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PCSI TI ON STATEMENT: Comrented on anendnent B.16 to CSSB 192( RES)
version B.

ACTI ON NARRATI VE

3:34: 48 PM

COCHAIR JCE PASKVAN called the Senate Resources Standing
Commttee neeting to order at 3:34 p.m Present at the call to
order were Senators Stedman, French, Welechowski, Stevens, Co-
Chai r Wagoner and Co- Chair Paskvan.

SB 192-O L AND GAS PRODUCTI ON TAX RATES

3:35: 24 PM

CO CHAI R PASKVAN announced SB 192 to be up for consideration. He
said they would adopt a commttee substitute (CS) today and
begin to hear the anendnents proposed by commttee nenbers. He
said this will be an open and transparent process. There will be
no notion to nove any anendnent either today or tonorrow and
then after additional consideration and discussions, anmendnments
may or may not be included in a forthcomng CS. He said all the
ideas are interesting and have nerit. Utimtely they are
required to determine what legislation will advance from this
committee and he | ooked forward to an informative dial ogue.

3:36:31 PM
CO CHAIR WAGONER noved to adopt CSSB 192(RES), |[labeled 27-
LS1305\ B] .

CO CHAI R PASKVAN obj ected for purposes of discussion. He said
the CS maintains the 25 percent base rate to the $30 production
value mark (PTV) and the current progressivity of .4 percent is
changed to .35 percent for each dollar of oil price increase up
to 50 percent at which tine the tax rate changes to a .1 percent
increase for each $1 of oil price increase. This applies up to
the 60th percentile of production tax rate; there is no further
progressivity beyond the 60 percent. He then renoved his
objection and finding no further objections, stated version B
was before the commttee.

3:37:01 PM
SENATOR MCGUI RE j oi ned the comm ttee.

CO- CHAI R PASKVAN stated that Senator G essel was in the audi ence

as well as Conm ssioner Butcher and Deputy Comm ssioner Tangeman
fromthe Departnment of Revenue (DOR).
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He said this CS focuses on one lever of the larger tax

structure, the issue of progressivity. It is part of a tax
systemthat will be used to start the specific discussion about
Al aska's production tax structure overall. Before discussing

those details beyond what has already been done, they would
address the other |evers that have not been addressed in the CS
that provide a conpetitive advantage to Al aska.

He explained that Alaska has a low royalty rate, 12.5 to 16
percent, which is |ower than Texas and North Dakota. The royalty
is one part of the total load on any production and enphasized
that is one conponent that remai ns unchanged.

Al aska continues its conpetitive advantage wth respect to
capital expenditures made in the state with a 100 percent
deduction in the year spent for every qualified CAPEX nmade in
the state. An additional 20 percent credit for that sane dollar
goes to the bottom line as another reward for investing in
capital infrastructure in Alaska. It reduces a conpany's tax
| oad and reduces nonies to the state as well, but it makes
Al aska attractive.

3:40: 53 PM

Anot her lever not changed is Alaska s geological risk. Alaska
has been identified as one of the nost attractive places in the
world in this aspect of its fiscal system Another [|ever that
establishes Alaska as an attractive location is royalty relief.
If a project can be proven to be non-econom c, but needs sone
help, the form of royalty relief is available. That is not
changed.

CO-CHAIR PASKVAN said he has heard and believes that
progressivity at "high oil pricing" needs to be |ooked at. How
one defines that was to be the subject of both economc and
political discussion. Wile oil prices are in $120 range that
should not be assuned to a stable floor or ceiling. G| prices
change over tine as is evidence by the wi de range of prices.

CO CHAIR PASKVAN said they nust consider the anount of return
the state gets on the billions of dollars it has nade in
investnments through its CAPEX credits for the central North
Sl ope. Those nunbers well through the next fiscal year approach

$5 billion. Industry must not ignore the financial upside to
Al aska through its direct participation in the |ong-term success
of resource developnent. It nust always be renenbered that

Al askans are the resource owners; Alaska has a world class
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resource that will be extracted for many decades to cone and
wel conmes responsi bl e devel opnent.

He said the CS provides visible benchmarks for a discussion on
progressivity and amendnents that affect the production tax
system He expects that as elected officials they will wuphold
their fiduciary duty to the people of Alaska in their
di scussi ons and deci sions. Al askans expect them to approach this
topic as a sophisticated owner of a world class resource. This
topic is a big math problem that needs to be |ooked at. The CS
will be nodeled, probed and analyzed as it should be, but the
main goal is to get it right.

CO-CHAIR PASKVAN said the information in the CS is consistent
with information they have received from professionals who have
advised themin the | ast several weeks.

3:45: 00 PM
At ease from3:45 to 3:49 p. m

3:49: 24 PM

CO- CHAI R PASKVAN said there would be no formal subm ssion of the
proposed anendnments, but he would look to the nenbers to
describe their thinking on each one. The first was Item 1,
| abel ed 27-LS1306\B. 17, by Senator MCuire.

27-LS1305\B. 17

AMENDMENT

OFFERED | N THE SENATE
TO CSSB 192(RES), Draft Version "B"

Page |, line 1, follow ng "tax;":
| nsert "establishing t he al and Gas
Conpetitiveness Revi ew Board;"

Page 2, followng line 5:

I nsert new bill sections to read:

"* Sec. 2. AS 44.99 is anmended by adding new
sections to read:
Article 6. G| and Gas Conpetitiveness Revi ew Board.

Sec. 44.99.600. al and Gas Conpetitiveness
Review Board established. (a) The Gl and Gas
Conpetitiveness Review Board is established.

(b) The board shall consist of nine nmenbers as
fol |l ows:
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(D) one senator appointed by the president
of the senate;

(2) one representative appointed by the
speaker of the house of representatives;

(3) five nenbers of the public appointed by
t he governor, including one nenber who is a petrol eum
engi neer, one nmenber who is a geologist, one nenber
who is an econom st, and one nenber who is a nenber of
an environnental or conservation group;

(4) the conmm ssioner of natural resources
or the comm ssioner's designee; and

(5) the comm ssioner of revenue or the
conmi ssi oner' s desi gnee.

(c) The senator and representative appointed to
the board under (b)(1) and (2) of this section shall
be cochairs.

(d) Each |egislative nmenber serves for the
duration of the legislature during which the nmenber is
appoi nted. Each public nmenber serves for three years.
An individual who has served on the board may be
r eappoi nt ed.

(e) A vacancy on the board shall be filled in
t he manner of the original appointnent.

() A menber of the board may be renoved and
replaced at the discretion of the person appointing
t hat memnber.

(9) The public nmenbers of the board serve
W t hout conpensation but shall receive per diem and
travel expenses authorized for boards and comm ssions
under AS 39. 20. 180.

(h) The board may enter into contracts for
pr of essi onal services and nmay enploy staff for
adm ni strative support for the board.

Sec. 44.99.610. Duties. The duties of the board
i ncl ude the follow ng:

(1) review historical, current, and
potential levels of investnment in the state's oil and
gas sector;

(2) identify factors that affect investnent
in oil and gas exploration, devel opnent, and
production in the state, including tax structure,
rates, and credits; royalty requi renents;

infrastructure; workforce availability; and regul atory
requirenents;

(3) review the conpetitive position of the
state to attract and maintain investnment in the oil
and gas sector in the state as conpared to the
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conpetitive position of other regions with oil and gas

resour ces;

(4) in order to facilitate the work of the
board, establish procedures to accept and keep
confidential information that is beneficial to the

work of the board, including the creation of a secure
data room and confidentiality agreenents to be signed
by individuals having access to the confidential
i nformati on;

(5) make witten findi ngs and
recommendati ons, together wth suggested |egislation,
to the Alaska State Legislature before Decenber 1 of
each year, or as soon thereafter as practicable,
regar di ng

(A changes to the state's regulatory
environment that would be conducive to encouraging
i ncreased investnent while protecting the interests of
t he people of the state and the environnent;

(B) changesto the state's fiscal regime that would be conducive to

increased and ongoing long-term investment in and development of the state's il
and gas resources; and

(O alternative neans for increasing the
state's ability to attract and maintain investnent in
and devel opnent of the state's oil and gas resources.

Sec. 44.99.620. Information to be provided to
board. (a) The conm ssioner of natural resources, the
conm ssi oner of revenue, t he conm ssi oner of
envi ronnental conservation, and other conmm ssioners
and state agencies that have responsibility for and
mai ntain information related to oil and gas investnent
and activity in the state shall, at the request of the
board, provide information required by the board to
carry out the duties described in AS 44.99.610.

(b) At the request of the board, and except for
information that is confidential under AS 43.05.230, a
comm ssioner may disclose to the board information
that is otherwise confidential after each nenber of
the board and each staff nenber for the board wth
access to the information signs a confidentiality
agreenent prepared by the conmm ssioner nmeking the
di sclosure. Information that is confidential under
AS 43.05.230 may not be disclosed to the board.

Sec. 44.99.630. Definition. 1In AS 44.99.600 -
44.99. 630, "boar d" means t he al and Gas
Conpetitiveness Revi ew Board.
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* Sec. 3. AS 44.99.600, 44.99.610, 44.99.620, and
44.99. 630 are repeal ed June 30, 2021."

Renunber the following bill section accordingly.
Page 2, line 6:

Del ete "This"

I nsert "Section 1 of this"

Page 2, following |line 6:

Insert a new bill section to read:
"* Sec. 5. Except as provided in sec. 4 of this
Act , this Act takes effect i mredi ately under

AS 01.10.070(c)."

SENATOR MCGQUI RE said this anendnent would establish an G| and
Gas Conpetitiveness Review Board; it's nodeled in part after the
Al berta Conpetitiveness Review Board. Industry has told them
that the progressivity elenment in ACES render Alaska no | onger
conpetitive. In 12 years, oil and gas policy has been changed
four major tines, and she suspected they would continue changi ng
it because it represents 90 percent of Al aska' s econony.

Even though the Departnent of Revenue (DOR) has a ot to do with
taxation they have challenges regarding confidentiality in other
things. So, the point of this review board would be to establish
a place where institutional knowl edge can be kept regarding
trends and Al aska's conpetitiveness noving forward.

SENATOR MCGUI RE said the board would consist of nine nenbers as
fol |l ows:
(1) one senator appointed by the president of the
senat e;
(2) one representative appointed by the speaker of the
house of representatives;
(3) five nmenbers of +the public appointed by the
gover nor.

She related that Alberta's parlianment established a w ndfall
profits tax nuch like Alaska's progressivity at the tinme oil
shot up to $100 a barrel; it backfired and industry took its
business to the neighboring province of Saskatchewan. Many
el ected officials were thrown out in a call on their governnent;
the new one canme in and established a conpetitiveness review
board. It came back to the parlianment with recommendations for
options to re-stinulate the oil and gas econony. That is how she
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envisions the role of this commttee. Nothing in this anmendnent
is neant to take away the |l egislature' s power.

She said the five menbers of the public would be appointed by
t he governor, including one nmenber who is a petrol eum engi neer
one nenber who is a geologist, one nenber who is an econom st,
and one nenber who is a nenber of an environnmental or
conservation group, the conm ssioner of natural resources or the
comm ssioner's designee; and the comm ssioner of revenue or the
conmi ssioner's desi gnee. The senat or and representative
appointed would be co-chairs and duration of the term would be
three years. Vacancies to the board would be filled in the sane
manner as the original appointnent.

3:54:29 PM

Duties of the board:
(1) review historical, current, and potential |evels
of investnment in the state's oil and gas sector;

(2) identify factors that affect investnment in oil
and gas exploration, developnent, and production in
the state, including tax structure, rat es, and
credits; royalty requirenents; i nfrastructure;

wor kf orce availability; and regul atory requirenents;

(3) review the conpetitive position of the state to
attract and nmaintain investnment in the oil and gas
sector in the state as conpared to the conpetitive
position of other regions with oil and gas resources;
(4) in order to facilitate the work of the board,
establish procedures to accept and keep confidential
information that is beneficial to the work of the
board, including the creation of a secure data room
and confidentiality agreenments to be signed by
i ndi vi dual s havi ng access to the confidential
i nformation;

(5) make witten findings and recomendations,
together with suggested legislation, to the Al aska
State Legislature before Decenber 1 of each year, or
as soon thereafter as practicable, regarding:

(A changes to the state's regulatory
environnment that would be conducive to encouraging
i ncreased investnent while protecting the interests of
the people of the state and the environnent;

(B) changes to the state's fiscal regine
t hat woul d be conducive to increased and ongoi ng | ong-
term investnment in and devel opnent of the state's oil
and gas resources; and
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(O alternative nmeans for increasing the
state's ability to attract and maintain investnent in
and devel opnent of the state's oil and gas resources.

3:57:21 PM

SENATOR MCGUI RE said Pedro van Meurs said the State of Al aska
needs to get a brochure out touting its opportunities and this
board woul d have the ability to do that.

CO- CHAI R PASKVAN t hanked her.

CO CHAIR WAGONER said at first he didn't look at this concept,
but the nore he has seen the way the conmttee has worked this
year he thought it could be a very positive thing if done in the
right manner. He said if Alaska is as non-conpetitive at this
time as they are being told by sone people, then Al askans have
been asleep at the switch (but he wasn't sure they were that far
off). That is what this board would do; it would keep it from
going asleep at the switch and he thought it was worth a try.

CO- CHAI R PASKVAN set the anendnent asi de.

SENATOR EGAN j oi ned commi ttee.

3:59: 00 PM

CO-CHAIR PASKVAN announced <consideration of ltem 2, 27-
LS1305\B. 6 by Senator MQuire:

27-LS1305\B. 6
AMENDMENT

OFFERED | N THE SENATE
TGO CSSB 192(RES), Draft Version "B"

Page 1, line 6:

Del ete "$30"

Insert "the greater of $30 or the anpunt
det erm ned under (p) of this section [$30]"

Page 1, line 14:

Del ete "$30"

Insert "the greater of $30 or the anount
det erm ned under (p) of this section [$30]"

Page 2, following line 5:
Insert a new bill section to read:
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"* Sec. 2. AS 43.55.011 is amended by adding a
new subsection to read:
(p) For a calendar year after 2013, the $30
anount in (g) of this section shall be adjusted by the
conmi ssioner as soon as practicable before the start

of the calendar year for which the tax wll be
determ ned according to changes in the Consuner Price
Index for all urban consunmers for the Anchorage

metropolitan area conpiled by the United States
Department of Labor, Bureau of Labor Statistics. The
$30 anmount in (g) of this section shall be adjusted
based on the increase, if any, between the consumner
price index for January through June of 2011 and for
January through June of the year imredi ately preceding
the year for which the $30 anmpbunt in (g) of this
section is being adjusted.”

Renunber the following bill section accordingly.

SENATOR MCGUI RE explained this anendnent would allow the .4
percent to be adjusted for inflation at the $30 trigger. It is a
practical approach to providing the ability to make a cost of
living adjustnment for that dollar. She explained the purpose of
the progressivity trigger is to protect a certain portion of
profits that conme back to industry and so they have to | ook at
inflation's effect on the trigger.

4:00:40 PM
SENATOR FRENCH asked what other static pieces in ACES tax code
this woul d bunp up agai nst, erode or enhance.

SENATOR MCGUI RE replied that this anmendnent is crafted based on
the current ACES structure and the $30 trigger is the only place
it would inpact. She added the commttee may want to consider
another portion of the ACES fornula, the $92.58 threshold where
progressivity declines to .1 percent per dollar (to preserve the
portion of the oil price curve that is subject to the higher
slope that is at 75 percent right now).

SENATOR FRENCH comented that if you inflation-adjust the
trigger point wthout adjusting the cap you could eventually
i nflation-proof yourself out of any progressivity whatsoever. So
it would nake sense to nove them up together.

Thi s anendnent was set asi de.

4:03: 06 PM
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CO CHAI R PASKVAN said they would next take up Item 3, |abeled
27-LS1305\B. 11 by Senators W el echowski and French.

27-LS1305\B. 11

AMENDMENT

OFFERED | N THE SENATE
TO. CSSB 192(RES), Draft Version "B"

Page 1, line 1, following "Act":

Insert "relating to oil and gas or gas only
| easing; requiring that a mninmum work commitnent be
included in each oil and gas and gas only |ease and
that a proposed plan of devel opnent be included in an
application for an oil and gas or gas only | ease;"

Page 1, following |line 2:
Insert new bill sections to read:
"* Section 1. AS 38.05.180(h) is anended to read:

(h) The comm ssioner shall [MAY] include terns
in a [ANY] |ease that inpose [IMPOSING a m ni num work
commitment on the lessee to inplenent the plan of
devel opnent subnmitted by the |lessee with a bid for an
oil and gas or gas only lease. The terns of the
m ni mum work commtnment nust [. THESE TERMS SHALL BE
MADE PUBLIC BEFORE THE SALE, AND  MNAY] i ncl ude
appropriate penalty provisions to take effect in the
event the |essee does not fulfill the mninmm work
commitnment. If it is denonstrated that a |ease has
been proven unproductive by actions of adjacent |ease
hol ders, the comm ssioner my set aside a work
commtnment. The comm ssioner may waive for a period
not to exceed one two-year period any term of a
m nimum work commtnent if the comm ssioner makes a
witten finding either that conditions preventing
drilling or exploration were beyond the |essee's
reasonable ability to foresee or control or that the
| essee has denonstrated through good faith efforts an
intent and ability to drill or develop the |ease
during the termof the waiver.

* Sec. 2. AS 38.05.180(x) is anended to read:

(x) A lessee conducting or permtting any
exploration for, or devel opnent or production of, oil
or gas on state land shall provide the conm ssioner
access to all noninterpretive data obtained from that
| ease; shall provide the comm ssioner access to all
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informati on necessary to perform an econom c anal ysis
under (ii)(2) of this section, including the capital,
operating, production, and devel opnent costs and an
estimate of total reserves; and shall provide copies
of that data and information, as the conmm ssioner nay
request. The confidentiality provi si ons of
AS 38.05.035 apply to the information obtained under
this subsection

* Sec. 3. AS 38.05.180 is anended by adding new
subsections to read:

(hh)  The conmm ssioner shall require each bidder
for an oil and gas |ease or gas only |ease and each
| essee applying for an extension or renewal of an oil
and gas lease or gas only lease to submt a plan of
devel opnment for exploring, developing, and producing
fromthe lease within the period of the |ease or the
extension or renewal of the |ease. The conm ssioner
shall review each plan of devel opnent and determine if
the proposed plan of developnent is reasonably
expected to develop the lease in the best interest of
the state. The plan of developnent shall be included
in a lease along with penalties for failing to conply
with the plan of developnent and other terns of the
| ease. A bidder may not be a "qualified bidder"” for
the purposes of (f)(1) of this section if the
conmi ssioner finds that the bidder has not submitted a
proposed plan of developnment that is in the best
interest of the state or that +the person that
subnmitted the plan of developnent is not reasonably
capabl e of inplenmenting the plan.

(1i) The comm ssioner shal

(1) review each oil and gas |ease or gas
only | ease each year for the purpose of determning
whether a lease is being developed in the best
interest of the state, whether the | essee is conplying
with the plan of devel opnent applicable to the |ease,
and whet her revision of a devel opnent plan, including
the planned rate of developnent, would provide the
maxi mum benefit to the people of the state;

(2) every five years, perform an econom c
analysis on each participating area and detern ne
whet her the participating area is capable of increased
production in paying quantities over the current rate
of production or plan of devel opnent;

(3) enforce the terns of each oil and gas
lease or gas only lease, including inposing any
applicable penalty or other remedy for nonconpliance,
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within a reasonable tinme after finding that a |essee
is out of conpliance with the terns of the |ease;

(4) submt a report to the legislature
before the first day of each regular session that
lists each oil and gas or gas only lessee that is
found to be out of conpliance and the action by the
commi ssioner to bring the |essee back into conpliance
or to term nate the | ease.

(11) For the purposes of (hh) and (ii) of this
section, a plan of developnent for a cooperative or
unit wunder (p) of this section is the plan of
devel opnent for a l|lease wthin the cooperative or
unit, except where a different plan of devel opnent is
established for a l|lease wthin the cooperative or
unit.

(kk) For purposes of (ii) of this section,

(1) "participating area" neans that part of
an oil and gas lease unit area to which production is
all ocated in the manner described in a unit agreenent;

(2) "production in paying quantities" neans
production in quantities sufficient to yield a return
in excess of drilling, developnent, and operating

costs.”

Page 1, line 3:
Del ete "Section 1"
| nsert "Sec. 4"

Page 2, line 6:
Delete all material and insert:
"* Sec. 5. The wuncodified law of the State of
Al aska i s anended by adding a new section to read:
APPLI CABI LI TY. Section 1 of this Act and
AS 38.085.180(hh), enacted by sec. 3 of this Act,
apply to a proposed l|lease sale and the renewal or
extension of a lease on or after the effective date of
secs. 1 and 3 of this Act.
* Sec. 6. Section 4 of this Act takes effect
January 1, 2013.
* Sec. 7. Except as provided in sec. 6 of this Act,
this Act takes effect July 1, 2013."

SENATOR W ELECHOWSKI sai d he thought one of the biggest problens
with the oil tax structure is the way the state does its |eases.
It alnbst sets up an adversarial situation between the state and
t he conpanies taking out the | eases and he said, "I think we can
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do better than that." They could set up a structure that gets
everyone on the same page right fromthe begi nning.

SENATOR W ELECHOWSKI said the state's exploration | eases are not
being treated as legal obligations to explore; they are being
treated as options to explore. Qur resource provides 90 percent
of the state's revenue. Leases are a |legal contract he said and
when the State of Alaska puts a lease out it is giving the
exclusive right to a conpany or organization oil conpany to
devel op that piece of property.

The state cannot go back on its lease. Wiat it gets in return
for that is that that conpany is under a legal obligation to
explore; and then if they make a find they are under a |ega
obligation to develop. There are two problens with this; one is
Pt. Thonmson, currently being litigated before the Al aska Suprene
Court. It is an exanple of a l|lease that went out over 30 years
and sat dormant for decades. It is a lease that the state
finally took back, and when they took it back they becane
engaged in a lawsuit that has been going on for years. He said
this is not how the state should do its leases and it can be
changed with the changes in this anendnent.

Anot her exanple is when the state put out mllions of acres for
| ease a couple of nonths ago; one conpany took out dozens of
| eases and in the very next week it was reported that conpany
said they weren't sure they were going to explore on those 34
tracts in part because they didn't know what the tax structure
was going to be. This is a systemic problem that can be fixed
and he stated, "W should never |et anyone |everage us for |ower
tax rates.”

4:05: 47 PM

SENATOR W ELECHOWNBKI said this anendnent would make sure that
conpani es agree to explore when they take out the |eases. Part
two is a trust but verify provision once the exploration is
done. When conpanies say they are not developing a piece of
property because it's not economc, the | awrakers have no way of
knowing it is true. Maybe it is true, but they have no way of
knowi ng that. This would require the admnistration to actually
do an econom c analysis and determ ne whether or not the |ease
hol dings are currently economc. He thought this would lead to
nor e devel opnent and nore oil in the pipeline.

4:06: 42 PM
SENATOR THOMAS joined the commttee.
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4:07:01 PM
M CHELLE SYDEMAN, staff Senator Wel echowski, provided a little
nore detail:

e One way to address declining oil production is to ensure that
oil and gas | eases go to conpanies that will devel op | eases
expeditiously and efficiently.

e Last year the Departnent of Natural Resources reported that of
1,320 | eases, 578 were part of production units or were
produci ng oil or gas, 404 had been sold in the preceding three
years (so might still be in the planning stages), and 338
could be “idle,” as | essees had not applied for any permts to
expl ore or devel op them

« This nmeans nore than 25% of existing | eases could be sitting
idle, effectively warehousing Al aska’s resources.

* Under existing statutes, the DNR conmm ssioner has the option
of including a mnimmwrk commtnent in a |lease, along with
a penalty provision in the event the | essee does not fulfill
t he work comm t nent.

e This anendnment requires that work conmmtnents be part of a
| ease, consistent with the Al aska Constitution’s mandate to
devel op our natural resources for the nmaxi num benefit of the
peopl e.

4:09: 35 PM

The amendnent requires bidders for an oil and gas lease to
submt a plan of developnment for exploring, developing, and/or
producing fromthe lease. It requires the comm ssioner to review
each bidder’s plan of developnent and determine if the plan is
“reasonably expected to develop the lease in the best interest
of the state.” If a plan were not found to be consistent wth
the state's needs that bidder wuld not be considered a
qgqualified bidder. DNR would also |look at the bidder's ability to
carry out the ternms of the work plan.

The anmendnment requires that these plans be included in |eases
and that DNR review leases annually to ensure that plans are
being inplenmented. It enables the comm ssioner to waive a work
commitrment if conditions preventing drilling or exploration were
beyond the | essee’s reasonable ability to foresee or control or
the | essee denonstrates through good faith efforts an intent to
drill or develop the lease in the followi ng two years.

It nmandates the DNR conmm ssioner to analyze the econom cs of
each Participating Area (a unitized reservoir where sustained
production is occurring) every five years to determ ne whether
the Area is capable of increased production. Forty-two areas
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have been designated as participating areas in Al aska. These are
areas where there is sustained oil and gas production. The
comm ssioner would perform an economc analysis to determ ne
whet her additi onal devel opnent woul d be reasonably economi c.

Finally, it requires DNR to annually submt a report to the
| egislature that |ists each |lease found to be out of conpliance
and the action taken by the commissioner to bring the |essee
back into conpliance.

4:11: 02 PM

SENATOR FRENCH said that was great presentation, but he wanted
to say that this is in part an idea they brought back from
Norway where the governnment tries to be very strong partners
with the industry. But they also understand that they are the
| andl ord and the oil industry is the tenant; and a |lease is the
kind of thing that runs between a | andlord and a tenant.

He thought the state's |eases should have a mninmm work
commitnment in them and noted |anguage on page 1, lines 9-12,
that says the comm ssioner "shall" include ternms in a |ease that
i npose a m ni mum work conmm t nent.

SENATOR FRENCH said the report on the |eases should go to
Senator McQuire's conpetitive review board if that goes forward.
It would look at not just how Al aska conpares wth other
jurisdictions, but wth how industry is performng here in
Al aska and if they are honoring the commtnents they made when
t hey took out | eases.

CO CHAI R PASKVAN questioned with respect to the extension of a
lease if a |lease is capable of producing 100 barrels but is only
producing 1 does that in and of itself extend the |ease or would
there be an analysis under that "duty to produce"” that says the
production of only 1 when you can produce 100 fails to satisfy
that duty to produce. This is an issue that goes right to the
heart of what the throughput is in Alaska and where that can be
derived in analyzing a lease's terns both at its original and at
t he extensi on.

SENATOR FRENCH said two days ago nmany of them thought the
exploration on the North Sl ope was being driven by the credits,
i mproving capital markets and the rise in the price of a barre
of oil, but then they heard from Director Barron that the reason
is because a lot of those North Slope |eases are expiring.
Tightening up this kind of |anguage may have accelerated that
expl oration season by several years. Bottom line is that it's
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clear the terns of the |eases drive work and they can shape a
nore productive North Slope exploration and devel opnent agenda
if they set the terns nore clearly at the beginning of the
rel ati onship.

SENATOR MCGQUI RE said she supports comng to a better and nore
transparent agreenent between industry and the governnent about
expectations. She agreed that the state had set itself up in
part for failure in that relationship by not being as clear as
t hey coul d be.

4:14: 49 PM
SENATOR MCGUI RE questioned whether in directing the executive
branch with a "shall" froma "may" on page 1, line 9, violated

the state's Constitution.

SENATOR W ELECHONSKI said he didn't think it would violate the
Constitution, but they should investigate it through Legislative
Legal. He said Article 8, Section 2 of the Constitution says the
Legislature is responsible for ensuring we get maxi num benefit
from our resource and it wuld just be the case of the
Legislature directing how it wants the state's resource to be
devel oped.

CO- CHAI R PASKVAN said that as owners of the resource, if Al aska
is tendering control over portions of North Slope to soneone
there should be mnimm work commtnents - for exanple, work
within a 10 year timefrane.

4:16:51 PM
DON BULLOCK, Legislative Legal Services, Legislative Affairs
Agency, said he didn't see a problem with using "shall"; the

statutes are peppered with shalls and mays and discretion and
requi renents. He said Senator Welechowski is correct that the
| egi sl ature does establish the policies for inplenenting the
provisions requiring that resources be developed in the best
interests of the state. As Director Barron pointed out, under
current law if someone has a |lease they don't really have a duty
to produce until the end of the |ease at which point they have
to be in production and show they are actually working on the
| ease in order to get it extended.

This amendnment would give the state an idea of what a conpany
plans to do when submtting their bid. One of the interesting
things is that they have to submt a proposed plan before they
even qualify as a bidder before they can even apply for the
| ease. He said the conmmi ssioner maintains the discretion as to
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what the terns of the |lease are in terns of the bonuses under AS
38. 05. 180(f).

SENATOR W ELECHOWSKI said the original idea was to | ook at what
is done in sonme other countries, |ike Norway for instance, that
doesn't take bids. They sinply invite the oil conpanies to cone
in and propose plans of devel opnent for the |ease tracts. |If one
conpany says they'll do one well over five years, but another
says they' |l do five wells in one year, and it's a reputable
conpany, they can pick the one that will truly develop it in the
best interests of the country.

Thi s anendment was set asi de.

4:19: 55 PM
CO- CHAIR PASKVAN said that Item 4, |abeled as 27-LS1305\B. 12 by
Senators W el echowski and French was up for consideration.

27-LS1305\B. 12
AMENDMENT

OFFERED | N THE SENATE
TO. CSSB 192(RES), Draft Version "B"

Page 1, line 1, following "tax;":

Insert "relating to participation by the Al aska
| ndustrial Devel opnent and Export Authority in the
devel opnent of oil and gas resources in the state;"

Page 2, followng line 5:

Insert new bill sections to read:

"* Sec. 2. AS 44.88.080 is anended by adding a new
par agr aph to read:

(32) to acquire an interest in a project as
necessary or appropriate to provide working or venture
capital for an oil or natural gas devel opnent project
under AS 44.88.650 - 44.88.660, whether by purchase,
gift, or |ease;

* Sec. 3. AS 44.88 is anended by adding new
sections to read:

Sec. 44, 88. 650. Acqui sition of i nt er est in
busi nesses. (a) The authority may acquire, through
purchase or other neans, an interest in an in-state
asset of a corporation or other business entity that
has a lease interest in an oil or natural gas field in
the state that has been explored, but only if the
authority det erm nes t he | easehol der has made
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reasonable efforts to obtain financing from the
private sector to develop the |ease and those efforts
have, in whole or part, been unsuccessful. The
authority shall exercise due diligence in acquiring an
interest in an in-state asset of a business entity
under this section.

(b) If the authority acquires an interest in an
in-state asset of a business entity wunder this
section, the authority may use the authority's assets,
as appropriate, to aid in the devel opnment of the oi
or natural gas field in which the business entity has
a |l ease interest.

Sec. 44.88.660. Al aska resource devel opment fund.

(a) The Al aska resource devel opnent fund IS
established in the authority for the purpose of
developing oil and gas resources, and consists of

appropriations to the fund. The authority shall nanage
the fund and nay create separate accounts within it.
I ncone of the fund or of enterprises of the authority
shal | be separately accounted for and may Dbe
appropriated to the fund.

(b) The authority may use noney fromthe fund to
carry out the fund's purposes set out in (a) of this
secti on.

* Sec. 4. AS 44.88.900(9) is anended to read:
(9) "project" means
(A a plant or facility used or intended
for use in connection wth rmaking, pr ocessi ng,
preparing, transporting, or producing in any manner,
goods, products, or substances of any kind or nature
or in connection wth developing or utilizing a

nat ur al resource, or extracti ng, snel ting,
transporting, converting, assenbling, or producing in
any manner, m neral s, raw materials, chem cal s,

conmpounds, alloys, fibers, comodities and nmaterials
products, or substances of any kind or nature;

(B) a plant or facility used or intended
for use in connection with a business enterprise;

(O comercial activity by a business
enterprise;

(D) a plant or facility denonstrating
t echnol ogi cal advances of new nethods and procedures
and pr ot ot ype comer ci al appl i cations for t he

expl oration, developnent, production, transportation,
conversion, and use of energy resources;

(E) infrastructure for a new tourism
destination facility or for the expansion of a tourism
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destination facility; in this subparagraph, "tourism
destination facility" does not include a hotel or
ot her overnight lodging facility;

(F) a plant or facility, other than a plant
or facility described in (D) of this paragraph, for

t he generati on, transm ssi on, devel opnent,
transportation, conver si on, or use of ener gy
resour ces;

(G a plant or facility that enhances,

provides for, or pronotes econom c devel opnent wth
respect to transportation, comrunications, comunity

public purposes, t echni cal i nnovati ons, pr ot ot ype
commercial applications of intellectual property, or
research;

(H a plant or facility used or intended
for use as a federal facility, including a United
States mlitary, nati onal guard, or coast guard
facility;

(1) developnent of an oil and gas |ease by
providing working or venture capital in exchange for
an equity interest;

* Sec. 5. The uncodified law of the State of Al aska
i s amended by adding a new section to read:

ANALYSI S AND REPORT ON ALASKA RESI DENT | NVESTMENT
PROGRAM The Al aska Industrial Devel opnment and Export
Aut hority shall research the possibility of creating a
program through which a resident of the state could
invest the resident's permanent fund dividend or other
funds in an in-state oil or gas asset acquired by the
authority under AS 44.88.650 and report its findings
to the legislature on Decenber 31, 2012."

Renunmber the follow ng bill section accordingly.

Page 2, line 6:
Del ete "This"
| nsert "Section 1 of this"

SENATOR W ELECHOWEKI said the legislature wanted w ldcatters to
come up to Alaska and explore and develop; and after it
devel oped ACES the nunber of conpanies doing business in the oil
patch went up over 250 percent. But they also had the financia
nel tdown in 2008; he has heard froma |lot of people in industry
that they are having a hard tine attracting capital. This
amendnent enables the Al aska Industrial Devel opnent and Energy
Authority (Al aska Industrial Developnent and Export Authority
(AIDEA)) to provide venture capital to ensure that new oil cones
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on line as quickly as possible. This is not novel; it is
sonething that Al aska I ndustri al Devel opnent and Export
Authority (AIDEA) does in a variety of different spectruns. For
i nstance, Alaska Industrial Developrment and Export Authority
(AIDEA) owns a Cook Inlet rig; they're invested in an oi
termnal in Skagway, a mning road in a port in Northwest
Al aska, a shipyard in Ketchi kan and many ot hers.

Just last year legislation proposed by Governor Parnell was
enacted to expand Alaska Industrial Developnment and Export
Authority (AIDEA)'s authority to invest in econom c devel opnent
projects. This is the State of Alaska using its billions and
billions of dollars and hel ping out projects "that just need a
little push." The is already the largest investor on the North
Sl ope, investing 60 and 80 percent through its credits structure
in devel opment projects on the North Slope. This gives the
state an opportunity to align with industry and to be at the
t abl e when deci si ons are made.

SENATOR FRENCH said this idea was borne out of a desire to get a
take a different approach than what is in HB 110 where there was
an enornous amount of dollars flowing from the state to the
i ndustry wi thout any concomtant work conmmtnents. Maybe they
could create a resource devel opnent corporation that takes the
$2 billion that they would otherwi se push across the table and
invest it ourselves. Seeing how Norway does business really
catal yzed the idea. Norway does two things: it has a state-owned
oil conpany called Statoil that owns and operates oil fields
just like any other oil conmpany does. Al aska won't ever do that.
Besides Statoil, Norway has a wing of their governnent that is
just like an investnent bank. It provides state direct financia

investment in fields. He said it's an idea that needs to be
| ooked at and if people see the state investing maybe others
will follow

4:26:14 PM

M5. SYDEMAN expl ained that this amendnment gives the AIDEA the
authority to provide venture capital for and take an equity
position in oil and gas devel opnent projects. In recent years a
growi ng nunber of independent oil conpani es have cone to Al aska
in search of a small but still significant pockets of oil that
remain on the North Slope. In sonme cases, they have discovered
substantial quantities but have |acked the capital needed to
begi n devel opnent particularly during the recent credit crunch

This anmendnent would enable Alaska Industrial Devel opnent and
Export Authority (AIDEA) to partner with themto ensure that new
oi | production conmes on line.
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Al aska Industrial Developnment and Export Authority (Al DEA)
already invests in a variety of developnent projects from
shipyards to oar termnals to mning roads and ports. Last year
Governor Parnell proposed legislation that further expanded
Al aska Industrial Developnent and Export Authority (AIDEA) 'S
ability to invest in devel opnment projects.

She said before nmaking the decision to invest in an oil and gas
project this anmendnment would require AIDEA to exercise due
diligence and ensure the investnent is in the state's Dbest

interest. It would also need to determne that the | ease hol der
had nade reasonable efforts to obtain financing fromthe private
sector and that those efforts had been unsuccessful. This

anmendnent also directs AIDEA to | ook at the idea of establishing
a program where Al askans could also invest their own resources
in any project in which AIDEA is a partner.

4:27:43 PM
M5. SYDEVMAN recalled that Bradford Keithley [consultant wth
Perkins Coie] said earlier that such an approach would create

greater alignment between the state and the oil industry and
would truly lay the groundwork for increased investnent and
expanded oil and gas production and that such public private

partnerships exist all around the world and are very successful.
She said direct partnerships would also increase the state's
understanding of how oil conpanies invest in and develop
projects leading to better decisions on the state's part about
how t o nanage Al aska's resources.

SENATOR FRENCH conment ed when AIDEA was buying a jack up rig he
talked with them about the nechanics of the financial deal. He
brought up sonme of the difficulties the state had on its own
over the years wth grain termnals and fish plants. It
typically failed, but when it has participated with private
sector and each side has sone of its own noney at work it has
done a lot better. This is an opportunity for the state to get

al ongside smart driven folks |ike BP, ConocoPhillips and
ExxonMobil or smaller nore ninble players and help them make
investnments that are just out of reach and still profit from

their experti se.
SENATOR W ELECHOABKI said that AIDEA is a state corporation
CO CHAI R WAGONER conmented that this would be an excel |l ent node

to follow to see if partnering with industry is where the state
wants to go. The jack up rig AIDEA is participating in wll have
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its entire investnment back after five wells are drilled. This
may have far reaching benefits such as roads into Anmbler and
Um at - and they woul d get done faster.

4:31:52 PM
CO CHAI R PASKVAN said they would next take up Item 5, |abeled
27-LS1305\B. 14 by Senators W el echowski and French.

27-LS1305\B. 14
AMENDMENT

OFFERED | N THE SENATE
TGO CSSB 192(RES), Draft Version "B"

Page 1, line 1 following "tax;":

Insert "relating to the oil and gas corporate
income tax; relating to the credits against the oil
and gas corporate income tax; making conform ng
amendnents; "

Page 1, following line 2:

Insert new bill sections to read:
"* Section 1. AS 29.60.599(1) is anended to read:
(1) "barrel," when used with reference to
oil, nmeans the quantity of oil contained in 42 United

States gallons of 231 cubic inches each, neasured at a
tenperature of 60 degrees Fahrenheit and an absolute
pressure of 14.65 pounds a square inch [HAS THE
MEANI NG G VEN I N AS 43. 20.072];
* Sec. 2. AS 41.09.010(b) is anended to read:
(b) An exploration incentive credit extended
under (a) of this section may be applied agai nst
(1) a paynent or obligation against which a
credit authorized by AS 38.05.180(i) may be cl ai nmed;

(2) taxes payable under AS 43.20 or
AS 43.21, as applicable; and
(3) oil and gas bonus paynents due the

state under AS 38.05.180(f).

* Sec. 3. AS 43.20.011 is amended by adding a new
subsection to read:

(9) For purposes of calculating the tax under

(e) of this section, the taxable income of a
corporation engaged in t he producti on or
transportation of crude oil or natural gas shall be
determ ned in accordance with AS 43. 21.

* Sec. 4. AS 43.20.073(f) is anended to read:
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() This section does not apply to taxpayers
subject to AS 43.21 [ AS 43.20.072 ENGAGED I N

(1) THE PRODUCTION OF OL OR GAS FROM A
LEASE OR PROPERTY I N THE STATE;, OR

(2) THE TRANSPORTATION OF O L OR GAS BY
REGULATED PI PELI NE | N THE STATE] .

* Sec. 5. AS 43.21 is anmended by adding new
sections to read:
Article 1. Determ nation of Taxabl e | ncone.

Sec. 43.21.200. Application. This chapter applies
to every corporation doing business in the state that
derives inconme from the production of oil or gas from
a |lease or property in the state or from the pipeline
transportation of oil or gas in the state. The tax
cal cul ated under this chapter is measured by the total
taxable inconme of the corporation during the tax
period as defined by AS 43.21.210 - 43.21.240 and is
cal cul ated at t he rates est abl i shed under
AS 43.20.011(e).

Sec. 43.21.210. Determ nation of taxable incone
fromoil and gas production. (a) The taxable income of
a corporation from the production of oil and gas from
a |lease or property in the state is the corporation's
net incone as calculated by the departnent in
accordance with this section.

(b) Gross incone of a corporation from oil and
gas production is the gross value at the point of
production of oil or gas produced from a |ease or
property in the state. The departnment shall by
regul ation determne a uniform nethod of establishing
the gross value at the point of production. For the
pur pose of determ ning the gross value at the point of
production under this subsection, the departnment shal
use AS 43.55. 150 for t he determ nati on of
transportation costs.

(c) Net income fromoil and gas production shal
be determned by the departnment by deducting from
gross incone the foll ow ng:

(1) royalties paid in kind or in val ue;

(2) taxes inposed under AS 43.55 that are
actually paid or incurred by the corporation on the
production froma | ease or property in the state;

(3) taxes inposed under AS 29.45.080 -
29.45.090 and AS 43.56 that are actually paid or
incurred by the corporation on property used directly
in the production of oil or gas from a |ease or
property in the state, including property wused in
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production, gathering, treatnent, or preparation of
the oil or gas for pipeline transportation, but only
if those property tax paynents were due and payable
only after the date of commercial production from the
| ease or property wth which the property was
associ at ed;

(4) the direct costs incurred by or for the
corporation in operating the |ease or property,
including the direct costs of producing, gathering,
treating, or preparing the oil or gas for pipeline
transportation, but net of any paynents received for
those activities and not including any indirect cost
or overhead expense;

(5) depreciation, using the percentage
depletion basis under 26 U S.C. 613 (Internal Revenue
Code) or another reasonable nethod as the departnent
may by regul ation establish, on property used directly
in t he producti on, gat heri ng, treat ment, or
preparation  of the oil or gas for pi peline
transportation, including anortization of capitalized
interest for investnents in that property at a rate
not to exceed the average cost to the taxpayer of
borrowed capital during the year in which the interest
is capitalized;

(6) the anortization of |ease acquisition
paynment s and t axes pai d or i ncurred under
AS 29. 45. 080, 29. 45. 090, or AS 43. 56, i ncl udi ng
capitalized interest, for or on producing properties
before the comrencenent of comrercial production from
the |l ease or property for which the property is being
used;

(7) interest expense of the corporation,
not capitalized during construction, that was paid or
incurred in connection with property in the state;
however, unless (f) of this section applies, the
interest expense nmay not exceed that portion of the
total interest paid by the consolidated business of
which the ~corporation is a part, determned by
multiplying the total interest by a fraction, the
nunmerator of which is the value of the corporation's
real and tangible personal property used directly in
the production of oil or gas from a |ease or property
in the state and the denom nator of which is the val ue
of all real and tangible personal property of the
consol i dated busi ness; in this paragraph, "tota
interest paid by the consolidated business"” does not
include interest expense arising from interconpany
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obligations within the consolidated business except to
the extent that the interest expense reflects a pass-
through of interest on a third-party borrowing by the
parent or other nenber of the consolidated business
with the purpose, expressed at the tinme of the third-
party borrowi ng, of financing Al aska business activity
of the taxpayer corporation;

(8) expenses incurred by the corporation
after Decenber 31, 2012, of wunsuccessful exploration
of oil or gas in the state, including the acquisition
costs of abandoned properties, dry hole costs, and the
costs of geologic and geophysical exploration related
to those abandoned properties;

(9 general overhead or admnistrative
expense incurred by the corporation attributable to
deriving income fromthe production of oil or gas from
a lease or property in the state to the extent, except
as provided in (f) of this section, that the genera
overhead or admnistrative expense does not exceed
that portion of the total gener al overhead or
adm nistrative expense incurred by the consolidated
business of which the ~corporation is a part,
determined by multiplying the total general overhead
or administrative expense by a fraction, the nunerator
of which is the value of the corporation's real and
tangi bl e personal property used directly in the
production of oil or gas from a |lease or property in
the state and the denom nator of which is the value of

all real and tangible personal property of the
consol i dat ed busi ness;

(10) the anmount  of I ncome from the
production of oil and gas from a |ease or property

that is divided anong the regional Native corporations
under 43 U S. C. 1606(i) (sec. 7(i), Alaska Native
Clainms Settlenment Act, P.L. 92-203).

(d) Deductions from gross incone under this
section nmay not include expenses previously deducted
on a return filed under AS 43. 20.

(e) If a corporation subject to this chapter
shares the production or proceeds of the production
from a |lease or property through a working interest,
royalty I nterest, overriding royal ty i nterest,
production payment, net profit i nterest, j oi nt
venture, or other agreenent, the departnent shal
all ocate the deductions from gross incone between the
corporation and the persons with whom the corporation
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has the agreenent in accordance with the ternms of the
agr eenent .

(f) If a corporation denonstrates to the
satisfaction of the departnment that the corporation
paid or incurred actual expenses for interest or for
general overhead or admnistration attributable to
deriving inconme fromthe production of oil or gas from
a |lease or property in the state in an anount greater
than the anount determ ned under (c)(7) or (9) of this
section, the departnment may allow the corporation to
deduct the greater anount.

Sec. 43.21.220. Determnation of income from oil
and gas pipeline transportation. (a) Except as
provided in (c) of this section, taxable incone
attributable to the transportation of oil in a
pi peline engaged in interstate commerce in this state
shall be determ ned by the departnent and shall be the
anount reported or that would be required to be
reported to the Federal Energy Regulatory Conm ssion
or its successors as net operating incone, |ess those

portions  of i nt erest and general overhead or
adm ni strative expense attributable to the pipeline
transportation of oil in the state, except that

taxabl e income shall also include taxes on or neasured
by income. The departnment shall establish regulations
governing the determnation of interest and general
overhead or admnistrative expense attributable to
pi peline transportation of oil in the state.

(b) Except as provided in (c) of this section
taxable incone attributable to the transportation of
natural gas in a pipeline engaged in interstate
cormerce in this state shall be determned by the
departnment and shall be the anount reported or that
woul d be required to be reported to the Federal Energy
Regul atory Comm ssion as net operating incone, |ess
that portion of interest and general overhead or
adm nistrative expense attri butabl e to pi peline
transportation in the state, except that the taxable
incone shall also include taxes on or neasured by
income. The departnent shall establish regulations
governing the determnation of interest and general
overhead or admnistrative expense attributable to
pi peline transportation of natural gas in the state.

(c) Taxable income attributable to the
transportation of oil or natural gas in this state of
a corporation not under the jurisdiction of the
Feder al Energy Regulatory Comm ssion, or of a
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corporation wunder the jurisdiction of the Federal
Energy Regulatory Comm ssion but not reporting the
operation of pipelines in the state separately from
the operation of pipelines el sewhere, shal | be
determ ned by the departnent and shall be based on an
anount equal to the anmpbunt that would have been
reported to the Federal Energy Regulatory Comm ssion
under (a) of this section in the <case of oi

pi pelines, or under (b) of this section, in the case
of natural gas pipelines, had the corporation been, in
fact, under the jurisdiction of the Federal Energy
Regul atory Conmmission for the taxable vyear and
required to report on the operation of pipelines in
the state separately from the operation of pipelines

el sewher e
Sec. 43.21.230. Determnation of incone from
activities other than oil and gas production or

pi peline transportation. (a) Taxable incone of a
corporation subject to this chapter from activities in
this state other than the production of oil or gas
froma |ease or property in the state or the pipeline
transportation of oil or gas in the state shall be
determined in accordance with the nethod established
in art. IV of AS 43.19.010 and in AS 43.20.071, as
nodi fied by (b) - (d) of this section.

(b) The total taxable incone of a consolidated
business is its entire incone |ess the portion of that
entire incone attributable to worldw de production and

pipeline transportation of oil and gas. In this
subsection, for a nenber of a consolidated business
who is

(1) required to file wunder the Internal
Revenue Code, "entire incone" neans the taxpayer's
taxable income as the termis used in AS 43.20.011 -
43. 20. 065;

(2) not required to file under the Interna
Revenue Code, "entire incone" nmeans an incone

determ nation prepared in accordance wth generally
accepted accounting principles, except that a taxpayer
may elect to report incone as the income would be
determ ned under (1) of this subsection.

(c) The nunerator and denom nator of the
property factor, of the payroll factor, and of the
sales factor shall be calculated without reference to
that portion of property, payroll, or sales directly

related to the production of oil or gas from a |ease
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of property in t he state or t he pi peline
transportation of oil or gas in the state.

(d) The value attributed to vessels transporting
Al aska oil or gas of a consolidated business that are
not owned or effectively owned by the consolidated
busi ness shall be excluded fromthe property factor.

Sec. 43. 21. 240. Applicability of tax to a
consol i dated business. The provisions of this chapter
apply to a consolidated business whether or not the
t axpayer is the parent or controlling corporation.

Article 2. Calculation of Tax; Returns.

Sec. 43.21.300. Assessnent of inconme and tax. (a)
The departnent shall assess taxable incone and the
anount of tax payable on that taxable inconme. The
anount of the tax payable shall be determ ned using
the tax rates in AS 43.20.011(e).

(b) On or before August 15 of each year, the
department shall send to every corporation taxable
under this chapter a notice of assessnment show ng the
anmount of inconme taxable under this chapter for the
previ ous year and the amount of tax payable on that
t axabl e i ncone.

(c) For purposes of this chapter, the departnent
may conbi ne taxable incone of corporations subject to
tax under this chapter who are part of the sane
consol i dat ed busi ness.

(d) | f the nethods of all ocation and
apportionnment provided in this chapter do not fairly
represent the extent of a corporation's business
activity in the state, the corporation may petition
for or the departnent may require, in respect to all
or any part of the corporation's business activity, if
reasonabl e, the enploynent of any nethod authorized
under art. |V, sec. 18, AS 43.19.010 (Multistate Tax
Conmpact), to carry out an equitable allocation and
apportionment of the corporation's incone. The
commi ssioner  shall include in the annual report
required in AS 43.21.410 a report on all relief
granted wunder this subsection, including, for each
case, a statement of the changes in tax liability
resulting from the granting of relief, the tax years
i nvol ved, and a description of the nmethod of
determ ning taxable income that was substituted for
t he met hods provided in this chapter.

Sec. 43. 21. 320. Credits. A credit under
AS 43.20.043, 43.20.044, or 43.20.046 my also be
applied against the tax levied under this chapter,
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unless a credit for the sane expenditure has been
taken against a tax |levied under AS 43.20 or AS 43.55.

Sec. 43.21.330. Returns. On or before April 15 of
each year, a corporation subject to tax wunder this
chapter shall submt a return in a form prescribed by
the departnent setting out information required by the
departnment to determ ne taxable incone. For purposes
of this chapter, t he depart nment may require
corporations subject to tax wunder this chapter that
are part of the sane consolidated business to file a
single return.

Sec. 43.21.340. Paynent of tax. The tax Ilevied
under this chapter is payable to the departnent on or
before Septenber 30 of each year or in installnents,
i ncluding prepaynents of estimated tax, at the tines
and under the <conditions the departnment my by
regul ation require. The tax is payable on the due date
set out in this section even though the assessnent is
under appeal or the wvalidity, enforceability, or
application of this chapter or any provision of this
chapter is challenged before the departnent or in the
courts.

Article 3. Adm nistrative Mtters.

Sec. 43.21.400. Regul ations. The departnent shall
adopt regul ati ons in accordance wth AS 44.62
(Adm nistrative Procedure Act) as appropriate to
adm ni ster and enforce this chapter.

Sec. 43. 21. 410. Public reporting. (a) The
commi ssi oner  shall conpile and transmt to the
| egi sl ature an annual report of state revenue and the
i npl enentation  of taxation policies under this
chapter. The report nust include total aggregate
income tax paid by corporations subject to this
chapter and aggregate incone and deductions Dby
cat egory, classified SO as to pr event t he
identification of particular returns or reports.

(b) The legislative auditor shall notify the
| egi slature on or before the first day of each regular
session that the annual report reviewing the actions
of the departnent in administering this chapter is

avai | abl e.
Sec. 43. 21. 420. I nf or mati on di scl osure.
Not wi t hstanding AS 43.05.320, the departnment shal
disclose to a legislator, on request, information
collected froma taxpayer to the extent that
(1) the taxpayer is a publicly traded
conpany;
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(2) the information has been filed in a
quarterly, annual, or other periodic report to the
United States Securities Exchange Conm ssion; and

(3) the information has been made public by
the United States Securities Exchange Commi ssion

Sec. 43.21.499. Definitions. Unless the context
requires otherwise, the definitions contained in

AS 43.55.900 are applicable to this chapter. In
addition, in this chapter,
(1) "consol i dated business” nmeans a

corporation or group of corporations having nore than
50 percent common ownership, direct or indirect, or a
group of corporations in which there 1is comon
control, either direct or indirect, as evidenced by an
arrangenent, contract, or agreenent;

(2) "Internal Revenue Code" has the meaning given in
AS43.20.340."

Page 1, line 3:
Del ete "Section 1"
| nsert "Sec. 6"

Page 2, line 6:

Delete all material and insert:

"* Sec. 7. AS 43.82.210(a) is anended to read:

(a) | f the comm ssioner approves an application
and proposed project plan wunder AS 43.82.140, the
comi ssi oner may devel op proposed terns for inclusion
in a contract under AS 43.82.020 for periodic paynent
in lieu of one or nore of the followng taxes that
otherwise wuld be inposed by the state or a
muni ci pality on the qualified sponsor or nenber of a
qualified sponsor gr oup as a consequence of
participating in an approved qualified project:

(1) oil and gas production taxes and oil
surcharges under AS 43.55;

(2) oil and gas exploration, production,
and pipeline transportation property taxes under
AS 43. 56;

(3) oil and gas corporate incone tax under
AS 43.21; [ REPEALED]

(4) Al aska net incone tax under AS 43. 20;

(5) muni ci pal sales and wuse tax under
AS 29.45.650 - 29.45.710;
(6) muni ci pal property t ax under

AS 29.45.010 - 29.45.250 or 29.45.550 - 29.45.600;
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(7) muni ci pal special assessnments under
AS 29. 46;
(8 a conparable tax or levy inposed by the
state or a municipality after June 18, 1998;
(9) other state or nmunicipal taxes or
categories of taxes identified by the comm ssioner.
* Sec. 8. AS 43.20.072 is repeal ed.
* Sec. 9. The uncodified |law of the State of Al aska
i s anended by adding a new section to read:

APPLI CABI LI TY. AS 43.21, added by sec. 5 of this
Act, applies to taxable incone earned or received
after Decenber 31, 2012.

* Sec. 10. The wuncodified law of the State of
Al aska i s anended by adding a new section to read:

REGULATIONS. (a) The Departnent of Revenue may
adopt regulations necessary to inplenment AS 43.21,
added by sec. 5 of this Act. The regulations take
effect under AS 44.62 (Adm nistrative Procedure Act),
but not before the effective date of the |aw
i npl emented by regul ati on.

(b) The Departnent of Revenue shall provide by
regulation for a transition for a corporation subject
to tax under AS 43.20 before Decenber 31, 2012, to
avoid double taxation of the sanme inconme or double
deduction of the sanme expense of the corporation as a
result of beconming subject to tax wunder AS 43.21
added by sec. 5 of this Act.

* Sec. 11. Section 10 of this Act takes effect
i mredi at el y under AS 01.10.070(c).

* Sec. 12. Except as provided in sec. 11 of this
Act, this Act takes effect January 1, 2013."

SENATOR W ELECHOWBKI said a current piece of legislation on this
issue was referred to the Finance Conmttee and he thinks it's a
good idea for this commttee to have an understanding of what it
does because it inpacts what they are doing. He explained it
reinstitutes separate accounting method of cal culating corporate
income tax paid by the oil industry. This was strongly
recommended by Pedro van Meurs.

M5. SYDEMAN expl ained that since oil production in Al aska began
the state has been strongly wurged by industry to use a
proportion of world-wide profits for a unitary tax nethod for
calculating their income tax. In 1978, Alaska realized it was
losing significant revenue under the wunitary system So the
| egi sl ature passed separate accounti ng. Under separate
accounting revenues generated in Alaska |ess expenses are the
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basis for the 9.4 percent corporate incone tax. The oi

conpani es sued and lost in |ower court, and then appealed to the
State Suprenme Court. Four vyears later the state reverted to
unitary system because the |legislature feared there was a

potential cost of $1.8 billion if the state lost. At the tine
the legislature saw that as too great a liability with the 1981
treasury bal ance. However, in 1985 the state won on all points

with the Al aska Suprenme Court and the US Supreme Court declined
the oil conpanies appeal request stating there was no federa
i ssue. Unfortunately, separate accounting has never been
rei nst at ed.

For vyears the conpanies have said they couldn't do separate
accounting since they did not track their revenues and costs
that way. That may have been true under the old ELF gross tax
system but it's not true under the profits based PPT or ACES
systens. They al so know the oil conpanies do separate accounting
for other oil provinces |ike Norway.

M5. SYDEMAN said if they take just the $1.8 billion difference
bet ween the inconme tax these corporations paid under the unitary
system and separate accounting between the years of 1978 and
1981 and divide that by four years it equals an underpaynent
during those years of about $450 mllion per year. Miltiplying
that by the 30 years that separate accounting has now not been
in effect, the state may have lost up to $13.5 billion, which is
nore than the total unfunded liability for the state's PERS and
TRS retirenment systens.

4:36: 02 PM

In the year 2000, the DOR did an analysis and determ ned that
the state had probably lost $4.7 billion between 1982 and 1997.
She contacted the econom st this norning that conducted that
anal ysis to ask him whether he thought separate accounting would
still vyield nore revenue for the state today accounted to
determine if separate accounting would still yield nore revenue
for the state today as he had determ ned back then and he said
yes.

Internationally acclaimed oil consul t ant Pedro van Meurs
recently said he believes the unitary nethod is cunbersone; it
is an obstacle to new investnent and it's not in the state's
best interests. Recently they also have heard from oil industry
representatives who have stated that Al aska has conparatively
strong margins. So, that is an indication that the state may
still be losing revenue under the unitary tax method. If this is
so, the incone taxes in Al aska would be effectively |owered by
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the less profitable investnents around the world. Conversely, if
oil developnment in Alaska is less profitable than el sewhere as
sonme of have stated, this would result in a tax cut for oil
i ndustry. Either way, this nethod of accounting is nore straight
forward sensible and a fairer way of determning the corporate
i nconme t ax.

4:37:41 PM
CO CHAI R PASKVAN announced consideration of Item 6 by Senators
French and W el echowski, |abel ed 27-LS1305\B. 15.

27-LS1305\B. 15
AMENDMENT

OFFERED | N THE SENATE
TGO CSSB 192(RES), Draft Version "B"

Page 1, line 1, followng "tax;":

Insert "relating to information concerning oi
and gas t axes, i ncl udi ng i nformation about
expenditures that nust be provided in order to claim
an oil and gas production tax credit for those
expenditures, and relating to the disclosure of that
i nformation;"

Page 2, line 6:

Delete all material and insert:

"* Sec. 2. AS 43.55.030(a) is anended to read:

(a) A producer that produces oil or gas from a
| ease or property in the state during a cal endar year,
whet her or not any tax paynent is due under
AS 43.55.020(a) for that oil or gas, shall file wth
the departnment on March 31 of the followng year a
statenent, wunder oath, in a form prescribed by the
department, giving, with other information required by
the departnment under a regulation adopted by the
departnent, the foll ow ng:

(1) a description of each |ease or property
from which oil or gas was produced, by nane, |egal

descri pti on, | ease  nunber, or accounting codes
assigned by the departnent;
(2) the names of the producer and, if

different, the person paying the tax, if any;

(3) the gross anobunt of oil and the gross
anount of gas produced from each |ease or property,
and the percentage of the gross anmount of oil and gas
owned by the producer;
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(4) the gross value at the point of
production of the oil and of the gas produced from
each |ease or property owned by the producer and the
costs of transportation of the oil and gas;

(5) the name of the first purchaser and the
price received for the oil and for the gas, unless
relieved fromthis requirement in whole or in part by
t he departnent;

(6) the producer's qualified capital
expenditures, as defined in AS 43.55.023, other |ease
expendi tures under AS 43.55.165, and adjustnments or
ot her paynments or credits under AS 43.55.170;

(7) the production tax values of the oil
and gas under AS 43.55. 160;

(8) any claims for tax credits to be
appl i ed; [ AND]
(9 cal cul ations showing the anmounts, if

any, that were or are due under AS 43.55.020(a) and
i nterest on any under paynent or overpaynent; and

(10) for each expenditure that is the basis
for a credit clainmed under AS 43.55.023 or 43.55.025,
a description of the expenditure, a detailed
description of the purpose of the expenditure, and a
description of the |ease or property for which the
expendi ture was i ncurred, not wi t hst andi ng
AS 43. 05. 230(a), information submtted under this
par agraph nay be disclosed to the public and shall be
disclosed to the legislature in a report submtted
within 10 days after the convening of the next regular
| egi sl ative session following the date a statenent is
filed under this section.

* Sec. 3. AS 43.55.030(e) is anended to read:

(e) An explorer or producer that incurs a |ease
expenditure under AS 43.55.165 or receives a paynent
or credit wunder AS 43.55.170 during a calendar year
but does not produce oil or gas from a |ease or
property in the state during the calendar year shall
file with the departnment on March 31 of the follow ng
year a statenent, under oath, in a form prescribed by
the departnent, gi vi ng, with other i nformation
required by the departnent under a regul ati on adopted
by the departnent, the follow ng:

(1) the producer's qualified capital
expenditures, as defined in AS 43.55.023, other |ease
expenditures under AS 43.55.165, and adjustnents or
ot her payments or credits under AS 43.55.170; [ AND|
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(2) if the explorer or producer receives a
paynent or credit under AS 43.55.170, calculations
showi ng whet her the explorer or producer is liable for
a tax under AS 43.55.160(d) or 43.55.170(b) and, if
so, the amount; and

(3) for each expenditure that is the basis
for a credit clainmed under this chapter, a description
of the expenditure, a detailed description of the
purpose of the expenditure, and a description of the
| ease or property for which the expenditure was
i ncurred; notw thstanding AS 43.05.230(a), infornmation
subm tted under this paragraph may be disclosed to the
public and shall be disclosed to the legislature in a
report submitted within 10 days after the conveni ng of
the next regular legislative session following the
date a statenent is filed under this section

* Sec. 4. Sections 2 and 3 of this Act take effect
July 1, 2012.

* Sec. 5. Section 1 of this Act takes effect
January 1, 2013."

SENATOR FRENCH expl ained that basically this is grounded in the
idea that the legislature is not getting enough information on

the credits they are issuing, and they amount to billions of
dollars. The state's oil and gas production tax includes
incentives to increase production and exploration in the form of
generous tax credits - the 20 percent credit for capital

expendi tures enables conpanies to deduct their capital expenses
twice: once to reduce taxable incone and again as a credit
against a portion of their taxes on that inconme. If a conpany
incurring an expense has insufficient income against which to

apply a tax credit, they can sell it to another firm carry it
forward or apply for a refund from the state. Conpanies carry
| osses forward forever. The state has approved about $4 billion
in credits over the last several years - that is a $4 billion
investment by the state -, and yet there is scant publicly
available information letting Al askans know where this

investnment is going. The anmendnment requires that producers who
apply for a tax credit against their production tax liability to
describe what they did with the expenditure and where they did
it and the purpose of it. The information provided nay be
di sclosed to the public and nust be reported to the |egislature.
Wth this publicly available information the public and decision
makers can ensure that state dollars are being used effectively
to increase production of Alaska's oil and gas resources.

4:40:10 PM
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CO CHAI R PASKVAN announced consideration of Item 7 by Senator
French, | abeled 27-LS1305\B. 16.

27-LS1305\B. 16
AMENDMENT

OFFERED | N THE SENATE
TGO CSSB 192(RES), Draft Version "B"

Page 1, line 1, followi ng "Act":
Insert "relating to the duties of the Alaska Q|
and Gas Conservation Conmm ssion; relating to a

petrol eum informati on nmanagenent system relating to
the duties of the Departnent of Natural Resources, the
Depart ment of Revenue, and the Departnent of Labor and
Wor kf orce Devel opnment that relate to providing the
Alaska QI and Gas Conservation Commission wth
certain information relating to oil and gas;"

Page 1, following line 2:

Insert new bill sections to read:

* Section 1. AS 31.05.030 is amended by adding a
new subsection to read:

(n) The comm ssion shall develop and nmintain
the petroleum information nmanagenent system required
under AS 31.05. 031.

* Sec. 2. AS 31.05 is anended by adding a new
section to read:

Sec. 31.05.031. Petroleum information nanagenent
system (a) The conmm ssion shall develop and nmaintain
an electronic petroleum information managenent system
to collect, secure, distribute, store, retrieve, and
archive i nformation rel ated to oi | and gas
expl oration, devel opnent, and production in the state.
The purposes of the petroleum information nanagenent
system are to inprove the admnistration of the oil
and gas production tax and to facilitate exploration
devel opment, and production of oil and gas resources.
The petroleum infornmation nanagenent system shall be
accessi ble by the public.

(b) To the extent the information is available
and is not confidential, the petroleum information
managemnent system  nust i ncl ude t he foll ow ng
i nformation:

(1) wunit and joint operating agreenents;
(2) state oil and gas exploration |icenses
and oil and gas | eases;
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(3) for exploration activities,

(A) exploration work prograns and budgets;

(B) seismc data;

(© drilling reports;

(D) | ogs;

(E) well tests;

(F) geol ogical nodels and naps;

(4) for devel opnent activities,

(A devel opment plans with operating and
capi tal expenditure projections;

(B) construction progress reports;

(© drilling reports;

(D) reservoir characterization

(5) for production activities,

(A) production work prograns and budgets;

(B) oil and gas sales, revenue, and
pri ci ng;

(C transportation agreenents;

(D) production data;

(E) injection data;

(F) operating and capital expenditures;

(G facility maps and studi es;

(6) for abandonnent of oil and gas wells,
| eases, and production and transportation facilities,

(A) abandonment pl ans and budgets;

(B) progress reports;

(7) for oil and gas related enploynent
i nformation,

(A) the nunber of resident and nonresident
hires for each year;

(B) training opportunities; and

(8) ot her information the conmm ssion
determ nes necessary and relevant to the oil and gas
production tax and to the exploration, devel opnent,
and production of oil and gas resources.

(c) The Departnment of Natural Resources, the
Depart ment of Revenue, and the Departnent of Labor and
Wor kf orce  Devel opnent in consultation wth the

comm ssion, shall provide information described in (b)
of this section that is not confidential and within
each departnent's control to the conmmssion for
inclusion in the petroleum information managenent
system The information provided by a departnent under
this subsection shall be in a form suitable for the
comm ssion to include in the petroleum information
managenment system
* Sec. 3. AS 31.05.093(c) is anended to read:
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(c) The conmi ssion shall determne the
regul atory cost charges levied under this section so
that the total anobunt to be collected approximtely
equal s the appropriations nmade for the operating costs
of the comm ssion under this chapter for the fiscal
year. For the purpose of determning the regul atory
costs charges under this subsection, the operating
costs for the petroleum informati on nanagenent system
(AS 31.05.031) nmy not be included in the operating
costs of the conm ssion."

Page 1, line 3:
Del ete "Section 1"
| nsert "Sec. 4"

Page 2, followng line 5:
Insert a new bill section to read:

"* Sec. 5. The wuncodified law of the State of
Al aska i s anended by adding a new section to read:

| MPLEMENTATION OF THE PETROLEUM | NFORVATI ON

MANAGEMENT  SYSTEM RECOMVENDATI ON FOR  STATUTORY
CHANGES. The Alaska Gl and Gas Conservati on
Comm ssion shall develop and inplenent a work plan for
t he devel opnent of t he petrol eum information
managenent system required by AS 31.05.031, enacted by
sec. 2 of this Act, so that the system is operationa
before January 1, 2014."

Renunber the following bill section accordingly.

4:40: 36 PM

LI SA WESSLER, staff to Senator French, explained that concerns
have been raised about the anpbunt of information that is or is
not available to legislators and the public in terns of making
decisions on the oil taxes and how the fields are devel oped.
Wile a lot of the information is confidential under the law, a
lot of it is public, but it is scattered anbng several agencies
and is very difficult to find.

She said this amendnent begins the process of naking information
nore available to the public, decision makers, and to other oi

and gas conpanies who mght want to do business in our oil
fields. It <calls for the Alaska G| and Gas Conservation
Conmm ssi on ( AOGCC) to devel op an el ectronic petrol eum
informati on managenent (PI VB) t hat would obtain public
information that is currently gathered by the comm ssion, the
Departnments of Revenue and Natural Resources and the Departnent
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of Labor and Workforce Devel oprent (DOLWD) and to consolidate it
for the purpose of oil and gas production tax and to facilitate
expl orati on, devel opnent and production of oi | and gas
resour ces.

She said the information going into the system is limted to
what is currently available and is not confidential. The list in
subsection (b) on page 2 contains everything they hope to
eventually see in the system as it beconmes available through
statutory or other changes. This list is taken from a 2007
Gaffney Kline report that provided an overview of how the
acqui sition, distribution and publication of oil conpany data is
handl ed in other oil and gas producing regines.

I n subsection (c) on page 3 the departnments that have control of
the information are directed to provide what is not confidential
to the commission in a form that is suitable for this new
information system Section (3) addresses an adninistrative
concern, because the conmssion currently charges industry a
regul atory cost charge and determnes it based on the operating
costs. It was suggested that PIMS m ght not be suitable for use
of these funds. So those costs wll not be included in the
calculation. Section (5) directs the AOGCC to develop and
i npl enent the systemso it's operational before January 1, 2014.

M5. WEISSEL said the idea is to have an easy one-stop shop for
peopl e who maybe want to do business in Alaska's oil fields and
to continue developing ways to release nore confidentia
information into the system

SENATOR FRENCH stated that the AOGCC is not begging to get for
this to be situated in their domain, but it has to go sonewhere
and they are the |eading independent oil and gas entity right
now. He said this information should not be scattered throughout
many places and this could be the genesis for addressing sone
i ssues tal ked about yesterday where a SARB board is charged to
set the value of a pipeline dealing wth an extrenely
recalcitrant Departnment of Revenue that feels its bound by
confidentiality statutes to not reveal anything to the SARB
board that could help another state agency performits very job.
It also dovetails wth Senator MQ@ire's proposal for a
conpetitiveness review board.

Thi s anendment was set asi de.
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CO- CHAI R PASKVAN announced consideration of Item 15, | abeled 27-
LS1305\B. 1 by Senator Wagoner.

27-LS1305\B. 1

AMENDMENT

OFFERED | N THE SENATE
TG CSSB 192(RES), Draft Version "B"
Page 1, line 1, followng "tax;":
| nsert "rel ating to certain addi ti onal
nontransferable oil and gas production tax credits;"”

Page 2, following line 5:
Insert a new bill section to read:
"* Sec. 2. AS 43.55.024(d) is anended to read:
(d) A producer may not take a tax credit under
(c) of this section for any calendar year after the
| at er of
(1) 2021 [2016]; or
(2) if the producer did not have commerci al
oil or gas production from a |ease or property in the
state before April 1, 2006, the ninth cal endar year
after the calendar year during which the producer
first has commercial oil or gas production before
May 1, 2021 [2016], from at |east one |ease or
property in the state.™

Renunber the following bill section accordingly.

CO CHAI R WAGONER expl ained that this extends the sunset date of
a PPT and ACES credit that incentivizes small producers for
another five years from 2016 to 2021. The credit for production
can be up to $12 mllion annually based on production vol unes.
He asked that the department bring them information on how much
this credit has been used. The conm Ssi oner nodded
affirmatively.

CO CHAI R PASKVAN said the commttee had noved through the itens
that didn't directly inpact progressivity and would take those
up tonorrow. [SB 192 was held in commttee.]

4:48:13 PM

CO CHAIR PASKVAN adjourned the Senate Resources Standing
Commttee neeting at 4:48 p.m
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