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COW TTEE CALENDAR

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 settlenment 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 Departnment of Revenue, under AS 43.55;
relating to crimnal penalties for wviolating conditions
governi ng access to and use of confidential information relating
to the oil and gas production tax; relating to the deposit of
nmoney collected by the Departnent of Revenue under AS 43.55;
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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
43.55; making conformng anmendnents; and providing for an
effective date.”
MOVED CSSB 305( RES) OUT OF COW TTEE

PREVI QUS COW TTEE ACTI ON
BILL: SB 305

SHORT TITLE: O L AND GAS PRODUCTI ON TAX
SPONSOR(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)

03/ 03/ 06 (S) RES AT 3: 30 PM BUTROVI CH 205
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03/ 03/ 06
03/ 04/ 06
03/ 04/ 06
03/ 04/ 06
03/ 06/ 06
03/ 06/ 06
03/ 06/ 06
03/ 07/ 06
03/ 07/ 06
03/ 07/ 06
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03/ 08/ 06
03/ 09/ 06
03/ 09/ 06
03/ 10/ 06
03/ 10/ 06
03/ 11/ 06
03/ 11/ 06
03/ 13/ 06
03/ 13/ 06
03/ 13/ 06
03/ 14/ 06
03/ 14/ 06
03/ 14/ 06
03/ 15/ 06
03/ 15/ 06
03/ 15/ 06
03/ 16/ 06
03/ 16/ 06
03/ 17/ 06
03/ 17/ 06
03/ 17/ 06
03/ 18/ 06
03/ 18/ 06
03/ 19/ 06
03/ 19/ 06
03/ 19/ 06
03/ 20/ 06
03/ 20/ 06
03/ 20/ 06
03/ 21/ 06
03/ 21/ 06
03/ 22/ 06
03/ 22/ 06
03/ 23/ 06
03/ 23/ 06
03/ 24/ 06
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(S)
(S)
(S)
(S)
(S)

(S)
(S)
(S)
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-- Meeting Cancel ed --

RES AT 10: 00 AM SENATE FI NANCE 532
Heard & Held

M NUTE( RES)

RES AT 3: 30 PM SENATE FI NANCE 532
Heard & Held

M NUTE( RES)

RES AT 3: 30 PM BUTROVI CH 205
Heard & Held

M NUTE( RES)

RES AT 3: 30 PM BUTROVI CH 205
-- Meeting Cancel ed --

RES AT 3: 30 PM BUTROVI CH 205
-- Meeting Cancel ed --

RES AT 3: 30 PM BUTROVI CH 205
-- Meeting Cancel ed --

RES AT 10: 00 AM CAPI TOL 106
-- Meeting Cancel ed --

RES AT 3: 30 PM BUTROVI CH 205
Heard & Held

M NUTE( RES)

RES AT 3: 30 PM BUTROVI CH 205
Heard & Held

M NUTE( RES)

RES AT 3: 30 PM BUTROVI CH 205
Heard & Held

M NUTE( RES)

RES AT 3: 30 PM BUTROVI CH 205
-- Meeting Cancel ed --

RES AT 3: 30 PM BUTROVI CH 205
Heard & Held

M NUTE( RES)

RES AT 10: 00 AM CAPI TOL 124
-- Meeting Cancel ed --

RES AT 1: 00 PM BUTROVI CH 205
Heard & Held

M NUTE( RES)

RES AT 3: 30 PM BUTROVI CH 205
Heard & Held

M NUTE( RES)

RES AT 3: 30 PM BUTROVI CH 205
-- Meeting Cancel ed --

RES AT 10: 00 AM BUTROVI CH 205
-- Testinmony <lnvitation Only> --
RES AT 10: 00 AM BUTROVI CH 205

Above Bill continued from03/22/06 Mg

FIN AT 9: 00 AM SENATE FI NANCE 532
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03/ 24/ 06 (S <Pendi ng Referral >

03/ 24/ 06 (S) RES AT 10: 00 AM BUTROVI CH 205

03/ 24/ 06 (S) Heard & Hel d

03/ 24/ 06 (S) M NUTE( RES)

03/ 25/ 06 (S FIN AT 10: 00 AM SENATE FI NANCE 532
03/ 25/ 06 (S -- Meeting Cancel ed --

03/ 27/ 06 (S) RES AT 3: 30 PM BUTROVI CH 205

03/ 27/ 06 (S) Heard & Hel d

03/ 27/ 06 (S) M NUTE( RES)

03/ 29/ 06 (S) FIN AT 9: 00 AM SENATE FI NANCE 532
03/ 29/ 06 (S) RES AT 3: 00 PM BUTROVI CH 205

W TNESS REG STER

JOE BALASH

Staff to the Legislative Budget and Audit Committee
Al aska State Capitol

Juneau, AK 99801-1182

PCSI TI ON STATEMENT: Comment ed on SB 305.

MARY JACKSON

Staff to the Senate Resources Conmttee
Al aska State Capitol

Juneau, AK 99801-1182

POSI TI ON STATEMENT: Commented on SB 305.

ROBYNN W LSON, Director

Tax Divi sion

Departnent of Revenue

PO Box 110400

Juneau, AK 99811-0400

PCSI TI ON STATEMENT:  Answered questions related to SB 305.

ACTI ON NARRATI VE

CHAIR THOVMAS WAGONER reconvened the 3/27/06 Senate Resources
Standing Committee nmeeting on 3/29/06 at 3:20:46 PM Present at
the call to order were Senators Ben Stevens, Stedman, Seekins,
Dyson, Elton and Chair Wagoner.

SB 305-0O L AND GAS PRODUCTI ON TAX

CHAIR WAGONER announced that the comrittee would continue
working on CSSB 305(RES), work draft Version | and that
Amendnent Y. 18 was up for consideration.
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SENATOR BEN STEVENS said he received an enmil message saying the
commttee wasn't going to discussion anmendnents today.

CHAIR WAGONER clarified that the commttee wouldn't discuss new
amendrments. He rem nded Senator Stevens that he had asked to
have Y. 18 and Y.24 held for today’'s neeting so he was extending
a courtesy.

3:23:20 PM

SENATOR BEN STEVENS explained that Anmendnent Y.18 relates to
Version Y and the cross reference in Version | is found on page
10, lines 25-27, and page 18, lines 26-29. It relates to the

March 19, 2006 neno M. Bal ash circul ated from Don Shepl er.
SENATCOR BEN STEVENS noved Amendnent Y. 18.

24- G52052\ Y. 18

Chenowet h
AVENDVENT Y. 18
OFFERED | N THE SENATE BY SENATORS STEDMAN AND
TO CSSB 305(RES), Draft Version "Y"
BEN STEVENS

Page 12, |ine 20:

Delete ";"

| nsert

Page 12, lines 21 - 29:
Delete all material.

CHAI R WAGONER o0bj ect ed.

SENATOR BEN STEVENS expl ained that M. Shepler’'s nmeno relates to
the ability to use tax credits against investnents in a FERC
regul ated asset. He had two concerns with the [|anguage. The
first has to do with existing assets on the North Slope that are
FERC or RCA regulated. |If the new | anguage were inserted, those
facilities could not use the tax credit in the future. He said
M. Shepler’s meno is inconclusive; it says that “FERC may take
into consideration the credits or they may not.” He thought
about that and canme to the conclusion that by putting the
| anguage in, the state would never be able to benefit from the
credit nmethodology that’s in place. He reasoned that all
infrastructure on the North Slope is eligible for a credit
except for the pieces that are regul ated.
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Now, we know that FERC uses cost nethodol ogy; they
take the capital asset, the cost of the asset, the
anount to operate and then they derive a tariff. And
the tariff is deducted back to the wellhead value,

which royalty oil is derived from as well as what
taxable oil is derived from So if we say to
ourselves, just to use an instance, a $10 mllion

pi peline, FERC will say it cost $10 million to build
and it costs so nmuch to operate and they derive the
tariff. But if we say you ve got a credit nechanism
and if, in fact, FERC says okay you ve only got $8
mllion in that line and costs to operate, the tariff
will go down. Therefore our value will go up; royalty
oil value will go up and tax value will go up because
you have less of a deduction. But if we, in fact,
enact this legislation and this |anguage, we' Il never
be able to do that. The state would never be able to
benefit, because that’'s really the only way we ever
benefit from the credit — is by saying the tariff is
| oner and the value of oil is higher. And because M.
Shepler’s conclusion is non-conclusive; it says FERC
may do it, but then again, they may not do it. They

may roll in reduced rates to the tariff or to the
rat epayer, but then again, they may not. But this wll
say we’' Il never be able to get it.

3:27:38 PM

SENATOR KOOKESH arri ved.

3:27.:57 PM

SENATOR BEN STEVENS opined if the state is going to give credit
mechani sns, it ought to be able to benefit fromit in the future
through lower tariffs and therefore, higher royalty value and
hi gher taxabl e val ue.

SENATOR BEN STEVENS said the second piece of |anguage he
objected to is outlined in the first statement of M. Shepler’s
meno, whi ch says:

You asked whet her proposed net profits tax credits and
deductions associated with investnents in a North
Slope Gas Treatnment Plant (GIP) would be flowed-
t hrough to custonmers who ship gas through the plant.

SENATOR BEN STEVENS said he has al ways been in the position that
this bill should focus on existing production, facilities that
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are going to be built to enhance current production in oil and
gas and not take sonething in the future into consideration. He
sai d:

Because in the future, we'll see the whole picture; we
don't see that picture now. And so we' ve taken
sonmething from the front and we put sonething into
this picture and said you can’t do that, but we don't
know what it means. And for those reasons | would nove
that Y.18 strikes the language in Y version [Version
] on page 10, at the bottom Ilines 25-27 and again on
page 18, |ines 26-29.

3:29:11 PM
SENATOR STEDMAN asked if the reference is to Version |

CHAI R WVAGONER answer ed yes Version |I.

3:29:42 PM

SENATOR STEDVAN said he had a simlar concern with the paragraph
because he didn't want to preclude that credit in the future. He
noted that this commttee hadn't talked a whole ot about the
effect of the tariff and how it plays in with the credits so he
woul d suggest that they avoid a tactical error by nodifying it
and dealing with it at a |ater date.

3:31: 05 PM

SENATOR ELTON said his concern is if that is taken out and FERC
does not consider the credit in setting the tariff, what they
have essentially done is set up a system in which the taxpayer
gets a double benefit. They would get the increased tariff plus
the credit. He said it’s easier to |eave the |anguage in and if
it beconmes a problem address it then rather than assune the flip
si de.

3:31: 54 PM

SENATOR SEEKINS said it’s a policy decision and it doesn’'t have
anything to do with how FERC will treat that in the end. If FERC
ignores the credit and takes 100 percent of the value of the
asset and rolls it into the tariff, he understands that the
state would own 20 percent of the pipe.

So, in effect, the people of the State of Al aska woul d
get 20 percent of the tariff over a long term So,
there’s sone incone streamthat cones to the people of
the State of Al aska there. However, where we cut off
where that gathering systemis before it gets into the
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main pipe itself, that adds sone incentive to being
able to construct that facility, construct the
collections process, get it to the gas treatnent plant
and do that, | think that’s a worthwhile investnent as
well — because we basically give a 20 percent credit
agai nst that capital investnent and it’s an incentive
to get that process noving. |I’m not so sure that the
oil conpanies — | think that the State of Al aska by
doing this doesn’t really have that nuch to risk in
being able to give that credit as far down-line as we
want to regardless of how FERC treats it. And |I'd be
in favor of striking the |anguage.

3:33: 52 PM
SENATOR STEDVMAN said after listening to Senator Elton's
comments, he believes there is sone confusion.

If there’s a credit applied to sone infrastructure
that there’s going to a tariff charged on, the tariff
is charged on the equity position, not on the debt.
And if we, the state, give a credit to lower the
equity position, we should in turn see a |owering of
the tariff....

3:34:38 PM

SENATOR ELTON countered that may be true if the state has an
equity position, but if it's a FERC-regulated asset that the
state doesn’t have an equity position in, then that wouldn’t be
t he case.

3:35: 05 PM
SENATOR STEDVAN said even if the state had no equity interest
and it grants credits, it wouldn't be advantageous to the state
to grant <credits and not get a novenent in the tariff
cal cul ati on.

3:35:45 PM
SENATOR ELTON sai d he appreciated the byplay, but:

If FERC doesn’'t set the tariff in a manner that
reflects the credit, the royalty product that is going
through that the state owns is going to be paying the
hi gher credit. At the sane tinme, the taxpayer is able
to use the credit to lower their paynents to the
state. So, the state could end up giving a credit for
a tariff that doesn’'t reflect the credit and end up
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paying nore for the transportation of the product the
state owns goi ng through that pipe.

3:36: 27 PM
SENATOR SEEKI NS expressed the opinion that it could happen, but
it isn't likely.

3:36:37 PM
SENATOR BEN STEVENS referred nenbers to M. Shepler’s
“Conclusion” on the final page of his nenp that says:

| have not found any clear binding precedent that
answers the question you posed. However, since FERC
bases rates on the costs incurred to provide the
services, the fact that project sponsors received
gquantifiable state tax credits and deductions as a
direct result of investing in a GIP suggests that FERC
woul d be inclined to require those benefits be flowed
through to the shippers who make use of the GIP. This
woul d be the result | would expect.

SENATOR BEN STEVENS closed his argunent saying he thought the
bill should focus on projects that would enhance existing oil
production or gas associated with that production. He thought
t hey shoul d | eave the questions about FERC and the GIP to a date
when it is in front of them

CHAI R WAGONER nmai nt ai ned hi s objection.

A roll call vote was taken and the notion to adopt Anendnent
Y.18 passed with 5 yeas and 2 nays. Senator Dyson, Senator
Stedman, Senator Ben Stevens, Senator Seekins and Senator
Wagoner voted in favor and Senator Elton and Senator Kookesh
vot ed agai nst.

SENATOR BEN STEVENS asked, as a point of order, if the reference
was With both sections in the bill.

CHAIR WAGONER replied, “Right.” He announced that Anmendnent Y.24
was before the conmttee.

3:39: 25 PM
SENATOR BEN STEVENS w t hdrew anendment Y.24 and Senator Stednan
concurred.

SENATOR BEN STEVENS spoke to the reason he wthdrew the
amendnent, which relates to Section 43.55.160 (d)(2)(M costs
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that are not to be included when determ ning value. He said he
agrees with M. Chenoweth’s nmeno indicating that the section is
unwi eldy and he intends to recommend that the next conmmttee
break it into subsections instead of subparagraphs.

CHAI R WAGONER agreed. He asked M. Balash to present Amendnent
1B

SENATOR SEEKI NS noved Anendnent 1B
AVENDVENT 1B

OFFERED IN THE SENATE TGO CSSB 305(RES), draft version 24-
GS2052\ 1. BY SENATOR WAGONER

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

(1) 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 managenent agreenent providing for the producer
to receive a managenent fee;

Page 20, line 2: replace (0) with (n) and after
“2006;” insert

For purposes of this subsection, if a producer
renoves from the state, for wuse outside the
state, an asset described in this subparagraph,
the value of the asset at the tinme 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)(O"”

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 mteria
and insert

If a producer fails to conply with a request under
this paragraph, there shall be added to any
under paynent determned by the departnment under this
section a penalty in the anpunt of 5 percent of the
under paynent .
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Page 22, line 29 through page 23, line 11: delete al
materi al and reorder

Page 23, lines 12-14: delete all material and insert
(n)For purposes of determning the anmount of the
adj ustnment by subtraction that nust be nmde to a
producer’s |ease expenditures as a result of the
producer’s receiving a paynent or credit under
(e)(3)(A) of this section

Page 23, lines 22-26: delete all material and reorder

3:43: 02 PM
SENATOR BEN STEVENS obj ect ed.

JOE BALASH, staff to the Legislative Budget and Audit Commttee,
expl ai ned that Amendnent 1B is the product of an effort between
the commttee’s tax counsel, M. Marvin Kirsner, and his partner
Carol yn Fanaroff, with the firm of Geenberg Traurig along wth
the Departnment of Law and Departnent of Revenue to make sure
everything is captured correctly in Section 43.55.160, Section
22 of the bill. M. Kirsner had raised a few areas in his
anal ysis of the governor’s |egislation which he thought could be
tightened to reduce potential wite offs for deduction purposes
in the PPT. This section deals with those deducti ons.

He said the first part of the amendnent, page 19, lines 19-23,
deals with the scenario where a conpany iS receiving revenue
froma different conmpany for production facilities' use and M.
Kirsner recomended that that be broadened to include the type
of event where sonebody divests thenselves of that asset and
then receives a managenent fee — that that be counted as well
After discussion on the phone, M. Mntz and M. Kirsner worked
out this agreeable | anguage for easier reading.

MR. BALASH said | anguage on page 20 fits in with another section
of the anmendnment to reorder |anguage so that it’s nore efficient
in the application and adm nistration of the statute. It takes
care of the situation where sonebody purchases an asset,
collects the deduction, and then nobves that asset out of state
for use out of state. It requires that value to be recaptured by
the state.

The third item on page 22, |line 13, requests insertion of (b).

That was a technical admnistrative point the departnent
requested and it doesn’t nake any substantive changes.
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MR. BALASH said that |anguage on page 22, line 14, deals wth
subsection (m and directs the agency to |ook at determ nations
of cost that occur in (d)(2)(N for the purposes of naking
subtractions. That Ianguage is in the lease adjustnents in
subsection (e). To get |anguage to read properly on page 14, the
words “or (d)(2)(O" are deleted. Then on line 16, the very
first words, “(d)(2)(N or (d)(2)(O” need to be deleted and
replaced with "(e)(3)(A"

Further down page 22, lines 27-28, is clarifying |anguage that
the departnment requested. It sets a penalty in the event that a
taxpayer fails to conply with a request for information by the
departnment. In previous versions of this amendnent, it was at 20
percent and the chair requested that it reflect 5 percent to
match with simlar civil penalties on tax fornms.

MR. BALASH said begi nning on page 22, |line 29, through page 23,
line 11, subsection (n) is going to be deleted entirely. It is
an area that duplicated an item in the (d)(2) list of things
that are excluded fromdirect costs.

On page 23, lines 12-14, is |anguage that M. Mntz at the
Department of Law recomended to make it clearer and easier to
under st and. It says subsection (n) because the previous

subsection (n) is going to be deleted and that helps with the
reor deri ng.

Finally, on page 23, lines 22-26, is the recapture nechanism for
the transfer of assets outside the state. It was added into
(e)(3)(A) and is no | onger needed in the new subsection (n).

3:50:40 PM

SENATOR STEDVAN referenced the last sentence of the second
paragraph of the second page of the Kirsner/Fanaroff neno and
asked if there is sone |ack of support from the departnment on
some of the insertions.

3:50:48 PM
MR. BALASH replied:

The one area which we covered in the teleconference
which the departnent continued to maintain its
objection to or failed to agree with M. Kirsner on
the need for, were the audit powers - and in the I
version, that appears as subsection (m where a
standard is set for howto treat transactions that are
not at arms length. It directs the departnent to
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adopt regulations that would incorporate the audit
powers of section 482 of the Internal Revenue Code.
These are audit powers, which the departnent feels may
not be necessary. Qur tax counsel continues to think
that they would potentially be.

SENATOR STEDMVAN asked to hear fromthe departnent on that issue.

3:51:16 PM

ROBYNN WLSON, Director, Tax Division, Departnent of Revenue
(DOR), referenced a letter from the departnment that says
insertion isn't critical. She said if, on the advice of counsel
the commttee includes that's okay, but if doing so it sonmehow
derails the main point of the legislation then the departnent is
nore neutr al

3:52:13 PM

CHAI R WAGONER asked if another way of saying it is that it isn't
needed, but including it would provide a tool that could be used
at sone point.

Ms. WLSON replied yes. Under the rules of ordinary, necessary
and direct she would argue that something in excess of fair
mar ket value is not necessary or direct or ordinary. However,
she noted, an attached |egal nmeno counters that argunent so that
di scussion could take place at a later tine. If the conmttee
elects to leave it out, DOR wll argue for ordinary and
necessary. If the commttee elects to leave it in, it would be
an additional tool. She acknow edged that I RS Section 482 audits
are cunbersone, but the benefit is that they provide ranges and
guidance for arms length values for particular Kkinds of
services, assets and so forth. She reiterated it doesn't have to
be included if it distracts from the main point of the
| egi sl ati on.

CHAIR Wagoner asked if there was further discussion or
obj ecti on.

SENATOR BEN STEVEN mai nt ai ned hi s obj ecti on.

A roll call vote was taken and the notion to adopt Anendnment 1B
passed with 6 yeas and 1 nay. Senator Stedman, Senator Elton

Senat or Kookesh, Senator Seekins, Senator Dyson, and Senator
Wagoner voted in favor and Senator Ben Stevens voted against.

CHAI R WAGONER asked Ms. Jackson to outline the changes between
Version Y and Version |
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SENATOR SEEKI NS asked for clarification that Version | had been
adopted as the working docunent.

CHAI R WAGONER said yes. [work draft Version | was adopted during
the 3/27/06 neeting. ]

3:55:28 PM
MARY JACKSON, staff to the Senate Resources Committee, outlined
the changes in work draft Version | from Version Y.

Page 1 includes title changes, which are the result of deletions
such as the Cook Inlet feature, and insertions such as the new
cl aw back and progressivity.

Page 2, Section 1, line 12, references Section 11 of AS
43.55.020(f) and Version Y referenced Section 14.

Page 2, Sections 2, 3 and 4, have no changes.

Page 3, Section 5, pertains to private royalty and
Progressivity. In Version Y that section contained the Cook
I nl et provision, which was del eted from Version |

Page 3, line 25, contains the new phrase, ".... from a |ease
that is in effect on the effective date of this subsection.” It
is the result of adopting Anendnent Y. 40.

Page 4, line 6, the phrase, "except as otherw se provided in (4)
of this subsection,” was deleted. Page 4, lines 12, 13, and 14
is a new subsection (4). M. Jackson said that is a result of
adopti ng Anendnent Y. 40.

The new progressivity features on page 4 and the top of page 5
were corrected by the commttee and replaced on Mnday as a
result of adopting Arendment 1. 2.

3:59:14 PM
SENATOR SEEKINS referenced page 4, line 23, and asked if that
was amended from property tax to profits tax.

M5. JACKSON said yes, there were several of those anendnents. It
was done again in Arendnent 1.2

Page 5, Section 6, is a Cook Inlet section in Version Y that was

elimnated. She said this is basically Section 9 of Version Y.
Section 9.

SENATE RES COW TTEE -14- March 29, 2006



Page 5, Section 7, contains technical changes on |ines 25-30. It
was an insert that reads, "after the last day of the third nonth
following the calendar quarter of production, as described in
this subsection, ..." She said it's clean-up |anguage that is
needed because of the true up. It is Version Y, Section 10.

Page 6, Section 9, has no changes. It is the Version Y, Section
12.

Page 6, Section 10, has no changes. It is Version Y, Section 13.

Page 6, Section 11, line 28, inserts the ternms, "produced but”
and "produced and" so that both sides of the phrase were
captured with the term "produced". That is a result of adopting
Amendnent Y. 34, Ms. Jackson said.

Page 7, Section 12, is required for private royalty reference.
It is Version Y, Section 15.

Page 7, Section 13, has tax credits for which there were a
nunber of changes. Unfortunately, there were also a nunber of
changes that were not nade. The 5, 000-barrel anendnent repl aced
the $73 mllion standard deduction and the Cook Inlet provision.
M. Mntz drew up the anmendment and neglected to renove all of
the Cook Inlet provisions so some show up here. For instance,
page 7, lines 15-19 relating to 20 percent and 30 percent should
have been renoved and was not. She suggested to the chair that
this would be a good tinme advise the comrittee that there is an
amendnent that clears the | anguage up

4:03: 31 PM

CHAI R WAGONER expl ai ned the anmendnent. On page 7, line 14, after
"amount of" insert "20 percent of that expenditure." and del ete
all of lines 15-109.

SENATOR BEN STEVENS asked if that includes devel opnent,
production, and expl orati on.

CHAI R WAGONER said it includes all three.

4:04: 14 PM
MS. JACKSON conti nued.

Page 7, line 25, contains drafting changes. Al so, subparagraph
(B) on line 30 contains sonme of the 30 percent provision that
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was to be deleted. She noted that the anendnent that nenbers had
woul d del ete page 7, lines 30-31 and page 8, lines 1-2.

Page 8, lines 10-18, is also |language related to the 30 percent
that should have been deleted and was not. It is subsection (b)
and (c). Ms. Jackson noted that those are included in the new
anmendnent .

Page 8, line 19, reads "A producer my elect..."” M. Jackson
said the comrttee anended Amendnent Y.12 to insert "or
explorer” after "A producer” on page 8,6 |line 19 and "or

explorer's" after "A producer's" on line 24. She said she didn't
have that on her sheet so it wasn't included in this draft, but
it does need to be inserted. Page 2, lines 19-26, is the new
| anguage from Amendnent Y. 12.

Page 9, lines 17-27, reflect the changes nmade in Techni cal
Amendrent 1.
Page 10, line 26, inserted “economcally” so it reads,

"econom cal ly regul at ed”.

CHAIR WAGONER advised that that |anguage was renobved in
Amendnent Y. 18.

M5. JACKSON acknow edged t hat.

4:08: 27 PM

Page 11, Section 14, has no changes. It is Version Y, Section
18. She noted that Version Y, Section 14 was deleted in the new
5,000 barrel.

Page 11, Section 15, has no changes. It is Version Y, Section
19.

Page 12, Section 16, contains new |anguage as a result of
adopting of Technical Amendnment 1. The |anguage is relevant to
the true up.

Page 12, Section 17, language is the sane except on page 13,
lines 2-3, which was changed as a result of adoption of
Amendnent Y.21. The Version Y |anguage read, "the use of the
information to use for the purpose of determ ning or contesting
the producer's tax obligation;"”

Page 13, Section 18, has no changes. It is Version Y, Section
22.
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Page 13, Section 19, has no changes. It is Version Y, Section
23.

Page 13, Section 20, line 30, the word “or” was del eted.
Page 14, Section 21, line 2, has slight nonmenclature changes. It
previously read, "new subsections” and now it reads, "a new

subsection". She noted that this section was anended as a result
of adopting Amendnent 1.1 on Monday, March 27, 2006.

Page 14, Section 22, page 15, lines 4-6, subsection (2) is an
insert from Substantive Arendnent 2.

Page 15, line 28 "under (g)(3)" is a revision under Substantive
Amendnent 2.

Page 15, line 31 through page 16, line 5, is new |anguage that
the adm ni stration request ed.

Page 17, lines 11-14, is new |language from the adm nistration
that was adopted as a result of Admi nistrative Arendnent 1.

Page 17, line 22, the | anguage “of capital assets” was del et ed.

Page 18, lines 17-24, contains new | anguage. The adm nistration
identified sub-subparagraph (i), which relates to proportionate
all ocation of costs for abandonnment, as a problematic. M.
Jackson said she forwarded the requested | anguage to |egislative
legal and it was inserted instead of making it an anendnent. She
advised the commttee that it could | eave the | anguage or delete
it, but it was a request fromthe adm nistration

4:13: 28 PM

Page 18, lines 25-29, reflect changes as a result of Amendnent
Y. 18.

Page 18, line 31, was changed to read, “anmounts incurred,” at

t he request of the adm nistration.

Page 19, lines 5-6, |anguage was changed to read, "whether or
not the transaction is treated as an asset sale for federal
income tax purposes.” M. Jackson noted that the |anguage was
previously adopted in an adm nistrative anmendnent.
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Page 19, line 7-18, inserts new |anguage so it reads, "certain
paynents or credits received by the producer, as provided in
this subsection. If one or nore ..." The admnistration
request ed the | anguage.

Page 20, line 14, contains the new April 1, 2001 date to conform
to the new cl aw back.

Page 20, line 19, “on or after January 1, 2003” was deleted to
conformthe new tines and dates for the new cl aw back.

Page 20, line 21, “multiplied by” was del et ed.
Page 20, lines 22-30, is the new cl aw back secti on.

Page 20, line 31 through page 21, line 3 needs to be deleted. It
has to do with the transitional investments.

4:16: 58 PM
Page 21 relates to the new 5,000 barrel that replaces the $73
mllion deduction.

Page 22, lines 14-16, and line 26 contain changes the drafter
made.

Page 23, line 5, changes reference to "(d)(2)(O". The drafter
made the correction

Page 24, Section 22, at the end of the section the term
“ordinary” needs to be reinserted. That is in the amendnment, M.
Jackson said; the drafter deleted it.

Page 24, Section 23, has no changes. It is Version Y, Section
27.

Section 24 has no changes. It is Version Y, Section 28.

Page 25, Section 26, has no changes. It is Version Y, Section
30.

Page 25, Section 27, has no changes. It is Version Y, Section
32.

Page 25, Section 28, has no changes.

Page 26, Section 29, has no changes. It is Version Y, Section
33.
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Section 30, contains a new (17) definition for the Cook Inlet
basin. It references back to the private royalty provisions that
were inserted. There are no changes in subsections (18) or (19).

Page 27, Section 31, contains the repealers reflecting the
revi sions that were made.

Page 27, Section 32, is the applicability. It contains the dates
that apply to the specific sections.

Page 27, Section 33, contains the transitional provisions.

Page 27, line 31, and page 28, lines 1-3, needs to be deleted.
It's a continuation of the 30 percent credit that wasn't picked

up.

4:21:18 PM
SENATOR ELTON asked for verification that the |anguage on page
18, lines 17-24, was added by the drafter and not as the result

of an anmendnent or direction fromthe commttee.

M5. JACKSON said yes. The administration raised the question of
how to tell the proportionate costs w th abandonnment before and
after the bill. The adm nistration provided the |anguage and due
to a mscommunication with the drafter, it was inserted into the
work draft instead of witten as an anendnent.

4:22:58 PM

SENATOR ELTON asked if the net effect of the |anguage is that
abandonnment becones a cost that can be used to reduce tax margin
after the effective date of the bill but not before. He
guestioned the inpact that m ght have because previous
di scussion assuned that abandonnment would not be allowed. He
called it a significant policy shift sinply because the drafter
inserted it in the bill.

M5. JACKSON responded that provision was al ready included.

4:23:41 PM
BEN STEVENS said it is still a part of (d)(2)(M and all the
subsections are exclusions fromthe deducti on.

CHAIR WAGONER clarified they are excluded from allowable
deducti ons.

4:24:51 PM at ease 4:26:12 PM
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SENATOR SEEKI NS noved Anmendnent 2B.
AVENDIVENT 2B

OFFERED IN THE SENATE TO CSSB 305(RES),
GS2052\ | (dated 3/27/06)

draft version 24-
BY SENATOR WAGONER

Page 7, line 14, after “anount of” insert:

“20 percent of that expenditure.”

Page 7, lines 16 — 19, delete all material.

Page 7, line 30 - page 8, I|line 18, delete al
mat eri al .

Page 10, lines 26-27, followng *“Federal Ener gy
Regul at ory Conmi ssion,” insert:

“t he”

Page 18, Iline 25, following “a pipeline, facility”
i nsert:

“ot her asset”

Page 18, line 28, follow ng “successor” insert:
“regul atory”
Page 20, lines 12 - page 21, lines 3, delete all

material and insert deleted materials

Page 10, |line 28, renunber accordingly.

into Section 13
on page 10, line 28 as new subsection (i)

Page 20, line 31 - page 21, line 3: delete al
mat eri al .
Page 24, line 5: Insert new (S):

“(2) “ordinary and necessary” has the nmeaning given

“ordinary and necessary” in 26 US. C

162 (I nternal

Revenue Code) and regulations adopted wunder that

section;
Page 24, line 5, renunber accordingly.
Page 27, lines 31-32, and page 28, lines 1-3, delete

all material.
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CHAI R WAGONER objected for discussion purposes and asked M.
Jackson to go through the amendnent.

VB. JACKSON read Anendnent 2B. Expl anati ons, guesti ons,
comments, discussion and notions follow

Page 7, lines 15-19, relate to <correcting the 30 percent
provi si on.
Page 7, line 30, through page 8, line 18, relates to correcting

t he 30 percent provision.

SENATOR SEEKI NS noved to anend Amendnent 2B to delete lines 8-9
of. There being no objection, Anendnent 1 to Anendnent 2B
passed.

4:28:32 PM
MS. JACKSON asked that Senator Seekins' amendnent delete |ines
8- 16.

SENATOR SEEKINS noved Anendnent 2 to Amendnent 2B to delete
lines 10-15. There being no objection, Amendnent 2 to Amendnent
2B passed.

4:30: 33 PM

Page 20, line 12 through page 21, Iline 3, the purpose of
deleting the material is to nove the subsection out of Section
22 and insert it in tax credits in Section 13.

CHAIR WAGONER explained that is to allow a 20 percent credit
i nstead of a 25 percent deducti on.

4:31: 44 PM
SENATOR BEN STEVENS asked if the correction is nmade so the new
section can be cal cul ated agai nst the determ nation.

CHAIR WAGONER said that hasn't been addressed, but he would
assunme so. Basically it was transferred from the determ nation
of production tax value in Section 22 to tax credits in Section
13. If the language remained in Section 22 it would allow a
deduction of 25 percent instead of a credit of 20 percent under
Section 13.

BEN STEVENS expressed confusion because he thought the 25
percent was for loss carried-forward and he didn't believe that
producers that woul d exercise the transitional expenditures have
a loss carried-forward.
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CHAI R WAGONER rem nded him they discussed this |ast week and he
t hought they reached concurrence.

SENATOR BEN STEVENS replied he concurs it shouldn't be a 25
percent rate. He nentioned the |loss carried-forward on page 8,
line 19, and said he'd look it over and get back if he had
concer ns.

ROBYNN W LSON said the 25 percent credit referred to on page 8,
line 19, talks about loss carried-forward, but it is a specia
section within the general credit section. It starts on page 7,
line 9, and it gives a 20 percent credit. She said she believes
the 25 percent Senator Stevens referred to applies to |oss
carried-forward and the general credit anount is 20 percent.

In Version | it is a deduction so with the 25 percent tax rate
it's worth 25 percent. Mwving it into the credit section would
give a benefit of 20 percent rather than 25 percent. She said
she understands that to be the intention.

SENATOR BEN STEVENS said his understanding is that the only tine
you get 25 percent credit is when there is a loss carried-
forward and he wouldn't classify a transition as a | oss.

4:37:35 PM
Page 20, line 31 through page 21, line 3, relates to the
transition that wasn't renoved.

Page 27, line 31 through page 28, lines 1-3 relates to the 30
percent deduction that should have been del et ed.

CHAIR WAGONER asked if there were further questions or
di scussi on on Anendnent 2B.

4:40: 26 PM
SENATOR DYSON asked why the 30 percent deduction for exploration
was renoved.

CHAI R WAGONER expl ai ned that was part of an earlier Cook Inlet
provision that called for a 20 percent tax and a 30 percent
credit. Wen it was changed to 5,000 barrels both were to be
removed. For sonme reason, reference to the 30 percent credit has
appeared in subsequent drafts.

CHAIR WAGONER renmoved his objection. Finding no further
obj ecti on he announced that Anmendnent 2B was adopt ed.
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SENATOR SEEKI NS noved CSSB 305(RES), Version | as anended, from
commttee with individual recommendations and attached fiscal
not es.

SENATOR BEN STEVENS obj ect ed.

A roll call vote was taken and the notion to nove CSSB 305( RES)
from commttee passed wth 5 yeas and 2 nays. Senator Elton,
Senat or Kookesh, Senator Dyson, Senator Stedman, and Senator
Wagoner voted for and Senator Ben Stevens and Senator Seekins
vot ed agai nst.

4:43: 25 PM at ease 4:47: 09 PM

There being no further business to cone before the conmttee
Chair Wagoner adjourned the neeting at 4:47:21 PM
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