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“"An Act relating to the production tax on oil and gas and to
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advisory bulletins and the disclosure of certain information
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COCHAIR CARL CGATTO called the House Resources Standing
Commttee neeting to order at 9:12:38 AM Represent ati ves
Gatto, Johnson, Fairclough, Roses, Seaton, WIson, Edgnon,
GQuttenberg, and Kawasaki were present at the call to order.
Also in attendance were Representatives Chenault, G ssna, Gara
G uenberg, Johansen, Kelly, Kerttula, dson, and Sanuel s.

HB2001-O L & GAS TAX AMENDMENTS

9:14: 03 AM

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 imedi ate supervisors;
establishing an oil and gas tax credit fund and authorizing
paynent from that fund; providing for retroactive application of
certain statutory and regulatory provisions relating to the
production tax on oil and gas and conservation surcharges on
oil; making conform ng anendnents; and providing for an
effective date.” [Before the commttee is CSHB 2001( C&G . ]

[ The committee briefly discussed how it would proceed.]
9:20: 26 AM

STEVE PORTER, Consultant for the Legislative Budget and Audit
Commttee, Alaska State Legislature, remarked that the financia
points aren't the only inportant things to consider. In fact,
many of the anendnents before the conmittee today address
adm nistrative issues that will have a substantial inpact on the
daily business of the stakehol ders. He nentioned that he is
interested in the questions the conmttee has because issues
beyond the financial mtters haven't been fleshed out as
t hor oughl y.

9:22:05 AM
REPRESENTATI VE FAIRCLOUGH referred to a presentation given by

Gaffney, Cine & Associates, Inc. (GCA) during which there was
di scussion of the topic of gold plating. There was di scussion
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about progressivity and a clinbing price per barrel nmarket in
which the state would be 100 percent responsible for all of the
costs a producer would invest into a project. She requested
di scussion with regard to the state's perspective and whether
t he producer should have "some skin in the game" or whether 100
percent state contribution is appropriate in a changing,
transitioning, basin if the desire is to have smaller explorers
enter.

9:23: 39 AM

BOB CEORGE, Gaffney, dine & Associates, remnm nded nenbers that
the chart shown yesterday illustrated the inpact of the tax
reduction on capital investnent at different points on the net
margin chart. The chart basically |ooked at a system that was

entirely based on the net margin as well as a system on the net
margin for setting the progressivity rate and then applied to

the gross value at the point of production. The chart
illustrated that the effective capital expenditures on a pure
net system has the followwing tw effects: it lowers the
progressivity conponent of the tax rate and it lowers the tax
base. The conbined effect of these results in a tax break
that's greater than the actual rate of tax. Therefore, as one
nmoves up the curve from a base |evel of 25 percent to a maxi num
rate of 50 percent, the effect can - by doing nothing else -
result in that investnent of $1 returning $.80-%.90. On a
theoretical basis, it can tip over 100 percent. Furthernore, a

tax credit on top of that can push it slightly higher. There
are ways to address the aforenmentioned, such as by placing an

absolute tax cap that limts the tax break to sone nunber that
he recalled was at 70 percent for illustrative purposes. The
af orenenti oned was the position, in terns of the mathematics,

| ai d out yesterday.
9:25: 56 AM

CO CHAIR GATTO offered an anecdote in which a store had a sale
and various other discounts going on that could result in the
consuner being paid $5 to purchase an item The store may tel
the consuner that he/she <can't stack the discounts, and
therefore the consunmer would have to chose the type of discount
to take. He opined that the aforenentioned scenario is simlar
to yesterday's chart that had a line through it specifying 70
percent. He commented, "That struck nme ... that it is possible

to get nore than 100 percent discount, then perhaps that
sonmet hing we should [ ook into."
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9:27:24 AM

CO- CHAIR JOHNSON recalled when he consulted retail clients and
informed the comrittee that what Co-Chair Gatto is speaking of

is a loss |eader. He pointed out that often retailers [offer
mul ti ple discounts] in hopes that a consuner wll purchase other
mer chandi se on which it makes a larger profit. He opi ned that

Co-Chair Gatto's analogy is appropriate in that on occasion,
there may be a loss |leader and that stores ganble that once a
consuner is in the store, he/she will purchase the high ticket
item "There's a reason retailers do it and there's a reason we
should do it," he opined.

9:28: 50 AM

MARCI A DAVI S, Deputy Conm ssioner, Departnent of Revenue (DOR),
concurred with the point that it is a balance when there's a
situation in which the state's share of the costs is fairly
hi gh. She opined that one nust keep in mnd that it's only part
of the picture as Alaska's fiscal structure is essentially a
flat tax in the guise of royalty and the state has property tax
and corporate inconme tax. Therefore, there's a base incone
stream that conmes from the activity. However, it renmins
inmportant for the legislature to see how the system works. She
acknowl edged that there can be sonme |evel of gold plating, but
not significant anounts. Per haps, the advantage in Alaska is
that nost large investnments wll take several years to cone
about. M. Davis said that until gold plating is ranpant, there
may be other ways in which to control it. As a body, the
| egi sl ature has been balancing incentivizing investnment wth
obtaining a fair share. Therefore, it nmust remain somewhere in
the mddle and be calibrated as it proceeds.

9:31:11 AM

MARK HANLEY, Public Affairs WMnager, Al aska, Regional Public
Affairs, Anadarko Petroleum Corporation, opined that to the

extent that there mght be mnimal gold plating, "I don't think
anybody wants, as a state, to see that you can have nore noney
than it cost to put sonmething in ... that does create an issue."

On the other hand, he said he suspected that one would have to
| ook very closely to find that. Furthernore, to get there would
nmean that the tax rate would be so high that by the tinme there
is production "you're not getting anything."” M. Hanl ey
expressed an interest in seeing the specific nunbers and the
exanple as it's difficult to coment on sonething that he didn't
see.

HOUSE RES COW TTEE -7- Novenber 3, 2007



9:32: 50 AM

CO CHAIR GATTO recalled that it was within a narrow range of oi
prices.

9:33: 03 AM

MR, GEORCE clarified that the effect he described does occur at
high margins, not just high prices. Although the take increases
when sitting, there's also a very high nmargin. However, if
there was a situation in which there were high prices with |ow
mar gi ns, the take wouldn't be so high

CO- CHAIR GATTO interjected that price isn't equal to margin
MR. GEORGE confirmed that to be correct.

MR. HANLEY inquired as to the assunptions of such a scenario.
He related his assunption that the exanple would be one in which
the entity has existing production and is nmaking an additiona
i nvest nment .

MR, GEORGE said that the situation reviewed a spectrum He
clarified that an entity with no production at all would receive
the tax credit as well as the net operating loss (NOL) credits.
The issues being discussed are those situations in which the
margins are high and those with the nost inpact to the margins
are those with a small amount of production that is high margin
production such that the <capital expenditures are a high
proportion of the operating margin.

9:35:13 AM

REPRESENTATI VE FAI RCLOUGH opined that conpanies are investing
nore than just the production comng through the line and the
costs. She requested that sonmeone speak to the credits or
i nvest ments. She then related her understanding that conpanies
who are investing are obtaining the exploration credits as well
as sonme capital contributions, depending upon the location in

relation to an existing well. She inquired as to whether
conpani es are recouping under the escalation exanple presented
yesterday, "there are still expenses that are outside the realm

so that conpany has it's skin in the gane."

9:36: 32 AM
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M5. DAVIS said that in terns of thinking about the credits and
the deductions allowed under this revision of the tax system
it's easy for folks to review the nunbers. In response to
gueries regarding whether the state is giving away too much, M.
Davis says she asks herself whether she would purchase a
Cadillac after receiving a $100 gift certificate in the mail for

it. She further said that her response is that she wouldn't
purchase the Cadillac unless she was intending to do so prior to
the receipt of the gift certificate. In regard to the tax

system M. Davis stated that gold plating is an area in which
the systemis broken such that there are so many incentives that
have allowed credits to conbine that the value of what is being

i nduced is not worth what was given to [induce investnent]. To
find the balance between a mature field with infill drilling
versus bringing in new entrants and explorers, is a real

chal I enge, she opined. Were that line is cut my be different
under different circunstances, which is why there is a credit
specifically for exploration that is set at a level that's
perhaps different than a standard capital credit that would be
applied for mature fields. Therefore, each time credits or
i nducenents are given, the state nmust ask itself whether it's in
a position to receive nore than what was given. The concern
with regard to gold plating is only in instances in which there
are inducenents for "silly behavior". In terns of the chart and
where the state sits with regard to exploration activity, M.
Davis deferred to M. George.

9:39: 10 AM

REPRESENTATI VE FAI RCLOUGH pointed out that BP, ExxonMbbi
Corporation ("ExxonMbil"), and ConocoPhillips Al aska, I nc.

("ConocoPhillips") and explorers such as Anadarko Petroleum
Corporation ("Anadarko") and Pioneer have investnents throughout
the state, sonme of which produce and others of which don't. I n

a situation in which a conpany drills a dry hole, does it recoup
its costs under the systemrelated by M. George, she asked.

MR. CGECRCE stated that under the petroleum production profits
tax (PPT)an entity that has no incone at all would, qualify for
22.5 percent and 20 percent on the NOLs. He related his
understanding that as proposed the aforenenti oned woul d increase
slightly. The conpanies would receive 20 or 40 percent
investment credits depending on the location of the exploration
well. Wth a 20 percent credit and a 25 percent base rate, they
woul d be operating on a 45 percent tax rebate.

HOUSE RES COW TTEE -9- Novenber 3, 2007



M5. DAVIS pointed out that there is a difference between the

state being willing to share the cost in a failure outcone
[versus sharing the risk in a successful outcone]. She opi ned
that only sharing the cost in a successful outconme doesn't
i nduce nuch. | ndustry, she highlighted, is looking for sone

mtigation of the risk on the down side. The aforenentioned is
a conpletely different concept than gold plating in which the
state puts in noney for which it may not get anything. " But,
what we did get out of it: we induced the behavior to go out,
search, and take risks," she said.

9:41:10 AM
REPRESENTATI VE EDGVON asked whether a cap is in order.

MS. DAVIS related that the adnmnistration sees that there is an

anomaly that occurs in the md range. It cones down to a
bal ance, in ternms of putting together the rates of investnent,
what the state is trying to induce. The admnistration's
perspective is that it's wlling to see what the wll of the

body is because that balance of encouraging investnment versus
the state's fair share provides benefits in both directions.
The administration hasn't taken a position on advocating a cap
at a specific level at this tine.

CO CHAI R JOHNSON posed a situation in which an oil conpany that
cones to Al aska, spends $5 million drilling a well. In such a
situation, he surmsed that since there's no production and no
taxes, the state pays nothing because there's no revenue agai nst
whi ch the tax can be charged.

M5. DAVIS confirmed that the oil conpany wouldn't pay the
production tax, but by virtue of the activity if the conpany
invests, it has capital credit certificates that can be sold or

the state will purchase back in the following year. Therefore,
there's capital. The state's corporate incone tax works on an
apportionment factor such that iif the conpany also has

activities in other locations in the wrld, the state takes a
fraction in terns of how nmuch infrastructure and | aborers are in

the state. Therefore, a conpany could have no incone and stil
pay corporate incone tax in Al aska, by virtue of the
af orenenti oned activity. However, the admnistration is still

i ncentivizing conpanies to stay and take the risk and induce the
conpany to do so by giving the conpany sonething even if the
wor st happens.
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CO CHAI R JOHNSON surm sed, then, that once a conpany enters, the
state will make noney because there will be a benefit to the
state for that tax credit.

M5. DAVI S concurred.
9:44: 22 AM

REPRESENTATI VE ROSES offered his understanding that the state
gets nore than that. He recalled that sone of the concerns
expressed by the explorers and the producers relates to the vast
amount of information the state would receive in the form of
core sanples, seismic data, and drilling data that it wouldn't
have received had the well not been drilled. Therefore, the
guestion is whether the anpbunt of noney being given in a credit
is equal to what it would cost for another entity to gather the
information in another manner. He opined that the answer is
yes, otherwise the state wouldn't have developed a plan to
provi de these credits.

9:45:10 AM

REPRESENTATI VE SEATON continued discussion on the exanple in
which an entity cones into the state with no revenue. He
related his understanding that an explorer could qualify for 30
or 40 percent tax credit on its investnment for exploration. Any
| osses, expenses above and beyond revenue, would be converted
into net operating loss credits, which <can be sold or
transferred. Therefore, the expenses an [explorer] incurs cone
as credits as well as the credits for capital expenses. He
indicated that [an explorer entering with no revenue] is in the
worst position while those receiving a higher benefit from the
state are those that have revenue. Those entities with revenue
at a high price and progressivity exists, depending on how
progressivity is structured. If it's on the net basis, the
conpany woul d receive the state proportion of that contribution
because they can subtract it from the oil taxes they woul d ve
pai d. Representative Seaton opined:

So, if we're at the level of margin where they're
paying max, then that's another 25 percent of their
costs that are paid by the state in the form of
decreased taxes paid fromtheir other operations. So,
the explorers ... do not have that benefit .... | f
you do progressivity on the net ... because they have
no progressivity because they don't have any credit
from that because they had no revenue. And so, there
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is definitely a difference and ... the explorers are
definitely not treated as ... fairly as those wth
revenue.

9:47: 23 AM

REPRESENTATI VE FAI RCLOUGH requested hearing from the producers
and explorers regarding their position as to gold plating.

9:47:55 AM

CLAI RE FI TZPATRI CK, Commer ci al Senior Vice President, BP
Expl oration (Alaska) Inc., related that from BP' s perspective
the concept of the cap has the sane effect as the floor. She

related her wunderstanding that the over 100 percent concept
kicks in when there is a high margin, and therefore there are
high prices such that costs aren't necessarily at the point at
which one would equate a link to the high price. Ther ef or e,
it's a spike scenario. She clarified that she's referring to
potentially low production in a theoretical situation in which
there are high margins and thus cash is being generated. As
pointed out by M. Davis, M. Fitzpatrick stated that she
doesn't make decisions based on a spike price but rather views
it over a variety of prices. She enphasi zed that years of
planning [go into these decisions]. M. Fitzpatrick opined:

If there is that scenario, and it's sustained, where
you have a period of higher margins. |[If there's noney
available to do the investnment, is that actually the
thing you're trying to stop? By putting a cap in
place, that is a scenario in the same way as the

floor. And you mght, in fact, prevent the investnent
you mght be trying to encourage. But what |'m not
sure is I'm aware that it was presented ... very
clearly as this was a theoretical position, | have no

ideas as to when or how or if that would happen in
Al aska. And what is the level of investnment that
woul d need to be happening for that to actually occur?
And |I'm not sure whether that's, in fact, information
that mght be relevant ... if it's ... in a scenario
where prices are staying at $90, $100, $120 costs are
staying at a $50 world and there's $60 billion of
i nvest ment going on. If we're in that scenario,
think we're having a very different conversation.

KEVIN M TCHELL, Vice President, Finance & Admnistration
ConocoPhillips Al aska, Inc., began by characterizing it as a
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t heoretical point. He acknowl edged that there is a scenario
that can lead to very high credits. At the point when there is
the potential for the maxinmum state contribution toward those
investnments, it's also the point at which the underlying tax the
state is collecting is at its highest because it's at the
hi ghest margin and the progressivity has peaked out. The
af orenenti oned woul d be the best of tines for everyone. Cearly
the industry has the benefit of the high margin and the state
has the benefit of the very high rates and the naxed out
progressivity. Wth regard to gold plating, M. Mtchell said
that he didn't see a scenario within his conpany in which
i nvest ment deci sions would be nade on the basis that there m ght
be a scenario under which the conmpany could recoup nore credit
than the initial outlay. Wthin any conpany, there's a natura
tension as the capital budgets are reviewed, debated, and set
that will prevent gold plating type activity. "It's not what we
do to invest capital because we think we mght get additiona
tax credit back," he stated.

9:52: 51 AM

REPRESENTATI VE SEATON surm sed that M. Mtchell is saying that
at the high margins, the extra credit or deduction generated
isn't the driver of corporate decisions or the sanctioning of a
project or proceeding wth a project.

MR. M TCHELL concurr ed.

REPRESENTATI VE FAI RCLOUGH questioned, "On that point, then, why
woul dn't we cap it?" She related her understanding from the
conpanies that the [credit] doesn't matter. However, sone
menbers think it does matter because "we want to make sure that
there are additional holes punched in the ground, and other
t hi ngs happeni ng. " Representative Fairclough opined that while
it doesn't drive that one particular decision in those high
prices, [the state is] trying to [consider the additional jobs,
wells, et cetera.]

MR. PORTER comrented that he wasn't sure everyone was referring
to the sane neaning of cap. He clarified that he assunes that
what is nmeant by the term cap is that the benefits are being
capped in order not to push the producers and the state over 100
per cent . He directed attention to the chart, and pointed out
that over 100 percent is reached because of the 20 percent
credit. Wth regard to capping the capital to protect the state
in an environment with extrenely high cash flow on a per barre
basis, he explained that the aforenmentioned would Ilikely be
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addressed as one approaches taking 25 percent of the production
tax and 12.5 percent of the royalty and the percent of the base
t ax. He opined that in a high environnment, the situation could
be addressed by reducing the capital expenditures (capex) in the
top, in ternms of capex credit.

9:56: 44 AM

MR. PORTER turned to the notion that the state is taking 100
percent of the risk. He opined that the state is taking a
substantial amount of the cash in the beginning, and therefore
the conpanies are placed in a |low margin area in which everyone
is making a ot of cash. He indicated that the effect of future

cash flow is that it wll be shared. The aforenentioned is
nerely the production tax world. He renm nded the commttee that
[the state] still receives from the conpanies corporate incone
tax, property tax, and royalty. Therefore, he said that the
state has a disproportionate portion of the take. The nodel
laid out by Gaffney Cline illustrates that from the net present
val ue (NPV) basis one can observe the relationship. |If one were

to input the PPT into the nodel, the balance on a NPV basis is
fairly close. M. Porter pointed out that [the state] arrives
at 100 percent by taking a huge anobunt of the tax to begin wth,
which can be prevented by dropping the capex credit in an
extrenely high environnent. He commented that it would be an
unusual worl d.

9: 59: 08 AM

REPRESENTATI VE FAI RCLOUGH opined that when the state invests
Al askan's noney in the form of a credit, the desire is to
benefit Al askans. The aforenentioned is achieved by encouraging
nore production and nore oil flowing into the pipeline. She
clarified that she wants discussion with regard to comrents that
it's "a bad thing" to |leave the progressivity at a gross at 50
because it doesn't reflect costs and encourage investnent. She
related that the question is whether the gross floor s
appropriate and should be checked later or is the net nore
ninble and flexible to create an investnent that increases
producti on.

10: 00: 53 AM

DAN SECOURS (PH), ExxonMbil Corporation, offered that in
ExxonMobil's view, one nust review Al aska's past and what it
wants in the future. He said that although gross taxes can
work, it as well as the progressivity trigger on gross are
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probl emati c because both don't tax economic reality. He pointed
out that in such a situation the costs and investnent risks
aren't taken into consideration as the hypothetical profit that
may or may not be present is being taxed. Therefore, the
af orenentioned can lead to problenms of investnent and concerns
with regard to "shutting in and not nmaking those investnents."
From t he perspective of a very high tax, which the state already
has and is now considering increasing, going on the gross
conpounds the problem he opined. As was indicated earlier,
conpanies continue to pay royalty, property, and inconme taxes.
He enphasized the need to [know the] wunderlying inpact on
current investnent. He suggested that from his perspective, one
must question what's in the best long-term interest for Al aska
to help stemthe decline.

10: 03: 09 AM

CO-CHAIR GATTO inquired as to what's in the long-term best
interest of the state.

10: 03: 29 AM

MR. PORTER suggested breaking down the tax into inpacts to
Prudhoe Bay, Kuparuk River Uni t, satellite fields, and
explorers, especially as it relates to the cap. He rem nded the
committee that the net tax is on a dollar per barrel basis. For
exanple, if in Prudhoe Bay and Kuparuk River Unit one receives
$100 worth of cash flow per barrel, the capital can't even be
spent to reach the point of 100 percent because the actual total
capi tal that would have to be spent far exceeds the
capabilities. The only way to reach 100 percent is if a field
reaches the end of its useful |ife. There are sone things that
m ght occur on a marginal basis that could maybe create a
situation in which capital spending exceeds the relationship on
a per barrel basis. M. Porter opined that it's possible to
reach the disproportionate relationship and perhaps in the small
world that's desirable in the short term because it will be paid
for since the state would give the conpany the capital benefit
on the front-end while the state will pickup the tax on the
backend. The value to the state in terns of jobs and revenue

"roughly works in that environnment,"” he opined.

10: 05: 34 AM

MR. HANLEY indicated that Anadarko fits the scenario of a snall
pr oducer. He said that if Anadarko is successful in a large
field in which it's the operator, the taxes could be reduced to
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zero from Al pine. | f Anadarko were the operator of another
mul ti-billion devel opnment to bring another Alpine field online,
the credits in a normal world environnment would likely result in
Anadar ko not paying taxes, he explained. However, the conpany
can't reduce the tax below zero and a 12.5 percent royalty woul d
still be paid and thus the state would continue to receive noney
from that as well as sone property taxes. M. Hanley opined
that the aforenentioned is what he believes the state wants for
a very short term in terns of NPV, because Anadarko would
hopefully develop the sites that would result in production. At
the time of production there would be a higher tax rate and the
credits will have already been used such that the state would
receive a nuch |arger net margin. He highlighted the |ong | ead
times for devel opnment and the cost to develop projects, which is
why [ Anadarko] has pitched the net profit system in which the
state offers help on the front-end, thus allowing a conpany to
afford to pay nore on the backend. The aforenentioned is
exactly what this system does, he pointed out.

10: 10: 05 AM

REPRESENTATI VE ROSES noted his agreement that a conpany nmay
reduce its production taxes to zero, but that's the tradeoff the
state is making so that the conpany can bring on nore oil to

fill the pipe. The aforenentioned is exactly why the credits
wer e i ncl uded. However, he expressed concern with the nodel
being presented as factual as it's a theoretical snapshot in
time in a particular scenario. The legislature nust review

everything on the North Slope in totality.

10: 13: 46 AM

CO- CHAIR GATTO explained that in the past the term production
tax mnmeant that a resource that is irreplaceable is being

depleted. "One way or another we have to convert a nonrenewabl e
resource into an renewable resource, and that's why we have a
permanent fund," he said. Therefore, whatever production tax

the state has nust be useful for the purpose of [the permanent
fund].

10: 15: 55 AM

REPRESENTATI VE =~ W LSON, returning to Representative Roses
comments, pointed out that each of the graphs and charts were
merely a snapshot in time and weren't conplete pictures since
they didn't have all the parts of the equation.
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10:17: 19 AM

REPRESENTATI VE FAI RCLOUGH said she supports the admnistration's
efforts to obtain information regarding costs that are real and
the ability for auditors to review those. However, she said she

is wuncertain regarding how that information wll be kept
confidential, although she noted that there has been nention of
regul ati ons. Ther ef or e, she inquired as to how the
admnistration will ensure the aforenentioned. She requested

di scussion regarding the six-year audit, the transparency of the
i nformation, and confidentiality between the exchange of
i nformati on.

10: 19: 03 AM

M5. DAVIS relayed that the problem with regulations are that
they are intended to be a control by the state of third parties.
Essentially, the protocols and rules adopted within the agency
wi Il manage the information, as is the case now The departnent
wi |l rmanage where the information is located, how it's | ocked
up, how the departnent maintains conplete awareness of who | ooks
at it and when, and ensure that whonever that information is
shared with maintains the same degree of control and procedures
as the departnent. She nmintained that the departnent takes
this seriously and would seek assurance that the departnent’'s
controls are inposed wherever the informtion goes.

REPRESENTATI VE FAI RCLOUGH nmai ntai ned that she is still uncertain
that confidentiality can be maintained, and referred to a recent
incident wherein it wasn't. She expressed interest in obtaining
[ docunentation] "to hold this admnistration's feet to the fire
in regards to information that ... will be new to the departnent
in a sharing manner." Representative Fairclough enphasized that
those working for the state are extrenely dedicated and trying
to do the right thing. She conmented that she has confidence
that they can do the right thing, but she expressed interest in
seeing a chain of custody with regard to information that wll
pass from one departnent to another.

M5. DAVIS offered to provide witten information regarding the
state's protocols wth regard to confidential t axpayer
information and the initial inpressions as to how the departnent
cont enpl at es managi ng the additional infornmation received due to
HB 2001. She noted that the initial inpressions would have to
evol ve and i nprove.
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REPRESENTATI VE = FAIRCLOUGH stated that she supports the
adm nistration's need for the information and need to exchange
it. However, she expressed the need to have this point
addressed before the | egislation reaches the House fl oor.

M5. DAVIS informed the commttee that the admnistration has
been advised of concern regarding prior instances of disclosure
of confidential information by one of the producers. The
details of those instances have been requested in order to
i mprove protocols.

10: 23: 56 AM

REPRESENTATI VE FAI RCLOUGH expressed the need to have an
appropriate penalty for breaches of confidential information.

M5. DAVIS reminded the commttee that a breach of confidential
information is a felony. However, because it's a felony
enbodied wthin DOR s statutes, as opposed to the crimnal [|aw
statutes, it doesn't bear the designation of a class C The
adm nistration feels the aforenentioned penalty is a significant
penal ty.

COCHAIR JOHNSON said that he isn't confortable wth
confidentiality rules being in regulation. To that end, he
announced that he has an anmendnent being drafted to address
confidentiality in statute. He offered to provide the anmendnent
to the admnistration in order for it to review it and offer
conment s.

10: 26: 33 AM

VR. SECOURS said that ExxonMbbi | also shares some of
Representative Fairclough's concerns with regard to information,
statute of Ilimtations, confidentiality, et cetera. Wth
respect to the admnistration's proposal to extend the statute
of limtations to six years, he questioned why it is being
changed now. He enphasized that an audit under the PPT hasn't
even been started. Part of the foundation of the PPT was to
sinplify the audit process by, for exanple, using the joint
interest billings. Wth regard to coments that the joint
interest billings is sonething that conpanies can ganme the
system on, he assured the committee that isn't the case. He
enphasi zed that ExxonMobil won't pay others any nore than it has
to; there's no incentive to do so. The joint interest billings
are audited over 100 staff weeks every year. For the departnent
to perform its own audits is a waste of the departnent's
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resources as well as a conpany's. The statute of limtations
has worked in the past and conpanies have generally given
extensions when it's necessary. M. Secours enphasized that it
makes no sense to extend it to six years, and furthernore it
pl aces a burden on the conpani es.

MR. SECOURS turned to information sharing. As was indicated by
M. Haynes, [ExxonMbil] met with DOR nonths ago and said it
would be willing to share information and would like to help the
process. However, there have to be sone safeguards. He pointed
out that the proposed law includes a provision in which the DOR
auditor can ask any explorer or producer every nonth for any
docunent it deens necessary. He inquired as to how conpliance
woul d occur since every nonth could be different. M. Secours
noted his agreenent with Co-Chair Johnson that the statute
should [specify] clear standards with regard conpliance. He
then turned to the proposed penalties related to conpliance. He
hi ghlighted the penalty of $1,000 a day for every docunment or
report requested [not received]. For exanple, what if the
departnment requested 50 itens, 48 of which the conpany
[provides] and 2 it believes to be duplicative and covered by
one of the 48 itens. The conpany submts the 48 itens and
relates that it believes the other 2 are covered. After six
nmont hs, the departnment reviews the information and says that the
2 aren't covered within the 48. If those two itens are five
pages, that anmpbunts to $5,000 a day for six nonths, which suns
alnmost $1 nmillion. He questioned whether that makes sense or is
fair. He enphasized that the [proposed | aw] doesn't provide any
closure or guidelines as it wll be left to the departnent's
regul ati ons.

MR. SECOURS then addressed [AS 43.55.890], which specifies that

the departnent, regardless of propriety, wll disclose tax
information so long as it's aggregated with at I|east three
t axpayers. He questioned which three taxpayers wll Dbe
aggregated. Furthernore, it's not that difficult to distill the
information and determne the taxpayers, which raises the
guestion of confidentiality. M. Secours questioned why the

information is aggregated with only three taxpayers rather than
all taxpayers. He indicated that there could be questions as to
whether this provision violates federal |aw "W can't give
information to our conpetitors, yet if they can discern it from
that information the departnment releases; is that wong," he
asked. He further asked why that information is necessary,
poi nting out that there are no guarantees.
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CO CHAIR GATTO acknow edged that there are no guarantees, but
noted his disagreenent that there are no safeguards. He
recalled M. Iversen's testinony regarding the three-taxpayer
scenario whereby the information of ExxonMobil and two of the
smal | est conpanies were aggregated, everyone could tell ruch
about ExxonMbbil . However, there has been a history of
information that hasn't been forthcomng in a reasonabl e manner.
Co-Chair Gatto said he didn't believe that when the departnent
performs an audit that it disregards everything submtted and
does its own.

10: 33: 27 AM

MR. PORTER, referring to taxpayer confidentiality and the
possibility of conbining any taxpayers, opined that detailed
taxpayer information can be extrapolated fromthat. Every other
taxpayer in the state enjoys unbrella protection in which there
is a prohibition regarding revealing a specific anopunt of data
that has the potenti al of revealing individual taxpayer
i nformation. The aforenentioned should be included in the
proposed | aw.

COCHAIR GATTO said he agrees that's a good idea. He
acknowl edged that there will be breaches and the hope is to
mnimze them Furthernore, the hope is that if there is a
breach to find those responsible, take care of it, and nake up
for it. He then recalled that nore tine is beneficial because
l[imting the tinme to the existing three years will result in not
receiving information about sone issues. He opined that it's
not the departnent's intent to defraud or gain an advantage,
rather it's a reasonable request. Therefore, wuntil there is
evi dence of abuse that wll continue, Co-Chair Gatto surm sed
that he will likely remain in favor of the extension.

MR. PORTER recalled his time in a position that received reports
regardi ng whether conpanies were current with tax evaluations
and audits. The three-year tinmeframe provides a balance such
that the agency ensures it has enough staff to perform the
audits tinely. Moving that to six years, extends the anount of
time auditors have to get to [the audits]. He indicated that an
extension of the statute of limtations will delay the process.
Wth the three-year tineframe, there is a polite negotiation
between the industry and the department in which the departnment
requests an extension and everyone voluntarily agrees to do so.
If the industry isn't anenable to an extension, the agency wll
protect itself and assign a high audit nunber. He opined that
everyone understands that there is a benefit to extending sone
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of these deadlines. M. Porter said that one of the main
reasons he likes the three years over an extension to six years
is because it maintains the pressure on the agency to perform
the audits in a tinmely fashion.

10: 39: 31 AM

REPRESENTATI VE  FAIRCLOUGH said that she understands the
admnistration's position on the matter of the proposed six-year
ext ensi on. She then noted her agreenent that there is a
timeframe in which there is a pressure point that encourages the
wor k be conpl et ed.

10: 40: 45 AM

RICH RUGE ERO  Gaffney, dCine & Associates, remnded the
commttee at a [House Special Conmmttee on Ol and Gas neeting
Gaffney, Cine & Associates] presented a docunent regarding data
subm ssi on. That docunent identified that the type of
information DOR is trying to obtain is provided regardl ess of
the U S. Securities Exchange Conm ssion (SEC) and anti-trust

concer ns. He specified that the information is being provided
in other venues by the very conpanies that have spoken today
because they are required to do so. He noted that he has

suggested that if there was nore tine, the legislation shouldn't
be witten to provide the information to DOR because the oil

conpanies will say that all information given to DOR is taxpayer
information. The aforenentioned will be problematic, he opined.
He then informed the cormmittee that forecast data isn't taxpayer
information, although it conmes from a taxpayer. The type of

data being requested normally goes to energy mnistries or other
commercial entities established to help manage and steward a
country's resources. Therefore, he suggested that nenbers be
cognizant of what is truly taxpayer, tax return, information
versus information that has to cone froma taxpayer.

10: 42: 40 AM

MR, SECOURS clarified, "I don't disagree with what he just said,
in sone respects.” He confirnmed that the information DOR is
requesting from tax returns is being given. However, the
concern is in regard to publication of that information, which
under the new law is allowed. The concern, he reiterated, is

that it wouldn't be difficult to take apart aggregated taxpayer
information and determne who is who. He reiterated the earlier
guestion as to why the information is aggregated only between
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three taxpayers. The taxpayer protected infornmation needs to be
pr ot ect ed.

10: 43: 58 AM

M5. DAVIS pointed out that the |anguage refers to aggregating
the information with no fewer than three taxpayers. She
acknowl edged that notwithstanding any statute passed by the
| egi sl ature, the provision is governed by the constitutional

| aws regarding privacy. Additionally, there are federal |aws
that would preenpt state law, such as those addressing
t rademar ks. Ms. Davis noted her agreement with M. Porter's

comment that the existing |anguage [should include] a proviso
that the information can't be deconstructed. The adm nistration
doesn' t intend to put out information that's readily
"deconstructable” as it understands the other |egal constraints

in play.
10: 45: 21 AM

REPRESENTATI VE W LSON asked whether M. Secours really believes
the departnent will aggregate information from a |arge conpany
with two smal | er conpani es.

MR. SECOURS stated that he doesn't know what the intent is, only
what the proposed statute says. The concern is that some of the
informati on may al ready be published by other conpanies in other
venues. Again, he opined that it won't be difficult to
deconstruct the information. Furthernore, this information
i ncludes contract information, sales price data, which is data
that the conpany can't discl ose. He reiterated that he doesn't
know what the departnent will do nor the necessity for this
provi si on. He reiterated his earlier question as to why
aggregating taxpayer information from three taxpayers was chosen
versus aggregating all taxpayer information.

10: 47: 52 AM

M5. DAVIS, in response to Representative WIlson, clarified that
the departnment's intention with this provision is to ensure the
Al aska public can see how the noney is flowng. The intent was
to be able to aggregate information so as to ensure that the
incentives the state is giving to explorers are working as
i ntended, that the incentives being given to mature fields are
or aren't encouraging reinvestnent, and illustrate how it's
i npacting the decline. The aggregation is to look at wunits
wi thout targeting in an attenpt to display sonething about a
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t axpayer. This is about classes of developnent to ensure
Al askans that the balance struck by the legislature is working
and if not, there's the opportunity to ask questions of the
| egi sl ature.

10: 50: 51 AM

MR. PORTER opined that it's inportant to review the current |aw
in the context of the proposed law. The current |aw allows DOR
to publish any statistical information so long as individual

t axpayer information isn't reveal ed. Therefore, he questioned
why it would be necessary to conbine and reveal the tax
information of three taxpayers unless the intent is to revea

i ndi vi dual taxpayer information, which he didn't believe to be

the intent. M. Porter said that the aforenentioned can already
be done so long as individual taxpayer information isn't
reveal ed. The provision isn't necessary because the standard

unbrella covers it.

M5. DAVIS specified that one of the reasons the adm nistration
wanted to set it out specifically is that the current |aw
regar di ng statistical i nformation IS fairly obl i que.
Hi storically, statistical information has been "rolled up", that
is in gross production and gross taxes paid. As the departnent
has asked for information that it hasn't requested in such
detail in the past, the conpanies are shocked. Ms. Davis
i kened the situation to growi ng pains. For instance, there
have been chall enges against providing information due to SEC
concerns or that the state, since it markets its royalty oil
could be a conpetitor. Hopefully, that can be worked out.
Since there has been resistance, the legislation was made very
explicit in mandating the types of information required on an
annual basis and on a nonthly basis. Ms. Davis enphasized that
[the adm nistration] wants to make it clear to the Al askan
public that the information will be nore detail ed than what was
received historically. Furthernore, this explicit statenent in
the legislation is necessary for staff.

10: 56: 28 AM

CO- CHAIR JOHNSON inquired as to why not obtain the information
fromall [the conpanies] and provide it to the public so that it
can't be extrapol ated out for individual conpani es.

M5. DAVIS related that sonme of the newer countries are opening

up this information from the beginning. The challenge for
Al aska is that the state can't change the U S. Constitution and
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trademark laws, and therefore there will be constraints with
regard to what can be shared.

CO CHAIR JOHNSON specified that he is inquiring as to why the
state doesn't aggregate [all the conpani es] conpletely.

M5. DAVIS said that the challenge is that the incentives are
different for explorers versus mature fields. Furt her nor e,
they're different on the North Slope versus the Cook Inlet.
Once the information [from the various situations] is rolled
together, it's relatively neaningless statistics.

REPRESENTATI VE SEATON returned to the matter of the statute of
limtations. He related his understanding that industry wants
the state to maintain that the basis for audits will be the
audited joint billing statenents. Therefore, he inquired as to
how soon after [DOR] receives the joint billing statenents are
they audited and available to the state. He further inquired as
to whether additional time is included in the auditing process
if the industry wants to use the joint billing statenents as the
basis for starting state audits.

10: 59: 52 AM

MR. SECOURS said he isn't certain what tineline that would be.
He informed the commttee that the joint interest billings are
audited as soon as they are received. If there is a situation
in which there is a tine lag and there are adjustnents, those
adjustnments would be to decrease costs. Therefore, any

adj ustnment would flow through to the return through an anended
return or through the current period, depending upon how it's
st ruct ur ed. M. Secours acknow edged the concern of the state

but enphasi zed that these [joint interest billings] are the only
costs that a non-operator see. Therefore, it doesn't nmake sense
for the state to not review those at the begi nning because those
are the charges the parties have agreed to pay. M. Secours
opined that it doesn't make sense for the state to conpletely
ignore [these joint interest billings], although CSHB 2001( &G
basically does just that. The legislation deletes AS
[ 43. 55].165(c) (d). Al t hough those provisions aren't mandatory,
it provides the departnment the option to review joint interest

billings. He questioned what it [neans] when the legislature
takes away the specific authority to wuse joint interest
billings.

11: 01: 45 AM
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REPRESENTATI VE SEATON inquired as to how soon after the initial
filing to the state in March are the audited joint billing
statenments avail abl e.

11: 03: 28 AM

BERNARD HAJNY, Manager, Production Tax & Royalty, BP, stated
that BP's perspective regarding the proposed audit extension

provision is simlar to that of M. Secours. Wth regard to
joint interest billing audits, he related his understandi ng that
those joint billing audits begin alnost imediately after the

cycle ends. He noted his agreement with M. Secours in that the
idea is that as those [audits] occur, post true up revisions
woul d be fil ed. He explained that BP filed its return on March
31, 2007, and at that tine the conpany is relying on nany of the
partnership returns from Prudhoe Bay and Kuparuk. At that tine
those partnership returns aren't necessarily conpleted as they

aren't filed until Septenber or Cctober of this year.
Therefore, BP files on the basis of a draft tax trial balance
and those will be reviewed again and the conpany will re-file
its tax return for 2006 in the near term Wthin that return,
interest will be included if it's a deduction that shouldn't
have been taken or there was a change in capital to operating
expense. To the extent that sanme thing occurs within a joint
interest audit, that will also be re-filed because there is no

desire to allow interest to continue to accrue on sonething that
m ght be found in an audit.

MR. HAJNY returned to the proposal to extend three to six years.
He explained that currently for the production tax there is a
three-year period to audit. In some of the other tax and
royalty areas there is a six-year provision. Traditionally, DOR
has been very good regarding keeping the audits up to date. To
the extent DOR isn't able to do so, the departnent requests an

extension that BP has traditionally given. |In areas where there
iS a six-year provision, the historic experience is that "we're
six and seven years back." Wth regard to aggregation of

information that will be published, M. Hajny said that BP has
the same concerns as M. Secours, specifically in regard to the
publication of the infornmation. Al though it may not be the
intent to determ ne which taxpayer's information it is, there
have been situations in which people have been able to glean
that it's BP's information. Additionally, information could be
publi shed from which one could determne what information is
about Prudhoe Bay versus Kuparuk and the specific economc
standpoint within each unit.
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11: 09: 00 AM

MR. HAINY, in response to Co-Chair Gatto, said that he would
hope that the Tax Division tries to put thenselves in the shoes
of a conpany prior to publishing information. He said that in
working with nost of the staff within DOR, he believes that they
try to think it through before publishing information.

REPRESENTATI VE GUTTENBERG said that he hopes that in 30 years

people will look back and say this is the point at which the
state placed itself in a conpetitive relationship with the
i ndustry. He mentioned that many of the consultants that have

been present recently have been amazed with regard to how little
information the state has regarding the behavior of the oil
pat ch. He then pointed out that there are many records from
which the public and industry can glean information that helps
t hem understand a conpetitor. In order for the [legislature] to
do the best job it can for the state, it nust understand the
behavi or of the industry. He said that of course, he expects
for there to be pushback fromthe industry.

11:11: 43 AM

REPRESENTATI VE ROSES offered his understanding that M. Davis
has said that in order to aggregate this information, the
different sections nust be separated in order to analyze. He
expressed hope that the admi nistration isn't picking one region
to determine if what is being done today is the right nodel

M5. DAVIS noted her agreenent that one can't pick only one
sector to determ ne whether the plan is a failure or success.
She highlighted that when the goal is to incentivize
exploration, it's about the rocks. Therefore, despite the best
intentions and efforts to incentive exploration, the results
hoped for nmay not occur, which is sinply the reality, she
opi ned. Clearly, the entire package nmust be reviewed to judge
overal | success and acknow edge that any elenent may fail sinply
due to bad rocks.

REPRESENTATI VE ROSES enphasized the need to view this proposa
in its totality rather than nmerely a snapshot at one tine and
price.

11:14:17 AM

M5. DAVIS, noting that she is mndful of the value of the unit
accounting processes and how rigorously ExxonMobil would review
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its operator billings, inquired as to the length of tine that
ExxonMobi| would have to challenge the audited itens in a unit
process.

MR. HAINY said that he wasn't sure whether there is specific
time or limt in which those can be chal |l enged.

M5. DAVIS related her understanding that the length of tinme is
six years, which was a driving factor for the adm nistration.
She then reviewed the tinmeline in which there is a March filing
with the state and then once the federal filing is conplete, say
in Novenmber or Decenber, an updated or restated state filing is
necessary. The aforenentioned is approximtely 9-10 nonths past
when the state's statute would begin to run in Mrch. The
concern is that if there are renmining issues that an operator
has to deal with from owners, those can potentially be debated
for six years. Therefore, the state would still be waiting for
finalized or revised information. There is a |level of
uncertainty at the unit level wth the debate anbng owners that
affect what the filing is for the state. She then highlighted
that when the state requests an extension of the statute of
l[imtations, the conpany has the legal right to refuse to do so.
Therefore, to the extent the state can't count on receiving an
extension, the state has to perform a "blue sky audit." She
said that she doesn't like to be in the position of performng a
blue sky audit because it forces the state into an aggressive
hostile nmode in which it has to over reach and challenge the
conpany with sonmething from which it has to chisel back. Ms.
Davis said, "Wiile | appreciate the desire to put the hamer on

the departnent to say, 'Here's your three years ... nmake or
br eak." | also have heard ... this body say, 'For gosh sakes
don't conme to us and ask us for any nore help in hiring
auditors."" Furthernore, there is also the conplaint that

government is too large with the request for double the anount
of auditors.

11:18: 26 AM

MR RUGE ERO said he IS surprised that t he conpany
representatives don't know the ternms of the joint operating
agreenent (JOA) as it specifies the length of tinme a non-
operator would have to challenge the actions of the operator.
The JOA would al so specify the date by which the operator has to
supply and/or respond to requests or inquiries.
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REPRESENTATI VE FAI RCLOUGH asked whether the other regines
publicize information [simlar to what ACES requests] to the
general public.

MR. RUGE ERO inforned the comrmittee that the previous comittee
was provided with a nmenorandum that reviewed a nunber of other

countries, wth extensive detail provided nmainly for the
Eur opean countries, which are very denocratic-like in terns of
oper ati ons. Al though M. Ruggiero agreed that price data
shoul dn't be discussed, he questioned why production is
considered confidential taxpayer information. He then inquired

as to where the confidential nature of the capex and the
operating expenditures (opex) are when it's aggregated since the
state is participating through the deductions and tax breaks.
He indicated that the capex and opex can be obtained in nany
ot her countri es. M. Ruggiero highlighted that the country of
East Tinor has signed the Wrld Bank's transparency initiative.
If that were adopted in Al aska, the |ease agreenents and all of
its ternms would be made public. Furt hernore, sal es agreenents,
except for pricing information, would be made public as would
returns and total tax paid by individual. The World Bank is
really pushing such transparency initiatives, he remarked. M .
Ruggiero said that he remains aghast at the lack of data in

Al aska. He characterized the conmments [from conpany
representatives] today to be a lot of rhetoric on the principle
t axpayer information. However, no one wants to have the tax
form nmade public. He suggested the need to review the

information being required and then make the call regardi ng what
is truly taxpayer information that should remain confidential
and what is nerely operating information that 1is provided
el sewhere around the world.

11: 22: 42 AM

REPRESENTATI VE FAIRCLOUGH clarified that she nerely wants to
know whether the information Alaska is requesting is published
in a simlar manner as in other regines.

MR, RUGA ERO replied yes.

MR. HAINY, referring to the statute of limtations, pointed out
that when a re-filing occurs, the statute of I|limtations is
reset. To the extent that's necessary, then the departnent
woul d have additional tine.

CO-CHAIR GATTO said he understood that the clock is reset when
an anended return is filed. However, he said he wasn't sure it
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was reset when there is nerely a nunber change of sonething that
is insignificant.

MR. HAJNY read the follow ng portion of AS 43.05. 260:

Sec. 43.05.260. Limtation on assessnent.

(a) Except as provided in (c) of this section and
AS 43.20.200(b), the anmount of a tax inposed by this
title nust be assessed within three years after the
return was filed, whether or not a return was filed on
or after the date prescribed by |aw

MR. HAINY related that he would interpret the aforenmentioned to
i ncl ude anended returns.

11: 25: 23 AM

CO- CHAIR JOHNSON offered his belief that the legislature is
present because there was a revenue shortfall, which he
attributed to expenses. He asked from where did those expenses
Cone. If those expenses are due to too nmany Al askans being
hired, or too many wells being drilled, or too nuch capital
being invested, he said he may question why the legislature is
in session. He asked if this is a situation in which the state
shoul dn't spend or develop any nore or hire any nore Al askans

because the state will sinply raise taxes if there continues to
be a revenue shortfall. He requested that the adm nistration
comment on the aforenentioned. He then asked [oil industry

representatives] to conment on what such a situation means in
terns of investnent [in Alaska's oil].

11:28:28 AM

M5. DAVIS offered that Co-Chair Johnson's question highlights
how critical it is for DOR to obtain the information it is
requesti ng. She pointed out that a revenue shortfall doesn't
occur unless the forecast is wong. Therefore, the better
i nformati on and cooperation fromthe industry, the nore accurate
the departnent's updates are. In terms of whether that would
change the behavior of the conpanies, testinony from the
conpani es have related that investnents are reviewed in terns of
the NPV and an investnent choice is made with a long lead tine.
Therefore, whether the state experiences a revenue shortfal

probably won't change the behavior of the conpanies, she opined.
In further response to Co-Chair Johnson, M. Davis said the
departnment's ability to specify from where the shortfall cane
will depend on the departnent's ability to review the PPT
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expenses as well as the conpanies' records for opex and capex.
She noted that the departnment is taking sone measures to perform
sone spot audits on PPT and two large operators have been
cooperative on that matter. She enphasi zed that the departnment
has limted resources, in ternms of auditors, to get at the
answer to why there was a revenue shortfall.

CO- CHAIR JOHNSON said he knows the departnent doesn't have the
i nformation. He questioned why the admnistration is proposing
fixing a system that may or may not be broken. Furthernore, if
it is broken, there's no know edge as to why.

11:32:22 AM

VB. DAVIS pointed out that the departnment has as much
information as it did when this body nmet to debate PPT. In
fact, it has nore information this tine. The governor wanted to
have this special session, if for nothing else, to restore the
public trust, even if that neans the |egislature says that the
right thing is already in place. In response to why the
| egislature is here today, M. Davis relayed that the governor
felt it was inportant for the public to see the legislature
either reaffirmthe PPT [or make changes to it].

11: 33: 55 AM

CO CHAIR GATTO pointed out that the state is dealing with all
the conpanies and a small staff and needs specific information
that conmpanies may or may not want to reveal. 1In order for the
state to determne why there was a revenue shortfall, DOR nust
obtain audited information, he opined.

11: 36: 30 AM

CO CHAI R JOHNSON suggested that Co-Chair Gatto made his point,
that the legislature doesn't have the information to nmake these
deci si ons. He related his wunderstanding that the revenue
shortfalls were based on expenses, which are jobs. He opi ned
that |last year the legislature knew there would be problens,
which is why they included the 2011 revisit of the PPT. Co-
Chair Johnson stressed that he wants nore information before he
tweaks the tax rate. He further stressed that if a dollar is
taken from soneone, it's a dollar that he/she can't invest.
There are two ways to generate revenue: taxes and the econony,
he opi ned. He remarked that he's not wlling to ganble his
children's future based on snapshots. He reiterated his earlier
statenment regarding the need for nore information.
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11:39:18 AM

REPRESENTATI VE GUTTENBERG surmised that if the state was a
conpany that just negotiated a deal and suddenly its corporate
officers were sent to jail and the stocks plumeted, the
shar ehol ders woul d cone calling and suggest review ng the deal
He acknow edged that the nunbers can be read in various ways
He then said that the state is at a disadvantage from the
corporate world because of transparency. He commented that the
state as a sovereign needs to be able to do the business of the
state. Representative Quttenberg predicted that whatever tax
policy is adopted, the legislature wll be back next vyear
tweaking it.

11: 43: 03 AM

REPRESENTATI VE WLSON recalled a conment that the goal |ast year
with the PPT was to raise so nmuch noney. However, she stressed
that wasn't her goal. She opined that the PPT was devel oped to
ensure that Alaska received its fair share of oil revenues as
the price of oil rises. Although there may not be any proof at
this point that anything 1is broken, the state has the
responsibility to review the tax.

REPRESENTATI VE ROSES, referring to Representative Quttenberg's
exanple of the state as a corporation, pointed out that the
state is the only entity that's able to renegotiate a contract
that it has already negotiated. That places the producers at a
di sadvant age. Furthernore, this isn't a renegotiation but
rather is inposed on the producers.

11: 48: 09 AM

MR. RUGE ERO pointed out that the state doesn't have all the
i nformati on. Many have spoken about nodels, which is how this
i ndustry evaluates its business. Furthernore, there has been
much use of snapshots, which is all DOR can do since it doesn't
have i nformation. Wth regard to hypothetical situations, M.
Ruggiero clarified that the nodel being used is not hypotheti cal
and is based on the data [the oil industry] provided to the
state. Moreover, the nodel isn't a snapshot and is a full cash
flow nodel that runs a full 11 or 12 years. The nodel, he
enphasi zed, contains all the pieces of the tax and is very
nearly the type of nodel [the oil conpanies] would have. The
only shortcoming on that nodel is that it's limted to the
infill drilling or the drilling enhancenent within the |egacy
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fields. The state then [under the nodel] begins to have the

perfect know edge and real information. Now, the legislature
must do sonething with the information that's been presented to
it. M. Ruggi ero suggested that as the commttee deliberates,

it should think of placing the state in the position of being
able to negotiate when necessary or |egislate when necessary and
doing so froma position of know edge.

11:51:51 AM

REPRESENTATI VE EDGMON surm sed that with ACES the state is
| ooking at incremental change not whol esale change as perhaps
has occurred during a conplete change in political reginme that
lead to a tripling of the tax. He requested that M. Ruggiero
provi de the gl obal perspective to the situation.

MR. RUGE ERO acknow edged that there has been nuch discussion
regardi ng benchmarking, which is a snapshot of where Alaska is
conpared to other countries. He noted that when one conpares
Alaska to other reginmes, it can't be done by nerely picking a
single item in a fiscal package. Overall, on a narginal take
basis, Alaska is below the world average. Al t hough Al aska is
nore expensive, Alaska has the rock. Drawing from his
negotiation skills, M. Ruggiero related that if the state goes
into negotiations only understanding the state's position and
what the state needs, the state nmay achieve it fairly quickly

and wal k away happy. However, to be fair to Al askans, the
position of all parties nust be known as well. The
aforenentioned is what this session is addressing. He recall ed

that the last session on this issue was one in which what the
state needed was addressed without really review ng the needs of
the conpanies. Therefore, this session the legislature is faced
with making the decision as to what is a fair share to the state
as well as the conpanies. M. Ruggiero noted that nuch is
changing outside of Alaska's control, such as the federal
government recently announcing increased royalties in the Gulf
of Mexi co. He then remarked that the high take only cones when
[the oil conpanies] are nmaking |ots. He enphasized that $100
margin per barrel, after opex, capex, shipping costs, et cetera
is a significantly large nunber and it's prudent, he opined, for
the legislature to increase progressivity to take nore at the
hi gher margin.

11: 56: 56 AM

REPRESENTATI VE EDGMON asked if what this proposal proposes is
nore drastic than what occurred in Al berta.
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MR. RUGE ERO said, "That beconmes a tough one because if |
increase sonething from7 to 14, it's 100 percent increase. | f
| increase sonething from 68 to 69 percent, ... it's only a 3.2
percent increase."

11:57: 37 AM

CO CHAIR JOHNSON posed a scenario in which an entity wants to
buy an [oil] <conpany such as BP and Gaffney, dine and
Associ ates, Inc. is hired to consult. WIl the nodel being
presented today by GCA be wutilized in the aforenentioned
scenari o, he asked.

MR. RUGE ERO answered that a nuch nore extensive nodel would be
used than what |egislature began wth because when buying a
conpany one nust review the totality of the conpany's assets.

CO- CHAIR JOHNSON specified that in his scenario the entity is
buying the North Slope assets, and again asked if M. Ruggiero
woul d use the sanme nodel as presented today.

MR. RUGE ERO specified that he wouldn't use that nodel for such
a purchase because it isn't a nodel of the North Slope assets

The nodel being used is a nodel of the infill drilling program
an increnental nodel on top of the base. The aforenentioned is
i nportant, he opined, because the Alaska G| and Gas Associ ation
(AOGA), which said it has 100 percent consensus of all the
conpani es, has said that 70 percent of the near-term and nedi um
term future of Alaska is in the infill drilling program He
clarified that he understood AOGA to say that 70 percent of the
future was additional oil com ng out of the |egacy fields.

M5. FITZPATRICK said that she said that 70 percent of the
Department of Natural Resources' (DNR) production profile for
the next 20 years will come from Prudhoe Bay and Kupar uk. Ms.
Fitzpatrick enphasized that she didn't say that it would be from
“infield" drilling. That "infield" nodel does illustrate the
i nvestment decisions BP nmade in the world of $20 [per barrel of
oil], which are still producing at $80 [per barrel of oil] and
are maki ng nore noney for both the conpany and the state.

CO CHAI R GATTO pointed out that M. Ruggiero was referring to a

statement made by AOGA, which provided the conmmttee with a
bookl et that the conpanies certified, authorized, and endorsed.
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M5. FITZPATRICK said that she would review AOCGA s testinony.
She then opined that the nodel is based off a slide that was
presented in BP's presentation. Ms. Fitzpatrick said, "I think
M. Ruggiero ... is correctly nmaking sure that people understand
it is one portion, it is not what is 70 percent of the future."

12:02:18 PM

The commttee took an at-ease from12:02 p.m to 12:28 p. m

12: 28: 22 PM

M5. DAVIS clarified that she didn't want the public to have a
m si npression regarding the operating agreenents, the conplexity
around the accounting provisions, and the details. Each wunit
has it's own set of rules and thus vary and differ fromfield to
field. The adm nistration, she related, doesn't believe that
any [of the conpanies present] would know sonething and not
present it. She related her understanding that the operators
will provide a very clear statement unit-by-unit in regard to
the tinme period for audits.

12:30: 10 PM

MR. MTCHELL, referring to the audit timng, offered his
understanding that Prudhoe Bay is a three-year w ndow and
Kuparuk and Colville River are two-year w ndows. Hi storically,
to the extent that there are outstanding itens from the joint
interest audits, DOR can also hold open [the audits] for those
areas. Wth regard to the topic of statute of limtations, the
primary concern of the industry is in regard to allowing for
extra tinme as it's taken. For exanple, typically audits are
conpleted in year three of the three-year w ndow. He stated
that it's to everyone's benefit for the audits to be conpleted
in as tinely a fashion as possi bl e.

MR. SECOURS pointed out that there can be extensions after the
Si X years. He then related his belief that due to human nature
if six years is the tinmefrane, that's likely how long it wll
t ake. Wth regard to the comments that the oil industry isn't
providing information to the departnent, he questioned what
information isn't being provided because already the conpanies
are providing their tax returns, which include all the costs

deducti bl e costs, capex, and opex. "W've always said we would
be wwlling to help them understand and forecast. So, if they're
| ooking for forward-|ooking data, absolutely, as long as they're
saf equards and reasonabl eness to it, we'd all be willing to give
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it to them" he said. M. Secours clarified, "W give them
everyt hing they' ve asked for."

CO CHAIR GATTO remarked that it must take an enornous amount of
time to audit a tax return from an oil conpany. Still, the
state would need to acquire information for forecasts. \Whatever
data is needed for a forecast is unknown because it's inpossible
to accurately forecast. Therefore, it's hard to get enough
information for forecasting.

12: 33: 43 PM

M5. DAVIS inforned the <conmittee that the departnent was
unsuccessful in obtaining forecast information it sought from
t he key players. She said she understood that the individuals

with the information have a duty and obligation to the owners
they represent, and therefore have a legal obligation to not
rel ease that information unless it's legally required to do so.
Ther ef or e, by setting a |egal standard requiring that
information be provided to the state within certain boundaries,
it provides license for the individuals holding the information
to share it and do so wthout violating their duties or
obligations to their owners.

M5. DAVIS, in response to Co-Chair Johnson, clarified that it's
incorrect to say that the departnent can obtain all the
information it needs from filed tax returns. Al t hough the
departnment may be able to determne a rough break between opex
and capex, the departnment has to derive certain understandi ngs
from federal returns. She pointed out that the departnent
doesn't have uniformy all the federal returns filed that have
other detailed break outs on opex. O the expenses the
departnment sees, the information doesn't provide any know edge
as to how nmuch of the expenses are jobs, drilling, or increases
in the price of goods.

12: 36: 33 PM

CO CHAI R JOHNSON asked whether what is being proposed via the
| egislation will provide the departnent with the information it
needs.

M5. DAVIS related her belief that this legislation will give the
departnment the ability to dissect and understand the costs, and
thus would be able to provide the Ilegislature wth the
information it needs to nake decisions. However, she provided
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one caveat in that the departnment is currently information poor
and doesn't know what it doesn't know.

COCHAIR JOHNSON indicated that he wants to ensure the
adm nistration acquires the information it needs and doesn't
have to cone back to the |egislature. He suggested that the
departnment could neet with industry representatives to determ ne
what information is needed as that's the type of partnership he
woul d |i ke to devel op.

REPRESENTATI VE ROSES expressed concern with the |anguage "or any
other data that we deem inportant.” He inquired as to the
nmeani ng of what is inportant.

[Following was a brief discussion regarding how the comittee
woul d proceed. ]

12:50: 21 PM

MR. PORTER inquired as to what mnekes the nobst sense, from a
nodel i ng standpoint, in regard to the relationship between the
best base tax and progressivity tax. Oten the question is can
the industry stand an increased tax. However, he opined that in
his world the question is regarding what is the relationship
that makes the nost effective investnent climate for both
existing fields, puddles, exploration, and heavy oil. He said
that he sees the relationship between the base tax and the
progressivity such that there can be a |lower stable base tax and
a higher progressivity.

MR. RUGE ERO recalled a prior neeting in which he presented five
goal s. He explained that when GCA helps a country or entity it
listens to that entity and realizes the challenges that wll
ari se. M. Ruggiero related that the goal [of the |egislature]
was that when prices are such that the margin is very high, then
the desire is to have a high tax rate. At the sanme tine, the
state has to recognize that the very units that mght produce
those high margins also are the units that have a |ot of upside
potenti al . Therefore, the secondary goal of designing a system
that provides the right incentive for those investnments cones
into play. The third [goal] relates to new investors in
relation to the conbination of the credits that can be obtained
for operating |losses and for investnent. The fact that in
Al aska those with no revenue stream can right those off via
paper and turn that into dollars fromthe state nmakes Al aska one
of the best places to do that. That could be nade better by
taking the base rate to zero for very little margin and continue
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to offer the credits. However, he opined that what's being
di scussed strikes a good bal ance between base rate incentives
and the ability to cash in on those. He noted that what's being
proposed to the various conmttees is predomnantly neeting all
t hree key goals.

12:54:47 PM

REPRESENTATI VE ROSES, referring to the original |egislation,
rem nded everyone that there was a base rate of 25 percent with
a progressivity factor. He recalled that during several of the
presentations he heard several of the experts expressing the
need to craft a nodel by which the state obtains a |I|arger
portion when the margin is higher and lower it when there is
greater risk and less profitability. Therefore, he questioned
whet her the aforenmentioned would be acconplished if the base
rate was |lowered or stayed the sane and progressivity kicked in
earlier but at a smaller rate that ratcheted up at varying
levels. He then inquired as to the overall relational affect.

MR. RUGE ERO agreed that for those with projects that will only
exist at the low end of the net margin curve, |owering nunbers
on the | ow end rmakes those projects | ook nore attracti ve.

REPRESENTATI VE ROSES asked whether increnental increases to a
net progressivity piece would result in arrival at that 25
percent cap at a faster rate than if it was a steady factor.

MR. RUGE ERO said that if the steady factor is equal to or |ess
than the starting rate wunder the four different ratcheted
| evel s, one would arrive at the end point sooner. However, if
the initial progressivity rate was significantly above the
first, second, or third rate change, then the higher straight-
line progressivity would likely arrive [at the end point]
sooner. He opined, "So, it depends on what the one fixed rate
that you're conparing to in the relation to the nunbers you've
got into the one where you' ve got, say, four changes to the
progressivity."

12:58: 30 PM

REPRESENTATI VE ROSES surmsed then that the faster the rate
arrives at the maximum level of 25 percent in the |egislation
means that there is less profitability for the producers.
However, it also ensures that as prices rise, the producers know
that they have capped out on the amount they have to contribute.
He asked if that would change the attitude or the dynam c by
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which an entity woul d make deci sions regardi ng whether to invest
or not.

MR. PORTER indicated that it's a matter of how nuch cash fl ow

the state will give before it takes the progressivity as well as
the slope of the line. He confirmed that if the slope is pushed
up quicker, it will take nore noney out of the oil industry's

pocket than under the current |aw. However, pushing it back
even at a higher sloped line, the NPV [of the oil conpanies] may
not be inpacted as much. The key issues of progressivity are in
regard to where to start the trigger, the types of slopes, which
allows a delay in the front-end inpact nore and increases the
sl ope toward the end. Determning the desired start point and
the upper point at which the state will start to share [to 50-
50] provides the ability to create the sl ope.

1: 01: 02 PM

REPRESENTATI VE ROSES then turned to the cap on the credits.
Representative Roses said that the steeper the line, the steeper

the slope and the nuch greater the oil industry's required
i nvestnment nust be to capitalize against the credits in order to
nove them increnmentally down the sl ope. “I'n other words, when
you meke those increnental increases, it greatly enhances the
anount of investnent they would have to make in order to slide
back down that slope to a lesser tax level; is that not
correct," he asked.

MR. RUGE ERO said that he would have to work through the nodel
to be sure. However, he related his belief that the conclusion
is actually opposite of the scenario Representative Roses
proffered. The steeper the progressivity curve neans that for a
small change in margin one would go from a very high production
tax to a very lower production tax. Therefore, it wouldn't take
much investnent to nmake a significant change in the taxable cash

flow as well as a significant change in the progressivity
factor. The oil industry will receive nmaxinmum inmpact for not
that large of an investnent relative to cash flow It's

actually on the shallower part of the progressivity curve that
the ability to make any mmj or novenment to change the rate of tax
paid would have to be a significant change in the nmargin per
barrel. Therefore, a significant investnent, an estimted 20-30
percent of cash flow, would have to be reinvested on the |ow
part [of the progressivity curve] in order to obtain the sane
change on the steep part.

1: 03: 45 PM
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CO- CHAIR JOHNSON offered his wunderstanding that in the year
2000, GCA had a contract wth Australia for a liquefied natura
gas (LNG project in which GCA suggested that taxes m ght need
to be lowered in order to ensure that the project was viable.
He asked for an explanation of the difference in reconmendations
between the project in Australia and Alaska's project. He
acknowl edged that the two projects aren't an apples-to-apples
conpari son

MR. RUGE ERO informed the conmttee that he started working with
GCA in 2001, and therefore would have to speak with others
regarding the project. However, from his personal experience
working on the Trinidad LNG project, he recalled speaking to
that governnment about a fiscal package to help forward the
project. He further recalled that he discussed a nodel not too
dissimlar to what is being discussed for Al aska. He expl ai ned
that as the internal price deck is run, there are estinates on
construction costs and an idea of what types of arrangenents
that have to or can be nade wth regard to partnerships.
Therefore, the entire package of what the future is believed to

ook like [is reviewed]. At the point when the decision to
invest was nmade in Trinidad, he recalled that it was $1.80 Henry
Hub and expecting $2.40 or so in Boston and Spain. In that

situation, the NPV and internal rate of return (IRR) were bel ow
what the corporate executives needed before making a positive
proj ect election. The governnent of Trinidad was told that if
it could see its way through the tax breaks in the first
project, it would likely build upon itself and becone a catal yst

for the country to nove forward. At  the tine, t ax
consi derations were obtained. He noted that as the market and
prices got better, there have been several reactions to the
mul ti-year tax holidays. He also noted that the governnent of

Trinidad was brought in as a 10 percent equity partner and thus
is receiving its fair share in the upside. That project has
expanded greatly and has brought nuch devel opnment and incone to
Tri ni dad.

1: 09: 32 PM

CO CHAIR JOHNSON surmised then that |ower taxes resulted in nore
proj ects. He further surmsed that raising taxes potentially
stops projects. Co-Chair Johnson reiterated his earlier
statenment that he would trade jobs and enploynment for noney in
the treasury because he doesn't believe the state wants nore
noney to be spent.
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MS. FI TZPATRI CK suggested thinking about the issue in terms of

nore than just a project. Al t hough conpanies invest in
proj ect s, the conpany is actually running a business.
Therefore, the conmpany reviews the totality of the project and
the business, which includes the <cash flow as well as

profitability.
1:12:21 PM

MR. RUGE ERO said that there is evidence of entities investing
in an even higher tax environnment. He then commented that the
Australia project in 2000 would be a very narrow snapshot, for
which the consultants have been criticized. Furthernore, it
depends on the circunstances at the time as to what
recommendati ons woul d be made. He related his belief that [in
Al aska] nost of the decisions being mde are point-forward
decisions and thus it conmes down to where Alaska's tax policy
fits into the future decision-making of the conpanies
represented today, as to whether or not they wll choose to
i nvest in Al aska.

CO CHAIR GATTO remarked that [the state] is trying to influence
the conpanies and vice versa. Co-Chair Gatto referred to the
situation as one of partnership otherwise there is a w nner and
a | oser.

V. FI TZPATRICK indicated her agreenent wth regard to
partnership, adding that she doesn't believe [BP] is in a
position of trying to influence the state but rather attenpting
to share informati on and the conpany's perspective.

CO-CHAIR GATTO inquired as to why BP is spending nobney on
advertising in Al aska since BP doesn't sell gas in the state.

M5. FITZPATRICK answered that [the advertising] is about
providing information to the public. In further response to Co-
Chair Gatto, M. Fitzpatrick related her belief that the
advertising is about investing today for Al aska's tonorrow.

CO CHAIR GATTO said, "I could go along with that if ... |
t hought you actually thought that was necessary to tell us that.
But, we know the pipe is two-thirds enpty,

M5. FI TZPATRI CK said she can only comment on BP' s adverti sing.

REPRESENTATI VE ROSES, drawing from his experience running a
busi ness, opined that often advertising doesn't have anything to
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do with the information but rather is to protect an inage or
i nprove [an image]. If the public has been keyed into the fact
that the legislature is present to discuss oil taxes because the
state hasn't been getting its fair share and the advertisenent
were to say that it's not about taxes but rather about how nuch

oil is in the pipe, then it's an appropriate position to let the
public know. He opined that there are tw sides to the
advertising piece. He further opined that [the oil industry]
was advertising for the general public rather than the
| egi sl ature. Representative Roses then turned to the issue of
influence and related that no |obbyist came to him to discuss
any of the positions, anendnents, et cetera. "“Any | obbyi st or
oil company executives that | talked to did nothing nore than
what the admnistration did when they canme to ny office, and
that's to give ne informtion. Never once did they try to
| everage a position, persuade position, persuade about an
amendnent, or to offer suggestions of what | should or should

not do. This has been conpletely out in the open" he rel ated.
1:17:57 PM

REPRESENTATI VE ROSES, returning to the Trinidad situation
di scussed earlier, asked whether, after negotiation of the |ower
tax rate and the subsequent nmarket increase, the country wanted
to raise the taxes.

MR. RUGE ERO said it would depend on the specific piece of the
deal being discussed because there's an upstream piece, a
pi peline across the island, an LNG plant, and a natural gas
[iquids (NG&) plant.

REPRESENTATI VE ROSES asked then if the country of Trinidad
decided to restructure the taxes and increase them once prices
[ 1 ncreased].

MR. RUGE ERO replied no, but added that part of the upside
Trinidad would experience, if it cane, is through the country's
ability to leverage a 10 percent ownership share. Therefore, if
the environnment was better than anticipated, the country was
able to participate and gain that advantage through that equity
partici pation.

CO CHAI R GATTO asked if that 10 percent ownership share was part
of the initial agreenent.

1:19: 24 PM
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M5. FITZPATRICK offered her wunderstanding that it was a 10
percent equity ownership in the same way as Anadarko nay be 10
percent equity owner in one of the fields in the North Sl ope.
It's a very different structure, and furthernore the 10 percent
equity ownershi p was agreed upon prior to construction.

1: 20: 05 PM
The commttee took a brief at-ease.
1: 21: 36 PM

REPRESENTATI VE SEATON nentioned that an anendnent incorporated
into CSHB 2001(0O&5 resulted in the Cook Inlet tax rate applying
to everything south of the Brooks Range. He asked whether any
[of the oil industry representatives] have any objection to a
restriction on that to be nonindustrial use such that it's not a
feed stock for industry at the lower tax rate, nor a GIL, or LNG
for export. "So, basically comercial and ... residential use
in the state of Al aska and having that tax rate, but not having
this thing come in and be sonme kind of marker for |arge gas
production," he said.

1: 23: 01 PM

MR. HANLEY said that gas needs to be addressed. He then noted
that Anadarko, a non-owner, doesn't have discovered gas in
Prudhoe Bay or Kuparuk and is drilling in the foothills.
Anadar ko, he related, would like to see a level playing field in
regard to having the same types of tax rates as those in other
parts of the state that have gas that wll conpete with that
from Anadar ko. How the state wants to restrict the rate set by
Cook Inlet through 2022 is a policy call on the part of the
| egi sl ature. Anadarko would prefer that rate to apply to as
much gas as it can in order to help the project to go forward
he sai d.

REPRESENTATI VE SEATON pointed out that the legislature isn't

reconmmending a mgjor gasline tax rate on gas. The amendnent
[incorporated in CSHB 2001(0&G ] is intended to address
residential and conmercial uses of gas produced in Al aska. He

asked if there is any problem restricting it to the non-
i ndustrial, non-explorer use.

MR. HANLEY reiterated that it's a policy call. He then opined
that Anadarko's position would be that if the lower tax rate is
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going to be applied to consumer use, then it should be applied
to all gas.

REPRESENTATI VE SEATON surm sed then that M. Hanley is saying
that the geographical restriction is sonmething that Anadarko
would like elimnated, but whether [to apply a lower tax rate]
for consunmer use in the state renmains a policy call.

MR. HANLEY confirned that Anadarko views removing the
geographical restriction as a benefit because Anadarko may then
choose to bring its foothills gas to a |local nmarket. He opined
that Anadarko would |ike to conpete on the same level as a
conpany with gas in Bristol Bay, the Nenana Basin, or the Copper
Ri ver Basi n. He pointed out that, for instance, those in the
Nenana Basin will have a conpetitive advantage over Anadarko in
the foothills because Anadarko is |located farther from the
mar ket s.

REPRESENTATI VE SEATON asked if there is general agreenent wth
regard to Anadarko's position on the aforenentioned.

M5. FI TZPATRI CK responded, generally yes. However, she offered
to review any amendnent on that and inform the conmttee of any
pot enti al uni ntended consequences.

[Following was a brief discussion regarding how the comittee
woul d proceed. ]

1:32: 25 PM

REPRESENTATI VE ROSES rel ayed hi s appreci ation for t he
information that's been presented and the education he has
received on this topic.

M5. DAVIS concurred with Representative Roses' coments and
related her pride with regard to the hard work being done by
nmenbers and staff. She then remarked that she is pleased to be
part of the process that is designed to inprove Al aska's
standing as a partner and get up to speed in a net world. This
is truly a significant step in nmoving toward a nore dynanic
understanding of industry and making the state nore ninble and
better able to spot opportunities and secure the future.

1: 35: 16 PM

MR. HANLEY relayed that his goal in testifying is to give
menbers an idea of his conpany's perspective. He highlighted

HOUSE RES COW TTEE - 43- Novenber 3, 2007



the need for nenbers to keep in mnd during the anmendnent
process that changes result in different inpacts on different
pl ayers. M. Hanley agreed with the admnistration's original
proposal that the net operating |oss should be equivalent to the
tax rate as it's a fairness issue. Wth regard to EIC credits,
he related his inpression that the issues he raised can be
wor ked out .

1: 39: 02 PM

MR. SECOURS echoed the comments of M. Hanley. He then rem nded
the commttee that snapshots can sonetinmes paint the wong
pi cture. He then highlighted that in order to achieve sone of
the margins that have been discussed, the oil price would have
to be very high as would the base tax rate, which would tax al
the wunderlying investnents necessary to get to that |evel.
Therefore, one nust question whether in the long termthat wll
lead to the additional investnments desired in this mature
regi on. He then recalled that Ken Thonpson has said that this
can be reviewed in 3- to 5-year segnents and be satisfied with
the outcone at that tine. However, oil and gas investnents take
5-7 years, not only to make the decision, but to nove from
drilling to production. Therefore, what's decided with ACES
could inpact those additional investnents.

1: 40: 59 PM

MR. M TCHELL said he has been encouraged with the |evel of open
di al ogue and genuine desire to understand the issues. He noted
that he has been a strong proponent of the net tax structure and
it seens there is general support for that. He opined that
staying with the net structure both at the top and bottom end of
the range wll drive the <correct result and be a nore
sustainable tax structure than a structure that includes
el enents of gross tax. M. Mtchell further opined that the
right net structure will be the nobst sustainable for the state
and industry while ensuring ongoi ng devel opnent .

1:42: 33 PM
MR. RUGE ERO thanked the conmittee for the opportunity to be
part of the process, and expressed the hope that his information

has hel ped in this process.

1: 43: 43 PM
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MS. FI TZPATRICK rel ated her understanding that the [Iegislature]
wants to design sonething that's flexibility in order to avoid
the need to revisit it while achieving the desired investnent in
the barrels and the revenue sought. She acknow edged that as
the process noves toward making a net tax structure work, there
is the need for forecast information. However, she rem nded the
commttee that a forecast isn't a promse and hoped the
| egislators keep that in mnd wth regard to the state's
f orecasts.

1:45: 34 PM

CO- CHAIR CGATTO echoed earlier conmments that this has been a
great education and very val uabl e, which he appreciated.

The commttee took an at-ease from 1:47: 00 PMto 1:55:22 PM

CHAI R GATTO announced that the conmittee would be in recess
until 3:00 p.m The commttee reconvened at 3:17: 03 PM

3:17:32 PM

REPRESENTATI VE SEATON noved that the committee adopt Anmendnent
2, | abeled 25-GH0014\L. 42, Bullard/Bullock, 11/3/07, which read:

Page 13, lines 8 - 22:

Delete all material and insert:

"(o) In addition to the tax levied under (e) of
this section, for each nmonth for which the producer's
average nonthly production tax value of the taxable
oil and gas exceeds $30 for each BTU equivalent
barrel, there is levied on the producer of oil or gas
a tax for all oil and gas produced that nmonth from
each | ease or property in the state, less any oil and
gas the ownership or right to which is exenpt from
t axati on or constitutes a |landowner's royalty
interest. Except as otherw se provided under (j) and
(k) of this section, the tax levied wunder this
subsection is equal to the sum over all nonths of the
cal endar year of the anount calculated under this
subsection. For each nmonth for which this subsection
applies and for which the average nonthly production
tax value of the taxable oil and gas is

(1) not nore than $40 for each BTU
equi valent barrel, the tax is equal to 0.2 percent of
the gross value at the point of production of the
taxable oil and gas for that nonth nultiplied by the
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nunber that represents the difference between the
average production tax value for each BTU equival ent
barrel of the taxable oil and gas for that nonth and
$30; or

(2) nore than $40 but not nore than $50 for
each BTU equivalent barrel, the tax is equal to two
percent of the gross value at the point of production
of the taxable oil and gas for that nonth plus 0.3
percent of the gross value at the point of production
of the taxable oil and gas for that nmonth nultiplied
by the nunber that represents the difference between
the average production tax value for each BTU
equi val ent barrel of the taxable oil and gas for that
nmont h and $40;

(3) nore than $50 but not nore than $60 for
each BTU equivalent barrel, the tax is equal to five
percent of the gross value at the point of production
of the taxable oil and gas for that nonth plus 0.4
percent of the gross value at the point of production
of the taxable oil and gas for that nmonth nultiplied
by the nunber that represents the difference between
the average production tax value for each BTU
equi val ent barrel of the taxable oil and gas for that
nmont h and $50;

(4) nore than $60 for each BTU equival ent
barrel, the tax is equal to nine percent of the gross
value at the point of production of the taxable oil
and gas for that nonth plus 0.5 percent of the gross
value at the point of production of the taxable oil
and gas for that nmonth nmultiplied by the nunber that
represents t he di fference bet ween t he aver age
production tax value for each BTU equival ent barrel of
the taxable oil and gas for that nmonth and $60."

CO- CHAI R JOHNSON obj ect ed.
3:17: 44 PM

REPRESENTATI VE SEATON expl ained that Amendnment 2 addresses
progressivity with a net trigger that's calculated on the
wel | head val ue. He further explained Amendnent 2 utilizes the
governor's proposed $30 net profit and proceeds in four steps.
The first step at $30 net profit is .002, which is what's
included in ACES. At $40 net profit it goes to .3, at $50 net
profit it rises to .4, and at $60 net profit it rises to .5.
The reasoning behind the aforenmentioned is that at |ower net
profit margins, the slope is lower and thus there is |ess inpact
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when less noney is in conpany's hands. Still, the increasing

slope obtains the state's equal share rate at $116. This is
cal cul ated on the current production rate used for ACES and PPT,
which is 754,300 barrels per day. Al though a prelimnary

[report] has <conme out wth 723,000 barrels per day, the
relationship would remain the sanme such that they would nove
down with that production anount.

3:20: 05 PM

REPRESENTATI VE ROSES rel ated his understanding that Anendnment 2
doesn't address the base rate on net.

REPRESENTATI VE SEATON responded that's correct. He recalled
that the conpanies testified that their decisions are inpacted
by high costs because a progressivity tied specifically to a
price would be very unpredictable when inflation and cost
i ncreases occur.

3:21:14 PM

REPRESENTATI VE ROSES stated that whether he can support
Amendrment 2 is dependent upon the base rate. If the base rate
changes substantially fromwhat is currently in the PPT, he said
he may want to revisit Amendnent 2.

CO CHAIR GATTO rem nded the commttee that any anmendnent can be
amended.

3:22: 04 PM

REPRESENTATI VE W LSON surm sed then that Anendnent 2 takes care
of the problem of gold plating and that the state isn't in over
its head with regard to the risk it's taking.

REPRESENTATI VE SEATON answered that's correct. Under Anmendnent
2 the progressivity is treated separately and no tax deduction

is received for the progressivity. However, the tax deduction
remains for the specified base ambunt and the tax credits are
still received. He added that Anendnent 2 also addresses the

situation in which the state contribution is added at the high
prices and isn't calculated into the sanctioning of projects.

3:23: 04 PM

REPRESENTATI VE GUTTENBERG inquired as to the equival ent nunber
of .002 at $30 of the net at the gross.
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REPRESENTATI VE SEATON clarified that the .002 is a calculation
on the gross. The trigger point is the $30, and therefore it
would be $30 plus the cost and results in about $48 if the

$18.65 in the latest nodel by M. Dickinson is used. He
hi ghlighted that the lines cone together at basically the sane
place as it's exactly the same takeoff as ACES. The only

difference is that if it were keyed to a $50 gross, then over
time that wuld change due to inflation and it doesn't
conpensate for devel opnent with high cost versus infill drilling
with ow cost. Therefore, triggering it on the net self-adjusts
and addresses the problems that have been identified by the
producers. He noted that the calculation isn't on the well head
or the gross val ue.

3:25: 29 PM

REPRESENTATI VE W LSON surm sed then that Anendnent 2 will allow
the state to capture nore of its fair share than under PPT or
ACES.

REPRESENTATI VE SEATON replied yes, adding that the breakpoint is
the 25 percent equal share point at $116.

3:26:59 PM
CO CHAI R JOHNSON renoved his objection to Arendnent 2.
3:27:22 PM

REPRESENTATI VE ROSES recalled hearing expert testinony that a
nodel that wll wthstand the test of time should be on
progressivity of the margin, which is fairly interchangeable
wth net in this discussion. He further recalled testinony that
such a nodel should be designed that when profits or margins are
at the greatest, the state should be able to take its greatest
share and place it in a savings account to use when it happens
to fall. He asked if the nodel [proposed in Anendnment 2]
captures the state's largest share when the profits are at a
hi gher margin.

REPRESENTATI VE SEATON replied yes, but noted that the nodel
could be designed such that the equal share, 25 percent, isn't
captured until much later. However, that's well beyond the
point at which conpanies are making decisions to sanction
projects to go forward. This amendnent is neant to obtain the
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state's noney as soon as possible wthout inpacting investnent
deci si ons.

REPRESENTATI VE ROSES further recalled hearing testinony that the
state should share in the responsibility when it's | ower w thout
elimnating its ability to receive revenue and should share in
opportunities for encouraging exploration also. He asked if
Amendnent 2 achi eves the af orenenti oned.

REPRESENTATI VE SEATON answered that he believes so because the
progressivity is smaller at the $30-$40 range and as each barrel
beconmes nore profitable, the rate increases. Therefore, he
opined that it's rmuch nore inducive for the industry to sanction
projects and nove forward with them

3:30:34 PM

REPRESENTATI VE SEATON, in response to Representative Edgnon,
confirmed that Amendnent 2 doesn't change the base rate and only
addresses the progressivity by treating it as a separate tax not
an additional portion to the base rate. He explained that it's
based on a calculation times wellhead value not on the base
rate. In further response to Representative Edgnon, the 25
percent on the spreadsheet wasn't wused in any of the
cal cul ations. The yell ow boxes are the ones that can trigger or
change.

3:31: 48 PM

REPRESENTATI VE SEATON, in response to Co-Chair Gatto, confirned
that this nodel could be done in several ways, and the docunent
specifies what can be nodified. He remarked that this
illustration is nuch easier to understand.

3:32:49 PM
CO- CHAIR JOHNSON renewed his objection to Anmendnment 2. He
inquired as to the tax increase the state will be inposing on

the industry, at today's prices, as opposed to PPT and ACES. He
suggested using $90 as the price.

REPRESENTATI VE SEATON said that he included the tables in order
to directly conpare at any price w sh. For instance, at $55
ACES would be $18 while the PPT wouldn't have kicked in until
another $5 and this nodel creates $23. At $90, ACES results in
$1, 264, 000, PPT results in $1,141,000, and the progressivity in
[ Amendrment 2] would result in $2,399, 000. He rem nded the
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committee that the nodel he used is based on 754,300 barrel s per

day, although the current prelimnary is that production will be
at 720, 000 barrels. Therefore, that would result in a decrease
of about $100 milli on. He noted that this is the annual tax in

whi ch the price stays the sane throughout the year.
3:35: 26 PM

CO CHAIR JOHNSON surm sed then at today's price, then this is a
tax increase of just south of $1 billion.

REPRESENTATI VE SEATON replied yes.

3:35:50 PM

A roll call vote was taken. Representati ves W/Ison, Seaton,
Roses, CGuttenberg, Edgnon, Kawasaki, and Gatto voted in favor of
Amendrent 2. Representatives Fairclough and Johnson voted
against it. Therefore, Amendnent 2 was adopted by a vote of 7-
2.

3:37:15 PM

REPRESENTATI VE WLSON noved that the commttee adopt Anmendnent
6, |abel ed 25- GH0014\ L. 65, Bullard/Bullock, 11/3/07, which read:

Page 18, followi ng Iine 25;:

I nsert new bill sections to read:

"* Sec. 26. AS 43.55.025(a) is anended to read:

(a) Subject to the terns and conditions of this
section, a credit against the production tax |evied by
[ DUE UNDER] AS 43.55.011(e) [OR (f)] is allowed for
exploration expenditures that qualify wunder (b) of
this section in an anmount equal to one of the
fol | ow ng:

(1) 20 percent of the total exploration
expenditures that qualify only under (b) and (c) of
this section;

(2) 20 percent of the total exploration
expendi tures [FOR WORK PERFORMED BEFORE JULY 1, 2007,
AND] that qualify only wunder (b) and (d) of this
section;

(3) 40 percent of the total exploration
expenditures that qualify under (b), (c), and (d) of
this section; or
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(4) 40 percent of the total exploration
expenditures that qualify only under (b) and (e) of
this section.

* Sec. 27. AS 43.55.025(b) is anmended to read:

(b) To qualify for the production tax credit
under (a) of this section, an exploration expenditure
must be incurred for work perfornmed [ON OR] after
Decenber 31, 2007 [JULY 1, 2003], and before July 1,
2016, [EXCEPT THAT AN EXPLORATI ON EXPENDI TURE FOR A
COOK I NLET PROSPECT MJST BE |INCURRED FOR WORK
PERFORMED ON OR AFTER JULY 1, 2005,] and

(1) may be for seismc or other geophysica
exploration costs not connected with a specific well;

(2) if for an exploration well,

(A must be incurred by an explorer that
holds an interest in the exploration well for which
the production tax credit is clained;

(B) may be for either a [AN OL OR GAS
DI SCOVERY] well that encounters an oil or gas deposit
or a dry hole; [AND]

(O must be for a well that has been
conpl eted or abandoned at the tine the explorer clains
the tax credit under (f) of this section; and

(D) nust be for goods, services, or rentals
of personal property reasonably required for the
surface preparation, drilling, casing, cenenting, and
| ogging of an exploration well, and, in the case of a
dry hole, for the expenses required for abandonnent if
the well is abandoned within 18 nonths after the date
the well was spudded,;

(3) may not be for testing, stimulation, or
conpl etion costs; adm ni strati on, super vi si on,
engi neering, or |ease operating costs; geological or
managenent costs; community relations or environnental
costs; bonuses, t axes, or ot her payment s to
governnments related to the well; costs arising from
gross negligence or violation of health, safety, or
environnental statutes or regulations; or other costs
that are generally recognized as indirect costs or
fi nanci ng costs; and

(4) may not be incurred for an exploration
well or seismc exploration that is included in a plan
of exploration or a plan of developnent for any unit
on May 13, 2003.

* Sec. 28. AS 43.55.025(c) is repealed and
reenacted to read:
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(c) To be eligible for the 20 percent production
tax credit authorized by (a)(1l) of this section or the
40 percent production tax credit authorized by (a)(3)
of this section, exploration expenditures must

(1) qualify under (b) of this section; and

(2) be for an exploration well, subject to
t he foll ow ng:
(A before spudding the well, (i) the

explorer shall submt to the comm ssioner of natura
resources the information necessary to deternne
whet her the geological objective of the well is a
potential oil or gas trap that is distinctly separate
from any trap that has been tested by a preexisting
well; and (ii) the conm ssioner of natural resources
must nmake an affirmative determination on that
guestion; the conmm ssioner of natural resources shal
deci de whether to neke that determination within 60
days after receiving all the necessary information
from the explorer and based on the information
received and on other information the comm ssioner of
nat ural resources nmay consi der rel evant;

(B) for an exploration well other than a
well to explore a Cook Inlet prospect, the well nust
be located and drilled in such a manner that the
bottom hole is located not less than three niles away
fromthe bottom hole of a preexisting well drilled for
oil or gas, irrespective of whether the preexisting
wel | has been conpl et ed, suspended, or abandoned;

(O after conpletion or abandonnent of the
exploration well, the  conm ssioner of nat ur al
resources nust determne that the well adequately
achi eved the explorer's stated geol ogi cal objective.

* Sec. 29. AS 43.55.025(f) is anended to read:
(f) For a production tax credit wunder this
secti on,

(1) an explorer shall, in a form prescri bed
by the departnment and, except for a credit under (I)
of this section, within six nmonths of the conpletion
of the exploration activity, claim the credit and
submit information sufficient to denonstrate to the
departnment's satisfaction that the clained exploration
expendi tures qualify under this section;

(2) an explorer shall agree, in witing,

(A to notify the Departnent of Natural
Resources, within 30 days after conpletion of seismc
or geophysical data processing, conpletion of [Al well
drilling, or filing of a claim for credit, whichever
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is the latest, for which exploration costs are
clainmed, of the date of conpletion and subnmt a report
to that departnent describing the processing sequence
and providing a list of data sets available; [IF,
UNDER (c)(2)(B) OF THI'S SECTION, AN EXPLORER SUBM TS A
CLAIM FOR A CREDI T FOR EXPENDI TURES FOR AN EXPLORATI ON
WELL THAT IS LOCATED WTHIN THREE MLES OF A WELL
ALREADY DRILLED FOR OL AND GAS, IN ADDITION TO THE
SUBM SSI ONS REQUI RED UNDER (1) OF THI S SUBSECTI ON, THE
EXPLORER SHALL SUBM T THE | NFORVATI ON NECESSARY FOR
THE COWM SSI ONER OF NATURAL RESOURCES TO EVALUATE THE
VALIDITY OF THE EXPLORER' S CLAIM THAT THE WELL IS
DI RECTED AT A DI STINCTLY SEPARATE EXPLORATI ON TARGET,
AND THE COWM SSI ONER OF NATURAL RESOURCES SHALL, UPON
RECEI PT O ALL EVI DENCE SUFFI CI ENT FOR THE
COW SSI ONER TO EVALUATE THE EXPLORER S CLAIM MAKE
THAT DETERM NATI ON W THI N 60 DAYS; |

(B) to provide to the Departnent of Natura
Resources, within 30 days after the date of a request,
unless a longer period is provided by the Departnent
of Natural Resources, specific data sets, ancillary
data, and reports identified in (A of this paragraph;
in this subparagraph,

(i) a seismc or geophysical data set
includes the data for an entire seismc survey,
irrespective of whether the survey area covers
nonstate land in addition to state land or land in a
unit in addition to | and outside a unit;

(ii) well data include all derivative
products, results, and copies of data collected and
data analyses for the well; well | ogs; sanpl e

anal yses; geophysical and velocity data including
vertical seismc profiles and check shot surveys; and
tangible material including, for each whole core
collected, a lengthwise cut slab that is at least 1/3
of the whole core volune, and representative sanples,
as specified by the Departnent of Natural Resources,
of other gaseous, liquid, or solid material collected
fromdrilling or testing the well;

(O that, notwi thstanding any provision of
AS 38, information provided under this paragraph wll
be held confidential by the Departnent of Natural
Resour ces

(1) in the case of well data, until the
expiration of the 24-nmonth period of confidentiality
described in AS 31.05.035(c), wthout extension, after
which the Departnent of Natural Resources [FOR 10
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YEARS FOLLON NG THE COVPLETION DATE, AT WHICH TIME
THAT DEPARTMENT] will release the information after 30
days' public notice;

(ii) in the case of seismc or other
geophysi cal data, other than seismc data acquired by
seismc exploration subject to (lI) of this section,
for 10 years following the conpletion date, at which
time the Departnent of Natural Resources will release
the information after 30 days' public notice;

(1ii) in the case of seismc data obtained
by seismc exploration subject to (lI) of this section
only until the expiration of 30 days' public notice
issued on or after the date the production tax credit
certificates are issued under (5) of this subsection;
and

(D) that, in the case of well data, the
explorer will not nmake a request under AS 31.05.035(c)
that the comm ssioner of natural resources keep the
data confidential for |onger than the 24-nonth period
of confidentiality described in AS 31.05.035(c);

(3) if nmore than one explorer holds an
interest in a well or seismc exploration,

(A) each explorer may claim an anmount of
credit that is proportional to the explorer's cost

i ncurred;

(B) in the case of a well, each explorer
holding an interest in the well shall agree, in
witing, that the explorer will not nmke the request

described in (2)(D) of this subsection;

(4) the departnent may exercise the ful
extent of its powers as though the explorer were a
t axpayer under this title, in order to verify that the
cl ai med expendi t ures are qualified expl oration
expendi tures under this section; and

(5) if the departnment is satisfied that the
explorer's clained expenditures are qualified under
this section and that all data required to be
subm tted under this section have been submtted, the
departnment shall issue to the explorer a production
tax credit certificate for the amount of credit to be
al | owed agai nst producti on t axes | evi ed by
AS 43.55.011(e); the credit is available for imedi ate
use; notwithstanding any contrary provision of AS 38
AS 40. 25. 100, or AS 43. 05. 230, t he fol |l ow ng
information is not confidential:

(A) the explorer's nane;

(B) the date of the application
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(O the location of the well or seisnc
expl orati on;

(D) the date of the departnent's issuance
of the certificate; and

(E) the date on which the information
required to be submtted under this section will be
rel eased [ DUE UNDER AS 43.55.011(e) OR (f)].

* Sec. 30. AS 43.55.025(g) is anended to read:

(9) An explorer, other than an entity that is
exenpt from taxation under this chapter, may transfer,
convey, or sell its production tax credit certificate
to any person, and any person who receives a
production tax credit certificate may also transfer,
convey, or sell the certificate.

* Sec. 31. AS 43.55.025(h) is anmended to read:

(h) A producer that purchases a production tax
credit certificate may apply the credits against its
production tax liability wunder AS 43.55.011(e) [OR
(f)]. Regardless of the price the producer paid for
the certificate, the producer may receive a credit
against its production tax liability for the ful
amount of the credit, but for not nore than the anmount
for which the certificate is issued. A production tax
credit allowed under this section may not be applied
nore than once.

*  Sec. 32. AS 43.55.025(i) is repealed and
reenacted to read:

(1) For a production tax credit wunder this
secti on,

(1) a credit may not be applied to reduce a
taxpayer's tax liability under AS 43.55.011(e) bel ow
zero for a cal endar year; and

(2) an anmount of the production tax credit
in excess of the amount that may be applied for a
cal endar year wunder this subsection may be carried
forward and applied against the taxpayer's tax
l[iability under AS 43.55.011(e) in one or nore |ater
cal endar years.

* Sec. 33. AS 43.55.025(k) is anended by adding a
new par agraph to read:

(4) "preexisting well"”™ means a well that
was spudded nore than 540 days but less than 35 years
before the date on which the exploration well to which
it is conpared i s spudded.

* Sec. 34. AS 43.55.025 is anmended by adding a new
subsection to read:
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(1) Subject to the terns and conditions of this
section, if a claim is filed under (f)(1) of this
section before January 1, 2016, a credit against the
production tax levied by AS 43.55.011(e) is allowed in
an anount equal to five percent of an eligible
expenditure under this subsection incurred for seismc
exploration perforned before July 1, 2003. To be
eligible under this subsection, an expenditure nust

(1) have been for seismc exploration that

(A obtained data that the comm ssioner of
natural resources considers to be in the best interest
of the state to acquire for public distribution; and

(B) was conducted outside the boundaries of
a production unit; however, the amount of the
expenditure that 1is otherwise eligible wunder this
section is reduced proportionately by the portion of
the seismc exploration activity that crossed into a
production unit; and

(2) qualify under (b)(3) of this section.”

Renunber the followi ng bill sections accordingly.

Page 31, |ine 25:
Delete "32 - 34, and 37"
Insert "41 - 43, and 46"

Page 31, |ine 27:
Delete "31, and 38"
| nsert "31, 32, 34, 40, and 47"

Page 31, |ine 29:
Del ete "Sections 26 and 27"
| nsert "Sections 35 and 36"

Page 31, |ine 30:
Del ete "sec. 26"
| nsert "sec. 35"

Page 31, |ine 31:
Del ete "sec. 27"
| nsert "sec. 36"

Page 31, following line 31:

I nsert a new subsection to read:

"(d) Sections 26 - 29 and 33 of this Act apply
to expl oration expendi tures i ncurred for wor k
performed after Decenmber 31, 2007, that are the basis
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of tax credits that nay be clainmd against taxes
levied for oil and gas produced after Decenber 31,
2007."

Rel etter the follow ng subsection accordingly.

Page 32, line 1:
Del ete "sec. 29"
| nsert "sec. 38"

Page 32, line 3:
Del ete " 29"
| nsert "38"

Page 32, |ine 31:
Delete "32 - 34, and 37"
| nsert "41 - 43, and 46"

Page 33, line 2:
Del ete "26, 27, 31, and 38"
Insert "26 - 29, 31 - 34, 35, 36, 40, and 47"

Page 33, line 19, following "."

Insert "(a) Section 30 of this Act is
retroactive to July 1, 2003.
(b)"

Page 33, |ine 20:
Delete "32 - 34, and 37"
| nsert "41 - 43, and 46"
Page 33, |ine 21:
Del ete "26, 27, 31, and 38"
I nsert "26 - 29, 31 - 34, 35, 36, 40, and 47"
Page 33, |ine 22:
Del ete "sec. 44"
| nsert "sec. 53"
[ End of Anendnent 6. ]
REPRESENTATI VE FAI RCLOUGH obj ected for purposes of discussion.
3:37:26 PM

REPRESENTATI VE WLSON explained that basically Amendnent 6
reinserts the incentive credits. Currently, a claimfor credit
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from a producer can only be submtted after the survey and well
are done. At that point there is a decision between the
departnent and the producer as to whether it can be used as a
credit. Amendnment 6 provides that the aforenentioned request is
done ahead of tinme and thus the producer can have the know edge
bef or ehand. She opined that it nakes it a bit easier for the
departnment and the producer to be partners. Currently, only the
seismc data gathered after July 1, 2003, is available for
credit and that data is held confidential for 10 vyears.
Amendnent 6 proposes a 5 percent credit for any seismc data
collected outside of current units and deened of value by the
commi ssioner of DNR This data would becone inmediately
avai lable to the public. She suggested that this data could be
useful for conpanies as higher prices my nmake a project
formerly deened unecononi ¢ econonic

3:41: 38 PM

REPRESENTATI VE EDGMON requested the admnistration's view on
Amendnent 6.

The conmttee took an at-ease from3:45 p.m to 4:02 p. m
4:02:11 PM

REPRESENTATIVE WLSON, noting that there is an error in
Amendnent 6, withdrew her notion to adopt Amendnent 6, | abeled
25- GH0014\ L. 65, Bullard/Bull ock, 11/3/07, at this tine.

4:03: 26 PM

REPRESENTATI VE SEATON noved that the conmmttee Anmendnment 3,
| abel ed 25-GH0014\ L. 14, Bull ock, 11/1/07, which read:

Page 17, following line 3:
Insert a new bill section to read:
"* Sec. 23. AS 43.55.023(b) is anended to read:
(b) A producer or explorer may elect to take a
tax credit in the anount of the [20 PERCENT OF A]
carried-forward annual loss nultiplied by the nom na
tax rate in AS 43.55.011(e). A credit wunder this
subsection my be applied against a tax due under
AS 43.55.011(e). For purposes of this subsection,
(1) a carried-forward annual loss is the
anmpunt of a producer's or explorer's adjusted |ease
expenditures under AS 43.55.165 and 43.55.170 for a
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previ ous calendar year that was not deductible

t hat

cal endar year under AS 43.55.160(b) and (e);

rate

(2) "nom nal tax rate" neans the tax

for

stated in AS 43.55.011(e) that is not the

t ax

determned at the mninum tax rate that may be

appl i cabl e under AS 43.55.011(f)."

Renunber the follow ng bill sections accordingly.

Page

Page

Page

Page

Page

Page

Page

Page

Page

Page

HOUSE RES

31, line 25:
Del ete "Sections 24, 25, 32 - 34, and 37"
| nsert "Sections 23, 25, 26, 33 - 35, and 38"

31, line 27:
Delete "31, and 38"
| nsert "32, and 39"

31, line 29:
Del ete "Sections 26 and 27"
| nsert "Sections 27 and 28"

31, line 30:
Del ete "sec. 26"
| nsert "sec. 27"

31, line 31:
Del ete "sec. 27"
| nsert "sec. 28"

32, line 1:
Del ete "sec. 29"
| nsert "sec. 30"

32, line 3:
Del ete " 29"
| nsert " 30"

32, line 31:
Del ete "secs. 24, 25, 32 - 34, and 37"
| nsert "secs. 23, 25, 26, 33 - 35, and 38"

33, line 2:
Delete "26, 27, 31, and 38"
| nsert "27, 28, 32, and 39"

33, lines 19 - 20:
Del ete "Sections 24, 25, 32 - 34, and 37"
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| nsert "Sections 23, 25, 26, 33 - 35, and 38"

Page 33, |line 21:
Del ete "26, 27, 31, and 38"
| nsert "27, 28, 32, and 39"

Page 33, |ine 22:
Del ete "sec. 44"
| nsert "sec. 45"

CO- CHAI R JOHNSON obj ected for the purposes of discussion
4:03: 38 PM

REPRESENTATI VE SEATON stated that Amendnent 3 addresses the net
operating loss carry-forward credits. Currently, those credits
are at a 20 percent rate rather than a 22.5 percent rate that's
deductible for expenses for people that have production

Amendnent 3 identifies the tax rate for the net operating |oss
credit to be the sane as for the nomnal tax rate, which is the
base rate under the production tax credit. Theref ore, under
Amendnent 3 the net operating loss carry-forward credit wll be
the sane as the base rate.

4:04:52 PM

CO CHAI R JOHNSON wi t hdrew hi s objection

There being no further objection, Amendnent 3 was adopt ed.
4:05: 14 PM

REPRESENTATI VE SEATON noved that the commttee adopt Anmendnent
4, | abel ed GH0014\ L. 15, Bullock, 11/1/07, which read:

Page 1, line 4, followng "latitude;"

Insert "providing a penalty for the underpaynment
of an installnent paynent of the production tax on oil
and gas;"

Page 17, following line 3:
Insert a new bill section to read:
"* Sec. 23. AS 43.55.020 is anended by adding a new
subsection to read:
(1) A civil penalty shall be added to the anount
of an installnment paynent required under (a)(1) - (4)
of this section if the full amunt of the paynent is
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not paid by the date the paynent is due. The penalty
is equal to five percent of the difference between the
anmount of the installnment paynent that was made tinely
and the amount of the installnment paynent required
under (a)(1) - (4) of this section. If no part of the
required installnment paynment was nade tinely, the
penalty is equal to five percent of the installnent
paynent required under (a)(1l) - (4) of this section.
The penalty is in addition to the interest inposed
under (g) of this section and a penalty added under
AS 43.05.220, if any."

Renunber the followi ng bill sections accordingly.

Page 31, |ine 25:
Del ete "Sections 24, 25, 32 - 34, and 37"
| nsert "Sections 25, 26, 33 - 35, and 38"

Page 31, |ine 27:
Delete "31, and 38"
| nsert "32, and 39"

Page 31, |ine 29:
Del ete "Sections 26 and 27"
| nsert "Sections 27 and 28"

Page 31, |ine 30:
Del ete "sec. 26"
| nsert "sec. 27"

Page 31, |ine 31:
Del ete "sec. 27"
| nsert "sec. 28"

Page 32, line 1:
Del ete "sec. 29"
| nsert "sec. 30"

Page 32, line 3:
Del ete " 29"
| nsert " 30"

Page 32, |ine 31:
Delete "secs. 24, 25, 32 - 34, and 37"
| nsert "secs. 25, 26, 33 - 35, and 38"

Page 33, line 2:
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Delete "26, 27, 31, and 38"
| nsert "27, 28, 32, and 39"

Page 33, lines 19 - 20:
Del ete "Sections 24, 25, 32 - 34, and 37"
| nsert "Sections 25, 26, 33 - 35, and 38"

Page 33, |ine 21:

Delete "26, 27, 31, and 38"
| nsert "27, 28, 32, and 39"

Page 33, |ine 22:
Del ete "sec. 44"

| nsert "sec. 45"
REPRESENTATI VE ROSES and GUTTENBERG obj ect ed.
4:05: 27 PM
REPRESENTATI VE SEATON expl ai ned that Amendnment 4 reinstates a 5
percent penalty for underpaynment of nore than 10 percent of a
nonthly estimated tax. He recalled nunerous discussions
relating that the state wasn't receiving the correct anount of
tax due to costs and underreporting.
4:06: 06 PM
CO CHAI R GATTO asked if a penalty is different than interest.
REPRESENTATI VE SEATON responded yes.

CO CHAIR GATTO asked if the 5 percent penalty is in addition to
t he interest owed.

REPRESENTATI VE SEATON replied yes, adding that the penalties on

the nonthly estimated tax is done by an |IRS calculation. He
noted that the penalty is inplenmented for an overpaynent as well
as an underpaynent. Therefore, if there is an overpaynent, the

state would owe the I RS i nterest.
4:07: 20 PM

REPRESENTATI VE GUTTENBERG noted that he has a simlar anendnent,
al though it has nore sections. He then renpoved his objection.

REPRESENTATI VE ROSES renoved his objection.
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There being no further objection, Amendnent 4 was adopt ed.

4: 08:

22 PM

REPRESENTATI VE SEATON noved that the commttee adopt Anmen
5, labeled 25-GH0014\L.4, Chenoweth/Bullock, 11/1/07,

r ead:

Page 1, lines 3 - 4:
Del ete "and south of 68 degrees North latitude”

Page 13, followi ng Iine 20:

I nsert a new subsection to read:

"(q) For a calendar year before 2022, the tax
levied by (e) and (o) of this section for gas produced
from a |lease or property that is outside of the Cook
Inlet sedinentary basin that is sold and processed
into liquefied natural gas in the state at a facility
with a maxinmum processing capacity that does not
exceed 10, 000, 000, 000 cubic feet a year nay not exceed
the product of the anpbunt of taxable gas produced
during the calendar year from the |ease or property,
multiplied by the average rate of tax inposed under
this chapter for taxable gas produced from all |eases
or properties in the Cook Inlet sedinentary basin,
multiplied by the average prevailing value for gas
delivered in the Cook Inlet area for the 12-nonth
period ending March 31, 2006, as determned by the
department under AS 43.55.020(f). This subsection
applies only to gas produced from a | ease or property
after Decenber 31, 2007."

Page 14, line 27, follow ng "production":

| nsert ";
(6) notwithstanding (1) of this subsection

dnment
whi ch

that part of the install nent paynent determ ned by (2)

and (3) of this subsection that is attributable to the

production of gas that is subject to the limtations

under AS 43.55.011(p) or (q) is the result obtained by

multiplying the volune of gas produced during the

nmonth by the average rate of tax inposed under this

chapter for taxable gas produced from all |eases or

properties in the Cook Inlet sedinmentary basin,

multiplied by the average prevailing value for gas

delivered in the Cook Inlet area for the 12-nonth

period ending March 31, 2006, as determned by the

departnent under (f) of this section”
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REPRESENTATI VE GUTTENBERG obj ect ed.
4:08: 35 PM

REPRESENTATI VE SEATON expl ained that Anmendnent 5 addresses an
alternative nechanism for transferable credits to be purchased.
If the legislature provides the Alaska Retirenment Mnagenent
Board (ARM Board) the statutory authority to acquire credits

Amendnent 5 would allow them to sell [the credits] to DOR
Therefore, the legislature wouldn't have to open up the tax
statute to do so. He pointed out that in order for this to be
applicable, the legislature would have to nodify the ARM Board's
st at ut es.

CO CHAIR GATTO asked if Anmendnent 5 would provide the ARM Board
with a guaranteed rate of return.

REPRESENTATI VE SEATON clarified that the rate of return is
established in another section of legislation yet to be
considered by the Ilegislature. Amendnent 5 is sinply the
aut hori zing |language to allow the ARM Board to act as a producer
with a tax liability. Under Anendnent 5 the ARM Board could
purchase tax credits for an anount established in other
| egislation and DOR can reinburse the ARM Board. The notion
behind Arendnment 5 is to sinplify and streanline a nechanism for
the explorers wth transferable credits to be able to be
rei mbur sed. He nentioned a letter specifying that about 12
explorers support this procedure allow ng another nechanism for
redeem ng the transferable credits.

4:11: 22 PM

REPRESENTATI VE GUTTENBERG asked if the ARM Board has been
contacted regarding whether it would be Ilikely to use these
credits. He also asked if Representative Seaton has obtai ned an
opi nion regarding [whether this falls under] the call.

COCHAIR GATTO interjected that [Amendnent 5] is related to
t axes.

REPRESENTATI VE SEATON related that Legislative Legal and
Research Services didn't raise any concern with regard to
Amendnment 5 not falling under the call. He reiterated that
Amendnent 5 doesn't nodify the ARM Board statutes, which would
be necessary to nodify, but sinply allows this mechanism to act
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as an oil conpany in purchasing credits. He recall ed that when
this was reviewed in the House there was comunication fromthe
ARM Board in support of this proposal as well as a letter of
support from DOR.  The authorizing sections, not included in HB
2001, require that the conm ssioner of DOR give prior approval.

4:13:47 PM

REPRESENTATI VE GUTTENBERG posed a scenario in which Amendnent 5
is adopted, and asked if the severability clause "would take
this out if it's ... over that |ine?"

M5. DAVIS related that DO.L said that pursuant to state law a
severability clause is inplied in all legislation that's passed,
and therefore it was deemed unnecessary.

4:14: 46 PM

REPRESENTATI VE GUTTENBERG r enoved hi s objection.

CO- CHAI R JOHNSON obj ect ed.

4:14:56 PM

COCHAIR JOHNSON inquired as to where the legislation
establishing the $.92 on dollar is in the | egislative process.

REPRESENTATI VE SEATON said that it passed the House and is
sitting in the final conmttee of reviewin the Senate.

CO-CHAIR JOHNSON then inquired as to the repercussions of

passage of Anendnent 5. He then posed a scenario in which
[ Amendnment 5] is incorporated into statute, but the authorizing
legislation isn't adopted. In such a scenario, could the ARM

Board reduce the floor to $.50 on the dollar and purchase the
tax credits at a fire sale froma producer, he asked.

REPRESENTATI VE SEATON reiterated that this provision doesn't
allow the ARM Board to do anything as the other legislation wll
have to pass to authorize the ARM Board. This provision nerely
allows the establishnment of credits, and the current ARM Board
statutes don't allowit to sell the credits.

4:17:19 PM
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CO- CHAIR JOHNSON asked, "Are you sure? ... In what of the
statute is the ARM Board not allowed to that this would not
override and supersede?”

REPRESENTATI VE SEATON specified that the |anguage in Anendnent 5
nodi fies the sections of law relating to oil taxes and credits.
However, the ARM Board has its own constraints in other
statutes, and therefore the other statutes have to be nodified
to authorize the ARM Board to [sell the credits]. The provision
in Arendnent 5 authorizes the oil tax statute portion only and
the ARM Board doesn't have statutory authority to engage in this
practice without the passage of the other pending |egislation.

4:18: 48 PM

CO- CHAIR GATTO highlighted the follow ng proposed |anguage in
subsection (l), "Subject to appropriations nmade by law, if and
to the extent that purchase of transferable tax credits by the
Al aska Retirenment Mnagenent Board is authorized by law ...."
He echoed the earlier coments that the authorizing |egislation
hasn't yet passed.

4:19:19 PM

REPRESENTATI VE ROSES, drawi ng upon his experience as a nenber of
the ARM Board, opined that the ARM Board works very hard to
bal ance the portfolio. Furthernore, it holds a certain anount
of noney in reserve in the event a good opportunity arises. He
assured the conmttee that the ARM Board would junp on this
opportunity and use it as often as it's able to do so.

4:20:16 PM

CO CHAI R JOHNSON renoved his objection

There being no further objection, Arendnent 5 was adopt ed.
4:20:40 PM

REPRESENTATI VE ROSES noved that the commttee adopt Amendnent 7,
| abel ed 25- GH0014\ L. 25, Chenowet h\ Bul | ock, 11/2/07, which read:

Page 19, followi ng line 26:
Insert a new bill section to read:
"* Sec. 27. AS 43.55.030(d) is anended to read:
(d) Reports required under this section [BY OR
ON BEHALF OF THE PRODUCER] are delinquent the first
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day following the day the report is due. The person
required to file the report is liable for a penalty,
as determned by the departnent under standards
adopted in regulation by the departnent, of not nore
than $1,000 for each day the person fails to file the
report at the tine required. The penalty is in
addition to the penalties in AS 43.05.220 and
43.05.290 and is assessed, collected, and paid in the
same manner as a tax deficiency under this title. In
this subsection, "report" includes a statenent."”
Renunber the followi ng bill sections accordingly.
Page 31, |ine 25:

Delete "32 - 34, and 37"

Insert "33 - 35, and 38"
Page 31, |ine 27:

Del ete "31, and 38"

I nsert "32, and 39"
Page 31, |ine 29:

Del ete " 27"

| nsert "28"
Page 31, |ine 31:

Del ete "sec. 27"

| nsert "sec. 28"
Page 32, line 1:

Del ete "sec. 29"

| nsert "sec. 30"
Page 32, line 3:

Del ete " 29"

| nsert "30"
Page 32, |ine 31:

Delete "32 - 34, and 37"

| nsert "33 - 35, and 38"
Page 33, line 2:

Del ete "27, 31, and 38"

I nsert "28, 32, and 39"
Page 33, |ine 20:

Delete "32 - 34, and 37"
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| nsert "33 - 35, and 38"

Page 33, |line 21:
Del ete "27, 31, and 38"
| nsert "28, 32, and 39"

Page 33, |ine 22:
Del ete "sec. 44"
| nsert "sec. 45"

REPRESENTATI VE KAWASAKI obj ect ed.

CO CHAI R GATTO nentioned his understanding that Amendnent 7 mnust
pass in order for Anendnent 8 to be consi dered.

4:21: 09 PM

REPRESENTATI VE ROSES related his agreenent. He then expl ai ned
that Amendment 7 reinserts the penalty phase for lack of
reporting that was in ACES and renoved.

4:21:42 PM

REPRESENTATI VE KAWASAKI wi t hdrew hi s objection.

There being no further objection, Amendnent 7 was adopt ed.
4:21:58 PM

REPRESENTATI VE FAIRCLOUGH noved that the commttee adopt
Anrendment 8, | abeled 25-GH0014\L.26, Kurtz/Bullock, 11/2/07,
whi ch read:

Page 21, line 30, following "matters":
| nsert ";

(6) assess against a person required under
this section to file a report, statenment, or other
docunent a penalty, as determned by the departnent
under standards adopted in regulation by the
departnent, of not nobre than $1,000 for each day the
person fails to file the report, statenent, or other
docunent at the tinme required; the penalty is in
addition to any penalties under AS 43.05.220 and
43.05.290 and is assessed, collected, and paid in the
same manner as a tax deficiency under this title; the
penalty shall bear interest at the rate specified
under AS 43. 05.225(1); not wi t hst andi ng authority

HOUSE RES COW TTEE - 68- Novenber 3, 2007



granted under AS 43.05.070 to conpronise a penalty,
the departnent may not under that section conprom se a
penalty wunder this paragraph by agreeing to accept
less than 50 percent of the penalty originally
assessed by the departnent”

CO- CHAI R JOHNSON obj ected for discussion purposes.
4:22:07 PM

REPRESENTATI VE  FAIRCLOUGH relayed her understanding that
penalties often result in negotiations in which it's in the
benefit of the taxpayer to wait versus paying anything on the
settl enment. She expressed interest in the admnistration's
comments. Line 13 of Amendnent 8 renpbves sone bargai ni ng power,
which could result in litigation

4:23:33 PM

M5. DAVIS relayed her belief that M. lversen, Tax Division, has
provided the conmttee with information as to how the state has
approached the resolution of various tax matters in the past.
Ms. Davis expressed slight concern with choosing a single anount

and having it apply to small and |arge players. However, she
said she took sone confort with the |anguage proposed "of not
nore than $1,000". Therefore, she said she understood that once

the penalty is established, this |anguage intends to address the
ability to negotiate it dowmn. So long as this |anguage doesn't
inmpair the initial assessnent of the penalty, she opined that
the limtation is okay.

4:25: 09 PM

REPRESENTATI VE FAI RCLOUCGH stated that Anmendnent 8 is intended to
signal that when the state has sonmething due, it won't negotiate
down to zero. The hope is to provide the adm nistration teeth
in regard to not negotiating down further.

4:25:28 PM

REPRESENTATI VE ROSES commented that he will reluctantly support
Amendment 8 as it's in best interest of the state.

4:26:17 PM

CO- CHAI R JOHNSON renmoved his objection
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There being no further objection, Amendnent 8 was adopt ed.
4:26: 34 PM
REPRESENTATI VE SEATON wi t hdrew Amendnment 9, for the nonent.
4:27:07 PM

REPRESENTATI VE SEATON noved that the commttee adopt Anmendnent
10, | abel ed 25- GH0014\ L. 13, Bullock, 11/1/07, which read:

Page 26, |ine 14:
Fol | owi ng "negli gence, ":
Insert "crimnal negligence,"”
Following "l aw, ":
Insert "including a violation of 33 US. C
1319(c) (1) or 1321(b)(3) (Cean Water Act),"

Page 28, line 6, through page 29, line 1
Delete all material.

Renunber the followi ng paragraph accordingly.
4:27:13 PM
REPRESENTATI VE GUTTENBERG obj ect ed.
4:27:28 PM

REPRESENTATI VE SEATON pointed out that Amendnent 10 |ooks at
qualified |ease expenditures. Currently, the legislation
specifies that |ease expenditures don't include violation of
| aw. Amendnent 10 adds that |ease expenditures don't include
crim nal negl i gence, including crimnal negligence as a
violation of 33 USC 1319(c)(1), the Cean Water Act. Anendnent
10 also deletes Section 19, regarding unschedul ed disruptions.
He opi ned that Anmendnment 10 puts all conpanies on notice that if
they do something found to be <crimnally negligent, the
resulting costs are nondeductible as a | ease expense.

4:30: 29 PM
CO-CHAIR GATTO asked if there is a value to lines 5 and 6 as

nunmbered on Amendnent 10 as they are probably already included
whet her specified or not.
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REPRESENTATI VE SEATON answered that could be, but pointed out
that without that it could be left to the interpretation of the
courts. Specifying the particular types of violations covered
is definitive.

4:31:51 PM

REPRESENTATI VE ROSES expressed concern with regard to changing
|aws retroactively, but said that he will address that with the
effective date when the legislation is before the House.

4:32:44 PM

REPRESENTATI VE GUTTENBERG related his understanding that by
addi ng crim nal negligence, the bar is being raised.

REPRESENTATI VE SEATON said that the |anguage basically cites
the standard recently used in the court. He said he isn't
trying to propose |anguage that would result in a sinple error
maki ng all costs nondeducti bl e.

4:33:52 PM

REPRESENTATI VE FAI RCLOUGH announced that she wll support
Amendnent 10. She highlighted that Anendnent 10 will renove the
need for legislation in the other body, and therefore finalizes
a concern of Alaskans regarding conpanies that don't fully
mai ntai n  equi pnent . She remnded the conmmttee that two
producers in a joint agreenent with a producer who had a recent
spill told the committee that they haven't received any cost
allocations for the spill nor cleanup to date, although she
acknow edged that it can take up to a year to audit those.

4:35: 08 PM

REPRESENTATI VE SEATON said that's his understanding as well, but
there is a letter from the producer stating its intention to
charge those costs as |ease expenditures. More than once this
producer has stated publicly that it will charge those costs as
| ease expenditures, he stated. This nmatter can be addressed by
two routes, including a guilty plea or the |anguage in paragraph
(19) of Section 33. He highlighted the difficulty in defining
the standard "due care or foresight".

4:37: 03 PM

REPRESENTATI VE GUTTENBERG r enpoved hi s objection.
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There being no further objection, Arendnent 10 was adopt ed.
4:37:23 PM

REPRESENTATI VE SEATON noved that the committee adopt Anendnent
11, | abel ed 25-GH0014\L. 12, Bul | ar d/ Bul | ock, 11/ 1/ 07, whi ch
r ead:

Page 26, following line 2:
Insert new bill sections to read:
"* Sec. 33. AS 43.55.165(b) is anended to read:
(b) For purposes of (a) of this section,

(1) direct costs include

(A an expenditure, when incurred, to
acquire an itemif the acquisition cost is otherw se a
direct cost, notwithstanding that the expenditure may
be required to be capitalized rather than treated as
an expense for financial accounting or federal incone
t ax purposes;

(B) paynents of or in lieu of property
taxes, sales and use taxes, notor fuel taxes, and
exci se taxes;

(O a reasonable allowance, as determ ned
under regulations adopted by the departnent, for
overhead expenses directly related to exploring for,
devel opi ng, and producing oil or gas deposits |ocated
within |eases or properties or other land in the
st at e;

(2) an activity nust be physically |ocated
in the state [DOES NOT NEED TO BE PHYSI CALLY LOCATED
ONy NEAR, OR WTHIN THE PREM SES OF THE LEASE OR
PROPERTY WTHIN WHICH AN OL OR GAS DEPOCSIT BEING
EXPLORED FOR, DEVELOPED, OR PRODUCED IS LOCATED] in
order for the cost of the activity to be a cost
upstream of the point of production of the oil or gas.

* Sec. 34. AS 43.55.165(b), as amended by sec. 33
of this Act, is anmended to read:
(b) For purposes of (a) of this section,

(1) direct costs include

(A an expenditure, when incurred, to
acquire an itemif the acquisition cost is otherwse a
direct cost, notwi thstanding that the expenditure may
be required to be capitalized rather than treated as
an expense for financial accounting or federal incone
t ax purposes;
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(B) paynents of or in lieu of property
taxes, sales and use taxes, nmotor fuel taxes, and
exci se taxes;

(O a reasonable allowance, as determ ned
under regulations adopted by the departnent, for
overhead expenses directly related to exploring for,
devel opi ng, and producing oil or gas deposits |ocated
within |eases or properties or other land in the
st at e;

(2) an activity nmust be physically |ocated
on the premses of the |lease or property from which
oil or gas is recovered [IN THE STATE] in order for
the cost of the activity to be a cost upstream of the
poi nt of production of the oil or gas."”

Renunber the follow ng bill sections accordingly.

Page 31, |ine 25:
Delete "32 - 34, and 37"
| nsert "32, 33, 35, 36, and 39"

Page 31, |ine 27:
Del ete " 38"
| nsert "40"

Page 32, |ine 31:
Delete "32 - 34, and 37"
I nsert "32, 33, 35, 36, and 39"

Page 33, line 2:
Del ete " 38"
| nsert "40"

Page 33, |ine 20:
Delete "32 - 34, and 37"
| nsert "32, 33, 35, 36, and 39"

Page 33, followi ng Iine 20:
Insert new bill sections to read:

"* Sec. 46. The uncodified law of the State of
Al aska i s anended by adding a new section to read:

CONTI NGENT EFFECT. Section 34 of this Act takes
effect only if a court of conpetent jurisdiction
enters a final judgnent on the nerits, the final
judgnent is no |onger subject to appeal, and the final
judgment nullifies the effect of AS 43.55.165(b), as
amended by sec. 33 of this Act.
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* Sec. 47. If sec. 34 of this Act takes effect, it
takes effect on the day after the last day on which
the final judgnment described in sec. 46 of this Act is
no | onger subject to appeal."”

Renunber the followi ng bill sections accordingly.

Page 33, |ine 21:
Del ete " 38"
| nsert "40"

Page 33, |ine 22:
Del ete "sec. 44"
| nsert "secs. 47 and 48"

CO- CHAI R JOHNSON obj ected for discussion purposes.
4:37:38 PM

REPRESENTATI VE SEATON recalled testinmony by sone of the
producers that there were deductions taken for things not in
Al aska and for itens that may or may not arrive in Alaska in a
timely fashion. Amendrent 11 specifies that capital deductions
occur when an item arrives in Alaska and allows for a full
credit and deduction when the itemarrives. He related that his
intention with Anendnment 11 is to constrain gamng of the net
tax for capital expenditures. The anendnment also includes a
fall back provision, a contingent effect [in proposed Section
46], and therefore the state doesn't have to worry about a
| awsuit due to the Commerce C ause.

4:40: 03 PM

REPRESENTATI VE FAI RCLOUGH enphasized that she wants jobs for
Al askans. She then expressed concern that although the state is
trying to encourage exploration and devel opnent, this presents
anot her hoop and nmay have the unintended result of discouraging
exploration and investnment in Al aska.

4:41: 26 PM

REPRESENTATI VE ROSES commented that he may want to renobve his
name from Anendnment 11 as it doesn't capture his intent. He
specified that his intent was to give credits for manufactured
equi pnrent that arrives in Al aska. "That doesn't nmean to say
that | didn"t want them to get «credits to start the
construction, but | certainly think the state ought to be able
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to go back and recapture those credits back from the producer
if, in fact, that equipnment does not arrive on our shore," he
sai d.

4:42: 20 PM

CO- CHAIR JOHNSON said he shares Representative Roses' concern
with regard to the intended intent of Anmendnment 11, and
t herefore announced that he will renove his nane from Amendnent
11 as he doesn't intend to support it. He said he didn't want
the state to be in a position in which the credits can't be
captured if it takes three years to build the equipnent. He,
too, said he doesn't want to discourage investnent and
exploration in Al aska.

4:43: 11 PM

REPRESENTATI VE FAI RCLOUGH said that she supports the equipnent
comng to Alaska and understands the concern of gam ng. She
rel ated her understanding that the concern with gamng is that
if a developer, producer, or explorer contracts a rig for
Al aska, but the environnental or taxing climte changes and
causes the devel oper, producer, or explorer to take the drilling
operation from which credits were received to Venezuela and
Al aska's project is put on hold. She then suggested that the
committee could take a brief at-ease in order to develop
| anguage that better gets to the intent of Amendnment 11

CO-CHAI R GATTO announced that he would entertain an at-ease if
that's the will of the sponsor of Anendnent 11

REPRESENTATI VE SEATON said it would be fine to take an at-ease.
However, he highlighted that nodules are being built in
Anchorage, albeit they're nore expensive to build in Anchorage,
Al aska, than in Louisiana. If the desire is to take tax npney
and give credits to those building nodules in Louisiana, then do
as the law currently says. On the other hand, if the desire is
to stinulate jobs in Alaska for such, Anendnent 11 does so.

4:45:56 PM
REPRESENTATI VE ROSES asked if the adm nistration has the ability
to track these credits to determ ne whether the equipnent for

which a credit was given actually arrives in Al aska.

4:46: 31 PM
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PATRI CK GALVI N, Commi ssioner, Departnent of Revenue, said that
if a provision required that equi pnment deducted as a cost has to
arrive in Al aska at sonme point during its use, it would becone
an audit issue such that it would be tracked. He related the
admnistration's belief that it could be tracked and could
ensure conpliance with the |aw

4:47:21 PM

REPRESENTATI VE ROSES recalled the testinmony from the producers
regardi ng the anmount of tinme to get sonething online and set up.
He said he didn't want restrictions to build equi pnent or have
equi pnent in Alaska to result in the loss of the opportunity for
wells to be built.

4:48: 20 PM

CO CHAIR GATTO posed a scenario in which a nmodule is built in
Argentina, shipped to Tacoma, and is intended to go to the North
Sl ope. However, sonething happens on the North Slope that
results in the nodule not arriving in Al aska. In the
aforenmenti oned scenario, the credit noney would be tied up unti
some activity occurs that results in the nodule entering
[ Al aska' s] waters. He suggested that it's in the sanme realm as
a penalty in interest. He opined that the entity that builds
the equiprment should have sonmething at risk as they have an
advantage in regard to deciding whether the equipnment wll
actually arrive in Alaska. Although he acknow edged that things
can change and fol ks certainly have to adapt to changes, he said
he hesitates to tie up credits.

4:50: 33 PM

REPRESENTATI VE ROSES, recalling conversations wth producers,
related that he was lead to believe that the rigs built for
Alaska are vastly different than those for el sewher e.
Therefore, the likelihood of a rig built for Al aska being used
el sewhere is | ow.

CO CHAIR GATTO recalled testinony that Arctic drilling rigs are
being built. However, he commented that there's other equipnent
besi des such specialized equi pnent.

4:51: 36 PM

REPRESENTATI VE GUTTENBERG asked if it's just the activity of
building a nodule or is it the entire cost of building the
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nodul e. He then pointed out that steel, valves, and stens
aren't manufactured in Al aska. "If what we're talking about is
t he expense of physically putting it together, that nmakes a | ot
nore sense. Il ... think if we say the entire activity and al
the costs going into it, then we're going into the contingent
effect of taking it out. If you want to anend it to say that
the expense of actually putting it together and transporting it
fromhere to there. Perhaps, we can tal k about that,"” he said

4:52:52 PM

CO CHAIR GATTO clarified that he has no objection to the credit
when everything happens as pl anned. However, he indicated that
[it's problematic] when the credit has been given, but there's
been no activity in Alaska as a result of the credit.

4:53:17 PM

REPRESENTATI VE EDGVON suggested that the conmttee's time m ght
be better served by placing Anendnent 11 at the bottom of the
pile unless there's a quick fix.

4:53:43 PM
REPRESENTATI VE SEATON wi t hdrew his notion to adopt Anendnent 11
4:54: 04 PM

REPRESENTATI VE FAI RCLOUGH noved Anendment 12, | abel ed 25-
GHO014\ L. 22, Cook\Bull ock, 11/2/07, which read:

Page 13, line 22, followng "."

Insert "All noney received by the state as a
result of the application of this subsection shall be
deposited by the departnent into a separate account in
the general fund known as the progressivity savings
account."

REPRESENTATI VE KAWASAKI obj ect ed.

REPRESENTATI VE FAI RCLOUGH recal | ed that when ACES was introduced
to Al askans, the governor discussed that nowis the tinme to save
noney. However, there has been testinony specifying that
there's no | anguage specific to saving that noney. Anmendnent 12
intends to place a line in the general fund to take all the
noney generated from the progressivity taxation with the intent
of it being available for use in years when revenue falls short.
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4:55:10 PM

REPRESENTATI VE WLSON requested that her nane be added to
Amendnent 12.

4:55:19 PM

COCHAIR JOHNSON remnded the commttee that a previous
anendnent raised the taxes on oil conpanies through the
progressivity [that anounts] to about $1.5 billion. He opined
that if the taxes are being raised that nuch, the state should
save it.

4:55:48 PM

REPRESENTATI VE EDGVON said that although he supports the intent
of Amendnment 12, he opposes the amendnent overall because it
proposes fairly sweeping action, which should be considered in
t he House Finance Comm ttee.

REPRESENTATI VE FAI RCLOUGH pointed out that this noney would
still come back before the legislature in a budget. Amendmrent
12 nmerely sweeps a lot of noney, if oil taxes remain high, into
an account. Should anyone in the legislature want to touch that
account, there's an opportunity for Al askans to speak out about

it. These funds could be used to bridge funding for education
and power cost equalization. "The governor said let's save the
noney. And | don't think that | can get it into the permnent
fund ... the CBR [capital budget reserve fund], but | do think
that Al askans deserve to be able to see it in the budgeting
process and see if people are going to try to access it," she
sai d.

4:58: 11 PM

CO CHAIR JOHNSON said that although he appreciates the intent,
the legislature will have access to the account with a sinple
vote. Wth that in mnd, Co-Chair Johnson offered an anendnent
to Amendnent 12 such that raising the taxes should be done in
conjunction wth a Jlong-range fiscal plan. Al t hough he
appl auded Representative Fairclough for proposing to save the
fund, he opined that there are no political consequences to
funds placed in an account. He further opined that if the
| egislature is truly serious about saving this noney, it should
be placed in the permanent fund as it requires a 50 percent vote
to wthdraw those funds. Furthernore, there are serious
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political consequences to wi thdrawing funds from the permanent
fund.

5:00: 07 PM

CO- CHAIR JOHNSON noved that the conmttee adopt a conceptual
anendnent to Anendnent 12 such that the account in the genera
fund to which these funds should be deposited be specified as
t he permanent fund.

CO CHAI R GATTO objected to the conceptual anmendnent to Amendnent

12. He highlighted that a substantial amount of noney is
already owed to the CBR as previous withdrawal s are expected to
be repl aced. He related his belief that no less than half of
[the funds received as a result of the application], if not all
of them should be placed in the CBR since that's an obligation.
"This is a great idea, but | think we need to satisfy our debts

before we establish a brand new account,"” he opi ned.
5:01:17 PM

CO CHAIR JOHNSON remarked that he doesn't disagree with the
saving part. However, he pointed out that withdrawals from the
CBR requires a three-quarter vote. He indicated that oftentines
the capital budget grows as the legislature attenpts to conplete
its work on tine. Co- Chair Johnson said that he objected to
placing the funds in the CBR as it's a license to spend.

CO- CHAIR GATTO pointed out that as proposed in Amendnment 12,
only a sinple majority is required to spend the funds while it
takes a 75 percent mpjority to spend funds fromthe CBR

5:02: 27 PM

REPRESENTATI VE FAI RCLOUGH stated that she supports these funds
going into the permanent fund or the CBR, although she said she
wasn't sure she could rnuster support. Therefore, she requested
heeding the initial request to take the governor seriously in
regard to finding a way to bridge the fiscal gap in |lean years.
She clarified that she didn't ask the attorneys to set up |ega
hurdles with regard to the legislature's access to the funds
because she felt that the greater conversation would occur in
t he House Finance Committee. However, she opined that it would
be inportant for this comrittee to take seriously its duty to
save the noney as this conmttee knows that production is down.

5:04:15 PM
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CO CHAI R JOHNSON suggested that in the long-termit will be |less
expensive to take the three-quarter vote out of the CBR than the
50 percent out of the pernmanent fund dividend. He enphasi zed
that if he ever casts a vote [to withdraw funds] from the
permanent fund dividend, it wll require justification.

5:04:55 PM

REPRESENTATI VE ROSES renarked that he agrees with the concept of
savings, which is why his nane is on Anendnent 12. However,
wi t hdrawing funds from the permanent fund requires a |lot of
political wll. Trying to withdraw funds from the CBR is also
difficult. Wth regard to earlier comments that Anendnent 12
should have a fiscal plan connected to it, Representative Roses
assured the commttee that both sponsors of Amendnent 12 would
be "on board wth that." He highlighted that four nenbers of
t he House Resources Standing Committee sit on the House Speci al
Conmittee on Ways and Means in which there have been di scussions

[regarding a long-term fiscal plan]. However, that would be
consi dered outside of this call, he rel ated.
5:06: 20 PM

COCHAIR GATTO opined that it's difficult to deposit a
significant anount of noney into the permanent fund and have it
show up as a significant addition. He, again, rem nded the
commttee that the legislature owes noney to the CBR Al though
a three-quarter vote from each body is an enornous hurdle, he
opined that it wll occur when the state is in trouble. He
related his hope that this anmendnent survives.

5:07: 38 PM

COCHAIR JOHNSON clarified that concept ual anmendnent to
Amendnent 12 would read: "That the noney saved shall be
deposited into the permanent fund."

5:08: 47 PM

REPRESENTATI VE SEATON objected to conceptual anmendnent to
Amendnent 12.

5:08: 54 PM

REPRESENTATI VE EDGMON conmmented that conceptual anendnent to
Amendnent 12 further illustrates the conplexity of the issue and
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why this needs to be a stand-alone item deserving further and
broader discussion in the House Finance Comm ttee. He rel ated
his opposition to both the conceptual anendment to Anendnent 12
as well as Anendnent 12.

5:09:41 PM

REPRESENTATIVE WLSON stated her opposition to conceptua
anendnent to Anmendnent 12. She recalled seven years ago when
the state was facing fiscal difficulties that resulted in
cutting budgets and borrowing fromthe CBR  She said that nore
was borrowed from the CBR than necessary, which she attributed
to the three-quarter vote. She highlighted that with a sinple
majority vote funds could ve been withdrawn from the earnings
reserve fund, but that never occurred.

5:10: 44 PM

CO CHAIR JOHNSON related his belief that if there's the desire
to spend the noney, it requires extrene fortitude. He
reiterated that when the state raises taxes on oil conpanies,
the resulting noney needs to be part of sone difficult to get or
| ong-range pl anning fund. He said that Representative W]I son
made his case because she pointed out that it was nuch easier to
tackle the three-quarter vote and buy sonme votes rather than to
face the political consequences of a [sinple majority vote].
Co- Chair Johnson then called the question.

5:12: 04 PM

A roll call vote was taken. Representative Johnson voted in
favor of conceptual anendnent to Amendnent 12. Represent ati ves
W1 son, Seaton, Roses, Cuttenberg, Edgnon, Kawasaki, Fairclough

and Gatto voted against it. Therefore, conceptual anendnment to
Amendnent 12 failed to be adopted by a vote of 1-8.

5:12: 36 PM

REPRESENTATI VE FAIRCLOUGH comented that by including the
| anguage proposed in Anendnment 12, it will be addressed by the
House Finance Comrittee as it's the next commttee of referral.
5:14: 02 PM

REPRESENTATI VE SEATON announced that he isn't going to support

Amendnent 12 because he has seen what happens with special
accounts. He noted his agreenment with Representative WIlson's
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coment s. He then conmented that the state has a general fund

and the state has been saving. Therefore, he questioned how
people conme to the opinion that the state hasn't been saving
noney. In fact, $1 billion has been placed in the education

fund and $200 mllion in the Al aska Housing Finance Corporation
(AHFC). Al though the noney has been put forward, it hasn't been
tied up in ways that nake it inaccessible.

5:16: 28 PM

REPRESENTATI VE GUTTENBERG not ed hi s agr eenent W th
Representative Seaton because even if the funds are deposited

into the proposed account, it would still be general funds.
However, he said he also agrees with the anmendnent's sponsor
that it's the obligation of this <conmmittee to nake all

recommendations to other commttees regardless of the line item
He then announced that at this point he doesn't support
Amendrent  12.

5:17: 04 PM
CO CHAI R JOHNSON hi ghlighted the |arge amounts owed to the CBR,

the Public Enployees' Retirenent System (PERS), and Teachers'
Retirenment System (TRS) liability. He opined that with the $1

billion at today's prices, much of the aforenentioned could be
paid off. Therefore, he noted his disagreement with the notion
that the state has been frugal. Al t hough he agreed that the

state should save noney, he opined that Anendnment 12 nerely
creates an account that the public won't know about five years
from now.

5:18: 56 PM

CO CHAIR GATTO related his belief that this proposal should be
vetted through the normal conmttee process rather than being
attached to this |egislation.

5:19: 24 PM

REPRESENTATI VE FAI RCLOUGH echoed earlier coment s t hat
regardless this noney will fall into the general fund. To not
support the proposed savings account noves the noney into the
same place proposed [in Anendnent 12] with the sane
restrictions. "There is no reason that you should vote not to
support saving the progressivity," she enphasi zed. In fact, the
conmmittee just voted to raise $1.5 billion with no feed back
from the producers or nodeling. She expressed amazenent that
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the conmittee wouldn't save this noney  for Al askans.
Representative Fairclough noted her agreenent that the House
Finance Commttee should ring fence this fund, but this
committee should make a recommendation regarding a nonrenewabl e
resource to save it and allow Al askans to benefit from it over
and over.

5:20:56 PM

REPRESENTATI VE ROSES infornmed the commttee that he agreed to
sponsor Anmendnent 12 because the governor has asked the
| egislature to save the noney, and establishing a savings
account for the progressivity makes it easier to know how mnuch
nmoney the progressivity nodel generated.

5:21:55 PM

REPRESENTATI VE W LSON said that she added her name to Anmendnent
12 because |egislators have a responsibility to the citizens of
Alaska to know the outlook for the next 10 years. She
guesti oned what happens if oil prices decline.

5:22:45 PM

A roll call vote was taken. Representati ves Roses, Fairclough

W son, and Johnson voted in favor of Anendnent 12.
Representati ves Seaton, Quttenberg, Edgnon, Kawasaki, and Gatto
voted against it. Therefore, Amendnent 12 failed to be adopted
by a vote of 4-5.

5:24:09 PM
REPRESENTATI VE FAIRCLOUGH noved that the commttee adopt
Amendnent 13, | abel ed 25- GH0014\ L. 27, Chenowet h\ Bul | ock
11/ 2/ 07, which read [with handwitten changes]:
Page 22, line 3:

Del ete "six"

| nsert "three"
CO- CHAI R JOHNSON obj ected for discussion purposes.
5:24:21 PM
REPRESENTATI VE FAI RCLOUGH opined that it's bothersonme to hear

that an expansion of tine to perform the auditing is necessary
because good business practice [supports] getting business done
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sooner rather than |ater. If the audit division believes it
needs six years, then perhaps nore auditors are needed to
actually acconplish the task. She pointed out that taxpayers
are already liable wunder penalties and procedures for an
enor nous anount of noney that they carry forward on their books.
Representative Fairclough recognized that there's a new auditing
system and the need for tine, and recalled that approximtely 85

percent of the large-end audits require additional tine. She
then pointed out that the PPT systemreally hasn't been audited
and expressed hope that the ACES proposal wll provide clearer

transparency with the cost factors, which should help in the
preparation of the audits as well as noving them along in a

timely fashion. |If the aforenentioned doesn't occur, additional
auditors can be hired through the budgeting process. Wth that
in mnd, Representative Fairclough encouraged support  of

returning the tinmefranme back to three years.
5:28:28 PM

COM SSI ONER GALVIN characterized the proposal to extend the
auditing tinmeframe to six years as an acknow edgenent of

reality. He confirmed that with the |argest taxpayers, nost
require nore than three years. Furthernore, the state is
entering a nore conplex system Al though nore auditors are
bei ng added, he guaranteed that the burden wll nuch greater
than can be met in three years. Wthout extending the statute
of limtations, he opined that it guarantees the auditors wll

be up against the deadline on each audit and face either nmaking
a claim and formalizing the process or requesting additional
time. He assured the conmttee that the statute of limtations
isn't used as a deadline because the auditors are working on
things daily to get them done as quickly as possible. The
request to go to six years is sinply a reflection of reality and
an attenpt to protect the state's interests.

5:30:19 PM

REPRESENTATI VE ROSES explained that initially he was very
supportive of six years, but retracted from that once he heard
that there is the ability to extend. He then recalled testinony
relating that as a matter of policy one of the taxpayers won't
grant extensions, no matter the |ocation. Therefore, he asked
if the administration is witing policy to address the one
entity that doesn't wish to do extensions.

COMWM SSI ONER GALVIN answered that the adm nistration believes
it's appropriate to set the statute of limtations within the
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timeframe that it's believed the work can be done. Therefore
he specified that the adm nistration isn't seeking six years to
address the one entity that doesn't wish to do extensions.

M5. DAVIS explained that the auditors have to nmake requests of
| arge international corporations regarding transportation costs
and things that nmay or nmay not have occurred in the state. A
trenmendous anount of information is required from the taxpayer
and the state has to either be hard-nosed with deadlines or
allow the conpany to conply by providing it additional tineg,
which would require the conpany to grant an extension to the
statute of limtations. The thought was that by extending the
statute of limtations to six years, it was a matter of
mai nt ai ni ng decent working rel ations, she said.

5:35: 09 PM

REPRESENTATI VE  FAI RCLOUGH recalled heari ng earlier this
afternoon that issues with those complying with the extension
are typically resolved within six nonths. She inquired as to
the typical tinmeframe to conplete a tax return when the auditors
are up against the three years.

COW SSI ONER GALVIN answered that M. I|versen, Tax Division,
DOR, testified that the extensions are typically six nonths.

REPRESENTATI VE FAIRCLOUGH opined that there's a reasonable
expectation to not have liabilities that lag into the future for
incredible lengths of tinme. Ther ef or e, she requested
consideration of a shorter tinme period in relation to what
taxpayers have to do, especially since three years gets results
from nost of the taxpayers.

5:37:48 PM

CO CHAIR GATTO highlighted that six years is permssive, and
therefore the audit could be conpleted in less than six years.
He expressed concern that up against the deadline, an additional
action wll have to be taken to request an extension and gather
the data to determ ne how nmuch can be done within the deadline
He said that he wants the auditors to have six years in order to
avoi d facing the aforenentioned.

5:38:43 PM

COM SSI ONER GALVI N explained that the representation provided
with regard to how it works wthin the three years is a
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representation of the prioritization that already occurs. That
prioritization results in nost issues being cleared out wth
only a few conplicated audits pushing up against the limt. The
conmmitment to the legislature and the taxpayer, he related, is
to conplete the audits in as diligent a timefrane as possible
regardless of the statute of limtations. The question is in
regard to how often the auditors will be placed in the position
of seeking an extension or an alternative track if the extension
isn't granted. He inforned the commttee that the auditors have
advised the admnistration that six years is the appropriate
timeframe to manage the task before them with this new tax and
conplete the bulk of the audits.

CO CHAI R GATTO expressed hope that with a new cadre of auditors,
the division finds itself ahead of schedule. He said that he is
perfectly willing to support the proposed six years.

5:40: 27 PM

REPRESENTATI VE KAWASAKI inquired as to the nunber of accountants
and auditors utilized under the economic |limt factor (ELF) as
opposed to how many there are now.

COWMM SSI ONER GALVI N specified that when the PPT was passed there
were 10 auditors. Seven additional positions have been
aut hori zed, although they haven't all been filled. At this
point, the total nunber of auditors remains at 17. He comrented
that doubling the nunber of auditors doesn't necessarily nean
that the tinmeline can be cut in half as the tinmeline is based on
factors beyond the auditors doing the work. "W believe we can
manage the work wthin the nunber that we've requested and
within the paraneters that we requested in the bill," he opined.

REPRESENTATI VE KAWASAKI nai ntai ned his objection.
5:42:28 PM

REPRESENTATI VE W LSON recal led testinony that the state requires
tax returns from the oil conpanies to be provided by March

However, the oil conpanies' year isn't conplete and they don't
have to do their tax returns for the conpany until OCctober after
which the true-ups for the partners are conpleted. The true-ups
can take up to six nonths. Therefore, she surm sed that before
the auditors can even start looking at the true data, it's
al nost two years into the situation
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COM SSI ONER GALVIN clarified that the oil conpanies provide the
state with their initial statement by April 1st. Cenerally, the
oil conpanies run their primary accounting, internal auditing,

and joint interest billing between partners on a schedule that's
associated with the federal tax return deadline, which is in the
fall. Anot her |level of accounting, analysis, and auditing
occurs in preparation for the federal tax return. At that

point, the state can obtain a nore detailed picture, although
sone outstanding issues between the partners nmay renmain.
Dependi ng upon the outstanding issues, there may be the need to

wait until the state goes further. He noted that an audit
strategy for a particular year with a particular taxpayer can be
devel oped. The two years is what the state expects to be the
tineline for its process from that point forward. The

af orenentioned, he clarified, isn't a result of their processes
t aki ng | onger.

REPRESENTATI VE W LSON said that she wanted to get on the record
that the tineframes don't gel and thus can easily be extended
beyond two years, outside of the departnment's control. She then
asked if the thoroughness of the audits will be inpacted if the
extension to six years isn't achieved.

COWM SSI ONER GALVIN responded that wthout the requested six
years, the departnment will be nore often forced into a situation
in which it would make claim or request an extension. If the
departnment is forced to make claim it would be based on an
inconplete audit, and therefore the claim would be made on the
maxi mum expected for the potential liability. Basically, it's a
| ess ideal conflict resolution process or way of arriving at a
conclusion to the audit. The departnent is trying to avoid
placing the state in the aforenenti oned position.

REPRESENTATI VE W LSON opined that it's very inportant to get as
much as possible while checking credits, the auditors should be
given the flexibility necessary to perform correct audits.
Therefore, she opined that she would Ilikely not support
Amendnent 13.

5:46: 53 PM
REPRESENTATI VE ROSES related his understanding that once the
joint interest billings are filed, the conpanies provide the

departnment with an amended return.

COM SSIONER  GALVIN explained that the oil conpanies wll
conplete their federal tax return. If that federal tax return
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requires themto nmake an anmendnent to the departnent, they would
do so.

M5. DAVIS said that an answer to such a question would require

an audit of every year by taxpayer. From an operator and
working interest operator standpoint, the battles wthin the
unit are ruthless and | engthy. The aforenenti oned process can
take a long period of tine. In fact, although the process is
| odged within three years, the process can take up to six years.
In fact, she said she's seen it take 10 years. Even once it's
resolved, the departnent would still need to audit to confirm
that the lower costs turned into an amended return to the
depart nment. However, the problem is that the aforenentioned

wi | | happen outside of three years.
5:48: 54 PM

REPRESENTATI VE ROSES related his wunderstanding that once an
amended return is submtted, the statute of [imtations begins.

MS. DAVI S noted her agreenent.

REPRESENTATI VE ROSES asked then if it's conceivable that if the
statute of limtations was extended to six years, an anended
audit could potentially result [in the audit process taking] 12
years.

M5. DAVIS confirmed that there would be an additional period on
t hat issue.

COMM SSI ONER GALVI N highlighted that the additional tinme period
woul d be only on the issues of the amended return.

REPRESENTATI VE ROSES comented that he tends to want to give the
departnment the tools it needs to perform the best job it can.
However, he said that he wanted to ensure that the other parties
involved aren't allowed to use the tinme to play the system

5:50:14 PM

REPRESENTATI VE FAI RCLOUGH posed a scenario in which the statute
of limtations is six years and a taxpayer has underreported its
tax return. She asked whether liability would be cal cul ated on
the entire six years.

COW SSI ONER GALVI N answered that the tax issues are isolated to
the tax year in question.
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REPRESENTATI VE FAI RCLOUGH related her wunderstanding that the
interest and the penalty is calculated on the six years if the
true-up doesn't occur until six years.

COMM SSI ONER GALVI N noted hi s agreenent.

REPRESENTATI VE FAI RCLOUGH poi nted out that business is placed at
risk for six years. Furthernore, earlier statenments that
wi thout an extension to the six years the state would forego
future joint agreenent liabilities are untrue because when a new
federal return is filed, it provides a new opening for the state
to collect the difference.

COM SSI ONER GALVIN clarified that would be the case only if the
oil conpany filed a new state tax return. The filing of a new
f eder al return doesn't change the state's statute of
limtations. The oil conmpany would only have to true-up wth
the state after filing an anended federal return if it chose to
do so and report it to the state.

REPRESENTATI VE FAI RCLOUGH inquired then as to how the six years
hel ps the departnent.

COWM SSI ONER  GALVIN responded that it gives the departnent
| onger to find changes in a federal tax return.

REPRESENTATI VE FAI RCLOUGH surmsed then that the departnent
doesn't have a system by which it checks to deternine if the oi
conpani es have anended their federal tax returns.

M5. DAVIS pointed out that the state doesn't receive the federal
tax returns as a matter of course.

5:52: 06 PM

REPRESENTATI VE FAIRCLOUGH opined that while extending the
statute of limtations to six years provides the admnistration
flexibility, the business interest is on the hook. Furthernore,
she recalled testinmony that these audits are resolved within six
nont hs after the conpletion deadline.

COM SSIONER GALVIN clarified that those J[audits] that have

reached the statute of Ilimtations generally result in an
extension of six nonths, sonetinmes a year or |onger
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REPRESENTATI VE FAI RCLOUGH renminded the conmittee that it was
told that those [audits requiring an extension beyond the
current statute of limtations] amounts to 85 percent of |arge
t axpayers. "Again, we're penalizing an entire system of people
that are contributing to our econony by keeping a liability out
there when we only have very few people, by your coments ...,
that actually cross the three-and-a-half vyear period," she
opi ned.

5:53:46 PM

COM SSIONER GALVIN said he took exception to Representative
Fairclough's indication that an extension of the statute of

l[imtations penalizes the conpanies. As Ms. Davis nentioned
earlier, much of the time has to do with the exchange between
the parties. It's a bit of a mscharacterization to say that
changing the statute of I|imtations from three years to six
years is penalizing the taxpayers, rather it's a matter of
recognizing that the three-year statute of Ilimtations wll
force both the departnent and the conpany against that deadline
nore often than thus far. The desire, he opined, is to have a

deadl i ne commensurate with the workl oad.
5:54: 57 PM

REPRESENTATI VE FAI RCLOUGH noved that the committee adopt an
anmendnent to Amendnent 13 such that it would read as foll ows:

Page 22, line 3:
Del ete "six"
| nsert "four"

REPRESENTATI VE KAWASAKI obj ect ed.
5:55: 35 PM

CO CHAIR JOHNSON inquired as to how joint interest billings work
as he said he understands that they are no longer a starting
poi nt for auditing.

COWM SSI ONER GALVIN clarified that joint interest billings wll
be used as a starting point for auditing, which is why its
specified in ACES. Existing | aw nmade the use of joint interest
billings mandatory in certain cases and perm ssive in others.
The admnistration, he related, wanted a general statenent
specifying that the departnment could use the industry standards
as well as the joint interest billings as a way of
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characterizing whether costs are "in or not." He said that [the
general statement] provides the departnment with the discretion
to use the joint interest billings.

5:56: 54 PM

CO- CHAIR JOHNSON inquired as to why not nmandate that the audits
start with the joint interest billings as that may shorten the
period of tine.

COWM SSI ONER GALVI N explained that the joint interest billings
represent an agreenment between the entities with regard to the
costs agreed upon anpongst conpanies that are appropriate to be
billed to a particular wunit. Those costs don't necessarily
mat ch what the state classifies as an allowabl e expense. The
departnment doesn't want to be bound by what the conpani es agreed
upon but rather believes it's appropriate for the state to
identify what to deduct from its tax code. Therefore, the
| anguage should be perm ssive to use the joint interest billing
in instances when it's useful, but not nmandate it as it nmay not
represent what would be useful [under the state's definitions].

5:58: 03 PM

REPRESENTATI VE KAWASAKI rel ated that he maintained his objection
to the anendnent to Anmendment 13.

A roll call vote was taken. Representatives Fairclough and
Johnson voted in favor of the anendnent to Anendnent 13.
Representati ves Roses, CQuttenberg, Edgnon, Kawasaki, W] son,

Seaton, and Gatto voted against it. Therefore, the anmendnent to
Amendnent 13 failed to be adopted by a vote of 2-7.

5:58:48 PM

A roll call vote was taken. Represent ati ves Faircl ough, Roses,
and Johnson voted in favor of Anmendnment 13. Represent ati ves
Guttenberg, Edgnon, Kawasaki, WIson, Seaton, and Gatto voted
against it. Therefore, Amendnent 13 failed to be adopted by a
vote of 3-6.

The commttee took an at-ease from5:59 p.m to 6:41 p. m

6:42: 22 PM

REPRESENTATI VE SEATON noved that the commttee adopt Anmendnent
26, | abel ed 25-GH0014\ L. 62, Wayne/Bul | ock, 11/3/07, which read:
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Page 1, lines 4 - b&:
Del ete "and south of 68 degrees North latitude"

Page 13, |ine 25:
Delete "and no part of which is north of 68
degrees North | atitude"

Page 13, line 31, through page 14, line 2:

Del ete "produced from a |lease or property for
which the start of regular deliveries of marketable
gas is after Decenber 31, 2007"

| nsert

"(1) produced from a | ease or property for
which the start of regular deliveries of marketable
gas is after Decenber 31, 2007; and

(2) not supplied for

(A consunption as petrochenical feedstock
for a manufacturing process;

(B) processing into liquefied natural gas
for export fromthe state; or

(C© conversion to a liquid"

REPRESENTATI VE KAWASAKI obj ect ed.
6:42: 33 PM

REPRESENTATI VE SEATON expl ai ned that the purpose of Anmendnent 26
is to equalize opportunities for comrercialization of natural
gas across Al aska for consuner use. He further explained that
Amendnent 26 deletes the |[|anguage specifying that the gas
receiving the Cook Inlet gas credit has to be south of 68
degrees North Latitude and replaces it with |anguage specifying
that the gas receiving the preferential tax treatnent can't be
used for industrial purposes as defined in subparagraphs (A)-(CO
of Amendnment 26. The purpose is to allow a tax break, the | ower
tax, to go to gas supplied to Al aska residents and to comrercia
entities and for power generation throughout the state, no
matter the source.

6:44: 36 PM
REPRESENTATI VE KAWASAKI wi t hdrew hi s objection.

6:44:45 PM
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REPRESENTATI VE SEATON stated that Amendment 26 doesn't set the
gas rate for industrial use fromthe North Sl ope or el sewhere in
the state. Amendnment 26 specifically excludes LNG industrial
use out of state, or conversion of a liquid such as GIL. He
reiterated that this [tax break] is only neant for residential
and comercial power generation in the state and doesn't set a
tax rate for a gasline for LNG exports.

6:45:44 PM

REPRESENTATI VE W LSON objected for discussion purposes. She
inquired as to how Anendnent 26 would inpact Fairbanks natural
gas.

REPRESENTATI VE SEATON poi nted out that Anendnent 26 specifies in
subparagraph (B) that it doesn't include processing into
liquefied natural gas for export from the state. Therefore, if
there was LNG or propane that was servicing within the state, it
woul d receive the preferential tax. However, if it's exported
or used in a mnufacturing process, it wouldn't receive the
preferential tax.

REPRESENTATI VE W LSON wi t hdrew her obj ecti on.
6: 46: 50 PM
CO- CHAI R JOHNSON obj ected for discussion purposes.

REPRESENTATI VE GUTTENBERG expressed the need to hear from the
adm ni stration regardi ng Arendnent 26.

6:47:15 PM

COW SSIONER GALVIN opined that Anmendnent 26 may have sone
uni nt ended consequences. He explained, "If you read it as is,
if there is a pipeline from the North Slope that goes across
land into Canada and the gas is used for whatever purposes
there, for residential purposes, we would be giving them the
Cook Inlet favorable tax treatnent.” It isn't exclusive to in-
state use, but is sinply exclusive to industrial purposes. He
informed the conmittee that the admi nistration has drafted an
amendnent that basically acconplishes the sanme thing by stating
that if there's gas produced within the state, outside of Cook
Inlet, that will be used in the state, it wll receive the Cook
Inlet tax treatnent. The admnistration's anendnent doesn't
di stingui sh between whether the gas is used for feed stock or
otherwise, as the adm nistration doesn't view that as an issue.
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He relayed that the adm nistration believes it's appropriate for
gas produced in Cook Inlet that will be used in the state to say
that it's going to receive the Cook Inlet tax treatnent.

6:49: 08 PM

REPRESENTATI VE SEATON related his view that the aforenentioned
is problematic if there's a GIL plant on the North Slope that
coverts the gas to oil and it's used in the state. Wt hout an
exclusion, the Cook Inlet preferential tax treatnment would be
given for a commercial process. He indicated that he would be
willing to withdraw Anendnent 26 and entertain conbining it
[wWwth the admi nistration's anmendnent].

6:49:55 PM

CO CHAIR JOHNSON recalled that there is a mne |ocated north of
68 degrees North latitude with gas deposits that it could use to
generate electricity. He asked if the adoption of Amendnent 26
woul d create restrictions on [a project] on state |ands. He
al so asked if the plant in Kenai won't be able to take the tax
credit because it's exporting LNG

COWM SSI ONER GALVIN pointed out that it's in a separate section,
and therefore would only apply to gas produced outside of Cook
Inlet that's liquefied and shipped. The primary concern wth
Amendnent 26 is that it's overly broad. He opined that there's
the possibility of what the admnistration desires in addition
to a definition that I|imts the in-state wuse to exclude
conversion into liquid, which would be a sinple solution that
al so satisfies Co-Chair Johnson's concern. Comm ssioner Galvin
said that for basically in-state uses of the gas there is an
advantage in ensuring that they aren't disparately treated in
conparison to Cook Inlet. Therefore, he recommended review ng
the nore conprehensive anendnent and adding a clarification to
avoi d the situation nmentioned by Representative Seaton.

6:52: 52 PM

CO-CHAIR JOHNSON asked if the commttee has the admnistration's
anmendnent .

COWM SSI ONER GALVIN informed the committee that the anendnent is
currently being converted into the proper form by Legislative
Legal and Research Services. The anendnent should be included
in the next batch of anmendnents.
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6: 53: 59 PM

REPRESENTATI VE GUTTENBERG rem nded the committee that conpanies
obtained their lease wth certain assunptions. However,
Amendnent 26 would create a restriction. He asked whether
that's an issue.

COW SSIONER  GALVIN clarified that [the anmendnent] isn't
restricting the conpany's use, rather it's defining the tax
treatment that will be applied for a particular use. Therefore,
if the gas will be used for in-state consunption, there will be
a specific tax treatnment whereas gas that's exported out of the
state would receive a different tax treatnent.

6:54:59 PM

REPRESENTATI VE GUTTENBERG turned to the restrictions of the
trade.

COM SSI ONER GALVIN inforned the commttee that the |anguage in
the adm nistration's anmendnent is structured differently.

6: 55: 58 PM
REPRESENTATI VE SEATON wi t hdrew Amendnent 26.
6: 56: 20 PM

REPRESENTATI VE ROSES suggested that the reference to page 1,
lines 4-5 of Anendnent 26 should refer to page 1, lines 3-4.

[ Following was discussion regarding commttee procedure wth
regard to the anmendments. ]

7:03: 01 PM

REPRESENTATI VE SEATON noved that the committee adopt Anmendnent
11, |abeled 25-GH0014\L.12, Bullard/Bullock, 11/1/07, [text
provi ded previously].

REPRESENTATI VE FAI RCLOUGH obj ect ed.

7:03: 44 PM

REPRESENTATI VE SEATON rem nded the committee that Anmendnent 11

was held earlier in order to determne if there was |anguage to
acconplish the reporting of ~capital credits and capital
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expenditures by the industry when [the itenifequipnent] reaches
the state. Language to that end wasn't found, he said.
Therefore, Amendnent 11 is before the commttee as it was when
it was first before the conmttee. He rem nded the committee
that Amendnent 11 specifies that capital expenditures and
capital credits will be declared as |ease expenditures by the
oi | conpani es when [the itenifequipnent] reaches the state. One
of the benefits of the aforenentioned is that it provides one of
the few incentives for stinmulating jobs in Al aska. He then drew
attention to the contingent effect on page 3 of the anendnent.
That provision would cone into play if the final judgnent of a
challenge that Alaska had an advantage over another state
nullified the effects, then Section 47 would take effect and
thus the capex would be culled and credited when the itens reach
t he | easehol d. He opined that the aforenentioned addresses the
earlier question regarding the Coonmerce C ause.

7:06: 02 PM

REPRESENTATI VE  FAI RCLOUGH announced her intent to oppose
Amendnent  11. She restated her belief that Anmendnent 11 will
deter investnent in Al aska. Although the anendnent may increase
jobs in Alaska, the smaller explorers won't be able to take
credits until the itens are in state. She pointed out that the
| anguage on line 16 of Amendnent 11 doesn't read well.

REPRESENTATI VE SEATON noted that it's the |anguage of the
drafting attorney, but said that it could be checked if the
anmendnent is adopt ed.

7:07: 31 PM

REPRESENTATI VE ROSES announced that he wanted to renobve his nane
from Anrendnent 11.

CO CHAI R GATTO announced that Representatives Johnson and WI son
al so wanted to renove their nanmes from Anendnment 11.

7:08: 00 PM

A roll call vote was taken. Represent ati ves Edgnon, Kawasaki
Seaton, Cuttenberg, and Gatto voted in favor of Anendnent 11.
Representatives Fairclough, Roses, Johnson, and WIson voted
against it. Therefore, Amendnent 11 was adopted by a vote of 5-
4.

7: 09: 46 PM
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REPRESENTATI VE SEATON wi t hdr ew Anendnent 9.
7:10:12 PM

CO- CHAIR JOHNSON noved that the conmttee adopt Anendnent 14,
| abel ed 25- GHO014\ L. 35, Cook/Bull ock, 11/3/07, which read:

Page 2, line 29, follow ng "inposed":

Delete "tax infornation, records, and files
received from the Departnent of Revenue under
AS 43.05.230 shall be kept confidential in accordance
with that section;"”

Page 10, line 7, follow ng "provided in":
Insert "(j) of this section and"

Page 10, followi ng line 10:

Insert a new bill section to read:

"* Sec. 12. AS 43.05.230(f) is anended to read:

(f) A wlful or reckless violation of the
provisions of this section or of a condition inposed
under AS 43.55.040(1)(B) is punishable by a fine of
not nore than $25,000, or by inprisonnent for not nore
than five years, or both. A wviolation of the
provisions of this section or of a condition inposed
under AS 43.55.040(1)(B) because of gross negligence
i s punishable by a fine of not nore than $5,000, or by
i mpri sonnment for not nore than two years, or by both."

Renunber the followi ng bill sections accordingly.

Page 10, line 12:

Del ete "The"

Insert "Except as provided in (j) of this
section, the [THE]"

Page 10, line 18, follow ng "subsection.":

Insert "All materials and information furnished
to the Departnent of Natural Resources nust be clearly
stanped, narked, or otherwise designated, on each
page, as being tax materials or infornmation that is
required to be kept confidential under this section.”

Page 10, followi ng line 18:
Insert a new bill section to read:
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"* Sec. 14. AS 43.05.230 is anended by adding new
subsections to read:
(Jj) Notw thstandi ng any provision of AS 38.05 or
AS 41.09, the conmssioner may not furnish to the
Departnment of Natural Resources any information or
materials obtained by the departnment under AS 43.55
t hat di scl ose a person's

(1) budget or plans, or lack of a budget or
plan, for bidding in any oil and gas |ease sale to be
held, or planned or scheduled to be held, by the
Department of Natural Resources under AS 38. 05;

(2) budget or plans, or lack of a budget or
plan, for bidding to purchase, making an offer to
purchase, or soliciting a proposal from the Departnent
of Natural Resources to sell wunder AS 38.05.183 and
AS 38.06, state royalty oil or gas, or both, taken in
ki nd under AS 38. 05. 182;

(3) operating and capital budgets for the
current and following calendar years for a |ease or
property producing oil or gas, or both, including any
assunptions in those budgets regarding narket prices
or conditions for oil and gas, unless the Departnent
of Natural Resources certifies in witing to the
departnment that it has no plan to offer for sale or
bid wunder AS 38.05.183 and AS 38.06, during the
current and following two calendar years, state
royalty oil or gas taken in kind under AS 39.05.182
other than to renew or extend an existing contract to
sell state royalty oil or gas taken in kind; or

(4) pl anned operating and capital budgets
for either or both of the second and third cal endar
years after the current year for a |ease or property

producing oil or gas, or bot h, including any
assunptions in those planned budgets regarding market
prices or conditions for oil and gas, unless the

Departnment of Natural Resources certifies in witing
to the departnent that it has no plan to offer for
sale or bid under AS 38.05.183 and AS 38.06, during
the current and followng two calendar years, state
royalty oil or gas taken in kind.

(k) If the departnent becones aware that any
material or information that is confidential under
this section has been unlawfully disclosed or is about
to be wunlawfully disclosed in violation of this
section, or has probable cause to believe that the
information has been or is about to be disclosed, the
departnent shall, within 72 hours of first gaining the
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awar eness or havi ng probabl e cause, notify each person
whose confidential material or information is or may
be included in that actual, apparent, or threatened
di scl osure. The departnment shall cooperate to the
fullest extent permtted by law wth each person it
notifies under this subsection to prevent t he
di sclosure, if possible, and, if the disclosure has
occurred or appears to have occurred, to recover as
qui ckly as possible all material or information and to
mnimze its further disclosure and dissem nation.
Wen the departnent believes that an unl awf ul
di scl osure has occurred, it shall report the crine as
quickly as practicable to the division in the
Departnent of Public Safety responsible for the Al aska
state troopers.

(1) Each other state agency that receives
confidenti al mat eri al or informati on under this
section shall, with respect to an actual, apparent, or

i npending unlawful disclosure of that information,
have the sane duty and authority to respond to the
situation that the departnent has under (k) of this

secti on.

(m In this section, "oil" and "gas" have the
meani ngs given in AS 43.55.900."
Renunber the followi ng bill sections accordingly.

Page 30, line 17:

Del et e "Notw t hst andi ng"

Insert "(a) Subject to (b) of this section and
not wi t hst andi ng"

Page 30, |ine 22:
Delete "l ease or property, unit, or"

Page 31, following line 4:
I nsert a new subsection to read:

"(b) The departnent may not select a group of
producers or explorers for purposes of publishing a
category of aggregated information for them if the
anount in that category of information for one of the
group accounts for nore than 40 percent of the group's
total for that category."

Renunber i nternal references to bill sections in

accordance with this anmendnent in a way that nmakes
sections 12 and 14, added by this anmendnent, effective
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i mediately and omts them from the applicability and
retroactive sections. Below are all internal bil
section references in this bill:

Page 31, lines 25, 27, 29, 30, and 31

Page 32, lines 1, 3, 13, 16, 19, and 31
Page 33, lines 2, 19 - 20, 21, and 22

[ End of Amendnent 14.]
CO- CHAI R GATTO obj ect ed.
7:10:43 PM

CO CHAIR JOHNSON pointed out that Amendnent 14 calls for nore
penalties for violations and requires the departnent to clearly
mark and identify all the confidential information, which
strengthens the confidentiality of the departnent. He related
that Co-Chair Gatto has assured him that once the anendnent is
cleaned up [with respect to narrowing its focus to the call], it
will be presented to the House Finance Commttee. At this tine,
Co- Chair Johnson w t hdrew Amendnent 14.

7:12: 03 PM

CO- CHAIR JOHNSON noved that the conmttee adopt Anendnent 15,
whi ch read:

Page 10, line 19 - Page 33, line 23
Del ete: Sec. 13 through Sec. 45

CO CHAI R GATTO obj ect ed.
7:12: 29 PM

CO- CHAIR JOHNSON explained that Anmendnment 15 provides the
adm nistration with the desire to have the admnistrative fixes
to provide the necessary information to the |egislature.
Wthout enough information on the first sections of the
| egislation, he questioned why the conmttee is mking a
decision on the renminder of the |egislation. He enphasized
that the conmttee doesn't have enough information to make the
decisions it's being asked to nake. Furthernore, the business
comunity across the state is shuddering.

7:14: 22 PM
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A roll call vote was taken. Representative Johnson voted in
favor of  Anmendnent 15. Representatives Seaton, Roses,
GQuttenberg, Edgnon, Kawasaki, Fairclough, WIson, and Gatto
voted against it. Therefore, Anendnment 15 failed to be adopted
by a vote of 1-8.

7:15:18 PM

REPRESENTATI VE GUTTENBERG noved that the commttee adopt
Amendnent 16, |abeled 25-GH0014\L.16, Wayne/Bullock, 11/3/07,
whi ch read:

Page 1, line 8, follow ng "supervisors"

Insert "and to allow them to participate in the
public enployees' retirenent system defined benefit
pl an"

Page 9, follow ng line 15:
I nsert new bill sections to read:
"* Sec. 10. AS 39.35.095 is anended to read:

Sec. 39.35.095. Applicability of AS 39.35.095 -
39.35.680. The [FOLLOWNG provisions of AS 39.35.095
- 39.35.680 [THIS CHAPTER] apply only to nmenbers first
hired before July 1, 2006, or nenbers who are eligible
under AS 39.35.159 to elect the defined benefit plan
[ AS 39.35.095 - 39.35.680].

* Sec. 11. AS 39.35 is anmended by adding a new
section to article 3 to read:

Sec. 39.35.159. Election of retirenment benefits
by oil and gas auditors. Notwi thstanding any contrary
provision of this chapter, an oil and gas auditor
under AS 39.25.110(42) nmy, wthin 30 days after
comenci ng enploynment or wthin 30 days after the
effective date of this section, whichever occurs
later, elect to participate in the defined benefit
plan established in AS 39.35.095 - 39.35.680 in lieu
of parti ci pating in t he defi ned contribution
retirement plan established wunder AS 39.35.700 -
39.35.990. A person nmking an election under this
section may not change the election nore than 30 days
after conmmenci ng enploynent. The board shall establish
transfer procedures by regulation.™

Renunber the followi ng bill sections accordingly.

Page 31, |ine 25:
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CO- CHAI R JOHNSON obj ect ed
7:15: 28 PM

REPRESENTATI VE GUTTENBERG expl ai ned that Amendnent 16 allows the
new oil and gas auditors the ability to have the option of
entering the state's defined benefit plan or the defined
contribution plan. This will help address the difficulties in
recruiting and retaining these individuals.

[ Following was discussion regarding how the commttee would
proceed. ]

7: 30: 27 PM

REPRESENTATI VE FAI RCLOUGH inquired as to the admnistration's
vi ew of Amendnent 16.

COW SSIONER GALVIN stated that the adnministration doesn't
support Anmendnent 16.

7: 30: 51 PM

REPRESENTATI VE W LSON opined that it's not fair for new entrants
to be able to pick which benefit package, and therefore she said
she woul dn't support Amendrment 16.

7:31: 23 PM

REPRESENTATI VE ROSES opi ned that Amendnent 16 isn't the best way
to handle the issue, although it does need to be addressed. He
echoed Representative WIlson's conment with regard to fairness.
He nmentioned the unfunded liability of PERS and TRS and the need
to permanently address PERS and TRS.

7:33: 11 PM

REPRESENTATI VE SEATON related his belief that reopening the
class and establishing a new class won't stand the test.
Therefore, he urged nenbers to vote agai nst Anendnment 16.

7:33:45 PM
REPRESENTATI VE GUTTENBERG enphasi zed that the new oil and gas
auditors are being given high status, pay, and have even been

taken out of the classified category. The [unfunded] liability
of PERS and TRS is snmall conpared to what the state will receive
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by bringing in these exenpt auditors. He highlighted that
Amendnent 16 nerely provides these new oil and gas auditors an
opti on.

7: 35: 01 PM

A roll call vote was taken. Representati ves Kawasaki
GQuttenberg, and Edgnon voted in favor of Amendnent 16.
Representatives Fairclough, WIson, Seaton, Roses, Johnson, and
Gatto voted against it. Therefore, Anmendnent 16 failed to be
adopted by a vote of 3-6.

The commttee took an at-ease from7:36 p.m to 8:16 p. m
8:16: 50 PM

CO- CHAI R GATTO reconvened the neeting.

8:17:01 PM

REPRESENTATI VE GUTTENBERG wi t hdr ew Amendnent 17

8:17:17 PM

REPRESENTATI VE EDGVON wi t hdrew Amendnent 18, but highlighted the
i nportance  of providing a fund for energy  assi stance
particularly for those in rural Al aska.

8:18: 27 PM

REPRESENTATI VE GUTTENBERG noved that the commttee adopt
Amendment 19, | abeled 25-GH0014\L. 39, Bullard/Bullock, 11/3/07
whi ch read:

Page 10, following line 18:

Insert a new bill section to read:

"* Sec. 13. AS 43.05.241 is anended by adding a new
subsection to read:

(b) In an appeal under this section, an anobunt
due under AS 43.55 shall be paid within 30 days after
the date of the service of the informal conference
decision. In place of paynent of the anmount due, the
taxpayer may file a bond with the departnment or place
funds equal to the amount of the tax obligation in an
escrow account, under escrow instructions approved by
t he departnent."”
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Renunber the followi ng bill sections accordingly.

Page 31, |ine 25:
Del ete "Sections 24, 25, 32 - 34, and 37"
| nsert "Sections 25, 26, 33 - 35, and 38"

Page 31, |ine 27:
Del ete "Sections 14 - 20, 31, and 38"
| nsert "Sections 15 - 21, 32, and 39"

Page 31, |ine 29:
Del ete "Sections 26 and 27"
| nsert "Sections 27 and 28"

Page 31, |ine 30:
Del ete "Section 26"
| nsert "Section 27"

Page 31, |ine 31:
Del ete "sec. 27"
| nsert "sec. 28"

Page 32, line 1:
Del ete "sec. 29"
| nsert "sec. 30"

Page 32, line 3:
Del ete "secs. 13 and 29"
| nsert "secs. 14 and 30"

Page 32, followng line 3:
I nsert a new subsection to read:

"(e) AS 43.05.241(b), added by sec. 13 of this
Act, applies to informal conference decisions under
AS 43.05.240(a) entered on or after the effective date
set out in sec. 45 of this Act."”

Page 32, |ine 31:
Del ete "secs. 24, 25, 32 - 34, and 37"
| nsert "secs. 25, 26, 33 - 35, and 38"

Page 33, line 2:
Del ete "secs. 14 - 20, 26, 27, 31, and 38"
| nsert "secs. 15 - 21, 27, 28, 32, and 39"

Page 33, lines 19 - 20:
Del ete "Sections 24, 25, 32 - 34, and 37"
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| nsert "Sections 25, 26, 33 - 35, and 38"

Page 33, |line 21:
Del ete "Sections 14 - 20, 26, 27, 31, and 38"
| nsert "Sections 15 - 21, 27, 28, 32, and 39"

Page 33, |ine 22:
Del ete "sec. 44"
| nsert "sec. 45"

CO CHAI R JOHANSON and REPRESENTATI VE ROSES obj ect ed.
8:18: 51 PM

REPRESENTATI VE GUTTENBERG explained that if there's an inform
conference conmttee decision between a taxpayer and the state
and there's a dispute, then the anount due shall be paid to the
state either in bonds or funds in an escrow account. Basically,
Amendnent 19 transfers the responsibility or pressure on who
wants to settle. He opined that the other side will be nore
willing to cone to the table and reach a resolution if the funds
are placed in an escrow account.

8:19:42 PM

REPRESENTATI VE SEATON inquired as to whether an inform
conference decision is an appropriate place for the liability to
occur for the deposit of funds.

COM SSI ONER GALVI N specified that the service of the infornal
conference decision wuld be the beginning of the formal
adm ni strative appeal process. “If there is a desire to :
put the noney up and we'll decide who's going to end up with the
di sputed anopunt, that would be an appropriate tinmeframe to do
so," he said. In response to Co-Chair Johnson, Conm ssioner
Galvin stated that the admnistration doesn't object to
Amendrent  19.

8:21: 20 PM

REPRESENTATI VE ROSES remnded the commttee that just a few
hours ago the commttee substantially increased the revenue to
the state and has instituted fines, penalties, and requirenents.
Now to require that the noney be placed in a escrow account
seens to be over the edge, he opined. Therefore, Amendnent 19
isn't an amendnent he can support at this tine, he stated.
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8:22:20 PM

REPRESENTATI VE W LSON asked if Anmendnent 19 would be beneficia
to the admnistration in any way.

COWM SSI ONER GALVIN noted his agreenment with the sponsor that
Amendnent 19 could change the taxpayer's perspective in regard
to drawi ng out the issue. However, there are other provisions,
such as the penalties and interest, that create that notivation
and thus it's a matter of striking a bal ance.

8:23:28 PM

REPRESENTATI VE FAI RCLOUGH asked if nore managenent would be
required with the proposal in Anendnment 19.

COM SSI ONER GALVIN responded no, in regard to the form of
addi ti onal personnel. However, additional admnistrative steps
would be required to manage it and thus there would be sone
wor kl oad associated with the proposal in Amendnent 19.

REPRESENTATI VE FAI RCLOUGH asked if the passage of HB 2001 [as
anended] today would [send the nessage] that Alaska is open for
busi ness or are doors being closed as "we continue to weigh down
a proposal fromthe governor.™

COMWM SSIONER GALVIN, with regard to Anendnent 19, noted his
agreenent that the commttee needs to bal ance the nessage being
sent to the industry and reflect upon whether that's being
achi eved. He then said he shared the concern that adding nore
penal ti es, oversight, and distrust does send a negative nessage.

8:26:01 PM

REPRESENTATI VE FAI RCLOUGH announced that once the amendnent
process has concluded she may want to reconsideration the 50
percent penalty. She expressed concern with regard to the
nmessage the amendnents are sending.

8:26: 38 PM
REPRESENTATI VE GUTTENBERG hi ghlighted that Alaska is a resource
state. He opined that nmany of these issues are sovereign issues

and taking control of the state for the state is inportant.

8:28:31 PM
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REPRESENTATIVE ROSES related his assunption that no nore
personnel would not be needed, although additional time nmay be
spent on the matter. Therefore, he related his further
assunption that an additional fiscal note would be required.

COW SSIONER GALVIN said that a fiscal note would only be
necessary in instances in which additional per sonnel is
necessary. If it's nerely a matter of an additional loop with
no additional personnel, then there wouldn't be a fiscal inpact.

8:29: 24 PM
CO- CHAI R JOHNSON rmai nt ai ned his objection
8:29:38 PM

A roll call vote was taken. Representatives Guttenberg, Edgnon,
and Kawasaki voted in favor of Amendnment 19. Represent ati ves
Faircl ough, WIson, Seaton, Roses, Johnson, and Gatto voted
against it. Therefore, Amendnent 19 failed to be adopted by a
vote of 3-6.

8:30: 29 PM

REPRESENTATI VE EDGVON noved that the commttee adopt Amendnent
20, | abel ed 25-GH0014\L. 18, Bul | ard/ Bul | ock, 11/ 2/ 07, whi ch
r ead:

Page 17, following line 3:
Insert a new bill section to read:
"* Sec. 23. AS 43.55.023(a) is anended to read:
(a) A producer or explorer may take a tax credit

for a qualified capital expenditure as follows:

(1) Unl ess [ NOTW THSTANDI NG  THAT A
QUALI FIED CAPI TAL EXPENDI TURE MAY BE A DEDUCTI BLE
LEASE EXPENDI TURE FOR PURPOSES OF CALCULATING THE
PRODUCTION TAX VALUE OF OL AND GAS UNDER
AS 43.55.160(a), UNLESS] a credit for an [THAT]
expendi ture IS t aken under AS 38. 05.180(i),
AS 41.09. 010, AS 43. 20. 043, or AS 43.55. 025, a
producer or explorer that incurs a qualified capita
expenditure may [ALSO elect to take a tax credit
agai nst a tax due under AS 43.55.011(e) in the anount
of 20 percent of that expenditure;

(2) a producer or explorer my take a
credit for a qualified capital expenditure incurred in
connection wth geol ogical or geophysical exploration
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or in connection with an exploration well only if the
producer or explorer provides to the departnent, as
part of the statenment required under AS 43.55.030(a)
for the calendar year for which the credit is sought
to be taken, the producer's or explorer's witten

agr eenent

(A to notify the Departnment of Natural
Resour ces, before the later of 30 days after
conpletion of the geological or geophysical data
processing or conpletion of the well, or 30 days after

the statenent is filed, of the date of conpletion and
to submit a report to that departnment describing the
processi ng sequence and provide a list of data sets
avai | abl e;

(B) to provide to the Departnent of Natura
Resources, within 30 days after the date of a request,
specific data sets, ancillary data, and reports
identified in (A of this paragraph;

(O that, notw thstandi ng any provision of
AS 38, the Departnent of Natural Resources shall hold
confidenti al t he i nformation provi ded to t hat
departnment under this paragraph for 10 years follow ng
the conpletion date, after which the departnment shal
publicly release the information after 30 days' public
notice."

Renunber the followi ng bill sections accordingly.

Page 18, following line 22:

Insert a new bill section to read:
"* Sec. 26. AS 43.55.023(k) is anended to read:
(k) In this section, "qualified capital

expendi t ure”

(1) means, except as otherwi se provided in
(2) of this subsection, an expenditure that is a |ease
expenditure under AS 43.55.165, that is not also a
| ease expenditure deducted by a producer under
AS 43.55.160, and that is

(A incurred for geological or geophysica
expl oration; or
(B) treated as a capitalized expenditure

under 26 U.S.C. (Internal Revenue Code), as anended,
regardl ess of elections made under 26 U S. C. 263(c)
(I'nternal Revenue Code), as anended, and is

(1) treated as a capitalized expenditure
for federal income tax reporting purposes by the
person incurring the expenditure; or
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(ii) eligible to be deducted as an expense
under 26 U S.C. 263(c) (Internal Revenue Code), as
anmended;

(2) does not include an expenditure
incurred to acquire an asset (A the cost of
previously acquiring which was a |ease expenditure
under AS 43.55.165 or wuld have been a |ease
expenditure under AS 43.55.165 if it had been incurred
after March 31, 2006; for pur poses of this
subpar agr aph, "asset” i ncl udes geol ogi cal
geophysical, and well data and interpretations; or (B)
that has previously been placed in service in the
state; an expenditure to acquire an asset is not
excluded wunder this paragraph if not nore than an
immterial portion of the asset neets a description
under this paragraph.”

Renunber the followi ng bill sections accordingly.

Page 31, |ine 25:
Del ete "Sections 24, 25, 32 - 34, and 37"
| nsert "Sections 23, 25 - 27, 34 - 36, and 39"

Page 31, |ine 27:
Delete "31, and 38"
| nsert "33, and 40"

Page 31, |ine 29:
Del ete "Sections 26 and 27"
| nsert "Sections 28 and 29"

Page 31, |ine 30:
Del ete "sec. 26"
| nsert "sec. 28"

Page 31, |ine 31:
Del ete "sec. 27"
| nsert "sec. 29"

Page 32, line 1:
Del ete "sec. 29"
| nsert "sec. 31"

Page 32, line 3:

Del ete "29"
| nsert " 31"

HOUSE RES COW TTEE -110- Novenber 3, 2007



Page 32, |ine 31:
Delete "24, 25, 32 - 34, and 37"
I nsert "23, 25 - 27, 34 - 36, and 39"

Page 33, line 2:
Delete "26, 27, 31, and 38"
| nsert "28, 29, 33, and 40"

Page 33, lines 19 - 20:
Del ete "Sections 24, 25, 32 - 34, and 37"
| nsert "Sections 23, 25 - 27, 34 - 36, and 39"

Page 33, |ine 21:
Delete "26, 27, 31, and 38"
| nsert "28, 29, 33, and 40"

Page 33, |ine 22:
Del ete "44"
| nsert "46"

[ End of Anendnent 20. ]
CO CHAI R JOHNSON obj ect ed.
8:30: 51 PM

REPRESENTATI VE EDGMON expl ai ned that the intent of Amendnent 20
is to not allow a taxpayer to utilize the deduction and the
credit, and thereby double dip.

8:31: 35 PM

JOHN MESSENGER, Staff to Representative Kerttula, Alaska State
Legi sl ature, began by informng the commttee that he was the
deputy conmi ssioner in DOR for a few years and was also in the
attorney general's office for a few years in which he
represented DOR After leaving state service, M. Messenger
related that he was in private practice for 20 years during
which he worked with staff in DOR and Departnent of Law
regarding various matters defending the state's tax structure in
| awsuits raised by the oil industry. He noted that he also
worked in private practice defending tax audits in the severance
tax and the oil and gas corporate income tax area. He noted
that he is an attorney. In response to Representative Roses,
M. Messenger confirnmed that during this special session he is
wor ki ng for Representative Kerttul a.
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8:33:21 PM

COCHAIR JOHNSON asked if M. Messenger is staff or a hired
consul tant.

MR. MESSENGER specified that he is staff.
8:33:45 PM

MR. MESSENGER explained that wunder the PPT if a capita
expendi ture can be deducted under .160, .165 and also receive a
tax credit for that same capital expenditure under the proposed
| egi sl ation, a conmpany can "double up" on the sane expenditure.
During times of higher oil prices the conbination of taking a
deduction and a credit as well as taking a federal incone tax
deduction and deducting it for state inconme taxes can result in
the state and federal governnment paying close to 100 percent or
even nore than 100 percent of the expenditure. Amendrent 20
specifies that a conpany can't deduct and take a credit on the
sanme capital expenditure.

8:36: 02 PM

REPRESENTATI VE ROSES, recalling past presentations, asked if it
would be fair to characterize Anmendnent 20 as a cap on the
credits.

MR. MESSENGER opined that Anendnment 20 proposes a different
approach, such that a conpany that takes a deduction can't take
a credit and vice versa.

8:37:21 PM

COMM SSI ONER GALVIN, in response to Representative Fairclough

explained that the fundanental structure of the tax is the
concept that a deduction is received as well as a credit.
Accepting Anendnent 20 would result in an alteration of all of
the econom cs provided and thus would change the entire tax
syst em

8:38: 22 PM
REPRESENTATI VE SEATON asked if there is any time at which the
value of the tax deduction would not exceed the tax credit. He

related his assunption that if there's 22.5 percent or 25
percent deductibility from the capex, under alnost every
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circunstance the deductibility wll exceed the 20 percent
capital credit.

COM SSIONER GALVIN noted his agreement with Representative
Seaton's assunpti on.

8:39:15 PM

REPRESENTATI VE SEATON surm sed then that the effect of Amendnent
20 is to cancel out the 20 percent tax credit entirely because
it will always be exceeded by the benefit of the deductibility
of the tax.

REPRESENTATI VE EDGVON replied yes.
8:39:48 PM

REPRESENTATI VE ROSES reni nded the conmittee of the problens with
t he cap, and then announced that he will oppose Amendnent 20.

8:40:48 PM

REPRESENTATI VE FAIRCLOUGH inquired as to the "tax consequence"
this places on the industry.

REPRESENTATI VE EDGMON said that he has brought Amendnent 20
forward to discuss it and have the conmmittee determ ne whether
it's too aggressive.

8:41: 29 PM

REPRESENTATI VE FAI RCLOUGH opi ned that this characterization that
these credits are double dipping is a new concept as she has
understood them to provide an incentive and encourage
devel opnent . She expressed the need to know the fiscal inpact
of reducing the credit by alnost 50 percent of what the industry
currently receives.

COW SSI ONER GALVI N pointed out that the net effect of Amendnent
20 would be to make the 20 percent credit noot. G ven that
capital expenditures are projected to be in the nei ghborhood of
$2 billion this year, the effect of Amendnent 20 would be to add
an extra $400 mllion tax burden.

8:43:12 PM
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REPRESENTATI VE W LSON opi ned that a bal ance between fairness and

production is being sought. She expressed concern that
Amendnent 20 elimnates the state sharing in sonme of the risks,
and questioned the inpacts that wll have on a conpany's
decision to invest in the state. She related that she is in

opposition to Amendnent 20.
8:44: 42 PM

REPRESENTATI VE =~ SEATON  rem nded everyone t hat W th t he
progressivity the credits aren't allowed to be deductible
because the investnents are at very high margins. Therefore
the state didn't need to «contribute those funds through
deductibility because it's beyond the |level at which people wll
be making investnent decisions. The capital credits and the
deductibility under the base are designed to stimulate decisions
for investnent. The non-deductibility of the progressivity is
what keeps the gold plating from going forward, and therefore
there isn't concern with regard to the cap.

8:46:17 PM

REPRESENTATI VE GUTTENBERG inquired as to the effect the
progressivity chart, previously adopted [through an anmendnent],
have on investnment credits. He then inquired as to the maxi num
deductions available to be taken with this one off the table.

8:46: 53 PM

COW SSIONER  GALVIN, regarding the progressivity, said the
credit remains 20 percent. Conmm ssioner Galvin said:

The nature of the question goes to: Have we over
contri buted to a capi tal i nvest nent ? What
Representative Seaton was alluding to is: Does the

structure of the progressivity that you provided was
based upon a calculation on the gross value. And so,
you don't get the ... the multiplying affect of the
i npact being felt on allowing the base to affect the
deduction and having the progressivity calculated
against it, a deducted amobunt, and then the credit on
the top of that. But, there still is going to be an
ef fect because your rate's going to continue to go up,
and your investnment s going to bring down your
margin, which will bring down your progressivity which
will bring down your calculated anount. So, | think
in the end the actual percentage that we end up having
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is probably still going to be in the range of, at
t he maxi mum | evel, pr obabl y 70- 80 per cent -
calculating including federal and all the others.
the slides that you may be referring to were the
nodel s that were |ooking at the marginal effect of one

extra dollar being .... I think wth the
progressivity that you adopted, you're still going to
hit that point at some point, it just will be further

up the scale.
8:49: 35 PM

MR. PORTER said that Conmissioner Glvin provided a fair
representation of the inpact of taking out the 20 capex as
proposed under Anendnent 20. The relationship between inpacts
to legacy fields versus nore expensive fields wasn't necessarily
eval uated because the nore expensive fields have a higher
lifting cost and thus would ve received a higher percentage of
the capex. Therefore, they would receive a disproportionate hit
[ under Anendnent 20]. To fully understand Amendnent 20 and its
i npacts, the tax nodels would need to be renpdeled under this
pr oposal .

8:51:10 PM

REPRESENTATI VE ROSES asked if M. Porter would recommend whet her
Amendnent 20 shoul d be supported.

MR. PORTER indicated that it's difficult to respond to such a
| arge change, a $400 million shift, wthout nore review I n
response to Co-Chair Johnson, M. Porter affirnmed that he is a
| egislative consultant and his work product is public and
avai l abl e to any nmenber of the |egislature.

8:53:34 PM

REPRESENTATI VE FAIRCLOUGH related her belief that although
Representative Edgnon's proposal is worth considering, it's late
in the process. Therefore, she said that she would not support
Amendrent 20, but look to the House Finance Committee to node
the inpacts of the anendnments passed and the inpact Amendnent 20
wi || have.

8: 55: 36 PM

CO- CHAIR JOHNSON asked if the adm nistration supports Amendnent
20.
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COWMM SSI ONER GALVI N replied no.

8: 55: 54 PM

REPRESENTATI VE EDGMON opi ned that he has at [|east acconplished
the goal of initiating discussion, and acknow edged that it's a
bit beyond the scope of where the committee is. Therefore, he
wi t hdrew Amendnent 20.

8:56: 23 PM

CO CHAI R GATTO suggested that Anendnent 20 be introduced to the
House Finance Commttee early on.

8:56: 39 PM

[A discussion ensued regarding how to proceed wth the
amendnments remai ning. HB 2001 was hel d over.]

9: 00: 03 PM
ADJ QURNVENT
The House Judiciary Standing Commttee neeting was recessed at

9:00 p.m, to be continued at 10 a.m Novenber 4, 2007. [ The
nmeeti ng reconvened Novenber 4, 2007.]
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