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ACTI ON NARRATI VE
1: 09: 42 PM

COCHAIR PAUL SEATON called the House Resources Standing
Committee neeting to order at 1:09 p.m Representatives Seaton,
Gardner, Kawasaki, P. WIlson, and Feige were present at the call
to order. Representatives Dick, Herron, Foster, and Minoz
arrived as the neeting was in progress.

HB 328-O L AND GAS CORPCORATE TAXES

1: 10: 00 PM

CO CHAI R SEATON announced that the first order of business would
be HOUSE BILL NO 328, "An Act relating to the oil and gas
corporate incone tax; relating to the credits against the oil
and gas corporate inconme tax; making conform ng anmendnents; and
providing for an effective date."

1: 10: 33 PM

REPRESENTATI VE P. W LSON noved to adopt the commttee substitute
(CS) for HB 328, identified as Version 27-LS1142\1, Naunman,
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3/ 27/ 12, as the working docunent. There being no objection,
Version | was before the commttee.

CO- CHAIR SEATON informed the commttee HB 328, Version |,
addresses issues brought forth by industry and the Departnent of
Revenue (DOR) relating to the regulations on depreciation
schedul es, changes in the subm ssion of industry data and the

cal culation of corporate incone tax, quarterly filings,
penalties for failure to file, and exenptions for conpanies wth
less than a $1 nmillion tax liability. He asked for future
comments on the bill to be specific to Version |

1:12: 24 PM

[ Alt hough not formally announced, HB 328 was treated as held
over. ]

OVERVI EWS): Decoupling of Ol & Gas Taxes

1:13: 44 PM

CO- CHAI R SEATON announced that the final order of business would
be an overview by the Departnent of Revenue (DOR) regarding the
decoupling of oil and gas taxes.

1:14:14 PM

BRUCE TANGEMAN, Deputy Comm ssioner, Ofice of the Comm ssioner,
DOR, said DOR was asked to present an overview on the issue of
decoupling in order to refresh the conmttee' s know edge on this
subject as it is expected to resurface in the future.

CO CHAIR SEATON noted that there was no bill presently before
the coonmttee to acconplish decoupling.

MR. TANGEMAN stated the presentation would address the follow ng
t opi cs:

* A brief review of how Al aska's production tax works
* What is "decoupling"?

Wiy decoupl e?

 Decoupling Issues

e History: Senate Bill 305 in 2010

MR. TANGEMAN displayed slide 3 entitled "Review How Al aska's
Production Tax W rks," and explained the tax is a conpany-
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specific tax based on the Production Tax Value (PTV), which is
calculated by taking market price less transportation costs to
determine the gross value at point of production (GVPP), and
then deducting operating and capital |ease expenditures from
GVYPP to determ ne PTV. As illustrated, other factors are the
base tax rate of 25 percent, which is affected by progressivity
when PTV is over $30 per barrel of oil equivalent (/BOE), and
increases by 0.4 percent for each $1 of PTV over $30/BCE For
exanple, at PTV of $50/BOE, the tax rate is 33 percent. In
response to Co-Chair Seaton, he confirmed that PTV of $50/BCE is
based on Alaska North Slope (ANS) Wst Coast price of $80 per
barrel (/bbl), and PTV of $92.50/BCE is based on ANS West Coast
price of $120/bbl.

1:17:59 PM

MR. TANGEMAN displayed slide 4 entitled "FY 11 Production Tax
Cal culation,” noting the slide is fromthe DOR Fall 2011 Revenue
Sources Book (RSB) and depicts the tax calculation on a "high
| evel . " Slide 5, entitled "What is 'decoupling' ,"” illustrated
the followng: wunder current |aw, gas production from maj or gas
sal es woul d be converted to "barrel of oil equivalent” [BOE] and
taxed in the same calculation as oil; current |aw equates siXx
million British thermal units (Btu) to one barrel of oil; and
decoupling would calculate oil and gas tax for major gas sales
separately. Slide 6 conpared the calculation of oil and gas tax
liability coupled with the calculation of tax liability of oil
and gas decoupl ed. Slide 7 began to answer the question of why
decoupl e:

« Ol is different than gas (different uses, resource
endownent s, and substitutes)

* Decoupling allows tax policy to be crafted specific to oil
or gas production

*Ql is currently worth nore than gas (per unit of energy)
e Gas value as it relates to oil (parity) varies greatly over
tinme. Currently oil costs about $120/bbl and gas costs

about $2.20 per mllion Btu.
1: 20: 41 PM
CO CHAI R SEATON asked whether gas prices in Cook Inlet or on the
North Slope are tied to the Henry Hub natural gas pricing point

for North America and if not, what price indices are used to
conpare prices on a worl dw de basi s.
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MR. TANGEMAN expressed his belief that the prevailing price of
gas in Al aska is based on the |ocal narket.

CO CHAI R SEATON observed about 240 mllion cubic feet per day
(Mef/d) of gas punps into the Southcentral electrical grid.
However, Alaska gas is not nmarketed in the Lower 48 thus the
Henry Hub price is not appropriate. He said he would like to
see a price conparison for exporting gas to Asia, which is a
market in which Alaska would participate if AQJA does not
conplete a route to Al berta, Canada.

MR. TANGEMAN assured the conmittee that if a bill were proposed
nore realistic nunbers would be generat ed. For any major gas
sale to occur in the future, a price a |lot higher than $2. 18 per
Mcf rmust be assuned.

REPRESENTATI VE P. WLSON asked for the indices currently being
used by DOR for its forecasts.

MR. TANGEMAN said DOR is using ANS West Coast for oil and the
Henry Hub i ndex for gas.

CO CHAI R SEATON turned the gavel over to Co-Chair Feige.
1: 25: 00 PM

MR. TANGEMAN di spl ayed slide 8 and pointed out that oil price is
not 6:1 of gas price. In the past, 6:1 oil and gas prices may
have been parity; however, since 1/06, the price of oil has
clinbed to its present value. Because oil is worth so nmuch nore
t han gas, decoupling has beconme a big issue. Slide 9 continued
to answer the question of why decoupl e:

e Including lower value gas in the sanme tax calculation as
hi gher value oil reduces the average value per BOE and
therefore reduces the progressive tax rate on oil. This is
known as the dilution effect

e By taxing oil and gas together, gas production reduces oil
t axes even through oil operations are unaffected

e This has been called the flip the switch problem as soon
as mmjor gas sales begin, state tax revenue could drop
significantly, under certain price scenarios

REPRESENTATI VE KAWASAKI asked for a rough estimate of the
current economic inpact to the state of the present tax system
and the possible inpact of opening a 4.5 billion cubic feet per
day (bcf/d) gas pipeline.
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DAN STI CKEL, Acting Assistant Chief Econom st, Anchorage Ofi ce,
Tax Division, DOR said DOR |ooked at nunbers from 2011 and

found that the reduction in state revenue from oil - due to
including gas from Cook Inlet and North Slope sales in the
progressivity calculation - would have been about $80 mllion
dollars, and could rise to $100-$150 mllion per year going
f orward.

1.27.47 PM

MR. TANGEMAN di spl ayed slide 10 which laid out the assunptions
for the four scenarios on slides 11-14. The assunptions are:

* One year incone statenment nodel
* DOR 2012 profiles: 450 thousand bbl/d of oil; 4.5 bcf/d of

gas

 Conversion: 6 Mf = 1BCE

* Costs allocation: $2.5 billion in operating expenses; $2.5
billion in capital expenses; costs split on the basis of

gross value at the point of production (PoP)
e« Transportation costs: $11/bbl for oil; $4.5/ MvBtu for gas

REPRESENTATI VE DI CK asked for a further explanation of the BCE
conversion factor.

MR. TANGEMAN explained that in the conversion factor BCE has
nothing to do with where it falls in the incone statenent, only
that six thousand feet [6 Mf] of gas is the thermal equivalent
to one barrel of oil [1 bbl].

COCHAIR FEIGE in further response to Representative Dick,
poi nted out one thousand cubic feet (Mf) of gas is also roughly
the thermal equivalent to one mllion Btu (MVBtu).

1: 30: 04 PM

REPRESENTATIVE DICK said, "So BOE is not referring to cost
are we conparing dollars or ... Btus?"

1: 30: 28 PM

MR. STICKEL explained the purpose of putting the conversion on
slide 10 was just to state a nodeling sinplification that DOR
used for the purpose of preparing the scenarios on slides 11-14.
A factor of each scenario is that the tax is assessed - and
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progressivity is calculated - on a BOE basis; this was the
conversion factor that was used to calculate the "4.5 bcf a day
of gas, two barrels of oil equivalent, and we sinply used the
6:1 ratio.... It's a nodeling sinplification."

REPRESENTATIVE DICK further asked whether the 6:1 ratio
conpari son was of the dollar ratio or the Btu ratio.

COCHAIR FEIGE returned attention to slide 5, restating that
current |law equates [the heating value of] six mllion Btu to
one barrel of oil, and that one Mf of gas and one mllion Btu
are about the sane.

MR. TANGEMAN displayed slide 11 entitled "At high parity,
Decoupl ed Revenue > Status Quo," explaining that an oil price of
$120/ bbl and a gas price of $8/ MWBtu equates to a 15:1 parity.

REPRESENTATI VE GARDNER asked for the difference between the "QO |
Stand Alone and Gas Stand Alone" and the "Decoupled" bars
illustrated on the slide 11 bar graph.

MR. STICKEL responded that in this slide presentation they are
essentially the same. |In designing the slides, DOR has provided
the ability for a conparison between three different scenari os.

REPRESENTATI VE P. W LSON asked for an explanation of parity.

MR. TANGEMAN answered that parity is the conparison of how oil
and gas relate, which was 6:1 years ago but, as oil prices have
increased and gas prices have decreased, the parity has grown.
M. Tangeman returned attention to slide 11, noting that the
revenue was based on 450 Mobl/d of oil production and 4.5 bcf/d

of gas production. If revenue from both were calcul ated
together - which is the status quo - state revenue would be $4.1
billion; if decoupled, and calculated separately, state revenue

woul d be $5.9 billion, making a difference of $1.8 billion.
1:35:26 PM

REPRESENTATI VE P. WLSON presuned the oil conpanies prefer oil
and gas taxed together.

REPRESENTATI VE KAWASAKI inquired as to the reason the scenario

was based on 450 Mobl/d of oil production, instead of the
current rate.
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MR. STICKEL said 450 Modbl/d of oil production represents the
rate of production DOR expects 10 years from now, based on its
Fal | forecast.

MR. TANGEMAN further explained it would not be realistic to use
today's oil production rate, so DOR factored in the forecasted
oil production decline over the next 10 years, which is about
the length of tinme needed to develop gas production to 4.5
bcf/ d.

REPRESENTATI VE KAWASAKI asked if DOR also anticipates that the
price of oil would be $120/bbl and the price of gas would be
$8/ MVBt u.

MR. TANGEMAN clarified that DOR could have wused its Fal
forecast; however, the purpose of this presentation was to show
revenue from several different scenarios. As an aside, he said
the DOR forecast for ANS West Coast in 2021 is $117.31. Slide
12 indicated that an oil price of $120/bbl and a gas price of
$15/MMBtu equates to a parity of 8:1. In this exanple, total
revenue is significantly higher, however, the difference between
Status Quo, G| Stand Alone and Gas Stand Al one, and Decoupl ed
is much |ess because the price of oil and gas are approaching a
parity of 6:1. Slide 13 illustrated an oil price of $90/bbl and
a gas price of $15/MwBtu, which are the breakeven levels and
parity of 6:1. At this ratio, revenue is nearly the same for
Q1 Stand Alone and Gas Stand Al one, Status Quo, and Decoupl ed.
Slide 14 illustrated revenues at today's oil price of $120/ bbl
gas price of $2.18/ MwBtu, and parity of 55:1, vyielding an
increase in revenue of about $2.7 billion.

1: 39: 55 PM

REPRESENTATI VE HERRON asked whet her DOR has a slide that depicts
oil prices at $150-$160/ bbl .

MR. TANGEMAN of fered to provide that information.
REPRESENTATI VE HERRON asked whether the high forecasts presented
during the discussion of Alaska's Cear and Equitable Share

(ACES) were based on oil prices of $100-$120/ bbl.

MR. TANGEMAN said he did not recall, but could provide that
i nformation.

REPRESENTATI VE HERRON understood during the ACES debates no one
dreamed of an oil price of $150/bbl; however, speculators are
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now depending on a price of $150/bbl in the future. He
guestioned why the nodels presented today do not include high
prices.

MR. TANGEMAN agreed, saying at that time the price of oil was
$60/ bbl, but gas prices were higher than they are today, so
parity really was close to the breakeven ratio of 6:1. He noted
that DOR has |earned that oil prices can go up exponentially and
seeks to incorporate nodels of a wde range of prices.

1:42: 56 PM

REPRESENTATI VE P. WLSON requested that DOR provide bar graphs
depicting an oil price of $150/bbl and gas prices of $3/ MVBtuU
and $8/ MwBtu, and an oil price of $175/bbl and gas prices of
$3/ MVBt u and $8/ MVBt u.

MR. TANGEMAN agreed to do so. In response to Co-Chair Feige, he
said he would determ ne whether DOR could provide the conmttee
with a nodel, so each nenber could run desired scenarios. He
turned attention to slide 15, which illustrated the follow ng
observati ons:

* Decoupling provides for a state share simlar to the status
guo when gas prices are relatively high (less dilution of
progressivity under status quo)

e Decoupling inposes a higher state share conpared to the
status quo when gas prices are relatively | ow

e Decoupling generates revenue equal to or greater than Gl
Stand Al one revenue in all cases.

1: 45: 20 PM

MR. TANGEMAN di spl ayed slide 16 which illustrated the foll ow ng
decoupling i ssues on cost allocation:

 How costs are allocated between oil and gas has a
significant inpact on overall taxes owed

* Because oil and gas are generally produced together, it is
not easy or straight forward to determne the «costs
applicable to the gas or oil produced

e The cost allocation nmethod could result in uncertainty,
di sput es, and del ays

e Cost allocation should be specified in the statute, and is
a very inportant policy decision
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REPRESENTATI VE KAWASAKI asked how ot her states such as Texas and
North Dakota, deal wth cost allocation between oil and gas,
given the disparity of prices.

MR. STICKEL advised in sone ways this is a unique issue faced by
jurisdictions that tax on a net basis; in fact, when taxing on a
gross basis, |ease expenditures are not included in the
cal culation. However, DOR has found that for jurisdictions that
do tax on a net basis and have a separate tax systemfor oil and
gas, GVPP is the nost commobn way to allocate costs between oil
and gas production, although not the only way.

REPRESENTATI VE GARDNER asked how conplicated it would be to use
gross value at point of production for the purpose of allocating
costs, but retain the net profits tax system

MR STICKEL observed that any form of allocation under
decoupling adds a layer of conplexity to the tax, and would
require new statutes, staff, and regulations, but that is a
hurdl e DOR can overcone.

MR. TANGEMAN displayed slide 17 which illustrated three cost
al | ocati on scenari os. Each scenario was based on GVPP and
parity of 15:1. Scenario 1 splits the cost based on BCE, which
means 38 percent of the cost goes to oil for a total allocation
of $1,875, and 63 percent to gas for a total of $3,125.
Scenario 2 splits the cost based on GVPP, which neans 76 percent

of costs are attributable to oil, and 24 percent are
attributable to gas. Scenario 3 splits the cost based on
assunmed actual costs of 90 percent to oil and 10 percent to gas.
He stressed that how the state will allocate and split costs is
a big question in regards to decoupling. Slide 18 was a bar
graph which illustrated the inpact of the allocation nethods

shown on slide 17. Scenario 1 [bar 1], decoupled with taxable
barrels BOE cost allocation, indicated the oil was worth $6.8

billion, and the gas was worth $0.2 billion, for a total of $7
billion. Scenario 2 [bar 2] decoupled wth GVPP cost
allocation, indicated the oil was worth $5.1 billion, and the
gas was worth $0.8 billion, for a total of $5.9 billion.
Scenario 3 [bar 3], decoupled with oil costs of 90 percent and
gas costs of 10 percent, indicated the oil was worth $4.5
billion, and the gas was worth $1.1 billion, for a total of $5.5
billion. M. Tangenman pointed out that this is revenue

generated to the state and as nore deductible costs are directed
toward the higher priced product [oil], the PTV - on which the
tax and progressivity are calculated - and state revenue, are
driven down.
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1: 52: 22 PM

REPRESENTATI VE DI CK asked whether there is a realistic way to
calculate what is attributable to oil and what is attributable
to gas.

MR. TANGEMAN explained that starting from the GVPP and then
deducting |ease expenditures gets very conplicated, because
wells differ greatly in their mx of oil and gas. So, when
taxes are calculated on a gross level, the tax is based on the
value of the product, and costs are distributed by value.
However, under the net system there is no end to how the costs
could be applied, so the difficulty is for the state to decide
how to allocate the costs in a fair nanner. In response to
Representative P. WIson, he said the price of oil is held
constant in the scenarios presented by DOR

MR. STICKEL further explained the basic principle illustrated on

slide 18 is that the price of oil is high and there is a
significant progressivity surcharge resulting in a higher tax
rate on oil. There is no progressivity on gas thus the nore
costs that are shifted to oil reduce the tax rate on oil. For

exanple, the bar depicting decoupled with taxable barrels BOR
Cost Allocation has 38 percent of the costs shifted to oil and a

total of $7 billion in state revenue, and the bar depicting
decoupled with oil costs has 90 percent of the total cost
shifted to oil and totals $5.5 billion in state revenue;
therefore, nore costs shifted towards the "oil side" reduce the
overall tax liability. M. Stickel clarified that there are
sonme instances where costs wll be clearly an oil cost or

clearly a gas cost; the allocation |anguage only applies to
situations where the type of cost is not clear.

REPRESENTATI VE P. WLSON presuned that the state would want to
cal cul ate which scenario is best for it, but the oil conpanies
want what is best for them

REPRESENTATI VE GARDNER sai d the decision is nmade by the state.
CO- CHAIR FEIGE assumed that depending on where a particular
field is in its production cycle, the revenue from each of the
scenarios will vary.

MR. TANGEMAN agreed, saying the state is I|ooking at each

scenario at a point in tinme, but a producer is |ooking at higher
costs during the natural decline of a well.
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CO-CHAI R FEI GE asked for a review of each nethod.
1:58: 25 PM

MR. STICKEL advised the first nethod allocates costs based on
BCE, which would be the -energy -equivalent ratio of the
production of oil and the production of gas. The second nethod
all ocates costs based on GVPP, which would allocate the costs
based not on the energy equivalent, but on the value of the oi

and the gas. The third nethod allocates costs based on an
assumed actual, thus a conpany would declare its expenses
di vi ded between gas and oil; this is the nost conplicated of the
three nmethods and would require extensive regulation. I n
general, oil production is inherently nore expensive than gas
production, which is the rationale for the 90:10 split. He
suggested that a straight percentage could also be used. I n

response to Co-Chair Feige, he said the first nmethod would be
easiest for DOR to admnister because it is currently in
statute, and the third nethod is the nost conpl ex.

REPRESENTATI VE GARDNER asked whether the first nethod is also
easi est for the producers.

MR. STICKEL, although not speaking for industry, pointed out
that the data necessary is the sane for DOR and industry. I n
response to Co-Chair Feige, he agreed that the third method
could be controversial.

REPRESENTATIVE DICK returned attention to slide 3 and asked
whet her transportation costs are the costs of getting the gas
out of the ground.

MR. TANGEMAN explained the transportation cost would be the
Trans- Al aska Pipeline System (TAPS) tariff and the marine
transportation costs to get the gas to narket. In further
response to Representative Dick, he said the cost of getting the
gas to the well head would fall under |ease expenditures.

MR. STICKEL clarified that the cost allocations referred to in
the presentation include only | ease expenditures.

MR. TANGEMAN displayed slide 19 which reviewed sonme other
decoupling issues to consider:
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e Potential inpact on current gas production: Cook Inlet
gas; gas used in-state; small quantities of other gas
production, as in outer continental shelf (OCS)

e Conplexity of admnistration for the state and taxpayers

e Specify gas tax now or save for another session

 Bal ance between desire for revenue and naking a mmjor gas
project attractive

e Treatnent of net operating |loss for gas
2:04: 25 PM

MR, STICKEL, in response to Co-Chair Feige, further explained
that the treatnent of net operating loss for gas issue cones
into play in a situation simlar to current prices, because
selling gas for $2-%$3 with a $4.50 tariff results in a GVPP of
zero, and noney is lost just by shipping the gas. Currently, a
loss due to transportation cost is not eligible for a carry-
forward annual |oss credit.

COCHAIR FEIGE surmsed this would happen if a conpany expected
a higher price, but after entering a contract for delivery, the
mar ket price dropped.

MR. STICKEL said correct.

REPRESENTATI VE P. WLSON presuned that the reason the conpanies
want to own the pipeline is "because they can pay that to
thenselves ... wite-off the loss that way, and still nmake
noney. "

MR. TANGEMAN advised that the transportation cost is a real
cost; it is the cost of building and maintaining the pipeline
In further response to Representative WIson, he said the cost
of transportation may be $4.50 for gas that can be sold for $2,
and "regardless of who owns it, sonebody's going to be paying

that $4.50." This is the overriding discussion around the gas
pi pel i ne now, because building a gas pipeline assunes the market
price for gas will increase. In response to Co-Chair Feige, he

agreed that allowng a wite-off of a net operating |oss agai nst
ot her production would vastly change the economcs of a gas
pi pel i ne project.

REPRESENTATI VE P. W LSON observed that other states do not have
t he probl em of transporting gas over |ong distances.
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REPRESENTATI VE DI CK opined that gas and oil flow from a well
simul taneously thus the cost of getting gas out of the ground is
negl i gi bl e.

MR. TANGEMAN deferred to DNR or the industry.
2:09: 06 PM
CO- CHAI R FEI GE provi ded an exanpl e.

REPRESENTATI VE DI CK suggested that in the interest of fairness,
if the gas is comng out of the ground anyway, all of the costs
at the well head shoul d be subscribed to oil.

MR. TANGEMAN advised that not all wells are created equal and
the sanme percentage of oil and gas do not conme from each well
in addition, there is a very wide range of mx over a period of
time. In the early years of production on the North Sl ope, nost
of the flow was oil, but today nore of the flow is water and
gas, which adds to the cost of production. He turned attention
to slide 20 which illustrated the history of Senate Bill 305 in
2010:

* Decoupled oil and gas for purposes of a major gas sale
* Held harm ess nost current gas production

e Provided one tax calculation for oil, Cook Inlet gas, and
gas used in-state

e Provided a separate tax calculation for non-Cook Inlet gas
that is exported out of state

e Specified GYPP cost allocation to the extent possible

* Extensive analysis by the legislature, admnistration, and
consul tants

* Nunerous technical issues raised and addressed

* Final bill is the basis of this year's decoupling in SB 167
and SB 192

CO CHAIR FEI GE asked how GVPP cost allocations "to the extent
possible” fit into the three aforenentioned nethods of cost
al I ocati on.

2:12:13 PM
MR. STICKEL said the initial version of Senate Bill 305 directed
that the |lease expenditure allocation was left up to the

discretion of DOR through regulation; however, in the final
version, GVPP was specified as the preferred nmethod of |ease
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expenditure allocation, including the |anguage "to the extent
possi ble,” which |eft open the possibility for another nethod of
all ocation to be specified.

COCHAIR FEIGE presuned it was up to DOR to assign another
met hod.

MR. STICKEL said right. He added that the |anguage in the bil
directed DOR to develop regulations for the allocation of |ease
expenditures in those situations where it was necessary, and
also directed DOR to allocate |ease expenditures based on GVPP
to the extent possible. In response to Co-Chair Feige, he
agreed that the | anguage gave DOR nore flexibility.

REPRESENTATI VE DI CK understood that currently the gas and water
comng fromthe well are treated and the gas is re-injected; so,
where is the cost if instead of re-injecting the gas, it is put
in a pipeline.

MR. TANGEMAN deferred to an expert in oil and gas engi neering.

REPRESENTATI VE P. WLSON referred to the flexibility provided in
Senate Bill 305 and asked how DOR would determ ne which cost
allocation to utilize.

MR. TANGEMAN recalled that at the time Senate Bill 305 was
passed, DOR was dealing with a conplex tax system and
i npl ementing changes in regulations from the Petroleum Profits
Tax (PPT) to Alaska's Cear and Equitable Share (ACES) tax
system He opined Senate Bill 305 "wasn't quite right,"” but
now, two years later, DOR is in a better position to talk about
an eventual gas sale.

2:19: 16 PM

MR. TANGEMAN, in response to Representative P. WIson, displayed
slide 21 which continued the history of Senate Bill 305 in 2010:

Passed Senate and House, vetoed by governor
* Reasons cited in veto nessage:

. 1. Decoupling, on its own, represents an overal
tax increase

. 2. Changing the tax during the pipeline open
seasons (AG A, Denali) creates uncertainty

. 3. Change not needed at this time because

| egislature retains ability to nake changes to tax
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laws ... any tax locked in for firm commtnents at
the first AG A open season only applies to gas, not
oi |

MR. TANGEMAN opined the timng was not right for decoupling at

that tinme, and - although the governor still regards these
issues as problens - DOR today feels it was appropriate to
i ncor porate | anguage from Senate Bill 305 into SB 192.

REPRESENTATIVE P. WLSON reiterated her question of whether it
is better to decouple now before the start of open season, in
order to be fair to the oil conpanies. She clarified that she
was tal ki ng about the open season that starts in Cctober 2012.

MR. TANGEMAN stated that stability and an awareness of the gas

tax structure will be very inportant to the oil conpanies down
t he road. At this tinme, the admnistration is willing to put a
structure in place that will regulate how gas and oil wll be
decoupled in the future. Legi sl ation proposed this session
woul d establish a structure for how to deal with a tax on gas
next year, or whenever appropriate. He acknow edged that the

| anguage in SB 192 would not solve all of the issues surrounding
gas.

2:24: 28 PM
CO CHAIR FEI GE returned the gavel to Co-Chair Seaton

REPRESENTATIVE P. WLSON inferred the bill would decouple the
oil and gas tax without detail.

MR. TANGEMAN restated that the language in HB 192 is the
| anguage that was in Senate Bill 305, which was vetoed by the
governor. He declined to speculate on future changes to HB 192.
CO- CHAIR SEATON asked whether the admnistration anticipates
t hat open season bids would be highly contingent upon taxes and
ot her factors.

MR. TANGEMAN declined to specul ate.

2:29:40 PM

ADJ QURNVENT

There being no further business before the commttee, the House
Resources Standing Conmmttee neeting was adjourned at 2:30 p. m
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