SENATE FI NANCE COWM TTEE
March 30, 2012
9:04 a. m

9:04:54 AM

CALL TO ORDER

Co-Chair Stedman called the Senate Finance Commttee
nmeeting to order at 9:04 a.m

VEMBERS PRESENT

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

Senat or Denni s Egan

Senat or Donny O son

Senat or Joe Thomas

VEMBERS ABSENT

None

ALSO PRESENT

Senator Linda Menard; Shyan Ely, Intern, Senator Lesil
McGQuire; Senator Kevin Meyer; Christine Marasigan, Staff,
Senator Kevin Meyer; Senator Kevin Myer; Edra Morl edge,
Staff, Senator Meyer; Tinothy Cark, Staff, Representative
Bryce Edgnon; Darwin Peterson, Staff, Senate Finance
Conmittee; Diane Barrans, Executive Director, Postsecondary
Educati on Comm ssion, Departnent of Education; Janak Mayer,
Manager, Upstream and Gas, PFC Energy; Senator Cathy
G essel ; Senator Joe Paskvan

SUVMVARY

SB 91 SPORT FI SHI NG GUI DI NG SERVI CES
SB 91 was REPORTED out of commttee with a "do
pass" recomendati on and with the acconpanyi ng

previously published fiscal note: FN2 (DFGQ.

SB 119 ATHLETI C TRAI NER LI CENSI NG



SB 182
from
Devel

HB 65

SB 119 was REPORTED out of committee with a "do
pass” recomrendati on and wi th acconpanyi ng new
fiscal inpact note fromthe Departnent of

Commerce, Community and Econom c Devel opnent; and
new zero fiscal note fromthe Departnent of

Adm ni stration.

PUPI L TRANSPORTATI ON FUNDI NG
SB 182 was REPORTED out of committee with a "do

pass" recomrendation, attached Letter of Intent
fromthe Departnent of Education and Early

Devel opnent and with a new fiscal inpact not e
t he Departnent of Education and Early
opnent .

SENI OR CI TI ZEN HOUSI NG DEV. FUND GRANTS

HB 65 was REPORTED out of commttee with a
"do pass" recommendation and with a new zero
fiscal note fromthe Departnment of Revenue.

CS HB 104(RLS)

SB 192

#sb91l

ALASKA PERFORVANCE SCHOLARSHI PS

CS HB 104(RLS) was REPORTED out of Committee
wi t h individual recommendations and with a new
fiscal inpact note fromthe Senate Fi nance
Commttee for the Departnent of Education and
Early Devel opnent, a new fiscal inpact note from
t he Departnent of Education and Early

Devel opnent, a new zero fiscal note fromthe
Departnment of Education and Early Devel opnent,
and an indeterm nate fiscal note fromthe

Depart ment of Revenue.

O L AND GAS PRODUCTI ON TAX RATES

SB 192 was HEARD and HELD in conmittee for
further consideration.

SENATE BILL NO 91

"An Act anending the termnation date of the licensing
of sport fishing operators and sport fishing guides;
and providing for an effective date.”
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9:06: 51 AM

SHYAN ELY, |INTERN, SENATOR LESIL MCGU RE, highlighted SB
91. Senate Bill 91 will ensure the continuation of Al aska's
sport fish guide licensing and reporting program
Legi slation authorizing the program was passed in 2004 and
the program has proven beneficial to both the sport fishing
i ndustry and resource managers. Wth nore than 1.8 mllion
clients, 88 percent of whom are nonresidents, taking nore
than 460,000 guided fishing trips in Alaska annually;
guided sport fishing has beconme an integral part of
Al aska’s tourism econony. In fact, a study comm ssioned by
the Al aska Departnment of Fish and Gane estimated that
nonresi dent spending on sport fishing was nore than $650
mllion in 2007. Since the program s inception, an average
of 1,670 sport fishing business licenses and 1,981 sport
fishing guide licenses have been sold annually. She stated
that 90 percent of l|license holders are Al aska residents and
the professionalization of the sport fishing guide industry
has benefitted both the industry and the resource. The data
collected through the program provides the information
state and federal managers need to sustai nably nmanage sport
fish popul ations. The program al so allows Al aska to receive
an exenption from the National Saltwater Angler Registry; a
f eder al program that would begin |levying fees for
registration in 2011. Recognizing the inportance of the
program the Alaska legislature extended the prograns
term nation date for one year in 2010; SB 91 proposes to
amend the progranis associated termnation |anguage in
existing statutes in order to allow this valuable program
to continue serving Al askans and their valuable fishery
resour ces.

Co-Chair Stednman noted the one previously published fiscal
i npact note fromthe Departnent of Fish and Gane.

Co-Chair Hoffman MOVED to report CS SB 91 (FIN) out of
committee W th i ndi vi dual recommendat i ons and t he
acconpanyi ng fiscal note. There being NO OBJECTION, it was
so ORDERED.

SB 91 was REPORTED out of conmmittee with a "do pass”
recommendation and wth the acconpanying previously
publ i shed fiscal note: FN2 (DFG.

#sb119
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SENATE BI LL NO. 119

"An Act relating to the licensing and regulation of
athletic trainers.”

9:10: 26 AM

CHRI STI NE MARASI GAN, STAFF, SENATOR KEVIN MEYER, expl ained
that SB 119 would anmend current statutes to establish
licensing and regulation of athletic trainers in the State
of Alaska. Athletic Trainers are certified, health care
prof essionals who practice in the field of sports nedicine.
This profession plays a significant role in the managenent,
preventi on, recognition and rehabilitation of injured
athl etes under the supervision of a |icensed physician. As
peopl e becone increasingly nore active, athletic trainers
are a vital resource in admnistering imrediate energency
care as well as injury prevention and treatnent prograns.
The National Athletic Trainer’s Association (NATA), which
was founded in 1950, is the professional nenbership
association for certified athletic trainers. According to
NATA, Al aska is one of the few states that do not currently
license athletic trainers. Should SB 119 pass, athletic
trainers would be required to have a license to practice in
the State of Al aska.

Co- Chair Stedman pointed out one zero fiscal note from the
Department of Adm nistration (DOA); and one fiscal note
from the Departnent of Conmerce, Conmunity and Econom c
Devel opnent (DCCED) for $26.5 million in receipt supported
services in FY 13, and $1.8 million in the out-years.

Co-Chair Hoffman MOVED to report CS SB 119 (L & C) out of
committee W th i ndi vi dual recommendat i ons and t he
acconpanyi ng fiscal notes. There being NO OBJECTION, it was
so ORDERED.

SB 119 was REPORTED out of comrmittee with a "do pass”
recommendati on and with acconpanying new fiscal inpact note
from the Departnent of Conmerce, Conmunity and Econom c
Devel opnent; and new zero fiscal note from the Departnent
of Adm ni stration.

#sb182
SENATE BILL NO. 182
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"An Act anending the anount of state funding provided
to school districts for pupil transportation.”

SENATOR KEVI N MEYER, explained that school districts in the
state of Alaska are facing shortfalls in overall funding,
in part due to the rising cost of pupil transportation

prograns. It is costing nore each year to transport our
students safely to and from school. Senate Bill 182 changes
the pupil transportation funding, which allows school

districts to keep nmore of their foundation funding in the
classroom Currently nost districts have to subsidize their
pupi | transportation prograns, which takes foundation
formula dollars out of the classroom This |[|egislation
recalibrates the funding for pupil transportation based on
the nost recent audits by the Departnment of Education and
Early Developnment. The amounts wll be adjusted annually
according to the Consumer Price Index (CPl) for Anchorage.
This change allows the funding to match the anounts agreed
to in their nost recent contract negotiations, providing a
nmore realistic figure for the actual cost of pupi
transportation. Al t hough  pupil transportation is an
indirect cost of education, it is extrenely inportant in
Al aska. Road <conditions are often dangerous, daylight
during the school vyear is mnimal, and sonetinmes the
di stance of transporting students is inmense.

Co-Chair Stedman noted the new fiscal inpact note from the
Depart ment of Education and Early Devel opnent.

Senator O son wondered how many school districts would be
inpacted by the bill. Senator Meyer replied that the bil
woul d benefit every school district that currently offered
school transportation.

EDRA MORLEDGE, STAFF, SENATOR MEYER, furthered that the

bill represented 49 school districts out of 53 in the
state.
Senator O son surmsed that the bill applied to the schoo

districts that currently provided transportation services.
Ms. Morledge agreed. She added that if the four school
districts that did not currently provide transportation
decided to provide transportation in the future, those
districts would benefit fromthe proposal.

Co-Chair Hoffman MOVED to report CS SB 182 (EDC) out of
commttee with individual recommendations, attached |letter
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of intent, and the acconpanying fiscal note. There being NO
OBJECTION, it was so ORDERED

SB 182 was REPCRTED out of comittee with a "do pass"”

reconmendati on, attached Letter of | nt ent from the
Department of Education and Early Devel opnent, and with a
new fiscal inpact from the Departnent of Education and

Early Devel opnent .

#hb65
HOUSE BILL NO. 65

"An Act making regional Native housing authorities
eligible to receive grants through the Al aska Housing
Fi nance Corporation from the senior citizens housing
devel opnent fund."

9:16:10 AM

TI MOTHY CLARK, STAFF, REPRESENTATI VE BRYCE EDGVON
highlighted the features of HB 65. He stated that HB 65
woul d benefit senior citizens across the state by including
regional housing authorities anong the entities eligible
for grants through the Al aska Housing Finance Corporation's
Senior Citizens Housing Devel opnent Fund (SCHDF). The SCHDF
contributed funding to organizations that develop quality
housi ng for ol der Al askans, who nmake up the fastest grow ng
segnent of our population. Wiile SCHDF grants had been
avai lable to nmunicipalities and 501 c(3) and (4) nonprofits
since the fund' s inception, Al aska' s regional housing
authorities had not been eligible. House Bill 65, which had
the support of the Alaska Housing Finance Corporation
(AHFC), will correct that omssion. IN npbst cases, grants
through the SCHDF conplenent funding from a variety of
ot her sources. Oten and ACHDF grant was the final piece of
the puzzle that allowed a project to go forward. Funds can
be put toward pre-devel opment expenses and new construction
as well as acquisition of properties, accessibility
nodi fications, and rehabilitations. Alaska's 14 regional
housi ng authorities span from Ketchikan to Barrow and were
anong the state's nost experience devel opers of affordable
housi ng. Making housing authorities eligible for grants
woul d not increase spending through the SCHDF. It rmay,
however, w den the selection of projects conpeting for
grants and increase AHFC' s ability to nore effectively
al | ocate fundi ng.
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Co-Chair Stedman pointed out the one zero fiscal note from
t he Departnent of Transportation and Public Facilities

Co-Chair Hoffman MOVED to report HB 65 out of conmttee
wi th individual recomendations and the acconpanying fiscal
note. There being NO OBJECTION it was so ORDERED.

HB 65 was REPORTED out of comrittee with a "do pass”
recommendation and with a new zero fiscal note from the
Depart ment of Revenue.

9:19: 06 AM
AT EASE

9:24:21 AM
RECONVENED

#hb104
CS FOR HOUSE BILL NO. 104(RLS)

"An Act renaming the Al aska performance scholarship
and relating to the scholarship and tax credits
applicable to contributions to the schol arship;
relating to Al askAdvantage education grant funding and
to Al aska per f or mance schol arshi p f undi ng;
establishing an account and fund for those purposes;
maki ng conform ng anendnents; and providing for an
effective date."

Co-Chair Hoffman MOVED to ADOPT the proposed conmttee
substitute for CS HB 104 (RLS), Wrk Draft 27-GH1893\S
(Mschel 3/28/12). Co-Chair Stedman OBJECTED for the
pur pose of di scussion.

9:25:31 AM

DARW N PETERSON, STAFF, SENATE FI NANCE COWM TTEE, expl ai ned
the changes in the Wrk Draft. He explained the changes
between commttee substitute versions R and S. He stated
that page 2 of the work draft, lines 9 and 10 inserted the
words, "an institutional accrediting body recognized by the
United States Secretary of Education.” He |ooked at page 2,
lines 23 and 24 that added the words, "Al aska residents who
have attained an Al aska high school diplom by exam nation
after January 1, 2011." He explained that the phrase "high
school diploma by exam nation” was the proper way to refer
to students who had received their GCeneral Education
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Devel opnent (GED). Page 3, line 7 added the exception for
provi sions of subsection C, which were the new high schoo

di pl oma by exam nation conponent. Page 3, line 9 nmade an
exception for subsection D, which was the waiver of the
core academ c requirenents. Page 4, lines 3 through 30 was

the new grace period |anguage. He stated that the new grace
period |anguage was taken directly from the regulations,
and was only slightly nodified. The grace period that was
in regulation expired wwth the graduating class of 2012, so
the new |anguage continued the grace period, so the
Comm ssioner can waive the requirenments. He quoted the
grace period | anguage:

The Comm ssioner shall waive the core academc
requirenents for a high school graduate, if the
student submts and application providing proof the
student was unable the academ c requirenents because
of illness or disability or because those courses were
not available in the student's school district. The
Comm ssioner has thirty days to approve or deny an
application for waiver. H gh school graduates who
receive the waiver will then have twelve nonths to
finish the core academic requirements in a school
district that sponsors that student.

M. Peterson stated that CGED graduates woul d have 24 nonths
to conplete the core academ c requirenents.

M. Peterson stated that page 5, lines 5, 11, and 17 had
deleted the word, "diploma", because it was considered
incorrect termnology. He |ooked at page 7, line 19, which
changed the date from October 1 to Septenber 1 of each
fiscal year. Page 7, lines 21 through 25 inserted new
| anguage:

If an insufficient nunber of qualified applicants are
awarded grants before the end of the fiscal year, the
commi ssioner shall redeposit the remaining funds into
the Al aska Hi gher Education |Investnent Fund.

M. Peterson explained that, of the earnings from the
principal of the $400 mllion fund, two-thirds would go
into scholarships, and one-third would go to grants. |If
there were not enough students that could use all of the
scholarship funding that was available, the renmaining
bal ance of the funding will go into the grants. If there
were not enough students to use all the available grant
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fundi ng, whatever was leftover at the end of the year wll
be deposited into the overall Hi gher Education |nvestnent
Fund to be used in the subsequent fiscal year.

M. Peterson |ooked at page 7, line 26. He stated that it
was not a change, but was the snmall school carve-out
provi sion that was staying in the bill. Page 8, lines 6 and

7 was a change that stated, "the conm ssion shall redeposit
the remaining anount back into the fund from which it
originated."

M. Peterson |ooked at page 16, lines 24 through 26, which
di spl ayed transition |anguage that identified that the $400
mllion that was appropriated to the AHFC in the year
prior, and would be wused to capitalize the new Al aska
Hi gher Education Investnent Fund. Page 17, at the request
of the departnment, nmade changes to the effective dates in
order to make the program easier to nanage.

M. Peterson | ooked at page 9, lines 2 through 5, which was
t he payout nmechanismin the |egislation.

Co- Chair Hof fman wondered if there was a consideration to
accomodate the grant portion by adding additional funds,
in order for the fund to be nore stable. M. Peterson
replied that Legislative Finance applied that consideration
of a block for additional deposits.

Co-Chair Stednan felt that the principle would not be
considered until 20 years had passed. He felt that over
time, it may be seen that performance may be substantially
di fferent than what was anti ci pat ed.

Co-Chair Hoffman comrented that he did not want to work on
the problemin 20 years.

Senat or Thomas wondered if the GED exam nation was the only
acceptable alternative to the high school diplom. M.
Peterson deferred that question to the Departnment of
Educati on and Early Devel oprent.

Co- Chair Stedman W THDREW his OBJECTI ON. Seeing NO further
OBJECTI ON Work Draft 27-GH1893\S was ADOPTED

9: 36: 46 AM
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DI ANE BARRANS, EXECUTIVE DI RECTOR, POSTSECONDARY EDUCATI ON
COW SSI ON, DEPARTMENT OF EDUCATI ON, expressed concern
regarding some additions and changes to the conmttee
substi tute. She stressed that the governor rennined
commtted to the program and that the program needed to be
strong without a dilution of the nmessage behind the Al aska
Per f ormance Schol ar shi p.

Co-Chair Stednan pointed out one zero fiscal note from
Department of Revenue (DOR), one zero fiscal note from
Departnment of Education and Early Devel opnent (DEED), one
fiscal inpact note from the Al aska Conm ssion on Post-
Secondary Education for the Alaska Advantage Education
Grants, and one fiscal inpact note from the Senate Finance
Conmi ttee.

Co-Chair Hoffman MOVED to report CS HB 104(RLS) out of
comittee Wi th i ndi vi dual recommendat i ons and t he
acconpanying fiscal notes. There being NO OBJECTION it was
SO ORDERED.

CS HB 104(RLS) was REPORTED out of Commttee with a "do
pass" recommendation and with a new fiscal inpact note from
the Senate Finance Conmittee for the Departnent of
Education and Early Devel opnent, a new fiscal inpact note
from the Departnment of Education and Early Devel opnent, a
new zero fiscal note from the Departnent of Education and
Early Devel opnent, and an indetermnate fiscal note from
t he Departnent of Revenue.

9:38: 42 AM
AT EASE

9:49: 18 AM
RECONVENED

#sb192
SENATE BILL NO. 192

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

JANAK MAYER, MANAGER, UPSTREAM AND GAS, PFC ENERGY,

di splayed a PowerPoint presentation titled, "Discussion
Slides: Al aska Senate Finance Commttee. March 30, 2012."
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M.

Mayer discussed slide 2, "Difficulties in Existing

Fi scal Structure."

Sever

M.
Sever

Senat

The incorporation of progressivity into the Profit-
Based Production Tax (Net) in ACES creates two
significant problens:

Large-scal e gas production at |low gas prices could in
the future significantly reduce production tax revenue
fromexisting oil production.

-Resolving this problem within the framework of ACES
requires significant conplexity.

- Approach to decoupling in CSSB 192 requires ability
to split <costs between oil and gas production,
creating high degree of admnistrative burden, and
[imting capacity of state to effectively audit.

Options for incentivizing new production are |inted,
and rel atively conpl ex.

-Proposed incentives within existing framework focus
on either allowances to reduce Production Tax Val ue,
or revenue exclusions (tax holiday).

Mayer spoke to slide 3, "Summary of Progressive
ance Tax (Gross) Structure.”

A Progressive Severance Tax (Goss) option would
instead renove progressivity from the Profit-Based
Production Tax (Net), instead levying this tax at the
flat, base rate of 25 percent.

To retain an el enent of progressivity, a new
Progressive Severance Tax (Gross) would then be added
to the system The tax woul d:

—Be non-deductible for Profit-Based Production Tax
pur poses.

—Be | evied on gross production (net of royalties).

—Be |l evied solely on oil.

—-The tax would use a progressivity structure not
dissimlar to that wunder the current system wth
progressivity coefficients that apply at different
t hreshol ds.

Mayer discussed slide 4, "Summary of Progressive
ance Tax (Gross) Options.™
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The first option for the Progressive Severance Tax
woul d use the foll ow ng paraneters:

1. No severance tax below $65 G oss Val ue at Point of
Production (GVPP).

2. Progressivity of .25 percent commencing at a
t hreshol d of $65 GVPP

3. At $125 GVPP, a tax rate of 15 percent is reached.
At this point, progressivity is reduced to 0.05
per cent .

4. Progressivity is capped 20 percent

A second option, which would freeze governnent take at
70 percent at $100/bbl m ght | ook |ike this:

1. No severance tax below $60 G oss Val ue at Point of
Pr oduction (GVPP).

2. Progressivity of .25 percent comencing at a
t hreshol d of $60 GVPP

3. At $100 GVPP, a tax rate of 10 percent is reached.
At this point, progressivity is reduced to 0.03
per cent .

4. Progressivity is capped 20 percent.

9: 56: 07 AM
M. Mayer explained slide 5, "Benefits of Progressive
Severance Tax (Gross) Structure.”

By renoving progressivity from the Profit-Based
Production Tax (Net), and having the progressive
el enment of the structure be a Progressive Severance
Tax (G oss), two things becone nuch easier to achieve.
—The issue of gas production reducing production tax
revenue ceases to be a problem w thout progressivity
in the Profit-Based Production Tax. Conplex provisions
to split costs between oil and gas production under
CSSB 192 are thus no | onger required.

-Significant incentives can be provided to new
production, by elimnating or reducing the Progressive
Severance Tax (G oss) for new production.

A wide range of |evels of governnent take can be
achieved wusing this structure, depending on the
par anmeters applied.

M. Myer discussed slide 6, "W Light Sweet Crude-Forward
Curve." He stated that the WI mar ker , because was

consi

Senat

dered the nost liquid. He stated that W currently
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traded at a discount. In terns of spot prices, there may be
a ten or nore dollar differential. The inportant point was
the shape of the curve, and the fact that 2020 delivery
dates could be below $90/bbl. He stated that the curve
represented March 29, 2012 contract prices for delivery
fromeverything from May 2012 to Novenber 2020.

M. Myer explained slide 7, "FY 2013 Revenue Conparison."
He stated that the chart had been extended from the
$150/ bbl level to the $200/bbl |evel, and added a second
severance tax option. Severance tax option 1 displayed
progressivity continuing up to $125/bbl; and severance tax
option 2 stopped at $100, but kicked in at a slightly |ower
level, and would "freezes" take at the 70/30 split for FY
13. He stressed that the displayed revenues were slightly
than the first option that was presented the day prior,
however the revenues were broadly simlar to those under
the Al aska Cl ear and Equitabl e Share Act (ACES)

10: 00: 37 AM

Co-Chair Stedman asked for a clarification on the two
different severance tax options, specifically regarding
severance tax option 2. M. Myer |ooked at slide 8, "FY
2013 Revenue Conparison.” He |looked at the difference
between the total state revenue from production tax on the
left and the cash to conpanies on the right hand side. He
stated that there was a main divergence showed a slight
change around the $120/bbl level that cane from the
different progressivity coefficient that is applied under
CS SB 192: .35 percent rather than .4 percent. Wen the
l evel is taken $120/bbl to $200/bbl, there is a small split
di spl ayed, as the cap in CS SB 192 is applied. He stressed
t hat bel ow $200/bbl, there was very little difference. He
stated that the blue line represented severance tax option
1. The scenario was based on progressivity on the
progressive severance tax would kick in at a rate of
$65/bbl, and be progressive at a rate .25 percent up to a
| evel of $125/bbl. From that point on, it would continue at
a rate of .05 percent until a cap of 20 percent was
reached.

Co-Chair Stedman noted that the chart did not include the
$400 mllion in 20 percent capital as reflected on slide 7.
M. WMyer replied in the affirmative and that all of the
2013 nunbers were prepared consistent with DOR net hodol ogy,
where their production tax forecasts did not reflect the
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credits. The credits were calculated separately in the
state budget. The reason the $400 mllion was not included,
was because those credits were entirely exogenous to the
econoni ¢ nodel that produces the nunbers.

10: 04: 53 AM

Co-Chair Stedman stated that the $400 million was used to
calculate in the 2013. He wanted to be clear in the future
whet her the credits represented $400 or $800 mlli on. He
wondered why the $400 mllion was not included in the
chart. M. Mayer responded that he did not include the $400
mllion because it was attributed to projects that were not
necessarily producing. The additional $400 mllion in
credits were not subject to production tax.

Co-Chair Stednan stated that he would |like to see the
credits shown in the chart. He observed that the commttee
would like to look at the whole gross value and not just
adj ust ed nunbers.

Senat or Thonmas observed that a 1 percent tax at $120/ bbl
could result in about $170 mllion. He stressed that $400
mllion or $800 million was a "big swap in cash."

Co-Chair Stednan |ooked at the severance tax option 2 on
slide 7, and surm sed that the concept was to hold the tax
flow constant at $100/bbl and below However, nore cash
woul d be noved to industry at $100/bbl and above. M. Mayer
responded that there was a 70/30 percent split in both
state and federal governnents. He stated that the 70/30
split, wunder this proposal, would make every additional
dol I ar above $100/bbl be broken, so 30 percent would to the
conpany, and 70 percent would go to the conbined federa
and state governnents.

Co-Chair Stedman asked if the price was frozen at $100/ bb
M. Mayer responded in the affirmative.

Co-Chair Stedman wondered if the price could be set at
$125/bbl. M. Mayer did not respond.

10:12: 11 AM

M. Mayer displayed slide 9, "FY 2013 Revenue Conparison”,
which conpared the total state take wth +the tota
gover nment take.
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M. Mayer explained slide 10, "ACES (FY 2013)." He stated
that the slide outlined the dollars to the treasury for
each of the conponents of the system for each of the
regi nes.

Co- Chair Stedman noted that the commttee had not had a
chance to review the slides. He |ooked at slide 10, and
wondered if the revenue forecast was with or wthout the
additional $400 mllion in credits. M. Mwyer responded
that the slide did not include the additional $400 mllion
in credits.

Co-Chair Stedman felt that information about whether or not
the $400 mllion was represented should be "footnoted" in
some of the slides, in order to reduce confusion. He
remar ked that the nunbers were honogeni zed, but w thout the
$400 mllion applied. He felt that a honpgeni zed analysis
should include all credits, especially $400 mllion,
specifically all credits applied against the treasury: net
cash back on the table. M. Myer replied that in order to
produce the nunbers for a nodel, it was inperative to |ook
at credits that came from existing production, so one could
examne the estimate of the costs associated with the
production would be. He remarked that the reason the
presentation was in its current form was for consistency
with the DOR figures and the current state budget
structure.

10:17: 19 AM

M. Mayer discussed slide 11, "CSSB 192 (FY 2013)." When
| ooking at the overall government take figures, there was
not nuch difference from the current structure. The reason
there was not nuch change, the 60 percent cap did not bind
at a price level of $230/bbl. He furthered that if there
was an exam nation of a range of years, across the project
life span, the inpact of inflation would display a
difference. The only difference that is showased, was the
impact of the .35 percent rather than the .4 percent
progressivity coefficient.

M. Myer explained slide 12, "Severance Tax-20 percent
Maxi mum (FY 2013) .25 percent progressivity from $65 to
$125, then.10 percent progressivity." He explained that the
two graphs displayed the difference between a .25 percent
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progressivity and a .10 percent progressivity from $65/ bbl
to $125/ bbl .

M. Mayer discussed slide 13, " Severance Tax — 20 percent
Maxi mum (FY 2013) .25 percent progressivity from $60 to
$100, then .03 percent progressivity." He explained that
the two graphs displayed the difference between a .25
percent progressivity and a .03 percent progressivity from
$60/ bbl to $100/ bbl .

Co- Chair Stednan asked for a clarification on slide 7 and
asked if option was a $100 mllion. M. Myer replied in
the affirmative and declared that it was a function of
progressivity kicking in at the $60/bbl |evel, rather than
the $65/bbl level. He furthered that, under severance tax
option 2, total state take was alnost identical to what it
woul d be under CS SB 192.

Co-Chair Stedman noted that the sharing relationship would
increase, if there was an increase to $110 mllion. M.
Mayer agreed.

M. Mayer  discussed slide 14, "I ncentives for New
Production.”

Si gni fi cant incentives can be provided to new
production, by elimnating or reducing the Progressive
Severance Tax (G oss) on any conbi nation of:

—Production from new areas.

—Production from new plans of devel opnent (determ ned
through the regulatory process to be for “new
production”).

—Production above a fixed decline rate.

Here, a reduced rate of Progressive Severance Tax has
been nodeled, using the follow ng paraneters for new
producti on:

—Base rate of 0 percent

—Progressivity of .05 percent commencing at a
t hreshol d of $65 (gross value at point of production).
—Progressivity is capped 5 percent.

Following slides show a new, high-cost 10 nb/d
devel opnment under

—The regul ar rate.

—The reduced rate (with atinme limt of 7 years).

—The reduced rate (with no tinme limt).
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10: 23: 11 AM

M. Mayer explained slide 15, "Noted on Inpact of
Inflation.™

Under ACES, t hr eshol ds and coefficients for
progressivity are specified in nomnal terns, wthout
i ndexat i on.

—As a result, when econom cs over the |long-term rather
than just 2013 are exam ned, we see the effects of
‘bracket creep’ or ‘stealth tax.’

—-Iln real ternms, as prices increase, thresholds for
progressivity decrease, and the higher take that cones
with progressivity occurs at lower and |ower price
| evel s.

Severance tax options are also «currently shown
assum ng nom nal threshol ds.

—As a result, in the charts, the inpact of the
severance tax can be seen below the $60/$65 |evel at
which it applies — a result of bracket-creep over the
lifetime of a project.

It is strongly worth considering the application of
price indexation to thresholds for progressivity.

M. Mayer discussed slide 16, "ACES (New Devel opnent)." He
remarked that the new devel opnent under ACES had negative

NPV at every price level, wth a rate of return of
approximately 10 percent at the $100/bbl level. It faced
government take, over the project life cycle, of around 78

percent at the $10 level, and rising to $85 percent at the
hi gh $200/ bbl | evel s.

M. Mayer explained slide 17, "CSSB 192 (New Devel opnent)."
He stated that under CSSB 192, the reduced progressivity
coefficient had a small inpact. The rate of return for the
project did not shift, but there was gromh froma slightly
negative nunber to a slightly positive nunber at $100/ bbl
Wth the inpact of inflation at the higher |evels,
government take was brought down to north of approximtely
$180/ bbl .

10: 26: 25 AM

Senat e Fi nance Comm tt ee 17 03/30/12 9:04 A M



M. Myer discussed slide 18, "Severance Tax-20 percent
Maxi mum (New Producer) .25 percent progressivity from $65
to $125, then .10 percent progressivity." He pointed out
the leveling of the Ilife-cycle, including factoring the
impact of inflation at the $100/bbl to $110/bbl level with
a 76 percent split noving up the price deck.

M. Mayer explained slide 20, "Severance Tax-20 percent
maxi mum (New Devel opnent)."” He explained that the slide
represented what a project would l|ook Iike wunder the

severance tax option 2, where progressivity kicked in at
$60/ bbl and extends to $100/ bbl .

M. Mayer |ooked at slide 22, "Severance Tax - 20 percent
Maxi mum with first 7 years at 5 percent (New Producer) .25
percent progressivity from $60/bbl to $100/bbl, then .03
per cent progressivity." He explained that the slide
di spl ayed the sanme factors as slide 20, but applied a tine
limt of seven years.

10: 31: 30 AM

M. Mayer discussed slide 23, "20 Year Revenue |npact of
Reduced Rate of New Production (Using Severance Tax Option
1)." He stated that he redid the analysis of the possible
20-year revenue of a reduced rate for new production. He
ran the nunbers again, but he realized he was attenpting to
pull together a large anpbunt of data in a short period of
time.

Co-Chair Stedman wondered if the chart included credits.
M. Myer replied that the charts included the credits for
t he existing production.

Co-Chair Stedman furthered that the chart should reflect
the inpact of the |legacy fields. M. Mayer responded in the
affirmati ve.

M. Myer |ooked at slide 24, "Reginme Conpetitiveness:
Rel ative Governnment Take." He stated that the nunber was
not too bad for governnent take at $60/bbl .

Co-Chair Stedman felt that Al aska would be npre attractive
than North Dakota at $60/bbl. M. Myer agreed, but
reiterated that Al aska was not nore attractive than North
Dakota at current prices.
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M. Myer discussed slide 25, "Regine Conpetitiveness:
Rel ati ve Governnent Take." He pointed out that at $80/bbl
ACES for existing producers was below other regines, other
t han Nor way.

M. Myer |ooked at slide 26, "Reginme Conpetitiveness:
Rel ati ve Government Take." At $120/bbl, the gap started to
wi den.

10: 37: 39 AM

M. Myer |looked at slide 29, "Reginme Conpetitiveness:
Rel ati ve Government Take." At $140/bbl, ACES and CSSB 192
were basically the sanme as Norway, while the two severance
tax options were significantly nore conpetitive. At
$160/ bbl, ACES and CSSB 192 was nowhere near the top of the
regi mes.

M. Myer discussed slide 30, "Regine Conpetitiveness:
Rel ati ve Governnent Take." He stressed that at $180/bbl, a
split could be seen between ACES and CSSB 192.

M. Myer spoke to slide 31, "Regine Conpetitiveness:
Rel ati ve Governnent Take." He pointed out that at $200/bbl,
ACES was matched wth Algeria and other high taxing
regi mes.

Co-Chair Stedman | ooked at the remaining slides, and noted
that they displayed a 7 year time horizon. M. Myer
responded that the second set of slides represented
econom cs for new developnent, rather than an existing
pr oducer.

10: 40: 52 AM

M. Mayer highlighted slides 36-39. He remarked that north
of $180 to $200 for new devel opnment, ACES was at the top of
the very high price |evels.

Co-Chair Stedman remarked that Al aska was nore stable than
Syria. M. Mayer agreed.

Co- Chair Stedman noticed cal cul ati ons and net present val ue
in pricing displayed in slides 41 through 43. He requested
a brief description of those slides. M. Mayer responded
that the generic view of ACES was useful in the initia
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anal ysis. Now, that there was a micro-level of detail, the
FY 13 nunbers were nore useful.

M. Myer pointed out slide 41, "CSSB 192 (Existing
Producer)."” The slide displayed the 79 percent nmaxi num for
CSSB 192.

M. Mayer discussed slide 42, "Severance Tax - 20 percent
maxi mum ( Exi sting Producer) .25 percent progressivity from
$65 to $125, then .10 percent progressivity." He stated
that severance tax was frozen at current prices, so from
$120/bbl and wup would allow for a steady 72 percent
gover nment take.

M. Mayer highlighted slide 43, "Severance Tax - 20 percent
maxi mum ( Exi sting Producer) .25 percent progressivity from
$60 to $100, then .03 percent progressivity." He stated
that the slide displayed the freezing at $100/bbl with a 69
to 70 percent fromthat point on

SB 192 was HEARD and HELD in commttee for further
consi derati on.

Co- Chair Stedman di scussed housekeepi ng.
#

ADJ OQURNIVENT
10: 46: 05 AM

The neeting was adjourned at 10:46 AM
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