HOUSE FI NANCE COMM TTEE
April 26, 2006
1:50 P. M

CALL TO ORDER

Co-Chair Chenault called the House Finance Comm ttee neeting
to order at 1:50:30 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 Jim 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

Representative Et han Ber kow t z; Representative Nor m
Rokeberg; Susan Parks, Deputy Attorney General, Crim nal

Division, Departnment of Law, Chris Christensen, Staff

Counsel, Alaska Court Systemy Robynn WIlson, Director,

Division of Tax, Departnment of Revenue; WIIliam Corbus,

Comm ssi oner, Depar t ment of Revenue; Dan  Di cki nson,

Consul tant, Tax Division, Departnment of Revenue

PRESENT VI A TELECONFERENCE

Larry Cohn, Executive Director, Alaska Judicial Council,
Al aska Court System

SUMVARY

CS SB 237(FIN)
An Act relating to the conpensation of justices
and judges, and to increasing the nunber of
superior court judges designated for the third and
fourth judicial districts; and providing for an
effective date.

CS SB 237(FIN was REPORTED out of Conmittee with
a "no reconmmendation” and with fiscal note #2 by
t he Al aska Judicial Council, fiscal note #4 by the
Ofice of the Governor, and with new fiscal notes
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by the Alaska Court System the Departnent of Law,
the Departnent of Public Safety, the Departnent of
Adm ni stration, and the Departnent of Corrections.

HB 29 An Act relating to health care insurance and to
the Conprehensive Health |Insurance Association;
and providing for an effective date.

CSHB 29 (L&C) was REPORTED out of Committee with a
"no recomendation” and with zero fiscal note #1
by the Departnment of Comrerce and Economc
Devel opnent .

HB 375 "An Act relating to the retirement benefit
l[itability account and appropriations from that
account; relating to deposits of certain incone
earned on noney received as a result of State v.
Anerada Hess, et al., 1JU77-847 G v. (Superior
Court, First Judicial District); and providing for
an effective date."

CSHB 375 (FIN) was REPORTED out of Conmittee with
a "do pass" recommendation and with a new zero
fiscal note by the Departnment of Revenue, and with
a new zero fiscal note by the Departnent of
Adm ni stration

CS SB 305(FIN) am
An Act repealing the oil production tax and the
gas production tax and providing for a production
tax on oil and gas; relating to the cal cul ati on of
the gross value at the point of production of oil
and gas and to the determ nation of the value of
oil and gas for purposes of the production tax on
oil and gas; providing for tax credits agai nst the
production tax on oil and gas; relating to the
rel ati onship of the production tax on oil and gas
to other taxes, to the dates those tax paynents
and sur char ges are due, to i nt erest on
overpaynments of the tax, and to the treatnent of
the tax in a producer's settlement wth the
royalty owners; relating to flared gas, and to oil
and gas used in the operation of a |ease or
property under the production tax; relating to the

prevailing value of oil and gas wunder the
production tax; relating to surcharges on oil;
relating to statements or other information

required to be filed with or furnished to the
Departnment of Revenue, to the penalty for failure
to file certain reports for the tax, to the powers
of the Departnment of Revenue, and to the
di sclosure of certain information required to be
furnished to the Departnent of Revenue as
applicable to the admnistration of the tax;

House Fi nance Conmmittee 2 04/ 26/ 06 1:50 P. M



relating to crimnal penalties for wviolating
conditions governing access to and use of
confidential information relating to the tax, and
to the deposit of tax noney collected by the
Departnment of Revenue; amending the definitions of
‘gas,' 'oil,' and certain other ternms for purposes
of the production tax, and as the definition of
the term 'gas' applies in the Al aska Stranded Gas
Devel opnent Act, and adding further definitions;
maki ng conform ng anmendnents; and providing for an
effective date.

CS SB 305(FIN) am was HEARD and HELD in Commi ttee
for further consideration.

1: 50: 45 PM

CS FOR SENATE BILL NO. 237(FIN)

An Act relating to the conpensation of justices and
judges, and to increasing the nunber of superior court
judges designated for the third and fourth judicial
districts; and providing for an effective date.

CHRI'S CHRI STENSEN, STAFF COUNSEL, ALASKA COURT SYSTEM
addressed the pay raise for judges. Over the last 15 years,

judges’ salaries have been reduced by 42 percent. The
problem is made worse by the way judicial salaries are set
in statute. Salaries have not kept up with inflation. In

rural Alaska the situation is even worse due to geographic
differentials in salaries. Judges are often not the highest
paid state enployees in the community. Bethel 's position
has been vacant for 11 nonths.

M. Christensen spoke about the published |ist of state
sal ari es. Superior Court Judges’ salaries have dropped to
185th. Sal aries have dropped relative to other judiciaries
and relative to state enployees. He spoke about the high
nunber of citizens that cone before the court. A judge has
the power to destroy soneone’'s life and nust meke major
deci si ons. He argued for enploying the best |[|awers
possi bl e as judges.

M. Christensen related qualifications for being a judge and
common attributes. He addressed income and sal ary decline,
which may cause |lawers not to apply to be judges. He
mentioned judicial positions that remain vacant. It is
important to have judges with private sector experience.

M. Christensen noted that the bill would provide for a new
salary structure, but would remain bel ow the previous salary
structure. Under the new salary structure, Al aska judges
woul d rank approximately 20" anong the states. He opi ned
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that standards may need to be lowered to fill judge
positions. He urged support of the bill.

M. Christensen addressed the perception that the increased
pay raise in the bill is 50 percent. It seens that high
because existing | aw depicts judges’ salaries ten years ago.
He stated that the increase is actually less than 30
per cent .

2:01: 58 PM

Vice Chair Stoltze asked if there is any conponent of public
service with value, such as a retirenment system for judges.
He also wondered if the state is losing judges to federa

judgeships. M. Christensen replied that there is a strong
conponent of public service to being a judge. He spoke of
social restrictions experienced by judges. The Bureau of
Labor Standards publishes a survey that has determ ned,
nati onwi de, the public service discount is 20 percent |ess
than a |awer of simlar experience in the private sector

In Al aska, judges are working for a 40 percent public
service discount. Bef ore Judges receive a paycheck they
have to sign a sworn affidavit that says nothing has been on
their desk for longer than 6 nonths. He gave an exanpl e of
a case that lasted 6 nonths and a judge's paycheck was
wi t hhel d because cases were backl ogged. There is a strong
public service conponent to being a judge. He stated that
several state judges have taken federal jobs.

2: 07: 05 PM

SUSAN PARKS, DEPUTY ATTORNEY GENERAL, CRIM NAL D VI SION,
DEPARTMENT OF LAW offered to address the Departnment of Law
fiscal notes.

Represent ati ve Hawker inquired about the Al aska Court System
fiscal note, which addresses a capital expenditure for
i nprovenents in the Kenai facility. He did not debate that
i nprovenents were needed, but wondered why the expense was
not included in the capital budget. Co- Chair Chenaul t
agreed that was odd.

M. Christensen said they were advised to put all costs into
the fiscal note, including capital costs. He comrented that
the costs in Kenai are the same as the cost for the facility
in Palmer and are accurate.

2:10: 17 PM

Co- Chair Chenault asked how many judgeship vacancies there
are. He wondered if the judicial council has ever nmade a
recommendation to not accept a judicial candidate.
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LARRY COHN, EXECUTIVE DI RECTOR, ALASKA JUDI Cl AL COUNCI L,
ALASKA COURT SYSTEM replied that in the 80 s several
applications for retention were rejected.

Co-Chair Chenault listed all of the fiscal notes that
acconpany SB 237: fiscal note #2 by the Al aska Judicial
Council, fiscal note #4 by the Ofice of the Governor, and

with new fiscal notes by the Alaska Court System the
Department of Law, the Departnent of Public Safety, the
Departnment of Adm nistration, and the Departnent of
Corrections.

2:14: 50 PM

Representati ve Hawker MOVED to REPORT CSSB 237 (FIN) out of
Comm ttee W th i ndi vi dual recommendat i ons and t he
acconpanyi ng fiscal notes. Vice Chair Stoltze OBIJECTED

Vice Chair Stoltze said he has a concern with all of the
i ssues being tied together. He w shed that the Judicia
Council was nore receptive to sone of the ideas put forth by
the legislature and by the public regarding enhancing the
recrui tnment process for judges. Vice Chair Stoltze W THDREW
hi s OBJECTI ON.

2:16: 18 PM

Representative Joule noted that a nunber of crinme bills were
passed this session. This bill is the connecting piece to
hol d peopl e accountable for appropriate behavior. He spoke
in support of SB 237.

Representative Kelly OBJECTED to the notion to adopt SB 237
He questioned whether there is actually nore crinme today.
He admtted to having difficulty passing the bill out of
Conmi ttee.

2:18: 45 PM

Representative Hawker noted that this is a significant
policy decision and financial commtnent. He said he has no
reservations about passing SB 237. He spoke to the
“deferred maintenance” issue in the judicial system where
the comunity has grown and crine has increased. He called
it the nunmber one priority legislation in his district. He
spoke strongly in support of the bill.

Representative Kelly REMOVED his OBJECTI ON

Vice Chair Stoltze agreed wth Representative Hawker’'s
coment s.

There being NO further OBJECTION, it was so ordered.
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CS SB 237(FIN was REPORTED out of Commttee with a "no
recomendation” and wth fiscal note #2 by the Al aska
Judicial Council, fiscal note #4 by the Ofice of the
Governor, and with new fiscal notes by the Alaska Court
System the Departnment of Law, the Departnment of Public
Safety, the Departnment of Adm nistration, and the Depart nent
of Corrections.

2:22: 52 PM

HOUSE BI LL NO._ 29

An Act relating to health care insurance and to the
Conpr ehensi ve Heal t h | nsurance  Associ ati on; and
providing for an effective date.

REPRESENTATI VE NORM ROKEBERG commented that in the |ast
hearing a graph was submitted regarding what would have
happened if the state had not becone self-insured and had
remained in the high-risk pool. The bill authorizes the
state to grant a tax credit from the $46 mllion incone
received from insurance conpany premum taxes annually. It
grants a 50 percent annual assessnent to pick up the cost of
insuring the high-risk pool premuns. This will help the
heal th insurance crisis in the state.

Co-Chair Chenault noted a =zero fiscal note from the
Departnment of Commerce and Econom c Devel opnent. He
inquired what “all funding sources” neans. He asked about
the date, “2005 | egislative session”.

Representati ve Rokeberg explained that the Admi nistration's

fiscal note was for a prior version of the bill. Co-Chair
Chenault was referring to old fiscal notes. Fiscal note #1
by  Depart nent of Conmer ce, Community and  Economc

Devel opnent is a zero note for FY 07 and $1, 750,000 credit
for FY 08.

Representative Foster MOVED to REPORT HB 29 (L&C) out of
Comm ttee W th i ndi vi dual recommendat i ons and t he
acconpanying fiscal note. There being NO OBJECTION, it was
so ordered.

CSHB 29 (L&) was REPORTED out of Committee with a "no
recomrendation” and wth zero fiscal note #1 by the
Department of Commerce and Econom c Devel opnent .

2:28: 56 PM

HOUSE BI LL NO._ 375

"An Act relating to the retirenent benefit liability
account and appropriations fromthat account; relating
to deposits of certain income earned on noney received
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as a result of State v. Anerada Hess, et al., 1JU77-
847 Civ. (Superior Court, First Judicial D strict); and
providing for an effective date."

Representative Holm reported that he spoke to people in
Fai rbanks and they are in agreenent with Anendnment 2, which
was adopted at a previous neeting.

Co-Chair Chenault noted a new zero fiscal note from the
Departnment of Administration. He stated that the Departnent
of Revenue needs to revise the fiscal note analysis, which
currently lists Anerada Hess as the source of funding for
t he account.

Representative Hawker voiced concern about the attenpt to
create a universal nechanism when each conmmunity has a
uni que need. He said he would not oppose the bill today,
but would when it is read across the fl oor.

2:32: 44 PM

Representative Joul e al so shared reservations about the bill
because it does not address concerns in all comunities.
Al comunities should be treated fairly. He spoke about
the needs in his district.

2:34: 14 PM

Representative Foster MOVED to REPORT CSHB 375 (FIN) out of
commttee, as anended, w th individual recomendations and
t he acconpanying fiscal notes. There being NO OBJECTIQN, it
was so ordered.

CSHB 375 (FIN) was REPORTED out of Commttee with a "do
pass" recommendation and with a new zero fiscal note by the
Departnment of Revenue, and with a new zero fiscal note by
t he Departnent of Adm nistration.

AT EASE: 2:35: 05 PM
RECONVENE: 2: 45: 33 PM

#sb305

CS FOR SENATE BILL NO 305(FIN am

An Act repealing the oil production tax and the gas
production tax and providing for a production tax on
oil and gas; relating to the calculation of the gross
value at the point of production of oil and gas and to
the determnation of the value of oil and gas for

purposes of the production tax on oil and gas;
providing for tax credits against the production tax on
oil and gas; relating to the relationship of the

production tax on oil and gas to other taxes, to the
dates those tax paynents and surcharges are due, to
interest on overpaynents of the tax, and to the
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treatment of the tax in a producer's settlenment with
the royalty owners; relating to flared gas, and to oil

and gas used in the operation of a |ease or property
under the production tax; relating to the prevailing
val ue of oil and gas under the production tax; relating
to surcharges on oil; relating to statenents or other
information required to be filed with or furnished to
t he Departnment of Revenue, to the penalty for failure
to file certain reports for the tax, to the powers of
the Departnment of Revenue, and to the disclosure of
certain information required to be furnished to the
Depar t ment of Revenue as applicabl e to t he
admnistration of the tax; relating to crimna

penalties for violating conditions governing access to
and use of confidential information relating to the
tax, and to the deposit of tax noney collected by the
Departnment of Revenue; amending the definitions of
‘gas,' 'oil,' and certain other terms for purposes of
the production tax, and as the definition of the term
‘gas' applies in the Alaska Stranded Gas Devel opnent
Act, and adding further definitions; making conformng
amendnents; and providing for an effective date.

2:47: 05 PM

W LLI AM CORBUS, COW SSI ONER, DEPARTMENT OF REVENUE, stated
that HB 488/ SB 305 is historic legislation. It wll:

* Replace a broken Economc Limt Factor (ELF) based
production tax system

* Provide incentives for badly needed investnent

* Provide special incentives for small sized conpanies to
expl ore Al aska

* Provide higher State revenues, particularly at higher
prices

Conmi ssi oner Corbus pointed out that the CGovernor strongly
supports the Petroleum Profit Tax (PPT) as originally
proposed as it provides a:

. 20% t ax/ 20% i nvestnent tax credit
. I ncl udes no add-on progressivity factor

Cormmi ssi oner Corbus noted that the House Resource Commttee
(HRC) version includes the Governor’'s proposed 20% tax rate

conbined with a progressive factor. The Departnent of
Revenue does not support the progressive factor. He
commented that high taxes discourage investnent. Al aska

shoul d not be nesnerized by the current high prices of oil,
as it is inportant to encourage oil production that has
dropped, overti ne.
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Comm ssioner Corbus pointed out that the Trans-Al aska
Pipeline System (TAPS) is now operating at |ess than 50%
capacity. He stated that recent investnent in devel opnment
and production has been inadequate and that higher tax rates
woul d further discourage new i nvestnents. The State should
not enphasize short-term revenues, but instead nmaxim ze
weal th over the long run. He urged that:

. The 20/20 is the appropriate tax and tax credit rate
to arrest the trend It is inportant to keep an eye
on the prize, the gas pipeline

Al t hough PPT includes investnent incentives, a stronger link
for effecting investnment would be the tax rate. As tax
rates go up, investnent goes down.

Comm ssioner Corbus stated that the Senate version (SFC)
made several changes from the Governor’s proposal. He
recomended that any alternative be carefully scrutinized.

e 22.5%tax rate

e 25%tax credit rate
* Progressivity factor
e The effective date

2:52: 02 PM

Conmi ssi oner Corbus addressed the 25%tax credit noting that
the SFC version includes a 25% tax credit rate. The higher
atax credit rate, the nore risk for the State. Mst of the
new oi | devel opnment on the North Sl ope relates to heavy oil,
which can involve an investnent of billions for new
facilities and wells and take nmany years to plan and
execut e.

Conmi ssi oner Corbus continued, considerable investnent in
heavy oil developnment during years of low oil prices can
result in low Petrol eum Production Tax (PPT) for the State
during such years until the tax credits are absorbed. The
State nust be careful with high tax credits, as they are
hi gh-ri sk strategy; adopting high tax credit rates of 25%to
justify high tax rates of 22.5% is the wong strategy. It
is a strategy that ganbles too nmuch on oil prices being high
for too many years into the future. It could be a great
detrinment to the State, which is why the Governor limted in
his proposal to a 20% maxi mum incentive, which the State
could safely provide.

2:53: 03 PM

The Adm nistration strongly supports the original HB 488/ SB
305. He commended the House for all their hard work on such
a conplex issue; however, the Admnistration does not
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support the 22.5% tax/25% credit as passed by the Senate.
The Administration believes that the 20/20 recommendati on

not including the progressive factor, is an appropriate
| evel to:

» Attract investnent,
e Bring the gas line on, and
 Maxim ze the State’s wealth over the long term

2:54:57 PM

ROBYNN WLSON, DI RECTOR, DIVISION OF TAX, DEPARTMENT OF
REVENUE, provided a handout to Conmittee nmenbers: “Conparing

CS HB 488(RES) to SB 305 (CSSB 305 (FIN am”. (Copy on
File).
2:57:28 PM

Ms. WIlson referenced Page 2, noting that the bottom line
for the State, the cunulative severance tax ($B) 2006-2030
| ow vol unme scenari o. She pointed out that the Governor’s
bill is highlighted in red and indicates “a mddle of the
road” approach and provides a bal anced package that brings
in adequate new revenues but does not place the State at
risk wwth credits too high

The green line indicates the House Resource Commttee (HRC
version; the graphed black line indicates the Senate Finance
Conmittee (SFC) version. The chart highlights the different
oil prices and default scenarios. A crossover happens at
about $60 dollars per barrel.

3:00:31 PM

Represent ati ve Hawker asked the paraneters in the | ow vol une
scenari o database used. Ms. WIson responded that |ow
vol ume does not assunme a gas |ine.

3: 00: 59 PM

DAN DI CKI NSON, CONSULTANT, TAX DIVISION, DEPARTMENT OF
REVENUE, added, that the |ow volume does not include the
devel opnment of Pt. Thonpson. He enphasized that the |ow
vol ume scenario is based on a rate of decline and assunes a
signi ficant amount of reinvesting. The assunptions are that
there is sufficient investnent being nade to generate the
vol unes. They are volunes based on a historic rate of
decl i ne. Representative Hawker asked if the |ow volune
scenario excluded the differentiation of adding an alpine
size field every few years. M. Dickinson affirned

3:02: 53 PM
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Ms. WIlson referenced Page 3, the tax rate. Under the SFC
version, the general rate offered was 22.5% conpared to the
HRC version at 20% the sane as the Governor’s original
bill. That rate was based on net val ue production.

The private royalty | ease rates under the SFC version offer
the rates, 5% for oil and 1.67% for gas. In the HRC
version, the private royalty rate is 5% on oil & gas. The
anount of magnitude on the private royalty leases is |ess
than 1% of the total production.

Under the SFC version, there is a separate rate for Cook
Inlet oil @5% based on the net value. In the HRC version,
there is no special provision for Cook Inlet.

The SFC version treats gas differently. There has been
di scussion for a lower rate for gas. Wuen dealing with tax
on the net, questions on allocation costs arise. There is
no special gas treatnent in the HRC version of the bill.

3:05:41 PM

Ms. WIlson referenced Page 4, gas revenue (val ue) exclusion
(GRE) found in the SFC version on Page 19. The gross val ue
excludes 2/3 of the value of gas:

* Yields an effective rate (before deductions) of 7.5%

* On a net value basis, yields an effective tax rate of
nearly 5%

» (Cbviates the need to all ocate expenses

3:07:46 PM

Ms. WIlson referenced Page 5, indicating the effect of the
tax rate, the cumul ative severance tax revenues under SB 305
with a 20% 22.5% and 25% tax rate. She pointed out the
| arge differences.

Co-Chair Chenault inquired why no 20/20 rate had been
i ndi cat ed. Ms. WIson explained it indicates a change to
the tax rate based on the SFC version.

Representati ve Weyhrauch questioned if the representation of
the bar was correct. M. WIson apologized that it had been
m sl abel ed.

3:11:17 PM

Ms. WIlson referenced Page 6, which provides the sane
information offered on Page 5, on year-by-year bases. The
graph indicates the effect of the tax rate and the annua
severance tax under the SFC version, using various
per cent ages into 2030.
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In response to a query by Representative Kelly, M. WIson
expl ai ned that the graph isolates only the tax effect.

3:13:31 PM

Ms. WIson addressed the progressivity listed on Page 7.
The chart shows a separate progressivity for oil and gas.
For oil, it is triggered at $50 West Texas |Internediate
(W) with a slope factor of .3% In the HRC version, the
rate is triggered to 37.5% at $110 dol | ars.

Ms. WIson conpared the SFC version, referencing Page 8, oi
only, triggered at $50 dollars Alaska North Sl ope (ANS) West
Coast with a slope factor of .00155. She viewed WIl as a
better marker; it is used as the standard.

3:16: 21 PM

Ms. WIson referenced Page 9, providing the SFC version
progressivity fornula. She explained the three conbined
standard nunbers. She suggested that if the SFC version
were adopted, the fornula would be condensed tp .00155,
which is actually the sane result.

Representative Holm asked what “wh” neant. Ms. WIson
replied that would be the wellhead price. M. D ckinson
added that in statute, it is defined that the wellhead is
the prevailing value; in regulations, the prevailing value
is that which prevails when the oil is sold.

3:18: 37 PM

Ms. WIlson referenced Page 10, which graphs the effects of
progressivity. The HRC version noves at a steeper slope
than the SFC version and junps up at $110 doll ars.

3:19:48 PM

Ms. WIlson referenced Page 11, the capital investnent credit
rate of 20% (HRC) versus 25% ( SFC).

3:20: 15 PM

Ms. WIlson continued Page 12, highlights the effect of the
credit rate, cunulative severance tax revenues under SB 305
with the various proposed credit rates. The inherent risk
is not reflected. The Adm nistration opposes the 25% credit
rate as it poses too nmuch risk to the State.

Representative Joule inquired who would benefit the nost.

M. Dickinson replied that generally, it would be the
investors. Presently, on the North Slope, the three | argest
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conpanies are mneking about 80% of the investnent, which
gi ves them 80% of the benefit.

Representative Joule said there would be no difference for
credits for new exploration. M. Dickinson responded that
in the base credit, there would be no difference. There are
ot her provisions, which would be different, and would be
addressed |l ater during testinony.

3:22:24 PM

Ms. WIlson continued, Page 13, the capital investnent credit
under both versions, applies to the PPT general tax only and
not against the progressivity tax or spill surcharges.
Under both bills, the credits are transferable.

3:23:36 PM

Ms. WIlson referenced Page 14, refundable credits. Under
the HRC version, up to $10 million credit dollars could be
ref undabl e dependi ng on the current investnents; there is no
such provision in the Senate version.

3:24:17 PM

Ms. WIlson referenced Page 15, the carry forward of | oss.
In the event of net calculation, with a producer |oss, that
| oss could be carried forward to the next nonth. At the end
of that calendar year, any remaining loss is converted to
credit at that rate of tax. In the HRC version, the
conversion rate is 20% in the SFC version, 22.5% of the
loss is carried forward into the credit.

Co- Chair Chenault asked about the exploration graph credits
and if there were nodels for exploration versus devel opnent
versus credit. M. Dickinson responded that there has been
nodel i ng provided: an investnent credit in the exploration
stage provides nore leveraging as it covers dry holes. The
bill does extend the credit for rank exploration. There is
no nodeling regarding the change of rates, changing
behavi ors.

3:26:48 PM

Ms. WIson referenced Page 16, the handling of the
progressivity tax. In the HRC version, the tax is
deductible Ii ke | ease expenditures; in the SFC version, the
progressivity tax is not deductible. The progressivity is
cal cul ated on the gross in both versions.

M. Dickinson observed the conplexity of the formula.
Ms. WIson pointed out that the Governor’'s bill does not
have a progressivity element in it. | f the House Finance
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Conmittee chooses to include that elenent, the |anguage in
the HRC version is “cl eaner”

Representative Hawker renenbered that the Senate’'s first
draft version provided a very different option than the end
product . He concluded that there were nore benefits to a
net structure versus a gross structure. M. WIson observed
that there are both advantages and di sadvantages to both
approaches. In the net, progressivity does recognize costs,
which is beneficial. On the other hand, |ooking at the
progressivity on gas, nmaking it on net could be problematic.
She thought that the SFC version was the equival ent.

M. Dickinson added, the SFC version returned to the gross
as it reflects the math of conbining the oil and the gas.
To do it on the net creates problens, as there should be a
constructing to nake the inpact of the oil and gas the sane.
Six to one is a figure used because of BCU equivalents. The
danger is the unexpected effects for producers that have oi
and gas and that conbinati on.

Representative Hawker believed such conplexity could be
handl ed.

3:33:28 PM

Ms. WIlson referenced Page 17, the transition provisions.
In the Governor’s bill, there is a 5-year |ook back and the
expenses are allowed over a 6-year period. Under the HRC
version, the 5-year |ook back was changed to a 3-nonth
peri od. Under the Governor’s version, the only expenses

dealt with are capital investnents, but the HRC version
| ooks at capital and operating expenditures, deductible over
9 nonths. Under the HRC version, there is no sunset.

3:35:15 PM

Ms. WIlson referenced Page 18 of the Senate version, where
the look back is 5 years and applied to capitalized
i nvestnents only. It could be a benefit up to 7 years

novi ng forward. There was a sunset of March 31%, 2013,
poi nting out the credit of 20%

3:36: 07 PM

Ms. WIson referenced Page 19, which provides two recouping
scenarios for 5 years and 7 years. The graph indicates the
total possible credits that could be recouped and that nust
be recouped with the 7-year Iimt. M. D ckinson added that
if a producer was investing at the sane level they did
during the | ook back period, they would not be able to claim
the full anpbunt of the transition investnments. To claimthe
full amount, they would have to increase the anount of the
i nvestment during the recoupi ng peri od.
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3:39:37 PM

Ms. Wl son referenced Page 20, which illustrates the effect
of the transition.

Represent ati ve Hawker discussed the rate of recovery for the
i ndi vidual beneficiary that would depend on their own
investnment. He asked if it would all be in the assunptions.
M. Dickinson acknowl edged it is in the assunptions and is

shown the differences between the two bills. Under the
Governor’s bill, the Industry would be able to recoup if
t hey had expenditures and revenue. Ms. W/ son added, that
under the CGovernor’s bill, there is a provision that it

could be taken only if oil was over $40 dollars a barrel
that provision was not included in either of the other two
ver si ons.

3:43:41 PM

Ms. WIson referenced Page 21, the base allowance in the two
proposed versions fromthe House and Senate. The credit of
$12 nmllion dollars per year per conpany, sunsetting
3/ 31/ 2016.

3:44: 47 PM

Ms. WIson referenced Page 22, the base all owance. Under
the CGovernor’s bill, there is a $73 nmllion dollar
deduction; the HRC version changed that from a deduction to
a credit and the effective anount was pared down. A $12

mllion dollar credit per conpany would be worth about $60
mllion dollars conpared to that proposed in the Governor’s.

Ms. WIson explained how the base allowance works on Page
23. If it were less than 5000 barrel per day (bpd), the
credit would be equal to 100% of the tax being offset. If
production were over 5000 bpd, there would be a percentage
of tax offset, provided by formula. Al producers will have
some anmount of tax offset. M. Dickinson added that
everyone receives the 5000 bpd exclusion at average val ue.

3:46: 23 PM

Ms. WIlson referenced the new Page 24, which indicates the
al l owance difference from 2006 to 2030, highlighting three
different price scenarios fromthe three bill versions.

M. Dickinson observed that the Governor’s version did not
sunset. Both the HRC and the SFC el ected to have a sunset.
The Departnent believes that if the State is attenpting to
affect investnent behavior, there should be no sunset. Wen
prices are low, the price allowance does not account for
much but as prices rise, the effect of the allowance
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i ncreases under the SFC version. In the HRC and Governor’s
version, the effect is small.

3:49:10 PM

Ms. WIlson referenced Page 25, the safe harbor provisions.
Those provisions were brought forward with the idea that
many of the calculations would be done using estimates of
annual expenditures. In the spirit of fairness, there was a
provi sion established that determ ned as al ong as 90% of the
due tax was paid each nonth, there would be no interest.
The annual “true-up” would be due in March of the follow ng
year, at which tinme, the remainder of the tax would be
collected. That is called the “safe harbor”. Under the HRC
version, the safe harbor is 90% and if it is not nmet on
time, there is an interest & a penalty charge of 5% The
penalty was not in the Governor’s version. In the SFC
version, the safe harbor anobunt was increased to 95% &
requires nore accurate estimating on the part of the
producer; if not nmet, there would be interest placed on the
amount up to 95%

Representative Joule asked if there was a simlar function
under the current Economc Limt Factor (ELF). Ms. W/ son
expl ai ned that under the ELF, 100% of the tax is due nonthly
and if it is not paid, there is a charge of 5% per nonth.
M. Dickinson interjected that falls wthin the general
interest provision @ 11% interest annually. The penalty
provi sion under current law is not automatic.

3:52: 06 PM

Ms. WIlson referenced Page 26 - safe harbors, pointing out
the differences in drafting |anguage. In the HRC version

t he | anguage indicates what is due would be 100% with a safe
harbor of 90% In the SFC version, the amobunt is due at the
95% | evel . The difference in the |anguage indicates a
change between the SFC and HRC version.

3:53:11 PM

Ms. WIson referenced Page 27, the effective date. In the
CGovernor’s version that date is July 1%, 2006; in both the
SFC and the HRC versions, it would be retroactive to Apri
1%, 2006. Ms. WIlson advised it is not a good policy to
make taxes retroactive.

Both bills provide for a transition rule that paynents could
be made under the old ELF systemfor 6 nonths with pay-up in
the 7" nont h.

Representative Hawker asked for assurance that t he

Departnment would have tine during the six nonths to
pronul gate all the regulations necessary to inplenent the
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tax with adequate tinme for the Industry to respond and
prepare their accounting system M. WIson said she could
not guarantee that. There is an acconpanying fiscal note to
cover costs for contracting for additional legal help to
draft regul ations during those six nonths. She added, it is
not an unreasonable tinme to do that but is a consideration.

M. Dickinson pointed out that the proposed versions have
not made the task sinpler; they are very conplex & the
fiscal note reflects that conplexity.

In response to Representative Kelly, M. D ckinson commented
that it is not a comobn practice to charge taxes
retroactively. Representative Kelly thought that harm coul d
be mtigated by not addressing the penalties. M. D ckinson
advised that the current bill gives 6 nonths from the date
it was enacted. The general principles are understanding
what the obligations are for tax planning.

Ms. WIlson was not |ooking forward to the first audit,
i ncluding the seven-nmonth tax return.

3:58:29 PM

Ms. WIson referenced Page 28, addressing the spil
surcharges (split nickel). Currently, there is a 5 cents
surcharge. The anmount suspended is based on the bal ance of
the spill fund. 1In the HRC version, there is no change to
the surcharge @5 cents but the anmpunt collected increases
from 3 cents to 4 cents with no credit & no deduction for
that tax. In the SFC version, the total was increased 1
cent for a total of 6 cents; the amount collected increased
2 cents from 3 cents to 5 cents; there is no credit or
deduction for that tax.

Representative Hawker asked for nore information about the
proposed surcharge. M. Dickinson observed that the SFC
version offered intent |anguage on Page 2, Section 1, item
#B. Representati ve Hawker noted that the intent |anguage
was what raised his question.

4:01: 05 PM

Ms. WIlson referred to Page 29, the use of Departnent of
Nat ural Resources (DNR) royalty val ues. In the Governor’s
bill, it was thought that sone of the royalty values could
be used in calculating real value. They thought it could
simplify the tax and audit process. The SFC version renoved
that provision by an anmendnent.

M. Dickinson related that Page 30 depicts the use of the
Department’s values in the SFC version
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Representative Holm did not understand the Departnent of
Revenue’ s position regarding the applications.

4:05:47 PM

M. Dickinson replied that the Conmm ssioner would be
bal ancing the efficiency of the Tax Division, determining if
the calculations reflect value and reasonable costs of
transportation in an unbi ased way.

Representati ve Hawker pointed out that is a “large issue”
He opined that sonme of the House Finance Conmttee (HFC)
menbers do not agree with the allowance. He nentioned the
RSA agreenents submitted by the three large oil conpanies.
The RSA's from ConocoPhillips and BP contain snal
di fferences; however, the Exxon RSA agreenent has a huge
difference. M. Dickinson said given the data, it would be
i nappropriate to identify the information. Representative
Hawker advised that he had taken his information from the
Departnment  of Revenue’s web site, which is public
i nformation.

In response to a query by Representative Hawker, M.
D ckinson said the Departnent’s analysis indicates that
there are different values between the tax and royalty.
Representati ve Hawker suggested that the Departnment should
provi de a convincing argunent regarding that, as it is vital
it becone public discussion.

4:11: 08 PM

Ms. WIlson pointed to a couple of differences indicated on
Page 31 regarding abandonnent. The HRC version has no
credit for abandonnment; in the SFC version, there is no
credit or deduction for abandonment of old production. I t
requires the allocation of expense based on production be
al | oned.

Co-Chair Chenault asked if abandonnment refers only to wells.
M. Dickinson referenced a list including well, unit, right
of way and/or platform Ilisted on Page 22, Line 17, SFC
ver si on.

4:13: 53 PM

Ms. WIson addressed other provisions included in SFC
version |listed on Page 32, not included in the HRC version.
For any credits taken under that provision, the exploration
date nust be provided to the Departnent of Natural Resources
if clained. That |anguage mmcs current |anguage in
statute. Co-Chair Chenault asked if |anguage applied only
to existing fields or new exploration. M. Dickinson stated
that it is automatic on State |land and that new drilling on
a private |l ease would not neet the requirenent.
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Ms. WIlson continued, Page 32 addresses transfer of goods
and services froma foreign to a donestic nmarket. She noted
di scussion in the Senate about having tools for the future,
pointing out that IRC Sec. 482 for transfer pricing in the
federal arena between a donestic conpany and a foreign-
si ster conpany. There has been discussion regarding the
need for that provision. The Departnent does not believe it
is necessary and that “ordinary & necessary” is standard to
the bill; she heard discussion it could be useful in the
future

4:18:10 PM

Represent ati ve Hawker asked about the perm ssiveness of the
| RC 482 | anguage. He questioned if the Departnent felt
“mandated” to incorporate those provisions. M. Dickinson
referred to | anguage el sewhere in the bill, which clarifies
transactions such as an internal transfer, not allowed. The
Department’s concern rests with such internal transfers.

Ms. WIson pointed out, that |anguage was taken fromthe SFC
version and was not included in the HRC version. She noted
that the Departnent would like to see it included in the
final bill.

4:20:49 PM

Ms. WIson noted clarifying |anguage added in 160€(1)(B).
M. Dickinson said that | anguage devel ops cost standards and
pl aces the ranks in order. A bal ance coul d be sought. The
SFC version anended support of credit for any preferred
facility. He urged support for the Governor’s version.

Co- Chair Chenault asked about credits on anything regul ated
or dealing with tariffs. M. D ckinson stated that the
types of facilities listed in the bill are not currently
being regulated; if they were, the credits would be taken
i nto account .

4:23:43 PM

Ms. WIson referenced Page 33, the catastrophic oil spil
expenditures for clean-up are not deductible. In the SFC
version, they would not be deductible; in the SFC version,
they could be deductible if |eased, but not specifically
addr essed.

Ms. WIlson advised that catastrophic oil spills have
specific nmeaning in Alaska' s history to the environnent in
spills in excess of 100,000 barrels. The nost recent oi
spill was approximately 6,000 barrels and clearly, not
wi thin the nmeaning of “catastrophic oil spill”.
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Co-Chair Chenault asked if there had ever been an oil spill

in Alaska, where fault was not determ ned. M. Dickinson
said that he would | ook to see if that was standard practice
or not. Co-Chair Chenault believed nost likely, it would

never cone into effect, as fault is always found.

Representative Joule pointed out that with that |anguage, a
spill *»the size of the Exxon Val dez woul d not be considered
catastrophic. M. WIson acknow edged that the Val dez spill
was “a lot of oil”. Representative Joule stressed that it
was nuch less than 5 mllion gallons and that the damage was
“horrific”. M. Dickinson interjected that “catastrophic”
shoul d be considered a quantum qualification that presents a
grave and econom c threat to the environnment and econony. A
smaller spill, in a sensitive area, could qualify under that
| anguage.

Representati ve Hawker questioned an oil discharge in excess
of 100,000 barrels. He asked how that could be interpreted
from wells producing that nuch water & oil mxture. M.
Wlson stated that given the |limted statutory site, it
would neet the second criteria, which is *“any other
di scharge, which the Governor determ nes presents a grave
and substantial threat to the economy or environnent”.

Co- Chair Chenault asked about a situation for a gas station
crack and if clean-up expenses would be deductible on any
tax the State issues. M. D ckinson advised that there are
diesel filling stations on the North Slope and in those
facilities, catastrophic would be deducti bl e.

4:32:52 PM

Ms. WIlson referenced the language in the HRC version
regardi ng catastrophic oil discharge into marine or inland
waters of the State. That |anguage is specific to water and
also covers increnental expenses of transportation. I t
focuses on oil spills affecting water. M. Dickinson added
that the |anguage appears in statute and deals with the
downstream reference tankers. The | anguage was noved and
crafted to deal with tankers and | ease expenditures.

Vice Chair Stoltze asked if the delivery system was part of
Trans- Alaska Pipeline System (TAPS). M. Di cki nson
explained that the end of TAPS is where the tankers
responsi bility begins. There is nothing between TAPS and
t he shi p.

4:35:33 PM

Ms. WIlson referenced Page 34, the effective severance tax
rate conpared to the wellhead (less royalty), |ow volune
scenari o. She urged the Commttee to consider a noderate
appr oach.
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4:36:59 PM

Representative Kelly asked about the credit listed on Page
12. Ms. WIlson explained the conparison difference between
the three credit rates, noting that the $20 dollar |Ievel
noves and coul d have a net increase of 100% The intent was

to isolate the credit rate. M. Dickinson voiced concern
when prices are high, with large investnents and then a
severe price correction occurs. That could nake a |arge

difference, creating a situation of |ong recovery tine.

SB 305 was HELD in Committee for further consideration.
#
ADJ QURNVENT

The neeting was adjourned at 4:38 P.M
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