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HOUSE BI LL NO. 247

"An Act relating to confidential information status and public
record status of certificates from the oil and gas tax credit
fund; relating to a mninmum for gross value at information in
the possession of the Departnment of Revenue; relating to
interest the point of production; relating to | ease expenditures
and tax credits for nunicipal applicable to delinquent tax;
relating to disclosure of oil and gas production tax credit
entities; addi ng a definition for "qualified capital
expenditure”; adding a definition for information; relating to
refunds for the gas storage facility tax credit, the liquefied
"outstanding liability to the state"; repealing oil and gas
exploration incentive credits; natural gas storage facility tax
credit, and the qualified in-state oil refinery repealing the
l[imtation on the application of credits against tax liability
for lease infrastructure expenditures tax credit; relating to
the mnimumtax for certain oil and expenditures incurred before
January 1, 2011; repealing provisions related to the gas
production; relating to the mninmum tax calculation for nonthly
installment nonthly installnment paynments for estimated tax for
oil and gas produced before paynents of estimated tax; relating
to interest on nonthly installnent paynents of January 1, 2014;
repealing the oil and gas production tax credit for qualified
capi tal estimted tax; relating to I|imtations for the
application of tax credits; relating to oil and expenditures and
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certain well expenditures; repealing the calculation for certain
| ease gas production tax «credits for certain |osses and
expendi t ur es; relating to limtations for expendi tures
applicabl e before January 1, 2011; nmaking conform ng amendnents;
and nontransferable oil and gas production tax credits based on
oil production and the providing for an effective date."
alternative tax credit for oil and gas exploration; relating to
purchase of tax credit

- <PENDI NG REFERRAL>

SENATE BI LL NO. 130

"An Act relating to confidential information status and public
record status of certificates from the oil and gas tax credit
fund; relating to a mninmum for gross value at information in
the possession of the Departnment of Revenue; relating to
interest the point of production; relating to | ease expenditures
and tax credits for nunicipal applicable to delinquent tax;
relating to disclosure of oil and gas production tax credit
entities; addi ng a definition for "qualified capita
expenditure”; adding a definition for information; relating to
refunds for the gas storage facility tax credit, the liquefied
"outstanding liability to the state"; repealing oil and gas
exploration incentive credits; natural gas storage facility tax
credit, and the qualified in-state oil refinery repealing the
l[imtation on the application of credits against tax liability
for lease infrastructure expenditures tax credit; relating to
the mnimumtax for certain oil and expenditures incurred before
January 1, 2011; repealing provisions related to the gas
production; relating to the mninmum tax calculation for nonthly
installment nonthly installnment paynents for estimated tax for
oil and gas produced before paynents of estimated tax; relating
to interest on nonthly installnent paynents of January 1, 2014;
repealing the oil and gas production tax credit for qualified
capi tal estimted tax; relating to I|imtations for the
application of tax credits; relating to oil and expenditures and
certain well expenditures; repealing the calculation for certain
| ease gas production tax credits for certain |osses and
expendi t ur es; relating to [imtations for expendi tures
applicabl e before January 1, 2011; nmeking conform ng amendnents;
and nontransferable oil and gas production tax credits based on
oil production and the providing for an effective date."
alternative tax credit for oil and gas exploration; relating to
purchase of tax credit

- HEARD & HELD
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PREVI QUS COW TTEE ACTI ON

BILL: SB 130
SHORT TITLE: TAX; CREDI TS; | NTEREST; REFUNDS; O & G
SPONSOR(s): RULES BY REQUEST OF THE GOVERNCR

01/19/ 16 (S) READ THE FI RST TIME - REFERRALS
01/19/ 16 (S) RES, FIN
04/ 04/ 16 (S) RES AT 3:30 PM BUTROVI CH 205

W TNESS REG STER

JANAK MAYER, Chairman & Chi ef Technol ogi st

enal ytica

Washi ngton, D.C.

POSI TI ON  STATEMENT: Commented on SB 130 and continued the
enal ytica overview of Al aska oil and gas credits from 4/2/16.

NI KOS TSAFCS, President & Chief Analyst

enal ytica

Washi ngton, D.C.

PCOSI TI ON STATEMENT: Commented on SB 130 and participated in the
continued enalytica overview of Alaska oil and gas tax credits
from 4/ 2/ 16.

RANDALL HOFFBECK, Conmi ssi oner

Depart ment of Revenue (DOR)

Juneau, Al aska

PCSI TI ON STATEMENT: Comrented on SB 130 and continued the DOR
overview from 4/ 2/ 16.

KEN ALPER, Director

Tax Divi sion

Departnent of Revenue (DOR)

Juneau, Al aska

PCOSI TI ON STATEMENT: Commented on SB 130 and participated in the
conti nued DOR overview from 4/ 2/ 16.

JERRY BURNETT, Deputy Comm ssi oner
Depart nent of Revenue (DOR)

Juneau, Al aska

PCSI TI ON STATEMENT: Comment ed on SB 130.
ACTI ON NARRATI VE

3:30:17 PM
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CHAIR CATHY GESSEL <called the Senate Resources Standing
Commttee neeting to order at 3:30 p.m Present at the call to
order were Senators Stedman, Mcciche, Coghill, and Chair
G essel .

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

[ Cont ai ns di scussion of conpanion bill HB 247.]

3:31: 29 PM

CHAIR Jd ESSEL announced consideration of SB 130 and the
continuation of enalytica s overview of Alaska's oil and gas tax
regime that started on Saturday.

3:32: 30 PM
JANAK  MAYER, Chairman &  Chief Technol ogi st , enal yti ca,
Washi ngt on, D C, said he would recap the substanti al

di fferences between the North Slope and Cook Inlet revenues and
credits. The credits for the North Slope are integral to the
overall tax system and only two credits are remaining: the
dol | ar-per-barrel credit and the net operating loss (NOL) credit
for which producers with less than 50,000 barrels a day can
receive cash paynents. The dollar-per-barrel credit is a neans
of shaping the overall tax rates and the NOL credit is a way of
deducting costs that are being incurred against revenues when
the costs exceed the revenues that exist at the nonent. Two
things can happen with that: either the costs can be carried
forward and be deducted against future revenues or they can be
deduct ed today as a cash paynent fromthe state.

3:34: 28 PM
SENATOR W ELECHOWSBKI j oi ned the conmitt ee.

MR. MAYER said whether the credits are paid out today or in the
future has a fiscal inpact on the state, particularly in tinmes
of low prices. However, this credit is fundamental to the tax
system rather than being sone incentive to try to achieve a
parti cul ar out cone.

3:35:26 PM
SENATOR STOLTZE joined the comm ttee.

MR. MAYER said the Cook Inlet revenue/credit picture is very
different. It has no production tax on oil, a very low fixed
gross production tax on gas, and a very substantial credit
regime: 25 percent NOL credits, a 20 percent capital credit, and
a subclass of capital credit called the well |ease expenditure
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credit, which goes up to 40 percent for well-related intangible
drilling costs.

Slide 6 illustrated the overall picture. One can see that al nost
all the revenue comes from the North Slope, but only a few
credits went to it, but it's exactly the opposite for Cook
Inlet. It's hard to see the Cook Inlet reginme as sustai nabl e.

3:37:59 PM

He said slide 14 focused on historical levels of activity in
Cook Inlet and showed several cycles of activity since the 1950s
and a substantial peak in exploration since 2010. The pace of
devel opnent drilling activity since the Cook Inlet Recovery Act
was passed has picked up substantially, but that success cones
at a significant cost, and that is what he would talk about
next .

3:39:41 PM
MR. MAYER said it's inportant to distinguish between oil and gas
production (on slide 15) in Cook Inlet. Ol production peaked at

about a quarter of a mllion barrels a day in 1970 with a very
sharp decline going through the 1980s, a shallow drop during the
90s down to very low production in the |ast decade until in

2009, only 7,500 barrels a day were produced. Since 2010, oi
production has substantial rebounded and Cook Inlet is now
produci ng about 18,000 barrels a day.

The gas side of the equation |ooks very different in terns of a
much longer, flatter plateau of gross production through the
m d-90s. Sone of that gas was reinjected into the Swanson River
field and its production resulted in a plateau that went through
to the late years of the |ast decade. The reason for that is
even though gross production had started declining substantially
a full decade prior, but because no reinjection was happening
there, that added to the net anobunt of production through 2005.
Since then there has been a substantial decline, but where oil
production turned around, gas didn't. It has stabilized and
pl at eaued at about a quarter of billion cubic feet a day in the
| ast several years.

3:42: 47 PM
MR MAYER said slide 16 looked a little closer at the drivers
that enabled the remarkable turnaround in Cook Inlet. It comes

from two different sources: from new wells being drilled and
from work-overs on existing wells. The oldest wells are
produci ng nore now than they were at the end of the |ast decade.
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3:45: 06 PM
SENATOR M CCl CHE asked why the spike in gross oil production by
well vintage (1965 through 1978) (slide 15) conpared to new
production (slide 16) is wunusual in its steepness in both
di recti ons.

MR. MAYER answered that a couple of big fields were brought on
line very quickly, but the decline while it is steep, in genera
fits a sort of hyperbolic decline curve one would expect wth
the | egacy wells.

Nl KOS TSAFQOS, President & Chief Analyst, enalytica, Wshington
D.C., added that nost of the increasing production in the early
70s cane from five fields that went from O to 30,000 barrels a
day at the sane tine, but MArthur River went from zero to
112,000 barrels a day. And the decline rate isn't unusual wth
such a steep increase, since no other fields cane on line to
back-fill the production.

SENATOR M CCl CHE asked if he saw any other issues that m ght be
nore promsing in the future.

3:49:11 PM

MR. MAYER said the two graphs on slide 17 show gas production by
wel |l vintage and by field. The ol der vintages nostly decline and
alnmost all of the new production is from wells drilled after
2011. So, the plateau in gas production in the last couple of
years is from ongoing drilling in the existing fields rather
t han extensive work-over work one sees on the oil side. The by-
field graph indicates that one substantial field has turned
around, the Kenai Loop. A few others - Beaver Creek and Swanson
Ri ver - have snaller amounts of increase, and there nmay be nore
production fromFurie's Kitchen Lights unit in the future.

3:51:11 PM

Slide 18 puts that picture in context and has the outl ook going
forward. An anmazing turn around happened on the oil side that
went from 7.5 thousand barrels day (nb/d) in 2009 to alnost 18
nmb/d today, and gas production stabilized in recent years after
several years of steady decline. He said the gas market has
undergone a mmjor transition in supply, demand, prices,
seasonality, conpetition, and expectations. In particular, prior
to the time of this turn around a couple of major established

(harvesting node) players - Mrathon and Chevron - exited to a
new player, Hlcorp, who is focused on reinvestnent and work-
over activity and new drilling, a very standard cycle to happen

in all hydrocarbon basins all around the world.
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A couple of other things were going on at the sane tine. Cook
I nl et used to be a relatively lowpriced gas narket,
particularly conpared to Henry Hub - that for a long tine was
viewed in Alaska as a very premum price that couldn't be paid
here. Indeed at that tinme a Henry Hub pricing case was put to
the RCA based on that and it was turned down as being
potentially excessive. Now Cook Inlet gas has a nuch higher
price ($6/ncf going up to rmuch higher levels for certain
contracts) both through the consent decree that happened when
Hi | corp cane in and through subsequent RCA decisions. Now Henry
Hub | ooks | ow.

3:54: 04 PM

MR. MAYER said the credits have had an extraordinary effect in
Cook Inlet on both the oil side and the gas side, but part of
the reason is also about broader structural changes that have
occurred. The DNR published estimates say about 1.2 tcf is
remaining in proven or probable reserves. If one adds in
Cosmopolitan and Kitchen Lights (that has seen substanti al
devel opnent on the gas side and is starting to produce at
relatively low levels so far) they estimate an additional 400
bcf, therefore 1.6 tcf in total, although there is substanti al
uncertainty as to the size of the resource.

He explained that instate demand is about 80 bcf/year and the
total Cook Inlet gas production is over 100 bcf right now One
m ght think that is 10 years of gas supply, but the problemwth
that is that hydrocarbons aren't produced at the sane flat rate
indefinitely. Fields all go into decline at some point, but with

substantial additional drilling and investnment one m ght see the
gas plateau extended out another six years. But at sone point,
there will be a decline again. Wen that happens the question is

what the new resources | ook |ike, how well-devel oped they are
and how well-equipped the conpanies are to contribute an
increnental portion to neet the ongoing gas demand in the
regi on.

3:56: 38 PM

To answer the question of fundanental chall enges for keeping the
Sout hcentral gas nmarket well supplied into the future, M. Mayer
said he did sone nodeling |ooking at three different
hypothetical fields and assunptions. The first project he
nodel ed was on slide 19, a market-constrained devel opnent wth
| arge upfront investnent. One sees the econom cs of devel oping
sonething that would optinmally be a nuch |arger devel opnent - a
| arge gas resource that could in principle produce 100 bcf/day
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of gas for several years at a plateau rate. The problemis there
isn"t a market at the nmonment in Southcentral Al aska for that
much gas, short of substantial exports or other alternatives.

One can |look at the market and see an increase in demand over
the next four or five years. So, if one drills wells that
produce 15-18,000 million cubic feet a day of gas at a peak rate
and then it declines, one could see how a single platform and
wel | could be devel oped at a tinme over the course of a decade.

3:59: 55 PM
The problem with having a substantial resource that one is
trying to work into a larger-scale gas developnent is noney

spent on big facilities. He noted that one producer, in
particular, has talked about spending several hundred mllion
dollars on a platform pipelines, and all the rest - and just

| ooking at the cash flow chart one can tell this is a very
chal | enged devel opnent .

4:00: 43 PM

MR. MAYER said slide 20 |ooks at exactly the sanme devel opnent,
but if it weren't subject to the very difficult constraints that
the Cook Inlet nmarket is subject to. It would require a change
in supply/demand dynam cs, which nost likely would come from a
substantial export custoner. If that could be done, one could
produce at 100 or close to 140 mllion cubic feet a day of gas.
One could drill three wells a year for the first three years, or
drill nine wells in the first three years and then drill another
wel | every year for the next decade to mmintain production. This
would look like a very different development. The cash flows
| ook nore simlar to the sorts of cash flows one expects to see
on any nunber of gas developnents around the planet. As a
result, it is a much healthier developnent that can exist
probably with or without credits.

He nodeled a third project using the sane assunptions around
wel | productivity, the cost of drilling a well, and the same-
type curves, but, if not naking that substantial initia
investnment in upfront facilities, pipelines and all the rest.
Here under the current Al aska fiscal regine wi thout the 25 NOL
credit (because an existing mature field has enough revenues to
not be in an NOL position), but wth a 20 percent capital credit
and 40 percent credit applying to well-related work, the very
mnimal initial upfront costs to do that drilling results in a
very quick return and correspondingly very high and attractive
economi cs.
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4:03:25 PM

MR. MAYER said slide 22 graphed the three different projects one
could imagine either in the real world or in a hypothetical
unconstrained world in the Cook Inlet. One can see that even
with benefits of essentially no or little tax, 20 percent
capital credits, and 40 percent credits for drilling costs, that
in the first two cases of a new devel opnent by a new conpany
with a 25 percent NOL credit, the economics remain really very
strained and difficult to make work (because of the enornous
anount of capital required and the small anmount of production
revenue that comes fromit). Internal rates of return (IRR) of
5-15 percent at the very highest gas prices is not particularly
desirabl e econom cs when one considers the benefits of all those
credits. And when one |ooks at the spilt of value to the
conpany, the federal governnent and the state, it is nothing but
a pure subsidy situation from the state governnent perspective,
even in the highest price gas scenari os.

So, the conpany with the economcs that | ook great at prevailing
Cook Inlet prices of $6 ntf, with maybe just a little bit of net
present value, in an unconstrained environnent, |ooks suddenly
very different. The economcs are transforned solely by being
able to actually develop this field in an optiml manner. The
| RR goes from 20 to 40 percent at the sane price levels and al
of the different players are in positive net present value
territory. Conpanies are doing best here and the state,
relatively speaking, is taking the l|least value of the overall
equation, because of the mxture of the 12.5 royalty and a very
smal | gross production tax on the gas.

Looking at the scenario of additional drilling in the mature
fields that is even nore the case, particularly with the 40
percent well drilling credit, and IRR from 50 to north of 100

percent. The idea here isn't to say that this is a definitive
picture of any actual conpany's economcs; it's sinply to say

that drilling in mature fields is not substantial econom c work,
especially because with no credits at all, they are |ooking at
25 to 85 percent ROR It does seem that drilling in the mature

fields is likely to be a substantially economc activity across
a wi de range of assunptions.

4:08: 34 PM

MR. MAYER said the question then comes back to the big picture
of what the aimof the Cook Inlet credit regine is. One possible
answer is that it exists as a gas supply to Southcentral Al aska.
If that's the case, based on the resource base, it |ooks Iike
the current plateau can be nmaintained for another four or five
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years at current rates. At sone point, though, that wll start
declining again and new resources will have to be found. Despite
very challenged econom cs, Furie has devel oped a gas phase at
Kitchen Lights with sonme initial production, and the comng
years will reveal a market and the dynam cs of a new entrant.

In thinking about the role for state support, M. Myer said,
the one thing that is highly challenged to nmake work 1is
devel opment of substantial new facilities, infrastructure, and
entirely new projects given the constraints of the donestic
market. There is a role for ongoing targeted support sinply to
ensure that as mature fields begin to decline there isn't a
difficult transition. One could just say leave that to the free
mar ket and that mght work, but the decline could set in and
only at a point the deflected transition would result in the
rolling brown-outs of a few years ago. Then one gets to a point,
again, where there is enough unnmet denmand that substanti al
devel opnment of a new project actually | ooks desirable in terns
of economi cs.

So, he said, to enable a snpbother transition, sone degree of
support mght be warranted, but it could |ook very different and
be nmuch nore targeted than the credit regine, which covers a
wide range of activities. A lot of data is protected by
confidentiality, but it seens safe to conclude that a |ot of
wor k-over work and new drilling is on-going on the oil side
rather than on the gas side, but that won't necessarily put new
gas behind pipe any tinme soon, and it is a snmall subset of the
total piece of work.

4:13: 07 PM

SENATOR STEDMAN said he hoped the committee didn't get enanored
wi th hypothetical projects and doesn't stop to take a |ook at
the state's checkbook, which could very easily be enpty in
January. It would also be nice to have sonme cash flow work done
on Cook Inlet, so they have a concise view over the next couple
of days. He knew that the DOR had created sone anal ytical nodels
of Cook Inlet over the last several years that the conmttee
m ght see.

CHAIR G ESSEL thanked M. Myer for his presentation and
transitioned to the DOR presentation.

4:14: 25 PM
SENATOR COSTELLO joined the commttee.

4:15:21 PM
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At ease

4:16: 05 PM

CHAIR G ESSEL called the neeting back to order and wel coned
Department of Revenue Conmi ssioner Hoffbeck to continue his
overview of Alaska's oil and gas tax credit system She noted he
woul d start on slide 20, which was the beginning of a section
called "Wrk Over the Last Interim"

RANDALL HOFFBECK, Commi ssioner, Departnent of Revenue (DOR),
Juneau, Al aska, said since last session, the Governor vetoed
$200 mllion in tax credits that created a tenporary liquidity
crisis within the oil and gas industry that led to him and
Director Alper to spending the next nonth talking to various
conpanies and lending institutions to assure them that all the
credits would be paid and that their concern that these credits
were not valuable collateral for |oans was unfounded. They had

over 30 neetings wth industry and financial institutions
getting a nuch broader understanding of how credits are used to
| ever age addi ti onal assets ver sus J ust bei ng di rect

rei nbursenents for work.

He said that nultiple hearings were heard over the summer by
Senator Gessel's Senate GOl and Gas Tax Credit Wrking Goup
that added depth to their know edge of the issues the state is
facing, and creating a basis for today's |egislation. The Senate
Wor ki ng Group provided a good anchor for the discussion

4:19: 17 PM

COWM SSI ONER HOFFBECK said the Wrking Goup and the state saw
nmost of the issues in a simlar fashion, but maybe sone of the
solutions not quite exactly the sane. The Wrking Goup felt
gradual change was the right way to change the oil and gas tax
credits and the admnistration felt nore urgency driven
primarily by looking at the state checkbook. However, gradual
i npl ementation, if it's available, is a better way to nake these
type of changes, if one has the luxury to do so. The
adm nistration felt constrained by how much the credits cost and
how nmuch revenue the state had, so they wanted to be nore
aggressive with inplenenting changes.

He said the Wrking Goup's report considered tinelines and
sector inpacts very strongly, and while the admnistration
| ooked at those, they had a different interpretation of where
the inpacts would be. Because there was a strong statenent to
protect l|ocal vendors in the case of bankruptcy that was not in
the original |legislation, the bonding conponent was added in
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House Resources, and the admnistration felt it was a good
addition. They both saw the need to protect some form of the
mnimum tax floor wthin the analysis and to protect the
Frontier Basin tax breaks, because it is still a very imuature
basin. Finally, they |ooked at enhanced reporting requirenents
to have enough transparency to have an open dial ogue on sone of
the issues so that when they are meking these tough decisions,
everyone can see the data and know what issues need to be
addr essed.

4:21:03 PM

COWM SSI ONER HOFFBECK said the state put together its thought
process on how to deal with the various credit issues cogni zant
of what they felt were the resources available for offering
those credits. It becane very clear that they couldn't offer
stability to the oil and gas industry if the state couldn't
afford its credit program He added that for the next four years
the state will have a substantial draw down on its savings and
its ability to fund governnment services, and a credit program
that is costing $700 mllion a year is a substantial draw down.
They asked thenselves how to balance this so that they didn't
conpletely crater the oil and gas industry when they are
struggling with ow oil prices, as well.

4:23:13 PM

He said they saw the credits in three different categories.
First, the credits that really just didn't work the way they
were supposed to. A series of credits weren't even applied for
and it didn't make nuch sense to |eave those on the books, so
their |egislation proposes repealing those. Another credit was
put in place Dbecause of energy security issues wthin
Sout hcentral and focused on developing gas in Cook Inlet, but
they were equally applied to oil production, which is where the
profits really are long term And it was the focus of what the
Cook Inlet Recovery Act was supposed to do. So, they |ooked for
a way to structure the credits to focus nore on the devel opnment
of gas resources.

COW SSI ONER HOFFBECK said the second category was the credits
that did work but had maybe served their purpose. One of the
things one sees all across the board within governnent, and he
assunmed the sanme in business as well, is that a program is
started and funded; the program gets up and running and it's
successful. But then it's hard to determne when it's tine to
stop. That is may be what is being seen in the credit program
energy security was needed in Southcentral; they put in a very
robust credit program in order to obtain that energy security;
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and now that has been acconplished. Wen the credit program was
put in place, there was a market |ooking for gas; and now gas is
| ooking for a market, and the question now is if the Cook Inlet
had been incentivized sufficiently to have achieved the goals
t hey had set out to achieve.

COWM SSI ONER HOFFBECK said the reality is that the market can be
over-incentivi zed. Enal ytica has sai d in their prior
presentations that the price point for gas in Cook Inlet is
sufficient to I ook for and devel op gas anywhere in the world. If
the nmarket <continues to be incentivized and additional gas

floods the nmarket, the price will get pushed down nore. Then
they nust incentivize again. He said a second way to over-
incentivize is if energy security is their big goal - and it is

- is to incentivize projects that can only find a market by
exporting. But those are policy questions.

4:25: 53 PM

SENATOR STOLTZE pointed out that Comm ssioner Hoffbeck referred
opaquely to different kinds of wuseful <credits, as well as
credits past their useful life. He asked if the departnment could

put out a credit rating score card to help |egislators nake good
deci si ons.

COW SSI ONER  HOFFBECK said DOR doesn't have a report card
format, but their presentation tal ks about those things and he
woul d be happy to provide nore context.

SENATOR STOLTZE commented that the public would be better served
by an assessnent of various credit's useful ness, their ranking
in terns of how each credit best serves the state's financial
i nterest.

SENATOR W ELECHOWBKI said the information they are |ooking for
is the rate of return (ROR) and return on investnent (RO) from
the credits for the state.

COWMWM SSI ONER HOFFBECK said confidentiality makes |ooking at
specific projects difficult, therefore the departnent created
life cycle nodels, based on general data not specific to a
particul ar conpany, that he could provide.

4:30: 14 PM

The | ast category of credit is the one of credits that should be
mai ntained, primarily the NOL credit that is a playing field
leveler, but it's also the hardest one to control. D rector
Al per woul d explain the provisions on how to cap sone of those.
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4:31:17 PM

KEN ALPER, Director, Tax Division, Departnent of Revenue (DOR),
Juneau, Alaska, said their initial presentation walks through
t he various conponents of the bill and how they affect different
sectors of the industry, what kind of changes the departnent was
trying to make and the fiscal inpacts. The second presentation
has the date of April 4 and drills nmuch deeper into the nodeling
of sonme specific sections of the bill and deals with sonme fairly
conplicated statutory |anguage that he wants the conmttee to
understand. In sonme ways it answers questions that canme up in
the first conmttee of referral in the House. That presentation
goes into the life cycle nodeling that Comm ssioner Hoffbeck
tal ked about - how it is now and how it would perform given the
changes proposed in SB 130. The third part of the second
presentation answers a couple of specific questions that cane up
in the earlier Senate Resources hearing on Saturday.

4:32:54 PM

MR. ALPER said slide 23 is the big picture of what the
commi ssioner just said: the process was driven by the
understanding that the state no longer has the cash flow to
support the credit program as it currently stands. That spend
needs to be reduced one way or another. The idea gelled upon the
NOL credit as "the nother credit,” the one that is the playing
field leveler, especially on the North Slope, between the new
conmer and the incunbent producers that pay a net profits tax and
receive value for every dollar they reinvest or spend in Al aska
by reducing their taxable net inconme. Reducing it by a dollar
reduces their taxable net income by 35 cents. The NOL credit is
how the developer of a new field gets that 35 cent value from
t he sane dollar spent.

The third major thenme of the bill is to |imt repurchases of
credits. That is not quite the sane as reducing the cash outl ay.
Many of the credits were initially designed with the idea of
t hem being intended to be used against taxes or carried forward,
to be used against taxes, and only later did they becone nore of
an open-ended repurchase. So they are |ooking at deferring
paynents in some cases by rolling theminto a future year when
the state might have better a fiscal situation to be absorbing
them as of fsets agai nst taxes.

A fourth conponent of the bill is strengthening the m nimum tax
ensuring the state does, in fact, get the value of the statutory
floor that was put in place in the PPT reginme and has not ever
worked to its full intent.
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Nunber five is be nore open and transparent to be able to talk
about what the state is doing and how state resources are being
shared in different devel opnent projects. And of course, as
changes are made to honor and pay all the credits that are
earned to date and through the transition period.

MR. ALPER said the bill also has a fairly large fiscal note of
$900 million to endow a fund to put additional nobney into the
Tax Credit Fund so that should the system face dramatic changes;
anything earned before the effective date would be paid and not
subj ect to questi on.

SENATOR W ELECHOWBKI said the operating budget appropriates $73
mllion for tax credits in FY17 and asked if he is advising
producers of that.

COMWM SSI ONER  HOFFBECK answered that they are encouraging
producers to track the legislation. But if only $73 mllion is
appropriated, that is all they can spend. However, there is
still a ways to go.

4:36:26 PM
MR. ALPER said the major bill conponents nore thematically dea
with exploration credits, the Cook Inlet drilling credits, the

repurchase limts and inplenmentation of them renbving certain
exceptions and | oopholes in existing statute, strengthening the
m ni mum tax, and ot her provisions on technical |anguage.

4:37:24 PM

Starting W th t he expl oration credits, he said t he
adm nistration's policy is to let the exploration credits sunset
on their own accord. Specifically, the alternative credit for
exploration is scheduled to end on July 1, 2016 in both the
North Slope and the Cook Inlet areas. That has been previously
extended in the Mddle Earth until 2022 in prior |egislation and
the intension is for that to still happen. They want to get
these credits off the table, because they, anong other things,
have led to sonme historically very high support. On the North
Slope the NOL credit increased to 45 percent from 25 percent for
the last two years after the passage of SB 21. Those can now be
stacked with an exploration credit of up to 40 percent and there
are circunmstances, especially for seismc shoots on the North
Sl ope, where the state is actually paying 85 percent of
conpani es' costs in 2014 and 2015.
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SENATOR W ELECHOWSKI asked what the success rate is of wusing
credits for jack-up rigs and the Frontier Basins. Did the state
get an appropriate return on that investnment? Should they expire
or will it cause a further crisis in the gas situation?

MR. ALPER answered those two credits, referred to as the super
credits, have actually rarely been used. The jack-up rig credit
hasn't been clained and only one or two smaller clains have been
made in the Frontier Basin. Producers found that the other
credits, especially in Cook Inlet, that were already on the
books were nore valuable. The 65 percent nobney was in sonme ways
nore valuable than the 100 percent jack-up rig credit that had
depth and additional data sharing requirenents as well as a
payi ng back of half the credit once they cane into production.
Producers decided to never apply for it, so there is no downside
in letting it sunset. The frontier credit is 80 percent for
devel opment drilling costs and 75 percent for seismc, and a 65
percent credit remains in place for normal circunmstances in the
M ddle Earth area. So, there really isn't that nuch difference
bet ween the normal credits and the super credits.

4:40: 08 PM

SENATOR W ELECHOWBKI said a jack-up rig did cone to Cook Inlet
and asked if that was just a coincidence or did it come up with
the intent of being used and then they determ ned they could get
nore credits through other neans? Are there plans for anyone to
apply for a jack-up rig credit?

MR. ALPER answered that he heard that one conpany nay seek that
credit, but the work has to be done by July 1, 2016. As for why
they cane, the jack-up rig credit was part of SB 309 in 2010
that had several credit stimulants in the Cook Inlet area. It

happened in sonme ways as a conpanion bill to HB 280, known as
the Cook Inlet Recovery Act that also passed in the 2010
session. That  bill contained the 40 percent well | ease

expenditure credit.

4:41:19 PM
SENATOR STEDMAN remarked that when PPT credits escal ated beyond
25 percent, consultants were very concerned about getting into
goldplating and distorting econom c behavior, and asked when the
state will face erratic behavior driven by credits versus sound
economni cs.

COW SSI ONER HOFFBECK answered that he wasn't sure he could

answer that question wthout specifics, but they felt there were
some largely undercapitalized conpanies that took advantage of
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the high credit regine and came to Alaska and if they found
sonething, they did well; if they didn't, he knew that at | east
two went bankrupt. The credits probably have incentivized sone
activity that maybe would not have been otherw se undertaken,
but he couldn't say what the goldplating threshold was.

4:43: 21 PM

MR. ALPER continued that an unexpected spike in exploration
credit clainms cane in for last year that mght have been for
sonmre work that was done in advance of when it otherw se would
have been done, but the conpanies wanted to do it to take
advant age of the 85 percent credit that was about to sunset.

He said the exploration sections of SB 130 attenpted to clean up
a couple of older credits (one that can be taken against
royalty) that hadn't been used in decades. The thought was to
preenptively repeal them so they don't get resurrected in sone
way and go agai nst the broader intent of the adm nistration.

MR. ALPER said that within the exploration statutes there is a
requi renent for data sharing - primarily well bore data - wth
DNR as a condition of receiving the credits. The state gets
great use out of that data to better understand and market the
state's resources. They were hoping to reattach that |anguage to
the remaining NOL credit by referencing that old | anguage.

4:44.52 PM

Slide 26 talks about the Cook Inlet drilling credits. SB 130
repeals AS 43.55.023(a), the qualified capital expenditure or 20
percent QCE credit, and .023(1), the 40 percent well |ease
expenditure or WLE credit. The idea here is during the passage
of SB 21, there seened to be a direction against rewarding
spending w thout production. The spending based credits were
repealed on the North Slope and a conparable system was being
extended to Cook Inlet and other areas of the state. They also
want to nake sure especially given the tax caps in Cook Inlet
that the producer who is not in a loss situation (sinply
drilling wells and selling oil and gas and hopefully earning a
profit) and not paying tax, is not receiving cash credits for
it, which they are under the current system through the 20 and
40 percent credits. They don't feel that is an appropriate use
of state funds, especially at this tine.

MR. ALPER added that all of this is in sonme ways tenporary, and
they understand that the Cook Inlet needs a nore conprehensive
tax reform between now and 2022. If the tax caps that exist in
statute were to sunset tonorrow there is no stable tax regine
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under pi nning them They have bits and pieces of different taxes:
a 35 percent net tax from SB 21, but not per barrel credit nor
GVR benefit, a 25 percent NOL "a little bit of a hodge podge."
The House Resource CS has a working group towards that end; it's
not in the legislation that is before them now.

In general, M. Alper said, their broad goal is to reduce the
general level of state support for Cook Inlet from the roughly
50-60 percent that it is now to the 25 percent |evel through the
remai ning NOL credit.

4:46: 56 PM

SENATOR STEDVAN said the 25 percent NOL in Cook Inlet has been
around for a while and asked if it used to be 25 percent north
of 68 and now it's 35 percent.

MR. ALPER said, yes, that's correct.

He said the idea behind the repurchase Iimts on slide 27 is not
what credits are earned but the nethod by which the state repays
those credits. Currently, any conpany who presents the credit
for repurchase is eligible with the exception of those who
produce nore than 50,000 barrels a day. That has historically
meant the three mmjor producers, although now Hilcorp has added
t henselves to the 50,000 barrel club. The bill adds a couple of
restrictions to getting cash for credits. First, if you are a
| arge conpany (global revenue in excess of $10 billion) then
maybe you can afford to keep those credits on your own books,
save them until such time as you have tax liability (when you
are producing) and then use those credits to offset your own
taxes. For those conpanies that don't neet that threshold - the

great bulk of them - they would institute a cap of $25 nmillion
per conpany per year, the limt that used to be in place during
the 2006 PPT bill that was elimnated wth the ACES bill in
2007.

SENATOR M CCICHE asked if he thought about adjusting the $25
mllion cap that went away in '07 for inflation or did he think
the sanme cap was an appropriate nunber.

MR. ALPER answered that they put in the historic nunber as a
starting point expecting that to be part of a robust discussion.

SENATOR STEDVAN asked if any of the non-refundable credits and
the NOL credits accunul ate any carrying costs to the state.

4:50: 37 PM
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MR. ALPER answered that there are no provisions in statute for
earning interest or gaining value on credit that are carried
forward

SENATOR STEDMVAN said that is a point that hadn't been touched on
much and he expected billions of dollars in carry forward costs.

SENATOR COSTELLO asked if other oil-producing regines have
sonmething like the requirement that it applies to any conpany
with a global annual revenue greater than $10 billion a year.
Wuld it affect investnment decisions across projects which
normal ly are reserved for that specific |ocation in investnent?

MR. ALPER answered that he didn't know if he could adequately
answer that question, but there are very few reginmes that offer
cash reinbursements the way Al aska does. The idea of putting a
cap on large conpanies was in sone ways germ nated over a year
ago in doing some nodeling for the House Resources Conmittee on
a potential ANWR devel opnent. They found that no matter how
robust it |ooked to the state, once it was up and going, the
first 10 years were potentially catastrophic with $2 billion a
year in credit liability. Realizing that it would be Ilarge
conpanies conming in, they had to find a way to protect the
state's interest while still allowing projects to go forward. He
didn't know if there was anything conparable in other regines,
but they thought internally that there was a difference between
the type of smaller independents they were trying to bring to
Alaska and the large international conpanies who already have
busi ness in Al aska.

4:53: 05 PM

SENATOR STOLTZE said he wanted a better idea of the team that
put this legislation together. Wre other departnents, such as
t he Departnent of Natural Resources involved?

COW SSI ONER HOFFBECK answered that it varied at different tines
within the process. The initial research on credits was
primarily driven by the DOR They held the neetings and talked
to the various players. Then they took the information about the
credit liability that the state was facing to the governor as
well as sone ideas about ways to mtigate it. Involved in that
was the governor, the chief of staff, the DNR and the DOR a
team actually helped formed the entire fiscal plan. It came back
to the DOR for refining and then was taken to the Departnent of
Law (DOL) for the language. It was finally brought back to the
governor in a room that had alnost half the cabinet plus the
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governor where the governor said. "That one, that one, that
one..."

4:55:16 PM
CHAIR (G ESSEL pointed out that she nmet wth Conmm ssioner
Hof f beck early in Decenber to talk about ideas he was

considering and recalled that DNR was in that neeting, and DNR
said it was the first they had seen of any ideas.

SENATOR STOLTZE said a lot of things that happen on the third
floor aren't very public and asked Comm ssioner Hoffbeck to
describe the role of the chief of staff on this. Is he a passive
observer or one of the drivers?

COWMM SSI ONER HOFFBECK replied that he is just one of the voices
in the room The governor wants to hear from all sides of every
issue before he makes a decision. He pointed out that DNR
Comm ssioner Myers was in some of those prior neetings.

SENATOR W ELECHOWBKI asked if there were neetings outside of the
cabinet - industry or outside organizations - in the crafting of
this | egislation.

COWMM SSI ONER HOFFBECK replied not in the crafting of the bill
but they net with all of the players and got their input on what
was critical and what areas they thought needed nodification.
They were open and frank about what they thought was necessary.
Structuring of the bill was internal within the state.

COWM SSI ONER HOFFBECK apol ogi zed and said he had to |eave for
anot her neeting.

4:57. 47 PM

SENATOR M CCI CHE asked if the admnistration went through the
exerci se of evaluating what kind of production has been the nost
beneficial to the people of Al aska and what kind wll be nost
beneficial in the future, because the state has invested a |ot
of noney in credits in conpanies that are no |longer in Al aska,
and that is where nost of the credit liability lies. Wiy do they
| ook at big conmpany-good versus little conpany-bad and try to
reward accordingly as opposed to what has the nobst potential
benefit for the general fund (GF).

MR. ALPER said that is a good question. He answered there was no
intent to say small conpani es-good and big conpani es-bad. This
provision is the only place where they nmde a distinction
between the sizes of conpanies; their nodeling showed fairly
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little difference in the net effect between the zero limt and
the $25 million limt for the larger fields. They didn't really
contenplate the larger conpanies involving thenselves in the
smal l er fields anyway. Conpanies have left the state, but in the
scope of all of it they are not nost of the liability; they are
a relatively small fraction. He was nore concerned about the
conpanies that stayed and |eft, because they didn't find
anything worth developing. If there is a discovery that is not
bei ng devel oped from sonme reason, maybe it gets developed in a
future era. He hoped there would be sone increased interest in
Al aska no matter what they do here when the price recovers. It's
just hard to devel op our "chall enged basin” in |ow prices.

What projects get developed isn't so much a function of the
credit system as of the resource, M. Al per said. The big fields
have been found; they are hoping people will develop the smaller
fields that mght be a little nore challenging. Sone needed a
little nore exploration; sone needed to be found. They were not
trying to play favorites either in the credit system or in what
they are trying to nodify it to; they are sinply trying to
shrink the footprint alittle bit.

CHAIR G ESSEL invited Deputy Conmi ssioner Burnett to cone to the
table and fill in for the comm ssioner who had to go to another
nmeeti ng.

5:00: 50 PM

SENATOR M CCICHE repeated his question of whet her t he
adm ni stration evaluated what type of production has been the
nost valuable to the GF in the past, separate from what size
conpany provided that benefit. This was in reference to the
graph on slide 27, and how the credits and risk exposure seemto
be disproportionately going to smaller, under-capitalized
conpani es.

JERRY BURNETT, Deputy Commi ssioner, Departnment of Revenue (DOR),
Juneau, Al aska, answered the issue here of limting credits for
conpanies with a larger amount is to nmake sure they deal wth
conpanies that are not capital constrained differently than
conpani es that were nore likely to be capital constrained and he
would have to go back and look at that question separately.
Hi storically, smaller conpanies have provided significantly |ess
noney to the GF over tine.

5:02: 54 PM

MR. ALPER said there are two additional restrictions: one is
tied to the percentage of Al aska resident hire. Conceptually, if
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a conpany has a $10 mllion certificate that they are | ooking
for repurchase of and in the previous year they had 80 percent
Al aska hire, the state could cash out only $8 mllion. The other
$2 mllion would remain a conpany asset that they would role
forward and wuse in a future year or against their taxes.
Finally, just to protect the state's interest in the long term
those woul d expire after 10 years.

CHAIR G ESSEL asked if he had conferred wth the DOL as to the
constitutionality of the provisions in the bill regarding Al aska
resident hire.

MR. ALPER answered yes. The DOL was unsure, but believed it is
possi ble, and the main reason is because the state is not taking
the credit itself away from them Everyone wll get the full
value of their credit. It was just a matter of the policy
choices as to whether the state would offer a full anmount or a
partial amount of cash for it. This is an idea that the governor
introduced into the mx, but it wll inevitably get a |egal
challenge if this survives and becones | aw

SENATOR COSTELLO asked industry's response to the local hire
part of the bill.

5:05:19 PM

MR. ALPER answered that industry was dubious as several on the
conmmittee are, and it is largely outside of their control,
because the way the bill is witten, it also extends to their
subcontractors, which they have less influence over. Al the
conpanies testify that they seek to maximze their state hire
and he takes them at their word. Another issue they had was
uncertainty. If they don't know how much of their credit they
are going to get paid until a year later, it's harder, for
exanpl e, to borrow noney agai nst that expected paynent.

CHAIR G ESSEL asked if the carry forward loss credits apply to
cash only or to all the NOL credits.

MR. ALPER replied that the NOL credit is the only one that can
be carried forward; all the other cashable credits are either
bei ng repeal ed or are sunsetting.

He said slide 28 was about sonme of the unusual phenonenon they
di scovered in statute that led to larger credits than should
have been going out the door that they want to correct or
clarify.
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The idea behind the gross value reduction (GYR) for new oil was
that the conpany would earn a production tax value, a profit
and it would be reduced by a percentage of the gross value at
the point of production to reduce the taxable profit in a
synthetic calculation. Effectively, the sane 35 percent tax
woul d be collected but charged to a smaller nunber. That works
fine until the conpany in question has an operating loss. If the
conpany in question instead of paying taxes is |osing noney,
whi ch could happen in a low price scenario, it could also |ose
nmoney in a high price scenario, for exanple, in the early years
of operation for a new field if a conmpany is still drilling new
wel l's and building out its infrastructure.

Well, M. Al per said, the statute never contenplated how that
m ght play out, and what has happened is one could take a GVR
and subtract it from the operating loss and that on paper
appears as a larger operating loss, and it earns a 35 percent
credit NOL. This has led to credits well in excess of 35 percent
and, in a couple of cases, over 100 percent of the anount of the
loss. It's conpletely legal, but DOR feels that was not the
intent. So, they are looking to clarify that the GVR, although
it can be subtracted from a conpany's profit, it can't be used
to increase the size of its |oss.

SENATOR STEDVAN said it would be nice to see what the 35 percent
tax would be if there were no G/R to see how it interacts with
the m ni mum t ax.

5:09:32 PM
MR. ALPER said in a little while he would tal k about the m nimm
tax provisions that would touch upon the new eligible oil. In

today's price environnment it doesn’t matter nuch; the state is
not getting a lot of production tax revenue anyway. Should
prices recover, 9 percent of production fromthe North Slope is
currently eligible for the gross val ue reduction (GVR

SENATOR STEDMAN said the whol e nmechani sm has sone peculiarities
that weren't recognized at the tine. He asked for a quantifiable
anal ysi s about what a "nmedium price range" is for the assessnent
of the GVR

MR. ALPER responded that the primary difference today in the
revenue received for that 9 percent of the oil on the North
Sl ope versus the other 91 percent is that the legacy fields are
paying at the mninmum tax level of 4 percent. And the $8 per-
barrel, sliding-scale credit gets cut off once they butt up
against the mninmum tax - unless it's happening for a second
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year in a row and there is an operating loss credit (part of the
fl oor hardening provisions is wll review later). Meanwhile the
$5 a-barrel credit can drive the new GVR oil fields down to
zero. In 2015 the state got taxes fromold oil but none from new
oil. In 2016, it's not getting nmuch fromeither.

CHAIR G ESSEL said that isn't a factor of the tax policy as much
as the | ow price.

MR. ALPER agreed, but added that in 2016 it's a factor of the
fact that one or nore of the producers in 2015 had an operating
loss and that <credit could be used to go below the floor
beginning in the early nonths of 2016.

CHAIR G ESSEL said that raises the policy question of if people
are | osing noney, should the state be taxing them

SENATOR STEDMAN said when they |look at the GVYR in 2017 that 9.27
percent of the oil at 35 percent credit is nore like $3.9
mllion. It takes that tax to zero and |eaves another $26
mllion of the GVR that goes beyond the tax anmount. He pointed
out by contrast, that in the mninum tax environment, the per-
barrel credit listed earlier was a pure nathemati cal exerci se.

MR. ALPER said he wasn't sure what docunent Senator Stedman was
| ooking at, but he wanted the opportunity to go through it with
hi mto understand what he was sayi ng.

He said the second | oophol e-type provision SB 130 straightens up
is when a nmunicipality owns its own gas field and burns nost of
it inits own utility, that itself is not a taxable transaction
but there are circunstances where that nunicipal entity m ght
sell some fraction of its gas to a third party, because they
have surplus production. That sale is taxable inconme, but the
guestion is what the offset is; is it a |lease expenditure? Using
a literal interpretation of the law are circunstances where
conmpani es can subtract all of their expenditures against 2 or 3
percent of their revenue and thus create sone fairly synthetic
operation losses that qualify for credits. That is not terribly
controversial, but it is sonmething that is getting cleaned up in
SB 130.

5:15:19 PM
SENATOR STOLTZE asked what "I oophol e" neans.

MR. BURNETT answered that slide 28 says exenptions/| oophol es and
sonme people consider it a "peculiarity.” It is a term where no
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one is suggesting that there is bad behavior on the part of
Muni ci pal Light and Power (M.&P), for exanple, when they get a
cash credit for sonething that the | aw all ows.

SENATOR W ELECHOWSKI asked how nmuch noney has been | ost through
this | oophol e.

MR. ALPER replied that he didn't have a nunber, because very few
pl ausi ble entities could benefit and the data is confidential.
It's not a gigantic portion of the overall pie. Based upon his
reading of the legal track record, it appears to be truly an
unforeseen circunstance of statute and there is some consensus
that it wasn't intended to be witten that way.

SENATOR W ELECHOWSKI said it's not a secret that it will inpact
M.&P, which happens to be in many legislative districts in
Anchorage. That wll result in an increase in rates, because
they would be getting |ess noney back. M&P has expressed
concern to him about this provision and he wll be |ooking at

this one carefully to nmake certain that his rate payers aren't
i npacted severely.

CHAI R G ESSEL asked where this provision is in SB 130.

MR. ALPER answered that he thought it was in section 27, towards
t he back of the bill.

SENATOR STEDVMAN said the resources are owned by the public and
the state is not structured for one particular group to have an
advantage over or a first call versus another group, and when
t hey get into t he I ntricacies of this particul ar
exenption/credit, it will be hard for utilities to justify the
credits they put in to try to drive nore oil production where
the state has no ability to recoup. The credits are put in place
to nove cash flowin tine to make margi nal projects viable. It's
just gotten totally out of hand. He wanted sone di scussion about
the folks in the gas belt versus the folks that are sitting in
the oil furnace belt where his constituents heat their hones.
He wants to be fair around the state.

CHAIR G ESSEL said she was under the inpression that his fol ks
had hydro dans that the state had built for them

SENATOR STEDVAN responded that about 80 percent of people in his

district heat wwth oil, because electricity too expensive at 12-
13 cents a kilowatt.
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5:20:17 PM

MR. ALPER said it was up to the chair how far he would go and
the last two portions of the bill are strengthening the m ni num
tax, which is in several different provisions in SB 130. The
main and nost inportant one, the biggest dollar value, is that
you can't use an operating loss credit specifically to reduce
paynents below the 4 percent floor. So, that is the one where
the major producers who m ght have |ost noney in one year would
still have to continue to pay the gross tax the next year, which
is conmparable to the gross tax paid in other states that have
purely a gross tax. Also the exploration credit would not be
able to be used to go below the floor for the small producer.

The other provision extends the 4 percent floor to new oil,
nmeani ng the cutoff for the GVR ($5 barrel credit) would also be
limted by the 4 percent rather than the zero. They have asked
that those two changes and the section that describes themto be
retroactive to January 1, 2016, a controversial decision. The
i dea being because they know of a specific circunstance where an
entity with an operating loss is offsetting its taxes this year,
but if they truly want to harden the floor, they should begin
doing it with the beginning of the present year they are working
on. In addition to all the changes to how the floor is treated,
they are looking to raise the level of the floor to a flat 5
percent at all price points.

5:22:24 PM
SENATOR STEDVAN asked what the NOL loss and credit anmounts are
for north of latitude 68 for nmjor producers in this current
fiscal year.

MR. ALPER answered that the tax is a calendar year tax, so part
of it would have to be estimted. He wouldn't be confortable
tal king about 2015 nunbers because it's one, possibly two,
conpani es, whereas in 2016 he expects all three to have a | oss.
The DOR forecast tal ks about $1 to $1.5 billion of loss: and NOL
credits in the neighborhood of $.5 billion: a couple hundred
mllion of that being used to offset mininmum tax liability and
the other $300 nillion being increnented to the previously
carried forward NOLs.

SENATOR STEDMAN said he thought those |osses were $1.9 billion
Isn'"t the credit 40 percent because of the tail from the
transition anmount laid out in SB 21, and the NOL cal cul ation
straddles two different calendar years with two different rates?
It's a significant anmount of noney.
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MR. ALPER said he wasn't certain where the $1.9 billion figure
came from but he didn't doubt it. He was trying to describe
FY2016, which is half in CY15 and half in CY16.

SENATOR STEDMAN said if he is interpreting the Revenue Sources
Book correctly it's $1.9 billion in loss carry forwards and 40
percent credits of $770 million. |It's a significant amount this
year. He also wanted a guesstimate of CY16/ 17 nunbers.

CHAIR G ESSEL said they certainly do recognize the magnitude of
the nunbers as well as the fact that three rigs out of five are
being laid down on the North Slope, because they can no | onger
be supported in this price environnent.

SENATOR W ELECHOWSKI said every time he had been involved in oil
taxes, they had conparatives wth other states and other
jurisdictions around world. He hoped to see an overall
conpari son of how Alaska's tax and royalty structure at current
dollars conpares with North Dakota, Texas, and Louisiana and
ot her conparabl e jurisdictions around the worl d.

MR. ALPER responded that he would provide to the commttee the
| atest Conpetitiveness Review Board conparison docunent that
conpares Alaska with others. It is reasonable to say that in the
current price environment Alaska is a very low regine - and it
offers credits. It is a systemthat is designed to collect nore
nmoney at higher prices with the counterpart to that being
getting less at low prices. Now that people are |ooking at
several years in a row of lower prices, that logic is being
ret hought. One advantage North Dakota and Texas have for their
own revenue is a fixed gross tax. They get a certain percent
whet her the price of oil is high or Ilow, the downside of that is
when the price goes to $100, they aren't capturing all that they
could. Part of the bal ance that has al ways been before this body
is how nuch can the state can take at the high end in exchange
for what it gives back at the Iow end, and that consensus hasn't
been truly reached. Al aska has a kind of hybrid.

CHAIR G ESSEL asked him to highlight the difference in the
revenue collection under ACES and SB 21 in this low price
envi ronment .

5:28:18 PM

MR. ALPER responded that the nunber in June using the best
avai lable information was that SB 21 would have been bringing in
$300 to $400 million a year nore, the difference being the
m nimum tax, itself, based on $50-odd oil. About $400 nmillion
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woul d cone in the mininmmtax whereas under ACES the m ni num tax
calculation would be offset, effectively zeroed out, by the 20

percent capital credit - based on known anobunts of ongoing
spending. As the price goes further down, the delta will shrink.
In 2015, he would think the difference would be nore |ike $150
mllion, because that is about how nuch production tax revenue

the state got. It would be close to the sane in 2016 and 2017.

5:29: 22 PM
SENATOR W ELECHOWSKI asked for nunbers nore or |ess on what the
state woul d have made if SB 21 was in place during ACES.

MR. ALPER answered that a previous analysis is in nenpo form and
he could forward it to the commttee, but over the six years
that ACES was in place between FYO8 through January 1, 2014, it
brought in $27 billion in net production tax and SB 21 would
have brought in about $18 or $19 billion. The revenue spikes
camre from those years of very high prices when ACES had very
hi gh progressivity.

CHAIR GESSEL remarked that Al askans have been incredibly
fortunate: it raised taxes trenendously before the |argest oil
price spike in history, then instituted a higher base tax wth
nore protection on the downside before one of the nost
precipitous drops of oil prices in history. "W did well not
because of our brains, but because of our good |uck."

SENATOR COSTELLO asked in this low commodity price environnment
is Alaska the only state that is revising its tax credits.

MR. ALPER replied that he didn't know off-hand, and when there
was an answer, it wasn't the group Alaska wants to necessarily
be associated with. N geria and Venezuela are thinking about it
now probably. Al aska does have the reputation of doing it nore
often than other states. However, this bill 1is not being
characterized as a change to the oil taxes; it is considered a
reformto sonme of the excesses of the tax credit regine around
the edges of the core tax system that they are trying hard not
to get into.

5:31:52 PM

Slide 30 is a little bit of a catch-all, he said. It includes
interest rate reform A technical error in SB 21 elimnated
conmpound interest and put all assessnents on delinquent taxes
not just for oil and gas, but for all of Alaska's taxes on a
sinple interest footing. They are hoping to restore that as well
as increase the interest rate to sonething nore akin to what the
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state earns on its savings on the Pernmanent Fund to reflect the
opportunity cost involved. If taxes aren't paid one year, but
get paid two years later, and the state draws from savings to
make up that difference, the state wants to get paid back at the
rate that the savings thenselves mght have earned in the
interim

Next is a confidentiality waiver, a relatively narrow increase
but it is inportant. DOR doesn't want to talk about conpany
profits and how nuch taxes they pay; they sinply want to |ist
t he nanmes of conpanies who receive tax credits and how nuch they
get. Another is that a small and subtle provision that has to do
with the gross value at point of production not going bel ow zero
has a couple of technical issues as well as sone nore
substantial policy issues.

Finally, M. Al per explained, right now if soneone owes taxes to
the state, at the nonent they file to get their tax credit
certificate the tax gets paid. The departnent could effectively
hold back credit to pay taxes, but it has found circunstances
where a conpany mght not owe taxes but owe to other state
departnments - a royalty, a |ease paynent, fines to an agency or
sonmething like that - and is trying to broaden in statute their
ability to use credit noney to satisfy other obligations to the
state, not just taxes, before the credit is paid.

CHAIR G ESSEL said currently, transportation costs can't reduce
gross value below zero, so as production declines tariffs
(transportation costs) will go up and asked if he is saying they
can't deduct that any further.

MR. ALPER replied a nodel of transportation costs across the
North Slope indicates they are in the nei ghborhood of $10 barrel
and that nunber wll go up. But the nunber varies wldly from
field to field depending on how far they are from the center.
Her question becones if one particular field has a well head
value of less than zero, can that negative nunber be used to
of fset positive nunbers comng from other fields for tax
purposes, and that is a totally legitimate policy debate that
one mght disagree with. Although this won't lead to a negative
royalty because that is a separate calculation, it doesn't
i npi nge upon the new gross tax on private royalties that are on
t he books (if someone pays a 5 percent tax based on gross val ue
at the point of production, at the very least the state needs to
ensure that can't becone a negative nunber.
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CHAIR GESSEL said she |ooked forward to discussing that.
Finding no further questions for the departnent, she said the
presentation woul d continue tonorrow begi nning on slide 31.

5:35:37 PM

CHAIR G ESSEL adjourned the Senate Resources Standing Conmttee
neeting at 5:35 p.m
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