HOUSE FI NANCE COWM TTEE
May 5, 2006
8:04 p.m

CALL TO ORDER

Co-Chair Chenault called the House Finance Comm ttee neeting
to order at 8:04:52 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
Representati ve Reggi e Joul e
Representative Mke Kelly
Representative Beth Kerttul a
Representative Carl Moses
Representati ve Bruce Weyhrauch
Representative Ji m Hol m

MEMBERS ABSENT

None
ALSO PRESENT

Representati ve Ral ph Sanuel s; Representati ve Et han
Berkowi tz; Representative Norm Rokeberg; Representative
Wodi e Sal non; Representative Vic Kohring; Robynn W] son,
Director, Dyvision of Tax, Departnment of Revenue; Dan
Di cki nson, Consultant, Tax Division, Departnent of Revenue;
M. Robert Mntz, Assistant Attorney Ceneral, Departnent of
Law, Lisa Weissler, Staff, Representative Ethan Berkowtz

SUMVARY
CSSB 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
val ue at the point of production of oil and gas and to
the determination 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
treatment of the tax in a producer's settlenment with
the royalty owners; relating to flared gas, and to oil

House Fi nance Conmmittee 1 05/05/06 8:04 P. M



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."

8: 05: 00 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
val ue 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
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
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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
anmendnents; and providing for an effective date."

Co-Chair Chenault MOVED to ADOPT Amendnent 1. Representative
Hawker OBJECTED.

ROBYNN WLSON, DI RECTOR, DIVISION OF TAX, DEPARTMENT OF
REVENUE, rel ated that the amendnent addressesis—a techni cal
and granmmatical changes; it does not change either the
intent or result. She noted that the 10-year fixed sunset
was turned into a rolling sunset.

8: 09: 30 PM

Represent ati ve Hawker W THDREW hi s OBJECTI ON. There being no
obj ection, Amendnent 1 was adopt ed.

8:10:13 PM

Representati ve Hawker MOVED TO ADOPT Amendnent 2 as anended
to renove “and necessary”, which he indicated would be
redundant. There being no objection, Amendnent 2 was
adopt ed.

Co- Chair Chenault MOVED TO ADOPT Amendnent 3: insert “or in
lieu of” on page 22, line 18. Representative Kerttula
OBJECTED. In response to a question by Representative
Kerttula, Ms. WIlson explained that it would not currently
be applicable for purposes of the production tax.

Representative Kerttula WTHDREW her OBJECTI ON. There being
NO OBJECTION, it was so ordered.

Represent ati ve Hawker W THDREW hi s Amrendnent 4.

Representati ve Hawker MOVED to ADOPT Anmendnent 5: insert
“gross” follow ng “m sconduct” on page 23, line 3. Co-Chair
Chenault OBJECTED. The anmendnent would raise the bar te—from
ordinary negligence to gross negligence on costs arising
from fraud. He nmaintained that the current |anguage woul d
include ordinary and recurring instances that occur at any
sophi sticated business. He felt that gross negligence would
establish an appropriately high standard. Representative
Kerttula pointed out that ordinary negligence is still
unr easonabl e behavi or. She nmmintained that the change woul d
risk the allowance of unreasonabl e behavior. She noted that
they m ght be able to find m ddle ground.

8:13: 25 PM

Ms. WIson spoke in support of the anmendnent. She observed
that negligence is a | ow standard.
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8:14: 06 PM

Representative Kelly referred to an earlier discussion on
the topic. He MOVED to TABLE Anendnent 5. There being NO
OBJECTION, it was so ordered.

Represent ati ve Hawker W THDREW Amendnent 5.

8:14:51 PM

Representati ve Hawker MOVED TO ADOPT Anendnent 6: insert
“insurance recoveries” as nmandatory subtractions to a
producer’s | ease expenditures. Co-Chair Chenault OBJECTED.
Representative  Hawker expl ai ned that the conceptual
amendnent would address costs, which have already been
deducted and should be added back. Co-Chair Chenault
W THDREW hi s OBJECTI ON. There being NO OBJECTION, it was so
or der ed.

8:15: 54 PM

Represent ati ve Hawker MOVED to ADOPT anendnent 7: delete “of
each” follow ng “regulations” on page 26, line 4. Co-Chair
Chenaul t OBJECTED.

Ms. WIlson explained that there arewas extra—excessive
wordi ng werds—on page 26, line 4. The anendnent is a
grammati cal change.

Co-Chair Chenault WTHDREW his OBJECTION. There being NO
OBJECTI QON, Anendnent 7 was adopt ed.

8:17:12 PM

Representative Hawker MOVED to ADOPT Anmendnment 8: delete
“180 days” and insert “10 nonths”. Co-Chair Chenault
OBJECTED. Representative Hawker expl ained that the anmendnent
woul d provide additional tinme for inplenenting regulations.
Wt hout the anendnent a payer woul d have a 6 nonth wi ndow to
apply under the old ELF, with a catch up paynment at that
time. Regulation inplenentation would extend to 10 nonths.
The anendnent represents a w ndow of grace to inplenent the
change, but does not affect the effective date.

Representative Holm asked if it would affect the interest
cost. Representative Hawker said the grace period allows for
paynment under the old ELF;, they would not have to pay up
under the new PPT systemduring that tine.

Representative Kelly concluded that, mnus a little val ue of

i nterest, t he dol | ar resul t woul d be the sane.
Representative Hawker affirmed that there would be a tine
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value of noney on the increment for the additional four
nont hs.

Representative Kerttula asked for an estimate of how nuch
that the grace period would cost in the loss of interest.
Representative Hawker thought the difference would be the
interest on $100 million a nonth. Representative Kerttula
stated she woul d be supportive if there were a way to recoup
that cost in the end. She did not object to the delay, but
poi nted out the cost to the State.

Co-Chair Chenault WTHDREW his OBJECTI ON. Representative
Kerttul a OBJECTED.

8:22: 05 PM

DAN DI CKI NSON, CONSULTANT, TAX DIVISION, DEPARTMENT OF
REVENUE, cal culated the loss at approximately $4 mllion at
one percent a nonth for four nonths. Representative Hawker
maintained that it is not the responsibility of the
|l egislature to pay for the state’'s inefficiency in
i npl ementing regulations. He opined it is an equity issue.

In response to a question by Representative Kelly,
Representative Hawker stated that it was his intent that the
date run fromthe passage of the legislation, even if there
is aretroactive effective date.

Ms. W son satd—explained that the atfeetiveeffective date
of—the—biH—woul d-H+- not change even if there is a
retroactive clause to April 1 in the legislation.
Representative Kelly asked if that is linear. M. WIson
said that is correct_ -

Representative Kerttul a maintai ned her objection.
A roll call vote was taken on the notion.

I N FAVOR. Moses, Foster, Hawker, Holm Joule, Kelly, Myer,
Chenaul t
OPPCSED: Kerttul a

Representati ve Weyhrauch was absent fromthe vote.
The MOTI ON PASSED ( 8- 2).

Representati ve Hawker MOVED to ADOPT Amendnent 9: elimnate
entities that are not regul ated by Federal Energy Regul ation
Conmi ssion (FERC) froerm credit pass through requirenents.
Co-Chair Chenault OBJECTED. Representative Hawker expl ained
that the amendnent affects credits being passed through to
rate payers. The owners of regulated facilities that receive
acredit with FERC nust file in a manner that all of the tax
credits flow through to the rate payer. The anendnent
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deletes this requirenent from those that are not regul ated.
He felt that the requirement would be invasive and put the
departnment in the position of auditing transactions between
comercial payers. He did not feel the Departnent should be
responsi ble for making such judgnments. He observed that
Senator Therriault is not opposed to the amendnent.

Co- Chair Chenault W THDREW hi s OBJECTI ON
There being NO OBJECTI ON, Anendnent 9 was adopt ed.
8:29:11 PM

Representati ve Hawker MOVED to ADOPT Anmendnent 10. Co-Chair
Chenault OBJECTED. Representative Hawker explained that the
anmendnent del etes |anguage that would have allowed the use
of Royalty Settlenment Agreenents (RSA). He acknow edged the
benefit of RSA in terns of efficiencies for the Departnent
of Revenue, but enphasized the |lack of control. He did not
t hi nk the provision could be nmade equitable and assure that
the state of Alaska' s revenue base is protected. The
amendnent would return the | anguage to the Senate version.

Representative Weyhrauch maintained that the section is at
the discretion of the departnent and is vague. He requested
t he departnent’s opinion.

M. Dickinson related that the fiscal inpact on state
revenues [of the RSA provision] would not be affected; while
the costs to the state would be less as a consequence of
resulting efficiencies. He maintained that the |anguage
woul d be appropriate and would not harm tax payer revenues.
The Adm nistration supports the inclusion of the [RSA]
section.

Representati ve Weyhrauch observed that there is nothing in
law that weuld—prohibits the legislature from addressing
regul ations that the Departnent m ght pronul gate regarding
royalty settlenents. M. Dickinson pointed out [RSA's] are
contacts that cannot be changed. Royalty agreenments do not
conpare to the legislature’s ability to tax values, which is
what the statute woul d do.

Representative Wyhrauch asked what royalty settlenent
agreenents the state currently has. M. D ckinson replied
that there are at |east seven on the North Sl ope of Al aska
that are currently being used; there are also a nunber in
Cook Inlet. The ones on the North Slope do not have
expiration dates. He provided backup information regarding
the origins of a nunber of agreenents. He explained that,
for smaller anmounts of production, existing agreenents were
chosen instead of setting up an independent nethod of
eval uati on.
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8:35:21 PM

Represent ati ve Hawker synpathized with the argunent that the
use of RSA's would add to cost and admnistrative
efficiency, but felt that it would enpower the Departnent to
adopt a royalty settlenent agreenent, which would | ower the
state’s per barrel collection. Consultants have estinmated

that the state—State could loses as much as $5 dollars a |

barrel with the adoption of a particular royalty settlenent

agreenent. He noted he is trying to delete the RSA | anguage

in order to prevent exposure to that much judgnent.

Aroll call vote was taken on the notion.

IN FAVOR. Stoltze, Foster, Hawker, Holm Joule, Kelly,
Kerttula, Mdses, Chenault, Meyer

OPPOCSED:  Weyhr auch

Amendnent 10 was adopted. 10-1

8:38:15 PM

Representati ve Hawker MOVED to ADOPT Anmendnent 11, on behal f
of hinself and Representative Kelly. Co-Chair Chenault
OBJECTED

Representative Hawker explained that the anmendnent would
restore a provision that was originally in the House
Resource version of the bill to refund carry over credits.
Currently, credits can be sold by the producer/explorer that
generates the credit to another producer that has useable
production; the sale is generally at a discount. He stressed
that, w thout the provision, the person that generated the
credit through exploration, (who does not have production

which the state of Alaska wants to notivate and reward for
their investnent in the state) is not fully realizing the
benefit. The House Resources approach allowed the State to
purchase back up to $10 million a year in credits. He opined
that $25 million would be a fair nunber. He noted concern
that the State mght be exposed to a large nonetary
obligation to buy back credits, but pointed out that the
amendnent woul d not make the buy back provision available to
| ar ge producers. The 50,000 barrel of oil equival ent per day
factor draws a line between the three major producers and
the next tier. Using the Departnent of Revenue statew de
barrel of oil equivalent calculations, the |owest of the
three major producers is 190,000 barrels; the next highest
is 36.8 thousand. The intent is to draw the line at a |evel
that allows the smaller producers to increase before they
woul d not be able to avail thenselves of the credit. He did
not think that state exposure would be great and enphasized
the benefit to those making investnents.

8:41: 59 PM

House Fi nance Conmmittee 7 05/05/06 8:04 P. M



M. D ckinson addressed Anendnent 11. He noted that the
Governor’s bill did not contain a provision to buy back
credits. The Administration feels that the provision would
be destabilizing. Credits could result in a $100 mllion
obligation by the state.

Representati ve Hawker referred—to—the counctt—by—br—Van
Meurs—He—enphasi zed that he is confortable supporting the
smal |l  producers, those who have not yet established
production in the state.

Co-Chair Chenault WTHDREW his OBJECTION. There being NO
OBJECTI ON, Anendnent 11 was adopt ed.

AT- EASE: 8:44:41 PM
RECONVENED: 8:56:19 PM

Amendnent 12 was not offered.

Representati ve Hawker MOVED to ADOPT Anmendnent 13. Co-Chair
Chenault OBJECTED. He nmade a technical change: delete (e)
and substitute (d). He explained that the anmendnment deals
with storing gas underground in the w nter

Representati ve Hawker asked about page 19, lines 5 - 30,
which were deleted in a previous anendnment and asked where
it would be placed in statute. Ms. W/Ison explained that the
amendnent would respond to the bill in front of the
commttee. M. Dickinson said it should be in AS 43.55. 150,
whi ch deals with cal cul ati ons of gross value at the point of
production. It is appropriate to have it in (e).

Representative Kerttula asked t+he—if there is an estimte of
what the value of te—this amendnent would be to the State.
M. Dickinson said he did not Kknow. Representative
Kerttula requested the anendnent be held until t he
information was available. Co-Chair Chenault agreed to hold
t he amendnent until that information was received.

Representative Kelly spoke in support of the anmendnent. He
noted that gas is stored gas—for “peaking” to neet denmand.
This raises the value_of the product. The State would
receive a share of t+he-this earned incone.

9:00: 22 PM

Representati ve Weyhrauch thought that there was a di sconnect
bet ween transportati on and storage of gas.

Representati ve Rokeberg spoke in support of the amendnent
and enphasized that it is a nuch-needed addition to the
transportation system in the Cook Inlet area; the scope
would only be applicable to this area. There is extra
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storage capacity in the stream of transportation. He noted
that it could be placed under AS 43.55.105, on the
recomrendati on of the Departnent of Revenue and grants the
ability for credits to be used in that area.

Representative Joule asked if it has an effect on the
consuner. Co-Chair Chenault observed that when tenperatures
drop in Anchorage or Cook Inlet, where there is gas
consunption, the utilities have a hard tinme pushing enough
gas up the line. The anmendnent woul d all ow sumer storage in
order to neet peak demands in the winter. Representative
Joule wondered if it keeps costs down. Co-Chair Chenault
expl ained that if pressure drops enough in the main line the
i ndustrial users are kicked off. If gas production in Cook
Inlet continues to decline, then industrial users mght go
offline to neet the denands from-of consuners.

9:04:02 PM

Representative Hawker referred to the reasonable cost of
transportati on under AS 43.55.150 and asked if it would be
an inclusion or exclusion.

Representati ve Wyhrauch suggested holding anendnent 13.
Representati ve Chenault HELD Amendnent 13.

9: 05: 00 PM

Representati ve Weyhrauch HELD Anendnent 12.
9:05:18 PM

Co- Chai r Chenaul t MOVED to ADOPT Amendnent 14.
Representative Stoltze OBJECTED

Represent ati ve Rokeberg expl ained that the anendnent rel ates
to exploration production tax credits. He observed that a
$20 mllion cap on annualized expenditures was placed on
Cook Inlet a few years ago. He did not believe a cap was
needed on credits for exploration in Cook Inlet. He
enphasi zed the need for incentives for exploration. The
amendnent would elinmnate the $20 million <cap for
exploration credits for Cook Inlet.

Ms. WIson understood the intent.

Representative Kelly asked for nore information to
under stand how t he amendnment fits into the whole bill.

Represent ati ve Rokeberg mai ntai ned the amendnent would fix a
bill that was nmade two years ago, which was done outside of
the context of PPT, except that exploration credits are
bei ng addressed in the larger context of PPT. He nuintained
t he amendnment woul d take off an artificial cap.
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9:08:32 PM

Representative Hawker summarized that the intent is to
elimnate the $20 mllion limt for credit certificates
issued in Cook Inlet and questioned if the anendnent woul d
achieve that goal. He asked for nore tinme to review the
amendnent .

In response to a question by Representative Wyhrauch, M.
D ckinson clarified that the provision that—wuld have
inserted the $20 nmillion cap woul d be del et ed.
Representati ve Weyhrauch OBJECTED to Anendnent 14.
Representative Kelly requested nore tine.

Co- Chair Chenault HELD Amendnent 14.

9:12: 55 PM

Representati ve Hawker MOVED to ADOPT Anmendnent 15, which
addresses the base $12 million credit in AS 43.55.170. He
explained that the commttee substitute, inadvertently,
denied credits to the smaller producers and bestowed credits
to the |arger producers, which was the reverse of what was
i ntended. The amendnent was recomended by the Departnent of
Revenue to allow the base $12 million credit as a staggered
approach. The $12 million credit would not be allowed for
producers of an average of greater than 100,000 barrels
equi val ent of oil a day.

Ms. WIlson noted that the conmttee substitute includes an
anti-gold plating language that restricts the $12 mllion
credit to one-half of the qualified capital expenditures.
Di scussion revealed that the credit would be inadvertently
reduced for the small players. The nethodol ogy based on
production renoves |anguage relating to one-half of the
expenditures; and allows the credit based on production
through a fornmula for production between 50,000 and 100, 000
barrels to phase out the credit. Representative Hawker added
that it would give full value to all but the big-three |arge
producers.

9:15: 46 PM

Representati ve Weyhrauch expressed concern with an econom c
inefficiency with the gold platting issue. He noted that the
House CS based the credit on 100 percent of the qualified
expenditure. The sane expenditure would be eligible for an
additional 20 percent credit under an earlier provision, as
well as a reduction of the |ease expenditure under AS
43.55.160. The net result would be that a producer or
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explorer could get back $140 for every 100 dollars spent
that qualified for the AS 43.55.170 credit.

Ms. WIson explained that the amendnent addresses the issue
because the credit was dependent on qualified expenditures;
the credit would be closer in character to a standard credit
and closer to the original goal of being enjoyed by smaller
producers. This is why it phases out in higher production

M. Dickinson referred to the allowance in the governor’s
bill, which would have allowed $63 nillion who had that
anmount of net profits. The anendnent is closer to the
Governor’s concept that if a producer has net production tax
val ue agai nst taxable value can be taken. It would not be
tied dollar to dollar, or any other way, to investnents
bei ng nmade.

9:18:17 PM

Representative Hawker W THDREW Amendnent 15 in order to
of fer Amendnment 15A. There being NO OBJECTION, it was soO
or der ed.

Represent ati ve Hawker MOVED t o ADOPT Anmendnent 15A. Co- Chair
Chenaul t OBJECTED

MR. ROBERT M NTZ, ASSI STANT ATTORNEY CGENERAL, DEPARTMENT OF
LAW expl ained that Amendnent 15A corrects an error in the
first part of Amendnent 15. He noted that anendnents 11 and
15A both addressed the barrel of oil equivalent. Amendnent
15A woul d adopt the approach offered in Anmendnent 11 in
regards to volunme under AS 42.55.011(e). Under the
anmendnent, taxable oil and gas would be described as the
f ol | owi ng:

Sec. 43.55.170. Additional nontransferable tax credit.
(a) For a nonth for which a producer's tax liability
under AS 43.55.011(e) exceeds zero before application
of any credits under this chapter, a producer that is
qualified under (c) of this section and whose average
anount of oil and gas produced a day and taxabl e under
AS 43.55.011(e) is less than 100,000 barrels of oil
equivalent a day may apply a tax credit wunder this

section against that liability. A producer whose
average amount of oil and gas produced a day and
taxable under AS 43.55.011(e) is (1) not nore than
50,000 barrels of oil equivalent nay apply a tax

credit of up to $1,000,000 for the nonth;

(2) nore than 50,000 and |less than 100,000 barrels
of oil equivalent may apply a tax credit of up to the
followi ng fraction of $1,000,000 for the nonth:
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1 - [2 x (AP - 50,000)]/100,000, where AP = the
average anount of oil and gas, expressed as barrels of
oi | equival ent,

produced a day during the nmonth and taxable under AS
43.55.011(e).

(b) A producer may not take a tax credit under this
section for any nonth that ends the | ater of

(1) July 31, 2016; or

(2) the 10th anniversary of the last day of the
month for which the producer first has conmercial oi
or gas production from at |east one |ease or property
in the state, if the producer did not have conmerci al
oil or gas production from a |ease or property in the
state before July 1, 2006

(c) On witten application by a producer, including
any information the departnment nmay require, the
depart nment shal | determne whether the producer
gqualifies under this section for a calendar year. To
qual i fy under this secti on, a pr oducer nmust
denonstrate that its operation in the state or its
ownership of an interest in a |lease or property in the
state as a distinct producer entity would not result
in the division anmong nultiple producer entities of
any production tax liability wunder AS 43.55.011(e)
that would be reasonably expected to be attributed to
a single producer entity if the tax credit provision
of (a) of this section did not exist.

(d) A tax credit authorized by this section may not
be applied to reduce a producer's tax liability under
AS 43.55.011(e) for any nonth bel ow zero. An unused
portion of a tax credit that could otherw se be
applied for a nonth but whose application would cause
the producer's tax liability under AS 43.55.011(e) for
the nonth to be less than zero may be applied for one
or nmore other nonths in the sanme cal endar year to the
extent otherw se allowed under this section.

(e) An unused tax credit or portion of a tax credit
under this section is not transferable and may not be
carried forward to or used in a l|ater calendar year.
(f) For the purposes of this section, a barrel of oi
equi valent is

(1) one barrel of oil, in the case of oil;

(2) 6,000 cubic feet of gas, in the case of gas.

Representati ve Weyhrauch wondered if Amendnent 15A woul d be
consistent with Amendnent 11, which was previously adopted.
Ms. WIson explained that Amendnent 11 dealt with the capex
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credit under AS.43.55.024 and is a netric measure. Amendnent
15A dealt with the credit contained in AS 43.55.170; and has
its own production netric. Both are—contain the 50,000 |
reference but one does not depend on the other. The change
to adopt a less than 100,000 barrels of oil equivalent [to
apply the tax credit] would be a policy call. He questioned
the intent of the change.

9:22: 38 PM

M. Dickinson responded that the intent of the anendnent is
to assure that there are not disincentives to increase
production. The anmendnent would create a phase out approach
in order to reverse the incentive. If there is a straight a |
cut-of f at 50,000, a producer would qualify at 49,999 for a
mllion dollar credit. An additional barrel would cost the
producer one mllion dollars.

Representative Kelly asked to hold Amendnent 15A to assure
consi stency. Co-Chair Chenault felt the |anguage was
consi stent. Representative Hawker spoke in support of the
amendnent. He reiterated that w thout Amendnent 15A |arge
producers would benefit while small producers would be
penal i zed. The anendnent assures the benefit to smal
producers and phases it out over the 50,000 — 100, 000 barrel
range to prevent the disincentive of a cliff on the trigger
poi nt .

Co-Chair Chenault WTHDREW his OBJECTION. There being NO
OBJECTION, it was so ordered, and Amendnent 15A was adopt ed.

9:26:36 PM

Representative Foster MOVED to ADOPT Anmendnent 14. Co-Chair
Chenault asked for nore time to think about that anendment.
Representati ve Foster W THDREW hi s MOTI ON

9:27:40 PM

Co-Chair Chenaul t MOVED to ADOPT Anrendment 16.
Represent ati ve Hawker OBJECTED.

Co- Chair Chenault explained that Amendnent 16 woul d del ete
“July 17 and inplement an April 1, 2006 deadline. He
stressed that industry has been aware of the intent to
i npl ement a PPT tax. He enphasi zed the anmount of noney being
made in the industry and problens with the current ELF
system Representative Hawker opposed the retroactive
application of taxes on anyone for any purpose. Co-Chair
Meyer agreed with Representative Hawker. He felt it would be
unfair to tax industry retroactivity based on the success of
their business and maintained that business needs tinme to
adjust. He observed support for a retroactive date of
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January 1%, 2006 and stated that he would support
Representative Chenault’s anmendnent as a conprom se.

Representative Kelly felt that the effective date should go
back even further. He MOVED to AMEND Amendnent 15A: insert
“January 1, 2006”. Co-Chair Chenault OBJECTED

9:32:33 PM

Aroll call vote was taken on the noption to anend.

| N FAVOR: Weyhrauch, Foster, Hawker, Holm Joule, Meyer, |
Chenaul t

OPPCSED: Kelly, Kerttula, Mses, Stoltze

The MOTI ON FAI LED (4-7).

A roll call vote was taken on the notion to adopt Amendnent
16.

IN FAVOR: Joule, Kelly, Kerttula, Mses, Stoltze, Meyer
Chenaul t

OPPCSED:  Foster, Hawker, Holm Whyhrauch |

The MOTI ON PASSED (7-4).

9:34:32 PM

Representative Kelly W THDREW Anendnent 17

Representative Kelly MOVED to ADOPT Anendnent 18. Co-Chair
Chenaul t OBJECTED

Representative Kelly explained the anmendnment woul d increase
the tax rate from 20 to 22.5 percent. He stressed the
i nportance of not erring on the | ow side.

Representative  Hawker noted the conplexity of t he
| egislation. He observed that taxes would be raised on an
industry that state revenue is dependant upon and stressed
the inability to tax an industry into success or
productivity. He noted the need to strike a balance that
woul d encourage investnent in Al aska. He observed that after
hours of consideration an attenpt was nade to strike a
bal ance by retaining the base 20 percent tax level with the
adoption of an aggressive progressivity curve. He stressed
the significance of progressivity in the tax structure and
mai ntained that the base rate nust be considered in this
l[ight. At today market prices, the State is |looking at a 25
- 27% effective nomnal tax rate with progressivity. He
pointed out that there is no cap on the curve, which is
steep and begins at a realitivelyrelatively low rate. He |
felt that the bal ance was as good and reasonable as coul d be
achi eved.
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9:39:52 PM

Representative Wyhrauch observed that wth progressivity
the state would be taxing at a higher rate under current
conditions. He MOVED to AVEND #18: delete “22.5" and insert
13 30” .

Represent ati ve Hawker OBJECTED.

Aroll call vote was taken on the notion.

I N FAVOR: Kerttula, Weyhrauch

OPPCSED: Hawker, Holm Joule, Keelly, Mdses, Stoltze,
Foster, Chenault, Meyer

The MOTI ON FAI LED (2-9).

9:41:47 PM

Co-Chair Meyer argued that the rate is the heart of the
| egislation and noted the various approaches. He observed
the 20 percent credit was dropped, which he felt was overly
generous and not necessary. He noted that the tax rate would
be between 25 and 26 percent, at today's prices and wth
progressivity. He spoke agai nst Anendnment 18.

9:43: 18 PM

Aroll call vote was taken on the notion.

IN FAVOR: Holm Kelly, Moses, Stoltze

OPPCSED:  Joul e, Kerttula, Weyhrauch, Foster, Hawker, Meyer,
Chenaul t

The MOTI ON FAI LED (4-7).

9:44:13 PM

Representative Kelly WTHDREW Anendnment 19. He explained

t hat Anendnent 19 was not | onger needed because there is a |
method to get 100 cents on a dollar for credits; the
amendnment would have taken advantage of a spread.
Representati ve Weyhrauch observed the intent to use credits
to reduce the state’'s unfunded liability on PERS and TRS
but acknow edged that the anendnent was not viabl e.

9:46: 48 PM

Co-Chair Chenault MOVED to ADOPT Anendnent 20A (24-
GS2052\ N. 14. Representati ve Hawker OBJECTED.

9:47:12 PM
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REPRESENTATI VE NORVAN ROKEBERG spoke to Amendnent 20A. He
explained that the conmmttee substitute provided for a
formul a based on the assunption of 0.019 NCF as a cap on
Cook Inlet gas production. He felt that it would be in the
best interest of the state, not to address the fornulation
due to the difficulty in verifying rates. The anendnent
woul d freeze in place gas production taxes at the current
ELF price based on the twelve nonth period ending on June
30" 2006, of prevailing price tax rate x the value and
vol ume produced on each field. The anmendnment would affect
the Railbelt Energy grid. The anendnent would also freeze
prices for industrial use. He mintained that if the
adoption of a PPT tax and elimnation of the ELF would,
pass—in essence, pass the tax onto consunmers. He noted that
the Regulatory Comm ssion of Alaska allows the tax to be
passed on to the consunmer. He estimated that 75% of Al askans
woul d be inproperly inpacted by the amendnent. He stated it
woul d cap the tax rate in the Cook Inlet area to not exceed
the formulation. The rate would be frozen for a fifteen year
period in the Cook Inlet area. He added that a bench mark
woul d be established under page 1, line 18 of the anmendnent.
He observed that there is a large variation in the costs of
Cook Inlet producers ranging from .10 to .19 cents per 1000
cubic feet. He acknow edged the conplexity of the anendnent,
but maintained that it would be a fair nethod.

9:53:34 PM

Representative Holm thought that the anendnent acted Iike
urban power cost equalization. He pointed out that sone
peopl e that do not have access to gas would be carrying the
expense. He thought it was an odd way to insert fairness
into the bill.

Representative Hawker spoke against the anmendnent and
asserted that it was not well structured. He stressed that
the |l egislation was well structured.

Representative Kelly encouraged that Amendnment 20A be
included in a larger discussion regarding Cook Inlet area
gas.

9:57: 07 PM

In response to a question by Vice-Chair Myer, M. WIson
spoke to the intent of the anmendnent to assure that the tax
rate [on Cook Inlet gas] is not increased. She observed that
there is no guarantee that the tax would not raise if it
were tied to ELF. The anmendnent takes the rate under the ELF
times the average prevailing value of the previous 12
nmonths; tines the anmount of production, which would
acconplish the sponsor’s goal. The amendnent would also
address concerns regarding shifting costs for Cook Inlet.
She added that—n the current legislation refers to Cook
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Inlet oil at 5% of net. However, there is no definition of
net taxable value for oil. The anendnment woul d aut horize the
Department to adopt regulations and establish a reasonable
basis for the allocation of costs.

9:59:34 PM
M. Dickinson suggested that “leases” be replaced wth
“l eases or properties” for the tax base on page 1, line 23

of the amendnent. The anendnent appears to retroactively
apply a gross tax base, so that changes in price would not
af fect o+n Cook Inlet gas.

Represent ati ve Hawker MOVED a AMEND, Amendnent 20A by addi ng
“or properties” on line 23, page 1. There being NO
OBJECTION, it was anended.

10: 01: 28 PM

Co-Chair Chenault stated that the anendnent would be HELD
for further consideration.

AT EASE: 10: 02: 54 PM
RECONVENE: 10: 20: 54 PM
AT EASE: 10: 21: 16 PM
RECONVENE: 10: 22: 25 PM

Representative Kerttula MOVED to ADOPT Anendnent 21. Co-
Chair Chenault OBJECTED

Representative Kerttula explained that Anmendnent 21 would
remove gas fromthe bill. Gas would retain the current ELF
system The anendment authorizes the use of apportionnment
methods or fornulas for determning the portion of a
deductible oil related cost. The legislation currently
contains simlar apportionnments for |ease expenditures.
Under one of the nmethods, if the predom nate purpose of an
expenditure is related to the production of oil, it would be
a deductible oil related cost. Under another nethod, the
cost could be allocated between oil and gas, depending on
the relative volume. The authority is given to the
Departnment to use these or other reasonable nethods to
achieve the desired result. She noted that the process
begaun with the intent to revise an oil bill; a gas tax was
not part of the discussions. She felt that the addition of
gas in the legislation and has conplicated the issue,
especially in consideration that the |egislature mght be
facing a contract [relating to a gas pipeline]. She
mai ntained that that it was premature to deal with the gas
until a contract is seen. She felt that the way gas expenses
wer e deducted fromoil needed further consideration.
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10: 24: 48 PM

M. Dickinson spoke against the anendnent and asserted that
it is inpossible to differentiate between the joint costs of
producing oil and gas. The anendnent acknow edges that an
arbitrary allocation nmethod s therefore needed. He
mai ntai ned that the current |egislation recognizes that oil
and gas is a single function and is appropriate.

LI SA WEI SSLER, STAFF, REPRESENTATI VE ETHAN BERKOW TZ,
provi ded informati on on Arendnent 21. She observed that the
amendnent would follow the pattern of allocations used for
ot her expenses in the bill. She noted that consultants have
indicated that the [separation of oil and gas for
al l ocation] can be done. She enphasized that the anmendnent
woul d provide nore flexibility to the Departnent of Revenue
to nodify the nethods being proposed in order to inplenent
alternative nethods.

10: 26: 23 PM

Representative Hawker spoke against the anendnent. He
stressed that the legislation mtigates the need to nake
artificial divisions or mnimze the need to allocate costs.
He pointed out that it was a policy call to inplement a
unified tax systemthat avoids the need to all ocate costs.

Representati ve Weyhrauch noted that it is an oil and gas
industry and the difficulty of separating themin regards to
policy. M. Dickinson agreed that gas is integral part of
the bill.

10: 28: 20 PM

Ms. Weissler observed that unless gas is taken out of the
| egislation, developnent of big gas fields, |I|ike Pt
Thonpson, could be deductible and creditable against the oil
tax. Representative Hawker pointed out that all activities
that involve the North Slope would be subject to the SGDA
proposal. He maintained that the legislation nust |ook at
universal rules that apply outside the North Slope. He
stressed that any discussion is irrelevant to the discussion
wi t hout a gas pipeline.

Representative Kerttula stressed the difficulty of nmaking
deci sions about gas w thout |ooking at the [gas pipeline
contract].

10: 30: 02 PM

Aroll call vote was taken on the notion.

IN FAVOR: Joul e, Kerttula, Moses
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OPPCSED: Kelly, Stoltze, Wyhrauch, Foster, Hawker, Holm
Chenaul t, Meyer

The MOTI ON FAI LED (3-8).
10: 30: 48 PM

Representative Kerttula MOVED to ADOPT Anendnent 22. Co-
Chair Chenault OBJECTED

Representative Kerttula explained that Anmendnent 22 would
delete the provision linmiting the tax to 1/3“ of the gross
value of the gas. She referred to charts by EconOne, which
denonstrated nethodology affects outcone, especially at
| oner prices. She acknow edged concerns regarding fields
that are not under the Stranded Gas contract, but stressed
the difficulty of addressing the issue wi thout the contract
present .

M. Dickinson believed that the 1/3 exclusion would create
equity. He disputed nunbers provided by EconOne. He
suggested that theat analysis would denonstrate that in
situations like Pt. Thonpson where there is half oil and
hal f gas, the costs incurred from devel opnment are necessary
for the devel opnment of either one.

10: 32: 38 PM

Ms. Weissler posed a question to the Departnent. She
observed specul ation that taxable gas woul d be taken in-kind
and questioned if the provision would affect the amount of
gas that would be taken in kind under the contract. M
D cki nson acknow edged that one of the provisions in the
contract would allow gas to be taken in kind. He and
concl uded that the Stranded Gas Act would be the controlling
measure if it is passed; it would that—-determ nes how gas is
dealt with in the North Slope; if there is a mjor gas
project. He felt the explatned—that—the exclusion ***would
be appropriate because it would apply to Nenana, Bristol
Bay, and Cook Inlet and would not beconme the controlling | aw
for the North Slope._The contract would be the controlling
net hod on the North Sl ope.

Representative Kelly questioned if the state would be taxing
at the proper rate, should a *“big” find be discovered in
Nenana, Bristol Bay or Cook Inlet. M. D ckinson suggested
that distance from the market and issues of devel opnment
woul d be nore critical than the size of the find. He pointed
out that the legislature is free to change a tax rate if
they deenmed it inappropriate. He added that the one-third
provi sion recognizes that the percentage of cost to the
total price of gas is different than the sane rel ationship
for oil and is not constant over tinme.
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Representative Kelly thought the tax was currently closer to
two-thirds and questioned the validity of the nunber. M.
Di ckinson stated that there are several relationships shown.
He stressed that the provision is dependant upon costs and
is an approximation based on what is generally seen in
Al aska.

M. Dickinson explained that, if broad areas of productivity
are found and there is additional gas, the |legislature could
consider a rate change, but acknow edged that it would be
probably be inappropriate to junp the rate on a single
field. Representative Kelly <concluded that they were
attenpting to conbine a benefit to the consuner, provide
exploration incentives, and hold the state in a good
position in case of a good find. He expressed his concern
with the task and indicated that he would |ike further tine
for consideration of these issues.

10: 38: 25 PM

Representative Kerttula referred to the comments of an
EconOne consultant regarding the potential Pt. Thonpson
devel opment at 22.5 percent. She concluded that the state of
Al aska woul d make | ess under the one-third systemthan under
the current ELF system

A roll call vote was taken on the notion to adopt Amendnent
22.

I N FAVOR: Kerttula, Mses, Stoltze, Joule
OPPOCSED: Kel ly, Foster, Hawker, Holm Meyer, Chenault

Representati ve Weyhrauch absent fromthe vote.
The MOTI ON FAI LED (4-6).
10: 39: 53 PM

Representative Kerttul a W THDREW Anmendnent 23

Representative Kerttula MOVED to ADOPT Anendnent 24. Co-
Chair Chenault OBJECTED.

10: 40: 18 PM

***Representative Kerttul a expl ai ned that Anmendnent 24 woul d
provide a revenue floor. She observed that sSeverance tax
has been seen as the is—the-sale of edur—state resources. She
felt there should be a therefore—a-—revenue floor above zero
to is—apprepriate—toe protect the state against |ower oil
prices. She noted that the state of Alaska would always
receive royalties and corporate incone and property taxes,
but went on to enphasize that corporate and property taxes
provide significantly smaller revenues than either royalties
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or the production tax. She maintained that the production
tax is intended to conpensate Alaska and its citizens for
the depletion of its natural resources and should not go
bel ow zer 0. Fheanendmrent—wouldaddress

M. Dickinson agreed that there are royalties, incone taxes,
and property taxes, and pointed out that these revenues
sources would remain even if PPT went to zero. He enphasized
that a mninmum tax works against an incentive on profits.
The intent is to use the tax to generate the kind of
i nvestnment that would generate royalties, incone taxes, and
property taxes. T——Even—F#—Phe—PPI—men%—%e—zeFe——%hepe—meu#é
be—***gt her takes—&—-he Admnistration did not support the
amendnent .

Ms. WIlson added that it is not uncommon to have a m ni num
tax in bad tines,_wth a— credit, which would be applied
when tinmes inprove. She felt the amendnent was out of
bal ance, since it would provide a floor, but would not
provi de conpensati on when the good tinmes return.

Representative Hawker summarized that the anmendnment would
require a differentiation between Cook Inlet oil and all
other areas across the state. He pointed out that the
entire bill is based on /—unified net base cal cul ati on and
t he amendnent Fe—would require allocations that would only
kick in at the | ow price scenario.

10: 43: 32 PM

Representative Kelly noted that he had requested materials
from EconOne regarding a floor and_expressed concern that
the curves “dive for the straight down, on the left side.”
He acknow edged that a floor needed to be addressed, but
stated that he would not support the current anmendnent.

Representative Kerttula pointed out that there was an effort
to be nore favorable toward Cook Inlet. Cook Inlet was |eft
with the structure contained in the legislation, but the
rest of the state was taken to six percent of gross.

10: 44: 50 PM

Aroll call vote was taken on the noti on.

IN FAVOR. Stoltze, Foster, Hawker, Holm Kelly, Chenault,
Meyer

OPPCSED: Kerttula, Joule

Representati ves Mses and Wyhrauch were absent from the
vot e.

The MOTI ON FAI LED (7-2).
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10: 45: 40 PM

Representative Kerttul a W THDREW Anendnent 25.
10:45: 46 PM

Representative Kerttula MOVED to ADOPT Anendnent 26. Co-
Chair Chenault OBJECTED

Represent ative Kerttul a expl ai ned—_that the anendment — woul d |
add a new section:
The Regulatory Comm ssion of Alaska, in consultation
with the Alaska GO and Gas Conservation Conm ssion
(ACGCC, may require working interest owners to provide
access to production and other facilities whenever
necessary to:

1 maxi m ze the econom c and physical recovery of
the state’s oil or gas resources;

2 maxi m ze conpetition anong parties seeking to
expl ore and devel op the resource;

3 mnimze the adverse effects of exploration,
devel opnent, production and transportation
activity; or

4 otherwise protect the best interests of the
state.

Ms. WIson questioned why the |anguage would be added to AS
43. 55, which addresses, specifically, production tax.

M. Mntz had not had an opportunity to study the anmendnent.
He thought it mght be nore appropriate outside the
production concept and thought that the anendnent m ght
introduce a title problem

10: 47: 38 PM

Aroll call vote was taken on the notion.

IN FAVOR: Stoltze, Joule, Kerttula
OPPOSED: Foster, Hawker, Holm Kelly, Meyer, Chenault

Representati ves Mses and Wyhrauch were absent from the
vot e.

The MOTI ON FAI LED ( 3-6).
10: 48: 22 PM

Representative Kerttula MOVED to ADOPT Anendnent 27. Co-
Chair Chenault OBJECTED
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Representative Kerttula explained that the anmendment would
provi de a statew de fundi ng mechani smfor high energy costs.
The fund would provide cost offsets during high energy
periods and provide a surcharge on oil that exceeds $35
dol | ars.

Co- Chair Chenault observed that not all state residents are
affected by Power Cost Equalization. He acknow edged t hat
provi ding PCE was an honorable goal and indicated that the
i ssue woul d be given further consideration.

10: 51: 04 PM

Representative Weyhrauch observed that the Jlack of
encour agenent toward alternative fuels is a problem

Representative Hawker stressed that the intent of the
legislation is to increase industry taxes. The |egislation
doesn’t address how the noney woul d be spent.

Representative Hol m agreed and observed that all consuners
are hurting. He spoke against the amendnent, but enphasized
that a consuner credit may need to be addressed at a later
dat e.

10: 53: 23 PM

Representative Kerttula maintained that the tine is com ng
when sonet hi ng nust be done to address the issue.

10: 54: 16 PM
Aroll call vote was taken on the notion.

I N FAVOR: Joul e, Kerttula

OPPOCSED: Stoltze, Wyhrauch, Foster, Hawker, Holm Kelly,
Chenaul t, Meyer

Representati ve Moses was absent fromthe vote.

The MOTI ON FAI LED (2-8).

10:54: 31 PM

Representative Kerttula MOVED to ADOPT Anmendnent 28. Co-
Chair Chenault OBJECTED. Representative Kerttula explained
that the anendnent woul d address how deductions or credits
are dealt with for internal transactions between taxpayers.
The burden of proof would be transferred fromthe Departnment
to the taxpayer. The taxpayer would have the burden to
identify internal transfer transactions and show that they
were at “arnms length” by clear and convincing evidence,
whi ch is a higher standard.

10: 56: 21 PM
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In response to a question by Representative Wyhrauch, M.
D ckinson explained that once the conmm ssioner nakes a
determ nation the burden of proof shifts to the taxpayer to
di sapprove the assertion of the conm ssioner. Representative
Weyhrauch spoke in support of the conception and questioned
the Departnent’s view.

M. Mntz agreed that an assessnment by the Departnent is
presunptively correct and therefore the taxpayer has sone
burden to overconme. However, the current standard is not
“clear and convincing”. He observed that nobst “non-arns”
length transactions are addressed by the Departnent’s
regul ati ons. He explained that when transportation is by a
tanker that is owned by the producer, the regulations
provide for a way to calculate transportation costs. He
acknow edged that there would additional upstream costs, but
added that there is not a |ot of precedence on the issue.

10: 58: 46 PM

Representati ve Weyhrauch MOVED to AMEND Amendnent 28: delete
“by clear and convincing evidence”. He noted that the
Department wants to assure that the |ease transfers are
viable. The anendnent to the anmendnent would achieve the
goal of providing a scrutiny of their affiliates using the
same standard of proof used for other investigatory actions.
Ms. WIson spoke in support of the amendnent to the
amendnent and pointed out that “clear and convincing
evidence” is not included in their general audit provisions.
She felt that this |level of proof m ght be onerous. She felt
that the language in the legislation was sufficient to
satisfy the Departnment of Revenue’'s needs to deal with any
potential transfer pricing issues.

Representative Kerttula spoke in support of the min
amendnent, which would, even wthout the <clear and
convincing standard, shift the burden to the taxpayer to
bring the information to the Departnent. The intent is to
make it clear who has to cone forward with the information

There being NO OBJECTI ON, the amendnent to Amendnent 28 was
adopt ed.

11: 03: 22 PM

Representative Hawker asserted that the anmendnent would
require preapproval for transactions. He pointed out that
nost producers are involved in joint actions. He observed
t hat al nost every transaction could be held for preapproval
and stressed that the anendnent woul d be probl ematic.

11: 04:41 PM
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In response to a question by Representative Wyhrauch,
Represent ati ve Hawker spoke in support of section (nm), which
would prevent cost shifting and require any related
transactions to be at no nore than fair nmarket val ue.
Auditors would be given the tools to enforce wthout pre-
approvi ng every transaction.

11: 05: 46 PM

Representative Kerttula argued that it wuld not be
preapproval, but would allow the burden to shift. Producers
woul d have to prove to the Departnment that transactions are
at “arns length”.

A roll call vote was taken on the notion to adopt Amendnent
28 as anended.

I N FAVOR: Weyhrauch, Joule, Kerttula, Stoltze,
OPPCSED: Foster, Hawker, Holm Kelly, Meyer, Chenault

Representati ve Moses was absent fromthe vote.
The MOTI ON FAI LED (4-6).
11:07: 01 PM

Representative Kerttula MOVED to ADOPT Anendnent 29 (copy on
file.) Co-Chair Chenault OBJECTED. Representative Kerttula
noted that the amendnent would be stringent in specifying
al l omwabl e deductions, and would preclude deductions for
over head expenses and abandonnment costs. She asserted that
the existing | anguage is very broad.

M. D ckinson argued that the commttee substitute 1is
stringent, and observed that deductions would be accepted
industry practice as of a certain date. Costs would have to
be actively nonitored by the parties that have to pay the
costs. He felt that defining when costs are appropriately
spent woul d be better than listing costs.

11: 09: 27 PM

Representative Weyhrauch referred to direct costs as defined
on page 22, and questioned if routine nmaintenance woul d be
included. M. Dickinson affirned. Representative Wyhrauch

asked if subsections (A) — (E) were all direct costs or
reasonabl e allowances. Ms. WIson responded that all the
itens contained in subsections (A) — (E) of the anmendnent
woul d be allowable under the bill. She expressed concern

that the amendnent would be too narrow and would not
recognize all the expenses that would be incurred. She
poi nted out t hat the anmendnent refers to routine
mai nt enance, but does not address repairs. Alimted |ist of
al | oned expenses does not recognize all the expenses which
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woul d be incurred to generate the profit, which she argued,

is the basis of the entire bill. Overhead and adm ni strati on
costs would be disallowed under the anendnent, while the
bill would provide for a reasonable allowance. She

acknow edged that “overhead” can be broad, but spoke agai nst
t he anmendnent, which she felt would be too restrictive and
woul d not cover all reasonabl e costs.

11:12:12 PM

Representative Weyhrauch referred to section (P). Ms. W/l son
spoke against the anendnent and explained that the
| egislation, as witten, would allow abandonnent costs for
facilities that produce new production. A facility would
receive an allocation of abandonment costs if it were in
production before and after the effective date. The portion
attributed to production prior to the effective date would
not be allowed. The anendnent would disallow abandonnent
costs without distinction. She argued that abandonnent is a
necessary cost to responsibly develop oil and gas and to
plan for its expense.

In response to a question by Representative Wyhrauch, Ms.
Wlson clarified that the commttee substitute would allow
abandonnment for new production, but not old production.

11:14: 51 PM

In response to a question by Representative Wyhrauch, M.
W son explained that there is no definition for “booked” in
current statute.

11:15:47 PM

Representati ve Hawker stressed the difficult of “carving out
extrenely limted categories” for deductions. He noted that
t he anendnent woul d all ow deductions of enployee wages and
benefits working on production operations, while their
| odgi ng, food, transportation, or personal safety gear would
not be covered. Representative Kerttula felt that there
should have been nore extensive conversations regarding
deductions and other itens in the |egislation. She observed
that the Departnment would be given broad authority to
negoti at e, often confidentially, agreenments regardi ng
deducti ons.

11:17: 30 PM

Representative Kelly observed that he had crafted an
anmendnent regardi ng overhead charges, but was persuaded by
the Departnent that it was not necessary.

M. Dickinson acknow edged that overhead would remain an
i ssue, but enphasized that the | egislation wuld resolve the
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issue to a great degree. The legislation would set up
specific conditions, in which they woul d accept the overhead
al l omances in agreenents. He pointed to Prudhoe Bay and gave
exanples of how direct costs wuld be resolved. The
| egislation recognizes that it takes overhead to run a
production operation, wthout arguing over all the marginal
ar eas.

A roll call vote was taken on the notion to adopt Amendnent
29.

I N FAVOR: Joul e, Kerttula

OPPCSED: Stoltze, Wyhrauch, Foster, Hawker, Holm Kelly,
Chenaul t, Meyer

Representati ve Moses was absent fromthe vote.

The MOTI ON FAI LED (2-8).

11: 20: 30 PM

Representative Kerttula MOED to ADOPT Anmendnent 30. Co-
Chair Chenault OBJECTED. Representative Kerttula explained
that the amendnent would delete a new provision in the
commttee substitute, which would allow out-sourcing of
activities. She felt the |anguage was too broad and shoul d
be restructured.

M. D ckinson spoke against the anendnent. He stressed the
difficulty of out-sourcing natural resource extraction and
pointed out that nmany of the nodules are constructing in
other areas of the state or out-of-state. The intent of the
provision is to identify costs spent on exploration and
production in the State. He argued that a standard that
increases the wellhead value deals wth costs nost
efficiently and is nost appropriate. He maintained that the
| anguage was necessary and useful for clarification. M.
M ntz explained that the |anguage was not added to change
anything, but to clarify the definition of “up stream” Up
streamto the point of production is an operational concept
not a geographical concept. Well drilling is an upstream
operation, but the petroleum engineer mght be located in
Anchor age.

11: 24: 16 PM

Representative Kerttula felt the provision could contain a
broad variety of activities and the section should be
tighter.

A roll call vote was taken on the notion.

IN FAVOR Joule, Kerttula

House Fi nance Conmmittee 27 05/05/06 8:04 P. M



OPPOCSED: Stoltze, Foster, Hawker, Holm Kelly, Chenault,
Meyer

Representati ve Weyhrauch and Mbses was absent fromthe vote.
The MOTI ON FAI LED (2-7).
11:25:42 PM

Representative Kerttul a WTHDREW Anendnents 31, 32, and 33.
11:26:41 PM

Representative Kerttula MOED to ADOPT Anmendnent 34. Co-
Chair Chenault OBJECTED. Representative Kerttula explained
t hat the anmendnent woul d prevent a tax payer fromclaimng a
deduction and credit for the same expenditure. The anendnent
provides that a tax payer may not claim a credit for any
| ease expenditure that has already been deduct ed.

M. D ckinson spoke against the anmendnent. He enphasized
that the intent was to encourage investnent. He maintained
that the allowance of a deduction and credit play different
roles depending on the size of the conpany and other
factors. He felt the provision was needed to strike a
bal ance in the |egislation.

Aroll call vote was taken on the notion.

I N FAVOR: Joul e, Kerttula

OPPCSED: Stoltze, Foster, Hawker, Holm Kelly, Chenault,
Meyer

Representati ve Weyhrauch and Mbses was absent fromthe vote.

The MOTI ON FAI LED (2-7).

11: 28: 20 PM

Representative Kerttula MOVED to ADOPT Anmendnent 35. Co-
Chair Chenault OBJECTED. Representative Kerttula explained
that the amendnment would strengthen the audit authority for
the Departnent of Revenue, by establishing strong penalties
for substantial understatenents and for gross m sstatenents
of value. She expressed concern that there are no penalties
as deterrents. She explained that the intent was not to
capture unintentional mstakes. M. D ckinson stressed that
civil penalties exist for wllful violations of the |aw,
whereas 25 percent of the substantial understatenment of the
tax would be charged. He felt that existing |aw would be
sufficient. In response to a question by Co-Chair Chenault,
M. Dickinson acknow edged that the anendnent would deal
Wi th onerous conditions, but reiterated that the Departnent
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already has the ability to add penalties for intentional
di sregard of the | aw

11:31: 12 PM

Representative  Weyhrauch guesti oned when substanti al
understatenment and m srepresentation of fraud begin. M.
M ntz explained the difference between the anmendnent and the
exi sting penalty: existing penalty provisions all have sone
kind of element of fault, while the anendnent would be
linked to the amount of underpaynent. Bel ow fraud, penalties
general ly depend on | ack of reasonabl e cause, negligence, or
intentional disregard of the Jlaw or regulations. He
suggested that the anendnent would be automatic and woul d
not depend on the intent of the taxpayer, but the anount of
under paynent .

Ms. WIlson referred to current civil penalty statutes: AS
43.405.220 (b). She observed that 5 percent of the tota

amount of the tax deficiency would be assessed. She pointed
out that a failure to pay penalty is also assessed when AS
43. 405. 220 (b) is assessed, in conjunction with regul ati ons.
She concluded that if there is a negligence finding there
woul d be a penalty of 30 percent. Under AS 43.405.220 (c),
penalties due to fraud would 50 percent of the tax due or
$500, or whichever is greater. The level of m sbehavior
determ nes the penalty.

11: 34: 15 PM

Representati ve Wyhrauch observed that the safe harbor
provision would also apply under section 7 of the
| egislation. Ms. WIson agreed that it could potentially

apply.

Representative Wyhrauch questioned what i nterest S

charged. Ms. WIlson noted that the interest is defined in

exi sting law. AS 43.05. 225.

Co- Chair Chenault spoke agai nst the anmendnent.

A roll call vote was taken on the notion.

I N FAVOR: Joul e, Kerttula, Wyhrauch

OPPOCSED: Stoltze, Foster, Hawker, Holm Kelly, Chenault,
Meyer

Representati ve Moses was absent fromthe vote.

The MOTI ON FAI LED (3-7).

11: 36: 35 PM
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Representative Kerttula MOED to ADOPT Anmendnent 36, Co-
Chair Chenault OBJECTED. Representative Kerttula explained
that the anmendnment would add a severability clause. She
observed that the severability clause woul d protect the rest
of the statute in the event that the deductions and credits
were challenged under the bill. She noted that M. Cook,
(Alaska Legislative Affairs, Legal Services Division

Director) indicated that a severability clause would protect
against any chance of a court interpretation that the
general statute regarding severability didn't apply.

M . Mntz noted that the legislature-drafting manua
generally recommends that a severability provision is not
needed because it is assuned. He observed that it is
uncertain how nuch benefit would be derived from the
anmendnent. The amendnent only represents |egislative intent
and woul d not direct the court.

Ms. Weissler acknow edged that the legislative drafting
manual speaks to general severability, but enphasized that
sonmet hing specific would cover the basis if there is any
doubt .

Aroll call vote was taken on the notion.

IN FAVOR: Kerttula, Stoltze, Weyhrauch, Holm Joule
OPPCSED: Kel ly, Foster, Hawker, Meyer, Chenault

11:40: 04 PM

Representative Kerttula HELD Arendnent 37 and 38.

Representative Kelly W THDREW Anendnent 39.
#
ADJ QURNVENT

The neeting was adjourned at 11:41 PM
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