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PCOSI TI ON STATEMENT: Del i vered a presentation evaluating SB 192.

ACTI ON NARRATI VE

7:59: 23 AM

CHAIR CATHY QESSEL called the Senate Resources Standing
Commttee neeting to order at 7:59 a.m Present at the call to
order were Senators Bishop, Fairclough, Dyson, and Chair
G essel .

SB 192-O L & GAS PRODUCTI ON TAX RATE/ CREDI T

7:59: 44 AM

CHAI R d ESSEL announced the consideration of SB 192. She noted
that Enalytica would offer input during the second half of the
meet i ng.

8:00:11 AM

SENATOR BERT  STEDMAN, sponsor of SB 192, Al aska State
Legi sl ature, Juneau, Al aska, stated that he would first give a
broad history of Alaska's tax structure. The thene of the
presentation is to make Al aska conpetitive and repeal the going-
out - of - busi ness sal e. He enphasized that Al aska is not going out
of the oil business so there is no reason to give that
i npressi on when the state sells its hydrocarbons.

8. 02: 05 AM
SENATOR FRENCH j oi ned the commi ttee.

SENATOR STEDVAN recounted that in 1977 the sovereign of Alaska
adopted the Economic Limt Factor (ELF) in an effort to reduce
severance taxes. In 2006 the ELF was repealed and replaced with
the Petrol eum Production Tax (PPT), which was a najor shift from
a tax and royalty systemto a concession contract. He noted that
the concession system is comon worldw de, whereas tax and
royalty is nmore a North Anmerica system Alaska's CCear and
Equitable Share (ACES) replaced PPT in 2007 and was in place
until 2014 when it was replaced by Senate Bill 21. SB 192
proposes sone m nor changes to that |egislation.

8:03:16 AM

SENATOR STEDVAN outlined how the ELF was applied to reduce the
severance tax. The base severance tax was 15 percent and then a
mul tiplier between 0 and 1 percent was cal cul ated on the average
of all productivity in a given field. For exanple, if the factor
was .5 percent, the severance tax would be 7.5 percent. However,
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because the ELF was calculated on volunme rather than dollars

the result was that virtually no tax was applied on 15 operating
fields. This put the state's fiscal system conpletely out of
bal ance.

SENATOR STEDMAN said that to address this fiscal inbalance, the
state switched to a concession contract in 2006. Under PPT, the
base tax rate was 22.5 percent of net value, and a progressivity
mechani sm was added when the net value was greater than $40 per
barrel (bbl). He noted that he and several other legislators
attended classes in London on fiscal systens and how sovereigns
deal with gas lines and gas contracts. Those cl asses reinforced
the notion that it's necessary to have a progressive tax system
to protect the sovereign. Wth high oil or gas prices and profit
sharing or concession contracts, the sovereign gets a little
| ar ger percentage of the pie.

8:05:29 AM
SENATOR M CCl CHE j oi ned the conmttee.

SENATOR STEDMAN illustrated the progressivity factor under PPT
using the exanple of $100/bbl oil with a net value of about
$70/ bbl . Progressivity is ($70 - $40) X .0025 = 7.5 percent. The
total tax rate is 22.5 percent + 7.5 percent = 30 percent. The
tax is 30 percent X $70 = $21/bbl. He explained that the
problenms with PPT were that the deductible costs were higher
than anticipated, revenues were less than expected, and the
entire process was tainted by the VECO corruption scandal

He described ACES, which is also a concession contract, as
simlar to PPT but with different bells and whistles. The base
tax rate was changed to 25 percent of net value and the .004
percent progressivity elenent was added when the net value per
barrel was greater than $30. He displayed the exanple of
$100/ bbl oil with a net value of about $70/bbl. Progressivity is
($70 - $30) X .004 = 16 percent. The total tax rate is 25
percent + 16 percent = 41 percent. The production tax is 41
percent X $70 = $28.70/bbl. He noted that the additive on top of
the base tax increases the percent share to the sovereign as the
price noves up.

SENATOR STEDVMAN highlighted that this was on net profits, and
the concern was that the .004 slope, or sharing relationship at
high oil prices, was heavily tilted to the state. It took a
substantial majority of the wupside on price shocks from the
industry's ability to participate and gave it to the sovereign

The result was a swelling of the state's savings accounts. There
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was some discussion of this during ACES but his recollection is
that while the price shocks nmay have spiked to $110 or $120
they didn't stay in that arena. He noted that the original
cal cul ations were done nonthly to grab those short-term spikes,
whi ch ended up to be nmuch |longer termas is seen today.

SENATOR STEDVAN offered his perspective of the problens wth
ACES, noting that probably not everyone on the conmttee would
agree. First, the progressivity rate was too high. This resulted
in an unfair split between the state and industry when oi
prices were high, which renoved sone industry incentive. Second,
the credits were excessive. Industry got 20 percent of capita
costs deducted against their taxes. The credits were heavily
exposed to nmaintenance, which canme as a surprise to sone
| egi slators. There was sone talk of what it would take to bring
back the old basin but "we nmssed it by a mle," he said. The
concern was that too nuch capital cost was going into
mai ntenance in the old field, resulting in excessive credits,
whi ch distorted econom c behavior. A nunber of legislators felt
that the credits were so attractive that it would lead to
adverse decision neking. Rather than having nore oil wells
drilled and reworks done, there was a |ot of surface naintenance
and ot her things done. Another problemw th ACES was that it was
too conplex. There were too many noving parts and it was too
hard for the industry to accurately nodel investnent decisions.
The State of Alaska was in a position of conpetitive
di sadvant age conpared to other basins around the world when it
had to match predictability of the cash flows and the nodeling
used to try to attract nore capital expenditures.

SENATOR STEDVAN reviewed a list of the credits under ACES. The
capital credit was 20 percent. The well |ease expenditure
credit, excluding the North Slope, was 40 percent. The
exploration credit was 20 percent to 40 percent, depending on
| ocation. The snall producer credit was $12 mllion if there was
sufficient offsetting inconme. The loss carry-forward credit was
25 percent of the annual | oss.

8:12: 00 AM

SENATOR STEDMVAN highlighted the provisions of SB 21. The base
tax is 35 percent of the net value. The per barrel tax credit
ranges from $1 to $8, based on the Alaska North Slope (ANS)
wel | head value. He noted that the wellhead value is basically
the gross stock less royalties and | ess transportati on down TAPS
to market. For the outlying areas, the gross revenue exclusion
for new production is 20 percent to 30 percent. He noted that SB
192 does not address those issues. He opined that the
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noneti zation of net operating losses is fairly standard. It is
45 percent through 2015 and 35 percent thereafter. The m nimum
tax stays the sane at 4 percent of gross value at the point of
production. There is also a $12 mllion small producer tax
credit that SB 192 does not address. He noted his personal
feeling is that this credit is not a problem

SENATOR STEDMAN outlined his perception of the problenms with SB
21. First, the per barrel tax credits are too high and not
cont i ngent on any performance neasure such as capital
expenditures. In FY15, the per barrel tax credits will cost the
state alnost one billion dollars. He explained that he is using
cal cul ations for next year because FY14 is half ACES and half SB
21. A second problem wth the current tax systemis that the 4
percent mnimum tax is too low Under ACES, the state took a
hi gher percentage at high oil prices to offset the exposure the
state has at low prices. To help the industry carry the burden
at low prices and econonmic downturns, the state was going to
take a higher percentage of price spikes to try to balance
things out. He highlighted that there isn't that ability in
current statutes, but the state's risk exposure still increases
as oil prices drop. Wthout the per barrel tax credit, the tax
structure would be regressive. That means that the percent to
the sovereign decreases as the price increases. He said the
bottomline is that Al aska's share of the hydrocarbon value from
the legacy fields is too low and it has too nuch downside
exposur e.

SENATOR STEDVMAN turned to SB 192, explaining that it nakes
several basic changes to Alaska's petroleum production tax. It
cuts the per barrel credits in half, and raises the m ni num tax
from 4 percent to 15 percent of the gross value at the point of
production. He described that range as a place hol der, because
he didn't have the data to accurately set the trigger for the
m ni mum tax. Acknow edging that 15 percent is on the high side,
he said it wll be decreased to a point that the state is
protected and there's balance within the system He stressed
that physical stability in the tax policy is critical in order
for the industry to nmake long-term decisions. It works both
ways; if either the state or industry has too heavy a share,
there is inbal ance.

He pointed out that as the price of oil goes down and credits go
up, the state's share of its resource wealth from | egacy fields
is adversely affected. He displayed a chart of the per barre
credits for SB 21 versus SB 192 at various ANS well head prices
to show what happens.
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ANS wel | head val ue SB 21 SB 192

$140- $150 $1 $. 50
$110-$120 $4 $2
$90- $100 $6 $3
Less than $80 $8 $4

Next year the price estimate is about $95, so at $6/bbl that
anounts to roughly $950 mllion. He noted that one concern wth
ACES was that there were too nmany credits; they were in the
nei ghbor hood of $1 billion so there's the same concern with SB
21. He suggested that a possible solution is to set the base tax
at $45 and raise or lower the per barrel allowance.

8:17:46 AM
SENATOR MCCGUI RE joi ned the conmmttee.

SENATOR STEDMAN remi nded the conmmittee that in 2012, Dr. Pedro
van Meurs advised that, in his opinion, |egacy fields should
have a governnent take of 70 percent to 75 percent. Under SB 21
the governnment take is too low in the legacy fields, and that
i npacts the budget and stability of this fiscal system

SENATOR STEDMAN enphasi zed the inportance of counting the cash
rather than focusing on dollars per barrel. Prudhoe Bay is a
massive old basin with a lot of in-place infrastructure that is
fully depreciated so the nargins are very handsone. He displ ayed
a chart (slide 16) showing the cash in the FY15 forecast. He
noted that he worked with the Departnment of Revenue and that the
nunbers are a little different than in DOR s Revenue Sources
Book. The expectation is that 489,400 barrels per day at $105.06
yields a gross value of $19 billion. Subtracting the net royalty
value of $2.4 billion and transportation costs of $1.6 billion
yields the ANS wellhead value of $15 billion. This is also
called the gross value at the point of production. From $15

billion subtract $2.5 billion in operating costs (opex) and $4.4
billion in capital costs (capex) and $315 mllion in property
tax, which leaves $7.8 billion. The discussion had been about

how to split that up. It can be profit sharing, concession
contracts, ACES or PPT, but in the end it all comes down to net
cash, he sai d.

SENATOR STEDMAN continued to say that the 35 percent base tax

rate (effective tax rate 34.2 percent) would be $2.6 billion and
the per barrel tax credit is $950 nmillion. The net base tax
woul d be about $1.7 billion, and then there's a $222 mllion

| oss carry forward credit. This is for the |l egacy fields only.
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He cautioned that if oil prices drop to the high $70s, the
credits could be $1.250 billion. "And that's going to be a tough
one to explain in this building I would think." This is a
dangerous ratchet fromthe sovereign side, he said.

8:24: 39 AM

SENATOR STEDVAN reviewed the data from North Dakota for
conpari son purposes. The gross tax is 11.5 percent and the
private royalty owner take is plus or mnus 20 percent for a
31.5 percent gross tax rate. He noted that in North Dakota, the
nost common royalty for the private |andowner is 25 percent and
that's where the work is taking place because North Dakota
doesn't own its subsurface. Alaska is the only state in the
union that owns its subsurface.

He displayed a chart that conpares the FY15 forecast for Al aska
versus North Dakota, applying the same $19 billion gross val ue.
Al aska royalties are roughly 12.5 percent and North Dakota is 20
percent. The base tax for Alaska is 35 percent on net ($2.3
billion) and North Dakota is 11 percent on gross ($3.8 billion).
Al aska has a per barrel credit of $953 nmillion, other credits of
$222 mllion, property tax of $315 mllion, and incone tax of
$447 mllion. The total for Alaska is $4.5 billion whereas the
total for North Dakota is $6 billion. That is a $1.5 billion
difference. If North Dakota is the benchmark, then Alaska isn't
conpetitive. He said he would argue it's a goi ng-out- of - busi ness
sale. "We should be a ot closer to North Dakota," he asserted.

SENATOR STEDMAN directed attention to a chart titled "Al aska
(ACES) vs. North Dakota and explained that he applied the sane
anal ysis using FY13 historic data. It shows the Alaska total is
about $763 mllion higher than North Dakota. He noted that this
difference is what generated the discussion that Al aska was not
conpetitive wunder ACES, progressivity and credits were a
problem Al aska passed SB 21 "and North Dakota is eating our
l unch"” because North Dakota is having an oil expansion. Under
ACES Al aska was about $.5 billion high, and under SB 21 it is
nore than $1 billion low. "That's too big of a spread; we don't
have to be that aggressive to be conpetitive."

He highlighted the inportance of Al aska receiving fair
conpensation for its hydrocarbons, and rem nded the conmttee
that Alaska's tax structure is nothing nore than setting a sale
price for its hydrocarbon. "W could retitle it and take the tax
name out of it. What we're trying to do is conme up with a fair
sale price."
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SENATOR STEDVAN said he didn't believe it was necessary to
reduce the tax in the legacy fields to the level that's been
done in Prudhoe Bay and Kuparuk. He hasn't seen any analysis
showing that a change of this magnitude is warranted. The net
present value and internal rate of return surpass the industry
hurdle rate and are extrenmely profitable. According to a 2011
superior court ruling, there are approximately 7 billion barrels
of proven reserves that are technically, economcally and
legally deliverable in the legacy fields with a value of
approximately $800 billion at current oil prices. The val ue of
the remaining reservoir is higher than the cumul ative val ue of
all the North Slope oil produced to date.

He concluded that he 1looks forward to engaging wth the
commttee on suggested anmendnents and shutting down the going
out of business sale, because that isn't going to happen.

8:31: 58 AM

SENATOR FAI RCLOUGH clarified that the TAPS Committee heard a
presentation by Cathy Foerster yesterday and she reported that
there had been a bend on Prudhoe Bay and that the historic 6
percent decline had been bent up to 2 percent this year. Kuparuk
had been bent up from a 6 percent decline to a 4 percent
decl i ne.

SENATOR FAI RCLOUGH asked for further explanation of the credit
di fferences between the conparison on FY13 under ACES and FY15
under SB 21.

SENATOR STEDMVAN replied the only credits are the $220 mllion
there are no capital credits.

SENATOR STEDMAN addressed the first comment with the explanation
that marginal production is increasing in the basin, but not
year-on-year. He said he's been told the state should expect a
future decline curve for Prudhoe Bay of 1 percent to 2 percent.
"W were talking about that decline curve 3 years ago so it's
not hing new, although it's nice to see the shallowng of the
decline curve and flattening of the tail."

8:35:13 AM

SENATOR DYSON expressed interest in having a discussion on three
topics: 1) if the net tax |eaves room for opex to go way up
w thout providing an incentive for the producers to find
cheaper, nore efficient ways of l|ifting oil and getting it in
the pipe; 2) if there is a depletion allowance; and 3) if the
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maj or producers are going after production in the |egacy fields
because there is no incentive for heavy oil devel opnent.

He asked the sponsor to provide his perspective.

8. 37:45 AM

SENATOR STEDVAN replied he wasn't prepared to speak on heavy
oil, but he recalled conversations that the industry was not
ready for incentives for heavy oil. The legislature was told to
wait until the incentives could be targeted, "so we're just not
thrommng credits on the table and causing nore adverse
behavior." He noted that those conversations took place under

ACES and he hasn't had further conversations with the industry
in the | ast couple of years.

SENATOR M CCICHE said he had a nunber of questions, but he'd
hold themuntil there was nore tine.

CHAI R G ESSEL t hanked Senator Stedman and invited Janak Mayer to
present his evaluation of SB 192.

8:39:43 AM

JANAK MAYER, co-founder, Enalytica, opened his presentation with
a discussion of the inportance of judging a fiscal systemby its
performance over the life cycle of an asset versus a single-year
snapshot. He explained that judging a fiscal system with a
si ngl e-year snapshot can give an inconplete or distorted picture
because it does not show what a prospective investnent | ooks
i ke under different circunstances.

He displayed a chart (slide 4) of the typical cash flows over
the life cycle of a project. This illustration shows heavy
upfront capital spending as facilities are built and wells are
drilled. Once the project conmes on line, the capital spending
generally declines and operating costs start as revenues cone in
and the project goes into operation. \Wen one |ooks at project
econonics and the attractiveness of a fiscal system over its
life cycle, the focus is on this cycle of spending and the
di fferent conponents of costs that appear at different tinmes. If
one is |ooking at single-year snapshots, it is easy to conclude
that costs are going up and that it takes nore capex to get a
barrel of oil now than it did a couple of years ago. However,
the general explanation for capex is that there is additiona
devel opment spending going on for several projects. It 1is
capital spending for future production that is being expensed on
current barrels. He enphasized the inportance of keeping that
point in mnd.
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8:43: 27 AM

MR. MAYER di splayed a table (slide 5) to show how the production
tax calculation conpares under SB 21, under ACES and under an
11.5 percent gross tax like in North Dakota. The calcul ations
are fromthe Departnent of Revenue's [Fall 2013] Revenue Sources
Book forecast for 2015, but on a dollar per barrel basis rather
than the total cash basis that Senator Stedman showed. He
explained that he did not adjust for the high royalty in North
Dakota because royalties vary widely. In part, this is due to
the great disparity in well productivity in alnost al
conventional plays.

The ANS West Coast forecast price of $105.06 less $10.03 in
transportation costs |eaves $95.03 in gross value at the point
of production, in all three cases. The Revenue Sources Book
forecasts about $46 a barrel in deductible expenditures, wth
the capital expenditures <close to double the operating
expenditures. This was not typical in the past, but is a sign of
substantial new capital spending to create future production
that is expensed over current barrels. That is a basic reason
why revenue to the state from the tax system over the next
couple of years is lower than one mght otherwi se have hoped

This is not the fundanental characteristic of SB 21 versus ACES,
but of profit-based taxation in general. Wen spending is high

revenues to the state are reduced because costs are deductible
agai nst revenues to tax the cash fl ow

The production tax value under SB 21 is $48.64 and under ACES
it's $49.04. It's a little I ess under SB 21 because of the $0.40
per barrel gross value reduction for that system The anount is
smal | because the Departnent of Revenue estimates it only
applies to a small portion of the total production. The
production tax before credits is $17.02 under SB 21, $16 under
ACES and $10.93 under the 11.5 percent gross tax. The anmount is
slightly higher in the SB 21 case because of the higher base
rate that applies. In the ACES case there is a |ow base rate
with progressivity, but when there is alnost $50 per barrel in
costs, there is alnobst no progressivity trigger.

8:48: 45 AM

MR. MAYER expl ained that in each systemthe credits (in the case
of ACES applied on capital spending and in the case of SB 21
applied by sone production) primarily exist to take what would
otherwise be a slightly regressive taxation system and either
make it flatter or nore progressive. Capital credits under ACES
enphasi ze the cost-progressive nature of the system so that when
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costs are very high, taxes are very low. In this case, credits
and production go hand in hand; you don't have the situation
where high spending on the low current production can yield a
particularly I ow tax revenue to the state.

MR. MAYER advised that |ooking at the bottom line in a single-
year snapshot shows very little difference between any of the
three systens. They each yield about the sanme |evel of revenue.
SB 21 yields $10.97, ACES yields $10.38, and the 11.5 percent
gross tax yields $10.93. He noted that it is somewhat surprising
that ACES yields the | owest revenue, considering all that's been
sai d.

8:50: 06 AM

MR. MAYER di splayed a reproduction of the previous table, but
with a $15/bbl assunption for capital spending instead of
$28.08/bbl to illustrate the inpact this can have. This shows
ACES as a very high-yielding tax regime, giving $20.51 per
barrel of production in tax revenue. SB 21 has a tax burden of
$15.55 and the 11.5 percent gross tax remains at $10.93 because
it doesn't change with costs. He said this gives a sense of the
i npact of the high capital spending that's going on right now
It is fundanentally investnment in future production, but it is
bringing down tax in ternms of the revenue the state currently
receives. He again stressed that unless one thinks about those
Iifecycle inpacts when one |ooks at the snapshot, one doesn't
get a full picture of what's going on and the nature of the
taxation system

MR. MAYER displayed a graph (slide 7) that conpares the
governnment take on base production for ACES, SB 21, SB 192 and
SB 21 with the 15 percent gross mninmum proposed in SB 192. He
explained that there are basically two elenents to SB 192: the
15 percent gross mninmum tax, and the reduction in the
production-based credit. The idea is to desegregate those two
t hi ngs and understand the effect of the change in the credit and
the effect of the tax.

He discussed the fundanental changes between ACES and SB 21.
There is the flat 35 percent tax rate, but there are prices
above the $65 range that give a progressive shape to the overal

curve of the tax. He said it's inportant to understand that when
one talks about the effect of spending on taxation. He noted
that Senator Stedman did a good job of highlighting some of the
problenms in ACES and in particular sone of the problens for the
state in times of low oil prices or high spending. There are
many ways (beyond the question of high take and its inpact on
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conpetitiveness) to |look at potential stress cases for the state
under ACES and be quite concerned because of the very high
| evel s of support for governnent spending.

That is particularly the case because ACES, unlike SB 21 or nost
profit base taxes, didn't sinply say costs are deductible and
the base is reduced when you spend nore. It said that the tax
rate is reduced when you spend nore. The sensitivity to costs
and spending, particularly capital spending, is high under ACES
because you are reducing the tax base, changing the tax rate

and introducing the 20 percent capital credit all at once.

MR. MAYER expl ained that SB 21 did sone key things to reduce the
very high degree of sensitivity of the tax system to spending.
It elimnated progressivity and the capital credit and it nade
the 4 percent gross mninmum tax a hard floor for base
production. A difference between SB 21 and ACES is that at the
| owest price levels ($60 and below range), SB 21 is actually a
tax increase over ACES, primarily because of that binding 4
percent fl oor.

MR. MAYER said the majority of the inpact of SB 192 cones from
raising the gross mninum tax from 4 percent to 15 percent.
"What it really does is it takes that hockey stick of whether
the regressive nature of the royalty and the fixed mninmm
conmbined kick in to really increase governnent take at the
| onest prices or the highest costs and shifts that substantially
to the right." Instead of a point where taxes are higher than
they would have been under ACES at $60, the range is nore |ike
$75.

The next slide shows the effect of assuming higher capital
spending. This is looking at a low capital spending scenario
that's just sufficient to maintain the historical decline of
close to 6 percent. But even in this case there is a substanti al
shift to the right that's a result of that high 15 percent
floor. The basic inpact of having the capital credit is to take
the progressive shape of the sliding scale credit and flatten it
out to sonmething nore neutral

MR MAYER rem nded the conmttee that when it considered SB 21

it was looking at putting in a flat $5 per barrel credit to
create a fairly neutral overall system The other body said it
would like to take a little nore on the upside and was wlling
to give a little nore on the dowside to make this even nore
conpetitive, particularly in the $70-$100 price range. He noted
that this is where oil conpanies did the majority of their
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analysis of the econonmics, wanting to make it particularly
conpetitive at those prices and therefore take slightly nore at
hi gher prices. That's a policy judgnent that individuals can
easily agree to differ on, but that's the fundanmental inpact of
having the credit placed simlarly to take that progressive
system and making it flatter and nore neutral. However, the
bi gger inpact is that 15 percent gross mninmum it fundanmentally
changes the economi cs.

He displayed the sane graph conparing government take on base
production in a high reinvestnment scenario, essentially doubling
the mnimum capital spending of the first series of assunptions,
everything shifts to the right. You see the crossover point
where SB 21 is a tax increase over ACES, substantially shifted
to being nore like $95 per barrel than $60 per barrel or bel ow
that we saw in the pure mnimal reinvestnent. That rises even
further to over $100 per barrel in the case of SB 192, nobstly as
a result of that 15 percent gross m ni numt ax.

9:00: 16 AM

MR. MEYERS advised that it is nobst inportant to consider the
di fference between progressive and regressive fiscal systens.
Fundamental |y, whether it's a regressive fixed percentage gross
tax or a progressive profit-based tax, each is very workable and
each entails a distinct risk-reward tradeoff. He continued:

| can have a fixed royalty take the steady portion of
the barrel and do a great job of protecting the state
in the downside, because in any system like that
governnent take is very high. As prices decrease and
costs increase, the state is always protected. But |
do that by striking a deal that essentially says |
want this protection on the downside so I'mwlling to
give up a lot of the upside.

Conversely, one can do what typical profit-based tax systems do
around the world which is to drive the opposite bargain. That is
to take nore of the upside and in order to do that to take nore
of the risk on the downside. From an investor's perspective,
both of those can be appealing investnment scenarios because they
entail sound risk-reward tradeoffs.

The profit-based tax in Alaska under ACES, and to sone extent
under SB 21, has been a hybrid of those twd. It says the state
wants at |east sone of the upside that cones froma profit-based
system but also sonme of the protection on the downside of both
the royalty and the hard binding 4 percent mninmm floor. It
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provi des protection in the tax system as well as the protection
that the gross royalty gives. But to go from 4 percent to 15
percent changes that risk-reward tradeoff. It tries to get nore
of the downside economics of a fixed gross tax while still
trying to take a ot of the upper end for profit-based taxation.
He concluded that it's difficult to have both and still have an
attractive investnment environnent.

CHAI R G ESSEL t hanked the sponsor and M. Mayer.
9:03: 29 AM
There being no further business to cone before the commttee,

Chair G essel adjourned the Senate Resources Standing Conmmttee
nmeeting at 9:03 a.m
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