M NUTES
SENATE FI NANCE COWM TTEE
April 20, 2006
1:05 p.m

CALL TO ORDER

Co-Chair Lyda Geen convened the neeting at approximately
1:05:56 PM

PRESENT

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

Senator Bert Stedman

Al so Attending: SENATOR GARY STEVENS; ROD BETIT, President and
Chi ef Executive Oficer, Alaska State Hospital and Nursing Hone
Associ ati on; RI CHARD MANDSAGER, MD, Director, Division of Public
Heal t h, Departnment  of Health and Soci al Ser vi ces; JOHN
MACKI NNON, Deputy Conmi ssioner, Departnent of Transportation and
Public Facilities; TONY NEWAN, Program Oficer, Division of
Juvenil e Justice, Departnent of Health and Social Services; DAN
DI CKI NSON, CPA, Consultant to the Departnent of Revenue; CHERIE
Nl ENHU' S, Petrol eum Econom st, Tax Division, Departnent of
Revenue;

Attending via Tel econference: From an offnet |ocation: CATHY
HANSEN, Attorney, Ofice of Victinms' R ghts, Legislative Affairs
Agency; ROB M NTZ, Assistant Attorney General, G|, Gas and
M ning Section, G vil Di vi si on, Departnment of Law, From
Anchorage: STACY STEINBERG Chief Assistant Attorney GCeneral,

St at ewi de Section Supervisor, Collections and Support Section,

Cvil Dvision, Departnment of Law, GAIL VO GILANDER, Chi ef

Assi stant Attorney Ceneral, Statew de Section Supervisor, Torts
and Worker's Conpensation Section, Cvil Division, Departnent of

Law, From Kenai: LARRY KREJCI

SUMVARY | NFORMVATI ON

SJR 19- TASK FORCE ON HOSPI TAL | NFECTI ONS
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The Conmittee heard from the sponsor, the Departnent of Health
and Soci al Services and a hospital association. An anmendnent was
adopted and the resolution was reported from Conm tt ee.

SB 271- AUTHORI ZE HW PROGRAM PARTI Cl PATI ON

The Conmittee heard from the Departnent of Transportation and
Public Facilities. The bill was reported from Comm ttee.

SB 10- PARENTAL LIABILITY FOR CH LD S DAMVAGE

The Committee heard from the sponsor, the Ofice of Victins'
Rights, the Departnent of Law, the Departnent of Health and
Soci al Services and a parent. The bill was held in Commttee.

SB 305-O L AND GAS PRCDUCTI ON TAX

The Conmittee heard a presentation by the Departnent of Law and
a consultant to the Departnment of Revenue. The bill was held in
Comm ttee.

#SJR19
1: 06:17 PM

SENATE JO NT RESOLUTI ON NO. 19
Relating to creating the Task Force to Assess Public
Reporting of Health Care Associated |Infections.

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

1: 06: 23 PM

SENATOR GARY STEVENS, sponsor of the resolution, explained it
would create a task force to nmke recomendations on the
establishment of a reporting system Approximately two mllion
infections are acquired each year in hospitals and an estinmated
90, 000 people die as a result of these infections. The cost to
consuners is between $4.5 and $11 billion a year. This problem
nmust be addressed.

Senator Gary Stevens outlined the interimtask force that would
be appointed to review experience to date with public reporting
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of hospital -associated infections. The task force would also be
charged with drafting legislation for consideration during the
next legislative session. Additionally the task force would
provide a tineline for inplantation of the recomendations and
establish a reporting system

1: 09: 05 PM

Co-Chair Geen asked whether the January 31, 2007 term nation
date of the task force would be appropriate.

1: 09:17 PM

Senator Gary Stevens answered the tine allowed would be
sufficient, as the work could be conpleted in three neetings.

Co-Chair Green asked the process to determ ne nenbership on the
task force.

Senator Gary Stevens affirnmed that in conjunction with the
Department of Health and Social Services, it was determ ned that
the nmenbership of the task force wuld be conprised of
prof essional s and | egi sl ators.

1: 09: 55 PM

Co-Chair WIlken, citing the |anguage of lines 15 through 17 on
page 2, asked why the resolution specifically prohibited the
public menbers of the task force from receiving reinbursenent
for travel expenses. He understood the decision to not provide
conpensati on, but suggested that travel costs be rei nbursed.

Senator Gary Stevens agreed this would be appropriate. The
intention was to secure nenbership from those wlling to
participate at their own expense. Such reinbursenent by the
State would incur sonme cost, but he was wlling to support the
proposal. The task force nenbers representing the Al aska Native
Tribal Health Consortium (ANTHC), the Al aska Chapter of the
Associ ation of Pr of essi onal s in I nfection Contr ol and
Epi demiology and the Alaska State Hospital and Nursing Hone
Associ ation (ASHNHA) could also represent "a consuner of health
care who resides in rural Al aska" or "a consuner of health care
who resides in urban Al aska".

1:11: 08 PM
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Co-Chair WI ken acknow edged this, but surm sed that volunteers
willing to participate in holding the seats designated for a
consuner of health care residing in rural Alaska and the
consuner of health care who resides in urban Alaska should
receive reinbursenent for at least their travel and |odging
expenses.

Co-Chair Green pointed out that l|egislators and State enpl oyees
hol ding positions in simlar comm ssions do not receive special
conpensation. Travel and |lodging is paid however.

Senator Gary Stevens suggested that the neetings be held in
Anchor age, where nost nenbers woul d reside.

1:12: 19 PM

Amendrent  #1: This conceptual anendnent would provide State
rei nbursenent of travel and other expenses for the seats
designated for "a consuner of health care who resides in rural
Al aska” and "a consuner of health care who resides in urban
Al aska".

Co-Chair WIken noved for adoption. He noted those holding the
remai ni ng designated seats would receive reinbursenment from the
agenci es or organi zations they represent.

There was no objection and the anendnment was ADOPTED.
1:14: 42 PM

RCD BETIT, President and Chief Executive Oficer, Al aska State
Hospital and Nursing Hone Association, testified in support of
the resolution. The issue is inportant and should be addressed
in a timely manner. He agreed the nunber of hospital acquired
i nfections could be reduced.

1:17: 26 PM

RI CHARD MANDSAGER, MD, Director, Dvision of Public Health,
Departnment of Health and Social Services, testified to his
efforts with the sponsor to conceive the proposed task force
Six other states have reporting requirements for infectious
di seases contracted in hospitals. The task force could review
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t hese systens and garner information from both the positive and
negati ve aspects of the other states' prograns.

Dr. Mandsager inforned that the state of Vernont forned a
simlar task force a year prior, which proposed |egislation
based in its findings. The resolution before this Commttee
woul d all ow for the sanme process.

Dr. Mandsager spoke to conplexities of the issue in Al aska.
Twenty-five years ago, only 30 percent of surgical care was
performed as outpatient care; currently, alnost 75 percent 1is
done in this manner. Although the title of the resolution
specifies "health care associated infections”", he reconmended
the focus should be inclusive and consider all forms of surgical
care delivery. This would nake the task force progress nore
difficult.

Dr. Mandsager further cautioned that data reporting would be
problematic with smaller institutions. Because the volunme of
smaller institutions is |low, the reported percentages of any
i nfections could be m sl eadi ng.

1:19:18 PM

Senator O son asked the hardship such reporting requirenents
woul d cause smaller health clinics that are not in-patient care
facilities.

Dr. Mandsager told of prelimnary discussions held with the
ASHNHA on this issue. The Association as well as the ANTHC woul d
participate in the task force because of the potential inpacts
to its nmenber health care providers. Reconmendati ons of the
task force would ultinmately be determined by cost and value
returned from investnent. To be a "worthwhile exercise" the
process  nust ensure that institutions could afford to
participate so consuners could receive accurate information of
val ue.

Senator (O son asserted that accreditation is inportant for
smal l er hospitals, and asked whether this process would inpact a
clinic's efforts in achieving or maintaining accreditation.

1:20: 33 PM
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Dr. Mandsager responded that a joint commssion, which awards
accreditation, was wundertaking the sane effort of reporting
hospital surgical standards. The states that have already
i mpl enent ed reporting requi renents of hospi t al acquired
i nfectious diseases include the process in the licensure and
certification of institutions allowed to operate in that state.
The same would occur for Alaska if simlar reporting
requirenents were instituted.

1: 21: 00 PM

Senat or O son asked how | ess commonly known infections would be
addr essed under the proposal.

Dr. Mandsager replied that the "scope" of which diseases would
require reporting would be determined by the task force. The
states that appear to have the nobst success with inplenenting a
reporting system have opted to limt the nunber of infection
types to be reported to those with higher frequency and have
broad applicability. The size of the data system and the costs
would be too large if reporting of all infection types were
required. Once capacity and "learning" has been established for
a limted nunber of types, the governing body could determne to
require reporting of additional types of infections.

1:22:18 PM

Senator Dyson commented on Dr. Mandsager's goal of achieving an
extensive health education and information system for the State.
This resolution represents "a step in the first portion" of
acconplishing this.

1: 23: 32 PM

Senator Dyson offered a notion to report SJR 19, 24-1LS1657, as
anended, from Commttee with individual recommendations and a
new fiscal note.

Wt hout objection, CS SIR 19 (FIN was MOVED from Conmttee with
a forthcom ng fiscal note. The zero fiscal note, dated 4/24/06,
fromthe Legislature, was submtted to the Senate Secretary.

AT EASE 1:24:03 PM/ 1:24:32 PM

#SB271
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1:24: 36 PM

SENATE BI LL NO. 271

"An Act authorizing the conm ssioner of transportation and
public facilities to participate in certain federal highway
prograns and relating to that authorization; relating to
powers of the attorney general to waive immunity from suit
in federal court related to those prograns; and providing
for an effective date.”

This was the second hearing for this bill in the Senate Finance
Comm ttee.
Co-Chair Geen remnded that this bill wuld provide the

statutory authority necessary for the establishnment of a pilot
program proposed by US Congressman Don Young of Al aska. The
provision relating to imunity waivers is necessary to reduce
del ays.

1: 25: 46 PM

Senator Stednman clarified that no changes were proposed to the
original version of the bill previously heard in Conmttee.

Co-Chair Green affirned.

Senator Stednman recalled that concern was expressed about the
amount of the fiscal note and the increased nunber of positions
this bill would entail. Funding for additional positions is
included in the FY 07 Operating Budget earlier reported from
Conmttee. He was not convinced that the proposed program woul d
inprove the process to the extent that the costs would be
war r ant ed.

1:27:19 PM

JOHN MACKI NNON, Deputy Comm ssi oner, Depart nent of
Transportation and Public Facilities, testified that funding for
the additional positions as listed in the fiscal note is not

included in the FY 07 Operating Budget. The program would be
funded primarily with federal funding, but would require State
mat ching funds. The Departnent supports the creation of this
program It would benefit Al aska by streamining the process and
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allowing for decision-nmaking "in house" wthin the Departnent
rather than by the federal government. The cost is low in
conparison to the large program The cost savings incurred in
one year from streamining a project would pay for the operation
of the program

1: 29: 23 PM

Senat or St ednman expressed concern of the potential risk exposure
to the State by waiving this sovereign imunity. He asked if
nore exposure to liability could occur than antici pated.

M. MKinnon had contacted the federal H ghway Adm nistration
and learned it had little litigation history on this issue. In
cases of litigation resulting from accidents the court directed
that certain changes be nmade to prevent additional crashes. He
told of a case involving the state of Uah in which hearings on
an environnental inpact statenent were held as an open neeting
forumand i nformati on was inadvertently posted and nmade publi c.

1: 31: 33 PM

Senat or Stednman pointed out that few roads had been constructed
in Alaska in the last 20 years. New roads woul d i nprove commerce

and travel. He asked if this legislation is intended to
facilitate the construction of new roads or just shorten the
length of tinme to resolve "the inevitable” litigation by one
year .

1:32: 08 PM

M. MKinnon expressed the Departnent's intent to address this
undertaking "seriously" by following procedure correctly but
al so to provide "checks and bal ances” to ensure against errors.

This program would provide no guarantee against litigation. In
the history of these State projects, tw cases have been
litigated against; Illiama/Nondalton road and bridge project,
which is still pending, and the Wittier Tunnel. The State and

federal agencies have prevailed to date on all actions relating
to these projects.

1: 32: 59 PM

Senator O son asked the amount of tinme until the federal funding
is elimnated and the State would be required to assunme all
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costs to operate this program as is occurring with many other
progr ans.

1: 33: 26 PM

M. MKinnon answered that the provisions of this legislation
woul d be part of the federal highway aide program The federa
funding is assured for five years for this six-year program He
presuned that if federal funding for highway construction were
el i m nated nati onwi de "serious mutiny" would occur.

1: 34: 06 PM

Senator O son clarified that State funding would not be required
to "backfill" a reduction or elimnation of federal funding for
five years.

M. MKinnon responded the federal funding would be assured for
at least five years and nost |ikely |onger.

Senator O son asked if State assunption of this process would
affect the eligibility to receive federal funding.

M. MKinnon surmsed this undertaking would not nmake the State
nore or less eligible for federal funding for transportation
proj ect s.

1: 34: 53 PM

Co-Chair WIken offered a notion to report the bill, 24-
GS2042\A, from Commttee wth individual recommendations and
acconpanyi ng fiscal notes.

There was no objection and SB 274 was MOVED from Commttee with
fiscal note #1 for $647,400 from the Depar t ment of
Transportation and Public Facilities and zero fiscal note #2
fromthe Departnment of Environnental Conservation

#SB10
1:35:12 PM

CS FOR SENATE BILL NO. 10(JUD)
"An Act relating to civil liability for danage to or
destruction of property by mnors; relating to court
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revocation of a mnor's privilege to drive; relating to
restitution for certain acts of mnors; and anending Rule
60, Al aska Rules of Cvil Procedure."

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

Senator Dyson, co-sponsor of this legislation wth Senator
Gretchen Guess, told of significant vandalism perpetrated by
mnors. He and Senator Guess conbined their efforts to address
this issue.

1: 36: 35 PM

Senator Dyson explained this bill wuld continue efforts of
establishing a "commobn |aw' system to reconpense victins for
damages against them and restore the victim to a pre-offense
condition. The trend is "noving away fronf a system practiced in
Anmerican law in which "you pay your fines to the king."

Senator Dyson qualified that the provisions of this bill could
appear "awkward", but assured they would ensure that the person
who causes the property damage would be the "first one up" to
reconpense the victim This would also apply to mnors who
commit these offenses. A mnor would be responsible for the
first $5,000 in restitution. The minor offender's driver's
license <could be revoked, Al aska Permanent Fund Dividend
garni shed, and a paynent schedule inposed that could extend to
beyond their reaching the age of 18 until the debt is satisfied.

Senator Dyson noted that if the mnor offender has a parent,
that parent could be held liable for restitution of that portion
of damages that exceed $5,000, with a maxinum liability of
$15,000. Liability for that portion of danages exceedi ng $20, 000
would revert to the mnor who would be required to pay the
restitution until the victimwas fully conpensat ed.

1: 38: 44 PM

Senator Dyson addressed the issue of an "uncontrollable child",
informng that this legislation includes a provision to exenpt
parents from this liability if the parent notified authorities
that the child was a runaway. In these instances, the mnor
would be liable for restitution of all damage costs. For those
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mnors held in State custody, this bill would exenpt foster
parents from the liability with the State paying the parental
obl i gati on.

Senator Dyson stressed that soneone nust be held responsible for
repaying the victim

1:41: 21 PM

CATHY HANSEN, Attorney, Ofice of Victins' R ghts, Legislative
Affairs Agency, testified via teleconference from an offnet
| ocation that this legislation includes several positive aspects
to assist in securing restitution for victins. The Ofice of
Victimse' Rights (OVR) supports the concept of consistency
involving laws that affect the ability of a crime victim to
obtain restitution. The cost of the danmage and the ability of
the victimto collect restitution should not depend on whether a
juvenile is sentenced to informal probation, adjudicated as a
del i nquent or whether the offender or his parents are sued in
instances in which the State chooses to not prosecute the
of f ence.

Ms. Hansen reported that an inportant part of the crimnal
process for victinms is restitution. Victins often "pay a high
enotional price" and should not additionally be required to bear
the econonmic cost of the juvenile delinquent acts. Victinms nust
bear the financial cost upfront and nust often wait nonths or
years for paynent. This delay includes the process of
adj udi cation of the offender and collection. Sone victins are
never paid.

Ms. Hansen rem nded that voters in 1994 approved an anmendnent to
the Alaska Constitution that instituted a constitutional right
to victins' restitution. The OVA supports full restitution for
victinms and pronpt paynent when possible, but could not support
any | egislative change that would not pronote this goal

Ms. Hansen therefore expressed concerns with the |anguage of
this bill that would limt a juvenile's responsibility to $5,000
of the total cost of danage. The victins should be paid "first".
Parents paying on behalf of the juvenile have the ability to
withhold dividends and obtain repaynent in other nmanners.
Requiring the juvenile to make the paynent directly could
interfere with the victims right to obtain restitution.
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Ms. Hansen furthered that parental liability should not be
[imted to $15,000, especially if the parent has the financial
ability to pay nore. Making the parent totally responsible for
the restitution would provide incentive to the parent to ensure
t he debt is paid.

1:48: 00 PM

Senat or Dyson asked if these concerns were raised when this bil
was heard by the Senate Judiciary Comm ttee.

Ms. Hansen answered they were, reiterating notes from her
testinmony provided to that comm ttee.

1:48: 41 PM

STACY STEINBERG Chief Assistant Attorney General, Statew de
Section Supervisor, Collections and Support Section, Cvi
Division, Departnment of Law, testified via teleconference from
Anchorage that the Section collects restitutions in juvenile
del i nquency cases that have undergone the formal adjudication
process in which the court has ordered a restitution judgnent.
The Collection and Support Section does not becone involved in
informal restitution cases. She was available to speak to the
Department's ability to collect restitutions for victins under
the provisions of this bill.

Ms. Steinberg directed attention to Section 13 of the Senate
Judiciary Conmttee substitute, which would insert new
subsections to AS 47.12.120 and pertaining to restitution in
formal juvenile delinquency cases. Under the provisions of the
new subsections, collecting restitution would take |onger and
woul d require nore resources of the Departnent to collect the
same anmount of noney.

Ms. Steinberg continued that the provisions of Section 13 would
elimnate joint and severable liability between the juvenile and
the parent and would also establish a structure in which
l[tability woul d be divided between the juvenile and the parent.

Ms. Steinberg explained that wunder the existing joint and
severable liability procedure, a court order for the juvenile to
pay $5,000 in damages also holds the parent responsible. The
Departnent could collect the entire anmobunt or any conbination of
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the entire anount from either parent or the juvenile, depending
upon which party has the financial resources.

Ms. Steinberg gave an exanple of how the provisions of this
| egislation would be executed "in the practical world". Under
the proposed system collection of the $5,000 could only be
received from the juvenile. Approximately two-thirds of the
cases the Section handles involve $5, 000 or less. Cenerally, the
juvenil e does not have many financial resources and paynent is
primarily secured through garni shnment of Al aska Permanent Fund
di vi dends. Under the existing system in situations in which the

juvenile and parents have limted financial resources, up to
three dividends could be garnished each year; one from each
parent and one from the juvenile, until the debt is paid. The

proposed system would only allow for garnishment of the
juvenile's dividend. This would extend the anmount of tine before
the victimis reconpensed from approxinmately two years to five
years for a restitution of $5, 000.

Ms. Steinberg explained that the Collections and Support Section
currently "opens one file" for each claim Under the proposed
system three files would be necessary. Mre resources would be
required to collect the sane anmount of restitution. The fiscal
note reflects this in listing the addition of a paralegal or
| egal assistant position at a cost of $110,000 per year, in
addition to approximately $6,000 in the first year to purchase
equi pnent and ot her necessities for the position.

Ms. Steinberg continued that the Section would be required to
establish and adm nister paynent plans for juveniles, a process
that requires nore tinme and resources than a one-tine
col l ecti on.

1: 56: 35 PM

Senator Dyson appreciated the w tness' comments about joint and
severable liability. In reality, nmany of the cases involve a
single parent who is "struggling” to raise the child. He
understood that the existing system allows collection from a
non-custodi al parent who could have little involvenent in the
child s life.

1:57:14 PM
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Ms. Steinberg responded that the Departnment could only collect
froma parent who is listed in the judgnent. In sone cases two
parents are |isted, and other cases only |list one parent. The
Department does not receive information explaining why two
parents are not listed in a judgnent.

1: 58: 29 PM

Senator Dyson had anticipated Ms. Steinberg would speak to the
public policy issue of whether collecting from both parents is
appropriate. However, he understood the wtness' testinony to
expound on the issue of effectively and efficiently collecting
j udgnent s.

Ms. Steinberg affirmed.
1:59: 14 PM

Senator Dyson agreed that a provision requiring the juvenile
of fender to pay the first $5,000 of restitution could delay the
process of reconpensing the victim He asked if M. Steinberg
coul d suggest an alternative anount.

Ms. Steinberg responded that generally juveniles do not have the
necessary financial resources to fulfill the restitution
obligation. Juveniles should be attending school and at nost,
woul d have a part-tinme job. The nbst common neans of collection
of restitution from juveniles is through garnishnment of Al aska
Per manent Fund dividends. She preferred restitution be ordered
as a joint judgnent fromthe juvenile and the parent. O herw se,
she woul d suggest the juvenile be held responsible for a |esser
anmount .

2:01: 00 PM

Senator Dyson enphasized that the wtness's suggestions were
based on practicality. However, the Alaska Constitution
stipulates the responsibility for rehabilitating juvenile
of fenders. Holding them responsible for restitution could assist
in their rehabilitation. He asked if personal property, such as
vehi cl es and el ectronic equi pnment could be confiscated from the
of f enders.

2:01: 47 PM
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Ms. Steinberg stressed that the Collections and Support Section
does not have the resources to undertake that sort of collection
activity. Even if able to obtain a court order to confiscate
property, the Section does not have a system to sell the
property and give proceeds to the victim

2:02: 27 PM

Senator O son asked about instances in which an offender, upon
realizing the Al aska Permanent Fund divi dend woul d be garni shed,
does not apply to receive the dividend.

Ms. Steinberg replied that in nost instances the juvenile does
apply to receive the dividend. The court could order that an
application be filed and a provision requiring such a court
order included in this legislation would be beneficial. She
woul d research the nunmber of instances in which the juvenile did
not apply for a dividend knowi ng it would be garni shed.

2:04: 26 PM

Senator Dyson cited Section 7 of the commttee substitute, which
allows the court to order an offender to apply for the dividend
for the purpose of satisfying restitution.

2:05:24 PM

GAIL VO GITLANDER, Chief Assistant Attorney General, Statew de
Section Supervisor, Torts and W rker's Conpensation Section,
Civil Division, Departnment of Law, testified via tel econference
from Anchorage to Section 5 and Section 6 of the conmttee
substitute. Section 5 would anmend AS 34.50.020(a) to allow a
"governmental organization"” to recover damages in addition to a
private party and inserts |anguage providing for the allocation
of the first $5,000 of liability to the juvenile, up to $15, 000
liability to the parent, and any additional liability to the
juvenile. Section 6 would repeal and reenact AS 34.50.020(b) to
provide for State liability for an act of an unenmanci pated m nor
in the custody of the State. The Torts and Wrker's Conpensation
Section has been contacted by victinms rights organizations
expressi ng concern t hat t hese provi si ons woul d hanmper
restitution efforts.

Ms. Voigtlander stated this legislation would create a "strict
l[tability" for parents. Alaska case law includes two case
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rulings establishing the parental responsibility for addressing
behavi oral problens of their children. However, sonme mnors,
especially when older, could be difficult to control.

Ms. Voigtlander pointed out that foster parents and others
overseeing juveniles in State custody would not be held liable
for property danmage. Only a small percentage of juveniles held
in State custody are institutionalized and under the direct
supervision of State enployees. Mst are in the care of foster
parents, other relatives, or parents. The State is only involved
in the placenent of these children and not in oversight of their
behaviors. Therefore, she questioned the State's financia
liability for damages inflicted by a juvenile while held in
St at e cust ody.

Ms. Voigtlander stated that wunder the provisions of this
| egislation, a juvenile could be ultimately held |liable for nore
than $20,000. This debt <could provide a disincentive for
of fenders to inprove thensel ves and secure a good job.

Ms. Voigtlander pointed out that the |anguage of the Senate
Judiciary Conmmttee substitute would not provide clarity in
exenpting foster parents, "runaway" shelters, and other simlar
care givers, fromliability.

Ms. Voigtlander informed that existing regulation provides that
foster parents in certain circunstances could request up to
$5,000 restitution from the Departnent of Health and Social
Services for damages caused by a juvenile in their care. This
bill would elimnate this ability and require foster parents to
seek reconpension fromthe juvenile.

2:13: 53 PM

LARRY KREJCl testified via teleconference from Kenai, on behalf
of hinself and his wife, Oga. They have ten children, all of
whom have been hone-schooled and receive "good grades". One
daughter, however, |left the house w thout their know edge or
perm ssion and was subsequently date raped. Since that
experience, this daughter's behavi or changed. She would run away
to Anchorage, overdosed on drugs and was sexually active. They
attenpted to help her and arrange for counseling, but wth no
success. Police officers could return her honme, but the parents
could not legally detain her in the house. They had her driver's
license revoked, al though she indicated intent to drive
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regardless and ultimately wecked her car. He was concerned
about their liability for her actions.

2:18: 06 PM

TONY NEWAN, Program Oficer, D vision of Juvenile Justice,
Department of Health and Social Services, introduced hinself and
read his testinony into the record as foll ows.

The Division appreciates any effort to assist it in its
mssion to hold juvenile offenders accountable for
behaviors that cost Alaskans enotional and financial
difficulty. W've appreciated the co-sponsor's wllingness
to consult and work with us to try and create a bill that
enhances juvenil e accountability.

The mssion of the Dvision of Juvenile Justice, as
described in AS 47.12.010, is to pronote a bal anced
juvenile justice system that inposes accountability of
juvenile offenders, wequips juvenile offenders wth the
skills needed to live responsibly and productively, and
al so affords protection and redress to victins.

It is this third piece - pronoting the safety and
restoration of victinms and comunities - that we are
concerned is jeopardized by this bill.

The restitution paynent structure set up by the bill (wth
the YOUTH ONLY is responsible for the first $5,000 in
damages, the parent for the next $15, 000, and the YOUTH

ONLY responsible for any remainder) will likely slow down
the speed with which victins are repaid for damages and
wi |l not encourage youth and their parents to work together

to address the danages caused by delinquent acts.

Whether a juvenile case is managed informally or formally,
the provisions of the bill related to juvenile restitution
removes the current joint and [severable] liability system
t hat encourages parents and youths to work together to see
that restitutions to victinse are repaid pronptly and in

full. Wiile this conceivable ny have the effect of holding
juveniles nore directly and individually accountable to
their victins, in the end it will result in victins having

to wait for the youth to gather, either through permanent
fund di vidend paynents or through work, the noney.
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| magi ne a youth who has committee $3,000 in danage. Under
current statute, Juvenile Justice staff or the courts are
able to order and collect that restitution directly from
parents or the courts are able to order and collect that
restitution directly from parents and the youth at once.
Even if the youth and parent have no other source of cash
income, they'd be able to repay nost (if not all) of that
restitution wwthin a year by together using their permanent
fund dividends. If you renove the requirenent that parents
participate, the victim would now have to wait three years
for the youth to make annual paynents of approxinmtely
$1, 000 each.

So: while we support efforts to hold youth accountable, we
are concerned about doing this at a cost to victinms. AS
47.12.010, the statute describing the goals and purpose of
the state's juvenile justice system states that one of
Alaska's goals is to "ensure that wvictins of crinmes
commttee by juveniles are afforded the sane rights as

victinms of crinmes commtted by adults”. This bill
contradicts that statute by providing a restitution
repaynent schene that wll take longer for victinms of

juvenile crines to be repaid than victinms of crinmes by
adults, and as such, gives us serious concern.

An additional concern with the bill is that related to
driver's license revocations. The bill states that a
juvenile formally adjudicated for any delinquent offense
shall have their driver's license revoked. (Currently,

driver's licenses shall be revoked only for m nor consum ng
vi ol ations, msconduct involving a controlled substance,

and offenses involving the illegal use or possession of a
firearm)
The Division IS unaware  of any evidence linking

ef fectiveness of driver's license revocations with reducing
of fenses that have nothing to do with driving. The Division
has spent the past few years focusing and investing heavily
i n research-based approaches to work with delingquent youth.
Legislation that inposes far-reaching punitive measures
w thout regard to whether the proposal has been linked to
reduction in offenses is inconsistent with the mssion of
the Division and a data-driven approach.
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| want to re-enphasize that the Division takes its m ssion
of holding juvenile offenders accountable seriously. W
have worked to see that juvenile offenders nmanaged through
i nformal processes have repaid over 90% of the restitution
paynents owed to victinms over the past several fiscal
years; and we have worked closely wth the Departnent of
Law, collections unit to ensure that restitutions ordered
through the formal court system are repaid pronptly and in
full.

The Division is eager to work with the Legislature to
explore ways that further increase accountability for
juvenile offenders in ways that are conpatible with out
obligation toward victins and the conmmunity.

2:22:14 PM

Senat or Dyson asked if the witness intended to infer that no
evidence exists to denonstrate that revocation of a juvenile
offender's driver's license would notivate them to repay their
debt .

M. Newran clarified that evidence is not available supporting a
theory that revocation would result in behavior changes.

2:23:47 PM

Senator Dyson requested Commttee nenbers share concerns and
suggestions regarding this legislation with him

Co-Chair Green ordered the bill HELD in Conmittee.

AT EASE 2:24:10 PM/ 2:32:02 PM

#SB305
2:32: 05 PM

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
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
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certain expendi tures and | osses; relating to t he
relationship of the production tax on oil and gas to other
taxes, to the dates those tax paynents and surcharges are
due, to interest on overpaynents of the tax, and to the
treatment of the tax in a producer's 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 Departnment 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 randed Gas Devel opnent Act , and addi ng further
definitions; making conform ng anendnents; and providing
for an effective date."

This was the 13th hearing for this bill in the Senate Finance
Conmittee.
2:32:13 PM

DAN DI CKINSON, CPA, Consultant to the Departnment of Revenue,
i ntroduced M. Mntz.

2:33:10 PM
ROB M NTZ, Assistant Attorney General, G, Gas and Mning
Section, GCvil Dvision, Departnent of Law, testified via

tel econference from an offnet |ocation and gave a presentation
titled "Conmparing CSSB 305(RES) to CSSB 305(FIN) (version P)"
[copy on file]. He explained the color coding systemutilized in
the presentation with red text indicating key words and phrases
that are unchanged fromthe original version of the bill; Yellow
text indicating changes included in the Senate Resources
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Comm ttee substitute, and Pink text indicating changes included
in the Senate Finance Comm ttee substitute, Version P

[NOTE: In the text of these mnutes, the color coded |anguage is
contained in quotation marks proceeded by the version of the

bill in which that |anguage was anended, (RES) or (FIN).
Language color coded as red to indicate it is unchanged fromthe
original version of the bill introduced at the request of
Governor Murkowski is shown in quotation marks also and is

preceded by (GOV). Brackets shown in the presentation have been
inserted by the authors of the presentation. Quotations not
proceeded by a bill version reference were inserted by the
aut hors of the presentation.]

2:34:20 PM
Page 2

RES, Section 32
FIN, Section 37

New production tax provisions apply to oil and gas produced
on or after:

April 1, 2006 (RES)
July 1, 2006 (FIN)

M. Mntz noted the difference effective dates of the proposed
Pet r ol eum Producti on Tax (PPT).

2:34:53 PM
Page 3
RES, Section 5
AS 43.55.011(e)
There is levied upon the producer ...a tax for all "oil and
gas" (QGOV) produced "each nonth" (GOV) ... "[except for] a
|l essor's royalty interest” (RES) ...The tax is equal to "25"
(RES) "percent" (GOV) of the "production tax" (RES) "val ue"
(GOV) ...under AS 43.55. 160.

M. Mntz outlined the changes made in the Senate Resources
Comm ttee substitute to the original bill.
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2:35:30 PM
Page 4
FIN, Section 5
AS 43.55.011(e)
There is levied upon the producer ...a tax for all "oil and
gas" (GOV) produced "each nonth" (GOV) ... "[except for] a
lessor's royalty interest” (RES) ...The tax is equal to "25"

(FIN) "percent" (GOV) of the "production tax" (RES) "val ue"
(GOV) ...under AS 43.55.160.

M. Mntz pointed out that the |anguage of the Senate Finance

Commttee substitute is identical to the Senate Resources
Comm ttee substitute with the exception of the percentage rate.

2:35:50 PM
Page 5
RES, Section 5 (cont.)

AS 43.55.011(f)

There is levied upon to producer ..a tax for all oil and
gas produced each nonth ...the ownership or right to which
constitutes a "lessor's royalty interest"” (RES) .. The tax

is equal to "five percent of the gross value at the point
of production” (RES) ...["for existing |eases" (RES)]
- BUT...

M. Mntz explained this |anguage pertains to tax on private

royalty share. Private royalty shares conprise a small anmount of
production; however, the issue nust be resol ved.

2: 36: 38 PM
Page 6
RES, Section 5 (cont.)

AS 43.55.011(f) (cont.)
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The tax is equal to "1.5 percent of the gross value at the
point of production” (RES) .. ["for existing COOK |NLET
BASI N | eases"” (RES)]

- AND...

M. Mntz noted the exception provided in the Senate Resources
Comm ttee substitute for operations |located in Cook Inlet.

2:36:48 PM
Page 7
RES, Section 6 (cont.)
AS 43.55.011(f) (cont.)

The conmm ssioner shall "recomend to the |egislature” (RES)
the rate of tax ["for FUTURE | eases" (RES)]

M. Mntz qualified this |anguage would only apply to |eases
al ready in effect.

2:37: 08 PM
Page 8
FIN, Section 5 (cont.)
AS 43.55.011(f)
There is levied upon to producer ..a tax for all oil and
gas produced each nonth ...the ownership or right to which
constitutes a "lessor's royalty interest” (RES) .. "five
percent of the gross value at the point of production”

(RES) "of the oil ...1.667 percent of the gross value at the
poi nt of production of the gas [PERIOD]" (FIN)

M. Mntz stated this represents significant changes nade in the
Senate Finance Committee substitute.

2:37:56 PM
Page 9

FIN, Section 36
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The Departnment of Revenue is directed to study and report
to the legislature by 2013 on the private royalty tax rates
and whet her they should be changed in the future.

M. Mntz read this language inserted in the Senate Finance
Conmi ttee substitute.

2:38:32 PM
Page 10
RES, Section 5 (cont.)
AS 43.55.011(g)-(h)
[ When West Coast ANS is "above $40/Bbl" (RES)] there is
| evi ed upon the producer "of oil" (RES) a tax ...equal to
"(West Coast ANS - 40) * .2%*
(ANS Prevailing Value) * 75% *
(amount of oil production)” (RES)

M. Mntz noted this |anguage pertains to the progressivity tax
t hat woul d be | evied when oil prices were high.

2:39:10 PM

Page 11

FIN, Section 5 (cont.)

AS 43.55.011(9g)-(h)

When "price index is above 45" (FIN) there is levied upon

the producer of oil "or gas" (FIN) a tax equal to ".1%

(FIN) of "production tax value" (FIN) tinmes price index

"price index = production tax value per barrel - 45" (FIN)
M. Mntz stated that the |anguage of the Senate Finance
Conmittee substitute is simlar to that of the Senate Resources
Comm ttee substitute. He explained the price index cal cul ation.
2:40: 59 PM

Page 12

So...

SFC- 06 (24) 04/ 20/ 06



The Resources CS has three production tax conponents:

(1) 25% of net value (now called "production tax value")
except for |essor royalty share

(2) 5%or 1.5%of gross value for |lessor royalty share

(3) A progressive-rate tax on prevailing value of oil only,
i ncluding lessor royalty share

M. Mntz overviewed this information
2:41: 32 PM
Page 13
And...
The Fi nance CS al so has three production tax conponents:
(1) 22.5% of net value (now called "production tax value")
except for lessor royalty share
(2) 5% of oil gross value and 1.667% of gas gross value for
| essor royalty share
(3) a progressive-rate tax on net value of oil gas

(excluding 2.3 of gas gross value), no including |Iessor
royalty share

M. Mntz gave a conparison of the variations of the three
conmponents between the Senate Resources Conmittee Substitute and
t he Senate Finance Comm ttee substitute.

2:42: 44 PM

Senator Stedman understood the intent of the discussion is to
address the issue of progressivity at a later tine.

2:42: 55 PM
M. Mntz affirned.
2:43: 31 PM

M. Di cki nson stated that additional informati on would be
overviewed later in the presentation.
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2:43: 56 PM
Page 14
RES, Section 22

AS 43.55. 160( a)

"production tax" (RES) "value" (GOV) ...is the total of the
"gross value at the point of production” (GOV) of ..oil and
gas ...from"all |eases or properties” (GOV) in the state,

Less "l ease expenditures"” (GOV) ...as "adjusted" (GO
M. Mntz read this |anguage.
2:44: 41 PM

Page 15

AS 43.55.160( a)

"production tax" (RES) "value" (GOV) ...is the total of the
"gross value at the point of production”™ (GV) of ..oil and
"one-third of the gross value at the point of production of
the gas" (FIN) ...from "all |eases or properties" (GV) in
t he state,

Less "l ease expenditures"” (GOV) ...as "adjusted" (GO

M. Mntz noted the Senate Finance Commttee substitute follows
the basic concept of the Senate Resources Conmittee substitute,
wi th one significant change pertaining to gas.

2:45: 24 PM
Page 16

RES, Section 28
FIN, Section 32

AS 43.55.900(7)
"gross value at the point of production” neans

For "oil" (GOV), the value .. at the .. neter .. in
"pipeline quality" (GOV)

For "gas" (GOV) ...the value ...where ...netered ["after any
separation or gas processing"” (GW)]
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And

Page 17

RES, Section 20
FIN, Section 24

AS 43.55. 150( a)

. gross value at the point of production is calculated
usi ng the reasonable "costs of transportation" (GOV)

\V/ g Mntz noted neither committee substitute changes the
ori gi nal |anguage.
2:46: 23 PM
Page 18
RES, Section 21
AS 43.55.150(d)
"if the commi ssioner conpletes a detailed fiscal analysis
and determnes .. the long-term fiscal interests of the
state [would be served]" (RES) .the departnent "nay allow'
(GOV) ...gross value [to be calculated based upon "DNR or
US Dep't of Interior”™ (GOV)] royalty ... valuation [or]
anot her "formula ...that reasonable estimtes"” (GOV) a val ue
M. Mntz explained this |anguage of subsection (d) of the
Senat e Resources Comm ttee substitute.
2:47: 02 PM
Page 19

FIN, Section 25

AS 43.55.150(d)

"if the departnent determnes [it would inprove efficiency
& econony of tax adm nistration and be reasonably accurate
and not biased toward wunderstating tax]" (FIN .. the
departnment "may allow' (GV) ... gross value [to be
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calcul ated based wupon "DNR or US. Dep't of Interior"
(GV)] royalty ... valuation [or] another "formula ... that
reasonabl e estimates" (GOV) a val ue...

M. Mntz accepted the concept expressed in the |anguage of the
Senate Finance Comm ttee substitute, but cautioned that it would

change the "details of the determnation®™ in ways "nore
specifically relevant to the reasons why" it would or would not
be "desirable" to allow "use of a sinplified formula". A

sinplified fornula would not produce the same result for each
nmonth as would application of a standard cal cul ation. However,
over time, the sinplified formula should never understate the
tax liability.

2:48:21 PM
Page 20

RES, Section 22
FIN, Section 26

AS 43.55. 160( c)

| ease expenditures ... are the "total" (GOV) costs
"upstreanmt (GOV) of the point of production ...on or after
“"April 1" (RES) "July 1" (FIN), 2006 ... that are the
"direct, ordinary, and necessary" (GOV) costs of "exploring
for, developing, or producing” (GO) oil or gas ...in the
st at e.

M. Mntz remarked this page denonstrates that the basic
definition of |ease expenditures has not changed; only the
effective date.
2:48: 57 PM

Page 21

RES Section 22

AS 43.55.160(c) (continued)

In determining ..["direct, ordinary, and necessary"” (GW)]
costs ...the departnent shall give substantial weight ...to
typical "industry practices and standards" (GOV) ...as to
[billable] costs ...under "unit operating agreenents" (GOV)

...and ["DNR net profits share | ease regulations" (GOV)].
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M. Mntz explained this |anguage, which has not been changed in
either commttee substitute. The Departnent of Natural Resources
would be directed to follow industry practices and standards
utilized in joint operating agreenents between partners.
2:49: 54 PM
Page 22
FIN Section 26
AS 43.55.160(c) (continued)
This CS gives priority to industry practices and standards.
DNR s net profit share |ease regulations are |ooked to only
if industry practices and standards do not address a
subj ect or are not clear or not uniform
M. Mntz characterized this as an "inportant refinenment”.
2:50:48 PM
Page 23
Section 22/ 26

AS 43.55.160(d) provides specific exanples of, and
exclusions from "direct costs"

 FIN CS adds "depl etion" to excl usi on of
depreci ati on/anorti zation

* FINCS clarifies | anguage of several exclusions

e FIN CS deletes RES CS exclusion for "di suse",
di smant| enent, restoration, etc.

M. Mntz stated this page provides additional detail of
deducti bl e | ease expendi tures provisions.

2:52:32 PM
Page 24

Section 22/26 (cont.)
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* FIN CS retains RES CS fair market rule for non-arms
| ength transactions but deletes RES | anguage referring
to I RS provisions.

* Note: fair market rule for adjustnents to |ease
expenditures is noved from subsec. (l) to sub-subpar
(e)(3) (A (i)

e FIN CS deletes RES CS treatnment of "relinquished
assets”

M. Mntz supported the concept <contained in the Senate
Resources Committee substitute. The Departnment of Revenue could
review and make adjustnents if a transaction did not reflect
fair market val ue.

2:54: 35 PM
M. Dickinson elaborated on the concept to adjust for assets
that were "turned", defining this as equipnent purchased and
di sposed in one year, and new equipnment that would perform the
same function purchased the following year. This issue could be
significant in rural areas such as the North Sl ope.
2:55:20 PM

Page 25

RES, Section 22

AS 43.55. 160( g)

....a producer that is "qualified" (GOV) ... and "produces
under 55,000 BOE/day" (RES) may reduce the net value by
"deducting an allowance” (GOV) ... "equal to the follow ng
fraction of the production tax value: (5,000 - 0.2*
[average daily production - 5,000]) <+ average daily

production" (RES)

M. Mntz noted the Senate Resources Conmittee substitute
replaced the Ianguage providing a $73 nillion allowance
contained in the original version of the bill wth [|anguage
providing for 5,000 BCE average daily production. This change
woul d elimnate one tax and institute a different tax at higher
oi |l prices.

2:56: 18 PM
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Page 26
RES, Section 22

AS 43.55.160(h) - producer's "qualification" (RES) for an
al l omance. "Expires 12/31/2013)." (RES)

This is an anti-splitting provision to prevent abuse of the
per producer allowance under AS 43.55.160(Q).

It is essentially the same anti-splitting provision that is
in sec. 21 of the original bill, for the $73 mllion per
producer all owance.

M. Mntz told how this |anguage stipulates that the producer
nmust denonstrate to qualification to the Departnent of Revenue.

2:56: 41 PM
Page 27
FIN, Sec. 26 (cont.)
"Al | owance” (RES) provision in RES CS version (AS
43.55.160(g) & (h)) is replaced with a new "credit" (FIN)
provision in FIN CS (AS 43.55.170)

Credit = "22.5% of production tax value" (FIN) of up to
"5,000 barrels per day" (FIN) of production

Up to $14 nillion/yr, non-transf erabl e, not carried
forward, expires 2016

M. Mntz stated that because the tax rate is 22.5 percent the
credit rate is also 22.5 percent, and would offset the tax
"exactly" if an operator produced no nore than 5,000 barrels per
day.

M. Mntz qualified this provision "has sonme limtations"” in
that as production increased, operators would still receive
credit for 5,000 barrels per day.

2:58: 09 PM

Page 28
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FIN, Sec. 26 (cont.)
Credit provisions of AS 43.55.170 has essentially the sane
anti-splitting provision as the Governor's bill and the RES
CS
AS 43.55.170(c)
M. Mntz read this information into the record.
2:58: 30 PM
Page 29
FIN, Section 36
Departnment of Revenue is directed to study the effects of
the AS 43.55.170 credit on exploration, encouraging new
entrants, etc., and report to the legislature by 2015,
i ncl udi ng recomrendi ng whet her to extend credit provision.
M. Mntz pointed out the | apse date of the credit provision.
2:59: 07 PM
Page 30
RES, Section 13
AS 43.55.024(a)
... a producer ... that incurs a "qualified capital
expenditure" (GOV) ...may ...elect ...to take a "tax credit"
(V) in the anmpunt of "20 percent” (GOV) of that
expendi t ure.
M. Mntz noted this is another credit provision that is
identical in the original version of the bill and the Senate
Resources Conmittee substitute.
2:59: 29 PM
Page 31

FIN, Section 12
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AS 43.55.024(a)

. a producer ... that incurs a "qualified capital
expenditure” (GOV) .. nmay ..elect ...to take a "tax credit"
(V) in the anmount of "25 percent” (FIN of that
expendi t ure.

["But only if the producer agrees to share exploration data
with DNR - as in SB 185" (FIN)]

M. Mntz outlined the changes contained in the Senate Finance
Conmittee substitute. This provision qualifying the tax credit
on providing the Departnent of Nat ur al Resources with
exploration data is intended to neke the new tax structure
consistent with statutes enacted a previous |legislative session
as SB 185.

3:00: 24 PM

Page 32

Section 12/13 (cont.)

AS 43.55.024(h) (2)

"qualified capital expenditure" does "not" (RES) include an

expenditure incurred ..."for ...an extended period of disuse,

di smantl enent, renoval ... or abandonnent ... or for the

restoration of a lease, field, [etc.]" (RES)

FIN CS del etes that excl usion.
M. Mntz explained this pertains to the definition of
"qualified capital expenditure". The Senate Resources Conmittee
substitute added an exclusion, which was deleted in the Senate
Finance Commttee substitute. The difference would likely be
negligi ble as these types of expenditures would generally not be
capi tal expenditures.
3:01:19 PM

Page 33

Section 12/13 (cont.)

AS 43.55. 024(b)
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M.
Senate Finance Commttee substitute is necessary to offset the
change of the production tax to 22.5 percent nmade in the sane
conmittee substitute.

origi

3

03

A producer ...may elect to take a "tax credit" (GOV) ...of
"25" (RES) "22.5" (FIN) percent of a carried-forward
"annual loss" (GOV) [which is the amount of a previous

year's "| ease expendi t ur es” (GV) t hat wer e "not
deductible" (GOV) because they would have reduced the
"production tax value" (RES) of the oil and gas bel ow
zero].

Mntz stated that the reduction of the tax credit in the

3:02:13 PM

Page 34
Section 12/ 13 (cont.)

AS 43.55.024(d)-(f)

A producer entitled to a tax credit my apply to the Dep't
of Revenue for a "transferable tax credit certificate"
(GOV). Once issued, a certificate may be used for its face
value, but a transferee may not apply a certificate to
reduce its tax liability by nore than "20 percent"” (G
during a cal endar year.

Mntz pointed out this provision is unchanged from the
nal version of the bill.

: 01 PM

Page 35

Section 12/13 (cont.)

AS 43.55.024(i) - "nontransferable credit for transitiona
i nvest ment expendi tures” (RES)
...transitional investnent expenditures [TIE] are ..."capita

expenditures"” (GOV) [incurred "4" (RES) "/2001 through"
(V) "4" (RES) "/2006" (G&OV)] ["7" (FIN/2001 through "7"
(FIN) /2006] ... less ... [proceeds from the "sale ... of
assets" (GOV) ...acquired ...as a result of [those] capita
expendi t ures.
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M. Mntz stated the dates are changed to conform
3:03:13 PM

Page 36

Section 12/13 (cont.)

AS 43.55.024(i) (cont.)

* A producer may ...take a "tax credit" (RES) ..of "20
percent” (RES) of the producer's ["TIE'" (RES)] but
only [up to] "one-half of the producer's qualified
capi tal expenditures"” (RES) ...during the nonth

 Credits are "non-transferable" (RES)

e Credit provision "expires April 1" (RES) ["July 1"
(FIN] ", 2003" (RES)

M. Mntz noted this pertains to the sanme subsection (i) as the
previ ous page.

3:03: 29 PM
Page 37
FIN, Sections 13-17

AS 43.55.025 (from SB 185)
The FIN CS

 Extends the sunset for these exploration credits to
2016 statew de

* Fixes an anbiguity re: $20 nmillion cap for Cook Inlet
« Mkes conform ng anmendnents

M. Mntz overviewed these changes contained in the Senate
Fi nance Conmittee substitute.

3:04: 32 PM
Page 38
RES, Sections 7, 12

AS 43.55.020(a) and (9)
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e 95 per cent of pri nci pal producti on t ax (AS
43.55.011(e)), net of credits, due each nonth.
Renmai ni ng portion due at end of next cal endar quarter.

e 100 percent of tax on lessor royalty interest (AS
43.55.011(f)) due each nonth

* Bill does not specify paynent of progressive-rate oil
tax (AS 43.55.011(Q).

M. Mntz remarked this relates to paynment of the tax

Di screpancies in paynents of |ess than 95 percent of the actua

tax would be subject to interest. No interest would be assessed
on discrepancies of up to five percent of the actual tax because
t hat amount woul d not be due until the follow ng quarter of the
cal endar year.

3:06: 06 PM
Page 39
FIN, Section 7

AS 43.55.020(a)

"95 percent” (RES) of "total"™ (FIN) production tax (AS
43.55.011(e)-(g)), net of credits, due "each nonth" (RES)
Remai ni ng portion due "March 31 of follow ng year" (FIN).

M. Mntz contended this provision would be "nuch sinpler” for
both the tax payer and the Departnent of Revenue. The "true-up"
was changed from quarterly to annual because financi al
information is not available by the end of the next cal endar
year quarter.

3:07: 03 PM
Page 40
FIN, Section 11

AS 43.55.020(f) - "Prevailing val ue"

The Governor's bill clarified that prevailing value applies
where there is "no actual sale" (GOV) of oil or gas. The
FIN CS also clarifies that where there is a sale,
prevailing value may be calculated for the "nonth during
which the sale occurred” (FIN) when that nakes nore sense
than the nonth during which the oil or gas was produced.
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M. Mntz commented that this |anguage does not pertain to the
PPT system but is nonethel ess inportant.

3:08:59 PM
Page 41
And finally ..
RES Section 25, FIN Section 29

The RES CS increased the oil conservation surcharge under
AS 43.55.300 from 3 cents per barrel to 5 cents.
The FIN CS increases it from3 cents per barrel to 4 cents.

M. Mntz overviewed this information
3:09:44 PM

Senat or Hof fman, referencing Page 24, asked the justification of
deleting the language in the Senate Resources Conmittee
substitute relating to "relinqui shed assets".

M. Mntz deferred to M. D ckinson. M. Mntz surmsed the
issue to be nore theoretical than problenmatic.

3:10: 39 PM

M. Dickinson defined "relinquished asset” as provided for in
the Senate Resources Conmttee substitute as "an asset that is
first acquired by the producer before the effective date of this
section and has been replaced by the producer's |ater purchase
of an asset that serves substantially simlar function as an
asset that was relinquished.” This |anguage should be included
as "a test" in determning eligibility of capital investnents
made by producers on the North Slope. Producers would be
unlikely to inport assets to the North Slope for only the
pur pose of receiving a tax credit.

3:11: 44 PM

Senat or Hoffrman asked if this would apply even for high value
pur chases.

SFC- 06 (37) 04/ 20/ 06



3:11: 52 PM

M. Dickinson could not guarantee this would not occur. However,
t he process required proof that the asset was new.

3:13: 07 PM

Co-Chair W I ken spoke to private royalty interest. He recalled
debating the issue and subsequently directing the comm ssioner
to provide the Ilegislature wth recomendations on future
private royalty exploration and developnent and production.
However, the |anguage of the Senate Finance Comrittee substitute
stipulates five percent of oil gross value and 1.667 percent of
gas gross value for |lessor royalty share up to the year 2013. He
asked the reasoning for this change.

3:13: 52 PM

M. Dickinson replied that the Senate Resources Conmttee
substitute provided that the conmm ssioner would set the future
tax rate. The Murkowski Adm nistration determned this would be
i nappropriate and that the legislature should instead establish
the rate in statute. It would be appropriate for the
commi ssioner to make a recommendation of the tax rate and to
inplenment the rate established by the Ilegislature. The two
branches of governnent shoul d remain separate.

M. Dickinson also pointed out that the Senate Resources
Commttee substitute provided a specific tax on private
royalties for existing |eases. However, producers considering
new |eases would not know the future rates. Although the
| egi slature could always inplenent changes to existing rates,
t he proposed system would provide no rates whatsoever. Therefore
a rate for all private royalties should always be in place. The
comm ssioner could recommend the rate be changed or remain
unchanged.

M . Di ckinson addressed the establishment in the Senate
Resources Conm ttee substitute of a rate of five percent for oi

and 1.667 percent for gas. The Adm nistration did not support
the geographic differentials, although a separate rate for sone
gas projects could be appropriate. Admnistratively, "there is
no confusion over what's gas and what's oil;" however "net
value" is unclear. "A reduction at the gross value level"” would
i nstead be appropriate and would "have the additional virtue of
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keeping the twenty percent applied to everything." A two-step
process woul d be applied for gas resulting in a "lower effective
rate". Because the gross value is utilized, the two "inplicit"
rates are stated in the presentation.

Co-Chair WIlken indicated he would return to this issue at a
| ater tine.

3:17:15 PM

Senator Hof fman asked the effect on the State of the renoval and
abandonnment costs as provided for in the Senate Finance
Commttee substitute and overviewed on Page 23 of the
presentati on.

3:18:12 PM
M. Dickinson replied, "I don't believe the dollars at stake are
[a] huge issue.” He continued, "I believe that the costs of

abandonnment: abandoning sonething, dismantling it, restoring
what was there back to the State required by the lease is an
important part of the business cycle. It's a duty. It falls on

the person who's done the leasing.” Although perceived as "a
conpany leaving the state," as the fields "mature" some would be
shut down yet the producers would still operate elsewhere in

Al aska. Two snmall fields in Prudhoe Bay are no |onger operable
and the holders of those |eases continue to operate other
fields.

M. Dickinson noted this mtter was not addressed in the
original version of the bill or in the Senate Finance Conmttee
substitute. As a result, these costs would be treated the sane
as any other "ordinary, necessary business expense."

3:19:22 PM

Senator Hoffrman asked if the original Trans Al aska Pipeline
System (TAPS) was not intended to be "covered'" wunder this
provision, as it was anticipated to extend to the year 2050.
3:19:43 PM

M. Dickinson explained that a "fraction of the penny"” or "over
a penny now' is paid for every barrel transported through TAPS
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and held specifically for future abandonnment costs. This
| egi sl ati on woul d not change the existing system

3:20:42 PM

Co-Chair WIken, referencing the same presentation page, asked
if the exclusions from direct costs would allow for "double
counting”, as normal accounting practices require holding funds
aside in anticipation that a site would be abandoned. These
woul d be considered annual operating expenditures at this point.
At the tinme of actual abandonnent, the costs could be deducted
again if the specific exclusion were not included in this
| egi sl ati on.

3:21:21 PM

M. Dickinson answered this is not the intent. Before an expense
could be accounted for as a future liability it rnust be
"identifiable with a sufficient anount of certainty." A reserve
account could be established, but funds deposited into it could
not be deducted fromincone at the tine of deposit. He gave the
val ue of pension funds as an exanple of this situation.

M. Dickinson enphasized the "focus” is on actual costs or cash
flows. For exanple, anortization, depletion or depreciation is
not allowed. Only a "cash outlay" would be considered a direct
cost. The only exception would be paynent of a tariff for a
downst r eam asset .

3:23:06 PM
Co-Chair Wlken clarified that funds deposited into a producer

established "sinking fund" would be an expense to the producer
but not considered an expense for tax purposes.

3:23:35 PM

Senator Stedman reposed the question noting, "Wen there is
abandonnment and there's a PPT tax calculated, there is no credit
taken against the PPT tax for abandonnment." He asked if "any

ot her charges taken against it from the abandonment the PPT
tax."

3:23:58 PM
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M. Dickinson affirnmed that capital is an investnent for future
benefit; abandonnment would not generally be considered as such
Abandonnment costs would be considered an ordinary and necessary
expense. Each dollar spent on abandonment would reduce the PPT
tax by 22.5 percent under the provision of the Senate Finance
Conmi ttee Substitute.

3:24:59 PM

Senat or Bunde understood that abandonnent costs, when expended
woul d be considered ordinary business deductions that could be
t aken agai nst corporate incone tax.

M. Dickinson affirned.

Senator Bunde asked if these expenses could also be deducted
fromthe PPT tax liability.

M . Dickinson again affirned.

Senat or Bunde characterized this as "doubl e di ppi ng".

M. Dickinson explained that this would involve two different
taxes. Costs of operation on the North Sl ope would be considered
a deduction from both PPT and corporate incone tax.

3:26:59 PM

Senator O son questioned the absence of a geographi cal
differential on investnents related to natural gas devel opnent

because operations in Cook Inlet are nostly devel oped but not
devel oped on the North Sl ope.

3:27:43 PM

M. D ckinson agreed that Cook Inlet contains "very mature
wel I s"; however, new developnent is still occurring in that
regi on.

3:29:10 PM

Senator Hoffman noted the deletion of additional audit of |ease
expenditures requirenents in Section 26(c) of the Senate Finance
Committee substitute. He asked the reason for this.
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3:29:44 PM

Senator Stednman furthered that changes to this subsection would
al so reduce a penalty from 20 percent to 5 percent.

3:30: 08 PM

M. Dickinson read the |anguage of the commttee substitute as:
"the Departnent of Revenue may authorize a producer, including a
producer that is an operator, to treat as it's |ease
expenditures under this section, the costs paid by the producer
that are billed to the producer by an operation in accordance
with the terns of a wunit operating agreenment or simlar
operating agreenent if the Department of Revenue finds that (1)
the terms and conditions of the operating agreenment are
substantially simlar with the Departnent of Revenue' s
determ nations, and (2) at |I|east one working interest owner
party to the agreenent, other than the operator, has a
substantial incentive and ability to effectively audit billings
under the agreenent."”

M. Dickinson understood this provision has remined unchanged
from the original bill and the Senate Resources Conmittee
substitute.

3:31: 22 PM

M. Mntz affirmed. An "immaterial change" was nmade to clarify
the inclusion of a producer that is also an operator.

3:31: 40 PM

M. D ckinson informed that nost operations occurring on the
North Slope are through joint ventures involving one operator
perform ng the functions and other working interest owners. He
exanpl ed activities at Prudhoe Bay in which BP Exploration is
the operator. BP Exploration expends the funds necessary to
operate the field and each nonth, Conoco Phillips reinburses 36
cents on the dollar and ExxonMbil reinburses an additional 36
percent .

M. Dickinson stressed that multiple experts enployed by the
working interest owners continually review and audit the
billings submtted by the operator. The working interest owners
have a substantial interest in ensuring that the expenses are
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valid and accurate. The intent of the provision of Section 26(c)
is to allow the State to benefit fromthese efforts. The State's
right to audit would not be forfeited.

3:34:40 PM

M. D ckinson then began over-viewing a handout titled, "PPT
Revenue Studies, Senate Finance Conmmttee, April 20, 2006" [copy
on file.]

[ Note: The pages in this docunent are not nunbered and were not
presented in the same order as contained in the packet. Severa
pages are untitled. For reference purposes, the Senate Finance
Commttee Secretary made a notation on each page of the
correspondi ng tinmestanp in which that page was addressed in this
hearing. General descriptive information of each page is
provided in the body of these mnutes when feasible. A copy of
the handout can be obtained by contacting the Legislative
Research Library at (907)465-3808. ]

M. Dickinson stated that this presentation pertains to severa
techni cal questions posed in the previous two hearings on this
bill.

3:35:41 PM

Cook Inl et

[ Bar graph showing Daily Production BOCE (6000 ntf gas =
1Bbl oil) of anmpbunts 5,000 through 35,000 in 5,000
increnents for Taxpayer listed as A, B, C, D, E F, and G
and delineated by G| [blue], Gas [white], and Taxable Gas
(after exclusion) [green]. A red dotted line indicates
5,000 BCE equivalent credit. ]

M. Dickinson corrected an error on the page, which incorrectly
stated "Annual Production BCE.! He identified the Taxpayer
lettering as "typical taxpayers in the |last year."

M. Dickinson noted that oil production has declined in this
region, with two producers produci ng approxi mately 6,000 barrels
per day and "four or five producers producing significantly
| ess.” Subsequently nost oil produced in Cook Inlet would not be
taxabl e under the provision of the "effective first credit"”.
Most production in this region is of natural gas.
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M. Dickinson continued explaining the bar graph as foll ows.

The conbination of the white and green bars up there
constitute the gas. Wat we've done here, is we've done a
barrel of oil equivalent based on the BTU basis rule of
thumb. It takes 6,000 cubic feet of gas nekes one barrel of
oil BTU equivalent. Cearly the values don't translate
quite the same way, but for these purposes we're just going
to use a six to one ratio of for a thousand cubic feet for
a barrel of oil.

On that basis there are three producers who have |arge

guantities of gas, in fact, well, one of them also has oil,
but two of them don't have very nuch gas. The rule that you
will see there is of the gas that they have, when they go
to calculate their base PPT two-thirds of that wll not
calculate in the tax. Two-thirds of the revenue from that
gas will not calculate in.

So what you wll see here is, what is left after that

exclusion is applied, is a very small about ten thousand
cubic feet a day barrel of oil equivalent 60,000 cubic feet
a day of taxable gas fromthose three tax payers.

There will be the two places where the blue |ines extend
above the red dotted line. In other words where there is
nore than 5,000 barrels of oil being produced by a single
producer. There will also be sone tax on the oil.

| hope what this slide illustrates is that through these
two nechanisnms, | think the taxpayers in Cook Inlet, both
of these nmechanisns, which are limts on size, effectively
cover much of the production fromthe Cook Inlet.

This is a sinplified diagram of how Cook Inlet mght | ook
as these two, the 5,000 barrel a day equivalent credit and
the reduction in gas, are applied.

3:39: 20 PM

Senator Stedman asked for clarification of the calculation of
one-third of the gross revenue on gas and whether the
calculation would be made before or after expenses were
deduct ed.
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3:39:54 PM

M. Dickinson explained that one-third of gross revenues derived
from natural gas operations would be added to all gross revenues
from oil operations. Al upstream costs would be deducted from
that anount, and the total would be taxed 22.5 percent for PPT.

3:41:17 PM

Senator Stedman predicted an adverse affect of this provision in
situations involving an operator that only produces gas and has
no revenues from oil production. Because all expenses would be
deducted from one-third of the gross revenue, the tax due on the
bal ance woul d be very low if any.

3:42: 04 PM

M. Dickinson responded, "You would adversely affect your tax
base both ways. Doing it the way the bill lays out would affect
it nore." He began to reference another page of t he

present ati on.
3:42:21 PM

Senator Stedman interjected to request the presentation be nmade
in an orderly manner, as his followup question was the affect
of progressivity on natural gas devel opnent.

3:42: 44 PM

M. Dickinson reiterated that the "six to one is really a Btu
[British thermal wunits] equivalent”. The price of oil was
currently $70 and a six-to-one equivalent woul d  equal
approximately $12 of thousand cubic feet (ntf) of gas. Most
prices for Cook Inlet natural gas would be significantly | ower
at approximately $3 to $4. In wutilizing actual proceeds in
calculating progressivity, Cook Inlet gas would "not be driving
much of the progressivity cal cul ation".

3:43: 53 PM
Senat or Stedman wunderstood that progressivity would not be a
significant factor in tax revenues collected on Cook Inlet

natural gas productions. He deferred future discussion on this
matter.
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3:44: 01 PM

Senat or Bunde asked if the sane provision of basing the tax on
one-third of gross revenues derived from natural gas production
woul d apply statew de.

M. Dickinson affirmed this provision wuld apply to all natural
gas operations in the state. Currently gas is only produced from
Cook Inlet with the exception of a small anpbunt produced from
the North Sl ope.

Senator Bunde shared Senator Stednman's concern that this
provision would be "very taxpayer friendly". He suggested
deducting expenses from the gross revenues and taxing one third
of the net anount would provide greater return to the State. He
requested a conparison of the two nethods.

3:44:55 PM

M. Dickinson could create "a standard nodel or a standard
deduction type arrangenent”. However, "As an average, it would
be an average of a fairly broad range of costs associated with
gaS."

Senat or Bunde wanted a conparison of the two nethods for the
t axpayer represented on the bar graph as "B".

3:45:47 PM

Co-Chair Geen asked for clarification that "the one-third
calculation [is] another way of saying that for the price on gas
is $7.50 and the price on oil is $22.50 and we've just said it's
one-third."

3:46: 13 PM

M. Dickinson replied that the reverse would be true only in the
effect that "where there is only a gross value at point of
production, in other words where the royalty value is based on
gross value at point of production, which is how private royalty

interests are taxed. | think that the nunbers put into this bill
were neant to reflect the gas revenue exclusion. They're meant
to line up with each other. |I'm not saying which one drove the

other. Cearly in terns of volume there's a much |arger vol une
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in the non-royalty tax than there is on the royalty tax. But
t hey are supposed to be exactly parallel."”

Co-Chair Geen asked if "it would be easier to understand, if
you took the gross value of the gas and the gross revenue and
then just multiplied it by 7.5 rather than take your expenses
away from the total but then just multiply by 7.5 and then it's
nore clearly set out that the gas is intended to be less a unit
versus the price per unit of oil."

3:47:39 PM

M. Dickinson agreed that such a calculation would essentially
"have the sanme mat hematical effect.”

3:48: 07 PM

Senat or Stednan requested an explanation of the methodol ogy of
using the "one-third, which is 7 and a half" and clarification
of how expenses would be applied, whether to the gross or the
"one-third side". He understood that this nethod, as opposed to
a method in which portions of each facility were identified as
ei ther producing oil or gas, is proposed for a reason. Providing
"one point of calculation” is part of the reasoning.

M. Dickinson answered, "I think the Chair is absolutely
correct. You could do it that way and | think what that
enphasizes is that we are not reducing the incentives for
production for gas. The credits are still available. The
deduction at the higher rate is still available. And so, what's
being created here is when those investnents are being nade. The
PPT system is neant to support all those investnents including
expl orations, which you can't differentiate. So the nethodol ogy,
(a) it's difficult to do, and (b) it doesn't really line up with
the vision of how this would work to [provide incentive for]
investment. Certainly the step that the Chair has laid out is
nmechani cally gets you to the sane place.”

3:49: 47 PM
Co-Chair Geen remarked that the discussion was "going way too
deep” on an issue "that in the whole schene of things is fairly

m nor."

3:49: 57 PM
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Senat or Bunde understood the concept that gas is |ess valuable
per unit and that a lower tax rate would be appropriate.
However, he questioned the deduction of expenses from net
revenue rather than gross revenue. He asked the nonetary
di fferences to "governnment take" or "industry | oss".

3:50: 29 PM

M. Dickinson reposed the question to ask how costs would be
al l ocated between oil and gas activities and whether it would be
done on a value basis, specific engineering identification
basis, or volunetric basis. Costs associated with a "hole in the
ground” from which both oil and gas was produced would be
difficult to separately account for as either oil or gas related
expenses. Instead under the nethod proposed in this |egislation,
"you really wouldn't be identifying costs so nmuch as setting up
arule to create two buckets of cost."

3:51: 01 PM

Senator Bunde clarified that under the provisions of the current
committee substitute, expenses would be subtracted from the
identified one-third of gross revenues from gas. He asked the
difference of deducting expenses from the total gross revenue
from gas before calculating one-third from which to base the
tax. The expenses would be the sanme in either case.

3:51: 33 PM

M. Dickinson responded that to wutilize the second nethod
suggested by Senator Bunde, it would be necessary to multiply
sonme expenses by one rate and other expenses by a different
rate. He posed a scenario of a producer expending $7 mllion to
operate a facility that receives well fluid and separates it
into gas and oil. Senator Bunde's nethod would require a
determ nation of which of those expenses are related to oil
production and which to gas production.”

Senat or Bunde surmised that under the provisions of the bill
one-third of gross revenues from gas production wuld be taxed
after all expenses were deducted. He again wanted to know the
difference, given that the expenses would be unchanged, of
deducting these expenses from the total gross revenue from gas
rather than one-third of the gross revenue from gas.
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M. Dickinson identified the problem as determ ning the anounts
of the total expenses were related to gas activities versus oi
activities. An arbitrary rule, such as that contained in the
| egislation could be established, or calculations of the
expenses could be nade. The costs for producing oil and gas are
sinple to calculate. Dividing those costs between oil and gas
production is conplicat ed.

3:53: 04 PM

Senat or Bunde acqui esced due to tine constraints, but contended
that the costs could be deducted from either the full gross
revenue from gas or one-third of the gross revenue from gas.
Deducting costs fromthe one-third net would result in less tax
paid to the State.

3:53:23 PM

Co-Chair W/l ken referenced a chart that was earlier projected by
M. D ckinson but not identified. Co-Chair WI ken asked if the
axis would reflect all of Al aska.

M. Dickinson affirned.
3:53:37 PM

Senator Stedman enphasized the point that revenues from gas
taxed at a rate of 22.5 percent would be too high. Ei ther form
of calculation of the tax of one-third of the revenues would
produce simlar results.

3:54:25 PM

Per Barrel Progressivity Surcharge 2010

[Line graph depicting Per Barrel Progressivity in anounts
of $0 to $50.00 shown in $5 increnments and ANS Price of $40
t hrough $120 shown in $10 increnents of the House Resources
Conmm ttee substitute, the Senate Resources Commttee
substitute, and the proposed Senate Finance Conmittee
substitute.]

M. Dickinson noted that this chart, included in the handout,
had al ready been addressed.
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3:54: 44 PM

Total Progressivity Surcharges 2006-2030 ($B)

[Line graph depicting Progressivity Surcharge ($B) in
increments of 50 between zero and 200 and ANS Price in $10
increments of $40 through $120 for the House Resources
Conmittee substitute, the Senate Resources Conmittee
substitute, and the Senate Finance Commttee substitute.]

M. Dickinson explained that a rate would be applied against the
calculated tax base. This is the progressivity. He referenced a
chart presented at the previous hearing on this bill that
addressed the effect per each barrel. The slide currently before
the Commttee "translates"” the data into cunulative terns over
25 years and "adds up the difference.” At current prices, the
progressivity surcharge would add $2 to $3 billion in additional
revenue over the 25 year period. Under the provisions of the
House Resources Committee substitute, the additional revenue
generated during this time period from oil priced at $120 per

barrel woul d be approxi mately $200 billion.
3:56:49 PM
Distribution of Future Cash Flows Under SQ Gov's Bill, Sen

Res and Proposed Sen Fin CS* FY 2007-2016

[ Spreadsheet and |ine graph listing Governnent Share of the
current tax system and the various versions of SB 305 based
on Al aska North Slope West Coast (ANS WC) price per barrel
as follows:

St atus Quo:

$30 ANS WC $/ bbl 56. 2%
$40 53. 7%
$50 52. 6%
$60 51. 9%
$70 51. 4%
$80 51. 1%
Governor's Bill

$30 ANS WC $/ bbl 57. 2%
$40 57. 1%
$50 56. 5%
$60 56. 5%
$70 56. 6%
$80 56. 6%
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Senat e Fi nance

$30 ANS WC $/ bbl 58. 1%
$40 57. 9%
$50 57. 7%
$60 57. 9%
$70 58. 5%
$80 59. 1%
Senat e Resources

$30 ANS WC $/ bbl 60. 2%
$40 59. 9%
$50 60. 7%
$60 61. 5%
$70 62. 3%
$80 63. 2%

*Assunmes the Progressive tax is deductible only once
from the PPT calculation for Resources CS; it is not
deducti bl e for Finance CS

M. Dickinson explained this page relates only to progressivity
and calculates the governnent share of the cash flow in "a
year". This data denonstrates the effect of a change of one-
tenths, two-tenths or three-tenths of a percent of the
progressivity rate.

3:57: 55 PM
Senator Bunde noted that if the |ong-range forecasted price of
$40 per Dbarrel is realized, no progressivity tax would be
col | ect ed.
M. Di cki nson  affirned. The  Senate Resour ces Commi ttee

substitute would provide for the progressivity tax for prices of
$41 per barrel and higher.

M. Dickinson qualified that because this information is based
on a 25 year nodel, the costs could vary. The Senate Finance

Commi ttee substitute progressivity provi si on is " cost
sensitive"; therefore progressivity would not be levied at
prices of $60 per barrel if costs were higher than $15 per
barr el

3:59: 25 PM
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Senat or Bunde asked why less tax would be collected on prices of
$60 per barrel than $40 per barrel under the provision of the
Senate Finance Committee substitute.

M. Dickinson replied that the State has a regressive system He
continued, "PPT does nuch to correct that"; however the
situation would remain due to "the nature of" royalty and
property tax. He enphasized, "As the total dollars goes up, the
per cent age goes down."

4:00: 24 PM

Distribution of Future Cash Flows Under Sen Fin CS wth
1% .2% and .3% Progressivity FY 2007-2016

Spreadsheet and line graph listing Governnent Share at
Al aska North Sl ope West Coast (ANS WC) price per barrel for
three progressivity rates wunder the provisions of the
Senate Finance Commttee as foll ows:

Senate Finance CS .1% Progressivity:

$40 ANS WC $/ bbl 57. 9%
$50 57. 7%
$60 57. 9%
$70 58. 5%
$80 59. 1%
$90 59. 6%
Senate Finance CS .2% Progressivity:
$40 ANS WC $/ bbl 57. 9%
$50 57. 7%
$60 58. 0%
$70 59. 1%
$80 60. 2%
$90 61. 3%
Senate Finance CS .3% Progressivity:
$40 ANS WC $/ bbl 57. 9%
$50 57. 7%
$60 58. 1%
$70 59. 7%
$80 61. 3%
$90 63. 0%

M. D ckinson noted this denonstrates the trend depicted on the
previ ous page over a longer tinme period.

4:00: 44 PM
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Cumul ati ve Revenues Attributable to Progressivity
Sen Fin CS and Sen Res CS, 2007-2030
Low Vol une Scenari o
[Line graph depicting the Revenues at «certain ANS West
Coast Prices under the provisions of the two commttee
substitutes as foll ows:

Senate Finance Commttee Substitute:

$50 ANS WC $0

$60 $0.2 billion

$70 2.6 billion

$80 6.0 billion

$90 10.4 billion

$100 15.7 billion

Senat e Resources Committee Substitute:
$50 ANS WC $4 billion [approximtely]
$60 7.7 billion

$70 13.7 billion

$80 21.1 billion

$90 29.9 billion

$100 40.1 billion

M. Dickinson explained this page presents the sanme information
as provided in earlier presentations, although as cunulative
revenues attributable to progressivity.

4:02:26 PM

Senator Hoffman noted this page presented the |ow volune
scenario and that a high volune scenario was not provided. He
asked if, "the high volunme scenario would be with the |ower
taxes, nore to the Governor's version and the |ow volune
scenario would be nore toward the Senate Resources [conmittee
substitute] because of exploration incentives."

M. Dickinson responded, "Yes, we'd like to think that the high
vol une scenario lines up with what is happening with incentives
and as a consequence there would be nmuch nore volune and nuch
nore revenue. The progressivity lines, | believe, would nove
exactly proportionately because the - it'd sinply be nore - the
sanme thing happen in two nore barrels.™

4:04:18 PM

Ef fect of Tax Rate: Annual G| Severance Tax ($M I 1lions)
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Senate Finance CS with 22.5% and 25% Tax Rate at $20, $40,
and $60 per bbl, Low Vol une Scenario

[Line graph depicting the trend of Severance  Tax
($M1lions) of zero through 3,000 for the years 2005
t hrough 2030 for tax rates of 22.5 percent and 25 percent. ]

M. Dickinson pointed out that the differences in the anount of
revenue would remain fairly consistent. He qualified this chart
does not calculate in other factors and assunes all other
provi si ons are consi stent.

4:06:16 PM

Senator Dyson clarified this information represents a | ow vol une
scenari o.

M. Dickinson affirned.
4:06: 22 PM

Cunul ative Severance Tax Revenue, Senate Finance CS, wth
Tax Rates of 22.5% and 25% 2007-2030 ($B), Low Vol une
[ Line graph showing Cumnul ative Sev Tax Revenue ($B) at ANS
Price for the two tax rates with certain anounts noted as
foll ows:

22.5 percent tax rate:

$40 ANS Price $18.9 billion

$50 28.9 billion
$60 39.6 billion
$70 52.4 billion
$80 66.2 billion

25 percent tax rate:
$40 ANS Price $21.8 billion

$50 33.0 billion

$60 44.8 billion

$70 58.8 billion

$80 73.7 billion
M. Dickinson pointed out the increased variances between the
effects of the two tax rates as the price of oil increases.
4. 07:04 PM
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Senat or Hof fman requested a conparison of this information to
the existing tax structure to denonstrate the increases that
woul d occur under the proposed nethods.

M. Dickinson stated he woul d prepare such a conpari son.
4:07:30 PM

Senator Stedman asked if the amount of $70 "non-discounted” is
hel d constant to the year 2030 in these charts. He surmised, "If
we double that back in today's dollars that gap would severely
i npl ode in present value terns."

M. Dickinson affirmed this would occur "in present value
ternms.” The presentation utilizes "real dollars”" but does not
account for the "tinme value of those dollars.”

4:08:54 PM

Value of Credits against Capital Expenditures Under Senate
Finance CS, at 20% and 25% Credit Rates, 2007-2030 Low
Vol unme
[Line graph showing Value of Credits ($mm) for Year at a
20% rate and a 25% rate wth certain years and
correspondi ng amounts noted as foll ows:

20% credit rate:

Year 2007 $212 nmillion
2011 210 mllion
2015 205 mllion
2019 197 mllion
2023 188 million
2027 180 million
2030 178 mllion

25% credit rate:

Year 2007 $265 nillion
2011 263 mllion
2015 256 mllion
2019 246 mllion
2023 235 mllion
2027 226 mllion
2030 222 mllion]

Average annual credit value is $50 mllion greater under
25% credit rate than under 20%credit rate.
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M. Dickinson continued his presentation, explaining that the
credits would be calculated after the rate was calculated for
both progressivity and the tax base. The figures represented on
the graph are driven by the assunptions of the |evel of capita
i nvestnent nore so than by price.

4:09: 24 PM

Senator Stedman asked the dollar anmpunt of capital expenditures
utilized to generate these findings.

M. Dickinson responded that a figure of approximately $1.1
billion was utilized for the year 2007. The anounts utilized
decline over the next 20 years to approximately $600 nmillion.

4:09: 57 PM

Senat or Stednman asked the expectation of production in relation
to capital expenditures.

M. Dickinson relayed argunents nade to the Commttee by other
presenters contend that at the current |evel of investnent, the
| ow volume forecast would not be achieved. The data used in
conpiling this graph considers the current |evels of investnent
and attenpts to "create distribution of those dollars that we

think will create the barrels that we're nodeling." However,
Senator B. Stevens "correctly identified the issue"” that if this
| egislation was "successful" investnent would increase. The

graphs presented are intended to denonstrate the difference that
"such an investnment” would cause under the rates of 20 and 25
percent .

4:11:10 PM

Senator Hof fman requested clarification that "over 20 years, the
total credit value would be $1 billion additional between 20 and
25 percent."

M. Dickinson affirmed this is correct.
4:11: 45 PM
Cunul ati ve Revenue Loss Attri butable to 5000 Bbl Mechani sm

Sen Fin CS and Sen Res CS, 2007-2030
Low Vol une Scenari o
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[ Line graph depicting the trend of Revenue Loss ($B) at ANS
West Coast Price under the provisions of the conmmttee
substitutes with certain amounts noted as foll ows:

Senat e Fi nance CS

$20 ANS WC Price $0.1 billion [approximately]
$30 0.6 billion
$40 0.8 billion
$50 1.3 billion
$60 1.3 billion
$70 1.3 billion
Senat e Resources CS

$20 ANS WC Price $0.2 billion
$30 0.4 billion
$40 0.5 billion
$50 0.6 billion
$60 0.8 billion
$70 0.9 billion

M. Dickinson rem nded that, under the provisions of the Senate
Resources Conmittee substitute, production of Iless than 5,000
barrels would not be taxed. At production of nore than 5,000
the nunber of barrels exenpt from tax would decline. No
exenption would be granted on production of 30,000 or nore. The
five largest producers operating in Al aska would receive no tax
benefit fromthis provision.

M. Dickinson then reiterated that the provisions of the Senate
Finance Commttee substitute would exenpt tax on at |east 5,000
barrels for every producer. The effect of this would be m nina
for large producers, although would still be granted.

M. Dickinson pointed out that due to these provisions, the
Senat e Resources Committee substitute would "have | ess effect on
revenue" than the Senate Finance Commttee substitute. The
Senate Finance Conmttee substitute would allow certain credits
that the Senate Resources Conmttee substitute would not.

4:13:59 PM

Co-Chair WIlken clarified that the difference of the inpact of
the two bill versions would be $300 million annually at an ANS
price of $40.
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M. Dickinson corrected that the anobunt woul d be curul ative over
the period of 2007 through 2030. The anmobunt would be
approximately $100 million at significantly higher prices.

4:14:57 PM

CHERIE N ENHU S, Petroleum Econom st, Tax Division, Departnent
of Revenue, testified that the 5,000 barrel credit provision of
the Senate Finance Commttee substitute would only be effective
t hrough the year 2016. The results are charted on this graph as
cunul ative through the year 2030.

4:15:44 PM

Distribution of Future Cash Flows Under SQ Gov's Bill, Sen
Res and Proposed Sen Fin CS* FY 2007-2030

*Assunmes the Progressive tax is deductible only once from
the PPT calculation for Resources CS; it is not deductible
for Finance CS.

[ Spreadsheet and |ine graph |listing Governnent Share at ANS
WC Price at follows:

St at us Quo:

$30 ANS WC $/ bbl 56. 9%
$40 54. 1%
$50 52. 7%
$60 52. 0%
$70 51. 5%
$80 51. 2%
Governor's Bill:

$30 ANS WC $/ bbl 57. 4%
$40 57. 4%
$50 57. 1%
$60 57. 2%
$70 57. 3%
$80 57. 3%
Senat e Fi nance:

$30 ANS WC $/ bbl 59. 2%
$40 58. 9%
$50 58. 8%
$60 58. 9%
$70 59. 4%
$80 59. 9%
Senat e Resources:

$30 ANS WC $/ bbl 61.4%
$40 61. 9%
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$50 61. 7%

$60 62. 5%
$70 63. 3%
$80 64. 1]

M. Dickinson explained this information is calculated after
capital expenses are deducted. The percentages represent both
State and federal taxes.

M. Dickinson detailed the chart.
4:18: 00 PM

Senator Stedman surm sed that the difference of the inpact of a
22.5 percent tax rate should equally reflected between the 20
percent tax rate included in the original version of the bill
and the 25 percent tax rate included in the Senate Resources
Conmittee substitute. However, the Senate Finance Conmittee
substitute figures are closer that those of the Governor's
budget. He asked if this is due to the higher credit rate
provided in the Senate Finance Comm ttee substitute.

M. D ckinson answered, "Let's look at $40. | believe that
you' ve correctly identified that should form part of that shift.
We can certainly go in and look at it nore."” He assured, "That
certainly would have been ny first reaction as well."

4:18: 58 PM

Senator Stedman asked for verification that the information
presented for the Senate Finance Commttee substitute accounts
for a 25 percent «credit, the Senate Resources Conmittee
substitute and the original bill versions account for a 20
percent credit.

4:20:19 PM

Ef fecti ve Severance Tax Rate
Sev Tax / Well head (less royalty)
Low Vol une Scenari o
[Line graph conparing Eff Sev Tax Rate of ANS Wst Coast
Price of the bill versions with certain percentages noted
as follows:

St at us Quo:

$20 ANS WC Price 4.9% [ appr oxi mat el y]
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$30 5. 0%
$40 4. 9%
$50 4. 9%
$60 4. 9%
$70 4. 8%

Governor's bill:
$20 ANS WC Price  >1.0% [ approxi matel y]

$30 5. 6%
$40 9. 5%
$50 11. 4%
$60 12. 9%
$70 14. 0%

Senat e Fi nance Conmittee Substitute:
$20 ANS WC Price  >2.0% [ approxi mat el y]

$30 7.6%
$40 11. 7%
$50 13. 9%
$60 15. 5%
$70 17. 3%

Senat e Resources Committee Substitute:
$20 ANS WC Price  >4.0% [ approxi matel y]

$30 10. 4%
$40 14. 5%
$50 17. 9%
$60 20. 5%
$70 22. 6%

M. Dickinson detailed this information, noting this represents
effective tax rates on gross value at the point of production.

4:22:02 PM

Senator Stedman asked if the targeted tax rates shown are
calculated without the offset of the credits. The percentages
woul d be lower with the inclusion of the credits.

M. D ckinson responded that the credits are included in these
cal cul ations. The percentages represent the tax obligation as a
ratio to the total well head val ue.

Senator Stedman asked if the credit data reflects historical
i nvestment anmounts or the anmount of investnent anticipated with
the increased incentives provided in the change of the tax
system
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M. Dickinson answered that this graph wutilizes historical
spendi ng. Increased investnent would reduce the percentage of
tax liability in the years those investnments were expended.
Addi tional production as a result of increased investnent would
i ncrease the percentages.

4:23:40 PM

Senate Finance CS Transition at 20% and 25%

Annual Revenue Loss, 2007-2003

[Line graph depicting a Net Value of Allowance ($m) of 100
for the years 2007 through 2013 at a rate of 20 percent and
approximately 125 at a rate of 25 percent for the sane tine
period. ]

M. Dickinson explained this information as foll ows.

If you Ilook at the transition, transition investnent
expenditures they are - and this is not a difference
between two bills. But the Senate Finance bill - the CS you
have in front of you, generally has a 25 percent deduction
for capital expenditures. However, the transitionals, the
TIE, the transitional expenditures have a 20 percent. So
this is sinply indicating the effect every year that you
would get. It's a difference between these two assum ng
they were utilized effectively at 70 percent. So | won't
tell you, it's a sophisticated piece of analysis here.
These are just two strait lines. But it just shows you the
effect of roughly $12 mllion a year from the difference
between the 20 and the 25 percent."

Co-Chair WI ken requested clarification.

M. Dickinson corrected his calculations and estimated the
di fference to be approxi mately $100.

4:25: 45 PM
Ef fective Date Change From 04/01/2006 to 07/01/2006 at $60
per Barrel Ql
[ Li ne graph showing a line | abeled as $418 m | 1lion]

M. D ckinson indicated that Senator O son had requested the

effect of changing the effective date from April 1 to July 1.
The difference would be $418 mllion calculated at oil prices of
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$60 per barrel. The actual amount would be higher, given that
prices are currently $70 per barrel.

4:26:23 PM

PPT and GRE Revenue in FY 2007 at $60 per Barrel GOl

[ Bar graph stating that Severance Tax Revenues of PPT QG|
Revenue at a price of $60 per barrel is approxinmately $2.2
billion and Severance Tax Revenues of GRE is approximtely
$100 million.]

M. Dickinson explained this denonstrates the effect of the "gas
revenue streant. The total Severance Tax Revenues of PPT GO
Revenue at $60 per barrel and Gas Revenue Exclusion (GRE) for FY
07 would be $2.3 billion. The GRE represents approximately "five
percent reduction in the total tax take, as a consequence."

4:26: 59 PM
Cunmul ati ve Severance Tax Revenue under Governor's Bill as
Witten, with 22.5/20, and with 25/20, Low Vol une Scenario
2006- 2030

[ Bar graph listing Cumul ati ve Revenues of the existing tax
structure and of different tax rates of a PPT structure at
certain prices as foll ows:

St at us Quo:

$20 ANS WC Price $2,095 nmillion
$40 8,001 mllion
$60 12,496 mllion
Gov 20/ 20:

$20 ANS WC Price $ 256 mllion
$40 15,587 million
$60 33,259 mllion

Gov with 22.5/20:

$20 ANS WC Price $ 455 nmillion
$40 18,120 mllion
$60 37,989 nillion
Gov with 25/ 20:

$20 ANS WC Price $ 670 mllion
$40 20,654 nillion
$60 42,719 mllion]

M. Dickinson qualified this information was requested, although

it does not reflect the provisions of the Senate Finance
Comm ttee substitute. Instead, it denonstrates the effect of
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different PPT tax percentage rates under the provisions of the
original version of the bill. Wile revenues generated from a
PPT structure would be greater than revenues generated under the
existing tax structure at higher oil prices, revenue would be
| ess than the status quo at |ower oil prices.

4:28: 30 PM
Cunmul ati ve Severance Tax Revenues under Governor's Bill as
Witten, with 22.5/20, and with 25/20, H gh Volune Scenario
2006/ 2050

[ Bar graph listing Cumul ative Revenues of the existing tax
structure and of different tax rates of a PPT structure at
certain prices as foll ows:

St at us Quo:

$20 ANS WC Price $5,042 mllion
$40 12,947 mllion
$60 20,331 nillion
Gov 20/ 20:

$20 ANS WC Price $ 129 million
$40 20,917 nillion
$60 54,907 mllion

Gov with 22.5/20:

$20 ANS WC Price $ 207 million
$40 24,982 mllion
$60 63,208 million
Gov with 25/ 20:

$20 ANS WC Price $ 285 mllion
$40 29,046 nillion
$60 71,509 mllion]

M. Dickinson noted this chart presents the data from the
previ ous chart, although for a high volune scenario.

4:28:52 PM
Co-Chair WIken requested information regarding distribution of
future cash flows wunder the provisions of this |I|egislation

utilizing a 25 percent tax rate and 25 percent credit rate.

Senator Bunde added a request for this information utilizing a
22.5 tax rate and 25 percent credit rate.

4:29: 53 PM
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Senator Stedman requested a conparison of the progressivity
provi sion under consideration in the House of Representatives
applied to the Senate Finance Committee substitute, simlar to
the conparison created by the consultant to the |egislature,
EconOne. He asked that this information be presented in one
chart.

4:31: 04 PM

Senator Bunde and Co-Chair Geen thanked M. D ckinson and M.
Ni enhuis for their efforts in preparing this presentation.

Co-Chair Green announced that possible changes to the Senate
Finance Committee substitute should be prepared for the
foll owing hearing on this bill.

AT EASE 4:31:34 PM/ 4:32:13 PM

#
ADJ OURNIVENT

Co- Chair Lyda G een adjourned the neeting at 4:32:10 PM

SFC- 06 (64) 04/ 20/ 06



