HOUSE FI NANCE COWM TTEE
March 28, 2006
2:09 P.M

CALL TO ORDER

Co-Chair Chenault called the House Finance Comm ttee neeting
to order at 2:09:20 PM

VEMBERS PRESENT

Representative M ke Chenault, Co-Chair
Representative Kevin Meyer, Co-Chair
Representative Bill Stoltze, Vice-Chair
Representati ve Ri chard Foster
Representati ve M ke Hawker
Representative Ji m Hol m

Representati ve Reggi e Joul e
Representative Mke Kelly
Representative Carl Moses
Representative Bruce Weyhrauch

MEMBERS ABSENT

Representative Beth Kerttul a

ALSO PRESENT

Representati ve Ral ph Sanuel s; Representati ve Et han
Ber kow t z; Robynn W/ son, Di rector, Division of Tax,
Depart ment of Revenue; Dan Dickinson, Consultant, Ofice of

t he Gover nor

PRESENT VI

A TELECONFERENCE

Robert M ntz, Assistant Attorney General, Departnment of Law,

Anchor age
SUMVARY
HB 488

An Act repealing the oil production tax and gas
production tax and providing for a production tax
on the net value of oil and gas; relating to the
rel ati onship of the production tax to other taxes;
relating to the dates tax paynents and surcharges
are due under AS 43.55; relating to interest on
over paynments under AS 43.55; relating to the
treatment of oil and gas production tax in a
producer's settlenent wth the royalty owner;
relating to flared gas, and to oil and gas used in
the operation of a lease or property, under AS
43.55; relating to the prevailing value of oil or
gas under AS 43.55; providing for tax credits
against the tax due under AS 43.55 for certain
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expenditures, |osses, and surcharges; relating to
statenments or other information required to be
filed with or furnished to the Departnent of
Revenue, and relating to the penalty for failure
to file certain reports, under AS 43.55; relating
to the powers of the Departnent of Revenue, and to
the disclosure of certain information required to
be furnished to the Departnent of Revenue, under
AS 43.55; relating to crimnal penalties for
violating conditions governing access to and use
of confidential information relating to the oil
and gas production tax; relating to the deposit of
nmoney col | ected by the Departnent of Revenue under
AS 43.55; relating to the cal culation of the gross
value at the point of production of oil or gas

relating to the determnation of the net value of
taxable oil and gas for purposes of a production
tax on the net value of oil and gas; relating to
the definitions of 'gas,' 'oil," and certain other
terns for purposes of AS 43.55; making conform ng
anmendnents; and providing for an effective date.

HB 488 was HEARD & HELD in Commttee for further
consi derati on.

2:10:11 PM

#HBA488

HOUSE Bl LL NO. 488
An  Act repealing the oil production tax and gas
production tax and providing for a production tax on
the net value of oil and gas; relating to the

relationship of the production tax to other taxes;
relating to the dates tax paynments and surcharges are

due under AS  43.55; relating to interest on
over payments under AS 43.55; relating to the treatnent
of oil and gas production tax in a producer's

settlenent with the royalty owner; relating to flared
gas, and to oil and gas used in the operation of a
| ease or property, under AS 43.55; relating to the
prevailing value of oil or gas wunder AS 43.55;
providing for tax credits against the tax due under AS
43.55 for certain expenditures, |osses, and surcharges;
relating to statements or other information required to
be filed with or furnished to the Departnent of
Revenue, and relating to the penalty for failure to
file certain reports, under AS 43.55; relating to the
powers of the Departnent of Revenue, and to the
di sclosure of certain information required to be
furnished to the Departnment of Revenue, under AS 43.55;
relating to crimnal penalties for violating conditions
governing access to and use of confidential information
relating to the oil and gas production tax; relating to
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the deposit of noney collected by the Departnent of
Revenue under AS 43.55; relating to the cal cul ation of
the gross value at the point of production of oil or
gas; relating to the determ nation of the net value of
taxabl e oil and gas for purposes of a production tax on
the net value of oil and gas; relating to the
definitions of 'gas,' 'oil," and certain other terns
for purposes of AS 43.55; making conform ng anendnents;
and providing for an effective date.

2:10: 48 PM

REPRESENTATI VE  RALPH  SAMUELS, CHAI R, HOUSE RESOURCES
COWM TTEE, attenpted to explain the changes nade during the
House Resources Conmittee (HRC) process. That Conmttee did
not change the general structure of the bill, which would
have changed the system but instead changed the net profits
after costs were recovered by the industry.

Representative Sanuels voiced concern regarding how the
State of Al aska would keep up with the global functions. He
poi nted out that the Admi nistration testified that in major
fields, there is nore than one owner and already concern.
He said there needs to be safeguards for fields that have
nost of the revenue for the State. O her factors addressed
were cost recovery for the State’s tax advantage and the
nmet hodol ogy used.

Representative Sanuels noted itens changed made during the
Comm ttee process:

* Kept the tax rate @ 20% until a price reached $50

dollars per barrel. There was talk about increased
cost to cover inflation. Representative Sanuels did
not support adding a dollar figure to the bill. It was

argued that technology could decrease the escalator
determ nati on

* A separate escalator was tied to the price of gas.

2:16: 23 PM

Representative Sanuels did not anticipate a problem
resulting from the <change to the escalator. The
transitional noney was elimnated by an anendnent offered in
the Conmttee. Additionally, a $73 mllion dollar allowance
was changed to a tax credit. The «credit cannot be
transferred or sold.

HRC pl aced | anguage that does not allow for abandonment cost
fees for tax credits. Private royalty owners wll pay a
severance tax on their royalties at a rate set of 5%

2:18: 22 PM
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Representative  Sanuels stated that the contingency
surcharges were left in place, both non-deductible and non-
creditable. Currently, there is a five-cent per barrel
charge, with two-cents suspended; the suspended anount was
| onered to one-cent per barrel and they increased the non-
suspended anmount to four cents per barrel.

HRC changed the effective date fromthe 1% of July to the 1%
of April 2006. That change would reach the nearest quarter
after signed, making it easier for the Departnent of
Revenue’s quarterly system

Representative Sanmuels noted that the Comm ttee inplenented
a tax credit purchase program The State could buy at full
face value up to ten mllion gallons per year per conpany.
A tax credit would be sellable; it would allow themto go to
a big conpany. In the bill, only 20% of the tax liability
could be paid for the purchased tax credit.

2:20: 31 PM

The House Resources Committee decided that the State could
buy up to $10 nmillion dollars per year per conpany at the
100% value as long as the noney was reinvested into |ease-

pur chases. It was indicated that the $10 mllion dollars
m ght not be enough. He encouraged the Finance Commttee
reconsider that nunber and adjust it upward. There are
penal ties inposed on underpaynent. More penalties were

added in addition to a high interest rate.

Representative Sanmuels said during the anendnment phase,
| anguage was added that costs could not be used as cost
recovery. He noted that the State requires an industry to
have the necessary clean-up machinery. The |anguage of the

bill addresses catastrophic oil spill needs.

2:23:16 PM

Representative Sanuels stipulated that there was no action
taken on tax credits for heavy oil. He comrented that HRC
choose not to have a separate tax for gas and oil. He knew
that the future of the slope would include heavy oil. There

was di scussi on, however, no action was taken on tax credits.

Amendnent s di scussed but rejected were:

* Renmoving “gas” from the bill and replacing it wth
simply “oil”.

* The tax floor anendnent failed and that concern was in
regard to cost recovery.

» Energy assistance fail ed.

* Mwving the effective date back to January fail ed.
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2:25: 38 PM

Representati ve Sanmuel s conti nued:

* There was debate to nove the price point and that
fail ed.

He adm tted there had been major issues.

Representative Sanuels urged two points that the menber’s
not be | obbied on:

. Ri sk and cost recovery; and
. How nmuch exposure received through the credits.
2:26:56 PM

Co-Chair Meyer inquired why West Texas Internediate (WI)
was chosen over Al aska North Slope (ANS). Representative
Sanmuel s acknow edged it was debated. There were variations,
with roughly a $2 dollar per barrel difference. [In
audi bl e] .

2:28: 34 PM

Co- Chair Meyer asked why the $50 dollars per barrel price
was chosen rather than current market price. Representative
Sanmuel s explained that the Commttee attenpted to nove past
the current bell-curve. He nentioned the $45 dollar per
barrel range, which would have had |ess inpact. During the
Comm ttee process, there was an anendnent offered, however
he warned that prices could get out of control. No one is
expecting the price to remain at $60 dollars per barrel.

2: 30: 08 PM

Co-Chair Meyer questioned if the “credit-side” had been
ment i oned. Representative Sanmuels replied it had been
di scussed and that he believed fromtestinony heard, sone of
the major players could use it. Regardless, they were nore
concerned with the tax rate than the credit.

2: 30: 58 PM

Co-Chair Meyer nentioned action taken in the Senate
Resources Comm ttee and asked how HRC understands the 2 for
1 provision brought forward. Representative Sanuels replied
[ i naudi bl e] .

2:32: 17 PM
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Representative Holm asked if different rates for incentives
were considered for the mors and the explorers.
Representative Sanuels advised that they had |ooked at the
current tax credits for SB 185 [passed |ast year], for
premature true exploratory. He believed that nost of the
producti on expenditures occurred in Prudhoe & Kupar uk. He
war ned about providing incentives and not adding to the true
producti on.

2:34: 08 PM

Representative Sanuels nentioned small changes proposed by
the Alaska G| and Gas Association (AOGA). The ori gi nal
bill had the term “the net value of oil and gas” and AOGA
wanted it changed to “taxable value”. AOGA requested
applying the Petrol eum Production Tax (PPT) against incone
taxes; HRC chose not to grant that. Di scussions w th AOCGA
did not happen in Comm ttee; however, they net wth the two
Co-Chairs of the House Resources Conmittee and the
Conmi ssioner of the Departnment of Revenue, in considering
the letters from ACGA. The Committee made only the
techni cal changes proposed by ACGA.

2:36: 05 PM

Representative Kelly inquired if the Commttee had
considered different tax rates. Representative Sanuels
replied that there had been many graphs providing various
nunbers. There are nunmerous assunptions regarding how nuch
i nvestnment woul d be appropriate versus the anount of risk.
He hoped that the ultimte choice would be the mddle rate.

2:38:43 PM

Representative Hol m asked if there had been assurances nade
by any of the oil conpanies. Representative Sanuels stated
t hat woul d be inpossi bl e.

2:39: 34 PM

DAN DI CKI NSON, CONSULTANT, OFFICE OF THE GOVERNOR, noted
that he would assist M. Mntz, Departnent of Law, to
navi gate through the Governor’'s bill as proposed and the
commttee substitute brought forward by the House Resources
Conmi ttee.

2:40: 21 PM

ROBERT M NTZ, (TESTIFIED VIA TELECONFERENCE), ASSI STANT
ATTORNEY GENERAL, DEPARTMENT OF LAW ANCHORAGE, referenced
t he handout, conprised of two parts: (Copy on File).

House Fi nance Conmmittee 6 03/28/06 2: 09 P. M



. The 1 ogical connections of how the new production
tax would work, while attenpting to identify the
mai n di fferences between the two bills; and

. The second part provides a flow chart identifying
how t he cal cul ati ons had been determ ned.

M. Mntz noted Page 2, indicates the new production tax
provi sions, which apply to oil and gas produced on or after,
July 1%, 2006 (HB 488) and April 1%, 2006, (CS HB 488 RES).

M. Mntz referenced Page 3, AS 43.55.011(a) - There is
| evied upon the producer, a tax for all oil and gas produced
each nonth. The tax is equal to 20% of the net val ue, under
AS 43.55. 160. He enphasized that Section was the nost
fundanmental of the bill.

2:43: 39 PM

M. Mntz referenced Page 4, Section 5, AS 43.55.011(a) -
there is | evied upon the producer, a tax for all oil and gas
produced each nonth, [except for] a lessor’s royalty
i nterest. The tax is equal to 20% of the production tax
val ue, under AS 43.55. 160.

2:44: 56 PM

Page 5, Section 6, AS 43.55.011(e) - There is |levied upon
the producer, a tax for all oil and gas produced each nonth,
the ownership or right to which constitutes a lessor’s
royalty interest. The tax is equal to five percent of the
gross value at the point of production.

2:45: 53 PM

M. Mntz referenced Page 6, AS 43.55.011-(Kk). There is
| evied upon the producer a tax for all oil equal to .30% of
the gross value at the point of production, nultiplied by
the oil price index and a tax for all gas, equal to 2% of
the gross value at the point of production nultiplied by the
gas price index.

2:46: 55 PM

Representati ve Hawker asked what “lessor” nmeant on Page 4 &
5; he thought it should be defined. M. Mntz advised that
the slides only highlight, and that they do |eave out
| anguage. The assunption is “lessor under an oil and gas
lease”. It is clear in oil and gas terns and is frequently
referred to in that Industry. He thought if there was
anbiguity, the Departnment of Revenue could clarify it by
regul ati on.

2:48: 47 PM
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M. Mntz noted on Page 7, the original bill has a single
production tax of 20% of the net value and in contrast, the
conm ttee substitute has four production tax components:

* 20% of net value except for |essor royalty share
* 5%of gross value for |essor royalty share

A progressive-rate oil tax on gross value, including
| essor royalty share

A progressive-rate gas tax on gross value, including
| essor royalty share

2:50: 12 PM

Page 8, Section 21, AS 43.55.160(a), provi des a
determ nation of the net value, which is the total of the
gross value at the point of production of oil and gas from
al | | eases or properties in the State, less |[ease
expenditures as adjusted and 1/72 of transitional investnent
expendi t ures.

2:51: 59 PM

Representative Kelly referred to the 5% royalty rate and
asked what happened to the 12.5% indicated on Page 7. M.
Mntz explained that 12.5% was the typical royalty
percentage, which represents the share production that the
royalty owner (lessor) is entitled to.

M. Dckinson clarified that the royalty rates were not
bei ng changed; there would be a royalty in the |ease. The
point made is the private royalty share, which the conmttee
substitute places a 5% tax. He noted that the 5% would
apply to the landowner. On the piece of the private royalty
share, a separate tax would be placed upon that at a |ower
rate, to acknow edge the fact that the royalty owner would
not be sharing net costs allowed in the bill.

Representative Weyhrauch noted Section 21 of the origina
bill, pointing out that the |anguage indicates all |eases
from producers in the State. He asked if that literally
meant “all”. M. Mntz responded it was neant for a
parti cul ar producer. He pointed out that on Page 18, Line
17 of the commttee substitute addresses that. There are
| eases on properties in the State. Representative Wyhrauch
worried about the anbiguity of that |anguage. M. Dickinson
poi nted out that |anguage has been in statute for a |ong
time and is not the issue.

2:56: 38 PM

M. Mntz stated that Page 9, Section 28, AS 43.55.160(a),
production tax value is the total of the gross value at the
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point of production of oil and gas from all |eases or
properties in the State, |ess [progressively taxes on gross
val ue] and | ess | ease expenditures.

2:57:42 PM

M. Mntz highlighted Page 10, Sections 31 [HB 488] and
Section 34, (RES), AS 43.55.900(7), “gross value at the
poi nt of production” neans, for oil, the value at the neter
in pipeline quality; for gas, the value where netered [after
any separation or gas processing].

2:59: 03 PM

Page 11, AS 43.55.150(a), gross value at the point of
production is calculated using the reasonable costs of
transportation. Most oil is transported to the West Coast
and includes the cost of transportation.

3: 00: 06 PM

M . Mntz referenced Page 12, AS 43.55.150(d), the
Department may allow gross value [to be calculated based
upon] a royalty settlenent agreenent or a formnula that uses
[DNR or the U. S. Departnent of Interior] royalty, valuation
or another fornula that reasonably estimtes a val ue.

3:01: 33 PM

Page 13, Section 21, AS 43.55.1600, |ease expenditures are
the total costs upstream of the point of production on or
after July 1, 2006, that are the direct, ordinary and
necessary costs of exploring for, developing or producing
oil or gas deposits |located in the State.

3:02:18 PM

M. Mntz pointed out that Page 14, Section 28, AS
43.5.1606, the |lease expenditure are the total costs
upstream of the point of production on or after January 1,
2006, that are the direct, ordinary and necessary costs of
exploring for developing or producing oil or gas deposits
| ocated in the State.

M. Dickinson interjected that the Adm nistration addresses
that differently from Representative Sanmuels. He noted the
transitional investnent expenditures for five years, which
was entirely renoved. There was a separate anmendnent
regardi ng the taxation date.

3:03: 59 PM

M. Mntz noted a question in HRC regarding if those terns
were defined. The producer can add on the cost anywhere in
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the State. The costs of exploration and devel opnent are al
conbined. It is not necessary to distinguish between those
st ages. He added that there are a few mnor exceptions.
The term direct, ordinary and necessary are addressed on
Page 15.

3:05: 20 PM

Page 15, AS 43.55.1600 Section 21/28, explains that in
determining direct, ordinary and necessary costs, the
Departnent shall give substantial weight to typical industry
practices and standards as to billable costs wunder wunit
operating agreenents and the Departnent of Natural Resources
net profits share | ease regul ati ons.

3:06:42 PM

M. M ntz referenced Page 16, Section 28, AS
43.55.160(j)(2), and that the commttee substitute adds a
definition of “ordinary and necessary” to make it clear that
I nternal Revenue Code (1 RC) neaning is adopted.

3:07: 04 PM

M. Mntz noted that Page 17, Section 28, AS 43.55.16006
continues |anguage that the |ease expenditures do not
i ncl ude catastrophic oil discharge expenses or danages.

3:07:31 PM

Page 18, AS 43.55.160(d) provides specific exanples of and
exclusions from “direct costs”. The conmttee substitute
has several inprovements recommended by the Adm nistration

. (d)(1)(A and (d)(2)(A), clarifying treatnment of
capitalized expenditures

. (d)(2)(L), ensuring that conservation surcharges are
not deducti bl e

Page 19, AS 43.55.160(e) - [Lease expenditures nust be
adj usted by subtracting paynents the producer receives for:

(1) Another’s use of a production facility;

(2) Reinbursenent, e.g. field costs paid by State, that
of fset | ease expenditures; and

(3) Sale of assets acquired through |ease expenditures
or of non-taxable oil or gas wused in |ease
operations. ]

3:10: 14 PM

M. Mntz referenced Page 20, Section 28, AS 43.55.160(a),
(b)(2), and (e). At the recomendation of t he
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Adm ni stration, the commttee substitute addressed potenti al
timng msmatches between | ease expenditures and adj ustnent
that woul d be recognized even if a producer or explorer has
no production or has |low |ease expenditures, and when an
adj ust rent paynent is received.

Representati ve Hawker inquired who had identified the issue
on Page 20. M. Mntz believed it was an internal catch

Representative Hawker recommended it would be easier to
understand if a separate section addressed m s-matches. M.
Di ckinson replied that could be considered, acknow edged it
woul d add inportant clarification.

3:14: 54 PM

ROBYNN WLSON, DI RECTOR, D VISION OF TAX, DEPARTMENT OF
REVENUE, acknow edged that was a |ong section. She deferred
to the Departnent of Law attorneys.

3:15:45 PM

M. Mntz referenced Pages 21 & 22, Section 21, AS
43.55.160(g)&(i), regarding the transitional investnent
expenditures being capital expenditures less the sale of
assets acquired as a result of those expenditures. A
producer that is qualified may reduce the net value by
deducting an allowance. The total of the allowance during
t he cal endar year does not exceed $73 million dollars. An
unused al | owance may not be carried forward.

3:16: 44 PM

Page 23, AS 43.55.020(a), the tax levied under AS 43.55.011

net of any credits applied under that chapter, is due. The
tax levied under AS 43.55.0119(a), net any credits applied
under that chapter are due.

M. Mntz continued Page 24, explains that a producer that
incurs a qualified capital expenditure may elect to take a
tax credit in the anount of 20% of that expenditure.

3:18:39 PM

M. Mntz identified the types of credits found on Page 25:

 Qualified capital expenditure - a | ease expenditure for
&G exploration, intangible drilling costs and other
expenditures capitalized under IRC, and

» Does not include purchase of a previously acquired or
used asset.

3:20: 40 PM
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Page 26, Section 14, AS 43.55.024(i)(2), “qualified capital
expenditure” does not include an expenditure incurred for an
extended period of disuse, dismantlenent, renoval or
abandonnment or for the restoration of a |ease, field, etc.

Representative Hawker asked if that would provide an
adequate “confort zone”; he worried it mght be too broad

M. Dickinson replied they were receptive to any additional
t hought s. Traditionally, the individuals regulated are
usually three years behind. The Senate is |ooking closely
at that al so.

Representati ve Hawker pointed out the anmount of regulatory
authority needed and was concerned with about the anpunt of
time essential to create regul ations.

3:23:32 PM

Ms. WIlson pointed out that the bill specifically address
asset credits i.e. capitalization. She noted on that issue,
the Departnent believes that to the extend the ordinary and
necessary, if there are transactions occurring that generate
a price over fair market value, it would not be ordinary,
necessary or direct. She agreed that there could be
| anguage added to tighten it.

3:24:53 PM

M. Mntz advised, there is a need for extensive regulation
i npl enentation. One of the provisions of the bill provides
authority to the Departnent of Revenue to provide
retroactive regulations. Representative Hawker worried
about “retroactive regulations”.

Representative Weyhrauch inquired if the Legislature would
have to authorize retroactive regulations by statute. M

Mntz said it is inportant for the Legislature to
specifically authorize that. The Adm nistrative Procedures
Act recogni zes two types of regul ations:

. Legi sl ative regul ati ons and

. Interpretative regul ati ons.
3:27:49 PM

M. Mntz highlighted Page 27, AS 43.55.024(b), which
addresses that a producer may elect to take a tax credit of
20% of a carried-forward annual |oss, which is the anount of
a previous year’'s |lease expenditures that were not
deducti bl e because they woul d have reduced the net val ue of
the oil and gas bel ow zero.

House Fi nance Conmmittee 12 03/28/06 2: 09 P. M



M. Mntz explained that on Page 28, a producer entitled to
a tax credit mght apply to the Departnment of Revenue for a
transferable tax credit certificate. Once issued, the
certificate may be used for its face value, but a transferee
may not apply for a certificate to reduce its tax liability
by nore than 20% during a cal endar year

3:32:10 PM

Representative Hawker inquired if the intent was to be
l[imted to producers only. He thought that the explorers
should be included in the provisions. M. Mntz replied
that was correct and true in the original bill. It would
only matter to an explorer that is not also a producer.

Representati ve Hawker pointed out that it is |anguage found
in the original bill, not the commttee substitute.

Ms. WIlson inforned nenbers that there are two parts of the
bill indicating purposes of that section and that an
“explorer” is considered a producer. It is already taken
care of.

3:36: 57 PM

M. Mntz referred to Page 29, Section 14, AS 43.55.024(f),
the Departnent of Revenue shall issue a cash refund for a
transferable tax credit certificate if:

e Producer’s total refunds in cal endar year do not exceed
$10 mllion dollars;

* Producer invests or buys an oil and gas |ease for at
| east the anpbunt of the refund;

* Producer owes no delinquent taxes.

M. Mntz explained Page 30, Section 28, AS 43.55.170-
Addi tional nontransferable credits. Up to $12 nillion
dollars in a calendar year may be taken as a tax credit if
taken under AS 43.55.024 or 43.55.025 for the sane
expendi ture.

. Unused credit may not be carried forward or
transferred;

. The provision expires April 1, 2016
3:40: 24 PM

Representati ve Wyhrauch referenced Page 29, Section 14,
regardi ng issuance of the tax credit by the Departnent. He
asked if the intent was that no credit be paid if it were in
di sput e. M. Mntz replied that wuld depend on the
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definition of “delinquent”. He offered to check the
statute.

M. Dickinson added that the policy call requested by the
Departnment is if there is an anmount |egally owed, no checks
woul d be issued until it was resol ved.

Representative Hawker followed up regarding provisions for
refunding the credit; he wondered about the term nol ogy of
an investigative audit. He questioned if accepting the
audit would conprom se the State's ability to provide other
audi ts.

3:43: 54 PM

Ms. WIlson nentioned the production audits the State
provi des. M. Dickinson added if there was an ongoing
income tax audit, a person would not hold up the issuance or
refunding of a credit if there was no del i nquency.

Representative Hawker asked if the State had the human
resources to actually investigate the clains. Ms. W1 son
affirmed that the fiscal note would provide sufficient
support.

M. Mntz added that the State is not precluded from future
audits as long as the statute of limtation has not run out.

3:45:45 PM

M. Mntz pointed out that Page 31, AS 43.55.170(b), the
producer’s qualification for the additional nontransferable

credit. It is an anti-splitting provision to prevent abuse
of the $12 nmillion dollar per producer credit. It is
essential that the sane anti-splitting provision is in
Section 21 of the original bill, for the $73 million dollar
per producer allowance.

3:48: 01 PM

Page 32 - the original bill allowed a credit to be taken for

conservation surcharge paynents and the conm ttee substitute
does not, but reduces Section 201 surcharge from $.02 to
$.01 per barrel and increases Section 300 surcharge from
$.03 to $.04 per barrel.

3:49:30 PM

M. Mntz discussed Page 34, Section 7, 90% of the
production tax, net credits, is due each nonth. The
remai nder is due March 31 of the next cal endar year.

M. Mntz observed that 100% of the total production tax,
net credits are due each nonth. Paynent of |ess than 90% of
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the total tax due triggers an automatic 5% penalty on the
defici ency.

3:51:31 PM

Representative Wyhrauch referred to Page 35, addressing
paynment of less than 90% w thout facing a penalty. M .
Mntz stated that anytinme there is an underpaynment, it
automatically triggers an interest obligation.

3:52:57 PM

Representative Hawker clarified that 1in the origina

version, every nonth, 90% of the estimted anmount of the
obligation would be paid; the last 10% would be paid at the
end of the cal endar year and that the final report would be
due on March 31%. M. WIson agreed.

Representative Hawker said that the commttee substitute
indicates they would pay every nonth, 100% of the
obligation. He nentioned the penalty provision.

3: 55: 33 PM

Ms. WIlson agreed, pointing out the offset; she requested
that M. Mntz add further clarification.

3: 55: 53 PM

Representative Hawker reiterated his concerns, noting he was
worried that it would require the State to audit on a
nonthly cycl e. Ms. WIson understood that there would be
nonthly returns and when an audit occurs for the production
tax, that information is considered discrete and the returns
are audited nonthly.

M. Dickinson stated that the production tax currently does
not have a 90% repay; it is due nonthly. Representative
Hawker comented that is a policy call.

3:57:52 PM

Representative Hol m asked why the interest rate was tied to
a fixed nunber; in normal circunstances, it is prime + a
nunber. M. Dickinson replied that they do that and add a
floor of 11% interest rates in the early *80's were above
11% the federal discount rate nunber used, San Francisco
pl us 5%

3:59: 05 PM

M. Mntz referenced “safe-harbors” providing a nonthly
calculation and tax and has the option of annualizing the
| ease expenditures over the course of a calendar year. The
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| anguage provides the option of deducting 1/12 of the annual
expenditures versus the nonthly expenditure.

4:00:31 PM

M. Mntz referenced Page 36, which addresses the royalty
share. The producer may deduct from royalty the anmount of
the tax paid on taxable royalty oil and gas.

 The woriginal bill provides a default formula for
allocating the 20% tax on net value to the royalty
share.

* The conmttee substitute provides a slightly different
formula for allocating the 20% tax on net value to the
non-| esser royalty share.

M. Mntz informed nmenbers that the remai nder of the handout
illustrates the steps wused in determning the tax
cal cul ati ons.

4:03:22 PM

He continued, Page 38, AS 43.55.150, AS 43.55.900, item zes
the gross value of oil in the State. O should be kept
separate from gas. The nunbers provide the total statew de
gross val ue of producer’s oil.

4:04: 09 PM

Page 39, AS 43.55.150, AS 43.55.900, highlights the gross
val ue of total gas statew de, val ue of producer’s gas.

Page 40, AS 43.55.150, AS 43.55.900, provides a calculation
of the gross value of oil and gas and the total statew de
gross val ue of producer’s oil and gas.

Page 41, AS 43.55.160(b)-(f) highlights the |ease
expendi tures, which provide the:

. Expl orati on, devel opnent & production costs
. Adj usted | ease expenditures
. Deducti bl e | ease expendi tures

M. Mntz continued, Page 42, AS 43.55.160(a), provides the
production tax value including the total gross value of oil
and gas leading to the production tax value of oil and gas
including the progressive rate tax on gross value and | ease
expendi t ures.

4:06:29 PM
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Page 43, AS 43.55.170, highlights Nontransferable Credits
including qualified producer, qualified capital expenditures
with credit amounts, and credit up to $12 million dollars.

M. Mntz continued, Page 44, Section 024, Tax Credits, AS
43.55.024(a) & b) highlights excess |ease expenditures in a
cal endar year <carried forward, the annual 1loss credit,
gqualified capital expenditures, and the qualified capital
expenditure credit.

4:08:41 PM

Page 45, Transferabl e Tax-credit Certificates, AS
43.55.024(d)-(9). The page summarizes the producer’s tax
credit application to the Departnent of Revenue and approval
fromthat Department, leading to the transferable tax credit
certificate.

4:09:32 PM

M. Mntz pointed out Page 46, Tax Calculations, AS
43.55.011(a), 43.55.024, 43.55.025, and 43.55.170. These
sections indicate production tax value of oil and gas at the
20% tax before credit, mnus the producer’s own credit by
subtracting up to 20% of the remainder of the tax and then
determ ni ng the payabl e t ax.

4:10:45 PM

Page 47, Tax Calculations, AS 43.55.011(f)-(h) highlights
the chart providing the additional taxes payable. The tax
is deductible fromthe gross val ue.

Page 48, Tax Cal culation, as 43.55.011(i)-(k), denonstrates
the sanme calculation for the tax rate based on the
per cent age i ndex providing the tax payabl e.

Page 49, Tax Calculation, AS 43.55.011(e), speaks to the
gross value at the point of production of the |essor’s
royalty share of oil and gas nultiplied by 5% creating the
t ax payabl e.

M. Mntz concluded wth the presentation, addressing Page
50, Tax Paynent, AS 43.55.020(a), (g), and (h).

* (a)-Tax payabl e under AS 43.55.011(a)
* (e)-Tax payabl e under AS 43.55.011(e)
» (f)-Tax payabl e under AS 43.55.011(f)
* (i)-Tax payabl e under AS 43.55.011(i)

e This total would be due at the end of the follow ng
nont h.
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4:13: 36 PM

Co- Chair Chenault referenced Page 48 and asked how that tax
rate would apply to Cook Inlet. M. Mntz replied it
applies to the total statew de gross value of the producer’s
gas, including Cook Inlet.

M. Dickinson noted that Cook Inlet prices are usually not
as high as the Henry Hub area. There is only one contract
tied to it. He thought that the averages fell below Henry
Hub. The point is that it applies to the lower price
contracts even if they are triggered by paynent, then it
woul d apply on the gross val ue.

4:15:56 PM

Representative Hol m asked if the 5% penalty was conpounded
annually. M. WIlson explained, it is a “one tine penalty”,
specific to that nonth. The general penalty provisions do
apply but does have an offset.

4:16: 37 PM

Ms. WIlson reviewed the fiscal note dated 3/25/06. She
referenced Page 3 of the note, which provides three price
assunptions, the first based on the Departnment of Revenue’'s

f orecast. The second was based on a nedium price of $40
dollars per barrel; the third, based on a high price
scenario @ $60 dollars per barrel. Mbdel i ng corrections

have been made to the original fiscal note, which indicate
the recalculation of effects of the corporate incone tax.
That information is separately shown in colums 4 & 5, on
Page 3.

Ms. WIson continued, Page 4 of the fiscal note, indicates
the spring forecast of production and price. Colums 6, 7,
and 8 apply the spring forecast. The last three columms
show al |l changes nmade to the proposed comm ttee substitute.

4:20:12 PM

A detail analysis and assunptions are explai ned on Page 2 of
the fiscal note. Overall, the Departnment is requesting
three auditor positions with a net increase of six auditors.
In addition, the contractual expenses are included for
witing the regulations, wth nunbers summari zed on Page 1

4:22:22 PM

Co-Chair Chenault inquired if the three unfilled requested
positions were current departnental positions. Ms. WI son
expl ai ned there would be three new auditor positions added.

4:23:01 PM
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Representative Joule asked if the three new requested audit
positions would give a total of six for the Departnent. M.
Wl son stated that «currently, the Departnent has three
vacant positions and if the bill passes, those would be
filled, wwth the addition of the three vacant positions, a
total new hire of six positions.

4:23: 55 PM

Representative Joule inquired if the fiscal request
represented the nunber of auditors needed. Ms. WIson
replied it was part of the request and that passage of the
| egi sl ation clearly requires new audit positions.
Representative Joule questioned the Department about the
auditing procedures for these conpanies. He thought it
woul d not be good “sel f-policing”.

M. Dickinson comented that the Departnment has attenpted to
establish a standard, regarding as long as the operating
agreenents do not change, there will be cost obligations to
address those concerns and the State is obligated under
statute to do just that.

4:26:31 PM

Representative Kelly agreed with Representative Joul e.

4:27:02 PM

Co- Chair Chenault questioned if the three unfilled positions
had been funded positions for the Departnent. Ms. W1 son
responded they were funded positions.

4:27:44 PM

Representative Hawker advised that there is a bill currently

in the House Finance Commttee addressing funding of
unfilled positions. He added that the salary ranges for the
State’s audit positions are not conpetitive. The State
needs to put out a conpetitive salary; he urged that the
Legislature “step up to the plate” to address such concerns.
Co- Chair Chenault commented that the State could get sone
audi tors cheaper.

4:28: 50 PM

HB 488 was HELD in Commttee for further consideration.
#

ADJ OURNVENT

The neeting was adjourned at 4:28 P.M
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