HOUSE FI NANCE COW TTEE
FI RST SPECI AL SESSI ON
June 7, 2017
1:34 p.m

1: 34: 32 PM

CALL TO ORDER

Co-Chair Foster called the House Finance Committee neeting
to order at 1:34 p.m

VEMBERS PRESENT

Representati ve Neal Foster, Co-Chair
Represent ati ve Paul Seaton, Co-Chair
Representative Les Gara, Vice-Chair
Representative David Guttenberg
Representative Dan Otiz
Representative Lance Pruitt
Representative Steve Thonpson
Representative Cathy Tilton
Representative Tanm e WI son

VEMBERS ABSENT

Representative Scott Kawasaki
Representative Jason G enn

ALSO PRESENT

Randal | Hof f beck, Conm ssioner, Departnment of Revenue; Ken
Al per, Drector, Tax D vision, Departnent of Revenue;

Representative  Andy Josephson; Representati ve Justin
Parish; Representative Charisse Mllett; Representative
Chuck Kopp; Representative Dan Saddl er; Representative Dave
Tal erico; Representative |vy Spohnhol z; Representative Sam
Kito; Representative Geran Tarr.

SUMVARY
PRESENTATION: O L & GAS TAX FI SCAL OVERVI EW RELATED TO HB

111 (AL & GAS PRODUCTI ON TAX; PAYMENTS; CREDI TS): FI SCAL
| MPACT COVPARI SON BY THE DEPARTMENT OF REVENUE
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[ NOTE: The followi ng presentation contains content relating
to HB 111. The bill was no longer in the House Finance
Comm ttee's possession. ]

APRESENTATION: O L & GAS TAX FI SCAL OVERVI EW RELATED TO HB
111: FI SCAL | MPACT COVPARI SON BY THE DEPARTMENT OF REVENUE

1: 35: 06 PM

#hb111
HOUSE BI LL NO. 111

AL & GAS PRODUCTI ON TAX; PAYMENTS; CREDI TS

1: 35:14 PM

Co- Chair Foster reviewed the neeting agenda.

Representative WIson noted it was wunusual to hear a
presentation related to a bill that had been reported out
of the commttee and was currently in conference commttee.

Co-Chair Foster replied the intent was to let the public
know about the differences in the bill.

Vice-Chair Gara thought it was inportant to correct any
m sapprehension |egislators nay have about the content of
both bill versions.

Representative WI|son had no problem with receiving extra
information. She wanted the public to wunderstand any
changes to the bill would occur in conference commttee.
She referred to back up in the conmttee's folder and
remarked that the data was from the spring forecast. She
requested updated information. She referenced Cael us Energy
and asked whether the conm ssioner could address their
concerns.

Co-Chair Foster wunderscored that the neeting was purely
i nformational .

Co-Chair Seaton confirmed that no changes were being
proposed in the conmttee, as those were the purpose of the
conference commttee. The neeting will help the |egislature
understand the paraneters of the different bill versions.
The commttee would not be discussing any negotiations or
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changes that would be addressed by the conference
conmittee.

Co- Chair Foster added that the presentation consisted of 17
sl i des.

1:39: 50 PM
Representative Pruitt noted that all of the commttee
menbers had dealt wth the bill previously. He was

concerned that conference commttee had not yet net and the
finance committee was having a discussion about the content
of the conference committee. He added that no conmttee
menbers were part of the conference commttee.

Co- Chair Foster acknow edged Representatives Sam Kito, Andy
Josephson, Justin Parish, Dave Talerico, Chuck Kopp
Charisse MIllett, I1vy Spohnholz, and Dan Saddler in the
audi ence.

Representative Guttenberg had been told the Senate had made
consi derable changes to HB 111, but he had not read that
bill version. He hoped to gain a better understanding of
the changes and believed the current neeting would be
educati onal .

1: 42: 32 PM

Representative WIlson wanted to ensure the public realized
that the legislators had voted to concur or not concur wth
the Senate's version. She believed the mmjority of the
| egislators had nade sure they knew the facts about the
bill before voting on the House fl oor.

Vice-Chair Gara agreed that the hope was all legislators
had read the bill. However, he had I|earned that al

| egislators did not know about the reduction in oil tax or
the added $1.4 billion in credits in the Senate version.

RANDALL HOFFBECK, COWM SSI ONER, DEPARTMENT OF REVENUE
clarified the presentation predated a recent conprom se
proposed by the governor. The departnent had been asked to
do a conparison between the House and Senate versions of
the legislation. The admnistration intended to avoid
policy discussions, which were under the purview of the
conference commttee. The presentation would sinply present
the technical details of both bill versions.
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1: 45: 32 PM

KEN ALPER, DI RECTOR, TAX DI VISIQON, DEPARTMENT OF REVENUE,
provided a PowerPoint presentation titled "New Sustainable
Al aska Plan, Pulling Together to Build Qur Future: HB 111
O 1 and Gas Production Tax/ Tax Credits Conparison of House
and Senate Versions" dated June 2, 2017 (copy on file). He
outlined that there were two sections of the presentation;
one detailing the fiscal inpacts and the second the
di fferences between the two versions. He stated there were
three main things to focus on when exam ning the changes in
the legislation versions. The first change regarded the
actual taxes paid to the state, the second the state’'s
obligations to credit paynents, and the third change was
t he concept of carried forward value. He provided a sunmmary
of fiscal inpacts on slide 3 "Summary of Fiscal |Inpacts:
Conparative Fiscal Note Analysis - Tax."

1:47: 23 PM

M. Aper indicated the <chart showed a side-by-side
conpari son of the House and Senate bill versions of HB 111.
The bills were nost different in how they treated revenue,
primarily because the Senate version did not substantially
nodi fy the underlying SB 21 [oil and gas production tax

28" Legislature] tax system whereas the House version
changed the base tax rate from 35 percent to 25 percent and
elimnated the sliding scale credit. The graph showed
forecasts for FY 19, FY 22, and FY 25, tied to assunptions
from the spring revenue forecast on price and production.
There were sone snall negative nunbers shown related to the
Senate bill, but he cautioned not to get too fixated on
those nunbers. He detailed that those represented the
elimnation of cash credits. He provided an exanple of a
small oil project (Miustang) comng into production in 2022,
under the Senate bill they would have a suite of carry
forwards that would be used to offset taxes, and that would
appear on the fiscal note as a small reduction in tax
revenue for the state, however, it was nmore than counter
mat ched on the state's outlay that was not paid out. The
House nunbers showed positive revenue which had to do with
getting rid of the per barrel <credit which brought
everything to the 25 percent base tax rate. The effect tax
rate below $100 per barrel was below 25 percent once the
sliding scale per barrel credit was accounted for.
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1:49: 28 PM

M. Al per turned to slide 4: "Summary of Fiscal |npacts:
Effective Tax Rates - 'Legacy' Ql." The red line
represented the status quo which was ACES, and also the
Senate bill which did not change ACES. The line went up to
35 percent at the end, showing the effective tax rate at
very high prices when the sliding scale went to zero. As
the per barrel credit went from $1 to $8 to eight, the
stair step of the effective tax rate steps down to around
ten percent at the $70 to $80 per barrel price. At |ower
prices the mninmumtax kicked in and the four percent floor
woul d becone a higher and hi gher percentage of profits, and
the effective tax rate would get higher. The dotted red
line represented the net operating loss (NCL) or carry
forward loss rate of status quo. Regardless of the tax rate
conpani es were paying, they received 35 percent benefit for
|l osses with which to offset taxes. The per barrel credit

was elimnated in the House bill. There was no dotted bl ue
line, only the solid blue line. The effective tax rate
remai ned 25 percent until the progressive tax feature of

the House version for profits of greater than $60 per
barrel, or $100 per barrel oil prices, were reached. The
triangl e-shaped area between the red and blue |ines between
$50 and $100 per barrel reflected the tax increase in the
House version of the bill.

Vice-Chair Gara referred to the red |ine and asked whet her
it represented the percentage of profits paid by a conpany
i n production tax.

M. Al per replied in the affirmative.

Vice-Chair Gara stated that current prices were about $50
per barrel, but below $70 per barrel the state was only
getting 4 percent tax because the profits tax rate was so
| ow.

M. Al per answered in the affirmative. He detailed the
actual tax calculation was two calculations in parallel.
One was the 35 percent tax mnus the per barrel credit ($8
at low prices), if that nunber is less than gross val ue
t hen four percent of gross val ue was what was pai d.

Vice-Chair Gara referred to nmention of a 35 percent tax

that would not be paid until oil reached $160 per barrel
whi ch had never been reached to date.
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M. A per answered in the affirmtive, that the tax
calculation was 35 percent, but was reduced by the per
barrel credit that lead to an actual tax rate that was
al ways | ess than 35 percent except at very high prices.

Vice-Chair Gara spoke to the revenue in taxes. He noted
that the Senate version would reduce production tax revenue
conpared to current law by $15 nmillion by 2020. He asked
for verification and a reason why this would be the case.

M. Al per replied that the small negative nunbers in the
Senate bill had to do with reclassifying of spending which
woul d have been paid as credits. A small portion of that
woul d be used by conpanies to offset their own taxes. The
savings to the state of not paying out those credits in the
Senate version was greater than the tax decrease, but it
did show up as a snmall tax decrease.

Vice-Chair Gara stated this regarded legacy oil and the
hi gher tax rates. He noted there was a lower tax rate for
other fields. Under the Senate proposal, for the higher tax
rate there is nothing beyond the 4 percent mnimm on an
average North Slope field until around $72 per barrel.

M. Al per replied that the Senate version did not change
the status quo. The current crossover between the m ninmm
tax and the net profits tax was around $73 per barrel.

1:55:13 PM
AT EASE

1: 56: 07 PM
RECONVENED

Representative WIson thanked Representative Saddler for
providing her with a question. She asked what the graph on
slide 4 would look like if the conpanies were represented
Currently the conpanies kept |ess than what the state took.
She wondered how much nore of a profit the state would be
t aki ng.

M. Al per answered that it was inportant to renenber that
production tax was only one of four state tax mechanisns
that the state received from oil conpanies. Currently
conpanies wuld have to pay the state royalty, the
production tax, corporate incone tax, property tax, and the
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federal corporate income tax. The conpany percentage tended
to increase as the price went up. The governnment take was
greater than 50 percent and certainly what the conpanies
were keeping was | ess than half the profits.

Representative WIlson referred to slide 3 and asked which
prices were referred to in 2019, 2022 or 2025.

M. A per replied that he did not have precise nunbers on
hand; by order of magnitude the forecast for FY 19 was
around $55, FY 22 |ooked at prices of $60 and FY 25 at $70.
He referred to the graph on slide 4 shows the nmaxi num gap
between the two versions. The tax increase enbedded in the
House version hit its maxi num around the $70 oil price.

Representative WIson asked if they just discussed price,
not vol unme forecasts.

M. A per replied that the forecast volune decline was
approxi mately four percent. Slow steady decline in
production was predicted in the forecast. By 2025 it was in
the |low 400,000 barrel volune area. None of the proposed
| arge projects were built into the forecast at present.

Representative WIson noted the discussion had occurred in
the past. She renmarked that in the past two years they had
not seen the 4 percent decrease, but an increase. She asked
how the nunbers on slide 3 would change if actuals were
used for 2017.

Comm ssi oner Hof fbeck answered that the average price for
FY 17 was currently running about $0.50 |ess per barrel
than the forecast. It was expected the fiscal year would
end up there. Production was currently 5,000 to 6,000
barrel s per day above the forecast. However, currently they
were seeing standard seasonal declining production. It was
expected to be slightly higher than forecast, by around
3,000 to 5,000 barrel a day.

Representative WIson asked whether production was around
544,000 barrels per day currently. Comm ssioner Hoffbeck
answered it would be close to that figure in the current
nont h.

Representative WIlson stated it was not 4 percent |ess than
what they had. She wunderstood using forecasts but felt
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usi ng specific nunbers was hel pful. She l|iked presentations
to reflect both,

2:02: 02 PM

Representative Otiz referred to slide 4 and to the price
drop to $70 barrels followed by a slight increase with the
har deni ng of the fl oor.

M. A per replied it was the existence of a floor rather
than its hardening or not.

Representative Otiz asked if the tax floor was equally
har dened by both versions of the bill.

M. Alper replied in the affirmative. The NOL credit would
be elimnated; it would beconme sinply carried forward
| osses. NOL credits can be used in certain circunstances to
reduce tax paynents bel ow the m ninmum tax. They were earned
one year and used in the followwng year. Due to the
elimnation, conpanies wuld be conpelled to pay the

m nimum tax under either version of the bill that they
woul d not under the status quo. Under either version of the
bill, the floor would be hardened.

Representative Pruitt referred to slides 4 and 5 that
addressed tax rates. He discussed a conversation about
credits. He asked for verification that the only reason the
slides were included were due to the House version of the
bill. He clarified that the Senate version of the bil
pertained to oil and gas credits, whereas the House version
also related to taxes.

2: 04: 58 PM

M. Alper believed the statenent was reasonable. He had
referred to three types of inpacts enbedded in the bill
tax, credit, and carry-forward inpacts. The tax inpacts

were concentrated in the House version of the bill. He
would not go as far as to say the Senate version included
no tax inpacts. It included mnor changes related to

interest rates and hardening the floor. For the nobst part
the presentation was to present contrasts to the status
guo, which was the Senate version of the bill.

Vice-Chair Gara asked Comm ssioner Hoffbeck whether his
projection was that prices would be slightly |ower than
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forecast. He asked whether he was saying there was a 4
percent decline.

Comm ssi oner Hoffbeck clarified that he had not brought up
the 4 percent. He elaborated that a 3 percent to 4 percent
decline was enbedded in the forecast, but My [2017], the
nost recent conpleted nonth, was currently three percent
hi gher than the previous year. A downturn was about to
begin. Additionally, a nmaintenance turnaround had not
occurred the preceding year. There would nost |likely be one
in the current year, which would nmean substantially |ess
production in the early nonths of the following fiscal
year. Large fields, once they peaked, usually presented a
fairly predictable decline. There was no assunption in the
forecast that the fields had bottomed out. The fields would
continue to decline.

Vice-Chair Gara observed that the blue line on slide 4
represented the House version of the bill. He asked for
confirmation that the 25 percent tax rate was only on
profits.

M. A per replied that the 25 percent was on profits. He
pointed to a hook on the graph at the end at the $50 point.
It indicated where the mninmum tax would kick in. In the

House bill the cross-over point between nmninmumtax and net
tax noved from $73 or $74 to about $50 per barrel. The
state’s 4 percent piece would still be there, but only at

very | ow prices.

2:09: 31 PM

Vice-Chair Gara stated that a nunber of Iegislators had
agreed that in the fornmer tax system Alaska' s Cear and
Equitable Share (ACES), the 25 percent tax rate junped
quickly to a higher tax rate. He asked whether the House
version stayed at 25 percent for the first $50 or $60 of
profit. He asked how that conpared to the current system

M. Al per responded that the House bill had a 15 percent
bracket of surtax above $60 per barrel profit production
tax value. The House and Senate bills were essentially
revenue neutral to each other at high prices. The tax
increase in the House version was concentrated on the |ower
price points, between $50 and $100 per barrel. The greatest
inmpact was at $70 or $80 per barrel. ACES would appear
bel ow 25 percent. At lower prices, the effective tax rate
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of ACES included 20 percent capital credit, so it would be
represented by a diagonal curve from below 25 percent,
crossing over the blue line to $80 dollar range, then would
go up above the blue line to show a higher effective tax
rate at higher prices.

Co- Chair Seaton asked about the relative inpact on revenue,
[between the two bills] at $73 per barrel, of the carry
forward rate identical to the effective tax rate [in the
House version], conpared to the Senate version in which the
carry forward rate is so nmuch higher than the effective tax
rate.

M. Alper replied that he would address the carry forwards
in later slides. The House and Senate versions had
different tax rates. Wien it cane tinme to count them the
House version would have a |ower value, which inpacted the
conversion of carry forwards to future tax value. He would
address the issue in |ater slides.

Representative WIson asked why the analysis began at $50
per barrel prices rather than at zero, given that the bil
came about due to | ow prices.

M. Alper replied that bel ow break-even, or about $40 per

barrel, the effective tax rate becane greater than 100
percent and the information became hard to graph once the
vertical line went off the chart.

Representative WIson asked whether there was a point at
whi ch conpani es did not pay anything.

M. A per replied that a 4 percent mninmum tax was the
governing calculation at those |ower prices. The |arger
conpanies could not get those if they produced nore than
50,000 barrels per day. They would <carry their NOs
forward. Conpanies could reduce their paynents to zero with
the use of credits in certain circunmstances.

Representative WIlson stated that the biggest concern
seened to be the cashable credits.

2:14:40 PM

M. Al per agreed that cashable credits were still the
primary focus of the legislation. The fact that the state
owed a lot in obligations and was trying to avoid paying
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for those credits into the future was one of the core
reasons the bill was introduced.

M. Hoffbeck reiterated that they did not want to get into
policy discussions. The presentation was ainmed at |aying
out the details and differences of the two versions only.

Representative WIson disagreed. She elaborated that it
woul d be hard to conpare w thout discussing policy in the
two versions. She stated it would be hard to discuss the
differences w thout addressing the current |egislation as
wel | as past |egislation.

Representative Pruitt stated that it was a policy call, and
did not see how discussion of policy could be avoided. He
believed there were sone things the governor wanted to see.
He remarked that the governor had spoken out about policy
in the days leading up to the present neeting. He asked if
that influenced the conversation. He thought if the two
bodies cane to agreenent but the governor was not in
agreenent, the whole process would have to start over. He
asked whether the thoughts of the governor should be heard
in the neeting.

Comm ssioner Hoffbeck respectfully disagreed wth the
statenents. He «clarified the policy issues would be
addressed in conference conmittee and the straight |ayout
of the nuts and bolts conparison of the |egislation was the
focus of the presentation.

Representative Pruitt agreed that the conference commttee
shoul d be having the conversati on.

Vice-Chair Gara wanted to clarify that his intention for

the bill had been to get a fairer tax for the people of
Al aska.

2:19: 25 PM

M. Al per summarized that both versions of the bill were

nore or |ess revenue neutral at higher prices and noved to
slide 5: "Summary of Fiscal Inpacts: Effective Tax Rates -
"New QI." New oil was eligible for the gross value
reduction (GVYR). The red |ine showed status quo, not
i npacted by the Senate version. It showed the 35 percent
tax as inpacted by the GVR reduction and then further
reduced by the flat tax credit of $5. As there was no hard
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floor on GVR o0il, the tax rate was effectively zero bel ow
around $70 per barrel. The tax rate never gets close to 35
percent as there was always the $5 credit which did not
decline to zero. The red dotted line was the carry forward
rate for GYR oil. In status quo there was still the 35
percent benefit for losses or increnental spending. The
House bill was the blue line. The House bill hardened the
floor for GYR oil, which was not sonething in current |aw
The House bill hardened the floor to 3.2 percent, which is
why it |looked like a tax increase at the lower price points
bel ow $70 per barrel. There were two different inflection
points at $90 and $110, which have to do with keeping the
$5 barrel credit. The House bill elinmnated sliding scale
credit for old oil, did not renmove $5 credit on new oil

but did reduce the base tax from 35 percent to 25 percent.
The conbination resulted in a tax decrease on GVR oil,
which is why the blue Iine is below the red line at higher
prices and was above red line at |lower price points. The

effective tax rates are in fact decreased on G/R oil in the
House bill at a variety of price points.
2:22: 04 PM

Representative WIson used Caelus as an exanple of new oil.
She asked what the differences under the two versions could
nmean for producers of new oil.

M. Al per explained the basic principle of the GV/R He gave
the exanple of a small field with $100 mllion in gross
value. If it were old oil, its profits would be taxed at 35
percent and it would receive the per barrel credit. Goss
val ue reduction neans that the first 20 percent is taken
off the top, so rather than $100 million, it would be taxed
on $80 million plus any subtractions fromthat. New oil was
not held to the mninmum tax, and could go to zero. The
current legislation stated that there was tinme limt to
receiving those benefits, sonetinme between three and seven
years. The Senate version made no changes. In the House
version, the floor was hardened. Beyond where m ninum tax
is a factor, there was the change in the tax rate from 35
percent to 25 percent, resulting in a tax cut which
appeared on the graph as above and bel ow the |ine.

2:25: 18 PM
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Representative W/ son spoke to an announcenent from Cael us
about production. She asked if the nunbers changed for 2019
and 2022.

M. Al per answered the Caelus had announced that it would

not be drilling the follow up project in Smth Bay. The
conpany had drilled two wells and thought it would produce
several billion dollars’ worth of oil. The well that was

intended for the followng winter would not be drilled. No
production fromthat field had been built into the ten-year
forecast. Potential credits or tax offsets the conpany
would earn as it would be deferring the project from 2018
to 2019, but no nodifications in production were within the
forecast.

Representative WIson thought there were only a few
conpanies currently noving forward in finding new oil. She
asked whether what was happening in statute would inpact
current production.

Comm ssi oner Hoffbeck stated that the departnent was not
prepared to discuss Caelus’s decision. Nothing had changed
since the bill was before the conmittee early in the year.

Representative WIlson felt that things had changed. Wiile
she understood the comm ssioner was trying to keep policy
out of the discussion, she felt that changes were being
made to the voter initiative on SB 21.

M. Alper responded that both versions would be nmaking
changes to SB 21 that the voters voted for. It was
reasonable to state that the House version nmade nore
significant changes, however both made changes to the
original initiative SB 21. He wanted to make one comment
about Caelus' announcenent. He suggested that the bigger
concern was the uncertainty rather than specific changes to

policy.

Representative WIlson stated her concern that whatever was
done in comrittee during the current neeting mght inpact
future production.

2:29:51 PM

Representative Otiz referred to slide 5 of t he
presentation. He wondered whether, if the price of oil
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remai ned below $70 per barrel, there would not be any
effective tax in the Senate's version.

M. Al per responded in the affirmative. He added that it
really neant that it remained status quo. The big change
was that after several years, it changed back to |egacy
oil, so that benefit would not go on indefinitely.

Representative Otiz asked if by several years he neant
three years. M. Alper replied that he neant several as in
between three and seven years, depending on the price of
oil.

2:31: 28 PM

Vice-Chair Gara asked if the Senate version and current |aw
allowed for zero production taxes, as long as oil prices
remai ned bel ow $70 per barrel, for seven years.

M. A per did not believe Vice-Chair Gara had specified
that he was referring to new GVR oil, but assum ng that
t he answer was yes.

Vice-Chair Gara asked if possible reserves in Arctic
National WIldlife Refuge (ANVWR) woul d be consi dered new oi
under the Senate version, and were it to open, it too would
present zero production tax for seven years.

M. Al per responded that he was correct. He added that
anything that happened there in the future would
automatically fall into the category of new oil

Vice-Chair Gara wanted people to understand which fields
would fall wunder the GVR field categories. He nentioned
Qooguruk and N kaitchug as well as Point Thonson.

M. Al per responded that it was not a good idea to nention
specific fields. He indicated that Point Thonson was a
field that was created after 2011. They would benefit from
the GVR statutes as well.

Vice-Chair Gara asked about the blue line that went to 3.25
percent mnimumtax on new oil

M. Al per responded that it was the 4 percent that could be
reduced by 20 percent, to 3.2 percent.
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2:34:16 PM

Vice-Chair Gara nentioned that M. Al per had heard a | ot of
guestions about Caelus. It was his understanding that only
two wells had been drilled there, not enough to know how
much oil was produci ble or how nuch oil m ght be there.

M. Al per did not have very nuch expertise on the project.
It was a good 100 mles from any infrastructure. If the
project was as large as it seened, it would be a |arge,
expensive project that would enploy a lot of people, but
woul d not see production for sone years.

Vice-Chair Gara thought it was an exaggeration to state
there were 200,000 barrels per day. It was not even
delineated enough to be an SEC [Securities and Exchange
Comm ssi on] bookabl e reserve.

Comm ssi oner Hof f beck stated he would leave it up to Cael us
to respond to questions about its field.

2: 36: 00 PM

Representative Pruitt asked what percentage of the total
was new oil that fell under the rate on slide 5.

M. Al per answered that there was a table showi ng that
information in the Revenue Sources Book. The table had
changed dramatically after HB 247 J[oil and gas tax
| egislation passed in 29'" Legislature]. Currently 7 to 10
percent was eligible for GVR The trend had been towards an
i ncrease, but now that production tended to fall off after
three to seven years, the forecast showed a decrease of new
oil qualifying as new by 2025. That could change if one of
the large projects began producing. He could provide the
chart to the commttee.

Representative Pruitt mnmentioned being aware of a slight
change in total price. He asked if it was estimated that
there would be a tax increase based on the current estinate
for any new oil, or 7 to 10 percent, for around siXx years.

Comm ssi oner Hof fbeck responded that the only forecast that
had changed was for the current year.

2:38: 37 PM
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Co-Chair Foster remnded the commttee to stick to the
presentation and to avoid policy discussions.

M. Al per continued to slide 6: "Summary of Fiscal |npacts:
Conpar ative Fiscal Note Analysis - Budget"

» Because both bills effectively elimnate cash
credits, they are very simlar in the way they
reduce the future demand for state spending

e The slight differences have to do nostly with the
Senate also elimnating cash for Mddle Earth

credits
e The long term figure of $150 mllion per year
reflects the forecast assunption for credit cash
demand
o This nunmber could be substantially higher
if one or nore large projects is
sancti oned
o In that case, either bill wuld have a

much greater budget inpact.

M. Alper stated that as the current credits were earned
they appeared as a budget item as an expected demand on
state appropriations. Both bills elimnated cash credits,
so that future demand decreases at simlar rates. The
Senate version elimnated credits for Mddle Earth while
t he House version retained them The nunber was relatively

smal |, around $10 mllion. The long-term estimate was that
about $150 mllion worth of cash credits would be earned in
future years. However, if a large project like Smth Bay

were to nove forward, that nunmber would increase. If the
state was getting out of the business of cash credits, that
meant reducing the budget by $150 million per year into the
future. For the North Slope, both bills were elimnating
cash credits for operating |osses. Likew se, status quo had
already elimnated cash credits for Cook Inlet in the bil
that passed the legislature in the previous year [HB 247].
That left the difference between the two bills in the
M ddl e Earth regine.

Vice-Chair Gara suggested that <cash credits could be
elimnated and replaced with a brand new credit that cost
just as nmuch noney to the people of the State of Al aska.
He asked for confirmation that $150 million was the cost of
cash credits in the estimate going forward, and that $145
mllion per year with carry forward credits over the next
ten years was what was proposed in the Senate version.
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M. Alper replied that the next slide |ooked at the issue
as alluding to the counting of the carry forward val ue, but
the Senate bill was maintaining the sanme tax rate
structure, the sanme idea of valuing spending in terns of
its tax offset value. Watever was not being paid in a
credit was sinply getting converted into a future offset
agai nst taxes. The nunbers were, by their nature, going to
be very simlar. The nunber that appeared as a carry
forward value in the Senate was very simlar to the anount
being offset in credits not being paid. It was a ngjor
di fference because it concerned the tinme-value of nobney -
the state would not be paying that or getting those offsets
from taxes wuntil sonme future vyear, as opposed to the
present. GCenerally speaking, the state did not expect to
see it until that conpany was paying taxes, neaning it wll
be an offset from taxes rather than a cash appropriation
made by the | egislature.

2:42: 46 PM

Vice-Chair Gara queried whether the Senate bill would
repl ace cash credits of $1.5 billion with carry forward
credits of $1.45 billion over the next ten years. M. Al per

replied in the affirmative.

Vice-Chair Gara stated that he personally considered the
current cash credit system sort of a pig and saw the above-
nmenti oned proposal as lipstick on a pig.

M. Al per advanced to slide 7: "Summary of Fiscal |npacts:
Conparative Fiscal Note Analysis - Inpact of Carried
Forward Liability":

Wth the elimnation of cash credits, an inportant
variable is the future inpact of <carried forward

| osses
These are listed as a “tax equivalent,” as they wll
be used to offset future taxes outside the fiscal note
peri od

Tax Val ue of Carry-Forwards in Fiscal Year 2027
House is $610 mllion; Senate is $1,445 nmillion
The difference is primarily driven by four factors:
1. Senate includes Mddle Earth carry forwards (~$60
mllion)
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2. House requires usi ng carry forward | ease
expenditures to zero PTV while still paying
m ni mum tax (~$60 mllion)

3. Tax value of carry forwards is 35% in Senate bill
vs. 25%in House bill (~$400 million)

4. House bill reduces value of carry forwards after
7 years (~$300 million)

M. Al per stated the House version was still paying for
M ddle Earth, while the Senate version was not. The other
issue had to do with how they were used. In the House
version, a conpany could use $100 mllion in carry forwards
to reduce the profits to sonme small nunber and it would be
t he equival ent of paying the m ninmum tax; however, it would
take $200 mllion to bring the value to zero. The House
version would state that conpanies could use the whole
$200 million to drive the value to zero but would they
still pay the mninmum tax which would result in a certain
loss of carry forward credits. The Senate version stated
specifically that the conpanies did not have to waste the
credits and therefore got to save nore to carry them

forward to use against a future year. It mde a snal
difference in the fiscal note, but could grow to a |arge
nurmber, of around $60 million between the two bills, in the

future. The big dollar differences had to do with the taxes
t hensel ves. He used an exanple about an oil conpany wth

$1 billion in carry forward |losses. In the Senate version
that was worth $350 mllion as it reduced profits by $1
billion. The House bill had a 25 percent calculation so the
$1 billion would be worth $250 nillion, as they are

mul tiplied by what the tax rate is.

M. Al per highlighted that the biggest difference between
the two versions was that the Senate valued carry forwards
at 35 percent, and the House at 25 percent. This el enent
was worth about $400 mllion difference between the two
versions of the bill. The other |arge conponent related to
an erosion of value. The Senate version says they can be
used indefinitely. The House says the value gets reduced by
10 percent after seven years, which would sunset the val ue
of carry forwards, while the Senate version says they can
be held indefinitely. The House version says that if they
cannot be used within seven years, they lose 10 percent in
value per year starting in year eight. That was a
cunul ative reduction in value that begins to appear in sone
of the fiscal analysis in the House version, naking $300
mllion difference in the two bills. If one added $60
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mllion plus $60 mllion plus $400 mllion plus $300
mllion, it gets close to the $800 million total difference
bet ween the two versions.

2:48: 36 PM

Vice-Chair Gara surm sed that the House bill followed the
normal process that other countries do for profits taxes in
t hat deduction percentage is roughly the sanme as the tax
percentage — 25 percent tax nmeans a 25 percent deducti on.

M. A per did not want to opine on the word "nornal." He
stated House version tax rate was aligned with the value
gi ven to spendi ng.

Vice-Chair Gara referred to chart seen in February, show ng
13 percent profits tax rate at $80 per barrel for North
Slope oil. Under the Senate version, conpanies would pay a
13 percent profits tax rate but get a 35 percent deduction,
or triple the effective tax paid.

M. Al per answered that the chart in the nenp showed the
same data set in the graph in slide 4. The effective tax
rate 13 percent at $80 oil, and the value of the |osses was
35 percent, so what he was saying was correct.

Vi ce-Chair Gara asked whether the Senate version included a
9 percent tax rate at $75 per barrel prices, and a 35
percent deduction, while the House version there was only a
25 percent tax rate and a 25 percent deduction.

M. Alper replied in the affirmative. He el aborated House
bill did not have a gap between tax rate and deduction
rate.

Representative WIlson referred to testimony by Rich
Ruggiero [Castle Gap, legislative consultants] in which he
stated that all reginmes allowed conpanies to recover all of
their costs.

M. A per replied in the affirmative. It was fundanenta
tenet of a profits based system that conpanies get to
deduct all expenses. The devil was in the details. There
was a difference between the statutory tax rate of 35
percent and the effective tax rate due to the per barrel
credit. M. Ruggiero had not really addressed this, but had
spoken about 100 percent carry forward.
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2:52:11 PM

Representative WIson believed M. Ruggiero had nade it
pretty clear that a conpany should be allowed to put that
nmoney back into their activities. She found it hard to
understand only considering the production tax, but not the
ot her taxes invol ved.

Co- Chair Seaton requested to return to the topic at hand.

Representative Wlson clarified that she was not asking the
presenters to respond on the other taxes she had nentioned.
She wanted to ensure the public realized the production tax
only represented a small portion of what the state received
from conpani es.

Representative Pruitt referred to the term"carry forward."
He asked for wverification that carry forwards were a
portion of the cost of doing business. He asked if any
conpanies did not allow for the opportunity to recoup sone
portion of their costs.

2:55:10 PM

M. Al per answered that the carry forward was all of the
spendi ng that exceeds revenue, or the sum total of | osses.
In the current law, they were turning the losses into
credits. The House and Senate bill versions had different
tax rates, but both bills allowed for 100 percent carry
forward use. The 100 percent carry forward was cal cul ated
at a different tax rate. The House version reduced the
value of the carry forward after seven years. He agreed
that it could lead to a circunstance where a conpany did
not recoup 100 percent of the value in the future.

Co-Chair Seaton added that the carry forward was intended
to be an incentive to bring a field into production in the
nearer term rather than sitting on it for an extended
period. The policy basis for that item was devel oped on the
incentive to bring a field into production in order to
receive the full value of carry forwards. He pointed out
that if a conpany paid a 20 percent tax rate to the federa
government and could wite off expenses, it would get 20
percent wutilization of that noney. If it paid 35 percent
tax rate it would get 35 percent utilization. The
difference between the two bills was that one said a
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conpany got 100 percent utilization at the effective tax
rate. The other says the conpany got 35 percent regardless
of the tax rate paid.

2:58: 07 PM

Representative Pruitt referred to point 4 on slide 7. He
asked if $100 mllion is invested into a field, and the
tinme value erodes, why would a conpany sit on it for seven
years, then put it into production. It wll erode on its
own. It would not affect the state so nuch as the conpany’s
own sharehol ders. He queried whether the conmpany should be
determining their own tinmeframe if the noney had been
invested. There was no reason for the shareholder not to
get a return sooner than later. He did not think point 4
brought things on early, only that the conpany could use
all of the credit.

Co-Chair Seaton replied that the discussion could be had on
policy outside the present neeting.

Vice-Chair Gara referred to a statenment that a conpany
should be entitled to sit on a field for as long as it
determ ned. He disagreed with that as Exxon had sat on the
Poi nt Thonmson field for 30 years and the field ended up
being a zero percent tax field.

Representative Pruitt thought the statenent was m sl eadi ng.
He clarified that Point Thonmson did not sit on the field
awai ting changes in policy, but changes had been made in
the tinmeframe. It was also part of the |eases, however they
were not talking about |eases. He stated once investnent
had been made and a loss was incurred, it was carried
forward

3:01: 57 PM

M. Al per noved to slide 9: "Differences between House and
Senate Credit |ssues: Treatnent of Carried Forward | osses":

e Both bills elimnate the NOL credit for the North
Sl ope and replace it with a structure of carried
forward | ease expenditures

e Both bills allow for 100% of carry-forward,
wi thout any “uplift” (interest)

e House bill has provision where carry-forward
bal ances | ose 10% of their value per year after
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seven years

* Senate bill also elimnates the NOL credit for
Mddle Earth, and repeals the underlying NOL
credit statute AS 43.55.023(b)

M. Al per explained that the black, blue, and red text on
the next group of slides indicated itens which were in both
versions, the House version, and the Senate version,
respectively.

3:04:21 PM

M. Al per advanced to slide 10: "Differences between House
and Senate Credit |Issues: Use of Carry Forward Losses:
Ri ngf ence | ssues":

Ri ngf ence | ssue

e Both bills have no restriction if the producer
does not have an overall loss in the year the
costs are incurred; spending on a new project can
of fset current taxes

* House bill requires carry forwards to only be
used to offset value from the property where
originally incurred

e Senate bill allows carry forwards to be used off
| ease
M nimze Loss of Credits |ssue
* House bill requires carry-forwards to be used to

zero production tax value, while producer stil
pays m ni mum t ax

e Senate bill allows taxpayer to use only as nuch
as they want / need to protect use of per-barrel
credits so that no carry forwards are “lost”

M. Al per stated that neither bill had any limtation if
spendi ng was done by a conpany that had other production in
the state that it could be offset from such as Conoco's
Wllow project. The difference was that Conoco could
develop the field while still operating Kuparuk and own a
substantial interest in Prudhoe Bay. Conoco could be
spending profits in real time on the new field. If it did
not put the conmpany in a loss circunstance, no carry
forward would be issued. The spending from the new field
could offset profits from the new field. This was current
| aw and neither version changed that in any way. The House
bill put in the restriction that if a loss occurred, it
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could only be wused to offset production from that
particular field. That could happen if the price of oil was
| ow enough or spending was so high that it nore than offset
their profits. The loss would be tied to that field and
would also inpact the Arnmstrong project. The Senate
| anguage did not include the restriction. If a conpany had
ot her production or sells a fraction of the project to
anot her conpany and that conpany has projects in Al aska,
the issue was establishing which controls were on the
m gration of the losses fromthe original project to offset
some other currently producing field. He spoke to
mnimzing the loss of credits. The House version stated
that the conpany had to use carry forwards to get to zero
and there may still be the mninmm production tax. The
anount resulting in the 4 percent had no tax value to the
conpany. The Senate version says the taxpayer can conserve
carry forwards and only use what was needed to result in
the mninmum tax paynment w thout |osing any of the benefit
they may have comng to them

3:08: 03 PM

Representative Quttenberg spoke to the carry forwards in
the Senate bill which allowed them to be used “off |ease.”
He asked how far off l|ease the carry forwards could be
used.

M. Aper replied that this regarded a segnment in the
regul ations, and they could be used anywhere on the North
Sl ope.

Representative Quttenberg asked whether it could be used
anywhere, for any purpose, as long as it was on the North
Sl ope.

M. Al per answered that if a conpany was holding carry
forwards from one field on the North Slope, they could be
used to offset taxes on another field.

Representative CQuttenberg asked if the audit requirenents
for both |ocations got |ooked at in the sanme way.

M. Al per was unsure what Representative QGuttenberg neant
by audit requirements. He detailed the value of the carry
forward |oss was established in the year in which it was
accrued. It did pose the question of a |ease expenditure
accrued in 2018 and put against production in 2023. There
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was not currently a statute of limtations and it would
need to be |ooked at. There would be the sane |evel of
scrutiny on carry forwards as was currently on current year
expenses.

3:10: 25 PM

Representative QGuttenberg asked whether, if a conpany was
working on a |ease and had a wel |l head expenditure and took
it off lease, it did not matter if there was work on a
wel | head on an off-|lease project but was the value of the
credit that m grated.

M. Al per responded in the legislation there was not talk
of credits. They were now known as |ease expenditures.
Subsequently, the definition was broadened to include prior
year spending that had been carried forward. It did not
matter what type of activity it was used for.

3:11: 36 PM

M. A per turned to slide 11: "D fferences between House
and Senate Credit |Issues: Use of Carry Forward Losses:
Mddle Earth Issues.” The term Mddle Earth had been
devel oped during the petrol eum production tax (PPT) debates
and referred to everything in Alaska that was not North
Slope or Cook Inlet. There was a separate range of taxes
for Mddle Earth.

* House bill made no changes to existing Mddle
Earth credits (15% NOL; 10% Capital; 20% Well)
plus the 40% Exploration credit (through 2021)

e Remaining credits remain eligible for cash refund

* Senate bill elimnates the 15% NOL credit for
Mddle Earth, in effect reducing state support
from between 25% 55% to between 10% 40%

* Senate bill makes remaining Mddle Earth credits
ineligible for cash refund
e Senate bill allows WM Exploration Credits to

of fset the conpany's corporate incone tax

o Provisional (unusable) certificates awarded at
time of application in order to preserve place
inline

0 Seismc Exploration credits repealed in 2018

3:15:51 PM
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Representati ve Gut t enberg asked when t he seismc
exploration credits ended. He asked whether they were cut
off in the mddle of a project, or after the project ended.
For exanple, if there was a two-year exploration programin
2017 and had to end the second part of project in 2018. He
asked whether, once a program was approved for credits, it
woul d be allowed to continue until it was done.

M. Al per answered that the sunset dates related to the
date the work was done. Wrk had to be conpleted by the
sunset date. In the current law for Mddle Earth that was
January 1, 2022. A 2021 program would be covered, but a
2022 program would not be. The Senate version of the bill
nmeant it would occur in 2018. Any seisnmc work done before
January 1, 2018, but anything beyond that date woul d not.

Representative CQuttenberg thought it would be frustrating
for nunerous people working on a nulti-year program

Vice-Chair Gara thought the difference was small in terns
of dollars. He asked what Mddle Earth credits were
expected to cost in the current and follow ng fiscal years.

M. Al per answered the nunbers were quite small, alnost all
regarded Mddle Earth, and was estinated to be plus or
mnus $10 million. The spending was not currently in the
forecast.

Vice-Chair Gara referred to the fiscal note on the Senate
version showing a cost of $1.45 billion and asked whether
it factored in the Mddle Earth provision.

M. Al per answered that the second subtotal on the fiscal

note tables called “total budget inpact” shows the
reduction in the state’'s anticipated appropriation. The
Senate bill was slightly larger by $5 nillion to $10
mllion per year in the out years. The difference was that
the Senate elimnated the Mddle Earth credits but the
House did not. That appears as a $5 million to $10 mllion

gap between the two bills.

Vice-Chair Gara asked if the carry forward nunbers factored
in Mddle Earth and the North Sl ope.

M. Al per pointed to slide 7 and the four points. The
Senate version was taking credits the House would still be
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paying cash for and turning them into carry forwards. The
total across ten years was $60 mllion.

Vice-Chair Gara spoke to the cost of the Senate version of
$1.444 mllion versus the House version of the bill
$610 million. He asked whether that included Mddle Earth
and North Sl ope.

3:21: 30 PM

M. Al per answered that the nunber was all-inclusive across
the entire state. The Senate figure includes Mddle Earth
The figure did not appear in the House as it was not naking
changes to M ddle Earth.

M. Al per discussed slide 12: "Differences between House
and Senate Credit |ssues: Purchasable Credits and Tax
Credit Fund":

e Both bills retain ability to get cash for renaining
“corporate inconme tax” (refinery, LNG storage) credits
which will all be sunset by 2020

* House bill retains the tax credit fund structure,
primarily due to the continuation of Mddle Earth
credits

e Senate bill repeals the tax credit fund once al
outstanding «credits are paid off, or in 2022,

whi chever is |later

M. Al per elaborated the fund in AS 43.55.028 would cover
the obligation of the state prior to the effective date of

the bill. On the later date between January 1 after all
credits are paid or January 1, 2022 [whichever is later],
the Senate bill would repeal “the .028 fund section.”
3:23:57 PM

M. Al per scrolled to slide 14: "Differences between House
and Senate Tax |Issues: Tax Rates and Production Credits":

* House bill reduces the base tax rate from 35% of
Production Tax Value to 25% and elimnates the
$0 to $8 sliding scale per barrel credit

* House bill has a “surtax” of 15% of that portion
of PTV greater than $60
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e Net effect is a tax increase of $100 to $300
mllion at oil prices between $50 and $100 with
the greatest inmpact in the $60-$80 range. Revenue
neutral at higher oil prices

e Senate bill retains all nmjor SB21 features, so
that it is essentially neutral from a revenue
perspective

M. Al per detailed slide 15: "Differences between House and
Senate Tax | ssues: Mninmum Tax 'Floor' and GVR 'New G | " ":

e Both bills retain the 4% “floor tax rate
e Both bills, by elimnating the North Slope NOL
credit, effectively harden the floor against
maj or producer | osses
o0 Only a material inpact at oil prices of about
$40 or bel ow
* House bill hardens the mnimm tax for GVR-
eligible “new oil, preventing the $5 per-barrel
credit from being used bel ow the floor.
0 House adds a nodified 3.2% m ninumtax for GVR,
based on a 20% reduction bel ow the base 4% t ax

rate
* House bill elimnates the 30% GVR for high
royalty fields
* Senate bill makes no changes to either issue

M. Al per elaborated that there was another provision in
existing state law specifying that if the land was all
state leases with royalty of greater than 12.5 percent,
then the conpany received an extra benefit of 10 percent.
That provision was renoved in the House version and all new
oil would only get 20 percent GVR

3:27:31 PM

Vice-Chair Gara referred to discussion about the GYR He
asked for wverification that there was not a 30 percent
reduction in the tax rate.

M. Al per responded it excluded 20 percent from the volune
from taxation. The baseline is 20 percent or 30 percent
| ower and the sane costs could be subtracted fromit, so it
tended to nultiply the inpacts. For a 20 percent GVR the
reduction in tax would be sone nunber greater than 20
percent .
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Vice-Chair Gara queried whether at very low prices the |ow
floor was the sanme in both bills and in the status quo.

M. Alper answered that it got to 4 percent at an average
annual price greater than $25 per barrel. Should the price
drop that much, there would eventually be one percent
m nimumtax, and zero at $15 and | ess.

Co- Chair Seaton asked for an explanation of the difference
bet ween royalty and GVR

M. A per replied that GVR would eventually be subject to
the 35 percent tax rate. A 20 percent GVR equated to a 7
percent reduction in gross tax rates. Twenty percent of the
value is no longer subject to that 35 percent tax and 35
percent of 20 percent is 7. By adding an extra 10 percent

gross reduction, it created a tax benefit that was the
equi valent of an addition 3.5 percent of the gross, or 10.5
percent. In regards to how that related to high royalty

structures, the typical state share was 1/8'"" or 16 2/3
percent, which was being targeted by the provision. By
giving a 3.5 percent additional gross benefit, the 30
percent GVR clawed back a fairly substantial portion of the
incremental royalty between 12.5 and the 16 2/ 3.

3:31:51 PM

Co- Chair Seaton asked whether the 10 percent additional for
the high royalty fields was equivalent to a reduction of
3.5 percent royalty.

M. Al per responded in the affirmative and that a 16.6
beconmes equivalent to 13.1 percent royalty.

Co- Chair Seaton spoke to sliding scales royalties that were
bid terms. He asked whether the state could be giving up
nore of the royalty and going down below 12.5 percent
royalty.

M. A per responded that he had recently received a
regulatory clarification and that any additional royalty
paynent for the net profit share would not count towards
the greater than 12.5 percent and only the baseline would
have to be greater than 12.5 percent to trigger the
incremental feature.
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Co-Chair Seaton asked whether that was also true for
sliding scale royalty.

M. A per was not prepared to answer the question. He
suggested speaking wth the Departnent of Nat ur al
Resour ces.

3:33:35 PM

M. Al per scrolled to slide 16: "Differences between House
and Senate Tax |ssues: Interest on Delinquent Taxes":

* Both bills elimnate the “three years then zero”
interest provision for Gl and Gas Production Tax
as passed by HB247 in 2016

e House bill retains the 7% plus federal reserve
rate, conpounding for GOl and Gas Production Tax

e House bill retains the 3% plus federal reserve
rate, sinple interest, for all other taxes

* Senate bill reconbines all taxes under the sane
interest structure, as it was before 2017

e Senate  bill has 3% plus federal reserve,

conpoundi ng, for all taxes

M. Alper highlighted that the House version retained a
bi furcated system whereas the Senate version aligned all
bills, and this was sonething that needed to be addressed
in conference conmttee.

3:35:43 PM

Representative WIlson asked how nmuch noney was really being
di scussed.

M. Al per indicated that the anpbunt was indetermnate in
the fiscal note. The nunber depended on how | arge the audit
assessnment was to be in a few years. The difference of
conmpound interest becane a very big part. Three years ago,
when ACES-era interest was conpounding, 60 percent of the
total was interest, and only 40 percent was principle.
Wereas in the newer audits in which three years of the
[ower interest rate of SB 21, nore |like one-third interest
and two-thirds principle. A big difference accrued over a
nunber of years. It was a question of synergy between
different taxes. From the state’'s point of view, there was
a certain opportunity cost if a conpany does not pay its
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taxes, as the noney would have to conme out of state
savings. The expected rate of return on savings was 7
percent. He reiterated that these were policy decisions
t hat should be nmade in conference commttee.

3:37:30 PM

Representative WIson was not talking about the policy
call, she was tal king about what had happened in the past.
She was | ooking for interest collected for FY 15 and FY 16.
She asked whether there was sone line in the budget that
showed interest collected for those years, at the end of
t he six-year audit cycle.

M. Al per responded that there was a firm grasp of oil tax
as it involved relatively limted audits and they were
released on an annual cycle. He could ©provide the
comuni cations back and forth about what portion was
interest and what was principle. It was inportant to note
that the noney went to the Constitutional Budget Reserve
(CBR) and was not General Fund nobney. He was sure interest
was tracked separately. He did not have the total at hand.

Representative WIson stated conpanies paid what they
t hought their taxes should be. The audit addressed what the
department determ ned rather than the conpani es. Conpanies
were not going six years wthout paying any production tax
at all.

M. Alper indicated that certainly what she was saying was
true. What she was describing was not the end of the
process. There was an appeals process and a settlenent or
deci sion which usually fell somewhere in the m ddle.

3:40: 01 PM

Representative WIlson was curious about the figure. She did
not want to argue about a small anmount. She would like to
know i nterest over | ast couple of years.

M. Al per would provide nunbers for the last three audit
cycl es.

3:40: 51 PM
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Representative Pruitt asked whether over the prior two
years there had been an instance in which those audits were
conpl eted before the six year statutory maxi numtineline.

M. Al per relayed that the extension of the audits to six
years was part of the ACES bill. It first affected 2007
taxes. The departnent had stayed close to the statutory
timeline. The previous Mirch was the deadline for 2010
taxes. Those for 2011 were nearing conpletion. By the
followng spring the departnent would have 2012 and in
following fall those for 2013. The division was on target
to neet the deadlines.

Representative Pruitt was glad to hear M. Al per's
response. He asked if there had been interest that the
state had to pay during M. Alper’'s tenure. He asked
whet her taxes were accruing due to things being found in
t he audits.

M. Al per responded in the affirmative. He suggested there
could be a situation in which an audit assessnent was
triggered and a conpany would choose to pay the entire
assessnment in order to forestall additional interest and
then go through the appeals process which could go on for a
couple of years. In that the scenario the state was paying
t he conpany back the difference plus all of the interest.
Vice-Chair Gara referred to a deficit in auditors at the
depart nent.

3:44: 39 PM
AT EASE

3:44: 53 PM
RECONVENED

M. Aper replied that he was very proud of the
departnment's audit team He was not advocating for nore or
fewer auditors.

3:45: 58 PM
AT EASE

3:46: 03 PM
RECONVENED

M. Al per addressed slide 17: "Differences between House
and Senate Tax |Issues: OQther M scellaneous |ssues":
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House
* Prevents Gross Value at the Point of Production
from goi ng below zero for a particular property
e Elimnates t he ability assign t ax credit
certificate paynents to a third party financer
e Adds transparency / public reporting related to
credits and | ease expenditures held by conpanies
e Adds a new legislative working group to |ook at
Cook Inlet and Mddle Earth taxes
Senat e

e In certain circunstances allows use of purchased
credit certificates agai nst prior-year t ax
l[tabilities, including penalties and interest

M. Al per spoke to a recent report of which conpanies had
been paid cash credits for a total of around $73 mllion.
The House version would expand upon that transparency
feature. The Senate version would allow a certificate to be
used against prior-year taxes wth certain limtations,
specifically having to do wth the CBR Article 9,
Section 17 states that iif there is an admnistrative
proceeding, the results of that have to go to the CBR The
Senate bill was not trying to circunvent the provision but
additional liabilities from past years could be offset with
credit certificates.

3:49:19 PM

Co-Chair Foster referenced the conplex issues in the bills.
He asked M. Alper to provide a very broad explanation of
the differences between the two bills.

M. Al per conplied. At the broadest I|evel, both versions
elimnated the idea that the state was going to be witing
checks to oil conpanies for tax credits based on work being
done. Both versions changed it to a structure in which
conpanies would use the carry forwards to offset future
taxes. Both bills maintained a net profit-based tax which
means that conpany spending is an integral part of the tax
calculation. Al of the spending that was no |onger turning
into credits would be turned to offsets later. Beyond that,
the House version nade certain fornmula changes to the tax
itself that lead to a tax increase of a couple of hundred
mllion dollars per year that the Senate version did not
make. Ot herwise the differences were relatively technica
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and not big-dollar itens but which certainly nerited
further discussion in conference commttee.

Co-Chair Foster added that both House and Senate versions
elimnate cashable credits, the Senate version does not
rai se additional revenue whereas the House version does.

M. Alper replied that the statenent included the
f undanent al differences and simlarities of the bill
ver si ons. He added that his <contact information was
avai lable on the presentation if people wanted to follow

up.

Co-Chair Seaton noted that the synopsis did not really
cover the future Iliability difference of $800 mllion
between the two bill versions.

M. Al per answered that what he had described was part of
changing the tax rate. He stated that it was
counterintuitive that the House version raised nore revenue
by lowering the tax rate, but that was what happened. It
also elimnated the per barrel credit. A major difference
was because the House had a |lower rate, the House version
|owered the value of the spending against t axes.
Essentially there was no longer such a thing as a credit,
instead it was carrying forward |osses, which did not get
value until they were used. The state’'s obligation in terns
of future tax offsets was | owered.

Vice-Chair Gara referred to statenents that the Senate bill
elimnated $1.50 billion in cash credits, however, it was
replaced by $1.45 billion in carry forward credits. He
hoped people understood that this neant it was nearly net
zero.

3:55:23 PM

M. Al per answered it was a net profits tax. The conpanies
are spending noney and net profits tax neans that the
conpany gets that value back sonmehow in the future. The
Senate bill rmade many fewer changes to how the things were
val ued and the net result was a revenue neutral change over
the long-term It was different in that the paynments were
no longer in the budget; there was no Ilonger an
appropriation battle over how much to spend on tax credits
in a given year. It was seen passively as a reduction from
future taxes. The House bill also had that - there was
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still a large nunber in the future that would be used to
of fset taxes, but conceptually it was the same thing.
Conpanies were losing noney, they were carrying those
| osses into the future, and they would use those |osses
agai nst future taxes.

Co-Chair Seaton asked for clarification on the use of |o0ss
carry forwards down to zero.

M. Al per responded that the House version was requiring
the use of carry forwards and then paying the m ninmm tax,
and the Senate was only requiring the amobunt used down to
the mninmum tax. This showed up in the analysis in two
different places. In both circunstances, the tax payer was
paying a mninum tax. In the Senate version there was a
slightly larger carry forward nunber because they could be
conserved for a future year. They also appeared in the
analysis of the life cycle of project field analysis. New
fields accrue the same |ease expenditures. For the first
few years, they would pay mninmum tax even at high prices.
In the Senate bill, six or eight years on they would stil
be paying the mninmum tax as they were wusing carry
forwards. In year seven and eight, in the House version,
there was higher revenue. It appeared in the lifecycle
analysis md field |life as one or tw years of higher
revenue in the House version.

3:58: 35 PM

Co-Chair Seaton asked if applying to zero and stopping at
the mnimmtax was a difference between status quo and the
Senate version of the bill. He asked if nore carry forward
occurred for legacy fields in the Senate bill but not in
t he status quo.

M. A per replied that it was inportant to distinguish
between current year and carry forwards when discussing
status quo. Wthin the current year, the conpany did not
get a loss until it went below zero. A conpany could be
forced to pay the mninmum tax while earning small or zero
profit then certain |ease expenditures would be |ost as
they are only allowed to get credits or the carry forward
to the anount below zero. Wth carry forwards, there was
di scussion of the hard floor and other restrictions. Under
current |aw there was generally not any |loss of the val ue
There were restrictions on what could be used and if the
credits could not be used, they could be carried forward
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There were use them or lose them credits within a single

year, such as the small producer credit or the $5 per
barrel credit. That was status quo. In both versions of the
bill, the going to zero within a year was unchanged. The

only difference was in the carry forward scenario. House
carry forwards go to zero and then they would pay m ninmm
tax, whereas in the Senate version conpanies could use only
as nmuch as want to in order to pay the m ni numt ax.

Co-Chair Seaton referred to slide 10 related to the use of
carry forward | osses. He spoke to the protection of the use
of per barrel credits.

M. Al per answered that it was a change between the version
that passed the Senate Resources Committee and what passed
the Senate. The commttee had said that the conpany only
needed to use the anmobunt to get to the mninmm tax
cal culation, but that calculation assumed zero per barrel
credits. He spoke to chart showing how nuch per barrel
credits were earned and used at different price points. It
was visible how nmuch it stepped up from zero to $8 as the
price got Ilower wuntil about $90 per barrel. Once the
m nimum tax was reached, nore and nore of the per barrel
credits would be unusable. By the time $50 per barrel, only
about a dollar in credit could be used. At around $55 per
barrel, a conpany mght be able to use $2 per barrel
credit. The Senate Resources version would have elim nated
that credit for them The way it was re-worded in the
Senate Finance |anguage, the conpany would use only the
amount necessary to arrive at a calculation in which they
woul d receive the sane benefit as the $2 credit. This neant
the conpany would be using less of the carry forwards and
able to use themto carry into a future year.

4:02:52 PM

Co-Chair Seaton referred to status quo where expenditures
were used up. He surmised that the Senate version currently
says they can be carried forward to offset future taxes.

M. Al per answered that status quo was based on current
year taxes, then applying carry forwards to that anount.
The Senate version said that a conmpany should not |ose any
current year credits and should therefore be able to
protect the carry forwards to use in a subsequent year.
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Vice-Chair Gara referenced slide 7 and asked about credit

provisions in the bill versions. He clarified that the
Senate version was for $1.45 billion over the next ten
years, whereas the House version was $610 mllion over the

next ten years.

M. Alper replied that $610 million was originally
$640 million in early April. The departnment had refigured
the fiscal note based on the spring forecast to have an
appl es-to-appl es conparison. It may not have been attached
t he House versi on.

4:04:58 PM

Vice-Chair Gara clarified that no nenber on the current
commttee had tried to keep down the nunber of auditors in
DOR.

Representative WIson asked about nunber 3 on slide 7. She
asked for clarification on the tax value of carry forwards
in each of the versions.

M. Al per spoke about |osses. There was a certain forecast
for conpany spending that would result in a |oss of about
$4 billion over the next ten years. Lease expenditures in
Al aska are generally around $4 billion per year but nostly
from maj or producers and were used to offset revenue. There
was also $4 billion in losses, either due to lack of
production or high spending. Four billion dollars was in
conpany hands and that would be used in sone way to offset
future tax. In SB 21 the tax was calcul ated at 35 percent,
so $1.4 billion was tax offset value of the carry forward

The House version reduced the rate to 25 percent. The $4
billion would be used to offset at the 25 percent |evel or
$1.0 billion. The calculation of turning the $4 billion
into a tax benefit was the difference between $1.4 billion
and $1.0 billion, which was the $400 nillion shown in the
sli de.

Representative WIson asked whether there would be
$400 mllion that the conpany woul d not be able to get back
under the anal ogy.

M. Alper replied in the negative. He explained that
conpani es were getting the $4 billion in |osses at whatever
the tax rate was. If the tax rate was increased, the value
of the carry forward would increase. If the tax rate was
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reduced 10 percent then the $4 billion would only be worth
$400 mllion, but it would still be the value of the $4
billion but it would be used at whatever the tax rate was
when it cane to be used.

4:08: 02 PM

Representative WIson asked for verification that under
either bill, conpanies would get $400 mllion but it would
be calculated differently. She was trying to determ ne how
t he nunber becane larger in the Senate version.

M. Al per answered the difference was that conpanies would

get the $4 billion calculated against the tax rate. The $4
billion subtracted from profits and taxed at 35 percent was
nore that at 25 percent. It was the sane $4 billion, but

because the tax rates were different, the inpact of the tax
cal cul ation woul d be different.

Representative WIlson referred to point 3 on slide 7 and
asked for verification it spoke to only the tax rate not
t he i nvestnent.

M. Al per answered they were speaking to the $4 billion
figure. Muich of that noney was being accrued in 2018 and
2019, but if they were not in production and therefore the
nmoney would not be used until 2026 or 2027, the 10 percent
subtraction would start to kick in. In this way, instead of
$4 billion, wunder the House version it wuld be $3.5
billion and that, wth the further addition of the tax
cal cul ation, was another $300 mllion between the two
versi ons.

Representative WIson noted it related to the life cycle
M. Al per had nentioned earlier. She asked whether he was
using the life cycle to show that a conpany would not see
t hat deduction until year 8, 9, or 10.

\V/ g Al per answered that the Ilifecycle analysis was
theoretical and abstract. The $300 mllion was the actua
nunber in the ten-year forecast of what was believed would
be spent and how much of that noney would lead to actua
production within the fiscal note period. It was nopney
being spent that the state do not see comng into
production in the followi ng ten years.

4:11: 06 PM
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Representative WIson stated that in the House version
conpanies were penalized if there was nothing to wite it
of f agai nst.

M. Al per replied the nunbers showed as noney that had not
been used. The noney existed on the conpanies’ books to be
spent from 2028 and beyond on taxes. On the House side sone
value had been lost so that by 2027 the nunber had gone
down to $600 million.

Representative WIson asserted that regardl ess of position,
she believed everyone wanted to see an increase in
production on the North Slope. She thought that was the
issue ultimtely.

Commi ssioner Hoffbeck replied that he believed that both
t he House and Senate did what they thought was in the best
interest of both industry and the state. He believed a
conprom se was needed.

Representative WIson supported conprom se, but not if it
decr eased producti on.

4:13:19 PM

Representative Otiz referred to the $800 million
difference in carry forward value between the two bil
versions. He asked if that was separate from the added
revenue in the House version of up to $200 mllion.

M. A per responded it was separate. He referenced
conpanies holding carry forward credits and detailed that
slide 7 depicted what the nunbers would be and what they
were worth in 2027.1t was conpletely separate from the tax
cal cul ati on

Representative Otiz asked about the ultinate difference in
revenue between the two versions.

M. Al per replied that the House bill included $200 mllion
per year in tax. On the budget side, the Senate bill
elimnated roughly $1.5 billion in <cash credits and
replaced them with about $1.5 billion in offsets in the

future. The House version elimnated the cash credits and
replaced them with a smaller nunber of offsets for the
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future. That was a second place in which the total grand
val ue was | arger on the House side.

4:15:26 PM

Representative Otiz asked about the total value difference
between the two bills by 2025.

M. Al per provided the caveat that this assuned ten years
of forecasts and prices and production. He stated sum total

of revenue in the House version was about $1.5 billion over
ten years. The sumtotal of the difference between the two
bills in tax carry forwards was another $800 nillion and
there was a grand total of about $2 billion difference

bet ween the two bills.

Representative Pruitt referred to nunber 1 on slide 7. He
suggested that carry forwards or NOLs were not credits but
a reduction. Saying there was an additional $60 mllion in
carry forwards failed to recognize that if it was not a
carry forward it would be cash that the state needed to pay
out. It did not recognize that those would have to be paid
in cash at sonme point in the future.

M. Al per agreed and added that both bills were fully
elimnating cash credits. The House version was keeping

themin Mddle Earth. The sumtotal of the Senate bill was
about $80 million higher over the ten-year period. That $80
mllion alnbst matches $60 mllion in additional carry

forwards in the Senate version. It was net zero between the
two bills for the particular line item

Representative Pruitt stated that the goal in HB 247 was to
protect the NOL credits “as essential playing fields
| evel ers between incunbent producers and newconers” [“Key
Goal s and Features of HB 247 - CGovernor’'s Ol and Gas Tax
Credit Reform Bill”, dated January 20, 2016]. He asked if
point 4 on slide 7 was eroding the ability for smaller
conpanies with |l ess noney to conpete with bigger players.

Comm ssi oner Hof f beck answered that it had all been part of
the total fiscal package. The fiscal package had norphed
and there were provisions that were and were not in the
original package. They were currently in a position where
everyone needed to conprom se.
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Representative Pruitt spoke to a less capitalized conpany.
He asked if there was potential to |ose sone snaller
conpanies if they are not as capitalized as others, since
t hey could not place deductions going past the seven years,
based on how long it took to recoup their costs.

4:20:48 PM

Comm ssi oner Hof fbeck answered there was nothing the state
could do that would match paying cash for the credits. It
had been a substantial benefit that was not paid in other
| ocations and the state could no longer afford. It would
certainly be a lesser benefit. The inpact was still to be
seen.

Representative Pruitt referred to allowng conpanies to
carry liability forward. He agreed that cash was an
incentive but he was concerned that cost wite-offs and
caps could reduce the perspective of smaller conpanies.

Conmi ssi oner Hof fbeck answered that the severance taxes
were a separate area. The rules put in place are different
by jurisdiction. He believed the House and Senate had
crafted bills that they believed were in the best interest
of the state and of industry. He did not know whether it
woul d have an i npact.

4:23: 07 PM

M. Al per discussed nmaking major changes and stated if
there were any change in industry behavior, the reduction
in value and loss of cashable credits would be I|arge
determners in that.

Vice-Chair Gara spoke to the difference between not getting
as nuch revenue, because conpanies deduct their carry
forward credits from the revenue they give the state, and
cash credits which the state paid out. He surm sed that
having $150 mllion in payouts and getting $150 mllion
less in revenue, from a budgeting stand point for the
| egi sl ature, was the sane thing.

M. A per replied in the affirmative but underlined that
earlier he had nentioned that there was a tinme issue as
well. The cash obligation was in real tinme and a | ot of the
carry forward obligations were many years in the future.
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Vice-Chair Gara stated he would argue that given the |eve
of credits, since the state was not paying them on an
annual basis, there was tinme value to that as well. The
state was not paying that $1 billion of credits every year,
but over many years. He asked for verification that the
Senate version contained $1.445 billion in liability to the
state, and the House version $610 nmillion. He asked whet her
that was roughly an average of about $84 nmllion a year
di fference between the two versions.

M. Aper replied in the affirmative, stating that the
first year or two were immaterial .

Vice-Chair Gara stated that the Senate version cost an
extra $84 mllion a year that would have to be covered
sonmehow. He thought it was notable that the anobunt was
simlar to what the Senate had proposed cutting from budget
for the University and K-12. He thought it was simlar to
the governor's fuel tax and that the legislature could
adopt the fuel tax to pay for that $80 mllion difference
which would go straight to cash credits. He did not fee
like it was making progress, whereas they had cone up wth
a fair credit systemfor the oil industry.

4:26:15 PM

Comm ssioner Hoffbeck thanked the conmittee for the
opportunity to put the information out there. He stressed
the need for conpromise. The admnistration thoroughly
believed all parties had put forward what they believed was
in the best interest of the state, but it was tinme for a
conprom se

Co- Chair Seaton thanked the presenters.

#
ADJ OURNVENT

4:27:46 PM

The neeting was adjourned at 4:27 p.m
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