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COCHAIR JOE PASKVAN called the Senate Resources Standing
Commttee neeting to order at 3:33 p.m Present at the call to
order were Senators Stednman, Stevens, Wel echowski, French, Co-
Chair Wagoner and Co- Chair Paskvan.

Status of Integrated Tax Managenent System and G| and Gas Tax
Reporti ng Update by Comm ssi oner Bryan Butcher, Departnent of
Revenue

3:34: 30 PM

CO CHAI R PASKVAN announced as background to the Fast Enterprises
study by the Departnent of Revenue (DOR) the departnent rel eased
its oil and gas tax status report to the |egislature on January
18, 2011. The executive summary stated under |tem 6:

The departnent continues to wite regulations for the
new tax system and the first audits under the net
profit tax have been conpleted. The departnment has,
however, been hanpered in its tax reporting and
conpliance effort by a lack of a centralized data base
to house and manage the large volunes of oil and gas
data it receives.

Later in the report on pages 6 and 7 it indicates:

Wil e capital expenditures over the five-year period
in (2006-2010) since the inplenentation of a net
profits tax with credits for capital expenditures have
i ncreased each year, we have limted data as to the
nature of the expenditures. The Departnment of Revenue
has extrenely limted data from which to determ ne the
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nature of the capital expenditure increases. In part,
this raises the question which was raised |ast Friday:
"What has the State of Alaska received for the
billions of dollars we have invested in the oi
industry with our capital credits? Wat is Al aska's
return on that investnment? How does the Departnent of
Revenue neasure what we get for those capita
i nvest ment s?'

CO CHAI R PASKVAN said these questions have concerned him deeply
for the last year. However, even a year ago he didn't fully
appreciate the nmagnitude of the problem Only after the
conclusion of the 2011 legislative season did he discover the
Conprehensive Plan and Feasibility Study that was prepared by
the Departnment of Revenue by Fast Enterprises of Denver
Col orado. This study cost $300,000 and its executive summary of
was al arm ng.

He said that a representative of the Fast Enterprise Goup was
invited to present the study to this conmttee; however he
respectfully declined because they mght bid on a future
contract with the State of Alaska and that would present a
conflict. So he asked the Departnment of Revenue to discuss this
conprehensive plan and feasibility study that he believed was
one of the nost inportant issues facing the legislature in the
2012 session.

CO CHAI R PASKVAN said he discovered two other docunments while
studying this issue. First was a neno from Marcia Davis that was

sent to all legislators in 2007. The neno included an anal ysis
by Spencer Hosie requested by the Al aska Departnent of Law about
"issues the state is likely to experience in enforcing and

collecting tax under a net tax regine." M. Hosie tal ked about
the need to "vigilantly audit Al aska North Sl ope taxpayers under
any tax, gross or net" and enphasized that "audit should be
conducted on a yearly basis and if an issue arises, it should be
dealt with pronptly." He advised that:

To be clear, all else equal, a net tax will be nore
conplex to adm nister and enforce than a gross tax. |If
the past is any guide, the taxpayers may well gane
costs, for exanpl e, suddenl y al I ocati ng an
i nappropriately large percentage of joint or conmon
costs to their Alaska businesses. The state can
di scour age overly creative cost accounti ng by
vigilantly auditing and enforcing the statute and
regul ations fromthe outset.
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CO CHAIR PASKVAN said he |ooked forward to the comm ssioner's
perspective on these inportant issues that are facing Al aska
goi ng forward.

The second docunment was a Septenber 2008 docunent prepared by
t hen Revenue Deputy Conm ssioner, Marcia Davis, and Tax Division
Director, John Iverson, and Tax Division Deputy Director

Johanna Bales. It is titled "Commercial Of-the-Shelf (COTS)

Revenue Managenent System t he Future of Revenue
Adm nistration.” One slide that stood out was on page 10, which
i ndicates, "Wiat do we want to avoid? A train weck." It says

"Qur ability to officially adm nister tax prograns, nmaxim ze
revenue, and neet our mssion will be derailed if we don't act
now. "

3:39:30 PM

CO- CHAIR PASKVAN said with this information the question is,
"Where are we now?" He asked the conm ssioner to answer how the
| egi sl ature knows what DOR information is reliable and not
reliable.

3:40: 15 PM
SENATOR MCGUI RE j oi ned the comm ttee.

3:41: 06 PM

COWM SSI ONER BRYAN BUTCHER, Departnent of Revenue (DOR), said he
would first go a little bit into the first half of the
presentation dealing with the history of the tax nanagenent
system then go to PPT to ACES and to today, and then pass the
presentation along to Bruce Tangeman, who would go into
specifics on where we are today and what the tineline |ooks |ike
for the conpletion of the tax revenue managenent system (TRMS).
He woul d then go into the Conprehensive Plan and the Feasibility
Study leading up to where we are today.

He said a lot of discussion in today's debate conpared to
previous attenpts to look at our tax structure in PPT and ACES
has been about needing information, having better systens in
place and taking a look at significant changes. He wanted to
point out that although the departnent is certainly hanpered
with the current tax managenent system they get the job done
and responsibly. But they are not able to turn the information
around quickly; the manual work is a trenendous tine waster. He
said they are taking a system "that is doing what has to be done
and not a whole lot nore and turning it into a system that can
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work for the state as well as the policy nakers on a |ot higher
| evel than it has before.

COM SSIONER BUTCHER said the information available during
PPT/ ACES debates wasn't the sanme that it is today. Because the
state was switching from a gross to a net tax, it had fairly
limted information for nodeling, projections and a Ilot of
assunptions. As a result, the focus was nore on nodeling and
what the experts said than what it is now when they have a
snapshot of what has been going on in the oil patch.

3:43: 43 PM
SENATOR FRENCH asked him what position he held during that tine
and to quantify what he neans by "nore information."

COWMWM SSI ONER BUTCHER replied that he worked with the Al aska
Housi ng Fi nance Corporation (AHFC) during that tinme and he was
not working on this issue. Mst of the work he did other than
observing on this issue has been the year of having his position
as comm ssioner. He said they have a lot nore information in
terms of operating capital and a lot nore of an idea of what the
nmoney is going into. They would prefer to have nore information,
but they have nore now than was available during the PPT and
ACES debat es.

SENATOR FRENCH said that should have been laid out in the slide
because it appears that he is claimng they were "flying blind"
when they passed PPT and ACES and he resented that inplication
He said he sat through hours and hours of hearings and coll ected
vast volunmes of information and asked the comm ssioner to be
nmore specific when he says they don't have information.

COWM SSI ONER BUTCHER replied that he did not intend to nmake it
sound like they were flying blind, but to say that they sinply
have nore information today than they had then. As an exanple
when PPT and ACES debates were occurring, the DOR fiscal notes
went up to a high of $80 a barrel and prices haven't been there
for quite sonme tinme; it's been in the triple digits for the |ast
few years. So, they are now historically able to see how the tax
works at the high price levels that currently exist.

SENATOR FRENCH said he didn't know if nodern information
qualified as nore information. In 2007, they didn't know what
the oil price would be in 2012, but that's not nore information;
it's just a new piece of data. He said the conmm ssioner would
find hinself in semantic quibbles with nenbers of the conmttee
if he wasn't careful how he construed that. He stated that the
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industry is doing well at these high prices, just as the state
iS.

3:47: 05 PM

COW SSI ONER BUTCHER responded that was just one exanple. They
worked on a five-year |ook-back to connect tax credits to see
specifically what the state was getting.

SENATOR FRENCH said, "That's productive."

SENATOR STEDVAN recalled wunder PPT the admnistration was
working at $60 a barrel oil and below. And the |egislature was
looking a little bit north of that and under ACES they were
| ooking at the $200 range. It was working with nuch broader
price swings than the adm nistration was.

BRUCE TANGEMAN, Deputy Conm ssioner, Departnent of Revenue
(DOR), agreed that the whole point of these bullets is the type
of information that the departnent is able to work with. Months
of work by very intelligent and qualified economsts and
contractors went into putting PPT together. But they really
couldn't |ook backwards and say how a net tax would affect
Al aska. A short year later, when the ACES debate geared up,
nmont hs of work went into that, too. But you still couldn't |ook
back over one year to see how the net tax worked, because such a
short time had el apsed between the two changes. The price went
up even nore during the ACES debate. Finally, now in 2012 they
can | ook backwards at five years of oil prices including high
ones, which is the piece of information in conparing Al aska to
ot her oil producing regions.

SENATOR W ELECHOWBKI said he pulled sonme of his binders fromthe
ACES debate and found a field-by-field analysis that he had
found helpful at that tinme. They talked about the duty to
produce and the responsibilities that parties incur when they
take out a |lease. They heard from Spencer Hosie, the state's
attorney in the Anerada Hess case, that his concept is if the
conpani es can mnmeke a reasonable profit they have an obligation
to produce. So based on that, they ran a series of hypothetica
fields - heavy oil, conventional oil, satellite fields - and
determined at that tinme at $40/barrel and at $60/barrel under
ACES, under ACES with a gross floor, under PPT, under a variety
of structures, that under ACES there were very high net present
val ues (good profits to be nade) at $40/barrel and even nore
good profits at $100/barrel. He didn't know that the analysis
changes a whole | ot because if you ve got a duty to produce and
$40/ barrel you still have that duty at $100/ barr el
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He thought it would be helpful to the conmttee to see net
present value and rate of return data on specific fields under
both ACES and the new proposed tax structure. But the reality is
if the conmpany can make a reasonable profit under ACES, they
have a duty to produce.

3:.52:22 PM

On a slightly different topic, Senator Welechowski said a
presentation last year by Gaffney & Kline had a quote saying
"relative to other reginmes Alaska is handicapped in its
deci sion-making by the small anount of either confidential or
reliable public data on energy operations.” He asked the
comm ssioner if he felt the state was handi capped by the |ack of
dat a.

COW SSIONER  BUTCHER replied vyes, they could have nore
information, but they have progressed from where they were in
2006/ 07/ 08. No question about it.

SENATOR W ELECHOWSKI asked if he would want |[aws on the books
that get us nore information as part of this legislation - at
| east provided to him and the legislature on a confidential
basi s.

COWMM SSI ONER BUTCHER replied that he would be happy to work with
the coormittee on that. They believe this TRVMS systemis going to
be one big piece of doing that.

CO CHAI R PASKVAN said the top bullet line says the rally cry has
been "need nore information,"” and he hoped he wasn't saying that
factual information was bad for the process.

COWM SSI ONER BUTCHER replied, "Absolutely not." It could have
been worded better, but the point is that they are in a better
place than they were three or four years ago, but inprovenents
still need to be made.

CO CHAI R PASKVAN asked what he neant by saying "doubl e standard”
in the next bullet line.

MR. TANGEMAN replied that this goes back to the information that
was used during the PPT and ACES debates - the theoretical
nodeling they had been speaking of. They didn't get a good
chance | ast year to really delve into the nodeling, but they are
ready to go down to that field-by-field analysis and conpare
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that with other regines around the world and opportunities from
an oil company's perspective.

3:57: 08 PM

SENATOR W ELECHOWSKI said, "I just want to let you know your
attorney disagrees with you on that." Spencer Hosie said that is
the wong analysis; he says when you take out a l|lease in the
State of Al aska, you have an obligation to devel op when you can
make a reasonable profit. It doesn't matter what you can nake
el sewhere. Senator French said he thought they needed to have a
hearing on the duty to produce.

MR. TANGEMAN replied that he agreed "100 percent” that duty to
produce is clearly an inportant standard; the Alaska O and Gas
Conservation Commission (AOGCC) has a role in that, the
Department of Natural Resources (DNR) has a role in that and the
Department of Law has a role in that. But he said don't confuse
duty to produce with duty to invest, because there is no such
thing as a duty to invest in statute. |If conpanies are follow ng
what is in their |ease agreenents under the duty to produce
section and are neeting those standards that is what they need
to neet. But he wants themto invest above and beyond their duty
to produce line.

3:59: 04 PM

SENATOR STEDVMAN comrented that he didn't want the public to
think the state's hydrocarbon basin is so sinple that it just
cones down to the rate of return conparison. On a broader
perspective, there is the prospectivity in the basin, the
exi sting reserves and reserves potential, how easy is it to get
to and who has control of it. Alaska has one of the richest
hydrocarbon basins in the western hem sphere. And if you | ook at
the rate of return issue, it goes beyond that into your present
val ue, your cash flows and other opportunities available. They
will build on those conplexities, but it's far nore conplicated
than making a 12 percent return and a 24 percent return
somewhere el se. Al aska doesn't have an open access basin; it has
a controlled domnated basin with three major players and that
won't change.

He said they also need to keep in mnd that having a high tax
burden with large credits - and if you don't reinvest in our
basin you will walk into a high tax environment - was a policy
put forward by the admnistration. These were direct policy
calls made by the state. They can get into fine tuning them and
review the volunes of data and presentations, but it's not just
a marginal tax discussion.
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COWM SSI ONER BUTCHER agreed and explained they focused this
presentation on working towards the information they have and
going forward with it. But many issues need to be discussed on a
bi gger scale to determ ne what changes need to be nade.

SENATOR STEDMAN fol |l owed up conmenting on the bullet on slide 3
showi ng North Dakota, Al berta and Texas all boom ng and Al aska
in a decline. He said a lot of technological inprovenents in
shale oil advanced North Dakota, not tax changes; Al berta also
had technol ogical inprovenents and the sane with Texas. But the
slide doesn't really advance the discussion of what they need to
get on the table.

4:03: 09 PM

COW SSI ONER BUTCHER expl ained that slide was nmaking a point
that as they are gathering information they need to |look at a
bi gger picture, not just Alaska. He was right, North Dakota is
working to reduce their taxes right now, but their taxes weren't
reduced for that to occur. It occurred nostly because of the
price of oil and secondarily because of the technological
advances. Fracing has been around for a long tine, but it wasn't
econom c until oil was over $70 or $80 a barrel.

CO CHAI R PASKVAN said North Dakota and Texas have a gross tax
system with no credits and higher royalty than Al aska and he
asked if the departnment was advocating returning to a gross tax
with no credits and higher royalty.

COW SSI ONER BUTCHER replied no; they were pointing out things
that need to be discussed in the future. It wasn't the focus for
t oday.

CO CHAI R PASKVAN asked if he agreed generally that North Dakota
and Texas have a gross tax with no credits and a higher royalty
t han Al aska.

COWM SSI ONER BUTCHER answered for the nost part that is correct.
It varies a little bit because they work with private |and
hol ders.

MR. TANGEMAN said one of the challenges going forward would be
trying to conpare apples to apples, because Al aska's tax system
is nore conplicated than that.

COWM SSI ONER BUTCHER reviewed slide 4, legislative history,
saying the PPT legislation became effective April 1, 2006, and
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primarily changed from a gross tax system to a net tax. ACES
passed in late 2007 with many provisions effective on July 1,
2008 and sone retroactive to July 1, 2007

CO- CHAI R PASKVAN asked if the 2006 audit was four npnths of the
ELF system and ei ght nont hs of PPT.

MR. TANGEMAN replied three and nine, actually.

CO CHAI R PASKVAN said, so the first full year of PPT was 2007
and no audit has been conpleted of 2007.

MR. TANGEMAN responded that they are currently auditing 2007.
ACES made retroactive changes back to July 1, 2007. He expl ai ned
t hey would have gotten the trued up tax statenments from industry
on March 31, 2008, so it wll be four years in a couple of
months. Statute says six years, so they are well wthin the
statutory guidelines. It's key to renenber that going from ELF
to PPT was a huge change and one short year |ater another change
was made. He said he was proud of the job the Tax Division is
doing to be where they are in the audit process. Every tine a
change was nmde allowed the taxpayer the opportunity to anend
their tax returns. That is why 2006 was held open so long. The
year 2007 is under two different tax structures, so it's another
conplicated audit. But based on changes that have been nade, the
| ack of a systemthat the division had to deal with, the manua
processes they had to use, it's an incredible acconplishment to
be where they are. Going forward, they are getting better and
nore confortable with the net tax system Once the TRMS is on
line in tw to five years they will be even nore confortable.

CO- CHAI R PASKVAN said the short answer is that there has been no
audit from 2007 to date.

MR. TANGEMAN replied correct.

SENATOR STEDMAN recalled that the departnment was extrenely
aggressive in pursuing the changes in ACES and asked why would
they do that if they couldn't keep up?

COWM SSI ONER BUTCHER replied they can't speak for whatever the
previous admnistration pursued in terns of tax changes; they
can just speak from the perspective of 2012, seeing what
occurred and what they heard occurred previous to 2011. He
equat ed devel oping the process of noving from gross to net to
reaching the top of the nountain, and now they are conmi ng back
down the other side of the nmountain. It's the sane distance, but
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they expect it to go considerably faster than it did before
because of the work they have done setting everything in place.
They aren't having to reinvent the wheel.

4:10: 04 PM
SENATOR W ELECHOWSKI asked if the state had m ssed any statute
of limtations deadlines on any of its royalty or tax auditing.

COM SSIONER  BUTCHER replied not from the Departnent of
Revenue' s perspective, but he didn't know about the Departnent
of Natural Resources.

MR. TANGEMAN said the royalty was not in their purview

4:10: 48 PM

JOHANNA BALES, Deputy Director, Tax D vision, Departnent of
Revenue (DOR), agreed that the departnent had not m ssed any oil
and gas production tax audits statute of limtations.

CO CHAIR PASKVAN asked the first tine the conm ssioner had
know edge of a conpleted Fast Enterprises study.

COM SSIONER BUTCHER replied the first couple of weeks he
started his job in early 2011.

CO CHAI R PASKVAN asked if there was sone reason that report was
not shared with the legislature at the start of the 2011
sessi on.

COWM SSI ONER BUTCHER replied that it was funded in the capital
budget and wasn't a secret. He certainly didn't make a deci sion
to not share it.

CO CHAI R PASKVAN asked why the DOR requested funds for the Fast
Enterpri se study.

COWMM SSI ONER BUTCHER replied that he would get to that answer in
a little nore detail going through the slides. O did the
Chai rman want himto start now?

CO CHAI R PASKVAN asked himto go into it now.

COWM SSI ONER BUTCHER said touching on it briefly, the state was
in a gross tax system from 1997 to 2006; it was the FoxPro
System that collected and reported volune and tax paynent data;
the data was automatically |oaded into excel spreadsheets
annually by staff. There wasn't an electronic filing capacity
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and it had outlived its usefulness and was no |onger conpliant
wi th standards that had been set by the State of Al aska.

At that point, there were significant and sweeping changes to
the oil and gas production taxes from gross to net. Monthly

information reports were comng consisting of mllions of |ines
of data, audit information consisting of mllions of |ines, and
they needed the ability to track credits and autonmated systens,
and antiquated tax systens began to fail. He said the Tax

Division had |long been aware of its need to update its current
systens for tracking and nmanaging tax returns and other taxpayer
information. That became an even nore serious issue after the
passage of PPT and ACES. In the spring of 2007, after PPT had
passed but pre-ACES, the departnent contracted with the Al aska
| nformati on Technol ogy G oup for a study to evaluate its current
oil and gas tax systenms. The prelimnary requirenents for a
system were published in GCctober 2007; the remainder of the
study was conpl eted and published in January 2008.

He said the study recommended a custombuilt solution with an
estimated cost of $2.6 nmillion. During the 2008 |egislative
session, the department requested the $2.6 mllion to create an
automated system to track oil and gas tax returns, credits and
data. Funding was provided during the 2008 |egislative session
in FY2009. The study and system requirenents were to create a
system to calculate nonthly and annual tax obligations, accept
paynents, <collect and validate data, audit support through
reporting and tracking, forecast future tax revenue, data
analysis and reporting and to interface with newy created
systens and existing Tax Division systens.

COWM SSI ONER BUTCHER provi ded a breakdown of what the departnent
did with the noney; under the net profits tax systemit set up a
credits tracking system and an on-line tax information system
(OTl'S) that allows for on-line paynent and upl oading of reports
(al though they don't upload into a database, which it wll do
with the new systen). Those two systens were put together
internally by Tax Division progranmers. An I T contractor canme in
and created the off-take volume reporting (OVR), which tracks
wel | head production data and provides economc research wunit

forecasting data. However, he said data is still mnually
entered into the OVR by staff. It also developed an economc
monthly report, which provides information for econoni ¢

forecasting nodels, and here once again, data would be manually
ent er ed.

4:16: 02 PM
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He related that after ACES passed, the departnent in the fall
2008 realized $2.6 mllion was insufficient to fund an
i ntegrated revenue managenent system after it conducted its own
study. The governor's proposed FY10 capital budget included
$23.4 mllion for a tax revenue managenent system a project
that got zeroed out. In fall 2009, the DOR requested $34 million
for a tax revenue managenent system to be included in the
governor's 2011 capital budget.

4:16: 53 PM
SENATOR STEDVAN asked for clarity about why the FY10 capital
budget didn't include the funds.

COW SSI ONER BUTCHER replied that he didn't know.

SENATOR STEDVAN asked who included the $34 mllion in the 2011
budget .

COW SSI ONER BUTCHER replied that it was submtted by the
| egi sl ature.

4:18: 36 PM
SENATOR STEDVAN said the governor didn't submt it - the point
being that the legislature stepped in to fund this project "to

get us off a potential train weck."” Dealing with billions of
dollars is a serious issue and it's abnormal for the |egislature
to put in a request of $34.6 million and let the adm nistration

work its way through that process. He said it is a concern that
when we have this type of a challenge in our record keeping that
we're not nore aggressive in getting to a solution.

COWMM SSI ONER BUTCHER said he was tal king about the fall of 2009
after the project was deleted. Then the departnent came back to
the governor with a different nunber.

Revi ew of Conprehensive Plan and Feasibility Study by Fast
Ent erpri ses

4:19: 05 PM
CO CHAI R PASKVAN referenced the executive sumary of the Fast
Enterprises report and asked if the excerpt from page ii (7) of

the summary is accurate as foll ows:

The Departnent of Revenue tax cannot easily produce
reports required by the legislature and policy nmakers
because the current systenms prevent tinmely, conplete
and correct extraction of data. Reports can be
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inaccurate and mnmisleading due to incorrect and
i nconpl ete data and human error.

COWMM SSI ONER BUTCHER responded that is what the report says, and
that is why it was in the governor's budget in the previous
year .

CO CHAI R PASKVAN said his point is if the rallying cry is "needs
nore information," connecting that with this seens to indicate
that one should be hesitant to accept the reliability of the
DOR s nunbers because of human error

MR. TANGEMAN replied that is why the tineline is about PPT to
ACES and then to where we are today. Systens were in place, but
the systens put in place since PPT and ACES are a significant
i nprovenent and they won't conpare to where the TRVS system w ||
take us. The information they are generating today, especially
with the nonthly reports, weren't even available during the PPT
and ACES debates. Significant steps have been made.

4:21:29 PM
CO CHAI R PASKVAN asked if Fast Enterprises conpleted its study
in Cctober 2010.

MR. TANGEMAN replied yes.

CO- CHAIR PASKVAN said that study indicates that the vast
majority of our oil and gas production tax system is done
manual |y and asked if he agreed.

MR. TANGEMAN replied yes, but it's a better system than what was
in place years before that.

COW SSI ONER BUTCHER said that as a result in 2010, due to the
i ncreased request of over $10 nmllion fromthe previous request,
t he governor included $300,000 in his FY2011 budget for a TRMS
study. That was funded in FY2011, which resulted in the FAST
st udy.

He related that in July 2010, a request for proposal (RFP) was
put out for a study to determine the feasibility, scope and
estimated cost. Fast Enterprises in Denver was awarded the
contract, and conducted its study in fall 2010 and it cane out
in Cctober 2010. He said the funding for the TRMS was put in
during 2011 session and enacted during FY2012. A sinple
breakdown of the tineline was on slide 12 and the Conprehensive
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plan and Feasibility Study Mjor Findings was on slide 13 as
foll ows:

The DOR/ TAX manages over $3 billion in G| and Gas Tax
revenue using an eclectic mx of honme-grown side-
systens that include nultiple databases and unsecured,

unstabl e spreadsheets stretched well beyond their
intended use. A lot of manual information is still put
into these taking up nore staff tinme than they would
prefer.

The 17 systens used to administer different taxes and
functi ons have been pieced together over the past 15+
years without integration or an overall architecture.

The DOR/ TAX constructed the current tax systens as
silos of information pertinent to only the specific
tax types they serve. Sharing data with other tax
systenms is difficult, requiring custom zed interfaces,
or manual processes.

The vast mpjority of the agency s business processes
are done manually and as a result, TAX enpl oyees spend
a higher proportion  of their time conpiling,
or gani zi ng, and reconciling data than actually
audi ti ng, exani ni ng, anal yzi ng, forecasting, or
managi ng tax prograns.

The limtations and inflexibility of existing systens
i npose a burden on taxpayers. It's not easy for them
to get the information to the departnent; there isn't
a set format to put every tax into a central database.

4:25: 37 PM

CO CHAIR PASKVAN said the last two were critical points. The
| ast one is from the taxpayer's standpoint and is an expression
of frustration so to speak, because of dealing with the DOR s
inefficiencies and before that is an expression of frustration
by the DOR enployees that they are spending all their tine
conpi | i ng, or gani zi ng and reconciling "W t hout actual ly
audi ting, exam ning, analyzing, forecasting or managing the tax
program"” He asked him to explain the inpact of that to the
department and the taxpayers.

COWMM SSI ONER BUTCHER replied the things that need to get done in

terms of auditing, examning, analyzing and forecasting are
getting done, but they are not being able to give nearly the
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anount of time they would like to, because a lot of auditors
including high Ilevel auditors, spend tinme reconciling and
conpiling data when their tine would be better spent digging in
and going a little bit deeper in areas they are qualified and
educated to do.

COWM SSI ONER BUTCHER sai d one of their happiest days was finding
out this had been funded.

4:27:41 PM
MR. TANGEMAN said they had started to standardize a lot of the
forms; the taxpayers are beginning to see it. Information wll

be coming in through a single portal and be uploaded into the
TRVS system It has been a good | earni ng experience.

SENATOR W ELECHOWNSKI said he expected a debate on credits this
session and asked if he was at a point in their system where
they could provide the legislature with accurate data that shows
how it has been working in recent years.

COWMWM SSI ONER BUTCHER replied they are not exactly there, but
they are getting closer. For exanple, they know very little
about a lot of credits in the last five years, because they
weren't asking for it - nore because the focus was on the
application and adm ni stration of the tax.

He said the departnent began a five-year |ook back on what
conpani es were spending to qualify for the credits and not every
conpany subnitted information, but nobst had. Going forward will
be a nuch easier process of getting the information than
conpiling it in a five-year | ook back

CO CHAI R PASKVAN sai d the COTS Septenber 2008 presentation has a
chart about Idaho's experience. For each year their system was
in place the benefit was greater than the cost to that
jurisdiction and he asked if the State of Al aska should receive
nore than the cost that it has invested in this nanagenent
system

COMM SSI ONER BUTCHER replied it is very likely that will happen
He explained that auditors are focused on getting information
for the legislature over the course of the session, which takes
their focus off of other things for alnbst a quarter of a year.

It will help to have the information in a nore manageable
format.
4:32:57 PM
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SENATOR MCGUI RE held up a US Departnent of Energy picture of a
sinplified barrel of crude oil divided into the various products
that are made fromit by percentage and said it would be hel pfu

as they nove forward to see visuals like it fromthe state. It
would be good for both I|awrmakers and the public to really
understand in a visually sinplified way what is being taxed and
credited out of a single barrel of oil in Alaska - at sone point
field by field. It wuld include: CAPEX, OPEX, tariffs,
royalties, severance taxes, property taxes at each of the
muni ci pal layers, federal taxes and the profits.

Secondly, she said enbedded in SB 85 is a bill she introduced
asking to have a Conpetitiveness Review Conm ssion. That idea
cane from Alberta that went through a very simlar kind of
process. They had an ELF at one point, sonething |like a PPT, and
then high oil prices hit. They enacted a wndfall profit tax;
the governnment was recalled and they went through the journey
they are on now of reformng that system to make it nore
conpetitive. To do that they launched a conpetitiveness review
with people from the private sector - accountants, petroleum
engi neers, nmom and pops.

COWM SSI ONER BUTCHER agreed that it is a challenge to get
accurate data to where it is easily understood. The conplexity
of our tax system nmakes it even harder.

SENATOR MCGUIRE pointed out the previous Friday presentation

showed $4 billion in credits and remarked, "Wy are we even
| ooking at our ACES systen? | nean this is outrageous!" |If
you're a nenber of the public and see that, you're going to pick
up the phone and call your |awraker and say that w thout

conpl etely understandi ng the conpl exity.

4:39: 01 PM

CO CHAIR PASKVAN said in addition to credits, there is a
question from the public as to what the state gets for allow ng
a deduction of the cost conpared to going with a gross system
This is sonmewhat referenced in the October 2007 meno from Marcia
Davis, Deputy Conm ssioner, Departnment of Revenue in which
Spencer Hosie expressed the conplexity of a net tax system

COWM SSI ONER BUTCHER agreed and said he thinks about it every
single day. The net system puts the possibility of gamng in
pl ace that probably doesn't exist to nearly the sane extent in a
gross system (that deals with just price tines production).
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MR. TANGEMAN said the audit | ooks at what the expenses are, but
there is also a high penalty of 11 percent on the books now to
di scourage gamng the system He wouldn't apply coments in a
five-year old nmenpo to what is being experienced today.

CO CHAI R PASKVAN said they need to know not only what the state
gets for its credits but what it gets by allowi ng a deduction of
capital and operating expenditures in one year.

CO CHAI R WAGONER went back to slide 3 that showed Al berta, North
Dakot a and Texas boom ng and asked if any of them have a net tax
system

COW SSI ONER BUTCHER replied no. In fact, Al berta nakes al nbst
all of its revenue off of royalties.

CO CHAI R WAGONER asked if any state in the United States have a
net tax system

MR. TANCGEMAN replied no. The net tax with credits is unique in
Al aska and it's the nost conpli cat ed.

CO CHAIR WAGONER asked if no one else has made a net system
wor k, why Al aska is continuing down this path. He working on the
PPT and the only reason they went to a net system was to get a
gasl i ne.

COWMM SSI ONER BUTCHER sai d those are good questi ons.

4:44. 14 PM

SENATOR STEDVMAN said his wunderstanding is that nostly North
Anerica is on tax and royalties; the rest of the world is on
production sharing and concession systens. He asked the
departnment to take a broader view than just conparing Al aska to
other states in the Union and one province in Canada. It's a
much | arger issue not only in the magnitude of the resources but
in their ownership. It's also msleading to the public to hear
comments |ike Alaska is the only anonmaly on the pl anet.

MR. TANGEMAN responded the docunment they distributed a few days
ago called "Alaska's QI and Gas Fiscal Regine" was their
attenpt to start putting that discussion in perspective. It is a
first step to conparing oil producing regions from a
conpetitiveness perspective.

4:47:10 PM
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SENATOR STEDMAN said he wasn't referring to that docunent, but
he was referring the comments conparing Al aska to other states.
The conparison should be broader than that. Alaska is the only
state in the Union that owns the subsurface rights in comon.
That is a huge difference; we're the only state that has a
concession system like this. And Alaska is not abnornmal in the
maj or oil basins around the world.

COWM SSI ONER BUTCHER agr eed.

SENATOR STEDVMAN said he recognized the value of the docunent,
but he wanted people to recognize the conversation is going to
be broader than that.

MR. TANGEMAN added that they will build on the work done by
econom sts and contractors during PPT and ACES. They did a |ot
of solid work.

4:49: 27 PM
COWM SSI ONER BUTCHER sai d the departnent agrees with nost of the
study's findings; it showed a lot of the positives about the

i npl ementation. It has given them a clear roadmap on how best to
proceed noving forward starting out wth preparation for
procurenent, to witing of the RFP, to preparing for the overall
project with an enphasis on project nmanagenent et cetera. They
have also reached out to nunmerous states that have done this
recently to get their advice on what it actually neans to
i npl enment sonmething this large. Another finding is trying not to
expedite a five-year project into 18 nonths, because that's
where errors are nade.

4:51:10 PM

CO- CHAIR PASKVAN went to page 31 of the Fast Enterprise study
regarding returns that says "Sonme tax types have no system at
all including the oil and gas production tax." He asked if that
was accur ate.

M5. BALES said that was a true statement as far as automated
systens go. The tax returns thenselves are a manual system Even
t hough they have el ectronic uploads of information that cone in,
that information doesn't go into a database until an auditor
finds the data and pulls it into an excel spreadsheet and
mani pul ates it that way. Sone autonated systenms for the nonthly
econom c reports, for instance, help them with forecasting area
rather than the audit area.
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CO CHAIR PASKVAN went to page 47 that said the Tax Division
"l ost a lot of expertise" and asked himto conment.

COWMM SSI ONER BUTCHER responded that in one year one auditor with
31 years of experience retired in the last nonth. He said they

had done a very effective job of filling out a lot of the high
| evel positions that were enpty when he cane before the
commttee before. They still have one audit nmaster position yet

to be filled.

4:54: 05 PM

M5. BALES added that the expertise |loss has been in auditing.
They currently have a staff of 15 or 16 auditors; one has nore
than 20 years of experience and the rest have less than six
years of experience. They had quite a few retirenents.

COWM SSI ONER BUTCHER added that |ike many different areas of
state governnent they end up being the training ground for
auditors that then nmove to nuch higher paying positions in the
private sector.

CO CHAIR PASKVAN said it seenms to follow up with what is set
forth on page 48 of +the Fast Enterprise study, which in
conclusion said, "The word is out. Taxpayers know Al aska's tax
systemis broken."

4:55:22 PM

COW SSI ONER BUTCHER agreed that conpanies are aware the
department is using an antiquated system And they are | ooking
forward to being able to work with sonething that is easier to
work fromon their side al nbst as nmuch as we are on ours.

SENATOR W ELECHOWSKI asked how nmany docunents auditors are
dealing with referencing 3(a) on page 31.

M5. BALES answered that going to a net tax system both
operating and capital, opens up a whole new realm of data that
needs to be looked at including joint interest billings. One
auditor told her one report can actually be mllions of |ines of
data for one taxpayer for one tax year.

SENATOR W ELECHOWBKI said the state would start running into the
six-year statute of limtations from the initial docunents on
April 1 and the electronic system won't be up and running for
several years and asked how we deal with the system between now
and when it is up and running.
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COWMM SSI ONER BUTCHER replied they will continue doing things the
way they have been. Because they have switched from gross to net
they expect the process to speed up a little bit. Inplenentation
of over the 22 different tax types will take two to five years.
He couldn't prom se that the oil and gas production tax woul d be
the first piece, but it will be done as early as possible.

CO- CHAI R PASKVAN asked for a "two-mnute where are we at" in
terns of how audits and statute of limtations can be handl ed.

4:59: 40 PM
MR. TANGEMAN replied that the presentation was neant to be brief
and a catch up of what has happened since the $34.7 mllion was

put into the capital budget Ilast spring. A COIS has been
i mpl enented in dozens of states in the nation and it seened
having a third-party project nmanager was the best way to go. So,
they have two conpanies assisting as the project nanagers and
their biggest |ift right now is putting the RFP together to
bring a vendor on board that will actually inplement the COIS
system The goal is to have that out in February and to sel ect
t he vendor by August 1, 2012. Then they start wal king down this
road of phasing in the 22 systens 4 or 5 at a tine.

CO CHAI R PASKVAN asked where they are noney-wise and if he wll
need nore peopl e.

MR. TANGEMAN replied that would be the challenge for the next
two to five years. They are keeping the current systens going
and on a parallel track they are setting up a new system Once a
vendor gets on board he could tell themnore. Ideally, they wll
be able to use contract help to assist keeping the antiquated
systens plugging along. They are happy with the funds, but he
anticipated using tenporary contract assistance to keep the
systens goi ng.

5:02: 57 PM

CO CHAIR PASKVAN thanked everyone for participating and
adj ourned the Senate Resources Standing Commttee at 5:02 p. m
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