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COWM TTEE CALENDAR

CS FOR HOUSE BILL NO 3001(FIN)
“"An Act relating to the production tax on oil and gas and to

conservation surcharges on oil; relating to crimnal penalties
for wviolating conditions governing access to and use of
confidenti al information relating to the production tax;

anending the definition of 'gas' as that definition applies in
the Alaska Stranded Gas Developnent Act; meking conform ng
anendnents; and providing for an effective date."
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Departnent of Revenue

PO Box 110400

Juneau, AK 99811-0400

PCSI TI ON  STATEMENT: Reconmmended | anguage for anendnents and
expl ai ned aspects of HB 3001.

KURT FREDRI KKSON, Comm ssi oner

Department of Environnmental Conservation (via teleconference)

410 W1 | oughby

Juneau, AK 99801-1795

POSI TI ON  STATEMENT: Explained the DEC s position regarding
spills and liability for damages and fi nes.

DR. PEDRO VAN MEURS

Consul tant to the Governor

O fice of the Governor

PO Box 110001

Juneau, AK 00911-0001

POSI TI ON STATEMENT:  Expl ai ned aspects of HB 3001.

SENATOR THERRI AULT

State Capitol, Room 119

Juneau, AK 99801-1182

POSI TI ON STATEMENT: Testified in favor of Anendment 9.

DAN DI CKI NSON, CPA

Consul tant to the Governor

O fice of the Governor

PO Box 110001

Juneau, AK 998811-0001

PCSI TI ON  STATEMENT: Reconmended | anguage for anendnents and
expl ai ned aspects of HB 3001.

SENATOR GRETCHEN GUESS

State Capitol, Room 423

Juneau, AK 99801-1182

PCSI TI ON STATEMENT: Testified in favor of Anendnent 3.

ACTI ON NARRATI VE

CHAIR RALPH SEEKINS called the Senate Special Commttee on
Nat ural Gas Devel opnent neeting to order at 10:26:13 AM Present
at the call to order were Senators Fred Dyson, Bert Stednman,
Gary W/ ken, Lyda G een, Thomas Wagoner, Ben Stevens, Con Bunde,
Lyman Hoffman, Kim Elton, Al bert Kookesh, and Chair Ralph
Seeki ns.
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CSHB 3001(FIN) - O L/GAS PROD. TAX

Chair Seekins opened the floor to public testinmony on HB 3001.
Hearing none, he closed the floor to public testinony and

advi sed that he woul d consider anendnents to HB 3001 after a
short at ease.

At ease from 10:27:39 AMto 10:34: 37 AM

10: 36: 22 AM
SENATOR WAGONER nobved to adopt Anendnent 5 Labeled 24-
GH2096\ P. 33. Chair Dyson objected for discussion.

NAVENDVENT 5

Page 32, lines 21 - 27:
Delete all material and insert:

"(17) costs incurred for containnent,
control, cleanup, or renoval in connection with any
unpermtted release of oil or a hazardous substance
and any liability for damages, fines, and penalties

imposed on the producer or explorer for that
unpermtted rel ease;"

CHAI R SEEKI NS renoved his objection.

SENATOR BEN STEVENS asked what agency would be responsible for
inmposing the fines and penalties referred to on line 5 of the
amendment .

SENATOR WAGONER responded that it would probably be Departnent
of Environnental Conservation (DEC)

CHAIR SEEKINS said he could have soneone from DEC address the
commi ttee.

SENATOR BEN STEVENS clarified that he wants to know what
agencies would be involved in inposing those fines on the
producers.

CHAI R SEEKINS responded that it would probably be DEC or the
Envi ronnmental Protection Agency (EPA).

SENATOR BEN STEVENS recommended the anendnent specify that they
w Il be inposed by the state.

10: 39: 19 AM
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SENATOR DYSON suggested that the commttee go on to the next
anmendnent and cone back to this one when the DEC representative
arrives.

SENATOR BUNDE concurred wth Senator B. Stevens, that the
amendnent should sinply specify that the state of Al aska would
i npose the penalties.

SENATOR W LKEN asked if there m ght al so be federal sanctions.

SENATOR DYSON asked why the state would want to subsidize a
federal fine inposed on a producer.

10: 40: 35 AM

ROBYNN W LSON, Tax Director, Department of Revenue (DOR), noted
that fines and penalties inposed by law are a prohibited
deduction in (e)(7) on page 31, line 16 of the bill.

CHAIR SEEKINS asked if paragraph (17) is redundant regarding
fines and penalties inposed, but not the damages or costs
incurred for containnent.

ROBYNN W LSON answered that she believes that is correct to the
extent that the fines or penalties are inposed by |aw rather
t han contractual ly.

SENATOR BEN STEVENS speculated that 1line 15 may also be
r edundant . It reads “costs arising from fraud, wi | ful
m sconduct, or gross negligence” and those fines would be issued
upon proof of negligence.

CHAIR SEEKINS read lines 5-6 of the anendnent, “liability for
damages, fines, and penalties inposed on the producer or
explorer for that unpermtted release” and noted that he
understands there could be liability inposed on the contractors
to the producers; but he is confused about what this refers to.

SENATOR BUNDE said that it seens as if “damges, fines, and
penalties” is redundant and the focus of the anmendnent is on
costs.

10: 44: 00 AM

CHAI R SEEKINS asked Senator Bunde if he was saying that the
amendnent should read *“costs incurred for containnment, control
cl eanup, or renoval in connection with any unpermtted release
of oil or a hazardous substance for an unpermtted rel ease”.
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SENATOR BUNDE agr eed.

SENATOR WAGONER sai d he has no problemw th that change.

10: 44: 40 AM
SENATOR BUNDE proposed Anmendnent 1 to anendnent 5 to delete the
reference to “liability for damages, fines, and penalties

i nposed on the producer or explorer”.
SENATOR ELTON obj ect ed.

SENATOR DYSON asked why the conmittee would renove liability for
damages. He does not understand why the state should subsidize
the cost of danmmges.

10:46: 11 AM

KURT FREDRI KKSON, COW SSI ONER, DEPARTMENT OF ENVI RONVENTAL
CONSERVATION, (via teleconference) replied that DEC s position
regarding spills is that they are not a routine cost of doing
busi ness. He would view damages, |like a spill, as liabilities
borne by a conpany. Those danages are calculated by the DEC
under state statute with Departnment of Law (DOL), based on
envi ronnmental sensitivity and whet her negligence was invol ved.

10: 47: 52 AM

SENATOR DYSON asked Conmi ssioner Fredrikkson whether liability
for damages and fines should be included in tax deductions or
credits.

COWM SSI ONER FREDRI KKSON replied that he would put that into the

category of spill response costs and would not consider them
eligible deductions because they result from an illegal
activity.

CHAIR SEEKINS stated that “fines or penalties inposed by |aw
are covered under paragraph (7) on page 31, but it does not
appear that danmges are covered el sewhere.

10:49: 19 AM
SENATOR BUNDE refined Amendnent 1 to Anendnent 5, to renobve only
the words “fines and penalties”.

There being no objection, the notion to adopt Amendnent 1 to
amendnment 5 carri ed.

SENATOR ELTON asked Conmi ssioner Fredrikkson to clarify whether
restoration would be considered a liability for damage.
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COWM SSI ONER FREDRI KKSON responded that is all part of resource
assessnent and damage cal cul ations, so the restoration costs are
cal cul ated as part of the damages.

10: 50: 34 AM

SENATOR DYSON directed the conmittee’'s attention to paragraph
(7) on page 31 and asked if “inposed by law' includes those that
are inposed by regul ation.

COWMM SSI ONER FREDRI KKSON answered he believes that “inposed by
| aw’ woul d cover those inposed both by statute and regul ati on.

CHAI R SEEKI NS agr eed.

SENATOR DYSON suggested the commttee proceed on that
assunpti on.

SENATOR HOFFMAN pointed out that |ines 26-27, page 32 of the
bill read that “this paragraph does not apply to the cost of
developing and maintaining an oil discharge prevention and
contingency plan under AS 46.04.030". He asked why this was
renoved

SENATOR WAGONER answered that those costs are all owed.

10: 54: 00 AM
CHAI R SEEKI NS asked Comm ssioner Fredrikkson what the inpacts
are of the oil spill contingency plans (C plans).

COWMM SSI ONER FREDRI KKSON responded that an oil spill contingency
plan is a legal obligation that is part of the normal cost of
busi ness.

SENATOR DYSON asked if the word “plan” includes both the
docunent and the activities required by the plan, such as
stagi ng and nai nt ai ni ng equi prent .

COWM SSI ONER FREDRI KKSON answered that the plan is both the
paper and “on the ground” investnents to ensure that spills are
both prevented and adequately responded to if they occur. It is
all part of the cost of doing business in Al aska.

10: 57: 10 AM

SENATOR ELTON asked Comm ssioner Fredrikkson to confirm his
understanding that the C plans and the costs associated wth
them are already adjusted for in the tariff.
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COWM SSI ONER FREDRI KKSON answered that he is not famliar wth
the tariff provisions and cannot speak to that specifically. He
said that the regulated community frequently nentions the high
cost of pollution control in Al aska, but the DEC considers it a
normal cost of business.

CHAI R SEEKINS asked if this is for producers and explorers, not
for the transport conpany.

ROBYNN WLSON responded that the C plans are considered
downstream costs and are not applicable. The Ilanguage in
paragraph (17) clarifies that this paragraph “does not apply to
costs of developing and maintaining an oil discharge prevention
and contingency plan”. This would still be an allowable cost
under the anmendnent as drafted, but she suggested that it be
made clear by retaining lines 26-27 in the bill.

11: 00: 38 AM

SENATOR WAGONER pointed out that these paragraphs list itens
that are excluded, and he believes that retaining that |anguage
i ntroduces unnecessary conplication.

ROBYNN W LSON replied that she can see sone confusion arising in
the future, and it would be nuch easier if it were nade clear in
t he | anguage now.

11: 01: 31 AM
CHAIR SEEKINS said that Senator Bunde’'s anendnent is on the
fl oor.

SENATOR GREEN noved Anendnent 2 to Anendnent 5, to include the
| anguage that appears after the sem colon on page 32, lines 25-
27 of the original bill.

SENATOR ELTON objected because the tariff already accommobdates
t he cost of devel opi ng and mai ntai ning the C plans.
He then renoved his objection.

CHAIR SEEKINS stated that, according to the Departnent of
Revenue, the C plan is not included in this plan. That has to do
with the operation of the transport system the Al yeska Pipeline
System

SENATOR ELTON agreed, but pointed out again that the state is
paying for the C plans el sewhere.
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SENATOR STEVENS wondered how long it would take to nobilize the
facilities on Prince WIlliam Sound to respond to a spill in
Prudhoe Bay.

There being no objection, the notion to adopt Amendnent 2 to
Amendnent 5 carri ed.

There being no objection, the notion to adopt Anmendnent 5
carried.

At ease from 11:04:25 AMto 11:09: 25 AM

SENATOR STEDVAN noved to adopt Anendnent 1 (24-gh2096\P.36) and
objected for discussion. He explained that this renbves sub-
section (f) and inserts a 22.5 percent tax rate, with a .2 slope
for progressivity. The rest of it is cleanup to renove the
producer-pay | anguage in the bill.

N AVENDVENT 1

Page 3, line 8:
Delete "(j) and (k)"
Insert "(i) and (j)"

Page 3, line 9:
Del ete "the annual "
I nsert "22.5 percent of the"

Page 3, lines 10 - 11
Delete "multiplied by the tax rate determ ned
under (f) of this section”

Page 3, line 12, through page 4, |ine 25:
Delete all material .

Rel etter the follow ng subsections accordingly.
Page 4, line 27:

Delete "(h)"

I nsert "(g)"
Page 4, line 31:

Delete "(j) and (k)"

Insert "(i) and (j)"

Page 5, line 2:
Del ete ". 25"
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Page

Page

Page

Page

Page

Page

Page

Page

Page

Page

Page

Page

or (k)"
or (j)"

or (k)"
or (j)"

17:

mat eri al .

| nsert 20"
5, line 4:
Delete "(h)"
I nsert "(g)"
5, line 8:
Delete "(g)"
Insert "(f)"
5, line 29:
Delete "(g)"
I nsert "(f)"
6, line 17
Delete "(g

I nsert " (f
7, line b5:
Delete "(j)
Insert "(i)
7, line 6:
Delete "(g)"
I nsert "(f)"
7, line 9:
Delete "(g

| nsert " (f
7, line 23:
Delete "(j)
Insert " (i)
7, line 24:
Del ete "(g)"
| nsert "(f)"
8, line 5:
Delete "(M"
Insert "(1)"
8, lines 16 -
Del ete all

8, lines 28 -

Del ete "AS 43.55.011(e),
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Page

Page

Page

Page

Page

Page

Page

Page

Page

Page

Page

Page

| nsert

8, line 31:
Delete "(Q)
I nsert " (f)

9, line 12,
| nsert

9, lines 13
Del ete all

9, line 24:
Delete "AS
| nsert "AS

9, line 26:
Delete "AS
| nsert "AS

9, line 30:
Delete "AS
| nsert "AS

9, line 31:
Delete "AS
| nsert "AS

10, line 3:
Delete "AS
| nsert "AS

10, line 4:
Delete "AS
| nsert "AS

10, line 6:
Delete "AS
| nsert "AS

10, line 22

Delete "(9)
Insert "(f)

10, line 28
Delete "(9g)

| nsert
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"AS 43.55.011(e),

(),

following "by":

21:

"22.5 percent;"

mat eri al .

43.
43.

43.
43.

43.
43.

43.
43.

43.
43.

43.
43.

43.
43.

“GY

55.
55.

55.
55.

55.
55.

55.
55.

55.
55.

55.
55.

55.
55.

011(g)"
011(f)"

011(i)"
011(h)"

011(i)"
011(h)"

011(i)"
011(h)"

011(i)"
011(h)"

011(i)"
011(h)"

011(e),
0li(e),
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Page

Page

Page

Renunber the follow ng paragraph accordingly.

Page

Page

Page

Page

Page

Page

Page

Page

Page

10, line 30:

Delete "(g)"
Insert "(f)"

23, line 19,
| nsert "and"

23, line 20:
Del ete all

mat eri al .

26, line 21:

Del ete "AS 43.55.011(g)"
I nsert "AS 43.55.011(f)"
26, line 25:

Del ete "AS 43.55.011(g)"
I nsert "AS 43.55.011(f)"
27, line 1:

Del ete "AS 43.55.011(g)"
| nsert "AS 43.55.011(f)"
27, line 8:

Del ete "AS 43.55.011(g)"
I nsert "AS 43.55.011(f)"
27, line 14:

Del ete "AS 43.55.011(g)"
| nsert "AS 43.55.011(f)"
27, line 22:

Del ete "AS 43.55.011(g)"
I nsert "AS 43.55.011(f)"
35, line 22:

Del ete "AS 43.55.011(i)"
| nsert "AS 43.55.011(h)"
40, |ine 30:

Del ete "AS 43.55.011(e),
I nsert "AS 43.55.011(e),
42, lines 2 - 6:

Delete all material.
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Rel etter the followi ng subsection accordingly.

SENATOR WLKEN referenced five concerns that were discussed
yesterday, including the conplication, putting in place a
“harvester’s formula”, encouragi ng gol d-plating, inflation
proofing, and basic math that m ght do the opposite of what was
intended. He wunderstands that this anmendnent renoves those
concerns and supports it generally, but may offer an anmendnent
toit.

SENATOR BEN STEVENS asked exactly what is being deleted with
page 5, lines 13-14.

SENATOR STEDVAN said it just deletes line 20.

CHAI R SEEKINS noted that the drafter said that |line needed to be
del eted because it is unnecessary, irrelevant and may be
confusing if enacted.

SENATOR STEDVAN comented that the anendnent appears to be
drafted correctly.

11:16: 23 AM
CHAIR SEEKINS said, for the record, the intent of page 5, I|ine
13 is to delete all of line 20 on page 23.

SENATOR WLKEN noved to adopt Amendnent 1 to Amendnent 1 and
objected for discussion. The effect of the anendnent as
presented, is to decrease the progressivity from .25 to .20
percent. The anendnent to Amendnent 1 strikes lines 2-4 rel ated
to progressivity.

SENATOR W LKEN expl ai ned that the commttee has generally agreed
it is operating in a confort range of from $40-$60 per barrel
The progressivity fornmula kicks in at $55 per barrel. The
di fference between the anendnent as witten and this anmendnent
to it, is 10 basis points at $60 per barrel, 40 basis points at
$70 per barrel, and 70 basis points at $80 per barrel. The
anount is alnost insignificant; but changing the progressivity
formula could be a deal -breaker for the House. He doesn’t think
it’s worth it. The state is about $1.4 billion upside down after
Sunday’s oil spill; but if the |legislature passes PPT tonorrow,
the state will recover at about $110 million per nonth.
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He sunmmarized by saying that this is an insignificant anmendnment
with regard to the bill; and it is too inmportant to the budget
torisk losing it. He wants to | eave the .25 al one.

11:22: 37 AM

SENATOR STEDVAN rem nded the commttee that one of its mgjor
concerns was that the state’s share in the resource should not
decline as prices increase and the progressivity feature was
intended to counteract that. He supports Senator WIlken's
anmendnent to change the fornmula from.25 to .20 percent.

SENATOR WAGONER said that this bill is so close to passing, that
he really doesn’t want to argue about a little difference in the
progressivity formula. He agreed with Senator WIken that the
committee should | eave the House’'s fornula intact.

SENATOR ELTON noted that Dr. Van Meurs said he was confortable
with the House forrmula, and said he supports the anmendnent to
Amendnent 1.

11: 27: 33 AM
The objection to the anmendnent was mai nt ai ned.

The roll was call ed.
Yea: Senator Kookesh, Senator Bunde, Senator 4 son,
Senat or Dyson, Senator WI ken, Senator Elton, Senator
Wagoner, Senator Seekins

Nay : Senat or St evens, Senat or St edman, Senat or
Hof f man, Senator G een

The notion to adopt Anendnent 1 to Amendnent 1 carried
8 Yea, 4 Nay.

SENATOR BEN STEVENS commented that he wants the committee to
understand that they aren’t passing a 22.5 percent tax rate, it
is variable, and does not go below 22.5, but is now at about
28. 2 percent.

ROBYNN W LSON brought up a point for consideration. The bil
contains a provision that, if there is a loss, it is converted
to a credit at 20 percent. If the tax rate is changed to 22.5
percent, the commttee may want to change that provision to make
it consistent with the newrate. It is found on page 13, line 14
of the bill, and reads, “tax credit for loss is 20 percent”.
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SENATOR BUNDE asked Ms. Wlson if her point is that it was
originally 20/20 and she is suggesting that we now make that
22.5/22.5.

ROBYNN W LSON answered yes, that in different versions of the
bill, every change in the tax rate precipitated a change in the
tax credit; but it was obviously the original intention that the
| oss be converted to a credit at the general tax rate to
mai ntain parity.

SENATOR BEN STEVENS commented that the conmmttee has had
nunerous di scussions about what the value of the credit should
be. He believes the credits should stay at 20 percent as the
House wrote it

SENATOR DYSON concurred with Senator B. Stevens.

ROBYNN W LSON asked why page 1, line 6 of the amendnent del etes
the words “the annual” from page 3, line 9 of the bill, since
the anmendnent is not seeking to change the admnistrative
provi sions that have noved this froma nonthly tax to an annua
t ax.

SENATOR STEDMAN answered that the anendnent was drafted with the
governor’s | anguage.

ROBYNN W LSON responded that the governor’s bill was based on a
monthly tax filing, and the |language as it is now witten is an
annual filing with nonthly estimated tax paynents.

11: 34: 54 AM
CHAI R SEEKI NS asked for clarification.

ROBYNN W LSON explained that the House CS changed the nonthly
tax filing to an annual tax filing with nonthly estinmated
paynents, so the cash flow is retained, but there is one annua
return. She suggested that the committee |eave “annual” in bill
so it reads, “tax is equal to 22.5 percent of the annual...”

11: 36: 37 AM
SENATOR STEDVAN noved to adopt Anendnment 2 to Amendnent 1, which
woul d delete Iine 6 of Anendnent 1 and insert “22.5 percent of”
on line 7 following the words “equal to”. The line would then
read, “the tax is equal to 22.5 percent of the annual production
tax val ue”.
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There being no objection, the notion to adopt Amendnment 2 to
Amendnent 1 carri ed.

SENATOR STEDVAN renoved his objection to Anendnent 1.

There being no objection, the notion to adopt Amendnent 1
carri ed.

At ease from 11:38:44 AMto 11:44: 03 AM

SENATOR WAGONER noved to adopt Anendnent 7 and Senator Seekins
obj ected for purpose of discussion.

N AVENDVENT 7

Page 32, line 29, follow ng "AS 38. 05. 132":
| nsert “;

(19) that portion of capital expenditures
incurred during a calendar year that are |ess
than the product of $.30 multiplied by the tota
taxable production from the Jlease in BTU
equi val ent barrels during that cal endar year.

DR. VAN MEURS expl ained that there is a gray area in accounting
bet ween nor nal mai nt enance and inprovenment costs. If an
expenditure were classified as betternment or replacenent, it
woul d be a capital expenditure and subject to the 20 percent tax
credit as well as the 22.5 percent deduction. Miintenance is a
reasonabl e deduction for PPT; but it is sonmetimes hard to decide
which expenditures fall into that classification. The sinplest
solution is to take sone base expenditure that really wll be
repl acenent and, over the next 20 or 30 years, disallow a nodest
floor of the <capital expenditures. From an international
perspective, $.30 per barrel taxable production seens to be a
reasonable figure. The intent of this anendnent is to clarify
that, when repairs turn into replacenment, a certain anount of
capital expenditures is not subject to deductions or credits.

CHAI R SEEKI NS cal |l ed for questions and renoved his objection.

ROBYNN W LSON noted that the term “capital expenditures” is not
defined anywhere in the anendnent. She suggested inserting the
phrase, “that would otherwise qualify as a qualified capital
expenditure”, because “Qualified capital expenditure” is defined
on page 17, line 1 of the bill.
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SENATOR BUNDE asked if she was suggesting the insertion of the
word “qualified” before “capital expenditures”.

ROBYNN WLSON replied that, after the word “expenditure”, she
suggests inserting the words “that would otherwi se qualify as a
qualified capital expenditure”.

SENATOR BUNDE asked if sinply inserting “qualified’”, so it would
read, “that portion of qualified capital expenditures”, would
wor K.

ROBYNN WLSON replied that it would work; but it mght be
necessary to nove the definition from Section 024(k) [actually
Section 43.55.023(k)] to the definition section in 900.

SENATOR WAGONER recomrended that the anmendnent be set aside
until the drafter can be present.

SENATOR BEN STEVENS saw no reason to question the drafter’s
wor K.

SENATOR DYSON wondered if the federal definition of what is
allowed will include itens that Dr. Van Meurs and Senator
Wagoner are trying to prevent.

DR. VAN MEURS agreed with Robynn Wl son’s suggested | anguage.

SENATOR DYSON asked if he was inplying that whatever is allowed
under federal code is acceptable.

DR. VAN MEURS answered yes.

ROBYNN WLSON said that, as she understands the anendnent, it
falls within (e), which is the prohibited deductions list. The
total production is nmultiplied by $.30 to arrive at a figure
t hat would not be allowed as a deduction or credit. She asked if
that is correct.

DR. VAN MEURS answered yes.

CHAI R SEEKINS set the anmendnent aside pending a review by the
drafter and sponsor.

11:58:10 AM
SENATOR DYSON noved to adopt Anmendnent 6 and objected for
di scussi on.

SENATE NGD COW TTEE -17- August 9, 2006



A AVENDVENT 6

Page 31, |ine 20;
delete: (9) donations

SENATOR DYSON explained that the word “donations” is redundant,
because donations are not included in the definition of capita
expendi tures anyway.

MR. DI CKINSON agreed that Senator Dyson is correct, it is
superfluous and shoul d be del et ed.

SENATOR DYSON renoved his objection and enphasized that |ease
expenditures do not include donations, political contributions,
| obbying, or the cost of any attenpt to affect the political
process.

There being no objection, the nobtion to adopt Anendnent 6
carri ed.

CHAI R SEEKI NS advi sed that the commttee will take up anmendnents
2, 3, 4 and 8 after |unch.

Lunch recess from 12:01:24 PMto 1:12:51 PM

NAmendnent 2 was w t hdr awn.

1:13: 02 PM
SENATOR ELTON noved to adopt Amendnent 3.

NAVENDVENT 3

Page 32, line 29, follow ng "AS 38.05. 132":
| nsert “;

(19) for a lease from which gas is produced
and in which the holder of a working interest is a
party to a contract under AS 43.82, costs related to

(A) a gas processing plant or gas treatnent
facility upstream fromthe point of production; and

(B) transportation of the gas from a wel
to the point of production”

CHAI R SEEKI NS obj ected for discussion.
SENATOR ELTON explained that Article 20.3 of the gasline

contract provides a 35 percent cost allowance for expenses
related to the gas treatnent plant and gas transm ssion |ines.
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Thi s amendnent excludes these expenses from | ease expenditures
so that the state will not be giving the conpanies an additiona
40 percent reduction. He also pointed out that the state would
al ready be paying 20 percent of these costs as equity owners
under the contract. Wthout this anmendnent, the state will end
up paying approxinmately 80 percent of the cost, but have only a
20 percent equity stake in the facilities.

SENATOR BEN STEVENS pointed out that the commttee net for three
weeks on proposed anendnments to the stranded gas act, and this
amendnment was never offered. In addition, HB 3001 has to do with
Title 43.55, a production tax on oil, so the amendnent does not
belong in this chapter. Finally, he said that the conmmttee
agreed it would not do anything that inpacts the stranded gas
act until it has seen the contract, and he is strongly opposed
to this amendnent.

1:16: 55 PM

SENATOR OLSON asked if it is true that the state could end up
paying 80 percent of the cost, and whether the nmatter would be
addressed at another tine.

SENATOR BEN STEVENS replied that it would be addressed in the
stranded gas contract if it ever conmes before the commttee. He
said that Senator Elton is talking about prohibiting credits in
a contract the |legislature has not even seen.

SENATOR BEN STEVENS noved to set the anendnent aside until
t hey’ ve | ooked at the contract.

El t on obj ected.

CHAIR SEEKINS said that a nption to table is not discussabl e.

1: 19: 07 PM

The roll was call ed.
Yea: Senator Stednan, Senator Bunde, Senator W/ ken,
Senator Hoffrman, Senator B. Stevens, Senator G een,
Chai r Seeki ns

Nay: Senator dson, Senator Dyson, Senator Elton
Senat or Kookesh

The notion to table Amendnent 3 carried 7 yea - 4 nay.

1:19: 56 PM
SENATOR ELTON noved Amendnent 4 (24- GH2096\ P. 31).

SENATE NGD COW TTEE -19- August 9, 2006



Page

Page

Page

Page

Page

Page

Page

Page

Page

Page

Page

~NAMENDVENT 4

6, line 2:
Delete "April 1, 2006"
| nsert "January 1, 2006"

6, line 5;
Delete "March 31, 2006"
| nsert "Decenber 31, 2005"

6, line 8:
Del ete "March 31, 2006"
| nsert "Decenber 31, 2005"

6, line 10:
Delete "March 31, 2006"
| nsert "Decenber 31, 2005"

6, |line 14:
Delete "March 31, 2006"
| nsert "Decenber 31, 2005"

6, |line 15:
Delete "March 31, 2006"
| nsert "Decenber 31, 2005"

6, line 21:
Delete "April 1, 2006"
I nsert "January 1, 2006"

6, |line 24:
Delete "March 31, 2006"
| nsert "Decenber 31, 2005"

6, line 27:
Del ete "March 31, 2006"
| nsert "Decenber 31, 2005"

6, |line 29:
Del ete "March 31, 2006"
| nsert "Decenber 31, 2005"

7, line 2:
Delete "March 31, 2006"
| nsert "Decenber 31, 2005"
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Page

Page

Page

Page

Page

Page

Page

Page

Page

Page

Page

Page

7, line 3:
Del ete "March 31, 2006"
| nsert "Decenber 31, 2005"

15, line 28:
Delete "March 31, 2001"
| nsert "Decenber 31, 2000"

15, line 29:
Delete "April 1, 2006"
I nsert "January 1, 2006"

15, line 30:
Delete "March 31, 2006"
| nsert "Decenber 31, 2005"

15, line 31:
Delete "April 1, 2006"
I nsert "January 1, 2006"

16, line 3:
Delete "April 1, 2006"
| nsert "January 1, 2006"

16, |ine 4:
Del ete "March 31, 2006"
| nsert "Decenber 31, 2005"

16, line 18:
Delete "April 1, 2006"
| nsert "January 1, 2006"

17, line 16:
Delete "March 31, 2006"
| nsert "Decenber 31, 2005"

18, line 2:
Delete "May 1, 2016"
I nsert "February 1, 2016"

18, line 7:
Delete "April 1, 2006"
| nsert "January 1, 2006"

18, line 28:
Delete "April 1, 2006"
I nsert "January 1, 2006"
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Page 18, |ine 30:
Delete "May 1, 2016"
| nsert "February 1, 2016"

Page 28, |ine 16:
Delete "March 31, 2006"
| nsert "Decenber 31, 2005"

Page 32, line 7:
Del ete "April 1, 2006"
| nsert "January 1, 2006"

Page 32, |ine 10:
Delete "April 1, 2006"
I nsert "January 1, 2006"

Page 34, line 17:
Delete "March 31, 2006"
| nsert "Decenber 31, 2005"

Page 40, |line 11:
Del ete "March 31, 2006"
| nsert "Decenber 31, 2005"

Page 40, lines 16 - 19:

Del et e "(a) Not wi t hst andi ng any contrary
provi sion of AS 43.55.023(i), enacted by sec. 13 of
this Act, for oil and gas produced after WMarch 31,
2006, and before January 1, 2007, the phrase "20
percent” in AS 43.55.023(i)(2), enacted by sec. 13 of
this Act, shall be replaced by the phrase "15
percent.""

Rel etter the follow ng subsections accordingly.

Page 40, |ine 20:
Delete "April 1, 2006"
| nsert "January 1, 2006"

Page 40, |ine 21:
Delete "April 1, 2006"
| nsert "January 1, 2006"

Page 40, |ine 24:
Delete "March 31, 2006"
| nsert "Decenber 31, 2005"
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Page

Page

Page

Page

Page

Page

Page

Page

Page

Page

Page

Page

40, line 27
Delete "March 31, 2006"
| nsert "Decenber 31, 2005"

41, line 3:
Delete "March 31, 2006"
| nsert "Decenber 31, 2005"

41, line 6:
Delete "(c)(1)"
I nsert "(b)(1)"

41, line 7:
Del ete "March 31, 2006"
| nsert "Decenber 31, 2005"

41, line 8:
Delete "(c)(2)"
Insert "(b)(2)"

41, line 12:
Del ete "March 31, 2006"
| nsert "Decenber 31, 2005"

41, |ine 14:
Del ete "March 31, 2006"
| nsert "Decenber 31, 2005"

41, line 22:
Delete "March 31, 2006"
| nsert "Decenber 31, 2005"

41, line 23:
Delete "(e)(1)"
Insert "(d)(1)"

41, |ine 25:
Delete "March 31, 2006"
| nsert "Decenber 31, 2005"

41, line 26
Delete "(e)(2)"
Insert "(d)(2)"

41, |line 29:
Delete "(c)(1)"

SENATE NGD COW TTEE -23-

August

9, 2006



I nsert "(b)(1)"

Page 41, |ine 30:
Delete "(d)(1)"
Insert "(c)(1)"

Page 41, line 31, through page 42, line 1
Del ete "March 31, 2006"
| nsert "Decenber 31, 2005"

Page 42, lines 7 - 10:
Delete all material.

Page 42, |ine 16:
Delete "April 1, 2006"
I nsert "January 1, 2006"

Page 43, |ine 4:
Delete "April 1, 2006"
| nsert "January 1, 2006"

CHAI R SEEKI NS obj ected for discussion.

SENATOR ELTON explained that it sets the effective date of the
bill back from April 1, 2006 to January 1, 2006. He recognized
that this has been discussed in other cormmittees, and there has
been concern about the fairness of nmking the effective date
retroactive; but the new tax recipe has been under discussion
since late last year, so January 1 seens appropriate.

1:22: 07 PM

SENATOR BUNDE commented that there is a question of the legality
of pushing the date back, even to April 1, so he suspects that
January 1 woul d not be all owed.

CHAI R SEEKINS called Senator Elton’s attention to page 5, |ines
1-5 and asked him to explain the intent and effect of that
del eti on.

SENATOR ELTON expl ained that he was offering this anmendnent for
Senator Guess and recomrended that the anendnent be set aside
until he could speak to the drafter.
CHAI R SEEKI NS set Amendnent 4 asi de.

1:24:11 PM
SENATOR ELTON noved Amendnent 8 (24- GH2096\ P. 2).
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~AVENDVENT 8

Page 8, line 17:
Del ete "AS 43.55.023(k)"
I nsert "AS 43.55.023(1)"

Page 12, |ine 16:

Del ete "A"

Insert "Except as provided in (k) of this
section, a"

Page 15, line 26, follow ng "section,":
Insert "and except as provided in (k) of this
section,”

Page 16, followi ng Iine 31:

I nsert a new subsection to read:

" (k) A person engaged in the production of gas
in the Point Thonson Unit may not take a credit under
this section for a qualified capital expenditure
upstream from the point of production of gas from the
Poi nt Thomson Unit for a gas processing plant or a gas
treatment facility. In this subsection, "Point Thonson
Unit" neans the land identified by the Departnent of
Nat ural Resources as the "Point Thonson Unit.""

Rel etter the foll ow ng subsection accordingly.

Page 32, line 29, follow ng "AS 38. 05. 132":
| nsert “;

(19) costs related to a gas processing
plant or a gas treatnment facility upstream from the
point of production of gas from the Point Thonson
Unit"

Page 33, followi ng Iine 25:
I nsert a new paragraph to read:

"(3) "Point Thonson Unit" neans the I|and
identified by the Departnent of Natural Resources as
t he "Point Thonmson Unit";"

Renunber the followi ng paragraph accordingly.

CHAI R SEEKI NS obj ected for discussion.
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SENATOR ELTON explained that this amendnent provides that the
tax bill before the comrittee does not allow tax credits for
deductions for the Point Thonmson unit. The unit’s |ease holder
has not lived up to the |ease agreenent for alnost 30 years, and
has viol ated 23 plans for devel opnment.

CHAI R SEEKI NS asked if the |easeholder has ignored the law or if
it applied for an extension.

SENATOR ELTON replied that it has been notified of violations by
DNR 23 tines, and has used every option to del ay.

1:28:43 PM

SENATOR BEN STEVENS said he opposes this anendnent, because it
has to do with the production of gas, which won’'t occur wunti
they see a finalized contract.

1:30:32 PM
SENATOR ELTON wrapped up by saying that the considerations have
to be whether the anendnment nakes sense and whether it is right.

CHAI R SEEKI NS commented that blame belongs to both the state and
t he | easehol der.

1:31: 54 PM

The roll was call ed.
Yea: Senator QA son, Senator Elton, Senator Hoffnan,
Senat or Kookesh

Nay: Senator Bunde, Senat or Dyson, Senator W/ ken,
Senator B. Stevens, Senator St edman, Senator G een,
Senat or Wagoner, Chair Seekins

Amendnent 8 failed adoption 4 yea - 8 nay.

At ease from1l:32:43 PM to 1:34:56 PM

SENATOR WAGONER noved Amendnent 9 (24- GH2096\ P. 32) .

A AVENDMVENT 9

Page 32, line 29, follow ng “AS 38. 05.132":
| nsert”:
(19) <costs or a portion of the costs
determned by the conmm ssioner, in consultation wth
t he comm ssioner of environnental conservation and the
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chair of the Alaska Ol and Gas Conservation
Conmi ssion, to be

(A) related to the repair and replacenment of
i nproperly maintai ned property or equi prent; or

(B) incurred to mai ntai n t he operati ona
capability of facilities or equipnment shut down or
operating at dimnished capacity because of inproper
mai nt enance of property and equi pnent”

SENATOR GREEN obj ected for expl anati on.

SENATOR WAGONER expl ained that he has presented this anmendnent
on behal f of Senator Therriault.

SENATOR THERRI AULT said the anendnent was pronpted by the recent
shutdown of a portion of the TAPS line due to nmaintenance
i ssues, which raised the question of how repairs would be
handl ed in a net-based PPT system The anount of oil produced by
the affected fields is approximately 375,000 barrels per day.
Hs calculations indicate that the operating costs, even when
there is no production, are about $1 mllion per day. The
anmendnent allows the conm ssioner of revenue, in consultation
with the commssioner of the Departnent of Environnenta
Conservation (DEC), and the chairman of the Alaska GOl and Gas
Conservation Conmi ssion (AOCGCC) to determne what costs are
attributable to | ack of maintenance and di sall ow t hose costs.

1:38: 20 PM

SENATOR BEN STEVENS conment ed t hat paragraph (B) on line 8 m ght
encourage a conplete shut down, because the operating expenses
woul d not be deducti bl e when operating at di m ni shed capacity.

SENATOR THERRI AULT said he does not think it would have that
effect, because agency personnel have the latitude to | ook at
the costs and agree what is and is not reasonabl e and al |l owabl e.

SENATOR BEN STEVENS reiterated that he believes it would
encourage a total shutdowmn and that it mght provide a
di sincentive to replaci ng bad equi prment.

SENATOR THERRI AULT repeated that, because the comm ssioners have
the flexibility to nmake determ nations on a case-by-case basis,
he does not believe that would be the case.

CHAIR SEEKINS wused an autonobile naintenance analogy to
illustrate how the agency representatives mght nake the

SENATE NGD COW TTEE -27- August 9, 2006



determ nation and asked if that is how Senator Therriault sees
it worKking.

SENATOR THERRI AULT agreed with his anal ogy and enphasized that
this refers specifically to inproperly maintained equi pnent.

1:43:. 47 PM
MR DI CKI NSON, Consul t ant to DOR, comrent ed t hat hi s
interpretation of the anmendnent is that all operating costs

would be disallowed as long as the plant is operating at
di m ni shed capacity, and he does not think that is the intent.

SENATOR THERRI AULT pointed out that line 3 says “costs or a
portion of the costs”, so there is flexibility.

MR. DI CKINSON responded that he would like to see the criteria
used to determ ne that portion.

SENATOR THERRI AULT said that could be fleshed out in regulation
t hrough di scussion with the conpani es.

1:45:59 PM
CHAIR SEEKINS asked if M. Dickinson was saying that, if
capacity were dimnished by 10 percent, all operating costs

woul d be disal | owed.

MR. DI CKI NSON answered yes, that it is not clear what portion is
bei ng di sal | owed.

1:47: 32 PM
SENATOR CGREEN asked whether this could open the state to
[itigation regar di ng t he interpretation of “i mpr oper

mai nt enance”. She also asked if there is an appeal process in
pl ace.

SENATOR THERRI AULT replied that there is an established process
for appealing a determ nation by the conm ssioner(s).

CHAIR SEEKINS said he would feel nore confortable if it were
“addi tional costs” rather than just “costs”.

SENATOR STEDVMAN wondered how the retroactive portion of this
woul d work without regulations in place, as it appears to target
the current situation on the North Sl ope.

SENATOR THERRI AULT replied that nost of the costs associated
with the partial shutdown have not occurred yet and may not for
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some time. He feels that our |egal process can acconmpdate this
whi | e addressing the pressing concerns of the constituency.

SENATOR STEDMAN said that his constituents are nore concerned
about the revenue |oss than they are about tax issues related to
getting the pipe back on |ine.

1:52: 02 PM
SENATOR BEN STEVENS wondered if the commttee is creating
sonmething that already exists in the bill. Under Section

43.55.160, the determnation of production tax value is
calculated by taking the gross value |less the producer’s |ease
expendi tures under 43.55.165, which are identified in the bill.

SENATOR THERRI AULT said that the cost of repairs qualifies for
deductions under this system Since the tax is inposed at the
corporate level, that would include normal nmaintenance and any
addi ti onal expenses due to operating the field during a shutdown
or partial shutdown. If the expenditure stens from inproperly
mai ntai ned property or equipnent, it is not appropriate to
charge that back against state revenues, and this anmendnent
seeks to address that.

CHAIR SEEKINS said he believes the intent is to prohibit
deductions on additional costs incurred to maintain operations,
not normal costs, and suggested inserting the word “additional”
on line 3.

1:57:49 PM

SENATOR THERRI AULT said the anmendnent applies to “the cost
incurred to maintain the operational capabilities of facilities
or equipnment shutdown or operating at dimnished capacity
because of inproper maintenance”. The state has agreed to share
the costs because it is getting production; but it makes no
sense to deduct the expenses of a field that is shut down or
partially shut down agai nst production from other fields.

CHAI R SEEKINS responded that, as long as we are talking about
additional costs, he would have fewer objections to the
anendnent. He is concerned that, as witten, it mght not
acconplish what is intended.

1:58:10 PM
SENATOR BEN STEVENS reiterated that one would not know if the
costs were incurred due to msconduct or negligence until an

investigation 1is conpleted, and this anendnent creates a
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di sincentive to operate at dimnished capacity while that is
under way.

SENATOR DYSON supported Senator B. Steven’'s coments and
suggested that the insertion of “additional” on line 3 should
allay his concerns. He thought there would have to be an
overwhel m ng tax advantage for a conpany to choose to shut down.

CHAI R SEEKINS asked Senator Therriault to point to an exanple
when this anendnent m ght conme into play.

SENATOR THERRI AULT replied that, if Prudhoe Bay were shut down,
the operating costs would continue to accrue at about $3 per
barrel, or roughly $1 mllion per day for normal, day-to-day
operation of the field. Because of inadequate naintenance
however, that cost wuld not be offset by income from
pr oducti on.

CHAIR SEEKINS asked if Senator Therriault is considering the
lack of maintenance referenced in his anmendnent as wlful
m sconduct or gross negligence.

SENATOR THERRI AULT replied that he was not sure what |egal
standard woul d be used.

CHAI R SEEKINS noted that not pigging the line is a cost already
covered by an exclusion in the bill [sub-section (e) paragraph
(6), page 31].

2:04:53 PM
SENATOR THERRI AULT said those were fairly high standards and
were not applicable to this provision.

SENATOR BEN STEVENS said he does not want the costs associated
with inproper naintenance or negligence to be deductible; but
instead of being determined by the conm ssioners, he suggests
that the anendnent read, “A portion of the costs determ ned by
the court.”

SENATOR THERRI AULT replied that a conpany could appeal the
conmi ssioners’ decision to disallow costs and, if it were
dissatisfied with the result of the appeal, could take it to
court. He does not agree that every decision should go to court
when it could be handl ed at the agency |evel.

SENATOR DYSON asked if all of the conm ssioners’ decisions can
be appealed in court.
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CHAI R SEEKI NS sai d yes.

SENATOR BEN STEVENS pointed out that, since the term “inproperly
mai ntained” 1is probably not defined in the chapter, every
i nstance would be litigated.

CHAIR SEEKINS contended that the bill already addresses this
issue and, if a change is needed, it mght be nore reasonable to
sinply add “or inproperly maintained” to paragraph (6) on page
31.

SENATOR THERRI AULT said he thinks it is inportant to add
| anguage to clarify what operating expenses and capital expenses
are not all owabl e.

SENATOR DYSON said he does not agree that every instance under
this amendnent would end up in court.

SENATOR BEN STEVENS said that he still objects to the anmendnent
because he does not want to put anything into statute that would
di scourage operation of a facility, even at a dimnished
capacity.

At ease 2:13:30 PMto 2:19:35 PM

CHAI R SEEKINS asked Ms. WIson how her departnent would audit
this process if the anendnent passes.

M5. WLSON answered that she has a real problemwth the [ack of
definition of “inproper maintenance”. Because it is not defined,
every expenditure would have to be audited for inproper
mai nt enance. Her departnment has a three-year statute of
[imtations on audits, and it could take sone tine for the court
to determne what is inproper, making it difficult to evaluate
the costs within that tine frame

SENATOR ELTON said he does not know whether it is possible to

define “inproper maintenance” and thinks the state has to rely
on the good judgnent of state regulators and conm ssioners.

M5. WLSON added that rewiting the anendnment using the phrase
“W t hout reasonable care”, which is a standard understood by the
court, mght resolve the definition issue.

2:25:37 PM
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SENATOR BUNDE said the committee has “gone around the bl ock” six
times on this and called for the question.

CHAIR SEEKINS overruled the call in order to allow continued
di scussi on.

SENATOR W LKEN noved Amendnent 1 to Amendnment 9 and objected to

explain. After the second “or” on |line 9, insert “the
incremental costs of”. This would cause lines 8-9 of the
anendnent to read, “incurred to nmaintain the operationa
capability of the facilities or equipnment shut down, or the
increnental costs of operating at a dimnished capacity.” He

renmoved his objection.

2:28:44 PM
SENATOR THERRI AULT supported Senator WIken's anendnent to
Amendnent 9.

There being no objection, Anmendnent 1 to Amendnment 9 was
adopt ed.

SENATOR THERRI AULT said that M. Dickinson recomended that, on
line 3, the word “a” before portion be replaced with “that”, so
it reads “costs or that portion of the costs”.

SENATOR DYSON noved Anendnent 2 to Amendnent 9.

There being no objection, Amendnent 2 to Amendnent 9 was
adopt ed.

2:31: 05 PM
CHAIR SEEKINS said he would feel better if there were a |ega
standard for inproper maintenance.

SENATOR DYSON agreed. He recommended the follow ng definition:
“di vergence from prudent industry standards and practice” and
suggested that it either be inserted as sub-paragraph (C in the
anendnent, or after gross-negligence on line 15, page 31 of the
bill.

SENATOR ELTON offered that a third option is to strike
“i nproperly maintained” and insert Senator Dyson’s |anguage.

SENATOR THERRI AULT said that he would work with a drafter on
this definition.
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CHAI R SEEKINS set the amendnent aside while Senator Therriault
re-drafts the | anguage.

SENATOR W LKEN conmented that he I|ikes the concept of
“divergence fronf because it presupposes that a plan is in
pl ace.

SENATOR THERRI AULT referred to the conmttee’'s earlier
di scussion of the conversion rate for |osses and exchange for
capital credits. The House tried to keep the tax rate and the
conversion rate for capital credits the same for good reasons.
Smal | conpanies that do not have any production, convert their
loss into a credit they can sell. He did not think those earlier
di scussions took into account that, if the producers get to take
deductions at the tax rate, but new entrants are capped at 20
percent, it tilts the playing field against new entrants.

2:38: 09 PM
Senator Green suggested that sone nenbers have tried to keep
t hem consi stent at 20/ 20.

SENATOR DYSON recalled that Ms. WIlson said there was sone val ue
in doing that and asked that she be allowed to coment on it.

SENATOR OLSON asked if he wanted to set the carry-forward to
22.5 percent.

SENATOR THERRI AULT suggested that, whatever the tax rate is set
at, the loss conversion mechanism for carry-forward should be
t he sane.

SENATOR BEN STEVENS added that the |loss carry-forward applies to
the production tax credit. So, if one is not paying a production
tax, the rate that applies to that is insignificant. The
| egi slature has always agreed that the credit is transferable
and that loss carry-forward is convertible to a credit; but the
House determ ned that the state would buy back those credits. He
believes that the state should only buy back 20 percent of the
| oss carry forward regardl ess of the tax rate.

2:42: 26 PM
SENATOR BUNDE nentioned that the discussion applies to an
anmendnent that is not before the committee.

2:42: 58 PM

CHAIR SEEKINS announced that Amendment 4 is before the
comm ttee.
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SENATOR ELTON answered Chair Seekins' question about the
| anguage on page 5, of the amendnent, lines 1-5. That |[|anguage
applies to oil and gas produced after March 31, 2006 and before
January 1, 2007. Because the effective date is noved back to
January 2006, the reference to a “partial year” that is in the
original bill no longer applies and is deleted. He sumarized
that there is a question about how far this can be backdated
w thout creating a legal issue; but he does not think this wll
go over the threshol d.

SENATOR WLKEN supported Senator B. Steven’'s remarks, and
commented that he feels this is dangerous ground.

2:45: 24 PM
The roll was call ed.
Yea: Senator d son, Senator Elton, Senator Kookesh

Nay: Senator Ben Stevens, Senator Stednman, Senator
Bunde, Senator Dyson, Senator W/ ken, Senator Hoffman
Senat or G een, Senator \Wagoner, Senator Seekins

Amendrent 4 failed adoption 3 yea - 9 nay.

2:46: 33 PM
CHAI R SEEKI NS br ought back Amendnent 3.

SENATOR BEN STEVENS obj ect ed.

The roll was call ed.
Yea: Senator O son, Senator Dyson, Senator Elton
Senator Hoffrman, Senator Kookesh, Senator Wagoner,
Senat or Seeki ns

Nay: Senator Stedman, Senator Bunde, Senator W/ ken,
Senat or Stevens, Senator G een

The notion to bring Amendnment 3 back to the table
carried 7 yea - 5 nay.

2:48: 21 PM

SENATOR GUESS said she requested Anendnent 3 after reading the
contract and listening to discussions about whether the gas
treatment plant (GIP) and transmssion lines are upstream or

downstream |If they are upstream they are part of a |ease
expenditure. In 20.3 of the May 24 revised contract, page 157,
it discusses the state’'s costs from project sanction to the
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first year after gas. One of them is 35 percent of the
acqui sition, construction, or installation of the GIP and gas
transm ssion pipelines. In response to Senator B. Steven's
guestion, it is up to the admnistration to determ ne what the
state is going to pay and when it is going to pay it however, if
the GIP or the gas transmssion pipelines are considered
upstream the producers get an additional 20 percent capital
credit, 22.5 percent |ease expenditure credit, and the state’'s
20 percent ownership portion in addition to the 35 percent
included in the draft contract. That neans the state would pay
about 83.9 percent of the cost for those facilities in return
for a 20 percent ownership interest. She felt it should be clear
in the PPT bill that they are not upstream and are not counted
for the deductions and capital expenditures.

2:52: 05 PM

SENATOR STEDVAN said he thought the contract offered an
additional 15 percent tacked onto the 20 percent for a total of
35 percent, not 20 plus 35 plus the tax deduction. He said he
thinks they need to review the math.

SENATOR BEN STEVENS argued this is dilatory amendnent. This
i nformati on was covered during consideration of the stranded gas
amendnents. He called for a vote.

SENATOR ELTON commented that yes, this amendnment could have been
made before; but this deals with facilities that will cost $5-6
billion, so this is an inportant anmendnent.

The roll was call ed.
Yea: Senator d son, Senator Elton, Senator Kookesh

Nay: Senator Bunde, Senator Dyson, Senator W/ ken,
Senator Hoffrman, Senator Stevens, Senator Stednman,
Senat or G een, Senator \Wagoner, Senator Seekins

Amendrent 3 failed adoption 3 yea - 9 nay.

2:54: 46 PM at ease 2:55:24 PM

CHAI R SEEKINS cal |l ed the neeting back to order.
SENATOR WAGONER noved Anendnent 10.

NAVENDVENT 10

Page 32, line 29, follow ng “AS 38. 05. 132":
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| nsert”;

(19) that portion of expenditures that would
otherwi se be qualified capital expenditures as defined
in AS 43.55.024(k), incurred during a calendar year
that are less than the product of $.30 multiplied by
the total taxable production from the l|ease in BTU
equi valent barrels during that cal endar year, except
when a portion of a calendar year is subject to this
provision, the expenditures and volunmes shall be
prorated within that cal endar year

CHAI R SEEKI NS obj ected for discussion.

SENATOR WAGONER said this amendnent is the former Anendnent 7,
wi th changes. The word “capital” was deleted on line 4 and the

follow ng | anguage was inserted on that line after the comms,
“that would otherwise be qualified capital expenditures as
defined in AS 43.55.024(k)”. On Iline 8, after “year”, is

inserted “except when a portion of a calendar year is subject to
this provision, the expenditures and volumes shall be prorated
within that calendar year.” The intent is to establish a floor
on maintenance costs with the calculation of $. 30 per barrel
times total taxable production.

CHAIR SEEKINS renmoved his objection and Anendnent 10 was
adopt ed.

2:57: 50 PM at ease 3:02:57 PM

SENATOR WAGONER noved Anendnent 11 (24- GH2096\ P. 34).

NAVENDVENT 11

Page 3, line 5, through page 4, |line 25:

Delete all material and insert:

"(e) There is levied on the producer of oil or
gas a tax for all oil and gas produced each nonth from
each | ease or property in the state, less any oil and
gas the ownership or right to which is exenpt from
t axation or constitutes a | andowner ' s royalty
interest. Except as otherw se provided under (j) and
(k) of this section, the tax is equal to the greater
of 22.5 percent of the production tax value of the
taxable oil and gas as cal cul ated under AS 43.55. 160,
or the mninmum tax determned wunder (f) of this
secti on.
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() The levy of tax under this section on a
producer of oil and gas produced north of 68 degrees
North latitude may not be | ess than

(1) four percent of the gross value at the
poi nt of production when the average price per barre
for Alaska North Slope crude oil during the cal endar
year for which the tax is due is nore than $25;

(2) three percent of the gross value at the
poi nt of production when the average price per barre
for Alaska North Slope crude oil during the cal endar
year for which the tax is due is over $20 but not over
$25;

(3) two percent of the gross value at the
poi nt of production when the average price per barre
for Alaska North Slope crude oil during the cal endar
year for which the tax is due is over $17.50 but not
over $20;

(4) one percent of the gross value at the
poi nt of production when the average price per barre
for Alaska North Slope crude oil during the cal endar
year for which the tax is due is over $15 but not over
$17.50; or

(5) zero percent of the gross value at the
poi nt of production when the average price per barre
for Alaska North Slope crude oil during the cal endar
year for which the tax is due is $15 or less."

Page 8, lines 11 - 17:
Delete all material.

Page 8, lines 28 - 29:

Delete all material and insert:

"(a) For a calendar year, a producer subject to
tax under AS 43.55.011(e), (f), (g), wor (i), and
notw t hstanding that a producer may be liable for the
tax under AS 43.55.011(f) rather than the tax under
AS 43.55.011(e), shall pay the tax as follows:"

Page 8, line 31:
Delete "and (g)"
I nsert "or (f)"

Page 9, line 12, follow ng "by":
| nsert "22.5 percent;"

Page 9, lines 13 - 21:
Delete all material.
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Page 10, line 6, following "
| nsert "(f),"
Page 10, line 28, follow ng
I nsert ", (f),"
Page 10, line 30, follow ng
I nsert ", (f),"
Page 17, line 24, follow ng
| nsert "or (f)"
Page 18, line 9, followi ng "
| nsert "or (f)"
Page 18, line 12, follow ng
| nsert "or (f)"
Page 18, |line 15, follow ng
I nsert "or (f)"
Page 18, line 22, follow ng
I nsert "or (f)"
Page 19, line 6, following "
I nsert "or (f)"
Page 19, line 13, follow ng
I nsert "or (f)"
Page 19, line 20, follow ng
I nsert "or (f)"
Page 22, line 5, followng "
Insert "or (f
Page 22, line 15, follow ng
I nsert "or (f)"
Page 22, line 24, follow ng
I nsert "or (f)"
Page 22, line 27, follow ng
I nsert "or (f)"
Page 22, line 29, follow ng
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| nsert "or (f

Page 23, line 19, follow ng "departnent;":
| nsert "and"

Page 23, |ine 20:
Delete all material.

Renunber the follow ng paragraph accordingly.

Page 40, line 30, following "(e),":
I nsert "(f),"

Page 42, lines 2 - 6:
Delete all material.

Rel etter the foll ow ng subsection accordingly.
CHAI R SEEKI NS obj ected for discussion.
SENATOR WAGONER said it establishes a gross floor.

DR. VAN MEURS expl ai ned that the administration has argued that,
in a truly net system you wouldn't deal with a floor; however,
there is a concern anmong Alaskans that the net system could
result in significantly less revenue than the state is getting
today. Although his calculations show that is not possible, he
said there is no harm in establishing a floor of the type
contained in the anmendnment. This would establish a 4 percent
floor when the Alaska North Slope (ANS) West Coast price is
above $25 per barrel. Roger Marks' information indicates that,
under all conditions, the PPT would bring in much higher incone
than that, so if the price is over $25 per barrel the floor
woul d never apply. If the price goes down, that floor should
come down. It would be counter-productive to have a tax on very
| ow gross values, so the anmendment contains a step-down bel ow
$25 ANS. At $15 ANS the net value is alnost zero, so there is no
danger of a loss to Al aska due to this anendnent.

3:07:22 PM
He feels this is a valuable way to express to Al askans that the
tax will never be |l ess than what we have now.

M5. WLSON suggested that the |anguage “for sale on the U S

west coast” be inserted immediately after the word “oil” on page
1, lines 13, 16, 19, and 22, and on page 2, |line 2.
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SENATOR WAGONER noved Anmendnent 1 to Anendnent 11. There being
no obj ections the notion carri ed.

SENATOR STEDMAN said he wants it on the record that it is
inmportant to consider the fairness of taking an ever-increasing
portion of the wupside while protecting ourselves from the
downsi de. The legislature has historically rejected floors, and
if we get to the point that the price is below $25, we may have
problenms with the |ower price and the fl oor.

CHAIR SEEKINS renmoved his objection and Anmendnent 11 am was
adopt ed.

3:11: 32 PMrecess 3:28:09 PM

SENATOR WAGONER noved to rescind action on Amendnent 10.
Hearing no objection, the notion carri ed.

SENATOR WAGONER explained that, for consistency wth the

| anguage in the rest of the bill, M. D ckinson suggests
deleting the second “the” on Iline 7 of Anmendnent 10 and
inserting “each”. Also, after “lease” on line 7, add “or
property”.

SENATOR WAGONER noved t he above as Anmendnent 1 to Amendnent 10.

SENATOR DYSON objected and commented that, according to the
producers, it is wvery difficult to attach specific costs,
particularly of surface equipnent, to a | ease.

MR. DI CKINSON responded that is true, but explained that they
will not have to assign specific costs in that way. The | anguage
in the amendnent allows them to calculate their capita
expenditures, nultiply total taxable production by $.30, then
reduce the expenditures by that anount.

SENATOR DYSON renoved his objection and Anendnment 1 to Amendnent
10 was adopt ed.

3:32:48 PM

SENATOR DYSON said he agrees with Ms. WIson s suggestion that
the tax credit be changed from 20 to 22.5 in order to keep the
tax rate and the conversion rate fair and consistent. He offered
Amendnent 12, which would delete “20” on page 13, |line 14, and
insert “22.5".
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SENATOR HOFFMAN pointed out that the conmttee had not finished
dealing with Anendnment 10.

SENATOR WAGONER noved Anmendrment 10 as anended. There being no
obj ection, Amendment 10 was adopt ed.

3:34:57 PM
SENATOR DYSON noved Anendnent 12 and objected for discussion.

SENATOR BEN STEVENS obj ect ed.

DR. VAN MEURS expl ained that the House bill contained a variable
rate that went from 20-25 percent depending upon reinvestnent.
The concept was that nore aggressive investors would pay |ess.
The 20 percent loss carry-forward was included at the sane rate
because the House felt it would be contrary to the spirit of a
variable rate to reward a producer who is slow to reinvest with
a high carry-forward. Also, it seened fair to the smaller
conpanies to keep the tax rate and the loss carry-forward the
sane. He commented that he does not agree with the cash out, and
agreed with Senator Ben Stevens that tradable credits are
enough.

3:38:57 PM

SENATOR BEN STEVENS said he supports the 20 percent credit for
smal | conpanies’ capital investnent. The difference between 20
percent carry-over for capital expenditures versus a 20 percent

carry-over for operating losses, is the fact that a conpany
doesn’t have an operating loss unless it is producing. On page
13, lines 14-20, the loss carry-forward is defined as foll ows:

For purposes of this subsection, a carried-forward
annual loss is the anmpunt of a producer's or
explorer's adjusted |ease expenditures under AS
43.55.165 and 43.55.170 for a previous cal endar year
that was not deductible for that cal endar year under
AS 43.55.160(b) and (e).

SENATOR BEN STEVENS stressed that 160(b) sets forth the
qgualifications for production value, and his objection to this
is that conmpanies that don’t qualify for the production tax
because they are producing less than 50,000 barrels a day, are
allowed to take their operational carry-forward not at 20
percent, but at 22.5 percent. Not only that, the House has said
(on page 15 sub-section (f) of .023) that “the sum of the anmount
of the refund applied for and amounts previously refunded to the
applicant during the cal endar year under this subsection would
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not exceed $25,000,000.” He said he believes the state is being
over generous and objects to the adoption of this anendnent.

SENATOR DYSON said this is a help to the small producers that
the state is trying to encourage to invest in the pipeline.

M5. WLSON said the |loss provision does not distinguish between
those that have production and those that do not. It says that,
if the conpany is in a loss position (i.e. its expenditures
exceed its production tax value) it ends up with a net loss. If
it had generated nore production tax value, the |oss would have
been absorbed and would enjoy a benefit of 22.5 percent; but
there are circunstances in which a conmpany mght have a |ot of
expenses during the year as conpared to its production tax
value. In that case, the producer is allowed to carry them
forward. It is simlar to the net operating |oss recognized by
federal incone tax; but instead of carrying the loss into the
next year and deducting it, it is converted into tax dollars
that are carried into the next year.

3:46: 48 PM
DR. VAN MEURS added that, as Ms. WIson explained, this is not
intended to cover operating costs. He presented the exanple of a

new explorer that drills a $10 mllion well. He would get a $2
mllion tax credit for making the investnment, and a $2.25
mllion credit for incurring a |loss for the year during which he
was drilling the well. So, a new explorer would be able to
recuperate $.425 on the dollar on his first exploration well. He
conpared that to a large producer that drills that sane
exploration well. That producer would al so get back $.425 on the

dollar. This sinply puts the new explorer on the sane footing as
the large producer that drills a well of equal cost.

SENATOR BEN STEVENS said he didn't disagree; but he did not
believe the bill contained that sane interpretation. |If that
expl anation were true, then page 13, line 18 would not include
t hose two provisions, 165 and 170. He asked Dr. Van Meurs or Ms.
Wl son to explain if there is a flawin his |ogic.

M5. WLSON replied that page 13, lines 18-19, references a
conpany that, for exanple, starts production on the |ast day of
the year. It has a little production tax value, but a lot of
| ease expenditures. At the end of the year, it has a net |oss
that has not been utilized anywhere and is not deductible. She
al so referenced page 28, |ines 6-11, which reads:
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(e) Any adjusted | ease expenditures under AS

43.55. 165 and 43.55. 170 that woul d ot herw se be
deducti ble by a producer in a cal endar year but whose
deduction woul d cause an annual production tax val ue
cal cul ated under (a)(1l) of this section of taxable oi
or gas produced during the cal endar year to be |ess
than zero nay be used to establish a carried-forward
annual | oss under AS 43.55.023(b).

SENATOR BEN STEVENS sai d he maintai ned his objection.

SENATOR STEDVMAN pointed out that, when the conmittee worked

through the bill, it did not put any tinefrane on carry-forward,
and there is still pick-up value in it for the state.

3:56:16 PM

SENATOR DYSON said that, if he wunderstands the anendnent

correctly, this would put the producers on equal footing and
while 50,000 barrels is a significant nunber, he anticipates its
use will be like that illustrated by Ms. W] son.

CHAI R SEEKINS noted a clerical anendnment. After “Version P", it
should read “HB”, not “SB’

The roll was call ed.
Yea: Senator Kookesh, Senator Bunde, Senator Dyson,
Senator W/ ken, Senator Elton, Senator Wagoner

Nay: Senator Hoffrman, Senator B. Stevens, Senator
St ednman, Senator O son, Senator G een, Senator Seekins

The amendnent failed adoption by 6 yea - 6 nay.

SENATOR WAGONER noved Anendnent 13 (24-GH2096\P.37), which
repl aces Amendnent 9.

ANAVENDVENT 13

Page 32, line 29, follow ng "AS 38. 05.132":
| nsert ";

(19) costs or that portion of the costs
determned by the conmm ssioner, in consultation wth
t he conm ssioner of environnental conservation and the
chair of the Alaska Ql and Gas Conservation
Commi ssion and relying on the standard practices of

the industry, to be
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(A related to the repair and
repl acenent of inproperly maintained property or
equi pnent; or

(B) i ncurred to mai ntai n t he
operational capability of facilities or equipnent
shut down or for the increnental cost of
operating at dimnished capacity because of
i mproper mai ntenance of property or equi pnment”

SENATOR BEN STEVENS obj ect ed.

SENATOR WAGONER expl ained that the difference between Anmendnent
13 and Amendnent 9 is found on line 3, where “a” was replaced by
“that”, and line 9 after the second “or”, where “increnental
cost of” was added.

SENATOR THERRI AULT noted that the second change Senator Wgoner
referred to is on line 10, where the drafter also added “or for”

before the words “the increnental cost”. The drafter also
nmodified lines 5-6 to specify that the conm ssioners could rely
on “the standard practices of the industry” in determning

whet her the equi pnment was inproperly naintained.

4:01: 06 PM

SENATOR WAGONER noved Anmendnment 1 to Amendnent 13, to renunber
paragraph (19) on line 3 to (20), because the comrittee did pass
a paragraph (19) previously.

There being no objection, Amendnent 1 to Anmendnent 13 was
adopt ed.

4:01: 26 PM

CHAIR SEEKINS said that, while he understands that the state
does not want to authorize deductions for inproper nmaintenance,
he is extrenely nervous about the size of the bureaucracy that
will result from this anmendnent, and the process that the
producers will have to go through to nake a pre-determ nation of
what costs should be considered repair or replacenent due to
i nproper mai ntenance based on other standards in the industry.
He is not concerned about catastrophic events, but those that
ef fect the day-to-day operations.

4:06: 02 PM

SENATOR GREEN suggested that the words “gross deviation” be
inserted on line 5, before “standard”.
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SENATOR THERRI AULT replied that the addition of that |[|anguage
woul d set the standard very high and nake it difficult to prove.

4:07:18 PM

The roll was called on Anendnent 13.
Yea: Senator Dyson, Senator W Iken, Senator Elton,
Senat or Kookesh, Senator Wagoner

Nay : Senator O son, Senat or  Hof f man, Senator B.
St evens, Senat or St ednan, Senat or Bunde, Senat or
G een, Senator, Senator Seekins

Amendnent 13 failed adoption by 5 yea - 7 nay.

At ease from4:08:17 PMto 4:10: 30 PM

CHAI R SEEKINS asked for the will of the commttee on CSHB 3001
(FIN) as amended.

4:10: 52 PM

SENATOR GREEN noved to report CSHB 3001(FIN) as amended from
commttee with individual recomendations and attached fi scal
not e.

4:11:11 PM
SENATOR ELTON objected. He explained that he believes the work
this commttee has done has inproved the bill that cane over

from the House, and that his vote against it does not reflect
any lack of appreciation for the hard work done by the
comittee.

4:11:57 PM
SENATOR ELTON wi t hdrew hi s obj ection.

There being no objection, SCS CSHB 3001(NGD) was reported from
t he Senate Special Comm ttee on Natural Gas Devel opnent.

4:12: 20 PM adj our ned
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