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MARY JACKSOQN, Staff

to Senat or Tom Wagoner

Al aska State Legislature

Juneau, Al aska

PCOSI TI ON STATEMENT:  During discussion of HB 128, responded to a
question pertaining to federal investigations on behalf of
Senat or Wagoner, sponsor of the Senate conpanion bill.

ACTI ON NARRATI VE

CHAIR JAY RAMRAS called the House Judiciary Standing Conmttee
neeting to order at 1:30:11 PM Representatives Ranras, Lynn,
Hol mes, and Dahl strom were present. Representati ves Coghill,
Sanuel s, and Gruenberg arrived as the neeting was in progress.

SB 121 - CRU SE SHI P DI SCHARGE & | NFO

1: 30: 37 PM

CHAI R RAMRAS announced that the first order of business would be
CS FOR SENATE BILL NO 121(L&C), "An Act relating to discharge
from small commer ci al passenger vessel s; relating to
i nformati on-gat hering requi renents for smal | comer ci al
passenger vessels; providing for an effective date by repealing
the del ayed effective date found in sec. 16, ch. 153, SLA 2004,
and providing for an effective date."

1:30: 51 PM

SENATOR KIM ELTON, Alaska State Legislature, speaking as the
sponsor of SB 121, relayed that the Dbill restores the
alternative conpliance discharge protocols for small ships,
whi ch were passed unaninmously by both bodies of the |egislature
in 2004, as House Bill 522, and which were witten in
conjunction with the Departnment of Environnental Conservation
(DEC) . However, the ballot initiative regarding cruise ship

taxation, regulation and disclosure inadvertently included a
repeal of those protocols. This repeal was not the intention of
the ballot initiative sponsors, and was not noticed by the
| egi sl ature. Neither the initiative sponsors, nenbers of the
public, nor any menber of the legislature has testified agai nst
SB 121. He concluded by saying in part, “This is sonething that
needs to be fixed.”

CHAI R RAMRAS asked how it is known that the initiative sponsors

and the public didn't nmean to put the sanme restrictions on the
smal | cruise ships as the |arge cruise ships.
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SENATOR ELTON responded that those restrictions on waste water
were not inposed by the ballot initiative. These restrictions
were already passed into law by the |egislature. However, the
small cruise ships do not have the space on board for the
required waste water technol ogy. The alternative protocol,
addressed in House Bill 522, was witten for cruise ships wth
fewer than 150 overnight berths. The ballot initiative is a
conpliance review and did not inpose any restrictions on waste
wat er that were not already inposed by |aw.

REPRESENTATI VE GRUENBERG, asked Senator Elton to clarify the
sequence and the process.

[Chair Ranras turned the gavel over to Vice Chair Dahl strom]

SENATOR ELTON responded, expl aining that when House Bill 522 was
i ntroduced, and subsequently passed, it was put into a statute
that was going to be repealed if the ballot initiative passed.
The legislature just failed to notice that they were anending a
statute that could be repealed by the proposed cruise ship
initiative.

REPRESENTATI VE GRUENBERG asked whether the statute was being
brought back to its unanended st at us.

SENATOR ELTON replied yes, and he elaborated that SB 121 also
i ncludes a sunset clause for 2016, as the bill sponsor projected
t hat technol ogy woul d be adequately inproved by then.

REPRESENTATI VE GRUENBERG pondered whether the |egislature should
consider developing a procedure to deal wth any simlar
problens that may arise in the future

[Vice Chair Dahlstromreturned the gavel to Chair Ranras.]
SENATOR ELTON responded that he was willing to help but warned
that such a procedure mght take a lot of thought to consider
all the possible scenarios; the problem may be inherent in the
initiative process.

CHAI R RAMRAS, after nentioning a possible conflict of interest,
turned the gavel over to Vice Chair Dahl strom

1:41:19 PM
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M CHAEL JONES, Di rector, Mar i ne Oper at i ons, Li ndbl ad
Expeditions, noted that Lindblad Expeditions has been operating
two small 62-passenger vessels in Southeast Al aska since 1989.
These two identical sister ships are both U S. built, flagged,
owned, operated, and crewed. Both vessels dock in Juneau,
Petersburg, and Sitka. He comented that the original
| egi sl ation, House Bill 522, provided a process for the DEC to
review and approve alternate conpliance prograns for snall

passenger vessels, and the system worked well. He reflected
that the ballot initiative inadvertently renoved the small ship
alternate conpliance program He concluded by stating that

Li ndbl ad Expeditions supports SB 121.

1:43: 30 PM

RUTH HAM LTON HEESE, Assistant Attorney General, Environnental
Section, Cvil Dvision (Juneau), Department of Law (DOL), in
response to a question regarding the departnment's fiscal note,
said that the initials "G stand for "general permt". She
clarified that SB 121 is not requiring small cruise ships to
have a permt; rather, the bill is drafted such that the best
managenent practices (BWMP) apply to small cruise vessels. She

said she believes that SB 121 does not intend for a permt
system

REPRESENTATI VE GRUENBERG asked whether the DOL and the DEC have
finished reviewing the bill.

M5. HAMLTON HEESE responded that both reviews have been
conpleted and “the bill would restore the program consistent to
what it was before.”

REPRESENTATI VE GRUENBERG asked whether the DOL had any | egal
issues with SB 121.

M5. HAM LTON HEESE replied that she did not believe the DOL had
any problens with the bill.

VI CE CHAI R DAHLSTROM asked if there was any nore testinony, and,
t here bei ng none, closed public testinony on SB 121.

1:47:16 PM
REPRESENTATIVE LYNN noved to report CSSB 121(L&C) out of
commttee with individual recomendations and the acconpanying

fiscal notes. There being no objection, CSSB 121(L&C) was
reported fromthe House Judiciary Standing Commttee.
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VI CE CHAI R DAHLSTROM returned the gavel to Chair Ranras.

HB 128 - O L & GAS PRODUCTI ON TAX: EXPENDI TURES

1: 47:54 PM

CHAI R RAMRAS announced that the final order of business would be
HOUSE BILL NO 128, "An Act relating to allowable |ease
expenditures for the purpose of determning the production tax
value of oil and gas for the purposes of the oil and gas
production tax; and providing for an effective date.” [ Bef ore
the commttee was CSHB 128( RES). ]

CHAI R RAMRAS offered his understanding that the need for |egal
definition of the phrase "inproper maintenance" resulted in HB
128 being referred to the House Judiciary Standing Commttee.

1:49: 47 PM

REPRESENTATI VE KURT COLSON, Alaska State Legislature, sponsor,
concurred with Chair Ranras.

REPRESENTATI VE GRUENBERG inquired whether there was also a
second issue concerning retroactivity.

REPRESENTATI VE COLSON expl ained that HB 128 attenpts to address
the question of who pays for inproper maintenance on the North
Slope, either the citizens of Al aska or the responsible party.

Last year, this bill was offered as an anendment to the
production profits tax (PPT) legislation, but didn't reach the
Senate floor. This bill is now the conpanion bill to SB 80. He
urged support of the bill. In response to a question, he

expressed his belief that +the retroactivity question was
addressed in the last commttee.

1:51:58 PM
KONRAD JACKSON, Staff to Representative Kurt O son, Alaska State

Legislature, explained on behalf of Representative d son
sponsor, that the issue of retroactivity was already addressed

by Legislative Legal and Research Services. He said that the
PPT legislation was a tax bill, the retroactive clause was an
amendnent to that bill, and that such a clause is not unusual

In reviewwng HB 128 for the commttee, he recounted that it
anends the PPT by adding another paragraph to AS 43.55.165(e),
whi ch currently lists 18 itens not consi dered | ease
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expenditures, and are therefore not tax deductible. The
proposed paragraph (19) will disallow as |ease expenditures any
expenses for repair or replacenent of facilities or equipnent
that weren't properly maintained.

MR. JACKSON went on to further explain AS 43.55.165(e)(19) and
its three subparagraphs, (A, (B), and (C. If, for exanple, an
inproperly nmaintained facility “A” results in dimnished
capacity or a shut down, this may cause the downstream facility
“B” to also be shut down or have dimnished capacity. In that
case, those expenses incurred at facility “B’ attributable to
the shut down in facility “A” would also cease to be |ease
expenditures. He finished by stating that “the people of Al aska
do not end up paying for soneone el se’s m stake.”

MR. JACKSON expl ained that the proposed paragraph (20) refers to
the “lead person for exercising oversight”. This is a position
recently created by the governor via Admnistrative Oder No.
234. This new position, Petroleum Systens Integrity Ofice
Coordi nator (PSICC), wll ensure that the infrastructure and
production facilities in the state are rmaintained. The
Petrol eum Systens Integrity Ofice (PSIO wll be wthin the
Depart ment of Natural Resources (DNR).

CHAI R RAMVRAS recollected that while attending a joint House and
Senat e Resources Standing Committee neeting on August 31, 2006,

the committee discussed the value of Jlost o0il revenue and
whet her that would ever be recaptured. He offered his belief
that HB 128 won't address that loss, but wll instead address

the cost from i nproper naintenance.
MR. JACKSON concurred.
2:00:40 PM

DON BULLOCK, Attorney, Legislative Legal Counsel, Legislative
Legal and Research Services, Legislative Affairs Agency (LAA),
after confirmng that he drafted HB 128, explained that as no
other state gets involved in giving upstream deductions when
calculating the value on which the severance tax is based, he
was unable to find any other simlar standards to nodel. The
production tax value under PPT is calculated by starting with
the gross value at the point of production and then subtracting
the costs of production. As a rule, ordinary and necessary
expenses are allowed to be deducted. The costs listed in AS
43.55.165(e) are specifically not allowed to be deducted.
Starting with the premise that this is a new approach, he
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expl ai ned that he |ooked at what the state is giving up when it
gi ves a deducti on.

MR. BULLOCK, acknow edging the costs of deductions, explained
that the oil conpanies are not allowed to deduct any capital
expenditure costs below the value of 30 cents tinmes the total

annual production [of BTU equivalent barrels of oil]. Wen oil
production goes down, this “floor” of deduction limts goes
down, and then nore capital expenditure costs would be all owable
deducti ons. Wth the credits and the deductions, the state

could share up to 42.5 percent of the field costs. He said they
tried to define in HB 121, what Ilevel of [indisc.] are the
operators expected to nmeet in return for the deduction. The
standard in the bill is "good oil field practice.” If the
operator’s performance does not neet this standard, the state
wi Il not give the deductions.

CHAI R RAMRAS rai sed the issue of enforceability that he believed
was one of the concerns of the Departnent of Law (DQOL).

MR. BULLOCK replied that it is comon auditing practice to
determne what is “ordinary and necessary.” The standard for
general deductions for oil field production costs is “ordinary
and necessary” and this is the standard applied by the state in
AS 43.55.165(a). In response to a question, M. Bullock replied
that “ordinary and necessary” is the normal termnology also
used in tax | aw

2:09: 01 PM

ETHAN FALATKO, Assistant Attorney GCeneral, GIl, Gas & Mning
Section, Cvil Division (Juneau), Departnent of Law (DQ.),
reflected that the DOL was confortable with the bill. He said
he could not recall what question there may have been as to the
i ssue of enforceability, though he clarified that he was “pinch
hitting” for a coll eague as the spokesperson fromthe DOL.

REPRESENTATI VE GRUENBERG provided that he did not want to
include language in the bill that wll pronulgate litigation.
He then asked for a clarification on the process after a
deduction is taken.

2:11:16 PM
KEVI N BANKS, Acting Director, Central Ofice, Dvision of Ol &

Gas, Departnent of Natural Resources (DNR), explained that the
Departnment of Revenue (DOR) has responsibility for collecting
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t axes. He noted that HB 128 wll add provisions [to AS
43.55.165(e)] that wll not allow cost [deductions] due to
“i nproper maintenance”, with sone definition as to how that wll
be acconpl i shed.

CHAI R RAMRAS asked that the w tnesses speak specifically about
retroactivity.

MR. BULLOCK opined that there is not a problem wth the
retroactive provision [included in Section 5]. He offered that
the PPT legislation was already retroactive. The U.S. Suprene
Court in Wlch v. Henry ruled that given the inportance of
taxes, the state legislature can amend a tax and apply it
retroactively. He surmsed that if other provisions of the PPT
| egislation have resulted in |less [revenue] than anticipated,
then the legislature would have the power to go back and nake
corrections. He suggested that this bill is simlar to those
types of adjustnents which the court has all owed. After a
reasonabl e anobunt of tine has passed for the |egislature to | ook
at the effect of the law, it does have the power to neke a
retroactive change in the |aw.

VR. FALATKO concurred wth that sunmat i on, t hat it was
consistent with his research. G ven the current tineline, he
said he did not believe this should be an issue.

MR. BULLOCK said there have al so been nore recent Al aska Suprene
Court cases that have upheld the retroactivity of production tax
regul ati ons.

2:16: 04 PM

REPRESENTATI VE GRUENBERG indicated that all of his questions
have been answer ed.

MR. BANKS, in response to a question, said that he is
confortable with the legislation, even should it progress into
litigation. He went on to explain the relationship between the
DNR and the DOR. The DOR auditor may flag a cost, believing it

to be associated with an inproper naintenance issue. At that
point, the DOR has the option to consult with the DNR or the
PSI O The PSIO staff will be able to offer consulting services

to the DOR to help determ ne whether the cost is inproper, as
defined in this |egislation.

MR. BANKS further explained that the purpose of the PSIO is to
coordinate the oversight of those oil industry activities
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upstream of the regul ated pipelines. He said the PSIO intends
to coordinate the regulatory authorities of: the Departnent of
Environnmental Conservation (DEC) for environnmental protection;
the DNR for |and use, water use, and coastal zone nanagenent
and the state according to the stipulations that apply under its
| eases and unit agreenents with the | essees. In addition, he
said, the PSIO will be working with sone federal agencies,
i ncl udi ng the DOT&PF

MR. BANKS clarified that the PSIO will provide oversight to
ensure the industry has appropriate quality assurance prograns
in place, regardless of what changes are nmade to the PPT
| egi sl ati on. The PSIO staff will nonitor industry activities,
and provide consulting services to the DOR should any questions
ari se concerning costs associated with inproper maintenance. He
offered his belief that should the |legislation be litigated, the
PSI O woul d assi st the DOR by providing expert wtness testinony.

REPRESENTATI VE GRUENBERG surm sed that HB 128 addresses the
deductibility of the cost of correcting the danmages. He asked
whet her, as a conpany would have been failing to nmaintain the
equi pnrent, there would be other tax issues from prior tax years
t hat ought to be revi ened.

2:23: 56 PM

JONATHAN | VERSEN, Director, Anchorage Ofice, Tax Division,
Departnent of Revenue (DOR), in response to a question, offered
to explain the process as it was encountered during the norma
audit cycle, which would begin in the winter. He explained that
the auditors would be looking in suspect areas for large or

unusual expenses. The auditor, exercising sonme discretion,
woul d pick suspect ar eas, check any authorizations for
expenditures (AFE s), and ask for docunentation to the
deductions the taxpayer 1is requesting. He suggested the
auditors would also focus on areas that nmake the news. A

parallel track to this would be litigation, whereby part of a
claim could be for |ost taxes. He concl uded by expl ai ning that
the DOR would only becone aware of any tax issues when the
t axpayer has cl ai ned t he expenses.

REPRESENTATI VE  GRUENBERG surmi sed that the state would
potentially be proceeding on two fronts: [|itigation for damages
by the DOL, and correct tax filing by the DOR  He asked whet her
the statute of limtations is long enough with regard to the two
i ssues of damages and back taxes, in order to protect the
state’s interests to the maxi mum extent possible.
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MR. I VERSEN, in response to the question, said that the DOR has
three years from the tinme the return is filed to conplete its
audi ts. If HB 128 is passed, anended returns would need to be
filed by the taxpayers within 90 days of the bill’s passage.

MR. BULLOCK added that Section 4 contains the transitional
provi sions, which describe what is expected of the operators and
producers if this bill passes. He clarified that there is, in
general, a three-year statute of limtations. The DOR has three
years to audit and the taxpayers have three years to file
anended returns. In response to a question, he offered his
belief that there is a statute of limtations for six years on
[ danages] clains that the state can file.

REPRESENTATI VE GRUENBERG, referring to an earlier comment
regarding clains for taxes lost, requested confirnmation that the
state would not be barred by a statute of limtations.

2:32:41 PM

JUDY BRADY, Executive Director, Alaska Ol and Gas Association
(AOGA), said that the AOGA opposes HB 128. She offered sone
background context on the oil tax history in A aska. Al aska had
a gross tax with the Economic Limt Factor (ELF) production tax.
From 1987 to 2005, the average price of oil per barrel was $18.
The tax level for the oil producers was 67 percent. The state
of Al aska had one of the highest tax rates in the world. She
directed attention to the references of the higher tax rates
(70-80 percent) by other countries on oil producers. She noted
that this higher tax rate package included an allowable return
rate of 150 percent on the oil producers’ capital investnents
within the first five years. She pointed out that these
countries took the risks along with the oil producers, and then
the countries demanded a very high return

M5. BRADY offered her belief that the state of Alaska took no
risk with the conpanies and [still] demanded a very high return

She reported that the production of oil is falling fromthe 1988
production rate of 2.1 mllion barrels per day to the current
rate of 700,000 barrels per day. She suggested that wth
maturing oil fields and higher capital costs, if the state wants
a higher tax rate with higher prices, the state will have to
take sone of the risks. She offered her belief that this higher
tax for higher risk was what the “PPT was all about.” The PPT

is a different systemthan any other state.
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[ Chair Ranras turned the gavel over to Vice Chair Dahl strom]

M5. BRADY continued, reiterating that the state needs to take
part of the risk in return for receiving higher taxes when oil
prices are higher. She relayed that nenbers of the legislature
have always been concerned wth protecting the state’'s
interests; they did not want the state to pay for gross
negligence, wllful msconduct, fraud, or any costs incurred for
contai nment control, clean up, or renoval in connection with any

unpermtted release of oil. The state has zero tolerance for
spills. Ms. Brady continued with background of the oil tax
history in Al aska, recounting the August 6, 2006, British
Petroleum (BP) oil leak on the North Slope and the subsequent

August 9 neeting of the Senate Special Commttee [on Natural Gas
Devel opnent], at which tinme the nenbers expressed that the state
not accept any responsibility for costs or |losses related to
spills. She remarked that two prior anmendnents have been
offered with regard to inproper nmintenance, but each was voted
down in commttee.

M5. BRADY continued to explain that when the discussion of
i nproper maintenance came up this year as HB 128, there were
many sponsors, as nenbers were concerned. She offered her
belief that the DEC, DNR, DOR, and Alaska Gl and Gas
Conservation Comm ssion (AOCGCC) all had problenms with how [HB
128] was worded, as it contains no standards for corrosion.
From ACGA's viewpoint, Alaska is already protected. She pointed
out that during Novenber 2006, the state withdrew $8 nillion
fromthe [OG 1 and Hazardous Substance Rel ease Response Fund] for
a DOL and DEC study regarding the recovery of all state costs
and | ost revenues occasioned by the August 6 spill. That study
is still ongoing.

MS. BRADY commented that under PPT the state has already taken

action to separately review all the issues being discussed
t oday. This review is ongoing, and being conducted under
exi sting authorizations. She referred to the [current non-

deductions to |lease expenditures listed in AS 43.55.165(e)],
noting that she believes these [non-deductions] already address
those issues that HB 128 is intended to address. Costs arising

from fraud, wllful msconduct, gross negligence, or for
containnent control, <clean wup, and renoval wuld not be
[ al | owabl e | ease expenditures]. Legislators last year and this

year have made clear they don't want the state to participate in
the cost for risks that were badly handl ed by the oil conpani es.

2:41:44 PM
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M5. BRADY asked how an auditor will make a decision every tine a
capital cost is shown as a deduction. She commented that the
mai n deci sions would be obvious. She suggested that for the
other |ess obvious decisions, the l|egislature include a proxy
[ based on Dr. A Pedro H van Meurs suggestion to disallow the
first $0.30 per BTU equivalent barrel as “lease expenditures”].
This would increase the taxes the oil industry pays by about $45
mllion each year, a reasonable maintenance requirenent for a
field of this size. This would be paid by the oil producers
each year, whether or not there is an incident or a naintenance
i ssue. She opined that HB 128 proposes to add anendnents to the
PPT which are not required because the state’'s interests are

al ready protected. She warned that passage of HB 128 w |l nmake
the inplenentation of the PPT very difficult. She al so
predicted that the bill’s passage could lead to a return of the

problenms within the ELF system when the legislation did not
present clear direction.

M5. BRADY predicted that should this lead to billions of dollars
in tax disputes, neither the conpanies nor the state agencies
would be able to progress, as they would be concerned wth
i nfluencing the outconme of the disputes. | f an auditor begins
to red flag itenms in the first year of a three year audit, and
allowing for an additional three years after the conpletion of
the audit for an anended response, a decision will be unclear
for many years. She questioned what would be the red flag for
an auditor, as HB 128 does not tie to a particular incident, but
instead to a capital expense requested as a deducti on.

M5. BRADY called attention to the [PSIOC] position, commenting

that this person wll be given authority wequal to the
conm ssioners of the DNR, the DOR, and the DEC, yet this person
wi Il not have been subject to confirmation by the |egislature.
She cited two itens that she believes will be difficult to tie
to the issue of inproper naintenance: related increnental
operating expenses and di m ni shed capacity. She reflected that

during a repair situation, operators should not be thinking
about curtailing capacity and the resulting issues of an audit;
instead, they should be focusing on what 1is necessary for
safety.

M5. BRADY al so expressed concerns regarding the retroactivity
provision in the bill. She summarized that the AOGA thinks this
may offset the whole purpose of the [PPT] which was to conbine
hi gher risk wth higher taxes. She expressed concern with a
[ possi bl e] constant |egal struggle. She enphasized that no
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ot her state does what is bei ng pr oposed [via AS
43.55.165(e)(19)] and the operators don't require this degree of
“sinpl e negligence issues” anong thensel ves.

2:47:14 PM

CHAI R RAMRAS observed that if the oil conpanies didn't take the
deductions, in this instance for a level of negligence, the
| egi slature woul dn't have had to contenplate what he
characteri zed as onerous | egislation. He offered an anal ogy of
auto insurance and the decision after an accident between
personal paynent or filing a claim He stressed that had the
producers assuned responsibility for the oil leak and paid the
full cost wthout using the deductible formula allowable under
PPT, there would have not been a need for HB 128. He said he
| ays the blane squarely at the feet of the oil producers for not
handling the situation properly, and the result has been this
| egi slation. He concluded by stating that the responsibility of
the House Judiciary Standing Commttee is to consider whether
the legal tools in HB 128 are sufficient to defend the state's
interests.

M5. BRADY offered that it would be good for the conmttee to
have a DOL representative involved in the aforenentioned
response fund study to determ ne what cost the state believes it
deserves. The additions proposed via HB 128 are already being
adm ni stered by the DEC and the DOL.

MR. FALATKO responded to a question on the issue of statute of
[imtations that he had not yet reviewed them

MR. BULLOCK pointed out that HB 128 is a tax bill and deals with
qualifications to take deductions and credits. The i ssues
involving | osses the state may have are separate litigation. If
those | osses include a |loss of tax revenue, then the |oss would
be determ ned by the net anount due after the application of the
deductions under the current |aw and those deductions provided
by this tax bill. He concluded that the bill is subject to the
three-year statute of limtations.

REPRESENTATI VE SAMJELS asked whether, if BP chose not to take
the deductions, that would become an admission in a crimnal
case, and, therefore, it has to take the deducti ons.

MR, BULLOCK rem nded the conmttee of the confidentiality of a

tax return. The DOR would be precluded from disclosing the
deduction and whether or not it was taken on the return. He
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added that these tax records would be difficult for the FBI to
sei ze.

REPRESENTATI VE  SAMJELS asked  whet her the definition of
"inmproper" has been sufficiently determ ned.

MR. BANKS relayed that proposed AS 43.55.165(j) contains a
definition of "good oil field practice" that references industry
standards as published by the Anerican Petroleum Institute and
f eder al regul ati ons, and this does addr ess “i mpr oper
mai nt enance” by reference to those standards.

REPRESENTATI VE SAMJELS asked whether the ongoing crimnal case
had been determned to be a federal or a state case.

MR. FALATKO offered that he was not aware whether crim nal
charges have been fil ed.

REPRESENTATI VE SAMJELS asked if there is a federal investigation
of BP or any individuals.

REPRESENTATI VE OLSON responded t hat he had not heard.
MR. FALATKO al | owed that he was not aware of an investigation
2:55: 53 PM

MARY JACKSON, Staff to Senator Tom Wgoner, Alaska State
Legi sl ature, conveyed on behalf of Senator Wgoner, sponsor of
the Senate conpanion bill, that federal congressional offices
are holding hearings, which are currently postponed pending
recei pt of materials prom sed fromthe conpany under questi on.

MR. JACKSON expl ai ned that nenbers' packets contain a nmenorandum
from U S. Representative John Dingell, Chairman, Conmmttee on
Energy and Commerce that reference the hearings.

REPRESENTATI VE SAMJELS asked again whether having crimnal
charges filed against it would affect BP s comng forward and
claiming the deduction. He wanted to know if BP not filing a
deduction woul d be used against it as an adm ssion of qguilt.

MR. JACKSON replied that he did not know.
REPRESENTATI VE SAMJELS offered his recollection that the federal

government had pondered filing crimnal charges against both BP
and specific conpany enpl oyees.
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CHAIR RAMRAS relayed that the congressional hearings on the
Prudhoe Bay shutdown had been rescheduled for May 16 and that BP
was schedul ed to appear.

2:58: 17 PM

REPRESENTATI VE GRUENBERG referred to the |anguage in proposed AS
43.55.165())(4) and asked why it doesn't include other gases.

CHAI R RAMRAS poi nted out that gas is already broadly defined.

MR. BULLOCK offered that [the wording in the proposed amendnent]

relates to “good oil field practice” and the inplication
i ncludes good gas field practice. CGenerally gas is associated
with oil, but the conmttee could add to the bill to nore

directly address the gas issue. The wording is sinply trying to
establi sh standards that woul d be used as a basis.

CHAI R RAMRAS observed that it is a broad definition.

REPRESENTATI VE LYNN nentioned a reference to “gas facilities” in
Section 2 of HB 128.

CHAI R RAMRAS expressed satisfaction that HB 128 is a tax bil
with defensible |anguage that the DOL can take into a court of
I aw.

MR. BANKS, in response to an earlier question, relayed that nost
engi neers consider the novenent of all types of fluids, and that
gas is sinply a different state of fluid.

REPRESENTATI VE GRUENBERG surmsed that this would include the
transportati on of gases other than hydrocarbon gases.

MR. BANKS agreed that this woul d be possible.

VR. BULLOCK added that the language in proposed AS
43.55.165(j)(4) sinply pertains to the standards that would be
expected in an oil field, whatever they would be transporting
t hrough the pipeline. He allowed the |anguage was to include
things other than production from the wells and this |anguage
| eaves that open.

CHAIR RAMRAS stated the committee nenbers did not have any

anendnents to add, and asked if the admnistration had any
amendnents that would enhance HB 128.
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MR. | VERSEN r esponded that he had nothing to add.

CHAl R RAMRAS concl uded, then, that the state, the drafter, the
Department of Ol & Gas, and the DOR were all satisfied.

MR. BULLOCK concurred that the bill provides a standard that can
be appli ed.

3:04: 32 PM

REPRESENTATI VE DAHLSTROM noved to report CSHB 128(RES) out of
commttee with individual recomendati ons and the acconpanying
fiscal notes. There being no objection, CSHB 128(RES) was
reported fromthe House Judiciary Standing Comrttee.

ADJ OURNMENT

There being no further business before the conmttee, the House
Judiciary Standing Conmttee neeting was adjourned at 3:05 p. m

HOUSE JUD COW TTEE -19- May 7, 2007



