SENATE FI NANCE COWM TTEE
March 20, 2012
9:03 a.m

9:03: 02 AM

CALL TO ORDER

Co-Chair Stednman called the Senate Finance Committee
nmeeting to order at 9:03 a.m

VEMBERS PRESENT

Senat or Lyman Hof f man, Co- Chair
Senat or Bert Stedman, Co-Chair
Senator Lesil McQuire, Vice-Chair
Senat or Johnny Ellis

Senat or Denni s Egan

Senat or Donny d son

Senat or Joe Thonmas

VEMBERS ABSENT

None

ALSO PRESENT

Senator Bill W el echowski , Sponsor ; M chell e Sydenan,
Staff, Senator Bill Welechowski; Johanna Bales, Deputy
Director, Tax Division, Departnent of Revenue; M chael
Hur |l ey, Di rector, Gover nient Affairs, ConocoPhi |l l'i ps

Al aska; Senator Cathy G essel, Sponsor.

PRESENT VI A TELECONFERENCE

Li sa Evans, Assistant Director, Sport Fish Division, Al aska
Department of Fish and Gane; Deborah Vogt, Self, Haines;
Kara Moriarty, Executive Drector, Alaska Ol and Gas
Associ ati on; Chancy Croft, Sel f, Anchor age; Rebecca
Reichlin, Board Chair, Four Valleys Comunity Schools,
G rdwood; Dianna Hiibner, Ski Area General Manager, Al yeska
Resort, G rdwood.

SUMVARY

SB 91 SPORT FI SHI NG GUI DI NG SERVI CES



SB 91 was HEARD and HELD in conmittee for further
consi derati on.

SB 146 SNOW CLASSI C

SB 146 was HEARD and HELD in committee for
further consideration.

SB 201 O L AND GAS CORPORATE TAXES

SB 201 was HEARD and HELD in commttee for
further consideration.

#sb9l
SENATE BILL NO 91

"An Act anending the term nation date of the licensing
of sport fishing operators and sport fishing guides;
and providing for an effective date."

9:04: 02 AM

Co-Chair Hoffman MOVED to ADOPT the proposed conmttee
substitute (CS) for SB 91, Wrk Draft 27-LS0550\M (Bull ard,
3/ 16/ 12).

Co- Chair Stedman OBJECTED for discussion. He expl ained that
the CS extended the sunset date from FY 13 to FY 17. He
W THDREW his OBJECTION. There being NO further OBJECTI ON
t he CS was ADOPTED

SENATOR LESIL MCGQUI RE, SPONSOR, introduced SB 91 and stated
that the legislature had put the licensing of sport fish

operators in place in 2004. The |licensing had been
beneficial to the state; the program had tracked nore than
1.8 million clients, of which 88 percent were non-residents

who had taken nore than 460,000 guided trips in Al aska. An
i nportant feature of the program was ained at ensuring that
sport fish guides operated under basic standards and that
data was provided to the Departnent of Fish and Gane (DFGQ .
She discussed struggles related to the tracking of salnon
returns; the program was part of an overall state strategy
to better nmanage its resources. She referred to a prior
version of the bill that wuld have created a nore
conprehensive program which she hoped the |egislature
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could look at down the road. The CS extended the sunset to
prevent the programfromexpiring in the near future.

Co-Chair Stednman pointed to the one fiscal note from DFG
that reflected a $400,000 cost to adm nister the program
the increment had been included in the governor's FY 13
budget .

9: 06: 27 AM

LI SA EVANS, ASSI STANT DI RECTOR, SPORT FI SH DI VI SI ON, ALASKA
DEPARTMENT OF FISH AND GAME (via teleconference),
highlighted that the sport fish guide program was very
inportant to the departnent and fisheries managers. She
relayed that the program provided critical data on guided
sport fishing activities and was an effective tool for
successf ul fisheries managenent in the state. Dat a
collected from the program was used extensively to analyze
regul atory options and inform decisions on pacific halibut
within the International Pacific Halibut Conm ssion and the
North Pacific Fisheries Mnagenent Council. She furthered
that the data was also used in a variety of ways by DFG
fisheries managers at a local level and to inform decisions
made by the Board of Fisheries. She elaborated that in 2010
| ogbooks had been nodified to specifically query charter
vessel operators for the harvest of sable fish by clients
i n Sout heast Al aska because in 2009 the board had adopted
an annual limt for non-residents. The data had been taken
to the board in 2010 and 2011 to repeal the annual region-
wide eight fish limt in order to open up opportunities for
non-resident anglers and the sport fish guiding industry.

Ms. Evans expl ained that the program provi ded docunentation
of harvest patterns within specific tineframes (e.g. bag
l[imts), which helped fisheries managers to evaluate and
update the regulatory structure for certain species. She
detailed that freshwat er | ogbook catch and harvest
statistics were wused in Kodiak to routinely observe
preseason establishnment of managenent objectives and for
i n-season assessnment of harvest and effort. Local area
managers relied on the data when considering nmanagenent
options for local fisheries. She had nmany statew de
exanpl es showi ng how managers used the infornmation gathered
under the program She communi cated that DFG had responded
to concerns of the sport fish guide industry by working to
noderni ze its | ogbook reporting process. The prior year the
departnment had reported all guided sport fish harvest of
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hal i but caught in My through June by July 15, 2011 in a
pil ot program that used a scanabl e | ogbook. The depart nment
planned to inplenment a scanning technology for guided
freshwater sport fish activities that would result in nore
timely data reporting. She informed the commttee that

sport fishing was a $1.4 billion industry in the state and
without the information collected under the program
fisheries managers wuld lose a necessary tool. She

expounded that in the absence of the data, fisheries would
likely be managed nore conservatively in order to fulfil
the departnent's mssion to protect and inprove Al aska's
recreational fisheries resources.

9:10: 17 AM

Senator O son queried the attitude of the sport fish guide
industry towards DFG given that licenses had not been
required prior to 2004. Ms. Evans noted that sone guides
were not fond of the requirenent but she believed that in
general the industry recognized the inportance of the data
that was coll ected by the departnent.

Senat or O son asked whether sport fish guides would likely
recommend the program or not. M. Evans replied that sone
gui des may express that the program was slightly cunbersone
and that they would prefer to be able to report
el ectronically; however, she believed that in general
guides would say that they |iked the program because it
protected their opportunity to have a viable economc
i ndustry.

Senator O son wondered what the penalties were for non-
conpliance. M. Evans responded that the penalties were
outlined in statute; she wuld follow up wth the
i nformati on.

9:12: 25 AM

Senator McCQuire opined that approximtely 80 percent of the
gui des supported the program many of the supporters were
| ocal Alaskans who were interested in protecting their
resource. Pushback had been received when a bill had been
i ntroduced that would have established a board to oversee
the program which wuld have resulted in enhanced
penalties; the bill had been introduced at the sanme tine
federal governnent had cracked down on salt water guides.
She shared that menbers of the industry had expressed their
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support for a sinple extension of the license program as an
alternative to the | ess popular |egislation. She added that
concerns had been expressed related to efficiencies; the
department was taking steps to address the issue, but nany
of the guides would like to see an electronic reporting
syst em

Co-Chair Stedman CLOSED public testinony.

SB 91 was HEARD and HELD in conmmittee for further
consi derati on.

9:14:18 AM
AT EASE

9:16: 16 AM
RECONVENED

#sb201
SENATE BI LL NO. 201

"An Act relating to the oil and gas corporate incone
tax; relating to the credits against the oil and gas
corporate income tax; naking conform ng anendnents;
and providing for an effective date.”

9:16: 33 AM

Co- Chair Stednman discussed that the subject included in SB
201 had been brought up by consultants in the past and that
he thought the bill presentation would be useful.

SENATOR BI LL W ELECHOABKI, SPONSOR, explained that SB 201
addressed how corporate incone taxes were cal cul ated when
dealing with oil and gas taxes. He relayed that corporate
income taxes in the state were generally 9.4 percent of the
profits nade by a conmpany (e.g. if a conpany earned
$100,000 it would typically pay $9,400); however, the taxes
were calculated differently for nultinational conpanies in
relation to oil and gas. G| and gas conpani es were all owed
to calculate their worldw de profits and to apportion the
profits based on production sales and facilities property;
therefore, a conpany could make $2 billion in Al aska, but
only pay a corporate incone tax based on a much |ower
wor | dw de nunber. He elaborated that separate accounting
allowed conpanies to wite-off bad investnents nmade in
other parts of the world (i.e. Libya or the Gulf of Mexico)
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on their Alaska taxes. Conversely, if Alaska was a |ess
profitable place to do business, under separate accounting
the bill would result in a lower tax rate for the oil
industry. He shared that the concept in SB 201 had been
recommended by oil consultant Pedro van Meurs.

9:19: 06 AM

M CHELLE  SYDEMNAN, STAFF, SENATOR BILL W ELECHOWSKI
provi ded a Power Point presentation titled "SB 201: Separate
Accounting of Ol and Gas Corporate |Inconme Taxes" (copy on
file). She read fromthe presentation (pages 2 through 4):

Senat e Bill 201  would reinstate the separate
accounting method of calculating corporate incone tax
paid by the oil and gas industry.

Under separate accounting, oil and gas conpanies pay
tax on the income they earn wthin a particular
jurisdiction as opposed to a share of their worldw de
ear ni ngs.

This nmethod is used by EVERY oil and gas producing
nation in the world, including the United States,
according to a March 9, 2012, analysis by Roger Marks,
requested by LB&A [Legislative Budget and Audit].

Ms. Sydeman noted that she had received a phone call (prior
to the neeting) from Johanna Bales within the Departnent of
Revenue Tax Division who believed the U S. used a variation
on separate accounting. She returned to the presentation
(pages 5 and 6):

Separate Accounting is also used by sone U S. states

i ncl udi ng Okl ahoma and M ssissippi, and is offered as

an option to O%G taxpayers in Louisiana.

Since oil production in Al aska began, the O&G industry

has strongly wurged the State to use a worldw de

apportionnment nethod for calculating their incone tax.
Ms. Sydeman noved to slide 7:

The O&G industry is the only industry in Al aska that
uses this nethod.
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The inconme  of ot her mul ti nati onal cor porations
operating in Alaska is apportioned on a “water’s edge”
or U S -only basis.

9: 20: 44 AM

Ms. Sydeman turned to slides 8 through 11

In the md-70s, Alaska realized that it would |ose
significant revenue under the apportionnent nethod.

After 63 hearings and 4 years of analysis and debate,
the | egi slature adopted separate accounting in 1978.

Under AS 43.21, revenues generated in Alaska, |ess
expenses, becane the basis for the 9.4 percent state
corporate incone tax.

The oil conpanies sued. They lost in the |ower court
and appealed to the State Suprene Court.

Four years later, in 1982, the State reverted to the
apportionment system because the legislature feared a
potential cost of $1.8 billion if Al aska | ost.

Ms. Sydeman noved to slide 12, which included a screenshot
of a docunent that had been provided to the Al aska Suprene
Court by the state, showing the state's potential liability
of $1.8 billion. She continued on slides 13 through 14:

At the tinme, the legislature saw that as too great a
liability, given the treasury balance in 1981.

However, two years later, the state won on all points
at the Alaska Supreme Court, and in 1986, the United
States Suprenme Court declined the oil conpanies
appeal request, stating there were no federal issues.

Ms. Sydeman noted that the industry had raised numnerous
constitutional issues ranging from violations of comrerce
cl ause due process and equal protection; the U S. Suprene
Court had determ ned that none of the issues were relevant.

9:22:25 AM

Ms. Sydeman turned to slides 15 and 16:
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Separ at e accounti ng has never been reinstat ed.

In 2000, the Departnent of Revenue estimted that
Al aska lost $4.7 billion between 1982 and 1997 because
of t he switch from separate accounti ng to
apportionnent.

Ms. Sydeman pointed to an analysis that had been done by
Dan Di ckenson who had worked in the Departnent of Revenue
Tax Division at the tine (slide 17). [The slide showed a
conparison of actual oil and gas corporate incone tax
collected wth estimted revenues using a separate
accounting i nconme tax approach.]

Ms. Sydenan presented slide 18 with the disclainmer that she

had not seen a fiscal note for the bill; however a House
conpanion bill had a DOR fiscal note estimating a $250
mllion annual |oss. Slide 18:
The DOR fiscal note for this bill also estinmates that
Al aska is losing about $250 million a year due to its

use of worldw de apportionnent as opposed to separate
accounti ng.

Ms. Sydeman di scussed slide 19:
Statenents nade over the past decade by oil industry
executives support the conclusion that Al aska |oses
i ncome using fornulary apportionment.

Ms. Sydeman shared that statenents included (slide 20):

“...Norway, the UK , Alaska, Indonesia, all have
relatively high, higher than average margins.”

Jeffrey Wayne Sheets, CFO and Senior VP of
Fi nance for ConocoPhi | I'i ps, in a 2011 @
conference call

“Tal k about Al aska, we like Alaska. . . . Last year
240,000 BOE a day, strong cash margins in this area...
W' Il invest $350 nillion in exploitation this year,

all at very good returns.”
G eg Gar |l and, Seni or Vi ce Pr esi dent of

Expl orati on and Production for the Americas wth
ConocoPhi |l lips. Said on March 23, 2011
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9:24: 06 AM

Ms. Sydeman read from slides 22 through 25:

“ ... Alaska's role in BP's portfolio is to provide a
stabl e production base and cash flow to fuel growth
el sewhere in the business while inproving margins and
returns.”

Al aska Business Unit, Md-Stream Al aska, Trans-
Alaska Pipeline Punp Station Electrification
Deci sion Support Package - Sanction, February 9,
2004, page 13

These  statenents are confirnmed by i nformation
contained in Securities and Exchange Conm ssion
filings, which show that per BOE (Barrel of Earnings)

earnings in Alaska for ConocoPhillips are nearly
double what they are in the Lower 48 or the rest of
t he worl d.

A Legislative Research report i ssued yesterday

conpares net inconme per BOE from Al aska, the Lower 48
and the rest of the world from 2000-2010.

« Al aska average: $15.10
e Lower 48 average: $8.79
e Rest of world average: $8.57

One cause of this difference in net income per BCE is
| oner value gas production in other jurisdictions
intermngled with higher value oil production. But
this intermingling is exactly what occurs wth
formul ary apporti onnent.

Ms. Sydeman pointed to a line graph on slide 26 titled
"Figure 3: ConocoPhillips: Net Incone per Barrel of GOl
Equi val ent” (devel oped by Legislative Research Services).
She explained that the blue |ine showed Al aska's net incone
per barrel of oil equivalent; the red line represented the
Lower 48, the gray line represented international, and the
purple line represented global. She noved to slide 27 that
included a table depicting the information used on slide
26. The average net inconme per barrel of oil over 11 years
was shown on the far right; Al aska was nearly double the
Lower 48, international, and gl obal nunbers.
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Ms. Sydeman turned to slide 28:

Recently international oil industry consultant Pedro
Van Meurs testified to this commttee that he believes
wor | dwi de apportionnment is cunbersone, an obstacle to
new i nvestnent, and not in the state’'s best interest.

Ms. Sydeman provided several quotes from M. van Meurs on
slides 29 and 30:

“lI have always been in favor of calculating the Al aska
portion of the corporate incone tax entirely on the
revenues and costs attributable to Alaska and not to
any other part of the world.”

Pedro Van Meurs on worl dwi de apportionnent: “lIt nmesses
up significantly the Alaska possibility for giving
these kind of incentives, nmeking these kind of rules,
all ow ng international conpanies to benefit.”

Ms. Sydeman el aborated that M. van Meurs was referring to
sone of the reconmmendations he had nade to the Senate
Finance Commttee for incentivizing higher cost and heavy
and shale oil; he felt that it would be nuch easier to do
using a separate account net hodol ogy. She read an
additional quote from M. van Meurs on slide 31 (she noted
that the quote related to Roger Marks' findings that nost
jurisdictions used a separate accounti ng met hodol ogy):

“I't makes the tax system very cunbersonme to run. In
fact, it is actually an obstacle to investnent in
Al aska because it is very difficult to explain to any
newconer how you even have to calculate your state
corporate incone tax.”

Ms. Sydeman provided a concluding renmark on separate
accounting by M. van Meurs (slide 32):

“I't gives you far nore political freedomto pursue the
interests of the state the way the state wants to do.”

Ms. Sydeman addressed slides 33 and 34:
A review of the history of this issue is instructive

as the legislature reconsiders separate accounting and
ot her changes to our oil tax regine.
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* In 1949, the territorial income tax enacted. This
tax remai ned essentially unchanged until 1978.

e Incone of multi-state corporations in Al aska was
apportioned on the basis of three factors:
property, payroll and sales.

Ms. Sydeman relayed that income of nultistate corporations
in Alaska was currently apportioned on the basis of
property, production, and sales.

9:28:49 AM

Ms. Sydeman di scussed slides 35 through 38:

* This nethod of apportionment was devel oped
principally for nercantil e businesses.

e« Over nmany years, it becane apparent that it
systematically under - cal cul at es i ncome
attributable to oil production.

The oil industry in testimony wll Ilikely tell you
that Al aska should maintain fornulary apportionment to
be consistent wth nmany other states, avoid the
potential for duplicative taxation, and sidestep the
adm ni strative bur dens associ at ed W th separate
accounti ng.

However, all of the constitutional issues regarding
duplicative and discrimnatory taxation have been
resol ved, and the fiscal benefits  of separate
accounti ng clearly out wei gh t he costs and

adm ni strative chal |l enges.

* According to the fiscal note submtted by DOR (on
the House bill wversion), separate accounting
woul d have generated about $250 million nore in
each of the 5 preceding fiscal years.

 The cost[s] of admnistering the system are
estimated to be about $525,000/year, primarily to
hire 4 new tax auditors.
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e Thus the benefits are roughly 475 times greater
t han the costs.

Ms. Sydeman did not believe that the argunment that the
system was costly and cunbersone to adm nister held water
given the very different ratio between cost and benefits.
She pointed to slide 39 that showed DOR calculations
conparing separate accounting and worldw de apportionnment
for the top 5 oil conpanies' corporate incone taxes during
the past five years. She believed DOR had used the
calculations to determne its fiscal note for the House
conpanion version of the legislation. She noted that for
the five corporations there was a difference of $190
mllion per year [on average].

9:30: 52 AM

Ms. Sydeman turned to slide 40:

e It’s true that until the 1970s, Al aska |acked the
resources and staff to admnister a corporate
income tax effectively.

* Returns were generally accepted as filed and
field audits were never conducted. However, that
is not the case today.

Ms. Sydeman discussed slides 41 and 42 related to the late
1970s:

As the devel opnent of Prudhoe Bay approached, interest
within the legislature on appropriate nethods of
taxation increased.

Legislative consultants warned that Alaska would
receive little incone tax from the O&G industry, not
only because of the apportionnent fornula, but also
because the state tax was based on federally taxable
i ncome, which usually anmpbunted to very little.

Ms. Sydeman noted that Darwin Peterson, Staff, Senator Bert
Stedman would distribute several articles related to
federal incone tax paid primarily by the Exxon Corporation
following the neeting. She detailed that one group
estimated that the effective tax rate was approxinmately
half of the statutory 35 percent standard for U S
corporations. She el aborated that Al aska may be getting far

Senat e Fi nance Comm tt ee 12 03/20/12 9:03 A M



less than imagined if its corporate incone tax was based on
federal corporate incone tax.

Ms. Sydeman noved to slide 43 and provided the perspective
of legislative consultants [nentioned on slide 42]:

They argued that income tax should be tied to
profitability, rat her than production, property,
payroll, sales, or other variables which do not

represent the health or viability of the industry.
These argunents are true today.
Ms. Sydeman directed attention to slides 44 and 45:

Since little of Alaska’s oil is sold instate, the
sales factor, which is still part of the formula,
m nim zes incone generated from Al aska.

The property factor is also not as reflective of value
as one mght expect. It does not include the value of
oil or gas in the ground, and facilities are val ued at
their original cost, not their val ue today.

Ms. Sydeman pointed to a recent decision by Judge d eason
that | ooked at the value of the Trans-Al aska Pipeline based
on its current econom c value of approximately $9 billion

the value was higher than the original construction cost
and would not be reflected in the property factor in the
state corporate inconme tax cal cul ation

9:33: 30 AM

Ms. Sydeman noved to slides 46 and 47:

Formul ary apportionment also fails to recognize the
greater profitability of production, conpared wth
refining or retail sales.

It doesn’'t reflect that not all facets or areas of a
conpany are equally profitable.

In addition, formulary apportionnent treats conpanies

with the same earnings (those doing business only in
Al aska and nul tinational corporations) differently.
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Ms. Sydeman read a quote from the state's brief to the
Al aska Supreme Court on April 27, 1984 (slide 48):

“The three-factor forrmula bestows a benefit on
nmul tistate oil conpanies that is not shared by other

Al askan businesses. It allows those corporations to
pay tax on only a fraction of their Alaska incone,
which substantially lowers their effective tax
rate...”

Ms. Sydeman turned to a quote fromthe late 1970s on slide
49:

During the hearings on AS 43.21, |legislators asked
about this:

e Senator John Huber: “Does SOH O object to paying
9.4% on its true net incone the same as they
would have to if they were strictly an Al askan
cor poration?”

e SOH O Vice President Ri chard Donal dson: “Yes”

9:35: 09 AM

Ms. Sydeman addressed slides 50 through 54:

In 1977, the Departnent of Revenue acknow edged sone
of t he dr awbacks of formul ary apportionment,
i ncl udi ng:

1. the federal tax base on which it is based (for
U.S. corporations) allows for significant and
undesirable erosions in the tax base;

2. the pol i ces under | yi ng many f eder al t ax
exenptions, credits and deductions are irrelevant
to or inconsistent with state objectives; and

3. none of the property, payroll or sales factors
truly represent O&G producing activity in Al aska.

During the sane period, the O%G industry made many of

t he sane argunents heard today about ACES.
They sai d separate accounting:
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1. would have an adverse inpact on exploration and
devel opnent investnent in Al aska;

2. was unnecessary because Al aska already inposed
one of the highest tax burdens of any state on
the O&G i ndustry; and

3. illustrated the instability of the Al aska
busi ness cli mate.

e Exxon released a “Business Cimte Analysis” show ng
Al aska ranked 47th and 48th out of the 50 states on
2 inportant neasures of business friendliness.

» The conpany argued that separate accounting would
make it worse.

Despite O%G industry opposition to separate accounting
in Alaska, it’s interesting to note that elsewhere
t hey have sued to be able to use this nethodol ogy.

Even in Alaska, industry has sued in support of the
right to use separate accounti ng.

(See State of Alaska v. Anmpbco Production Conpany,
676 P. 2d 595, Suprene Court of Al aska.)

9:37:15 AM

Ms. Sydeman noved to slides 55 through 57:

Separate accounting has several additional benefits
t he sponsor would like to highlight:

1. It doesn’'t tax a conpany until that conpany nakes
a profit. Under apportionnment, conpanies begin to
pay taxes as soon as they set up shop in Al aska.
In this manner, separate accounting encourages
new busi ness devel opnent.

2. If a conpany invests in Alaska, it drives down
that conpany’s corporate inconme tax. It is an
incentive to additional investnent.

3. 1f oil devel opment in Alaska beconmes |ess

profitable than el sewhere, t hat change in
profitability is reflected in the corporate
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incone tax. Under that «circunstance, it would
result in a well-deserved tax cut for the oil
i ndustry.

4. The separate accounting nethods proposed in SB
201 are nearly identical to nethods used by other
states, the IRS, and other nations. They are also
consistent wwth OECD nodel treaties.

Ms. Sydenan el aborated that a business would have property
that was taxable under worldw de apportionnment once it
| eased property in downtown Anchorage. In relation to point
nunber 2 she noted that the concept was one of the primry
principles behind the ACES tax system (the nobre noney a
busi ness spent in the state, the less it paid).

Ms. Sydeman closed with slides 58 and 59:

In closing, as the State argued in 1984 to the Al aska
Suprenme  Court, separate accounting “foregoes the
surrogates and assunptions of mathematical fornmnulas
and |ooks instead at actual revenues and costs of
i nstate operations.”

State of Al aska brief, April 27, 1984, page 41
It is a fair and equitable nethod of assessing
corporate incone taxes that s used successfully

around the world and in other U S. states.

9:39: 19 AM

Co-Chair Stedman asked about the origin of the data on
slide 39 and how it had been developed. He asked for
specific detail related to 2007 transportation income. M.
Sydeman replied that the data had been assenbled by DOR and
deferred the question to Johanna Bal es, Tax Division, DOR

JOHANNA BALES, DEPUTY DI RECTOR, TAX DIVISI ON, DEPARTMENT OF
REVENUE, asked for detail related to the question.

Co-Chair Stedman noted that there was no information about
where the data had conme from and which conpanies were
i ncluded. He wondered why the 2007 transportation incone
was not negati ve.
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Ms. Bal es responded that the data used to develop the table

came from oil and gas tax production tax returns; the
sponsor of the House version of the bill had requested the
calculation using the net profits tax. She detailed that
the production tax value of the top five oil and gas
conpani es had been used to calculate the corporate incone
tax based on language in the bill. She noted that the

transportation information cane directly from public
Federal Regulatory and Exchange Comm ssion (FERC) reports
the departnent did not know why 2007 had positive
transportation incone.

Co- Chair Stedman observed that transportation was typically
negative due to tariff charges. He wondered whether DOR had
broken the figure down to determ ne whether the positive
nunber was a conpany specific issue or related to an
accounting adjustnment. M. Bales replied that DOR had
| ooked at it on a conpany basis, but it had not followed
through to determ ne the cause of the anomaly in 2007. She
would follow up with the conmttee with nore detail

9:43: 05 AM

Co-Chair Stedman asked for verification that the table (on
slide 39) included the five major tax paying conpanies that
were in Alaska's legacy fields. Ms. Bales responded in the
affirmative.

Co-Chair Stednan asked whether DOR had restated historic
revenues and expenses to put them under the ACES system in
2006. Ms. Bales replied in the affirmative.

Co- Chair Stedman  surm sed that the table included
hypot heti cal nunbers |ooking back at the ACES structure
that did not exist. M. Bales replied that there was
production tax value information for FY 06 and FY 07; DOR
had been gathering information from oil conpanies and its
econonmic research group had pulled the data together. She
did not believe that the data was extrapol at ed.

Co-Chair Stednan asked whether the industry had paid $630
mllion in 2006 or whether the figure was used to show what
woul d have occurred if ACES had been in place. M. Bales
replied that the actual corporate inconme tax paid canme from
real corporate incone tax returns. The conparison figure
had been derived from oil and gas production tax returns,
which was the only available data to determne activity
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that took place in Al aska. She elaborated that the oil and
gas corporate incone tax returns did not provide specific
Al aska data only.

Co-Chair Stedman inquired what format the $619 nmillion in
2006 had been calculated (i.e. ACES or the Petroleum
Production Tax system (PPT)). M. Bales responded that the
$619 mllion tax was calculated using the production tax
value from information the departnent had received under
ACES or PPT coupled with recently acquired information from
oil and gas conpanies to estimte corporate incone tax
under the legislation, which approximted the petroleum
profits tax cal cul ati on.

9:45: 58 AM

Co-Chair Stedman asked for verification that the table was
not depicting data from a different tax reginme. He queried
whet her the actual tax paid was $630 million and that using
the calculated rate of 9.4 percent would have resulted in
$619 nmillion in tax. M. Bales replied that the $619
mllion was an estimte based on the production tax
petrol eum profits; there were sone differences in the
calculation of net inconme for the corporate incone tax
under the bill (conmpared to PPT). She clarified that DOR
had done a quick estimation using the production tax either
under ACES or PPT and had used the 9.4 percent tax rate;
the figure was an estimate, but DOR believed it was only
off from$10 mllion to $20 million per year.

Co-Chair Stedman |ooked at 2010 and noted that at 9.4
percent the statutory rate was $638 million. He asked
whet her the tax collected then would be $385 mllion. M.
Bal es answered in the affirmative. Co-Chair Stedman queried
whi ch nunber he would under the DOR revenue source book.
Ms. Bales responded that it would not be possible to tie
the actual corporate income tax nunber to the revenue
source book because the book included other oil and gas
conpani es that had not been included in the table.

9:48: 01 AM

Co-Chair Stednman stated that it was his understandi ng that
nost of the other conpanies in the source book would have
expenses and credits but no revenue. Ms. Bales replied that
it was possible that the conpanies my have had other
activity and did pay corporate inconme tax. Co-Chair Stedman
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surm sed that the anount would be small. M. Bales replied
that she would need to ook into the matter.

Co-Chair Stedman asked Ms. Bales to report back to the
commttee with a total. He clarified that he would |ike the
information related to the oil and gas sector corporate
income tax paid. He requested that the five relevant
conpani es be parsed out with production. M. Bal es agreed.

Co-Chair Stedman inquired whether the expectation in 2011
was simlar to those in 2009 and 2010. Ms. Bales responded
that based on the table (slide 39), the departnent's
estimate going forward would be simlar.

Ms. Bales provided coments from the perspective of the
adm ni stration. She stated that the bill would run counter
to the governor's goals to inprove Alaska's tax structure
to nake long-term investnent attractive to conpanies. She
opined that the bill would set Alaska back in terns of its
ability to conpete with other jurisdictions for oil and gas
investnment dollars. She stressed that there was nothing
sinpl e about separate accounting and that the bill would
require conmpanies to calculate their tax on three different
nmet hods: separate accounting for oil and gas production
activity, FERC accounting for transportation activity, and
wor | dwi de  apportionnent for all other activity. She
enphasized that the proposed accounting system would
i ncrease conplexity for DOR She pointed out that there was
a significant difference between separate accounting and
separate entity reporting; the U S. used separate entity
reporting and not separate accounting. She explained that a
U.S. corporation that conducted activity in the U S. and
internationally would report and pay tax on all of its
i ncone. She believed that there was sonme general confusion
about the definition of separate accounting. She expressed
that DOR would like to work with the conmttee and the bill
sponsor to help clarify the inpacts the bill would have
goi ng forward.

9:51: 56 AM

Senator MQ@ire wondered whether there was any other
industry that paid a severance profits tax and a corporate
tax on profits. Ms. Bales responded that the fisheries and
mning industries paid severance tax and corporate incone
tax on profits.
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Senator McGuire believed that in order to stay conpetitive

that it nmay be better to take a look at the overall inpact
of Alaska's taxes. She opined that Al aska should have a
fair split, but should that it should increase its

conpetitiveness through a change in the current structure
or through another option.

Co-Chair Stednman pointed to concern related to the net cash
position, which could cone from several areas, but needed
to be counted together; however, the current focus was
zeroing in on the corporate inconme tax. He was concerned
that in 2010 the table showed $638 mllion in tax, but only
$385 nmillion collected. Page 2 of the revenue source book
referenced $662 mllion in petroleum corporate income tax
for FY 12 and $728 million in FY 13. He furthered that the
conmttee was wusing the revenue source book frequently
related to nodels and governnment split nunbers; however,
based on the table there appeared to be a substantial $300

mllion difference. He referred to nunerous presentations
that dealt wth the governnent take nunber, of which
corporate income tax was one portion of the total. The

nunber was roughly 9 percent or nore of the total
hydrocarbon inconme that dealt with royalties and other. He
stressed that the noney was substanti al.

9:55:27 AM

Ms. Bales clarified that the table (slide 39) had been
prepared quickly for the House; she was happy to expand and
refine it for the conmttee.

Co- Chair Stedman asked DOR to polish up the nunbers on the
table for 2008 through 2010 and to reference the revenue
source book. He noted that there were two separate issues:
(1) corporate taxes expected and (2) separate accounting.
He explained that the question was - were the nunbers and
decisions made presently going to provide an accurate
picture when "we turn it into cash and stack it on the
table." He believed there were areas that needed to be
tightened up to ensure that neither the industry nor the
state were surprised at the outcone. He relayed that the
commttee's consultant PFC Energy could work with DOR on
t he issue.

Senator Thomas queried the reason for the $252 nmillion

corporate inconme tax difference shown for 2010 (slide 39).
Ms. Bales replied that the difference was a result of
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calculating corporate income tax on separate accounting
usi ng only t he net profit t ax ver sus wor | dwi de
apportionnent.

9: 58: 53 AM

Senator Thomas pointed to the Alaskan conparison with the
Lower 48 international and global slide 27 and asked
whet her the higher average net incone per barrel would be a
likely place for a conpany to take worl dw de deducti ons.

Ms. Bales replied that one of the reasons worldw de
apportionment was attractive to taxing jurisdictions was
that it was very difficult for conpanies to gane the
system Once the focus was narrowed to the US. or to
separate accounting there was nore ability for taxpayers to
gane the system and to either nove inconme out of a
jurisdiction or pull expenses into a jurisdiction to offset
earned incone. Worldw de accounting renoved the transfer
pricing and inner conpany activities; as a result
corporations were not |ooking at what expenses they could
incur to elimnate paying nore taxes in one jurisdiction
versus anot her because they were |ooking at what was best
for the conpany. She was not certain what the table was
trying to show. She understood that Alaska' s barrel of oi
equi valent was currently priced higher than nobst other
jurisdictions (not always the case in the past), which
probably nade Alaska nore profitable at present. She
surm sed that separate accounting was nost |ikely the
better way to go during a period of higher prices and
production in Al aska, but over tine as production and val ue
decreased separate accounting would result in |lower incone
for the state. She stressed that worldw de apportionnment
hel ped to renove volatility in world markets in relation to
corporate inconme tax.

10: 02: 18 AM

Co- Chair Stedman wondered how an acci dent outside the state
(e.g. an oil tanker spill, a platformissue, or other) that
was in the billions of dollars would inpact Al aska. He

pointed to a current concern in the @lf of Mxico and
wondered whether it could fold back in against Al aska's
revenue stream Ms. Bales replied that the types of
incidents did cut into worldw de net inconme; therefore the
i ncome base did shrink. She relayed that the state adopted
federal law, which nmeant that penalties and fines were not
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deducti bl e; however, the state shared in other expenses or
revenue increases such as nmaintenance, cleanup, and other
that were incurred in other jurisdictions worldw de.

Co-Chair Stedman queried whether there was an estimte
related to the [2010] Qulf of Mexico oil spill and its
i npact on Al aska's revenue stream M. Bales replied in the
negati ve.

Co- Chair Stednman wondered whet her DOR expected the spill to
have any inpact to the State of Al aska. Ms. Bal es answered
that DOR expected that the state would see a reduction in
corporate incone tax. She noted that it was very possible
that the expenses for cleanup were included in 2010 nunbers
in the presentation.

Co- Chair Stedman requested additional information regarding
the departnent's expectations of the types of incidents
that the state may be exposed to. M. Bales agreed to
provi de that infornmation.

Co-Chair Stedman remarked that the state should have an
understanding of its risk exposure related to outside
i nci dents.

Senat or O son asked for a comment related to Roger Marks'
statenent that every oil and gas producing nation in the
world used the separate accounting nethod (slide 4). M.
Bal es believed M. WMarks had "fallen into the trap" that
others did. She stressed that corporate incone tax was very
conplex and that separate accounting was different than
separate entity reporting.

Senator O son asked whether M. Marks' statenent on slide 4
was a fact. M. Bales replied that the statenment was
i ncorrect.

10: 06: 03 AM

Co-Chair Stednman requested further information related
nmet hods used by ot her states.

M CHAEL HURLEY, DI RECTOR, GOVERNMENT AFFAI RS, CONOCOPHI LIPS
ALASKA, |ooked at slide 39 and noted that the production
tax value and tax paid did not include the corporate incone
interest expense or corporate overhead that would be
attributable to Alaska; all of the data was excluded in
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ACES cal culations, but it would be included as part of the
cal cul ation under the legislation. He pointed out that the
result would be significantly different if the nunbers were
considered in the cal cul ation.

Co-Chair Stedman surmsed that the nunbers were non-
deducti bl e | ease hold expenditures. M. Hurley replied that
the statenment was correct related to ACES, but would not be
under SB 201. He relayed that the nunbers on slide 39 would
need sonme work to be able to determne whether the
statenment was true related to the past five fiscal years.

10: 09: 38 AM

Co-Chair Stednan stated that the committee would work with
DOR, consultants, and the industry to obtain a close
approximation of the data on slide 39. He wanted to ensure
that the nunbers used when |ooking at the broader picture
were as accurate as possible.

M. Hurley wunderstood. He relayed that ConocoPhillips
opposed SB 201. The conpany did not understand how the bill

would inprove the fiscal environnment needed to attract
addi tional investnment and increased production if the goa

was to increase revenue fromthe industry. He stressed that
the conpany evaluated its projects based on the overall

fiscal take package. He stated that the bill would go in
the opposite direction as SB 192 [oil and gas production
tax legislation]. He addressed the philosophy of state
corporate incone tax. He detailed that policy makers had to
decide how to attribute income from nultistate conpanies
(e.g. Walmart, Alaska Airlines, ConocoPhillips, or other),

to a particular jurisdiction. He stressed that nobst states
used an apportionnent fornula; each state |ooked at the
| ocal business attributes (e.g. anount of payrol |,

property, sales, etc.) relative to the business anmounts in
all other taxing jurisdictions. A fraction was then used
based on a conbination of the attributes to determ ne how
much of the total income of the business related to the
particul ar state; the process avoided the potential problem
of doubl e taxation on the sane incone.

M. Hurley explained that over time the apportionnment
system had been sonewhat standardized by the nultistate tax
conpact, which was overseen by the Miltistate Tax
Comm ssion; Alaska was currently a nenber. The system was
currently used and was slightly nodified for Alaska to
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represent its particular circunstances. He discussed that
the other nethod was to use separate accounting, which was
a policy call. He believed that one of the reasons Al aska
had not switched back to separate accounting was because it
resulted in a doubling down on oil prices. Currently the
tax system had royalties and the ACES production tax, both
of which were heavily dependent on volatile oil prices. He
rel ayed that there was a counter-cyclical nature to the oil
and gas industry because when I|ooking at the worldw de
i ncome apportioned to Alaska multiple itenms were taken into
account including, inconme in Alaska, and downstream incone
(refining, marketing, and distribution occurring in the
Lower 48); the profits and inconme associated with the
busi nesses tended to be counter-cyclical with upstream oil
and gas. He explained that a switch to separate accounting
woul d nean total dependence on the upstream business, which
was tightly tied to oil prices. He stated that there was
currently a counter-cyclical effect taking place because
when oil prices were high, refining margins were "really
bad," but when oil prices went down, refining margins went
up, which resulted in a balancing in the total worldw de
incone that danpened the volatility of the state incone
t ax.

10: 15: 06 AM

M. Hurley directed the commttee's attention to slide 27.
He rel ayed that the nunbers only included upstream dat a.

Co-Chair Stedman asked for an explanation of upstream and
dowmnstream M. Hurley clarified that upstream applied to
the exploration and production business; it did not include
transportation Dbusinesses (e.g. TAPS) , the refining,
mar keting, or distribution in the downstream portion of the
business. He reiterated that the data on slide 27 did not
i ncl ude downstream nunbers.

M. Hurley opined that it was beneficial to the state for
DOR to use the federal inconme tax return as a starting
point for the apportionnent calculation. He relayed that
the federal rules on what constituted a deductible expense
had "l ong been debated and resol ved between tax payers and
the IRS"; the state saved nobney and controversy because it
was able to rely on federal audits of taxpayers' revenues
and expenses. Under a different system DOR would need to
wite its own regul ations, which would becone vol um nous if
it tried to mrror federal rules. He reiterated that
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ConocoPhillips did not support SB 201; it believed that the
bill would make the state's fiscal system nore dependent on
vol atile oil prices and that an adm nistratively burdensone
process would be necessary to administer the separate
accounting system

Senator Thomas queried the perspective of ConocoPhillips as
a corporation versus the perspective of DOR M. Hurley
replied that they did not want to see the state in a
position of having no revenue when |low oil prices occurred;
oil prices are cyclical. He stressed that the situation
woul d not be positive for the conpany either.

10: 19: 54 AM

DEBORAH VOGT, SELF, HAINES (via teleconference), was a
retired attorney who had handled the separate accounting
litigation at the State and U S. Suprene Courts. She
believed that the conmttee had heard a significant anount
of testinobny that accurately presented the issues related
to separate accounti ng. She di scussed factors in
apportionment fornulas that were used in Alaska and in
other states and the reasons they did not work for oil and
gas production. She relayed that prior to the state's
adoption of separate accounting it had used the standard
three-factor formula (payroll, property, and sales) that
was reflected in the Uniform Division of Inconme for Tax
Pur poses Act. She explained that the state had noved to
separate accounti ng. She stated that when separate
accounting was repealed the state noved to two different,
two-factor forrmulas; one for production and one for
pi peline transportation. The fornulas had always been
conbined to a three-factor fornula, but she did not believe
it accurately represented incone earned in the state.

Ms. Vogt furthered that the nethods did not accurately
attribute incone because the factors were not able to
accurately include the revenue fromoil and gas production.
She provided several reasons that the old three-factor
formula did not work: (1) the property factor did not
include oil in the ground (discovery was not an accounting
event). She explained that for a tinme a nethod called
reserve recognition accounting had been used, which would
have put oil reserve values on the books, but the attenpt
was unsuccessful; (2) the payroll factor was sonewhat
distorted because conpared to other parts of the oi

i ndustry production was not a |abor intensive activity. The
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payroll used in producing when conpared to payroll used in
refining and marketing tended to understate the income from
production. She noted that the industry used a Ilot of
subcontractors for production; (3) the sales factor was
currently used and because nost of the state's oil was not
sold in Alaska; therefore, all of the sales were attributed
to jurisdictions outside of the state.

Ms. Vogt discussed that separate accounting was an attenpt
to isolate and use only the inconme earned in Al aska. She
noted that apportionnent had to be used "a little bit" in
separate accounting. She expounded that the difference
bet ween separate accounting and apportionnment was |ike
restaurant accounting; the bill could be divided up between
peopl e based on what they ate (separate accounting) or it
could be divided -equally between the people dining
(apportionnent). She detailed that if separate accounting
was used that apportionment may be used as well for shared
itens such as wine or bread. She explained that the sane
thing was true with separate accounting under AS 43.21;
apportionment was needed to account for non-oil and gas
production or transportation incone earned instate and for
adm ni stration and overhead costs shared anpbngst conpani es.

Ms. Vogt continued to address why factors had not worked

The current nodified apportionnment nethod was an attenpt to
design a formula that nore accurately represented incone
activities in Alaska. There was a two-factor fornula for
producti on t hat i ncl uded property and extraction

extraction was the portion of the oil extracted instate
versus extraction everywhere. Transportation used a two-
factor formula using property and sales or tariffs (tariffs
instate versus tariffs everywhere). She had understood that
when the fornulas were designed they were to be separately
applied to production and to transportation. She noted that
there had been an argunent that separate corporations were
separate tax payers and should have used the formulas
separately (FERC required a transportation conpany to be
separately incorporated); however, the factors had always
been conbined as a three-factor formula, which presented a
probl em of having a sales factor applied against production
incone and an extraction factor applied to pipeline
transportation i ncone.

Ms. Vogt believed that separate accounting was nore

accurate than any other designed fornmul as. She acknow edged
that there was nore volatility if nore of the tax was based
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on the price of oil; however, she opined that accuracy was
sacrificed under other accounting nethods. She added that
oil and gas conpanies paid on a worldw de apportionnment
that used to apply to all taxpayers; however, at the urging
of taxpayers the state had gone from worldw de to water's-
edge (i.e. nodified apportionnment) for all non-oil and gas
t axpayers.

V5. Vogt briefly discussed the separate accounting
litigation that she had been involved with. The industry
had argued in many jurisdictions that separate accounting
nore accurately represented their incone (e.g. ExxonMobil
v. Wsconsin). She addressed that the U S. Suprene Court
had vigorously upheld the refining and marketing states'
right to use a three-factor fornula and it had | ooked as if
the court may hold that the nmethod was constitutionally
required and that separate accounting was not permtted,
however, the court had upheld state's rights to do as they
pl eased. She detailed that when the separate accounting
l[itigation had gone to the U. S. Suprenme Court it had found
that there was no significant federal issue involved
because it was clear from prior cases that states were
permtted to use their preferred nethod.

10: 29: 24 AM

Senator O son asked who would prevail if the state noved to
separate accounting and it was challenged legally. M. Vogt
replied that the legality of separate accounting had been
settled and she did not believe that industry could prevai
in a |legal challenge.

10: 30: 21 AM

KARA MORI ARTY, EXECUTIVE DI RECTOR, ALASKA QL AND GAS
ASSCCI ATION  (ACGA) (via  tel econference), testified in
opposition to the legislation on behalf of the association.
She stated that AOGA was a business trade association wth
a mssion to foster the long-termviability of the oil and
gas industry in Alaska; nenber conpanies accounted for the

majority of oi | and gas expl orati on, producti on,
transportation, refining, and marketing activities in the
state. She stated that the bill would re-inpose the

separate accounting incone tax that the state had used from
1078 to 1981. Beginning in 1982 the state had noved to the
current corporate income tax system under AS 43.20 and
apportionment under AS 43.20.072. She referred to a

Senat e Fi nance Comm tt ee 27 03/20/12 9:03 A M



Power Point presentation titled "GOl and @Gas: Fuel i ng
Al aska's Econony"” (copy on file). She relayed that both
met hods sought to answer the sane question: "How nmnuch
incone of a nultistate or international business is
properly attributable to its instate assets and activities
so it can be taxed by that state?" (slide 3).

10: 33: 30 AM

MVs. Moriarty spoke to slide 4 related to separate
accounti ng:

Separate Accounti ng

Looks at what the business actually has and does in
the state and then seeks to determne directly the
net-income as if that instate portion of the business
stood al one — separate fromthe rest of the business.

V5. Moriarty conti nued t hat conceptual ly separate
accounting seened to tackle the question of how nmuch incone
was made by the instate portion of a nulti-jurisdictiona
busi ness; however, she stated that appearances could be
m sl eading. She testified that the nmethod's vulnerability
arose fromthe fact that the instate portion of a business
did not stand alone from the remainder of the business;
whether the business was conducted wthin a single
corporate entity or through a unitary web of coordinated
affiliates, the opportunities were often present for the
instate portion to engage in business transactions with the
out of state portions that shifted inconme and expenses,
gains and |osses into and out of the instate portion of the
overal | busi ness.

10: 34: 57 AM

Ms. Moriarty illustrated how conplicated it could be to
unravel transactions anong parts of an overall business.
She referred to regul ations that had been adopted under the
Internal Revenue Code to control "artfully created tax
opportunities wthin such a business.”" She pointed to
treasury regulation 1.1502-13 that established the genera
principles for wunraveling various tax effect created by
transacti ons between or anong affiliated corporations. She
referenced regulations 14 through 16, which applied and
adapted the general principles to specific kinds of
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busi nesses or transactions; the related that regulations
continued through Section 100.

10: 36: 15 AM

MVs. Moriarty spoke to slides 6 and 7 vrelated to
apportionment:

Apporti onnent

Starts with a “pie” containing the apportionable
income for the instate and outside business together
and then determ nes how wide a “slice” is attributable
to the incone-generating potential of the instate
portion of the business. It is the “slice” that is
then taxes by the state.

e Avoids the need to unravel transactions.

* Avoids the analytical difficulties that arise when a
unitary business as a whole is greater than the sum
of its individual parts.

Ms. Moriarty discussed that the key assunption underlying
apportionment was that overall, nobney invested, sales,
workers, and oil and gas produced all had the sane
potential instate as they did el sewhere. In relation to oil
and gas producers, pipeline conpanies and their affiliates
doi ng business in Alaska (slide 7):

* The width of a conpany’s “slice” of their respective
business’s “pie” is the average of the percentages
of that business’'s real or tangible property (at
cost), its sales, and its oil and gas production
that is present within the state.

10: 38: 10 AM

Ms. Mriarty quoted from an Alaska Suprene Court 1984
ruling:

These factors are nerely indicative of the business'
i ncome producing capabilities. They are not intended
to reflect the business' precise sources of inconme for
any particular year. The factors in an apportionnent
formula represent and attenpt to relate the tax
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payer's presence within the state to its presence
ever ywher e.

Ms. Moriarty stated that for any given taxpayer the
question of whether its Alaska inconme tax would be greater
under separate accounting versus apportionnent depended on
whether the profitability of the Al askan business was
greater overall than the profitability of the conbined
instate and out of state business as neasured by the per
dol lar invested, per dollar sold, and per barrel produced.
She expounded that apportionnent would be preferable if the
instate portion of the business was materially superior; if
it was nmaterially inferior to out of state business,
separate accounting was preferred. Meaning that certain oil
and gas taxpayers could start out preferring separate
accounting and others would prefer apportionnment. She
stated that the preferred nethod depended on a conpany's
own facts and circunstances.

Ms. Moriarty rem nded the coommttee that AOGA represented a
di verse group of conpanies and explained that there was
not hi ng inherent about separate accounting that caused a
taxpayer's tax to be greater than tax under apportionment;
however, she stressed that there was sonething inherent
about a non-renewable resource Ilike oil and gas. She
enphasized that no nmatter how long an oil conpany may
initially prefer apportionnent over separate accounting,
there eventually would conme a day when the conpany's
resources would becone depleted and separate accounting
woul d beconme the smaller tax for the business; the timng
would vary wdely between conpanies. The association
believed that it was premature for Alaska to restructure
its incone tax that would be nore suitable for an advanced
stage in the oil and gas industry.

Ms. Moriarty expressed that AOGA also thought that the
proposed enactnment of separate accounting could be ill
advi sed because depending on how the rest of the tax system
was restructured, the enactnment of separate accounting nay
turn into a self-fulfilling prophecy; particularly because
separate accounting would take nore noney from industry
instead of optimzing opportunities. She stated that
"having 100 percent of nothing is just as poor as having O
percent of everything." She understood that the |egislature
was working to determne the "sweet spot" between the two
extrenes where the tradeoff was optim zed between the size
of one's share and the size of what there was to be shared.
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She stressed that the overall governnent take was already
too high in Alaska; therefore increasing the governnent
take through the enactnent of separate accounting would be
a m stake. She reiterated AOGA's opposition to the
| egi sl ati on.

10:42: 55 AM

CHANCY  CROFT, SELF, ANCHORAGE (via teleconference),
testified in support of separate accounting because he
thought that it realistically reflected the incone derived
by a conpany's operations in Alaska. He believed it was
preferable to an "artificial" system based on inaccurate
assunptions. He stated that separate accounting reflected
Al aska as a resource producing state and the desires of
states down the line that wanted to extract sonething from
Al aska's resource. He provided a fishing analogy and
explained that allocation was appropriate if fishernmen
wanted others using their catch to benefit nore than they
did; however, he Dbelieved separate accounting was the
preferred nethod if a person believed that the real profit
from operation cane from producing oil in Al aska.

M. Croft referred to the 1985 Arco Pipeline v Al aska case
that quoted him as saying that the incone tax was not
designed to pick up additional noney but to try to
establish equal treatment between conpanies operating
within the state. He stated that Pedro van Meurs was not
the first advisor to urge separate accounting to the state;
the first was MIton Lipton of Walter, Levy and Associ ates
whose firm advised the legislature for nore than 10 years.
The sane case quoted M. Lipton as saying "the purpose of
separate accounting is not to get higher taxation but it
gives you a direct fix on what the profitability of the
i ndustry's operations are."

M. Croft elaborated on the reason he believed that the
allocation fornula was artificial. The suprene court noted
that in 1978 to 1980 10 percent of Sohio's payroll, 12
percent of sale, and 50 percent of its property were in
Al aska; at the sane time the conpany had indicated that
over 90 percent of its oil production derived from Al aska
resources. He offered that the question was "are we going
to be real or are we going to be artificial"; he thought in
fairness to Alaska businesses and to have a stable tax
structure, a consistent approach towards the corporate tax
rate was inportant. He stated that separate accounting
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provi ded the consistency; however, the formula approach did
not .

M. Croft spoke to why separate accounting had been
repealed if it was so good. He detailed that forner
governor Jay Hammond had said that one of his two biggest
m stakes as governor had been to repeal separate
accounting; he had repealed it for tw reasons: (1) the
comm ssioner of DOR had assured him that the change would
be revenue neutral and (2) he was worried about the state's
ability to repay the tax that had been paid if the suprene
court determned that the nethod was unconstitutional (the
suprene court did not hold it unconstitutional). He urged
the commttee to consider the adoption of separate
accounting as the corporate tax nethod for oil and gas
operations and conpani es operating in the state.

10: 48: 22 AM

Co-Chair Stednman relayed that there was one fiscal note
from DOR that included the estimated cost to hire four
auditors to admnister the program FY 14 costs were
$253,900 because the auditors wuld be hired halfway
through the fiscal year; FY 15 costs would increase to
$522, 900 and woul d remain the sane noving forward.

Senator Welechowski reiterated that the bill was not
intended to be a tax increase. The legislature had heard
repeatedly from industry that Al aska was not conpetitive
and was not as profitable as other areas; if that was the
case or it did becone the case, the bill would result in a
tax decrease to the industry. He had filed the bill because
the state's tax calculation nethod was bad policy; the rate
was currently based on events that were conpletely
unrelated to events occurring in the state. He believed
that from a cash flow perspective it was a bad nethod;
world events such as a natural disaster, war, or an oil
spill, directly inpacted corporate tax collected in Al aska.
He thought that separate accounting would enable the state
to have a direct ability to fix the system

Senat or McQuire asked whether the sponsor had reviewed data

on slide 28 of the presentation that showed a $10 nillion
loss in 2005; the net calculation from that point forward
was alnmost $1 billion. She wondered whether he had | ooked

at data prior to 2005 to determ ne whether the state was
| osing noney at the tine.
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Senator Welechowski pointed to slide 17 that had been
prepared by forner tax director Dan D ckenson regarding the
1982 to 1997 tinefrane. The data showed that Al aska had
| ost $4.656 billion during the period.

10: 51: 30 AM

Senator McQuire pointed to a statenment by M. Hurley that
the current tax nethod allowed the state to diversify its
portfolio risk and that during times of revenue decline
perhaps the state would nake up the difference through
gl obal investnent.

Senat or W el echowski responded that for the 15-year period
from 1982 to 1997 the state had |ost nobney every year. He
referred to another chart showi ng the ConocoPhillips barre
of oil equivalent indicating that the state had probably
| ost noney every year. The DOR chart showed that the state
| ost noney every year wth the exception of 2006. He
reiterated that the bill was not about tax increase or
decrease; it was about setting policy on collecting
taxation. He did not believe the state should have its
policy tied to allowing conpanies to essentially wite-off
bad i nvestnments or disasters in other parts of the world.

Senator McQuire agreed. She surmised that the current tax
system was not a good nethod of diversifying the state's
risk and that the state had |lost noney in alnost every
case. Senator Welechowski replied that from a policy
perspective it was bad policy to tie Alaska's taxation to
events in other countries or states.

SB 201 was HEARD and HELD in commttee for further
consi derati on.

10: 53: 18 AM
AT EASE

10: 53: 51 AM
RECONVENED

#sb146
SENATE BILL NO 146

"An Act establishing a snow classic as an authorized
formof charitable gam ng."
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10: 54: 25 AM

SENATOR CATHY G ESSEL, SPONSOR, introduced SB 146 and
relayed that it had no fiscal inpact. She stated that the
bill established a Snow C assic, which was essentially the
Nenana lce Cassic in reverse. The bill would add to the
charitable gamng list of opportunities for 501(c)(3) non-
profit Four Valleys Community School to run a guessing gane
that would raise noney for the schools 250-plus classes
offered in the Turnagain Arm area. The school provided
schol arships for athletes and |ocal high school graduates
and participated in comunity services with the G rdwod
Lion's Cub, Rotary, and volunteer fire departnent. She
expounded that the Snow Classic was simlar to the Nenana
lce dassic; people would nmake guesses about t he
accunmul ated snow depth at a specific location on M.
Alyeska on a specific day. She noted that M. Alyeska was
the state's major ski resort.

Senator G essel furthered that the profits for the gam ng
would replace comunity school funding that had been
elimnated fromthe Anchorage school district; she referred
to the community school program that had been run by the
Anchorage School District, which had been elimnated 10
years earlier. She relayed that the G rdwood comunity had
el ected to continue the program because it was an inportant
service to the community; it provided classes for youths
and adults at a low cost with local teachers. The Snow
Classic would help Four Valleys achieve self-sufficiency
and to keep the classes affordable and available. There
were many other charitable gam ng opportunities listed in
statute (e.g. the Cabbage C assic run by the Palnmer Rotary,
the Canned Salnon Classic run by the Petersburg Chanber of
Commerce, the Deep Freeze Cassic in Delta, the Goose
Classic in Fairbanks, the King Salnmon Cassic, the Mercury
Classic, and other). The bill had 79 letters of support.

10: 57: 34 AM

Co-Chair Stedman referenced that the bill had one zero
fiscal note.

REBECCA REI CHLI N, BOARD CHAI R, FOUR VALLEYS COVMUN TY
SCHOCOLS, G RDWOOD (via tel econference), spoke in support of
SB 146 on behalf of the Four Valleys Board. She detailed
that since 1981 the school's community prograns were the
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main source  of educati on, recreation, and cul tural
opportunities for conmunity nenbers of all ages in
G rdwod, Bird Creek, Indian, and Portage Valleys. The
school served approximtely 6,800 participants and had 700
vol unteers. The organization had a |long and stable history
of providing quality prograns for the conmunity. She
relayed that the Grdwood year-round recreational program
t hrough the school was a nodel that provided extensive and
vari ed opportunities for youths to be physically active; it
included activities such as cross country skiing, fal
trail running, indoor soccer, downhill and nordic skiing
gymastics and ot her. Since 1984 Four Valleys had
adm nistered public funds for prograns; all awarded nonies
provided direct comunity services. To help with funding
the school had established partnerships wth |1ocal
busi nesses, non-profits, and private donors; volunteers
contributed their tinme to support a wde range of
activities.

Ms. Reichlin expounded that Four Valleys had a prior
history utilizing gamng activities to raise funds; it had
offered a Monte Carlo night, but when gam ng regulations
changed it could not continue to offer the event. The

legislation would allow Four Valleys to control its
financi al desti ny. She accentuated that in a snal

cormunity all of the organizations solicited comunity
support. She relayed that the bill would allow the school

to support its mssion, elimnate dependence on property
tax dollars, and to neet its goal of self-sufficiency. The
bill expanded on current gam ng regul ati ons.

11: 01: 32 AM

DI ANNA HI I BNER, SKI AREA GENERAL NANAGER, ALYESKA RESORT,
G RDWOOD (via teleconference), spoke in favor of the
| egislation on behalf of the resort. The resort had been
involved in the Al yeska Snow Classic since its inception.
The resort felt that the Snow Cassic would be a great
fundrai sing opportunity for Four Valleys Comunity Schools
and the community of G rdwood. She urged the committee to
vote in favor of the Snow Cdassic that would be
adm ni stered by Four Vall eys.

Senator G essel reiterated that the bill had a zero fisca
note and that it would benefit G rdwood.
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SB 146 was HEARD and HELD in commttee for further
consi derati on.

Co-Chair Stednman discussed the agenda for the follow ng
nmeeti ng.

#
ADJ OURNVENT

11: 02: 50 AM

The neeting was adjourned at 11: 02 AM
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