SENATE FI NANCE COWM TTEE
April 4, 2012
9:05 a.m

9: 05: 57 AM

CALL TO ORDER

Co-Chair Stednman called the Senate Finance Committee
nmeeting to order at 9:05 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 Joe Paskvan; Tim Lankin, Staff, Senator Gary
Stevens; Ted Madsen, Staff, Representative Max G uenberg;
Janak Mayer, Manager, Upstream & Gas, PFC Energy;

SUMVARY

SCR 24 COWM SSI ON ON 100TH ANNI' V. OF LEG SLATURE

SCR 24 was REPORTED out of commttee with a "do
pass" recomendation and with a new fiscal inpact
note from Legi sl ati ve Council.

SB 100 PERS TERM NATI ON COSTS

CSSB 100(FIN) was REPORTED out of conmittee with
a "do pass" recommendation and with a new fi scal
i npact note fromthe Departnent of

Adm ni stration.



SB 192 O L AND GAS PRODUCTI ON TAX RATES

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

SB 203 ENERGY ASSI|I STANCE PROGRAM & VOUCHERS
SB 203 was was SCHEDULED but not HEARD
CSHB 129(FIN) DECEASED VETERAN DEATH CERTI FI CATE

SCS CSHB 129( STA) was REPORTED out of conmittee
with a "do pass" recommendation and with a
previ ously published fiscal inpact note:

FN2( DHSS) .

#sb100
SENATE BI LL NO. 100

"An Act relating to enployer <contributions to the
Publ i c Enpl oyees’ Ret i r ement System  of Al aska;
relating to requirenents that enployers who term nate
sone or all participation in the Public Enployees’
Retirement System of Al aska pay term nation costs; and
maki ng the changes retroactive."

9:07:29 AM

Co-Chair Hoffman MOVED to ADOPT the proposed conmttee
substitute for SB 100, Wrk Draft 27-LS0272\E (Wayne,
4/ 3/ 12.)

9:07:48 AM

Co- Chair Stedman OBJECTED for the purpose of discussion.

9:07:55 AM

SENATOR JCE PASKVAN, explained that the CS was introduced
in response to concerns raised by comittee nenbers. He
related that the nost inportant change was found in Section
1, of +the CS that related to AS 39.35.255a, which
established a "floor" for base salaries, as of June 30,
2008. He noted that the provision was |eft unchanged. He
reported that Section 2 and Section 5 allowed a nunicipa
enployer to exclude up to 20 percent of its enployees
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[participation in the retirenent plan] wthout triggering
termnation costs. He shared that the Alaska Mnicipal
League felt the changes in the CS were a "reasonable"
conprom se. He concluded that the intent of the CS was to
include the "20 percent rule", [20 percent partial
termnation rule] and maintain the salary base.

9:10: 44 AM

Co-Chair Stedman REMOVED his OBJECTION. There being NO
FURTHER OBJECTI ON, Work Draft 27-LS0272\E was ADOPTED.

Senat or Paskvan summarized SB 100. He explained that the
| egi slature passed a law [SB 125 enacted in 2008] which
attenpted to pay off the unfunded liability in the
retirement system [Public Enployees' Retirenent System
(PERS) | over tine. The law required that nunicipa

enployers paid a 22 percent contribution rate on the
greater anount of either a conbined defined contribution
and defined benefit salary base or total payroll beginning
on June 30, 2008. The established floor addressed a concern
that enployers mght convert PERS positions to contacted
positions in order to reduce their PERS costs and transfer
an unfair burden of the unfunded liability to the enpl oyees
who remained in the system The legislation allowed
municipalities to transfer up to 20 percent of its
enployees to a different plan wthout the statutorily
i nduced consequences of paying the costs of a termnation
study and the potential assessnent of double the 22 percent
for the term nated enpl oyees.

Senator Egan wondered if the provisions in the CS would
still alleviate the concerns of snmall communities |ike
Ander son. Senator Paskvan could not remenber the details
but thought the CS would provide relief.

Co-Chair Stedman noted that the fiscal note (FN 2 ADM from
the Departnent of Administration in the anmpbunt of $86.6
thousand in FY 3013, reinbursed the departnent for cost
related to the retroactivity clause in Section 9 and
Section 10 of the |egislation.

Co-Chair Hoffman MOVED to report CSSB 100(FIN) out of
conmmttee wth i ndi vi dual reconmendat i ons and t he
acconpanying fiscal note. There being NO OBJECTION, it was
so ordered.
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9:15: 38 AM

CSSB 100(FIN) was REPORTED out of conmttee with a "do
pass" recommendation and with a new fiscal inpact note from
t he Departnent of Adm nistration.

#scr 24
SENATE CONCURRENT RESOLUTI ON NO. 24

Est abl i shi ng the Al aska Legi sl ative Cel ebration
Conmi ssion to organize events to comenorate the 100th
anniversary of the first convening of the legislative
branch of governnent in Al aska.

9:16: 18 AM

TI M LAMKI N, STAFF, SENATOR GARY STEVENS, expl ained that the
resol ution established a snall comm ssion conprised of four
| egislators and three public nenbers to plan and coordi nate
t he 100t h anni versary commenor ati on of t he state
| egislature. The first territorial |egislature convened on
March 3, 1913.

Co- Chair Stedman discussed the fiscal note (FN 1 LEG. He
reported that the fiscal note appropriated $103 thousand in
general funds to cover travel and per diem costs for the
commi ssi on nenbers.

Co-Chair Hoffman MOVED to report SCR 24 out of conmttee
wi th individual recomendations and the acconpanying fiscal
note. There being NO OBJECTION, it was so ordered.

SCR 24 was REPORTED out of comrmittee with a "do pass”
recommendation and with a new fiscal inpact note from
Legi sl ative Council .

#hb129
CS FOR HOUSE BI LL NO. 129(FI N)

"An Act relating to providing a death certificate for
a deceased veteran w thout charge."

9:18: 25 AM

TED MADSEN, STAFF, REPRESENTATIVE MAX GRUENBERG, expl ai ned
that the bill provided four copies of a death certificate
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for a deceased veteran for the purposes of eligibility
benefits. The eligible individual was responsible for
acquiring the certificates from the Dvision of Public
Heat h, (Department of Health and Social Services).

Co-Chair Stedman pointed out that the Departnent of Health
and Social Services fiscal note (FN 1 DHS) appropriated $75
thousand in general funds to replace the reduction in
programrecei pts for the Bureau of Vital Statistics.

Co-Chair Hoffman MOVED to report SCS CSHB 129(STA) out of
comittee Wi th i ndi vi dual recommendat i ons and t he
acconpanying fiscal note. There being NO OBJECTION, it was
so order ed.

9:19: 53 AM

SCS CSHB 129(STA) was REPORTED out of conmittee with a "do
pass" recommendation and with a previously published fiscal
i npact note: FN2 (DHSS)

9:20: 08 AM
AT EASE

9:25:33 AM
RECONVENED

#sb192
SENATE BI LL NO 192

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

9:26: 56 AM

JANAK MAYER, MANAGER, UPSTREAM & GAS, PFC ENERGY, conmented
that the presentation, "Discussion Slides: Alaska Senate
Finance Conmittee", (Apri l 4 2012) (copy on file),

cont ai ned corrections to nunber s from yesterday's
di scussion on revenue conparisons, ("Discussion Slides:
Al aska Senate Finance Commttee", (April 3 2012) (copy on
file), in an effort to uphold the accuracy of SB 192's
nodel data. He explained that the nodel did not include
property tax data which reduced the operating costs. He
di scovered that property taxes were included in operating
costs in the Departnent of Revenue's (DOR) data in its
"Revenue Sources Book." The difference had relatively
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little inmpact on the ACES (Alaska Clear and Equitable
Share) data. He noted a reduction of $50 mllion in
operating costs. He discovered that the inclusion of
property taxes had a |large inpact on the SB 192 data, which
reduced the level of revenue by $200 million at $110/ bbl
(per barrel) price of oil in FY 2013.

He turned to Slide 2, "FY 2013 Revenue Conparison."” The
slide depicted two graphs that conpared ACES, CSSB 192, and
HB 110 (HB 110-Production Tax on QG| and Gas) provisions.

The graphs illustrated revenues generated to the state from
production tax and cash to oil conpanies. He noted that the
HB 110 data illustrated significantly reduced revenue at

prices of $60/bbl. up to $200/bbl. The provisions in CSSB
192 provided the state with nore revenue and mi m cked ACES
up to $100/bbl. then diverged from ACES and showed a
revenue reduction with significant reduction at $130/bbl
up to $200/bbl., which placed revenue for the state at a
m ddl e point between HB110 and ACES. He cited the second
graph; cash to conpanies that depicted an exact inverse
when conpared to state revenues. [The provisions of HB 110
provi ded nore cash to conpanies, the least from ACES, wth
CSSB 192 in between.]

9:31:47 AM

He identified Slide 3, "FY 2013 Revenue Conparison” that
portrayed two graphs conparing the "total state take" and
"total governnent take."

He explained slide 4 titled, "FY 2013 Revenue Conparison."
The chart depicted production tax, total state take, tota

government take, cash to conpanies, and FY 2013 percentage
of governnment take at various prices per barrel of oil

under HB 110 , CSSB 192, and ACES. He relayed that at
$110/bbl. the production taxes were $4.782 billion under
ACES, $4.263 billion wunder CSSB 192, and 3.075 billion
under HB 110. He noted that HB 110 authorized that all
capital credits nmay be clainmed under a single year instead
of spread over tw years. He stated that the figure
represented the clainmed capital credit allowance under HB
110. In the future production tax revenue would anobunt to
an additional $100 mllion to $200 mllion |ess than under
ACES.

Co- Chai r Hof fman remarked that the industry sought
increased revenue at high oil prices. He referred to the
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"cash to conpanies” colum in the chart on slide 4 and
noted that at $110/bbl. industry received $4,582 billion
under ACES and $4,890 billion under CSSB 192. He added t hat
at $200/ bbl. conpanies received $7,440 billion under ACES
and $9,170 billion wunder CSSB 192. He stated that at
$150/bbl. to $160/bbl. price of oil CSSB 192 granted
i ndustry approximately $1 billion nore over ACES. M. Mayer
agreed and stated that was how CSSB 192 was designed to
work. Progressivity was significantly reduced from ACES
| evel s begi nning at $125/ bbl .

Co-Chair Hoffman observed that CSSB 192 acconplished
reducing the disparity between industry and the state of
Al aska revenues as oil prices rise. M. Mayer agreed.

9:36: 17 AM

Senator MQ@ire comented that she I|iked what CSSB 192
acconplished for the legacy fields, shown on the chart on
slide 4. She felt that a balance was struck between the
previous version of SB 192 and HB 110. She expressed
concern that the incentives in CSSB 192 did not acconplish
enough to stimulate new production. She requested
projections to the nodel increasing base rates to 15
percent and 20 percent for incentivizing new production.
M. Mayer responded that there were a nunber of ways to
further incentivize new production. He remnded the
commttee that the incentives for new production in CSSB
192 offered a maxi mum of 5 percent on the progressive gross
tax. He suggested that rescinding the 5 percent tax or
extending the 7 year |imt were alternative ways to
increase the new production incentives. He warned that
changing the base rate on the profit based production tax
was nmuch nore difficult to acconplish. Admnistering
different base rates for separate streans of production was
conpl ex and problematic. He offered that the only other way
to provide nore incentives through a change in the base
rate was to |lower the base rate for all production and try
to retain a desired |evel of governnent take through taxes
on the gross.

Senator McCuire referred to Slide 6, "Total Governnment Take
Conmparison Including New Production Incentives" that
charted the percentages of governnment take in FY 2013 under
ACES, HB 110, and CSSB 192. She wanted the governnent take
on new production further reduced to 61 to 63 percent. She
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requested additional hypot het i cal data nodeling that
out cone.

Co-Chair Stednan noted that the committee viewed previous
data that nodeled a tax structure wthout progressivity
which, significantly reduced governnent take to the |ow
si xty percent |evels.

9:40: 31 AM

Senator Ellis thought that the commttee's goal for CSSB
was "cost neutrality at $100/bbl." He was uncertain that
the projections on the slide reflected the goal. He queried
whet her that was still the objective. Co-Chair Stedman

answered, "yes." He stated that the goal was to acconplish
revenue neutrality at $100/bbl. He reiterated that the
nmodel was adjusted for property taxes and shifted the
states position downward. He noted a $300 mllion dollar
difference as a result and wanted to rectify the gap.

Senator Ellis wondered what options existed to achieve
neutrality. Co-Chair Stednman advised that the progressivity
calculation could be raised. Senator Ellis asked for
confirmation that with further adjustnments in the nodel,
the state renained revenue neutral at $100/bbl. Co-Chair
St edman agreed and added that as the nodel was refined the
commttee would revisit the position.

Senator Ellis stated that he appreciated the attention to
detail in the process. He worried that the floor of the
legislation did not fit the situation and requested an
i nprovenent over the Resources Conmittee version of the
bill.

9:43: 44 AM

Co-Chair Stednan related that he requested adjustnents to
the nodel relating to the floor. The adjustnments necessary
was the difference between the legacy fields and snaller
fields. He referenced the chart on slide 4, the section,
"Total State Take" at $40/bbl. The total state take under
ACES was $1.414 billion and $1.711 billion under CSSB 192.
He determned "that was the effect of the floor", and was
difficult to adjust. A prolonged price of $40/bbl. created
nore problens than just the floor. He cited the total state
take at $100/bbl. under ACES was $7.629 billion and under
CSSB 192, $7.310 billion. He remarked that the difference
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between the figures was the revenue neutral gap that needed
adjustnment. He added that the data for the nobdel needed
further scrutiny to determne what credits, inpacts, and
oil fields were included in the figures to ensure accuracy.

M. Mayer turned to Slide 5 titled, "FY 2013 Revenue
Comparison — Adjusted for $400mm Credits Not C ainmed
Agai nst Current Production.” He explained that the nunbers
were adjusted down by $400 million from the chart on slide
4, to clarify the inpact of the additional credits on
production tax and total state take.

He identified the slide on page 6 titled, "Total Governnent
Take Conparison Including New Production Incentives." He
reported that the graph and chart illustrated the
difference between the percentage of governnment take for
ACES, HB 110, and CSSB 192 for new production and existing
production. He offered that the percentages for HB 110
represented entirely new production. The definition of new
production for CSSB 192 was a wrk in progress. The
intention was to significantly expand the definition
conpared to the designation of new production found in HB
110.

9:48: 49 AM

In response to a question by Co-Chair Stednan, Senator
McGQuire responded that she was convinced by further
testinmony that adjustnents to the base rate solely for new
production was detrinmental to the nodel and w thdrew her
earlier request.

Co-Chair Stedman wanted flexibility in the nodel. He
t hought that if a new type of oil discovery needed further
incentive in the future, adjustnents to progressivity or
other type of nodification could be made instead of
necessitating changes to the structure that conplicated the
accounting process.

Senator McCGuire felt that the nodel enabled the anal ysis of
various types of incentives and how to achieve that wth
progressivity. She requested that PFC nodel a 10 year
timeline instead of 7 vyear tineline. Co-Chair Stedman
believed that with the "tine value of noney" the |onger the
tineline of an oil production curve the |east inpact was
felt.
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Co-Chair Stedman remarked that a solution that dealt wth
i ncrenental production from the legacy fields was the |ast
big conponent in CSSB 192 that required consideration.
Various options were being exam ned and woul d be introduced
to the commttee in a tinmely manner for discussion and
input fromthe adm nistration, and industry.

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

#
ADJ OQURNIVENT
9:53: 05 AM

The neeting was adjourned at 9:53 AM
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