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SENATE BI LL NO. 60

"An Act relating to sport fishing, hunting, or trapping
licenses, tags, or permts; relating to penalties for certain
sport  fishing, hunti ng, and trapping license violations;
relating to restrictions on the issuance of sport fishing,
hunting, and trapping licenses; creating violations and anendi ng
fines and restitution for <certain fish and gane offenses;
creating an exenption from paynent of restitution for certain
unlawful takings of big game animals; relating to commerci al
fishing violations; allowing lost federal matching funds from
the Pittman - Robertson, Dingell - Johnson/Wallop - Breaux
prograns to be included in an order of restitution; adding a
definition of "electronic form; and providing for an effective
date."

- MOVED SB 60 OUT OF COW TTEE

SENATE BI LL NO. 44

"An Act relating to information concerning oil and gas taxes,
including information about expenditures that nust be provided
to claim an oil and gas production tax credit for those
expenditures; relating to the disclosure of that information;
and providing for an effective date."

- HEARD & HELD
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03/ 01/ 17 (S) RES AT 3:30 PM BUTROVI CH 205
BILL: SB 44
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SPONSOR(s) : GARDNER

02/ 01/ 17 (S) READ THE FIRST TIME - REFERRALS
02/ 01/ 17 (S) RES, FIN
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W TNESS REG STER

DI CK ROHRER, representing hinself
Kodi ak, Al aska
POSI TI ON STATEMENT:  Supported SB 60.

AL BARRETTE, representing hinself
Fai r banks, Al aska
POSI TI ON STATEMENT:  Supported SB 60.

BRUCE DALE, Director

Division of WIldlife Conservation

Al aska Departnent of Fish and Gane ( ADF&G
Pal mer, Al aska

PGSI TI ON STATEMENT: Commented on SB 60.

MAJOR BERNARD CHASTAI N, Deputy Director

Al aska Wl dlife Troopers

Al aska Departnent of Fish and Gane ( ADF&G

Anchor age, Al aska

PCSI TI ON STATEMENT: Commented during the discussion of SB 60.

SENATOR GARDNER

Al aska State Legislature
Juneau, Al aska
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PCSI TI ON STATEMENT:  Sponsor of SB 44.

SAMANTHA HARRI S, staff to Senator Gardner

Al aska State Legislature

Juneau, Al aska

PCSI TI ON STATEMENT: Comented on SB 44 for the sponsor.

EM LY NAUVAN, Legislative Attorney
Legi sl ative Legal Services

Legi slative Affairs Agency

Al aska State Legislature

Juneau, Al aska

POSI TI ON STATEMENT: Comment ed on SB 44.

RANDALL HOFFBECK, Conmi ssi oner

Depart ment of Revenue

Juneau, Al aska

POSI TI ON STATEMENT: Comment on SB 44.

LENNI E DEES, Audit Master

Depart ment of Revenue

Anchor age, Al aska

POSI TI ON STATEMENT:  Conmented on SB 44.

Rl CHARD RUGE ERO, Legi sl ative Consul tant
Castl e Gap Advi sors

Al aska State Legislature

Juneau, Al aska

POSI TI ON STATEMENT:  Conmented on SB 44.

ACTI ON NARRATI VE

3:30:19 PM

CHAIR CATHY GESSEL <called the Senate Resources Standing
Commttee neeting to order at 3:30 p.m Present at the call to
order were Senators Coghill, Stedman, Von |mhof, W el echowski
Hughes, and Chair G essel. Senator Myer joined the neeting
shortly thereafter.

SB 60-FI SH & GAMVE: OFFENSES; LI CENSES; PENALTI ES

3:30:43 PM

CHAI R G ESSEL announced consideration of SB 60 and opened public
testinmony. She said SB 60 was proposed by the State Troopers,
Fish and Wldlife Enforcenent, and Al aska Departnent of Fish and
Gane. It would increase the fines for violations.
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Dl CK ROHRER, representing hinself, Kodiak, Al aska, supported SB
60. However he questioned if a violation in other countries like
Mexi co and Canada should be included in section 2. He |iked the
opportunity in section 3 for soneone to be able to show their
license l|ater when they don't have it on them He fully
supported the increased fees in section 17 and especially the
qualifier in section 18 where if a person makes a m stake and
turns it in immediately they are not subject to those fines.

CHAIR G ESSEL thanked him and noted that the bill has another
referral to the Judiciary Commttee, and three of those nenbers
are on this conmttee and they will take his conments forward.

AL BARRETTE, representing hinself, Fairbanks, Al aska, supported
SB 60, adding that all of his questions were answered by Mjor
Chastain. However, he asked the conmmttee to consider renoving
the taxiderny license requirenent on page 2, line 6. He is not
opposed to licenses, but he is opposed to redundant |icensing.
He has a business license for a fur tannery and now he is also
now being required to have this taxiderny license, which is a
duplicate of the ADF&G license and costs $100 a year. He doesn't
know where that noney goes or what it is used for. He knows it
doesn't directly affect any taxiderm st or the industry in this
state. He suggested they contact other taxidermsts to get
support for that anmendment.

CHAIR A ESSEL thanked him and said she hadn't heard from any
other taxidermsts. She asked M. Dale to respond to the
comment s about the taxiderny |icense.

3:35: 04 PM

BRUCE DALE, Director, Division of WIdlife Conservation, Al aska
Department of Fish and Gane (ADF&G, Palner, Al aska, answered
that they did some research on the taxidernmy |icense and found
that the noney goes to the general fund and is not directly
returned to the departnent for any special purpose. The
licensing requirement provides a statutory basis for regul ations
relative to taxiderny and taxidermsts. At this time those
regul ations say that sale of ganme trophies is illegal. However
licensed taxiderm sts can get a permt fromthe departnent - if
they can show they have tried to contact the owner if he hasn't
paid for it or picked it up after six nonths - to sell the
trophy which they otherwi se wouldn't be able to do. This type of
permt is used 9 or 10 tines a year by licensed taxiderm sts and
involves a pretty insignificant anmount of tinme, about a day or a
day and a hal f.
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MR. DALE said the taxidermi st license is $200 every two years
and the program takes in about $13,000 annually (to the genera
fund). The amount of the licensing is nore than what it costs to
adm nister the regulations. But the license itself does provide
the basis by which the board or conmssioner can nake
regul ati ons for taxiderny.

CHAI R G ESSEL thanked him and reiterated that the bill will npve
to the Judiciary Commttee where the chair, Senator Coghill,
woul d address the issue.

SENATOR COGHI LL said he would probably look at it in the context
of what other places have a permt or licensing requirenent and
still have to get a business |icense.

CHAIR GESSEL, finding no further coments, closed public
testi nony.

SENATOR STEDVAN said it seens |like the double increase in fines
m ght be justified by inflation since they were last set in
1988, but doubling them will not stop conmercial fishernmen from
violating. It seenms to be just another penalty added to a |ong
list of other actions that can be taken against them He wanted
the Judiciary Committee to ook at the inpact of these fines on
everyone, especially comercial fishernen.

CHAIR G ESSEL said along with that issue, they tal ked about the
discretion given to the prosecutor in terns of the Ilevel of
discipline. That is also a Judicial Conmittee issue.

MAJOR BERNARD CHASTAI N, Deputy Director, Alaska Wldlife
Troopers, Al aska Departnent of Fish and Ganme (ADF&S, Anchorage,
Al aska, said he would be happy to talk to the Judiciary
Comm ttee about the commerci al fishing strict lTability
penalties and wth Senator Stednan iif he has additiona
guesti ons.

3:41: 34 PM

SENATOR COCGHI LL noved to report SB 60, version A, fromconmttee
with individual recomendations and attached fiscal note(s).
There were no objections and it was so ordered.

3:41: 45 PM
At ease

SB 44-O L & GAS TAX CREDI T REPORTI NG
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3:43: 41 PM

CHAIR G ESSEL announced consideration of SB 44, sponsored by
Senator Gardner. Since the State of Alaska has been offering
incentives to various industries there has been a constant
tensi on between the public's right to know how public noney is
being spent and the need for those investnents to not be
conpromised by undermining the conpetitiveness of t hose
deci sions. She wel comed Senator Gardner.

SENATOR GARDNER, sponsor of SB 44, Al aska State Legislature,
Juneau, Al aska, said this measure is about transparency in how
state funds are used. If they want to support and ensure a
continuing effort for the state to participate in supporting and
pronoting resource developnment in oil and gas fields, they have
to understand what the state's investnents have done in the past
and what they are doing now, where efforts are being effective
and where noney m ght just be poured down a hole. The first step
is to understand which conpanies are getting how nuch and in
broad strokes what they are doing with it. She did not want any
information of a conpetitive nature or for people to reveal
things they don't want other conpanies to know about. She is
interested in how nuch noney a conpany clained from the state
for what they are doing and how it is being spent.

3:47:21 PM

SAMANTHA  HARRI S, staff to Senator Gardner, Alaska State
Legi sl ature, Juneau, Alaska, began a sectional analysis of SB
44,

Section 1 anends statutes dealing with confidentiality and
exenptions of that confidentiality. This section expands current
exenptions to provide information like a description of an
expenditure, its purpose, and the |ease or property for which
that expenditure was incurred. It would allow the Departnent of
Revenue (DOR) to collect that information and share it.

3:48: 30 PM
Section 2 expands | anguage that was added |ast year under HB 247
that requires disclosure of <cash credits. It requires nore

information regarding non-cash credits like credit certificates
purchased by the departnent in the preceding cal endar year, the
name of each person or departnent for which a tax credit was
i ssued, the aggregate amount of the tax credit certificates
purchased from the person in the preceding calendar year, and
information submtted during the previous cal endar year.

3:49:10 PM
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Section 3 anends existing statute concerning tax return
information from oil and gas explorers and producers that are
producing oil and gas, asking that they now report to the DOR a
description of their expenditure, and the purpose for the |ease
or property for which it was incurred.

3:49: 34 PM

Section 4 is very simlar to section 3 and anends a different
area of statute concerning oil and gas producers and explorers
that do not produce oil and gas and asks them to provide the
sanme information in section 3.

3:49:52 PM

Section 5 concerns dates for reports to be nade available to the
| egi slature. There could be a date conflict here, because it's
convenient for the legislature to receive a report early on in
session. But this section asks for a report to be submtted
within 10 days of a regular legislature's convening time, and
due to the nature of tax information, that isn't available unti
the end of April. So in section 2, April 30 is the date for
information submtted to the departnent, but it mght also be
nore practical to have the sanme date for the |legislature
However, session mght not still be in then. So this issue is up
to the discretion of the conmttee.

3:51:13 PM
Section 6 provides for an effective date of July 1, 2017. This
means if they stick to the first 10 days of a session date, then

a report won't be available until January 2019. But wusing the
April 30 date would allow a partial report to be available by
April 2018.

CHAI R G ESSEL asked about section 4 that relates to fol ks who
are not producing oil or gas at this tinme, but are getting
credits that aren't cashabl e.

M5. HARRIS replied that the bill only concerns credits under AS
43.55.023 and .025. while section 4 addresses credits only
under .023.

CHAIR G ESSEL said her question was related to explorers that
aren't yet producing oil or gas from a |lease or property and
asked what kind of information they want disclosure of, because
some of it could be proprietary.

M5. HARRIS replied that the intent of the bill is not to gain
that proprietary information, but just to understand what the
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public funds do to increase production of oil and gas. The
sponsor is open to changes to nmke sure that ©proprietary
information is not being shared. The bill packet has an exanple
on how Louisiana <collects information and requires their
di scl osures in broad strokes.

SENATOR VON | MHOF asked if the bill includes different tax
credits and net operating |osses (NOL).

M5. HARRI S answered yes.

3:55:45 PM

SENATOR VON | MHOF asked if the sponsor intends to evaluate tax
credit effectiveness, and what additional information they are
asking for to be able to evaluate that the credits are working.

M5. HARRIS answered that the sponsor feels that gaining the
description of the expenditure and what it is going towards will
hel p in the assessnent.

SENATOR VON | VHOF said she suspects it might play out this way:
|f she gets a $1,000 credit in cash, she could either spend it
on phone, rent, gas, utilities, whatever; she kind of pools it
with the noney she already has to spend on her collective
expenditures. She asked how that is any different than a rig, a
road, a payroll, pernmts, or whatever it nay be. These conpanies
can say they have earmarked the credit for a rig or that they
have used the noney for all the things they need in order to
explore this new area. It's hard to sonmetinmes qualify and she
didn't know if they would get exactly what the sponsor is asking
for.

M5. HARRIS said the sponsor understands the concern, but the
intent is that the information is helpful, and this is just one
way to approach it.

CHAIR A ESSEL said she would invite Comm ssioner Hoffbeck to
comment it.

SENATOR COGHI LL asked, since sections 3 and 4 are prescriptive,
why is the |anguage on page 2, line 27, - under a regulation
adopt ed by the departnent - necessary.

3:58:19 PM

EM LY NAUMAN, Legislative Attorney, Legislative Legal Services

Legislative Affairs Agency, Al aska State Legislature, Juneau,
Al aska, answered that the intent is to give the departnent sone
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flexibility in the type and nature of information that would be
collected under the new and expanded |anguage, but the exact
intent of that |anguage bel ongs with the sponsor.

SENATOR COGHI LL recapped that the bill is prescriptive and asked
what the departnent m ght use that flexibility for.

SENATOR W ELECHOWNSKI said when he does his taxes it's a pain to
item ze the deductions, but he doesn't have to take them He
| ooks at this the same way: if you don't want to take advantage
of billions of dollars in tax credits, you don't have to, but if
you do want to take advantage of billions of dollars in public
noney, you sinply have to wite down what you used it for.

4:00: 27 PM

M5. HARRIS said that is correct. The intent of this legislation
is that because these are public funds, the sponsor thinks there
shoul d be sone accountability.

4:00: 52 PM

CHAIR G ESSEL comrented that no single conpany gets billions in
a tax credit; it's nore like mllions and that is small change
in these types of devel opnents.

SENATOR W ELECHOWSKI asked how much in net operating |osses are
bei ng clainmed in 2018.

M5. HARRI S said she didn't have that on the top of her head, but
coul d 1 ook through her notes.

SENATOR W ELECHOWBKI said his wunderstanding is that about $8

billion in tax credits have been paid out in recent years.
M5. HARRIS said that is the figure she has as well, and it was
provided to nenbers in the bill packet on page 29 of a DOR

present ati on.

CHAIR G ESSEL asked for the tinefrane involved in the $8
billion.

M5. HARRI S replied that figure is from FY2007-2016.

CHAIR G ESSEL asked if Ms. Harris had the anmobunt of revenue that
the State of Al aska appreciated during that sanme tinmefrane.

VB. HARRIS said she didn't have that information at her
fingertips.
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4:02:35 PM

RANDALL HOFFBECK, Conm ssioner, Departnent of Revenue, Juneau,
Al aska, said the genesis of what SB 60 is trying to acconplish
is that while the Departnent of Revenue (DOR) gets to see the
data, it doesn't have the ability to share it with the decision
makers who have to decide whether in fact the tax/credit system
is functioning, appropriate, or the nost efficient. The bill
sponsor has sinply said it makes sense for the |egislature and
the public to have access to at |east sone |evel of information
as it makes these difficult decisions, although it would never
be the | evel of detail the departnent gets.

SENATOR COGHI LL agreed that they should get the information, but
asked if this regulation capacity is necessary in order to nake
t hose deci si ons.

COWMWM SSI ONER  HCOFFBECK said having regulatory authority is
i nportant because sideboards are needed on sonme things that may
not be fully detailed in the legislation. The difficulty that
Senator von Inmhof was referring to is in how to determ ne which
pi ece of work is causing the net operating loss. This is not an
issue for the non-producers, because whatever they are working
on is creating their loss and they don't have anything to wite
that off against. It becones nore difficult when a producer is
producing a certain anmount of oil and also maybe devel oping a
field that doesn't have production, and how to parse out which
pi ece of devel opnent is creating a | oss.

SENATOR COGHI LL said | anguage on page 3, line 10, for the credit
claim is pretty detailed and "down to the penny" and sone
expenditures are blended and asked if that was the reason for
the regulation or if the language is explicit enough to say
"every expenditure bl ended or not."

COWM SSI ONER HOFFBECK answered that it's not intended to get
down to the pennies; it's nore the idea of for instance spending

a billion dollars in capex and opex, but only generating a $100
mllion in loss, and what piece that loss is associated wth
So, you don't have to report everything on the entire billion

dollars, just on the piece that is a |oss.

SENATOR COGHI LL said detailing every expenditure looks |ike a
ot of work and asked if that could be gotten to a legislature
in the kind of tinmeframe outlined in the bill.

4:08: 20 PM
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COWMM SSI ONER HOFFBECK said that |anguage is in section 5 and it
could be renobved, because an earlier section provides for a
different deadline, April, which is doable. Ten days would be
very difficult and conflicts with the April |anguage.

SENATOR W ELECHOWSKI said he had asked a question before about
tax credit subsidies that went to various producers, and the
chair corrected him saying that various conpani es haven't gotten
billions. He wanted to ask if the comm ssioner could get the
committee a list of how much each producer has gotten in tax
credits and what the general purpose of those credits were for.

COWM SSI ONER HOFFBECK answered that he couldn't provide that
information, but that is the reason for this |egislation.

SENATOR W ELECHOWSKI commented: "You nean to tell nme that ne,
sitting here as a policy naker, have doled out $8 billion in
public subsidies and | can't even see what those - that noney
has gone to?"

COWM SSI ONER HOFFBECK answered that the departnent has strict
confidentiality statutes and cannot release that information
because of them

4:09: 59 PM

SENATOR STEDMAN said he wanted to put that into context, because
he thought the bill was witten to target conpany-specific
details. He also had concerns with the general subject matter
because as policy nmakers, legislators get the Revenue Sources
Book fromthe DOR in the fall. It provides insight into what is

going on wth revenue projections and expenses and what the
departnment feels would be of interest given the circunstances of
the year. Wthout that they would be totally lost. The Revenue
Sources Book is compiled wth nonthly data from nultiple
conpanies and put together and delivered as a one |lunp sum
annual book and l|egislators don't have the ability to |ook at
all the different conponents |like from the previous questioner:
what conpany got what credit.

One of the frustrating things is that industry has in-depth data
on thensel ves per conpany in nultiple fields and the |egislature
gets a consolidated nunber. This is what makes it difficult to
set policy. We're talking billions in credits, he said. He's not
interested in particular conpanies, but in particular fields,
and surmses that the departnment would be in a better position
totell themwhat is working and what isn't.
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For an exanple, Point Thonmson where the 20 percent capital tax
credit was deleted had billions in devel opnent costs and was
critical to the State of Alaska to get that field on line and
expand the infrastructure. The state was able to the first few
years of the tax credits applicable to the devel opnment and coul d
see the credit nunmber for Point Thonmson. Then a couple of years
went by and that kind of all got nerged together into one credit
nunber for the North Slope. Now the field is up and running and
has a high tariff because it's a |ong ways away. But the policy
makers don't know what it costs the industry and how well it's
wor ki ng.

SENATOR STEDVAN said he is not interested in the credits BP,
ExxonMobi |, or ConocoPhillips got, but he is interested in what
the industry got, so when he has a better feel for what is good,
bad, or otherw se policy. The DOR has the information but it is
confidential. The comm ssioner should be able to tell himif a
particular policy works for the state or not, so it can be
fixed.

4:16:47 PM

COWM SSI ONER HOFFBECK sai d he concurred; he thought sharing nore
information with the legislature would be in everybody's best
interest. Going forward, HB 247 gave the departnent the ability
to report the nane of a conpany and how nmuch they have coll ected
in credits, but only on the credits for which a check has been
witten (not certificates) and he couldn't go backwards.

4:18:20 PM
SENATOR MEYER said industry's concern with transparency is maybe
ti pping off the conpetition.

COW SSI ONER  HOFFBECK said that was true and legislative
consultant M. Ruggiero could talk about how other jurisdictions
deal with transparency.

SENATOR MEYER said these tax credits have quite a history going
back to PPT. The 20 percent credit was in ACES and other credits
have been sprinkled in along the way. For the nobst part, the
credits had two objectives: to get snaller conpanies on to the
North Slope and to get nore oil in the pipeline. Both objectives
have been net. Small conpanies |ike Caelus, Hilcorp, Arnmstrong,
Brooks Range, Great Bear and a couple of Native corporations are
up there and have sone discoveries. The big three are actually
putting nore oil in the pipeline, as well. So, wouldn't you say
that our tax credits are a success?
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COWM SSI ONER HOFFBECK replied that a lot of things cane into
play with the new discoveries, and production and credits were
part of that, but there may be a nore efficient way to apply the
credits now. People realize the state has a place in helping
incentivize certain activity, but the limted resources it has
have to be used as surgically as possible.

SENATOR MEYER said it gets kind of confusing on the per-taxable
barrel credit that bunped the base rate of 25 percent up to 35
percent, which in itself would be the highest in the world. But
then they said since they weren't going to have progressivity
anynore |ike under ACES they would use a sliding scale so that
the higher the price the closer to the 35 percent we get. He
asked if that is a tax credit or just part of the production
t ax.

COW SSI ONER HOFFBECK replied that the adm nistration has been
pretty consistent in feeling the per-barrel credit is part of
the tax system It was felt that 35 percent was too high and the
credit was a way of offsetting that rate at |ower oil prices.

SENATOR MEYER stated that if people try to add the per taxable
barrel credit to the total tax credits, that's not really apples
and appl es.

4:23:12 PM

COWMWM SSI ONER HOFFBECK replied that their presentations have
parsed that credit out from the rest of the credits as a
separate line item

4.:23:18 PM

SENATOR VON | MHOF said in retrospect a nore robust evaluation
system and process should have occurred nmany years ago when the
tax credits were rolled out. If we are going to be giving away
tax payers noney, there should be sone |evel of confidence that
it is being used in the highest and best use. But we didn't and
HB 247 attenpted to address that and its first report wll
happen in April and that should be revealing in what Kkind of
i nformation can be coll ected.

4:24:58 PM

COWM SSI ONER HOFFBECK remarked that the April report wll be
enlightening to a point, because it covers only the credits the
departnment has witten checks for and it's only since the

effective date of the bill. So of the $700 or $800 million worth
of credits they will see a report on only about $70 mllion of
t hem
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CHAIR G ESSEL said having witten checks is sonewhat constrai ned
by the Governor's veto of the nonies to fund those checks.

COWM SSI ONER HOFFBECK responded yes and no: yes, the Governor
did veto the $500 million worth of credits |ast year down to the
statutory level for the credits, so it depends on whether the
statute was the driver or the appropriation process.

SENATOR COGHI LL said he was concerned about the phrase "unless
prohibited by law' and that from l|legislator's perspective they
need to know what that actual hurdle is for the unreported
t hi ngs.

COWMM SSI ONER HOFFBECK replied they would make sure that is part
of the report.

CHAI R G ESSEL asked if any federal |laws constrain the disclosure
by publically traded conpani es.

COWMM SSI CENER HOFFBECK replied that he was not aware of any.

4:28:48 PM

LENNI E DEES, Audit Master, Departnment of Revenue, Anchorage,
Al aska, added that he didn't know of any laws that would
prohibit those disclosures. AS 43.55.890 is what the
commi ssioner referred to as the disclosure |aw and the fact that
that information has to be aggregated in order to disclose it.
That woul d be the |law that woul d inpact this section the nost.

4:29:42 PM
CHAI R G ESSEL said her secondary question was related to the net
operating losses and if there are any federal Ilaws that

regul ated publically traded conpanies and the disclosure of
their tax information.

MR. DEES answered that he was not aware of any.

4:30: 03 PM

SENATOR W ELECHOWSKI said sonme new conmittee nenbers are unaware
of the fact that the legislature had tried to fix this problem
several tines with legislation, but the bills often haven't
gotten a hearing. So, he is glad it is finally getting a
hearing. He asked to be provided with a detailed analysis of
what percentage of oil in the pipeline is related to tax
credits, a detailed analysis of the projects' and fields' net
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present values, internal rates of return, and how they are
i mpacted by the $8 billion in subsidies the state has provided.

4:30:57 PM

COWM SSI ONER HOFFBECK replied they would not be able to provide
detailed information on net present value and IRR that would
require providing internal conpany information. In all honesty,
they could make a stab at how nmuch oil is based on the credits,
but regulatory issues have occurred as well as changes in other
portions of the tax regime: credits and oil prices issues: a
mul titude of things all cone together to create the production
the state has now One thing is pretty clear as far as what they
can report: they could not report information on conpany incone-
related type investnent before it was reported to the
sharehol ders. So, they have to wait until the conpanies' annua
reports are filed to have access to the data in the fashion they
coul d share.

CHAI R G ESSEL t hanked him for that very hel pful information.

4:32:37 PM

SENATOR STEDVAN said Senator Meyer had talked about the 35
percent base tax and the per barrel sliding scale calculation
that basically puts the state into a gross tax calculation (less
than $70/0il) and the residual issue is a 35 percent base tax
beconmes an NOL deducti bl e percentage of opex and capex, which is
- everyone has an opinion - exceptionally high. In dealing with
that and even to say it's not high will give the argunent to the
folks that think it is a squared up good rate.

It helps in nunerous ways with the longevity of the pipeline,
the state's revenue stream and |obs, and getting into
devel opnments like Smth Bay with naybe 300,000 barrels a day.
But there is a little thing called cash flow between today and
tomorrow, and it looks like that project wll have billions
i nvested before first oil.

"How do we cash flow 35 percent of the cost of that going
forward when we can't neet our payroll today and it doesn't | ook
like we're going to nmeet our payroll tonorrow. ..?" Wth that
bei ng said, Senator Stednman asked how a policy maker knows what
is a good deal for the state and industry so they are not
changing course all the tinme, and wll that project be co-
mngled with the rest so he just gets one nunber?

COWM SSI ONER HOFFBECK replied that Smth Bay would generate a
$3.5 billion NCOL credit, and the state could deal with it a
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couple of ways. One way was is in HB 247 |ast year that capped

t he annual cash paynent at $75 million, but because only half of
that was at 100 percent and half was at 75 percent it works out
to be about $62 mllion-plus that they could cash in any given

year if they are willing to take the haircut on the second half
of that $75 mllion. That would reduce the state's liability
during the developnment vyears. But there would be nmultiple
partners who could all claim a piece of the credit, so it's a
l[ittle bit uncertain about how big the liability would be. It's
fairly certain that a good share of that $3.5 billion would
still be unreinbursed credits at the tinme that the field went
into production. Then those, of course, would be deductions
against tax liability until the credits were used up.

4:36:45 PM

Secondly, they would bunp into the current situation where there
is no mandatory requirenment to cash out the credits and making
it subject to appropriation. And if the state doesn't have the
noney to pay the credits it sinply would not be able to cash the
credits out. That creates a lot of uncertainty for those that
are relying on the credits for developing their fields. The
adm nistration has taken the position that the state is better
off with a credit program that it can afford and give sone
certainty rather than a program that may be higher than it can
afford that creates wuncertainty before the fields conme into
devel opnent .

For a field that may already be in devel opnent that may be in a
NCL situation - which is essentially all they are tal king about
ultimately for any big dollars - because all credits have been
repealed for Cook Inlet effective the end of this FY18, a few
credits are left in Mddle Earth and the NOL is the only credit
left on the North Slope. If a conpany has an NOL credit and they
report it wunder this new |anguage, they would tell you where
that | oss was within the bigger construct of their conpany.

4:39:41 PM
SENATOR STEDMAN said there could be sizeable shift in field
econom cs with del ayed paynents while everyone wants stability.

COWM SSI ONER HOFFBECK said the departnment has a robust full-
cycle economc nodel for showing the inpacts of various credit
regimes and when the credits get paid is a big driver in the
econom cs of the devel opnent.

SENATOR COGHILL said he tended to agree with sone of that
assessnent and he struggles with a couple of nechanical things
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in the bill. At this point he is looking at the regulation
adopted by on page 2, line 27. It had a very prescriptive |ist
of 10 itens that should be reported on by March 31 under oath.
Now there are 10 things and of those nunber, 10 has three major
parts to it. The |language that bothers him is "information
required" and then the statute now read 9 things. Now it wll be
required under a regulation, not a |law. How would he interpret
t hat ?"

COW SS| ONER HOFFBECK asked if he could defer that answer.

CHAIR 3 ESSEL added that was her concern as well. She asked the
commi ssioner to speculate, but did he have any sense of how the
di scl osures that are proposed in SB 44 mght affect conpanies
accessing noney from lending institutions. Wuld the |enders
have concerns lending to a conpany that is disclosing as much
i nformati on as proposed?

COW SS| ONER HOFFBECK asked if he could defer that answer to M.
Ruggeri o' s experti se.

CHAIR G ESSEL said a slide fromthe tax director points out $8
billion in credits over a 10-year period and asked how much
revenue was realized in that tine to the State of Al aska.

4:44:11 PM
COWM SSI ONER HOFFBECK said he would have to bring that back to
her.

SENATOR STEDMVAN said this comment was geared nore for the people
at hone who are watching, but when he has been tal king about the
inability to get data and asking revenue questions they can't
answer, sonetines when individual conpanies do answer the
question in private. He didn't want the public to think the
industry is conpletely shutting the policy makers out. The Big
Three have been good over the years and hel pful in letting them
know how t he tax mechani sm wor ks.

SENATOR HUGHES renmarked that the conm ssioner said he would be
taking a stab in the dark to try to figure out what percentage
of oil and pipeline resulted from tax credits, and yet he has
all the proprietary information. This bill would provide the
| egislature with less detailed information and if it is a stab
in the dark for him how would the |egislature having access to
less information help them determ ne whether a particular tax
credit is effective or not?
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COWMM SSI ONER HOFFBECK replied the piece the departnment doesn't
have is they don't sit in the board room and don't know what
piece triggered an investnent decision. As to how much nore
| egislators will be able to parse out, they will not be able to
parse out precisely how nmuch oil is in the pipeline due to the
credits, but they will be able to see which conpanies received
the credits and how nuch those conpanies are producing. That
will give them sone idea of whether or not the credits are being
efficiently used. Probably sonme of the older credits are the
nor e egregi ous and those have been repeal ed.

SENATOR HUGHES said she understands that Texas and Loui siana
have collected sonme of this information and asked if that has
wor ked for themin figuring out what is effective.

COW SSI ONER HOFFBECK again deferred to M. Ruggiero on that
guesti on.

CHAI R G ESSEL added that he just illustrated why so many of the
credits in ACES were repealed - because they were not resulting
i n production.

4:48: 29 PM

SENATOR W ELECHOWSKI asked if they have no idea if any of the
tax credits result in getting nore oil or not, why should the
state continue to offer tax credits at all.

COWM SSI ONER HOFFBECK replied that they can see in their full-
cycle economic nodeling where a field would be economic with a
credit boost and where it would be uneconom c w thout it.

4:50: 55 PM

CHAI R G ESSEL thanked the conm ssioner for his presentation and
noted that Senator Gardner asked to hear from Richard Ruggiero
and wel comed himto the table.

4:51: 07 PM

RI CHARD RUGE ERO, Legislative Consultant, Castle Gap Advisors,
Al aska State Legislature, Juneau, Al aska, said 10 years ago, as
a nmenber of the Gffney Cine team he wote in a nenpo that
basically Al aska was one of the nost opaque places with respect
to data comng fromthe oil conpanies for this body to be able
to make its policy decisions. And today it remains the sanme. The
state is actually nmaking decisions with a whole l|ot |ess
information than simlar bodies in the other governnents he
works for. For menbers who don't know him he spent decades as
big oil, he spent over a decade advising governnents, and he
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spent alnobst a decade with a large service conpany, so he has
vari ed perspectives.

He said for legislators to nmke good durable decisions and
understand how well the credits are working they need another
| ayer of information and detail. One difference he still sees
today is that the Tax Dywvision is the one talking about
production and it is bound by confidentiality of the tax return
it gets. But 90-plus percent of the information that goes on a
tax return is basic oil field operating data that all the other
regimes he works for report to the equivalent of the DNR or the
AOGCC here in Alaska and openly report it. In fact, he could go
on line and show them a field in Norway that has well-by-well
detail wth a 30-year history of the capital that was spent and
the production that resulted from that capital, as well as a
five-year projection of work they plan on doing, what plans have
been approved, and what the expectations are for that country as
t hey nove forward.

4:54:11 PM

Secondly, M. Ruggiero, said with respect to data transparency,
he knows they get into a continual discussion of how much
sonmeone got paid being confidential tax payer information, but
now there is a global initiative called the "Extraction Industry
Transparency Initiative," which many governnents have signed on
to including the U'S. governnent. The Securities and Exchange
Comm ssion (SEC) is going to require anyone who is listed on
their stock exchange to publish, if they are part of the
extraction industry, the paynents they nake to governments and
di saggregate those into five or six categories. That type of |aw
is already in place in Europe. He can show them what every oi
conpany has paid to Norway in terns of |icense bonuses, royalty,
petrol eum taxes, and income taxes. He could go to the UK
website and find out how nmuch a conpany that operates in Al aska
actually paid the State of Al aska as incone tax, royalty, and as
license fees in 2015. There is also a 2014 report.

So, conpanies are required to provide information, and if he
coul d nmake a suggestion he would say that el sewhere in the world
much nore information changes hands than in Al aska, and that
data is available to the governnent for setting policy wth
respect to what acreage it makes available, to what data that
hel ps others conme in, and data to inform making tax policy.

MR, RUGE ERO said comments were nmade with respect to whether a

35 percent credit too high or too low, and the one piece he
woul d make is whether the credit in place is a net operating
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loss (NOL) and if that was not allowed that would nove Al aska to
the bottom of the conpetitive rankings in the world. Every
regi ne, ever ywhere, al | ows conpani es especially wth a
devel opnent like Smth Bay, to deduct the cost of what it took
to get that production fromthe future revenues of that project.
To deny that would really nove Alaska to the bottom of the
conpetitive scale.

Now, various countries around the world have different neans by
which they treat that NO.L. Some give the equivalent of what

Alaska has - the qualifying capital expenditure. 1In other
pl aces, because there are long lead tines between when the noney
is spent and when the actual production cones on they will offer
forms of wuplift - another way of saying interest - as it's

carried forward, so that way the tine value | oss does not becone
a big kicker to their econom cs.

He could offer a whole lot nore information if he had nore tine.
He could show them the EITI Initiative, standard terns for
production sharing contracts that show Al aska is conpeting nore
agai nst places around the world than the Lower 48. That would
show the type of data requirenents that the oil conpanies have
to disclose and what rights the governnents have under those
contracts to use that data for their purposes.

SENATOR MEYER asked why he feels Alaska's conpetition is nore
gl obal versus the Lower 48. And he wanted to know how Al aska
conpetes globally on a conpetitive basis with its current tax
rate.

4:58: 03 PM

MR. RUGE ERO answered the reason he said Alaska is conpeting
nore globally than in the US is that Al aska and the Lower 48
are two very different businesses. Alaska is a large project,
long-lead tines, significant scale on the reserves, and to an
extent a slow steady decline. Business in the Lower 48 is buy
acreage today, have a rig there in a week, and have production
on line in 30 days. But it's production that declines 60-80
percent in the first two years. North Dakota had the sane fiscal
system forever until the production picked up and that was due
to the shale technology. But they drilled tens of thousands of
wells. And if you look at North Dakota production today, it is
falling off faster than it rose, because the rigs have stopped
with the drop in the price of oil.

SENATOR STEDMVAN said he wanted to hear nore from M. Ruggi ero on
sonme of the newer changes internationally that the industry is
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dealing with as far as disclosure. It would be very beneficial
to keep up with what is going on around the pl anet.

CHAIR G ESSEL held SB 44 in conmittee, adding that she would
invite M. Ruggiero back.

5:00: 54 PM

CHAIR G ESSEL adjourned the Senate Resources Conmittee neeting
at 5:00 p. m
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