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the fall forecast during the overview of the Departnent of
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Departnent of Revenue
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POSI TI ON  STATEMENT: Answered questions and further explained
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ACTI ON NARRATI VE

CHAI R BRUCE WEYHRAUCH cal | ed the House Special Conmttee on Wys

and Means neeting to order at 8:02:52 AM Represent ati ves
Weyhrauch, Sanuels, WIson, and Mses were present at the call
to order. Representati ves Rokeberg, Seaton, and G uenberg

arrived as the neeting was in progress.
OVERVI EW BY DEPARTMENT OF REVENUE

CHAI R WEYHRAUCH announced that the only order of business would
be the overview by the Departnent of Revenue.

8:05: 07 AM

WLLIAM A. CORBUS, Conmmi ssioner, Department of Revenue, relayed
that he planned to briefly reiterate the structural deficit
di scussed at the House Special Committee on Ways and Means on
January 14, 2005. In addition he described the admnistration's
solution in regard to the structural deficit.

COMM SSI ONER CORBUS offered that there are two conponents of the

structural deficit: the revenue side and the spending side.
The Departnent of Revenue overshadowed that if the state
spendi ng | evel assuned a spending |evel of $2.3 or $2.4 billion,

the Constitutional Budget Reserve (CBR) would run out at an
appr oxi mat ed dat e.

8.07:15 AM

CHAI R VEYHRAUCH stated the |egislative budget books reveal that
Alaska could be heading toward another deficit, so it 1is
inperative to educate the legislature and the public about the
future realities of the state's deficit.

8:08: 37 AM
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COMM SSI ONER CORBUS recapitul ated the details of the January 14,

2005, neeting. He reviewed the state's long-term financial
situation: the short term the long term and the very |long
term The short-term fiscal year (FY) 2005 has a positive

outl ook for the current financial structure, he noted. However
the future long term and very long term are not positive
outl ooks for the financial structure of the state. He stressed
that unless there is future oil production: in the Arctic
National WIdlife Refuge (ANWR) and other oil producing centers
in Alaska, in addition to a pipeline, the future outlook wll
continue to be bleak for the state. However, once these factors
are in place the financial structure of the state could |ook
positive. The Departnent of Revenue's fall revenue forecast
summari zed what the future holds for Alaska's deficit.

8:12: 28 AM

COM SSIONER CORBUS reported that the Departnment of Revenue
considers the positive factors for the long-term picture to
include: the gas pipeline, ANWR initiatives in the National
Petroleum Reserve (NPR-A) and Beaufort Sea, and further
devel opnments in the central North Slope satellites. He related
his belief that the afore nentioned will occur and there will be
a significant amount of revenue when they do.

8:14:49 AM

COW SSI ONER CORBUS rel ayed that the adm nistration continues to
support the percent of market value (POW), and therefore would
encourage the legislature to reexamne the POW. He said if the
| egi sl ature has another proposal to access the permanent fund to
hel p pay for the cost of governnent, the adm nistration would be
willing to hear it. He informed the conmttee that the
permanent fund puts out a nonthly projection as to what the
realized earnings reserve is going to be at the end of each year
for the next 10 years. "For the end of fiscal year 05, after
payi ng dividends and after inflation-proofing, that at the 50
percent confidence level froma probability perspective, that we
[the state] are looking at a $2.1 billion level of the realized
earni ngs reserve of the permanent fund."

COM SSI ONER CORBUS, in response to Chair Wyhrauch, said the
expected date for the aforenentioned woul d be June 30, 2005.

COMM SSIONER CORBUS, in response to Representative Rokeberg,
said that the $2.1 billion was after inflation proofing.
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8:17:44 AM

COM SSI ONER CORBUS recal l ed Governor Miurkowski's January 13,
2004, State of the State Address in which he outlined a
financial plan to resolve the state's financial problens: the
first point being fiscal discipline, resource devel opnent,
enhancenment of non-petrol eum revenues, and lastly that the | ocal

governnents pay for the services they provide, he noted. The
aforenmentioned is still the adm nistration's phil osophy.

8:19:19 AM

COW SSIONER  CORBUS related that the admnistration is
interested in increased production on the North Sl ope. The
adm nistration would like the oil pipeline to be operated at
full capacity. Currently, the pipeline is only operated at 50
percent capacity, he noted. The adm nistration would wel cone
proposals nodifying the existing oil and gas tax regine. The

admnistration is also interested in proposals for tax
i ncentives to encourage that devel opnent, he sai d.

8:20: 44 AM

REPRESENTATI VE W LSON asked if the adm nistration was interested
inatax if the pipeline is not "full."

COM SSIONER CORBUS replied no, and suggested that t he
admnistration is trying to find incentives to nodify the oil
regime such that would encourage investnent for increased
producti on.

8:21:31 AM

CHAI R VEYHRAUCH rel ated that the House Special Conmmttee on \Ways
and Means also wants incentives to nmaxinmze private sector
investnments and develop resources, particularly in the oil
sector, while optimzing the state's revenue.

8.22:06 AM

COM SSIONER CORBUS infornmed the committee that non-petroleum
revenues make up 15 percent of the state's revenue base. The
Depart ment of Revenue has suggested enhancenent of taxes to that
particul ar base. Al though there are no proposals from the
admnistration for changes to that base, there are in-house
exam nations of alcohol taxes and licensing fees, as well as

non- petrol eum corporate i ncone tax reforns, he noted.
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8:23:26 AM

REPRESENTATI VE ROKEBERG hi ghlighted the history of the state's
al cohol taxation issues, when the twenty-second | egislature took
the initiative to raise alcohol taxes to the highest in the
United States. Representati ve Rokeberg inquired as to why the
adm nistration wuld be reexamning the issue of alcoho
taxation so shortly after the aforenenti oned change.

8:24:13 AM

COWM SSI ONER CORBUS expl ai ned that the Departnent of Revenue is
exam ning the issue because the cost of alcoholismfor the state
is greater than the revenues received from al cohol taxes.

8:24: 44 AM

COM SSIONER CORBUS, in response to Representative G uenberg,
agreed that such is true for many other industries.

8:24: 55 AM

REPRESENTATI VE GRUENBERG suggested then that the same phil osophy
shoul d be applied throughout the other industries for which that
is true.

8: 25: 06 AM

COM SSI ONER CORBUS stated that there have been attenpts at
taxation efforts for various other industries throughout the
years, but that those were not always well received by the
| egi sl ature. However, this admnistration has nmade no attenpt
to address al cohol as of yet.

8:25:39 AM

REPRESENTATI VE GRUENBERG opined that there are a nunber of
industries that have been given nore tax breaks than the
hospitality industry. Furthernore, [those tax breaks] have not
produced sustai nabl e revenue the state needs, he not ed.

8:26:19 AM
REPRESENTATI VE ROKEBERG commented that Comm ssi oner  Cor bus'

rationale for addressing this taxation issue stens from the
desire to inpact the cost of delivering health services to the
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citizens of Alaska who qualify under the state unbrella. He
suggested that this is an issue that should be emanating from
the Departnent of Health and Social Services rather than the
Department of Revenue. However, he acknow edged that the
Departnment of Revenue is responsible for developing taxation
policies and collection.

BRETT FRIED, Chief Petroleum Econom st, Departnent of Revenue,
in response to Representative Rokeberg, related that projections
for FY 2005 are |lower than FY 2004 because the method of accrual
adds 15 days.

8:28:52 AM

REPRESENTATI VE ROKEBERG asked what the adm nistration's apparent
objective is to socially engineer |ess alcoholic consunption.

COMM SSI ONER CORBUS rel ayed that the administration is not in a
position to defend anything just yet.

8:29:25 AM

REPRESENTATI VE ROKEBERG i nquired as to whet her t he
adm nistration has reviewed other jurisdictions to analyze the
| evel s of social engineering that would be necessary to meke a
soci al inpact on al coholic consunption.

8:29: 39 AM

COW SSIONER  CORBUS stated that [the adm nistration] S
analyzing a nunber of factors, but is not prepared to nmake a
statenent on the issue at this tine. He pointed out that
al cohol taxes and non-petrol eum corporate inconme taxes are areas
of which the admnistration wants to make sure that the
constituencies are paying their "fair share.™

8: 30: 38 AM

REPRESENTATI VE ROKEBERG asked if the non-corporate taxes include
non-corporate taxes of Subchapter S corporations, Ilimted
l[iability conpanies (LLCs), limted liability partnerships

(LLP's) and other limted partnership business organizations.
8:30: 59 AM

COMWM SSIONER CORBUS stated the Departnent of Revenue has
exam ned: the Subchapter S, tax laws carried forward, carried
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back, non paid taxes, tax refunds, and approval of the federal
income tax credits, and, again, the admnistration is just
looking and is not in a position to defend anything, he
reiterated.

8:32:13 AM

REPRESENTATI VE SAMUELS noted that if the alcohol tax proposa

were to nove forward, he would question whether the goal is to
have social change or to collect noney. Representative Sanuels
asked if there is a proposed tineframe for the issue of S
corporations and LLC s.

8:33:31 AM

COWM SSI ONER CORBUS, in response to Representative Sanuels first
question, specified that the Departnent of Revenue has | ooked at
the alcohol tax from a revenue perspective, and cannot conment
any further on that issue. 1In regard to the second question, he
said there are no suggested tinefranes.

8:34:13 AM

REPRESENTATI VE GRUENBERG observed that Alaska is currently in
the third year of this admnistration and the comm ttee has been
| ooking at these sanme issues for three years. "Tinme's getting
short,” he noted.

CHAI R VWEYHRAUCH commented that placing things on the table is
one matter while enacting themis another.

8:35: 55 AM

REPRESENTATI VE SEATON recalled Conm ssioner Corbus' statenent
regarding the administrative goal of having the constituencies
contribute their "fare share.” Representati ve Seaton asked
whet her the administration has given any consideration of the
two bills in the House that were proposing taxes on the cruise
ship industry.

8:36: 50 AM

COWM SSI ONER CORBUS reviewed that during the last two sessions
of the Alaska State Legislature the admnistration was
successful in getting four general taxes installed: the studded
tire tax, the car rental tax, the tobacco tax increase, and the
i ncreased business |icense fees. The admnistration also
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proposed increases to ganmng taxes, a seasonal sales tax, an
increase to the notor fuel tax, and a visitor tax package. The
| egislature did not follow through wth the latter four
proposal s. In response to Representative Seaton's question,
Conmi ssioner Corbus stated that he was not aware of any other
proposal s regarding the visitor industry.

8:38: 01 AM

REPRESENTATI VE SEATON turned attention to the differences
bet ween gross extraction tax of the oil and fishing industries.
For the oil and fisheries tax there is a gross initial tax on
the gross val ue. However, mning taxes he explained are based
on a net value instead of the gross value of the resources being
extract ed. Representati ve Seaton asked whether there has been
any analysis on the reason for the different tax scenarios
bet ween the industries.

8:39:18 AM

COWM SSI ONER CORBUS suggested to Chair Wyhrauch that the House
Special Commttee on Ways and Means devote a session to non
petrol eum t axes.

8:39: 58 AM

CHAI R VEYHRAUCH r el ayed that the House Special Conmttee on VWys
and Means plans to do such a session. Chair Wyhrauch said the
overviews are helpful in terms of what to expect from the
executive branch. He surm sed that although the executive
branch is wlling to look at the initiatives comng from the
Al aska State Legislature, the executive branch may not introduce
any initiatives itself.

COW SSI ONER CORBUS agr eed.
8:40: 40 AM

CHAIR WEYHRAUCH surmised then that iif the House Specia
Commttee on Ways and Means or the people of Al aska would Ilike

to see a full range of revenue neasures on the table, it is
i ncunbent upon the legislative branch to introduce those
proposals in order to illicit the admnistration's reaction to
t hem

8:40: 58 AM
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REPRESENTATI VE GRUENBERG suggested that the proper approach
would be for the legislature and the admnistration to work
together. The legislature, he offered traditionally seens to be
nore reactive than proactive, while under the Constitution there
is a strong executive branch to which one looks to for
| eadership and planning. To place all the responsibility on the
legislature is fairly tough, he renarked. Therefore he urged
the adm nistration to reconsider its position on this matter.

8:43: 05 AM

COM SSIONER  CORBUS  opi ned t hat t he hi story of this
adm ni stration has not been reactive. The adm nistration, he
related, is wlling to work and discuss proposals that the

Al aska State Legislature brings before it.

8:.43:56 AM

CHAIR  WEYHRAUCH stated t hat he now  under st ands t he
adm nistration's perspective and will discuss with the conmttee
potential approaches. Hi storically, the House has stepped-up

for many revenue neasures and actively pronoted the state's |ong
termfiscal health, he relayed.

8:45: 27 AM

TOVAS H. BOUTIN, Deputy Commi ssioner, Departnent of Revenue,
commented that in his discussion with credit rating analysts and
i nvestment bankers, they characterize this admnistration as
showi ng | eadership, which is reflected in the state's credit
ratings. Credit rating analysts, he related, report they have
seen nore progress in the gas pipeline, fiscal policies, fisca
restraint, and fiscal managenent during the |last couple of years
t han since statehood.

MR. BOUTIN relayed that because interest rates continue to fall,
earlier this week the State Bond Conmttee (SBC) was able to

refinance a third of its outstanding |ease debt. The State Bond
Committee authorized a conpetitive |Internet auction, which
elicited a record nunber of bidders; 10 bidders total. The

final maturity of the debt that issued new bonds is 2013. The
W nning bidder bid a true interest cost of 3.0125 percent. This
saves the state, in debt service, about $136 mllion per year.
This is a net present value savings of about 3.6 percent. The
net present value savings is one of the neasures of refunding
he not ed. The debt issue was successful both in ternms of the
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nunber of bidders and the aggressiveness of the bidding, he
not ed.

8:50: 55 AM

REPRESENTATI VE ROKEBERG asked about the details of the recently
sol d out st andi ng debt.

8:51: 25 AM

MR. BQUTIN stated that on June 30, 2004, there was $72 nmillion
of | ease debt outstanding. The state advertised the debt at
$27.2 mllion. G ven the aggressive nature of the bid, it was

grossed down and turned out to be $25,725,000 outstanding. This
reduced the amount of |ease debt the state has outstanding by a
couple of mllion dollars, according to M. Boutin. The state
al | oned prem um bond bi ds.

8:52:42 AM

REPRESENTATI VE ROKEBERG asked if all the tranches of refinancing
are maturing at 13 percent.

8:52: 50 AM

MR. BOUTIN explained that the state refinanced with |evel debt
servi ce. The state refinanced four different projects: the
Palmer Fire Facility, the Fairbanks Courthouse, the Sol dotna
Mai nt enance Facility, and the Anchorage Health Lab. In sunmary

the state was refinanced with |evel debt services out to 2013.
In further response to Representative Rokeberg, M. Boutin
confirmed that the projects were tax exenpt because they are for
publ i c purpose. He noted that the refinanced debt was al so tax
exenpt, and this refunding is referred to as a current refunding
because all the bonds are callable. The Internal Revenue Code
has severe restrictions on refinancing debt that is not vyet
call able, he noted. These bonds are callable now, but were not
a year ago.

8:53:52 AM

REPRESENTATI VE ROKEBERG asked if the newly issued bonds were
cal | abl e.

MR. BOUTIN replied no, and explained that the newy issued bonds

are not callable. The Departnment of Revenue decided to seek the
| onest true interest cost by having non-callable bonds since it
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is a short final maturity date of 2013. It is also inportant to
consider the interest rate environnent, he noted.

8:54:35 AM

REPRESENTATI VE ROKEBERG asked about how Al aska conpared, on a
gl obal perspective, with current debt financing. He al so asked
what were the opportunities to do nore refinancing in the near
future. Taking into consideration the |Iower interest rates over
the last few years and the prospect of rising rates in 2005 and
beyond, he asked whether Al aska would have an opportunity to
|l ock in sone of these |ower rates. He posed the question, what
in ternms of refinancing or coming to the nmarket can Al aska | ook
forward to. He asked:

If, in fact, the legislature authorizes any bonds in
this current legislative cycle, for the 2006 capita
budget for exanple; how |long does that take? And can
we try to nove it rapidly to capture sone nore rates
before they start accelerating upwards, which short
termrates al ready have.

8:55:42 AM

MR. BOUTIN stated that the general obligation (GO bonds the
state issued in April 2003 are being watched closely, because
the yield curve flattened and some of those maturities could
"cone into the noney" for refinancing. To further explain the
direction of the interest rates since 2003, M. Boutin explained
a specific state |ease deal done through a municipality. That
deal is currently "in the noney" because it was done through a
muni ci pality as the issuer. Since the nmunicipality was the
issuer, the ternms had to be negoti ated. M. Boutin predicted
that the nunicipality probably would not accept a conpetitive
sale and would probably insist on a negotiated sale. There are
negotiations that occur when state debt is issued through a
muni cipality rather than the SBC, he noted. The state is
constantly | ooking for refinancing opportunities, he said.

8:57:45 AM

REPRESENTATI VE ROKEBERG  asked about t he GARVEE [ G ant
Anticipation Revenue Vehicles] bonds. He asked if there are
ways to expedite going to the bond narket. He also asked if

there are any timng issues that the |egislature should be aware
of that would help capture rates in the rising market.
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8:58:29 AM

MR. BQUTI N expl ained that GARVEE bonds are a special provision
in federal law that allow issuers to issue debt that is 90
percent dependent upon expected federal transportation receipts.
O the $463 mllion of general obligation bonds, that the state
sold in April of 2003, $102 nillion were GARVEE bonds. In
response to Chair Wyhrauch, M. Boutin specified that GARVEE
bonds are for transportation projects approved by the federal
gover nnent .

8:59: 33 AM

REPRESENTATI VE ROKEBERG inquired as to the anount of the
governor's transportation capital budget.

COW SSI ONER CORBUS offered to provide the commttee wth those
figures.

9: 00: 02 AM

REPRESENTATI VE GRUENBERG inquired as to the anount of the |ease
debt sale on January 25, 2005.

VR. BOUTIN stated that the anount finally issued was
$25, 725, 000.

9: 00: 29 AM

REPRESENTATI VE GRUENBERG asked what the difference was between
the state issuing bonds and the nunicipalities issuing bonds.
He inquired as to the advantages and disadvantages of both,
specifically for school construction.

9:00: 48 AM

MR. BOUTIN explained that for school <construction projects,
muni cipalities issue their own debt. He noted that
"occasionally the state has used nunicipalities to be the issuer
of its own | ease debt."

9:01:42 AM
MR. BOUTIN, in response to Representative Seaton, specified that

the total outstanding state |ease debt June 30, 2004, was $72
mllion.
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9:01: 50 AM

CHAIR WEYHRAUCH asked why those particular public purpose
projects were funded by the bond sal e.

MR. BOUTIN stated that those particular projects were fromquite
sone tinme ago and |lower interest rates allowed refinancing. The
state waited until the bonds becane call able because it is nore
efficient than advanced refunding, also because of the strict
restrictions from the Internal Revenue Code on advanced
ref undi ng.

9:02: 44 AM
CHAI R VEYHRAUCH commented that |ast year the House passed a bill

that identified bonding as the source for financing for sone
projects. At the time, the admnistration was not interested in

i ssuing additional debt until other issues, such as POW, were
dealt wth. If the House were to introduce and/or pass another
bill identifying inportant projects to the state and wanted

those projects constructed under the use of bond sales, would
the adm nistration be adverse to bond sales as of this year, he
i nqui red.

9: 03: 43 AM

MR. BQUTIN relayed that Governor Miurkowski has conmtted to
credit rating agencies that there will be no new general fund
debt until reoccurring revenues match expenditures, which refers
to a fiscal plan. However, from tine to tinme there are snal
projects that need to be funded fromthe general fund.

9: 05: 28 AM

CHAI R VEYHRAUCH surm sed then that the answer to his question is
"maybe. "

9:05: 38 AM

MR. BOUTIN, in response to Representative Seaton, replied that
the SBC does not issue the student |oan corporation bonds. The
SBC deals only wth |ease debt, international airport revenue
bonds, and general obligation bonds.

9: 06: 09 AM
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REPRESENTATI VE W LSON surm sed that the administration's intent
is: "For the credit rating of the state, it is wiser for us to
have a fiscal plan in place before we start |ooking at any other
ki nd of bonding..."

9: 06: 45 AM

MR. BOQUTIN stated that was "absolutely true.” The state's
current credit rating agencies rate the state as if there was
already a fiscal plan in place.

9:07: 34 AM

REPRESENTATI VE ROKEBERG asked if the bond ratings would be
affected if the Alaska State Legislature and the people were to
adopt a bal anced budget constitutional anmendment.

MR. BOQUTIN answered that the rating analysts and the credit
rating agencies would have to read the anmendnent beforehand to
analyze its potential inpact. The first concern that a credit
rating analyst has about a balanced budget plan is whether it
restricts flexibility so much that debt service or needed
services could not be net. Credit analysts |like to see ongoing
expenditures met with reoccurring revenues rather than with one-
time sources of cash.

9:09:49 AM

DAN DI CKINSON, Director, Tax Division, Departnent of Revenue,
tal ked about the Tax Division's responsibilities for the general

fund unrestricted revenue, FY 2004. In FY 2004 the total
unrestricted general fund was "$2.4 billion in" and about "$2.4
billion out."” Last year $5 million was wi thdrawn from the CBR
and therefore it was essentially a break even year. When
breaking down the $2.4 billion, one nmust consider the oil and

gas that flow into that nunmber. There are 3 tax types that are
the responsibility of this division: property tax, production
tax, and the oil and gas income tax, which brought in about $1
billion last year. The Departnent of Natural Resources and the
Division of Gl and Gas administer the oil and gas royalties
program whi ch brought in about $1.1 billion. The four oil and
gas revenue sources brought in $2.1 billion to the general fund.

9:11: 59 AM

REPRESENTATI VE GRUENBERG asked if it is normal for the oil and
gas types of taxes to equal the royalties.
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VR. DICKINSON replied no, stating that it was rnerely
coi nci dent al . The explanation for that happening is that the
property tax is fairly insensitive to price and the severance
taxes or production taxes have fallen dramatically. The effects
of the ELF over tinme have nade it so that production tax is one
half of the royalty. The inconme tax fluctuates dramatically
depending on worldw de events. Fundanental |y, nodeling shows
that the refining margi ns have been driving incone taxes.

9:13: 50 AM

CHAI R WEYHRAUCH pointed out that on page 3 of M. Dickinson's
presentation packet, it shows a static property tax revenue and
a static corporate incone tax.

9:14: 13 AM

MR. DICKINSON replied that the property tax is fairly static.
The increased investnents occurring are just about offset by the
depreciation of the assets in place. |If one were to assune that
ANVR and the gas pipeline were in place during the years 2011
and 2012, as production started there would be dramatic
increases in the property taxes, he noted.

9:15: 00 AM

MR. FRIED explained that historically property taxes seened
highly volatile. Thus forecasting into the future with the sane
flat price and the sane refinery margin makes the projections
| ook static. Wiile in reality it is going to be nuch nore
vol atil e.

9:15:32 AM
MR. DI CKI NSON added that |ooking at the property tax projection

chart showed a shrinking royalty and an even nore shrinking
production t ax.

9:15:40 AM

MR. DI CKINSON rel ayed that the oil and gas taxes constitute $2.1
billion. The Tax Division has responsibility for 19 tax types
and fees that total $142.1 mllion which include: fisheries

t axes, corporate inconme taxes, non oil and gas, sin taxes, tire
taxes, and various others. The Tax Division is also responsible
for $165.5 million in general fund revenues that are not
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adm nistered by the Tax Division and include: the one tax type,
m scel | aneous fees, charges, investnents, earnings, and fines.
The two of these conbined responsibilities yield about $300
mllion.

9:17: 23 AM

MR. DI CKINSON, focusing on page 3 of the presentation packet,
expl ained the expected forecast for the next 10 years. The Tax
Division's unrestricted oil revenue projections expect that the
average productions and prices will yield a decline.

9:17:47 AM

REPRESENTATI VE ROKEBERG asked if the wunrestricted oil revenue
projections were based on the current structures and whether or
not the projections included the adm nistrative order.

MR. DICKINSON replied that the projections do not include the
adm ni strative order.

9:18:30 AM

REPRESENTATI VE ROKEBERG relayed that although the projection
graphs were useful it would be nore hel pful to see a graph circa
1986 to see what the relationship has historically been between
production taxes and other tax forns. These are trend
projections but past proj ections m ght yield a  better
perspective for the conmttee, he noted.

9:19: 00 AM

MR DICKINSON referred the committee to page 85, of the Tax
Division Revenue Sources Book. The appendix entitled
"Hi storical Petroleum Revenue," dates back to circa 1978.

MR. DI CKI NSON di scussed Alaska oil production projections as
illustrated by the graph entitled, "Alaska O Production, 1995-
2020."

9:21:17 AM

MR. DI CKI NSON expl ai ned that even when gas and oil volunmes are
constant the prices fluctuate and thus the revenues fluctuate as
well. Hence, no projection is flaw ess.

9:22:15 AM

HOUSE WM COW TTEE - 16- January 28, 2005



MR. DI CKI NSON expl ai ned the oil and gas taxes:

The property tax is a 20 mll tax. I n other words, 2
percent of the assessed value every year. There has
been a credit for that against any |ocal assessnent,
in so far is the jurisdiction primarily Valdez, the
North Sl ope Borough, the Fairbanks and North Star
Bor ough, and Kenai. If those jurisdictions have a
| ocal assessnment then they, dollar-for-dollar, reduce
the states take from the property tax. Nonet hel ess

the state is still responsible for assessing the
entire amount determning the entire value. There are
three different sets of rules: one for exploration
property, one for production property, and one for

pi pel i nes. The thing you see here is the assessnent
for exploration property. Like | said there are
different rules for the other assets. What we have

been trying to do is bring for the production assets

to focus on val uing. Taki ng asset valuations and
have them relaying to through-puts so that producers
or taxpayers can better understand and have sort of a
direct and quantifiable neasurenent that we can | ook

at . And if production falls, we say the value fell
of that asset, if production rises the value has
risen. So we are exploring within the range of the

statutory and regul atory requirenents..
9: 25: 05 AM

REPRESENTATI VE GRUENBERG asked if there was any type of property
in the industry that was not currently taxed.

9:25:16 AM

MR. DICKINSON replied that there are specific exenptions for
of fice buildings or normal vehicles. However, in general the
maj or assets are all taxed under Property Tax, AS 43.56.

9:25:48 AM

REPRESENTATI VE GRUENBERG surm sed personal property that s
unique to the industry is included within the tax.

9:26: 01 AM
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MR. DI CKINSON answered yes, and offered that Trans-Al aska
Pi pel ine System (TAPS) is considered personal property.

9:26:17 AM

REPRESENTATI VE ROKEBERG asked what the local tax mll rates are
for the wvarious jurisdictions along the TAPS, North Star
Bor ough, Fairbanks, Val dez, and the others.

9:26: 35 AM

MR. DICKINSON referred to Table 4.7 on page 35 of the Revenue
Sources Book, which illustrated the effects of the mll rates.
He specified that Valdez has a 20 mll rate, which neans that
the state receives no property taxes for the portion of the
pipeline, the Valdez marine termnal, and other associated
assets in Val dez. The North Sl ope Borough has a mll rate of
about 18.5 so the state receives about 1.5 mlls, which is about
92.5 percent North Sl ope Borough and 7.5 percent for the state.
Those two m |l rates have been constant over the |ast few years.
Kenai is under 10 mlls. Fai rbanks and the North Star Borough
are sonet hing above 10 m || s.

9:28: 03 AM

MR. DICKINSON, in response to Representative G uenberg, relayed
that the nmunicipalities are free to adopt any mll rate up to 30
mlls. However, in practice 20 mlls becones the cap because
below 20 mlls the taxpayer doesn't care. M. Dickinson
hi ghlighted that the mlIl rate used for oil and gas and non-oi

and gas personal property nust be the sane.

9:29:29 AM

REPRESENTATI VE ROKEBERG suggested that this is a prinme exanple
of one group working to further production and transportati on of
the state's natural resources, which is of concern

9:29: 57 AM

MR. DI CKINSON relayed that the gross tax for assets in Valdez
was $13.3 million and the local share was $13.3 million and the

state's share was zero.

9: 30: 38 AM
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MR. DI CKI NSON expl ained the incone tax, AS 43.20. The income
tax is a sliding scale up to 9.4 percent over $100,000 of
income. M. Dickinson said:

Start with the federal taxable incone...and the nonies
that are not oil and gas they have a three factor
apportionment, in other words, you would |look at tota
US. inconme and then you'd figure out how nuch was
Al aska inconme by nmultiplying through by three factors:
the first one is property, the second one is payroll
and the third one is sales.

MR. DI CKINSON rel ayed that once a conpany becomes a producer of
oil then the payroll factor is replaced with a production
factor. For an oil and gas conpany the Tax Division also takes
into account its worldw de incone and the various entities that
conpose that unitary group. The wunitary group's worldw de
inconme is totaled and from that total the Tax Division devises
the proportion of business that was generated in Al aska.
Continue the formula as follows: after totaling in the three
factors, multiply through, and cone up with a proportion of that
worl dwi de incone that is believed to be Al askan incone, and
multiply that tinmes the 9.4 percent.

9:32: 25 AM

REPRESENTATI VE W LSON asked what the percentage of the Al aska
gas and oil production amounted to in conparison with a globa
scal e production for the three nmain producers.

9:32:41 AM

MR, DICKINSON said that he cannot nention specific nunbers,
al t hough President Marshal of BP Al aska announced publicly that
1 in 10 barrels of its production conmes from Al aska.

9:33: 15 AM

REPRESENTATI VE ROKEBERG asked whether the specific nunbers coul d
be released to the conmttee or if the information was not privy
to public record.

9:33:42 AM

MR, DICKINSON, in response to Representative Rokeberg, specified

that specific nunbers are confidential. However under Al aska
Statute legislators could review those figures in an executive
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sessi on. Sonme conpanies are explicit regarding its Al aska
hol di ngs, such as ConocoPhillips Alaska, Inc, while others are
not .

REPRESENTATI VE ROKEBERG asked if M. D ckinson could provide the
commttee wth approximations that wuld not violate the
confidentiality rules.

9:35: 28 AM
MR. DI CKI NSON stated that he woul d exam ne that option.
9:36: 05 AM

REPRESENTATI VE ROKEBERG opined that it is inportant when
di scussing the tax regine to have an understanding about the
relative weighing of each particular tax paying petroleum
conpany in the state. In addition he stated it is inportant for
the conmttee to know what the petroleum conpanies' interests
are in the state and their ability to nove capital and nake
i nvestnents in Al aska.

9:36: 18 AM

REPRESENTATI VE ROKEBERG also noted that the fornmula for the
income tax would be nore helpful if there was an exanpl e using
nunbers to show how the tax works, particularly when the
transition fromthe production and the payroll is deleted.

9: 36: 54 AM

CHAIR WEYHRAUCH said it wuld be informative to chart the
process of oil "Start with the oil, translate that into noney,
and then what noney is being paid out to which jurisdictions,
including the state. And track that oil through the |ine and
which entities are involved in paynment."

9:38:15 AM

REPRESENTATI VE CRUENBERG recalled that M. D ckinson nentioned
that there are sone 400-rel ated corporations that are within the
net of the unitary group. Although non-oil type conpanies have
used |icensing agreenents to escape local corporate taxes he
related his understanding that the unitary tax concept escapes
the problem He asked if any sophisticated |egal setups, |ega
corporate licensing, or anything else has been used to escape
from corporate taxes.
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9:39:45 AM

MR. DICKINSON stated that is a problem that Al aska does not
have. O all the 400 businesses that are entities of the
unitary group, only four or five are doing business in Al aska.
The tax filing of najor corporations are of massive quantity.
The tax laws are also very conplex and ever changing. Due to
those factors the Tax Division is unable to audit all of it
i ne-by-1ine.

9:43: 41 AM

REPRESENTATI VE SAMJELS asked if the Alyeska Pipeline Service
Conmpany was considered an Al askan corporation and what was the
classification of taxes it paid.

9:44:10 AM

MR DICKINSON said that he was unable to explain taxpayer
speci fics. However, when there is a joint venture there are
certain rules that apply and joint ventures are called "pass
through entities.” M. D ckinson stated that although he is not
inmplying that Alyeska is a "pass through entity," generally
joint ventures tend to use a pass-through structure, so that the
t axes pass through to the owners.

9:44: 48 AM

REPRESENTATI VE SAMUELS surmised that "if the tariff goes up then
that profit of the tariff noves onto the conpany. And then it
gets incorporated into the worldwi de net incone for the five
owners and Al yeska then does not pay corporate incone tax.”

9:45: 07 AM

MR. DICKINSON reiterated that he is not suggesting Al yeska is a
joint venture. |If Alyeska was a stand-al one Al aska corporation
then it would pay tax on that and it would pass through to the
owWners.

9:46: 24 AM
MR. DI CKINSON noved on to the production tax, AS 43.55. The
basic rule is to take 15 percent of non royalty production,

multiply that by the ELF, and multiply that by the gross val ue
at the well head. The 15 percent is replaced by 12.25 percent
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for the first 5 years of comrercial production. The gross val ue
at the wellhead is market value at destination, subtract from
that the transportation cost to the point of production,
subtract tankering cost, subtract or add from that quality bank

and subtract the Trans-Alaska Pipeline System or upstream
pi pel i nes.

9:48: 19 AM

CHAI R VEYHRAUCH asked about where the 15 percent portion of that
formul a was derived from

9:48: 39 AM

MR. DI CKINSON specified that the 15 percent was from the
statute, AS 43.55.011.

CHAI R WEYHRAUCH surm sed then the two policy issues that the
| egi sl ature could have jurisdiction over are the 15 percent
figure and the ELF.

9:48: 54 AM

VR. DICKINSON related his belief that the Alaska State
Legi slature would have jurisdiction over all of the proposed
issues. He stated that "It was an explicit consideration on the
| egislators part to exenpt non-royalty production.”

9:50: 02 AM

MR. DI CKINSON went on to explain the details of the ELF. The
ELF is a factor between zero and 1. The following definition of
ELF was cited from the Fall 2004 Revenue Sources Book pages 25
and 26:

The ELF depends on total daily oil production and
average daily per well production from each producing
field.

The statutory production tax rate on oil is 12.25% of
its value at the point of production for the first
five years of field production and 15% thereafter.
There is a mninmnumtax of 80 cents per taxable barrel.

The effective tax rate is calculated by nultiplying

the statutory tax rate, even if it is the mninmm 80
cents per barrel, times the ELF
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The ELF forrmula results in lower effective tax rates
for smaller, low production fields and higher tax
rates for l|onger, highly productive fields. There is
a unique ELF for every conbination of total daily
field producti on and aver age daily per wel |
producti on.

The taxable value of oil is determned by deducting
allowable marine and pipeline transportation costs
from the destination value of the oil and its
di sposition point. This point is defined as either a
third-party sale or delivery to the producer's own
refinery. The destination value for nost dispositions
is tied by regulation to the Wst Coast spot price of
ANS [ Al aska North Sl ope] crude oil.

9:55:52 AM
MR DI CKI NSON st at ed:

The adm nistrative order sinply took sone fields who

were paying zero ELF, and, in other words, the |aw
said needed a lot of help -- needed basically all
their production in order to cover their cost. W
determined that that was not the case. The | aw

specifically gives us the authority to aggregate
fields together if, in fact, the legislative intent is
not being followed and you find situations where

you see there is ... a lot of production above the
economc limt ... which the applications requested by
t he producers below the economic limt and that's the
deci sion we made. One other very inportant point |

want to meke is that when a producer is going to
create a developnent they can cone and under our
regul ations can apply the Departnent of Revenue, say
we'd |ike to get an advanced ruling on the tax
treatment, we issue that. And | think it's very
inportant to say that this decision did not affect any
of our advanced ruling letters. | think the governor
was very firmyesterday in saying that we don't intend
to affect any of those and we are not going back on
any pronm ses we have made that the industry has relied
on.

ADJ OURNVENT
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9:57:16 AM
There being no further business before the commttee, the House

Special Committee on Ways and Means neeting was adjourned at
9:57 a.m
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