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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 Iliquefied natural gas storage facility tax
credit, and the qualified in-state oil refinery infrastructure
expenditures tax credit; relating to the mininmumtax for certain
oil and gas production; relating to the mninmum tax cal cul ation
for nmonthly installnment paynents of estimated tax; relating to
interest on nonthly installnment paynents of estimted tax;
relating to limtations for the application of tax credits;
relating to oil and gas production tax credits for certain
| osses 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
fromthe oil and gas tax credit fund; relating to a m ninmm for
gross value at the point of production; relating to |ease
expenditures and tax credits for nunicipal entities; adding a

definition for "qualified capital expendi ture"; adding a
definition for "outstanding liability to the state"; repealing
oil and gas exploration incentive <credits; repealing the
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l[imtation on the application of credits against tax liability
for |ease expenditures incurred before January 1, 2011,
repealing provisions related to the nonthly install nment 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;
repealing the calculation for certain |ease expenditures
applicabl e before January 1, 2011; meking conform ng anmendnents;
and providing for an effective date."

- HEARD & HELD

HOUSE BI LL NO. 213

"An Act requiring the comm ssioner of natural resources to nmake
specific, detailed witten findings before restricting or
prohibiting a traditional nmeans of access to state |and, water
or land and water for a traditional outdoor activity, and
requiring certain public notice of a proposed restriction or
prohibition of a traditional means of access to state |and,
water, or land and water for a traditional outdoor activity."

- BILL HEARI NG CANCELED

HOUSE BI LL NO 282

"An Act relating to the board of directors of the Al aska Gasline
Devel opnent Corporation; adding |legislators as nonvoting nenbers
of the board of directors of the Alaska Gasline Devel opnent
Corporation; and providing for an effective date."

- BILL HEARI NG CANCELED
PREVI QUS COW TTEE ACTI ON
Bl LL: HB 247

SHORT TITLE: TAX; CREDI TS; | NTEREST; REFUNDS; O & G
SPONSOR(s): RULES BY REQUEST OF THE GOVERNCR

01/ 19/ 16 (H) READ THE FIRST TIME - REFERRALS
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02/ 05/ 16 (H) RES AT 1: 00 PM BARNES 124

02/ 05/ 16 (H) -~ MEETI NG CANCELED - -

02/ 10/ 16 (H) RES AT 1: 00 PM BARNES 124

W TNESS REG STER

HOUSE RES COW TTEE -2- February 10, 2016



RANDALL HOFFBECK, Conmi ssioner

Departnent of Revenue (DOR)

Juneau, Al aska

POSI TI ON STATEMENT: On behalf of the governor, assisted in
i ntroduci ng HB 247.

KEN ALPER, Director

Tax Divi sion

Depart mnent of Revenue (DOR)

Juneau, Al aska

PCSI TI ON  STATEMENT: On behalf of the governor, provided a
Power Poi nt presentation to introduce HB 247.

LENNI E DEES, Audit Master

Production Audit G oup

Tax Divi sion

Depart nent of Revenue (DOR)

Anchor age, Al aska

PCSI TI ON STATEMENT: Answered questions related to HB 247.

ACTI ON NARRATI VE
1: 03: 09 PM

CO-CHAIR DAVID TALERICO called the House Resources Standing
Committee neeting to order at 1:03 p.m Representatives d son,
Johnson, Hawker, Josephson, Seaton, and Talerico were present at
the call to order. Representatives Herron and Tarr arrived as
the neeting was in progress.

HB 247- TAX; CREDI TS; | NTEREST; REFUNDS; O & G

1: 04: 04 PM

CO CHAI R TALERI CO announced that the only order of business is
HOUSE BILL 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
t ax credit, and the qualified in-state oil refinery
infrastructure expenditures tax credit; relating to the m ninum
tax for certain oil and gas production; relating to the m ninmm
tax calculation for nonthly installnment paynents of estinmated

HOUSE RES COWM TTEE - 3- February 10, 2016



tax; relating to interest on nonthly installnent paynents of
estimated tax; relating to limtations for the application of
tax credits; relating to oil and gas production tax credits for

certain losses and expenditures; relating to linmtations 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
fromthe oil and gas tax credit fund; relating to a mninmm for
gross value at the point of production; relating to |ease
expenditures and tax credits for nunicipal entities; adding a
definition for "qualified capital expendi ture"; adding a
definition for "outstanding liability to the state"; repealing
oil and gas exploration incentive credits; repealing the
limtation on the application of credits against tax liability
for lease expenditures incurred before January 1, 2011,
repealing provisions related to the nonthly installnment 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;
repealing the calculation for <certain |ease expenditures
applicabl e before January 1, 2011; meking conform ng anmendnents;
and providing for an effective date.”

CO- CHAI R TALERI CO noted that Comm ssioner Hoffbeck and M. Al per
will continue their PowerPoint introduction of HB 247 that was
begun on February 3, 2016.

1: 04: 51 PM

RANDALL HOFFBECK, Commi ssioner, Departnent of Revenue (DOR),
clarified that in discussions over the last week it becane
apparent that the study being done by the Institute of Social
and Economic Research (ISER) will be nore high level than the
expectation he had left the commttee wth at the 2/3/16
nmeet i ng. He said an executive summary from | SER is expected by
2/ 11/15, a draft report by 2/15/16, and that Gunnar Knapp from
ISER is willing to testify before the cormmittee on the report.
The report, he explained, really is looking at the governor's
fiscal plan in general and the relative inpacts of the decisions
that woul d be nade on taxes versus cuts in enployees versus cuts
in capital versus using portions of the earnings versus reducing
the dividend, and the relative inpacts that each of those have
on the state's econonmy. The report, he continued, doesn't drill
down into the conpetitiveness of oil and gas based on which of
the credits remain and which ones don't.

1: 06: 27 PM
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REPRESENTATIVE HAWKER offered his appreciation for this
clarification. He said the inpact analysis that |SER had said
it would provide on all these alternatives - such as inpacts on
the nunber of jobs and total incomes by the sector, industry,
region, and distributional inpacts - had led him to think that
the report was going to address his concerns as a conmttee
menber, rather than being at a high |evel. His concerns are
about what the economc inpacts will be of the changes proposed
in HB 247 on the state's conpetitiveness, productivity, |obs,
econony, and people's |ives. He asked who will do this for the
adm nistration since it is not |SER

COWM SSI ONER HOFFBECK replied that at sone level |ISER is going
to do that but it won't be drilled down to the point of saying
that if a specific credit is reduced or elimnated what Kkind of
conpetitive inbalance that may create for a conpany and whet her

the conpany will invest and what that has in long-term inpacts
on production in the future. It will be nore an issue of a
specific tax may affect a different region differently. In
general, it will be nore at the |level of how $100 million in new

taxes woul d affect the econony.
1: 08: 26 PM

REPRESENTATI VE HAWKER renarked that this seens to be relying on
the | SER study that Comm ssioner Hoffbeck said wasn't going to
do this. He asked whether ISER will be exam ning the aggregate
effects and giving an inpact analysis of the effects of HB 247.

COW SSI ONER HOFFBECK responded he believes that it wll only be
to the extent of a general statement on taxes and that $100
mllion in taxes would have this kind of effect generally on the
econony. It will not drill down into the details of the bill on
a specific credit and what the inpact would be. It will be nore
of an overview of general tax policy.

REPRESENTATI VE HAWKER inquired whether Conmmi ssioner Hoffbeck
thinks that that is an adequate economc analysis for
| egislators to be able to make a valid judgenent on HB 247.

COWM SSI ONER HOFFBECK answered he doesn't believe the |SER
report will be sufficient for legislators to nake the decision
based on that particular report. He said [the adm nistration]
did not make the decisions in a vacuum - there were over 30
nmeetings with the various industry players and those that were
| oani ng agai nst the credits. He pointed out that [DOR] has the
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raw data that underlies the credits on where the credits have
been spent and what the results of those expenditures have been.
Good data was had in putting the bill together. Unfortunately,
however, nost of the data is in a format that [DOR] cannot
readily share with the commttee, but sone of that information
will come out when industry representatives testify.

1:10: 11 PM

REPRESENTATI VE SEATON related that he had not been anticipating
that the ISER study would be able to drill into conpetitive
advant ages and di sadvantages by individual areas of the state or
i ndividual oil conpanies and how they proceeded wth their
busi ness. A general orientation cannot be expected to provide

the specific inpacts on those elenents because [|ISER] doesn't
have the bal ance sheet or investnent detail that the i ndividua

oil conmpanies have and he expected to get that from the
i ndi vi dual conpani es. He expressed his hope that the conpanies
will be specific to each one of these credits because each

credit inpacts different conpanies in quite different ways.

REPRESENTATI VE JOSEPHSON agreed with Representative Seaton. He
said he attended as nany of Senate Wrking Goup neetings as he
could last fall and that industry attended all of the neetings
it was invited to, which may have been all of them He noted
[the legislature] just renewed [a consulting contract] wth
enalytica. He offered his understanding that opportunities have
been schedul ed for industry to tell the commttee its view

1:12:25 PM

CO CHAIR TALERI CO asked whether, other than the |SER report
anything nore wll be forthcomng that is a nodeling-type
report. He presunmed that industry could also provide the

commttee with nore of a structured-type nodel of how this would
all function.

KEN ALPER, Director, Tax Division, Departnment of Revenue (DOR),

replied that later in the presentation he wll talk about the
econonmc inpacts as well as how the various sectors wll be
i mpact ed. However, Co-Chair Talerico's question is a lot nore,

and is sort of subjective as to how specific changes on specific
sectors are possibly going to influence industry decision

maki ng. That is beyond what [the admi nistration] was able to
do, beyond what was learned directly from talking to the
partici pants who will hopefully be comng before the commttee.

He said he is sure that the consultants hired by the Legislative
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Budget and Audit Conmittee wll be offering their

bill.
1: 13: 53 PM

REPRESENTATI VE HAVKER r emar ked:

It's your bill, you' re asking us to pass judgenent on
a mpjor change in state's tax policy. This isn't just
a little tweak of tax credits, this is a mjor
economc shift in the way we approach oil and gas

t hought s.
[ The adm nistration] did not go to outside consulting services
specifically to parse into the individual provisions of

taxation in this state. And you're sinply offering it

to us wthout any advocacy, any explanation,

any

economc ... inpact analysis of the consequences of

the legislation that you are proposing. And you're
And

sayi ng, "Gk, you guys figure it out on your own."

if that's the case, that's great because then | don't

think you get the right to rebut what we do.

t he

COWM SSI ONER HOFFBECK responded that he can't totally disagree
with the aforenentioned. He wal ked the committee through the

process of how [the admi nistration] got to where it is:

Last year you saw the first cut of the first

indication of the inpacts that the oil and gas tax
credits had ... on the budget issues when the governor
vetoed the $200 mllion in the credits last year,

essentially to start the discussion on what it

was

that we could afford going forward in a credit
program ... That created the series of neetings that

we had over the summer, including the neetings

the full wunderstanding of the credits and who
using them and how they were being used.

t hat
Senator G essel sponsored, to try and just really give

was
It

started honing in on just how big of a pie did we
have? How much revenue do we have? And how nuch of

the credits would fit within that revenue pie?

That

becanme the balance of what credits could we nmaintain,
which ones we sinply couldn't, how we could
accommodate as many of the concerns ... as we possibly

could on the people that we had talked to and came up
with a balance of ... this is what we feel is what we

have available to offer for credits. ... W weren't in
the discussions saying whether credits were good or
bad or whether credits were [a good or bad policy].
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What we were trying to do was retain as nmany of the
credits as we possibly could wunder the current
econom c situation the state was in. So that was one
of the driving factor of the discussion.

1: 16: 46 PM

REPRESENTATI VE HERRON asked why [the adm nistration] chose not
to hire the services of outside consultants.

MR. ALPER responded there are a nunber of reasons, the first
being that he is very proud of DOR s Tax Division staff and the
people at the Departnent of Natural Resources (DNR). These
enpl oyees have had "many years of experience working in this
field and we relied on their counsel and their thoughts and
their analysis.” A lot of what is being done is nunber
crunching that doesn't necessarily require industry-specific
experience. He continued:

We are constrained. W don't have the noney for
outside consulting services that we mght have had
several years ago as part of the larger fiscal issues
of the State of Alaska. |If you go back, M. Chairnan,
to previous major oil and gas legislation that's been
before this body, although the admnistration's cone
in with a lot of outside services, really it's been

guantitative services: this is how nuch noney this
change would be if you ... did that different, the
dol I ar amount woul d change to that. No one was really

specul ating on what changes in behavior mght be.
They were nodeling what the inpact would be if certain
behaviors A, B, or C were to occur, not saying the
i keli hood of any of themto occur. W could pin down
with sone certainty what the dollar value of these
changes is, but what we don't believe we have the
ability to predict, which no one has the ability to
predict, is how any specific player in the industry is
going to react to these changes.

1:18:37 PM
REPRESENTATI VE HERRON i nquired whether data and presentations by
DOR and Econ One for Senate Bill 21 were utilized [for HB 247].

He further inquired as to how involved was DNR i n devel opi ng the
proposed policy and changes in HB 247.
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MR. ALPER answered that the nodeling from Senate Bill 21 was
inmportant in that it created the new nodel as to what the new
tax structure is. The changes proposed in HB 247 are built on

the base of Senate Bill 21. The tax rate, the per-barrel
credit, the newoil-specific benefits are unchanged in the bil

before the commttee. None of the nodeling for Senate Bill 21
predi cted an additional anobunt of new activity, that wasn't part
of the conversation. Li kew se, [DOR] is not predicting new
activity or less activity through this process. He said DOR

conversed with DNR throughout as there are pieces of the bil

and pieces of existing law that tie in nore closely to DNR s
operations than others. For exanple, DNR is very connected to
the Exploration Tax Credit system which has sonething of a pre-
approval process relating to data subm ssion requirenents. Over

the fall, DNR presented multiple tines to Senator Gessel's
wor ki ng group about how rmuch value DNR perceives from the data
that it gets. In response to that, even as the Exploration

Credits begin to sunset this sunmmer, [DOR] tried to find a
mechanismin this legislation to continue to ensure that DNR can
have that data for the function of its own planning purposes and
mar keting of Alaska's resources to the world. He said Director
Feige [of DNRs Division of Ol & Gas] is a close colleague and
he and Director Feige spoke many tinmes about this bill as it
worked its way through the devel opment process.

1:21:07 PM

REPRESENTATI VE SEATON understood that DOR s presentation is on
the bill's inmpact on the state budget, the resources that the
state does or doesn't have, and how to pay for those. It is not

to supersede and say what the inpact is on the industry or
i ndi vi dual players, but the inpact on the budget.

COWMM SSI ONER HOFFBECK replied that the notivating factor behind
having to make a change was the inpact on the budget. But, he
poi nted out, a trenendous anount of work was done directly wth
the participants who use these credits and |oan against these
credits to find out what the inmpact on those particular
i ndi viduals would be before the specific selection of conponents
within the bill was put together. For [DOR s] purposes that is
nore robust than what a consultant would tell [the departnent].
There is not a way to present that information to the commttee
in this forum because nost of that information is proprietary
i nformation.

1: 22: 20 PM
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REPRESENTATI VE SEATON proffered that these credits are an
investnment of state dollars and he hopes that [DOR] has Net
Present Value <calculations on what the value of those
investments would be over the life of a field. The state is
investing hundreds of mllions of dollars and he would like to
know whether that is a good investnent for the state based on
the Net Present Value of the inpact that is going to occur.

COWM SSI ONER HOFFBECK i nqui red whet her Representative Seaton is
meani ng the Net Present Value of what has al ready been invested
or what will be invested in the future.

REPRESENTATI VE SEATON clarified that if [the state] is making an
i nvestment of $100 million through this kind of a credit, he is
nmeaning to get a feel of what is that Net Present Value going to
yield back to the state over tine.

COWM SSI ONER HOFFBECK responded there are two ways to address
that. One, DOR can look at the history of the credits that the
state has already paid and what the Net Present Value inpact
effect of those credits are. He said DOR has hesitated to do
that because certain pieces are still unknown. Sonme of the
credit expenditures are on fields that are still in devel opnent
so it is hard to say what the Net Present Value of those credits
are until such tinme as sonme of these fields cone online and
actually start to produce. As far as the go forward, he said
DOR can certainly within its data see where it would be best to
spend that $100 million because the history can be seen of what
has occurred up to this point in time and which fields are
progressing and which ones aren't. Unfortunately, that again
gets into that granularity of the data that is difficult for DOR
to bring forward to the commttee.

MR. ALPER added that the Tax Division has over the |ast severa

months developed a Ilifecycle field nodeling structure that
didn't formerly exist. He said it was in many ways built in
honor of M. Janak Mayer of enalytica, the Legislative Budget
and Audit Commttee's consultant, who developed a simlar nbde

in looking at field costs and present values during various
pi eces of oil legislation. So, for a typical 50 mllion barre

field, DNR can now say what the wupfront cost is, what the
upfront credits are, and what the state can expect to get in the
backend from production taxes, royalties, and the Ilike, given
various cost and price options. And then from that there is a
cash flow to the state - a Net Present Value. The division has
run sonme scenarios in response to specific requests and 1is
prepared to share that nodel and its results with the conmttee
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i f asked. Where it gets hard is to talk about specific actua
fields because that gets into the internal decision nmaking of a
speci fic conpany.

1: 25: 50 PM

REPRESENTATI VE HAWKER charged that M. Alper just threw this
back at enal ytica. He stated enalytica is here to provide the
| egi sl ature independent analysis of what [the admi nistration] is
doing, not to nake the case for [the adm nistration's] bill and
work for [the adm nistration].

MR. ALPER apol ogi zed and st at ed:

W're not expecting enalytica to do our work for us

What | just said was we tried to copy sone of their
met hodol ogy and sone of their nodeling which we found
to be very insightful and very robust. And there is

no great magic to it as long as the analyst in
question has the mathematical skills to be able to
build the nodel. And we built a nodel that in many
ways replicated what they had previously done for the
| egi sl ature.

1:26: 32 PM

REPRESENTATI VE HAWKER asked whether he is correct in recalling
that in earlier testinony it was said that the notivating factor
behind the construction of HB 247 was the inpact on the budget.
COWM SSI ONER HOFFBECK answer ed:

The notivation to go down this path and |ook at

credits was the budget. The notivation was not to go
in and redefine oil and gas taxes and credits wthin
the State of Al aska. It was just a recognition this

was a very large expenditure that the state was
carrying, that we needed to see whether there was a
way that we could reduce sone of that liability during
ti ght budget tines.

1: 27: 18 PM

REPRESENTATI VE HAWKER returned to earlier testinony that | ast
year's $200 million veto was notivated by the belief that the
state just didn't have that noney to spend; it was a nobney
noti vated and budget focused veto al one. He recounted that the
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veto had profound consequences on the ability of Alaska's
working industries to secure financing, to the fact that an
entire consortium of international bankers w thdrew noney that
was on the table for Alaska's industry and literally threw them
into the tizzy that the admnistration had to deal wth al
sumer . He asked whether the admnistration had anticipated
t hat kind of consequence when naking that budget deci sion.

COWM SSI ONER HOFFBECK replied the admnistration expected it
woul d have sone collateral effects. For sonme of the nore stable
financing situations where the project was a | ong ways al ong and
driving towards the finish line, the admnistration probably
didn't recognize that those funds would be pulled back as well.
It took several conversations with the industry to explain the

process that the credits were still good. Then they felt
confortable and essentially started to |oan again. "W
recognized it would have sone inpact," he said. "There is no

doubt about that."
1: 29: 07 PM

REPRESENTATI VE HAVWKER returned to an earlier statenment by M.
Al per that the admnistration is not predicting new or |esser
activity through the enactnent of this bill. However, he
argued, it seenms there is evidence that a $200 mllion cut to
the tax program had profound ripples. As just acknow edged,
there were consequences on industry, sone of which were
unanti ci pat ed. He asked whether [the adm nistration] is truly
now not predicting new or |esser activity or that there will be
consequences of passing HB 247. He further asked whether [the
adm ni stration] cares about the consequences, wants to know what
they are, and what |[the admnistration] thinks wll be
precipitated through this bill on the econony.

MR. ALPER responded that the governor's veto was not the first
step in a process, the conversation began earlier in the 2015
session. He expl ai ned:

The governor published an op-ed that talked about our
credit spend being out of alignment with our greatly
reduced production tax revenue, that suddenly we were
spendi ng nore. There's a lot less elasticity in the
credit spend than there is in the revenue when the
price of oil goes down. Therefore, instead of the
credits being a reinvestnent of sonme portion of a very
| arge revenue stream had actually grown to becone
| arger than the revenue stream So the idea was put
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on the table we needed to do sonething different. The
veto was not the ideal nethod of solving the problem

sinply, but it was the only tool available to the
governor at that nonent. As | said in ny earlier

presentation, this is a two-step process. The credits
are earned because of industry activity. They're
cl ai ned, they get audi t ed, they get given a
certificate; a certificate is a paper asset. Those
certificates are then owned by conpanies, which they
could either use against tax liability if they have
tax liability; they could sell them to another conpany
who m ght have tax liability; or, with funds
avai l able, sell them back to the state - have them
repurchased through the tax credit fund. What the
governor did was veto and cap the anount of noney
available to the tax credit fund and didn't in any way
change the credits available on the street. I n doing
so, there's a certain uncertainty because the credits
that belong to people are suddenly - who are expecting

to get paid back - aren't going to get paid back.
VWhat we're attenpting to do with this legislation is
actually create a little bit nore certainty. | f

there's fewer credits being earned but we're going to
ensure that the amount being earned is in line wth
the funds available, then at |east when people nake
their decisions they can have sone certainty that
they'Il be able to get paid back on their credits.
VWhat nmakes nme nervous is the possibility of there
being hundreds of mllions of dollars of credit
certificates out there wthout there being funds
avai l able to buy them back. | think that causes nore
of a ripple effect and uncertainty in the industry
than sinply trying to pare back on the programitself.

1: 32: 07 PM
REPRESENTATI VE HAVKER st at ed:

That was the governor's own budget that had those
credits in it. ... Those were not |egislative ads,
t hose were the governor's own budget that he commtted
to the industry, to the banking industry, to the
expectations of what the word of this government was
going to be, and then he reneged on it. But, frankly,

this bill we've got in front of us, the governor also
canpai gned very strongly on not touching the taxes
under Senate Bill 21, and we're here doing that. I
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can understand the need to reassess. But again, if

you're going to reassess ... | would like to know what
you think the consequences are going to be on the
econony of t he state of Al aska, j obs, our

conpetitiveness in the wrld, an analysis of what you
think is a fair share, how nmuch governnent take are
you expecting, how nuch do you think is a fair share

What | keep hearing is that we're not going to get
that, we're supposed to figure it out on our own.

COW SSI ONER HOFFBECK answer ed:

Again, | think that sonme of that information will cone
out when the producers testify. The decisions that
were made on this bill were done not in a vacuum in
di scussions with the people that use these credits.

We tal ked very openly ... they shared with us what
the inpact of these various credit changes m ght be
and that largely framed sone of the decisions that we

made on ... what's still in the bill. Hopeful Iy that
information conmes out in that testinony. And as
Director Al per said, we can provide sonme information
based on past practice on ... what the inpact of the
credits have been, but we're going to present it wth
the caveat that | think the jury's still out on sone
of that. And so if we cone in and say that the Net
Present Value on a barrel of oil is X and then

sonebody brings in a much larger field all of a sudden

that could change dramatically. W just want to nake

sure ... that we don't draw too hard of a line in the

sand with that information. That's one of the reasons

we haven't been actively floating out that information
it's early.

1: 34: 17 PM

REPRESENTATI VE TARR recounted that in 2013 the |legislature
passed a bill repealing tax credits for other industries, such
as the film industry tax credit, which began the conversation
about whether the State of Al aska could afford all the credits
and industry incentives that had been put in statute. She
surmsed that this wouldn't be the only industry credit that's
under consideration right now.

COW SSI ONER HOFFBECK replied "exactly correct,” and added that
| ast year there was a fairly substantial bill that renoved the
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filmtax credit from the statutes and with many of the simlar
conversati ons.

1: 35: 21 PM

COCHAIR TALERICO requested M. Al per to continue [the
adm nistration's] PowerPoint presentation, "Gl and Gas Tax
Credit Reform HB 247," which he had begun presenting at the
2/3/16 comm ttee neeting.

MR. ALPER recapped slides 1-22, noting that [on 2/3/16] he
di scussed the first two of the presentation's four sections: 1)
the history of how the tax credit system developed and the
systeml's aggregate cost, and 2) how the different features of

the bill would work, such as the changes that would be made to
exploration, to the Cook Inlet system and to the mninmm tax.
He explained that today he will discuss the third section of the
presentation which is a sector specific analysis. Bef or e
addressing slide 23 he noted there is not a lot of governnent
take in the bill, it's primarily a reduction in governnent
out | ay. The only place that government take is substantially

inmpacted is in the sections regarding the m nimumtax.
1: 36: 59 PM
MR. ALPER turned to slide 23, "Bill Inpact: Exanple Scenarios,"”

to outline how the changes proposed in HB 247 would inpact a
North Sl ope major producer. He said very little would happen to

a North Slope producer. If oil prices are high, at the |evel
they've been in recent history, there is no change. The 35
percent base tax rate of Senate Bill 21 is in place and the

sliding scale per-barrel credit is in place if that oil
production is eligible for the Goss Value Reduction (GVR);
there are no changes made to those fundanental aspects of the
system If the prices drop below approximately $85 a barrel,
that's the point at which the mnimum tax is typically
triggered; it varies from producer to producer based on that
producer's individual econom cs. But in that world they are
currently paying a 4 percent mninum tax under existing |aw
The bill would increase that mninum tax to 5 percent. That 1
percent increase in the mninumtax reflects roughly $50 nmillion
in revenue in the fiscal note. If there is an extended period
of very low prices, as is the case right now, a second aspect of
the change to the North Slope major producer would kick in.
[Currently,] once a mmjor producer goes negative for one year,
the producer can use the percentage of its operating |oss, the
Operating Loss Credit, to offset taxes and go below the m ni mum
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tax and pay at a zero level until the producer works its way
through its Operating Loss Credit. House Bill 247 would harden

the floor - it would make it so that these credits can't be used
to reduce the paynents below the mninmm tax. The m ni mum t ax
would need to be paid at the 4 percent, or, if that provision
survives, at 5 percent. The credits remain alive, the producer

in question would carry those credits forward to a subsequent
cal endar year when hopefully prices have recovered sufficiently
that the producer has tax liability and can use its operating
loss to offset its tax liability in a future year.

1:38: 57 PM

REPRESENTATI VE HAWKER recalled M. Alper's prefacing statenent
as being that HB 247 would have very little inpact on a North
Sl ope maj or producer.

MR. ALPER offered his belief that the sentence in question was
conpleted with "at the prices we've seen in recent years." At
hi gher prices there's no inpact (indisc.--sound interruption)
producers and that he then highlighted what the specific inpacts
would be as prices are lower, both mldly lower or as it is
right now in an extended period of very |ow prices.

REPRESENTATI VE HAWKER noted that the commttee doesn't have the
impacts from [the adm nistration]. He asked whether M. Al per
woul d change his opinion on the bill if it is docunented by the
producers that there would be significant inpacts on a North
Sl ope maj or producer.

MR. ALPER responded that there is another change in the bill
(indisc.--sound interruption) that would inpact |arge conpanies
comng to do work in Alaska that aren't current major producers,
simlarly sized conpanies who don't currently exist here. Those
conpanies would be prevented from being able to cash in their
credits; they would have to hold them and use them against
future tax liability. Right now, the existing law for nany
years has been that the large producers cannot get cash for
their credits and nust carry them forward. The hardening of the
floor is tied intinately with the idea that they can't get cash
for their credits, that they have to carry them forward, and the
bill is saying that now the major producers are being asked to
carry them forward anot her year and not use themto offset their
m ni mum tax paynments. The adm nistration believes strongly that
peopl e should pay the mnimumtax; if there is a mninmumtax the
m ni mum tax should actually be the nunber that's paid. \What is
being attenpted to do here is prevent situations where certain
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credits could be used to reduce paynent below the mninmum tax.
“If a multi-billion dollar conpany sits before us and says that
that's going to fundanentally consequentially harm their ongoing
operations, | look forward to hearing that testinony," M. Al per
said. "But we're talking about a relatively small nunber in the
broader scope of this bill, we're talking about the 4 percent
m ni num t ax. "

REPRESENTATI VE HAVWKER remarked that the aforenentioned response
finally got to the answer he was | ooking for.

1:41: 32 PM

REPRESENTATI VE JOSEPHSON inquired whether the third bullet on
slide 23 is the provision where under current law a North Sl ope
producer could essentially pay no taxes and, through the Net
Qperating Loss Credit, the State of Alaska would be
i nadvertently paying for the production wthout seeing any
revenue except perhaps fromroyalty.

MR. ALPER answered that royalties, corporate inconme tax, and
property tax are not inpacted by this bill and are not inpacted

by these credits in any way. Model ing has been done for
scenarios in which oil prices stay at a fixed price for a
certain nunber of years. What starts happening in the second

and third year of lower prices is that there's enough Operating
Loss Credits from the major producers that they are able to
conpletely offset their mninumtax. He posed a scenario for an
oil price of $50, the price predicted in fiscal year 2016 by the
Revenue Sources Book, which is about $40 gross after

transportation cost. About 160 mllion taxable barrels is
produced from the North Slope every vyear. That's about $6.5
billion worth of value, that's what the oil is worth at the
wel | head. A 4 percent mininumtax is $250 mllion. In a pure
mnimum tax that's the production tax revenue DOR woul d expect.
Currently this year DOR is expecting $150 million. The
di fference between those two is: about $50 mllion is being

offset by the Small Producer Credit being used to reduce tax
l[iability below the mininum tax and another $50 million from
Operating Loss Credits from nmmjor producers. If low prices
continue for a couple of years, that nunber will reduce to zero
and DOR woul d expect to get nothing fromthe production tax.

COWM SSI ONER HOFFBECK noted that there is another provision in

the bill that deals wth new oil, which nay be the one that
Representative Josephson is nore concerned about and could
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actually drive the credits to sonething greater than the val ue
of the | oss.

REPRESENTATI VE JOSEPHSON surm sed that is where it gets into the
st acki ng phenonena.

COWM SSI ONER HOFFBECK offered a correction, stating that that is
anot her circunstance.

MR. ALPER added that the stacking provisions are not so much
relevant on the North Slope anynore because of the so-called

"spendi ng-based credit" - the Capital Expenditure Credit - which
was repealed through Senate Bill 21. Al so, the Exploration
Credit will sunset this sumer. So, it is unusual that the sane

project would be getting two credits for the sane expenditure in
the North Sl ope today.

1:44:15 PM

REPRESENTATI VE SEATON inquired about how and when the Net
Operating Loss Credit is calculated. As an exanple, he noted
that one oil conpany doing business in Alaska does publish
public reports and this conpany's consolidated incone statenent
shows a loss of $67 nillion, but the adjusted earnings show a

positive earnings of $482 nmillion.

MR. ALPER replied that the Al aska production tax code is very
much a cash flow based tax. The entire sector - the North Sl ope

as a whole, Cook Inlet as a whole - is commngled for tax
pur poses: how nmuch did the conpany earn and how nuch did the
conpany spend, and that includes not just operations of the
conpany's current field, but, for exanple, investnent in a
future field on the North Slope <counts towards the tax
cal cul ati on. Not considered, however, s depreciation for

exanple, which is a factor of the federal tax code that inpacts
corporate incone taxes but doesn't inpact Alaska's production
tax. He offered his belief that it doesn't include other taxes,
noting that current code (AS 43.55.165(e)) has a long list of
all the ineligible deductions, such as |obbying expenditures,

spill cleanup from lack of deferred maintenance, and other
t hi ngs added as part of the production profits tax (PPT) and the
2007 bill, Alaska's Cear and Equitable Share (ACES). It's a

calculation of allowable expenses from actual revenue, that's
the | oss. There aren't these adjustnents that are seen in the
federal tax code with the biggest and nost obvious one being
depreciation. The Operating Loss Credit is a flat nultiplier, a
percentage of that nunmber. |In calendar year 2015 that nunber on
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the North Slope was 45 percent. So, a conpany that shows it

spent $100 million nore than it earned would have a $100 mllion
operating |oss. The conpany would earn a $45 mllion Operating
Loss Credit that, in the aforenmentioned scenario of a few

m nutes ago, could be used to reduce its taxes below the m ni num
tax to the extent of that $45 mllion.

1: 46: 35 PM

REPRESENTATI VE SEATON asked whether any credits that a conpany
earns from the State of Alaska, other than the Net Operating
Loss Credit, count into that cash flow or are accounted for
separately.

MR. ALPER deferred to M. Lenny Dees for a definitive answer.

LENNI E DEES, Audit Master, Production Audit G oup, Tax Division,
Department of Revenue (DOR), responded that other credits are
not counted in that particular 1loss calculation. The | oss
calculation is done by what are called segnents; for instance,
the North Slope oil and gas production is a particular segnment

for a conpany. That loss calculation only takes into account
the revenues from the oil and gas that's produced and sold by
that particular conpany for that segnent, |ess the annual |ease
expenditures for that particular segnent. The annual |ease
expenditures for that segnent are conprised of the operating and
capi tal expendi t ur es. To the extent that those |ease

expendi tures exceed the revenues for that particular segnent, a
conpany woul d have a net operating |oss for that segment.

1:48:15 PM

REPRESENTATI VE SEATON inquired whether the 35 percent credit
agai nst | ease expenditures counts into the revenue picture or
| oners expenses before the |oss is cal cul at ed.

MR. DEES answered that the 35 percent is the value of a
deduction for a conpany regardl ess of whether there is a |oss or
profit for that particular segnent. For instance, if a conpany
has a positive production tax value, which is when the revenues
exceed the |ease expenditures, the inpact of those |[ease
expenditures on the taxes is calculated such that for every
dol |l ar of |ease expenditure that the conpany spends it gets a 35

percent deduction against the actual taxes that will be due for
that particular segnent. But, if a conpany doesn't have a
positive production tax value, i.e. it has a net operating |oss,

the 35 percent is then applied to the excess of the |[ease
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expenditures over the revenues to deternmine the credit for that
particul ar segnent.

COWMM SSI ONER HOFFBECK offered to put together sone slides that
show the cal cul ati ons because it is easier to see them then it
is to explain them

REPRESENTATI VE SEATON sai d that woul d be hel pful.

MR. ALPER pointed out that the back pages of the Decenber [2015]
Revenue Sources Book have a stylized, sinplified version of the
production tax calculation in the aggregate for fiscal years
2015, 2016, and 2017. Fromthese it can be seen how the barrels
are calculated, and then the per-barrel spending, and how the
different elenments of the cal cul ati on work through.

1: 50: 44 PM

REPRESENTATI VE HERRON commented that Conm ssioner Hoffbeck has
come up with a great idea. For exanple, the Econ One anal ysis
was presented in slides, graphs, and nodeling that were easy to
see. Being able to look at pictures is helpful and he would
therefore reconmend that Comm ssioner Hoffbeck and M. Al per
show the commttee in graphs and slides what they are trying to
expl ai n.

MR. ALPER agreed to provide the aforenentioned type of
presentation when the admnistration is next invited before the
conmittee.

1:51:53 PM

MR. ALPER resuned his presentation, turning to slide 24 to
address the bill's inpacts on North Slope new or smaller
producers. He explained that these are the conpanies in
production and operating fields that aren't the three major
producers. These conpanies, for the nost part, cane to Al aska
in the last 10 years or so. At higher oil prices where the
underlying tax system of Senate Bill 21 remains in place, these
conpanies won't have any change. They wll have their

production, Goss Value Reduction, taxation, and $5 per barre

credit; for the nost part those new fields are eligible for the
Gross Value Reduction, the new oil benefit from Senate Bill 21.
He continued, noting that prices below $85 barrel wll be
material to these conpanies. Under the structure of current |aw
the per-barrel credit for new oil can reduce tax liability to
zero, as opposed to legacy oil where the mnimum tax, the 4
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percent floor, kicks in and nust be paid. House Bill 247 woul d
add the 4 percent mninum tax to so-called new oil, to oil
eligible for the Goss Value Reduction, and therefore the newer
and snaller producers would be asked to pay a mninmm tax on
their production. Anot her inpact on these conpanies, he said

is one of the nore technical provisions. Currently, if a
conpany has an actual operating loss, the Operating Loss Credit
isn'"t tied to the loss, it ties to the loss as additionally
subtracted from by the Goss Value Reduction, thus creating a
| arger | oss, a paper loss, which has led to circunmstances where
[the State of Alaska] has paid Operating Loss Credits greater
than 100 percent of the anount of the | oss. Under HB 247 that
ability would be lost by those conpanies - the Operating Loss
Credit would be limted to the size of the actual |oss.

1: 53: 58 PM

MR. ALPER noved to slide 25 to discuss the bill's inpacts on a
North Sl ope new project developer, an entity that is not yet in
production and has a project or discovery that is in the
devel opnent phase. He explained that these conpanies earn the
Net Operating Loss Credits as a normal part of their business

The annual cycle is that every year [DOR] gets applications, the
conpanies prove up their expenditures, and DOR wites them a
check. Under HB 247 the 35 percent Net Operating Loss Credit
woul d continue to be earned w thout change. However, what could
change is the nmethod by which those credits are paid back, and
there is a fork in the road in that it depends on the nature of

t he conpany. A large multi-national conpany, which is defined
in the bill as having annual revenues in excess of $10 billion
would no longer be eligible to get cash for its credits and
woul d have to hold onto its certificates until the future year

when it is in production and has a tax liability and can fully
offset future tax liability against the loss credits that the
conpany has earned during the devel opnent stage.

REPRESENTATI VE HAWKER asked whether this provision would apply
only to multi-national conpanies or to both multi-national and
donesti c corporations.

MR. ALPER replied that a large Anerican conpany with $10 billion
worth of annual revenue that doesn't operate in any other
country would fall wunder this provision. The specific |anguage

in the bill says global revenues in the prior calendar year in
excess of $10 billion.
1:55:47 PM

HOUSE RES COW TTEE -21- February 10, 2016



MR. ALPER returned to slide 25 of his presentation to address
the alternative fork in the road, explaining that a snmaller
conpany that doesn't neet that threshold would be able to
continue to get cash rebates for its tax credits. The
[imtation that would be inposed by HB 247 is to put a $25
mllion per conpany per year cap on the anount of State of
Al aska cash that it can get. Amounts in excess of that would
have to be carried forward to a subsequent year and it 1is
possible that it could take multiple years to use up the credit
dependi ng on the size of the project. The nunber of $25 nillion

was not pulled out of thin air, it is from historic state
statute that was put in place with the PPT bill in 2006. Prior
to 2006 there was no ability for the State of Alaska to
repurchase credits. 1In 2006 the ability to do so was added with
a specific cap at $25 nmillion per conpany that was subsequently
elimnated wth the passage of the ACES bill in 2007.

1: 56: 48 PM

REPRESENTATI VE JOSEPHSON i nqui red whether there have been snal
conpanies that have sought nore than $25 mllion for new
devel opnent . If the answer is yes, he further inquired as
whether it would be an exanpl e of what Representative Hawker was
tal king about where there could be some observable slowdown of
the incentive to devel op a new project.

MR. ALPER confirmed that [the State of Al aska] has paid credits
well in excess of $25 mllion to individual conpanies within a
year, small conpanies as well. Wen the definition of small is
|l ess than $10 billion a year in annual revenue, that's different
than the nom and pop grocery store down the street and, yes

[the State of Alaska] has spent well in excess of that per
conpany and it is reasonable to say that corporate decisions
m ght be nmade differently if a limtation is put on that, if the
State of Alaska is no longer going to be spending nore than $25
mllion per conpany per year.

1:57: 57 PM

MR. ALPER noved to slide 26 to discuss the bill's inpact on a
Cook Inlet existing producer. He explained that this is the
person who is producing oil or gas, selling the oil through the
refinery, and/or selling the gas through the local utilities or
the liquefied natural gas (LNG plant in Cook Inlet. Currently,
Cook Inlet existing producers pay very low or in nost cases zero
t axes because of the Cook Inlet tax cap. In those cases where a
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conpany is required to pay the 17 cent per thousand cubic feet
(MCF) gas tax, that tax is often offset nearly conpletely, or
conpletely, by the Small Producer Credit in Cook Inlet. So, the
State of Alaska receives very little, if any, tax revenue from
Cook Inlet, yet those conpanies that are currently in production
and not paying taxes are eligible for the current credit
repurchase through the <capital and well |ease expenditure
progr ans. [ The State of Al aska] pays these conpanies for 20-40
percent of their capital and well spending regardless of their
profitability or whether or not they are paying taxes. As the
bill is witten, repeal of those credits nmeans sinply that the
producer that doesn't have operating loss is not earning
refundable credits; the producer would continue to pay zero
taxes and the tax caps under current law would remain in place
t hrough the end of 2021.

1: 59: 16 PM

REPRESENTATI VE JOSEPHSON rel ated that a nmenber of the other body
appl auded the effort in toto but said the admnistration should
reverse this proposition and tax the production while retaining
the credits because the net effect to Al askans would be better
doing that. He asked whether this is sonething that the
adm ni stration has thought about.

MR. ALPER responded that the administration hasn't specifically
nodel ed it, but has talked about it. To put the nunbers in
perspective, he pointed out that the entire wellhead value of
all oil and gas production from the Cook Inlet |ast year was
about $800-$900 nillion. He said he doesn't know offhand what
the profitability of that is and what the production tax or the
net profits tax inplication would be. This specific provision
elimnating those spending credits is $150 mllion or so out of
the fiscal note. The adm nistration is not necessarily opposed
to tal king about reintroducing the Cook Inlet tax or elimnating

the Cook Inlet tax caps; it's not part of the bill before the
comittee. If the administration was to go there, sinply
repealing the cap l|anguage would likely be insufficient. The

underlying tax regine in Cook Inlet is sonething of a hybrid of
multiple existing taxes and would require sonme nodification.
The administration would need to work on a specific proposal for
a new Cook Inlet tax regine.

2: 00: 53 PM

REPRESENTATI VE HAWKER recalled that as recently as five or six
years ago the communities reliant on Cook Inlet gas were having
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bl ackout drills in expectation of not having adequate gas to
keep the heat and Ilights on in the mddle of wnter.
Legi slation was passed that specifically targeted and intended
to pronote exploration and developnent and to increase and
provi de energy security in Southcentral Al aska. He inquired
whet her the adm nistration can tell him and give him any kind of
assurance that the consequences of inplenenting HB 247 as it is
being presented will not cause the industry to revert to the
practices it had before those |egislative changes were nade.
Regarding the word practices, he explained that it was not |ike
anybody intended, it just didn't work economcally in the Cook
I nl et. The 1l egislature nade econom c changes, the Cook Inlet
Recovery Act recovered the inlet, so he is asking for assurance
that an anal ysis has been done that shows these proposed changes
will not cause the inlet to revert to the status it was before
and put his community back at risk of blackout drills and not
havi ng enough energy for heat and lights in wi nter.

COW SSI ONER  HOFFBECK answered that the dynamics of Cook Inlet
are dramatically different today than five years ago when it was
a market | ooking for gas and no gas behind the pipe to fill the
pi pe. The incentives that were put in place worked. There is
now gas behind the pipe and several fields are not being
devel oped sinply because they lack a market to spend the capital
to finish the development. He said he cannot give the assurance
that ten years from now Southcentral won't be back in that
si tuation. But he can say that right now that is not an issue
and there is additional gas that can be brought online in the
near future when a market exists. Qualifying that he is not
trying to be too cavalier, he asked whether victory can be
decl ared and nove onward. Maybe the particular set of credits
that were in place for the time they were in place worked.
Things are at a stable point now Maybe five years down the
road credits mght have to be introduced if it is seen that a
shortage is on the horizon, but to continue to pay credits at a
point in time where, quite frankly, the credits m ght be going
to pay for an export project at a time when the State of
Al aska's budget is tight is sonething [the admnistration]
doesn't see as being the proper use of state resources.

2:04: 01 PM

REPRESENTATI VE HAWKER stated the aforenmentioned is disturbing
because investnments requiring long lead tines are involved.
It's like turning an aircraft carrier, the wheel is spun but the
carrier doesn't turn on a dine and that is what is being dealt
with in regard to these Cook Inlet oil fields. He said he would
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love to declare victory and go hone, but is asking to be shown
sonme evidence that victory can be declared. At the |last neeting
he was asked to trust the admnistration and while trust is a
wonderful thing, when it cones to the economcs here he doesn't
know t hat he wants to put his community at risk on faith.

COWM SSI ONER HOFFBECK replied that [DOR] will work with DNR to
put sonet hi ng together.

REPRESENTATI VE HAWKER requested that in addition to DNR he woul d
like to receive assurance from Southcentral utilities that they
feel confortable there wll be adequate gas remaining behind
their pipes for the foreseeable future.

COWM SSI ONER HOFFBECK agreed that would be good testinony, but
noted he is not the one who can get those utilities before the
comm ttee.

CO-CHAIR TALERICO said he wll see what can be done in this
regard.

2: 05: 13 PM

REPRESENTATI VE SEATON requested that the analysis include the
price of gas because at the tinme the |egislature went forward
with the credits gas producers were |osing noney producing the
gas. Since then the Regulatory Commi ssion of Alaska (RCA) has
changed the structure so that now gas produced in the Cook Inlet
is the nost profitable gas in the whole U S., and people wll
i nvest when they can nmake a profit. Heavy subsidies are needed
when a regulation is in place that nmeans sonething wll be sold
at a loss, and that's the situation Cook Inlet was in. He said
he would therefore like to see those coincident timngs of when
the credits cane in as well as when the gas price went from
$2.25 to $7.00 per MCF, neaning that it becane profitable. This
needs to be investigated as a subsidy, he continued, because
[the State of Alaska] is subsidizing these conpanies, these new
devel opnents, and if the only use for that gas is export then it
must be |ooked at very strenuously to see if it is in the
state's best interest to be subsidizing and the state naybe

losing the entire net value as well as its royalty value,
corporate incone tax, and any small anmpunt of production tax for
a conpany to export and make profit overseas. He further

requested that the analysis be put into a graphic fornmat.
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COWM SSI ONER HOFFBECK agreed to include those nunbers in the
anal ysis, but cautioned that it will be very difficult to parse
what was a credit effect versus a price effect.

MR. ALPER added that sone of these issues were tal ked about in
the Senate Wrking G oup presentations. There was definitely,
frankly, a political dynamc in Cook Inlet. The RCA at the tine
was rejecting supply contracts that had higher prices to them
That led to the producers doing |ess work, and sone of the
supply shortages were due not necessarily to lack of gas but to
| ack of work done to develop that gas. He allowed that this is
a disputable concept, but said those issues have |largely been
resolved not just through Alaska's tax credit system but through
the increase in the price of gas, suddenly it is nore econom ca
to produce gas in the Cook Inlet. He noted that he earlier gave
the nunmber of $800-$900 million as the entire value of the
annual production from Cook Inlet. A nunber he gave during |ast

week's presentation to the conmttee was that about $400 mllion
was paid in tax credits by the State of Alaska to Cook Inlet oil
and gas explorers and devel opers. So, a little bit less than

half of the entire value of the entire resource was paid by the
State of Alaska through tax credits |ast year.

2:08: 25 PM

MR. ALPER turned to slide 27 to discuss the bill's inpact on a
Cook Inlet new field devel oper. He explained that the Net
Qperating Loss Credit is currently being received by those
i ndi vidual s who are not operating, aren't yet selling resource.
The Net Operating Loss Credit is 25 percent in [Cook Inlet], but
that is typically stacked, neaning it could be received
al ongside either the 20 percent Capital Credit or 40 percent
Wel | Lease Expenditure Credit. Typically an expenditure will be
one or the other. The conpanies will try to get as much as
possible into the 40 percent category, of course, and those
expenses which mght not qualify for the 40 percent wll
typically qualify for the 20 percent. So a weighted average in
the 30-35 percent range is typical stacked with the Net
Qperating Loss Credit. That neans 50-60 percent of the cost of
a new field developnent is being directly subsidized by the
State of Al aska through the refundable tax credit program under
current | aw. Wth the repeal of the Cook Inlet credits, the
Capital and Well credits, the State of Al aska would continue to
support that activity but at a reduced level of 25 percent,
which is the Cook Inlet Net Operating Loss. He returned to
sonething he said earlier about reinstituting the tax, noting if
that were to happen that's one of the oddities out there - the

HOUSE RES COW TTEE - 26- February 10, 2016



Cook Inlet's underlying tax is the 35 percent tax from Senate
Bill 21, but the Cook Inlet Net Operating Loss is the 25 percent
from ACES, so it is sonmething of a hybrid system Limted by
that 25 percent Net Operating Loss Credit there would be the
same fork in the road that he described for the North Slope: a
| arge conpany, national or multi-national, with $10 billion of
annual revenue would have to hold its credits for use against
future tax liability; a smaller conmpany would be limted by that
$25 mllion per conpany per year cap and would have to carry
forward nunbers in [excess] of that. Typically the Cook Inlet
projects are smaller in scale than the North Sl ope projects, so
nore of the conpanies operating in Cook Inlet are likely to fall
into that $25 mllion cap situation, whereas sone of the
newconers comng to the North Slope are nore likely to fall into
the $10 billion situation.

2:10: 44 PM

REPRESENTATI VE HERRON inquired whether that $25 mllion [cap]
woul d hurt those conpanies that are not |large and are not small.

MR. ALPER responded that <currently in Cook Inlet a conpany

investing $100 mllion a year, which is a good-sized conpany,
would at the end of the year get a $50-$60 million credit. If
HB 247 passes and the conpany did the exact sane activity it
would get a $25 million credit. So, it would hurt the conpany
to the extent that it would be getting $25-$35 nillion |ess
state dollars for its project. To the extent which that makes

that project feasible or nore or less profitable is inpossible
to say w thout |ooking at individual specific projects.

REPRESENTATI VE HERRON returned to slide 25 to ask the sane
guesti on. He said there are people who are not large nulti-
national but they're definitely not smaller, and this new
[imtation would definitely hurt barrels going into the
pi pel i ne.

MR. ALPER answered by posing a scenario in which a md-sized
conpany is spending $400 mllion a year on the North Sl ope,
t hereby earning $127 mllion from the 35 percent Net Operating
Loss Credit. |If that conpany could only cash in $25 mllion per
year, it would nean the rest of the credits would roll forward
into the next year and the next year. If the conpany were to
keep investing $400 mllion a year and it becones a multi-
billion dollar project - yes, there would be a big stack-up of
deferred credits that mght beconme a large future liability for
the State of Alaska or those credits start to sunset after 10
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years. He posed another scenario in which under current |aw a
conpany spends $2.5 billion on a mjor project on the North
Sl ope that takes 10 years. Wiile that is great for barrels in
the pipeline, jobs, and econonic devel opnent, that $2.5 billion
at 35 percent is $875 nmillion - the State of Al aska would be
witing $875 million in checks to that conpany in advance of the
first dollar that the State of Alaska received in production
taxes, corporate income taxes, or anything else, although maybe
alittle bit of property tax. The intent of HB 247, he said, is
to sinply constrain the State of Alaska's cash flow to what is a
feasi bl e nunber given its fiscal realities.

2:13:43 PM

REPRESENTATI VE HAWKER opined that over the years discussions
have occurred throughout the Capitol about the inportance of
having a tax structure that levels the playing field, of giving
every conpany equal access and ability to do work in the state.
He maintained that HB 247 is clearly defining a prejudice and a
di scrim nati on agai nst bi gger conpanies, which may or nmay not be
a good thing. If it's good to discrimnate against those big
conpanies and it is wanted that they have to use their credits
only against their own future tax liability, then why not apply
that to everybody? Equal footing would be that all conpanies
use the credits offered by the state to offset their own future
ear ni ngs. He posed a scenario in which a big multi-national
conpany that operates alnost exclusively in southwest Africa
decides to invest a small anobunt of capital on a small project
in Alaska and asked why it would be wanted to discrimnate
against that investnent. Throwi ng statutory, intentiona
discrimnation into Al aska's tax code seens problematic, so, he
asked, why not just have everybody use the certificates against
their future liability and save the State of Al aska the cash
that [the adm nistration] is concerned about.

2:15: 33 PM

MR. ALPER di sagreed that there's sone inherent discrimnation in
this. He continued:

There's existing discrimnation in current law - |if
you want to call it that - that says if a conpany
produces nore than 50,000 barrels per day in Al aska
they're not eligible to get <cash for their tax
credits. Those conpanies nmust hold those certificates
and carry them forward. That was witten to apply to
basically three conpanies - the mjor North Slope
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producers. The expectation was those conpanies would
have relatively large tax liabilities and woul d offset
their credits against their liability. But if they
don't, which is the circunstance we're in right now,
they're forced to carry them forward. But part of the
rationale there, | believe, is that these are by their
nature large conpanies wth balance sheets and bank
accounts and diversified investnent portfolios that
they could afford better than a smaller conpany to
hold the tax credit certificate on their bal ance sheet
and get the value for it later rather than comng to
the state for cash. ... Wiat we realized in discussing
possi bl e future liability, and somne of this
conversation started when we were before this
committee talking about [the Arctic National WIldlife
Refuge (ANWR)] during the previous session, is the
| arge conpanies who don't operate in Alaska are in
many ways very simlar to the |large conpanies that do
operate in Alaska - they're global, diversified, have
bank bal ances, balance sheets - and we don't need
necessarily to be witing checks to those conpanies.
They can hold those credits on their bal ance sheets.
It's the snmaller conpany, especially the conpany that
m ght be formng itself for the purpose of an Al askan
investnment that's going to have the nore inmm nent cash
flow need and that's why if we were going to protect
to a limted extent state cash for credits, we wanted
to limt it those who nost likely were going to be in
need of that cash in the short term So we created a
line that said "if you aren't in this |arge conpany
category then you can get the cash, but if you are you

can wait." That was the decision we nmade and we chose

a nunber. | don't believe that nunber is carved in

stone, but the theory behind it, | believe, is sound.
2:17: 35 PM

REPRESENTATI VE TARR asked whether this is to also address the
i ssue of a conpany that is not well resourced that then goes out
of business prior to having a tax liability and the state is
| eft having given the credits to the conpany.

MR. ALPER responded that the State of Al aska doesn't want anyone
to go bankrupt to save the state tax credit noney. That woul d
be an wunfortunate reality. Bankruptcies are awkward for all
concerned and the state is facing sonme snmaller ones in the
industry right now To a certain extent, if the benefit package
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gets too generous, if the State of Alaska is paying too large a
percentage of things, it is possible that certain inefficient
decisions mght be nmade, that nore speculative or less likely
for success projects mght be funded due to a conpany's
expectation that its risk is nmuch snmaller because the state is
going to pay close to tw-thirds of its noney and the conpany
could take that | oss. It is reasonable to say that perhaps the
projects that do go forward are the ones that have better
fundanentals and are nore likely to result in success.

COW SSI ONER  HOFFBECK added that this doesn't do anything
directly to protect the State of Alaska from having to pay the
credits if a conmpany goes bankrupt. He explained that if a
conpany has earned the credits, the credits becone an asset of
whoever is doing the bankruptcy proceedings; the State of Al aska
cannot stop frompaying the credits if a conpany earns them

REPRESENTATI VE SEATON noted that bankruptcy is an issue and is a

real issue for Alaska suppliers. For exanpl e, Buccaneer went
bankr upt . Suppliers sold fuel to Buccaneer, were paid by
Buccaneer, and Buccaneer burned the fuel. Then suddenly the

bankruptcy court comes back to the suppliers saying that they
got paid within 90 days of when Buccaneer decided to declare for
bankruptcy and now the suppliers nust return to the bankruptcy
court the noney that was paid for the fuel that Buccaneer burnt.
The sanme thing occurred with the services provided in the Homer
har bor where the dockage had to be refunded. He announced he
has an amendnent on the bankruptcy issue that he wll Dbe
bringing forward when the committee gets to anendnents.

2:20: 25 PM

REPRESENTATI VE SEATON, addressing the high amunts of the
credits, stated that the credits are predicated on the idea that
it is much nore expensive to do projects in Al aska than anypl ace
else in the U S  Because the credits would |ower the cost of a
proj ect going forward, Al aska would then get a conpetitive fina
i nvestment decision because the credits would equalize costs.
He related that last summer Hilcorp testified before the Senate
Wrking Goup that it had worked out procedures that have
lowered its costs to the sane as in the Lower 48. Hi | corp
further testified that it was noving those procedures to the
North Slope and anticipated having equivalent costs on its
activities there. At sone point in time, he opined, the credits
must be | ooked at, and how nmuch is being given, and whether the
credits are pronoting inefficiencies in conpanies; the State of
Al aska shouldn't be subsidizing inefficiencies. He said he
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would like to see it addressed as to how nuch the State of
Alaska is offsetting or subsidizing and how much is really
necessary with sone of the technical and new conpany innovations
that are com ng.

2:22: 01 PM

CO- CHAI R TALERI CO pointed out that a small conpany can be a $50
mllion investnent or a $400 mllion investnment or upwards of $2
billion if the conpany is not going to bring in $10 billion
The tinme value to the noney that a conpany invests is critica
to that conpany continuing forward, nore so than an attached
nunber . Gven [the admnistration's] earlier statenent that
there may be flexibility in the proposed nunber, he urged that a
percentage basis be considered rather than a nunber because it
is hard to define a certain nunber when there is such a big gap.

MR. ALPER agreed that the tinme value of noney is substantial and
material and that the talk is about asking people to defer
receiving cash fromthe state for potentially a nunber of years.
He said the corollary to that is the status quo of continuing to

spend half a billion dollars year towards a program in an
environnment where the State of Alaska's annual general fund
revenue is less than $2 billion, down approximtely two-thirds

fromwhat it was a couple of years ago. All these factors are
what's before the legislature to weigh as nmenbers look at this

bill and other |egislation noving forward.

2:23:58 PM

MR. ALPER noved to slide 28 to discuss the bill's inpacts on the
Interior/Frontier area explorer. He explained he is limting it
to the explorer because there is no real production yet in the
Interior/Frontier areas. Explorers are currently receiving the

65 percent credit for exploration and 50-60 percent for
devel opment. What does that nmean? It's a stack of things. The
Expl oration Incentive Credit is about 40 percent and the Net
Operating Loss Credit is at 25 percent, and these explorers are
eligible for both. Once past the exploration phase it becones
nore of a developnment activity where there is the weighted
average of the Wll and Capital Expenditure credits of 30-35
percent stacked with the 25 percent Net Operating Loss Credit
for the 50-60 percent. [Under HB 47] the Capital and Well
credits would go away; so, under the devel opnent phase, projects
in the Frontier areas would only receive the 25 percent Net
Operating Loss Credit, which is conparable to what the change
would be in Cook Inlet. However, wunder a provision inserted

HOUSE RES COW TTEE - 31- February 10, 2016



into the exploration statutes as an anmendnent to Senate Bill 21,
the exploration credits extend through 2022. So, the qualified
expenditures of conpanies in the Frontier areas of the state
where new production is wanted, and nany of which are Native
corporations, wll get paid by the State of Al aska at the 65
percent rate for at |east another five or six years while they
prove up their exploration.

2:25: 34 PM

REPRESENTATI VE JOSEPHSON noted that Senate Bill 21 provides for
the State of Alaska to pay 65 cents on the dollar to the folks

in the Nenana Basin for their efforts. He said he has been to
presentations by these folks and thinks they are earnest and
honest about their prospects. He understood that there hasn't

yet been any production.

MR. ALPER replied correct. He recounted that in presentations
before Senator G essel's working group, Doyon, Limted, sounded
like it is in sonmething approaching active devel opnent and is
hoping to bring some production online. Model i ng was presented
showi ng that even though the State of Al aska supports it wth
credits at this level and even though the taxes are quite |ow
due to caps in other statute for the Interior, the State of

Alaska wll receive royalties that wll nore than offset its
i nvest ment . However, he pointed out, the preval ence of state
land is not as wdespread in the Frontier areas. The centra
North Slope is state |land and so are large areas of Cook Inlet
where the oil and gas devel opnment has been, which neans the

State of Al aska receives the royalty. But, for a major project
on privately held land or corporation |and, even if that project
woul d be eligible for hundreds of mllions of dollars in credit,
there mght not be any material amounts of revenue coming in
sinply because the State of Al aska doesn't get the royalties,
soneone el se does.

2:27:16 PM

MR. ALPER reviewed the bill's revenue inpacts outlined on slides
29-30. Qualifying that it is a rough estinate because there are
SO many noving parts, he said [the adm nistration] believes the
bill is worth about $500 million in the fiscal year 2017 budget.
O that $500 million, approximately $200 million [per year] in
credit certificates would not be issued, things that currently
result in credits being issued that are no longer going to
exist. This is primarily fromthe repeal of AS 43.55.023(a) and
(I'), the Capital Expenditure and the Well| Lease Expenditure in
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the non-North Slope areas; those are worth roughly $150 nillion.
The remaining $25-$50 mllion worth of credits would be from
elimnation of the so-called |oopholes - the ability to increase
the size of an operating |oss and a few other m nor provisions.
Regarding the second set of $200 million [per year] in credits,
he said [the admnistration] could legitimtely be accused of
ki cking the can down the road. There are $200 nillion worth of
certificates that are going to be earned, that are going to be
held, but are sinply not going to be cashable this year. They
are going to be used against sone future year's tax liability in
a year where hopefully there is nore tax revenue. These are the
entities that fall under the repaynent capped at $25 nmillion or
the $10 billion large conpany cap. That gets it to $400 million
with the rest being $100 nmillion in additional revenue. About
$50 mllion of that $100 million cones from raising the floor
from 4 percent to 5 percent. About another $50 million comnes
from hardening the floor - preventing certain credits from being
able to be used to reduce paynents below the mninmumtax. A bit
of additional noney, probably less than $25 mllion, conmes from
the increase in interest rate. That nunber would increase a
little bit over tine, but because it is nostly tax assessnents,
delinquent taxes, it is noney that would find its way into the
Constitutional Budget Reserve once it is eventually paid, rather
than the general fund.

2:29: 35 PM

REPRESENTATI VE JOSEPHSON surmised that if a constituent was to
ask him what the historic cut is under this proposal, it would
be more accurate for him to say $300 nillion rather than $500
mllion because the other $200 nmillion will be paid by the State

of Alaska if there is a future tax liability, which is a huge
conti ngency.

MR. ALPER agreed that that is a legitinate point to make. He
concurred that the net effect would be about $300 million. The
i medi ate effect when tal king about balancing the budget that's
before the legislature this session is $500 million, mneaning the
i npact on the fiscal year 2017 budget.

2:30: 22 PM
REPRESENTATI VE HAWKER inquired as to what the total governnent
take on industry would be in the fiscal year 2017 budget as a

percent rate of expected revenues based on the currently
projected low oil price scenario.
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MR. ALPER answered that renodeling has not been done of tota

government take including tax credits in the current |ow price
scenario. He said there is a bit of an unusual circunstance now
because the mninmum tax does lead to sone very high governnent

t ake cal cul ati ons. For a conpany |losing noney and paying a
mnimum tax it creates an infinite governnment take on the
production tax. However, the tax credits are sonething of an

offset to that that haven't previously been built into the
government take calculations. He said he would Iike to get back
to the commttee on that as he is very curious. It's only fair
to look at the change in governnment take, both on the tax side
and on the credit side, in the aggregate. The conversation on
government take is a little bit msleading when tax credits are
not included in the conversation, he continued. During the
hearings on Senate Bill 21, tax credits were not discussed when
governnent take was being discussed. The baseline nunber, the
consensus nunber, on Senate Bill 21 was an expectation of tota
government take in the 65-68 percent range across a w de range
of prices, but today's prices are outside that expected range
M. Al per allowed he doesn't know to what extent those nunbers
have noved given current reality and he would like to find out.

2:32: 09 PM

REPRESENTATI VE HAVWKER asked whether he heard M. Al per say that
the intent of this bill is to take an industry that today is
actually losing noney and inpose an infinite increase in taxes
on them by basically saying "you' re |osing noney but we're going
to rai se your taxes."

MR. ALPER replied these are |large conpanies that operate over
mul ti-year cycles. Their business nodel, as he understands it,
expects highs and lows and things are very nmuch in a |ow sw ng
ri ght now. A small increase in the mninum tax would increase
their down at this nonent of the cycle and that could be said
wi t hout hesitation.

REPRESENTATI VE HAWKER concluded that the short answer is yes,
[the admnistration] intends to increase taxes on conpanies
al ready losing noney in the state of Al aska.

MR. ALPER responded yes.

2:33: 03 PM

REPRESENTATI VE OLSON noted that DOR recently conpleted the 2008
ACES production tax credit and that DOR has seven nore to go
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that are overdue. He understood that [the Tax Division] cut
back one of its nmaster tax auditors and didn't l|ook for any
additional people for oil and gas audits. He inquired how
things are going to get done on these proposals if the division
is already seven years behi nd.

MR. ALPER answered he doesn't like to think of it as being
behi nd. [The Tax Division] is on target and hasn't mssed any
deadl i nes, he said. Wile closer to the statute of limtations
than he is confortable with, [the division] has zero intent of

m ssing any deadlines and everything will be done before the
deadl i ne. [The division] is also on an active program to speed
up sonewhat. Qualifying he isn't sure what Representative

A son's audit master question is exactly about, he said that
during the last legislative session one audit master position
was cut in the current year's budget. That position was held by
a person who was pronoted and becane a deputy conmm ssioner and
[the division] chose not to refill the position. An audit
master position is being elimnated in the current budget, but
that person has really not been working on production tax issues
and has been functioning in nore of an econom c research role.
The core audit staff doing the day-to-day work of review ng the
information from conpanies, being in comunication wth the
conpani es, doing all the calculations and making sure that the
nunbers add up, is a solid core group of workforce that [the
division] is not |looking to cut.

2: 34: 38 PM

REPRESENTATI VE OLSON understood the 2008 audit generated $285
mllion.

MR ALPER replied $265 mllion in assessments and pointed out
that not all of that was paid, sone is under dispute right now
t hrough the appeals process with one or nore of those producers.

REPRESENTATI VE OLSON surnised a |lot of noney is hanging out on
t he ot her seven audits.

MR. ALPER offered his belief that just as DOR has gone through a
| earning curve on what is and isn't legal in the world of a net
profits tax, so are the conpanies. He said he expects that over
time the audits will go cleaner and faster as all of the bugs,
rules, and procedures get worked out. Once DOR has rejected
sonmething a couple of times industry is going to stop claimng
it again. While he is not exactly sure how much noney is on the
table, he said he wll be able to talk to this and other
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committees before the end of this session about the 2009 audit
conpletions and those nunbers, as well as DOR s strategy for
accelerating its audit process and catching up on these audits.

2:36: 02 PM

REPRESENTATI VE JOSEPHSON understood that this is not unusual
historically in Alaska and has been the history of oil and
royalty debates since 1977. For exanple, the ARCO tax period in
the 1980s wasn't resolved until the 1990s, which was several
hundred mllion dollars, and Anmerada Hess which was over a
billion dollars.

MR. ALPER answered, "It's a litigious industry and ... there's a
ot of vague transactions that are prone to differences in
interpretation.” It's a conplicated topic. The af orenentioned
cases were nore nulti-year lawsuits that resulted in |arge back
paynent s. The noney in these two |awsuits, as well as the
current tax assessnents in which [DOR] says a conpany owes nobney
for short-paying its taxes in a prior year, is not general fund

noney and does not bal ance the budget. The entirety of that
noney goes to the Constitutional Budget Reserve. | f the noney
in question results froma royalty shortfall, which was the case

for a lot of the older lawsuits, the appropriate percentage goes
to the permanent fund and the remaining to the Constitutiona

Budget Reserve. He pointed out he doesn't want to hope for a
couple billion dollars because that nmeans people were abusive in
their tax filings. Rat her, he wants to hope that the nunber is
zero and everything is buttoned down just right. However, if

there is a large anpbunt of noney that cones to the state it's
not going to have any imedi ate i npact on the budget deficit.

2:37:50 PM
REPRESENTATI VE OLSON asked whether it is advantageous to the
state to have it take seven years, given [the state] would be

making 11.5 or 12 percent interest.

MR. ALPER replied the interest rate through January 1, 2014, was

11 percent. Wth the effective date of Senate Bill 21 the
interest rate, including on old things, reset to the statutory
rate of 3 percent over the federal discount rate. It noves
every quarter and this current quarter is 4 percent. He said he

doesn't want to speculate on industry behavior, but when it was
11 percent and DOR assessed the tax, conpanies tended to pay it
and then go through the protest process because if conpani es got
paid back they got paid back with interest. Now it's nore in
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their interest to not pay the assessnent and protest because the
additional cost of nore tinme is only 4 percent.

REPRESENTATI VE COLSON understood that alnost two-thirds of the
2008 audit was interest.

MR, ALPER responded no, about $150 million was tax and about
$115 million was interest, roughly 40 percent.

REPRESENTATI VE OLSON asked whether the interest goes to the
Constitutional Budget Reserve (CBR)

MR. ALPER answered yes, the entirety of the paynent goes to the
CBR and there is a process for that. The CBR is also used to
pay refunds if there is an assessnent and an appeals process in
whi ch the conpany wins or a settlement is nade sonmewhere in the
m ddl e. The CBR al so pays reversed tax assessnents.

2:39: 19 PM

REPRESENTATI VE HAWKER paraphrased M. Alper's earlier statenent
as being "that the oil and gas industry in the state of Al aska

was ... 'litigious.'™ He said one definition of litigious that
he cane across defines it as being "unreasonably prone to go to
law to settle disputes.” He asked whether M. Al per believes it

is unreasonable for the oil and gas industry in the state of
Al aska to have legitimate chall enges with assessnents of taxes.

MR. ALPER replied he was not specifically limting his comrent
to Al aska. The industry engages in very large transactions in
very diverse areas all over the world and oftentinmes there are
di sputes over valuation. Saying he doesn't want to question the
dictionary definition or the reasonableness of anything, he
noted that everyone has the right to the |egal process whether
the sinplest citizen, or the largest conpany, or the State of
Al aska itself; that's why the | egal process exists.

REPRESENTATI VE HAWKER asked whether M. Al per believes the oil
and gas industry is unreasonably prone to go to law to resolve
t hose di sputes.

MR. ALPER responded no, he does not believe that anyone is being
unr easonabl e.

REPRESENTATI VE JOSEPHSON stated that what he heard was "it's a

litigious business" and that he thinks M. Al per was referring
to both sides.
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MR. ALPER t hanked Representative Josephson for clarifying.
2:41: 15 PM

MR. ALPER drew attention to slide 30, "Revenue Inpact," noting
that DOR s fiscal note is a little bit unusual. He explained:

W are able to highlight $500 million in the i medi ate
year, but our forecast of future tax credit expense

tends to decline as you go into the out years. And
that's not necessarily tied to actual expectation of
less credits being spent, it's actually tied to our
production forecast. W can only forecast oi

production if we know the project has been sanctioned
and is going to happen. W tend to add projects as we

get closer to the present. ... W are |ooking at
things three and four years from now, we don't know
what wells are going to be drilled; Iikewise we don't

know what credits are going to be earned. So there's
a natural tendency for our estimte of tax credit
spending to increase as you get closer to the present.
So when you look at the fiscal note before you ... you
will see smaller nunbers as far as the savings and
expenditure. Those nunbers are pegged to our official
forecast of tax credit spend, which is the Revenue

Sources Book, reduced by $50 nmillion. W' re
essentially saying that we expect to reduce our credit
spend to ... $50-%$100 mllion per year in future years
from what ever the nunber would be as we get closer to
the present. ... Qur forecast only includes known
proj ects. W have a very conservative forecasting

met hodol ogy and it's not for this commttee and this
hearing, but we could discuss the evolution of our
forecasting nethodology; it's actually gotten nuch
nore conservative in recent years. Mst new projects,
anything that folks mght talk about and has cone
before this comrttee when you speak to industry and
say "we want to do A B, or C" those are projects
that haven't been sanctioned yet, are not yet in our
credit forecast, and if they were to actually happen
woul d i ncrease the expected spend given current |aw

2:43: 07 PM

MR. ALPER noved to slides 31-32, "Inplenentation Cost," noting
that in the transition, nost of the changes in HB 247 have an
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effective date of July 1, 2016, neaning until that point current
|aw remains in place. He defined "honoring existing credits" as
nmeaning that $700 mllion in tax credits is expected to be
claimed this fiscal year but only $500 mllion is going to be
pai d. That's the limtation of the appropriation, so there is
going to be $200 mllion hanging past at the end of fiscal year
2016. He said [DOR] is estimating $425 mllion in credits that
woul d under normal circunstances be paid next year. These are
al nost entirely credits earned in the past calendar year - the
conpani es spent the noney, did the projects, and are going to
file their taxes in March and claimall of these credits. Then
there is whatever would be earned in the first half of the
present cal endar year before the effective date of the bill.
That gets to a nunber sonewhere past $800 mllion, l|eaving a
little bit of room for wunanticipated circunstances. Roundi ng
up, $1 billion would be put into the tax credit fund to ensure
there's adequate funds to clear the deck of whatever credits
m ght be earned prior to the effective date. The fiscal note is
a bit unusual in that the operating budget has $74.3 million in
it, a nunber that cones out of a statutory fornula. The fisca
note adds $926.6 million, which is the difference between that
nunber and $1 billion, for the so-called transition fund. It
woul d be an appropriation fromthe Constitutional Budget Reserve
into the oil and gas tax credit fund.

2:44:49 PM

REPRESENTATI VE HERRON recounted that the governor has said these
tax proposals are nostly witten in pencil because the
| egislature is going to weigh in on it. He requested that M.

Al per informthe coommttee as to which places are witten in pen
and which places are nust haves.

MR. ALPER replied, "I think the governor says it's all witten
in pencil." The intent, the goal, he continued, is to reduce
the amount of noney that the State of Al aska spends every year
from the current nultiple hundreds of millions of dollars to a
nore manageable nunber in line with the State of Al aska's
avai |l abl e resources. He said he has conplete faith in the
ability of the conrmittee and the rest of the legislature to cone
up with a solution that does not need to be exactly what [the
adm ni stration] is proposing.

2:45: 43 PM

MR. ALPER turned to slide 32 to continue his discussion of the
i npl ementation cost. This is a bit larger than the fiscal notes
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that will be seen on sone of the other smaller revenue bills, he
poi nted out, because a lot of reprogrammng is involved. [ The
Tax Revenue Managenent System (TRMS)] is a very conplicated tax
system it works very well to do the work but it's a little bit
hard coded, so when a change is made it requires bringing back
the programrers to recode things - for changing the way bal ances
are handl ed, which credits exist, how different transactions get
post ed. He said [DOR] has requested the conpany that built the
system to cone up with an estimate of inplenenting HB 247 the

way it is witten. Because there is not yet a nunber, the
amount of $1.5 million is a placehol der; DOR expects the number
will be different and expects that it wll be |ower. Once a
real nunber is received fromthe contractor DOR will come before
whi chever conmmttee the bill is in front of at that nonent to
adj ust that nunber. These are one-tine funds that would be a
capital appropriation or a supplenental appropriation. No
additional resources or staff wll be needed to inplenent and

manage t he ongoi ng tax program once the changes are made.
2:47:09 PM

COW SSI ONER  HOFFBECK addressed slides 33-34, both entitled
"Closing the Budget Gap." He explained the slides outline the
New Sustai nable Al aska Plan and where these various conponents
[shown in red] fit into two parts of the three-part plan. The
first part uses investnment earnings and existing taxes, which
gets to $4.2-%$4.3 billion of the $5.2 billion goal. The second
part hits in spending reductions at the rate of $400 mllion for
the coming fiscal year; not paying the credits is a reduction in
the State of Al aska's expenditures. This also fits in the third
part, the new revenue conponent, at $100 nillion, which is the
hardening of the cap and the increasing of the [m ninm tax]
rate from4 percent to 5 percent.

2:48:12 PM

REPRESENTATI VE HAWKER returned to the $1 billion capitalization
of the oil and gas tax credit fund. He said it is shown as a
fiscal year 2017 appropriation already requested [fiscal note
identifier: HB247-DOR- OGICF-1-27-16] and that [page 1] of the
fiscal note states, "lInitial version showing funding to G| and
Gas Tax [Credit] Fund. This will be reflected in the Governor's
anmended appropriation bill". He inquired as to where that $1
billion is in the appropriation process and whether it is in the
suppl enment al appropriation bill.
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MR. ALPER responded he doesn't have the docunent in front of him

and doesn't recall if it's going to be in the governor's
suppl enental bill. He said he wote sone of that text but
cannot recall the specific sentence being referred to, so he
wants to look back at it. He said his expectation is that it's
a fiscal note that's attached to the bill so it would be
contingent on the passage of a version of the bill because that
is usually how these things are structured. He added that he
hasn't seen the governor's supplenental bill, the governor's
anmended appropriation bill, to knowif that's in there.

REPRESENTATI VE HAWKER agreed that the fiscal note is requesting
the $1 billion fund gap, but said he is confused by the
statenment at the bottom of the fiscal note that this wll be
reflected in the governor's anended appropriation bill.

COWMM SSI ONER HOFFBECK stated that [DOR] will clear that up.
2:50: 05 PM

REPRESENTATI VE SEATON requested the commttee be provided a
presentation on the Gross Val ue Reduction and what that does for
a net present value calculation for the State of Alaska's
investment. For exanple, if the State of Alaska is investing in
a new field, what the expected investnent would be over tine and
the CBR or permanent fund discount rate, and what is the net
present value both offsetting production tax and offsetting all
revenues that the general fund would receive. He said he woul d
like this presentation so that when the conmittee is considering
these tax credit investnents, nenbers wll know whether the
State of Alaska will be making or |osing noney over the totality
of the project.

MR. ALPER responded that [DOR] envisions sone scenario drill-
down in the nore math oriented presentation that it expects to
bring before the comm ttee next.

2:51:56 PM

MR. ALPER turned to the sectional analysis outlined on slides
35-44, saying he will concentrate on the sections that are the
nost essential to the core changes that would be nmade by HB 247.
He explained that Section 7 [slide 35] proposes to increase the
interest rate tied to the Federal Reserve Discount Rate from 3
percent to 7 percent above the Federal Reserve D scount Rate.
This splits the difference between the historic pre-2014
interest rate and what was put in place by passage of Senate
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Bill 21. Section 8 [slide 36] would provide a confidentiality
wai ver - the ability to talk about specific spend by individua
conpani es. Section 8 would turn certain information currently
consi dered taxpayer proprietary and make it public information
He noted that Section 17 [slide 37] is one of the "nother

sections" of the bill and describes the mnimumtax and howit's
cal cul at ed. Section 17 defines the credits that, if the bill
passes, wll no longer be able to reduce paynent below the 4
percent |evel. Additionally, Section 17 would renove the
ability to nove the Per-Taxable-Barrel Credit around from nonth
to nonth, instead turning it into nore of a truly nonthly

calculation so as to protect the State of Alaska from the need
for large tax refunds at the end of the year.

2:53:25 PM

MR. ALPER explained that Section 18 [slide 38] would inpose the
m ni mum tax on the G oss Value Reduction eligible oil, new oil
He noted this is something that doesn't currently exist - new
oil can pay as low as zero. Section 20 [slide 39] would add the
10-year sunset on credit certificates. Because the State of

Al aska would be deferring a lot of paynent, that 10 year
provision is material and is sonething that should be discussed.
Section 22 relates to DNR s needs and would ensure that as the
exploration credits expire DNR will be able to receive seismc
and downhole data well logs for its own planning and strategic
pur poses. This would be done by tying [the data requirenents]
to other credits rather than to the exploration credits.
Section 26 [slide 40] talks about who is suddenly no | onger
eligible to receive cash for their tax credits - the $10 billion
[imt, the $25 mllion per year limt. This section anends AS
43.55.028(e), which is current law on other restrictions on who
can get cash - specifically the 50,000 barrel a day, the large
current producer exenption. Section 27 [slide 41] is the Al aska
hire restriction on credit rebate. Section 37 [slide 42] would
clean up the situation wherein a nunicipal utility selling a
smal | armount of production becones eligible for sonetines very
large «credits because of the way that Jlaw is currently
i nterpreted. Most of the rest of it is conform ng. Section 39
[slide 43] would add a definition for "outstanding liability to

the state.” Right now if a conpany owes taxes it cannot get its
credits - |[DOR] pays their taxes out of the credit first.
Section 39 would broaden this to also pay other liabilities to

the state, such as royalties and the like, and to do this a
definition is needed of "outstanding liability to the state.”
Section 44 [slide 44] is a retroactive effective date just
applying to Section 17, which is the floor hardening section.
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Because of the specific situation with major producers using
operating loss credit to reduce their mnimmtax paynents, [the
admnistration] wants that to take effect this year so [the
State of Alaska]l] can recapture sone of that noney that it's
going to again lose at the end of January. [ Section 45]
provides for an immedi ate effective date for transition |anguage
and [ Section 46] provides an effective date of July 1, 2016, for
the rest of the bill.

2:56:35 PM

CO- CHAIR TALERI CO noted there is confusion anong the people who
are actually working in the Frontier Basin, and that M. Alper's
presentation clearly says the Frontier Basin is still eligible
for the 65 percent tax credits until 2022. He said he has been
approached by several operators who have said those expire on
July 1, 2016, and he wants to be assured that he can tell those
operators that those woul d be extended to 2021 or 2022.

MR. ALPER said that in sone ways two different things are being
tal ked about. There was a Frontier Basin Credit, a specialized
credit that was nodeled in nmany ways on the Cook Inlet Jackup
Rig Credit which passed as part of a Frontier incentive bill
during the 2012 session. That credit, which is 80 percent of

certain expenditures with certain limts to the first well
[drilled] in the four or six basins, is expiring July 1, 2016.
However, the underlying Exploration |Incentive Credit, a

statewi de credit of 40 percent, has been specifically extended
for the Frontier basins through 2022. The 80 percent Frontier
Basin Credit has never been clainmed or used and is going away.
Those explorers in the Frontier basins wll be able to get the
Exploration Credit stacked with an Operating Loss Credit with a
total State of Al aska contribution of 65 percent.

2:58: 01 PM

REPRESENTATI VE JOSEPHSON of fered his understanding that HB 247
actually extends or replaces credits and asked whether M. Al per
considers any of the bill's features as being generous to the
i ndustry in that respect.

MR. ALPER replied he doesn't want to answer broadly because it's
an open-ended question. He said no, the bill doesn't extend any
credits. There are credits in current |aw that have existing
sunsets of July 1, 2016: the bulk of the exploration credits,
the Frontier Basin credits, the Jackup Rig Credit. The Snal |
Producer Credit begins a slow sunset in My 2016. Under
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previous legislation, Senate Bill 21, an anendnment was made on
the House floor t hat extended the exploration credits
specifically in the areas outside the North Sl ope and Cook Inlet
to January 1, 2022, and HB 247 would sinply maintain that.

[ HB 247 was hel d over. ]

2:59:11 PM

ADJ OURNNMENT

There being no further business before the commttee, the House
Resources Standing Commttee neeting was adjourned at 2:59 p.m
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