M NUTES
SENATE FI NANCE COWM TTEE
April 21, 2006
1: 20 p. m

CALL TO ORDER

Co-Chair Lyda Geen convened the neeting at approximately
1: 20: 50 PM

PRESENT

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

Senator Bert Stedman

Senat or Lyman Hof f man

Al so Attending: SENATOR BEN STEVENS;, SENATOR TOM WAGONER;
DARW N PETERSON, Staff to Co-Chair G een; DAN DI CKI NSON, CPA,
and consultant to the Departnment of Revenue; MARK HANLEY, Public
Affairs Manager, Anadarko Petrol eum Cor porati on;

Attending via Tel econference: From an offnet |ocation: ROB
M NTZ, Assistant Attorney General, GO1l, Gas and M ning Section,
Cvil D vision, Departnent of Law

SUMVARY | NFORMVATI ON

SB 305-O L AND GAS PRODUCTI ON TAX

The Conmmttee heard from a consultant to the Departnent of
Revenue, from the Departnent of Law, and from a representative
of the oil and gas industry. Five amendnents to the conmttee
substitute were considered and four were adopted. The bill was
held in Comm ttee.

#SB305
1: 20: 59 PM

CS FOR SENATE BILL NO. 305(RES)
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"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
certain expendi tures and | osses; relating to t he
rel ati onship of the production tax on oil and gas to other
taxes, to the dates those tax paynents and surcharges are
due, to interest on overpaynents of the tax, and to the
treatment of the tax in a producer's settlement with the
royalty owners; relating to flared gas, and to oil and gas
used in the operation of a lease or property under the
production tax; relating to the prevailing value of oil or
gas under the production tax; relating to surcharges on
oil; relating to statenents or other information required
to be filed with or furnished to the Departnent of Revenue,
to the penalty for failure to file certain reports for the
tax, to the powers of the Departnent of Revenue, and to the
di sclosure of certain information required to be furnished
to the Departnment of Revenue as applicable to the
adm nistration of the tax; relating to crimnal penalties
for violating conditions governing access to and use of
confidential information relating to the tax, and to the
deposit of tax noney «collected by the Departnent of
Revenue; anending the definitions of ‘'gas,' ‘'oil,' and
certain other terns for purposes of the production tax, and
as the definition of the term 'gas' applies in the Al aska
St r anded Gas Devel opnent Act , and addi ng further
definitions; making conform ng anendnments; and providing
for an effective date."

This was the 15th hearing for this bill in the Senate Finance
Commttee. During a previous hearing, CS SB 305 (FIN, 24-
GS2052\P, was adopted as a working docunment. The anendnents
considered at this hearing are to the comrittee substitute,
Version "P".

1:22:13 PM

Amendnent #1: This anendnent deletes "tax for certain
expenditures and |osses” and inserts "production tax on oil and
gas" in the title of the bill on page 1, lines 4 and 5. The
anended | anguage of the bill title reads as foll ows.
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An Act repealing the oil production tax and the gas
production tax and providing for a production tax on oil
and gas; relating to the calculation of the gross val ue at

the point of production of oil and 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 production tax on oil and gas; relating
to the 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 and
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 Departnent 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 ternms 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 adding further
definitions; making conform ng anendnents; and providing
for an effective date.

This anmendnent also deletes "during" and inserts "for" to the
| anguage of AS 43.55.011(g), added through Section 5 on page 4,
line 7. The amended | anguage reads as foll ows.

In addition to the taxes levied under (e) and (f) of this
section, for each nonth for which +the price index
determi ned under (h) of this section is greater than zero,
there is levied on the producer of oil or gas a tax for al
oil and gas produced during that nonth from each |ease or
property in the state...
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This amendnment also inserts "tax" following "may take a" in
subsection (a) of Sec. 43.55.170. Additional nontransferable tax
credit., added by Section 26 on page 23, line 29. The anended
| anguage reads as foll ows.

(a) For a nonth that ends before July 1, 2016, and for
which a producer's tax liability under AS 43.55.011(e)
exceeds zero before application of an credits under this
chapter, a producer that qualifies wunder (c) of this
section my take a tax credit under this section.

This amendnment also deletes "credit applied® and inserts
"credits applied by the producer® to the |anguage of Sec.
43.55.170(b)(4) and (5) on page 24, line 13 and lines 15 and 16.
The amended | anguage reads as fol |l ows.

(4) except as provided in (5) of this subsection,
may not be applied if it would cause the total of the tax
credits applied by the producer under this section during a
cal endar year to exceed $14, 000, 000; and

(5 my not be applied if it would cause the
total of the tax credits applied by the producer under this
section during 2016 to exceed $7, 000, 000.

This amendnent also makes a technical correction to the new
par agr aphs added to AS 43.55.900 in Section 34 on page 27, line
30. The paragraph was nunbered as (2). This anmendnment nunbers
t he paragraph as (20).

Co-Chair Geen noved for adoption of the amendnent and objected
to provide an expl anati on.

1: 22: 22 PM

DARWN PETERSON, Staff to Co-Chair Geen, testified that the
amendnent to the title |language is necessary to conform to the
addition of a new bill section that provides for a tax exenption
on the first 5,000 barrels of oil produced. Credits would no
| onger be limted to expenses and | osses.

M. Peterson outlined the other changes nade in this anmendnent
to provide conformty or clarity.

1: 24: 36 PM
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Co-Chair Geen withdrew her objection to the adoption of the
amendment .

The amendrment was ADOPTED wit hout further objection.
1:24:49 PM

Amendnent  #2: This anendnent includes the provisions of AS
43.55.011(g) under which the provisions of AS 43.55.020(d) is
subject. The anended |anguage of AS 43.55.020(d), anended by
Section 9 on page 5, line 19 through page 6, line 2, reads as
fol | ows.

(d) In making settlement with the royalty owner for
oil and gas that is taxable under AS 43.55.011, the
producer nmay deduct the ampunt of the tax paid on taxable
royalty oil and [OR] gas, or may deduct taxable royalty oi
or gas equivalent in value at the tinme the tax becones due
to the amount of the tax paid. Unless otherw se agreed
between the producer and the royalty owner, the anount of
the tax paid under AS 43.55.011(e) and (g) on taxable
royalty oil and gas for a nonth other than oil and gas the
ownership or right to which constitutes a lessor's royalty
interest under an oil and gas |lease is considered to be the
gross value at the point of production of the taxable
royalty oil and gas produced during the nonth nultiplied by
a figure that is a quotient, in which

(1) the nunerator is the producer's total tax
liability under AS 43.55.011(e) and (g) for the nonth of
production; and

(2) the denominator is the total gross value at
the point of production of the oil and gas taxable under AS
43.55.011(e) and (g) produced by the producer from al
| eases and properties in the state during the nonth.

New Text Underlined [ DELETED TEXT BRACKETED]

This anmendnent also inserts "is clainmed" following "credit”, in
subsection (d) of Sec. 43.55.024. Tax credits for certain |osses
and expenditures., added by Section 12 on page 8, line 18. The
anended | anguage reads as foll ows.

.(2) i f the applicant is required under AS

43.55.030(a) and (e) to file a statenent on or before March
31 of the year followng the calendar year in which the
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gualified capital expenditures or carried-forward annual
| oss for which the credit is clained was incurred, the date
the statenent was fil ed;

This anendnent also inserts three statutory references foll ow ng
"AS 43.55.025" to the language of to AS 43.55.024(i)(3)(O 1in
Section 5 on page 10 line 17 to read as foll ows.

(© if a credit for that expenditure was
taken under AS 38.05.180(i), AS 41.09. 010, AS
43.20. 043, or AS 43.55. 025;

This anmendnent also deletes "5,000 or nore" and inserts "nore
than 5,000" to the |anguage of Sec. 43.55.170(a)(2) on page 24,
line 3. The amended | anguage reads as foll ows.

(2) nore than 5,000, the anpbunt of the credit is
22.5 percent of the producer's production tax value for
that nmonth under AS 43.55.160(a) nmultiplied by the quotient
of 5,000 divided by the average nunber of barrels of oil
equi val ent produced a day during that nonth and taxable
under AS 43.55.011(e).

Thi s anendnent al so inserts a new section to AS 43.55 in Section
26 on page 24, following line 26 to read as foll ows.

Sec. 43.55.180. Required reports. (a) The Departnent
of Revenue shal
(1) study
(A) the effects of the tax rates under AS
43.55.011(f) and of potential changes in those tax
rates on state revenue and on oil and gas expl oration,
devel opnment, and production on private |and; and
(B) the fairness of the tax rates under AS
43.55.011(f) and of potential changes in those tax
rates for private | andowners; and
(2) prepare a report on or before the first day
of the 2013 regular session of the legislature on the
results of the study nade under (1) of this subsection,
including a recommendation as to whether those tax rates
should be changed; the departnent shall notify the
| egislature that the report prepared under this paragraph
is avail abl e.
(b) the Departnent of Revenue shal
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Thi s
28,

(1) study the effects of the credits authorized
by AS 43.55.025 and 43.55.170 on state revenue, on the
encour agenent of exploration, developnent, and production
of oil and gas deposits located in the state, and on the
encour agenent of new entrants into the oil and gas industry
in the state; and

(2) prepare a report on or before the first day
of the 2015 regular session of the legislature on the
results of the study nmade under (1) of this subsection, and
shall include wth the report a recommendation as to
whet her the legislature should extend the availability of
the credits under AS 43.55.025 and 43.55.170 beyond June
30, 2016; the departnment shall notify the |egislature that
the report prepared under this paragraph is avail able.

anmendnent al so deletes the |anguage of Section 36 on page
ines 4 through 27, which reads as foll ows.

Sec. 36. The uncodified law of the State of Alaska is
anended by adding a new section to read:
REQUI RED REPCRTS. (a) The Department of Revenue shal
(1) study
(A) the effects of tax rates under AS
43.55.011(f) and of potential changes in those tax
rates on state revenue and on oil and gas exploration,
devel opnment and production on private |and; and
(B) the fairness of the tax rates under AS
43.55.011(f) and of potential changes in those tax
rates with respect to private |andowners; and
(2) prepare a report on or before the first day
of the 2013 regular session of the legislature on the
results of the study nmade under (1) of this subsection,
including a recommendation as to whether those tax rates
should be changed; the departnent shall notify the
| egislature that the report prepared under this paragraph
i s avail abl e.
(b) the Departnent of Revenue shal
(1) study the effects of the credit authorized by
AS 43.55.170, added by sec. 26 of this Act, on state
revenue, on the encouragenent of exploration, devel opnment,
and production of oil and gas deposits located in the
state, and on the encouragenent of new entrants into the
oil and gas industry in the state; and
(2) prepare a report on or before the first day
of the 2015 regular session of the legislature on the
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results of the study made under (1) of this subsection, and
shall include wth the report a recommendation as to
whet her the l|egislature should extend the availability of
the credit wunder AS 43.55.170, added by sec. 26 of this
Act, beyond June 30, 2016; the departnent shall notify the
| egislature that the report prepared under this paragraph
is avail abl e.

This anendnent also nmakes nunerous conform ng changes to the
bill to accommdate the provisions of this anendnent.

Co-Chair Geen noved for adoption and objected to provide an
expl anat i on.

M. Peterson infornmed that AS 43.55.011(g) under which the
provisions of AS 43.55.020(d) would be subject, relates to
progressivity. AS 43.55.020(d) stipulates the forrmula utilized
to calculate the royalty share of the production tax for
overriding royalties, i.e. royalties other than | essor
royalties. This amendnment would include the progressivity tax in
t he cal cul ati on.

M. Peterson noted the addition of |anguage to AS 43.55.024(d)
was to correct an om ssion nmade in the drafting process.

M. Peterson stated the additional statutory references included
in AS 43.55.024(i)(3)(C) relate to information provided to the
Committee by the Departnent of Revenue and provides that
producers could not "double dip" and receive credit under this
subsection if credit was taken under the provisions of the
Pet r ol eum Producti on Tax (PPT).

M. Peterson explained this anmendnent would also codify the
reporting requirenments of the Departnent of Revenue to the
| egislature and nake conformng <changes to the bill to
accommodate the addition of Sec. 43.55.180. In addition the
"credit extension |anguage" enacted through SB 185 of a previous
| egi sl ative session, was included in this section. Subsequently,
three reports would be received by the legislature from the
Department of Revenue and relate to private royalty, the |apse
of the base allowance of 5,000 barrels of oil per day, and the
| apse date of the credits provided in SB 185.

1: 28: 25 PM
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Senator Hoffrman asked the relation of the "double dipping"
prohibition inserted to AS 43.55.024(i)(3)(C to the simlar
| anguage of AS 43.55.024(a)(1).

M. Peterson replied that the statutory references in subsection
(a) refer to the 25 percent tax credit against capita
expenditures. A producer could not take a tax credit under the
provi sion of subsection (i), if a credit was taken under the
provision of (a). The intent is to ensure consistency.

Senator Hoffman clarified that the inclusion of the statutory
references was omtted in error from the |anguage of subsection
(i) of the commttee substitute.

M. Peterson affirned.

M. Peterson continued that the remaining changes included in
this anendnent are conformng and technical to the sectional
changes made in this anmendnent.

1: 31: 25 PM

Senat or Stednan assuned the purpose of codifying the reporting
requirenent is to prevent the task from being "overl ooked".

Co-Chair Green affirned.
1: 31: 47 PM

Co-Chair Geen renoved her objection to the adoption of the
amendnent .

There was no further objection and the amendnent was ADOPTED.

Amendnent #3: This anmendnent deletes the |anguage of subsection
(d)(2)(B) of Sec. 43.55.160. Determ nation of production tax
value of oil and gas., added by Section 26 on page 20, line 25,
and inserts new | anguage to read as foll ows.

(B) oi | or gas royalties, producti on
paynents, |ease profit shares, or other paynents or
distributions of a share of oil or gas production,
profit, or revenue;
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This anendnent also inserts "in a gas processing plant”
followng "processing" to AS 43.55.900(6)(B)(i) and (ii),
repealed and reenacted by Section 31, on page 26, line 4 and
line 6. The amended | anguage reads as foll ows.

(1) are recovered by mechani ca
separation of well fluids by gas processing in a
gas processing plant; and

(1i) exist in a gaseous phase at the
conpl etion of nmechanical separation and any gas
processing in a gas processing plant; and

This anmendnment to AS 43.55.900(7)(B)(i),(ii) and (iii), and (C
repeal ed and reenacted by Section 32 on page 26, also deletes
"gas processing” and inserts "run through a gas processing
plant” on lines 23 and 26, deletes "subjected to or recovered by
gas processing” and inserts "run through a gas processing plant”
on line 28, deletes "after conpletion of gas processing” and
inserts "downstream of the plant” on Iline 30, and inserts
"plant” follow ng "processing” on line 31. The anended | anguage
reads as foll ows.

(B) for gas, other than gas described in (O
of this paragraph, that is

(1) not subjected to or recovered by
nmechani cal separation or run through a gas
processing plant, the value of the gas at the
first point where the gas is accurately netered,;

(ii) subjected to or recovered by
mechani cal separation but not run through a gas
processing plant, the value of the gas at the
first point where the gas is accurately netered
after conpletion of nechanical separation;

(tit) run through a gas processing
plant, the value of the gas at the first point
where the gas is accurately netered downstream of
t he pl ant;

(C for gas run through an integrated gas
processing plant and gas treatnent facility that does
not accurately nmeter the gas after the gas processing
and before the gas treatnent, the value of the gas at
the first point where gas processing is conpleted or
where gas treatnment begins, whichever is further
upst r eam
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This anendnent also inserts "in a gas processing plant”
following "processing” to AS 43.55.900(10) repealed and
reenacted by Section 33 on page 27, line 9. The anended | anguage
reads as foll ows.

(10) "oil"™ nmeans
(A) crude petroleumoil; and
(B) al | liquid hydrocarbons that are

recovered by nechanical separation of well fluids or
by gas processing in a gas processing plant;

Thi s amendnent al so del et es t he | anguage of AS
43.55.900(18)(A)(iii) on page 27 lines 21 and 22 and nekes
necessary technical conform ng changes. The del eted | anguage

reads as fol |l ows.

(ti1) upstream of any gas treatnent and
upstream of the inlet of any gas pipeline system
transporting gas to a market;

Thi s anmendnent al so adds a new paragraph to AS 43.55.900 anended
by Section 34 on page 27 following line 23 and makes necessary
techni cal conform ng changes to read as foll ows.

(19) "gas processing plant” nmeans a facility that
(A extracts and recovers liquid
hydrocarbons from a gaseous m xture of hydrocarbons by
gas processing; and
(B) is located upstream of any gas treatnment
and upstream of the inlet of any gas pipeline system
transporting gas to a market;
(20) ...

This anmendnent also inserts a new subparagraph to AS
43.55.900(19) [renunbered (20) by the preceding portion of this
amendnent] anmended by Section 34 on page 27, following line 29
to read as foll ows.

(C does not include
(i) dehydration required to facilitate
the novenent of gas from the well to the point
where gas processing takes place;
(ii) the scrubbing of liquids from gas
to facilitate gas processing;
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Thi s amendment was NOT OFFERED.

1:32: 03 PM

Amendnent #4: This anmendnent deletes "INTENT OF SEC. 11 OF TH S
ACT.", and inserts "LEGQ SLATIVE INTENT. (a)" and adds a new
subsection (b) to Section 1 on page 2, line 13. The anended

| anguage reads as foll ows.

Section 1. The uncodified law of the State of Alaska is
anmended by adding a new section to read:

LEG SLATIVE |INTENT. (a) It is the intent of the
| egislature through sec. 11 of this Act to confirm by
clarification the long-standing interpretation of AS
43.55.020(f) by the Departnent of Revenue.

(b) It is the intent of the legislature that the
division or other unit of the Departnent of Environnental
Conservation assigned responsibility for admnistration of
the prograns under AS 46.08 that are principally supported
by the conservation surcharges on oil levied under AS
43.55.201 - 43.55.299 and 43.55.300 - 43.55. 310

(1) reduce program costs, including personnel
costs, as necessary to operate wthin the revenue
anticipated to be generated by those surcharges, in the
anounts of those surcharges as anended by secs. 27 and 29
of this Act; and

(2) request appropriations for excepti onal
program needs and expansions beyond what can be provided
from the estimated anobunts collected form those surcharges
fromalternative fundi ng sources.

This amendnment also deletes "$.04" and inserts "$.05" to
subsection (a) of Sec. 43.55.300. Surcharge levied., anended by
Section 29 on page 25, line 15. The anended |anguage reads as
fol | ows.

(a) every producer of oil shall pay a surcharge of
$.05 [$.03] per barrel of oil produced from each |ease or
property in the state, less any oil the ownership or right
to which is exenpt fromtaxation

New Text Underlined [ DELETED TEXT BRACKETED

Co-Chair WIlken offered a notion to adopt the anendnent and
objected to provide an expl anati on.
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Co-Chair Wlken identified this anmendnent as pertaining to "the
old split nickel fund", which currently levies six cents per

barrel of oil. The three-cent per barrel surcharge specified in
the original |anguage of this statute is appropriated to the
Depart ment of Envi r onnment al Conservation for oi | spill

prevention and education activities. The additional two-cent per
barrel surcharge was |evied and deposited into a fund dedi cated
to addressing a potential catastrophic oil spill wuntil the
bal ance of that fund reached $50 nillion, at which tine
collection of the surcharge was suspended. This anendnent would
increase the current three-cent surcharge for admnistration of
spill prevention and education to five cents and woul d decrease
the two-cent surcharge for spill response to one cent. The spil
response fund would subsequently grow at one-half the current
rate in the event nonies were withdrawn from that fund. However,
withdrawal s fromthe fund had not been necessary.

Co-Chair W Ilken referenced supporting docunentation for this
amendnent [copy on file], which includes a spreadsheet titled
"Department of  Environnental Conservation Response Fund -
Bal ance Projection, Change N ckel Split from 2¢/3¢ to 1¢/5¢,
M nimum Capital Ceanup, Known PS Cost Increases and 1.8 ml
Transfer from CPVF* and a line graph titled, "Response Fund
Bal ance”". These utilize information he requested of the
Depart ment of Environmental Conservati on.

[ Note: The line graph estimates the fund balance for FY 06 at
$4.5 mllion, FY 07 at $2.5 million, FY 08 at $3.5 nmillion, FY
09 at $4 nmillion, and FY 10 at $4 mllion.

The spreadsheet details Revenues from the three-cent surcharge,
Cost Recovery/Fines/Penalties, |Interest, FY 07 Transfer 1.8
mllion from DPVF to RF (Language), and Change N ckel Split to
1¢/5¢; Total Expenditures categorized as DEC + annual Salary
I ncreases - FY 2008 and Qut Years, DWA - Continue Annual
Approp. from RF, and DOT - Continue Annual Approp.; Expenditures
in Excess of Revenue; Capital Expenditures; and Estimated Fund
Bal ance for the fiscal years 2006 through 2010. ]

Co-Chair WIken remarked that "the bureaucracy has grown through
the funding." Decrease in oil production and increase in
bureaucracy has culmnated and the program wuld have
insufficient revenues to cover its costs for FY 06. Future
| egi sl atures should not be required to address this sanme problem
and therefore an increase in the surcharge from three cents to
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five cents has been proposed. However, the program would again
have insufficient funds to cover expenses beginning in FY 10.

Co-Chair Wlken cited this as the reason the intent |anguage is
proposed; to direct the Departnent to take necessary actions to
ensure that the programis operated within its budget.

1: 35: 40 PM

Senator Stedman asked the status of the deductibility of the
sur char ge.

Co-Chair WIken responded that this issue was not addressed in
t hi s anendnent .

Co-Chair Geen announced that the surcharge would not be
creditable or deductible. The original version of the bil
allowed for a credit against the PPT; however, all conmttee
substitute versions stipulate otherw se.

1: 36: 31 PM

Senat or Bunde assuned that as revenue decreased as a result of
| ower oil production, the workload of the program would also
decrease. He asked if this was the reason for the intent
| anguage directing the Departnent to "live within their nmeans.”

1: 36: 51 PM

Co-Chair WIlken affirmed that decreased production would
decrease the workload to sone extent; however, the exposure to
the possibility of a mnmgjor oil spill would remain. Mre
inportantly, the intent is to "restrain and not grow the
Departnent given the funding avail able."”

Co-Chair Wlken withdrew his objection to the adoption of the
amendment .

The amendnment was ADOPTED with no further objection.
1:37: 37 PM
Amendrent #5: This anendnment changes the effective date of nost

provisions of the legislation from July 1, 2006 to April 1,
2006.

SFC- 06 (14) 04/ 21/ 06



Senat or Bunde noved for adopti on.
Co- Chair Green obj ect ed.

Senator Bunde stated that at the current oil price of
approximately $60 per barrel, the State would generate an
additional $400 million by inplenmenting the PPT structure three
months earlier than proposed in the Senate Finance Conmmttee
substitute. Future prices are unknown and therefore the
| egi sl ature should not forgo collection of this revenue.

1: 39: 20 PM

Senator Hoffrman noted he had an anmendnment drafted by the
Division of Legal and Research Services to acconplish the sane
change in the effective date, although that anendnent covers
four pages. He asked if the anmendnment before the Conmittee was
al so drafted by the Division of Legal and Research Services and
if so, the substantive differences between the amendnents.

1: 39: 48 PM

Senat or Bunde responded that this amendnent was not drafted by
the Division of Legal and Research Services and its only intent
is to reinsert the effective date of the PPT structure as
adopted by the Senate Resources Conmitt ee.

Co-Chair Geen suggested the Conmittee defer to the |onger
amendnment, as it includes all necessary conform ng changes.

Senator Bunde WTHDREW his notion to adopt the anmendnent to
defer to the forthcom ng anmendnent sponsored by Senator Hoffman.

AT EASE to 1:48:27 PM

1:48: 33 PM

Amendnent #6: This anmendnment deletes "July 1, 2006" and inserts
“"April 1, 2006" where it appears in subsections (h) and (i) of
Sec. 43.55.024. Tax Credits., added by Section 12 on page 9,
lines 21, 29-30 and 30-31, and page 10, line 3. This anmendnent
al so deletes "July 1, 2001, and before July 1, 2006" and inserts
"April 1, 2001, and before April 1, 2006" to subsection (i) on
page 9 line 28. The anended | anguage reads as foll ows.
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(h) A person may not elect to take a tax credit under
(a) of this section for an expenditure incurred to acquire
an asset (1) the cost of previously acquiring which was a
| ease expenditure under AS 43.55.160(c) or would have been
a |lease expenditure under AS 43.55.160(c) if it had been
incurred on or after April 1, 2006; or (2) that has
previously been placed in service in the state. An
expenditure to acquire an asset is not excluded under this
subsection if not nore than an immterial portion of the
asset neets a description wunder (1) or (2) of this
subsecti on. For purposes of this subsection, "asset"
i ncl udes geol ogi cal, geophysi cal , and wel | data and
i nterpretations.

(i) For the purposes of this section,

(1) a producer's transitional i nvest ment
expenditures are the sum of the expenditures the producer
incurred on or after April 1, 2001, and before April 1,
2006, that would be qualified capital expenditures if they
were incurred on or after April 1, 2006, less the sum of
the paynents or credits the producer received before Apri
1, 2006, for the sale or other transfer of assets,

i ncl udi ng geol ogi cal geophysi cal , or wel | dat a
interpretations, acquired by the producer as a result of
expenditures the producer incurred before April 1, 2006,

that would be qualified capital expenditures, if they were
incurred on or after April 1, 2006;

This anmendnent also deletes June 30, 2013" and inserts "March
13, 2013" to Sec. 43.55.024 (i)(3)(A on page 10, line 15. The
anended | anguage reads as foll ows.

(3) a producer may not take a tax credit for
transitional investnent expenditure
(A) in any nonth that ends after March 21,
2013

This amendnent also deletes "July 1, 2006" and inserts "April 1,
2006" to subsection (c)(1) of Sec. 43.55.160. Determ nation of
production tax value of oil and gas., added to AS 43.55 by
Section 26 on page 19, lines 7 - 8. The anended | anguage reads
as follows.

(c) for the purposes of this section,
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(1) a producer's |leas expenditures for a period
are the total costs upstream of the point of production of
oil and gas that are incurred on or after April 1, 2006, by
the producer during the period and that are direct,
ordinary, and necessary costs of exploring for, devel oping,
or producing oil or gas deposits...

Thi s anmendnent al so deletes "July 1, 2006" and inserts "April 1,
2006" to Sec. 43.55.160(g)(2)(A) on page 22, line 15. The
anended | anguage reads as foll ows.

(3) the sale or other transfer of
(A an asset, i ncl udi ng geol ogi cal
geophysical, or well data or interpretations, acquired
by the producer as a result of a |ease expenditure on
an expenditure that would be a | ease expenditure if it
were incurred on or after April 1, 2006;

Thi s anmendnent al so deletes "July 1, 2016" and inserts "April 1,
2016" to subsection (a) of Sec. 43. 55. 170. Addi ti onal
nontransferable tax credit., added to AS 43.55 by Section 26 on
page 23, line 27. The anended | anguage reads as foll ows.

(a) For a nonth that ends before April 1, 2016, and
for which a producer's tax liability under AS 43.55.011(e)
exceeds zero before application of any credits under this
chapter, a producer that qualified wunder (c) of this
section may take a credit under this section...

Thi s amendnent al so del etes "$7, 000, 000" and i nserts
"$3,500,000" to Sec. 43.55.170(b)(5) on page 24, line 16. The
anended | anguage reads as foll ows.

(b) Atax credit under this section
(5 my not be applied if it would cause the
total of the tax credit applied under this section during
2016 to exceed $3, 500, 000.
This anendnment also deletes "June 30, 2016" and inserts "March
31, 2016" to subsection (b)(2) of REQU RED REPORTS., added to
the uncodified law of the State of Al aska by Section 36 on page
28, line 25. The anmended | anguage reads as foll ows.

(b) the Departnment of Revenue shal
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(2) prepare a report on or before the first day of the
2015 regular session of the legislature on the results of
the study nmade under (1) of this subsection, and shal
include with the report a recomendation as to whether the
| egi sl ature should extend the availability of the credit
under AS 43.55.170, added by sec. 26 of this Act, beyond
March 31, 2016;

Thi s anmendnment al so deletes "July 1, 2006" and inserts "April 1,
2006" to subsection (a) of APPLICABILITY., added to the
uncodi fied law of the State of Alaska by Section 37 on page 28
line 31. The anended | anguage reads as foll ows.

(a) Sections 5, 7 -10, 12, 13, 15 - 18, 20, and 24 -
35 of this Act apply to oil and gas produced on or after
April 1, 2006.

Thi s anmendnent also deletes "July 1, 2006" and inserts "April 1,
2006" where it appears on page 29, lines 6-7, 9, 12, 16, 22, 28
and 31 and page 30, lines 1, 4, and 17; deletes "4 1/16 percent”
and inserts "2 7/9 percent" on page 29, line 10; deletes "last
six nmonths" and inserts "last nine nonths" on page 29, line 14
and 20; deletes "1/12" and inserts "1/18" on page 29, line 18;
deletes "for each of the last six nonths of 2006, one-sixth of
the producer's adjusted |ease expenditures for that six-nonth
period” and inserts "fore each of the last nine nonths of 2006

one-ninth of the producer's adjusted |ease expenditures for that
nine-nonth period" on page 29, lines 25 and 26; deletes
"$7,000, 000" and inserts "$10,500,000" on page 29, line 30;
del etes "June 30, 2006" and inserts "March 31, 2006" on page 30,
lines 8, 22, and 27-28; to TRANSITIONAL PROVI SIONS., added to
the uncodified law of the State of Alaska by Section 38. The
anended | anguage reads as foll ows.

TRANSI Tl ONAL PROVI SONS. (a) Not wi t hst andi ng any
contrary provision of AS 43.55.024(a), enacted by sec. 12
of this Act, for oil and gas produced on or after April 1,
2006, and before January 1, 2007, the phrase "every nonth
an annualized tax credit in an anmount equal to 2 1/12
percent” in AS 43.55.024(a)(1l), enacted by sec. 12 of this
Act, shall be replaced by the phrase "every nonth during
the period April 1, 2006, through Decenber 31, 2006, and
annual i zed tax credit in an anount equal to 2 7/9 percent."
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(b) Notwithstanding any contrary provision of AS
43.55.024(e), enacted by sec. 12 of this Act, for oil and
gas produced on or after April 1, 2006, and before January
1, 2007, the phrase "calendar year" in AS 43.55.024(e),
enacted by sec. 13 of this Act, shall be replaced by the
phrase "the | ast nine nonths of the cal endar year."

(c) Notwithstanding any contrary provision of AS
43.55.024(i)(2), enacted by sec. 12 of this Act, for oi
and gas produced on or after April 1, 2006, and before
January 1, 2007,

(1) the nunber "1/24" in AS 43.55.024(i)(2)(B)
enacted by sec. 12 of this Act, shall be replaced by the
nunber "1/18";

(2) t he phr ase "cal endar year" in AS
43.55.024(i)(2)(B), enacted by sec. 12 of this Act shall be
repl aced by the phrase "last nine nonths of the calendar
year."

(d) Notwithstanding any contrary provision of AS
43.55.160(f), enacted by sec. 26 of this Act, for oil and
gas produced on or after April 1, 2006, and before January
1, 2007, the phrase "for every nonth of a cal endar year,
1/12 of the producer's adjusted |ease expenditures for the
cal endar year" in AS 43.55.160(f), enacted by sec. 26 of
this Act, shall be replaced by the phrase "for each of the
last nine nonths of 2006, one-ninth of the producer's
adj usted | ease expenditures for that nine-nonth period."

(e) Notwithstanding any contrary provision of AS
43.55.170(b), enacted by sec. 26 of this Act, for oil and
gas produced on or after April 1, 2006, and before January
1, 2007, the anmount of "$14, 000, 000" in AS 43.55.170(b)(4),
enacted by sec. 26 of this Act, shall be replaced by
"$10, 500, 000. "

(f) For oil and gas produced before April 1, 2006, the
provisions of AS 43.55, and regulations adopted under AS
43.55, that were in effect before April 1, 2006, and that
were applicable to the oil and gas continue to apply to
that oil and gas.

(g) Notwithstanding any contrary provision of AS
43.55.020(a), as repealed and reenacted by sec. 7 of this
Act, for oil and gas produced on or after April 1, 2006
and before the first day of the first nonth that begins at
| east 180 days after the effective date of sec. 7 of this
Act ,

(1) the anpunt of the taxes that would have been
| evied on the producer under AS 43.55, as the provisions of
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Thi s

that chapter read on March 31, 2006, is due on the |ast day
of each calendar nonth on the oil and gas that was produced
fromeach | ease or property during the precedi ng nonth;

(2) the portion, if any, of the taxes Ilevied
under AS 43.55.011(e)-(g), enacted by sec. 5 of this Act,
that s due wunder AS 43.55.020(a), as repealed and
reenacted by sec. 7 of this Act, and that renmains unpaid,
net of any credits applied as allowed by law, is due on the
| ast day of the first nonth that begins at |east 180 days
after the effective date of sec. 5 of this Act.

(h) Notwithstanding any contrary provision of AS
43.55.030(a), as anmended by sec. 18 of this Act, for oil
and gas produced on or after April 1, 2006, and before the
first day of the first nonth that begins at |east 180 days
after the effective date of sec. 18 of this Act, the person
paying the tax shall file with the Departnent of Revenue,
at the tinme an anount of tax is due

(1) wunder (g)(1) of this section, the statenent
required under former AS 43.55.030(a), as that subsection
read on March 31, 2006; and

(2) under (g)(2) of this section, the statenents
requi red under AS 43.55.030(a), as anended by sec. 18 of
this Act.

(i) For purposes of taxes to be calculated and due
under (g)(1) of this section and statenents to be filed
under (h)(1) of this section, regulations that were adopted
by the Departnment of Revenue under AS 43.55, as the
provi sions of that chapter read on March 31, 2006, and that
were in effect on that date apply to those taxes and
st at enent s.

anendnent also deletes the |anguage of Section 41 and

Section 42, on page 31, lines 22 - 29, and inserts new | anguage
to read as foll ows.

Section 41. The uncodified law of the State of Al aska
i s amended by adding a new section to read:

RETROACTI VITY OF PROVISIONS OF ACT. Sections 5, 7 -
10, 12, 13, 15 - 18, 20, 24 - 35, 37, and 38 of this Act
apply retroactively to April 1, 2006, and apply to oil and
gas produced after March 31, 2006.

Section 42. This Act takes effect imediately under AS
01. 10.070(c).

Senator Hof fman offered a notion to adopt the anendnent.
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Co- Chair Green obj ect ed.

Senat or Hoffrman pointed out this anendnent would acconplish the
same goal as proposed in Amendnent #5 in generating for the
State approxinmately $140 million a nonth for the period of Apri

t hrough June of 2006.

Senator Bunde asked about the additional changes to the
commttee substitute contained in this amendnent conpared to the
previ ous amendnent.

Senator Hof fman assured that his request to the bill drafter was
limted to the change in the effective date.

1: 50: 21 PM

Senat or Wagoner asked why the dollar anobunt contained in
subsection (e) of TRANSITIONAL PROVI SIONS., would be different
for the year 2006 than for future years.

Co-Chair Geen surmsed the anmpbunt would be less for 2006 than
the $14 mllion provided for each year follow ng 2006 because
the new tax structure would not be in effect for all 12 nonths
of 2006. The original |anguage of the committee substitute
provided for $7 mllion for 2006 and the anmendment would
increase that amount to $10.5 nillion to account for the
additional three nonths in which the PPT system would be in
ef fect.

Co-Chair Green assuned the |anguage of this anendnent would be
conformed to the changes adopted in the previous anmendnents.

Aroll call was taken on the notion.

I N FAVOR: Senator Dyson, Senator Hoffman, Senator O son, Senator
Bunde and Co-Chair W/ ken

OPPCSED: Senator B. Stevens and Co-Chair G een
The notion PASSED (5-2)
The anendment was ADOPTED.

1:52: 42 PM
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Co-Chair WIlken referenced AS 43.55.011(f), added by Section 5,
on page 3, beginning on line 20 and asked how the |anguage of
this subsection is guaranteed to only pertain to private
royal ty.

1: 53: 20 PM

DAN DI CKI NSON, CPA, and consultant to the Departnent of Revenue,
directed attention to lines 22 and the |anguage "a lessor's
royalty interest under an oil and gas |ease, except for oil and
gas the ownership or right to which is exenpt from taxation."
This limts the provision of this subsection to not apply to
| eases in which the State or federal governnent is the |essor

1:54: 04 PM

Co-Chair W/ ken asked why this matter could not be addressed in
a manner simlar to the provisions governing royalty relief.
Under those provisions, the producer petitions the Departnent of
Nat ural Resources, and the Departnent nekes a decision, which is
val i dated by the | egislature.

1: 54: 35 PM

M. Dickinson responded that tax rates are typically set by the
| egislature and the executive branch is charged with ensuring
the paynent is made. Simlarly, the legislature sets the general
termse of a lease, including the right for the comm ssioner of
the Departnent to negotiate royalty reductions wthin the
context of the |lease. The comm ssioner then executes the
contract and presents it to the Ilegislature for approval.
Therefore the "rules" for the "tax function" and the "royalty
function" are different. He knew of no other instances in which
atax rate is set by an adm nistrator of the executive branch.

1:55:45 PM

Co-Chair WI ken requested the Departnent of Law comment to this.

1:55:55 PM
ROB M NTZ, Assistant Attorney General, GIl, Gas and Mning
Section, GCvil Division, Departnent of Law, testified via

tel econference from an offnet location, that in addition to the
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differences between royalty and tax functions, tax on the
royalty share does not directly affect the producer's econom cs.
Rather this is a tax on the share, "that goes w thout deductions
for cost, to the landowner". The producer retains the right to
charge back this expense to the |andowner and the amount of the
royalty has already been established by agreenent between the
private | andowner and the producer. Royalty relief, by contrast,
pertains to the amount of royalty that the |essor producer nmnust
pay to the State and this does affect the economcs of the
pr oducer.

1:57: 04 PM

Co-Chair WIlken referenced paragraph (1) of subsection (f)
following line 24, "the rate of tax levied on oil produced from
a lease is equal to five percent of the gross value at the point
of production of the oil". He asked how the five percent figure
was determ ned and how it was determ ned that five percent would
be the appropriate anount for future years.

1: 57: 25 PM

M. Dickinson answered, "I guess | would ask that the sane
guestion about the 22.5 or the 15 that's in current existing
statute.” Research of how the five percent anount correlates to
other taxes and potential inpacts on private royalty shares
could be conducted. He remarked, "How do we know that the right
nunbers are the right nunbers, and obviously you are asking... The
fact that this bill has nade it through several comittees
suggests that the current nunbers aren't the right nunbers.”
This is the reason the establishment of the anmounts is a
| egislative function, as it does not involve a "nechanical
calculation of correct tax rate.”

1:58: 05 PM

M. Mntz added that the five percent figure is near the average
effective tax rate in "recent tines" under the current economc
limt factor (ELF) system

1:58:29 PM

M. Dickinson indicated that M. Mntz's statenent was "close"
to being correct.
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1:58: 34 PM

Co-Chair W1l ken asked the possibility of establishing a system
in which the conmmssioner would recommend a tax rate for
conpanies wth private royalty interest and the |egislature
woul d validate that rate on a |ease by |ease basis. He asked if
this would be all owabl e under the Al aska Constitution.

M. Mntz replied that a method in which the legislature
ratified a particular admnistrative action in a manner other
than by enacting a statute through the |egislative process would

encounter constitutional "issues" that nust be addressed before
such a system were adopted. This nmatter has been discussed in
the past in the ~context of legislative ratification of

adm nistrative regulations, although he was not famliar wth
all provisions of the current |law pertaining to this.

1:59:58 PM

Co-Chair WIken understood that the original version of this
bill did not stipulate a fixed rate, which he has |earned was
not "correct under existing Jlaw' as an "abrogation of

responsibility". He asked if this is the reason "we noved to the
new system"” He asked if the "expertise available" of the
Department could be utilized to nmake recomendations to the
| egislature as to whether the provisions of the new system were
too "generous" or too "punitive' to a conmpany starting to do
business in the state. He asked if such a system would be
"appropriate” and constitutional.

M. Mntz stated that he would research this.
2:01: 25 PM

Senat or Bunde furthered on this issue, expressing his
understanding that private royalty payers would not be subject
to the "certainty provisions" under consideration for inclusion
in the natural gas pipeline contract. He agreed that the
proposed 20, 25 and 22.5 percentages for the PPT structure are
policy decisions. He asked that if the percentage were deened
too high or |ow whether the |egislature could change the percent
wi thout violating the certainty provision of the PPT system

2:02: 24 PM
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M. Dickinson affirmed that the three "applicants, sponsors

under the Stranded Gas Act", ExxonMobil, BP Exploration and
ConocoPhillips "would be the signators to a contract that's
eventual |y negotiated and that contract will bind no one else.”

The |l egislature would have the ability to change rates if deened
appropri ate.

M. Mntz excused hinself, as he had a previous conmtnent.
2:03: 32 PM

Senat or Hoffman requested participation of Anadarko Petroleum
Corporation to address questions raised about the definition of
point of production at the Point Thonpson, Foothills, Nevada
Basin, and Bristol Bay fields.

2:04: 13 PM

Senator Hof fman recalled concerns regarding point of production
that were raised by Anadarko in testinony presented at a
previ ous hearing. The point of production definition would not
apply to the Foothills, Nevada Basin and other fields |ocated on
the North Slope, but would be applicable the renminder of the
fields. He asked iif the <changes mde in the comittee
substitute, "Version P', addressed those concerns.

2:04:50 PM

MARK  HANLEY, Public Affairs Manager, Anadarko  Petrol eum
Corporation, testified that the issue had not been resolved in
the commttee substitute. He was collaborating wth the
Mur kowski Administration to draft |anguage that would resolve
the matter. The provisions included in Amendnment #3, which was
not offered, would have partially achieved this but required
further discussion.

2:05:18 PM

Senator Hoffrman, referencing the proposed ten year extension on
credits to the year 2017, pointed out that many exploration
activities that would occur in the Nenana Basin, in Bristol Bay
and possibly the Foothills |ocations would not have begun by the
| apse date of the extension provision. He asked if this would be
probl emati ¢ and whet her the w tness recommended a sol ution.
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2:05:54 PM

M. Hanley noted two different types of credits. The exploration
incentive credits in existing statute would be extended for ten
years under the provisions of the commttee substitute and the
corporation supported this "approach.™

M. Hanley identified the challenge as the devel opnent credits,
al so referenced as "allowance" and "the 5,000 barrels per day
with a $14 mllion credit cap." These credits would not be
transferable and could only be utilized against existing
production. Therefore any credits earned by an operator new to
the State or an operator with no production by the expiration of
the provision would be unable to benefit fromthe credits. These
credits would have no value to a "new player" and he predicted
t hat conpanies would not "plan their econom cs" on an assunption
that the legislature would extend this provision in the future.
He suggested the provision either be extended for nore than ten
years, or the |l apse date be elim nated.

M. Hanley pointed out that the "$73 nillion allocation”
provision in the original version of the bill did not contain a
| apse date.
2:08: 03 PM

Co-Chair Geen stated that the developnment credit includes a
provision to allow for review and possi bl e extensi on.

M. Hanley agreed, but reiterated that nost conpanies woul d not
base decisions for future activities on the possibility that the
credit woul d be extended.

2:08:41 PM

Senator Hoffman had simlar concerns and indicated he would
propose anendnments to address this issue.

Co-Chair Green also intended to address the matter.
2:09: 10 PM

M. Dickinson began a presentation utilizing an untitled packet
of documents [copy on file].
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2:09: 56 PM
Page 1

Sal e at Mar ket
[ Bar graph stating the foll ow ng:

e $14.5 Billion North Slope Ol - 334 mllion barrels
(boe) - $43. 43/ bbl
e $300 mllion Cook Inlet Gl - 7 mllion barrels

e $700 mllion Cook Inlet Gas - 30 mllion barrels -
$22.00 (3.7 per ncf)

* $40 million North Slope Gas - 2 nmillion barrel s]
M. D ckinson outlined the information contained on this graph
He indicated that $43.43/bbl represents an estimated price per
barrel of oil and $22.00 represents an estinated price per
barrel of gas.
2:10: 39 PM

Co-Chair WIlken asked what question this information was
i ntended to answer.

2:10:54 PM

M. Dickinson replied that this graph denonstrates the anounts
and sources of oil and gas revenues.

2:12:36 PM
Page 2
Gross Value at Point of Production
[ Bar graph containing the information of Page 1 and adds
"Transportation to Market = $1.7 billion" for all itens.

The dollar anpbunts |isted on Page 1 are not recal cul at ed. ]

M. Dickinson stated this shows the relationship of downstream
costs to the total value of the product.

2:13:18 PM

Page 3
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Net Val ue or Production Tax Val ue

[ Bar graph containing the information of Pages 1 and 2,
plus "$1.7 Capital Costs" and "$1.1 billion Operating
Costs" to North Slope and Cook Inlet QI itenms, and
hi ghlights a portion of the bars depicting North Sl ope and
Cook Inlet gas. The purpose of the highlight 1is not
identified. The dollar amounts listed on Pages 1 and 2 are
not recal cul at ed. ]

M. Dickinson explained that this information does not pertain
to a specific point, although it denonstrates "relative size"

The anount remaining after deduction of the operating, capita

and transportation to nmarket amunts would be subject to
t axati on.

2:14: 40 PM
Page 4

Net Val ue or Production Tax Val ue

[ Bar graph containing the information of Pages 1 through 3
and adds highlights to each bar to represent 22.5 percent
tax. The dollar amounts |isted on Pages 1 through 3 are not
recal cul at ed. ]

M. Dickinson described how this graph denonstrates the anount
of tax at a rate of 22.5 percent in conparison to the operating,
capital and transportation to market anounts. Because the per
barrel price of $43.43 is utilized in this denonstration, no
progressivity tax would be levied under the provisions of the
Senate Finance Committee substitute, although a "small"
progressivity tax would be levied under the provisions of the
Senat e Resources Comm ttee substitute.

M. Dickinson stated that State royalty, property taxes and
income taxes, and federal taxes would be paid from the anount
remai ni ng after deduction of the PPT tax, operating, capital and
transportation to nmarket costs. The producer would retain the
remai nder as profit.
2:15: 54 PM

Page 5

Tax Before Credits
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2.4 billion

M. D ckinson remarked that this page "translates that into
dollar terms.”

2:16: 09 PM
Page 6

Tax After Credits
[ Bar graph listing the follow ng:
e Tax After Credits 1.7 billion
e 3,000 bbl equivalent credit 8 users at max of 14
mllion = 112 mllion
e TIEc credit 1.7 x .5 x .2 =170 mllion
e 1.7b x .25 + 425 mllion Qualified Capital Expenditure

Credits
M. Dickinson outlined this information denonstrating "the
application of three credits that would apply here" and presents
the "order of nmagnitude". He defined TIE as "transitional

investnent credit”. He detailed the calculations of the credits.

2:18:49 PM
Page 7
Tax After Credits
[Bar graph listing the information of Page 6 plus a
separate bar graph |abeled, "Tax Under Status Qo ~ .9
billion.]

M. Dickinson conpared the difference in the amount of tax under
the current structure to the anpbunt of tax under the proposed
PPT structure. The new tax would be alnost double the current
t ax.

2:19:39 PM

Senator O son asked if highlighted portions of the bar graph on
Page 4 that represent the 22.5 percent tax are the $2.4 billion
anount Tax Before Credits shown on Page 5 and whether this
anount includes tax on both oil and gas.

M. Dickinson affirned.
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AT EASE to 2:21:29 PM

#
ADJ QURNVENT

Co- Chair Lyda Green adjourned the neeting at 2:22:02 PM
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