SENATE FI NANCE COWM TTEE
March 1, 2013
9:05 a. m

9:05: 04 AM

CALL TO ORDER

Co-Chair Meyer called the Senate Finance Commttee neeting
to order at 9:05 a.m

VEMBERS PRESENT

Senator Pete Kelly, Co-Chair

Senat or Kevin Meyer, Co-Chair

Senat or Anna Faircl ough, Vice-Chair
Senator dick Bishop

Senat or M ke Dunl eavy

Senat or Donny O son

VEMBERS ABSENT

Senat or Lyman Hof f man

ALSO PRESENT

Senat or Cat hy G essel ; M chael Pawl owsKki , Advi sor,
Petrol eum Fiscal Systens, Departnent of Revenue; Susan
Pol l ard, Senior Assistant Attorney General, G1l, Gas and
M ni ng, Departnment of Law, Mary Hunter Gaming, Assistant
Attorney General, Departnent of Law, Senator G essel; Barry
Pul liam Mnaging Director, Econ One Research, Inc.; Dan
Stickel , Assi st ant Chi ef Econom st , Tax Di vi si on,
Departnent of Revenue.

SUMVARY
SB 21 O L AND GAS PRODUCTI ON TAX

SB 21 was HEARD and HELD in commttee for further
consi derati on.

SECTI ONAL PRESENTATI ON
FI SCAL NOTES PRESENTATI ON

ECON ONE PRESENTATI ON



#sb21
SENATE BILL NO. 21

"An Act relating to appropriations from taxes paid
under the Alaska Net Inconme Tax Act; relating to the
oil and gas production tax rate; relating to gas used
in the state; relating to nonthly installnment paynents
of the oil and gas production tax; relating to oil and
gas production tax credits for certain |osses and
expenditures; relating to oil and gas production tax
credit certificates; relating to nontransferable tax
credits based on production; relating to the oil and
gas tax credit fund; relating to annual statenents by
producers and explorers; relating to the determ nation
of annual oil and gas production tax values including
adj ustnents based on a percentage of gross value at
the point of production from certain |eases or
properties; maki ng conform ng amendnent s; and
providing for an effective date."

SECTI ONAL PRESENTATI ON

9:07: 07 AM

M CHEAL PAW.OWMSKI, ADVI SOR, PETROLEUM FISCAL SYSTEMS
DEPARTMENT OF REVENUE (DOR), introduced hinself.

SUSAN POLLARD, SENI OR ASSI STANT ATTORNEY GENERAL, AL, GAS
AND M NI NG DEPARTMENT OF LAW (DQL), introduced herself.

MARY HUNTER GRAMLI NG, ASSI| STANT ATTORNEY CGENERAL,
DEPARTMENT OF LAW introduced herself.

Ms. Pollard discussed the PowerPoint, "Departnments of
Revenue and Law.  Sectional Review, CSSB 21(RES) 28-
GS1647\C' (copy on file).

M. Paw owski shared that there was a detailed Sectional
Anal ysis included in the nmenbers' packets.

Ms. Pollard | ooked at slide 2, "Main Provisions."

-Corporate Tax Credit for Qalified Gl and Gas
Service Industry Expenditures
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-Production Tax Rate: 35 percent flat rate,
progressivity

-Tax Credits

no

Eli mnates current 20 percent capital expenditure

tax credit for North Slope activities

but

establishes a North Slope tax credit applicable

to production tax liabilities.

Extends the small producer tax credit
provides a $5 per barrel of oil tax credit.

Expands the exploration well tax credit.

-G oss Val ue Reduction

and

Est abl i shes 30 percent reduction from the gross

value at the point of production for oil and

gas

produced from new units, new participating areas,

and expanded portions of participating areas.
-Gl and Gas Conpetitive Review Board
-Hol d Cook Inlet and Mddle Earth harnl ess

Ms. Pollard highlighted slide 3, "Sec. 2 - Qualified
and Gas Industry Service Expenditure Tax Credit."

-Amends AS 43.20, the Alaska Net Income Tax Act,
addi ng a new secti on.

-Provides a 10 percent tax credit for qualified
and gas industry service expenditures incurred in
state.

-A taxpayer may not apply nore than $10, 000,000 in

al

by

oi
t he

t ax

credits under this section for a tax year regardl ess

of whether the taxpayer earned the tax credit
received the tax credit by transfer.

or

-Expires if not used against a tax liability within

seven cal endar years.

-Qualified oil and gas service industry expenditure
must be directly attributable to in-state manufacture

or nodification of tangible personal property that

has
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a useful life of three years or nore used in the
expl oration, devel opnment, or production of oil or gas.

M. Pawl owski enphasized that the direction of the tax
credit was to the nodifications of the actual expenditures.
He remarked that the tax credit was not on the actual value
of the asset, but rather the value of the work performed in
state.

Vice-Chair Fairclough wondered if businesses that were
currently performng in A aska wuld qualify for the
credit, if they were nmanufacturing for the industry. Ms.
Pollard replied that those businesses would qualify for the
credit.

Ms. Pollard discussed slide 4, "Sec. 3 - Tax Rate"

-AS 43.55.011(e) is anended to |levy an annual flat tax
rate of 35 percent.

-AS 43.55.011(g), the nonthly progressivity tax, is
repeal ed.

-This change applies to oil and gas produced after
Decenber 31, 2013.

-Effective date of January 1, 2014.

9:12: 49 AM

M. Paw owski explained that the Senate Resources Conmttee
expressed concerns over the regressivity of the proposal
In order to develop a progressive proposal, where the state
took slightly nore at the higher end of the price range
one had to start with an increase in the base rate in order
to develop the proper progressive line. He stressed that
the slide represented the first step in devel oping that
pr oposal .

Co- Chair Meyer surmised that the base rate was raised to 35
percent, and was offset by the $5 per barrel production tax
credit proposal. M. Paw owski agreed, and added that the
presentation would later highlight the location of the $5
per barrel credit as witten in the bill.

Ms. Pollard displayed slide 5, "Sec. 1- Conmunity Revenue
Sharing Fund."
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-Amends AS 29.60.850(b) to <change the source of
revenue that funds the comunity revenue sharing fund
to AS 43.20.030(c), the Alaska Net Income Tax Act,
from progressivity under AS 43.55.011(g) (repealed in
this bill).

-Effective date of January 1, 2014

M. Pawl owski that the slide represented a provision that

was included in the governor's bill, which was naintained
by the Senate Resources Conmittee. He remarked that there
was a substantive change from current line on page 2, line

4, where the brackets point out that the |anguage that was
being renoved was an anount equal to 20 percent of the
noney received. That |imtation was put on the original
state, which limted the anmount available for appropriation
to a maxi mum of 20 percent of the progressivity revenues.

9:16: 13 AM

Ms. Pollard highlighted slide 6, "Sec. 8 - Qualified
Capital Expenditure Tax Credit."

-AS 43.55.023(a)(3) is a new provision limting the 20
percent qualified capital expenditure tax credit for
expenditures incurred to explore for, develop, or
produce oil and gas deposits on the North Slope to
expenditures incurred before January 1, 2014.

-Tax credits for expenditures incurred to explore for,
devel op, or produce oil and gas deposits south of the
North Sl ope are not i npacted.

-The full amount of a tax credit certificate nmay be
issued in a single year.

M. Pawl owski furthered that the effect of this change
would be to limt the qualifications  of capi tal
expenditures, at 68 degrees north latitude, which was the
dividing line for the North Slope. He remarked that the
provision only applied to expenditures that occurred on the
Nort h Sl ope.

Co-Chair Meyer remarked that conpanies could be stressed if

they were counting on that 20 percent capital credit. M.
Pawl owski replied that there would be a situation regarding
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how nuch obligation the additional investnent creates in
liability and exposure to the state. He stressed that the
longer the credits are carried forward, the |onger the
state was susceptible to that inpact.

9:21:18 AM

Vi ce-Chair Fairclough requested a nodel from Econ One and
PFC Energy that put this particular provision against the
gross revenue exclusion at different conpanies' price
poi nts and production points benefit. She remarked that the
$5 per barrel would inpact the calculation regarding
industry profit and the expansion of the gross revenue
exclusion. M. Paw owski agreed to provide that information

Senator Hof fman wondered what the new section would cost
the state conpared to the anticipated $1 billion in the
current year. M. Paw owski responded that the repeal of
the credit was a revenue generator, because the state was
no | onger paying the «credits. He shared that t he
adm nistration found that there was a difference in timng
of obligation to the state. He stated that expenditures
occurred in the developnent of the field, and production
occurred later. As the production on the North Slope
declined, the ability of the state to manage the increasing
obligations as nore nopney was spent was a central bal ance
of the bill. He explained that the inpact was found in the
fiscal note.

Ms. Gramling highlighted slide 7, "Sec. 9 - Carried-Forward
Tax Credit AS 43.55.023(b)." She explained that the title
of the slide actually referred to Section 10, not Section
9.

-Amends AS 43.55.023(b) to retain a tax credit of 25
percent for a carried-forward annual |oss for adjusted
| ease expenditures incurred outside of the North
Sl ope.

-Provides a tax credit of 35 percent for a carried-
forward annual loss for adjusted |ease expenditures
incurred after Decenber 31, 2013 on the North Sl ope,
subject to the requirenments in new subsections (p)-

(u).
9:26:28 AM
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M. Pawl owski explained that the anendnment was added in the
Senate Resources Commttee, which had two parts. The base
rate on the North Sl ope had increased from 25 percent to 35
percent, so the net-loss carry-forward credit was increased
for North Slope expenditures to match the base rate of 35
per cent .

Co-Chair Meyer remarked that there wmy be further
di scussion regarding the carry-forward credit at a later
dat e.

Ms. Pollard explained that the loss carry-forward did not
need to equal the tax rate, but there was no |egal reason
to match the loss of the carry-forward.

Senat or Hof f man wondered why the North Slope was the focus,
and did not include the Kuparuk and Prudhoe Bay basins. M.
Pollard responded that the bill included any areas 68
degrees north latitude and higher, so she assuned that
t hose areas woul d be incl uded.

Senator Hoffman remarked that there was a difference
between the legacy fields and other fields on the North
Slope. M. Pawl owski clarified that the 35 percent credit
was neant for a loss carry-forward, so in order to qualify
for the credit there would have to be a | oss.

Ms. Gamling highlighted slide 8, "Sec. 16 - North Slope
Carried-Forward Tax Credit AS 43.55.023(p) — (u)."

Key characteristics:

-10 year time limt on use.
Must be applied on a first-earned, first used

basi s.

-Reporting requirenents to the Departnent of
Revenue.

-May only be used to reduce production tax
liability under AS 43. 55. 011(e), limted

transferability, not redeemabl e for cash.
-May apply a 15 percent annual increase to the 35
percent tax credit base.

AS 43.55.023(p) requires producers to file an annua

statenent with the Departnent of Revenue under new
subsection AS 43.55.030(g) to use the tax credit two
years after incurring expenditures. The tax credit may
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not be used nore than 10 cal endar years later than the
date the expenditures were incurred.

9:31:45 AM

M. Pawl owski stated that the purpose of the new provision
was to adjust the current law. Under current |aw, the |oss
carry-forward credit may be turned into the state and
converted to a cash paynent fromthe state. The bill states
that the credit was required to be carried forward to when
there was a tax liability and the credit is used against
the liability.

Vi ce-Chair Fairclough requested a nodel of the annual 15
percent increase. She also asked if the outline was for a
new explorer. M. Paw owski responded that the outline was
not necessarily for a new explorer. He stated that it was
for anyone that had a "loss", or sonmeone whose expenditures
of fset their production.

Vi ce-Chair Fairclough requested a nodel that outlined what
a loss mght look like as an inpact to the state in
conparison to paying it in cash. M. Pawl owski agreed to
provi de that information.

Senat or Hoffman suggested that the nodel also include
various interest rates. M. Pawl owski agreed to include
that in the nodel.

Ms. Gramling discussed slide 9, "Sec. 16 - North Slope
Carried-Forward Tax Credit : AS 43.55.023(q)."

-“First earned, first used” rule.

-Applies to expenditures after Decenber 31, 2014.
-Assures credits earned in earlier calendar years are
used up before later earned credits.

Ms. Pollard displayed slide 10, "Sec. 16 - North Slope
Carried Forward Tax Credit: AS 43.55.023(r)."

-Increases at 15 percent annually if conpliance wth
new AS 43.55. 030(g9).

-Increase begins January 1st of the second cal endar
year after credit earned.

-l ncrease stops Decenber 31st of cal endar year before
credit used.
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-Increase has no value except as applied to 43.55
t axes

-2015 - 2017 (Increase begins January 1, 2017 unless
used agai nst 2016 or 2017 taxes).

9:37: 06 AM

M. Paw owski displayed slide 12, "Sec. 16 - North Sl ope
Carried-Forward Tax Credit: AS 43.55.023(t)."

Ms. Pollard di scussed slide 12.

AS 43.55.023(t) provides exceptions to allow for the
l[imted transfer of the tax credit:

-Transfer is |limted to a person that acquires an
interest in the |ease or property upon which the
credit is based.

-Transferee’s use of credit subject to rules in
subsection (u).

-The Departnent of Revenue nust be notified of
the transfer.

-Transferee subject to audit by the Departnent of
Revenue.

M. Pawl owski stated that if one conpany purchased property
from anot her conpany, they could buy the |loss carry-forward
credits that were created. He explained that the bil
l[imted the purchaser's use of the credits to a function of
the value of the production that canme from the |ease or
property. In order for the purchased credits to activate,
the purchaser nust take the property into production to
generate production that generates revenue. The limtation
is put on the purchaser's use of the credit, as opposed to
the seller of the credit.

Co- Chair Meyer wondered how 20 percent was determ ned. M.
Pawl owski replied that the 20 percent was determ ned after
anal yzing the overall governnent take nunbers. He stated
that they |ooked for a nunber that was |ow enough to not
exceed the actual potential tax revenue from the state. He
remarked that it was an arbitrary nunber to sone degree,
but one nmust be sure there was not an overly generous
ability to apply the purchased credits.
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Vi ce-Chair Fairclough asked if the property could transfer
ownership nore than once in a ten-year period before it
expired. M. Pollard responded that there was no limt.

M. Pollard |ooked at slide 14, "Sec. 17 - Small Producer
Tax Credit."

-Anmends AS 43.55.024(d) to extend the tax credit for
smal | producers (under 50,000 a day average BTU
equi val ent barrels) by six years, the later of either
2022 or the ninth calendar year after production for
production before May 1, 2022.

-The tax credit is not transferable and any unused
portion may not be carried forward for use in a later
cal endar year.

M. Pawl owski stated that the provision was on page 18,
l[ine 21. The provision existed in current |aw, but was set
to sunset in 2016. He explained that the bill included an
extension of a producer's ability to qualify for the
credit.

9:42: 56 AM

Ms. Pollard stressed that the credit was not based on
expendi tures, but was based on the anpunt of production.

Ms. Pollard discussed slide 15, "Sec. 19 - $5 Per Q|
Barrel Tax Credit."

-Amends AS 43.55.024 by adding a new a tax credit of
$5 for each barrel of oil subject to tax under AS
43.55. 011(e) appl i cabl e to t he producer’s t ax
liability for the year the oil was produced.

-The tax <credit is not transferable, any unused
portion may not be carried forward for use in a later
cal endar year and it may not be applied to reduce the
producer’s tax liability to bel ow zero.

M. Pawl owski explained that the provision was the bal ance
that was struck in the Senate Resources Commttee
Substitute to offset the increase in the base rate to 35
percent, which the conmttee heard in a previous neeting.
He stressed that the provision was based on production, was
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non-transferrable, and could not be used to reduce a tax
payer's liability bel ow zero.

Co- Chair Meyer wondered if the value eroded over tinme, and
whet her it should be inflation proof. M. Paw owski replied
that the inflation adjusting conversation was valid, but
stressed that there was a cautiousness regarding the
rel ati onship between oil prices and inflation versus the
actual cost and inflation. He felt that there should be a
focus on what actually happens to the value of $5 during
that tinme period. He remarked that DOR was willing to work
with consultants to develop an inflation proof system

Co-Chair Meyer felt that the |aw should be in place for 10
to 20 years, to the inpact should be inflation proof.

Senat or Hof fman wondered why 5 percent was not considered,
because it would provide $5 per barrel at $100 per barrel
M. Pawl owski replied that the fixed dollar anount provided
| ess benefit to the producer at high oil prices, therefore
nore benefit to the state.

Senat or Hof fman surm sed that the reason for the $5 was to
provide |less benefit to the oil conmpanies. M. Paw owski
agreed with that summation

Ms. Pollard highlighted slide 16, "Sec. 20 - Alternative
Tax Credit for G| and Gas Exploration.”

-The sunset provision in AS 43.55.025(b) is extended
fromJuly 1, 2016 to July 1, 2022.

-AS 43.55.025(c), relating to exploration wells, is
anmended by deleting the 3 mle distance requirenent
for exploration wells outside Cook Inlet in AS
43.55.025(c) (2)(B)

-New subsection (q) provides expenditures clainmed for
a tax credit under AS 43.55.025 my not also be
claimed for a tax credit under AS 43.55.023 or another
provi sion of AS 43.55. 025.

9:47:26 AM

M. Pawl owski stated that the provision was a change made
in the Senate Resources Conmittee based on testinony they
had received from sone of the explorers. The testinony
stated that the credit in the high risk exploration phase
of devel opnment were inportant for the risky activity of
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drilling the exploration wells. Wile the governor had
mai ntained this credit, industry had expressed that the
three mle |imt made the credit very difficult to use
within the central North Sl ope.

Ms. Pollard stated that the provision was outlined in
Section 22 of the bill. She stressed that the limtation
applied to the loss carry-forward credit.

M. Pawl owski explained that the exploration credit was not
based solely on expenditures, but there were further
[imtations. A conpany nust come to DNR, and prequalify for
the credit. The conpany nust denonstrate that it was a
reasonable new target, and was an exploration expenditure
and well. Then DNR receives data on the findings of the
exploration. He stressed that there were benefits to the
state, and a gate for the credit.

Co-Chair Meyer surmsed that a conpany would not receive
the tax credit, if they did not share the tax credit. M.
Pawl owski responded that the credit could be turned into
the state for reinbursenent.

9:52:45 AM

Ms. Gramling | ooked at slide 17, " Sec. 30 - Goss Revenue
Exclusion for North Slope Gl and Gas."

-Provides that for the determnation of the annual
production tax value of oil and gas produced north of
68 degrees North latitude, that the gross value at the
poi nt of production is reduced by 30 percent for the
oi | or gas:

1) Produced from a |lease or property that does
not contain a lease that was within a unit as of
January 1, 2003;

2) Produced from a participating area established
after Decenber 31, 2011 that was within a unit
formed under AS 38.05.180(p) before January 1,
2003, if the participating area does not contain
a reservoir previ ously est abl i shed in a
participating area;

3) Produced from the expanded acreage of an
existing participating area that was expanded by
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the Departnent of Nat ur al Resources after
Decenber 31, 2011 provi ded t he pr oducer
denonstrates to the Departnent of Revenue the
vol unes of oil and gas produced from the expanded
acr eage.

M. Pawl owski stressed that the final point was added in
the Senate Resources Conmittee, and he remarked that DNR
would be available later to discuss the participating
areas. He stressed that the intent of the original bill was
to be careful about the application of the gross revenue
exclusion (GRE). He remarked that the GRE should only apply
to new oil that was not currently under devel opnent.

Senat or Bi shop agreed that DNR shoul d explain the benchmark
that they use to identify "new oil."

Vi ce- Chair Fairclough wondered how long "new oil" would be
considered "new oil." She felt that eventually all oi
woul d be considered new, and all oil would qualify for the
GRE. She encouraged the conmmttee to consider that
i nplication.

Senator O son |ooked at Section 1, and queried the net
ef f ect of nmuni ci pal revenue sharing. M . Pawl owski
responded that the net effect would potentially enable nore
noney to be added to the revenue sharing fund, to neet the
$60 mllion or $180 mllion.

9:57: 08 AM

Senator O son wondered how to ensure revenue sharing was
protected. He felt that the bill stated that one could do
| ess than 20 percent, if it were renoved, so there would be
| ess noney for the communities. M. Paw owski replied that
the appropriation was the choice of the legislature. The 20
percent referred to a situation that pertained to |ow
progressivity.

Ms. Ganling stated that Section 1 would only amend AS
29. 60. 850B.

M. Pawl owsKki di scussed slide 18, "al and Gas
Conpetitiveness Review Board AS 43. 98. 040-070. "

-AS 43.98. 040 establishes a 9 nmenber board
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-Governor designates chair every two years. Governor
may replace and renove nenbers.

-Menbers serve 6 year terns, may be reappointed.

-The Board neets four times a year to review
investnment, fiscal systens and to identify factors
that affect oil and gas investnent.

-The Board reports annually to the Legislature wth
recomendati ons.

- The Board sunsets Decenber 31, 2022.

9:59:45 AM
RECESSED

1: 36: 32 PM
RECONVENED

Senator Dunl eavy asked for a fiscal analysis of the CS at
35 percent to 25 percent of the tax. M. Paw owski
i ndi cated that he would provide that information.

Senat or Dunl eavy asked for page 8 and a fiscal analysis for
the above increnental increases instead of +the entire
production. M. Paw owski indicated that he would provide
that information

Senat or Dunl eavy queried how the CS incentivized investnent
into active production of the non-conventional oils. M.
Pawl owski responded that the incentives subject to the
gross revenue sol ution.

ECON ONE PRESENTATI ON

1:40: 54 PM

BARRY PULLI AM MANAG NG DI RECTOR, ECON ONE RESEARCH, | NC.
presented "Analysis of Alaska's Tax System North Slope
| nvestnent and The Adm nistration's Proposal SB 21/ SRES CS
SB 21" (copy on file). He |ooked at slide 1, "Econ One: Wo
W Are.”

Econom ¢ Research and Consulting Firm

-We Provide Economic Analysis In Energy and O her
| ndustries

W Have Advised the State of Al aska on Petrol eum
Rel ated Matters For Over Two Decades
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W Have W rked Wth the Cowper, Hickel, Know es,
Mur kowski, Palin, and Parnell Adm nistrations

W Assisted the Legislature Between 2005 and 2008 on
Tax and Gas Devel opnent | ssues

Qur Energy-Rel ated Wrk Cutside Al aska

-State CGovernnents: Texas, Louisiana, New MexXico,
Gkl ahoma, California

- Feder al Gover nnent Agenci es: Depar t nent of
Interior, Federal Trade Conmm ssion

-Energy Conpani es: Pr oducers, Refi ners, M d-
Stream Servi ces, Pipelines, Chemcals

M. Pulliam |ooked at slide 4, "Alaska North Slope
D scovered Resources by Discovery Year (1969 — 2010)."

-The North Slope Has Produced 16.2 Billion Barrels to
Dat e

-Approximately 5.6 Billion Barrels of Economcally
Recover abl e Resources Renmain in Known Fields

-Significant Additional Resources Still Remain to be
Di scover ed

M. Pulliam slide 5, "Alaska North Slope Production and
Resources. "

-Many North Slope Fields are Now at Mture Stages.
However, Less Than Half of its Potential Economc GOl
Resour ces Have Been Produced to Date

-In Total, the North Slope Contains Approximtely 40
Billion Barrels of Additional Estimated Econom c
Recover abl e Resources at Today’'s Prices

M. Pulliam discussed slide 6, "Estimated Undi scovered
Conventional G| Resources on Alaska North Slope." He
stressed that state property held resources that were nuch
different than what had been discovered to date. He
expl ai ned that Al aska production was dom nated by several
very large fields. He explained that the remaining
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| ocations held nuch snaller accunulations. He stated that
the USGS estinmated that the typical field size that had yet
to be discovered on the central North Slope was in the $30
to $60 million barrel range.

1:45: 46 PM

M. Pulliam discussed slide 7, "Estimated Undevel oped
Unconventional G| Resources on Alaska North Slope." stated
that nmuch was not yet discovered in Al aska. He spoke about
where the one billion barrels |ocated, and thought that the
nunber could be very different going forward. He spoke
about viscous and heavy oil and estimated that 15 percent
was recoverabl e.

Co- Chair Meyer asked for insight about the possibility of
shale oil production in Alaska. M. Pulliamreplied that he
did not have nuch insight regarding shale production, and
suggested that DNR provide that information.

M. Pulliam discussed slide 8, "Crude QI Production
Alaska North Slope vs. United States and OECD Countries
2003-2012." He stated that Al askan production declined at
an average of 7 percent a year

1:51: 47 PM

M. Pulliam discussed slide 9, "Estimated Capital Spending
for Exploration and Developnent Alaska North Slope vs.
United States and Worldw de Spending 2003-2012." He stated
that spending rose consistently until 2007, while spending
in the rest of the world trended higher. He added that
spending continued to rise in the rest of the world, where
Alaska remained flat. The slide distilled sonme basic
concerns about production and investnent.

Vice-Chair Fairclough referred to slides 8 and 9. She
stated that Al aska conpared thenselves to other regines,
and wondered what regines were the best to conpare Al aska
against. M. Pulliam replied that the UK was the best
regime to conpare agai nst Al aska.

1:56: 37 PM

Vi ce-Chair Fairclough wondered about provinces producing 1
mllion barrels. She thought that the bar charts and
wondered if volunme affected the tax regine. M. Pulliam
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agreed that the conparison, and furthered that Al aska's
production was approximately 0.5 mllion barrels per day.
He explained that Alaska's regime was roughly the size of
Australia' s regine.

Vi ce-Chair Fairclough felt that there should be a
conpari son between the United States and other regines,
whi ch included the threshold of 1 mllion barrels per day.
She felt that Al aska should be included in that group.

M. Pulliamcontinued with slide 11, "How ACES Wrks."
Tax is Cal cul ated on “Net Val ue” of Taxabl e Production

-Taxable Production 1is Total Production Less
Royal ti es

-Net Value is Goss Wllhead Value Less Cost of
Producti on

-Costs of Production are Capital Expenses,
Oper ati ng Expenses and Property Tax Paynents

Base Tax Rate of 25 percent

Progressive Tax Rate of 0.4 percent Per $1/Barrel (4
percent Per $10/Barrel) Increase Over $30/Barrel Net
Value and 0.1 percent Per $1/Barrel (1 percent Per
$10/ Barrel) Over $92.50, Capped at 50 percent Tot al

Exanpl e:
Taxable Value = $100/Barrel “Production Tax
Val ue” Base Rate = 25 percent

Progressive Rate ($92.50 - $30) x 0.4 percent +
($100 - $92.50) x 0.1 percent = 25.75 percent

Total Rate = 25 percent + 25.75 percent = 50.75
per cent

Credit of 20 percent for Capital Expenditures (Taken
Over 2 Years)

Smal | Producer Credit of $12 MIlion Per Year (Phased
Qut for Production over 50 MBD)

State Purchases Credits and Net Operating Losses
(NOLs) From Conpani es Wthout Tax Obligation
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-Equal s 45 percent of Capital Expenditures and 25
percent of Qperating Expenditures

2:01:43 PM

M. Pulliam discussed slide 12, "Cal cul ation of ACES Taxes:
Varying Prices.” He explained the spreadsheet and created
conpari sons regardi ng progressive tax.

M. Pulliam discussed slide 13, " Calculation of ACES Tax:
Varying Costs $100 West Coast ANS Price."

M. Pulliam discussed slide 14, "Calculation of ACES Tax:
Varying Costs $80 West Coast ANS Price."

M. Pulliam discussed slide 15, "Calculation of ACES Tax:
Addi tional Capital Spending." The graph depicted a producer
producing 50 nmillion barrels per vyear, wth ac capital
expenditure of $250 million. He pointed out the mddle
colum where the tax rate was 37 percent prior to the
expenditure and after it would be 25 percent.

2:08:13 PM

M. Pulliam discussed slide 16, "Effective Tax Rates For
New Devel oprment Under ACES Additional Tax as percentage of
Producti on Tax Val ue: | ncunbent Producer."”

Lower Cost: $16 Per Barrel Devel opnment Capex; $14 Per
Barrel Opex; 16.67 percent Royalty Rate; 50 MVBO New
Devel opnent by Existing Owmer Wth Initial Ongoing
Production of Approximately 100 MBD and Costs
Consi stent with Prudhoe Bay/ Kuparuk River Units

H gher Cost: $25 Per Barrel Devel opnent Capex; $14 Per
Barrel Opex; 16.67 percent Royalty Rate; 50 MVBO New
Devel opnent by Existing Owmer Wth Initial Ongoing
Production of Approxi mately 100 MBD and Costs
Consi stent with Prudhoe Bay/ Kuparuk River Units

Very High Cost: $34 Per Barrel Devel opnent Capex; $21
Per Barrel Opex; 16.67 percent Royalty Rate; 50 MVBO
New Devel opnent by Existing Omer Wth Initial Ongoing
Production of  Approximately 100 MBD and Costs
Consi stent with Prudhoe Bay/ Kuparuk River Units
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M. Pulliam discussed slide 17, "The Econom cs of Hi gher
Cost G| Devel opnent."” He expl ai ned the graphs.

2:14: 02 PM

M. Pulliam discussed slide 18, "The Econom cs of Very Hi gh
Cost O | Devel opnent." He stated that the slide represented
what may occur if there were a very cost for devel opnment.

Co- Chair Meyer suggested that an exanple of very high cost
oi | devel opnment would be heavy oil. He felt that the heavy
oil areas would be locations that the industry would
pursue, because the state was picking up so much of the
cost. M. Pulliam agreed and noted that the devel opnent was
difficult with today's technology. He conpared the | ower
forty eight.

Co- Chair Meyer stated that ACES incentivized heavy oil. M.
Pul I'i am

M. Pulliam discussed slide 19, "DOR Forecast Levels of
Production FY 2015-FY2022." He stated that the average
annual decline was 6 percent.

2:19:36 PM

M. Pul liam di scussed slide 20, "Production Wth
Devel opnent of 150 MVB of Reserves Annually FY 2015-FY
2022." He explained that different fields were al

declining, but would balance out in the forecast, so there
woul d be an annual decline of zero percent fromFY 15 to FY
22.

Co- Chair Meyer asked how nuch industry would spend to stop
the decline. M. Pulliam responded that the assunption $3

billion dollar investnent. He noted that the pace of
spendi ng worl dwi de woul d show the expense of $3 billion per
year.

2:21:56 PM

M. Pulliam discussed slide 21, "Forecast Levels of Capita
Credits and NOLs FY 2015 - FY 2019."

M. Pulliam discussed slide 22: "Capital Credits and NOLs

Assum ng Devel opnent of Additional 150 MVB of G| Per Year
Over Forecast By New Participant."”
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Co-Chair Meyer encouraged a discussion regarding the
difference between GRE versus capital credits and which one
was better for the state.

Vice-Chair Fairclough wished to see the issue nodel ed. She
wondered if one had a greater advantage. M. Pulliam agreed
to nodel the conparison. He stated that both «credits
provided forns of incentives. He stressed that the current
system was tied to spending and the GRE was tied to
producti on.

Vice-Chair Fairclough renmarked that each conmunity was
uni que. The Senate Resource Commttee had hoped to generate
nore viscous oil, which presented no benefit to the |egacy
fields. M. Pulliam sensed that the intent was to offer the
CGRE to the nore challenged areas. Producers could find out
how barrels could work, and thought that the |anguage nmay
acconplish the intent.

2:27:59 PM

M. Pulliam discussed slide 23, "Capital Credits and NOLs
Assum ng Devel opnent of Additional 150 MVB of G| Per Year
Over Forecast 50 Percent and 50 percent by I|ncunbent.”

Co-Chair Kelly conmmented that the graphs were making him
angry. He did not |ike public debate that went w thout the
vetting required. He stated that the lack of professiona
curiosity was lacking, and ACES was a nore than the $2
mllion giveaway.

M. Pulliam discussed slide 25, "Summary of Production
Profiles Exam ned For Al aska and Benchmark Devel opnents.™
He di scussed devel opnents in the Lower 48 and conpared them
to Alaska with a variety of different cost ranges. He noted
that the $16 range along with the technology, and chart
descri bed a production profile.

M. Pulliam discussed slide 26, "Sunmary of |nvestnent
Measures (New Participant).” Al Alaska scenarios were
under ACES. He stated that the first section showed the MV
per barrel at $80 west coast price. He noted that colums
two and three were noted and the economcs were worse for
the new participants. Sonme were $34 per barrel mark or
t echnol ogy not quite ready.
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2:40:58 PM

M. Pulliam continued with slide 26. He stated that the
government takes were higher in Al aska than el sewhere.

Co-Chair Meyer asked what <could be applied from the
information on the slide. M. Pulliamresponded that the UK
GRE and $5 per barrel production allowance could be
considered. Producers cane and applied for the existing
credit. He explained that producers could also apply for
the allowance to prove that the project was new reserves
and additional production. The process would occur to
qualify for a GRE

M. Pulliam discussed slide 27, "Sunmary of |nvestnent
Measures (lncunbent Participant).” He discussed the spread
sheet and the MPV, which renained consistent. He nentioned
that Eagle Ford was better than Alaska, with the assuned
best case scenari o.

2:46: 36 PM

M. Pul liam discussed slide 29, "Key  Aspects of
Adm ni stration's Proposal (SB 21)."

Establ i shes 25 percent Fl at Net Tax Rate; No
Progressivity
Elimnates Capital Credit and State Purchase of Losses

Est abl i shes 20 percent G oss Revenue Exclusion (GRE)
to Incent Production of New QG |

Losses May be Carried Forward and Applied Against Tax
ol i gati on When Production Cccurs

Ext ends New Entrant Credits Through 2022
No Change Qutside of North Sl ope

\V/ g Pulliam discussed slide 30, "Key  Aspects of
Adm ni stration's Proposal (cont'd)."

Pr ovi des Bal ance Bet ween State and Producers
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-Reduction of Tax Rates at H gh Prices, Bal anced
with Elimnation of Credits

-State Continues to Receive Largest Percentage of
O |1 Production Revenues at Any Price

Sinplifies Tax System and Provides Cdarity for
Pl anni ng

-Elimnates Question of Marginal Tax Rate / Take
for Investnent Planning

-Elimnates Incentives for “CGold Plating” Caused
by H gh Marginal Rates

Mai ntains Al i gnnent Between State and  Producer
| ncentives

-Net Tax Allows for Deduction of Costs Against
Tax

Provides Incentive for Developnment of New Resources
W thout Taxing State Treasury

-GRE Provides Lower Effective Tax Rate for New
Devel opnent

-New Devel opers can Recover Costs of Devel opnent
Once Production Begins

-Does Not Require State to Fund Devel opnent Costs
Through Potentially Expensive Credit Purchases

Extrenely Positive Message to Potential Investors

-WI Encour age Br oader Participation in
Devel opnent of Alaska’s North Sl ope

- Econom cs of New Participants Cl oser to
| ncunbent s’

Senat or Bi shop conpared the GRE to ACES. He appreciated the
anal ogy. He asked if the state wll quit spending $12
mllion to nmake $10 billion. M. Pulliam concurred. He
commented that the credit was made with actual production,
rat her than antici pated production.
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M. Pulliam discussed slide 31, "Key Changes to SB 21 from
Senat e Resources CS.*"

Base Tax Rate Increased from 25 percent to 35 percent
$5/ Bbl Production Allowance (Credit)
GRE Rai sed to 30 percent

Al'l ows Producers to Apply for GRE in Legacy Units for
Tar get ed Devel opnment of New QG |

Rel axes Current Restriction on Exploration Credits

M. Pulliam detailed slide 32, "Key Attributes of Senate
Resource CS SB21."

Results in Slightly Progressive (Governnment Take
Overal | W t hout Probl ens Associ at ed W th
“Progressivity”

Reduces Effective Tax Rate and Governnment Take at Low
Prices, Wiile Increasing Tax Rates and Governnent Take
at Higher Prices

Effect of Fixed $/Bbl Allowance is to Provide Support
at Low Prices Wiere Needed, Dim nishing as Prices Rise

Provi des Syst em in Conmpetitive Range for
Taxpayers/ I nvestors

Provides Sinple, Straightforward and Understandable
Tax Framewor k

Allows DOR/'DNR to Address |Individual C rcunstances as
Needed

Allows for Significant Investment on North Sl ope
Wthout Taxing State Treasury

2:53:42 PM

M. Pulliam discussed slide 33, "lllustration of Tax
Cal cul ati on Under Senate Resources CS for SB 21." He stated
that the total tax obligation had reduced to 33 percent as
a result of the tax allowance. The slide was sinple and
straight forward, but noted that the relief was tapered.
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M. Pulliam discussed slide 34, "State CQutlays Prior to
Production Associated Wth Devel opnent of 50 MvBO by Non-
Taxpayer Under ACES and SRES CS SB21." He stressed that the
di fference included $379 nmllion, but the right side of
graph showed a higher tax field.

M. Pulliam discussed slide 35, "Expected Annual State
Qutlays Necessary to Replace Current Production by Non-
Taxpayer Under ACES and SRES CS SB21." He pointed out the
| oner tax rate on back end and exposure on the front end.

2:58:48 PM

M. Pulliam highlighted slide 36, "Average Governnent Take
at $100 per Barrel

M. Pulliam discussed slide 37: " Average Governnment Take
ACES v. SB21/HB72 and SRES CS SB21 for Al Existing
Producers (FY2015-FY2019) and OQther Jurisdictions.™

Vice-Chair Fairclough discussed slide 37 and asked for
analysis for the federal governnent take. She specifically
asked if production tax was higher, would the structure be
affected. She wondered if the calculation was m sinforned.
M. Pulliam responded that the analysis included the
federal tax rate, but the federal effective tax rate was
probably | ess, because nom nal tax rate was 35 percent.

3:04:25 PM

Vice-Chair Fairclough replied that if conpanies under
federal tax returns mght show sonething different. She
wondered if Conoco Phillips would show regarding various
tax levels. M. Pulliam responded that tax paid in Al aska
was a deduction for federal taxes.

Co-Chair Meyer asked about the red line. or average all
jurisdictions per PFC. He noted that everything between the
green lines was a snall percentage. He noted that the

nunbers in the range provided an average.

3:11: 57 PM
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M. Pulliam discussed slide 38, "Average Governnent Take
and Tax Rate ACES vs. SB21/HB72 and SRES CS SB21 for Al
Exi sting Producers (FY 2015)."

M. Pulliam discussed slide 39, "Sunmmary of Investnent
Measures for New Participant Lower Cost Alaska Ol
Devel opnent ACES and SRES CS SB21 vs. Benchmark Areas." The
proj ect becane attractive with the margi nal governnent take
of over 60 percent, which was conpetitive.

M. Pulliam discussed slide 40, "Sunmary of Investnent
Measures for |ncunbent Lower Cost Alaska O Devel opnent
ACES and SRES CS SB21 vs. Benchmark Areas."

M. Pulliam discussed slide 41, "Sunmary of |nvestnent
Measures for New Participants H gher Cost Alaska G1."

3:14: 23 PM

Senat or Bi shop | ooked at slide 40, and wondered if the GRE
woul d rmake Al aska nore conpetitive than North Dakota. M.
Pul I'i am responded that Al aska would | ook better than North
Dakota, on an MPV basi s.

Senator Bishop asked if he would not have to hear any nore
about North Dakota. M. Pulliam replied that North Dakota
woul d continue to be a part of the conversation, because it
was a | arge opportunity for investors in the industry.

Co-Chair Meyer asked if the mpjority of oil to be produced
in Al aska was higher or lower cost oil. M. Pulliamreplied
that it was of the higher cost variety.

Co- Chair Meyer suggested recoverable oil was heavy oil. M.
Pulliam agreed. He stated that Canadian oil was too
expensive initially, but he had seen advances in drilling

ef ficiency.

3:19: 34 PM

M. Pulliam continued onto slide 43, "Summary of |nvestnent
Measures for New Participant Very H gh Cost Alaska Gl
Devel opnment ACES and SRES CS SB21 vs. Benchmark Areas."

M. Pulliam continued with slide 46, "Country/Area Profile
Al aska North Sl ope.™
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Vice-Chair Fairclough referred to slide 46 regarding
capital spending. She was interested in a 2013 or 2014
projection. Capital spending was increasing and she wanted
to know why. M. Pulliam stated that DOR s forecast would
provi de the information.

Vice-Chair Fairclough wondered about viewing the past
year's forecast. She stated that the chart was based on the
DOR s revenue forecast book.

Vi ce- Chair Fairclough showed that the forecast was
publ i shed for the general public and she wi shed to acquire
t he forecast.

3:36: 50 PM

FI SCAL NOTES PRESENTATI ON

DAN STICKEL, ASSISTANT CH EF ECONOM ST, TAX DI VISIQN,
DEPARTMENT OF REVENUE, presented a PowerPoint presentation
"Fiscal Note Slide - CSSB21 (RES)."
M. Stickel discussed slide 2, "Introduction."

1. 12 key provisions anal yzed

2. Total fiscal inpact under Fall 2012 forecast

3. Hypothetical additional production scenarios

M. Stickel discussed slide 3, "1. Repeals Progressive
Sur charge. "

-Progressive surcharge at AS 43.55.023(g) repeal ed

-Progressive surcharge is an additional tax that is
added to base tax

- Progressive sur char ge i ncreases t ax rate at
production tax val ues of greater than $30 / barrel

-Progressive surcharge may add up to 50 percent to the
total tax rate at very high prices for a nmaxi numtota
tax rate of 75 percent

-Fiscal Inpact = varies by fiscal year, up to $1.8
billion per year under our Fall 2012 forecast
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M. Stickel discussed slide 4, "lInpact of Progressive
Surcharge." The provision elimnated the green part of the
gr aph.

M. Stickel di scussed slide 5, " 2. | ncr eases base
production tax rate.”

-Base tax rate increased to 35 percent from 25 percent
under ACES

-Base tax rate of 35 percent applied to production tax
val ue

-The higher base tax rate increases revenue from the
base tax

-The higher base tax rate provides greater protection
to the state at low oil prices

-Fiscal Inpact = varies by fiscal year, up to $1.1
billion per year under our Fall 2012 forecast

M. Stickel discussed slide 6, "3. Limtations on Capita
Credits.”

-Production tax <credits wunder AS 43.55.023(a) for

qualified capital expendi tures are limted to
expenditures incurred before January 1, 2014 for the
North Sl ope

-20 percent capital credit elimnated for North Slope
after 1/1/2014 (replaced wth new nechanisns that
i ncentivize production, not spending).

-ACES provisions are unchanged for Cook Inlet and
M ddl e Earth and they retain 20 percent capital credit

-Since capital credits are taken against liability or
refunded, fiscal inpact is on both revenue and budget

-Likely fiscal inpact is sunmarized on next slide

M. Stickel discussed slide 7, "4. Changes to Net Operating
Loss credit."
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-Conpanies that incur net losses from |eases or
properties on the North Slope will earn a credit of 35
percent of those | osses.

-May be carried forward for a 10-year maxi mum peri od.
-Net loss carry-forwards will increase at an annual
rate of 15 percent beginning on January 1 of the
second cal endar year follow ng the year of the | oss.

- Taxpayer nust have production and tax liability to
use credit — not refundable

-The revenue inpact of this provision is confidential
under our forecast, however,

-l npact is expected to be m ninmal.

-In an increased developnent or |low price scenario,
protects state because NOLs can’t be refunded.

M. Stickel discussed slide 8, "Estimated Fiscal |npact for
l[imtations on credits as conpared to Fall 2012 Forecast
($mllions)."

3:41: 34 PM

M. Pawl owski explained that the slide was based on the
forecast expenditures. |If nore devel opnent happens wth
additional spending, the fiscal inpact of the provision

woul d be greater, because the spending would create nore
credit obligation for the state.

M. Stickel detailed slide 9, "5. Establishes Gross Revenue
Excl usi ons. "

-Excludes a 30 percent of gross revenue, from taxable
val ue for qualifying production

-Cannot reduce tax liability bel ow zero
-Qualifying production is any of the foll ow ng:
Land was not in a unit on 1/1/2003

New PA, in units formed before 1/1/2003
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Area added to an existing PA after 12/31/2011

-CSSB21 (RES) increased GRE from 20 percent to 30
percent, and added the expansion of an existing PA to
qual i fyi ng production

-Fiscal Inpact = Indetermnate, under $50 nmillion /
year under Fall 2012 forecast

-GRE benefit would apply alnost entirely to “New
Production” not currently in our forecast

M. Stickel discussed slide 10, "6. Extends snall producer
credit.”
-The small producer credit at AS 43.55.024 is extended
to the later of:
2022, or,
the ninth calendar year after the cal endar year
t hat t he pr oducer first has commer ci al
producti on.
-This provision extends the small producer credit six
years fromthe original sunset date of 2016 to 2022.
-The revenue inpact based on the current revenue
forecast is mninmal.
M. Stickel discussed slide 11, "7. Elimnates requirenent
that credits be taken over two years."

-Capital credits and Net Operating Loss credits earned
had to be split across two years under ACES

-This provision allows credits to be used in the year
t hey were earned

-This provision aligns credit treatment on the North

-Slope with credit treatnment in all other parts of the
state

-Fiscal inpact is neutral - sinply shifts a future
obligation to FY14.
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-$400 million total obligation shifted to FY14: $250
mllion revenue inpact; $150 mllion operating budget

I npact

M. Stickel discussed slide 12, "8. Changes funding for
community revenue sharing."

-The community revenue sharing fund is anended to
allow the legislature to make appropriations from the
tax revenue collected under AS 43.20, as opposed to
revenue collected under the provision that is proposed
to be repealed - AS 43.55.011(9).

-Corporate incone tax revenue under AS 43.20 is
adequate to provide the maxi mum annual appropriation
of $60 mllion or the anmpbunt to bring the fund up to
$180 m | lion.

Corporate inconme tax has exceeded $500 nmillion
every year for the |ast 8 years.

-Provision substitutes elimnated revenue source for
appropriations, with another adequate source.

M. Stickel detailed slide 13, "9. Establishes per oil
barrel tax credit.”

$5 credit against tax liability for each taxable oil
barrel produced

-Ties credit to production

-Cannot be saved, does not accrue interest, is
not transferable

- Renoves regressive nature of tax system

-Specifies barrel of “oil
Li kely fiscal inpact is summarized on next slide

M. Stickel di scussed slide 15, "10. Creates service
i ndustry expenditures credit."

New Corporate Incone Tax Credit for oil and gas
servi ce conpani es
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Credit is 10 per cent of qgual i fyi ng in-state
expendi t ur es:

- Manuf acturing of oil and gas equi prment
-Modification of oil and gas equi pnent
-For in-state spending only
Maxi mum  $10 mllion per t axpayer per year
transferrabl e
This provision was added in CSSB21 ( RES)
Fi scal Inmpact = Indeterm nate
Difficult to estimate due to |ack of data
I f $500 million to $1 billion of qualifies ...
| npact could be $50 to $100 million / year

3:47:55 PM

M. Stickel discussed slide 18, "Expanded exploration
credit allows additional wells to qualify." The twenty five
mle range around the existing units qualified for the
credit.

3:54:42 PM

M. Pawl owski noved on to slide 21, "Production Scenarios."

Qperators of existing units add 4 drill rigs to
current plans

Each rig adds 4,000 bbls/day in new production each
year

-Whi ch each then decline at 15 percent per year
Does not qualify for GRE
M. Stickel detailed slide 23, "Projected revenues under
production scenario - at $90 / barrel ANS." He further
expl ai ned the graph. He noted that the information was nore

repressive, and noted the |ower revenue generated from
ACES.
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4:00:45 PM

M. Stickel discussed slide 24, "Projected revenues under
production scenarios — at $100 / barrel ANS." He stated
that 2019 displayed slightly |ess revenue under ACES.

M. Pawl owski stressed that the ACES did not have the
assunption of new production.

M. Stickel discussed slide 25, "Projected revenues under
production scenario - at $120 / barrel ANS."

M. Pawl owski hoped to discuss the figures which were bases
on near term options with. He clarified that the analysis
was from |egacy fields, and departnent w shed to remain
realistic.

M. Stickel discussed slide 26, "Projected revenues under
production scenarios - at forecast ANS price."

Senator O son wondered if DOR anticipated that the
corporate incone tax would continue to renain the same. M.
Stickel replied that it was projected that there would be
over $600 million per year in only the petroleum incone
tax. He furthered that there would be an additional
approximately $100 million for the non-petroleum incone
t ax.

SB 21 was HEARD and HELD in commttee for further
consi derati on.

#
ADJ OURNVENT
4:05:20 PM

The neeting was adjourned at 4:06 p. m
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