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"An Act relating to appropriations from taxes paid under the
Alaska Net Inconme Tax Act; relating to the oil and gas
production tax rate; relating to gas used in the state; relating
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effective date.”
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Depart ment of Natural Resources (DNR)

Juneau, Al aska

POSI TION  STATEMENT: Available to answer questions on the
amendnments to SB 21.

Bl LL BARRON, Director

Division of Ol and Gas

Departnment of Natural Resources (DNR)

Juneau, Al aska

PCSI TION STATEMENT: Available to answer questions on the
anmendnents to SB 21.

M CHAEL PAW.OABKI, Advi sor

Petrol eum and Fi scal Systens

O fice of the Conm ssioner

Depart ment of Revenue (DOR)

Anchor age, Al aska

PCSI TI ON STATEMENT: Answer ed question on SB 21 and CSSB 21( ).

DOUG SM TH

Pr esi dent

Al aska Support Industry Alliance
Anchor age, Al aska

POSI TI ON STATEMENT: Supported SB 21.

KEN THOWPSOQN, investor and co- owner

Al aska Venture Capital G oup (AVCG

Br ooks Range Petrol eum wholly-owned subsidiary of AVCG
Anchor age, Al aska

PCOSI TI ON STATEMENT: Supported CSSB 21( ).

BOB HEI NRI CH, Vice President

Fi nance and Admi ni stration

ConocoPhi Il | i ps

POSI TION  STATEMENT: Appreciated the committee's efforts to
incorporate their suggestions into the governors principles in
SB 21, but the base rate was still too high

SCOTT JEPSEN, Vice President

External Affairs

ConocoPhi |l l'i ps

PCSI TI ON STATEMENT: Responded to a letter witten by Senator
French indicating that nore investment would lead to |ess
decline in the TAPS throughput.

DEBORAH BROLLI NI, representing herself and her children
Anchor age, Al aska
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PCSI TI ON STATEMENT: Supported the CSSB 21 ( ) and especially the
Conpetitive Review Board in order to nmake sound business
deci sions and take the politics out of the process.

KARL WESTLAND, speaking on his own behal f
Anchor age, Al aska
POSI TI ON STATEMENT: COpposed SB 21 and preferred SB 50.

ACTI ON NARRATI VE

3:32:13 PM

CHAIR CATHY GESSEL <called the Senate Resources Standing
Commttee neeting to order at 3:32 p.m Present at the call to
order were Senators French, Mcciche, MQ@ire, Dyson and Chair
G essel .

SB 21-O L AND GAS PRODUCTI ON TAX

3:34: 00 PM

CHAIR G ESSEL announced SB 21 to be up for consideration [CSSB
21( ), version 28-GS1647\U, was before the conmittee]. She noted
that version N had the sane text as version U and that fiscal
notes were still being drafted.

SENATOR DYSON noved to adopt CSSB 21(RES), version 28-GS1647\N,
as the working docunent. There was no objection, and version N
was before the conmttee.

3: 35: 03 PM

JOE BALASH, Deputy Conmi ssioner, Departnent of Natural Resources
(DNR), Juneau, Al aska, said he was avail able to answer questions
about the anendnents to SB 21.

BILL BARRON, Director, Dvision of Ol and Gas, Departnent of
Nat ural Resources (DNR), Juneau, Alaska, said he was also
avai l abl e to answer questions on SB 21.

SENATOR FRENCH said he wanted him to speak to the expanded
incentive credit (EIC) for the North Slope that elimnates the
three mle boundary restriction and its fiscal inpact to the
state.

3:36: 48 PM
SENATOR FAI RCLOUGH j oi ned the conmitt ee.

MR. BALASH said the changes to the .025 credit [page 20, lines
16-18] would elimnate the three-mle boundary from the bottom
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hole location of a well to the exploration well in question to
determ ne whether or not it is available for it. In this case,
the credit is 30 percent and a typical well would cost around
$15 mllion. There would be additional costs on top of that
depending on how far away from existing infrastructure that is -
so the construction of an ice road and man canp - and then
dependi ng upon how nuch work you want to do from that well -
mul tiple side tracks or testing the discovery. So the state's 30
percent share would amount to a hair under $5 nillion. However
these provisions require that information from the well be
shared with the state after the well has been conpl et ed.

SENATOR FRENCH asked if all those restrictions on line 7 - you
can't get a credit for adm ni stration, supervi sion and

engi neering, |ease operating, geological and nmanagenent costs
(page 19, lines 7-11) - would still apply to these nore generous
credits.

MR. BALASH answered yes; subsection (b) starting on line 20 on
page 19 refers to those restrictions.

3:39:41 PM
CHAIR G ESSEL said that reducing the barrier around the wells on
page 20, lines 17-24, was brought up by Brooks Range.

SENATOR FRENCH asked M. Balash to walk through section 15
starting on page 14.

3:40: 21 PM

MR. BALASH said this section would be best addressed by the
Departnent of Revenue, because it is about credits and he wanted
to respect the relative turf of his "sister departnent."”

3:40: 49 PM

M CHAEL PAW.OABKI, Advisor, Petroleum and Fiscal Systens, Ofice
of the Comm ssioner, Departnment of Revenue (DOR), Anchorage,
Al aska, said this is the loss carry forward provision. It was
not changed from the initial version and that he appreciated
their maintaining that nexus between when the nmgjority of the
credit is given to a conpany being tied to when the production
actually occurs. That is what this section is intended to do.

Under existing |law, when a conpany accrues a |loss carry forward
credit, they can get it redeened by the state. Section 15
restricts how this credit can be carried forward and applied
agai nst future production taxes. The tax obligation has to exi st
for the credit to have any value (page 14, |line 17).
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SENATOR FRENCH asked how the increase of the base rate from 25
to 35 percent affects the size of these credits.

MR. PAW.OWSKI explained the base rate and the carry forward
credit serve in a simlar relationship and in order to retain
the type of parity the governor's bill attenpted to do, of
bringing new entrants to a level playing field wth existing
i ncunbents, the loss carry forward credit needed to be increased
to 35 percent, because a person with a tax liability would
essentially get a deduction at the value of the base rate. So if
the base rate is 35 percent, an existing incunbent player would
get a 35 percent benefit. A person without a tax liability, a
new entrant, would not. Now 35 percent |loss carry forward credit
must be used only when there is a production tax liability for
it to be used against.

SENATOR FRENCH asked if the increase in the base rate increases
the value of the credit.

MR. PAW.OABKI answered yes.

3:44:32 PM

DOUG SM TH, Pr esi dent, Al aska  Support | ndustry Al liance,
Anchorage, Al aska, supported SB 21. He said he had pulled
together sone information from M. Keithley and the MDowell
Group and the nost alarming thing that struck a |ot Al askans was
the issue of jobs. In 2000, North Slope production was about
108,000 barrels for every oil and gas industry job and by 2010
that had dropped to 28,000 barrels per job. He said nost of
these jobs are not putting significant new quantities, if any,
of oil into the pipeline; nobst expenditure was going to
mai nt ai ni ng t he base and operati ng facilities and
infrastructure.

3:47:41 PM

He said the $5 credit is valuable, but their only concern is
that it |eans towards being progressive in ternms of when
conpanies are evaluating projects. Mybe it 1is the right
bal ance, but we don't want to |ose our conpetitive posture at
hi gher prices.

3:48: 29 PM

MR SMTH said the Alliance supported expanding the gross
revenue exclusion (GRE), because it ensures that the |egacy
fields aren't left behind in seeking new production and new oi l
and they are our |argest new oil potential. They also supported
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expanding the exploration incentive credit (EIC) to help the
current independents and new explorers in finding nore oil.

MR SMTH said they also supported the qualified industry
service (QS) credit that tries to induce nore jobs into the
industry by wusing legal neasures. It would give Al askans
opportunity to conpete where maybe sone nodule fabrication is
bei ng done outside of Al aska or other products where we haven't
used the full capacity of our nmarket here to provide services to
the industry. For instance, their conmpany noved fabrication of
their hot oil units from Canada to a south Anchorage fabrication
facility. As a C corporation, they pay taxes and create tangible
personal property fromraw materials that they will pay property
tax on. A single hot oil unit creates eight full tinme jobs when
it goes to work on the North Slope, and it participates in down-
hole stinulation, well work-overs and intervention activities
that put nore oil in the pipeline. He thought this credit would
probably becone "self-funding" or nore through both job creation
and additional tax base. He didn't see it as a government
subsidy, but rather an opportunity to increase a conpetitive
posture that could actually generate nore jobs and econonic
activity for the state.

3:51:52 PM

Over half the value of his nenbers' wages of nearly $2 billion
is related to oil and gas extraction. The trickle down effects
of that payroll is alnost incalculable. A lot is at stake
t hrough enpl oynent and state econom cs beyond the treasury, and
a tax policy is needed that will keep that thriving for a |ong

time to cone.

SENATOR MCGUI RE said she agreed with his conments that expansion
of the GRE was a step in the right direction, but the known and

currently producing |egacy areas are still the best opportunity
for increased production investnent, and the currently producing
areas of the legacy fields wll be best stinmulated by a

conpetitive base rate, and that the correct |evel of base rate
is one that induces significant new investnent in the currently
produci ng | egacy areas. She asked him what rate he would set for
t he base rate.

MR SMTH replied he didn't have an answer that was any better
than the ones fromtheir consultants, but the Alliance supported
a conpetitive legacy field environment and would like to see
government take go closer to 60 percent. He had seen the 55
percent rate in the CS and understood the need to bring in state
revenues and that there are very few options to do that. He
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remarked that the Conpetitive Review Board would be a forward-
| ooki ng opportunity that is objective and un-politicized; and it
woul d be nice to be ahead of that curve.

CHAI R G ESSEL t hanked himfor calling in and testifying.

3:56:46 PM

KEN THOMPSON, investor and co-owner, Alaska Venture Capital
G oup (AVCG, Brooks Range Petrol eum wholly-owned subsidiary of
AVCG Anchorage, Alaska, said he is a forner president of ARCO
Al aska. He gave a little background on why they should consider
his conpany's perspectives. They have been the npbst active
expl orer accounting for 28 percent of all the exploration wells
on the North Slope state lands in 2007 - 2012. They have drilled
nore exploration wells on state lands on the North Slope than

ConocoPhillips, BP, ExxonMbil, Eni, Repsol, and Arnstrong
conbined during that tine period, and have spent a little over
$200 mllion. They had three discoveries and acquired a
di scovery. Their Mistang field developnment is under way

currently and that start producing 44 mllion barrels of new oi
in about 18 nonths with a spend of al nbst $600 million. AVCG has
t hree other devel opnments that need further delineation and those
will start and be staged in each of the three years for another
$1.5 billion of capital spend.

MR THOWPSON said while the state's refunded tax credits,
totaling $69 mllion for them had nade a big difference, that
the state would receive back nuch nore in just the first year of

Must ang production and about $1.2 billion over the entire field
life. Al of their credits had been redeployed on the North
Slope in drilling and seismc. None had been sent outside to

t heir headquarters and none had been put into dividends.

It has nmade a big difference, because sonetines they can dril
three exploration wells instead of two or two wells instead of
one and that has accelerated discoveries. They have also
appreciated that it is in cash, because they currently don't
have producti on.

3:59: 52 PM

MR. THOWPSON said he believed strongly that Al aska could |evel
and turn production up; it would cone froma mx of inprovenents
in the legacy fields and exploration, which could add over
50,000 barrels of oil a day. This was significant because North
Sl ope oil production year-to-year is declining by about 50,000
barrel s per day.
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4:00:46 PM

Overall they see the CS as a positive in grow ng production. It
increased the carry forward loss credit (CFL) from 25 to 35
percent. In the past they had received it in cash and have just
turned around and put it into the drill bit, but now that payout
will be deferred to be applied against new production and it
will again be redeploy into facilities and drilling. They also
appreci ated extending the small producer credit from 2016 out to
2022. He said he talks about this credit with conpanies in the
Lower 48 when he tries to get themto cone up here. In his case
it would reduce their tax by $12 mllion and they just put that
back into the drill bit and facilities.

He said the CS also specifies a 20 percent QCE tax credit
paynent in a single vyear, but elimnates it at 2013; the
positive is they like the nore imedi ate cash in one year versus
two, because again that is incorporated into their capital needs
especially on their Mistang devel opnment. The negative is that
they won't have the cash paynent in 2015 for the year 2014; and
while it would have been nice to get, it is a wish list item
They understand the situation and will try to find additiona
capital to offset it.

4:03: 02 PM

MR. THOWSON said elimnating the progressivity sinplifies the
tax calculation, which is the |argest negative public relations
issue Alaska faces. He had talked with over 200 potential
investors in the last 18 nonths and only 19 were interested in
Al aska, and now they have narrowed it down to only 2 potential
partners to nmake their half billion investnment at Mistang. O
the ones that fell out, the progressivity was a big negative
Maybe he could go back to them and tell them it has been
renoved

A negative is increasing the base rate from 25 to 35 percent,
but that is partially offset by the positive of the $5/bbl
produced credit. It better balances the relative state/producer
takes at low oil prices and that is well appreciated when prices
cycle | ow

For new oil, it increases the 20 percent GRE to 30 percent and
inportantly anmends the definition of the |eases that can be
included in the CGRE. The positive here is that it should
incentivize new oil production in ternms of qualifying a few nore
| eases with existing producers.
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Renoving the old distance limtations and having a 30 percent
exploration incentive credit (EIC) is a huge plus and neans that
he wll be able to reach nore conpanies and bring in nore
partners to hel p explore.

Overall, M. Thonpson thanked them for the changes in the CS
saying they should help AVCG attract new capital, which is his
full time job now And that has been difficult for the |ast year
and a half. He will be nmeeting with two conpanies in Dallas this
week that could be huge funders and he was optimstic about
t hat .

4:06: 46 PM

CHAIR G ESSEL said she was reading the Petroleum News February
24 issue and the headline was "AIDEA Eyeing QI Production
Facility." They were talking about investing $45 mllion in a
facility in the Miustang field. She asked himto talk a little
about that and the road funding.

MR. THOMPSON said AIDEA [Alaska Industrial Developnent and
Export Authority] is great to work with; they understood their
busi ness and want to help conpanies get a leg up. Once they get
a cash flow that can be directed into nore activity.

He said the road funding had been finalized when Brooks Range
Petroleum entered into a partnership with AIDEA that wll
provide 80 percent of the funding for road pad, developing a
gravel mne and an ice road to get out to the mne; it wll cost
$25 mllion, so AIDEA will provide $20 mllion in a loan and
AVCG Brooks Range and Ranshorn wll provide the other $5
mllion. Once P & | is paid, the road reverts to ownership by
Br ooks Range Petrol eum In the neantinme it is owned by Mistang
Road LLC that Al DEA controls.

4:09: 14 PM

MR. THOWPSON said that in February AlIDEA approved $100,000 for
studies that are under way to consider additionally funding
Mustang oil production processing facilities costing a little
over $200 mllion. AIDEA would only fund a loan for $45 nillion
and had talked with a Singapore firm Ixion Holdings, to
contribute $95-125 million. (Ixion helped fund the jack up in
Cook Inlet.) Forty or fifty mllion nore could be funded by
Al aska banks and two or three had voiced interest in the
production facility. It wuld be a creative LLC structure Ilike
the road; full developnment funding would be $333 nmillion and
that would be provided by ABCG the parent conpany of Brooks
Range and by Ranshorn Exploration. He would be in discussions
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later this week with other conpanies on perhaps partnering with
them on that piece, as well.

4:10:56 PM

CHAIR G ESSEL comented that funded by Al askan banks was an
exciting concept in terns of getting our own fiscal entities
engaged on the North Slope. They would only take that risk if
they viewed it as a solid investnent.

MR. THOWSON said they like the hard assets - the production
facilities and equipnment that can be used on other fields -
after Mustang field depletes for exanple. So, it is a good
investrment and it is known oil, which al so reduces the risk.

SENATOR MCCICHE said he was happy that M. Thonpson was
relatively supportive of the changes. He was glad of a little
bit of resistance and woul d have been suspicious without it. But
the legislature's job was to get conpetitive with other OECD
produci ng areas while reducing the state's tax rate as little as
possi ble. They felt that increasing the base rate to 35 percent
with $5/bbl credit and increasing the GREs to 30 percent puts up
Al aska in that conpetitive range. And Little Red Services and
Al liance supported the Conpetitive Review Board that would keep
us in that ball park.

MR. THOWPSON said he understood the state need to balance its
needs with those of the explorers.

4:13: 43 PM
BOB HEINRICH, Vice President, Finance and Admninistration
ConocoPhillips, said he appreciated the commttee's efforts to

incorporate their suggestions into the governor's principles in
SB 21. They have advocated changes to ACES that elimnates
progressivity and creates a flat tax rate over a broad price
range and that provides a business climate to attract investnent
and overcone Al aska's inherent cost disadvantages. The CS noves
toward achieving several of those goals. In particular it has
resulted in a relatively flat tax rate with only a slightly
progressive nature over a broad range of prices, a real positive
step. Expanding the GRE and the ability to apply it to
production from expansion of PAs within existing units is also
positive, however, they had not had the tinme to fully evaluate
t hat i npact on potential projects.

4:15:53 PM

ConocoPhi | l'i ps was concerned that the CS remains a tax increase
relative to ACES at lower prices levels and that could be fixed
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by decreasing the base rate. Al so, even though the overall |evel
of governnent take as estimted by Econ One appears to be in the
bal | par k W th t he aver age gover nnent t ake of ot her
jurisdictions, the question remains as to whether it wll be
enough to conpensate for the high costs of exploration and
devel opment in Alaska. They hadn't done enough analysis to
answer that question from ConocoPhillips' point of view, but the
answer is likely to be different for every conpany.

4:16: 57 PM

SENATOR FRENCH said he sent M. Jepsen a slide and a question
| ast week and asked if M. Jepson had a chance to fornulate a
response about declining rates and what is achievable at certain
i nvestment | evels.

4:17:15 PM

SCOTT JEPSEN, Vice President, External Affairs, ConocoPhillips
said it is difficult to say what the decline rate will be, but
with nore investnent the decline rate will be |ess.

4:19:15 PM

SENATOR FRENCH npoved Anendnent 1.

28-GS1647\N. 3
Nauman/ Bul | ock

AVENDMENT 1

OFFERED | N THE SENATE BY SENATOR FRENCH
TGO CSSB 21(RES), Draft Version "N’

Page 1, lines 1 - 2:

Delete "relating to appropriations from taxes
pai d under the Al aska Net Incone Tax Act; providing a
tax credit against the corporation incone tax for
qualified oil and gas service industry expenditures;"

Page 1, lines 3 - 4:
Delete "relating to gas used in the state;"

Page 1, lines 5 - 8:

Delete "for certain 1losses 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 f und; relating to annual statements by
producers and expl orers”
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Insert "; anmending the mnimumtax on oil and gas
production; relating to oil and gas | eases”

Page 1, lines 11 - 12:

Delete "establishing the Ol and Gas Conpetitive
Revi ew Board; maki ng conform ng anendnent s”

Insert "; relating to the financing of the
devel opnent of oil and gas resources by the Al aska
| ndustrial Devel opment and Export Authority"”

Page 2, line 2, through page 31, line 1

Delete all material and insert:

"* Section 1. AS 38.05.180(h) is anended to read:

(h) The comm ssioner shall [MAY] include terns
in a [ANY] |ease that inpose [IMPOSING a m ni mum worKk
commitment on the l|lessee to inplenent the plan of
devel opnent subnitted by the lessee with a bid for an
oil and gas or gas only lease. The terns of the
m ni rum work comm tnent nust [. THESE TERMS SHALL BE
MADE PUBLIC BEFORE THE SALE, AND  MNAY] i ncl ude
appropriate penalty provisions to take effect in the
event the |essee does not fulfill the mninm work
coommitrment. If it is denonstrated that a |ease has
been proven unproductive by actions of adjacent |ease
hol ders, the comm ssioner my set aside a work
commtment. The comm ssioner may waive for a period
not to exceed one two-year period any term of a
m nimum work commtnent if the conm ssioner makes a
witten finding either that conditions preventing
drilling or exploration were beyond the |essee's
reasonable ability to foresee or control or that the
| essee has denonstrated through good faith efforts an
intent and ability to drill or develop the |ease
during the termof the waiver.

* Sec. 2. AS 38.05.180(x) is anended to read:

(x) A lessee conducting or permtting any
exploration for, or devel opnent or production of, oil
or gas on state land shall provide the conm ssioner
access to all noninterpretive data obtained from that
| ease; shall provide the comm ssioner access to all
informati on necessary to perform an econom c anal ysis
under (ii)(2) of this section, including the capital
operating, production, and devel opnment costs and an
estimate of total reserves; and shall provide copies
of that data and infornmation, as the conm ssioner nmay
request. The confidentiality provi si ons of
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AS 38.05.035 apply to the information obtained under
this subsection

* Sec. 3. AS 38.05.180 is anended by adding new
subsections to read:

(hh)  The conmm ssioner shall require each bidder
for an oil and gas lease or gas only |ease and each
| essee applying for an extension or renewal of an oil
and gas lease or gas only lease to submt a plan of
devel opment for exploring, developing, and producing
fromthe lease within the period of the |ease or the
extension or renewal of the |ease. The conmm ssioner
shall review each plan of devel opnent and deternine
whet her the proposed plan of devel opnent is reasonably
expected to develop the lease in the best interest of
the state. The plan of devel opnent shall be included
in a lease along with penalties for failing to conply
with the plan of developnent and other terns of the
| ease. A bidder may not be a qualified bidder for the
purposes of (f)(1) of this section if the comm ssioner
finds that the bidder has not submtted a proposed
plan of developnent that is in the best interest of
the state or that the person that submtted the plan
of devel opnent is not reasonabl y capabl e of
i npl enenting the plan.

(ii1) The conm ssioner shal

(1) review each oil and gas |ease or gas
only |l ease each year for the purpose of determning
whether a lease is being developed in the best
interest of the state, whether the | essee is conplying
with the plan of devel opnent applicable to the |ease,
and whether revision of a plan of devel opnent,
including the planned rate of developnent, would
provide the maxi mum benefit to the people of the
st at e;

(2) every five years, perform an econom c
analysis on each participating area and determ ne
whet her the participating area is capable of increased
production in paying quantities over the current rate
of production or plan of devel opnent;

(3) enforce the terns of each oil and gas
lease or gas only lease, including inposing any
applicable penalty or other remedy for nonconpliance,
within a reasonable tinme after finding that a |essee
is out of conmpliance with the terns of the |ease;

(4) submt a report to the legislature
before the first day of each regular session that
lists each oil and gas or gas only lessee that is
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found to be out of conpliance and the action by the
commi ssioner to bring the |essee back into conpliance
or to term nate the | ease

(j1) For the purposes of (hh) and (ii) of this
section, a plan of developnent for a cooperative or
unit under (p) of this section is the plan of
devel opnment for a l|ease wthin the cooperative or
unit, except where a different plan of devel opnent is
established for a l|ease wthin the cooperative or
unit.

(kk) For purposes of (ii) of this section,

(1) "participating area" neans that part of

an oil and gas lease unit area to which production is
all ocated in the manner described in a unit agreenent;

(2) "production in paying quantities" neans
production in quantities sufficient to yield a return
in excess of drilling, developnent, and operating

costs.
* Sec. 4. AS 43.55.011(e) is anended to read:

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

(1) the annual production tax value of the
t axabl e oi | and gas as cal cul at ed under
AS 43.55.160(a)(1), as adjusted by AS 43.55.162,
mul tiplied by 25 percent; and

(2) the sum over all nonths of the
cal endar year, of the tax anpunts determ ned under (Q)
of this section.

* Sec. 5. AS 43.55.011(f) is repealed and reenacted

to read:

() Except for oil and gas subject to (i) of
this section and gas subject to (o) of this section,
the provisions of this subsection apply to oil and gas
produced from each |ease or property within a unit or
nonunitized reservoir that has cunulatively produced
1, 000, 000, 000 BTU equivalent barrels of oil or gas by
the close of the nost recent calendar year and from
which the average daily oil and gas production from
the wunit or nonunitized reservoir during the nost
recent cal endar year exceeded 100,000 BTU equival ent
barrels. Notwi thstanding any contrary provision of
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law, a producer may not apply tax credits to reduce
its total tax liability under (e) and (g) of this
section for oil and gas produced from all |eases or
properties within the wunit or nonunitized reservoir
bel ow 10 percent of the total gross value at the point
of production of that oil and gas. If the amount of
tax calculated by multiplying the tax rates in (e) and
(g) of this section by the total production tax value
of the oil and gas taxable under (e) and (g) of this
section produced from all of the producer's |eases or
properties within the unit or nonunitized reservoir is
| ess than 10 percent of the total gross value at the
point of production of that oil and gas, the tax
levied by (e) and (g) of this section for that oil and
gas is equal to 10 percent of the total gross value at
t he point of production of that oil and gas.
* Sec. 6. AS 43.55.011(g) is anended to read:

(9) For each nonth of the calendar year for
which the producer's average nonthly production tax
value under AS 43.55.160(a)(2) of a [PER BTU
equi valent barrel of the taxable oil and gas is nore
t han $30, the anobunt of tax for purposes of (e)(2) of
this section is determned by multiplying the nonthly
production tax value of the taxable oil and gas
pr oduced during t he nont h, as adj ust ed by
AS 43.55.162, by the tax rate cal cul ated as foll ows:

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

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

* Sec. 7. AS 43.55.020(a) is anended to read:

(a) For a cal endar year, a producer subject to
tax under AS 43.55.011(e) - (i) or (p) shall pay the
tax as foll ows:
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(1) an installnment paynment of the estinated
tax levied by AS 43.55.011(e), net of any tax credits
applied as allowed by law, is due for each nonth of
the calendar year on the last day of the follow ng
nmont h; except as otherw se provided under (2) of this
subsection, the amount of the installnment paynent is
the sum of the follow ng anbunts, less 1/12 of the tax
credits that are allowed by law to be applied against
the tax levied by AS 43.55.011(e) for the cal endar
year, but the anount of the installnment paynment may
not be | ess than zero:

(A) for oil and gas produced from | eases or
properties in the state outside the Cook Inlet
sedinentary basin but not subject to AS 43.55.011(0)
or (p), other than |eases or properties subject to
AS 43.55.011(f), the greater of

(1) zero; or

(i1i) the sum of 25 percent and the tax rate
calculated for the nonth under AS 43.55.011(09)
multiplied by the remainder obtained by subtracting
1/ 12 of the producer's adjusted |ease expenditures for
t he cal endar year of production under AS 43.55.165 and
43.55.170 that are deductible for the |eases or
properties under AS 43.55.160 and 1/12 of t he
adjustnment to production tax value for the cal endar
year under AS 43.55.162 from the gross value at the
poi nt of production of the oil and gas produced from
the leases or properties during the nmonth for which
the install ment paynent is cal cul at ed;

(B) for oil and gas produced from | eases or
properties subject to AS 43.55.011(f), 10 percent of
the gross value at the point of production of that oil
and gas [ THE GREATEST OF

(i) ZERQ

(ii) ZERO PERCENT, ONE PERCENT, TWO
PERCENT, THREE PERCENT, OoR FOUR PERCENT, AS
APPLI CABLE, OF THE GROSS VALUE AT THE PO NT OF
PRODUCTI ON OF THE O L AND GAS PRODUCED FROM ALL LEASES
OR PROPERTIES DURING THE MONTH FOR WH CH THE
| NSTALLMENT PAYMENT | S CALCULATED; OR

(iii) THE SUM OF 25 PERCENT AND THE TAX
RATE CALCULATED FOR THE MONTH UNDER AS 43.55.011(9)
MULTI PLI ED BY THE REMAI NDER OBTAINED BY SUBTRACTI NG
1/12 OF THE PRODUCER S ADJUSTED LEASE EXPENDI TURES FOR
THE CALENDAR YEAR OF PRODUCTI ON UNDER AS 43.55.165 AND
43.55.170 THAT ARE DEDUCTIBLE FOR THOSE LEASES OR
PROPERTI ES UNDER AS 43.55.160 FROM THE GROSS VALUE AT
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THE PO NT OF PRODUCTION OF THE O L AND GAS PRODUCED
FROM THOSE LEASES OR PROPERTI ES DURI NG THE MONTH FOR
VWHI CH THE | NSTALLMENT PAYMENT | S CALCULATED ;

(O for oil and gas produced from each
| ease or property subject to AS 43.55.011(j), (k),
(o), or (p), the greater of

(1) zero; or

(it) the sumof 25 percent and the tax rate
calculated for the nmonth under AS 43.55.011(9)
multiplied by the renmainder obtained by subtracting
1/ 12 of the producer's adjusted |ease expenditures for
t he cal endar year of production under AS 43.55.165 and
43.55.170 that are deductible under AS 43.55.160 and
1/ 12 of the adjustnent to production tax value for the
cal endar year under AS 43.55.162 for oil or gas, as
appl i cabl e [ RESPECTI VELY], produced from the |ease or
property from the gross value at the point of
production  of the oil or gas, as applicable
[ RESPECTI VELY], produced from the |ease or property
during the nonth for which the installnment paynent is
cal cul at ed;

(2) an amount calculated under (1)(C of
this subsection for oil or gas produced from a |ease
or property

(A) subject to AS 43.55.011(j), (k), or (o)
may not exceed the product obtained by carrying out
the calculation set out in AS 43.55.011(j)(1) or (2)
or 43.55.011(0), as applicable, for gas or set out in
AS 43.55.011(k)(1) or (2), as applicable, for oil, but
substituting in AS 43.55.011(j)(1)(A) or (2)(A) or
43.55.011(0), as applicable, the anpbunt of taxable gas
produced during the nonth for the anount of taxable
gas produced during the cal endar year and substituting
in AS 43.55.011(k)(21)(A) or (2)(A), as applicable, the
anount of taxable oil produced during the nmonth for
t he amount of taxable oil produced during the cal endar
year ;

(B) subject to AS 43.55.011(p) nmay not
exceed four percent of the gross value at the point of
production of the oil or gas;

(3) an installnment paynent of the estinmated
tax levied by AS 43.55.011(i) for each Ilease or
property is due for each nonth of the cal endar year on
the last day of the follow ng nonth; the anobunt of the
i nstal |l ment paynent is the sum of

(A the applicable tax rate for oil
provi ded under AS 43.55.011(i), multiplied by the
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gross value at the point of production of the oil
taxabl e under AS 43.55.011(i) and produced from the
| ease or property during the nonth; and

(B) the applicable tax rate for gas
provi ded under AS 43.55.011(i), multiplied by the
gross value at the point of production of the gas
taxabl e under AS 43.55.011(i) and produced from the
| ease or property during the nonth;

(4) any anount of t ax | evi ed by
AS 43.55.011(e) or (i), net of any credits applied as
allowed by |aw, that exceeds the total of the amounts
due as installment paynments of estinmated tax is due on
March 31 of the year following the calendar year of
pr oducti on.

* Sec. 8. AS 43.55.024(d) is anended to read:

(d) A producer may not take a tax credit under
(c) of this section for any calendar year after the
| at er of

(1) 2022 [2016]; or

(2) if the producer did not have commercia
oil or gas production from a |ease or property in the
state before April 1, 2006, the ninth calendar year
after the calendar year during which the producer
first has comercial oil or gas production before
May 1, 2022 [2016], from at |east one |ease or
property in the state.

* Sec. 9. AS 43.55 is anmended by adding a new

section to read:

Sec. 43. 55. 026. Heavy oi | research and
devel opment tax credit. (a) A taxpayer may apply 20
percent of the taxpayer's expenditure attributable to
this state for research and developnent related to
i mproving nethods of producing heavy oil in the state
for the taxable year that exceeds the base anmount, but
not to exceed $10,000,000, as a credit against the
state tax liability inposed on the taxpayer under this
chapter.

(b) Research and devel opnment expenditures in
this section are attributable to this state if the
research and developnent is being conducted in this
state or the payroll of enployees conducting the
research and developnent is in this state. In this
subsection, payroll of an enployee is in this state if
conpensation is paid to an enployee in this state and
reported as paid in this state in the quarterly
contribution report under AS 23.20 to the Departnent
of Labor and Workforce Devel opnent.
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(c) If the tax credit under this section exceeds
the taxpayer's tax liability after other tax credits
are taken under this chapter for the year in which the
expenditure is incurred, the excess of the tax credit
over the liability may be carried forward for up to
seven years. |If an unused credit is carried forward to
a tax year froman earlier year, the credit arising in
the earliest year is applied first against the tax
l[iability for the year.

(d) A person may not claim a credit under this
section for research and devel opnment expenditures that
were deducted in the calculation of tax liability
under AS 43.55.011(e).

(e) Each year, if three or nore taxpayers claim
the credit authorized under this section during the
i medi ately preceding vyear, the departnent shall
report to the legislature the nunber of taxpayers who
claimed credits under this section in the prior year,
the total cunulative anmpbunt of credits granted to all
t axpayers under this section for the prior tax year, a
description of the research and devel opnent projects
for which the credit was granted, and the total
currul ati ve nunber of enployees conducting the research

and devel opnent for which all taxpayers claim the
credit.
() The comm ssi oner shal | establish in

regul ati on a nmet hod for apportioning research
expenditures of a producer related to heavy oil

production in and outside of the state. When
developing the regulations, the conm ssioner nmay
consider the relative anmounts of heavy oil the

producer is seeking to produce in areas in and outside
of the state or consider another reasonable basis on
which fairly to apportion costs for research related
to in-state oil production and oil produced outside of
t he state.

(9) In this section, "base anmount" neans the
average of research and devel opnent expenditures
related to inproving nethods of producing heavy oil
and attributable to this state for the three tax years
i medi ately preceding the taxable year for which the
credit is being clained.

* Sec. 10. AS 43.55.030(a) is anmended to read:

(a) A producer that produces oil or gas from a
| ease or property in the state during a cal endar year,
whether or not any tax paynent is due under
AS 43.55.020(a) for that oil or gas, shall file wth
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the departnent on March 31 of the following year a
statenent, wunder oath, in a form prescribed by the
department, giving, with other information required by
the departnent wunder a regulation adopted by the
departnent, the foll ow ng:

(1) a description of each |ease or property

from which oil or gas was produced, by nane, |egal
descri pti on, | ease  nunber, or accounting codes
assi gned by the departnent;

(2) the nanes of the producer and, if

different, the person paying the tax, if any;

(3) the gross anount of oil and the gross
anount of gas produced from each |ease or property,
and the percentage of the gross amount of oil and gas
owned by the producer;

(4) the gross value at the point of
production of the oil and of the gas produced from
each | ease or property owned by the producer and the
costs of transportation of the oil and gas;

(5) the nane of the first purchaser and the
price received for the oil and for the gas, wunless
relieved fromthis requirement in whole or in part by
t he departnent;

(6) the producer's qualified capital
expenditures, as defined in AS 43.55.023, other |ease
expenditures under AS 43.55.165, and adjustnents or
ot her paynments or credits under AS 43.55.170;

(7) the production tax values of the oil
and gas under AS 43.55. 160;

(8) any claims for tax credits to be
appl i ed; [ AND|
(9) cal cul ations showing the anmounts, if

any, that were or are due under AS 43.55.020(a) and
i nterest on any under paynment or overpaynent; and
(10) for each expenditure that is the basis
for a credit clainmed under AS 43.55.023 or 43.55.025,
a description of the expenditure, a detailed
description of the purpose of the expenditure, and a
description of the |ease or property for which the
expendi ture was i ncurred; not wi t hst andi ng
AS 40. 25.100(a) and AS 43. 05.230(a), i nformation
subnmitted under this paragraph may be disclosed to the
public and shall be disclosed to the legislature in a
report submtted within 10 days after the convening of
the next regular legislative session following the
date a statenent is filed under this section
* Sec. 11. AS 43.55.030(e) is anended to read:
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(e) An explorer or producer that incurs a |ease
expenditure under AS 43.55.165 or receives a paynent
or credit wunder AS 43.55.170 during a calendar year
but does not produce oil or gas from a |ease or
property in the state during the calendar year shall
file with the departnment on March 31 of the follow ng
year a statenment, under oath, in a form prescribed by
the departnent, gi vi ng, with other i nformation
required by the departnent under a regul ati on adopted
by the departnent, the follow ng:

(1) the producer's qualified capital
expenditures, as defined in AS 43.55.023, other |ease
expenditures under AS 43.55.165, and adjustnents or
ot her payments or credits under AS 43.55.170; [ AND|

(2) if the explorer or producer receives a
paynent or credit under AS 43.55.170, calculations
showi ng whet her the explorer or producer is liable for
a tax under AS 43.55.160(d) or 43.55.170(b) and, if
so, the anmount; and

(3) for each expenditure that is the basis
for a credit clainmed under this chapter, a description
of the expenditure, a detailed description of the
purpose of the expenditure, and a description of the
| ease or property for which the expenditure was
i ncurred; not w t hst andi ng AS 40. 25. 100( a) and
AS 43. 05. 230(a), information submtted under this
par agraph nay be disclosed to the public and shall be
disclosed to the legislature in a report submtted
within 10 days after the convening of the next regular
| egi sl ative session following the date a statenent is
filed under this section.

* Sec. 12. AS 43.55.160(a) is anmended to read:

(a) Except as provided in (b) of this section
and subject to adjustnment under AS 43.55.162, for the
pur poses of

(1) AS 43.55.011(e), the annual production
tax value of the taxable oil, gas, or oil and gas
subject to this paragraph produced during a cal endar
year is the gross value at the point of production of

the oil, gas, or oi | and gas taxable under
AS 43.55.011(e), | ess t he producer's | ease
expenditures under AS 43.55.165 for the cal endar year
applicable to the oil, gas, or oil and gas, as

applicable, produced by the producer from |eases or
properties, as adjusted under AS 43.55.170; this
par agr aph applies to
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(A oil and gas produced from |eases or
properties in the state that include land north of 68
degrees North | atitude, other than gas produced before
2022 and used in the state;

(B) oil and gas produced from |eases or
properties in the state outside the Cook Inlet
sedi nentary basin, no part of which is north of 68
degrees North latitude; this subparagraph does not

apply to gas

(1) produced before 2022 and used in the
state; or

(1) oi | and gas subj ect to

AS 43.55.011(p);

(O oi |l produced before 2022 from a |ease
or property in the Cook Inlet sedinentary basin;

(D) gas produced before 2022 from a |ease
or property in the Cook Inlet sedinentary basin;

(E) gas produced before 2022 from a |ease
or property in the state outside the Cook Inlet
sedi nentary basin and used in the state;

(F) oil and gas subject to AS 43.55.011(p)
produced from | eases or properties in the state;

(G oil and gas produced from a |ease or
property no part of which is north of 68 degrees North
| atitude, other than oil or gas described in (B), (O,
(D), (E), or (F) of this paragraph;

(2) AS 43.55.011(g), the nmonthly production
tax value of the taxable

(A oil and gas produced during a nonth
from | eases or properties in the state that include
land north of 68 degrees North latitude is the gross
value at the point of production of the oil and gas
taxable wunder AS 43.55.011(e) and produced by the
producer from those |eases or properties, less 1/12 of
the producer's |ease expenditures under AS 43.55.165
for the calendar year applicable to the oil and gas
produced by the producer from those |eases or
properties, as adjusted wunder AS 43.55.170; this
subparagraph does not apply to gas subject to
AS 43.55.011(0);

(B) oil and gas produced during a nonth
from |l eases or properties in the state outside the
Cook Inlet sedinmentary basin, no part of which is
north of 68 degrees North latitude, is the gross val ue
at the point of production of the oil and gas taxable
under AS 43.55.011(e) and produced by the producer
from those |eases or properties, less 1/12 of the
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producer's |ease expenditures under AS 43.55.165 for
the calendar year applicable to the oil and gas
produced by the producer from those |eases or
properties, as adjusted wunder AS 43.55.170; this
subparagraph does not apply to gas subject to
AS 43.55.011(0);

(O oil produced during a nonth from a
| ease or property in the Cook Inlet sedinentary basin
is the gross value at the point of production of the
oi |l taxable under AS 43.55.011(e) and produced by the
producer from that |ease or property, less 1/12 of the
producer's |ease expenditures under AS 43.55.165 for
the calendar year applicable to the oil produced by
the producer from that |ease or property, as adjusted
under AS 43.55.170;

(D) gas produced during a nonth from a
| ease or property in the Cook Inlet sedinentary basin
is the gross value at the point of production of the
gas taxable under AS 43.55.011(e) and produced by the
producer fromthat |ease or property, less 1/12 of the
producer's |ease expenditures under AS 43.55.165 for
the calendar year applicable to the gas produced by
the producer from that |ease or property, as adjusted
under AS 43.55.170;

(E) gas produced during a nonth from a
| ease or property outside the Cook Inlet sedinentary
basin and used in the state is the gross value at the
point of production of that gas taxable under
AS 43.55.011(e) and produced by the producer fromthat
| ease or property, less 1/12 of the producer's |ease
expendi tures under AS 43.55.165 for the cal endar year
applicable to that gas produced by the producer from
t hat | ease or property, as adj ust ed under
AS 43.55. 170.

* Sec. 13. AS 43.55 is amended by adding a new
section to read:

Sec. 43.55.162. Adjustnents to production tax
value. (a) The annual production tax value of oi
produced from a | ease or property north of 68 degrees
North latitude by the producer is reduced, during the
first seven consecutive years after the start of
commerci al production by 20 percent of the gross val ue
at the point of production of oil produced during the
cal endar year. This subsection does not apply to a
| ease or property that

(1) was in comercial production before
January 1, 2007;
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(2) is located within a unit area that has
never had comrercial production; or

(3) is located within a unit for nore than
20 years before the first comrercial production on the
| ease or property.

(b) The annual production tax value of oil or
gas produced by a producer is reduced during the first
five consecutive years after the start of commerci al
production by 10 percent if the oil or gas is produced
from a partici pating area est abl i shed after
Decenber 31, 2012, that is within a unit forned under

AS 38. 05. 180( p) before January 1, 2003, i f t he
participating area does not contain a reservoir that
had previ ously been in a participating ar ea

established before January 1, 2012. This subsection
does not apply to production from a | ease or property
|ocated within a unit for nore than 20 years before
the first conmmercial production on the |ease or
property.

(c) The annual production tax value of heavy oil
produced by a producer is reduced by 10 percent of the
gross value at the point of production of heavy oil
produced, for the calendar vyear, from a |ease or
property that is located within a unit area existing
on January 1, 2014.

(d) For a cal endar year after 2012, the annua
production tax value of oil produced by a producer
that produced oil in 2012 is reduced by 10 percent of
the gross value at the point of production of the
volunme of oil produced during the calendar year in
excess of the total volume produced by the producer in
2012. The volume of oil produced by a producer in 2012
is the average daily statewide production of the
producer, excluding from the calculation the days on
whi ch production is significantly reduced, multiplied
by the nunmber of days in the calendar year. For the
pur poses of this subsecti on, producti on is
significantly reduced when the production volune of
oil for the day is less than one-half of the quotient
of the total volune of oil production that is produced
by the producer for the year and the nunber of days in
the calendar year. A producer that increases its
vol une of production through the purchase, nerger, or
other acquisition of another producer is the sum of
the producer's total target volume and the total
target volume for the producer that is purchased,
merged with, or otherwi se acquired; however, if the
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producer that is purchased, nerged with, or otherw se
acquired did not have a target volunme determ ned under
this section, the volune of the increased production
that is attributable to the purchase, nerger, or other
acquisition may not be considered for the purpose of
determning whether the producer that acquired the
additional production has increased the volune of
production above its target vol une.

(e) A reduction in production tax value provided
by this section may not be conbined with any other
reduction in production tax value provided by this
section in the sane year. Ol or gas from a |ease or
property that produces oil or gas that results in a
production tax reduction under (a) of this section is
ineligible for a production tax reduction under (b)
and (c) of this section and may not be used in the
calculation of production volunme under (d) of this
secti on.

(f) A reduction in production tax val ue provided
by this section nmay not reduce the production tax
val ue of a producer bel ow zero.

(g) The rate of tax under AS 43.55.011(g) shall
be determ ned before the application of the adjustnent
provi ded by this section.

(h) In this section,

(1) "conmer ci al production” neans the
production of oil for the purpose of sale or other
beneficial use, except when the sale or beneficial use
is incidental to the testing of an unproved well or
unproved conpl etion interval;

(2) "participating area" neans that part of
an oil and gas lease wunit to which production is
all ocated in the manner described in a unit agreenent.

* Sec. 14. AS 43.55.990 is anmended by adding a new
par agr aph to read:

(14) "heavy oil" neans oil with an Anmerican
PetroleumInstitute gravity of |ess than 18 degrees.

* Sec. 15. AS 44.88.080 is anended by adding a new
par agraph to read:

(32) to acquire an interest in a project as
necessary or appropriate to provide working or venture
capital for an oil or natural gas devel opnent project
under AS 44.88.800 and 44.88.810, whether by purchase,
gift, or |ease.

* Sec. 16. AS 44.88 is anmended by adding new
sections to read:

Article 9A. Interest in Gl and Gas Resources.
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Sec. 44. 88. 800. Acqui sition of i nt erest in
busi nesses. (a) The authority may acquire, through
purchase or other neans, an interest in a |ease held
by a corporation or other business entity in an oil or
natural gas field in the state that has been expl ored,
but only if the authority determ nes the |easehol der
has nade reasonable efforts to obtain financing from
the private sector to develop the |ease and those
efforts have, in whole or part, been unsuccessful. The
authority shall exercise due diligence in acquiring a
| easehol d i nterest under this section.

(b) If the authority acquires a |easehold
interest under this section, the authority may use the
authority's assets, as appropriate, to aid in the
devel opnment of the oil or natural gas field in which
t he business entity has a | easehold interest.

Sec. 44.88.810. Al aska resource devel oprment fund.

(a) The Al aska resource devel opnent fund is
established in the authority for the purpose of
developing oil and gas resources, and consists of

appropriations to the fund. The authority shall nanage
the fund and nmay create separate accounts within it.
I ncone of the fund or of enterprises of the authority
shal | be separately accounted for and nmay be
appropriated to the fund.

(b) The authority nmay use noney fromthe fund to
carry out the purpose of the fund set out in (a) of
this section.

* Sec. 17. AS 44.88.900(10) is anended to read:
(10) "project" neans
(A a plant or facility used or intended
for use in connection wth rmaking, pr ocessi ng,
preparing, transporting, or producing in any nmanner,
goods, products, or substances of any kind or nature
or in connection wth developing or utilizing a

nat ur al resource, or extracti ng, snmel ting,
transporting, converting, assenbling, or producing in
any nmanner, m neral s, raw nmaterials, chem cal s,

conpounds, alloys, fibers, comodities and materials
products, or substances of any kind or nature;

(B) a plant or facility used or intended
for use in connection with a business enterprise;

(O commercial activity by a business
enterprise;

(D) a plant or facility denonstrating
t echnol ogi cal advances of new nethods and procedures
and prototype  conmerci al applications for t he
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expl oration, developnment, production, transportation,
conversion, and use of energy resources;

(EB) infrastructure for a new tourism
destination facility or for the expansion of a tourism
destination facility; in this subparagraph, "tourism
destination facility" does not include a hotel or
ot her overnight lodging facility;

(F) a plant or facility, other than a plant
or facility described in (D) of this paragraph, for

t he generati on, transm ssi on, devel opnent,
transportation, conver si on, or use of ener gy
resour ces;

(G a plant or facility that enhances,

provides for, or pronotes economc developnent wth
respect to transportation, comrunications, comunity

public purposes, t echni cal i nnovati ons, pr ot ot ype
commercial applications of intellectual property, or
resear ch;

(H a plant or facility used or intended
for use as a federal facility, including a United
States mlitary, national guard, or coast guard
facility;

() infrastructure for an area that is

designated as a mlitary facility zone under AS 26. 30;
(J) developnent of an oil and gas field by
providing working or venture capital in exchange for
an equity interest;
* Sec. 18. The wuncodified law of the State of
Al aska i s anended by adding a new section to read:

APPLI CABI LITY. (a) Section 1 of this Act and
AS 38. 05.180(hh), enacted by sec. 3 of this Act, apply
to a proposed |ease sale and the renewal or extension
of a lease on or after the effective date of this Act.

(b) The reduction in production tax val ue under
AS 43.55.162, enacted by sec. 13 of this Act, applies
to oil or gas produced after Decenber 31, 2013.

* Sec. 19. The wuncodified law of the State of
Al aska i s anended by adding a new section to read:

LEG SLATI VE APPROVAL; NORTH SLOPE O L PROCESSI NG
FACILITY. (a) The Al aska Industrial Developnent and
Export Authority may issue a |oan to a producer of oil
or gas to finance the construction and inprovenent of
an oil processing facility on the Alaska North S| ope
and flow lines and other surface infrastructure for
the facility. A loan under this section shal

(1) be issued to a producer that produces
| ess than 100,000 barrels of oil a day;

SENATE RES COW TTEE - 28- February 25, 2013



(2) be issued for the purpose of financing
a facility to facilitate production from a unit
established after January 1, 2014; and

(3) have an interest rate that does not
exceed the prime rate of interest plus one percent.
(b) In this section, "prine rate" neans the

lowest United States noney center prine rate of
interest that is published in the Wall Street Journal.

* Sec. 20. Section 19 of this Act is repealed
June 30, 2017. Repeal of sec. 19 of this Act does not
af f ect | oans issued by the Alaska Industrial
Devel opnent and Export Authority under sec. 19 of this
Act before June 30, 2017.

* Sec. 21. This Act takes effect January 1, 2014."

CHAI R G ESSEL obj ected for discussion purposes.

SENATOR FRENCH expl ai ned that Legislative Legal said this is not
stripping the bill, but it essentially replaces the provisions
of SB 21 with those of SB 50 where they differ. The anendnent is
designed to keep ACES in place and nake a good system better,
because he Dbelieves that the governor's approach and the
committee nodifications so far are the wong policy. He said as
M. Jepsen had noted in previous testinmony that for FY14, 15,
and 16 there would be a 3.3 percent decline rate, five and a
hal f years after ACES passed, and that is about as good as one
could realistically expect until the heavy oil puzzle or the
shale oil puzzle gets cracked or until OCS oil cones to us from
of f shor e.

He was also concerned that an Econ One slide, nunber 11, from
February 13, entitled "Capital Spending” nmade it |look Iike
capital spending had |eveled off on the North Slope, but he had
updated the slide, because it stopped in 2012, with projected
capital spending in the Revenue Sources Book. And for 2013 and
2014 it showed substantial junps in capital spending in each of
those years from $2.4 billion in 2012 to $3.3 billion in 2013
and to $3.8 billion 2014,

Senator French said he was actually chagrined that they were
shown a slide that didn't accurately depict what was happening
on the North Slope both now and in the near future. He said that
the DOR goes to great lengths to fornmulate the estinmates and
they are fairly accurate, being based on real interviews wth
the industry. It took him back to first causes and the fact
that the people who are saying ACES is broken are the taxpayers
and that is nore or |ess what you woul d expect themto say. Even
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when the ExxonhMbbil tax attorney was asked by the conmittee what
an appropriate tax level would be, he couldn't or wouldn't say,
Senator French said he thought the answer would have been zero
from Exxon's perspective, but the legislature has to set a fair
tax policy fromthe perspective of the whole state.

4:24: 00 PM

That is what this amendnent is neant to do: it offers a fuller
spectrum of ways to incentivize oil on the North Slope wthout
just touching the tax dial. It does that by |ooking at
incentivizing heavy oil research and devel opnent, by nmaking
state loans available for production facilities in new oi
fields that require developnent plans with initial |eases on
state land. It maintains a reasonable share of wndfall profits
for the producers and caps progressivity at about 55 percent; it
allows for the gross revenue exclusions they had tal ked about
today and ends them in seven years, extends the small producer
tax credit out to 2022, and provides a tax credit for research
and devel opnent for heavy oil. It touches on the things that are
needed but still keeps the basic system of ACES in place.

SENATOR FRENCH said that a presentation given last year in this
committee by Shel by Gerking, an Econom cs Professor who had been
working on this issue for close to 35 years, who had done nore
than 20 peer reviewed econom c studies of production taxes and
the relationship between production taxes and spending and
production going back for 35 years, said that even a substanti al
tax increase from zero to 25 percent doesn't affect production
very much

A new report said that Gerking analyzed a 28-year 7-state data
set conpiled by the Anerican Petroleum Institute and found that
t axes have sone inpact; for exanple cutting severance taxes from

25 percent of well head value to zero increased long term
production by 13 percent, but in nobst cases the changes were
very small. That conported with his experience in Al aska when
the ELF (economic |limt factor) tax rates on the North Sl ope

started in 1996 at about 12 percent and went down to below 1
percent in 2006. That was a real tinme experinent in dropping the
production taxes, but unfortunately the decline curve continued
going down at 7 percent a year. H's concern was that the
approach being offered by the governor and by the CS was stil
the same idea - lower taxes and hope for the best - but wth
this evidence and Al aska's experience he didn't think that was
the way to go.
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SENATOR FRENCH, in closing, remnded them of the Constitution
they had all sworn to uphold and Article 8, Section 2, says we
have to get the maxi num benefit out of our natural resources. If
they do sonmething less than that, they are not serving the state
wel | .

SENATOR FAI RCLOUGH said she wanted to speak to the issue of
fairness first and as far as Alaska's share goes, fair is one-
third, one-third, one-third. Wwen she listened to Vic Fisher
tal k about that particular clause in the Constitution, he said
governnment take shoul d be sonmewhere around two-thirds.

4:28:40 PM
At ease from4:28 to 4: 30

4:30:19 PM
CHAIR G ESSEL called the neeting back to order and asked for
further coments fromcommttee nenbers.

SENATOR M CCI CHE commented that a constituent called, because he
made a comment about what the state spent on Dr. GCerking |ast
year. For the record, he wanted to correct hinself that Dr.
Gerking was not conpensated and had volunteered that
information. He was happy to hear that and still disagreed with
his concepts on tax |aw i ncentives.

He said the increased spending not being directed to new
production was the key to this proposal. It exposes the state to
significant payouts that didn't lead to additional production,
and that is one of the issues that SB 21 tried to address.

Another issue was that the oil decline experienced by Al aska
when there was alnost no taxes with ELF was one simlar to those
experienced in other oil producing states. And when the price of
oi | did pick wup recently so did their production -
significantly; yet Alaska's has remained in decline. So clearly
there is a conpetitive issue with the ACES structure.

SENATOR M CCICHE said it was al so sonmewhat interesting that ACES
was just fine a couple of weeks back and they had finally gotten
to the point where they agree that it's not fine and needs
significant adjustnent and the vehicle for that is SB 21. He had
heard the nmaxi mrum benefit comment often, but getting the maxi num
benefit for the people of Al aska nmeans not leaving oil in the
ground and being conpetitive in producing what resources God has
bl essed Al aska wth.
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4:33:29 PM

SENATOR MCGUIRE echoed those coments, particularly about
progressivity and said she opposed the anendnent. They want a
system that reflects sone progressivity or one that at |east has
a predictable tax rate. But they have heard over and over again
that is the place where ACES was really broken. It was broken in
the credits in the sense that the state was handing out credits
in areas that were not necessarily inducing the kind of
investnment that l|leads to production. It was broken in the sense
that it put the state coffers at an exposure rate that it can't
necessarily neet. Just today they heard Ken Thonpson, a life-
| ong Al askan, say the one nobst inportant thing to investors was
fixing progressivity; Canbridge Energy Research's binders that
are send to global investors showed absurd tax cal cul ations of
anywhere from 25 to 75 percent. So |awrakers are putting a
predi ctabl e conpetitive tax system in place for the State of
Al aska.

4:36:22 PM

SENATOR FAI RCLOUGH said when they |ook at nmaxi mum benefit for
the people of Al aska they |look at what is going to be there for
future generations.

CHAIR G ESSEL conmmented that they |ooked at UK's brown field
(legacy fields) credits when they significantly changed their
tax structure last year and have seen the resulting significant
investnments and expect nore production by 2017 or earlier.
I nvestnent takes tinme to increase production and that wll be
seen in the UK This enphasizes the nany exanples around the
worl d, Al berta being another one, where the tax structure mnakes
a difference in terns of investnent.

CHAIR G ESSEL asked for a roll call vote on Amendnent 1.

A roll call vote was taken: Senator French voted yea; Senators
Dyson, Mcciche, MQire, Fairclough, and G essel voted nay.
Therefore, Amendnent 1 failed on a 1:5 vote.

4:39: 53 PM
SENATOR FRENCH npved Anendnent 2.
28- GS1647\ N. 2
Bul | ock

AMENDMVENT 2

OFFERED | N THE SENATE BY SENATOR FRENCH
TGO CSSB 21(RES), Draft Version "N’
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Page 1, line 3:
Delete "rate"
| nsert "rates"

Page 2, following line 9:
Insert a new bill section to read:

"* Sec. 2. AS 29. 60.850(b), as anmended by sec. 1
of this Act, is anended to read:

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

(1) $60, 000, 000; or

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

Renunber the followi ng bill sections accordingly.

Page 4, following |line 4:

Insert a new bill section to read:

"* Sec. 5. AS 43.55.011(e), as anended by sec. 4 of
this Act, is anended to read:

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

(1) the annual production tax value of the
t axabl e oi | and gas as cal cul at ed under
AS 43.55.160(a) (1) [AS 43.55.160(a)] multiplied by 25
[ 35] percent; and

(2) the sum over all nonths of the
cal endar year, of the tax amounts determ ned under (q)
of this section.™

Renunber the followi ng bill sections accordingly.

Page 4, following line 10:
I nsert new bill sections to read:
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"* Sec. 7. AS 43.55.011(0), as anended by sec. 6 of
this Act, is anended to read:

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

* Sec. 8. AS 43.55.011 is amended by adding a new
subsection to read:

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

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

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

Renunber the followi ng bill sections accordingly.
Page 7, line 13:
Del ete "sec. 5"

| nsert "sec. 9"

Page 10, followi ng line 10:
Insert a new bill section to read:
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"* Sec. 11. AS 43.55.020(a), as anended by secs. 9
and 10 of this Act, is repealed and reenacted to read:
(a) For a cal endar year, a producer subject to
tax under AS 43.55.011(e), (f), (h), (i), (p), or (q)
shal |l pay the tax as foll ows:

(1) an installnment paynent of the estimated
tax levied by AS 43.55.011(e), net of any tax credits
applied as allowed by law, is due for each nonth of
the calendar year on the last day of the follow ng
nmont h; except as otherwi se provided under (2) of this
subsection, the anmount of the installnent paynment is
the sum of the follow ng anounts, less 1/12 of the tax
credits that are allowed by law to be applied against
the tax levied by AS 43.55.011(e) for the cal endar
year, but the amount of the installnment paynent nmay
not be | ess than zero:

(A) for oil and gas produced from | eases or
properties in the state outside the Cook Inlet
sedi nentary basin but not subject to AS 43.55.011(0)
or (p), other than |eases or properties subject to
AS 43.55.011(f), the greater of

(i) zero; or

(i1i) the sum of 25 percent and the tax rate
calculated for the nmonth under AS 43.55.011(q)
multiplied by the renmainder obtained by subtracting
1/ 12 of the producer's adjusted |ease expenditures for
t he cal endar year of production under AS 43.55.165 and
43.55.170 that are deductible for the |eases or
properties under AS 43.55.160 from the gross value at
the point of production of the oil and gas produced
from the |eases or properties during the nonth for
whi ch the installnent paynment is cal cul ated;

(B) for oil and gas produced from | eases or
properties subject to AS 43.55.011(f), the greatest of

(1) zero

(i) zero percent, one percent, t wo
percent, t hree percent, or four percent, as
applicable, of +the gross value at the point of
production of the oil and gas produced from all | eases

or properties during the nmonth for which the
i nstal |l ment paynent is cal cul ated; or

(rit) the sum of 25 percent and the tax
rate calculated for the nonth under AS 43.55.011(q)
multiplied by the remainder obtained by subtracting
1/12 of the producer's adjusted | ease expenditures for
t he cal endar year of production under AS 43.55.165 and
43.55.170 that are deductible for those |eases or
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properties under AS 43.55.160 from the gross value at
the point of production of the oil and gas produced
from those | eases or properties during the nonth for
whi ch the installnent paynment is cal cul ated;

(O for oil and gas produced from each
| ease or property subject to AS 43.55.011(j), (k),
(o), or (p), the greater of

(i) zero; or

(1i) the sumof 25 percent and the tax rate
calculated for the nmonth under AS 43.55.011(q)
multiplied by the remainder obtained by subtracting
1/ 12 of the producer's adjusted |ease expenditures for
t he cal endar year of production under AS 43.55.165 and
43.55.170 that are deductible under AS 43.55.160 for
oil or gas, respectively, produced from the |ease or
property from the gross value at the point of
production of the oil or gas, respectively, produced
from the | ease or property during the nonth for which
the install ment paynent is cal cul at ed;

(2) an anount calculated under (1)(C of
this subsection for oil or gas produced from a |ease
or property

(A) subject to AS 43.55.011(j), (k), or (o)
may not exceed the product obtained by carrying out
the calculation set out in AS 43.55.011(j)(1) or (2)
or 43.55.011(0), as applicable, for gas or set out in
AS 43.55.011(k)(1) or (2), as applicable, for oil, but
substituting in AS 43.55.011(j)(1)(A or (2)(A or
43.55.011(0), as applicable, the anobunt of taxable gas
produced during the nonth for the anount of taxable
gas produced during the calendar year and substituting
in AS 43.55.011(k)(1)(A) or (2)(A), as applicable, the
amount of taxable oil produced during the nonth for
the anount of taxable oil produced during the cal endar
year;

(B) subject to AS 43.55.011(p) may not
exceed four percent of the gross value at the point of
production of the oil or gas;

(3) an installnment paynent of the estimated
tax levied by AS 43.55.011(i) for each |lease or
property is due for each nonth of the cal endar year on
the last day of the follow ng nonth; the anount of the
i nstal |l ment paynent is the sum of

(A the applicable tax rate for ol
provided wunder AS 43.55.011(i), multiplied by the
gross value at the point of production of the oil
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taxabl e under AS 43.55.011(i) and produced from the
| ease or property during the nonth; and

(B) the applicable tax rate for gas
provi ded under AS 43.55.011(i), multiplied by the
gross value at the point of production of the gas
taxabl e under AS 43.55.011(i) and produced from the
| ease or property during the nonth;

(4) any  anount of t ax |l evied by
AS 43.55.011(e) or (i), net of any credits applied as
allowed by law, that exceeds the total of the anobunts
due as installnment paynents of estimated tax is due on
March 31 of the year following the calendar year of
production. ™

Renunber the followi ng bill sections accordingly.

Page 10, followi ng line 28:
Insert a new bill section to read:
"* Sec. 13. AS 43.55.020(d), as anended by sec. 12
of this Act, is anmended to read:
(d) In nmaking settlenent with the royalty owner
for oil and gas that is taxable under AS 43.55.011,
t he producer may deduct the anount of the tax paid on
taxable royalty oil and gas, or may deduct taxable
royalty oil or gas equivalent in value at the time the
tax becones due to the amount of the tax paid. If the
total deductions of installnent paynments of estimted
tax for a calendar year exceed the actual tax for that
cal endar year, the producer shall, before April 1 of
the followi ng year, refund the excess to the royalty
owner. Unless otherwi se agreed between the producer
and the royalty owner, the anmount of the tax paid
under AS 43.55.011(e), (f), and (q) [AS 43.55.011(e)]
on taxable royalty oil and gas for a cal endar year,
other than oil and gas the ownership or right to which
constitutes a landowner's royalty interest, S
considered to be the gross value at the point of
production of the taxable royalty oil and gas produced
during the calendar year nmultiplied by a figure that
is a quotient, in which
(1) the nunerator is the producer's total
tax liability wunder AS 43.55.011(e), (f), and (Q)
[ AS 43.55.011(e)] for the cal endar year of production;

and

(2) the denomnator is the total gross
value at the point of production of the oil and gas
t axabl e under AS 43.55.011(e), (), and (q)
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[ AS 43.55.011(e)] produced by the producer from al
| eases and properties in the state during the cal endar
year."

Renunber the follow ng bill sections accordingly.

Page 11, following line 18:
Insert a new bill section to read:
"* Sec. 15. AS 43.55.023(a), as amended by sec. 14
of this Act, is anmended to read:
(a) A producer or explorer may take a tax credit
for a qualified capital expenditure as follows:

(1) notw t hstanding that a qualified
capital expenditure my be a deductible |ease
expenditure for purposes of calculating the production
tax value of oil and gas under AS 43.55.160(a), unless
a credit for t hat expenditure is taken under
AS 38.05.180(i), AS 41.09. 010, AS 43. 20. 043, or
AS 43.55.025, a producer or explorer that incurs a
qualified capital expenditure may also elect to apply
a tax credit against a tax levied by AS 43.55.011(e)
in the anount of 20 percent of that expenditure;
however, not nore than half of the tax credit nay be
applied for a single cal endar year;

(2) a producer or explorer may take a
credit for a qualified capital expenditure incurred in
connection with geological or geophysical exploration
or in connection with an exploration well only if the
producer or expl orer

(A agrees, in witing, to the applicable
provi sions of AS 43.55.025(f)(2); and

(B) submts to the Departnent of Natural

Resources all data that would be required to be
subm tted under AS 43.55.025(f)(2) [;
(3) A CREDIT FOR A QUALIFIED CAPI TAL

EXPENDI TURE |INCURRED TO EXPLORE FOR, DEVELOP, OR
PRODUCE OL OR GAS DEPOSITS LOCATED NORTH OF 68
DEGREES NORTH LATITUDE MNMAY BE TAKEN ONLY |IF THE
EXPENDI TURE | S | NCURRED BEFCRE JANUARY 1, 2014]."

Renunber the followi ng bill sections accordingly.
Page 11, followi ng Iine 29:
Insert a new bill section to read:

"* Sec. 17. AS 43.55.023(b), as anmended by sec. 16
of this Act, is anended to read:
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(b) A [EXCEPT AS PROVIDED IN (p) - (u) OF TH'S
SECTION FOR A TAX CREDI T BASED ON LEASE EXPENDI TURES
| NCURRED AFTER DECEMBER 31, 2013, TO EXPLORE FOR
DEVELOP, OR PRODUCE O L OR GAS DEPCSI TS LOCATED NORTH
OF 68 DEGREES NORTH LATI TUDE, A] producer or explorer
may elect to take a tax credit in the anmount of 25
[35] percent of a carried-forward annual loss. A
credit under this subsection may be applied against a
tax levied by AS 43.55.011(e). For purposes of this
subsection, a <carried-forward annual Iloss is the
anount of a producer's or explorer's adjusted |ease
expenditures under AS 43.55.165 and 43.55.170 for a
previ ous calendar year that was not deductible in
calculating production tax values for that cal endar
year under AS 43.55.160."

Renunber the followi ng bill sections accordingly.

Page 12, following line 4:

Insert a new bill section to read:

"* Sec. 19. AS 43.55.023(c), as anended by sec. 18
of this Act, is anended to read:

(c) A credit or portion of a credit under this
section may not be used to reduce a person's tax
l[tability under AS 43.55.011(e) for any cal endar vyear
bel ow zero, and [. EXCEPT AS OTHERW SE PROVI DED UNDER
(p) - (u) OF THIS SECTION,] any unused credit or
portion of a credit not used under this subsection may
be applied in a | ater cal endar year.

Renunber the following bill sections accordingly.

Page 12, |ine 30:
Delete "sec. 11"
| nsert "sec. 20"

Page 13, following line 18:

I nsert a new bill section to read:

"* Sec. 22. AS 43.55.023(d), as anmended by secs. 20
and 21 of this Act, is anmended to read:

(d) A [EXCEPT FOR A TAX CREDIT BASED ON A LEASE
EXPENDI TURE | NCURRED AFTER DECEMBER 31, 2013, TO
EXPLORE FOR, DEVELOP, OR PRODUCE AL OR GAS DEPCSITS
LOCATED NORTH OF 68 DEGREES NORTH LATI TUDE, A] person
that is entitled to take a tax credit wunder this
section that wishes to transfer the unused credit to
another person or obtain a cash paynent under
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AS 43.55.028 may apply to the departnent for [A]
transferable tax credit certificates [CERTIFI CATE]. An
application under this subsection nust be in a form
prescribed by the departnent and  rmnust i ncl ude
supporting information and docunentation that the
departnent reasonably requires. The departnent shal
grant or deny an application, or grant an application
as to a lesser anount than that clained and deny it as
to the excess, not later than 120 days after the
|atest of (1) March 31 of the year following the
cal endar year in which the qualified <capital
expenditure or carried-forward annual |oss for which
the credit is clained was incurred; (2) the date the
statenent required under AS 43.55.030(a) or (e) was
filed for the calendar year in which the qualified
capital expenditure or carried-forward annual |oss for
which the credit is clained was incurred; or (3) the
date the application was received by the departnent.
| f, based on the information then available to it, the
departnment is reasonably satisfied that the applicant
is entitled to a credit, the departnent shall issue
the applicant two [A] transferable tax «credit
certificates, each for half of [CERTIFICATE FOR] the
anmount of the credit. The credit shown on one of the
two certificates is available for imedi ate use. The
credit shown on the second of the two certificates nay
not be applied against a tax for a calendar year
earlier than the cal endar year follow ng the cal endar
year in which the certificate is issued, and the
certificate nust contain a conspicuous statenent to
t hat ef fect. A certificate issued under this
subsecti on does not expire."

Renunber the followi ng bill sections accordingly.

Page 14, following line 1:

Insert a new bill section to read:

"* Sec. 24. AS 43.55.023(g), as anended by sec. 23
of this Act, is anended to read:

(9) The issuance of a transferable tax credit
certificate under (d), (v), of this section or fornmner
(m of this section or the purchase of a certificate
under AS 43.55.028 does not Ilimt the departnent's
ability to later audit a tax credit claimto which the
certificate relates or to adjust the claim if the
departnment determnes, as a result of the audit, that
the applicant was not entitled to the anmount of the
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credit for which the certificate was issued. The tax
liability of the applicant under AS 43.55.011(e) and
43.55.017 - 43.55.180 is increased by the anount of
the credit that exceeds that to which the applicant
was entitled, or the applicant's available wvalid
outstanding credits applicable against the tax |evied
by AS 43.55.011(e) are reduced by that anount. If the

applicant's tax liability 1is increased under this
subsecti on, t he I ncrease bears i nt erest under
AS 43.05.225 fromthe date the transferable tax credit
certificate was issued. For pur poses  of this
subsection, an applicant that is an explorer is

considered a producer subject to the tax levied by
AS 43.55.011(e)."

Renunber the follow ng bill sections accordingly.

Page 14, followi ng line 15:

Insert a new bill section to read:

"* Sec. 26. AS 43.55.023(n), as anmended by sec. 25
of this Act, is anmended to read:

(n) For the purposes of (l) and (v) of this
section, a well |ease expenditure incurred in the
state south of 68 degrees North latitude is a |ease
expenditure that is

(1) directly related to an exploration
well, a stratigraphic test well, a producing well, or
an injection well other than a disposal well, |ocated

in the state south of 68 degrees North latitude, if
the expenditure is a qualified capital expenditure and
an intangible drilling and devel opnent cost authorized
under 26 U.S.C. (Internal Revenue Code), as anended,
and 26 C.F.R 1.612-4, regardless of the elections
made under 26 U . S.C. 263(c); in this paragraph, an

expenditure directly related to a well includes an
expenditure for well sidetracking, well deepening,
well conpletion or reconpletion, or well workover,
regardl ess of whether the well is or has been a
produci ng wel | ; or

(2) an expense for seismc work conducted
within the boundaries of a production or exploration
unit."

Renunber the follow ng bill sections accordingly.

Page 17, following line 27:
| nsert a new subsection to read:
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"(Vv) For a |lease expenditure incurred in the
state south of 68 degrees North latitude after
Decenber 31, 2017, that qualifies for tax credits
under (a) and (b) of this section, and for a well
| ease expenditure incurred in the state south of 68
degrees North latitude that qualifies for a tax credit

under (l) of this section, the departnment shall issue
transferable tax credit certificates to the person
entitled to the credit for the full anount of the

credit. The transferable tax credit certificates do
not expire."

Page 20, followi ng Iine 28:
Insert a new bill section to read:

"* Sec. 33. AS 43.55.025(c), as anended by sec. 32
of this Act, is anended to read:

(c) To be eligible for a production tax credit
authorized by (a)(1l), (3), or (6) of this section,
expl oration expenditures nust

(1) qualify under (b) of this section; and

(2) be for an exploration well, subject to
the foll ow ng:

(A) before the well is spudded,

(1) the explorer shall submt to the
conm ssioner of natural resources the information
necessary to determ ne  whet her t he geol ogi cal
objective of the well is a potential oil or gas trap
that is distinctly separate from any trap that has
been tested by a preexisting well;

(i) at the tinme of the submttal of
information wunder (i) of this subparagraph, the
conmmi ssioner of natural resources may request from the
explorer that specific data sets, ancillary data, and
reports including all results, and copies of well data
collected and data analyses for the well be provided
to the Departnent of Natural Resources upon conpletion

of the drilling; in this sub-subparagraph, well data
include all analyses conducted on physical nmaterial
and well 1logs collected from the well and sanple
anal yses; testing geophysi cal and velocity data
including vertical seismic profiles and check shot
surveys; testing data and anal yses; age data;
geochem cal anal yses; and access to tangible material;
and

(ti1) the conmm ssioner of natural resources
must make an affirmative determ nation as to whether
the geological objective of the well is a potentia
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oil or gas trap that is distinctly separate from any
trap that has been tested by a preexisting well and
what information under (ii) of this subparagraph nust
be submtted by the explorer after conpletion,
abandonnment, or suspension under AS 31.05.030; the
comm ssioner of natural resources shall nmake that
determ nation within 60 days after receiving all the
necessary information from the explorer based on the
information received and on other information the
conmmi ssi oner of natural resources considers relevant;
(B) for an exploration well other than a
well to explore a Cook Inlet prospect, the well nust
be located and drilled in such a mnner that the
bottom hole is located not |less than three niles away
fromthe bottom hole of a preexisting well drilled for

oil or gas, irrespective of whether the preexisting
wel | has been conpl et ed, suspended, or abandoned;

(O after conpletion, suspension, or
abandonment under AS 31.05.030 of the exploration
well, the comm ssioner of natural resources nust

determine that the well was consistent with achieving
the explorer's stated geol ogi cal objective.”

Page 21, following line 16:

Insert a new bill section to read:

"* Sec. 35. AS 43.55.028(e), as anended by sec. 34
of this Act, is anended to read:

(e) The departnent, on the witten application
of a person to whom a transferable tax credit
certificate has been issued under AS 43.55.023(d) or
(v) or former AS 43.55.023(m) or to whom a production
tax credit certificate has been issued under
AS 43.55.025(f), may use available noney in the oil
and gas tax credit fund to purchase, in whole or in
part, the certificate if the departnment finds that

(1) the cal endar year of the purchase is
not earlier than the first calendar year for which the
credit shown on the certificate would otherw se be
all owed to be applied against a tax;

(2) the applicant does not have an
outstanding liability to the state for unpai d
del i nquent taxes under this title;

(3) the applicant's total tax liability
under AS 43.55.011(e), after application of all
avai lable tax credits, for the calendar year in which
the application is nade is zero;

SENATE RES COW TTEE -43- February 25, 2013



(4) t he applicant's aver age daily
pr oducti on of oi | and gas t axabl e under
AS 43.55.011(e) during the cal endar year preceding the
cal endar year in which the application is made was not
nore than 50,000 BTU equi val ent barrels; and

(5) the purchase is consistent with this
section and regul ati ons adopted under this section.”

Renunber the followi ng bill sections accordingly.

Page 21, following |ine 26

Insert a new bill section to read:

"* Sec. 37. AS 43.55.028(g), as anended by sec. 36
of this Act, is anmended to read:

(9) The departnment nmay adopt regulations to
carry out the purposes of this section, including
standards and procedures to allocate avail able noney
anong applications for purchases under this chapter
and clainms for refunds and paynments under AS 43.20.046
or 43.20.047 when the total amount of the applications
for purchase and clains for refund exceed the anount
of available noney in the fund. The regulations
adopted by the departnent may not, when allocating
available money in the fund wunder this section,
di stinguish an application for +the purchase of a
credit certificate 1issued under AS 43.55.023(v) or
former AS 43.55.023(nm), or a claim for a refund or
paynment under AS 43.20.046 or 43.20.047."

Renunber the follow ng bill sections accordingly.

Page 22, following line 8:

Insert a new bill section to read:

"* Sec. 39. AS 43.55.030(e), as anmended by sec. 38
of this Act, is anended to read:

(e) An explorer or producer that incurs a |ease
expenditure under AS 43.55.165 or receives a paynent
or credit wunder AS 43.55.170 during a calendar year
but does not produce oil or gas from a |ease or
property in the state during the calendar year shall
file with the departnment on March 31 of the follow ng
year a statenent, under oath, in a form prescribed by

the departnent, gi vi ng, with other i nformation
required, the follow ng:

(1) t he [EXPLORER S R producer's
qual ified capi tal expendi t ur es, as defi ned in
AS 43. 55. 023, ot her | ease expendi tures under
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AS 43.55.165, and adjustnents or other paynents or
credits under AS 43.55.170; and

(2) if the explorer or producer receives a
paynent or credit under AS 43.55.170, calculations
showi ng whether the explorer or producer is |liable for
a tax under AS 43.55.160(d) or 43.55.170(b) and, if
so, the anount."”

Renunber the followi ng bill sections accordingly.

Page 26, following Iine 5:
Insert a new bill section to read:
"* Sec. 43. AS 43.55.160(a), as anended by secs. 41
and 42 of this Act, is repealed and reenacted to read:
(a) Except as provided in (b) of this section
for the purposes of
(1) AS 43.55.011(e), the annual production
tax value of the taxable oil, gas, or oil and gas
subject to this paragraph produced during a cal endar
year is the gross value at the point of production of

the oil, gas, or oi | and gas taxable under
AS 43.55.011(e), | ess t he producer's | ease
expenditures under AS 43.55.165 for the cal endar year
applicable to the oil, gas, or oil and gas, as

applicable, produced by the producer from |eases or
properti es, as adjusted wunder AS 43.55.170; this
par agr aph applies to

(A oil and gas produced from |eases or
properties in the state that include land north of 68
degrees North |atitude, other than gas produced before
2022 and used in the state;

(B) oil and gas produced from |eases or
properties in the state outside the Cook Inlet
sedinentary basin, no part of which is north of 68
degrees North latitude; this subparagraph does not
apply to

(1) gas produced before 2022 and used in
the state; or

(1) oi | and gas subj ect to
AS 43.55.011(p);

(O oi | produced before 2022 from a |ease
or property in the Cook Inlet sedinentary basin;

(D) gas produced before 2022 from a |ease
or property in the Cook Inlet sedinentary basin;

(EB) gas produced before 2022 from a |ease
or property in the state outside the Cook Inlet
sedi nentary basin and used in the state;
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(F oil and gas subject to AS 43.55.011(p)
produced from | eases or properties in the state;

(G oil and gas produced from a |ease or
property no part of which is north of 68 degrees North
| atitude, other than oil or gas described in (B), (O,
(D), (E), or (F) of this paragraph;

(2) AS 43.55.011(q), the nmonthly production
tax value of the taxable

(A oil and gas produced during a nonth
from |leases or properties in the state that include
land north of 68 degrees North latitude is the gross
value at the point of production of the oil and gas
taxabl e under AS 43.55.011(e) and produced by the
producer from those |eases or properties, less 1/12 of
the producer's |ease expenditures under AS 43.55.165
for the calendar year applicable to the oil and gas
produced by the producer from those |eases or
properti es, as adjusted wunder AS 43.55.170; this
subparagraph does not apply to gas subject to
AS 43.55.011(0);

(B) oil and gas produced during a nonth
from |leases or properties in the state outside the
Cook Inlet sedinentary basin, no part of which is
north of 68 degrees North latitude, is the gross val ue
at the point of production of the oil and gas taxable
under AS 43.55.011(e) and produced by the producer

from those |eases or properties, less 1/12 of the
producer's |ease expenditures under AS 43.55.165 for
the calendar year applicable to the oil and gas

produced by the producer from those |eases or
properties, as adjusted under AS 43.55.170; this
subparagraph does not apply to gas subject to
AS 43.55.011(0);

(O oil produced during a nonth from a
| ease or property in the Cook Inlet sedinmentary basin
is the gross value at the point of production of the
oil taxable under AS 43.55.011(e) and produced by the
producer fromthat |ease or property, less 1/12 of the
producer's |ease expenditures under AS 43.55.165 for
the calendar year applicable to the oil produced by
the producer from that |ease or property, as adjusted
under AS 43.55.170;

(D) gas produced during a nonth from a
| ease or property in the Cook Inlet sedinentary basin
is the gross value at the point of production of the
gas taxable under AS 43.55.011(e) and produced by the
producer from that |ease or property, less 1/12 of the
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producer's |ease expenditures under AS 43.55.165 for
the calendar year applicable to the gas produced by
the producer from that |ease or property, as adjusted
under AS 43.55.170;

(E) gas produced during a nonth from a
| ease or property outside the Cook Inlet sedinentary
basin and used in the state is the gross value at the
point of production of that gas taxable under
AS 43.55.011(e) and produced by the producer from that
| ease or property, less 1/12 of the producer's |ease
expendi tures under AS 43.55.165 for the cal endar year
applicable to that gas produced by the producer from
t hat | ease or property, as adj ust ed under
AS 43.55.170."

Renunber the follow ng bill sections accordingly.

Page 26, followi ng Iine 25:
Insert a new bill section to read:
"* Sec. 45. AS 43.55.160(e), as anmended by sec. 44
of this Act, is anmended to read:
(e) Any adjusted |ease expenditures under
AS 43.55.165 and 43.55.170 that would otherw se be
deductible by a producer in a calendar year but whose
deduction would cause an annual production tax value
calculated wunder (a)(1) [(a)] of this section of
taxable oil or gas produced during the cal endar year
to be less than zero may be used to establish a
carried-forward annual [oss wunder AS 43.55.023(b).
However, the departnent shall provide by regulation a
method to ensure that, for a period for which a
producer's t ax liability is l[imted by
AS 43.55.011(j), (k), (o), or (p), any adjusted |ease
expenditures under AS 43.55.165 and 43.55.170 that
woul d ot herwi se be deductible by a producer for that
period but whose deduction would cause a production
tax value calculated under (&)(1)(C, (D, (E), or (F)
[(a)(3), (4), (5, OR (6)] of this section to be |ess
than zero are accounted for as though the adjusted
| ease expenditures had first been used as deductions
in calculating the production tax values of oil or gas
subj ect to any of t he limtations under
AS 43.55.011(j), (k), (o), or (p) that have positive
production tax values so as to reduce the tax
l[tability calculated without regard to the limtation
to the nmaximum anount provided for under the
applicable provision of AS 43.55.011(j), (k), (o), or
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(p). Only the anount of those adjusted |[ease
expenditures remaining after the accounting provided
for under this subsection may be used to establish a
carried-forward annual |oss under AS 43.55.023(b). In
this subsection, "producer” includes "explorer.""

Renunber the followi ng bill sections accordingly.

Page 27, following line 11:

Insert a new bill section to read:

"* Sec. A47. AS 43.55.160 is anended by adding a

new subsection to read:

(g) Notwithstanding any contrary provision of
AS 43.55.150, for purposes of calculating a nonthly
production tax value under (a)(2) of this section, the
gross value at the point of production of the oil and
gas is calculated under regulations adopted by the
department that provide for using an appropriate
nont hl'y share of t he producer's costs of
transportation for the cal endar year."

Renunber the follow ng bill sections accordingly.

Page 29, following Iine 28:

| nsert a new bill section to read:
" Sec. 50. AS 43.55.023(p), 43.55.023(q),
43.55.023(r), 43.55. 023(s), 43.55. 023(t),
43.55.023(u), 43.55.024(i), 43.55.030(9), and

43.55.160(f) are repeal ed January 1, 2018."
Renunber the followi ng bill sections accordingly.

Page 30, line 2:
Delete "Sections 3, 6, 7, and 26 - 28"
| nsert "Sections 4, 10, 12, 42, 44, and 46"

Page 30, l|ine 4:
Del ete "Sections 4 and 25"
| nsert "Sections 6 and 41"

Page 30, |ine 6:

Delete "Sections 8, 11, 13, and 14 of this Act
and AS 43.55.023(a)(1), as amended by sec. 8"

I nsert "Sections 14, 20, 23, and 25 of this Act
and AS 43.55.023(a)(1), as anended by sec. 14"

Page 30, line 8:
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Delete "Sections 9, 10, 12, 15, and 24"
| nsert "Sections 16, 18, 21, 27, and 40"

Page 30, following line 9:
| nsert new subsections to read:

"(e) Sections 5, 7, 8, 11, 13, 43, and 45 of
this Act apply to oil and gas produced after
Decenber 31, 2017.

(f) Sections 15, 17, 19, 22, 24, and 26 of this
Act and AS 43.55.023(v), enacted by sec. 27 of this
Act, apply to expenditures incurred after Decenber 31,

2017."

Page 30, |ine 14:
Del ete "sec. 29"
| nsert "sec. 48"

Page 30, |ine 27:
Delete "Sections 4, 11, 13, 14, 21,

25, and 30 of

this Act and AS 43.55.023(a)(1), as anended by sec. 8"
| nsert "Sections 6, 20, 23, 25, 34, 41, and 49 of
this Act and AS 43.55.023(a)(1), as anmended by sec.

14"

Page 30, |ine 29:

Delete "Sections 1, 3, 6, 7, 9, 10

18, 24, and 26 - 28 of this Act"
| nsert "Sections 1, 4, 10, 12, 16,

30, 40, 42, 44, 46, and 50 of this Act, and

AS 43.55.023(p) - (u), enacted by sec.
Act,"

Page 30, follow ng |ine 30:
Insert a new bill section to read:
"* Sec. 57. Sections 2, 5, 7, 8, 11,

12, 15, 17,
18, 21, 29,
27 of this
13, 15, 17,

19, 22, 24, 26, 33, 35, 37, 39, 43, 45, 47, and 51 of
this Act, and AS 43.55.023(v), enacted by sec. 27 of

this Act, take effect January 1, 2018."

Renunber the following bill section accordingly.

Page 30, |ine 31:
Del ete "sec. 37"
| nsert "secs. 57 and 58"

CHAI R G ESSEL obj ected for discussion purposes.

SENATE RES COW TTEE -49-

February 25, 2013



SENATOR FRENCH said Amendrment 2 was another |engthy anmendnent
that sunsets provisions of CSSB 21( ) on Decenber 31, 2017
unl ess sone action is taken by the legislature. On that sunset
date the law would refer to the current tax law, ACES. Putting

this sunset on the books ahead of tine wll alleviate the
| egislature from having to change the tax law if the changes
don't work. In his experience it is extrenely difficult to

change oil tax laws, whether you want to raise them or | ower
t hem

CHAI R G ESSEL asked for a roll call vote on Amendnent 2.

A roll call vote was taken: Senator French voted yea; Senators
M cciche, Fairclough, MQ@ire, Dyson and dessel voted nay.
Therefore, Amendnent 2 failed on a 1:5 vote.

SENATOR FRENCH npved Anendnent 3.

28-GS1647\ N. 1
Bul | ock

AMENDMVENT 3

OFFERED | N THE SENATE BY SENATOR FRENCH
TGO CSSB 21(RES), Draft Version "N’

Page 26, line 28, follow ng "section,":

Insert "for the first seven years imediately
following the conmencenent of production subject to
tax under AS 43.55.011(e),"

CHAI R G ESSEL obj ected for purposes of discussion.

4:43: 30 PM

SENATOR FRENCH explained that this anmendnent sinply puts a
seven-year tine limt on the application of the new GRE that in
the CS is increased to 30 percent. He felt the new oil under the
GRE is defined very broadly and could enconpass sone fields
al ready under devel opnent and production: three of those are Pt
Thonmson, QOooguruk and N kiatchug. The amendnment would give
adequate tine for a conpany to make back its original investnent
before paying full taxes on production.

To illustrate how it would work, he took a slide from a Pioneer
presentation of a few days ago and drew green |lines to show when
the GRE would start, which is when the first production begins
and to when it wuld stop seven years out, just as the
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production starts to crest and tail off. Mst of the econonic
i mpact of the GRE will be used in those first few years to get a
field off the blocks he reasoned. Once it is online and
profitable, it no | onger needs that boost.

SENATOR FRENCH said the other thing he was concerned about was
if they were careful, they will find a world fairly soon where
all the oil being produced on the North Slope would be oil
produced with a GRE. It would be a reduced-tax oil that wl

slowy swallow up the rest of the "legacy oil" wth very
significant inpacts to the state treasury. He encouraged themto
t hi nk about an eight or nine year exclusion if they didn't like

the seven years, because this aspect of the lax |law needs to be
cont ai ned.

SENATOR M CCI CHE said he wanted to hear M. Paw owski comment on
t hat .

CHAI R G ESSEL said she wanted to conmment first and referred back
to a DOR letter, dated February 7, 2013, that cane to a nenber
of the TAPS Throughput Conmmittee. This exact question was posed
on page 5 as question 14:

The gross revenue exclusion is forever. Ws there

consideration of doing a seven-year exclusion as we

did with the Mddle Earth legislation | ast session.

The DOR answer ed:

Yes, consideration was given to a seven-year GRE as
well as the life of recovery GRE that is proposed in
SB 21. Including the GRE for the life of recovery
enhances the investnment netrics relative to a seven-
year GRE. It al so encourages continuing investnment and
recovery from new fields and renoves the potential
that oil recovery may be inefficiently front-loaded in
a new project.

4:47: 36 PM

CHAIR G ESSEL said they are |looking at creating a tax structure
that is durable for the long term so investors comng in know
that this GRE will be in place for all new oil as they go
forward. So putting an expiration date on it wll affect the
i nvestnment netrics.

MR. PAW.OWNBKI said that |etter adequately described the basic
i ssue the departnment considered in |looking at this. The GRE was
targeted specifically to units that were forned after January 1,
2013 trying to be very careful to limt themto new oil or new
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participating areas (PA). They heard testinony that that was too
limted and the commttee considered applying it to expansions
of PAs and for all the things that can be considered new oil,
and so, the language in the CS puts the burden on industry to
prove that the expansion is indeed new oil for qualification of
the GRE. The key is that the GRE does not exist in isolation. It
is intended to offset both the higher base rate in the CS and
the renoval of nonetized credits. That balance between the
state's exposure to an up-front credit obligation in exchange
for the long-term returns - |ooking at the |evel of production
that the state is experiencing today - created sone of the
i npetus behind the overall balance that the governor tried to
strike and that the committee is trying to advance.

4:49: 40 PM

SENATOR MCCICHE said the only reason they are in this
di scussion is a focus on the future state treasury. The benefits
of SB 21 leading to conpetitiveness are elinmnation of punitive
progressivity and GREs that are directed toward production. The
real worry was the ACES credits that were comng out of the
treasury and not necessarily going to any real production.

MR. PAWOWNBKI said in addition while taking a step back from
whet her they are or not directed to production, the added val ue
of the credits based on spending when balanced against a tax
systemthat is based on price, really leads to a situation where
- whether it's for an incunbent producer or a new entrant - a
large credit liability was created to offset a high tax rate.
So, the goal was to get to being conpetitive in a way that
doesn' t risk the treasury upfront while providing the
predi ctable environment for conpanies to nmake the investnents
that are going to grow production.

SENATOR M CCICHE clarified that ACES credits didn't lead to
production and the GREs are designed to ensure production.

MR. PAWL.OABKI agr eed.

4:51:57 PM

SENATOR FAI RCLOUGH said she would be voting against this now,
but it's an interesting proposal to consider for the long term
and our children's future. She said she would make sure the
conversation was carried forward in the Senate Finance Committee
of which she was a nenber.
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CHAI R G ESSEL added that they were planning on sending a letter
of intent forward with the ideas that have been discussed that
may not have been caught in the CS and this would be anong them

CHAIR G ESSEL asked for a roll call.

A roll call vote was taken: Senator French voted yea; Senators
McCuire, Fairclough, Dyson, Mcciche, and Senator G essel voted
nay. Therefore, Anmendnent 3 failed on a 1:5 vote.

4:53:41 PM
SENATOR FRENCH noved Anendnent 4.

28- GS1647\ N. 4
Nauman/ Bul | ock

AVENDVENT 4
OFFERED | N THE SENATE BY SENATOR FRENCH
TO CSSB 21(RES), Draft Version "N’
Page 1, line 11, follow ng "Board;"
| nsert “relating to the financing of oi |

processing facilities on the North Slope by the Al aska
| ndustrial Devel opnment and Export Authority;"

Page 29, following line 26:

I nsert new bill sections to read:

"* Sec. 30. AS 44.88.080 is anended by adding a new
par agr aph to read:

(32) to acquire an interest in a project as
necessary or appropriate to provide working or venture
capital for an oil or natural gas devel opnent project
under AS 44.88.800 and 44.88.810, whether by purchase,
gift, or |ease.

* Sec. 31. AS 44.88 is anended by adding new
sections to read:

Article 9A. Interest in Gl and Gas Resources.

Sec. 44. 88. 800. Acqui sition of i nt erest in
busi nesses. (a) The authority may acquire, through
purchase or other neans, an interest in a |lease held
by a corporation or other business entity in an oil or
natural gas field in the state that has been expl ored,
but only if the authority determ nes the |easehol der
has nmade reasonable efforts to obtain financing from
the private sector to develop the lease and those
efforts have, in whole or part, been unsuccessful. The
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authority shall exercise due diligence in acquiring a
| easehol d i nterest under this section.

(b) If the authority acquires a |easehold
interest under this section, the authority may use the
authority's assets, as appropriate, to aid in the
devel opment of the oil or natural gas field in which
t he business entity has a | easehold interest.

Sec. 44.88.810. Al aska resource devel opnent fund.

(a) The Al aska resource devel opnent fund IS
established in the authority for the purpose of
developing oil and gas resources, and consists of

appropriations to the fund. The authority shall nanage
the fund and nay create separate accounts within it.
| nconme of the fund or of enterprises of the authority
shal | be separately accounted for and nmay be
appropriated to the fund.

(b) The authority may use noney fromthe fund to
carry out the purpose of the fund set out in (a) of
this section.

* Sec. 32. AS 44.88.900(10) is anended to read:
(10) "project"” neans
(A a plant or facility used or intended
for use in connection wth rmaking, processi ng,
preparing, transporting, or producing in any manner,
goods, products, or substances of any kind or nature
or in connection wth developing or utilizing a

nat ur al resource, or extracti ng, snel ting,
transporting, converting, assenbling, or producing in
any nanner, m neral s, raw nmaterials, cheni cal s,

conpounds, alloys, fibers, comopdities and materials
products, or substances of any kind or nature;

(B) a plant or facility used or intended
for use in connection with a business enterprise;

(O comercial activity by a business
enterprise;

(D) a plant or facility denonstrating
t echnol ogi cal advances of new nethods and procedures
and pr ot ot ype comer ci al appl i cations for t he

expl oration, developnent, production, transportation,
conversion, and use of energy resources;

(E) infrastructure for a new tourism
destination facility or for the expansion of a tourism
destination facility; in this subparagraph, "tourism

destination facility" does not include a hotel or
ot her overnight lodging facility;

(F) a plant or facility, other than a plant
or facility described in (D) of this paragraph, for
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t he generati on, transm ssi on, devel opnent,
transportation, conver si on, or use of ener gy
resour ces;

(G a plant or facility that enhances,
provides for, or pronotes econom c developnent wth
respect to transportation, comrunications, comunity

public purposes, t echni cal i nnovati ons, pr ot ot ype
commercial applications of intellectual property, or
research;

(H a plant or facility used or intended
for use as a federal facility, including a United
States mlitary, national guard, or coast guard
facility;

() infrastructure for an area that is

designated as a mlitary facility zone under AS 26. 30;

(J) developnent of an oil and gas field by
providing working or venture capital in exchange for
an equity interest;"

Renunber the followi ng bill sections accordingly.

Page 30, |ine 27:
Del ete " 30"
| nsert "33"

Page 30, |ine 31:
Del ete "sec. 37"
| nsert "sec. 40"

CHAI R G ESSEL obj ected for discussion purposes.

SENATOR FRENCH expl ained that this would conme under the heading
of state direct financial investnment (SDFlI). Two years ago he
took part in a week-long tour of Norway put on by the Institute
of the North that was attended by many policy makers. He found
sone parallels between their system and ours and the point of
contact went back to Governor Wally Hickel who loved to tell the
story about how he made an X in the ground and told the oi

conpanies that if you don't drill here I wll, the basic idea
being that at sonme level the state needs to take on nanagenent
of its own resources. But Senator French said he didn't believe
Al aska woul d ever have a state run oil conpany, but he did think
Al aska would see nore state direct financial investnent, and
that is what this anmendnent was designed to help further. M.
Keithl ey spoke of this in glowing ternms. It would help align the
state and producers in a way that few other ideas do; you're
sitting right next to the industry as an investor putting
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dollars to work on projects that mnmght not otherwi se be
achi evabl e.

SENATOR FRENCH said testinony had indicated that it takes all
three partners to agree to an investnment on the North Slope and
if one partner says no the investnent doesn't go forward. New
| eases could be structured such that the state could take the
place of the partner that doesn't want to invest. He brought
that exanple up, because BP mght be hard pressed to just pay
the clains that result fromthe Qulf disaster in the trial that
is just beginning and the awards could run in the tens of
billions, not to nention being able to fully invest on the North
Sl ope no matter what our tax rate is.

SENATOR FRENCH said this idea had already been seen through
Al DEA hel ping Brooks Range develop its road and production
facility and in Cook Inlet through the purchase of a jack up
rig. This takes the idea one step forward by allowing AIDEA to
actually take an equity position in the investnent so the state
is not just a bank but a partner who is co-investing. He felt
that sooner or later Al aska would realize the best way to grow
the Alaskan oil industry was to use state dollars to nmake
i nvest ment s happen here.

CHAIR G ESSEL said she had contacted AIDEA and asked about
having an equity interest in a development project and it was
pointed out that an equity interest owner faces a substantia
risk if there is a bankruptcy and that would also be a
conplicating factor in what is otherwise a tax bill. However,
she had noticed the SB 23 addresses the financing functions of
AIDEA and mght be a nore appropriate place for this kind of
expansion of their authority and activity.

SENATOR M CCICHE pointed out that AIDEA currently has the
ability to invest on a limted basis in projects by helping with
infrastructure, the kinds of things he thought were appropriate
for our western governnment, but he didn't think that type of
di scussi on shoul d happen with SB 21.

CHAI R G ESSEL asked for a roll call on Anendnent 4.
A roll call vote was taken: Senator French voted yea; Senators
McGQuire, Mcciche, Dyson, Fairclough and G essel voted nay.

Therefore, Anmendnent 4 failed on a 1:5 vote.

5:00: 23 PM
At ease from5:00 to 5:31 p. m

SENATE RES COW TTEE - 56- February 25, 2013



5:31: 05 PM
CHAIR G ESSEL reconvened the neeting at 5:31 p.m and opened
public testinony.

DEBORAH BROLLI NI, speaking on her own behalf and that of her
children, Anchorage, Al aska, supported the CSSB 21( ), and
especially establishing the Conpetitive Review Board in order to
make sound business decisions and take the politics out of the
process. She hoped it would help |awmkers mnake |ong term
decisions that wll provide her children wth a future they
deserve

SENATOR MCGUIRE said that M. Brollini was one of her
constituents and truly speaks on behalf of herself and her
children. She thanked Ms. Brollini for her support and for her
bl og on Al aska energy issues.

5:35:01 PM
At ease from5:35 to 5:38 p.m

5:38: 05 PM

KARL WESTLAND, speaking on his own behalf, Anchorage, Al aska,
opposed SB 21 and preferred SB 50. Q| conpanies need incentives
to continue work on the North Slope and not just give them a
bl ank check and say Al aska should not benefit in the high oil
prices.

CHAIR G ESSEL invited M. Warren from Kenai, Al aska,
representing hinself, to submt his witten comments since he
coul d not be heard by phone.

CHAIR GESSEL, finding no further coments, closed public
testi nony on SB 21.

5:41:15 PM
At ease fromb5:41 p.m to 5:42 p. m

5:42:55 PM
There being no further business to conme before the committee
Chair G essel adjourned the Senate Resources Standing Conmmittee
at 5:42 p.m
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