SENATE FI NANCE COWM TTEE
March 26, 2012
9:11 a. m

9:11: 23 AM

CALL TO ORDER

Co-Chair Stednman called the Senate Finance Committee
neeting to order at 9:11 a.m

VEMBERS PRESENT

Senat or Lyman Hof f man, Co- Chair
Senator Bert Stedman, Co-Chair
Senat or Denni s Egan
Senat or Donny O son
Senat or Joe Thomas

VEMBERS ABSENT

Senator Lesil MCGuire, Vice-Chair
Senator Johnny Ellis

ALSO PRESENT

Bryan Butcher, Comm ssioner, Departnment O Revenue; Donna
Keppers, Audit Master, Tax Division, Departnent of Revenue;
Wlliam C  Barron, Director, Division of GOl and Gas,
Departnent of Natural Resources;

PRESENT VI A TELECONFERENCE

Merlin W bbenneyer, |ndependent Contractor, Departnent of
Revenue; John Larsen, Tax Division, Departnent of Revenue;

SUMVARY
SB 192 O L AND GAS PRODUCTI ON TAX RATES

#sb192
SENATE BI LL NO. 192

"An Act relating to the oil and gas production tax;
and providing for an effective date.”



9:13:14 AM

BRYAN  BUTCHER, COW SSI ONER, DEPARTIVENT OF REVENUE,
testified that the change froma gross tax to a net tax in

2006, as well as changes mde to Alaska's Cear and
Equi table Share (ACES) in 2007, slowed the collection of
in-depth information and evaluation of current oi |

activities on the North Sl ope. He shared that the
information had finally been conpiled and divided into two
branches. One was a five-year review of activities on the
North Slope; the departnent had encountered difficulty in
acquiring the information because conpanies recorded the
data in categories and sub-categories that were difficult
to separate into necessary detail. The second branch
involved <categorizing the information in an  easily
under standable format. He relayed that the departnent had
entertained neetings and workshops wth the involved
conpanies in an attenpt to nove forward as seanm essly as
possible. He believed that 2012 would be the first year
going forward that the detailed information would be
avai l abl e, which would result in the availability of actual
necessary information by March 2013. He continued that the
attenpt to fill the data gaps had strengthened the
Department  of Revenue's (DOR) relationship wth the
Departnment of Natural Resources (DNR) and the Alaska Gl
and Gas Conservation Comm ssion (AOGCC). He expl ained that
DOR had conpiled the information while inplenenting a new
tax revenue managenent system The system would allow DOR
to integrate the nore detail ed categories inmediately.

9:17: 09 AM

DONNA KEPPERS, AUDI T MASTER, TAX DI VISION, DEPARTMENT OF
REVENUE, presented the PowerPoint Presentation: "Dat a
Assessnent Project Access to Information.” She pointed out
to the commttee the Index on Slide 2:

*Proj ect purpose and goal s

* Acconpl i shnments to Date

*Proj ect Approach

*Five Focus Areas

*Cost Information Gathering Process

*Data Assessnment — Over the Past Year

*Capital Expenditure Categories
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*5 Year Look Back Overview

*Data Assessnent — Next 15 Months

*Data Assessnment — Future 2014 Forward
*Benefits of the Project

* Next Steps

* Handout Li st

eI ndustry Information Catal ogue

*SB 192, Anendnent 26 Conparison to Currently
Col | ected Data by Agency

9:18:10 AM

Ms. Keppers |ooked at slide 3," Data Assessnent Project
Pur pose and Cbjective":

Purpose: to establish the foundation of data types
required by the departnent for establishing a
centralized, reliable, secure, and automated database
of oil and gas production and tax information for DOR
to evaluate tax obligations, have efficient reporting,
have full conpliance form producers/explorers, and for
data integration into nore advanced information and
revenue nmanagenment systens.

bjective: to assist in the design, developnent, and
i npl enentation of standardized reporting forms from
industry leading to the devel opnent and inplenmentation
of a standardi zed and automated collection of oil and
gas production volume, value, expense, credits, cost
forecasts and revenue information to address tax
related oil and gas economc, financial, and policy
i ssues and questions for the legislature, the Governor
and departnent.

Ms. Keppers testified that the project had been a valuable
exercise and that significant work had been conpleted over
the last year. She stated that DOR recognized that there
were levels of information that were necessary for inforned
deci sion naking; the departnent had captured the necessary
information in a standardized format. She relayed that
standardizing the information in order to collect it,
report it back, and analyses it was the first step in
setting up a new revenue managenent system
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9:18:21 AM

Ms. Keppers discussed slide 4, "Acconplishnments Spring 2011
to Spring 2012." She stated that the acconplishnments were
as follows:

 Gathered data, identified information needs and
sour ces.

o Conpleted Industry Information Catalogue — Handout
1

» Focused on 5 Areas of oil and gas tax information
needs.

e Hosted 4 industry workshops to communi cate goal s.

* Requested and conpiled 5-year |ook back (2006—2010)
of capital expenditures (CAPEX) by high Ileve
cat egory.

* Integrated, streanlined, and automated forns.

» Proposed work plan to obtain/report detail data for
FY12.

* Proposed work plan to integrate (sub |edger) oil and
gas accounting data into other infornmation systens.

Ms. Keppers stressed the DOR s responsibility to correct
and clean-up any duplicate information in order to
stream ine the fl ow of data.

9:21:51 AM

Ms. Keppers discussed slide 5, "Project Approach.” The
slide listed the foll ow ng approach

DOR used and "integrated collaborative" approach anong
DOR, DNR, AOGCC, industry, and other agencies to gather
current information.

Identified current information received by DOR DNR
AOGCC and other oil and gas industry associated
agencies - "Industry Information Catal ogue" -
Handout 1.

* ldentified and cross referenced statute and
regul ation requirenents of data received and NOT
recei ved.

* Reviewed past and current DOR i nformation requests.

* Reviewed conpliance |evel of responses.
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e ldentified type and format of information submtted
by conpanies (PDF's, Excel Spreadsheets, etc) for
docunents, graphs, charts, displays, narratives,
spreadsheet data files.

9:21:53 AM

Ms. Keppers continued to slide 6, "Focus on Current Areas.”
She stated that the areas that were the key sources of oil
and gas tax related information and reporting activities
Wer e:

e Production Forecast Reporting
» Cost Forecast Reporting

* Mnthly Information Reporting
e Credit Application Filing

* Annual Production Tax Return

9:22:31 AM

Co-Chair Stedman noted that there was a section of SB 192
that dealt at length with the collection of information. He
hoped DOR could work with the commttee to draft agreeable
| anguage into the | egislation.

9:23:11 AM

Co-Chair Hoffman felt that audit analysis and tinme-frane
for receiving information should be included in the key
areas. M. Keppers replied that the issue could be
addr essed.

9:23: 37 AM

Ms. Keppers discussed slide 7, "Cost Information Gathering
Process. " She discussed the follow ng work plan:

 Conducted in house discussion and review
» Devel oped CAPEX & OPEX Expense Category Lists.
e Conducted 4 workshops with industry.

* Industry responsive in both active participation and
witten conments.

 Devel oped CAPEX 5 year | ook-back of high |evel cost
cat egori es.
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» Proposed forward-looking nore detailed CAPEX and
OPEX cost categories — Handout 2.

9:26:10 AM

Ms. Keppers | ooked at slide 8, "Data Assessnent to Date":

e Data Assessnment Project acconplishnents, fornms &
processes.

* 5 Year Look Back effort — conpiled baseline data.

e Annual Cost Supplenmental |Information Report, rev 1.
o Effective for CY 2011 tax reporting due March
31, 2012
o Uses high I evel |ook back CAPEX categories
o Filed by producers and explorers

* Near conpletion of Annual Production Tax Return

Ms. Keppers spoke to the issue of audits. She stated that
DOR had a 6 year statute of limtation to conplete audits.
She explained that the process was large and conplex;
considering the 6 year tine period for conpletion, the tax
division should not be accused of being behind on the
audits. She reiterated that automatizing and standardi zi ng
the information, <collecting it in a tinmly nmanner and
putting it into an easy to read format would expedite the
auditing process. She relayed that the departnent had made
sonme acconplishnments concerning form and processes and had
prescri bed what was necessary according to statute. She
said that DOR had worked with industry to standardi ze dat a.
She furthered that sone changes that had been made woul d be
effective in the current tax reporting year; the annual
cost supplenental information would be categorized in the 5
high level areas listed on Slide 9 and then added to the
| ook back effort.

9:31:40 AM

V5. Keppers discussed slide 9, "Capit al Expendi ture
Cat egori es":

» Look Back Categories for 2006-2010:

Ceol ogi cal & CGeophysical Wrk (&G
Expl oration Drilling

Devel opnent Drilling

Facilities

O her Capital

O O O0O0Oo
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e Hgh level categories were used as a result of
wor kshop discussions with industry to balance the
departnment’s information needs and the industry’s
ability to respond in a short tine frame for 5 years
of historical data.

e Categorized capital expenditure data provided
represents 90%  of conpany reported capi tal
expenditures relating to credits.

9:32: 07 AM

Ms. Keppers addressed slide 10, "5 Year Look Back (2006-
2012) Qualified Capital Expenditures":

* Another aspect of the Data Assessnent Project
included the 5 year | ook back of qualified capital
expenditures into pre-defined industry conpatible
cat egori es.

* The pre-defined categories for the |ook back were
high |evel common categories used across the
industry to serve as a historical baseline for
anal ysi s.

e For CY 2012 and forward tax reporting the departnent
has proposed expanded pre-defined nore detailed
CAPEX and OPEX cost categories to the industry.

9:33: 14 AM

Ms. Keppers discussed slide 11, "Data Assessnent Next 15
Mont hs":

e Host prospective Cost Information Wrkshops on
CAPEX\ OPEX.

e Update Annual Cost Suppl enent al | nf or mati on
Report, rev 2.
o Effective for CY 2012 reporting due March
31, 2013
0 Uses nore detailed categories follow ng
addi ti onal workshops — April 2012
o Filed by producers and explorers

e Finalization of Annual Production Tax Return for
2012 reporting.

Senat e Finance Committee 7 03/26/12 9:11 A M



» Consolidating standardized fornms to elimnate
duplicate reporting.
o Finalize oil and gas reporting processes,
definitions
o Conpile 5 YLB historical cost data with 2012
cost data for analysis

 Conplete the foundation and basis for data
integration with a Tax Revenue Managenent System
(“TRVE").

* Refine proposed work plan to initiate devel opnent
and integration of standardized oil and gas
accounting information into a secured database
once the Tax Revenue Managenent System (“TRVMS )
proj ect plans decisions advance.

Ms. Keppers stressed that there was a great anount of
baseline information necessary before the new system coul d
be i nmpl enent ed.

9:36: 14 AM

Ms. Keppers |ooked at slide 12, "Data Assessnent Future
July 2014 Forward."

e The project has defined what we need to do to
organi ze the oil and gas accounting information.
 TRMS project needs to establish the project
i npl ementation plan in order for our project to

integrate into that system

« After TRMS  proj ect i npl ementation plan is
defined, the next step is to define how the oi
and gas accounti ng i nformation will be

incorporated into TRVS and when it can begin.

9:37: 06 AM

MVs. Keppers discussed slide 13, "Benefits of Dat a
Assessnent Project":

* Proposed reporting definitions and automation
st andar ds.

» Established reporting categories for qualified
capi tal expenditures categories.
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(bt ai ned hi stori cal capi tal expendi ture
i nformation.

* Devel oped requirenments to report cost categories
going forward in 2012.

e ldentified potential for electronic data sharing
anong associ at ed agenci es.

9:37:17 AM

Ms. Keppers continued to Slide 14, "Next Steps":

 Continued i nteraction W th st akehol ders to
conplete identifying and defining nore detailed
cost categories for both CAPEX and OPEX for 2012
tax reporting

e Conplete standardization of fornms, format and
cont ent

* Automation of the standardizes forns
MVs. Keppers recognized the <conmittee nmintained the
expectation that nore wuseful information would be nade
avai l able within the next year.

9: 38: 06 AM

Ms. Keppers referred to Slide 15  which |listed the
handout s. She stated that the Industry Information
Catal ogue was a conpilation of information that DOR, DNR,
and AOGCC had received. She discussed the spreadsheet, "O|l
and Gas Information Disclosure in Alaska". The columm
headers on the docunent signaled the follow ng information:

* Type of Data

 Agency Receiving Data

e Statue/Regul ation Authority

e Agencies with which Data May be Shared
» Reason for Data Subm ssion
 Disclosure Tinefrane

* Publication and Public Access

e Form of Reported Info.

« Data Provided By Source Agency

« Additional Data Needs of DOR

9:38: 26 AM
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Ms. Keppers relayed that while crafting the spreadsheet
wor kshops were held with industry. Research into DOR s tax
accounting system had reveal ed that the departnent had been
receiving the requested general information. She reveal ed
that DOR woul d need to request nore specific information in
regard to |ease expenditures and the form in which the
departnment received the information wuld need to be
st andar di zed. She shared that conpanies often believed that
DOR was requesting redundant information. She conceded that
vol unes of information had been given to DOR by industry;
however, the information could not be categorized because
it was not in a standard form She said that it should not
be the role of the departnment to decide where the costs
shoul d be categorized. She trusted that once the departnent
defined the categories industry could nake the deci sion.

9:41: 36 AM

Ms. Keppers stated that DOR had created a large matrix of
every piece of industry information that the tax division
had received. She stated that nore specific information
concerning | ease expenditures would be gathered through the
capi tal and operating expenditures (CAPEX & OPEX)
exerci ses.

9:42: 34 AM

V5. Keppers discusses the handout, "Proposed Master
Expendi tures Categories List" (copy on file). She explained
t hat when DOR resunmed workshops with industry in April 2012
the list would be reviewed in detail. Page 1 of the |ist
gave the CAPEX expenditure categories and acconpanying
definitions. Wrking through the list wth corporations
woul d define what information needed to be shared between
DOR and industry. Pages 2 through 4 listed OPEX
expendi t ures.

9:44: 09 AM

Ms. Keppers addressed the handout, "SB 192, Anmendnent 26,
PIMS Data Requirenents Conparison to Currently Collected
Data by Agency" (copy on file). She explained the handout
detailed the conparison of what was listed in the anmendnent
and what was currently collected by agency. The first
colum listed individual itens that nmay have been listed as
a single line item in the amendnent. The second columm
listed the information that could be found in the industry
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catal ogue; the third colum listed the agency collecting
the information.

9:45:11 AM

Co- Chair Stedman wondered which itens on the handout were
proprietary. He spoke to concerns that the requests in the
CS involved issues that were nore conplicated than they
appeared in the surface.

Comm ssi oner But cher replied t hat DOR had t he
responsibility be very car ef ul Wi th proprietary
information. He said that the mpjority of information
requested in the CS was currently being collected. He added
that the determination of what information could be
released to the public would be determ ned on a case-by-
case basi s.

9:46: 54 AM

Ms. Keppers referred to the center colum on the handout.
She stated that it had been discovered that four itens
listed in the anmendnment had not been coll ected. She said
t hat the information <could be <collected wth nore
coordination with DOL&WD.

9:47:20 AM

Ms. Keppers stated that there was data collected anbng the
three agencies that was not identified in the anmendnent.

9:47:35 AM

Commi ssioner Butcher interjected that slide 17 touched on
the fact that 90 percent of the data requirenments in the CS
were already being collected by the 3 agencies. Only 4 of
the 35 data itens were not currently being collected, which
could be fixed through further coordination with DOL&AD. He
expressed concern that redundant information collection
would be financially inefficient. He said that over the
| ast year DOR had been the agency conmpiling all of the
information and woul d expand the search to the handful of
data itenms not currently being collected.

9:48: 33 AM
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Co- Chair Stednan pointed out that the handout listed 5 data
itens that had not been coll ected.

9:48: 41 AM

Co-Chair Hoffman referred to page 2 of the handout. He
gueried why DOR had not collected information about
Production Wrk Prograns and Production Wrk Program
Budget s.

9:49: 08 AM

Co-Chair Stedman added that no information had been
gat hered concerni ng Expl orati on Wrk Program Budget s.

Ms. Keppers understood that further collaboration wth
DOL&WD woul d be necessary in order to collect information
at the | evel DOR needed.

9: 50: 05 AM

Co-Chair Hoffman noted that the mssing information had
been previously requested by the conmttee. He expressed
di sappoi ntnent that the data had not been nmade avail able to
t he state.

Comm ssioner Butcher agreed to provide the information
followng future conversations wth DOL&WD. He explained
that the DOR had worked to identify all of the information
necessary in order to evaluate revenue issues. He admtted
that the departnent had failed to consider collecting the
information prior to the | ast year.

Co-Chair Hoffrman wondered if DOR felt that gathering the
m ssing information was a worthwhile pursuit. Conmm ssioner
Butcher replied that the information would have value to
t he state.

9:51: 40 AM

Co-Chair Stedman asked if DOR had been comrunicating with
DOL&WD the inportance that the requested information
reached the commttee expeditiously. He suggested that a
letter fromthe conmttee m ght expedite the process.

Ms. Keppers testified that DOR would work with the DOL&AD.
She said that to date the departnment had collaborated with
DNR and AOGCC on the commonal ity of information.
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9:52: 30 AM

Senator Egan referred to page 3 docunent. He understood
that DOL was receiving nonthly reports concerning G| and
Gas Enployment Information and Training. He wondered why
DOR did not have access to the information.

Ms. Keppers stated that the area was one in which a gap had
been recognized. She assured the <commttee that the
department recogni zed that nore work needed to be done with
DOL&WD in the area of information sharing.

9:53: 24 AM

Co-Chair Stednan noted that the section of the bill that
spoke to the issue could be altered to reflect the
recommendations of the departnment. He thought the priority
nmoving forward should be to focus on the delivery of
information to the conmttee. Comm ssioner Butcher replied
that the departnment woul d provide specific reconmendati ons.

Co- Chair Stedman added that the commttee was not
interested in redundant information. He highlighted that
the concern centered on the flow of infornmation to the
committee.

9:54: 37 AM

Senat or O son expressed concern regardi ng abandoned wells;
wells that had been abandoned or that could no |onger be
| ocated. He wunderstood that nost of the wells were on
federal ground, but wondered why page 3, item (6)(A)),
reflected that there was m ssing information concerning the
wel | s.

9:56: 13 AM

MERLI N W BBENMEYER, | NDEPENDENT CONTRACTOR, DEPARTMENT OF
REVENUE (via teleconference), responded that the item
specifically referred to the budget information pertaining
to abandonnent wel | s, | eases, producti on, and
transportation. He stated that industry did not normally
provide the |evel of detailed information requested by the
depart nment.

9:56: 33 AM
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Co-Chair Stedman wunderstood that DOR requested expected
expenditure estimations from industry tw ce per year. He
said that the nost current figures had been released to the
Senate Resources Conmittee in Sumrer of 2011. He queried
when the information would be introduced to the commttee
for use in future discussions. He understood that industry
coul d have confidentiality i ssues when presenting
information to the legislature, but that the nunbers the
commttee received were in the aggregate, which mde the
data difficult to parse. He assuned that the data would
vary, but thought it would be beneficial to the commttee
to have a nore fluid flow of information from industry in
order to «craft sound ©policy. He stressed that the
substantial nunber of credits that affected the treasury
each year necessitated open-ended appropriations in order
to pay the credits as they were subm tted.

9:59: 30 AM

Comm ssioner Butcher replied that the departnent would
provi de nore frequent updates to the commttee.

9:59:43 AM

Co-Chair Stedman clarified that receiving the information
in January was sufficient. He expressed concern that the
facts of the data had varied from one conmttee to the
next. He wondered how the problem could be alleviated.

10: 00: 20 AM

Comm ssioner Butcher replied that the departnent had been
exam ning the issue of inconsistent information. He stated
that for decades, the departnent had been too optimstic
wi th production forecasts. He felt that the issue had been
driven by overly optimstic industry projections. He
pointed out that there was a simlar concern regarding the
capital expenditure forecasts. He explained that the
industry's capital expenditure forecasts had al so been too
optimstic. He assured the commttee that DOR was
researching the issue.

10: 02: 01 AM

Co-Chair Stedman wondered if the situation could work in
the opposite; could industry spend nore than antici pated on
a year - by-year basis.
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10: 02: 35 AM

Comm ssi oner Butcher replied in the affirmative.

10: 03: 33 AM

Co-Chair Stedman asserted that the issue should be
frequently discussed in order to track potential capital
expenditures in the future.

10: 04: 24 AM

Ms. Keppers replied that the forecast information was
gathered twice per year by DOR s econom c research group.
The first forecast arrived in COctober and was published in
the Revenue Source Book the first week of Decenber. The
spring forecast was updated in January or February of the
foll ow ng year.

10: 05: 08 AM

Co-Chair Stedman enphasized that there was always an
interest in the projected forecast and the actual nunbers.
He shared that the change in the forecast was of interest
to the commttee.

10: 05: 22 AM

Ms. Keppers agreed that the forecast to forecast analysis
was significant. She said that the departnent currently
received the information, but not at the l|level of detail
requested by the commttee.

10: 05: 40 AM

Co-Chair Hoffman noted that the job of the conmttee was to
set tax policy during the legislative session. He opined
that there still seemed to be mssing information. He
queried the current audit results for Alaska's Cear and
Equitable Share (ACES), and added that the audits were
unavail able as far back as 2007. He argued that infornmed
decisions on tax policy for the State of Al aska could not
be made without all of the pertinent information. He
wondered why the adm nistration would ask the commttee to
make changes in the tax structure w thout any of the audit
information. He added that the issue of abandoned wells
should not be ignored by DOR He stressed that the
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information collected by DOR should be shared with the
Departnment of Environnmental Conservation (DEC), and the
situation should be under better control. He declared that
the state should be nore aggressive in seeking the
i nformati on necessary to craft sound public policy.

10: 07: 55 AM

Comm ssi oner Butcher stated that he agreed that the state
needed nore information. He noted that 2006 was the nost
difficult year to audit. The state had swtched from a
gross tax to a net tax, while inplenenting dozens of new
regul ations. He stated that DOR was working on 2007 and was
well wthin statutory guidelines. He said that providing
the information expeditiously was a priority for the
departnment. He shared that when the departnent received the
returns from the conpanies, a desk audit was perfornmed to
assure the nunbers |ooked accurate. He stated that a nore
detailed audit was later performed in order to establish
the accuracy of the nunbers to a higher degree. He said
that the departnent had not noticed any large errors in the
desk audits. He reiterated that the departnent had nore
audits that needed to be done, but was not behind
statutorily.

10: 10: 50 AM

Co-Chair Hoffman accepted that the departnment was wthin
the timefranme provided under statute. He asserted that the
guestion still remained as to whether the credits were
working for the state or not. He remnded the conmttee
that consultants had testified that the state had provided
to too nuch in tax credits; the commttee did not have the
information to fix the problem and the departnent had
provi ded no recomrendati ons.

10:11: 21 AM

Comm ssi oner Butcher said that half of the tax credits that
were paid out were to conpanies that were already
exploring, and that the departnment would not know for a
decade whether production had increased as a result. He
relayed that the conpanies thenselves could give the
| egislature Dbetter insight as to what the credits
acconpl i shed than coul d DOR

10: 12: 08 AM
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Co-Chair Hoffrman stressed that billions of dollars for the
state were at risk. He asserted that an understandi ng of
weat her the credits were working or not should be a high
priority for the departnment.

10: 12: 35 AM

Conmi ssioner Butcher agreed that it was the responsibility
of the departnment to provide sufficient information
concerning the issue to the commttee. He qualified that
DOR was limted by an inability to foretell the future.

10:12:48 AM

Co-Chair Hoffman probed the various ways in which the
| egislature could assist the departnent in gathering the
i nformation.

10: 13: 09 AM

Comm ssi oner Butcher reiterated that in 2006 the departnment
had been overworked by the inplenmentation of regulations
for ACES and the Petroleum Production Tax (PPT). He felt
that the presentation reflected the level of detail the
departnment could provide concerning audits. He assured the
cormittee the departnent would provide nore detailed
information in the future.

10: 13: 42 AM

Co-Chair Stedman expressed concern that the admnistration
woul d support an increase in oil tax credits wthout
consi deri ng consul tants testinmony  that the credits
currently extended to industry were too large and had
caused a negative production tax at high oil prices. He
felt that DOR had not provided a reasonable analysis or
explanation for the credit increase. He noted that when PPT
was crafted, the 20 percent capital credit had been
targeted for increased production, but had instead gone
i nt o mai nt enance.

10: 16: 07 AM

Comm ssi oner But cher solicited addi ti onal guesti ons
concerning the presentation.

10: 16: 16 AM
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Co- Chair Stednman concluded that there would be continued
work between DOR and DOL&AD on providing nore detailed
information to the commttee and the | egislature.
Conmi ssi oner Butcher agreed.

10:16: 59 AM

Comm ssioner Butcher stated that switching from a gross-
systemto a net-system had allowed DOR to collect a higher
degree of data. He stressed that many agencies worked
together to gather the inportant information. He shared
that DOR was |learning to work with each conpany's database
program

10: 18: 07 AM

Co-Chair Stedman |looked to page 1 of the Industry
Informati on Catal ogue. He asked why the Joint Operating
Agreenments were Jlisted as "not public information." He
remarked that the <chairman of the Senate Judiciary
Commttee had cited the joint operating agreenents during
public conmittee neetings.

10: 19: 34 AM

Comm ssi oner But cher deferred the question to the
departnent's tax division

10: 19: 49 AM

JOHN LARSEN, TAX DIVISION, DEPARTMENT OF REVENUE (via
tel econference), stated that the joint operating agreenents
were a confidential contract between working interest
owners. He explained that there were several types of
agreenents: joint operating agreenments and unit operating
agreenents. He deferred further explanation to DNR

10: 20: 57 AM

Co-Chair Stedman believed that DNR could clarify the
difference between the two agreenents. He noted that
guestions had risen during past neetings concerning the
operating agreenents. He referred to the agreenents as a
sort of "black box"™ which provided no answers.

10: 22: 00 AM
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Senat or Thomas wondered if the process of gathering data
was becoming nore streamined or nore burdensonme for the
depart nent.

10: 23: 16 AM

Comm ssi oner Butcher responded that the inplenentation of
the new tax managenent system would require increased
| abor. He relayed that collecting the information would not
be | abor - savi ng, but woul d provi de nor e detail ed
i nformation.

Senator Thomas thought that the coordination between
departnments and reformatting of information would alleviate
sone of the redundant data.

Comm ssioner Butcher replied in the affirmative. He shared
that Legislative Audit had highlighted that the archaic
dat abase prograns used by the departnment had resulted in
auditors spending tine manually entering information. He
believed the new system would benefit the departnent
greatly.

10: 24: 34 AM

Co-Chair Hoffrman requested the time-frame for conpleting
t he audits.

Comm ssioner Butcher replied that a tine-frame could not be
provi ded.

10: 25: 14 AM

Co- Chair Hof f man wondered when the departnent would be able
to provide a time-frame in which the audits would be
conpl ete. He contended that the information was critical in
di scussi on about revisions to the tax structure.

Comm ssi oner Butcher responded that a snap-shot of where
DOR was in the process, and how fast the departnent was
getting caught-up, could be provided. However, t he
departnment was hanstrung by the inplenentation of the new
dat abase.

10: 27: 32 AM
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Co-Chair Hoffman asserted that the conmittee would be
negligent to not make the audits a priority. He felt that
the commttee had a fiduciary responsibility to the
citizens of the state to push the issue of the audits. He
inplored DOR to establish a tinme-frame and report back to
the commtt ee.

Comm ssi oner But cher understood; however, he could not give
and accurate tine-frane.

10: 28: 58 AM

Senator O son expressed disconfort discussing additional
tax credits for the industry w thout having seen the audits
i n question.

Comm ssioner Butcher replied that nore information was
al ways better. He noted that DOR and the |egislature had
much nore information now than when ACES and PPT were voted
on.

10: 30: 05 AM

Co-Chair Stednman interjected that much of the currently
avai lable information was conflicting. He said that the
report from DOR when HB 110 was introduced had raised
numerous concerns on many |evels, particularly the
departnment's direct involvenent in a particular piece of
| egi sl ation.

10: 30: 50 AM

Co-Chair Hoffman referred back to the proposal in 2007 of
ACES by the adm nistration. He stated that he had not felt
at that time that sufficient information had been provided,
which resulted in his vote against ACES. He reiterated that
a sound decision could not be made wthout the proper
i nformati on.

Comm ssioner Butcher replied that the detailed audits
t hrough 2012 would have a mnimal effect on the information
policy makers would need to make tax decisions. He said
that the departnment was basically going through and
"dotting I's and crossing T's." He argued that the detailed
audits would not provide information concerning necessary
changes in the tax structure.
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Co-Chair Hoffrman maintained that he did not have enough
i nformation. Comm ssioner Butcher replied that DOR would
work to provide all of the requested information.

10: 33: 49 AM
AT EASE

10: 44: 20 AM
RECONVENED

10: 44: 51 AM

WLLIAM C. BARRON, DI RECTOR, DIVISSON O AOL AND GAS
DEPARTMENT OF NATURAL RESQURCES, addressed a question
regarding joint and operating unit agreements. He stated
that he did not have the information, but would address the
issue at a later date in a letter to the conmttee.

10: 45: 35 AM

M. Barron presented a PowerPoint Presentation, "Senate
Fi nance Comm ttee, 26 March 2012" (copy on file).

10:45: 47 AM

M. Barron discussed slide 2, "CQutline of Presentation”

e Land Disposition
* Land Managenent
* Facility Capacity Access

10:45: 52 AM

M. Barron continued to slide 3, "Land Managenent: Life of
Lease,” which illustrated the current state process for
| and disposition and managenent. Parties could acquire
access to state land in two ways: through an exploration
license, or through an area-w de | ease sale. Once the |ease
was issues there was a primary term for exploration and
during that tinme-frane parties were expected to explore the
land to prove noveable hydrocarbons. |If no noveable
hydrocarbons were found within the tine-franme, the acreage
woul d be nmade available for the next |ease sale. In the
event that noveable hydrocarbons were found, a unit would
be fornmed under careful state direction concerning work
prograns and expectations for the first five years of
devel opment. He stated that if no significant production
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occurred after five years, the unit would term nate, and
the land would be returned to the state for resale. If the
unit proved successful it would be deenmed a Participating
Area (PA). He noted that he |eased under discussion before
the conmttee were in the PA stage.

10:47:47 AM

Co-Chair Hoffman wondered why there was no tine frane
addressed for exploration during the primary term M.
Barron replied that the question would be addressed further
into the presentation.

10: 48: 33 AM

M. Barron addressed slide 4, "Alaskan Area-w de Leasing
System": He stated that the area-wide |ease sale was
primarily the largest function of |and disposition used by
the state, and covered areas where:

* limted or no data exists regarding actua
resource potenti al

* sone basins have shown production or prom se

M. Barron cited the North Slope Foothills as a primry
area of interest in an active basin. He continued that new
rental rates would provide a nechani sm that woul d encourage
timely exploration and devel opnent w thout the additional
adm nistrative burden to State. He said that during the new
ten-year tinme-frane, the |easeholder would retain exclusive
rights to explore the land. He shared that the | easing
system was a product of U S GOl and Gas law, it relied on
t he hi ghest bidder and was non-discrimnatory. He expl ai ned
that the state could inpose work conmttees and special
terms in lease sales (AS 38.05.035(h)) which typically
occurred when the state was aware of a higher probability
of known hydrocarbons in an area.

10:51:17 AM

Co- Chair Hof fman requested the inposed work commtnents for
the prior 5 years. M. Barron agreed to provide the
i nformation.

10: 51: 41 AM
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M. Barron added that the state did not typically inpose
work commtnents. Current statute required the state to
provi de expectations to conpanies concerning he |ease, not

vice-versa. M. Barrons continued to slide 5, "Current
Lease Ternms." He relayed that in primary producing areas,
i.e.; Cook Inlet and the North Slope, were currently

bi ddi ng out at a mininum of $25.00 per acre. The rental for
the first seven years was $10.00 per acre and junped to
$250. 00 per acre in years 8, 9, and 10.

10: 52: 11 AM

Co- Chai r Hof fman questioned if the rates had been
established under statute, and queried the date of their
last review. M. Barron replied that the rates had not been
est abli shed under statute, rather by the Division of Gl
and Gas. The division reviewed the rates on an annual
basis. He clarified that the terns in the presentation were
first used in 2011 for the North Slope |ease sale. He said
that between the years 2002 and 2005, the lease term was
for seven years, between 2006 and 2009 the term varied
between five years and seven years; depending on the area,
and between 2009 and 2011 it varied between seven years and
ten years. The division had recognized over tine that five
years did not seem to be enough tine because of the short
drilling and exploration season. The division had
established that 10 years was a reasonable naxi num anount
of tine. He said that the junp to $250.00 per acre at the
eight year mark gave conpanies the choice to neke a
busi ness decision after seven years at a significantly
lower rate. He cited the exanple on slide 5:

Lease term expendi tures
(20 tracts/ 5,760 acres each)
» M ni mum bonus bid for land is $25/acre
» 20 tracts at 5760 acres nultiplied by $25
equals $2.88 million
> Rentals: $10/acre equals $1.15 mllion each
year in annual rentals years 1 through 7
> Rentals: $250/acre equals $28.8 mllion each
year in annual rentals years 8 through 10

10: 56: 05 AM

M. Barrons shared that the idea was to get conpanies to do
the work within the first seven years or pay the elevated
rate for years 8, 9, and 10.
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Senator O son asked how the state's | ease terns conpared to
terms on federal land. M. Barron replied that |eases on
federal |ands were nuch | ower.

10: 56: 36 AM

Co-Chair Stedman concluded the neeting wth housekeeping
i nformati on.

#
ADJ OURNVENT
10: 57: 03 AM

The neeting was adjourned at 10:57 AM
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