |ease
expenditures, so |lease expenditures are still ring fenced a bit
in Cook Inlet. These excess |ease expenditures can be converted

to a net operating loss carry forward credit, but it 1is
necessary to use them as if there is no ceiling in Cook Inlet
bef ore any excess can be converted to that credit.

1:44:52 PM

MR. TANGEMAN, resuming his presentation, pointed out that slide
40 depicts AS 43.55.011(j) and (k), the statute |anguage for
Cook Inlet gas and oil, and gas used in state.

CO CHAI R SEATON understood that the tax credits are conputed as
a net operating loss at the base rate and not at the higher
corporate rate off the North Slope so that they get converted at
ACES net operating | oss base rate to be applied el sewhere.

MR. DEES confirnmed the aforenmentioned is correct, to the extent
a conpany has excess |ease expenditures, which are defined as
the amount of operating and capital |ease expenditures that
exceed the amount of revenue from a specific property or |ease.
He explained that those excess |ease expenditures can be
converted at the base rate, 25 percent, and that 25 percent
credit can be used anywhere in the state as an offset to a tax

HOUSE RES COW TTEE - 5- March 23, 2012



liability. He concurred that it is capped at the base rate, not
t he nom nal rate.

1:46: 59 PM

CO CHAIR SEATON noted that wunder the current situation [the
state provides] a very preferential, low tax rate in Cook Inlet
which needed to be balanced in its capacity for wite off.
Therefore, it was set at the net operating carry forward.

MR. TANGEMAN concurred that the Cook Inlet area is the nost
confusing part of the state's tax structure because of how it is
calculated for Cook Inlet as well as how it affects other parts
of the state when a conpany has production or expenditures in
other parts of the state. He directed attention to the two
handouts, "Table of Tax Credits...," and "Summary of Tax Credits
under AS 43.55," which he characterized as concise explanations
for a working know edge of the various tax credits.

1: 48: 24 PM

REPRESENTATI VE P. WLSON, referring to the three areas which did
not have any tax regulations, shared that she received a call
from DOR explaining that there is not yet any need for
regul ations in those areas.

MR. TANGEMAN clarified that DOR used the term "not yet" when it
woul d have been nore accurate to state "not required".

1: 49: 28 PM

MR. TANGEMAN, returning to his presentation, stated that slide
41 is the explanation of the Cook Inlet credits in three bullet
points, which are as foll ows:

* In 2010 AS 43.55.011(m was anended to allow that credits
no longer had to be recalculated and applied as if there
were no tax ceilings for Cook Inlet oil & gas and for gas
used in-state

* In other words, beginning in 2011 any tax credits remaining
after application against the tax ceilings of AS
43.55.011(j), (k), & (o) could be applied against any tax
obligation in the state

* However, for the period 2007 - 2012, the tax credits mnust
first be applied as if no ceilings existed before any
'excess tax credits' can be determ ned

HOUSE RES COW TTEE - 6- March 23, 2012



MR. TANGEMAN stated that slide 42 is a reading chart on AS
43.55.011(m, which is what M. Dees referred to in how |ease
expenditures are handl ed after January 1, 2011

1:50: 11 PM

MR.  TANGEMAN next reviewed the paynent of tax [slide 43],
explaining that a producer subject to tax under AS 43.55.011
"must make a nonthly estimted paynent of tax." He said "any
under or overpaynent anount of an installnent paynent bears
interest at the rate provided under the federal Internal Revenue
Code", which is conpounded daily. In response to Co-Chair
Seaton, he said this is corporate-w de/state-w de. In response
to Representative P. Wlson, he said it is in the best interest
of the taxpayer to make the nonthly paynent as close to correct
as possible. Payments will vary between a little over and a
l[ittle under, so they balance out in the end. The interest rate
is severe, so it is in the best interest of the conpany to get
it correct and it is in the state's best interest to make sure
it is correct because in the case of an overpaynent the state
woul d owe interest to the taxpayer. He said the true-up for the
previ ous year occurs on March 31.

1: 51: 57 PM

CO CHAI R SEATON asked when the overpaynent interest would be
r ei mbur sed

MR. DEES replied the March 31 true-up nust occur because it is
only at the end of the year that the real nunbers are known.
Alaska law requires that the estimated nonthly tax paynent be
calculated at one-twelfth of the annual |ease paynent, so the
nunbers are actualized on March 31 to determi ne whether there
was an over- or underpaynent for the year. He said the rate was
about 3 percent for an underpaynent and about 1.5 percent for an

over paynent . Wen the true-up is submtted on March 31, the
t axpayer includes either the additional tax and interest or a
request for a refund of an overpaynent. The departnent has 90

days to pay a refund to the taxpayer at no interest, but after
that 90-day period the interest rate turns to 11 percent
conpounded quarterly.

MR. TANGEMAN summarized that the nonthly paynments are estimates
based on one-twelfth of the annual |ease expenditures; March 31
is the first true-up; DOR has 90 days to do a desk audit; and
DOR can take up to six years to do the full-blown audit that
verifies these nunbers.
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1: 55: 34 PM

MR. TANGEMAN said slides 44-46 spell out the statutory |anguage
about the paynent of tax to the state.

MR. TANGEMAN, responding to Representative P. WIlson, said the
conpani es have until March 31 to present their final tax filings
and the state has 90 days from then to confirm the filings,
which is the interest-free time period. Therefore, the
conpani es basically have until March 31 of interest-free tine
period to finalize their tax returns.

1:56: 47 PM

MR. TANGEMAN noved to slide 47 to continue his presentation,
expl aining that under AS 43.55.150 the gross value at the point
of production (GVPP) "is determined at the point where the oil
or gas first enters into the transportation system and does not
i nclude any cost upstream of the point of production (lifting
and processing costs)." For exanple, this would be Punp Station
1 for Prudhoe Bay and for Kuparuk this would be entry into the
Kupar uk Pi peline. He said that "generally the first point of
entry into a common carrier pipeline is considered to be the
point of production.” Responding to Co-Chair Seaton, he
confirmed that all of the upstream costs are subtracted fromthe
value and that is the gross value at the point of production.

MR. TANGEMAN expl ained that for "netback"” purposes determ nation
of the GVPP begins with the destination value at the sales point
of the oil or gas [slide 48]. The determnation allows for the
actual cost of transportation except when: the shipper is
affiliated wth the transportation carrier; the contract for
transportation is not an arns-length transaction; or the nethod
of transportation is "not reasonable” in view of existing
alternatives.

MR. DEES, responding to Representative GGardner, said "not
reasonable" would be a situation such as a pipeline being
avai lable to ship the oil but instead the oil was |oaded onto a
car and driven to Valdez. He said that to his know edge
sonet hi ng unreasonabl e has not happened.

2: 00: 09 PM

MR. DEES, responding to Representative Dick, defined an arns-
l ength transaction as being two unaffiliated people executing an
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exchange where the agreed-to price of that exchange is what a
reasonabl e buyer or seller would do that transaction for, as
opposed to dealing with an affiliate where one or the other
[could influence the price or the cost].

MR. TANGEMAN added that if it does not appear to be a market-
price transaction, it would not be arns-I|ength.

CO CHAIR SEATON explained the <concept using a real estate
exanpl e: a wlling buyer and a willing seller would be the
mar ket value, while selling to one's daughter at half price
woul d not be an arms-length transaction.

2:02: 05 PM

MR. DEES, responding to Representative Seaton, said the point of
production is defined in AS 43.55.900. For oil, the point of
production is before the inlet of the pipeline connecting to a
particular field; the oil nust go through an automatic custody
transfer neter, called a lack neter, and that neter is the point
of production. Under rules mandated by the Alaska G| and Gas
Conservation Conmm ssion (AOCGCC), each field nust have a |ack
nmeter to neasure the oil before it |eaves the field.

2: 05: 04 PM

MR. TANGEMAN, continuing his presentation, noted that slide 49
spells out the actual statutory |anguage for AS 43.55.150.

MR. TANGEMAN next reviewed the determ nation of production tax
value of oil and gas [slide 50], explaining that |ease
expenditures under AS 43.55.165 "nust be upstream of the point
of production; nust be ordinary and necessary costs of exploring
for, developing, or producing oil or gas;" and "nmust be direct
costs of exploring for, developing, or producing oil or gas.”
He said they are adjusted by reinbursenments or simlar paynents
under AS 43.55.170, and al so noted that under AS 43.55.160(b) "a
production tax value calculated under this section may not be
| ess than zero."

2:06: 05 PM

CO CHAI R SEATON requested M. Tangenman to distinguish between
gross value at the point of production and production tax val ue.

MR. TANGEMAN directed attention to the inconme statenent on slide
10 and explained that the gross value at the point of production
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is the value after transportation costs are subtracted; from
this value the |ease expenditures are deducted to arrive at the
production tax val ue.

REPRESENTATI VE DI CK asked how closely the state nonitors the
cost nunbers [that are provided by the conpanies].

MR. TANGEMAN responded that the nonthly tax paynents are an
estimate but in March the conpany trues up the entire [previous]
12-nmonth year. The state then spends 90 days confirmng the
nunbers, after which the state conducts a full-blow audit
reviewing the details. Hanging over this for the entire tinme is
the interest paynent clause, so there is incentive to be as
accurate as possible through each stage.

2:08: 31 PM

MR. TANGEMAN, responding to Co-Chair Seaton, confirmed that the
gross value at the point of production is not showm on a
specific line on slide 10, but pointed out that it would be
right after the line for total transportation costs and before
the line for | ease expenditures.

2:10: 06 PM

MR. TANGEMAN resuned his presentation, noving to slide 51 and
explaining that |ease expenditures are direct costs "allowed by

the departnment by regulation”. Regul ation 15 AAC 55. 250,
standards for |ease expenditures other than overhead, defines
the types of activities for which direct charges wll be

al l owed. Responding to Co-Chair Seaton, he confirned that these
woul d be all the | ease expenditures. Regul ati on 15 AAC 55. 260
direct charges, defines the allowed expenses for activities in
15 AAC 55. 250.

2:11: 02 PM

CO- CHAIR SEATON surmised this standard for |ease expenditures
does not have anything to do with the limtation that was in
place for the first three years on the all owabl e expenditures.

MR. DEES answered the aforenentioned reference is to a standard
deduction that was placed on the legacy fields based on their
actual |ease expenditures in 2006. These regul ati ons were not
in place in 2006 so they were not really addressing what was
allowable as part of that calculation. However, DOR audited
those years and found expenditures it did not think allowable.
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Because 2006 was a nine-nonth year, statute allowed for those
particular legacy fields a deductible |ease expenditure of 1.37
times the nunber that was reached for 2006. The nunber for 2008

was 1.03. So, the nunmber grew by an inflation anmount of 3
percent each year until 2009, which was the |ast year of the
st andard deducti on. In further response, he said the standards

in 15 AAC 55.250 do apply eventually to what those expenses were
because DOR did not allow any activities that were not within
the parameters of those standards. These regul ati ons were not
in place at the tine that those audits were done, so in a way
t hese standards would have been what DOR would have used to
determ ne what those nunbers were for those years.

MR. TANGEMAN interjected that Sections 250 and 260 are actua
and extensive listings of itens that are allowed and they are
post that tinmefrane.

2:15:10 PM

CO CHAI R SEATON inquired whether the conbined direct costs on
the North Slope are all the |ease expenditures. He further
asked how nuch those direct costs are; for exanple, how nuch
were those costs for |ast year. He understood that 4.5 percent
of direct costs are allowed for overhead given that overhead is
not an al |l owed deducti on.

2:16: 53 PM
MR. TANGEMAN believed that was part of the capital expenditures

shown in DOR s Revenue Sources Book. He deferred to M.
Ni enhuis for answering the question further.

CHERYL N ENHUI'S, Acting Chief Econom st, Commercial Analyst,
Anchorage O fice, Tax Division, Departnent of Revenue (DOR),
replied DOR would probably take a percentage of the operating
expenditures because the overhead is the 4.5 percent of
operating and capital expenditures. She said she would get this
information for the commttee.

MR. TANGEMAN, responding to Co-Chair Seaton, agreed to have DOR
go back for three years of this information

2:18:13 PM
MR.  TANGEMAN, continuing his review of |ease expenditures,

expl ai ned that direct costs include charges for both capital and
operating expenses [slide 52]. He said AS 43.55.023(0) defines
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"qualified capital expenditures" as an expenditure that is a
| ease expenditure wunder AS 43.55.165 and that it is a
capitalized expenditure wunder the Internal Revenue Code

Because DOR relies on the federal codes there is no other
objective or defining criteria to be a "qualified capital

expenditure". Myving to slide 53, he noted that exclusions from
| ease expenditures are provided for under AS 43.55.165(e).

MR. TANGEMAN, responding to Co-Chair Seaton, confirnmed that a
capitalized expenditure under the Internal Revenue Code [slide
52] is not capitalized in the state's system and that the state
allows full wite off. He said [AS 43.55.023(0)] establishes
what is allowable.

2:19:42 PM

MR. TANGEMAN returned to slide 53 and related that |ease
expenditures include an exclusion for "that portion of
expenditures that would otherwise be qualified capital
expendi tures” and reduces the deduction for capital expenditures
by $.30 tinmes the total taxable production for each |ease or
property in British Thermal Unit (BTU) equival ent barrels.

MR. DEES, responding to Co-Chair Seaton, confirnmed that the $.30
is applicable to all areas of the state. He said it reduces
what otherwise would be qualified capital expenditures by $.30
times the total production in BTU equivalent barrels; so even in

an area that produces gas, the taxpayer will have to convert the
gas to a BTU equivalent barrel and multiply it by $.30 and that
figure will be deducted from the total capital expenditures.

While the reason for this exclusion depends on the person being
tal ked to, sone suggest it was done to allow for a deduction for
deferred maintenance in the field, recognizing that sone of the
expenditures a conpany has could be for maintenance itens.

2:22: 14 PM

MR. TANGEMAN resumed his definition of |ease expenditures,
stating that in Cook Inlet each |ease or property (LOP) is a
segnent [slide 54] and on the North Slope all |eases or
properties are segnents. "Both statute and regulation require
that costs are ring fenced to each segnent. A single production
tax value nmust be calculated for each segnent within the state.
The provision of [AS] 43.55.160(b) that a production tax val ue
may not be less than zero applies to each production tax value
cal cul ated for each segnent,” he expl ai ned.
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MR. DEES, responding to Co-Chair Seaton, explained that each
| ease or property and each product on a particular |ease or
property is a segnent. For exanple, a lease or property within
Cook Inlet that produces both oil and gas would have two
segnments, so the cost would have to be allocated to each of
t hose products on the basis of BTU equivalent barrels and then a
production tax value would be calculated for each of those

segnents. For a particular taxpayer the overall excess |ease
expenditures are determned on a Cook Inlet-wide basis, so the
ring fence in Cook Inlet is on a Cook Inlet-w de basis. To

determ ne whether a taxpayer with 10 different properties in
Cook Inlet had excess |ease expenditures, all 10 of those |eases
or properties would be considered. Responding to M. Tangenan,
he confirmed that in this exanple there would be 20 cal cul ations
- one for gas and one for oil for each of the 10 segnents - and
then these cal cul ations would be taken as a whole for the |ease
expendi t ur es.

2:25: 11 PM

CO- CHAIR SEATON inquired whether this is a holdover from the
economc limt factor (ELF) where the less the volunme from a
segnent or a property the less the tax, so a taxpayer holding a
| ot of segnments did not pay any taxes.

MR. DEES offered his belief that this is the case. He said that
under ELF there were separate economic limt factors for each
product; thus there was an ELF for oil and an ELF for gas. To
keep Cook Inlet from having a tax increase under the new net
tax, the integrity of those segnents was maintained to determ ne
the tax ceilings and to prevent the tax increase.

2:26: 23 PM

CO CHAIR SEATON stated that the economic limt factor was a
factor based on the total production in a field and the average
production per well in that field; so, the snmaller the
production in a field the less tax paid and the nore wells in
the field the lower the tax on that field. Gven the tax rates
in Cook Inlet, he asked whether there really is any tax effect
of having these segnments since the inlet is ring fenced. He
al so asked whether this conplicated tax system is currently
serving a purpose.

MR. TANGEMAN replied that things were locked in when the state
went to this system Ei t her existing production was |ocked in

HOUSE RES COW TTEE - 13- March 23, 2012



based on the previous 12 nonths or new production was |ocked in
based on the calculation with $.177.

MR. DEES verified that for Cook Inlet all these calculations
must be done to determne that basically the taxpayer owes no
tax. Al the calculations nmust be done for all the segnents to
determ ne whether there are excess |ease expenditures or excess
tax credits that could be used in another area of the state. He
concurred there is a lot of conplexity in Cook Inlet that could
be sinplified.

CO CHAI R SEATON commented that this conplexity may be sonething
to look at since the result is zero tax, making all the
cal cul ati ons usel ess.

2: 30: 49 PM

MR. TANGEMAN returned to his overview of |ease expenditures,
noting that segments would be identified under 15 AAC 55. 206(c)
[slide 55]. Moving to slide 56 he pointed out that in addition
to the oil and gas production tax under AS 43.55.011(e), a
producer nust also pay the follow ng surcharges: $.01 per
taxabl e barrel of oil from each |ease or property in the state
[AS 43.55.201] and $.04 per taxable barrel of oil from each
| ease or property in the state [AS 43.55. 300]. He noted that
“"the legislature may appropriate these funds to the response
account in the oil and gas hazardous substance release
prevention and response fund established by AS 46.08.010."

2:32: 24 PM

REPRESENTATI VE GARDNER asked what the current balance is of the
af orenenti oned fund and whether that balance is adequate for a
possi bl e need.

MR. TANGEMAN offered to get back to the commttee with this
figure.

MR. TANGEMAN, responding to Representative P. WIlson, said the
two surcharges apply to taxable barrels after the royalty
barrels are taken out; thus, the total surcharge per taxable
barrel is $.05.

M5. NENHU S, responding to Co-Chair Seaton, related that
according to DOR s Revenue Sources Book the AS 43.55.201
surcharge of $.01 is called the "response surcharge" and the [AS
43.55.300] surcharge of $.04 is the "prevention surcharge". She
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said the $.01 per barrel surcharge is suspended when the state's

response account equals or exceeds $50 million and since the
account's current balance is about $48 mnmillion the state is
still <collecting the entire $.05. In further response, M.

Ni enhuis reported that the response account is adm nistered by
t he Departnent of Environmental Conservation (DEC)

2:35:26 PM

CO CHAI R SEATON concurred with Representative Herron that the
conmittee will probably want to look at whether $50 million is
adequate for oil spill prevention and response, given inflation
over the years. In further response, Co-Chair Seaton stated
that DEC will be asked to address the conmttee about the fund.

He surmised that DOR s responsibility is only to nmke the
cal culations and to put the noney into the fund.

M5. NIENHU S confirnmed that DOR s responsibility is to track the

fund bal ance. She said DOR receives notification of the fund
bal ance so the departnent knows when to suspend or resune
charging that penny per barrel. She added that the penny per

barrel only went into place again in 2007. While DOR nonitors
the fund's balance and has occasional conversations wth DEC

about the fund, she said DOR has little influence over that
noney.
2:37:49 PM

REPRESENTATI VE MJUNOZ thanked the Departnment of Revenue for
provi ding graphs depicting the scenarios of profit splits under
HB 110 and SB 192 [8 slides produced in response to the
commttee's request to reproduce slide nunber's 22 and 23 from
DOR s 3/21/12 presentation to reflect absolute profit split and
share of profit under HB 110 and CSSB 192]. She asked why the
federal tax increases in the scenarios when the state tax
decr eases.

MR. TANGEMAN responded that as the producer share increases the
producer is keeping nore of the revenue, so the producer is
responsi ble to pay [federal tax].

REPRESENTATI VE MUNOZ asked whether all of the scenarios in the
af orenenti oned graphs take into account the credits provided to
t he producers by the state.

M5. N ENHUI S answered the graphs take into account the |ease
expenditures and the oil that is being produced and therefore
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the credits that are taken against tax liability. Credits
generated by conpanies that are not applying those credits to
the tax liability are handl ed through the budget cycle, so those
credits are not included in the graphs.

MR. TANGEMAN clarified that not included in the graphs are the
explorers that do not yet have a tax liability.

2:39: 52 PM

MR. TANGEMAN, responding to Co-Chair Seaton, confirnmed that the
graphs for HB 110 are calculated on old, not new, oil. He said
they are based on the fall forecast, both production and price,
so DOR is not assum ng any hypothetical new production based on
any bill passing.

2:43: 01 PM

REPRESENTATI VE P. WLSON, requested M. Tangeman to expound on
the difference between absolute profit split and the share of
profit.

MR. TANGEMAN explained that DOR had originally used slide 7 as
looking at just the percentage split, but then received
guestions about what the dollar split would look like. So slide
4 [of the 8 slides] is purely the dollar inpact as the price
progresses upward. Slides 6 and 7 depict a percentage split, so
it is just tw different ways to ook at it.

CO CHAI R SEATON observed from the graphs that the producers are

al ways making nore noney as the price rises. VWile slide 7
shows that the producers' percentage may go down, they are stil
maki ng nore noney in absolute terns. He pointed out that when

Al aska's share increases, that amount is deductible from federa
taxes; when the state's share is reduced, 35 percent of that
reduction goes to the federal government because that is then
profit to the producer. The state only taxes profits, so when
$100 million is shifted fromthe state, $35 nillion of that goes
to the federal governnent.

2:46: 04 PM
M5. NIENHU' S, responding to Co-Chair Seaton, confirmed that the

graphs on these 8 slides include royalty, corporate incone tax,
and property tax - so they include all the state revenues.
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CO CHAIR SEATON requested the graphs be redone wthout the
royalty because in other states the royalty is private and
private royalties are not conputed into the governnent share,
which nakes it hard to do conparisons between Al aska and ot her
st ates.

MR. TANGEMAN said this could be done, but advised that it would
skew the producers' share because a producer in another state is
paying a royalty. Whet her that royalty goes to the state or a
private |andowner, it is still a paynment that a producer is
maki ng.

CO CHAIR SEATON pointed out that what is being conpared is
governnment take, so it does not matter whether the royalty is
being paid to the State of Alaska or sonmeone else. So when the
12.5 Alaska royalty is included in the graphs it does not depict
the sanme tax consequences seen in another state where the
royalties are not included because they are paid to private
entities. He would like to be able to conpare Alaska' s tax
systemw th another state's tax system

MR. TANGEMAN bel i eved DOR has produced charts that break out the
state's four revenue streans and said he wll provide the
conmittee with them

2:49:41 PM

REPRESENTATI VE GARDNER added that nost informative would be
charts conparing Alaska to other regines with the royalty added
to that - but not as governnent take - so conmttee nenbers
could see how industry take in Al aska conpares to industry take
el sewhere, given that royalty in other states can be tw ce as
much as it is in Al aska.

REPRESENTATI VE P. WLSON comrented it is wunknown what the
private royalty take is because it is a private contract.

CO- CHAIR SEATON concurred, but said it is known from sone
| andowners that those |andowners are receiving 25-30 percent
royalty. He allowed that this anmount varies; for exanple, in
Kansas certain | andowners are receiving 16 percent.

MR. TANGEMAN pointed out that today's presentation was based on
current statutes, so DOR will need sonme direction from the co-
chairs on what the commttee would like for additional graphs
when there is another bill.
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CO- CHAIR SEATON said the commttee is currently asking for
charts that DOR has al ready prepared now.

2:51:58 PM
ADJ OQURNVENT

There being no further business before the conmttee, the House
Resources Standing Commttee neeting was adjourned at 2:52 p.m
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