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ACTI ON NARRATI VE

3:36: 57 PM

CO- CHAIR PETER M CCICHE called the Senate Special Commttee on
TAPS Throughput neeting to order at 3:36 p.m Present at the
call to order were Senators Gardner, Fairclough, MGuire, Co-
Chair Dunl eavy, and Co-Chair M cciche.

He noted the presence of Senator G essel and Senator French.

SB 21-O L AND GAS PRCDUCTI ON TAX

3:37:10 PM
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CO CHAIR M CCI CHE announced t hat
to offer a letter of
SB 21 further.
be specific to TAPS t hroughput.

t he purpose of
intent to SB 21,
He rem nded the commttee that

the neeting was
version A, and to discuss
amendnents shoul d

SENATOR GARDNER noved to adopt Anmendnent 1, |abeled 28-
GS1647\ A. 1:
AVENDVENT 1
Page 9, line 30, through page 11, line 3:
Delete all naterial.

Renunber the follow ng bill

Page 11, |ine 29,
Delete all material.

Renunber the follow ng bill

Page 13, |ine 15,
Delete all material.

Renunber the follow ng bill

Page 18, line 14,
Delete all material.

Renunber the follow ng bill

t hrough page 12,

t hr ough page 16,

t hrough page 19,

sections accordingly.

line 17:

sections accordingly.

i ne 25:

sections accordingly.

l'i ne 4:

sections accordingly.

Page 23, |ine 15:
Delete "Sections 2, 5, 6, 22 - 24, and 26"
| nsert "Sections 2, 5, 6, 16 - 18, and 20"
Page 23, line 17:

Del ete "Sections 3 and 21"

| nsert "Sections 3 and 15 of this Act"

Page 23, |ine 18:
Del ete "Sections 7, 11, 13, 14, and 25"
| nsert "Section 7 - 10 and 19"

Page 23, lines 20 - 21:
Delete all material.

Page 23, |ine 24:
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Delete "Sections 3, 7, 11, 13, 14, 17, 21, and
25"
| nsert "Sections 3, 7 - 10, 12, 15, and 19"

Page 23, |ine 31:
Del ete "Sections 1, 2, 5, 6, 9, 10, 12, 15, 20
22 - 24, and 26"
| nsert "Sections 1, 2, 5, 6, 16 - 18, and 20"

Page 24, line 2:
Del ete "sec. 30"
| nsert "sec. 24"

SENATOR FAI RCLOUGH obj ected for discussion purposes.

SENATOR GARDNER stated that she understood it was Chair
M cciche's desire to nove the Letter of Intent, in which many of
her concerns are addressed. However, she opined that it was
inmportant to discuss the bill as a comittee and to talk
specifically, on the record, about areas of inprovenent.

CO-CHAIR M CCI CHE asked Senator Gardner if she would like to
speak to her anendnent.

SENATOR GARDNER expl ai ned the purpose of Amendnent 1. She said
the intent of existing <credits wunder ACES is to boost

production, create jobs and help fill the pipeline by rewarding
investnment. She related that the Governor's proposal renoves
that incentive, paving the way for investnment elsewhere. It

rolls back taxes enabling profits to be spent as conpanies w sh.

SENATOR GARDNER reported that she received a response to
guestions she sent to the Departnment of Revenue that would
further explain her reasoning. She said the progressive net
profits tax encourages reinvestnent. She concluded that
elimnating progressivity and the 20 percent capital credit
creates a "doubl e whamy" and is a m st ake.

SENATOR GARDNER expl ained that she is trying to show how capita
credits incentivize capital investnment in Al aska. She stressed
that tax credits are an inportant part of the tax system

3:42:14 PM

M CHAEL PAW.OWSKI, Special Assistant, Ol and Gas Project
Manager, Departnent of Revenue, explained how the capita
credits act in SB 21. He said the Governor's bill is built
around four <core principles. The capital «credits, which are
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proposed to be elimnated in the bill, are being done to bal ance
the exposure the state has through several systens of grow h.
Under |low price environnents, as prices drop, the revenues the
state receives go down. At the sane tine, the l|evel of credit
exposure is based purely on the capital spending of the conpany.
The bal ance between those two falls out of balance to the state.

He said the best exanple of how that works is found on page 3 of
the fiscal note, |looking at the relationship between the
revenues that cone in and the credits that come out. Line 1
shows that revenue inpacts of the elimnation of the production
tax is subsequently balanced by the limtation of the credits
for qualified capital expenditures. The qualified capita

expenditures credit is purely based on capital spending. In that
process there is no ability to tie it directly to new
producti on.

SENATOR FAI RCLOUGH stated that Amendnent 1 is a conplicated
amendnment and a conplicated conversation about progressivity and
the interaction between the credits proposed in SB 21. She
pointed out that she is very interested in what happens at the
intersection between realigning the <credit structure and
progressivity. She said it remains a consideration. She said she
cannot determ ne how the anmendnment affects that consideration so
she will vote against the anendnent.

3:45: 44 PM

COCHAIR MCCICHE believed that Anmendnent 1 was specifically
credit related and another proposed anendnent was about
progressivity.

SENATOR GARDNER expl ained that Anendnent 1 seeks to elimnate
the portions of SB 21 that delete capital credits.

COCHAIR MCCICHE noted that the letter of intent requests that
the next commttee "Evaluate specific production-related credits
al l owned under ACES for inclusion in SB 21 as a direct incentive
for costs that deliver production. Require that credits are
charged against actual production to elimnate currently-
exi sting negative revenue liability to the state.™

MR. PAWOASKI pointed out that the Governor's bill seeks to
elimnate the qualified capital expenditure credit, but maintain
the 25 percent loss carry forward credit. However, the treatnent
of the loss carry forward credit is changed so that the credit
is truly taken against production revenues. He said that
Amendnent 1, page 2 lines 17 - 19 - the treatnment of Section 23
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- would upend that relationship of tying the credits to when
there is tax revenue to pay for them

CO-CHAIR M CCI CHE commented that there are nenbers that share an
interest in investigating the carry forward credits. He believed
that woul d occur in the Senate Resources Commtt ee.

SENATOR FAI RCLOUGH mai nt ai ned her obj ecti on.

A roll call vote was taken. Senator Gardner voted in favor of
the notion to adopt Amendment 1 and Senators Fairclough,
McGQuire, Dunleavy, and Mcciche voted against it. Therefore,
Amendnent 1 failed by a 1:4 vote.

3:48:41 PM

SENATOR GARDNER noved to adopt Anmendnent 2, |abeled 28-
GS1647\ A. 4:

AMENDMENT 2

Page 23, line 3, follow ng "section,":

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

SENATOR FAI RCLOUGH obj ected for discussion purposes.

SENATOR GARDNER expl ai ned that she supports having a |ower tax
rate to encourage new production and to help smaller conpanies
"get off the ground.” She did not think the provision needed to
pertain to the entire lifetime of a field, just long enough to
enabl e conpanies to recover their investnents. She proposed a
seven-year tineline for the 20 percent excl usion.

MR. PAW.OWSKI said the evolution of the provision is a good
indication of the joint work between the Departnent of Natura
Resources and the Departnment of Revenue. He requested M. Bal ash
address the reason for the long duration of the 20 percent
excl usi on.

3:49:41 PM

JOE BALASH, Deputy Conmi ssioner, Ofice of the Conm ssioner,
Department of Natural Resources, commented on the rates of
production in specific fields and the pace of developnent. He
said for a new field like Oooguruk or Nikaitchug, there is a
small initial amunt of production in the first year, followed
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by an increase as nore wells are brought into production over
the course of years. He suggested that limting the time to
seven years would cut off the inpact and value of the GRE too
early in the life of sone of those wells. He said DNR | ooked at
life cycle economcs and long-term incentives and the tradeoffs
between tax credits, tax rates, and the GRE. They cane to the
conclusion that there is so nmuch variability in the way fields
are developed, that having an artificial cut off for the GRE
woul d af fect decision making in a negative way.

SENATOR FAI RCLOUGH asked why seven years was sel ect ed.

SENATOR GARDNER said it was npdeled after the Mddle Earth
provi sion of seven years.

CO CHAIR M CCICHE pointed that every nenber of the conmittee is
representing Alaskans. He noted that the recommendation in
Amendnent 2 is referred to in the Letter of Intent for
consideration in Senate Resources. It says, "Evaluate a tine
limt into the future for the 20 percent Goss Revenue
Exclusion.” He said that the commttee did not state a specific
time limt, but requests that it is considered with the best
nunber possi bl e.

3:52:52 PM
SENATOR FAI RCLOUGH mai nt ai ned her obj ecti on.

A roll call vote was taken. Senator Gardner voted in favor of
Amendrment 2 and Senators Fairclough, MQ@iire, Dunleavy, and
M cciche voted against it. Therefore, Anmendnent 2 failed by a
1: 4 vote

3:53:25 PM
SENATOR GARDNER noved to adopt Anmendnent 3, |abeled 28-
GS1647\ A. 5:

AVENDMENT 3

Page 10, line 19, through page 11, line 3:
Delete all material.

Renunber the followi ng bill sections accordingly.
Page 11, l|ine 29:

Del ete "sec. 11"
| nsert "sec. 9"
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Page 13, line 15, through page 16, |ine 25:
Delete all material .

Renunber the followi ng bill sections accordingly.

Page 18, |ine 14, through page 19, line 4:
Delete all material .

Renunber the followi ng bill sections accordingly.
Page 23, |ine 15:

Del ete "Secti ons
| nsert "Sections

, 5, 6, 22 - 24, and 26"
, 5, 6, 18 - 20, and 22"

NN

Page 23, line 17:
Del ete "Sections 3 and 21"
I nsert "Sections 3 and 17 of this Act"

Page 23, |ine 18:
Delete "Sections 7, 11, 13, 14, and 25"
| nsert "Sections 7, 9, 11, 12, and 21"

Page 23, |ine 20:
Del ete "Sections 9, 10, 12, 15, and 20 of this
Act apply"
I nsert "Section 10 of this Act applies”

Page 23, |ine 24:
Delete "Sections 3, 7, 11, 13, 14, 17, 21, and
25"
| nsert "Sections 3, 7, 9, 11, 12, 14, 17, and 21"

Page 23, |ine 31:
Del ete "Sections 1, 2, 5, 6, 9, 10, 12, 15, 20
22 - 24, and 26"
| nsert "Sections 1, 2, 5, 6, 10, 18 - 20, and 22"

Page 24, line 2:
Del ete "sec. 30"
| nsert "sec. 26"

SENATOR FAI RCLOUGH obj ected for discussion purposes.
SENATOR GARDNER expl ai ned that the 25 percent net operating |oss
credit levels the playing field between the producers and the

smal | independents still in a devel opnent phase. Wereas, the
producers can deduct developnent costs from their taxable
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income, those still in a developnent phase cannot. The net
operating loss credit (NOL) conpensates for the discrepancy and
hel ps get the devel opnent project off the ground by boosting
proj ect econonics early on before revenue is being generated. It
is one of the ways the state can really help support newconers
to the fields. Wile sone devel opers have sufficient cash to
make it through the costly and risky devel opnent phase, others
don't. The change in SB 21 will particularly harm those seeking
to develop costly oil and the nore renote and chal | enged fi el ds.

She said, in addition, the 15 percent interest rate proposed in
SB 21 on the deferred net operating loss credits is too high,
creating an unnecessary liability for Al askans. It wll double
in five years with the 15 percent conpounded interest rate
applied - the envy of any investor.

COCHAIR MCCICHE said Deputy Conm ssioner Bruce Tangeman from
the Tax Division of the Departnent of Revenue was available to
answer questions.

3:55:22 PM

MR. PAW.OABKI enphasized that it was inportant to distinguish
between the benefit given to an investor by the net loss carry
forward versus the deductions available under progressivity. He
referred to previous presentations by Econ One and PFC Energy,
which showed that the current system for a new entrant is
dramatically worse in terns of government take, internal rate of
return, and net present value than it is for an incunbent
producer. The reason for that is because of the deductibility
around progressivity - the extra ability to buy down the tax
rate. The net operating loss credit, which Amendnent 3 refers
to, mmcs the base rate power that a spending by an incunbent
has in the current system Both an incunbent and a new entrant
each have the 25 percent base rate; however, in that a new
entrant does not have a tax rate yet, they don't get the sane
benefit of the 25 percent deduction. The net operating |oss
carry forward was created to make an equal playing ground for
both the incunmbent and the new entrant.

He related that the Governor's treatnment of the bill is to carry
those credits forward and apply them when there is production
and the state has the revenues from that production to pay for
the credit obligation. To protect the new entrant, the interest
or increase in the value of the credit of 15 percent was chosen
because it is very simlar to the cost of capital for the
opportunity the conpany would have had under ACES, if the state
had just handed them a check. The balance of the 15 percent
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nunber was chosen because under SB 21 the state would no | onger
be witing a check for the credit, but rather, requiring that
the conpany carry the credit forward agai nst production.

He pointed out that Amendment 3 would de-link the relationship
of the proposal of taking credits against revenues and nobve it
back to the cash paynment. He stated that the issue Senator
Gardner pointed out is an inportant one. There are instances
where the «credit paynent from the state is inportant to
conpanies that don't have the access to capital to pursue the
hi gh cost devel opnment challenges in Al aska. For conpanies that
do have the cash, the inprovenent in the life cycle econom cs of
SB 21 is what drives devel opnent decisions. The admnistration
saw that it was inportant to inprove the overall economc
viability of the project itself so that natural forces in the
mar ket place can start to work.

3:59:21 PM

COCHAIR MCCICHE inquired if a company wthout financia
backing would be as likely to stem the decline of throughput as
a conpany with "pockets,” with the changes proposed in SB 21.

MR. PAW.OABKI enphasized that all conpanies have an inportant
role. The administration is concerned with small entrants that
have found reasonable reserves of oil and tried to obtain
capital, but have not been able to. The current credit systemis
not overcom ng that problem The admnistration is seeking to
inprove the lifecycle economcs in the life of projects so that
smal | conpanies can participate in their efforts to explore and
develop in Alaska. He did not want to identify wnners and
| osers in the conversation.

4:01: 20 PM

COCHAIR M CCICHE asked if the changes were primarily guarding
agai nst "the check” having a liability for a smaller conpany as
opposed to enjoying the revenue benefits of the conpany that is
making it on its own.

MR. PAW.OABKI said from the Departnent of Revenue's perspective,
the point was to match up when the state was giving a benefit,
to when the state was receiving the revenues to pay for the
benefit, wespecially when |ooking at expansionist spending.
Mat ching up the cash flows is really inportant for the long term
durability of the system

MR. BALASH enphasi zed the second of the Governor's principles -
incentives are geared to encouraging new production. The
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Department of Natural Resources sees the credit system today as
it operates, both through the QCE and the NOL system as an
incentive that rewards spending. Spending is a necessary part of

getting to production, but it is not the direct link. The
departnent's treatnment of the NOL credit, in providing the
interest nmechanism and restricting its applicability to future
production tax liabilities, ensures that the conmpany can only

take advantage of that credit once they've gotten to point of
produci ng oil.

COCHAIR MCCICHE pointed out that the idea in Amendnent 3 is
contained in the Letter of Intent. It says, "Evaluate renoving
the Net Operating Loss provision in SB 21."

4:03: 47 PM
SENATOR FAI RCLOUGH mai nt ai ned her objection to Arendnent 3.

A roll call vote was taken. Senator Gardner voted in favor of
Amendnent 3 and Senators Fairclough, MQ@uire, Dunleavy, and
M cciche voted against it. Therefore, Anmendnent 3 failed by a
1:4 vote

4:04: 33 PM
SENATOR GARDNER noved to adopt Anendnent 4, |abeled 28-
GS1647\ A. 6:

AMVENDMENT 4

Page 1, line 2, following "rate;"
Insert "relating to the mninmum tax on oil and
gas production;"”

Page 2, follow ng line 18:

Insert a new bill section to read:

"*  Sec. 3. 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) of this section for
oil and gas produced from all [|eases or properties
within the wunit or nonunitized reservoir below 10
percent of the total gross value at the point of
production of that oil and gas. If the amount of tax
calculated by nultiplying the tax rate in (e) of this
section by the total production tax value of the oi
and gas taxable under (e) of this section produced
fromall of the producer's |eases or properties within
the unit or nonunitized reservoir is less than 10
percent of the total gross value at the point of
production of that oil and gas, the tax levied by (e)
of this section for that oil and gas is equal to 10
percent of the total gross value at the point of
production of that oil and gas. In this subsection,
"total gross value at the point of production” neans
the gross value at the point of production as adjusted
by AS 43.55.160(f), if applicable.”

Renunber the followi ng bill sections accordingly.

Page 5, line 27:
Del ete "sec. 4"
| nsert "sec. 5"

Page 6, line 19, through page 7, line 5:
Delete all material and insert:

"(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

(1) ZERQ

(ii) ZERO PERCENT, ONE PERCENT, TWO
PERCENT, THREE  PERCENT, OR FOUR  PERCENT, AS
APPLI CABLE, OF THE GROSS VALUE AT THE PO NT OF
PRODUCTI ON OF THE O L AND GAS PRODUCED FROM THE LEASES
OR PROPERTIES DURING THE MONTH FOR WHCH 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 REMAINDER OBTAI NED 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 THE OL AND GAS
UNDER AS 43.55.160 FROM THE GROSS VALUE AT THE PO NT
OF PRODUCTION OF THE OL AND GAS PRODUCED FROM THOSE
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LEASES OR PROPERTIES DURING THE MONTH FOR VH CH THE
| NSTALLMENT PAYMENT |'S CALCULATED] ;"

Page 9, line 30:
Delete "sec. 7"
| nsert "sec. 8"

Page 11, |ine 29:
Del ete "sec. 11"
| nsert "sec. 12"

Page 23, |ine 15:
Delete "Sections 2, 5, 6, 22 - 24, and 26"
| nsert "Sections 2, 3, 6, 7, 23 - 25, and 27"

Page 23, line 17:
Del ete "Sections 3 and 21"
| nsert "Sections 4 and 22 of this Act"

Page 23, |ine 18:
Delete "Sections 7, 11, 13, 14, and 25"
| nsert "Sections 8, 12, 14, 15, and 26"

Page 23, |ine 20:
Delete "Sections 9, 10, 12, 15, and 20"
| nsert "Sections 10, 11, 13, 16, and 21"

Page 23, |ine 24:
Delete "Sections 3, 7, 11, 13, 14, 17, 21, and
25"
| nsert "Sections 4, 8, 12, 14, 15, 18, 22, and
26"

Page 23, |ine 31:
Delete "Sections 1, 2, 5, 6, 9, 10, 12, 15, 20
22 - 24, and 26"
| nsert "Sections 1, 2, 3, 6, 7, 10, 11, 13, 16,
21, 23 - 25, and 27"

Page 24, line 2:
Del ete "sec. 30"
| nsert "sec. 31"
SENATOR FAI RCLOUGH obj ected for discussion purposes.

SENATOR GARDNER opined that a goal of ACES, and also of SB 21,
is to provide a balance between encouraging investnent and
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production and protecting the interest of the state. She rel ated
that Amendnent [4] provides an alternative mninum tax of 10
percent of the gross value at the point of production as a
protection against low oil prices. It is applied after the 20
percent reduction SB 21 creates for new oil - the gross revenue
exclusion. It specifies that producers many not apply tax
credits to reduce their production taxes below the 10 percent
floor. The floor would apply only to fields that have already
produced a billion barrels of oil and are still producing
100,000 barrels per day, on average - essentially Prudhoe and
Kuparuk. The floor would kick in under $70 per barrel. Ol
pri ces have been nuch lower in the past. If the state takes |ess
from profits when oil prices are higher, it needs to protect
itself when oil prices are | ow

CO-CHAI R DUNLEAVY clarified that Amendnent 4 was before the
comm ttee.

SENATOR GARDNER sai d that was correct.

4:06: 27 PM

MR. PAW.OASKI commented that in considering Anendnent 4 it is
important to reach back to the Governor's principles. There has
been sone discussion of progressive versus regressive systens.
Under the Covernor's proposal, the fairness principle is what
Senat or Gardner has spoken to in that, at low prices, the state
takes a higher share of the revenue. He said that principle
exists under SB 21 naturally because of the repeal of the
credits and the conbination of the fixed base rate that has not
been reduced. Anmendnent 4 would nove that regressivity by
putting a 10 percent gross floor in, perhaps even higher than it
woul d exist under SB 21. It would have the effect of taking a
bill that is already slightly regressive and potentially naking
it nore regressive.

SENATOR GARDNER responded "with the limted application to the
two biggest fields in North America, only."

A roll call vote was taken. Senator Gardner voted in favor of
Amendrment 4 and Senators Fairclough, MQ@iire, Dunleavy, and
M cciche voted against it. Therefore, Anendnent 4 failed by a
1: 4 vote

SENATOR GARDNER said she would not offer Anmendnent 5, but she
believes that progressivity needs to be retained.

4:08: 58 PM
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COCHAIR MCCICHE referred to the Letter of Intent and read the
section that applies to progressivity. It says, "Evaluating
enpl oying progressivity as a tool to level the proportion of
take for Al askans across the various oil price environnents." He
concluded that everyone agrees there nmay be a place to "flatten
the tax."

He asked Senator Gardner if the statenment, "Consider bracketing
progressivity at varying rates as the price of oil wvaries,"”
should be elimnated fromthe Letter of Intent.

SENATOR GARDNER suggested amending the statement by renoving the
words "bracketing" and "at varying rates.”

CO- CHAIR M CCI CHE asked if there were any further anendnents. He
asked if the adm nistration wi shed to make cl osi ng conments.

MR. PAW.OABKI voiced appreciation for the comiittee' s work.

COCHAIR MCCICHE comented that the admnistration is not
finished with its work on the bill. He praised the departnents
for their work. He said he appreciates Senator Gardner's
conment s.

SENATOR GARDNER appreciated Co-Chair Mcciche's efforts at
keepi ng the di al ogue open and getting questions answer ed.

SENATOR GARDNER noted that she received answers from DOR in
response to questions she submitted, sonme of which relate to the
Letter of Intent. She read item7 in the letter from DOR

The higher IRR s for ACES incunbents result entirely
from the "buy-down' effect. Additional investnent
under ACES allows an incunbent to 'buy-down' its tax
rate on existing production. Under the ACES system a
producer can earn those higher IRRs, but only if it

reinvests in Alaska to buy down its tax rate. It
cannot earn those returns if it chooses to distribute
its profits to sharehol ders, which is wvitally

i nportant to managenent, not to mention sharehol ders.
She said this was exactly the information she want ed.
SENATOR GARDNER said the quote is on page 3, slide 7.

SENATOR GARDNER remarked about how the additional investnent
under ACES allows the conpany to buy down its existing tax rate
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on production. Under ACES, a producer earns those high IRR s
only if it re-invests in Alaska to buy down its rate. That is
exactly the intent of ACES, and SB 21 | acks this provision.

4:14:15 PM

MR. PAW.OAMSKI pointed out that sone of the questions were
specific to the admnistration's consultant, Econ One. The
consultant's opinion continues in that sentence, "In this sense,

the profits (and associated higher IRR s) are sonewhat 'captive
and may not be viewed as being of sane quality (i.e.
conparable) to profits earned in other jurisdictions where no
such strings are attached.” He said the adm nistration | ooks
forward to tal king through the efficiencies of the incentives.

COCHAIR MCCICHE thought it was inportant to consider the
entire answer. It inplies that the IRR is one factor and should
not be viewed in isolation. He summarized that |RR cal cul ations
that vary greatly from nost other opportunities should be taken
with "a grain of salt.”

SENATOR FAI RCLOUGH asked that the response from DOR be included
in the public record.

CO- CHAI R M CCl CHE expressed appreciation to the adm nistration

4:16:19 PM

SENATOR GARDNER stated that she can't sign on to the Letter of
Intent at this tinme, but she does not object to the commttee's
nmoving it forward.

4:16: 43 PM

SENATOR FAI RCLOUGH said she appreciates the conplexity of the
tax structure that both industry and the admnistration face
every day. She noted that she believes in the principles the
Governor has brought forward. She stated that she believes that
Al aska is not conpetitive for a variety of reasons and the state
needs to make some changes to nmke sure that industry can
flourish and Al askans can have confidence in their tax systemto
know that it is in place to benefit all Al askans. The process of
changing the tax system should be bicanmeral and bipartisan in
efforts to nake sure Al askans' future is secure.

She said she agrees that there is a correlation between a
regressive nature and when progressivity is renoved. She wants

Al askans to share in the benefits as the price of oil increases.
She said this commttee has not been able to see how the credits
proposals will affect the bottom |line and she |ooks forward to
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that future discussion. She w shed for a conversation with the
adm ni stration about why sinplicity is better t han
progressivity.

She did not want the record to reflect that she is in total
agreenent about progressivity, because the current rate is too
high. She said she is trying to understand the issue on behalf
of her constituents. She spoke of a goal to see new explorers in
Al aska, as well as new exploration in the l|egacy fields. She
stated support for the commttee's Letter of Intent and
appreciation for all positions. She hoped that in the future
anendnents coul d be viewed sooner. She said she appreciates that
the chair was able to provide an opportunity for Al askans to
have a say. She al so voiced appreciation for Co-Chair Mcciche's
| eadership and for Senator Gardner's contributions.

COCHAIR MCCICHE rem nded the public that this is not an oil
tax conmittee.

CO CHAI R DUNLEAVY said looking at ACES and SB 21 has been an
enl i ghteni ng experience, as has taking a look at Alaska and its
future. He hoped Al aska was not at the end of the golden age for

oil. He said the goal is to find a way to continue oi

production. This process has been one of turning over stones and
will continue to be so. He said although the current topic is
focused on oil, it will norph fromoil into business investnent

in Alaska and personal spending policies. He said nany non-oi
industries are watching the tax process and Al aska's future. The
guestion is whether Alaska wll becone a destination for
investment and job growh. Alaska's fiscal policy will continue
to be discussed in the future.

4:23:46 PM
CO CHAI R DUNLEAVY noved to report SB 21, |abeled [28-GS1647\A]
from commttee wth i ndi vi dual reconmendati ons and t he

acconpanyi ng fiscal notes.
SENATOR GARDNER obj ect ed.

A roll call vote was taken. Senators Fairclough, MQuire,
Dunl eavy, and Mcciche voted in favor of reporting SB 21 and
Senator (Gardner voted against it. Therefore, the notion to
report SB 21 was passed by a 4:1 vote.

CO CHAI R DUNLEAVY noved to report the Letter of Intent. No one
stated objection.
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CO-CHAIR MCCICHE read the Letter of Intent:

The Senate Special Commttee on Trans Al aska Pipeline
System (TAPS) Throughput was forned specifically to

eval uate sol utions desi gned to reverse or
significantly reduce the historical decline in the
gquantity of oil produced from |eases or properties

north of 68 degrees North latitude and shi pped through
the Trans Alaska Pipeline System The Commttee
recogni zes that oil revenue is extremely inportant to
the State of Alaska and currently funding over 90% of

Al aska’ s essenti al services and critical
infrastructure including education, public safety,
health and social services and transportation. The

Commttee is also aware that projected declines in the
Trans Al aska Pipeline System throughput my conpound
the operational and cost issues that could jeopardize
the viability and safe operation of the Trans Al aska
Pi pel i ne System

The Committee was the first to consider SENATE BILL 21
“An Act relating to appropriations from taxes paid
under the Alaska Net Income Tax Act; relating to the
oil and gas production tax rate; relating to gas used
in the state; relating to nonthly installnment paynents
of the oil and gas production tax; relating to oil and
gas production tax credits for certain |osses and
expenditures; relating to oil and gas production tax
credit certificates; relating to nontransferable tax
credits based on production; relating to the oil and
gas tax credit fund; relating to annual statenents by
producers and explorers; relating to the determ nation
of annual oil and gas production tax values including
adj ustnents based on a percentage of gross value at
the point of production from certain |eases or
properties; maki ng conform ng amendnent s; and
providing for an effective date."

The Conmmttee held six neetings wth the intent of
fram ng the discussion around SB 21 through a |ens of
evaluating direct inpacts to the TAPS production

decl i ne. The Committee process was designed for
fairness and equal participation by mgjority and
mnority menbers. The Committee included expert

consul tant, agency, the Alaskan public and industry
testinmony in the process through many productive hours
and publicly-avail abl e nmeeti ngs eval uati ng t he
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potential positive and negative effects on production
through revised Alaska oil tax policy. Most
inportantly, the Commttee provided over five hours of
Commttee time for public testinmony from every LIO in
the state, as well as telephonically from any
| ocati on. Every Al askan that chose to address the
Commttee was war m y wel conmed and gi ven t he
opportunity to share their support and/or concerns.

The Committee has arrived at several key findings
after conpleting the process of evaluating SB 21 and
the effects of oil tax on production. They include:

* Regarding oil revenue that funds the vast majority of
governmental functions for the people of Al aska, there
are many factors in which the State has little
control, including the price of North Sl ope oil.

Total governnent take through oil taxation is the only
| ever under the control of the people of Al aska.

e The ACES tax structure has likely contributed to
advanci ng the decline of oil production and throughput
in TAPS, primarily due to a | ack of conpetitiveness
wi th ot her OEDC produci ng regions.

* Wen evaluating wth increased production as a primary
obj ective, ACES credits should have been nore
specifically directed toward projects resulting in
production and | ess toward general spending.

» Specific incentives and a conpetitive oil tax regine
in Alaska will likely result in additional production-
rel ated spendi ng.

» There has been a direct correlation in other OEDC
produci ng regi ons between production-rel ated spendi ng
and i ncreased production.

e Current fiscal spending policies appear to have an
adverse effect on the business clinmate and wi |l lingness
to invest in the State of Al aska. Policies nust
deliver the clear nessage to the business community
that Alaska will not continue taxing to fund
unsust ai nabl e | evel s of governnment spendi ng.

e Although SB 21 is an adequate platformfromwhich a
respectful dialogue can begin, in the current formthe
bill may not adequately provide production credit
i ncentives and opportunities; a |level revenue
proportion for Al askans; and protections for Al aska
hire and re-investnent.
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The Committee’s intent to pass the bill to the Senate
Resources Committee in the original form for further
processing is in no way an expression of support by
Conmittee nenbers for SB 21 in current form |In fact,
nost nmenbers have expressed concern for key concepts
that would require revision prior to supporting the
bill as it noves through the | egislative process.

Key concerns being passed through this letter with an
expectation of consideration nmoving forward wll be
communi cated in two sections. The first section bel ow
i ncl udes throughput-related Commttee reconmendati ons:

e Evaluate providing a guarantee of investnent in
Al aska and a further incentive for stenmm ng production
decline from|eases or properties north of 68 degrees
North latitude by fixing the amount of production used
in determning the reasonable transportation costs to
determ ne transportation deduction costs for pipelines
and gas treatnent plants under the G| and Gas
Production Tax and O 1 Surcharge, AS 43.55, so that
producers receive a benefit for increased oi
production and throughput in the Trans Al aska Pi peline
System but incur a corresponding limtation on
deductions due to throughput declines after Decenber
31, 2015.

« Eval uate expanding the application of the G oss
Revenue Exclusion in units formed before 2003 (Legacy
Areas). The Senate Resources Comm ttee should
specifically inquire about expansions of existing
Participating Areas, increasing recovery factors in
existing Participating Areas, and Participating Areas
that contain oil with an APl gravity of 20 degrees or
| ess.

« Evaluate specific production-related credits all owed
under ACES for inclusion in SB 21 as a direct
incentive for costs that deliver production. Require
that credits are charged agai nst actual production to
elimnate currently-existing negative revenue
liability to the State.

The Commttee is united in several philosophies that

are also recommendations to be considered in SB 21,
not related to throughput, including:

e Firmincentives for Al aska H re and Al aska Purchase,

4:31:14 PM

SENATE TTP COW TTEE - 20- February 7, 2013



COCHAIR M CCICHE commented that Senator Dunleavy and he are
interested in evaluating a program for incentivizing Al aska hire
and Al aska purchase.

* Evaluating significant and specific incentives for
unconventional and heavy oil,

* Evaluating a production credit systemfor producers
willing to provide propane fuels for the people of
rural Alaska in areas unlikely to receive natural gas
distribution if/when a natural gas pipeline is
constructed, and

« Evaluating enpl oying progressivity as a tool to |evel
t he proportion of take for Al askans across the various
oil price environnents.

Al t hough not supported unaninously by the Commttee,
yet in the spirit of fairness for all Commttee
menbers, the Mnority Conmittee nenber has requested
the following considerations to be passed onto the
Senat e Resources Comittee:

* Evaluate a tine limt into the future for the 20%
Gross Revenue Excl usi on.

» Evaluate renoving the Net Operating Loss provision in
SB 21.

e Evaluate adding a 10% m ni nrum gross tax at the gross
val ue at the point of production.

» Consider progressivity as the price of oil varies.

The Senate Special Conmttee on Trans Al aska Pipeline
System (TAPS) Throughput wll continue to convene to
identify and evaluate additional mtigation solutions
for operational and regulatory TAPS production-rel ated
obstacles in the future. The Committee |ooks forward
to the constructive dial ogue and additional processing
that will occur within the Legislature related to SB
21 the remainder of this session.

4:32:53 PM
COCHAIR MCCCHE said the letter would be respectively
submtted to the Senate Resources Conmttee on February 7, 2013.

COCHAIR MCCICHE called for a vote on the acconpanying Letter
of Intent.

A roll call vote was taken. Senators Fairclough, MQuire,
Dunl eavy, and M cciche voted in favor of adopting the Letter of
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Intent and Senator Gardner voted against it. Therefore, the
noti on was passed by a 4:1 vote.

CO CHAIR M CClI CHE summari zed that both the Letter of Intent and
SB 21 have passed from conmttee. He noted that all commttee
menbers see room for inprovenent for SB 21 as it noves through
the process. He said SB 21 passes wth individual
recomendati ons, attached fiscal notes, and the acconpanying
Letter of Intent.

He thanked the commttee nenbers, the administration, and staff
for their hard work on SB 21.

SENATOR GARDNER reiterated that Co-chair Mcciche has done a
good job leading the committee. She said her vote against the
letter was due to being unfamliar with the content.

CO CHAI R M CCl CHE stressed t hat t he nost i nport ant
acconplishnent was to begin a dialogue on a bill that wll
require further hard work. He thanked the public for their
t esti nony.

4:35: 45 PM

There being no further business to conme before the commttee
Co-Chair M cciche adjourned the Senate Special Commttee on TAPS
Throughput at 4:35 p. m
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