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REPRESENTATI VE LES GARA

Al aska State Legislature

Juneau, Al aska

PCSI TI ON STATEMENT: Presented HB 133 as the prine sponsor.

KEN ALPER, Director

Tax Divi sion

Departnent of Revenue

Juneau, Al aska

PCSI TI ON  STATEMENT: During the hearing of HB 133, answered
guesti ons.

ACTI ON NARRATI VE
1: 02: 29 PM

COCHAIR GERAN TARR called the House Resources Standing
Commttee neeting to order at 1:02 p.m Representatives Tarr,
Parish, Talerico, Wstlake, and Josephson were present at the
call to order. Representatives Birch, Johnson, Rauscher, and
Drunmond arrived as the neeting was in progress. Al so present
was Representative Reinbol d.

HB 133-O L & GAS: TAXES; CREDITS; CGROSS VALUE

1: 03: 41 PM

CO CHAI R TARR announced that the only order of business would be
HOUSE BILL NO 133, "An Act relating to the oil and gas
production tax, tax paynents, and tax credits; relating to
adjustnments to the gross value at the point of production; and
providing for an effective date."

1: 03: 55 PM

REPRESENTATI VE LES GARA, Alaska State Legislature, speaking as
the prinme sponsor of HB 133, provided a PowerPoint presentation
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entitled, "And Fairness to Al Fair Production Tax To Al askans

And Industry, HB 133." Representative Gara inforned the
commttee HB 133 is the legislature's best attenpt to ensure
Al aska receives a fair share for its oil in order to provide

stable funding for schools, oil tax credits, and the University
of Al aska, and to nove society forward. Further, HB 133 intends
to provide balance to the state's fiscal plan so that everybody
contributes, without a focus just on those who have little and
not on those who do well; the bill also follows the provision in
the state constitution that directs state governnent to devel op
the state's resources for the maxi mum benefit of Al askans, thus
HB 133 al so provides bal ance between neeting the aforenentioned
constitutional mandate and treating industry fairly [slide 2].

REPRESENTATI VE GARA said, "W have fields in the state that we

are supposed to be living off, in terns of raising revenue,"
however, under current law, the aforenentioned fields are
allowed to pay a production tax of zero, and nany other fields
will pay zero for their first seven years. |In addition, bigger

hi gher taxpaying fields, until the price of oil reaches about
$74 per barrel, pay a 4 percent tax. That, he opined, in

conbi nation with generous tax credits, is a "double whamy" for
the state: very |low production taxes, and tax credits that wll
eat up all of the production taxes this year and in future years
will yield very little net production tax.

REPRESENTATI VE GARA explained in 2003, Goss Value Reduction
(GVR) fields were unitized, and GVR fields include "nobst post-
2003 fields, and they are all future fields." For exanple, if
the Arctic National WIldlife Refuge (ANWVR) were to open [to oI
production], fields there would pay GVR tax, thus a field of any
size in ANVR would pay zero production tax - [as long as oil
price is below] $70 per barrel oil - for seven years, which
could be sone of the fields' nost productive years. VWhen oi
price reaches $90 per barrel, the state would receive one of the
| owest profits taxes in the world at 12.2 percent [slide 3].
There are three factors that qualify an oilfield for the GVR tax
provi sion; one factor is to accommopdate fields at Point Thonson,
and he provided a short history of the status of Point Thonson
producti on. Point Thomson's prinmary owner is ExxonMbbi
Cor poration, which would benefit from"this zero percent GVR tax
for their first seven years as long as oil remains below $70 a
barrel." [The three ways to obtain GVR tax reduction for post-
2002 fields were shown on slide 4.]

1: 07: 58 PM
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REPRESENTATI VE GARA said there are parts of Senate Bill 21
[ passed in the Twenty-Ei ghth Al aska State Legislature] and parts
of Alaska's Cear Equitable Share (ACES) [passed in the Twenty-
Fifth Alaska State Legislature] that make sense, and he urged
the legislature to learn from the past and develop an oil tax

bill that nakes sense for everyone. Currently, Al aska assesses
a zero percent tax until oil reaches $15 a barrel, and a 1
percent tax at an oil price just above $15 per barrel, rising to
4 percent between $25 per barrel and $74 per barrel. In North
Dakota, at $10 per barrel oil, the tax is 10 percent gross, and
in Louisiana it is 12.5 percent gross. He cautioned agai nst

conparing Alaska's revenue with North Dakota and Louisiana -
Al aska shoul d instead conpare revenue with big basins around the
world - although other states raise substantially nore revenue
t han does Al aska, up to $74 per barrel [slide 5].

REPRESENTATI VE GARA advised in the comng fiscal year, Al aska

will not take in $6 billion to $7 billion in production taxes
and royalty as in the past, but wll i nstead garner
approximately $225 nmillion in production taxes; after paying out
tax credits to conpanies, the state will actually be $25 mllion

in the red. By fiscal years 2019 (FY 19) and FY 20, after Cook
Inlet tax credit changes have taken place, even though the state

will take in, in theory, around $250 nmillion in production
taxes, it will give back approximtely 60-70 percent of that to
the industry. So, the net earned by the state will be about

$100 million in FY 19 and $150 mllion in FY 20. He opined that
is far short of what Al aska should be generating, especially as
[0il] prices get higher [slides 6 and 7].

1:11: 14 PM

REPRESENTATI VE JOHNSON stated the materials presented seem to
indicate that the oil tax credits appear to be working, and that
the state's production is up for the first tine in 14 years.
She suggested a conparison between Al aska and North Dakota was

relevant and said, "I believe Exxon said they were going to be
looking to $40 a barrel oil, for production ... and that
includes sone of the large basin areas ...." Representati ve

Johnson observed this tax is only a portion of the equation.

REPRESENTATI VE GARA pointed out that under the old ACES system
the state had a very high tax and paid out very generous
credits; under current law, the state has a |ow tax and pays out
generous credits. He said the fields with current activity were
nmoving forward under ACES; for exanple, Eni, Arnstrong, and
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Repsol cane to Alaska under ACES and before conpanies were
of fered tax breaks. Representative Gara renmarked:

And |[Repsol] came up under ACES saying, "Al aska has
great geology, it's a stable place to do business,
we're going to invest three-quarters of a billion
dollars, and we're going to nove forward with those
fields that, that are economc." And we have seen
sone of those fields announced, but | don't think that
there's a field - if there is, there's naybe one - |
don't think there's a field that wasn't noving forward
before Senate Bill 21. And our goal is to increase
oi |l production, though, the forecasts are that it's
going to continue to decrease over the next 15 years
unless there is a major find, and we're hoping for
maj or finds.

REPRESENTATI VE JOHNSON asked what part of oil production wll
continue to decrease.

REPRESENTATI VE GARA answered that according to the Departnent of
Revenue (DOR) and the Departnent of Natural Resources (DNR), oi
production is forecast to decrease al nbst every year through the
next 20 years, down to |ess than 300,000 barrels per day.

REPRESENTATI VE JOHNSON said, "But that's not what ... we're
currently experiencing.”

REPRESENTATI VE GARA expressed his understanding that DNR s node
forecasts one year where oil production isn't going down, but
then it continues to go down, which is simlar to all of the
forecasts the state has had for the last 10 years.

1:14: 11 PM

REPRESENTATI VE BIRCH asked whether the materials presented
incorporate the royalty share; for exanple, in the event
producti on does go down to 300,000 barrels per day, if there is
a one-sixth royalty share, 50,000 of the aforenentioned barrels

are state-owned. He further asked whether any of the state
asset [royalty] - that is made possible as a result of this
production - is represented in today's presentation.

REPRESENTATI VE GARA responded no, today's presentation is about
production taxes. He acknow edged that the state receives 12.5
percent royalty on sonme fields, and receives approximtely 16
percent royalty on other fields. He said he would address
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royalty briefly later in the presentation, but currently the
di scussion is focused on production taxes |levied under the
Economic Limt Factor (ELF) fornmula [passed in the Tenth Al aska
State Legislature, and nodified in 2005], the Petroleum
Production Tax (PPT) [passed in the Twenty-Fourth Al aska State
Legi sl ature], ACES, and now Senate Bill 21.

REPRESENTATIVE BIRCH said at sone point the state needs to
"account for that production,” and as a one-sixth or a one-
ei ghth owner of the oil that is produced, the conmttee needs to
recogni ze and understand that [royalty] is a key conponent in
Al aska's revenue picture. He stressed anything the state can do
to increase throughput or production is a good thing.
Representative Birch said he welconmed discussion on the [tax]
credits, however, he urged the legislature to maintain its focus
on what is needed to do to increase production and invite
addi ti onal exploration and devel opnent.

REPRESENTATI VE GARA turned attention to slide 8 that depicted
the state's current effective tax rates on net value. He
expl ai ned bigger "Prudhoe Bay-type" fields are called non-GVR
fields. According to DOR, the state has a "greater of" system

when the profits tax, under Senate Bill 21, is greater than the
4 percent mninmum gross tax, the profits tax kicks in, and DOR
projected around $73 or $74 per barrel, the state will generate

nore noney on the profits tax version of current |aw than from
the gross mnimum Slide 5 showed that the state assesses a 4
percent tax on the Prudhoe Bay-type fields until $73 or $74 per
barrel . Even at $80 per barrel for Prudhoe Bay-type fields,
under current law there is a mnimal 13.1 percent tax, and an
oil price nuch over $80 per barrel is not forecast for the next
10 years; furthernore, 13.1 percent production tax is reported
to be in the lower end of what is charged around the world

Representative Gara continued as foll ows:

If you look at the GVR fields, the ones with the | ower
tax rate, they, for the first seven years, if prices
are below $70, [would] not pay a production tax. Were
prices $80 a barrel, their production tax is about 40
percent |ower than the non-GVR fiel ds. So, the newer
fields - the ANWRs, the fields you hear ... talked
about - they pay about a 40 percent lower tax rate for
their first seven years, or if there are three years
of $70 prices then for three years. But, those are
| ow tax rates. C | don't think that we can nove
this state forward at a zero percent production tax on
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GVR fields, and a 4 percent tax on non-GVR fields, for
prices that go up to the $70 range.

1:18: 22 PM

REPRESENTATI VE GARA said DOR estimates the cost for producing a
barrel of oil on the North Slope, is about $40 [slides 9 and

10] . He explained that the "4 percent oil tax probleni occurs
because up until about $73 per barrel, there is a tax rate of 4
per cent . Proposed HB 133 recognizes that an average field on

the North Slope is profitable at approximtely $41 per barrel
therefore, he suggested not raising the 4 percent tax to 5
percent until $50 per barrel, and then at every $8 increnent,
raise it by 1 percent. The analysis from DOR [on HB 133] is
that the state share [would be] 5 percent at $50, 6 percent at
$58, and 7 percent at $66 per barrel, which does not approach
the North Dakota or Louisiana tax rates. The aforenentioned
price-sensitive and profit-sensitive increases would still |eave
the industry with a larger share in revenue than the state. He
reiterated this conponent of HB 133 provides a price- and
profit-sensitive gross tax that increases nodestly as prices go
up [slide 11].

REPRESENTATI VE TALERI CO asked whether Representative Gara had
information on royalty shares or nunicipal property tax rates in
Nort h Dakota or Loui si ana.

REPRESENTATI VE GARA indicated Representative Talerico's question
would be answered later in the presentation; he recalled
previous testinony before the commttee that private royalty
assessed where oil is being produced on private land is mnuch
hi gher than Alaska's royalty, as well as [the cost of] |easing
acr eage.

REPRESENTATI VE TALERI CO asked whether there is state take in
"those areas."”

REPRESENTATI VE GARA answered states do not get royalty if
production is not on state land; the royalty is paid to the
owner of the | and.

REPRESENTATI VE TALERI CO restated his request for information on
muni ci pal taxes.

REPRESENTATI VE GARA responded that every state is different; for

exanple, North Dakota has a severance tax, and another [unnaned]
tax, both of which add up to 10 percent of the gross. Experts
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may be able to offer information on what is called "governnent
take," although that should be called "governnent take plus
private take," because in many other states royalty goes to a
private | andowner.

CO CHAIR TARR noted that the House Resources Standing Conmttee
refers to "non-producer share”" to reflect [taxes or royalty an
oi | producer pays to governments, or to a private |andowner, or
bot h] .

REPRESENTATI VE JOHNSON returned attention to slide 9, and asked
what is included in the average break-even point of $40.21.

REPRESENTATI VE GARA said the Fall 2016 Revenue Sources Book
(RSB), DOR, indicates $40.21 includes the cost of transportation
and the cost of production. In further response to
Representative Johnson, he explained that the cost of
devel opment is $40.21, before taxes, and deferred to DOR for
confirmation.

CO CHAIR TARR said yes, and added that |ease expenditure are
estimated at $30.88 [slide 10].

1: 24: 13 PM

CO CHAI R JOSEPHSON shared others' concerns about "4 percent up
to $74." However, as indicated on slide 11, HB 133 would
provide 10 percent gross at $90 per barrel, and he pointed out
that the state receives a higher percentage under Senate Bill 21
at $90 per barrel.

REPRESENTATI VE GARA advi sed that by $90 per barrel, the current
law "shifts over” to a profits tax, and he renmarked:

Is a 10 percent on the gross bigger than 14 percent

profits? Probably, but ... it's field-sensitive -
there mght be a very profitable field that is at a 20
percent tax rate at $90 per barrel. So, ... our bill

does the sane thing that current |aw does, which is
when the profits tax is bigger than the gross tax, the
profits tax kicks in, so were the profits tax to be
| arger than 10 percent on the gross, the profits tax
woul d kick in. This would not stop that from
happeni ng.

REPRESENTATI VE BIRCH returned attention to slide 10 - second
line from the bottom - that indicated the "North Slope Credits
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applied against [total] tax liability," totaled $225 mllion.
He asked:

Are not those credits an expenditure that was incurred
in the production of the revenue that's realized in
the line above, in other words, the gross revenue? ...
It seens to ne like that's a part of the cost of doing
busi ness, the credits basically are a representation
of the expenditure that was nade necessary for the

expl orati on, devel opnent, and realization of the
revenues that are derived out of that field. Are they
not ?

REPRESENTATI VE GARA responded, "You know, the tax is on top, and
then you get the credits back." He agreed with Representative
Birch's point.

REPRESENTATI VE BIRCH said the point is that the credits could
also be realized as an expense against doing business. For
exanple, certain costs are incurred in the daily operation and
the startup of a new business. He expressed his understandi ng
that the credits relate to an expense that was actually incurred
in the production and realization of the oil asset flow ng
t hrough the Trans- Al aska Pi peline System (TAPS).

REPRESENTATI VE GARA further agreed that Representative Birch was
accurate as to what [slide 10] does not show, [which are] the
additional credits the state pays and gives to conpanies that
are not producers.

REPRESENTATI VE JOHNSON pointed out that the estimates for
transportation costs and | ease expenditures are not the sane on
slides 8 and 10.

REPRESENTATI VE GARA acknow edged there is about a $2 difference,
and deferred to Ken Alper, Drector, Tax Division, DOR for an
expl anat i on.

[ There followed a brief discussion on the aforenentioned
di screpancy. ]

1:29: 05 PM
CO CHAIR JOSEPHSON commented that [an average break-even point

for oil producers] of $40-%$41 was provided by the Alaska G| and
Gas Association in January [2017]. For the purpose of
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explaining the bill, he opined, [$40.21] wrks as well as
anyt hi ng, because the anount is not an audit-specific nunber.

REPRESENTATI VE JOHNSON stressed it is inmportant to have accurate
facts; in fact, DOR has said that sonetinmes the break-even point
is as high as $46.

REPRESENTATI VE GARA observed that a break-even point changes
fromfield to field; for exanple, in Prudhoe Bay the break-even
point is probably a ot lower than it would be for Nuna, as each
field is different in size, age, and infrastructure. The break-
even point [on slide 9] is DOR s best assessnent of the average
costs for a North Slope field over the life of the field.

REPRESENTATI VE JOHNSON agreed that the discussion was "the
average" and expressed her hope "that we weren't picking
i ndi vidual fields ...." She noted various estimates from DOR
that were included in the presentation, and urged DOR to explain
why there is a discrepancy.

REPRESENTATI VE GARA said, "The basic point of HB 133 is to not

start the progressive gross mninmum tax until above the point
where a field is profitable on the North Slope." Royalty relief
will be addressed later in the presentation; in fact, there

cannot be an exact tax that is perfect for every single field,
which is why adjustnments through royalty relief are necessary.

The bill doesn't raise the 4 percent mnimum until $50 per
barrel - above where the average field on the North Slope is
profitable - and the bill slowy increases the tax rate to 6
[ percent to 10 percent], in order to recognize conpany

profitability and the inpact that price plays on conpany
profitability.

REPRESENTATI VE GARA presented slide 12 that was a conparison of
the tax rate the state would levy as a mninmumtax under HB 133,
with the tax rates of North Dakota and Louisiana. He
acknowl edged North Dakota and Louisiana are not the perfect
states to conpare to Alaska, and there are other states wth
| ower tax rates; however, Alaska is really not conpeting with
shale oil states, but with jurisdictions around the world that
have big traditional pools of oil.

REPRESENTATI VE JOHNSON asked why Alaska isn't conpeting wth
shal e oil states.

REPRESENTATI VE GARA answered that sone conpanies try to produce
both, but shale oil is produced by a different technol ogy that
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involves drilling well after well, because sonme wells only |ast
two years. He has heard from tax experts that Alaska is
actually conpeting with jurisdictions that have pools of oil
simlar to those found on the North Sl ope.

1: 33: 43 PM

REPRESENTATI VE JOHNSON reported that ExxonMobil Corporation, one
of Alaska's mmjor producers, stated this norning it is |ooking
to develop the production of shale oil at $40 per barrel, which
sounded to her like direct conpetition [with Al aska].

REPRESENTATI VE GARA responded, "... Exxon is okay, | guess, wth
the North Dakota tax rate, which is nuch higher than what we
have, if we're conpeting with North Dakota." He pointed out HB

133 is for the commttee to assess, and if the conmttee
believes the state is conpeting with North Dakota, Louisiana, or
Norway, Alaska has a much |lower tax rate. In the end, the
| egislature is supposed to determne a tax rate it believes
achi eves the maxi num benefit to the public, as the constitution
requires, and which, he stated, is a conbination of [obtaining
maxi mumi oil revenue for the oil the state owns, and also
ensuring there is production.

REPRESENTATI VE GARA directed attention to slide 13 and recalled
the longest and nuch criticized tax regine in Al aska was ELF.
Under ELF until 2005, the gross tax rate on Prudhoe Bay was 13
percent, and on Alpine and Northstar [oilfield units] it was
approximately 10 percent; these fields represent the ngjority of

the state's production. Under ELF - criticized as being too
generous to industry - the tax rate on the aforenentioned fields
was double and triple that of current |aw In fairness, under

ELF, "a nunber of fields paid nothing in terns of production
taxes [such as] snaller fields, [and] older fields. But Prudhoe
Bay, [and] the places we had that got the mjority of our
production from under ELF, [oil conpanies] paid a nuch higher
gross tax than [they] do right now "

REPRESENTATI VE GARA conti nued to slide 14, and renarked:

So, the reality is that producers, they will take hone
what they get after they pay everybody else, right?
And, in Alaska that's largely the state. I n other

states, that's the state and private |andowners.
VWiile our normal royalty in Alaska is about 12.5
percent, in Texas though, according to M. Ruggiero,
it'"s now up to 20 to 30 percent. The Conpetitive ..
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the Conpetitiveness Review Board, the report that we
got in 2015, back then the average Texas royalties
were 12.5 to 30 percent depending on the |andowner.
M. Ruggiero says they're now 20 to 30 percent
according to the |landowner in Texas. California [is]
16 to 25 percent, North Dakota [is] up to 25 percent,
[and] Cklahonma [is] up to 20 percent. The royalty
share and also the |and | ease paynents in those states
tend to be nmuch higher than they are in Al aska.

REPRESENTATIVE BIRCH related his understanding from the
commi ssioner of DNR that "Most of the |eases that are going out
now are one-sixth of royalty share, or one-sixth, or sixteen and
two-thirds, whatever one-sixth works out to." He recalled sone
of the legacy fields, the older ones, are one-eighth, which
woul d be 12.5 percent.

REPRESENTATI VE GARA said there are a nunber of one-sixth fields
now, however, Prudhoe Bay and Kuparuk are 12.5 percent fields.

The general view of DNR, he opined, is that on the nore
promsing fields, higher royalty is part of the contract. He
expl ai ned:

Qddly enough, wunder current law, you basically |ose
the benefit of the higher, higher royalty because
there's a provision in the current |aw that says "Even
for those nore generously profitable fields that you
have a 16 percent royalty on, we just give you the
noney back in a |ower production tax rate." So, it's
a wash right now under current |aw.

1: 38: 28 PM

REPRESENTATI VE GARA further explained under any tax system a
particular field may not have the right tax and therefore is not
profitable. Royalty relief is a repair nechanismto ensure that
the overall taxes charged by the state - production taxes and
royalty - are not too high. If a conmpany can prove a field is
not economc wunder the current royalty system nost of the
royalty can be waived. O DNR can issue royalty orders which
specify that at |low prices, nost of the royalty will be waived

in order to nmake the field economc. For exanple, royalty
relief applications from Qooguruk, [Nikaitchuq], and Nuna have
all been granted [slide 15]. Furthernore, royalty for new
fields can be reduced to 5 percent to nmake a new field econom c,
and if costs to a producer change, including a change in taxes,
royalty on a producing field can be reduced to 3 percent. Thus,
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he said, the state would receive one-fifth of the 16 percent
royalty [the state is due] if DNR determines that royalty relief
is necessary to keep a field economc [slide 16]. Royal ty
relief statute is AS 38.05.180 [slide 17]. He reiterated that
royalty relief was granted to Nuna in 2014, and to Oooguruk and
[ Ni kai tchuq] [slides 18 and 19].

REPRESENTATI VE GARA informed the commttee ConocoPhillips is the
only oil conpany that reports its Alaska profits, as it is
required to do so by the Securities Exchange Comm ssion (SEC).
As an aside, he said BP also lists Al aska profits, but one year
included the cost of the Deepwater Horizon [4/20/10 oil well
explosion and] spill [as a loss], therefore, he questions BP s
veracity. Returning to ConocoPhillips, he said in 2016 Al aska
was one of the highest generating regions in the world for
ConocoPhillips, generating $116 nillion in profits for the
fourth quarter, although the conmpany |ost noney overall.
Representative Gara attributed Al aska profits for ConocoPhillips

to Alaska's larger pools of oil, and ConocoPhillips' interest in
Prudhoe Bay, Alpine, and sone of the nore profitable fields
[slide 20]. In past years of higher oil prices, ConocoPhillips’
profits in Al aska were approximately $2 billion on an annual

basis [slides 21 and 22]. Slide 23 illustrated that by FY 19,
if HB 133 is adopted, it would generate about $200 million in
additional revenue; however, the anount of additional revenue
from any new legislation will depend on the price of oil, and
the oil price is projected to be about $60 per barrel by FY 19,
and $78 per barrel by FY 24 [slide 24].

1:43: 07 PM

REPRESENTATI VE BIRCH turned to the larger issue of tax credits
and inviting new devel opnent, and recalled the initiative that
encourages smaller investors has been fairly successful. He
asked whet her Representative Gara agreed that the credit program
was generally successful.

REPRESENTATI VE GARA r emar ked:

When you have a tax system that generates a |arge
anount of noney, you can afford to be an investor in

new oilfields wth very generous credits. When you
have a tax system that is generating alnost nothing,
you can't afford to do that. Whet her those credits
lead to new production - a conpany wll always say
t hat . Do we know that's true? Possi bly, possibly
not . And, | know this conmttee is |ooking at that.
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| am not one for taking sonebody who receives noney at
face value when they say, "that noney was really good

to nme and really inportant.” They will always say
t hat . You should have sone independent experts that
tell you whether or not they are working. "1l tell
you, in Louisiana, their credit is basically a two-
year credit on horizontal drilling, from 1994, when
horizontal drilling was new. And you can only take
the credit for the cost of the well, and you can only
take that for up to two years and if you can't deduct
it within two years, you can't use it. It has been
testified, when |1've been around, that no other

jurisdiction in the world has the same conbination of
low tax revenue take and high credit paynents as
Al aska. Alaska is wunique in the world in that
conbination of the revenue it generates and the
credits it pays.

REPRESENTATI VE GARA stated he has no interest in going back to
the ACES nechanism or debating whether ACES was better than
Senate Bill 21. The maxinmum profit take wunder ACES on
production tax was approximately 75 percent, and under HB 133
the state would do better at |ow prices, and not as well at high
prices; in fact, HB 133 is a conpromse that is "nodest on both

ends" [slide 25]. Turning to the second feature of the bill, he
rem nded the commttee that the profits tax for GVR fields can
be next to nothing: bel ow and around 10 percent at very high

prices. For non-GVR fields, until approximtely $90 per barrel,
the profits tax ranges from 10 percent to 12 percent, which he
characterized as very |ow. Under PPT, the tax rate was 22.5
percent and ACES incorporated a base 25 percent tax rate. He
pointed out there are few "profits jurisdictions" around the
world with a 12 percent profits tax; HB 133 maintains the
current approach that the state gets paid the higher of either

the profits tax or the gross mninmm tax. However, if oil
prices rise to $90 per barrel, it is unfair that Al askans would
have to live off of a 13 percent profits tax, because that would
be too generous to industry. Representative Gara expl ained as

follows [slide 26]:

So, we've inposed a new sort of higher of mninmmtax,
and that will be -- we wll still have the mechani sm
for determning the profits tax under the current |aw,
but it can't go below an effective rate of [22.5]
percent. You can deduct below that your, your credits
but ... having an effective tax rate of 9 percent, 11
percent - at $90 a barrel - [or] 13 percent doesn't
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seem sustainable to nme. And so, we've adopted a very
nodest [22.5] percent profits tax as the higher of tax
that ... would be inposed when it's larger ... than
the gross nmini mumtax.

1: 47:56 PM

REPRESENTATI VE GARA noted the bill also incorporates forner
Governor Sean Parnell's first effort to reduce the ACES tax:
[through] bracketing. Because at sone point oil conpanies reach
wi ndfall profits range, HB 133 al so addresses future high prices
t hrough bracketi ng. Under the ACES tax system when the tax
rate increased, the higher taxes applied to all oil, thus
Governor Parnell and opponents of ACES proposed a bracketed
wi ndfall profits tax such that when conpanies achieve a $40
profit per barrel, there is a 10 percent profits surcharge; at a
$50 profit per barrel, the [surcharge] would increase by 5
percent on the portion of net income between $50 and $60 per
barrel; an additional 5 percent [surcharge] at $60 per barrel on
that portion of net income between $60 and $70 per barrel; an
additional 5 percent [surcharge] at $70 per barrel and above

Therefore, a conmpany could have a 25 percent surcharge, but the
increnental charges on the increnental value of oil would be
much less [slide 27]. In summary, Representative Gara advised
HB 133 provides the followi ng [slides 28 and 29]:

« a fair and nodest conprom se, with a higher gross tax at
| oner prices to protect the state, that would be fair to
the industry, and that includes royalty relief

e a nodest profits tax at high prices

* recognition that when the price of oil increases all should
benefit

REPRESENTATI VE GARA then presented slide 30 that showed an
alternative provision for the commttee's consideration, and
remar ked:

W have a proposal that says at $50 a barrel the rate
goes up to 5 percent - the gross mninumtax; and then
it goes up goes up at every $8 increase at $58, at
[$]66, at [$]74, at [$]82, and at [$]90, by 1 percent.
W erred on the side of being conservative before we
had nodeling done on the bill. But, the state's share
of the increase in a gross mninum tax would remain
smaller than the overall revenue taken in by an oil
conpany producer if we did it at every $6, and if we
did it at every $6, and instead of going all the way

HOUSE RES COW TTEE - 15- March 6, 2017



up to 10 percent, just capped it at 8 percent. So,
just four additional brackets instead of six. So, we
did, 5 [percent] to 6 [percent] to 7 [percent] to 8
[ percent] and stopped at a nmaximum 8 percent gross
mnimum tax, but we did it at every $6 price increase
so at [$]56, at [$]62, at [$]68, [and at $]74. Next
fiscal year we would take in an extra $200 mllion in
revenue. The state's share for those, for that
increase would allow for the producer also to take in
extra profits and extra revenue that would be greater
than the anmount of noney the state's share would be.
So, their revenue share would be higher than the

state's ... additional take. | think that's the
better proposal, | didn't want to ... put it in the
bill until ... it was nodel ed. But, that would be ny

personal recomrendation, and not go all the way up to
10 percent - only go up to 8 percent.

1: 52: 09 PM

REPRESENTATI VE RAUSCHER noted that the slide presentation
alluded to progressivity and bracketing, and often referenced
the ACES tax system He asked whether Representative Gra
recomrended a return to ACES.

REPRESENTATI VE GARA answer ed no. The | egislature should |earn
from all of the previous oil tax systens and devise a system
that addresses the valid concerns related to prior or current
law, and that incorporates the best parts fromthose laws and is
informed by the best advice avail able. He said, "Frankly, were
that [Ballot Measure 1, Alaska GO Tax Cuts Veto Referendum
defeated 8/19/14] to pass, | would have proposed a different |aw
back then, and | had, as a matter of fact."

REPRESENTATI VE GARA further described the alternative proposal

5 percent at $50; 6 percent at $56; 7 percent at $62; capped at
8 percent at $70. At the point when the profits tax becones
bi gger than the gross mninmm he said, "that would take over."
The result would be $200 mllion in revenue in FY 18, rather

than $100 mllion after credits. Representative Gara stated the
bill would allow the legislature to start building the state
again, pay back outstanding oil tax «credits of alnost $1
billion, and create one conponent of a revenue plan that would

hel p get the state out of the red [slide 31].
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REPRESENTATI VE RAUSCHER asked whether all would agree that nore
oil noving down the pipeline wuld be, in a large part, the
answer to the current problem

REPRESENTATI VE GARA agreed that all seek nore oil down the
pi peline; however, it is not in the state's greatest interest to
have nore oil in the pipeline while receiving a zero percent
production tax for the first seven years, during sone of the
nmost vibrant years of a field s production, "or a 4 percent tax
after that."

REPRESENTATIVE BIRCH referred to fiscal note [ldentifier:
HB133- DOR- TAX-03-03-17] found in the comittee packet which
i ndi cated that approaching FY 23, additional revenue increases
from $200 mllion a year to over $300 mllion per year "as you
have a presumably, a declining throughput,”™ and asked whether
[the legislation] is basically a $300 mllion tax increase on
the oil industry.

REPRESENTATI VE GARA answer ed:

Wen you're looking at those "out" years, where it
raises $300 mllion a year, that's only because oil
conpanies are reaping in nmuch larger profits, so you
would ... be taking a share as oil conpanies are
getting a share from higher oil prices. So, that $300
mllion-year is at nuch higher prices than we have
today, and I think an oil tax system should be witten
in a way where the state shares and industry shares in
high oil prices.

1: 56: 00 PM

REPRESENTATI VE GARA returned attention to GVR - gross value
reduction - which reduces a conpany's tax paynent to zero unti

approxi mately $70 per barrel for the first seven years, and then
by approximately 40 percent of the tax rate paid by other
fields. He said HB 133 would elinmnate GVR for large fields
that are presumably nore profitable - 50,000 barrel fields -
while recognizing that small, nore challenged fields can still
retain GVR Further, the maxinmum length of the GVR benefit
woul d be five years, instead of seven years. Turning attention
to Cook Inlet, Representative Gara said under current |aw, after
a certain sunset date, Cook Inlet [producers] wll pay 35
percent profits tax; presently, producers are paying essentially
zero, and the calculations resulting in "close to no production
taxes in Cook Inlet" can be explained by DOR The credits
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provided by the legislature for Cook Inlet production were
intended to incentivize the production of natural gas, although

when searching for gas, many conpanies found oil. The bill
proposes a 22.5 percent tax on profits in Cook Inlet, but does
not propose a Qgross mninmm tax. In addition, a bracketed

wi ndfall profits surcharge is assessed after a conpany achieves
$40 per barrel in profits; however, Cook Inlet is a challenged
area and a $40 per barrel profit nmay never be achieved. He
opined sone tax is needed as right now, "Cook Inlet is all
zeros" [slide 32].

REPRESENTATI VE GARA acknow edged the bill contains one mi stake
in judgnent on his part, and one drafting error. The bracketed
provision was not witten as intended, thus there is an
amendnment available to address the aforenentioned technical

error [amendnent not provided]. Further, there was no intent to
i ncrease the gross mninmumtax on heavy oil, which is defined by
the "Schrader Bluff and Ugnu definition of heavy oil," in that

any field that has oil with a lower gravity than the Ugnu and
Schrader Bluff reservoirs would not be subject to the rising
gross mnimm tax, but would be left at the existing gross
m nimumtax rate [anmendnent not provided].

REPRESENTATI VE JOHNSON asked whether Representative Gara had
reviewed HB 111, and how HB 111 conpares to HB 133.

REPRESENTATI VE GARA pointed out HB 133 does not address tax
credits, and he opined the House Resources Standing Conmttee
shoul d make a decision on tax credits. He restated that if the
state has higher revenue it can afford to pay tax incentives,
otherw se, it cannot. He added that there are two sides when it
cones to the state's fiscal health: the revenue the state
brings in, and what the state does in terns of incentives. The
proposed |egislation addresses the revenue side; in fact, the
provisions in HB 133 protect the fiscal health of the state and
allow it to nove forward in a nore economcally vibrant way,
whi |l e respecting conpany profits.

REPRESENTATI VE JOHNSON inquired as to Representative Gara's
opi nion on changing tax policy al nost on a yearly basis.

REPRESENTATI VE GARA stressed that the tw nost unstable tax
regi mes possible are those that are too high, because there wll
al ways be efforts [by industry] to make changes, and those that
are too |low, because that affects investnment decisions nmade in
antici pation of changes brought by the public. Currently, the
state has a too low tax reginme that my be subject to an
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initiative and/or future |egislation. Preferable to changes -

brought by industry or the public - is passing |legislation such
as HB 133 that would provide nore certainty to the oil industry.
2:02: 20 PM

REPRESENTATI VE BIRCH opined there is stability in Senate Bill
21. He suggested conparing the cost of production in Al aska
with the cost of production in conpetitive fields in the Lower
48, excluding royalty, which has been discussed. He cautioned
t hat bankers who have invested in small producers based on the
state's promse to pay their exploration costs, have indicated
there is a very conpetitive market for capital. He asked if the
bill sponsor had conpared the cost of production in Alaska with
that of other jurisdictions.

REPRESENTATI VE GARA said yes. As a legislator, he has |istened
to an unknown nunber of oil tax presentations from experts, "And

it's not as sinple as just taking the cost"”; in fact, there are
significant cost differences between producing a Shell oilfield
and drilling for shale oil, which can be done with nmany small
wells. Al things being equal, drilling a large pool of oil is
nore efficient than drilling for tiny amounts of oil with |arge
nunbers of small wells. In addition, one could conpare

production in Al aska with offshore oil production in the Qulf of
Mexi co, although the cost per barrel of offshore oil production
is much higher than oil production on land. There is no sinple
answer as to where Alaska ranks in terns of cost, he advised,
but a profits tax equalizes the fact that the costs nmay be
hi gher; furthernore, there is not one decisive conparison
factor, but many conparison factors.

REPRESENTATI VE PARI SH returned attention to slide 6 that showed
production tax net of tax credits earned [in FY 18] was about
negative $25 mllion. He asked about the state's net in the
previ ous years of FY 16 and FY 17.

REPRESENTATI VE GARA answered that prior analyses neasured oil
production revenue conpared to what the state owes in cumulative
years of tax credits. He was unsure whether 2017 was the first
year the state owed nore in tax credits than it received in
producti on taxes. The state is hanpered in its ability to pay
the tax credits due to decreased levels of oil production tax
revenue.

2:07:25 PM
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KEN ALPER, Director, Tax Division, DOR referred to an earlier

guestion regar di ng esti mat ed per barr el costs for
transportation, capital expenditures (CAPEX), and operating
expenditures (OPEX). [Differing estimates of per barrel |ease

expenditure and transportation costs were shown in slides 8 and
10.] He said both estimates were fromthe current RSB, Appendi x
E tables. However, the estimate of $9.33 in transportation cost
is the division's estimate for FY 17, the current fiscal year
[slide 10]. The other estimate of $9.77 is the division's
estimate for FY 18 [slide 8]. Therefore, this year, the tota
estimated cost is approximately $40 and next year the estinmated
cost is approximately $43. Last year, the division expected the
cost for FY 17 would be $46, but conpany efficiency neasures
have reduced the oil i ndustry's per Dbarrel spendi ng by
approximately $5 per barrel in the current fiscal year.

CO CHAIR TARR suggested industry's changes in costs mght |ag
behind the actual change in oil price because, for exanple, the
conpani es cannot respond overnight with reductions in workforce.

MR. ALPER advi sed each year DOR contacts industry regarding its
plans for work in the next year, thus data is collected in
Sept enber and October for inclusion in the Revenue Sources Book.
For the industry, nobilization of workforce requires nonths or
even one year's notice and depends upon each conpany's

i nvest ment decisions and reaction to price changes. He opi ned
once industry determned the drop in oil price was not going to
i mredi ately rebound, "spending has followed." The division's

forecast fromthe fall of 2014 - when the price first dropped -
was that oil price would be back up to $100 by FY 17. Soon
thereafter, the division extended its negative outlook, and in
spring 2016, forecast prices in the low [$]40s for the next two
or three years. However, the fall forecast is a bit nore
optimstic.

CO CHAIR JOSEPHSON recalled discussion about the wunofficia
"[former Governor Jay] Hanmond Doctrine" of oil industry taxes:
[two-thirds for state and federal governnent, and one-third for
i ndustry]. Apropos of [slide 6], in 2018 state production tax
was $230 mllion. He questioned whether |egislators should ask
if industry received $710 million, [approximately $230 million
times three] or whether the state's portion of tax revenue
should not be paid until oil prices return to $100 per barrel
He pointed out that the state is due billions of dollars, "of
course, that's not possible right now" Co- Chair Josephson
asked, "How do | know what the industry brought in, in 2018?"
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MR. ALPER returned attention to slide 6 that showed production
tax, and explained total governnent take, or total non-producer
take, is the sumtotal of all of the different taxes; in fact,
an oil conpany working in Alaska typically has five different
t axes: state property tax, state production tax, state
corporate inconme tax, royalty, and federal corporate incone tax.
Total governnent take is a share of "divisible rents" - the
total divisible profit from producing oil, which is nore or |ess
production tax value with the royalty added back into it as part
of the divisible total. As discussed in a previous
presentation, it is hard to track the share of the net because
t he division nust use aggregated data taken from net profits tax
filings; thus, the division does not have know edge of any
conpany's profits in 1995, because that information was not

required. Further, the division's use of corporate income tax
filings [to determine profit] is conplicated by apportionnent
formulas and the conplexity of corporate incone tax. However,

data is available from 1978-1981, a tine period during which
corporate incone taxes were determned through a separate
accounti ng nechani sm

2:13:49 PM
CO CHAIR JOSEPHSON questioned whether the division could use
data from ConocoPhillips to extrapolate profits earned by other
compani es.

MR. ALPER said probably, although in the years before 2006, the
breakdown of ownership would need to be known; for exanple,
ConocoPhillips my have 30 percent ownership. He added, "I
suppose that would be possible ... [but] there's always going to
be differences anobng the producers based on their corporate
structure, their, what investnments they're making at that nonment
in history, that sort of thing."

REPRESENTATI VE WESTLAKE returned attention to slide 8, and
referred to the discrepancy that was di scussed earlier.

MR. ALPER restated the estimate of $9.77 in transportation cost

and $33.64 [in per taxable  Dbarrel in deductible |ease
expenditures], 1is the division's current forecast for the
average [oil industry] spending in FY 18. I n Decenber [2016]

the tax division was asked to use the aforenentioned data,
assunme the other features of the tax system and calculate the
average effective tax rate at a variety of price points; thus
the data on slide 8 is taken from a letter to Representative
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Gara dated January or February [2017], included in the conmttee
packet .

REPRESENTATI VE WESTLAKE said he understood the need to revisit
the issue of tax credits, and asked whet her [ revenue
information] on royalty is readily avail abl e.

MR. ALPER answered that royalty revenue is fully docunented and
reported in the Revenue Sources Books [prepared by DOR]. He
observed Prudhoe Bay, Kuparuk, and other nmmjor finds were
di scovered on state |and; however, future production in the
Nati onal Petrol eum Reserve-Al aska (NPR-A), offshore, and the
Arctic National WIldlife Refuge (ANWR), which are not |ocated on
state land, wll not provide the state the sane share of
royalty.

REPRESENTATI VE PARI SH referred to Representati ve Gara's
statenent that BP reported deductions of Deepwater Horizon costs
fromits Alaska profits, and asked whether M. Al per had further
i nformation.

MR, ALPER i ndi cat ed no.

REPRESENTATIVE GARA, in response to Representative Parish

clarified an exanple of why BP's annual reports could not be
relied upon for an accurate rendition of their Alaska profits is
that BP deducted sone of its Deepwater Horizon costs, which are
not allowed to be deducted from Al aska's corporate inconme tax;
if BP is paying the gross mninmumtax of 4 percent, there are no

deductions other than the net operating |oss. He pointed out
Al aska's corporate inconme tax systemworks in a "funky" way, and
deferred to M. Alper for an explanation of worldw de

apportionment.
2:18: 38 PM

COCHAIR TARR asked M. Alper to briefly describe worldw de
apportionment.

MR. ALPER informed the conmittee oil conpanies have a globa
i ncome nunber, which is their profit from around the world, thus
taxes paid in Alaska are not necessarily on profit mde in
Al aska, but are on the amunt a conpany nmade worl dw de,
multiplied by a series of ratios tied to ratios of Al aska
activity to global activity, such as a payroll ratio, a property
asset ratio, and an extraction factor. The resulting formula is
multiplied and applied to regular corporate inconme tax for non-
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oil and gas conpanies, and to a special forrmula for oil and gas
conpani es. He conti nued:

The effect of that, on average, is a little bit |ess
than the statutory tax rate. So, if you look at the
corporate inconme tax statutes in [AS] 43.20, the top
rate is 9.4 percent of profits. What we' ve | earned,
based on a track record of many years, is at this
monment in history, the average oil and gas conpany is
payi ng the equivalent of about [6.5] percent of their
profits to the State of Al aska. So, the short answer
there is, the net effect of that nultiplier is that
we're a |little bit of a a belowthe-nean type
calculation for the State of Alaska. And, that's why
you sonetimes hear talk about going back to this idea
of separate accounting which would - at least in
theory - bring us back to the 9.4 statutory rate.

MR. ALPER, in response to Representative Parish, clarified that
the percentage actually paid, on average, 1is a nodeling
convention of approximtely 6.5 percent. For nodeling purposes,
he expl ai ned, the division deducts production tax paid from the
i ncome, or production tax value, and "the anount that is |eft
after the production tax is what we calculate the corporate
i nconme tax on. And then to go further, after subtracting the
corporate incone tax, what's left after that, that's what you
woul d cal cul ate the federal corporate incone tax on."

2:21:22 PM

REPRESENTATI VE PARI SH concluded that the state is receiving
approximately 3 percent less in corporate incone tax than the
statute indicates.

MR. ALPER agreed "on average"; however, the percentage will vary
from conpany to conpany because each conpany has its own
circunstances and rati os.

REPRESENTATI VE  PARI SH furt her asked whet her the gl obal
apportionment formula takes into account the higher average
quality of Alaska oil - which is low gravity oil - in contrast
with tar sands that are prevalent in other parts of the world.

MR. ALPER was unsure and offered to provide a response fromthe
di vi si on.
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CO CHAIR JOSEPHSON questioned whether the state is receiving
|l ess than what is statutorily designated because the formula at
the present time is affected by worldw de deductions,
apportionnment, and such.

MR. ALPER said exactly right. For exanple, if a conpany's
gl obal share of incone is $1 billion, Alaska's 10 percent of
that would be $100 mllion, and if the share of property the
conpany owns in Alaska is less than one-tenth of its gl obal
property, "that will reduce the nmultiplier in sonme way, those
ki nds of factors."”

2:23:24 PM

REPRESENTATIVE PARISH returned attention to the global
apportionnment issue and opined if the state is getting paid
| ess, due to the aforenentioned fornula, sonebody else nust be
getting paid nore.

MR. ALPER recommended that Representative Parish discuss this
issue with the division's corporate incone tax expert, Brandon
Spanos, Deputy Director, Tax D vision, DOR

CO- CHAIR TARR recalled there was previous |egislation sponsored
by Representative Seaton [House Bill 191 introduced in the
Twenty-N nth Al aska State Legislature] on this topic, and said
over the years the nonetary value of separate accounting versus
wor | dwi de accounting has added up to approximately $6 billion
[in additional revenue to the state].

MR. ALPER related in 1978 the legislature enacted a separate
accounting based system which was adjudicated through the
courts, and which greatly increased Al aska' s revenue take. At
that time, in 1978, Alaska had a Ilot of production and
relatively low anmounts of infrastructure. The state was brand-
new to the oil business and not a lot of infrastructure had been
built, thus "the nultipliers were strongly in our favor."
However, multipliers are shifting toward breaking even: Al aska
is currently at two-thirds [rate of governnent take collected
from industry] and was probably at one-third or one-quarter [in

1978]. Wthin the tax division, there is concern that a return
to separate accounting may instigate manipulation of the tax
system by taxpayers' sophisticated accountants. He gave the

sinple exanple of a major operator in Alaska that sells its
Al aska operations to a subsidiary based in Washington State, and
then | eases the Al aska operations back for $5 billion per year;
for corporate incone tax separate accounting purposes, this

HOUSE RES COW TTEE - 24- March 6, 2017



woul d nmean the major operator is now operating at a | oss. He
cautioned that the cunulative inpact of a return to separate

accounting is unknown. Furthernore, the division perfornmed a
rudi mentary analysis for the fiscal note attached to
Representative Seaton's bill, and estimated a change to separate

accounting nmay have raised a couple hundred mllion dollars per
year, presum ng nothing el se changed.

REPRESENTATI VE JOHNSON requested the commttee hear testinony
from the [Ql and Gas] Conpetitiveness Review Board (OGCRB),
DOR.

COCHAIR TARR related there were no plans to hear from OGCRB.
She added there was a delay in the board's work after the new
adm nistration took office, and she was unsure whether the board
was fully appointed at this tine.

MR. ALPER advised that the 2015 GOl and Gas Conpetitiveness
Revi ew Board Report was nade available to the conmttee. He
explained that the nost recent proj ect on the board's
[deliverables] cycle would have been a Cook Inlet analysis;
however, the board chose to defer that analysis due to the major
changes to the Cook Inlet taxation system that were nade | ast
year. The board recently began the process of hiring an outside
contractor to |look at various pieces of |egislation, and how the
board m ght conpare and contrast Al aska's conpetitiveness, and

he said, "So, | would doubt that there is nuch of, of interest,
that's extrenely tinely, that could be brought to the commttee
now, although, later in session | think there will be at least a

draft report to bring forward."
2:28: 07 PM

CO-CHAIR TARR said she would report to the conmttee on the
status of OGCRB

2:28:31 PM

REPRESENTATI VE GARA cl osed, restating that the state contracts
for a higher royalty on a field that it believes has the
potential to be nore profitable. During the debate on Senate
Bill 21, an anendnent was [adopted] to reduce the production
taxes on [potentially nore profitable] fields to reduce overal

governnent take to that of the 12.5 percent fields; however, the
benefit that lowers the production tax on 16 percent royalty
fields is elimnated in HB 133. Finally, the gross m ninum tax
in HB 133 never gets to North Dakota and Louisiana |evels.
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Representative Gara renminded the conmmttee to subtract about
four-tenths fromthe tax because 35 percent of the taxes paid to
the state are deductible from a conpany's federal corporate
income tax. He further expl ained:

So, we can sort of piggyback a little bit on the
federal governnent's decision not to accept as nuch of
a share as it could, but if we raise taxes by 3
percent, we're really raising them by 2 percent
because the conpany then gets that nmuch bigger of a
federal deduction. And the way our corporate tax
wor ks, you get to deduct your production taxes from
your state corporate tax, too. So, you get two
deductions for any tax increase, and so, any tax
increase here really should be viewed as ... only
about six-tenths of what it |ooks |ike because about
four-tenths of that, the conpany doesn't really pay.

CO- CHAIR  JOSEPHSON, al t hough not representing i ndustry,

suggested that one of industry's responses to HB 133 wll be
that Louisiana's fixed 13 percent tax rate is higher at oil
prices through $90 per barrel, but HB 133 provides an

opportunity for the state, theoretically, to get 35 percent at
an oil price of $170 per barrel.

REPRESENTATI VE GARA pointed out legislators have a duty to
represent their constituents now, and now, no one anticipates
world record oil prices of the anmobunt it would take to get the

profits tax under current law up to 35 percent. He said it's a
nythical tax rate because never has there been an oil price that
woul d have gotten the state [to a 35 percent tax rate]. In

order to protect the future of Al askans during the next decade,
and provide a vibrant wuniversity system and schools in which
Al askan children can thrive, Al aska legislators need to | ook at
the near-term - three years, five years, and ten years into the
future - and HB 133 protects Al askans over the next ten years;
wi thout this proposed |egislation, the revenue the state needs
now, for reasons the conmttee understands, will be |ost.

2:32:56 PM
REPRESENTATI VE RAUSCHER spoke of the <confusion created for

producers related to whether the proposed legislation is a
permanent fix to the oil tax system
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REPRESENTATI VE GARA agreed the legislature should not develop a

partial oil tax system that would have to be revisited. He
remar ked:
So, in this bill we've addressed the |ow price problem
of the zero percent production taxes on GVR oil, [and]
the 4 percent gross mninum tax that we |live on unti
$74 a barrel. So, that's the "for the next 10 years
probl em" But, we also address the next 30-year

probl em by al so addressing the fair share we should be
getting when conpanies are in windfall profits range.
So, this bill has both provisions. One provision that
probably won't kick in for many, nmany years, which is
when conpanies are in the wndfall profits range, [is]
"What should our share be?" And, one provision for
what we do now. And so, it's ... intended to be
stable across all prices, and to be |ess aggressive
than ACES was at high prices, but to be stable across
all prices, rather than focusing on just now, or just
| at er.

REPRESENTATI VE GARA reiterated there are two anendnents to the
bill that better reflect the legislation's intent: 1. to not

increase the tax on heavy oil; 2. to correct |anguage on
bracketing [anmendnments not provided].

CO- CHAIR TARR announced the commttee's intention to have one
[oil and gas tax] bill reported from the commttee, therefore,
the purpose of today's presentation was to hear other options
t hat coul d be included in upcom ng | egislation.

[ HB 133 was hel d over.]

2:44. 04 PM

ADJ QURNVENT

There being no further business before the commttee, the House
Resources Standing Commttee neeting was adjourned at 2:44 p.m
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