HOUSE FI NANCE COWM TTEE
April 1, 2006
10: 08 a. m

CALL TO ORDER

Co-Chair Chenault called the House Finance Comm ttee neeting
to order at 10:08:27 AM

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
Representati ve Reggi e Joul e
Representative Mke Kelly
Representative Beth Kerttul a

MEMBERS ABSENT

Representative Ji m Hol m
Representative Carl Moses
Representative Bruce Weyhrauch

ALSO PRESENT

Paul Laird, The Alliance, Anchorage; Bob Stinson, Conam
Construction, Anchorage; Chris Johansen, Flowine Al aska,
Anchor age; Representative Paul Seaton, Representative Les
Gara; Representative Vic Kohring; Kevin Ritchie, Executive
Director, Al aska Minicipal League, Juneau.

PRESENT VI A TELECONFERENCE

ANCHORAGE

Dr. Paul B. Sinons, Anchorage; M ke Koy, Anchorage; Shirley
Nel son, Anchor age; James Gl bert, Anchor age; Jananna
Casel li, Anchorage; Hillary Ml ntosh, Anchorage; Tadd Onens,
Executive Director, Resource Devel opnment Council, Anchorage;

Eric Badger, Anchorage; Scott Thorson, Anchorage; Lor

Backes, Anchorage; Mary Shields, General Manager, Tech
Servi ces, Anchorage; Mynard Tapp, Business Owmner Anchorage

Lynn Johnson, Anchor age; Kar | Hoenack, Carlile
Transportation Anchor age; Randy Payne, Carlile
Transportation Anchorage; Dave MIller, Anchorage; Judy
Brady, Alaska G| and Gas; Paul Laird, The Alliance;

Bob Stinson, President, Conam Construction; Tom Lakosh,
Anchor age.
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Chri s Johansen, Flow ine Al aska, Fairbanks; David Gottstein,

Backbone |1
Fai r banks;
Fai r banks;

Mark Sharp, Fairbanks; N cholas Van Wck,

Rebecca Kyl e, Fairbanks; Luke Hopkins, Assenbly,
Mark Ames, Fairbanks; Geg Thies, Fairbanks;

St eve Hovenden, Fairbanks; Merrick Peirce, North Pol e;

OTHER AREAS
Joey Crum
Phill'ips,

Mat Su, Northern Industrial Training; WIIliam

Kenai ; Scot t Hanmann, Ni ki ski ; Bruce Passe,

Sol dotna; Jim Pfeiffer, Seward-Lowell Point; Joe Hegna, MM

G oba, WMat Su;
Sykes, Pal ner

Bill Warren, Kenai; Ed Martin, Soldotna; Jim

GENERAL SUBJECT(S) :

HB 488-0O L AND GAS PRODUCTI ON TAX
Public Testi nony

HB 488 was held in Commttee for further discussion

The followng overview was taken in log note fornmat.

Handouts w ||

t hrough the

be on file with the House Finance Conmittee
24th Legislative Session, contact 465-6814.

After the 24th Legislative Session they wll be available
through the Legislative Library at 465-3808.

HB 488- O L AND GAS PRCDUCTI ON TAX
STATEW DE TESTI MONY

TI VE SPEAKER DI SCUSSI ON
10: 08: 52 AM| Co- Chai r Convened the House Finance Commttee
Chenaul t neeting to take statew de testinony on
HB 488, the oil and gas production tax.
10: 09: 52 AM| Dr. Paul B. | Expressed concern W th “secret”
Si nons, di scussions in the Governor’'s Ofice.
Anchor age He noted other investnents in Norway,
whi ch would increase oil production by
85% He mai nt ai ned t hat simlar
techni ques could be used in Al aska. He
observed t hat a petrol -chem ca
I ndustry could be built in Al aska. He
asked that <caution be maintained in
regards to book keeping on the tax and
pointed to plants in Ednonton, Canada.
10: 14: 13 AM| M ke Koy, | He observed that nost oil conpanies use
Anchor age a fixed price of $20 - $30 a barrel

when meking devel opnent decisions. He
felt that HB 488 would |lose the state
noney in its current tax structure. He
mai ntained that oil fiscal ternms have
no inpact on the viability of the gas
pi peli ne.
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10:17:51 AM| Shirl ey Mai nt ai ned t hat hi gher taxes wll
Nel son, reduce investnments on the North Sl ope.
Anchor age She urged that there be reinvestnent in
Al aska. She enphasized that the
outcone of the tax bill wll affect
every comunity in the State.
10:19:01 AM|Janmes Gl bert, |[Felt that the changes proposed by the
Anchor age Gover nor woul d j eopardi ze smal |
busi ness st atew de. He urged that the
Comm ttee enact t he hi ghest t ax
structure possible. He noted concern
with the lack of a state fiscal plan
and how that wll affect the taxation
consi derati on.
10:21:12 AM|Jananna She noted that her famly’'s livelihood
Casel l'i, Is directly related to the oil and gas
Anchor age I ndustry in the State. She addressed
work opportunities available in the
State. She wurged the Commttee to
“play their cards right”.
10:22: 37 AM| Hill ary Addressed how the oil and gas industry
Mcl nt osh, affects her famly structure. She
Anchor age not ed how much funding the oil
conpani es donat e to nonprofits
st at ew de. She urged passage of the
Governor’s bill.
10: 25: 16 AM| Tadd Onens, |He questioned what provisions were
Executi ve being nade for |ower costs. He
Di rector, guestioned decisions being nade and if
Resour ce t hey wi || contribute to budget
Devel opnent stability. He urged that Al aska
Counci |, drilling not be pl aced at a
Anchor age di sadvant age. He observed that the
original version of HB 488 doubles
taxation to the Industry.
10:28: 01 AM|Eric Badger, | Testified in support of the Governor’s
Anchor age proposed bill. He acknow edged that
the oil producers need to pay their
fair share, but cautioned that the
State not becone too greedy.
10: 29: 22 AM| Scott Thorson, |Voiced concern regarding raising oil
Anchor age taxes too high. He stressed that the
current rate & future investnents are
directly |Ilinked and enphasized that
petrol eum conpanies are required to
make |arge investnents in initial set-
up.
10: 30: 41 AM| Lori Backes, | Appl auded nenbers for the work done on
Anchor age the 1egislation. She voiced concern
that the bill wll beconme part of the
gas line contract. She warned about a
situation that will end with a 30-year

| ock-in set up with no back |ine. She
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pointed out that the Admnistration
plans to build in Canada before Al aska

and nmaintained that if the Canadian
line is built first, the one in Al aska
would be |ess certain. She maintained
t hat Al askans deserve certainty.
10: 33:26 AM|Mary  Shields, | Voiced concern that passage of the
Gener al | egi slation anended in Commttee would
Manager , Tech | adversely affect the state’ s workforce.
Servi ces, She worried about the “fall-out” that
Anchor age m ght happen wth greater taxation
She stated that the gas line is the
future of the State.
10: 36: 01 AM| Maynard  Tapp, |Encouraged nore investnent in the
Busi ness Omer [ State. He noted the donations given by
Anchor age the industry toward education. He
t hought that the bills should be viewed
as resource developnent rather than
taxation. He addressed the PPT nunber.
The technol ogies are not guaranteed or
cheap. He stressed that the state nust
I nvest by buil ding the gas pipeline.
10: 39: 14 AM|Lynn Johnson, |He noted that he enploys 28 people
Anchor age year-round. The bulk of his business
originates in the North Slope and Cook
Inlet. He cautioned that the original
Governor’s bill not be changed and
mai ntained that an increase in taxes
woul d reduce investnment capital. He
mai nt ai ned t hat Al aska needs to
encour age devel opnent t hr ough
stability.
10:43: 00 AM| Kar | Hoenack, | Cautioned that Alaska not tax itself
Carlile out of the market.
Transportation
Anchor age
10: 43: 50 AM| Randy Payne, |Stressed the inportance of the oil
Carlile I ndustry.
Transportation
Anchor age
10:45:16 AM| Dave MIller, |Stressed the need to look out for the
Anchor age st akehol ders of the state of Al aska. He
mai ntai ned that Alaska is a good place
to do business with one of the |owest
tax rates in the world.
10: 46: 31 AM| Judy Brady, | Gbserved that the industry is worried
Alaska Q| and|about the decline and the balance
Gas bet ween i ncreasing t axes and
i nvest nent s. She observed t hat
guestions nust be asked every tinme the
Legi slature changes the balance. She
urged the Legislature to continue
asking the questions regarding who is
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the conpetition. She acknow edged that
t he stakes are high.

10: 49: 54 AM| Paul Laird,
The Alli ance

Not ed di scussions regarding finding the
right rate. He observed that the 20/20
tax rate would result in $1 billion [in
additional revenues] to the state. He
mai ntained that every dollar paid to

the additional tax wll be a dollar
that will not be used for investnent.
He maintained that the citizens of the
state would pay the cost if the
i nvestnent were not nade. He stressed
devel opment will continue if the right

bal ance is struck. He spoke against an
Increase in taxes beyond the rate in
the original |egislation.

10: 52: 47 AM| Bob Stinson,
Pr esi dent,
Conam
Constructi on,

He spoke in support of the Governor’s
ori gi nal proposal . The $20 percent
credit would encourage |arge and snall
producers to invest. He naintained that
the 20 percent tax would be a |arge
I ncrease, but observed that industry
has agreed to it in order to encourage
stability. He asserted that overtaxing
woul d drive investnent dollars out of
the state. Producers have agreed to the
20/ 20 proposal, but mght be driven out
W th increases.

10:55:40 AM| Chri s
Johansen,
FI ow i ne
Al aska,
Fai r banks

bserved that mllions of dollars are
being invested in the Tourism Industry,
which doesn’'t pay any taxes to the
state of Alaska. He spoke against
i ncreases in taxes to the oil industry.

10: 57: 10 AM| Davi d
CGot t st ei n,
Backbone |

Acknow edged the daunting task before
the Legislature. He stressed that the
state nust increase incentives for
exploration wthout sacrificing the
val ues of econom c production. He spoke
in support of an enforceable severance
t ax, based upon a progressive
structured on the well head value of the
resource. He encouraged an audit be
conduct ed to verify oi | conpany
reports. He spoke in support of a
severe penalty if conpanies are not
honest. He referred to “fair-share”. He
mai ntained that taxes are the state

revenue base and fair-share. He
provi ded menber s with i nformation
regardi ng ConocoPhillips annual reports
for 2003 - 2005. He concluded that

incremental tax is nore than offset by
the higher than anticipated increase in
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oil prices. The before tax nargin has
increased from 50 - 80 percent. The
after tax margin has increased from 37
— 57 percent. ConocoPhillips’ share of
the revenue ranges form 340 - 950
percent. He urged that the state pass
HB 71, retrieve Pt. Thonmson and put its
gas out to bid. He spoke in support of
a fair and rational oil and gas tax
structure irrespective of whether a gas
line is built. He urged a progressive
structure.

11: 06: 58 AM| At ease.
12: 08: 01 PM| FAI RBANKS
12:09: 08 PM| Mark Sharp, | Gbserved that the major oil producers
Fai r banks have maintained that the future of oil
exploration is only second to the noon.
He indicated that he did not believe
t he t esti nony provi ded by t he
conpani es.
12: 14: 44 PM| Ni chol as Van | Agreed that the oil tax structure is
wWck, broken and nust be fixed. He spoke in
Fai r banks support of a sliding scale, which would
recoup benefit when profits are up. He
suggested a sliding scale between 20 -
25 percent. He felt that there should
be nore discussion regarding the $73
mllion deduction. He stressed that
there needs to be sonmeway to encourage
smal | i ndependent conpanies. He did not
understand the need for secrecy and
felt that gas negotiations should be
publi c. He spoke in support of
rewarding conpanies that have been
spending noney in the state. He asked
what happened to the gas to liquid
proposal. He suggested that |iquefied
gas resources could alleviate the need
for an additional Iine.
12:19: 35 PM| Rebecca Kyle, |Cbserved that Alaska is a free and
Fai r banks i ndependent state and has the ability
to develop its own resources.
12:20: 59 PM| Luke Hopkins, |Urged the Legislature to listen to

Assenbl y,
Fai r banks

their legislative consultants. He spoke
in support of progressivity, which
woul d increase the tax when prices are

above $50 a barrel . He asked
consideration of an earlier effective
date, such as January 1 or April 1,

2006. He acknow edged argunents that
there are no guarantees for a gas |ine.
He expressed concern that if the price
of oil falls below $20 a barrel that
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there would be no tax revenue for the
state of Alaska. He expressed concern
for the effects of a drop on the
state’s budget. He enphasized the need
for a conmunity dividend program

12: 25: 32 PM

Mar k Aes,
Fai r banks

Stressed that the maxi mum wuse of
resources needs to be in line wth
public use. He felt that the state's
owner shi p I nt er est was not bei ng
mai ntai ned. He referred to Article Xl
Section 1 and 2. He enphasized the
Legislature’s role in protecting the
public interest.

12: 33: 38 PM

G eg Thi es,
Fai r banks

He spoke against the direction the PPT
| egi sl ati on had taken, which he argued
was not logical. He enphasized that
existing fields need new investnent or
rei nvestnment. He acknow edged that the
ELF needs to be changed, but stressed
the high cost of doing business in
Al aska. He maintained that independents
are the key, and that the conmttee
substitute may scare them off. He noted
that 85 percent of the state’ s revenue
cones fromoil and gas.

12: 38: 29 PM

St eve
Hovenden,
Fai r banks

Observed the high cost of gas and oil.
He expressed concern that petrol -
chem cal devel opnent IS going to
Canada. He spoke against a 30-year | ock
on the tax. He spoke in support of an
I n-state gas |ine.

12: 42: 34 PM

Merrick
Pei rce, Nort h
Pol e

He asked for a summary of the loss in
oil revenue the state has settled for
in regards to a gas pipeline. He
mai ntained that oil and gas taxes
should be structured so that the state
does not |ose revenues in the future
He spoke in support of the addition of
progressivity. He encour aged t he
Committee to look at the loss of state
revenue when the price falls below $20
a barrel. He felt that nore work needed
to be done on the effective date. He
stressed that auditors not be put into
conpr om si ng positions.

12:47:39 PM

At ease:

1: 25: 01 PM

Kevin Ritchie,
Executi ve

D rector,

Al aska
Muni ci pal
League

Thanked the commttee for their work on
this | mport ant i ssue. The Al aska
Muni ci pal League supports this bill to
ensure a firmeconom c base in Al aska.

1: 27: 50 PM

Joey Crum

Noted that the oil industry provides
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Mat Su, many jobs for his industry. He voi ced
Nor t her n concern that raising taxes on oil would
I ndustri al result in unenpl oynent in Al aska.
Tr ai ni ng
1:29:30 PM |[WIIliam Noted that the primary goal of oi
Phillips, conpanies is to make noney for their
Kenai st ockhol ders. He nmaintained that
ConocoPhillips is not sincere in their
intentions to build a gas pipeline. He
suggested that many conpanies are being
forced out of other conpanies and need
Al aska for new exploration.
1: 32: 37 PM | Scott Hamann, Bel i eved t hat t he Adm ni stration
Ni ki ski negotiated with the oil conpanies in
good faith. He voiced concern about
the | arge budget.
1:34:15 PM | Bruce Passe, |Stated that Cook Inlet should be Ileft
Sol dot na under the ELF agreenent because it is
different than the other fields. He
mai nt ai ned t hat Cook Inlet’s
i nfrastructure could not survive such a
high new tax. He said that PPT
m saligns joint ventures in Cook Inlet.
1:36:49 PM [Jim Pfeiffer, |Testified as an enployee of BP. He
Sewar d- Lowel | said there are no nore Prudhoe Bays.
Poi nt He urged the Committee to accept the
anmount of t ax i ncl uded i n t he
governor’s bill.
1:38:16 PM |Joe Hegna, MM | Spoke as owner of MM and stressed the
A oba, Mat Su need for oil companies to invest in his
conpany’s projects. H gher tax neans
| ess i nvestnent and fewer jobs.
1:39:49 PM | Tom Lakosh, |Agreed with the testinony of M .
Anchor age Gottstein and M. Phillips. He related
that the current bill fails to relate
IRS tax to a specific date. He spoke
of Al berta as Al aska’ s cl osest
conpetition and stressed that it should
be used in conparisons. He noted that
the nore conplicated the deductions and
provi si ons are, t he nor e likely
litigation wll take place. He
suggested Al aska get the full benefit
from its oil. He spoke against the
cl aw back provi sion.
1:48:54 PM | Bill Warren, | Spoke of his long work history with oi
Kenai and gas. He urged the commttee to

take its time on PPT and |ook at the
gas contract before finalizing the oil
t ax. He warned the Conmittee not to
sign a 35-year contract. He nmintained
that Al aska needs to take the reins,
not the oil conpani es.
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Felt that ELF was once a fair tax, but
enphasi zed that another tax is needed

He maintained that Al aska should share
in the windfall profits. He proposed
that the Committee keep the 25/20 tax
and nodify it so that at $40 per
barrel, A aska would get a fair share.

Noted that he testified previously on
HB 488. He suggested a 50/50 split.

He discussed bal ancing the take. He
ment i oned ways of deal i ng W th
I ncenti ves. He suggested that the

| egi slature dictate the definition of
profits and put in a funding provision.
He urged the Conmttee to seek a fair
share.

HB 488 was held in commttee for
further discussion.

1:51:15 PM | Ed Marti n,
Sol dot na
1:55:15 PM |[Jim Sykes,
Pal ner
ADJ QURNVENT

The neeting was adjourned at 2: 00 PM
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