SENATE FI NANCE COWM TTEE
April 6, 2012
9:06 a. m

9: 06: 07 AM

CALL TO ORDER

Co-Chair Stednman called the Senate Finance Committee
nmeeting to order at 9:06 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

Darwin Peterson, Staff, Senat or  Bert St edman; Brian
But cher, Comm ssi oner, Depar t ment of Revenue; Bruce
Tangeman, Deputy Comm ssioner, Department of Revenue; Kara
Moriarty, Executive Di rector, Alaska Ol and Gas

Associ ation; Senator Gary Stevens; Senator Cathy @ essel;
Senator Joe Paskvan; Senator Thomas Wagoner; Senator Bill
W el echowski; Representative Les Gara.

SUMVARY

SB 192 O L AND GAS PRODUCTI ON TAX RATES

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

PRESENTATI ON:

DEPARTMENT OF REVENUE



ALASKA O L AND GAS ASSOCI ATI ON

#sb192
SENATE BI LL NO. 192

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

9:07:10 AM

Co-Chair Hoffman MOVED to ADOPT the proposed conmttee
substitute for SB 192, Wrk Draft 27-LS1305\U (Bull ock,
4/ 5/ 12).

Co-Chair Stedman OBJECTED for di scussion.

DARW N PETERSON, STAFF, SENATOR BERT STEDMAN, outlined the
three changes in the new CS. He explained that there had
been concern that the prior draft of Alaska Statute
43.55.0119(g), which included tax rates for the three
different types of production, would have all owed producers
to access the internediate tax level if any production in a
field was above the target volune decline curve; as a
result the |anguage had been redrafted to clarify that all
exi sting production below the target volune would be taxed
at the high progressivity rate (page 4, lines 19 through
25). He pointed to page 5, lines 8 through 13 that defined
what production was increnental above the target volune
decline rate; the |anguage had been redrafted to make it
cl ear that any production above the target volune would be
taxed at the internmediate progressivity rate, but that all
remai ni ng production below the target rate would still be
taxed at the higher rate.

M. Peterson addressed the third change that began on page
6, line 31. New | anguage had been inserted to specify that
a conpany involved in a nerger or acquisition of another
conpany could not wuse the other conpany's production to
increase its production above the target volune decline
rate.

Co-Chair Stedman REMOVED his OBJECTION. There being NO
further OBJECTION, Wirk Draft 27-LS1305\U was ADOPTED. He
apol ogized for any confusion that had resulted from
| anguage included in the prior bill version.

ADEPARTMENT OF REVENUE
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9:10: 39 AM

BRI AN BUTCHER, COW SSI ONER, DEPARTMENT OF REVENUE (DOR),
t hanked commttee consultant PFC Energy for a positive
wor ki ng rel ationship. He provided a PowerPoint presentation
titled "Comments on CSSB 192(FIN) Wrk Draft 27-LS1305\C
and noted that the mmjority of the presentation was not
i npacted by the CS introduced that norning (copy on file).
He relayed the departnent's intent to touch on the inpact
that each piece of the | egislation would have.

Co- Chair Stedman explained that an enmail had been sent out
the prior day to DOR and other presenters when the drafting
glitch had been identified. Commi ssioner Butcher responded
that DOR had taken the emmil into account; the only update
that was not reflected in the presentation was related to
| anguage that would not allow an acquisition to be
beneficial [to a producer].

Comm ssi oner Butcher addressed questions DOR had considered

related to its version of an oil tax bill (slide 3):
» Does this bill make Al aska nore conpetitive?
» Does this bill mke Alaska nore appealing to

potential investors?

e Does this bill make our tax structure |ess
conplicated & nore understandable to investors?

* Are these changes neani ngful enough to conpete for
i nvestment capital?

9:13: 20 AM

Comm ssioner Butcher relayed that the presentation focused
on itens listed on slide 4 titled "CSSB 192(FIN) Changes
fromCurrent Law':

e Change to progressivity cal cul ation
o For currently producing fields

o For production from currently producing fields
exceedi ng a production target
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o For new fields
e« Change to m ni mumtax
» Change to | ease expenditure allocation

* Petroleuminformtion managenment system

Comm ssi oner Butcher noved to slide 5: "lnpact of Change to
Progressivity on Production Tax Liability." The tax was
conpany specific particularly in relation to |ease
expenditures. In general the system was kept neutral at

$100 per barrel and taxes were increased at |ower prices
due to the gross mninum tax floor provisions in the
| egi sl ation; however, there were conpanies that would see
tax increases at $100 per barrel and under. The tax was a
smal | reduction for nmany conpani es above $100 per barrel
He reiterated that tax changes would inpact all conpanies
differently.

Comm ssioner Butcher pointed to slide 6: "Comments on
Change to Progressivity." Currently conpanies were allowed
to use their |ease expenditures to reduce their production
tax value, which reduced their progressive tax rate. The

bill did not fact or | ease  expenditures into the
progressivity calculation. He explained that conpanies with
hi gher |ease expenditures could find the bill | ess

attractive because they would no |onger be able to use the
expenditures to reduce their progressive tax; however,
conpanies with |ower |ease expenditures could find the bill
nore attractive because they would benefit from | ower
progressive tax. He would provide detail later in the
presentation on the difference between a conpany spending a
significant anmount on devel opnent versus a conpany spendi ng
a smal | er anount .

Comm ssioner Butcher infornmed the commttee that the gross
progressive tax could reduce the incentive to invest and
reward conpanies in a harvest nmode wth |ow |ease
expendi t ur es; however , certain progressivity aspects
related to production on new fields and new production from
existing fields could hel p bal ance things out.

9:15: 50 AM
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Co-Chair Stednman inquired whether DOR planned to provide
nor e det ai | on i nformation in t he presentation
Comm ssi oner Butcher responded in the affirmative.

Comm ssi oner Butcher addressed slide 7: "Comments on the
M nimum Tax." The bill would create a substantial tax
increase at |lower prices, generally at $60 per barrel and
bel ow. The mninmum tax would inpact conpanies when prices
were below their current anobunt. He elaborated that state
revenues from oil would be less than half their current
level if oil prices dropped to $60 per barrel or |lower; a
tax increase would only have a mnimal benefit to the state
and substantial budget decisions would be necessary as a
result of the low oil price.

Co-Chair Stedman requested that Conm ssioner Butcher go
into depth on the itenms included in the presentation.
Comm ssi oner Butcher explained that the presentation would
provi de nore substantive detail on follow ng slides.

Co-Chair Stedman asked Comm ssioner Butcher to continue
with the presentation, but reiterated the need to discuss
the items in further detail.

9:17:31 AM

Conmmi ssi oner Butcher directed attention to slide 8 titled
"Petrol eum | nformati on Managenent System (Pl M5)"

* Requires the Departnent to have the information
managenent systemin place by January 1, 2014

e Conpetes with core mssion of the Tax Division,
which is to assess and coll ect taxes

» Conpetes with daily staff goals of interacting with
t axpayers, forecasting revenues, and auditing tax
returns

 WII likely delay the conpletion of those core
duties and result in slower responses to |egislative
policy questions

Conmi ssi oner Butcher noted that DOR had been criticized for
not providing the legislature information quickly enough
wi thout catching up on its audits; the bill would task the
department with rewiting regulations, inplenmenting a new
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tax, inplementing a new Public Information Mnagenent

System that would likely cost mllions of dollars, and
adding a nunber of positions at the sanme tinme that DOR was
working to put a $35 mllion tax database system in place

to inprove the prior system He discussed that much of the
requested information in the managenent system was already
gathered by the Departnment of Natural Resources (DNR), the
Alaska Ol and Gas Conservation Comm ssion (AOGCCO),
Department of Labor and Workforce Devel opnent (DLWD), and
DOR. He elaborated that nost of the DOR information was
confidential and the bill would require it to gather all of
the information from other departnents. He opined that the
process would be nuch nore difficult for the Tax Division
given all of its other responsibilities and chall enges.

Comm ssi oner Butcher read additional points related to PIMS
on slide 9:

e MIlions of data elenents would have to be manually
upl oaded to the system in various formats including
el ectronic copies of Excel spreadsheets, PDFs, Wrd
docurnents, and in hard copy format

 Determnation would have to be made as to the
confidentiality of each item for uploading to the
system which woul d take thousands of enpl oyee hours

e Departnent currently has only begun | ong-awaited Tax
Revenue Managenent System (TRVMS) project, which is
expected to take 3 — 5 years to conplete

 PIMS would likely delay the inplenentation of that
i nportant tax-specific project

e Wuld require significant funding and additional
staff resources for the Departnent

Comm ssioner Butcher stated that from the departnment's
perspective, spending mllions of dollars to conpile
information that was already available to various
departnments did not seem to be a wse use of state
resour ces.

9:20: 05 AM

Senat e Fi nance Comm tt ee 6 04/06/ 12 9:06 A M



BRUCE TANGEMAN, DEPUTY COWM SSI ONER, DEPARTMENT OF REVENUE,
poi nted out that some of the graphs in the printed version
of the presentation included too nmany lines; DOR would
provi de corrected copies after the neeting.

Comm ssioner Butcher |ooked at slide 10 titled "Effective
Tax Rates" that included a |ine chart showing the effective
Production Tax Rate (post-credits). The current |aw,
Al aska's Clear and Equitable Share (ACES) was shown in
bl ack ranging from $40 and $200; the governor's proposed

bill CSHB 110(FIN) was included for a frane of reference in
red; and CSSB 192(FIN) was depicted in blue. The chart
showed that from $60 per barrel and below the bill would

result in a significant tax increase (shown in blue); from
the $60 to $110 tax would be the sane as current law, a tax
decrease was seen at increased prices that had not been
reached historically.

Co- Chair St edman asked for verification t hat t he
presentation dealt with effective tax rates. Conmm ssioner
Butcher replied in the affirmative.

Co-Chair Stedman queried why detail on nmarginal tax rates
had not been included in the presentation. He pointed out
that the |egislation made a substantial shift away from the
mar gi nal tax concern and potential exposure the state would
have associated with any federal financial help related to
capital expenditures (up to and over 100 percent) that
could incentivize behavior that was not in Alaska's
i nterest.

M. Tangeman responded that the related graphs DOR had seen
showed a slight inprovenent on the marginal side, but not
to the extent that would have resulted from the bracketing
system under CSHB 110( FI N).

9:23:10 AM

Co- Chair Stedman asked whether DOR believed that going from
a 90 percent marginal tax rate to a 45 percent narginal tax
rate was barely neasurable. M. Tangerman replied that DOR
woul d be happy to share the graphs with the commttee, but
he was not prepared to go into detail on the issue at the
tinme.

Co-Chair Stedman rem nded DOR that the [oil tax] subject
was not new and that it should be careful wth its
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testinmony. Menbers did not find it "hunorous"” to be told
that such a significant change [in the marginal tax rate]
was i nconsequenti al. He asked for accuracy in the
di scussi on.

Comm ssi oner Butcher responded that DOR was not saying the
di fference was inconsequential. The departnent was happy to
provide the data to the commttee, but had not had tine to
gather the information for the neeting, given that the CS
had conme out the prior afternoon. The presentation used
effective tax rates because DOR had been told that the rate
provi ded a nore wel |l -rounded vi ew.

Co-Chair Stedman clarified that the effective rate was the
primary issue; at high prices the narginal rate was a
challenge wthin the current system He asked the
departnent to choose its words carefully because he did not
agree with the inference that reducing the marginal tax
rate from 90 per cent down to 45 per cent was
i nconsequenti al .

Conmi ssi oner Butcher answered that DOR had m sspoken if it
had descri bed the reduction as insignificant.

9:25: 09 AM

Co-Chair Stedman discussed that the commttee had heard a
substantial anmount of testinony that the current fiscal
system was good for a harvest node environnent and that the
probl em exi sted when oil prices were above $100. He pointed
to the effective tax rate proposed in CSSB 192(FIN) that
included a floor at the $40 per barrel price (represented
by the blue Iline on slide 10). He stated that the
| egislation had roughly a $50 nmillion inmpact on the state-
take at the $100 per barrel price; whereas, CSHB 110(FIN)
had a $1.1 billion inpact on the state. He wondered what
data was avail able that would assure the committee that the
impact to the state should be changed from $50 million to
$1.1 billion at the $100 per barrel price when consultants
had expressed that the change was not needed.

Comm ssi oner Butcher responded that he disagreed with the
consultants. He stressed that Alaska had the nation's
hi ghest tax rate and one of the highest in any OECD
[ Organi zation for Economc Co-operation and Devel opnent]
country; DOR believed it was a disincentive that was seen
in the lack of production, devel opnent, and investnment in
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Al aska. He opined that the difference was nore than a
dollar armount; it inpacted how conpanies eval uated Al aska
and how it changed their investnent decisions.

9:28: 08 AM

Co-Chair Stednan believed that the conpanies would speak
for themselves, but recalled that their concern was rel ated
to oil prices above $100 per barrel. The concern had been
one of the reasons the commttee had spent a substantia
amount of time on the issue of prices over $100 and how to
fix the state's increasing share that becanme exaggerated at
around $200 per barrel.

Co-Chair Hoffrman believed that it would be nore hel pful if
the chart's Y axis (slide 10) wused dollars instead of
percentages. The chart showed the tax rate going up 100
percent [at the $40 l|level], but when the nunber was | ooked
at in dollars the graph would not be as drastic. He offered
that under the scenario cash to the conpanies at $40 woul d

be a reduction of $194 nmillion and at $100 the anobunt was
negligi bl e; however, at $150 per barrel cash to conpanies
represented approximately two-thirds  of one billion

dollars; at $170 per barrel conpanies would receive over $1
billion; at $200 conpanies would receive $1.75 billion. He
bel i eved conpanies would be l|ooking at the nunbers when
devel oping investnent nodels. The commttee believed that
the state should have protection at the low price end if
substantial changes were nade at the high end of the tax
formula. When $194 nmillion was conpared to the potential of
another $1 billion at the $170 price per barrel it was
significant. He addressed that the probability of $170 per
barrel oil was |low, but consultants had also said that the
probability of $40 per barrel oil was very low as well. He
opined that the finance commttees would be "scranbling”
anyway if the price of oil dropped to $40. He reiterated
that if the state gave on the high price end that it should
have sone protections on the |ow price end.

9:31: 57 AM

Co-Chair Stedman noted that at the $140 per  Dbarre

(indicated by a green line on slide 10) the difference
between ACES and CSSB 192(FIN) was $765 mllion [ACES was
$765 mllion higher]; the difference between ACES and CSHB
110(FIN) was $2.784 billion [ACES was $2.784 billion
higher]; the difference between CSSB 192(FIN) and CSHB
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110(FIN was $2 billion [CSSB 192(FIN was $2 billion
hi gher]. He enphasi zed that the anmbunts were significant.

Comm ssioner Butcher replied to Co-Chair Hoffrman's earlier
guestion. He explained that |ooking at the dollar anount
was  wort hwhil e; however, the reason the chart used
percentages was that keeping the transportation operating
and capital expenditures constant the percentages would
apply for any year and in any scenario. The chart provided
nore of a snapshot into the future than it would if current
dol l ars were used.

Co-Chair Hoffman surmised that the presentati on appeared to
be geared towards providing shock val ue.

9:33:31 AM

Co-Chair Stedman pointed to the bend in the CSSB 192(FI N)
line (blue) where the goal was to keep the percentage of
profit evenly split and staying constant at prices above
approxi mately $120 per barrel ($130 shown on the chart). He
asked DOR to explain why the CSSB 192(FIN) line flattened
out; it flattened out intentionally to hold the split
constant and to get away from the marginal tax inpact the
state was facing at high rates; he believed the chart
| ooked accurate related to that point. He opined that the
chart | ooked dramatic, but the nunber was sonmewhere around
$300 mllion nore to the state than under current |aw at
$40 per barrel. He observed that there was an increase to
the state at a $40 per barrel price of approximtely $300
mllion, but at prices of $120 the state was giving up
approximately  $277 mllion. He speculated that t he
probability of hitting $40 per barrel and renmaining there
w thout significant state and industry involvenent would be
mniml. He could not inmagine running at $40 oil without a
substantial nodification to the current structure in order
to keep the industry alive and vibrant and the state
functi oni ng.

9:36:12 AM

M. Tangeman commented that in the recent past, $40 per
barrel to $140 per barrel swings had occurred in a short
amount of tine. He noted that the occurrence was not
unheard of; DOR was projecting relatively flat prices into
the near future, but price swings had happened and they
woul d have a serious inpact on the budget.
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Co-Chair Stednman agreed, but the swings had not been at
sustained levels for quite sonme tine. He referred to a
"price shock upward" at $145 per barrel that had occurred
in the past.

Co- Chair Hoffman agreed that [mmjor price fluctuations] had
occurred in the past. He reiterated an earlier statenent
that consultants believed the occurrence would be a |ow
probability.

Senat or Thomas thanked DOR for its presentation. He read
froma proposal by consultant PFC Energy:

"Consistent with DOR nethodol ogy these revenue nunbers
do not include paynents for tax credits which are not
clainmed against current production as these are
accounted for separately in the budget. In 3013 DOR
forecasts a potential liability of $400 million for
these credits.”

Senator Thomas understood that PFC Energy's proposal used
credits that had been clained, but not anticipated clains.
He asked for clarification on whether the DOR chart on
slide 10 included anticipated credits.

Conmi ssi oner Butcher answered that DOR excluded the $400
mllion in credits that did not result in a tax liability
for the conpanies; the credits were accounted for but were
not included in how the effective tax rates would work on
conpanies currently paying taxes because there were
conpanies that currently had no production and were not
payi ng taxes.

9:38:47 AM

Senator Thomas conmented that at one tine there had been
predictions of oil prices at $150 per barrel, which had
seemred hard to imagine when oil was at $30 or $40 per
barrel. He reflected that oil prices had been at $30 per
barrel in the relatively recent past and currently Al aska
North Slope (ANS) prices were at $120 per barrel. He noted
that it was always good to be prepared for the future,
whi ch was hard to predict.

Comm ssi oner Butcher replied that DOR had wanted to show a
per-barrel price range from approximately $40 to $200. He
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acknow edged that it was not likely oil prices would reach
the end of the spectrum in either direction, but the goa
had been to keep the nunbers in a realmthat was reasonabl e
for the future.

Senator Thomas surmsed that a 10 percent to 15 percent
increase in the price of oil over the next few years would
be reasonabl e. Conmi ssioner Butcher agreed that the
i ncrease would be reasonable, but noted that the price of
oil had never coincided with a normal inflation rate. He
referred to a tinme when oil had gone from $30 per barrel to
$15 per barrel over an extended peri od.

9:40: 47 AM

Cormmi ssi oner Butcher npved to slide 11 titled "Effective
Tax Rates - Inpact of Producing 25% Over Target (i.e. 1/5
of Production at Lower Rate." The slide showed how a

currently producing conpany's effective tax rate would be
inpacted if it were to increase its production to 25
percent over the target. Current |aw (ACES) was represented
in black; CSSB 192(FIN) was shown in blue; and the dotted
blue line showed what a conmpany would pay under CSSB
192(FIN) if it produced 25 percent over target.

Co-Chair Stedman discussed that production was currently
about 600,000 barrels per day and that an increase of 25
percent would bring the total to 750,000. There had not
been a significant anmount of tine spent looking at the
capital costs to get to 750,000 barrels per day; there had
been di scussion that it would take $3 billion to $5 billion
per year (the equivalent to the Oooguruk and N kaitchuq oi
fields) to level out. He did not know how nuch it would
take to get to the 750,000 amount, but he supposed they
could inquire and try to determ ne an answer.

9:42:17 AM
AT EASE

9:42: 58 AM
RECONVENED

9:43: 08 AM

Co-Chair Stedman referred to coments in the press that it
woul d be nice to reach production of 1 mllion barrels per
day. He surm sed that everyone would like to see that |evel
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of production, but maintaining production at 600,000 woul d
surprise many people and reaching 750,000 barrels per day
woul d be nonunent al .

Comm ssioner Butcher answered that slide 11 showed a
conceptual percentage; it did not show that production was
currently at 600,000 barrels per day and what would occur
at 750,000. The slide showed what it would look |ike for
any conpany (regardless of production levels) to increase
production and how the |l ower tax rate would factor into the
entire amount of tax the conpany woul d pay.

Co-Chair Stednan remarked that BP accounted for roughly
hal f of the production in Prudhoe Bay.

M. Tangerman thought it would be interesting to hear the
perspectives of the conpanies when they presented to the
comittee. The depart ment agr eed t hat signi ficant
investnment would need to take place in order to extract the
resource and it felt that the net system under ACES was an
incentive (tax credits were a separate issue that effected
the tax), but DOR believed shifting to gross on the
progressivity portion of the tax was likely a disincentive
to investment at a tine when the state would need
significant investnent to extract the harder to access
hydrocarbons. The oil would not be easy to reach and
i ncluded heavy, viscous, shale oils that would be nore
capital intensive.

9:45: 03 AM

Co-Chair Stedman relayed that the topic would be discussed
later, given that there were varying views related to
sinplifying the tax code to incentivize heavy, viscous, and
shale oils, and cost allocation issues. He remarked that it
was nice to see the inpact of the 25 percent increase
(shown on slide 11), but the conmttee had focused on the
cash flows and net present value over the increnental
production of a 10,000 barrel field; how to nove the tax
code to enhance the rate of return and cash flows to enable
conpanies to reach or get closer to their hurdle rates so
they would begin new projects. He observed that the slide
did not address the same focus. He believed that the slide
addressed a piece of the equation, but to get to get to the
core of the issue it was necessary to neasure conpanies'
cash flows and rates of return. He noted the conmttee
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woul d ask the industry the questions. He appreciated that
the slide referenced the effect of full credits.

Conmmi ssi oner Butcher discussed that slides 12 and 13 showed
how the legislation and gross [tax] 1issue would inpact

hi gh- cost and | ow cost producers in relation to
economcally challenged projects that would have higher
costs such as, heavy or shale oil, and devel opnents | ocated

farther frominfrastructure. Slide 12 titled "Effective Tax
Rates - Hi gh-Cost Producer" included an estinmate of $20 per
barrel for operating expenses and $25 per barrel for
capital expenditures. Slide 13 titled "Effective Tax Rates
- Low Cost Producer” included data related to conpanies in
harvest node that would be doing what they needed to
continue producing at their current rate. He explained that
there would be a considerable tax increase under the bil
for high-cost conpanies dealing with nore challenged and
expensive fields (slide 12).

9:48: 22 AM

Co-Chair Stedman replied that the commttee had seen an
anal ysis showi ng that present value nunbers would increase
under the legislation in a high-cost scenario. He expounded
that the high-cost producers' econonmics had inproved over
the lifecycle of their investments in other projections the
conmmittee had seen. He furthered that the commttee had
seen nunerous presentations wth varying degrees of
progressivity and its inpact on rate of return and net
present values in order to determine what to include in the
bill. He asked to see how the |ifecycle econom cs worked
according to DOR, if the nunbers were not inproved over
ACES, the system would not be inproved. He wanted to work
with DOR on the issues because he believed that its data
conceptually did not fit with other data presented to the
conmittee.

Comm ssi oner Butcher responded that DOR woul d be happy to
provide the data. He noted that the presentation took into
account far fewer variables than looking at the |ifecycle
of a field.

M . Tangeman pointed out that the black line (current ACES
systen) took the deduction of all qualified capital and
operating expenditures into account; the blue |ine (CSSB
192(FIN)) that reflected a net system for the base and a
gross system for the progressivity, did not allow conpanies
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to take as many capital and operating |ease expenditures
agai nst their taxes.

9:51: 01 AM

Co-Chair Stedman observed that in certain circunstances
progressivity on the gross tax in a high-cost environnment
was sonmewhat of a disadvantage; however, it put downward
pressure on the expenditure side from the producer. He
referred to concerns with the current ACES tax system
related to the high-cost expenditure side including,
exposure to the state for all of the credits and the
mechani cs of the high tax structure and how it worked. The
goal was to fix the problem

M. Tangeman agreed that the tax credits used to construct
the ACES Iline (shown in black on slide 12) could be
adjusted in any tax reginme. He noted that working with the
tax credit system within the existing infrastructure the
bl ack Iine could be adjusted however a person want ed.

Conmi ssi oner Butcher discussed that slide 13 "Effective Tax
Rates - Low Cost Producer"” showed the effective production
tax rate (post credits) using per barrel operating expenses
of $10 and capital expenses of $3 for a |ow cost producer
or a producer in harvest nobde. He pointed out that there
was a substantial tax reduction for the producers.

9:53: 09 AM

Co-Chair Stedman remarked that one of the goals was to
bring the tax rate down at prices above $100 per barrel. He
rel ayed that one of the fundanmental points the conmttee
had heard repeatedly was that there was a |lack of a need
for incentive at prices below $100 per barrel in the |egacy
fields. He queried how DOR justified noving approximtely
$1.1 billion to the industry when consultants had told the
commttee that it was not justified.

Comm ssi oner But cher respectfully disagreed wth the
opinions of the consultants. He stressed that Al aska had
one of the highest tax rates of any OECD country. Conpanies
that did not do business in the state had talked about
Al aska's high tax rate. He stated that even wunder the
proposed CSHB 110(FIN) Al aska would have the highest tax
rate in North Anmerica. He enphasized that billions of
dollars in increased investnent was needed to increase
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production. He asserted that nmaybe there was a "sweet spot"
bet ween ACES and CSHB 110(FIN) where taxes were reduced and
i nvestnment was increased. He relayed that the governor had
said he was wlling to work on whatever scenario was
feasible. The departnent had not heard from conpanies
subsequent to the release of the nobst recent version of
CSSB 192(FIN); therefore, it did not know what they would
say. The departnent's quick snapshot of the bill was that
it discouraged investnent of higher-cost, nore challenged
projects and encouraged harvest node, which was the
opposite direction the adm nistration had been going wth
t he governor's bill.

9:55:31 AM

Co-Chair Stedman believed that according to testinony it
was nore accurate to say that current tax regine was
affected if a producer was operating under harvest node. He
did not think there had been any testinony from the
commttee's consultants that CSSB 192(FIN) encouraged
har vest node.

Comm ssi oner Butcher explained that under harvest nopde the
bill was better than current |aw.

Co-Chair Stedman agreed. He added that there were
significant differences between Al aska that was "subsurface
owned and commons" and any other area in North Anerica.
Alaska had different cost environments and ot her;
therefore, it was not possible to conpare Alaska' s tax
structure directly with those of other states. He renmarked
t hat Prudhoe Bay was one of the nost prolific oil basins in
the world; there had been testinony that the field was
anong the world's top 10 oil fields. He opined that the
conparison was too narrow. He did not believe that the
state had ever limted its conparisons to North Anerica and
he did not think it was appropriate.

Comm ssi oner Butcher clarified he had not been referring to
the issue addressed by Co-Chair Stedman; however, he did
believe there was value in North Anmerica conparisons
because nost the conpanies doing business in Alaska had a
North Anerican focus. He noted that PFC Energy had
di scussed that Norway was the only other OECD |ocation
above Al aska and at $140 per barrel it dropped bel ow the
state. He expressed that [the tax rate] was a disincentive
to business in the state and that it was inportant to focus
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on the current system rather than on high oil prices that
may never be seen; the high costs of doing business in the
state were another conponent that played into the state's
conpetitiveness with other areas.

9:58: 25 AM

Co-Chair Stedman noted that ACES and PPT (Petroleum
Production Tax) had been intentionally nodeled against

Norway's fiscal regine. He added that it was not by
happenstance that the state tracked the Norway system so
cl osel y.

Co- Chair Hoffman wondered whet her Conm ssioner Butcher had
been referring to the administration when he stated that
"we" have not discussed the current bill version with the
oil conpanies. Comm ssioner Butcher responded that he had
only been referring to hinmself and M. Tangeman; DOR had
only worked on the current version internally.

Co- Chair Stednman surnised that based on the chart on slide
13 the current bill enhanced the economcs for | ow cost
producers. Comm ssi oner But cher answer ed in t he
affirmative.

Co-Chair Stedman thought there was a peak spread around
$130 per barrel (slide 13) and that the economics inproved
and got closer together above and below $130 per barrel
relative to the ununitized fields in CSHB 110(FIN).
Comm ssi oner Butcher responded in the affirmative.

Co-Chair Stedman that CSSB 192(FIN) did not address the
ununitized fields included in CSHB 110(FIN). He believed
that CSSB 192(FIN) incentives would get close to the
unitized fields and what the existing producers in the
basin would pay under CSHB 110(FIN). He restated that the
CSSB 192(FIN) incentives cane close to where CSHB 110(FIN)
was w t hout incentives.

10: 00: 55 AM

Comm ssi oner Butcher concluded wth slide 14: "Summary of
DOR Comments on CSSB 192 (FIN)." The departnent believed
that the changes in CSSB 192(FIN) nmoved in the wong
direction by discouraging higher investnent on nore
chal l enged projects and encouragi ng harvest node; and nade
the state's conplicated tax structure nore conplex with the
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change to part net, part gross. He enphasized his concern
about the additional burdens of a nulti-mllion dollar
dat abase that DOR woul d have to conpile. The departnent had
been working desperately to catch up wth the 70-plus
regul ations, audits, and other that had conme up within the
past 6 years. He relayed that the departnment was doing the
best it could and everything it needed to do, but it was
opposed to the idea of a new dat abase.

10: 02: 21 AM

Co-Chair Stedrman asked if DOR believed the bill would be
wor se than ACES. Comm ssioner Butcher replied that the bill
was nore conplicated than ACES because of itens that would
need adm ni stering and new regul ati ons would need to be put
in place. Additionally, the bill appeared to be worse for
hi gh-cost projects due to the taxes a conpany would have to

pay.

Co-Chair Stedman asked DOR to follow up with the commttee
on the full cycle economics of CSSB 192(FIN), given that
DOR's data was different. He recalled that petroleum
consul t ant Pedr o van Meur s had poi nt ed out t he
dysfunctionality of CSHB 110(FIN) related to its cost
all ocation issues between different hydrocarbon streans.
M. van Meurs had discussed that it was cleaner to stay
away from the <cost allocation concept by noving the
progressivity on the gross. He stated that the DOR data

showed a 180-degree difference from at | east t wo
consultants that had reviewed the bill. There had been no
di scussion on the decoupling of oil and gas, which would
substantially increase the size of the bill. Under the
current structure the state would |ose approximtely $2
billion per year if it ran a 4.5 billion cubic feet I|ine.

He asked for the departnent's opinion on the delinking of
oil and gas. He asked if the itens should be |inked, which
woul d nean the state would face a $2 billion | oss.

Comm ssioner Butcher replied in the negative. He had no
doubt that if the price of oil dropped to $40 per barrel
for an extended tinme period there would be changes and
difficult decisions to be nade. Additionally, he believed
that oil and gas woul d be delinked before a nmjor gas sale.
He relayed that DOR was willing to work on the issue with
the commttee, but he felt that CSSB 192(FIN) was not the
only way to decouple oil and gas.
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10: 05: 20 AM

Co-Chair Stedman felt that the state had sone risk exposure
with the linkage of oil and gas in the first open season
associated with the Al aska Gasline Inducenent Act (AGA).
The conmttee was working to get a definitive answer from
the adm nistration on the issue and until told otherw se
the commttee would operate under the assunption that the
state had significant financial exposure.

Conmi ssi oner Butcher replied that the Departnent of Law had
relayed that the particular door had been closed. He would
provide the information to the commttee.

Senator MG@uire wondered how nuch had centered on the
ability to wite-off costs associated wth gas from
conpani es that had been noving toward a gasline under AG A
She felt that the linking of oil and gas had provided a
significant advantage for the conpanies. She opined that
the negotiation of a rate through decoupling was one issue,
but another issue was how cost had factored into conpanies'
willingness in Pt. Thonpson and other areas to explore a
gasline. She requested to hear from DOR, Exxon, BP, and
Conoco Philips on the issues. She discussed that she and
Senator Tom Wagoner had introduced SB 309 in the past to
incentivize drilling in Cook Inlet, which had been done.
She believed that the players with the ability to wite-off
their costs in Cook Inlet were nore prone to invest in the
area. She expressed concern about inpacts that would
di sincentivize investnent in Cook Inlet and areas that |ed
to the gasline.

Comm ssioner Butcher replied that he was aware of the
i ssue, but did not have insight on the role the issue would
play. He noted that there would be a significant anmount of
work done on gas fiscals between present day and a major
gas sale in the future. He noted that Governor Parnell
hoped that the FY 13 |egislative session could focus on gas
fiscals.

M. Tangeman added that Senator MQuire was correct about
the interplay between Cook Inlet, the North Slope, and the
conpanies involved associated wth the various tax
structures (i.e. net versus gross, versus a net and gross
conbi nation). He remarked that an issue was how the change
woul d inpact DOR and the state. He referred to a belief
that the state was "out-gunned"; the private sector could
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pay nore, gear up nore quickly, and had nore resources to
throw at problens. The state had been under the sane tax
system for 4.5 to 5 years; state enployees (auditors and
other) dealing with the ACES tax structure on a daily basis
understood it. He relayed that Repsol had recently
contacted DOR for an explanation of ACES. The state was
currently on equal footing and understood the system as
well or better than the private sector. He opined that an
overhaul of the system nay be a step backwards because the
departnment would have to start over after it had
i npl emented over 70 regulations; all of the regulations
would have to be analyzed to determine how they would
interplay with each other. He explained that the point of
CSHB 110(FIN) was to work within the current system He
furthered that there were a multitude of nobving parts and
there were various ways to deal with tax credits to achieve
different results. He believed that it was better to dea
with the tax systemthat was currently in place.

10: 11: 24 AM

Senator McQuire surmsed that the creation of a dual tax
system using gross for progressivity and net for other
would require state enployees to assess two different
structures. M. Tangeman replied in the affirmative. He
expounded that DOR would figure out and work with a change
to the tax system if a new structure passed the
| egi sl ature; however, DOR understood the current system in
greater detail than npst conpanies coming into the state.

Co-Chair Stedman opined that there was a substantial
di fference between going froma tax and royalty systemto a
concession system (i.e. from PPT to ACES). He believed the
di fference was much greater than noving progressivity from
the net and switching it to the gross; the main cal cul ation
was multiplying the amount of oil produced and the portion
of the oil allocated to royalties. He did not agree wth
DOR s testinony, excluding the concerns related to the
proposed inplenentation of a new database; he recognized
that the database represented a piece of conplexity.

Co- Chair Hof fman wondered whether a portion of the burden
related to the proposed database or portions of the
legislation could be Ilifted if effective dates were
post poned.
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Comm ssi oner Butcher responded that it would be a benefit;
however, the database was still a significant lift for the
departnent that had a mniml anount of involvenent in the
i nformati on.

10: 14: 38 AM

M. Tangeman added DOR had previously provided a schematic
that included the 35 pieces of information required under
CSSB 192 (FIN; DOR, DNR, and AOGCC already collected mnuch
of the information. He expounded that the Tax Revenue
Managenment System (TRMS) DOR was working to inplenment would
replace the current antiquated system He furthered that
PIMS would work with the sane dataset. Wrk on TRMS woul d
feed into other types of things that would be beneficial to
the public and would get at the sane dataset as PIMs, but
with a different output. He felt that DOR could acconplish
the objective of PIMS with TRMS in the future.

Senator Thomas conveyed that the commttee had not intended
to create a "huge worthless systeni; nmost of the
commttee's concern had originated from a |ack of accurate
or conflicting information from different departments. The
goal of the proposed system was to provide a coordination
of activity between departnents. He detailed that nost
state departnments had antiquated systens, which was the
reason noney for a system had been appropriated the prior
year. He expounded that it was discouraging to get
different answers from different departnents. He hoped that
requiring departnents to provide information to DOR for it
to coordinate would autonate processes and provide
efficiency that would lead to a better tax understanding
and better auditing performance.

10:18: 07 AM

Comm ssioner Butcher replied that DOR was working to cone
up with a cost estinmate for the commttee. One estimte
from Kat hy Forester of AOGCC was approximately $36 nillion
and 10 to 12 positions. The departnent did not know whet her
that would be the price, but the cost would be substantial;
the nore different systens, databases, and forns were
i nvol ved the nore conplex it becane.

M. Tangeman el aborated that DOR had been coordinating with

AOGCC and the Division of G| and Gas because it had spent
the past year working on TRMS. The departnent recognized
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that the system in place required conpanies to provide
information to several different departnments in diverse
formats. Utimtely DOR wanted to see all of the
information being sent to one location and divvied out
based on confidentiality, non-confidentiality, and other.

Senator O son referred to proposed gasline legislation (HB
9) that included a first open season in January 2013. He
was concerned that conpanies would not bid on an open
season if they did not have a good idea of what the tax
rate would be; especially if the possibility of an LNG
pl ant used for export was considered for Kenai or other.

Comm ssioner Butcher answered that two pipelines had
previ ously had open seasons. There needed to be work done
by the state and conpanies related to gas fiscals beyond a
coupling. He hoped that the work required would be done
sooner rather than |ater.

10: 20: 55 AM

Co-Chair Stedman requested calculations that showed the
deterioration of the economcs with the lower tax rate
based on DOR s belief that changes under CSSB 192(FIN)
nmoved in the wong direction (slide 14). He was interested
in the full-cycle economcs and FY 13 nunbers relative to
the current system He would agree with DOR that the state
woul d be going in the wong direction if the nunbers showed
that the tax rates were higher than those under ACES;
however, if the calculations showed I|ower figures he
t hought DOR shoul d reevaluate its remarks. He discussed the
goal of encouraging industry to nove away from harvest node
and he wanted specific detail on how the bill encouraged
it.

Conmi ssioner Butcher replied that DOR did not have the
specific details related to the full scale econom cs, but
it was happy to work with commttee aide Darwin Peterson to
acconplish the commttee's request. The point on slide 14
was based on the fact that high-cost developnments would
benefit less when the tax system noved from net to a
net/ gross conbi nati on.

Comm ssi oner Butcher noted that Departnent of Law (DOL) had
brought up potential constitutional issue related to equal
taxing of different conpanies. The departnent of Law woul d
follow up with Legislative Legal Services and M. Peterson
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on the issue. He nentioned that there were severa
technical tweaks related to new field definitions that DOR
would talk to the comm ttee about.

Co-Chair Stedman had not heard the concern about a
potential constitutional 1issue and requested that the
departnments get the information to his office.

Co-Chair Hoffman pointed to slide 3 and queried whether the
bill made Al aska nore appealing to potential investors if
the price of oil was $170 per barrel. Comm ssioner Butcher
responded in the affirmative, but noted that the price of
oil had never reached $170 per barrel. The price could get
that high at sonme point, but he did not believe decisions
shoul d be focused on the possibility.

10: 24: 33 AM

Co-Chair Hoffman answered that world history had not
predi cted $145 per barrel four years earlier. Conmm ssioner
But cher responded in the affirmative. He recalled that the
price had dropped to $37 per barrel following the price
spi ke.

Co- Chair Hof fman asked at what price level the bill becane
appeal i ng.

Comm ssioner Butcher replied that it was up to the oil
conpanies to provide the answer. He expounded that because
the information was ©proprietary, conpanies would not
provide what specifically in their econonmc nodel they
based decisions on. According to information provided to
t he departnment the nunber had been nore conservative ($70,
$80, or $90 per barrel). Conpanies were aware of what woul d
happen if oil reached $170 per barrel, but he did not
believe that they nmade investnent decisions based on the
figure as opposed to a price around $70, which according to
hi story was nore likely to be seen

10: 25: 38 AM

Co-Chair Hoffman believed that it was all relative and it
was hard to know what the price of oil would be. He asked
whet her DOR believed that overall the current bill version
would not nmake Alaska nore appealing to investors

Conmm ssioner Butcher deferred the answer to the oil
conpani es.
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Co-Chair Hoffman pointed out that DOR had included the
remark in its presentation. He observed that DOR had voiced
that CSHB 110(FIN) would be an inprovenent, but it did not
want to say yes or no to the current bill.

Comm ssi oner Butcher responded that the questions on slide
3 had been considered by the departnent and the
admnistration as it woirked on a bill. The departnent
believed that oil conpanies had agreed with CSHB 110(FI N)
because they had cone up with commitnents based on a
mat erial change that would positively affect investnent
decisions and a discussion of dollar anpbunts. He did not
know how oi|l conpanies felt about CSSB 192(FIN).

Co-Chair Stedman remarked that oil conpanies had expressed
interest, but he did not believe that they had mde
commtments. He understood that it took all three major oi
conpanies to agree; it was not nuch of a commtnent unti
the conpanies signed a letter of agreenent. He requested
that a comnmtnment should be delivered to his office if one
exi st ed.

M. Tangeman responded that not all investnments on the
North Slope would require the agreenent from all three
maj or oil conpanies. He believed that there were sone areas
that only required that two conpani es provi de approval.

10: 27: 50 AM

Co-Chair Stedman noted that prior testinony had indicated
that it would take $3 billion to $5 billion per year and
not $5 billion over seven to ten years. He stressed that
that $5 billion could barely be seen in the analysis,
unless there were nultiple consecutive years driving the
production curve up.

Conmi ssi oner Butcher agreed. There had been $5 billion, $9
billion, and other figures discussed, but he did believe
the state would know until a bill passed. He continued that
the question related to whether the |egislature passed a
bill that was viewed positively by the industry or not. He
stated that a tax reduction bill that resulted in no new
i nvestment or devel opnent did not achieve the desired goal.

Co-Chair Hoffman queried whether DOR coul d answer whether
the bill made Alaska nore conpetitive (item 1, slide 3)
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Comm ssi oner Butcher replied that he could see the problens
a potential investor would have with the bill because of
the initial conplexity. He could not speak for the industry
related to the specific econom cs of the |egislation.

Co-Chair Stedman pointed out that at $100 per barrel the
bill noved approximately $277 million across the table [to
the industry] in FY 13 figures; whereas, CSHB 110(FIN)
noved $2 billion. He elaborated that there was nore nobney
to the industry in the tax change than in the increnental
drilling; he wanted to see economcs that showed that it
was not true. He believed the drive was nore for a tax
change than the benefit of the increnmental drilling in the
bottom line dollars. He requested an analysis show ng that
the initial review of the nunbers was incorrect. He
concluded that it would take a substantial amount of
enhanced oil recovery to nake a $2 billion per year net
swng to the state's treasury; oil conpanies would receive
$8 billion to $10 billion before they started turning the
oil.

10: 30: 43 AM
AT EASE

10: 38: 25 AM
RECONVENED

NALASKA O L AND GAS ASSOCI ATI ON

10: 38: 44 AM

KARA MORI ARTY, EXECUTIVE DI RECTOR, ALASKA QL AND GAS
ASSCCI ATI ON (AOGA), spoke from a prepared statenment (copy
on file):

On behalf of the nenber conpanies of the Alaska Gl
and Gas Association, who account for the majority of
oil and gas exploration, production, transportation,
refining and marketing in this state, | would like to
offer the followi ng conments regarding work-draft "O"
of a Senate Finance CS for Senate Bill 192. Despite
the diversity of our nenbership, ny comments reflect a
100% consensus anong t hem

On March 16 we testified to you about the Senate

Resources version of the Bill. At that time we told
you that, unless one is satisfied to see North Slope
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oi | production continue to decline at about 6% a year
or nore, neaningful changes need to be nade to the
present ACES tax. We pointed out a nunber of neasures
that the Resources CS could have taken but didn't, as
wel |l as a nunber of things that it proposed to do that
woul d be counter producti ve.

Despite all the time and effort that have gone into
wor k-draft "0", we have to say that this new CS also
falls short of the neaningful tax change that is
called for in order to neet the challenge of stopping
decline, much less the even harder goal of getting
back to a mllion barrels a day flow ng through the
TAPS oi |l pi peline.

The CS does indeed provide a slightly |ess onerous tax
treatnent for new fields and increases in production

But we would remind you that two very new fields -
Oooguruk and Ni kaitchug -are each expected to peak at
around 20,000 barrels a day. This year the North Sl ope
at a 6% decline will decline by roughly 40,000 barrels
a day, as much as these two new fields conbined. In
other words, to offset the decline, two new fields
I i ke Oooguruk and N kaitchug would need to cone into
production each year. These slight inprovenents are
not likely to generate even this |evel of devel opnent.

The producers of the existing non-legacy fields on the
Sl ope, and the developers of any new fields that my
be discovered, need as much production as possible
flowng from the legacy fields through the TAPS oil
pipeline in order to keep the costs affordable to ship
their oil fromthe Slope to its refinery destinations.
Unaf fordably high transportation costs could cripple
the economics of any new fields that mght be found

as well as the economcs of non-legacy fields
currently in production.

In other words, the North Slope oil province is |like a
tree, with the two great legacy fields being its
trunk, and with the other fields being branches rising
out of the trunk. If one peels the bark off all the
way around the trunk and nake it wunhealthy, all the
other branches w Il becone unhealthy too, no matter
how robust they mght have been if the trunk had
stayed strong.
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It has been openly acknow edged during the Comrittee's

hearings that the intent 1is to Kkeep the tax
essentially the sane as the present tax for the |egacy
fields at $100 oil, and workdraft "0" reflects that

intent. But that intent is just the opposite of what
we urged you to do in our March 16th testinony on the
Resources CS, and it is the opposite of what we urge
you to do now.

Throughout the Twenty-seventh Legislature, AOCGA and
ot hers have been testifying about what is happening
with their businesses on the North Slope, about the
interrelationship between the |evel of new investnent
each year and the rate of decline in ANS production,
and about the effects taxes have on investnent
deci sions. These explanations are not threats, but
they are not Dbluffs either. They have been candid
attenpts to describe to you how those conpanies
evaluate their investnment opportunities here against
their opportunities elsewhere, and how Al aska's tax
regime can influence the decisions about which
opportunities to take.

Those decisions reflect the expectations of the
conpani es' respective shareholders that each conpany
will chose the opportunities that it perceives to be
best, all things considered including taxes. If an
Al askan opportunity is better than one elsewhere and
there is enough budgeted noney only for one of them
the shareholders expect, and in a very real sense
demand, that the Al aska opportunity be taken. The
reductions in the level of conpanies' investnents in
Al aska since the enactnment of ACES are not any kind of
retaliation for ACES enactnent, nor does a conpany
cut back here to spite its face. The investnents are
not hing nore, and nothing less, than the result of the
conpetition of the Alaskan opportunities against
opportunities el sewhere.

Anyone is free to believe that the declining
investnments and declining production on the North
Slope are due to sonething other than these reasons

but they will be mstaken. Unfortunately, by the
time they are proven to be m staken, the opportunity
for Alaska to have addressed the situation will have
passed. And there aren't any "do overs."
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Wt hout neaningful tax relief for the legacy fields as
well as the other production, the bark w Il continue
to be peeled off the tree trunk, harmng the entire
tree. Wirk-draft "0" threatens harm for every nenber
i n ACGA.

Thank you, M. Chairman and Menbers of the Senate
Finance Conmttee, for this opportunity to share our
deep and grave concerns with you about work-draft "0"
of the Finance CS. W respectfully ask you to take
another look at what it would do, and to replace it
with a CS that would provide neaningful tax change to
enable the additional investnents the state and its
future need.

In closing, let nme repeat that these comments have the
unani nous support of AOGA's nenbers: Apache, BP.

Chevron, Eni petrol eum ExxonMbbi | , Flint Hlls,
Hi | corp, Marathon, Petro Star, Pioneer, Repsol, Shell,
Statoil, Tesoro, XTO Energy, and Alyeska Pipeline

Service Conpany. Thank you for this opportunity to
share themw th you.

10:46:12 AM

Co-Chair Stedman believed that it was challenge to cone up
with a universal definition of the words "neaningful" and
"significant." He believed that at $120 per barrel noving
$277 mllion to the industry was meani ngf ul and
significant; another person's interpretation could be the
$2 billion under CSHB 110(FIN). He asked for help with a
definition.

Ms. Moriarty responded that AOGA represented a diverse
group of oil conpanies and the term neaningful had a
different inplication for each of the conpanies. She
expl ained that after AOGA s eval uation none of its menbers

bel i eved t hat t he bill woul d i nprove Al aska' s
conpetitiveness conpared to other projects in their
portfolios. The association thought t hat bracketing

progressivity (included in CSHB 110(FIN)) would bring
Al aska to a nore conpetitive playing field.

Co-Chair Stedman clarified that bracketing was only a

mechani smto shift cash from one side to the other side of
the tabl e.
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Ms. Moriarty replied that AOCGA viewed bracketing as a nore
substantial change in progressivity versus the proposed
structure under CSSB 192(FIN).

Co-Chair Stednman agreed that bracketing did represent a
nore substantial change related to the shifting of cash at
a price of $100 to $120 per barrel. The current bill would
shift $2.6 billion at $200 per barrel versus $4.4 billion
under CSHB 110(FIN); there was nore shifting of cash to the
i ndustry above $60 per barrel under CSHB 110(FIN). He noted
that CSSB 192(FIN) also included a fl oor.

10:48: 21 AM

Senat or Thonas thanked Ms. Moriarty for her presentation
He believed that the comm tnment portion of the equation was
very inportant. He opined that a tax structure could
probably be structured depending on commtnments where nore
of a business relationship existed and one could expect
that if "y" happened that "x" would take place. He pointed
to discussions related to a nunber of projects that had
been in place prior to ACES that could have been done going
forward; he surmsed the state would probably be in a very
different situation of wunderstanding the terns neaningful
and conm tnments. He thought it would have been possible to
inmplenent a tax rate that would take effect once a conpany
committed to expend noney on production. He observed that
"it was sinply language to put things in place" and
believed that the legislature and other players had "all
fallen short of trying to get a better understanding of
what woul d take place in the future,” which was not hel pful
to the process.

Co-Chair Stedman rel ayed that the schedul ed BP presentation
woul d be heard during the afternoon neeting that day.

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

#
ADJ OURNVENT

10: 51: 02 AM

The neeting was adjourned at 10:51 AM
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