SENATE FI NANCE COWM TTEE
March 14, 2013
9:09 a.m

9:09: 21 AM

CALL TO ORDER

Co-Chair Meyer called the Senate Finance Commttee neeting
to order at 9:09 a.m

VEMBERS PRESENT

Senat or Pete Kelly, Co-Chair

Senat or Kevin Meyer, Co-Chair

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

Senat or M ke Dunl eavy

Senat or Lyman Hof f man

Senat or Donny O son

VEMBERS ABSENT

None

ALSO PRESENT

David Scott, Staff, Senator Donny dson; Kris Curtis,
Legi slative Auditor, D vision of Legislative Audit; D ane
Burnham  Audit Manager, Division of Legislative Audit;
El i zabet h Nudel man, Di rector, School Fi nance and
Facilities, Departnent of Education and Early Devel opnent;
Tom Begich, Policy Drector, Ctizens for the Educati onal
Advancenent of Alaska's Children; Bruce Johnson, Executive
Director, Alaska Council of School Adm nistrators; Suzanne
Arnstrong, Staff, Senator Kevin Meyer; M chael Paw owski,
Advi sor, Petroleum Fiscal Systens, Departnment of Revenue;
Barry Pulliam Mnaging Director, Econ One Research, Inc.;
Roger Marks, Legislative Consultant, Legislative Budget and
Audit Committee; Bruce Tangenman, Deputy Conm ssioner, Tax

D vision, Departnent of Revenue; Senator Lesil MQiire;
Senat or Bert Stedman; Senator Cathy G essel; Senator Hollis
French; Senator Bill Wel echowski, Senator Peter M cciche.

PRESENT VI A TELECONFERENCE




Ed Hall, Physician Assistant and Former President, Al aska

State Medi cal Boar d, Anchor age; Davi d Her bert,
Superintendent, St. Mary's School District, St. Mry's;
Scot t Jepsen, Vice President of Ext er nal Affairs,

ConocoPhillips; Bob Heinrich, Vice President of Finance,
ConocoPhi |l l'i ps; Dam an Bil bao, Head of Finance, BP Al aska,;
Dan Seckers, Tax Counsel, Exxon Mobil.

SUMVARY

SB 21 O L AND GAS PRODUCTI ON TAX
CSSB 21(FIN) was REPORTED out of committee as
"amended" with a "do pass" recommendation and
with two new fiscal inpact notes from the
Department of Revenue and one new indeterm nate
fiscal note from the Department of Natural
Resour ces.

SB 38 EXTEND STATE MEDI CAL BOARD
CSSB 38(FIN) was REPORTED out of commttee with a
"do pass" reconmendation and with a previously
publ i shed fiscal inpact note: FN1(CED).

SB 62 SCHOOL CONST. GRANTS/ SMALL MUNI Cl PALI TI ES
SB 62 was HEARD and HELD in conmttee for further
consi der at i on.

#sb38

SENATE BILL NO. 38

"An Act extending the termnation date of the State
Medi cal Board; and providing for an effective date.”

9:11:12 AM

Senator O son appreciated the conmttee hearing the bill
and stated that it was inportant to the state's nedical
pr of essi on.

DAVI D SCOTT, STAFF, SENATOR DONNY OLSQN, stated that the
bill extended the sunset of the Al aska State Medical Board
from June 30, 2013 to June 30, 2020. He discussed the
makeup of the Al aska State Medical Board and shared that it
was responsible for the [|icensing, regul ati on, and
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di sci pline of physi ci ans, podi atri sts, physi ci an's
assistants, and paranedics in Alaska. He related that an
audit, which had recently been conducted through the
Division of Legislative Audit had recomended that the
sunset be extended. He indicated that there was soneone
present from the division to answer questions regarding the
change.

9:13:41 AM

Co-Chair Kelly MWED to ADOPT the proposed conmttee
substitute for SB 38, WORK DRAFT 28-LS0391\U (Martin,
3/ 12/ 13). There being NO OBJECTION, the CS was ADOPTED as a
wor ki ng docunent .

KRIS CURTIS, LEG SLATIVE AUDI TOR, DIVISION OF LEAQ SLATIVE
AUDI T, stated that during the past year, the division had
conducted a sunset audit (copy on file) of the Al aska State
Medi cal Board with the purpose of determ ning whether the
board was serving the public's interest and should be
extended. She indicated to the commttee that her manager
woul d continue readi ng her talking points.

DIANE BURNHAM  AUDIT MANAGER, DIVISION OF LEGQ SLATIVE
AUDI T, stated that the division recommended that the Al aska
State Medical Board's term nation date be extended 7 years
until June 30, 2020. The recommendation was 1 year |ess
than the 8-year maximum in recognition of 1 new finding
related to continuing nedical education (CME) reviews. She
shared that during the audit period, the nedical board had
gone through 2 bi-annual licensing cycles and that in 1 of
those cycles, the Division of Corporations, Business and
Prof essional Licensing (DCBPL) had failed to review CME
requirenents in accordance W th t he regul ati ons;
regul ations had required that 208 or 5 percent of |icensees
be reviewed, but the staff had only reviewed 172, or 4

percent of |icensees. She expounded that the division
recoomended that the DCBPL director ensure that the
quantity of licenses selected for review neet the m ninmm

requi red by regul ati ons.

Ms. Burnham stated that the report also included two
ongoi ng recomendations, the first of which was associ ated
with deficiencies in the DCBPL investigative case
managenent system the deficiencies were noted in severa
FY1l special audits and sunsets audits; this audit had
found that several investigative cases reviewed for the
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nmedi cal board were missing key information in the system
such as priority codes, case open dates, and resolutions
codes. She continued that the deficiencies in the case
managenment system hanpered the division's ability to
provi de adequate investigative support to the board and
shared that the division had also taken steps to nmake
i nprovenents by formng a task forumto identify necessary
corrective action.

Ms. Burnham shared that the report's second ongoing
recomendation was for the DCBPL director to inplenent
procedures to ensure that board disciplinary actions were
reported in accordance with state and federal law, the |aw
required that disciplinary actions be reported to national
data banks. She expounded that a previous audit had found
that not all disciplinary actions were being reported and
that sonme were being reported after the 30-day limt. She
explained that the division's review had found sone
inprovenent in that all the disciplinary actions that it
reviewed were report to the data banks; however, none were
reported within the 30-day |imt.

Senator O son surmsed that the existence of a CME issue
did not necessarily conprom se any licensee or health care
provider and inquired if that was correct. M. Curtis
replied t hat t he Di vi si on of Legislative Audit's
recomrendati on had been addressed to the DCBPL staff to
review the applications for renewal and did not indicate
that there was any type of abuse occurring.

Senator O son commented that the Al aska State Medical Board
and DCBPL had done a superb job in the last 12 years.

Co- Chair Meyer CLOSED public testinony.

9:18: 54 AM

Co-Chair Meyer noticed that the bill proposed an increase
for the Alaska State Medical Board's executive secretary.
He noted that the increase would be program receipt
supported and that was not too concerned about it if the
sponsor was not; however he requested an expl anation of the
increase. M. Scott responded that the sponsor had been
approached by the president of the Al aska State Medical
Board's regarding the increase. He related that the scope
and volunme of the work being done by the executive director
was not on parody with other simlar boards and that the
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state nedical board had requested the sponsor to offer the
increase. He stated that Ed Hall, who was the president of
the state nedical board, should be online to answer
guesti ons.

Vice-Chair Fairclough inquired what the current salary
scale was for the position, as well as what the proposed
increase was. M. Scott replied that the current salary was
a range 17 and that it was being increased to a range 23.

Vi ce-Chair Fairclough noted that the difference in pay from
a range 17 to a range 23 was a big junp and inquired what
that increase represented in dollar terns. She noted that
the increase would use program receipts and queried if the
the president was acting on behalf of the state nedical
board when he had nade the request. She observed that the
position was for a full-time executive secretary and not an
executive director.

Senator O son clarified that the president of board would
be the best suited to answer the question.

9:21:28 AM

ED HALL, PHYSICI AN ASSI STANT AND FORMER PRESI DENT, ALASKA
STATE MEDI CAL BOARD, ANCHORAGE (via tel econference), stated
that the nedical board had collectively discussed the range
i ncrease and recognized that the responsibilities that had
been placed on the board' s executive admnistrator had
continually increased; furthernore, over this tinme, the
range of the position had not been increased. He understood
that the position was currently at a range 18 and rel ated
that the Board of Public Accountancy (CPA Board) had passed
a bill to bring its executive admnistrator to a range 23.
He offered that a range 18 was the equivalent of a
| egislative front desk receptionist and conveyed that the

board had col l ectively agr eed t hat its executive
adm nistrator's responsibilities far exceeded that of a
receptionist's; furthernore, t he position's
responsibilities and the nunber of licensees were

increasing and the board had concerns regarding retention
of the nedical providers in the state. He expounded that
the nedical board needed to continue to keep up pace wth
the processing of applications, which the executive
adm nistrator was an integral part of. He related that the
fiscal costs for the increase would be paid by the
licensees, but that he did not think it would represent a
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significant hit to the licensing fees. He pointed out that
for the past several years, the board had been rolling over
nore than $1 million, which was why it was confortable
asking for the range increase. He discussed the need for
the nedical board to maintain a quality executive
adm ni strator and shared that |icensing exam ners' salaries
were not on parody either; DCBPL was trying to inprove the
exam ners' salaries to address retention issues and high
attrition rate.

9:25: 56 AM

Vi ce-Chair Fairclough pointed out for the record that it
was her experience that front desk positions in the
| egi sl ature were usually around a range 14.

Co-Chair Meyer inquired how nmany staff nenbers there were
total and observed that the fiscal note showed 2. M. Scott
responded that there were two staff nmenbers, but that there
was ot her support that the board received through DCBPL and
the Departnent of Commer ce, Community and Econom c
Devel opnent. He added that M. Habegar, who was the
director of DCBPL, could probably answer the question
better.

Senator (Oson stated that sone of the support staff
i ncl uded investigators.

9:27:49 AM
AT EASE

9:29:13 AM
RECONVENED

9:29:21 AM

Vi ce-Chair Fairclough pointed to page 8 of the Division of
Legislative Audit's report and inquired if M. Hall had the
report on hand. M. Hall replied that he did not have the
docunent in front of him

Vice-Chair Fairclough read from a paragraph on page 8 of
t he report:

..Deficiencies in the division's investigative case
managenent system have not been addressed.
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Vice-Chair Fairclough continued to discuss page 8 of the
Division of Legislative Audit's report. She related that
the report discussed a nedical board special audit and
poi nted out that while the board was coming into conpliance
slowy, it appeared as if there were still a few issues
being raised; she inquired if M. Hall could speak to those
issues. M. Hall replied that investigative processes had
changed and that the board had a better system of checks
and balances to make sure that reporting to the Nationa
Practitioner Data Bank had inproved. He observed that M.
Habegar may be better suited to speak to investigative
staff issues.

Vice-Chair Fairclough noted that it was specifically
recommended on page 8 of the legislative audit report that
the state nedical nedical board establish regulatory
tinmeliness for processing conplaints and inquired if the
board had discussed this. M. Hall responded that the issue
had been addressed and that tinely reporting was another
responsibility that had been given to the board' s executive
adm ni strator.

Vice-Chair Fairclough inquired if the same individual who
had been the executive administrator in the past would be
continuing forward in the position with a pay raise. M
Hall replied that the board hoped that was the case and
added that he did not think that the person was planning on
nmovi ng on soon despite what the board saw as a disparity in
the position's pay-range |evel.

Vice-Chair Fairclough inquired if the position's hours were
bei ng expanded. M. Hall replied that he was not certain if
the position's hours had been expanded, but that the board
did have that individual attend the Federation of State
Medi cal Boards' neeting, which was an annual occurrence, as
wel | as other appropriate trainings that were necessary.

9:32:43 AM

Vice-Chair Fairclough stated that she did not have a
problem wth the advancenent of the nedical board' s
executive assistant's pay range; however, if the issue was
that the sane person who was working the sane anount of
hours could not acconplish the task because they were not
being paid enough, then she had problem with that. She
observed that sonmeone should be doing their job regardl ess
and wondered if, given the limted nunber of hours in the
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day and the |large raise, the board m ght need another staff
menber; however, she supported the board s extension and
would leave it up to the board itself and Senator A son to
make sure the appropriate tools were available to address
the issues that auditors had identified as weaknesses in
t he program

Senator O son agreed with Vice-Chair Fairclough's line of
questioning and noted that he was also cautious because
from his perspective, the salary raise would represent an
increase to his annual fees and Ilicensure costs. He
understood that there was turnover within the "departnent"
because the salary was not comrensurate wth other
executive admnistrators and inquired if that was one of
the reasons that the increase had been requested. M. Hall
responded that during his tenure, the nedical board had two
executive admnistrators and that the recognition of the
position's work for the board was continually increasing.

\V/ g Hal | addressed Vice-Chair Fai rcl ough' s comrent s
regarding hours spent. He shared that, wunofficially, the
person currently in that position did their job within the
8- hour work day, but also worked beyond that. He surm sed
that the board' s executive admnistrator had not "seen an
8-hour day" in quite a while. He stated that regarding
turnover, both of the executive admnistrators during his
tenure had been very dedicated to the nedical board and its
busi ness and explained that despite a dissatisfaction with
the range level, the enployees had been comritted for other
reasons.

9:36: 03 AM

Co-Chair Kelly MOVED to REPORT SB 38 out of conmttee with
i ndi vidual recommendations and the acconpanying fiscal
note. There being NO OBJECTION, it was so ordered.

CSSB 38(FIN) was REPORTED out of conmittee with a "do pass”
recommendation and wth a previously published fiscal
i mpact note: FNI1(CED).

9: 36: 39 AM
AT EASE

9:39: 56 AM
RECONVENED
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#sb62
SENATE BILL NO. 62

"An Act relating to grants for school construction.™

9:40: 02 AM

Senator O son stated that tinme was of the essence regarding
the bill because of the school construction that was going
on, particularly related to the small nunicipalities, and
schedul i ng problens related to the funding.

M. Scott introduced SB 62 and stated that it allowed 5
school districts be becone eligible to use the Regional
Educational Attendance Area (REAA) School Construction
Fund, which had been established in 2010 by the 26th
Legislature in SB 237. He explained that the inpetus behind
t he REAA Fund was the Kasayulie Case.

M. Scott presented a brief sectional analysis. He stated
that Section 1 added the words "to small runicipa
districts" to the nane of the REAA Fund. Section 2 defined
what a snall rmunicipal school district was, which was "a
district in the state that has an average daily nenbership
(ADM of not nore than 300 and the full value per ADM was
not nore than $500,000." Section 3 added "small nunicipa
districts" to the name of the REAA Fund and Section 4
delineated that small nunicipal school districts had the
definition that was pointed out in Section 2.

9:43: 11 AM

Vice-Chair Fairclough observed that the fiscal notes
appeared to propose $35 nmillion per year. She inquired why
the appropriation was not standing alone and why the
Kasayulie case was part of the discussion. M. Scott
replied that there was a new revised fiscal note and that
he would try to answer the question. He shared that the
REAA Fund dealt with the Kasayulie case regarding how there
was inconsistent funding for Rural Alaskan schools and
poi nted out that there was formula in law, which was in AS
14.11. 025(b) and Section 1 of the bill, that determ ned the
$35 mllion anmpbunt; the fornmula used the total anount of
annual debt service divided by the percentage of the
schools that were located in the district and nultiplied by
a .244 quotient.
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Vi ce-Chair Fairclough thought that the Kasayulie case was
resolved with setting up the REAA funds. She understood the
i ssue, but did not understand why the Kasayulie case was
being discussed in reference to a bill that was adding
addi tional aid.

Co-Chair Meyer noted that Senator Hoffman knew the issue
wel | .

Senator Hoffman stated that the Kasayulie case was
| egislation that he had worked on for about 10 years, and
believed that he had piggy packed on a bill of Co-Chair
Meyer's in order to resolve the case. He stated that the
Kasayulie case was brought forward for REAAs, but noted
that there continued to be school districts in Alaska that
were not REAA's and did not have the capacity to sel
bonds; furthernore, Tanana and St. Mary's were first class
cities that did not have this designation or authority, but
still had a responsibility to build new schools. He
explained that the 2 cities had led the way in accepting
the responsibly in funding education, but did not have the
foresight to realize that they would be responsible for new
school construction. He furthered that the Kasayulie case
had been primarily addressed to REAA Rural Al askan school s
and pointed out that the case had been decided against the
State of Alaska; the judgnent basically stated that the
difference in funding between REAA and urban schools was
arbitrary and i nadequat e.

Senator Hoffman continued to speak to the Kasayulie case
and related that the focus of SB 237 was to address the
plaintiffs' issues of inadequate funding for REAA schools;
however, there was still an issue of contention regarding
how the governor had submtted his capital budget the
previous year. He explained that as required, there was $32
mllion or $33 mllion that went into the REAA fund, but
that that during the negotiations, there were 10 rural
schools that needed to be addressed prior to the fund
kicking in; between 2010 and the last year, 7 of those
schools had been funded directly through the General Fund
mechanism He related that the prior year, the |egislature
had changed the way the governor had approached the funding
for the Kasigluk and Emmonak schools to have those school s
be funded through General Funds. He observed the governor
trying to do the same thing wwth the |last school, which was
Ni ght mute and noted that he was planning on neeting wth
M. Begich and Co-Chair Meyer in order to rectify the issue
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the sane way as the previous year. He pointed out that the
REAA case was settled for REAA schools, but that it did not
address the other 5 school districts in SB 62 that
ultimately had the responsibility to fund those schools;
furthernore, these 5 school districts were small rural
districts that did not have the capacity to build the
school s.

Senator Hoffrman pointed out that instead of addressing the
issue in a different way, Senator O son was proposing the
change in the SB 62, which seened reasonable. He stated
that the problem he had was that the individual REAA
schools that had brought the Kasayulie case forward could
potentially experience a dilution in REAA funds as a result
of the additional 5 smaller schools. He noted that rural
school s had a cost between $30 million and $50 million and
that the plaintiffs of the REAA case would in essence be
sharing the settlenent with the smaller schools districts;
however, he did not have nuch "heartburn®™ wth that
approach if the state could at least fund the |ast school
with general funds. He opined that the issue should be
addressed without having to open up the Kasayulie |awsuit
agai n.

9:50: 54 AM

Vi ce-Chair Fairclough supported nmaking sure that rural
schools were treated wth fairness and agreed that the
Kasayul i e case should be closed. She added that her issue
was that the Kasayulie case should be closed period and
that the state should | ook at equitable funding across the
state "with that Iens.” She shared Senator Hoffman's
concern that adding other schools could dilute the
conprom se of Kasayulie case and observed that the noney
contribution would be annual, which represented a win in
t he end.

Co-Chair Meyer noted that Senator Hoffrman had taken his
good bill and nmade it better and requested that Senator
Hof fman refresh the conmittee on how he had dealt with the
Kasayulie case in the legislation. Senator Hoffnan offered
that he had taken a good bill and made it nuch better. He
related that the bill had been in the Senate Finance
Conmittee at t he time and recal | ed aski ng t he
admnistration for assistance in developing a fornula,
whi ch never developed. He relayed that the committee knew
the state was on the hook for 70 percent of the funds to

Senat e Fi nance Comm tt ee 11 03/14/13 9:09 A M



pay for urban schools and that the committee had witten a
formula on a percentage basis of how nmuch the State of
Al aska was paying for urban schools; a percentage of that
was taken to pay for rural schools. He shared that a
probl em had been that the first 10 schools had substanti al
construction costs and that there was an understandi ng that
t hose schools would be funded so that the smaller schools
could be addressed. He thought that if the N ghtnute school
was addressed through the current year's capital budget and
this legislation was changed, the state would be able to
get to the St. Mry's school this next year. He offered
that St. Mary's was the only school on the list, but others

could subnmt evaluations and be evaluated; all of these
schools were funded on an evaluation basis on which ones
were in the nost need of repair or replacenent. He

coormented that there were no provisions to address the
maj or mai nt enance i ssue.

9:54:15 AM

Vice-Chair Fairclough stated that she was 100 percent
behi nd appropriate funding for Rural Al askan schools, but
did not understand why there was not a road between Toksook
Bay and Nightnmute. She pointed out that the road was needed
for public safety issues, but also because the state was
building 2 schools that were in very close proximty to
each other. She understood that Toksook Bay and Nightnute
were 2 distinct comunities that wanted to remain distinct,
but observed that as noney started to constrict those were
decisions that the state would have to nake. She
acknow edged that a road would be expensive and m ght
create too many public safety issues, but that it could
connect that comunity to a school that was already
i nproved.

Senator Hoffrman stated that he agreed wth Vice-Chair
Fairclough and related that he had recently been discussing
additional ways to save to noney for rural schools wth
Senator Dunleavy. He stated that there were several issues
in both rural and urban schools that continued to need
attention such as increased education opportunities,
i ncreased scores, and possi ble ways to save.

Senator O son observed that many school districts in his
district were single-school districts that did not qualify
as REAAs; however, sonme of the districts were dealing with
the sane situation that had been addressed in the Kasayulie
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Case, particularly Gal ena. He discussed inconsistent
funding of certain school needs in Al aska. He concluded
that the intent of the bill was to ensure that school
districts across the state were not overlooked and rectify
the problem in districts where this my have Dbeen
occurring.

Co-Chair Meyer recalled Vice-Chair Fairclough's coments
regarding the possibility of building a road from Toksook
Bay to Nightnmute instead of building another school and
inquired what the distance was between the 2 comunities.
Vice-Chair Fairclough thought that the distance was |ess
than 5 m | es.

Senat or A son thought that the distance was about 7 mles,
but that the route would have to cross the river. He
pointed out that the rising tide was a factor on the river
delta and that building a bridge would be conplicated. He
opined that the state would have to consider a way to get
the 2 communities connected, not only for schools, but also
for needs like electricity.

Senat or Hoffman noted that the villages on the river delta
were now represented Senator Gary Stevens.

9:59:44 AM

DAVI D HERBERT, SUPERI NTENDENT, ST. MARY'S SCHOOL DI STRI CT,

ST. MARY'S (via teleconference), voiced the district's
strong support of SB 62. He related that St. Mary's Schoo

District had originally been part of the Kasayulie case,

whi ch had recogni zed that the method of funding new schoo

construction in Alaska's schools needed to be fair and
equitable. He reported that during the final negotiations
of the settlenment, the St. Mary's School District had been
excluded from the list of schools that were eligible to
receive funds through the Kasayulie funding mechanism the
exclusion was due to the fact the St. Mary's was consi dered
a first class city school district instead of an REAA
district. He explained that a first class city school

district such as St. Mary's required the city to make a
mandatory local contribution to the school district each
fiscal year to help offset the costs of running the schoo

district; wher eas, REAAs did not have a nmandatory
contribution requirenent. He stated that St. Mary's was
surrounded by REAA school districts that were benefitting
from the Kasayulie new school <construction funds. He
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expressed that St. Mary's was disappointed to have been
excluded from the settlenent during the final hours of the
negoti ati ons because it was the only first class city
school district in the [awsuit.

M. Herbert related that the St. Mary's School D strict had
then taken the necessary steps to inproves its position on
the new school construction list through the Departnent of
Education and Early Devel opnent and had witten a quality
application; additionally, the district had been frugal and
fiscally responsible in order to nake the additional

investments needed to inprove the quality of its
application and had followed all the steps to ensure that
it met all requirenents to nove up to the top of the new
school construction list. He pointed out that currently,

St. Mary's was the only small nunicipal school district on
the school construction list that SB 62 would apply to;

therefore, the inpact of the legislation would be mnim

to the state, but would be greatly inportant to the St.

Mary's School District because wthout the bill, the
district's chances of being funded for new school

construction would be greatly di m ni shed.

M. Herbert related that currently, nobst nmunicipalities in
the state had bonding capacity, which neant they were
eligible to pass bonds and receive up to 70 percent
rei mbursenent from the state for new school construction
projects. He stated that the Kasayulie case funding
nmechanism in SB 237 provided a funding source for Rura
Al askan schools that did not have the capacity to bond and
were REAA schools; however, there was 1 small group of
school districts that were not included with the urban or
REAA groups, which was the group that were the snal
muni ci pal school districts as outlined in SB 62. He opined
that the St. Mary's School District had denonstrated its
ability to provide quality education in Rural Al aska, had
out per f or ned surroundi ng school s acadeni cal |y, had
denonstrated sound fiscal managenent, and was ensuring that
its students becane contributing and productive citizens.
He urged the conmttee to pass the |egislation.

Co- Chair Meyer CLOSED public testinony.

10: 06: 15 AM

Co-Chair Meyer inquired if the admnistration supported SB
62.
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ELI ZABETH NUDEL MAN, Dl RECTOR, SCHOOL FI NANCE AND
FACI LI TI ES, DEPARTMENT OF EDUCATI ON AND EARLY DEVELOPMENT,
responded that the adm nistration did not have a fornal
position on the legislation. She furthered that the
admnistration had reviewed the bill and did not see any
out st andi ng unanswer ed questi ons.

Co-Chair Meyer inquired if M. Nudelman had prepared the
fiscal note. Ms. Nudel man responded in the affirmative. Co-
Chair Meyer noted that the bill's estimated cast was
$618, 000 and requested an explanation of the amount. M.
Nudel man responded that the Departnment of Education and
Early Devel opnment (DEED) had spoken to the Legislative
Fi nance Division and had made a revised fiscal not for the
presentation. She shared that the calculation for the
funding for the REAA Fund was the annual school debt that
the state spent, divided the percentage of nunicipality
schools in Alaska, nultiplied by a constant of .244; this
created the proportion of funding that supported the REAA
funding stream She explained that the $618,000 was
generated when 5 of the nunicipal school were noved into
t he REAA group, which changed the percentage slightly; the
exi sting funding was about $35 million annually, which the
bill would change by about $600, 000.

Co-Chair Meyer inquired if the funds would be in the
capital budget. M. Nudelman responded in affirnmative and
poi nted out the funds being capital was one of itens that
the Division of Legislative Finance had pointed out in the
original draft of the fiscal note.

Co-Chair Meyer inquired if the $618,000 was on top of the
$35 million that was already in the capital budget. M.
Nudel man responded in the affirmative and added that the
$35 nmillion in the capital budget would beconme about $35.6
mllion.

Co-Chair Meyer noted that the fiscal was unclear, but that
Ms. Nudel man had had clarified things.

10: 08: 53 AM
AT EASE

10: 11: 50 AM
RECONVENED
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Vi ce-Chair Fairclough wondered what itens were currently on
the major maintenance list. She recalled that before the
Kasayulie case had been settled, there had been schools
across the state that were trying to conpete on the state's
list and that there had been a bottleneck at the top of
list of the schools, which were predomnantly in the
Kasayulie case, that needed to be funded; as a result, no
ot her schools across the state could match the criteria
that was already established with those schools waiting to
be funded. She wondered what was Ileft on the nmjor
mai nt enance list and wunderstood that St. Mary's School
District was nunber 2 on the remaining priority list. She
noted that sonmeone was copying a draft of the list so that
the conmttee could exam ne the issue.

Co- Chai r Meyer voi ced agr eenent W th Vi ce-Chair
Faircl ough's request and stated that his office would make
sure that all the nmenbers received a copy of the |ist.

Vice-Chair Fairclough requested that the admnistration
provide the 1list of mgjor naintenance. Co-Chair Meyer
agreed that it would be better if the list came from the
adm ni strati on. MVs. Nudel man replied that DEED would
provide the requested information and added that the
departnment prioritized a list for mmjor naintenance and a
list for construction each year, both of which were on the
departnment's website.

Vice-Chair Fairclough hoped that the comittee would
receive both |ists because both were inportant to all of
Al aska.

Co- Chair Meyer noted M. Begich was heavily involved in the
Kasayul i e case and requested his thoughts on the record.

10: 14: 18 AM

TOM BEGQ CH, POCLICY DI RECTOR, CITIZENS FOR THE EDUCATI ONAL
ADVANCEMENT OF ALASKA'S CHILDREN, noted that Citizens for
t he Educational Advancenent of Alaska's Children was the
plaintiff group that had brought the Kasayulie suit forward
and that it represented 21 of the 53 school districts in
the state; furthernore, it represented 12 of 19 REAAs. He
reassured Vice-Chair Fairclough that the bill did not
attenpt reopen litigation, but that it attenpted to fix the
gap. He pointed out that there were schools that could
utilize the Minicipal Debt Reinbursenent Fund and those
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that were covered under the REAA funding nmechanism but
that there were a nunmber of snmall schools that had fallen
through the cracks that did not have the capacity to bond
or were not REAAs. He explained that the |I|egislation
ensured that that any districts that fell under the
criteria of not having the capacity to bond or were not
REAAs woul d have access to the REAA funds. He addressed
Senator Hof frman's comments regardi ng possible concerns from
REAAs about a dilution of funding REAA funding, but
asserted that as the plaintiff group in the Kasayulie case,
the Ctizens for the Educational Advancenent of Al aska's
Children had nmade SB 62 its highest legislative priority
with the recognition that sone of the other plaintiff
menber districts had not been addressed. He reassured the
committee not to worry about a feeling that the bill would
di m ni sh the REAA Fund.

M. Begich discussed the administration's priority list for
maj or mai ntenance and construction and related that
although St. Mary's could currently qualify for funding
through the General Fund, the REAA Fund was designed for
schools exactly like St. Mary's. He added that the bill's
particular formula was adopted to mninmze the inpact that
the legislation would have on the REAA Fund, which was why
it used a conbination of value, divided by ADM and had an
ADM nunber of 300; this nethod ensured that only the
districts that could not bond would have access to the REAA
Fund. He explained that if a city's tax base expanded, it
could cause a district to be no longer eligible for funding
because eligibility was based on a formula and not on the
named communities; the formula was ainmed at continually
focusing on equity regardi ng how schools were funded.

10: 17: 47 AM

Senator Hoffman recalled a previously nentioned Ilist of
schools and stated that N ghtnute was the |ast school that
was to be funded with General Funds. He recalled fixing the
funding for "the 2 schools" the prior year and swtching
the funding mechanismto General Funds. He pointed out that
the governor was again trying to build schools with the
REAA Fund and offered that the legislature felt that those
top 10 schools should be funded with General Funds; he
requested M. Begich to address these coments. M. Begich
responded that there were 5 schools nanmed in the consent
decree, 2 of which were put in the prior year's budget by
the governor to be funded by the REAA Fund; furthernore
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the Ctizens for the Educational Advancenent of Al aska's
Children and the governor had a disagreenent regardi ng what
the consent decree stated. He explained that the Citizens
for the Educational Advancenent of Alaska's Children
t hought that intent of the consent decree was to fund these
schools that were extraordinary in costs wth the Genera
Fund because it would otherwise w pe out the REAA Fund;
furthernore, this was also the position taken by the Senate
the prior year. He explained that the prior year, both of
"those school s" had been shifted from the REAA Fund as the
funding sources to the General Fund and that both schools
had been funded and supported by the governor in
consi stency with the consent decree.

M. Begich continued to address Senator Hoffnman's comments
and related that the in the current year, the governor had
i ntroduced the N ghtnute and Qui nhagak schools both draw ng
from the REAA Fund. He shared that the Citizens for the
Educati onal Advancenent of Al aska's Children believed that
the Ni ghtmute school should be funded through General Funds
and not through the REAA Fund, but that this represented a
decision the |egislature would have to nake. He pointed out
that if the N ghtnute were funded through General Funds and
the legislation passed, it would ensure that St. Mary's
woul d draw from the REAA Fund this year and would help free
up the clogging of the list that had occurred over tine. He
pointed out that there was 1 |arge school left on the Ilist
that was not involved in the Kasayulie case and that once
it was funded, the list could be cleared rapidly.

10: 20: 32 AM

Co-Chair Meyer inquired how nuch noney was in the REAA
fund. M. Begich replied that the prior year, about $35

mllion had been appropriated to the fund and that in the
current year, there would be about an additional $35
mllion. He noted that the fund was capped at $70 mllion

and that even if the l|egislation added $600,000 it had no
effect once the cap was reached. He clarified that if
not hi ng was spent out of the REAA fund in the current year,
the next year's deposit would be virtually nothing; even
t hough an appropriation was required, the fund would be
maxed out .

Senator O son inquired why St. Mary's did not qualify as an

REAA school district and expressed concerns regarding
potentially making the sane m stake with sone of the school
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districts that he represented. M. Begich replied that the
St. Mary's had chosen to organize and tax, which took care
of a lot of local education and other needs; however, what
the district had not addressed when it became incorporated
as a city was having to build schools. He explained that
St. Mary's did not have the property tax base needed to
bond and pointed out that bonding agencies |ooked at raw
nunbers and values; in this instance, St. Mary's did not
have property tax base that any bonding agency would all ow
it to issue bonds wth.

Senator A son queried why St. Mary's had not been included
and wondered if what was part of the negotiators’
reasoning. M. Begich replied that the nechanism for
getting the plaintiff and the state to cone to the table
and negotiate was proposed in 2010. He explained that the
mechani sm was a conplex bill that was attached to another
conplex bill and referenced earlier coments by Co-Chair
Meyer and Senator Hoffman; additionally, the bill had been
at risk of not passing. He shared that he could not speak
to what occurred during negotiations, but that it had been
simpler to look at the REAA nunber versus the bonded
nunbers by those who were actually working in the
| egislature on that bill; a result, a conprom se had been
reached. He shared that at the tinme in 2010, "we all" had
brought up the question about the bonded schools and that
people had hoped to correct the issue before the
| egislation cane into play; however, this sinply did not
happen. He stated that the Citizens for the Educational
Advancenent of Alaska's Children had pursued SB 62 on St.
Mary's behalf, as well as other the schools, and were
hopeful that the |egislation would pass.

10: 24: 42 AM

Senator Bishop inquired if the legislation would close the
donut hole on any other schools. M. Begich responded in
the affirmative,.

BRUCE JOHNSON, EXECUTI VE DI RECTOR, ALASKA COUNCI L OF SCHOOL
ADM NI STRATORS, stated that the nenbership was supportive
of the | egislation.

Senator A son inquired what the consequences of the bil

not passing in a tinely manner wuld be. M. Johnson
replied that if the bill did not pass, the 5 school
districts that were being considered would be unable to
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have some of their needs addressed regarding capital
projects because they did not have the noney or the
capacity to raise it through a bond because of their
limted taxing authority.

10: 27: 45 AM

AT EASE

10: 30: 14 AM

RECONVENED

Co-Chair Meyer noted that the bill represented a |ot of
noney and that the conmttee would have further discussion
on the | egislation.

SB 62 was HEARD and HELD in commttee for further

consi

10: 31

der ati on.

:04 AM

RECESSED

3:17:

16 PM

RECONVENED

#sb21

SENATE BILL NO 21

3:18:

"An Act relating to appropriations from taxes paid
under the Alaska Net Income 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 statements by
producers and explorers; relating to the determ nation
of annual oil and gas production tax values including
adj ustments 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."

31 PM
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Co-Chair Kelly MOWED to ADOPT the proposed conmttee
substitute for SB 21, Wrk Draft 28-GS1647\Y (Bull ock,
3/ 13/ 13).

Senat or Hof f man OBJECTED for the purpose discussion.

SUZANNE ARMSTRONG, STAFF, SENATOR KEVIN MEYER, referred to
"Proposed Changes in Senate Finance CS SB 21 Version 28-
GS1647\Y" (copy on file).

Maxi mum Base Tax Rat e:
Est abli shed in Section 9 (page 4, lines 30-31 and page
5, lines 1-11)

January 1, 2014 — Decenber 31, 2016: 35 percent
Ef fective January 1, 2017: 33 percent
Repeal s Progressivity:

No Change from Senate Resource Version
No Change from Governor’s Version

Per Bbl All owance: $5. 00/ bbl
Establi shed in Section 23

G oss Revenue Excl usion
Established in Section 30 (part of Section 12 as
Payment of Tax)

e Produced from a lease or property not within a
unit on January 1, 2003: 20 percent

I n Senate Resources Version at 30 percent
In Governor’s Version at 20 percent

e Produced from a participating area established
after Decenber 31, 2011: 20 percent

I n Senate Resources Version at 30 percent
In Governor’s Version at 20 percent

e Produced from a well that has been accurately
met ered and neasured by an operator and that DNR
has certified was not contributing to production
before January 1, 2013 (certified through
required POD): 20 percent
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Net Operating Loss, Mnetizabl e:
Section 16, Section 17, Section 19

Moneti zable or carry forward annual |oss credit
(tn the amount equivalent to production tax
rate):

January 1, 2014 — Decenber 31, 2016: 35 percent
January 1, 2017: 33 percent

Manufacturing Credit against State Corporate |ncone
Tax:
Establi shed in Section 7

Provides for a manufacturing credit applied
agai nst a taxpayer’s corporate incone tax
liability for a qualified oil and gas service
i ndustry expenditure that occurs in the state.

 The total anobunt of credit may not exceed the
| esser of 10 percent of expenditures or $10
mllion.

* Mist be a taxpayer to qualify for the credit.

* Non-transferable

* The expenditure cannot be the basis of another
deduction under the Corporate |Incone Tax Law

e Reduces the shelf Ilife of the credit to five
years

Elimnates Qualified Capital Expenditure Credit: For
Expendi tures after 1/1/2014

Expl oration Incentive Credit:
Not extended to 2022
Wl sunset July 1, 2016

Smal | Producer Tax Credits:
Not extended to 2022

WIIl sunset 2016
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*Smal | producers that currently receive the
credit. | f production started after April 1,
2006, then the small producer is allowed to take
the credit for 9 years after the start of
conmer ci al  producti on. Very Ilikely that even
t hough the credit sunsets in 2016, there wll be
conpanies that are allowed to take the credit in
years after 2016

I nterest Rate for Delinquent Taxes:
Amended under Section 4

Adjusts how the interest is calculated on
del i nquent taxes: 3 percentage points above the
annual rate charged nenber banks for advances by
the 12th Federal Reserve District. Alternative to
the greater than approach (current statute) or
the | esser than approach (in Version 28-G51647\P)

Slide by Barry Pulliamof Econ One — 3/12/2013
Conform ng Sections: 1, 3, 5 6, 8, 14, 20, 31
32, 33

Communi ty Revenue Sharing Provision:
Renoves reference and tie to corporate incone tax
recei pts. Does not change how the fornula works,
or distribution of funds.

3:24: 47 PM

Co- Chair Meyer requested an explanation of the fiscal note.

M CHAEL PAW.OWSKI,  ADVI SOR, PETROLEUM FI SCAL  SYSTEMS,
DEPARTMENT OF REVENUE, spoke to the fiscal note dated
3/14/13 at 12:10 PM He related that while he had
participated in the developnent of the fiscal note from a
review standpoint, he had not developed the nunbers
hi nsel f; however, he could walk comrittee nenbers through
the conmponents in the fiscal note in relation to the CS. He
| ooked at page 1 of the fiscal note. He pointed to the
inclusion of a $100,000 line item in the services section
for 2014 that was for the revision in the interest rate
that was in the CS and stated that although the Departnent
of Revenue (DOR) was noving towards the adoption of the tax
revenue managenent system there was still work that needed
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to be done on the existing tax systenms to reflect the
change in the interest rate and the way it was levied with
the tax system the $100, 000 was the cost of the departnent
to inplenent the change in the interest rate.

M. Pawl owski spoke to page 4 of the fiscal note, which was
the table that itemzed the 10 different pieces in the
legislation that had a fiscal inpact. He noted that the
fiscal inpact in the note did not include potential revenue
i mpacts from potential increases in productions; the fiscal
note was based entirely on the revenue forecast and the
forecasted price of oil across the time period in the table
on page 4. He pointed to FY15 on the second colum and
related that it was the first full fiscal year of the
impact of the bill as the effective dates were designed in
the CS; line 1 showed the revenue inpact of elimnating the
progressive portion of the tax, which was $1.5 billion in
FY15. He furthered that Iine 2 showed that the increase of
the bas tax rate from 25 percent to 35 percent would raise
an additional $1.075 billion and would essentially generate
$425 nmillion less than what was being collected under
progressivity.

M. Pawl owski continued to speak to page 4 of the fiscal

note. He discussed line 4, which depicted a further revenue
increase to the state wth the limtation of credits
qualified capital expenditures (QCE) for the North Slope

this line represented the credits that were clai med agai nst
a tax liability and was projected to result in additiona

revenues to the state of $700 million in FYl4. He spoke to
the net operating loss credit increase to 35 percent for
cal endar years 2014 through 2016 and 33 percent for 2017
that was on line 4; these increases were refundable and
were dealt with below in the operating budget conponent. He
relayed that the gross revenue exclusion (GRE) on line 5
was provided as range, which was reflective of the fact
that in order to qualify for the GRE in the CS, there were
sonme portions that the Departnent of Natural Resources
(DNR) needed to certify to DOR, there was a burden of proof
by the industry and work that was conducted by DNR He
pointed out that the team at DOR had identified the
possi ble potential range of projects that mght, in
"perhaps the worst case scenario,"” qualify for a GRE based
on DNR s certification; in that year, it ranged froma |ow
side of $25 million to a high side of $175 mllion.
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M. Pawl owski continued to address page 4 of the fiscal
note. He pointed to line 6 and the provision requiring that
credits that were taken over 2 years be elimnated. He
explained that the credits were reflected in FY14, but
because the North Slope capital credits were not continued,
the issue did not add to the revenue inpact in the note
after that fiscal year; these credits were based on
expenditures in FY13 that would be taken over 2 years under
the existing Alaska's Cear and Equitable Share (ACES)
system He pointed to line 7 and related that the mnus
$250 mllion in FY14 was bringing an inpact that would have
been spread into FY15 in order to close out the state's
obligation based on the expenditures. He related that the
next substantive change in the fiscal note was on line 8,
which reflected the $5 per taxable barrel (bbl) allowance;
this would be a reduction in state revenue of $825 nillion
in FYl14. He stated that the credit wunder AS 43.20 for
qgual ified oi | and gas i ndustry expendi tures was
indeterminate, but the nore stringent |anguage that Senate
Finance Commttee had adopted limted the potential range
of conpanies that <could qualify 1in expenditures; this
effect dropped to $25 million and the credits were no
| onger transferable, but accrued directly to tax paying
entity. He discussed line 10 and the reduction in the
interest rate from federal funds rate plus 5 percent, or 11
percent, to the federal funds rate plus 3 percent; the
effect of this was indeterm nate, but was projected to be a
$25 million reduction that would possibly rise over tine as
del i nquent taxes or true-ups carried a bigger interest rate
over a time period.

M. Pawl owski continued to discuss page 4 of the fiscal
note and stated that the total revenue inpact in FY15
ranged from $575 mllion to $775 mllion. He pointed out
that the range of the revenue inpact reflected a
conbination of the inpact of the GRE being applied to
potential projects that were not currently contributing to
production within existing units, the qualified oil and gas
industry expenditures, as well as the interest rate
provision; this was offset to a degree by the reduction in
t he next section and was an inpact in the operating budget.
He expounded that because qualified capital expenditure
credits would no longer be offered on the North Sl ope under
the current version of the bill, DOR projected that about
$150 mllion less would need to be appropriated to the tax
credit fund for the reinbursenent of those credits;
additionally, the subsequent reduction was an inpact of the
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increase in the net operating loss credit rate to 35
percent and then 33 percent. He reported that the increase
in the net operating loss credit rate was projected to add
an additional $40 mllion to the operating budget and that
the net operating inpact was actually $110 mllion; DOR had
wanted to reflect that increasing the rate for the net
operating loss credit did have a cost. He discussed the
bottom of page 4, which depicted a total fiscal inpact of
$465 nmillion to $665 mllion in FY15.

3:33:52 PM

Co-Chair Meyer noted that the fiscal note reflected an
increase in the 3rd year out, which was partially due to
the reduction in "base rate from 35 percent to 33 percent;
on the other hand, the fiscal note did not include any new
oil. M. Pawl owski confirmed that the note did not include
possible new oil. He stated that the "bump"” in FY14 of "775
to 875" was really the addition of line 6 on page 4, as
well as the $150 mllion in the operating budget, which
conbi ned represented an additional $400 million inpact to
close out the outstanding qualified capital expenditure
credits that were accrued based on expenditures before the
effective date of the act. He stated that Co-Chair Meyer
was correct that the note's increases in the out years
reflected additional potential GRE eligible production
along with the decrease in the base rate.

M. Pawl owski directed the commttee's attention to page 5
of the fiscal note and related that it was the standard
scenario sheet that wused to walkthrough the fisca

presentation that was given on the previous CS; he offered
that nenbers would recognize the sane scenarios, but that
based on the request of the commttee, DOR had nade a few
nodi fi cati ons. He st at ed t hat t he " At For ecast ed
Production” was depicted at different prices and that at
$90 per bbl, the state would see roughly $75 mllion in
addi tional revenue under the prosed CS over ACES in FY14;

this nunber rose to $325 mllion at $90 per bbl, but in
FY15 at $120 per bbl, that the CS would represent $925
mllion |ess revenue than ACES; these revenue inpacts did
not include other inpacts of the bill, such as the renova

of the credit split, the inpact of the elimnation of
qualified capital expenditure credits, or the net operating
| oss credits.
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M. Pawl owski continued to address page 5 of the fiscal
note and pointed to scenario B. He stated that the scenario
represented 4 rigs being added within the |egacy units,
which were each drilling 4 wells that each produced 1,000
bbl at the begging of production with a decline of 15
percent. He explained that perhaps 50 percent of the
i ncrenent al production mght not be contributing to
production, so the table for scenario B assunmed that half
of the oil qualified for the GRE, however, if oil did not
qualify for the GRE, "this" nunber would be higher and
"l ower at the higher prices.™

M. Paw owski discussed scenario C on page 5 of the fisca

note and stated that it kept the sane CGRE application for
the 4 rigs, but also applied the GRE to the large new
devel opnent; the scenario assuned and showed the fiscal

inpact of a large new developnent in a legacy field that
received the GRE. He stated that the scenario showed that
even at a price of $120 per bbl of oil, the revenues to the
state would surpass what would have been collected under
ACES by 2018 if ACES <continued at the forecasted
producti on.

3:37:32 PM

Co- Chair Meyer renarked that 2018, or maybe slightly before
that, was the breakeven point and inquired how many bbl of
oil scenario C assunmed. M. Paw owski was unsure how nmany
bbl it would be in that year and explained that the
scenarios did not assunme a set nunber of bbl, but instead
built decline curves to mmc actual production within a
field. He further explained that rigs would be drilling a
well that declined at 15 percent a year and that the
scenario C was nore reflective of a realistic scenario. He
added that the scenarios were nodel ed based on activity and
production curves, but that he could provide the conmttee
with that information. He stated that the reason the tables
on page 5 were provided over a range of oil prices was to
show the sensitivity of revenues to price. He pointed out
that scenario B at the $100 per bbl price from FY15 through
FY19 showed increases and related the scenario showed
revenue increases of $225 million in FY15 at that price. He
concluded that determning the state revenues was a
function of the price of oil, the production, and the
spendi ng.
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Senat or Hof fman | ooked at page 5 of the fiscal note and
concentrating on 2017 through 2019 because it was the
period that would show the long-term inplications of the
maxi mum base tax rate. He pointed out that the price was
currently at $110 per bbl, but wondered if DOR had an idea
of what the price would be in 2019; furthernore, the range
between "425 and 1.3" was a wde range and the prices
depicted went from $100 per bbl to $120 per bbl. He
wonder ed what "those" inpacts would be at the current price
of about $110 per bbl. M. Paw owski responded that he did
not know of f hand what the $110 per bbl nunmber would be, but
that he could have the nunber run for the committee; the
reason that the $120 per bbl nunmber was chosen was because
the range in the forecast period rose in that time period
in FY19 to about $118.29 per bbl.

3:40: 44 PM

Senator Hoffrman stressed that the information about the
inpacts at current prices was very critical to the
commttee and that it would not be doing its due-diligence
unless it saw those nunbers fromthe departnent.

Senator Hoffman addressed scenario A on page 5 of the
fiscal note and directed the conmttee's attention to FY19,
whi ch was when the base rate would be at 33 percent; he
i nqui red what DOR thought the state woul d be pushing across
the table in scenario A if it assuned the forecasted
production of a 50 mllion bbl field at a price of $110 per
bbl if only one 50 mllion bbl field was devel oped. M.
Pawl owski responded that he would have to run the $110 per
bbl nunber.

Senat or Hoffman observed that the sanme question applied to
scenario B and Cin order to help the commttee do its due-
di i gence before the | egislation was noved on.

Senator Hoffman directed the comrittee's attention to page
4 of the fiscal note and FY17 through FY19; he noted that
that the nmaxinmum base tax kicked in at 33 percent in
January 1, 2017. He pointed to the bottom lines of the FY
17, FY18, and FY19 columms and observed that at the high
end, there was about $1.25 billion being pushed across the
table in FY17; this nunber increased in FY18 and FY19 to
$1.3 billion. He acknow edged that intent of stenming the
decline and offered that he was wlling to take risks;
however, nore information, particularly regarding "these
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ot her nunbers,” would be required because the stakes were
tremendous at the high end. He expressed desire to see nore
oil, but warned that the risks needed to be assessed
because the nunbers were staggering. He requested that the
nunbers be depicted at a price of $110 per bbl of oil and
opined that the nunbers |ooked good when you only
considered prices of $90 per bbl and $100 per bbl. He
offered that the price of oil had continued to rise for the
| ast 6 years.

Co- Chair Meyer thought that it would be easy to find the
point in between $100 per bbl and $120 per bbl and asked
the departnent to provide the requested information. M.
Pawl owski responded that he would do so. He directed the
committee's attention to the fiscal line on the bottom page
4 of the fiscal note, which stated that the forecasted
price ranged from $109.61 per bbl in FY14 to $118.29 in
FY19 and explained that the generated number would | ook
very simlar to the trend that was in the fiscal note.

3:45:39 PM

Senator Hoffman offered that at a price $110 per bbl, the
impacts in FY18 and FY19 would probably be north of $1
billion. M. Pawl owski responded that this would be true
for the forecasted production table in scenario A on page 5
of the fiscal note, but that DOR would generate the nunber
for scenarios B and C where additional production would
come into play. He added that it was a fair question and
that DOR woul d generate the nunbers.

3:46: 35 PM
AT EASE

3:46: 56 PM
RECONVENED

3:47: 00 PM

Senator Hoffrman wondered if the nunbers for when the GRE
kicked in after 2019 could be run by DOR because he thought
they would be significant. He acknow edged that normally a
5-year outlook was presented, but offered that the CRE
could very substantially; furthernore, the nunber that
included the effect of GRE needed to be considered, but was
not included in the charts before the commttee. He
observed that the fiscal note had indeterm nate anpunts al
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the way across and that it would be nice to have the
addi ti onal information when considering a ©piece of
| egi sl ation so | arge.

Co-Chair Meyer acknow edged that fiscal notes typically
| ooked 5 years out and thought that it would be pretty
speculative to ask DOR to forecast the note nuch farther
out. He asked M. Paw owski if Senator Hoffnman's request
was doable. M. Paw owski stated that he would confer wth
sone of people at DOR who generated those nunbers in the
| ong-term  forecast and see what t he range of
"confortabilities" was in providing those nunbers. He
recall ed an answer that was generated by DOR for Vice-Chair
Fai rcl ough that had a breakdown of the under devel opnent,
under evaluation, and «currently producing bbl | ooking
forward that would or could potentially qualify for the
GRE; furthernore, the way the Senate Finance Conmmttee's CS
was drafted, there was a burden of proof within the |egacy
units to conme to DNR to denonstrate through geol ogical and
geoscience neans that "that" oil was not contributing to
production in order to qualify for the GRE He expressed
that DOR wanted to careful not to assume that too nuch or
not enough applied to the GRE, but that it was trying to
over-assunme what would apply for the GRE in order to be
clear with the conmttee and public and put serious fisca

inpacts on table for the conmttee to consider. He
concluded that he would | ook at the request and get back to
the commttee with a response.

3:50: 34 PM

Co-Chair Meyer expressed frustration. He stated that the
comm ttee had been working on the bill during nornings and
afternoons for 2 weeks and that DOR coul d have prepared the
analysis past 5 years out if it had known that it was
desired.

Senat or Hof f man W THDREW hi s OBJECTI ON.

There being NO further OBJECTION, the CS was ADOPTED as a
wor ki ng docunent .

3:51: 58 PM
RECECESSED

6:16: 22 PM
RECONVENED
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Co- Chair Meyer observed that Senators Stedman, G essel, and
W el echowski were present in the conmttee room

6:18: 02 PM

SCOIT  JEPSEN, VICE PRESIDENT OF EXTERNAL AFFAIRS
CONOCOPHI LLIPS (via teleconference), addressed possible
confusion regarding a presentation that ConocoPhillips had
conducted on February 28 and offered that there m ght be a
msinterpretation that the coments about the future
devel opnent activities that were nmentioned in the
presentation referenced a new initiative;, however, the
referenced activities were not incremental and were a
continuation of what the conpany had already been doing.
Furt her nore, t he presentation's activities did not
represent a new initiative and was not sonething above and
beyond what ConocoPhillips had been previously doing. He
referred to a graph on slide 2 of a PowerPoint presentation
titled "Senate Finance Conmttee CSSB21" (copy on file);
the graph denonstrated that investnent followed upside. He
pointed out that Alaska had resources, but that it was
hanpered by the ACES tax reginme; furthernore, the high
progressivity in ACES was a trenendous inpedinment to
increasing investnent in Alaska. He offered that the graph
showed that ConocoPhillips had a constant budget of $900
mllion per year the last 3 years in Al aska and conpared
this to Lower-48, which had high upside; ConocoPhillips'
investment in the Lower-48 had grown from about $1.5

billion to close to $5 billion during the sane 3-year
period. He rem nded the conmttee that these investnents in
the Lower-48 were in oil plays and not in natural gas
pl ays; furthernore, ConocoPhillips was focusing its

attention on oil plays |ike the Bakken and Eagl e Ford.

6: 22: 44 PM

BOB HEINRICH, VICE PRESIDENT OF FINANCE, CONOCOPHI LLIPS
(via teleconference), spoke in support of CSSB 21(FIN), but
indicated that his conpany still had several areas of
concern regarding the bill. He discussed slide 3 titled
"Changes to ACES to Inprove Alaska's Investnent Cimte."
He related that ConocoPhillips had been advocating for the
elimnation of progressivity from the tax system as well
as the creation of a flatter tax rate over a broad range of
prices; the third thing the conpany was advocating for was
establishing a tax structure that created an attractive
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investrment climate for Al aska. He discussed the need for a
conpetitive tax rate and potential incentives for both
| egacy and new field developnent that would help bal ance
Al aska's high-cost environment. He related that although
ConocoPhil lips' analysis of CSSB 21(FIN) was in its early
stages, the progressivity and flatter tax rate concerns had
been addressed well in the bill; however, there were stil

several areas of concern. He opined that CSSB 21(FIN) still
represented a tax increase at lower prices, which was a
result of the higher base tax rate; furthernore, the second
i ssue surrounded the nechanics of how the new GRE | anguage
woul d apply within the legacy fields. He recalled comments
that ConocoPhillips' CEO had made the previous week, in

which he had stated that ConocoPhillips would do nore in
Alaska with the right tax framework. He concluded that
ConocoPhillips was doing what it could in Al aska under the

existing structure, but saw that it could do nore if the
appropri ate changes were nade.

Co-Chair Meyer inquired if the bill had reached the point
where it would create a climte that would spur additiona
investnment and hopefully nore production in Al aska. M.
Heinrich replied that although CSSB 21(FIN) was an
i nprovenent over ACES that ConocoPhillips was pleased to
see, the conpany would have to examne projects on a
proj ect-by-project basis; furthernore, because of the
current structure of the |egislation, ConocoPhillips could
not say that the opportunity slate would inprove across the
board. He explained that sone projects would be inproved as
a result of the bill, while others may not inprove because
of the loss of the tax credit structure.

6: 26: 10 PM

Co-Chair Meyer recalled a graph that had depicted the
breakeven point to be 70,000 bbls per day (bbl/d) and
offered that another graph would show that figure to be
closer to 55,000 to 60,000 bbl/d. He noted that the state
woul d be looking at where it would find the additional new
bbl of oil and hoped that the industry would provide sone
encour agenent that the changes in CSSB 21(FIN) would result
in 55,000, 60,000, or nore bbl/d. M. Jepsen responded that
ConocoPhillips was not at the point where it could tell the
commttee how nmuch it would do differently if CSSB 21(FIN)
was passed; additionally, CSSB 21(FIN was a step backward
fromthe previous version of the bill. He acknow edged t hat
CSSB 21(FIN was an inprovenent over ACES, but that
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ConocoPhillips could not currently state which projects
woul d happen and which ones would not; whether projects
went forward woul d depend on whether the investnent climate
in Alaska was sufficient to attract significant new
i nvestnment dollars. He concluded that some el enents of CSSB
21(FIN) would take nore analysis to determne their inpacts
on investnent decisions and spoke about the need to further
exam ne the way the GRE was described in the bill.

Senat or Hof fman asked how long it would take ConocoPhillips
to determne whether the bill would spur it to invest in
Al aska, as well as what the size of the investnment m ght
be. M. Jepsen replied that the conpany would mnake those
decisions as projects matured to a funding decision. He
recalled that ConocoPhillips had stated that there were
certain things it could do if HB 110 had passed because
that bill had provided a high degree of confidence about
the conpetiveness of Al aska projects over a broad price
range and offered that "this one does not." He expounded
t hat ConocoPhillips would have to |ook at projects in the
context of the price outlook at the time of funding, other
opportunities for investnment, and how it conpeted on
margi n. He concluded that sonme projects would fare better
under CSSB 21(FIN), while others would not.

Senat or Bi shop remarked that the committee had worked hard

on the bill, had done heavy lifting, and had noved the base
tax rate alnost 7 percentage points down. He understood the
position of the oil industry, but offered that industry

needed to understand his position with constituents and the
people of Alaska. He thought that the ConocoPhillips
presentation would have had an additional slide with a
check mark on the "increased activity box."

6: 30: 52 PM

DAM AN  BI LBAG, HEAD OF  FI NANCE, BP ALASKA (via
tel econference), spoke in support of CSSB 21(FIN), but
expressed concerns that the bill's base tax rate remained
too high. He referred to his prior testinony on March 5,
2013 and recalled asking a question regarding whether the
current CS to SB 21 nmade Alaska nore conpetitive for
i nvestnment. He explained that when BP made decisions every
year about where to invest, there were many gl obal options;
furthernore, these options conpeted agai nst each other on a
fiscal basis for investnment. He reported that currently,
Al aska trailed other investnment alternatives and failed to
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conpete globally for investnment and offered that PFC Energy
had testified that a base rate of 30 percent with the $5
per  bbl credit took Alaska from a Jlower tier of
conpetiveness to an average |evel of conpetition. He opined
that CSSB 21(FIN) raised the base rate back to 35 percent,
which was well above the ACES rate of 25 percent, and
lowered it to 33 percent after a few years; this nmade
Alaska less than average in conpeting for investnent
globally. He stated that although the base rate in CSSB
21(FIN) remained too high, it made 2 significant steps
forward in making Al aska nore conpetitive; the first step
was the elimnation of progressivity, which was fundanent al
as an obstacle to making Al aska conpetitive for investnent.
The second positive change that CSSB 21(FIN) made was to
the GRE, which would be applicable to legacy field
opportunities as the bill was currently witten.

M. Bilbao stated that BP had always testified that the
base rate of 25 percent under ACES was too high and offered
that consultants had shown that ACES had nade Al aska not
conpetitive; over the last 7 years, investnent had gone
el sewhere and production had continued to decline. He
concluded that Alaska currently failed to conpete globally
for investnment and that BP welconmed that positive shift in
the conversation to a policy focused on Alaska's future. He
offered that CSSB 21(FIN) could work and that it addressed
1 concern regarding the GRE;, however, the base tax rate
remai ned too high in the |egislation.

6:35:12 PM

Senator Dunleavy requested an explanation of the coment
that the base tax was still too high. M. Bilbao replied
that the base tax rate would be too high to conpete for
investment and that the legislature's consultants had
stated that Alaska did not currently conpete. He offered
that under the 25 percent base tax rate of ACES, Al aska
trailed other global alternatives for investnent and
reiterated his prior coments regarding PFC Energy's
testinmony; furthernore, CSSB 21(FIN) took the base rate
from 30 percent back up to 35 percent or 33 percent, which
was |ess than average relative to alternatives for
i nvest nment .

Senator Dunleavy asked if the base rate was too high to

conpete and thus too high for BP to invest in Al aska. M.
Bi | bao responded that CSSB 21(FIN) did provide sonme good
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steps forward to nmking Al aska nore conpetitive, but that
BP felt that it did not go far enough to attract the type
of neaningful investnent that was required to make the
future look different than the last 7 years or the current
decl i ne.

Senator Bishop asked what the appropriate nunber on the
base tax rate should Dbe. M . Bil bao answered the
| egi sl ature's consultants had shown what a 30 percent base
tax rate would | ook Iike and had shown that at 30 percent,
Al aska would be in the mddle of the pack. He stated that
Al aska had 2 fundanental challenges: the 1st was the fisca
policy that was not conpetitive and the 2nd was the high
cost environnment; therefore, if Alaska was sinply average
on fiscal policy, the high cost of operating in the state
made it less than conpetitive globally. He concluded that
Al aska woul d have to nove beyond the mddle of the pack in
order to conpete for investnent and opined that this had
al so been asserted by PFC Energy, Roger Marks, and Econ
One.

Senat or Bi shop observed that consultants were not producing
the oil in Alaska and inquired what BP' s preferred nunber
was. M. Bilbao replied that the consultants had done a
good job analyzing how an average industry player would
ook at "this" and offered that the issue involved all of
the players, not just the large producers. He furthered
that the nunbers that the consultants were presenting were
showing a very good picture of what it would take to
attract an investnment and explained that the nobst recent
analysis by PFC Energy reflected how BP would view the
i nvestment opportunities; a 30 percent base tax rate with a
$5 per bbl credit still failed to nmove the needle for
significant new i nvestnent.

Senator Hoffman asked for verification that M. Bilbao had
stated that a 25 percent base tax rate was too high to
conpete for investnent. M. Bilbao replied that under an
ACES structure, the 25 percent rate was too high, which is
why Alaska did not currently conpete globally for
i nvest nment .

6:39:40 PM

DAN SECKERS, TAX COUNSEL, EXXON MOBIL (via tel econference),
spoke in support of CSSB 21(FIN), but offered that the
bill's base tax rate was still too high. He spoke to the
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need for Alaska to create a stable fiscal regine that
attracted the needed and desired investnents and offered
that it was nost critical issue facing the state. He opined
that while CSSB 21(FIN) made Al aska nore attractive than
ACES, the state needed to mmke itself as attractive as
possible; being in the mddle of the pack was desirable,
but Exxon Mobile thought that being attractive should be
the target. He reported that Al aska faced challenges and
obstacles that other states did not and that the nore
attractive the state could nake itself, the nore
investnments would flow. He believed that CSSB 21(FIN) was a
remar kabl e inprovenment over ACES and nmde Al aska nore
conpetitive and that the renoval of progressivity, by
itself, was a significant inprovenent over ACES; however,
Exxon Mobile was concerned that the base tax rate in CSSB
21(FIN remained too high. He offered that consultants had
shown that Al aska was not conpetitive and that the fisca

regime was broken and needed to be fixed. He pointed out
that imtation was the sincerest form of flattery and that
he was not aware of any regine that had copied the ACES
structure or any part of it. He expressed that Exxon Mbbile
was concerned that while CSSB 21(FIN) was encouraging, it
mght also be a regime that others would not duplicate
because the base rate was still too high. He supported
efforts of the conmttee and hoped that it would continue
wor ki ng to nake Al aska as attractive as possible.

Vice-Chair Fairclough remarked for the record that a major
producer would not pay 35 percent and that the $5 per bbl
of oil exclusion produced a reverse progressivity factor;
the effective tax rate was much |ower than the 35 percent
base tax rate. She stated that the commttee was doing the
mat h and understood that the industry wanted projects to be
conpetitive; however, she wanted the public to be aware
that even though the base tax rate was 35 percent, a
conpany that was producing oil wuld have a reduced
effective tax rate.

6:44:47 PM

Co-Chair Meyer noted that the commttee had heard from
industry that it was uncertain if CSSB 21(FIN) was
significant enough to increase investnent in Alaska. He
pointed to a PFC Energy PowerPoint presentation titled
"Senate Finance CS SB21 Analysis" dated March 14, 2013
(copy on file). He turned to slide 13 titled "Government
Take Conpetitiveness - $100/bbl" and noted that it showed
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Al aska's governnent take conpetitiveness under the bill at
approximately 65 percent for existing producers at the 35
percent base tax rate with the $5 per bbl allowance. He
offered that the slide's chart appeared to show Al aska as
being pretty conpetitive. He acknow edged that Al aska had
di sadvantages related to high costs, permtting, and
weat her conditions, but thought that it appeared that the
current version of the bill put Alaska in the ballpark; he
requested M. Pulliam and M. Marks to comment on whet her
CSSB 21(FIN) put Alaska in the "ballgane."

BARRY PULLI AM MANAG NG DI RECTOR, ECON ONE RESEARCH, | NC.,
referenced a slide that he had presented the prior day that
had contained a series of investnent netrics, such as the
net present value, the internal rate of return, the
governnment take, as well as the margin and depicted them
across SB 21, CSSB 21(RES), and CSSB 21(FIN); t he
concl usion he had drawn was that CSSB 21(FIN) put Al aska in
the ballgane. He explained that CSSB 21(FIN) represented a
very positive change that should cause quite a bit of
excitement regarding Alaska's fiscal system particularly
if it was viewed in conjunction with a commtnent to
stability. He opined that CSSB 21(FIN)'s changes did put
Alaska in the ballgame and in a very attractive position.
He pointed out that Alaska had a lot of resources left to
offer and had billions of bbl of oil. He acknow edged t hat
Al aska had some cost challenges, but offered that many of
the areas that it was conpeting against globally had the
same cost issues. He concluded one could not find very | ow
cost oil these days, but that it was all high-cost oil and
i nvol ved challenges; the easy oil, for nost part, had
al ready been taken. He pointed out that the North Sea, the
Lower-48, and Al aska struggled with the sane issues and
believed that when everything was put in context, CSSB 21
(FIN) would put Alaska in a good position to attract the
capital it was |ooking for.

Senator Dunleavy inquired what M. Pulliam had stated
regarding excitement. M. Pulliam responded that there
shoul d be excitenent over CSSB 21(FIN)'s changes from the
standpoint of the investors, which would be ultimtely
measured in what investors actually did. He offered that
the last 3 speakers had expressed a conbination of
excitenment and a desire for a better deal, which he
understood as a tax payer. He opined that it would be nice
to hear fromother entities pursuing projects in Al aska and
t hought that Arnmstrong G| and Gas would be a good conpany
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to talk to. He offered that Arnstrong QI and @Gs's
testimony in both the Senate Resources and Senate Finance
Commi ttees had been very positive about the changes in CSSB
21(RES) and CSSB 21(FIN). He referenced changes in the
Uni ted Kingdom and the excitenent it had generating for the
i ndustry and opined that they were simlar to the changes
in SB 21. He reiterated that the success of the bill would
ultimately be mnmeasured in what actually happened as a
resul t.

ROGER MARKS, LEGQ SLATIVE CONSULTANT, LEQ SLATIVE BUDGET AND
AUDIT COW TTEE, referenced the first presentation he had
provided to the conmttee (copy on file) related to getting
Al aska's fair share; he had defined "fair share" as what
one could get in a conpetitive environnent. He stated that
he had used the governnent take netric for his paradigm as
the best apples to apples conparison. He reported that
government take reflected the percentage of one's net
income that went to governnment and that it automatically
adj usted. He explained that governnent take reflected high
costs or low costs and expounded that if there were high
costs, there would be a lower net inconme. He pointed to a
PFC Energy PowerPoint presentation titled "Senate Finance
CSSB 21 Analysis" dated March 14, 2013 (copy on file) and
slide 16 titled "CGovernnent Take Conpetitiveness."” He
thought that the slide's peer group was appropriate and
represented the jurisdictions that Alaska was conpeting
with on a nunber of paraneters. He reported that his
initial t hought when looking across the conpeting
jurisdictions was that Al aska wanted to be at about 62
percent governnent take and pointed out that the slide
showed that under CSSB 21(FIN), low cost fields in Al aska
were at about 60 percent governnment take, while the high
cost fields were at about 64 percent. He thought that you
would get nore investnent at a lower tax rate and |ess
investment at a high tax rate; furthernore, he thought that
the tax rates under CSSB 21(FIN wuld lead to nore
i nvestment and production than under ACES. He estinmated
that each percentage point of governnment take was worth
about $140 mllion to the producers as whole annually and
pointed out that each percentage was inportant; however,
there was a lot variability in these nunbers and it was
impossible to be pinpoint exact. He stated that CSSB
21(FIN would result in nore investnment than the current
regine and it my result in nore investnent In new
devel opment in the |legacy fields because of the 4 percent
difference. He concluded that he judged that CSSB 21(FIN)
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was in the conpetitive ballpark of where Al aska needed to
be.

6:54:31 PM

Co-Chair Meyer pointed to M. Marks' breakeven analysis
fromthe prior day and offered that it asserted that Al aska
needed about 70,000 bbl/d of new oil. He asked if the bil
woul d get the state another 70,000 bbl/d. M. Mrks replied
that the analysis had covered how nuch increased production
the state would need over a 20-year period to breakeven
with ACES on total petroleum revenues, including royalties,
production tax, property tax, and incone tax; however, that
anal ysis had been predicated on the CS that had been before
the commttee the prior norning, which had 30 percent rate.
He expounded that the breakeven point had changed to 50, 000
bbl in CSSB 21(FIN) because of its 33 percent base tax
rate; furthernore, he had made no representation in the
analysis that the state would get the additional bbl. He
pointed out that 70,000 bbl/d was really not that nuch
given the resource base of 10 billion bbl on the North
Sl ope. He could not guarantee that the per-bbl target would
happen, but that it was a very reasonable target that could
be exceeded, which would result in the state naking nore
nmoney than under ACES.

M. Pulliam pointed to slide 2 of a PowerPoint presentation
titled "Comments on Senate Finance CS SB21" dated March 14,
2013 (copy on file). He spoke to slide 2 titled "Average
Government Take and Effective Tax Rate ACES v. SFIN CS SB21
for all existing producers (FY2015-FY2019)" and referenced
comments by Vice-Chair Fairclough regarding the effective
tax rate being lower than the base tax. He pointed to the
bottom chart on the slide and stated that at the current
price of about $110 per bbl of oil, CSSB 21(FIN), which was
depicted by the green line, had an effective tax rate of
about 28 percent when the per-bbl allowance was factored
in. He reported that at a price of about $150 per bbl, the
effective tax rate under the CSSB 21(FIN) would top out at
about a 30 percent; these nunbers were inportant to think
about because one could not divorce the nomnal rate from
the all owance, but the 2 were designed to work in tandemto
create the flat to slightly regressive curve on governnent
take that was depicted in the slide's top chart. He offered
that CSSB 21(FIN) was right about where ACES was in terns
of government take at $80 per bbl, but had significant
| oner governnent take than ACES at the higher prices; he

Senat e Fi nance Comm tt ee 39 03/14/13 9:09 A M



offered that these kind of nunbers put Alaska in a good
posi tion.

6:59:42 PM

M. Pulliam discussed slide 3 titled "Projected Fiscal
Impact of SFIN CS SB21 Assuming No Production Change
(FY2014 - FY2043)." He related that the slide's analysis
exam ned the question of what it would take in terns of
addi ti onal production to make up for the fiscal inpact that
was projected by DOR if a tax system was instituted based
on CSSB 21(FIN); furthernore, the slide showed the fiscal
impact for the 6 years that DOR calculated and then
extended that out in tinme for another 30 years. He reported
that DOR was projecting a fiscal inpact of about $5.7
billion total, which was represented by the years that were
above the line on the slide's table; he noted that the
departnment's fiscal inpact assuned no production change and
offered that there should be a production change with | ower
taxes. He opined that if you carried that $5.7 billion
total over 30 years, the total inpact was about $20
billion. He stated that because the inpacts were happening
over time, the slide depicted noney in current or real
dollars, as well as nominal dollars and reported that the
second colum showed what the future dollars were worth in
today's dollars; the $19.9 billion projection over the 30-
year period actually reflected about $14.8 billion in
t oday' s noney.

M. Pulliam spoke to slide 4 titled "Additional Volunes
Need to O fset Projected Fiscal Inpact of SFIN CS SB21 (FY
2014 - FY 2043)." He related that the slide used the 50
mllion bbl field devel opnent nodel that Econ One had
devel opment and | ooked at the revenues that the state could
expect at DOR s forecasted prices, which worked out to be
about $105 per bbl over time in 2012 dollars. He pointed
out that nost of the expected new production would fall
under the 1/6 royalty range, which was 16.67 percent; the
ol der fields would have a 12.5 percent royalty. he had run
the slide's analysis for both rates. He offered that all of
the production for the 16.67 percent would probably qualify
for the 20 percent GRE and pointed out that the slide
assuned that the 33 percent base tax rate, the $5 per bbl
al l omance, and the 20 percent GRE would apply; it also
assuned devel opnent costs of about $20 per bbl. Under the
slide's assunptions, every bbl that was devel oped was worth
about $35 to the state, which was about $25 in 2012
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dollars. He reiterated that the fiscal inpact in 2012
dollars was just under $15 billion, which would translate
to about 590 mllion bbl that would need to be devel oped
over the next 30 years in order for the state to breakeven
on a revenue basis with ACES, this nmeant that the state
woul d need about 20 mllion bbl per year in additional oi
to bridge the revenue gap between CSSB 21(FIN) and ACES.

7: 04: 48 PM

Co-Chair Meyer inquired what the daily equivalent of 20
mllion bbl per year was. M. Pulliam responded that adding
20 mllion bbl of oil per year equated to about 55,000
bbl/d. He offered that when thinking about whether 55,000

bbl of additional oil per day was realistic, it was
inmportant to think about the remmining resource base and
observed that there were about 3 billion bbl of

undi scovered conventional oil on state lands in Al aska; 20
mllion bbl represented a little less than 1 percent per
year of the undi scovered resource. He concluded that over a
30-year period, the 1 percent still represented |ess than
30 percent of the remaining resources and that from a
techni cal standpoint, 55,000 bbl/d in new oil should be a
reasonabl e thing to acconplish

Senat or Dunl eavy inquired if M. Pulliam would be surprised

to learn that in 3 years, there was little additional
i nvest ment in Alaska above nmaintenance or routine
investment. M. Pulliamreplied that he would be surprised

if CSSB 21(FIN's <changes did not have an inpact on
attracting new i nvest nent.

Senator Dunleavy inquired what M. Pulliams advice would
be to the commttee if CSSB 21(FIN) passing did not lead to
noti ceable new investment. M. Pulliam answered that if
increased investnment didn't occur, he would |ook hard at
what was still standing in the way of increased investnent
in Alaska. He pointed out that there were sonme things that
were not under the state's control such as federa
permtting issues and that those types of issues could
potentially get in the way. He noted that the state was
| ooking within itself to examne all of the things that it
had control over and opined that the state did well on the
permtting process. He thought that Alaska was pretty
responsive in the areas that it had the ability to
i nfluence.
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Senat or Dunleavy pointed out that the discussion on the
bill the |ast several weeks had been centered on tax policy
and how it would dictate investnent. M. Pulliam responded
that at the current price of oil, CSSB 21(FIN) represented
a change in governnent take of about 10 percentage points,
which was a significant shift and stated that he expected
that the bill would attract interest and additiona
investnment; if this did not occur in Alaska, it wuld be a
"head scratcher.™

7: 09: 44 PM

Senator Dunleavy inquired if it would be a head scratcher,
a surprise, or a shock if nothing happened in 3 years as a
result of the bill. M. Pulliam responded that he would be
a little of all of those and that he mght be shocked,;
furthernore, if this occurred, he would want to take a | ook
at why additional investnent had not result from the bil
passi ng. He added that other variables mght be standing in
the way of investnment and that permtting issues would be
applicable to both the ACES and the CSSB 21(FIN) systerns;
these other variables needed to be taken into account. He
concluded that, outside of other variables, there was no
reason to believe that the kind of changes in CSSB 21(FIN)
woul d not i ncrease investnent.

Senator Hoffrman remarked that the commttee had just heard
from 3 of the major Prudhoe Bay investors and recalled that
the comm ssioner of DNR had been very excited when the
di al ogue for the bill had started; he recalled naking the
statenent that if the majors were not as excited, it would
be very difficult for the coomittee to pass a bill that had
close to a $10 billion revenue inpact at the high end over
a 6-year period. He pointed out that it had been stated
that the nmajor producers "wanted nore" and wondered when
t hese conpanies would stop saying they wanted nore. M.
Pulliam replied that he was unsure if they would stop
saying that they wanted nore and acknow edged the
situations that the oil conpanies were in; they wanted the
best possible rates that they could get and at the sane
time, were reluctant to offer a hard nunber.

Senat or Hof fman pointed out that he had been present when
the Economc Limt Factor (ELF) had been discussed, as well
as the other tax structures since; furthernore, the
committee had heard from the majors during the discussion
of ACES that the rates were too high and that they would
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not cone and invest in Al aska. He continued that the rates
were substantially lower in CSSB 21(FIN) and that the
majors were still stating that they would not conduct
additional investnent in Alaska; furthernore, the nmjors
"had kept their word at the other end" and he found it hard
to believe that they would say anything else other than
what they believed. He pointed out that M. Pulliam had his
opi nion, but that there were billions of dollars at stake.
He pondered whether the commttee should listen to the
maj ors, "that told us the truth” during the discussions on
ACES, or if it should "ignore them today and pass the
noney across the table because M. Pulliam believed that
being "south of the mddle of the pack™ would pronpt the
majors to come forward; he opined that this seened to be a
very high-stakes ganble and inquired if M. Pulliam would
have the sane opinion if he were representing the people of
Al aska.

7:15:15 PM

M. Pulliam responded that he appreciated the position that
the commttee was in and noted that it had to do the best
it could by the citizens of Al aska in devel opi hg resources
and maxim zing them for the benefit of the citizens. He
pointed out that he had been working with Alaska for
several decades and that although he did not live in the
state, he felt a strong connection with it; the health of
Al aska was extrenely inportant to him and he had approached
the issue as an econom st. He pointed out that the tools of
economcs dealt wth notivations, financial notivations,
and what drove investnent and noted that the conpanies in
Al aska were trying to make noney. He asserted that it would
be economically irrational to think that the Kkinds of
changes in CSSB 21(FIN) would not inprove and attract nore
investnment that in turn would | ead to higher production. He
reiterated that he approached the issue an econom st and
exam ned markets and economic notivation. He offered that
he had heard 2 things from mjor's testinony and opined
that each of the 3 mjors had said sonmething a little
different; he felt that it would be good to hear from "sone
of the other folks, such as the Arnstrong G| and Gas and
Repsol ; these conpani es had been very active over a nunber
of years in acquiring |leases in Alaska and noving towards
devel opment. He offered that Arnstrong G| and Gas, Brooks
Range Petroleum and Repsol viewed the bill's changes as
very positive. He concluded that he could not offer the
commttee any guarantees, but could only provide economc a
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sound analysis; in conclusion, CSSB 21(FIN would put
Al aska in a good conpetitive position and ought to generate
a response.

7:20: 01 PM
Senator Hoffman noted that if the bill passed, it was a
guarantee that billions of dollars would nove across the

table and that the 3 major corporations had been truthfu

during discussions over ACES. He was unsure if those nmjors
were not being truthful during the current proceeding, but
knew for a fact that billions of dollars would cross the
t abl e.

Senator Dunleavy inquired if it would be an anomaly if the
investnment that Econ One's nodels predicted did not occur
and further queried if there were instances where the
nodeling had failed. M. Pulliamreplied in the affirmtive
and expounded that there were instances where nodeling had
not predicted exactly what would happen; furthernore,
nodeling did not typically get the direction wong, but
sonetinmes got the magnitude incorrect. He explained that
Econ One put its best efforts in and applied its experience
to the nodeling; however, he admtted that there could be a
different outcone than what was predicted. He pointed out
that DOR tried to be very diligent regarding its forecasts,
but that nunbers were different from what was forecasted,
which was part of the process of forecasting. He stated
that Econ One would be extrenmely "shocked" if the direction
of its nodeling regarding CSSB 21(FIN) was incorrect. He
expounded that the bill nmade investnent nore attractive and
that if investnent either stayed flat or went the other
way, it would be like "turning the laws of econom cs on
their head."

M. Pulliam discussed slide 5 titled "Additional Volunes
Need to Ofset Projected Fiscal Inpact of SFIN CS SB21 (FY
2014 - FY 2019)" and related that it |ooked at the dollar
amount that was in the fiscal note rather than the full 30-

year period; the amunt was $5.7 billion and would
represent about a 200 mllion bbl need in additional
production, which was a Ilittle bit bigger than the

Ni kai tchuq fi el d.
Co-Chair Kelly inquired how many bbl/d the 200 mllion bb

equated to. M. Pulliam replied that it worked out to be
about 90,000 bbl/d for a 6-year w ndow.
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Co-Chair Meyer expressed confusion and thought that the
target was 50,000 bbl/d. M. Pulliam replied that he was
trying to conpress the previous slide into a 5-year w ndow
and exam ne how nuch production was needed to recover the
fiscal note's cost in 5-years. He stated that 4 Mistang
devel opments or little bit nore than 1 N kaitchug field
woul d be what the state needed.

7:24:18 PM

Co- Chair Meyer handed the gavel to Vice-Chair Fairclough

BRUCE TANGEMAN, DEPUTY COW SSI ONER, TAX DI VI SI ON
DEPARTMENT OF REVENUE, i ndicated that he would be
addressing sonme the prior questions that were asked in
commttee. He provided a PowerPoint presentation titled
"DOR Additional Information Requested: Prepared for Senate
Fi nance: March 14, 2013" and shared that first several
slides addressed questions that were raised regarding |ease
expenditures and how DOR forecast and listed them in the
Revenue Sources Book.

M. Tangeman discussed slide 3 titled "Lease Expenditure
For ecast Met hodol ogy. "

* Request capi tal and operating |ease expenditure
projections from North Slope unit operators in the
fall and the spring of each year in witing for the
next five years fromthe current year

e Meet wth and request spending projections from
conpanies that are not currently producing but have
announced drilling and/ or devel opnent pl ans

* Review and coordinate wth production forecast
regarding anticipated devel opnents outside the five-
year time horizon received from operators

e Update long-term capital and operating expenditure
proj ections based on new information

M. Tangeman spoke to slide 3 and related that the second
bull et point was critical under the net tax system because
there were conpanies in Al aska that were not producing, did
not have a tax liability, but were spending in the state.
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M. Tangeman spoke to slide 4 titled "North Slope Projects
Included in Fall 2012 Lease Expenditures Forecast."”

e Currently producing |legacy fields
e Includes ongoing cost of operating fields &
mai nt enance capital
* Includes facility upgrades and debottl enecking

* Includes new wells and projects in |egacy fields

e Targeting new oil not in reach of production
wel |'s

e Wrk-overs of existing wells
* Advanced EOR projects

e Four new fields in Fall 2012 production forecast
* Point Thomson

e« CD5 (Al pine Wst)
« Mistang
* Um at
* Exploration work at other prospects

e Includes primarily announced exploration work
only

* Includes spending plans announced by conpanies
| i ke Repsol, Great Bear, and others

 Does not include costs for developnment of
possi bl e di scoveri es

M. Tangeman spoke to slide 4 and pointed out that it
directly related to page 35 of the Revenue Sources Book
where FY13 and FY14 were depi ct ed.

7:27:55 PM
AT EASE
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7:38:40 PM
RECONVENED

Co- Chair Meyer resumed chairing the neeting.
M . Tangeman continued to discuss slide 4.

Co-Chair Meyer welconed Senators MQ@ire and Mcciche to
the commttee room

M. Tangeman discussed slide 5 titled "North Slope
Operating Expenditures" and stated that it wused the
operating expenditures for FY12, and forecasted for FY13
through FY19; additionally, the nunbers thenselves were
included on the slide of the packet. He pointed out that
there were 2 lines on the slide; 1 line showed the tota
operating expenditures while the other showed only the
operating expenditures that were associated with conpanies
that had a tax liability.

M. Tangeman discussed slide 6 titled "North Slope Capital
Expenditures” and reported that it showed the capital
expenditures in the same format at the previous slide from
FY12, as well FY13 through FY19; additionally, on both
slide 5 and 6, FY12 had been prepared using unaudited
conmpany-reported estimtes.

M. Pawl owski |ooked at slide 8 titled "Additional Gl
Production Anmpunts.” He related that there had been a
previ ous question regarding the production scenarios and
asking to expand the price ranges and the data points at
which they were run; what was included in slide 8 was the
actual nunbers that went along with the production built
into the scenarios. He rem nded the commttee that scenario
A was the addition of one 50 mllion bbl field and rel ated
that the devel opnment took sonme tinme; the ranp up began at
2017 and peaked at 10,000 bbl/d in 2019. He shared that
scenario B showed the addition of the 4 new rigs drilling
within the legacy fields; each rig was drilling 4 wells per
year, was producing 1,000 bbl/d, and had a decline rate of
15 percent. He continued to address scenario B and rel ated
that the production decline was why the production was not
32,000 bbl/d even though the initial production in FYl4 was
16,000 bbl/d; "that"™ wrk continued in that scenario
through till the end, and what was depicted was the
i ncrenental production added above the forecast by that
scenari o.
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M. Pawl owski continued to speak to slide 8. He stated that
scenario C was the addition of 4 rigs working in the |egacy
fields and the expansion of the Jlarge devel opnent
opportunity; what was depicted was "that" |ayered on top of
the activity of the 4 rigs. He pointed out that the top
chart showed the Fall 2012 Production Forecast nunbers; it
showed 538,400 bbl/d in FY12 for scenario C, declining to
421,600 bbl/d in FY19. He relayed that Scenario B, on the
ot her hand, would go from 554,400 bbl/d to 472,000 bbl/d by
FY19 and explained that DOR had wanted to provide the
production data behind the fiscal analysis in order to
all ow nenbers to see that there was built-in time and ranp
up in decline in the additional and increased production
that was used to build the slide's scenari os.

M. Pawl owski discussed slide 9 titled "Scenarios: At
forecasted production” and related that "these" would match
page 5 of the fiscal note and the scenarios; at the earlier
hearing, DOR was asked to run the nunbers at $110 and $130
per bbl and provide the fiscal inpact. He reported that
slide 9 included no increased production.

M. Pawl owski spoke to slide 10 titled "Scenarios: Scenario
A" and pointed out that the scenario only added 3,300 bbl/d
in 2017, 6,700 bbl/d in 2018, and 10,000 bbl/d by 2019;
there was relatively Ilittle fiscal inmpact from that
addi tional production because it was mnor in scale.

M. Pawl owski di scussed slide 11 titled "Scenarios:
Scenario B." He relayed that scenario B represented
opportunities in the legacy fields and that the slide
showed the different inpacts of that at $110 per bbl, $120
per bbl, and $130 per barrel. He reported that at a price
of $110 per bbl and wth the additional activity in
scenario B, the spread would go from $275 million less in
revenue in FY14 and would nmaintain roughly that anount
t hroughout the period of the projection; furthernore, it
was inportant to note that these scenarios did not include
sone of the other items that were in the fiscal note such
as the reduced operating expenditures associated with the
capital credits that the state would not be paying, which
woul d reduce any of those lines by about $110 million per
year .

M. Pawl owski addressed slide 12 "Scenarios: Scenario C"
He shared that scenario C was the additional production
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scenario plus the additional pad. He added that it was
i nportant when viewing the scenarios, to keep in mnd that
they represented discrete production nodels that did not
take into account additional work beyond those things and
that they were intended to show commttee nenbers how
production flowed through at the different price |levels and
the different anal yses.

Senator Hoffrman directed the commttee attention back to
slide 9. He acknow edged that the slide did not include any
new production, but that FY17, FY18, and FY19 were when the
state would slide back to a 33 percent base tax rate. He
t hought that when ACES had been discussed, the range "back
t hen" had | ooked at $70 per bbl to $100 per bbl of oil and
that there had not been any real contenplation of anything
north of that; however, the price had gone as high as $140
per bbl. He observed that the slide's fornula showed a cost

to the treasury in the neighborhood of $2 billion, or "a
little south of that," in FY1l7, FY18, FY19 at $130 per bbl;
even at $90 per barrel "that's substantially less." He

offered that the price of oil was always an unknown factor,
whi ch had been the problem during the discussions on ACES
and pointed out for the record that the fiscal
ram fications of any fornula, as well the anount of revenue
the state would receive, was probably nore dependent on the
price of oil than on oil production.

7:48: 10 PM

M. Tangeman turned to slide 14 titled "Forecasted Ol

Production on the North Slope" and related that the fina

guestion DOR would be addressing related to the production
forecast. He thought that Senator Hoffman had requested the
admnistration to extend the fiscal note a nunber of years
farther, but pointed out that note included a forecast for
the current budgeted year, which was FY14 and 5 additiona

years; furthernore, this was the standard operating
procedure with fiscal notes. He shared that the reason DOR
did not include the forecast farther out was because oil

production forecasting was speculative and becane nore so
the further out one tried to forecast. He pointed out for
exanple that when ACES was being debated, the price
forecast was projected to be around $60 per bbl for the
followng 5 years through FY12 and production was
forecasted to be 675,000 bbl in FY12, which was a "m ss" of
100, 000 bbl. He pointed out that DOR and DNR s Division of
Ol and Gas had taken great strides to tighten up the
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production forecasts going forward; his exanple showed how
far off a production forecast could be with a just a 5-year
outl ook. Furthernore, the b5-year outlooks were devel oped
with the best information that the state had available
t hrough discussions with the producers. He believed that a
5-year extension of the fiscal note itself, particularly
relating to the scenarios on page 5 of the note, would be
i ncredi bly specul ative; the scenarios were included as good
exanpl es of possible developnents that were realistic in
Al aska's future.

M. Tangeman continued to speak to slide 14 and related
that the information cane directly from page 43 of Revenue
Sources Book. The slide showed the different types of
production that were included in DOR s 10-year production
forecast; currently producing was the first colum and was
the category that DOR had the nost confidence in
forecasting. The decline rates were depicted and ranged
from 10 percent to 7 percent. He relayed that the next
colum represented the risk adjusted new oil, which was the
under devel opnent and under eval uation pools that were nuch
nore specul ative; furthernore, in order to account for the
specul ative nature of this type of oil, DOR had risk
adjusted it in its current forecast, which would hopefully
steer the forecast away from "100, 000 bbl m sses.™

M. Tangeman spoke to slide 15 titled "Crude G| Production
-Forecast" and related that it cane directly from page 105
of the Revenue Sources Book; the slide gave a little nore
detail of field levels over a 10-yuear period and was good
information regarding where the bulk of the oil on the
North Sl ope was com ng from

M. Pawl owski discussed slide 16 titled "North Slope Lease
Expenditures Fall 2012 Revenue Forecast"” and stated that it
gave the data behind the actual operating and capital
expenditures that had been given  earlier in the
presentation. He reiterated the comrents of M. Tangeman
that given the timng of the request, that running the
forecast for the scenarios an additional several vyears
would require DOR to work with the commttee to design a
consensus around what |evels or additional projects would
be put in that type of scenario analysis; in other words,
DOR was not going to put that information on the table
w thout first comng to an agreenent with the commttee
regarding the details. He concluded that given that tine
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was a factor, DOR had attenpted to be as responsive to the
conmittee as it could.

7:52:43 PM

Co- Chair Meyer thought that M. Paw owski and M. Tangenan
had both done an excellent job preparing the presentation
in the short period of tinme that they had been given. He
reiterated that if "this" had been known earlier as a
concern, the commttee would have requested the information
several weeks prior

Senator Hoffman pointed to slide 16 [He nost |ikely neant
to say slide 15.] and noted that it showed Point Thonson
kicking in sone bbl of oil in 2016. He inquired if there
was no anticipation in the production forecast during this
time for CD-5 or Mustang to produce any oil through 2022
M. Pawl owski believed that the categories were aggregated
to protect confidential tax payer information regarding
specific projects and project related production; however
DOR had additional support online that could answer which
one of the buckets that m ght or mght not fall into.

Senat or Bi shop thanked DOR for its tinme and worKk.
M. Pawl owski responded to Senator Hoffman's question and
related that CD-5 was in the Al pine section because it was

part of the Colville River Unit.

7:55:15 PM
AT EASE

8:02:56 PM
RECONVENED

Co- Chair Meyer addressed the CS and pointed to Arendnent 1.

Co-Chair Kelly MOVED to ADOPT Anmendment 1, 28-GS1647\Y.7,
Nauman/ Bul | ock, 3/14/13 (copy on file).

Vi ce-Chair Faircl ough OBJECTED for the purpose of
di scussi on.

SENATOR LESIL  MCGQU RE, related that the amendnent
represented a concept that was in CSSB 21(RES) that had
been a part of many conversations in the building for
several years as the legislature was trying to gauge
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Al aska's conpetitive with respect to other jurisdictions
globally; the amendnent created a conpetitiveness review
board in Alaska that would provide an opportunity for
Al aska to continually reflect on its position globally with
respect to its conpetiveness in oil and gas. She shared
that the idea for the amendnent had occurred to her when
she had been president of the Pacific Northwest Economc
Regi on, which was a collection of western states, as well
as provinces and territories in Canada and U. S. that worked
collectively to develop their natural resources and inprove
their economes; furthernore, the province of Alberta,
which shared many simlarities with Al aska and was al nost
exclusively dependent on its natural resources for its
budget, had undergone a very simlar lifecycle to Al aska.
She reported that when Alberta had instituted what they
referred to as a "windfall profit tax," which was ACES in
Al aska's case, it had seen the bottom fall out of its
econony; this was simlar to what many believed happened to
Al aska, at least in part, as a result of adopting ACES. She
explained that as a result of the wndfall profit tax,
Al berta had seen the investors that had been mjor
supporters of its econony leave the jurisdiction to
Saskat chewan, British Colunbia, and other parts of the

globe. In response to investnent |eaving, Alberta had
established the Al berta Conpetiveness Council; she pointed
to a report that was in nenbers packets from May of 2011
from that council. She concluded that the nodel of the

Al berta Conpetiveness Council gave her the idea that Al aska
coul d benefit from sonething simlar.

Senator MQ@iire continued to address Anmendnent 1. She
di scussed a report from My of 2011 from the Al berta
Conpetiveness Council and shared that it was inportant
because Al aska had changed its fiscal regine 3 tines in the
|ast 6 years. She pointed out that in in every case of a
fiscal regime change, the inpetus had been politically
noti vated and had been a source of stress; furthernore, the
changes were made in a conpressed tine period, in which |aw
makers were working under accelerated tinelines. She
expounded that |aw makers did not often have a chance to
examne all of the factors that nmay go into what nade an
econony conpetitive. She referenced earlier coments made
by M. Pulliam in response to questions by Senator Hoffnman
and Senator Dunl eavy regarding what woul d happens if Al aska
did not see investnent responses in 3 years after the
passage of the bill. She offered that M. Pullians
response that been that he would be shocked from an
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econonm c point of view, but that if nothing occurred, it
would be up to the state to |look at other factors, such as
permtting and regulation; furthernore, this is exactly
what had happened with the Al berta Conpetiveness Council.
She expounded that with its review status, the Alberta
Conpetitiveness Counci | had been abl e to provi de
recommendations to its jurisdictions that went far deeper
than fiscal reginme recomendations, which was what the
| egi slature was tasked with; rather than exam ning taxes,
the conpetitiveness review board would be [|ooking at
structural things, such as regulations, permtting, and
infrastructure in order to identify how to stay
conpetitive. She read an excerpt from the My, 2011 report
fromthe Al berta Conpetitiveness Counci l

A conpetitive econony attracts i ndustries and
investment to the province, which create jobs and
opportunities for Albertans. A conpetitive Alberta
also leads to healthy and strong comunities.

Businesses that <call Alberta honme nmake inportant
contributions to their communities and they help
finance public services, |I|ike education, health

i nfrastructure, and environnent al protection. Qur
province's conpetitive position, anchored by our
abundant natural resources has fueled our growth and
prosperity over the |ast decade; however , our
continued prosperity is not assured. Alberta faces a
growi ng nunber of conpetitors and shifting economc
forces stand to inpact our future success. W cannot
rest on our past success and passively except
opportunities to keep com ng to our province.

Senator MQiire offered that Alaska could be inserted
instead of Alberta everywhere it appeared in the above
excerpt. She pointed out that Anmendnent 1's conpetitive
review board setup would consist of 9 nenbers that included
the conm ssioners  of DNR, DOR, the Depart nent of
Environnental Conservation, as well as the Alaska Ol and
Gas Conservation Comm ssion; the other 5 nenbers would be
fromthe public and woul d be appointed by the governor. She
expl ai ned the experience preferences of the public nenbers
of the conpetitiveness review board and related the board's
menbers would serve wthout conpensation, but would be
eligible for per diem and travel expenses; the board's
duties wuld be to review historical, current, and
potential levels on investnent in Alaska to identify
factors that affect investnent in oil and gas, as well to
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make reconmendations annually to the |egislature that would
potentially increase Al aska's conpetitiveness; she rem nded
the commttee that any action wuld be up to the
| egi sl ature as | awmakers. She opi ned t hat t he
conpetitiveness review board would spark an interesting,
reasonabl e, and thorough di al ogue that would be ongoing and
force the conversation each year, hopefully in a way that
was non-political and |ess enptionally charged than the tax
debates in recent years.

8:10:39 PM

Co- Chair Meyer apol ogi zed and acknow edged that the concept
for Amendnent 1 had been CSSB 21(RES). He had originally
t hought that the conpetitiveness review board was a great
idea, but had thought that it mght be better served
outside of SB 21; however, he wunderstood the |inkage
bet ween the Amendnment 1 and SB 21 now and was fine with it.

Vi ce-Chair Fai r cl ough recal |l ed t hat one of t he
considerations when the committee had fist received the
bill was that the conpetitiveness review board had to a
$1.8 mllion fiscal note attached to it; however, Anendnent

1 was much less intrusive financially. She hoped the
comm ttee woul d consi der adding the anmendnent the bill.

Co-Chair Meyer thought that Amendnment 1 had now had a
fiscal inpact of $34,000 for the first year, which was
better than the previous request.

Senator (O son asked what the results of the Al berta
Conpetitiveness Council had been. Senator MCQuire replied
that the results had been positive and that if you | ooked
at when Alberta's decline rate had started in 2009 on Econ
One's and PFC Energy's presentations, you could see the
that the curve had been redirected. She related that the
parliament in Alberta acting on the recomendations of the
Al berta Conpetitive Council had been directly responsible
for redirected the decline curve; besides the tax policy,
Al berta had established neasures to regulate and access
Al berta's regulatory perfornmance in the areas of oil and
gas and had increased weight limts to provide the safe
transportation of higher density nodules. Alberta had al so
identified new economc opportunities to commercialize
i nnovative technologies in the area of the oil and gas
i ndustry and workforce devel opnent. She concluded that the
Al berta Conpetitiveness Council had been very effective.
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8:13: 30 PM

Senator (dson noted that initially, the conpetitiveness
review board had been slated to neet 4 tines per year and
inquired how often it would neet under Anendnent 1. Senator
McGQuire replied that the board would neet once annually and
woul d issue 1 annual report, which was in fact consistent
with the Al berta Conpetitiveness Council; this reduction
had affected the fiscal inpact. She noted that she had been
delighted to work on that conprom se with the co-chairs.

8:14:13 PM
AT EASE

8:15:18 PM
RECONVENED

Co-Chair Meyer asked for additional coments related to
Amendnent 1.

Vi ce-Chair Fairclough WTHDREW her OBJECTION. There being
NO further OBJECTION, Anendnment 1 was ADOPTED.

Co-Chair Meyer pointed to the 3 fiscal notes attached to
the bill.

Co-Chair Kelly MOWED to REPORT CSSB 21(FIN out of
commttee as anended w th individual recomendati ons and
t he acconpanying fiscal notes.

CSSB 21(FIN) was REPORTED out of commttee as "anended"

with a "do pass" recomendation and with two new fiscal

i npact notes from the Departnent of Revenue and one new
indeterminate fiscal note from the Department of Natural

Resour ces.

Co-Chair Meyer discussed the schedule for the follow ng
meet i ng.

#
ADJ QURNVENT

8:18: 25 PM

The neeting was adjourned at 8:18 p. m
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