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ACTI ON NARRATI VE

1:48:48 PM

COCHAIR ERIC FEIGE <called the House Resources Standing
Committee neeting to order at 1:48 p.m Represent ati ves Tuck,
Hawker, Johnson, O son, Seaton, P. WIlson, Tarr, Saddler, and

Fei ge were present at the call to order.

SB 21-O L AND GAS PRODUCTI ON TAX
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1:49:16 PM

CO CHAIR FEI GE announced that the only order of business is CS
FOR SENATE BILL NO 21(FIN) amefd 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 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
statenents by producers and explorers; establishing the G1 and
Gas Conpetitiveness Review Board, and making conformng
anendnents."” [Before the commttee was HCS CSSB 21, Version 28-
GS1647\ K, Nauman/ Bul | ock, 4/ 2/ 13, adopted as the working
docunent on 4/2/13.]

1: 50: 25 PM

REPRESENTATI VE HAWKER noved to adopt Anmendnment 1, |abeled 28-
GS1647\ K. 7, Nauman/ Bul | ock, 4/2/13, which read:

Page 17, following line 11:
Insert a new bill section to read:
"* Sec. 24. 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
| ater of

(1) 2022 [2016]; or

(2) if the producer did not have commercia
oil or gas production from a |ease or property in the
state before April 1, 2006, the ninth calendar year
after the calendar year during which the producer

first has comercial oil or gas production before
May 1, 2016, from at |east one |ease or property in
the state.”

Renunber the followi ng bill sections accordingly.

Page 29, line 6:
Del ete "sec. 31"
| nsert "sec. 32"
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Page 29, |ine 20:
Del ete "sec. 36"
| nsert "sec. 37"

Page 29, |ine 24:
Delete "28, and 37"
| nsert "29, and 38"

Page 29, |ine 25:
Del ete "31"
| nsert "32"

REPRESENTATI VE TARR obj ect ed.

REPRESENTATI VE HAWKER expl ai ned Anendnent 1 extends the snal
producer tax credit expiration date from 2016 to 2022. As a
bal ance is sought to provide an appropriate suite of incentives
across the entire spectrum of explorers, producers, |egacy
producers, and new producers, it is appropriate to extend this
credit. The commttee was asked to allow this credit to act
indefinitely, but that is inappropriate. The credit for each
one of those is a maximum of $12 mllion a year, which is not a
threat to the treasury.

1:51: 31 PM

COCHAIR FEIGE requested the admnistration to coment on
Amendnent 1.

M CHAEL PAW.OWBKI, G| & Gas Devel opnent Project Manager, Ofice
of the Comm ssioner, Departnent of Revenue (DOR), pointed out
that extension of the small producer tax credit was included in

the governor's original bill in the same manner as proposed in
Amendnent 1 for the reasons articulated by Representative
Hawker . However, as the bill noved through the process,

commttees weighed the balance and nade different decisions.
This provision fit the concept, as the governor introduced, that
benefits conme with production. The small producer tax credit is
a non-transferable credit that is taken when a conpany has
production. He offered appreciation that Anendnent 1 is drafted
in the sane manner as which it was considered in the origina
bill.

REPRESENTATI VE TARR requested further discussion of the fisca
i npacts.
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REPRESENTATI VE HAWKER replied Amendnent 1 extends the tax credit
under AS 43.55.024(c). Subsection (c) applies to a cal endar
year for which a producer's tax liability for production taxes
exceeds zero. A producer that is not producing nore than 50, 000
British Thermal Unit (BTU) equivalent barrels may apply a tax
credit of not nmore than $12 nillion for the cal endar year. A
formul a under (c)(2) provides that for nore than 50,000 but |ess
than 100, 000 BTU equi val ent barrels, a producer may apply a tax
credit of not nore than 12 factored by a fraction for the
cal endar year; the nechanics of that fraction are in statute.

1:54: 09 PM

REPRESENTATI VE P. WLSON surm sed Amendnent 1 attenpts to ensure
long-term as well as short-term results because it is on
expl orati on.

REPRESENTATI VE HAWKER replied extension of this credit is all
about crafting a tax policy that ensures the state's policy
focus shifts from pure spending by industry to production by
industry. This credit requires production to receive benefit.

REPRESENTATI VE SEATON, given this is barrel of oil equivalent,
inquired what the effect will be on gas producers and whether it
is within the range of the ampbunt of natural gas that would be
produced by explorers in Cook Inlet now

REPRESENTATI VE HAWKER deferred to the Departnent of Revenue
(DOR) for an answer.

MR, PAW.OWSKI responded AS 43.55.024(f) has two small producer
credits. He said AS 43.55.024(b) is the small producer credit
for areas outside of Cook Inlet and outside of the North Sl ope.
He deferred to the Departnent of Law (DCOL) to discuss the inpact
in Cook Inlet.

1: 57: 06 PM

REPRESENTATI VE SEATON reiterated his question to the Departnent
of Law, asking whether the 50,000 barrel of oil equivalent per
day would nean that just about everyone producing gas would be
tax free.

SUSAN POLLARD, Assistant Attorney GCeneral, Gl, Gas & Mning
Section, Cvil Dvision (Juneau), Departnent of Law, said she
cannot answer the econom c question, but the particular credit
being amended is the small producer credit, so, yes, it does
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apply statew de. She said M. Pawl owski nentioned the AS
43.55.024(a) credit, which is just a "Mddle Earth" tax credit,
and Anendnment 1 is for AS 43.55.024(c) small producer credit.

1: 58: 20 PM

CO CHAIR FEIGE said his reading of Anendnent 1 is that it would
amend AS 43.55.024(d) by extending the date under which it can
be applied for. He offered his belief that what Representative
Seaton is getting to is that the credit under AS 43.55.024(a)
applies to south of 68 degrees North [latitude].

REPRESENTATI VE SEATON advi sed he does not have the statute book,
but noted that while 50,000 barrels of oil is a small producer
when the math is done to get the barrel of oil equivalent in gas
it could nmean that a nuch |arger gas producer would qualify for
this small producer tax credit. He asked where it covers and
how much gas production is being tal ked about.

CO CHAIR FEI GE inquired whether Representative Seaton is trying
to propose an anendnent to AS 43.55.024(c).

REPRESENTATI VE SEATON replied he is trying to understand.

CO- CHAIR FEI GE said he does not think the conmttee is trying to
change AS 43.55.024(c).

MR. PAW.OWBKI suggested the DOR staff in Anchorage address the
i ssue of the relationship of the small producer tax credit under
AS 43.55.024(d) to gas production in the Cook Inlet.

2:00:10 PM

LENNI E DEES, Audit Master, Production Audit G oup, Tax Division,
Department of Revenue (DOR), offered his understanding that
Representative Seaton is trying to determne the size of a gas
producer in Cook Inlet that would qualify for this credit. He
expl ained Al aska statutes have a conversion factor for BTU

equi valent barrels of 6:1. So, essentially, a gas producer
produci ng less than "300,000 ncf" of gas per day would qualify
for the full $12 mllion. It is not necessarily that it would
be tax free; it depends on what the tax liability is for that
particul ar producer. A producer could have a big enough
production tax value that it could use this credit and still owe

t ax. So, it depends on the size of the producer as to whether
it is tax free. A producer producing "300,000 ncf" of gas per
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day would qualify for the full $12 mllion or whatever the tax
liability is if it is less than $12 mllion.

CO- CHAIR FEIGE inquired whether under AS 43.55.024(a) it would
be limted to $6 mllion for a gas producer in Cook Inlet.

MR. DEES responded AS 43.55.024(a) does not apply to Cook Inlet;
it only applies to Mddle Earth, the area outside of Cook Inlet
that is south of 68 degrees North |atitude.

2:02: 18 PM

REPRESENTATI VE SEATON asked whether it is 300,000 or 300
mllion.

MR. DEES answered 300,000. In further response, he said it is a
6:1 ratio.

CO- CHAI R FEI GE understood that to be 50,000 tines 6.

MR. DEES stated "300,000 ncf" of gas, or "300 mllion cubic
feet."

REPRESENTATI VE SEATON said he thinks it is "300 mllion cubic
feet a day" and he is trying to conpare that to the size of the
gas producers in Cook Inlet.

REPRESENTATI VE HAWKER pointed out this is not a new credit, so
it would not be granting anything that is not already in
st at ut e. It would sinply extend the «current tax regine
statewide with regard to this activity.

2: 03: 33 PM

CO- CHAI R FEI GE asked whether DOR has an estinmated fiscal note on
the inpact of extending this credit.

MR. PAW.OWBKI replied the rough estimate for fiscal years 2017
and 2018 is around $25 mllion a year. In fiscal year 2019 it
will be about $50 mllion in total, and that is based on the
forecast and conpanies expected to have a tax liability. The
reason this provision was included in the previous version of
the bill is that 2022 is the date at which many of the tax
ceilings expire and the preferential treatnent for tax in Cook
Inlet will transition out.

2: 04: 43 PM
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REPRESENTATI VE TARR nai nt ai ned her objection to Arendnent 1.

A roll call vote was taken. Represent ati ves Hawker, Johnson
O son, Seaton, P. WIson, Tuck, Saddler, and Feige voted in
favor of Amendnent 1. Representative Tarr voted against it.

Therefore, Amendnent 1 passed by a vote of 8-1.
2:06: 03 PM

REPRESENTATI VE TUCK noved to adopt Amendnent 2, |abeled 28-
GS1647\ K. 20, Naunman/Bul | ock, 4/2/13, [text provided at end of
this docunent].

REPRESENTATI VE HAVKER obj ect ed.

REPRESENTATI VE TUCK posited that Alaska's Cear and Equitable
Share (ACES) may not be broken and just needs fixing;, a bill to
fix much of that has been introduced, but there will not be tine
in this session to address it. Anmendnent 2 attenpts to keep the
ACES structure, but caps progressivity at 55 percent, given that
progressivity has been cited as mmking Al aska unattractive.
Testinmony has been heard that new investnments are happening on
the North Slope, enmploynent is at its highest ever, and
investnments do |lead to production. The ACES system gives heavy
tax credits to attract new conpetition/new explorers on the
North Sl ope. It has been heard in the past that many of the
| egacy fields are in a harvest node. It is a mtter of trying
to nmove the needle to get those fields into exploration and new
devel opment, such as using tax credits to make that closer to
t he wel | head.

2: 08: 48 PM

REPRESENTATI VE HAWKER, regarding the preservation of ACES, said
the commttee has had a nore than adequate dial ogue about how
ACES is definitely counterproductive to the preservation of a
good econonmic future for Al aska. Amendnent 2 would conpletely
remove the substantive core of the legislation before the
committee, which has been discussed and anal yzed and offers up a
very viable nmechanism and a very reasonable rate structure for
going forward that will restore Al aska's global conpetitiveness.
The issue in Alaska is not taxes, he argued, it is production
decline, and Amendnent 2 is absolutely counter to addressing
producti on decli ne.
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REPRESENTATI VE TUCK, responding to Representative P. W]Ison,
said Anendnent 2 deletes a portion of the title so a title
amendnent will be needed.

REPRESENTATI VE TUCK, responding to Co-Chair Feige, confirned

that line 1 wuld remain in the bill's title and the | anguage
beginning at the end of line 2 would be renoved down to the
sem-colon in line 11. Thus, the Ol and Gas Conpetitiveness

Revi ew Board woul d be kept in the title.
2:11:22 PM

REPRESENTATI VE SEATON observed Anendnent 2, page 2, lines 4-9
woul d provide that above a price of $92.50 the tax would still
be nmultiplied one-tenth of a percent.

REPRESENTATI VE TUCK responded correct and noted it also reduces
the progressivity after the tax rate reaches about 50 percent,
which occurs when the profit is about $92.50. Thus, the
progressivity is reduced at the top end as well as capped.

REPRESENTATI VE TARR pointed out Amendnent 2 maintains those
credits identified in testinony as inportant to new exploration
wor k and the new production that will happen as a result.

REPRESENTATI VE P. W LSON i nquired whether Amendnent 2 takes away
credits since it renpves the credits fromthe title.

REPRESENTATI VE TUCK answered it renoves the portion of the title
that deals with credits.

2:13: 13 PM

REPRESENTATI VE HAVWKER mai nt ai ned his objection to Arendnent 2.
REPRESENTATI VE TUCK stated he is unconvinced that taxes alone
are deterring new production on the North Slope and the key is

to get new production. He recalled charts that were provided to
the commttee that denonstrated how a producer can significantly

buy down its tax liability. The administration has said
investnments do not necessarily lead to production; however, it
was heard from small and big producers that all investnents
eventually lead to production on the North Sl ope. A lot of

natural decline happens and reversing that on the |egacy fields
is difficult, but it can be slowed down and that is where nuch
additional oil can cone fromimedi ately and quickly. Long-term
investnments need to continue being nmade to ensure the state has
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brand new oil. As new oil is discovered, even those wells wll
have a natural decline, so continuous drilling needs to occur.
| nvestnents have been nmade on North Slope facilities, and
facilities are needed to do additional drilling. More drilling
rigs, nodules being built, and new facilities or agreenents wth
existing facilities will result in nore production. A benefit
of ACES is that there is a penalty to taking profits outside the
st ate. The significant buydown for existing producers and the
tax credits along with the windfall revenues comng in help the
state to invest. Wiile it is a conplex system it provides
bal ance and gets new investnents on the North Sl ope.

2:16: 08 PM

SENATOR COLSON asked whether Representative Tuck has submtted
docunentati on, such as charts and graphs, from the consultants
he is referencing.

REPRESENTATI VE TUCK replied the docunments are the ones that have
been previously submtted over the last four vyears to the
resources and finance conm ttees.

SENATOR COLSON wunderstood, then, that it was not a separate
consul tant but the |egislature' s consultants.

REPRESENTATI VE TUCK drew attention to page 23 of the 2/13/13
Power Poi nt presentation provided to the conmttee by Econ One
Research, Inc. He recalled it being stated at the tinme that in-
field projects are very lucrative in Al aska. The slide shows
that if a conpany increases its investnent by 15 percent it can
buy down its taxes anywhere from 63 percent to 95 percent,
depending on the price of oil.

REPRESENTATI VE TUCK, responding to Co-Chair Feige, confirmed the
2/ 13/ 13 presentation was on HB 72, but pointed out that slide 23
was denonstrating the buydown effect of existing ACES at oil
prices of $80, $100, and $120.

2:18: 44 PM

REPRESENTATI VE HAWKER said this is the argunent that was nade
when ACES passed, the argunent being the state can tax itself
into productivity with high rates. This has not proven out, nor
has it proven anywhere in any tax reginme in the world.

REPRESENTATI VE TARR di sagreed, citing testinony [by Brooks Range
Petrol eum Corporation] that its Mstang project is comng on
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I ine because the credits enabled the conpany to accelerate that
project as well as four or five others. Wil e not sanctioned

the other projects have been considered under the existing ACES
structure and show 50,000 barrels of oil comng on |line by about
2016. It is on the record that that part [of ACES] has worked.
She expressed her wish that there was nore tinme because she has
been trying to get dates aligned with when things happened and
when they did not. The Mustang oil wll be the newest oil going
into the Trans-Al aska Pipeline System (TAPS) and it wll happen
under  ACES. Wile ACES may not be working in the way
| egislators want it for everyone, there are parts that have been
denonstrated to have sone positive inpact.

CO CHAIR FEIGE agreed the aforenentioned was heard from Brooks
Range Petrol eum Corporation, but noted there are conpanies that
are no longer in Al aska, such as "FEX, Chevron, Anadarko."

2:20: 33 PM

CO CHAIR SADDLER recalled the consultants stating that a high
tax reginme and allowi ng conmpanies to buydown by spending is |ess
attractive both effectively and philosophically than having a
nore reasonabl e base rate. The evidence he heard was that the
conplexity, unpredictability, and high governnment take was not
the way to go. This evidence, along with the |ack of increased
production, leads him to believe that Amendnment 2 is the wong
way to go.

REPRESENTATI VE HAWKER recounted M. Arnfield [of Brooks Range
Pet rol eum Corporation] saying it is because of the credits that
his conpany is here. Credits are where the state gives back and
makes projects profitable. There is a history of testinony by
M. Arnfield and many other producers of all size that the
confiscatory tax rates existing under ACES are a huge chall enge
for themto obtain the capital they need to conme to Al aska and
develop any oil they have found. Requests have been nmade that
Al aska Industrial Developnment and Export Authority (Al DEA)
provide financing to assist these people because the comercia
markets wll not provide it wunder Alaska's current fiscal
structure and the exigencies of working in the North Sl ope. He
said he therefore thinks that question was asked and answered by
t he sanme person

REPRESENTATI VE TARR poi nted out the base rate in Amendnent 2 is

25 percent and the tax is capped at 55 percent; so she would not
characterize it as a high base rate.
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CO CHAIR FEI GE noted there would be progressivity on top of that
base rate.

REPRESENTATI VE TARR nodded yes.
2:22:41 PM

REPRESENTATI VE TUCK reiterated the progressivity is reduced to
25 percent at a profit per barrel of $92.50. He recalled
Pi oneer Natural Resources stating it would love to be paying
taxes in Al aska because that would nean it is making a profit.
The state is guaranteeing these conpanies are profitable once
they start producing, he argued. Being partners with the oil
industry, the state takes nore of its fair share as those
profits go up. It is a finite resource, so the state does not
want to dunp all of its production all at one tinme on the
mar ket s. Rat her, there nust be consistent production and the
state has not seen that because production is declining. He
said ACES is a good way for taking advantage of today's high
prices and is conbined wth mking sure there are new
investnments for long-term production down the road. It is a
conbi nation of expanding the current fields as well as nore
fields in the future. He added it is difficult to conpare
conventional plays to unconventional plays. North Dakota has a
hi gh production cost of $50 per barrel, which is higher than the
cost in Al aska. The advantage in North Dakota is the quick
return in that investnents can pay off as soon as 18 nonths.
However, with shale the decline is very rapid, so drilling nust
be done constantly to keep that production up, unlike the
conventional plays on the North Sl ope. He urged that ACES be
retai ned and refined.

2:25:33 PM

REPRESENTATI VE HAVWKER nai nt ai ned his objection to Arendnent 2.

A roll call vote was taken. Representatives Tarr and Tuck voted
in favor of Amendnent 2. Representatives O son, Seaton, Hawker
Johnson, Saddler, and Feige voted against it. Ther ef or e,
Amendrent 2 failed by a vote of 2-6.

2:26:48 PM

REPRESENTATI VE TARR noved to adopt Amendnent 3, |abeled 28-

GS51647\ K. 21, Nauman/Bul | ock, 4/3/13, [text provided at end of
this docunent].
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REPRESENTATI VE HAVKER obj ect ed.

REPRESENTATI VE TARR, referring to the different tools of base
rate, credits, and progressivity, noted a variety of options is
bei ng considered that mani pulate those different tools to get to
the end goal of nore production. She expl ained Anmendnent 3
makes the $5 per barrel credit applicable to all oil, retains
the 35 [percent] base tax rate, and adds a small anmount of
progressivity per dollar of profit above $55 until it caps out
at 50 percent. She said the 50 percent cap is reached at about
$130 profit. Thus, Amendrnent 3 is a conprom se between ACES and
SB 21. She related she has heard from constituents that they
support progressivity because they like for the state to receive
nore as prices go up. When constituents see articles about
conpany profits being record high, it is hard to sell the idea
t hat the conpani es are not doing well.

2:28:55 PM

REPRESENTATI VE HAWKER opposed Amendnent 3, saying the difference
bet ween progressivity in the tax calculation and a progressive
tax system nust be understood. Version K is a progressive tax
system it provides progressive taxes, especially on |egacy

fields. The genius in the bill's progressivity feature is that
it only rewards production; it does not reward soneone who fails
to produce. No matter how snmall or how progressivity is re-
crafted that is based purely on the tax rate, no incentive is
created for anyone to produce. All that is created is an
incentive to guild the lily, to increase expenses to buy down a
conpany's tax rate. There is no reason for a conpany to

econom ze and seek to maximum profits. Version K causes people
to seek to nmaximze production, not expenditures, which is a
fundanmental flaw of Anendnent 3.

REPRESENTATI VE TUCK reiterated Amendnment 3 nmmintains the 35
percent base tax rate, adds progressivity, and gives a $5 per

barrel credit for all oil. It is a good conbination of trying
to take care of legacy fields as well as ensuring a production
tax credit. Since the credit is for all production there would
be no need to figure out what is old or new production. It is a

good bal ance because it needs to be ensured that facilities are
mai ntained to prevent shutdowns due to equipnent or pipeline
failures. The amendnment would provide a stable tax regine for
quite a while.

2:32:53 PM
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CO- CHAIR FEIGE inquired whether a fiscal note is available for
Amendnent 3.

REPRESENTATI VE TARR replied tinme constraints did not allow an
opportunity to work that out. Regarding Representative Hawker's
concerns, she said Anmendnent 3 does not maintain the ACES
structure in terns of the credits. It uses the structure in
Version K for doing away with the credits and only the net
operating loss (NOL) credit is retained. She argued Anendnent 3
does incentivize new production because it applies the $5 credit
on all new barrels. She reiterated she has heard from fol ks
that they like that the state shares in the upside, which is
done by the progressivity that would be capped at 50 percent.

2:34:16 PM
REPRESENTATI VE HAVWKER mai nt ai ned his objection to Anendnent 3.

A roll call vote was taken. Representatives Seaton, Tarr, and
Tuck voted in favor of Amendnent 3. Representatives d son,
Hawker , Johnson, Saddl er, and Feige voted against it.
Therefore, Amendnent 3 failed by a vote of 3-5.

2:35:55 PM

REPRESENTATI VE TUCK noved to adopt Amendnment 4, |abeled 28-
GS1647\ K. 25, Nauman/Bul | ock, 4/3/13, [text provided at the end
of this docunent].

REPRESENTATI VE HAVKER obj ect ed.

REPRESENTATI VE TUCK expl ai ned Amendnment 4 would renobve the per
barrel credit, replacing it with a per barrel credit of $12 for
all oil, and would change the base rate up to 50 percent as a
bal ance. It would establish a mnimumtax of 10 percent of the
gross value at the point of production, protecting the state at
the lower end of prices. Responding to Co-Chair Feige, he
confirmed that Amendnent 4 would maintain the current mnimnmm
tax structure of AS 43.55.011(f) until the end of 2013. On page
7, following line 1, of the bill, Amendnent 4 would add a new
section, Section 15, defining the size of the reservoir. In
response to Co-Chair Feige, he confirnmed Section 15 would set
the mninumtax rate at 10 percent of the gross.

2:40: 15 PM
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REPRESENTATI VE TUCK, continuing his explanation of Amendnment 4,

stated page 10, lines 27-31, Version K, would be deleted and new
| anguage inserted to set the 10 percent floor in that section of
the bill. Version K, page 10, line 17, would be anended to

change the base tax rate from 35 percent to 50 percent; this
change from 35 percent to 50 percent would also be applied to
page 11, lines 1, 14, and 23 of the bill. Version K, page 15,
line 10, would be anended from a 35 percent to a 50 percent
carried-forward annual |oss. Version K, page 17, line 23, would
be amended from a tax credit of $5 to a credit of $12 for each
barrel of oil. In addition to the aforenentioned, Amendnent 4
woul d nake conform ng anmendnents.

2:43: 30 PM

REPRESENTATI VE TUCK, in response to Co-Chair Feige, said the
fiscal inpact of Amendnent 4 could be seen on the graph
acconpanyi ng the amendnent. Responding to Co-Chair Saddler, he
said the bottom axis represents the price per barrel and the
vertical axis is the percent tax. Wth 50 percent tax, $12 [per
barrel] credit, and a tax floor, the percent tax would parall el
the path of the tax rate under [Version K] but would renove the
stair steps. The floor would set in when prices go down to
about $65 a barrel, protecting the state on the bottom since the
state would no | onger be taking windfall profits at the top.

CO- CHAIR FEI GE i nquired how this woul d conpare to ACES.

REPRESENTATI VE TUCK replied he could find a chart that makes a
conparison with ACES, but Anmendnent 4 would be significantly
| oner than ACES. In further response, he said he wll find a
chart by Econ One Research, Inc.

SENATOR OLSON believed the highest nodel the commttee has is
for $105 per barrel, which makes it difficult to nake a
conparison. Part of the problem was that no one anticipated the
price going up to $140 per barrel or higher.

REPRESENTATI VE TUCK responded that even if the chart only goes
up to $105, the line can just be extended as it approaches, and
that is where a big divide is seen between ACES and the current
bill. The current bill "flat |ines" because 35 percent is the
hi ghest the tax rate gets. The proposed 50 percent tax under
Amendnent 4 woul d never approach the hei ght seen under ACES.

2:47:39 PM
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CO CHAIR FEI GE inquired whether the Departnment of Revenue has a
slide that would hel p provi de sone conparison

MR. PAW.OABKI answered he does not have a chart on an effective
tax rate basis under ACES so as to provide an appl es-to-apples
conpari son. Additionally, he said he does not know the
assunptions that went into Representative Tuck's chart.

REPRESENTATI VE TUCK said he is trying to locate a chart he
believes the commttee has that conpares ACES to Version K

2:48: 33 PM
The commttee took an at-ease from2:48 p.m to 2:49 p. m
2:49: 23 PM

REPRESENTATI VE HAWKER said it |ooks like Anendnent 4 is trying
to preserve the mninmum taxes that apply across the state unti
January 1, 2014. Section 15, page 2, of Anmendnment 4, is for
after January 2014 and tal ks about each |ease or property within
a unit or nonunitized reservoir that has cunulatively produced
1 billion British Thermal Unit (BTU) equivalent barrels of oil.
He said his recollection is that there is only one such property
- Prudhoe Bay - so the provisions of this would apply only to
Prudhoe Bay. This provision says there is a 10 percent m nimm
gross val ue tax on Prudhoe production, but yet

CO CHAIR FEIGE interjected "no mnimumtax on anything else.”

REPRESENTATI VE HAWKER, continuing, said it seenms Anendnent 4
removes the mninmum tax after January 1, 2014, on everything
el se. Page 3, Anendnent 4, deals with paynment provisions and
tal ks about how a conpany nakes its deposits, which are the
i nstal |l ment paynents of estimated tax. Wile it substitutes the
ten percent for the zero, one, two, three, and four percent as
appl i cabl e, somewhere along the way it seens the mninumtax is
lost as it would apply across the rest of the world. He guessed
that when the rest of the mninum tax goes away, that provision
would still apply, so it would just be zero, but Anendnent 4
seens to take away the mninum tax provisions from the rest of
the North Sl ope.

2:52: 07 PM
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REPRESENTATI VE TUCK, in response to Co-Chair Feige, stated the
af orenentioned is not the intent, but concurred it appears to be
the effect.

REPRESENTATI VE HAWKER further noted that Anmendnent 4 would al so
increase the base tax rate and the net effective tax.
Regar dl ess of what Anmendnent 4 does to mninumtaxes, he said he
does not think the conmttee should support the anmendnent
because it would further increase taxes over Version K

REPRESENTATI VE TUCK responded the intent is to increase the tax
revenue to offset the revenues that will be |ost. It protects
the state on the dowmn end, as was the intent of Version K, as an
offset it gives a higher per barrel tax credit.

2:53: 58 PM
REPRESENTATI VE HAWKER nai nt ai ned hi s objection to Arendnent 4.

A roll call vote was taken. Representatives Tarr and Tuck voted
in favor of Anendnent 4. Representatives Seaton, Hawker,
Johnson, O son, Saddler, and Feige voted against it. Therefore,
Amendrent 4 failed by a vote of 2-6.

2:55:22 PM

REPRESENTATI VE TARR noved to adopt Anmendnent 5, |abeled, 28-
GS1647\ K. 24, Nauman/Bul | ock, 4/3/13, [text provided at the end
of this docunent].

REPRESENTATI VE HAVWKER obj ect ed.

REPRESENTATI VE TARR advi sed that she and Representative Tuck did
not receive their anmendnents from Legi sl ative Legal and Research
Services until the start of the neeting, so they have not had an
opportunity to review them She said Anendnment 5 is simlar to
Amendrent 4, but has a tax rate of 45 percent, a $10 credit, and
a floor. She drew attention to the graph acconpanying the
anendnent that conpares the tax rate wunder Anmendnent 4 to
Version K. She explained the hook on the left side of the graph
represents the tax floor; the tax rate then snooths out over
time over many price ranges and would be a little bit above the
35 percent tax rate in Version K Amendrent 5 woul d provide
protection to the state at low prices because the tax would
never go to zero. There is one marginal tax rate, which is the
base rate, and the other credits and provisions are the sane.
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REPRESENTATI VE TUCK added that the sections in Amendnent 5 are
the sane as in Amendnent 4, but the anmendnent is nuch closer to
Version K and would ensure the state is protected on the |ower
end of prices. It would be less regressive than Version K and
woul d help the small producers as well.

2:58:34 PM

CO- CHAIR SADDLER asked which basins would qualify for the
curmul ative 1 billion BTUs in production. He further asked what
the aimis in setting that parameter for cunulative and annual
producti on.

REPRESENTATI VE TUCK answered that when requesting this anendnment
from Legislative Legal and Research Services, he asked to:
renove the change in per barrel credit and give a per barrel
credit of $10 for all oil, change the base rate tax to 45
percent; and establish the mninum tax at 10 percent of the
gross value at the point of production. The |language in
Amendnent 5 is what Legislative Legal and Research Services cane
up with. He and Representative Tarr did not specifically | ook
to exclude any type of |egacy producers or small producers in
t he amendnment, so he does not know why this section was put in.
He assuned it was conform ng |anguage given there was no intent
to exclude anyone in particular.

REPRESENTATI VE HAWKER reiterated it appears Anendnent 5 applies
the 10 percent alternative mnimum tax only to Prudhoe Bay and

would renpove it from all other potential producers. If the
graph is accurate, the amendnent woul d increase the tax over the
tax proposed in Version K | ncreasi ng taxes beyond what is in

Version K is not wanted, he argued; rather, the commttee m ght
want to consider further decreasing them

3:00: 44 PM

MR. PAW.OWSKI, responding to Co-Chair Feige, said the Departnent
of Revenue's opinion is that Representative Hawker is correct in
the long term but in the short term this mninmm would also
apply to the Kuparuk Unit. However, according to the Revenue
Sources Book, the Kuparuk Unit would fall out of the mninmm
qualification by fiscal year 2017, which is the beginning of
cal endar year 2016, because it would not have 100,000 barrels a
day of production.

REPRESENTATI VE HAWKER qui pped "maybe it is a good anmendnent."”
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REPRESENTATI VE TARR said she is unsure that is being interpreted
in the way intended. Anmendnent 5 would protect the state at | ow
prices, thereby sharing on both the |ow and high ends. It is
not a significant increase over Version K and is a nore
reasonabl e sharing of the profits from Al aska's conmmon property
resource on the North Sl ope.

3:02:49 PM
REPRESENTATI VE HAVWKER nai nt ai ned his objection to Arendnent 5.

A roll call vote was taken. Representatives Tarr and Tuck voted
in favor of Anmendnent 5. Representati ves Hawker, Johnson,
A son, Seaton, Saddler, and Feige voted against it. Ther ef or e,
Amendnent 5 failed by a vote of 2-6.

3:03:47 PM

REPRESENTATI VE TUCK noved to adopt Amendnent 6, |abeled 28-
GS1647\ K. 11, Nauman/ Bul | ock, 4/2/13, which read:

Page 6, line 8:
Del ete "35"
| nsert "50"

Page 10, line 17:
Del ete "35"
| nsert " 50"

Page 11, line 1:
Del ete "35"
| nsert "50"

Page 11, |ine 14:
Del ete "35"
| nsert "50"

Page 11, |ine 23:
Del ete "35"
| nsert "50"

Page 15, |ine 10:
Del ete "35"
| nsert "50"
Page 17, line 21:
Del ete "new subsecti ons"
| nsert "a new subsection”
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Page 17, |ine 23:
Del ete "$5"
| nsert "$12"

Page 17, |ine 24:
Delete "that neets one or nore of the criteria in
AS 43.55.160(f) and"

Page 17, line 28, through page 18, |ine 28:
Delete all material .

REPRESENTATI VE HAVKER obj ect ed.
3:03: 55 PM

REPRESENTATI VE TUCK expl ai ned Anendnent 6 renoves the change in
per barrel credit and gives a per barrel credit of $12 for all
oil, changes the base tax rate to 50 percent, and does not set a
floor. A graph acconpanying the anendnment was distri buted.

CO CHAI R SADDLER observed Anmendnent 6 raises the tax and said
that may not be the direction - as a policy call - in which the
commttee wants to go.

REPRESENTATI VE TARR pointed out there is no hook in the graph
because there is no floor. This is a trade-off of giving up
protection at lower prices in return for sharing nore when
prices are high.

REPRESENTATI VE P. W LSON opposed Anmendnent 6, saying that if she
was going to nmake sone changes she would "bring it down a little
bit further on the top end so that it could go up a little
further on the bottomend."

3: 05: 59 PM

REPRESENTATI VE HAWKER sai d Amendnment 6 would |eave in place the
| ow end protections that currently exist in statute through the
m ni mum tax structure. But, by renoving the stepped per barre
credit, it would renpove the progressivity feature that is built
into that credit for |egacy fields. VWhile an interesting idea,
he would reconmend including that progressivity feature because
it is a production-based incentive with that per barrel credit;
it is not the policy direction the commttee wants to go.
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REPRESENTATI VE SEATON stated regardless of how the graphs | ook
and whether the conmittee likes them he has a problem wth
raising the base rate too high. When people are considering
comng to Alaska the base rate is the first thing they |ook at.
Progressivity worked because it has a |lower base rate and
accel erates at higher profits. But, when it starts out with too
high a base rate, even with deductions fromthe base rate it is
harder for someone trying to nake a deci sion

REPRESENTATI VE TUCK said Amendnent 6 would take away the stair
step that both consultants had advised yesterday to take out.
There would still be a progressive function and it would solve
the regressivity problem for the oil conpanies. At low prices
the state would not be neking any noney but would make nore
noney at higher prices.

3:08: 50 PM
REPRESENTATI VE HAVWKER mai nt ai ned hi s objection to Arendnent 6.

A roll call vote was taken. Representatives Tarr and Tuck voted
in favor of Anmendnent 6. Representati ves Hawker, Johnson,
A son, Seaton, P. WIlson, Saddler, and Feige voted against it.
Therefore, Amendnent 6 failed by a vote of 2-7.

3:09:39 PM

REPRESENTATI VE TUCK noved to adopt Anendnent 7, |abeled 28-
GS1647\ K. 22, Naunman/ Bul | ock, 4/2/13, which read:

Page 6, line 8:
Del ete "35"
| nsert "45"

Page 10, line 17:
Del ete "35"
| nsert "45"

Page 11, line 1:
Del ete "35"
| nsert "45"
Page 11, |ine 14:
Del ete "35"
| nsert "45"

Page 11, |ine 23:
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Del ete " 35"
| nsert "45"

Page 15, |ine 10:
Del ete "35"
| nsert "45"

Page 17, |line 21:
Del ete "new subsecti ons”
| nsert "a new subsecti on”

Page 17, |ine 23:
Del ete " $5"
| nsert "$10"

Page 17, |ine 24:
Delete "that nmeets one or nore of the criteria in
AS 43.55.160(f) and"

Page 17, line 28, through page 18, |ine 28:
Delete all material.

REPRESENTATI VE HAVKER obj ect ed.

REPRESENTATI VE TUCK expl ained Amendnent 7 is very simlar to
[ Amendnent 6] . He reported M. Janak Mayer [of PFC Energy] was
unable to get a nodel back to the commttee, but the graph for
Amendnent 7 would be close to the graph for Anmendnent 5, except
there would be no hook. Yesterday Econ One Research, Inc. drew
its line underneath the stair steps while PFC Energy drew its
line on top of the stair steps. Anendnent 7 draws the line just
above the top of the stair steps, so is nore of a conprom se.

REPRESENTATI VE JOHNSON offered a friendly anendnment to the
amendnent to delete "45" everywhere it appears in Amendnent 7
and insert "30". He then w thdrew his amendnent saying he had
made his statenent.

REPRESENTATI VE TUCK reiterated Anmendnent 7 would bring the tax
rate closer to the stair step line of Version K and would snooth
out that Iine.

3:11:41 PM

REPRESENTATI VE HAVWKER mai nt ai ned his objection to Arendnent 7.
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A roll call vote was taken. Representatives Tuck and Tarr voted
in favor of Anmendnent 7. Representati ves Hawker, Johnson,
A son, Seaton, P. WIlson, Saddler, and Feige voted against it.
Therefore, Amendnent 7 failed by a vote of 2-7.

3:12: 33 PM

REPRESENTATI VE TARR noved to adopt Amendnent 8, |abeled 28-
GS1647\ K. 9, Bullock, 4/3/13, which read:

Page 1, line 4, followng "rate;"

Insert "providing an additional tax on the
production of oil when the production tax value of a
barrel of oil is nmore than a certain amount;"

Page 6, line 7, follow ng "2014":
| nsert "the sum of

! !ll
Page 6, line 9, follow ng "percent":
Insert "; and

(B) the sum over all nonths of a cal endar
year after Decenber 31, 2013, of +the tax anounts
determ ned under (g) of this section”

Page 7, following line 1:
I nsert a new bill section to read:

"* Sec. 14. AS 43.55.011 is anended by adding a new
subsection to read:

(q) In addition to the tax in (e) of this
section, for a nonth in which the average production
tax value of a barrel of oil is nore than $150, there

is levied on the producer of oil for each barrel of
oil produced and taxable under (e) of this section a
tax of $1 for each $10 armount of production tax val ue
t hat exceeds $150. The tax in this subsection does not
apply to oil the ownership or right to which is exenpt
from taxation or constitutes a |andower's royalty
interest. The tax levied under this subsection shall
be paid at the tinme and nmanner in which taxes under
(e) of this section are paid under AS 43.55.020."

Renunber the followi ng bill sections accordingly.
Page 29, |ine 6:

Del ete "sec. 31"
| nsert "sec. 32"
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Page 29, line 7:
Delete "18 and 20 - 23"
| nsert "19 and 21 - 24"
Del ete "sec. 18"
| nsert "sec. 19"

Page 29, line 9:
Del ete "Section 19"
| nsert "Section 20"

Page 29, |ine 20:
Del ete "sec. 36"
| nsert "sec. 37"

Page 29, |ine 24:
Del ete "Sections 13, 20 - 23, 28, and 37"
| nsert "Sections 13, 21 - 24, 29, and 38"

Page 29, |ine 25:
Del ete "sec. 18"
| nsert "sec. 19"
Del ete "sec. 31"
| nsert "sec. 32"

REPRESENTATI VE HAVKER obj ect ed.
3:13: 04 PM

REPRESENTATI VE TARR noted that in Version K the tax credit per
barrel scales down from $8 to $0 by $1 for every $10 of gross
value at the point of production. Amendnment 8 would allow the
credit to "go negative" so that if the gross value at the point
of production is $160-$170 there would be a bonus to the state.
It would keep the stair step going down and there would be no
m ni mum tax. The makers of the amendnent are characterizing as
a bonus a sinplified progressivity at the higher prices. It is
simlar to the 45 percent base rate, $8 per barrel credit, wth
alittle bit nore sharing on the upside for the state.

3:13:54 PM

REPRESENTATI VE HAWKER posited that this overall debate, nmanifest
in the discussion of tax rates and shopping for tax rates and
shopping for netrics, is really not the issue before the
commttee. The issue is production decline. The commttee has
heard it repeatedly testified that investnent equals production
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and to attract investnment the fol ks nmaking those decisions nust
nodel and conpare. Alaska has to conpete against their
alternatives on a worldwi de basis and in that is a probabilistic
analysis of future oil prices and the taxes that would be in
effect. Amendnent 8 would directly exasperate the current
problem with ACES, which is that governnent take is nore wth
each rise in price, rather than providing either a |evelized or
very predictable staged and capped tax rate at those higher
ends. Amendnent 8 would take away a significant part of a
potential investor's upside analysis, which is one reason why
Al aska is not seeing investnment and is experiencing production
decline and a reason not to vote for the amendnent.

3:15: 28 PM

REPRESENTATI VE TUCK poi nted out Amendnent 8 pretty nuch "l eaves
the line" seen [on the graph] for Version K The difference is
that the amendnent protects the state's interests when the price
goes above $170 a barrel. It increases the sanme curve in
Version K for prices above $170 a barrel and is asynptotic, so
there is a cap to it. Rat her than flat-lining at 35 percent
when prices reach $150 a barrel, it continues once $170 is
reached. Also, unlike ACES, it is a very small curve. It would
provi de benefits for those times when prices do get up that high
versus how nuch the state expects to | ose when prices drop bel ow
$100 a barrel.

3:17: 00 PM

REPRESENTATI VE TARR, while appreciating Representative Hawker's
comments, said she does not think anyone would be conpl aining
about what happens at oil prices of $170 and above because
people would be swinmng in profits at that price. Anendnent 8
is a way for the state to protect itself at very high prices.
She recently heard fromBP that it is doing its nodeling at $90

a barrel. In checking with other sources, it even nmay be $80-
$95 a barrel. Looki ng at what happens above $170 a barrel is
not a problem today or likely to be one in the next five years

if one believes the Futures Forecast, but this anmendnent would
provi de that Al aska shares in that windfall profit should prices

reach $170 a barrel. The tax rate graph for Anendment 8 mimnics
the version of the bill that the commttee is considering.
3:19: 06 PM

REPRESENTATI VE HAWKER nai nt ai ned his objection to Anendnent 8
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A roll call vote was taken. Representatives Tarr and Tuck voted
in favor of Anmendnent 8. Representati ves Johnson, Hawker,
A son, Seaton, P. WIlson, Saddler, and Feige voted against it.
Therefore, Amendnent 8 failed by a vote of 2-7.

3:20: 07 PM

REPRESENTATI VE TUCK noved to adopt Amendnent 9, |abeled 28-
GS1647\ K. 26, Nauman/ Bul | ock, 4/3/13, which read:

Page 18, lines 4 - 11:
Delete all material.

Renunber the foll ow ng paragraphs accordingly.
REPRESENTATI VE HAVKER obj ect ed.
The conmittee took a brief at-ease.
3:23:30 PM
REPRESENTATI VE TUCK expl ained Anmendnent 9 would protect the
state at low prices by limting the credit to a maxi mum of $5
per barrel at |ower prices. At an average gross value at the
poi nt of production of $110 and above, the credit would step
down as currently witten in Version K
COCHAIR FEIGE noted there would be no per barrel exclusion
below a taxable value of $100 under Anendnent 9 and asked
whet her the tax rate would then be the base rate of 35 percent.
3:24: 27 PM
The commttee took an at-ease from3:24 p.m to 3:32 p.m

3:32: 57 PM

REPRESENTATI VE TUCK w thdrew Amendnent 9 Dbecause it was
incorrectly drafted.

3:33:18 PM

REPRESENTATI VE TUCK noved to adopt Anendnent 10, |abeled 28-
GS1647\ K. 19, Nauman/ Bul | ock, 4/2/13, which read:

Page 17, |ine 21:
Del ete "new subsecti ons”
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| nsert "a new subsecti on”

Page 17, |ine 24:
Del ete "one or nore"
| nsert "either or both"

Page 17, line 28, through page 18, |ine 28:
Delete all material .

Page 24, |ine 14:
Del ete "one or nore"
| nsert "either or both"

Page 24, lines 20 - 23:

Delete "; (3) the oil or gas is produced from
acreage that was added to an existing participating
area by the Departnment of Natural Resources after
Decenber 31, 2012, and the producer denonstrates to
the departnent that the volunme of oil or gas produced
is from acreage added to an existing participating
area"

REPRESENTATI VE HAVKER obj ect ed.

REPRESENTATI VE TUCK expl ai ned that under Anendnent 10 the per-
barrel credit would apply to new oil. He said he does not think
"the field developnment should be counted as new oil." If a
producer gets the gross reduction exclusion (GRE) then it would
al so get the per barrel credit. By deleting in Version K, page
24, lines 20-23, the anendnment would renove the third section of
the GRE that was di scussed as not having clarity.

3:34: 22 PM

REPRESENTATI VE TUCK, in response to Co-Chair Feige, concurred
the GRE is now called the gross val ue reduction (GVR)

CO- CHAIR FEIGE said on [3/29/13] the conmttee changed the third
GV/R in CSSB 21(FIN) an(efd fld) to neke it clearer and that
change was included in Version K

REPRESENTATI VE TUCK specified Amendnent 10 would also give the
$5 per barrel taxable oil and would renmove the stair stepping.
In further response to Co-Chair Feige, he confirmed Amendnent 10
woul d renmove what would becone subsection (j) of AS 43.55.024
and would entirely renove the floating per barrel credit
provi si on.
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3:36:19 PM

REPRESENTATI VE HAWKER opposed Anendnent 10, saying it appears
the intent of the amendnment is to delete the per barrel credit
for legacy fields and further make it difficult by renmoving the
third gross value reduction, which in Version K was an inportant
clarification of intent to ensure that the GVR would be
appropriately applicable to oil and gas that was added to a
participating area. Anmendnent 10 would "make the |egacy fields
pay, elimnate all future benefits from the |egacy fields, or
severely conpronise those benefits to legacy fields.”" It seens
the thought is to take that noney and use it to subsidize
everyone else as well as pay for the future operations of the
State of Al aska. It is a false conception that the state can
tax productivity out of legacy fields while at the sane tine
falling over itself to incentivize sone other nysterious
definition of new oil and new fields. It defeats the purpose of
trying to create a levelized, predictable, durable tax system
that can be applied universally across all spectruns of those
that explore and produce in the state.

3:39:16 PM

CO CHAI R FEI GE opposed Amendment 10, stating that taking out the
third GVR woul d take away one of the incentives to find new oi
within the legacy fields. Elimnating the floating per barrel
credit essentially leaves the base rate in effect on anything
comi ng out of the legacy fields, which would drive investnment in
new oil outside of the legacy fields. Testinony was heard that
nost new oil wuld come from the legacy fields because in
Prudhoe Bay a 1 percent rise is a significant volunme of oil.

REPRESENTATI VE TARR clarified the per barrel credit allowance is
only specific to part three of the [GVR GREf]. She recalled it
was heard from producers that they did not expect to use part
t hr ee. If it qualifies for part one or part two of the GVR
then it would also apply for the per barrel credit, so it is
just part three of the GVR that woul d be renoved.

3:41:13 PM

CO- CHAIR FEIGE noted part one and part two of the GVR would be
either new units outside legacy fields or new participating
areas Wwthin. He understood Representative Tarr to be assum ng
there would be new participating areas in the |egacy fields, but
said he does not believe testinony was heard to that effect.
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REPRESENTATI VE TUCK said the intent of Amendnent 10 is to

incentivize new oil from new areas. Production is already
pl anned for the easy oil in the legacy fields and significant
reduction of the state's tax incone will help to incentivize

t hose | egacy fields.
3:43: 07 PM

REPRESENTATI VE HAWKER mai nt ai ned his objection to Anendnent 10.
He understood the amendnent would |eave the $5 per barrel credit
for all fields, including the |egacy fields.

REPRESENTATI VE TUCK confirmed that is correct.

A roll call vote was taken. Representatives Tarr and Tuck voted
in favor of Anendnent 10. Representatives Seaton, P. WI son,
A son, Hawker, Johnson, Saddler, and Feige voted against it.
Therefore, Amendnent 10 failed by a vote of 2-7.

3:44:14 PM

REPRESENTATI VE TARR noved to adopt Anendnent 11, |abeled 28-
GS1647\ K. 18, Nauman/ Bul | ock, 4/2/13, which read:

Page 17, |ine 24:

Delete "one or nore  of the criteria in
AS 43.55.160(f)"

Insert "the criteria in AS 43.55.160(f)(1) or (2)
or both"

Page 17, line 28, through page 18, |ine 28:
Delete all material .

REPRESENTATI VE HAVKER obj ect ed.

REPRESENTATI VE TARR explained there is a series of anmendnments
related to the GVR/ GRE She said she likes to call it GRE

because it is revenue exclusion. The anmendnents rmanipul ate
different portions of the GVRRGRE to | ook at ways to acconplish
incentivizing new devel opnent. Li ke Anendnent 10, Anendnent

[11] is specific to part three, but instead of elimnating the
per-barrel credit and the G/R'GRE, it elimnates only the per
barrel credit. The thinking behind Arendnment 11 is that nuch of
this may be planned developnent and it is new devel opnent that
is trying to be incentivized, not things already in the works.
The GRE would still be given, so there would still be incentive
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to do in-field work. She added it is a policy call as to where
to incentivize the behavior of the oil conpani es.

3:46:34 PM
REPRESENTATI VE HAVWKER muai nt ai ned his objection to Anendnent 11.

A roll call vote was taken. Representatives Tarr and Tuck voted
in favor of Anmendnent 11. Representatives Seaton, P. WI son,
Hawker, Johnson, d son, Saddler, and Feige voted against it.
Therefore, Amendnent 11 failed by a vote of 2-7.

3:47:21 PM

REPRESENTATI VE TUCK noved to adopt Anendnent 12, |abeled 28-
GS1647\ K. 23, Nauman/ Bul | ock, 4/2/13, which read:

Page 17, line 21:
Del ete "new subsecti ons”
| nsert "a new subsection”

Page 17, line 28, through page 18, |ine 28:
Delete all material.

REPRESENTATI VE HAVKER obj ect ed.

REPRESENTATI VE TUCK explained that wunder Amendnent 12 if the
Departnent of Natural Resources determnes that an in-field has
new oil, then the per barrel credit would apply.

REPRESENTATI VE HAWKER understood Anmendnent 12 would elimnate
what is now in Version K, which is a progressive tax feature
that is also a production-based feature that provides a bal anced
benefit to |egacy production. He said the anendnent is counter
to everything that is trying to be done.

REPRESENTATI VE TARR respectfully disagreed, saying that in this
case for a legacy field if it can be proved that it qualifies
for the third conponent of the GVR'GRE, then it is eligible for
the credit.

3:49: 04 PM

The conmttee took a brief at-ease.

3:50:14 PM
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REPRESENTATI VE TUCK pointed out that subsection (i) of Section

25, Version K, would still remain. Thus, parts one and two of
the GVURFGRE for new oil would remain, and if the provisions of
part three are net for new oil, both the credit and the GRE

woul d be received.

CO CHAIR FEIGE opposed Amendnment 12, stating a consideration
while crafting the floating per barrel exclusion was that it is
easy to identify a drilling rig and easy to identify new oil,
but very difficult to quantify the effects of a field-wde
effort to enhance production from the |egacy fields using new
technol ogy or applying existing technol ogy. The floating per
barrel credit was chosen as a way where the nore produced in

those legacy fields, the nore of a tax reduction overall, and at
lower prices it is even nore advantageous in terns of the per
barrel credit. Wiile it can be argued sone of that oil in the

| egacy fields would be produced anyway because the wells are
there, the intent is to incentivize investnent using new
technology or nore of the current technology to increase the
extraction rate and get nore oil out of existing rocks over

tinme. Putting Section 25, subsection (j), into |aw enhances
t hat and enhances it in a way that rewards greater production.

3:53:52 PM

REPRESENTATI VE TUCK argued governnent take is being reduced
significantly throughout Version K and industry is doing very

well in Al aska. A benefit of doing business in Alaska is that
the finds are large and very good, unlike in North Dakota where
the finds are small and give oil immediately but quickly die.
Decline on the North Slope is slow because it is conventiona
oil. The intent, he reiterated, is to not incentivize things

t hat are al ready being done.

3:55: 01 PM

REPRESENTATI VE HAVWKER nai nt ai ned his objection to Anendnent 12.

A roll call vote was taken. Representatives Tarr and Tuck voted
in favor of Anendnent 12. Representatives P. WIson, Hawker,
Johnson, O son, Seaton, Saddler, and Feige voted against it.
Therefore, Amendnment 12 failed by a vote of 2-7.

3:55:51 PM

REPRESENTATI VE TARR noved to adopt Anmendnment 13, |abeled GS-
1647\ K. 12, Nauman/Bul | ock, 4/2/13, which read:
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Page 24, |ine 14:
Del ete "one or nore"
| nsert "either or both"

Page 24, lines 20 - 23:

Delete "; (3) the oil or gas is produced from
acreage that was added to an existing participating
area by the Departnment of Natural Resources after
Decenber 31, 2012, and the producer denonstrates to
the departnent that the volune of oil or gas produced
is from acreage added to an existing participating
ar ea"

REPRESENTATI VE HAVKER obj ect ed.

REPRESENTATI VE TARR expl ai ned that under Anmendnment 13 the credit
is maintained for part three of the GVRIGRE, but the credit is
nodi fied for non-GVR GRE oil. By taking away part three of
GVR/ GRE a producer could not go back and add acreage. Sonme of
the uncertainty is renoved. She understood from testinony that
folks did not anticipate nmuch use of part three. Amendnent 13
woul d add sone certainty to how this would be appli ed.

3:57:31 PM

REPRESENTATI VE HAWKER argued this has nothing to do with credits
as stated, but has to do specifically with the G/R CRE

Amendrent 13 would renove part three of the GVR/IGRE, which was
added after a deliberative conmttee process. The whole idea is
that the GVRIGRE is to provide benefits for new oil and new oil
alone; the devil is in the details of defining new oil

Comm ttee debate identified that a significant anount of new oil
mght conme from an acreage that was added to an existing
participating area. The |anguage originally drafted in the bil

was uncl ear. [Co-Chair Feige] worked with the agencies to
provide a great deal nore clarity while still leaving a great
deal of latitude with the Departnent of Natural Resources (DNR)
to nake the determnation that the oil or gas produced was from

the added acreage. It is very clear and is an inportant part of
clarifying the intent/applicability of the GVR GRE It is
absolutely consistent wth the intent to provide an extra
benefit and incentivize newoil, no matter where it comes from
3:59: 50 PM
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REPRESENTATI VE SEATON supported Amendnent 13, saying he does not
think part three is clear. A new reservoir or a new reservoir
at a different vertical level is clearly a new participating
ar ea. Making a determnation for acreage that is added to a
participating area will add much work for [DNR]. The Prudhoe
Bay operator testified it does not foresee using expansion of
partici pating areas. Wiile an effort was nade to clean up the
| anguage, the denonstration process was not cleaned up.

4:02: 04 PM

CO CHAIR FEI GE asked whether the administration has a position
on Anendnent 13.

JOE BALASH, Deputy Conm ssioner, Ofice of the Conm ssioner,

Depar t ment of Nat ur al Resour ces (DNR) , replied t he
admnistration is quite pleased with the current |anguage in
Version K It is nmuch clearer and will be less of a burden on

the departnent's staff to go through these discussions with the
operators on whether a given sub-participating area is in fact

contributing to production in the main reservoir. Havi ng the
bright Iine of whether the particular acreage is an addition to
the existing PA nakes it clear. That is just one step. The
second step is the one the Departnent of Revenue will take in
determning whether there is a reasonable accounting for
production from that addition. Under this |anguage not all
expansions of participating areas will qualify for the GVR GRE
because not all wll be able to account for the production from
the expanded area. Responding further, he confirned two

el ements nust be proven to both DNR and DOR: 1) the conpany
must prove it is an addition to the existing area, and 2) the
conpany nust prove it can be accounted for separately.

4:03: 58 PM

REPRESENTATI VE TARR recalled the deputy comm ssioner previously
stating that he did not expect this part of the GVR GRE woul d be
wi dely used, which led her to believe that this was not as
inportant a provision as the first two in terns of determ nation
and help in clarity.

MR. BALASH agreed there will not be many instances in which this
woul d be of benefit. However, he continued, based on the review
done and work that is currently out there, it is expected the
nunber of barrels that would be able to take advantage of this
is material. Potential exanples include "lpad," expansions at
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West  Sac, Sharktooth prospect at Kuparuk, and CD-5 at Al pine.
These are nmaterial and are things the state will want to happen.

MR. PAW.OABKI added it is inmportant to distinguish between the
starting | anguage of this provision versus the current |anguage.
The starting |anguage was on an individual well-by-well basis,
whereas [Version K| goes back to the actual acreage and the

| eases and the tracts that are added. That is a material
difference from the departnent's perspectives about how this
process might play out. It was heard |ast night from one of the

operators of the non-Prudhoe Bay unit that future opportunities
are seen to perhaps use this. He concurred with M. Bal ash that
those volunmes are currently not being developed and could
provi de nmeani ngful additions to the state.

4:06: 15 PM

REPRESENTATI VE TARR inquired whether the fiscal inpact of the
provi sion has been appropriately assessed in the fiscal note.

MR. PAW.OASKI replied he believes it has because the majority of
t hese expansions of PAs are prospective going forward, so they
are new additions that are not necessarily included in the
departnment's revenue forecasts.

COCHAIR FEIGE interjected that any new oil would actually
decrease the inpact of the fiscal note, which would be good.

REPRESENTATIVE TARR said it is a policy call on where to
incentivize activity. Sonme changes made in the bill have been
characterized in the public as a giveaway. There is a question
about how much to give and whether the changes are giving
opportunities for manipulating the system for production that
was al ready pl anned.

4:07:44 PM

REPRESENTATI VE HAVWKER nai nt ai ned his objection to Anendnent 13.

A roll call vote was taken. Representatives Tarr, Tuck, and
Seaton voted in favor of Anendnent 13. Represent ati ves Hawker,
Johnson, dson, P. WIson, Saddler, and Feige voted against it.
Therefore, Anendnment 13 failed by a vote of 3-6.

4:08: 34 PM
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REPRESENTATI VE TUCK wthdrew Anmendnent 14, | abel ed 28-
GS1647\ K. 17, Bull ock, 4/3/13.

4:09:13 PM

REPRESENTATI VE TARR noved to adopt Anendnent 15, |abeled 28-
GS1647\ K. 15, Bullock, 4/3/13, [text provided at the end of this
docunent] .

REPRESENTATI VE HAVKER obj ect ed.

REPRESENTATI VE TARR expl ai ned Anendnent 15 would protect the
state's interests by providing that the state would go back to
[ACES] if, by close of the 2017 calendar year, North Slope
production does not increase at |east 10 percent over 2012
| evel s. Wile the state is unable to get any guarantees from
the "big three" about what their plans are should this tax
change be nade, this anmendnent would give the state sone
protections to encourage activity to start quickly.

4:10:55 PM

CO CHAIR FEI GE noted Anendnent 15, page 1, line 16, would anend
Version K to nake a reference to AS 43.55.011(9g). He offered
his belief that this subsection pertaining to progressivity has
been del et ed.

REPRESENTATI VE HAWKER said the conditional effect is about the
vol une of oil being produced in 2017 that exceeds the vol une of
oil produced in the 2012 cal endar year. However, the issue
before the state is about stenmng decline. There is a natura

decline rate in the fields, so it is an affirmative 10 percent
i ncrease over 2012. For this legislation to actually result in
nore revenue to the State of Al aska, an increase of 40,000
barrels [per day] is needed [3/25/13 PowerPoint testinony by
Econ One Research, Inc., slide 20]. Amendnent 15 would set a
hurdle of 10 percent nore than the 2012 calendar year and
putting in this kind of artificial hurdle is exactly what 1is
wong. This short tinefrane and sort of absolute are not going
to result in any increased investnment and will probably decrease
i nvest ment because this is all about aggregate production across
the North Sl ope. Wen the mgjority of that production likely
has to come from | egacy producers, or one snall guy hitting the
mega-find, it is discrimnatory. It does not represent how to
incentivize and create a bal anced and durable incentive program
across all tranches of people the state wants working on the
Nort h Sl ope. The objective is to recognize market forces and
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the laws of economcs, and put in place what is believed to be
an econom c environnent that will result in the desired increase
in production across all spectruns. Another legislature will be
sitting here in 2017 and if it does not like what it sees it can
make changes.

4:14:53 PM

REPRESENTATI VE = TARR, addressing Co-Chair Feige's earlier
statenent regarding Anendnent 15, page 1, line 16, explained
that that |anguage needs to be included in the anendnent because
if the tax reginme reverts back to the ACES structure then that

| anguage wll be relevant. Responding further, she said
addi tional |anguage related to this provision is on page 16 of
t he anmendnent. She rem nded nenbers that today's neeting was

del ayed while Legislative Legal and Research Services prepared
t he anmendnents, so she was unable to proof this amendnment prior
to the start of the neeting, which is one of the problens with a
rushed process. If the amendnent is incorrect, she continued,
she can offer a conceptual anendnent.

4:19: 09 PM
The commttee took an at-ease from4:19 p.m to 4:21 p.m
4:21:36 PM

REPRESENTATI VE TARR noted Amendnent 15 has a drafting error and
noved to adopt Anendnent 1 to Anendnent 15:

Page 1, line 16, following "AS 43.55.011":

Delete "(g)"

Insert "(qg)"
The language on line 16 would therefore read: "during the
previ ous cal endar year under AS 43.55.011(q) ...". There being

no objection, the Amendnent 1 to the Anendnent 15 passed.

REPRESENTATI VE TARR said Anendnent 15 would provide a tineline
to prove that there is new production. She agreed another
| egi sl ature could conme back, but said she would not rely on that
given the amount of tine it has taken this legislature to get
this far. She stressed she is getting dozens of e-mails that
the proposed bill is a giveaway with no guarantee of any new
pr oducti on. The public would be much nore confortable if the
bill included a tineline and performance expectations, she
stressed, since the legislation gives up nearly $1 billion [in
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revenue] which could result in Al askans meking sacrifices due to
| ack of funding for schools, roads, and public safety.

4:24:10 PM

REPRESENTATI VE P. WLSON di sagreed, saying Version K, pages 17
and 24, provide that no allowances are given unless there is
production; thus, sonething is being done to ensure production.

REPRESENTATI VE JOHNSON recounted when ACES was first passed it
was thought to be the best thing that had ever happened to the
state; only about 12 people in the House said it was not. The
next year a bill was introduced and about 14 people said ACES
was not what it was supposed to be. Today, nearly everyone says
ACES either needs to be tweaked or totally disregarded. It is
al nost universally recogni zed that ACES is flawed. To return to
what is, in his opinion, the nost flawed tax plan on the pl anet
i s unconsci onabl e. He recalled his reference to ACES on the
House floor when it first passed as being a hurricane that would
devastate Al aska's econony and said he believes that is where
the state i s now.

4:26:19 PM

REPRESENTATI VE TUCK argued the change proposed by Anendnent 15
pronotes nore production, but provides protection should that
not happen by returning to the system that protected Al aska
during a tinme when the rest of the US. was going through a
recessi on. There are nore jobs and nore players on the North
Sl ope. Referring to statenents that the fastest way to naking
nore production happen is to nmake it happen on existing fields,
he said he has not seen where any existing fields have had their
declines reversed. \Wile natural decline can be slowed, it wll
take new oil from other areas. Anmendnent 15 is a safeguard for
the state's future.

4:28:12 PM
REPRESENTATI VE HAVWKER mai nt ai ned his objection to Anendnent 15.

REPRESENTATI VE TARR, responding to Representative P. WIlson's
earlier comment, drew attention to the bill's fiscal note which
has one portion tied to new production through the $5 credit.
She said this pales in scale to the loss of the progressive
portion of the tax and this give away of hundreds of mllions of
dollars with no guarantee of production is of concern to the
publi c. The public expects the legislature to play hardball
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like the industry does in its board rooms to advance its

interests; therefore, it is not inappropriate to put sone
expectations in place. The state will be taking a budget hit of
nearly $1 billion [per year] at least through fiscal year 2019.
It will take the state's savings in its statutory budget
reserve, which is from the ACES tax, to get through this tine
peri od. The people of Al aska are being asked to shoul der the

burden of a tax break for the nost profitable oil conpanies in
t he worl d.

4:30: 33 PM

A roll call vote was taken. Representatives Tuck and Tarr voted
in favor of Anendnent 15. Representati ves Hawker, Johnson,
A son, Seaton, P. WIlson, Saddler, and Feige voted against it.
Therefore, Amendnent 15 failed by a vote of 2-7.

4:31:17 PM

REPRESENTATI VE TUCK noved to adopt Anendnent 16, |abeled 28-
GS1647\ K. 16, Bullock, 4/3/13, [text provided at the end of this
docunent] .

REPRESENTATI VE HAVKER obj ect ed.

REPRESENTATI VE TUCK expl ai ned Amendnent 16 deals with Section 11
and, as heard from the admnistration, Section 11 would include
both Prudhoe Bay and Kupar uk. The proposed |egislation would
reduce governnment take at high oil prices where things tend to
be nost profitable. Anmendnent 16 would protect the state at |ow
prices by putting in a floor of 10 percent of gross value at the
poi nt of production and this would apply to the | egacy fields.

4:32:33 PM

REPRESENTATI VE HAWKER sai d Anmendnent 16 repeals and reenacts AS
43.55.011(f), which is the mnimm tax subsection that applies
to all oil and gas produced north of 68 degrees North latitude
other than oil and gas production that is essentially a private
royalty interest. It would elimnate the mninmmtax provisions
on everyone except Prudhoe Bay and Kuparuk, although Kuparuk
woul d soon not be subject to this mninmum tax because of its
production decline. Thus, the mnimumtax |evel on Prudhoe Bay
will be raised to 10 percent. Lines 12-14 make no sense. It is
not good public policy to increase the mninum taxes on,
essentially, only Prudhoe Bay, and to renbve the mninmm tax
| evel s on all other producers today and in the future.
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REPRESENTATI VE TUCK added Anmendnment 16 attenpts to ensure that
the state does not go into negative production tax after credits
when oil prices dip to roughly $65 per barrel. It would protect
the state's interests by ensuring revenue at | ow prices.

4:35:28 PM
REPRESENTATI VE HAVWKER mai nt ai ned his objection to Anendnent 16.

A roll call vote was taken. Representatives Tarr and Tuck voted
in favor of Amendnment 16. Representati ves Johnson, d son,
Hawker, Seaton, P. WIlson, Saddler, and Feige voted against it.
Therefore, Amendnment 16 failed by a vote of 2-7.

4:36: 25 PM

REPRESENTATI VE TARR noved to adopt Anendnent 17, |abeled 28-
GS1647\ K. 8, Nauman/ Bul | ock, 4/2/13, which read:

Page 24, |ine 22:
Del ete "2014"
| nsert "2017"

REPRESENTATI VE HAVKER obj ect ed.

REPRESENTATI VE TARR stated she has had trouble with application
of the GVRIGRE - what it would apply to, when it would not
apply, and whether it should apply in circunstances where it is
oil that is already in the plans for the next few years. The
|l egislature is basing a lot of its decisions on the revenue
forecasts, so there is sone idea of the plan developnent in the
near term Amendnent 17 would delay inplenentation of part
three of the GVUR/ GRE from 2014 to 2017, which would increase her
confort level in regard to ensuring it is really new activity
and new production that is being incentivized and not just
things that were going to happen in the next couple years.

4:38: 06 PM

REPRESENTATI VE HAWKER said he does not understand why it would
be wanted to delay sonmeone w shing to pursue an addition to an
exi sting participating area - an addition that mnust be approved
by, and denonstrated to, the Departnent of Natural Resources
that it results in production from that added acreage. This is
a "slowit-down" anendnent, he argued, because if he were a
producer he would ensure that his decisions and determ nations
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were slowed down until 2017 rather than pursuing them
i mredi ately. He said he opposes Anmendnent 17 because it is
i mredi ate and expeditious results that are wanted fromthe bill.

COCHAIR FEIGE agreed wth Representative Hawker, saying this

woul d be for new oil and new oil is exactly what is trying to be
f ound. If a producer adds to an existing participating area
that is an additional reservoir that wll have production.
There will be natural logistical challenges to increasing the
activity on the North Slope, but it should not be the
| egislature's objective to put an artificial limt on that by

having an effective date for this G/R/ GRE of three nore years
into the future.

4:40:10 PM

REPRESENTATI VE TARR argued it depends on how one feels - whether
one is "confortable with a substantial giveaway to the nost

profitable conpanies ... in the world for work that they were
already going to do."™ She said this is an area for which she is
receiving nmuch constituent comunication - people unconfortable
about the idea of the state not getting anything new for what is
bei ng given away. Amendrent 17 would take into account that
producers have already planned what they will be doing for the
next few years. Incentive would still be provided for producers

to continue doing work that would qualify for parts one and two
of the GURFYGRE. She allowed that in practical ternms it nmay not
have an inpact because of the tinme it would take for the
application process to add acreage to a participating area. | t
is a policy call on whether to give a tax break for work that
was already going to be done in addition to a tax break with no
guar antees or whether to incentivize new efforts.

COCHAIR FEIGE posited that lowering the tax rate mnmakes it
possible for an investnent to go forward and this is investnent
t hat woul d be new oil.

4:42: 32 PM

REPRESENTATI VE HAVWKER nai nt ai ned his objection to Anendnent 17.

A roll call vote was taken. Representatives Tarr and Tuck voted
in favor of Amendrment 17. Representati ves Johnson, d son,
Seaton, P. WIson, Hawker, Saddler, and Feige voted against it.
Therefore, Amendnment 17 failed by a vote of 2-7.

4:43: 14 PM
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CO CHAIR FEI GE recessed the neeting to a call of the chair.
7: 33: 53 PM

COCHAIR FEIGE called the neeting back to order at 7:33 p.m
Representatives Seaton, P. WIson, Tuck, Hawker, Johnson
Saddler, and Feige were present at the call back to order.
Representatives O son and Tarr arrived as the neeting was in
pr ogr ess.

7:33:58 PM

REPRESENTATI VE SEATON noved to adopt Anendnent 18, |abeled 28-
GS1647\ K. 29, Nauman/Bul | ock, 4/2/13, [text provided at the end
of this docunent].

REPRESENTATI VE HAVWKER obj ect ed for di scussi on purposes.

REPRESENTATI VE SEATON expl ai ned Amendnent 18 addresses the need
on the North Slope for investnent opportunities for getting
production in the pipeline. Br ooks Range Petrol eum Cor poration
has spoken about staying on track with production comng on line
of 15,000 barrels a day, the first new oil the state would have.
Last year the commttee heard a presentation regarding the
Al aska Industrial Developnment and Export Authority (Al DEA)
having the ability to |oan noney at terns that would nake nobney
for the state. An interest rate of 10 percent for 10 years was
di scussed for up to $200 mllion on production facilities.
Those production facilities were intended to be constructed
within Al aska and trucked to the North Sl ope. Amendnent 18 is
an anendnent the commttee included in last year's bill. It
woul d accel erate production, increase jobs in Al aska and, at 10
percent interest, would make nore noney than the state's other
i nvest ments. It is for production facilities and is applicable
to many of the small producers.

7:37:36 PM

REPRESENTATI VE HAWKER said he has sone trepidation about the
anendnent because this issue nmay have been largely resolved by
other bills that have noved through the conmttee this session
He has sonme worry about expanding the scope of a production tax

revision bill, but is confortable when looking at it through the
ultimate objective, which is to increase production wthout
placing the state's treasury at undue risk. He said he wll
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therefore renmove his objection to the anendnent when that
opportunity cones.

REPRESENTATI VE JOHNSON |i ked the concept, but questioned whet her
Amendnent 18 would positively or negatively affect soneone's
ability to raise capital given that noney is usually raised in
the private market. Responding to Co-Chair Feige, he agreed the
state mght be conpeting with the private sector and said he
would like to talk with soneone who has tried to raise noney as
to whet her the amendnent woul d be of hel p.

7:39:57 PM

REPRESENTATI VE HAWKER shared that when talking wth folks
interested in this sort of legislation he was not excited about
the idea of AIDEA getting involved in oil and gas field finance.
However, after thinking about it he has becone confortable with

the concept and has a bit different stand. Because the bill
will receive a thorough financial review in the finance
commttee, he wll support the anendnent. It is a good policy

statenent from this commttee that helping develop facilities
could be as helpful in increasing production as an appropriate
econom ¢ fund.

CO- CHAIR FEI GE noted the anendnent includes a title change, so a
title change resolution will be required.

REPRESENTATI VE JOHNSON concurred it would require a title
change. In further response, he said the House would have to
vote for the change and then the Senate would need to do the
sane. He confirmed it would take a majority vote to accept.

7:41:48 PM

REPRESENTATI VE SADDLER asked whether the intent of Anmendnent 18
is to elimnate bottlenecks for small or for |arge producers.

REPRESENTATI VE SEATON replied there would be no restriction on
this noney for namng participants or the size of participants.
Menbers were approached |ast year by producers that were trying
to rapidly nove forward with production into the pipeline. The
Brooks Range project wll cone on line |ong before Point Thonson
or any of the other mmjor projects. The bottlenecks that occur
in the production facilities of gas and oil handling can be
significant and challenging to work out, so this would be an
alternative nethod. Getting production into the Trans-Al aska
Pi peline System (TAPS) is not just the fiscal system \Wile the
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fiscal system is a challenge for some, it is the regulatory
system that is a challenge for others and this amendnment would
help with that bottl eneck.

7:43: 24 PM

CO- CHAIR SADDLER recalled industry cautioning that |egislators
should try not to drive from the back seat. He inquired what
assurance the maker of the amendnent has that this is the exact
pl ace where this noney will be nobst efficacious in elimnating
bot t | enecks. He further inquired whether the fund should be

made available to any purpose and | et people borrow and spend as
they will.

REPRESENTATI VE SEATON responded this is an identified bottl eneck
that woul d accel erate production getting into TAPS and the state
woul d meke noney doing it. He said he does not support the
state loading noney to be used for anything. Thi s di scussion
was had |ast year with AIDEA and with producers; the anendnent
was not crafted at the last mnute, it is basically what the
commttee had |ast year. It would nove the state toward its
goal of production. He agreed with Representative Hawker that
the finance conmttee could renmove the provision if that
conmittee dislikes it.

CO CHAI R FEI GE asked whether AIDEA is currently able to do this.

REPRESENTATI VE SEATON answered AlIDEA does not currently have
specific authority for oil and gas production facilities, so
Amendnent 18 woul d allow that. He further noted that AIDEA has
a $400 mllion bond limt.

7:46: 09 PM

REPRESENTATI VE SEATON, responding to Co-Chair Saddler regarding
Anendnent 18, page 3, lines 9 and 17, he explained $400 mllion
is AIDEA s bonding limt currently, so taking up to $200 mllion
out of AIDEA's current authority for econom c devel opnent woul d
be problemtic. Amendment 18 would put [a limt] of $200
mllion so it does not restrict or take away from AIDEA s
current ability.

CO CHAIR SADDLER therefore understood it is not a per bond
issue, but is the entire bonding authority. He requested
el aboration on how the flow of noney would go through the
financi ng and why that woul d be savings to the state.

HOUSE RES COW TTEE -47- April 3, 2013



REPRESENTATI VE SEATON expl ained | ast year's negotiations were in
the range of 10 percent interest over a 10 year period for pay

back. Currently, the state is not making near 10 percent on
nost of the things that it is investing. The facilities would
be built in Alaska so the jobs would be in Al aska. Wiile the
facilities could still be built in Al aska using soneone else's

nmoney, this anmendnent woul d assure that the facilities are built
in Alaska. Responding further, he said if Al DEA nmade a |oan of,
say, $100 mllion, it would negotiate for 10 percent interest
with a 10-year payback. Oiginally, the conmpany that canme to
the commttee was willing to do a nuch shorter time, but AIDEA
said it wanted a |onger duration at that interest rate, and that
was acceptabl e to everybody.

7:49: 04 PM

COCHAIR FEIGE requested the admnistration to coment on
Amendnent 18.

MR. PAW.OASKI noted AlIDEA has broad powers currently to engage
in financing, devel opnent, and infrastructure in the state. The
admnistration is trying to wunderstand the section of the
anendnent on page 2, lines 12-28, about the actual separate
establishment of an oil and gas infrastructure fund w thin Al DEA
itself and the relationship of that to the bond authorizations.
Being unable to consult directly with AIDEA, he offered his
belief that AIDEA is already engaged in conversations and has
stepped forward in regard to the aforenentioned project.
Wthout input from AIDEA, the admnistration is relatively
unconfortable with understanding the difference between the fund
and the bond authorizations and the total project. However,
because it is the will of the commttee, the adm nistration wll
continue working with nenbers on all of these issues.

REPRESENTATI VE SEATON explained it was brought up during
di scussions with AIDEA that the legislature may not necessarily
want AIDEA to sell bonds and might instead prefer depositing
nmoney into a fund that AIDEA could | oan because the state is not
maki ng 10 percent noney in its statutory budget reserve nor its

ot her accounts. While AIDEA is using sonme of its noney for
hel ping in the construction of that road and pad, AIDEA has said
it does not have authority to do oil and gas production
facilities without a change in statute. If the legislature did

not appropriate noney into the fund, AIDEA would use the bonding
authority being grant to it.

7:52: 38 PM
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REPRESENTATI VE TUCK supported Anendnent 18, saying that even if
Al DEA could do this already it would be nice to have it in the
regulations and laws for oil and gas so people are aware of it.
The processing facilities could potentially be a bottleneck on
the North Slope if a small producer cannot get a facility
sharing agreenent with a big producer. This would allow a smal
producer to build its own facilities or would allow a big
producer to expand its facilities.

CO CHAIR FEIGE drew attention to Anendnent 18, page 2, lines 21-
24, which read "the state or a political subdivision of the
state may levy a tax or special assessnent on an oil or gas
processing facility ...." He asked what would be the purpose of
t he tax.

REPRESENTATI VE SEATON replied the language is to nake it clear
that just because the state is participating in the financia
arrangement in these facilities, the facilities do not then

escape property tax. There becanme this question of at what
point in the financing does it becone a state facility and then
escape tax. There is no intent to have the state's financing

ability change the property tax status.

MR. PAW.OASKI understood that AIDEA's statutory problemin being
involved in the proposed North Slope project, at |east
initially, is really related to page 3 of the anmendnent - the
aut horization to issue the bonds. Currently, AIDEA has a broad
range of statutory ability to be involved in different projects,
but AI DEA does not have the actual authorization to issue that
| arge anobunt of debt to go into a project. That typically goes
to the AIDEA board for review and then it is released to the
| egislature for approval; it is the legislature that authorizes
the issuance of that debt. He said would need to talk to the
departnment and to AIDEA to understand their feelings on the
creation of the fund.

7:55:56 PM
The committee took an at-ease from7:55 p.m to 7:58 p. m
7:58:16 PM

REPRESENTATI VE HAWKER renoved his objection to Anmendnent 18.
There being no further objection, Anendnent 18 passed.

7:58:44 PM
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REPRESENTATI VE SEATON noved to adopt Anendnent
GS1647\ K. 27, Nauman/ Bul | ock, 4/2/13, which read:

Page 1, lines 2 - 4:

19, | abeled 28-

Delete "providing a tax credit against the
corporation income tax for qualified oil and gas
service industry expenditures;"”

Page 4, line 5, through page 5, line 11
Delete all material.
Renunber the followi ng bill sections accordingly.
Page 29, line 5:
Del ete "Section 13"
I nsert "Section 12"
Page 29, line 6:
Del ete "sec. 31"
| nsert "sec. 30"
Page 29, line 7:

Del ete "Sections 18 and 20 - 23"

I nsert "Sections 17 and 19 - 22"

Del ete "sec. 18"

| nsert "sec. 17"

Page 29, line 9:

Del ete "Section 19"

I nsert "Section 18"
Page 29, |ine 20:

Del ete "sec. 36"

| nsert "sec. 35"
Page 29, |ine 24:

Del ete "Sections 13, 20 - 23, 28, and 37"

I nsert "Sections 12, 19 - 22, 27, and 36"
Page 29, |ine 25:

Del ete "sec. 18"

| nsert "sec. 17"

Del ete "sec. 31"

| nsert "sec. 30"

REPRESENTATI VE HAVWKER obj ect ed.
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7:59:16 PM

REPRESENTATI VE SEATON expl ai ned Anmendnment 19 would delete the
section providing a tax credit against the corporation incone
tax for qualified oil and gas service industry expenditures. He
said the problem is that there are other tax credits for

wor kf orce devel opnent and educati onal purposes. It really does
not have anything to do wth the production of oil and gas; it
is service conpanies. Wiile the fiscal note says a maxi mum of
$25 mllion, a good nunber was not avail able. In the last 10
years the maxi num paid was about $10 million for the entire oi

and gas service industry sector. Thus, this 10 percent or $10
mllion per conpany would probably elimnate all of the
corporate incone tax. There is also a five-year carry forward
provision. The conmttee has |ooked at trying to stinulate oi

and gas production workforce training. "Processing tech

facilities" can be done through the state's wuniversities and
coll eges. Amendnent 19 woul d have no effect on the bottom |ine

of the producers or anybody that is going to be putting oil in
TAPS. Responding to Co-Chair Feige, he confirned the section
that would be deleted was added to the bill in the Senate

Resources Committee by Senator Bishop.

8:01:51 PM

CO CHAI R SADDLER requested clarification on whether Amendnent 19
would elimnate or supplant the workforce developnent and

educational tax credits.

REPRESENTATI VE SEATON responded if there is no corporate incone

tax liability for any of these conpanies then there is
absolutely no tax credit that they can take by doing educati onal
tax credits. Educational tax credits are 50 percent of the

first $100,000 and 100 percent of the second $100,000 and 50
percent of the anmpbunt up to $5 mllion. That upper anmount has
not been used, but snaller anbunts have. If there is no tax
liability there is no incentive to earn a tax credit to do
wor kf orce devel opnent issues because 100 percent of the noney
woul d be taken out of the corporation rather than diverting tax
nmoney that would have been paid to the state to an educationa
institution. Therefore, the tax incentive goes away.

8:03:10 PM

REPRESENTATI VE P. WLSON commented the training is used by the
mning conpanies to ensure there are people who are qualified
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and trained before hire. The conpani es donate to the three or
four schools in the state that provide this training.

MR. PAW.OANSKI called attention to the fall 2012 Revenue Sources
Book, page 113, which describes the credits that are applicable
under nultiple prograns. The education credit in particular is

applicable to the corporate incone tax, he said. O her taxes
having a credit for education are the fisheries business tax,
fishery resource landing tax, insurance premum tax, title
i nsurance premum tax, mning |icense tax, oil and gas
production tax, and oil and gas property tax. The total anount
used in 2012 was $4 mllion. Recognizing that a healthy service
i ndustry supports a healthy oil industry, this provision was

added in the Senate to provide incentive for work being done
within the state that does not necessarily have to be done here,
which is the manufacture and nodification of tangible persona
property that then is used in the oil and gas and exploration
i ndustry. The administration has supported the intent of this
provision, as well as the provision, throughout the process.
The education credit can be taken against l|lots of other taxes,
and the inportance of this to the overall perspective is a key
part of building a vibrant oil and gas industry in Al aska.

8:05:44 PM

CO- CHAIR FEIGE understood this credit would enable a service
conpany to put in a lower bid and inprove its conpetitiveness
agai nst outside suppliers of those manufactured itens.

MR. PAW.OASKI concurred, saying the intent behind the provision
is to inmprove the economcs for the type of work being done in
state. Manufacturing and nodification conpanies testified
before other conmttees that this would be a valuable credit to
themin their ability to conpete against infrastructure that is
built out of state and shipped here.

8:06: 24 PM

REPRESENTATI VE HAWKER pointed out the |anguage being proposed
for renoval from statute is that $10 mllion credit, but it is
agai nst Chapter 20, the Alaska Net Income Tax Act, so it is the
corporate inconme tax. He said he was concerned when the Senate
first included this section because he was unconfortable wth
going that far down into the econony when he really thought this
| egi sl ation should be specifically |ooking at the upstream oil
and gas econony. However, after thinking about it, he cane to
see it as an equalizer or leveling of the playing field. For
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exanple, limted liability corporations and S corporations enjoy
the benefits of |egal protection of corporations but yet any tax
l[tability flows to the individual. Because Al aska has no
personal income tax it is extrenely advantageous to organize a
business as a tax pass-through entity. This provision is a tax
equalizer for regional and Native-owned corporations and others
that are C corporations because C corporations cannot avail
thenselves of the ability to organize in a tax pass-through
entity. Testinony regarding the state's perceived exposure
indicated this provision would not be a threat to the treasury
but would aid in the long-term and overall objective of creating
an econom c environment across the state to facilitate and
increase oil and gas production. Reiterating that he has worked

his way from not liking this section in the bill to liking it,
he said he will maintain his objection to the anendnent.
8:10: 22 PM

CO CHAIR FEIGE allowed he had not thought about the equalizing
between C corporations and S corporations; rather he had been
t hi nki ng about it from the viewpoint of Al askans versus Qutside
and anything that gives Alaska businesses an advantage to get
nore business, especially the increase in business that should

cone as a result of this bill |owering taxes. In the end the
revenue from the corporate tax, even wth the 10 percent
deduction, may still exceed what the state is receiving under

its current tax regine. He said he would therefore |ike to keep
Section 8 in the bill.

REPRESENTATI VE TUCK said he would like to ensure that as nuch of
the new investnment on the North Slope is built in Alaska as is
possi bl e. The aforenentioned provision is an opportunity to
offer credits for val ue-added industries within the state.

REPRESENTATI VE SEATON, in response to Representative P. WIson,
said the definition of "qualified" oil and gas service industry
expenditures is found in Version K, page 5, beginning on line 7.

8:13: 04 PM

REPRESENTATI VE SEATON stated if the commttee's nood is to nmake
C corporations on par with limted liability corporations it can
do that. This is the only tax that C corporations have to
receive that tax credit. According to Version K, page 5, lines
10-11, conponents or equipnent used for or in the process of
manuf acturing are not included, neaning welding equipnent is not
included but pipe that is welded would be included. | nvent ory
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activities would also not be included. It appears from the

nodi fication |anguage in Version K, page 5, line 3, that nost
things will be included because al nost everything has a usefu
life of three years. Gven the will of the conmttee to not

nmove this way, he withdrew Amendnent 19.
8:14:52 PM

REPRESENTATI VE SEATON noved to adopt Anendnent 20, |abeled 28-
GS1647\ K. 30, Naurman/ Bul | ock, 4/2/13, which read:

Page 1, line 11, follow ng "properties;"
Insert "relating to the additional conservation
surcharge on oil ;"

Page 25, followi ng |ine 20:

Insert a new bill section to read:

"* Sec. 33. AS 43.55.300(a) is anended to read:

(a) Every producer of oil shall pay a surcharge
of $.07 for each [$.04 PER] barrel of oil produced
from each | ease or property in the state, |less any oil
the ownership or right to which is exenpt from
taxation."

Renunber the follow ng bill sections accordingly.

Page 29, |ine 20:
Del ete "sec. 36"
| nsert "sec. 37"

Page 29, |ine 24:
Del ete "37"
| nsert "38"

REPRESENTATI VE HAVKER obj ect ed.

REPRESENTATI VE SEATON expl ai ned Anmendnent 20 deals wth the
spill prevention account. He provided a two-page handout from
the House finance subcommttee's 2/7/2013 overview of the
Department of Environnental Conservation (DEC). He noted the
graph in the handout shows this account w Il beconme bankrupt in
fiscal year 2015. At the current surcharge of $.04 per barre

for this account, the projected annual revenue in fiscal year
2018 is $8,800,000 and the expenses are projected at
$15, 455, 000. Anmendnment 20 woul d increase the surcharge to $.07
per barrel to ensure the spill prevention and response fund has
funding for the future and provides for a safe industry.
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8:17:55 PM

CO CHAIR FEIGE noted there are two surcharges: the one under AS
43.55.300 that would be affected by Amendnent 20, and the one
under AS 43.55.201 that is a levy of $.01 per barrel.

REPRESENTATI VE SEATON said the response fund [AS 43.55.201] is
capped at $50 million and right now it is capped, so the $.01 is
not being charged. Amendnment 20 applies to the prevention
account [AS 43.55.300], which includes inspection activities.

8:18:55 PM

CO CHAIR FEI GE understood the account wunder [AS 43.55.201] is
noney in the bank to cover an event, and the account that
Amendnment 20 would apply to [AS 43.55.300] runs the operations
of that division of DEC

REPRESENTATI VE SEATON answered correct, saying [AS 43.55. 300]
runs all of the activities for spill prevention and response
oversight and it is running dry.

CO CHAI R SADDLER observed that in fiscal year 2013 the category
of cost recovery/fines/penalties was at $976,400, but in fisca
year 2014 it junps to $11, 500, 000.

REPRESENTATI VE SEATON said this is from a lawsuit settlenent
with a conpany coning due.

8: 20: 54 PM

REPRESENTATIVE P. WLSON recalled that when she was on the
finance subcommttee there was discussion about increased ship
traffic due to the Arctic Ccean opening up and concern was
expressed about spills, having to cover nore territory, and
runni ng out of noney.

REPRESENTATI VE HAWKER recounted his experience on the finance
committee was that this fund was always said to be out of noney.
The fund was exam ned and sone of the applications of the noney
were questioned. He maintained it is a nanagenent issue and
said the surcharge ultimately gets transferred and can be used
under AS 46.08.040, which is "the oil and hazardous substance
rel ease prevention ... mtigation account."” The statute
i ncludes two pages of what this noney can be used for. A lot of
good is intended here, but it is a shadow appropriation, it is
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unaccount abl e noney. Statutorily, so nmuch latitude has been
granted that these funds can be used in far too nmany ways that
are not necessarily directly related to the oil and gas
producers. A larger question, in his opinion, is about how the
prevention and response accounts are established in statutes,
and he is unsure he wants to give nore noney that is not
accountable to the legislature. Wen noney is needed for one of
t hese purposes, the agency can cone to the |egislature and ask
for it through appropriations.

REPRESENTATI VE P. WLSON said the agency did ask for this noney
but the noney was not given.

REPRESENTATI VE HAWKER nmi ntai ned that that is the proper way for
a funding request to occur; so, if it was not honored, he is not
sure he wants to second guess the budgeting decisions that were
made in the budgeting process.

8:25:19 PM

CO- CHAIR FEI GE pointed out the penny per barrel tax goes to the
[response fund] that is capped at $50 million and is for an
event . Looki ng ahead to, hopefully, increases in production,
exploration in other areas, and developnent in sone of the
of fshore areas, he posited it mght be prudent to consider

increasing the anobunt in the response fund. Rat her than
changing the penny per barrel, the cap on the fund could be
rai sed. Responding to Representative P. WIson, he disagreed

with removing the cap. He requested M. Pawl owski to comment.

MR, PAWONSKI, referring to the second page of Representative
Seaton's handout, noted the prevention account balance starts
off at $7 mllion in fiscal year 2014 and declines to $4.7
mllion in fiscal year 2022, while expenditures are flat. The
$.04 per barrel is based on production and the bill, at its
root, 1is about increasing production. So, that increase in
production will increase the revenues at $.04 per barrel, which
will therefore do sonething to support this program Regar di ng
t he bigger question about changing the rate, he said he is not
sure he can conment at this point.

8.27.36 PM
REPRESENTATI VE SEATON stressed the inportance of ensuring that
facilities are well-kept and that one would think the conpanies

should do that on their own wthout oversight. However,
i ndustry does require sone oversight. Nunmer ous conpanies wl|l
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hopefully come on to production and it should be ensured that
they are all wusing best practices. He concurred there are a
nunber of statutory uses for this noney, but pointed out that
this year there were no increases in DEC s budget for this or

for anything else. Wiile the state is hoping to increase
production, just stenmng the decline wll take a while to do
In the neantinme, it can be seen what is happening with the
state's liability. Through this fund, this commttee has the

ability to ensure the state protects itself from liability and
protects the way things are done across the entire state.

REPRESENTATI VE TUCK supported Amendment 20, citing the decline

of the fund' s revenues. Al aska is unique because of its short
construction seasons on the North Slope, it logistics, and its
suppl y-chai n issues. It takes many years for projects to get
off the ground and for oil to get on line, so it may be quite
sone tinme before increased production is seen. Even if the
decline is stopped and flat-lined, the fund will go backwards.
8:31:21 PM

REPRESENTATI VE JOHNSON understood this is not out of the oil
conpani es' pockets, but rather is something that conmes out of
the state's treasury. However, it looks |ike fuel storage and
other things are being carried on the back of one industry. He
posited it mght be appropriate to add a penny per ton of ore
delivered or three <cents per fish since spills happen
everywhere, not just in the oil industry.

COCHAIR FEIGE said Representative Johnson's suggestion has
merit, given the many different applications both inside and
outside of the oil industry that the fund may be used for. For
exanpl e, there have been fuel truck incidents along the state's
hi ghways t hat have drawn fromthe fund for cleanup

REPRESENTATI VE JOHNSON interjected there is also marine shipping
and the railroad for which this fund is used.

CO CHAIR FEIGE, continuing, said it does not strike him as being
fair to put this increase squarely on the backs of the oi
producers and not necessarily the spillers of the oil.

8:33:39 PM
REPRESENTATI VE SEATON noted the bill wll be going on to the

House Finance Conmittee, so this provision could be broadened in
that commttee when tinme allows it to consider what proportion
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for other industries would be appropriate. He therefore urged
that the commttee go forward with this mechanismat this tinme.

REPRESENTATI VE JOHNSON said he is confident the finance co-chair
will be happy to add a commercial fish tax under this. He said
he opposes Anmendnent 20, however, because he thinks this is
budgetary and should be done through the budgeting process. | f
t he amendnent passes, he advised he w Il pursue adding other
i ndustries for contributing to this fund.

COCHAIR FEICGE inquired whether Representative Johnson would
consider raising the total amount of the fund.

REPRESENTATI VE JOHNSON replied he would have no problem wth
t hat, but said Anmendnent 20 does not apply to the $50 million.

8:35: 54 PM

REPRESENTATI VE P. WLSON supported Amendnent 20, saying she
thinks it is appropriate. She added she would be willing to
reduce it from the $.07 and said the committee should consider
that it is not going to get funded any other way. O her

industries already tax thenselves to take care of things; for
exanpl e, commercial fishers tax thenselves 3 percent to provide
noney for other things. This is inportant and is sonething the
state has to do whether or not it likes it.

CO CHAIR SADDLER understood noney from other sources, such as
federal funds and penalties, can be put into this fund. He
asked whether this tax is the only source of noney for the fund
or could noney be directly appropriated from general funds.

MR. PAW.OWSKI responded the $.04 surcharge is not the only
revenue that goes into the fund. He recounted that in his
previ ous work he was involved in sonme appropriations directly to
this account at the finance commttee level to help carry the
fund through. In further response, he said that appropriation
was in response to declining revenues due to declining
production and to increasing expenditures.

8:38: 29 PM
CO- CHAIR FEICGE inquired whether Representative Seaton has any

data on how nmuch of the fund has been spent on issues created by
the oil industry versus issues created by other industries.
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REPRESENTATI VE SEATON answer ed he does not have a breakdown, but
nost all of the designations that he is aware have gone to fuel
cl ean up, whether processed or bulk fuel; for exanple, the Exxon
Val dez. Tankers have rolled over, which is a fuel spill that is
not a crude oil spill. The purpose of this prevention account
is to protect the State of Alaska and to protect its resources.
If the commttee desires it can decide to let it go so the fund
does not have noney to operate, but this is what has been
established in statute as the funding nechanism He said the
committee does not have the ability through any other bills to
ensure that this fund is stable and protects the State of Al aska
and the industry.

8:40: 47 PM

REPRESENTATI VE HAWKER contended this is not an account into
whi ch noney just goes and then gets paid out in the event of an

oil spill. Cenerally the spiller of crude oil has sone depth of
pocket and assets. The State of Al aska does not just step up
and renediate a spill without wanting to be reinbursed. Under

AS 46.08.075 the state can put a lien against the spiller's
assets. Under AS 46.08.070 the comm ssioner nust pronptly seek
rei nmbursenent of any funds spent from the account for spills by
a major oil producer in the state. The good and nobl e reason
for establishing the account was to ensure the state could have
an inmedi ate energency response to a circunstance and the state
intends to bill and collect those costs back. It is his opinion
that over tinme this has becone a slush fund for DEC and DEC uses
it for far nore than what he believes it should, although, he

allowed, there is that broad statutory authority. There has
been tax creep and the burden of supporting DEC s slush fund
activities is on the oil industry, so he is hesitant to raise

t he amount of noney given to DEC s slush fund.
8:44: 02 PM

REPRESENTATI VE P. WLSON recounted that during [finance]
subconm ttee deliberations, it was brought up that lots of oil
has been spilled by the federal governnent. Responding to Co-
Chair Feige, she confirmed she is talking about |egacy wells.
She added those wells are all over the North Slope and the state
does not have the noney.

REPRESENTATI VE TARR stated she sat on the DEC budget
subconm ttee and she believes there is some confusion about
t his. As far as the spill prevention and response, only 1
percent of this funding goes to staffing, so she does not think
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it can be considered a slush fund for DEC The rest goes to
contam nated sites, of which there are thousands yet to be
cl eaned up. The cost of cleaning them up far exceeds what has
been brought into the fund even though DEC has been diligent in
its actions. Referring to a letter from the Senate Rules
Comm ttee chairman, she said she is concerned that failing to
address the comng shortfall threatens to undermine the state's
reputation as a diligent regulator of the oil and gas industry.
The estimated fiscal inpact will be at least $6 mllion out of
the general fund for next year. She noted that the big deposit
[in fiscal year 2014] is comng from spills in 2006 by BP, so
there is quite a lag in tine for collecting the noney despite
the state's efforts. She referenced a letter fromthe Ofice of
Managenent & Budget (OVB) which discusses the legislative intent
of the fund.

8:47: 56 PM

REPRESENTATI VE TUCK said he sees the fund as an insurance policy
for the State of Alaska. It protects the state's reputation and
shows the world the state is doing it right. The state needs to
be able to act quickly if there are mstakes and this fund
allows that to happen, rather than relying on court proceedi ngs.

REPRESENTATI VE SEATON |isted sonme of the outstanding open
bal ances for the fund: Ri ver Terrace Laundromat - $391, 000;
U.S. Departnent of Transportation for Forest Service road 3030 -
$284, 000; ConocoPhillips Al aska, Inc. for CPADS1L22 - $35, 000;
BP Exploration (Al aska) Inc. for Lisburne comon |ine release -
$24,000; Flint Hlls Resources for the North Pole refinery -
$792,000; BP Exploration (Alaska) Inc. for ES1L11 - $25,000;
Repsol for @@ shallow gas kick - about $1,000; BP Exploration

(Alaska) Inc. for BPXAL1 - $17,000; Q1 Spill Liability Trust
Fund for St. Lawence oiled wldlife - $19,000; oil spil

liability for a drill rig on the Kulluk - $175, 000. He said
nost of these have to do with oil and gas production, although
not all. About $2 million is owed to the fund because it takes

along time to collect.
8: 50: 32 PM

CO CHAIR SADDLER argued this appears to be a hard dedication of
noney which violates the intent of the constitution. The system
is predicated on the legislature having the power to appropriate
general funds with maxinmum flexibility. The course is either to
elimnate all hard dedications like this fund or nore fairly
all ocate the costs anongst all the spillers. He said he nust
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oppose Anendnment 20 on principle of legislative discretion as
opposed to dedication of funds.

REPRESENTATI VE OLSON opposed Amendnent 20, saying he sat on the
DEC budget subconmittee for six years and two notabl e groundings
occurred up north: a ship full of soybeans that was rotting and
a ship full of king crab that was rotting. Virtually all of the
noney that canme out of this fund went into cleaning up the
cargo, not petrol eum | eakage. An underground storage leak at a
mni-mart in Sterling was over $1 million, but those funds may
have been recovered. Another problemis foreign-flagged vessels
in that the state has never recovered anything from foreign
vessel s. He wunderstood DEC has wused the fund for training
purposes for spill cleanup as well as other purposes unrel ated
to the fund, such as travel

COCHAIR FEIGE opined it is a fairness issue. The surcharge
puts the financial burden on one particular industry while the
expenses are being distributed throughout all the industries.
The revenue for the fund should be across a broader range of
i ndustry.

8:54: 20 PM

REPRESENTATI VE HAVWKER mai nt ai ned his objection to Anmendnent 20.

A roll call vote was taken. Representati ves Seaton, P. W] son,
Tarr, and Tuck voted in favor of Anendnent 20. Representati ves
A son, Hawker, Johnson, Saddler, and Feige voted against it.
Therefore, Amendnment 20 failed by a vote of 4-5.

The conmmttee took a brief at-ease.

8:56: 19 PM

REPRESENTATI VE SEATON noved to adopt Anendnent 21, |abeled 28-
GS1647\ K. 31, Naunman/Bul | ock, 4/2/13, which read:

Page 24, line 13, follow ng "section,":

Insert "for the first five years imrediately
following the conmmencenment of production subject to
tax under AS 43.55.011(e),"

REPRESENTATI VE HAVKER obj ect ed.

REPRESENTATI VE SEATON expl ai ned Amendnment 21 would sunset the
GVR/ICGRE five years after production begins. Since the purpose
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of the GVURIGRE is to enhance the economcs of a project for new

oil, it will nostly be going to where facilities and pipelines
need to be built. Because production declines, a significant
portion of the production will have occurred five years after
producti on was begun. The costs will have been recovered during

this time and from there onward the wells are nuch nore
profitable because those capital expenses are no |onger being

witten off. Amendnent 21 would ensure that new oil is not new
oil forever. After receiving a tax break that succeeded in
bringing that new oil on line, it will at sone point becone old
oil. If there is not a change, then over tinme everything is
going to becone new oil and the state will have a tax system
that no longer has a balance of old and new oil. Revenue

anal yses have not included what revenues are going to |ook like
to the state or to the conpanies after the capital expenditures
are all paid off and also what happens over tinme when the
maj ority of production becones new oil.

8:58:37 PM

REPRESENTATI VE HAWKER spelled out his concern with sunsetting
the GUR/Y GRE. He noted the GVR'GRE is structured with parts one,

two, and three that are intended to be new oil, places that do
not contain a reservoir that has been previously participating.
The statenent that this wll ultimtely transition the state's

entire future to new oil seens to contradict the statenent that
has been heard over and over from industry and state agencies

that the best place to find oil is in an oil field, and that is
why there is the old oil classification. The mpjority of future
oil wll continue to conme from those older |egacy-producing
ar eas. Enhancing future and new production is what is wanted
He also cited his concern about the sunset's application. For
exanple, if sonebody has a |lease that was not in a |ease on
January 2003 - it was new - he asked whether that neans it
sunsets after the very first day that a well starts producing in
the area that qualifies. He further asked about the next
sever al wells that were developed and whether this is

essentially a reinstallation of the netering and neasuring
requi renent that the commttee discussed as being an unworkable
requirenent. The premise of sunsetting one of the nost
fundamental aspects of this legislation, which is to create a
|l ong-term and durable incentive for conpanies to invest and

create new oil, is troublesone, l|et alone the question of
interpretations. He further noted that he has had sone great
di sagreenents with DORs and DNR s interpretation of statutes
via regul ation. Unless the legislature ties it down absolutely

rock solid and clear, sonething that is as vague a qualification
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as in this amendnent is of concern. He maintained his objection
to Amendnent 21.

9:01: 29 PM

REPRESENTATI VE SEATON reiterated that under Anmendnent 21 there
woul d be five years of gross revenue exclusion after a new well
begi ns producti on. Due to production decline, nost of the oil
froma well is produced in the well's first five years. The
conpanies would know there is a transition after those five
years. Metering from well expansions or expansions of
participating areas wwuld be no nore of a challenge than
currently. It nakes sense to give a leg up for new production
because there are new facilities and many things that need to be
paid for, but when the capital costs are recovered then it

should be just l|like any of the other old oil that has the
production facilities paid off. Any conpany wll know how to
gauge this and how to analyze the field. This would nake the
tax system nore durable because the legislature will not have to

cone back and re-do the tax system because of a transition to
nmore and nore oil that is taxed forever at | ess val ue.

9:04: 00 PM

CO- CHAIR SADDLER requested an estimate as to what the fisca
i npact m ght be of Anendnent 21.

MR. PAW.OWSKI replied that off the top of his head he does not
have a concept of the fiscal inpact of the limtation. The
i npact of the gross revenue exclusion throughout the [current]
fiscal note is in the range of $25-$50 million because this is
geared toward the definitively new oil that is not currently in

the forecast. The fiscal inmpact of Ilimting it is |less
concerning to the admnistration than the actual inpact of the
[imtation in and of itself; it is an issue that has been

debat ed t hroughout the process of this |egislation.
9:05: 35 PM

COCHAIR FEIGE inquired whether the administration believes
there woul d be a behavior change on the part of the investors if
this five-year limtation was put on the GVR GRE

MR. BALASH confirmed that the adm nistration has concerns in
terms of the distortions it would have and the inpacts it would
have on drilling behavior. If it is going to be triggered by
the first production that comes from a given well, it has "sone
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real hair on it" in terns of the incentive it would create for a
conpany to game the system by shutting in a particular portion
of a well or well bore. It would potentially result in
i nefficient behavior that would not be in the state's interest
and would not achieve what is trying to be done wth the
GVR/ GRE

MR. PAWOWSKI interjected that another concern is Version K
steps away fromthe well-by-well analysis and the five-year tine

limt is based on the unit itself. [Page 24, lines 15-16,]
state "(1) the oil or gas is produced from a |ease or property
that does not contain a |lease that was within a unit ...", so it
is linking back to the actual property itself. The concern is
the duration of time it takes to actually develop that |ease or
property, how long it can take to drill all of the wells in a

fashion to actually develop them Additionally, renoving the
gross revenue exclusion during a period in the well's productive

life is essentially a tax increase on that well, specifically as
it is becomng |ess productive. It would change the economc
equation precisely when that well is becom ng nore expensive to

operate and may encourage the shutting in of production before
it would naturally be necessary.

9:08: 05 PM

REPRESENTATI VE HAWKER sai d a foundational prem se underlying the
entire devel opment of this legislation is the need to rebal ance
Al aska's tax system from giving too much upfront and taking too
much at the end. Alaska is not looking at its fields and
devel opnment as lifecycle economcs the way that industry does
Alaska is providing benefits and taxing in a nmanner that 1is
incongruent with the natural econom cs of devel opnent. There
has been sone hollering about taking away all those frontend
credits, but the decision being made here is to |ower those
frontend benefits and spread them out over the |Iifecycle
econom cs of the entire devel opnent. Passing Amendnent 21 woul d
again inpose an elenment of additional frontend short-term
benefits that do not aid the state in its long-term objective of
creating better lifecycle economcs and attracting the needed
i nvestment for increased sustained production.

9:10: 05 PM
REPRESENTATI VE SEATON di sagreed about the |ifecycle economcs
Credits are not being given upfront, he said, it is changing

t hose econom cs and then going to the base case, the reduced tax
rates in this bill. The GVR'GRE is an additional help for
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starting out because of <capitalization costs. Amendment 21

woul d apply to all three kinds of new oil [in the GVR GRE]. It
would limt the state's liability to the base case plus five
years of gross revenue exclusion on new oil. The lifecycle
econom cs are totally calculable by the oil industry under this.
It sounds as if people are saying that the base case is no good,
as if there is massive progressivity back in the bill, which is
not the case at all. The reversion after five years would be to
the base case that has been brought forward for the oil fields.
Over tine the state will be transitioning to nore and nore new
oil because it is always going to be new oil, even though after
30 years it should be old oil at the base case. The comittee
has never received an analysis for what it will look |ike when
there is 50 percent new oil, despite it being asked for |ong

ago. The state needs to protect itself and ensure the systemis
dur abl e over tine.

9:12: 30 PM

REPRESENTATI VE TARR asked how to resolve the issue being raised
by Representative Seaton - that at sone point all oil is going
to be new oil and the GVRFGRE will apply to everything.

MR. BALASH responded the discovered and in-place reserves in
North Slope legacy fields, and the smaller fields surrounding
them are estimated at 3.3 billion barrels. If they are proven
reserves they probably should be in the participating areas and
part of the reserve reports. Additionally, the estimate for
undi scovered resource is about 3 billion barrels. Exi sting
production, existing reserves, are expected to continue to be an
enornmous portion of the production going forward for the

foreseeable future. As additional resource is proven up
brought into production, eligible for the GWGRE it wll
becone a bigger and bigger fraction over time, but it wll still

be a fraction over that tine.

9:14: 25 PM

REPRESENTATI VE TARR offered her appreciation for the intent of
Amendrent  21. She asked whether the time period in the
anmendnent should be changed or does the administration believe
the fraction will not be a | arge enough problemto address.

MR. BALASH recounted that simlar angst came up about this

mechanism in a previous stage of the process - a different
committee was heading toward sone kind of time limtation for
the reasons expressed by Representative Seaton. An illustration
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was presented by the administration to those nenbers that
suggested making the GVR/ GRE smaller rather than to truncate its
appl i cation. After the admnistration laid out the economc
case and showed the potential unintended consequences of having
a cutoff, the decision was nmade to reduce the GVR GRE from 30
percent to 20 percent, rather than having a tine limtation.

MR. PAW.OASKI called attention to the Revenue Sources Book, page
43, which tal ks about currently producing and new oil. Based on
the fiscal note and the revisions made to the gross revenue
exclusion by this commttee, very little of that risk-adjusted
new oil counts for the gross revenue exclusion |ooking forward

Even by 2022, if all of it counted, which in the fiscal note it
does not, 75 percent of the oil production would still be from
the legacy fields. Under the proposed conmittee substitute
before the conmmittee, very little of the new oil within the next
decade, or very little of the oil within the revenue forecast
over the next decade, wll be eligible for the gross revenue
exclusion. He added the administration will work on getting the
requested information to nenbers.

9:17: 39 PM

REPRESENTATI VE TUCK stated he is concerned about all oil being
consi dered new oil . The bill is a significant investnent for
Al aska and therefore the state should expect sone rate of return
on its investnent. He supported Anendnent 21, saying it ensures
the state sone sort of rate return. By spelling it out now, it
further ensures changes will not be made down the road.

CO- CHAIR FEIGE, voicing his opinion on the anmendnent, said the

gross value reduction is an attenpt to grow the pie. It is oi
the state does not have in production currently and oil that the
state is not really counting towards the bill's fiscal note.

So, if it is discovered, it is a sizeable return to the state

This is an outstanding rate of return for the State of Al aska
because the state is not investing in anything, yet the state
will reap the benefits of taxable revenue on that new production
for a long tinme into the future. He said he views the proposed
five-year limtation on the GVR'GRE as a disincentive for trying
to find new oil and | ooking for new production.

REPRESENTATI VE SEATON, regarding the statement on distortion of
behavi or about drilling new wells into a reservoir, naintained
that that has been taken care of because it nust be expansion of
participating areas. New wells could not just be drilled into a
reservoir and others closed in.
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9:20: 47 PM
REPRESENTATI VE HAWKER nai nt ai ned his objection to Anendnent 21.

A roll call vote was taken. Representatives Seaton, Tarr, and
Tuck voted in favor of Anendnent 21. Representatives P. WI son,
Hawker, Johnson, O son, Saddler, and Feige voted against it.
Therefore, Amendnent 21 failed by a vote of 3-6.

9:22: 04 PM

REPRESENTATI VE SEATON noved to adopt Anendnent 22, |abeled 28-
GS1647\ K. 32, Nauman/ Bul | ock, 4/2/13, which read:

Page 11, line 10, follow ng "AS 43.55.160(f)":
I nsert "or (g)"

Page 24, following |ine 27:

I nsert a new subsection to read:

"(9) In the calculation of an annual production
tax value of a producer under (a)(l) of this section
the gross value at the point of production of oil or
gas produced from a shale formation from a |ease or
property in the state is reduced by 20 percent for the
first t hree years i mredi ately fol |l owi ng t he
commencenent of production subject to tax under
AS 43.55.011(e). A reduction under this subsection may
not reduce the gross value at the point of production
bel ow zero."

Rel etter the followi ng subsection accordingly.
REPRESENTATI VE HAVKER obj ect ed.

REPRESENTATI VE SEATON provided a handout depicting the decline

curves of shale oil that were included in the response he
received to a question he put forth to PFC Energy. Not i ng that
50 percent of the oil in shale is recovered in the first three

years, he explained that Amendnent 22 would provide a three-year
sunset on the GVR/ GRE. He wi thdrew the anendnent given the
previ ous anmendnent, but said he wanted the conmttee to have the
information that went along with this amendnent.

9:23:17 PM
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REPRESENTATI VE SEATON noved to adopt Anendnent 23, |abeled 28-
GS1647\ K. 33, Nauman/ Bul | ock, 4/3/13, which read:

Page 11, line 10, follow ng "AS 43.55.160(f)":
Insert "or (g)"

Page 24, following line 27:

I nsert a new subsection to read:

"(9) In the calculation of an annual production
tax value of a producer under (a)(l) of this section
the gross value at the point of production of oil or
gas produced from a shale formation from a |ease or
property in the state is reduced by 10 percent. A
reduction under this subsection may not reduce the
gross value at the point of production bel ow zero."

Rel etter the foll ow ng subsection accordingly.
REPRESENTATI VE HAVKER obj ect ed.

REPRESENTATI VE SEATON expl ai ned Amendnent 23 also deals with the
shale situation but in a different light on the GVR GRE The
anendnent is an idea for providing protection by reducing the
GVRIGRE for shale to 10 percent because those wells wll be
different as has been seen in the Bakken and Eagle Ford plays.
Saying the conmittee has not had enough analysis on different
rates of GVR/ GRE, he wi thdrew the anendnent.

9:25:02 PM

REPRESENTATI VE SEATON noved to adopt Anendnent 24, |abeled 28-
GS1647\ K. 28, Nauman/ Bul | ock, 4/2/13, which read:

Page 1, line 5, following "state;"
Insert "relating to the taxation of «certain
natural gas that is reinjected;"”

Page 12, following line 31:

Insert a new bill section to read:
"* Sec. 16. AS 43.55.020(f) is anended to read:
(f) If oil or gas is produced but not sold, gas

is produced but is stored in a gas storage facility,
or oil or gas is produced and sold under circunstances
where the sale price does not represent the prevailing
value for oil or gas of |ike kind, character, or
quality in the field or area from which the product is
produced, the departnment nmay require the tax to be
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pai d upon the basis of the value of o0il or gas of the
same kind, quality, and character prevailing for that
field or area during the calendar nonth of production
or sale. If an econonic sale is available for gas and
the producer determnes it is in the best interest of
the producer to reinject rather than sell the gas, the
producer shall pay the tax on the volune of gas
reinjected.”

Renunber the followi ng bill sections accordingly.

Page 29, line 6:
Del ete "sec. 31"
| nsert "sec. 32"

Page 29, line 7:
Delete "18 and 20 - 23"
| nsert "19 and 21 - 24"
Del ete "sec. 18"
| nsert "sec. 19"

Page 29, line 9:
Del ete "Section 19"
| nsert "Section 20"

Page 29, |ine 20:
Del ete "sec. 36"
| nsert "sec. 37"

Page 29, |ine 24:
Delete "20 - 23, 28, 37"
| nsert "21 - 24, 29, 38"

Page 29, |ine 25:
Del ete "sec. 18"
| nsert "sec. 19"
Del ete "sec. 31"
| nsert "sec. 32"

REPRESENTATI VE HAVWKER obj ect ed.

9:25: 24 PM

REPRESENTATI VE SEATON expl ained Amendment 24 deals wth gas
sal es agreenents. In the time since the Alaska Stranded Gas

Devel opnent Act, many producers have consistently said there
must be fiscal certainty for a gas sales agreement to happen.
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By definition, this neans that a gas sal es agreenent would have
to have a long-term contract guarantee that the state wll
reinburse the gas producers for any future legislature
increasing either gas or oil tax, something he does not think
shoul d be done. Even if the state itself builds a gas line to
the North Slope and the gas could be sold economcally, the

condition could well be put on that the producer will not sel

the gas until the state agrees to fiscal certainty - and that
woul d be fixing oil and gas tax rates for 35 years because that
is what it was during the stranded gas act. There has never

been any indication that the producers would take anything |ess
than 35 years. Anmendnent 24 provides that if a gas pipeline is
built, and if there is an economc sale, and if the producers

will not sell the gas without entering an agreenent of fiscal
certainty, then the gas will be declared produced at that tineg,
just like a |ease says that a producer nust produce and sell if
it is economc. Amendnment 24 would ensure the state is not
"over the barrel” by requiring that if the producer wll not
sell natural gas in an economc sale, then it will be assuned to
have been produced gas if it 1is reinjected for storage.
However, this will not apply to gas reinjected for the recovery
of oil.

9:28: 39 PM

CO CHAI R SADDLER requested Representative Seaton to restate his
poi nt about long-termfiscal certainty.

REPRESENTATI VE SEATON replied fiscal certainty was defined by
the producers as a long-term contract guarantee that if a future
| egi sl ature changes oil or gas taxes the state wll guarantee
through the gas sales contract that it wll take noney out of
the treasury and reinburse producers for any difference fromthe
tax rate at the tinme of the gas contract. Respondi ng further,
he agreed it wwuld be a nake-good-by-contract basis. A
| egi sl ature cannot constitutionally prevent a future |egislature
from changing a tax rate. Fiscal certainty says the state wl|
reinburse the producer if a future legislature changes the tax
rate. The link between this and Anmendnent 24 is the anendnent
prevents producers from deciding that they will not sell the gas
unl ess the state gives them 35 years of fiscal certainty.

9:30:11 PM
REPRESENTATI VE HAWKER opposed Anmendnent 24 as currently

constructed, cautioning that producers have people who wll
interpret the words as they see them on paper and not
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necessarily how |l egislators had intended. These words woul d not
acconplish the sane thing as the sponsor says. The anendnent
would be in the section that states if oil or gas is produced
but not sold, is produced but stored in a storage facility, or
produced and sold in circunstances where the price did not neet
prevailing value, then the departnent may require that tax be
pai d based on the value of oil or gas of the same kind, quality,
and character in the prevailing area. Thus, the state can force
the taxes to be paid. The |anguage that Anmendnent 24 woul d add
to this section does not say anything about a pipeline or gas
that was stored. It sinmply says, "If an economc sale is
avai l able for gas", but the definition of economc is unknown.
The anendnent goes on to state that the only qualification is
"the producer determines it is in the best interest of the
producer to reinject rather than sell the gas", but the
anmendnent does not state for what purpose it is being reinjected
instead of sold. So, if the gas is reinjected rather than sold,
then the producer nust pay the tax on the volune of gas. 1In his
opi nion, that says if there was the ability to sell that gas but
t he producer nmade a busi ness-based decision to reinject that gas

for the purposes of further oil recovery, then the producer
woul d be taxed on that gas. Wil e he heard what the sponsor
intends, he said he does not believe the anendnent acconplishes
t hat . Conti nui ng, Representative Hawker said there may be an
issue with entering in the third part of regulation. If an
econonic sale is available and a producer determines it is in
its best interest to reinject, the Aaska QI and Gas

Conservation Conmm ssion (AOGCC) could say the producer cannot
of ftake and he would argue that it is in the best interest of a
producer to conply with rulings of the AOGCC.

9:34: 22 PM

CO CHAIR FEI GE inquired what scenario the nmaker of the amendnent
envi sions where a producer would determne that it is in its
best interest to reinject the gas and not sell it, and why take
it out of the ground in the first place.

REPRESENTATI VE SEATON rel ated that during stranded gas hearings
the legislature's attorney on | ease terns, Spencer Hosie, talked
about the duty to produce under the Division of Lands 1 Lease
Form (DL1). Discussion was about the state being a partner in a
pipeline and the big conundrum was the duty to produce and
whet her the state could be held "over the barrel” and required
to give 35 years of fiscal certainty before producers would sel

t he gas. If AOGCC were to direct it be reinjected to maintain
wel |l pressure, then that is not gas for sale, that is part of
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the | ease terns. The problem the state has run up against in
the past and could run up against in the future is the
resistance to have a gas sale unless there is fiscal certainty.
Amendrment 24 says that gas from an economc sale cannot be
withheld and reinjected until the state gives in and signs
fiscal certainty for oil and gas, thereby binding future
legislatures in a way that is marginally within the constitution
because the legislature can offer contracts but cannot bind

future | egislatures. Legi sl ative Legal and Research Services
was requested to draft this amendnent around the exact provision
of an economc sale that is included in the DLL. In further

response, he explained DL1 | eases were designed for North Slope
oil and gas and their terns include an assumed duty to produce -
the state's resources cannot be warehoused.

9:37:48 PM

CO- CHAIR FEI GE pointed out that currently tax nmust be paid if a
product crosses a unit boundary.

REPRESENTATI VE SEATON responded the gas can be reinjected; there
is not a sale for it. Also, it cannot be sold unless AOGCC
determines that it can be taken off wthout |eaving petroleum
product behi nd.

COCHAIR FEIGE outlined a potential scenario: Pt. Thonson is
devel oped and approved for blow down. Part of the considerable
quantity of gas goes into a pipeline, but the operators of Pt.
Thonmson and Prudhoe Bay conspire to inject the surplus gas into
t he Prudhoe Bay reservoir. He asked whet her Amendnent 24 woul d
hi nder doi ng that.

REPRESENTATI VE SEATON answered he does not believe it would be a
hi ndrance because it is different operators at the two places.
The gas going to Prudhoe Bay for reinjection wuld be sold, not
gi ven away.

9:39:51 PM
CO CHAI R FEI GE requested DNR s position on Anendnent 24.

MR. BALASH replied [DNR] is opposed to Anendnent 24. He offered
his belief that a variety of things are not being conpletely
understood in the types of events that occur when a |ease
boundary is crossed. For royalty purposes, there is a royalty
event when a boundary is crossed. That is not necessarily the
case in a tax setting; they are basically different nechanisns.
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Wth regard to clarity, the proposed |anguage would appear to
pay a tax on the entire volune, not just the volunme being
requested for sale. An enornous volunme of gas, 8 billion cubic
feet, is injected every day at Prudhoe Bay. Wuld an offer to
buy 10 mllion cubic feet of gas a day trigger a tax on the
entire 8 billion cubic feet? He said Amendnent 24 would
function much like the reserves tax that was soundly defeated at
the polls not so | ong ago.

9:42:17 PM

REPRESENTATI VE SEATON di sagreed that Amendnment 24 is the sane as
a reserves tax that does not involve a sale. The | anguage
"reinject rather than sell the gas" does not nean all the gas,
it means the gas that was economic to sell and was for sale. He
offered his belief that the |anguage "shall pay the tax on the
volune of gas reinjected" is the gas that is being offered for
sale as allowed by AOGCC. He argued the committee needs to
address in this tax bill the circunstances the state may find
itself in in the future because it is the only way available to
protect the |egislature.

REPRESENTATI VE JOHNSON ventured the state can very quickly get
out from being "over the barrel” given it took 30 days to pass
ACES fromstart to finish

REPRESENTATI VE TUCK said his concern is that rights to |eases
are being bought on the North Slope and those rights are not
being exercised; it is a compdity that can be owned and that
can increase in value. It is the state's best interest to see
production, even gas production. Gas has dual purposes, selling
or reinjecting, and he wants to ensure that gas is not going to
be stored under the nanme of reinjecting. He supported Amendnent
24, saying he shares the sane concern for ensuring the ability
to enforce the duty to produce. Resource devel opers oftentines
do not want to develop sone resources because it would conpete
agai nst the developers' interests elsewhere, and he does not
want that to be the case here.

9:44: 56 PM

REPRESENTATI VE OLSON said his recollection of fiscal certainty
is it was nore of a request from the producers for protection
fromthe tax reginme changing every year or two or being adjusted
if gas canme on, rather than as described by the maker of the
anmendnent. He inquired whether his recollection is correct.
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MR. BALASH responded the form with which any sort of fiscal
arrangenent mght cone is probably not predictable at this point
in time. Things that were attenpted in years past would attenpt
to do sonething Representative O son described, but a fiscal
arrangenment for gas could be as sinple as |anding a nethodol ogy
for valuing the state's royalty before the sales contracts are
entered into. It could be as sinple as limting the state's
rights to swwtch fromin-kind to in-value or vice versa. Fisca
terms, fiscal certainty, fiscal stability get balled up into a
bogey man, but in peeling apart the pieces they are not as bad
as they maybe could be, but they are all elenents that fold into
the concerns expressed by various parties along the way. He
proffered the state is |looking for sone fiscal certainty in any
sort of gas deal; otherwi se, why do it?

REPRESENTATI VE COLSON further recalled the term was dropped in
|l ess than a year and was changed to fiscal stability, which was
a little nore enconpassing of the direction that producers were
| ooking for. He said there may have been a third term that he
cannot remenber at the nonent.

9:47: 37 PM

REPRESENTATI VE HAVWKER nai nt ai ned hi s objection to Anendnent 24.

A roll call vote was taken. Representati ves Tuck, Seaton, and
Tarr voted in favor of Anmendnent 24. Representati ves Hawker,
Johnson, dson, P. WIson, Saddler, and Feige voted against it.
Therefore, Anendnment 24 failed by a vote of 3-6.

9:48: 47 PM

REPRESENTATI VE SEATON noved to adopt Anendnent 25, |abeled 28-
GS1647\ K. 1, Nauman/Bul | ock, 4/3/13, [text provided at the end of
this docunent].

REPRESENTATI VE HAVKER obj ect ed.

REPRESENTATI VE SEATON noted that "(g)" on page 1, line 16, of

t he anmendnent should be corrected to read "(q)". He said the
entire anmendnent is really on page 16, the rest is revisionary
| anguage for how things go. He drew attention to page 16, |ines

18-19, of the anendnment which state "the volume of oi

production for the cal endar year 2018 does not exceed the vol une
of oil produced for the 2013 cal endar year." This provides a
five-year sunset clause if this anmount of investnent and
production does not, at the l|east, have the state stay stable at
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the 2013 level. |If it does not happen, there will be a one-year
timeframe for a sunset to the state's previous provisions.
Testinony has indicated there will be investnent in three to
four years and then production.

9:50: 31 PM

REPRESENTATI VE SEATON called attention to an affidavit prepared
by WIliam Van Dyke, PE, Petrotechnical Resources Al aska,
entitled "Report on the Estimated Life of the Al aska North Sl ope
Proven G| Reserves" dated March 7, 2011. He read from page 17

of the affidavit: "It is inportant to again enphasize the
earlier comments on 'the timng of production" and 'the
estimated life of TAPS.' Future North Slope oil production is
not a question of 'if' but of 'when.'" He then read from page
18 of the affidavit: "This nmetered pace of devel opnent, at

tinmes, frustrates Al aska state officials and other oil and gas
| essors, but it is a deliberate and very well-mnaged process.
For better or worse, it is how many nmulti-billion dollar
conpanies run their businesses. Projects and project phasing
are optimzed for maxi mum profit and efficiency."”

9:54:35 PM

REPRESENTATI VE SEATON then referred to a chart appended to the
affidavit prepared by AOGCC and entitled, "Devel opnment & Service
Wells and Wellbores Drilled (1998-2012*), North Slope Gl and
Gas Only**, by ConocoPhillips Al aska, Inc.” He expl ained the
chart represents the strategic build out of this system across
the North Slope as tal ked about by M. Van Dyke. The nunber of
wells is basically the same going across the entire tine span.

It did not matter what the price or tax rate was. He offered
his concern about whether the state wll get what it 1is
expecting out of this [proposed] tax regine. According to
testinmony, in three to four years the state will get a lot of

i nvestment based on its new regine. The state has had ACES for
five years and it is being said it did not work. There are nore
enpl oyees and wells being drilled by non-legacy producers. Sone
new fields are comng on. But the question is whether the state
is going to get the expected bunp. He said he is worried about

the gas contract and this is another way of doing that. | f
there is production that at least maintains the |evel of 2013,
then this provision would go away and the state will have had
success wWith its program The amendnent's intent is to ensure
the state has success; things wll be revisited if there is not
success in five years. Representative Seaton provided another
handout entitled, "Alaska oil production changes over tine:
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(1995 to 1998) and (2009 to 2012)." Reading from the handout he
noted that from 1995-1998, oil production declined by 309, 000
barrels, a 28 percent decrease, and from 2009-2012, oi
production declined by 119,000 barrels, an 18.4 percent
decrease. Anmendnent 25 is not punitive, he said, its purpose is
to ensure acconplishnment of the bill's goal

9:58:17 PM

CO CHAI R FEI GE asked what happens if in 2018 production is just
one barrel bel ow 2013.

REPRESENTATI VE SEATON answered if the state is below the |eve
of 2013 it neans production has not increased sufficiently to
reach the state's goal. In fact, the state is counting on an
i ncrease of 40,000 barrels per day. The goal of this bill is to
arrest decline and to increase production. If it is found that
by 2018 production did not increase, even by one barrel over
2013, then it would go to the sunset provision. This sunset
provision provides a good incentive to ensure that production
does nove forward across the North Sl ope.

COCHAIR FEIGE recalled that the figure of 44,000 barrels nore
per day was the anopunt needed to make up the revenue that would
be foregone by lowering the tax rate. However, that is relative
production - it is 44,000 [barrels] a day nore than what has
been forecast. What is still forecast is a decline, pending
devel opnent in the new fields and pending additional technol ogy
in existing fields. Wiile he is not saying it is inpossible, it
could be interpreted by industry as a sunset on the provisions
of the tax code and, he presuned, a rollback to ACES.

REPRESENTATI VE SEATON replied correct, adding that that is a
pretty good incentive.

10: 00: 52 PM

COCHAIR FEIGE posited a future legislature could at the tine
make the determ nation as to whether the tax systemis worKking.

REPRESENTATI VE SEATON responded Anendnent 25 is also the backup
for the problem of gas sales contract. If a gas sales contract
is undertaken that locks in fiscal ternms, this is a fiscal term
It says that if there is a gas sales contract but oil production
is not increased at least to the level had in 2013, then these
are going to be the terns. It is a way to protect the state for
the future. Al'l of the industry's news releases state it wll
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require fiscal certainty; they do not say fiscal durability.
This is a way to ensure that if fiscal certainty is locked in
there wll at least be oil production to the level of 2013,
whi ch woul d acconplish the bill's goal. He has heard no one say
the goal is to let production continue to decline and it is just
a change in the tax rates.

COCHAIR FEIGE inquired whether Representative Seaton is
assum ng a gas pipeline sending gas to Val dez by 2018.

REPRESENTATI VE SEATON responded he is assuming there will be a
gas contract before a gas pipeline is started to be built

because he does not think a gas pipeline will be built wunti
there are agreenents for a gas sales agreenent. That is one of
the precedent agreenments that will have to occur before building

of pipeline is started.

10: 03: 07 PM

REPRESENTATI VE HAWKER opposed Anmendnment 25, saying it is a
slight wvariation on Anmendnment 15, which was defeated, and
anything entered into that debate is applicable to Arendnent 25.
This anendnent is the "punish the new producers anmendnent for
the sins of the old producers,” he argued, in that if the
current large volune producers do not increase production or do
not mtigate their declines sufficiently, the benefits of this
tax provision are taken away from everyone. Anendnent 25 treats
production on the North Slope as if it is one entity rather than
multiple entities each naking their own decisions and the state
encouraging each conmpany individually wthout holding any
i nvestor responsible for the action of other investors.

CO- CHAI R SADDLER noted current production on the North Slope is

not guaranteed either. If there was sonme way to guarantee oi
production by governnent action, then he would think every |aw
book in the world would have it. He offered his belief that

there is no language in the current |aw of ACES stipulating that
i f ACES does not succeed then the tax |aw reverts to PPT.

10: 05: 40 PM

REPRESENTATI VE TARR supported Anmendnent 25, saying it gives sone
expectations of a tineline in which activity would increase.
Wien this would kick in, the fiscal inpact wll have already
been in the range of $4 billion and at that tine it could be too
late if the legislature is unable to act quickly, given it takes
a long time to make substantial changes.
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CO- CHAIR FEIGE interjected that ACES took 42 days.

REPRESENTATI VE TARR pointed out that that was just the specia
sessi on. She added that Amendnent 25 would encourage producers
to nove quickly to maintain the change in the tax structure.
The w ndfall profits in the state's savings account could be
used up, meking it even harder in the future when the state is
forced to act.

10: 07: 39 PM

REPRESENTATI VE TUCK supported Amendment 25, concurring with the
af orenenti oned reasons. The anmendnent would nmeke it easier for
producers to neet sone goals and not just a flat l|ine decline
curve from 2013. The tax changes that are being nmade
acknow edge what was heard from the industry and others that
ACES needs to be refined or changed. Anendnent 25 provides that
t hese changes be tried for a bit and if they do not work the tax
regime then returns to the starting base to begin refining ACES.
He referred to a chart that shows how production is carried out
for the maxim zed benefits and profits of the oil industry, not
necessarily maxim zing the benefits of Al askans. If the state
is going to be nore of a partner with the industry, he said, it
must have sone sort of rate of return, some sort of guarantee

when novi ng forward. The only guarantee the state has is that
industry is going to spend its noney elsewhere when it gets
wi ndfall profits. He said he does not want to see those

wi ndfall profits go away in trying something new w thout setting
some benchmarks.

10: 09: 29 PM

CO CHAI R FEI GE opposed Anmendnent 25, stating the outcone in 2018
will be dependent on nmany variables, including oil taxes,
geologic and political risk, and things beyond anyone's control,
such as an earthquake on the North Sl ope. Putting such a hard
line on conparing 2018 production to 2013 production 1is
arbitrary. Many different rabbit trails have been run down in
| ooking for different ways to incentivize the desired behavior
of nore production on the North Sl ope. It is very difficult to

create an incentive that does not <create a disincentive
somewhere else. The tax rate is an incentive that affects each
of these producers relatively equally. A disincentive of this
amendnent is that no one producer has the ability to totally
affect that 2018 nunber and make sure it is higher than 2013,
which neans all the producers have to depend on each other
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somrehow and he does not expect that to occur. Conpani es wi |
act on their own behalf for in their own interests. Wiile they

will be able to work together if it is in their best interest

he will not depend on them to work together as part of a tax
policy. The G| and Gas Conpetitiveness Review Board, as
provided in the bill, will neet and report to the legislature

regarding how well the tax rates, gross value reductions, and
ot her incentives are working. Future legislators will take that
information and do with it as they see fit.

10:12: 41 PM

REPRESENTATI VE HAVWKER nai nt ai ned his objection to Anendnent 25.

A roll call vote was taken. Representatives Seaton, Tarr, and
Tuck voted in favor of Anmendnent 25. Representati ves Hawker,
Johnson, dson, P. WIson, Saddler, and Feige voted against it.
Therefore, Anendnment 25 failed by a vote of 3-6.

10: 13: 34 PM

The conmttee took an at-ease from10:13 p.m to 10:24 p. m

10: 25: 04 PM

REPRESENTATI VE SEATON noved to adopt Anendnent 26, |abeled 28-
GS1647\ K. 35, Nauman, 4/3/13, which read:

Page 17, line 28, through page 18, |ine 28:

Delete all material and insert:

"(]) For each nonth of the calendar year for
whi ch a producer's average nonthly gross value at the
poi nt of production of a barrel of taxable oil and gas
is less than $150, a producer nmay apply against the
producer's tax liability for the cal endar year under
AS 43.55.011(e) a tax credit in the anount specified
in this subsection for each barrel of taxable oi
under AS 43.55.011(e) that does not neet any of the
criteria in AS 43.55.160(f) and that 1is produced
during a cal endar year after Decenber 31, 2013. A tax
credit under this section nay not reduce a producer's
t ax lTability for a cal endar year under
AS 43.55.011(e) below zero. The anount of the tax
credit for a barrel of taxable oil subject to this
subsection is

(1) if the producer's average nonthly gross
value at the point of production of a barrel of
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taxable oil and gas is less than or equal to $100, $5
for each barrel of taxable oil; or

(2) if the producer's average nonthly gross
value at the point of production of a barrel of
taxable oil and gas is nore than $100 and |ess than
$150, $5 for each barrel of taxable oil, reduced by
one-tenth of the difference between that average
nmonthly gross value at the point of production of a
barrel of oil and $100."

REPRESENTATI VE HAVWKER obj ected for the purpose of discussion.

10: 25: 23 PM

REPRESENTATI VE SEATON directed attention to the PFC Energy
Power Poi nt presentation entitled, "Al aska  Fiscal System
Di scussion Slides," dated April 2, 2013. He pointed out on page
5, the graph entitled, "Credit |evel under Step versus Linear

Function”™ showed "a snooth |line going up" and a stair step
function resulting from an increase of $1 per barrel credit for
every $10 increase in ANS Wst Coast price. The anendnent

acconplishes the snmooth line by taking $0.1 of $1, which
prevents stair step increases and the high narginal rates as
shown on the graph entitled, "Marginal Rate under Step versus
Li near Function,” also found on page 5. Additionally, the
anmendnent directs that after per barrel credits increase to $5,
the level is maintained at $5 instead of going up to $6, $7, and
$8 at the lower prices. He said $6, $7, and $8 levels result in
a great deal of liability to the state when prices are low. The
two purposes of the amendnment are to maintain the |evel at $5,
and snoot hly decrease, instead of by stair steps, down to $150.

REPRESENTATI VE HAWKER agreed that attenpting to snooth the curve
gets around the stair step issue, but creates another conplexity
and another detail in the calculation. He said he was
confortable with the stair step approach as has been presented,
and whi ch has been eval uated by the conmttee.

REPRESENTATI VE TUCK recall ed testinony that was heard during the
committee neeting of 4/2/13, regarding snoothing out the stair
st eps. He advised the anmendnent would snooth out the margina
rates that could junmp from $35 to $135 as prices change. He
expressed his support for the amendnent.

10: 28: 58 PM
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CO CHAIR FEIGE ascertained from the identified slide that for
prices bel ow $100, the per-barrel credit stays the sanme at $5.

REPRESENTATI VE SEATON said yes. Directing attention to page 2
of the sanme presentation, he noted "you'll see that $5 is
graphed on there and gives you the tax rate."

CO- CHAI R FEI GE observed that currently in Version K of the bill
the per barrel exclusion rises up to $8 in a stair step fashion
on the downside, which greatly inproves the economcs for

projects in the $70-$90 per barrel range. Previ ous testinony
has reveal ed that the $70-$90 per barrel range is the range upon
whi ch conpani es base their investnent decisions. He concl uded

that the change would nake the state |ess conpetitive in that
price range.

REPRESENTATI VE SEATON stated that the question is whether the
state intends to be at zero production tax when the ANS West

Coast price is $60, or at 10 percent as shown on page 2. He
acknow edged this is a policy call and given that the state is
| osing progressivity, he urged for a bill that provides sone

protection on the low side, as was provided in the Senate bill
He opined the fiscal inpact of $8 at an ANS West Coast price of
$90 or below is a big liability for the state. This liability,
and to prevent stair steps and high marginal rates, are the
reasons for the amendnent.

10: 31: 26 PM

REPRESENTATI VE HAVKER mai nt ai ned hi s objection.

A roll call vote was taken. Representatives Seaton, P. W] son,
Tarr, and Tuck voted in favor of Amendnent 26. Represent ati ves
Hawker, Johnson, O son, Saddler, and Feige voted against it.
Therefore, Amendnment 26 failed by a vote of 4-5.

10: 32: 20 PM

COCHAIR FEIGE noved to adopt Anmendnent 27, |abeled 28-
GS1647\ K. 36, Nauman/Bul | ock, 4/3/13, [text provided at the end
of this docunent].

REPRESENTATI VE HAVWKER obj ected for the purpose of discussion.
COCHAIR FEIGE told the commttee Anendnent 27 affects the

portion of the bill pertaining to the reports prepared by the
Ol and Gas Conpetitiveness Review Board (review board). On
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page 1, line 5, of the anmendnent, January 31, 2015, is
established as the due date for a report from the review board

followed by the details the report is to contain and the subject
of the report. On page 1, line 18, January 31, 2021 is
established as the due date for a second report, followed by the
details of its tasks. The second date was chosen because at the
end of 2022, there are many elenents in the state's current tax
and incentive system that are expiring; thus, those issues nust
be dealt with by the legislature at that tine. Finally, page 2,
line 9 sunsets the review board one nonth after the final report
is due to the | egislature.

10: 34: 26 PM

REPRESENTATI VE HAWKER expressed his concern about the review
board as established by the bill. He said a review board
institutionalizes a "culture of uncertainty" into the tax

regime. However, he said he would support the amendnent.

REPRESENTATI VE P. W LSON asked what changes the anmendnent nakes
in the review board's tasks.

CO CHAIR FEI GE advised the amendnment details the subjects that

will be included in the review board' s reports. In further
response to Representative P. WIson, he said each report covers
separate itens. The first report is a review of the state's

regul atory environnent, permtting structure, changes that would
be conducive to increased investnent, the state's resident |abor

pool, related infrastructure, and the conpetitiveness of the
state's fiscal tax reginme conpared with those of other entities.
The report due in 2021 wll cover the state's fiscal regineg,

alternative nmeans to attract and maintain investnent, a review
of the current and future effectiveness of related provisions
that may be expiring at that tinme, and a review of renewed or
new y enacted oil and gas tax |egislation.

10: 39: 31 PM

REPRESENTATI VE TARR asked why a sunset clause in 2021 was added.

CO- CHAIR FEIGE responded that the sunset clause in 2021 is
| ogi cal because there will be a general review of oil tax |aws
at that tine; however, the review board can be retained by a
future legislature if desired.

REPRESENTATI VE TARR suggested the sunset date nay interfere with
the conpletion of the review board' s work.
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CO- CHAIR FEIGE pointed out the sunset date is one nonth after
the final report is due.

REPRESENTATI VE TUCK said he will not oppose Anendnment 27 but
questions the need for +the review board since there are
consultants and state agencies that can be relied upon to
provi de accurate information.

10:41: 34 PM

REPRESENTATI VE HAWKER renoved his objection to Anmendnent 27.
There being no further objection, Arendnent 27 was adopt ed.

10: 41: 56 PM

REPRESENTATIVE P. WLSON noved to adopt Amendnent 28, |abeled
28- GS1647\ K. 2, Nauman/Bul | ock, 4/2/13, [text provided at the end
of the docunent].

REPRESENTATI VE HAVWKER obj ected for the purpose of discussion.

REPRESENTATI VE P. WLSON referred to previous testinony,
explaining that the public may view the nenbers of the review

board as "slanted over to the oil side." Amendnent 28 woul d add
an ex-officio, nonvoting |egislator from each body to the review
boar d. The review board at-large nmenbers include a petroleum

engi neer, a geologist, and a financial analyst, but the review
board is directed to give financial advice and technical advice
can be gleaned from testinony before the |egislature. She
cautioned against the perception of bias because of the
menber ship of the revi ew board.

10: 44: 27 PM

REPRESENTATI VE HAWKER said the intent was to separate the review
board fromthe legislature and its political process. He stated
his concern about renoving public nenbers wth professional

qualifications; in fact, public nenbers that are appointed by
the governor do not slant the board, but create a know edgeabl e
boar d. He described the nenbers of the board: trade
associ ation nenbers representing the oil and gas industry; the
chair of the Alaska G| and Gas Conservation Conm ssion; the
commi ssioner of the Departnment of Environnmental Conservation;
the comm ssioner of the Departnment of Natural Resources; and the
commi ssi oner of the Departnent of Revenue. These nenbers will

be appointed by the governor and confirmed by the |egislature
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and will bring a level of state governance to the board. He
pointed out that the three commissioners represent the
admnistration and reiterated that know edgeabl e public nenbers,
such as a petroleum engineer, a geologist, and a financial
anal yst, will provide a high |level of technical expertise.

10:47:45 PM

REPRESENTATI VE TARR appreciated the anmendnent and supported
addi ng nenbers from the |egislature. She agreed the public may
perceive that the work product fromthe review board is biased.

REPRESENTATI VE P. W LSON pointed out the review board can invite
expert testinony from the oil and gas industry if needed. She
remar ked:

One of the problens that Al aska's faced in devel oping
its oil and gas policies over the |ast several years
is the lack of forum for developing a broad public
under st andi ng and consensus on the nature and depth of
the problens that Al aska faces in conpeting for
i nvestments.

COCHAIR FEIGE observed that nonvoting nenbers from the
| egislature would give the public "sonme confort perhaps.”
Al t hough the board may ask for information, review board nenbers

must be know edgeabl e. In addition, the three public nenbers
were designated in a way that will prevent a rogue governor from
appointing his "political cronies." And those nenbers wth
specialties will guarantee the review board can interpret the

testinmony it hears.

10: 52: 10 PM

REPRESENTATI VE HAVWKER poi nted out an error, noting that page 1,
line 18, of the Anendnent 28 reads "Page 2," but shoul d probably
read "Page 27,".

REPRESENTATI VE P. WLSON concurred it is an error

COCHAIR FEIGE said he wll direct Legislative Legal and
Research Services to nmake this technical change.

10: 53: 13 PM

REPRESENTATI VE SEATON proposed a friendly anmendnment to Amendnent
28 to delete page 1, lines 10-12, which read:
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Page 26, lines 26 - 28:

Delete ", including one nenber who is a petrol eum
engi neer, one nmenber who is a geologist, and one
menber who is a financial analyst”

REPRESENTATI VE SEATON explained this would nake the nunber of
people on the review board eleven, with one person from the
House and one from the Senate, while retaining the expertise of
t he petrol eum engi neer, geol ogi st, and financial anal yst.

REPRESENTATI VE P. W LSON said that change defeats the purpose of
t he amendnent. She stressed the inportance of having a variety
of financial experts on the board.

REPRESENTATI VE SEATON noted the review board has other duties as
wel |l as analyzing the conpetitiveness of fiscal terns, such as
understanding relative geology and the types of oil under
producti on.

CO CHAI R SADDLER agreed with Representative Seaton

REPRESENTATI VE TUCK suggested an econom st should take the place
of the financial analyst.

REPRESENTATIVE P. WLSON recalled the bill <calls for expert
testinmony before the review board. She said she would agree to
t he proposed anendnent to Anendnent 28.

10: 56: 48 PM

COCHAIR FEIGE nmoved to adopt Conceptual Anmendnment 1 to
Amrendnent 28 to delete [page 1,] lines 10-12. There being no
objection, it was so ordered.

REPRESENTATI VE TARR expressed her concern about a review board
menber who has a clear or perceived financial conflict of
i nterest which may discredit the work of the review board.

CO- CHAIR FEI GE opined the renedy for that concern rests with the
gover nor.

10: 58: 59 PM

REPRESENTATI VE HAWKER renoved his objection to Anendnent 28, as
anended. There being no further objection, Anendnent 28, as
anmended, was adopt ed.
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10:59:41 PM

REPRESENTATI VE HAVWKER noved to adopt Anendnent 29, |abeled 28-
GS1647\ K. 6, Nauman/ Bul | ock, 4/2/13, which read:

Page 1, lines 11 - 12:
Del et e "est ablishing t he al and Gas
Conpetitiveness Revi ew Board;"

Page 25, followi ng |ine 20:
Insert a new bill section to read:
"* Sec. 33. AS 43.55.180(b) is anended to read:

(b) The departnment shall prepare a report on or
before the first day of the 2016 [2011] regular
session of the legislature on the results of the study
made under (a) of this section, i ncl udi ng
recommendations as to whether any changes should be
made to this chapter. The departnent shall notify the
| egislature that the report prepared under this
subsection is available.”

Page 26, |line 16, through page 28, |ine 29:
Delete all material .

Renunber the followi ng bill sections accordingly.

Page 29, lines 16 - 21:
Delete all material.

Renunber the followi ng bill section accordingly.
REPRESENTATI VE TARR obj ected for the purpose of discussion.

REPRESENTATI VE HAWKER continued discussion on the Gl and Gas
Conpetitiveness Review Board, stating he is troubled by
establishing a board that is conplex and difficult to define

Because a review is valuable, Amendnent 29 deletes the review
board and reverts the bill's |language to the original production
profits tax (PPT) language requiring that DOR prepare a report
on the results of a study of the tax regine, and recomendi ng
changes. Unlike the review board, DOR has access to
confidential taxpayer information and is in the best position to
prepare a report to the legislature in 2016 on the results of
i npl ementing the proposed tax changes. After the report is
issued, the legislature can assess its content, which is a
better approach toward a stable and durable tax structure.
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11: 03: 40 PM

REPRESENTATI VE P. WLSON asked whether the original report that
was due in 2011 was issued.

REPRESENTATI VE HAVWKER i ndi cated yes, adding that the |egislature
reviewed the report, disagreed with its findings, and began
revising ACES. He concluded that this mechani sm worked.

REPRESENTATI VE SEATON asked whether the report required by the
anmendnent woul d be out of DOR

REPRESENTATI VE HAVWKER sai d yes.
REPRESENTATI VE  SEATON endorsed DOR s experience providing
information to the legislature, and said he supports the

anmendnent .

REPRESENTATI VE TARR asked whether all of the provisions of AS
43.55.180 are being repealed in other parts of the bill.

REPRESENTATI VE HAVWKER said he did not believe so.

11: 07: 16 PM

REPRESENTATI VE TARR questioned the accuracy of the amendnent.
She read from AS 43.55.180(a)(1l) and (2), stating that other
sections of the statute are ACES provisions. Readi ng from AS
43.55.180 (b), she suggested additional amendnents may be
required to include the statutory references that are necessary,
and asked whether sone of the above provisions have been
repeal ed.

CO- CHAIR FEIGE said no, stating that AS 43.55.011 is production
tax, AS 43.55.023-025 pertain to credits, and AS 43.55.160-170
pertain to cal cul ations.

REPRESENTATI VE HAWKER agreed there have been changes, but
assured the conmttee the bill revisor wll make conformng
anendnents to correct any inaccuracies. The point is the
effective date of the bill is the comng year, and there wll be
el enents of current provisions deleted in statute, but not the
entire section. The report enconpasses the entire state, not
just the North Slope, and the intent is to be as conprehensive
as possible and transcend all tinelines in the history of the
state's devel opnment of production taxes.
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REPRESENTATI VE TARR gave the exanple of the previously discussed
new credit related to in-state work that is a new section of
statute. This new section is a provision that the report should
enconpass.

11:10: 38 PM

REPRESENTATI VE HAWKER, regarding the required report, read from
AS 43.55.180, which is witten as foll ows:

(a) The departnent shall study

(1) the effects of the provisions of this chapter
on oil and gas exploration, devel opnent, and
production in the state ..

REPRESENTATI VE HAWKER enphasized the statute specifically left
those references from the previous report as linkage to assure
time transcendence.

REPRESENTATI VE TARR restated her concern that the anendnent, as
witten, does not specify all of the sections desired for the
study. She further inquired as to the shortconings of the 2011
st udy.

REPRESENTATI VE HAWKER cl arified that he disagreed with the 2011
report.

11:12: 16 PM

CO- CHAIR FEIGE supported sone aspects of the review board.
First, the board is conprised of nine nenbers, five from outside
government and four inside, giving the public a bias. Second,
the review board's tasks are to address a wder range of
subjects than the report sought by Amendnent 29. Third, the
review board is also tasked in its final report to evaluate
provisions of law that will possibly expire in 2022.

REPRESENTATI VE TARR nmai nt ai ned her objection, further suggesting
the information fromthe report should be nodified to that which
was required fromthe revi ew board.

11:15: 43 PM

A roll call vote was taken. Representatives Tuck, Hawker,
Johnson, O son, and Seaton voted in favor of Amrendnent 29.
Representatives P. WIlson, Tarr, Saddler, and Feige voted
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against it. Therefore, Amendnment 29 was adopted by a vote of 5-
4.

11:15: 46 PM

REPRESENTATI VE HAWKER noved to adopt Anendnent 30, |abeled 28-
GS1647\ K. 3, Naurman/ Bul | ock, 4/2/13, which read:

Page 6, line 8:
Del ete " 35"

I nsert "30"

Page 10, line 17:
Del ete "35"
| nsert " 30"

Page 11, line 1:
Del ete "35"
I nsert "30"

Page 11, |ine 14:
Del ete "35"
| nsert " 30"

Page 11, |ine 23:
Del ete "35"
| nsert " 30"

Page 15, |ine 10:
Del ete "35"
| nsert " 30"

REPRESENTATI VE TARR obj ect ed.

REPRESENTATI VE HAWKER urged the commttee to consider reducing
the base rate in the bill from 35 percent to 30 percent. After
heari ng consultant and industry testinony, he is concerned about
what the legislature has done in recent years to the state's

gl obal conpetitiveness. It is nost inportant to nake neani ngfu
change in the tax structure, and while the bill is well-crafted,
the legislature has "not noved the needle far enough.” The

state is approaching a mddle range of conpetitiveness in the
worl d, but testinony indicates that robust fiscal terns nust be

of fered, and he opined Alaska is still marginally higher than it
ought to be. He said a change to 30 percent would nove from
average fiscal terns to robust fiscal ternms in order to attract
i nvest ment . Production decline in the state is its single
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greatest challenge to "getting our fair share." As this is the
commttee of first referral, the conmttee has an opportunity to
make a statenment for a robust tax regine, and then let the
public and | egislative processes further review and eval uate the
i npact of the change.

11:22:47 PM

BARRY PULLIAM Managing Director, Econ One Research, Inc.,
speaking as a consultant to the adm nistration, understood the
amendnent would reduce the tax rate from 35 percent to 30
percent, and would not alter the credits that are in Version K
of the bill. He provided a slide entitled, "Average Governnent
Take For All Existing Producers (FY2015-FY2019)," but noted the
effects of the specific structure of Anmendnment 30 are not
nodeled in this slide. To obtain an estimte, he suggested
| ooking at the follow ng data: colum (5), which nodels the
system in Version K, which is a 35 percent base rate with a
sliding scale [credit] starting at $8 and phasing out; colum
(7), which nmodels a 35 percent base rate with $5 credit; and
colum (11), which nodels a 30 percent base rate with $5 credit.
The differences between colums (7) and (11) reduce governnent
take by about 2.5 percent at each price point; thus, to estimte
under the sliding scale nechanism subtract 2.5 percent from
colum (5) for a rough estimate of governnent take at 30 percent
with a sliding scale. For exanmple, at $100 per barrel West
Coast ANS price, the government take is about 62 percent, and at
$150 per barrel Wst Coast ANS price, the governnent take is
about 64.5 percent.

REPRESENTATI VE HAWKER surmised a 5 percent reduction nmakes a
significant difference to the investnent dynamcs of the
affected industry.

11:26: 20 PM

DAN STI CKLE, Assistant Chief Econom st, Anchorage Ofice, Tax
Di vi si on, Departnment of Revenue (DOR), provided a slide
entitled, "Provisions in HCS CSSB21(RES) and their Estimted
Fiscal Inpact as conpared to Fall 2012 Forecast ($mllions)."
He drew attention to line 2, which gives the estimated increase
in revenue resulting after noving from 25 percent to 35 percent
base rate. An increase of 5 percent would be one-half of what
is shown on line 2; for exanple, in 2015, the increase would be
alittle less than $550 million. Furthernore, there would be a
$20 mllion increase in appropriations for the conform ng net
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operating loss credits after a change from 25 percent to 30
percent base rate.

MR. PAW.OWNSKI added that to "work down through the table" one
woul d take one-half of the projection on line 2, and subtract
that fromthe nunbers in yellow [ Total Fiscal |npact].

COCHAIR FEIGE inferred that for FY 2015, the state would see a
change fromnegative $1 billion to negative $1.15 billion.

MR. PAW.COSKI said yes.

REPRESENTATI VE HAVWKER responded to the aforenentioned estimates
of the future by noting that every producer testified that the

base rate is still an issue, and that a |ower base rate would
create greater inpetus for them to nake investnents. G eater
i nvestment equals greater production, and "there is no correct
answer here." However, a lower base rate is an objective nunber
to maximze future production. He informed the commttee that
maj or tax reginmes around the world are reducing their taxes to
attract industry because industry cannot be taxed into
productivity. A certain business risk is inherent, but - based
on testinmony from the industry - the state has not reached the

ri ght base rate.

11: 30: 57 PM

REPRESENTATI VE TARR cautioned that reducing the base rate to 30
percent and adjusting the net operating loss (NOL) seenms to
di sadvantage snall producers, because their only credit is NOL
credit, while benefitting large producers that are in
producti on. The previous proposals struck a balance, but
adjusting the NOL credit dowward severely disadvantages
expl orers.

MR. PAW.OWNSKI remnded the committee that the aforenentioned
fiscal inpact is a rough estimate w thout the consideration of

production scenari os; any illustration wthout addi ti onal
production should be taken with a grain of salt. Representative
Tarr brings up an inportant issue: Studying the full |ifecycle

econonmi cs around the proposal is the nmethod anal ysts use to find
a bal ance between the credits and the overall take. G oss value
reduction, per barrel «credit, and wupfront credit, viewed
together, create an opportunity for investnent that can outwei gh
| osses upfront, particularly with the addition of the authority
of AIDEA, the inpact of which is unknown at this tinmne.
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11: 32: 55 PM

CO CHAI R SADDLER said he has supported |Iowering the tax rate and
government take for the oil industry, but has concerns with the
significance of +the change proposed by Anmendnent 30. He
suggested changing to a 33 percent base rate.

REPRESENTATI VE P. WLSON agreed that a 33 percent base rate
woul d make a difference and she would feel confortable if Al aska
were "in the mddle of the pack™ worldw de. She inquired
whet her Representative Hawker would accept a friendly anendnent
to the anendnent.

REPRESENTATI VE HAVKER i ndi cat ed no.

REPRESENTATI VE JOHNSON recalled testinony that 62 percent tota
governnent take [when oil is priced at $100 per barrel] "is the
Wi nner." He reviewed the difficulties the industry faces when
conducting business in Al aska, and said he is not happy in the
m ddle of the pack; in fact, to ensure the future for Al aska
Al aska needs to lead. He supported Anendnment 30, saying that it
woul d put Al aska near the front of the pack.

11:37:26 PM

REPRESENTATI VE TUCK opposed Amendnent 30. He recalled testinony
| ast year and said it is difficult to conpare one oil field with
the next due to different construction environnents, especially
regarding the time needed for new investnents to pay off. I n
addition, the difference between the production of conventiona
oil and nonconventional oil is significant. In North Dakota,
the production costs of oil devel oped by "fracking" are between
$40 and $60 per barrel; however, because production is not
seasonal, the rate of return is about 18 nonths, rather than 10
years as in Alaska. As stated in testinony, Al aska is resource-

rich, which is attractive to investors. In addition, Pedro van
Meurs' conparisons between Alaska's tax rate and that of other
shallowwater o0il areas are conparable, and his analysis

indicated that HB 110 [offered during the 27th Legislative
Sessi on] reduced government take from 72 percent to 65 percent.
The current proposal reduces governnment take to 62 percent when
oil prices are $110 per barrel. Representative Tuck referred to
favorable reports in the past two years from the governor and
DOR, even in the case of a failed well. For exanple, on an
unsuccessful devel opnent project, the state share is 76 percent
and an existing producer's share is 15 percent. Furt her nor e,
Al aska's tax credit systemis the nost conpetitive in the world.
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He mentioned ongoing projects on the North Slope, and urged that
legislators fulfill their roles and negotiate wth the oi
i ndustry instead of against each other.

11: 42: 26 PM

REPRESENTATI VE JOHNSON enphasized that not a single new
production project on the North Sl ope would have been sancti oned

under ACES tax policy. He said that is a fallacious argunent
and the record should be set straight: ACES would not have
generated the conpetition that is there now - it happened

because of a previous regine.

REPRESENTATI VE TUCK stressed the Departnent of Labor & Workforce
Devel opnent reported enploynent on the North Slope clinbed to an
all-time high in 2012; if these statistics are debatable, the
amendnent is premature.

CO- CHAIR SADDLER inquired as to DOR s position on Anendnent 30.

11:45: 01 PM

MR. PAW.OABKI responded that maki ng Al aska conpetitive is one of
the goals of the governor and the admnistration. The
governor's legislation is focused on creating a long-term
environment with four principles: fair to Al askans; durable;
bal anced; and sinple. As Version K is in flux, he reserved

comrent other than to assist the conmmttee in its efforts.
REPRESENTATI VE TARR nuai nt ai ned her obj ection.

REPRESENTATI VE HAWKER di sputed the statistics that the |abor
boom on the North Slope is from new oil production, arguing it
is due to increased maintenance on existing facilities; oi
revenue is metered and every barrel of oil production is
counted. If ACES was working as was represented when it passed,
production would not be in decline. He gave exanpl es of new oi
production in other areas of the world, and urged for the
adoption of Anmendnent 30, saying it would signify meaningful
change towards Al aska's fair share.

11: 49: 03 PM

A roll call vote was taken. Represent ati ves Hawker, Johnson
and O son voted in favor of Amendnent 30. Representatives Tarr,
Tuck, Seaton, P. WIlson, Saddler, and Feige voted against it.
Therefore, Amendnment 30 failed by a vote of 3-6.
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11:50: 09 PM

REPRESENTATI VE HAVWKER noved to adopt Anendnent 31, |abeled GS-
1647\ K. 4, Nauman/Bul | ock, 4/2/13, [text provided at the end of
t he docunent].

REPRESENTATI VE TARR obj ect ed.

REPRESENTATI VE HAWKER said Anmendnent 31 addresses another
problem for taxpayers caused by the -enactnent of ACES

Amendrment 31 will provide |egislative guidance and clarity to
state taxing agencies regarding the determ nation of wellhead
value as the basis for production tax. He explained that

wel | head value is the value one sells the oil for, less the cost
of transportation, and the problem is with how DOR auditors
determ ne the cost of transportation. Prior to ACES, a taxpayer
deducted its actual costs of transportation unless the follow ng
three circunstances existed: the shipper is affiliated with the
transportation carrier; the transportation contract was not at
arms length; and the nethods or ternms of transportation were

not reasonable in |ight of alternative transportation.
Furthernore, DOR had discretion to apply a "reasonabl eness”
standard if those sane circunstances existed. He characterized
this provision as successful for many years until the ACES

| egi sl ati on made a nunber of statutory changes. Follow ng those
statutory changes, DOR developed new regulations that have
garnered conpl aints. The conplaints charge that DOR cal cul ates
what it considers reasonable by regulation, and al so cal cul ates
actual costs that really are not actual. Representati ve Hawker
said this issue arose "through that rather indecipherable
regul ati on naking argunents that actual transportation costs are
not really what we want to consider actual and fair." The
current regulations defer to DOR s discretion in calculating
both actual and reasonable transportation costs, and require
that the | esser anpbunt is used.

11:53:46 PM

REPRESENTATI VE HAVKER r enar ked:

What the anendnent before us does, is sinply restores
the l|anguage in Section 43.55.150 which is ... the
section of statute on determning the gross value at
the point of production, basically the allowable
transportation costs. This anendnment sinply restores
the | anguage that existed before ACES passed, when it
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was fairly clear, the regulations worked, and we did

not have this circunstance which | believe has
resulted in the departnment taking a regulatory
position that 1is inconsistent with what | believe

woul d be good |egislative intent: That what you pay
for transportation is what you pay, unless those three
qualifications are met, and then there's a different
standard appl i ed.

REPRESENTATI VE HAVWKER further explained Amendnment 31 is one of
two anendnents he is offering to address wunintended - or
i ntended but inappropriate - consequences of changes nade in the
ACES | egi sl ati on.

REPRESENTATI VE SEATON was unsure whether the aforenentioned
changes were the result of ACES or the result of the tariff
settlenment and lawsuit related to actual transportation [costs]
for intrastate transportation. He estimated the calculation
difference for that settlenent was about $6 billion over the
lifetime, and questioned whether returning to calculations that
were inaccurate, or that were a basis for a legal settlenent
woul d be good for the state. At this point there is no tinme to
review the anmendnent or for research to confirm his
recol | ection.

11:56: 23 PM

CO CHAIR FEIGE directed attention to the 2013 edition of Al aska
Ol and Gas Laws and Regul ati ons Annotated, page 186, and said
Representative Hawker was <correct on the effect of the
amendnent .

REPRESENTATI VE SEATON pointed out the footnotes that reference
the lawsuit and settlenent nmade by the Know es Adm nistration
al though he did not renenber the exact terns, he said that was
the reason for the | anguage. He asked for a response from DOR

REPRESENTATI VE TARR agreed with Representative Seaton that there
was litigation to protect the state. She requested
clarification from DOL as to her wunderstanding that "these
provisions are the result of sone of this activity in the past."”

M5. POLLARD said she is unable to give detailed advice on the
nmet hodol ogy related to the TAPS tariff settlenent in 1985.
However, in 2007, there was testinony on the reasons supporting
restoring the statute that existed in 2006, which is the intent
of Anmendnment 31. She recalled the testinony was before the
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Senate Judiciary Standing Comrittee in October of 2007
di scussed an alternative deduction for tax reasons. Ms. Poll ard

was unable to say which tariff

MR. PAW.ONSKI said DOR s understanding of the anendnent is
| anguage restores what was, at the tinme, a certain

its

and

i ssues were directly discussed.

t hat

| egi slative direction. He solicited additional coments from
the Tax Division.

[ See April 4, 2013, mnutes and audio for the continuation and
concl usion of this neeting.]

Following is the text for Amendnents 2, 3, 4, 5, 15, 16, 18, 25,

27, 28, and 31.

Amendnment 2,

| abel ed 28- GS51647\ K. 20, Nauman/ Bul | ock, 4/ 2/ 13:

Page 1, lines 2 - 11:

Delete "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 losses 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 statenents by
producers and explorers; relating to the determ nation
of annual oil and gas production tax value including
adj ustnments based on a percentage of gross value at
the point of production from certain |eases or
properties;"

Page 5, line 27, through page 12, line 31:

Delete all material and insert:

"* Sec. 11. AS 43.55.011(g) is anended to read:

(9) For each nonth of the calendar year for
which the producer's average nonthly production tax
value under AS 43.55.160(a)(2) of a [PER BTU
equi valent barrel of the taxable oil and gas is nore
than $30, the anobunt of tax for purposes of (e)(2) of
this section is determined by multiplying the nonthly
production tax value of the taxable oil and gas
produced during the nonth by the tax rate calcul ated
as foll ows:
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(1) if the producer's average nonthly
production tax value of a [PER] BTU equival ent barrel
of the taxable oil and gas for the nonth is not nore
than $92.50, the tax rate is 0.4 percent multiplied by
the nunber that represents the difference between that
average nonthly production tax value of a [PER BTU
equi val ent barrel and $30; or

(2) if the producer's average nonthly
production tax value of a [PER] BTU equival ent barrel
of the taxable oil and gas for the nonth is nore than
$92.50, the tax rate is the sum of 25 percent and the
product of 0.1 percent multiplied by the nunber that
represents the difference between the average nonthly
production tax value of a [PER] BTU equival ent barrel
and $92.50, except that the sum determ ned under this
par agraph may not exceed 30 [50] percent.”

Renunber the followi ng bill sections accordingly.

Page 14, l|line 13, through page 16, line 9:
Delete all material .

Renunber the followi ng bill sections accordingly.

Page 16, lines 11 - 12:
Delete "of this section”

Page 16, |ine 12:
Delete "forner"

Page 16, l|line 26, through page 25, |ine 20:
Delete all material .

Renunber the followi ng bill sections accordingly.

Page 28, line 30, through page 29, l|ine 15:
Delete all material.

Renunber the followi ng bill sections accordingly.
Page 29, |ine 20:
Del ete "sec. 36"

| nsert "sec. 16"

Page 29, lines 22 - 26:
Delete all material.

HOUSE RES COW TTEE -97- April 3, 2013



Anendment 3, | abel ed 28-GS1647\ K. 21, Nauman/ Bul | ock, 4/3/13:

Page 6, line 6:
Delete "(g)"

Insert "(g)(1) [(9)]"

Page 6, line 7, follow ng "2014,":

| nsert
! !ll
Page 6, line 9, followi ng "percent":
Insert "; and

(B) the sum over all the nonths of the
cal endar year, of the tax amounts determ ned under (Q)
of this section"

Page 6, following line 9:

Insert a new bill section to read:

"* Sec. 12. AS 43.55.011(g) is anended to read:

(g) For purposes of (e) of this section, the tax
anmpunt is determined by nmultiplying the nonthly
production tax value of the taxable oil and gas
produced during the nonth by the tax rate cal cul ated
as follows:

(1) before January 1, 2014, for [FOR] each
month of the calendar year for which the producer’'s
aver age nmont hly producti on t ax val ue under
AS 43.55.160(a)(2) of a [PER] BTU equival ent barrel of
the taxable oil and gas is nore than $30, [THE AMOUNT
OF TAX FOR PURPOSES OF (e)(2) OF THIS SECTION IS
DETERM NED BY MJULTI PLYING THE MONTHLY PRODUCTI ON TAX
VALUE OF THE TAXABLE O L AND GAS PRODUCED DURI NG THE
MONTH BY] the tax rate calculated as foll ows:

(A [(1)] if the producer's average nonthly
production tax value of a [PER] BTU equival ent barrel
of the taxable oil and gas for the nonth is not nore
than $92.50, the tax rate is 0.4 percent nultiplied by
the nunber that represents the difference between that
average nonthly production tax value of a [PER BTU
equi val ent barrel and $30; or

(B) [(2)] if the producer's average nonthly
production tax value of a [PER] BTU equival ent barrel
of the taxable oil and gas for the nonth is nore than
$92.50, the tax rate is the sum of 25 percent and the
product of 0.1 percent nultiplied by the nunber that
represents the difference between the average nonthly
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production tax value of a [PER] BTU equival ent barrel
and $92.50, except that the sum determ ned under this
par agraph may not exceed 50 percent;

(2) on or after January 1, 2014, for each
nonth of the calendar year for which the producer's
aver age nont hl y producti on t ax val ue under
AS 43.55.160(a)(2) of a BTU equivalent barrel of the
taxable oil and gas is nore than $55, the tax rate
calculated by nultiplying by 0.2 the nunber that
represents the difference between that average nonthly
production tax value of a BTU equivalent barrel and
$55, except that the tax rate determ ned under this
paragraph nmay not exceed 15 percent."

Renunber the followi ng bill sections accordingly.

Page 10, line 17:

Del ete "35 percent”

Insert "the sum of 35 percent and the tax rate
cal cul ated for the nonth under AS 43.55.011(g)"

Page 11, line 1:

Del ete "35 percent”

Insert "the sum of 35 percent and the tax rate
cal cul ated for the nonth under AS 43.55.011(g)"

Page 11, |ine 14:

Del ete "35 percent”

Insert "the sum of 35 percent and the tax rate
cal cul ated for the nonth under AS 43.55.011(g)"

Page 11, |ine 23:

Del ete "35 percent”

Insert "the sum of 35 percent and the tax rate
cal cul ated for the nonth under AS 43.55.011(g)"

Page 12, lines 13 - 31:
Delete all material.

Renunber the followi ng bill sections accordingly.

Page 13, line 25, through page 14, |ine 12:
Delete all naterial.

Renunber the followi ng bill sections accordingly.

Page 28, |ine 31:
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Del ete "43.55.011(g)"
I nsert "43.55.011(g)(1)"

Page 29, line 1:

Del et e "AS 43.55.020(d), 43.55.023(i),
43.55.023(p), 43.55.160(a)(2), and 43.55.160(c)"

| nsert "43.55.023(i), and 43.55.023(p)"

Page 29, line 5:
Del ete "Section 13"
| nsert "Section 14"

Page 29, line 6:
Del ete "sec. 31"
| nsert "sec. 30"

Page 29, line 7:
Del ete "Sections 18 and 20 - 23"
| nsert "Sections 17 and 19 - 22"
Del ete "sec. 18"
| nsert "sec. 17"

Page 29, line 9:
Del ete "Section 19"
| nsert "Section 18"

Page 29, |ine 20:
Del ete "sec. 36"
| nsert "sec. 35"

Page 29, |ine 24:
Del ete "Sections 13, 20 - 23, 28, and 37"
| nsert "Sections 14, 19 - 22, 27, and 36"

Page 29, |ine 25:
Del ete "sec. 18"
| nsert "sec. 17"
Del ete "sec. 31"
| nsert "sec. 30"

Amendment 4, | abel ed 28-GS1647\ K. 25, Nauman/ Bul | ock, 4/3/13:

Page 1, line 4:
Delete "rate"
| nsert "rates"
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Page 6, line 8:
Del ete "35"
| nsert " 50"

Page 6, followng line 9:
Insert a new bill section to read:
"* Sec. 12. AS 43.55.011(f) is anended to read:

(f) Before January 1, 2014, the [THE] |evy of tax
under this section for oil and gas produced north of
68 degrees North latitude, other than oil and gas
production subject to (i) of this section and gas
subject to (o) of this section, may not be | ess than

(1) four percent of the gross value at the
poi nt of production when the average price per barre
for Alaska North Slope crude oil for sale on the
United States West Coast during the cal endar year for
which the tax is due is nore than $25;

(2) three percent of the gross value at the
poi nt of production when the average price per barre
for Alaska North Slope crude oil for sale on the
United States West Coast during the cal endar year for
which the tax is due is over $20 but not over $25;

(3) two percent of the gross value at the
poi nt of production when the average price per barre
for Alaska North Slope crude oil for sale on the
United States Wst Coast during the cal endar year for
which the tax is due is over $17.50 but not over $20;

(4) one percent of the gross value at the
poi nt of production when the average price per barre
for Alaska North Slope crude oil for sale on the
United States West Coast during the cal endar year for
which the tax is due is over $15 but not over $17.50;
or

(5) zero percent of the gross value at the
poi nt of production when the average price per barre
for Alaska North Slope crude oil for sale on the
United States Wst Coast during the cal endar year for
which the tax is due is $15 or less."

Renunber the followi ng bill sections accordingly.

Page 7, following line 1:
I nsert new bill sections to read:
"* Sec. 15. AS 43.55.011 is anended by adding a new
subsection to read:
(g0 On and after January 1, 2014, except for oi
and gas subject to (i) of this section and gas subject
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to (o) of this section, the provisions of this
subsection apply to oil and gas produced from each
lease or property wthin a wunit or nonunitized
reservoir that has cumnul atively produced 1,000,000, 000
BTU equivalent barrels of oil or gas by the close of
the nost recent calendar year and from which the
average daily oil and gas production from the unit or
nonunitized reservoir during the nost recent cal endar
year exceeded 100, 000 BTU  equi val ent barrels.
Notwi thstanding any <contrary provision of Jlaw, a
producer may not apply tax credits to reduce its total
tax liability under (e) of this section for oil and
gas produced from all |eases or properties within the
unit or nonunitized reservoir below 10 percent of the
total gross value at the point of production of that

oil and gas. If the anobunt of tax calculated by
mul tiplying the tax rates in (e) of this section by
the total production tax value of the oil and gas

taxabl e under (e) of this section produced fromall of
the producer's | eases or properties within the unit or
nonunitized reservoir is less than 10 percent of the
total gross value at the point of production of that
oil and gas, the tax levied by (e) of this section for
that oil and gas is equal to 10 percent of the total
gross value at the point of production of that oil and
gas."

Renunber the followi ng bill sections accordingly.
Page 10, |ine 15:

Del ete "AS 43.55.011(f)"
I nsert "AS 43.55.011(q)"

Page 10, line 17:
Del ete "35"
| nsert "50"

Page 10, |ine 25:
Del ete "AS 43.55.011(f)"
| nsert "AS 43.55.011(q)"

Page 10, lines 27 - 31:

Delete all material and insert:

"(i1) 10 percent of the gross value at the point
of production of the oil and gas produced from the
| eases or properties during the nonth for which the
i nstal |l nent paynent is cal cul ated; or
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Page

Page

Page

Page

Page

Page

Page

Page

Page

Page

Page

Page

HOUSE RES

11, line 1:
Del ete "35"
| nsert "50"
11, line 14:
Del ete "35"
I nsert "50"
11, line 23:
Del ete "35"
| nsert "50"
15, line 10:
Del ete "35"
I nsert "50"
17, line 21:

Del ete "new subsecti ons”
| nsert "a new subsection"

17, line 23:
Del ete "$5"
| nsert "$12"

17, line 24:

Delete "that neets one or nore of the criteria in
AS 43.55.160(f) and"

17, line 28, through page 18, line 28:

Delete all material.

29, line 5:
Del ete "Section 13"
| nsert "Section 14"

29, line 6:
Del ete "sec. 31"
| nsert "sec. 33"

29, line 7:

Del ete "Sections 18 and 20 - 23"
| nsert "Sections 20 and 22 - 25"
Del ete "sec. 18"

| nsert "sec. 20"

29, line 9:
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Del ete "Section 19"
| nsert "Section 21"

Page 29, |ine 20:
Del ete "sec. 36"
| nsert "sec. 38"

Page 29, |ine 24:
Del ete "Sections 13, 20 - 23, 28, and 37"
| nsert "Sections 14, 22 - 25, 30, and 39"

Page 29, |ine 25:
Del ete "sec. 18"
| nsert "sec. 20"
Del ete "sec. 31"
| nsert "sec. 33"

Amendnent 5, | abel ed, 28-GS1647\ K. 24, Nauman/Bul | ock, 4/3/13:

Page 1, line 4:
Delete "rate"
| nsert "rates"

Page 6, line 8:
Del ete "35"
| nsert "45"

Page 6, following line 9:

Insert a new bill section to read:

"*  Sec. 12. AS 43.55.011(f) is repealed and
reenacted to read:

(1) Except for oil and gas subject to (i) of
this section and gas subject to (o) of this section,
the provisions of this subsection apply to oil and gas
produced from each |ease or property wthin a unit or
nonunitized reservoir that has cunulatively produced
1, 000, 000, 000 BTU equivalent barrels of oil or gas by
the close of the nost recent calendar year and from
which the average daily oil and gas production from
the wunit or nonunitized reservoir during the nost
recent cal endar year exceeded 100,000 BTU equival ent
barrels. Notwi thstanding any contrary provision of
law, a producer may not apply tax credits to reduce
its total tax liability under (e) of this section for
oil and gas produced from all |eases or properties
within the wunit or nonunitized reservoir below 10
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percent of the total gross value at the point of
production of that oil and gas. If the anmount of tax
calculated by multiplying the tax rates in (e) of this
section by the total production tax value of the oil
and gas taxable under (e) of this section produced
fromall of the producer's |eases or properties within
the wunit or nonunitized reservoir is less than 10
percent of the total gross value at the point of
production of that oil and gas, the tax levied by (e)
of this section for that oil and gas is equal to 10
percent of the total gross value at the point of
production of that oil and gas."

Renunber the followi ng bill sections accordingly.

Page 10, line 17:
Del ete "35"
| nsert "45"

Page 10, lines 27 - 31:
Delete all material and insert:

"(i1) 10 percent of the gross value at the
point of production of the oil and gas produced from
the |eases or properties during the nmonth for which
the install nent paynent is cal cul ated; or"

Page 11, line 1:
Del ete "35"
| nsert "45"

Page 11, |ine 14:
Del ete " 35"

| nsert "45"

Page 11, |ine 23:
Del ete "35"
| nsert "45"

Page 15, |ine 10:
Del ete "35"
| nsert "45"

Page 17, |line 21:
Del ete "new subsecti ons”
| nsert "a new subsection”

Page 17, |ine 23:
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Page

Del ete "$5"
| nsert "$10"

17, line 24:
Del ete "t hat

nmeet s

AS 43.55.160(f) and"

Page

Page

Page

Page

Page

Page

Page

Page

Amendment 15,

t hr oug

one or nore of the criteria in

h page 18, line 28:

17, line 28,
Delete all material.
29, line 5:

Del ete "Secti
| nsert "Secti

29, line 6:
Del ete "sec.
| nsert "sec.

29, line 7:
Del ete "Secti

| nsert "Secti
Del ete "sec.
| nsert "sec.
29, line 9:

Del ete "Secti
| nsert "Secti

29, line 20:
Del ete "sec.
| nsert "sec.

29, line 24:
Del ete "Secti
| nsert "Secti

29, line 25:
Del ete "sec.
| nsert "sec.

on 13"
on 14"
31"
32"
ons 18
ons 19
18"
19"
on 19"
on 20"
36"
37"

and 20 - 23"
and 21 - 24"

ons 13, 20 - 23, 28, and 37"
ons 14, 21 - 24, 29, and 38"

18"
19"

| abel ed 28- GS1647\ K. 15, Bul |l ock, 4/3/13:

Page

1, line 4:

Delete "rate"

| nsert "rates"
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Page 1, line 12:
Del ete the second occurrence of "and"

Page 1, line 12, follow ng "anmendnents":
Insert "; and providing for an effective date"

Page 2, following line 13:
Insert a new bill section to read:

"* Sec. 3. AS 29.60.850(b), as anmended by sec. 2
of this Act, is anmended to read:

(b) Each fiscal year, the legislature nmy
appropriate to the comunity revenue sharing fund an
anount equal to 20 percent of the noney received by
the state during the previous calendar year under
AS 43.55.011(g) [AS 43.20.030(c)]. The anmount may not
exceed

(1) $60, 000, 000; or

(2) the anount that, when added to the fund
bal ance on June 30 of the previous fiscal year, equals
$180, 000, 000. "

Renunber the follow ng bill sections accordingly.

Page 6, following line 9:

Insert a new bill section to read:

"* Sec. 13. AS 43.55.011(e), as anended by sec. 12
of this Act, is repealed and reenacted to read:

(e) There is levied on the producer of oil or
gas a tax for all oil and gas produced each cal endar
year from each |ease or property in the state, |ess
any oil and gas the ownership or right to which is
exenpt from taxation or constitutes a |andowner's
royalty interest. Except as otherw se provided under
(f), (j), (k), (o), and (p) of this section, the tax
is equal to the sum of

(1) the annual production tax value of the

t axabl e oi | and gas as cal cul at ed under
AS 43.55.160(a)(1) multiplied by 25 percent; and
(2) the sum over all nonths of the

cal endar year, of the tax anpunts determ ned under (Q)
of this section.”

Renunber the followi ng bill sections accordingly.

Page 7, following line 1:
I nsert new bill sections to read:
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"* Sec. 16. AS 43.55.011(o0), as anended by sec. 15
of this Act, is anmended to read:

(o) Not wi t hstanding other provisions of this
section, for a calendar year before 2022, the tax
| evied under (e) of this section for each 1,000 cubic
feet of gas for gas produced from a |ease or property
outside the Cook Inlet sedinentary basin and used in
the state [, OTHER THAN GAS SUBJECT TO (p) OF TH'S
SECTION,] may not exceed the amount of tax for each
1,000 cubic feet of gas that is determ ned under
(j)(2) of this section.

* Sec. 17. AS 43.55.011 is anmended by adding a new
subsection to read:

(9) For each nonth of the calendar year for
which the producer's average nonthly production tax
val ue under AS 43.55.160(a)(2) of a BTU equivalent
barrel of the taxable oil and gas is nore than $30
the amount of tax for purposes of (e)(2) of this
section is determined by multiplying the nonthly
production tax value of the taxable oil and gas
produced during the nonth by the tax rate calcul ated
as foll ows:

(1) if the producer's average nonthly
production tax value of a BTU equivalent barrel of the
taxable oil and gas for the nonth is not nore than
$92.50, the tax rate is 0.4 percent nultiplied by the
nunber that represents the difference between that
average nonthly production tax value of a BTU
equi val ent barrel and $30; or

(2) if the producer's average nonthly
production tax value of a BTU equivalent barrel of the
taxable oil and gas for the nonth is nore than $92. 50,
the tax rate is the sum of 25 percent and the product
of 0.1 percent multiplied by the nunber t hat
represents the difference between the average nonthly
production tax value of a BTU equivalent barrel and
$92.50, except that the sum determned under this
par agraph may not exceed 50 percent.”

Renunber the followi ng bill sections accordingly.
Page 12, following line 12:
Insert a new bill section to read:

"* Sec. 19. AS 43.55.020(a), as anended by sec. 18
of this Act, is repealed and reenacted to read:
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(a) For a cal endar year, a producer subject to
tax under AS 43.55.011(e), (f), (h), (i), (p), or (Qq)
shall pay the tax as foll ows:

(1) an installnent paynent of the estinmated
tax levied by AS 43.55.011(e), net of any tax credits
applied as allowed by law, is due for each nonth of
the calendar year on the last day of the follow ng
nmont h; except as otherw se provided under (2) of this
subsection, the amount of the installnment paynent is
the sum of the follow ng anounts, less 1/12 of the tax
credits that are allowed by law to be applied against
the tax levied by AS 43.55.011(e) for the cal endar
year, but the anount of the installnment paynent may
not be | ess than zero:

(A) for oil and gas produced from | eases or
properties in the state outside the Cook Inlet
sedinentary basin but not subject to AS 43.55.011(0)
or (p), other than |eases or properties subject to
AS 43.55.011(f), the greater of

(1) zero; or

(i1i) the sumof 25 percent and the tax rate
calculated for the nonth under AS 43.55.011(q)
multiplied by the renminder obtained by subtracting
1/ 12 of the producer's adjusted |ease expenditures for
t he cal endar year of production under AS 43.55.165 and
43.55.170 that are deductible for the |eases or
properties under AS 43.55.160 from the gross value at
the point of production of the oil and gas produced
from the |eases or properties during the nonth for
whi ch the installnent paynment is cal cul at ed;

(B) for oil and gas produced from | eases or
properties subject to AS 43.55.011(f), the greatest of

(i) zero

(1) zero percent, one percent, t wo
percent, t hree percent, or f our percent, as
applicable, of +the gross value at the point of
production of the oil and gas produced from all | eases

or properties during the nmonth for which the
i nstal |l ment paynent is cal cul ated; or

(rit) the sum of 25 percent and the tax
rate calculated for the nonth under AS 43.55.011(Q)
multiplied by the remainder obtained by subtracting
1/ 12 of the producer's adjusted |ease expenditures for
t he cal endar year of production under AS 43.55.165 and
43.55.170 that are deductible for those |eases or
properties under AS 43.55.160 from the gross value at
the point of production of the oil and gas produced
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from those |eases or properties during the nonth for
whi ch the installnent paynment is cal cul ated;

(O for oil and gas produced from each
| ease or property subject to AS 43.55.011(j), (k),
(o), or (p), the greater of

(1) zero; or

(i1i) the sumof 25 percent and the tax rate
calculated for the nonth under AS 43.55.011(q)
multiplied by the remainder obtained by subtracting
1/ 12 of the producer's adjusted |ease expenditures for
t he cal endar year of production under AS 43.55.165 and
43.55. 170 that are deductible under AS 43.55.160 for
oil or gas, respectively, produced from the |ease or
property from the gross value at the point of
production of the oil or gas, respectively, produced
fromthe |ease or property during the nonth for which
the install ment paynent is cal cul at ed;

(2) an ampount calculated under (1)(C of
this subsection for oil or gas produced from a |ease
or property

(A) subject to AS 43.55.011(j), (k), or (o)
may not exceed the product obtained by carrying out
the calculation set out in AS 43.55.011(j)(1) or (2)
or 43.55.011(0), as applicable, for gas or set out in
AS 43.55.011(k)(1) or (2), as applicable, for oil, but
substituting in AS 43.55.011(j)(1L) (A or (2)(A or
43.55.011(0), as applicable, the anobunt of taxable gas
produced during the nonth for the anount of taxable
gas produced during the cal endar year and substituting
in AS 43.55.011(k)(1)(A) or (2)(A), as applicable, the
anount of taxable oil produced during the nmonth for
t he anount of taxable oil produced during the cal endar
year ;

(B) subject to AS 43.55.011(p) may not
exceed four percent of the gross value at the point of
production of the oil or gas;

(3) an installnment paynment of the estinmated
tax levied by AS 43.55.011(i) for each |lease or
property is due for each nonth of the cal endar year on
the last day of the follow ng nonth; the anount of the
i nstal |l ment paynent is the sum of

(A the applicable tax rate for oil
provi ded under AS 43.55.011(i), multiplied by the
gross value at the point of production of the oil
taxabl e under AS 43.55.011(i) and produced from the
| ease or property during the nonth; and
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(B) the applicable tax rate for gas
provi ded under AS 43.55.011(i), multiplied by the
gross value at the point of production of the gas
taxabl e under AS 43.55.011(i) and produced from the
| ease or property during the nonth;

(4) any anount of t ax | evi ed by
AS 43.55.011(e) or (i), net of any credits applied as
allowed by |aw, that exceeds the total of the ampunts
due as installnment paynents of estimated tax is due on
March 31 of the year following the calendar year of
production. ™

Renunber the followi ng bill sections accordingly.

Page 12, following line 31:
Insert a new bill section to read:
"* Sec. 21. AS 43.55.020(d), as anmended by sec. 20
of this Act, is repealed and reenacted to read:
(d) In making settlenent with the royalty owner
for oil and gas that is taxable under AS 43.55.011,
t he producer may deduct the anobunt of the tax paid on
taxable royalty oil and gas, or may deduct taxable
royalty oil or gas equivalent in value at the tinme the
tax becones due to the amount of the tax paid. If the
total deductions of installnent paynents of estimted
tax for a cal endar year exceed the actual tax for that
cal endar year, the producer shall, before April 1 of
the following year, refund the excess to the royalty
owner. Unless otherwi se agreed between the producer
and the royalty owner, the anmount of the tax paid
under AS 43.55.011(e), (f), and (q) on taxable royalty
oil and gas for a calendar year, other than oil and
gas the ownership or right to which constitutes a
| andowner's royalty interest, is considered to be the
gross value at the point of production of the taxable
royalty oil and gas produced during the cal endar year
multiplied by a figure that is a quotient, in which
(1) the nunerator is the producer's total
tax liability under AS 43.55.011(e), (f), and (q) for
t he cal endar year of production; and
(2) the denominator is the total gross
value at the point of production of the oil and gas
t axabl e under AS 43.55.011(e), (f), and (q) produced
by the producer from all |eases and properties in the
state during the cal endar year."

Renunber the follow ng bill sections accordingly.
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Page 15, following line 2:
Insert a new bill section to read:
"* Sec. 25. AS 43.55.023(a), as anmended by sec. 24
of this Act, is anended to read:
(a) A producer or explorer nmay take a tax credit
for a qualified capital expenditure as follows:

(1) notwi thstanding that a qualified
capital expenditure my be a deductible |ease
expenditure for purposes of calculating the production
tax value of oil and gas under AS 43.55.160(a), unless
a credit for that expenditure is taken under
AS 38.05.180(i), AS 41.09. 010, AS 43. 20. 043, or
AS 43.55.025, a producer or explorer that incurs a
gualified capital expenditure may also elect to apply
a tax credit against a tax levied by AS 43.55.011(e)
in the anount of 20 percent of that expenditure;
however, not nore than half of the tax credit nay be
applied for a single cal endar year;

(2) a producer or explorer my take a
credit for a qualified capital expenditure incurred in
connection wth geol ogical or geophysical exploration
or in connection with an exploration well only if the
producer or explorer

(A agrees, in witing, to the applicable
provi sions of AS 43.55.025(f)(2); and

(B) submts to the Departnent of Natural

Resources all data that wuld be required to be
submitted under AS 43.55.025(f)(2) [;
(3) A CREDIT FOR A QUALIFIED CAPITAL

EXPENDI TURE |INCURRED TO EXPLORE FOR, DEVELOP, OR
PRODUCE OL OR GAS DEPCSITS LOCATED NORTH OF 68
DEGREES NORTH LATITUDE MAY BE TAKEN ONLY |IF THE
EXPENDI TURE | S | NCURRED BEFCRE JANUARY 1, 2014]."

Renunber the follow ng bill sections accordingly.

Page 15, following line 15;:

Insert a new bill section to read:

"* Sec. 27. AS 43.55.023(b), as anmended by sec. 26
of this Act, is anended to read:

(b) A [FOR LEASE EXPENDI TURES |NCURRED TO
EXPLORE FOR, DEVELOP, OR PRODUCE O L OR GAS DEPCSI TS
LOCATED SOQUTH OF 68 DEGREES NORTH LATI TUDE, Al
producer or explorer may elect to take a tax credit in
the anount of 25 percent of a carried-forward annua
| oss. [FOR LEASE EXPENDI TURES | NCURRED AFTER DECEMBER

HOUSE RES COW TTEE -112- April 3, 2013



31, 2013, TO EXPLORE FOR, DEVELOP, OR PRODUCE AL OR
GAS DEPCSITS LOCATED NORTH OF 68 DEGREES NORTH
LATI TUDE, A PRODUCER OR EXPLORER MAY ELECT TO TAKE A
TAX CREDIT IN THE AMOUNT OF 35 PERCENT OF A CARRI ED
FORWARD ANNUAL LOSS.] A credit under this subsection

may be appl i ed agai nst a t ax | evi ed by
AS 43.55.011(e). For purposes of this subsection, a
carried-forward annual loss is the amunt of a

producer's or explorer's adjusted |ease expenditures
under AS 43.55.165 and 43.55.170 for a previous
cal endar year that was not deductible in calculating
production tax values for that calendar year under
AS 43.55.160."

Renunber the followi ng bill sections accordingly.

Page 16, followng line 9:

Insert a new bill section to read:

"* Sec. 29. AS 43.55.023(d), as anended by sec. 28
of this Act, is repealed and reenacted to read:

(d) A person that is entitled to take a tax
credit under this section that w shes to transfer the
unused credit to another person or obtain a cash
paynment under AS 43.55.028 may apply to the departnent

for transferabl e t ax credit certificates. An
application under this subsection nust be in a form
prescribed by the departnent and  rmust i ncl ude

supporting information and docunentation that the
department reasonably requires. The departnent shal

grant or deny an application, or grant an application
as to a lesser anount than that clained and deny it as
to the excess, not later than 120 days after the
|atest of the follow ng: March 31 of the year
followwng the calendar year in which the qualified
capital expenditure or carried-forward annual |oss for
which the credit is clained was incurred; the date the
statenent required under AS 43.55.030(a) or (e) was
filed for the calendar year in which the qualified
capital expenditure or carried-forward annual |oss for
which the credit is clainmed was incurred; or the date
the application was received by the departnent. |If,
based on the information then available to it, the
department is reasonably satisfied that the applicant

is entitled to a credit, the departnent shall issue
t he appl i cant t wo transferabl e t ax credit
certificates, each for half of the anount of the
credit. The credit shown on one of the two
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certificates is available for imrediate wuse. The
credit shown on the second of the two certificates may
not be applied against a tax for a calendar year
earlier than the cal endar year follow ng the cal endar
year in which the certificate is issued, and the
certificate nust contain a conspicuous statenent to
t hat ef fect. A certificate issued under this
subsection does not expire.”

Renunber the followi ng bill sections accordingly.

Page 16, followi ng |Iine 25:

Insert a new bill section to read:

"* Sec. 31. AS 43.55.023(g), as anmended by sec. 30
of this Act, is anmended to read:

(9) The issuance of a transferable tax credit
certificate under (d) or (p) of this section or forner
(m of this section or the purchase of a certificate
under AS 43.55.028 does not I|limt the departnent's
ability to later audit a tax credit claimto which the
certificate relates or to adjust the claim if the
departnment determnes, as a result of the audit, that
the applicant was not entitled to the anpunt of the
credit for which the certificate was issued. The tax
l[iability of the applicant under AS 43.55.011(e) and
43.55.017 - 43.55.180 is increased by the anount of
the credit that exceeds that to which the applicant
was entitled, or the applicant's available wvalid
outstanding credits applicable against the tax |evied
by AS 43.55.011(e) are reduced by that anount. If the
applicant's tax liability is increased under this
subsecti on, t he i ncrease bears i nterest under
[ AS 43.05.225(a) BEFORE JANUARY 1, 2014, OR UNDER]
AS 43.05.225(b)(1) [ON AND AFTER JANUARY 1, 2014,]
from the date the transferable tax credit certificate
was issued. For purposes of this subsection, an
applicant that is an explorer is considered a producer
subject to the tax levied by AS 43.55.011(e)."

Renunber the followi ng bill sections accordingly.

Page 17, followng line 8:
| nsert new bill sections to read:
"* Sec. 33. AS 43.55.023(n), as anended by sec. 32
of this Act, is anended to read:

(n) For the purposes of (l) and (p) of this
section, a well I|ease expenditure incurred in the

HOUSE RES COW TTEE -114- April 3, 2013



state south of 68 degrees North latitude is a |ease
expenditure that is

(1) directly related to an exploration
well, a stratigraphic test well, a producing well, or
an injection well other than a disposal well, |ocated

in the state south of 68 degrees North latitude, if
the expenditure is a qualified capital expenditure and
an intangible drilling and devel opnent cost authorized
under 26 U.S.C. (Internal Revenue Code), as anended,
and 26 C.F.R 1.612-4, regardless of the elections
made under 26 U S.C. 263(c); in this paragraph, an

expenditure directly related to a well includes an
expenditure for well sidetracking, well deepening,
well conpletion or reconpletion, or well workover,
regardl ess of whether the well is or has been a
produci ng well; or

(2) an expense for seismc work conducted
within the boundaries of a production or exploration
unit.

* Sec. 34. AS 43.55.023 is anmended by adding a new
subsection to read:

(p) For a |ease expenditure incurred in the
state south of 68 degrees North latitude after
Decenber 31, 2018, that qualifies for tax credits
under (a) and (b) of this section, and for a well
| ease expenditure incurred in the state south of 68
degrees North latitude that qualifies for a tax credit

under (l) of this section, the departnment shall issue
transferable tax credit certificates to the person
entitled to the credit for the full anount of the

credit. The transferable tax credit certificates do
not expire."

Renunber the followi ng bill sections accordingly.

Page 21, following line 13:

Insert a new bill section to read:

"* Sec. 41. AS 43.55.028(e), as anended by sec. 40
of this Act, is anended to read:

(e) The departnent, on the witten application
of a person to whom a transferable tax credit
certificate has been issued under AS 43.55.023(d) or
(p) or former AS 43.55.023(m or to whom a production
tax credit certificate has been issued under
AS 43.55.025(f), nay use available noney in the oil
and gas tax credit fund to purchase, in whole or in
part, the certificate if the departnment finds that
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(1) the calendar year of the purchase is
not earlier than the first calendar year for which the
credit shown on the certificate would otherw se be
all onwed to be applied against a tax;

(2) the applicant does not have an
outstanding liability to the state for unpai d
del i nquent taxes under this title;

(3) the applicant's total tax liability
under AS 43.55.011(e), after application of al
avai lable tax credits, for the calendar year in which
the application is made is zero;

(4) t he applicant's aver age daily
producti on of oi | and gas t axabl e under
AS 43.55.011(e) during the cal endar year preceding the
cal endar year in which the application is made was not
nore than 50,000 BTU equi val ent barrels; and

(5) the purchase is consistent with this
section and regul ati ons adopted under this section."

Renunber the followi ng bill sections accordingly.

Page 21, following |ine 23:

Insert a new bill section to read:

"* Sec. 43. AS 43.55.028(g), as anended by sec. 42
of this Act, is anmended to read:

(9) The departnment nmay adopt regulations to
carry out the purposes of this section, including
standards and procedures to allocate avail able noney
anong applications for purchases under this chapter
and clainms for refunds and paynments under AS 43.20.046
or 43.20.047 when the total amount of the applications
for purchase and clains for refund exceed the anount
of available noney in the fund. The regulations
adopted by the departnent nmay not, when allocating
available money in the fund wunder this section,
di stinguish an application for the purchase of a
credit certificate 1issued under AS 43.55.023(p) or
former AS 43.55.023(nm), or a claim for a refund or
paynment under AS 43.20.046 or 43.20.047."

Renunber the followi ng bill sections accordingly.

Page 22, following line 5:
I nsert a new bill section to read:
"* Sec. 45. AS 43.55.030(e), as anmended by sec. 44
of this Act, is anended to read:
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(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 wwth the departnent, on March 31 of the follow ng
year, a statenment, under oath, in a form prescribed by

the departnent, gi vi ng, with other i nformation
required, the follow ng:

(1) t he [EXPLORER S COR] producer's
qual ified capi tal expendi t ur es, as defi ned in
AS 43. 55. 023, ot her | ease expendi t ures under

AS 43.55.165, and adjustnents or other paynents or
credits under AS 43.55.170; and

(2) if the explorer or producer receives a
paynment 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.”

Renunber the followi ng bill sections accordingly.

Page 24, followi ng line 10:
Insert a new bill section to read:
"* Sec. 47. AS 43.55.160(a), as anended by sec. 46
of this Act, is repealed and reenacted to read:
(a) Except as provided in (b) of this section
for the purposes of
(D) AS 43.55.011(e), the annual production
tax value of the taxable oil, gas, or oil and gas
subject to this paragraph produced during a cal endar
year is the gross value at the point of production of

the oil, gas, or oi | and gas taxable under
AS 43.55.011(e), | ess t he producer's | ease
expenditures under AS 43.55.165 for the cal endar year
applicable to the oil, gas, or oil and gas, as

applicable, produced by the producer from |eases or
properties, as adjusted wunder AS 43.55.170; this
paragraph applies to

(A oil and gas produced from |eases or
properties in the state that include land north of 68
degrees North |atitude, other than gas produced before
2022 and used in the state;

(B) oil and gas produced from |eases or
properties in the state outside the Cook Inlet
sedi nentary basin, no part of which is north of 68
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degrees North latitude; this subparagraph does not
apply to

(i) gas produced before 2022 and used in
the state; or

(i) oi | and gas subj ect to
AS 43.55.011(p);

(O oi | produced before 2022 from a |ease
or property in the Cook Inlet sedinentary basin;

(D) gas produced before 2022 from a |ease
or property in the Cook Inlet sedinentary basin;

(E) gas produced before 2022 from a |ease
or property in the state outside the Cook Inlet
sedi nrentary basin and used in the state;

(F) oil and gas subject to AS 43.55.011(p)
produced from | eases or properties in the state;

(G oil and gas produced from a |ease or
property no part of which is north of 68 degrees North
| atitude, other than oil or gas described in (B), (O,
(D, (E), or (F) of this paragraph

(2) AS 43.55.011(q), the nonthly production
tax value of the taxable

(A oil and gas produced during a nonth
from leases or properties in the state that include
land north of 68 degrees North latitude is the gross
value at the point of production of the oil and gas
taxabl e under AS 43.55.011(e) and produced by the
producer from those |eases or properties, less 1/12 of
the producer's |ease expenditures under AS 43.55.165
for the calendar year applicable to the oil and gas
produced by the producer from those |eases or
properties, as adjusted under AS 43.55.170; this
subparagraph does not apply to gas subject to
AS 43.55.011(0);

(B) oil and gas produced during a nonth
from |l eases or properties in the state outside the
Cook Inlet sedinentary basin, no part of which is
north of 68 degrees North latitude, is the gross val ue
at the point of production of the oil and gas taxable
under AS 43.55.011(e) and produced by the producer

from those |eases or properties, less 1/12 of the
producer's |ease expenditures under AS 43.55.165 for
the calendar vyear applicable to the oil and gas

produced by the producer from those |eases or
properties, as adjusted wunder AS 43.55.170; this
subparagraph does not apply to gas subject to
AS 43.55.011(0);
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(O oil produced during a nonth from a
| ease or property in the Cook Inlet sedinentary basin
is the gross value at the point of production of the
oil taxable under AS 43.55.011(e) and produced by the
producer from that |ease or property, less 1/12 of the
producer's |ease expenditures under AS 43.55.165 for
the calendar year applicable to the oil produced by
the producer from that |ease or property, as adjusted
under AS 43.55.170;

(D) gas produced during a nonth from a
| ease or property in the Cook Inlet sedinentary basin
is the gross value at the point of production of the
gas taxable under AS 43.55.011(e) and produced by the
producer fromthat |ease or property, less 1/12 of the
producer's |ease expenditures under AS 43.55.165 for
the calendar year applicable to the gas produced by
the producer from that |ease or property, as adjusted
under AS 43.55.170;

(E) gas produced during a nonth from a
| ease or property outside the Cook Inlet sedinentary
basin and used in the state is the gross value at the
point of production of that gas taxable under
AS 43.55.011(e) and produced by the producer fromthat
| ease or property, less 1/12 of the producer's |ease
expendi tures under AS 43.55.165 for the cal endar year
applicable to that gas produced by the producer from
t hat | ease or property, as adj ust ed under
AS 43.55.170."

Renunber the follow ng bill sections accordingly.

Page 25, followi ng Iine 20:
I nsert a new subsection to read:

"(h) Notwithstanding any contrary provision of
AS 43.55.150, for purposes of calculating a nonthly
production tax value under (a)(2) of this section, the
gross value at the point of production of the oil and
gas is calculated under regulations adopted by the
departnment that provide for using an appropriate
nont hl y share of t he producer's costs of
transportation for the cal endar year."

Page 29, following line 2:

I nsert a new bill section to read:

"x Sec. 55. AS 43.55.020(1), 43.55.024(i),
43.55.024(j), 43.55. 160(f), and 43.55.160(9) are
repeal ed. "
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Page 29, line 5:

Del et e "Section 13 of this Act and
AS 43.55.160(a)(1)(E), as anmended by sec. 31"
| nsert "Section 15 of this Act

AS 43.55.160(a)(1)(E), as anended by sec. 46 of this
Act, and AS 43.55.160(f) and (g) as enacted by sec.
48"

Page 29, line 7:
Del ete "Sections 18 and 20 - 23"
| nsert "Sections 24, 28, 30, 32, and 35"
Del ete "sec. 18"
| nsert "sec. 24"

Page 29, line 9:
Del ete "Section 19"
| nsert "Section 26"

Page 29, followi ng line 10:
| nsert a new subsection to read:
"(d) AS 43.55.160(h), enacted by sec. 48 of this

Act, applies to the transportation of oil and gas
produced on and after the effective date of sec. 13 of
this Act."

Page 29, |ine 20:
Del ete "sec. 36"
| nsert "sec. 52"

Page 29, |ine 24:
Del ete "Sections 13, 20 - 23, 28, and 37"
| nsert "Sections 15, 28, 30, 32, and 53"

Page 29, following Iine 26:
Insert new bill sections to read:

"* Sec. 60. The wuncodified law of the State of
Al aska i s anended by adding a new section to read:

CONDI TI ONAL EFFECT. Sections 3, 13, 16, 17, 19,

21, 25, 27, 29, 31, 33, 34, 41, 43, 45, 47, and 55 of
this Act, and AS 43.55.160(h) in sec. 48 of this Act
take effect only if the volunme of oil production for
the cal endar year 2017 does not exceed the volunme of
oil produced for the 2012 cal endar year by nore than
10 percent. The comm ssioner of natural resources
shall notify the I|ieutenant governor and the revisor
of statutes before January 1, 2018, or as soon as
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practicable thereafter, i f the volune of oi
production for the calendar year 2017 is greater than
the volume of oil produced during the 2012 cal endar
year .

* Sec. 61. If secs. 3, 13, 16, 17, 19, 21, 25, 27,
29, 31, 33, 34, 41, 43, 45, 47, and 55 of this Act,
and AS 43.55.160(h) in sec. 48 of this Act take effect
under sec. 59 of this Act, they take effect January 1,
2018."

Amendment 16, | abel ed 28-GS1647\ K. 16, Bul |l ock, 4/3/13:

Page 1, line 4:
Delete "rate"
| nsert "rates"

Page 6, following line 9:

Insert a new bill section to read:

"*  Sec. 11. AS 43.55.011(f) is repealed and
reenacted to read:

(1) Except for oil and gas subject to (i) of
this section and gas subject to (o) of this section,
the provisions of this subsection apply to oil and gas
produced after Decenber 31, 2013, from each |ease or
property within a unit or nonunitized reservoir that
has cunul atively produced 1,000,000,000 BTU equi val ent
barrels of oil or gas by the close of the nbst recent
cal endar year and from which the average daily oil and
gas production from the unit or nonunitized reservoir
during the nost recent cal endar year exceeded 100, 000
BTU equivalent barrels. Notw thstanding any contrary
provision of law, a producer may not apply tax credits
to reduce its total tax liability under (e) of this
section for oil and gas produced from all |eases or
properties within the unit or nonunitized reservoir
bel ow 10 percent of the total gross value at the point
of production of that oil and gas. If the amount of
tax calculated by multiplying the tax rates in (e) of
this section by the total production tax value of the
oil and gas taxable under (e) of this section produced
fromall of the producer's |eases or properties within
the wunit or nonunitized reservoir is less than 10
percent of the total gross value at the point of
production of that oil and gas, the tax levied by (e)
of this section for that oil and gas is equal to 10
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percent of the total gross value at the point of
production of that oil and gas.”
Renunber the followi ng bill sections accordingly.
Page 10, lines 27 - 31:
Delete all material and insert:

"(i1) 10 percent the gross value at the
poi nt of production of the oil and gas produced from
the |eases or properties during the nmonth for which
the install nent paynent is cal cul ated; or"

Page 11, l|ine 8:
Delete "a 20 percent”
| nsert "an"
Page 29, line 5:
Del ete "Section 13"
| nsert "Section 14"
Page 29, line 6:
Del ete "sec. 31"
| nsert "sec. 32"
Page 29, line 7:
Del ete "Sections 18 and 20 - 23"
I nsert "Sections 19 and 21 - 24"
Del ete "sec. 18"
| nsert "sec. 19"
Page 29, line 9:
Del ete "Section 19"
| nsert "Section 20"
Page 29, |ine 20:
Del ete "sec. 36"
| nsert "sec. 37"
Page 29, |ine 24:
Del ete "Sections 13, 20 - 23, 28, and 37"
| nsert "Sections 14, 21 - 24, 29, and 38"
Page 29, |ine 25:
Del ete "sec. 18"
| nsert "sec. 19"
Del ete "sec. 31"
| nsert "sec. 32"
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Anmendment 18, | abel ed 28-GS1647\ K. 29, Naunman/ Bul | ock, 4/2/13:

Page 1, line 11, follow ng "properties;"

| nsert "al | owi ng t he Al aska | ndustri al
Devel opnment and Export Authority to issue bonds for an
oil processing facility; creating a fund to finance
construction or i mpr ovenent of an oil or gas
processing facility"

Page 28, followi ng Iine 29:
Insert new bill sections to read:
"* Sec. 37. AS 44.88.140(a) is anended to read:

(a) Except as provided in AS 29.45.030(a)(1) and
AS 44.88.168, the real and personal property of the
authority and its assets, incone, and receipts are
declared to be the property of a political subdivision
of the state and, together wth any project or
devel opnment project financed under AS 44.88.155 -
44.88.159 or 44.88.172 - 44.88.177, and a |easehold
interest created in a project or devel opnent project
financed under AS 44.88.155 - 44.88.159 or 44.88.172 -
44.88. 177, devoted to an essential public and
governnmental function and purpose, and the property,
asset s, i ncone, receipts, proj ect, devel opnent
project, and |easehold interests shall be exenpt from
all taxes and special assessnents of the state or a
political subdivision of the state, including, wthout
[imtation, al | bor oughs, cities, muni ci palities,
school districts, public utility districts, and other
taxing units. Al bonds of the authority are declared
to be issued by a political subdivision of the state
and for an essential public and governnental purpose
and to be a public instrunentality, and the bonds, and
the interest on them the income from them and the
transfer of the bonds, and all assets, incone, and
recei pts pledged to pay or secure the paynents of the
bonds, or interest on them shall at all tinmes be
exenpt from taxation by or under the authority of the
state, except for inheritance and estate taxes and
taxes on transfers by or in contenplation of death.
Nothing in this section affects or linmts an exenption
from license fees, property taxes, or excise, incone,
or any other taxes, provided under any other |aw, nor
does it create a tax exenption with respect to the
interest of any business enterprise or other person
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other than the authority, in any property, assets,
i ncome, receipts, project, developnment project, or
| ease whether or not financed under this chapter. By
January 10 of each year, the authority shall submt to
t he governor a report describing the nature and extent
of the tax exenption of the property, assets, incone,
recei pts, project, developnent project, and |easehold
interests of the authority under this section. The
authority shall notify the legislature that the report
is avail abl e.
* Sec. 38. AS 44.88 is anended by adding a new

section to read:

Sec. 44.88.168. Ol and gas infrastructure fund.
(a) The oil and gas infrastructure fund is established
in the authority. The oil and gas infrastructure fund
consists of noney appropriated to the authority for
deposit in the fund, and noney deposited in the fund
by the authority. The fund is not an account in the
revolving loan fund established in AS 44.88.060, and
the authority shall account for the fund separately
fromthe revolving fund. Mney in the fund may be used
to finance the construction and inprovenment of an oil
or gas processing facility on the North Slope and flow
lines and other surface infrastructure for the
facility.

(b) Notw thstandi ng AS 44.88.140, the state or a
political subdivision of the state nmay levy a tax or

special assessment on an oil or gas processing
facility, flow lines, and other surface infrastructure
for the facility financed by the oil and gas
infrastructure fund.

(c) In this section, "North Slope" neans that
area of the state lying north of 68 degrees North
[ atitude."

Renunber the follow ng bill sections accordingly.

Page 29, following line 21:
Insert a new bill section to read:

"* Sec. 44. The uncodified law of the State of
Al aska i s anended by adding a new section to read:

LEA SLATI VE APPROVAL; NORTH SLOPE OL OR GAS
PROCESSI NG  FACI LI TY. (a) The Alaska Industrial
Devel opnent and Export Authority may issue bonds to
finance the construction and inprovenent of an oil or
gas processing facility on the Alaska North Slope and
flow lines and other surface infrastructure for the
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facility. The processing facility, flow lines, and
ot her surface infrastructure for the facility shall be
used to secure bonds issued under this section. The
pri nci pal anount of the bonds provided by the
authority for the facility, flow lines, and other
surface infrastructure nmay not exceed $200, 000, 000 and
may include the costs of funding reserves and other
costs of issuing the bonds that the authority
consi ders reasonable and appropriate. Notw thstanding
AS 44.88.140, an oil or gas processing facility, flow
lines, and other surface infrastructure for the
facility constructed or financed by the oil and gas
infrastructure fund are subject to taxes and special
assessnments of the state or a political subdivision of
t he state.

(b) This section constitutes the legislative
approval required by AS 44.88.095(g) and 44. 88. 690.

(c) The prohibition on the issuance of bonds in
an anount exceeding $400,000,000 under AS 44.88.095
does not apply to bonds issued under this section, and
the principal anmount of bonds issued wunder this
section may not be considered in determ ning whether
the limt in AS 44.88.095 has been reached.”

Renunmber the follow ng bill section accordingly.
Page 29, |ine 24:

Del ete "37"
| nsert " 39"

Anendment 25, | abel ed 28-GS1647\ K. 1, Nauman/ Bul | ock, 4/3/13:

Page 1, line 4:
Delete "rate"
| nsert "rates"

Page 1, line 12:

Del ete the second occurrence of "and"
Page 1, line 12, follow ng "amendnents":
Insert "; and providing for an effective date"

Page 2, followng line 13:
I nsert a new bill section to read:

"* Sec. 3. AS 29. 60.850(b), as anended by sec. 2
of this Act, is anended to read:
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(b) Each fiscal year, the legislature my
appropriate to the comunity revenue sharing fund an
anount equal to 20 percent of the noney received by
the state during the previous calendar year under
AS 43.55.011(g) [AS 43.20.030(c)]. The anmount may not

exceed

(1) $60, 000, 000; or

(2) the anount that, when added to the fund
bal ance on June 30 of the previous fiscal year, equals
$180, 000, 000. "

Renunber the followi ng bill sections accordingly.

Page 6, following line 9:

Insert a new bill section to read:

"* Sec. 13. AS 43.55.011(e), as anended by sec. 12
of this Act, is repealed and reenacted to read:

(e) There is levied on the producer of oil or
gas a tax for all oil and gas produced each cal endar
year from each |ease or property in the state, |ess
any oil and gas the ownership or right to which is
exenpt from taxation or constitutes a |andowner's
royalty interest. Except as otherw se provided under
(f), (j), (k), (o), and (p) of this section, the tax
is equal to the sum of

(1) the annual production tax value of the

t axabl e oi | and gas as cal cul at ed under
AS 43.55.160(a)(1) multiplied by 25 percent; and
(2) the sum over all nonths of the

cal endar year, of the tax anpunts determ ned under (Q)
of this section.”

Renunber the follow ng bill sections accordingly.

Page 7, following line 1:
Insert new bill sections to read:

"* Sec. 16. AS 43.55.011(0), as anended by sec. 15
of this Act, is anmended to read:

(o) Not wi t hstanding other provisions of this
section, for a calendar year before 2022, the tax
| evied under (e) of this section for each 1,000 cubic
feet of gas for gas produced from a |ease or property
outside the Cook Inlet sedinentary basin and used in
the state [, OTHER THAN GAS SUBJECT TO (p) OF TH'S
SECTION,] may not exceed the amount of tax for each
1,000 cubic feet of gas that is determ ned under
(j)(2) of this section.
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* Sec. 17. AS 43.55.011 is anmended by adding a new
subsection to read:

(9) For each nonth of the calendar year for
which the producer's average nonthly production tax
val ue under AS 43.55.160(a)(2) of a BTU equivalent
barrel of the taxable oil and gas is nore than $30
the amount of tax for purposes of (e)(2) of this
section is determined by multiplying the nonthly
production tax value of the taxable oil and gas
produced during the nonth by the tax rate calcul ated
as foll ows:

(1) if the producer's average nonthly
production tax value of a BTU equivalent barrel of the
taxable oil and gas for the nonth is not nore than
$92.50, the tax rate is 0.4 percent nultiplied by the
nunber that represents the difference between that
average nonthly production tax value of a BTU
equi val ent barrel and $30; or

(2) if the producer's average nonthly
production tax value of a BTU equivalent barrel of the
taxable oil and gas for the nonth is nore than $92. 50,
the tax rate is the sum of 25 percent and the product
of 0.1 percent nmultiplied by the nunber that
represents the difference between the average nonthly
production tax value of a BTU equivalent barrel and
$92.50, except that the sum determned under this
par agraph may not exceed 50 percent.”

Renunber the followi ng bill sections accordingly.

Page 12, following line 12:

Insert a new bill section to read:

"* Sec. 19. AS 43.55.020(a), as anended by sec. 18
of this Act, is repealed and reenacted to read:

(a) For a cal endar year, a producer subject to
tax under AS 43.55.011(e), (f), (h), (i), (p), or (Qq)
shall pay the tax as foll ows:

(1) an installnment paynent of the estinmated
tax levied by AS 43.55.011(e), net of any tax credits
applied as allowed by law, is due for each nonth of
the calendar year on the last day of the follow ng
nmont h; except as otherw se provided under (2) of this
subsection, the amount of the installnment paynment is
the sum of the follow ng anbunts, less 1/12 of the tax
credits that are allowed by law to be applied against
the tax levied by AS 43.55.011(e) for the cal endar
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year, but the amount of the installnment paynent nmay
not be | ess than zero:

(A) for oil and gas produced from | eases or
properties in the state outside the Cook Inlet
sedi nentary basin but not subject to AS 43.55.011(0)
or (p), other than |eases or properties subject to
AS 43.55.011(f), the greater of

(i) zero; or

(1i) the sumof 25 percent and the tax rate
calculated for the nmonth under AS 43.55.011(q)
multiplied by the renmainder obtained by subtracting
1/ 12 of the producer's adjusted |ease expenditures for
t he cal endar year of production under AS 43.55.165 and
43.55.170 that are deductible for the |eases or
properties under AS 43.55.160 from the gross value at
the point of production of the oil and gas produced
from the |eases or properties during the nonth for
whi ch the installnent paynment is cal cul ated;

(B) for oil and gas produced from | eases or
properties subject to AS 43.55.011(f), the greatest of

(1) zero

(i) zero percent, one percent, t wo
percent, three percent, or four percent, as
applicable, of +the gross value at the point of
production of the oil and gas produced from all | eases

or properties during the nmonth for which the
i nstal |l ment paynent is cal cul ated; or

(rit) the sum of 25 percent and the tax
rate calculated for the nonth under AS 43.55.011(q)
multiplied by the renmainder obtained by subtracting
1/ 12 of the producer's adjusted | ease expenditures for
t he cal endar year of production under AS 43.55.165 and
43.55.170 that are deductible for those |eases or
properties under AS 43.55.160 from the gross value at
the point of production of the oil and gas produced
from those |eases or properties during the nonth for
whi ch the installnent paynment is cal cul ated;

(O for oil and gas produced from each
| ease or property subject to AS 43.55.011(j), (k),
(o), or (p), the greater of

(1) zero; or

(1i) the sumof 25 percent and the tax rate
calculated for the nmonth under AS 43.55.011(q)
multiplied by the remainder obtained by subtracting
1/12 of the producer's adjusted | ease expenditures for
t he cal endar year of production under AS 43.55.165 and
43.55.170 that are deductible under AS 43.55.160 for
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oil or gas, respectively, produced from the |ease or
property from the gross value at the point of
production of the oil or gas, respectively, produced
from the | ease or property during the nmonth for which
the install ment paynent is cal cul at ed;

(2) an anount calculated under (1)(C of
this subsection for oil or gas produced from a |ease
or property

(A) subject to AS 43.55.011(j), (k), or (o)
may not exceed the product obtained by carrying out
the calculation set out in AS 43.55.011(j)(1) or (2)
or 43.55.011(0), as applicable, for gas or set out in
AS 43.55.011(k)(1) or (2), as applicable, for oil, but
substituting in AS 43.55.011(j)(1)(A or (2)(A or
43.55.011(0), as applicable, the anpbunt of taxable gas
produced during the nonth for the anount of taxable
gas produced during the calendar year and substituting
in AS 43.55.011(k)(1)(A) or (2)(A), as applicable, the
amount of taxable oil produced during the nonth for
the anobunt of taxable oil produced during the cal endar
year;

(B) subject to AS 43.55.011(p) nmay not
exceed four percent of the gross value at the point of
production of the oil or gas;

(3) an installnment paynent of the estinmated
tax levied by AS 43.55.011(i) for each Ilease or
property is due for each nonth of the cal endar year on
the last day of the follow ng nonth; the anount of the
i nstal |l ment paynent is the sum of

(A the applicable tax rate for ol
provided wunder AS 43.55.011(i), multiplied by the
gross value at the point of production of the oil
taxabl e under AS 43.55.011(i) and produced from the
| ease or property during the nonth; and

(B) the applicable tax rate for gas
provi ded under AS 43.55.011(i), multiplied by the
gross value at the point of production of the gas
taxabl e under AS 43.55.011(i) and produced from the
| ease or property during the nonth;

(4) any  anount of t ax l evied by
AS 43.55.011(e) or (i), net of any credits applied as
allowed by law, that exceeds the total of the anpunts
due as installment paynments of estinmated tax is due on
March 31 of the year following the calendar year of
production. "

Renunber the follow ng bill sections accordingly.
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Page 12, following line 31:
Insert a new bill section to read:
"* Sec. 21. AS 43.55.020(d), as anended by sec. 20
of this Act, is repealed and reenacted to read:
(d) In making settlenent with the royalty owner
for oil and gas that is taxable under AS 43.55.011,
t he producer may deduct the anobunt of the tax paid on
taxable royalty oil and gas, or may deduct taxable
royalty oil or gas equivalent in value at the time the
tax becones due to the ampbunt of the tax paid. If the
total deductions of installnent paynents of estimted
tax for a cal endar year exceed the actual tax for that
cal endar year, the producer shall, before April 1 of
the following year, refund the excess to the royalty
owner. Unless otherwi se agreed between the producer
and the royalty owner, the anmount of the tax paid
under AS 43.55.011(e), (f), and (q) on taxable royalty
oil and gas for a calendar year, other than oil and
gas the ownership or right to which constitutes a
| andowner's royalty interest, is considered to be the
gross value at the point of production of the taxable
royalty oil and gas produced during the cal endar year
multiplied by a figure that is a quotient, in which
(1) the nunerator is the producer's tota
tax liability under AS 43.55.011(e), (f), and (qg) for
t he cal endar year of production; and
(2) the denomnator is the total gross
value at the point of production of the oil and gas
taxabl e under AS 43.55.011(e), (f), and (q) produced
by the producer from all |eases and properties in the
state during the cal endar year."

Renunber the followi ng bill sections accordingly.

Page 15, following line 2:
Insert a new bill section to read:
"* Sec. 25. AS 43.55.023(a), as anended by sec. 24
of this Act, is anmended to read:
(a) A producer or explorer may take a tax credit
for a qualified capital expenditure as follows:

(1) notw t hstanding that a qualified
capi tal expenditure my be a deductible |ease
expendi ture for purposes of calculating the production
tax value of oil and gas under AS 43.55.160(a), unless
a credit for that expenditure is taken under
AS 38.05.180(i), AS 41.09. 010, AS 43. 20. 043, or
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AS 43.55.025, a producer or explorer that incurs a
qualified capital expenditure may also elect to apply
a tax credit against a tax levied by AS 43.55.011(e)
in the anount of 20 percent of that expenditure;
however, not nore than half of the tax credit nay be
applied for a single cal endar year;

(2) a producer or explorer my take a
credit for a qualified capital expenditure incurred in
connection with geological or geophysical exploration
or in connection with an exploration well only if the
producer or explorer

(A agrees, in witing, to the applicable
provi sions of AS 43.55.025(f)(2); and

(B) submts to the Departnment of Natural

Resources all data that would be required to be
subm tted under AS 43.55.025(f)(2) [;
(3) A CREDT FOR A QUALIFIED CAPITAL

EXPENDI TURE I NCURRED TO EXPLORE FOR, DEVELOP, OR
PRODUCE AL OR GAS DEPOSITS LOCATED NORTH OF 68
DEGREES NORTH LATITUDE MAY BE TAKEN ONLY |IF THE
EXPENDI TURE | S | NCURRED BEFORE JANUARY 1, 2014]."

Renunber the followi ng bill sections accordingly.

Page 15, followi ng |ine 15:

Insert a new bill section to read:

"* Sec. 27. AS 43.55.023(b), as anmended by sec. 26
of this Act, is anended to read:

(b) A [FOR LEASE EXPENDI TURES |INCURRED TO
EXPLORE FOR, DEVELOP, OR PRODUCE AL OR GAS DEPCSITS
LOCATED SOQUTH OF 68 DEGREES NORTH LATI TUDE, Al
producer or explorer may elect to take a tax credit in
the anmpbunt of 25 percent of a carried-forward annua
| oss. [FOR LEASE EXPENDI TURES | NCURRED AFTER DECEMBER
31, 2013, TO EXPLORE FOR, DEVELOP, OR PRODUCE O L OR
GAS DEPOSITS LOCATED NORTH OF 68 DEGREES NORTH
LATI TUDE, A PRODUCER OR EXPLORER NAY ELECT TO TAKE A
TAX CREDIT IN THE AMOUNT OF 35 PERCENT OF A CARRI ED
FORWARD ANNUAL LOSS.] A credit under this subsection

may be appl i ed agai nst a t ax | evi ed by
AS 43.55.011(e). For purposes of this subsection, a
carried-forward annual loss is the amunt of a

producer's or explorer's adjusted |ease expenditures
under AS 43.55.165 and 43.55.170 for a previous
cal endar year that was not deductible in calculating
production tax values for that calendar year under
AS 43.55.160."
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Renunber the followi ng bill sections accordingly.

Page 16, following line 9:

Insert a new bill section to read:

"* Sec. 29. AS 43.55.023(d), as anmended by sec. 28
of this Act, is repealed and reenacted to read:

(d) A person that is entitled to take a tax
credit under this section that w shes to transfer the
unused credit to another person or obtain a cash
paynment under AS 43.55.028 may apply to the departnent

for transferable t ax credit certificates. An
application under this subsection nust be in a form
prescribed by the departnent and  nust i ncl ude

supporting information and docunentation that the
departnment reasonably requires. The departnent shal

grant or deny an application, or grant an application
as to a lesser anmount than that clained and deny it as
to the excess, not later than 120 days after the
|atest of the follow ng: March 31 of the year
followwng the calendar year in which the qualified
capital expenditure or carried-forward annual |oss for
which the credit is clained was incurred; the date the
statenent required under AS 43.55.030(a) or (e) was
filed for the calendar year in which the qualified
capital expenditure or carried-forward annual |oss for
which the credit is clainmed was incurred; or the date
the application was received by the departnent. |If,
based on the information then available to it, the
departnent is reasonably satisfied that the applicant

is entitled to a credit, the departnment shall issue
t he appl i cant t wo transferabl e t ax credit
certificates, each for half of the anount of the
credit. The credit shown on one of the two

certificates is available for imediate use. The
credit shown on the second of the two certificates may
not be applied against a tax for a calendar vyear
earlier than the cal endar year follow ng the cal endar
year in which the certificate is issued, and the
certificate must contain a conspicuous statenent to
t hat effect. A certificate issued under this
subsection does not expire."

Renunber the follow ng bill sections accordingly.

Page 16, followi ng |Iine 25;:
Insert a new bill section to read:
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"* Sec. 31. AS 43.55.023(g), as anended by sec. 30
of this Act, is anended to read:
(9) The issuance of a transferable tax credit

certificate under (d) or (p) of this section or fornmer
(m of this section or the purchase of a certificate
under AS 43.55.028 does not I|imt the departnent's

ability to later audit a tax credit claimto which the
certificate relates or to adjust the claim if the
departnent determnes, as a result of the audit, that
the applicant was not entitled to the anpbunt of the
credit for which the certificate was issued. The tax
liability of the applicant under AS 43.55.011(e) and
43.55.017 - 43.55.180 is increased by the anount of
the credit that exceeds that to which the applicant
was entitled, or the applicant's available wvalid
outstanding credits applicable against the tax I|evied
by AS 43.55.011(e) are reduced by that anount. If the
applicant's tax Iliability 1is increased under this
subsecti on, t he i ncrease bears i nterest under
[ AS 43.05.225(a) BEFORE JANUARY 1, 2014, OR UNDER|
AS 43.05.225(b) (1) [ON AND AFTER JANUARY 1, 2014,]
from the date the transferable tax credit certificate
was issued. For purposes of this subsection, an
applicant that is an explorer is considered a producer
subject to the tax levied by AS 43.55.011(e)."

Renunber the followi ng bill sections accordingly.

Page 17, followi ng line 8:
Insert new bill sections to read:
"* Sec. 33. AS 43.55.023(n), as anended by sec. 32
of this Act, is anended to read:

(n) For the purposes of (l) and (p) of this
section, a well |ease expenditure incurred in the

state south of 68 degrees North latitude is a |ease
expenditure that is

(1) directly related to an exploration
well, a stratigraphic test well, a producing well, or
an injection well other than a disposal well, |ocated

in the state south of 68 degrees North latitude, if
the expenditure is a qualified capital expenditure and
an intangible drilling and devel opnent cost authorized
under 26 U.S.C. (Internal Revenue Code), as anended,
and 26 C.F.R 1.612-4, regardless of the elections
made under 26 U . S.C. 263(c); in this paragraph, an
expenditure directly related to a well includes an
expenditure for well sidetracking, well deepening,
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well conpletion or reconpletion, or well workover,
regardl ess of whether the well is or has been a
produci ng wel I ; or
(2) an expense for seismc work conducted
within the boundaries of a production or exploration
unit.
* Sec. 34. AS 43.55.023 is anended by adding a new
subsection to read:

(p) For a |ease expenditure incurred in the
state south of 68 degrees North latitude after
Decenber 31, 2018, that qualifies for tax credits
under (a) and (b) of this section, and for a well
| ease expenditure incurred in the state south of 68
degrees North latitude that qualifies for a tax credit

under (1) of this section, the department shall issue
transferable tax credit certificates to the person
entitled to the credit for the full anount of the

credit. The transferable tax credit certificates do
not expire."

Renunber the followi ng bill sections accordingly.

Page 21, following line 13:

Insert a new bill section to read:

"* Sec. 41. AS 43.55.028(e), as anended by sec. 40
of this Act, is anmended to read:

(e) The departnent, on the witten application
of a person to whom a transferable tax credit
certificate has been issued under AS 43.55.023(d) or
(p) or former AS 43.55.023(m or to whom a production
tax credit certificate has been issued under
AS 43.55.025(f), may use available noney in the oil
and gas tax credit fund to purchase, in whole or in
part, the certificate if the departnent finds that

(1) the calendar year of the purchase is
not earlier than the first cal endar year for which the
credit shown on the certificate would otherw se be
allowed to be applied against a tax;

(2) the applicant does not have an
outstanding liability to the state for unpai d
del i nquent taxes under this title;

(3) the applicant's total tax liability
under AS 43.55.011(e), after application of al
avai l able tax credits, for the calendar year in which
the application is nmade is zero;

(4) t he applicant's aver age daily
producti on of oi | and gas t axabl e under
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AS 43.55.011(e) during the cal endar year preceding the
cal endar year in which the application is made was not
nmore than 50,000 BTU equival ent barrels; and

(5) the purchase is consistent with this
section and regul ati ons adopted under this section.”

Renunber the followi ng bill sections accordingly.

Page 21, followi ng line 23:

Insert a new bill section to read:

"* Sec. 43. AS 43.55.028(g), as anended by sec. 42
of this Act, is anmended to read:

(9) The departnment nmay adopt regulations to
carry out the purposes of this section, including
standards and procedures to allocate avail able noney
anong applications for purchases under this chapter
and clainms for refunds and paynents under AS 43.20. 046
or 43.20.047 when the total amount of the applications
for purchase and clains for refund exceed the anount
of available noney in the fund. The regulations
adopted by the departnent may not, when allocating
available noney in the fund wunder this section,
distinguish an application for the purchase of a
credit certificate issued under AS 43.55.023(p) or
former AS 43.55.023(nm), or a claim for a refund or
paynment under AS 43.20.046 or 43.20.047."

Renunber the followi ng bill sections accordingly.

Page 22, following line 5:

Insert a new bill section to read:

"* Sec. 45. AS 43.55.030(e), as anended by sec. 44
of this Act, 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 wwth the departnent, 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, the foll ow ng:

(1) t he [EXPLORER S CR] producer's
qual ified capi tal expendi t ur es, as defi ned in
AS 43.55. 023, ot her | ease expendi tures under

AS 43.55.165, and adjustnents or other paynents 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.”

Renunber the followi ng bill sections accordingly.

Page 24, followi ng line 10:
Insert a new bill section to read:
"* Sec. 47. AS 43.55.160(a), as anended by sec. 46
of this Act, is repealed and reenacted to read:
(a) Except as provided in (b) of this section
for the purposes of
(1) AS 43.55.011(e), the annual production
tax value of the taxable oil, gas, or oil and gas
subject to this paragraph produced during a cal endar
year is the gross value at the point of production of

the oil, gas, or oi | and gas taxable under
AS 43.55.011(e), | ess t he producer's | ease
expenditures under AS 43.55.165 for the cal endar year
applicable to the oil, gas, or oil and gas, as

applicable, produced by the producer from |eases or
properties, as adjusted wunder AS 43.55.170; this
par agr aph applies to

(A oil and gas produced from |eases or
properties in the state that include land north of 68
degrees North |atitude, other than gas produced before
2022 and used in the state;

(B) oil and gas produced from |eases or
properties in the state outside the Cook Inlet
sedi nentary basin, no part of which is north of 68
degrees North latitude; this subparagraph does not
apply to

(1) gas produced before 2022 and used in
the state; or

(i) oi | and gas subj ect to
AS 43.55.011(p);

(O oi | produced before 2022 from a |ease
or property in the Cook Inlet sedinentary basin;

(D) gas produced before 2022 from a |ease
or property in the Cook Inlet sedinentary basin;

(E) gas produced before 2022 from a |ease
or property in the state outside the Cook Inlet
sedi nentary basin and used in the state;

(F) oil and gas subject to AS 43.55.011(p)
produced from | eases or properties in the state;
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(G oil and gas produced from a |ease or
property no part of which is north of 68 degrees North
| atitude, other than oil or gas described in (B), (O,
(D), (E), or (F) of this paragraph;

(2) AS 43.55.011(q), the nonthly production
tax val ue of the taxable

(A oil and gas produced during a nonth
from | eases or properties in the state that include
land north of 68 degrees North latitude is the gross
value at the point of production of the oil and gas
taxable wunder AS 43.55.011(e) and produced by the
producer from those |eases or properties, less 1/12 of
the producer's |ease expenditures under AS 43.55.165
for the calendar year applicable to the oil and gas
produced by the producer from those |eases or
properties, as adjusted wunder AS 43.55.170; this
subparagraph does not apply to gas subject to
AS 43.55.011(0);

(B) oil and gas produced during a nonth
from |l eases or properties in the state outside the
Cook Inlet sedinmentary basin, no part of which is
north of 68 degrees North latitude, is the gross val ue
at the point of production of the oil and gas taxable
under AS 43.55.011(e) and produced by the producer

from those |eases or properties, less 1/12 of the
producer's |ease expenditures under AS 43.55.165 for
the calendar year applicable to the oil and gas

produced by the producer from those |eases or
properties, as adjusted wunder AS 43.55.170; this
subparagraph does not apply to gas subject to
AS 43.55.011(0);

(O oil produced during a nonth from a
| ease or property in the Cook Inlet sedinmentary basin
is the gross value at the point of production of the
oil taxable under AS 43.55.011(e) and produced by the
producer from that |ease or property, less 1/12 of the
producer's |ease expenditures under AS 43.55.165 for
the calendar year applicable to the oil produced by
the producer from that |ease or property, as adjusted
under AS 43.55.170;

(D) gas produced during a nonth from a
| ease or property in the Cook Inlet sedinentary basin
is the gross value at the point of production of the
gas taxable under AS 43.55.011(e) and produced by the
producer fromthat |ease or property, less 1/12 of the
producer's |ease expenditures under AS 43.55.165 for
the calendar year applicable to the gas produced by
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the producer from that |ease or property, as adjusted
under AS 43.55.170;

(EB) gas produced during a nonth from a
| ease or property outside the Cook Inlet sedinentary
basin and used in the state is the gross value at the
point of production of that gas taxable under
AS 43.55.011(e) and produced by the producer fromthat
| ease or property, less 1/12 of the producer's |ease
expenditures under AS 43.55.165 for the cal endar year
applicable to that gas produced by the producer from

t hat | ease or property, as adj ust ed under
AS 43.55.170."
Renunber the followi ng bill sections accordingly.

Page 25, followi ng |ine 20:
I nsert a new subsection to read:

“(h) Notwithstanding any contrary provision of
AS 43.55.150, for purposes of calculating a nonthly
production tax value under (a)(2) of this section, the
gross value at the point of production of the oil and
gas is calculated under regulations adopted by the
department that provide for using an appropriate
nont hl y share of t he producer's costs of
transportation for the cal endar year."

Page 29, following line 2:

Insert a new bill section to read:

" Sec. 55. AS 43.55.020(1), 43.55.024(i),
43. 55.024(j}), 43. 55.160(f), and 43.55.160(9) are
repeal ed. ™

Page 29, line 5:

Del et e "Section 13 of this Act and
AS 43.55.160(a)(1)(E), as anmended by sec. 31"
| nsert "Section 15 of this Act ,

AS 43.55.160(a)(1)(E), as amended by sec. 46 of this
Act, and AS 43.55.160(f) and (g) as enacted by sec.
48"

Page 29, line 7:
Del ete "Sections 18 and 20 - 23"
| nsert "Sections 24, 28, 30, 32, and 35"
Del ete "sec. 18"
| nsert "sec. 24"

Page 29, line 9:
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Del ete "Section 19"
| nsert "Section 26"

Page 29, followi ng line 10:
I nsert a new subsection to read:
"(d) AS 43.55.160(h), enacted by sec. 48 of this

Act, applies to the transportation of oil and gas
produced on and after the effective date of sec. 13 of
this Act."

Page 29, |ine 20:
Del ete "sec. 36"
| nsert "sec. 52"

Page 29, |ine 24:
Del ete "Sections 13, 20 - 23, 28, and 37"
| nsert "Sections 15, 28, 30, 32, and 53"

Page 29, followi ng |ine 26:
I nsert new bill sections to read:

"* Sec. 60. The wuncodified law of the State of
Al aska is anended by adding a new section to read:

CONDI TI ONAL EFFECT. Sections 3, 13, 16, 17, 19,
21, 25, 27, 29, 31, 33, 34, 41, 43, 45, 47, and 55 of
this Act, and AS 43.55.160(h) in sec. 48 of this Act
take effect only if the volume of oil production for
the cal endar year 2018 does not exceed the volunme of
oi | produced for the 2013 calendar \year. The
commi ssioner of natural resources shall notify the
| i eutenant governor and the revisor of statutes before
January 1, 2019, or as soon as practicable thereafter,
if the volune of oil production for the cal endar year
2018 is greater than the volume of oil produced during
the 2013 cal endar year.

* Sec. 61. If secs. 3, 13, 16, 17, 19, 21, 25, 27
29, 31, 33, 34, 41, 43, 45, 47, and 55 of this Act,
and AS 43.55.160(h) in sec. 48 of this Act take effect
under sec. 59 of this Act, they take effect January 1,
2019."

Amendment 27, | abel ed 28-GS1647\ K. 36, Naunman/ Bul | ock, 4/ 3/13:

Page 28, lines 3 - 14:
Delete all material and insert:
"(6) make witten findi ngs and
recommendations to the Alaska State Legislature before
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(A January 31, 2015, or as soon thereafter
as practicable, regarding

(1) changes to the state's regulatory
environnment and permtting structure that would be
conducive to encouraging increased investnment while
protecting the interests of the people of the state
and the environnent;

(it) the status of the oil and gas industry
| abor pool in the state and the effectiveness of
wor kf orce devel opnent efforts by the state;

(iiti) the status of the oil-and-gas-rel ated
infrastructure of the state, including a description
of infrastructure deficiencies; and

(1v) the conpetitiveness of the state's
fiscal oil and gas tax regine when conpared to other
regi ons of the world;

(B) January 31, 2021, or as soon thereafter
as practicable, regarding

(1) 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;

(i) alternative neans for increasing the
state's ability to attract and maintain investnent in
and devel opnment of the state's oil and gas resources;
and

(tiit) a review of the current effectiveness
and future value of any provisions of the state's oil
and gas tax laws that are expiring in the next five
years."

Page 29, following line 2:
Insert a new bill section to read:

"* Sec. 39. AS 43.98.040, 43.98.050, 43.98.060, and
43.98. 070 are repeal ed February 28, 2021."

Renunber the followi ng bill sections accordingly.

Anmendment 28, | abel ed 28-GS1647\ K. 2, Nauman/ Bul | ock, 4/2/13:

Page 26, lines 21 - 23:

Delete all material and insert:

"(1) one ex officio nonvoting nenber from the
senate, selected by the president of the senate;
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(2) one ex officio nonvoting nenber from
the house of representatives, selected by the speaker
of the house of representatives;"”

Renunber the foll ow ng paragraphs accordingly.

Page 26, lines 26 - 28:

Delete ", including one nmenber who is a petrol eum
engi neer, one nenber who is a geologist, and one
menber who is a financial analyst”

Page 27, line 5:
Del ete "(b)(1) and (3)"
| nsert "(b)(4)"

Page 2, line 11:
Del ete "(b)(1) and (3)"
Insert "(b)(4)"

Page 29, |ine 21:
Del ete "AS 43.98.040(b) (1) and (3)"
I nsert "AS 43.98.040(b)(4)"

ADJ OURNVENT

[ This neeting continued through to April 4, 2013, and thus the
remai nder of the audio and m nutes can be found in the docunent
and audio for that date.]
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