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VEMBERS PRESENT

Representative Carl Gatto, Co-Chair
Representative Crai g Johnson, Co-Chair
Representative Vic Kohring
Represent ati ve Bob Roses
Represent ati ve Paul Seaton
Represent ati ve Peggy W1 son
Representati ve Bryce Edgnon
Representative David Guttenberg
Representative Scott Kawasaki

MEMBERS ABSENT
Al l menbers present
COW TTEE CALENDAR
HOUSE BI LL NO. 186
"An Act relating to sharing with certain federal agencies
records required of sport fishing guides."

- MOVED CSHB 186(FSH) OUT OF COW TTEE
HOUSE BI LL NO. 128
"An Act relating to allowable | ease expenditures for the purpose
of determning the production tax value of oil and gas for the
pur poses of the oil and gas production tax; and providing for an
effective date."

- HEARD AND HELD; ASSI GNED TO SUBCOW TTEE

HOUSE BI LL NO. 203
"An Act creating the Kodi ak Narrow Cape Public Use Area."

- HEARD AND HELD
HOUSE BI LL NO. 176
"An Act creating the Fort Rousseau Causeway State Historical
Park."

- SCHEDULED BUT NOT HEARD
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HOUSE BI LL NO. 194

"An Act relating to fines for <certain offenses involving
aeronautics, alcoholic beverages, boats, fish and gane, health
care records and public health, nedical review organizations,

public restroom facilities, snoki ng, shel ter cabi ns,
refrigerators and simlar equipnment, radiation sources, high
voltage lines, child Iabor, enploynent in underground nmines,
marriage |icenses, nmotor vehicles and driver's licenses,

ignition interlock devices, pipelines, use of the state seal
and emssions requirenents; relating to the maxinmum fine
provi ded for violations and infractions and to the definition of
"'m nor of f enses’ ; redesi ghati ng certain fish and gamne
m sdeneanor offenses as class A misdeneanors; relating to
viol ations and offenses that are conmtted on state |and, water,
and land and water or that are related to water managenent or
dam and reservoir safety; amending Rule 8(b), Al aska District
Court Rules of Crimnal Procedure; and providing for an
effective date.”

- SCHEDULED BUT NOT HEARD

HOUSE JO NT RESCLUTI ON NO. 4

Requesting the Federal Subsistence Board to reconsider its
decision regarding the subsistence fishery priority given to
Ni nil chik residents.

- SCHEDULED BUT NOT HEARD
PREVI QUS COW TTEE ACTI ON
BILL: HB 186

SHORT TI TLE: SPORT FI SHI NG GUI DE RECORDS
SPONSOR(s): REPRESENTATI VE(s) HARRI' S BY REQUEST

03/ 12/ 07 (H READ THE FI RST TIME - REFERRALS
03/ 12/ 07 (H) FSH, RES

03/ 19/ 07 (H) FSH AT 8:30 AM BARNES 124

03/ 19/ 07 (H) Heard & Hel d

03/ 19/ 07 (H) M NUTE( FSH)

03/ 21/ 07 (H) FSH AT 8:30 AM BARNES 124

03/ 21/ 07 (H Moved CSHB 186(FSH) Qut of Conmittee
03/ 21/ 07 (H) M NUTE( FSH)

03/ 22/ 07 (H FSH RPT CS(FSH) NT 4DP 2NR

03/ 22/ 07 (H DP: JOHNSON, LEDOUX, EDGMON, SEATON
03/ 22/ 07 (H) NR. JOHANSEN, HOLMES

03/ 26/ 07 (H RES AT 1: 00 PM BARNES 124
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03/ 26/ 07 (H -- MEETI NG CANCELED - -
03/ 28/ 07 (H RES AT 1: 00 PM BARNES 124
BILL: HB 128

SHORT TITLE: O L & GAS PRODUCTI ON TAX: EXPENDI TURES
SPONSOR(s) : REPRESENTATI VE(s) OLSON

02/ 12/ 07 (H) READ THE FIRST TIME - REFERRALS
02/ 12/ 07 (H) G RES, FIN

02/ 22/ 07 (H) O8G AT 3:00 PM CAPI TOL 124
02/ 22/ 07 (H Heard & Hel d

02/ 22/ 07 (H) M NUTE( 0%G)

03/ 01/ 07 (H) O8G AT 3:00 PM CAPI TOL 124
03/ 01/ 07 (H) Moved CSHB 128(0%G) Qut of Committee
03/ 01/ 07 (H) M NUTE( 0%G)

03/ 05/ 07 (H) &G RPT CS(&G) 3DP 1NR
03/ 05/ 07 (H) DP: DOOGAN, RAVRAS, OLSON
03/ 05/ 07 (H) NR. SAMUELS

03/ 19/ 07 (H) RES AT 1: 00 PM BARNES 124
03/ 19/ 07 (H) Heard & Hel d

03/ 19/ 07 (H) M NUTE( RES)

03/ 21/ 07 (H) RES AT 1: 00 PM BARNES 124
03/ 21/ 07 (H) Heard & Hel d

03/ 21/ 07 (H) M NUTE( RES)

03/ 23/ 07 (H) RES AT 1: 00 PM BARNES 124
03/ 23/ 07 (H) Heard & Hel d

03/ 23/ 07 (H) M NUTE( RES)

03/ 26/ 07 (H) RES AT 1: 00 PM BARNES 124
03/ 26/ 07 (H) -~ MEETI NG CANCELED - -

03/ 28/ 07 (H) RES AT 1: 00 PM BARNES 124
BILL: HB 203

SHORT TI TLE: KODI AK NARROW CAPE PUBLI C USE AREA
SPONSOR(s) : REPRESENTATI VE(s) LEDOUX

03/ 14/ 07 (H READ THE FI RST TIME - REFERRALS
03/ 14/ 07 (H) RES, FIN
03/ 28/ 07 (H) RES AT 1: 00 PM BARNES 124

W TNESS REG STER

TOM WRI GHT, Staff

Representative John Harris

Al aska State Legislature

Juneau, Al aska

PCSI TI ON STATEMENT: Presented HB 186 on behalf of the sponsor,
Representative Harris by request.
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DOUGLAS VI NCENT- LANG, Speci al Projects Coordi nator

Di vi sion of Sport Fish

Al aska Departnent of Fish & Gane ( ADF&G

Anchor age, Al aska

PCSI TI ON STATEMENT: Provided infornmation related to HB 186.

BERNARD HAJNY, Manager

Production Tax and Royalties Al aska

BP Expl oration Al aska

Anchor age, Al aska

PCSI TI ON  STATEMENT: Provided testinony focusing on specific
provisions of HB 128 and their inpact on the new petroleum
production profits tax.

GARY ROGERS, Production Audit Mnager

Tax Divi sion

Depart nent of Revenue (DOR)

Anchor age, Al aska

POSI TI ON  STATEMENT: During hearing of HB 128, answered
guesti ons.

M CHAEL HURLEY, Director

of State Governnent Rel ations

ConocoPhi |l I'i ps Al aska, Inc.

Anchor age, Al aska

POSI TI ON STATEMENT: Testified in opposition to HB 128.

M CHAEL FRALEY, Tax Counsel

ConocoPhi |l I'i ps Al aska, Inc.

Anchor age, Al aska

POSI TI ON STATEMENT: Testified in opposition to HB 128.

REPRESENTATI VE GABRI ELLE LEDOUX

Al aska State Legislature

Juneau, Al aska

PCSI TI ON STATEMENT: Spoke as the sponsor of HB 203.

SUZANNE HANCOCK, st aff

Representative Gabriell e LeDoux

Al aska State Legislature

Juneau, Al aska

PCSI TI ON STATEMENT: Presented HB 203 on behalf of the sponsor,
Represent ati ve LeDoux.

DI CK MYLIUS, Director
D vision of Mning, Land and Vater
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Depart ment of Natural Resources

Anchor age, Al aska

PCSI TI ON  STATEMENT: During hearing of HB 203, answered
guesti ons.

Bl LL BURTON, Oamner

Kodi ak Ganme Ranch

Kodi ak, Al aska

PCSI TI ON  STATEMENT: During hearing of HB 203, suggested
including that existing grazing rights or |eases be included as
one of the purposes of the Kodiak Narrow Cape Public Use Area.

ACTI ON NARRATI VE

COCHAIR CARL GATTO called the House Resources Standing

Commttee neeting to order at 1:04:37 PM Represent ati ves
Gatto, Johnson, Roses, Quttenberg, WIson, and Edgnon were
present at the call to order. Representatives Kawasaki

Kohring, and Seaton arrived as the neeting was in progress.

HB 186- SPORT FI SHI NG GUI DE RECORDS

1: 04: 54 PM

CO CHAI R GATTO announced that the first order of business would
be HOUSE BILL NO 186, "An Act relating to sharing with certain
federal agencies records required of sport fishing guides."

1: 05: 12 PM

TOM WRI GHT, Staff, Representative John Harris, Al aska State
Legi sl ature, explained that HB 186 authorizes the departnment to
rel ease records required of sport fishing guides to the National
Cceanic and Atnospheric Administration (NOAA) and the National
Marine Fisheries Service (NWS). He expressed hope that this
would allow NOAA and NMFS to make better decisions regarding
al I ocation and | aw enforcenent.

1: 06: 22 PM

DOUGLAS VI NCENT- LANG, Special Projects Coordinator, D vision of
Sport Fish, Alaska Departnment of Fish & Game (ADF&G5, inforned
the commttee that when the departnment originally addressed
guide licensing and business licensing in the sport fish guide
i ndustry, there was agreenent to rmake the information
confidential . That agreenent of confidentiality was nade
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because the |ogbook contained the client lists of the sport
fishing businesses. He said that there was never the intent to

not allow full enforcenent of sport fish guiding around the
state. An exanple of that recently arose in the North Pacific
Fi shery Managenment Council (NPFMC). In that case, the inability

to share |ogbook information with NWMS enforcenent elim nated
the preferred alternative tool of both the sport fishing charter
industry and NPFMC, in terns of regulating the fishery to obtain
t he guideline harvest |evel. Since the information couldn't be
shared, the federal program would have to institute its own
mari ne | ogbook program and the charter vessel operators would
have to have two |ogbooks onboard. He related that even
anending the statute as suggested in HB 186, the information
woul d have to remain confidential unless there's a violation and
the matter nade it into the court system Under the court
system the information pertaining to the violation would be
publi c. Therefore, this legislation would nerely allow sharing
of confidential information wth NWS enforcement and the
| nt er nat i onal Pacific Halibut Commssion (IPHC) wth the
understanding that they would keep it confidential except for
the enforcenment of fishing regulations in the state.

1:09:17 PM

REPRESENTATI VE SEATON recalled that the original concern was
that the information remain confidential, which the conmttee
has been ensured is the case wth this [|egislation.
Representative Seaton said that he's confortable wth [CSHB
186(FSH) ] .

1:09:49 PM

CO- CHAIR GATTO related his wunderstanding that Representatives
W1 son and Edgnon agree with Representative Seaton's statenent.

CO- CHAI R JOHNSON noted his agreenent with this |egislation.

CO- CHAIR GATTO then noted that the legislation is supported by
t he Sout heast Al aska Fi sherman's Alli ance.

1:10: 42 PM

CO CHAIR GATTO, wupon determning that no one else wshed to
testify, [announced that public testinony was cl osed].

1:10: 52 PM
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CO CHAIR JOHNSON noved to report CSHB 186(FSH) out of conmittee
wi th individual recomendations and the acconpanying zero fiscal
notes. There being no objection, it was so ordered.

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

1:11: 18 PM

CO- CHAIR GATTO announced that the next 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 conmttee was CSHB 128( (&5, as anended at the WMarch 23,
2008, hearing.]

1:12: 44 PM

BERNARD HAJNY, Manager, Production Tax and Royalties Al aska, BP
Expl oration Al aska, paraphrased from the following witten
testinmony [original punctuation provided]:

| would Ilike to clarify that ny testinony today
focuses on the specific provisions of HB 128, and
their inpact on the new Petroleum Production Tax, or
“PPT,” from ny perspective as sonmeone wthin BP
charged wth conplying wth it. I am a tax
professional, and not an expert in QI Transit Lines,
corrosion, pipeline operations or pigging; and it
woul d be inappropriate for nme to talk about those

areas. | am here to talk about House Bill 128 and its
inplications for BP as one of Alaska s |argest
t axpayers.

Last nmonth  senior BP techni cal and operations

managenent, Tony Brock and Mke Usler, updated the
Legislature on the status of our efforts to address
the issues we discovered at Prudhoe Bay |ast year. |
can confirm that both Tony and Mke are available in
the future should this Comrittee require further
updates on the technical and operations issues
relating to Prudhoe Bay.

1:14:18 PM

There are two slides for ny presentation today, which
are printed out on the front and back of a one-sheet
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handout that has been distributed to you. Please | ook
at the first slide on ny handout, which is the one
entitled “BP Presentation to the House Resources
Conmittee.”

The PPT is working for the State of Alaska, and | nean
“working” in three senses of the term First, it is
“working” in the sense that the PPT regul ations by the
Department of Revenue clarify in several crucial ways
how t he pieces of the PPT fit together. Taxpayers know
what 1is expected of them in conmputing and mnaking
nmonthly installment paynments, and in naking the annual
true-up on March 31st of the foll ow ng year.

Second, the PPT is “working” in the sense of providing
a mpjor increase in state production tax revenues | ast
year. For BP, its production tax nearly tripled from
about $180 mllion wunder the old [economic limt
factor] ELF-based tax for the |last nine nonths of | ast
year, to over $500 mllion under the PPT for those
months. This is fully in line with the Legislature’s
expectati ons about the PPT's revenue effects.

Third, the PPT has promse to “work” in response to
the question on ny slide that asks, “WII Al aska
attract sufficient investnment to stem production
decl i ne?” The bulk  of the known and likely
opportunities in Alaska for investing in production
are concentrated in the existing fields — that is,
investing to slow their decline, to increase the
ultimate recovery from them and to discover ways to
devel op and produce the 20+ billion barrels of heavy
and viscous oil that are already known. The PPT is
significantly better suited for this future than the
ELF ever was. In addition, through its credit for
capi tal expendi t ur es, it provides an investnent
incentive that was absent fromthe old ELF-based tax.

1:16: 29 PM

MR. HAJNY conti nued:
But even though the PPT structurally has promse in
attracting the new investnent that will be needed to
deal wth the threat of declining production, BP

believes the PPT is suboptimal for the State because
the tax rate is too high. If you wll look at ny
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second slide —the graph on the back of the one-page

handout —you will find Al aska at the wong end of the
spectrum in terns of governnent “take” at the margin.
| nvestnents in Alaska nust conpete successfully

agai nst opportunities elsewhere, and by lowering the
PPT rate Alaska would increase the conpetitiveness of
its investnent opportunities. The production from
those investnents will, we are convinced, increase the
total revenues from Al aska’ s property and incone taxes
and royalties by nore than any reduction in the PPT
that mght result.

1:17: 26 PM

Now, | would ask you please to turn back to the slide
on the front of the handout. HB 128 would introduce
unnecessary uncertainty into the PPT. W agree wth
the AOGA testinony given by Judy Brady about the
overlap between existing terns in the PPT and the new

standard of “inproper” nmaintenance under this Bill,
which either nmakes the Bill unnecessary or neans its
enactnment will create serious anbiguities. I wll not

repeat that testinony now.

Those questions about what constitutes “inproper”
mai nt enance only deal with the matter of when the new
provi sions of HB 128 would be triggered. What | would
like to focus on is what happens under HB 128 after
that trigger is pulled. So I1'd ask you to imagine a
hypot hetical future situation that indisputably arises
from i nproper maintenance.

1:18:15 PM

MR. HAJNY conti nued:

If you look at page 3 of the Bill, beginning at line
23, you will see three subparagraphs in paragraph (19)
that are designated “(A)”", *“(B)” and “(O". It 1is

t hese subparagraphs that specify what happens after
t he i nproper-mintenance trigger is pulled.

For the nmoment | would like to skip over subparagraph
(A) in order to talk about (B) and (C), which raise
questions about sound tax policy. Then 1’'lIl cone back
to (19)(A), which presents an entirely different kind
of issue.
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Subpar agraph (19)(B) disallows any costs determ ned by
t he Conm ssioner of Revenue to have been “incurred to
mai ntain the operational capability of facilities or
equi prrent shut down because  of - i mpr oper
mai nt enance of property or equipnment[.]”

The first thing to note is that the disallowance is

not limted to stand-by costs for Kkeeping up the
operational capability of the property or equipnent
that was inproperly maintained. Wen you read the
Bill closely, you see that what is disallowed are the

costs of sustaining the operational capability of
shut-down “facilities or equipnent”, while the trigger
is inproper rmaintenance of “property or equipnent”
(enmphasi s added). Because these phrases are different,
they cover different things. In other words, (19)(B)
woul d permt disallowance of all costs of standing by
and staying ready to resunme production — even the
portion of stand-by costs for facilities and equi pnent
that were properly naintained.

1:19: 51 PM
MR HAINY conti nued:

Does this make sense? (19)(B) penalizes spendi ng noney

to “mai ntain . oper at i onal capability” by
di sallowing those costs. | hope that we would want a
field to get back up and running as soon as possible
after a shut-down, but (19)(B) will be an obstacle to
t hat .

Subpar agr aph (19) (O simlarly di sal | ows costs
determined by the Comm ssioner of Revenue to be
“incremental operating expenses incurred as a result
of operating facilities or equipnment at dimnmnished
capacity when that dimnished capacity is caused by

i nproper nmai ntenance of property or equipnent.”

Here, again, the disallowance is not I|imted to
di m ni shed capacity of +the “property or equipnment”
t hat was i nproperly mai nt ai ned, but i ncl udes

di m ni shed capacity of any “operating facilities or
equi pnent ” (enphasi s added).

Does this nake sense from a tax policy point of view?
Again, | don’'t think so. Subparagraph (19)(C) is
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effectively saying that if it costs nore to run a
field at dimnished capacity, the State will deter a
producer from doing so by disallowing those costs. |

should think that having part of a field in
production, even at a higher-than-normal operating
cost, is better than having it conpletely shut down —
especially in light of state royalties and inconme tax
which are both enhanced by keeping the field in
production. |If anything, (19)(C) should be reducing
the PPT as an incentive for keeping as nmuch of a field
in production as possible, but it does precisely the
opposi te instead.

Thus, | submt, both (19)(B) and (19)(C go off in
exactly the wong direction from what is sound tax
policy for the State, and both of them should be taken
out of the Bill.

1: 21: 40 PM
MR. HAJNY conti nued:

This gets nme back to subparagraph (19)(A) on page 3 of
the Bill at lines 23 - 24. Under this subparagraph
any costs determ ned by the Conm ssioner of Revenue to
be “related to the repair or replacenent” of the
i nproperly maintained property or equipnent are
di sall oned. The problem with this new disall owance is
that it “double-dips” on the flat-rate 30 cents-a-
barrel disallowance under paragraph (18). Judy Brady
has explained how this 30-cent disallowance by Pedro
van Meurs was directed at exactly the sane issue that
(19) (A addr esses, and how the Senate Speci al
Committee on Natural Gas Devel opnent then rejected a
proposal like (19)(A) twice in favor of the van Meurs
flat rate disallowance in paragraph (18). | wll not
repeat those details now.

Even paragraph (18) went too far and was ill-advised.
QO her provisions in the PPT |aw already address, and
deal with, the questions about adequate nmaintenance,
and do so in a fair and reasonable way. |If the
objective is to nake the PPT a better law for the
future, then HB 128 should repeal paragraph (18).
Instead, the Bill proposes to conpound the error not
only by keeping paragraph (18), but also by adding
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subparagraph (19)(A) to double-dip on the very sane
costs that paragraph (18) already disall ows.

This concludes our testinmony on HB 128. Thank you
again for this opportunity to appear before you.

1: 23: 15 PM

MR. HAINY, in response to Co-Chair Gatto, explained that the
$.30 is calculated such that $.30 a barrel is multiplied by the
total nunber of barrels produced. That dollar anmount reduces
both the capital expenses and the |ease expenditures, and thus
reduces the opportunity for a deduction and a credit.
Therefore, it reduces the deduction against the 22.5 percent tax
rate as well as against the 20 percent credit. He recalled that
Dr. van Meurs estimated that the $. .30 will anmount to about $40
mllion at 900,000 barrels a day; $40 mllion that the industry
woul dn't be allowed to deduct as costs or to obtain as credits
under the PPT. He opined that Dr. van Meurs was trying to point
out that there are going to be expenditures dealing wth
mai nt enance and specific issues for which the $.30 is to
addr ess.

1: 26: 09 PM

REPRESENTATI VE W LSON, referring to paragraph (18) on page 3,
lines 13-18, pointed out that in the future there wll be
increases in inflation and increased costs to fix things.
Therefore, it's probably not in the state's best interest to
leave it as a flat anount because in the |long-term sonmeone wll
be responsible for paying the remai nder beyond the flat rate.

1: 27: 19 PM

COCHAIR GATTO asked if BP made nore noney the vyear the
petrol eum production profits tax (PPT) was inplenented, even
t hough the taxes tripl ed.

MR. HAINY responded that BP estimates that its taxes would
nearly triple from $180 mllion under the ELF to over $500
mllion [under the PPT]. However, he said that he didn't know
BP Al aska's net inconme or inconme figures during that sanme period
for 2006. He acknow edged that oil prices were higher in 2006
than in the prior year.

1: 28: 50 PM

HOUSE RES COW TTEE -12- March 28, 2007



CO CHAIR GATTO commented that he was curious as to whether the
state and the conpani es both made noney under the PPT. He said
that he's trying to ascertain whether the effect of the PPT was
truly devastating or sonmewhat negati ve.

MR. HAINY explained that the point BP tried to nmake |ast year
during the PPT hearings was that increasing the tax won't nmake
Al aska nore conpetitive in the basins where oil and gas is
pr oduced. In further response to Co-Chair Gatto, M. Hajny
poi nted out BP' s graph shows that the marginal take for Al aska
is higher than the provinces, which are generally oil and gas
provi nces, that BP has represent ed.

1: 29: 56 PM

CO- CHAIR GATTO asked if the federal governnent also nmade nore
noney as conpared to the prior year.

MR, HAINY surmised that if the net inconme rises, the tax rate
woul d i ncrease.

CO- CHAIR GATTO opined then that part of the governnent take is
an increase in the federal governnment take, not just the state
government's take.

MR. HAIJNY replied yes, adding that all provinces would ve risen
at the same |evel

1: 30: 44 PM

REPRESENTATI VE SEATON referred to the chart from BP titled
"Alaska has adopted the highest marginal tax rate in North
America". He asked whether the chart for Col orado, Kansas, and
Texas included the private royalties that are paid.

MR. HAINY replied yes, and specified that the chart includes a
one-eighth or 12.5 percent royalty across the board in order to
have an appl es-t o-appl es conpari son.

1:31:17 PM

REPRESENTATI VE SEATON, referring to paragraph (19) on page 3,
asked if shut downs due to preventive nmmintenance could be said
to have been due to inproper nmaintenance, and thus the
increnental cost of operating the field with a portion of wells
shut down woul dn't be deducti bl e.
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MR. HAINY replied yes. Therefore, BP reads the |egislation such
that if an auditor determnes that a portion of a piece of
equi pnent was inproperly maintained or installed, the operating
costs while the field is down could be disallowd as deductible
expenses.

1: 32: 51 PM

REPRESENTATI VE SEATON rel ated his understanding that quite often
a portion of a field s wells are shut down for maintenance. He
surmsed then that if it's determned that wells were shut down
because they should ve been nmintained differently, then the
i ncrenental costs of operating the field wouldn't be deducti bl e.

MR. HAIJNY noted his agreenment with Representative Seaton. For
exanple, in a situation in which a seal or gasket was installed
backwards, the |anguage in [paragraph (19)] says that the cost
associated with the whole conpression facility could be
disallowed as well as the associated operating costs while the
conpany tries to fix it.

1: 34: 42 PM

COCHAIR JOHNSON asked if the $.30 is deductible for the
conpany's federal incone taxes.

MR HAINY clarified that the $.30 is an ordinary cost of doing
busi ness and woul d be deducti bl e.

1:35:20 PM

COCHAIR JOHNSON inquired as to whether the rest of the
mai nt enance would fall under the category of a regular business
expense and be deductible fromthe federal incone tax.

MR. HAINY, noting that he is not a federal incone tax expert,
related his understanding that these would normally be
deducti bl e costs.

1: 35: 53 PM

CO- CHAI R JOHNSON asked:

WIIl that effect the 67 percent take - if you get to
deduct these expenses from your federal incone tax,
will that reduce that take? ... If | wunderstand you,
the $.30 is deductible, the maintenance ... that is
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performed ... regardless how ... we categorize the
mai nt enance. WIIl that deduction decrease the 67
percent, in your opinion?

MR HAINY answered that he didn't know.
1: 36: 32 PM

CO CHAIR GATTO surnmised that if a conpany has $1 worth of
mai nt enance and the state doesn't allow the $.30, the conpany
spends the $1 and the conpany decl ares the $1.

1: 37: 24 PM

CO CHAIR JOHNSON i nquired as to why the conpany woul dn't decl are
$1.30 since the $.30 is already included as a regular part of
dai ly busi ness.

CO- CHAIR GATTO noted his disagreenent, stating that the $.30 is
a fictitious nunber until the conmpany pays a bill. The $.30 is
only allowed to offset an expense. Therefore, if the conpany
doesn't offset an expense, the $.30 never existed, he opined.

1: 38: 22 PM

VR. HAJNY related his understanding that the costs are
determ ned under the Internal Revenue Service (IRS) guidelines
and not subject to what occurs under the PPT.

1: 39: 10 PM

GARY ROGERS, Production Audit Manager, Tax Division, Departnent
of Revenue (DOR), related his wunderstanding that $1 spent,
expense or capital, the IRS recognizes that as a $1 expenditure.
The I RS doesn't recognize the $.30 that's a disallowance of that
$1 for the PPT.

1: 40: 20 PM

REPRESENTATI VE SEATON clarified that the deductions can be taken
agai nst the PPT, federal incone tax, and the state's corporate

i ncone tax. Ther ef or e, these aren't nutually exclusive
deductions. The only way to achi eve a higher anmount, he opined,
is based on the credits that are allowed for capital. Wen the
credits are allowed, an entity can receive a credit portion of
that entity's investnent. In that some additional tax can be

achi eved, he not ed.
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1: 41: 22 PM

CO CHAIR GATTO rem nded the commttee that this is really about
defining inproper nmaintenance. He said he's depending on the
testinmony from the <conpanies to relate what they believe
constitutes proper maintenance.

1: 43: 35 PM

REPRESENTATI VE ROSES recalled testinmony in which there was
di scussi on regar di ng t he fol |l owi ng f our categori es of

negligence: intentional or willful neglect; gross negligence or
disregard to the consequences that could occur; ordinary or
common negligence; and strict liability. The testinony seened
to indicate that HB 128 is creating a definition of ordinary or
comon negligence and the result of that. Represent ati ve Roses
opined, "I think part of what we're getting to here is trying to

define what occurred by plugging up what we see as a |loop hole.™
He then asked if during a partial shut down for regqgular
mai nt enance, a conpany would replace equipnment that is found to
be faulty or leave it until it stops working.

MR. HAIJNY said that he would be venturing into an area in which
he's not famliar.

1:46: 55 PM

REPRESENTATI VE ROSES related his guess that the conpany would
probably replace that faulty equipnent. If the conpany didn't
replace it, he opined that it wuld be ordinary and common
negl i gence. According to this legislation, the conpany in such
a circunstance wouldn't be able to deduct any of the costs
related due to the partial shut down. On the surface
Representative Roses noted his agreenent with M. Hajny that
this is a bit excessive in that the state encourages naintenance
but puni shes the conpany when it does. Furt her nore,
Representati ve Roses said that he isn't fond of retroactivity.

1:48: 09 PM

REPRESENTATI VE GUTTENBERG request ed further expl anati on
regarding M. Hajny's assertion that the PPT had higher
incentives for investnent than the ELF

MR. HAINY clarified that he's referring to the deductibility of
the expenses and the credits associated wth capital
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expendi t ur es. The intent appeared to be to incentivize
investnment, and therefore try to incentivize investnent that
would stem the decline in Alaska, he related. In further
response to Representative Quttenberg, M. Hajny said that he
didn't know what the world average is; the point of the slide is
that Al aska would be well-served to nove in the direction that
the aulf of Mexico, Canada, and Alberta are with regard to their
tax regi nes and margi nal rates.

1: 50: 02 PM

REPRESENTATI VE SEATON, referring to page 3, line 19, inquired as
to M. Hajny's understanding of the "costs" as a standard. He
then asked if there's a criteria or is it nerely a determ nation
that the comm ssioner can nmake at any given tine.

MR. HAIJNY said that Representative Seaton has identified the
bi ggest issue, the potential anbiguity and uncertainty, that BP
has with this |egislation.

1: 51: 29 PM

REPRESENTATI VE SEATON inquired as to how [the conpanies] wll
project the replacenent and mai nt enance of equi pnent since these
characteristics are not going to be incident driven but rather
audit driven. He recalled that DOR has said that one of the
criteria used by an auditor would be a high expense. "Do you
feel that under this, it's going to be necessary to maintain
that piece of equipnent that's been replaced so that you can
verify that you didn't replace it because it was inproperly
mai nt ai ned, " he asked. He explained that he's trying to address
how to determne whether or not sonething was properly
mai ntai ned or not since this is likely driven by an audit or tax
return and will be a capital expenditure, "it wll be long
gone. "

MR. HAIJNY confirned that the aforenmentioned, the fact that the
audits are retrospective, is one of the difficulties conpanies

will have with admnistering this. Conmpani es wi Il deduct costs
and apply credits associated with expenditures as they are
spent. The determ nation of whether that was replaced due to

i nproper nmaintenance would potentially be determned years
later. Trying to provide information that would prove equi pnent
was properly nmaintained acconpanied with the burden that the
conpani es would be against during the audit could be difficult
to docunent.
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1:54: 03 PM

CO CHAI R GATTO commented that this reminds him of court hearings
in which one can only be proven to be not guilty, not innocent.

1: 56: 27 PM

M CHAEL HURLEY, Director, of State CGovernnent Rel ati ons,
ConocoPhillips Al aska, I nc., said that he would discuss
ConocoPhillips Al aska, Inc. (ConocoPhillips) opposition to HB
128. As discussed in a prior hearing, M. Hurley opined that
it's appropriate for the legislature to determne what it wants
to allow or disallow under the PPT. However, M. Hurley said
that he believes the $.30 can be shown as related to and, in
fact, because of the incidents that occurred at Prudhoe Bay.
The current legislation seeks to duplicate that disallowance in
a different way. He suggested that the legislature has the
responsibility to decide which way to disallowit.

1: 58: 38 PM

REPRESENTATI VE W LSON interjected that she m sspoke earlier and
in fact it's the opposite of what she said.

1:58: 52 PM

M CHAEL FRALEY, Tax Counsel, ConocoPhillips Al aska, I nc.,
rel ated that ConocoPhillips opposes HB 128 for nultiple reasons.
The first reason is that ConocoPhillips believes HB 128 is a
targeted tax. He pointed out that AS 43.56.165(e) includes
numerous exclusions that reduce |ease expenditures. Those
di sal | onances  of the |ease expenditures were discussed
t hroughout the regular session as well as three specia
sessi ons. It wasn't until the August 3, 2006, special session

that AS 43.56.165(e)(18) was discussed, which was after the oil
spill becanme public. He noted that AS 43.56.165(e)(19) was al so
di scussed at the tine, but ultinmately the |l egislature decided to
i npl enent AS 43.56.165(e)(18), which is a broad disallowance
versus a narrowy tailored disallowance. M. Fraley opined that
a targeted tax is a bad way to set tax policy. Second, it's too
early to reopen the PPT as conpanies are just now filing final

returns for the last nine nonths of 2006. Fur t her nor e,
regul ati ons have not yet been promul gat ed. Third,
ConocoPhil lips believes that existing statute already covers the

i ssue addressed by HB 128.

2:01: 56 PM
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MR. HURLEY, referring to the docunent titled "30 Cents per
Barrel Disall owance Exanple", explained the PPT calculation and
reviewed an exanple of the PPT under ConocoPhillips' average
barrel of oil last year, which was $62. 66. In response to Co-
Chair Gatto, M. Hurley specified that the tariff was taken out
prior to arriving at the $62.66, which is the value of the oil
at the lease Iline. He explained that the value on the West
Coast mnus transportation gets to the lease line, the point at
which the costs and investnments are subtracted. In the
calculation, the tariff last year was in the range of $4.25-
$4. 50. In further response to Co-Chair Gatto, M. Hurley
specified that the interstate rate is currently between $5.00-
$5.50. M. Hurley confirned that the [interstate rate] is stil
an issue that's being resol ved.

2:04: 49 PM

MR. HURLEY continued his review of the PPT calculation in the
case of an average barrel of oil at $62.66, which results in
$9.98 a barrel of tax, absent other itens. He noted that the
tax is actually higher than that because of the surtax. When
the $.30 cones into play, it's subtracted from the investnent
and that's what the conpany is allowed to claimon its PPT tax
return although it spent $.30 nore than is allowed. The fina
tax return in this exanple illustrates that the $.30 is deducted
in two places, and thus instead of paying $9.98 in severance
tax, ConocoPhillips would pay $10.11 because of the $.30
di sal | owance.

2: 06: 53 PM

CO CHAI R GATTO surmised then that in this exanple with the $.30
di sal | owance, ConocoPhillips' tax increased by 1 percent.

MR. HURLEY specified that the tax increase was on 111 mllion
barrels, which amounts to about $14.5-$15 nillion in this
exanpl e.

2:07:42 PM

MR. FRALEY highlighted that ConocoPhillips wIll experience
addi tional inpacts, such as the 10 percent tie credit. The tie
credit wll be reduced for the first five to six years.
Fur t her nor e, any progressivity would <create an additiona
i npact . For sinplicity, the aforenentioned wasn't included in

t he exanpl e.
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MR. HURLEY explained that [AS 43.56.165(e)(18)] is already in
| aw t o address nmi nt enance.

2:08: 31 PM

REPRESENTATI VE ROSES inquired as to the percentage of costs in
the first part of the fornmula that would be attributed to
mai nt enance.

2:08: 52 PM

MR. HURLEY said it would depend on the field. For exanple, a
field such as Prudhoe Bay that started in the 1970s would have a
nore significant portion of mai nt enance costs versus a
relatively new field such as Al pine. He clarified that the
nunbers utilized in the exanple are an average nunber across all
of ConocoPhillips' fields.

2:09: 31 PM

REPRESENTATI VE ROSES inquired as to the overall costs that are
attributable to maintenance.

MR. HURLEY said that he doesn't know. In further response to
Representative Roses, M. Hurley said he would hope that if the
i nci dent - by-inci dent approach outlined in HB 128 is wused, it
woul dn't get rid of all nmaintenance. The departnent would have
to show what sorts of things were inproperly naintained.

2:10: 51 PM

REPRESENTATI VE ROSES posed a situation in which half of
ConocoPhi | lips' cost is maintenance, included in which are |abor
costs, and only half of it was attributable to some sort of
negli gence or shut down. The aforenentioned would anount to
only one-fourth of that. However, if the $9.98 was disall owed

under the normal deduction of cost, the cost of that barrel
woul d be increased by an additional $.35. Representati ve Roses
opined that if ConocoPhillips is going to testify as to the
financial inpact this proposal will have on the conpany, at a
m nimum he said he expected sone of the nunbers would be
avai lable. He said that he's trying to get a realistic estimte
as to what percentage of the costs are mai ntenance and when nust
a shut down occur to perform regular maintenance. Those are the
times in which the possibility of an audit could trigger the
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conpany's inability to deduct the <costs because of being
shut down due to negligence.

MR. HURLEY explained that when he used this exanple, it wasn't
intended to make a case about how large the nunber is. The
exanple was only for illustrative purposes regarding how the
di sal | owance worKks.

2:13: 56 PM

REPRESENTATI VE SEATON surmised then that +the exanple only
relates to AS 43.55.165(e)(19)(A), the cost of nmintenance, but
not to AS 43.55.165(e)(19)(B) or AS 43.55.165(e)(19)(C), which
have to do wth the <costs of operation if sonmething was
determned to be inproperly nmintained. Therefore, the $.30
can't be related to direct cost because it's the cost of the
nonmai ntained itenms, plus a shut down or reduced operating
expenses.

2:14: 46 PM

MR. HURLEY clarified that $.30 isn't in AS 43.55.165(e)(19) at
all, but rather in existing law in AS 43.55.165(e)(18). He
further clarified that the aforenentioned already exists and is
deducted from the PPT filings every nonth. Therefore, HB 128
i ncludes an additional disallowance on an incident-by-incident
basis based on subsections (a)-(c) over and above the $.30
that's al ready being disall owed.

2:15:44 PM

CO CHAIR GATTO recalled that M. Fraley objected to HB 128
because it's a targeted tax. Co-Chair Gatto pointed out various
taxes that are targeted taxes, including the cruise ship tax,
the fuel tax, the tire tax, a business license, a sales tax, or
i nconme tax. He asked M. Fraley to nane sone taxes that aren't
t ar get ed.

MR. FRALEY remarked that the taxes Co-Chair Gatto nentioned are
generally applicable to the industry, and therefore aren't
targeted taxes. He related that his definition of a targeted
tax Iis one in which the tax is created due to a specific
i nst ance.

2:16: 47 PM
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REPRESENTATI VE GUTTENBERG inquired as to the level of incidence
to which sonething has to arise and cause this to go into
effect.

MR. FRALEY commented that one of the problens ConocoPhillips has
with HB 128 is that it is unknown; no certainty is involved.
"There's an inprecise standard, and then on top of that we don't
know it's going to be applied and how it's going to be applied,"”
he opi ned. Therefore, it's an unknown cost for ConocoPhillips
and contributes to the opposition to HB 128.

2:17:53 PM

REPRESENTATI VE GUTTENBERG reni nded everyone that |ast year when
the PPT was passed, the general assunption was that the
i ncidents causing these (indisc.) and repair costs weren't going
to be deducti bl e. However, now the legislature is being told
that they will be deducted. He then recalled hearing that under
the old ELF program there were few incentives and that when
conpanies had cash in hand, they [didn't deduct the repair
costs]. However, there was an incident when the conpanies had
cash in hand and the proper maintenance wasn't perforned. He
opined that to reach a level at which this would kick in, it
woul d have to be a fairly high Ievel. The concern, he opined,
is when the field shuts down, the pipe is corroded, and a
significant anmount of revenues are inpacted.

2:20:18 PM

REPRESENTATI VE SEATON directed attention to page 3, line 19, and
inquired as to whether that |anguage has any direction wth
regard to what will be disall owed.

MR. FRALEY echoed wearlier conmments that the |anguage seens
anbi guous and penalizes an operator who tries to nmaintain
facilities and equipnent even when there's a shutdown. He
stressed that operators who operate at a reduced capacity wll
be penalized for doing so.

2:21:20 PM

REPRESENTATI VE SEATON surmised then that within the legislation
there's no standard or direction for a determ nation.

MR. HURLEY noted that they never reached their fourth point,
which is that some of the anmbiguity in the way in which the
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legislation is constructed is troublesonme and that is one. He
pointed out that portion of cost doesn't provide a guide as to
which portion of the costs "we're trying to figure out." He
highlighted that it's difficult to tell what portion of the
costs are from inproper nmintenance or regular wear and tear.
The aforenentioned is inpossible to know, and thus conpanies
woul dn't know how to file their returns and thus would have to
be brought forth wunder an audit that occurs |ater when the
different standard is applied.

2:22:51 PM

MR. FRALEY turned to ConocoPhillips' third point, which is that
there are already protections in statute. For exanple, AS
43.55.165(e)(16) disallows the deduction of any oil spil
cl eanup costs. Furthernore, AS 43.55.165(e)(6) discusses gross
negli gence and any maintenance issue due to gross negligence
woul dn't be deducted either.

2:23: 17 PM

CO CHAIR GATTO related his understanding when a conpany has oi
spill cleanup costs, it wuld have to have in place nuch
equi pnent in order to perform the cleanup. Therefore, he asked
if the industry of cleaning up the oil would be part of the
capi tal expenses that are all deductible.

2:23:41 PM

MR. HURLEY clarified that [cleanup equipnent] is part of the
conpani es’ normal operating costs. The conpany pays for
response vessels through a co-op anongst the different operators
such that it's available when an incident actually happens.
When there is an incident and vessels and cleanup products are

used, the conpany with the spill has to resupply the co-op with
all the items that it wused, which isn't a deductible PPT
expense. In further response to Co-Chair Gatto, M. Hurley said

that the cleanup itens were purchased several years ago.
2:25: 09 PM

MR FRALEY then directed attention to a handout titled
"Disallowing 'deened capital nmintenance' costs" which offers
anot her expl anation of how AS 43.55.165(e)(19) works. He noted
that this information was derived from Pedro van Meurs August 8,
2006, letter. He highlighted the following quote from Dr. van
Meurs, "I believe that this would provide a good answer to
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possi ble public criticismthat under the PPT we would provide 50
percent of the replacenent costs of pipelines as a result of the
Prudhoe Bay shut down."

2:26: 17 PM

REPRESENTATI VE ROSES renmarked that there are parts of this
| egislation that he doesn't like at all. He noted that he
agrees that there is already negligence and other factors in
place that disallow [the deduction of the costs of inproper
repair and/or maintenance]. This legislation places the
negligence at the level of ordinary negligence, which is a
| esser requirenent of proof for negligence. He said that he is
seeking nunbers that relate the tax ramfications on a per
barrel basis as it provides sonething by which to weigh the
i deas.

MR. FRALEY offered to provide the commttee information wth
regard to the percentage of maintenance costs, noting that as a
field ages there are nore nmaintenance costs for those fields

Wth regard to how nmuch of the nmaintenance costs wll be
disallowed, M. Fraley reiterated that he doesn't know. Wth
regard to the actual | anguage  of the legislation, AS

43.55.165(e)(19) seens to specify that the final arbiter will be
accountants and attorneys at DOR rather than engineers at the
Alaska QI and Gas Conservation Comr ssion (AOGCC), which
creates further uncertainty.

2:29: 07 PM

REPRESENTATI VE GUTTENBERG surm sed that there's a problem with
defining with what's allowable and what's disallowable as well
as what triggers the aforenentioned. He indicated the
possibility of requiring every regularly scheduled shut down to
be reported and thus an unexpected shut down would cause a
review i nto whether the proper naintenance was bei ng perforned.

2:30: 22 PM

MR. HURLEY expressed concern that even if all the appropriate
mai nt enance is perforned, equipnment could still fail. He opined
that the investigation of all equipnment failures would anount to
alot.

REPRESENTATI VE  GUTTENBERG questioned the [feasibility] of
i nvestigating shut downs that result in the |oss of revenue. He
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acknow edged that incidents occur all the tinme, but last year's
| eak due to corrosion wasn't normal

MR. HURLEY conmented that |ast year's |eak was extraordinary.
2:31:19 PM

CO-CHAIR GATTO appointed a subcommttee of the follow ng
menbers: Representative Johnson, Chair, and Representatives
W son and Cuttenberg.

2:31: 44 PM

CO- CHAIR JOHNSON said that he is terribly unconfortable making
any decisions on HB 128 until sonme real nunbers are avail able.
He expressed the desire to have tax returns and the actual
expenses and what DNR has deci ded.

[HB 128 was hel d over.]

HB 203- KODI AK NARROW CAPE PUBLI C USE AREA

2:32:27 PM

CO-CHAI R GATTO announced that the final order of business would
be HOUSE BILL NO 203, "An Act creating the Kodiak Narrow Cape
Public Use Area."

2:33:20 PM

REPRESENTATI VE  GABRI ELLE LEDQOUX, Alaska State Legislature
speaking as the sponsor of HB 203, inforned the commttee that
it should have a proposed commttee substitute (CS), which was
necessitated by some changes to the legal description in the
original |egislation.

2:34:18 PM

SUZANNE HANCOCK, Staff, Representative Gabrielle LeDoux, Al aska
State Legislature, explained that HB 203 sets aside a very
special area of Kodiak for public use. Currently, there are
five public use areas recognized in state law, the nobst recent
is the Knik River Public Use Area. The Narrow Cape area of
Kodi ak has a long history of public use from beach conbing to
surfing.
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REPRESENTATI VE LEDOUX interjected that Kodiak is a popular
destination for extrene surfers.

M5. HANCOCK inforned the conmmttee that there is footage of
Kodiak in the novie "Endless Sumrer I1". She then informed the
commttee that Narrow Cape has an area referred to as Fossil
Beach, where rocks bear the inprint of |eaves from previous
centuries. In fact, the conmttee packet includes a prize-
W nning photo and essay from a |ocal Kodiak student regarding
Fossi| Beach. The area is also the hone of the Kodiak Launch
Conpl ex. A few years ago there was an initiative to transfer
this land to the University of Al aska, which triggered a review
of possible steps to recognize and protect the inportant public
use value of this |and. Creation of a public use area wll
require the adoption of a managenment plan for the area, which
shoul d hel p nmanage any usage conflicts and ensure the inportant
mul ti ple use of the area.

2: 37:45 PM

CO-CHAIR JOHNSON asked if this fits wthin the coasta
managenent pl an.

M5. HANCOCK deferred to the borough manager.
2: 38: 03 PM

REPRESENTATI VE WLSON asked if this legislation would prevent
any activity from happening that currently does.

M5. HANCOCK specified that all who regulate land use wll
continue to do so under HB 203, unless through the managenent
pl an ot her things are determ ned.

2:38:46 PM

REPRESENTATI VE W LSON surmsed that if the Narrow Cape area is
set aside, no hunting would be allowed in the area.

2:38: 57 PM

CO-CHAIR GATTO recalled when the Knik R ver Public Use Area was
set aside, it didn't prevent fishing or any other use. Since HB
203 is nodeled after the Knik R ver Public Use Area, he surm sed
that simlar restrictions or nonrestrictions exist.

2:39:49 PM
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REPRESENTATI VE KAWASAKI inquired as to the difference in the
definition of a public use area versus a refuge, a sanctuary, or
a critical habitat area. He then inquired as to whether an
inclusive or exclusive list of what's allowed in a public use
area woul d be necessary.

M5. HANCOCK deferred to the Departnent of Natural Resources
( DNR) .

2:40: 37 PM

DICK MrLIUS, Director, Division of Mning, Land and Wter,
Departnent of Natural Resources, explained that a public use
area is an area of state land that the legislature sets aside
for retention or state ownership in order to accommodate a | arge
nunmber of nultiple uses. The key conponent of a public use area
is that it's to be retained in state ownership. Therefore, the
di sposal of the land is prohibited. The land remains state |and
and is managed by the Division of Mning, Land and Water for
multiple wuse, including mning, oil and gas, hunting, and
fishing. A public use designation, he noted, often identifies a
hi gher |evel of managenent of the area and thus the division may
be nore active in managing public use areas as is the case with
the Knik Public Use Area. M. Mlius said that the public use
designation wouldn't significantly change how the area is

managed. About three years ago the Kodiak area |and use plan
was conpl et ed. The managenent proposed in the public use area
is very simlar to that outlined area plan. He mentioned that

the area land use plan didn't identify any |land disposals in the
ar ea. The legislation nmakes the determnation in the |and use
pl an per manent.

2:43: 18 PM

CO CHAIR CGATTO asked if a person with in holdings would be
protected froml osing his/her property.

MR. MYLIUS replied yes, and specified that the public use area
only applies to state |and. There are specific provisions
included in HB 203, including the provision specifying that the
state cannot use emnent domain to acquire any private in
hol di ngs. There is another provision in HB 203 that
specifically provides access to in holdings. In terns of
enforcement, M. MWlius pointed out that the Knik Public Use
Area legislation included specific enforcenent |anguage that was
given to DNR, which isn't currently provided on state [ and.

HOUSE RES COW TTEE -27- March 28, 2007



Therefore, a higher level of enforcenent was provided for the
Kni k Public Use Area. He further pointed out that there is no
such provision in HB 203, but it's addressed in HB 194.

2:44: 30 PM

REPRESENTATI VE SEATON, referring to page 3, subsection (f),
opined that there seens to be a nmechanism for determ ning uses
that cannot be done in the proposed Kodiak Narrow Cape Public
Use Area. He asked if there could be a challenge that there's
an inconpatible use that would place at risk any of the existing
uses. For instance, he surmised that mning, although allowed,
woul d be chal | enged under this conpatibility standard.

MR. MYLIUS stated that although the legislation specifically
protects certain types of wuses, such as the rocket [|aunch
facility, those uses can be restricted within certain areas
through a |and use plan. A land use plan requires a very public
process. He noted that the nechanism for preventing mning
would be a mneral closing order. The purpose for doing a
managenent plan is so that existing uses can be reviewed and
there's a nechani smfor addressing conflicts.

2:46: 57 PM

CO- CHAIR GATTO, referring to a color photo in the conmmttee
packet, noted that there is denotation of a ranch and a |anding
strip. He asked if that landing strip is nerely a dirt runway
or sonething that may ultimately be extended to accommpdate nore
use.

MR. MYLIUS confirmed that it's a dirt landing strip, which he
said he wasn't sure whether it's on state land or wthin the
private in holding of the Kodiak Ranch. In further response to
Co-Chair Gatto, M. Mlius specified that the Al aska Aerospace
Devel opnent Corporation has very specific rights to sone
property [within the proposed Narrow Cape Public Use Area], but
those won't be conpromsed by the legislation as they are
existing rights. The Al aska Aerospace Devel opment Corporation
is a state agency that has an interagency |and nanagenent
agreenent with DNR  Therefore, the corporation has the right to
use the land for specific things and the ability to nake certain
| and use decisions on its own within the property, subject to
what's specified in the agreenent.

2:48: 23 PM
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REPRESENTATI VE GUTTENBERG highlighted the fiscal note for
$150, 000 over two years, which includes analysis specifying that
the existing Kodiak Area Plan for State Lands adopted in 2004
may be sufficient to address the current public |and use issues
in the area. Therefore, he inquired as to the point of the
fiscal note.

MR. MYLIUS pointed out that the legislation requires that the
departnent perform a nanagenent plan, and therefore the fisca
note outlines the potential cost. However, the recent
conpletion of the Kodiak Area Plan seens to address nost of the
i medi ate issues, and therefore the department doesn't see a
burning need to perform a managenent plan. One option is to
delete the requirenent for a managenent plan from the
| egislation. He noted that the aforenenti oned woul dn't preclude
t he departnent from doing a managenent plan in the future.

2:49:53 PM

REPRESENTATI VE WLSON inquired as to the reason section 15 was
i ncluded as part of the Kodiak Narrow Cape Public Use Area.

MR. MYLIUS responded that he wasn't sure of the reason it was
i ncl uded. He suggested that perhaps it would follow the |and
enconpassed by a grazing lease or the land imediately to the
north may not be state land. He offered to check that.

2:51: 01 PM

BI LL BURTON, Owner, Kodiak Gane Ranch, infornmed the committee
that he [has owned] the Kodiak Ganme Ranch, which raises buffalo,
el k, yak, cattle, and horses, for around 40 years. Hunters and
fishermen are taken in on horseback. The property includes a
bunkhouse and leases a lodge for the launch facility. He
confirmed that the ranch also includes a grass strip for private
use. In response to Co-Chair Gatto, M. Burton specified that
the landing strip is primarily for the Kodiak Gane Ranch.
Cenerally, people interested in using the landing strip contact
him first since it's a private landing strip. He noted that
when he purchased the ranch in 1967, the landing strip was
t here. There is a state road to the ranch that the ranch
mai nt ai ns. He noted that there are tinmes when the gates are
| ocked due to the location of the elk.

2:55: 27 PM
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MR. BURTON suggested that the |anguage "existing grazing rights

or |eases” be inserted on page 1, line 8, fol |l ow ng
"perpetuate,”". He acknow edged that the aforenentioned |anguage
is included later in the |egislation. These leases will be up

for renewal in a few years, and inserting this |anguage would
hel p ranchers and the ranching industry.

2:57: 12 PM

CO- CHAIR GATTO announced that the commttee is running out of
time today and will hold HB 203.

2:57:32 PM

REPRESENTATI VE SEATON noved to adopt the proposed comittee
substitute (CS) for HB 203, Version 25-LS0732\C, Bull ock
3/21/07 as the working docunment before the comittee. There
bei ng no objection, Version C was before the conmttee.

2:57: 48 PM

REPRESENTATI VE SEATON noved to adopt Conceptual Amendnent 1, as
fol | ows:

Page 2, line 1, follow ng "conmm ssioner":
Del ete "shall"
| nsert "may"

The sponsor indicated her agreenent with Conceptual Anmendnent 1
by noddi ng her head.

There bei ng no objection, Conceptual Amendnent 1 was adopt ed.
[ HB 203 was hel d over. ]

2:58:27 PM

ADJ QURNIVENT

There being no further business before the commttee, the House
Resources Standing Commttee neeting was adjourned at 2:58 p. m
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