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SENATE BILL 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 paynments and surcharges are due
under AS 43.55; relating to interest on overpaynents under AS
43.55; relating to the treatnent 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 Departnment 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 Departnent 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
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noney collected by the Department 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 determnation 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 terns for purposes of AS
43.55; nmaking conform ng amendnents; and providing for an
effective date.”
HEARD AND HELD

PREVI QUS COW TTEE ACTI ON
BILL: SB 305

SHORT TITLE: O L AND GAS PRODUCTI ON TAX
SPONSCR(s) : RULES BY REQUEST OF THE GOVERNOR

02/ 21/ 06 (S READ THE FI RST Tl ME - REFERRALS
02/ 21/ 06 (S) RES, FIN

02/ 22/ 06 (S) RES AT 3: 30 PM BUTROVI CH 205
02/ 22/ 06 (S) Heard & Held

02/ 22/ 06 (S) M NUTE( RES)

02/ 23/ 06 (S) RES AT 3: 30 PM BUTROVI CH 205
02/ 23/ 06 (S) Heard & Held

02/ 23/ 06 (S) M NUTE( RES)

02/ 24/ 06 (S) RES AT 3: 30 PM BUTROVI CH 205
02/ 24/ 06 (S) Heard & Held

02/ 24/ 06 (S) M NUTE( RES)

02/ 25/ 06 (S) RES AT 9: 00 AM BUTROVI CH 205
02/ 25/ 06 (S -- Reconvene from 02/ 24/ 06 --
02/ 25/ 06 (H RES AT 10: 00 AM SENATE FI NANCE 532
02/ 25/ 06 (S) Heard & Held

02/ 25/ 06 (S) M NUTE( RES)

02/ 27/ 06 (S) RES AT 3: 30 PM BUTROVI CH 205
02/ 27/ 06 (S) Heard & Held

02/ 27/ 06 (S) M NUTE( RES)

02/ 28/ 06 (S) RES AT 3: 30 PM BUTROVI CH 205
02/ 28/ 06 (S) Heard & Held

02/ 28/ 06 (S) M NUTE( RES)

03/ 01/ 06 (S) RES AT 3: 30 PM BUTROVI CH 205
03/ 01/ 06 (S) Heard & Held

03/ 01/ 06 (S) M NUTE( RES)

03/ 02/ 06 (S) RES AT 1:30 PM BUTROVI CH 205
03/ 02/ 06 (S) Heard & Held

03/ 02/ 06 (S) M NUTE( RES)

03/ 02/ 06 (S) RES AT 3: 30 PM BUTROVI CH 205
03/ 02/ 06 (S) Heard & Held

03/ 02/ 06 (S) M NUTE( RES)
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03/ 03/ 06

(S)

RES AT 3:30 PM BUTROVI CH 205

03/ 03/ 06 (S -- Meeting Cancel ed --

03/ 04/ 06 (S RES AT 10: 00 AM SENATE FI NANCE 532
03/ 04/ 06 (S Presentation by Legislative Consultants
03/ 06/ 06 (S) RES AT 3: 30 PM SENATE FI NANCE 532
03/ 06/ 06 (S) Heard & Held

03/ 06/ 06 (S) M NUTE( RES)

03/ 07/ 06 (S) RES AT 3: 30 PM BUTROVI CH 205

03/ 07/ 06 (S) Heard & Held

03/ 07/ 06 (S) M NUTE( RES)

03/ 08/ 06 (S) RES AT 3: 30 PM BUTROVI CH 205

03/ 08/ 06 (S -- Meeting Cancel ed --

03/ 09/ 06 (S) RES AT 3: 30 PM BUTROVI CH 205

03/ 09/ 06 (S -- Meeting Cancel ed --

03/ 10/ 06 (S) RES AT 3: 30 PM BUTROVI CH 205

03/ 10/ 06 (S -- Meeting Cancel ed --

03/ 11/ 06 (H) RES AT 10: 00 AM CAPI TOL 106

03/ 11/ 06 (H -- Meeting Cancel ed --

03/ 13/ 06 (S) RES AT 3: 30 PM BUTROVI CH 205

03/ 13/ 06 (S) Heard & Held

03/ 13/ 06 (S) M NUTE( RES)

03/ 14/ 06 (S) RES AT 3: 30 PM BUTROVI CH 205

03/ 14/ 06 (S) Heard & Held

03/ 14/ 06 (S) M NUTE( RES)

03/ 15/ 06 (S) RES AT 3: 30 PM BUTROVI CH 205

03/ 15/ 06 (S -- Testinmony <Invitation Only> --
03/ 16/ 06 (S) RES AT 3: 30 PM BUTROVI CH 205

03/ 16/ 06 (S -- Meeting Cancel ed --

03/ 17/ 06 (S) RES AT 3: 30 PM BUTROVI CH 205

03/ 17/ 06 (S) Heard & Held

03/ 17/ 06 (S) M NUTE( RES)

03/ 18/ 06 (H RES AT 10: 00 AM CAPI TOL 124

03/ 18/ 06 (H -- Meeting Cancel ed --

03/ 19/ 06 (S) RES AT 1: 00 PM BUTROVI CH 205

03/ 19/ 06 (S) Heard & Held

03/ 19/ 06 (S) M NUTE( RES)

W TNESS REG STER

MARK SHARP
Fai r banks AK
PCSI TI ON STATEMENT: (Opposed CSSB 305.

CHRI S JOHANSEN

Fai r banks Chapter

Al aska Support Industry Alliance
Fai r banks AK

SENATE RES COW TTEE - 3- March 20, 2006



POSI TI ON STATEMENT:  Opposed CSSB 305.

MARK Al M5
Fai r banks AK
POSI TI ON STATEMENT: Qpposed CSSB 305.

JUDY BRADY, Executive Director

Al aska G| and Gas Associ ati on (ACGA)
Anchor age AK

PCSI TI ON STATEMENT: Opposed CSSB 305.

JIMWEEKS, Utra Star Exploration

3111 C Street, STE 500

Anchor age AK

PCSI TI ON STATEMENT: Preferred option 2 for replacing the $73
mllion allowance.

MERRI CK Pl ERCE
POSI Tl ON STATEMENT: Conmment ed on CSSB 305

TADD OVENS, Executive Director

Resour ce Devel opnent Council (RDC)
Anchor age AK

PCSI TI ON STATEMENT: Opposed CSSB 305.

JIM G LBERT, President

Al aska Support Industry Alliance

Udel hoven O I field System Services Inc.,
Anchor age AK

POSI TI ON STATEMENT: Opposed CSSB 305.

PAUL LAI RD, Ceneral WManager

Al aska Support Industry Alliance
Anchor age AK

PCSI TI ON STATEMENT: Opposed CSSB 305.

MARY SHI ELDS, CGeneral WManager

Nort hwest Techni cal Services

Anchor age AK

PCSI TI ON STATEMENT: Expressed dismayed at the dramatic changes
consi dered in CSSB 305.

MAYNARD TAPP

Hot Construction Consultants

Anchor age AK

POSI TI ON STATEMENT: Opposed CSSB 305.
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CARCLI NE HI GA NS

Al aska Support Industry Alliance
Anchor age AK

POSI TI ON STATEMENT: Qpposed CSSB 305.

DOUG REYNOLDS

Uni versity of Al aska Fairbanks

Fai r banks AK

PCSI TI ON STATEMENT: Commented on the tax structure related to
CSSB 305.

JI' M SAMPSQN, President

AFL-ClI O

Fai r banks AK

PCSI TI ON STATEMENT: Thanked the commttee for the work done on
CSSB 305.

MARK HYLEN, President

Kaki vi k Asset Managenent

Anchor age AK

POSI TI ON STATEMENT: CSSB 305 nmkes absolutely no sense.

LYNN JOHNSON, President

Dowl and- Bach Cor porati on

Anchor age AK

PCSI TI ON  STATEMENT: CSSB 305 would danmage the investnent
climate in the state.

TOM WALSH, Co- owner

Petrot echni cal Resources of Al aska

Anchor age AK

POSI TI ON STATEMENT: Qpposed changes nade to SB 305.

MATTHEW FAGNAN

Presi dent of Wrksafe

CGeneral Manager of NANA O lIfield Services

Anchor age AK

PCSI TI ON STATEMENT: Opposed CSSB 305 and supported SB 305.

FRANK W ESS, President

Al aska Anvil Inc.

Anchor age AK

PCSI TI ON STATEMENT: Opposed CSSB 305 and supported SB 305.

KEVIN RI TCH E
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Al aska Muni ci pal League
Juneau AK
PCSI TI ON STATEMENT: Read AMS policy statenent.

WAYNE STEVENS, President CEO

Al aska St ate Chanber of Comrerce

Juneau AK

POSI TI ON STATEMENT: Expressed concern with CSSB 305.

DR PEDRO VAN MEURS

Consul tant to the Governor

O fice of the Governor

PO Box 110001

Juneau, AK 00911-0001

PCOSI TI ON STATEMENT: Provided information on the 2 for 1 system

Bl LL CORBUS, Conmi ssi oner

Departnent of Revenue

PO Box 110400

Juneau, AK 99811-0400

PCOSI TI ON  STATEMENT: Governor Murkowski strongly supports the
20/ 20 system

ACTI ON NARRATI VE

CHAIR THOVAS WAGONER called the Senate Resources Standing
Commttee neeting to order at 3:37:24 PM Present were Senators
Kim Elton, Fred Dyson, Bert Stedman, Ral ph Seekins, Ben Stevens
and Chair Thomas Wagoner. Senator Al bert Kookesh arrived
nonentarily.

SB 305-0O L AND GAS PRODUCTI ON TAX

CHAIR THOVAS WAGONER announced SB 305 to be wup for
consideration. That day the agenda would include public
testinmony, a continuing presentation from Dr. Van Miers, and a
sumary from Commi ssioner Bill Corbus.

MARK SHARP, Fairbanks, said this is the first serious attenpt in
over 20 years to nodernize the oil tax structure and it's not
likely to be addressed again for many years. Wth this in mnd,
he urged nmenbers to: 1) separate the gas line issues and nake
the oil tax restructuring the priority of this |legislative
session, 2) keep it sinple because basing the tax structure on
purported net profits as proposed by Governor Mirkowski and the
i ndustry majors will result in revisiting past m stakes, 3) keep
existing court-tested taxes in place and establish a graduated

SENATE RES COW TTEE - 6- March 20, 2006



progressive excess nmarket price tax based on the narket price of
North Sl ope crude. He reconmended three tax brackets. Bracket 1:
mar ket values in excess of $30 up to $40 per barrel tax at 20
percent; Bracket 2: market values in excess of $40 up to $50 per
barrel tax at 25 percent; Bracket 3: market values in excess of
$50 per barrel tax at 30 percent.

MR. SHARP said that this taxing systemis sinple and takes away
the industry's ability to manipulate financial data and litigate
areas that are subject to interpretation or challenge. Most
inmportant, it would ensure that Alaskans receive their fair
share of excess market price. Establishing short-term incentives
to spur exploration and increase production is good policy for
the state but six years of retroactive kickbacks isn't.
Pronmoti on of independent operators ought to be a primary focus
of the negotiations and $73 nillion per year in tax credits to
t he behenoth oil conpani es should not be a focus.

3:46: 26 PM

CHRI' S JOHANSEN, Fairbanks Chapter of the Al aska Support Industry
Alliance, said it's apparent that the current tax system is
dysfunctional, but changes ought to ensure that Al aska gets its
fair share. CSSB 305 doesn't do that; it would stifle needed
i nvestnment, slow production, and decrease good jobs for Al aska.
Furthernore, it would nmake the tax structure for the oi
industry the highest in the country but other resource
i ndustries such as fishing, mning, tinber and tourism woul dn't
share the burden. That sinply isn't equitable.

MARK AMES, Fairbanks, asked the commttee to stop the theft of
our providenti al | and- based provisions and suggested that
| egislators have allowed thenselves to be influenced by
international noguls including Dr Van Meurs. He pointed out that
state resources are to be used for the maxi num benefit of its
people so, for all the right reasons, consider the producership
of the state of our own resources for our own people. In
concl usion he asked nenbers to exam ne the six published goals
of the Alaska State Historic Preservation Plan related to the
state's cultural and historical resources.

JUDY BRADY, Executive Director, Alaska Ol and Gas Associ ation
(AOGA), gave background information on association nenbers and
said she hopes the industry will be around in 40 years. AOCGA
conpani es have a vested interest in exploring for oil and gas in
Al aska and Al aska has a vested interest in their success. The
hal f-enpty oil pipeline is generating concern anong AOCGA nenbers
and al though it's unclear how many Al askans realize how serious
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this is for Aaska's future, legislators do realize the
significance. That's why the CS is such a surprise, she said
Legi slatures are asking the right questions to understand the
consequences of the tax increase, but sonehow they are com ng up
with answers that will have mmj or consequences on future oil and
gas producti on.

The original version of SB 305 bill would increase the state's
production taxes by $1 billion, which is huge. The House
Resource Conmittee CS doubles that amobunt and it appears that
the Senate Resource Committee CS is even higher. AGCGA nenbers
have said they <could reluctantly work wthin the original
| egislation, but the current CS creates a gridlock that 1is
conpletely unacceptable. Consider the infornmation provided by
the explorers and producers that wll nmake the decision to
invest after this legislation is passed. Legislators will ensure
Al aska's future revenues by doing everything possible to nmake it
nore conpetitive.

JIM WEEKS, U tra Star Exploration, Anchorage, said he'd seen two
proposals to replace the $73 million allowance and his conpany
prefers the second, which elinmnates the $40 per barrel oi
price ceiling. If the Legislature is wlling to grant a $10
mllion/220,000 barrel for a new field exenption, it shouldn't
matter how fast the exenption is recovered and industry prefers
it to be sooner rather than later. He heard the commttee m ght
increase from 4,000 barrels per day to 5,000 barrels, which is
nmore consistent with the admnistration's initial proposal and
is a change he would encourage He questioned the need for the
seven-year time limt for wusing exenptions because industry
would do everything feasible to use them quickly, but well
productivity and conservation issues mght require nore than
seven years to use the exenption

He agreed that the AOGCC ought to be the referee to resolve
di sputes regarding what constitutes an oil & gas field or unit,
but he asked that the Legislature clarify the intent regarding
the eligibility for the 4,000 barrels per day exenption.

MR. WEEKS suggested establishing a fence around existing
producing units when the PPT becones effective. Current
production from these units wouldn't receive the 4,000 barrels
per day exenption. Peripherals outside the fence that confirm
commercial hydrocarbons and justify wunit expansion should be
eligible for the tax exenption and exploration and devel opnent
credits. Deeper and shallower accurulations drilled wthin
existing units after July 1, 2006 ought to also be eligible. In
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closing he stated support for Dr. Van Meurs' "2 for 1 systent
t hat he summarized on March 18.

4:03:18 PM

MERRI CK PIERCE said the attenpts to amend SB 305 to increase
revenue i s encouraging, but the issue of |osing revenue when oi
falls below $27 a barrel isn't being adequately addressed. He'd
like to see an effective date of January 1, 2006 and nore work
on the effective rate. There have been a multitude of oil tax
disputes in the last decade, and he'd |like to see a sunmary
accounting of what the state clainmed was due, what it settled
for and the difference between the claim and the settlenent.
Knowi ng how nuch overly conplex oil tax legislation has cost
will clarify the inportance of structuring the production taxes
to avoid such debacles in the future. Another issue associated
with overly conmplex tax policies is that it puts state auditors
in the position of making decisions that are worth billions of
dol | ars.

4.:07:07 PM

TADD OWENS, Executive Director, Resource Developnent Counci
(RDC), expressed concern with the changes contenplated in CSSB
305. It targets the one industry that is responsible for nore
than 85 percent in general fund revenue and seeks to add
hundreds of mllions of dollars to state coffers that already
have a surplus. The CS appears to concentrate on short-term
revenues at the potential expense of long-term investnent, which

is needed to slow the decline of oil production. Unless
additional investnents are made, the decline will continue and
state revenues will fall short of projections. The tax regine
t hat the Legislature approves wll directly affect how

attractive Alaska |ooks to the industry, and the current CS will
pl ace Al aska at a conpetitive disadvant age.

4:11: 31 PM

JIM G LBERT, President, Alaska Support Industry Alliance, and
President, Udel hoven G lIfield System Services Inc., Anchorage,
said every change in CSSB 305 jeopardizes oil developnment in
Al aska and that jeopardizes every snall business owner in the
state. Noting that CSSB 305 would | eave Al aska with the highest
task rate and cost structure in the country, he urged the
commttee to choose sustainable economic growh for new
i nvest ments over unsustai nabl e hi gher tax nethodol ogy.

4:13: 33 PM
PAUL LAIRD, General Manager, Alaska Support Industry Alliance
Anchorage, said CSSB 305 discourages new investnment and
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virtual ly guarantees continuing North Slope production declines,
which over the long term wll reduce state revenue from
royalties, incone taxes, property taxes and severance taxes. He
urged the comrittee to rescind the increases in governnent take
seen in the CS and adopt the original bill that is projected to
increase revenue to the state by $1 billion annually and can
serve as a catalyst to a North Sl ope gas |ine project.

4:17: 35 PM

MARY SHI ELDS, GCeneral Manager, Northwest Technical Services,
expressed dismay at the dramatic changes being considered in
CSSB 305. She understands the purpose of the bill is twofold.
First it's to obtain a reasonable increase in oil production
taxes for the state, particularly when prices are high. Second
it is to pronote and provide incentive for new investnent.
However, in its current form the bill is at odds with both
purposes. It is the Legislature's responsibility to foster a
business climate that attracts new investnent in the state and

assures that current investors can remain engaged in the
busi ness of developing the state. In its current form new
investors wll be discouraged and current investors wll

reconsider future plans. She asked the conmttee to step back
and reconsi der the Draconi an changes that are proposed.

4:20: 44 PM
MAYNARD TAPP, Hot Construction Consultants, Anchorage, said
al t hough SB 305 should be viewed as a resource devel opnent bill,

CSSB 305 | ooks like a revenue bill. He urged the conmmttee to
refranme the bill to nake Al aska nore conpetitive.
4:24:15 PM

CAROLINE HIGA@ NS, Al aska Support Industry Alliance, Anchorage,
said she is concerned about sustainable business opportunities
in the oil and gas industry. Although it's generally agreed that
additional investnents in the oil industry are necessary, the
proposed changes to SB 305 jeopardize any such investnment. |If
CSSB 305 passes, Al aska would have the highest tax rate and cost
structure in the country, which sends a clear nessage that
Al aska prefers to collect taxes than to attract investnent.
Reasonabl e Al askans recognize the need for oil and gas tax
reform but it nust also provide the appropriate |evel of tax
structure to maintain a healthy industry.

4:26: 36 PM

DOUG REYNOLDS, University of Alaska, Fairbanks, said at over
$100 per barrel you' ve got to have a high marginal tax rate and
that won't cause the oil conpanies to |eave the state. Second,
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don't wuse the consumer price index on the switch. The correct
index is a GDP price deflator so that you don't | ose val ue.

4:30: 55 PM

JIM SAMPSON, President of the AFL-CIO  Fairbanks, thanked
menbers for their good work and rem nded them that Al askans are
relying on themto do the right thing for the long term

4:32:13 PM

MARK HYLEN, President, Kakivik Asset Mnagenent, Anchorage,
stated opposition to new taxes on the industry because they wll
affect jobs in the future. SB 305 was hard enough to swal |l ow and
CSSB 305 nmkes absolutely no sense. Production is already
declining and the proposed changes won't encourage the
i nvest ment that's necessary to pronote new exploration.
Regardl ess of how nuch we tax industry, it won't change the
state's inability to have a fiscal plan. The governor's bill was
a first step to a gas pipeline and the recomended changes
j eopardi ze the gas line, jobs and the future of the state.

LYNN JOHNSON, President, Dow and-Bach Corporation, Anchorage,
said CSSB 305 would do a great deal of damage to the investnent
climate in the state. CSSB 305 raises the tax on industry nore
than $2 billion and appears to be about a 29 percent delta from
exi sting taxes. The short-term take wll increase but in the
long term investnment in Alaska will decrease as conpani es nove
to nore lucrative areas around the world. Production declines
will continue and project and nai ntenance dollars wll continue
to decrease; thus the downward spiral for investnent wll
conti nue.

TOM  WALSH, Co- Owner , Pet r ot echni cal Resources of Al aska,
Anchorage, applauded the conmmttee on its hard work on the
| egi sl ation, but he opposed the changes nade to the governor's
original bill. He said this is a conplex issue and we ought to
be guided by tw sinple principles. First, tax to fund
government services; they ought to be levied to fund the public
purpose rather than to create a surplus. Second, create the nost
conpetitive business environment possible to attract new
i nvest nment .

4:41: 03 PM
SENATOR BERT STEDMAN pointed out that the state is selling its
natural resources and using a tax systemto collect.

4:41:39 PM
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MATTHEW FAGNANI, President of W irksafe and General Manager for
NANA O I field Services, Anchorage, said CSSB 305 increases taxes
too nmuch and overtaxing an industry can have an adverse effect.
In the future capital spending may be limted to operation and
mai ntenance and not exploration and developnent of new
technology. He asked the commttee to focus attention on
i ncreasing production |levels of North Slope oil because it's in

Al aska's best interest that the oil industry remains healthy. If
it isn't healthy, it's doubtful that there can be a healthy gas
econony. Let's keep the state noving forward and not Kkill the

gol den goose. He said he supports the governor’s original bill.

4: 45: 42 PM
FRANK WESS, President, Alaska Anvil Inc., Anchorage, expressed
concern with CSSB 305 because it's out of line with the commopn

desire of Alaskans to be successful and take advantage of the
opportunities that Al aska offers to those who work hard and take
reasonabl e risks. He stated support for the governor’s origina
bill.

4:49: 36 PM
KEVIN RI TCH E, Al aska Municipal League (AM.), Juneau, read the
AML policy statenent. It supports efforts to equitably increase

revenue from changes to ELF and thanks legislators for their
efforts in doing the best thing for everyone in the state.

4:50: 52 PM

WAYNE STEVENS, President & CEO  Alaska State Chanber of
Commerce, stated support for the revision of +the current
production tax to a net profit tax with tax incentives for oi

and gas exploration and reinvestnent. However, the state chanber
is concerned about the inpact on exploration and other
investment as a result of the higher tax proposed in CSSB 305
The long-term future for Al askans may be jeopardized in favor of
a short term unsustainable revenue gain. The state chanber
suggests that while the Legislature considers increasing oi

taxes, it should also consider developing a long-term fiscal
pl an.

CHAI R WAGONER cl osed public testinony.

4:53:40 PM

DR. PEDRO VAN MEURS, Consultant to the CGovernor, said he'd been
asked to give additional information about the 2 for 1 system
The idea is that conpanies could recoup investnents from the
| ast five years over a seven-year period. It would be a nornal
deduction with recovery taking place only when the price is
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above the established floor. The table on slide 2 has a $40

floor. It shows an actual price that is higher than the floor
for 5 years and |lower than the floor, which denonstrates that
for 2 years there would be no investnment recovery. In this
exanpl e Conpany A has past investnent of $1.8 billion over the
last five years. It shows increased investnent in the state
amounting to $5.4 billion over seven years. Under the $2

i nvestment on a $1 recovery ratio the conpany would recover its
entire investnent.

Conpany B invested $.5 billion in the past and under the new tax
it invests $3.7 billion in the next seven years. In this exanple
the conpany would recover 100 percent of the $.5 billion past

investnment in the first three years.

Conpany C invested $1.5 billion in the past and $1.5 billion
over the next seven years. In this scenario the conpany would
only recoup $550 million or 36.7 percent. It would be able to
get the full benefit of the recovery of its investnment on the 2
for 1 ratio, but it would recover nothing in the years when the
actual price is below the $40 fl oor.

The final colum in the chart shows the average tax credit. None
of the conpanies achieve the 50 percent ideal. Conpany A
achieves 46.7 percent, Conpany B achieves 42.7 percent and
Conmpany C achi eves 47.3 percent.

4:58:17 PM

He suggested establishing a firm cutoff date so that at the end
of seven years the opportunity to recover the investnent is no
| onger available. The idea behind this is 1) to reward conpanies
that have been strong investors and 2) if conpanies really
intend to double their investnent, this feature would click in
and they would have the benefit of the recovery. That is a way
to recover the claw back in a way that benefits Al aska. He said
he agreed wth Senator Therriault's statenent that conpanies
make deci sions on the cash flow going forward and not on costs.

5:00: 28 PM

DR. VAN MJERS said he was al so asked to provide a $46 per barrel
rating. There wasn't tinme to prepare the information, but the
chart conparing $26 and $36 per barrel oil on slide 3 indicates
the trend. Muving from $26 to $36 and conparing the 20/20 system
to the Alaska Current system you see that the regressive Al aska
Current system inproves significantly. If the price goes up the
profits increase rapidly, which is what nmakes the Al aska Current
system nore attractive wunder high rather than |ow prices.
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Increase the price to $46 and the system stays regressive and
the profits expand rapidly.

The PPT is designed to be a neutral systemin that it conbines a
regressive royalty with a progressive PPT. Systens found in
Norway or Russia normally deteriorate if the price increases
because of the progressivity - the state takes progressively
nore. From this you can conclude that at $46 the proposal for
the 20/20 is less attractive than the Al aska Current system The
sanme scenari o would apply under the 25/20 system

He recapped that the higher the price the less attractive the
PPT is relative to the Al aska Current system and the |ower the
price the nore attractive the PPT is relative to the Al aska
Current system |If prices are higher investnent becones |ess
attractive, which is a concern except for the fact that the |ong
term forecast for oil is in the $30 to $40 range. He noted that
he used $36 per barrel for the main conclusion about investment
attractiveness for that reason.

5:05: 58 PM

DR. VAN MIJERS said slide 4 indicates the capital costs subject
to a 20 percent tax credit. They include: geophysical surveys;
exploration wells; devel opment wells (including intangible
costs); field facilities (tanks, separators, etc.); and gas
processing plants. The purpose of including gas processing
plants is to ensure that if there is a future gas line, smaller
conpanies would be in a better bargaining position to get access
to the large conpany facilities or to build plants thensel ves.

5:07: 57 PM
Slide 5 addresses a Cook Inlet feature, which provides a tax-
free allowance for each conpany based on barrels of oi
equi valent per day. In order to ensure that it would only apply
to small conpanies, the amount of the allowance could be
determ ned on the basis of the follow ng fornul a:

BOEPD = 5000 - (Prod - 5000) X 0.1
The anmpunt cannot be nore than 5000 or |ess than O.

The fornula provides a sliding scale so that the incentive is
reduced gradually as conpanies becone successful. A conpany at
55,000 barrels per day wouldn't have the benefit, but a conpany
at 10,000 or 15,000 would have a significant benefit. Conpanies
i ke Anadarko or Chevron would still see a benefit to their
operations while trying to establish in Alaska. This feature
solves the concern expressed about the Cook Inlet region in a
way that would be equitable to all producers in Al aska. This
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would apply to oil and to gas so there would have to be a gas
oil conversion factor, which is typically 6 ncf per barrel of
oil. He suggested that it be drafted in a way that the all owance
doesn't create an automatic loss carry forward feature.

5:12:50 PM

CHAI R WAGONER suggested adding that any conpany that has been
currently producing oil or gas in the state would qualify for
the 2 for 1 on prior investnents.

DR. VAN MEURS replied the idea of the 2 for 1 is that any
conpany that is willing to double its investnent in Al aska ought
get the benefit.

5:13: 35 PM
SENATOR FRED DYSON asked for a recap of the chart on slide 3.

DR VAN MEUR said the Ilower the nunber, the higher the
conpetitiveness and the higher the nunber the |ower the
conpetitiveness.

5:14: 52 PM
SENATOR KIM ELTON asked if there is an advantage to the
conpani es that have been players in Alaska and receive a credit
as opposed to conpanies that mght come and don't qualify for
the credit.

DR. VAN MEURS replied the idea is to reinvigorate and expand
activity in conpanies that have been in Al aska. For a new
conpany there isn't the same incentive, but it's believed that
new conpanies would be attracted by the governors $73 mllion
feature or the 5,000 barrel per day allowance in the Cook Inlet
feature.

5:17: 24 PM

SENATOR RALPH SEEKINS referenced slide 4 and asked if a gas
processing plant is included as a capital cost under PPT, would
be included later in a cost used to determne a gas tariff in a
pi pel i ne.

DR. VAN MEURS replied the gas processing plants are part of the
field operations because the idea is to process gas to a
mar ketable form A gas treatnent plant would not be part of a
gas processing plant. The distinction is that on the gas
treatment plant would likely be a FERC regulated tariff. That is
what causes problens for the small conpanies to get access to
the plants, which is why incentives are good. Conpanies are
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given help on gas processing plants to get the needed
infrastructure on the North Slope to get access to the pipeline
and to al so give other producers access to the pipeline.

5:21:43 PM
SENATOR  SEEKINS strongly recommended including the two
af orenenti oned concepts in a future CS

5:22:23 PM
SENATOR BERT STEDMAN stated the belief that the 2 for 1 credit
ought to be non-sal eabl e.

CHAI R WAGONER said he believes that Dr. Van Miers has it witten
t hat way.

MR, BILL CORBUS, Conmi ssioner, Departnent of Revenue (DOR), said
the governor and his admnistration strongly support the
original 20/20 rate. He noted that incentives are badly needed
to encourage oil production and recomended the follow ng:
1) don't enphasize short-term revenues, 2) naximze the wealth
of the state over the long run and 3) keep your eye on the prize
whi ch is the gas pipeline.

There being no further business to conme before the commttee
Chai r Wagoner adjourned the neeting at 5:25:15 PM
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