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to order were Representatives Gatto, Lynn, Gardner, G uenberg,
and Seat on.

A\Wor kgroup:  Petrol eum Producti on Tax |ssues

CHAIR SEATON announced the only order of business was the
wor kgroup on petroleum production tax issues. He said the
wor kgr oup di scussi on woul d center around five issues.

7:07:25 PM

7:08:40 PM

REPRESENTATI VE GARDNER sone good anendnents but wouldn't fall
under either version.

CHAIR SEATON all anmendnents offered in packet in order as
of f er ed.

7:10: 37 PM
REPRESENTATI VE LYNN don't want to debate old amendnents.

CHAI R SEATON put in for reference, not to debate.

7:12:12 PM

REPRESENTATI VE M KE KELLY Monday next namy get new production
profits tax (PPT) bill from governor, what contain?

7:12: 49 PM

CHAIR SEATON don't know. May also be considering letting
conmi ssioner do it on his own.

7:13: 08 PM

REPRESENTATI VE CGRUENBERG desire to see all ideas considered
because it's a work session.

7:15: 00 PM

CHAIR SEATON directed attention to |ssue 1: VWhat are the

positive and negative features of defining the progressivity
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surcharge in relation to the gross production? VWhat are the
positive and negative features of defining the progressivity
surcharge in relation to the gross production?

7:16: 42 PM

REPRESENTATI VE GATTO gross will always... net doesn't nmatter was
pro is, always get zero. Low conditions and high conditions.
D scussi on about which would be nore beneficial to the state
guessi ng Senat e version.

7:17:30 PM

REPRESENTATI VE = ROKEBERG depends  what you consi der nor e
benefi ci al . Leveling devices |like CPlI clauses. Future cost of
[iving inpacts.

CHAI R SEATON said one argunment for net instead of gross is
i ndustry concerned about ... over tinme and the starting
poi nt/take-off point. Set of charts in packet.

7:19: 23 PM

Doing it on the net gives inflationary index built in ..

7:22:06 PM

REPRESENTATI VE KELLY aggressi veness and net versus gross; those
are the two problens. Assured by adm n that audit capability,
plus fact that conpanies are auditing one another, gave confort
that they could handle this. In favor of the House version that
was nore aggressive and in favor of the net.

7:22:46 PM

CHAI R SEATON seens |like with net all expenses will get eaten up.
7:24:13 PM

REPRESENTATI VE BERKOW TZ has to be easy to understand and sinple
to inplenent.

7:25:46 PM

REPRESENTATI VE ROKEBERG public doesn't fully understand i npact
of ...Understand that because based on net gives nore credence
to ...
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CHAI R SEATON | ess i nvest nent,
CHAI R SEATON nore incentive for reinvestnent in Al aska.
7:26: 03 PM

CHAI R SEATON when above $35 take-off point in net, then tax on
profit on increased rate and on whol e anount.

7:28: 33 PM

REPRESENTATI VE BERKOW TZ when you tell ne the pro kicks in when
., | don't know what that neans.

CHAI R SEATON point of production, and each field or well my
have diff $35; it's an audit function on individual conpanies.
Not trying to go in the hole.

7:28.:58 PM

REPRESENTATI VE ROKEBERG think that's right, we should get
f eedback on this question.

7:31: 08 PM

REPRESENTATI VE KELLY once get to pro, blown through all cost
recovery and trying to find way to capture value of comodity

that has conme up. Gross way provides pure way to do it,
neasures the delta and where you are on the price. There has
been good argunent to stick with the net nethod. Could do it

ei t her way.
REPRESENTATI VE ROKEBERG
7:31:41 PM

CHAI R SEATON PPT done on conpany-wi de profit, but here we are
tal ki ng about point of production and on diff fields and wells.

REPRESENTATI VE ROKEBERG we do that now

REPRESENTATI VE BERKOW TZ t hreshol d decision... outside scope of
conversation

7:33: 03 PM
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CHAI R SEATON i f tal ki ng about point of production
7:34:13 PM

REPRESENTATI VE GARDNER expert said have diff tax rates on diff
fields, appropriate to consider that here.

CHAI R SEATON
7:35:18 PM
REPRESENTATI VE KELLY question of how aggressive we want the pro.

Bel i eve the House version that was sent over to the other body
was aggressive, but relatively conservative conpared to what

advisors were telling us. More interested in what curve
del i vers.

7:36:48 PM

CHAI R SEATON House Resources and House final was alnpbst the
sane. .24 effective rate, rate on net not deductible was . 25.
7:38:22 PM

REPRESENTATI VE BERKOW TZ go back and |ook at Daniel Johnson's
reconmendat i ons.

CHAI R SEATON nenti oned Econ One.
7:39: 12 PM

REPRESENTATI VE ROKEBERG

7:39:47 PM

REPRESENTATI VE KERTTULA wth going to net higher price than with
gross. Concern if we can really tell what net will be.

7:40: 00 PM

CHAI R SEATON Representative Kelly confortable with either House
Resources Standing Comnmttee or House final.

7:40: 40 PM

REPRESENTATI VE KELLY as long as they trigger; should be above
t hose threshold points.
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7:41:11 PM
CHAI R SEATON how does using net adjust for inflation?
7:41. 33 PM

REPRESENTATI VE ROKEBERG capital expenditures ("capex") and
operating expenditures ("opex").

7:41:57 PM
CHAI R SEATON t ake-of f point and pro. Reiterated question.
7:42: 32 PM

REPRESENTATI VE ROKEBERG a drill bit costs nore ten years from
now t han t oday

CHAI R SEATON

REPRESENTATI VE ROKEBERG $15 delta right now.

7:43: 09 PM

REPRESENTATI VE GATTO it depends too rmuch on what the cost of oil
will be. As long as you're keeping track, then the net

Just saying the cost will go up,

7:44:18 PM

REPRESENTATI VE ROKEBERG don't tax soneone bleeding to death, so
don't do gross, do net.

7:45: 17 PM
REPRESENTATI VE BERKOW TZ shift in discussion to inconme tax,

instead of what we'll nmake. If they profit, so should we, and
the way to do that is with gross.

7:46: 20 PM

CHAI R SEATON our pro is based on price not profit. If price
$60, then pro... Effective date/tax |evels.

7:47:31 PM
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REPRESENTATI VE KELLY when we set nunber of $35, we did the
reverse: West Texas Internmediate (W) or Al aska North Slope
(ANS) West we let float. When froze $35 we stopped that from
nmoving relative to cost.

7:50: 09 PM

REPRESENTATI VE NEUMAN i nportant part of discussion is how nuch
nmoney we want to invest back into Al aska, haven't heard that in
di scussi on yet.

7:50: 59 PM
"CHAI R SEATON to |ssue 2: What are the effects of 2/3 Gas

Revenue Exclusion (GRE)? (S) Wiat is the effect of 1/3 [North
Sl ope],

7:51: 44 PM

CHAI R SEATON directed attention to handout that is handwitten
showng a calculation by Robyn WIson. Started out wth
governor bill and $73-mllion exclusion.

7:52:54 PM

REPRESENTATI VE KELLY nodified that in House bill (exclusion).
7:55:22 PM

REPRESENTATI VE = KERTTULA said t hat was di scussed, not ed
Represent ati ve Rokeberg has chart.

CHAI R SEATON excl uded 2/ 3 gas anywhere in state.
7:55:46 PM

CHAI R SEATON Barry Pul |l man neno, analysis of ... field.
7:57: 08 PM

REPRESENTATI VE KELLY need nore information.

7:58: 21 PM

REPRESENTATI VE ROKEBERG what passed in House was equiv to 2/3 in
sl ope. Representative Kelly wanted to raise tax elsewhere.
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Approx 1.75 Adm n uniform upstream fiscal contract 12 May. How
reconcile this with PPT if haven't already done it.

7:59:11 PM

REPRESENTATI VE BERKOW TZ answer is don't do gas now.

8: 00: 58 PM

REPRESENTATI VE GATTO t al ked about conpetition

REPRESENTATI VE BERKOW TZ don't have anyhow, stranded m snoner,
there is always sonebody who wll sell it cheaper. W have
fiscal stability so we don't need to race on this.

8:01:13 PM

8:04:15 PM

REPRESENTATI VE ROKEBERG referring to blue and yellow chart, said
we are working off of bad nunbers that need to be updat ed.

CHAI R SEATON need Barry Pull man to cone in.

8:06: 41 PM

REPRESENTATI VE ROKEBERG GAS REVENUE EXCLUSI ON (GRE)said his and
Representative Kelly's bill got interrelated by happenstance,
not by plan.

8:09: 01 PM

CHAI R SEATON NR' s i dea works whether ... or not.

REPRESENTATI VE ROKEBERG ri ght .

CHAI R SEATON sai d that makes sense to do it that way.

8:10: 50 PM

8:11:40 PM

REPRESENTATI VE KELLY, regarding Representative Berkow tz' point
about two systens: heard they want one regine. Not sure whether

that's significant or just an inconvenience.

8:12:11 PM
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REPRESENTATI VE BERKOW TZ that are sections in the PPT bill re:
apportionnent. Regarding concern that Gatto had ....

8:13: 08 PM

REPRESENTATI VE KELLY regarding .5 and 2/3. Took sonething that
Econ One generated and put it in place.

8:14:29 PM

REPRESENTATI VE BERKOW TZ credited Senator Guess for working that
out .

8:15:22 PM

ACHAI R SEATON to |ssue 3: What is effect of $25 mllion per
conpany direct rebate of transferable tax credits? (H)  Concern
of small independents only one place to sell .... Phi | osophy
was to protect the state's other revenue sources. Trying to get
the dollars back to the people actually putting investnents into

gr ound. $10 mill rebate in House Resources Standing Committee
and up to $20 in House Finance Conmittee. Debate on that.
Senate does not have direct rebate plan. That's anot her issue

to discuss. ARMBoard, or could do it with permanent fund.

8:15:46 PM

REPRESENTATI VE GATTO |ike the idea of allowing the ARM Board to
do sonething. It would be their decision.

8:20:49 PM

CHAIR SEATON just putting one nore buyer out there for
transferable credit, but establishing a floor. Need feedback
from Senat e.

8:21:49 PM

REPRESENTATI VE KELLY sone anendnents with nerit fell off because
they were considered not to be in the subject of tax bill.

8:23:13 PM
REPRESENTATI VE KERTTULA should be sone |limt as to how far in

the future the credits should go. Ann Di ckenson during House
Finance Commttee neeting testified that that is a concern.
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Liked letting small conpanies in to take part in the base
credit.

8:24:23 PM

REPRESENTATI VE GRUENBERG car ef ul study needed, subject is
conplex and different than rest of bill; consider stand-alone
bill.

8:25:54 PM

8:26:41 PM

REPRESENTATI VE ROKEBERG decide public policy for expanding
mar ket . Great concerns about doing that. Real concern is to
protect the state's cash flow and revenue stream

8:27:13 PM

CHAI R SEATON House Resources Standing Committee had $40 mll
[imt.

8:28:32 PM

REPRESENTATI VE ROKEBERG put $50 thousand limt in House Finance
Conmi ttee.

8:29:04 PM

CHAI R SEATON regarding "l ost carry-forwards."

8:29: 31 PM

ACHAI R SEATON to |Issue 4: What is the effect of the 5,000 bbl
base all owance capped at 14 mllion? (S) Asked if anybody is
famliar wth the Senate version. Suggested the need for nore
people to explain the differences on that.

8:30: 23 PM

REPRESENTATI VE GRUENBERG asked by Representative Gara to get
research on other issues, too.

8:31:46 PM
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ACHAIR SEATON to Issue 5: Wat is the effect of p22 line 11-13
(H) expense "does not need to be physically |ocated on or near
the ... lease?" (H

8:32: 05 PM

CHAI R SEATON no def of prem ses.

8:33:45 PM

REPRESENTATI VE GARDNER heard from nore than one expert is
i ngredients of net profit need to be defined.

8:33: 55 PM

REPRESENTATI VE KELLY not involved in this

8:34: 24 PM

REPRESENTATI VE GATTO questi on

8:34:41 PM

CHAI R SEATON out of HRES everything was tied to the |ease.
8:35: 07 PM

REPRESENTATI VE GRUENBERG take it out entirely or limt it.
8:35:23 PM

8:35:33 PM

REPRESENTATI VE LYNN said the closer the better (leases?)
8:35:40 PM

CHAI R SEATON no di sagreenment anong this group.

8:36:14 PM

REPRESENTATI VE GRUENBERG page 21, line 31 to page 22 top, matter
of public policy.

8:36: 57 PM
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REPRESENTATI VE KERTTULA COULD TAKE SECTION out, but we need to
be concerned about the next step. Take one nore |ayer to fix.

8:38: 01 PM
CHAI R SEATON suggesting?
8:38: 37 PM

REPRESENTATI VE KERTTULA not sure, but has to go to the next
| evel .

8:38:46 PM

REPRESENTATI VE GRUENBERG this is an exanple of one issue that is
fairly conplex, and care needs to be taken.

8:39: 00 PM

CHAI R SEATON we' |l ask for where we need to go and what we need
to do.

8:39:31 PM

REPRESENTATI VE LYNN said he identified at |east six challenges
whi ch are shown on his "blog" on the Internet.

8:39:49 PM

REPRESENTATI VE GARDNER access to facilities is hindrance. | ssue
t o consi der

8:40: 45 PM

CHAI R SEATON page 22, line 26 is another issue.

8:41: 37 PM

REPRESENTATI VE KERTTULA offered to supply a list to the chair.
8:42: 07 PM

REPRESENTATI VE KELLY one issue is to ensure we fully understand
gas and oil issues and don't get anbushed by the credits.

Resol ved gold plating and triple dipping issue.

8:42:39 PM
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REPRESENTATI VE Cl SSNA expressed a concern regarding not hearing
di scussion related to the social <costs of these Kkinds of
devel opnents. Enornous effect fromthe amount of publicity. In
70s | oads of people arrived and they stayed. That will be a
feature that is a bigger problemnow than it was then

8:43: 54 PM

REPRESENTATI VE GRUENBERG from Gara, via Dan Johnson, listed
guestions for consideration.

8:46: 39 PM

CHAI R SEATON field-by-field analysis is a whole rewite of the
PPT, which we can do. Dan Johnson said the PPT worked wel
under the design constraints.

8:47: 28 PM

REPRESENTATI VE GRUENBERG haven't gone anywhere near the .375
Johnston suggest ed. Third issue: whether there should be
requi renent of working interest provided by owners not to exceed
10 percent access to facilities. That was in [Representative
Kerttula' s] anendnment that did not get adopted.

8:48: 23 PM

REPRESENTATI VE KELLY idea of a floor.

8:49: 50 PM

CHAI R SEATON 5% gross royalty built into this nodel of this
bill. It's not as if it's too foreign..

8:50: 46 PM

REPRESENTATI VE KELLY
8:51:26 PM
CHAI R SEATON on House floor we did put a floor on the pro.

8:52:30 PM
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REPRESENTATI VE BERKON TZ there are 2 nodels within the state's
purvi ew. DNR is one and we should have access to it. Anot her
issue is one of auditing.

8:52:46 PM

REPRESENTATI VE GATTO oil and/or gas. Under the definition you
can exclude one over the other.

8:54:21 PM

REPRESENTATI VE GRUENBERG early Al aska Suprenme Court case.

8:56:19 PM

REPRESENTATI VE KERTTULA abandonnent costs, audit authority,
poi nt of reduction, definitions on overhead, and whether or not
we should ... conpanies...

8:56:41 PM

REPRESENTATI VE KELLY need to renenber that the bill that the
House sent didn't pass in Senate because too | ow.

8:57:49 PM
CHAI R SEATON chart of "side-by-side."
8:59: 14 PM

REPRESENTATI VE BERKOW TZ gas contract. D scussion prior to
seei ng gas contract, but now we've seen it.

9:00: 16 PM

CHAI R SEATON said he requested Econ One and Pedro van Meurs for
information regardi ng gas exclusion. Hear back whether analysis
is correct.

9:01:17 PM

REPRESENTATI VE GATTO regardi ng Econ One chart.

9:02: 03 PM

CHAI R SEATON reviewed sone things that happened on the House
floor. Cap at 50 percent.
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9:02: 44 PM

CHAI R SEATON invited those in audience to submt coments to his
of fice.

9:04:12 PM
~ ADJ OQURNMENT
There being no further business before the conmttee, the House

State Affairs Standing Commttee neeting was adjourned at
9:04: 26 PM
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