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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 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 val ue 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 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
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 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
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of gas, ‘oil," and certain other terns for purposes of AS
43.55; nmaking conform ng amendnents; and providing for an
effective date."
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W TNESS REG STER

JOE BALASH

Staff to the Legislative Budget & Audit Conmittee
Al aska State Capitol

Juneau, AK 99801-1182

PCSI TI ON STATEMENT: Conment ed on CSSB 305( RES).

ACTI ON NARRATI VE

CHAIR THOVAS WAGONER called the Senate Resources Standing
Commttee neeting to order at 3:42:20 PM Present were Senators
Ben Stevens, Stednman, Seekins, Dyson, Kookesh, Elton and Chair
Wagoner .

SB 305-O L AND GAS PRODUCTI ON TAX

CHAIR THOVAS WAGONER announced SB 305 to be up for
consi derati on.

SENATOR STEDVMAN noved to adopt CSSB 305(RES), Version |I.
SENATOR BEN STEVENS obj ect ed.

CHAI R WAGONER said he didn’t intend to adopt the CS today anyway
and wanted to go through it thoroughly. He said they needed to
finalize Adm nistrative Arendnent 1.

3:45: 24 PM
SENATOR STEDVAN noved to adopt Anmendnent Y [sic].

AVMENDMENT Y

OFFERED IN THE SENATE TO CSSB 305(RES), Version24-GS2052\1 BY
SENATOR WAGONER

Page 19, line 19-23: delete all material, insert:

the use by another person of a production facility in
which the producer has an ownership interest or the
managenent by the producer of a production facility
under a nmanagenent agreement providing for the
producer to receive a managenent fee;
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Page 20, line 2: replace (0) wth (n)

and after

“2006;" insert:

For purposes of this subsection, if a producer renoves
from the state, for use outside the state, an asset
described in this subparagraph, the value of the asset
at the time it is renoved is considered a paynent
received by the producer for the transfer of the

asset ;
Page 22, line 13: insert “(b),” at the beginning of
the line

Page 22, line 14: delete “or(d)(2)(0O"”

Page 22, line 16: delete “(d)(2)(N) or (d)(2)(O” and

insert (e)(3)(A

Page 22, lines 27 — 28:. after due: delete all materia

and insert:

If a producer fails to conply with a request under
this paragraph, there shall be added to any

under paynent determ ned by the departnent

under this

section a penalty in the amount of 5 percent of the

under paynent .

Page 22, line 29, through Page 23, line 11:

del ete all

mat eri al and reorder

Page 23, lines 12 - 14: delete all

materi al and

i nsert:

(n) For purposes of determning the anount of the

adj ustnment by subtraction that nust be

mde to a

producer’s |ease expenditures as a result of the
producer’s receiving a paynment or credit under

(e)(3)(A) of this section

Page 23, lines 22 — 26: delete al

materi al and

reorder

SENATOR BEN STEVENS objected for a point of order and asked if

they were adopting an anmendnent to a work draft
adopt ed yet.

CHAl R WAGONER sai d he was correct.

SENATOR STEDMAN wi t hdrew hi s noti on.
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SENATOR BEN STEVENS asked if the anmendnent addressed Version |

3:46: 44 PM
JOE BALASH, staff to the Legislative Budget & Audit Conmmttee
replied that was correct. “Wat you have in front of you is

Adm ni strative Anendnent 1 as approved and with the references
corrected to correspond to the | version of the CS.”

3:47: 14 PM
SENATOR BEN STEVENS called a point of order saying that it
| ooked |i ke Version | already incorporated the changes.

CHAIR WAGONER said that was right even though that wasn't
requested. He asked M. Balash if that was his recollection.

MR. BALASH replied that two references were corrected in Version
| fromrevised Adm nistrative Anendnent 1 on lines 3 — 8 w thout
direction. The rest of the itenms the commttee did not take
action on were not addressed in the course of drafting. He said
the page and lines are different, but the text is the sane.

SENATOR BEN STEVENS said he needed tine to conprehend what had
been done.

3:53:19 PM

CHAI R WAGONER said the anmendnment he was offering was simlar to
Senator Stevens’ anendnent that he offered on March 24. The only
difference is he inserted the foll ow ng | anguage:

If the commssioner conpletes a detailed fisca
anal ysis and determ nes that an election by a producer
under this subsection would serve the long-term fisca
interests of the state.

He said it leaves the RSAs [royalty settlenment agreenents] in
the process and goes back to the language in the governor’s
bill.

SENATOR BEN STEVENS conpared page 14, line 7 of Version I, wth
line 9 of the anmendnment and said that |anguage in (1) and (2)
seenmed redundant .

CHAI R WAGONER said he tried to use the text in Senator Stevens’
amendnent [Y. 23].
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SENATOR ELTON said he didn’t think they could anend an anendnent
to a bill they hadn’t adopt ed.

CHAI R WAGONER expl ai ned that Senator Stevens asked for a review
of the anendnents.

SENATOR STEDVAN said his anendnent, .2, addressed the
progressivity fornula and that, “if the ANS West Coast price per
barrel of oil during the nonth exceeds $40” was the trigger for
the escalator. That Ianguage clarifies that it’'s an average
price per nonth. Line 13 had a drafting error in the definition
of what the PPT is and said “property tax” instead of “profit
tax”.

4:04: 42 PM
SENATOR SEEKINS asked if the notion is to adopt this as a
wor ki ng docunent, not a final docunent.

CHAIR WAGONER replied yes, and then they would put the two
amendnents into it. That would be part of the final
present ati on.

SENATOR STEDMAN went to page 21, line 8, [of Version I] that
referenced the 55,000 barrels, and asked the commttee to
carefully consider the fornmula on line 14. He asked them to
remenber that the escalator calculation inbedded on line 14 is
an after tax rate. So nenbers should meke sure that the bil

doesn’t create an ability to get a double deduction on the
escal ator portion, because it’'s already built into the fornula.

CHAIR WAGONER said he had found another problem and they would
tal k about it on Wdnesday.

SENATOR SEEKINS called the question on adopting the working
draft.

SENATOR BEN STEVENS objected. Senators Dyson, Stednman, Elton,
Kookesh, Seekins, and Wgoner voted yea; Senator Ben Stevens
voted nay; so CSSB 305(RES), Version |, was adopted as a worKking
draft.

4:09: 03 PM
SENATOR SEEKI NS noved to adopt amendnent 1. 1.

24- GS2052\1.1
Chenowet h
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AMENDMENT 1.1

OFFERED | N THE SENATE BY SENATOR WAGONER
TO. CSSB 305(RES), Draft Version "I"

Page 14, lines 3 - 27:

Delete all material and insert:

"(d) Under regul ati ons adopt ed by t he
departnent, if the comm ssioner conpletes a detailed
fiscal analysis and determines that an election by a
producer under this subsection would serve the |ong-
term fiscal interests of the state, the departnment may
allow a producer, subject to |limtations prescribed by
the departnent as to the frequency of maki ng
el ections, to elect prospectively to calculate the
gross value at the point of production of oil or gas
based in whole or part on

(1) a royalty value determned under a
royalty settlement agreenent between the producer and
the state, with adjustnents if appropriate;

(2) a fornmula prescribed by the departnent
that uses, with adjustnments if appropriate, a royalty
val ue or val uation net hodol ogy accepted by the

(A Department of Natural Resources under
AS 38.05, in the case of oil and gas produced from a
| ease issued by the Department of Natural Resources or
produced from a |ease or property that is part of a
unit approved by the Departnment of Natural Resources;
or

(B) United States Departnent of the
Interior under applicable federal oil and gas |easing
statutes, in the case of oil and gas produced from a
| ease issued by the United States Departnent of the
Interior that is not part of a unit approved by the
Department of Natural Resources, or produced from a
| ease or property that is part of a unit approved by
the United States Departnent of the Interior but not
approved by the Departnent of Natural Resources; or

(3) another forrmula prescribed by the
Departnment of Revenue that reasonably estimates a
value for the oil or gas at a specific geographical
| ocation such as the point of tender or delivery into
a common carrier pipeline; the fornula may use factors
such as published price indices for oil or gas in or
outside the state, quality differentials for oil or
gas, transportation costs between markets, and
inflation adjustnents.”
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CHAI R WAGONER obj ect ed.

SENATOR BEN STEVENS noved a friendly anmendnent to delete lines 9
and 10 on page 1 of Anmendnment |.1 because they are redundant and
then renunber appropriately. There were no objections and the
notion carri ed.

CHAIR WAGONER noted there was no further discussion and he
removed his objection to Amendnent [|.1. Wthout further
obj ection Anendnent |.1 am was adopt ed.

4:11:53 PM

SENATOR SEEKI NS noved Amendnent |. 2.
24- GS2052\ 1.2
Chenowet h

AMENDMVENT | . 2

OFFERED | N THE SENATE BY SENATOR STEDMAN
TO CSSB 305(RES), Draft Version "I"

Page 4, lines 15 - 23:

Delete all material and insert:

"(g) In addition to the taxes levied under (e)
and (f) of this section, if the average ANS West Coast
price per barrel of oil during a nonth exceeds $40
there is levied on the producer of oil a tax for oil
produced during that nonth from each | ease or property
in the state, less any oil the ownership or right to
which is exenpt from taxation. The tax |evied under
this subsection is equal to

[ ((ANS West Coast price - $40) x .002) x [ANS
wel | head price x (1 - PPT rate)]]

x (total taxable barrels of oil at the point of

producti on)

wher e

(1) " ANS wel | head price" means t he
prevailing value for oil produced in the Alaska North
Sl ope area; and
(2) the PPT, or production property tax, rate is 25
percent.”

CHAI R WAGONER obj ected for discussion.
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SENATOR STEDMAN expl ai ned how the intent was to clarify what was

already in the bill, so they could focus on the escalator, its
trigger and slope. He said line 3 of the anendnent inserts new
| anguage that says, “if the average ANS Wst Coast price per

barrel of oil during a nonth exceeds $40,” and the $40 is the
trigger. Also the fornmula had sonme potential differences of
opinion on what it applied to; so, on line 9 the fornmula was
added after the dollar amount of tax was calcul ated, so one can
see exactly what it applies to, which is total taxable barrels
of oil at the point of production. Brackets were added so that
mat hematics were cleaner. A drafting error on |line 13 was
corrected where the word “property” was inadvertently used in
the definition of PPT instead of “profit”.

SENATOR SEEKINS stated for the record that his notion included
inserting “profit” instead of “property” on line 13 and that he
was voting for the anendnent to establish the fornula, not
necessarily to establish the values on lines 4, 8, and 13.

SENATOR STEDVAN said that they were working on the structure and
clearly until the bill is finished the tax rate, the trigger
dol I ar ampbunt and the sl ope were all open for discussion.

SENATOR BEN STEVENS nmmi ntai ned his objection because line 8 used
the ANS wellhead price as the taxation on the PPT rate versus
the ANS West Coast price. He argued, “Again if we're going to
use a tax derived from a tax, it should be based on the sane
val uati on nethodol ogy.” He al so opposed continuing to calculate
the progressivity clause as tax deductible, but there is no
provision witten in the anendnent or bill that makes the
additional tax derived under Section 011(g) tax deductible from
t he PPT.

SENATOR STEDVAN said on line 8 it says “(1-PPT rate)”; that is
where you get the effect of the tax deductibility. In other
words it is inbedded in the forrmula; so it can’t be deducted
agai n.

SENATOR BEN STEVENS said he didn't interpret it that way; he saw
the fornula was calculated to say that it is deductible, but the
director of the Tax Division stated on Friday that it wasn't
deductible. He still maintained his objection, which he said he
had registered earlier.

4:17:37 PM
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SENATOR SEEKINS said he wanted soneone from the Departnent of
Revenue to assure himthat deductibility was being accounted for
in the forml a.

SENATOR SEEKINS noved to table the anendnent until Wdnesday.
Senators Ben Stevens and Seekins voted yea; Senators Elton,
Kookesh, Dyson and Stedman voted nay; so the notion fail ed.

CHAI R WAGONER said the voted didn’t preclude that from happening
and he woul d get soneone to do that.

4:20: 17 PM

CHAI R WAGONER asked if there was further discussion on Arendnent
|.2. He asked for a roll call vote. Senators Kookesh, Dyson,
St edman, Elton, and Wagoner voted yea; Senators Ben Stevens and
Seekins voted nay; so Amendnent |.2 was adopt ed.

4:22:00 PM

CHAI R WAGONER said that Senator Ben Stevens asked to bring up
Amendnents Y. 18 and Y.24 at a later date. He noted that Y.18 is
on page 10, line 25-27 of Version |I and in conjunction wth
that, a neno from Don Shepler dated March 19.

SENATOR BEN STEVENS noted, as a point of procedure, the date of
the nmeno is March 19 and this is the first time anyone has seen
it.

CHAI R WAGONER responded that’s why he thought they m ght want to
wait and take this anmendment up wth the admnistrative
amendnent .

SENATOR BEN STEVENS said again that he needed nore tinme to
absorb this |anguage.

CHAI R WAGONER said it would be okay to set Anendnent Y.18 aside
until Wednesday.

SENATOR SEEKINS tried to wunderstand the question, which he
t hought was if the construction costs of the gas treatnent plant
are allowed to be deducted under the PPT, could those sane costs
be used in establishing a tariff on the downstream construction
of a pipeline provided that the same entity owns the pipe and is
the builder of the gas treatnent plant that was applying for a
tariff rate from FERC

4:26:45 PM
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SENATOR BEN STEVENS agreed with Senator Seekins’ wunderstanding
of the question, but he thought section (h) needed clarification
on page 10, line 11. It said:

(h) A producer or explorer may not elect to take a tax
credit under this section for a |ease expenditure
under AS 43.55.160 that is an expenditure incurred for
— directly related to a pipeline facility or assets
that’s regulated by either FERC or the RCA.”

He wanted to know how many assets on the North Slope are
currently under FERC or the RCA and if in inserting this
provision the state is excluding a large part of the
infrastructure that is already there or will be built for future
oi | production fromthe 20 percent credit.

That’s why | have concern over this — if we're going
to exclude facilities from the 20 percent credit. |
don’t have the answer to that because it’'s ny
understanding that there are several feeder lines from
satellite fields that are regulated under the RCA for
existing production. And if they are there for

exi sting production, then they will probably be there

if we bring on new satellite fields for oil and not

just oil, but also gas...
SENATOR SEEKINS added that reflected his concern as well. He
wanted to determne where the PPT starts and stops as well as
where the tariff starts. He wasn’'t sure which assets fell in the

category under |ines 25-27 on page 10 [Version |].

CHAI R WAGONER said the other amendnent was Y.24 and that was now
on page 18, line 10 of Version |

SENATOR BEN STEVENS said in Version |, Anendnent Y.24 deals with

| anguage that is inserted all the way down to page 24, line 8
where the 470 Fund begins. He said the new version has
substantial new |anguage and he would like tine to see it -
specifically new |anguage in section (i) on page 21, |ine 20,

and sections (n) and (o) on pages 22 and 23.

SENATOR DYSON asked Senator Stevens to summarize what he
intended to acconplish with this anmendnent.

SENATOR BEN STEVENS replied his intent was to take the

provi sions back to the original version of SB 305, which says
the <costs for third-party transactions or arms |length
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transactions are allocated under ordinary and necessary costs
provi ded under the U S. |IRS provision. The current |imtation
says there is already a system in place that says how arms
| ength transactions are dealt with. The evol ving | anguage is all
about armis length transactions and relates to sonme IRS code and
it’s nmore restrictive and he questioned whether it was nore
effective.

He highlighted again that (n) on page 22 and (o) on page 23 had
been substantially changed and the definition of “necessary and
ordinary in section (p) had been entirely renoved. He stated
that M. Chenoweth’s nenp said (p) was renoved from the bill

but in reality, |anguage on page 16, line 12, allows necessary
and ordinary costs for exploring for gas deposits, but not for
producing. “Again there 1is sone delineation between costs

associ ated with production versus costs associated w th ongoi ng
devel opnment or production.”

4:36:19 PM

CHAIR WAGONER rel ated a thunbnail sketch of why the |egislature
went through the process it did. One of the legislature’s hired
tax consultants said that these changes were necessary in order
to give the administration another tool in its toolbox to stop
any gaming in the tax area of different processes they can go
t hrough for pieces of equipnment et cetera.

4:36:59 PM

SENATOR DYSON said it was his intention for the legislature to
do the best it can to give incentives for new production and new
exploration and not allow producers to wite off work they do
that just maintains old production.

4:38: 38 PM

CHAIR WAGONER said the admnistration sent a letter to the
| egislature that addressed that and he distributed it in the
| ast nmeet i ng. He felt the changes just allowed the
adm nistration nore tools in the toolbox to avoid that from
happening and it was the |legislature’s policy call.

SENATOR DYSON recalled it was the admnistration’s intent to not
gi ve incentives for maintaining existing production.

CHAI R WAGONER sai d he couldn’t say one way or the other.

SENATOR BEN STEVENS said his interpretation of the bill is that
investnments for maintaining production do qualify. There is no
difference between enhanced oil recovery  production, a

SENATE RES COW TTEE - 13- March 27, 2006



devel opnment of an existing field or exploration for the 20
percent credit.

SENATOR SEEKI NS agreed with Senator Stevens’ interpretation.

SENATOR BEN STEVENS went back to page 20, |ine 31, through page
21, lines 1 — 3 and said it was his understandi ng that was going
to be deleted. He explained that it was a linmtation on the $40
in the transition.

CHAIR WAGONER replied yes, he was right. On another note, he
said the report cane back from DEC showi ng what the different
funding levels do in the 470 Fund.

4:43: 35 PM

SENATOR ELTON said he had a feeling that Y.18 and Y.24 were
going to be offered again and asked if the commttee could have
the new | ine references on Wednesday.

CHAI R WAGONER agr eed.

SENATOR BEN STEVENS said the entire sections of (h) through (0)

in Version Y are changed substantially in Version |I. He said his
anendnents woul d address the previous version, since Version |
hadn’t been adopted, and would take the bill back to the

original version

CHAI R WAGONER noted there was no further discussion and recessed
the neeting at 4:45:40 PMto a call of the chair on Wdnesday.
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