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HOUSE BI LL NO. 223

"An Act levying a tax on certain known resources of natural gas,
conditionally repealing the levy of that tax, and authorizing a
credit for paynments of that tax against anobunts due under the
oi | and gas properties production (severance) t ax if
requirenents relating to the sale and delivery of the natural
gas are net; and providing for an effective date."

- HEARD AND HELD

HOUSE BI LL NO. 372

"An Act delaying to June 30, 2010, the last date by which
hydrocarbon exploration geophysical work nust be perfornmed or
drilling of a stratigraphic test well or exploratory well nust
be conpleted in order for a person to qualify for an exploration
incentive credit under the oil and gas exploration incentive
credit that is not authorized by the Al aska Land Act."

- SCHEDULED BUT NOT HEARD

HOUSE BI LL NO. 386

"An Act making uniform throughout the state the deadline for
certain exploration expenditures used as credits against the
production tax on oil and gas produced from a | ease or property
in the state by extending to July 1, 2010, the deadline for
those expenditures on |eases or properties |located north of 68
degrees, 15 mnutes, North latitude."
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- SCHEDULED BUT NOT HEARD
PREVI QUS COW TTEE ACTI ON
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SHORT TITLE: NATURAL GAS Pl PELI NE | NCENTI VE/ GAS TAX
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W TNESS REG STER

REPRESENTATI VE HARRY CRAWFORD

Al aska State Legislature

Juneau, Al aska

POSI TI ON STATEMENT: As co-sponsor, presented HB 223.

KEN ALPER, Staff
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to Representative Eric Croft

Al aska State Legislature

Juneau, Al aska

PCSI TI ON STATEMENT:  Spoke on behalf of the prinme sponsor of HB
223, Representative Croft.

JIM VWH TAKER, Mayor

Fai rbanks North Star Borough

Fai r banks, Al aska

PCSI TI ON STATEMENT: Characterized HB 223 as a business deci sion
t hat shoul d be passed.

KEN KONRAD, Senior Vice President - Gas

BP Al aska

Anchor age, Al aska

POSI TI ON STATEMENT: Characterized HB 223 as a bad policy.

JACK GRI FFI'N, Vice President

External Affairs

ConocoPhi l i ps Al aska, Inc.

Anchor age, Al aska

POSI TI ON STATEMENT: Testified in opposition to HB 223.

JUDY BRADY, Executive Director

Al aska G| and Gas Associ ati on (ACGA)

Anchor age, Al aska

PCSI TI ON STATEMENT: Testified in opposition to HB 223.

DEBRA VOGT

Hai nes, Al aska

POSI TI ON  STATEMENT: Characterized HB 223 as a direct and
effective way to encourage the | ease holders to get that gas to
mar ket .

MERRI CK PEI RCE
Fai r banks, Al aska
PCSI TI ON STATEMENT: Testified in support of HB 223.

DAVI D GOTTSTEI' N

Backbone 2
Anchor age, Al aska
POSI TI ON  STATEMENT: Characteri zed HB 223 is excel | ent

| egi sl ation.

ACTI ON NARRATI VE
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CHAIR VIC KOHRI NG cal l ed the House Special Conmmttee on Ol and
Gas neeting to order at 6:26:49 PM Represent ati ves Kohri ng,
Dahl strom Gardner, and Quttenberg were present at the call to
order. Representative Sanuels arrived as the neeting was in
pr ogr ess.

HB 223- NATURAL GAS PI PELI NE | NCENTI VE/ GAS TAX

6: 26: 59 PM

CHAI R KOHRI NG announced that the first order of business would
be HOUSE BILL NO 223, "An Act levying a tax on certain known
resources of natural gas, conditionally repealing the levy of
that tax, and authorizing a credit for paynents of that tax
agai nst anounts due under the oil and gas properties production
(severance) tax if requirements relating to the sale and
delivery of the natural gas are nmet; and providing for an
effective date.”

CHAI R KOHRI NG announced that it is not his intent to npove HB
223.

6: 28: 20 PM

REPRESENTATI VE HARRY CRAWORD, Al aska State Legislature, co-
sponsor of HB 223, began by relating that HB 223 was born out of
frustration and the prospects of huge deficits [for the state].
He highlighted that North Anmerica's largest gas field, Prudhoe
Bay, sits untapped over the past 30 years. Al t hough Prudhoe
Bay's gas may not have nmade sense to go to market earlier, he
didn't believe that to be the case over the last six to seven
years. Al aska's gas is in conpetition with gas fields around
the world. He suggested that the commttee inmagine countries
such as Indonesia or Venezuela taking a back seat to another
country because it doesn't fit in with the oil conpanies' plans
and because other countries are telling the oil conpanies that
they either use the resource or lose it.

6: 30: 38 PM

REPRESENTATI VE CRAWFORD acknow edged that for the |ast 30 years,
different admnistrations and |egislatures have tried really
hard to find the right mx of incentives to get this gas to
mar ket . However, incentives alone haven't worked. Ther ef ore,
HB 223 attenpts to provide a positive incentive and provide a
penalty if the [oil conpanies] don't nove forward with getting
this resource to nmarket. For every year the conpanies delay
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putting Alaska's gas to market, there would be a financial
penalty inposed on the conpanies. Representative Crawford
related his belief that this legislation is the right thing to
do in order to get this gas out of the ground and into America's
mar ket pl ace.

6:32:46 PM

CHAI R KOHRI NG i nquired as to whether the approach enbodied in HB
223 has been used anywhere else in the world.

REPRESENTATI VE CRAWORD answered that variations on this
approach have been utilized. In fact, Alaska actually had a
reserves tax on oil from 1974-1977. \Wen the oil flowed through
the pipeline, the reserves tax was elimn nated.

6: 34: 01 PM

KEN ALPER, Staff to Representative Eric Croft, Al aska State
Legi sl ature, speaking on behalf of the prine sponsor of HB 223,
related that other jurisdictions in the US. tax reserves within
the property tax structure. However, within Alaska's oil and
gas property tax, the reserves are exenpt.

CHAIR KOHRI NG expressed concern wth wusing the force of
government to force the hand of the private sector and industry
to acconplish this objective.

6:35:17 PM

REPRESENTATI VE CRAWFORD opi ned that w thout the governnent doing
its part, Alaskans are placed at a disadvantage. It's incunbent
upon the legislature to do everything it can to stand up for the
peopl e of Al aska and obtain the nost of its resources, he said.

REPRESENTATI VE GUTTENBERG t hanked the sponsors for introducing
this legislation. He recalled the late 1970s, when the pipeline
was conpl eted and people thought another oil or a gas |ine was
com ng. However, 30 years later, the state is still waiting.
This legislation offers a healthy approach to explore options to
get Al aska's gas to market.

6: 38: 16 PM

JIM VWH TAKER, Mayor, Fairbanks North Star Borough, said he
didn't believe HB 223 should be viewed as even a little
controversi al . Furthernore, this legislation doesn't address a
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phi | osophi cal debate or issue. This legislation is, however, a
guestion about a business decision. He informed the committee
that legislation simlar to HB 223 was considered in the md
1980s and again in 2000. Therefore, it's not a newidea in this

state or other places in the world either. Drawi ng upon his
experience living in oil provinces in the Mddle East, Muyor
Wi taker said that the notion is very sinple: "Produce it or
we'll take it back.” He indicated that was also the nessage he

heard when he was the chair of the House Special Commttee on
Ol and Gas when he called the various oil provinces regarding
Al aska's situation

MAYOR WHI TAKER reiterated that the idea enbodied in HB 223 isn't
a new idea and is a practice that's fairly comon around the
wor | d. In fact, this idea incentivizes the production of
natural gas, which is a normal and ordinary business practice
He characterized the legislation as an investnent incentive. He
nmentioned that an internal rate of return analysis is generally
the industry standard utilized when determning whether to

sanction a project or not. G ven that an Alaska gas project is
not sanctioned, additional costs will be incurred and a | ower
overall rate of return will result. However, if an Al aska gas
project is sanctioned, a rate of return will be maintained or

significantly increased. This is sinply a business decision on
the part of the producer's board of directors that relates to
the set of circunstances as should be the sanme case for the
| egi sl ature. Governnment, particularly the legislature, 1is
inplored to run [the construction of a gas line] as a business.
If that were the case, this [legislation proposes] precisely
what the [governnent] woul d do.

6:42: 43 PM

MAYOR WHI TAKER opi ned that HB 223 acconplishes the sanme goals as
the legislature is considering as a replacenent for the economc
limt factor (ELF). The proposal in HB 223 incentivizes to
produce and increases the state's revenues either way.
Therefore, if the legislature is going to consider and pass a
repl acenent for ELF utilizing that logic, the same |ogic should
be applied to HB 223 and thus it should be passed. He concl uded
by saying, "It is an incentive to produce and one way or
another, it does increase the state's revenue. And so, | sinply
ask that the legislature consider itself to be the state's board
of directors and make a good busi ness decision.”

6:44: 26 PM
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KEN KONRAD, Senior Vice President - Gas, BP Al aska, paraphrased
from the following witten testinmony [original punctuation
provi ded] :

W believe this is bad policy - bad for industry and

bad for Al aska. Furt her nor e, it de-stabilizes
Al aska's fiscal regime at the very nonent Alaska is
trying to attract massive oil and gas investnents.

Staggering levels of investnent are needed from the
maj or and also to sone extent independent oil and gas
conpanies to help secure a 50 year oil and gas future
on the North Sl ope.

That future is anchored by the gas pipeline but it
al so requires significant additional ANS [Al aska North
Sl ope] investnment to stem the disturbing ongoing rate
of oil decline to keep oil production at economc
|l evel s. That future requires a stable and conpetitive
fiscal regine.

Al our time and energy over the past six nonths has
been dedicated towards finalizing a Fiscal Contract
wi th Al aska. W strongly believe that is the best
means to advance a project.

Simply stated, a gas reserves tax really nakes no
sense - you don't tax projects into existence.

It seems the gas reserves tax and many of the other
"gas now' ideas that have cycled through Al aska for
many, many years are born out of frustration.
Frustration driven by the incorrect perception by sone
t hat conpani es have been "war ehousi ng” the gas.

As we sit here today poised to secure a gas pipeline
deal supported by all three nmjor producers, it is
worth revisiting what has really occurred with ANS
gas, how it has been conserved and put to good use and
how Al aska has benefited by allow ng narket forces to
gui de ANS gas devel opnent.

6: 46: 50 PM
MR KONRAD conti nued:

From the outset, 1'Il remnd you that BP s business is
producing and selling oil and gas. W don't nake
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nmoney by not producing and not selling oil and gas.
The so called "warehousi ng" of gas makes no sense for

BP or its sharehol ders. In BP, if projects are
cormercially viable and if the risk/reward bal ance is
right, those projects get funded. If they are not,
t hey don't.

The initial plan for Prudhoe Bay gas was to build an
overland pipeline to U S. markets in the early 1980's.
BP with other industry participants invested hundreds
of mllions of dollars towards a project that didn't
wor k. That project would have transported ANS gas at
a cost of $4-$5/ncf [thousand cubic feet] to be sold
into a market averaging $2/ncf that woul d have yi el ded
a negative netback for both the resource owners and
the State. It made no economic sense and was not
advanced.

Through the 1990's, various LNG [liquefied natural
gas] ideas were studied by all three major producers
as well as others. MIllions were spent. These LNG
projects would have yielded a netback price for
resource owners and the State near zero or at best,
slightly positive. None of these LNG ideas nmade
econoni ¢ sense and they did not advance.

But let's not just tal k about what hasn't happened and
what won't happen. Let's talk about what has happened
and what will happen with ANS gas.

A series of very large gas related investnents have

occurred at Prudhoe Bay over nmany years. Those
i nvest ment s, costing billions of dol l ars and
generating thousands of | obs, increased the oil
recovery from Prudhoe by nore than 3 billion barrels
(energy equivalence of nore than 18 TCF [trillion
cubic feet] of gas) generating many billions of

dollars to State revenue.

6: 49: 03 PM

MR. KONRAD cont i nued:
O her North Slope fields have made many simlar,
albeit smaller gas related investnents with simlar

benefits - nore jobs, higher oil recovery and nore
State revenue.
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MR, KONRAD then turned the conmittee's attention to the |ast
page of his witten testinony, which is a chart entitled "Al aska

Gas Tineline." As nentioned earlier, in the early 1980s the
decision was mnmade not to advance a project that had a
"hopel essly negative netback." However, a series of projects
was started. In 1984 the seawater injection plant was

constructed for water flooding as well as to maintain reservoir
pressure high enough at Prudhoe Bay to support an adm ssible gas
enhanced oil recovery (EOR) project. In 1986 a central gas
facility, a facility that strips gas of sone of its heavier
conmponents in order to manufacture EOR solvents that can strip
nore oil out of the rock. In 1990 the Gas Handli ng Expansion |
(GHX-1) project was conpleted and increased field gas handling
capacity to cycle nore gas and recover nore oil. In 1995 GHX-2
was conpl eted and increased gas handling capacity to 7.5 billion
cubic feet (bcf) a day. In 1999 the Mscible Injection
Expansion (M X) project was conpl eted. During that time, gas
prices increased and the Prudhoe Bay owners realigned their
econom c interest. In 2001 the Joint Study Team forned by the
three producers to study the overland gas pipeline.

6:51:11 PM

MR. KONRAD hi ghlighted that in 2003 the Stranded Gas Devel opnent
Act was reauthorized and 2004 passed key enabling |egislation

A couple of nmonths later, the nmjor conpanies placed before the
state a conprehensive proposal that would ve allowed the gas
project to advance. The details surrounding that proposal have
been under negotiation ever since, he said. M. Konrad then
continued to paraphrase fromthe followng witten testinony:

The conbination of t echnol ogi cal i nnovation and
allowng natural market forces to work has enabled
wealth <creation and benefits for both Al aska and
industry. At the sane time, populist gas schenes that
woul d have effectively given Al aska's gas away w thout
val ue were avoi ded.

Today, a nodern, high pressure, | arge dianeter
pi peline as proposed by BP and the other mjor ANS
resource owners, in partnership wth the State, can

bri ng anot her round of benefits from Al aska' s gas.
It would yield a reasonabl e netback price for the gas,

create thousands wupon thousands of |obs, generate
billions of dollars in State revenues and create a new
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i ndustry in Al aska. An industry exploring for, and
devel opi ng, both oil and gas. An industry that wth
significant additional investnent, can create another
50 years of oil and gas activity on the North Sl ope.

The stars are aligned. The State and all 3 nmgjor
producers are aligned behind a single ANS gas export
project - both as resource owners and as equity

part ners. The opportunity to advance an economcally
efficient gas pipeline is at our doorstep.

This Legislature wll soon have an opportunity to
review, and | hope support, a Fiscal Contract that
w || advance a gas pi peline.

Thank you for the opportunity to testify. |"d be
happy to answer any questi ons.

6: 53: 28 PM

REPRESENTATI VE GARDNER i nquired as to the position BP would hold
in regard to developnment of the gas fields if any of the

foll owi ng occurred: HB 488 or simlar legislation that's
acceptable to the nmmjor producers isn't passed; the |egislature
doesn't amend the Stranded Gas Developnent Act; or the

| egi sl ature doesn't approve the governor's contract.

MR. KONRAD opined that those outcomes would nmake it very
difficult. He related that he is very confident that once the
contract is out for a full and open debate, people will see the
benefits and be supportive.

REPRESENTATI VE GUTTENBERG rel ated that nmany |egislators believe
that the negotiations will result in a contract to build [a gas
pi peline]. However, the testinony indicates that it's going to
be a fiscal reginme rather than a contract to build. He inquired
as to the difference between a fiscal contract with the state
and building a gas line.

6: 55: 35 PM
MR. KONRAD answered that the aforenentioned will be easier to
explain once the fiscal contract is avail able. He pointed out

that BP alone doesn't control the construction decision as it
requires a rigorous regul atory process.

6: 56: 33 PM
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JACK CGRIFFIN, Vice President, External Affairs, ConocoPhillips
Al aska, Inc. ("ConocoPhillips"), remnded the commttee that
ConocoPhillips has presented testinony |ast year and earlier
this year in opposition to HB 223, which he said remains. M .
Giffin then said:

And to clarify, if | can, sone confusion regarding the
affect this bill wuld have on ConocoPhillips, a
conpany that not only possesses all of the incentives
necessary to nove forward on a North Sl ope gas project
but, in fact, has taken every reasonable step wthin
its power to do so. M. Chairman, as you and the
ot her menber s of this committee wel | know,
ConocoPhillips has reached an agreenent wth the
adm nistration on the base, fiscal, and other terns
that we need to nove forward on a North Slope gas
proj ect . W reached an agreenent in principle with
the state on OCctober 21st of last year and worked
diligently over the followng weeks to resolve

out st andi ng t echni cal and drafting i ssues.
ConocoPhillips now has a deal with the state that it
is willing to use as a basis for noving to the next
phase of project devel opnent. Qur agreenent with the
state is the culmnation of a nulti-year effort.
Followng a $125 mllion cost study conducted jointly

with the other major North Sl ope producers to nove the
North Slope gas project to the next phase of
devel opnment. ConocoPhillips took a |eadership role in
seeking from you a reauthorization of the Stranded Gas
Devel opnent Act, which has led directly to our

contract wth the state. ConocoPhillips took a
| eadership role in obtaining several critical pieces
of federal legislation that wll help bring greater

predictability and ef ficiency to t he f eder al
permtting process as well as, we hope, |ower the cost

of the debt for the project. W also took a
| eadership role in advancing an application to the
state under the Stranded Gas Devel opnent Act. And,

obviously, we are taking a leading role in crafting
and finalizing an appropriate fiscal contract for the
project. W believe the tinme has cone to nove to the
next phase of North Slope gas devel opnent. W are
ready and willing to take that step.

HB 223, however, undermnes our gas devel opnent
efforts by penalizing ConocoPhillips and the other
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maj or North Slope producers for taking the very steps
that the admnistration and this |legislature have
urged us to take to advance the North Slope gas

proj ect . Specifically, and in contrast to testinony
that has previously been provided on this bill, there
is nothing that ConocoPhillips itself can do under
this bill, as it is «currently witten, to avoid
imposition of this new tax short of surrendering the
billions of dollars we have already invested in our
| ease hold interests at Prudhoe Bay. At a previous
hearing on this bill and in testinony today, it was
suggested that ConocoPhillips could avoid this new tax
by selling its gas or by commtting its gas to a
proj ect under an open season. In fact, that is not
the case. This tax is automatic and unavoi dabl e. | f

we started welding steel and laying pipe tonorrow, we
could not avoid this new tax. Now supporters of this

new tax have claimed that our tax paynent wll be
refunded if the North Slope producers nove forward
with the gas project. W don't believe that this
claim is accurate. The anount of ConocoPhilli ps’
obligation under this bill is likely to exceed, by a
substantial anmount, $200 mllion per year over the
next 10 years. Under the proposed I|egislation, these
tax dollars would not be refunded until perhaps 10-25

years in the future, wthout any allowance for the
time value of noney. That coupled with [imtations on
t he anmobunt that can be refunded each nonth as well as
a final cutoff date for refunds guarantee that only a
fraction of the tax that is paid would actually be
ref unded.

7:01: 04 PM
MR. GRI FFI N conti nued:

| ndeed, ConocoPhillips' obligation to pay the tax
continues even if a gas project is delayed for reasons
beyond its control, such as state or federal inaction.
More specifically, the project cannot nove forward
wi thout appropriate state and federal permts, but
there is no guaranteed date by which this permts wll

be issued. In fact, if this bill becones law, the
state will actually have an incentive to delay the
project, sinply to force North Slope producers Iike
ConocoPhillips to continue to pay this punitive tax.

It is difficult to imagine a nore destructive tax
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policy for the state to date, particularly now when we
are on the verge of noving the project to its next

stage of devel opnent. Consequently, we urge you to
reject this bill. In closing, | would like to voice
our belief that the bill raises additional significant
|l egal and policy issues, including issues under both
the state and federal constitutions. Qovi ously, we
have not tried to address all of those issues in ny
coments today. Again, M. Chairman and nenbers of

the commttee, thank you for considering our views.

REPRESENTATI VE GARDNER commented that the legislature is at a
di sadvant age because nenbers haven't seen the contract that has
been negotiated with the governor. She then inquired as to
ConocoPhillips' tineline, such as when construction would occur
and gas would flow, should everything proposed by the governor
proceed |like clock work.

MR CRIFFIN informed the committee that of the $125 million that
ConocoPhil lips, BP, and ExxonMbil Corporation ("ExxonMbil™")
spent to study this project, a success-case tineline was
devel oped. The aforenentioned specifies that it wll take about
9-10 years fromthe time the producers re-form the project team
until first gas starts flowing to market. He specified that
there is an wupfront period to allow preparation for the
permtting process as well as an extensive permtting process.

7:04: 39 PM

REPRESENTATI VE GUTTENBERG recalled M. Giffin's testinony that
HB 223 provides the state an incentive to del ay. Al t hough t hat
is [a possibility], he pointed out that there are many scenari os
that can be played out. However, in the end the sponsors of the
| egislation and others sinply want the gas to reach the market.

MR. GRIFFIN said that he believes the legislature and the public

want to nove the gas project forward. However, the reality of
HB 223 is that the state will collect revenues as long as the
project doesn't nove forward. Therefore, it becones a financia
incentive for the state to delay issuing permts. Whet her the
desire to nove forward on the project wll overcone the
financial incentive to delay is hard to predict, as are other
component s. M. Giffin opined, "It's not hard to inmmgine a

scenari o where the state would actually be collecting nore under
this tax than it would as a participant in the gas project.”

7:07: 03 PM
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JUDY BRADY, Executive Director, Alaska GOl and Gas Associ ation
(AOGA), began by relating that all of the nenbers of AOGA are

very

interested in having the gas pipeline be a success.

She

t hen paraphrased from the followng witten testinony [origina
punct uati on provided]:

ACGA is strongly opposed to the concept of oil or gas
reserve taxes and therefore opposes House Bill 223,
which would inpose a gas reserve tax on North Slope
fields.

HB 223 would create, in terns of nonetary inpact, one
of the nobst massive new taxes in the United States,
and reflects a basic msunderstanding of how nega
projects are developed, financed and approved. The
$20 plus billion gas pipeline project is unique in its
size, conplexity and risk.

HB 223, which is touted as a way of spurring the
devel opnment of a natural gas pipeline, only adds to
the economic risk of this project and the potential of
putting the project at risk. The fact is no project
can be taxed into existence. A project can be taxed
out of existence.

W have been asked if AOGA has reconsidered our
opposition to the concept of reserve tax |egislation,
in light of the fact that an initiative to enact a gas
reserves tax has been certified for the 2006 Genera
El ection ball ot.

The answer to that question is NO  AOGA continues to
strongly oppose the concept of gas reserve tax
| egislation for the reasons outlined in our submtted
testi nony. Any legislation that would renove the
initiative from the ballot would suffer from the sane
flaws that |lead us to oppose HB 223.

The many difficult and conplicated actions that nmust

take place to build this mega-project sinply will not
be influenced or hurried because of a threat of
retaliation in the form of a huge punitive tax. I n

fact, as we have said, a punitive tax is both counter-
productive and unnecessary.
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Positive progress continues to be nmde according to
all public reports. Gover nor Murkowski has announced
that a contract establishing fiscal terns for a gas
pipeline will be available for public review and
| egislative action in the near future. He has
announced his plans for a special session to take
action on the gas contract.

We believe that as Al askans see positive progress in
the many conplicated and difficult policy issues to be
addressed, they will also agree that a gas reserve tax
i s unnecessary and counter-producti ve.

The common goal is to build a gas pipeline. ACGA w ||
continue to support each positive step that ensures
that goal is acconplished. A gas reserves tax is not
a positive step.

Thank you, M. Chairman, for allowing us to nmake this
testimony on behal f of AOGA and its nmenbers.

7:11: 39 PM

DEBRA VOGT infornmed the committee she retired in 1999 after a
20-year career with the state. She related that for nost of her
career she was involved with oil and gas taxes. Ms. Vogt
provi ded the follow ng testinony:

This bill would institute a reserves tax on certain
natural gas in place. The tax would be repeal ed when
a gas line is built and the gas is traveling down it.
At that tinme, the taxpayer can take the taxes paid
under the bill as a credit against the taxpayer's
severance tax liability. The credit provisions expire
in 2030. If the taxpayer doesn't want to pay the tax,

it can abandon its leases and the gas will revert to
the state. These provisions will clearly provide an
incentive to get these natural resources to market.
The state had a reserves tax on oil in the years just
before the pipeline ... and other states and
muni ci palities tax hydrocarbon reserves just as they
tax other property. In my view, this is a nmuch nore

direct and effective way to encourage the |ease
holders to get that gas to market than is the
undi scl osed plan that the governor says he has up his
sleeve. This legislature is being asked to buy a pig
in a poke as far as the governor's plan is concerned -
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- you don't get to see the other side of the deal
until you've put all your cards on the table. At the
m nimum you should have all the details of the
runmored plan on the table before you accept or reject
an alternative like this. If you want to see the
benefit of our natural gas resources, this approach
has nerit. | urge your serious consideration. Thanks
for letting ne testify.

M5. VOGI, in response to Representative Cuttenberg, said that

she didn't find the opposition to HB 223 unusual. Ms. Vogt
opi ned that she doesn't know what HB 223 puts at risk because
there is no know edge of an alternative plan. Therefore, she

reiterated the need for all plans to be available for review
7:14:58 PM

MERRI CK PEIRCE opined that HB 223 is outstanding |egislation
that's | ong overdue. One of the reasons this approach is a good
way to get Alaska's gas into the market is because the retired
presi dent of ARCO Al aska testified before the |egislature years
ago saying that l|egislation such as HB 223 woul d be necessary to
get an Al aska gas pipeline built. M. Peirce acknow edged t hat
the oil conpani es have said that HB 488, as proposed by Governor
Mur kowski, has to be passed or they will walk away from a gas
pi peline deal. To that, M. Peirce said there nmay be a better
way to obtain a gas pipeline, which he said would be through the
Port Authority's proposal. M. Peirce pointed out that there is
no doubt that the initiative that was just certified will be
passed, and therefore the only question is why the legislature
doesn't tweak this legislation, if necessary, and pass it.

MR. PEI RCE posed a scenario in which HB 223 is passed and no gas
pipeline is built. The aforenentioned would result in the
Fai rbanks comunity receiving just shy of $1 billion annually in
revenue, additional revenue beyond what the state currently
receives. That noney would nake it very likely there would be a
dramatic increase in state and municipal revenue assistance for
the Fairbanks North Star Borough, which has anong the highest
property taxes in the state. On the other hand, if HB 223
i nduces the construction of the gas pipeline, there are many

benefits that he said he wouldn't go into. However, for
Fai rbanks in particular it's essential because the comunity is
bearing a massive burden to keep honmes and businesses warm In
Fai rbanks there isn't nuch of an alternative to oil heating
fuel, he opined. M. Peirce opined, "It's a real shane that

legislation |ike HB 223 wasn't passed over 10 years ago as we
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woul d already be enjoying the benefits that | just described.
All we can do now is to try and nake up for lost time and get

this passed as quickly as possible.™ M. Peirce concluded by
noting that he often philosophically agrees wth Chairnman
Kohring as he, too, isn't a fan of intrusive governnent.

However, on this particular issue of determning how to best
develop the natural resources of the state, the constitution
requires that the return on the state's natural resources be
maxi m zed. This legislation, he opined, is an appropriate way
to do so.

7:20:16 PM

DAVI D GOTTSTEI N, Backbone 2, began by characterizing the
relati onship between the state and the oil industry such that
the oil industry on the North Slope represents tenants with the
right of first refusal. The oil industry's obligation is to
produce the resource to the maximum benefit to the state,
although it may not be to the industry's benefit. One of the
i ssues continuously being raised is that perhaps these projects
doesn't rise to the top of the capital deploynent requirenents
of the oil conpanies. However, that's not the requirenent, he
opi ned. He enphasized, "W won't actually know if the gas is
stranded unless we nmake the gas available in an open, free
conpetitive bid process.” Therefore, if no one shows up, then
it's stranded. I f sonmeone does show up and is willing to take
the gas in an economc formand build a pipeline, then it isn't
stranded and proves it's economc. M. Cottstein opined that HB
223 is excellent legislation. He expressed concern that the oi

industry is expert at playing hard ball, but the state is not.
Therefore, the state needs to use every tool available to
conpet e. In conclusion, M. Cottstein strongly urged the

conmttee to review HB 223 seriously because it inproves the
state's econom c clout.

7:24:14 PM

REPRESENTATI VE GUTTENBERG noved that the conmittee adopt CSHB
223, \Version 24-LS0037\T, Chenoweth, 2/23/06, as the working
docunent .

CHAI R KOHRI NG obj ected for purposes of discussion.

REPRESENTATI VE DAHLSTROM inquired as to the changes enbodied in
Version T.

7:24: 52 PM
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REPRESENTATI VE CRAWFORD clarified that Version T makes changes
such that the legislation mrrors the initiative. He specified
that the |anguage on page 1, line 10, was added. On page 1,
line 12, the | anguage "Tax on certain | eases having taxable gas"
was inserted. He then pointed out that the |anguage on page 2,
lines 1 and 17 was added. On page 3, lines 17-18, the |anguage:
"A lessee holding an interest in property taxable under this

chapter™". On page 3, lines 22-23, the |anguage: "an operator
of a lease holding an interest in property” was added. On page
5, line 15, the |[|anguage: "A lessee holding an interest in

property subject to the tax" was added as was the |anguage:
"property subject to the tax inposed under AS 43.58" on |ine 22.
On page 5, line 29, the term "service" was added. Continuing on
page 5, the |anguage: "from a presubscription agreenent made
public within 10 days of execution” on line 31 was added. On
page 6, lines 11 and 15, the term "service" was inserted. He
then pointed out that on page 7, lines 4-7, a new definition of
"binding transportation service agreenent” was inserted.
Continuing on page 7, line 16, Section 5 was inserted such that
the uncodified |aw of the state of Al aska is anended by adding a
new section. On page 8, lines 4-17, is a new section specifying
how the escrow is dealt with to hold the noney until such tinme
until the gas pipeline is built and the gas is flow ng.

7:29:34 PM

MR. ALPER rem nded the commttee that the aforenentioned are
techni cal changes to bring the |anguage of the legislation in
line with the initiative to be on the Novenber ballot. He did
hi ghlight the substantial item which is [the provision] that
exenpts the state's royalty share of the gas. He then explained
that currently before the commttee is a fiscal note that places
the estimated revenue at $1.01 billion, which under the revised
| anguage woul d be about $880 million.

CHAI R KOHRI NG mai ntai ned his objection. He explained that he
isn't sure of the ramfications of Version T. Furt her nor e,
since HB 223 is of such significance, he said he believes the
| egi sl ation should receive further consideration.

REPRESENTATI VE DAHLSTROM commented that she isn't famliar with
the escrow paynent and the binding transportation service
agreenent provisions and what those acconplish. Therefore, she
expressed her desire to hold off on taking a vote on the
| egi sl ation.

HOUSE C&G COW TTEE - 18- March 7, 2006



7:31:40 PM

REPRESENTATI VE GUTTENBERG related his wunderstanding that the
purpose of Version T is to bring the legislation back to the
sanme place as the ballot initiative.

7:32:59 PM

REPRESENTATI VE GUTTENBERG wi t hdrew his notion to adopt Version T
as the work draft.

7:33: 01 PM

REPRESENTATI VE DAHLSTROM requested a copy of the Dballot
initiative.

REPRESENTATI VE GUTTENBERG related his belief that when the
i ndustry | ooked at the long-term aspect of what will have to be
done to maintain control, they knew that an initiative such as
this would eventually cone forward. Therefore, he opined that
it's time for the state and the legislature to play the sane
gane as the industry. He concluded by highlighting that the
Al aska State Constitution specifies that the [oil industry] is
supposed to manage the resources for the maxi mum benefit for the
people of Alaska, which 1is questionable at this point.
Therefore, HB 223 is a step toward getting sonet hi ng done.

7: 35: 24 PM

CHAI R KOHRI NG noted that the public hearing would be held open
and then announced that HB 223 woul d be held over.

7: 35: 52 PM
ADJ QURNVENT

CHAI R KOHRI NG announced at 7:36 p.m that the committee would
recess to the call of the chair.
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