M NUTES
SENATE FI NANCE COWM TTEE
May 13, 2003
4:41 PM

TAPES

SFC-03 # 92, Side A
SFC 03 # 92, Side B
SFC 03 # 93, Side A

CALL TO ORDER

Co-Chair Gary WI ken convened the nmeeting at approxinmately 4:41 PM
PRESENT

Senator Gary W/ ken, Co-Chair
Senat or Con Bunde, Vice Chair
Senat or Robi n Tayl or

Senat or Donny O son

Senat or Lyman Hof f man
Senat or Ben Stevens

Al so Attendi ng: SENATOR THOVAS WAGONER; BI LL CORBUS, Conmm ssioner,
Department of Revenue; TRACI CARPENTER, Staff to Senator Lyda
G een; JOHN MACKI NNON, Deputy Comm ssioner of H ghways & Public
Facilities, Departnent of Transportation and Public Facilities;
KATHLEEN STRASBAUGH, Assistant Attorney General, Governnental
Affairs Section, Cvil D vision (Juneau), Departnent of Law, MARY
JACKSQON, Staff to Senator Thomas Wagoner; MARK MYERS, Director,
Division of Ol & Gas, Departnent of Natural Resources; DAN
DI CKI NSON, Depart nent of Revenue; STEVE PORTER, Deputy
Comm ssi oner, Departnent of Revenue

Attendi ng via Tel econference: Fromoffnet sites: DOUG SHULTZ, Vice
President, XTO ENERGY; KEVIN TABLER, Land and Governnent Affairs
Manager, Unocal Gl

SUMVARY | NFORMVATI ON

SB 213- KNI K ARM BRI DGE AND TOLL AUTHORI TY
The Conmmittee heard from the Departnent of Transportation and

Public Facilities and the Departnent of Law. Three anmendnents were
adopted, and the bill reported from Conm ttee.
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SB 117-ELI M NATI NG LONGEVI TY BONUS PROGRAM

A conmittee substitute was adopted, and the bill reported from
Commi ttee.

SB 185- ROYALTY REDUCTI ON ON CERTAIN A L

The Comm ttee heard testinony fromthe sponsor, the Departnent of
Revenue, the Departnment of Natural Resources, and the public. A
commttee substitute was adopted, and the bill was held in
Conmittee.

SB 100- APPROP: CAPI TAL PRQIECTS

One anendment was w thdrawn from consideration, and the bill
reported from Comm ttee

#sb213

SENATE BI LL NO. 213

"An Act establishing the Knik Arm Bridge and Toll Authority
and relating to that authority; and providing for an effective
date."

This was the second hearing for this bill in the Senate Finance
Conmittee.

Co-Chair WIlken stated that this legislation would establish an
i ndependent authority to build and operate a toll bridge over the
Knik Arm He clarified that SB 213, 23-GS1149\A, is the version
before the Commttee, and he rem nded the Commttee that previous
guestions on the bill included the conposition of the Bridge
Aut hority’ s nenbers.

Amendnent #4: This anmendnment provides for the appointnent of two
addi tional menbers to the Knik Arm Bridge Authority. In addition,
the amendnent provides for staggered nenber terns and defines
initial termtinmelines.

Co-Chair WIken noved to adopt Anendnment #4 on behalf of its
sponsor, Co-chair Green. He noted that Anendnent #4 is simlar to
Amendnent #1, sponsored by Senator Hoffrman, that has yet to be
of fered for adoption.

TRACI CARPENTER, Staff to Senator Lyda G een, explained that
Anendnent #4 woul d add two nenbers to the Bridge Authority; one to
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represent the Matanuska Susitna Borough and the other to represent
the Municipality of Anchorage. Additionally, she noted that the
amendnent clarifies the initial length of Board service for the
three public nmenbers who are specified to serve five-year staggered
terns.

Ms. Carpenter noted that Amendnment #4 differs from Amendnent #1 in
t hat Amendnent #4 does not address the Board vacancy appoi nt nent
process.

Senator Taylor questioned the need to define the areas the two
menbers would represent, as he attested, individuals from other
regions could be assets to the Board.

Senator B. Stevens asked the Departnent of Transportation and
Public Facilities’ position on the anmendnent.

JOHN MACKI NNON, Deputy Comm ssioner of H ghways & Public
Facilities, Departnment of Transportation and Public Facilities,
commented that the amendnent is acceptable to the Departnent.

Senator d son asked whet her the anendnent would affect the fiscal
not e.

M . MacKi nnon responded that the fiscal note should be increased
approximately $14,400 to provide stipend funds for the two
addi ti onal nenbers.

Co-Chair W/ ken shared that Co-Chair Green is concerned about the
anount of the fiscal note, and that she is negotiating with the
Departnent to reduce it. He surmsed that the final fiscal note
woul d be “significantly less” than the original $523,700 fisca
not e.

There bei ng no objection, Amendnent #4 was ADOPTED.

Amendnent  #3: This anmendnent deletes subsection (f) of Sec.
44.90.221 of the bill, on page 8, lines 16 - 20 that reads as
fol |l ows.

(f) The chair of the board shall annually, not |ater than
January 2, deliver to the governor and the legislature a
certificate stating the sum if any, required to restore any
capital reserve fund to the capital reserve fund requirenent.
Money appropriated during that fiscal year for capital reserve
fund restoration shall be deposited by the authority in the
proper capital reserve fund.
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On behal f of Co-chair Geen, Co-Chair WIken noved for the adoption
of Amendnent #3. He then objected for sake of explanation.

Ms. Carpenter informed the Commttee that the Departnent of Law
recommends that Section (f) be deleted fromthe bill as it m ght
negatively inpact the State’s bond rating.

KATHLEEN STRASBAUGH, Assistant Attorney General, Governnental
Affairs Section, Cvil Division (Juneau), Departnent of Law,
expl ai ned that subsection (f) would create “a noral obligation on
the part of the State to back the bonds of this agency.” She stated
that this action is inconsistent with other sections of the bil
that are designed “to assure the financial independence” of the
Board. She voiced that the Treasury Division of the Departnent
strongly recomends that the section, whose inclusion is “an
oversi ght” be del et ed.

Co-Chair WI ken renoved his objection.
There being no further objection, Arendnent #3 was ADOPTED.

Senat or Hof fman asked whether the Knik Arm Authority would be
subject to the requirenents of the Executive Budget Act.

Ms. Strasbaugh explained that the Executive Budget Act requires
that, with the exception of debt retirenent funds, any funds
generated from the State nust be reported. She noted that the
information in question is |located on page five line nine of the
commttee substitute that reads as foll ows.

(2) conply wth the provisions of AS 37.07
(Executive Budget Act), except that AS 37.07 does not apply to
the activities of the authority that relate to the authority’s
borrowi ng of noney as provided in this chapter, including the
issuing of its obligations or evidence of that borrow ng and
t he repaynent of the debt obligation.

Ms. Strasbaugh continued that this section does not relieve the
Authority fromcertain reporting requirenments as outlined in other
sections of the bill.

Senat or Tayl or asked about provisions that provide imunity to the
Aut hority.

Ms. Strasbaugh responded that provisions that relieve Board nenbers

from personal liability are included in Sec. 44.90.241 on page
nine, lines 17 - 19 that reads as foll ows.
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Sec 44.90.241. Nonliability on bonds. (a) Neither the
menbers of the board nor a person executing the bonds of the
authority is liable personally on the bonds or is subject to
personal liability or accountability by reason of issuance of
t he bonds.

Senat or Tayl or voiced support for these provisions.

Anmendment #2: This amendnent inserts new subsections into Section
44.90.031 of the bill on page 2, line 13, following the word
“citizen” to read as foll ows.

(4) one nonvoting nenber who is a nenber of the
state house of representatives appointed by the speaker of the
house and who serves at the pleasure of the speaker of the
house; the speaker of the house shall consider the appoi nt ment
of a legislator elected from a house district that lies
entirely or partially within the Miunicipality of Anchorage or
t he Mat anuska- Susitna Borough for appointnment under this
par agr aph; and

(5) one nonvoting nenber who is a nenber of the
state senate appointed by the president of the senate and who
serves at the pleasure of the president of the senate; the
presi dent of the senate shall consider the appointnment of a
| egi sl ator elected froma house district that lies entirely or
partially wthin the Minicipality of Anchorage or the
Mat anuska- Susi t na Borough for appoi ntment under this paragraph

I n addition, Amrendnent #2 contains conform ng | anguage and inserts
the word “voting” in |language on page 2, lines 22, 23, 26 when
referring to nenbers of the board.

Senat or Hof f man noved for the adoption of Amendnent #2.
Co-Chair W1 ken objected for discussion.

Senat or Hof fman stated that Anendnent #2 specifies that a nmenber of
the House of Representatives and the Senate would be non-voting
menbers on the Board. He stated that in addition to providing an
opportunity for other regions of the State to be represented on the
Board, the inclusion of Legislators would allow the Legislature to
be “better inforned” regarding the Authority.

Anmendnent #1: This anendnent inserts a new subsection into Sec.
44.90.031 on page 2, line 13 of the bill that reads as foll ows.

(4) one public nenber, appointed by the governor
from a list of 5 nanes submitted by the mayor of the
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Muni ci pality of Anchorage, who is a state resident, resident
of the Municipality of Anchorage, and United States citizen;

(5) one public, appointed by the governor from a
list of 5 names submtted by the mayor of the Matanuska-
Susitna Borough, who is a state resident, resident of the
Mat anuska- Susi t na Borough, and United States citizen;

Additionally the amendnent inserts new | anguage to subsection (c)
of Sec. 44.90.031 on page 2, line 18, follow ng “appointnent” to
read as follows.

(c) If a vacancy occurs in the public nmenber seat on the
board, the governor shall nake an appointnent to fill the
vacancy in the same manner as the previous appoi ntnment to that
seat, effective immediately, for the unexpired portion of that
menber’s term

Furthernore, in addition to technical changes, the anmendnent
inserts a new bill section on page 12, following line 30 to read as
fol | ows.

Sec. 4. The uncodified |law of the State of Al aska is anmended
by adding a new section to read:
APPO NTMENT OF THE | NI TI AL PUBLI C MEMBERS OF THE KNI K ARM

BRI DGE AND TOLL AUTHORI TY. Notw t hst andi ng AS 39. 05. 055 and AS
44.90. 031(b), added by sec. 1 of this Act, the governor shal
appoint the initial public nenbers of the board of directors
of the Knik Arbm Bridge and Toll Authority to terns as follows:

(1) one public nenber to a termof five years;

(2) one public nmenber to a term of three years;

and
(3) one public nenber to a termof one year.

Senator Hoffman informed the Commttee that he would not be
of fering Anendnent #1 for consideration because of its simlarity
to Anendnent #4.

Senat or Bunde shared that there is a “parallel experience” wth
Legi sl ative representation on a Postsecondary Educati on Comm ssi on.
He noted that, “there is an on-going legal discussion as to
whether” this representation is appropriate because of Legislative
fundi ng authority. Nonethel ess, he voiced support for the concept.

M . MacKi nnon stated that the reporting concern m ght be addressed
by | anguage on page five, lines one through eight, that requires
the Authority to submt various reports to the Legislature and the
Governor on an annual basis.
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Co-Chair WIlken asked the Departnent’s position regarding
Legi sl ative representation on the Board.

M. MacKi nnon responded that the Departnent does not support the
amendnent .

Senat or Bunde comented that Legislative representation on the
Board m ght be beneficial in that it could provide the Board with
i mredi ate Legislative reaction to a situation before rather than
after an event occurred.

Co-Chair W/I ken renoved his objection.
Wt hout further objection, Anendnent #2 was ADOPTED.

Senat or Tayl or noved to report the bill, as anended, from Commttee
with individual recommendations and acconpanying fiscal note;
however, he objected to state that while “this mght be the nost
expeditious way to get that bridge built,” the citizens of the area
woul d be burdened with its adm nistrative expense. He stated that
were the Departnent of Transportation and Public Facilities rather
than a bridge authority to build the bridge, the users would not
have a burden. He noted his repeated efforts to instill toll roads
and a Road Toll Authority in addition to a Marine Toll Authority to
repl ace the current Marine Advisory Board.

Senat or Tayl or voi ced support for building the Knik Arm Bridge, as
he expressed that the citizens of the area, who m ght be required
to pay approximately twenty dollars to transit the Bridge, would
then be able to understand how the citizens of Southeast Al aska are
affected by having to pay for transportation on the Marine H ghway
System

Senat or Tayl or renoved his objection.

Senator Bunde objected to the notion. He stated that, in
consideration of the State’s fiscal dilemm, all expenses should be
guestioned. He asked whether the State expenses associated with
this legislation would be factored into the operating expenses of
the bridge and into the toll anpbunt charged for bridge transit.
Co-chair WIlken clarified that the question is whether State funds
and ot her expenses that establish the Authority woul d be rei nbursed
via the toll system

M. MacKi nnon voi ced the expectation that they woul d.

Senat or Bunde repeated M. MacKinnon's comment, for the record,
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that the State woul d be rei nbursed. He renoved his objection.
Senator O son asked whether the toll anpbunt has been establi shed.

M . MacKi nnon responded that the anmpbunt is unknown as the project
is in the conceptual stage.

Wthout further objection, CS SB 213(FIN was REPORTED from
Conmittee with previous fiscal note #1 in the amount of $523, 700
fromthe Departnent of Transportation and Public Facilities.

#sb117

SENATE BILL NO. 117

"An Act elimnating the |ongevity bonus program and naking
rel ated conform ng changes; and providing for an effective
date."

This was the third hearing for this bill in the Senate Finance
Commi ttee.

Senator Taylor noved to adopt CS SB 117, 23-GS1100\B, as the
wor ki ng docunent .

Senat or Hof f man obj ected for explanation.

Senator Taylor explained that the commttee substitute would
provide for a five-year phase out of the |ongevity bonus program
with the program being elimnated from State statute at the
conclusion of that tine. He comunicated that he is furthering this
proposal, not because he avidly supports it, but because it is an
acceptable solution to the Pioneers of Al aska and AARP whose
“W sdoni in the matter he acknow edges.

Co-Chair Wl ken stated that the conmttee substitute's fiscal note
woul d be forthcom ng.

Senat or Hof f man renoved hi s objection, although he opined that the
| egi sl ati on does not reflect the wi shes of “the masses” of the
State’s senior citizen popul ation.

W thout further objection, Version “B’” was ADOPTED as the working
docunent .

Senator Taylor noved to report the bill from Comrittee wth
i ndi vi dual recommendati ons and forthcom ng fiscal note.
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Senat or Hof f man and Senat or O son obj ect ed.

Senator Hoffrman reiterated that this | egislation does not represent
the desire of the majority of the State’s seniors.

Senat or O son argued that the process has not provided sufficient
time for public input. He noted that the elders in his Legislative
District do not support the proposal.

Aroll call was taken on the notion.

IN FAVOR Senator B. Stevens, Senator Taylor, Senator Bunde and Co-
chair WIken

OPPCSED: Senator 4 son and Senat or Hof f man
ABSENT: Co-chair G een
The notion PASSED (4-2-1)

CS SB 117(FIN was REPORTED from Commttee with a forthcom ng
fiscal note.

#sb185

CS FOR SENATE BI LL NO. 185(RES)
"An Act providing for a reduction of royalty on certain oi
produced from Cook Inlet subnmerged |and."

This was the first hearing for this bill in the Senate Finance
Conmittee.

Co-Chair WIlken informed the Conmttee that this bill would reduce
royalty rates on oil production from offshore oil platforns on
subnerged [ ands in Cook Inlet based in a specified daily production
rate. He noved for CS SB 185, 23-LS0926\Q to be adopted as the
wor ki ng docunent .

Senat or Hof fman and Senat or Tayl or objected for further explanation
of the commttee substitute.

SENATOR THOVAS WAGONER, the bill’s sponsor, stated that the
original intent of the bill was to revise State statutes pertaining
to royalties on certain Cook Inlet oil fields nearing the end of
their production capacity. He declared that a reduction in royalty
expenses would nake a field nore economical to operate and all ow
producers to nmaximze production and continue enploynment
opportunities.
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Senat or WAgoner stated that this increase in oil production “would
be nore than woul d have originally been realized, and subsequently,
nore royalty revenue even at the reduced rate.” He continued that
encour agi ng production in these “marginal fields will extend their
life by a mninmmof eighteen to twenty four nonths.”

Senat or \Wagoner continued that, in addition, the original bill
proposed new field exploration tax credits in order to create new
j obs and revenue for the State.

MARY JACKSON, Staff to Senator Wagoner, explained that the
commttee substitute expands the original bill by inserting new
| anguage in Section 1 that would grant the Alaska G| and Gas
Conservation Conm ssion the authority to incorporate the new
provisions of the bill into statute. Furthernore, she stated that a
new subsection pertaining to “m drange producers” was inserted into
Section 2.

Ms. Jackson detailed the entirety of Section 2 as follows:
Subsection (6)(A) identifies the rigs that would be eligible under
the 1,200 barrel per day jurisdiction and Subsection (6)(B)
identifies the royalty percentages for those identified rigs;
Subsection (6)(C) inserts a new “mdrange” production |evel
pertaining to rigs that produce in the 975 barrels per day range
and Subsection (6)(D) specifies the royalty rate for the m drange
rigs; Subsection (6)(E) identifies rigs producing |less than 750
barrel s per day with Subsection (6)(F) specifying the royalty range
for those rigs; and Subsection (6)(G pertains to rigs in the Wst
McArthur River field with Subsection (6)(H) specifying royalty
ranges for that field. She stated that Subsection (6)(l) defines
the criteria for determning the daily barrel production of a
platformor field.

Ms. Jackson continued that Section 3 of the commttee substitute
outlines the new tax credit provisions.

Senat or Hof f man renoved hi s objection.

Wthout further objection, conmttee substitute Version “Q was
ADOPTED as the working docunent.

Senat or Hof f man asked how the fiscal notes woul d be inpacted by the
conmmittee substitute.

Ms. Jackson inforned the Commttee that the Section 3 tax credit

provi sions are addressed in the Departnment of Revenue fiscal note
dated May 11, 2003 and that the new section pertaining to the
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m drange oil producers is addressed in the Departnent of Natural
Resources fiscal note, dated May 9, 2003.

Senat or Bunde asked whether the proposed tax credits would only be
appl i ed upon di scovery of a viable oil field.

Senat or WAagoner responded that the tax credits are nore applicable
to exploration than discovery. He continued that the purpose of the
| anguage is to entice conpanies “to invest nore noney in Al aska and
drill nore wells” so that the possibility of both discovery and
production could be “substantially” increased.

Senat or Bunde summari zed therefore that the answer to his question
IS no.

Senat or \WWAgoner concurr ed.

Bl LL CORBUS, Conm ssioner, Departnent of Revenue, commented that,
“the exploration tax credit which would be applied to the severance
tax ...is one ingredient of the Governor’s |long-range plan.” He
shared that the Al aska oil pipeline is currently operating at 50-
percent of capacity and the goal of incentives such as the proposed
tax credit is to enable the pipeline to operate at full capacity.
He noted that the State currently offers mnimal incentives to
conpanies to explore, and he expressed that Governor MirkowskKi
“strongly urges that this legislation be adopted.”

Senat or O son asked the regions of the State that woul d be affected
by this legislation, specifically whether it would affect North
Sl ope producers.

Conmi ssi oner Corbus affirned that the provision would be applicable
st at ew de.

Senat or Tayl or observed that the bill originally addressed oil
production in the Cook Inlet region; however, he continued, the
commttee substitute expands it to a statew de scenario. He asked
for further information regarding Section 3(c) which provides a 20-
percent tax credit for a hole drilled nore than three mles away
from an existing hole, and Section 3(d) which provides an
addi tional 20-percent credit were the hole drilled at |east 25
mles froman existing hole. He contended that recently a major new
reservoir was di scovered but was “set idle” in anticipation of this
| egi sl ati on being enacted. Furthernore, he declared that advances
in technology allow for such technique as “slant drilling,” which
enables holes to be drilled to a reservoir from distances that
woul d allow conpanies to unfairly “take advantage” of the tax
credits.
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MARK MYERS, Director, Dyvision of Gl and Gas, Departnent of

Nat ural Resources, assured that exploration drilling wthin an area
of “an existing unit” would not qualify for the tax credits as the
bill contains restrictions that specifically address this issue.

Additionally, he clarified that wells that are currently planned
for exploration and devel opment would not qualify. He stated that
it has been determined “that three mles from a bottom well
| ocation” is “a reasonable distance” as it would likely drill “into
a separate accunulation.” He stated that there m ght be an occasion
where a new well mght drill into a substantial adjoining
accurrul ation, but “it is wunlikely.” In responding to Senator
Tayl or’ s comment about a recent major discovery, he stated that he
is unaware of any “capped off major discoveries” at this tine.

Senat or Tayl or asked whet her provisions exist that woul d prevent an
entity from “capping off” a magjor find and drilling into it from
three-mles distance in order to qualify for these “significant”
tax credits.

M. Mers responded that the distance requirenents could be
increased or that the “language could be crafted” to further
address this scenari o.

Senat or Tayl or expressed “sone sensitivity for the position that
the oil industry” alleges regarding the high cost of exploration in
the State as he avowed that the State has worked to address these
i ndustry concerns for years. Furthernore, he voiced that because
the State’'s current fiscal crisis mandates that such things as the
Longevity Bonus Program be elim nated, various taxes and user fees
be instituted, and a Statew de sales tax be considered, he finds it
difficult to support further benefits to the industry. He stated
that granting tax credits to the oil industry appears to be
contrary to attenpts to increase the revenue that the State
requires.

Conm ssi oner Corbus qualified that the potential inpact on revenue
to the State would not occur until FY 05. He asserted that “oil is
our future,” and that he considers this legislation to be “an
investnment.” He asserted that the State nust offer this incentive
in order to secure “a long-termstreamof oil.”

Senator B. Stevens asked for further information regardi ng | anguage
in Section 3(g) that specifies that the production tax credit
certificate could be transferred, conveyed or sold to another
entity.

Conmi ssi oner Corbus confirnmed that the production tax credit could
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be sold provided that the purchasing entity has a severance tax
obligation within the State.

Senator B. Stevens asked whether there are limts on the tax credit
anounts that could be accunul at ed.

DAN DI CKINSON, Director, Tax Division, Departnent of Revenue,
stated that the anpbunt of tax credit that a producer could utilize
toward their tax liability is “the face value of the certificate.”

Senator B. Stevens asked whether limts have been established
regarding the “di scounted value” of the tax credit certificate that
could be sold to a qualifying entity.

M. Dickinson responded that no limts are specified as, he
asserted, were discounts disallowed, there “would be no reason” for
another entity to purchase the certificate.

M. Dickinson exanpled a scenario wherein a producer mght spend
five mllion dollars conducting the practice of what is referred to
in the industry as “shooting seismc on spec.” He conveyed that it

is comon industry practice to sell that five mllion dollar tax
credit at a discounted price to another producer. He avowed that a
purchasing entity would not be willing to pay $5 million for the

tax credit certificate.

SFC 03 # 92, Side B 05:29 PM

M. Dickinson continued that, regardless of the anount the
purchaser pays for the tax credit certificate, the credit val ue
would be five mllion dollars, which is the face value of the
certificate. He clarified that no limts are placed on the nunber
of certificates that an entity could accunul ate.

M. Dickinson informed the Commttee that the three |argest
producers in the State currently pay approximately $20 to $30
mllion a nonth in taxes. He stressed that were this |egislation
adopted and credits accunulating “at that level, we would have a
very very vibrant” program

Co-Chair WI ken provided Commttee nenbers with a handout [copy on
file] t hat contains information regarding the “Cost of
Expl oration,” dated WMy 12, 2003 and charts depicting the
exploration goals and expectations of this incentive program He
stated that the handout m ght provide Menbers wth additional
expl anatory i nformation.
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Senator Taylor asked whether entities that conduct seismc
fieldwmrk regularly contract to sell that information as a nornal
course of business.

M. Dickinson stated that is correct.

Senat or Tayl or argued therefore, that those entities are being paid
to conduct seismc research, and, in addition, receive a tax credit
fromthe State that they could then discount and sell to another
conpany. He continued that the purchasing conpany could then use
the certificate, at full face value, against that conpany’s tax
liability wwth the State.

Senator Taylor continued that the initial contractor gets paid for
the seismc work and, in addition, receives a discounted anount for
selling their tax credit certificate. He concluded that the
purchaser of the certificate would then be able to apply the ful
face value of that tax credit certificate toward their tax
liability with the State.

Senator Taylor inquired as to whether the full face value of the
certificate is based on actual dollar costs of conducting the
seismic work or a percentage of the production nunber

M. Dickinson explained that the price paid for the seismc
information “is a negotiated figure.” He stated that, “it is highly
unlikely” that the buyer of the tax credit certificate is the sane
entity that purchased the original seismc informati on. He asserted
that it is a small nmarket and that there are not many purchasers;
therefore, he attested, the interested parties are know edgeabl e
about the tax credit. He stated that the price would be affected by
t hat know edge.

Senat or Tayl or asked the nunber of steps involved in this scenario;
specifically whether one or two agreenents woul d be invol ved.

M. Dickinson inforned that the situation could involve one or two
parties. Furthernore, he comented that the situation could apply
to anot her group of “independents who don’t yet have production.”

Senat or Tayl or asked for further information regarding the val ue
assigned to the certificate.

M. D ckinson affirned that the certificate is based on the actua
cost of conducting the research. He clarified that the only
limtation currently in the legislation is specified in Section
3(i)(1) which reads as foll ows.
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(1) the anount of credit that may be applied agai nst
t he production tax for each tax nonth nmay not exceed the total
production tax liability of the taxpayer applying the credit
for the sanme nonth

M. Dickinson continued that the tax liability could be carried
forward to the foll owi ng nonths.

Senat or Tayl or opined, therefore, that the tax liability credits
could be carried forth infinitely as no statute of |limtations
exi sts.

M. Dickinson replied that none exists; however, he noted that
there is a four-year limt in which the qualifying work could
occur.

Senat or Tayl or asked whether the legislation has a termnation
dat e.

M. Dickinson identified information in Section 3(a), which
i ndicates that credits against the tax due are subject to oil and
gas produced on or after July 1, 2004, and Section 3(b) which
states that exploration expenditure nust be incurred for work
performed on or after July 1, 2003 and before July 1, 2007. He
stated that this four-year w ndow would pronpt “this work to be
done,” and were it done, the State “would underwite up to forty
percent of it.”

Senator B. Stevens asked why the oil and gas exploration tax
credits for dry well expenditures differs fromthat allowed for a
successful well.

M. Dickinson noted that these are “very different” situations.

Senator B. Stevens observed that the expenditures that could be
applied to the credit for a successful well are “nore expansive” in
their incorporation of associated, allowable expenses.

M. Mers stated that there “is a different elenent of risk”
associated wth the expense of devel oping a successful well hole.
He continued that expenses such as roads, leasing permts, and
hel i copter pads would be necessary as opposed to only the
expl orati on expenses associated with a dry well.

M. Mers stated that the exploration credits are “deliberately”

limted “on the exploration side not to include testing or
devel opnment costs or ...delineation costs to try to mnimze the
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fiscal inpact, yet encourage exploration.”

M. Mers stated that as exploration is conducted further away from
existing infrastructure, “you need to find a substantial discovery
or series of discoveries to make it economical.” He avowed that
this legislation would assist in “pushing” those endeavors forward.

M. Dickinson interjected that philosophical differences occur in
di scussions regarding offering a broad-based project a ten percent
credit and a narrower based project a larger credit.

Senator Hoffman inquired regarding the reason for offering an
exploration tax credit of up to a 40 percent.

Conmm ssi oner Corbus responded that this proposal is a test program
whi ch the Departnment woul d evaluate “at the end of year four.”

Senat or Tayl or asked the Departnent whether this |egislation would
“encour age i ndependents and w | dcat” devel opers.

M. Dickinson voiced the belief that this program would entice
those types of developers. He commented that this program woul d
provi de the Departnent with information regardi ng what incentives
are required to encourage a variety of entities to conduct
exploration in the State.

M. Dickinson referred Conmttee nenbers to the aforenentioned
handout titled “Cost of Exploration.” He noted that Al aska is at
the “very bottoni of the table depicting the |level of financial
assi stance that devel opers receive fromthe State as conpared to
ot her governnental entities.

Senator Taylor noted that another obstacle to encouraging
i ndependents to operate in the State is the inability to access the
Trans Al aska Pipeline wth their product. As a result of this
access problem he stated that even though these entities m ght
have a successful find, they are forced to sell that find to one of
the | arger conpani es.

M. D ckinson conmmented that, while this concern is “clearly one of
several aspects” of the industry, the focus of this legislation is
to encourage the performance of exploratory work by the industry.

M. Mers shared that he has professionally worked in nunerous
exploration projects, and, as a result, he believes that there are
mul tiple ways that a credit like this would work: first, it would
provi de conpanies that are not exploring their large tracts of
exploration acreage the ability “to farmout an interest in their
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properties in which case this credit would be of value in bringing
ot her conpanies” to share the value of the credit. This, he

asserted, would enable such things as drilling costs and other
expenses to be nore manageabl e. Secondly, he contended, the |arge
nunber of small independents operating on the North Sl ope and “who

are literally cash constrai ned” would benefit, as this |egislation
woul d assist themin getting their projects operational.

M. Mers shared that, in addition to the access issue facing sone
devel opers, the availability of rigs and ice maki ng equi pnent; the
cost of transportation of the crude oil; and “maneuvering through
the environnmental permtting process” are other areas of concern.
However, he stressed that receiving up to a 40-percent tax credit
as specified in this legislation would be inportant in addressing
the cost restraints placed upon a conpany.

Senator Taylor noted that the legislation requires an actual
ownership interest in the well rather than a partnership
relationship, in order to qualify for the credit.

M. Dickinson clarified that the “earlier exploration incentive
credit” did require an ownership interest; however, this conmttee

substitute does not. However, he continued that “typically,” it
woul d be expected that the ownership conpany would be present in
the activity. He stated that, “if they have an over-riding royalty

interest or sone other interest in there that is not a clear
wor king interest they would qualify for this credit.”

Senat or Tayl or voiced the understanding that in order “to get the
credit.you had to have an actual ownership in that well.”

M. Dickinson confirmed “to take the credit, because it’s a
severance tax, yes, you have to have that interest.” He clarified
that were an independent to own the credit, “they would have to
sell it to sonmeone who could actually take it.”

Senator Tayl or voiced concern that due to the limted market of
entities with ownership interests, the discounts on the price of
the tax credit certificate “would get pretty stiff.”

M. Mers attested that the Departnent’s experience pertaining to
the sale of incentive credits indicates that they “have traded
fairly well,” with the trades being approximately ninety cents on
the dollar. He professed that while it is a discounted value, “it
does have real value” and that there is a market for the
certificates.

DOUG SHULTZ, Vice President of QOperations, XTO Energy, testified
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froman offnet site and infornmed the Commttee that he oversees the
Al aska Operations for the conpany. He stated that he is avail able
to answer questions pertaining to the mdrange | anguage section of
the bill.

Senator Hoffman stated that being provided wth additional
“snapshot” information regardi ng devel opnental costs and credits
woul d be hel pful.

M. Dickinson responded that a table of this nature could be
generated and provided to the Conm ttee.

M. Dickinson theorized that were another Alpine Ol Field
di scovered, it would generate approximately one billion dollars of
revenue for the State. He voiced that this program should be gauged
by the rate of return on the investnent rather than how nuch the
State would lose by offering tax incentives. He stated that “the
problemlies in the hope” that another large oil field |like Al pine
woul d be di scovered, as opposed to finding |arge quantities of oil
generated from nunmerous snaller pools. He stated that the smaller
pool scenario would not generate the sane high rate of return as a
| arge pool. He stated that by proposing this exploration incentive
program the State is attenpting to increase the rate of success of
finding another large field by increasing the anount of exploration
bei ng conduct ed.

Senator Hoffrman calculated that were this incentive program
i npl enented, the State would nove from the bottom of the
af orenenti oned Cost of Exploration table depicting governnent
incentive prograns to approxi mately the m ddl e.

M. Dickinson agreed that this tax credit incentive programwould
make the State “just average.”

Senator Hof fman stated that Al aska' s incentives would therefore be
conparable to those offered in the Gulf of Mexico and the United
Ki ngdom but substantially bel ow the incentive program offered by
Canada.

M. Dickinson agreed that this would be a good reference; however,
he noted that the chart is based on theoretical rates. He continued
that there mght be a two or three cent variation

Senat or Hof f man asked whet her the | evel of production would affect
the credit anount being provided.

M. Dickinson confirnmed that the credit level is based on the
actual anount of oil being produced.
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Senat or Hof f man asked whet her a hi gher potential of discovery in an
area woul d correspondi ngly be assigned a | arger incentive.

M. Dickinson communicated that, “in the final analysis, the
geology is what is going to matter.” He continued that regardl ess
of the level of incentive, an area with mninmal chance of return
woul d not be explored. He continued that areas such as Prudhoe Bay
did not require an incentive because it was believed that the
probability of a successful find was high.

Senat or Hoffrman asked for additional information regarding the
i ncentives provided by Russia and China as these countries’ credits
stipulate that the incentives offered would be “less dependi ng on
| evel of production.”

M. D ckinson responded that this |anguage is included in the chart
because in sonme countries “there is not a single rule for
everything.” He noted that in Kazakhstan, for exanple, incentives
are determ ned by production sharing agreenents sone of which m ght
be high and sone that mght be low He stressed that, “the ability
to take the credit ties back to the ability to produce.”

Senator B. Stevens asked for an explanation of “an exploration
unit” as specified in Section 3(b)(4) which reads as foll ows.

(4) may not be incurred for an exploration well or
seismc exploration that is included in a plan of exploration
or a plan of devel opnent for any unit in the state at the tine
t he expense is incurred.

Senator B. Stevens additionally asked whether the credit applies to
expenses associated with the purchase of a |ease that establishes a
new unit.

M. Dickinson responded that |ease acquisition costs are not
included in the credit cal cul ation.

M. Mers responded to Senator Stevens’ question by explaining that
this credit “is designed to stinmulate activity that woul d not occur
otherwi se.” He continued that, “a unit is an aggregate of |eases
put together for comon exploration or devel opnent.” He recounted
that the State fornms an agreenment with the |essees who are
obligated to performcertain activities in order to extend a | ease
beyond the primary term He stated that these “reasonable”
conditions and activities could include such things as specifying
that a certain nunber of wells nust be driven as well as a
commtnment to shoot seismc. He stated that a typical unit term
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m ght be three to five years, and were the conditions unnmet, the
State could cancel the |lease and reissue it to another entity.

M. Mers clarified that the costs associated with uphol ding the
extension conditions do not qualify for the exploration credit
incentive, as they are recognized as a requirenent of the |ease
extension. He continued that additional exploration work could
occur and he asserted, that this is, in fact, the goal of the
exploration credit program He continued that once a unit is
established and exploration occurring, the next step, upon
di scovery of a field, would be the developnent of the
infrastructure to enable production to begin. He noted that rather
than shooting separate seismc surveys, sone conpanies shoot
sei sm c surveys both inside and outside of the perineter of a unit
for economic reasons and that credits could be issued for the
sei sm c work conducted outside of the unit.

Senator B. Stevens summari zed, therefore, that a unit does not need
to exist to qualify for a tax credit.

M. Mers agreed and furthered that all owance of the exploration
credit for seismc surveys conducted outside of a unit could |ead
to the devel opnent of new units for production as, he conveyed, the
natural evolution after something is discovered is to forma unit
for devel opnent. He stated that, while a typical |lease termfor a
unit is seven to ten years, a |lease could be extended for up to
thirty years.

Senator B. Stevens commented that the credits should be referred to
as unit exploration credits rather than oil exploration credits.

Senat or Taylor noted that the Department of Revenue fiscal note
expl anation specifies that were the State successful in doubling
the anount of exploration that is currently being conducted, the
credit programwould cost the State $100 million in revenue in the
next fiscal year

M. Dickinson responded that, based on estinmates, that anount
“woul d be the ceiling.” He stated that while this figure mght be a
little high, the possibility “is in that order of magnitude.”

Senat or Taylor voiced that it is difficult to support |egislation
that mght result in a revenue reduction of $100 million when the
State’s current revenue and expense projections mght result in a
$400 million draw on the Constitutional Budget Reserve (CBR). He
poi nted out that the fiscal note additionally states that there is
little likelihood that the State would garner offsetting revenues
as a result of this legislation until the year 2007. He stated that
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this is a “major” concept and that the Conmttee should not nake a
qui ck decision on it.

Co-Chair WI ken agreed; however, he stated that this discussion is
providing information that would assist the Commttee in
understanding “this big legislation.”

STEVE PORTER, Deputy Comm ssioner, Departnent of Revenue, stated
that “the amount of drilling it would statistically take” to cost
the State $100 mllion in revenue woul d need to be “substantial.”
He continued that the fiscal note’s “high nunbers” are
conservatively presented to reflect the range that mght be
possi ble. Additionally, he noted that to incur this |level, nost of
the drilling must occur outside of the 25-mle zone as conpared
wWith current practice whereby the mgjority of the wells being
drilled this year are located within the three to 25-mle zone wth
only one well being drilled outside of the 25-m | e zone.

KEVIN TABLER, Land and CGovernnent Affairs Mnager, Unocal QOl,
testified via teleconference fromoffnet site to stress that the
di scussion not |ose, “the inportance of the primary purpose of the
bill” which is “the royalty reduction aspect in the Cook Inlet,” He
opined that this “would be a wonderful thing to have.” He voiced
concern that the focus is now exploration on the North Sl ope when,
he attested, the focus should be on furthering exploration on a
st at ewi de basi s.

M. Tabler commented on | anguage in Section 3(c)(2) which reads as
fol |l ows.

c) To be eligible for a 20 percent production tax credit,

expl orati on expenditures nust

(1) qualify under (b) of this section; and

(2) be for an exploration well that is |ocated and
drilled in such a manner that neither the bore hole nor any
part of the bore hole is at any tine |ocated | ess than three
mles away from any part of a bore hole of a preexisting
suspended, conpleted, or abandoned oil or gas well.

M. Tabler stated that while he understands the intent of this
| anguage, he voiced the concern that were a three-mle arc drawn
around every bore hole in Cook Inlet that has been drilled, there
woul d be no place for a new exploratory well. He stated that this
negates the incentive to drill in the area.

M. Tabler voiced that in addition to the density concern, there is

an issue regarding the depth conponent. He exanpled that were a
conpany to drill a 15,000 foot or 19,000 foot test well from an
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existing platform this, in essence could neet the three-mle
criteria. Therefore, he suggested that |anguage be changed to
specify, “certified” rather than pre-existing oil or gas well and,
in addition, insertion of the | anguage “producing froma formation
or certified capable to produce from the sane formation in the
exploration well.” He reenphasi zed that the discussion “should not
| ose sight of the royalty conmponent” of the bill

M. Mers voiced that “the focus should be on what you are trying
to incentiveize.” He stated that exploration for deeper wells and
step-out wells is occurring in existing fields, and that true
wi | dcat exploration is occurring in areas that are renoved from
existing infrastructure and that have nore uncertainty and |ess
mappi ng accumnul ations. He stated that all of this could be
characterized as exploration, but he attested, the goal is to focus
“on what you wish to incentiveize.” He stated that the three-mle
limt would pronote wildcat exploration that involves nore risk and
expense. He reenphasized that this type of developnment is the
intent of the credit program

Co-Chair WIken echoed Senator Taylor’s comments that “this is
significant legislation.” He noted that the bill would be held in
Comm ttee, and he continued, that upon conpletion of testinony,
further technical changes could be entertained. He noted that a new
commttee substitute would be forthcom ng.

Senat or Tayl or voiced concern that as “the pool of participants and
producers has dimnished,” the State m ght be “bei ng mani pul at ed”
by corporations that |everage exploration in one area against
anot her, specifically playing the State’s budget deficit situation
in their favor. He stated that these corporate decisions mght
influence legislation that could provide the industry wth
additional incentives. He voiced concern that this mght be a
factor behind this |egislation.

Commi ssi oner Corbus stressed that, while the aforenenti oned chart
conparing Al aska's incentives against other countries mght have
been sone influence, Governor Mirkowski and the Adm nistration
presented the exploration credit |egislation.

M. Porter assured the Committee that this legislation was
initiated by the Governor rather than by the industry. He
communi cated that the oil industry currently “has a substanti al
anount of production” in the State; however, he continued that the
benefits of that asset could be taken and invested either in A aska
or in another area of the world. He stated that an oil conpany
coul d decide to invest 20-cents or 65-cents of that dollar in the
State or el sewhere. He stated that the industry would invest in an
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area where “they would get the nost bang for their buck,” and he
contended, the intent of this legislation is to draw sone of that
dol l ar back to the State.

At Co-chair Wlken's request, M. Porter shared wwth the Commttee
hi s prof essional experience, which includes twenty-one years in the
oil and gas industry and incorporated such things as comunity
relations and negotiations, specifically dealing with issues
pertaining to the North Sl ope.

M. Mers further explained that the bill specifies that seismc
data that would be collected woul d have “clear value” as it would
be “released after ten years.” He noted that this information would
“hel p everyone across the board.” Furthernore, he clarified that
the exploration tax credits would be available to both i ndependents
as well as producers although, he specified that the independents
woul d be required to sell the credits at a discount in order to
receive that benefit.
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M. Mers continued that while the legislation m ght not address
all the issues, it does further exploration efforts.

Senator Tayl or shared that he has consistently supported neasures
that coul d assist independent operators as, he attested, having a
multitude of entities operating in the State “was the only way that
we as a State could find out what the value of our resource really
was.” He noted that 30-percent of the Lower 48 s oil is produced
either by wildcats or independents, and he stressed that he would
li ke to see those percentages in Al aska. He voiced support for this
type of legislation in addition to legislation that “woul d reduce
envi ronnental costs to enable the State to be nore conpetitive with
the rest of the oil producing world.” Yet, he continued, he is
di sappointed that this legislation is being presented late in the
Legislation session as it deters the ability “to have a greater
opportunity to explore it;” however, he voiced “faith” in the
i nformati on being provided.

Senator B. Stevens asked the source of the “Cost of Exploration”
conparison chart information that has been provided to the
Conmittee.

M. Dickinson replied that a private consultant renown for

produci ng annual summaries pertaining to world fiscal regines,
supplied the information to the State.
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Senator B. Stevens clarified that the consultant was hired by the
State.

M. Dickinson clarified that the individual was hired by the State;
however, he noted that the information was not conpiled at the
direction of the State, as this information is comutated from
i nformation the consultant conpiles on an on-goi ng basis.

Co-Chair W I ken asked whether this legislation differentiates
between royalties and severance taxes for production on private
| and as conpared to those in place on State or federal |and.

M. D ckinson stated that work conducted on private land is treated
in the same manner as State or federal land. He stated that
property and incone taxes occur regardless of the ownership status
of the land; however, he rem nded that royalties apply only to
production on State land and that royalties on production on
federal land are negotiated wth the federal governnent. He
specified that a severance tax is applicable to all oil and gas
produced in the State based on the size of the accumnul ation.
Therefore, he noted that while every pool on the North Sl ope pays
the State, the rates vary. Nonethel ess, he concluded, “nore oil in
the pipeline” is the focus of this legislation, and he stressed
that the royalty and severance taxes could be addressed once that
occurs.

Co-Chair Wl ken ordered the bill HELD in Conmmittee.
AT EASE 6:21 PM/ 6:22 PM
#sb100

SENATE BI LL NO. 100

"An Act naking capital appropriations and reappropriations;
capitalizing a fund; maki ng appropriations under art. |X sec.
17(c), Constitution of the State of Alaska, from the
constitutional budget reserve fund; and providing for an
effective date."

This was the fifthteenth hearing for this bill in the Senate
Fi nance Committee.

Amrendnent #17: This anendnent adds a new “Ket chi kan Gat eway Borough
— Ketchikan Shipyard (ED 1)” conponent and $1,500,000 Al aska
I ndustrial Devel opnment and Export Authority (AlIDEA) Corporate
Recei pts appropriation to the Gants to Minicipalities (AS

SFC- 03 (24) 05/ 13/ 03



37.05.315) Budget Request Unit (BRU) on page 3, lines 21 and 22.
Acconpanyi ng expl anatory | anguage reads as foll ows.

This funding will match an additional $7.5 mllion currently
available ($5.0 mllion of federal receipts, $2.5 mllion in
| ocal Borough funding, and $1.0 nillion in general funds

previ ously appropriated.)

Senator Taylor noved to w thdraw Anendnent #17 from consideration
as he explained that a funding source has not been identified to
support the anmendnent.

There being no objection, Amendnent #17 was W THDRAWN from
consi derati on.

Senat or Tayl or noved to report the bill, as anended, from Commttee
wi th attached fiscal notes and individual reconmendations.

Co-Chair W1l ken objected to request that his staff in conjunction
with the Division of Legislative Finance and Legislative Lega
Services be authorized “to nake appropriate technical changes while
drafting the conmttee substitute in order to conformto anmendnents
t hat have been adopted.”

Senator Taylor offered a friendly anmendnent to his notion to
aut horize Co-Chair Wl ken' s staff to make technical changes.

There being no objection, CS SB 100, 23-GS1003\Q as anended, was
REPORTED from Conmmi tt ee.

#
ADJ CQURNIVENT

Co-Chair Gary WI ken adjourned the neeting at 06:25 PM
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