HOUSE FI NANCE COW TTEE
March 20, 2017
2:23 p.m

2:23:49 PM

CALL TO ORDER

Co-Chair Foster called the House Finance Commttee neeting

to order at 2:23 p.m

VEMBERS PRESENT

Representati ve Neal Foster, Co-Chair
Representati ve Paul Seaton, Co-Chair
Representative Les Gara, Vice-Chair
Representative Jason G enn
Representative David Guttenberg
Representative Scott Kawasaki
Representative Dan Otiz
Representative Lance Pruitt
Representative Steve Thonpson
Representative Cathy Tilton
Representative Tanme W/ son

VEMBERS ABSENT

None

ALSO PRESENT

Randal I  Hof f beck, Conmm ssioner, Departnment of
Representati ve Garran Tarr, Li sa Wei ssl er,
Represent ati ve Andy Josephson.

PRESENT VI A TELECONFERENCE

SUMVARY

HB 111 AL & GAS PRODUCTI ON TAX; PAYMENTS; CREDI TS

Revenue;
St af f,

HB 111 was HEARD and HELD in conmmttee for

further consideration.

HB 115 | NCOVE TAX; PFD CREDI T; PERM FUND | NCOME
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HB 115 was HEARD and HELD in committee for
further consideration.

Co-Chair Foster reviewed the agenda for the day.

#hb115
HOUSE BILL NO. 115

"An Act relating to the permanent fund dividend;
relating to the appropriation of certain anmounts of
the earnings reserve account; relating to the taxation

of income of individuals; relating to a paynent
against the individual income tax from the pernmanent
fund dividend disbursenment; repealing tax credits

applied against the tax on individuals wunder the
Alaska Net Inconme Tax Act; and providing for an
effective date."

2:24: 37 PM

Representative Thonpson MOVED to ADOPT Anendnent 13 (copy
on file):

Page 2, line 9:
Del ete "a new subsecti on”
| nsert "new subsecti ons"

Page 2, following line 18:
I nsert a new subsection to read:

"(c) I n accor dance wth AS
37.13.145(b) (1), and subj ect to
appropriation, 33 percent of the anount
avai l able for distribution under (b) of this
section shall be reserved for dividends. The
remai nder of the anmount calculate to be
avai l abl e for distribution under (b) of this
section shall be reduced by the difference
between the anmount calculated under (1) of
this subsection and the anount under (2) of
this subsection if the anobunt calculated
under (1) of this subsection exceeds the
anount under (2) of this subsection:

(1) the total amount of oil and

gas production taxes under AS 43.55.011

- 43.55.180, mneral lease rentals,

royalties, royalty sale proceeds, net

House Fi nance Conmmittee 2 03/ 20/ 17 2:23 P. M



profit shares under AS 38.05.180(f) and
(9), and f eder al m ner al revenue
sharing paynents and bonuses received
by the state from nmineral |eases that
are deposited into the general fund in
the current fiscal year;

(2) the sumof $1, 200, 000, 000."

Co- Chair Seaton OBJECTED for discussion.

Representative Thonpson read from a prepared statenent:

In tinmes of higher revenue, we reduce how nmuch is

spent

from the Permanent Fund. This concept is no

different then froma famly manages their noney: when

t hey

make nore noney, they quit drawing from their

savings account. The draw limt was nodeled by the
adm nistration. The $1.2 billion threshold is not
arbitrary. The adm nistration vetted this nunber using

their

very

nmodel, a nodel that was vetted by Mackenzie, a
reput abl e fi nanci al consul ting firm The

adm nistration determned that the draw limt is a
critical addition to protecting the dividend and
preserving the Permanent Fund val ue. The comn ssioner

of

revenue last year in My signed a letter that

states, "In preserving the value of the fund, the
revenue limt also protects the divided. In short, the
revenue limt is a critical addition to the bill."
Menbers who say the draw limt is unnecessary because

t he

forecasts are low need to consider that the

forecasts have consistently been inaccurate. Their
forecasts only go forward 5 years. Wen you | ook over
the last 10 years the forecasts have not been correct.

They

have been way off. Wthout the draw |limt the

state will have a smaller Permanent Fund, a smaller
percent POW, and a smaller PFD

Representative Thonpson pointed out that the comm ssioner
was in the roomif anyone wanted to hear from him

Co-Chair

Foster invited the conmissioner to conme up to

provi de a statenent.

RANDAL L
concurred
Thonpson.

HOFFBECK, COWM SSI ONER, DEPARTMENT OF REVENUE

wth the statenents nmade by Representative
The admi nistration had always felt that the draw

[imt was an inportant conponent within the bill to protect
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the durability of the fund and the dividend and to take
volatility out of the State of Al aska's revenue stream He
reiterated that it was one of five "must haves" in the
bill. The adm nistration supported the anendnent.

Co-Chair Seaton continued to have sone interest in the
amendnent. He had |ooked at a draw point of $1.5 billion
He also |ooked at different |evels, but had not decided on
an appropriate anpunt. He was concerned that if the
proposal was enacted at $90 per barrel of oil the state
would still be in a deficit. He opposed the anendnment. He
suggested that perhaps it would be appropriate down the
r oad.

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

IN FAVOR: Tilton, WIlson, Pruitt, Thonpson
OPPCSED: Gara, Grenn, Quttenberg, Kawasaki, Seaton, Foster

The MOTI ON to ADOPT Amendnent 13 FAILED (4/7).

Co-Chair Seaton indicated a CS would be drawn up that
reflected the adopted anendnents.

Co-Chair Foster reported the anendment would be set aside.
The comm ttee would bring back a clean CS for review

HB 115 was HEARD and HELD in committee for further
consi derati on.

2: 30: 48 PM
AT EASE

2:37: 50 PM
RECONVENED

#
hb111
HOUSE BI LL NO. 111

"An Act relating to the oil and gas production tax
tax paynents, and credits; relating to interest
applicable to delinquent oil and gas production tax;
and providing for an effective date.”
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2:37:50 PM

REPRESENTATI VE  GARRAN TARR, relayed that t he House
Resources Conmittee thought the state's oil and gas system
was broken. She elaborated that when SB 21 passed
[ Legislation passed in 2013 - Short Title: Gl and Gas
Production tax] the price of oil was $94 per barrel. The
state had been operating with oil prices ranging from $60
to $100 per barrel. The Ilegislature did not spend a
significant anount of tinme crafting an oil and gas tax
system that worked well in a lowprice environment |ike the
one the state was presently experiencing. There were
uni ntended consequences resulting from the |owprice
environnent that were not well studied and placed a
significant burden on the state equating to hundreds of
mllions of dollars of credits for sonme of the nost
profitable corporations in the world. In crafting HB 111
t he House Resources Committee had |ooked at an alternative
for credits, keeping in mnd that Al aska wanted to remain
an attractive place for investnment and to continue working
towards a shared goal of nore oil in the Trans-Al aska
pi pel i ne. The commttee adjusted the underlying tax
structure that would result in a nore appropriate value for
Al aska's oil when prices were |lower. The current price of
oil was $51 per barrel, below what the |egislature thought
the lowprice environnent was in 2013 when considering SB
21.

Representative Tarr pointed to slide 24: "SB 21 Tax
Cal culation AT Different Prices.” The slide was from a
presentation by Ken Al per, the Director of the Tax D vision
within the Departnent of Revenue (DOR). It showed the SB 21
calculation at different prices. She noted there were sone
mat hematical errors on the sheet. However, she wanted to
use it as an illustration.

Representative Quttenberg wanted to be sure he had the
correct form "QOIl Tax Analysis by Rep. Tarr" (copy on
file).

Representative WIlson asked if the commttee would review
t he corrections. Representati ve Tarr r esponded
affirmatively. She was using the exanple to illustrate how
the tax equation worked. She would transition to her
exanples that were corrected. She directed nenbers’
attention to the top line containing the price per barrel
of oil at $40, $60, $80, $100, $120, $140. The second line
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reflected allowable transportation expenses of $9.33. The
price per barrel mnus transportation expenses equal ed the
gross value at the point of production (GVPP) shown
beginning in the first colum with $30.67. As the price of
oil went up the GVPP went up by $20. She highlighted the
fourth line that showed the |ease expenditures in the
amount of $30.88. The |ease expenditures subtracted from
the GVPP equal ed the production tax value (PTV) net. In a
| ow-price environment, the PTV was a negative nunber and
becanme positive as the price per barrel increased. Once the
PTV was determined it was nultiplied by 35 percent to get
t he per-barrel tax degrading the PTV by one-third.

Representati ve Tarr hi ghl i ght ed t he foll ow ng [ine
representing the per barrel credit. The conmittee had sone
adjustnments to the per barrel credit to retain nore val ue
per barrel. She explained that the reason the commttee
chose the per barrel credit was that it was the easiest way
to adjust the underlying tax system She enphasized that
the per barrel credit was subtracted after transportation
costs, |ease expenditures, and degrading the value by 1/3.
The net profit system allowed investors to deduct
transportation costs and |ease expenditures (although not
100 percent but a significant portion of operating and
capi tal expenses). She conti nued to expl ai n t he
cal cul ation. The production tax value mnus the 35 percent
tax mnus the per barrel credit reflected the tax per net.
The per barrel credit had a significant anount of power in
the equation because of where the per barrel credit was
subtracted from the value. She reported that the mninmm
tax reflected in the line below the tax per net on the
slide represented 4 percent of the GVPP. She clarified that
the GVPP at $30.67 nultiplied by .04 equaled the m ninum
tax. The system was designed such that the state took the
hi gher of the two: the tax per net or the mninmum tax. In
t he exanple, the mninmmtax was the higher of the two. She
want ed everyone on the sanme page in understanding how the
tax calculation worked. She reenphasized that the per
barrel credit had significant power in the equation because
the state had already provided certain allowabl e deductions
and reduced the amount by one-third with a tax of 35
per cent .

Representative Tarr pointed to the last few rows on the
slide - tax as percent of price, tax as percent of the
GVvPP, and tax as percent of the PTV. She highlighted the
tax as the GVPP in the first couple of colums, which
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reflected the current mninmum tax of 4 percent. She would
be paying close attention to the tax as percent of the PTV
in the upcom ng docunents based on the recomendation of
the state's consultant, Rich Ruggiero. She el aborated that
when |ooking at the overall tax anmobunt in a net profit
system the focus should be on a percentage of the PTV
because it represented the net anount. The production tax
val ue was determ ned after subtracting transportation costs
and | ease expenditures. She suggested that to understand
the overall effective tax rate the tax should be cal cul ated
by using the percent of the PTV. In |looking at the tax as a
percent of the PTV at lower prices it was extrenmely |ow
For instance, at $60 per barrel for oil the tax as percent
of the PTV was 10 percent and at $80 it was 18 percent
Peopl e tal ked about the state's net profit system having a
35 percent tax. However, in the current system the state
never reached the high rate of taxation until the price of
oil reached $140 and higher. The state had rarely reached
that level of pricing for oil. She noted that in 2008 oi
prices peaked at $147 per barrel but was short-lived. The
state had never seen that price before or since then. She
opi ned that getting to the 35 percent tax anount woul d not
likely happen in the near-term or longer term She
continued that when the commttee |ooked at the tax as a
percent of the PTV it wanted to focus on the $60 to $80 per
barrel price range. She surmsed that the state would
likely be operating in the lower range for a while and
wanted to do sonet hing nore reasonabl e.

2:47: 43 PM

Vi ce-Chair Gara gave kudos to Representative Tarr for being
able to do the math on the $8 per barrel credit. He pointed
out that the chart was really for older oil. He did not
think it applied to the post 2002 gross val ue reduction. He
asked if he was correct. Representative Tarr indicated that
Vice-Chair Gara was correct.

Vice-Chair Gara asked about the post 2002 gross value
reduction (GVR) oil and whether there was a mninmum tax.
Representative Tarr responded that in the bill the floor
was hardened and there was a mninum tax. However, the
information did not reflect the GVR reduction, a 20 percent
reduction in the value plus a $5 credit. She would be
bringing up the issue when the change from credits to
deducti ons was di scussed.
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Vice-Chair Gara was eager to hear how the bill would
change. He wondered if he was correct in saying that
presently, without the bill, there was no mninum tax and
the GVR tax rate was |ower than the bigger field tax rate.
Representative Tarr answered in the affirmative.

Representati ve Kawasaki wondered if there was sone point
between the $60 to $80 range that nmade a difference. He
wondered if there was a graphic showng that point.
Representative Tarr indicated that M. Al per would be
providing a chart in his presentation to the conmttee. She
concluded that legislators should be able to do the nmath
thenselves rather than relying on the Departnent of
Revenue. She wanted nenbers to have a nore intimte
under standi ng of how the equation worked. She did not try
to take on any of the nodeling activities.

Representative Kawasaki asked whether the line would be
linear. He thought there wuld be a pivotal point.
Representative Tarr responded that it had a stair step
approach. Currently, the per barrel credit was applied when
oil prices reached between $60 to $70. She remarked that
there was a strange transition point between $69.99 and
$70.00 - there was a significant tax hike. In prior years
she reported running an anmendnment that used a formula to
snooth out the transition. She reported that it was not in
the current version of the bill but thought the House
Fi nance Comm ttee should consider it.

2:51: 03 PM

Vice-Chair Gara had been told that the 35 percent tax rate
did not take effect wuntil oil reach $150 to $155 per
barrel. He wondered how it was possible to reach a 36
percent tax rate when there was a maxinmum tax rate of 35
percent. Representative Tarr explained that nost of the
time she |looked at the tax as a percent of the GVPP. The
consultant advised that in a net profit system it was
better to determne the tax value based on the PTV nore
accurately reflecting the effective tax rate.

Representative Tarr turned to the per barrel credit sheet
titled: "CS HB 111 Analysis of per Barrel Credit by Rep.
Tarr"™ (copy on file). She highlighted the first colum of
the per barrel credit. She noted that the per barrel credit
was not applied relative to the overall price per barrel

It was applied to the GVPP, which already reflected the
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transportation reductions. Under the current system
everything below $80 received an $8 credit. It stair
stepped down $7, $6, $5, $4, $3, $2, $,1 to zero. However
under the current system once zero was reached the state
was still offering a credit between $140 to $150 for the
GWPP. It neant the state was offering a credit when oi
prices were at $160 per barrel.

Co-Chair Seaton asked for clarification as to the chart
being discussed. Representative Tarr reported that the
chart was in menbers' packets. She responded, "It should
say per barrel credit at the top." She namde clear that the
first colum reflected the GVPP. Under the current system
the state gave $1 credit for oil priced at $160 per barrel.
She had been continually told by the consultant that in the
| owprice environment nore would not be gained because of
expenses. The way the state could take less at the |ow end
was by making sure to have a windfall on the high end.
However, under the current law, the wndfall would not
happen until oil reached $160 per barrel. She opined that
the problem was the state had never seen $160 price for oi
per barrel. She thought the state would be waiting a |ong
time for a windfall since it had never seen $160 per barre
oil. The legislation reflected adjustnments in the |ower
price environment scaling back how dramatically the per
barrel credit was changed. The original version of the bill
had a $5 credit. However, in the |lower price environment,
making a dramatic change to the per barrel credit was a
significant tax increase. The conmittee had chosen to scal e
the change back to reflect a step-down. A windfall would
result between $130 and $147 (the highest price per barrel
the state had seen).

2:56: 23 PM

Representative WIson asked why the state was | ooking for a
wi ndfall versus having a structure that worked no nmatter
the price. The conmttee was discussing a tax structure
t hat many conpanies built their businesses around.

Representative Tarr offered that it was suggested that the

state nove to a gross tax - a flat tax rate based on the
gross value. However, it could be seen through different
presentations that in the lower price environnent the flat
tax did not work well. However, a net profit system could
work well in a lowprice environment. She reported that in
the bill, when oil prices were below $40, the m ninum tax
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was 4 percent. Alaska would only take 4 percent in |ow oi
price climtes, but the only way to take such a smal
percentage was to balance it by taking nore at higher oil
prices. She tried to incorporate a balance in the bill. She
continued that the state needed to get nore value out of
the production tax. Balance could be found by taking a
| esser anmount at |lower prices and a little bit nore at
hi gher prices.

Representative WIson conmented that she thought Al aska had
done well with what the oil conpanies had been forced to
give the state. The state's infrastructure was an exanpl e.
She suggested that although 4 percent sounded |ike a |ow
anount, relative to low oil prices, it was significant. She
was trying to understand the idea of a w ndfall

Representative Tarr suggested that Representative WIlson's
point mght be one they disagree on. She was not sure she
could sway the representative otherw se. She reported that
in terms of the math sonme people favored the "Jay Hammond"
one-third, one-third, one-third approach. She argued that
if the target was a 33 percent tax, the state would never
come close operating in a 4 percent tax world. She
suggested that over time, and what the state had seen wth
the historical average over the previous 30 years, the one-
third, one-third, one-third approach had prevailed. She
indicated that the way to acconplish the split was to take
a little bit less at lower prices and a little bit nore at
hi gher prices.

Representative Wl son wondered if there would be a side-by-
si de conparison between HB 111 and SB 21. She thought it
was inportant to have one. Co-Chair Foster responded that
he woul d be open to suggesti ons.

Representative WIson expounded that she wanted to be able
to have a conparison so that she could explain it to her
constituents. Co- Chai r Foster agreed that the nore
information avail able, the better.

3:00: 29 PM

Representative Pruitt argued that wunder the current tax
structure the state had the best of both worlds. It had the
net at the top where a larger percentage tax was collected
ensuring a large anount of revenue for the state. At the
bottom when the net typically generated zero, a 4 percent
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gross mninmum tax applied. He suggested that even when
conpani es were | osing noney, the state had noney com ng in.
The state had structured the tax system so that the state
was al ways receiving noney no matter the price of oil.

Representative Tarr indicated that if the tax structure
worked in the way Representative Pruitt was describing,
there would not be a problem She suggested there was a
significant anobunt of confusion about the issue. She
clarified that there was no mninum tax presently. In sone
circunstances, the state was currently paying nore than 100
percent of the cost. Even though there was a "4 percent
m ni mum tax" the credits were used against the tax so that
the val ue went bel ow zero. She thought the state needed to
harden the floor so that the state had a 4 percent m ninmum
tax. She reiterated that at present there was no m ninmm
tax enforced. In the current legislation there is a
har dened f 1 oor.

Representative Pruitt commented that it was going to be a
fascinating week. He indicated that Representative Tarr was

incorrect. The state still taxed the oil conpanies even
when they could nove over the net operating losses (NOL)'s
and transfer the loss. The state still charged conpanies a

gross tax of 4 percent.

Co-Chair Foster urged Representative Tarr to finish up her
presentations. He thought policy calls and issues were
being discussed and would be debated. He wanted the
i ntroduction on the record.

Vice-Chair Gara indicated he would be distributing an
analysis done by DOR showing the tax rates the state
received at various prices. He agreed with Representative
Tarr that the 4 percent mininumtax |lasted up to $70 or $72
per barrel. The state received no taxes up to $70 barrel
for 7 years on GVR oil

3:04:19 PM

Representative Tarr clarified that there was no m ninum
tax, as there was no hard floor in current law Credits
could be wused to go below the mninmum tax potentially
reduci ng the value below zero. There were several sections
of the bill where the floor was hardened. Such provisions
of law would not be necessary if it was in existing |aw
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She was happy to share her sources that substantiated her
poi nt .

Representative Tarr drew nenbers' attention back to the per
barrel credit handout. She pointed out that the paper
showed what was currently in place and what was being
proposed in the bill. She would also be |ooking at sone
addi ti onal Excel spreadsheets (Docunent: "QI Tax Analysis
by Rep. Tarr") (copy on file).

Representative Tarr |ooked at per barrel prices of $25 to
$145 because the | owest per barrel price the state had seen
was $27 and the highest was $147. She relayed that
commttee nmenbers were | ooking at the severance tax which
was a conbination of a gross tax and a net tax. It was one
component of the overall taxes. There were also property
taxes paid to nmunicipalities and corporate incone tax paid
to the state. However, the severance tax was deductible
from the corporate incone tax and the corporate income tax
was deductible fromthe federal corporate incone tax. There
were different places where there were built-in incentives.
Conpani es could continue to deduct the same thing multiple
times.

Representative Tarr pointed to the |ease expenditure row,
the forth row down, showing |ease expenditures of $25,
$30.88 (average), $40, and $50. In |looking at the different
| ease expenditure amounts it helped to understand how
behavi or would change as the price of oil changed. The
overall value would change. In the $25 range the PTV was
negative. Once the 35 percent tax was applied and the per
barrel credit of $8 was subtracted the tax per net was
always lower than the mninmum tax which was $.60 per
barrel. At $35 per barrel the mninmum tax would always
equal $1. Conpanies were losing nonies, therefore, the
House Resources Conmittee kept the mninmum tax |low at 4
percent, but hardened the floor to ensure that the state
woul d receive a mninumtax even at |ower prices.

Representative WIlson clarified that when the price of oil
was at $25 or $35 per barrel conpanies were |osing noney.
Even at the lower prices, the bill would allow the state to
charge 4 percent. Representative Tarr responded in the
affirmative. She explained that by hardening the floor the
state would collect a 4 percent mninum tax at |[|ower
prices.
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Representative WIson suggested that conmpani es woul d

experience an additional loss to what they were already
experiencing because of the | ower prices of oi | .
Representative Tarr responded, "It could be characterized

in that way."

3:08:40 PM

Representative Tarr noved to page 2 of the spreadsheet. The
chart showed that at $45 oil, the PTV was a positive val ue.
It would be unlikely for conpanies to spend noney at | ower
oil prices because the PTV would be degraded. Lease
expenditures trended downward by $10 over the past few
years due to the price of oil dropping. She also nentioned
a lag tine when conpanies needed to lay down a rig or
peopl e needed to be laid off. She concluded that when oil
prices went down conpanies did not imrediately respond but
would over tine, hence the lag. For exanple, from the
previous year to the current year there was a $5 difference
in | ease expenditures. It reflected conpanies scaling back
on capital and operating expenses. In the $45 range the 4
percent mninum tax was higher than the tax per net. She
suggested that even when the production tax was a positive
value, $1.44, the mininum tax would apply because the per
barrel credit was a significant value. At $55 per barrel
the nunber [PTV] stayed positive farther out. Conpanies
could increase their expenditures a little and there would
still be a PTV. However, the generous $8 per barrel credit
made the tax per net a negative value. again, the mninmm
tax would apply. She indicated that the exanples were the
reason she chose $50 per barrel to be the point of
demarcation for raising the mnimumtax from4 percent to 5
percent. She reasoned that the tax of a percent of the PTV
was 12.7 percent with a 4 percent m ninmum She relayed that
when the mnimumtax was raised to 5 percent (from $1.80 to
$2.25) the difference was about .45. She cal cul ated that by
raising the mninmum tax to 5 percent would result in
bringing in and additional anmount of $70,000,000 in
revenues. She reviewed the formula: Subtracting the royalty
share from 500,000 barrels oil production per day equal ed
437,500 barrels per day. She multiplied 437,500 barrels per
day by 365 days per year to total about 160,000,000 barrels
per year. She nmultiplied 160,000,000 tinmes .45 totaling
approxi mat el y $70, 000, 000 i n additional revenue.

Representative Tarr explained that the conmttee had
considered a 4.5 percent mninum tax. She suggested
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di viding the previous nunber in half. The commttee did not
raise the mnimum tax below $50 per barrel. However, it
hardened the floor - a 4 percent mnimm tax below $50.
Above $50 the conmttee raised the mninum tax to 5
percent. She pointed to the spreadsheet indicated that
instead of $1.80 per barrel in taxes it would be $2.25 per
barrel reflecting a 5 percent mninum tax. She continued
that the 5 percent mninmum tax equaled 15.9 percent of the
PTV. The overall change of the effective tax rate was only
a few percentage points increasing 12.7 to 15.9 percent
She reiterated the mninmal percentage difference. She had
asked M. Ruggiero if Al aska would renmain conpetitive if it
made a 2 to 3 percent adjustnent to the effective tax rate.
He responded affirmatively. The conmttee tried to conme up
wi th somet hi ng reasonabl e.

3:14: 37 PM

Representative WIson was aware Representative Tarr had
stated that the hard floor would go to 5 percent at $50 oil
prices. However, she asked if the 4 percent was a hard
floor and a raise in taxes under the $50 mark. She wondered
if she was accurate. Representative Tarr responded that she
was correct.

Representative WIson asked at what point the oil conpanies
woul d stop laying down rigs because of the inplenentation
of new taxes. Representative Tarr responded that, in
| ooking at the original slide and why she reviewed severa
different |ease expenditure scenarios, the overall price
per barrel would have significantly nore influence over oil
conpani es' decisions than the tax anounts. She thought
conpanies would |ikely spend |ess noney in the |ower price
environments. She continued that conpanies would be in
harvest node rather than spending noney on exploration and
devel opment w thout the extra spending dollars.

Representative WIson comented that she had |earned that
at $65 per barrel, before the legislation, conpanies would
deci de whether to continue drilling or lay down rigs. She
i ndicated that their decisions were based on profitability.
She wondered if the $60 to $65 nmark woul d change with the
passage of the legislation. Representative Tarr responded
that she would expect the conpanies would change their
mar K. She thought It was reflected in the |ease
expenditures. In 2016, the average |ease expenditure was
$30.22. In 2015, the ampunt was an additional $5 and in
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2014, it was another additional $5. In Fall 2014 when
prices were low, and it became apparent they would remain
low for a prolonged period conpanies scaled back. They
began laying off workers and slowi ng down other activity.
It made sense to her while that would happen. She did not
think it was reasonable to expect that conpanies would take
on major projects if the price per barrel continued in the
$30 and $40 range.

Representative WIson did not expect conpanies to take on
nore. However, she argued that the state could tax nore but
woul d not gain nore if less oil was being produced. She was
concerned that if conpanies were |ooking to have their rigs
back in operation at $60 to $65 based on the current tax
structure, the price per barrel mght have to increase to
$80 or $85 with the proposed change. She thought inconi ng
royalties mght go down with |less production. She would
di rect her questions to the oil conpani es.

3:18: 34 PM

Vice-Chair Gara was unclear about the GVR oil - the post
2002 production units. He asked if the 4 percent mninmm
would apply to those fields in the first 7 years. He
reported that under current law they paid no tax within the
first 7 years up to $70 per barrels. Representative Tarr
relayed that the intent was to harden the floor at 4
percent even for GVR oil.

Vice-Chair Gara suggested there would not be a 7-year tax
hol i day. Representative Tarr replied that the tax holiday
woul d include a 20 percent reduction and a $5 credit. The
same circunstance of "higher of" would apply. For exanple,
if the 4 percent mninum tax was higher of the other the 4
percent mninmum tax would apply. She would discuss it nore
when the comm ttee | ooked at the reductions.

LI SA WEI SSLER, STAFF, REPRESENTATI VE ~ ANDY  JOSEPHSON,
reported that there was a provision in HB 111 that
protected the GVR from the mnimm so that the m ni num tax
woul d apply to the 70 percent or 80 percent that was not
subject to the GVR

Vice-Chair Gara noted that wunder current law the GVR
fields, what he called the post 2002 fields and all future
fields, did not pay the mninum tax. Gven the discount
they received, the average GVR field paid no production tax
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up to $70 or $72 per barrel. He understood two separate
things. He wanted to clarify that a GVR field currently
received a 7-year tax holiday from the gross mninmm tax.
He wondered if those fields, in the first 7 years, would
still have the holiday from paying the mninmm tax, or if
they would start paying the mninum tax in the first year
like every other field.

3:21: 00 PM

Representative Tarr explained the portion equaling the
original value mnus the deduction of 20 percent would not
be subject to the mninum tax. However, the remaining 80
percent would be subject to the mninmum tax provision. The
gross value reduction would still apply, but the remaining
val ue woul d be subject to the m ni mumtax.

Representative Tarr explained that above $50 per barrel,
the 5 percent mnimum tax kicked in and the relative val ue
was about $70 million. She suggested the $70 mllion would
be paid by about 5 potential production conpani es.

Representative Tarr continued to the spreadsheet on page 3.
If the price of oil was $65 per barrel conpanies would
still be operating in the mninmum tax unless conpanies
significantly slowed down activities and expenditures went
to $25. The committee felt that the mininumtax had to be 5
percent rather than 4 percent. She pointed out that the PTV
net was positive. Conmpani es subtracted transportation
expenses and |ease expenditures. If oil were to reach $65
per barrel, there would be about $25 prior to the 5 percent
equal i ng about $8.44 of profit per barrel. She noted that
once an $8 credit was applied the value wuld be
significantly reduced to $.44 per barrel or the mninmmtax
of $2.20 per barrel. The comrittee felt that anpbunt was too
| ow because they wanted nore value in the |owprice
envi ronment of $50, $60, $70, or $80 range. The difference
woul d be $2.75 minus $2.20 which equaled $.55 per barrel
She highlighted a scenario where the price per barrel was
$.45 and how nore value would result by adding $.55 per
barr el

3:24: 01 PM

Representative Tarr discussed scenarios at $75 per barrel
She indicated that at $75 the mnimum tax would apply if
the |ease expenditures increased to what they had been 2

House Fi nance Conmmittee 16 03/ 20/ 17 2:23 P. M



years prior. She opined that the state could not have a
such a low minimum tax at $75 per barrel. She advocated
raising the mnimm tax to 5 percent conparing the
di fference of $3.25 and $2. 60.

Vice-Chair Gara spoke to a concern about just raising the
m nimum floor to 5 percent at higher prices versus going to
6 or 7 percent as prices increased. He surm sed that as the
price of oil increased so did the industry's profits. He
referred to her analysis that at $55 per barrel the
effective profits tax rate was 15.9 percent. He continued
that leaving the mninumtax at 5 percent at $65 per barrel
the effective tax rate went down to 11.4 percent. At $75
per barrel it decreased to 9.5 percent. He wondered if the
decreases were due to the mninmum tax remaining at 5
per cent .

Representative Tarr answered in the affirmative. She
el aborated that it was also why the per barrel credit nmade
a difference. She relayed that the consultants advised the
state to nove away from things attached to the price per
barrel. Depending on which side of the equation sonmeone was
on, the value would degrade over time due to inflation. A
way to get around that was to use a per barrel credit. The
House Resources conmittee stepped down the per Dbarrel
credit. In existing law, the per barrel credit was $8. In
the proposed legislation the per barrel credit stepped down
to $7. She pointed to the area of the slide that showed the
step down from $8 to $7, which added $1 to the tax per net.
She continued to highlight areas of the page that showed
where the state <currently stood and pointed to sone
differences. She reiterated the inportance of nmmintaining a
m ni mum tax that retained enough value, so the state would
still get some val ue when the price was around $75.

3:27:55 PM

Representative Tarr noved to slide 4. She reviewed that in
the existing |law the per barrel credit was $8 even when the
price per barrel was $85 because of the GVPP (it was
reflected as $75 on the slide). She highlighted percentages
on the chart pertaining to existing |law. She continued to
point to certain areas on the chart noting the changes
where the per barrel credit was scaled back from $8 to $6
She pointed to the effective tax rate on the chart. She
restated that the adjustnent was about a couple of
percentage points. One way to make things snoother was to
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use a formula. She thought there was a significant anount
of variability in the overall tax rate. She added that it
had to do wth a conpany's behavior and their spending at
different prices. She did not feel the overall effective

tax rate was too high. In terns of a relative value
currently, M. A per stated that every dollar change in
price equaled $60 nmillion to the state. She wused the

exanple of the per barrel credit being reduced from $8 to
$6, a reduction of $2. The reduction, because the per
barrel credit was applied as a full dollar deduction, would
be equal to $120 million.

Vice-Chair Gara spoke to the $75 per barrel level on slide
3. He noted that the credit went down by $1. He expressed
his concern that at an oil price of $50 per barrel the
effective tax rate was 15.9 percent of profits. At $65 per
barrel the tax rate was 11.4 percent of profits and at $75
per barrel the rate went down to 9.4 percent of profits
applying the 5 percent mninmumtax. He was aware that there
was sone inpact of the $7 per barrel credit, as it would
change from $8 wunder current law. He asked about the
effective tax rate on profits for an average field where
the per barrel credit was $7. He wondered if it was 9.5
percent or if there was another adjustnment he was not
factoring in.

3:31: 00 PM

Representative Tarr comented that she thought a row was
m ssing on slide 3. In the circunstance brought up by Vice-
Chair Gara, the tax per net at $4.94 was higher than the
m nimum tax and, therefore, would apply. She relayed the
formul a: $4.94 divided by $34.12.

Vice-Chair Gara surmised it was one-seventh. Representative
Tarr answered that it was about 14.5 percent. Her opinion
was that the overall effective tax rates were still very
reasonable and kept Alaska in the conpetitive category
relative to other regines and opportunities for conpanies.

Representative Tarr advanced to the other price per barre
exanples on slides 4-7 and addressed the 35 percent tax
rate reconmended by the state's consultants. She suggested
that a way of balancing the system was to scale back on the
| ower end to get sone on the higher end. She thought it was
the reason a |l ow mininmum tax such as 4 percent or 5 percent
woul d be acceptable. In other words, the state would
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receive a higher percentage of the value as prices
increased. Relative to the existing |aw, she noted $130 per
barrel. She indicated that existing law was $4, and she
went down to zero. She enphasized that the windfall portion
woul d cone at higher prices where they approached the 35
percent tax rate. She relayed that she had reviewed the

first part of the bill: how the state could get nore val ue
for the resource being severed at I|ower prices. She
sunmari zed that bel ow $50 per barrel the bill hardened the
floor to a true 4 percent mninumtax. The bill raised the
mnimumtax to 5 percent between $50 to $70 per barrel. The
bill adjusted the per barrel credit above $70. She
indicated that the conmttee substitute was scaled back
from the original bill, which she thought softened the

i mpact of the provision. She suggested that the per barre
credit was an area that could be adjusted because of the
way it was applied and because it was |less sensitive in
certain ways. She concluded that she had reviewed how to
obtain nore value at a |lower price environment in which the
state was currently operating.

Co-Chair Seaton referred to the original version of SB 21
which had the maximum per barrel credit set at $5 per
barrel. He asked if she had | ooked at that in the analysis.
He suggested that if she had correspondi ng graphs, he would
like them forwarded to him

3:35: 08 PM

Representative Tarr responded affirmatively. She explained
that the way the Senate configured the bill the $5 credit
applied even at the highest of prices. She recommended an
adjustnment to noderate the system so that l|less would be
taken on the low end and nore on the high end. If the state
kept the $5 per barrel credit at high prices it would never
see a windfall. It would eat away at the val ue. However, if
the credit was scaled back to zero at higher prices, the
effective tax rate would reach closer to 35 percent and
result in windfall profits.

Co-Chair Seaton did not Ilike characterizing a 35 percent
severance tax rate on profits as a wndfall because it was
the tax rate. He added that the purpose of a $5 per barre
credit was an adjustnent to the Alaska’s Cear and
Equi tabl e Share (ACES) $25 at $100 per barrel. A sliding
scale was incorporated in the House Resources Conmttee
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providing a windfall on the lower side. He was interested
in seeing the charts she had.

3:36:48 PM

Representative WIlson remarked that the taxes kept changing
so frequently they started mxing with each other. She was
pretty sure with SB 21 and in discussions regarding per
barrel credits that there were other tax credits given up
in exchange. She did not believe the legislation had cone
over to the House and subsequently changed by the House.
O her tax credits were changed as well. She asked
Representative Tarr to comrent.

Representative Tarr responded, "That's true." She continued
that the ACES system relied heavily on the qualifying
capital expenditure (QCE) credit. There was criticism of
the credit because it was not |inked to production. For
exanpl e, sonme work done to a runway on the North Slope was
in question in ternms of whether the type of work qualified
for a capital expenditure credit. The alternative was a per
barr el credit linked to production which was also
criticized. The criticism stemmed from not having a clear
way to delineate whether it would be applied to oil comng
on as new oil or to oil that would be produced. She thought
it was still a point of contention about the system People
had varying views on whether the state should be giving a
credit for oil that was already slated for production.

Representative WIson commented that there had also been a
ot of criticism for changing the oil tax system so nuch.
She brought up having reduced or elimnated small producer
credits. She was aware of some trade-offs that had been
made prior to the legislature instituting a per Dbarrel
credit. She wanted to be clear what had been given up at
the tine. She agreed with Representative Tarr that the
| egislature wanted better checks and balances regarding
where credits were going and what the state was receiving
in exchange. She was certain the state had elimnated sone
of the other credits that had been valuable to the snal
producers versus the |arger producers.

Representative Tarr responded that the snall producer
credit was still in place and was applicable to work
comenced by January 1, 2016. The state also had well | ease

expenditure (WE) <credits and exploration credits. The
i mportant question to consider was which ones worked best
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and incentivized desirabl e behavior. She indicated that the
state had been challenged in answering that question. M.
Alper would be able to provide aggregate data in his
presentation. For exanple, he would be able to provide the
anount spent on the North Slope or in Cook Inlet. Further
he would be able to report how nuch was being spent on
projects in production. However, beyond that, the state
woul d not have specifics about noney spent on stages
| eading to production or on unsuccessful |eads.

Representative Tarr noted that the bill contained a couple
of provisions that would be helpful in legislators
under st andi ng. She suggested that the consultant brought up
the need for things to be nore opaque. The state did not
have access to all the information that would help the
| egislature to better understand the way things worked and
how it could provide incentives to the state's desired
outcones such as increased production. The bill would
enable legislators to have access through signing
confidentiality agreenents about tax information. It would
al so require reporting of sone aggregate anmpunts that woul d
be publicly available. It attenpted to differentiate what
the public might be interested in versus what policy nakers
woul d be interested in knowi ng. From her point of view, it
was not that the subsidies or incentives were 100 percent
probl ematic but, given the state's fiscal situation, it did
not make much sense to spend mllions of dollars on things
that did not |lead to production. She wanted to be able to
get the answers why certain investnents did not result in
production. She suggested that it would be helpful for
| egislators to have nore information to nake deci sions.

Representative Tarr also commented that, relative to the
different tax changes, there had been several requests for
stability. In the volatile industry of oil stability was a
chal | enge. She thought it would be best for the legislature
to provide sonething that could last for 3, 5, or 7 years.
There were so many things beyond the legislature's contro

relative to the price of oil. She reflected that when the
| egislature based its budget on $60, $80, and $100 per
barrel oil prices in FY 15 and the price dropped
significantly, everyone was surprised. She posed the
guestion about how the state was being nore strategic about
the dollars being invested. She relayed that sone
i nvestment changes were made in Cook Inlet, Mddle Earth,
and on the North Slope. She nentioned that having 3
Separate regines within the state was another conplicating
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factor to the state's tax system One of the things the
| egislature would attenmpt to nove towards was how to
address credits. Under the current system the net operating
| osses were converted into credits which could be presented
for an exchange of cash.

Representative Tarr reported that another problematic issue
was that credit certificates could be used as collateral at
a bank for financing. The anendnent that was offered to
allow the certificates to be used at a bank for borrow ng
noney, was offered at 1:00 A M and attached to a fish tax

bill. During the anendnent debate in conmittee, it was
reported that the anmendnent would only apply in Cook Inlet.
However, in practice, it applied statew de. She indicated

Bank of Anmerica and ING Conpany had talked about how
presently they were bridging loans from sone of the
conpani es. However, if the conpanies defaulted the banks
becane the |ease holders of the credits. She wondered if
the banks would have a fire sale. She thought the whole
system had becone too top heavy. From the comittee's
perspective there was not a significant amount of value in
offering an incentive that would not be honored. If the
state was not going to pay its obligations or could not pay
themin a tinmely fashion, what good was it to have themin
statute. She nentioned there being concern about cashable
credits and whether the state should continue to offer
t hem

Representative Tarr reported was also concern about the
certificates being able to be used for bank financing. M.
Ruggiero had indicated that it was typical of other regines
around the world to allow |osses to be carried forward and
used as deductions. She suggested that it was not nmuch of a
change for the three |argest producers. They were currently
tax payers in the State of Alaska. They had losses in a
year and |likely used themin the sane year they were earned
due to having a production tax liability. The same happened
with corporate inconme tax where conpanies carried |osses
forward and used them against their corporate incone tax.
She relayed that the state was not really nmaking a change
for a tax payer. In a circunstance where a loss had to be
carried forward into a second year, a change was being
made. The |arger change would affect the conpanies in the
expl oration and devel opnent phase of their work and were
not currently tax payers to the State of Al aska. The
resources commttee took away cash credits and repeal ed the
portion of statute that allowed them to be used for bank
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financing. She indicated that instead certain carry forward
| osses were all owed.

Representative Tarr pointed to the handout titled: "CS HB
111 Carry Forward Analysis by Rep. Tarr" (copy on file).
She explained that during the third, fifth, or seventh year
of devel opnent phase of work conpanies would be carrying
forward | osses and once they becane tax payers they would
use the | osses against production taxes. She reported that
M. Ruggiero had relayed that in sonme places conpanies were
offered an uplift - interest earned on a |oss. She spoke of
having looked at a couple of different scenarios and
pointed to the first columm. A |loss equaled 100 percent of
a loss mnus 50 percent carry forward with an 8 percent

uplift - slightly below the uplift anmount in the current
| egislation. Colum 2 showed a 100 percent |oss mnus a 100
percent carry forward wth 10 percent interest. The

committee preferred the scenario in the second colum and
an anendnent was offered that brought the bottomline to a
simlar anmount.

Representative Tarr pointed out that when a conpany carried
forward 50 percent of its loss for 7 years, the value at
the end of the period would equal about $85.70. In other
wor ds, a conpany woul d gain about 85 percent of the |oss by
carrying them forward. In the second scenario, if a conpany
all oned 100 percent of the loss to be carried forward, by
the time the 7 years was over, they would earn about 200
percent of the loss. It was the feeling of the House
Resources Commttee that it could not obligate the state to
such a significant incentive. She furthered that a conpany
in exploration and devel opnent that conpleted work to get
to production (on average it took 7 years to reach
production) would becone a producer of new oil and would
qualify for the GVR, a provision associated with new oil

The gross value reduction took 20 percent of the value and
the per barrel credit. By applying the GVR provision sone
of the value would be reduced. The commttee felt that if
the carry forward percentage was too high and the GVR
provi sions were applied, the state would be subtracting too
much of the value leaving little for the state. She
rem nded nenbers that not only were the carry forward
provisions applicable for 7 years, so was the GVR
provision. In her opinion, each provision should not be
considered without the other. She reviewed that the state
woul d be providing carry forward |osses with a generous
uplift for 7 years. Once conpanies becane producers GVR
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provisions would apply and losses could still be
subtracted. She opined that if either of the provisions
were too generous, at tinmes of high prices and high
production, the state would receive nothing. The House
Resources Committee had been concerned with striking the
ri ght bal ance which was the reason it did not opt for a 100
percent carry forward at 10 percent.

Representative Tarr spoke about how to match up the two
nunbers. She detailed that colum 1 needed to be adjusted
to about 57 percent. For exanple, if 57 percent of the |oss
was carried forward at 8 percent, after 7 years it equal ed
100 percent of the value. She offered that, as a policy
call, at the end of the 7 years if conpanies wanted to
retain the value of 100 percent of their |osses, the
commttee could adjust the 50 percent carry forward
slightly higher. She wanted to be nobre conservative wth
that nunber. The conbination of the current provision and
the GVR provisions which could be applied by a conpany
becoming a new producer would quickly reduce the value
avai lable to the state.

3:51: 36 PM

Vice-Chair Gara comented on the difficulty of finding
consensus in a comrittee. He wanted to return to the tax
rate issue. He was aware Representative Tarr wanted to
honor what the proponents of Alaska' s Cear and Equitable
Share (ACES) and of SB 21 characterized in the respective
| egislations. The representative had noted in ACES that
producers received their credits based on how nuch they
spent. Wer eas, with SB 21 «credits were based on
production. He supposed the $8 credit had nothing to do
with production, just price. He wondered iif he was
accurate. Representative Tarr indicated he was correct.

Vice-Chair Gara wanted that point made clear. He agreed
with Co-Chair Seaton that 35 percent was not a w ndfall
profits range. He relayed that all the taxes conbined in
Norway equal ed about 78 percent. He thought a person could
find a different tax rate in every jurisdiction. He was
concerned about the declining effect of a profits tax rate
in the price range between $50 and $70 per barrel where the
price of oil would likely stay for the following 10 years
according to DOR He suggested that beyond the 4 percent or
5 percent minimumtax it would be the greater of the SB 21
profits tax rate or the gross tax.
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Co-Chair Seaton asked what slide Vice-Chair Gara was
referring to.

Vice-Chair Gara confirmed he was not referring to a slide.
He clarified that he had a general question on credits.
Under current |aw, producers deducted 35 percent of costs
when the profits tax range applied. He asked if the
deduction remained in the legislation being discussed.
Representative Tarr responded that |osses were treated as
| oses. There would be 100 percent to work from carrying
forward 50 percent. She explained that the difference was
when the loss was converted to a credit versus sinply
t aki ng deductions, which was nuch easier to follow

Vi ce-Chair Gara suggested that in current |aw conpani es pay
an effective tax rate of about 12 percent of profits at $90
per barrel. However, conpanies also received a 35 percent
deduction as if paying a 35 percent tax. He asked if, under
HB 111, it wuld always be a 35 percent deduction.
Representative Tarr responded in the affirmative. She
explained it was one of the things the consultant spent a
significant amount of tinme talking about - the msmatch
between the effective tax rate and the deduction.
Essentially, the value would be doubled because conpanies
woul d be paying an effective tax rate of 50 percent of the
al | owabl e deducti on anmount.

Co-Chair Seaton asked if a conpany's expenses were 100
percent deductible. He suggested that wuntil there was a
conversion to a tax credit, deductions were deducted at 100
percent. He wanted to clarify that conpanies could wite
off their deductions at 100 percent until they reached the
m ni mum tax. Once a mninmum tax kicked in, deductions would
be converted into a tax credit at which tine the 35 percent
would apply. He asked Representative Tarr to coment.
Representative Tarr replied that both people were correct.
A conpany could carry forward its |osses, but the
conversion to tax credits was at the rate of 35 percent. It
was a msmatch because the overall effective tax rate was
much |lower. She relayed that when SB 21 was crafted, the
two nunbers were supposed to nmatch each other. The reason
the net operating loss (NOL) credit was offered at 35
percent was because the tax rate was 35 percent. She opined
that the two things did not work well together when the
effective tax rate was never 35 percent.
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3:57:47 PM

Vice-Chair Gara commented that he agreed there was a
problem with being able to wite off 35 percent of costs

He thought he and representative Seaton were using
different words. Conpanies deducted 100 percent of their
costs and nultiplied it by 35 percent when they were only
paying a 12 or 14 percent tax rate. Representative Tarr had
made a change. He asked her to explain the change in the
bill. Representative Tarr replied that by only using
deductions the other issues were elimnated. Conpanies took
100 percent of their deductions to get to the value that

they worked from The bill would also allow 50 percent of
the value to be carried forward. The bill did not require
converting to credits. Tax payers would use their

deductions against their production tax liability.

3:59:01 PM

Vice-Chair Gara thought the change was an inprovenent. He
hoped to hear from the consultants about what was done in
other states. Louisiana |et conpanies carry forward for 2
years just for horizontal well expenditures and nothing
el se.

Representative Tarr responded that she found it was
difficult to conpare Al aska to anywhere else. She |earned
that in conparing Alaska to another jurisdiction it was
inmportant to consider the producer share versus the non-
producer share. The devel opnent in Al aska was occurring on
state lands. In states such as Louisiana and Texas,
devel opnent was nore likely to occur on private |and. She
suggested that the scenario was nuch different when the
| ease expenditure cost or overall |ease per acre mght be
substantially costlier. The royalty would be going to the
private |and holder and another portion would be going to
the state and federal governnent (conbined they were the
non- producer's share). In Alaska's case, it was receivVing
t he severance tax because the state was the |and hol der and
the | ease paynents tended to be |lower than other entities.
The state had a significantly |onger devel opnent tineline,
whi ch was why the state used 7 years. She spoke of the slow
set-up tine of a drilling operation in Al aska in conparison
to other states. She thought the consultant had a good
suggestion of looking from the stand point of producer
share and non-producer share to wunderstand how Al aska
conpared. M. Ruggiero told of conpanies being able to get

House Fi nance Conmmittee 26 03/ 20/ 17 2:23 P. M



100 percent of the value of their |oses. She indicated that
there had been criticism of the current legislation due to
only 50 percent being carried forward. However, she
hi ghlighted the GVR provisions in the bill. She suggested
that if the state wanted to do sonething different, it also
needed to look at the interaction of the GVR She opined
that the state could not give up all the value by allow ng
t he deductions to be carried forward adding value to them
while also having the GVR provisions. She asserted that
nothing would be left. M. Ruggiero also reconmended a
fundamental shift to the existing tax structure to reflect
the overall profit profile; to do sonething bracketed on
the net. In that vein, he recommended elimnating per-
barrel credits and GVR provisions altogether. Although the
House Resources Committee did not get rid of either of
them it started looking at a tax as the percentage of net.
M. Ruggiero's suggested that if the state had a true net
profits system the focus should be on the tax as a
percentage of the production tax value - that was what
happened in a net system

4:02:51 PM

Representative Pruitt thought the commttee could spend a
significant anount of tinme discussing the details of the
bill. He asked for the nunber of additional barrels of oil
per day that would result fromthe |egislation and wondered
how many extra people woul d be put to work.

Representative Tarr responded that she had never seen them
as a component of a tax bill. She relayed that the
| egi sl ature had not |ooked at enployee hiring for SB 21

However, it had bench marked it against ACES where there
had been an uptick in investnent, the nunber of individuals
working on the North Slope, and the nunber of operationa

rigs. She thought that staff from DOR mght be able to
provide the answers to Representative Pruitt's questions.

In ternms of the nunmber of barrels per day, she worked from
the information provided by DOR  The departnent had
i ndicated that over the following 10 years the state would
be down to a few hundred thousand barrels per day. She
suggested that it was difficult for the departnent to make
estimations beyond 5 years because of the everchanging
environments and the price volatility of the oil and gas
i ndustry. She nentioned the $80 price shift in the price
per barrel in the last few years. She opined that it would
be difficult to nake accurate estimations. She reported
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that the House Resources Committee had noderated sonme of
the changes in the bill to avoid causing a downturn if the
price per barrel returned to $30- $40.

Representative Tarr continued that the commttee felt that
hardening the floor was a reasonable approach. She
highlighted that at the profit range beginning at $55 per
barrel [she pointed to an unidentified handout] 4 to 5
percent was applied to ensure the state had nore val ue. She
noted that a change in the per barrel credit kicked in at
$75. She pointed to page 3 of the "Gl Tax Analysis be Rep
Tarr" docunment and highlighted that even with high |ease
expenditures the production tax value would remain high.
The conmttee wanted to hit the reset button on |ower
prices. She reported that during the SB 21 deliberations
the conmittee did not |ook at what happened bel ow $60 per
barrel because, at the tinme, the possibility of price
droppi ng was not a concern. She thought that if someone had
suggested | ooking at what would happen if oil went to $30
per barrel, they would have been accused of not using their
time wisely. It did not seem like it was possible for the
price to drop as it did. She continued that in reviewng
the 10-year price profile from 2013 and prior, the price
had been between $60 to $100 except for a spike to $147 in
2008. The price spike had been very short in duration. She
indicated that the committee |ooked at the typical price
range from $80 to $100, as the legislature had done its
budgeti ng based on $100 per barrel oil. However, there was
a huge shift down in price. She had spent a significant
anount of time trying to understand how the conmttee had
estimated so poorly. In the sanme year, Texas, budgeted
around $65 per barrel oil. Soneone suggested that perhaps
Texas canme closer in its estimation because nore of the oil
headquarters were |ocated there. She acknow edged that her
answer was not scientific. She had wondered if Al aska had
m ssed sone information and had not uncovered anyt hi ng.

4:08: 05 PM
Representative Pruitt asked if the plan would put
addi ti onal oi | in the pipeline. Representative Tarr

responded that she believed so. She thought the |egislation
kept Al aska an attractive place for investnent. The state's
overall effective tax rates were very reasonable in
conparison to other jurisdictions. She relayed that the per
barrel credits were retained because it mattered where the
per barrel credit was applied in the equation. She
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suggested that because it cane after the other deductions,
the per barrel credit - even scaled back - was a generous
credit.

Representative Tarr noted other attractive incentives
including changing the investnent opportunity wth the
carry-forward | osses and leaving in the GVR provisions. She
explained that retaining a net system neant that conpanies
could take deductions for transportation and |ease
expenditures. The conpanies were made whole or protected in
sonme ways because they had their deductions prior to the
tax rate being applied. She believed Al aska would remain an
attractive place for devel opnent. She supposed that several
thi ngs nmade Al aska attractive including geology, access to
information, the tax rate, the local skilled workforce, and
the price per barrel. She remarked that Al aska was stable
politically (she was not speaking in ternms of the stability
of Alaska's tax system, unlike other regines in a civi
war. Al aska had a good workforce of people know edgeable in
the industry and had been working in the industry for
decades. She believed that the nobdest adjustnment in the tax
structure provided the state nore value in a |lower price
environnent. She thought it was sonething the conmttee
would have put in place when looking at SB 21 had the
comittee been thinking oil would be at $50 per barrel for
the long termrather than $90 or $100.

4:10: 50 PM

Representative Pruitt noted that Representative Tarr had
menti oned several times the attractive environnent. He
wanted to know what kind of response she had received from
investors since the bill was nmade available to the public.
He asked if she had received letters. He wondered if
investors had indicated that the legislation would create
additional investnent, and consequently nore oil in the
pi peline. He wanted to see sonething that indicated support
fromthe entities that would be affected. He wanted to know
if conpanies thought the legislation was nore attractive
t han what was al ready in place.

Representative Tarr rem nded Representative Pruitt of the
735,000 plus shareholders that they represented. She had
heard from several constituents that the legislation did
not go far enough and that the credits should be done away
with altogether. There were others that did not want to see
any changes nade to the tax system She noted that in
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tal king about the credits provision of the bill, 93 percent
of the people she represented responded to a budget survey
in which they advocated elimnating the credits. She
relayed that during the session in an earlier pole by the
Senate Mjority it showed that 65 percent of about 7000
Al askans that responded wanted to do away with the credits.
She saw her role as a nmenber of the board of directors of
t he people she represented. She did not believe the state's
goals were perfectly aligned wth the oil industry. She
t hought the | argest point that would be discussed had to do
with the loss carry forward and whether the right balance
was struck with a 50 percent carry forward and interest of
8 percent. She recommended | ooking at the interactions wth
the GVR provisions within the first 7 years of production.
She was aware that with long lead tinmes peak production
woul d occur in years 5 6 and 7. Once oil was in peak
production the state needed to nmake certain to extract sone
val ue before production declined. The state needed to be
t houghtful about where incentives were offered and how
generous they were, a balance the House Resources Commttee
tried to strike.

Co- Chair Seaton indicated others had questions as well.

Representative Pruitt relayed that Representative Tarr kept
saying that the legislation nade Al aska an attractive place
for investnent. He wanted to understand the explanation
about how the bill made Al aska a nore attractive investnent
place for himto speak to his constituents. He understood
the severance aspect of the bill making sure that Al aska
received its share. He wondered whether the |egislation
woul d make Al aska nore attractive for investnent. In other
wor ds, what policy put nore oil in the pipeline.

Co-Chair Seaton stated that the consultants would be
presenting to the conmttee at which tinme they could
address Representative Pruitt's question.

Representative Pruitt argued that the consultant was not
stating that the legislation made Alaska an attractive
place for investnment. Co-Chair Seaton responded that
Representative Pruitt did not know because he had not
asked.

Representative Pruitt responded that Representative Tarr

was saying that it attracted nore investnent, which was the
reason he was asking her. Co-Chair Seaton would allow
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Representative Tarr to answer Representative Pruitt's
guestion but did not want an argunment about philosophy to
ensue.

Representative Tarr responded that Alaska would be an
attractive place for investnent. She clained that if she
was deciding where to invest her dollars she knew that in
Al aska she would be allowed to carry forward 50 percent of
her | osses and would earn 8 percent interest. She would be
able to do so for 7 years. At such tinme that she becane a
producer, in addition to being able to use her |osses, she
would be able to have the GVR provisions in place that
would be a 20 percent reduction. She noted that the
| egi slature was not elimnating the obligation of what the
state did currently with credits. She brought up witing a
check on one side of a balance sheet and deducting agai nst
the tax liability to the state on the other side of the
bal ance sheet. The state would not be witing checks to
conpani es, but rather shifting the burden to the other side
of the bal ance sheet in the formof a reduction against the
tax liability. The State of Alaska would still 1oose the
value of the reductions. The value would be gone. However

the state would no longer be paying a cash credit and
witing a check to a conpany while they were doing the
work. She claimed that no other regime in the world wote

cash checks. She furthered that if soneone thought
elimnating witing cash checks nmde Al aska wunattractive
then every other regine was unattractive as well. Al aska

was the only place that had witten cash checks and
encouraged using the credit certificates as collateral to
borrow agai nst. She remarked that under the current system
investrment in Al aska had becone |ess attractive because of
the state not being able to fulfill its obligations making
the incentive not worth having at all. She opined that
shifting the obligation from witing checks to the other
side of the balance sheet as a deduction against liability
made investnent nore attractive. She cited simlar exanples

of the type of incentives offered in the bill such as
refinery credits. She nentioned a tine when people were
looking to reopen the refinery facility in Kenai. She

reenphasi zed that the state would be shifting from witing
checks to conpanies to pay for their developnent. The
conpani es would have to be well financed enough to becone a
producer at which tinme they would be able to use the
deductions against their tax liability. She asserted that
it would make Al aska |ike every other reginme in the world.
| f Representative Pruitt thought that the provision would
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make it unattractive for conpanies to invest, then Al aska
was as equally unattractive as every other location in the
wor | d.

4:18:41 PM

Representative W/l son asserted that Al aska was not |ike any
other regine. She did not believe a fair conparison could
be made. She was glad to hear that the fact the state could
not neet its obligations was viewed as a problem She
believed that part of the reason the issue was currently
bei ng discussed was because when the state was nmaking a
significant amount from oil, it spent it on governnent
instead of saving it to pay its obligations. She noted that
when SB 21 was under consideration she had spoken wth
subcontractors in the private sector about the effects of
Al aska’s C ear and Equitable Share (ACES), as they had been
nost affected by the changes the state nmade to its oil tax
structure. She wondered if any research had been done
regarding the effects HB 111 would have on private
busi nesses. She thought they would be nost affected by the
proposed changes. Representative Tarr responded positively.
She el aborated that she had been in contact about changing
froma credit to a deduction.

Representative WIson interrupted Representative Tarr's
response to clarify her question. She explained that she
was not tal king about oil conpanies. She was talking about
suppliers such as Flowine Alaska in Fairbanks. She
indicated they were a supplier that had contracts in place
prior to the inplementation of ACES. She continued that
when ACES occurred the projects did not happen. At the
i npl ementation of SB 21 many projects began again. She
conveyed that the suppliers explained what happened, what
t hey expected to happen, and what was happeni ng. She wanted
to clarify which group she was talking about. She
reiterated that she was not talking about the oil
conpani es. Representative Tarr responded that she had heard
from conpanies that they had contracted their workforce in
response to low oil prices, a circunmstance beyond the
state's control. A domino effect was felt due to |low oil
prices rather than the state's tax policy. Suppliers and
support businesses were affected as a result. She expl ai ned
that the reason for the nodest change nade in HB 111 was to
avoid inmposing sonmething that pushed too far or had
uni nt ended consequences.
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4:21:39 PM

Representative WIson responded that in the 7 years she had
been in office the legislature had taken up |egislation
having to do with oil taxes every year. She suggested that
the legislature either had not gotten things correct or
could not admit it was right. She surmsed that it was the
state's budgeting that l|anded the state in its current
fiscal situation. She thought the legislature was trying to
re-coop its mstakes fromthe oil conpanies. She wanted to
see real nunbers to be able to make an infornmed decision.
She did not think it was fair to conpare the fields, as
they varied significantly because of |ocation, the type of
oil, and other factors. She nentioned sone fields were
nodest. She wondered about other presentations in the House
Resources Committee. She was happy to listen to previous
presentations for the information.

Co-Chair Seaton added that the charts showed the | ow,
average, higher, and high costs representative of the
di stance fromfields and the different kinds of oil.

Representative WIlson did not believe the information
revealed the effects. She was trying to figure out the
effects on the low and high ends and whether conpanies
woul d go forward with projects.

Representative Tarr continued to explain (working from page
4 of the spreadsheet packet). She |ooked at 4 different
scenarios for the |ease expenditures because she wanted to
understand the conpanies' different behaviors. The |ease
expenditures reflected increased capital or operating
expenditures. She suggested that a conmpany earlier in
devel opmrent would be on the higher end of spending.
Wer eas, sone of the other conpanies that were in the phase
of production would not be spending as nmuch. In the oil tax
anal ysi s handout, she used the average |ease expenditure of
$30. 88. However, sone were below, and some were above which
pronpted her to |ook at |ease expenditures of $25, $40, and
$50. There was a big difference in the equation depending
on how nuch was being spent. She did not nake changes to
the transportation Iline. She spoke of the Smth Bay
devel opnment. She noted that even in a higher priced
environment, if a conpany's |ease expenditures were high
and transportation costs were pricey, certain devel opnents
woul d not make sense until the price of oil reached well
over $100. The economics would not make sense. She used
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Poi nt Thonson as an exanple. One of the things that was
costly in the project was the pipeline which was |ocated
close to the Trans-Al aska Pipeline System (TAPS). The Smith
Bay project was 124 nmles away from the existing TAPS
infrastructure. A pipeline of over 100 mles long would
have to be built for oil to reach TAPS. She asserted that
the transportation costs would be phenonenal. Such a
devel opment would not occur w thout the price of oil being
hi gh enough for the transportations costs to be deducted.
She went up to $145 per barrel in her handout because the
| egislature did not |ook at the high price environnment when
Al aska’s C ear and Equitable Share (ACES) was considered,
or at the lowprice environnent when SB 21 was consi dered.
She wanted to look at the entire breadth of prices the
state had seen. The range she had | ooked at was $25 to $145
per barrel. She also looked at 4 different |ease
expenditure scenarios. She had not spent nuch tinme with M.
Al per and his staff doing the sane equation because it was
sonething she wanted to understand. However, he had an
analyst that did |ife cycle nodeling. She had done a
presentation for the House Resources Committee wusing a
smal l er scale nodel of a devel opnent that produced 50, 000
barrels per day and another that was a 200,000 barrel per
day devel opnent. She interjected that the overall volunme of
production influenced spending habits. The nodeling showed
what happened in the devel opnent stage and the production
stage and the relative inpacts of both. She hoped the
anal yst woul d have an opportunity to bring her presentation
to the House Finance Comm tt ee.

Representative WIlson was |looking for the nunber of
additional barrels of oil that would be produced through
the different processes. There were expectations when the
| egi sl ature took up SB 21. She suggested that a columm be
added to Representative Tarr's handout.

4:28:07 PM

Vice-Chair Gara had only heard one oil conpany, a conpany
in the Cook Inlet, claim that Al aska's tax system was too
generous. He wondered if Cook Inlet had been addressed in
the Dbill. Representative Tarr responded that it was
addressed in a reinstated working group. The group had been
a feature of the original HB 247. Currently, there was not
much oil production in Cook Inlet, a circunstance which had
the potential to change. The bill contained a place hol der
tax of $1 per barrel. She added that there was a weird
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interaction on the tax on gas based on SB 138 [Capital
Budget |egislation passed in 2016] so that after 2022 the
tax on gas became a gross tax. The working group was
included in the bill to get ahead of the 2022 deadline. She
al so wanted to avoid a big surprise to any of the operators
there. As a Southcentral |egislator, she had a significant
anount of concerns about a stable supply of gas. She had
found a panphlet in sone old files that contained sone
contingency planning. It had been only a few years prior
that there had been talks of inporting natural gas. The
wor king group was a neans to allow for nore thoughtful ness
in the area.

4:30: 08 PM

Representative Otiz had a question regarding accrued
credits that would become |osses and carried forward
agai nst future obligations. He asked what happen to the
credits or |losses when a |arger conpany took over a snaller
conpany under <current |aw. He wondered what would be
different under HB 111. Representative Tarr replied that
currently the value of the carry forward | osses would go to
the new owner. She thought that it would not change under
the proposed |legislation. She provided a hypothetical
scenario where if a conpany did 3 or 4 years of exploration
wor k and anot her conpany took over the value of the carry
forward losses would be a part of the comrercial
transacti on.

Co-Chair Seaton asked if there were any claw back
provisions in the bill for conpanies that sold their
assets, including credits. Representative Tarr responded in
the negative. It only applied to a comercial transaction
between a willing seller and a willing buyer.

Co-Chair Seaton commented that it sounded like the state
was investing noney while soneone el se was maki ng noney by
selling their operation, receiving the «credits, and
receiving the profits. The state did not receive it and the
new buyer did not receive anything because they paid noney
for the |eases. He thought the commttee would | ook at the
i ssue further.

Representative CQuttenberg asked if Mddle Earth was
included in the | egislation.
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Representative Tarr responded that Mddle Earth credits
remained in place except for entirely doing away wth
cashable credits. The Mddle Earth credits would no | onger
be cashabl e, but would be transferable to another producer.
Ms. Weissler added that two of the credits would remain
cashable. The net operating loss credits would not be
cashabl e but the well-Ilease expendi ture and wel |
exploration credits would be subject to cash. She expl ai ned
that there were provisions in the bill that included a cap
of $35 mllion per conpany and conpanies that produced
15,000 barrels per day as opposed to 50, 000.

Representative GQuttenberg reported that at the subcommttee
|l evel he had recommended keeping sone of the industry
credits. The Legislative Finance Division had rationalized
that there was no transparency - the nunbers were
aggregated figures between producers. In other words, it
was not possible to know what credit resulted in added
production. He elaborated that a conmpany m ght take credits
and see no additional production and soneone else mght not
take any credits but see significant increased production

He asked Representative Tarr to speak to the issue of
transparency and how other tax regines around the world
dealt with it.

Representative Tarr responded that there were 3 ways the
House Resources Conmittee approached it based on what kind
of information the state wanted. At the recomrendation of
the consultant, |anguage was inserted for a new pre-
approval process. The consultant tal ked about how, in nmany
regimes around the world, he had to go before a governnent
entity prior to noney being spent to allow for the
sovereign to scrutinize the anticipated expenditures. She
el aborated that even if they were converted to a carry
forward loss, it was a loss of revenue to the state when a
conpany becane a producer and tax payer. She suggested that

there was still an investnment on the part of the state. She
clarified that the commttee did not envision a |ine-by-
line review of each |ease expenditure like an audit, as

there had been sone criticism from industry. The state had
not envisioned sonething that would be extrenely detailed.
Instead, it would be a chance for the state to understand
the possible investnment opportunities. It would also help
with a tineline for developnent. She suggested thinking
about every dollar being precious and the state offering an
opportunity for the losses to be carried forward and used
against tax liability. She asked if nenbers thought the
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state should pick up a portion of the costs resulting from
conpanies with poor managenent that allowed slippage in a
schedule for instance. Alternatively, the state could have
an opportunity to scrutinize the circunstances and indicate
the increased cost. The idea was for the state to have an
early stage opportunity to | ook at devel opnent, get a sense
of the work schedule, and have an understanding that it
woul d be a well thought out project.

Representative Tarr continued. She indicated that currently
there was a plan of developnent and a plan of production

However, both were too far along in the process to
acconplish what the conmttee hoped. The consul tant
provi ded suggestions about adding clarifying |anguage. The

cormmittee left the bill purposefully vague because the
regul ators at the Departnent of Natural Resources (DNR), in
consultation wth the industry folks providing the

information, would be best suited to make the decisions.
She thought that |eaving the |anguage sonewhat vague woul d
allow the regulatory process to occur wthout m cronmanagi ng
the type of information the state would receive. It would
allow regulators and DNR to work through the process
together. She relayed that anytinme regulations went out
there was a public conmment period. She inmagined industry
folks would way in. It seened the process would provide the
best work product. She remarked that she did not have any
personal attachnment as to how that was define in statute
She was anenable to a clearer definition. The conmttee
| ooked at the opportunities that existed in the current the
way work was done. She relayed that a plan of devel opnent
was not done until sonething was unitized, which was far
along in the work. She suggested the state wanted to be
nore engaged in the early part. She suggested that the plan
of approval was one way in which the state could be nore
engaged. A second neans was through a provision worked on
in HB 247 in the prior year.

Representative Tarr reiterated her affection for delving
into details. One of the things she was trying to figure
out was how to better understand the overall tax system
She | ooked at nunbers including the over $100 million spent
on things in production and the other $100 mllion on
things not in production. She wanted to understand why the
state had spent $100 nmillion and nore on credits that had
not lead to production. From her point of view, it was not
a good use of state dollars. The commttee worked with the
Al aska O and Gas Association (AOCGA) to get their input on
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an anmendnent, Anendnent 45 to HB 247. She el aborated that
through a confidentiality agreenent the state would have
access to sone information. However, the |egislature would
not be able to leave the room wth information, take
photos, or wite down any information. Crimnal penalties
woul d be inposed in doing so. She also relayed that because
the information was privileged tax information nenbers
woul d be subject to a background check and finger printing
by the Departnent of Revenue, as they were federal Internal
Revenue Service requirenments. If legislators wanted to have
sonme access to certain information they would be subject to
the same procedures. She thought it was quite restrictive
in nature and she thought it was like giving up a person's
first-born child. She understood from the conpanies' view
point why the information was so sensitive and why they
woul d be very careful. She thought there mght be people
who would not be able to keep information confidential
after seeing it. She thought those individuals should not
sign confidentiality agreenents or have access to the
i nformati on. She would approach it as a learning
opportunity. She thought know edge was very powerful and if
| egislators were able to answer sone of their unanswered
guestions they mght do a better job of deciding how to
regul ate the issue.

4:42: 44 PM

Representative Tarr continued that Representative Josephson
had a bill, HB 99 [legislation introduced in 2017 - Short
Title: OL & GAS TAX CREDIT REPORTING that would require
public reporting of aggregate credit anounts. The
informati on would not be broken down by conmpany. However,
public reporting would be avail able. Al askans woul d be able
to weigh in on state dollars being spent. She thought in
going forward with a fiscal plan Al askans m ght be asked to
contribute to the state's fiscal future and nore stable
budgeti ng. She thought it was very appropriate for Al askans
to know where state dollars were being spent. The resources
coonmittee had approached the transparency need for
information in three ways: pr eapproval , access for
| egi slators, and publicly reported transparency provisions.

4:43: 56 PM

Representative Quttenberg wanted to target credits related
to getting production online instead of funding mjor
mai nt enance or other things on projects that mght be done
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anyway. The state did not know and that was problemtic.
Representative Tarr agreed with Representative Quttenberg.

Co-Chair Seaton conmmented that nobst of the charts show ng
the economics of SB 21 were based on oil priced between $80
to $120 per barrel. He noted only one chart enconpassing
$60 pricing, the lowest presented. Everything else was
based on prices of $80 to $100. He nentioned that
Chesapeake Energy had a probability of 80 percent (P80) -
the price would range from $50 to $70 per barrel for the
following 10 years. No one paid any attention to the
publ i shed P80. Alaska's conpanies would not divulge their
P80 nunber. He asked if there was anything in her bill
regardi ng reinvestnent in Al aska.

Representative Tarr responded that there was not. She
reported that wunder ACES to earn a credit there was a
requirenent that dollars be invested in Alaska. The
requirenment went away in SB 21. She restated prior to SB
21. She explained that under current |law a conpany doing
work in Alaska as well as elsewhere mght have a |o0ss
earning a credit. That credit could essentially subsidize
wor k outside of Al aska. She suggested that the |egislature

m ght want to revisit the policy call. She added that sone
Alaska hire provisions were incorporated in HB 247
[ Legi sl ation passed in 2016 - Shor t Title:
TAX; CREDI TS; | NTEREST; REFUNDS; O and G . It outlined that

there would be priority given to conpanies with a higher
Al aska hire percentage. She thought feedback would be
hel pful, as there were possibly sone challenges to how the
policy was inplenented.

4:47: 08 PM

Co-Chair Seaton asked if there were any provisions in the
bill linking the percentage of credit a conpany would earn
to the percentage of royalty it paid to the state.
Representative Tarr responded in the negative. She thought
his point was sonmething that should also be considered by
the legislature. She reported that Caelus Energy had
royalty relief on a couple of their projects. It was
expect ed t hat their application woul d be under
reconsi deration soon. In addition to other things that kept
Al aska attractive in a lowprice environnent, conpanies
could cone to the state and request royalty relief. There
were many articles in the Anchorage Daily News that had
reported on the issue.
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Co-Chair Seaton clarified that he was talking about a
little something different. He provided an exanple of a
private royalty on private land. He wondered if the state
would pay full deductibility and full <credits if the
devel opnment occurred in an area that did not generate
royalties or offshore under HB 111. Representative Tarr
responded affirmatively. She explained that all fell under
the net profit system The royalty was not considered under
t hat system

4:49: 08 PM

Representati ve Kawasaki returned to the question about the
preapproval process in Section 20 and 21. He wondered if it
woul d allow the departnent to deny a request if there was a
process in place.

Representative Tarr indicated that it was not clearly
defined in statute whether there would be a denial. She
indicated that the conmmttee had gone around and around
trying to determne the best way to approach the issue. The
committee concluded that the people best suited to nake an
evaluation would be the resource managers and the
conpani es. She suggested if it was determned that the
department should not be allowed to deny expenses, then it
shoul d be expressly outlined in statute. She used the Smth
Bay devel opnent as an exanple of a project very far away
from existing infrastructure and would be extrenely costly
to devel op. The devel opnment of the project was estinmated at
$10 billion. The state would allow the project to carry
forward 50 percent of the |osses, earn the interest, and
deduct it once becoming a tax payer in addition to the GVR
provi sions. She suggested that in such a circunstance where
a good portion of the value was lost in a |owprice
environment the state mght not think it was reasonable.
She thought the state needed to determine the I|evel of
scrutiny necessary. The state needed to make sure not to
over-obligate itself. She pointed to the United Kingdom and
Norway as exanples. She reported that virtually everything
was found online such as |ease expenses, capi tal
expendi t ures, per sonnel cost s, | osses, j oi nt venture
agreenents, and planned activities. There were other
jurisdictions where details were being reported publicly.
The folks from devel opnment conpanies had to go to their
board of directors to nake the case why dollars should be
invested in Alaska rather than other places. They had to

House Fi nance Conmmittee 40 03/ 20/ 17 2:23 P. M



provide details and certain information to their board to
obtain approval for their own capital spend. In turn, it
was the sane kind of information the committee hoped would
be shared with the state.

Representative Tarr suggested that the state could do other
things. She noted that in the governor's State-of-the-State
address he tal ked about building gravel roads and of the
changing climate limting the nunber of days ice roads were
avai l able. Currently, people were talking about putting in
per manent gravel roads. It would change the anmount of tine
the work would be able to be done in a year. She argued
that by having better information the state could possibly
make the circunstances nore attractive for conpanies. She
did not want to approach things in such a way that the
antici pated outcome would be negative. She thought nore
information was a good thing rather than a bad thing. She
believed that it would allow parties to work better
t oget her.

Representati ve Kawasaki agreed that the state needed nore
information. He thought the state's regulators needed
information. He expressed a concern that the state would
have an opportunity to say no. He also argued that if a
regul ator did not want oil and gas developnment in a certain
region they could potentially deny a conpany the ability to
receive credits making it a political issue. He would have
to hear nore about the preapproval process and how it
wor ked in practice.

Vice-Chair Gara commented on having once tried to increase
a $.05 per barrel surcharge by $.01 and was told that it
was excessive. He nentioned the 1 percent increase from 4
percent to 5 percent. He asked if she had |ooked at the
interplay between that and what a conpany could get in
royalty relief. He explained that royalty relief could
bring a conpany's 16 percent or 12.5 percent down to 3
percent or 5 percent. Therefore, a conpany could get a 7
percent to 11 percent reduction in the royalty by show ng
that wthout royalty relief a field would not be
economcal. He asked if what he described cane into play
when deciding on a 1 percent tax change.

Representative Tarr responded, "Yes." She added that in
total all the other provisions nade any new devel opnent
attractive including the GVR and the royalty relief
provisions. She furthered that because the opportunities
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exi sted and because conpani es had no conpl aints nothing was
changed regardi ng that option.

Co- Chair Foster concluded by providing the agenda for the
foll owi ng day.

HB 111 was HEARD and HELD in commttee for further
consi derati on.

#
ADJ OURNVENT

4:56: 20 PM

The neeting was adjourned at 4:56 p. m
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