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COCHAIR GERAN TARR called the House Resources Standing
Commttee neeting to order at 1:02 p.m Representatives Tarr,
Birch, Parish, Talerico, Rauscher, Johnson, Westlake, and
Josephson were present at the call to order. Representati ve
Drummond arrived as the neeting was in progress.
PRESENTATI ON( S): DEPARTMVENT OF REVENUE - THE COVPETI Tl VNESS
REVI EW BOARD ( O&GCRB)

1: 03: 25 PM

CO- CHAIR TARR announced that the first order of business would
be a presentation by the Departnent of Revenue on the Gl and
Gas Conpetitiveness Review Board, as requested by Representative
Johnson.

1: 04: 48 PM

RANDALL HOFFBECK, Conmmi ssioner, Departnent of Revenue (DOR),
informed the conmittee the QI and Gas Conpetitiveness Review

Board was forned as a provision of Senate Bill 21, [passed in
the Twenty-Ei ghth Alaska State Legislature], and was charged
with two tasks. First, the board was to gather data and nake

recommendations to the Alaska State Legislature concerning the
conpetitiveness structure of the state, not just on tax, but
also in areas such as regulatory and transportation issues.
Second, the board was to advise the legislature on its findings
regarding the state's fiscal system |abor pool, and regulatory
conpetitiveness. The diverse board seats the follow ng nenbers:
two nenbers of the public who are not affiliated with the oil
and gas industry;, three admnistrative departnent heads, one
each from the Departnent of Environnmental Conservation (DEC) and
the Departnment of Natural Resources (DNR), and one from DOR, one
conm ssioner fromthe Alaska G| and Gas Conservati on Comm ssion
(ACCCC); three oil and gas subject matter experts - a petrol eum
engi neer, a geologist, and a financial analyst; and two industry
trade group representatives. The board's initial, 93-page
report was delivered in March 2015, as a general conpetitiveness
overview and is available on the DOR web site. The focus of the
report was a conpilation of existing data with mniml new
anal ysis, including a table which provided a high-Ievel overview
conparing Al aska's tax systemto that of other states.

COWM SSI ONER HOFFBECK rel ayed that the next report was due in
January 2017 and was to be a review of the Cook Inlet tax
regi ne. However, Cook Inlet is in a transition phase after its
tax policy was rewitten under House Bill 247 [passed in the
Twenty-Ninth Al aska State Legislature], and a delay of the
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report until January 2019 was requested from |legislative
| eader shi p. The board decided to use the available tinme to
conpile and facilitate the early delivery of the required 2021
report, which is to be a conprehensive report covering the
state. Further, the board realized that by teamng with the
Alaska G| and Gas Association (AOC®), the integrity of the
report would be acceptable to a broader sector of the
| egi sl ature. However, procurenent issues arose, and ACGA has
contracted with the consulting firm of Wod Mackenzie to do an
overall review of the state's conpetitiveness, and the state has
contracted with the firm of Black and Veatch for a review of
simlar scope and deliverables. The board will consolidate the
two reports and provide a conparative analysis to the
| egi slature. The reports have as yet to be delivered, and thus,
the board has not been able to begin the conpilation.
Comm ssioner Hoffbeck said he expected there would be no
i nformation avai |l abl e to t he commttee prior to its
del i berations on HB 111.

1:11: 03 PM

REPRESENTATI VE BI RCH asked whether the comm ssioner has had an
opportunity to review the [upcoming] comrittee substitute (CS)
for HB 111, and whether the bill and the commttee substitute
reflect the adm nistration's position.

COWM SSI ONER HOFFBECK noted that the bill is very different from
the bill introduced by the admnistration in [the Fourth Speci al
Session of the Twenty-Ninth Al aska State Legislature, which
occurred in 2016]; DOR has assisted the conmttee with the
structure of the proposed legislation, but it 1is not the
adm nistration's bill.

REPRESENTATI VE BI RCH asked whether the CS is supported by the
adm ni stration.

COWM SSI ONER  HOFFBECK said administrative policy precludes
taking a position on a bill during the |egislative process.

CO CHAIR TARR questioned the effectiveness of the board, as it
was established w thout resources, and she suggested that if the
conmttee believes the board 1is inportant, then it may
reconsi der staffing the board.

COWMWM SSI ONER  HOFFBECK added that DOR has also questioned

whet her, w thout resources, the board has a purpose. Al t hough
difficult to achieve wthout resources, the board as a whole
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determned that it has a purpose, which could be achieved given
the appropriate resources. In response to Representative
Johnson, he reiterated why a report date has not been
det er m ned.

CONFI RVATI ON HEARI NGS( S)
ALASKA O L AND GAS CONSERVATI ON COVM SSI ON _( AOGCQO)

1:16: 57 PM

CO CHAI R TARR announced that the next order of business would be
the confirmation hearings for the Alaska GOl and Gas
Conservati on Comm ssion (AOGCC).

CO- CHAI R TARR announced that the commttee would first hear from
Hol li s French.

1:18: 48 PM

HOLLI S FRENCH provided an overview of his work experience that
is relevant for being seated on the comm ssion, paraphrasing
from a prepared statement, which read as follows [original
punct uation provided]:

| began work in Alaska's oil industry in 1979, when |
was hired as a bullcook on Shell Platform A in Cook
Inlet. I worked continuously on that platform for five
years. | was pronoted from bullcook to roustabout in
1980, and a year later Shell GO Conpany hired nme and
trained ne to be a production operator.

| becane famliar with all aspects of offshore oil
production i ncl udi ng wat er i njection, power
generation, gas conpression and oil separation and
shipping. W worked closely with drilling crews when
the rotary drill rig was running. W shipped pigs in
the oil transport line and proved custody transfer
nmeters. Every nenber of the crew was a firefighter as
wel | .

In 1984 | was hired by ARCO Alaska Inc. as a

production operator at the Kuparuk River Field on the
North Slope. ARCO had an aggressive training program
in place that noved operators through a half-dozen
positions at roughly six nonth intervals. | becane
qualified to work every station in the plant:
waterfl ood, oil separation and shipping, gas lift and
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conpr essi on, power generation, di esel producti on,

natural gas liquids handling and waste injection. |
was also assigned to Drill Sites, which entailed
nmonitoring and testing wells, and coordinating work
with wireline operations and drilling. | becane versed

in one of AOGCCs primary mssions by conducting
wi tnessed tests of each well’s surface and subsurface
safety valves for AOGCC field inspectors. The top job
at that tinme for operators was to be assigned to the
control room as Board QOperator. | worked approxi mately
fifty week-long shifts, at ninety hours per week, as a
Board Qperator.

The performance reviews | received from ARCO were all
positive. Here is an exanple from 1991, just prior to
nmy being pronoted to Lead Operator, a position created
that year to replace the conpany’s forenmen: “Hollis
exceeds expectations. Hollis’ technical expertise,
maturity and |eadership abilities make him uniquely
qual i fied for advancenent into supervision.”

In addition to ny operator duties | was a nenber of
t he Kuparuk Fire Brigade.

In 1992 | left the oil industry to go to | aw school.
1:23:15 PM

REPRESENTATI VE BI RCH asked what M. French considers to be the
nost inportant role of the conmssion, for exanple, the key
aspects and responsibilities.

MR. FRENCH responded that the conmission is focused primarily on
managenent of the state's enornmous oil, gas, and geothernma
resources through conservation practices designed to provide the
hi ghest possible level of recovery, while ensuring workers have
a high level of personal safety and protecting the fresh
groundwater of the state. Further, it is wpart of the
comm ssion's mssion to nmake sure that every owner is able to
extract their share of the resource, and he provided an exanpl e.
Along with staff engineers and geol ogists, as a public nmenber of
t he comm ssion, he provides another set of eyes on issues.

REPRESENTATI VE RAUSCHER inquired of M. French, based on his

conmmi ssion experience thus far, what changes he would like to
see occur or visions adopt ed.
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MR. FRENCH said one action is the revision of the bonding
practices, which cane as a recomendation from a |egislative
audit dating back to 1991. The current practice is to collect a
$100, 000 bond from a drilling conpany to ensure that the well
will be ultimately plugged and abandoned at the end of its
economc life. Wen the sane conpany drills another well, the
state receives another $100,000 bond for the second well, which
is the bond for all subsequent wells the company may drill.
Thus, nost conpanies operating in Al aska never post nore than
$200,000 in bonds as a prom se to plug and abandon however many

wells they drill. He said that the comm ssion recognizes that
$200,000 is an insufficient amount to cover the cost of plugging
and abandoning a typical well in Al aska.

REPRESENTATI VE RAUSCHER asked how many wells have not been
cl osed appropriately, causing the state to pursue the conpany
for mtigation purposes.

MR. FRENCH answered that the legacy wells are the best exanple.
The wells were drilled by the US. Navy (USN) in the Nationa

Petrol eum Reserve-Alaska (NPR-A), circa 1940-1970. The wells
were not sufficiently plugged and abandoned when the drilling
conmpany contracted by the USN pulled off the sites. He said
these wells have becone enornous environnmental and economc
headaches, despite the $50 mllion appropriated by the federa

government to clean up the well sites. Al t hough these wells
stand as the dom nant exanple of how not to nanage an oilfield

it's estimted that there are 750 wells in Alaska that are
nei t her abandoned nor producing, but are standing shut-in wth
their ultimate fates unknown. Ten years ago, the nunber was
500, and it is now over 750, which is cause for concern by the
commi ssi on.

1: 29: 48 PM

CO- CHAIR JOSEPHSON noted that the experience the appointee
brings to the conm ssion's public nmenber seat is beneficial, but
not a prerequisite for serving.

MR. FRENCH pointed out that a statutory change was nmade to the
public nenbership qualifications: AS 31.05.009(3) directs that
the public nenber being seated nust have "training or experience
that gives the person a fundanental understanding of the oil and
gas industry in the state.” Therefore, sone background in oil
and gas is necessary to assune this "very technical job," and
sonmeone who has no know edge of oilfield operations is prevented
from bei ng appoi nted as a public nmenber.
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CO CHAI R JOSEPHSON said there has been a "dust-up" on the Kena
Peninsula regarding [hydraulic fracturing, al so fraccing,
frac'ing, hydrofracturing or hydrofracking], and he asked about
both the risks and concerns for this practice and if public
notices are being provided in a fair and sufficient manner.

MR. FRENCH opined that the physical and environnental risks for
fracking in the affected area are extrenely low. A tough set of
permt requirenents is in place to govern the practice, and one
aspect of the permt requires notification of |andowners wthin
a one-half mle radius of a site. The public is concerned about
the pollution of freshwater; however, the engineering being
applied should alleviate those concerns. Currently out for
public comrent is a proposed regulation that would make fracking
permt requests immediately available for public review,
allow ng 10 days for feedback and keeping residents informed of
what is being considered.

CO- CHAIR JOSEPHSON reported one concern is that industry is
all owed 30 days to review proposed fracking regulations and the
residents have only 10 days.

MR. FRENCH acknow edged that the proposal out for notice and
cooment is to allow the public 10 days to review a regul ation,
whi ch, he estimated, can usually be read in about one hour.

1: 35:15 PM

REPRESENTATI VE DRUMMOND asked when the governor appointed M.
French to the conmm ssion.

MR. FRENCH responded that the appointnment was nade in July 2016.

REPRESENTATI VE DRUMMOND est abl i shed that this hearing is not for
a re-appointnent but is an initial confirmation. She asked what
had been acconplished since M. French assunmed the seat on the
commi ssi on.

MR. FRENCH recalled that pernmits have been received, reviewed,
and signed for nearly 300 workover permts and alnost 100 new
wel | s. He offered that Hilcorp executives have expressed their

support for his confirmation. In further response to
Representative Drummond, he said workover permts cover actions
other than drilling new wells, such as noving the location of a
rig.
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REPRESENTATI VE RAUSCHER queried how nmany permts have been
refused.

MR. FRENCH estimated zero permts have been stopped. He said
that the conpanies operating in Al aska know what they're doing
and if the rules are followed, the permt is issued.

REPRESENTATI VE RAUSCHER concluded that the oil conpani es
understand the permts and realize the necessary steps to follow
and the due diligence required.

MR. FRENCH said the interesting aspect of a pernmt is often the
back and forth dialogue docunented by the engineers on each
side, as they consider the best way to proceed with a project.

REPRESENTATI VE JOHNSON asked what process he would follow to
have a statute changed.

MR. FRENCH responded that he would bring issues requiring
statutory changes to the House Resources Standing Conmttee and
t he Senate Resources Standing Conmittee.

REPRESENTATI VE PARI SH questi oned whether the conm ssion requires
| egi sl ative action on any topic at this tine.

MR. FRENCH responded no.

REPRESENTATI VE TALERICO asked if M. French has seen an
i mprovenent in facility and personal safety within the oil and
gas industry.

MR. FRENCH recalled taking a tour of Point Thonson as a
| egi sl ator and being stunned to see the inprovenent in safety
practices that had occurred since he left the industry in 1992;
there has been a step up of safety neasures in all areas.

1:43: 07 PM

COCHAIR TARR opened public testinmbny on the confirmtion
hearing of M. French. After ascertaining no one w shed to
testify, public testinony was cl osed.

1:43: 32 PM

CO- CHAI R TARR announced that the commttee would next hear from
Dani el Seanpunt, Jr.
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1:44:15 PM

DANI EL SEAMOUNT, JR., Appointee, Alaska G| and Gas Conservation
Comm ssion (AOGCC), said he has served on a public seat on AOGCC
for over 17 years and |ooks forward to another 6 years. He
provi ded personal history and directed attention to the
commttee packet and his resunme, biography, and letter of
interest provided, and reviewed highlights, which include: work
with 10 AOGCC comm ssioners and 5 governors; service in Al aska
for 25 years; industry service for 27 years in onshore and
of fshore exploration and devel opnent in many parts of the world;
and extensive reviews of AOGCC orders and permts. M. Seanount
prai sed the AOGCC staff for their outstanding work in assisting
i ndustry. He provided many details on work the conm ssion has
acconplished during his service. He endorsed the appointnent of
Hollis French as comm ssi oner.

REPRESENTATI VE RAUSCHER asked what M. Seanobunt considers to be
his biggest contribution to the state, after 16 years of service
on AOGCC.

MR. SEAMOUNT answered that his focus has been to keep things
running snmoothly and to nmaintain oversight of the operators to
ensure that they are adhering to state regul ations and statutes.
The |ow nunber of blowuts conmpared to other oil production
states is notable, with only 17 in 60 years, versus North
Dakota, which had 17 bl owouts in 6 nonths.

REPRESENTATI VE RAUSCHER noted the resune references to work
performed in the various areas of the state and said the
experience M. Seanount brings is appreciable.

1: 55: 02 PM

REPRESENTATI VE BI RCH observed there has been recent discussion
about the marketing of seismc data, and he remarked that DNR
may nake seismic data in its possession available to enhance
exploration efforts. He asked whether seismic data is
effective.

MR. SEAMOUNT said seismc data has cone a |ong way. There are
over 20 basins in Alaska that have oil and gas potential,
although only 2 have been productive, leaving a trenendous
anount of oil and gas left to be discovered, and seismc wll
have a big part in future discoveries.
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REPRESENTATI VE PARISH directed attention to the ongoing Cook
Inl et natural gas |eak where 200, 000-300,000 cubic feet per day
of natural gas is "bubbling away." He asked what the
| egislature can do and what action the conmission is taking
about the pipeline |eak.

MR. SEAMOUNT advi sed the comm ssion is divided, but the ngjority
opinion is that the authority over the leak is held by the
Department of Environnental Conservation (DEC) and the U S
Coast Guard (USCG, because "that gas has already been bought
and paid for; ... that gas belongs to sonebody el se now. "

REPRESENTATI VE PARI SH di sagreed, noting that the gas was to be
"provided to Al askan ... businesses and hones, and we capture
nore of its econom c val ue that way."

MR. SEAMOUNT expressed his personal confidence that the |eak
will be stopped by May 2017.

REPRESENTATI VE TALERI CO expressed his strong support for the
appoi ntment of M. Seanount.

2:00:16 PM

CO-CHAIR TARR opened public testinony on the confirmation
hearing of M. Seanount. After ascertaining no one w shed to
testify, public testinony was cl osed.

REPRESENTATI VE  DRUVMOND  expressed her support for t he
appoi ntment of M. Seanount.

REPRESENTATI VE = WESTLAKE  expressed hi s support for t he
appoi ntment of both M. French and M. Seanount.

REPRESENTATI VE PARI SH requested that AOGCC nenbers reexanine the
| oss of hydrocarbons in Cook Inlet.

2:03:14 PM

CO CHAIR JOSEPHSON made a notion to advance the nanes of Hollis
French and Dani el Seanount, Jr., appointees to the Alaska Gl
and Gas Conservation Comm ssion, to a joint session of the House
and Senate for consideration. He rem nded committee nenbers

that signing the reports regarding appointnents to boards and
comm ssions in no way reflects individual nenbers' approval or
di sapproval of the appointees, and that the nom nations are
nmerely forwarded to the full legislature for confirmation or
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rej ection. There being no objection, the confirmations of M.
French and M. Seanpbunt were advanced from the House Resources
Standing Comm ttee.

2:03: 44 PM

The conmmttee took an-at ease from2:03 p.m to 2:11 p. m

HB 111-O L & GAS PRCODUCTI ON TAX; PAYMENTS; CREDI TS

2:11: 46 PM

CO- CHAIR TARR announced that the final order of business would
be HOUSE BILL NO 111, "An Act relating to the oil and gas
production tax, tax paynments, and credits; relating to interest
applicable to delinquent oil and gas production tax; and
providing for an effective date."

2:12: 01 PM

COCHAIR JOSEPHSON noved to adopt the proposed conmittee
substitute (CS) for HB 111, Version 30-LS0450\N, Naunman,
3/ 10/ 17, as the working docunent.

2:12: 19 PM

CO CHAI R TARR obj ected for discussion purposes. She stated the
intent of the co-chairs is to give the conmttee an opportunity
to review the CS and, following that, the bill would be held in
conmittee.

[ A discussion ensued regarding the commttee's devel opnment and
handl i ng of the CS.]

2:19:50 PM

LI SA VEI SSLER, Staff to Representative Andy Josephson, directed
attention to a docunent, entitled "Conparison of HB 111 wth
Comm ttee Substitute Wrk Draft (Resources),"” dated 3/9/17, to
point out the side by side analysis/conparison. The first
change is an addition of intent |anguage such that contingent on
the passage of a fiscal plan, a substantial portion of the
outstanding transferable and production tax credit certificates
woul d be purchased.

CO- CHAIR TARR interjected that another vehicle for establishing
legislative intent could be brought via a letter of intent;
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however, having the |anguage included in the bill provides a
stronger mnessage in which to outline a nmeans to address the
exi sting debt.

M5. WEISSLER said the interest statenent in Section 1 becane
Section 2 in the CS ("Version N'), w thout change. Section 2 in
the original bill raised the mnimum tax from 4 percent to 5
percent; Section 6 in Version N would set the mninumtax at 5
percent, when the average Al aska North Slope (ANS) price is $50
or nore, and at 4 percent, when the average ANS price is |ess
than $50, and it would renove the variable mnimumtax rate.

2:22:46 PM

The committee took an at-ease from2:22 p.m to 2:24 p.m due to
technical difficulties.

[A series of intermttent t echni cal difficulties caused
interruptions and sone testinony was |ost. ]

CO- CHAIR TARR commented that changing the mninum oil tax to
reflect a benchmark rate of $50.00 per barrel was done in
response to industry to better reflect the current |owprice
envi ronment .

2:25:11 PM

The committee took an at-ease from2:25 p.m to 2:34 p.m due to
technical difficulties.

2:34: 04 PM

M5. WEI SSLER returned attention to the conparison and said there
was a mstake in Section 2 of the original bill, which ended the
m nimum tax for oil in 2022 when the net production tax for gas
was slated to change to a gross value tax. Version N nmakes the
necessary correction to apply the mninum tax to oil
indefinitely and end it only for gas in 2022. A new section to
AS 43.55.011 related to reducing the m ninum tax below the fl oor
was not changed. In order to stop industry's use of the per
barrel tax credit in nonths that would reduce their tax, Section
7 of Version N would delete |anguage in AS 43.05.011(qg) and add
new | anguage in AS 43.05.011 (j) that better addresses the issue
of the credits being applied in different nonths. [ 1 ndisc. due
to audio recording technical difficulties.]
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REPRESENTATI VE RAUSCHER asked whether per barrel tax credits are
being applied in the sanme fiscal or cal endar year.

MS. VEI SSLER answered that credits have been allowed during the
same cal endar year

2:37:36 PM

The committee took an at-ease from2:37 p.m to 2:42 p.m due to
technical difficulties.

2:42:34 PM

M5. VWEISSLER explained that HB 111 initially proposed, in
Section [5], to change the North Slope carry forward annual net
operating loss (NOL) «credit rate, as established under AS
43. 55.023(b), from 35 percent to 15 percent for the purpose of
mat ching the production tax rate with the carry forward or NCL
rate. Currently, the per barrel credits added in by Senate Bil
21 [passed in the Twenty-Eighth Alaska State Legislature]
distort the 35 percent matching rates. M. Wissler referred to
testinmony by legislative consultants related to carry forward
| osses, and noted that another provision of HB 111 was to
elimnate cash credits for NOLs.

REPRESENTATI VE RAUSCHER paraphrased a quote from a consultant,
stating, "If you're not allowed to recover your costs, that puts
Al aska on the bottom of the conpetition scale around the world."
He noted that [the proposed change from 35 percent to 15
percent] represents a significant percentage drop.

CO- CHAIR TARR advised that the remainder of the presentation
should provide an understanding of how the consultant's
recommendation i s being foll owed.

M5. WEISSLER restated the original intent of HB 111 was to
reduce NOLs to 15 percent and elimnate cash credits, which
would be "a very big hit to the independent producers.™ She
said the state seeks to keep independent producers operating in
Al aska; therefore, Version N, Sections 9 and 24-26, introduce
carry forward deductions. She continued, as follows:

W get rid of the net operating loss credits - people
carry the deduction forward. Now, typically that
woul d be 100 percent of sonmeone's cost .... The issue
that we have here in Alaska is this distortion that we
refer to of a 35 percent tax rate with per barrel
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credits and where the effective tax rate is |ower than
that 35 percent. And so, speaking in the context of
maj or producers who have tax liability, if they cane
to a point where they had a net operating |oss that

was carry forward, where they got an uplift - and the
uplift, | should nention, and this will be in Section
26 of [Version] N, is 7 percent above the [US.
Federal Reserve Systeni rate - they'll get that
interest, they carry forward a hundred percent of
their net operating |oss. However, when they accrued
that loss they wuld have only been paying an
effective tax rate of say 15, 17 percent. And so, to

correct for that, ... because of our tax system

it's being set at 50 percent of the net operating |oss
carry forward, and that has the sane effect as how the
original bill was witten, ... taking 35 percent tax
rate, 15 percent net operating losses. So, ... that's
how t hi s works.

For the major producers, it won't have a huge effect

because they generally have tax liability; they
are able to take a hundred percent of their deductions
in a year. Now, we'll talk about the independents
who don't have production, or the explorers. .
They'Il be able to carry 50 percent of their net
operating losses forward, they'll have the uplift -
this interest that wll address the tinme value of

money - but they are getting 50 percent of their net
operating |osses, where the nmjor producers, who have

a tax liability, are getting a hundred percent. So
this is essentially a policy call in ternms of our tax
structure.

M5. WEI SSLER pointed out that this structure has been set up in
an effort to level the playing field between ngjors and
i ndependents, and she specified that the provision would apply
to operators only on the North Slope, not to those in Mddle
Earth or Cook Inlet.

2:49:24 PM

COCHAIR TARR recalled the work session that i ncl uded
information on the carry forward | osses. By allowing the | osses
to be carried forward, at the 100 percent level with the uplift
i ncluded, in seven years the value would be 200 percent. Thi s
action represents a big conmtnent on the part of the state, she
opi ned, when an initial year investnent, wth interest, is able
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to grow by 100 percent in value in seven years. A seven-year
timeframe is the acceptable tinme described for an oil project to
conme on |ine. The effort here is to make Al aska attractive to
investors and to all ow producers to recover 100 percent of their

| osses and 200 percent of their investnment over tine. O her
considerations are to ensure that the state's tax policy is
sustainable, that it wll allow the state to neet its
obligations, and that it wll not result in a financia

ci rcunst ance of being overconmmtted.

M5. WEISSLER, in response to Representative Birch, clarified a
portion of the language in Version N as described in the
conpari son docunent.

2:55:12 PM

MS. WEI SSLER returned attention to the conparison docunent, on
page 2, and said Section 6, renmoving the ability for taxpayers
to apply for purchase of NOL credits, remains the same and
appears in Version N as Section 11. She noted that Section 7
wi th amendnents to sliding scale per barrel credits, is found in
Section 14 of Version N

CO- CHAIR TARR further explained that the current |ower price
environment, which led to a change to the mninum tax, is also
reflected in changes to the per barrel credits. Currently, per
barrel credits "slide" from $8 to zero, which has been adjusted
down [from the highest oil price of $150 per barrel and above,
to $110 per barrel and above] to ensure the per barrel credit
can be applied in a lower price environnent. The original bil
woul d have cut the credit to $5, which was deemed too extrene.

M5. WEI SSLER expl ained that a dry hole credit was not previously
in HB 111, and now appears in Version N as Section 17. It is
designed to assist a conpany that explored in good faith but
realized no production. The |anguage would allow an explorer to
take up to a 15 percent purchasable tax credit of exploration
expenditures incurred for drilling that results in a dry hole,
based on the following specific conditions: paynment of all
service contracts; return of the lease to the state; proof the
explorer has no oil or gas production; and the expenditure is
not the basis for another credit claimd under the production
t ax.

CO- CHAI R TARR added that the aforenenti oned neasure was i ncl uded

on the recommendation of the consultant to provide a neans for
expl orers that never see production to cover their costs.
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M5. WEI SSLER explained that Section 8, wthout change, becane
Section 18 in Version N, and would amend the tax credit fund to
reflect the change that renoves the ability for taxpayers to
apply for a cash paynent for net operating loss credits.
Section 9, wthout change, becane [Section 19] in Version N, and
woul d change the limt on cash paynent of tax credits froma $70
mllion cap to a $35 mllion cap per conpany and |limt
purchasable credits to conpanies with not nore than 15,000
barrel s per day production, which is down from 50,000 barrels.
She pointed out that this provision applies only to Mddle Earth
[ non-North Slope, non-Cook Inlet areas of the state], and to
gqualified capital expenditure credits and well |ease expenditure
credits.

M5. WEISSLER directed attention to Section 27, "Assignnent of
Tax Credit Certificates,” in Version N, which would repeal the
2013 statute that allowed for the assignnment of production tax
credits to a third-party assignee. This provision is required
because a change in current statute that was intended to apply
to gas in Cook Inlet actually applied to the entire state; as a
result of the current statute, the state has been placed in the
position with banks holding credits, which A aska must now pay
for in cash.

REPRESENTATI VE = RAUSCHER asked i f this measur e wil | be
retroactive

CO CHAIR TARR replied no
2:59: 54 PM

M5. WEISSLER continued to Sections 20 and 21, "Tax Credit
Information,"” two new sections in Version N, which would allow
certain information related to tax credits to be made public,
and to Sections 3-5, "Confidential Tax Information," also new
sections of Version N, which would allow certain confidential
taxpayer information to be disclosed to legislators in executive
session in conformance with a signed confidentially agreenent.

CO- CHAIR TARR inforned the commttee the foregoing |anguage was
the sane as was used [for House Bill 247, passed in the Twenty-
Ninth Alaska State Legislature] and was drafted wth the
participation of the Alaska G| and Gas Association (AOGA).

M5. VEI SSLER continued to Section 26, "Net Operating Loss Carry
Forward,”™ a new section in Version N which would direct the
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Departnment of Natural Resources (DNR) to develop regulations to
establish a review process for agency preapproval of |[ease
expenditures that would generate a carry forward annual | oss
Finally, Section 28 in Version N would establish a legislative
wor ki ng group to anal yze the Cook Inlet fiscal regine.

CO CHAI R TARR added that a Cook Inlet working group is needed to
review the tax regine in Cook Inlet; currently, there is a
dollar per barrel oil tax, but no gas tax, and the working group
will nmeet on this issue during the legislative interim period.
Menmbership in the working group is open to industry.

3:02:56 PM

CO CHAIR TARR renoved her objection to the notion to adopt the
proposed conmttee substitute (CS) for HB 111, Version 30-
LS0450\ N, Nauman, 3/10/17, as the working docunent. There being
no further objection, Version N was before the conmttee.

3:04: 28 PM

REPRESENTATI VE BIRCH asked for «clarification on the wuplift
provision in the bill.

CO- CHAIR TARR said the consultant recommended seven years as the
average tineframe for a project to come on line. There were
ot her options discussed, and the decision was nade to use the
sane interest rate that is applied to delinquent tax paynents.

CO- CHAIR TARR said the upcom ng hearing schedule on HB 111 woul d
be adjusted as necessary to accommopdate forthcom ng anendnents.

[HB 111 was hel d over.]
3:06:17 PM
ADJ QURNVENT

There being no further business before the commttee, the House
Resources Standing Commttee neeting was adjourned at 3:06 p. m
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