M NUTES
SENATE FI NANCE COWM TTEE
April 3, 2006
9:04 a.m

CALL TO ORDER

Co-Chair Lyda Geen convened the neeting at approximately
9:04: 09 AM

PRESENT

Senat or Lyda Green, Co-Chair
Senator Gary W/ ken, Co-Chair
Senat or Con Bunde, Vice Chair
Senat or Fred Dyson

Senat or Bert Stedman

Senat or Donny O son

Senat or Lyman Hof f man

Al so Attendi ng: DAN DI CKI NSON, CPA, former Director of the Tax
Di vi sion, secured as a consultant by the Ofice of the Governor;
CHERI E Nl ENHUI' S, Petrol eum Economi st, Departnent of Revenue

Attending via Teleconference: From an offnet |ocation: ROBERT
M NTZ, Assistant Attorney GCeneral, QIl, Gas & Mning Section,
Departnent of Law, From Anchorage: ROBYNN W LSON, CPA, Director,
Tax Division, Departnent of Revenue

SUMVARY | NFORVATI ON

SB 305-O L AND GAS PRODUCTI ON TAX

The Departnment of Law, the Departnent of Revenue, and a
consultant hired by the Ofice of the CGovernor reviewed two

presentations pertinent to the bill. The bill was held in
Conmittee.
#sb305
CS FOR SENATE BILL NO. 305( RES)
"An Act providing for a production tax on oil and gas;
repealing the oil and gas production (severance) tax;

relating to the calculation of the gross value at the point
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of production of oil or gas and to the determ nation of the
value of oil and gas for purposes of the production tax on
oil and gas; providing for tax credits against the tax for
certain expendi tures and | osses; relating to t he
rel ati onship of the production tax on oil and gas to other
taxes, to the dates those tax paynents and surcharges are
due, to interest on overpaynents of the tax, and to the
treatment of the tax in a producer's settlement with the
royalty owners; relating to flared gas, and to oil and gas
used in the operation of a lease or property under the
production tax; relating to the prevailing value of oil or
gas under the production tax; relating to surcharges on
oil; relating to statenents or other information required
to be filed with or furnished to the Departnent of Revenue,
to the penalty for failure to file certain reports for the
tax, to the powers of the Departnent of Revenue, and to the
di sclosure of certain information required to be furnished
to the Departnment of Revenue as applicable to the
adm nistration of the tax; relating to crimnal penalties
for violating conditions governing access to and use of
confidential information relating to the tax, and to the
deposit of tax noney «collected by the Departnent of
Revenue; anending the definitions of ‘'gas,' ‘'oil,' and
certain other terns for purposes of the production tax, and
as the definition of the term 'gas' applies in the Al aska
St r anded Gas Devel opnent Act , and addi ng further
definitions; making conform ng anendnents; and providing
for an effective date."

This was the third hearing for this bill in the Senate Finance
Conmittee.

CSSB 305( RES) :
The Rest of the Story

DAN DI CKINSON, CPA, Consultant to the Ofice of the Governor,
noted that the Commttee's first two hearings on this bil
focused on the key elenents of the proposed Petrol eum Production
Tax (PPT). Today's "The Rest of the Story" presentation [copy on
file] would focus on the relatively "mnor" issues” in the bill.

M. Dickinson communicated that this presentation would be

foll owed by a discussion conparing the provisions of the Senate
Resources conmttee substitute (CSSB 305) to those of the
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Governor's bill (SB 305) and the House of Representatives
Resources committee substitute, CSHB 488( RES)

9: 05: 54 AM

ROBERT M NTZ, Assistant Attorney Ceneral, QOl, Gas & Mning
Section, Departnent of Law testified via teleconference from an
offnet location. The "mscellaneous provisions” addressed in
this presentation could be categorized into two types. The first

being "inprovenments or corrections or updates" to current
production tax statutes, and the second being elenents, which
while not being "core points" of the bill, should be discussed.

M. Mntz comunicated that rather than "the |ogical approach”
taken in the discussions of the key elenents of the PPT, the
provi sions discussed today would be addressed in nunerical
section order.

Page 2
Sections 1 & 11

e Carify AS 43.55.020 (f) to reflect consistent
departnent interpretation, upheld in formal hearing
decision in 1996

* Prevailing Value is used to set a taxable value for
internally refined barrels

e May be noot for a taxpayer using “DNR’ or formulaic
val uati on

M. Mntz noted that Sections 1 and 11 of CSSB 305 would anend
AS 43.55.020(f) to include legislative intent, "recognizing this
is not actually intended to be a change in the law, but sinply a
confirmation and clarification of the law' as historically
interpreted by the Departnent of Revenue. These sections would
affirm the Departnent's interpretation of "the valuation of oil
and gas where either the selling price is not reflective of
mar ket conditions or where there is no actual sale". Previous
controversy in this issue had been resolved in favor of the
Departnment. There is currently no controversy in this regard.

M. Mntz exanpled a situation to which this provision would
apply: "a producer in an integrated conmpany that instead of
selling oil to soneone else, internally refines it in its own
refineries; there is no real sale price to use to value the oil
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Thus, the Departnment of Revenue woul d determ ne the value of the
oil based on "prevailing values". Taxes would be levied on that
basis. Wiile there was no continuing controversy in this regard,
the effort was to confirm the use of this practice as "the
appropriate interpretation of the |aw'.

Page 3
Sections 2 & 17

* Amends current statute (AS 43.05.230 and 43.55.040) to
clarify rules for using one taxpayer’s information to
determ ne anot her taxpayers tax

e Cenerally limted to Prevailing value calculation,
which may be npot for taxpayer electing alternative
val uation fornul a

» Taxpayer recipients of information are brought under
confidentiality provisions of AS 43.05.230

M. Mntz expressed that the explanation of this |anguage was
“longer than its inportance” since the issue being addressed
does not often arise. The Prevailing Market Value (PW) is where
“"the Departnent would cal culate what oil and gas is worth in the
mar ket, and tax the taxpayer on that basis". In order to nake
this determnation, the Departnment mght be required to gather
transaction information such as transportation costs from a
vari ety of taxpayers.

M. Mntz stated that a taxpayer paying under the PWMW scenario
m ght request to know the basis of the assigned value, and "in
fairness", it would be necessary to provide that taxpayer access
to "certain information subject to appropriate confidentially
protections"; specifically when one taxpayer's PW determ nation
depended on information from other taxpayers. Thus, this
| anguage would affirm that the Departnment could disclose that
information provided that disclosure adhered to appropriate
conditions preserving the confidentially of the information.

M. Mntz noted that this |anguage would also apply "existing
crimnal penalties for violating confidentiality to the persons
associated”" with the taxpayer granted access to confidential
information. Currently such penalties only apply to State
enpl oyees and officers; this would expand the penalties to
private individuals.
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Page 4
Sections 3 & 4

e Carify state income tax code that production tax is
not a tax “based on or neasured by net incone”

e Ensures that the PPT is deductible for state incone
t ax purposes.

M. Mntz communicated that this |anguage would clarify, rather
t han change, existing law allow ng production taxes on oil and
gas to be deductible when calculating incone taxes. Concern had
been raised regarding whether Alaska or another state "m ght
interpret the new tax differently because the tax is on the net
value rather than the gross value". These provisions would
clarify "the general rule that production taxes are deductible
for inconme tax purposes”.

Page 5

Section 6

* Anends AS 43.55.017 (a) to conform language to the
| nternal Revenue Code provision to which it refers

M. Mntz noted that a law regarding tangible billing costs
currently existed in the federal Internal Revenue Code. Section
6 was a technical anendnent which would "conforni existing
statutory | anguage to that Code.

9:12: 44 AM

Senator Stedman asked whether M. Mntz's references to
amendnents neant that an anmendnent would be forthcom ng or that
t he | anguage was already included in the bill.

M. Mntz clarified that the anendnents being discussed were
included in the bill.

M. Dickinson interjected to clarify that the Section nunbers
referenced in the presentation pertain to provisions in CSSB
305(RES), Version 24-GS2052\ C.

Senator Stedman expressed that the intent of his question was to
clarify that the |Ianguage being discussed was included in
Version "C'.
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M. Dickinson affirnmed. The purpose of this presentation was to
explain the affect of |anguage included in CSSB 305(RES),
referred to in this presentation as CSSB 305.

9:14: 16 AM

M. Mntz reiterated that any anmendnent being referenced was
enbodi ed in CSSB 305.

Page 6
Sections 9, 19, 20

Conf or m ng anmendnent s for | anguage consi st ency and
noder ni zati on

[ NOTE: The reference to Section 9 is incorrect. The correct
section is Section 8.]

M. Mntz pointed out that the current State production tax |aw
applied a separate tax on oil and gas. The production tax
proposed in the PPT would apply "a single tax" to both oil and
gas. Thus, the purpose of the |anguage in Sections 8, 19, and 20
woul d be to replace the word "or" with "and" where applicable in
this regard.

Page 7
Sections 10, 24, 26

* Repeals and Reenacts AS 43.55.020 (e)

e Sinplifies three tiered system where flared gas was
either tax free, taxed, or subject to tax and a

penal ty.

* Now gas and oil are not taxed or subject to
conservation surcharges if wused for necessary |ease
oper at i ons. (I'f AOGCC determnes they have been

wasted, then they are taxed.)

M. Mntz stated that this |anguage would sinplify existing
production tax provisions relating to "flared gas" which is gas
"rel eased, burned, or otherw se vented" and gas or oil used in
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the production process, such as gas or oil burned as fuel or
"gas that is re-injected for pressure naintenance".

M. Mntz stated that existing production tax |aw recognized
three categories of flared gas: flared gas "authorized for
safety purposes by the Alaska Ol and Gas Conservation
Comm ssi on" (AOCGCC) was not subject to the production tax; waste
flared gas was subject to the tax as well as a penalty equal to
the anmount of the tax; and flared gas authorized by AOGCC for
sonmet hing other than safety purposes was subject solely to the
tax. The PPT would condense the three categories into two: any
flared gas authorized by AOCGCC woul d be exenpt from the tax and
flared gas not authorized by AOGCC would be taxable. The penalty
currently assessed on waste gas was elimnated in consideration
of the fact that AOGCC would continue to levy its separate
penalty on it. Their penalty was higher than the penalty
currently levied by the Departnment of Revenue.

9:16: 57 AM

M. Mntz stated that the PPT would also expand the provision
exenpting the tax on "gas wused in |ease operations for
production” to also exenpt oil used in that manner. This oil and
gas woul d al so be exenpt from conservation surcharges.

Page 8

Section 14 and 15

» Conforming changes to 43.55.030(a) (dealing with tax
ret urns)

 Goss/net, and/or, sinplified reporting

* Repeals the $25 a day filing penalty which predated
the 43.05 civil penalties

M. Mntz categorized the |anguage in Sections 14 and 15 as
conform ng changes. The PPT would require additional information
in tax returns; specifically in regard to | ease expenditures as
“that would be a mmjor new deduction". In addition, the $25 per
day late filing penalty would be repealed as current State's
revenue statutes apply stiffer penalties to both late filings
and | ate taxes.

M. Mntz recalled a situation in which the filings of a small
producer who owned a mnuscule anount of production internally
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“"fell through the cracks". The $25 per day late filing penalties
"cascaded ...into many tinmes the tax due".

9:19: 02 AM

M. Mntz stated that since the Departnent of Revenue is
provided "limted discretion” in terms  of "conprom si ng
penal ties", a question of "fairness and proportionality"
soneti nes arose.

M. Dickinson also shared a situation in Cook Inlet in which, as
the result of a nunber of equity trades, a producer becane
unknowi ngly responsible for the filing due on "a fraction of a
percentage in a l|ease". Four years later when the producer
became aware of the situation, the $25 per day late filing
penalty generated a total penalty exceeding one mllion dollars
on a tax liability of approximately $100. Such situations
attributed to the decision to elinmnate the $25 a day penalty.
"This was a superfluous situation which led to bizarre results".

9:20: 11 AM
Page 9
Section 18

Anends AS 43.55. 080
e« Conforns statute to constitution

* Nanely: recogni zes that noney from resol ved disputes
goes into Budget Reserve Fund and not into the general
fund

M. Mntz conmmuni cated that AS 43.55.080 all owed noney resulting
from oil tax disputes to be deposited into the State's general
fund. Anending this statute, which predated the adoption of the
[ Constitutional] Budget Reserve Fund (CBR) anendnent that
required certain revenues resulting from the resolution of tax
di sputes to be deposited into the CBR, would conformthe Statute
to the State's Constitution

Page 10

Sections 27, 29
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* New definition of “gas
e Point of production noved downstream
e @Gas processing now included in Upstream

* New definition of “oil”
* Liquid hydrocarbons recovered by nechanical separation
or gas processing

9:21:14 AM

M. Mntz reiterated that the definition of gross value at the
poi nt of production would change under the proposed PPT. Wile
the point of production for oil "would not be mterially
changed”, the point of production for gas would nove downstream
of its current location. In addition, the definitions of gas and
oil would be changed. This "commobn sense approach” to the
definitions would consider "anything that is in a gaseous phase
at the end of the production process” to be gas and "anything
that is in a liquid phase” woul d be considered oil.

Page 11

Section 28

* Redefine “gross value at the point of production”

Ol pt.-of-prod. definition essentially unchanged (but
if there is gas processing, the pt.-of-prod. for
extracted liquids is downstream of processing)

e @Gas pt.-of-prod. is downstream of any gas processing

 If there is a conbined processing / treatnent plant
facility, pt.-of-prod. is further upstream point where
processi ng ends or treatnment begins

M. Mntz stated that under current Statutes, "gas processing,
which is the extraction of I|iquid hydrocarbons from gas, is
consi dered downstream from the point of production”. Under the
PPT, gas processing wuld be upstream from the point of
production. Furthernore, certain |iquid hydrocarbons extracted
during gas processing are considered gas under current
production tax statutes; however, they would be considered oil
under the definitions of the PPT.

9:22:41 AM
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M. Mntz stressed that there was an inportant distinction
bet ween gas processing and gas treatnent. Wile gas processing
was the extraction of |iquid hydrocarbons, gas treatnent, which
was "associated with the gas transportation process, would
i nvol ve extracting non-hydrocarbon conponents such as carbon
di oxide and conditioning gas to make it suitable for pipeline
transportation”. In addition, gas processing wuld be considered
upstream of the point of production while gas treatnment would be
consi dered downstream of the point of production

M. Mntz stated that Section 28 wuld also address the
situation in which an integrated facility conducted both gas
processing and gas treatnent. The point of production for gas
woul d be consi dered upstream of gas treatnent.

M. D ckinson advanced the presentation to page 14, as that
schematic would assist in understanding the point of production
process.

Page 14

[ This chart depicted a schematic pertaining to the Point of
Production process for oil and two schenmatics applicable to
t he Point of Production process for gas.]

9:24: 00 AM

M. Dickinson reviewed the current point of production process.
The point at which well fluids were nmechanically separated woul d
be considered the point of production for the mgjority of oil
and gas. The point of production for oil was the place at which
it is "netered and neasured and placed in a sales line". The
point of production for gas, were "a sinple lease" in place,
would mirror that of oil.

M. Dickinson comunicated, however, that the fluids on the
North Slope tend to consist of "a gaseous mxture of
hydr ocar bons" which, could not be defined as either oil or gas.
In Prudhoe Bay that fluid would be transported to a central gas
facility which is "a gas processing plant where valuable |iquid
hydr ocar bons are renoved".

M. Dickinson comunicated that under current definitions, the
stream of approxinmately 45,000 barrels a day of liquid
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hydrocarbons emtting from the central gas facility would be
transported via the Trans Al aska Pipeline Service (TAPS) and
"for all intensive purposes sold as oil downstreant. However,
"for tax purposes", that material would be treated "as if they
were gas".

M. Dickinson estinated that approxinately eight percent of the
fluid nmoving through TAPS was gas not oil. Under the revised
definitions of gas and oil in the PPT, any material transported
via TAPS woul d be recogni zed as oil.

M. Dickinson stated that, wunder the PPT, the gas processing
pl ant woul d be noved upstream of the point of production rather
than downstream as 1is «currently the case. Gas processing
expenses would qualify as a credit in addition to being a tax
deducti on under the PPT.

M. Dickinson stated that the credits allowed by noving the gas
processing plant upstream of the point of production would
increase a small producer or explorer's ability to build a
plant. "This may change the dynam c of the negotiations”. Rather
than the end result being "a dozen half enpty or half used
processing plants in the North Slope", it is anticipated that
this scenario would inprove a small producer's negotiating
position with a producer who currently has a facility.

9:27:40 AM

Senat or Stedman suggested that the gas processing schenmatic
depicted on the right portion of the page 14 graph nore
identifiably reflect the TAPS transportation conponent. Wile
the verbal discussion clarified that point, the graph as a
st and- al one did not.

9:28: 34 AM

Senat or Stedman requested that further information be provided
as to whether the credits issued to a producer via the gas
processing conponent mght be affected by Federal Ener gy
Regul at ory Conmi ssion (FERC) federal regul ations.

9: 29: 45 AM

M. Dickinson pointed out that, as depicted in the gas
production schematic on the right side of page 14, gas
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processi ng woul d be upstream of the point of production and gas
treatment would occur downstream of the point of production. In
the event of a conbined gas processing/gas treatnent plant the
poi nt of production would be between the two processes.

9:30: 21 AM

M. Dickinson shared the Admnistration's determnation that,
were a gas pipeline constructed, the gas treatnent plant, which
would be the last facility before the gas entered a nain
transportation |ine, would be considered "part of t he
transportation infrastructure”. As a condition of a gas pipeline
proposal currently being considered, the State would acquire an
ownership percentage in project conponents downstream of the
poi nt of production, such as the gas treatnment plant. Further
information in this regard would be forthcom ng.

9:31:40 AM

M. Dickinson concluded that "once you cross" the |ine between
the wupstream and downstream processes, a different set of
building and facility maintenance regulations would be in
effect, as the downstream facilities would be regulated by the
Federal Energy Regulatory Comm ssion (FERC). FERC would ensure
there being just and reasonable rates and that access would be
allowed for anyone desiring to use the line at that just and
reasonable rate. "The whole issue of credits and support woul d”
beconme nore conpl ex.

9:32:12 AM

Co-Chair Green noted that a six-page nenorandum [copy on file]
dated March 19, 2006 to Senator GCene Therriault from Donald
Shepler with Geenberg Traurig, a consulting firm to the
Department of Revenue, clarified that FERC would have the
ability to make deci sions regardi ng downstream events.

9:32: 35 AM

Senator Stedman asked that tinme be allotted to discuss the
information in M. Shepler's letter, as this issue has a "huge
inmpact”. Wiile the paraneters of such a discussion could be
limted to the issues addressed in this bill, the issue would
become nore conplicated as discussions advanced. It would have
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“maj or consequence” on how the credits provided to producers
could be utilized.

Co-Chair Green asked whether Senator Stednman was referring to
the 20 percent credit provision in the bill.

Senator Stedman affirmed. FERC s involvenent could negatively
i nfluence how production tax credits could affect a producer's
equity position. There is nothing concrete as to how the credits
woul d be recognized. H's understanding was that FERC s
regul ations would, in the case where a producer had a 40 percent
equity position and a 20 percent credit, result in the credits
"diluting” the producer's equity position. The Committee nust
"understand the full flow through of inpact on rates, inpact on
the value of the commopdity we're selling, when we nake these
deci si ons".

9:33: 56 AM

Senator Bunde stated that the schematics on page 14 were
confusing as they depicted two points of production for gas: the
center schematic depicted a point of production imediately
following the mechanical separation and the schematic on the
right depicted a point of production involving processing and
treat nent.

9:34: 35 AM

M. Dickinson explained that the Point of Production for Gas
followi ng the nmechanical separation referred to gas utilized on
the North Slope or small anmounts of gas sold for industrial
pur poses. The majority of North Slope gas would be the gaseous
m xture of hydrocarbons process reflected in the schematic on
the right side of the page. It's netering and weighing would
occur at the point of production after processing.

M. Dickinson conmmuni cated that the 8.5 billion cubic feet (Bcf)
per day of gas that is re-injected into the ground was not
consi dered "produced" and as such was never netered or neasured.
"Produced is a technical termof having a gross value at a point
of production.”

Senat or Bunde understood therefore that re-injected gas was not
considered "produced". Metering would only occur for gas
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identified in the schematic on the right side of the page 14
chart.

9:35: 50 AM

M. Dickinson affirmed. Wre the Central Gas Facility (CGF) at
Prudhoe Bay to remain in its current |ocation, and a separate
gas treatnent facility constructed near it, the point of
production for gas woul d be between those two facilities.

9: 36: 08 AM

Senator Bunde asked for further <clarification regarding the
point of production in a conbined gas processing/treatnent
pl ant .

M. Dickinson clarified that the schematic on the right side of
the page <contained two scenarios. One involved separate
processing and treatnment facilities, and one involved a conbi ned
processing/treatnent facility. In the latter case, the point of
production would be considered the point between the two
processes.

Senat or Bunde acknow edged.
9: 36: 46 AM

Co-Chair WIlken referenced a three-page handout titled "Prudhoe
Bay: Point of Production" [copy on file] provided by M.
D cki nson and asked whether the point of production was treated
t he sanme under SB 305, CSSB 305(RES) and CSHB 488( RES).

M. Dickinson affirnmed it was.

Senator Stedman reiterated that the inpact of FERC s regul ations
on how proposed PPT gas credits mght affect producers was "a
big big issue". To that point, he requested Cormittee nenbers to
carefully read the first paragraph in the Conclusion section on
page 6 of M. Shepler's nenorandum This |anguage reads as
foll ows.

| have not found any clearly binding precedent that answers
t he question you posed. However, since FERC bases rates on
the costs incurred to provide the services, the fact that
Proj ect Sponsors received quantifiable state tax credits
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and deductions as a direct result of investing in a GIP
suggests that FERC would be included to require that those
benefits be flowed through to shippers whom nmake us of the
GIP this would be the result | woul d expect.

9:37:52 AM

M. Dickinson stated that wunder the provisions of CSSB 305,
there was "a |line between gas treatnent and gas processing”. No

credits would be issued in regards to gas treatnent. "It is gas
treatment that typically is regulated by the FERC " Continued
mai ntenance of that 1line would provide "the «clear clean

separation” required.

Co-Chair Green understood that CSSB 305 would mintain that
line.

M. Dickinson affirned.

Senator Stedman infornmed the Commttee that the Point of

Production line being drawn between Gas Processing and GGas
Treatnment was the result of nunerous anmendnents to the bill. He
supported those anmendnents. Menbers should be cognizant of the
fact that many issues had been addressed during the bill's

Legi sl ative conm ttee process.

Co-Chair Geen pointed out that several issues had been
addressed in the Senate Resources committee substitute.

Senator Stedman affirmed. H's point was that, even though this
i ssue was addressed by the Senate Resources Committee, 1issues
such as the one he raised regarding FERC, should be issued
addressed by the Finance Conmitt ee.

Co-Chair Geen reiterated her understanding that the issue had
been addressed in CSSB 305(RES).

Senator Stedman affirned.

[ NOTE: The discussion regarding the information on page 14
concluded and the presentation cycled back to page 12.]

9:39: 08 AM

Page 12
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Section 30 (part 1)
* New definition of “Cook |Inlet Basin”

e For purposes of the 1.5 percent tax on |lessor’s
royalty share (outside of Cook Inlet Basin the tax is
5 percent)

M. Mntz noted that the royalty tax rate included in CSSB 305
for oil and gas activities specific to Cook Inlet pronpted the
inclusion of a new definition of Cook Inlet Basin in the
comm ttee substitute.

Page 13

Section 30 (cont.)

« Define “gas processing” and define “gas treatnent”

e Gas processing: physical processes that extract liquid
hydr ocar bons, upstream of a sales line or gas
treatment plant

e« Gs Treatnent: renoving non- hydrocarbon substances
and conditioning gas for sales |line

M . Mntz noted that M . D ckinson had addressed this
information in the discussion pertaining to page 14.

9:39:47 AM
Page 15

Section 31

* Repeal of superseded provisions, including individua
gas and oil taxes, ELF, and sone definitions

M. Mntz identified Section 31 would repeal sections of the
current production tax statute.

Page 16

Sections 32, 33
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e Applicability: Sections pertinent to taxing oil and
gas under the PPT apply to oil and gas produced
starting April 1, 2006

e Applicability: Prevailing value clarification of
existing law applies to all oil and gas

e Part-year conventions for 2006
e ELF based safe harbor for 6 nonths

M. Mntz stated these Applicability sections clarified that the
proposed PPT would apply to oil and gas produced as of April 1

2006. The prevailing value statutes addressed earlier in Section
1 page 2 were "sinply a clarification rather than a change in
the law', and therefore, that |anguage would apply to oil and
gas produced before or after April 1, 2006.

M. Mntz noted there being several transition sections in the
conmittee substitute. Since the PPT tax would not be in effect
until April 1, 2006, the first three nonths of the cal endar year
nmust be renoved from the determinations. The bill nust clarify
that the PPT provisions would apply to nine nonths rather than
12 nonths of the initial year of inplenentation

9:41: 03 AM
M. Mntz also noted the bill wuld include safe harbor tax

reporting and paynent to taxpayers for the initial six nonths,
as taxpayers could not be expected "to retroactively pay the

correct anount”. In addition, both the Departnent and taxpayers
would require tinme to "adjust their accounting and paynent
procedures to conply with the new tax provisions". In essence, a

t axpayer could pay the tax due under existing production tax
provisions for the first six nonths, then be required to nmake up
the difference in the tax paid and the tax that would have been
| evi ed under the PPT.

Page 17

Section 34

e Transition provisions --

e Departnent may develop PPT inplenenting regulations
i mredi ately

* Inplenenting regulations may have retroactive effect
to April 1, 2006
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M. Mntz noted the additional transitional provisions. This
| anguage woul d aut horize the Departnent of Revenue to begin work
i medi ately, rather than waiting for the effective date, on
i npl ementing regulations in the case the effective date was

sonething other than April 1, 2006. Language providing
retroactive authorization for inplenenting regulations was
considered "very inportant”. Regul ations nmust specifically

address the retroactive affect of the bill.
9:43: 26 AM
Page 18

Section 35

 Conform headi ngs of statutory provisions

M. Mntz stated this Section would allow for conformng
headi ngs of provisions "to the new tax |aw'.

Page 19

Sections 36, 37, 38

e Effective dates -

e PPT provisions take effect April 1, 2006but if they
take effect after April 1, they are retroactive to

April 1
e O her provisions take effect inmmediately
M. Mntz noted that, while the bill specified an effective date
of April 1, 2006, this |language wuld allow the bill's
provisions to be retroactive. "Provisions not integral to the
PPT, woul d have an i medi ate effective date."
M. Mntz concluded the presentation.
9:44:31 AM
"PPT: Conparing the Options"” dated April 3, 2006

ROBYNN WLSON, CPA, Director, Tax D vision, Departnment of
Revenue, testified via teleconference fromon offnet location to
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address the power point presentation titled "PPT: Conparing the
Options" dated April 3, 2006 [copy on file].

M. Dickinson noted that this presentation would review the
di fferences between the Governor's bill, SB 305, the House of
Representatives commttee substitute, CSHB 488(RES) and the
Senate Resources commttee substitute, CSSB 305(RES).

[NOTE: In these mnutes, the CGovernor's bill is referred to as
SB 305, the Senate Resources conmttee substitute is referred to
as CSSB 305 and the House commttee substitute is referred to as
CSHB 488. ]

9:46: 08 AM
Page 2
Ef fective Dates & paynents

e« (Governor's bill
*Effective 7/1/06

e House CS & Senate CS
*Ef fecti ve 4/ 1/ 06

M. Dickinson expressed that both CSSB 305 and CSHB 488 would
designate the provisions of the bill to be retroactive to Apri
1, 2006. SB 305 would have an effective date of July 1, 2006
CSSB 305 with its April 1 effective date and Progressivity
conponent woul d generate approxinmately $430 million nore revenue
than SB 305 with its July 1 effective date based on a forecasted
price of $58 per barrel. Ol was selling at $65 per barrel on
April 2, 2006. CSHB 488 would generate approximtely $300
mllion nore than SB 305.

Page 3
Ef fective Dates & paynents

e« (Governor's bill
*Effective 7/1/06

* House CS & Senate CS
*Effective 4/1/06
*6 nmo. paynent on ELF system 7th np. true-up
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M. Dickinson comunicated the Adm nistration's support of the
transitional period included in both the House and Senate bills.
Such | anguage was not included in SB 305 because the thought was
that were the bill adopted early in the Legislative session, a
six nmonth transitional tineframe would have been provided
between its adoption and effective date. That not being the
case, a transitional tinmeframe should be specified regardl ess of
whet her the Governor's bill or a Legislative commttee
substitute was adopt ed.

M. Dickinson explained the transitional period included in CSSB
305: a taxpayer could pay their tax as determ ned under the
status quo tax system for the first six nonths after the
effective date of the bill. The difference, or "true up"
bet ween the taxes paid and the anount due under the PPT would be
due during the seventh nonth. Interest and penalties would be
applied to any tax not satisfied at that tine. From that point
forward, the nonthly tax paid nust comply with the provisions of
the PPT. A true up of a calendar quarter's taxes nust occur by
the end of the follow ng cal endar quarter.

9:48: 56 AM
[ NOTE: The charts depicted on pages 4 and 5 were not discussed. ]
Page 6

Tax Rate

Annual G| Severance Tax(MIlions of 2005 Dol | ars)
Low Vol ume Scenario, $20, $40, and $60 per bbl
Governor's PPT at 20/ 20 and 25/ 20

[ This chart depicts various scenarios of the Severance Tax
under a | ow vol une scenario based on a 20 percent and 25
percent tax as influenced by $20, $40, or $60 per barrel
pri ces between the years 2005 and 2030. ]

M. Dickinson communi cated that the information on the charts in
this presentation were presented in the format previously
suggested by the Conmittee. For conparison purposes, a variety
of scenarios were depicted on one chart. Additional grid lines
were added, and the information on the vertical "Y' axis and the
hori zontal "X' axis would be uniformfromchart to chart.
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M. Dickinson stated that the chart on page 6 represented six
scenarios: the anticipated severance tax revenue generated by
the 20 percent tax rate proposed in SB 305 at a $20, $40 and $60
per barrel oil price as conpared to CSSB 305's 25 percent tax at
those same prices. The difference between the 20 percent and 25
percent tax at a $20 per barrel price would each generate "tens
of mllions of dollars”; however, they would provide an
"inconsequential"™ amount of revenue in conparison to the revenue
the State would receive at higher prices. He pointed out that
regardl ess of whether the 20 or 25 percent tax rate were in
pl ace, a $20 per barrel price would provide zero revenue to the
State by approximately the year 2014.

M. Dickinson continued that, at $40 per barrel, both SB 305 and
CSSB 305 would generate substantially nore revenue; however,
that revenue would start to decrease around the year 2014 and
woul d approach zero revenue around 2030.

M. Dickinson stated that, as would be expected, higher revenues
woul d be generated under both tax proposals at $60 per barrel
CSSB 305 would initially generate approximately $250, 000,000 per
year. The Governor's bill would generate a |esser anount.
However, as oil production, and consequently, revenues declined
the downward revenue slopes of the two tax rates "stay fairly
constant".

CHERIE N ENHU S, Petroleum Econom st, Departnment of Revenue
distributed a four page handout [copy on file] which further
portrayed the tax percentage conparisons. The first page, titled
"Slide 6: Tax Rate: Governor's Bill with 20/20 and with 25/20

Low Volune", presented line item Low Volune revenues, in a
"table" format, for the 20 percent and 25 percent tax rates at
$20, $40 and $60 per barrel for the years 2007 through 2030.

Uilizing the information on the Slide 6 sheet, M. Nienhuis
poi nted out that at $60 per barrel, the 25 percent tax proposed
in CSSB 305 would generate an "average annual increase" of $394
mllion dollars nore than the 20 percent tax proposed in SB 305.
The $597 million 24 year cunul ative revenue generated by the 25
percent tax at $20 a barrel would be a 231 percent increase over
the $180 nmillion cumul ative revenue generated by the 20 percent
tax at that price. "That's a significant increase." Additiona
conparison i nformati on could be deenmed fromthe Tabl e.

9:53: 51 AM
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M. Dickinson stressed that, while the percentage difference
between the two tax rates at $20 a barrel might be "huge, as a
dollar amount it's very very small".

Ms. Nienhuis concurred. She reiterated that the anobunts she had
guoted were cunul ative rather than yearly revenues.

9:54: 08 AM

Ms. Nienhuis noted that the cunulative difference between the 25
and 20 percent tax at $40 a barrel was approximately five

billion dollars. The 24 year cunulative difference at $60 per
barrel was approxinmately ten billion dollars.
9:54: 50 AM

M. Dickinson stated that the two tax rate scenarios at $60 a
barrel as referenced by Ms. N enhuis were depicted in graph form
on page 6 of the presentation. Initially the 20 percent and 25
percent tax rate at $60 a barrel would generate annual revenues
of appr oxi mat el y $2, 000, 000, 000 and $2, 500, 000, 000,
respectfully. "The two would fall off proportionately" as oil
vol une decl i ned.

9:55: 30 AM

Senat or Stedman characterized these revenue forecasts as
"ghastly | ooking nunbers". However, the situation would appear
different where it viewed in ternms of Total Governnment Take
verses industry take. The "fairness issue" is "the fundanental
issue in front of wus".

9: 55: 58 AM

In response to Senator Stedman's remark, Ms. Ni enhui s
distributed a graph titled "Total Governnent Take, Senate CS at
25/ 20 and 20/20, Low Volunme Scenario” [copy on file], which
reflected the Total Government Take as a percent of the barrel
price, based on CSSB 305's 25 percent tax rate and SB 305's 20
percent tax rate at prices ranging from $15 to $65 Al aska North
Sl ope (ANS) prices per barrel.

Senator Stedman stressed that the State's royalty and property
tax system were "regressive". The State nust have a progressive
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tax system "to counteract” those systens. The PPT being proposed
woul d provide the necessary progressive tax system Viewed on
its own, the PPT would appear "nore egregious” than were it
viewed as an elenment of the overall State tax structure

Senator Stedman understood the inclination to focus on the
revenue the tax would generate; however, he worried that
concentrating solely on the revenue mght "lead [the State] down
the wong road. And at the end of the day", an "incorrect
deci sion" about what would be in "the best interest of the
citizens" of the State for the sale of this combdity m ght be
made. Legislators should be mndful of the fact that royalties
and taxes have been used "as a selling nmechanisni.

9:57: 07 AM

Senator Bunde addressed Senator Stednman's comments by voicing
that his "egregious concerns" were his grandchildren and what
they would utilize to support their governnment. He pointed out
that a barrel of oil could only be "sold once".

Senat or Bunde understood that the oil industry was anticipating
oil prices to hover around $40 a barrel for the next severa
years. Wre that the case, sone of the scenarios being reviewed
were optimstic rather than reality.

9:58: 20 AM

Ms. Nienhuis acknowl edged there being a variety of revenue
forecasts. The Departnent of Revenue's long-term forecast
anticipated that ANS oil prices would range between $25 and $50.
The Departnent's long term forecast is revisited every two years
and would next be reviewed in the fall of 2006. The federal
Energy Information Administration (EIA) long term forecast was
$58. Because, oil prices are "all over the board", the decision
was made to present “"several different scenarios"™ to the
Legi sl ature.

Senator Bunde characterized the barrel as being "either half
full or half enpty" depending on the source.

9:59: 15 AM
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In response to a question from Senator Stedman, M. Nienhuis
stated that, while the "Total Governnent Take" handout, was not
part of today's presentation, it could be discussed.

Senator Stedman observed the information depicted on the Total
Governnment Take handout to indicate that at ANS prices between
$25 to $60 a barrel, the Governnment Take under either the 25 or
20 percent tax rate "stay relatively constant at approximately
60 percent".

Senator Stedman stated that the effort should be to maintain
that percentage going forward. It was his intention to ask Econ
One Research, Inc., the economc research and consulting firm
hired by the Admnistration, to update their Total Governnent
Take analysis to reflect CSSB 305 rather than previous versions
of the bill.

10: 00: 55 AM

Co-Chair WIlken recall ed Senator Stedman previously devel oping a
chart [copy not provided] which conpiled Econ One's analyses.
Thus, he asked whether Senator Stedman's intent was to update
t hat information.

Senator Stedman affirmed that to be his intent. The $60 ANS
price range projections presented today by the Adm nistration
were "slightly less" than those presented in the Econ One's
anal yses based on previous bill versions. The expectation would
be that when Econ One updated its numbers to reflect CSSB 305,
the nunbers would be <close to those presented by the
Adm ni stration. Updating Econ One's information would not be a
very cunber sone endeavor.

10: 02: 01 AM

M . Di ckinson stated that, on numer ous occasi ons, t he
Adm nistration and Econ One reviewed each other's statistical
nodel i ng anal yses. Both entities' nodeling results were close
when identical information was utilized. Otentines, however,
graphs woul d differ because different variables were utilized.

Senator Stedman reiterated his recommendation that Econ One
replace its previous nodeling analyses with that reflecting CSSB
305. This request should not be m sunderstood as questioning the
material provided by the Admnistration; the intent would be to
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have two nodelings of the sane bill version for conparison
pur poses.

10: 03: 50 AM

Page 7
Ef fect of Progressivity

Annual O'| Severance Tax (MIlions of 2005 Doll ars)

Low Vol ume Scenario, $50, $60, and $70 per bbl

Governor's Bill as witten, with House Progressivity, and
with Senate Progressivity

[ This graph provides nine |ow volune scenarios depicting
how the Progressivity factors incorporated into the Senate
and House PPT bills would conpare to the Governor's bill as
witten, at ANS prices of $50, $60, and $70 per barrel. The
"Y' axis reflects the Severance Tax revenue and the "X
axis reflects the years 2007 through 2030. ]

M. Dickinson explained that this graph depicted how the
Progressivity factor, which becones effective when ANS oi

prices exceeded $50 under CSHB 488 and $40 under CSSB 305, would
conpare to the provisions of SB 305, which, as witten, does not
contain a Progressivity conponent. The bottom line on the chart

represents the revenue for both the Governor's bill and the
House bill at $50 a barrel, as the House's progressivity factor
woul d not generate any additional nonies at that price. The
second line from the bottom on the chart would reflect the

revenue generated at $50 a barrel wunder CSSB 305 and its
Progressivity factor, which "kicks in" at a $40 ANS pri ce.

M. Dickinson noted that the lower of the next set of three
lines was SB 305 at a $60 ANS price with its flat 20 percent tax
"regardless of the profits". Above it, in close proximty to
each other, were graph lines depicting the revenues generated
under CSHB 488 and CSSB 305. It is apparent that at $60 ANS, the
House and Senate bills and their progressivity elements would

generate "quite a bit nore noney" than the Governor's bill at
that price.
M. Dickinson noted that the top tw I|ines of the chart

represented the revenues generated by CSSB 305 and CSHB 488 with
their progressivity elenents at $70 ANS. The line representing
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the CGovernor's bill at $70 ANS rests on top of the graph line
depicting the revenue generated by CSHB 488 at $60 ANS wth
progressivity. "In other words", the revenue generated by SB 305
at $70 ANS without progressivity would equate to the revenue
generated by CSHB 488 at $60 ANS with Progressivity.

M. Dickinson noted that while the revenue generated by the
Governor's bill would rise and fall with the price of ANS oil
the progressivity features of the House and Senate bill, while
different and triggered at different ANS prices, would generate
substantially nore revenue.

10: 09: 26 AM

Page 8
Wl & ANC Crude Prices: Jan 1988 - Feb 2006

[This chart conpares the WI price, which averages
$25. 01/ barrel, to t he ANS price whi ch aver ages
$22. 70/ barrel. The vertical axis represents the price per
barrel for the tinme frame of January 1988 through January
2006 in two year increnents as depicted on the horizonta
axis. Wiile WI prices are consistently slightly higher
than ANS prices, the markets mirror each other's rises and
falls.]

M. Dickinson advised the Commttee that the House Progressivity
feature was triggered by the West Coast Internediate (W) price
of oil rather than the ANS price utilized as "the key driver" of
the Senate's Progressivity feature.

M . D ckinson stated that, regardl ess of whet her t he
Progressivity feature was good or bad, either of these two
markets would be "viable broad indicators”™ of price as they
reacted to the sanme market influences, and, as indices, they
tend to trend together.

M. Dickinson conpared the WII and ANS oil trading markets. WI
"is widely traded". The general sense is that the WII market is
“imune from any kind of mnipulation® as it is a "very
transparent widely reported figure. ANS, on the other hand, is
just this one stream of oil, there are literally on average
maybe two or three sales a nonth", some nonths go wthout a
sale. Wiile the ANS price is reported daily, that price is
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sinply the "WIl price adjusted at the market differential". The
mar ket differential is the |ast ANS sale as conpared to the WI.

M. Dickinson stated that the two nmarkets m ght nove together
with a WII price two dollars higher than the ANS price. An ANS
sale is nmade at a price $1.50 less than the W price. This
would result in an ANS market adjustnment of 50 cents to align
the two markets going forward. Because the ANS price is based on
the WI, the recomrendation would be to utilize Wl as the |ong
term mar ket marker .

[ NOTE: The "Schematic Conparison of Tax of Guoss Prior to
netting out <costs at various (INCLUDNG VERY HGH!'!) Gl
Prices" chart on page 9 is discussed at Tine Stanp 10:17: 36 AM ]

Page 10
Wl - ANS Differential: Jan 1988 - Feb 2006

[ This chart indicates that, during times of falling oil
prices, ANS oil prices often experience a steeper fall than
the Wl price.]

M. Dickinson inforned the Conmttee that at tinmes when the WI
price dropped, the ANS price mght drop further due to a |ower
confidence factor. This would increase the price differential
between W and ANS. At one point in the past year, these
differences reached an "unprecedented" |evel which was worrisone
to sonme individuals. These situations could be built into the
nodel i ng; however, the overriding issue is that "generally", the
ANS price would continue to be approximately two dollars | ower
than the WII price. The "features" of the WI would nake it a
better marker of the index. On the other hand, in terns of
"cal cul ating the well head val ue", ANS should be utilized.

10: 13: 47 AM

Senator Stedman stressed the inportance of this information in
the discussion about the Progressivity trigger. The Senate
Resources Conmittee anmended the bill to change the trigger from
Wl to ANS West Coast. The issues associated with using ANS West
Coast should be recognized. WI, being nore fluid and having
hi gher volunmes, would be "less likely to be manipulated". It is
al so commonly utilized in the global financial market.
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Senator Stedman shared the belief that the use of ANS would
i nclude sone inherent risks to the State. Further discussion on
this i ssue should occur.

Co-Chair Geen asked whether wutilizing ANS would require an
adjustnment to be made to the Progressivity trigger point.

Senator Stedman declared that consideration should be given to
adjusting the $40 trigger point to account for the two dollar
di fference between WII and ANS.

10: 15: 14 AM

Senator Stedman referred the Conmttee back to the "Effect of
Progressivity" chart on page 7 which reflected the differences
between the Progressivity factors included in the House and
Senate bills as conpared to SB 305 which does not contain a
Progressivity factor. He suggested that the information
pertaining to the Senate and House bills be "rechecked" as the
differences were not what he had expected. In addition, he asked
that the chart be reformatted to consistently depict the
different pricing scenarios for the Senate in one color, the
House in another color, and the Governor's bill at another
col or.

Senator Stedman reiterated that once Econ One revised its
i nformation conparing the Progressivity relationship between the

House bill and the current version of the Senate bill, any
needed nodifications or errors in either bill mght beconme nore
evi dent .

10: 16: 31 AM

Co-Chair WIken asked whether the differences between the
House's Progressivity rate being based on WII and the Senate's
being based on ANS mght be evident on the April 3, 2006
"Conparison of PPT Bill Versions - Highlights" summary sheet
[copy on file] provided by the Departnment of Revenue.

M. Dickinson stated that the differing Progressivity factors
are depicted on the fourth line item on the sheet, titled
"progressivity surcharge.

Co-Chair W/ ken acknow edged.

SFC- 06 (28) 04/ 03/ 06



M. Dickinson agreed that the color coding suggested by Senator
St edman nmade good sense. Several of the Departnent of Revenue's
mat eri al incorporated that approach.

10: 17: 36 AM

Page 9

Schematic Conparison of Tax on Goss Prior to netting out
costs at various (INCLUDING VERY HGH'!!) QI Prices

[ This chart depicts how the tax on gross revenue woul d | ook
under the House, Senate, and Governor's PPT bill proposals
at prices ranging from$10 a barrel to $170 per barrel.]

M . Di cki nson stated this gr aph depi cted how "truly
extraordi nary" high prices would affect the tax on gross revenue
under the House, Senate, and Governor's bills.

M. Dickinson specified that, at "very high prices", the
di fference between basing the tax on net and gross revenue would
be inmaterial. The revenue generated by a $160 barrel price
gross, which would equate to a net of approximtely $150, as "a
percentage, is very close". He pointed out that rather than the
focus being on the outcone of barrel prices at the |ower end of
the chart, the focus should be on the outconme of prices
exceeding $100 per barrel. Wile oil mnmight not achieve that
price, people should be aware of what m ght happen were prices
to escalate to that |evel

M. D ckinson continued that, regardless of price, SB 305 wth
no Progressivity element would sinply apply a 20 percent tax on
a conpany's profits. At $100, the rate of tax charged under the
CSHB 488 with its 20 percent tax rate and a $50 Progressivity
conponent, would "essentially double” and then stay relatively
flat. At $110 per barrel, CSHB 488 would basically collect "50
percent of the value". The producer would be required to pay
royalty, federal taxes, and other obligations wth the 50
percent they garnered.

M. Dickinson stated that CSSB 305 with its 25 percent tax and
$40 Progressivity factor would inpose a slightly higher tax rate
until approximately the $85 to $110 price range when both the
House and Senate tax percent takes would be approximtely the
sane. However, it should be noted that at approximtely $110 a
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barrel, sone feature in the House bill would cause that tax rate
to clinb dramatically while the Senate tax percentage would
continue a steady upward clinb. The trends depicted on the graph
woul d be expected to continue through the $200 per barrel price
range.

M. Dickinson exanpled how the tax rates that would be inposed
under CSSB 305 and CSHB 488 and SB 305 were oil prices $200 a
barrel. At that price, deductions for expenses would be "a
fairly mniml percentage". The 20 percent tax on oil priced at
$200 a barrel under SB 305 would equate to a total tax of $40.
The tax collected under CSHB 488 would be approxinmately 50
percent or $100. The tax collected under CSSB 305 would be
approximately 45 percent or $90. "Real differences" in the tax
coll ected would surface when prices exceeded approxinmately $100
per barrel.

10: 21: 19 AM

Co-Chair WIlken stated that the price range depicted on the
hori zontal axis m ght appear "absurd" but there m ght be "short
periods of time" when they could be realistic. To that point, he
asked whether the Senate Resources Committee had discussed the
Progressivity factor in consideration "of the cost of getting
that oil out of the ground”, for, when oil prices increase from
$40 a barrel to $120 a barrel, the cost of extracting that oil
and shipping it to market does not triple. Therefore, he queried
as to whether a study has been conducted that would specify how
much it would cost to extract oil when prices were, for exanple,
$40 a barrel or $120 a barrel

M. Dickinson understood that Roger Marks, Petroleum Econom st,
Department of Revenue has touched on this issue when he

presented to the Commttee. Wwen oil prices were $120 per
barrel, producers would extract oil they previously would not
have. For instance, the cost to extract oil in an area m ght

amount to $30 a barrel. Wiile a producer would not extract that
oil when barrel prices were $40, he might extract it when prices
increased to $120 a barrel. The reason that extraction costs
increase "as the long term forecasted price goes up is because”
oil that is nore expensive to extract would be extracted. There
is also the "direct effect” on fuel costs and other expenses
which mght increase as prices do. "At low prices, you pick the
|l ow hanging fruit, and as prices get higher, you get nore and
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nore conplex arrangenents, nore and nore expensive arrangenents
to get the oil out of the ground.”

M. Dickinson stated that heavy oil had an eight dollar
devel opnment cost as conpared to a five dollar devel opnent cost
for regular oil. A graph depicting this information could be
devel oped. While this is a viable point, a limted anmount of
data was avail abl e.

M. D ckinson noted that, although there have been "five years
of relatively high prices" including tw years of very high
prices, few "investnents to extract nore challenging barrels
have occurred on the North Sl ope.

Co-Chair WIlken qualified that his question regarding the cost
of extraction relative to the price of oil per barrel pertained
to extracting oil in existing fields rather than fields which
are nore expensive to devel op.

Co-Chair WI1ken voiced being confortable with the prospect of
the State being able to share in profits as they increased, as
woul d be allowed by the Progressivity el enent. Revenue generated
under SB 305, without a Progressivity elenent, does not allow
that. Further discussion on the increnental costs to the
producers as oil prices increase woul d be appreciated.

M. Dickinson responded that the extraction costs relative to
the price of oil in existing fields could be provided "fairly
easily".

10: 25: 22 AM

Senator Dyson stated that he had previously asked the sane
guestion. "It seened intuitive to me that production costs would
not go up lock step with the price.." Another factor presented by
one of the major oil producers was that "at the higher prices,
not only are you going after nore expensive deposits, but the
conpetition for resources goes up". R g day rates and | abor
costs would increase because of supply and demand. Wiile he had
consi dered increased costs associated with higher fuel costs and
the extraction expenses of the "nore difficult” oil, he had not
considered the effect of supply and demand. Nonethel ess, the
i ncreased costs percentages should not match the increase in
barrel price percentages.
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10: 26: 13 AM

Senat or St edman, when conparing the House, Senate and Governor's
PPT bills' tax percentages at high oil prices as depicted on
page 9 to the Low volune Progressivity chart on page 7, noted
that the House take depicted on page 7 at $70 a barrel was
hi gher than the Senate take, but the Senate take was higher than
the House at that price on the page 9 chart. These cal cul ations
shoul d be rechecked.

Senator Stedman, referring to the chart on page 9, understood
that during "their economc planning”, the industry included
proj ections based on high, nmedium and |low prices. The high price
scenarios would include nechanisns allow ng those scenarios to
be viewed in ternms of today's dollars. To that point, the hefty
increase in the House percentage take, as reflected on the chart
at prices near the $100 range, mght be "problematic in the
i mpact on the econom c nodeling"; specifically when conpared to
the "fairly predictable incline going forward® that would be
incurred under CSSB 305. Its inpact would be easier to factor
into the industry's econonmic nodeling analyses. This question
should be posed to the industry economsts who would be
testifying before the Comrittee in a few days.

10: 28: 05 AM

M. Dickinson appreciated the point being nade by Senator
Stedman. "This slide is very schematic" and was neant to
enphasi ze how the three versions of the PPT would be affected by
high prices. The information was based on gross dollars w thout
consideration of expenses. The Commttee should not place "too
much enphasi s” on the | ower barrel price schematics.

Senator Stedman also expected the industry to argue that the
Progressivity elenent would renove sonme of the industries’
"wi ndfall or unexpected upside, and indirectly ...that's true".
However, the Progressivity factor would serve to nmintain a
bal ance "going forward so that one side doesn’'t advantage or
di sadvant age t he ot her™".

10: 29: 33 AM

Page 11

Transition Provi sion
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Governor's bill
* 5 year | ookback, deductible over 6 years

House CS
* 3 nonths of capex and opex

Senat e COW TTEE SUBSTI TUTE
* 5 year | ookback, 2 for 1 recoupnent

ROBYNN WLSON, CPA, Director, Tax Division, Depar

t ment of

Revenue, testified via teleconference from Anchorage and

reviewed the transition provisions in the bills.

10: 31: 20 AM

Page 12

Transi ti on Treat ment

e (Governor’s bill

*Al | owabl e deduction if oil > $40/ bbl
e House CS

*Deducti on over 9 nonths

*No oil price test
e Senate CS

*Credit—Ao0 oil price test

*Sunsets 31/31/2013

Ms. WIlson noted there would be "no oil price test"” under the
provisions of either the House or Senate bills. CSSB 305 would
termnate the transitional deductions on March 31, 2013.
10: 32: 13 AM

Page 13

Transition Provision

Annual G| Severance Tax (M Ilions of 2005 Dol | ars)

Low Vol ume Scenari o, $40, $60, and $80 per bbl

Governor's Bill, wth House Transition, and wth Senate

Transition

[ This graph conpares the severance tax revenues the State

would receive from SB 305, CSHB 488 with its transition
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provisions and CSSB 305 with its transition provisions, at
$40, $60 and $80 per barrel oil prices. The vertical axis
depicted projected severance tax revenues for the years
2007 to 2014 as depicted on the horizontal axis.]

Ms. WIlson noted that the revenue graph lines wthin each price
set were fairly close together. Most inportantly, this graph
inpressed the point that "the difference between specific
transition provisions matters sone, but it doesn't matter nearly
as nmuch as the price of oil".

Ms. WIlson noted that only two |lines appeared on the graph at
the $40 per barrel price, as the severance tax revenues garnered
under SB 305 and CSHB 488 would be the same and thus were
reflected as one line. The other line would represent the tax
garnered under CSSB 305 at that price.

10: 33: 49 AM

Ms. N enhuis informed the Commttee that the House transition
provision tine frame was nine nonths and thus would occur in
both fiscal year (FY) 2006 and 2007. Since this analysis began
with the year 2007, the House FY 2006 revenue was included in
t he 2007 revenue.

Ms. Nienhuis noted that this infornmation was also depicted in
the table titled "Slide 13, Transition: Governor's Bill as
witten, wth House Transition, and with Senate Transition, Low
Vol une” on page 3 of the handout she had earlier provided. She
rem nded that the transition credit provisions would termnate
in 2013.

10: 35: 05 AM

M. Dickinson, referring to a table on Slide 16, pointed out
that because "the Senate bill has no dollar floor" on the price
of oil, credits would be allowed "in a |ower price environment".

Therefore, in a |low price scenario, CSSB 305 woul d generate |ess
revenue than either SB 305 which does not allow deductions to
occur until oil prices exceeded $40 a barrel or CSHB 488 which

does not provi de "any transition expendi tures”. The
"relationships would flip" at higher prices because while CSSB
305 would allow a credit, it would be less than that allowed

under SB 305 because "it would be tied" to the two for one
i nvestment reinbursenent. The belief is that "not every conpany
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will be spending twice as nmuch in that future period as they did
in the past”". As reflected in the chart on page 13, while CSSB
305 would vyield higher revenue than SB 305, the revenue
generated by CSHB 488 would exceed both those because it does
not contain a transitional investnment expenditure all owance.

10: 36: 48 AM

M. Dickinson reiterated that the transition provisions would
expire by the year 2014. However, the transitional provisions
included in SB 305 could extend beyond that date, were prices to
fluctuate above and bel ow $40 a barrel.

Senator Stedman asked for further information about "how to
handl e the inpact of the two for one as far as expectations of
use".

10: 37: 30 AM

M. Dickinson understood the nodeling included an estimte that
"70-percent of the ampbunt of the investnment would be reclainmed".

Senator Stedman asked therefore whether a 40 percent or 90
percent usage would significantly inpact the nodeling. The two
for one recoupnent |anguage was suggested by Dr. Pedro van
Meurs, a consultant to the CGovernor, and added to the Senate

Resources bill "late in the day". Wiile it was considered to be
"a well crafted concept”, its inpacts have not been thoroughly
di scussed.

M. Dickinson replied that "sensitivity figures" in this regard
coul d be devel oped.

10: 38: 38 AM

Page 14

Base Al |l owance

e CGovernor’s bill
*Up to $73M standard deducti on

* House CS
*Up to $12M credit (= $60M deducti on)
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e Senate CS
*5000 barrel plan

Ms. WIlson stated that the base allowance formula in CSSB 305
was referred to as the 5,000 barrel plan. The bill included a
production per day fornula, factored at 20 percent. As a result
of this fornula, a percentage of each day's production would be
tax free until production exceeded 30,000 barrels. On |ow
production days, the allowance percent would be higher than that
of high production days.

Ms. WIson noted that the bill incorrectly specified an
al l owance for up to 55,000 barrels a day. The correct anount
woul d be 30,000 barrels a day. That would be the point at which
the deduction wuld be disallowed. The Senate Resources
Commttee adopted an anendnent that |owered the anount from
55, 000 to 30, 000 barrel s; however, t he change had,
i nadvertently, not been reflected in the commttee substitute.

Ms. W I son conmunicated that the maxi num 100 percent deduction
woul d be allowable at a 5,000 barrel per day or |ess production
| evel, as depicted in the "lIllustration of base allowance at
vari ous production | evels” graph on page 16.

Ms. WIlson stated that while CSSB 305 "provides a deduction
based on production", SB 305 would provide a $73 mllion dollar
standard deduction. The House followed SB 305 s Ilead, but
substituted a credit for the specified dollar standard
deduction. Thus, the 20 percent credit rate included CSHB 488
would allow a maxi mum credit of $12 nmillion or approxinmtely $60
mllion in standard deducti ons.

Co-Chair Green understood that the allowance |anguage should be
corrected to 30,000 barrels rather than 55,000 in CSSB 305.

Ms. Wlson affirmed a correction would be required.

Co-Chair Green understood that this change was the result of an
anmendnent adopted by the Senate Resources Committee.

Ms. WIlson affirned.
M. Dickinson noted that the reason for the barrel reduction was

that, under the formula, any anount between 30,000 and 55, 000
barrels a day would result in "a nonsense fornmulation”
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10:41:41 AM

Page 15

Base Al |l owance Sunset

e ((overnor’'s bhill
*No sunset

e House CS
*Sunsets 3/31/ 2016

e Senate CS
*Sunsets 12/31/ 2013

Ms. WIson reviewed the base all owance term nate dates.

10: 42: 17 AM

Page 16

II'lustration of base all owance at various production |evels

[ This graph depicted the percentage of allowance provided
at various daily barrel production volunes under CSSB 305.
A 100 percent deduction would be allowed on a 5,000 barrel

or less per day production. No allowance would be provided
when producti on exceeded 30,000 barrels a day.]

Ms. WIson reviewed the graph.

10: 42: 52 AM

Page 17

Base Al |l owance, or Credit

Annual O'| Severance Tax (MIllions of 2005 Doll ars)

Low Vol ume Scenari o, $20, $40, and $60 per bbl

Governor's Bill as Witten, with House Credit, and wth
Senat e Deducti on Provisions

[ This chart depicted how the base allowances and credits
included in SB 305, CSHB 488, and CSSB 305 would affect the
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Severance Tax paid to the State at $20, $40, and $60 per
barrel prices for the years 2005 t hrough 2030.]

Ms. WIlson stated that this graph depicted the affect of the
base all owance/credits on the Severance Tax under the provisions
of the bills at three different price levels. At all three price
ranges SB 305 would provide the |owest Severance Tax revenue.
The Senate and House bill revenues would be aligned after the
year 2016 because the base allowance provisions would term nate
at that tine.

10: 43: 41 AM

Ms. N enhuis noted that at $20 a barrel the inpact of the
al l onances would be insignificant. However at $40, the House
credit would increase revenues by 13 percent and the Senate's
deductions would increase revenues by 18 percent over that
resulting from SB 305, which does not include any of these
provisions. At $60, the House credit would be six percent nore
and the Senate deduction would be eight percent nore.

10: 44: 12 AM

Senator Stedman suggested that a table be provided which did not
i nclude other things such as SB 305's "$14.6 nillion per year
into perpetuity" credit or the House or Senate bill's deductions
or credits. For exanple, one of the concerns raised is that,
under CSSB 305, capping the barrel allowance at 30,000 barrels
per day as opposed to the original 55,000 barrels per day m ght
have "created nore of an inpact on industry than was
antici pated".

M. Dickinson thought that the chart on page 17 m ght address
Senator Stedman's concerns. As depicted on the chart, the
provi sions of CSHB 488 appear to have the sane effect on the
severance tax as SB 305; however, when the House provisions
expired in the year 2016, the affect would resenble that of CSSB
305. "The point is that the effect of the Senate's provisions is
very very small." Wen the House credits expired and "basically
no deductions at all" were to occur, the dollar volunes at that
poi nt would be very close to those of CSSB 305. Only a "handfu

of very small conpanies" producing less than 5,000 barrels a day
woul d benefit from CSSB 305's 5,000 barrel a day deduction. "The
dol | ar amount of that" deduction is fairly small."” This m ght be
nore apparent were the graph designed differently.
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10:46: 57 AM

Senat or St ednman acknow edged that after the year 2017 when the
al l owance provisions of both the House and Senate conmittee
substitutes expired, the two graph lines would trend together.

At that point this would be "a null issue". However, the concern
is that perhaps CSSB 305 "took too nuch off the table in this
particular area". This Commttee should further review this
i ssue.

10: 47: 41 AM

Co- Chair Green understood therefore that the concern was whet her
30,000 barrels or 55,000 barrels would be the appropriate
nunber .

Senat or Stedman affirnmed. The concern was that this change "took
too much off the table". There mght not be nuch difference
between the inpacts of CSSB 305 s barrel allowance and there
being "no all owance at all™

10: 48: 21 AM

Senator Stedman stated that having this information would assi st
i n determ ning whet her including an all owance was necessary.

M. Dickinson acknowl edged that the information being reviewed
does not provide that information. Such information would
provi de a good visual conparison

Page 18

Paynent Safe Harbor

e CGovernor’s bill
*90% wi t h annual true-up
*No interest if 90%test met
e House CS
*90% wi t h annual true-up
*I nterest due on true-up anount
*Penalty if 90% not net
» Senate CS
*95% with quarterly true-up
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*No interest if 95%test net

Ms. WIlson stated that wunlike current production |aw which
requi red producers to pay 100 percent of the tax, the PPT would
provi de producers the option to estinmate such things as capita
expenditures. CSSB 305 would allow a producer to pay 95 percent
of his tax each nonth with a calendar quarterly true up. No
interest would be due were those conditions net.

Ms WIlson stated that both SB 305 and CSHB 488 would require a
90 percent safe harbor nonthly paynent. However, CSHB 488 woul d
i npose penalties if less than 90 percent was paid and it would
charge interest on the annual true up anount. SB 305 would not
i npose interest if less than a 90 percent safe harbor was paid.

10: 51: 02 AM

Page 19

Spi || Surcharges
AS 43.55. 201, AS 43.55. 300

e (overnor’s bill
* No change to total 5 cents
* No change to split (2/3)

e House CS
* No change to total 5 cents
* Changes split to 1/4

e Senate CS
* | ncreases total to 6 cents
* Changes split to 1/5

Ms. WIlson stated that while SB 305 would continue existing
spill surcharges, the House and Senate conmttee substitutes
made changes in that regard. CSSB 305 woul d i ncrease the current
five cent per barrel fee to six cents per barrel. In addition,
it would change the current split, which was three cents payable
and two cents suspended, to five cents payable and one cent
suspended. CSHB 488 woul d continue the five cent per barrel fee
but would change the split to four cents payable and one cent
suspended.

Senat or Bunde asked Senator Stednman, who was a nenber of the

Senate Resources Committee, what pronpted the decision to change
the split.
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Senator Stedman deferred to Co-Chair WIlken who had nore
hi stori cal know edge about the spill surcharge fee split.

Co-Chair WIlken explained that the five cents per Dbarrel
currently collected was deposited "into a pot": three of the
five cents was utilized to support departnment operations and the
remaining two cents supported clean-up activities. Wen the fund
bal ance reached $50 million in 1995, "the two cent infusion was
halted". Since that tine, the Departnment has "whittled" the
noney down and the pot is currently enpty. This effort would
assist in reconstituting the spill mtigation fund and provide
nmoney to the Department to support prevention, education, and
response efforts. These funds have comonly been referred to as
"4/ 70" funds.

Co-Chair WI ken was unsure why the decision was made to increase
the fee to six cents.

M. Dickinson comunicated that the Senate Resources Conmnittee
made t hat deci sion

Senat or Bunde understood the nechanism but was seeking an
explanation for the increase to six cents.

Senat or Dyson, also a nenber of the Senate Resources Commttee,
added that this noney was reflected in the State's Operating
Budget. Several departnments which had utilized the 4/70 fund in
the past, were now seeking general fund noney to support
operations the 4/70 fund had previously supported. The
reconstitution of this account would support a variety of
fundi ng needs.

Senator Stedman stated that further information on the decision
to increase the fee to six cents could be provided.

10: 55: 26 AM
Page 20
Spill Fees

[ This graph depicts the affect of the one penny change in
the collected Spill Prevention Fee anount under the Low
Vol unme scenario and the Hi gh Vol unme Scenari os. ]
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Ms. WIlson stated that the collection of one penny a barrel
woul d equate to approxinmately three mllion dollars a year.
Under the Low Volune scenario, the one penny fee would end in
the year 2030. The Hi gh Volunme scenario fee collection would
continue. She noted that the rises in the H gh Volunme scenario
line depicted small new fields comng on |ine.

Senator Stedman noted that even though the PPT discussion has
concentrated on billions of dollars, it should be noted that the
impact of this penny a barrel should not be discounted as the
noney generated would really add up.

M. Dickinson defined the Spill Fees chart as being "multi-use",
as it could represent the affect of any one penny novenent in
price.

10: 56: 52 AM

Page 21

O her differences

e Credits refundabl e?
* Up to $10Min House CS only

* Abandonnent
* Governor’s bill: no specific provision
* House CS: No credit avail able
* Senate CS: No credit available for old production
» Catastrophic oil spill expenses not deductible under
House CS

e SB 185 credits: extended 10 years in House CS

Ms. WIlson state that this information identified notable
di fferences between the three bill versions. It also addressed
guestions that have been raised such as which bill(s) would
refund credits and how they addressed abandonnent, catastrophic

oil spill expenses and previous petroleum tax legislation
credits.
10: 58: 35 AM

Page 22

Private Royalties
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o State and federal royalty interests are tax free so a
producer typically pays tax on 7/8ths of its
production fromthese | eases.

e Private royalty interests are not tax free, so
producer typically pays tax on 8/8ths of its
production fromthese | eases.

M. Dickinson stated that State and federal royalty interests
were tax exenpt under the current production tax statute. Thus,
a producer would pay tax on, for instance, 7/8ths of their
production froma State or federal |ease.

M . D ckinson comunicated however that “"private royalty
interests are not tax free". Therefore, a producer having a
private royalty they nust pay a production tax on 8/8ths of
their production. Therefore, the issue is that the | aw specified
an exception for State and federal |eases but not for private
| eases.

11: 00: 20 AM

Page 23
Private Royalties

* Existing |law authorizes producer to pass production on
to royalty owner
* Royalty owner bears no responsibility as a tax

payer .

* More difficult to cal cul ate under PPT

* CS establishes new tax rate on existing private
royalty | eases, (excludes private lessor’s royalty
i nterests from PPT)

M. Dickinson pointed out that existing law, which is a matter
of public policy and does not affect the State's actual take

specified that "when in a private royalty situation, the |essee
is settling up with a lessor and paying their royalties, they
can deduct severance taxes that they pay. The producer is
responsi ble for the severance tax but they can deduct it from
the settlenent they make to the royalty owner ... The royalty
owner bears no responsibility" to the State as a tax payer, as
the production tax was applicable only to the producer. The
problem is that under the provisions of the PPT, the tax would
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be on net value rather than the gross value at "the point of

production at each point". Thus, the tax on a |ease specific
private royalty value would be nore difficult to calculate, as
all "exploration interests" of the producer would be factored
in.

M. Dickinson also noted that currently, "the royalty owner gets
their settlenent free and clear of any costs". However, under
the PPT, upstream costs would be deductible. So, what was "a
relatively sinple matter” under existing production |aws would
be "controversial"” under the PPT.

M . Dickinson enphasized however, that, even though this issue
is of inportance to private royalty owners, it does not "have a

|arge affect on State revenues". Even though the nunber of
private royalty |eases mght increase, "statistically" the
nunber of private |eases would continue to be a small segnent
overall. However, in order to address this issue, "the anount of

the pass through” could be adjusted to address the inpact the
PPT woul d have on private royalty | eases.

M. Dickinson stated that in response to this concern, CSSB 305
incorporated "a new rate on existing private royalty |eases".
Because the PPT would be based on gross value at the point of
production instead of net, CSSB 305 decreased the private
royalty tax rate to five percent on all existing |eases with the
exception of Cook Inlet where the rate would be 1.5 percent.
This new tax rate would be easy to calculate and shoul d address
i ndustry concerns.

M. D ckinson advised however, that two issues remained. The
first being that "private royalty owners are excluded from the
PPT", and the second being that the PPT does not "address what
woul d happen"” with future private royalty |eases. Wile CSSB 305
i ncluded |anguage requesting that the Comm ssioner of the
Departnment of Revenue issue a reconmendation in this regard, "it
doesn’t say how that would beconme law'. The uncertainty as to
what the tax rate would be would be of concern to someone
holding a private royalty interest or when a |ease was being
renegotiated. Currently the tax in these cases is zero.

11: 03: 46 AM

Co-Chair W1 ken asked that a "real world exanple” of this issue
be provided in a subsequent neeting.
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M . Dickinson agreed.

11: 04: 13 AM

Page 24

Private Royalties - Settl enent

* New Formula for Settlenent in Gov's Bill:
* Total tax paid by producer/Total non-royalty bbls *
Private royalty bbls

* New Forrmula for Settlenment in CS:
* Total tax paid by producer/total gross value at the
poi nt of production * Private royalty bbls

M. Dickinson stated that another private royalty concern woul d
be to cenment a formula on other things such as "overriding
royalty interests"” and situations in which the royalty tax m ght
be unclear. SB 305 addressed this issue by including "a formula
for allocating this share". After working with the Al aska Ol
and Gas Association (AOGA), a new formula was included in both
the House and Senate committee substitutes. This fornula was
acceptable to ACGA and to the Administration. The fornula, which
would be a "fair allocation" based upon the total tax and the
royalty and non-royalty variables, "would allow the |lessee to
pass on to the lessor a fair amount of the tax". Further details
in this regard could be provided.

11: 05: 19 AM

M. Dickinson distributed a three page handout [copy on file]
whi ch updated information regarding the current and proposed
Poi nt of Production process in Prudhoe Bay as discussed during
the April first PPT hearing. The diagram on the first page of
t he handout depicted the current point of production in Prudhoe
Bay. Well fluids were sent to a separation facility, referred to
as a flow station or gathering center. One of the "streans of
oil" emtting from that facility flowed through a Lease
Automatic Custody Transfer (LACT) Meter into the Trans Al aska
Pipeline (TAPS). The point at which the oil noved from the LACT
Meter to TAPS is currently recognized as the point of production
for the oil tax as well as the point of production for royalty.
The handwitten notation on the diagram "COIP Point of
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Production for GO I" was added between the Separation Facility
and the LACT Meter point to specify where oil utilized on the
North Slope for production purposes was taxed. This would
address the crude oil topping plant (COIP) process that "takes
and refines oil" and, like a gas station, provided it to trucks
working on the North Slope. The COIP is currently defined in
statute as a point of production because the oil was processed
and transited through a netered sales I|ine.

M. Dickinson continued. The fluids flowng from the separation
facility also flow to a Central Gas Facility (CGF). Currently
the inlet to the CGF is considered to be the Point of Production
for gas. A "series of processes” occur within the CG&, and all
products processed in the CG- are considered gas. One stream of
gas emtting from the CG- is referred to natural gas |iquids
(NGS). NG is transited to the LACT Meter and is added to the
oil streamwhich is sent through TAPS. "Those NGS are currently
defined as gas even though, in other nany respects they are
treated as oil."

M. Dickinson stated that another stream of gas emtting from
the CG- could be divided into two streans. One of those streans,

anounting to approximately 8.5 billion cubic feet a day, is re-
injected into the ground and as "a consequence" is considered
"to never have been produced". It is viewed as residual gas. The

other streamis "the gas that is sold". There are currently only
a limted nunber of uses for that gas on the North Sl ope: sone
is used at nearby TAPS punp stations and sonme is wused by
i ndustry on the North Sl ope.

M. Dickinson reviewed the Point of Production proposed in the
PPT. Three changes woul d occur to the current process. The first
woul d be that oil used on the North Slope would no |onger be
taxed. "Practically all" of the 20 oil and gas producing states
in the United States do not tax gas used to the process of
producing oil and approximately one third of those states do not
tax oil used to produce oil. The decision to not tax this oil
was made in consideration of the overall profit the State would
realize under the PPT. In summary, the COIP point of production
for Ol was elimnated.

M. D ckinson communicated that the second difference in the
Poi nt of Production process, as proposed in the PPT, would be
the elimnation of the point of production before gas entered
the CG-. "That point would be after the fluids have noved"

SFC- 06 (46) 04/ 03/ 06



through the CG-. The new point of production for NGS added to
oil and noving through TAPS would be the LACT Meter. Under the
PPT, those NGLS would be defined as oil. This would not be an
issue, as the PPT would sinmplify the tax system by taxing both
oil and gas at the sane rate.

M. Dickinson pointed out that under the PPT, the point of
production for Gas would be downstream of the CG. It 1is
inportant to note that other new facilities like the CG- that
smal | er producers mght build would be upstream of the point of
production. Those expenses would be considered qualified capital
expenditures which would qualify for a 20 percent credit. Under
CSSB 305, every dollar spent to operate those facilities "would
be reduced 25 cents". The effort would be to treat processing
activities occurring on the North Slope |ike other activities
that are "inportant for finding, devel oping and produci ng gas".

M. Dickinson reiterated that the point of production of gas
woul d be upstream of the gas treatnent plant, as that activity
was viewed to be a conponent of the transportation and sal e of
gas associated with a gas pipeline.

M. Dickinson addressed the Goal information on the |ast page of
the three page handout. The PPT endeavored to support two goals.
One was "to sinplify definitions so we won't have |ow val ue-
added conflicts" over such things as what would be considered

gas and what would be considered oil and what would be
considered a gas processing plant. The second goal was to
"incentivize all production activity" through such things as

noving processing activities upstream of the point of
production. One area in which new conflict mght arise would be
the situation where a single plant mght be built which had
"both gas treatnment and gas processing in it". The conflict
could arise in determning "where one process stops and the
ot her begins". However, the belief is that the PPT definitions
woul d address that and other situations. Overall, the process
woul d be sinplified and production woul d be incentivized.

Senator Stedman asked that the concept of nmaking credits
avai |l abl e on gas processing be further addressed.

Co-Chair Geen reviewed the schedule for future PPT hearings.

The bill was HELD in Committee.
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ADJ OURNIVENT

Co- Chair Lyda G een adjourned the neeting at 11:14: 03 AM
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