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SENATE BI LL NO. 305

"An Act repealing the oil production tax and gas production tax
and providing for a production tax on the net value of oil and
gas; relating to the relationship of the production tax to other
taxes; relating to the dates tax paynents and surcharges are due
under AS 43.55; relating to interest on overpaynents under AS
43.55; relating to the treatnment of oil and gas production tax
in a producer's settlement with the royalty owner; relating to
flared gas, and to oil and gas used in the operation of a |ease
or property, under AS 43.55; relating to the prevailing value of
oil or gas under AS 43.55; providing for tax credits against the
tax due under AS 43.55 for certain expenditures, |osses, and
surcharges; relating to statenents or other information required
to be filed with or furnished to the Departnent of Revenue, and
relating to the penalty for failure to file certain reports,
under AS 43.55; relating to the powers of the Departnent of
Revenue, and to the disclosure of certain information required
to be furnished to the Departnment of Revenue, under AS 43.55

relating to crimnal penalties for violating conditions
governing access to and use of confidential information relating
to the oil and gas production tax; relating to the deposit of
noney collected by the Departnment of Revenue under AS 43.55;
relating to the calculation of the gross value at the point of
production of oil or gas; relating to the determ nation of the
net value of taxable oil and gas for purposes of a production
tax on the net value of oil and gas; relating to the definitions
of 'gas,' 'oil," and certain other ternms for purposes of AS
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43.55; making conformng anendnents; and
effective date.”
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Robert M ntz, Assistant Attorney Genera

Depart nent of Law
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POSI TI ON STATEMENT: Del i vered a PowerPoint presentation on SB
305

ACTI ON NARRATI VE

CHAIR THOVAS WAGONER <called the Senate Resources Standing
Conmittee neeting to order at 3:39:19 PM Present were Senators
Kim Elton, Bert Stedman, Ral ph Seekins, Ben Stevens and Chair
Thomas Wagoner. Senator Fred Dyson attended via tel econference.
N#SB305

SB 305-O L AND GAS PRODUCTI ON TAX

3:40: 10 PM
CHAIR THOVAS WAGONER announced SB 305 to be wup for
consi derati on.

"Departnment of Revenue — Robynn WIson, Director, Tax D vision

ROBYNN WLSON, Director, Tax Division, Departnment of Revenue,
introduced Dr. Chuck Logsdon, former chief petroleum econom st
for the State of Al aska. He has 25 years experience in petrol eum
econonmcs and is currently a consultant for the governor’s
office on the gas |ine negotiations.

3:40: 39 PM
ADr. Chuck Logsdon, Consultant to the Governor on gas I|ine
negoti ati ons

DR. CHUCK LOGSDON presented a PowerPoint presentation entitled
Al aska’s Production Tax, Theory and Practice. In 2005, the
production tax brought in approximately 24 percent of Al aska' s
oil revenue. Royalties depicted in the chart on page 2 of the
presentation include the Permanent Fund. The property tax
depicted includes taxes shared by the nunicipalities. Royalties
are 53 percent of the pie, the property tax is seven percent and
the corporate incone tax is 14 percent. The production tax is a
tax on the severing of the resource from the state assessed as
either a percentage of value or on a mninum cents per barrel or
ncf, whichever is pertinent.

Things really started taking off when Prudhoe Bay was di scovered
in 1968 and the tax has experienced many nodifications since
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that tinme, he stated. Al aska added fields continually and peaked
with Endicott and Lisburne in 1989, which put the pipeline
output up to two mllion barrels per day. Since then the Al pine
and Northstar have been the nost productive oil fields.

Governor Murkowski’s objective is to maximze governnent take
and to maximze the value of the resource. However, it mnust be
recogni zed that oil conpanies have a different objective and the
two nmust neet to the benefit of each. Norway is the country with
the tax system closest to the PPT and so the presentation wll
focus on the Norwegi an Petrol eum Di rectorate.

3:47:27 PM
Slide 13 shows the geological |earning curve from the begi nning
of oil exploration in Al aska. The cumul ative production curve of
the North Slope is close to the maturity part of the [|earning
curve and indicates a good tine to encourage incentives and to
spend noney.

3:49: 48 PM

The experts have repeatedly advised that taxes based on net are
nore economcally efficient because they allow investors to
recover their investnent and a rate of return. This ensures a
conpetitive area to invest in. CGovernnents should style their
fiscal system around their geology because sonme production is
much closer to the market than others.

Studi es show that investors did well during the period of 1992-
1994 because of lucrative oil fields being in a high-priced
environment. The bottom line on international conparisons is
that Alaska is in the mddle of the pack. Dr. van Miures’ | atest
recommendation is that Al aska could take 25 percent of the oil
revenue, make tax credits and all owances, and encourage the kind
of exploration that matches the geology of the state. That is,
the smaller fields that have not experienced much drilling
shoul d be scrutinized and perhaps expl ored.

3:54:57 PM

DR. LOGSDON said Al aska should think seriously about nmeking its
system work nore like sone of the profit-oriented systens in the
world. The state has been reluctant to change the systemin the
past due to significant concern about |low oil prices. Changing
oil fiscal regines is not taken |lightly especially in a
decl i ni ng production environnent.

DR. LOGSDON concluded the presentation by saying Al aska should
change the petroleum production tax. The state would still get
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its royalty share cal cul ated before upstream cost deduction and
woul d still have a piece of world-wi de corporate incone as |ong
as the conpanies produce in Alaska. Alaska would also have a
property tax. Alaska would generate nore revenue as well as
provide a significant incentive for investors to continue
devel oping oil and gas.

3:59:46 PM

SENATOR BERT STEDVAN referred to slide 4 and a chart show ng the
growh curve and asked whether it conpared to basic conpany
grom h charts |ike one would see in an economcs classroom He
noted that previous testinony suggested the North Slope area
m ght still be in the early stages of production.

MR. LOGSDON said econom sts and engineers do not have a good
handl e on the technol ogy aspect of oil production. Exploration
and devel opnent costs were J|lowered dramatically wth the
technol ogy boost in the 1980s, wusing conputers to evaluate
geol ogy. There were also advances in well-drilling technology
overall. The reason for the shape of the growmh chart is that
conpanies tend to produce the big easy fields first and then
they go on to the smaller challenging fields. One could argue
that the North Slope is at the late gromh phase or the early
mat urity phase.

4:03: 06 PM

When the National Petrochem cal and Refiners Association (NPRA)
opened, Arco and ConocoPhillips drilled a lot of wells and found
oil in small accurulations but a far distance from the existing
collection infrastructure. There were issues of getting access
to the area and that should be considered for incentive-type
t hi nki ng.

4. 05: 07 PM

SENATOR BEN STEVENS said the ultimate goal was to |engthen the
| ongevity of the life of the North Slope so that it would reach
maxi mum potential of production of petroleum products. He said
Norway has included the incorporation and exploitation of the
gas reserves, which Alaska doesn’'t have. He suggested that
developing the natural gas potential would [lift the oi
production line in Dr. Logsdon’s growth chart.

DR. LOGSDON agreed that was the ultimate goal. The potential to
generate resources from the gas preserves, once the pipeline is
in, should easily be as nuch as Alaska has obtained from oil
producti on.
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BEN STEVENS nmmintained that the growth chart was not a fair
conparison with Norway because it |acks the natural gas indices.

4:09: 36 PM
CHAI R WAGONER asked the inpact that SB 305 would have on prior
tax | egislation.

4:10: 13 PM

DR. LOGSDON said the fundanental change would be in the way the
PPT would be inposed. The critical element being added to the
tax base is to allow deduction of upstream costs.

4:11:16 PM
SENATOR KIM ELTON asked Dr. Logsdon whether the existing
incentives would still be needed.

DR. LOGSDON did not know. He said current incentives have had
positive effects on devel opi ng Cook Inlet.

SENATOR ELTON asked whether the Departnent of Revenue has
considered looking at the existing incentives to see whether
they were still necessary.

DR. LOGSDON said past l|egislation doesn’'t carry the sane inpact
as SB 305. The credits allowed under the PPT are an alternative
to the current system

M5. WLSON explained that the current credit enbodied under
Al aska Statute Section 025 would beconme an alternative credit to
t he PPT. The conpany woul d have to choose between the two.

4:15: 28 PM
"Departnment of Revenue — Roger Marks, Econom st

ROGER MARKS, Economi st, Departnent of Revenue (DOR) said he
wanted to discuss specific provisions in the bill that address
the incentives for small producers and new investors both |arge
and small. Small producers are very inportant in the mx of oil
producers and add diversity and additional opi nions on
production potential. Small producers tend to drill nor e
exploratory wells and are not afraid of risk.

Wth NPRA conming on and ANWR opening, there are opportunities
for nmore investors. Shell has picked up several |[|eases around
the state and Anadarko is expanding on the western northern
sl ope. SB 305 sets out to assist small conpanies and attract new
i nvestors.

SENATE RES COWM TTEE - 6- February 24, 2006



4:18: 50 PM at ease 4: 32: 48 PM

MR. MARKS provided conmittee nmenbers with an overview chart of
the Cook Inlet producers, the North Slope producers and the
conbi ned statew de oil production.

4:34: 44 PM

SB 305 would allow a nmechanism for attracting new | arge-scale
investors by allowng them to convert their losses to a credit
by taking the tax rate (.2) tinmes one mllion dollars, which
woul d equal $200, 000, and that could be sold to soneone else for
i medi ate use. The credit would be sold at 90 percent of face
val ue.

Buying credits is risk-free noney and there are at |east five
producers in the state who would be in the market for the
credits. Selling a credit at 90 percent of face value converts
to $180,000 for the seller and that nonetizes the loss early on
a net present val ue basis.

4:36: 50 PM
The ability to sell credits is identical. A conpany that invests
$1 million dollars realizes a $200,000 credit and they can sel

that credit for 90 percent of face value and nonetize the credit
early.

MR. MARKS posed an exanple of an explorer with no assets com ng
to Alaska to explore. They spend $10 mllion dollars and drill a
dry hole. Under the current system the state would chip in
not hi ng but under SB 305 that conpany would be able to convert
that loss to a $2 million dollar credit. Wth the PPT the state
woul d be risk sharing.

4:38:42 PM
SB 305 would allow a nechanism to attract small investors with
the $73 mllion dollar allowance. Under the current system small

fields pay no tax and this should continue because it encourages
devel opnent of small fields.

4:40: 17 PM

SENATOR RALPH SEEKINS referred to slides 4 and 5 and noted that
under the proposition none of the current producers in Cook
Inlet or North Slope would pay a tax.
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MR. MARKS said it is a consolidated tax statew de and Chevron
Unocal and Exxon would pay tax but the snmall producers would
not .

SENATOR SEEKINS referred to slide 5 [North Slope] and said that
ConocoPhi I l'i ps, BP and ExxonMbil would be the only ones to pay
a tax.

MR. MARKS responded that would depend on the price of oil.

SENATOR SEEKI NS asked M. Marks the conpanies they expect to be
attracted to the Al aska market.

MR. MARKS said the incentives could attract targets around
Fai r banks, Nenana Basin and possibly Cook Inlet. The all owance,
coupled with the ability to sell credits and sell |osses should
bring nore small producers into the state. Larger conpanies
don’t have the appetite for the smaller targets, he said. Mbst
of the North Slope is |leased up already and besides, it is very
expensive and very difficult for small producers to operate
there. Basically the first 5,000 barrels a day at $40 a wel |l head
or $50 dollar market price would not pay any tax.

4:45: 18 PM
SENATOR ELTON asked M. Marks to clarify whether it would be the
first 5,000 barrels for all conpani es.

MR. MARKS said the way the bill works is that the first $73
mllion dollars per year woul d go unt axed.

SENATOR ELTON asked the reason for proposing this statew de and
not just for the frontier or heavy oil fields.

MR. MARKS deferred the question to later in the presentation. He
said the goal in designing the allowance was a judgnment of about
a $50 price; a 5,000 barrel-a-day field should pay no tax. At
| ower prices, larger fields would pay no tax. At higher
production there would be a | ower price threshold.

Wth a $73 million dollar allowance and a $53 dollar a barrel
mar ket price, the first 5,000 barrels a day would pay no tax. At
$30 the first $12,000 barrel a day would pay no tax and at
hi gher productions such as 20,000 barrels a day the price
threshold woul d be at $23 dollars a barrel to pay no tax.

4:49:20 PM
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CHAI R WAGONER asked the reason the entire state was included
instead of splitting off the major oil producers and focusing on
the smal |l er producers.

MR. MARKS said when advantage is given to sone conpani es and not
others it creates a chance for nonkey business.

4:51: 33 PM

Cook Inlet is 80 percent gas and 20 percent oil. The industry
there is evolving as there is a decrease in production and nost
of the assets are old, depreciated, and paid for. The new
devel opnent is mainly looking for gas and there have been smal
di scoveries. In addition, the prices are getting nmuch higher
because the RCA has granted UNOCAL the right to sell their gas
at higher prices. Marathon is attenpting to garner the sanme dea
and so if that evolves it would be much nore profitable.

4:52: 44 PM
The taxes on gas may increase on existing fields as they realize
the credits and deductions and the ability to market | osses.

4:53: 43 PM

The gas severance taxes in Cook Inlet and the North Slope are
subject to a gas ELF, which is also broken. The formula, set up
in 1977 is nmuch sinpler than the oil ELF and is still in place.
[M. Marks referred the comrittee to slide 17 - a snapshot of
the Cook Inlet gas ELF.] He explained the chart and said it
proved that the ELF was antiquated and was giving producers
seven times nore than they should be recovering for operating
costs.

4:58:22 PM

MR. MARKS concluded by stating the governor’'s admnistration
pronotes SB 305 and believes it would attract new investors to
Al aska.

4:59: 34 PM

CHAI R WAGONER posed a hypot hetical scenario of a snall producer
in Cook Inlet with 35-year old platforms who currently pays the
state a very |ow severance tax due to the reduction. The annua
revenue is $60 mllion. Production expenses are $15 mllion, and
annual capital costs are $10 mllion. He asked the anount they
woul d pay in production taxes and royalties under SB 305.

MR. MARKS did the calculations and replied they would pay $5

mllion in taxes. He said you would subtract the $15 mllion and
the $10 mllion from $60 million, which equals $35 mllion. You
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woul d subject that to a 20 percent tax rate, which would be $7

mllion. Then you would subtract 20 percent of the $10 nmillion
capital, which would be $2 mllion and that equals $5 mllion. A
rough estinmate shows their tax would go from $3 mllion to $5

mllion. Actually, he said, there is that $73 million dollar
al l owance and so in this case their tax would be zero.

5:02: 45 PM
SENATOR ELTON asked whether he said the tax rate for that
hypot heti cal conpany would go from$3 nmillion down to zero.

MR. MARKS said yes, if that was their entire operation in the
st at e.

M5. WLSON noted they would also pay corporate incone tax and
property tax.

MR. MARKS added that conpany could sell their credit and get the
$2 mllion dollar credit as well.

5:03:39 PM
SENATOR BEN STEVENS asked what exactly the PPT would apply to.

MR. MARKS replied the PPT would apply to oil and gas in Cook
Inlet and the North Slope. However, an upstream production such
as capital costs to devel op Point Thonmpson would be a deduction
on the PPT for devel opnent of gas as well.

5:07: 00 PM
"Departnent of Law — Robert Mntz, Assistant Attorney Ceneral
and Dan Di cki nson, CPA, Consultant to the Governor

DAN DI CKINSON, Certified Public Accountant and ROBERT M NTZ,
Assi stant Attorney General, Departnent of Law (DOL) presented a
sectional analysis of the bill for the conmttee. There are two
different provisions; one that would change the production tax
and the other is a mscellaneous collection of inprovenents,
corrections, and clarifications to the bill.

5:09: 58 PM

MR. M NTZ began by answering a past question of Senator Elton’s
regarding a potential for a producer to defer taking a deduction
until the future. He said it would be hard to conceive of any
advantage in deferring a deduction because the value would be
the sane in any given year.
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MR. M NTZ began the presentation entitled Presentation on SB 305
& HB 488 before Senate and House Resources Committees. The core
provision of the bill is AS 43.55.011(a). The tax would be on
oil and gas together and would remain a nonthly tax. It would be
equal to 20 percent of the net value of the oil and gas. The
definition of “net value” is under AS 43.55.160(a) and starts
with the gross value at the point of production.

5:12: 32 PM
CHAI R WAGONER asked M. Mntz whether any future change to the
oil tax would affect taxes on the gas pipeline.

MR MNTZ replied the bill is witten as a |law of general
applicability that would apply the sanme to all oil and gas
produced anywhere in the state. Any other distinctions would be
addressed in the contract.

5:13: 53 PM

MR. DICKINSON said the discussion is still ongoing regarding
exactly what period each aspect of oil fiscal stability would
have. As constructed, if the Legislature were to change the oi
tax in the future there would be a need for additional drafting
to address the gas tax.

SENATOR SEEKINS referred to slide 4 and asked M. Mntz what he
nmeant by the words, “as adjusted.”

MR MNTZ said it was intended to net out receipts that should
be credited agai nst the expenditures.

Slide 5: Goss value at the point of production is currently
defined but the bill would anend the definition slightly so that
the point of production is noved downstream of a gas processing
plant, which is different than a gas treatnent plant. The bil
does not change the fundanental concept of gross value at the
poi nt of production.

5:17:57 PM
Slide 6: Gross value at the point of production is calculated
usi ng the reasonabl e costs of transportation.

5:18: 40 PM
SENATOR ELTON asked whether there would be a different net val ue
for Cook Inlet oil than for North Slope oil because the

transportation costs would be different since Cook Inlet doesn't
go through the trans-Al aska pi peline system ( TAPS).
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MR. DICKINSON said that is correct. Even so, a conpany on the
North Slope that just spent a lot of noney on transportation
costs in a year wth high TAPS tariffs would see a very
different price than soneone with a low TAPS tariff using very
ol d and depreciated transportation.

SENATOR ELTON asked M. Dickinson whether they back out profits
t hat an owner mght get for transporting the oil.

MR. DI CKI NSON said they do not.

MR MNTZ added for the record that they were talking about
gross value at the point of production.

5:21:21 PM

Slide 7: AS 43.55.150(d) provides for sinplification of the
cal cul ation and the Departnent of Revenue (DOR) woul d be all owed
to authorize a taxpayer to use a sinplified formula to cal cul ate
gross value at the point of production. The nost notabl e exanple
would be if the taxpayer has a royalty settlenment agreenment with
the Departnent of Natural Resources (DNR) that provides for a
way to cal cul ate value for royalty purposes.

MR. DI CKI NSON added over tine the DOR and the DNR have devel oped
different rules for different reasons but fundanentally they do
the sanme cal culation, which starts with the value it sold for
and then deducts the cost to get to the well head.

5:22:55 PM

Slide 8 For net value start with gross value and then deduct
| ease expenditures, which are the total costs upstream of the
poi nt of production. They have to be direct costs of exploring
for devel oping or producing oil or gas in Al aska.

5:24:19 PM

CHAIR WAGONER interrupted to say the reason for revanping the
tax structure is because ELF wasn’'t working in all cases on the
Nort h Sl ope.

5:25:21 PM

SENATOR SEEKINS asked M. Dickinson whether he had information
that identified the conpanies that have nmade substantial capital
investnents in the oil fields.

MR. DI CKINSON responded half of the production conmes from

Prudhoe Bay. ConocoPhillips and ExxonMbil each own 36 percent,
BP owns 18 percent and then there are smaller owners. Further
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west ConocoPhillips owns 78 percent and Anadarko owns 22 percent
so there are significant investnents there.

SENATOR SEEKI NS expressed interest in seeing a conparison of the
conpani es that have invested heavily over the last five years
and those that have not and whether the conpanies that did not
invest would profit nore than those that did invest.

MR. DICKINSON said that was right. That is the reason for
creating the process to recover investnent costs.

SENATOR STEDMVAN not ed an undoubt abl e correl ati on between capital
expenditures and a majority market share.

MR. DI CKI NSON agr eed.

5:30: 34 PM

SENATOR ELTON asked M. Dickinson for an estimate of the cost to
the state for the provision and also to conpare that to a cost
if applied to the depreciated val ue.

MR. DI CKI NSON said he would get the information together.

5:31: 54 PM
Slide 10: In determning direct, ordinary, and necessary costs,
the departnent shall give substantial weight to typical industry
practices and standards that are reflected in joint operating
agr eenent s.

In particular situations the departnent may allow a producer to
rely on the billings as equal to the |ease expenditures.
Subsection (d) gives a list of certain itens that are not
eligible to be deducted.

5:35: 03 PM
Slide 12: AS 43.55.160(e) provides the concept to get to the net
costs.

MR. DICKINSON clarified that the royalty owner would not share
in any | ease costs. Field cost deductions are for the |ease-type
operations and they allow for 20 percent of eight-eighths as the
appropriate deducti on.

5:37:26 PM

SENATOR BEN STEVENS said on the corporate side they would only
be allowed to deduct 20 percent of seven-eighths.
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MR. DICKINSON replied it would be roughly the sane effect as the
i ncone tax.

MR MNTZ said the third category of adjustnents is if a
producer purchased a capital asset and that purchase price was a
deducti ble | ease expenditure and then later sold the asset, the
sale price is recaptured to get the net deductible of
expendi t ures.

Slide 13: Transitional investnent expenditures are capital
expenditures from the previous five years. AS 43.55.160(a) also
refers to subsection (i), which is where the $73 mllion dollar

al l omance conmes in and the producer has to be qualified to get
the allowance. The purpose of the qualification is to make sure
they don't nultiply the nunber of producer entities so that each
one gets the $73 million dollar allowance.

5:40: 40 PM
SENATOR ELTON asked whether the smaller conpanies would del ay
making the decision to take the $73 mllion dollars until the

| ast mnute when they knew how nuch noney they would end up
maki ng for the year.

MR. DI CKINSON said a conmpany that knew they would nake between
$70-80 million would estinmate 20 percent of the $2 mllion and
spread it over the 12 nonths. The alternative is they would
assunme that the first six nonths was covered and so they
woul dn’t pay anything until the final nonths.

5:41: 37 PM

Slide 17 l|looks at qualified capital expenditures, which is
defined in AS 43.55.024(a). It has to be |ease expenditure and
there are three established categories. It is |limted to the
purchase of new assets. The tax is a nonthly tax but there are
some annual aspects of it, nanely within a cal endar year |ease
expenditures that cannot be used within a nonth can be used in
anot her nont h.

5:46: 34 PM
CHAI R WAGONER asked whether platform denolition costs would be
allowed for a credit.

MR. DI CKI NSON suspected they were considered intangi ble costs.

SENATOR ELTON assuned that would be covered as a deduction to
get back to net value rather than credit.
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MR. DICKINSON said it would definitely qualify as an operating
cost .

MR MNTZ said there was a sort of double-dip intended in the
bill regarding capital expenditures because |ease expenditures
include both operating and capital expenditures and they are
deductible in comng up with net value. The subset of |[ease
expenditures, which are qualified capital expenditures, are also
eligible for capital expenditure credit and that is deliberate
to give additional incentive for the investnent.

5:49:29 PM

Slide 20: Steps in calculation. The second part of the
presentation is a flowhart that explains the fundanentals of
how the tax is calculated. Slide 21 shows how to get to
statew de gross value of producer’s oil and gas. Slide 22 shows
the flowhart of obtaining deductible | ease expenditures.

Slide 23 shows the flowhart of the transitional investnent
expenditures for deduction. The total is divided by 72, which
represents six years nmultiplied by 12 nonths a year.

Slide 24 denonstrates the flowchart for the $73 mllion dollar
al | onance. Once a conpany denonstrates their eligibility for the
all owance they can take up to $73 nmillion dollars a year and
transfer that into a nonthly all owance for the given nonth.

Slide 25 denonstrates the flowhart of how the total gross val ue
m nus adjusted |ease expenditures, other deductions, and the
al  owance get to the net value of the oil and gas.

5:54: 20 PM

Slide 26 addresses tax credits. One inportant point is that AS
43.55.160(m says for purposes of the credits, an explorer is
considered a producer because the DNR defines a producer as
someone who owns a working interest. Sonme forns of exploration
are undertaken before there is a lease or a permt. The bill
allows for explorers that incur exploration expenditures to be
able to treat those as | osses and as capital expenditures.

5:56: 15 PM

Slide 27 details a schematic of the transferable tax credit
certificate process. The DNR holds the application process for
the certificate and the DOR issues it. In order to have the
process take place relatively quickly, there is a requirenent
that the departnent act wthin 60 days after receiving the
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conpl eted application. Once the certificate is issued, the buyer
woul d be able to absolutely rely on that credit.

Slide 28 details the actual tax calculation. As for purchased
credits there is a limtation on that. Each nonth the credit
cannot be wused to reduce the producer’s tax nore than 20
percent .

5:59:12 PM

Slide 29 denonstrates the tax paynent schene. Currently the tax
on oil and gas produced in a given nonth is due at the end of
the next nmonth. That is retained but with a slight adjustnent.
Upstream costs mght not always be known wuntil after the
cal endar year and so the bill mkes only 90 percent of the
actual tax due at the end of the nmonth. The renmainder would be
due March 31°%' of the next calendar year. If the producer pays
|l ess than the 90 percent there would be interest owed on the
deficiency until it is paid. If there were an overpaynent during
the year, the departnment would not pay interest back to the
pr oducer.

6: 01: 14 PM
CHAIR WAGONER asked M. Dickinson whether there have been
probl ens collecting on back interest in the past.

MR. DI CKINSON responded there is an issue with the 11 percent
conpounding interest rate, which is very high. Conpanies should
be able to | earn sooner that they owe that noney.

CHAI R WAGONER asked whether a true up every six nonths would
negate sone of that.

MR. DICKINSON said the reason for the March 31%" true up is
because a lot of the credits are going to be ternmed by the
actual federal incone tax treatnent. Conpanies generally figure
their federal taxes once a year.

6: 03: 52 PM
SENATOR BEN STEVENS conplinented M. Mntz and M. Dickinson on
their presentation.

CHAIR WAGONER recessed the neeting until 9:00 am on Saturday
February 25, 2006 at 6:06:16 PM
#
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