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HOUSE BI LL NO. 247

"An Act relating to confidential information status
and public record status of information in the
possession of the Departnent of Revenue; relating to
interest applicable to delinquent tax; relating to
disclosure of oil and gas production tax credit
information; relating to refunds for the gas storage
facility tax credit, the liquefied natural gas storage
facility tax credit, and the qualified in-state oil
refinery infrastructure expenditures tax credit;
relating to the mninmum tax for certain oil and gas
production; relating to the mninum tax calculation
for monthly installnment paynents of estimted tax;
relating to interest on nonthly installnent paynments
of estimted tax; relating to limtations for the
application of tax credits; relating to oil and gas
production tax «credits for certain losses and
expendi t ur es; relating to limtations for
nontransferable oil and gas production tax credits
based on oil production and the alternative tax credit
for oil and gas exploration; relating to purchase of

tax credit certificates from the oil and gas tax
credit fund; relating to a mninmm for gross val ue at
t he poi nt of producti on; rel ating to | ease
expenditures and tax credits for nmunicipal entities;
addi ng a definition for "qualified capi tal
expenditure"; adding a definition for "outstanding
liability to the state"; repealing oil and gas
expl oration i ncentive credits; repeal i ng t he
[imtation on the application of credits against tax
liability for I|ease expenditures incurred before

January 1, 2011; repealing provisions related to the
monthly installment paynents for estimated tax for oil
and gas produced before January 1, 2014; repealing the

oil and gas production tax credit for qualified
capital expenditures and certain well expenditures;
repeal i ng t he cal cul ation for certain | ease

expendi tures applicable before January 1, 2011; making
conform ng anendnents; and providing for an effective
date. "

3:08:19 PM

Co-Chair Thonpson discussed the neeting agenda. He noted
that the House Finance Commttee had been tasked with a
very serious decision. He spoke to the inportance of

House Fi nance Conmmittee 2 04/08/16 3:07 P. M



deciding on a balance that kept encouraging industry in
Al aska, while protecting the state. He relayed that the
commttee would take up anendnents.

~AVENDVENTS

3:09:49 PM

Co-Chair  Thonpson MOWED to ADOPT Anendnent 1, 29-
GH2609\ F. 41 (Nauman/ Shutts, 4/7/16) (copy on file). [Note:
due to the length of the anmendnment it has not been included
in the mnutes.]

Co- Chair Neuman OBJECTED for di scussi on.

Co- Chair Thonpson explained that the anmendnment naintained
the status of the tax cap on Cook Inlet oil. He had been
concerned about the effect of a 35 percent tax rate, which
he believed needed further evaluation. He stated that the
wor king group should be Ilooking at the issue. He had
concerns about quelling the devel opnent in Cook Inlet, but
the working group would be tasked with comng back to the
| egislature with its recomrendati ons.

Representative Gara spoke in opposition to the anendnent.
He detailed that the state was currently facing its |argest
budget deficit ever. He objected to waiting another year to
take action. He specified that oil in Cook Inlet paid no
production taxes. He continued that when the |aw had been
established the intention had been to provide relief to
| ocally used natural gas for Al aska consuners; it had never

been intended to provide zero production taxes on oil. He
had agreed wth a previous Committee Substitute (CS)
because it had inposed a profits tax on oil in Cook Inlet.

He noted that if a conmpany was not naking profits, it would
not be taxed. Additionally, conpanies were receiving a
mul titude of tax credits in Cook Inlet. He believed the net
operating loss (NOL) credit the tax credits were over $175
mllion for alone. He stated that when the conpanies were
| osing nmoney, the state gave them noney; therefore, when
the conpani es were meking noney, the state should receive
production tax. He surm sed that the topic under discussion
equated to about $10 mllion in taxes; there was not
significant oil production in Cook Inlet, but the |aw had
never intended for the state to give credits and receive no
production taxes. He discussed that the governor's bill
probably saved about $750 nmillion in the first year and
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$450 mllion in the second year in terns of credit
reductions and tax changes. Wth the anendnent, the bill
only reduced the state's deficit by about $170 mllion. He
did not believe the tax the amendnent would renove hurt
busi ness. He stressed that conpanies were receiving a
substantial amount of noney from the state; he noted that
the commttee had been told the noney given to conpanies
was higher than in any other state. He reiterated that the
tax would only apply when conpanies were profitable. He
added that conpanies could always apply for royalty relief
if atax was too high for a new devel opnent.

3:13:34 PM

Representati ve Kawasaki testified against the anendnent. He
specified that some of the conmttee nenbers had been
around in 2011 and other years for discussions about
natural gas in Cook Inlet, particularly when the Cook Inlet
Recovery Act and the Cook Inlet Natural Gas Storage Act had
passed. He recalled that all of the discussions had been
about natural gas and whether there was natural gas in the
Cook Inlet. He did not believe the legislature had ever
i ntended sonmething simlar for Cook Inlet oil. He spoke to
expensive fuel and utility costs in Fairbanks. He stated
that Cook Inlet currently had a plentiful supply of natural
gas, while Fairbanks did not. He reiterated that
di scussi ons surroundi ng Cook Inlet taxes had been based on
natural gas. He believed the anendnent would nmean a $10
mllion per year giveaway on oil produced in Cook Inlet. He
did not believe the |legislature ever neant to provide that
type of benefit.

Vice-Chair Saddler stated that there was a significant
public interest in maintaining a supply of natural gas for
the state's residents for homes and businesses. He noted
that his district relied on natural gas to heat hones.
Li kewi se, individuals in the Interior were |ooking at the
gas as a potential heating source. He had attended the
Anchorage mayor's taskforce on natural gas shortages and he
recalled the dire consequences of potentially running out
of gas. He believed the state's tax policy and incentives
had been hel pful.

Co- Chai r Thonmpson noted that the current amendnent
pertained to oil in the Cook Inlet.

3:16: 07 PM
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Representative Guttenberg was concerned that the anmendnent
would maintain the status quo. He believed the anmendnent
woul d kick the issue down the road for another committee to
deal with over the interim He discussed that an interim
coommittee had dealt with all of the credits and he was
concerned that the work done had been for naught if the
anmendnent passed.

3:17: 08 PM

Representative WIson spoke in support of the anendnent.
She did not have sufficient information to know whether the
tax was appropriate. She remnded the comittee of the
Flint Hlls facility that had stopped refining. She
detailed that the facility had begun inporting and had made
more profit than it had as a refinery. She questioned
whet her addi ng taxes tipped the scale and neant there would
no Jlonger be in-state refineries. She stressed the
i nportance of in-state refineries. She supported waiting a
year for a workgroup to do a study and determ ne the right
anount. She wanted to establish a "sweet spot" where
revenue continued to conme in for the state and busi ness was
not killed off.

Representative Pruitt appreciated the anmendnent. He asked
to be added as a cosponsor. He remarked that the CS had
represented a substantial policy change in Cook Inlet. He
continued that the change would potentially occur wthout
nodel ling or wunderstanding the ram fications of the full
inpact. He detailed that the change would have neant going
froma 65 percent state participation to possibly 20 to 30
percent with a 35 percent tax. He elaborated that the tax
woul d have been simlar to the one on the North Slope and
woul d not have included the well |ease expenditure (WE)
credit, which was a key part of the North Slope credit. He
did not believe the legislature should nove forward wth
qui ckly adding the tax. He stressed that the CS would nean
a direct tax to his community and to anyone utilizing fuels
from Tesoro. He enphasized that all of the oil produced in
the Cook Inlet went to Tesoro and was refined in-state. The
change woul d have neant an increase in the cost of refined
products to consuners throughout the Railbelt, Fairbanks,
rural communities, and across the state. He believed the
amendnent was appropriate, which would take a step back and
allow tinme for evaluation by a workgroup forned in the
| egi sl ati on.
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3:20: 20 PM

Represent ati ve Edgnon spoke in support of the amendnent for
the tinme being. He hoped the issue would cone before the
| egislature again in the future after being studied by a
wor kgroup. He spoke to cheaper energy for Southcentral
(which was not quite cheaper energy for rural Al aska) that
woul d result in cheaper services extending out to the rest
of the state (i.e. fuel at the Anchorage |International
Airport, the railway station, and other). He pointed out
that the Power Cost Equalization Endowrent Fund was
incredibly inportant to him He stressed that he would
include rural Alaska in the conversation when the conmttee
started talking about cheaper energy for the Anchorage,
Sout hcentral, and the Interior.

Co- Chai r Neuman W THDREW hi s OBJECTI ON.

Representative Gara OBJECTED

Aroll call vote was taken on the notion.

IN FAVOR: Pruitt, Gattis, W son, Edgnon, Saddl er,
Thonpson, Neuman

OPPCSED: Kawasaki, Minoz, Gara, Quttenberg

The MOTION to adopt Anmendnent 1 PASSED (7/3). There being
NO further OBJECTION, it was so ordered.

Representative Quttenberg asked about Anmendnent 3.

Co- Chair Thonpson replied that he had w thdrawn Anmendnent
3.

3:22:34 PM

Co-Chair Thonpson MOWED to ADOPT Anmendnent 2, 29-
GH2609\ F. 25 (Nauman/ Shutts, 4/7/16) (copy on file):

Page 17, lines 12 - 14:
Delete ",if the producer or explorer had, before
January 1. 2017, taken a credit under this subsection

for an expenditure incurred in the Cook Inlet
sedi nentary basin"
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Co- Chair Neuman OBJECTED for di scussi on.

Co- Chair Thonpson explained that Anendnent 2 corrected
anbi guous and redundant |anguage that attenpted to |limt
Net Operating Loss (NCOL) credits in the Cook Inlet for
conpanies that had already received a credit. He stated
that pursuant to testinony from Corrie Feige wth the
Departnment of Natural Resources [Division of Gl and Gas
director], the l|anguage was not needed due to limted
acreage in the Cook Inlet basin.

Representative Gara asked for further explanation.

Co- Chair Thonpson answered that the | anguage did not inpact
anyone; no additional acreage would be eligible under the
provi sion. The anendnment nerely renoved anbiguous and
redundant | anguage.

Representative Kawasaki remarked that the state was
offering a 25 percent credit if expenses had been incurred
at a certain point in time. The state was giving 10 percent
of a carry-forward annual loss if the production happened
prior to the end of 2016 [2017]. He believed the amendnent
woul d renove |anguage "before the end of this year." He
t hought the anmendnment had substantive inpact because
w thout the | anguage, the credit would go on in perpetuity.
He pointed to page 17 of the bill for reference.

Co- Chair Thonpson read from page 17, lines 11 through 14 of
the bill:

...a producer or explorer may elect to take a credit
in the anount of 10 percent of a carried-forward
annual loss, if the producer or explorer had, before
January 1, 2017, taken a credit under this subsection
for an expenditure incurred in the Cook Inlet
sedi nent ary basin.

Co-Chair Neuman remarked that he believed it was correct.

Co-Chair Thonpson stated that hardly anyone would be
eligible for the credit.

Representati ve Kawasaki relayed that he had not seen the
anmendnents before the neeting. He wanted confirmation on
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the neaning of the anmendnment. He thought that by renoving
the date, producers and explorers could elect to use the 10
percent carried-forward loss even if they did not have any
production or had not explored prior to the end of 2017.

Co- Chair Thonpson stated that the anmendnent did not change
the credit. There was not enough acreage in Cook Inlet for
a party to be eligible.

3:26:40 PM

Representative Gara had a hunch that the anendnent was a
small thing; however, he could not tell if the anendnent
woul d i ncrease or decrease credits.

Co-Chair Thonpson replied that it did not increase or
decrease credits.

Representative Gara noted that the commttee had heard no
testi nony on the anendnent.

Co- Chair Neuman W THDREW hi s OBJECTI ON

Representative Gara OBJECTED and noted that he would | ook
at the item after the bill noved from commttee. He
W THDREW hi s OBJECTI ON.

There being NO further OBJECTI ON, Anendnment 2 was ADOPTED

3:27:40 PM

Co-Chair Thonpson MOWED to ADOPT Anendnent 4, 29-
GH2609\ F. 22 (Nauman/ Shutts, 4/7/16)(copy on file). [Note:
due to the length of the anmendnent it has not been i ncluded
in the mnutes.]

Co- Chair Neuman OBJECTED for di scussi on.

Co-Chair Thonpson explained that the anendnent was a
technical change. He specified that the previous bil
version had provided for a bond wthout a process for
applying the proceeds of the bond. The anendnent used
| anguage simlar to a contractor's bond, providing a
mechani sm for paynent of clainms. The anmendment clarified
how t he paynents woul d occur.
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Representative WIson asked if the amendnent addressed
bankruptci es in business.

Co- Chair Thonpson replied that the anendnent would cover a
bankruptcy. There were suppliers who were owed noney; the
amendnent set out to put a $250,000 bond in place for
purchase. The anmendnent clarified the bond |anguage as to
how cl ai nrs woul d be pai d.

Vice-Chair Saddler recalled situations in which |oca
busi nesses had provided services to a rig in Southcentra
and were not able to get to a pass. He believed it was a
good protection for smaller businesses in Al aska. He asked
if the language was consistent with other contractor bonds
el sewhere in state | aw.

Co- Chair Thonpson replied in the affirmative.

Representati ve Kawasaki discussed that the anmendnent laid
out conditions for the promses to pay taxes or
contributions due to the state. He understood the provision
in the case of a drill rig nmentioned by Vice-Chair Saddl er
He asked if there was an order in which the paynents would
be coll ected or due.

Co- Chair Thonpson replied in the affirmative.

Co- Chai r Neuman W THDREW hi s OBJECTI ON

There being NO further OBJECTI ON, Amendnent 4 was ADOPTED

3:30: 22 PM

Representative Gattis MOWED to ADOPT Amendnent 5, 29-
GH2609\ F. 30 (Nauman/ Shutts, 4/7/16) (copy on file):

Page 26, line 9:
Del ete "l ease or property

| nsert "wel | "
Delete "five"
| nsert "10"

Page 26, |ine 11:
Del ete "l ease or property”
| nsert "wel | "

Page 26, |line 12:
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Del ete "l ease or property"
I nsert "well"

Page 26, |ine 13:
Del ete "2021"
| nsert "2026"

Page 26, line 31, through page 27, line 1
Del ete "l ease or property”
I nsert "wel ™

Page 27, line 1:
Delete "five"
| nsert "10"

Page 27, line 2:
Del ete "l ease or property"
I nsert "wel "

Page 27, lines 3 - 4:
Del ete "l ease or property”
I nsert "well™

Page 27, line 4:
Del ete "2021"
| nsert "2026"

Co- Chair Neuman OBJECTED for di scussi on.

Representative Gattis explained the anmendnment in a prepared
st at enent :

This anmendnent extends the GVR provision from five
years to ten, as well as redefines when the GVR cl ock
starts by changing the language to "well" rather than
"l ease" or "property." The GVR or "new oil" provision
is one of the principal drivers of Alaska s tax
structure. We included it in SB 21 to incentivize new
oi |l production and new players wth new ideas to cone
to Alaska. Elimnating the new oil provision five
years after production is a change from SB 21 and it
would significantly inpact investnent decisions of
conpanies. This is a big change in this CS that as far
as | know was never discussed in any of our neetings

We haven't asked our consultant to nodel this. W
haven't heard any testinony from industry on this CS
before us. The way | read it, the new |l anguage in this
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CS acts as a disincentive to business because it wll
lead to slower time bringing production online as
conpanies try to maximze the advantage of the tax
code that we pass. By defining when the five year
clock on the new oil reduction starts by |ease rather

than well, we're making a policy call that punishes
conpanies that want to drill nore wells. |If production
fromone hole in the ground on the entire | ease starts
the clock, who would be incentivized to drill nore
holes? W're effectively saying the same thing the
federal government said to Shell about drilling in the

Arctic - you get one hole in the ground so good | uck
The proposed |anguage, while it would appear to
protect the state has the real world inpact of
del ayi ng production, increasing refundable credits we
woul d need to pay, which are available only during the
devel opnent buildup and up to 50,000 barrels per day.

W wanted the benefits of new oil once commercial
production begins. This amendnent would put us back on
course. In closing, our own consultants told us we

shoul dn't ness with SB 21, and | agree.

Co-Chair Neunan stated that SB 21 J[oil and gas tax
| egi sl ation passed in 2013] had allowed incentives for Cook
Inlet gas exploration because the state had been facing
rolling brownouts at the time and the state had not known
the anount of its gas supplies; SB 21 had included | anguage
to incentivize gas exploration in Cook Inlet, which had
been successful. He elaborated that there was currently
good exploration wunderway and 12 years of known gas
reserves. He added that found discoveries were still anple,
and thought-to-be reserves were still fairly high. He
believed the credit costs could exceed $600 million. He
believed that new oil production had been about 8,000
barrels. He asked why the state would continue to put out
$600 million in credits if there were known reserves.

3:34:35 PM

Representative Gattis replied that the state had a tax
regime that had been put in place one year earlier. She
stated that there had not been nodelling or discussion and
until the issue was exanined she believed it was bad

policy.

Co- Chair Thonpson thought the |anguage was inconsistent
with existing |anguage. He pointed to the |anguage in the
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gross value reduction (GYR) based on the |lease or
properties to change to per well. He thought the |anguage
change could cost the state significantly nore noney. He
was concerned by the anendnent.

Representative Gattis stated it could also gain the state
much nore noney.

Represent ati ve Edgnon spoke in opposition to the anendnent.
He was concerned about the careful balance the state needed
to achieve. He believed it was necessary to put limtations
in place. He was concerned about the GVR, its inpact with
the NOL, and the noney that would accunulate annually,
which the state would eventually owe. He reasoned that
there may be an extended period of low oil prices where the
state did not receive revenue back, but continued to have
the obligations to pay noney out.

3:36: 35 PM

Vi ce-Chair Saddl er opposed the anendnent. He remarked that
the goal of SB 21 had been to incentivize oil production.
One of the bill's primary goals had been to incentivize new
oil production due to decreased production that had
occurred. He reasoned that the state had offered very
generous provisions in its tax code to achieve that goal
Based on information provided to the conmttee, reservoir
pressure was the highest, production was highest, and the
bi ggest benefit to the state during the first five years at
the front end of production. He believed the five-year
accommodati on was reasonable, but 10 years was too |ong. He
t hought there needed to be a point at which new oil becane
old oil.

Representative Gara spoke against the anmendnent. He
di scussed that the state was currently living on a 4
percent tax, which extended up to $76 per barrel. He
reasoned that it was not sustainable if the state was going
to have any sort of construction or school budgets. He
agreed with the coments of the last three speakers. The
conprom se reached in the House Finance Commttee CS was to
grant a holiday from the profits-based tax for five years;
while conpanies got to recoup costs and did not pay very
much in taxes. He elaborated that the same conpanies had
been receiving cash or deductible paynents from the state
for credits. He reasoned that at some point it needed to
cone back the other way. He surm sed that the state should
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not nerely get back what it gave out. He stressed that at
sonme point it was Alaska's oil and it was needed to support
the state. He spoke to projects, which needed noney for
funding. He stated that at a $4.4 billion deficit, the
conprom se reached in the CS was one that he coul d accept.

Representative Quttenberg testified against the anendnent.
He did not think it was the state's job to nmake sure any
i ndustry had a chance to nmaximze sonething the state put
on the table. Historically, he believed the state had a
probl em maki ng sure things got done in a tinmely way (that
when the state put a lease sale on the table that

expl orati on, devel opnent, and production happened as
qui ckly as possible). Ensuring those things occurred was in
the state's best interest. He clearly did not think

extending the credit out to 10 years was in the state's
best interest. He stated that the commttee had not heard
anyone ask for the change. He reasoned that conpani es woul d
take nmore tine if it was given, which was not in the
state's interest. He detailed that when a conpany took a
| ease, the state wanted it to be developed. He did not
support extending the credit out another 5 years when the
state was already strapped; there needed to be a tineline
on credits and sone return shown on production. He thought
the amendnent was a delay, which was in the best interest
of industry.

3:41: 25 PM

Co-Chair Thonmpson clarified that the anmendnent was in
reference to North Slope oil. He asked for verification
that the anendnent | anguage related to |eases and
properties, not a well, was inconsistent with SB 21.

Representative Gattis replied in the affirmative.

Representative Kawasaki testified in opposition to the
anendnent. He spoke to a well versus a |ease and reasoned
there could be a producing well that was shut in early. He
bel i eved the reason for addressing | eases and properties on
the North Slope was for the holistic idea of producing nore
oil. He stated that determ ning when new oil becane old oi

it was a balancing act. He believed the 5-year tineline was
reasonable. He thought that although the anmendnent would
not result in an imediate revenue inpact, there would be
an inpact in several years to decades into the future. He
specified that with a 10-year | ookback, it was extrenely
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hard to decide how much it would cost the state of Al aska
in ternms of nonetizing its barrel of oil.

Representative Pruitt spoke in support of Anmendnment 5. He
poi nted out that SB 21 was specific to the North Slope and
that a discussion about Cook Inlet was not germane to the
conversation, given that SB 21 did not pertain to Cook
Inlet. He noted that another simlar anmendnent would be
offered later. The current anmendnent took the lease in the
property, substituted in "per well,"” and added 5 additiona
years. The |ater anmendnent would add 10 additional years
for a total of 15 for the lease of the property. He stated
that the commttee had seen presentations showing the state
could strike too early on requesting the claw back and
prevent the investrment from taking place. He believed 10
years would work and was a conprom se. He thought that a 5-
year timeframe was too short and would potentially be a
di sincentive to investnment because of the 35 percent
[ production tax]. He detailed that it also highlighted that
the state was focusing solely on production tax and not on
the fact that significant revenue would result. He asked if
the state wanted to potentially lose out on a field that
would bring a royalty, property tax, and other ancillary
costs to the state for the life of the field. He agreed the
state needed to pay for schools and other things, but he
bel i eved the anendnent provided an incentive to investnent.
He noted that SB 21 had been opened up as soon as the
| anguage had been added to the CS. He stressed that the
spirit of SB 21 was to encourage new devel opnent, which he
bel i eved should be nmaintained. He thought giving a little
nore time could potentially be the difference between a
proj ect going forward or not.

3:46: 27 PM

Co- Chair Thonpson W THDREW hi s OBJECTI ON

Representati ve GQuttenberg OBJECTED.

A roll call vote was taken on the notion.

IN FAVOR: Gattis, Pruitt, WIson

OPPCSED: Munoz, Edgnon, Saddl er, Gar a, Gut t enber g,

Kawasaki, Thonpson, Neuman

The MOTION to adopt Anendnent 5 FAILED (3/8).
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3:47:20 PM

Representative Gattis MOED to ADOPT Amendnent 6, 29-
GH2609\ F. 28 (Nauman/ Shutts, 4/7/16) (copy on file). [Note:
due to the length of the anmendnment it has not been included
in the mnutes.]

Co- Chair Neuman OBJECTED for di scussi on.

Representative Gattis explained the anendnent in a prepared
st at enent :

This amendnent will allow the Departnment of Revenue to
suspend taxes on a conpany that can prove that total
government take for them has exceeded 105 percent.
Just to be clear, governnent take in this case
includes royalty, production tax, corporate incone
tax, property tax, and even the 5 percent per barrel
tax. It seens when prices are low, we seem to ask for
nore noney because we don't have enough and when
prices are high, we ask for nore noney because the oil
conpanies can afford to pay nore. So where does it
stop? Do we stop when governnment take is 150 percent
or 200 percent? What business would stick around for
that? As a state, we take our royalty right off the
top. So we get value for our oil right off the top

Utimately, we nust get a fair value for our oil being
produced. That's fair enough. But we also nust take a
|l ong view about what Al aska's gonna look like in 10
years or 20 years from now based on sone of the
policies and decisions that we're discussing right
here today. W want all Kkinds of private businesses to
be operating in Al aska and devel oping our resources.
Busi nesses will conme here only if they think they can
make a profit just |ike anywhere else. So |I'd ask for
folks, let's keep the lights on and let's be open for
busi ness because when we tal k about our taxes we don't
tal k about the whole governnent take and | think it's
i nportant when we talk about this that we literally
tal k about what we as the governnent take. So a |ot of
times we tal k about production taxes but we tal k about
it as if they're separate pieces of the whole pie. W
take that whole pie and what this anendnent does, is
it basically recognizes that at what point do we stop
t axi ng business to go sonewhere el se?
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Representative Gattis understood that the conmttee had a
significant anount to address during the neeting and that
the anmendnment had a challenge from bill drafters. She
W THDREW t he anendmnent .

3:50: 13 PM

Representative Pruitt MOWED to ADOPT Amendnent 7, 29-
GH2609\ F. 33 (Nauman/ Shutts, 4/7/16) (copy on file):

Page 16, |line 11:
Delete "10 [20]"
| nsert " 20"

Co- Chair Neuman OBJECTED for di scussi on.

Representative Pruitt explained that the anendnent would
restore the qualified capital expenditure (QCE) credit back
to the amount in the House Resources Conmttee bill
version. He was concerned the Cook Inlet credit was being
pulled too quickly and could create a conplete reversal of
the current policy. He agreed with sonme changes nade in the
previous committee and he believed the anount was
appropriate. The amendnent represented a ranp-down approach
as opposed to a "knee-jerk" reaction. He believed the state
shoul d manage its way out of the credits.

Co- Chair Thonpson asked for verification that the anendnment
pertained to incentives in the Cook Inlet.

Representative Pruitt replied in the affirmative.

Co- Chair Thonpson stated that he |ooked at the anendnent
with a question mark. He detailed that currently there was
significant gas in Cook Inlet (several years' worth). He
reasoned there was currently not a market for new gas if it
was di scovered and devel oped. He questioned how nuch nore
gas needed incentivizing in Cook Inlet at present.

Representative Pruitt responded that the workgroup should
be able to provide an indicator on the issue that the
| egislature could address in the comng year. He agreed
that gas had been identified, but it did not mean there was
a hole drilled to extract it all. He continued that the
state used up to 200-plus mllion cubic feet per day and it
needed to ensure production of that anount. He believed
that the |legislation nmeant that no new players would invest
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in Al aska. He opined that the state would need to live with
what it had and that it needed to ensure that current
conpani es would continue to invest. He stated that the bill
totally changed the policy that had been inplenmented to
bring a rush of investors into Cook Inlet. He reasoned that
if the credits were elimnated too quickly the producers
may not have the noney to continue investing at their
current level. He stated that just because the gas was
currently being produced, it did not nean they were
producing the total anmount to be used. He stressed that
Fai rbanks had a project to use gas in Cook Inlet, which
nmeant an increased need for available gas. He understood
sonme people did not believe the project would nove forward,
but he was nore optimstic. He wanted to give the workgroup
a chance to provide recommendations instead of acting too
qui ckly.

3:55:21 PM

Representative Gara remarked that the commttee was that
group. He wunderstood a small group of legislators would
nmeet over the interim but the bill had been in front of
the commttee for two weeks. He had al so followed the House
Resour ces Commi ttee heari ngs, whi ch had | ast ed

approximately one nonth. Additionally, all experts had been
avai lable to the House Finance Committee. Testinony to the
commttee had been that there was no oil production tax in
Cook Inlet (after the passage of an earlier anendnent); no
gas tax; the state was paying $175 mllion to conpanies in
NCL credits; and conpanies received QCE credits or WE
credits. He stressed that the state was very heavy on the
credits it paid out, but did not receive any production
taxes in return. He referred to earlier testinony by
Representative Pruitt that oil prices would decrease by
elimnating a small tax on oil in Cook Inlet. He disagreed
with the statenent.

Co- Chair Thonpson interjected.

Representative Gara apologized if he had nmischaracterized
earlier testinony. He explained that Amendnent 1, which
deleted the oil tax would not change the price of oi

because a conpany would then buy the oil from North Slope
producers; it was a market price. He stressed that the
state was overly generous on credits (nmore so than any
other location) for oil fields that paid no production tax.
| f anything, he believed the state was too generous in its
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credits. He did not believe it nmade sense to pay out
another $30 mllion. He stated that no conpani es went out
to explore when there was no buyer |ooking for gas. He
recalled testinony that when buyers were |ooking for gas
they would get paid the highest prices in the country for
the gas (at $7 to $9 in Cook Inlet conpared to $2). He
enphasized that the high prices were an incentive to
exploration. He added that it was not clear any of the
credits were needed, but there were nunerous credits
out si de the anendnent.

3:58:30 PM
AT EASE

4:26:52 PM
RECONVENED

Co- Chair Thonpson noted that the commttee was addressing
Amendnent 7.

Vi ce-Chair Saddl er opposed the anendnent. The commttee had
heard from its analyst enalytica that Cook Inlet credits
were anong the nost generous in the world. He detailed that
supply currently net demand and there was also stored gas
in Cook Inlet. In the absence of a |arger market he thought
phasing out the QCE at 10 percent was appropriate. He
reasoned that perhaps he could see the benefit of the
amendnent if Agrium was chonping at the bit to open. He
noted that the CS did not elimnate the QCE, but dialed it
back. The Cook Inlet Recovery Act had been an "all hands on
deck"” effort to ensure the state had a supply of gas, which
had been successful. He continued that there were other
steps including changes in the Regulatory Comm ssion of
Al aska (RCA) process reflecting the need to ensure a supply
of gas. The challenge was to strike a balance between
incentives and other elenments, which he believed the CS
di d.

Representati ve Kawasaki spoke against the anendnent. He
countered the statenent that the CS contained a knee-jerk
reaction to the industry. He did not believe the bill
should be considered a knee-jerk reaction to anything. He
detailed that the state was facing an unprecedented budget
gap between $3 billion and $4 billion. As the state |ooked
to determine ways to reduce the size of the gap, it was
appropriate to talk about oil and gas tax credits. He
recalled that during his first year in office in 2007 there
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had been zero tax credits going to the industry. He
detailed that some of the QCE credits on the North Slope
equated to $50 million total. Since that tinme the
| egi slature had created the Cook Inlet Recovery Act, which
seened to have been advantageous. Additionally, t he
| egislature had established the Cook Inlet Natural Gas
Storage Act, which had created an incredible supply of gas.
He elaborated that the Departnment of Natural Resources
(DNR), Division of Gl and Gas estimated reserves of 1.2
and 1.6 trillion cubic feet of known supply currently in
Cook Inlet, which was commercially available. The anount
woul d last for 12 years with Anchorage's current demand of
80 billion cubic feet per year and with potential growh
fromthe Fairbanks area of another 4 billion cubic feet per
year. He believed the region should continue to be
explored, but disagreed that the change was a knee-jerk
reaction. He stressed that the state could not afford the
credits it had not anticipated, which amunted to hundreds
of mllions of dollars. He pointed out that when Swanson
River had started production there had been no oi
production tax; there was currently no production tax in
Cook Inlet. As a person from the Interior, he had seen
nunmerous benefits going to the Anchorage area and it
bothered him that the state would continue a substantial
amount of credits for one region at the expense of other
regi ons.

4:31:14 PM
Representative WIlson testified in support of t he
amendnent. She remarked on comments that the bill had been

introduced due to the budget gap. She believed policy
should not be changed in response to a budget gap; she
believed policy should be changed because it was not
providing the desired results. She discussed that current
statue offered a 20 percent QCE credit for Cook Inlet. The
amendnment would restore the credit and maintai ned the House
Resources Committee sunset in 2022. She stated that
currently the QCE credit in Cook Inlet was an inportant
factor into the econonics of many businesses including the
two new bi g devel opnents by Furie and Bl uecrest Energy. She
stressed that the state wanted the businesses to continue.
She continued that with a 10 percent NOL and a 20 percent
CE there was 30 percent state support in Cook Inlet, which
represented a large reduction from current support of 65
percent or nore and was nearly as low as the governor's
proposed 25 percent. She continued that every conpany

House Fi nance Conmmittee 19 04/08/16 3:07 P. M



should be on notice that the l|egislature would conpletely
overhaul the Cook Inlet tax systemin the near future. She
noted that the workgroup would begin its review over the
com ng sunmer. She opined that while the |egislature worked
on large changes it should make noderate changes to how
much support it pulled back. She enphasized the QCE credit
hel ped conpanies doing the needed work and not just
conpanies receiving NOL «credits that may  not have
production or fields under developnent. She Dbelieved
mai ntai ning the 2022 sunset should be an indicator that the
| egislature intended for the credit to end wth bigger
pendi ng changes to the Cook Inlet reginme. She stressed that
it was about | ooking at whether or not what the |egislature
put in place was working at present and in the future. She
stated that the issue did not only pertain to Anchorage

She referred to a major project in the works for Fairbanks.
She noted they had discovered the North Slope would not
wor k despite noney they had invested. She believed gas for
Fai rbanks would have to conme out of Cook Inlet and she
wanted to ensure the legislature did not do sonething it
regretted |l ater.

Representative GQuttenberg spoke in opposition to the
anmendnent. He referred to talk about |ooking at tax credits
because they were high, looking at tax credits because the
state did not have gas, and looking at tax credits because
the price was low. He discussed that the state's oi

structure, tax credits, and exploratory incentives were in
place for a purpose. He believed the |egislature should
ook at the issue annually because the incentives and
structure were so nuch a part of the state and its budget.
He did not nean the statute should be opened up annually,
but he believed an annual review was needed. He stated that
the legislature had thrown a significant anount of nopney at
Cook Inlet to ensure there were no brownouts and "we're at
that place.” He stressed that the state was not responsible
for the price of natural gas and oil in the US.; the
prices were up to the market. He enphasi zed that prices had
plumeted worldwide. He believed the state was just
throwing noney at the oil and gas conpanies with sone of
the credits. He reasoned that if the legislature wanted to
ensure sustained supply, it should nanage the question and
not just throw noney at the industry hoping it would do
what the |legislature wanted. He continued that it was
possible to task DNR and the Departnent of Revenue (DOR)
with telling the state what it would need and to devise a
production schedule to determine when to explore, develop,
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and other. He believed the state had an inherent interest
to do that for Cook Inlet, Southcentral, Fairbanks, rura
Al aska, Southeast, and throughout the state. He did not
support sinply raising the credits because the state wanted
the conmpanies to do work in Alaska. He thought the
appropriate question was to consider what was working for
the state and what it needed to do to nmaintain its |evel of
gas production in Cook Inlet. He observed that the state
seened to be throwng credits at the industry to try to
keep conpanies working in Al aska. He opined that changing
the nunber and percentages was not appropriate. He thought
many of the credits were designed in the hope that industry
woul d stick around. He stressed that "the rocks are here;
this is where they're going to cone."

Co- Chair Neuman MAI NTAI NED hi s OBJECTI ON

Aroll call vote was taken on the notion.

IN FAVOR: Pruitt, Gattis, WIson

OPPCSED: Saddl er, Edgnon, Gar a, Gut t enber g, Kawasaki
Munoz, Neuman, Thonpson

The MOTION to adopt Anendnent 7 FAILED (3/8).

4:38: 05 PM

Representative WIlson MOVED to ADOPT Amendnent 8, 29-
GH2609\ F. 32 (Shutts, 4/7/16) (copy on file):

Page 26, |line 9:
Delete "five"
| nsert "15"

Page 26, |ine 13:
Del ete "2021"
| nsert "2032"

Page 27, line 1:
Delete "five"
| nsert "15"

Page 27, line 4:

Del ete "2021"
| nsert "2032"
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Representative Gara and Co- Chair Neuman OBJECTED.

Representative WIson explained that the anendnment nade

changes to the tineline for "new oil." She addressed when
new oil was no |longer considered new oil. She did not
believe it was new forever and was concerned that 5 years
was not correct. She referred to a presentation by

Bl uecrest Energy, which had specified [oil qualified as
new 10 to 15 years after sanctions. She referred to
| anguage on page 26, line 10 through 11 of the bill:

...after the commencenent of production in comerci al
gquantities of oil or gas fromthat |ease or property.

Representative WIson did not know what the date would be
on anything from the comencenent of production in
comercial quantities; she was not famliar wth the
| anguage. She referred to an earlier anmendnent pertaining
to a field with nunmerous wells. She provided a scenario
where the state wanted the conpany to put its wells on as
soon as production began for each individual well. The
amendnment woul d change the tineline to 15 years instead of
5. She further explained that if a conpany turned a well on
and 4 years later it began production on another well the
new well would only qualify for 1 year because it was on a
field that had been producing for 4 years. She did not
believe that was the intent of SB 21. She enphasized that
the provision applied only if oil was being produced. She
highlighted that the state would receive the royalty from
the oil and nore oil down the pipeline, which would result
in less maintenance. She stressed that it was one of the
bi ggest incentives of SB 21. She specified the state had
wanted to ensure its credits would work so the |egislature
had based it on oil. She detailed that new oil had to go
through a process in DNR She reiterated that the conpanies
only received the credit if they produced.

Represent ati ve Kawasaki opposed the anendnent. He referred
to his recent birthday and had been told that the 40s were
the new 30s. He spoke to how new and old were defined. He
believed Anmendnent 8 noved away from the direction the
state should go. He opined that classifying oil as new for
5 years was appropriate and that 10 and 15 years was too
Il ong. He noted that Bluecrest Energy was a producer in Cook
Inlet, but the provision pertained specifically to North
Sl ope assets.
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Representative Gattis spoke in support of the anendnent.
She believed there was a disincentive to producing oil from
another well (on a field with existing production) when a
conpany only had one year or so remaining on its new oil
credit. She stated that if she was in charge she would wait
to turn all of the wells on at one tine in order to
maxi m ze the 5-year credit. She believed changing the limt
to 15 years was appropriate. She did not want to
di sincintivize what the state was already incentivizing.

Representative Gara testified against the anendnent. He
pointed out that if the amendnent passed, the GVR oil tax
rate, which was mnimal and could not sustain the state

woul d persist for 15 years. He detailed that Point Thonson
woul d cone online in the comng year or two and woul d enj oy
the mnimal GVR tax rate until 2031. He stressed that a
state could not be run on that kind of tax rate. He
remarked that the late fornmer Governor Jay Hanmond had
often rem nded him of Alaska's Constitution, which stated
that the public was entitled to the nmaxi mum benefit of its
resources. He elaborated that the naxi mum benefit of the
state's resource was not limted to the maxi mum taxes; it
was the maximum of which conbination of taxes and
production would be the nobst productive for the state. He
believed that waiting until 2031 on Point Thomson - a field
t hat shoul d have been devel oped years ago - pointed out the
probl em wi th the anendnent.

Co- Chair Thonpson believed the date was actually 2032.

4:44:15 PM

Vi ce-Chair Saddler spoke in opposition to Anendnment 8. He
stated that current law did not allow new oil to be defined
and had no limt. He believed the 5-year limt in the CS
was appropriate. He clarified that the start of commerci al
guantity was when oil started flowing and when it began
maki ng noney (after initial wells had been drilled and the
production and processing facilities were operating). The
CS offered a loss credit for the first 5 years when
production was highest; the production profile was on the
upswi ng at the peak and declined for a |ong period of tine.
He believed a 15-year time period was too far out on the
decl i ne curve.

Representative Pruitt noted that there had not been tine to
hear testinony on the CS. He spoke to the provision on page
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26 and did not believe there was a definition of comercial
guantities, which he believed could be questionable in the
future. The anendnent pertained to [oil or gas produced]
per |ease or per property. He specified that a well could
be drilled several years after the first comrercia
quantity of oil becane available on the property. The goa
was for a conpany to continue to drill on the piece of
property and to continue to bring in revenue. The anmendnent
woul d nean the clock would not be immediately started on

the very first well. He believed 15 years was an
appropriate tineframe because it applied to each individua
property instead of an individual well. He stated that the

anendnent would continue to nmake operations on the North
Slope nore profitable. He enphasized the expense of
extracting oil on the North Slope such as heavy crude and
other. He detailed that extracting oil cost nmuch nore noney
at present than it had in the 1970s. The goal had been to
incentivize conpanies to invest in expensive projects. He
believed that making the credit too short would be a
di sincentive to investing in the heavy oil. The anendnent
woul d give the opportunity to nmake sure an entire field was
producing fairly well when the production tax credit began.
He remi nded the comrittee that it was currently addressing
the production tax credit. He enphasized that there was a
mul titude of other taxes and governnent take; he did not
want to | ose out by disincentivizing investnent.

4:48: 38 PM

Co- Chair Neuman MAI NTAI NED hi s OBJECTI ON

Aroll call vote was taken on the notion.

IN FAVOR: W/ son, Gattis, Pruitt

OPPCSED: Saddl er, Edgnon, Gar a, Gut t enber g, Kawasaki
Munoz, Thonpson, Neuman

The MOTION to adopt Anendnent 8 FAILED (3/8).

4:49: 29 PM

Representative Pruitt MWED to ADOPT Anmendnent 9, 29-
GH2609\ F. 31 (Nauman/ Shutts, 4/7/16) (copy on file). [Note:
due to the length of the anmendnent it has not been included
in the mnutes.]

Co- Chair Neuman OBJECTED for di scussi on.
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Representative Pruitt explained that the anendnent would
sunset the WLEs in the Cook Inlet in 2019. Currently, the
item ranped down, but did not actually sunset. He believed
it was appropriate to offer the itemas a credit the state
could potentially renove.

Co-Chair Neuman asked for an explanation of the repealers
and dates changed in AS 43.55. 023.

Representative Pruitt stated that the repealer applied to
the WLE in Cook Inlet.

Vi ce-Chair Saddl er spoke in opposition to the anendnent. He
believed it was inportant to allow for the step-down
process that had been recommended by the legislative
wor kgroup and by legislative consultants. He shared the
desire to encourage oil and gas production, but he had a
difference of opinion on how the pace of the incentive
should occur. He did not believe the intent of the
anendnent was clear. He supported a gradual step-down out
to 2022, which was when the legislature had told the
industry to anticipate the credits would end. He referred
to testinmony by the industry in support of predictability
and its ability to accommodate the sunset in 2022.

Representative WIson spoke in support of the anendnent.
She stated that the anmendnent maintained a 40 percent WE
credit through 2016, stepped it down to 30 percent in 2017,
20 percent in 2018, and sunset the credit in 2019. She
agreed that credits needed to be stepped down, but sone
were nore costly and needed to be term nated. She detail ed
that the anendnent included a gradual step-down in Cook
Inlet, which provided conpanies wth several vyears to
adjust. She referred to testinony in the conmttee that the
state should stop giving credits in Cook Inlet. She noted
that the credit had been in response to brownouts, which
was no |onger an issue. The anendnent acknow edged that the
state could not continue to be as generous as it had been

but it maintained two other credits in place until 2022.

4:53: 44 PM

Representative Edgnon testified against the amendnent. He
believed the WLE credit also applied to oil, which did not
pertain to brownouts in Cook Inlet. He noted there was a
conpromise in place and he spoke to the balance the
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| egislature needed to achieve between the budget and
refundable credits offered. Additionally, there was a
| egislative workgroup that would review the entire tax
structure; he did not want to get too ahead of the group's
work. He preferred to stay with the conprom se that was in
pl ace.

Representative Moz asked for verification that the
current |anguage in the CS called for the WE credit to
phase out in January 2022 and the anendnent proposed to
change it to 2019.

Representative WIlson replied in the affirmative.

Representative Gara opposed the amendnent. He believed the
state had an overly generous tax credit systemit could not
afford in Cook Inlet. He detailed that producers knew they
could sell their gas for the highest price in the nation
(and at one of the highest prices in the world for non-
liquefied natural gas) if they conducted exploration and
production in the area. Additionally, the conpanies were
able to take all of their |losses and the state paid for 10
percent. He stressed that the credits were stackable on a
W.LE or capital expenditure credit. He enphasized that
natural gas and oil paid no production tax in the area. He
characterized it as a one-way street that did not favor the
peopl e of Al aska. He observed that at high prices, when a
buyer of gas needed new gas, soneone would take on the
exploration; the gas was $7 to $9 in Cook Inlet conpared to
$2 in the Lower 48.

Representati ve Kawasaki asked for verification that the
statues listed in the anendnent (AS 43.55.023(1), (n), and
(0)) were related to W.Es anywhere south of Prudhoe Bay,
whi ch woul d i ncl ude M ddl e Earth.

Representative Pruitt replied that the intent had been Cook
I nlet.

Representative Kawasaki asked if there was a value of
return if the expenditures were repealed in 2019.

Representative Pruitt did not have a specific val ue.
Co- Chair Thonpson stated that cutting the W.E was nmuch nore

of a disincentive than other itenms. He elaborated that
there were producers on the verge of having sonme production
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that would be taxed eventually, which would nmake the state
sonme noney. He did not support the anendnent.

Co- Chai r Neuman MAI NTAI NED hi s OBJECTI ON.

Aroll call vote was taken on the notion.

IN FAVOR. WIlson, Gattis, Pruitt, Kawasaki, Minoz

OPPCSED: Edgnon, Gar a, Gutt enberg, Saddl er, Neunman,
Thonpson

The MOTION to adopt Anendnent 9 FAILED (5/6).

4:59:19 PM

Representative Pruitt Representative Pruitt MOED to ADOPT
Amendnent 10, 29-GH2609\F. 35 (Shutts, 4/7/16) (copy on
file). [Note: due to the length of the anendnment it has not
been included in the mnutes.]

Co- Chair Neuman OBJECTED for di scussi on.

Representative Pruitt explained the amendnent. He discussed
that currently Cook Inlet and Mddle Earth were grouped
together in statue (with the exception of sone credits for
Mddle Earth only). He noted that sone of the credits
expired in the current year, although the 30 to 40 percent
alternative credit for exploration continued through 2022.
He remarked that the CS cut numerous credits, but for sone
reason sonme of the credits had been added back in for
M ddle Earth. He thought It was i nappropriate for
additional credits to be added back in. He elaborated that
creating too many credits in another basin was essentially
asking for the sane problem the state was currently facing
in Cook Inlet. He reasoned that if the goal was to save the
state noney, the commttee should not be adding credits
back in. He believed there were sone great opportunities in
M ddl e Earth, but he thought the same policy should apply
to all three regions.

Co- Chair Thonpson explained that the CS held Mddle Earth
harm ess. He explained that the Frontier Basins had the
potential to bring energy to rural areas; the credits
incentivized smaller areas where the large oil conpanies
were not interested in working because there was not
sufficient commercial quantities for them However, it was
sufficient to bring down the energy cost in rural areas. He
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reiterated that the CS held Mddle Earth harnless. There
was sone exploration that would hopefully be conpleted and
successful in the current year, which wuld be stopped
prematurely if the anendnent passed.

Representative WIson asked for verification that if the
credits were extended it was possible the state could
experience the problem it was currently facing [in Cook
Inlet] where it was faced with paying out nore and nore in
credits.

Representative Pruitt replied in the affirmative.

Representative CQuttenberg spoke in opposition to the
amendnent. He stated that he had been consistent on his
position related to the Frontier Basins. He remarked that
the cost of doing business had declined; there were upsides
and downsides to the prices of petroleum products. He
detailed that unlike the other credits, the state knew what
credits in Mddle Earth (Nenana Basin and Ahtna region)
were doing. He stressed that the legislature was inforned
on work in the area; the projects were the npbst expensive,
not in ternms of value, but due to risk. He believed the
state needed to support high-risk projects were the chance
of success was noderate. He wshed there was nore
exploration in the Frontier Basins, which he believed woul d

be healthy for the state. He believed the first oil well in
Alaska was in Karluk outside of Cordova. He noted that
there was not oil in the area any longer - the facilities
had shut down. He specified that there were oil and

hydrocarbons statewi de, which he believed needed to be
di scovered. He reasoned that the state needed to determ ne
a grid for Alaska that would drive the cost of energy down
for everyone (not just in Cook Inlet and Prudhoe Bay). He
stressed that finding gas or oil in the Nenana Basin woul d
be a gane changer for the state. He construed that if the
guantity was significant it would require substantial
i nvestnment by conpanies. He reasoned that the projects
would occur long-term and the |legislature wuld be
revisiting the tax policies once or twice before that
poi nt .

Representative Guttenberg continued to address Anmendnent
10. He believed supporting exploratory credits in Mddle
Earth was a smart nmove and was in the state's best
interest. He reiterated that the conpanies in the region
had kept the state in the loop on their activities because
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they wanted the state's help; whereas, the state did not
know the production value for the return on its credits in
other regions. He believed the basins were very inportant
at any hydrocarbon market price.

Representative Kawasaki was against the anendnent. He
referred to prior testinmony by Ken Alper (director of the
DOR Tax Division) who had shown aggregated charts due to
the few producers within the Cook Inlet region and other
regions outside the area. He had asked how many of the tax
payers were dedicated to Frontier Basins (Mddle Earth) out

of the $384 mllion in refundable tax credits the state had
provided the previous year. He relayed that M. Al per had
answered that the nunber was very small; he referred to

wor k conducted by Doyon in the Nenana Basin. He discussed
that the state continued to have production on the North
Sl ope and in Cook Inlet, but there was still nuch uncharted
territory across the state. He referred to recent testinony
(several weeks earlier) by DNR related to Prudhoe Bay.
There had been 2,000 exploratory and side wells drilled in
Prudhoe Bay. He continued that Prudhoe Bay was roughly the
size of Montana, which had 20,000 wells. He el aborated that
Mont ana knew where the oil was because it had explored;
whereas, the State of Alaska did not know what was out
there. Therefore, he listened when people in the Copper
Ri ver Basin vocalized their desire to find oil and natura
gas to support their region. The same thing applied for the
Nenana Basin, which had experienced sone good findings in
recent years. He hoped the findings could be capitalized in
future years; therefore, he stood in opposition to the
amendnent .

5:08: 02 PM

Representative Gara could not consistently vote to reduce
tax credits for Cook Inlet at the expense of the rest of
the state without looking at the credits the state could
not afford across Alaska. He believed it was not about
whether a credit benefited his region over another region

it was about whether the state could afford the credit. He
surm sed that the amendnent did not elimnate the credits,
but brought them to the Cook Inlet |evel. He asked to be
corrected if his understanding was incorrect. He stressed
that the state was spending over $1 billion in credits; it
was spending nore in credits than it was getting back in
production taxes, royalties, and other. He opined that the
system had nmade sense when the state had been flush wth
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noney at high prices. He relayed that he could support the
anendnent if he received clarification that the anendnent
mat ched the credits in Cook Inlet.

Vice-Chair Saddler testified against Anmendnent 10. He
believed it was clear that regional needs were different
due to Alaska's large size, nunerous hydrocarbon regions,
varying geology, and different stages of exploration and
production. He detailed that in Cook Inlet the state had
accomobdat ed the special geology, narkets, and popul ation
needs in Southcentral Al aska. Under SB 21, the legislature
had accommopdated the state's econom ¢ needs recogni zing the
North Slope as the primary producer of wealth for the
state. He believed it was appropriate to offer incentives
for Mddle Earth; the legislature had heard frequently
about the need for cheaper energy in the Interior. As nuch
as he respected the desire for consistency, he did not
beli eve one-size-fit-all in Al aska. He believed the
provi sion should remain in the CS

Co- Chair Neunan spoke in opposition to the anendnment. He
remarked that the Cook Inlet gas <credits had been
i mpl enented under SB 21 when rolling brownouts had occurred
and people had faced the possibility of losing gas in the
m ddle of the night. He stressed that those things would
have significantly disrupted the system therefore, the
state had created large credits to incentivize gas
exploration in the region. He elaborated that the credits
had been successful and better than expected, which had
been a good thing because there were currently 12 years of
known reserves. He added there were reserves in the area
that were yet to be discovered, but he did not believe
there was currently significant gas exploration underway
due to the known reserves. He believed it was different

the legislature was opting to draw back the credits a bit
because the Cook Inlet Recovery Act had worked well. He
believed it was time to reduce the credits a bit. However

he wanted to continue to work on determning how to bring
gas to the Interior Alaska to lower their costs. He
believed the current plan was to continue to truck gas from
Cook Inlet to the region; there was plenty of gas in Cook
Inlet to provide or Fairbanks (the needed anmbunt was fairly
small). He added that hopefully the state could get Donlin

online and there would still be plenty of gas. The
| egislature had heard loud and clear from residents in
Fai rbanks - for years the legislature had been trying to

help bring relief for energy costs in Fairbanks. He
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believed a large portion had been to get into Mddle Earth
(the termfor the center of the state had been coined a few
years back). He spoke to incentivizing gas and keeping
costs |lower because natural gas prices were very high in
Cook Inlet. He stated that gas was expensive in Cook Inlet
conpared to Henry Hub and the Lower 48. He believed there
were wells wunder exploration that could supply Fairbanks
and the Interior region. He believed it was inportant to
continue to try to help the region by mintaining the
credits a little longer. He knew there were conpanies
currently working that may be dependent on the credits; he
suspected that conpanies would discontinue work if the
credits were w thdrawn.

5:14: 09 PM

Represent ati ve Edgnon opposed Amendnent 10. He recalled the
resource assessnent Paul Decker (acting director of the
Department of Natural Resources Division of GOl and GGas)
had given the commttee on all areas in the state. He
referred to testinony about the Frontier Basins (which were
synonymous wth Mddle Earth) that had been partially
assessed at present. From an undiscovered, technically
recoverable resource standpoint, there was no question
there were hydrocarbons in the region. He thought it was
worthy to mamintain the credits given the early stages of
exploration and the testinony the conmttee had heard from
Ahtna and Doyon in reference to work done in the Yukon
Flats, the Nenana and Copper River Basin. He noted that the
| egislature would review the credits again in the future.

Representative Pruitt relayed that the amendnent did not
get rid of the credits. He clarified that the anendnent
would rmaintain the current credits; whereas, the CS
actually increased the credits. He stated that the
amendnment would go back to the currently existing law He
added that SB 21 had nothing to do with Cook Inlet.

Co- Chair Neunman MAI NTAI NED hi s OBJECTI ON.

Aroll call vote was taken on the noti on.

IN FAVOR Gattis, Pruitt, WIlson, Gara

OPPOSED: Edgnon, CGuttenberg, Kawasaki, Minoz, Saddl er,
Thonpson, Neuman

The MOTI ON to adopt Amendnment 10 FAILED (4/7).
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5:17:18 PM

Representative WIson MOVED to ADOPT Anendnent 11, 29-
GH2609\ F. 37 (Shutts, 4/7/16) (copy on file). [Note: due to
the length of the amendnent it has not been included in the
m nut es. |

Representative Quttenberg and Co-Chair Neuman OBJECTED f or
di scussi on.

Representative WIson explained the anendnent wth a
prepared statenent:

Current statute includes a hard 4 percent (gross
m nimum tax floor against a sliding scale per barre
credit, which is a progressivity nechanism Net
operating loss credits, the small producer credit, and
new oil reductions and credits can reduce a tax
l[itability below the 4 percent gross mninum floor, but
never bel ow zero. The House Finance CS elimnates this
step down in mninmum gross taxes at very |low oi
prices setting a firm floor of 4 percent gross at all
low oil prices. The CS allows certain credits to
reduce a tax payer's liability beneath the 4 percent
gross mnimum but only to 2 percent of gross. Credits
are education tax credits, small producer credits, new
oil «credits, and net operating loss credits. The
anendnent renoves these House Finance CS changes,
restoring the terns of SB 21.

Representati ve W son rem nded t he comittee t hat
constituents had voted to keep SB 21 in place. She
continued reading froma statenent:

SB 21 was carefully crafted and balanced the state's
take on the high end and on the low end. To take nore
on the high end we give up sonme on the |ow end. That
was our decision. Enalytica testified very clearly
that they do not think that SB 21 regi me needs changes
ri ght now.

Representative WIson noted that the |egislature had asked
the adm nstration if the conversation would be taking place
if oil prices were higher and if governnent spending was
not as high. She relayed that the admnistration had
replied in the negative. She did not believe the situation
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was the fault of the oil conpanies. She continued reading
froma statenent:

W can't take nore from an industry that is |osing
noney. Really? W want them to keep investing in our
future production even when tinmes are tough? Well,
we're sending the wong nessage. The North Slope is
where our revenue wll cone from once prices rebound.
W don’t want to jeopardize that wth our actions
today. SB 21 started working as soon as it passed and
was upheld by voters. SB 21 is working now too, and it

will work in the future, unless we keep changing it.
W can't keep increasing taxes when prices are |ow and
i ncreasing taxes when prices are high or we will drive

i ndustry out of this state.

Representative WIlson asked if the commttee could inagine
doing business in a state where the |eaders could not nake
up their mnds. She stressed that the state wanted nore
[ money] during high and low oil prices. She spoke to asking
i ndustry for nore nobney even when the industry was not
doing well because the state could not manage its finances.
She elaborated that the legislature had tried renoving
credits, stepping credits down, and other. She noted that
the legislature was currently vocalizing it needed to quit
changing the tax structure repeatedly. She renmarked that if
her parents tried to run a business in Al aska they would
never make a profit because of the need to hire nunerous
staff to determ ne what they owed on their taxes. She did
not understand. She specified that the |egislature had
heard from the adm nistration and industry about how often
it had changed the tax system She believed DOR could not
keep up with audits because of the nunerous tax systens
(i.e. Petroleum Profits Tax (PPT), Economc Limt Factor
(ELF), Alaska’'s Cear and Equitable Share (ACES), SB 21,
and other). She asked "when do we stop?" She reiterated
that the voters had maintained SB 21. She believed it was
wong for the commttee to try to decide "why one voter did
or didn't do what they did." She countered earlier
statenents that the CS represented a conprom se. She
enphasized that the |legislature needed to stop naking
changes or it would run its biggest industry out (an
industry that paid the state's bills).

5:22:38 PM
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Co- Chair Thonpson remarked that the amendnent would return
the [tax] floor to a "loose" 4 percent, which maintained
current statute. The CS included a 2 percent hard floor.
Under the 4 percent |oose tax, credits could drop the floor
to zero. He felt that the 2 percent was a conprom se.

Representative Gara spoke in opposition to the anendnent
He had been present for the debate on SB 21. He recalled
the statenents that the bill reduced taxes at high prices
and included a snmall 4 percent mnimum floor at |ow prices.
He noted that the gross tax was smaller than in other
states. He stressed that the current system was | ow on both
ends. He recalled being told that the state would be
protected by a 4 percent gross tax; he had never been told
the nunmber could go to zero. Under current law, in FY 18
through FY 21, the state would nmeke less in production
taxes than it would in fish and gane license fees. He
continued that in FY 18, production taxes would be $16
mllion; a current fish and ganme licensing bill would bring
in $31 mllion. Currently the state was collecting $18
mllion in fish and gane licensing fees. He stressed that
it was not possible to run a society with production taxes
that low. He explained that the projected production tax
revenue dropped to $11 nillion the following year as a
result of large NOL credits. He enphasized that the state
was paying a substantial amount of nobney to conpanies - he
believed the benefit conpanies received was too high. He
reasoned that conpanies invested based on geology and on
price; Alaska's geology was still good, but the price was
bad worldw de - the state could not change the price. He
explained that the 4 percent mninmum tax had been
advertised as sonmething that would protect the state on the
low end with production tax incone; however, the state did
not receive the noney due to the credits it gave to
conpanies. He stressed that the NOL credit was over $1
billion in the com ng year.

Representative Pruitt remarked that SB 21 had only been in
pl ace for three years and the legislature was now trying to
change it. He detailed that the governor's bill had
initially dealt with credits, with the exception of the
current item under discussion. The anmendnent addressed a
fundanmental change to SB 21. He specified that the state
lived the high-life when oil prices were high because there
was a high net profits tax. Enalytica had testified that
part of what nade the net profits tax work (especially at
35 percent, which was higher than the ACES base nunber) was
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the NOL credits. The difference between noving from a | oose
floor to a 2 percent floor could be the difference between
a rig operating or shutting down. He reasoned that if the
conversation pertained to needing noney inmmediately, he
wondered what noney would be lost in the next couple of
years because conpanies had to "lay downm a rig." He
stressed that whatever oil the state lost in production at
present would not cone back. He continued that currently,

conpanies were drilling nerely to keep at a |level pace. He
el aborated that there was a natural rate of decline that
because of conpanies' investnent (even though they were

| osing noney), maintained the level rate. He stressed that
if the conpanies did not invest, the state would |ose the
decline. He reiterated that it was not comng back. He
explained that the CS included a fundanental policy shift
t hat would change the tax system after only three years and
indicated that when the state was in a financial problemit
woul d go after conpanies to fill its deficit.

Representative Pruitt asked if the state would do the sane
thing to other industries (i.e. fishing, mning and
tourism in Alaska when it no longer had oil com ng through
the pipeline because of poor decisions and discouraging
i nvest ment . He opined that the state should avoid
di sincentivizing the industry currently paying the majority
of its bills. He reiterated his earlier statement that the
bill sent a nessage to industry that it would have to
determ ne whether to invest in a regine that increased tax
at a tinme when no other regines in the US. and few
wor | dwi de were | ooking to mamke increases. He stressed that
Al aska woul d be known for increasing taxes when the rest of
the world was trying to incentivize oil devel opnent. He
supported the anmendnent and wanted to revert back to the
provi sion passed in SB 21.

5:30: 00 PM

Vi ce-Chair Saddl er spoke agai nst the anmendment. He recalled
that he had been on the House Resources Conmttee when SB
21 had gone through the legislature. He noted that the
previous tax regine did not have a [tax] floor. He did not
bel i eve anyone had wanted to see Al aska collect tax based
on that floor; however, the prices had fallen farther and
faster than anyone anticipated. The confort he had taken
from having a floor had been significantly di mnished when
he discovered that credits nultiplied as they had. He
remarked that the industry enployed clever people who
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pursued its interests. He reasoned that |egislators had
concomtant obligations. He understood that the oil
industry was hurting, that it was difficult to incentivize
production, and that it was hard to make a profit; however,
a floor that did not block the value from declining bel ow
that amount, was not a floor. He believed provision was
reasonabl e.

Co- Chair Neunman MAI NTAI NED hi s OBJECTI ON.
Aroll call vote was taken on the notion.

IN FAVOR. Gattis, Pruitt, WIson
OPPCSED: Gar a, Gutt enberg, Kawasaki , Munoz, Saddl er,
Edgrmon, Thonpson, Neuman

The MOTION to adopt Anendnent 11 FAILED (3/8).

Co-Chair Thonpson noted that the 5:00 p.m neeting was
cancel ed.

5:32:28 PM
AT EASE

5:56: 03 PM
RECONVENED

Representative WIlson MONWED to ADOPT Anmendnent 12 29-
GH2609\ F. 40 (Nauman/ Shutts, 4/7/16) (copy on file):

Page 3, line 18:

Delete "ill"

Page 3, lines 23 - 28:

Del ete "and
(ii) after the first four years after a tax
beconmes delinquent, in each cal endar quarter at a

rate of five percentage points above the annual
rate charged nenber banks for advances by the
12t h Federal Reserve District as of the first day
of that cal endar quarter”

Insert "no interest shall accrue after the first four
years after a tax becones delinquent”

Co- Chair Neuman OBJECTED for di scussi on.
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Representati ve W | son expl ai ned t he anmendnent . She
clarified that she was not arguing about the first 4 years
when it cane to charging conpounded and quarterly interest
for audits to be conpl eted; however, she was concerned that
audits were taking 6 years (based on testinony to the
commttee). She remnded the commttee that audits were
determined by the departnent (simlar to federal audits
conducted by the Internal Revenue Service). One reason the
departnment conducted nunmerous audits was due to the state's
uncl ear system She did not believe the state should charge
interest after the first 4 years. She did not believe
conpanies filing on time should be charged interest if the
state could not get its business done. The state charged
significant interest, which was sonetinmes larger than the
amount owed.

Co-Chair Thonpson believed the CS included conpounded
interest that would go to sinple interest.

Representative WI son agreed.

Co- Chair Thonpson pointed out that it was a two-way street;
if the conpanies had overpaid, there was no interest to go
to the conpani es.

Representative Gara opposed the anmendnent. He understood
t he anendnent sponsor's point. He enphasized that the way
to get audits done quicker was to have auditors. He
remarked that many |egislators had worked to increase the
nunber of auditors, but he believed others did not want the
auditors. He stated that auditors did a nunber of things
including ensuring tax returns were accurate. He detailed
that in a profits tax a conpany nmay have the incentive to
t ake deductions and credits it was not really entitled to
Conmpani es paying as fairly as possible were entitled to
having their return audited nore quickly. He believed in
order to protect the state and be fair to conpani es playing
by the rules, the state should l|ook at hiring needed
auditors. He surmsed the state would earn the noney back
much nore quickly in audits that probably save the state
nmoney. He believed it was a budget discussion.

5:59:41 PM

Representative Gattis spoke in support of the anendnent.
She agreed that the state needed enployees auditing on a
much qui cker basis. She believed state auditors were paid
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$200, 000 to $300,000 per year. She thought the state did
not necessarily need nore auditors, but could hire
individuals to help put the package together. She believed
there was a huge problemif it took the state six years to
conplete the audits. She thought there had to be sone
incentive for the departnent to get the audits done. She
opined that 4 years was sufficient; if the audit was not
conplete in 4 years the conpounding interest should not
continue to accunulate - she believed it was a disincentive
for the departnment to get the work done.

Vice-Chair Saddler believed it all came out in the wash if
there was underpaynent or overpaynent by the state or
filers of the returns. He was inclined to support the
anendnent. He did not know if the process could be easily
sped up or if the work was highly technical. He added that
the state did have conplex oil tax laws. He supported
incentivizing the state to acconplish audits quickly wth
conpounded interest for the first 4 years and no interest
t hereafter.

Co- Chair Neuman MAI NTAI NED hi s OBJECTI ON

Aroll call vote was taken on the noti on.

IN FAVOR: Gattis, Saddler, Minoz, Pruitt, W]Ison,

OPPCSED: Quttenberg, Kawasaki, Edgnon, Gara, Thonpson
Neuman

The MOTI ON to adopt Anendnment 12 FAILED (5/6).

6: 02: 48 PM

Representative Gara MOVED to ADOPT Anendnent 13, 29-
GH2609\ F. 39 (Nauman/ Shutts, 4/7/16) (copy on file):

Page 16, line 30, follow ng "January 1, 2016, ":
| nsert "and before January |, 2017,"

Page 17, line 1, following "l o0ss."

Insert "For |ease expenditures incurred after Decenber
31, 2017, to explore for, develop, or produce oil or
gas deposits located north of 68 degrees North
| atitude, a producer or explorer may elect to take a
tax credit in the anobunt of 20 percent of a carried-
forward annual | o0ss."”
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Co- Chair Neuman OBJECTED for di scussi on.

Representative Gara explained the anmendnent. He discussed
that over the past few nonths the |egislature had |earned
the state was paying nuch nore in NOL credits than it had
ever anticipated. In FY 17 the state was paying $1.025
billion in NOL credits at a tinme when production taxes were
forecasted in the $16 mllion range (decreasing to $11
mllion to $13 nmillion). Due to the large size of the NOL
credits $618 mnmillion would be carried forward into the
future. He detailed that even as prices went from a
forecast of $38 per barrel to $60 per barrel, the state's
production tax revenue was decreasing from $59 nillion at
present to $33 mllion in 5 years. He specified that $82
mllion of the NOL credits on the North Sl ope were deducted
from production taxes, which brought taxes down to zero in
many cases; $325 mllion were made in cash paynents by the
state. He stressed that the system was not sustainable.
Currently the CS contained a 35 percent NOL credit for the
North Sl ope; the state was paying 35 percent of a conpany's
operating and capital costs. Manwhile, the state was
living at a 4 percent tax that could drop to zero, with a
production tax that was essentially nonexistent over the
next several years. He remarked that the NCOL credit did not
include the Cook Inlet credits and all of the noney the
state was paying. He believed the state should try to
incentivize oil, but it was not going to convince a conpany
to start producing a small field when oil prices were $36
per barrel. He explained that it had nothing to do with the
credit and tax system it was the |low price. He supported a
sustai nable level of credits; the amendnent would nove the
North Slope NOL credit to a 20 percent credit down from a
very generous 35 percent. The change would save the state
about $150 million per year. He continued that the system
woul d still be very generous to conpanies; there were not
many states currently giving conpanies 20 percent to pay
for their |osses. Additionally, there were not many states
providing the credit when they were receiving a tax of zero
to 4 percent.

Representative Gara stressed that if the taxes were not
reduced, the carry-forward credits would carry forward in
perpetuity. He explained that so many of the credits were
carried forward because conpanies could not deduct their
taxes below zero. He detailed that as prices al nost double
over the next 5 years, the state's production tax went from
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$55 million in the current year to $33 mllion in 5 years
and to $11 million and $16 mllion in intervening years. He
specified that because the NOL credit was so high, the tax
was a bit low, and conpanies would be rolling forward NCL
credits for nmany years to cone. As a result, a future
| egislature would inherit a budget that was even nore
unsust ai nabl e. He believed the 20 percent paynent under the
amendnent was still generous. He added that the credit was
provided in the first \year; whereas nost conpani es
receiving a deduction had to anortize the anount over many
years.

6: 08: 09 PM

Representative Munoz asked the amendnment sponsor to clarify
the anobunt spent NOL carry-forward credits. She thought the
amount was closer to $300 million for the North Slope, but
expected to continue to grow to approxinmately $1 billion in
the next two years. [Representative Gara nodded.] She
agreed that 35 percent was too high given the state's
revenue situation; however, she believed reducing the
nunber to 20 percent was too drastic. She MOVED to AMEND
Amendrent 13 by allowing a producer or explorer to elect to
take a tax credit in the anount of 25 percent of a carried-
forward annual | oss.

Co- Chair Neuman OBJECTED.

Representative Mnoz asked if Anmendnent 13 should be
presented first and a second conceptual anmendment shoul d be
of fered | ater. She asked for Co- Chair Thonpson' s
pr ef er ence.

Co-Chair Thonpson preferred to address Anmendnent 13 prior
to addressing the conceptual anendnent.

Representative Minoz WTHDREW her amendrment to Anmendnent
13.

6:10: 32 PM
AT EASE

6:11: 23 PM
RECONVENED

Representative Gara relayed that he would not object to
passing a 25 percent anendnment. He comruni cated that of the
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NCL credits that would accrue in FY 17 for the North Sl ope,
$325 million were cashable, $82 million was deducted from
conpani es' 4 percent tax, and $618 mllion would be carried
forward into future years. The $618 million carried forward
would leave the state with no production tax in future
years. He specified that about $1 billion in credits would
accrue in FY 17.

Co- Chair Neuman OBJECTED.

Aroll call vote was taken on the notion.

IN FAVOR. Gara, CQuttenberg, Kawasaki

OPPOSED: Munoz, Pruitt, Saddler, Edgnon, W]1Ison, Edgnon,
Thonpson, Neumrman

The MOTION to adopt Anendnent 13 FAILED (3/8).

6:13: 33 PM

Representative Gara MOVED to conceptually AMEND Anmendmnent
13, which would nove the NOL credit from 35 percent to 25
percent. [Note: the anendnent was actually a conceptual
amendnment to the bill, not to Amendnent 13. Co-Chair
Thonpson clarified this point later in the neeting - see
6:55 p.m for detail.]

Co- Chair Neuman OBJECTED.
Aroll call vote was taken on the notion.

I N FAVOR: Kawasaki, Minoz, Gara, Edgnon, Guttenberg
OPPCSED: Pruitt, Saddler, Gattis, WIson, Neuman, Thonpson

The MOTI ON to adopt the conceptual amendnent FAILED (5/6).

6:16: 05 PM

Representative Gara MOWED to ADOPT Anendnent 14, 29-
GH2609\ F. 19 (Shutts, 4/6/16) (copy on file):

Page 19, lines 12 - 14:
Delete all material.

Rel etter the foll ow ng subparagraphs accordingly.

Page 19, |ine 15:
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Del ete " 20"
| nsert "10"

Page 19, |ine 16:
Del ete "2017"
| nsert "2016"

Page 19, |ine 19:
Del ete "2017"
| nsert "2016"

Co- Chair Neuman OBJECTED for di scussi on.

Representative Gara explained that the anendnent pertained
to Cook Inlet where there were currently no production
taxes on gas or oil. He elaborated that the state paid
conpanies for a variety of credits including a 10 percent
NCL credit, which could be added to a 10 percent capital
expenditure credit or a 20 percent WE credit. He opined
that at sonme point the credit costs becane too expensive
and unsustainable. The anendnment would reduce the WE
credit from 20 percent to 10 percent, which would nean a
difference to the state of about $10 nillion to $15
mllion. He renmarked that the conmttee had spent hours
trying to find a way to cut the budget by that anount
wi thout hurting the state. He explained that the noney
mattered to the state and it was fair to industry; even
when industry paid no production taxes it still received
the highest price for natural gas in the country. He
reiterated the credits paid to conpanies in Cook Inlet. He
stressed that the anmendnent still provided an incentive to
conpanies; the state would still be paying cash credits.

Representative WIson observed that the anmendnent resenbled
an amendnent she had offered that had been voted down. She
was frustrated that the commttee was being asked to make
deci sions wi thout nodelling and real nunbers to determ ne
how things would affect the industry. She believed it was
the wong approach. She asked why a nenber would vote
against the earlier anmendnent, but vote in favor of the
current one.

6:19:22 PM
AT EASE

6:19:46 PM
RECONVENED

House Fi nance Committee 42 04/08/16 3:07 P. M



Representative WIson asked how nany conpanies the
anmendnent would inpact. She wondered how the $15 million
[in savings to the state] had been determ ned.

Representative Gara believed the amendnent he had voted
agai nst had included a 40 percent credit, which declined to
30 percent and then 20 percent. He could not vote for a 40
percent credit when the state was facing a $4.4 billion
deficit. The current anmendnent would mintain the 10
percent NOL credit, but conpanies would have to choose
between a 10 percent QCE credit and a 10 percent WE
credit. The only change was decreasing the WE credit from
20 percent down to 10 percent.

Representative Kawasaki highlighted that prior to 2010
(before the inplenmentation of the Cook Inlet Recovery Act)
the state had provided zero credits to non-North Slope
producers in Cook Inlet. He recognized the need for the
credits when they had been put in place and perhaps in the
future; however, he believed the incentives were no |onger
necessary when there 1.6 trillion cubic feet of gas, which
was enough to supply Anchorage in a growh state for 12
years (according to the DNR Division of Gl and Gas). He
added that the state could not afford the incentives.
Additionally, Legislative Budget and Audit had contracted
with consultant enalytica for the past several years to
specifically address oil and gas taxes. He relayed that the
consultants had questions and comrents about credits and
taxes in Alaska's oil patch, specifically in Cook Inlet. He
read past testinony fromenalytica related to 2015:

Principal anong these credits paid to Cook Inlet
producers, our estimted account for around half the
state's spending on credits. Since the state does not
levy a profit-based production tax in the Cook Inlet,
these essentially constitute a subsidy to the Cook
Inl et producers rather than an investnment in future
tax revenue.

Representati ve Kawasaki specified that the statenent had
been related to discussion the |legislature had on SB 21 and
North Slope producers. He explained that the anmendnent
woul d reduce credits in the Cook Inlet slightly, which he
bel i eved was reasonable when the state was facing a $4.1
billion budget deficit and it was expected to provide over
$400 million in credits to non-North Sl ope producers.
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Representative Mnoz clarified that the state had been
offering exploration credits outside the North Slope since
2004 under ELF. Additionally the 20 percent carry-forward
credits had begun under PPT, the snmall producer credit had
been $12 million, and the qualified capital expenditure had
been 20 percent for non-North Sl ope beginning in 2007.

Co-Chair Thonpson stated that when W.E credits reached 20
percent they essentially went away. He added that qualified
capital expenditure credits were at 20 percent.

6:24: 39 PM

Representative Gara clarified that WLE credits would not go
away. He detailed that at 10 percent they would be close to
the QCE credit. He noted that a conpany would |ikely choose
the QCE credit as it would probably be worth slightly nore.
The anmendnent would save the state nobney because at 20
percent, a WE credit was worth a bit nore. He reiterated
that nothing woul d be elimnated under the anmendnent.

Co- Chair Neuman MAI NTAI NED hi s OBJECTI ON.
Aroll call vote was taken on the notion.

IN FAVOR. Gara, Cuttenberg, Kawasaki, W/ son, Edgnon
OPPOSED: Munoz, Pruitt, Saddler, Gattis, Thonpson, Neuman

The MOTI ON to adopt Anendnment 15 FAILED (5/6).

6: 26: 07 PM
AT EASE

6:54:42 PM
RECOVENED

Co- Chair Thonpson clarified that Amendnment 13 had failed to
pass. He corrected that the conceptual anendnent [offered
by Representative Gara] had been to the bill as a whole and
had failed to pass.

Representative Gara MOVED to ADOPT Anendnent 15, 29-
GH2609\ F. 21 (Shutts, 4/6/16) (copy on file):

Page 22, |ine 4:
Del ete "$100, 000, 000"
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| nsert "$25, 000, 000"

Page 22, |ine 12:
Del ete "$100, 000, 000"
| nsert "$25, 000, 000"

Co- Chair Neuman OBJECTED for di scussi on.

Representative Gara explained that the original bi |

version had contained a $25 nmillion cap per conpany on
reinbursable credits. He detailed that wthout a cap,
especially with the NOL and other credits, approximtely $1
billion or nore in credits would be carried forward. He
stated that the CS noved the cap to $100 mllion; however

it was ineffective because al nbost no conpani es cl ained that
much in reinbursable credit. Wereas, the admnistration
had determined that a $25 mllion cap would |imt the
state's exposure and give years with some revenue for the
state. The hope was that [oil] prices would increase at
sone point, which would bring in sufficient revenue to make
the state's budget sound. He stressed that the state was

not currently sound; it was in a financial <crisis. He
believed it was appropriate to limt the paynents the state
made. The $25 mllion cap went forward; he believed the

governor wanted to pay the owed credits wth an
appropriation. He disputed that a cap of $100 mllion was a
cap; testinony had been that alnpst no conpanies clained
the amount. The anendnment would change the cap to $25

mllion per conpany; if there were three conpanies on an
oil field the cap would be $75 mllion. He enphasized that
the anmendnent was still generous. He specified that the

state gave a higher proportion of credits to conpanies
(conpared to its production taxes) than any other |ocation
wor | dwi de, which the state could not afford.

Vi ce-Chair Saddl er spoke against the amendnment. He believed
$25 mllion was too low He added that he hoped the oi
i ndustry would invest in Al aska.

6:59:10 PM

Representative CQuttenberg remarked that the state was
henmorrhagi ng credits and needed to gets his fiscal house in
order. He believed the nost inportant thing was that the
state had the natural resour ces. He commented that
sonetimes the legislature thought everything revolved
around it and that industry hung on its every word. He
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stressed that a tax or credit policy that was too high was
unstable, just |ike one that was too low He supported
taking control of the maxinmum credits that were still
expandabl e to other business partners. He observed that it
would not be a bad thing if people were using the credits
because it would nean they were spending noney. He thought
a $100 mllion cap was too high. He stated that a $25
mllion cap was as arbitrary as $100 nmillion, but he
believed it was nore appropriate for the state given the
current fiscal times. He supported tightening credits and
getting the state's fiscal house in order. He noted that
the state may be unable to afford a $100 mllion credit
year after year. Additionally, the credits would rol

forward year after year if the state could not afford them

Co- Chair Neunman MAI NTAI NED hi s OBJECTI ON.

A roll call vote was taken on the notion.

IN FAVOR. Gara, CQuttenberg, Kawasaki

OPPCSED: Pruitt, Saddler, WIson, Edgnon, Gattis, Minoz,
Neuman, Thonpson

The MOTI ON to adopt Anendnment 15 FAILED (3/8).

7:02: 02 PM

Representati ve Kawasaki MOWED to ADOPT Anendnent 16, 29-
GH2609\F. 4 (Shutts, 4/6/16) (copy on file). [Note: due to
the |l ength of the anmendnent it has not been included in the
m nut es. ]

Co- Chair Neuman OBJECTED for di scussi on.

Represent ati ve Kawasaki expl ained that the amendnent sought
to lower sonme of the initial amounts conpanies and people
creating devel opnent projects could redeem He referred to
a theoretical exanple provided to the commttee from DNR in
which a field the size of Arnmstrong Ol and Gas's Pikka
could cost the state as much as $800 mllion per year. He
expl ai ned that many conpanies or people could request the
sanme credit for one developnent project. The anendnent
protected the state in those cases.

Co-Chair Thonpson pointed to lines 16 and 17 of the

amendnent specifying a person could be eligible for $50, 000
[$50 mi|lion] and $200,000 [$200 million] for each unit. He
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noted that as drafted, the anpunts could be added together.
He asked if that was the amendnent's purpose.

Representative Kawasaki replied that Legislative Legal
Services had drafted the amendnent so that paynents could
not exceed $50,000 [$50 million] for each person or conpany
or $200 million for each unit.

Co-Chair Thonpson believed the way the anendnent was
drafted made it appear the amounts could be added together
He thought the | anguage needed to be clarified.

Representative Gara asked if it was the |lesser of [the two
anount s] .

Representative Kawasaki relayed that the anendnent was
simlar to one offered in the House Resources Commttee. He
explained that the intent was $50 million for each person

He requested an "at ease."

7:04:56 PM
AT EASE

7:09:22 PM
RECONVENED

Representati ve Kawasaki clarified the intent of Amendnent
16. He explained that if there was a |large project
involving five partners on a unit that cost $200 mllion,
the nost each partner would receive was $40 mllion. The
[imt was $200 million per unit and a cap of $50 mllion
for each conpany.

Co-Chair Neuman asked for verification that three partners
could only receive up to $150 mllion. Alternatively, he
asked if there was a $200 nmillion cap on the field.

Representative Kawasaki replied that if the unit cost $200
mllion the nost a partner could receive was $50 nillion.

Representati ve Kawasaki relayed that there had been only 1
time a conpany had received nore than $200 million in a
single year for the repurchase credits; there had been 5
times one conpany had received between $100 nmillion and
$200 mllion; and 11 tines conpanies had received between
$50 million and $100 million in one year. He explained it
was infrequent that the $200 million cap would be reached -
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probably even nore so in the future. The amendnent did not
inpact the timng in which a conpany could redeem the
credits. Additionally, the amendnent reflected twi ce the
anount the governor had requested, which had been set to
$25 million per person/conmpany with a $125 mllion cap.

Co- Chair Neuman MAI NTAI NED hi s OBJECTI ON.

Aroll call vote was taken on the notion.

IN FAVOR. Gara, CQuttenberg, Kawasaki

OPPCSED: Saddler, WIson, Edgnon, Gattis, Minoz, Pruitt,
Thonpson, Neuman

The MOTION to adopt Anendnent 16 FAILED (3/8).

7:13: 04 PM

Representative Gara MOVED to ADOPT Anendnent 17, 29-
GH2609\ F. 42 (Nauman/ Shutts, 4/8/16) (copy on file). [Note:
due to the length of the anmendnment it has not been included
in the mnutes.]

Co- Chair Neuman OBJECTED for di scussi on.

Representative Gara explained that the anmendnent would
adjust the mnimum tax floor of 4 percent (currently the
bill's mnimum floor was 2 percent), which lasted up to $76
per barrel. The CS would generate $16 mllion in production
taxes in the coming year, $11 mllion the year after, and
$13 mllion the following year. He remarked that due to a
couple of adjustnents in the bill the nunbers would be
slightly different. He spoke to the governor's proposal of
a 5 percent hard floor. He believed the approach had made
sone sense, but the response had been that when oil prices
were low ($20 to $40 per barrel; the average conpany on the
North Slope becanme profitable at about $45 per barrel) 5
percent was too high. The anmendnent ainmed to address the
issue by protecting investnent on the North Slope and by

providing fairness to the oil industry and the people of
Al aska. He believed the price of oil would not always be as
low as $35 to $38 per barrel; if prices remained at that
level, there would not be substantial oil revenue in
Al aska. Under the anmendnent, when conpanies becone
profitable (at an average of $46 per barrel - bigger

conpanies at a lower price and smaller fields at a higher
price) the state would receive a tax that was better than 4
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percent. The Departnent of Revenue projected the average
field would pay the 4 percent tax up to $76 per barrel; oi
prices were forecasted to not exceed $76 per barrel. He
stressed that the state would be stuck with the anounts for
t he next decade.

Representative Gara continued that on big fields the tax
floor would nmove from 4 percent at $60 per barrel to 5
percent. The governor had proposed noving the tax to 5
percent at $1 per barrel or nore. The tax would increase 1
percent at every $5 interval and would max out at 10
percent at $85 per barrel. He referred to a 12.5 percent
fl oor proposal by a senator from Sitka. The anendnent was
not nearly as aggressive; he believed 12.5 percent was
probably too harsh at low oil prices. He believed a floor
tracking conpany profits nmade sense. He detailed that at
$60 per barrel each percent would raise about $60 nillion
to $70 mllion according to DOR. He reasoned that the noney
could go to infrastructure in Al aska. At $70 per barrel the
tax would be 7 percent and would probably raise about $210
mllion or so. He enphasized that the increase in tax would
be del ayed until conpanies were meking profits. He spoke to
GVR fields (post 2002) and a conpany producing |ess than
35,000 barrels per day; the fields were nore challenging
and the lifting costs were higher. He explained that the
tax would not reach 5 percent for those fields until $75
per barrel; the conpanies would receive an extra $15 in
profits before the tax would increase to 5 percent and for
every $5 increase in oil price the tax would increase up to
a maxi mum of 10 percent at $100 per barrel. He stated that
in conparison to the gross taxes and royalties normally
paid to private parties in the Lower 48, the anendnent
woul d still |eave taxes nmuch |lower. He reasoned that the
amendnent would enable the state to fund schools,
infrastructure projects, maintenance, and protect seniors
and children. He stressed that the anmendnent would only be
a portion of a fiscal plan; it would only kick in when oi
prices started to rise. He reiterated his explanations. He
stated that the anendnent was a fair way to protect the
public and the oil industry.

Representative WIlson stated that the anmendnent reflected a
huge policy change. She relayed that it would have been
hel pful to see the anendnent sooner to learn how the
changes worked with the rest of the bill. She did not know
at what oil price a conpany becane profitable. She did not
know if the anmendnent had negative effects or how it
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conpared to the Lower 48. She was opposed to the anendnent
wi t hout having the information.

7:21:04 PM

Co- Chai r Neuman MAI NTAI NED hi s OBJECTI ON.

Representati ve Gara responded to a guestion by
Representative WIlson. The commttee had been told that on
average a conpany on the North Slope becane profitable at
about $46 per barrel. Additionally, the conmittee had seen
charts of conmpany profits for various sized fields at $60
and $80 per barrel. He rem nded nenbers that the tax system
had been witten in a way that allowed conpanies to apply
for royalty relief i f the production tax  system
accidentally overshot. He noted that the last three
applications for royalty relief had been granted for
Cal eus, Oooguruk, and Ni kaitchug. He enphasized that if the
state accidentally overshot, a conpany could request
royalty relief, which could reduce a conpany's tax burden
by a nmuch greater |evel than the anendnent increased their
tax burden. However, he stated that the anmendnent was
fairer to the industry than the governor's proposal, which
had included an increase even at low prices. In order for a
conpany to receive royalty relief it had to denonstrate its
oil field would not be econom c under the tax. He believed
it was a smart provision in statute. He enphasized that no
one tax was perfect for every field, which was the purpose
of royalty relief. He believed the anendnent nade sense.

Aroll call vote was taken on the notion.

IN FAVOR. Gara, CQuttenberg, Kawasaki

OPPCSED: W | son, Edgnon, Gattis, Minoz, Pruitt, Saddler
Neurman, Thonpson

The MOTION to adopt Anendnment 17 FAILED (3/8).

7:23: 37 PM

Representati ve Kawasaki MOWED to ADOPT Anendnent 18, 29-
GH2609\ F. 2 (Nauman, 4/6/16) (copy on file):

Page 6, line 23:

Delete "[(A)] four”
Insert "five [(A FOUR]"
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Page 6, lines 24 - 27:

Delete ", except that a credit authorized under this
chapter may reduce the tax under this subsection to
less than four percent, but not to less than two
percent of the gross value at the point of production”

Page 6, line 30:
Delete "four"
| nsert "five"

Page 6, line 30, through page 7, line 2:

Delete ", except that a credit authorized under this
chapter nmay reduce the tax under this subsection to
less than four percent, but not to less than two
percent of the gross value at the point of production”

Page 34, line 18, follow ng "APPLI CABI LITY.":
I nsert "(a)"

Page 34, following line 19:

I nsert a new subsection to read:

"(b) The limtations on the use of tax credits added
in AS 43.55.019(e), as anended by sec. 13 of this Act,
AS 43.55.020(a), as anmended by sec. 14 of this Act, AS
43.55.023(c), as amended by sec. 17 of this Act, AS
43.55.024(+), as anmended by sec. 21 of this Act, AS
43.55.024(g), as anended by sec. 22 of this Act, and
AS 43.55.025(q), added by sec. 25 of this Act, apply
to credits applied to reduce a tax liability for a tax
year starting on or after the effective date of secs.
13, 14, 17, 21, 22, and 25 of this Act."

Co- Chair Neuman OBJECTED for di scussi on.

Representative Kawasaki discussed that one of the primary
provisions in the governor's bill had been the concept of a
5 percent floor for oil prices and production on the North
Sl ope upon recommendati on by a Senate workgroup. Currently,
t he uni ntended consequence of having a large NOL, was that
the current floor was no longer hard. He explained that it
meant a barrel of oil was providing the state wth
royalties and very little production tax inconme. He
expl ained that he had taken sone tinme to conmpare oil tax
structures in other states because of recent testinony to
the conmttee that nost state's had a gross tax on oil and
did not offer nearly as many credits driving their
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production tax to zero. He pointed to Louisiana s onshore
production, which had an oil tax rate of 12.5 percent of
its value at the tinme of severance; incapable oil rates
were taxed at 6.25 percent. DMntana's tax on pre-1999
vertical wells was 12.5 percent and post-1999 wells were
taxed at 9 percent. Production in North Dakota was taxed at
a 5 percent floor. Utah had a 3 percent floor for the first
$13 per barrel and a 5 percent for anything above that
anount. Wonmng had a 6 percent floor on production. Wen
the legislature had | ooked at production taxes and credits,
he did not believe anyone had considered that oil prices
would be as low as they currently were. The anendnent
corrected an error when |egislators passed SB 21 and did
not do nodelling at |ow prices of oil.

Co- Chair Neuman MAI NTAI NED hi s OBJECTI ON

A roll call vote was taken on the notion.

IN FAVOR. Gara, CQuttenberg, Kawasaki

OPPCSED: Edgnmon, Gattis, Minoz, Pruitt, Saddler, WIson,
Neuman, Thonpson

The MOTION to adopt Anendnent 18 FAILED (3/8).

7:27:05 PM

Representative Gara MOVED to ADOPT conceptual Amendnent
18.a, which would read the sanme as Amendnent 18, but with a
4 percent hard fl oor.

Co- Chair Neuman OBJECTED.

Representative Gara stated that the commttee was not
maki ng significant progress during the current neeting. He
remarked that the bill was not doing nuch to "stop the
bl eeding” in ternms of the state paying out so much in tax
credits and receiving so little back in production taxes.
The conceptual anmendnment would inplenment a hard tax floor
of 4 percent, which was what the state thought it had
acconplished with the passage of SB 21. He renarked that he
had not been a fan of SB 21, but the one mgjor promse in
the bill was the tax floor of 4 percent; however, it had
not occurred. He explained that with the carry-forward NOL
credits, the production tax raised less noney than a
proposed fish and gane license fee bill.
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Representative Gattis remarked that the conmmttee was not
neeting to address anyone else's bill. She did not believe
it was appropriate.

Representative Gara continued that in FY 18 the state was
projected to take in $16 mllion in production taxes, which
was |less than the state currently brought in with fish and
gane licenses. He continued that the nunber was projected
to decrease to $11 mllion in FY 19. Under current |aw the
state made $18 nillion on the sale of fish and gane
licenses. The amendnent was consistent with what nost
people believed SB 21 had acconplished, which was a 4
percent protection for the state at |ow prices. He surm sed
that perhaps sone legislators believed the governor's
proposal of 5 percent was too high, but the amendnment was
consistent with everything said publicly about SB 21.

Representati ve Kawasaki agreed that no one saw the current
environment comng. He referred to the Senate oil and gas
tax workgroup that had worked the entire past sunmer on
particular issues. He read from the workgroup's section of
findings related to protecting the production tax fl oor:

A lot of attention has been paid to the refundabl e tax
credits; however, Senate Bill 21, a floor of 4 percent
was instituted against the North Slope producers. This
was nmeant to prevent credits from taking the
taxpayer's liability effectively down to zero, which
the older tax system ACES really could have done.
However, the group learned during its neeting
deliberations there was potential for an unintended
scenario to occur, for a producer to incur a carried-
forward annual |oss or net operating loss that was
great enough to drop the tax liability below the
floor. Although there is disagreenment on the proposals
to increase the floor, at the mninmum the floor
installed in Senate Bill 21 should be hardened up and
pr ot ect ed.

Represent ati ve Kawasaki el aborated that many people in the
building (some who had been for and against SB 21) who
agreed with the governor..

Co- Chair Thonpson interjected that it was not possible to

say whet her other people agreed or how they felt about the
t opi c.
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Representative Kawasaki replied that he agreed with the
Senate workgroup's recomendation dated Decenber 2015 to
harden the current floor and ensure the production tax
fl oor was protected.

Vice-Chair Saddler remarked that the point had been nade
nunmerous tines that nore was being offered in credits to
the oil industry than is being provided in production
taxes. He agreed that it may be true, but he thought it was
less than fully relevant. He stressed that incentives
resulted in the production, developnent, and delivery to
mar ket of the state's royalty oil. Additionally, the state
received corporate incone tax and property taxes on the
pi peline and production facilities. He enphasized that the
net incone to the state was positive. He added that oil was
kept in the pipeline and the state had the prospects for
the long-term ability to deliver oil from the Al aska
National WIldlife Refuge (ANVWR) or anyplace to nmarkets. The
state also received royalty revenue, which paid for K-12
education, the University of Al aska, Medi cai d, state
wor kers, and ot her.

Co- Chai r Neuman MAI NTAI NED hi s OBJECTI ON.
Aroll call vote was taken on the notion.

IN FAVOR: Gara, Cuttenberg, Kawasaki, Minoz, Edgnon
OPPCOSED: Gattis, Pruitt, Saddler, WIson, Thonpson, Neuman

The MOTI ON to adopt conceptual Amendnent 18.a FAILED (5/6).

7:35:31 PM

Representative Quttenberg MOVED to ADOPT Amendnent 19, 29-
GH2609\ F. 38 (Shutts, 4/7/16) (copy on file). [Note: due to
the |l ength of the anmendnent it has not been included in the
m nut es. ]

Co- Chair Neuman OBJECTED for di scussi on.

Representative GQGuttenberg explained that the gist of the
amendnent was on page 2, line 12, subsection (m. He
observed that during the neeting about half of the
commttee nenbers had spoken about nodelling. He discussed
that taxes paid by conpanies were confidential; he did not
want to open taxes to show what conpanies paid, how they
paid, justifications, credits, reducti ons, and ot her.
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Conpani es did not have to apply for credits, but they did
because they provided an econom c advantage. He continued
that if conpanies were going to apply for credits, they
woul d sign an understanding that the docunments subnitted
for credits were public. The purpose was to create the
ability for the state to do nodelling in order to
understand what conpanies were doing in Alaska. The
transparency would enable the state to determ ne whether
conpani es should receive nore or less credits. He surm sed
that perhaps the state could adjust the nodel to ensure it
was receiving production and not spending noney where
i nappropriate. He reasoned it may be a consequence of
offering the wong kind of credits. He detailed that the
comm ssioner and director had addressed the commttee
related to the data, but the nunbers were aggregated and it
was not possible to determne exactly what happened. He
explained that the situation did not occur with Ahtna or
Doyon because they were making their nunbers public. He
stressed that the amendnent pertained to nodelling and the
ability to understand what the state was doi ng.

Representative GQuttenberg stressed that the state was
throwi ng noney at the wall and hoping for an outconme. He
continued that legislators had justifications for what they
were doing and argunments about whether sonething was
appropri at e, too nuch, too little, and ot her. He
underscored that at the end of the day, the state did not
have a <clear, concise picture. He spoke to aggregate
nunbers and assunptions that production was up due to
credits. He enphasized that there had been nunerous
comments around the commttee table about the |lack of
nodel ling. He stressed that the lack of nodelling was due
to confidentiality. He reiterated that conpanies did not
have to apply for the credits; the program was voluntary,
whereas other taxes were not. He reasoned that if conpanies
wanted the credits, he wanted to see what they were being
used for. He wanted to see if the credits would result in
i ncreased production and woul d be beneficial for the state.
He was frustrated by not having a defined picture of what
the state was actually doing. He stressed that the state
was putting hundreds of mllions of dollars on the table
and was in a fiscal deficit. He believed the state should
have a picture of what was taking place in the oil and gas
fields and should understand what people were doing. He
spoke to the need to heat residents' hones. He enphasized
that credits were draining the state's bank account and he
believed it was inportant to have an accurate picture.
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7:40: 52 PM

Representative WIson hoped the departnment was doing
exactly what the anmendment sponsor had tal ked about. The
nodel ling she had referred to pertained to the bill. She
hoped the committee would have its own economists wth
know edge of nmultiple tax reginmes, who would know how
maki ng specific changes would inpact the state. She stated
"shame on the Departnent of Revenue" for not naking sure
conpani es were accountable if there were credits going out
that were not legitimte. She explained that SB 21 changed
the law to enable the state to see barrels of oil going
down. She reiterated that the |egislature had experts to
provide the information. She clarified that it was the
responsibility of the Departnent of Revenue to make
justifications for credits and outgoi ng noney.

Representati ve Kawasaki discussed that the |egislature was
the appropriating body of governnment. He stated that the
only thing the legislature was required to do annually was
pass a budget. He spoke about nunbers from DOR requesting
$825 mllion in oil and gas tax credits in the next year.
He relayed that constituents asked where the noney went,
but he had no idea. He did not have transparency on the
i ndi viduals benefitting from the credits. He believed it
was a problem He stressed that the |egislature "needl ed”
every departnment and agency individually; the |egislature
tried to discuss whether a departnment should have two or
three deputy conmm ssioners in an agency at the cost of
$100, 000, yet DOR could not provide the legislature wth
i nformati on when the departnent asked for $825 nillion in
the current year to pay for the state's tax credit
liability owed to North Slope and Cook Inlet producers. The
anendnent sought to make the information nore transparent
in order for legislators and the public to understand where
the credits were going. He believed the issue for every
budget item boiled down to "what are we getting for what
we're giving?' He reasoned that the |egislature expected
t he Departnent of Labor and Wbrkforce Devel opnent (DLWD) to
do a job if the legislature appropriated noney to the
departnment. He believed not know ng what was going on wth
the credits was a black hole. The Departnent of Revenue
received and could release sone of the information in an
aggregat ed net hod, but there was no transparency.
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Co- Chair Thonpson had concerns with the amendnent related
to antitrust issues. He thought beconming too transparent
woul d cause big problenms. He thought the amendnent could
deter conpetition.

Representative Gara understood the concern, but stressed
that the anendnent would not cause antitrust issues. He
stated that it would be one thing if the legislature was
i nvadi ng a conpany's books; however, the anendnent ained to
nerely determine where the state's nobney was going. He
expl ai ned that when the state gave soneone noney it could
include a condition that it would get to see where the
noney was spent. The provision would enable the state to
know whet her sonethi ng was working and whether it was going
to a conpany that would have devel oped a field anyway or if
the credit had tipped the conpany towards naking an
investnment. He reasoned that when the state spent noney it
was entitled to know where the noney went. A conpany did
not have to accept the noney if it was worried the state
would see what it was doing. He believed the anmendnent
would help the legislature develop a snmarter tax credit
system and was perfectly legal. He reiterated that the
state could always condition a grant of state noney on
sonmet hing the other party could choose to accept or reject.

7:46:10 PM

Vi ce-Chair Saddl er spoke in opposition to the anendnent. He
agreed that openness in public service and executive
agencies was desirable and there were many |laws to protect;
however, private business was a different matter. He
believed equating the sane desire for transparency in
public activities, in a private activity it could be
counterproductive. He explained that the purpose was to
incentivize private investnent in Al aska; private business
was conpetitive. He elaborated that many of the conpanies
operated globally, had narrow nargins, and were intensely
conpetitive. He did not want to discourage conpanies from
investing in Alaska and taking advantage of the state's
incentives by the prospect that information shared wth
state tax auditors <could be used to be publicly
di scoverable to the detrinment of their business interests.
He wunderstood the desire for transparency, but if the
state's goal was to incentivize business investnent in
Al aska, he bel i eved t he amendnent woul d be
count er producti ve.
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Representative Quttenberg enphasized that applying for
credits was voluntary. He equated the credits to grants. He
stated that if a conpany qualified for the credits and the
aggregated nunbers include three conpanies, the departnent
was required to pay them He stressed that if two of the
conpanies were doing good work and one was not, the
department could not tell the legislature. He enphasized
that there was no transparency. He spoke to |egislative
debate on whether a credit was good or not; however, he
believed no one really knew due to a |lack in transparency.
He elaborated that the legislature had no idea whether
conpanies were using credits in the intended way. He
reiterated that conpanies did not have to apply for the
credits; the noney was put on the table because the
| egi sl ature expected conpanies to do sonething in the
state's best interest. He reasoned that DOR knew one way or
another, but it could not divulge the information to the
| egi sl ature. He had a problem naking public policy with the
hi gh amount of noney w thout knowing what it went to and
how wel | it was worKki ng.

Co- Chair Neuman MAI NTAI NED hi s OBJECTI ON.

A roll call vote was taken on the notion.

I N FAVOR. Quttenberg, Gara, Kawasaki

OPPCSED: Gattis, Munoz, Pruitt, Saddler, WIson, Edgnon,
Neuman, Thonpson

The MOTI ON to adopt Anendnment 19 FAILED (3/8).

7:50: 51 PM

Representati ve Kawasaki MOWED to ADOPT Anendnent 20: 29-
GH2609\ F. 11 (Nauman/ Shutts, 4/6/16) (copy on file). [Note:
due to the length of the anmendnment it has not been included
in the mnutes.]

Co- Chair Neuman OBJECTED for di scussi on.

Represent ati ve Kawasaki expl ai ned the anmendnent relating to
t axpayer confidentiality and disaggregating sone of the
information received by DOR in order for the public and
| egislators to understand what the state was getting in
return for credits it provided. The amendnent woul d enabl e
DOR to provide confidential information to legislators
under strict confidentiality agreenents (simlar to
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agreenents signed by DOR and DNR). There was a | ongstandi ng
tradition through AKLNG ACES, and AGQ A [Alaska Gasline
| nducenent Act] where legislators were able to see
confidential information in order for legislators to nmake
better decisions on behalf of the state and industry.

Representative WIson spoke in opposition to the anendnent.
She surmsed that the legislature nust not trust the
gover nor and admnistration because wirk was their
responsi bility. She hoped the |egislature would receive the
accurate nunbers. She elaborated that the adm nistration
had told the legislature that SB 21 was working and that
t he governor would not have submtted the bill if it were
not for the low price of oil and the state's |arge budget.
She believed the administration seened infornmed on existing
credits. She could not imagine the admnistration would
make the clear statenents about what was and was not
working if they did not have the facts to back the
statenments up. She stated that the legislature had also
heard from the admnistration that there were issues
related to Cook Inlet; the legislature had been told the
same thing fromits |egislative econom st. She believed it
was the responsibility of the administration to bring the
information to the legislature in ternms of what was and was
not working. She hoped the legislature did not have to
address the issue annually. She supported establishing a
| egi sl ative workgroup to consider the information provided
from the admnistration and the legislature's econom st.
She stressed that it was about the bigger picture; she did
not want to get into the weeds on each individual conpany.
She supported receiving the facts on what the state was
getting for its noney. Additionally, she wanted to know
about the taxes, royalty, and the entire picture of revenue
comng into the state at present and in the past. She
detailed that the state had received benefits from nany of
the itenms in the past and not necessarily in the sanme year
the state was paying for them She trusted that the
| egi sl ature was receiving accurate information.

7:55:16 PM

Representative Gara clarified that there had not been
adm nistration testinony that SB 21 was working. He
detailed that one of the consultants who had helped wite
SB 21 had testified that he liked it. He stated that every
field that was comng online under the current tax system
was a field where investnent had started before 2013
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(before the passage of SB 21). He discussed that to
determ ne whether the credits were working it was necessary
to consider whether they were too expensive, not expensive
enough, how it related to the tax the state received in
return, and the balance between the twd. He believed the
adm nistration had been clear that it would |ike to change
the systemto make the things work better.

Representative Quttenberg remarked on an earlier question

which he believed needed an answer. The amendnent would
enable legislators to sign a confidentiality agreenment to
see the information [provided by conpanies to DOR].
Currently, a conpany received a credit if they qualified

it was not based on whether a conpany was doing the right
thing or whether it was actually beneficial for the state.
He enphasized that nothing had shown specifically what was
going on with the credits in slides presented to the
cormittee because the information was aggregated. He
stressed that the individuals who had presented the
information were tax experts, but were not telling
| egi sl ators what they did not want to tell them

Representative Gttis commented about the previous and
current anmendnents. She believed the last thing the state
should do was let information about a highly conpetitive
busi nesses get out . She was strongly against t he
amendnent s.

Co- Chair Neunman opposed the anendnment. He stated that he
saw nunbers when he saw the throughput through the Trans-
Alaska Pipeline System (TAPS) wth nore or less oil
production. He saw nunbers from DLWD showing nore or |ess
jobs in the oil and gas industry. He saw DOR reports on oi
and gas production and revenue. He believed the |egislature
used the information as a gauge to determne how the
industry was doing; an industry supporting the |[argest
percentage of the state's revenue. He did not need to see
the finite details, which he was unsure he would
understand. He noted that he was not an accountant dealing
specifically with oil and gas. He believed he saw the
nunbers he needed to see as a legislature (e.g. how many
jobs were created and what the econony |ooked like). He
added that the information under discussion was very
confidential; there were hundreds of mllions of dollars at
st ake.
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Co- Chair Thonpson discussed confidential information that
was not di scl osed unl ess soneone had si gned a
confidentiality agreenment or the information was provided
in executive session. He referred to a legal opinion
barring any legislator from being kept out of an executive
session. He was concerned about the door the anendnent
woul d open.

Representative Kawasaki noted that the amendnent i ncluded
perm ssive |anguage that the "departnment may disclose
confidenti al tax information" that he believed the
| egi slature should use in nmaking educated and inforned
decisions. He referred to an earlier remark that it was the
departnment's and governor's responsibility to provide the
| egislature with information it sought. He reasoned that if
a person trusted the current governor than maybe a person
was good with that. However, he would prefer to get the
information directly. He recalled a recent situation where
Ken Alper [DOR Tax Division director] was not able to
di scl ose the specifics and value around the Cook Inlet or
the non-North Slope tax credits. He added that M. Al per
had not been able to separate out Mddle Earth versus Cook
Inlet. He believed it was problematic during oil and gas
tax policy discussions and when the |legislature talked
about the $300 million to $400 million in non-North Sl ope
tax credits in the comng year. He believed the |egislature
shoul d have the information. He disputed earlier statenents
that it was the governor's responsibility to provide the
| egislature with the information. He opined that it should
be the legislature's responsibility to become nore
informed. He stated that the anendnent |anguage was fairly
boil er-plate, which had been added into ACES in 2008 and
into other legislation. He reiterated that the legislature
shoul d be meking informed decisions and could not be making
i nfornmed deci sions on tax policy without the information.

Representati ve Munoz spoke agai nst the anmendnent. She could
not inmagine a group of legislators sitting around a table
analyzing confidential tax information. She did not think
it was appropriate. There were nany ways success could be
measured (i.e. increased production, a stable workforce,
whet her investnents were occurring or not, and other).

Co- Chair Neuman MAI NTAI NED his OBJECTI ON

Aroll call vote was taken on the noti on.
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I N FAVOR: Guttenberg, Kawasaki, Gara
OPPCSED: Munoz, Pruitt, Saddler, WIson, Edgnon, Gattis,
Thonpson, Neuman

The MOTI ON to adopt Anendnment 20 FAILED (3/8).

8:04:18 PM
AT EASE

8:14: 44 PM
RECONVENED

Representative Gara MOVED to ADOPT Anendnent 21, 29-
GH2609\ F. 23 (Shutts, 4/7/16) (copy on file). [Note: due to
the length of the amendnment it has not been included in the
m nut es. |

Co- Chair Neuman OBJECTED for di scussi on.

Representative Gara stated that the amendnent was small. He
did not believe it was a ganme changer, but that it was the
right thing to do. He believed Cook Inlet tax credits which
cost the state too much. He discussed that currently a
conpany in Cook Inlet was allowed to take the NOL credit,
smal | producer credit, 30 to 40 percent exploration credit,
and the QCE credit or the WE credit. He stressed that the
state was paying about 80 percent for the cost of a field
that it received no production taxes from He detailed that
some of the credits would disappear including the
exploration credit; the state would be paying the small
producer tax credit for the next decade or so - a conpany
could no longer apply for the credit beginning in the
com ng year. The anendnent specified that a conpany woul d
have to choose between the NOL credit, QCE credit and the
W.E credit. He surmsed that a conpany would probably
select the NOL credit because it was the nost lucrative -
the state paid a part of the conpany's |osses. Currently a
conpany could use the NOL credit and could select either
the QCE credit or WE credit. He noted that it was not
possible to prevent a conpany from also receiving their

remai ning snall producer tax credits and exploration
credits. He estimated the amendnent would save around $15
mllion. The amendnent would |eave conpanies wth

incentives that went beyond what the Legislative Budget and
Audit consultant had specified as an incentive; the price
in Cook Inlet would bring conpanies to explore, given that
gas went for the highest price in the country.
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Co-Chair Thonpson surmised that the anendnent was an
attenpt to unstack the NOL, QCE, and WE credits. He stated
that current law prohibited a conpany from taking a WE
credit without taking a QCE credit for that expenditure or
other exploration <credit provision. He stated that a
conpany had to choose between the three. He asked for
clarification.

Representative Gara answered that currently a conpany could
conbine the QCE or WE credit with the NOL credit. The
anendnent would limt a conpany to selecting one of the
three credits. He surm sed a conpany would choose the nopst
valuable credit. He clarified that a conpany could not
currently stack the WLE credit and the QCE credit in Cook
I nl et.

Co- Chair Thonpson asked for verification that a conpany
could pick one [of the three credits].

Representati ve Gara nodded.

Co- Chai r Neuman MAI NTAI NED hi s OBJECTI ON.

Aroll call vote was taken on the notion.

I N FAVOR: Kawasaki, Quttenberg, Gara

OPPCSED: Munoz, Pruitt, Saddler, WIson, Edgnon, Gattis,
Neurman, Thonpson

The MOTION to adopt Anendnent 21 FAILED (3/8).

8:19:59 PM

Co- Chair Thonmpson MOVED to ADOPT conceptual Anmendnent 22,
29- GH2609\ F (copy on file):

Page 6, line 25, followi ng "chapter":
Insert”, excluding a credit under AS 43.55.024(j),"

Page 6, line 31, followi ng "chapter"”:
Insert ", excludin2 a credit under AS 43.55.024(j),"

Co- Chair Neuman OBJECTED for di scussi on.

Co- Chair Thonpson expl ained the anendnent. He detail ed that
many sections of the CS created a tax floor at 2 percent of
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the gross value. He specified currently credits could
reduce a tax paynent to zero; the CS changed that ability
and inplenented a hard 2 percent floor. However, the
sliding scale, per-barrel credit (of zero to $8.00) in
existing law [established in SB 21] had been set to not
drop below the current 4 percent floor. The credit had been
included in SB 21 to ensure that |egacy production fromthe
North Slope paid the 4 percent tax unless there was sone
other credit, such as an NOL. The CS currently would enabl e
the per barrel credit to go down to 2 percent. The
amendnent clarified that the existing 4 percent hard fl oor
for the per barrel credit would remain in place on the
North Slope. Only the other credits, which could currently
reduce tax paynents to zero, were hardened at 2 percent
The anendnent would save the state about $125 nmillion if
approved.

Representative Gattis was unclear on the anendnent. She
needed further explanation.

Co- Chair Thonpson noted that the item had only just been
di scovered. The current CS established that the North Sl ope
4 percent floor could be reduced to 2 percent with the per
barrel credit of zero to $8.00. The anendnent reinforced
that SB 21 |egacy production from the North Slope paid the
4 percent tax unless there was sonme other credit, such as
an NOL. The anendnent would reinsert the 4 percent floor;
wi thout it the CS reduced the floor to 2 percent.

Representative WIson asked for wverification that if a
conpany was already at the 4 percent tax w thout taking the
price per barrel credit, the anendnent would prevent them
from doi ng so.

Co-Chair Thonpson replied in the negative. The anmendnment
pertained to the zero to $8.00 sliding scale credit, which
had a hard 4 percent floor. The CS would | ower the sliding
scale credit to a hard 2 percent floor. The anendnent woul d
mai ntain the 4 percent floor for the specific credit.

Representative Pruitt surmsed that the sliding scale
credit had an existing floor of 4 percent. He stated his
understanding that the CS had accidentally reduced the
floor to 2 percent for the specific credit. He deduced that
t he anendnent would acconplish the goal of nmaintaining the
intent of SB 21.
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Co- Chair Thonpson agreed. He expounded that w thout the
change it could cost the state $125 million. The 2 percent
hard floor would lower the zero to $8.00 sliding scale
credit. The anendnent would maintain the current 4 percent
fl oor.

Representative Gara believed the zero to $8.00 credit under
SB 21 worked when there was a profits tax. The profits tax
existed until it got so low that it was smaller than the
m nimum tax; at that point the gross mninmumtax Kkicked in.
He believed the zero to $8.00 only inpacted the rate paid
for the profits tax. He did not understand how the profits
tax sliding scale mechani smcould inpact the gross tax.

Co- Chair Thonpson explained that the sliding scale credit
could allow the 4 percent floor to drop to a 2 percent hard
floor. The anmendnment would maintain the 4 percent hard
fl oor on the North Sl ope.

Representative Gara remarked that the anendnent sponsor had
stated the anmendment would restore the floor to a hard 4
percent. He did not think that was accurate because the
bill had a 2 percent hard floor. He believed the sponsor
meant the floor would not drop bel ow 2 percent.

Co- Chair Thonpson answered in the negative.

8:26: 31 PM
AT EASE

8:30: 10 PM
RECONVENED

Co-Chair Neuman WTHDREW his OBJECTION. There being NO
further OBJECTI ON, Anmendnent 22 was ADOPTED.

8:31:10 PM
AT EASE

8:52: 08 PM
RECONVENED

Vi ce-Chair Saddler addressed the three forthcomng fiscal
notes from DNR Division of Gl and Gas, DOR Tax Division,
and Fund Capitalization to the GOl and Gas Tax Credit Fund.

Co- Chair Thonpson asked DOR to address the commttee.
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Representative Gattis asked what was neant by forthcom ng
fiscal notes.

Co-Chair Thonpson answered that the departnment would
expl ai n.

KEN ALPER, DI RECTOR, TAX DI VISIQON, DEPARTMENT OF REVENUE,
replied that he was not entirely certain about the neaning
of the term forthcom ng; however, he believed it neant that
the fiscal notes would need to be nodified due to changes
made during the neeting. The clarified the fiscal notes had
been witten to the CS before it had been anended.

Co- Chair Thonpson stated that sonme of the notes would be
reduced and others would increase. M. Alper replied in the
affirmati ve.

Representative Gara pointed to a fiscal note (OVB Conponent
Number 2894) that included an $800 nillion. He asked for
verification that the governor had proposed the $800
mllion to pay accrued tax credits at a tinme when the bil
woul d have substantially reduced tax credits and rai se sone
revenue.

M. Al per replied that the governor's initial appropriation
request in the fund capitalization fiscal note had been
$926 mllion; the difference between the nunber in the
operating budget and $1 billion. The intent had been to

"clear the decks" to pay all accrued credits including
those accruing between the present day and the effective
date of the bill. The expectation was that the program

would be sufficiently smaller in future years and the
appropriation would not be as substantial.

Representati ve Kawasaki pointed to page 2 of the sane
fiscal note. He asked if the fiscal note reflected the
change in Amendnent 1.

M. A per replied that the fiscal note did not reflect
changes made during the current neeting. He spoke to
revenue line item 3: $0.00 to $10 million in FY 17 through
FY 19, $5 mllion to $15 mllion in FY 20, etcetera. He
detailed that the particular item was associated with the
elimnation of the tax cap for oil in Cook Inlet. The cap
had been restored by Amendnent 1; therefore, he anticipated

House Fi nance Conmmittee 66 04/08/16 3:07 P. M



that the updated anendnent would renove the $0.00 to $10
mllion fromthe bottomline.

Representative Kawasaki stated that the FY 17 change had
been closer to $20 million in the House Resources Conmittee
version of the bill. He added that in a version of the
fiscal note from the previous day, the inpact had been $10
million to $50 million. He asked for verification that with
the $10 mllion for the tax limtation on Cook Inlet oil
the outlay appeared to range from $5 nillion to $20
mllion.

M. Al per answered that the fiscal note brought to the
commttee earlier in the week had been "on the fly" and he
had relayed that there may be corrections. Specifically,
the departnent had reversed the direction of the snal

extension of the exploration credit in the frontier areas
(the number had been negative, but it had been reversed to
a positive nunmber as it would cost a bit nore). He
explained that it was really not possible to |Iook at FY 17
because the effective date of alnpbst all of the changes in
the bill was not until January 2017. Therefore, the great
bulk of the credits that otherwi se would have been paid in
FY 17 will have been paid before the bill's effective date.

Represent ati ve Kawasaki believed the bill version prior to
the CS had been nodelled after the House Resources
Committee; in that version the total savings to the state
woul d be between $770 mllion and $805 million and in year
two the savings would range from $420 mllion to $455
mllion. Under the CS, excluding changes made during the
current neeting, the savings would range from $5 nillion
and $30 mllion the first year and between $90 mllion and
$165 mllion in the second year. He asked if his statenents
wer e accur at e.

8:58:11 PM

M. Al per answered that the statenments were technically
correct, but he put the nore appropriate conparison on the
FY 18 nunbers. He explained that the governor's original
version of the bill had a nore immnent effective date,
whi ch dramatically changed the FY 17 nunbers.

Representati ve Kawasaki remarked that the total effective

revenue change for FY 18 was around $120 mllion to $130
mllion. Whereas, the ambunt was closer to $430 mllion in
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the governor's original bill. M. Al per replied that he did
not have the original fiscal note on hand, but he believed
t he nunber sounded correct.

Representative Gara referred to page 2 of the fiscal note,
which specified the value to the state ranged from $5

mllion and $30 million in FY 17 and between $90 mllion
and $165 million in the second year. He asked if the anount
factored in no longer receiving tax fromoil in Cook Inlet.

M. Al per answered that line 3 on page 2 of the fiscal note
included the Cook Inlet tax restoration of $0.00 to $10
mllion. The |Iow end of the range would not change, but the
hi gh end woul d be reduced by $10 million.

Representative Gara asked why the [oss of $10 million would
not inpact the low end of $90 mllion.

M. A per explained that the statute contained sone
i nherent vagueness, especially related to how different
features may interact wth each other. The econom st who
had prepared the chart included a range to factor in
uncertainty. He explained that the ranges for FY 18
including $0.00 to $10 mllion, $70 mllion to $100
mllion, $15 mllion to $25 mllion were added; the bottom
line ranges included the sum of the |ow end anbunts and the
sum of the high end anobunts. He elucidated that because
they were noving a $0.00 to $10 million, the low end was
$0. 00.

9: 00: 31 PM

Representative Munoz observed that according to the spring
forecast nunmbers for FY 17 the total credit was about $975
mllion and $655 mllion in FY 18. She referred to changes
for FY 18 shown in a DOR fiscal analysis the prior evening,
whi ch included approximately $190 mllion (subject to m nor
change). She asked for verification that the state was
| ooking at credits of around $500 mllion.

M. Alper answered that did not have all of the docunents
in front of him He explained that the departnent's spring
forecast nunbers included the refunded credits and credits
that woul d be taken against liability. The portions of the
bill that reduced the credit outlay also reduced the credit
spend. To a certain extent the increased revenue itens
(primarily related to the partially hardened floor) would
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be a reduction in credits wused against liability. He
detailed that the «credits would not be wused against
litability and instead would be received as taxes. It was
fair to say the great majority of the inpact in the bil
woul d adj ust the chart going forward.

Representative Gara noted that the fiscal note (OVB
Conponent Nunber 2894) included an $800 nillion figure that
he believed was not included in the bill. He believed it
had been the governor's hope when he introduced the bill
that the state would pay off existing credits for $800
mllion. He asked for verification that the bill did not
contain the provision.

M. Alper agreed that the item was not included in the

bill, but he clarified that it had not been in the
governor's original bill either. He believed the $800
mllion figure would appear in the fiscal note section of

t he operating budget.

Representative Gara asked how nuch the state was obligated
to pay in tax credits for FY 17. M. Al per answered that
t he number had been $73.4 nmillion when the budget had been
constructed the previous fall; the nunber was included in
the [FY 17] operating budget based on DOR s estinmate of
production tax after adding back any credits against
l[iability multiplied by 15 percent. The calculation was
sonewhat different at present because the forecast was
|ower; the nunmber had recently been adjusted in a
presentation he had prepared for the other body. He
believed the figure was around $30 mllion.

Representative WIson remarked that the state owed $800
mllion, but the $73 mllion was the state's statutory
obligation [in FY 17]. She was trying to discern whether
the House Finance Conmittee had asked for the fiscal note
to the $800 mllion or if the anpbunt had been included at
t he governor's request.

M. Al per answered that in the governor's original version
of the bill, the governor had requested $900 plus mllion

however, that fiscal note had been nade indeterm nate and
had not conme to the House Finance Comittee from the
previous conmittee. He believed the fiscal note under
di scussi on had been put together by the chair of the House
Finance Conmittee [Co-Chair Neuman] or the Legislative
Fi nance Division. The note had not cone from DOR
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Representative WIlson referred to the DOR Tax Division
fiscal note (OVB Conponent Nunber 2476). The note included
a change in revenue from $20 mllion [FY 17] to $90 million
[FY 18 and FY 19] to $95 nmillion [FY 20] to $145 nmillion
[FY 21] to $210 million [FY 22]. She assuned the revenues
were close to those the bill would generate.

M. A per replied that the specific fiscal note had been
generated by DOR He explained that the nunber was also
included in the table attached both fiscal notes the
committee had been speaking to (OVB Conponent Nunbers 2476
and 2894). He explained that the top half of the table
pertained to additional revenue (lines 1 through 8) and
| oner portion of the table included the total revenue
inmpact of credits the state repurchased. He pointed to the
revenue i npact, which primarily showed changes from
hardening the floor as well as the changes to the Cook
Inlet tax, which had been added and subsequently renoved

The inpact showed a range of nunbers $10 mllion to $30
mllion, $70 mllion to $110 million, and $70 mllion to
$110 million. The DOR fiscal note showed the mdpoint of
the ranges. He added that it represented the additional

revenue anticipated to be brought into the state treasury
due to the changes in the bill.

9:06: 22 PM

Representative WIson remarked that nunbers in the out
years were usually estimates, especially when it canme to
tax credits, because it depended who cashed the credits in.
She asked why the fiscal note did not include a future cost
proj ecti on.

M. Al per responded that the original version of the fund
cap fiscal note had included negative nunbers beginning in
FY 18, which had reflected the savings portion of the tax
credit bill. The conparable nunbers on the bottom portion
of the chart would be about $35 mllion to $40 nmillion in
FY 18; and about $60 mllion in FY 19. He explained that
how the nunbers were presented was up to the Legislative
Finance Division, but there were negative nunbers on the
operating side through grants and benefits in FY 18 through
FY 22; the nunbers could be included in the note.

Representative WIlson was not in favor of paying $800
mllion in the current year. She believed the commttee had
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made it clear to the conpanies that it would be great if
the state could pay the anmpunt in its entirety in the
comng year, but it was not the state's obligation. She
could not support reporting the bill out of conmttee with
an $800 mllion appropriation. She could support including
the $73 mllion with an explanation indicating the state
woul d owe the remainder in future years (i.e. FY 18 through
FY 20); she nmentioned the possibility of paying the owed
credits with potential new revenue.

Vice-Chair Saddler referred to the total fiscal inpact
shown on the fiscal note table. He asked if the anount
should be between $5 nillion to $20 nillion when backing

out the elimnation of the Cook Inlet tax cap. He furthered
that the table would read $110 mllion to $170 mllion in
FY 20. He asked if it was accurate to subtract the high and
| ow.

M. Alper replied in the affirmtive.

Representative Edgnon recapped his understanding of the
actions taken on the CS during the current neeting. He
sumari zed that the CS included a 2 percent hardening of
the tax floor, which represented the vast majority of the
savings; and the Cook Inlet cap was renoved. He surm sed
that the 2 percent hard floor would |ower the hundreds of
mllions of dollars in obligations that would be stacking
up in short order (as they were al ready doing).

M. Al per answered that the hardening of the floor at 2
percent would bring in a bit nore to the state, but it did
not change the credit spend obligation. He pointed to the
bottom half of the table and explained that the |[argest
portion reflected the Cook Inlet «credit changes (i.e.
reduction in the NOL and WLE credits). He pointed to FY 19
related to the NOL and QCE/W.E credits, which included
savings of $10 mllion to $20 mllion and $15 nmillion to
$25 mllion respectively. Below that information the table
i ncl uded savings and spending related to the com ngling of
the GVR with the NOL credit, which was where the reduction
in the future year's credit spend would be. He remarked
that it was a sonewhat esoteric technical correction nmade
on the North Slope. The hardening of the floor would bring
in a bit nore revenue. He directed attention to the bottom
three rows of the table related to non-refundable carry-
forward credits. He detailed that the top of the three rows
related to operating loss credits in the possession of
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maj or producers, which were not cashable; by |law they were
not able to get noney for their credits. The nunbers ($618
mllion in FY 17, $751 million in FY 18, $732 mllion in FY
19, and so on) represented credits the conpanies would hold
until the price of oil increased; at that point the
conpanies would use the credits to offset their taxes.
Under the CS the conpanies would be carrying nore credits
forward because the credits would not be offsetting the
floor so conpletely; they would only be offsetting half the
floor. The hardened 2 percent floor actually increased the
future liability of carry-forward credits. He pointed to
the second to last row ($676 million in FY 17, $941 nillion
in FY 18, $1.065 billion in FY 19), which becane the
adjusted estimate for carry-forward credits.

9:11: 51 PM

Representative Edgnon remained concerned that the CS did
not do enough. He detailed that there would be significant
obligations down the road, sone of which were already in
pl ace. He stated that he would not hold the bill up, but he
was not certain the commttee had done the job it should
have done.

Representative Pruitt asked if the governor had originally
intended to have the $800 mllion or so in current
liability paid off in the com ng year.

M. Al per answered that the governor's intent had been to
put a large sum of noney from the Constitutional Budget
Reserve into the tax «credit fund in advance of the
liability. The expectation had been that by the tine the
credits ranped down later in 2016 that the obligation would
be about $1 billion.

Representative Pruitt asked how nmuch the state would have
to pay if the legislature had decided to only pay off the
state's obligation for the current year.

M. Al per answered that the current year had an estinated
obligation of $700 million; the nunber had been reduced to
$500 mllion by the governor's veto, which Ileft an
estimated $200 million of the FY 16 obligation unpaid. The
FY 16 obligation rolled forward into the FY 17 obligation
therefore, the DOR spring forecast of $775 million included
$575 mllion in new obligation and $200 mllion in past
obl i gati on.
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Representative Pruitt stated that the veto had put off
paying $200 nmllion of the state's obligation for the
current year [FY 16]. He surmsed that because the CS
|owered the floor to 2 percent it would potentially nean
the state would push off Iliability into the future. He
asked how future liabilities would be nanaged. He wondered
if the legislature would have to appropriate noney annually
to cover the anobunt owed in the given year, which would
increase the wunfunded liability. He remarked that the
governor had at least a couple nore years in his role to
make the decision. Alternatively, he asked if the governor
would ask the legislature to appropriate the full anount
the state owed to the tax credit fund in order to pay
obl i gations as they canme due.

M. Al per answered that he could not speak for the governor
and how he nmay choose to approve appropriations in future
years. The appropriation nunber in the budget would
decrease because of the reforns nmade by the CS. He referred

to the $400-plus mllion estimate in two years; the nunber
would be reduced by roughly $50 mllion to $60 nmillion
based on the changes in the bill. Additionally, the

hardening of the floor caused the non-refundable carry-
forward NOL credits (held by the major oil conpanies) to
i ncrease. The conpanies would offset as much as they could
agai nst their taxes; the anmount would be small as long as
oil prices remained low. He detailed that the anount woul d
be 2 percent of the gross, the per barrel credit would get
conpanies to 4 percent, and the NO.L credits would get
conpanies from 4 percent down to 2 percent. He furthered
that once the price of oil increased there would be a del ay
of 3 nonths to a year fromthe increase in the price of oi
and when material anpbunts of production tax revenue were
generated. He explained that first, conpanies would use the
carry-forward credits to reduce their production taxes.

9:16:49 PM

Representative Wl son did not understand why the DOR fisca
note (OVB Conponent Nunber 2894) included the $800 mllion.
She did not believe the anmpbunt was part of the bill. She
agreed that it reflected the state's outstanding debt and
included the $73 mllion the state owed in FY 17,

M. Al per answered that it was not part of the bill. For FY
17, when factoring out the $73 mllion in the operating
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budget, the state's credit obligation was about $702
mllion; the nunber in the fiscal note was $800 mllion,
but the bill did not specify there would be an
appropri ation.

Representative WIson understood. She believed that
normally fiscal notes for a piece of legislation were
related to the legislation. She opined that the anount the
state chose to pay in the operating and/or capital budgets

did not follow the bill. She believed the notes associ ated
with the bill should reflect the actual savings or costs it
contained. She stressed that the bill did not include

anything to account for the particular fiscal note. She
wanted to avoid confusion about what the commttee was

voting on for the bill versus an obligation outside the
bill.
9:18:42 PM

Co-Chair Neuman believed the fiscal note was appropriate
because it represented the state's debt for oil and gas tax
credits. He relayed that the credit nunber had not been
known when the operating budget when the conmittee had
worked on the operating budget. He continued that the
commttee had just received the final nunber the previous
week; it was currently the first opportunity the conmmttee
had to look at past debt the state owed. The DOR
comm ssioner had confirnmed in a conversation earlier in the
day that the $800 million would be about what it would cost
to cover the state's debt associated with the credits. He
believed it was very inportant for the state to pay the
debt. He specified that the credits were part of the
contracts conpanies had entered into with | ending agenci es.
He thought it was logical for the note to travel with the
bill; it also paid off the state's debt on credit owed [$73
mllion in FY 17].

Representative Pruitt asked for verification that with the
fiscal note, the $4.1 billion budget passed by the
| egi slature increased to $5 billion.

Co-Chair Neuman replied in the negative. He believed the
cost would be outside the operating budget and would cone
fromthe CBR He did not believe the cost was intended to
be i nbedded in the budget cycle.
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Representative Pruitt respectfully disagreed. He reasoned
that if the anpbunt was added to the budget for FY 17 it
woul d be a part of the recently passed budget. He detailed
that the $900 million plus the $4.1 billion would make the
budget $5 billion. He wanted to be sure to be clear when
tal king to people that the budget was $5 billion.

Co-Chair Neuman replied that the operating budget produced
by the legislature to run state government services was
$4.1 billion.

Representative Pruitt remarked that the operating budget
had included the $73.4 billion for the tax credits. He
reasoned that the fiscal note added another $800 mllion
and it was not possible to separate the two itens. He
believed it was appropriate to include the anmobunt. He added
that the operating budget included the $73 mnmllion;
therefore, he estimted the total budget at about $4.9
billion with the inclusion of the remaining tax credits
owed.

Representative Gara OBJECTED to the fiscal note from the
House Finance Conmittee [OVB Conponent Nunmber 2894]. He
believed a fiscal note should reflect action taken in a
bill.

9:22:55 PM
AT EASE

9: 24: 05 PM
RECONVENED

Co- Chair Thonpson relayed that even though the fiscal note
reflected what the state owed, it could be dealt with at a
later tine. Ther ef or e, he W THDREW fi scal note QOWB
Conmponent Nunber 2894.

Co-Chair Neuman MOVED to REPORT CSHB 247(FIN) out of
commttee as anended w th individual recomendati ons and
the forthcom ng fiscal notes.

Representative Gara OBJECTED.

Co-Chair Thonpson clarified that fiscal note OVB Conponent
Nunmber 2894 had been wi t hdr awn.
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Representative Gara did not want to slow down the bill and
thought it should be voted on by the entire House of
Representatives. He remarked that a nunber of nenbers had

voiced their desire to see a different bill in various
ways. He did not support the current version of the bill.
He detailed that filling a $4.4 billion deficit required a
significant nunber of conmponents. He renarked that sone of
the conmponents were not wuniversally liked wthin the
| egislature. He believed sone conponents in the governor's
bill needed fixing, but it had also included savings and
revenue of around $500 nmillion. However, the CS brought
savings of potentially $90 mllion. He did not know where
the legislature would |ocate the extra $400 nmillion. He

surmsed that it would require adding the anount to future
debt, the Permanent Fund Dividend, an income tax, or other,
which he was not thrilled about. He detailed that the bil
had contained the easiest savings it had in a way that
could protect the state and treat industry fairly. He
conmmtted to doing his best to work with other |egislators
over the upcom ng days to hopefully cone out with a better
bill.

Representative Edgnon thanked Co-Chair Thonpson and his
staff Jane Pierson for their work on the bill. He reasoned
the bill was conplicated from every possible angle. He
believed the first thing was to set a fair structure that
provided the proper incentive to the primary industry
funding governnment in Alaska since 1980. He spoke to doing
what the state should be doing in terms of the nassive
revenue shortfall and trying to find a balance point. He
was not sure the bill found the appropriate balance. He
remarked that the bill would go to the other body and that
nore work would be done. He noted that perhaps sone of the
work would be delayed when the legislative workgroup
provi ded a nore conprehensive understanding of the give and
take, cause and effect, and how actions in the bill would
| ook over tine.

Representati ve Kawasaki thanked Co-Chair Thonpson for his
comuni cation on the bill and the procedures. He discussed
that the governor's bill had conme to the conmittee wth
maj or di sagreenments between commttee nenbers about whether
the policy was good or bad. The governor's expected fisca
i mpact had been around $800 million savings in the first
year, $440 mllion in year two, and $400 mllion in year
three. He remarked that the savings comng out of the CS
were significantly different ($24 nmillion in the first
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year, $140 mllion the next vyear, and $160 mllion the
following year); he did not believe the bill had anywhere
near the budget inpact he or the governor had antici pated.
He detailed that in the comng year the state would be
giving $135 nillion nore in credits than it received in
royal ti es and production tax.

Representative Kawasaki continued that the commttee had
heard from enalytica and Legislative Budget and Audit
anal ysts who had relayed the taxes provided by the state in
the Cook Inlet region in particular were nothing nore than
a subsidy since the state did not levy a profit-based
production tax in the region; he referred to an associ ated
report filed in 2015 related to the Cook Inlet subsidies

He stressed the need for locating cuts in the budget and
believed that the bill seened |ike a reasonable starting
point. He noted that many |egislators had talked about
revenue options in recognition of the huge deficit facing
the state. He whol eheartedly agreed that action needed to
be taken. He had thought the commttee would agree on the
bill. He highlighted bills pertaining to incone tax and a
restructuring of the Permanent Fund, which would hurt and
impact individual famlies. He explained that it was very
hard for him to justify supporting any of those neasures
when Cook Inlet and North Slope producers were held
harmess in the budget cycle in the future. He had hoped
the bill would be better. He did not support the bill.

9:33: 04 PM

Representative WIson believed the legislature needed to
decide if the state was or was not open for business. She
recalled a past Institute of Social and Econom c Research
(I SER) presentation, which had shown potential revenue and
how the state's budget gap would continue to increase. The
| SER presentation had illustrated that investnment by the
oil and gas industry was changi ng because the industry had
known if the gap becane |arge enough the state would | ook
to it for reprieve. She observed that the industry had been
correct. She reasoned that everyone had to pay and the
i ndustry had been paying. She asked nenbers where they
thought the state's noney had been comng from She

answered that the funds had cone fromthe oil industry. She
addressed gas, which had been primarily wutilized by
conpanies bringing up nore oil; there had been sone things

to help Southcentral and Interior Alaska also benefitted
because nmuch of its electricity cane fromthe area. She was
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di sappointed that there had been no explanation of all of
the changes in the CS. She referred to the final anmendnent,
which had fixed an error in the bill. She was concerned
there may be other m stakes existing in the current version
of the bill. She remarked that no industry or public
testi nony had been heard on the current bill version, which
she believed was considerably different and contained
numer ous policy changes.

Representative WIson was primarily disappointed that she
kept hearing the oil and gas industry needed to pay. She
stressed it was likely the legislature would not be | ooking
for nore noney fromindustry if government spending was not
out of control and the state's deficit was not as high. She
furthered it was the reason the |egislature was not | ooking
for as much out of the mning or fishing industry or the
box stores. She did not see anything easy about the bill

She referred nunerous testinony in opposition to changing
the tax structure. She enphasized that the bill would
change the tax structure again, but she did not know to
what extent. She believed many of the commttee nenbers
agreed for different reasons that their expectations on the

bill had not been net. She renmarked that nany |egislators
had fought hard for SB 21 because they believed in it; she
still believed in it. She had heard the nunber of projects

had and production had increased. She noted there had been
job losses on the North Slope on in the past year. She
spoke to her son's experience working for an independent
contractor on the North Slope and about how nuch had
changed in the past year. She detailed that people were
getting laid off throughout the state. She stressed that
i ndividual famlies were being effected by the budget and
by the current bill. She did not believe oil prices would
remain at their current |low prices. She added that she did
not believe it would rebound to $100 per barrel, but it
would inprove over current prices. She believed the
committee had just sent a major nessage to the oil and gas
industry that the state would change the tax system every
time it got into an issue.

9:36: 59 PM

Representative Gattis stated that there were already over
1,000 people hurting due to the |loss of jobs. She spoke to
changing another tax regine. She remarked that the
| egi sl ature had only inpacted between 50 and 75 state | obs.
She stated that the mgjority of the individuals working or
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who had worked on the North Slope were fromthe Mat-Su. She
stressed that no business would have the ability to stay in
business as the state continued to change the tax system
She recognized the state was in a budget deficit, but she
did not believe the |egislature was being equal across the
board. She struggled with the bill and would allow it to
nmove, but reluctantly.

Vi ce-Chair Saddl er spoke to the conplex nature of Al aska's
oil and gas tax system He considered the substantial
m ssion facing the conmttee, which included addressing the
policy goals of maintaining a net profits tax at a tine
when there was no profit to tax, maintaining production,
continuing to obtain royalties to pay the state's bills,
incentivizing oil exploration and production at present,
and preventing oil from drying up in the future. In terns
of cash flow, he observed it was difficult to resist the
desire to get short-termrevenue, but it would nean selling
the future short at long-term costs. He remarked that each
person cane to their own conclusions about what the bil
was, which were all accurate. He agreed that the bill did
not do everything everyone wanted it to do (e.g. it would
not pay all of the state's bills and did not do everything
possible to incentivize production). He surmsed that if
everyone was unhappy it may be a good m x. He reasoned that
the bill would be addressed by other |egislators as well
He noted that the bill was only one elenment of a conplete
response to the unprecedented oil price decline.

9:40: 30 PM

Representative Guttenberg thanked Co-Chair Thonmpson and his
staff for their work on the legislation. He discussed that
the price of oil had collapsed worldw de. He noted that
econonm sts had stated it nmay represent the end of "oil as
king." He discussed that the oil conpanies working in
Al aska were sonme of the richest corporations in the world.
He enphasized that the companies were investing in Al aska
because of the state's oil and gas resources; resources
maki ng the conpanies rich. He disputed the claim that oil
field workers and the support industry were being laid off
because of what the legislature was doing, albeit the
| egi sl ature would be blanmed for it. He believed the workers
were being laid off due to the price of oil. He surm sed
the oil industry was renegotiating its contracts wth
suppliers and subcontractors due to the decline in oi

price. He noted there was nothing wong with the strategy;
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it was what happened [in tines of price decline]. He
remar ked that apparently it was wong if the |egislature
did the sanme thing. He stressed it was difficult to support
a bill asking Al askans to subsidize the oil industry. He
equated the credits to grants and the legislature did not
know what they were actually doing. He continued that the
| egi sl ature recei ved aggregat e nunber s from t he
departnments. He referred to an earlier conversation on the
House floor about separation of powers. He noted the
committee was relying on the departnents to do significant
wor k. He reasoned at the end of the day the |egislature had
to do the people's work. He stressed that the state's
natural resources were the people's resources. He did not
support subsidizing conpanies to take oil out of the
ground. He believed credits offered to conpanies were nuch
too high. He continued that the legislature was asking
Al askans to cone to the table and he believed the bill
should be fair and equitable for Alaskans and industry. He
opined that the bill was not at that place and he
guestioned whether it would get there.

Co- Chair Thonpson thanked his staff his staff Jane Pierson
for all of her work. Additionally, he thanked Pete Eckl und
(staff to Representative Mark Neuman) and others. He noted

t he chall engi ng work and observed the bill was probably not
where it should be. He highlighted that SB 21 had been
passed when oil was around $100 or nore per barrel. He

detailed that no one had nodelled oil prices at $60 or
below to determ ne what would happen. He did not believe
the situation would be different if there was a different
tax reginme; he believed it was the economcs. He stressed
that no one had predicted oil prices would drop as |ow as
$26 per barrel. He opined that oil conpanies would stil
lay down their rigs because they did not want to pull oi
out of the ground and sell it for $26 per barrel. He
continued that there was a long way to go. He questioned
whet her the conmittee had done the right thing in the bil
and reasoned that maybe it had not. However, the conmttee
had put trenmendous work and thought into the |egislation
it was not possible to satisfy everyone. He thanked the
committee for its work.

Representative Gara W THDREW hi s OBJECTI ON
Representative Minoz thanked M. Alper for his work. She

relayed that he had helped the commttee understand the
conplexities of the state's tax system
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There being NO further OBJECTION, CSHB 247(FIN) was
REPORTED out of commttee with individual recomendations
and with one new zero inpact fiscal note from the
Department of Natural Resources and one new fiscal inpact
note fromthe Departnent of Revenue.

Co- Chair Thonpson discussed the neeting for the follow ng
day.

#
ADJ OURNVENT

9: 45: 56 PM

The neeting was adjourned at 9:45 p. m

House Fi nance Conmmittee 81 04/08/16 3:07 P. M



