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Co- Chair Foster reviewed the neeting agenda.

#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.”

2:07:19 PM

Co-Chair Seaton MOVED to ADOPT the proposed conmttee
substitute (CS) for HB 111, Wrk Draft 30-LS0450\ M ( Nauman,
4/ 6/ 17) .

Representative WI son OBJECTED.

JANE PI ERSON, STAFF, REPRESENTATIVE NEAL FOSTER, expl ai ned
the changes in the CS with a docunent provided by the House
Finance Conmttee co-chairs titled "HB 111 - Conparison”
dated April 6, 2017 (copy on file). She read from prepared
remar ks detailing the changes in the |egislation:

In the Resources version, Section 1 was contingency
| anguage, which is deleted from the finance version.
Section 1 of the finance version has to do with the
powers and duties of the conm ssioner under AS
31.05.030(n). It can be found on page 1 of the bill.
It deletes a reference to a 10 percent gross value
reducti on under AS 43.55.160(g) in accordance with the
repeal of this provision.

Section 2 has to do with the Departnent of Revenue
di sposition of tax information AS 40.25.100(a); it can
be found on page 2 of the finance version. It amends
di sclosure of tax information in accordance with the
new provisions allowng certain tax credit and |ease
expenditure information to be made public.

Section 3 is interest AS 43.05.225, found on page 2 of
the bill. It renoves the three-year |imt on interest
and is the sanme as was in the House Resources version.
The disclosure of tax and credit information, AS
43. 05.230(a) was deleted and it referenced preapproval
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smal | producer credit and the floor and disclosure of
tax information.

Section 4, disclosure of tax and credit information is
found in AS 43.05.230(1); it can be found on page 3 of

the bill. It provides for a report naking certain oi
and gas tax credit and |ease expenditure information
publi c.

Section 5, is disclosure of tax information, AS
43.05.230(m), found on page 3 of the bill. It adds

subsection (m allowing disclosure of publicly
avai l abl e production tax information or tax credit
i nformation rel ated to gas st or age, service
i ndustries, processing facilities, and adds subsection
(n) making public certain information regarding oil
refinery tax credits. It also allows for <certain
confidential taxpayer information relating to tax
credits, to be disclosed.

2:11:11 PM

Ms. Pierson continued to address changes in the CS:

We deleted Section 5 of the Resources bill, which was
allowing certain confidential taxpayer information
related to tax credits, to be disclosed to |egislators
in executive session, in conformance with a signed

confidentiality agreenent.

Section 6, oil and gas production tax, AS 43.55.011(e)
is found on page 4 of the bill; it changes the tax
rate to 25 percent after January 1, 2018 and it
retains the 2022 change to gas rate after 2022, and
anended in accordance with the secondary tax bracket
provision. Setting a mninmum tax at 5 percent was
del eted, leaving a hardened 4 percent floor. M ninmm
tax is also deleted, which was neking necessary
corrections to a piece that was elimnated in the
original HB 111.

Section 7, oil and gas production tax, AS 43.55.011(g)
is found on pages 5 and 6 of the bill; it establishes
an additional 15 percent tax bracket, triggered at a
production tax value of $60, which is wequal to
approxi mately $100 ANS.
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Section 8, is a mninumtax, AS 43.55.011(q), (r), and
(s), found on pages 6 through 8 of the bill. It
mai ntains the hardened mninmum floor and is adjusted
in accordance with deletion of changes to the m nimm
tax previously (r), which is deleted, previous (s) is
now (r). The per barrel <credit that was found in
Section 7 of the House Resources version has been
del et ed.

Section 9, paynent of gas or tax for gas, AS
43.55.014(b) is found on page 8; it is conformng
| anguage to the new tax rate in AS 44.55.011(e).

Section 10 is paynent of tax, AS 43.55.020(a) on page
8 through 19 of the bill; it amends the section
governing tax paynents and confornms |anguage to the
new tax rate and the repeal of AS 43.160(Q).

2:13: 59 PM

Ms. Pierson continued to list the changes in the CS:

Section 11, paynment of tax, AS 43.55.020(g), is found
on page 19; it makes conformation to the new tax rate.

Section 12 is also paynment of tax, AS 43.55.020(h),
found on pages 19 and 20 of the bill; it is also
conformng to the new tax rate.

Section 13, paynent of tax, AS 43.55.020(k), is found
on pages 20 and 21 of the bill; it is also conformng
to the new tax rate.

Section 14, paynent of tax, AS 43.55.020(1), is found
on page 21; it is also conformng to the new tax rate.

Section 15, net operating loss, AS 43.55.023(b); it
elimnates net operating loss credits for the North
Slope and is the sane as in the House Resources
version, but it has been anmended for the repeal of AS
43.55.160(9) .

Section 16, net operating loss, AS 43.55.023(c), can
be found on page 23. It's conformng an anmendnent to
reflect the hardened minimum floor and it is the sanme
as in the Resources version, except it reflects that
credits cannot reduce paynents below the m ninmm
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floor. The net operating |oss was del eted, which was
Section 11 in the Resources version. Al so deleted was
Section 12, which is language that was conformng to
t he new hardened fl oor.

Section 17, non-transferrabl e t ax credits, AS
43.55.024(i), is found on page 23 of the bill; it’'s a
conform ng anmendnment to reflect the hardened m ninmm
floor and it remains the same as in the Resources
ver si on. The  per barr el credit f ound in AS
43.55.024(j) has been deleted from the House Finance
version. W are repealing the per barrel credit. The
dry hole credit, which was found in Section 15 of the
Resources version has been del et ed.

2:16: 40 PM

Ms. Pierson continued reviewi ng changes in the CS:

Section 18, exploration credit, AS 43.55.025(i) can be
found on page 23 of the bill; it’s a conformng
amendnent to reflect the hardened mninum floor and
remai ned the sanme as in Section 16 of the Resources
bill. The dry hole credit was Section 17 of the
Resources bill and that has been deleted from the
House Finance version. The oil and gas tax credit fund
found in AS 43.55.028(a) - the |anguage was deleted
from the House Resources version so it is kept as is
currently in statute. The oil and gas tax credit fund,
AS 43.55.028(e), which changed the cash paynent limts
on credits, was deleted from the House Finance
version, that too is kept as is currently in statute.

Sections 19 and 20, tax credit information, AS
43.55.030(a) and (e) is found on pages 23 through 55
of the bill. It requires taxpayers to report certain

information to the Department of Revenue, renoves the
requirenent to file a detailed description for the
purpose of the expenditure. New |anguage is added to
ensure that the credits and carry forward |ease
expenditures are reported by the |ease or property to
whi ch they were incurred.

Section 21 is gross value at the point of production,

AS 43.55.150; it can be found on page 25 of the bill.
It adds a new section to ensure that the gross val ue
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at point of production does not go bel ow zero and that
stays the sane as was in the House Resources version

Section 22, determi nation of production tax of oil and
gas, AS 43.55.160(a), is found on pages 25 through 27
of the bill and is conform ng |anguage to the new tax
rate.

Section 23, determnation of production tax value of
oil and gas, AS 43.55.160(e), can be found on pages 27

and 28 of the bill and it conforns to net operating
loss carry forward provisions in Section 26 of the
bill.

2:19:19 PM

Ms. Pierson continued to highlight the changes in the CS

Section 24, determ nation of production tax value of
oil and gas, AS 43.55.160(f), can be found on page 28
of the bill and it conforns to the new tax rate.

Section 25, determination of production tax value of
oil and gas, AS 43.55.160(h), is found on pages 29
through 31 of the bill. It is conformng to the new
tax rate and the calculation of the second tax
bracket. W elimnated AS 43.55.160(g) by repealing
it, which is a 10 percent GVR reduction for higher
royalty fields.

Section 26, is net operating loss carry forwards, AS
43.55.165(a), found on page 31 through 32 of the bill.
It adds AS 43.54.165(a)(3), allows 100 percent of net
operating losses to be carried forward when there is
producti on.

Section 27, also net operating loss carry forward, AS
43.55.165(nm) and AS 43.55.165(n), is found on pages 32
and 33; (m is a rollback provision on the net
operating |osses, reducing the 100 percent |ease
expenditures by 10 percent of the full original value
every year after seven years; (n) is a ring fence
provision, a carry forward | ease expenditure can only
be applied to a Ilease or property where the
expenditure occurred. Section 26 of the Resources
version directed DNR to develop regulations to
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establish a review process for DNR preapproval. This
has been deleted fromthe House Fi nance version

Section 28, oi | and gas conpetitive board, AS
43. 98. 050, on pages 33 through 35 is conformng to the
repeal of AS 43.55.160(g).

Section 29 is the repealers; it can be found on page
35 of the bill. It repeals AS 43.55.024(j), which is
the sliding per barrel credit. AS 43.55.029, third
party assignnent of credits and AS 43.55.160(g), the
10 percent gross value reduction for higher royalty
fields.

Section 30 is the Cook Inlet working group, AS
43. 98. 050, found on pages 35 through 36, establishes a
| egislative working group to analyze the Cook Inlet
fiscal reginme; it stays the same as in the House
Resour ces version

2:22:30 PM

Ms. Pierson continued to read the changes in the CS:

Section 31 is an applicability, the provision is found
on page 36 and reflects provisions relating to the
mnimm tax floor - effective, January 1, 2018.
Section 30 of the Resources version has been del et ed.

Section 32, transition, carry forward | ease
expenditures, is found on page 36. The net |oss carry
forward provisions apply to |ease expenditures

occurred on or after January 1, 2018.

Section 33, transition tax <credit assignnents, is
found on pages 36 and 37 of the bill; it states the
department nmay continue to apply and enforce tax
credit assignnments to third parties for «credits
applied before January 1, 2018 and it renmains the sanme
as in the House Resources version

Section 34, transition paynent of tax filing.
Taxpayers shall pay the tax as provided in current |aw
for a tax or installnment paynents or productions
before January 1, 2018. This has been anended in the
House Fi nance version for the new sections.
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Section 35, is transition gross val ue reduction, found
on pages 37 and 38; a taxpayer who produces oil or gas
before January 1, 2018 qualifies for an extra 10
percent gross value reduction as provided in current
law for the oil and gas produced before that date.

Section 36, is transition - retroactivity regul ations,
found on page 38 and allows for retroactivity of
regul ations to carry out this act.

Section 37, also has to do with retroactivity. The
change is to delinquent interest in Section 3, it is
retroactive to January 1, 2017

Section 38, is effective dates. Sections 3 (Interest
rates), 30 ( Cook I nl et Wor ki ng G oup), 36
(retroactivity of regul ations), and 37(del i nquent
interest rates) take place i mediately.

Section 39, is also effective dates found on page 38.
The reduction of net operating |osses takes effect in
2018.

Section 40, is effective dates found on page 38. It
deals with all other sections of the bill and takes
pl ace on January 1, 2018.

2:25:29 PM

Representative W/lson stated the bill was vastly different
than the prior bill version. She appreciated hearing the
changes, but she needed nore detail. She asked if there was

a fiscal note.

Co-Chair Foster replied that the conmttee would address
the nmerits of the bill and receive additional explanations;
however, he wanted to have a working draft before the
conmittee.

Representative Pruitt OBJECTED to the working draft. He
supported the prior version over the current bill. He
enphasized that the CS did not represent a credit
di scussion. He underscored that it would revanp oil taxes.
He opined that the new docunent was a way to destroy
i ndustry. He stressed his frustration about the new bill.
He believed the CS constituted a conplete rewite of the
oil tax system The CS would "ring fence" the net operating
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loss (NOL) credits, if conpanies were able to keep them He
stated that the bill woul d  not even rmaintain a
conpetitiveness review board to provide information to the
| egislature on the state's conpetitiveness in the industry.
He reiterated his objection to the work draft. He stressed
that the CS was not good for Alaska. He stated that "I
could not believe that you' re going to ask ne to go back to
the other one as the place to start from"

Co-Chair Foster stated if the conmttee adopted the CS the
intent was to hear nodeling detail from DOR

Vice-Chair Gara addressed sone of the concerns that had
been vocalized. He thought it was clear that nany House
Fi nance Conmittee nenbers were unconfortable with the two
tax rates wunder the current production tax system He
addressed new fields (post-2003 fields) on the North Slope
that had a zero percent production tax rate on average up
to about $73 per barrel. The state currently paid tax
credits for fields that paid zero production tax - or sone
fields paid a 4 percent production tax. He remarked those
rates would continue for at l|least five to seven years. He
continued that the next year there would be nore credits
generated that would be owed to industry than would be
generated in production taxes. He stated that nuch of the
public believed it was an unfair transfer of a burden to
the public and an unfair benefit to the oil industry. He
stated that M. Rich Ruggiero [legislative consultant] had
tal ked about a fairer profits tax.

2:31: 09 PM

Co- Chair Foster asked nenbers to steer clear of debate and
making a case for the CS because the CS had not yet been
adopted. He detailed that if the work draft was not adopted
there woul d be nothing to debate regardi ng the new CS.

Representative Pruitt did not believe it was appropriate
for a commttee nenber to tell other people they did not
understand. He also believed the cormments strayed from the
di fferences between the previous bill version and the work
draft.

Representative WIlson stated her understanding that if the
work draft was adopted it would be commttee nenbers’
responsibility to find their own experts - she had not been
a part of witing the bill. She asked if the commttee
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woul d be hearing from industry again because she believed
the work draft constituted a total rewite of the
| egislation. She stressed that the state could |ose the
industry due to the changes. She referred to statenents
that production tax did not cover the nunber of credits
provi ded. She agreed, but noted there was also corporate
tax and royalties. She stressed that the state had
benefitted for vyears off the credits that were due at
present. She detailed that the noney had been put into the
CBR instead of into the oil taxes. She continued that the
state had benefitted and had received the noney. She opi ned
that it was not fair to the public to "only be taking it
from one or the other." She stated that the bill was
supposed to be about fixing the state's liability issue
regarding taxes it owed. She referred to testinony from an
expert who had been clear that a rewite of the taxes was
not needed and that it could be dangerous to do what she
believed the current work draft did. She asked for the co-
chair's expectation and intent.

2:34: 01 PM
AT EASE

2:35: 00 PM
RECONVENED

Co-Chair Foster stated that the bill had been introduced a
few weeks earlier and the conmmttee had heard from industry
and a nunber of experts. He believed the conmittee knew the
position of the various groups. He stated it was the intent
to see if the commttee would adopt the working draft.

Representative WIson MAINTAINED her OBJECTION to the
adoption of the work draft.

Representative Pruitt remarked that the work draft had cone
from one of the co-chairs' offices. He wanted to understand
the intent of the bill going forward. He wanted to know if
the intent was to get as nuch noney from the industry as
possi bl e.

Co-Chair Foster replied that part of the answer would cone
forward with the presentation from the Departnent of
Revenue (DOR).

Co-Chair Seaton relayed that as the bill had been
devel oped, part of the intent was to get a fair return for
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Alaska at prices that had not been nodeled during the
original tineframe, to generate production tax to pay back
cashable credits, and to elimnate the portion of the
budget gap resulting fromthe excessive amount credits.

Aroll call vote was taken on the notion.

IN FAVOR. Gara, Genn, Cuttenberg, Kawasaki, Otiz, Foster,
Seat on

OPPCSED: W/ son, Pruitt, Thonpson, Tilton

The MOTI ON PASSED (7/4). There being NO further OBJECTI ON
Wrk Draft 30-LS0450\ M was ADOPTED.

2:38: 03 PM

Co-Chair Foster relayed the commttee would hear from DOR

Representative WIson stated that wunless the commttee
heard sonething different from DOR the bill would inpact
industry in a very different way than the prior bill
ver si on. She believed the industry should have an
opportunity to weigh in.

Co-Chair Foster replied that as the end of session neared
neari ng the pace accelerated and the goal was to get things
acconpl i shed. He under st ood Representative Wl son's
comments and he would | ook into the suggestion.

KEN ALPER, DI RECTOR, TAX DI VI SION, DEPARTMENT OF REVENUE,
relayed he did not have a specific presentation and woul d
cone back to the conmittee at 5:00 p.m wth nodeling
detail and a new fiscal note. There were numerous changes
in the CS; the nost fundanental was getting out of the
busi ness of cash credits - of earning net operating |oss
(NOL) credits subject to cash. He addressed that M.
Ruggi ero had tal ked about sinplifying the tax systemwth a
flat rate and including sonme step ups to the rate. There
was a disconnect in the current |aw where the effective tax
rates were |lower than the nominal 35 percent tax rate,
which led to some unusual circunstances where NOLs were
carried forward and earned at 35 percent when the cash
paynent for tax was somewhat |ess than that anmount. He
believed it was the rationale of the previous conmttee to
reduce the carry forward to 50 percent, which aligned the
NCLs to 17.5 percent - closer to the effective tax rate

The current CS changed that provision and all |osses were

House Fi nance Committee 11 04/ 07/ 17 2:06 P. M



carried forward - all could be used against future tax
liability, but because the per barrel credit went away and
was replaced with a lower tax rate, the effective and
nom nal tax rates were now the sane thing. The value of the
carry forwards would be at the tax rate and people would
gain value fromtheir losses in the future at the sane rate
t hat people were paying profit taxes at present.

M. Alper continued that it was no big surprise that at
| ower prices (between the breakeven point and around $80 to
$90 per barrel) there were relatively low effective tax
rates under the current tax |aw because of the per barrel
credit and the 35 percent rate. Throughout npst of the
range it was the mninumtax - the 4 percent floor. The 25
percent net tax raised taxes in the $50 to $90 per barrel
range. He continued that the 25 percent net rate was
conparable to the original version of SB 21 [oil and gas
tax legislation passed in 2013] as initially proposed by
the former Parnell Admnistration. He expounded that the
taxes - at that range - were the sane as what they would
have been had the original version of SB 21 had passed.

M. Al per explained that the progressive bracket created a
surtax on the portion of the profits (the production tax
value greater than $60 per barrel), which was very
different from progressivity under the prior Al aska' s d ear
and Equitable Share (ACES) tax system Only the portion of
the production tax value greater than $60 was paying the
surtax. For exanple, if a conpany had $70 per barrel in
profits, which would occur at oil prices of $110 to $115
per barrel, the first $60 would be taxed at 25 percent and
only the last $10 would be taxed at the 40 percent conbi ned
rate (25 percent plus 15 percent surtax). He elucidated
that the actual taxes at the higher price ranges (greater
than $100 per barrel) were alnost identical to the current
|aw s base tax. Therefore, at higher prices the bill did
not create a tax increase and at prices of $130 and above
it was a small tax cut. The real inpact of the tax changes
was in the $50 to $90 per barrel range. The changes to the
carry forwards were nmuch nore foundational and on the
credit side of the equation. He relayed that he would be
back before the commttee wth additional information
begi nning at 5:00 p. m

2:44: 06 PM
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Representative Pruitt asked if M. Al per had advised the
governor on the nmakeup of the current bill version.

M. Alper replied on the negative. He had been in sone
di scussion with the co-chairs' offices in previous weeks so
he knew what they were working on and had informed the
governor several days earlier of some of the things he
t hought were going to be in the bill. He expounded that
some of the information had turned out to be incorrect
because the direction had been changed several tines in the
past few days.

Representative Pruitt asked for verification that M. Al per
had a decent understanding of the current bill version.

M. Al per answered that he had received the current version
of the bill that norning along with everyone else. He
confirnmed that he was "nore or less" famliar with all the
provi si ons.

Representative Pruitt asked if M. Al per would advise the
governor to sign the bill in its current form

M. A per replied that he did not know if it would be
appropriate for himto give that advice. He did not know
the situation well enough. He understood the intent of the
co-chairs and what they were trying to do wth the
effective tax curves. He also understood the governor's
desire to get the state out of the cash credit business.
The bill nmet those needs. He did not know how he would
advise the governor and would need to study the bill in
greater detail. He added that inevitably the bill would be
debated by the Senate and nmuch nore would be | earned about
all the various provisions included.

Representative Pruitt understood the need for the cashabl es

as well. He remarked that at sone point the governor could
either reside over a state that decided it wanted to
destroy the oil industry or he could get active and becone
involved. He thought it was tinme for the governor to step
in to communicate how he felt about the bill. He stressed
the bill was a terrible nessage to send to industry. He

referred to current price battles between Saudi Arabia and
Russia. He detailed that Saudi Arabia was |ooking to get
its market share back in Europe and because of that it
would lower its price. He requested that the governor get
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i nvolved. He thought the governor should be a part of
ensuring the viability of the oil industry.

2:47:07 PM

Vice-Chair Gara remarked that an inportant part of the bill
was to make sure that conpanies were taxed based on their
profitability. He detailed that what had fornmerly been a 5
percent gross tax that could have put conpanies under water
financially was replaced by a profits tax - conpani es woul d
not be taxed if they were not profitable. Profitable
conpani es woul d pay 25 percent of their profits. He thought
the previous speaker had nade an overstatenent. He did not
want to scare people about things they should not be scared
about .

Representative Wl son asked if the bill constituted a tota
tax rewite.

M. Al per answered that the bill was a partial tax rewite.
He elaborated that it wused elenents of  bills the
| egislature had considered in the past; it included

el enents of various versions of SB 21. He noted that |arge
portions of the statute would remain the sane; therefore
he would not characterize the bill as a conplete tax
rewite, but it was substanti al

Representative WIson asked if the DOR nodeling would be
based on nunbers representing how much nore the state could
take fromindustry.

M. Al per replied that he would not word it in the sane
way. He answered that the nodeling would show the effective
tax rates and the total revenue that would be brought in at
a range of prices and circunstances conpared to the current
I aw.

Representative WIlson relayed that she had read the bill a
couple of times. She wanted to know what information the
department would provide later in the day to show what
i npact taking away all credits would have.

M. A per answered there were no credits renoved in the
current version conpared to others. The sliding scale
credit would be elimnated, but it was a counterbal ance to
the 35 percent tax, which was also going away. The bill was

House Fi nance Committee 14 04/ 07/ 17 2:06 P. M



reverting to an earlier version of a bill [SB 21] that was
debat ed several years earlier.

2:50: 06 PM

Representative WIson stated that everything she had heard
about the original intent of the bill was that it was ained
at taking care of one very specific point - how to pay the

owed cashable credits and to quit going nore into the hole
regarding what was owed. She believed an expert had
testified and reconmended to the committee that the issue
was sonmething the commttee could take care of in a bil
first.

M. Al per answered that M. Ruggiero had described it as
the nost pressing issue. Many nenbers of the legislature
and the governor had also characterized as the nost
pressing issue facing the state in oil and gas |aw at
present. The issue of changing and sinplifying the tax code
and getting rid of the per barrel credit was a part of M.
Ruggi ero's recomendati ons. He recalled M. Ruggi er o
pointing out to the House Resources Committee the inherent
distortion in the per barrel credit. He stated that the per
barrel credit threw numerous things off and there was
probably good public policy value in getting rid of it, but
what it should be replaced with was the pertinent question.

Representative WIlson recalled hearing that making too many
changes or turning too many knobs at one time could have
substanti al negative consequences. She surm sed that the CS
made nunerous changes that had not been in the previous
bill version the commttee had heard public testinony on.

M. A per answered that he would prefer to describe the
conponents individually later in the day. He was uncertain
whi ch changes Representative WIson or other nenbers found
problematic. He was happy to explain each of them He
reiterated his earlier statenment that at a w de range of
prices the effective tax (actual tax collected by the
state) was nearly identical to the status quo.

Representative W/Ison assuned DOR s projection for oil in
t he pipeline was based on current tax |law. She asked if the
departnment would present wupdated nunbers to show the
effects and possible negative inpacts of the bill. She
believed the bill should scare the public.
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M. Al per responded that the departnent was not in the
position to question how conpany decision naking may change

based on any changes in the bill. He did not know how the
industry would react. He believed that Ilike conmttee
menbers, conpanies were still trying to digest the |anguage

in the CS. H's staff was currently working to get the
changes nodeled and the departnment would not be able to
contenpl ate behavi oral changes. He concluded that once the
individual line itens of the bill were considered, he did
not think it would add up to sonmething quite as onerous as
it was being made out to be.

Representative WIlson stated that she found the magnitude
of the bill incredible. She noted that the departnent had
limted tine to articulate a response to provide
information to the commttee. She did not believe it was
fair to have a rushed response. She agreed that the
governor needed to weigh in on the issue. She underscored
that it would inpact all Al askans.

2:54: 44 PM

Representative Thonpson stated the CS appeared to be close
to a conplete rewite of SB 21. He did not believe SB 21
had been given an adequate chance to show how it had
i mpacted the industry and production. He was disappointed
that the DOR revenue forecast had not yet been published.
He remarked that the |ast revenue forecast had included oil
at $38 per barrel. He enphasized that the price had been
over $50 per barrel for quite some tinme. The last revenue
forecast had projected under 500,000 barrels per day for
the next year's production; however , production was
currently well over 550,000 barrels per day (not 490,000
dropping to 450,000). He hoped the nodeling would take the
actual production into consideration. He stated that the
departnment was three weeks behind on getting its revenue
forecast out. He wanted to know what had been acconpli shed
and how changing everything would inpact the status. He
hoped the nodeling would reflect things that would be
comng out in the revenue forecast. He stated that the
commttee did not have all the pertinent information and it
was difficult to nmake sound decisions when the bill my
reverse acconplishnents that had been nade.

M. Al per replied that the comment pertained nore to the

revenue forecast than the bill. He corrected that the fal
forecast had included a price of oil for the current year
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at $47 per barrel; the $39 per barrel figure had been from
the previous spring. The price of oil had tracked
relatively close to the fall forecast - the actual price
was a couple of dollars above the projected price. He noted
that production was also ahead of the forecast. Wen the
spring forecast canme out - the followwng Friday - he
expected to see a small anmount of additional revenue,
perhaps around $200 nmillion. He did not like that the
departnment was a bit behind on its forecast. He referred to
a current newspaper article explaining that there was a
regul atory interpretation issue that DOR needed to get to
the bottom of. It had brought everything to a standstill -
the departnent had to publish an advisory bulletin and
rework many of the forecast assunptions, including the
sequencing of credits, how certain credits interacted with
each other, and how it would inpact the anticipated anount
of purchased credits (where one conpany purchased them from
another). Gven the circunstances the departnent could not
publish a revenue forecast wth inconplete information,
whi ch nmeant the process was delayed a couple of weeks. The
departnment was on target to provide the forecast to the
| egi slature the foll ow ng week.

Representative Thonpson referred to the $8 per barrel
credit. He asked for verification that if a conpany used
the credit they could not use any other credits to take the
anount below the [tax] floor.

M. Al per replied in the affirmative.

Representative Thonmpson asked what it neant that the $8 per
barrel credit was being elim nated.

M. Al per answered that the $8 per barrel credit had been
limted in SB 21 to go below the floor. The CS elim nated
the per barrel credit and the floor was hardened in other
specific language in several places in the bill. Therefore,
the 4 percent minimum tax would still be the hard floor -
no credits could be used to go below the floor. He referred
to the crossover point where the net tax and the gross tax
intersect on the graph - for the average producer it
happened around $73 per barrel. The CS drove the crossover
poi nt substantially to the left at about $55 per barrel.
Only relatively lowpriced production would actually pay
the 4 percent mninum tax and higher prices would be
subj ect to the new 25 percent net tax.
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2:59:53 PM

Representative Tilton remarked that the state already
received nore than the industry at all price points. She
wondered if the change was w se. She wondered what the goa
was. She thought the goal should be |ong-term production.
She was skeptical about the bill's ability to achieve that
goal .

M. Al per did not believe he was the appropriate person to
answer. He recogni zed the inportance of the question, which
was up to the legislature to debate. Hs job was to
i npl enent the taxes passed by the | egislature.

Vice-Chair Gara conpared the CS to the House Resources
Conmittee version. He stated that the Resources version had
a 5 percent gross tax (a percentage of revenue, not
profits) at $50 and above and a 4 percent gross tax at
prices below $50 per barrel. The CS returned to the SB 21
rates - zero at |low prices, 1 percent at |low prices,
increasing to 4 percent at $25. He asked for verification
that the rates in the CS remained the sane [as in SB 21]
and had been har dened.

M. Al per replied that Vice-Chair Gara was describing what
happened to the mninmum tax at very low prices below $25
per barrel. He agreed that the existing law, retained in
the CS, of a stairstep from zero below $15 per barrel, 1
percent above $17.50, and all the way up to $25 was the
same. He relayed that across nost price points the current
CS was |less onerous on the industry than the House
Resources Committee version

3:02: 45 PM

Co-Chair Seaton thought it was inportant to remenber the
cormittee had heard testinony about the gross tax at 5
percent. He stated that industry had testified that the 5
percent gross tax represented a 25 percent increase in its
taxes. The change was elinminated under the current CS. The
current bill version included a net tax - if a producer did
not have nuch net incone they would not pay tax. The 25
percent tax rate applied to net positive incone. The prior

bill version would change the per barrel tax credits and
| owered where they were effective by about $20, which had
al so been changed in the current CS. The current bill would

elimnate new cashable credits. Additionally, industry had
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testified in opposition to only being able to carry forward
50 percent of NOLs - the current CS allowed industry to
carry forward 100 percent. The major elenents of the CS
acconplished the established goals. He continued that all
the elenents had been available to and testified on by
industry and the legislative consultant. He stated that the
consultant had testified that his preference would be to go
to a stepped net tax. He rem nded commttee nenbers that
the bill did not include a change in progressivity as had
previously been the case where a higher tax applied to al

profits. He explained the tax under the current version was

nore like an inconme tax. The bill included a new conponent
- a 15 percent additional tax, which was only taxed on the
anount above $100; it was bracketed just |ike an incone

tax. The lower tax was paid if the production tax val ue was
| ower than $60. He believed the npbdel would show the CS
structure was beneficial across a wde range. The bill was
much sinpler than having an interaction between a net tax
and gross sliding scale per barrel credits.

3:06:10 PM

Representative GQuttenberg asked if the bill contained
anything that was unique or that had not been previously
di scussed. He remarked that there were many concepts that
the legislature had discussed for years. He believed part
of the problem was that when one concept was changed in the
oil tax structure sonething else needed to be adjusted. He
asked if the bill contained anything new that had not
previ ously been anal yzed.

M. Al per replied that nany of the transparency conponents
were relatively new to the current year, but they had been
in the House Resources Commttee version of the bill. The
current CS contained the ring fencing concept, which was
new. He believed the topic nerited substantial discussion

He had spoken with the co-chairs about their intent, which
in some ways stemmed from the previous conmmittee's desire
for a preapproval process or sone control over making sure
the state knew what it was getting when soneone was
investing using state noney. Utimtely the ring fence
| anguage was intended to recognize that a conpany had carry
forwards from a project, but they had a loss - it only
kicked in when a conpany was operating at a loss. The
carried forward |ease expenditures could only be used to
of fset the production value from the actual property where
the initial investnment had been nmade. He explained that it
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took away the possibility that someone nmay spend a
significant amount of noney and use the offsets to reduce
their taxes from another part of the North Slope. The nore
dramatic possibility would be the failure circunstance. He
provided a scenario where a conpany spent a significant
anount of noney and was unsuccessful. He detailed that the
conpany had $1 billion in carried forward |ease
expenditures and was | ooking to get out of Alaska. Wthout
sone sort of ring fence or limtation, the conpany could
sell its entire Al askan subsidiary to a mmjor producer for
any price. Under the circunstance, the buyer would be
purchasing the $1 billion worth of carried forward |ease
expenditures and could use it to offset its production from
one of the mpjor legacy fields. He believed it would be
detrinental and not fit within the intent of the program
He understood the ring fencing language in the CS was a
means to prevent that from happening. He relayed that

everything else in the bill had been at a mninmm
introduced as an anendnment or in a previous version of
another bill; there was nothing brand new in the current
CS.

3:09: 52 PM

Vice-Chair Gara requested to hear about the statutory
relief valve pertaining to royalty relief. He stated that
the provision had been included in all the state's recent
oil tax systens going back to the Economc Limt Factor
(ELF) system He was interested to hear about the possible
royalty reduction depending on the royalty a field paid and
whether it was a new or existing field.

M. Aper clarified that royalty relief is a function of
royalty, which was a function of state lands and state
| eases and fell within the Departnment of Natural Resources
(DNR) purview. He explained that a conpany nade the case
that its field was challenged economically and could ask
for a reduction in the royalty rate for some period. He
stated that it was not wunusual for the contractual 12.5
percent royalty to be reduced to sonmething |ike 5 percent
for a nunber of years; 7.5 percent of the 12.5 percent
(two-thirds) would be foregone - the state would take |ess
royalty, which would help the field get over the hunp.
After a designated period, the rate would increase to the
full anmbunt. He stated that it was an application process
that required a best interest finding and quantitative
analysis; a report from DNR staff would determ ne whether
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the application should qualify. The nost recent royalty
relief case had been the Nuna field (Caelus's expansion
near QOooguruk) - the conpany had applied and had received
royalty relief. The conpany had testified that it was
contingent on neeting certain investnent thresholds. He
furthered that because of the econony and the price of oil,
t he devel opnent had been slowed down - the conpany woul d
likely have to reapply for royalty relief when the project
started back up

Vice-Chair Gara stated that the basic standard for royalty
relief was if a conmpany with a new or existing field proved
the field to be uneconomi c under current conditions to the
departnment, it could receive the royalty reduction to try
to make the project econonic.

M. Al per answered yes and that the question pertained to
DNR, which was outside of his expertise.

Representative Pruitt followed up on the NOL changes. He
guestioned whether it was really possible to conpare being
able to wuse the full 35 percent NOL credit to future
liabilities. He stated that in theory going back to the
current structure would nake sense, but he viewed the ring
fencing as a dramatic shift. He asked if the value in ring
fencing remained for the conpanies in the sane way that 100
percent of their NOLs woul d.

3:13: 47 PM

M. Al per expressed uncertainty about his understandi ng of
the question. He relayed that typically once an investor
began nmaking major investnents they expected to be
producing oil within five or six years. Under the scenario
t he conpany woul d have production and value and its carried
forwards would be used to offset production from that
field. The value of the ring fence was to ensure that the
tax reduction did not occur until the conpany successfully
devel oped the field it had been investing in in the first
pl ace.

Representative Pruitt understood. He asked if requiring
conpanies to narrow [carried forwards] down to specific
fields would maintain the value for a conpany to continue
to invest in Alaska. He stated that currently a conpany
coul d t ake t he | osses agai nst i nvest nent whi ch
incentivized them to invest. \Wereas, the bill would
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require a conpany to wait on that on the specific field. He
asked if the value to the conpany remained in the sane
capacity if the ring fencing provision was inplenented.

M. Al per did not believe he was qualified to answer the
guestion. He deferred to industry. He clarified the ring
fencing provision in the bill. He provided a scenario of a
conpany with existing production that was al so investing in
a new field sonewhere on the North Slope. The investnent
would be fully usable, as it was presently, to offset the
conpany's taxes from the conpany's existing production; the
provi sion did not change the comr ngled nature of the North
Slope tax. The difference resided in a |loss scenario. He
detailed that the carried forward |osses were the only
thing that would be tied to the | ease or property.

Representative Pruitt asked if the industry had asked for
ring fencing.

3:16:12 PM

M. Al per replied that he did not believe anyone woul d ask
for ring fencing. He detailed the purpose of ring fencing
was to protect the state's interest, nost notably in the
failure scenario when a conpany with carried forwards was
unable to bring a field into production. Under the
scenario, in the absence of ring fencing, it would be
necessary to have sone other nmeans to protect the state
from carried forwards being used to offset taxes the state
woul d otherwi se receive. He furthered that the goal was to
prevent a conpany from selling the carried forwards to a
maj or producer. He believed ring fencing seened to be a
reasonably elegant way to acconplish +the goal. The
protection was necessary in a world of large anount of
carried forward | ease expenditures.

Representative Pruitt thought he had heard testinony
earlier in the neeting that industry had requested sone of
the things in the CS. He did not recall the conponent being
request ed.

Representative Otiz asked if ring fencing was used
el sewhere in the United States or in other |ocations
conpeting [for investnent] with Al aska.

M. Aper replied in the affirmative. He expounded that
field-based taxation was not unusual throughout the world.
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He explained that before Alaska had switched to a net
profits tax with the Petrol eum Production Tax [PPT] system
in 2006, ELF had been a ring-fenced tax - every field had a
separate tax. He elaborated that the Cook Inlet oil and gas
tax, which was still tied to ELF was a ring fence tax. The
specific reasons for bringing the structure back were
uni que, but field-based taxation cost recovery was not
unusual

Co-Chair Foster rem nded commttee nenbers that amendnents
on the bill were due the foll ow ng day.

Representative Pruitt asked if the commttee would hear
fromM. Ruggiero [legislative consultant].

Co-Chair Foster replied that he wuld look into the
possibility.

Representative Pruitt asked if M. Ruggiero had been
involved in the current CS

Co-Chair Seaton replied that M. Ruggiero had supplied the
nodel and had done follow up work on the nodel. M.
Ruggi ero had suggested (to the committee) inplenenting a
stepped net tax - a better systemthat would elimnate sone
of the current problens. He had al so asked M. Ruggiero in
a prior comrittee neeting whether the state should use its
net tax system to offset royalties wth the 10 percent
gross val ue reduction. M. Ruggiero' s comment had been that
it did not make sense to use the tax system to lower its
royal ties.

Representative Pruitt remarked that the CS included a
dramatic change. He thought it would be helpful to hear
from M. Ruggiero.

Co-Chair Foster relayed that he could check into the
possibility during the com ng recess.

3:20: 36 PM
RECESSED

5:08:29 PM
RECONVENED

Co-Chair Foster relayed that M. Ruggiero was not avail able
to testify. He discussed the agenda.
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M. Al per provided a PowerPoint presentation titled "CS HB
111(FIN) Gl and Gas Production Tax and Credits: Analysis
of House Finance Committee Substitute" dated April 7, 2017
(copy on file). He turned to slide 3 and addressed the
mnimum tax (floor). The purple text throughout the
presentation indicated new conponents of the |egislation.
The House Resources Commttee increased the mninmum tax

rate to 5 percent at oil prices above $50 per barrel; it
had renoved changes at zero to 3 percent. The CS under
consideration reverted to current law and rmaintained

mninmum tax rates and structures from SB 21. The House
Resources Committee had hardened the tax floor, which
prevented all credits from being used below the mninmm
tax. There were many circunstances in current |aw where a
t axpayer could go below the 4 percent with certain credits.
The House Finance Commttee CS nmade an exception - the
smal | producer credit could still go below the m nimumtax.

M. Al per addressed slide 4 related to the hardening of the
tax floor for gross value reduction (GVR) eligible new oil.
Under current law the $5 per barrel credit could reduce a
tax liability to zero. The House Resources Conmittee had
created a hard "adjusted” mninmum tax where the 20 to 30
percent reduction was applied before calculating the
m nimum tax. The effective mninmumtax rate was between 2.8
and 3.2 percent for new oil. Wereas, HB 111(FIN) kept the
adjusted mninum tax structure. He explained that the
percent GVR benefit was elimnated and the effective
mnimum tax was always 3.2 percent for new oil. He added
that new oil had a limted duration under current |aw that
had been <changed the previous year in HB 247; GVR
eligibility was only good for between three and seven
years.

5:13: 09 PM

M. Al per turned to slide 5 and explained the treatnent of
North Slope NOLs. The 35 percent NOL credit - was the
bi ggest consternation about future state liabilities - and
was elimnated and replaced with a carry forward structure.
The House Resource Conmttee bill version had allowed for

50 percent carry forward of |osses, with the possibility of
earning an "uplift" or interest of about 8.5 percent
annually for up to seven years. The finance version allowed
100 percent of losses to be carried forward wthout the
uplift. After seven years the carried forward value began
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to decrease by 10 percent per year. Additionally, the
carried forward expenditures could only be used to offset
value from the |ease or property where they were incurred
(ring fencing). The bill included reporting requirenments to
ensure the state knew where expenses were incurred and
where they coul d be used.

Co-Chair Foster noted Vice-Chair Gara and Representative
Pruitt had joined the neeting. He recognized Representative
Andy Josephson in the audi ence.

Representative WIlson wanted to ensure she understood the
ring fence concept. She provided a scenario where she had
an oil field with two developnents. She stated that
currently she could conbine the | osses and gains of the two
fields. She believed under the ring fencing concept the two
fields would becone their own separate entities. She
continued that if there was a loss on one field and a gain
on the other, the loss could only be taken down to the
mnimum and the full gain on the other field would be
counted. She asked for the accuracy of her statenents.

M. A per replied that the word "field" did not exist in
statute - statute referred to |ease or property, which
usual ly neant a unit, which was defined in regulations. He
believed that tw fields in the sanme unit wuld be
interpreted as one entity. The ring fence concept applied
to two very different production areas on different parts
of the North Slope. If one of the fields was naki ng noney
and the other was losing noney, the |losses on the field
| osing nmoney would have to be used against future gains
from that field. He provided a scenario where a large
pr oducer made good noney on legacy production and
reinvested a portion of profits in a new devel opnent. He
explained that the scenario was fine and was all part of
the intermxed tax structure on the North Slope. He
continued that it only becane relevant if the conpany was
operating at a loss for the year for its North Slope
investnents - at that point, the loss anpunt would be
| ocked into the field where incurred.

Representative WIson used restaurants as an anal ogy. She
provided a scenario where she owned two very different
types of restaurants. Currently in her federal taxes she
woul d conbine the two businesses together to determ ne her
gain or loss. She surmsed that wunder the ring fencing
structure, if one restaurant had a | oss she could only take
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the tax mnimumto 3.2 percent and could carry forward the
| osses. She stated that the entire gain on the other
restaurant would have to be included. She continued that it
appeared the state would be charging less at the 25
percent, but in reality she could actually be paying nore
under her exanple because the two restaurants could no
| onger be conbi ned.

M. Al per continued with the analogy. He detailed that if
the first restaurant was making $50,000 and the second
restaurant |ost $40,000, the owner would pay taxes on the
$10,000 profit. However, if the second restaurant had a
$60, 000 |oss, the overall $10,000 |oss (between the two
busi nesses) could only be carried forward and used agai nst
the second restaurant's future profits.

5:18: 05 PM

Representative WIson thought M. Al per had previously
stated that two fields in different areas on the North
Sl ope could not be conbined to have a loss or gain. She
t hought that under the ring fencing structure, that would
no | onger be possi bl e.

M. Aper replied there were different degrees of ring
fencing. There was full ring fencing where every field had
a separate tax calculation and potentially separate
progressivity. He detailed that under ELF every field had
been separate and had a separate nultiplier. That structure
was not in the CS. The taxation on all oil and gas on the
North Slope was a single tax or a "segnent." He explained
that if the overall North Slope was operating at a |o0ss,
the attachnent of the expenditures associated with the |oss
were tied to the field where they were incurred. In a
profit situation it was still a single conbined tax.

M. Al per advanced to slide 6 and addressed the North Sl ope
tax rate, which was 35 percent of PTV less a per barrel
credit. The House Resources Committee bill version had
shifted the per barrel credit so the break points of the
different dollars (e.g. $3 to $4 or $2 to $3) were noved by
$20, neaning that the typical producer would receive $2
less in credits. The change resulted in a tax increase of
about $300 million. The House Finance Committee CS did not
include the provision and renoved the entire per barrel
credit, replacing it with a lower tax rate. The current CS
reduced the base tax back to the original SB 21 rate of 25
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percent at prices below about $90 to $95 per barrel. The CS
added a bracket of progressivity with a 15 percent surtax.
He acknow edged that it added up to a 40 percent tax, but
it was only 40 percent on profits that were greater than
$60 per barrel. The bracketed structure was sinmlar to HB
110, a tax reform bill from 2011 offered by the forner
Parnell Admnistration - the tax had stepped up, rather
than being a blanket tax increase across all price points.
The effective tax rates closely tracked current |law at the
hi gher price rates. Additionally, the CS aligned the val ue
of the carry forward with the effective tax rate. He
expl ained that one of the structural errors in SB 21 was
that the NOL or loss rate at 35 percent was higher than the
effective tax rate conpanies pay when profitable at al nost
any price. He detailed that the tax value of a |oss becane
greater than the tax value of a gain. He addressed ranping
down of NOL rates and noted that HB 247 (passed the
previ ous year by the House) had a 25 percent NOL rate that
was designed in part to rationalize the effective tax rate
wth the statutory tax rate. The current CS resolved the
issue by renoving the per barrel credit and using the 25

percent tax rate - it becane the nom nal and effective tax
rate. He furthered that if a conmpany had a |oss that was
carried forward, it was saving future taxes at the 25

percent rate. There was nore parity for the conpanies
maki ng noney and the conpani es | osi ng noney.

5:22:19 PM

Representative WIson asked why the bill used a production
tax value versus an actual barrel cost. She wondered who
det er m ned what the val ue was.

M. Alper asked if Representative WIlson was referring to
the progressivity trigger point.

Representative WIlson referred to a bullet point on slide 6
that stated a bracket of progressivity was added [with a 15
percent surtax] on a portion of PTV greater than $60. She
stated it was not $60 per barrel and equated to a price of
around $94 to $95 per barrel.

M. Al per answered that it was closer to $104 to $105 per
barrel. The PTV was the statutory definition of net, it was
the profit. The production tax did not kick in until a
conpany had a profit. The 25 percent tax (or 35 percent tax
in current law) was calculated on PTV. He detailed that if
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a conpany was neking $1 per barrel, it was taxed at the 35
percent. The structure specified that if a conpany was
making $1 to $59 per barrel it was taxed at 25 percent. He
furthered that if a conpany was naking $61 per barrel, $60
woul d be taxed at the 25 percent and the remaining $1 would
be taxed at 40 percent. Likewise, if a conpany was nmaking
$100 per barrel, $60 would be taxed at 25 percent and $40
woul d be taxed at 40 percent. He concluded that because it
was a net tax, the trigger points for different Dbreaks
shoul d generally be tied to net anounts.

5:24:12 PM

Representative WIson asked for verification that aside
fromthe small producer credit, there were no other credits
that would reduce the tax. She surmsed that the profit
would be nultiplied by the applicable tax percentage to
determ ne the anount owed.

M. Alper replied it was possible conpanies may have other
credits. For exanple, if a conpany was doing work in Mddle
Earth and had ~capital, expl orati on, or well | ease
expenditure credits, those credits could reduce a tax
paynent below the statutory nunber, but not below the 4
percent fl oor.

Representative WI1son asked for verification that other
than the small producer credit, there would be no other
credits to reduce a conmpany's tax on the North Sl ope.

M. Al per replied in the affirmative. However, if a conpany
had purchased credits from another conpany, it could use
the purchased credits to reduce its taxes below the
statutory rate, but not below the 4 percent floor.

Vice-Chair Gara spoke to the intention that at high prices
the tax rate would not exceed the 35 percent under SB 21.
He detailed that the surtax applied to a PTV greater than
$60. He explained that for a low profit field with high
costs the surtax may not kick in until $150 per barrel
because it had $90 in costs at the field. If a flat price
of oil was picked it would kick in rmuch faster for the |ow
profit fields.

M. A per replied in the affirmative. He detailed that it
woul d be the average comngled profits of the conpany's
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overall North Slope operations. The higher the cost, the
hi gher the price would |lead to the $60 PTV.

5:26:48 PM

Vice-Chair Gara asked for verification that if there was a
high-cost field that was not profitable until $80, the
structure requiring $60 of profits [PTV] before the surtax
kicked in, would be fairer (to the conpany) than attaching
the surtax at $100 per barrel.

M. Al per responded he was trying to steer clear of words
like fair, but Vice-Chair Gara's statenents nmade sense.

M. A per turned to slide 7 and addressed GVR The CS
mai ntained the 3.2 percent nodified hard floor introduced
in the House Resources Committee bill version. The CS al so
mai ntained the $5 per barrel credit. He noted that the
other sliding scale per barrel credit had been elimnated
in the bill. He explained that the $5 per barrel credit
meant that GVR-eligible fields would pay no nore than the
mnimum tax up to prices of about $90 per barrel. New oi
woul d pay the 3.2 percent for a very w de range of prices.
The CS would elimnate the 30 percent GVR for high royalty
fields, which had been added in the |ate stages of SB 21.

M. Al per advanced to slide 8 and discussed other changes
in the CS. He explained that nost of the other changes were
non-nmonetary and were nore technical or inpacted a policy
issue that did not necessarily have a cost. He stated that
the interest rate was one of the admnistration's
priorities. There was a problemwi th existing |aw where the
interest rate went to zero after three years on oil and gas
production tax. He explained the provision nmade it very
hard to get anyone to settle their taxes and pay an
assessnment; it was cheaper to appeal and take the issue
through the ~court system if there was no interest
liability. He stated that the 7 percent interest rate in
the CS was nore flexible and seened fair; it was halfway
between the historic rate and the 3 percent inplenented by
SB 21.

M. Al per continued to address other changes on slide 8. He
stated that the transparency sections were sonewhat
different than what had been passed by the House Resources
Commttee. The CS added references to the carried forward
| ease expenditures - information would be provided to the
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public - to the legal extent - regarding the amount of
carried forward |ease expenditures a conpany had (its
credits earned but not cashed). The dataset becane the
buil ding block to enable DOR to administer the ring fence.
One of the potential problenms with a ring fence was how
much work it could be for DOR staff. So long as the
t axpayer was providing the information regularly as part of
their tax filing, the departnent would have the
information. The CS nmintained House Resource Conmttee
| anguage specifying that the gross value at the point of
production (GVPP) could not go below zero. He spoke to a

scenario wth a renot e, single field Wi th hi gh
transportation costs. He stated that if the well head val ue
(the GVPP - the value after subtracting transportation)

went bel ow zero, the negative value could not reduce taxes
fromother fields.

5:30:51 PM

M. A per continued to address other changes in the
legislation on slide 9. He relayed that there had been a
per barrel credit volatility problem associated with the
mgrating credits. He detailed that if there were certain
months within a year with high prices and others with | ow
prices where sone were above the mninmum tax and others
were below it, the state could be liable for |arge refunds.
He expounded that credits earned in one nonth could have
been wused in another. The issue was nmade noot by the
current version of the bill - it had been tied specifically
to the per barrel credit, which the CS elimnated. The CS
repealed the ability to assign a tax credit certificate to
a financial conpany through a third party where the credit
was paid by the state to a banker directly. He noted the
feature had been added in non-oil and gas |egislation
several years earlier. Al though the CS did not address any
Cook Inlet tax or credit issues (it addressed only the
North Slope), it would establish a new |egislative working
group to look at possible future changes to be addressed in
a future legislative session. The Cook Inlet tax cap, the
ELF-based $0.17 on gas that was originally scheduled to
sunset in 2022 had been extended in HB 247 and was ongoi ng.

Co- Chair Foster recogni zed Representative Geran Tarr in the
audi ence.

5:32:30 PM
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Vice-Chair Gara asked for verification that under the CS
there would continue to be no production tax on oil in Cook
I nl et.

M. Al per replied that HB 247 had changed the Cook Inlet
tax cap to $1 per barrel. For the nobst part Cook Inlet oi
production was taxed at the $1 rate.

Vice-Chair Gara stated that in two prior statutes there had
been a structure that mgrated from a base-profits tax rate
that noved up. He stated that the inflection point was at
$60 in profits. He asked about the inflection point in
prior laws that contained the feature.

M. A per replied that ACES had been a progressive tax
structure that had a 25 percent base rate. Under the ACES
structure the tax rate began to increase at $30 PTV - the
rate had increased by four-tenths of a percent for every $1
above $30.

Vice-Chair Gara asked for verification that PPT under the
former Murkowski Administration had a simlar feature. He
asked where the point had occurred under PPT.

M. A per replied that PPT, the original net profits tax
from 2006, included a 22.5 percent base rate that had
i ncreased by two-tenths of a percent for every dollar above
$40 PTV.

5:34:28 PM

M. Al per advanced to slide 10 and addressed itens that had
been renoved from the bill including intent |anguage
regardi ng appropriations (buying the backlog of credits);
executive sessions/legislative access to confidential
information under limted circunstances; the Departnent of
Nat ur al Resources (DNR) preapproval process of |ease
expenditures; the dry hole credit; and no changes had been
made to per-conpany credit cap, haircut, or barrels per day
cash thresholds. He elaborated that in many ways the ring
fencing provision conpensated for the renoval of the DNR
preapproval process |anguage. He explained that if the
i ssue was that the state needed to ensure that a project it
was funding was in its best interest, the issue would be
resolved if no one would be getting the value until the
field came into production - if soneone sold the |ease they
would retrieve the value. He explained that the dry hole
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credit had been a recommendation by M. Ruggiero as a way
of buying out a failure case carry forwards. He renarked
that he did not believe the dry hole provision in the House
Resources Committee version had been as intended. He
explained that the CS renoved any changes mmde in prior
bill versions to the per-conpany credit cap ($70 mllion
per year). The discount conpanies had to take on the anopunt
of cash beyond $35 mllion had been taken out of the CS.
The House Resources Commttee version had reduced the
barrels per day threshold from $50,000 to $15,000 (the size
conpany to becone ineligible to get cash for credits), but
the current CS renoved the change. He concluded that the
status quo was nmintained for credits and conpany size. He
stated that the world of cash, caps, and thresholds would
be limted to Mddle Earth under the CS. He detailed that
Cook Inlet credits were gone and North Slope credits would
be elimnated by the bill.

5:36: 56 PM

M. Al per noved to slide 11 that contained a graph show ng
effective tax rates (the amount of taxes received net of
credits as a percentage of profit) on I|egacy/non-GVR oil
The blue line represented current law (SB 21). He stated
the curve to the left was wunusual; it represented the
i mpact of the mininmumtax - where the conpany got closer to
break even or |osing noney, the tax rate becanme higher. He
highlighted that in the low $70 range (at the bottom of the
point) the net profits tax kicked in and increased. The
jagged nature of the line represented the various stair
steps of the per barrel credit ($8 to $7 to $6 and so on
dowmn to zero). He explained that the 35 percent statutory
tax rate was reached when the credit went to zero at about
$160 per barrel. The dotted blue line represented SB 21 NOL
rate at a range of prices. He detailed that the |osses
under SB 21 were always earning at 35 percent, although the
tax rate was nmuch lower. The red lines represented the
House Resources Committee bill. The inpact on the left was
the 5 percent mninmum tax and the inpact on the right was
the $2 shift in the stagger to the per barrel credit; it
was a tax increase across all price ranges reverted to the
35 percent curve nuch nore quickly. The value of | osses was
at about 17.5 percent, which related to the idea of the 50
percent carry forward. He furthered that if a conpany took
half its losses, carried theminto a future year, and used
them against the 35 percent tax rate - it was the
equi val ent of a 17.5 percent NOL.
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M. Al per continued to explain slide 11. The green line
represented the current CS; it included the 4 percent
m nimum tax and should overlap the blue line on the left
side of the chart. The l|large horizontal segment of the line
at 25 percent reflected the 25 percent net profits tax that
kicked in at about $50 to $55 per barrel and went all the
way to where the progressive surcharge would start at about
$100 per barrel. The green curve bending upwards to the
right represented the weighted average of the 40 percent
tax for the high value and the 25 percent tax for the first
$60 of value. He elucidated that the line closely tracked
the status quo. The bill was close to revenue neutral above
oil prices of about $100 per barrel. He explained that
because there was no per barrel credit distorting the NOL
rate between the value of a loss and the value of a profit,
the NOL rate was the sane as the profit rate - neaning a
conpany would get their |osses, presuming the price of oil
was | ess than $100, at the 25 percent rate; if the price of
oil exceeded $100 the conpany would cash in its |osses
(when it carried them forward) at a higher rate that
related to the tax rate they would be paying at that point.
There was sone parity on both sides of the equation.

5:40: 44 PM

M. Al per noted he had an additional slide not included in
the presentation neant to go between slides 11 and 12

related to effective tax rates for new GVR oil. He intended
to address the slide at the end of the presentation. He
addressed a line graph on slide 12 related to total

production tax revenue. The red line represented the SB 21
status quo, the green line represented the House Resources
Committee bill version, and the purple line represented the
current CS. The slide showed a noderate increase in tax
revenue between oil prices of $55 or $60 to $90 or $100,
with the greatest inpact around $80 per barrel. He pointed
to the space between the purple and red lines at those
prices and explained the difference was the sanme in dollar
value as the effective tax rate curve between the green and
red on slide 11. He noted that at higher oil prices actua
revenue canme in slightly lower - there was a crossover at
around $100 to $110 per barrel. He stated that at $4
billion to $5 billion in revenue at very high prices, a
couple hundred mllion could get lost in the noise of the
underlying math - it was hard to tell what was really going
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on. Effectively, in the current CS it was a mnor tax
decrease at very high oil prices.

5:42:31 PM

Representative WIson asked if SB 21 also had a $5 per
barrel credit before it had been turned into a sliding
scal e.

M. A per replied that there were three primary stages to
SB 21. The original version introduced by the forner
Parnell Administration had been a 25 percent tax with no
per barrel credit. The bill version that had passed the
Senate was a 35 percent tax with a $5 per barrel credit
The House Resources Conmittee had added the sliding scale
to replace the $5 [per barrel credit].

M. Al per addressed the fiscal note sumary on slide 13. He
explained that the fiscal note narrative was still in
transit, but its tables were included in the presentation

He highlighted that the tax inpact was concentrated in the
$55 to $90 per barrel price range; it was the difference
between 35 percent nminus the per barrel credit and $25
percent flat, which was higher. The crossover of the gross
and net tax noved substantially |ower, from about $74 to
$55. He returned to slide 11 and explained the blue line
(current law) showed a crossover of the mninmm and net
taxes at about $75 per barrel; whereas, the crossover in
the green line was at about $50 to $55 per barrel. He
returned to slide 13 and added there was a conparably small
revenue i npact at high prices.

5:44: 06 PM

M. Alper nmoved to slide 14 and addressed the fiscal note
summary related to the budget. He stated that tax credit

bills all had two halves: 1) how nuch noney would be
brought in because of the tax change and 2) how
appropriations were changed. He detailed that t he

appropriations side related to how many credits people were
earning and how nmuch the state would be required to
appropriate to purchase the credits. He clarified that
because the bill canme close to elimnating cash credits, it
would result in reduced spending. The |ong-term forecast
was for a cash credit demand of about $150 mllion per
year. He noted the estimte was on the low end and was
based on certain expectations of known conpany spending -

House Fi nance Conmmittee 34 04/ 07/ 17 2:06 P. M



it did not include the possibility of some of the Ilarger

multi-billion projects/discoveries noving forward. He
stated that whatever the nunber, it would be close to w ped
out by the bill - there would no longer be liabilities to

buy cash credits. The associated projects would not cone
into production during the fiscal note period; carry
forwards would not turn into offset taxes during the
timefranme addressed in the fiscal note. He stated that
until a project was sanctioned, and its |life cycle nodeling
was generated, it would be difficult to see the inpact of
the carry forwards.

M. A per turned to a fiscal note table on slide 15,
showng the inpact at forecast prices. He relayed the
information would be included in the fiscal note. He
pointed to a blue row on the table showng the revenue
inpact of the 25 percent tax and elimnation of the per
barrel and sliding scale credit - beginning at $20 mllion
in FY 18 through $100 million in FY 21 and continuing to
increase in later years to over $300 nmillion. The revenue
was projected to increase because the higher forecasted oil
price. The nmaximum change showed up at about $80 per
barrel. Another blue row near the bottom of the page
represented cash credits. A substantial fraction of the
$150 mllion forecasted to be spent on «credits was
di sappearing ($130 million to $135 mllion). The yellow row
reflected the total of the bill's fiscal inpact, which was
relatively nodest in the short-term and over $400 nillion
in the out-years. He directed attention to the bottom row
on table "change in year-end bal ance due to proposal." The
item pertained to carried forward | ease expenditures - it
was a new concept. He expounded that there were currently
no carried forward |ease expenditures other than a small
anmount of carried forward | osses by major producers (the 14
shown in the status quo in FY 18). He furthered that
wi thout credits conmpanies would carry forward their |osses
- in the future the state would see $160 nmillion in revenue
lost (25 percent of $640 mllion) once the conpanies were
able to use the carry forward credits to offset their
production tax val ue.

5:48: 16 PM

M. Al per advanced to slide 16 and addressed a fiscal note
table showing the bill's inpact at a range of prices
including the forecast, $20, $40, $60, $80, $100, and $120.
He noted that slide 15 showed forecast prices - the price
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was currently $47 per barrel and was projected at $50 for
the following year and was projected to increase into the
$70 to $80 range in out-years. He elaborated that an oil

price of $20 per barrel was difficult to nodel - especially
when sustained at that price - because conpany behavior
woul d change, and many would stop drilling wells at that

price point. At that price everyone operating in Al aska
would be losing noney and large operating loss credits
woul d be earned. He noted it was difficult to contenplate
the $20 per barrel scenario ever happening. The $60 price

was closer to the forecast - it included a certain anmount
of increased taxes due to the change in tax rate and per
barrel credit, in addition to the inpact of the elimnation

of the credits. He pointed out that the fiscal inpact cane
close to disappearing at oil prices of $120 per barrel wth
t he i npact concentrating in the | ower price ranges.

M. A per noved to a slide separate from those in the
presentation titled "Fiscal Analysis: Effective Tax Rates
(New GVR oil) (add between slides 11 and 12 of
presentation)" dated April 7, 2017 (copy on file). He
pointed out that the blue line showng the status quo and

the red line showing the House Resources Conmmittee bil

version were the sane beginning at $80 per barrel. He
explained that GVR oil wunder current law paid no tax
because the per barrel $5 credit could go to zero until
around $70 - at that point there was a 35 percent tax

reduced by the GVR itself, mnus the $5 credit. The curve
increased and reached a nmaxinmum effective tax rate of
around 22 percent. The green line, representing the current
CS, cane in higher at low prices due to the hard floor, but
| ower at high prices because of the 25 percent base rate
(instead of the 35 percent base rate). He pointed to the
red line and noted the higher floor was visible to the
left. The mninmum tax curve went to $90, which was the
i mpact of the lower 25 percent tax with the $5 credit. The
curve began increasing again at prices between $100 and
$105 per barrel because of the 25 percent net tax mnus the
$5 credit. There was a bit of a bend in the curve where the
progressive tax kicked in above $105. He pointed out that
the green line tapered up and eventually caught up with the
red and blue line at about $160 per barrel. He elucidated
that although the bill raised taxes on GVR oil at |ow
prices, it lowered taxes on GVR oil at high prices.

Representative Pruitt asked when DOR projected oil prices
woul d reach $75.
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M. Al per answered that he did not believe the forecast
price of oil was noving substantially over what had been in
the fall. He believed it would be in about three or four
years.

Representative Pruitt asked how the recent rulings by DOR
concerning tax credits would be inpacted by the bill.

M. Al per believed Representative Pruitt was referring to
the ordering of credits advisory bulletin he had nmentioned
earlier. He explained that the issue raised in the bulletin
had to do with the interaction of the per barrel credit
with other credits; because the per barrel credit would be
elimnated by the bill, the issue would be npot. The
advisory bulletin also related to the fact that certain
credits would harden the tax floor while others did not,
and how they would interact with each other. He explained
that because nearly all credits were hardened to the tax
floor in the bill, it would nake noot nost of the points
raised in the advisory bulletin.

5:54:27 PM

Representative Pruitt asked about <credits that could
potentially be used in future years. He asked if the bil

woul d inpact a conpany's ability to use credits in future
years since the advisory bulletin dealt with nore recent
timeframes under the current tax structure - prior to HB
111. One of the issues the state was westling with was the
$500 mllion and growing pool of unpurchased credit
certificates largely as subject to the veto. He continued
that due to very low prices and mgj or producers were at the
mnimum tax, it was difficult for them to be able to buy
any. The departnent was hoping that prices would recover to
the point where sone head room was afforded to give the
ability to purchase certain credits, which would recreate
the secondary market. He believed that ideally "we'd all
like that issue to go away as part of a broader solution."

Representative Pruitt asked about the adm nistration of the
ring fencing. He discussed that currently taxpayers had a
consolidated return. He asked how the concept would inpact
the adm nistration for the departnment and conpani es.

M. Al per shared that he had a recent conversation with the
supervi sor of the production audit group. He explained that
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conpani es already reported their expenses to the |ease or
property - the departnent already received the detailed
information. The bill added a new section in AS 43.55.030
(taxpayer reporting requirenents) t hat tied to the
transparency section specifying the departnent would create
a report with the information and release it to the public.
He spoke to the inportance of building nore functionality
into the departnent's tax handling software to track the
information. For exanple, a conpany nay have $300 nillion
worth of carry forwards, but half were from one field and
half were from another field - once the conpany began
earning a profit on the fields the departnent could track
them He noted that the departnent's software was already
robust, it would nerely need a new feature added. He added
that the department had included a $1.2 million fiscal note
to account for substantial programmng tine for the
contractor to build in the various tax changes. The nunber
had not been increased with the addition of the ring fence
feature.

Representative Pruitt addressed the auditing aspect. He
stated there were currently various scenarios auditors
faced due to the wvarious tax regines the state had
i npl enented in throughout the past six years. He reasoned
that adding another tax structure would bring another
chal l enge for conpanies to neet auditing requirenments. He
wondered if there would be a need for additional auditors.

M. Al per responded that the departnent did not anticipate
new staff. There was an inherent tine lag in the audit

process - longer than he was confortable with. He relayed
that DOR had recently conpleted the series of 2010 tax
audits (which fell within the six-year statute of

[imtations) - 2010 had been under the ACES tax structure
He had one group of staff who were |leading up the effort
and were fully enmeshed in all the nuances of ACES. The
department al so had other staff concentrating on tax credit
reviews of current |ease expenditures or exploration
credits for 2016, which fell under the SB 21 tax system He
added that the group was al so beginning to get HB 247-based
submi ssions for review. He expounded that his staff was
very capable and woul d adapt to the new regine.

6: 00: 02 PM

Representative Pruitt observed that the structure facing
DOR auditors was incredibly conplex. He thought at one
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point there had been a discussion about sinplifying the
process. He reasoned that the bill would add an additiona
and different | ayer of conplexity for auditors to
understand. He asked if the structure would be nore
difficult for the state to adm nister

M. Al per acknow edged that the ring fence was conplicated
and would be a challenge to admnister. He believed it was
an inportant feature if the legislature's goal was to
create carry forwards. The feature would ensure the state's
interests were protected from carry forwards |eaking from
project to project. He stated there were other ways to do
it. For exanple, he had spoken to a commttee nenber about
possi bl e claw backs where the state could recapture val ue
if a field changed hands. The preapproval nechanismin the
House Resources Conmittee version was another option. He
underscored that the departnment could adm nister the ring
fence provision. He assuned there would be sone winkles in
figuring out how to do it, but that was the departnent's
j ob.

6: 01: 38 PM

Representative Pruitt remarked that current oil prices were
around $50 per barrel and that M. Alper had estinmated the
price would potentially rise to $75 per barrel in the next
three to four years. He referred to the supplenental graph
related to effective tax rates for GVR oil (royalties were
not included). He noted the change was substantial. He
referred to a tax increase shown on the graph and asked if
the departnent anticipated a change in attitude regarding
i nvest ment deci si ons.

M. A per replied that he did not know how conpanies would
react to what anobunted to a tax increase at prices of $50
or $60 per barrel. He knew that many producers had been
supportive of SB 21 as it had been originally introduced -

they had preferred it to ACES. The current bill, across
that range of prices, inposed the original SB 21 structure.
He stated that the bill was worse on conpani es than current

| aw because of the per barrel credit, which resulted in
| oner taxes at $50 to $60 per barrel. He believed conpanies

woul d not prefer the bill because it was only rational to
want to pay |lower taxes. He was not in a position to say
whether the bill woul d i npact conpani es' i nvest nment
deci si ons.
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6: 04: 07 PM

Representative WIlson asked M. Alper to Ilist t he
difference between the current SB 21 tax structure and the
bill's tax structure.

M. Alper replied that the overarching change was that the
bill would elimnate the concept of cashable tax credits
for losses. He believed the reason the |egislation had been
introduced to deal with the long-term liability of cash
credits. Beyond that issue, the bill changed the tax rate
and per barrel credit in a way that would raise revenue
during a certain range of prices. The third nost
substantial change was the increased transparency that
woul d result fromthe bill - nuch nore information would be
made public so that policy nakers and the public would know
what was going on at a particular oil patch. He stated many
of the provisions would be pushing up against the limts of
t axpayer confidentiality.

6: 06: 01 PM

Representative WIlson referred to the state's current
cashable tax credit liability. She asked for clarification
on how many credits the state would be liable for that had
not been included in the appropriation vetoed by the
governor the previous year.

M. Al per answered that the pool of January 1, 2017 credits
was about $500 nmillion and was an inportant nunber to have
because the regul ations had changed with the passage of HB
247. The next $500 million appropriated would pay off those
credits in pro rata share. He continued that if the current
| egislature appropriated $74 mllion (the nunber in the
House's version of the operating budget), roughly 15
percent of the January 1 liability would be paid off. He
furthered that if $400 mllion was appropriated, conpanies
would receive $0.80 on the dollar. The issuance of an
additional $500 million in credits was anticipated during
2017. By the time the bill's effective date was reached the
l[iability would be about $1 billion.

Representative WIlson referred to a tax rate change on
hi gher revenue. She asked if the change occurred at oil
prices between $60 to $85 per barrel. She asked about the
hi gher revenue range.
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M. Al per addressed the change in the current bill fromthe
status quo. He stated that under the CS, increased revenue
woul d occur from the crossover point from the mninmm tax
at around $50 to $55 per barrel up to around $90 to $100
per barrel.

Co- Chair Seaton remarked there had been a statenent made
earlier that the CS would elimnate the conpetitive review
board. He clarified that the bill did not renove the
conpetitive revi ew board.

M. A per answered that there was an anmendnent to the
conpetitiveness review board sections to conform with the
elimnation of the 30 percent GYR He confirnmed that the
conpetitiveness review board would remain in place in | aw

6: 08: 52 PM

Co- Chair Seaton asked M. Alper to address cashable credits
and efforts to elimnate them He asked for detail about
the conponents needed due to the elimnation of cashable
credits, such as carried forward NOLs and the ring fence
provi si on.

M. Al per responded that the bill would elimnate cashable
credits. He explained that conpanies would hold onto the
value for use against future taxes. He stated that without
any further change, the action would preserve the existing
di stortion between the nominal 35 percent tax rate and the
tax rate conpanies actually paid. He continued that the
bill's change to the 25 percent tax rate had been designed
to clean up the discrepancy. Although it was not a
mandat ory change to get out of the cash credits business,
it resolved the remaining factor. He detailed that a
possible |eakage of «credits was created. There were
multiple ways to deal wth the problem He provided a
scenari o where a company spent $1 billion and subsequently
decided the project was a failure. He questioned how the
conpany would reclaim value for the loss. The dry hole
credit, which had been in a previous version of HB 111, was
one way to address the problem He explained that if the
state was not cashing out <credits, the conpany could
potentially sell its investnent for $0.05 on the dollar,
but the conpany purchasing the investnent could potentially
use the carried forward credits to offset profits on
another one of its fields. He explained that the ability
for the situation to occur was way outside the intent of
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the law, but it would be viable if the ring fence was not
included in the CS.

M. Al per continued that there were other options to
address the problem He did not personally have a strong
preference about the option selected, but he enphasized
that the issue was a problem and sonething needed to be
done to prevent the | eakage of value fromfield to field to
protect the state's long-term interest. The state did not
want the taxes from major producers to be |ost because of
anot her conpany's failed project in another part of the
North Slope. He stated that the pieces were interlinked -
when one problem was solved, the next problem becane nore
visible. How far the commttee wanted to go was the
decision of the commttee. He agreed with Representative
Wlson's earlier observation that the bill made a
substantial change to the wunderlying tax system He
guestioned whether it was worth solving nunmerous problens
at the same tine while making changes to the tax statutes
or if the legislature only wanted to solve the one | argest
problem while |eaving other problens for a later year. He
stated that the question ultimately becane the choice of
t he | egi sl ature.

Co-Chair Seaton referred to the ring fencing and other
aspects of the bill. He had foreseen that there would be
| ess push to develop a field if NOLs could be transferred
when a field was under devel opnent was purchased and used
by another conpany for another |location. He provided a
scenario where a project's internal rate of return was not
sufficient for one conpany to pursue, but it could be
profitable.

[ Not e: power outage caused conputer shutdown. ]

6:13: 38 PM
AT EASE

6: 18: 42 PM
RECONVENED

Co- Chair Seaton spoke to the state's goal of trying to push
fields into production by offering credits, cashable
credits, and other incentives. He reiterated his concern
that switching from credits to carry forward |osses could
mean a conpany could sell [a field] and make its NOLs
avai l abl e for the purchasing conpany to use agai nst another
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property - it my be nore advantageous to the purchasing
conpany than noving into production on the field. He asked
if there were alternatives to ring fencing that would
encourage projects to nove forward i nto production.

M. Alper replied that if a conpany was stuck with not
getting value back until a project noved into production,
perhaps on the margins a conpany may be incentivized to
push forward even if the rates of return were not stellar.
He considered that if the carry forwards were sellable to a
conpany working soneplace else it nay create an incentive
to never bring a field into production. The counter
argunment would be that the state was creating sonething of
| ess value because they were shackling a conmpany to a
| ease. He surmsed that it may be true, but it nmay be a
good idea. The idea was that if the state was going to

provide a benefit, it should not be provided until the
state knew it was going towards producing oil in the
| ocation the benefit was being received. He did not know
all the ways to acconplish the goal; there were nany
sophi sticated and nodern ways to incentivize new oil, but

Al aska was not a production sharing, contract jurisdiction
- it was not doing a full field ring fence. The ring fence
was a relatively mld version of a separation fromfield to
field, but it would force a conpany to get a field into
production if they wanted to get their val ue back.

6:21: 42 PM
Representative WIlson referred to the DOR fall revenue
forecast and the increase in oil production that had

occurred since the passage of SB 21. She believed everyone
understood there were issues wth the cashable credits
because the state had not paid them on tinme like it was
supposed to. She remarked that the state now owed a debt.
She believed it appeared the "sweet spot" had been | ocated

given the increased oil production. She thought it nmade
sense to take care of the mmjor problem - the cashable
credits - before nmaking any nore changes that could cause

production to decrease again by around 3 percent annually.
She believed it was the first time in a long tinme where
production had increased.

M. Al per was not advocating for any bill or what needed to

be included. He observed that getting out of the cashable
credit business appeared to be a near consensus priority.

House Fi nance Conmmittee 43 04/ 07/ 17 2:06 P. M



At that point it came down to how to inplenment the change -
there were certain questions that arose, such as what
happened to carry forwards, who could use them whether
they were transferable, and what they should be valued at.
There were pro and con policy reasons for many of the
guestions. He referred to the progressivity in the tax code
that created lower effective tax rates than statutory tax
rates so carry forwards were worth 35 percent when the tax
was less. He stated that the questions did not need to get
resolved at present, but they could be. He did not know
whether the itens would damage the state's standing as a
conpetitive entity versus sonme other change. He understood
the concern and agreed it was an inportant debate to have.
He continued that once the one problem was solved, the next
probl em was evident. The question was whether to address
the next problem at present or save it until later. He
reasoned that if the problem was saved until Jlater the
state would get accused of changing oil taxes eight tinmes
i nstead of seven tines.

Representative WIlson countered that the current system was
wor ki ng. She remarked that sonmeone may disagree with her
statenent. She noted that DOR conpiled the revenue book and
assunmed it was honest in its depiction of the increase in
oi | production. She elaborated it was about 100,000 barrels
of f conmpared to actual production. She stated it was a fact
that there was nore oil currently com ng down the pipeline.
She underscored there had been substantial concern about a
decrease in oil production when SB 21 was inplenented. She
bel i eved everyone could agree on the goal of increased oil
production. She referred to the current issue that needed
solving. She acknow edged there may or may not be other
probl ens. However, she stressed that oil was the nunber one
i ncone provider to the state. She supported taking care of
the one issue. She agreed that the |egislature may have to
consider the tax system again anyway because the bill my
result in a 3 percent decrease in production. She asked if
the scenario was a possibility.

M. Alper replied that he did not want to downplay the
i nportance of the increase in production. He stated it was
inportant to recognize that when the debate had started
over PPT (11 years earlier), production had been about
800, 000 barrels per day and there had been a steady decline
since that tinme. He furthered that a couple of new fields
had cone online. Additionally, there were sone smaller new
fields actively wunder developnent that could hopefully
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of fset the natural decline of the other fields. There were
also the bigger discoveries such as Conoco's Royale,
Armstrong's Pikka, and Caelus's Smth Bay. The bigger
di scoveries would be the ones to reverse the direction of
the North Slope. He explained that if the state were to
continue to pay 75 percent of conpanies' costs it could
probably guarantee a |lot of that production, but the state
woul d not be receiving any value for it. He recogni zed that

production was essential, but the state also needed to
receive revenue. He remarked that it was not nerely a jobs
program - the state required revenue to operate. The

bal ance was to produce revenue for the state and not drive
producers away. The goal was to ensure that what the state
spent on the industry was in line with the benefit it hoped
to receive at the back end. He did not know whether there
was a specific sweet spot and whether it existed at
present. He reasoned that if the cost of the flattening was
billions of dollars of future Iliability, a correction
probably needed to occur. He did not have sufficient detai
to conclude for certain. He noted that everyone had a
di fferent opi nion.

Representative W/Ison agreed that everyone had an opinion
on what should or should not be done; however, she
enphasi zed that production was up at present and changes
made by the legislature in the next several weeks could
change that. She believed it was inportant to include in
the discussion. She wanted the public to understand there
was a way to take care of the cashable credits, while
keeping SB 21 intact, and to keep devel opnent noving in an
upward direction. She opined that if changes (other than
the elimnation of the cashable credits) were nade in the
| egi slation, some projects may not conme online. She did not
want to |lose sight of how nmuch the state had gai ned. She
did not want to get greedy - the state received revenue
from production tax and royalties that went into the
Per manent Fund.

M. Al per responded that the status quo was unsustainabl e,
whi ch he believed everyone accepted. It was inportant to
recogni ze that conpanies working in Al aska also knew that
the status quo was unsustainable. He furthered that the
conpanies the state hoped would nove forward and produce
large fields knew that the 35 percent and higher cash
credits were not viable [for the state]. He stressed that
the conpanies needed to know what the system would be to
make investnments in good conscience. He stated that the
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conpani es could not invest under the belief that the status
guo would be in place for the next 10 years, because it
woul d not be; the state could not afford it. He recommended
settling on a decision for conpanies to nmake their
deci si ons.

Representative WIson thought conpanies would appreciate it
because the state had yet to be able to settle on a
deci si on.

Vice-Chair Gara asked for DOR to <cone prepared the
following day to address the issue of fields that had cone
online since the passage of SB 21. He remarked that
| egi slators had differing opi ni ons about when t he
investment had begun. He was interested in the Point
Thomson and CD5 fields specifically. He believed the
commtnments on the two fields had occurred prior to SB 21.

M. Al per answered that CD5 had been in the works for a
long tine; there had been sone delays related to federa
permtting. The Point Thonson settlenment had been in 2012.
He el aborated that producers that know the issue well had
testified to the commttee that they had nade commtnents
to the projects since the passage of SB 21. He renarked
that it was hard to say - the internal process of al
conpanies was different and took multiple vyears. He
bel i eved conpanies had been hoping for a tax reduction
package and once it happened they wanted to show their
satisfaction. He stated there was no way to determ ne
absolutely "what is because of sonething else.” He hoped to
be only a spectator during the neeting the foll ow ng day.

Representative Pruitt asked if M. Ruggiero would be
available to testify the foll ow ng day.

Co-Chair Foster replied that staff had contacted M.
Ruggiero who had replied that he was not prepared to
testify.

[ Note: power outage caused conputer shutdown. The neeting
recessed until the following day at 1:00 p. m]

HB 111 was HEARD and HELD in commttee for further
consi derati on.
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Co-Chair Foster relayed the neeting would recess until the
following day when the conmittee would hear amendnents to
HB 111 [see April 8, 2017 1:00 p.m mnutes for detail].

#
RECESSED
6: 31: 57 PM
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