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M CHAEL PAW.OWBKI, G| & Gas Devel opnent Project Manager

O fice of the Conm ssioner

Depart ment of Revenue (DOR)

Anchor age, Al aska

POSI TI ON STATEMENT: During the hearing on CSSB 21(FIN) an(efd
fld), answered questions regarding the proposed conmttee
substitute, HCS CSSB 21, Version B.

SUSAN POLLARD, Assistant Attorney Ceneral

Ol, Gas & Mning Section

Cvil Division (Juneau)

Departnent of Law

Juneau, Al aska

POSI TI ON STATEMENT: During the hearing on CSSB 21(FIN) am(efd
fld), answered questions regarding the proposed comittee
substitute, HCS CSSB 21, Version B.

JOE BALASH, Deputy Conmi ssioner

O fice of the Conm ssioner

Departnment of Natural Resources (DNR)

Anchor age, Al aska

POSI TI ON STATEMENT: During the hearing on CSSB 21(FIN) anm(efd
fld), answered questions regarding the proposed conmttee
substitute, HCS CSSB 21, Version B.

ACTI ON NARRATI VE

2:52:10 PM

COCHAIR ERIC FEIGE called the House Resources Standing
Commttee nmeeting to order at 2:52 p.m Representatives O son,
Seaton, P. WIlson, Tuck, Saddler, and Feige were present at the
call to order. Representatives Tarr and Hawker arrived as the

nmeeti ng was in progress.

SB 21-O L AND GAS PRODUCTI ON TAX

2:52:28 PM

CO CHAI R FEI GE announced that the only order of business is CS
FOR SENATE BILL NO 21(FIN) am(efd fld), "An Act relating to the
interest rate applicable to certain anounts due for fees, taxes,
and paynents nade and property delivered to the Departnent of
Revenue; providing a tax credit against the corporation incone
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tax for qualified oil and gas service industry expenditures;
relating to the oil and gas production tax rate; relating to gas
used in the state; relating to nonthly installnment paynents of

the oil and gas production tax; relating to oil and gas
production tax credits for certain |osses and expenditures;
relating to oil and gas production tax credit certificates;

relating to nontransferable tax credits based on production;
relating to the oil and gas tax credit fund; relating to annua
statenments by producers and explorers; establishing the Gl and
Gas Conpetitiveness Review Board; and making conformng
amendnments. "

2:52:45 PM

CO- CHAIR SADDLER noved to adopt HCS CSSB 21, Version 28-
GS1647\ B, Nauman/Bul | ock, 3/29/13, as the working docunent.
There being no objection, Version B was before the commttee.

2:53: 07 PM

CO- CHAIR FEIGE pointed out two issues with Version B, the first
bei ng the | anguage [added] in the title on page 1, line 9, which
begins with "relating to the determ nation of annual oil and gas
production tax val ue " He explained there were sections in
the bill that canme over from the other body dealing with this,
but it was not included in the title, so this is a "technica
adjustnment” and by itself it does not require a title change
resolution. The second issue is that Version B does not address

the effective dates. In the Senate version, the vote on the
effective date failed, which led to the stripping out of the
effective date clauses, but the bill is still witten as if sone
of those effective date clauses were there. He said the
commttee will deal with these issues in future anmendnents.
2:54:41 PM

CO- CHAIR FEI GE reviewed the changes included in Version B. I n
Section 2, page 2, line 5, the revenue sharing source has been
changed back to the corporate incone tax. Section 22, page 16
line 7, is the nost major change to the bill and pertains to
changes in the per barrel exclusions in AS 43.55.024 - a

sliding scale has been established for those per Dbarre

exclusions within areas that do not fall under the categories of
the gross value reduction (GVR), previously called the gross
revenue exclusion (GRE), which is detailed in Section 31.
Sections 23 and 24, pages 17 and 18, elimnate the three-mle
rule between previously drilled bottom hole |ocations and new
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exploration wells, but only as it applied to "Mddle Earth". He
advised that the commttee is not neglecting the several other
i ssues raised during the course of testinony, saying work wl|
be continued to address sone of those issue.

2:56: 49 PM
REPRESENTATI VE TARR stated she has not had a chance to | ook at

Sections 23 and 24, and noted that sone issues were brought to
her attention about the Mddle Earth provisions in last year's

"omibus bill" [Senate Bill 23, Twenty-Seventh Legislature].
One issue was extension of the credit period, which it | ooks
like this does. She asked whether the co-chair was aware of

t hose concerns and whet her the changes address them

CO-CHAIR FEIGE said he is aware of the concerns but that these

changes do not address them If those changes are nade, he
continued, they wll be nade in the House Finance Comrttee.
The specific changes are on page 18, lines 2 and 21, and all it

says is that the credits in subsection (m of AS 43.55.025 nust
include (c¢)(1), (c)(2)(A), and (c)(2)(C; exenpted is (c)(2)(B)
which pertains to the three-mle rule.

2:58:12 PM

REPRESENTATI VE SEATON i nquired whether in Section 22 the credit
is calculated on a nonthly basis with no annual true-up.

M CHAEL PAWLOWBKI, G| & Gas Devel oprment Project Manager, Ofice
of the Comm ssioner, Departnent of Revenue (DOR), replied
Section 22 applies to the per barrel credit, the per barrel
credit for the specific production identified on page 16, line
17, which is the production that does not neet any of the
criteria in AS 43.55.160(f). He explained AS 43.55.160(f) is
the adjustnent to the gross value reduction section, previously
referred to as the gross revenue exclusion section, on page 24,
beginning on line 19. Last night the commttee had consi derable
debate regarding identified pockets in |legacy fields that were

not contributing. This has been renoved from that section so
the Section 22 per barrel credit only applies to the oil that
does not neet one of the GVR sections. The tax credit is

determned nonthly based on the gross value at the point of
production and it does not affect the annual true-up that
happens in the natural course of calculating a conpany's
production tax liability.
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SUSAN POLLARD, Assistant Attorney General, QGIl, Gas & Mning
Section, Cvil Dvision (Juneau), Departnent of Law (DCOL), added
that "the |ook back for figuring out the credit is ... nonthly,
gross value at point of production of the North Slope oil, the
prior nonth."

3:00:48 PM

REPRESENTATI VE SEATON surmsed it is the sane calculation as
progressivity with a nonthly tax, but in this case it is a
credit that is nmonthly rather than on an annual basis.

MR. PAW.OABKI responded the credit is what is changing in val ue
on a nonthly basis. That credit is based on the gross val ue at
the point of production and the taxable production. The tax
rate itself is not changing, it remains at the level of 35
percent which avoids sonme of the marginal inpacts that happen as
a tax rate itself changes. It is a credit that adjusts on a
nmonthly basis, rather than a tax rate that adjusts on a nonthly
basi s.

3:01:46 PM

CO- CHAIR FEIGE drew attention to the gross value reduction (GVR
provisions in Section 31, page 24, explaining that subparagraph
(1) applies to new wunits formed after January 1, 2003.
Subparagraph (2) applies to new participating areas (PAs)
established in an old unit after Decenber 31, 2011. Addressing
subparagraph (3), he explained the previous |anguage was
di scarded because it was fuzzy in regard to whether an area had
contributed to production. The new | anguage provides that if a
producer adds to an existing PA then that area is defined as
new oil and qualifies for the GVR Anyt hing that does not
qualify wunder the GYR would qualify for the credit provided
under Section 22.

3:03:29 PM

REPRESENTATI VE SEATON surmised this is added acreage, not added
producti on.

CO-CHAIR FEIGE answered no, it is going to be on the oi
produced fromthose new areas.

3:03: 48 PM
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REPRESENTATI VE SEATON cited the |anguage on page 24, lines 30-
31, "acreage added to an existing participating area.” He
concluded this is not on increased production necessarily; if
there is acreage added then that is what this is tal king about.

COCHAIR FEIGE posed a scenario to explain: There is a
participating area (PA) within a legacy field. In the course of
exploration the conpany determi nes that outside of the origina
PA there is production. The conpany expands the PA to include

that new pool or reservoir and will now start producing from
that. The state wll consider this addition to the existing PA
as new oil because that is part of what is trying to be

incentivized for devel opnment.
3:05: 01 PM

REPRESENTATI VE SEATON stated participating areas have generally
been reservoirs.

CO- CHAIR FEI GE replied correct.

REPRESENTATI VE SEATON continued, saying that here it is acreage,
which is surface, which is like a unit. He said he is trying to
get clarity on what is neant here - whether it is expanding
surface acreage and that changes, or whether it is reservoir
del i neati on.

COCHAIR FEIGE stated M. Pawowski wll get back to the
committee with this clarification.

3: 05: 46 PM

REPRESENTATI VE TARR inquired whether Sharks Tooth, an exanple
previously discussed in relation to the G/WR/ GRE, would qualify
under the paraneters in Version B

JOE BALASH, Deputy Conmi ssioner, Ofice of the Conm ssioner,
Department of Natural Resources (DNR), responded that in the
Sharks Tooth exanple there is a circunstance where a portion of
the Kuparuk PA could be contracted out of the PA and |ater
expanded to include the larger acreage that would conprise the
Sharks Tooth production area. In that case, acreage could be
added and to qualify for the G/ GE, not only would an
expansion have to take place, but it would also have to be
nmetered separately. So, not all expansions of PAs are going to
qualify for the GYR and if they do not, they wll get the
sliding scale per barrel credit.
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3:07:24 PM

CO- CHAIR FEIGE advised that the plan is to let Version B "soak
in the public arena”" with public testinony and invited testinony
next week, as well as presentations from the Departnent of
Revenue and the | egislature' s consultant.

3:08: 22 PM

REPRESENTATI VE TARR inquired whether a fiscal note wll be
avai l abl e by the next comittee neeting.

MR. PAW.OWSKI replied he is unsure whether there wll be an

actual fiscal note, explaining that as the bill has noved
t hrough comm ttees and anendnents offered, DOR has reserved the
final fiscal note for after the version is adopted. The

department is putting out draft tables of what the fiscal note
woul d | ook |ike, understanding that further nechanisns mn ght be
added or things m ght be noved around. He assured nenbers that
DOR will be prepared to provide a reasonable presentation of the
fiscal inpacts of the changes in Version B

3:09: 15 PM

REPRESENTATI VE SEATON requested that graphs of the different
i npacts be provi ded by Mnday.

3:09:35 PM

CO CHAIR FEI GE, responding to Representative Tarr, confirnmed the
smal | producer credits and other issues are not addressed in
Version B and stated anendnents can be offered in this regard.
3:09: 57 PM

CO CHAIR FEI GE hel d over CSSB 21(FIN) am(efd fld).

3:10: 23 PM

ADJ QURNVENT

There being no further business before the commttee, the House
Resources Standing Conmmttee neeting was adjourned at 3:10 p. m
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