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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 mninum tax cal cul ation
for nmonthly installnent 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
PREVI QUS COW TTEE ACTI ON
BILL: HB 247

SHORT TI TLE: TAX; CREDI TS; | NTEREST,; REFUNDS; O & G
SPONSOR(s): RULES BY REQUEST OF THE GOVERNOR

01/ 19/ 16 (H) READ THE FI RST TIME - REFERRALS
01/ 19/ 16 (H) RES, FIN

02/ 03/ 16 (H) RES AT 1:00 PM BARNES 124
02/ 03/ 16 (H) Heard & Hel d

02/ 03/ 16 (H) M NUTE( RES)

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
02/ 10/ 16 (H) Heard & Hel d

02/ 10/ 16 (H) M NUTE( RES)

02/ 12/ 16 (H) RES AT 1:00 PM BARNES 124
02/ 12/ 16 (H) Heard & Hel d

02/ 12/ 16 (H) M NUTE( RES)

02/ 13/ 16 (H) RES AT 1:00 PM BARNES 124
02/ 13/ 16 (H) -~ MEETI NG CANCELED - -

02/ 22/ 16 (H) RES AT 1: 00 PM BARNES 124
02/ 22/ 16 (H) Heard & Hel d

02/ 22/ 16 (H) M NUTE( RES)

02/ 24/ 16 (H) RES AT 1:00 PM BARNES 124
02/ 24/ 16 (H) Heard & Hel d

02/ 24/ 16 (H) M NUTE( RES)

02/ 25/ 16 (H) RES AT 8:30 AM BARNES 124
02/ 25/ 16 (H) Heard & Hel d

02/ 25/ 16 (H) M NUTE( RES)

02/ 25/ 16 (H) RES AT 1:00 PM BARNES 124
02/ 25/ 16 (H) Heard & Hel d

02/ 25/ 16 (H) M NUTE( RES)

02/ 26/ 16 (H) RES AT 1:00 PM BARNES 124
02/ 26/ 16 (H) Heard & Hel d
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02/ 26/ 16 (H) M NUTE( RES)

02/ 27/ 16 (H) RES AT 10: 00 AM BARNES 124
02/ 27/ 16 (H) Heard & Hel d

02/ 27/ 16 (H) M NUTE( RES)

02/ 29/ 16 (H) RES AT 1: 00 PM BARNES 124
02/ 29/ 16 (H) Heard & Hel d

02/ 29/ 16 (H) M NUTE( RES)

02/ 29/ 16 (H) RES AT 6: 00 PM BARNES 124
02/ 29/ 16 (H) Heard & Hel d

02/ 29/ 16 (H) M NUTE( RES)

03/ 01/ 16 (H) RES AT 1: 00 PM BARNES 124
03/ 01/ 16 (H) Heard & Hel d

03/ 01/ 16 (H) M NUTE( RES)

03/ 02/ 16 (H) RES AT 1: 00 PM BARNES 124
03/ 02/ 16 (H) Heard & Hel d

03/ 02/ 16 (H) M NUTE( RES)

03/ 02/ 16 (H) RES AT 6: 00 PM BARNES 124
03/ 02/ 16 (H) Heard & Hel d

03/ 02/ 16 (H) M NUTE( RES)

03/ 07/ 16 (H) RES AT 1: 00 PM BARNES 124
03/ 07/ 16 (H) Heard & Hel d

03/ 07/ 16 (H) M NUTE( RES)

03/ 07/ 16 (H) RES AT 6: 00 PM BARNES 124
03/ 07/ 16 (H) Heard & Hel d

03/ 07/ 16 (H) M NUTE( RES)

03/ 08/ 16 (H) RES AT 1: 00 PM BARNES 124
03/ 08/ 16 (H) Heard & Hel d

03/ 08/ 16 (H) M NUTE( RES)

03/ 09/ 16 (H) RES AT 1: 00 PM BARNES 124
03/ 09/ 16 (H) Heard & Hel d

03/ 09/ 16 (H) M NUTE( RES)

03/ 11/ 16 (H) RES AT 1: 00 PM BARNES 124
03/ 11/ 16 (H) -~ MEETI NG CANCELED - -

03/ 14/ 16 (H) RES AT 1: 00 PM BARNES 124

W TNESS REG STER

DAVI D HANSON
Anchor age, Al aska
PCOSI TI ON STATEMENT: Testified in support of HB 247.

JAKE JACOBSON
Kodi ak, Al aska
POSI TI ON STATEMENT: Testified in support of HB 247.

JAMES MCM LON, Busi ness Representative
Teansters Local 959 Union
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Fai r banks, Al aska

POSI TI ON STATEMENT: During the hearing on HB 247, expressed his
union's concern with the governor's plan to change Al aska's oil
and gas tax structure.

SCOTT H CKS

Al aska West Express

Anchor age, Al aska

POSI TI ON STATEMENT: Testified in opposition to HB 247.

KAREN LANE
Anchor age, Al aska
POSI TI ON STATEMENT: Testified in opposition to HB 247.

SARAH HETEM
Anchor age, Al aska
POSI TI ON STATEMENT: Testified in opposition to HB 247.

KELSI PULCZNSK
Anchor age, Al aska
POSI TI ON STATEMENT: Testified in opposition to HB 247.

RYAN MCKEE
Anchor age, Al aska
POSI TI ON STATEMENT: Testified in opposition to HB 247.

BRAD FAULKNER
Hormer, Al aska
PCSI TI ON STATEMENT: Testified in support of HB 247.

CARL PORTMAN
Anchor age, Al aska
PCOSI TI ON STATEMENT: Testified in opposition to HB 247.

JOHN STURGEON
Anchor age, Al aska
PCSI TI ON STATEMENT: Testified in opposition to HB 247.

ARLENE RONDA
Homer, Al aska
POSI TI ON STATEMENT: Testified in support of HB 247.

JOE MATHI' S, Vice President of External Affairs
NANA Devel opnent Corporation

NANA Regi onal Corporation (NANA)

Anchor age, Al aska
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PCSI TI ON STATEMENT: Expressed his corporation's concerns wth
HB 247.

JEREMY PRI CE, Al aska State Director

Anericans for Prosperity

Anchor age, Al aska

POSI TI ON STATEMENT: Testified in opposition to HB 247.

FAI TH MARTI NEAU

Cael us Energy Al aska, LLC

Anchor age, Al aska

PCSI TI ON STATEMENT: Testified in opposition to HB 247.

RAYMOND WARD
Anchor age, Al aska
PCOSI TI ON STATEMENT: Testified in opposition to HB 247.

JON COOK, Chief Financial Oficer

Ai rport Equi prent Rentals, Inc.

Fai r banks, Al aska

POSI TI ON STATEMENT: Testified in opposition to HB 247.

CRYSTAL NYGARD

Mat anuska- Susi t na Busi ness Alliance ( MSBA)

(No address provi ded)

PCSI TI ON STATEMENT: Testified in opposition to HB 247.

ACTI ON NARRATI VE
1: 00: 51 PM

CO- CHAIR BENJAM N NAGEAK called the House Resources Standing
Committee neeting to order at 1:.00 p.m Representatives d son
Johnson, Josephson, Tarr, Herron, Chenaul t (alternate),
Talerico, and Nageak were present at the <call to order.
Representative Seaton arrived as the neeting was in progress.

1:01:43 PM

CO- CHAIR NAGEAK noted that Representative Mke Chenault has
joined the commttee as the alternate nenber for Representative
M ke Hawker.

REPRESENTATI VE CHENAULT t hanked nenbers for allowng himto sit
on the conmttee.
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HB 247- TAX; CREDI TS; | NTEREST; REFUNDS; O & G

1: 02: 24 PM

CO CHAI R NAGEAK 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 t he qgualified in-state oi | refinery
infrastructure expenditures tax credit; relating to the m ni num
tax for certain oil and gas production; relating to the m nimum
tax calculation for nonthly installnment paynents of estinated
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 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 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 t ure"; adding a
definition for "outstanding liability to the state"; repealing
oil and gas exploration incentive credits; repealing the
l[imtation on the application of credits against tax liability
for lease 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."

1: 03: 40 PM

CO CHAI R NAGEAK opened public testinony on HB 247

1: 04: 18 PM

DAVID HANSON stated he is testifying in support of HB 247 on

behal f of hinself and his famly. He said HB 247 needs to be
passed because the state cannot afford the existing system As
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was pointed out by Gunnar Knapp of the Institute for Social and
Econom ¢ Research (ISER), this comng year from oil production
taxes the state may only receive $12 nmllion if the average oi

price is $35 per barrel, versus $1 billion in credit costs
wi t hout any changes. This system of credits has done nuch good,
but it has also gotten a bit out of control. The word on the
street is that some of it is being used to help conpanies get
out of bankruptcy. However, the real reason it needs to be
changed is that the state cannot afford it. The bill's fisca
note needs to be reduced to match the legislature' s budget
efforts. Large cuts are being made to all prograns across the
board, which is necessary given the state's fiscal situation.
Monies required for this credit program transition are
specul ative given that nost things are confidential. The fiscal
note cost of $1 billion could probably be reduced to nmaybe $850
mllion. In his work as a businessman and in governnment he has
found that the nore noney set aside for sonething the nore
certain it is that the noney wll be used. The | egislature
never guaranteed the credits would be paid every year since they
were subject to annual appropriation. This program and its
fiscal note need to reflect the state's ~current budget
situation. Raising the [mninmum tax] floor from 4 percent to 5
percent for conpanies under the program probably nakes sense to
help the state's current budget situation. M. Hanson noted
that two argunents are used against this. One, many people say
that the oil industry is already paying royalties and [property]

t axes. But, he pointed out, the royalties pay for the use of
the oil and the property taxes pay for the use of the property
for facilities and are unrelated to the production tax. A

second argunent he has heard is that the Alaska's oil tax regine
cannot keep being changed all the tinme because it nakes for
instability. 1In essence, he noted, it should be renenbered that
the oil industry itself wanted certain of the tax changes that
have happened in the |last six years.

1: 08: 47 PM

JAKE JACOBSON said he is testifying on behalf of hinmself and his
famly. The information he will be referring to cones primarily
from Al aska newspapers, he noted; unfortunately a lot of oil
conpany dealings are kept secret and that should change. He
said he finds it strange the Gunnar Knapp's extensive study was
not given time or noney to include factoring in effects of oil
taxes and credit regines. Credits paid to oil conpanies
soneti mes exceed actual expenses and there is no way of know ng
if the credit clains are legitimate. The state is paying up to
65 percent of the cost of some oil projects. Exploration is a
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ganble; that the state pays any credits at all seens ridicul ous
to him This is forcing Al aska residents to take the risk while
big oil reaps the profits - new oil is not taxed. Currently
credits to big oil anmpbunts to about $1,000 per Al aska resident.
This is about what the governor wants to take from each resident
by a reduction in the permanent fund dividend (PFD). Stop the
credits and |eave the permanent fund dividend alone. The
proposed $100 million in new taxes on oil conmpanies is about
hal f of what would cone from the debated 6 percent of federa

income taxes if Alaska instituted an incone tax on residents.
That $100 million is double the anbunt that woul d be gained from
an increase in notor fuel taxes. The state needs to tax the oi

conpani es that $100 mllion. The state's accounting office is
years behind on checking paynents from big oil conpanies. The
court case of Alaska v. Anerada Hess et al. found that from
1977-1992 conpanies were guilty of deliberate falsification in

conputing the price paid to Alaska for its royalty oil. The
case ended with the judge saying that the state was guilty of
i nexcusable trustfulness in dealing with big oil conpanies.
Contrary to its television ads, ConocoPhillips is not Al aska's

oil conpany, it is owned by stock holders, npbst of whom are not
Al askans. But Al askans are essentially stockhol ders of the PFD
Al aska should |look at an ad valorem tax on product left in the
ground since it mght enhance state incone close to the anpunt
of the deficit.

1:11: 31 PM

JAMES MCM LQON, Business Representative, Teansters Local 959
Uni on, stated that the Teanmsters Local 959 is a union of roughly
7,000 nmenbers in a wde variety of industries, including workers
at Usibelli Coal Mne, Inc., on the North Slope, on the Trans-
Al aska Pipeline System Port of Anchorage, AT&T, United Parcel
Service (UPS), Lynden Transport, Weaver Br ot her s, Al aska

Frontier Constructors, Nanook, and Doyon associ ates. He said
the union understands the challenges of the fiscal crisis that
Al aska faces. The union understands that tough decisions need

to be made and the union supports the governor and |egislature
in reducing the operating budget, using sone of the earnings
from the permanent fund to help balance the budget, and naybe
instituting sone new taxes. The wunion is concerned with the
governor's plan to change the oil and gas tax structure. Since
passage of Senate Bill 21 [in 2013, Twenty-Eighth Al aska State
Legislature], the oil industry has invested nore into Al aska
projects, with projects |like CD5 and Shark Tooth, that have put
hundreds of Alaskans to work, put nore into the pipeline, and
billions of dollars into Al aska's econony. Increasing oil taxes
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and reducing credits that encourage investnent at a tine when
the industry is struggling sends the wong nessage. Al aska nust
maintain a healthy oil and gas industry to keep oil flow ng
t hrough the pipeline and keep alive the prospect of a gasline.

1: 14: 03 PM

SCOTT HI CKS, Al aska West Express, testified that he works for
Al aska West Express, a conpany that provides transportation to
the North Slope for the oil and gas industry. The conpany's
drivers deliver freight to custoners on Alaska's North Sl ope.
The conpany has approxi mately 140 enpl oyees and contractors that
work in Fairbanks and on the North Sl ope. The conpany's truck
drivers, mechanics, and office enployees rely on a healthy oil

and gas industry. Al aska's fiscal challenge and stability of
the oil and gas industry wll shape the future of [Alaska's
residents]. He said he is opposed to a nmjor revision to
Al aska's oil and gas tax policy at this tine, The bill would
dramatically change the tax system by raising the mninmm
production tax by 25 percent. It is just not a good idea to
rai se taxes on businesses that are already |osing noney. Many

oil and gas conpanies are cutting costs and maki ng choi ces about
where to invest their noney to ensure Al aska stays conpetitive

with the rest of the world' s oil and gas opportunities. The
governor's proposal would be the sixth change in the |ast eleven
years. How is that a stable investnment climte? al stil

provides the majority of Alaska s revenue and supports one-third
of the state's econony. The last place that should be | ooked at
for new revenue is to unfairly tax industries that drive the
state's economy. He offered his appreciation for the efforts of
t he governor and the |legislature during this challenging tine.

1: 16: 00 PM

KAREN LANE expressed her opposition to HB 247. She said the oi

industry is a major revenue producer for the state; it is the
| ar gest producer of revenue for the North Sl ope Borough, City of
Val dez, and the Kenai Peninsula Borough. Hi gher industry taxes
in this low price comodity environnent could lead to |ower
state revenues and a weaker private sector over the long term
The private sector is the foundation of Alaska' s econony and its
underlying health is the Kkey to sustaining jobs, state
government, and the overall econony. The governor's tax
proposal does not encourage the private sector; instead it takes
the state in the opposite direction, jeopardizing future
i nvestnents, jobs, and production. The Al aska econony, new
investnment, jobs, and production need to be encouraged by
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mai ntaining a stable, conpetitive tax structure. The nore the
state taxes conpanies to produce the comobdity, the less it wll
produce here and the nore it will produce el sewhere. |Increasing
t axes discourages investnent. Wy is the state taxing an
industry that is already struggling with bottomof-the-barrel
prices? She urged that HB 247 be di scouraged, not encouraged.

1:17:40 PM

SARAH HETEM testified she is a sophonore at the University of
Al aska Anchorage and is working her way towards a political

sci ence degree. She holds one part-tine job now and is
considering a second job in order to nake ends neet. Being in
Al aska by herself has nade it difficult trying to make rent, pay
tuition, and still hold an active role in the conmmunity. When

she noved to Anchorage about three and one-half years ago she
was not necessarily in a much better position, however she had
so much hope for the future as she saw opportunities within her
reach as long as she worked hard. She was notivated to do well
at school, work as hard as she could, and still get involved in
the community. Wth no guarantee, hope, or opportunity, what is
the point if all of her hard work and daily stress is going
forth to potentially nothing and why? Alaska is the place in
which she wishes to build a future, but if she cannot make it
work by doing her very best she fears it is an idea she wll
have to let go of. In the last 10 years Alaska's oil and gas
tax regine has significantly changed five tines. If HB 247
passes it wll be the sixth time that investnments, jobs, and
nore production are absolutely killed. Wth this kind of
instability there is no wondering why Alaska is heading the way
it is. Since every oil industry job creates nine other jobs in
the private sector it is baffling to her that taxes would be
increased under any circunstance on the state's primary
i ndustry. She asked that the commttee nenbers keep in mnd
students |like herself and urged nenbers to oppose HB 247.

1:20: 20 PM

KELSI PULCZNSKI voiced her strong opposition to HB 247. She
said she is a full-time student at the University of Al aska
Anchor age. She works full-time to support herself and pay for
her education to maintain her independence, not from her famly
but fromthe State of Al aska. She does so because her education
is an investnent in her future and the future of Al aska. She
works hard so she can have the opportunities to be successful.
She is involved on her canpus and in her conmunity because she
is passionate about creating a better and brighter future for
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the state. Because she plans to |ive and work in Al aska for the
remai nder of her life it is incredibly inportant for her to know
that the stress and noney she puts into her education today wl|
be a worthwhile investnent, to know that the place she calls
home has a prosperous future ahead of it. Ol and gas is a
critical industry for Al aska and has faced instability often in
the last decade. |If HB 247 passes it will be the sixth time in
ten years that there has been significant changes to the oil and
gas tax regine. It is no surprise to her that the industry is
laying off workers in the face of this poor policy. It is hard
to plan for the future when being net by instability. For every
one oil and gas job in Al aska, nine other jobs are produced or

reduced in the private sector. Knowi ng this she | ooks to her
future and asks what it holds for her. Two or three years from
now when she is |ooking for her post-college job, what will the
mar ket | ook Iike? She knows for sure that she wll not be
heading into the oil and gas industry, but what about the nine
other jobs from every one oil and gas job? Wat wll that mean
for her and her peers? WIl she have wasted four years

i nterning, networking, and studying only for the market to not
be able to support her and her future? The state budget is
bl oat ed. She urged that this not be pushed onto the private
sector, which would cause further job |oss and recession. The
state cannot be taxed into prosperity. The state should be
focused on allowng the free market to work, not increasing the
tax burden on businesses that are so vital to the state's

econony. Wien it comes tine to nove this bill forward, she
hopes committee nenbers will think of her and the thousands of
others like her who are facing an uncertain future. She urged

t hat nmenbers oppose HB 247.
1: 23: 06 PM

RYAN MCKEE testified in opposition to HB 247. He said the state
is already in a financial crisis and he agrees action should be
taken to balance the budget, but going after an industry that
pays nost of the state's budget already is not the way to do it.
These conpanies are already being hit hard with the |ow cost of

oil. Many Al askans know a friend or famly menber who has been
laid off or have been laid off thenselves due to these tough
times in the industry. Drilling for oil in Al aska costs

significantly nore than other parts of the US., so why would
nore tax burdens be added to an industry that 1is already
struggling to stay alive in the state? Allowing HB 247 to pass
is essentially telling the world that Al aska is not a safe place
for these conpanies to do business; that despite passage of
Senate Bill 21 and defeat of the Senate Bill 21 referendum
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there is going to always be an wunreliable policy that could
change at any nonent. Al aska needs to remain conpetitive with
the rest of the world or risk |osing business, which has already
begun to happen. Repsol has restructured its investnments which
led to many people losing their jobs and Apache Corporation
recently decided to pull out of Alaska altogether. BP
Expl orati on Al aska and ConocoPhillips Al aska, Inc., have also
announced huge layoffs. Burdening the remaining conpanies stil
trying to drill for oil with nore taxes on top of the nassive
anounts that they have already paid will only lead to nore
conpani es closing and noving to a nore business friendly part of
the world. Alaska is in a tinme of financial wuncertainty,
however ways should be | ooked at to reduce government spending
first. While new revenue certainly needs to be explored, the
very industry that drives the Al aska econonmy and pays 90 percent
of the budget should not be |ooked to. He urged conmttee
menbers to oppose HB 247.

1: 25: 10 PM

BRAD FAULKNER offered his support for HB 247, saying he has
wat ched Alaska's oil taxes and the evolution of well taxes
t hroughout the last 30 years. He recounted that when Senate
Bill 21 canme out and he saw the Goss Value Reduction (GVR), he
i medi ately called both his legislators to say that this cannot
be done because there cannot be a tax on the net and then a
rebate of the tax on the gross. However, today's hearing is not
about the G oss Value Reduction, it is really about 1 percent -
going from 4 percent to 5 percent. When Senate Bill 21 was
passed [and $15 million was spent in advertising] to keep it
going, the people of the state were sold a bill of goods, which
was taxing the oil at 35 percent. But now when trying to raise
the gross tax on oil from 4 percent to 5 percent, [the oil
| obbyi sts and people who are going to nake hundreds of mllions

of dollars off of this] are saying that it is 20 percent. But
it wll be clipped fromthe people of the state - for the first
time the legislature is going to tax himin order to give the
rebates on the gross when the tax is on the net. It is

structurally incorrect and his hat is off to the oil conpany guy
who slid that through and the legislators voted for it, and then
the majority of the people in the state voted for it after the
i ndustry's $15 nillion ad canpaign. The reality is that nobody

| ooked at $50 oil and now there is about $30 oil. However, the
budget is based on $55 oil. If an interest rate of 6 percent is
put on it, it can be seen that 30 years in the future the G oss
Val ue Reduction does not worKk. He requested committee nenbers

to not listen to those people who are urging that the taxes not
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be raised by 20 percent, because the tax raise is 1 percent
What | egislators guaranteed Al aska residents when Senate Bill 21
was given to themwas 35 percent on the net val ue.

1:28:41 PM

CARL PORTMAN stated he is very concerned about Al aska's fisca
situation. The state's economic |ifeblood, the Trans-Al aska
Pi peline System (TAPS), is now running at three-quarters enpty.
The current oil tax policy has encouraged new industry

investnment, which has stabilized a long, steep slide in
production. He said he does not support increasing taxes on the
oil industry as HB 247 would do. Al aska cannot increase oi

product by raising taxes, especially considering that North
Slope oil now sells for less than it costs to produce. The
industry is losing billions of dollars annually in this downturn
and is being forced to cut jobs and expenses. Any tax increase
will have a direct inpact on future investnment in Al aska and
therefore future production. Even at today's low oil prices, 67
percent of Alaska's revenues cone from the oil industry through
various industry taxes and royalties. Clearly the industry
continues to pay the vast majority of Alaska' s bills. The
| egislature needs to continue to cut state spending to a nore
af fordabl e |evel. Despite cuts in recent years the state's
operating budget IS still on an unsust ai nabl e pat h.
Unrestricted general fund spending has increased 230 percent in
10 years while revenues have fallen sharply. In addition the
| egislature and the admnistration need to cone to ternms on
usi ng permanent fund earnings to help fill the fiscal gap. The
permanent fund earnings need to be part of the long-term
solution; it is the biggest and best tool in the box to help

solve the state's fiscal crisis. Even the bond rating agencies
have recognized the need for Alaska to begin using permanent
fund earnings in a sustainable manner. He recalled that

Governor Jay Hammond's vision for the permanent fund included
t he eventual use of the permanent fund earnings to help pay for
essential governnent services. Gven low oil prices, |ow
t hroughput in TAPS, and the need for new industry investnent, he
said he does not support HB 247. Hi gher taxes on the industry
will make matters worse for both the public and private sector.

1: 32: 05 PM
The conmttee took an at-ease from1:32 p.m to 1:47 p. m

1: 47: 43 PM
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JOHN STURGEON expressed his opposition to HB 247. He said he
opposes the bill because it sends the wong nessage to the oi

i ndustry and anybody else in Alaska who is trying to invest.
The nunber one priority of the legislature should be trying to
create jobs, not stifling them through additional taxes on
industry. He said he works in the tinber industry and he cannot
i mgi ne how the tinber industry would survive if it had a tax
structure like that of the oil industry. Wth markets, oil
prices, and fuel costs going up and down, not having a stable
tax base would make it extrenely difficult for him to conduct
his business in the tinber industry.

1:49: 13 PM

ARLENE RONDA of fered her support for HB 247. She said revenues
absolutely nust be raised because if the cuts are too deep it
does a disservice to the people of the state. She offered her
appreciation to Representative Seaton for his thoughtful
research and efforts in this regard. She said HB 247 is another
way to plug sone of the gaps that have been had over the |ast
several years.

1:50: 15 PM
The conmttee took an at-ease from1:50 p.m to 2:05 p. m
2:05: 28 PM

JOE MATHI'S, Vice President of External Affairs, NANA Devel opnent
Corporation, NANA Regional Corporation (NANA), said he wll
provi de NANA Devel opnent Corporation's perspective on HB 247
overall as it relates to NANA's oilfield businesses. He said
NANA has many conpanies directly involved in the oil industry,
such as NANA Managenment Services, NANA O lfield Services, NANA
Wrley Parsons, WHPacific, and @S Qlfield Contractors. The
NANA conpani es have been neeting the needs of the oil and gas
sector for four decades and have enployed 5,000 Al askans and
nmore than 1,600 NANA sharehol ders. Through its business
operations NANA generates incone that enables it to deliver
val uabl e benefits to its shareholders and to the state as a
whol e. Shar ehol ders of NANA have made significant investnents
in the oil industry over the past 40 years. For over two
decades NANA held a small ownership in the Endicott Qlfield.
Recently NANA invested in new facilities and equipnent at
Deadhorse for NANA G| Field Services, and constructed a state-
of -the-art fabrication facility in the Mtanuska-Susitna Vall ey
specifically designed for oilfield nodules. Through those
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busi ness activities NANA' s shareholders and all Al askans have
been afforded the opportunity to hold thousands of good paying
jobs as well as the opportunity to receive extensive job
trai ni ng. He expressed his corporation's concern with the
direction that HB 247 would take in tinmes when caution is needed
in instituting substanti al tax changes. The corporation
supports a stable and predictable tax structure; NANA has been
significantly inpacted by this turn of events. Gl industry
i nvestnments fuel contracts for NANA conpani es and the jobs those
contracts create. But Alaska's current investnment climate is at
a standstill due to the Ilow oil prices and NANA has |ost
hundreds of good paying jobs. It is essential that there be a
stable econonmic clinmate to serve Alaska's citizens today and
well into the future. The downturn will not |ast forever.
However, HB 247 sets the stage for dimnished devel opnent when
the oil econony does recover. He wurged that as nenbers
del i berate HB 247 they consider that Alaska's future for decades
to conme depends on the decisions the committee will make. I n
its current form the bill has too nuch inpact on today's
transitional situation. The bill does not strike the bal ance
bet ween Al aska's short-term wants and its |ong-term needs. He
urged that nenbers consider the inpacts HB 247 wll have upon
the industry without further changes to the bill. The proposed
changes in the tax structure wll have unintended consequences
of delaying expansion projects and production of new oil. The
catastrophic downturn in oil prices has shaken the industry,
including NANA and the state governnent. Al askans nust pul
together to ensure a stable economc climte that serves
citizens today and into the future. Thoughtful work by the
conmttee can produce a viable and fair tax policy for the
state, Al askans, and the industry.

2:10:46 PM
JEREMY PRICE, State Director, Anericans for Prosperity - Al aska,

testified in opposition to HB 247. He said the saying, "Wen
you tax something nore, you get less of it, and when you tax

sonething less, you get nore of it," is appropriate here. The
private sector faces uncertainty during these tunultuous tines
of record low oil prices. The private sector cannot control
these fluctuations in the market and neither can the state's
el ected officials. The private sector can plan for the short
and long term knowing these volatile times can and will occur.
However, the private sector cannot plan for constant changes in
public policy. Fortunately this is an area that is in the
control of the state's elected officials. Legi slators control
the state's future with [HB] 247. The private sector needs a
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predictable and stable regulatory environnent where the
government will not keep changing the rules in the mddle of the
gane, especially when the hone team is | osing. This issue is
bei ng considered because state governnent wants nore noney.
Should an overhaul to the oil and gas industry's tax structure
be passed sinply because the state wants nore revenue from a
particular industry? Like it or not, Alaska's future lies with
the failure or success of the oil and gas industry. This issue
wll make or break Alaska's future. Expert w tnesses have
called this bill one big tax increase on the industry. This is
not the time to raise taxes on an industry that is currently
cash flow negati ve. This is the sixth nmajor change to oil and

gas tax policy in the |ast eleven years. Wen will it stop?
[ The conmittee's] |eadership is needed now nore than ever. The
pipeline is flowing at a half mllion barrels a day conpared to

2 mllion in the early 1990s. On federal l|lands the regulatory
envi ronnent makes it extrenely difficult to economcally produce
oil and gas, especially in this state. Al aska's nost prolific
deposits of hydrocarbons are off limts. Al aska has nore
federal regulatory blocks than any other state. He urged that
the economc environment not be nmade worse with state-Ievel
r oadbl ocks. He said his famly has been in Al aska since the
1950s when his grandfather honesteaded in the Interior. He has
two children and another on the way and he wants Al aska's
elected officials to think of his famly when voting on this
bill. What will his famly's future be if the comrttee hel ps
to drive the industry out of the state through constant changes
in tax policies? He urged the conmttee to oppose HB 247.

2:13: 44 PM

The commttee took an at-ease from2:13 p.m to 2:30 p. m

2:30: 55 PM

CO CHAI R NAGEAK recessed the neeting to a call of the chair.
2:50: 03 PM

CO CHAI R NAGEAK cal I ed the neeting back to order.

FAI TH MARTI NEAU, Cael us Energy Al aska, LLC, said she has worked
in Alaska's oil industry for a year now and opposes HB 247
because it is a real threat to Alaska's oil industry and affects
her, her famly, the people she works with, and many of her

nei ghbors. She urged the comrmittee to consider the strides that
have been nmade already under Senate Bill 21, a system that
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better benefits Alaska's primary industry as well as Alaska's
econony in the long run by naking the state nore attractive to
investnment. The conpany she works for canme to Al aska because of
the benefits offered by Senate Bill 21, benefits that would be
retroactively revoked in sonme cases under HB 247. Al low ng the
system that is currently in place to work is essential to
showi ng that Al aska can have a stable fiscal regine. She said
she agrees wth the legislature's consultant, enalytica, in
concluding that stability is the nost inportant elenent in any
|l egal system Alaska's Arctic is one of the npbst expensive and
chal l enging places in the world to operate in, but it also has
wor | d-cl ass resources that can still attract investment with the
correct incentives. She asked the conmttee to consider what is
truly best for Alaska in the long termand to oppose HB 247.

2:52: 32 PM

RAYMOND WARD stated that now is not the time for HB 247 and
increasing taxes on the oil industry in light of current
dwi ndling oil and gas prices. Recently many major oil conpanies
in Alaska have ceased their operations and the remaining mjor
pl ayers are scaling down tremendously on their operation and
producti on. I ncreasing taxes on the oil industry at this tine
woul d be nmore of an incentive for oil conpanies doing business
in Alaska to cease their operations, close shop, and nove out of
state, which is not a good idea particularly with the pending
state deficit. It would be an inpingenent on the generation of
revenues of the state's operating budget.

2:54: 36 PM

JON COCK, Chief Financial Oficer, Arport Equipnent Rental,
Inc., testified that his conpany is opposed to HB 247. These
credits over the past three years have given his conpany
tremendous opportunities in the exploratory side of the
busi ness. Hi s conmpany owns one of the |argest exploration
packages for a lease on the North Slope and that package of
equi pnent has worked steadily for the past two years and is
working this wnter. In this low price environnment his conpany
thought it would be a challenge to put this package and the
conpany's enployees to work, but the credits offered under the
current statutes are one of the reasons that this package is
bei ng deployed and out working on the North Slope right now,
literally putting hundreds of Al askans to work. There is a tine
to tinker with things, but right now when there is a lot of
uncertainty anongst private enployers and conpanies it is bad
timng to make changes to a system that is working and putting
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Al askans to work. He urged the conmttee to do due diligence in
| ooking at things, but said his conpany would not have people
working on the North Slope right now were it not for the system
that is currently in place.

2:56: 43 PM

CRYSTAL NYGARD, Matanuska-Susitna Business Alliance (MSBA)
expl ai ned that her organization was founded seven years ago to

provide a voice to small businesses in the Matanuska-Susitna
Val | ey. She said her organization urges all commttee nenbers
to vote no on HB 247. The bill is a job killer. She rel ated

that recently Neal Fried provided a presentation at the college
in which he referenced that 10 percent of the current residents
in the Matanuska-Susitna Valley work on the North Slope and 1
percent work on the Kenai Peninsula. People are able to live in
t he Matanuska-Susitna Valley and work around the state because
of the rotational schedules that the oil and gas industry has

provi ded. The governnent needs to stop conpeting wth the
private sector and let the private sector create jobs in a
friendly environnent. She noted she has three sons, one of whom

is studying in Mntana and who does not see an opportunity to
come back to the state he was raised in because of the nessage
being sent to investors and students. Another son in school is
asking where are the jobs? CGovernnent needs to get out of the
way and needs to incentivize the private sector to create jobs.
She thanked those legislators willing to vote agai nst HB 247.

2:58: 34 PM

CO CHAIR NAGEAK cl osed public testinony for the tinme being and
said further testinony will be taken at the commttee's next
hearing on HB 247 which will be held this evening.

[ HB 247 was hel d over. ]

2:58: 57 PM

ADJ QURNVENT

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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