SENATE FI NANCE COWM TTEE
April 28, 2017
9:03 a.m

9:03:49 AM

CALL TO ORDER

Co-Chair MacKinnon called the Senate Finance Committee
nmeeting to order at 9:03 a.m

VEMBERS PRESENT

Senat or Anna MacKi nnon, Co- Chair
Senator Cick Bishop, Vice-Chair
Senat or Shel | ey Hughes

Senator Peter M cciche

Senat or Donny O son

Senat or Nat asha von | mhof

VEMBERS ABSENT

Senat or Lyman Hof f man, Co- Chair

ALSO PRESENT

Senator Kevin Meyer; Senator Cathy G essel; Senator John
Coghill; Senator Pete Kelly; Representative Chris Birch;
Representative Dave Talerico; Representative Charisse
Mllett; Representative George Rauscher; Representative
Chuck Kopp; Representati ve Col | een Sul | i van- Leonar d;
Representative Cathy Tilton; Representative Tamme WI son;
Representative Mke Chenault; David Teal, Di rector,
Legi sl ative Fi nance Di vi si on; Representati ve Col | een
Sul | i van- Leonar d; Representati ve Jenni fer Johnst on;
Representative DelLena Johnson; Representative Lora
Rei nbol d; Representative Dan Saddler; Representative Gry
Knopp; Al exei Pai nter, Anal yst, Legi sl ative Finance
Di vi si on; Rob Carpenter, Anal yst, Legi sl ative Finance
Division; Kara Moriarty, President and Chief Executive
Oficer, Alaska G| and Gas Association; Dan Seckers, Tax

Counsel ExxonMobi | ; Scott Jepsen, Vice President of
External Affairs and Transportation, ConocoPhillips; Pat
Fol ey, Senior Vice President - Al aska Operations, Caelus

Energy; Jeff Hastings, Managing Menber, Kuukpik SAE and
CEOQO,  SAExploration; Kate Blair, Governnment and Public
Affairs Manager, Tesoro.



PRESENT VI A TELECONFERENCE

Dam an Bil bao, Vice President of Commercial Ventures, BP
SUMVARY
HB 111 O L & GAS PRODUCTI ON TAX; PAYMENTS:; CREDI TS

HB 111 was HEARD and HELD in committee for
further consideration.

PRESENATI ON:  SENATE FI SCAL PLAN

Co- Chair MacKi nnon noted that Co-Chair Hof fman woul d not be
present at the neeting. She infornmed that Senator Kevin
Meyer had joined the commttee at the table.

9:04: 57 AM
AT EASE

9: 05: 34 AM
RECONVENED

APRESENATI ON: SENATE FI SCAL PLAN

9:06:17 AM

Co- Chair MacKi nnon enphasized that Alaska was facing a
particularly difficult fiscal challenge. She spoke to a
$2.78 billion revenue shortfall in the FY18 budget, and an
over $4 billion deficit the previous year. She noted that
the state had renpved over $10 billion from its savings
accounts, and planned to wthdraw close to another $3
billion. The Senate believed it had presented a plan to the
ot her body, and had tried to propose responsible cuts and a
spending limt to continue dowward pressure on the budget.
Additionally, the Senate had proposed structural reforns
targeted at the largest cost drivers of the state.

Co- Chair MacKinnon continued, stating that the Senate
required reductions from the other body and the
adm nistration, as well as an obligation to institute a
spending limt before accessing use of Al aska' s earnings
reserves. She enphasized that the earnings reserves were
the only thing available to address a $2.78 billion revenue
shortfall.
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9:08: 08 AM

DAVID  TEAL, Dl RECTOR, LEG SLATIVE FINANCE DI VI SION,
conveyed that the commttee had asked him to discuss the

Senate version of SB 26 [a bill relating to the Al aska
Per manent Fund and the structure of funding state
governnent - reported out of the Senate Finance Conmttee

on 3/10/17]. He stated that the bill touched every Al askan

not only because it set a forrmula for the Permanent Fund
D vidend (PFD), but because it affected the way the state
funded governnent and the level of funding available to
government. He summarized that SB 26 had provided a fisca

plan. He shared that he would address two issues at the
neet i ng:

1. Why do we need a fiscal plan?
2. Does the SB 26 plan offer a solution to our fisca
pr obl enf

M. Teal discussed the presentation "SB 26 - A Fiscal
Plan,” (copy on file). He showed slide 2, "Budget
Reductions Since FY13," which had a graph entitled 'Total
Agency QOperating Budgets, Statewide Itenms and Capital
Budget Conpared to Revenue.' He explained that the slide
gave a good indication that the state had a fiscal problem
He referred to the graph, which showed a line depicting the
state's Unrestricted General Fund (UGF) revenue. The bars
i ndicated UGF expenditures. The dark portion of the bars
represented agency operations, the lighter blue represented
statewwde itens, and the yellow portion showed capital
expendi t ur es.

M. Teal continued discussing the chart of slide 2, noting
that despite trenendous reductions in spending (from $7.8
billion in FY 17 down to $4.1 billion in the current year),
the state faced a large deficit. The state faced a $2.5
billion deficit for FY 18, considering the higher spring
forecast nunbers for production and price. He continued
that not too far in the past, there were reserves that
coul d have absorbed a deficit of $2.5 billion, however the
state was in its 6th consecutive year of spending that had
exceeded revenue.

9:11:15 AM
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M. Teal turned to slide 3, "End-of-Year Budget Reserve
Bal ances, FYO07-FY18," which showed a bar graph depicting
the Statutory Budget Reserve  Fund ( SBR) and the
Constitutional Budget Reserve Fund (CBR) from FY 07 to FY
18.

M. Teal directed attention to the $16.3 billion bal ance at
the end of FY 13, and noted that the six years of deficits
had reduced the state's reserves to about $2.5 billion at
the end of FY 18. The calculation assuned that the FY 17
and FY 18 deficits would be filled by drawing noney from
the CBR He shared that the outlook was for continuing
deficits. He did not want to turn the nmeeting into a |ong
di scussion of the inplications of revenue covering |ess
than half of current expenditures. He considered that
tal king about what the state would do when reserves were
gone was conprised of many policy decisions and was
precisely why the conmittee was considering SB 26.

M. Teal enphasized a point before leaving the slide: the
CBR served not only as a shock absorber to absorb the
deficits, but also as a cash managenent tool. He added t hat
even in tinmes of surplus, the state started the year wth
little revenue and high cash outflow To fill the cash
needs early in the year, funds were borrowed from the CBR
He relayed that the Ofice of Managenment and Budget (OVB)
believed there should be a mninum balance of $2.5 billion
in the CBR to serve the function of a cash nanagenent t ool
He enphasized that the amobunt was the bare m ninum for the
pur pose, and did not |eave nmuch roomfor the CBR to be used
as a shock absorber.

9:13:30 AM

M. Teal spoke to slide 4, "What Does A Solution Look
Li ke?":

1. Healthy Reserve Bal ances?
— No less than $2.5 billion in the CBR?
— An Earnings Reserve Account (ERA) that is
st abl e/ growi ng?
2. A Sustai nabl e Budget ?
— A bal anced budget? How fast? How bi g?
— Tinme for a phased approach? How nuch tinme?

M. Teal thought that slide 4 presented several questions,
not statenents, because there would be disagreenent on how
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to measure success in addressing the fiscal problem He
stated that he could not define “healthy reserves,” but
rather considered it a policy question whether it neant the
bare mninum (the $2.5 billion that OWB cited); or if
"healthy reserves" signified that the state was building
fund balances. He thought some mght say “I just want
stable/growing reserves and | don’'t particularly care how
we do it,"” while others may note that the path was just as
inportant as the destination. He nentioned questions wth
maj or policy inplications pertaining to the anmount of the
PFD, the size of governnent, and how nuch individuals would
have to pay.

M. Teal indicated that points 1 and 2 on the slide
over |l apped. He considered that the points could be the sane
guestion phrased a different way. He saw point 1 as a
direct response to the problem of wvanishing reserves, and
point 2 as a better way to enphasize the path to a solution
rather than the destination alone. He pondered if the state
should try to balance the budget immediately, or if a glide
pat h was acceptabl e or even preferable.

M. Teal asserted that it was possible to balance at any
| evel given a sufficient anount of revenue. He asked how to
choose the expenditure level that wll be balanced by
revenue. He thought that choosing a path forward involved
many policy decisions, sonme of which were addressed by SB
26.

9:16: 03 AM

Senator M cciche asked to return to slide 4. He wondered
about the phil osophy the Legislative Finance Division (LFD)
m ght have. He referred to the question of policy on a
healthy fund bal ance. He wondered what M. Teal ' s
definition of "adequate fund bal ance" was, particularly in
the CBR He did not believe that governnment's role was
bei ng a bank, particularly when discussing potential future
revenues comng from Alaskans. He did not think that
building a fund balance was a primary function of
government. He thought adequate funding for essentia
services was a better definition.

M. Teal agreed with OVB that $2.5 billion was a m ninmm
bal ance for cash flow, but preferred to see a mninmm
bal ance of $5 billion, which was roughly equivalent to one
year's budget. He enphasized that he was offering his
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personal opinion as requested. He thought building reserves
beyond $5 billion was fine as long as the needs of the
citizens were nmet first. He pondered if the state needed to
build reserves to weather another fiscal challenge such as
the state was experiencing. He hated to inagine what would
have happened if the state had not had $16 billion in
reserves.

9:19: 21 AM

M. Teal discussed slide 5, "Wat Does SB 26 Do?":

Provi des:

1. A Payout from the ERA to the Ceneral Fund (that
greatly reduces the deficit and revenue volatility)

2. A Payout fromthe ERA for Dividends

3. A Payout (Revenue) Limt

4. An Appropriation Limt

5. Additional Royalties to the General Fund

M. Teal thought the nost significant policy change in the
bill was the use of permanent fund earnings to fund
government operations. The provision was the prinmary
deficit filler. A Payout fromthe ERA (of 5.25% for 3 years
then falling to 5% went to the General Fund (GF). The
payout amunted to $1.8 billion that would grow over tine
under the baseline assunptions. The provision greatly
reduced the size of the deficit, and also reduced revenue
volatility by providing a source of revenue that was as
large or larger than the state's traditional source of
revenue (oil). He added that the payout helped dimnish
fluctuations and reduced the amount that was needed to draw
fromthe CBR

M. Teal pointed out that the bill also revised the formla
for dividends. Instead of basing dividends on pernmanent
fund earnings, it would be based on the balance of the

permanent fund. A 25% share of the total payout, which
amounted to about $1,000 annually, would be paid out as
di vi dends. He thought some m ght wonder how the dividend
anount affected the problem of vanishing reserves. He
expl ai ned that as dividends went up, the governnent share
of the payout went down. He enphasized that dividends
clearly and directly affected the health of reserves.

M. Teal addressed the payout limt, which would further
reduces revenue volatility by cutting off revenue peaks.

Senat e Fi nance Comm ttee 6 04/ 28/ 17 9:03 A M



The limt would also increase future payouts to the general
fund and to dividends. He continued that there was an

appropriation limt (spending limt) in the bill that would
cut off revenue peaks beyond those affected by the payout
[imt. He noted that neither of the limts would take

effect in the standard nodel scenarios that would be
denonstrated later in the presentation. He qualified that
the lack of limt nodelling did not nean the |limts were
ineffective, it nmeant the limts would kick in only if
revenues were nuch higher than expected in the base
scenario. He stated that the base scenarios were wth
fairly stable earnings (at the rate projected by the
permanent fund) and midline oil price assunptions.

9:23: 08 AM

M. Teal continued discussing slide 5 and noted that LFD
did not worry mnuch about nodeling scenarios wth high
revenue because the situation was not a problem for the
state. He enphasized that it was easy to have a fiscal plan
when deficits were elimnated. He thought it was inportant
to know that if the state had the good fortunate of high
revenue, the limts would restrain expenditures, and may
not work wunder the nodels that would be shown in the
present ati on.

M. Teal pointed out that SB 26 redirected sone royalties
to the General Fund. He pointed out that the constitution
required that 25 percent of royalties go to the fund. It
was possible to place another 25 percent on new fields
(about 30 years old), which anpbunted to about $60 nmillion
to $70 nmillion per year, and growing. The funding flow
hel ped i ncrease GF revenue and reduce deficits.

M. Teal reviewed slide 6, "Baseline SB 26," which showed
an interactive graph. He stated that the graphs were a shot
of a nodel output under baseline assunptions, which were an
OMB growh forecast. He pointed out that there was an
increasing expenditure line, with the budget growi ng by
about $1 billion between FY 17 and FY 26. He stated that
the forecast was not conpletely adjusted for inflation, but
had retirenent assistance growing from approximtely $200
mllion to $450 m | li on.

M. Teal infornmed that LFD had used the Departnent of

Revenue (DOR) spring price forecast when formulating the
graphs, as well as a P10 production forecast. He continued
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that LFD had received sonme new nunbers from DOR the
previ ous day, but had not had time to build themin to the
nodel. He recalled that the commttee had been in a |ong
di scussion with DOR about the production forecast, and the
fact that FY 18 had a stale nunber for oil production. He
confirmed that LFD had adjusted for the stale nunber by
using the P10 forecast, which signified that outcones would
be at or above the forecast 90 percent of the tine, or
bel ow for 10 percent of the tine.

M. Teal thought the P10 forecast would be very simlar to
the revised forecast, but had not had a chance to conpare.
He clarified that the forecast renoved the 12 percent
production decline (fromFY 17 to FY 18) that had concerned
many nenbers. He specified that the forecast started at
approximately 475,000 barrels of oil per day with a shower
decline than the md-production forecast would have. He
thought it was a reasonable adjustnent to the forecast, and
shoul d be just about the sane as when the new nunbers were
built into the nodel.

9:27:16 AM

Co-Chair MacKinnon clarified that the graphs showed
particul ar assunptions under the baseline of SB 26. She
t hought nost nodels woul d be wong, and enphasi zed that the
commttee was trying to use the best information that was
available to forecast and test particular actions. She
stated that when the committee was specifically | ooking at
the budget growth as represented on the charts, it was not
an endorsenent, but rather a projection by OMB as to how
t he budget would grow if nothing el se transpired.

M. Teal clarified that the nodels were projections rather
than predictions. He furthered that LFD wused nunbers
provided by DOR, the Departnent of Natural Resources, OVB,
and by the Alaska Pernmanent Fund Corporation (APFC). He
enphasi zed that as nodel builders, LFD did not want to be
put in the position of using its own assunptions, which
woul d determine the output. Rather, LFD tried to choose
assunptions which were the best nunbers from those best
qualified to produce the nunbers. He thought the baseline
assunptions were a reasonable starting point, and suggested
that OVB's expenditure projection kept up with inflation.
He enphasized that the nodels were interactive in order to
enable the conmttee to |l ook at different scenarios.
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Co- Chair MacKi nnon asked about the 'UGF Revenue/ Budget'
projection graph on slide 6, and nade note of the
differently colored bars that represented funding to
support state services. She asked M. Teal to provide
clarity for those that mght be listening to the neeting.

9:30:17 AM

M. Teal agreed to provide sone detail on the bars, but
first comented that there was one nobre assunption to
consider on the graphs; that the Permanent Fund had a rate
of return of 6.95 percent. He stated that the assunption
made the nodel function

M. Teal referred to the 'UG Revenue/ Budget' graph in the
upper left of slide 6, and directed attention to the
expenditure line that reflected the OVB forecast. He
expl ai ned that the bars represented state revenue, and were
broken into pieces according to revenue source. He stated
that the blue portion of the bars represented traditiona
revenues (oil and other things). Additionally, it was
possible to see the CBR draw represented in the yell ow bar,
whi ch drastically dimnished starting in FY 18 as the state
began to draw a payout from the ERA. He explained that the
yel l ow bar stacked on top of the traditional revenue bar,
| eaving a deficit.

M. Teal posited that when there was a deficit, it was
assumed it would be filled from the CBR He directed
attention to the 'Budget Reserves' Gaph on the |lower left,
whi ch showed a declining CBR bal ance.

M. Teal |ooked at the graphs on the lower right of slide
6, which showed dividend information. He pointed out that
the 'Permanent Fund' graph showed the balance of the fund
growing to approximately $70 billion by 2026, which was 108
percent of the fund's FY 17 value after being expanded for
inflation.

He indicated that the Permanent Fund was keeping up wth
inflation and not being depleted under the scenario. He
referred to the 'Dividend Check' graph on the upper right
of the slide, which showed dividends at roughly $1000, and
fairly flat over tinme wunder the current scenario. He
t hought the conmttee was paying nost attention to the
guadrants of revenues and expenditures, which would change
the nost over time. He thought that dividends would not
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change nuch; but that expenditures, revenues, and deficits
woul d be subject to greater change.

9:34: 07 AM

Senator von Inmhof |ooked at the 'Dividend Check' graph on
the top right of the slide. She asked about the red 'status
quo' line, which she assuned included having $10 billion in
the ERA along with $45 billion in the corpus of the
permanent fund invested in the sane way it was currently.
She di scussed a scenario predicated on the event that SB 26
did not pass, noney was taken from the ERA through a
majority vote, and APFC nade different decisions in how it
invested the ERA. She thought a full quarter of the fund
could be prudently invested (with lower risk) to manage
cash flow. She thought the state would not see the ful
investnment value in the ERA if the bill did not pass and
draws on the ERA began. She enphasi zed that the state could
not manage cash flow while having investnents that | ocked
up cash for many years. She shared concerns that dividends
could drop precipitously if such a scenario would occur.

M. Teal thought that Senator von |nhof was being very mild
in her assessnent. He pointed out that the 'Status Qo'
line on the 'Dividend Check' graph assuned that the state
could continue to pay dividends if SB 26 was not passed. He
asserted that if the bill was not passed, there would not
be $1.8 billion (and growing) going to the G-. The deficits
woul d then be filled from the CBR He continued that once
the CBR was gone in FY 19, governnent would have to be cut
by 50 percent immediately, or the state would have to begin
to use nmoney fromthe ERA. If there was a $2.5 billion draw
from the ERA to fill the deficit, the account would be
depleted rapidly and there would be no dividends. He was
not sure the commttee wanted to discuss the status quo
scenario if the bill were not to pass, and opined that it
sinply did not work. There was not sufficient cash to avoid
begi nning a structured draw from the ERA as SB 26 proposed
to do. He thought the problem went far beyond the inpact of
| onered returns, and enphasized that the 'Status Quo' I|ine
showi ng | arge dividends sinply would not happen due to | ack
of funds.

9: 38: 04 AM

Senator Mcciche stated that he had a problem with the
nodel , but thought it was the best tool for examning al
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t he conponents being considered. He stated that part of SB
26 was to enable a dividend in perpetuity. He asserted that
the reason for the neeting was to denonstrate that the
Senate fiscal pl an worked. He referred to previous
testinmony by DOR that indicated a 12 percent decline from
523,000 barrels per day to 459,000 barrels per day in oil
production; even though there had been a two-year increase
in oil production. He pointed out that the P10 forecast
still denonstrated a nine percent decline in oil
producti on.

Senator Mcciche continued discussing the nodel, and
enphasized that there was an extrenely conservative
assunption on likely oil production in the subsequent years
shown on the nodel. He enphasized that there were nany
| ayers of conservatism |l ayered in the graphs.

Co-Chair MacKinnon asked that M. Teal continue his
presentation so that Al askans could understand how the
| egislature was trying to measure any proposal being
consi dered. She asserted that the plan tried to ensure that
the corpus of the PF was protected. She asked if it was
accurate that in a baseline nodel, the fund perfornmed
better than the status quo scenari o.

M. Teal answered in the affirmati ve.

Co- Chair MacKi nnon noted that the baseline nodel under SB
26 assuned a Percent of Market Value (POW) draw at 5.25
percent for the first few years, dropping dowmn to a 5
percent draw that would [ower with tine.

M. Teal concurred.

Co-Chair MacKinnon relayed that Co-Chair Hoffman and
herself had net with the governor to discuss the Senate's
pl an. She relayed that the governor had originally stated
to all Alaskans that the legislature should ook at a
manageabl e draw from t he Permanent Fund earnings to protect
t he peopl e's dividend. She was supportive of the statenent,
but thought the admnistration had nodified its goals in
recent days. She nmentioned oil and gas tax reform and an
income tax on Al askans. She interjected that her intent was
to protect the dividend. She thought the 'Dividend Check'
graph on slide 6 contained optimstic projections that did
not reflect the actual challenge that both bodies were
facing in trying to neet payroll for the governnent at its
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current size. She stated that the Senate's effort to reduce
payroll was difficult to acconplish wthout a supportive
adm ni strati on.

Co-Chair MacKi nnon pointed that while FY 19 m ght seem as
though it was far in the future, it was in fact the
foll owi ng year (for planning purposes).

M. Teal affirmed that the legislature was currently
wor ki ng on the FY 18 budget.

Co- Chair MacKi nnon asked when the FY 18 budget began.

M. Teal specified that the FY 18 budget began July 1,
2017.

Co- Chair MacKi nnon noted that the school district operated
on yet another schedule, and were budgeting a different way
than state agencies. She thought that sone budgetary
nunbers coul d be confusing.

9:43: 50 AM

M. Teal coomented on Senator Mcciche's choice of
assunptions. He thought that the assunptions used were
reasonabl e, and |eaned towards conservative. He conmented
that the assunptions that went in to the baseline were be
justifiably conservative. He thought it was better to err
on the side of caution, and have nore (revenue) than
previ ously assuned.

Senat or Hughes appreciated the fact that the P10 val ue was
conservative, but shared concerns about the 6.95 percent
Permanent Fund investnent return rate. She thought the
nunber seened high, and wondered what would happen if the
actual return fell short of what was projected.

M. Teal stated that there was a reason that LFD used
nunbers provided by APFC, which had the know edge to
project rates of return. He continued that APFC had
nodi fied its projection slightly over the years. Previously
the projected rate of return was 8 percent, and the APFC
had generally net its investnment targets. He relayed that
Angel a Rodell, the Executive Director of the corporation,
believed that a 6.95 percent projected rate of return was
achievable. He remnded that the Retirement Board had a
projected target of 8 percent, so he considered that a 6.95
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percent projected rate on long-term investnents of a well-
bal anced portfolio seened achi evabl e.

Senat or Hughes thought she had heard Ms. Rodell assert that
a projected 5 percent rate of return nade her a little
unconfortable. She hoped that the actual return would be
hi gher, but reiterated that the 6.95 percent seened a
little high.

9:47:25 AM

Senator Mcciche relayed that the commttee had spent a
great deal of tinme with APFC as well as independent
evaluators. He clarified that many experts had testified
that 6.95 percent was an expected return rate as for any
sovereign investnent fund. He thought it was inportant for
people to realize that the projected rate of return was an
appropriate and conservative nunber.

Co- Chair MacKi nnon commented that APFC had a portfolio that
was balanced differently than the stock market. She
continued that APFC had a core base of real estate that
showed gains differently than the stock narket. She pointed
out that the stock market was currently noving upward under
the new admi nistration. She asserted that the 6.9 percent
projected rate of return was reasonable, as was the 5
percent and 5.25 percent draw.

Co- Chair MacKi nnon conti nued, and referenced previous
testinmony by Ms. Rodell that opined that the draw anounts
were reasonable. She furthered that actuaries from the
adm nistration had backed up the calculations that were
included in SB 26. She informed that the |egislation
included a drop in the POW payout, as well as a three-year
review to confirm that the assunptions were accurate and
the Permanent Fund principal and other state savings
accounts were not being stressed.

M. Teal enphasized that any tine a nodel output was shown,
it was inportant to use words of caution. M. Teal rem nded
t hat t he gr aphs in t he presentation repr esent ed
projections, and that the future was uncertain. He stated
that LFD expected the commttee to understand that its
policy decisions had to address the uncertainty. The base
scenario used stable earnings and oil prices, despite the
fact that it was known that both itens would be vol atile.

Senat e Fi nance Comm ttee 13 04/ 28/ 17 9:03 A M



M. Teal stated that the precision of the nobdel was not
hi gh; suggested that the conmttee should consider trends
when | ooki ng at nunbers, rather than | ooking at the nunbers
t hensel ves. He asserted that LFD was within a margin of
error of $200 million, which was the best that could be
done. He highlighted that it was very easy to change the
assunptions being used, and it was up to the commttee to
see how well a nodel survived with different assunptions.
He suggested that the conmttee | ook at the projections for
FY 18 revenue, one of which had been $7 billion.

9:52:12 AM

ALEXEI PAI NTER, ANALYST, LEG SLATIVE FINANCE DI VI SI ON
referred to the lowest projection for FY 18, which was in
the spring 2016 forecast and had been $500 mllion | ower
than the current forecast. The highest projection was nade
when  oil was  $120 per barrel, and had forecast
approximately $7 billion of revenue for FY 18. He thought
the difference between projections in the long term may be
plus or minus $5 billion, probably not mnus $5 billion.

Co- Chair MacKi nnon asked about the base npdel and the
assunption of a $180 nillion capital budget for UG-. She
asked if he recalled the size of +the previous year's
capi tal budget UG- spendi ng.

M. Teal recalled that there was $96 mllion of UG
spending in the previous year's capital budget, and it
t hought it would probably be less than $100 million in the
current year. He stated that the $180 mllion was a | ong-
term assunption, and he could nodify the assunption when
the comm ttee began | ooking at an active nodel.

Co-Chair MacKinnon stated that she raised the issue in
order to provide understanding that the commttee had tried
to put stressors within the budgeting scenario to test the
nodel .

M. Teal continued, cautioning that the nodels should
al ways be stress tested by using |l ess favorable assunptions
regardi ng earnings, oil prices, and other factors.

M. Teal pointed to slide 6, and referred to the table of
nunbers under the 'Budget Reserves' graph. He referred to
the protection of the Permanent Fund and funding a flat
dividend. He stated that the table showed in that FY 18
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about three quarters of the projected $2.5 billion deficit
was filled wunder the baseline assunptions, leaving a
deficit of about $600 million. The deficits declined in the
future, with 86 percent filled before relying on the CBR
He asked the commttee to renmenber precision, and suggested
that the 86 percent was a trend.

M. Teal thought it was critical to note that the CBR was
not enpty in FY 19 as slide 3 inplied — the scenario
provided tinme to deliberate. He stated that with SB 26 the
CBR, although it was declining, would last a nunber of
years. He pointed out that the chart of the bottom of the
slide showed the deficit, and the years to exhaust the
deficit.

9:56: 21 AM

Senat or Meyer thought it seenmed using 2.89 percent to
calculate CRB earnings was quite low He asked if the
nunber was based on historical returns for the CBR

M. Teal stated that the CBR did not earn nuch as the
returns were correlated with the investnent strategy. Wen
there was little noney in the CBR, and there was potential
demands on using the noney, it could not be put into |ong-
term investnents. The funds would essentially be held as
cash or cash-equivalents, and therefore it would not be in
a portfolio designed to generate hi gher earnings.

Co- Chair MacKinnon relayed that DOR Comm ssioner Randall
Hof f beck had made the decision because there could be a
required call on cash to liquidate nost of the CBR

Senator Meyer thought that sone had speculated that
inflation could go up considerably in the near future due
to the new president and stinmulus to the econony in the
Lower 48. He asked a higher rate of 5 percent would inpact
the financial picture.

M. Teal |ooked at the interactive nodels. He stated that
he skipped slide 7, which had shown the Senate budget, and
was a reduction of about $185 nmillion from the governor's
proposed budget .

In order to discuss different hypothetical scenarios, he

thought it was best to look at the graphs and enter
different inflation rates, different capital budget s,
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different budget cut scenarios, and different revenue
measures. It was also possible to stress-test the scenarios
with higher oil prices and lower returns, to denonstrate
that SB 26 could hold up under sonme difficult fiscal
assunptions. He cautioned that there was no guarantee that
the assunptions being used were not very optimstic, even
t hough LFD was taking a conservative approach.

10: 00: 43 AM

Senat or Meyer wondered how LFD chose to use a 2.25 percent
inflation factor.

M. Teal stated that 2.25 was the assunption that APFC
used.

Co- Chair MacKi nnon suggested that the conmttee test the
nodel starting with Senate recomendations for cuts in the
current year's budget, which she thought totaled around
$185 million. She thought a variety of scenarios could then
reflect if the state's reserves were grow ng, and whether
t he corpus of the Permanent Fund was affect ed.

M. Painter entered a target cut of $185 mllion into the
interactive spreadsheet.

Co- Chair MacKi nnon commented that it was possible to see a
slight uptick in the state's reserves after inputting one
year's worth of cuts.

M. Painter pointed out the graph on the bottom left, and
noted that changing a variable to include the proposed $185
million in cuts reduced the deficit, and thereby increased
the bal ance of the CBR in future years. He did not think it
was quite enough to turn the trend upwards, but thought
that nore cuts would achieve the desired effect. He
clarified that the $185 mllion nentioned was the reduction
bel ow t he governor's proposed budget (but not below FY 17 -
the baseline for the nodel was the governor's proposed
budget) .

10: 02: 51 AM

Senator Mcciche recalled that the conmttee had viewed
simlar nodels before the spring forecast had cone out. He
commented that the estimate of a 9 percent decline in oi

production was conservative. He wanted to look at a nore
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probabl e production estinate, if the scenario just assuned
the two years was nore of a trend rather than being
considered an anonmaly. He nentioned a long list of new
projects expected to be online by 2021. He asked M.
Painter to add $100 million of other revenue on the sunmary
t ab.

M. Painter stated that it was difficult to show what
Senator M cciche was requesting, and that he would instead
show t he funds as additional budget reductions.

Senator M cciche observed that inputting $285 mllion in
reductions showed the state rebuilding its savings. He
| ooked at revenue for FY 18.

10: 06: 15 AM

Senator M cciche asked M. Painter to address the notor
fuel tax on the interactive graphs, and to drop the capital
budget variable to a nore realistic nunber. He wondered if
Co- Chair MacKinnon was confortable dropping the capita
budget to $100 million.

Senator M cciche perceived that with the requested changes
to the graph, one could observe that by FY 19 there were
i ncreased CBR savings, and the ERA started grow ng rather
rapidly. He thought that the bill would build the CBR
woul d bal ance the budget within two years, and would begin
to grow state savings. He stated that the conmittee was on
guard agai nst over-capitalizing government. He nentioned a
spending cap and a revenue limt, which were part of the
concept of the plan.

Vice-Chair Bishop believed that the proposed fiscal plan
was t he begi nning of sound econom c policy for the state.

Senat or von | nhof observed that one of the conponents of
the plan was spending in the future. She thought that if
there had previously been a spending cap in place, there
would be nore in reserves. She asserted that one inportant
conponent of the fiscal plan was a spending cap, which was
at about $4.1 billion for UG She thought that the
spending cap, in concert with a POW draw, could be
consi dered redundant. She nused that if revenue increased
in the future, there could be pressure to increase
spendi ng. She thought it would take discipline and resolve
by future legislators to refrain from increased spending
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and be thoughtful about what expenses to address. She
t hought a spending cap would keep a level of discipline in
place and was a core requirenment of the plan. She was
pl eased that there was a spending cap in SB 26.

10: 11: 22 AM

M. Teal referred to Senator von Inhof's "belt and
suspenders" analogy relating to redundancy. He discussed

the payout limt, and thought some m ght be concerned that
funds could not be spent. He explained that there was a
choice between spending $10 mllion per year forever or
spending $200 nillion one tine. If the legislature chose to
operate under the revenue limt, there would be a
continuous $10 mllion per year to support operating budget

i ncreases. He thought the spending limt was different in
that it did not reduce the draw from the ERA like the
revenue |imt did. He thought that the two neasures worked
wel | together.

10:14: 13 AM

Senat or Hughes asked to look at the top of the center table
on the interactive graph sheet. She directed attention to
the target cut, and thought the reduction factor in the
nodel over time was incredibly inportant so as to avoid the
need for additional revenue nmeasures. She also resisted the
necessity to have the deficit be zero, and thought downward
pressure to continue to nmake reductions was inportant. She
t hought the tenptation would be to continue to increase
spending, rather than continue to make reductions. She
enphasi zed that it was necessary to not only think of state
services, but communities and the private sector. She hoped
line 8 (target cut) would continue to be present as part of
the nodel, and thought reductions were the best way to
bring down the deficit.

Senator Meyer referred to Senator Hughes conments. He
mentioned that the Senator and he both sat on the Senate
Labor and Commer ce Comm ttee, whi ch had recently
extensively considered an incone tax bill. As proposed, the
bill would go into effect in FY 20, and would bring in
addi tional revenue of $600 mllion to $700 mllion. He
estimated that the Senate was proposing an approximately
$250 million deficit for FY 20, so there would be a surplus
of $400 to $500 mllion extra funds <collected from
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Al askans. He considered that the scenario would encourage
over-spendi ng as Senator von | mhof had suggest ed.

Co- Chair MacKinnon stated that the purpose of the neeting
was to acknow edge that it was short-sighted to consider an
incone tax at the <current tinme. She thought that the
econom sts in the Labor and Commerce Conmittee had
suggested that the state not do everything at once. She
t hought leaving a deficit was not a bad thing if one
believed that government still had an opportunity to do
things nore efficiently and perhaps provide services
differently.

10: 18: 47 AM

Senator Mcciche asked to |look at the 'Budget Reserves'
graph on slide 6. He comented on possible increased oil
production. He asked M. Painter to add a price increase of
$2 per barrel to the forecast.

M. Painter stated that there was not a way to nerely
change the price of oil in the forecast, but rather only
change the P40 assunption, which neant that there was a 60
percent |ikelihood (according to DOR) that the price of oil
was |lower, and a 40 percent likelihood that it was higher.
The change would equate to a few dollars of price
adjustnment in the early years, and 8 or 10 by the later
years.

M . Painter turned to a worksheet showi ng revenue
forecasts, which showed there was an increase to the price
of oil by $4 in FY 18, and up to $10 by FY 26.

Senat or M cciche acknow edged that there would be
fluctuation in oil prices. He nentioned the POW draw,
whi ch he thought would elimnate variability. He thought
the fiscal plan used conservative estinates.

10: 22: 23 AM

ROB CARPENTER,  ANALYST, LEG SLATI VE FINANCE DI VI SI ON,
addressed points nade by Senator Mcciche and Senator
Hughes; suggesting that the conmittee observe an inflation-
gromh nodel. He noted that the sane results were
observabl e, which budget constraints in the out years. He
noted that the OVB 10-year plan was flat in the early
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years, with 2.5 percent gromh after. He enphasized that
the volatility in the projections was significant.

Co- Chai r MacKi nnon relayed that it was the Senate
Majority's position that the admnistration had the power
and opportunity to help Alaskans in a way that m ght not be
observable yet. She nentioned contract negotiations, and
t hought there were tools at the admnistration' s disposal
that provided an opportunity to balance the budget. She
pointed out that the only way the plan worked was due to
the blend of the POW and the inprovenent of oil price. She
enphasi zed that the state would be facing huge deficits if
a percentage of the Permanent Fund earnings was not planned
to be used to bl end revenues together.

Co- Chair MacKi nnon thought the point of the presentation
was that it was possible to balance the budget wthout
additional taxes if it was based on cuts. If the Senate was
able to achieve $300 million in cuts, no new revenue woul d
be needed anywhere. She thought a wlling House body and
adm nistration were needed to acconplish the cuts. She
asserted that the Senate would continue to pursue a
responsi bl e budget with a spending limt that structurally
reformed different progranms that were huge cost drivers.
She enphasized that reductions, a spending limt, and use
of the ERA were a cornerstone of fiscal policy.

10: 26: 56 AM

Senator Hughes added to Senator Meyer's remarks regarding
the lack of a nunber on the inconme line in the nodel. She
was led to believe by financial professionals that an
income tax would increase the economc recession in the
state. She was concerned about the proposal from the House
Majority, and thought creating surplus revenues would be
very damagi ng to the econony.

Senator von |Inhof stated that the incone tax nodel did not
show the econom c and population inpacts in the event that
an incone tax was inplenented. She asserted that those with
the nost incone were generally the nost nobile. She told an
anecdotal story about the State of Connecticut and the
i mpact of high wage earners leaving the state after an
i ncome tax had been i nposed.

10: 28: 55 AM
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M. Teal thought it was up to the conmmittee to nmke a
determnation if it felt confortable with the nodel, the
assunptions, and the policy choices that were being
consi der ed.

Senator M cciche thought the goal for the day was to
clarify that there was not a renmaining $500 million CBR
draw forever. He thought people wanted different things
fromthe governnent, and had different expectations. He did
not think it was possible to cut forever, and thought the
governnment needed to be nmade as efficient as possible
wi t hout over-capitalizing. He thought asking nore from the
econony was reckl ess.

Senator M cciche continued, and stated that the conmttee
was focused on perpetual dividends. He asserted that
wi t hout the changes proposed in the plan, the existence of
di vi dends by 2026 was at risk. He directed attention to the
" Permanent Fund' graph on the slide, which showed the
status quo scenario reflecting a $10 billion difference in
the corpus of the fund. He envisioned that soneday the
corpus of the fund and POW draw would adequately
capitalize the operation of the governnent in perpetuity.
He was excited about the plan, and hoped others would
recogni ze its val ue.

10: 32: 08 AM

Vice-Chair Bishop comented that now the state was on a
pat hway towards diversification and protection the ERA he
assunmed that the state's credit rating would rise once the
bill becane | aw

Co- Chair MacKi nnon rem nded that the state had a bicanera
|l egislature with a strong executive branch. She asserted
that the Senate's plan worked, and there were policy
choices in all facets of the plan. She thought that the
probability of success depended upon the House, the Senate
and the adm nistration reaching an agreenent. She restated
that it was necessary to have a responsible budget. The
Senate was asking the House to reconsider a spending limt.
She thought it was necessary to continue restructure sone
of the largest cost drivers of the state.

Co-Chair MacKi nnon discussed the value of education. She

referred to Senator Hughes and education reform She
t hought that groups of Al askans were not receiving the same
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education benefits as others. She stated that the Senate,
along with the admnistration, was ¢trying to advance
structural reformto the K-12 education system She thought
that if the state could achieve a spending limt and a
responsi bl e budget, the Senate would consider use of the
ERA to create a durable structure for Alaska and ensure
| ong-term dividends for all Al askans.

Co- Chai r MacKi nnon di scussed the afternoon agenda.

10: 36: 24 AM
RECESSED

1: 32: 29 PM
RECONVENED

#hbl111

CS FOR HOUSE BILL NO 111(FIN)(efd fld)
"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;
relating to carried-forward |ease expenditures based
on losses and |limting those |ease expenditures to an
anount equal to the gross value at the point of
production of oil and gas produced from the |ease or
property where the |ease expenditure was incurred;
relating to information concerning tax credits, |ease
expenditures, and oil and gas taxes; relating to the
di sclosure of that information to the public; relating
to an adjustnment in the gross value at the point of
production; and relating to a legislative working

group. "
1:33: 08 PM

Co- Chair MacKi nnon di scussed the agenda.

1: 33: 51 PM
AT EASE

1: 34: 03 PM
RECONVENED

KARA MORI ARTY, PRESI DENT AND CH EF EXECUTIVE OFFI CER
ALASKA O L AND GAS ASSQOCI ATI ON, discussed the presentation
"Senate Finance Conmittee - HB 111," (copy on file). She
stated that the Alaska G| and Gas Association (AOCG) was
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the state's professional oil and gas trade association; and
its nenbers represented the majority of exploration
production, and refining conpanies in the state. She stated
that HB 111 represented the seventh change in oil tax
policy in twelve years.

Ms. Moriarty thought that sonme had msrepresented ACGA' s
position on past oil tax policy changes in the previous
decade. She stated for the record that industry had not
asked the legislature to make any changes in the current
year. She asserted that the current tax structure had
cl ear, undeni able proof existed that the law attracted new
conpanies to the state and had created a fiscal climte
t hat encouraged conpanies to invest nore, which had in turn
facilitated the ultimte goal of getting nore oil in to the
Trans- Al aska pipeline system M. Mriarty wondered why the
| egi sl ature was considering abandoning and reversing what
she considered to be a successful policy.

Ms. Moriarty |looked at slide 3, "House Majority Goal s":

There is no silver bullet for solving our fiscal
problem To nmamintain the Alaska that we want to |ive
in, we need a durable solution that includes a
conmbi nation of neasures: a Percent of Mrket Value
draw from the Earnings Reserve Account (within the
Al aska Permanent Fund); a reasonabl e broad-based tax;

a noderate and pr ot ect ed PFD payout; and a
restructuring of the oil and gas tax credits.
| npl enented together, these four pillars wll lay the

foundation for a prosperous future for all Al askans.

— Reps. Paul Seaton & Neal Foster (House Finance Co-
Chai rs)

Ms. Moriarty discussed slide 4, "Governor Wal ker’s Goal s":

Alaska is facing annual deficits of nore than $3
billion — even after budget cuts of 44 percent in the
past four years. Wthout a plan we’ll burn through our
budget reserves in less than two years. The New
Sust ai nabl e Al aska Plan calls for a conbination of

1. Spendi ng reductions

2. Sustainabl e use of Permanent Fund earni ngs

3. Mbdest tax increases

4. Ol and gas tax credit reform
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https://gov. al aska. gov/ adm ni strati on-focus/ new
sust ai nabl e- al askapl an/

Ms. Moriarty showed slide 5, "Senate Resources CS for HB
111":

HB 111 “elimnates the state’s cash exposure by ending
the program of refundable oil and gas tax credits to
small or new conpanies. Transitions to a system of
carrying forward operating |losses for use against
future tax liability, while protecting the basic tax
conmponents in statute today.”

Senate Resources Conmttee, Summary of Conmmittee
Substitute, 4/24/17

Ms. Moriarty suggested that it was the goal of the |eaders
of the House, Senate, and the governor to elimnate cash
credits as proposed by the bill. She thought the
elimnation of the credits would increase governnent take
and inpact the econom cs of several potential projects. She

stated that the wversion of the bill being considered
addressed several concerns AOGA had outlined in previous
bill hearings. She considered that previous versions of the
bill had nmultiple sections that had nothing to do with oi

and gas tax credits and were sinply tax increases on the
industry. She thought the Senate Resources Conmttee
version of the bill seenmed to be focus primarily on the
goal of elimnating cash credits. She nentioned a nmeno from
AOGA dated March 13, 2017 that had addressed technical
guestions and concerns (copy on file).

1: 37:45 PM

Ms. Moriarty spoke to slide 6, "Senate Resources CS for HB
111 Meets CGovernor’s Coal s":

HB 1111 resolves four high priority concerns
identified by the governor:

1. Transition Alaska away from the business of
providing cash credits/rebates to the oil and gas
i ndustry

2. Reduce the state's liability related to potential
| arge future investnents

3. Defer the state's direct participation in the cost
of a new project until it comes into production
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4. The oil industry should participate as part of the
overall fiscal plan for Al aska

Source: DOR Presentation 4/14/17

Ms. Moriarty referred to a statenent by Comm ssioner of
Revenue Randall Hoffbeck that suggested the blended gross
tax/net tax structure was well designed for the state's
posi tion.

Ms. Moriarty continued discussing slide 6, and believed
that with the elimnation of cash credits, the state no
| onger had participation in new projects. She enphasized
that not only did the oil industry participate as part of
the state's fiscal plan, but it was the state's |argest
t axpayer to date. She continued that the state took the
| argest profit share at every oil price, and HB 111 would
i ncrease governnent take. She referred to a recent report
from OVMB that outlined different categories of expenditures
per capita, but failed to nention different incone streans
per capita. She detailed that in FY 16, the oil and gas
industry contributed just over $2.1 billion to state and
| ocal governments, which equated to over $2,800 per Al askan
in the previous fiscal year.

Ms. Mriarty stated that she had a personal stake in
solving the state's fiscal issues. She urged the conmttee
to not pursue changes that would dramatically inpact the
investnment climate for Al aska. She thought the state needed
a policy that would continue to put nore oil in the
pi peline, which would benefit the entire state econony. She
t hanked the commttee for the opportunity to testify.

Co- Chair MacKi nnon acknowl edged Senator Cathy G essel in
the gallery.

1:41: 32 PM

DAN SECKERS, TAX COUNSEL, EXXONMOBIL, testified in support
of the CS by the Senate Resources Conmittee. He was
supportive of the comments of the previous testifier. He
underscored the concern that oil tax credits (cash credits)
reform had been transformed into changing policy in the
state when conpanies were struggling. He thought that an
effort to raise taxes when conpanies were |0sing noney
woul d not hel p the econony. He thought the proposed CS did
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address the central issue of the reform of cashable credits
while allowing the state to remain globally conpetitive.

M. Seckers continued his remarks, and thought that the CS
being considered maintained the core structure of SB 21
[oil and gas tax legislation passed in 2013]. He thought
that SB 21 had led to nore production, revenues, and jobs.
He stated that ExxonMobil had never qualified for the
cashable tax credit program and did not expect to qualify
for the programin the future.

1:44: 40 PM

M. Seckers mnentioned the nenop authored by AOGA that was
referenced by the previous testifier. He discussed concerns

about elements of the bill, including the net operating
| oss (NOL) carry-forwards. He referred to Section 23 of the
bill, which provided that the NOL tax credit would be

carried forward as an operating loss. He thought the
provision also created an ordering rule, and provided that
the current year expenses were clainmed before an NOL was
claimed. He discussed the current tax structure and thought
there would be a crossover point, at which tinme the tax on
the net profit would equal the tax on gross profit. He
t hought the additional deductions had no value. He thought
the recovery of |losses was foundational to a net tax
system and to elimnate the recovery would nake Al aska
| ess conpetitive

M. Seckers considered the credits that could be used to
reduce the mninum tax. He thought the CS was not clear
with regard to application of credits against the m ninum
tax. He thought the nore clarity provided in statute, the
better off everyone woul d be.

M. Seckers addressed the issue of gross revenue exclusion

which he thought wmany fields would qualify for. He
reiterated the need for clarity in the bill to establish
the intent of the |egislature.

M. Seckers highlighted an issue in Section 23 of the bill

The section provided for wuplift and he commented that
ExxonMobil was wunlikely to ever qualify due to current
production. The section stated that the uplift could only
be wused once the field (generating the wuplift) began
comer ci al producti on, which he thought created an
anbiguity. He recalled that HB 247 [oil and gas |egislation
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passed the previous year] changed | aw regardi ng determ ning
gualifications for a gross revenue exclusion. He wondered
about the definitions of 'production' and thought there
shoul d be standardi zation of terns.

M. Seckers concluded by saying that Alaska was an
i mportant part of ExxonMobil's portfolio, and the conpany
planned to be in the state for nmany years to cone. He
thought that if taxes were increased, opportunities would
di m ni sh accordingly. He thought that the goal of having a
globally conpetitive fiscal regine was one of the nost
i mportant issues for the state. He understood the cash flow
crisis, as well as the attention paid to cashable credits
and how the issue was being addressed. He reiterated that
the CS preserved the core structure of SB 21, which he
believed had been working by leading to nore production,
and had led to nore royalty paynments and taxes.

1:51: 40 PM

Vice-Chair Bishop asked if ExxonMbil had changed its
capital investnent strategy globally since the downturn in
oi |l prices.

M. Seckers relayed that ExxonMbil had taken a harder | ook
at investnents, and stated that in |ow price environnents,
i nvestnments received greater scrutiny.

Co-Chair MacKinnon referred to the previous testifier's
mention of SB 21, and asked M. Seckers to specify oil tax
policy rather than use a bill nunber. She asked if he was
famliar with the advisory opinion issued in March by the
tax director from DOR She wondered if M. Seckers would be
challenging the interpretation, and whether he saw the
opinion as a new interpretation, or rather as an accurate
description of tax policy that had been in place.

M. Seckers stated that he was famliar with the advisory
opinion, and it was still under consideration by his
company. He thought the i npact on the ExxonMobi
Corporation may not be as severe as for other taxpayers. He
did not agree with the opinion. He thought that the opinion
was a strained interpretation and was not sure it matched
the intent of SB 21. He stated that the corporation had
been surprised by the opinion, but would follow the | aw.
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Co- Chair MacKi nnon questioned DOR s interpretation of the
Senate Resources Conmittee version of HB 111. She referred
to Ms. Miriarty's earlier comments and had understood that

DOR took the position that the bill would decrease costs
for taxpayers. She wondered if testifiers were speaking to
the advisory opinion or to the bill being considered. She

t hought current policy had been reinterpreted differently
by the adm nistration's tax director. She thought there was
a different alignnment as to how different conponents of tax
policy were in play and how deductions were taken.

1:56: 07 PM

M. Seckers recalled that the reference to the tax increase
was from the CS rather than the advisory opinion. He
continued that the inpact of the bill was relative to
various conpanies. He did not know the foundation of the
assessment by the departnment in saying that there was a tax
decrease. He discussed the contents of the advisory opinion
as related to the CS. He thought that the CS would
represent an imediate tax increase for a nunber of
conpani es due to being subjected to a m nimumtax.

Co- Chair MacKinnon stated that the conmttee was worKking
with DOR to understand why the Senate CS would decrease
t axes.

Co-Chair WMacKi nnon asked if ExxonMbil received cashable
credits fromthe state.

M. Seckers stated that the corporation had never qualified
for, nor received any cashable credits fromthe state.

1:58: 47 PM
AT EASE

2:01:38 PM
RECONVENED

SCOTT JEPSEN, VICE PRESIDENT OF EXTERNAL AFFAIRS AND
TRANSPORTATI QN, CONOCOPHI LLI PS, discussed the presentation
"Senate Finance Committee - SCS CSHB111\P" (copy on file).
He turned to slide 2, "Activities Since Tax Reform (SB21)
Passed":

e Added two rigs to the Kuparuk rig fleet, 2013-2014
e Two newbuild rigs delivered in 2016
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* Doyon 142 and Nabors CDR3
*Averaged 4.5 rigs at Kuparuk/ Al pi ne during 2016

e Sanctioned ERD Rig in 2016

* North East West Sak — DS1H

* New drill site at Kuparuk (DS 2S) — on stream a year
ago

« Sanctioned 18 additional wells at Al pine CD5

+ Sanctioned G eater Moses Tooth 1 in 2015

e Permtting Geater Moses Tooth 2

 WIllow discovery and acquisition of 737,000 state
and federal acres in Decenber 2016 | ease sal e

e Significant other industry investnent

M. Jepsen enphasized that the list of activities on the
slide represented billions of dollars of investnent and
tens of thousands of barrels of new production com ng on-
stream He highlighted the WII discovery, which could
equate to 100,000 of barrels per day and billions of
dollars of investnment. He relayed that SB 21 had a
substantial inmpact on the state in terns of production,
j obs, revenue, and getting nore oil down the Trans-Al aska
pi peline system He discussed the Geater Moses Tooth 1
project, which had enployed 1,000 people. He nentioned new
expl oration potential.

M. Jepsen thought everyone was well aware that production
had increased in 2016. He discussed increased production in
2017. He directed attention to a bar graph on the |ower
right hand corner of the slide, to show ConocoPhillips'
capital investnent in the state. He highlighted that 2012
was the last year of Alaska s Cear and Equitable Share
(ACES), and the conpany had invested about $800 mllion
while oil prices were about $100 per barrel. Every year
since the conpany's capital budget had gone up.

M. Jepsen noted that ConocoPhillips peak year as a
corporation was 2014, when it spent about $17 billion. The
conpany had about $1 billion invested in Al aska. He stated
that part of the reason ConocoPhillips still invested in
the state was because there was a conpetitive investnent
climate. He thought SB 21 had been a key to sanctioning
various projects. He stated that the decision to invest in
all of the projects listed on the slide had been dependent
upon the econom cs and tax investnent climate at the tine.

2:06:43 PM
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Senator M cciche asked what increased production did for
reducing the proportion of expense for a conpany and
therefore the return to the state.

M. Jepsen explained that when ConocoPhillips produced an
increnental barrel on the North Slope, it decreased the
overal |l transportation cost for every barrel that went down
TAPS. He stated that the conpany's cost for TAPS was
largely fixed, so the greater the nunber of barrels, the
cost per barrel decreased, which in turn increased the
taxable value for the state (both for royalty taxes and
severance tax purposes).

Senator M cciche asked if increased production resulted in
a |lower transportation cost per barrel and a greater
proportion of dollars that went to the state.

M. Jepsen answered in the affirmative.

M. Jepsen | ooked at slide 3, "FY 2017 Cash Flow - Current
Law - all 2016 RSB Assunptions,” which showed a graph. He
wanted to expand on a comrent by a previous testifier. He
stated that ConocoPhillips was not a nenber of AGCGA, but
did support M. Moriarty's testinony provided earlier in
the neeting. He thought that the conmpany was in line with
nost of her earlier coments with regard to the bill. He
t hought that one of the goals of SB 21 had been to provide
a leveled share of revenue over a broad range of prices

and he thought the chart denonstrated the acconplishment of
t he goal

M. Jepsen continued to discuss the bar graph on slide 2
and pointed out the y-axis that depicted net cash flow, and
the x-axis showed oil price. He described the col ored bars
which represented the different shares of cash flow under
current law. He highlighted the state share in the $60 -
$100 per barrel price range, which he felt denobnstrated
that the intent of SB 21 had been acconplished. He noted
that the graph showed that the state share was always the
| argest of the categories. He highlighted that in the | ower
price quadrant, the state share was positive while the
investor share was negative. He alleged that the state
share had conponents of gross taxes including royalty and
property tax.
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M. Jepsen continued discussing slide 3. He observed that
the state share was al ways approximately 20 percent greater
than the investor share. He thought that SB 21 had achi eved
a bal ance and had provided a better investnment clinmate. He
t hought that if the bal ance was changed by increasing taxes
to order to increase the state's take, it would inpact
investnments in the state.

2:10: 15 PM

M. Jepsen showed slide 4, "Summary":

e Total cost matters. Alaska is a high region -
i ncreasi ng taxes increases costs and nmakes Al aska | ess
conpetitive.

e The House version, CSHB111l, would significantly
increase the tax structure and woul d negatively inpact
ConocoPhi | I'i ps i nvestnment deci sions.

* SCS CSHB111 addresses refundable cash credits and
keeps Al aska conpetitive.
* NOL carry forward provisions nay not provide
benefit at low oil prices.

e The fundanmental structure of SB21 is working — it
has it has stinulated investnent, resulting in jobs
and increased production for the first time in 14
years. Let it continue to work.

M. Jepsen felt that there was currently significant
conpetition for investnent dollars, particularly from the
shale plays in the Lower 48 He pointed out that prices
were down, cash flow was down, and the ability to invest in
new projects was limted by the anpbunt of cash that was
avai l abl e. He discussed |arge purchases of acreage in the
Perman Basin [a sedinentary basin largely in Wstern
Texas]. He commented that in the area of the basin wells
were cheap to drill, cheaper to operate, closer to narket,
had | ower transportation costs, and fewer regulatory issues
than in Al aska.

M. Jepsen discussed the concept of total cost and factors

such as taxes, royalty rates, capi tal costs, and
transportation costs. He asserted that Al aska was high-
cost, and for ConocoPhillips, the <cost of supply was
approximately $40 to $50 per barrel. In other |ocations,
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t he conpany could develop resources for $35 per barrel or
| ess, which he thought was consistent across the industry.
He warned that if the legislature increased the cost to
conpani es, the conpanies wuld be |ess conpetitive and
woul d thereby direct less profit to the state.

M. Jepsen commented that HB 111, as it had passed the
House, represented a substantial tax increase that would
have negatively inpacted investnents by conpanies such as
ConocoPhillips. He was pleased that the Senate Resources
Commttee had adopted a CS that did not change the
fundamental tax structure, but did address cashable tax
credits. He commented that |ike ExxonMbil, ConocoPhillips
had never qualified for cashable credits and had not
generated an NOL to date.

M. Jepsen thought the provisions in the bill did not
affect ConocoPhillips; and if the bill passed in its
current form it would not have a significant inpact on
investnments. He asserted that the CS preserved the core tax
framewor k under the current tax |aw, which he thought was
inportant. He enphasized the inportance of how the bill
woul d be translated fromstatute into regul ation.

2:14:15 PM

M. Jepsen spoke to the issue of NOLS. He referred to the
comments of previous testifiers, and he thought that NOLS
m ght not provide benefit to the investor at Ilow oil
prices. He observed that since 2013 there had been
significant investnents in the state, which had been
| everaged by having a positive tax climate. He nentioned

i ncreased j obs, greater producti on, benefits from
t hroughput in TAPS, and greater revenue to the state. He
thought the bill preserved the core of the current tax
framework, and thought it would result in continued

i nvestnent in the state.

Senat or Hughes asked if M. Jepsen could speak about the
NCL carry-forwards at |low oil prices.

M. Jepsen discussed the carry-forward of NOLS. He stated
that currently if a conpany incurred a NO., it would be
carried forward as an expense, and the armount would be
deducted from cash flow before calculating taxes and using
per-barrel credits. If there was a period of |ow prices, a
conpany could nmeet the mnimum tax w thout needing to use
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the NOL carry-forward. He explained that if the NOL was
applied before the per-barrel credits, the NOL was not
provi ding a benefit.

Senator M cciche asked to turn back to slide 3. He inquired
about the negative cash flow reflected on federal taxes,
and asked if the tax inpact was not isolated to Al aska.

M. Jepsen answered in the negative. He stated that when
there was negative cash flow, it would be reflective of the
overal | position as a conpany.

Senator M cciche asked if there would be negative cash flow
on federal taxes if Al aska was i sol at ed.

M. Jepsen stated that ConocoPhillips could still incur a
negative federal tax liability.

2:18: 03 PM
PAT FOLEY, SENIOR VICE PRESIDENT - ALASKA OPERATI ONS,
CAELUS ENERGY, testified about the bill. He commented on

the price of oil and the budget deficit. He stated that
Caelus had laid off about 20 percent of its workforce in
the previous year and a half. He inforned that Caelus
previously had capital budgets of approximately $200
mllion, but in 2017 the capital budget was |ess than $2
mllion. He expressed admration for the tenacity that the
state government was displaying in tackling the state's
fiscal problens.

M. Foley understood that there would be a transition away
from cashable tax credits. He beseeched the commttee to
find a way to get earned tax credits paid. He stated that
Caelus viewed its relationship wth the state as a
partnership. He believed that the long-term solution for
the state was to grow North Slope oil production. He
enphasi zed that tax policy would affect future investnent
in the state.

M. Foley referred to a presentation the previous day by
Rich Ruggiero (copy on file), and his reference to
conpetitiveness. He agreed with the presenter that Al aska
needed to remain conpetitive to attract future investnent
dollars. He recounted that the consultant had pointed out
the conplexity of the tax structure in the state. He
referenced slide 15 in M. Ruggiero' s presentation, which
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showed what a project would look |ike if a conmpany had cash
credits. He discussed the bill as it had been passed from
t he House.

M. Foley discussed the difficulty of attracting funding
for projects with an unexpectedly lower rate of return. He
drew attention to slides 20 through 24 of M. Ruggiero's
presentation, which addressed the difference of the sane
tax regine between |egacy producers versus a new entrant

He found it surprising that in the $70 per barre

environnment, the sanme big project was worth six tines nore
(net present value) to a large conpany. He explained that
the difference had to do with the tax efficiency of |ease
expenditures. He alleged that when a |arge conpany nmade
investments, it could avoid a tax liability imrediately.
Conversely, when a new entrant nade the sane investnent, it
received the benefit of the investnment dollars 5 or nore
years in the future.

2:23: 54 PM

M. Foley further discussed the presentation by M.
Ruggi ero, and could not prove or disprove the clainms made
therein. He opined that the cashable tax credit was put in
place to help level the playing field to nmake the
investnment of a new entrant on simlar footing to that of a
bi g producer.

M. Foley discussed Caelus' purchase of assets from
Pi oneer, and considered that Pioneer left the state because
they could nmake a greater return on investnent dollars in
their core Texas business. He stated that Caelus bought the
assets because the price was right, the assets were worthy,
and there was an attractive tax policy in place. The tax
credits reduced the capital that was required to make sone
i nvestments.

M. Foley discussed tax credits and subsequent earnings by
the state. He nentioned Caelus' Nuna Project, which had $1
billion yet to be expended for oil production starting in
2019. He estinmated that peak oil production for the project
would be 25,000 barrels per day. He referred to the

conpany's Smith Bay project, and after drilling two wells
the conmpany believed there was nore than six billion
barrels of oil in place. He thought extraction of the
resource would cost about $10 billion in future
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i nvestnents, and was unsure of when and how much oil could
be extracted commercially.

2:26:26 PM

M. Foley discussed HB 111, which he thought represented a
significant tax increase after losing the benefit of tax
credits. He opined that the bill destroyed project value

did not encourage investnent, and did not result in nore
oil through TAPS. He thought the Senate Resources Conmttee

version of the bill was a great inprovenent over the bil
that was passed from the house. He thought the new version
of the bill expanded wutilization of +the tax credit

certificates he had.

M. Foley asked the commttee to consider two mnor
nmodi fications of the bill: the addition of a production
threshold in Section 23 (pertaining to |ease expenditures),
and expansion of a definition in Section 12 (pertaining to
alternate tax credits for exploration). He explained his
reasoni ng and gave exanples of how the nodifications could
be made and what entities mght benefit from the changes.
He qualified that his suggested changes did not address
i ssuances or validity of tax credits, but rather only the
time frane.

2:29: 24 PM

M. Foley referred to previous testifiers coments
regarding the ordering of tax calculation. He asked that
the will of the legislature be captured in statute, rather

than relying upon regul ati on and departnental practice.

M. Foley believed Caelus could be part of the solution. He
t hought the goal of the legislature was to increase North
Sl ope production and increase oil through TAPS. He asserted
that the tax policy and decisions nmade by the |egislature
would affect how nuch investnments were mnmade and would
thereby affect job and future revenues. He appreciated the
chal l enge faced by the |egislature, and believed the Senate
had a good plan to provide for a conplete resolution of
sone of the fiscal problens faced by the state. He pleaded
the conmttee to take i medi ate acti on.

2:32: 06 PM
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Senat or M cciche commented that the state was obsessed with
leveling the playing field. He asked if there were any
wells that M. Foley knew of that differentiated conpanies
by size in an attenpt to level the playing field through
credits and ot her benefits.

M. Foley asserted that it was not an issue of conpany
size. He thought that Alaska had a trenendous oil business
for 40 years, and there had been a narrowi ng nunber of
participants. He thought if the state's goal was to have
nore conpanies on the North Slope, he thought it nade sense
to have tax policy that encouraged newconers.

Vice-Chair Bishop asked if Caelus had changed its position
on how it directed capital around the world in the |ast two
years.

M. Foley restated that historically the conpany had spent
about $200 million on an annual capital budget, and in 2017
the conmpany's capital budget was $2 nillion. He reported
that currently Caelus was putting 100 percent of its
capital into Al aska.

Senator O son referred to M. Foley's coments about the
| egislature acting expeditiously to resolve the state's
fiscal issues. He wondered M. Foley had also considered a
br oad- based tax as part of the state's fiscal solution

M. Foley had no opinion about the right solution for
Al aska's fiscal issues. He believed in finding a solution
that did the greatest anmount of good for the greatest
nunber of people in the state.

2: 34: 58 PM

DAM AN BI LBAO, VICE PRESI DENT OF COMVERCI AL VENTURES, BP
(via teleconference), thought the Senate Resources CS for
HB 111 was an inprovenent from the version passed by the

ot her body. He asserted that the bill would anmend current
oil policy that had a proven record of positive results
i ncl udi ng i ncreased producti on in TAPS, addi ti onal

expl oration success, and new players on the North Slope. He
encouraged the committee to put policies in place that
woul d enabl e future production.

M. Bilbao shared four principles that BP used to assess
oil fiscal policy:
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1. Does the policy encourage nore oil production
t hrough TAPS.

2. |Is the policy an extension in the life of Prudhoe
Bay and the Kuparuk River Unit.

3. Does the policy increase the nunber of independent
conpani es on the North Sl ope.

4. Does the policy refrain from picking w nners and
| osers.

M. Bilbao made note of increased oil production in TAPS in
2016, and as well in the first quarter of 2017. He asserted
that Prudhoe Bay and Kuparuk were the backbone of the North
Slope, with new fields needing production from the |egacy
fields to be able to continue to flow down TAPS. BP
believed that nore conpanies on the North Slope was good
for the state and good for industry. He thought that
i ncreased gover niment t ake and an unst abl e fiscal
envi ronment di scouraged new independent conpanies from
comng to Alaska. He thought that the bill fell short of
satisfying BP's fourth principle of oil fiscal policy.

2:38: 06 PM

M. Bilbao read excerpts from an editorial entitled "Gl
taxes would be bad for young engineers,” witten by
University of Alaska Fairbanks engineering students and
published in the Juneau Enpire on April 19, 2017 (copy not
on file):

That same dream is what conpels us to voice our
t houghts on the debate going on in Juneau. In our
m nd, inplenenting punitive taxes on the industry that
serves as the backbone of our state’'s econony is
short-sighted and at odds wth prudent long term
endeavors.

In our view, House Bill 111, the current oil tax bill,
will jeopardize the opportunities we young Al askans
are preparing for in school. It is not a question of
whet her Al aska has sufficient natural resources, |ike
oil and gas, to sustain our econony for decades into
the future. Just this year, Al askans have heard about
i ncredi ble new discoveries that could provide a major

Senat e Fi nance Comm ttee 37 04/ 28/ 17 9:03 A M



boost to the state’s oil production. Conpanies |ike
Cael us, ConocoPhillips, and Repsol are sitting on huge
finds that could re-energize our oil and gas industry
for decades. As engineers in training, we want the
opportunity to be a part of bringing those projects
fromconcept to reality.

..as students | ooking at the prospect of trying to find
meani ngful enploynment in Alaska in the comng years,

we hope our views wll carry sone weight to those
receptive to our plight. W are a diverse group of
individuals from all over the world who bring

different viewpoints and experiences wth wus. Wat
unites us is a passion for engineering and a deeply
vested interest in Alaska's future. Squeezing the
industry that serves as our state’'s bread and butter
will not inprove our prospects, or those of any
Al askans, for fam|y-sustaining jobs.

Pl ease, to our elected officials and policynakers, as
you struggle with the pressing issue of how to solve
the state’s cash flow problem take no actions that
m ght provide a short-term boost, but wll lead to
fewer opportunities for the next generation of
Al askans. Regardless, we appreciate the hard work of
our public servants who are working around the clock
to plug the budget hole, and trust that policy wll
outweigh politics when deciding which choices wll
benefit Al askans nost in the |ong run.

M. Bilbao thanked the authors of the editorial on behalf
of BP.

2:41: 38 PM
AT EASE

2:44:23 PM
RECONVENED

JEFF HASTINGS, MANAG NG MEMBER, KUUKPIK SAE AND CEO
SAEXPLORATI ON, discussed the presentation "Senate Finance
Commttee" (copy on file). He thanked the commttee for
giving him the opportunity to offer the perspective of an
Al askan contractor.

M. Hastings |ooked at slide 2, "Kuukpik - SAE — Born in
Al aska":
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* Qur team has been partnered wth the Kuukpik
Corporation for the past 20 years
* The conpany enpl oys an average of 400 peopl e per year
» The Kuukpi k- SAE JV is a consistent revenue source to
0 Kuukpi k Corporation and its sharehol ders
o The village of Nuiqgsut
o The hundreds of Alaskan famlies that benefit
from each program
W are comitted to preferentially hire Native
Al askans, Al aska residents and Al askan Contractors
o W are proud of our 80% Al askan hire rate

M. Hastings relayed that Kuukpi k-SAE  was a prine
contractor, sonetines an explorer, and a holder of tax
credit certificates. He directed attention to the graph on
slide 2 entitled 'Aklagq 3D Seismic Program' which showed
the effect on various groups in the state. He pointed out
that the Aklaqg program had benefitted nore than 1,000
Alaska famlies. The project had generated about $57
mllion in revenue, $49 nmllion of which was earned by
Al askan contractors and suppliers.

2:46: 37 PM

M. Hastings turned to slide 3, "Qur Core Business -
Col l ecting Seismc Data":

e Seismc QOperations are the pointy end of the spear -
we create the data so exploration wells can be drilled

e Seismic data is critical information, essential to the
success of an exploration program

* Recently, use of new technology is producing higher
resol ution i mges of the subsurface

o Information that is a direct correlation to the
new discoveries whi ch have recently been
announced

* The information gathered from the seismc data is
critical to finding new opportunities, new reserves to
sustain us into the future.
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M. Hastings likened the collection of seismc data to
owni ng and operating a cat scan.

M. Hastings showed slide 4, "Wiy is Seismc Exploration
Dfferent?":

 We do not drill for or devel op oi
o W do the CAT scan.we are not the surgeons

* Wien the Tax Credit Program was created by the State
and affirnmed by the voters—we started and conpleted
several multimllion dollar projects under the program

o Special provisions were witten for .023 and .025
credits specifically to incentivize conpanies to
coll ect seismc data because without it, there is
| ess exploration drilling

o Seismic is treated differently because the
conpanies that pay to have seismic collected may
not be the conmpany that will ever drill wells.

o The State receives sonething of inmediate value
when Seismc tax credit projects are conpleted
and the data is delivered.

2:49: 07 PM
M. Hastings discussed slide 5, "Histori cal Sei smi ¢
| nvestnent,” which showed a graph representing historical

annual seismc revenue from 2012 through 2017. He noted
that enbedded in the blue bars on the graph was the nunber
of seismc prograns that were shot in each year for the
entire industry in the state.

M. Hastings drew attention to three vertical red bars on
the graph representing mlestone dates for the passage of
SB 21, and tax credit appropriation cuts. He pointed out a
dramatic increase in revenue and the nunber of seismc
progranms acquired after the passage of SB 21. He asserted
that there had been an increase in capital spending, an
increase in exploration drilling, and increased production
as a direct result of SB 21. He pointed out an over 50
percent reduction in the anount of activity in the seismc
industry in the state after the tax credit appropriation
cut. He observed that the cuts had negative effects
i ncluding decreased capital spending wthin the contractor
community, less confidence in the state to settle what it
owed, and reduced liquidity to continue investnents.
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M. Hastings continued discussing slide 5 and thought that
the chart represented a baronmeter of the health of the
exploration industry in the state. He thought the state had
asked the industry to invest in seismc and exploration
drilling; and the conpanies had done so in partnership with
the state. He felt that investnment confidence had been
er oded.

Senator M cciche asked about the average nean on the graph
on slide 5. He considered the five to ten years for
permtting, developnent, and production; and wondered if
there was a right spend estimte for adequate data
avai | abl e.

M. Hastings thought that there had been a dramatic
increase in the nunber of progranms, and the anount being
spent after the passage of SB 21. He pointed out that there
had not been many independents or seismc explorers going
to work in 2013. He discussed the expense of new
technol ogy, and thought SB 21 had allowed for the use of
advanced technology to find bigger deposits that had been
previ ously overl ooked.

2:54: 43 PM

M. Hastings spoke to slide 6, "The Inpact of HB 111 SRES
CS on Kuukpi k/ SAE"

e 120 day clock on seismc .025 s is a great start
o CQur applications are sinple
0 Once data is delivered and verified by the DNR
DOR has the bal
= Both of these tasks should be able to run in
par al | el

e Bill language does not fully address DOR Tax Division
Advi sory Bulletin 2017-01
o This bulletin destroyed the secondary market for
pure seism c explorers

* Expand the corporate inconme tax |anguage

e Set a paynment schedul e
The State of Alaska created a program to incentivize the

seismic industry to invest mllions and hire thousands of
Al askans. Qur work is the first step in putting nore oil
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down the pipeline. W played by the rules you set out and
now we need the State to live up to their end of the
deal .

M. Hastings |auded the Senate Resources Conmittee for its
work in making changes to the bill. He thought there was
good elenents in the comrmittee's version of the bill, but
suggested sone elenents could be tweaked. He rem nded that
an absence of cash paynent fromthe state, the industry had
to rely on the secondary market. He considered that in a
low price environnment, there was not a way to get to a
credit if the floor was hardened. He thought that there
woul d be no way to be paid back for what the explorers were
owed. He suggested there should be a consideration for NOLs
that could not be carried forward for seismc explorers -
either add the ability to go below the floor, or expand the
tax |anguage to include other corporate taxpayers in the
state.

M. Hastings continued to discuss slide 6. He enphasized
that his conpany was accountable to its shareholders. He
enphasi zed that without a plan to be reinbursed for the $80
mllion in tax credits it was owed, it was detrinental to
the fiscal health of his conpany.

M. Hastings considered that the state had created the
program to incentivize the seismic industry, which was the
first step in getting oil to the pipeline. He wondered how
to return to what had been considered an investnment between
the state and the seism c proprietors.

2:59:11 PM

M. Hastings turned to slide 7, "The Reality":

e For SAE, the delayed tax credit payout forced the
conpany to a crossroads
o Option 1. seek protection under the chapter 11
bankruptcy code and |eave all our Alaska vendors
hangi ng
o Option 2: restructure the conpany and work wth
our Al askan subcontractors and suppliers to find
a way to extend paynents

W chose to restructure - elimnating 98% of our
sharehol ders equity, the majority of which was held by
enpl oyees, many of whom are Al askans
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W are Al askans and are conmitted to staying

M. Hastings conmented on the effects of volatility in the
tax structure. He commented that the appropriations vetoes
had forced the conpany to consider Dbankruptcy or to
restructure the conmpany to adjust outgoing paynents. He
di scussed his history in the state, and discussed | ost
equity in the conpany. He was appreciative of the work the
Senate Resources Committee had done, but felt nore needed
to be done to change the bill.

He reiterated that the seismc business was a baroneter of
the health of the oil and gas industry, as it was first in
the exploration effort and the first expense to be
el i m nated when areas were no |onger deened conpetitive. He
t hought the state had the ability to continue the working
partnership with industry that devel oped after passage of
SB 21. He asserted that the industry needed confidence in
the state's plan to pay its liabilities and have a reliable
tax system He urged the conmttee to work to keep the
i ndustry conpetitive.

3:02: 36 PM

Senat or Hughes asked about the value of tax credits that
were not paid to M. Hastings' conpany, and for an estimate
of the total owed to all seism c conpanies.

M. Hastings shared that his conpany had certificated $24
mllion of $90 mllion worth of tax credits that had been
assigned. The conpany was still waiting for the remaining
bal ance to be issued by DOR He qualified that for this
reason the conpany had thought that the Senate Resources
Commttee's addition of a 120-day clock on issuances of the
credits was inportant. He referred to the 023 versus the
025 credits, for which there was no tineline. He thought
that his conpany had about $44 mllion worth of assigned
025 tax credits.

Senator Mcciche asked if all of the seismic data
comm ssioned by potential producers that controll ed
acr eage, or i f the conpany sonetinmes independently

collected seismc data. He wondered about the proportion
between the two activities.
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M. Hastings explained that as a prine contractor the
conpany was contracted by |egacy producers or independent
conpanies to collect data, which the producers owned and
was proprietary. He relayed that an area where there m ght
be fractured | ease holes, or in tinmes of |ow capital budget
spending; there was a nore vibrant speculative seismc
i ndustry. He thought that increased activity from SB 21,
especially the increased seismc program had been 70
percent proprietary work and 30 percent specul ative worKk.

Senator Mcciche assuned that the $66 mllion in owed
credits was all specul ative.

M. Hastings answered in the affirmative.

3:06:40 PM

Senat or O son asked about the conpany restructuring (due to
unpaid tax credits) that M. Hastings had nentioned, and
asked what kind of effect it had on the people of Nuiqgsut.

M. Hastings stated that the people of Nuigsut were a
direct beneficiary of the revenues of the conpany (it was a
51/ 49 partnership) and there was a net profitability share
to the village. Wen the conpany did not receive revenues
that were owed, the village did not as well. He specified
that the village had not received expected revenues for the
| ast two years.

Senator O son referred to earlier comments and asked if M.
Hastings was in favor of the concept that seismc activity
was the only activity that benefitted from a 120-day tine
cl ock.

M. Hastings remarked that his conpany's tax credits were
not under a scenario that could nove an NOL forward. He
stated that if the tax credits and the application of the
tax credits were not conplex in nature, he did not see a
reason why they should not be a benefit. He thought that if
types of tax credits were not equal perhaps they should
have a slightly different tine frame; however in no case
shoul d the tax credits be open-ended.

3:09: 22 PM

Vice-Chair Bishop was frustrated that the state was not
paying its bills. He thanked M. Hastings for the preferred
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hiring practices of his conpany. He wondered about the
hiring practices of other conpanies. He asked if the
conpany rented all its rolling stock and canps.

M. Hastings stated that when SB 21 was put in place,
Kuukpi k/ SAE had partnered wth Alaska Equipnment Rentals
(AER) in Fairbanks to purchase rolling stock and invest.
The partnership continued, which had been favorable for
both conpanies over the previous few years. He comrented
t hat Al aska sub-contractors had extended thenselves
financially, and he appreci ated AER doi ng so.

Vi ce-Chair Bishop comented that after AER went out on a
limb, it was now perhaps bankrolling the state.

M. Hastings viewed the investnent in seismc projects as a
part nershi p.

Vi ce-Chair Bishop apologized to M. Hastings, and all other
parties that had not been paid for outstanding tax credits.
He remarked that a prom se made was a debt unpai d.

3:11: 58 PM

Senator Hughes referred to questions by Senator M cciche
regarding the remaining $66 mllion in tax credits, and
specul ative seismc work. She wondered if there was a way
to determne what portion of speculative work vyielded
production. She referred to slide 5, and the illustration
of dropping activity after the tax credit appropriation
cut. She comented on the future and wondered what
prospects could expected for future generations based on
seismc data gathering. She asked if M. Hastings could
speak to the inportance of speculative and proprietary
wor K.

Ms. Hastings thought that new technology had clearly
denonstrated how inportant seismic activity was in finding
new reserves. He used the exanple of Colville R ver area, a
smal| area of the North Slope. He cormented that there al so
new drilling technology to increase drilling recovery and
i ncrease production. He observed that the increase in the
anount of seismic activity was directly related to
di scoveries that had happened. He thought that the drop on
the graph on slide 5 was related to the conbination of a
| ow commodity price and a |lack of confidence working in the
state.
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M. Hastings thought that wunless the level of seisnmc
activity and exploratory wells continued to increase, there
would be an issue with the amount of product in TAPS. He
was concerned it would not be possible to replace reserves.
He thought the industry needed confidence that there was a
good investnent envi ronnment in the state, and an
envi ronment that was conpetitive on a global scale.

3:16:15 PM

Senat or Hughes asked M. Hastings to speak specifically to
the speculative work and what percentage turned out to
bring in revenue.

M. Hastings discussed the specul ative market, and the 10-
year period before the data becane public. He stated that
the speculative mnmarket allowed (especially at a |ow
cormmodity price) for nore people to participate, |ook at
the seismc data, |ease the property, and nore exploratory
wells to potentially be drill ed.

Co- Chair MacKi nnon noted that the legislature had tried to
pay for tax credits multiple tines, but had not been
successful .

3:18: 21 PM

KATE BLAI R, GOVERNMENT AND PUBLI C AFFAI RS MANAGER, TESORO
read fromher witten testinony (copy on file):

For the record, ny nanme is Kate Blair and | am the
Public and Governnment Affairs Manager for Tesoro in
Al aska.

Tesoro Cor poration S an i ntegrated refining,

| ogistics, and narketing conpany with assets across
the western United States. W operate 7 refineries in
6 states, including our first in N kiski. W also own
a series of pipelines, tank farnms, nmarine, rai
assets, and a network of retail fuel stations. W have
a proud 48 year |egacy in Al aska, supplying jet fuel
gasoline, and diesel to Al askans.

Tesoro does not weigh in on oil and gas production

taxes in Alaska, as we are not a production tax payer,
however any |oss of production in Al aska would affect
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the in-state refinery and potentially make our
econoni cs nor e chal | engi ng. W have t herefore
testified on previous versions of this bill to ask
that your colleagues be mndful of any changes to the
current production tax system and its potential effect
on overal |l production.

Tesoro relies on access to in-state crude from the
Cook Inlet and the North Slope. W refine every drop
of oil that conmes out of the Cook Inlet basin, and we
purchase approximately one-third of TAPS throughput,
160, 000- 170, 000 barrels of North Slope crude per day,
shipping it from Valdez for refining in N kiski or to
our refineries along the west coast. Last year, Tesoro

signed a royalty oil contract with the State that
allows us to purchase 20,000- 25,000 barrels per day
of the State’s royalty share of oil, with a benefit to

Al aska of $45-56 mllion.

The testinony of the producing conpanies will inform
you on how the current CS will affect their investnent
decisions and ultimately, producti on. W  woul d,
however, |ike to comment on the changes nmade to the
refinery infrastructure tax credits, which directly
affects Tesoro.

Tesoro is not advocating for an extension or changes
to the refinery tax credit itself. Qur concern is with
how the credit’s value wll be realized with the
removal of the Tax Credit Fund.

The CS nmaintains the cashability of the credit,
however it creates anbiguity in how credit refunds are
paid through the appropriation process, which could
create a system where the state is picking wi nners and
| osers. The CS directs the Departnent of Revenue to
adopt regul ati ons, st andar ds, and procedures to
allocate the noney anmong clains. Wthout clearly
defined regul ati ons, such as those established for the
tax credit fund, we are concerned that the departnent
could consistently allocate funds in a way that favors
one type of tax payer over another. W ask that you
consider adding language in Section 6 that requires
the appropriation of funds to reflect the sane process
and regulations as the current tax credit fund, with a
statutory limt and a clear process to allocating
avai | abl e noney.

Senat e Fi nance Comm ttee 47 04/ 28/ 17 9:03 A M



3:22:10 PM

Ms. Blair continued speaking fromher witten testinony:

Addi tionally, because the «credit is subject to
appropriation by the legislature without a statutory
lower |imt, it is possible that no funds could be

allocated to refund credits and those credits nust be
carried forward to future years, however, the current
carry-forward limt is five years. Hypothetically, if
there is no noney appropriated over a five year
period, those earned credits could expire before their
value is realized by the conpany that has earned them

W recommend that the conmttee alter the carry-
forward period on the credit from the current five
year limt to mrror production credits that do not
have a carry-forward time limt and provide an uplift.
This would provide consistency in the tax policy, and
ensure that conpanies that make qualified investnents,
under the current refinery infrastructure tax credit
program can realize the value of the credits that
they earn and the time value of their noney. Further,
because the bill is scheduled to sunset in 2019, this
would be a relatively short commtnent by the state
and would provide the refiners assurance that the
credits they earn wll retain their value if noney is
not appropriated for their rebates.

Senator von Inmhof asked for a copy of Ms. Blair's witten
t esti nony.

Ms. Blair agreed to provide a witten copy of her
t esti nony.

Senat or M cciche discussed Al askan ownership of conpanies.
He nentioned the preferential hiring practices as discussed
by Vice-Chair Bishop. He asked about the proportion of
resident hire at the N kiski refinery.

Ms. Blair spoke to the conpany's resident hire rate, which
was approximately 97 percent for enployees in Al aska. She
rem nded that resident hire was calculated by permanent
fund dividend eligibility.
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Co- Chair MacKi nnon di scussed the schedule for the follow ng
day.

#
ADJ QURNVENT
3:26: 01 PM

The neeting was adjourned at 3:26 p. m
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