HOUSE FI NANCE COWM TTEE
November 9, 2007
4:30 P. M

CALL TO ORDER

Co-Chair Chenault called the House Finance Comm ttee neeting
to order at 4:30:13 PM

VEMBERS PRESENT

Representative M ke Chenault, Co-Chair
Representative Kevin Meyer, Co-Chair
Representative Bill Stoltze, Vice-Chair
Representative Harry Crawford
Representati ve Ri chard Foster
Representative Les Gara
Representati ve M ke Hawker
Represent ati ve Reggi e Joul e
Representative Mke Kelly
Representative Mary Nel son
Representative Bill Thomas, Jr.

MEMBERS ABSENT

None
ALSO PRESENT

Representative Paul Seaton; Representative Lindsey Hol nes;
Representati ve Kyle Johansen; Representative Craig Johnson
Representative Bob Buch; Representative Peggy WIson;
Representative Wodie Salnon; Dan D ckinson, Consultant,
Legislative Budget and Audit Commttee; Pat  Gal vin,
Comm ssi oner, Depar t ment of Revenue; St eve Porter,
Legi slative Consultant, Legi sl ative Budget and Audit
Conmittee

SUMVARY

HB 2001 An Act relating to the production tax on oil and
gas and to conservation surcharges on oil;
relating to the issuance of advisory bulletins and
the disclosure of certain information relating to
the production tax and the sharing between
agencies of certain information relating to the
production tax and to oil and gas or gas only
| eases; anending the State Personnel Act to place
in the exenpt service certain state oil and gas
auditors and their i mredi at e supervi sors;
establishing an oil and gas tax credit fund and
aut hori zing paynent from that fund; providing for
retroactive application of certain statutory and
regul atory provisions relating to the production
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tax on oil and gas and conservation surcharges on
oi l; making conform ng amendnents; and providing
for an effective date.

HB 2001 was HEARD & HELD in Commttee for further
consi derati on.

4:31:10 PM

HOUSE BI LL NO. 2001

“An Act relating to the production tax on oil and gas
and to conservation surcharges on oil; relating to the
i ssuance of advisory bulletins and the disclosure of
certain information relating to the production tax and
the sharing between agencies of certain information
relating to the production tax and to oil and gas or
gas only leases; anmending the State Personnel Act to
place in the exenpt service certain state oil and gas
auditors and their immedi ate supervisors; establishing
an oil and gas tax credit fund and authorizing paynent
from that fund; providing for retroactive application
of certain statutory and regulatory provisions relating
to the production tax on oil and gas and conservation
surcharges on oil; mking conform ng anendnents; and
providing for an effective date.”

Co- Chair Chenault pointed out the revised fiscal note to the
House Resources Committee version of the bill. (Copy on
File).

Representative Stoltze MOWED to ADOPT work draft #25-
GHOO14\' N, Finley/Bullock, 11/9/07, as the version of the
bill before the conmttee. There being NO OBJECTION, it was
adopt ed.

4:32:29 PM

Co- Chair Chenault referenced the “Sumrary Conpari son between
Various House Approaches to Production Tax”. (Copy on
File).

DAN DI CKI NSON, CONSULTANT, LEGQ SLATIVE BUDGET AND AUDI T
COW TTEE, provided an overview of the handout. Those itens
not in current law are shown in red; vyellow is the
governor’s original ©proposal; blue is from the House
Resources Conmittee version

Representative Gara asked about the white portion under

current | aw M. Dickinson replied that white itens shown
under current law did not show up in a |ater version.
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M. Dickinson explained that the base rate is 25 percent;
the progressivity reflects what was in the governor’s
pr oposal .

Under the Floor issues, there are no changes. | nvest ment
credits can be taken in the year nmade. |If there is a |oss
that year, 25 percent can be carried forward. The TIE
credits have been restricted to investnents made between
2003 and 2006.

Representative Gara asked how the transitional TIE credits
work. M. Dickinson related that there was a w ndow created
for new entrants.

4:37:38 PM

STEVE PORTER, LEQ SLATI VE CONSULTANT, LEGQ SLATIVE BUDGET AND
AUDIT COW TTEE, further explained that the producers,
producing oil at the time, took advantage of the credits in
the current year. The advantage was 10 percent of whatever
was spent that year per capex - around $200 million dollars.
It is the admnnistration’s intent for the parties that were
unabl e to use the credits they would have earned, to be able
to utilize themin the future.

Representative Gara understood that there was sone
additional benefit for new explorers. M. Porter did not
know t he exact |anguage in the bill.

4:40: 14 PM

M. Dickinson addressed exploration credits on page 2 of the
handout, conparing the 20/40 percent credit to 30/40 percent
credit. The proposed bill contains the same |list of *“bad
acts” prohibited in both credits.

Approval by DNR is required in this bill, and the
confidentiality of well data remains ten years, the sanme as
it is under current |aw The data provided by a seismc
explorer is treated the sane way as in current |aw. The

pre-existing well issue provides for two consecutive
drilling seasons. The DNR TIE credit remains at 5 percent.
4:42:51 PM

M. Dickinson addressed the State Purchase of Credits.
“Appropriations made by |law does not include the creation

of an oil and gas fund. The bill contains the option for
the purchases to be made by the Al aska Retirenment Board
(ARM . There is a limt of $25 nmillion, except for

pur chases made by ARM

Representative Kelly referenced the 5 percent credit on pre-
2003 seismic work and asked if it was  Dbilaterally
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per m ssi ve. M. D ckinson thought so. The Departnment of
Nat ural Resources nust find that it in the state's best
interest to do it.

4:44:18 PM

M. Dickinson addressed the Allowable Lease Expenditures
portion of the bill - page 3. He clarified how producer
audits are done. Di spute resolution was carved out to
clarify regul ations regardi ng paynment. The public outreach
costs have been noved down to the bottomof the list.

DR&R is not all owed and the corrosion i ssue remains the sane
di sal | owance of $.30 per barrel.

4:47: 09 PM

Representative Gara asked about the pipeline corrosion
issue. M. Dickinson responded that SB 80 | anguage had not
been included and the unschedul ed events disallowance was
renoved

Representative Gara asked if the proposal would allow the
wite-off of shut down costs and repairs. M. Dickinson did
not know if they would be disallowed. He pointed out that
$.30 per barrel would be disall owed.

M. Porter clarified that the $.30 was taken out at the
House Resources Conmittee version of the bill.

Representative Gara asked if there was additional |anguage
included for protection against pipeline corrosion costs.
M . D cki nson understood that the phrase “crimnal
negli gence” was in the “bad acts” |anguage. The |anguage in
the governor’s proposal and in SB 80 was not included in
this bill.

4:49: 42 PM

M. D ckinson addressed where costs are incurred and if off
| ease i s all owed.

Representative Gara asked for further clarification on |ease
expendi tures and the baseline. He asked if indirect costs
were added as deductions. M. Dickinson explained that it
went back to the PPT definition. The section was changed
but the definition was not changed.

M. Dickinson continued to explain the information section
of the bill. He pointed out that the proposed House Fi nance
box should have been white, rather than vyellow On the
forward-1ooking information, a phrase was inserted to say
that before the $1,000 a day penalty applies, the state has
to give notice.

House Fi nance Conmmittee 4 11/09/07 4:30 P. M



4:52:17 PM

M . Di ckinson reported that the disclosure of tax
information restores part of what is in current law. In the
governor’s proposal the rule that the data nust be
aggregated to prevent the identification of particular
returns was renoved. It places this |anguage back under
current statute. Al'l other sections remain the sanme as
prior versions of the bill.

M. Dickinson addressed page 4, the Statute of Limtations,
which is four years in this bill and was changed from prior
ver si ons. Auditors from the Departnent of Revenue and the
Departnment of Natural Resources remain exenpt enployees.
The effective date is January 1, 2008. There is only one
retroactive policy whi ch refers to not-for-profit
corporations selling credits.

M. Dickinson related that Downstream Costs has the sane
| anguage as current |aw. Language regarding Gas Ceilings
thru 2022 was adopted fromthe HRC version. The section on
Addi tional Penalties maintained the sane |anguage used in
the HRC version, however, when it applies to estinmates, the
t axpayer pays less than 90 percent of what is due in that
peri od.

4:56:13 PM

M. Dickinson discussed page 5, the Intent Language. He
poi nted out that the piece that clarifies the |ong standing
way of dealing with revisions by regulatory bodies renmains
in the bill. Monthly estinmated paynents are subject to
nonthly ceilings, as found in the governor’s version of the
bill.

4:57:59 PM

Representative Gara requested an EconOne revenue chart
conpari son. Co-Chair Chenault said he would attenpt to do
SO.

Representative Gara asked about the $60 dollar per barre
price conparison. M. Dickinson thought it would be the
sanme as the governor’s proposal.

Representative Gara inquired if, at $80 dollars per barrel
this bill would raise $1 billion less than the HRC version.
M . Dickinson said yes.

Representative Gara asked about the deletion of the
retroactivity provision and the fiscal inpact of that. M.
D cki nson did not know. He suggested asking the Departnent
of Revenue.
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Representative Gara nentioned the downstream costs |isted on
page 4. He asked for nore information regarding the new
pr oposal . M. Dickinson replied that the |anguage is in
existing statute and states that for the downstream tanker
and pipelines, reasonable cost is actual cost except when
certain conditions are net, such as when there is a nore
reasonabl e way of getting the oil to market.

Representative Gara asked, if actual costs were nuch higher
than fair costs, what the independent shipper would be

charged, and how taxes would be figured. M. D ckinson
t hought that the independent shipper would be charged the
actual cost. He explained the nethod used for the

cal culating TAPS tariffs.

Representative Gara asked about the issue of net profit
share | eases. M. Dickinson pointed out costs disallowed,
including net profit shares. Representative Gara asked how
that conpared to current |aw. M. Dickinson replied it is
current | aw.

5:04:18 PM

PAT GALVI N, COW SSI ONER, DEPARTMENT OF REVENUE, made
coorments on the bill as proposed by the committee. He
referenced the sunmary conparison handout. He summarized

the fiscal issue. The ACES proposal included a gross tax
floor as well as a 25 percent base rate and the .2 slope on
progressivity. He maintained that the floor needed to be
included to protect the state at the low end, or the
progressivity needed to be increased.

Conmi ssioner Galvin enphasized that the TIE credits, as
proposed, renmain problematic. He recommended that TIE
credits be frozen until there is production. The explorers
need to be able to take advantage of the credits, as well as
t he producers.

Comm ssioner Galvin addressed exploration credits and well
dat a. The intent is to recognize that when the state
contributes a substantial anobunt of the upfront costs, the
data acquired should be available to the state and be nmade
public in a reasonable period of tine.

Comm ssioner Galvin discussed a fair approach to the state’s
purchase of transferable credits. The easiest way to
provide full value to the explorers is for the state to
provi de cash paynents. The approach suggested in the
proposed bill wuld require additional legislation to
authorize the ARM Board to nake the purchases. G ven the
intent to provide full value, the explorer should be able to
get the state to pay 100 percent.
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5:09: 30 PM

Representative Gara asked about the data from |ease |ands
and private |ands. He wunderstood that the state wants
seismc data to help it |ease out neighboring |ands. He
requested nore information about private land credit noney.
Comm ssioner Galvin responded that the state is getting the
credit nmoney and wll receive the data, which would be
useful to provide insight into actual seismc information

He summarized that the issue is if the state pays for a
portion of the costs, then the data should be nade avail abl e
to the state.

Representative Gara asked for further clarification of the
benefit of the data. Conmi ssioner Galvin stated that the
information would “fill in the picture” |ike mssing pieces
of a puzzle.

5:13:11 PM

Comm ssioner @Glvin referenced page 3 of the handout
regarding the “bad acts” and the corrosion issues. He
proposed that within ACES, the intent addresses the costs
associ ated with unschedul ed mai ntenance, not just crimna
negl i gence.

Co- Chair Chenault provided an exanple of best maintenance
practices. He understood that any cost incurred during an
unschedul ed event woul d be disallowed. Comm ssioner Glvin
replied that was not correct. Any act of God, not within
the reasonable course of operation, would be deductible.
Co-Chair Chenault countered and nmaintenance that an
unschedul ed mai nt enance operating cost woul d be deni ed.

Conmi ssioner Galvin agreed, however, he thought it was a
nore objective standard and had significant overl ap. Co-
Chair Chenault acknow edged that the intent was to address
both sides of the coin and the effect on the day-to-day
oper ati ons. He noted that he would approach the
adm nistration with conprom se | anguage.

5:18:09 PM

Representati ve Hawker asked if the regulations to inplenent
this statute were conplete. Commi ssioner @Gal vin suggested

another director answer that question. Representati ve
Hawker spoke to “wllful msconduct”. Witing of a
regul ati on contains trenendous broad power. He wanted to

see the regulations witten and inplenented before any
changes were nmade in statute. Conm ssioner Galvin responded
that regulations nmust be witten to represent the intent of
the legislature. The issue is whether “wllful msconduct”
was intended to represent inproper nmaintenance or not
nmeeting an industry standard of care as it applies to
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mai ntaining a pipeline. If it is the intent of the
| egislature to wite |anguage that broad, it would be nore
def ensi bl e.

5:21: 08 PM

Comm ssi oner Gal vin addressed page 3 regarding the all owabl e
| ease expenditures. He related that ACES was witten to
require the definition of what costs are to be included or
excluded from the | ease expenditure definition. Wthin the
current |anguage of the statute and in the proposed bill

| ease  expenditures include all ordi nary, necessary
expendi tures unless defined out. He encouraged that the
| anguage be returned to that of the original ACES bill.

Conmi ssioner @Glvin addressed the section that deals wth
di scl osure of taxpayer information. He commented that the
current |anguage is “extrenely” dangerous. He worried about
backi ng out the data and the risk of exposure. In order to
reveal taxpayer information, a safe harbor is necessary, as
provided for in the original ACES | anguage. He did not want
to see that rule viol ated.

5:24:59 PM

Representative Gara asked which | anguage the reference was
t owar d. Comm ssi oner Gl vin ref erenced page 3.
Representative Gara understood that the state wanted nore
i nformation. Comm ssioner Glvin replied that it was a
matter of revealing enough information for taxpayer
information such as gross incone, costs deducted, credits
received, and applied tax rate. He listed information which
is “black boxed” in the proposed bill. 1In order for the tax
system to represent to the public what is actually
happeni ng, there nust be enough data to indicate how the
costs are falling out. The original |anguage of ACES
provi des for the disclosure needed.

5:27:49 PM

Comm ssioner Galvin directed conments to topics on page 4 of
the handout, statute of Iimtations and audits. He
recognized that a nore conplex and denmanding tax system
requires nore time for auditing. He guaranteed that audits
would require nore than three years. The question is
whet her or not a deadline will be established and the state
forced into a formal claimbefore the statute of Iimtations
expires. He pointed out that the federal standard is seven
years and he is requesting six.

5:31: 39 PM
Comm ssioner Galvin spoke to the effective date. The
gover nor supports a retroactive effective dat e.
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Transitional provisions would allow an orderly novenment into
the system and to ensure that taxpayers are held harnmnl ess
fromany penalties or interest that would normally accrue.

Representative Gara requested an estimte of the fiscal
inmpact of the deletion of the retroactive provision.
Conmi ssioner Galvin stated he would provide the information
at a later date.

5:33:22 PM

Comm ssi oner Gal vin di scussed reasonabl e transportati on cost
deduction. The departnment should have the authority to set
the rate. He reported that he supports the in-state gas
intent |anguage to ensure clarity that the purpose is to
provi de | ow cost energy opportunities within the state, not
to provide subsidies.

In response to a question by Representative (Gara,
Conmi ssioner Galvin explained that any production tax
decrease is enjoyed by the consunmer. A regulatory process
addresses that. The inference is not that the gas
devel opment requires a subsidy, but to provide |ower cost
fuel for in-state use.

5:36:47 PM

In response to a question by Co-Chair Meyer, Conm ssioner
Galvin explained the intent of the |language is to ensure
that an entity that does not have to pay a production tax
cannot acquire the credits. If an entity is exenpt from
payi ng the production tax they should also be exenpt from
receiving credits. Conmi ssioner Galvin further added that
the intention is to provide equity; if a conpany is paying
the production tax, they should get the credit.

5:39: 59 PM

In response to a question by Representative Kelly,
Comm ssioner Galvin noted that small producers are not tax
exenpt. They do get a credit.

Representative Gara questioned if Anchorage utility rates
will be raised. He noted that rural Alaska still has
concerns regarding energy cost reduction. He thought that
M.&P was entitled to credits which are passed on to current
rate payers, and the current bill renoves those credits
because they produce less than $12 mllion worth of
petrol eum product a year.

Comm ssioner Galvin understood that the entity is exenpt
because they are a subdivision of the state. The issue in
regard to the small producer credit is not relevant since it
applies to entities that are subject to the tax. They owe
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the tax, but are also credited, which results in zero. An
entity that is legally not required to pay the tax should
not be eligible for the credit. Commi ssioner Galvin could
not di scuss information on specific taxpayers.

5:44: 44 PM

ADJ OURNVENT

The neeting was adjourned at 5:45 PM
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