ALASKA STATE LEG SLATURE
HOUSE RESOURCES STANDI NG COWM TTEE
April 1, 2013
1:05 p.m

VEMBERS PRESENT

Representative Eric Feige, Co-Chair
Representati ve Dan Saddl er, Co-Chair
Representati ve Peggy Wl son, Vice Chair
Representati ve Craig Johnson
Representative Kurt O son

Represent ati ve Paul Seaton
Representative Geran Tarr
Representative Chris Tuck

MEMBERS ABSENT
Representati ve M ke Hawker
COW TTEE CALENDAR

COW TTEE SUBSTI TUTE FOR SENATE BILL NO 21(FIN) AM EFD FLD)

"An Act relating to the interest rate applicable to certain
amounts due for fees, taxes, and paynents made and property
delivered to the Departnment of Revenue; providing a tax credit
against the corporation income 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 annual statenments by producers and explorers;
establishing the Ol and Gas Conpetitiveness Review Board; and
maki ng conform ng amendnents.”

- HEARD & HELD
PREVI QUS COW TTEE ACTI ON
BILL: SB 21

SHORT TITLE: O L AND GAS PRODUCTI ON TAX
SPONSOR(s) : RULES BY REQUEST OF THE GOVERNOR

01/16/13 (S) READ THE FI RST Tl ME - REFERRALS

HOUSE RES COW TTEE -1- April 1, 2013



01/16/13
01/ 22/ 13
01/ 22/ 13
01/ 22/ 13
01/ 24/ 13
01/ 24/ 13
01/ 24/ 13
01/ 29/ 13
01/ 29/ 13
01/ 29/ 13
01/31/13
01/31/13
01/31/13
02/ 05/ 13
02/ 05/ 13
02/ 05/ 13
02/ 07/ 13
02/ 07/ 13
02/ 07/ 13
02/ 08/ 13
02/ 08/ 13
02/ 08/ 13

02/ 08/ 13
02/ 09/ 13
02/ 09/ 13
02/ 11/ 13
02/ 11/ 13
02/11/13
02/ 13/ 13
02/ 13/ 13
02/ 13/ 13
02/ 15/ 13
02/ 15/ 13
02/ 15/ 13
02/ 18/ 13
02/ 18/ 13
02/ 18/ 13
02/ 20/ 13
02/ 20/ 13
02/ 20/ 13
02/ 22/ 13
02/ 22/ 13
02/ 22/ 13
02/ 25/ 13
02/ 25/ 13
02/ 25/ 13

HOUSE RES COW TTEE

(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)

(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)

TTP, RES, FIN

TTP AT 3:30 PM BELTZ 105 (TSBI dg)
Heard & Hel d

M NUTE( TTP)

TTP AT 3: 30 PM BUTROVI CH 205
Heard & Hel d

M NUTE( TTP)

TTP AT 3:30 PM BELTZ 105 (TSBI dg)
Heard & Hel d

M NUTE( TTP)

TTP AT 1: 00 PM BUTROVI CH 205
Heard & Hel d

M NUTE( TTP)

TTP AT 3:30 PM BUTROVI CH 205
Heard & Hel d

M NUTE( TTP)

TTP AT 3:30 PM BUTROVI CH 205
Moved SB 21 CQut of Committee
M NUTE( TTP)

TTP RPT 1NR 4AM

NR: DUNLEAVY

AM M CClI CHE, GARDNER
MCGUI RE

LETTER OF | NTENT WTH TTP REPORT
TTP AT 10: 00 AM BUTROVI CH 205
-- MEETI NG CANCELED - -

RES AT 3:30 PM BUTROVI CH 205
Heard & Hel d

M NUTE( RES)

RES AT 3:30 PM BUTROVI CH 205
Heard & Hel d

M NUTE( RES)

RES AT 3:30 PM BUTROVI CH 205
Heard & Hel d

M NUTE( RES)

RES AT 3:30 PM BUTROVI CH 205
Heard & Hel d

M NUTE( RES)

RES AT 3: 30 PM BUTROVI CH 205
Heard & Hel d

M NUTE( RES)

RES AT 3: 30 PM BUTROVI CH 205
Heard & Hel d

M NUTE( RES)

RES AT 3: 30 PM BUTROVI CH 205
Heard & Hel d

M NUTE( RES)

-2- Apr i

FAI RCLOUGH



02/ 27/ 13
02/ 27/ 13
02/ 27/ 13
02/ 28/ 13

02/ 28/ 13
02/ 28/ 13
02/ 28/ 13
02/ 28/ 13
02/ 28/ 13
02/ 28/ 13
02/ 28/ 13
02/ 28/ 13
03/01/13
03/01/13
03/01/13
03/01/13
03/01/13
03/02/13
03/02/ 13
03/ 04/ 13
03/ 04/ 13
03/ 04/ 13
03/ 04/ 13
03/ 04/ 13
03/ 04/ 13
03/ 05/ 13
03/ 05/ 13
03/ 05/ 13
03/ 05/ 13
03/ 05/ 13
03/ 05/ 13
03/ 06/ 13
03/ 06/ 13
03/ 06/ 13
03/ 06/ 13
03/ 06/ 13
03/ 06/ 13
03/ 06/ 13
03/ 06/ 13
03/11/13
03/11/13
03/11/13
03/11/13
03/12/13
03/ 12/ 13
03/12/13

HOUSE RES COW TTEE

(S)
(S)
(S)
(S)

(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)

RES AT 3:30 PM BUTROVI CH 205

Moved CSSB 21(RES) Qut of Conmittee

M NUTE( RES)
RES RPT CS
TI TLE

3DP 1DNP 2NR 1AM

LETTER OF | NTENT W TH RES REPORT

DP: G ESSEL, MCGUI RE, DYSON
DNP:  FRENCH

NR M CCl CHE, BI SHOP

AM  FAI RCLOUGH

FIN AT 9: 00 AM SENATE FI NANCE
Heard & Held

M NUTE( FI N)

FIN AT 9: 00 AM SENATE FI NANCE
Heard & Held

M NUTE( FI N)

RES AT 3: 30 PM BUTROVI CH 205
-- MEETI NG CANCELED - -

RES AT 10: 00 AM BUTROVI CH 205
-- MEETI NG CANCELED - -

FIN AT 9: 00 AM SENATE FI NANCE
Heard & Held

M NUTE( FI N)

FIN AT 1: 30 PM SENATE FI NANCE
Heard & Held

M NUTE( FI N)

FIN AT 9: 00 AM SENATE FI NANCE
Heard & Held

M NUTE( FI N)

FIN AT 1: 30 PM SENATE FI NANCE
Heard & Held

M NUTE( FI N)

FIN AT 9: 00 AM SENATE FI NANCE
Heard & Held

M NUTE( FI N)

FIN AT 1: 30 PM SENATE FI NANCE
Heard & Held

M NUTE( FI N)

FIN AT 3: 00 PM SENATE FI NANCE
-- Public Testinony --

FIN AT 9: 00 AM SENATE FI NANCE
-- MEETI NG CANCELED - -

FIN AT 1: 30 PM SENATE FI NANCE
-- MEETI NG CANCELED - -

FIN AT 9: 00 AM SENATE FI NANCE
Bills Previously Heard/ Schedul
FIN AT 1: 30 PM SENATE FI NANCE

532

532

532

532

532

532

532

532

532
532
532
532

ed
532

- 3- Apr i



03/12/13
03/12/13
03/12/13
03/12/13
03/12/13
03/13/13
03/13/13
03/13/13
03/13/13
03/13/13
03/13/13
03/ 14/ 13
03/ 14/ 13
03/ 14/ 13
03/18/13

03/18/13
03/ 18/ 13
03/18/13
03/18/13
03/ 18/ 13
03/18/13
03/19/13
03/19/ 13
03/ 20/ 13
03/ 20/ 13
03/ 21/ 13
03/ 21/ 13
03/ 22/ 13
03/ 22/ 13
03/ 22/ 13
03/ 22/ 13
03/ 22/ 13
03/ 25/ 13
03/ 25/ 13
03/ 25/ 13
03/ 26/ 13
03/ 26/ 13
03/ 26/ 13
03/ 27/ 13
03/ 27/ 13
03/ 27/ 13
03/ 28/ 13
03/ 28/ 13
03/ 28/ 13
03/ 29/ 13
03/ 29/ 13

HOUSE RES COW TTEE

(S)
(S)
(S)

TIITIITIITIIITIZIIIZIIZIIILLIZILLID

Heard & Hel d

M NUTE( FI N)

FIN AT 4: 00 PM SENATE FI NANCE 532
Heard & Hel d

M NUTE( FI N)

FIN AT 9: 00 AM SENATE FI NANCE 532
Heard & Hel d

M NUTE( FI N)

FIN AT 1: 30 PM SENATE FI NANCE 532
Heard & Hel d

M NUTE( FI N)

FIN AT 9: 00 AM SENATE FI NANCE 532
Moved CSSB 21(FIN) Qut of Conmittee
M NUTE( FI N)

FIN RPT CS 2DP 1DNP 1NR 3AM NEW
TI TLE

DP: KELLY, NMEYER

DNP: HOFFNMAN

NR: FAlI RCLOUGH

AM DUNLEAVY, BI SHOP, OLSON

RES AT 1: 00 PM BARNES 124

Schedul ed But Not Heard

RLS AT 9: 00 AM FAHRENKAMP 203

-- MEETI NG CANCELED - -

RES AT 1: 00 PM BARNES 124

Schedul ed But Not Heard

TRANSM TTED TO (H)

VERSI ON:  CSSB 21(FIN) AM EFD FLD)
READ THE FI RST Tl ME - REFERRALS
RES, FIN

RES AT 1: 00 PM BARNES 124

Heard & Hel d

M NUTE( RES)

RES AT 1: 00 PM BARNES 124

Heard & Hel d

M NUTE( RES)

RES AT 6: 00 PM BARNES 124

Heard & Hel d

M NUTE( RES)

RES AT 1: 00 PM BARNES 124

Heard & Hel d

M NUTE( RES)

RES AT 6: 00 PM BARNES 124

Heard & Hel d

M NUTE( RES)

RES AT 1: 00 PM BARNES 124

Heard & Hel d

- 4- April 1, 2013



03/ 29/ 13 (H)
04/ 01/ 13 (H)

W TNESS REG STER

Bl LL CORBUS

Juneau, Al aska
POSI TI ON STATEMENT:
fld).

GARY M LLER

Juneau, Al aska
PCOSI TI ON STATEMENT:
am(efd fld).

JACKI E STEWART
Juneau, Al aska
POSI TI ON  STATEMENT:
am(efd fld).

DAVI D PERRY

Meyers Chuck, Al aska

POSI TI ON  STATENENT:
am(efd fld).

BRAD FAULKNER
Homer, Al aska
POSI TI ON  STATEMENT:
am(efd fld).

KEVI N WALKER

Homer, Al aska
POSI TI ON  STATEMENT:
am(efd fld).

JOSEPH SEBASI AN
Kupr eanof, Al aska
POSI TI ON  STATEMENT:
am(efd fld).

ROGER BURGGRAF
Fai r banks, Al aska
PCSI TI ON STATEMENT:
fld).

LUKE HOPKI NS, Mayor

Fai r banks North Star
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President, Al aska Conference of Mayors

Fai r banks, Al aska

PCOSI TI ON STATEMENT: During the hearing on CSSB 21(FIN) an(efd
fld), urged the language for community revenue sharing that was
included in the original version of SB 21 be included in the
proposed comm ttee substitute.

KARL GOHLKE

Frontier Supply Conpany

Fai r banks, Al aska

POSI TI ON STATEMENT: During the hearing of CSSB 21(FIN) am(efd
fld), testified in support of oil production tax reform

TI'M TI LSWORTH

Fai r banks, Al aska

POSI TI ON STATEMENT: Testified in opposition to all versions of
SB 21 unless certain steps are taken.

RENEE SCHOFI ELD

TSS, Inc.

Ket chi kan, Al aska

POSI TI ON STATEMENT: During the hearing of CSSB 21(FIN) am(efd
fld), testified in favor of the proposed commttee substitute
HCS CSSB 21, Version B

ONEN GRAHAM

Al aska Forest Associ ation

Ket chi kan, Al aska

PCSI TI ON STATEMENT: Testified in support of CSSB 21(FIN) an(efd
fld).

SONYA FUNARO

Anchor age, Al aska

POSI TI ON STATEMENT: Testified in support of CSSB 21(FIN) am(efd
fld).

TARA SWEENEY, Senior Vice President

External Affairs

Arctic Sl ope Regional Corporation (ASRC)

Anchor age, Al aska

PCSI TI ON  STATEMENT: Testified in general support of CSSB
21(FIN) am(efd fld) and offered suggestions on the bill.

GRAHAM GREEN

Anchor age, Al aska
POSI TI ON STATEMENT: Testified in support of SB 21.
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MARY BARR

Anchor age, Al aska

PCSI TI ON STATEMENT: Testified in support of CSSB 21(FIN)
fld).

TOM MALONEY

Anchor age, Al aska

POSI TI ON STATEMENT:  Testified in support of CSSB 21(FIN)
fld).

RACHAEL PETRO, President and CEO

Al aska State Chanber of Conmerce

Anchor age, Al aska

PCSI TI ON STATEMENT: Testified in support of CSSB 21(FIN)
fld).

MAYNARD TAPP

Anchor age, Al aska

PCOSI TI ON STATEMENT:  Testified in support of CSSB 21(FIN)
fld).

LYNN JOHNSON

Anchor age, Al aska

POSI TI ON STATEMENT: Testified in support of CSSB 21(FIN)
fld).

JOHN DI CKENS

Bet hel , Al aska

PCSI TI ON STATEMENT: Testified in support of CSSB 21(FIN)
fld).

DEANTHA CROCKETT, Executive Director

Al aska M ners Associ ati on (AVA)

Anchor age, Al aska

POSI TI ON STATEMENT: Testified in support of CSSB 21(FIN)
fld).

Cl NDY ROBERTS
Anchor age, Al aska
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am(efd

am(efd

am(efd

PCSI TI ON  STATEMENT: Testified in opposition to CSSB 21(FIN)

am(efd fld).

JOHN " JACK" RODERI CK
Anchor age, Al aska

PCOSI TI ON  STATEMENT: Testified in opposition to CSSB 21(FIN)

am(efd fld).
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Rl CK ROGERS, Executive Director

Resour ce Devel opnment Counci

Anchor age, Al aska
POSI TI ON STATEMENT:
fld).

CARL PORTMAN

Anchor age, Al aska
POSI TI ON STATEMENT:
fld).

KEI TH SI LVER
Anchor age, Al aska
POSI TI ON STATEMENT:
fld).

for Al aska,

Testified in support

Testified in support

Testified in support

SCOTT HAWKI NS, President and CEO
Advanced Supply Chain International

Anchor age, Al aska
POSI TI ON STATEMENT:
fld).

GAI L PHILLIPS
Anchor age, Al aska
POSI TI ON STATEMENT:
fld).

JEANI NE ST. JOHN
Anchor age, Al aska

POSI TI ON  STATEMENT:
21(FIN) an{efd fld).

JOE MATHI' S, Vice President for

Testified in support

Testified in support

Testified

Ext er na

NANA Devel opnment Cor poration

Anchor age, Al aska
POSI TI ON STATEMENT:
fld).

MARY ANN PEASE, Oamner

MAP Consul ting
Anchor age, Al aska
POSI TI ON STATEMENT:
fld).

ACTI ON NARRATI VE

HOUSE RES COW TTEE

Testified in support

Testified in support

| nc.

of

of

of

of

of

in qualified support of

of

of

(RDC)

CSSB 21(FIN) an(efd

CSSB 21(FIN)

am(efd

CSSB 21(FIN) an(efd

CSSB 21(FIN) an(efd

an(ef d

CSSB 21(FI N)

CSSB

Affairs

CSSB 21(FIN) an(efd

CSSB 21(FIN) an(efd

April 1, 2013



1: 05: 40 PM

COCHAIR ERIC FEIGE called the House Resources Standing
Commttee neeting to order at 1:05 p.m Representatives Seaton

Johnson, Tuck, Tarr, dson, P. WIlson, Saddler, and Feige were
present at the call to order.

SB 21-O L AND GAS PRODUCTI ON TAX
DRAFT

1: 05: 59 PM

CO CHAIR 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 anobunts due for fees, taxes,
and paynents nade and property delivered to the Departnent of
Revenue; providing a tax credit against the corporation incone
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 nmonthly 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
statenents by producers and explorers; establishing the Gl and
Gas Conpetitiveness Review Board; and making conformng
anendnents.” [Before the conmmttee was HCS CSSB 21, Version B
| abel ed 28-GS1647\B, Nauman/Bullock, 3/29/13, adopted as the
wor ki ng document on 3/29/13.]

CO CHAI R FEI GE opened public testinony on the proposed conmttee
substitute, HCS CSSB 21, Version B

1: 07: 10 PM

Bl LL CORBUS noted he served as conm ssioner of the Departnent of
Revenue under Governor Frank Mrkowski from 2003-2006. He
participated in the decision on the economc |limt factor (ELF)
aggregation, fornulation of the production profits tax (PPT),
and watched with dismay in 2007 when the |egislature passed
Al aska's C ear and Equitable Share (ACES). He offered his
support for CSSB 21(FIN) amefd fld) that includes renoval of
the extreme progressive tax increase at higher oil prices,
i nclusion of the gross revenue exclusion (GRE), nodification of
the tax credit systemthat will result in credits being granted
when oil is produced, and encouragenent of new production in the
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old legacy fields where a large proportion of total reserves is

| ocat ed. He said this legislation is needed to increase the
investnment by the petroleum industry to stem the declining oi
producti on. It is also necessary if Alaska is to continue the

prosperity it has experienced in the past.
1:09: 11 PM

REPRESENTATIVE P. WLSON inquired whether M. Corbus was
di scussing CSSB 21(FIN) am(efd fld) or the proposed conmttee
substitute, Version B

MR CORBUS replied he is not up to speed on the proposed
commttee substitute, but he is up to speed through the Senate's
action.

1: 09: 55 PM

GARY M LLER asked who would buy a $30,000 car wthout a
guarantee and then asked why the oil conpanies would be given
billions of dollars with no guarantee. Al aska's citizens are
well aware of progressivity, he said, because when they pay
their federal taxes the nore they earn the higher the percentage
they pay in taxes. The citizens of Alaska pay a progressivity
tax and the oil conpanies should also. The State of Al aska has
been given nore income by ACES to serve its citizens, while at
the sane tinme giving the oil conpanies $35 billion in profits.
But that is not enough for them he charged, they want nore and
to get it they have to have the State of Al aska give up services
to its citizens, which would be shortchanging the citizens of
Al aska. He urged that this not be done.

1: 11: 08 PM

JACKI E STEWART testified she began working in Alaska in 1975 and
retired from her state work in 2008. She expressed her concern
about the state's unfunded liability for retirees and about
education in the state. Her son is in the school system and
plans to continue through the Al aska university system She
understood that education is flat funded and that pre-

ki ndergarten has |ost about one-third of its funding. She
poi nted out that these are usually the at-risk children, not the
children whose parents can afford good pre-schools. She asked
whet her these children will be helped to be productive citizens
of the state or will the state scrinp on their education so nore
nmoney can be put into the coffers of the oil conpanies. The
bill is ineffective because there are no guarantees, she said.
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If legislators want to reduce oil taxes it should be done in a
way that gets some kind of guarantee of production, not a

prom se or a hope. If this bill is passed, the commttee
nmenber s’ constituents wll be 1looking to see how their
representative voted and once they realize what a horrific
financial mstake it was, they will not vote nenbers back in.

The notives of the governor and senators who passed the
| egi sl ation are being questioned by the people. She urged that
the bill not be passed out of commttee.

1:14: 01 PM

DAVI D PERRY questioned why state governnent would want to reduce
the taxing on these large corporations at a tine when they are
posting record profits and yet the state is noving into the area
of reduced funding. He expressed his concern about reduced
education and about unfunded liabilities since he is a state
enpl oyee working for the Alaska Marine H ghway System (ANVHS)
He related that while at sea, crew nenbers are discussing why
the state is doing this at a time when the state has so many
needs. He is bothered that there is no conmtnment from the oi
conpanies that they are indeed going to increase production if
their tax liability is reduced. G ven the state's situation he
woul d think the state would be | ooking for a commtnent fromthe
oi |l conpanies to increase production.

1:16: 10 PM
BRAD FAULKNER said he is an Alaska resident of 55 years,

starting to work on construction of the Trans-Al aska Pipeline
System (TAPS) in 1975 and working a nunber of jobs on the North

Sl ope off and on since then. He strongly opposes the bill as
witten because he fears that excluding new areas of the |egacy
fields wll have a fiscal inpact three to four tines what is

bei ng predicted. A reason for his fear, he explained, is that
much four-di mensi onal seismc work has been done throughout the

| egacy fields in the last few years. I n Kuparuk that work has
been conmbined with coiled tube directional drilling and Conoco
has been able to drill as many as eight separate small pockets
of oil off the same hole. When ELF was passed the unintended
consequence was that 80 percent of the oil from Kuparuk and
Prudhoe was excl uded. Thi s sane uni ntended consequence wll be
found with this bill, he warned, particularly in Kuparuk where
the oil is in mcro-pools rather than larger pools. It is known

that a huge pool of oil sits just off the eastern portion of
Prudhoe that has never been tapped and the "end ganme" has been
to figure out how to use this field that would put as nuch as
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165,000 barrels of oil in the pipeline for ten years from the

time it is tapped. Unfortunately, those well logs remain
proprietary even though they have been known about for years
These 600 mllion barrels of oil have been warehoused for 35-40

years and now the state is going to give a tax break to devel op
it while cutting school funding and every other bit of state
funding to do it. As a lifelong Al askan that does not set well
with him When tweaking the bill, it does not matter whether
[the base rate] is 30 or 35 percent because it is all about new
areas of legacy fields and that is going to nake the cost of
this bill go up three or four tines.

1:19: 17 PM

CO CHAI R SADDLER inquired why that pool of 600 mllion barrels
of oil has not been produced by the industry when prices are now
so high. He further asked where this information about the pool
of oil comes from

MR. FAULKNER responded it has not been drilled at high prices
because it is not their first oil field in the world. Every oil
field has a predictable decline curve and they built thensel ves
a 48-inch pipeline. So, at some point, to get the last bit of
oil out of this massive oil field they found they were going to
have to put a mninmum anount of oil in order to suck the I ast of
the oil out of the Prudhoe field; renenber when they canme up
with this plan they did not have Kuparuk pegged out yet. An
individual retirenent account (IRA) is putting noney aside to

have noney for living off during old age - and this is an oil
field IRA He said he cannot tell the commttee how he knows
this, but he can say tinme wll prove him right. In further

response, he posited there are many oil geologists within the
state and industry who understand this.

CO CHAIR SADDLER surmised that what 1is being said is an
unsubstanti ated al |l egati on.

MR. FAULKNER answered, "It is kind of unsubstantiated |ike the
gains that the oil conpani es plan to give you are
unsubstantiated. So, that is correct."

1:21:12 PM
KEVIN WALKER noted M. Faul kner wote an editorial in a Honer
newspaper about the 600 mllion barrels of oil, which is enough

oil to keep the pipeline open for 10 nore years. The pipeline
was built for a 30-year life, but is already 35 years old and in
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need of being fixed or rebuilt. Expressing concern about
conflict of interest, he said the governor is an oil |obbyist
and [Senator] Mcciche is a superintendent for ConocoPhillips.
Why rush getting oil out of the ground now at $110 a barrel when
in 10-30 years it will be worth $2,000 a barrel, he asked. The

state does not need to go into debt; the oil is like a bank
account and can be w thdrawn when needed. The state is getting
by and does not need to give the oil conpanies billions of

dollars in tax breaks at this tine.

1:23:18 PM

JOSEPH SEBASIAN, a commercial fisherman, said he opposes the
bill. He related that Governor Parnell is a former oil | obbyi st
who has said that if this bill is passed sonmething will happen

in three to five years. He further related that Ms. Rehfeld of
the Ofice of Mnagenent & Budget has said the hope is that
production w Il increase. So, he continued, there is a "maybe"
and a "hope", but nothing in black or white or |egal factua
response from the oil conpanies. He related that President
Calvin Coolidge said, "It is much nore inportant to kill bad
bills than pass good ones." [Inquiring whether commttee nenbers
remenber "Chuck Hamel or Wackenhut Detective Agency or the
Al yeska Pipeline Consortiunt, he charged that the oil conpanies
have a history of being notorious liars. He rem nded nenbers
that one of Alaska's nobst trusted oil advisors, Pedro van Meurs,
has said this oil tax giveaway is unnecessary and wong. He
urged the state stay the course for the next three to five years
and wait until there is a solid, factual, and |egal comtnent
from the oil conpanies before Al askans consider changes. There
is no rush or enmergency at this time; let the bill die the death
it deserves. He shared that his famly, children, friends, and
peopl e he neets on the street are concerned about the bill.

1: 25: 58 PM

ROGER BURGGRAF supported CSSB 21(FIN) am(efd fld), saying Al aska
is alnost totally dependent on oil reserve revenues to cover the
costs of governnent and capital inprovenents that nust be nade
for the state to survive. Failure to increase oil production
will destroy the economc viability of Alaska' s econony, its
villages, towns, and cities, and the opportunity for the state's
peopl e, both in government and private industry, to provide for
their famlies. The legislature in the past has failed to
address this problem ignoring the signs of reduced oi

producti on. Wiile he is no expert on oil and gas taxation, he
said he knows sonething nust be done to get the oil conpanies to
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continue to invest in Alaska and find nore oil for production
He offered his hope that the interests of those who feel that

oil is bad and who do not want nore production will not prevai

again this year. Meani ngful oil tax reform is needed to
encourage investnent in Al aska by the oil conpanies. Al aska, if
it is going to grow and develop, must build out its

infrastructure to gain access to its resources to allow Al askans
to live in Alaska and industries to provide jobs. He said ACES
has not done its job; he urged there be a plan that will allow
Al aska to survive into the twenty-first century.

1:29: 05 PM

LUKE HOPKINS, Mayor, Fairbanks North Star Borough, President,
Al aska Conference of Myors, thanked the comrttee for its
consideration of community revenue sharing being tied back to a
specific source of tax revenue. He wurged the conmttee to
support the governor's l|language in SB 21 that ties the source of
community revenue sharing to the corporate incone tax since the
revenue sharing program has always had a particular source of

funding called out in |egislation. The Senate renoved that
| anguage, which is of concern to many of the mayors he has
spoken to. Many of his fellow mayors are concerned as to what
the local comunity will be experiencing in terns of reduced

fees and state prograns that cone to | ocal communities. Revenue
sharing is one piece that is very near and dear to his borough's
residents because in his comunity the nmayors have always put
that back into reduced property taxes. He again urged that the
| anguage as witten in the governor's legislation for the $60
mllion in funding be nai ntai ned.

1: 31: 33 PM

REPRESENTATI VE TARR asked whether the Alaska Conference of
Mayors has sent anything to the |legislature or passed a
resolution on this.

MAYOR HOPKINS replied the organization has not yet had the
chance to neet by conference call or electronic mail to pass a
resol ution. The Alaska Conference of Myors net wth the
governor |ast week and the conference only has a "white paper”
on the issue about its concern for the source of revenue, which
he offered to send to the conmittee.

REPRESENTATI VE TARR requested Mayor Hopkins to do so.

1: 32: 32 PM
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CO CHAIR SADDLER inquired whether Mayor Hopkins is taking a
position on the entire bill in addition to a source for
comunity revenue sharing.

MAYOR HOPKINS responded the bill has concerns for the mayors;
| etters have been sent to the governor and they were copied to
all legislators. O concern for near-term community |evel

planning is what happens to those prograns that receive state
funding to assist community residents when the state is in a
reduced budget scenario. Nothing very definitive has been heard
and the nmayors are hoping that as the conversation goes along

there will be nore definition. He would say the mayors are
holding their breath but will have to agree at sonme point soon
and have that conversation with the |egislature. He has had

conversations with the Interior Del egation nenbers on what m ght
be expected and there is not yet much definition.

1: 34: 06 PM

CO CHAI R SADDLER concl uded Mayor Hopkins is appreciative of the
linkage with revenue sharing, is concerned about the possible
| oss of revenue, but takes no position on the bill.

MAYOR HOPKINS answered he would say, "at this tine, yes,"” wth
the understanding that there is a need to have oil flow ng and
all those pieces and how to arrive at that. From the
conversations he has had, he is unsure there is going to be a
re-direction of this legislative package and what may happen to
education and other prograns that get down to the |ocal |evel.

1:34:54 PM

REPRESENTATI VE SEATON appreciated the desire to link revenue
sharing and corporate inconme tax. However, he noted, another
section of the bill gives up to $10 million in corporate incone

tax credit to oil service providers. He asked if Mayor Hopkins
has anal yzed whether there is going to be a pot of nobney wth
these reductions in corporate incone tax that will sufficiently
provi de for revenue sharing as well as education tax credits.

MAYOR HOPKI NS understood the anount of funding received by the
state for its corporate and oil and gas taxation, separate from

progressivity, is $750 mllion. So, with the other reductions
that are being tal ked about, save mmjor reductions in corporate
i ncone taxes, there should be enough noney for $60 mllion every

year to be set aside for revenue sharing.
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1: 36: 52 PM

REPRESENTATI VE SEATON presuned Mayor Hopkins has |ooked at
Version B, the commttee substitute, that ties [revenue sharing]
to AS 43.20.030(c), which he believes is just the corporate
i ncome tax. He encouraged Mayor Hopkins to re-analyze this if
the mayor is thinking it is corporate income tax as well as oil
and gas production tax.

MAYOR HOPKI NS responded that is why he is asking to go back to
t he governor's | anguage which has that |arger body of annual tax
revenue for revenue sharing and other itens that nay be attached
inthis legislation, so it is that $750 mllion pot of nopney.

1: 37: 59 PM

KARL GOHLKE, Frontier Supply Conpany, stated his conpany is a
menber of the Resource Devel opnent Council (RDC), Alaska Gl and
Gas Association (AOCXO), Alaska Mners Association (AWA),
Associ ated CGeneral Contractors of Alaska (AGC), [Alaska Industry
Support] Alliance, and the Geater Fairbanks Chanber of
Conmer ce. He maintained the production decline is not because
Alaska is running out of oil, but is in part due to Al aska no
| onger being conpetitive in attracting industry investnent for
oil and gas production. High oil prices have expanded industry
i nvestnment in production, but not in Al aska. Al aska has dropped
behind North Dakota in production and is at risk of falling
behind California and becomng fourth in the nation. Al aska has
the highest cost in tax rates in the nation. Corporate capital
is limted and only the nost profitable projects in a conpany's
portfolio wll get funded. Investors are taking their nopney
where they get a greater return. Alaska needs a new policy that
is fair to all Alaskans, encourages new production, restores
bal ance to the system and is durable far into the future.
Frontier Supply Conpany does not do a lot of business with the
oi | conpanies, he explained, but it does a |ot of business wth
enpl oyees and conpanies, |ike Flowine, ATNS, Universal Welding,
The Welding Shop, Alaska Rubber & Rigging, Airport Equipnent
Rental, Lynden Transport, Carlisle Transportation, Al aska Wst
Express, Sourdough Express, CNR Pipe, Geat Northwest, and
pl unbers and pipefitters, all of which do a |ot of business with
the oil conpani es. New production would pronote growh in the
private sector econony, leading to nore econom c devel opnent,
job creation, and long-term revenue streans. The oil decline
has been discussed far too long; action is needed now to reform
oil production taxes, attract new investnent, and increase
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producti on. He urged that there be neaningful reform of oil
production taxes to nake Al aska a conpelling place to invest.

1: 40: 30 PM

TIM TILSWORTH noted he is a 42-year resident of Al aska,
prof essor eneritus of civil and environnmental engineering at the
University of Alaska, and a |icensed professional engineer for
the State of Al aska. He said he has been analyzing and witing
about this topic since March 2011 and found no evidence that
ACES caused the reduced flow in the pipeline; it is a nyth that

sonmeone started and everyone piled on. The oil industry blanes
the rate of progressivity in ACES for lack of reinvestnent, but
the industry wll not guarantee any increased production in
exchange for a tax reduction. He urged SB 21, as well as any
anended versions, not be passed wuntil there is a solid
commtnment from the oil industry. If necessary, wite a
contract between the State of Alaska and the oil industry that

says if industry produces new or increased oil the state wl
give a specific tax break. He urged that ACES be left in place

for the legacy fields. If industry has to be given a carrot
then reduce the rate of progressivity from 0.4 percent to 0.3
percent for oil above the price of $100 a barrel. Debate should

be focused on new fields and increased production with capital
credits continued for exploration and devel opnment of new fields.
While SB 21 has sone good parts pertinent to new fields, it is
not enough. He urged that discussion of an oil industry tax
break be tabled to force a special legislative session to ensure
Al aska gets the right tax break; there is too nuch cash, $6
billion, to pass across the table wthout in-depth study by
every nenber of the House. Lastly, he expressed his outrage
that legislative rules allow nmenbers with a conflict of interest
to be forced to vote on legislation. The practice is unethical,
i mmoral, and outrageous behavior of elected representatives, he

char ged. Because Representative Hawker's wife is enployed by
ConocoPhillips, he wurged that Representative Hawker recuse
himself from voting on this issue when it cones to the House
fl oor. People receiving support from this industry have no

busi ness voting on this issue, he said.
1:45: 31 PM

RENEE SCHOFI ELD, TSS, Inc., stated TSS does not do business wth
oil conpanies, but does do business with l|ocal folks who do
business with the oil conpanies. She encouraged the committee
to stay with the [governor's] four principles: fai rness, new
production, keeping it sinple, and ensuring it is durable for
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Al askans. She said her goal in keeping her conpany going is so
her granddaughters can go to college in Alaska and continue to
work in Al aska. She thanked the commttee for working on the

bill. In response to Co-Chair Saddler, she confirnmed she is in
favor of the bill as it is before the commttee [Version B].
1:46: 59 PM

ONEN GRAHAM Al aska Forest Association, testified that revenue
for the state is inportant, but said using the state's resources
to incentivize and support economc activity is even nore
important. This legislation will hopefully provide both, but if
the state only gets an increase in economc activity and the

rel ated enploynent, then the legislation will be a success to
hi m I ncreasing state revenue is only worthwhile if the funds
are used effectively. In Southeast Al aska, for exanple, the

federal governnent manages over 90 percent of the tinberl ands
but the governnent is currently seeking to replace |ogging and
manufacturing jobs in the region with federally funded make-work
projects that will disappear when the funding ends. The federa
government should instead fund access to the tinber resources so
a self-sustaining industry of manufacturing wood products can

provi de | obs. Simlarly, the state should be seeking to
stabilize and sustain the oil business rather than seeking
hi gher revenues. He said he supports SB 21 because a greater
profit incentive for the oil conpanies wll help achieve the
goal of sustaining the oil industry into the future.

1:49:18 PM

SONYA FUNARO said she is enployed in project performance
managenent with an oil services conmpany in Anchorage. Born and
raised in Juneau, she was active in high school student
governnment and attended college in Massachusetts. From a single
parent hone, she worked 20-30 hours a week to pay for her
cl othes and school supplies, as well as worked at fund raising
activities so she could participate in college prep activities,
such as attending the C ose Up program in Washi ngton, DC. She
| ooks forward to receiving the annual permanent fund dividend to
hel p achi eve her personal education goals. Since oil production
generates royalties that go into the permanent fund, she is
concerned the dividend wll disappear due to the current trend
of production decline. Three years ago worked on the North
Sl ope as part of an exciting construction project that included
new production, engineering fabrication, and construction, but
that job ended and nmany of the people working on it had to go
out of state to find jobs. Currently, there is not the sane
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opportunity for oil and gas jobs in Al aska, she said, a great
probl em considering that so many of Al aska's industries depend
on the stability of oil and gas production. She plans to live
in Alaska for the rest of her life and would like for her
children to have the sanme benefits and financial security that
she had grow ng up here. A stable econony for years to cone is
important, so for this reason she supports any |egislation that
encour ages increased oil production in a declining industry.

1: 51: 38 PM

TARA SWEENEY, Senior Vice President, External Affairs, Arctic
Sl ope Regi onal Corporation (ASRC), stated her comments are from
t he perspective of an enployer and a conpany with an enterprise
involved in the value chain of oil developnent in Al aska, from
exploration through refining product and all services in
between. She said ASRC is generally in support of CSSB 21(FIN)
amefd fld), is currently reviewing the conmittee' s working
draft [Version B], and will continue participating in the public
process. On March 27, 2013, ASRC sent a letter to the commttee
and still stands by the points raised in that |etter about what
it supports in the bill and what needs strengthening. For
today's purposes, she said she will focus on the general area of
gross revenue exclusions (GRE) [called gross value reduction
(GVR) in the current bill version]. While ASRC feels that the
base rate of 35 percent is too high, ASRC could support it if it
were coupled with the foll ow ng changes. First, renove | anguage
contained in Section 29 that requires the well to be accurately
nmetered and neasured to the satisfaction of the conm ssioner of
the Departnent of Revenue. It is wunclear what "to the
satisfaction of the conm ssioner”™ nmeans and it creates anbiguity
at a time when certainty is needed. This |anguage inplies there
is an absence of this practice and as a small producer ASRC
stands by its netering and neasuring practices, which are
currently nonitored by the Alaska GO and Gas Conservation
Conmi ssi on (ACGCC) . In [the GVR s] current form producers do
not have certainty that a new well will be eligible for the 20
percent [GVR]. If the state wants new oil, then any new well
should count for that exclusion. Layering on an additional
approval process between the Departnment of Revenue and the
Department of Natural Resources for new oil would be onerous and
inefficient. The ASRC supports having new wells eligible for
the [GVR]. Second, renove the |anguage also contained in
Section 29 that would require the producer to denonstrate to the
Department of Revenue the volume of oil or gas produced from
that well. This requirement would be burdensone, expand state
bureaucracy, and would inhibit oil and gas investnent. If a
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well is drilled and produces oil or gas, sinply put it should

qual ify. As an enployer, service provider, resource owner,
expl orer, producer, and developer, ASRC is in a unique position
to provide comments, she opined. Whil e sone may be | ooking at

this issue through a narrow |lens, ASRC can see this issue from
several inportant viewpoints. The ASRC strategically plans for
a sustainable future in Al aska and supports a healthy and robust
oil industry in the state. She thanked the commttee for its
wor k and encouraged that there be continued progress on the bil
as it noves through the House.

1:55: 20 PM

REPRESENTATI VE TARR asked when the commttee mght hear from
ASRC about the changes nmade in Version B

M5. SWEENEY replied ASRC will provide additional insight from
its perspective by the end of this week. She pointed out it
takes ASRC a little longer to analyze what the |egislature puts
forward due to ASRC s different facets of involvenent in the oi

i ndustry as resource owner, producer, explorer, and owner of
conpanies that are involved in supporting the oil and gas
i ndustry and enpl oyi ng nearly 5,000 Al askans.

1: 56: 39 PM

GRAHAM GREEN, a lifelong Al askan, said anyone wanting to know
what the State of Alaska's policy on oil production has been can
go to the website of the Departnment of Natural Resources,
Division of Gl & Gas, where the Al aska oil/gas production graph

shows it all. Total production in 2002 was 388 mllion barrels
and 10 years later in 2012 total production was 211 mllion
barrels, a 45 percent decline. Since 2007, when the failed
policy of ACES was enacted, production has declined over 26
per cent . He asked how this can be when oil prices are at

historically high prices and production has increased in all
other oil producing states. According to the "econom c research

group”, all other oil producing states had increases in
production in 2012, with the exception of Al aska which was down
over 7 percent. After nunerous seasons of production decline
since ACES was enacted, a change has to be made. He urged the
commttee's support of SB 21. Responding to Representative
Tarr, he confirmed he works in the oil industry.

1:59: 31 PM
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MARY BARR declared it is a fact that oil production in Al aska
has steadily been declining since 1989, while the state's
spendi ng has increased. To encourage additional oil and gas
production, the state's spending nust be brought under control,
she said, and the state's oil and gas tax structure nust be

r ef or med. Changes to the tax structure should encourage both
addi tional exploration and additional production. She rel ated
the saying that if less of sonething is wanted just raise taxes
on it. Saying taxes are negative incentive, she urged the

commttee to pass CSSB 21(FIN) am(efd fld).
2:01: 04 PM

TOM  NMALONEY, a long-term resident of south  Anchor age,
conplimented the governor, admnistration, consultants, and
| egislature for an outstanding job exam ning Al aska's current
production and tax system He recalled a recent graph by the
Department of Revenue (DOR) for crude oil production by state
for 2011-2012. O the 15 locations, the top two oil producing
states were North Dakota and Texas, up over 55 and 34 percent,

respectively, for the year. Every other state was up for the
year as well, except one - Alaska, which was down by 7.1
percent. In fall 2007, the revenue resource review published by
the Resource Devel opnent Council contained the follow ng quote
from then comm ssioner [of DOR] Pat Galvin - "Frankly, we have
not said that ACES inproves the investnent clinmte. Clearly
there is going to be a larger state share and that isn't going
to make econom cs of projects better."” M. Maloney said this
was a very astute observation that has been proven correct. I n

cal endar year 2007, North Slope oil production averaged 739, 000
barrels a day, but in calendar year 2012 production averaged
just 548,000 barrel a day. Five years ago production was nearly
35 percent higher. Production ranged from a |low of 399,000 in
August to a high of 624,000 in January 2012. Thus, in 2012, the
hi ghest producing nonth was |ower than the |owest producing
nmonth in 2007. This is unsustainable for a positive long-term

econony for Al aska. He urged the conmttee to focus on the
governor's guiding principles and "to not be fine wth
production decline."” The reduction of 191,000 barrels a day for
a year, at $100 a  Dbarrel, results in a reduction of
approximately $7 billion in Al aska's econony in one year alone.

He encouraged the commttee to change the course.
2:03:53 PM

RACHAEL PETRO, President and CEO Alaska State Chanber of
Commerce, noted the Alaska Chanber is a statew de, pro-business
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organi zati on conprised of businesses of all types and sizes from
across Al aska. For the third year running, Al aska Chanber
menbers have selected reform of oil tax policy to encourage new
production as its top legislative priority. This is in addition
to the 13 local chanbers of commerce that also support oil tax
ref or ms: Anchor age, Bethel, Chugach, Eagle River, Fairbanks,
Hai nes, Juneau, Kenai, Ketchi kan, Kodiak, Palner, Seward, Sitka,
and Wasilla. The Al aska Chanber supports the guiding principles
the governor has outlined for an oil tax bill and believes that
SB 21 is an excellent start at reaching those goals. The Al aska
Chanmber |ooks forward to hearing expert analysis on Version B,
but remmi ns concerned that SB 21 truly makes Al aska conpetitive.
A conpetitive oil tax regime wll 1incent new exploration,
devel opment, and production. To that end, the Al aska Chanber
believes SB 21 should address as many different types of
projects as possible. Ending the onerous progressivity within
ACES benefits |legacy producers and extension of the smal
producer credit until 2022 would benefit newer narket entrants.
The Al aska Chanber believes that being conpetitive neans nmaking
Al aska's resource stand out from what is available elsewhere in
t he market. Being mddle of the pack when it cones to tota
governnent take inproves Al aska's conpetitive position, but is
that enough to nove capital investnment from another region into
Al aska? Alaska's renoteness from the market, arctic climate,
and high labor and logistical costs cannot be changed by SB 21,
but those factors can and should be considered as the bill is
crafted because Al aska's econom c future depends on it.

2:06:56 PM

MAYNARD TAPP offered his appreciation for what has been done by
the Senate and the commttee, noting that limting progressivity
is what is trying to be acconplished. He suggested limting the
governnment take to 50 percent and 50 percent for producers

because a fair deal with a friend is 50:50. He urged leveling
of production to 600,000 barrels a day and determning a way to
get to the governor's goal of 1 mllion barrels per day; for

exanple, nmaybe the right nunber for government take is 50
percent rather than 62 percent. Alaska wants to be first on the

list for investnent, not in the mddle of the pack. After 40
international years in the oil and gas industry, he has |earned
that not everything works out the way it was planned. It may be

nmechani cally possible to transport oil at 300,000 barrels a day,
but it does not allow for upsets in flow and breakdown in the
facility that is 36 years old. The governor's goal is to
produce 1 mllion barrels a day from state | ands. Det er m ni ng
the selection of paths to producing the 1 million barrels a day
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may not be an easy thing for legislators to do, but getting rid
of progressivity and leveling the production to 600,000 barrels
of day will provide a scenario where it nay be possible to
increase oil investnment by the producers. Responding to
Representative Tarr, he said his 40 years of work in the oi

i ndustry was nostly in project and project control.

2:09: 44 PM

LYNN JOHNSON supported SB 21, saying he is a 40-year resident of
Al aska, a businessman wth Dow and-Bach Corporation, and 1is

involved with many entities throughout town. Al aska needs to
beconme nore conpetitive with other oil produci ng basins. North
Dakota and Texas are kicking Alaska's tail in production rate.

| nvestnent flows to regions and projects with the best overal

rate of return, he opined. Alaska is already a high cost basin
due to geography and climate. Alaska is soon to be fourth in
domestic production, behind even California. As said by the
governor, neaningful reformis needed that is fair to Al askans,
encourages new production, is sinple, and is durable. Al aska's
economc future is at stake, oil production needs to be
i ncreased now. This is the third legislative session that
testinmony has been taken on ACES reform and during this period
of study and debate TAPS throughput has declined al nost 100, 000
barrels a day. Saying Al aska cannot afford the decline, he
urged SB 21 be the vehicle for nmaking Al aska conpetitive again.

2:11:30 PM

REPRESENTATI VE TARR recounted that |egislators have repeatedly
asked industry whether it wll invest nore in Al aska should this
measure pass, but at no point has industry said it wll. She

asked whether this gives M. Johnson cause for concern.

MR. JOHNSON answered no, industry should be given a chance
because there wll be trenmendous backlash if that investnent
does not cone.

2:12:39 PM

JOHN DI CKENS, a resident of Bethel, said he is taking vacation
time fromhis job to testify because he believes the very future

of Alaska is at stake. Alaska is on the very of a financial
cat astrophe and apocal ypse that nobody seens to get their mnd
ar ound. Fifty percent of Alaska's projected future revenue in

2020 is based on other people's noney or oil conpanies' noney
that has yet to be invested. Capital is invested to get return
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on investnent. The conmmittee still has not addressed that the
only place worse than Alaska to invest for oil conpanies is
North Korea and Venezuel a. As a child he had a dream that
sonmeday the oil fromthe north would be brought to narket; every
step of the way was a tough fight. It is ironic that many of
the people whining today about how nuch noney is going to be
given away did not want the pipeline at all. It was a 50-50 tie
in the U S. Senate and Vice President Spiro Agnew broke that
tie. From 1973 to 1975 the gross donestic product of Al aska

doubl ed because of oil conpany investnent; it was $7-$8 billion
in 1970 dollars, in today's dollars that would be about $143-
$146 billion. He asked why industry would drill in Alaska with
the way it is treated. He urged the bill be passed right away.
Rat her than asking for the oil conpany's commtnent, the
| egislature's commtnment to quit changing the rules should be
asked for. Regarding testinony that Governor Parnell has a

conflict of interest, he argued that anyone who has cashed a
per manent fund di vidend has a conflict of interest.

2:17:51 PM

DEANTHA CROCKETT, Executive Director, Al aska Mners Association
(AMA), noted AMA is a statewide wunbrella association that
represents the six large netal mnes in Al aska, the one coal
m ne, |arge exploration projects, and hundreds of snall placer

m ners, contractors, and vendors. She explained this issue has
been one of AMA's top priorities for the third year in a row
because a healthy oil industry is good for the mning industry.

Conmpani es are |ooking at mneral deposits in Alaska that are
incredi ble, but a nunber of things are stacked against mning

conpani es: a huge lack of infrastructure, very challenging
geogr aphy, challenging geology, <challenging climte, and the
state's political structure that is not all that stable. How

the state taxes industry is something that can be controlled.
M ning conpanies Jlooking at <comng into Alaska are very
uncertain and are watching this |egislation because they know
they could be in this same boat. When constant changes are
being made to a tax structure on a single industry, it does not
matter whether or not they are an oil business. She urged the
committee to exercise this control by passing SB 21 and sending
a better message to anyone wanting to invest in Al aska.

2:20: 13 PM
Cl NDY ROBERTS said she and her husband cane to Alaska in 1971

with fornmer Al aska governor and Secretary of the Interior, Wally
Hi ckel . Legislators swear in their oath of office to support
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and defend Article VIII, Section 2 - to act for the naxinmm
benefit of the people of Alaska - and this ethical pledge |oons

over conmttee nenbers at this nonent. Whet her the goal of SB
21 is for Alaska to becone conpetitive or attractive, industry
is asking legislators to believe they will respond by increasing

the throughput of North Slope crude oil and also raise state
revenues. She urged nenbers to not forget that in 2006 Al aska's
tax system changed from the economc |imt factor (ELF) to the
production profits tax (PPT). Conprom sed ethics were part of
that deal and the Federal Bureau of Investigation (FBI) stepped
in to help Al aska clean up. In 2007 the ACES tax system was
established, an action of pride to Governor Palin and her
| i eut enant governor, Shawn Parnell. At this nonent, she opined,
challenges to legislators' ethics and honest pursuit of solid
information are again endangering Al aska's future as owner
state. The commttee's colleagues in the Senate have already
been  conprom sed. Two long-term val ued enpl oyees of
ConocoPhillips, now serving as Senate nenbers, asked to be
recused from voting on SB 21 due to an undeniable conflict of
interest. Their vote wll go down in history as Alaska's "9/11"
- the nonent the owner state becane tagged as owned by the oil
i ndustry. In two mnutes of testinony it is inpossible to
di scuss the billions of dollars that SB 21 will send across the
table to an industry that has given no comritnent to inprove the
flow in TAPS or to raise state revenues. She urged committee
menbers, before it becomes a vote of record, to give their
actions neticulous rather than partisan analysis, to be ethical,
and to not ignore the conflicts of interest anong the conmttee

nmenbers' own col |l eagues. She further urged the conmittee to
take its tinme to evaluate and audit the ACES system and then
deci de. | f nmenbers nust vote on SB 21 now, she advocated they

vote against it.
2:23.18 PM

CO CHAIR SADDLER asked whether M. Roberts is accusing the
| egi sl ature of being corrupt and unethical.

M5. ROBERTS replied no, she was pointing out the exact tine that
the Senate ignored an ethical request fromtwo of its nenbers to
recuse thenselves from voting where there was a clear conflict
of interest that could be taken from the public's side as

somet hing against all |egislators. She added she was urging
conmttee nenbers to nmake that sanme consideration when casting
votes on this very critical issue. A case has not been nmade

with audits as to what the exact inplications have been on ACES.
She has not seen any evaluation of the actual inpact in negative
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revenue of SB 21 and it was only at 1:00 p.m today that she
received a copy of the proposed commttee substitute [Version
B], which has no fiscal note. She said she is urging commttee
menbers to get all the facts that are pending to ensure that
their honor is not questioned.

CO CHAI R SADDLER inquired whether M. Roberts understands that
the senators in question did declare a potential conflict of
interest and foll owed the established Senate rules.

M5. ROBERTS responded she understands that, but asked whether
t hat changed their conflict of interest.

2:25:22 PM

JOHN "JACK" RODERI CK, responding to Co-Chair Feige, confirned he
is the author of the book, Crude Dreans: Ol and Politics in

Al aska. Myving to his testinony, he said he used to be a snall
oil explorer in Al aska and taxes was never a consideration;
conpanies cone to Alaska or anywhere to find oil and taxes is
not a big problem for them He noted he was the Anchorage
borough mayor in the early 1970s, deputy conm ssioner of the
Departnment of Natural Resources in the late 1970s, and wote the

oil and gas leasing law for Al aska. He said the bill is bad
| egi sl ati on. It is conplex and everybody is concerned about
putting nmore oil in the pipeline, but giving a tax break is not
the answer, particularly when there is no guarantee from the
conpanies that they will spend the noney being given them or
even sone of the noney, in Al aska. There nmust be sone
guarantee, preferably in witing, that that w Il happen. The

| argest and nost powerful corporations in the world are being
dealt with and legislators cannot take it sinply on a handshake.
He recomended the bill be put aside wuntil there is nore
information, particularly a guarantee from the conpanies that
they will do what is wanted. Wiile he does not want to be
personal, the question has been raised - if this bill passes in
almost any form the result in the national nedia could be
another "Bill Allen, VECO corruption tale" in Al aska, sonething
he would take personal offense at. He has been in Alaska 60
years, involved in public affairs and the oil business. This is
the nost inportant decision legislators will probably ever nmake
and it should not be nade this way. Not enough is known, the
answers are unknown, and the conpanies will not guarantee that
they will do what they say. This legislation is not the answer.
He has worked wth every governor since statehood, except
Governor Palin, and he does not think any of them would go
forward under these conditions wthout a guarantee from the
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ot her si de. If legislators want to work with the industry then
work with the industry, have them provide nore information, and
enter into sone sort of a partnership arrangenent.

2: 30: 30 PM

REPRESENTATI VE TARR noted some of the concerns are about audit
information that has yet to be teased out. She inquired whether
M. Roderick's statenent about "nore information" is referencing
specific information.

MR. RODERI CK qualified he does not know if it is true, but said
he has read that the governor has experts who have not shared
information with the legislation; if true, that is not good. He
said he is targeting the big three oil conpanies and production
from the legacy fields in particular. He would ask them what
their targets are for profits and while they may not share that,

| egislators need to get into the "guts of the economcs of this
thing" and get a lot nore information. Legi slators are
representing the state and the people, and they are dealing with
the nost sophisticated, snartest people in the world who know
what their interests are. What bothers him is the attitude
often seen now that legislators are trying to help the industry.

However, he declared, be realistic, industry can help itself.

VWaile filling the pipeline is a concern, the oil conpanies know
where their oil is and wll produce it so long as it is
econoni c. He disagreed that [change] needs to be done right
away, saying conpanies have had that oil for 30 years and a |ot
nore is going to be discovered on the North Sl ope. The U. S

Geol ogi cal Survey's nunbers are very conservative, he added.

2:33: 28 PM

REPRESENTATIVE P. WLSON, referencing M. Roderick's statenent
that oil conpanies will make sure they make a profit, inquired
whether the oil conpanies will go sonewhere else if they can

make a better profit there, or will just stay in Al aska.

MR. RODERICK answered the conpanies wll probably do what
Chevron did in the Cook Inlet - sell to a snaller conpany that
does not need that nuch profit. There is no question in his
mnd that the oil is going to be taken out of the North Sl ope.
Not talked about are the tens of billions of barrels of heavy
oil on the North Slope, which will be taken out if and when it
is economc and which BP in particular is working on. He

synpathized with legislators about having to deal wth this
| ong-term problem but said it is not good business and not good

HOUSE RES COW TTEE -27- April 1, 2013



public policy when there are no guarantees that the other side
is going to perform

2:34:54 PM

REPRESENTATI VE P. WLSON asked what the state should do in the
meantime, if it waits, when there is not enough revenue to run
t he state.

MR. RODERICK replied there is $14 billion in the state's cash
account that wll last a while. He concurred the state is
| ooking at a fiscal problem dowmn the line, but said there is
cash for the next few years so there is tinme to sort out this
| ong-term problem of what the state's relationship is with the
oi | industry. He recalled two of the major conpanies stating
that they are going to be in Alaska for the next 50 years; he
mai ntained that that is because the conpanies want to get the
heavy oil. Additionally, he said, they are watching offshore,
whi ch has trenmendous potential and that oil wll have to cone
onto land and the state will get a share through the pipeline.

2:36: 49 PM

RI CK ROGERS, Executive Director, Resource Developnment Council
for Alaska, Inc. (RDC), encouraged the comittee to remain
focused on the ultimate goal of the legislation, which is
i ncreased production from both |egacy and new oil fields. He
said RDC understands the tension between balancing the short-
terminpacts to the treasury with the long-term benefits to both
the treasury and the econony as a whole. Hi s organi zation
remains concerned that too nuch of a short-term focus wll
underm ne the overall purpose of this legislation to increase
production activity and stem the TAPS throughput decline.
Conpetitiveness is not a single point, but rather a continuum
SB 21 is far nore conpetitive than ACES. The degree to which
Alaska's tax policy is nodified should keep in mnd the
chal | enges of operating in Alaska - the short operating season,

high cost, lack of infrastructure, and the delay risks
associated with the plethora of federal permts that are often
appealed in the courts. To attract sufficient investnent

capital to overcone the state's specific challenges, Al aska
needs to be sufficiently aggressive in its tax reduction to
stand ahead of the conpetition. Smal | er producers have |ess
resiliency to overcone these challenges and RDC encourages the
commttee to consider extending the small producer tax credit to
2022 or beyond, again with the goal of helping existing and
future small producers conpete in obtaining the capital to
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i ncrease production. This is not about worrying about what is
good for the industry; it is about worrying about what is best

for Alaska in the long term Regarding the talk about
guarantees, he said the status quo is the guarantee of continued
plus or mnus 7 percent decline rates. If that is done for

another five years while trying to obtain nore information,
where will Alaska's budget be when it is 35-40 percent |ess
annual revenue than today? He said RDC has not done a detailed
anal ysis of the proposed conmmttee substitute [Version B] and
| ooks forward to hearing from the explorers, producers,
consultants, and administration to get a better sense of the
fiscal inpact and how it wll l|ead to nore production. I n
general, RDC is supportive of changes to this evolving tax
policy as it noves through the House wth an enphasis on
increased production from both legacy and new fields.
Commendi ng commttee menbers for its diligence, he said RDC is
encouraged that this legislature will establish an oil and gas
policy this session that leads to a bright future for Al aska.

2:40: 01 PM

REPRESENTATI VE SEATON noted an inpetus behind the bill is to get
increased volune from the legacy fields, yet a mjor |egacy
producer has testified in the past that to do heavy oil it nmnust

be mxed with light oil to be able to be run down TAPS. He
requested M. Rogers' thoughts about how to naximze Al aska's
heavy oil resources if there is a spurt in light oil production.

MR. ROGERS responded he is not qualified to answer and suggested
t he question be asked of a petrol eum engi neer.

REPRESENTATI VE SEATON surmsed RDC would not be in favor of
doing sonething that would nmake Alaska unable to adequately
develop its heavy oil resources in the future.

MR. ROGERS answered RDC' s interest is in maximzing the |ong-
term production from Prudhoe Bay, both the known reserves of
chal l enged oil as well as yet to be discovered resources.

2:41: 59 PM

CARL PORTMAN offered his support of neaningful oil production
tax reform this session. The legislature has been addressing
this issue for years, but has yet to pass significant reforns
that will nove the needle in attracting the investnent needed to

reverse the production decline. Gven the strong conpetition in
the Lower 48 and abroad for investnent capital, Al aska needs to
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be anobng the very best places for investnent. He argued that
taxes do nmatter and said lower taxes wll generate nore
i nvestment, which in turn will boost production and lead to nore
state revenue over the long term New i nvestnment in production
will stinulate the private sector, create nore jobs, grow the
econony, and boost royalty incone to the state. Al aska's
current oil production tax structure has generated billions of
dollars in short-term revenues, but he fears it is at the
expense of long-term investnent, production, jobs, and a
sust ai nabl e econony. "Taxing ourselves to prosperity is a poor
strategy and will undermne our future in the private sector,
t he foundation of Al aska's econony," he said. Under the current
tax structure the state is guaranteed |ower production,
guaranteed | ower revenue, and guaranteed higher budget deficits
over the long term resulting in a weaker econony and a | ower
standard of living for Al askans. Under ACES the state wll face
| eaner budgets and challenges to funding state services and

education as production continues in unchecked decline. It is
time for major oil production tax reform because the status quo
of declining production is unacceptable. He said SB 21 is a

step in the right direction and urged commttee nmenbers to do
sufficient due diligence and to ensure the goals set out in the
| egi sl ati on are achi eved.

2:44: 18 PM

KEI TH SILVER noted he does not work for an oil conpany or an oil
service conpany, but said many of his clients do. No type of
guarantee to the people or to the oil conpanies was provided in
ACES when it was rushed through in a special session of tw to
t hree weeks, he pointed out. To ask for a guarantee now would
be inappropriate. "To do nothing now would be tantanount to
sticking our collective heads back in the ground while the
pi peline dries up," he said. Any reduction in taxes now woul d
not be a giveaway, but rather a correction of a taking via ACES.

He wurged that neaningful reform in oil production taxes be
achieved to nmake Al aska a conpelling place to invest. Doi ng so
will prevent a steepening in the decline curve and put nore oi

in the pipeline.

2:45: 44 PM

SCOTT  HAWKI NS, President and CEO Advanced Supply Chain
International, noted his conpany is a materials managenent
conpany that enploys over 200 Alaskans in the oil and gas

industry in Alaska. Both he and his conpany are concerned about
the health of the industry currently and the relentless annua
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production declines. Even though enploynent |evels have held up
fairly well in the last few years since ACES, it has mainly been
around maintenance and retrofitting of existing facilities.
There has not been adequate new investnent in new production, as
the slope of the production decline curve illustrates. Because
of those concerns, he is encouraged to see SB 21 nove out of the
Senate and now be before this committee. Wil e he has not yet
reviewed the proposed conmttee substitute [Version B], he said
CSSB 21(FIN) am(efd fld) is a major step in the right direction.
He encouraged that the proposed conmttee substitute be
strengthened further, specifically to make sure it adequately

incentivizes production, both fromlegacy and new fields. It is
also inmportant the bill make Alaska sufficiently conpetitive
this tinme around. Regardi ng statenments about a giveaway, that

mtigating the overreach of ACES is sonehow a giveaway to
industry, he would submt that taxation is a takeaway and
mtigating a takeaway is not a giveaway. Failing to institute a
bal anced, responsible oil taxation policy that incentivizes new
production, thereby bending the production curve in the right
direction of upwards, is what would be a giveaway. The state
would be giving away future investnent capital, future jobs,
future production, as well as the fiscal future of the state.

2:49: 25 PM

REPRESENTATI VE TARR stated that according to the enploynent
charts she has seen, 2012 had the highest nunber of people
working on the North Slope since 1990. She asked whether M.
Hawki ns has information to substantiate his statement that many
of those jobs are nmaintenance jobs because that is sonmething she
has never seen.

MR. HAWKINS replied he does not have data that he can share
today, but imagines it is available from sonme sources. However
he knows from having hundreds of people in the industry. Since
his conpany does materials managenent for several nmajor ol
fields in Alaska, his conpany knows what Kkinds of things are
being ordered and what kinds of projects are being worked on.
Further, his conpany has a pretty good handle on new project
devel opnent and has seen new project activity decline while
mai nt enance and upgrade activity has renmined strong. Hi's other
answer to the question, he added, is to be wary in interpreting
that an increase in enploynent in the context of production
decline is a good thing. Al'l that neans is that the cost per
barrel of producing is going up while production is going down.
If new production is not being seen in the pipeline, rising
enpl oynment is not necessarily a |ong-term sustainable trend.
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2:51: 33 PM

GAIL PH LLIPS, noting she is a forner nenber of the |egislature,
offered her support for the commttee's work to find a
reasonable and long-term solution to Alaska's tax conflict.
Wien she served in the legislature, the state was fortunate in
that it had a stable tax reginme and did not have the grave issue
of seriously declining oil production that is faced today. At
that tinme legislators did not have to worry about Alaska's
conpetitive stature in the world nmarket; Al aska was strong,
productive, and conpetitive. Alaska's standing today is totally
different and it is up to commttee nenbers to set policy that
will ensure a conpetitive regine that will turn things around
and make Al aska once again a leader in oil production. Fi ndi ng
a long-term solution to an economcally beneficial tax policy is
critically inportant to Alaskans, especially to those wth
children and grandchildren. She urged the commttee stay the
course and find a workable solution this session that wll
change the current ACES law. O fering her support for the bill,
she said not nmuch tinme left is left before it will be too late
to turn around the decline curve and make Al aska conpetitive
once agai n.

2:53:40 PM

JEANINE ST. JOHN thanked nenbers for their hard work and said
ACES is flawed. She is glad that there has been recognition of
the problem regarding investnents and the difference between
spendi ng and production. The right thing for Alaska is to
incentivize that production. She said she supports SB 21,
subject to the fiscal note information and testinony and
information from the experts. To be sure, she supports the
governor's principles, although the ability to achieve the
sinplicity principle nmay be questionable at this point. She
said she hopes Representative Hawker is not recused from voting
on the bill because he is her representative and she wants his
expert opinion and val ues his judgnent on this bill.

2:56: 06 PM

JCE MATH S, Vice President for Ext er nal Affairs, NANA
Devel opnent Corporation, noted he was the founding president of
the Al aska Support Industry Alliance in 1979. On behalf of NANA
Devel opment Corporation and as board nenber eneriti of the
alliance, he offered support for passing SB 21 as it is before
the commttee today. He said NANA's conpani es have been neeting
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the needs of the oil and gas sector for close to four decades.
In 2012 NANA enpl oyed nearly 5,000 Al askans, of which 1,600 are
NANA shar ehol ders. Through its business operations, NANA
generates income and delivers benefits to its sharehol ders.
NANA sharehol ders have nmade significant investnments in the oil
i ndustry over the past 40 years. NANA has held a small
ownership in the Endicott QI Field for over two decades, has
invested in new facilities and equi pnent at Deadhorse for NANA
al Field Services, and has invested heavily in a new
fabrication facility in t he Mat anuska- Susi t na Val | ey
specifically designed for oil field nodules and construction.
These business activities have afforded NANA s sharehol ders and
ot her Al askans the opportunity to hold good paying jobs as wel

as receive extensive job training. Ol industry investnents
fuel the contracts for NANA conpanies and the jobs that those
contracts contract, but NANA is seeing these opportunities go to
the Lower 48, such as North Dakota and Texas, where the oil
i ndustry is boom ng. A NANA conpany has opened a Houston,
Texas, office to pursue work in Texas. NANA has had to | ook at
pl aces outside of Alaska for investnent and opportunities in oi

and gas, such as Australia. Alaska's current investnent climte
is driving business away. Al aska does not have a lack of oil

rather it has a lack of investnent. NANA has heard that the
i ndustry has billions of dollars in projects that could be done
if Alaska's tax structure was nore conpetitive. Projects would
increase oil production and, nore inportantly, projects that

NANA' s conpani es have the skills, experience, and expertise to
carry out. NANA has a homegrown workforce fromall parts of the

state, urban and rural. People need to pull together to ensure
Al aska has a stable econonmic climate to serve its citizens today
and into the future and SB 21 will set the stage for continued
devel opnment of Al aska's econony. NANA believes the work done by
the Senate and this conmttee will produce a viable and fair tax
policy for the state, Al askans, and producers. However, he

woul d be rem ss as the founding president of the alliance if he
did not address one thing he thinks needs enphasis in |anguage
in the bill, which is ensuring that the producers are hiring
conpetitive Alaska contractors for needed infrastructure and
production and to bring nore oil into production. Honmegr own
contractors will ensure Al aska content. Al aska has hidden gens
inits vast great land that are waiting to reveal thenselves and
their benefits to Alaska's future. Significant oil and gas tax
reformw || make that revel ation

3:00: 45 PM
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MARY ANN PEASE, Omner, MAP Consulting, testified she is a board
menber for Conmonwealth North, is on the executive committee for
the Al aska State Chanber of Comrerce, is past president of the
Anchorage Chanber of Commerce, and is a board nenber of Consumer
Energy Alliance. She expressed her concern about the staggering
decline in oil production, noting Alaska is down from a peak of

over 2 mllion barrels a day to just over 500,000 barrels today.
This decline continues at an annual rate of 5-7 percent during a
time of increasing oil prices. Wiile attending a [Consuner

Energy] Alliance neeting last week she |I|earned about the
incredibly rapid growh of production from the Bakken, that
North Dakota has the fourth |owest tax rate at 9.8 percent, and
is on the path of unprecedented prosperity and econom c growth
and devel opnent. Al aska needs to once again beconme nunber one
in oil production. Today, North Dakota is first, Texas is
second, California is third, and Alaska is fourth, which is
unaccept abl e. The legislature has the opportunity to reform
taxes and enable Alaska's econony to have a prosperous and
sustai nable future, and she believes the conmttee wll reach
t hat concl usi on. H gh oil prices coupled with new technol ogy
have created a boom in the oil and gas industry across the
country and the world. Al aska, however, is mssing out on this
boom and it is no secret why - Alaska's taxes are too high and
conpanies are taking their investnent dollars elsewhere. Mor e
oil is needed in the pipeline to maintain jobs and that action
nmust be taken today; there is no time to continue studying this.
The rates and progressivity structure of Alaska's current tax
regime provide a disincentive to attracting risk capital to the
state, as evidenced by a declining production during increasing
oil prices. I ncreased investnent through increased gl obal
conpetitiveness wll enhance Alaska's ability to fulfill its
constitutional mandate to develop natural resources for the
maxi mum benefit of the people. Wen over 90 percent of Al aska's
budget is truly funded by oil revenues, the state does have a
mandate to ensure that it has a sustainable future. The oil and
gas industry needs to be shown that Al aska is open for business
and is serious about Kkeeping, growing, and expanding that
busi ness by maki ng nmeani ngful tax reform happen now.

3:03: 58 PM
ADJ OURNVENT

CO CHAIR FEIGE recessed the neeting until 9:00 a.m, April 2
2013, saying public testinony will be continued at that tine.
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