SENATE FI NANCE COWM TTEE
April 14, 2016
5:34 p.m

5:34: 08 PM

CALL TO ORDER

Co-Chair MacKinnon called the Senate Finance Committee
nmeeting to order at 5:34 p.m

VEMBERS PRESENT

Senat or Anna MacKi nnon, Co- Chair
Senat or Pete Kelly, Co-Chair
Senator Peter M cciche, Vice-Chair
Senator dick Bishop

Senat or M ke Dunl eavy

Senat or Lyman Hof f man

Senat or Donny d son

VEMBERS ABSENT

None

ALSO PRESENT

Ken Alper, Director, Tax Division, Departnment of Revenue;
Randal I  Hof f beck, Commi ssioner, Departnment of Revenue;
Senat or Bert Stednan.

PRESENT VI A TELECONFERENCE

SUMVARY
SB 130 TAX; CREDI TS; | NTEREST; REFUNDS; O & G

SB 130 was HEARD and HELD in committee for
further consideration.

HB 247 TAX; CREDI TS; | NTEREST; REFUNDS; O & G
HB 247 was SCHEDULED but not HEARD.

#sb130
SENATE BI LL NO 130




"An Act relating to confidential information status
and public record status of information in the
possession of the Departnent of Revenue; relating to
interest applicable to delinquent tax; relating to
disclosure of oil and gas production tax credit
information; relating to refunds for the gas storage
facility tax credit, the liquefied natural gas storage
facility tax credit, and the qualified in-state oil
refinery infrastructure expenditures tax credit;
relating to the mninum tax for certain oil and gas
production; relating to the mninum tax calculation
for nmonthly installnment paynents of estimted tax;
relating to interest on nonthly installnent 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 [imtations for
nontransferable oil and gas production tax credits
based on oil production and the alternative tax credit
for oil and gas exploration; relating to purchase of

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

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

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

expenditures applicable before January 1, 2011; naking
conform ng anendnments; and providing for an effective
date."

5:35:01 PM

KEN ALPER, DI RECTOR, TAX DI VISIQN, DEPARTMENT OF REVENUE,
noted the two docunents, "GOl and Gas Tax Credit Reform -
CSSB 130(RES)" (copy on file), and "Sectional Analysis, CS
SB 130(RES)\H G| and Gas Tax Credit Reform Bill, April,
13, 2016".
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He turned to Slide 3 of the presentation, "Gl and Gas Tax
Credit Reform- CSSB 130(RES) "

FY 2007 thru 2015, $7.4 Billion in Credits
North Sl ope
o $4.3 billion credits against tax liability
= Major producers; nostly 20% capita
credit in ACES and per-taxable-barrel
credit in SB21
o $2.1 billion refunded credits
= New producers and explorers devel oping
new fi el ds
Non- North Sl ope (Cook Inlet & Mddle Earth)
o0 $100 mllion credits against tax liability
= Another $500 to $800 million Cook Inlet
tax reductions
= (through 2013) due to the tax cap still
tied to ELF
o $900 mllion refunded credits (nobst since
2013)

M. A per turned to Slide four, which detailed historic
credits conpared to revenue during the period of FY 07
t hrough FY 15:

Total Petrol eum Revenue FY 2007 thru 2015
North Sl ope

Production Tax - $32.8 billion

Royalties (unrestricted) - $15.0 billion
O her G- Revenue - $4.7 billion

Restricted Revenue - $8.7 billion

Total - $61.1 billion

Non- North Sl ope (Cook Inlet & Mddle Earth)
Production Tax - <$0.1 billion

Royalties (unrestricted) - $0.5 billion

O her GF Revenue - $0.3 billion

Restricted Revenue - $0.2 billion

Total - $1.0 billion

5:37:14 PM

M. Al per noted that the $2.1 billion had been refunded to
producers in the form of tax credits; additionally, the
$4.3 billion received by the major producers had been in
addition to the $61.1 billion as reflected on the slide. He
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hi ghlighted that the production tax in Cook Inlet had been
di minins over the 9 fiscal years.

5:38: 07 PM

M. A per showed Slide 5, "H storic Credits conpared to
Revenue", which offered a data set between 2007 and 2015
He related that the Cook Inlet nunbers had increased
dramatically after the passage of the Cook Inlet Recovery
Act, with the biggest nunmbers occurring in FY 14 and FY 15,
and continuing into FY 16.

5:38:45 PM

M. Alper discussed Slide 6, "Historic and Forecasted O&G
Revenue and Tax Credits.” He noted that the slide showed
the FY 15, FY 16, and FY 17 data set for total unrestricted
petrol eum revenue. The left side of the slide offered
historical and forecasted nunbers for petroleum revenues
before and net of returnable credits. The right side of the
slide included unrestricted petroleum revenue after credits
used against tax liability and a blue line indicating net
operating loss credits (NOL) end-of-year balance. He noted
that as revenue had declined the system had been
overwhel ned by credits, which neant that the state was
paying a lot out in credits without the revenue to support
the paynents. He added that the forecasted revenue
refl ected weak general fund nunbers. He said that the NOL
credits worked as a sort of bank account for conpanies; the
state woul d have to pay back the credits as prices went up

He stated that although the price of oil was projected to
rise within the next five years, the state would not
experi ence any boost in production tax revenue because the
state woul d be buying down those NOL credits.

5:40: 49 PM

Senat or Bi shop asked whether the reigning in of spending by
conpani es would affect future NOLs.

M. Al per replied that the nunbers were tied to the price
of oil. He said that anything that conpanies did to ratchet
back capital spending would |ower their break-even point
and elimnate the NOLs.

5:42:34 PM
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Vice-Chair Mcciche probed the cause of the net negative in
only FY 17 reflected on the slide.

M. Alper responded that the reason was threefold: one
reason was the price, another was the work that had been
done in anticipation of the sunsetting exploration credits,
and the third was the $200 million that had carried forward
from FY 16.

5:43: 47 PM

Vice-Chair Mcciche requested Slide nunmber 6, minus Cook
Inlet, or North Sl ope only.

M. Al per replied that the information would be provided to
the conmttee.

5:44: 08 PM

Co- Chair MacKi nnon asked for the current average price per
barrel of oil for 2016.

M. Al per clarified that she was requesting nunbers for the
current fiscal year.

RANDALL HOFFBECK, COWM SSI ONER, DEPARTMENT OF REVENUE
believed that the price was approximately $41 or $42, for
the fiscal year

Co-Chair MacKi nnon thought the nunber provided context
si nce past averages had been in the $70s and $90s.

5:45: 06 PM

M. Al per specified that if the reflected price at the end
of 2016 was $42, and the departnent's official forecast was
$39/bbl, the $3 represented approximately $80 mllion. He
added that General Fund revenue fluctuated $25 to $30
mllion for every dollar increase in the price of oil over
the course of the year.

5:45:31 PM

M. A per looked at Slide 7, "H storic and Forecasted
Production Tax and Credits,"” which mrrored Slide 6, only
restricted to the production tax. The nunbers below the
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line of less than production tax revenue had been negative
since FY 15.

5:46:17 PM

M. Alper discussed Slide 8 "Status of Credit Fund Demand
for FY16-17,"

e FY16 Appropriation Capped at $500 mllion
e $473 million paid out to date
e About $200 nmillion North Slope, $273 mllion
non- Nort h
Sl ope
e $27 mllion left in fund with $4 mllion in-
process cl ai ns
e Current DOR Work Pool $675 million
$10 million in older NOL credits
$22 mllion in ol der exploration credits
$552 million in 2015 NOL, QCE, WE credits
$60 million in 2015 exploration credits
$31 nmillion additional 2015 NO., QCE, WE
expected via anended returns

5:48: 29 PM

M. Al per |ooked at Slide 9, "Status of Credit Fund Demand
for FY16-17", which further detailed the nunbers from Slide
8.

5:49: 11 PM

M. Al per noved to Slide 10, "Status of Credit Fund Demand
for FY16-17":

Status of Credit Fund / Demand for FY16-17

*All the “in hand” applications, if eligible, result
in a known demand for FY2017 of $652 nillion

*This is very current information, based on the CY15
tax “true-up” which was due on Thursday 3/31

*Expected «credit applications during CY2016, which
could al so be paid in FY17:

e Another $40 mllion in quarterly requests for QCE and
WLE outside the North Sl ope

eAnother $60 mllion in “last mnute” exploration
cl ai ns
e About $20 million in LNG storage and refinery clains
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eTotal, matching “final” Spring 2016 forecast, $775
mllion-slight reduction from$825 nmillion “prelint

5:50:46 PM

M. Alper spoke to Slide 11, "Potential NOL Carry-Forward
Liability":

Gowing Carried Forward NOL's: A New Probl em

« Since the beginning (2007) all conpanies except the
three mmjor producers have been able to receive cash
for their tax «credits. Mjors nust “carry them
f orwar d”

* Conpani es produci ng | ess than 50,000 bbl /day

eHi | corp crossed over this threshold in 2015

* One or nore of the majors had an operating loss in
2015.

That becomes an NCOL credit that can be used against
taxes starting this January (to reduce paynents bel ow
the mninmumtax, as far as zero)

*This only partly offsets mnimum tax paynents this
cal endar year. W still have sone positive production
tax incone.

« Wth the Spring Revenue Forecast, we now see all
three mjors wth nuch larger losses in 2016, and
possi bly for years beyond

5:54:16 PM

M. Al per turned to slide 12, "Potential NOL Carry-Forward
Liability," which reflected the Gl and Gas Tax Credit
Fund: Budgeted vs. Actual vs. Statutory Tax Credit Fund
Transfer Cap (Beginning with the first budget cycle after
t he passage of ACES in Novenber 2007.)

5:56:43 PM

M. Alper pointed out that at the current rate, it was
forecasted that the state would build an obligation to
industry of $2.8 billion by FY 25. He noted that the non-
cashable carried-forward liability would be zeroed out by
FY 24. He shared that the last colum reflected the tota
state credit obligation. He said that the price forecast
listed the e price of oil in FY 18 at $43/bbl, and FY 21 at
$60/bbl, which reflected a dramatic junp that would be
assunmed to have an inpact on the state's finances, but that
the revenue was only projected to raise from $16 mllion to

Senat e Fi nance Comm ttee 7



$33 mllion. He said this was because the industry went

from having a $750 mllion balance to only a $265 million
bal ance; there had been a half mllion dollars in
production tax liability that the state did not receive

because it had been used to offset the NOL carry forward
fromprior years.

5:59: 09 PM

Senat or Bi shop probed the stackability of the NOLs.

M. Al per offered an anecdotal scenario involving NOLs. He
said that if conpanies were earning the NOL credits faster
than they used them they would continue to stack up.

6: 00: 54 PM

Senat or Bishop referred to the nunbers in red on Slide 12.
He understood that the fiscal outlook could inprove if the
price of oil rebounded above $85/ bbl .

M. Al per though that $80/bbl was a good price point and
woul d nake a big difference in the budget.

6: 02: 04 PM

Co- Chair MacKi nnon wondered how nuch of a net operating
|l oss could be expected, using the departnent's current
projections, if producers were |aying down rigs.

M. Al per responded that the laying down of rigs by BP had
al ready been built into the forecast. He said that there
was a reduction of |ease expenditures attached to that, as
well as a reduction of wells being drilled and a reduction
in future production. He stated that further reduction of
work woul d be captured in the next forecast. He contended
that if current prices nmmintained for another year there
woul d be a continued sl owdown.

Co- Chair MacKi nnon requested that the departnent run new
nunbers with the nost current projections that included
rigs that had recently been shut down.

M. Alper replied that he would provide the conmmttee with
the information.

6: 03: 52 PM
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Co-Chair MacKi nnon noted Senator Stedman in the committee
room

6: 04: 07 PM

M. Al per discussed Slide 13, "Potential Revenue Loss from
Reduced Credits":

e (CSSB130 (RES) does inpact project econonics

e As part of a broader structural reform to
Al aska’s finances, the state will be in a better
position to neet the credit obligations it does
have and provide a nore stable fiscal clinmate
overall .

e DOR cannot predict specific projects that may be
accelerated or deferred as a result of CSSB 130
(RES) or other fiscal reforns

» Testinony by others has conpared the inpact of SB
130 to total royalty revenue received by the
state

 The followng table shows how those two anounts
conpare under the Spring 2016 revenue forecast

« By the final year of the fiscal note, the
m dpoint inpact of CSSB 130(RES) represents
approxi matel y 14%  of anti ci pat ed petrol eum
revenue

6: 05: 42 PM

M. Al per |ooked at Slide 14, "Potential Revenue Loss from
Reduced Credits":

Production would have to drop by an additional 9% for
the cost to the state from lost royalties to exceed
the benefit of the bill. In 2022, this would nean
about 35k bbl / day
e This assunes that the “lost” production would
pay taxes and royalties at the sane rate as
average production; nore likely the nmargina
projects would pay |ess
e Also, nmuch of the fiscal inpact of CSSB130 is
specific to
Cook I nl et where revenue per barr el is
substantially | ess

Senat e Fi nance Comm ttee 9



He noted that the slide contained a table that included the
estimated fiscal inmpact from the current bill version
versus the spring 2016 total petrol eumrevenue forecast.

6: 06: 52 PM

Vi ce-Chair Mcciche sunmarized the nunbers on Slides 3 and
4. He asserted that the fiscal picture on the North Slope
was very different than that of Cook Inlet.

6: 07: 58 PM

M. Al per agreed. He thought that Cook Inlet was likely
unsust ai nabl e, and that conpanies would react negatively to
the unsustainability of the area.

6: 08: 32 PM

Co- Chai r MacKi nnon had heard the comm ssioner make
statenments about the success in Cook Inlet. She asserted
that the Cook Inlet was energizing 60 percent of the state.
She wondered if there was any data to support the assertion
that activity in Cook Inlet was unsustainabl e.

M. Al per explained that a fiscally constrained state could
not maintain the activity indefinitely.

6: 09: 56 PM

Comm ssioner Hoffbeck interjected that cycling contracts
were being negotiated and discussions were underway for
contracts out to 2023, and beyond. He said that he had not
heard wurgent discussion as to whether gas would be
avai lable when it was tine to put it under contract, but
that sonme of it was yet to be under contract.

6:10: 48 PM

Co- Chair MacKi nnon agreed that the state did not have the
cash flow to support the existing tax credits, but was
concerned that the overall region in 10 or 15 years would
need to inport gas.

Comm ssi oner Hof fbeck said that normal practice was to have

a 10 year supply or less on the books because it did not
make sense for a conpany to go out and develop a field that
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could not be nonetized for 10 years. He thought that
uncertainty woul d al ways be part of the equation.

6:12: 09 PM

Co- Chair MacKi nnon understood that conpanies liked to carry
|large reserves on their books because it helped wth
fi nanci ng.

Comm ssi oner Hoffbeck replied that that was true. He added
t hat conpanies could delineate the field, and know what the
reserves were, Wwthout actually developing and delivering
pr oduct .

6:12:34 PM

Vice-Chair Mcciche lanented that striking a balance
bet ween credits and supply woul d be chal | engi ng.

6: 13: 22 PM

M. Al per turned to Slide 15, and stated that he would be
di scussing the "greatest hits" pertaining to the subject.

6:14:11 PM

M. Al per turned to Slide 16, "Credit Cost in Perspective":

O the $3 billion in state-refunded credits through
the end of FY15:

e $1.45 billion went to six North Slope projects that
now have production

* $650 mllion went to 13 North Slope projects that do
not have any production. Sonme of these are abandoned,
and sonme are in process

e $450 mllion went to six non-North Slope projects
t hat have production

e $450 million went to eight non-North Slope projects
that do not have any production

6:15:14 PM

M. Al per |ooked at Slide 17, "Credit Cost in Perspective":
North Sl ope Refundable Credits

O the $1.45 billion that was spent between FYO7-
FY15 supporting six producing projects:
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e Total production through end of FY15 is 38.5 mllion
barrel s
« Total credits = $37.30 / barrel
e This nunber wll decrease over tine due to
addi ti onal production fromthese fields
* Lease expenditures for these projects, through
FY15, were $4.94 billion
e Credit support was 29% of | ease expenditures

6:15: 51 PM

M. Al per reviewed Slide 18, "Credit Cost in Perspective":

Cook Inlet Refundable Credits
O the $450 mllion that was spent between FYO7-
FY15 supporting six producing projects:
e Total production through end of FY15 is 55.9 mllion
BCE (rmuch of this was gas)
e Total credits = $7.80 / BCE or about $1.30 / ncf
e This nunber w1l decrease over tine due to
addi ti onal production fromthese fields
* Lease expenditures for these projects, through
FY15, were $1.09 billion
e Credit support was 40% of | ease expenditures

6:16: 56 PM

M. Al per spoke to Slide 19, "Credit Cost in Perspective,"
whi ch was a continuation of Slide 18:

Cook Inlet Tax Caps
eEstimated value to industry $550-%$850 over the years

2007- 2013

*Total Production Estinmate
eGas: ~ 250 mllion cubic feet / day for seven
years = 640 BCF of gas or 106 mllion BOE
*Gl: ~ 10,000 barrels / day for seven years = 26
mllion BOE
eTotal Production = 132 mllion BCE

*Using mdpoint $700 mllion estimte, value of caps =

$5.30 / barrel or $0.88 / ncf
*Sum of Credits + Tax Caps: $2.18 / ncf

6:18: 05 PM
AT EASE

6: 19: 13 PM
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RECONVENED

M. A per stated that the previous slides were the best
avai lable information that the departnment could provide
wi thin the bounds of confidentiality.

M. Al per showed Slide 21, "Key Provisions and Decision
Poi nt s":

Preventing certain credits from being used against the
m ni mum tax, or “floor”

This is really three different issues / policy questions

Al'l of these only pertain to the North Sl ope:

1) Net Operating Loss for producers not eligible for
refundable credits (should major producers be able to go
bel ow t he fl oor?)

2) Per-Barrel Credits for GVR “New G| (should the tax on
production from new fields be allowed to go to zero?
Rel ation to GVR “graduation?”)

3) Small Producer / Exploration Credits (should everyone,
not just major producers, pay a mninmmtax?)

6:21:22 PM

M. A per looked at Slide 22, "Key Bill Provisions and
Deci si on Points":

Repurchase Linmts
Hi storic Notes on | arge annual credits:
Over the 2007-2016 history of the tax credit program

e There has only been one instance of a conpany who
ever received > $200 mllion in a single year

e Five times ever when one conpany received between
$100 - $200 nillion in one year

e 11 times ever when one conpany received between
$50 - $100 nillion in one year

6:22: 56 PM

M. A per |looked at Slide 23, "Key Bill Provisions and
Deci si on Points":

To-date cost of Sunsetting Credits

Expl oration Credits (various) 2007-sunset
e North Slope Refunded: $270 million
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e North Slope Against Liability: $190 nmillion
e« Non-North Sl ope Refunded: $160 nmillion
* Non-North Slope Against Liability: $0

Smal | Producer Credits 2007-2016

e North Slope Against Liability: $340 nmillion

e Non-North Slope Against Liability: $60 nillion
* (these cannot be refunded)

Total: slightly over $1 billion

M. Al per offered to cut the presentation short in order to
make tine for the sectional analysis.

Co- Chair MacKi nnon responded that he could take the next 35
mnutes to finish the presentation; the sectional analysis
could be heard on anot her day.

6:24:58 PM

M. Alper turned to Slide 25, "Overview of Tax and Credit
Cal cul ati ons":

How t he Production Tax Wrks at $100 oi
Tax on a single barrel of taxable North Slope oil. W
currently have about 160 m|lion taxable barrels/year
Mar ket Price $100
Transport Cost $10
G oss Val ue $90
Lease Expenditures $35
Production Tax Val ue $55
Tax @ 35% $19. 25
Per-Barrel Credit $6.00
Net Paynent $13.25
M ni mum Tax Gross x 4% $3. 60
Hi gher OF (Actual Tax) $13.25
Approx. Annual Revenue $2.1 billion

M. Al per noted that the nodeled calculation was what the
Legi sl ature had envi si oned when SB 21 was enact ed.

6:27:16 PM

M. A per noved to Slide 26, "Overview of Tax and Credit
Cal cul ations":

At $70 G I, the “m nimumtax” takes over
Mar ket Price $70
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Transport Cost $10

G oss Val ue $60

Lease Expenditures $35

Production Tax Val ue $25

Tax @ 35% $8. 75

Per-Barrel Credit $8.00

Net Paynent $0.75

M ni rum Tax Gross x 4% $2. 40

Hi gher OF (Actual Tax) $2.40
Approx. Annual Revenue $380 mllion

6:28:31 PM

M. A per noved to Slide 27, "Overview of Tax and Credit
Cal cul ati ons":

At $40 G|, producers have operating |osses
Mar ket Price $40

Transport Cost $10

G oss Val ue $30

Lease Expenditures $35

Production Tax Val ue ($5)

Approx. Operating Loss $800 million

Tax @ 35% ($1. 75)

Per-Barrel Credit $8.00

Net Paynent ($9.75)

M ni mum Tax Gross x 4% $1. 20

Hi gher OF (Actual Tax) $1.20

Approx. Annual Revenue $190 million

Carried Forward Loss Credit 35% $280 million

6: 30: 02 PM

M. Al per noved to Slide 28, "Overview of Tax and Credit
Cal cul ati ons":

$40 for second year neans Operating Loss credits can be
used to reduce paynents bel ow the m ni num t ax

Year 1 Year 2
Mar ket Price $40 $40
Transport Cost $10 $10
G oss Val ue $30 $30
Lease Expenditures $35 $35
Production Tax Val ue ($5) ($5)
Approx. Operating Loss $800 million $800 million
Tax @ 35% ($1. 75) ($1. 75)
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Per-Barrel Credit $8. 00 $8. 00

Net Paynent ($9.75) ($9.75)
M ni mum Tax Gross x 4% $1.20 $1. 20
Hi gher OF (Actual Tax) $1. 20 $1. 20
Approx. Annual Revenue  $190 million $190 nmillion
Less Carried-Forward Loss Credit ($190 mllion)
Actual Tax Paynent $190 million $0
Carried-Forward Loss Credit 35% $280 mllion $370
mllion

6:31: 10 PM

Co- Chair MacKi nnon asked how nmuch of a percentage of the
operating | osses could be attributed to personnel.

M. Al per responded that he did not know.

Co- Chai r MacKi nnon request ed t hat he provi de t he
information to the conmttee at a later date. She felt that
the job losses were not reflected in the slides and were
one of the largest cost drives to the state. She requested
details concerning the drivers inside of the net operating
cost for conpanies, and how the departnent had determ ned
the static nunbers included in the presentation.

M. Alper pointed out to the commttee that the departnent
had used $45 - $46/bbl as a working average cost, and noted
that there had been a 10 percent increase in conpany costs
within the last year. He said that those efficiencies and
reductions involved people who woul d have been buil ding and
doing things, and whatever it was that they were going to
build the equi pnent and materials associated with that work
had also fallen off the expense profile.

6: 33: 08 PM

Co-Chair MacKinnon requested any information that the
adm ni stration could provide concerning the cost set into a
non-static plan.

M. A per agreed to provide the information to the
comm ttee.

6: 33: 40 PM

M. Al per looked at Slide 30, "Introduction to Scenario
Anal ysi s":
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e« The Tax Division has developed a new nodel,
| ooking at project life cycles

e Cash flow over the 30-40 year life of a project,
for the state’s production tax and credits, al
state revenue, the producer’s cash flow, and
di scounted (NPV)

» Scenarios Analyzed at $40, $60, $80, and Fall
Forecast oil price

e Status quo nodel ed vs. Governor’s original bill

e Full nodeling runs can be provided as a separate
docunent

M. Alper noted that there were |onger presentations that
included different runs of how the nodel worked. He said
that the scenario had been developed in response to
guestions fromindividual |egislators.

M. Al per spoke to Slide 31, "Introduction to Scenario
Anal ysi s":

Fi el ds Anal yzed:

North Slope G| Scenarios

* 50 mllion barrel

e 750 million barrel (12.5% Royalty / 20% GVR)
e 750 mllion barrel (16.67% Royalty / 30% GVR)
e 750 mllion barrel (50% Private Royalty)

Cook Inlet G| Scenarios

* 50 mllion barrel (tax caps sunset)

* 50 mllion barrel (tax caps extended)

Gas Scenari os

e 670 bcf Cook Inlet Gas (tax cap sunset and
ext ended)

* 670 bcf Mddle Earth Gas

6: 38:22 PM

M. Al per spoke to Slide 32, "Sanple of Scenario Analysis,"
whi ch showed nunbers for the smaller field on the North
Sl ope at $60/bbl. He noted that the upper left corner chart
reflected solely the production tax and the credits. He
spoke to the graph in the upper right hand corner, which
reflected the annual state net gains and |osses, with 20
percent GVR, at $60 and price. The lower Ileft chart
illustrated the total producer cash flows from the
conpany's point of view, and the lower right listed the
life cycle totals for the field. He pointed out that the
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top four lines showed the production tax nunbers, the
m ddl e four reflected the all-state revenue, and the bottom
four lines showed the producer credits.

6:42: 44 PM

M. Al per discussed Slides 33 through 37, which offered
scenario analysis on North Slope and Cook Inlet fields
usi ng various tax structures and varying per barrel prices.

6:48: 01 PM
AT EASE

6: 48: 24 PM
RECONVENED

M. Al per pointed out that by pushing the credit spend into
future years the state was paying the credits over a |onger
period of time; for sonme of those years the state was
getting revenue from royalties while sinmultaneously
receiving the credits, which reduces the credit spend.

6:49: 02 PM

Co- Chair MacKi nnon asked whether a $25 million cap per
organi zation that was driving nultiple partners together,
and could create a diversity of revenue, mght also slow
pr ogr ess.

M. Al per stated that the departnent had presuned that
entities would partner up on projects. He said that the $25
mllion nunber had been pulled from history, when the state
had first ventured into the credit repurchasing business.

6: 50: 25 PM

M. Al per spoke to Slide 37, "Sanple of Scenario Analysis,"
and noted that the slides reflecte3d little difference than
the North Sl ope except that there was no production tax.

6:51:43 PM

M. Al per looked at Slide 38, which reflected the nunbers
after the inplementation of SB 130. He stated that the
departnment could cone up with hundreds of simlar scenarios
to exam ne.
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6:52:41 PM

Co- Chair MacKi nnon appreciated the testifiers' ability to
articulate the adm nistration's position.

SB 130 was HEARD and HELD in commttee for further
consi derati on.

Co- Chair MacKi nnon di scussed the schedule for the follow ng
day.

#hb247

HOUSE BI LL NO. 247
"An Act relating to confidential information status
and public record status of information in the

possession of the Departnent of Revenue; relating to
interest applicable to delinquent tax; relating to
disclosure of oil and gas production tax credit
information; relating to refunds for the gas storage
facility tax credit, the liquefied natural gas storage
facility tax credit, and the qualified in-state oil
refinery infrastructure expenditures tax «credit;
relating to the mninum tax for certain oil and gas
production; relating to the mninum tax calculation
for nmonthly installnment paynents of estimted tax;
relating to interest on nonthly installnent 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 [imtations for
nontransferable oil and gas production tax credits
based on oil production and the alternative tax credit
for oil and gas exploration; relating to purchase of

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

January 1, 2011; repealing provisions related to the
monthly installment paynents for estinmated tax for oil
and gas produced before January 1, 2014; repealing the
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oil and gas production tax «credit for qualified
capital expenditures and certain well expenditures;
repeal i ng t he cal cul ation for certain | ease
expenditures applicable before January 1, 2011; naking
conform ng anmendnments; and providing for an effective
date."

HB 247 was SCHEDULED but not HEARD

#

ADJ OURNVENT

6: 56: 14 PM

The neeting was adjourned at 6:56 p. m
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