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"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 imredi ate supervisors; establishing an oil and gas tax
credit fund and authorizing paynment from that fund; providing
for retroactive application of certain statutory and regul atory
provisions relating to the production tax on oil and gas and
conservation surcharges on oil; making conform ng anendnents;
and providing for an effective date.”
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PCOSI TI ON STATEMENT: During hearing on HB 2001, opposed raising
taxes on the oil industry.

AVES THOWPSON, Executive Director

Al aska Trucki ng Associ ation (ATA)

Anchor age, Al aska

POSI TI ON STATEMENT: During hearing on HB 2001, urged that the
oil tax rate be kept low and that incentives be used to
encour age i ncreased devel opnent investnent.

JOHN SHI VELY, President

Resource Devel opnent Council (RDC)

Anchor age, Al aska

PCOSI TI ON STATEMENT: During hearing on HB 2001, opposed raising
taxes on the oil industry.

BRI AN HOVE, CGovernnent Relations Conmttee Chair

G eat er Fairbanks Chamber of Commerce

Fai r banks, Al aska

PCOSI TI ON STATEMENT: During hearing on HB 2001, testified that
t he managerial objectives of Alaska's Cear and Equitable Share
(ACES) legislation could be acconplished through a non-statutory
manner and that the petroleum production profits tax (PPT)
system shoul d not be overhauled at this tinmne.

DONALD BENSON
Pal mer, Al aska
PCOSI TI ON STATEMENT:  Supported HB 2001 as originally introduced.

JAN BROPHY

Sol dot na, Al aska

POSI TI ON STATEMENT: During hearing on HB 2001, testified that
the tax needs to be fixed and that the oil industry does not
need any incentives.

HARVEY ROOKUS

Anchor age, Al aska

POSI TI ON STATEMENT: During hearing on HB 2001, opposed a tax
I ncrease.

CHUCK LOGSDON

Pal mer, Al aska

PCSI TI ON  STATEMENT: During hearing on HB 2001, wurged that
provi sions of the PPT be kept as they are.

Bl LL WARREN
Ni ki ski, Al aska
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PCSI TI ON STATEMENT:  Supported HB 2001 and a | arger tax.

TOM LAKCSH

Anchor age, Al aska

POSI TI ON STATEMENT: Testified that the provisions of HB 2001
violate three constitutional provi si ons and t hat t hese
vi ol ati ons need to be renedied.

STACY SCHUBERT, President

Anchor age Chanber of Commerce

Anchor age, Al aska

PCSI TI ON STATEMENT: During hearing on HB 2001, urged that the
PPT not be discarded and that it be given nore tinme to work.

MARK SHARP

Fai r banks, Al aska

PCSI TI ON  STATEMENT: During hearing on HB 2001, supported a
gross tax rather than a net tax.

MERRI CK Pl ERCE

Fai r banks, Al aska

POSI TI ON STATEMENT: During hearing on HB 2001, urged that the
state not under tax its oil resource and requested that there be
di scussion of a gross tax versus a net profits tax.

M CHAEL MELI ELO, Presi dent

Chugi ak- Eagl e Ri ver Chanber of Conmerce

Eagl e River, Al aska

POSI TI ON STATEMENT: During hearing on HB 2001, testified that
waiting four years to review the PPT will provide the tinme and
data necessary for doing a good assessnent.

PAT TOLSON

Hydabur g, Al aska

PCOSI TI ON STATEMENT: During hearing on HB 2001, testified that
people in economcally depressed rural communities need the oil
i ndustry for job opportunities.

JI M UDELHOVEN, Owaner

Udel hoven O I field System Services (UQOSS)

Kasi | of, Al aska

PCSI TI ON STATEMENT: During hearing on HB 2001, requested that
decisions be made in a manner that will propel the oil industry
forward

Bl LL ZORB
Fai r banks, Al aska
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PCSI TI ON STATEMENT: During hearing on HB 2001, urged that the
net profits tax be restored to 25 percent.

FAY VON GEMM NGEN

Pal mer, Al aska

PCSI TI ON  STATEMENT: During hearing on HB 2001, supported a
gross tax rather than a net profits tax.

DARYL NELSON

Chugi ak, Al aska

PCOSI TI ON STATEMENT: During hearing on HB 2001, supported a tax
of at |least 25 percent off of the gross.

PAUL D. KENDALL

Anchor age, Al aska

POSI TI ON  STATEMENT: During hearing on HB 2001, supported a
gr oss tax.

GLORI A DESROCHERS

North Pol e, Al aska

POSI TI ON STATEMENT: During hearing on HB 2001, testified that
the state should receive higher profits onits oil.

LI SA PEGER

Fai r banks, Al aska

PCSI TI ON STATEMENT: During hearing on HB 2001, urged that the
bill be passed ungutt ed.

JERRY DI XON

Sewar d, Al aska

PCSI TI ON  STATEMENT: During hearing on HB 2001, supported an
i ncreased oil tax.

ACTI ON NARRATI VE

COCHAIR CARL GATTO called the House Resources Standing
Commttee neeting to order at 6:35:41 PM Represent ati ves
Gatto, Johnson, Roses, GQuttenberg, Edgnon, Fairclough, WIson,
Kawasaki (via teleconference), and Seaton were present at the
call to order.

HB2001- O L & GAS TAX AVENDMENTS

6: 36: 04 PM
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CO CHAI R GATTO announced that the only order of business would
be HOUSE BILL NO 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 immed ate supervisors;
establishing an oil and gas tax credit fund and authorizing
paynment 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
oi l; making conform ng anendnents; and providing for an
effective date."” [Before the commttee was CSHB 2001( C&G . ]

6: 36: 15 PM
SCOTT THORSQN, Omner, Network Business Systens, stated that his

conpany is an information technology ("IT") services firm in
Anchorage with 30 enployees, but that he is testifying only for

hi nmsel f. He said his custoner base is primarily the private
sect or and that people generally invest in their | T
infrastructure when the business environment is sound. About 1-
2 percent of his revenue is directly fromthe oil industry, and
about 80 percent is from conpanies that are directly or
indirectly connected to the oil industry. He related that he
has heard concern from his custonmers about increasing taxes on
the oil industry and that he is al so concerned because he thinks
it wll have a chilling effect on the overall business
environnent in Al aska. The main beneficiary of increased taxes
on the oil industry is state governnent, he said. Most wor ki ng
Al askans, including nyself, will not see a benefit. There wll

be nore job opportunities and higher income for Alaskans if the
private sector is allowed to develop and the business sector
stays robust. The ability of businesses to give raises equates
to thousands nore in personal annual income than does a couple
of hundred dollars from the Permanent Fund, he said. "If you
want | ess of sonething, put a tax on it," he said. "Al aska needs
nore production, not |ess." He did not see how increasing oi
taxes would inprove the production situation that the state is
faci ng. The legislature has the power to inprove things or to
crush industry by extracting nore tax. He said he does not want
to repeat the downturn that happened in the 1980s.

6:43:14 PM
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AVES THOWPSON, Executive Director, Alaska Trucking Association
(ATA), spoke from the following witten statement [original
punct uati on provided]:

Thank you. M. Chairman and menbers of the commttee,
| am Aves Thonpson, Executive Director of the Al aska
Trucki ng Association. The Al aska Trucking Association
is a state wde organization representing trucking
interests from Barrow to Ketchikan. In 2008, our
association celebrates its 50th Anniversary of serving
the interests of the trucking industry in Al aska. CQur
nore than 200 nenbers represent all of the diverse
trucking operations in the state and nany associate
menbers who provide goods and services to our

i ndustry. It is inmportant to note that, in Al aska,
trucking enploys over 20,000 people - 1 out of 14
wor ker s. Trucking payrolls are over $900 nillion
annually and several t housand famly-owed and

corporate trucking businesses (nobst have |ess than 10
enpl oyees) operate in Al aska.

On behalf of ATA | want to make several observations
about PPT i ssues.

It has been said many tinmes that, in devel oping our
natural resources, our constitution requires that we
seek maximum return to the citizens of Alaska. \Wile
it seenms that the enphasis has been on raising taxes
to increase tax revenue to the state, we believe that
the better way to maximze benefits to Alaskans is to
provide good paying, long term jobs for this and
future generations.

The State needs to focus on how to slow the decline of
production. To acconplish that objective, investnents
need to continue in existing fields, investnents need
to be made in heavy oil and investnents need to be
made to pronote the developnent of new fields.
Existing field developnent should be the first

priority. Most of the new production, in recent
years, has occurred in existing fields. Wthout this
base production, heavy oil and other new field
devel opnent will face maj or additional chall enges.

The oil and gas business is capital intensive and it
takes many years for return on investnents to occur.
| ncreases to taxes |lengthen that recovery tinme and can
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negatively inpact project economcs and investnent
deci si ons.

W believe that it is inmportant in setting tax policy
to produce adequate revenues for the state but nore
i nportantly, encourage further investnent in the
devel opnent of our abundant resources.

W urge you keep the tax rate |low and use incentives
to encourage increased developnment investnent. As
stated earlier, we believe that the better way to
maxi m ze benefits to Alaskans is to provide good
payi ng, long term jobs for this and future
gener ations. | nvestnent, not taxes, wll provide the
j obs we need to ensure our future.

MR. THOWSON, in response to Co-Chair Gatto, stated that he is
the Executive Director of the Al aska Trucking Association which
has approximately 200 nenbers and represents nore than half of
the truck-tractors that operate in the state.

6:47: 34 PM

JOHN SHI VELY, President, Resource Developnent Council (RDC)

noted that RDC s nenbership includes resource industries, Native
corporations, governnents, and unions. The nessage being sent
to the oil industry with this tax is also being sent to the
whol e econony, he stated. Rai sing taxes now would be doing so
at a time when the econony is sonewhat fragile. Most of the
resource sectors are currently under attack, he said, including
tinmber, mning, coal, comercial fishing, and the cruise ship
i ndustry. Wth school registrations flat or slightly down and a
soft housing market, it is not a good tine to be sending such a

negati ve signal. Additionally, he said, the tax increase is
being considered at a tinme when the state has a surplus and has
not addressed its fiscal future. It does not seem responsible

for the legislature to nmake this major of a decision wthout a
plan in place for the state's fiscal future and how the state's
assets wll be used. He said he did not believe the |egislature
would be in session to raise the tax if it was a state incone
tax on individuals and there was a surplus like there is today.
This should be the sane for taxes on the oil industry.

6:51:13 PM

BRI AN HOVE, Gover nnent Relations Committee Chair, G eater
Fai r banks Chanber of Commerce, spoke from the following witten
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testinmony [original punctuation provided wth formatting
changes] :

The mission of +the Geater Fairbanks Chanber of
Commerce is to advocate for, and support, a strong
i nvestnment and econom c developnent climate in our
community and our state. Wth this conmtnent in
m nd, the Chanber was a close observer of |ast year’s
PPT discussion. So it follows that this year’s debate
on a proposed replacenent is being nonitored just as

careful ly.

Were oil tax policy is concerned, the Chanber
recogni zes the delicate balance that nust be struck
The State’s petroleum assets are non-renewabl e. As

such there is only one opportunity to receive fair
value from the severed resource. On the other side of
the fulcrumlies the responsibility to inplenment a tax
structure conducive to enhancing future revenue
opportunities t hr ough creation of a positive
i nvestnment climte for businesses large and small.

Last year the Chanber supported replacing the obsol ete
ELF systemwith PPT, a plan designed to steer revenues
to the State that would satisfy a contenporary notion
of “fair share”. O  equal inportance to Chanber
menbership was PPT's tax credit program designed to
ki ck-start an investnent cycle that would hel p sustain
the State until comrercial quantities of North Slope
natural gas could be delivered to market. The Chanber
remains a strong advocate for both of these vital
devel opnment obj ecti ves.

The Admnistration’s ACES proposal has raised nmnuch
concern anong  Chanber menbership regarding the
prudence of conpletely revanping a tax system that has
been on the books only a short tine. As proposed,
ACES would change every single one of the PPT
vari abl es. These i ncl ude:

Net Rate

Fl oor Rate

Progressivity Rate
Progressivity Starting Point

| nvestment Tax Credit Structure
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The Departnent of Revenue, in its August 2007 PPT
| mpl ementation Status Report, acknow edges that it is

too early to tell if the PPT system wll have the
desired effect. So, while it mght be entirely
possible that PPT will need sone mnor nodifications

to achieve the intended purpose, how do we know what
t hese m ght be absent a sufficient assessnent period?

PPT has returned a |evel of revenue to the State which
is substantially higher than the ELF system it
replaced. Yet, the Status Report conplains that
i ndustry capital and operating costs have exceeded
projections and as a result anticipated tax revenues
have not net expectations. The Report goes on to
acknowl edge the recent spate of extraordinary price
increases for |abor and materials that have beset the
i ndustry.

Upwar d spiraling cost trends defy accurate
projections. Anybody in business during the 1970s or
early 80s can attest to this. Revanping PPT to take a
| arger tax cut serves only to exacerbate this cost
pressure. And it certainly does not work to achieve
the investnents the State needs on the North Slope. A
final word on costs, the Departnent of Revenue Spring
2007 Revenue Source Book was prescient in its closing
statenent regarding PPT, “The PPT system is designed

to encourage additional i nvest nent . | f PPT is
successful, costs will increase in the near term and
production will increase shortly thereafter.”

O concern to all State residents is the inplication
t hat PPT deliberations were subject to undue
i nfluence. Much of the discussion on PPT centered on
whether the tax rate should be 20% or 25% Strong
personalities on both sides argued the relative nerits
of each alternative. Yet, it’s inportant to note that
ultimately the Legislature did what |egislatures do -
it conprom sed. In this case at a very predictable
rate of 22.5% Wiile this was not the level the
Chanber supported, nenbership understands the value in
conpromse and reconciliation in the interest of
achieving a greater goal.

The Chanber nenbership applauds the Admnistration’s

efforts to enhance the quality of information flow ng
to-and-from State agencies as well as inproving the
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structural flow of information anmong its various
departnments. Furthernore, the Chanber supports the
Adm nistration’s desire to inprove the |Ievel of
expertise applied to conplex tasks necessary to
validate conpliance with State |law. These are prudent
manageri al obj ecti ves whi ch coul d likely be
acconplished in a non-statutory manner.

In summary, the G eater Fairbanks Chanber of Commerce
supports the Adm nistration's efforts relating to the
gathering and sharing of information as well as the
need to attract higher levels of expertise in certain

t ax accounti ng fields. Wth respect to t he
Adm nistration’s tax proposal, it is clear that ACES
cannot possibly serve the State’s interest in
fostering a stable investnment climte necessary to
secure sustainable levels of North  Slope oi

production. Therefore, the Chanber cannot support the
Adm nistration’s desire to conpletely overhaul the PPT
tax systemafter just one year of experience.

6:58:18 PM

DONALD BENSON stated that he is representing hinself. He said
the current tax structure of PPT is conprom sed and needs to be
re-examned for two reasons: 1) to restore the public trust
from those who clouded the nanes of Alaska's state |egislators,
and 2) to finally bring in Alaska's fair share of oil and gas
revenue. Governor Palin's ACES plan [HB 2001, as introduced,]
wWill do just this, he said. He related that in a recent poll 72
percent of the respondents believed Al aska was not getting its
fair share. He encouraged the committee to keep intact the key
el ements of the ACES plan - the progressivity and the trigger,
the tax rate, and the inportant admnistrative tools that expand
the list of reporting returns and expenditure information that

the state's admnistrative accountants need. He stated that
ACES is a tax system that will ensure tax wite-off of conpany
investnments, and additional taxes to conpanies that do not
i nvest. Additionally, ACES ensures that Al aska, as an owner
state, will be treated as an equal business partner. The state
needs a new accounting system he said, that ensures teamwrk
and partnership. 1In response to Co-Chair Gatto, M. Benson said

he is a 55-year-old, third generation Al askan.

7:02: 26 PM
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JAN BROPHY said he has been in Alaska for 22 years, has raised
four boys, and is now retired. He stated that he has never
before been involved in politics, but that he has been foll ow ng
this issue and sone things have been very appalling to him He
said he read Co-Chair CGatto's article in the Peninsula darion

and that he agrees with everything in the article. Al aska's
citizens should not be apologetic for the state's rich natural
resources, he said. The oil industry has brought the oil to
mar ket, but the oil belongs to the state. He said he did not
think the oil industry is going anywhere because as long as
there is oil or gas in the ground there is noney to be nade
The oil industry is making a profit and does not need any
incentives to get the oil out of the ground, he maintained. The
oil industry wants financial security in the state, but they
cannot have security if critics are always going to say that the
tax is not right and needs to be fixed. The tax needs to be
fixed, he stressed. El ected officials need to renmenber that
they are elected to represent the people of Al aska. The oil

industry does not want to deal wth a state that is double-
m nded and can be bought, they want to do business with a body
of people that they can trust. As good business people, he
said, the legislative body can go head to head with industry and
come up with a good pl an.

7: 07: 03 PM

HARVEY ROOKUS stated that he worked as an oil conpany enployee
for 37 years before retiring in 1983. He said he would like to
keep the oil conpanies here and that he "can't see the feeling
of maki ng a bunch of noney on the first year of the tax increase
and then increasing it the next year." This is not the way to
go, he said.

7:08: 13 PM

CHUCK LOGSDON spoke from the followwng witten statenent
[original punctuation provided with formatting changes]:

For the record ny nanme is Chuck Logsdon. I am a
petrol eum econom st currently working as a consultant
to the Alaska G| and Gas Association. Today | am
testifying as a citizen from Pal ner.

| like the PPT as it is currently structured. I
believe it strikes a good balance between obtaining a
fair share of the “economc rent” for the State from
its production tax, while at the sanme time providing
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incentives to encourage reinvestnent of industry
profit. Reinvestnent that will be crucial to keep oi
flowng in the pipeline.

In particular, | like the use of net cash flow as the
tax base. From an economi st’s perspective this is an
efficient way of taxing business activity as it
directly recognizes the ability to pay the tax in an
industry with extrenely high upfront capital costs. I
also like the progressive rate schedule applied to the
tax base because once again, it directly matches the
tax to the ability of industry to pay the tax.

| also believe the tax credits in the PPT are set
about right. Set too high, tax credits can create the
incentive to gold plate and as a result high
adm nistrative costs to prevent this from happeni ng.
The conbination of a tax based on net production val ue
along with attractive tax credits is a solid step
toward encouraging the investnent needed to keep the
TAPS fl ow ng.

Qobviously the choice of tax rate is a tough call and a
ot of information and conpari sons have been generated
to try to help policy nmakers in making the decision as
to where that rate should be set. | believe that the
current PPT sets this rate about right both for base
rate and progressivity.

As you may have gathered, | do not |ike resource
production taxes that ignore the cost of extracting
the resource in the tax base. Because resource

deposits vary widely in their devel opnent costs, such
taxes generally require conplex tweaking to make
adjustnments to reflect these differences in the
ability to pay the tax. We already have a royalty
share that is based on the gross value at the point of
producti on t hat is t he same regardl ess of
profitability or |ease |ocation. To encourage
resource developnent it nakes sense to go to the net
for our production tax and apply it universally.

On efficiency grounds | also do not like fixed floor
t axes. However, since government services are an
i nportant econom c safety net a floor may be necessary
but it should be kept low As a result | like the tax
fl oor nmechanismin the PPT.
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| would like to see these key provisions of the PPT
remain as they are.

MR. LOGSDON, in response to Co-Chair Gatto, stated that he had
witten newspaper articles in the past and that he is currently
wor ki ng as a consultant on contract with ACGA

7:11:50 PM

BILL WARREN noted that he is a retired nenber of Local 367
Pipefitters. He said he has worked on the Trans-Al aska Pipeline
System (TAPS) and from Ketchikan to Barrow. He is a 55 year
resi dent, second generation Al askan representing hi s
grandchi |l dren, he said. He supported ACES and the |arger take.
He said he trusts Governor Palin and nost nenbers of the
| egislature, but he does not trust the big three producers

because they are a nonopoly and have too rnuch influence. The
big three producers will not be the ones doing the "exploring
and creative stuff to get nore oil into our 48 inch," he

predi ct ed. The state needs to keep its sovereignty and not be
dependent upon the three oil producers. He urged that the state
cater to, and facilitate for, the explorers and snaller outfits.
A gas line is needed right away to give these explorers a pay
day where they can not only sell their gas but also have a pl ace
to market their oil, he said. The state should have no fear, as
the planet is getting increasingly smaller and there is | ess and
| ess range for the oil producers to operate in. The state does
not need to fall all over itself to please the big three, he
said. A larger take is needed and it is in line with what the
rest of the world is getting.

7:14:48 PM

TOM LAKOSH spoke for hinmself as a 24-year resident of Al aska.
He said that the provisions of [HB 2001] violate three
constitutional provisions. He requested that these violations
be renedied by the committee. He presented a summary of the
first three bullets from the following witten statenent
[original punctuation provided]:

My alternative to ACES is called TRPS, Taxes,
Royalties and Infrastructure for the Petrol eum Sector.
There are some, albeit few, sections of ACES that
woul d be useful but the basic principles at work that
requi re a whol esale reworking of the Bill are:
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e Virtually all oil bearing structures on state |ands
have been explored so there’s little reason to provide
incentives to the industry to explore where they have
al ready exploited everything they could. BP nade this
clear in their statement that 70% of their future
i nvestnment would be in the greater Prudhoe area where
they are obligated to wisely extract the hydrocarbons
pursuant to the applicable | eases and AOGCC
gui delines. If producers don’t provide full and
efficient extraction in the operation plans submtted
to the Division of G| and Gas, |eases nmay be subject
to revocation and “there’s always other fish in the
sea”. We should not give existing producers kickbacks
where they're obligated to do the job properly and
wi thin technol ogical feasibility and economc limts
under their existing | ease contracts and applicable
law. Wth the price of oil above $80 there should be
little left to recover in our |legacy fields and we
nmust demand that the ADOG conduct the mandated
eval uations of the economc feasibility of heavy oi
extraction now while we still have light oil to mx
into TAPS shipnents and the price is still high enough
to warrant extraction w thout subsidy.

» Wiere extraction of heavy or viscous oils is
necessarily tied to the availability of lighter oils,
the ADNR and AOGCC must conduct the proper technol ogy
and econom ¢ anal yses to insure the optim zation of
revenues fromregul ation of the rates heavy and |ight
oils are extracted. The ADNR and AOGCC nust thereafter
i ssue the necessary directives to |l essees to insure
that | essees are producing each type of hydrocarbon on
their leases in manner that optim zes the total
revenues to the state. There is no quantifiable
correlation between the oil production rates or total
state revenues and the tax rates so the proper
oversi ght of our regul atory agenci es, ADNR/ ADOG nust
be conducted to insure that they regulate | essees to
the optimal benefit of the state in conformance with
Article VIIl Section 2 and the applicable statute,
regul ations and | ease provisions. Only then could the
| egi slature determine if additional tax wite-offs and
credits woul d be necessary to ensure maxi num benefit
to the state and even then it would be preferable to
provi de ADNR/ ADOG additional tools for incentivizing
devel opnent because they could apply such incentives
wi th surgical accuracy to specific | eases and
production units where taxes, no nmatter how specific,
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woul d tend to waste consi derable revenue to produce
t he sane hydrocarbon production/revenues.

e The fair legislative investigation of this tax matter
mandated by Article | Section 7, necessitates that
this commttee call ADNR/ ADOR to testify on its
approval of unit and | ease operation plans and
explain: their best interest findings, the economc
feasibility findings for hydrocarbon extraction
required by | ease provisions as associated with
| ease/unit plans of operation; and what their
projections are for production at specific fields and
for specific hydrocarbons in an effort to reach the
maxi mal benefit to the state. Unless and until
ADNR/ ADOG produces findings that royalty relief is
necessary to reach optiml production rates, any
subsidy envisioned in tax wite-offs and credits could
only produce a negative fiscal note. Mreover, any
fiscal note produced absent this detailed
i nvestigation would be arbitrary and caprici ous where
there woul d be no basis for rel ating what
production/revenue was already required of producers
in conparison to what the tax |egislation was
predicted to create. The sad fact of the matter is
t hat ADNR/ ADOR has never performed any i ndependent
econonic feasibility anal yses of the operation plans
proffered by producers to eval uate whether the state
was receiving, or would receive in the future, maxinum
benefit fromthe producers’ plans of operation. This
adm nistrative dereliction of duty nust be rectified
before the |l egislature can nove forward with any
addi tional incentives to industry beyond what is
al ready provided for in AS 38.05.180. The producers
have not utilized the current royalty reduction
i ncentives and should not be allowed to “buffal 0” an
ill informed legislature into granting an “end run
around” the ADNR/ ADOR regul ations that were
specifically designed to prevent such relief without a
t hor ough econom ¢ assessnent that shows a cl ear
justification for relief. The applicable statutes and
regul ations actually envision that operational plans
required to generate optinmal production over the life
of the field may in fact demand that |essees operate
at a net loss near the end of the field life. Were
the legislature inposes wite-offs and credits over
this regulatory schene, tax revenues could be
elimnated and we m ght even have to pay producers 20%
of costs where they generated no tax revenue at al
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due to wite-offs. This situation would clearly
require posting of a negative fiscal note that would
violate the constitutional mandate to nmaxi m ze public
benefit. The legislature nust first require ADNR/ ADOG
to exhaust their adm nistrative duties and | essees
must al so first exhaust their admnistrative renedies
before any additional incentives such as wite-offs or
credits are offered.

e |f absolutely necessary, we can subsidize production
of hydrocarbons that are difficult to devel op by
adjusting royalty rates instead of taxes. This would
allow for | ease by | ease evaluation that is clearly
nore sensi ble than the broad subsidies to al
operations. The royalty rates apply to gross
production so the 19% range |’ ve suggested has nore
t han enough val ue available to provide incentive for
devel opnent of heavy oils and renote gas shoul d
existing | essees submt, or new | essees sign on, to
the new adjusted royalty rates that express the
relative accessibility and marketability of specific
| ease types at specific distances from established
i nfrastructure.

* The testinony clearly enforced the principle that “if
you build it they will come”. Angola got a $1 billion
for its | eases and rabid gl obal conpetition because
the oil co’s knew there was oil to develop. If there’'s
oil/gas to be found, the state should find it and
define the field before it puts out |eases so it can
garner the highest bids anong many conpetitors. The
state woul d al so be better able to predict
devel opnment, classify fields to establish proper
royalty rates and determ ne appropriate deadlines for
relinqui shment. The nore we inprove information on
prospective fields and insure access, the | ess we need
specul ators that demand high rates of return. Wen we
elimnate the discovery and access inpedi mnents we
essentially only need contractors to build the
production facilities and punp the oil as regul ated by
ADNR and AOGCC.

e |If we have to subsidize the industry we should do it
in a way that benefits other businesses and public
interests. Taking noney fromroyalties to inprove
transportation to the fields/pipelines floats
everybody’s boat. The heavy lift helicopters and | ow
i mpact transport would al so reduce tundra inpacts,
all ow a | onger exploration season and year round
deliveries to isolated drilling/production pads. They
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woul d al so be extrenely effective tools for getting
spill response equipnment to renote sites and hel p
repair global warm ng damage in renote areas that is
directly caused by the oil we peddle.

e Qur economc future through 40 - 60 years depends on
our ability to market gas and the gas will not be
mar ket abl e until the relative BTU val ue of gas
approaches the price of oil BTUs, (PVWMsaid it was at
40% of oil because Northern Tier coal conpanies
successfully marketed their coal to power plants). The
relati ve BTU val ue of gas can only be increased by de-
val uing coal as a power plant fuel with a federa
carbon tax. The carbon tax would also |ikely save us
as nmuch in damages to infrastructure from gl oba
warm ng as we woul d make on oil exports, billions and
billions in prevented damage that we woul dn’t have to
ot herwi se spend our revenue on to mtigate. If we
can’t nuster the ethics to pursue a carbon tax for its
envi ronnent al benefit, we should at |east pursue a
state and federal carbon tax to increase the val ue of
our gas in an effort to nmake the gas pipeline
econoni cal. The gas problemcan only be rectified with
a carbon tax and then all else will be controlled by
t he high, stable gas val ue generated by a proper
val uation of this external cost of our hydrocarbon
econony. More stringent particul ate regul ati on would
also likely help gas prices.

e Providing tax incentives to explore or produce on
federal land will nostly provide returns for the
federal gov't, leaving us with enornous devel opnment
bills and not nuch revenue to show for it. Ganting
these tax wite-offs without careful consideration of
what will/should be required of producers under
exi sting | eases could well reduce revenues fromtaxes
to zero and the additional paynent of credits could
even require the state to pay the producers for
exporting the oil. The | east negative inpact to
exploration fromany tax increase can be acconplished
by increasing the corporate inconme tax on hazardous
operations because an increase in state corporate tax
is used as a direct offset to federal incone taxes so
there’ no net increase in taxes on the oil co’s. The
increased incone tax will also allow Al aska to extract
a fairer share of income from production of oil on
federal |ands and even nore so fromthe federal outer
continental shelf, (i.e. the 90/10 vs 50/50 royalty
split, justice wo a court). The progressive sales
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tax will also capture additional revenue from federal
OCS |l eases that is otherw se escaping sufficient state
capture.

 If we allowthe oil co’'s to wite off their Al askan
expenses it would tend to increase the price of our
hydr ocar bons and make them | ess conpetitive on the
open market. Taxes do have an effect on corporate
behavi or and only taxing the gross at the point of
export or in-state delivery will serve to keep a
mar ket check on expenditures in-state and therefore
keep our hydrocarbons as cheap as possible in the
mar ket. W have recently di scovered from RCA and FERC
tariff proceedings that the state and consuners have
been overcharged for TAPS costs by as nuch as $3/ bbl
and a sales tax levied at the point of export nust be
i nposed to insure the | owest overall transportation
costs where a prior admnistration has illegitimtely
surrendered our right to challenge tariffs overcharges
in the prior TAPS tariff settlenment agreenent. W
woul d surely have a strong case for uphol ding the
gross tax where it neasures the oil value I N ALASKA
Bot h PPT and ACES are inviting fly by m ght
wildcatters that will sell their credits and | eave.
The majors will be just as susceptible to the notion
that spending controls are less of a priority given
that they can sell the credits for marginal projects
if they fail. Wiy not just take the noney we’'d spend
on wite-offs and credits and provi de the needed
oversight to exploration contractors we hire on a
conpetitive bid? Existing | essees are already required
to produce all hydrocarbons as is economcally
feasible and can apply for royalty relief if prices do
not support optimal production rates.

» The di screpanci es between projected revenues and
col | ected revenues under PPT suggests that either the
state is incapable of properly assessing tax
provi sions or that tax payers are w thhol ding taxes.
Both results suggest we nust have a sinple tax
structure to avoid revenue shortfalls and costly
litigation. Mdreover, the conplicated wite-offs and
credits would nake it nearly inpossible for ADNR ADOG
to properly assess appropriate plans for operation of
| eases/units if ADNR/ ADOG was indeed inclined to
properly inplenent their |eases, statutes and
regul ations. Such an inpairnment of the | ease contracts
may well be interpreted as violating Article | Section
15 of the state constitution barring such inpairnent.

HOUSE RES COW TTEE -19- Oct ober 30, 2007



» The whole TRIPS schene is designed to enhance
certainty of devel opnment, (pre-defined | eases and
i mproved access), while alleviating risk due to | ow
prices but elimnating any windfalls to industry, (the
progressive sales tax spanning a $190 price range).
Al though | haven’'t done a precise analysis of the
total governnent take, | strongly suspect that these
rates woul d keep us bel ow t he Norwegi an standard of
78% gr oss governnent take up to about $70/bbl and |
woul d suggest | owering the base oil sales tax and/or
rai sing the new class of corporate inconme tax until
this parity was reached. |I’m sure that the Norwegi ans
never anticipated the blistering oil market we have
today and so did not include progressivity. The gas
probl em can only be rectified with a carbon tax and
then all else will be controlled by the high, stable
gas val ue generated by a proper valuation of this
external cost of our hydrocarbon econony. Mre
stringent particulate regulation would also likely
hel p gas pri ces.

Proposed Principles and Rates for Design of an Ol Tax
Bill:
Production and Corporate |Incone Taxes, Royalty Rates
and Lease Provisions with
State Commitnents to Exploration, Infrastructure and
Car bon Conservati on

Raw O |/ Gas Sal es Taxes: The  gross t ax on
raw unrefined hydrocarbons sold in/from Al aska shal
be set at the value of the hydrocarbons at the Al askan
term nus of export or point of sale within Alaska in
order to provide a market check on production costs
and pipeline tariffs in furtherance of the relative
conpetitiveness of Alaskan resources, (e.g. Valdez
Marine Termnal for TAPS oil, Drift River or KPL Dock
for Cook Inlet oil and gas, at the Canadi an border in
the case of gas transport by pipeline, at any in-state
refinery or point of sale). This tax system would al so
encourage export of value added petrochenical and
refined products. The suggested tax rates for crude
oil are as follows:

1. There shall be a mninmum sales tax of 15% of gross
value for oil prices between $0 and $20/ bbl ;
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2. At $21/bbl the sales tax increases to 15.5% and
increases by a rate of 0.5% for each $1/bbl increase
in price to $30 ;

3. At a price of $31/bbl the sales tax shall be raised to
20. 2% of gross value and shall increase at a rate of
0.2% for each $1 in value per barrel until a price of
$110/ bbl at which point the tax will have accunul at ed
increases to provide a rate of 36% of val ue;

4. At a price of $111/bbl the sales tax shall be assessed
at 36.1% of value and shall increase at a rate of 0.1%
for each $1 in value per barrel until a price of
$210/ bbl at which point the sales tax will have
reached its maxinumrate of 46% of val ue.

Corporate Incone Tax: A distinct class of Al askan
corporations shall include those operations that
handl e substantial quantities of hydrocarbons and
ot her hazardous materials, as classified by the ADEC
and be subject to a corporate inconme tax of 14% The
safety and security issues presented by these
operations require significant oversight, security and
public safety assets that warrant an enhanced | evel of
corporate classification in such regard.

Royalty Rates: Lease bidders will proffer a signing
bonus paynment and a bid above an adjustable royalty
floor/ m ni num established between 1% for the |east
mar ket abl e hydrocarbon, (e.g. 1inaccessible, undefined
gas fields), to a maximum of 20% for the highest

wel | head val ue hydrocarbon, (e.g. well defined, Iight
and accessible liquids such as those at Poi nt
Thonmpson). Each new |essee shall consent to an

adjustnment of its royalty rate every 5 years after
production startup that reflects any increase or
decrease in the market valuation of the BTU content of
the hydrocarbon(s) wunder developnent and/or by a

substantial inprovenment in accessibility of |eased
properties as generated by state efforts. Lessees
shall provide all necessary information needed to

assess the accessibility of Ilease holdings and the
relative BTU value of Alaskan hydrocarbons. The
ADNR/ ADOG shal |l provide a report to the legislature at
the beginning of each general session all Dbest
interest findings relative to oil and gas devel opnent
and suggest any additional statutory provisions
necessary to advance the optinmal developnent of the
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state’s hydrocarbon resources from existing and
proposed | eases/| ease sal es.

Hydr ocarbon Expl orati on, Production and Transport
Lease Provisions: ADNR and AOGCC, shall in their
admnistration of |essees operations, conduct the
necessary anal yses and issue appropriate directives to
| essees to provide for the revenue optimzing
extraction rates and use of technologies with respect
to recovery of viscous and heavy oil recovery as such
extraction my be tied to concurrent availability of
lighter oils. Al new | eases shall have relinqui shnent
provisions that reflect the realistic devel opnent
tinelines given the difficulty perfecting necessary
permtting and devel opment tasks. All |essees consent
to regulation and assistance by the ADEC to
effectively utilize and otherw se abate or sequester
greenhouse gases released by exploration, production,
transport, power generation and refinery operations
associ at ed with its | eases. Lessees shal
proportionately supply all necessary fuel for state
aircraft, vessels and vehicles used to assist and
adm ni ster | essees’ operations.

Expl oration Commitnent: In order to exact the highest
signing paynents and royalty bids and to provide for a
nost efficient and predictable devel opment of Al aska’s
hydr ocarbon resources, the ADNR wll commt to
obtaining the services of exploration experts, whether
contracted or enployed, with the nost advanced
geologic nmapping and analysis capability to define
hydrocarbon resources to their greatest practicable
extent prior to leasing of hydrocarbon fields to
enhance “prospectivity”.

Infrastructure Comm tnent: The ADOT in an MOU with DNR
shal | enploy all due diligence in coordinating
interested state and federal agencies to devel op,
subsidize or otherwise facilitate transportation of
exploration and production mterials to proposed
|leasing areas and for access of gas by Al askan
communities. A dedicated 4% portion of total royalty
paynents shall be set aside for this Safe Transport
Devel opnent fund. The ADOT shall mnimally provide
heavy lift helicopters and other |ow inpact vehicles
to advance preservation of sensitive areas, enhance
spill response, protect wildlife and maintain security
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in leasing areas as training for their primary public

safety and security duties that shall include repair
and prevention of Gobal Warmng inpacts across
Al aska. The ADOT shall also advance planning and

construction of ports, port services, rail systenms and
pi pelines necessary to pronote efficient materials
transport al ong est abl i shed Al askan transport
corridors and extensions along the AGA certified

RON(s) .

Carbon Conservation Comm tnent: The state shall enploy
al | due diligence wth appropriate funding of
legislative and regulatory efforts to establish in
state and federal Ilaw establishing a transferable
car bon t ax and to additional ly advance Ccad
sequestration and secondary utilization, net hane
capture and abatenent, and Arctic-appropriate carbon-
neut r al energy generation technologies using a
dedi cated 4% portion of total royalty paynents. The
ADEC shall develop regulations establishing a carbon
tax, appropriate enmi ssions standards and/or other
carbon limting constraints upon hydrocarbon | essees.
The ADEC shall conduct the necessary analyses to
establish abatenent technology standards and pursue
advancenment of the best available technologies wth a
bi -annual $3 mllion grant funding that may accunul ate
beyond the $3 million level to ensure appropriate
f undi ng of appreci ably superi or and effective
t echnol ogi es.

7:21:11 PM

STACY SCHUBERT, President, Anchorage Chanber of Commerce, stated
that the chanber represents 1300 business nenbers enploying a
total of 70,000 people. She spoke from the followng witten
st at enment [ origi nal punctuation provided wth formatting
changes] :

The Anchorage Chanber of Commerce appreciates the
Admi nistration’s desire to revisit the Petroleum
Production Tax to ensure that the nost vital conponent
of our State’'s tax reginmen was the result of sound
public policy. Still, we have sonme significant
concerns regarding this review.

First, we are concerned that there has been a headl ong
rush to prejudge the PPT as “unfair” to Al askans. The
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illegal actions of sone legislators and special
interests have understandably cast a cloud of

suspicion on this |egislation. It should be kept in
m nd, however, that many supported the PPT who had no
involvenent in any inproper activities. A large

nunmber of wupstanding |egislators and organizations,
i ncludi ng the Anchorage Chanber, supported the passage
of PPT as a sensible balance between increased state
revenues and incentives for investnent; therefore, we
respectfully ask that you not start your analysis from
the standpoint that the current law of the land is
wong or in any nmanner “unfair.” Review the PPT
t horoughly, for all our sakes, but have an open mnd
to the possibility that the PPT, in fact, is the best
option for Al aska despite t he unfortunate
ci rcunstances surrounding its original passage.

Second, we are concerned that there is insufficient
evi dence concerning the actual inpact of the PPT. I t
is our understanding that the original PPT |egislation
contained a provision whereby it would be thoroughly
reviewed at the end of five years. Thus, wth [|ess
than a full-year’s worth of data to analyze, a
declaration that the PPT is not working would appear
hasty and not fully informed. It should also be noted
that during the past year the taxation |andscape was
significantly altered by the tenporary shut-down of a
significant conponent of the North Slope fields;
therefore, the available data cannot be said to
represent a typical year. From all review, the PPT
brought in significantly nore revenues to the State
than the previous ELF system

Third, we are very concerned about «creating an
i npression that Alaska's tax platformis volatile and
undependabl e. The Anchorage Chanber is not advocating
that we need 30 years of certainty in our tax
structure but we are concerned that we are faced wth
the possibility of three distinct nmethods of taxing

petroleum within three years. Even though you will be
debating a tax that directly deals only with a certain
segnent of the econony, it nonetheless, creates an

unm st akabl e reputation that Alaska is a |ocation that
is nore interested in taxing industry than in grow ng
i ndustry. Such a reputation is harnful to all
busi ness sectors and ultimately, to all Al askans.
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Fourth, we are concerned about the enphasis placed on
increased revenues for the State. Wthout the
political will to create a sensible economc plan for
the State of Alaska, the Anchorage Chanber s
concerned that we are behaving as if we are communally
addicted to “oil noney.” As North Slope production
i nvari ably declines, we seem overly zealous to prop up
our standard of living by sinply increasing our take.
Wat was a fair take 10 years ago is no |longer “fair.”
Wat was fair |last year now appears to be no |onger

“fair.” H story is devoid of instances in which a
thriving econony has been built on the nodel of
maxi m zi ng the government take. In contrast, history

teaches us the inportant |esson that vibrant and
flourishing economes spring from environments where

t he gover nnment encour ages I nvest ment and
ent r epr eneur shi p. It is ultimately self-defeating for
Alaska to increase its short-term revenues at the
expense of chilling |ong-terminvestnent.

Finally, despite these significant concerns the

Anchorage Chanber remains optimstic. As a state, we
can prosper and we have the ability to nake Alaska’s
future bright. The only question is whether we have
the courage, the discipline and the will to resist the
path of |east resistance and instead focus our efforts
on the hard, yet ultimately rewardi ng work of building
a sound economc future. Toward this end, we
respectfully ask that during this special session you
do these four things:

1. Review the PPT to ensure it is sound public
policy but do not discard it sinply because of the
ci rcunst ances surrounding its passage; and

2. If there is legitimte doubt concerning the
effect of the PPT, do not be afraid to allow the PPT
to exist for sufficient tinme to allow reliable data to
be generated, which is consistent with the original
legislation that provided for a review at the
conclusion of five years; and

3. Take all appropriate cautions to protect
Al aska’s reputation as a stable tax environnent that
encourages and pronotes business opportunities and
i nvestnent; and
4. Consi der any revenue enhancenents only in
conjunction with actually developing a fiscal plan — a
spendi ng and savings plan - for the State of Al aska.
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7:25:34 PM

MARK SHARP stated that he is representing his children and
grandchi | dren. He said he has reservations about referring to
the sale of the state's resources as a tax, but that it is the
word that has been given and nost easily comunicates fiscal
policy debate. He said the legislature has abdicated its
responsibility to assess the value of the state's oil resources
and to determne a fiscal policy that allows the state to place

its oil into the market so as to nmaximze the benefit. Cearly,
the oil industry wote the PPT and subnmitted it through Governor
Mur kowski, he said. The state is stunbling into traps the

industry inserted into the PPT legislation, thus the state is
condemmed to a future of litigation. The big three have sone of
the best lawyers in the world, he said, and they are throw ng
nonkey wrenches into the already slow noving gears of justice
The result is dozens of cases simlar to the "Exxon Valdez
damage case" now stretching into its twentieth year. The big
three love this scenario, he said, because the net profits tax
structure results in the state paying the legal bills for both

the state and industry's |awers. "These goons wite off the
cost of their hired guns against taxes owed the state, or is it
a direct credit,"” he asked. "Wio knows!"™ The PPT is so flawed
and conplicated, he continued, that even the state's |awers
cannot agr ee. The | egi slature's abdi cati on of its
responsibilities has led to a giveaway of the state's greatest
resource and has put the state in perpetual litigation
Citizens said to keep it sinple - a gross tax, a point of

production tax - but [the |egislature] decided otherw se. These
"admtted crooks" were rewarded, he said, wth "sweeteners
| ayered with deductions, wapped with credits, and topped wth
claw backs." Five years of rebate for investnent in
infrastructure is a giveaway of state funds to perhaps the nost
profitable industry in the history of the world, he argued, and
this is indefensible. He said he would like to see the state
receive its fair share as foll ows: i ncreasing from 2.5 percent
of every dollar starting at $50 a barrel, 5 percent from $60 per
barrel, 7.5 percent from $70, topping out at 10 [percent] for
every dollar when the price bests $80.

7:30: 47 PM
COCHAIR JOHNSON inquired whether M. Sharp disliked the

governor's plan [HB 2001, as introduced] as well as [CSHB
2001( &G ] since they are both a net tax.
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MR. SHARP responded that anything comng out of the House
Resources Standing Commttee should have a gross tax facet to it
and it should be on the upper windfall end based on an oil per
barrel dollar anount.

7:31:25 PM

MERRI CK PI ERCE said he is representing hinself. He stated that
maxi mum benefit for the state's oil is not being returned to the
people as required by state constitution. There has been

m nimal public participation due to the special session being
held in Juneau and there are no public hearings being held
around the state. He urged that discussions be franmed in a nore
meani ngful way, such as talking about actual dollar values
rat her than percentages. For exanple, he said, there is $23.5
billion worth of oil shipped out of Al aska at the current prices
and production levels annually and the state's take of that is
only about $3.5 billion to $4.5 billion. Presenting it like
this lends perspective to what is at stake and leads to the

question, "Wiy does the oil industry get a gross of $20 billion
or so, and we, the owners of the resource, are getting only $3.5
to $4 billion?" He requested that there be Ilegislative

di scussions explaining why a net profits schenme is better for
both the state and devel opnent than a gross profits tax with a
sinple price escalator in capital credits. He al so requested
di scussions about TAPS tariffs. Those tariffs increased
substantially after PPT was passed, he said, thus reducing big
oil's tax burden to the state while simultaneously dim nishing
the incentive for other independent oil conpanies to devel op on

the North Slope due to the higher tariffs. It does not nake
sense to give away production taxes before correcting this
di sincentive for independent oil conpanies. Addi tionally, he
requested | egislative debate on how the state will diversify its
econony and create good paying jobs as the state stops giving
away mllions of dollars annually by underselling and
undertaxing its oil. There are only a handful of drill rigs in

operation on the North Slope, he said, despite the creation of a
virtual tax-free environnment by the economic limt factor (ELF)
and the corporate welfare of PPT. However, there are hundreds
of drilling rigs working right now in Texas and Loui si ana. He
guoted from a statenment by Bob Bartlett advising that the state
not allow resources to be acquired and then not developed in
order to preclude conpeting with resource extraction being
conducted el sewhere in the world by those same conpani es.

7:36: 07 PM

HOUSE RES COW TTEE -27- Oct ober 30, 2007



CO CHAIR GATTO said his understanding is that there are 21 rigs
on the North Sl ope.

MR. MERRICK responded that the nunber is less than five,
according to the nost recent oil and gas journals that he has
seen.

7: 36: 32 PM

M CHAEL MELIELO,  President, Chugi ak-Eagle River Chanber of
Conmmer ce, noted that the <chanber is conposed of snal
busi nesses, comunity nenbers, and |arge corporations from an
area with a population of 35,000. Hi s discussion focused on
three points from a 10/19/07 resolution that the chanber
provided to the legislature. He specified:

First, we understand the special session is necessary
to restore the public trust in light of the
[corruption] investigations. However, we know a | ot
of you personally and we are confident that vyour
debate did occur in good faith and that you absolutely
continue to deserve the public trust. Second, from
our perspective, we feel Alaska's oil supply is
preci pitously declining and we cannot stress strongly
enough that your decisions during this special session
need to favor continuing reinvestnent. Recovery of
heavy oil and creating new oil requires significant
dollars every single year and wthout those

reinvestnment dollars the entire econony and job narket
for Alaska is in serious trouble. Qur nessage to you
is, "Please, do not go for short-term financial gain

at the cost of long-term investnent." Third, we
honestly believe that the five-year review for PPT,
which is now down to four years, wll give you the

time and the data you need to do a good assessnent
And the question that you need to continually ask is,
"Are the producers <continuing to reinvest at an
acceptable level?" And then juxtapose that with, "Are
we seeing significant and positive increase in the
state's financial position?"

7:38:45 PM
PAT TOLSON stated that he is representing hinself. He said he
is a laborer with Laborers Local 942 which has nenbers in

Sout heast Al aska, Fairbanks, and throughout the Bush. He
explained that one area of |abor supplied by union nenbers is
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I ine mai ntenance of the Trans-Al aska Pipeline System plus punp
stations and all of the Prudhoe Bay oilfield devel opnents. He
testified as foll ows:

People |ike nyself that live in renote areas - 1, for
instance, live in Hydaburg on Prince of Wales Island,
Sout heast Al aska - have very few opportunities to cone
and work a job where |I can make the kind of noney | do

in these oil related |jobs. | cone from a very
econom cally depressed conmunity. The people that
live in these communities need these oil industry jobs

for its people to have that opportunity to |eave the
villages and be able to get thenselves ahead with the

jobs the oil industry provides. What is conmmon
knowl edge anong people who studied our victory at
Wrld War Il is that it was won by our wunlimted

anount of oil provided to our forces and allies from
the states of Texas, lahoma, and Louisiana. .
Right now, if Alaska is given the chance to be able to
develop its oil and gas resources, our country can be

the strongest power in the world and the safest. It
has been said that Russia has the npost undevel oped oil
resources, but | would like to think Al aska does. I
say let's find out. ... Qur country needs the oil and

gas now, before we becone vul nerable to the onslaught
of other world powers that don't have our best
interests at heart.

7:41:58 PM

JI' M UDELHOVEN, Omer, Udel hoven G lfield System Services (UGSS),
stated that he has been a business owner in Alaska since 1970
and that he has about 500 enployees. He said UCSS is a
diversified conpany that does mlitary, oilfield, conmmercial,
and industrial work. He testified as foll ows:

I'd like to point out that life is a series of
decisions and they are just basic yes and no
deci sions. You people there in Juneau have before you
a very inportant and a very, very difficult decision
to make. It is difficult fromthe standpoint that you
have to make the decision collectively through
committees, through people from different walks of
life, and in conjunction with the governor's office
The decisions that come out of this special session
have to propel the oil industry forward. And, |
really hope that you are granted the wsdom to

HOUSE RES COW TTEE - 29- Oct ober 30, 2007



acconplish that because the decisions that follow

after this session is over wll be made by
i ndividuals, and they are just yes and no decisions as
sinple as me having a job opening and ... | need to
fill it and |I ask sonebody to fill it. ... The large
industries, the small industries, the individuals in
the homes, and everyone wll be naking business
deci si ons based on what you people do in Juneau during
this period of tinme that wll either propel Al aska
forward or stall it. " m not saying what those are,

because you people are swanped with nunbers and facts
and I'm not privy to all that, so |I'm not prejudging

what kind of a decision you need to mnake. But | ask
you to do it with vision. | ask you to do it in a
manner that wll propel the oil industry forward

because there is nothing in Alaska at this point in
time, based on the budgets that Al aska governnent has,
that can propel us forward. So, the only thing that
can happen if the oil industry pulls back is you wll
have to turn to the Permanent Fund. Any other private
income tax, fishing industry, or anything else to try
and raise this kind of nmoney would conpletely
devastate them

7:47:48 PM

BILL ZORB said he is testifying on behalf of hinself. He stated
that he is concerned Al askans are being left out of the debate
because the legislature is sequestered in Juneau along with the
| obbyi sts of the oil conpanies. Interior residents get very
scant and sonetinmes non-exi stent news and information about what
is going on in Juneau, he said, and this hearing was not well
publicized in Fairbanks. He just happened to be listening to
the local radio station and heard about tonight's hearing. He
said he was disappointed to read in his |ocal newspaper that
both the Senate Resources Standing Conmttee and House Specia
Commttee on Ol and Gas had gutted the ACES bill [HB 2001, as
i ntroduced,] by renmoving the 25 percent net profits tax and
ot her unspecified changes which he did not fully understand. He
urged that the 25 percent net profits tax be restored to the
bill.

7:50: 15 PM
COCHAIR GATTO stated that [the House Resources Standing

Commttee] went to 90 news outlets to advertise the hearing. He
apol ogi zed that M. Zorb did not see any of the ads. He said
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the coomittee had not yet taken any action on the bill and would
be convening for the next several days with the plan to finish a
final comnmttee version on Sunday [ Novenber 4, 2007].

MR. ZORB reiterated that he would like to see the 25 percent net
profits tax restored. He said there are many other owner states
that take a far larger share of their oil profits than that and

the major oil conpanies are still doing business there.
Al aska's constitution mandates a nmaxinmum return on its
resour ces. It is wunacceptable that ExxonMbil Corporation

("Exxon") is refusing to divulge its oil profits from Al aska, he
sai d.

7:53: 01 PM

CO CHAIR GATTO stated that it is Exxon's conmpany policy to
report only worldw de earnings and that the |legislature has
asked them for the Al aska portion.

MR. ZORB responded that this is unacceptable because if the
state is considering a net profits tax then it needs to know
what the profits are. Further, if Exxon is unwilling to share
that information then the state should not do business wth

t hem It is the job of legislators to look out for the best
interests of Alaskans by getting the best return on the state's
resour ces. The oil does not belong to the oil conpanies, he

said, it belongs to the state.
7:54:59 PM

FAY VON CGEMM NGEN said she is a Ilifelong Al askan whose
grandparents arrived in Alaska in 1917 and 1918. She stated
that as a CPA she supports a gross nethod of cal culation, not a
net method, because there are too many places to hide expenses.
Expenses are from fields in Alaska as well as all over the
worl d, she pointed out, and it is very difficult to determne
and separate all the expenses that are not Alaskan expenses.
Skyrocketing gas and oil prices will affect public safety, she
said, such as state trooper vehicles and airplanes, maintenance
vehicles, heating state and school buildings, and student
transportation. She urged that nunicipal revenue sharing be
considered for the sanme reasons - public safety, r oad
mai nt enance, and education. She said the state cannot afford to
keep going backwards like it is doing right now with the take
fromits oil. She thanked the previous two speakers for saying
much of what she wanted to say. W nmust get a share from the
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state's oil that will help this state for generations to cone,
she said. It should not |eave the state.

7:57:47 PM

DARYL NELSON supported a tax of at |least 25 percent off of the
gross. He was concerned that the oil conpanies would sit on the
resource as was done at Point Thonmson. He suggested that if the
oil conpanies do not produce at a [tax rate] of 25 percent, then
the rate should go to 30 percent or higher. The oil conpanies
need to disclose their profits so Alaska can get its fair share,
he stated. Q| conpanies are making way too nuch profit - it is
the state's oil, not theirs. He agrees with Ms. Von Genm ngen's
statenents, he said, because he is also worried about the next
generati on.

8:01:19 PM

PAUL D. KENDALL stated that he is representing hinself. The
testinmony before the conmttee is flawed, he said, because a
standard is not being established and net by having the
principals sworn in. Everybody neans well, but there is no
subst ance because those principals have not conme before you in a
sworn-in and conmtted partnership. He said the state needs to
decl are 100,000 honmes in Alaska and that each honme should be
1000 square feet with a two car garage, a tool shed, a 25 foot
by 25 foot greenhouse, and be on a 100 foot by 100 foot |ot

That particular honme should get all of its energy at no charge
if all of those energies are converted to natural gas fornul as

and they are all derived from that particular feedstock. He
said he is suggesting this because it is the only way to break
this cycle of being at | oggerheads. The energy conpanies are
the ones who are perturbing the econony, he said, by adding huge
anounts of costs overnight. They cannot keep up this cost
because when a <cost gets higher the percentages begin to
increase geonetrically on society. This results in having to
drop the econony and ending up at a price per barrel of oil that
will not have an increased tax, or end up with a | oaded net | oss

and zero tax. He supported a gross tax. His point, he said, is
that in order to have a solution, the solution nust have a
foundation that is premsed along the way, but that there is
never tinme to have that dial ogue. It is not taxes, it is the
| egislature's obligation to find a forrmula that is viable and
brings the state a fair trade for its resources. He said he is
staggered to see so few people gather to discuss such a huge
i ssue. ExxonMobi | Corporation should be served an eviction
notice, he said.
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8:09: 01 PM

GLORI A DESROCHERS stated that she is testifying as a private
citizen with no affiliation. She said it appears that |awrakers
have been sweet talked by the oil industry to benefit the
i ndustry above the interests of Alaskans and the state. The
| egi sl ature has been given the duty to be faithful to the best
interests of the state and Al askans, she said, not the best
interests of oil comnpanies. Legislators need to keep in mnd
that Alaska is the parent and the oil conpanies are the child

However, she said, it appears that |awrakers have historically
been associated with oil conpanies as though the |awrakers are
the child, and it is now tinme to mature. She said she has been
listening to Fairbanks resident Frank DeLong on the radio and
that he has been involved with oil conpanies throughout the
world and that he built the North Pole refinery. She related
M. DelLong's experience in Indonesia where the Indonesians were
offered mninmum profits for their oil by the big oil conpanies
until they demanded a nuch higher profit, which they received.
Ol conpanies have no patriotic allegiance to anyone but their
own profits, she submtted. Al askans should have this sane
desire and go for the highest imrediately. In response to
Representative Fairclough, she related that Frank DelLong's
former job with oil conpanies around the world was to negotiate
with countries to get the highest profit for the conpanies, and
that M. DelLong's advice to the state is to get the highest that
it can.

8:14: 40 PM
LI SA PEGER testified as foll ows:

| believe you should pass ACES ungutted or we'll know
who the enemies of the state are. As oil prices go
hi gher and pass $100 per barrel and start their clinb
toward $200 everyone is going to nmke it their
business to point the fingers back and know who to
dunp because of msplaced allegiances. You can
pretend that you don't know the follow ng but then we
just have to figure that you're too stupid for the
j ob: The big three are playing Al aska. A few
percentage points up or down are not going to nake
much difference to the exact order of agenda for the
big three as to where their investnment dollars go
first - unstable countries first, Alaska and the rest
of Anerica last. They've had PPT for about 14 nonths
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and they haven't filled up the pipe. W nmay as wel |
take our due off the table now and in the future
because what we need to work on is the bottl eneck of

the access. Wen the courts and you and the
regul atory conmssions have fixed the tariffs and
access and pass ACES you wll have a flood of new

expl orers because of secure access, tariff control,
and net profits so they can all afford to explore.
When the conpetition - which can help bust the
nmonopolistic grip on America' s energy costs - cones
then if there is still too nmuch noney on the table we
can do a cost per barrel and tighten up the schene.
The ACES plan is good in all respects, except | would
also like to see the progressivity stay at 2.5 instead
of being reduced to 2. Aside from that | think you

need to give Sarah Palin her head. She has a plan.
She has a lot of political capital and if you go
against that it's at your own peril. And she hasn't
let us down yet and | think people who are in there

nmonkeying with it are showing their true col ors.
8:17:43 PM

JERRY DI XON stated that he is representing hinmself and two
t eenage sons. He supported an increase in the oil tax. He said
it concerns himthat the State of Al aska, on a per capita basis,
has cut the nunber of state troopers in half. He read the
followng from a letter from the director of the Division of
Al aska State Troopers: "Since 1987 authorized staffing for
Al aska troopers has dropped from 310 to 215 ... If we nove
anot her state trooper to Seward we have to take a trooper from
somewhere else.” He related several incidents in which he
called for trooper assistance but received no response due to
the shortage in the nunber of troopers. If the state received
nore revenue, then nore troopers could be hired, he said.

8:20: 06 PM

CO CHAI R GATTO noted that there have been lots of television ads
for state troopers and it is his understanding that recruiting
troopers is difficult.

MR. DI XON stated that he was a snoke junper in his first career
and that he taught gifted students for the next 30 years. He
related that sone of his students becane troopers, but that one
of themrecently quit because he was unable to get backups when
he was called out to dangerous situations. In response to Co-

HOUSE RES COW TTEE - 34- Oct ober 30, 2007



Chair Gatto, he said he would mail copies of several articles
[regarding state trooper issues] to the conmttee.

8:22: 01 PM

CO CHAI R GATTO cl osed the public testinony.
[ HB 2001 was hel d over.]

ADJ QURNIVENT

There being no further business before the commttee, the House
Resources Standing Commttee neeting was adjourned at 8:23 p.m
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