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HOUSE BI LL NO. 111

“"An Act relating to the oil and gas production tax, tax
paynents, and credits; relating to interest applicable to
delinquent oil and gas production tax; and providing for an

effective date."”
- HEARD AND HELD

HOUSE BI LL NO. 87

"An Act relating to participation in matters before the Board of
Fi sheries and the Board of Gane by the nenbers of the respective
boards; and providing for an effective date.™

- SCHEDULED BUT NOT HEARD

HOUSE JO NT RESCLUTI ON NO. 12

Qpposing the United States Food and Drug Admnistration's
approval of AquaBounty AquAdvantage genetically engineered
salnon; and urging the United States Congress to enact
legislation that requires promnently |labeling genetically
engi neered products with the words "Cenetically Mdified" on the
product's packagi ng.
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- SCHEDULED BUT NOT HEARD

HOUSE BI LL NO 32

“"An Act relating to the labeling of food; relating to the
m sbranding of food; requiring |abeling of food produced wth
genetic engineering; and providing for an effective date."

- SCHEDULED BUT NOT HEARD
PREVI QUS COW TTEE ACTI ON
BILL: HB 111

SHORT TITLE: O L & GAS PRODUCTI ON TAX: PAYMENTS: CREDI TS
SPONSOR(s): RESOURCES

02/ 08/ 17 (H READ THE FI RST Tl ME - REFERRALS
02/ 08/ 17 (H) RES, FIN

02/ 08/ 17 (H TALERI CO OBJECTED TO | NTRODUCTI ON
02/ 08/ 17 (H | NTRODUCTI ON RULED | N ORDER

02/ 08/ 17 (H) SUSTAI NED RULI NG OF CHAI R Y23 N15 E2
02/ 08/ 17 (H RES AT 1: 00 PM BARNES 124

02/ 08/ 17 (H Heard & Held

02/ 08/ 17 (H M NUTE( RES)

02/ 13/ 17 (H RES AT 1: 00 PM BARNES 124

02/ 13/ 17 (H Heard & Held

02/ 13/ 17 (H M NUTE( RES)

02/ 17/ 17 (H RES AT 1: 00 PM BARNES 124

02/ 17/ 17 (H Heard & Held

02/ 17/ 17 (H M NUTE( RES)

02/ 20/ 17 (H RES AT 1:00 PM BARNES 124

02/ 20/ 17 (H Heard & Held

02/ 20/ 17 (H M NUTE( RES)
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02/ 22/ 17 (H Heard & Held

02/ 22/ 17 (H M NUTE( RES)

02/ 22/ 17 (H RES AT 6: 30 PM BARNES 124

02/ 22/ 17 (H Heard & Held

02/ 22/ 17 (H M NUTE( RES)

02/ 24/ 17 (H) RES AT 1:00 PM BARNES 124

02/ 24/ 17 (H Heard & Held

02/ 24/ 17 (H M NUTE( RES)

02/ 27/ 17 (H) RES AT 1:00 PM BARNES 124
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02/ 27/ 17 (H M NUTE( RES)
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03/ 06/ 17 (H RES AT 1: 00 PM BARNES 124
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03/ 08/ 17 (H RES AT 1: 00 PM BARNES 124
03/ 08/ 17 (H Heard & Held

03/ 08/ 17 (H M NUTE( RES)

03/ 08/ 17 (H RES AT 6: 00 PM BARNES 124
03/ 08/ 17 (H Heard & Held

03/ 08/ 17 (H M NUTE( RES)

03/ 09/ 17 (H RES AT 5: 00 PM BARNES 124
03/ 09/ 17 (H) -- MEETI NG CANCELED - -

03/ 10/ 17 (H) RES AT 1:00 PM BARNES 124
03/ 10/ 17 (H Heard & Held
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03/ 11/ 17 (H RES AT 12: 00 AM BARNES 124
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03/ 13/ 17 (H RES AT 1: 00 PM BARNES 124

W TNESS REG STER

ED KING Legislative Liaison

O fice of the Conm ssioner

Departnent of Natural Resources

Juneau, Al aska

POSI TI ON  STATEMENT: Provi ded i nformation r egar di ng a
forthcom ng Departnment of Natural Resources fiscal note during
the hearing of HB 111.

ACTI ON NARRATI VE

1:47: 17 PM

COCHAIR GERAN TARR called the House Resources Standing
Commttee neeting to order at 1:47 p.m Representatives Tarr,
Birch, Parish, Talerico, Rauscher, Drumond, Johnson, Westl ake,

and Josephson were present at the call to order.

HB 111-O L & GAS PRODUCTI ON TAX; PAYMENTS; CREDI TS
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1:48: 41 PM

CO CHAI R TARR announced that the first order of business would
be HOUSE BILL NO 111, "An Act relating to the oil and gas
production tax, tax paynents, and credits; relating to interest
applicable to delinquent oil and gas production tax; and
providing for an effective date.” [Before the conmttee was the
commttee substitute (CS) for HB 111, Version 30-LS0450\N,
Nauman, 3/10/17, adopted as a working docunent during the
3/ 10/ 17 House Resources Standing Committee neeting.]

1:48: 45 PM

CO CHAIR TARR infornmed the conmttee that although the commttee
substitute (CS) for HB 111, Version N, was reviewed at the
meeting on 3/10/17, two issues require further review, one of
which is how the concept of uplift is approached in the bill
She recalled Richard Ruggiero, Mnaging Partner, Castle Gap
Advi sors, Castle Gap Energy Partners, [consultant to the
Legi sl ative Budget and Audit Conmttee] had advised that because
the state is considering elimnating cash credits in favor of
[net operating loss (NOL)] deductions, uplift is a concept that
would level the playing field for non-producers. Currently,
producers generally use their losses within the year in which
they are earned because they have a tax liability, which enables
them to use 100 percent of their |osses against their tax
liability. However, for non-producers, from exploration to the
start of production - which is an average of seven years - non-
producers just accunulate |osses, thus the state is seeking to
"of fer [non-producers] sonething that's attractive," she said.

COCHAIR TARR directed attention to a docunent entitl ed,
"Conparison of CSHB 111 with Rauscher Anmendnment N.1 and N. 2,"
dated 3/9/17. She rennarked:

Wth a 50 percent carry forward [of net operating
| osses (NOLs), and] with the 8 percent interest ... by
year seven, those individuals have recovered

basically 85 percent of the cost. So, it's not [100

percent] but ... we have to keep in mind that what we
also offer is the GVR provision, and so these
i ndividuals, who are not in production, after year
seven, not only will they get to carry forward all of

t hose | osses, but then starting in year one, from when
they becone producers, they also have the GVR
provi si on.
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CO- CHAIR TARR cautioned that if the state is too generous, the
value [of state revenue] will be eroded; for exanple, [Anendnent
N.1] allows 100 percent of the losses to go forward with 10
percent interest, which equates to giving 200 percent of the

val ue by year seven. That, plus GVR provisions and the per
barrel credit, would result in total erosion of value to the
state. She remnded the comittee that M. Ruggiero had

recommended a bracketed tax based on profit, along with the
elimnation of both the per Dbarrel credit and the GVR

provi si ons. However, Version N does not elimnate the per
barrel credit or GVYR but has nmade nodest nodifications on the
per barrel credit. Further, she warned of "how all of these

sort of stack up against each other and so that is why we felt
like this is [an] appropriate way to apply this uplift, because
we're not, at the same time, doing away with the GVR provisions
that apply once they beconme a producer.”

1:51: 57 PM

CO- CHAIR TARR, continuing to changes nmade in Version N to the
sliding scale of per barrel credit, directed attention to a
slide provided by the Tax Division, Departnent of Revenue (DOR),
entitled, "A Net Profits Tax is very Volatile to Price"
[included in the conmmttee packet] that showed the current tax
rate is 35 percent, but the effective tax rate is much |ower.

Version N recognizes that as oil price falls below $50, a 4
percent tax with a hard floor would ensure the state retains
sonme value, and as oil prices rise above $50, Version N

increases the mnimum tax to 5 percent that would ensure sone
value to the state when oil prices range from about $50 to $70
per barrel. She provided an exanple based on production of
500, 000 barrels per day, wherein a 12.5 percent royalty share is
subtracted to arrive at 437,000 barrels, and that nunber 1is
multiplied by 365 days to equal 160 mllion barrels produced
annually. Based on this scenario the mninmumtax, at 4 percent,
with an oil price of about $55, results in the state receiving
$1.80 per barrel:

* $55 less $10 for transportation = $45 gross value at point
of production (GVPP)

e $45 less $30.88 for |ease expenditures = $14.12 for
production tax val ue (PTV)

« 35 percent tax on $14.12 = $4.94
e subtract $8 per barrel credit = mninmumtax zone.

CO- CHAIR TARR opined the current tax of between 9-13 percent is
too | ow. Because oil prices are now consistently in the "md-
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price range," raising the mninumtax to 5 percent of production
tax val ue, although a nodest change, is crucial at the md-price
range per barrel; in fact, at an oil price of about $65, the
effective tax rate woul d be about 10-15 percent.

COCHAIR TARR, recalling suggestions from the consultant and
others, said, "One of the ways that we can be a little nore
generous on the low side is if we take a little bit nore on the
high side.”" She pointed out under the current tax system a per
barrel credit is available when oil prices are $160 per barrel
and above; however, oil prices have never exceeded $147 per
barrel, thus Version N lowers the "windfall" price to $120 per
barrel, and the state would collect higher revenues [because per
barrel credits would no | onger apply] when oil prices are around
$120 and nore. She urged the commttee to compute the nodeling
equations on their own, pointing out that the mathematics are
not conplicated, and offered to provide nodeling of |ease

expenditures at varying price |evels. Lease expenditures are
expected to increase with the price of oil as conpanies wll
begin to recover from layoffs, and in fact, |ease expenditures

have decreased from $53-$54 per barrel in 2015 to $40.12 in
2016.

CO CHAIR TARR said an understanding of the economcs of oilfield
operations provides a clear wunderstanding of why a discovery

like Smith Bay wll not be developed - wuntil oil price per
barr el increases substantially to offset the cost of
devel opnent . She concluded that the changes made in Version N

are nodest and address the current low oil price environnent
Further, although infrastructure depreciates, Version N allows
100 percent of the value of a loss to be carried forward,
Wi t hout depreciation, thus there is generosity built into the
proposed | egi sl ati on.

1: 59: 39 PM

REPRESENTATI VE JOHNSON referred to the recent Arnstrong/ Repsol
di scovery and asked whether its announcenent is a positive
i ndication of how the current tax policy is working. She said
"Did that change your view on [HB 111] at all?"

CO CHAIR TARR urged further discussion about the anmount of |oss
the proposed legislation allows to be carried forward and how
much of the value would be recovered. She stressed that [carry
forward |osses] are allowed for the first seven years of
devel opnment, and GVR provisions extend further to seven years of
production, therefore, during the first fourteen years of work,
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the state would be providing very attractive opportunities. And
so, if the state is nore generous, announcenents of new finds
will not generate "nuch of excitenent for the state.” The
consul tant suggested if the state allows 100 percent carry
forward |osses, it should elimnate GYR and per barrel credit
because without elimnating GVR and per barrel credit, the tax
system leads to "stackable credits"; for exanple, at Smth Bay,

stackable credits have neant that the state wll cover 85
percent of the work conducted thus far at Smth Bay - a
generosity she opined the state can no |onger afford. The
preapproval provision of the bill wll also allow the state to

have a better handle on costs. Co-Chair Tarr stressed that the
proposed | egislation does not change from a net profits system
and will continue to recognize the recovery of costs through net
profits, as well as carry forward |osses, GVR, and per barrel
credits, a system which she characterized as generosity on the
part of the state and/or opportunities for the industry. She
conpared the find at Smith Bay, which is distant from existing
infrastructure, to the Point Thonson developnent, noting a
| arger dianmeter pipeline transporting oil 124 mles to the
Trans- Al aska Pipeline System (TAPS) would be prohibitive at an
oil price of $55 per barrel, and said, "If the state is going to
be sort of a co-investor by allowing these expenses to be
deducted, | think we want to be as strategic as possible [wth]
the dollars that the state invests."

2:03: 04 PM

REPRESENTATI VE RAUSCHER, referred to [Version N, Section 26
subsection (n)] that directs the Departnent of Natural Resources
(DNR) to preapprove costs that wll generate a carry forward
annual | oss, and asked how that provision will work.

CO CHAIR TARR responded that currently a plan of devel opnent and
a plan of production are submtted to DNR albeit late in the
process of developing a project. The proposed bill directs DNR
to prepare draft regulations [for a preapproval process], on
which the public, stakeholders, and industry would have an
opportunity to coment. She acknow edged industry is well-
suited to participate in the adoption of said regulations.
Testinmony by M. Ruggiero touted the benefit to all parties of
multiple and tinely contacts with the governnental regine, in
order to offer incentives and provide oversight to ensure every
dollar is spent in a strategic manner.

REPRESENTATI VE RAUSCHER pointed out this is not a role DNR has
accepted in the past.
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COCHAIR TARR reported that representatives of DNR have
expressed interest in having better oversight because the state
has no ability to "turn down the work once it has happened.”
For exanple, if a project does not stay on schedule due to poor
managenent, the project may be del ayed. If DNR participates
earlier in the devel opnent of a project, a delay may be avoi ded
and additional expenses - to the state as co-investor - avoided
al so. Further, DNR may choose to prioritize nearer-term
proj ects over distant projects.

REPRESENTATI VE RAUSCHER suggested that the conmittee should have
an opportunity to question DNR directly on this provision;
furthernore, if DNR is going to accept this responsibility, then
an additional fiscal note from DNR nay be warranted. He
cautioned there would be costs borne by DNR and the Departnment
of Revenue (DCR).

CO CHAIR TARR said DOR would continue to receive tax paynents
from industry, but the review process would be the
responsi bility of DNR She restated when the draft regul ations
related to the review process go out for public coment, the
industry will have an opportunity to comment on how specific
conpanies are affected. Addi tional staffing at DNR was not
di scussed, she recalled, and she agreed that it would be good to
have the departnent respond to Representative Rauscher's
guesti on.

REPRESENTATI VE RAUSCHER further questioned whether DOR or DNR
has control over the allowabl e | ease expenses.

CO CHAIR TARR responded that currently, nobody has control over
allowabl e |ease expenditures. In further response to
Representati ve Rauscher, she said Version N would direct DNR to
devel op regulations and create a standard system of review for
all conpanies to follow She suggested the review could be
informal or not, and guided by industry.

REPRESENTATI VE RAUSCHER asked whether a taxpayer would be
required to submt an annual |ease expenditure estinate on
January 1, of each year, to get preapproval

CO CHAIR TARR said that has not been determ ned yet because the

bill directs DNR to develop regul ations through the established
public process, which would involve industry participation.
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REPRESENTATI VE RAUSCHER queried what the consequences would be
if the taxpayers erred in their estimtes.

CO- CHAIR TARR stated the bill does not propose punitive action
however, the provision may provide DNR the opportunity to
identify and correct overspendi ng.

REPRESENTATI VE RAUSCHER predicted that auditing procedures nmay
be chal | engi ng, duplicative, and expensive.

COCHAIR TARR clarified that DOR is involved in a project "after
the spending has taken place," at taxpayer filing, and this
provi si on under discussion would provide an earlier and better
under st andi ng of a project.

2:14: 03 PM
The committee took an at-ease from2:14 p.m to 2:19 p.m
2:19: 34 PM

CO- CHAI R JOSEPHSON comment ed that when Senate Bill 21 [passed in
the Twenty-Ei ghth Alaska State Legislature] was enacted there
was the belief that the legislation created a 4 percent hard
floor; in fact, that does not exist.

[Due to technical difficulties the remainder of Co-Chair
Josephson's coments were not recorded and the commttee took an
at-ease from2:20 p.m to 2:34 p.m to relocate to Room 106. ]

2:34: 17 PM

CO- CHAIR TARR cal l ed the House Resources Standing Conmittee back
to order.

CO CHAIR JOSEPHSON recalled that in early February of [ast year
the legislature learned that the credits, particularly when

stacked - and in a lowprice environment - could bring the
taxable value beneath zero, which was cause for concern.
Further, nedia accounts at the tinme suggested that this
consequence of Senate Bill 21 was neither well-understood by
all, nor had it been sufficiently vetted by either chanber in
2013. He acknow edged this concern was sonmewhat renedied in
House Bill 247 [passed in the Twenty-Ninth Alaska State
Legi sl ature]. The pr oposed provi si on di recting DNR s

i nvol venent [by preapproval of an oil and gas project] is in
response to the belief that the public is entitled to nore
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information about the investnents Alaska has nade. Al t hough
under Version N, those investnments would no |onger be cash
i nvestnments, the public is still entitled to be inforned because
deductions are taken against tax liability, and there are net
operating losses [both resulting in the reduction of state
revenue] . Co- Chair Josephson opined, due to the aforenentioned
ci rcunst ances, preapproval by DNR is warranted. In addition,
when operators make a decision to invest in an oilfield, they
have al ready achieved their conpany's internal approval, and the
public is entitled to know and wunderstand said investnents
through their elected officials. This is particularly
appropriate to ensure against ring fencing, when a conpany uses
a single unprofitable location to make itself wunprofitable in
t ot 0.

2:37:41 PM

REPRESENTATI VE BI RCH posed the question of whether the proposed
| egislation would attract investnment and exploration in order to
put nore oil in TAPS. He asserted that a [page fromthe fisca

note, titled "Provisions in CSHB 111 (RES)\N and their Estinmated
Fiscal |npact based on Fall 2016 Forecast ($millions) - Fall

2016 FC PRICE," revised 3/13/17 by DOR included in the
conmttee packet] attached to [Version N shows $190 nillion
added in expense to the industry by fiscal year 2020 (FY 20).

Furthernore, state royalty share has been "lost in the
di scussion,” and nore information is also needed from DNR
related to Version N Representative Birch noted [the recently
announced discovery in the Pikka and Horseshoe units by
Arnmstrong and Repsol that is projected to produce] 120,000
barrels per day, at a one-sixth royalty share, would yield about
20,000 barrels of oil per day for Al aska; at $50 per barrel,

this one discovery would bring the state about $1 nillion per

day - and between $300 million and $400 million per year - in
royalty. He cautioned against legislators dismssing royalty
share, but instead to do what they can to attract investnent

put oil in TAPS, and fulfill their fiduciary responsibility to
the favorabl e devel opnent of Al aska's resources. Representative
Birch said, "I think we need to take a real hard look at, if
addi ng another couple hundred mllion a year in cost is going to

attract the kind of investnent that we need to realize our oil
and gas potential in this state.”

2:39: 52 PM

REPRESENTATI VE PARI SH declared that before he becane an 85
percent investor, he would need to know the nature of the
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investment and the likelihood of it paying off in the near or
di stant future. He opined that wunder the current system
| egi sl ators do not have that assurance or the necessary |evel of
oversight on their investnents; in fact, subsidizing behavior at
85 percent skews behavi or and encourages behaviors which nmay not
be econom cal or rational in the absence of a generous subsidy.
He expressed his hope that through the proposed | egislation, DNR
would provide the needed oversight. Representative Parish
expressed his support for the bill, and rem nded the commttee
that the initial developnment of the North Slope oilfields was
not subsi di zed.

2:42: 00 PM

REPRESENTATI VE TALERI CO questioned accuracy of the 85 percent
figure nentioned by Representative Parish, except in regard to
the tax system currently in place in Cook Inlet, which will be
reduced by 50 percent on July 1, and elimnated conpletely on
July 1, 2018, as a result of House Bill 247; on the North Sl ope,
the state's level of investnent does not reach 85 percent. He
stated his biggest concern is regarding throughput: in January
t hroughput was about 554,000 barrels per day, and in February,
was about 553,000 barrels per day. Even with low prices, this
year and |ast, Alaska has seen an increase in throughput, and
the trend is for throughput to continue to rise. He said, "

| think [it's] really inportant that we've had this increased
t hroughput which, of course, is good for the coffers of the
State of Al aska, because we do ... well off of royalty, royalty
is a thing that ... we obviously felt that we needed and we've
al ways been able to collect, and the nore throughput there is
the nore oil there is for the State of Al aska." He turned to
the issue of tax credits, and said last year the |egislature
recogni zed that Cook Inlet tax credits represented about $411
mllion of the total $648 mllion in tax credits, and since
Al aska's take from Cook Inlet is nothing like that from the
North Slope, the legislature addressed the Cook Inlet credits
t hrough House Bill 247. The provisions of House Bill 247 affect
sonme conpani es adversely, yet it provides a transitional period
so that conpanies can adjust to the new provisions. He stressed
that although provisions in House Bill 247 have yet to take
effect, the legislature is discussing nore changes to the tax
regine. Representative Talerico referred to a graph - presented
during testinmony on other proposed legislation related to
production tax - which showed that an increase in production tax
would result in a $25 mllion deficit; however, projections for
House Bill 247 indicate that the followng year there would be
production tax revenue in the amunt of $110 million, increasing
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to $136 mllion the next year [document not provided]. He
opi ned House Bill 247 has put Al aska on the right track for nore
production and revenue - and industry agrees - as evidenced by
nore production. He cautioned legislative actions that
unnecessarily decrease throughput would be a disservice to
Al aska. Throughput in TAPS is key, and he reiterated that House
Bill 247 should be allowed to take effect - the current system
will work. He observed that it is a matter of record that a few
nor e peopl e oppose the proposed |egislation than support it, and
restated his concerns about |osing both increased production
t hrough TAPS and the current [inproved] investnent climate.

2:46: 55 PM

CO CHAIR TARR agreed that Alaska wants to remain an attractive
pl ace for investnent and to increase the amount of oil flow ng
into TAPS. She said Version N does not address Cook Inlet - in
part because House Bill 247 does so - but it would establish a
Cook Inlet working group to adjust the provisions of House Bil
247 that are related to oil tax, as nore information becones
avai |l abl e. Further, establishing the working group now would
ensure that the opportunity for recovering costs is addressed.

COCHAIR TARR, in response to Representative Birch's previous
comment on the aforementioned fiscal note, directed attention to
line D, under "Total Revenue Inpact," which read "Budget i npact
of no cash repurchase for net NOL credits earned after 1/1/18."
She said that the fiscal note shows that after 1/1/18, credits
owed by the state would not be paid by a check, but are "just

being shifted to the ... revenue side of things, when those
peopl e becone producers, and will have reduced revenue." Thus
the state's investnent is "realized on the other side of the
equation.” For exanple, the only benefit to the state was shown

on line 3 of the fiscal note, under "Description of Provision,"
which read "M nimum tax increased to 5% of GVPP at prices of $50
and above ...," and for FY 18 the benefit would be $20 mllion

which is a reduction fromthe original version of the bill.

REPRESENTATI VE BIRCH returned attention to the aforenentioned
fiscal note on the Iine "Total Fiscal I|npact - (does not include
potential changes in investnent)" and said the inpact for FY 20
is $190 mllion. He asked if the $190 mllion signifies $190
mllion nore [enphasis on "nore"] that the state woul d take.

CO-CHAIR TARR answered that on the aforenentioned fiscal note

the amount for FY 20 on line "Total Revenue Inpact” is added to
the amount for FY 20 on the line "Total Budget |npact": $60
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mllion plus $130 mllion equals $190 mllion, therefore, the

substantial portion of the $190 nmillion cones in "Total Budget
| npact. " She continued as foll ows:
And so, a big portion of that ... where we save noney

is by not witing the checks. So, we won't be witing
t he checks; however, when they becone producers -
it'"ll become reflected in reduced revenue to the
state, as is the case wth the big three right now,
that, as taxpayers generally use their losses in the
sanme year that they were earned.

REPRESENTATI VE BI RCH poi nted out the fiscal note shows an upward
trend to a total fiscal inmpact of $260 mllion in 2027. He
asked for confirmation that this would be additional revenue to
the state over and above existing revenue.

CO CHAIR TARR answered, "Yes and no." She explained that the
revenue - new noney comng into the state - is shown in the
upper portion of the fiscal note [Description of Provision]; the
bottom half [Total Revenue I|npact] shows "the budget inpact of
us not paying out noney." She continued as foll ows:

It's just a little bit different, in that we're not
witing a check; we're saying: "Carry forward your
| osses. Once you becone a producer, that noney wll
be deducted from your taxes." So ... whenever those
conpani es becone producers, we'll see that dollar
anount shown as a reduction in their tax liability to
the state. So, not new dollars comng in, but us not
payi ng doll ars out.

CO-CHAIR TARR i nvited anendnents for consideration

2:52:11 PM

REPRESENTATI VE RAUSCHER noved to adopt Anendnent 1, | abeled 30-
LS0450\ N. 3, Shutts/ Nauman, 3/13/17, which read:

Page 1, lines 1 - 7:

Delete all material and insert:

""An Act relating to the interest applicable to
del i nquent oil and gas production tax; relating to the
net operating loss credit against the oil and gas
production tax; relating to |ease expenditures;
creating a credit against the oil and gas production
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tax for certain exploration activity; and providing
for an effective date.""

Page 1, lines 9 - 13:
Delete all material.

Page 2, line 2:
Del ete "Sec. 2"
| nsert "Section 1"

Renunber the follow ng bill sections accordingly.

Page 2, line 27, through page 15, line 31:
Delete all material.

Renunber the follow ng bill sections accordingly.

Page 17, line 4, through page 19, line 17:
Delete all material .

Renunber the followi ng bill sections accordingly.

Page 19, lines 22 - 30:
Delete all material.

Renunber the followi ng bill sections accordingly.

Page 20, line 13, through page 23, |ine 31:
Delete all material .

Renunber the followi ng bill sections accordingly.

Page 24, line 24, through page 25, line 2:
Delete all material and insert:

"(3) | ease expenditures, as adjusted under
(m of this section, that

(A) net the requirenents of AS 43.55.160(e€)
in the year that the | ease expenditures were incurred;

(B) were deductible in the imediately
preceding 10 cal endar years, not counting the year in
whi ch the expenditure was incurred;

(O have not been deducted in the
determ nation of the production tax value of oil and
gas under AS 43.55.160(a) in a previous cal endar year;

(D) were not the basis of a credit under
this title; and
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(E) were incurred to explore for, develop,
or produce an oil or gas deposit |ocated north of 68
degrees North | atitude."

Page 25, lines 3 - 23:
Delete all material and insert:
"* Sec. 6. AS 43.55.165 is anended by adding a new
subsection to read:

(m A loss carried forward under (a)(3) of this
section shall increase in value at a rate of 10
percent, conpounded annually. An increase in value
under this subsection begins to accrue on January 1 of
the calendar year immediately follow ng the cal endar
year in which the loss was accrued and no | onger
accrues on Decenber 31 of the cal endar year
i medi ately preceding the calendar year in which a
carried-forward annual loss is applied. The increase
in value accrued under this subsection has no value
except as applied in this section. An increase in
val ue may not accrue

(1) for a partial calendar year;

(2) for nore than 10 calendar years,
consecutive or nonconsecutive; or

(3) on a loss carried forward by a producer
whose average amount of oil and gas produced a day and
t axabl e under AS 43.55.011(e) is nore than 50,000 BTU
equi valent barrels during the calendar year that the
| oss was accrued. "

Page 25, |ine 24:
Del ete "and 43.55.029 are"
| nsert "is"

Page 25, line 25, through page 28, |ine 12:

Delete all material and insert:

"* Sec. 8. The wuncodified law of the State of
Al aska i s anended by adding a new section to read:

APPLI CABI LI TY. (a) AS 43.55.023(b), as anended by
sec. 2 of this Act, applies to |ease expenditures
incurred on or after the effective date of sec. 2 of
this Act.

(b) AS 43.55.165(a)(3) and 43.55.165(m, added
by secs. 5 and 6 of this Act, apply to a |ease
expenditure incurred on or after the effective date of
secs. 5 and 6 of this Act."
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Renunber the followi ng bill sections accordingly.

Page 28, |ine 15:
Del ete "Section 2"
| nsert "Section 1"

Page 28, |ine 16:
Delete "Sections 1, 2, 28, and 33"
| nsert "Sections 1 and 9"

Page 28, |ine 18:
Del ete "sec. 34"
| nsert "sec. 10"

2:52:16 PM
CO CHAI R TARR obj ected for discussion purposes.

REPRESENTATI VE RAUSCHER spoke to Amendnent 1. He reiterated
that there has been an increase in activity on the North Sl ope,
which has led to finds; there has also been an increase in
exploration. Further, there has been greater trust in the State
of Al aska by producers who are putting a considerable anmount of

nmoney into finding and extracting oil. A concern is that the
new trust and nonmentum could be | ost. He said the proposed
bill, as witten, is not friendly to producers, so Anendnment 1
would delete "the Ilion's share of the bill," leaving the

sections that address dry hole credits and carry forward | osses
- the former unchanged and the |atter changed from 50 percent as
proposed in Version N to 100 percent. He recalled the state's
consultant, Rich Ruggiero, said that unless the state allows for
100 percent of the devel opnent costs to be recovered, Al aska
woul d be "at the bottom of the list globally, in this regard,"
and it would be irresponsible for the legislature to allow that
to happen. The anmendnent al so changes uplift from 7 percent to
10 percent, extends the period of carry forwards and uplift from
seven to ten years, and leaves in place the portion of the
current tax structure that is working and that has resulted in
greater investnent, maj or new discoveries, and increased
t hroughput in TAPS. Representative Rauscher said he did not
understand how 50 percent carry forward |osses and 7 percent
uplift could equal a 100 percent return on |oss, because he
cal culated only 80 percent. He urged the conmittee to support
Amendnent 1.

CO CHAI R TARR r esponded:
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It is about 85 percent, and that's what the |eft-hand
colum of the [conparison] shows that ... the reason
we used that amount for the uplift is that is |inked
to the interest rate associated with delinquent taxes
that either the state would pay if the taxpayer
overpaid, or that we would charge if the taxpayer
underpaid, so for consistency purposes on that [the
sponsors set the interest rate].

COCHAIR TARR restated that M. Ruggiero had also suggested

elimnating the GV/R and the per barrel credit. Consi dering all
t hree suggestions, she stated concern about "how many years
t hese opportunities can be in place.” For exanple: after seven

years of carry forward | osses, the taxpayer becones a producer
and uses their accunulated |osses against tax liability, along
with a GVR 20 percent reduction, and a $5 per barrel credit; by
the time all that is conbined, nuch of the value is eroded,
which is the reason she cannot support Amendnent 1.

2:57: 53 PM

CO CHAI R JOSEPHSON expressed concern that offering 100 percent
carry forward deductions "would be nore inpactful to the state
than current law" Further, if a dry hole credit were added,
along with uplift - particularly at 10 percent - the problem
woul d be conpounded. He opined Amendnment 1 would put the state
in a [fiscal] position nore precarious than its current one.

REPRESENTATI VE BI RCH expressed his support of Anendnent 1. He
said M. Ruggiero inforned the commttee that virtually every

business in the oil and gas industry is entitled - by its
governing regine - to recover its costs, and Amendnent 1 "sets
that out,"” is reasonable, and "woul d encourage that option."

REPRESENTATI VE PARI SH stated that businesses typically recover
costs by making a profit off of their product, which has been
done by the oil industry for a long tine. He said he supported
providing a subsidy in the form of a wite-off on industry's
taxes, providing a generous 8 percent rate of return for seven
years. However, a 100 percent carry forward | oss deduction with
10 percent interest may encourage conpanies to drill a dry hole
and be confident that in seven years, their investnent would
have doubled in the form of liabilities, thereby enabling them
to sell out to a larger conpany that is seeing a profit, and
transfer nearly twice the value of the initial investnent to
that other conpany, resulting in a profit. He stated, "It's a
recipe for disaster and for really perverse market incentives.
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We should not be interfering ... this intensely and setting us,
ourselves up for this level of failure. | do not support the
amendnent . "

3:01: 06 PM

REPRESENTATI VE JOHNSON said she would feel better about noving
Version N out of commttee if Amendnent 1 is adopted, because

Amendnent 1 at least attenpts to change the bill in response to
the public testinony and the nmany concerns that have been
brought forth. She said she does not think the conmttee has

had time to address Version N, but she supports Anendnent 1.
REPRESENTATI VE RAUSCHER sai d:

| understand where [the] Representative from

iﬁ strict 17 was going there, but | think each one
effect[s] different ... sections at different tines;
they're really -- get a full grasp of what we're

sayi ng there. And | don't know whether, you know, if
you're not really excited about 100 percent [of NOLs],
| think somewhere in between the 50 percent you're
| eavi ng them short.

REPRESENTATI VE RAUSCHER expressed his wunderstanding that the
I nternal Revenue Service (IRS) allows people to use their costs
incurred, and he is not certain whether [the State of Alaska] is
letting [oil conpanies] use their entire costs. He said as a
result, he is not certain the conpanies will be incentivized to
"dig in, go forward, [and] spend noney."

3:03: 00 PM
A roll call vote was taken. Representatives Birch, Johnson
Rauscher, and Talerico voted in favor of Anmendnent 1.

Representatives Drummond, Parish, Westlake, Josephson, and Tarr
voted against it. Therefore, Anendnment 1 failed to be adopted
by a vote of 4-5.

3:03: 52 PM

REPRESENTATI VE RAUSCHER noved to adopt Anendnent 2, | abeled 30-
LS0450\ N. 4, Shutts/Nauman, 3/13/17, which read:

Page 24, line 24, through page 25, |ine 23:
Delete all material and insert:
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"(3) | ease expenditures, as adjusted under
(m of this section, that

(A) net the requirenents of AS 43.55.160(e)
in the year that the | ease expenditures were incurred;

(B) were deductible in the imediately
precedi ng 10 cal endar years, not counting the year in
whi ch the expenditure was incurred;

(O have not been deducted in the
determ nation of the production tax value of oil and
gas under AS 43.55.160(a) in a previous cal endar year;

(D) were not the basis of a credit under
this title; and

(E) were incurred to explore for, develop,
or produce an oil or gas deposit |ocated north of 68
degrees North | atitude.

* Sec. 26. AS 43.55.165 is anmended by adding a new
subsection to read:

(m A loss carried forward under (a)(3) of this
section shall increase in value at a rate of 10
percent, conpounded annually. An increase in value
under this subsection begins to accrue on January 1 of
the calendar year imrediately following the cal endar
year in which the loss was accrued and no | onger
accrues on Decenber 31 of t he cal endar year
i medi ately preceding the calendar year in which a
carried-forward annual loss is applied. The increase
in value accrued under this subsection has no value
except as applied in this section. An increase in
val ue may not accrue

(1) for a partial calendar year;

(2) for nore than 10 calendar years,
consecutive or nonconsecutive; or

(3) on a loss carried forward by a producer
whose average anmount of oil and gas produced a day and
t axabl e under AS 43.55.011(e) is nore than 50,000 BTU
equi valent barrels during the calendar year that the
| oss was accrued."”

Page 27, |ine 23:
Delete "and (n)"

3:03: 54 PM
REPRESENTATI VE TARR obj ected for the discussion purposes.

REPRESENTATI VE RAUSCHER spoke to Anendnent 2. He maintai ned
that HB 111 would not incentivize producers whereas plans the
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state has put in place in the past have inspired oil conpanies

to do business with the state. Furthernore, the changes
proposed by HB 111 are too severe, expect "a little bit too nuch
from our partners,” and will make them leery about the future

He observed that every vyear brings another change and
di sappoi ntnent for the industry, yet conpanies continue to work
with the state; in fact, it is very inportant to keep the
conpanies as partners and to work hand-in-hand. Representati ve
Rauscher said Amendnent 2 would increase the carry forward [| oss
deduction] from 50 percent as proposed in Version N to 100
per cent . He reiterated M. Ruggiero's caution that industry
shoul d recover 100 percent of its devel opnment costs. He said
Amendnment 2 would also change the uplift from 7 percent to 10
percent and would expand the |ife of +the carry forward
deductions from seven years to ten years. He wurged the
commttee to support Amendnent 2.

REPRESENTATI VE BIRCH stated support for Anendnent 2. He said
Al aska is an expensive place in which to do business, and |ong
lead tinmes created by permtting delays have affected even such

an established area as that in which ConocoPhillips Al aska, Inc.
operates. He said he thinks Anmendnment 2 is "on track,” and that
the state needs to provide the opportunity for oil and gas

expl oration conpanies to recover their costs.

CO- CHAIR TARR said carrying forward |osses is a typical feature
of an income tax, and she stressed that conpanies are able to
recover 100 percent of their carry forward |osses on their
corporate incone tax; furthernore, production tax is deducted
agai nst corporate incone tax, and corporate incone tax is a
deducti on agai nst federal taxes. Thus there are several places
where |osses are recovered, and Version N would nmake no
adjustnments in that respect. One of the challenges of the
Al aska severance tax is that it is a conbination of gross tax
and net profits tax, and behaves in sonme ways like a corporate
incone tax. She opined that the conbination of tax systens does
not work well and the state is overconmitted [by its obligations
to pay tax credits]. Because the accunulation of credits are
obligations the state cannot neet, and paynents have been vetoed
by the governor, she expressed her view that the tax credit
program "even if it's scaled back a little bit, but we always
meet that obligation, that would be beneficial to the industry,

nore than having sonething that ... potentially is supposed to
be available, and then is not available.” Co-Chair Tarr
cautioned that while the legislature has the power to nake
appropriations, the governor wll always have the ability to
veto any line items 1in the budget; therefore, if [the
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| egi sl ature and governor] are not in alignnent, then "that puts
the whole system at risk.” She explained that she cannot
support [Anendnent 2], because she does not want the |legislature
"to be overconmitted to something that puts us in a position
where we have to react again.” She stated the intent of Version
Nis to provide nore stability to the system

REPRESENTATI VE RAUSCHER said Anmendnent 2 would take care of
cashable credits, which he agrees need to be reeval uated. He
recalled previous testinony by the consultant and others has
consistently pointed out that tax systenms nust be revisited, and
characterized Co-Chair Tarr's remarks about not wanting [to
react again] as being an excuse. He stated his belief that
Amendnent 2 is good, tane, not |arge-scale, and garners no
repeated analyzation or reaction, and he urged everyone to
support it.

[A roll call vote was taken, and was subsequently voided for
bei ng i nconpl ete.]

3:11: 58 PM

The committee took an at-ease from3:12 p.m to 3:13 p. m

3:13:18 PM

CO CHAI R TARR announced that the roll call vote on Amendnent 2,

taken before the at-ease, would be voided, because one menber
had not been call ed.

3:.13: 25 PM
A roll call vote was taken. Representatives Talerico, Birch,
Johnson, and Rauscher voted in favor of Amendment 2.

Represent ati ves Westl ake, Drummond, Parish, Josephson, and Tarr
voted against it. Therefore, Amendment 2 failed to be adopted
by a vote of 4-5.

3:14:11 PM

ED KING Legislative Liaison, Ofice of the Conm ssioner, DNR
informed the commttee the departnent needs additional tinme to
deternmne the fiscal inpacts of [HB 111, Version N on DNR I n
response to Co-Chair Tarr, he said he anticipated a forthcom ng
positive fiscal note, because Version N would require of the
departnment tasks that are outside the scope of its normnal
function, and would require the expansion of its accounting
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section. In response to a question from Representative Birch
about the timng of the new information requested under Version
N, and how it would inpact the oil and gas industry, he said it
is typical for a regulation packet to take about one year to be
i npl enented; therefore, he speculated there nmay be a period of
uncertainty that could "drive differences in behavior." He
proffered the question would be best asked of the industry.

REPRESENTATI VE BIRCH said he is keenly interested in the issue
and would like an assessnent by [DNR] - as a |easehol der
"managi ng that relationship”" - of the significant inpacts of the
proposed | egi sl ati on.

CO CHAIR TARR asked for clarification concerning the anount of
time M. King thought the departnment would need to conplete its
fiscal note.

MR. KING said staff at the Division of Ol and Gas, DNR, is
currently working on [a fiscal note] and making sure regulations
could be witten in a way that would not inpede the ability of
auditors in DOR to audit the tax returns after the preapprova
process happens through DNR He anticipated the process wl
take at |east through today, and he said he would get a fisca
note to the commttee as soon as possible.

3:17:16 PM
The commttee took an at-ease from3:17 p.m to 3:18 p. m
3:18: 46 PM

CO- CHAIR TARR said she would allow DNR to the end of the day to
work up sone prelimnary information [pertaining to a
forthcomng fiscal note].

REPRESENTATI VE WESTLAKE surm sed that [Version N] would increase
the workload of those in accounting, who are currently years
behind. He said, "lI'd hate to set a precedent where we're doing
exactly the same thing, where ... we've nmade a ruling here, and
the State of Alaska, through no fault of industry, is years
behind on this thing." He asked if there is a way the
| egi sl ature can address this issue.

MR. KING said he was unsure; however, he did confirm that
[Version N] would require an accounting process different from
that which the departnent currently has in place, and it would
take tine to inplenment such a process. He said DNR woul d seek
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to conbine efforts with DOR, and avoid duplications and overl ap,
to nmeet the objectives of the proposed legislation; DNR is not
interested in expanding its [accounting] departnment unless
absol utely necessary.

CO- CHAIR TARR said she had not anticipated the challenge the
provision created in terns of a fiscal note from DNR and
appreciated the opportunity to work through that provision of
the bill.

[HB 111 was hel d over.]

3:21:05 PM

ADJ QURNVENT

The House Resources Standing Committee neeting was recessed at

3:21 p.m to a call of the chair. [ The neeting reconvened at
3:20 p.m on 3/14/17].
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