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COWM TTEE CALENDAR

HOUSE BI LL NO 2001

"An Act relating to the production tax on oil and gas and to
conservation surcharges on oil; relating to the 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; anmending the State Personnel Act to
place in the exenpt service certain state oil and gas auditors
and their imredi ate supervisors; establishing an oil and gas tax
credit fund and authorizing paynment from that fund; providing
for retroactive application of certain statutory and regul atory
provisions relating to the production tax on oil and gas and
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conservation surcharges on oil; making conform ng anmendnents;
and providing for an effective date.”

- MOVED CSHB 2001(RES) OUT OF COW TTEE
PREVI QUS COW TTEE ACTI ON
Bl LL: HB2001

SHORT TITLE: O L & GAS TAX AMENDVENTS
SPONSOR(s): RULES BY REQUEST OF THE GOVERNOR

10/ 18/ 07 (H) READ THE FIRST TIME - REFERRALS
10/ 18/ 07 (H) O8G, RES, FIN

10/ 19/ 07 (H) O8G AT 1:30 PM HOUSE FI NANCE 519
10/ 19/ 07 (H) Heard & Hel d

10/ 19/ 07 (H) M NUTE( C&G)

10/ 20/ 07 (H) O8G AT 12: 00 AM HOUSE FI NANCE 519
10/ 20/ 07 (H) Heard & Hel d

10/ 20/ 07 (H) M NUTE( C&G)

10/ 21/ 07 (H) O8G AT 1: 00 PM HOUSE FI NANCE 519
10/ 21/ 07 (H) Heard & Hel d

10/ 21/ 07 (H) M NUTE( C&G)

10/ 22/ 07 (H) O8G AT 9: 00 AM HOUSE FI NANCE 519
10/ 22/ 07 (H) Heard & Hel d

10/ 22/ 07 (H) M NUTE( C&G)

10/ 23/ 07 (H) O8G AT 9: 00 AM HOUSE FI NANCE 519
10/ 23/ 07 (H) Heard & Hel d

10/ 23/ 07 (H) M NUTE( C&G)

10/ 24/ 07 (H) O8G AT 9: 00 AM HOUSE FI NANCE 519
10/ 24/ 07 (H) Heard & Hel d

10/ 24/ 07 (H) M NUTE( C&G)

10/ 25/ 07 (H) O8G AT 10: 00 AM HOUSE FI NANCE 519
10/ 25/ 07 (H) Heard & Hel d

10/ 25/ 07 (H) M NUTE( C&G)

10/ 26/ 07 (H) O8G AT 10: 00 AM HOUSE FI NANCE 519
10/ 26/ 07 (H) Heard & Hel d

10/ 26/ 07 (H) M NUTE( 0%G)

10/ 27/ 07 (H) O8G AT 2: 00 PM HOUSE FI NANCE 519
10/ 27/ 07 (H) Heard & Hel d

10/ 27/ 07 (H) M NUTE( 0%G)

10/ 28/ 07 (H) O8G AT 2: 00 PM HOUSE FI NANCE 519
10/ 28/ 07 (H) Moved CSHB2001(C&G) Qut of Committee
10/ 28/ 07 (H) M NUTE( 0%G)

10/ 29/ 07 (H) &G RPT CS(O&G) NT 4DP 1NR 2AM
10/ 29/ 07 (H) DP: SAMUELS, NEUMAN, RAMRAS, OLSON
10/ 29/ 07 (H) NR.  DOOGAN

10/ 29/ 07 (H AM  KAWASAKI , DAHLSTROM
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10/ 29/ 07 (H) RES AT 1: 00 PM HOUSE
10/ 29/ 07 (H) Heard & Hel d

10/ 29/ 07 (H) M NUTE( RES)

10/ 30/ 07 (H) RES AT 9: 00 AM HOUSE
10/ 30/ 07 (H) Heard & Hel d

10/ 30/ 07 (H) M NUTE( RES)

10/ 30/ 07 (H) RES AT 6:30 PM HOUSE
10/ 30/ 07 (H) Heard & Hel d

10/ 30/ 07 (H) M NUTE( RES)

10/ 31/ 07 (H) RES AT 9: 00 AM HOUSE
10/ 31/ 07 (H) Heard & Hel d

10/ 31/ 07 (H) M NUTE( RES)

11/ 01/ 07 (H) RES AT 9: 00 AM HOUSE
11/ 01/ 07 (H) Heard & Hel d

11/ 01/ 07 (H) M NUTE( RES)

11/ 02/ 07 (H) RES AT 9: 00 AM HOUSE
11/ 02/ 07 (H) Heard & Hel d

11/ 02/ 07 (H) M NUTE( RES)

11/ 03/ 07 (H) RES AT 9: 00 AM HOUSE FI NANCE
11/ 03/ 07 (H) Heard & Hel d

11/ 03/ 07 (H) M NUTE( RES)

11/ 04/ 07 (H) RES AT 10: 00 AM HOUSE FI NANCE 519

W TNESS REG STER

PAT GALVI N, Conm ssi oner

Depart ment of Revenue (DOR)

Juneau, Al aska

PCSI TI ON  STATEMENT: During hearing
i nformati on and answered questi ons.

NANETTE THOWPSON, Unit/Tech Support
Central Ofice
Division of Gl & Gas
Depart ment of Natural
Anchor age, Al aska
PCSI TI ON  STATEMENT: During hearing
i nformati on and answered questi ons.

Resources (DNR)

JULI E HOULE, Resource Eval uation
Central Ofice
Division of Ol & Gas
Depart ment of Natural
Anchor age, Al aska
POSI TI ON  STATEMENT:
guesti ons.

Resources (DNR)

During hearing
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JOHN MESSENCER, St af f

to Representative Beth Kerttul a

Al aska State Legislature

Juneau, Al aska

POSI TI ON  STATEMENT: During hearing on HB 2001, provided
i nformati on and answer ed questi ons.

STEVE PORTER, Consul tant

to the Legislative Budget and Audit Committee

Al aska State Legislature

Tehachapi, California

PCSI TI ON  STATEMENT: During hearing on HB 2001, provided
i nformati on and answered questi ons.

REPRESENTATI VE MAX GRUENBERG

Al aska State Legislature

Juneau, Al aska

PCSI TI ON  STATEMENT: During hearing on HB 2001, provided
i nformati on and answered questi ons.

DAN BRI TTON, Presi dent

Fai rbanks Natural Gas

Fai r banks, Al aska

PCSI TI ON  STATEMENT: During hearing on HB 2001, answered
guesti ons.

REPRESENTATI VE M KE KELLY

Al aska State Legislature

Juneau, Al aska

PCOSI TI ON  STATEMENT: During hearing on HB 2001, presented
i nformati on and answer ed questi ons.

KEVI N BANKS, Director

Central O fice

Division of Gl & Gas

Departnment of Natural Resources (DNR)

Anchor age, Al aska

PCSI TI ON  STATEMENT: During hearing on HB 2001, provided
i nformati on and answer ed questi ons.

ACTI ON NARRATI VE

COCHAIR CARL GATTO called the House Resources Standing
Commttee neeting to order at 10:21:38 AM Represent ati ves
Gatto, Johnson, Fairclough, Roses, Seaton, WIson, Edgnon,
GQuttenberg, and Kawasaki were present at the call to order.
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Also present were Representatives Cissna, Gara, G uenberg,
Johansen, Kelly, Kerttula, O son, and Samuel s.

HB 2001 - AL & GAS TAX AMENDVENTS

10: 21: 38 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 imrediate 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 conmmttee was CSHB 2001(C&G, as
anended on 11/3/07; left pending from 11/3/07 was the notion
regardi ng whet her to adopt Amendnent 21.]

10: 22: 12 AM

REPRESENTATI VE EDGVON wi t hdrew Amendnent 21.

REPRESENTATI VE KAWASAKI requested that Amendnent 22 be held for
consi deration after Anendnent 44.

REPRESENTATI VE EDGVON wi t hdr ew Amendnent 23.

10:24:12 AM

REPRESENTATI VE GUTTENBERG noved that the comrittee adopt
Amrendment 24, | abeled 25-GH0014\L. 74, Bullard/Bullock, 11/4/07
whi ch read:

Page 23, following line 14:
Insert a new bill section to read:
"* Sec. 31. AS 43.55.150(b) is anended to read:
"(b) If the departnent finds that a condition
[THE CONDITIONS] in (a)(1), (2), or [AND] (3) of this
section is [ARf present, the departnent shall
determne the reasonable costs of transportation,
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using the fair market value of Ilike transportation,
the fair market value of equally efficient and
available alternative nodes of transportation, or
ot her reasonable nmethods. Transportation costs fixed
by tariff rates that have been adjudicated just and
reasonable by [PROPERLY ON FILE WTH the Regul atory
Comm ssion of Alaska or other regulatory agency shall
be considered prima facie reasonable.”

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

Page 32, |ine 31:
Delete "32 - 34, and 37"
| nsert "33 - 35, and 38"

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

Page 33, |ine 20:
Delete "32 - 34, and 37"
| nsert "33 - 35, and 38"
Page 33, |ine 21:
Delete "31, and 38"
| nsert "32, and 39"
Page 33, |ine 22:
Del ete "sec. 44"
| nsert "sec. 45"
CO- CHAI R JOHNSON obj ected to Amendnment 24.
The commttee took an at-ease from10:25 a.m to 10:28 a.m

REPRESENTATI VE GUTTENBERG restated his earlier notion to adopt
Amendnent 24.

CO CHAI R JOHNSON restated his objection to Anendnment 24.
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REPRESENTATI VE FAI RCLOUGH obj ected to Amendnent 24.

10: 28: 36 AM

REPRESENTATI VE GUTTENBERG noved to anmend Anmendnent 24 to read as
follows [original punctuation provided]:

Page 23, followi ng line 14:

I nsert new bill sections to read:
..."*Sec. 31. AS 43.55.150(a) is anended to read:

(a) For the purposes of AS 43.55.011 - 43.55. 180,
the gross value at the point of production is

cal cul at ed usi ng t he reasonabl e costs of
transportation of the oil or gas. The reasonabl e
costs of transportation are the actual costs, except
when t he

(1) parties to the transportation of oil or
gas affiliated,;

(2) contract for the transportation of oil
or gas (A) is not an arnmis length transaction or (B)
is not representative of the market value of that
transportation; or [AND]

(3) nmethod of transportation of oil or gas
is not reasonable in view of existing alternative
nmet hods of transportation.

"* Sec. 32. AS 43.55.150(b) is anended to read:
"(b) If the departnment finds that a condition
[THE CONDITIONS] in (a)(1), (2), or [AND] (3) of this

section is [ARF present, the departnent shall
determine the reasonable costs of transportation,
using the fair market value of I|ike transportation,

the fair market value of equally efficient and
avai lable alternative nobdes of transportation, or
ot her reasonable nethods. Transportation costs fixed
by tariff rates that have been adjudicated just and
reasonable by [PROPERLY ON FILE WTH the Regul atory
Comm ssion of Alaska or other regulatory agency shall
be considered prima facie reasonable.”

Renunber the followi ng bill sections accordingly.
Page 31, |ine 25:

Delete "32 - 34, and 37"
| nsert "33 - 35, and 38"
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Page 31, |ine 27:
Delete "31, and 38"
| nsert "32, and 39"

Page 32, |ine 31:
Delete "32 - 34, and 37"
| nsert "33 - 35, and 38"

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

Page 33, |ine 20:
Delete "32 - 34, and 37"
| nsert "33 - 35, and 38"

Page 33, line 21:
Delete "31, and 38"
| nsert "32, and 39"

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

REPRESENTATI VE FAI RCLOUGH obj ected to the anmendnent to Amendnent
24 for explanation purposes.

10: 29: 25 AM

REPRESENTATI VE GUTTENBERG referred to t he menor andum
acconpanyi ng Amendnment 24 from [Al pheus Bullard], Legislative
Counsel, Legal Services. He said M. Bullard had been unable to
contact himregarding clarification so had drafted the anmendnent
as best as possible. Representative Quttenberg stated that he
had collaborated with the adm nistration on this anmendnment and
t he amendnment to Amendnent 24 was necessary to make it work.

REPRESENTATI VE FAI RCLOUGH nmaintained her objection to the
amendnent to Anendnent 24.

REPRESENTATI VE WLSON requested further explanation of the
amendnment to Anendnent 24.

10: 30: 07 AM

REPRESENTATI VE GUTTENBERG said that Anendnment 24, as witten,
would not work because [M. Bullard] had been wunable to
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conmmuni cate with the commttee in order to make the anendnent
consi stent and do what the commttee wanted it to do.

CO CHAIR CGATTO stated that the anmendment to Amendnent 24 was
nostly for reformatting purposes.

REPRESENTATI VE  FAIRCLOUGH w thdrew her objection to the
amendnent to Anendnent 24.

There being no further objection, the anmendnent to Anmendnent 24
was passed.

10: 30: 47 AM

REPRESENTATI VE GUTTENBERG said Anendnent 24 was needed because
the Trans- Al aska Pipeline System (TAPS) had inflated its charges
according to a decision by the Regulatory Comm ssion of Al aska
(RCA) . The producers are using that inflated nunber, $5 per
barrel, to calculate their taxes. Amendnent 24 would allow
[DOR] to use a calculation that has already been adjudicated.
Therefore, the departnent would be able to use the RCA nunbers
to do the calculation if it neets the tests as outlined in
Section 31 [of Anendnent 24, as anended].

10: 31: 47 AM

PAT GALVIN, Commi ssioner, Department of Revenue (DOR), expl ained
that for royalty purposes [the state] is contractually obligated
to use the tariff that has been reported and filed with the
Federal Energy Regulatory Commi ssion (FERC). However, for tax
purposes, [the state] does not have a simlar |egal requirenent
and can base it upon what [DOR] believes would be the
transportation costs. \Wen the petrol eum production profits tax
(PPT) passed | ast year, he said, Section 31 was nodified to the
current |anguage by changing "or" to "and". Thus, exceptions to
the reported tariff can be nade only when all three parts of the
three-part test are met, rather than neeting any one of the
three parts. It is a three-part test that will never be net, he
conti nued because there are no existing alternative nethods of
transportation as contained in [paragraph] (3). Therefore, [the
state] will always be stuck with whatever the filed tariff is.
Amendnent 24 would give DOR the authority to |look at what is the
reasonabl e cost of transportation rather than being bound by the
tariff on file wth a regulatory agency. Conmi ssi oner GGalvin
said the two sections would work together: Section 31 would
make it a nulti-part test where the actual [tariffs] would be
used except when there is reason not to take them and Section
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32 would transfer in the "or" and it would becone that test and
DOR woul d no longer be required to use the tariff on file with a
regul atory agency unless it has been adjudicated by that agency
as just and reasonable. So, when there is an adjudicated
tariff, DOR would use that; and when the tariff is only filed
wth an agency and 1is an agreenent between parties or
potentially affiliated parties, the departnent would have the
authority to det erm ne what t he reasonabl e cost of
transportation is.

10: 34: 38 AM

CO CHAI R GATTO asked what procedure would be followed when the
reasonabl e cost was chall enged by the parties.

COWM SSI ONER GALVIN replied that DOR would have the discretion
to determne the appropriate nmethod for establishing what 1is
reasonable. [Anendnent 24] would provide clarity for situations

like what the state is in today with the TAPS tariff. In this
particul ar case, he explained, the filed tariff of about $5 [per
barrel] was challenged by shippers. Both the RCA and an

adm ni strative |law judge at FERC rul ed that reasonable rates are
about $2. Yet, the state cannot rely upon those rulings to nmake
a decision on what is the reasonable rate to allow for a
deducti on.

10: 35: 31 AM

REPRESENTATI VE FAI RCLOUGH i nqui red whet her Amendrment 24 affected
the charges for intra-state, inter-state, or both.

COWMM SSI ONER GALVI N responded that it would affect both and that
it would not matter either way. The only reason why the
distinction exists right now, in the context of TAPS, is because
of the dual jurisdiction that exists where FERC regulates the

inter-state transport and RCA regulates the intra-state
transport. In response to further questions from Representative
Fai rcl ough, Comm ssioner Galvin said there is litigation on [the
tariff] for inter-state transportation. He stated that

[ Amendnment 24] would treat all tariff issues, all transportation
deductions, the sane. The question is whether or not [DOR] is
going to rely upon a filed rate or upon a determ nation of what

is the reasonable cost. The current controversy that exists
outside of this is isolated to the inter-state on TAPS. But, he
continued, there wll be simlar issues associated with the

rates for any of the pipelines providing transport.
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10: 37: 02 AM

REPRESENTATI VE FAI RCLOUGH understood there is an approved FERC
ruling for inter-state transportati on costs.

COM SSI ONER GALVIN said the question is whether it would be
consi dered approved - there is an agreenent that is on file with
FERC.

REPRESENTATI VE FAI RCLOUGH further understood that it is part of
the inter-agency charges between the corporations that are in
partnership on the pipeline and new producers comng onto the
l'ine.

COWM SSI ONER GALVIN replied that it is part of the rate that the
custonmers to the line have to pay.

10: 37: 34 AM

REPRESENTATI VE FAI RCLOUGH asked whether the challenge from RCA
on the inter-state [tariff] is what is being |itigated.

COMM SSI ONER GALVIN answered that it is not a challenge by RCA
The RCA adjudicated the intra-state and came up with a different
result, so the shippers have challenged the FERC rate and are

using the RCA rate as part of their evidence. It is inportant
to note, he continued, that the issue is what rate the shipper
is allowed to deduct. It is not the rate that anybody is going
to pay; the paynent between parties is not affected. Rat her,
the issue is what the appropriate allowable rate is for
deducting transportation costs. If the issue is isolated to

TAPS, then the effect is that the owners of TAPS are going to
have to pay a rate that [DOR] determ nes is the reasonable rate,
not just the one that the owners have filed at FERC

10: 38: 51 AM

REPRESENTATI VE FAI RCLOUGH inquired whether it is the state's
assertion that deducting the FERC rate is allowing too high a
deducti on.

COM SSIONER  GALVIN replied vyes, assuming that [DOR] had
determ ned the reasonable rate would be lower than the currently
deducted rate. If this change is not made, then [DOR] woul d be
al l om ng conpanies to deduct nore than what [DOR] woul d consider
bei ng reasonabl e.
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10: 40: 13 AM

REPRESENTATI VE FAI RCLOUGH supported the admnistration trying to
establish a reasonable rate, but submtted that it is a guess.
"... Wt have a guess that is in federal law that isn't a guess
per se, that supposedly they have backup information [to]
docunent the FERC transportation, and that's what's being
chal | enged, " she sai d.

COWMM SSI ONER GALVI N responded that the question is "whether you
believe the RCA ruling to be proper or not." The RCA ruling was
an in-depth analysis of the economcs of the line and what is
filed is not based upon an econom c anal ysis. What is on file
is based upon a settlenent of a royalty dispute. There was no
federal analysis done, there was no federal backup to justify
the rate that is on file. But the question cones down to what
is the reasonable rate.

REPRESENTATI VE GUTTENBERG added that the RCA determ nation has
been t hrough adjudi cation process and the FERC has not.

10: 42: 01 AM

CO- CHAIR GATTO requested Nanette Thonpson to address the
precedi ng di al og.

NANETTE THOWPSON, Unit/Tech Support, Central Ofice, Division of
Ol & Gas, Departnent of Natural Resources (DNR), said the RCA
ruled that the allowable tariff should be considerably |ower.
That decision by the RCA was appealed to [Al aska] Superior Court
and affirmed in 2006. The superior court's decision was
appealed to the Alaska Suprenme Court. The argunment was held in
March 2007 and a ruling is being awaited as to whether or not
the RCA will be affirned. After the state proceedings went
forward, the owners of the pipeline adjusted their federal rates
to conpensate for what they had been required to reduce in their
state rates, and they filed that with the FERC. That adjustnent
was protested at FERC and it had a separate proceeding. For
FERC proceedings, cases are first referred to the National
Association of Administrative Law Judges (NAALJ), and then the
FERC deci des whether or not it will adopt the NAALJ ruling. The
NAALJ ruling came out earlier this year and it reached the sane
decision as did the RCA Adoption of the NAALJ ruling by FERC
is still pending. So, continued M. Thonpson, the issue of
whether or not the RCA correctly adjudicated the just and
reasonable rate is wunder advisement in both the state and
federal foruns.
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10: 43: 54 AM

CO CHAIR GATTO requested Mk, Thonpson's thoughts on the
"adj udi cated just and reasonabl e cl ause" wi thin Anmendnment 24.

M5. THOWPSON sai d she believed the | anguage adequately protected
DOR s interests. She understood this was the sane |anguage
adopted yesterday by the [Senate Judiciary Standing Conmittee
(SJUD)]. She said she had suggested to that committee that the
original |anguage be nodified because of the way tariff filings
work. The owners of the pipeline file a tariff and then it is a

filed rate. The process for protesting that rate conmes after
the filing. So, the shippers have to pay the protested rate
until it is adjudicated. Thus, Amendrment 24 would have the

effect of only allowng a deduction for a rate that was truly
adj udi cated as just and reasonable, rather than sinply a filed
rate.

10: 45: 41 AM

REPRESENTATI VE FAI RCLOUGH supported the anmendnment in regard to
al l owi ng reasonable costs, but said she was concerned the state
woul d be exposed to litigation if a third rate is picked while
the current |egal process is still ongoing.

COMWM SSIONER GALVIN stated that Section 1 in [HB 2001, as
introduced,] referenced the application of the statute of
[imtations such that when there was a regulatory ruling with a
retroactive effective application, the taxpayer would be able to
supply an anmended tax return and the statute of Ilimtations
woul d then respond to that tax return. He said he thought the
risk of ancillary litigation would be mninml because it would
all center on the primary issue of that regulated rate and, by
having this connection, the decision on that regulated rate
would just roll into the tax issue.

M5. THOWPSON, in response to Co-Chair Gatto, said she believed
Comm ssi oner Gal vin had answered correctly.

JULIE HOULE, Resource Evaluation, Central Ofice, D vision of
Ol & Gas, Departnent of Natural Resources (DNR), in response to
Co-Chair Gatto, said she was not qualified to talk to the
af orenenti oned i ssue.

10:48: 50 AM
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REPRESENTATI VE ROSES observed that this was not in either CSHB
2001(0C&G or ACES [HB 2001, as introduced]. He asked whet her
this was sonething forgotten in the original bill or something
that had transpired afterward that necessitated this be added.

REPRESENTATI VE GUTTENBERG replied that he was working on this
outside of the admnistration's interest and that he and the
adm ni stration just happened to find a comon point right here.
So, it is a shared interest, he said.

COW SSI ONER GALVIN explained that this was not sonething the
adm nistration had included in the original bill; it came up
through the interest of |egislators. The adm nistration was
approached by a nunber of l|egislators, he said, "and this is our
response to ... the concern that was brought to our attention.”

10: 49: 54 AM

CO CHAIR JOHNSON asked what would happen to that portion of a
[taxpayer's] credit that was taken beyond the ruled anount if
the systemis left as it is and the state ends up being right.

COM SSIONER  GALVIN replied t hat t he issue with t he
retroactivity would rest upon the decision and what had been
appeal ed. He said he did not believe that the rate is under
appeal - as it relates to the owners of the pipeline - and that
he did not think this would be changed by the regul atory agency
through this process. When discussing the difference between
what is reasonable and what is actual, the question does not
totally revol ve around whether the regulatory agency is going to
change the filed rate. He said the state faces multiple
jurisdictions and nultiple affected parties and this would
establish a single nmethod of determning what the appropriate
deduction is. If a ruling affected a tariff that had already
been paid, that taxpayer could conme back with an amended filing.
"It doesn't necessarily nmean that it's going to result in the
rate being brought to what we would consider to be the
reasonabl e rate,” he said.

CO-CHAIR JOHNSON said he was still wunclear about what would
happen with the excess credit.

COW SSIONER  GALVIN stated that it is a deduction that a
taxpayer is taking based upon what is claimed to be the
transportation costs.

10: 52: 24 AM
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CO CHAI R JOHNSON i nquired whether the state would have a way to
recoup the noney, with interest, should a deduction be proven
invalid through adjudication or sonme other process.

COMM SSI ONER GALVI N responded yes. The taxpayer would have to
file an anmended return with the state if the regulatory agency
ruled that the rate was i nproper. In further response to Co-
Chair Johnson, Comm ssioner @Glvin said that the state could
recover the noney if the rate that was paid was determ ned by
the regul atory agency to be inproper.

10: 53: 30 AM

CO CHAI R JOHNSON asked if the state would be required to wite a
check to the taxpayer should the rate be determ ned
i nappropriate in the taxpayer's favor.

CO CHAIR GATTO added that this would also apply if the rate is
correct.

COW SSI ONER GALVIN stated that, under current |aw, the answer
woul d be what the taxpayer's actual expenditures were. | f
adj udicated to have wunderpaid and forced by the regulatory
agency to pay nore, the taxpayer could seek a refund of overpaid
taxes by filing an anmended return that showed costs had
i ncreased for that fiscal year.

CO- CHAI R JOHANSON understood that there is, then, a nechanismin
pl ace for recovering the noney.

COM SSI ONER GALVIN replied that the nechanism for recovering
the noney is not reliable in the sense that it is only a matter
of what has been chall enged. It is basically a situation of
relying upon the owners of the pipeline to challenge thenselves
in order for that to be brought to bear in the manner described
by Co-Chair Johnson. What [DOR] is saying is that it is not
going to rely upon that situation

10: 55: 32 AM

CO CHAI R JOHNSON i nquired whether it was thought that a taxpayer
woul d not chal |l enge sonething that the taxpayer deened to be in
its favor.

COWM SSI ONER GALVIN stated that any determnation as to what a
reasonable rate is would have to be defended from potential
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chal l enge. The question is whether [DOR] is going to rely upon
a determnation of what is reasonable or upon the rate filed by
t he taxpayer.

CO CHAIR JOHNSON contended that what would be relied upon if
Amendnment 24 passed 1is [the state's] guess versus [the
t axpayer's] guess versus what sone court cones up with

10: 56: 41 AM

REPRESENTATI VE SEATON pointed out that there are two different
i ssues here. One issue is a settlenment rate, a negotiated rate,
that was filed for royalty purposes and this rate is now being
applied as an expense against the net profits tax. This royalty
settlement rate was filed with FERC but never adjudicated. The
second issue is whether this negotiated royalty rate should be
considered a just and reasonable rate for |ease expenditure
deductions from the petroleum profits tax (PPT), even if the
settlenent rate continues for royalty oil. He said the RCA has
determ ned what a reasonable charge is [for royalty oil], but
such a determ nation has not been undertaken by FERC. There is
definitely nothing from FERC relating to PPT. He supported
Anmendnent 24.

10: 58: 41 AM

REPRESENTATI VE ROSES asked how far back this would have an
effect.

COWM SSI ONER GALVIN said it would only affect the effective date
of the bill.

REPRESENTATI VE ROSES gave a hypothetical exanple of a January
2008 effective date and inquired whether any returns filed in
t he past woul d be revi ewed.

COWM SSI ONER GALVI N responded that they would be based upon the
existing law that has the three-part test and [DOR] would be
primarily bound by the filed rate.

10: 59: 27 AM

REPRESENTATI VE ROSES asked whether it was correct that a
t axpayer would file an amended return for additional deductions
if the rate was re-determ ned.

COWMM SSI ONER GALVI N said correct.
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REPRESENTATI VE ROSES understood that under the committee's
actions of yesterday, the statute of I|imtations would be
extended if a taxpayer filed an anended return. He inquired
whet her Anendnent 24, coupled with yesterday's actions, would
mean that returns could now be audited for up to six years after
a rate re-determnation

COW SSI ONER GALVIN said he did not see a link between the two
in terns of adding additional exposure. If a taxpayer was
required to file an anended return because of an agency
deci sion, [Amendnent 24] would not add or subtract from past
years' exposure to the risk of having to file an anended return

11: 01: 00 AM

CO- CHAIR GATTO interjected that he thought the question was when
did the clock start on an anended return.

COM SSIONER GALVIN said the clock starts when the anmended
return is filed for the purposes of what is in the anended
return.

CO- CHAIR GATTO interjected that it is just on the anended part
and the rest of the return is back dated to when it was fil ed.

COM SSI ONER GALVIN stated that if there is a decision now that
affects a past tax year, [Anendnent 24] would not change the
effect of having to do the anended return for that past tax year
because it is a new rule that noves forward.

REPRESENTATI VE ROSES said this would depend on what is set as
the effective date.

COWMM SSI ONER GALVI N responded correct.
REPRESENTATI VE ROSES conmented that he thought there was sone
di screpancy over this and there would likely be considerable

debate about it.

11: 01: 59 AM

REPRESENTATI VE W LSON inquired whether an anended return filed
after the anendnent's effective date would be subject to the
amendnent's provi sions.
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COWMM SSI ONER GALVI N expl ained that the date of the tax return is
not controlling because the tax return reflects the taxes that
are due for a particular period of tine. Thus, a tax return
filed in March [2008] for the calendar year 2007 tax wll be
under the existing | aw

REPRESENTATI VE W LSON understood this nmeans that it depends on
what the laws were for the tax year that the paperwork is being
used for.

COWM SSI ONER GALVI N said yes, it would be what the effective |aw
was during that tax year.

11: 03: 57 AM

REPRESENTATI VE FAI RCLOUGH noted that the question for her is the
uncertainty of [litigation. She said that wunder the current
system there is a recouping mechanism that provides for the
state to receive interest. This legislation would result in the
state guessing at a nunber, she argued, and the state would be
exposed to liability for paynent of penalties should the
t axpayer prevail in litigation. She hoped the state would use a
nunber estimted fromthe RCA docunent.

CO- CHAI R JOHNSON asked what the amount of credit woul d be.

COMM SSI ONER GALVIN replied that the difference between the FERC
and RCA rates - relating just to the TAPS issue and not to any
other rate - is approxinmately $160 m i on.

CO CHAIR JOHNSON submtted that passage of [Amendnent 24] would
result in a $1.6 billion tax increase to the oil conpanies, at
today's rate.

COWM SSI ONER GALVI N said his staff is working on the nunbers for
the different changes being made to the bill.

11: 06: 37 AM

CO CHAI R JOHNSON remarked that adding $100 million here and $1
billion there would quickly result in real taxes.

COCHAIR GATTO said he did not see [Anendnment 24] as an
additional tax, but rather a truing up of the correct charges.
He guessed that the people paying those rates were aware that
the rates were being challenged and have stashed noney away for
this purpose. Wiy should the rates be different for one drop of
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oil in the pipeline that goes to a ship and one drop of oil in
t he pipeline that goes sonepl ace el se, he asked.

REPRESENTATI VE GUTTENBERG understood that the state and the
producers are already under maxi mum exposure because it is going
through the state court system after having been already decided
by the RCA, and then FERC may or my not challenge it into
federal court. What this boils down to is who determ nes what
the calculation is on the tax - the state or the producers.

CO CHAI R JOHNSON mai ntai ned his objection to Anmendnent 24.

A roll call vote was taken. Representati ves W/ son, Seaton,
Guttenberg, Edgnon, Kawasaki, and Gatto voted in favor of
Amendrent 24, as anended. Represent ati ves Roses, Fairclough,
and Johnson voted against it. Therefore, Amendnent 24, as

anended, was adopted by a vote of 6-3.

11:10: 25 AM

REPRESENTATI VE GUTTENBERG noved that the commttee adopt
Amendnent 25, | abel ed 25- GHOO014\ L. 34, Luckhaupt / Bul | ock
11/ 3/ 07, which read [original punctuation provided]:

Page 25, line 15, following "e":

Insert "or (k)"

Page 29, following line 12:

Insert a new bill section to read:

"* Sec. 34. AS 43.55.165 is anended by adding a new
Subsection to read:

(k) A producer's |ease expenditures with respect
to oil and gas produced from each |ease or property
within a unit from which 1,000, 000,000 BTU equi val ent
barrels of oil or gas have been cunul atively produced
by the close of the nost recent cal endar year and from
which the average daily oil and gas production during
the nost recent calendar year exceeded 100,000 BTU
equi valent barrels shall be determned according to
this subsection. A producer's |ease expenditures for
purposes of AS 43.55.160 shall be wequal to the
quotient obtained by dividing the producer's |ease
expenditures for each |ease or property reported on
the producer's tax return for 2006 by the total
taxable production of each I|ease or property as
reported on the producer's tax return for 2006,
mul tiplied by the producer's total taxable production,
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in BTU equivalent barrels, during the cal endar year.
Commenci ng January 1, 2009, for cal endar year 2009 the

quoti ent obtained in this subsection shall be
increased by three percent. For each calendar year
thereafter, the previous vyear's quotient shall be

i ncreased by three percent.™
Renunber the follow ng bill sections accordingly.

Page 30, followi ng line 15;:

Insert a new bill section to read:

"* Sec. 36. AS 43.55.180(b) is anended to read:

(b) The departnent shall prepare a report on or
before the first day of the 2011 regular session of
the legislature on the results of the study nmade under
(a) of this section, including recomendations
concerning the amount of |ease expenditures specified
under AS 43.55.165(k) and [AS TQ whether any other
changes should be made to this chapter. The depart nent
shall notify the legislature that the report prepared
under this subsection is avail able.™

Renunber the followi ng bill sections accordingly.

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

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

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

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

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

Page 33, line 21:

Del ete " 38"
| nsert "40"

HOUSE RES COW TTEE - 20- Novenber 4, 2007



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

CO CHAI R JOHNSON obj ected to Amendnent 25.

REPRESENTATI VE SEATON obj ected to Anendnent 25.

The committee took an at-ease from11:11 a.m to 11:12 a.m
REPRESENTATI VE GUTTENBERG said Amendnent 25 had been a work in
progress for several nonths and nany of his colleagues had

coll aborated on it.

11:12: 47 AM

REPRESENTATI VE GUTTENBERG restated his earlier notion to adopt
Amendnent 25.

CO CHAI R JOHNSON restated his objection to Anmendnment 25.

REPRESENTATI VE GUTTENBERG said Anmendment 25 would establish a
fi xed deduction of expenditures that applies only to the |egacy
fields. Unlike ACES [HB 2001, as introduced), CSHB 2001( (&G,
and PPT where everything is fluid all the time, Amendnent 25
woul d establish a set nunber and everything would have a place
fromwhich to build off of.

JOHN MESSENGER, Staff to Representative Beth Kerttula, Al aska
State Legislature, described the PPT as being a very conplicated
and conplex tax wth a lot of anbiguity that results in
controversy. He said Amendnent 25 would provide that the |ease
expenditure deductions of a l|legacy field producer be a fixed
nunber based upon the anmount reported on the producer's 2006 tax
return. Then, that amount would be adjusted annually by 3
per cent . In 2011, the commissioner's report to the |egislature
on PPT would be required to include a recommendation as to how
this deduction should be changed, if at all, going forward in
the future.

11:16: 34 AM

CO- CHAIR JOHNSON called a point of order. The commttee is not
dealing with PPT so there is no 2011 date, he stated.
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CO CHAI R GATTO i nqui red whet her the annual 3 percent increase in
t he deduction woul d be conmpounded each subsequent year.

MR. MESSENGER responded that it would be conpoundi ng.
REPRESENTATI VE ROSES surm sed this would nean that the allowable
deductions for |ease expenditures would be increased by 3
percent regardl ess of what the expenses actually were.

MR. MESSENGER sai d correct.

11:17: 23 AM

REPRESENTATI VE ROSES related that in previous presentations the
adm nistration, along wth every expert, testified that the
reason the projected revenue stream under the current PPT fell
short was because costs doubl ed. Mat hematically that is a 100
percent increase; thus, wunder this scenario for 2007, [the
producer] would be allowed to deduct 3 percent of that 100
percent increase. Does this nmean that [the producer] would be
expected to absorb the other 97 percent of the expenses, he
asked.

MR. MESSENGER replied yes. \Watever was reported in 2006 could

be deducted on the taxpayer's next return. It is essentially a
standard deduction, a fixed nunber, that does not require
auditing and adjustnent. The benefit would be that it is fixed

and both parties can go forward fromthere.

11:18: 48 AM

REPRESENTATI VE ROSES requested that M. Porter be called forward
to discuss this issue. He was concerned that [Anmendnent 25]
takes the net process and turns it into a nodified gross inside
t hat net process.

REPRESENTATI VE SEATON understood that [Amendnent 25] would still
allow the capital to go forward; but | ease expenditures are both
capital and operating. Is this supposed to be limted to
operating expenses, he asked.

MR. MESSENGER said it would affect the deduction which is a
fi xed nunber. Credits for capital expenditures would be taken
on top of the deduction.

11:19: 54 AM
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REPRESENTATI VE SEATON asked where Representative Quttenberg
intended to go wth this. Rat her than pronoting capital
expenditures to slow decline, he said, this would give a person
in harvesting node with no expenditures the sane 3 percent

deduction as a person having lots of expenditures. Ther ef or e,
it would give nore percentage deduction to a harvester than to
soneone in a legacy field expending capital for infield
drilling.

REPRESENTATI VE GUTTENBERG answered that capital expenditures
would still be allowed on top of this. He said that there has
been a lot of discussion about the efficiencies in the |egacy
fields and the way deductions are done and that he thought the 3
percent increase gave the producers a |lot of w ggle room

11: 21: 26 AM

CO CHAIR GATTO inquired whether the intent is to give only a
standard deduction with no option to item ze deducti ons.

REPRESENTATI VE GUTTENBERG said yes. There would an escal ator on
top of that so [the deduction] would be increasing. The [ DCR]
conmi ssioner would then nmake recomrendations in 2011, the
reporting date in PPT that is in statute.

11: 22: 03 AM

CO CHAIR GATTO requested M. Porter to speak to the effects of
Amendrent  25.

STEVE PORTER, Consultant to the Legislative Budget and Audit
Commttee, Al aska State Legislature, explained DOR s nethodol ogy

for calculating the PPT: value, mnus capital and operating
costs, tines the tax, equals the taxable value. He said he
t hought that capital and operating costs are the deduction
pi ece. The credit piece, which is at 20 percent of capital
credits, is what [Representative Cuttenberg and M. Messenger]
have said would not be affected. The deductible capital and

operating expenses would be fixed at a point in tinme by the
met hod in [ Anendnent 25] and then [increased] 3 percent per year
over the course of the future.

11: 23: 05 AM

COCHAIR GATTO surmsed that this would be regardless of the
actual expenditures.
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MR. PORTER replied correct. He said that on the issue of
operating expenses (opex) 3 percent per year is roughly what
woul d be expected to occur, all things being equal. He gestured
that oil prices are going up and stated that the problemis that
this would affect the opex piece so that it would not flow
snoothly within 3 percent. The capital expense (capex) issue
woul d be exacerbated substantially, he continued. When the
price of oil goes up, an individual taxpayer mght spend $150
mllion a year; and when the price of oil goes down, that
t axpayer might reduce spending to $5-$10 nmillion per year.
Thus, he advised, the 3 percent did not have as clean of an
effect on the capex side and a substantial deduction in the

capital would be lost - the piece that [the state] really wants
to encourage. The opex would not be quite as inpacting,
al though it would still rise and fall.

11:24: 41 AM

REPRESENTATI VE ROSES reiterated that [Amendnent 25] appears to
have the affect of taking a net system and nodifying it so that
a portion of it behaves like a gross. He presented a scenario
in which a taxpayer's allowable deduction was $150 mllion in
expenses in 2010 and only $5 mllion in expenses in 2011. Thus,
in 2011, the taxpayer would receive a deduction of $150
[mIlion] increased by 3 percent. "So," he said, "if expenses
actually went down we would basically be giving themthe oil."

MR. PORTER pointed out that the 3 percent would be based on
what ever happened in 2006 and that the nunber would be fixed

whet her or not [the taxpayer] was aggressive. | f the taxpayer
did not spend any nore than that over time the 3 percent would
probably be snooth; but, if expenditures decreased, then it is

correct that [the state] would be giving away val ue.

11:26: 21 AM

REPRESENTATI VE FAI RCLOUGH asked whether legacy fields paid a
royalty.

COM SSIONER  GALVIN said yes. In further response to
Representative Fairclough, he stated that the rate is roughly
12.5 percent.

REPRESENTATI VE FAI RCLOUGH inquired whether this is a flat rate
such that it acts |ike a gross tax.
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COM SSIONER  GALVIN responded vyes, the only deduction is
transportati on expenses.

REPRESENTATI VE FAI RCLOUGH asked whet her the admnistration
supported Amendnment 25.

COWMM SSI ONER GALVI N said no, not in its present form

11: 27: 38 AM

CO- CHAIR JOHNSON asked how much nore [Amendnment 25] would bring
into the treasury.

COM SSI ONER GALVIN answered that it would be indeterm nate at
this point for the reasons that were alluded to. | f costs or
i nvestment went down, this would cost the state nore because the
deductions would be fixed at a higher rate than what was being
experienced. I f expenditures or investnment went up, then it
would result in bringing in nore noney because of the costs
being fixed at a rate | ower than what was bei ng experienced.

11: 28: 20 AM

CO CHAIR JOHNSON inquired whether there was a chance that this
woul d encourage | ess production.

COM SSIONER GALVIN replied that Amendnent 25, as described,
encapsul ated both operating expenditures and capital investnent.
Therefore, it wuld cap the incentive for naking capita
investnment at the rates that the state experienced | ast year.

CO CHAI R JOHNSON stated that he was hesitant to do anything that
could potentially reduce the anmount of barrels going down the
pi pel i ne.

REPRESENTATI VE GUTTENBERG poi nted out that [Anmendnent 25] would
only affect the legacy fields. Explorers would still be covered
under ACES [HB 2001, as introduced]. This was not designed to
raise funds, he said, it was designed for the state to have a
view of the operating costs. He acknow edged that noney m ght
be left on the table, but that until 2011 the state would be
trading the noney for an understanding of its oil patch.

11: 30: 46 AM

REPRESENTATI VE ROSES understood that the |egacy fields are where
75-85 percent of all the potential oil lays and incentivizing
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that is essential because it is nmuch nore expensive to extract
due to the technol ogy, heavier oil, and nore production costs.
He further understood that at the current rate of costs, it is
estimated that it could cost nearly $50 per barrel to extract
that oil from the ground. He said if it was him he would not
invest a dinme if he was limted to 2006 costs at a 3 percent
inflation rate and he knew that his costs would be far higher
than this all owabl e anmount.

MR. PORTER responded that a standard deduction mght distort
i ndustry's decision maki ng because industry mght then choose to
spend its noney on |lower cost exploration like in-fill drilling
rat her than higher cost exploration |ike the Wst Sak.

11: 34: 00 AM

REPRESENTATI VE ROSES asked what affect this would have on the
progressivity piece that had al ready passed.

COMM SSI ONER GALVI N guessed the effect would be a fixing of the
cost portion of the margin calcul ation. A progressivity based
upon a net or marginal trigger would - through this mechanism -
fix the cost portion and result in the price becomng the
primary driver of that margin because it would not slide if
costs were going up or going down. The margin would not be
based upon actual margin; rather, it would be based on the 2006
nunber and whatever the price change is.

CO CHAI R GATTO agreed with Representative Roses.

11: 35: 07 AM

REPRESENTATI VE ROSES inquired whether he was correct in
understanding that if actual deductions were disallowd and
deductions were instead based on a 3 percent increase each year
from 2006, the effect would be that the trigger point would
occur earlier and the progressivity would go nuch faster.

COMM SSI ONER GALVIN said this would be correct "in the situation
where actual costs have gone up and we've fixed it |ow'. [ The
adm ni stration] does not support the way this is structured, he
advi sed, but is synpathetic to the ideal behind it - the idea
being the issue of the state noving into a net tax, DOR trying
to get new auditors, and a sense of uncertainty with regard to
what the public's expectation is. This is trying to capture
sonme sense of seeing how things go for a couple of years before
taking the "training wheels off" and letting it run. He said
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that from his perspective [Anendnment 25] would limt investnents
because it involves capital expenditures as well as operating
expendi t ur es. It would also create sone issues in regard to
valuation and if audits determned that the 2006 nunmbers were
inaccurate then that would end up replicating itself for a
nunber of years.

11: 37: 08 AM

CO CHAIR GATTO surm sed that this would decrease the requirenent
for additional auditors.

COWM SSI ONER GALVIN said, "Only to the extent that we are not
actually giving you a report in 2011 that reflects experience."
In further response to Co-Chair Gatto, he said that [DOR] woul d
still have to audit the capital expenditures because [the
taxpayers] are getting a credit on that above and beyond this.
Additionally, he assuned that the |egislature would want to know
the actual expenditures when it considers DOR s reconmendations
in 2011 and this would require auditing functions. Therefore

this would not substantially dimnish the auditing; it would
just elimnate the effect of it on the tax reviews.

11:38:14 AM

CO CHAIR GATTO presuned that if this was put in place in
Novenber 2007, then in 2011 it would be a way for determ ning
what the differences woul d have been in the tax coll ected.

COW SSI ONER GALVI N sai d sure.

CO CHAIR GATTO commented that it would not be a difficult task
to pick several returns and run them through 2010 and then
generate a report.

REPRESENTATI VE ROSES said he hoped a decision was not being nade

based on whether or not additional auditors would be needed. He
call ed the questi on.

CO- CHAIR GATTO responded that his auditor questions were
rhetorical.

The conmittee took a nonentary at-ease.

11:39: 51 AM
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CO-CHAIR GATTO announced that the commttee would vote on
whether to limt the debate on Arendnment 25.

A roll call vote was taken. Represent ati ves Roses, Fairclough

and Johnson voted in favor of the notion to Iimt the debate on
Amendnent  25. Representatives Seaton, Quttenberg, Edgnon,
Kawasaki, WIson, and Gatto voted against it. Therefore, the
notion failed by a vote of 3-6.

REPRESENTATI VE GUTTENBERG stated that his reason for bringing
Amendnent 25 forward was to expose nenbers to this big issue and
have them develop an wunderstanding of the topic through
di scussi on because it would be coming up in other commttees and
on the floor. He said Amendnent 25 had been drawn to CSHB
2001(0C&GE prior to seeing the other anendnents before the
conmittee.

REPRESENTATI VE GUTTENBERG wi t hdrew Amendnent 25.

CO CHAIR GATTO held Anmendnent 26, the replacenent for Amendnent
1 from Representative Seaton, for |later consideration

REPRESENTATI VE GUTTENBERG wi t hdr ew Anmendnent 27

11:47: 36 AM

REPRESENTATI VE GUTTENBERG noved that the commttee adopt
Amendnent 28, |abeled 25-GH0014\L.69, Cook/Bullock, 11/3/07,
whi ch read [original punctuation provided]:

Page 17, line 11:
Del ete " 60"
Insert "120 [60]"

Page 17, lines 14 - 17:

Delete "if the applicant is required wunder
AS 43.55.030(a) to file a statenent on or before
March 31 of the year following the calendar year in
which the qualified capital expenditures or carried-
forward annual loss for which the credit is clained
was incurred,"”

Insert "[IF THE APPLICANT 1S REQU RED UNDER
AS 43.55.030(a) TO FILE A STATEMENT ON OR BEFORE MARCH
31 OF THE YEAR FOLLOW NG THE CALENDAR YEAR IN VH CH
THE QUALI FI ED CAPI TAL EXPENDI TURES OR CARRI ED- FORWARD
ANNUAL LOSS FOR WHICH THE CREDIT 1S CLAIMED WAS
| NCURRED, | "
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Page 17, line 18, following "filed":
Insert "for the calendar year in which the

qualified capital expenditure or carried-forward
annual loss for which the credit is clainmed was
i ncurred"

Page 21, |ine 21:

Del ete "and"
Page 21, line 30, followng "matters":
Insert "; and

(6) assess against a person required under
this section to file a report, statenent, or other
docunent a penalty, as determned by the departnment
under standards adopted in regulation by the
departnment, of not nore than $1,000 for each day the
person fails to file the report, statenment, or other
docunent 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
sane nmanner as a tax deficiency under this title"

CO- CHAIR JOHNSON objected to Amendnent 28 for purposes of
di scussi on.

REPRESENTATI VE ROSES obj ected to Amendnent 28.

11:47: 50 AM

REPRESENTATI VE ROSES said he thought Anmendnent 7 that passed
yesterday already acconplished the provision included on page 2
[ paragraph (6)] of Anmendnent 28.

REPRESENTATI VE GUTTENBERG wi t hdr ew Anmendnent 28.

11:48: 44 AM

REPRESENTATI VE GUTTENBERG noved that the commttee adopt
Amendrent 29, | abeled 25-GH0014\L.51, Kurtz/Bullock, 11/3/07,
whi ch read [original punctuation provided]:

Page 1, line 8, follow ng "supervisors;"
Insert "establishing an oil and gas tax credit
fund and aut horizing payment fromthat fund;"

Page 17, line 6, follow ng "person":
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| nsert or obt ai n a cash paynent under

AS 43.55. 028"

Page 17, following line 22:

Insert a new bill section to read:

"* Sec. 24. AS 43.55.023(g) is anended to read:

(9) The issuance of a transferable tax credit
certificate under (d) of this section or the purchase
of a certificate [ISSUANCE OF A CASH REFUND] under
AS 43.55.028 [(f) OF THIS SECTION] does not limt the
departnment's ability to later audit a tax credit claim
to which the certificate relates or to adjust the
claimif the departnent determines, as a result of the
audit, that the applicant was not entitled to the
amount of the credit for which the certificate was
issued. The tax liability of the applicant under
AS 43.55.011(e) and 43.55.017 - 43.55.180 is increased
by the anobunt of the credit that exceeds that to which
the applicant was entitled, or the applicant's
avai l abl e valid outstanding credits applicabl e against
the tax levied by AS 43.55.011(e) are reduced by that
anmount. |If the applicant's tax liability is increased
under this subsection, the increase bears interest
under AS 43.05.225 from the date the transferable tax
credit certificate was issued. For purposes of this
subsection, an applicant that is an explorer is
considered a producer subject to the tax levied by
AS 43.55.011(e)."

Renunber the follow ng bill sections accordingly.

Page 18, followi ng |Iine 25;:

Insert a new bill section to read:

"* Sec. 27. AS 43.55 is anmended by adding a new
section to read:

Sec. 43.55.028. QI and gas tax credit fund
est abl i shed; cash pur chases of t ax credit
certificates. (a) The oil and gas tax credit fund is
established as a separate fund of the state. The
pur pose  of the fund is to purchase certain
transferable tax «credit certificates issued under
AS 43.55.023 and certain production tax credit
certificates issued under AS 43.55. 025.

(b) The oil and gas tax credit fund consists of

(1) noney appropriated to the fund,
i ncluding any appropriation of the percentage provided
under (c) of this section of all revenue from taxes
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levied by AS 43.55.011 that is not required to be
deposited in the constitutional budget reserve fund
established in art. 11X sec. 17(a), Constitution of
the State of Al aska; and

(2) earnings on the fund.

(c) The applicable percentage for a fiscal year
under (b)(1) of +this section is determned wth
reference to the average price or value forecast by
the departnent for Alaska North Slope oil sold or
ot herwi se disposed of on the United States Wst Coast
during the fiscal year for which the appropriation of
revenue from taxes levied by AS 43.55.011 is nmde. |If
that forecast is

(1) $60 a barrel or higher, the applicable
percentage is 10 percent;

(2) less than $60 a barrel, the applicable
percentage is 15 percent.

(d) The departnment shall manage the fund.

(e) The depart nent may, on the witten
application of the person to whom a transferable tax
credit certificate has been i ssued under

AS 43.55.023(d) or a production tax credit certificate
has been issued under AS 43.55.025(f), use available
nmoney in the oil and gas tax credit fund to purchase,
in whole or in part, the certificate if the departnent
finds that

(1) the calendar year of the purchase is
not earlier than the first calendar year for which the
credit shown on the certificate would otherw se be
allowed to be applied against a tax;

(2) wthin 24 nonths after applying for the
transferable tax credit certificate or filing a claim
for the production tax «credit certificate, t he
applicant incurred a qualified capital expenditure or
was the successful bidder on a bid submtted for a
| ease on state | and under AS 38. 05.180(f);

(3) the anount expended for the purchase
would not exceed the total of qualified capital
expenditures and successful bids described in (2) of
this subsection that have not been the subject of a
finding made under this paragraph for purposes of a
previ ous purchase of a certificate;

(4) the applicant does not have an
outstanding liability to the state for unpai d
del i nquent taxes under this title;

(5) the applicant's total tax liability
under AS 43.55.011(e), after application of all
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avai lable tax credits, for the calendar year in which
the application is nade is zero;

(6) the applicant's average anount of oil
and gas taxable wunder AS 43.55.011(e) and produced
each day during the calendar vyear preceding the
cal endar year in which the application is nmade was not
nore than 50,000 BTU equi val ent barrels; and

(7) the purchase is consistent with this
section and regul ati ons adopted under this section.

(f) Money in the fund remaining at the end of a
fiscal year does not |apse and remains available for
expenditure in successive fiscal years.

(9) The departnment nmay adopt regulations to
carry out the purposes of this section, including
standards and procedures to allocate avail able noney
anmong applications for purchases the total anount of
whi ch exceeds the anpbunt of available noney in the
fund.

(h) Nothing in this section creates a dedicated
f und.

(1) In this section, "qualified capital
expendi ture” has the meaning given in AS 43.55.023."

Renunber the followi ng bill sections accordingly.

Page 31, |ine 25:
Del ete "Sections 24, 25, 32 - 34, and 37"
| nsert "Sections 25, 26, 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"
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| nsert "sec. 31"

Page 32, line 3:
Del ete " 29"
| nsert "31"

Page 32, following line 3:
| nsert a new subsection to read:

"(e) Section 24 of this Act applies to
transferable tax «credit certificates issued under
AS 43.55.023(d), as anended by sec. 23 of this Act,
and to transferable tax credit certificates issued
under AS 43.55.023(d), in effect before January 1,
2008, for which a cash refund has not been issued
under AS 43.55.023(f) before January 1, 2008."

Page 32, |ine 31:
Del ete "secs. 24, 25, 32 - 34, and 37"
| nsert "secs. 25, 26, 34 - 36, and 39"

Page 33, line 2:
Delete "26, 27, 31, and 38"
| nsert "24, 27 - 29, 33, and 40"

Page 33, following |ine 10:

Insert a new bill section to read:

"* Sec. 43. The uncodified law of the State of

Al aska i s anended by adding a new section to read:

TRANSI TI ON: PENDI NG APPLI CATI ONS. | f an
application nmade under AS 43.55.023(f) is received by
t he Departnent of Revenue before January 1, 2008, and
is still outstanding on that date, the application is
considered to be an application under AS 43.55.028,
enacted by sec. 26 of this Act."

Renunber the follow ng bill sections accordingly.
Page 33, lines 19 - 20:

Del ete "Sections 24, 25, 32 - 34, and 37"

I nsert "Sections 25, 26, 34 - 36, and 39"
Page 33, line 21:

Del ete "26, 27, 31, and 38"

I nsert "24, 27 - 29, 33, and 40"

Page 33, |ine 22:
Del ete "sec. 44"
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| nsert "sec. 47"
CO CHAI R JOHNSON obj ected to Amendnent 29.

11:49: 04 AM

REPRESENTATI VE GUTTENBERG requested Conmi ssioner Glvin to
expl ai n Arendnent 29.

COWMM SSI ONER GALVI N expl ai ned that DOR drafted this |anguage, at
Representative Guttenberg's request, to replace the [oil and gas
tax] credit fund that had been included in the original bill
The | anguage woul d ensure that the state had the ability to pay
explorers the full value of their transferable credits.

CO CHAI R JOHNSON wi t hdrew hi s objection to Anmendnment 29.

11:49: 55 AM

REPRESENTATI VE SEATON obj ected to Anendnent 29 and asked for an
expl anation of l|ines 24-25 on page 2 of the anendnent.

COM SSI ONER GALVIN said there needed to be a way to estimate
from the tax revenue the anmount of credit being generated by
expl orers. The amount wll be different depending upon the
price of oil because when the price of oil is higher a |arger
amount of tax is received than would be the case for a direct-
line percentage. There is not a direct relationship between the
price and the investnent that results in the credit the
follow ng year. Thus, to prevent generating nore noney than
needed, the percentage would be reduced when the price went
above $60.

11:51: 37 AM

CO- CHAIR GATTO inquired whether this would be hel pful, hurtful
or of no consequence.

COM SSI ONER GALVIN stated that it should be of no consequence
because the noney in the fund ends up being appropriated anyway.
It was only a matter of identifying it for the purpose of
putting it to the explorer credits.

11:51: 53 AM
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REPRESENTATI VE ROSES asked whether [Amendment 29] returned the
| anguage to that of [HB 2001, as introduced,] rather than
CSHB 2001( C&G) .

COWM SSI ONER GALVI N answer ed yes.

REPRESENTATI VE ROSES said he supported the anendnent with m xed
enotion because if it passed the Al aska Retirenent Mnagenent
(ARM Board would not have an opportunity to quickly recoup a
ot of noney to help pay off the liability for the Public
Enpl oyees' Retirenment System (PERS) and the Teachers' Retirenent
System ( TRS).

11:52: 25 AM

CO- CHAIR GATTO inquired whether this would be detrinental to the
ARM Board even though Comm ssioner Glvin said it would be
i nconsequenti al .

REPRESENTATI VE ROSES replied no. He related that there is a
bill [HB 48] currently noving through the |egislature that would
allow the ARM Board to purchase tax credits at a rate of 92
percent of their value. For exanple, the ARM Board would be
able to purchase $100 nmillion of credits for $92 mllion and
then gain an $8 mllion profit in one day by cashing the credits
into the state for full value. If this were done 24 tines a
year for 3 years the liability for PERS and TRS would no | onger
anount to much, he said. Under [Anmendnent 29] the state would
be setting up a fund and anyone wanting to sell credits would
sell themto the state at 100 percent, so there was no reason to
believe that an explorer would want to give up 8 percent just to
make the ARM Board happy.

11:53: 47 AM

CO- CHAIR JOHNSON stated that the aforenentioned was exactly why
he did not support the anendnment even though he understood the
reason for the amendnent. The state's outstanding liability is
huge, he said, and if the state is going to save the noney then
it should do something with it.

REPRESENTATI VE ROSES responded that while he appreciated the
support for the ARM Board, he guessed that the state would be
better off by giving that 8 percent to the explorer to generate
nore revenue so that the state could then take care of the PERS
and TRS liability. Therefore, he supported the anendnent in
order to keep the pipeline full.
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11:54: 57 AM

REPRESENTATI VE SEATON noved Conceptual Amendnent 1 to Anmendnent
29 that "would establish the fund, but would keep our $25

mllion |imt that 1is existing in current law for direct
rei mbursenent . He said he was not opposed to establishing the
fund in order that DOR could have the appropriations wthout
having to ask for supplenentals. |In response to Co-Chair Gatto,

he said he believed the affected |anguage would be on pages 2
and 3 of Amendnent 29, but that he would like to leave it up to
Legal Services to put the |anguage in the appropriate place.

11:56: 45 AM

REPRESENTATI VE ROSES objected to Conceptual Anmendnment 1 to
Amendnent 29 for discussion purposes. He inquired why the [$25
mllion] cap was renoved from ACES [ HB 2001, as introduced].

COM SSI ONER GALVIN answered that many of the explorers were
generating credits far in excess of the $25 nillion and the
i ssue was being brought forward because of the experience that
[DOR] was having in trying to transfer the amount in excess of
the $25 mllion. "That's the value that we're trying to ensure
is preserved to the explorer through this program"” he said.

11:57:22 AM

REPRESENTATI VE ROSES asked whether Commi ssioner Galvin was
saying that this would hanper the ability for sonme explorers to
capitalize that credit and hopefully use that noney to do nore
expl orati on.

COW SSI ONER GALVI N said correct.

REPRESENTATI VE  FAI RCLOUGH supported the cap in Conceptua
Amendrment 1 because one of the small conpanies had previously
testified that the system was working well and the conpany had
been able to sell its credits. Therefore, this free market
scenario provided a cost savings for the state.

11: 58: 03 AM

REPRESENTATI VE GUTTENBERG i nqui red whet her passage of Amendnent
29 with Conceptual Amendnent 1 would result in the conpanies
applying for the credits in increments of $25 million or less so
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they could get reinbursed at a faster rate by not having to wait
for appropriations fromthe | egislature.

COM SSI ONER GALVIN stated that the Iimt of $25 mllion is per
year, so it would not change how the conpanies cone forward. A
conpany woul d get the $25 million and would have to find a buyer
for the rest.

11:58: 56 AM

REPRESENTATI VE FAI RCLOUGH asked whether [DOR] had previously
requested supplenental appropriations from the |egislature for
this account.

COM SSI ONER GALVIN replied that he thought DOR had estimated
enough | ast year and did not need to request a supplenental, but
that it was already looking like this year's estimte would be
exceeded.

The commttee took an at-ease from11:59 a.m to 12:07 p.m

12: 07: 45 PM

REPRESENTATI VE SEATON wi t hdrew Anendnment 26

REPRESENTATI VE FAI RCLOUGH said she |earned from Conm ssioner
Galvin during the at-ease that she had m sspoken because under
Representative Seaton's proposal [the state] would still be on
the hook for exactly the same anount of credit as before.
Therefore, she opposed [ Conceptual Amendnent 1 to Amendnent 29].

REPRESENTATI VE W LSON inquired whether passage of [Conceptual
Amendnent 1] would allow for the ARM Board to still purchase
credits.

CO- CHAI R GATTO asked whether it reduced the anmount of noney.

REPRESENTATI VE ROSES understood that under a $25 nmillion cap,
the question would be whether the ARM Board woul d be able sel

any purchased credits to the state. He said he did not know
whet her the $25 million would trigger for the ARM Board or if it
only triggers for that individual explorer. Therefore, he

t hought it was an area "we shouldn't go."

12: 09: 49 PM
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REPRESENTATI VE SEATON noted that [Anendnment 5] adopted by the
commttee [on 11/3/07] excludes the ARM Board from the cap and
provides this exclusion under the oil statutes. However, he
pointed out, the legislature nust first pass [HB 48] to enable
the ARM Board to becone another vehicle for those transferable
credits. The rest of the transferable credits would go through
anyone that had a tax liability.

CO CHAI R JOHNSON obj ected to Conceptual Anmendnent 1 to Amendnent
29.

A roll call vote was taken. Representatives QGuttenberg, Edgnon
Kawasaki, W/ son, Seaton, and Gatto voted in favor of Conceptual
Amendnent 1 to Anendnent 29. Represent ati ves Faircl ough, Roses,
and Johnson voted against it. Therefore, Conceptual Amendnent 1
to Anendnent 29 passed by a vote of 6-3.

12:11: 59 PM

COWM SSI ONER GALVI N announced that wth Conceptual Amendnent 1
the admnistration was withdrawing its support of Amendnent 29
because "we don't need the fund if the cap is there.”

REPRESENTATI VE SEATON said he believed establishing the fund
woul d serve a definite purpose because it would provide a way to
refund the capital credits without having to estinate the anount

for the next year. This way the legislature could meke an
appropriation to the fund or the fund could generate noney. He
said that DOR still needed noney to repurchase credits

regardl ess of whether the paynment went to the person putting in
the certificates, the ARM Board, or producers that have a tax
liability.

12: 13: 58 PM

REPRESENTATI VE  ROSES  request ed a clarification of t he
adm ni stration's position.

COM SSIONER  GALVIN said he believed that the underlying
committee substitute [CSHB 2001(0&3] "doesn't change the
existing law until the cap is in place regardless.” [Amendnent
29] would repeal the portion of existing law that has the cap
and Conceptual Amendrment 1 would ensure the cap renmined. Thus,
the cap would still be there regardless of whether this
amendnent passes. Comm ssioner Galvin clarified that in regard
to the anmbunt going into the fund, the percentages used in
Amendnent 29 are based upon a fully creditable fund. I f capped
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at $25 mllion, not nearly as nuch noney would be needed as
woul d be provi ded under these percentages.

12:15: 34 PM

REPRESENTATI VE SEATON inquired how the state's liability would
be reduced for credits if the fund was capped at $25 million in
direct reinbursenent, especially if the ARM Board was allowed to
purchase and refund an unlimted anount of credits and major
producers can reduce their tax liability 20 percent. That
anmount in those different venues should be exactly the sane
anount of credits as would be issued if they were sold to those
third parties and refunded through the state.

COWM SSI ONER GALVI N explained that when [credit] is sold to a
third party the state does not issue any paynent to the
producer, it just comes in as a smaller check fromthe producer
The state only needs the fund when it is actually cutting a
check to another party. He said he did not know how an ARM
Board transfer would be done. There is no need for that nuch
noney if there is a cap of $25 million per explorer per year, he
advi sed.

12:17:40 PM

REPRESENTATI VE SEATON related that there is a Legal Services
opinion stating that even though the refund anmounts through the

ARM Board would be unlimted, there would still need to be an
appropriation; thus, it did not circunvent the appropriation
process.

CO CHAI R JOHNSON obj ected to Amendnent 29, as anended.

A roll call vote was taken. Represent ati ves Edgnon, Kawasaki
W son, Seaton, Roses, Guttenberg, and Gatto voted in favor of
Amendnent 29, as anended. Representatives Fairclough and
Johnson voted against it. Therefore, Amendnent 29, as anended,
was adopted by a vote of 7-2.

REPRESENTATI VE GUTTENBERG wi t hdr ew Amendnent 30.

12:19: 54 PM

REPRESENTATI VE GUTTENBERG noved that the commttee adopt
Amendnent 31, |abeled 25-GH0014\L.60, Cook/Bullock, 11/3/07,
whi ch read [original punctuation provided]:
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Page 17, line 24, through page 18, |ine 22:
Delete all material and insert:
"(i) For the purposes of this section,

(1) a producer's or explorer's transitional
i nvest ment expendi tures are t he sum  of t he
expenditures the producer or explorer incurred after
March 31, 2001, and before April 1, 2006, that would
be qualified capital expenditures if they were
incurred after March 31, 2006, less the sum of the
paynents or credits the producer or explorer received
before April 1, 2006, for the sale or other transfer
of assets, including geological, geophysical, or well
data or interpretations, acquired by the producer or
explorer as a result of expenditures the producer or
explorer incurred before April 1, 2006, that would be
qualified capital expenditures, if they were incurred
after March 31, 2006;

(2) a producer or explorer that did not
have commercial production of oil or gas from a |ease
or property in the state before January 1, 2008, nmay
elect to take a tax credit against a tax |evied by
[ DUE UNDER] AS 43.55.011(e) in the anount of 20
percent of the producer's or explorer's transitional
i nvestment expenditures, but only to the extent that
t he anmount does not exceed 1/10 of the producer's or
explorer's qualified capital expenditures that were
incurred after March 31, 2006, and before January 1,
2008 [ ARE | NCURRED DURI NG THE CALENDAR YEAR FOR WHI CH
THE CREDI T | S TAKEN ;

(3) a producer or explorer may not take a
tax credit for a transitional investnment expenditure

(A) for any calendar year after [THE LATER

OF

(i)] 2013; [OR

(ii) THE SI XTH CALENDAR YEAR AFTER THE
CALENDAR YEAR FOR VWHI CH THE PRODUCER FI RST APPLIES A
CREDIT UNDER THI S SUBSECTI ON AGAI NST A TAX DUE UNDER
AS 43.55.011(e), IF THE PRODUCER DID NOTI' HAVE
COVMERCI AL PRODUCTION OF OL OR GAS FROM A LEASE OR
PROPERTY | N THE STATE BEFORE APRI L 1, 2006; ]

(B) nore than once; or

(O if a credit for that expenditure was
t aken under AS 38.05.180(i), AS 41.09. 010,
AS 43.20.043, or AS 43.55.025;

(4) notwi thstanding (d), (e), and (g) of
this section, a producer or explorer may not transfer
a tax credit or obtain a transferable tax credit
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certificate f or a transitional i nvest nent
expenditure.”

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

Page 31, |ine 27:
Del ete "31"
| nsert "24, 31"

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

Page 33, line 2:
Del ete "26, 27, 31, and 38"
| nsert "24, 26, 27, 31, and 38"
Page 33, lines 19 and 20:
Del ete "Sections 24, 25, 32 - 34, and 37"
I nsert " Sections 25, 32 - 34, and 37"
Page 33, |ine 21:
Delete "26, 27, 31, and 38"
| nsert "24, 26, 27, 31, and 38
CO CHAI R JOHNSON obj ected to Amendnent 31.
REPRESENTATI VE ROSES obj ected to Amendnent 31.

12:20: 51 PM

COWM SSI ONER GALVI N stated that [Anmendnent 31] would restore the
intent of [HB 2001, as introduced,] which was to elimnate
credits for transitional investnent expenditures (TIE) from the

effective date of the bill forward. However, he noted, during
testinmony it was pointed out that sone explorers would not have
production wuntil after the effective date, resulting in the

possibility that these explorers would be wunable to take
advantage of the TIE credits during the effective time in which
TIE «credits were being provided because they are non-
transferable. Anendnent 31 would restore the elimnation of TIE
credits nmoving forward, but would allow the folks who did not
have production during that effective tine to retain their
credits for use when they do have production.
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12:22: 35 PM

COW SSIONER GALVIN, in response to Co-Chair Johnson, said the
amount of noney being tal ked about is $700 mllion over another
5 years, or about $180 million a year.

CO- CHAIR JOHNSON wunderstood that this would be extracting
another $180 million a year fromthe oil conpanies.

COWM SSI ONER GALVIN responded that that would be one way of
| ooking at it.

CO-CHAIR JOHNSON renarked that his math calculations now
indicate that "we're at $1.75 billion."

12: 23: 15 PM

COMM SSIONER GALVIN, in response to Co-Chair Gatto, said that
Amendnment 31 would preserve the credits that Pioneer Natural
Resources Conpany ("Pioneer") had earned for the investnents it
made after PPT passed until the effective date, so the conpany
woul d get the full value of those once it has production.

CO-CHAIR GATTO asked where the harm canme from if this was
hel pful to Pioneer.

COWM SSI ONER GALVI N said the harm was that CSHB 2001(0&G5 all ows
the existing producers to continue to take TIE credits into the
future and Amendnment 31 woul d cut those off.

12: 23: 58 PM

REPRESENTATI VE SEATON stated that the only cost associated with
progressivity is based on whether oil prices are above
industry's anticipated price and thus in the wndfall profit

range. So, the caveat that needs to be made with TIE credits is
that they are non-price sensitive. This distinction needs to be
made, he said, because they are two different things. He agreed
wth the three year restriction in CSHB 2001(0&5 and,
t herefore, opposed Amendment 31.

CO CHAI R JOHNSON nmi ntai ned his objection to Arendnment 31.
REPRESENTATI VE ROSES nmi ntai ned his objection to Anrendnent 31.

A roll call vote was taken. Representati ves W1 son, Edgnon,
Kawasaki, and Guttenberg voted in favor of Amendnent 31.
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Representatives Fairclough, Roses, Seaton, Johnson, and Gatto
voted against it. Therefore, Anmendnment 31 failed by a vote
of 4-5.

12: 26: 04 PM

REPRESENTATI VE EDGVON noved that the commttee adopt Anmendnent
32, |abeled 25-GH0014\L.44, Chenoweth/Bullock, 11/3/07, which
read [original punctuation provided]:

Page 1, line 7, follow ng "surcharges;"

Insert "prohibiting a producer or explorer from
receiving tax credits if certain judgnents are not
satisfied and requiring, as a condition of receiving
the tax credits, deposit of the anobunt of certain
unpaid judgnents and <certain interest on those
judgnments in the registry of the court during an
appeal ;"

Page 18, followi ng lIine 25:
Insert a new bill section to read:

"* Sec. 26. AS 43.55 is anmended by adding a new
section to read:

Sec. 43.55.028. Exceptions to tax credits. (a) A
producer or explorer may not take a tax credit wunder
AS 43.55.023, 43.55.024, or 43.55.025 if a state court
or a federal court t hat has  subj ect mat t er
jurisdiction has entered a judgnent in an anount
greater than  $100, 000 agai nst the producer or
expl orer, the producer or explorer has not satisfied
the judgnment, and the judgnent concerns a nmatter
havi ng connections with this state that are sufficient
to satisfy constitutional jurisdictional requirenents.

(b) Notwi thstanding (a) of this section, the
producer or explorer my receive a tax credit
described in (a) of this section if

(1) the judgnent is appeal ed but the appea
has not been deci ded; and

(2) the producer or explorer deposits into
the registry of the court where the judgment was
entered or the appeal is pending, in the form of cash,
bond, or other security,

(A) the full amount of the judgnment; and

(B) post -judgnent interest on the judgnent
anmount descri bed in (A of this par agr aph;
notw t hstandi ng another provision of l|aw, the post-
judgnment interest rate on a judgnent the anount of
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which is deposited
equal to the rate
explorer's capital

explorer's quarterly

Renumber the foll owin

Page 31, |ine 25:
Delete "32 - 34,
| nsert "26, 33 -

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

Page 31, |ine 29:

Del ete "Secti ons
| nsert "Sections

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 "32 - 34,
| nsert "26, 33 -

Page 33, line 2:

under (a) of this paragraph is
of return on the producer's or
as shown on the producer's or

earni ngs report."

g bill sections accordingly.

and 37"

35, and 38"
38"

39"

26 and 27"

27 and 28"

and 37"

35, and 38"

Del ete "26, 27, 31, and 38"

| nsert "27, 28, 32, and 39"
Page 33, lines 19 - 20:
Delete "32 - 34, and 37"
| nsert "26, 33 - 35, and 38"
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Page 33, |ine 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 to Amendnent 32.
CO- CHAI R ROSES obj ected to Amendnent 32.

12:26:15 PM

REPRESENTATI VE EDGVON expl ai ned that Anmendnment 32 would require
any producer or explorer against which a judgnent had been
levied in an anmount greater than $100, 000, vis-a-vis an Al askan
entity, to deposit the anobunt of that judgment into the court
registry in order to be eligible for the tax credit provisions
of HB 2001. He requested that Representative Guenberg be
all owed to explain the amendnent details.

CO CHAI R GATTO i nquired whether "certain" judgnents included the
"bi ggest - of -t he- bi ggest” judgnents as well as little judgnents.

REPRESENTATI VE EDGVON sai d that was his under st andi ng.

12: 27: 24 PM

REPRESENTATI VE MAX GRUENBERG Al aska State Legislature, stated
that Anmendnent 32 would require that to take advantage of the

tax credits in the bill, the judgnent debtor, pending the
appeal, would have to put the noney or a bond or other security
in the registry of the court. Secondly, the interest, the

anount that it would draw pending the outconme of the appeal

would be the rate of return on the producer's or explorer's
capital as shown on the producer's or explorer's quarterly
earni ngs report. This would prevent a conpany from unjustly
enriching itself with the plaintiff's noney and this is a well
recogni zed legal principle, he said. There is no reason that a
conpany should be able to use sonebody else's nobney to go into
their own pockets. The reason is because the rate of interest
on pendi ng appeal judgnents is at prime plus three percent which
i s about seven percent. This renmedy is fashioned from a federa
district court case in Mam, he said. The nane of the case is
[ Al l apattah Services, Inc. v. Exxon Mbil Corp. ("Exxon")], the
cite is 372 Federal Supplenent 1344, pages 1374-1377, from the
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southern district of Florida in 2005. According to the
docunentation in the published opinion, Exxon's own published
reports showed it was earning 23.8 percent on the noney at that

time. Under Florida |aw [Exxon] was only paying 8 percent and
on punitive damages under federal law only 3 percent, a spread
of about 16 percent. That spread would have been about 17

percent under Al aska |aw, Representative G uenberg noted. Thus,
in four and one-half years, just fromthe use of that noney, the
conpany woul d have conpletely paid for the judgnent, so it would

not cost the defendant corporation one dine. "And after that,
they would be reinbursed for their attorney's fees and after
that just nothing but profit," he said. "This would prevent

that by sequestering the noney and whoever gets the judgnent
woul d get the earnings on that. And if it were reversed by the
appellate court, then the conpany would get to keep its
earnings. And if it were affirnmed in part and reversed in part,
t he amount of noney would be divided, so it's perfectly fair."

12: 31: 40 PM

REPRESENTATI VE GRUENBERG sunmari zed what Amendnent 32 would do:
1) it would prevent unjust enrichnment by the corporation; 2) it
woul d prevent the corporation from using the plaintiff's own
nmoney to pay for the judgnent and the costs of defense; and 3)
it would speed up the settlenment and stop unnecessary
[itigation. He pointed out that when Judge Gold cane down with
the decision in the Allapattah case, Exxon imediately settled
t he case.

CO- CHAIR GATTO asked whether [Anmendnent 32] would apply to
I nNsurance conpani es.

REPRESENTATI VE GRUENBERG said it would only apply to conpanies
that are entitled to the credits under [HB 2001]. "This is an
area of the law that is logically unfair,"” he said. "Wy should
a defendant be able to use the plaintiff's own noney to pay not
only the cost of the judgnent but the cost of their own defense,
and drag the thing out and tie up the costs for literally
decades, " he asked.

12:33:21 PM

CO CHAI R JOHNSON stated that while he understood what was trying
to be done, he had a problemwth it. The court system in our
country allows for the due process to work through, even if it
is cunbersone and takes awhile, he opined. He said he did not
i ke what was happening with Exxon, but that he believed Exxon
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had the sane right to the court system as did every citizen and
that this was a form of execution prior to receiving due
process. As far as "using soneone else's noney" - when there is
a settlenment that goes into an escrow account, whose nobney is
t hat, he asked.

12:35:12 PM

REPRESENTATI VE GRUENBERG r esponded that the purpose of Anendnment
32 is to seek justice and fairness. It is fair because all it
does is put the noney in the registry of the court, it does not
give it to the plaintiff's wuntil the final court makes the
determ nation. The distinction is that the court did not decide
that the noney was owed from that noment forward, it decided
that the noney was owed from what happened before. The event
occurred before the lawsuit was ever filed and that is when the
wong was commtted. In this case, he said, the event occurred
on the day of the original judgnent and this determ ned whose
noney it was. It may have taken awhile to adjudicate it, but
all the while that noney belonged to the plaintiff's. This just
says that it is unfair for the defendant to earn interest and
appreciation on that noney because it was not the defendant's.
Thus, this anendnment seeks fairness, he opined.

COCHAIR JOHNSON disagreed wth Representative Guenberg's
opi ni on.

The comm ttee took an at-ease from12:37 p.m to 12:39 p. m

12: 39: 20 PM

REPRESENTATI VE FAI RCLOUGH inquired whether the adm nistration
supported Amendnment 32.

COW SSIONER GALVIN said not at this tine because it is a
conplex issue that could have unintended consequences. He
presented an exanple of a situation "where a non-operator
partner is facing not getting a credit for something, and they
wi thhold their funding for sonmething that our operator wants to
do, it could put us in the situation where we don't get our
ultimate goal which is to get the investnment.” Mre thought is
needed before trying to fix a separate problem in this
particul ar way, he advi sed.

REPRESENTATI VE FAI RCLOUGH stated her concern that there may be

many uni ntended consequences by responding to one taxpayer's
wrongdoing with the passage of a law that is retroactive. Every
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one of Al aska's taxpayers has judgnments that are in dispute, she
sai d. Al aska would be noving into nore of a dictator state if

it precluded Ilitigation on particular points of Ilaw by
wi thholding credits that are supposed to be for incentivizing
nore barrels of oil into the pipeline, she opined. The Exxon

litigation needs to be resolved, she said, but Amendnent 32
coul d have uni ntended consequences.

12: 42: 34 PM

REPRESENTATI VE GUTTENBERG asked how nuch tax credit had been
taken over the past few years by anyone having an outstanding
judgrment of over $100, 000.

COWMM SSI ONER GALVI N responded that the question was difficult to
answer because DOR did not track judgnments over $100, 000.

REPRESENTATI VE GUTTENBERG i nqui red whether the nanes of the top
five applicants for tax credits were confidential.

COM SSIONER  GALVIN answered yes, this is the reason for
"aggregated anong three". There are approximately $2 billion in
investnments that are qualified for capital investnment credits
and, thus, $400,000 million in the credit line. Take away the
explorers and the rest are primarily the incunbents, he said

"and the math is there." A large nunber of credits are being
gi ven under this system

12:44: 38 PM

REPRESENTATI VE EDGMON acknow edged the possibility of unintended
consequences, but rmaintained the inportance of the issue. The
producer that is the root cause of this amendnent is involved in
billions of dollars of potential noney to Al askan residents, he
said, sonme of whom are constituents of l|egislators sitting at
this table. He requested that there be discussion on whether to
nove the $100,000 to a hi gher nunber.

REPRESENTATI VE GRUENBERG sai d he thought the $100,000 figure was
just right, but that the nunber was up to the commttee because
the goal is to get these cases settled. He said it was
unfortunate the admnistration had taken a position so early
wi thout looking at the result of the judge's actions - the
settlement of a huge case. "It is not taking anything away,
it's just putting it under the court's jurisdiction, it's just
not letting the conpany unjustly enrich itself,”™ he said. "If
the only reason the conpany is willing to invest in Alaska is if
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it can unjustly enrich itself at our citizen's expense, then
there is sonething really wong.”" He said he was unsure whet her
t he comm ssioner really understood what the anendnent did.

12: 48: 24 PM

REPRESENTATI VE ROSES asked whether raising the interest rate
from7 percent to potentially 27 percent could be interpreted as
unjustly enriching the plaintiff. He further inquired whether
Al aska's usury |laws were different than Florida's.

REPRESENTATI VE GRUENBERG replied that usury is when the interest
charged is in excess of that anmount allowed by |aw Thus,
because this is specifically allowed by law, it is not usurious.
He expl ained that when a person |oans noney, it belongs to the
person | oaning the noney on the date that it is due. Any noney
earned on that also belongs to the person who | oaned the noney.
By the sane token, if a person was danaged in a tort sense, the
damage as a matter of law is due from the date the injury
occurs, and the [defendant] would not have a right to the
earnings on that noney after the injury had occurred. Anmendnent
32 does not go back that far, he said, it only goes back to the
date that the judgnment was entered by the court.

12: 50: 52 PM

REPRESENTATI VE ROSES described a hypothetical exanple of a
person not being repaid a |loan who goes to the legislative and
judicial systens to have a bill passed disallow ng the borrower
from receiving his/her Permanent Fund Dividend (PFD) until the
| oan was repaid. The person making the loan could then go to
court and have the PFD garni shed. That is different, he said,
than saying an entity is not going to be entitled to sonething
that it is currently entitled to wuntil it satisfies the
j udgment .

REPRESENTATI VE GRUENBERG agreed that they are two different
t hi ngs. Ohe is a nethod of collecting the judgnent or
garni shment, he said, and the other is about whose noney it is.
In the case of the garnishnent, the PFD belongs to the borrower
because he/she is the resident and applied for it, and the
person mnmaking the loan has a legal right to execute on that
noney to satisfy the judgnent. That is different than claimng
to have the right to keep the earnings on that noney. Judge
Gold was the first person who really recogni zed that.

12: 52: 23 PM
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REPRESENTATI VE ROSES noted that the reason for [Amendnent 32]
was to expedite the judgnent so that Al askan citizens who were
damaged coul d receive the noney they are entitled to, along with

the interest being referred to. However, he contended,
withholding the credits until the judgnment was satisfied would
di sincentivize nore drilling and putting nore oil into the

pi peline, thus turning things around and harm ng the very people
for whom the resol uti on was sought.

REPRESENTATI VE GRUENBERG answered no, because the noney was not
bei ng taken away from anyone; it was just putting it under the
jurisdiction of the court.

12:53: 37 PM

REPRESENTATI VE ROSES argued that the reason credits are in the
bill is to incentivize exploration by producers that are also
expl ori ng. Expl orati on | eads, hopefully, to nore production of
product . | f withhol ding those credits caused one nore well not
to be drilled, it could jeopardize future revenue to the state
and to the Permanent Fund and thereby harm in sonme smaller way
the very people the legislation was trying to make whol e.

REPRESENTATI VE GRUENBERG responded no, because [I|egislators]
would not be making that decision, it would be the producers
deciding that they would rather not drill than give up the use
of noney that does not belong to them Maki ng Al askans whol e
shoul d be encouraged and then they can drill.

REPRESENTATI VE ROSES submitted that it does not nmatter whether
the decision not to drill is mde by the [legislature] or the
producers, the fact of the matter is that if wells are not
drilled, it is a potential harm to the state's treasury and
every citizen in the state. He agreed that the situation trying
to be resolved is despicable, but he feared it would create
ot her problens in the process.

12: 56: 02 PM

REPRESENTATI VE GUTTENBERG noved Conceptual Anendnent 1 to
Amendnent 32 "to line 13, third word, delete $100,000 and add
$10 mllion."

CO CHAI R JOHNSON obj ected to Conceptual Anmendnent 1 to Anmendnent
32.
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REPRESENTATI VE SEATON objected to Conceptual Anendnent 1 to
Amendnent 32.

12:56: 30 PM

REPRESENTATI VE GUTTENBERG stated that he was naking Conceptua
Amendnent 1 because there is no way to know where these |evels
of judgnent are, based upon who the producers are, because of
the confidentiality issues. He did not want to trap anybody in
uni nt ended consequences.

REPRESENTATI VE ROSES appreci ated what was trying to be done, but
remai ned apprehensi ve about possi bl e uni ntended consequences.

12:58: 27 PM

REPRESENTATI VE  SEATON renmarked that there are unintended
consequences of the systemin place right now, those unintended
consequences being that it pays to keep appealing a judgnment
when the internal rate of return is greater than the settl enent
that woul d be paid. Wat has not been considered, he opined, is
that this would have a positive effect regarding the state's
nunmerous |awsuits against oil conpanies over TAPS and other
i ssues that have been dragging on for nmany years because the
internal rates of return are high enough to pay off the
j udgnent s. He supported [Anendnent 32] "for the Exxon Val dez

portion", but said it was nore inportant to consider the
| awsuits that are going to be generated under the system of a
net profits tax. "When we win those lawsuits, we don't want

those to be appealed and appealed and appealed, we want them
settled,” he decl ared. He said he supported [Amendnent 32] in
order to expedite the | egal process.

1: 01: 39 PM

CO CHAIR GATTO said he firmy supported [Anmendnent 32] because
"it's easy for big people to push around little people.” \Wen
corporations out-earn the State of Alaska by ten to one, the
state becones a "little person".

REPRESENTATI VE  FAIRCLOUGH accepted the higher nunber in
Conceptual Anendnent 1 as a way to mtigate the damage should
[ Anendnment 32] pass. She renmi ned concerned, however, because
t he hi gher nunber was just being pulled out of the air.

1: 04: 40 PM
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CO CHAIR JOHNSON expressed his concern about the disconnect
regardi ng investnent brought up by Representative Roses. He
also feared that raising the nunmber to $10 million would get
into the aspect of equal protection under the | aw because it was
SO narrow. "How many $10 mllion lawsuits are out there," he
asked.

REPRESENTATI VE GRUENBERG responded that one of the reasons the
amendnent was crafted like this was to avoid equal protection
pr obl ens. He agreed that raising the nunber really high could
run into that problem He said he would feel better if it was
$1 mllion or |ess.

1: 06: 38 PM

REPRESENTATI VE FAI RCLOUGH warned that this issue had not gone
t hr ough t he appropriate process to avoi d uni nt ended
consequences. If this bill were going through a regular session
process, she said, it would be assigned to the House Judiciary
Standing Commttee where experts could address equal protection
under the law and unjust enrichnent, and the public could
comment and be invol ved. She acknow edged the inportance of
taking the opportunity to address the "Exxon litigation issue"
so that Alaskans know their |egislature understands their
frustration. She said she would be voting for the highest
nunber she could get and then not vote for the amendnment in its
entirety.

1:08: 18 PM

REPRESENTATI VE GUTTENBERG w t hdrew Conceptual Anmendnent 1 to
Amendnent  32. About 2500 Al askans have been screaming pretty
| oud, he said.

REPRESENTATI VE GUTTENBERG noved Conceptual Anendnent 2 to
Amendnent 32 "at $1 million in the same place, line 3, deleting
$100, 000 and inserting $1 mllion."

REPRESENTATI VE ROSES objected to Conceptual Amendnment 2 to
Amendrent  32.

REPRESENTATI VE FAI RCLOUGH obj ected to Conceptual Amendnent 2 to
Amendrent  32.

1: 08: 48 PM
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REPRESENTATI VE ROSES stated that his disconfort remained the
sanme regardl ess of the anount. There are many issues and many
overlaps that have not been considered and the inpacts are
unknown. He said he supported the concept 100 percent, but
remai ned fearful that other problenms would arise. He opposed
Conceptual Amendnent 2 as well as Amendnent 32.

CO- CHAIR GATTO offered his concern over the legality of either
$100, 000 or $1 mllion.

CO- CHAIR JOHNSON called the question on Conceptual Amendnent 2
to Anendnent 32.

A roll call vote was taken. Representatives Faircl ough
Guttenberg, and Edgnon voted in favor of Conceptual Anendnent 2
to Amendnment 32. Representatives WIson, Seaton, Roses,
Kawasaki, Gatto, and Johnson voted against it. Ther ef or e,

Conceptual Anmendnent 2 to Anendnent 32 failed by a vote of 3-6.
1:13: 13 PM

REPRESENTATI VE SEATON commented that if this issue were to be
addressed during regular session, it would open up the tax
statute again. He therefore preferred to address it now.

CO CHAIR GATTO said that in a regular session this would be
assigned to the House Resources Standing Commttee and the House
Fi nance Comm ttee. On the floor there are nore than enough
attorneys and there is "a legal departnent” to give an opinion
Although it has not run the realm it does not nmake a
significant difference to dispense with it here, he opined.

1:14:10 PM

REPRESENTATI VE FAI RCLOUGH di sagr eed. She said she thought that
100 percent of Al askans would support this, but maintained that
it was incunmbent upon those elected to represent Alaskans to
fairly balance the issues. This was not brought into discussion
until after the House Resources Standing Conmmttee's public
heari ng was cl osed, she noted, nor have industry taxpayers been
able to comment on it.

REPRESENTATI VE EDGMON submtted that the entire exercise of

crafting any bill is fraught with uncertainties or unintended
consequences. There is no way to know for sure whether all the
incentives and other provisions in [HB 2001] wll actually

result in inducing investnment and increasing production, state
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revenue, and enploynment opportunities, he opined. In said he
t hought that Anmendnent 32 would be approved by the people of
Alaska if it was brought to them for a vote. Wil e the Exxon
Valdez Ol Spill my be the underpinning of this amendnment, it
is not the only case of protracted |egal dispute and foot
dragging. Therefore, he said, Anendnent 32 is appropriate.

1:17:16 PM

REPRESENTATI VE ROSES i nquired whether there was a way to ensure
that the other partners in a project would not be harnmed shoul d
one conpany in that partnership be disallowed its credits. Ws
there a way to disaggregate credits anong each of the partners
in a particular exploration for which the credit would be
entitled, he asked.

REPRESENTATI VE EDGMON replied that such a scenario assuned the
oi | conmpany was not going to conply with this.

COWMM SSI ONER GALVI N responded that each conpany in a partnership
submits its tax returns separately from the other partners,
therefore each conpany's credits are based on what it reports

Thus, there would be no direct affect on the other partners
except that a taxpayer's non-receipt of credits mght affect its
i nvest ment deci si on which would then be a partnership issue.

1:19: 19 PM

REPRESENTATI VE WLSON stated that zeroing in on one conpany
could result in devastating effects to other conpanies. She
t heref ore opposed Anmendnent 32.

COCHAIR JOHNSON said he was still concerned about equa
protection because this narrowed things down to a very specific
group of about half a dozen conpanies and half a dozen regions
of the state. Regardl ess of the anount, he continued, the |ine
was being crossed of not providing equal protection to al

| awsuits and settlenents of $100, 000. He said he was concerned
about the constitutionality and wanted to see a | egal opi nion.

A roll call vote was taken. Represent ati ves Seaton, Gutenberg,
Edgnon, Kawasaki, and Gatto voted in favor of Anendnent 32.
Representatives WIson, Roses, Fairclough, and Johnson voted
against it. Therefore, Anendnent 32 passed by a vote of 5-4.

The neeting was recessed at 1:22 p.m
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CO CHAIR GATTO called the neeting back to order at 2:20:39 PM
Present at the call back to order were Representatives
GQuttenberg, Edgnon, Fairclough, WIson, Seaton, Roses, Gtto,
and Johnson. Representative Kawasaki arrived as the neeting was
i n progress.

REPRESENTATI VE GUTTENBERG wi t hdrew Amendnent 33.

REPRESENTATI VE GUTTENBERG requested Anendnent 34 be considered
at a later tinme.

REPRESENTATI VE GUTTENBERG wi t hdr ew Amendnent 35.

CO CHAIR GATTO announced that he was skipping Anendnents 36 and
37 at Representative Kawasaki's request because new docunents
wer e being drafted.

2:22:36 PM

REPRESENTATI VE GUTTENBERG noved that the commttee adopt
Amendnent 38, |abeled 25-GH0014\L.71, Cook/Bullock, 11/3/07,
whi ch read [original punctuation provided]:

Page 1, following line 12:
Insert a new bill section to read:
"* Section 1. The uncodified law of the State of
Al aska i s anended by adding a new section to read:
LEG SLATIVE |INTENT. It is the intent of the
| egi sl ature that provisions of this Act
(1) ensure a fair and equitable neans of
assessing and taxing Al aska's oil and gas resources;
(2) encourage the availability to Al aska's
citizens of affordable gas produced, transported, and
consuned within the state; and

(3) confirm by clarification t he
| ongstanding interpretation of AS 43.05.260 by the
Depart ment of Revenue t hr ough enact nent of

AS 43.55.075(b) in sec. 30 of this Act, relating to
limtation of assessnents for the production tax on
oil and gas and conservation surcharges on oil."

Page 2, line 1:
Del ete "Section 1"
| nsert "Sec. 2"

Renunber the followi ng bill sections accordingly.
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Page 14, following line 2:
| nsert a new subsection to read:

"(q) Not wi t hstanding other provisions of this
section, for a calendar year before 2022, the tax
| evied under this section for each 1,000 cubic feet of
gas for gas produced from a | ease or property outside
the Cook Inlet sedinentary basin and used in the state
may not exceed the amount of tax for each 1,000 cubic
feet of gas that is determned under (j)(2) of this
section.”

Page 23, line 24, follow ng "AS 43.55.170;"
Insert "this subparagraph does not apply to gas
t axabl e under AS 43.55.011(q);"

Page 24, line 1, follow ng "AS 43.55.170;"
Insert "this subparagraph does not apply to gas
t axabl e under AS 43.55.011(q);"

Page 24, following line 13:
I nsert a new subparagraph to read:

"(E) gas produced during a cal endar year
from a lease or property outside the Cook Inlet
sedinentary basin and used in the state is the gross
value at the point of production of that gas taxable
under AS 43.55.011(e) and produced by the producer
fromthat |ease or property, less the producer's |ease
expendi tures under AS 43.55.165 for the cal endar vyear
applicable to that gas produced by the producer from
t hat | ease or property, as adj ust ed under
AS 43.55.170;"

Page 24, line 22, follow ng "AS 43.55.170;"
Insert "this subparagraph does not apply to gas
subject to additional tax under AS 43.55.011(0);"

Page 24, line 30, follow ng "AS 43.55.170;"
Insert "this subparagraph does not apply to gas
subject to additional tax under AS 43.55.011(0);"

Page 25, line 13, follow ng "AS 43.55.170":
| nsert ";

(E) gas produced during a nonth from a | ease

or property outside the Cook Inlet sedinentary basin

and used in the state is the gross value at the point

of producti on of t hat gas t axabl e under
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AS 43.55.011(e) and produced by the producer from that
| ease or property, less 1/2 of the producer's |ease
expendi tures under AS 43.55.165 for the cal endar year
applicable to that gas produced by the producer from
t hat | ease or property, as adj ust ed under
AS 43.55.170"

Page 29, following line 12:
Insert a new bill section to read:
"* Sec. 35. AS 43.55.165(h) is anended to read:
"(h) The departnent shall adopt regulations that
provide for reasonable nethods of allocating costs

between oil and gas, between gas subj ect to
AS 43.55.011(q) and other gas, and between |eases or
properties in t hose ci rcunst ances wher e t he

determination of the |ease expenditures that are
applicable to oil or to gas, that are applicable to
gas subject to AS 43.55.011(q) or to other gas, or

that are applicable to oil and gas produced from
different |eases or properties, requires an allocation
of costs.™

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, 34, 36, and 39"

Page 31, |ine 27:
Del ete "Sections 14 - 20, 31, and 38"
| nsert "Sections 15 - 21, 32, 35, and 40"

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

Page 32, line 13:
Del ete "sec. 9"
| nsert "sec. 10"

Page 32, |ine 16:
Del ete "sec. 9"
| nsert "sec. 10"

Page 32, |ine 19:
Del ete "sec. 9"
| nsert "sec. 10"

Page 32, |ine 31:
Del ete "secs. 24, 25, 32 - 34, and 37"
| nsert "secs. 25, 26, 33, 34, 36, and 39"

Page 33, line 2:
Del ete "secs. 14 - 20, 26, 27, 31, and 38"
| nsert "secs. 15 - 21, 27, 28, 32, 35, and 40"

Page 33, lines 19 - 20:
Del ete "Sections 24, 25, 32 - 34, and 37"
| nsert "Sections 25, 26, 33, 34, 36, and 38"

Page 33, |ine 21:
Del ete "Sections 14 - 20, 26, 27, 31, and 38"
| nsert "Sections 15 - 21, 27, 28, 32, 35, and 40"

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

CO- CHAI R JOHNSON obj ected to Amendnent 38.

2:23:30 PM

COM SSI ONER GALVIN stated, "W are the drafters of this in
response to a request to deal with the in-state use issue.”
There is a desire to provide the sanme tax treatnent to other in-

state projects that is provided for gas that is produced within
Cook Inlet, he explained. This amendnment would provide Cook
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Inlet tax treatment for gas projects taking place for in-state
use.

REPRESENTATI VE SEATON noved Anendrment 1 to Anendnent 38 which
read as follows [original punctuation provided]:

Page 1, line 21:
Insert "Page 13, |ine 23, through page 14,
line 2:
Delete all material”

Page 2, line 7:

Insert "For purposes of this section, "used in
the state" neans delivered for consunption as fuel in
the state, including as fuel consuned to generate

electricity.”
CO- CHAI R JOHNSON obj ected to Amendnent 1 to Anendnent 38.
2:24.36 PM

REPRESENTATI VE SEATON said that Amendnent 1 to Amendnent 38
del i neates that gas produced in-state for use in-state as fuel
including fuel to generate electricity, shall receive the
preferential treatnent no matter where it is from

COM SSIONER GALVIN, in response to Representative Fairclough,
explained that Anmendnent 1 to Amendnent 38 would delete the
| anguage in CSHB 2001(0O&5 that provides the Cook Inlet

treatment to only a certain segnent of the state. Thus, it
woul d broaden the application of that special treatnent. I n
further response to Representative Fairclough, he said that on
page 1, line 21, of Anmendnent 38, the follow ng words would be
added by Amendnent 1: "Page 13, line 23, through page 14, Iline
2: Delete all material™”. The | anguage currently on line 21,

page 1, of Amendnent 38 woul d then slide down.
2:28:16 PM

REPRESENTATI VE SEATON added that the |anguage of Anendnent 1
could [instead] be inserted on line 20 [on page 1].

REPRESENTATI VE FAI RCLOUGH responded that she did not understand

where the words [in Amendnent 1] "Delete all material” tie into
t he amendnent .
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REPRESENTATI VE SEATON expl ai ned that the wording "Page 13, |ine
23..." would be inserted into Arendnent 38, which would delete
[ subsection] (p) on page 13, line 23, through page 14, line 2,
of CSHB 2001( C&G).

2:29: 22 PM

COW SSIONER GALVIN stated that all the material between the
quotation marks in Anmendnent 1 would be added to Anendnent 38.
In response to Representative Fairclough and Co-Chair Gatto,
Comm ssioner @Galvin added that these words were being inserted
so that when Anendnent 38 passed those words would be executed
and result in changing CSHB 2001( Q&G . He specified that the
second portion of Amendnent 1 was intended to becone part of
subsection (q) at the top of page 2 of Amendnment 38. Thus, the
following words in Anendnent 1 woul d becone a part of subsection

(q) of Amendnent 38: "For the purposes of this section, 'used
in the state' nmeans delivered for consunption as fuel in the
state, including as fuel consuned to generate electricity.”

Thi s | anguage, Comm ssioner Galvin continued, would provide the
clarification that Representative Seaton wanted to ensure the
inclusion of certain things while excluding liquefied natural
gas (LNG that was exported out of the state or a gas-to-Iliquids
that was exported out of the state.

2:31:20 PM

CO CHAI R JOHNSON i nquired whether this would affect exports from
t he Kenai LNG Pl ant.

COWMM SSI ONER GALVI N responded no. In response to Representative
Wl son, he stated that [the second portion of Amendnent 1] would

be inserted on page 2, line 7, of Amendnment 38 before the words
Page 23. He said it would be nore accurate to say to insert
this portion on line 5 after the word section; or, it could be

inserted on line 6.

REPRESENTATI VE SEATON of fered that Anmendnment 1 be conceptual so
the drafters would know that the exact placenent was not being
di ct at ed.

COCHAIR JOHNSON wthdrew his objection to [Conceptual]
Amrendnent 1 to Amendnent 38.

2:33: 09 PM
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REPRESENTATI VE KAWASAKI objected to [Conceptual] Amendnment 1 to

Amendnent  38. He said the legislative intent on page 1 of
Amendnment 38 might not match the second portion of the
conceptual anendnent. He inquired whether the purpose was to

allow an electric producing conpany that built on top of a gas
field to use the credits within the bill

REPRESENTATI VE SEATON replied that when sonething was sold off
of a lease it becane taxable, so it was not the intent of this
to allow a manufacturing or sone other kind of facility to nove
[on top of a gas field]. El ectricity being used on the |ease
falls under conditions of the lease ternms and this would be the
sane for a diesel topping plant that is providing the diesel
consuned on the |easehold. The purpose of this is for in-state
use for non-industrial purposes, he said, but specifically
excluding so that everyone knows that electric generation for
use in the state is considered for this treatnent for the gas.

2:34: 59 PM

REPRESENTATI VE KAWASAKI asked whether a gas field owner could
build an [electric producing] plant nearby and then use the
credits fromthe gas producing field.

COW SSI ONER GALVI N answered that the credits allowed under the
production tax are only those that are directly related to the
production of the gas. Therefore, the credits would not be
deducti ble under the production tax for gas used to power a
near by el ectric producing plant.

REPRESENTATI VE KAWASAKI wi thdrew his objection to [Conceptual]
Anmendment 1 to Amendnment 38.

There being no further objection, [Conceptual] Amendnent 1 to
Amendnent 38 was passed.

2:35:56 PM

REPRESENTATI VE SEATON noved Amendnent 2 to Amendnent 38 which
read as follows [original punctuation provided]:

Page 2, line 2:
Del ete, "under™
Insert, "by (e) and (o) of"

CO- CHAI R JOHNSON obj ected to Amendnent 2 to Anendnent 38.
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REPRESENTATI VE SEATON expl ained that subsection (i) of this
section addresses a separate tax on |andowner royalties that
does not apply to what is being done here. Therefore, the
purpose of Amendnment 2 to Amendnent 38 is to look only at
subsections (e) and (o) instead of all of the subsections of
this section.

COCHAIR JOHNSON w thdrew his objection to Anmendnent 2 to
Amendnent 38.

There being no further objection, Amendnent 2 to Anendnent 38
was passed.

2:38: 03 PM

CO CHAIR JOHNSON objected to Anmendnent 38, as anended, for
pur poses of discussion.

REPRESENTATI VE FAIRCLOUGH inquired how [Amendnent 38, as
anended,] would guarantee Al askans a price sensitive structure
The rest of the state would need to be brought under the RCA to
make sure this credit actually happens for the people of Al aska,
she opi ned. The amendnment would provide a credit or incentive
for producers, explorers, and transporters, but it does not
ensure that the public would see the actual benefit.

M5. HOULE stated that Kevin Banks could probably address this
i ssue for DNR

COM SSI ONER GALVI N responded that Representative Fairclough is
exactly right because [Amendnent 38, as anended,] would | ower
the production tax that a producer would pay, but the question
woul d beconme whether or not that tax savings would get passed
along the chain to the consuner. In the end it would be up to
the utility regulators to ensure that this occurred. He said he
believed that there are different |evels of regulation taking
place with utilities that my be affected by this in terns of
the amount of regulation that covers them but that this is a
separate issue that his departnent does not deal with. "Wat we
can do," he said, "is ... ensure that there isn't a higher
production tax that is being paid by the producer that wll
result in the risk of that higher tax being passed along to the
consuner. " Wat is being done here is to ensure that the
playing field is level at the start, but whether or not it
remai ns there would be up to the regulations of the utilities.
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2:40:46 PM

REPRESENTATI VE GUTTENBERG suggested that Dan Britton, President
of Fairbanks Natural Gas (FNG, be brought forward to answer the
guestion since a lot of this is built around FNG

REPRESENTATI VE FAI RCLOUGH contended that it was inappropriate
for M. Britton to answer because it was an unbal anced equation
Under the Cook Inlet "ring fencing" in Anchorage, the state
ensures there is a balance for consuners by requiring rate
studies, she said. The RCA needs to control a utility to ensure
that any allowed credits are passed al ong to consuners.

2:42: 20 PM
CO CHAI R GATTO asked whether FNG is regul ated by the RCA

DAN BRI TTON, President, Fairbanks Natural Gas, replied that FNG
is a regulated gas utility that currently has an exenption from
rate regulation that allows it sonme flexibility for adjusting
rates that do not require specific [RCA] approval. He said he
had a letter from FNGs |egal counsel clarifying FNG s
regul ation status if the conmttee would like to enter that.

CO- CHAIR GATTO declined the offer. There is no way to ascertain
or deliver a question [to the RCA], he said.

2:42: 55 PM

REPRESENTATI VE W LSON surm sed that [Amendnent 38, as anended, ]
woul d all ow one part of the state sonething that is not allowed
to other parts of the state.

COMM SSI ONER GALVIN replied that it is the opposite. R ght now,
one part of the state - Cook Inlet - enjoys a particular tax
benefit that is not allowed in other parts of the state. Wthin
Cook Inlet, he explained, not only are the gas consuners paying
a |lower passed-along rate, so are the electrical wutilities.
Additionally, half of the gas is being exported out of Al aska at
a lower production tax rate. "Wiat we are doing is recognizing
that there is that favorable tax treatnent being provided wthin
Cook Inlet," he said, "and we're trying to ensure that that sane
treatment is available to other uses within the state outside of
Cook Inlet.™

2:43:58 PM
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REPRESENTATI VE W LSON i nqui red whether this would assist western
villages that pay much higher rates than do other places in
Al aska.

COWM SSI ONER GALVIN responded yes, to the extent that [the
villages] used gas that is produced within the state that is the
subj ect of the production tax being dealt wth today. If it is
inmported gas or diesel, then this would have nothing to do with
[the villages] because it would have nothing to do with the
i ssue.

REPRESENTATI VE SEATON explained that basically there is a 5
percent tax cap for the Cook Inlet sedinentary basin, but that
there is no 5 percent tax cap for gas produced in places Ilike
Nenana, or the North Slope, or western Al aska. This would
provide the sanme state production tax rate for gas produced in
other areas, but only if that gas is used in the state, he
opi ned. So, it is equity for everyone across the state as far
as state tax treatnent. This does not nodify the Cook Inlet
provisions in statute; therefore, it would have no affect on
anyt hing in Cook Inlet.

2:46:10 PM
REPRESENTATI VE W LSON understood that since that was not
happening in southeast or western Alaska, this was then making

sure that people in the "Railbelt" got cheaper energy rates.

COWMM SSI ONER GALVI N pointed out that the tax code only provided

the lower production tax treatnent, it did not guarantee that
this value would be enjoyed by the consuner because that was
beyond the scope of this |egislation. He said that if

[ Amvendnment 38, as anmended,] did not pass, the higher tax would
be applied to the production and would likely result in higher
consuner costs because it would be passed al ong. Passing the
amendnent woul d reduce that production tax burden, he continued,
but other neans would be necessary to guarantee that this got

passed along to the consuner. The starting point is to ensure
that the production tax is not higher than what is being charged
in other parts of the state. In further response to

Representative WI son, Comm ssioner Glvin reiterated that
[ Arendnent 38, as anended,] would provide that the |ower tax
treatment be applied statew de. | f the amendnent did not pass

then the higher production tax would be assessed in areas
out side the Rail belt.

2:48: 54 PM
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REPRESENTATI VE FAI RCLOUGH warned that this is creating a two-
| egged stool rather than a bal anced three-|egged stool because
it opens up the rest of the state for |ower costs, but does not
guarantee it. She said that when the credit was allowed for the
Rai | belt area, the RCA was created to ensure conpliance through
rate studies. She agreed that the benefit should be applied
statew de, but that because it is being done in special session
there is no ability to put it under the RCA to guarantee that
the benefit would be passed on to consuners. Therefore, she was
struggling with whether to support it.

REPRESENTATI VE GUTTENBERG requested Ms. Thonpson to address this
i ssue.

M5. THOMPSON stated that if it is a regulated utility it is up
to the RCA as to whether a tax credit would be passed on to the
consuner. How often the RCA resets rates varies depending on a
nunber of factors, she said. The conm ssion itself can decide
to go back and revisit rates and reset them based on a
significant change in tax treatnent, or the utility can apply to
have rates reset. It is not sonething that would happen
automatically, but could be initiated by any nunber of parties.
The RCA considers the total taxes paid by a utility when
determ ning the appropriate rate that consuners shoul d pay.

2:51:35 PM

REPRESENTATI VE W LSON asked whether Anendnent 38, as amended,
would require the entity providing the electricity to pass on
the savings to its custoners.

M5. THOWPSON replied that it is up to the RCA to require a rate
reduction. This would not happen autonatically, she said,
sonmebody woul d have to request the RCA to initiate a proceedi ng.
After passage of the bill the legislature could request the RCA
to review the rates of any wutility that would receive a tax
benefit as a result of the |egislation. In further response to
Representative WIson, M. Thonpson said it is not necessarily a
hol e that needs to be plugged in the amendnent because pluggi ng
the hole could be as sinple as sending a request to the chairman
of the RCA after the legislation was passed asking for a review
of the rates of any utility whose tax treatnent mght be
af f ect ed.

2:53:51 PM
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REPRESENTATI VE W LSON stated that she would be voting against
Amendnent 38, as anended, because it gave credits to a conpany
that did not have to pass the savings on to its custoners.

COWM SSI ONER GALVI N noted that the whole function of the RCA is
to provide fair rates and that there nmust be trust that the RCA
will fulfill its obligations. The tax benefit being provided
here could provide benefit in multiple ways, he said. For
devel opments like the Red Dog Mne or the Donlin Creek gold
project, it is not a rate-nmaking issue but rather a way to
provi de |lower cost fuel to nake the project nore economc or to
nove the project forward. When tal king about the issues wth
these other projects, he advised, keep in mnd that nothing is
being changed for any existing rate payers or any existing
consuners because there are not any projects going on right now
that would be affected by this and, therefore, there is tine to
deal wth that and fix it. If this is not done, then there is
only one leg of the three-legged stool and providing |ow cost
energy for Alaskans is that nmuch further away, he opined.

REPRESENTATI VE WLSON commented that due to her past experience
with the RCA, she did not trust the conmmssion to address the
issue automatically or in a tinely nanner. Therefore, she
remai ned agai nst [Amendnent 38, as anended].

2:56:52 PM

REPRESENTATI VE FAI RCLOUGH inquired whether the exenption for
[FNG is under state statute or RCA regul ati ons.

M5. THOMPSON said she is unsure, but that she believes the
exenption for [FNG is under statute.

REPRESENTATI VE FAI RCLOUGH responded that this is her point. | f
it is state statute, then everything Representative WIson said
is absolutely true. If it is state statute that allows the
exenption, then everything has been exenpted out except
Anchor age. Thus, it requires the legislature to change state
statute and is not sonething that RCA can just be asked to do a
rate study on. She offered a conceptual amendnent to Anmendnent
38, "that this particular anmendnent goes into effect when RCA
has jurisdiction" because "the whole point is we're trying to

ensure consumners have |ower costs.” The rest of the state needs
to be included in the sanme framework as that of Anchorage and
the Railbelt. "Conceptually, if it's contingent on that, then

we ensure that the producers have to provide the consuner the
benefit,"” she said.
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3:00: 04 PM

REPRESENTATI VE ROSES understood that FNG is currently buying
Cook Inlet gas, thus it is receiving sone of that benefit now.
He asked whether there is a way - under legislative intent - to
specify that the intent is for this to conme under the
jurisdiction of the RCA

REPRESENTATI VE GUTTENBERG said he would receive no personal
econom ¢ benefit from this, except for the price structure and
conpetitive nature of the market, because LNG would never get to
the outskirts of Fairbanks where he |ives. He said his nane is
on Anmendnent 38 because he thought it would be nore conpetitive
in the long run for the consuners of Fairbanks. There are
subsets of benefits around the state such as that nentioned for
Red Dog M ne. The m ne has gas deposits that it is trying to
develop and this would benefit the people of western Al aska, he
opi ned. Because there is no provider or regulator out there
yet, an entity would be established at the tinme that the mne
devel oped the gas. O hers in the state have not had the sane
benefit that Southcentral has enjoyed for many years and gas
found anywhere in the state would also benefit Southcentral.
They are regulated under the RCA, but not economically
regul ated, and a distinction between these things nust be made.
The RCA could not be added to the bill during a special session,
he contended, but he supported addressing it in January in
regul ar session.

3:04:18 PM

REPRESENTATI VE ROSES di sagreed because many other additions had
al ready been made to the bill, such as the "Suprene Court"”, al
types of litigation, and the ARM Board. He said he believes in
the equity and wants to ensure that citizens would capture the
intended credit. The intent of his suggestion, he continued,
was to nove the anendnent along in Representative Quttenberg's
favor, not to have the representative speak against it.

REPRESENTATI VE GUTTENBERG sai d t hank you.

REPRESENTATI VE SEATON stated that failure to pass Amendnent 38
woul d assure that taxes of 22.5 percent, instead of 5 percent,
woul d be passed along to consuners. The original anmendnent was
for the Nenana Basin, he noted, but it did not nake nuch
equitable sense to restrict it to only that area. He said his
amendnent to the amendnent is to ensure maximum flexibility for
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developing gas in other areas of the state in addition to
Anchorage and the Railbelt. However, he argued, this is not the
control nechanism to ensure that those costs are absolutely
passed on to consuners.

3:06: 51 PM

REPRESENTATI VE W LSON noved Anendnent 3 to Amendnent 38 on "page
1, line 14, ... add [paragraph] (4) if the conpany gets the
credit they must pass the cost savings on to their custoners in
the state.”

CO- CHAI R JOHNSON obj ected to Amendnent 3 to Anendnent 38.
CO CHAI R GATTO obj ected to Amendnent 3 to Anendnent 38.

REPRESENTATI VE W LSON explained that if it is the commttee's
intent to pass the savings on to custoners, then the section
related to legislative intent is the appropriate place to say
t his.

CO CHAIR GATTO said nore focus is needed in regard to "if they
get the credit then they pass the savings" and that he "wanted
to join that the savings come from at |east a large part of the
credit.”

COWM SSI ONER GALVI N suggested the wording be sonething |like "the
tax benefit provided by this exception".

3:08:39 PM
CO CHAI R GATTO asked whether [the savings] would be all of [the
credit]. He said he was unsure how it was done with regard to
Cook Inlet.

REPRESENTATI VE W LSON specified that Amendnent 3 to Amendnent 38
be conceptual so the drafters could make the wording correct.

3:09: 25 PM

CO CHAI R JOHNSON suggested including the words "if it is resold
must fall wunder the Regulatory Commssion [of Alaska]" or
somehow specifying that if it is a utility that it nust be a
regulated utility. He said he supported the concept, but that
he did not know how to get there and therefore mght not vote
for such an anendnent.
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COM SSI ONER GALVIN pointed out that the issue is a three-step
process: first, the gas producer is charged a certain tax;
second, the producer will recover the value of that tax when it
sells the gas to a utility at a cost that is higher because of
the treatnment; and third, the rates charged by the utility wll
take into account the price that the wutility pays to the
producer. Thus, it is nost likely that the entity getting this
tax benefit would not be the conpany providing the gas to the
consuner. He said he is therefore unsure how to acconplish the
i ntent.

REPRESENTATI VE GUTTENBERG supported Conceptual Amendnment 3 to
Amendnent 38 in the interest of noving things al ong.

3:12: 05 PM

CO CHAIR JOHNSON said he is unconfortable with assuming that the
savings will be passed on. He said he supports fair prices and
access to the gas by everyone in Alaska, but that it needs to be
tightened up because nothing is guaranteed when it conmes to
utilities and consuners and, therefore, a regulatory agency
shoul d be incl uded.

REPRESENTATI VE FAI RCLOUGH said she would support [Conceptual
Amendnent 3] and wurged that the objections be wthdrawmm so
things could nove on and return to Amendnent 38. The concept ual
amendnment has no teeth, she said, Dbecause it is under
| egislative intent.

CO CHAIR JOHNSON withdrew his objection to Conceptual Amendnent
3 to Anmendnent 38.

There being no further objections, Conceptual Anmendnent 3 to
Amendnent 38 was passed.

3:14: 51 PM

REPRESENTATI VE FAIRCLOUGH said she would Ilike to offer a
conceptual anmendnent.

CO- CHAI R JOHNSON obj ect ed.

REPRESENTATI VE FAI RCLOUGH offered [Conceptual Amendnent 4 to
Amendnent 38] that "this section does not go into effect unti

there is a regulated utility, until it falls under RCA" She
said it would be unfair to Anchorage if it becane the only one
under regulatory jurisdiction because everyone else was
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exenpt ed. She said she wants everyone to receive the benefit
and does not wunderstand the hesitation by the nenbers from
Fai rbanks to support the regulatory conponent that everyone el se
i s supposed to be under.

CO CHAI R GATTO comrented that the Railbelt up to a certain |eve
receives the same "ENSTAR' gas and that Fairbanks receives gas
that is trucked up fromthe Matanuska-Susitna Valley where it is
liquefied and bottl ed, and Sout heast Al aska receives hydropower.
There are lots of places getting a unique benefit, he said.

3:17:18 PM

REPRESENTATI VE SEATON noted that Anchorage is a huge market with
a big utility that serves many things. Putting a small village
under the RCA process would result in no gas being devel oped, he
opi ned, because the RCA process requires |awers and such. A
| oner production tax treatnment mght not be passed along to
consunmers because instead the lower tax is what is necessary
just to get marginally econom c gas produced for a small western
village that does not have hundreds of commercial buildings to
use the gas. The lower tax may be just the thing to encourage
devel opnent throughout state and bring gas to villages, he
subm tted.

3:19: 39 PM

REPRESENTATI VE M KE KELLY, Alaska State Legislature, recalled
his many years spent in private business under regulation. He
said FNG is a regulated utility and that the RCA did not cone
into existence to take care of the Cook Inlet situation. Al

utilities, whether garbage or others, are regulated by statute
if they are of a certain size, unless the utility's consuners
vote to take them out or if the wutility is not regulated
relative to rates. The RCA gave FNG the rate exenption because
RCA only regulates rates in a nonopoly situation; conpetition

replaces the need for regulation. He said FNG faces stiff
conpetition from Usibelli Coal Mne, Inc. and others. I f RCA
observes that FNG is overcharging, it will inmediately regul ate

the utility, he said.
3:23:31 PM

REPRESENTATI VE FAI RCLOUGH pointed out that two answers had been
given to her question regarding whether a statute change would
be required. One answer was that a letter would need to be
submtted and the other was that state statute would have to be
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changed. She asked Representative Kelly's perspective on what
woul d be required.

REPRESENTATI VE KELLY said he is not an expert w tness, but that
he understood FNG petitioned for, and received, the perm ssion
not to be regulated and that there was an RCA proceedi ng wherein
t hat occurred.

3:24: 26 PM

REPRESENTATI VE FAI RCLOUGH reiterated her question on whether it
woul d requires a state statute change or generation of a letter
and asked for the attorney's opinion.

COM SSI ONER  GALVIN explained that Nan Thonpson is a unit
manager [not an attorney] within DNRs Dvision of Ol & Gas,
and that she was fornmerly the chair of RCA He agreed that
advice from the Departnent of Law (DCOL) should be sought in
order to decide what is regulatory jurisdiction.

3:25:02 PM

REPRESENTATI VE FAI RCLOUGH inquired why Anchorage is under RCA
regul ation since it has conpetition.

REPRESENTATI VE KELLY said Anchorage has no conpetition in its
el ectric.

COM SSI ONER GALVIN stated that the purpose of bringing forth
[ Amrendnent 38] was as a solution to individual projects - sone
that would result in the gas going to a utility and sone that
woul d result in the gas being consunmed by the producer for other
pur poses. If a statenent is nmade that this only cones into
account when the gas goes to a regulated utility serving
consunmers, then it would cut off a lot of folks that this was
intended to affect.

3:27:04 PM

REPRESENTATI VE FAI RCLOUGH stated that she wanted to "vote on the
anmendnent . " She said, "RCA has criteria that would protect
people not to be under their jurisdiction if they didn't qualify
if Fairbanks canme on because there is not a conpetitor.”
Putting it under RCA would still take care of Representative
Seaton's issue about small people receiving those savings. She
was "unconvinced that RCA is the bad guy if you are already
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exenpted out for all of those other reasons that are
appl i cable.™

CO CHAIR JOHNSON wi thdrew his objection to [Conceptual Amendnent
4 to Anendnent 38].

REPRESENTATI VE SEATON objected to [Conceptual Anendnent 4 to
Amendnent 38].

3:28: 15 PM

REPRESENTATI VE GUTTENBERG spoke to the objection. He said that
FNG is covered by RCA and is regulated, but that it is not
econom cally regul at ed. The anendnent is noot, he argued,
because it is already done.

REPRESENTATI VE FAI RCLOUGH responded, "If you'd like ne to vote

yes on this bill and it's noot, then pass the conceptual
amendnent . "

REPRESENTATI VE SEATON di sagreed that it is noot. It mght be
noot for Fairbanks, he said, but it is not noot for any of the
i ndividual entities or the small folks. He wunderstood the

conceptual anendnent to mean that the sane break given to Cook
Inlet would only be given to other gas developnents if they are
regul ated by RCA If that is the case, he said, a devel opnent
could not go forward with the 5 percent tax unless regul ated by
the RCA and woul d instead be subject to the full PPT.

3:30:12 PM
REPRESENTATI VE FAI RCLOUGH submi tted that:

RCA has current jurisdiction wunder x, y and z
communities in the state of Al aska, and they have
criteria as was laid out by Representative Kelly.
That criteria says whether they are regulated or not
by the utility. My point is if they fall under the
criteria that is in existence to have to have an
econoni ¢ dialogue with the RCA and they don't neet the
criteria, then they fall under it.

REPRESENTATI VE SEATON asked if he was correct in understanding
t hat :

[ Conceptual Anmendnent 4 to Anmendnent 38] says that if
the RCA regulates them then if they fall under the
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RCA criteria the RCA will have jurisdiction and the
tax will be at the Cook Inlet rate. If they do not
fall under the criteria for RCA they can still get the
Cook Inlet tax rate for that devel opnent.

The commttee took an at-ease from3:31 p.m to 3:55 p. m
3:55:04 PM

The committee discussed procedures for dealing wth conplex
amendnent s.

3:56:21 PM

REPRESENTATI VE  FAIRCLOUGH  distri buted witten copi es of
Conceptual Anmendnent 4 to Anendnent 38 which read [original
punct uati on provided]:

The RCA shall determne if an entity that receives gas
that is taxed, for production tax purposes, under the
provi si ons of 43.55.011(p) falls under their
jurisdiction.

REPRESENTATI VE FAI RCLOUGH proffered that the commttee' s intent
is to pass along the savings to those who fall wunder the
jurisdiction of RCA Fai rbanks currently has an economc
exenption that cannot be changed wi thout the | egislature going
back into the statutes, she said. She supported distributing
this type of resource state-wide. |f RCA determned the credit,
the issue could then be raised to the |egislature. This would
ensure that any economc benefits would be passed on to the
consuner, she opi ned.

3:58: 07 PM

COWM SSI ONER GALVI N pointed out that "credit"” is a m sstatenent
because it is a "tax benefit" - the rate is what is being
changed, it is not a new credit. It is inportant to recognize
that the entity receiving the tax benefit would be the producer,
not FNG or the wutility or regulated entity. He said he is

therefore unsure howto tie it together.

REPRESENTATI VE FAI RCLOUGH requested that Conceptual Amendnent 4
to Amendnent 38 be set aside so she could work wth the
adm ni strati on.

REPRESENTATI VE GUTTENBERG wi t hdr ew Amendnent 39.
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REPRESENTATI VE GUTTENBERG wi t hdr ew Amendnent 40.
4:01:11 PM

REPRESENTATI VE GUTTENBERG noved that the commttee adopt
Amendnent 41, |labeled 25-GH0014\L.55, Kane/Bullock, 11/3/07,
whi ch read [original punctuation provided]:

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 anmount of 25 [20] percent of a

carried-forward annual loss. A credit under this
subsection nmay be applied against a tax |evied by [DUE
UNDER] AS 43.55.011(e). For pur poses of this
subsection, except as limted by AS 43.55.160(h), a
carried-forward annual loss is the amount of a

producer's or explorer's adjusted |ease expenditures
under AS 43.55.165 and 43.55.170 for a previous
cal endar year that was not deductible in calculating
production tax values for that calendar year under
AS 43.55.160. However, a carried-forward annual |o0ss
may not include an adjusted |ease expenditure to
explore for, develop, or produce oil or gas deposits
| ocated within a unit or nonunitized reservoir subject
to AS 43.55.011(f) [AS 43.55.160(b) AND (e)]."

Renunber the follow ng bill sections accordingly.

Page 25, following line 13:

Insert new bill sections to read:

"*  Sec. 33. AS 43.55.160(e) is repealed and

reenacted to read:

(e) Any adjusted |ease expenditures under
AS 43.55.165 and 43.55.170 that (1) would otherw se be
deductible by a producer wunder (a)(1l)(A of this
section in calculating a production tax value under
(a)(1) of this section of oil and gas produced from a
| ease or property for a calendar year but whose
deduction would cause the production tax value to be
| ess than zero; (2) are the producer's costs incurred
during the cal endar year of exploring for, devel oping,
or producing oil or gas deposits located within the
producer's |eases or properties in the state outside
the Cook Inlet sedinentary basin that do not produce
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oil or gas during the calendar year; or (3) are the
producer's costs incurred during the cal endar year of
exploring for oil or gas deposits located wthin |and
in the state outside the Cook Inlet sedinmentary basin
in which the producer does not own an operating right,
operating interest, or working interest nust Dbe
all ocated to, and deducted in calculating the
producer's production tax value of the oil and gas
produced during the cal endar year from the producer's
other |eases or properties, in accordance with the
provisions of (f) and (g) of this section, to the
extent consistent with (b) of this section. Qther than
for a |lease or property subject to AS 43.55.011(f) and
except as otherwse provided wunder (h) of this
section, any renmining adjusted |ease expenditures in
excess of what may be deducted consistent with (b) of
this section may be wused to establish a carried-
forward annual | oss under AS 43.55.023(b).

* Sec. 34. AS 43.55.160 is amended by adding new
subsections to read:

(1) This subsection applies to adjusted |ease
expenditures required to be allocated under (e) of
this section that are the producer's costs of
exploring for, developing, or producing oil or gas
deposits located wthin the producer's |eases or
properties that include land north of 68 degrees North
|atitude or are the producer's costs of exploring for
oil or gas deposits located within land in the state
north of 68 degrees North latitude in which the
producer does not own an operating right, operating
i nterest, or wor ki ng i nterest. To the extent
consistent with (b) of this section, adjusted |ease
expendi tures under this subsection that are

(1) not costs of exploring for, devel oping,
or producing oil or gas deposits located within a
| ease or property subject to AS 43.55.011(f) nust be
allocated to one or nore |leases or properties from
which the producer produces oil or gas during the
cal endar year that include land north of 68 degrees
North latitude;

(2) costs of exploring for, developing, or
producing oil or gas deposits located within a |ease
or property subject to AS 43.55.011(f) nrmust be
allocated to one or nore other |eases or properties
from which the producer produces oil or gas during the
cal endar year that are within the same unit or overlie
t he sane nonunitized reservoir.
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(9) This subsection applies to adjusted |ease
expenditures required to be allocated under (e) of
this section that are the producer's costs of
exploring for, developing, or producing oil or gas
deposits located wthin the producer's |eases or
properties outside the Cook Inlet sedinentary basin
and no part of which is north of 68 degrees North
|atitude or are the producer's costs of exploring for
oil or gas deposits located within land in the state
outside the Cook Inlet sedinmentary basin and not north
of 68 degrees North latitude in which the producer
does not own an operating right, operating interest,
or working interest. To the extent consistent with (b)
of this section, adjusted |ease expenditures under
this subsection nust be allocated to one or nore
| eases or properties that are outside the Cook Inlet
sedi nentary basin and no part of which is north of 68
degrees North latitude from which the producer
produces oil or gas during the cal endar year.

(h) For purposes of this section, Cook Inlet
excess adjusted | ease expenditures for a cal endar year
are determned by adding (1) the adjusted |ease
expenditures that would otherwi se be deductible by a
producer in calculating production tax values under
(a)(2) or (3) of this section for the cal endar year
but whose deduction would cause a production tax val ue
to be less than zero; (2) the adjusted |ease
expenditures that are the producer's costs incurred
during the cal endar year of exploring for, devel oping,
or producing oil or gas deposits located within the
producer's |leases or properties in the Cook Inlet
sedi mentary basin from which no oil or gas is produced
during the calendar year; and (3) the adjusted |ease
expenditures that are the producer's costs incurred
during the calendar year of exploring for oil or gas
deposits Jlocated wthin land in the Cook Inlet
sedimentary basin in which the producer does not own
an operating right, operating interest, or working
interest. For a calendar year for which a limtation
under AS 43.55.011(j) or (k) on the tax levied by
AS 43.55.011(e) would have the effect of reducing the
producer's tax for oil or gas produced from one or
nore |eases or properties in the Cook Inlet
sedinentary basin below the anount of the tax that
woul d be levied in the absence of that |imtation, the
producer shall performthe calculations set out in (i)
of this section. The anount, if any, calculated under
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(1)(6) of this section is the only amunt of Cook
Inl et excess adjusted |ease expenditures that may be
used to establish a carried-forward annual |oss under
AS 43.55.023(b).

(1) A producer subject to (h) of this section
shall performthe follow ng cal cul ati ons:

(1) calculate the total anmount of Cook
I nl et excess adjusted | ease expenditures;
(2) multiply that total anount by 25

per cent ;

(3) calculate for each |ease or property
the amobunt by which a limtation under AS 43.55.011(j)
or (k) would reduce the anobunt of the producer's tax
| evied by AS 43.55.011(e);

(4) calculate the total of the reductions
calculated wunder (3) of this subsection for all
af fected | eases or properties;

(5) if the amount cal culated under (2) of
this subsection is greater than the anount cal cul ated
under (4) of this subsection, subtract the latter from
the former; and

(6) multiply the amount, if any, calcul ated
under (5) of this subsection by four."

Renunber the follow ng bill sections accordingly.

Renunber internal references to bill sections in
accordance with this anmendnent in a way that nmakes
secs. 23, 33, and 34 effective January 1, 2008.
Insert references to secs. 33 and 34 in (b) of the

applicability section. Insert references to secs. 23,
33, and 34 in (1)(B) of the retroactivity of
regul ations section (sec. 41). Below are all interna
bill 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

4:01: 21 PM

CO- CHAI R JOHNSON obj ected to Amendnment 41.

COWMWM SSI ONER GALVI N explained that Anendnent 41 would replace
| anguage that is in the original ACES bill [HB 2001, as
introduced]. There are two different "clean ups”, he said. One

is creating equivalent value for entities with net operating
| osses (NOLs) due to having exploration expenses but no
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production revenue against which to charge those expenses.
Under PPT, a 20 percent rate is provided for a credit carry
forward for those explorers experiencing net operating |osses.
However, a producer having these same expenditures is able to
deduct them fromits tax base at the rate of 22.5 percent. The
amendnment woul d replace that 20 percent with 25 percent. \Wile
the use of a 25 percent rate m ght be premature and could be the
subject of an anendnment, he said, the idea is to nake the rates
equi val ent .

4:03:29 PM

REPRESENTATI VE ROSES said he thought this issue had been taken
care of yesterday by [adoption of] Anendnent 3 that set [the NOL
credit rate] at the base tax rate so that it was self adjusting.
In response to Co-Chair Gatto, he said it is correct that the
NCL credit would be the sane as the base [tax] rate.

REPRESENTATI VE SEATON agreed that Amendnment 3 took care of this
[through the addition] of Section 23. He did not know whet her
Sections 33 and 34 in Anendnent 41 had al so been addressed by
Amendnent 3.

REPRESENTATI VE GUTTENBERG requested that Anmendnent 41 be set
aside so this could be doubl e-checked.

4:05:11 PM

REPRESENTATI VE GUTTENBERG noved that the comrittee adopt
Amendnent 42, |abeled 25-GH0014\L.50, Bullard/Bullock, 11/3/07
whi ch read [original punctuation provided]:

Page 18, followi ng |ine 25:

Insert 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,
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AND] that qualify only wunder (b) and (d) of this
secti on;

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

(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 perforned [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
t he 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 wthin 18 nonths after the date
the well was spudded;

(3) may not be for testing, stimulation, or
conpl eti on 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 reqgulations; or other costs
that are generally recognized as indirect costs or
financing costs; and

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

* Sec. 28. AS 43.55.025(c) is repealed and
reenacted to read:

(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 mnust

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

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

explorer shall submt to the comm ssioner of natura
resources the information necessary to determ ne
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 comm ssioner of natural resources
must nmake an affirmative determnation on that
question; the comm ssioner of natural resources shal
decide whether to nmke that determ nation 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
natural resources may consi der relevant;

(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
expl oration wel |, t he conmi ssi oner 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 anmended to read:
() For a production tax credit wunder this
secti on,

(1) an explorer shall, in a form prescribed
by the departnment and, except for a credit under (I)
of this section, within six nonths of the conpletion
of the exploration activity, claim the credit and
submt information sufficient to denonstrate to the
departnent's satisfaction that the clained exploration
expenditures qualify under this section;

(2) an explorer shall agree, in witing,
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(A to notify the Departnment of Natural
Resources, within 30 days after conpletion of seismc
or geophysical data processing, conpletion of [A] well
drilling, or filing of a claim for credit, whichever
is the latest, for which exploration costs are
clainmed, of the date of conpletion and submt a report
to that departnment describing the processing sequence
and providing a list of data sets available; [IF,
UNDER (c¢)(2)(B) OF THI'S SECTI ON, AN EXPLORER SUBM TS A
CLAIM FOR A CREDI T FOR EXPENDI TURES FOR AN EXPLORATI ON
WELL THAT IS LOCATED WTH N 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 STI NCTLY SEPARATE EXPLORATI ON TARCET,
AND THE COWMM SSI ONER OF NATURAL RESOURCES SHALL, UPON
RECEI PT OF ALL EVI DENCE SUFFI Cl ENT FOR THE
COW SSI ONER TO EVALUATE THE EXPLORER S CLAIM NMAKE
THAT DETERM NATI ON W THI N 60 DAYS; ]

(B) to provide to the Departnment 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,

(1) 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;

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

anal yses; geophysical and velocity data including
vertical seismc profiles and check shot surveys; and
tangible nmaterial 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, notw thstandi ng any provision of
AS 38, information provided under this paragraph wll
be held confidential by the Departnent of Natural
Resour ces
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(i) in the case of well data, until the
expiration of the 24-nonth period of confidentiality
described in AS 31.05.035(c), wthout extension, after
which the Departnent of Natural Resources [FOR 10
YEARS FOLLOWN NG THE COWPLETION DATE, AT VWH CH TIME
THAT DEPARTMENT] will release the information after 30
days' public notice;

(1) in the case of seismc or other
geophysi cal data, other than seisnic data acquired by
seisnmc exploration subject to (lI) of this section,
for 10 years following the conpletion date, at which
tine the Departnment of Natural Resources will rel ease
the information after 30 days' public notice;

(itii) 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
i ssued 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 anount 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 neke the request

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

(4) the departnent may exercise the full
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 qual i fied 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
subnmitted under this section have been submitted, the
departnment shall issue to the explorer two [A]

production tax credit certificates, each [CERTIFI CATE]
for half of the amount of the credit to be allowed
agai nst production taxes levied by AS 43.55.011(e);
the credit shown on one of the two certificates is
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available for imediate use; the credit shown on the
second of the two certificates nay not be applied
against a tax for a calendar year earlier than the
cal endar year following the calendar year in which the
certificate is issued, and the certificate nust
contain a conspicuous statenment to that effect;
notwi thstanding 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

(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
anount of the credit, but for not nore than the anount
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
section,

(1) a credit may not be applied to reduce a
taxpayer's tax liability wunder 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
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l[iability under AS 43.55.011(e) in one or nore |ater
cal endar years.

* Sec. 33. AS 43.55.025(k) is anmended 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:

(I') 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 perfornmed before July 1, 2003. To be
eligible under this subsection, an expenditure nust

(1) have been for seism c exploration that

(A obtained data that the conmm 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 is otherwwse 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"
| nsert "41 - 43, and 46"

Page 31, |ine 27:
Delete "31, and 38"
Insert "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"
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Page 31, |ine 31:

Del ete "sec. 27"

| nsert "sec. 36"
Page 31, followng Iine 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 Decenber 31, 2007, that are the basis
of tax credits that nmay be clainmed against taxes
levied for oil and gas produced after Decenber 31,
2007."
Rel etter the followi 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"

Insert "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, followng "."

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

(b)"
Page 33, |ine 20:

Delete "32 - 34, and 37"

Insert "41 - 43, and 46"
Page 33, line 21:

Del ete "26, 27, 31, and 38"

Insert "26 - 29, 31 - 34, 35, 36, 40, and 47"
Page 33, |ine 22:

Del ete "sec. 44"
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| nsert "sec. 53"

CO CHAI R JOHNSON obj ected to Amendnent 42.

REPRESENTATI VE GUTTENBERG said the subject of Amendment 42 is
exploration tax credits.

4:05: 23 PM

REPRESENTATI VE SEATON pointed out that both Anmendnment 6 and
Amendnent 42 deal with the same thing, although they nmay be
slightly different.

The commttee discussed which of the two amendnents should be
consi der ed.

REPRESENTATI VE GUTTENBERG wi t hdr ew Amendnent 42.
4:07:15 PM

REPRESENTATI VE WLSON noved that the commttee adopt Anmendnent
6, |abeled 25-GH0014\L.76, Bullard/Bullock, 11/4/07, which read
[original punctuation provided]:

Page 18, followi ng |ine 25:

Insert 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
f ol | owi ng:

(1) 30 [20] per cent of the total
exploration expenditures that qualify only under (b)
and (c) of this section;

(2) 30 [20] PERCENT  of the total
exploration expenditures [FOR WORK PERFORVED BEFORE
JULY 1, 2007, AND] that qualify only under (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

(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 anended to read:
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(b) To qualify for the production tax credit
under (a) of this section, an exploration expenditure
must be incurred for work performed [ON OR] after
Decenber 31, 2007 [JULY 1, 2003], and before July 1,
2016, [EXCEPT THAT AN EXPLORATI ON EXPENDI TURE FOR A
COOK INLET PROSPECT MJUST 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, suspended, or abandoned under AS 31.05.030
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 STI MJLATI ON
OR COWPLETION COSTS;] administration, supervision
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 reqgulations; or other costs
that are generally recognized as indirect costs or
financing 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:

(c) To be eligible for the 30 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 mnust
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(1) qualify under (b) of this section; and

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

explorer shall submt to the comm ssioner of natura
resources the information necessary to determ ne
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 conmm ssioner of natural resources
must make an affirmative determnation on that
guestion; the commi ssioner of natural resources shal
deci de whether to make 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 conmm ssioner of
natural resources nmay consider 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 mnner 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, abandonnent or

suspensi on under AS 31.05.030 of the exploration well,
the comm ssioner of natural resources nust determne
that the well adequately achieved the explorer's
st at ed 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 department 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 Departnment of Natural
Resources, within 30 days after conpletion of seismc
or geophysical data processing, conpletion of [Al wel
drilling, or filing of a claim for credit, whichever
is the latest, for which exploration costs are
clainmed, of the date of conpletion and subnmt a report
to that departnment describing the processing sequence
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and providing a list of data sets available; [IF,
UNDER (c)(2)(B) OF THI'S SECTI ON, 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 | NFORMATI 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 STI NCTLY SEPARATE EXPLORATI ON TARGET,
AND THE COWM SSI ONER OF NATURAL RESOURCES SHALL, UPON
RECEI PT OF ALL EVI DENCE SUFFI ClI ENT FOR THE
COW SSIONER 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, including well |ogs;
sanpl e anal yses; geophysi cal and velocity data
including vertical seismc profiles and check shot
surveys; and tangible material including, for each

whol e core collected, a |lengthwise cut slab that is at
| east 1/3 of the whole core volune, and representative
sanples, as specified by the Departnent of Natural
Resources, of other gaseous, liquid, or solid materi al
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), the Departnent of
Nat ur al Resources [FOR 10 YEARS FOLLOWNG THE
COVPLETI ON DATE, AT VWHI CH TIME THAT DEPARTMENT] w ||
rel ease the information after 30 days' public notice,
unless in the discretion of the conmm ssioner of
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nat ur al resources, it is necessary to protect
information relating to the wvaluation of unleased
acreage in the sane vicinity;

(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

HOUSE RES COW TTEE - 92- Novenber 4, 2007



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"
Insert "26 - 29, 31 - 34, 35, 36, 40, and 47"

Page 33, |ine 22:
Del ete "sec. 44"
| nsert "sec. 53"
CO CHAI R JOHNSON obj ected to Amendnent 6.
4:07:25 PM

REPRESENTATI VE W LSON advised that Anendnent 6 would put the
Expl oratory Incentive Credits (EIC) back in the way they were
along with several other housekeeping itens. She deferred to
Kevin Banks to explain the anmendnent.
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KEVIN BANKS, Director, Central Ofice, Dvision of Gl & Gas,
Department of Natural Resources (DNR), stated that Amendnent 6
woul d preserve the EIC s established under 43.55.025, a statute
predating the PPT. He explained that EIC s provide tax credits
for exploration activities in which wells are drilled nore than
3 mles from a pre-existing well. A larger credit is offered
for wells drilled nore than 25 mles away from a pre-existing
unit. Several housekeeping matters nust be taken up as a result
of reinserting the "025 credits"” into the ACES bill [HB 2001],

he conti nued. Under the existing program a conpany first
drills the well, then it submts an application for a credit
and then it waits to see whether the credit will be received

Determnation for the credit is nade by DOR with advice from
DNR. Amendrment 6 would provide for pre-approval so that an
applicant would be assured of receiving the credit prior to
spendi ng any noney.

MR. BANKS noted that Anmendnent 6 would establish a new class of
credits for seismc surveys conducted prior to July 1, 2003.
The conm ssioner of DNR would be able to essentially buy the
seismc information for five percent of its original cost and
then nake that information available for others to use. A
public disclosure of information would be required so that DNR
and DOR could then create a database of credits that have been
offered and for what kinds of activities for which wells that
have had seisnm c surveys done. Subsequently, those interested
in investing in Al aska could anticipate the kind of information
that m ght becone available to them after awhile. Requi renent s
woul d be expanded for information to be handed over to the state
under this particular set of circunstances, M. Banks conti nued.

At the nmonent, when a well is drilled, sonme well |ogs and chunks
of core are submtted for safekeeping to the Alaska G| and Gas
Conservation Conm ssion (AOCGCC). [ Arendnent 6] would require
that the state receive an actual piece of any core taken from a
well, along with any fluids produced by the well in the course
of the exploration activity. This would be valuable in
providing the state with greater information. He said the

expansion of these requirenents is because the state is, in a
sense, participating in the exploration as would another
wor ki ng-i nt er est owner t hat would have access to that
i nformati on. [Arendnent 6 would require] that for all wells
receiving credits, the information be nmade public after 24
nmont hs, plus a 30-day notice, or approximtely 25 nonths. Under
the current situation, he explained, the information for a well
drilled in the state of Alaska is submtted to the AOGCC The
DNR gets access to any information for wells drilled on state
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| and. After 24 nonths, that information could be Kkept
confidential if there is unleased acreage nearby and the DNR
conmm ssioner w shed to preserve the value of the well drilling
for the applicant or the |essee or the explorer, or it could be
kept confidential if the DNR comm ssioner determned it is in
the state's interest because a |lease sale was underway and the
state expected it could do better if the information remained
secret.

4:14:10 PM

MR. BANKS explained that DNR did not currently get access to
information on wells drilled outside of state |and. For
exanple, the AOBCC has access to the information from wells
drilled on the National Petroleum Reserve-Al aska (NPR-A), but
DNR does not. By the sanme token, the DNR conm ssioner may al so
rule on whether or not extended confidentiality can be offered
to wells drilled in the NPR-A [ Anendnment 6] would require an
applicant for an EIC under the "025 progranf to agree that the
[ DNR] conm ssioner has the discretion to reveal that information
after 24 nonths plus 30 days notice. O her jurisdictions are
nore |iberal on how information 1is shared wthin their
jurisdiction, he noted, and it is DNRs view that the nore
information available to other explorers, the better the state's
interests are served for encouragi ng new devel opnment. M. Banks
advi sed that the |ast [housekeeping] piece would provide that in
return for receiving [EIC] credit, the seismc information would
be nmade public after 10 years. There is currently no provision
for revealing seismc data to anyone and it remains confidentia
forever. He said DNR acquires seismc information for its own
| and, but not on | and bel onging to soneone el se.

MR. BANKS descri bed an economc feature [in Amendnent 6] rel ated
to the credits. For wells drilled nore than three mles from an
existing well, the current 20 percent credit would be increased
to 30 percent. The proposed increase is because the allowable
deductions for which the credit is received are sonewhat nore
l[imted than in PPT. This strikes a balance, he said, between
t he newconer explorer having no tax liability and the incunbent
that has the ability to cash in its qualified |ease expenditures
"under the '023'" or the standard PPT ACES tax credit."

4:17:30 PM

MR. BANKS detailed a second economc feature that would change
the definition of a pre-existing well. [Currently], an entity
drilling a well can receive the credit only for the first well
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in its exploration program because the definition of a pre-

existing well falls into place - a second "stepout"” or
"delineation" well drilled on the same prospect or near the well
just drilled falls wthin the three mnmle Ilimt and is
disqualified from receiving a credit. To alleviate this
problem [Anmendnent 6] would change the definition of a pre-
existing well from a well drilled within 150 days to a well

drilled within 540 days, he said. This would give the applicant
for the credit the opportunity to return to the exploration

prospect in the following drilling season and drill a second and
perhaps a third well depending upon the length of the wnter
drilling season. Thus, the credit would be extended to nore

than just one well when an applicant is proving up a prospect.
4:19: 11 PM

REPRESENTATI VE FAI RCLOUGH understood that the admnistration's
changes from the original ACES bill [HB 2001] are as follows:
"on page 1 [lines 8 and 10 of Amendnent 6], 20 percent is

changed to 30 percent; on page 2, lines 7 and 8, the word
suspended is added and a specific statute [AS 31.05.030] is
inserted.” Regarding the gross negligence |anguage added on
page 2, lines 18 and 19, she suggested that an anendnent to

Amendnent 6 m ght be nade to incorporate the crimnal negligence
| anguage that Representative Seaton had conme up with in previous
di scussi ons.

MR. BANKS stated that the term suspended was added to the terns
abandoned and conpleted, and that the statutory reference there
is related to the definitions that are applied by the ACGCC when
information is taken on a well. These terns are needed, he
said, because a well can be drilled and then left in stasis so
that the 24 nonth clock does not begin. Thus, this would assure
that the clock on confidentiality is triggered when the credit
is awarded. He skipped addressing the issue of negligence
saying it should be addressed by a Ilawer, but he noted
addi tional changes to that sane paragraph on line 15, page 2.
He explained that under the existing "025 credit” an applicant
cannot deduct or include in the calculation of its credit, the
costs for testing, stimulation, or conpletion which are down-
hole activities in an exploration well. These costs were
excluded from the "025 credit" when it was created, he said,
even though they are part and parcel of any kind of exploration
activity. Leaving them out was inappropriate.

4:23:24 PM
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M5. HOULE explained that AS 31.05.030 "is the authority for the
AOGCC to go to their regulations with our 20 AAC that tal k about
the different cases of wells being suspended, conpleted, or

abandoned. " She said the word suspended needs to be included
because it sonetines takes two seasons to drill a well and then
come back to test it, especially wth NPR-A drilling.

Additionally, testing, stimulation, and conpletion costs should
be included because they are part of appraising an exploration
wel | . She said she thought that gross negligence is included
for clean air, as nentioned yesterday, but that it is nostly
included for acts in which physical injury occur because of
failure to foll ow safety procedures.

MR. BANKS pointed out that on page 5, line 2, |anguage was added
that referred to the 24-nonth period of confidentiality governed
by [AS 31.05.035(c)], along with new |anguage that gives the
comm ssioner of DNR the discretion to withhold the information
if it serves the interest of the state.

4:26: 07 PM

REPRESENTATI VE GUTTENBERG inquired whether there are other
categories of wells in addition to conpleted, suspended, or
abandoned. For exanple, he had wearlier heard the term
"spudded"”.

M5. HOULE explained that when the process of drilling begins,
the well is called "spudded".

MR. BANKS added that the expression "to spud a well" neans to
begin drilling.

4:27:01 PM

REPRESENTATI VE GUTTENBERG asked whether a well drilled only 10
or 20 feet and then wal ked away from would be a spudded well or
an abandoned wel | .

M5. HOULE responded that, technically, such a well would be
spudded. To spud a well, a large dianmeter of pipe is used in
the first 20-80 feet, she explained. The well is then drilled
from there using smaller and smaller pipe as the drilling goes
down. In further response to Representative GQGuttenberg, M.
Houle said that what 1is being looked here is the three
categories that are on an AOGCC conpl etion report. Oper ati ona
suspension is a different order and is not on the conpletion
report.
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4:28:36 PM

M5. HOULE, in response to Representative WIlson, stated that the
| anguage on page 2, lines 22 and 23, of Amendnent 6 should say
"before or on" My 13, 2003, rather than just "on" because this
has been causi ng adm nistration problens for DOR

MR. BANKS noted that when the state of play was | ooked at on May
13, 2003, there were units, and there were |lands that were not
in units, therefore it nust go back to that point. Severa
units no longer exist; drilling back into or doing seisnmc
across those areas that had been units would not qualify for an
"025 credit".

REPRESENTATI VE W LSON noved Anendnent 1 to Anendnent 6 that "on
page 2, line 22, before the word "on', insert 'before or'"

There being no objection, Anmendnent 1 to Amendnent 6 was passed.
4:30: 46 PM
CO- CHAIR GATTO i nquired how to deal with crimnal negligence.

MR. BANKS said he did not know. He referred to the concept
pointed out by M. Houle that the kind of environnental
regul ations being talked about are typically air quality and
there is an unbrella air quality standard that is inposed in the
drilling program There are discharge pernmts that are nade for
a drilling program and if those standards are exceeded, then
t hose costs could not be included in the credit.

4:32:23 PM

REPRESENTATI VE FAI RCLOUGH objected to Amendnent 6, as anended.
She asked how this affected, on a cost line, the fiscal note for
this bill.

MR. BANKS responded that in the original fiscal note for ACES
[ HB 2001, as introduced] in which this |anguage appeared, it was
stated that it was indeterm nate. It depends on the industry's
response to these kinds of credits and whether or not future
exploration is successful and | eads to devel opnent, he said.

M5. HOULE interjected that the Dvision of Gl & Gas had

determned it had enough people on the "rock side" in Resource
Evaluation to help DOR with the statute.
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MR. BANKS added that [DNR] has managed this program for severa
years and has not had to hire an extra person.

4:33:16 PM

CO- CHAIR JOHNSON asked what the economic inpact is on the
producers.

COMWM SSIONER  GALVIN answered that this would benefit the
i ndustry because it would provide a greater credit than is
currently provided in statute.

CO CHAI R JOHNSON wi t hdrew his objection to Arendnent 6
4:33: 55 PM

REPRESENTATI VE ROSES requested further clarification from M.
Porter.

MR. PORTER stated that DOR s projection nodels assuned about a
$50 million credit under "025". Because the 20 percent matches
the capex benefit, there is actually less going into that from
an effective standpoint and it is really just captured in the
capex benefit. He guessed that the total exposure of going from
20 percent to 30 percent would cause a slight shift and that his
rough guess is that the 10 percent would still be in the $10-20
mllion range.

4:35: 00 PM

MR. PORTER, in response to Co-Chair Johnson, agreed that this
woul d reduce taxes on industry by $10 mllion.

CO-CHAIR JOHNSON remarked that this is noving in the right
direction.

4:35:13 PM

REPRESENTATI VE FAI RCLOUGH rem nded the conmittee that taxpayers
eligible for this credit had previously testified that they did
not think the credit would be beneficial to the state in the way
that the state is presenting it. She said she did not believe
that any of the taxpayers had stated that they wanted this
| anguage to be i ncl uded.

CO- CHAIR GATTO i nqui red whether the credit is optional
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MR. PORTER confirned that the credit is optional and a taxpayer
could choose not to take it. He said he had been concerned
about the requirenent for giving up data in tw years because it
is very harsh for an explorer in a extremely renote area.
However, he commented, it is now better than before because the
current anendnent would allow DNR to Kkeep the information
confidenti al in those ~circunstances where an explorer's
surroundi ng acreage is not fully protected.

4:37:11 PM

MR. BANKS pointed out that M. Porter is describing the
provi sions on page 5, line 7, of Amendnent 6. He disagreed that
the requirenent is "harsh". Perhaps it is harsh conpared to the

exi sting systemin Alaska for wells that do not receive credits
because extended confidentiality is offered for wells that are

drilled where there is vacant acreage nearby. However, he
contended, it is not harsh conpared to other capitalistic
jurisdictions like Canada where this kind of information is
routinely nade available to the public fairly quickly after the
wells are drilled. Regarding what is in the state's interest,
he reiterated that the state is, in a sense, participating in
the well as would any other participant. The benefit to the
state is, in part, not only a successful drilling program but

the ability to | everage that information for further exploration
and potential developnment by others. The state is also ponying

up part of the expense to drill the well in the first place, he
ar gued.

M5. HOULE related that explorers drilling primarily in the NPR-A
have told [the division] that this credit nakes a difference in
whet her or not they drill a well. Most of these credits have
been given for NPR-A, she said, and |ooking at who has drilled
there will indicate who has nost |ikely been applying for the
credits.

4:38: 54 PM

REPRESENTATI VE FAI RCLOUGH advised that she had just wanted the
committee to be aware of the past testinony and the concern for
confidentiality in starting a tinme clock. Because of it being
optional on the credit side, she renoved her objection.

CO CHAI R JOHNSON renoved his objection to Anendnent 6.
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There being no further objection, Amendnent 6, as anended
adopt ed.

4:40: 11 PM

was

REPRESENTATI VE KAWASAKI noved that the commttee adopt Anendnent
| abel ed 25- GH0014\ L. 20, Bullard/Bullock, 11/3/07, which read
[original punctuation provided]:

22,

Page 21, followi ng Iine 30:

Insert a new bill section to read:

"* Sec. 29. AS 43.55 is anmended by adding a new
section to read:

Sec. 43.55.055. Penalty for understatenent of
tax. (a) If there is a substantial understatenent of
tax required to be shown on a return wunder this
chapter, there shall be added to the tax an anount
equal to 20 percent of the substantial understatenent
of tax.

(b) If there is a gross understatenent of tax
required to be shown on a return under this chapter,
there shall be added to the tax an anount equal to 40
percent of the gross understatenent of tax.

(c) If there 1is a substantial or  gross
understatenent of tax required to be shown on a return
under this chapter, the departnment's reasonable costs
of establishing the understatenent shall be added to
the amount of the penalty established under (a) or (b)
of this section.

(d) A penalty inposed under this section is in
addition to any other penalty, renedy, or anmount of
i nterest provided by |aw.

(e) For purposes of this section,

(1) a substantial understatenent of tax for
any taxable year exists if the anmount of the
understatenent for the taxable year exceeds the |esser
of 10 percent of the tax required to be shown on the
return for the taxable year or $10, 000, 000;

(2) a gross understatenent of tax for any
t axabl e year exi sts i f t he anount of t he
understatenent for the taxable year exceeds the | esser
of 20 percent of the tax required to be shown on the
return for the taxable year or $20, 000, 000;

(3) "understatenent” neans the anount by
which the tax required to be shown on the return for
the taxable year exceeds the anobunt of the tax
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reported
return.”

as

Renunber the follow ng bill

due

by the taxpayer as

Page 31, |ine 25:
Delete "32 - 34, and 37"
| nsert "33 - 35, and 38"
Page 31, |ine 27:
Delete "31, and 38"
| nsert "32, and 39"
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:
Delete "31, and 38"
| nsert "32, and 39"
Page 33, |ine 20:
Delete "32 - 34, and 37"
| nsert "33 - 35, and 38"
Page 33, line 21:
Delete "31, and 38"
| nsert "32, and 39"
Page 33, |ine 22:
Del ete "sec. 44"
| nsert "sec. 45"

CO CHAI R JOHNSON obj ected to Amendnent 22.

REPRESENTATI VE KAWASAKI
Seat on assesses a penalty for

the entity's tax

noted that Amendnent 4 by

7 by

Roses deals wth failure by a conpany to report.
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-102-

shown

on the

sections accordingly.

Representative

paying less than is required under
liability and Amendnent

Representati ve
Amendnent 22
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is also a penalty issue, he said. It would inpose a penalty
when a conpany files on tinme, but files either a gross or |large
understatenent of the taxes due as required by law. He said the
understatement would have to be a pretty large anount - 10
percent and 20 percent - as shown on page 1, lines 19 and 22
Page 2, he explained, consists of conform ng anendnents and the
definition of understatenent.

4:41: 37 PM

CO- CHAIR JOHNSON expressed his fear that the state had already
closed itself to business and, therefore, he did not want to add
any nore penalties. He said he understood the intent, but that
he is concerned this would be stepping even further across the
line to the state being closed to business.

REPRESENTATI VE ROSES said he did not oppose Anmendnent 22, but
that he opposed assessing penalties in cases where underpaynment
is not deliberate. For exanple, internal audits between joint
interest partners could later result in the filing of an amended
return that is quite different from the original return

Anot her exanple would be an audit that results in disallowance
of credits. He support ed penal ti es for del i berate
understatenents, but wanted to ensure that penalties would not
be assessed when understatenents were inadvertent.

4:44: 04 PM

REPRESENTATI VE SEATON shared the sponsor's desire to ensure that
taxes are reported properly. He also shared Representative
Roses' fear that a conpany could get penalized through no fault
of its own. He requested Comm ssioner Galvin to address the
i ssue.

COM SSIONER  GALVIN said his understanding is that t he
inmposition of a penalty is discretionary on the part of the
agency. In taking into account the inposition of that penalty,
the culpability of the taxpayer would be considered. He said he
t hought that Anmendnent 22 would basically establish the maxi num
penalty that would be allotted by the departnent in that
ci rcumnst ance.

4: 46: 25 PM
CO- CHAI R GATTO asked whether this would be handled in the sane

manner as the Internal Revenue Service (IRS) which is that an
error receives a penalty.
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COMWM SSI ONER GALVIN responded that a level of <care can be
established, such as wllful, fraudulent, negligent, and so
forth. Anmendnment 22 would substitute a quantitative neasurenent
for that standard of care and would base it upon the nagnitude
of the understatenent.

4:47:07 PM

REPRESENTATI VE SEATON i nquired whether incorrect joint interest
billings or other non-deliberate circunstances could result in
understatenments of [10 and 20 percent].

COMM SSIONER GALVIN replied that DOR does not yet have the
experience on which to base a response regarding how |ikely an
under st at enent could be due to a disagreenent over a
characterization as opposed to an attenpt to add a cost that is
clearly inappropriate. He clarified that the 20 and 40 percent
figures represent the penalty, and the 10 and 20 percent figures
represent the understatenent anount for reaching those various
thresholds. G ven the nmagnitude of many of the tax returns and
the relative inexperience that we all have in the inplenentation
of this, he said, this could be a threshold that is nmet often.

4:49: 27 PM

CO CHAI R GATTO i nqui red whether the error would be cal cul ated on
a line-by-line basis or on the total of the entire return.

COW SSIONER GALVIN said he would interpret the substantial
understatenment of tax as being on the return. In further
response to Co-Chair Gatto, Comm ssioner Glvin confirmed that
this would then result in just one assessnent.

CO CHAIR GATTO asked if the procedure for overstatements is to
send the taxpayer a check.

COWM SSI ONER GALVI N stated, "Generally, yes.™

4:50: 06 PM

REPRESENTATI VE KAWASAKI inquired whether a delayed effective
date would be appropriate given the |lack of experience in this

regard. He also requested Conm ssioner Galvin's overall opinion
on whet her penalties should be in place.

HOUSE RES COW TTEE - 104- Novenber 4, 2007



COMM SSI ONER GALVI N answered that there are already penalties in
pl ace, but that it is a matter of whether they are substanti al
enough to affect Dbehavior. Everyone, including DOR is
struggling with noving to a system where the state is reliant
upon taxpayer self-reporting and then the state catching up and
identifying what the actual amount should be. The concern from
the public is that that is going to represent a | arge anount and
there will be a financial value in under-reporting in order to
retain the noney and then pay an insignificant penalty. The
transition froma gross-based tax to a net-based tax is going to
be filled with a period of learning what the vulnerability is,

Comm ssi oner @Gal vin not ed. He said that [DOR] wants to ensure
that the system does not incentivize under reporting, but that
[DOR] is also sensitive as to whether it will be perceived as

being punitive in noving to the new system The totality of the
whol e structure nust be considered and because anendnents are
being made one at a tine it is difficult to see the whol e schene
and whet her there has been an over-stepping. "In that context,"
he continued, "... we don't have a strong feeling on this
particul ar amendnent or this particular area in either
direction, but we do want to ensure that there is proper
incentive for full conpliance.”

4:52:48 PM

CO CHAIR GATTO asked whether there is authority to forgive a
penalty or are the rules hard and fast and the penalties exact.

COWM SSI ONER GALVIN said that as the conm ssioner he would have
the authority to waive a penalty if the circunstances warranted.

REPRESENTATI VE FAI RCLOUGH poi nted out that sonme of the power to
negoti ate down was renoved by an anendnent that had already
passed that precluded negotiation down under 50 percent,

including interest. She also noted that an anendnent had passed
that provided for the state to start estimating the reasonable
cost of transportation. She expressed her concern that the

state m ght cause a gross underestinmate as a result of changing
the mx of what is required. We are asking taxpayers for new
auditing conpliance records and now we are going to penalize
them if they do not get it right, she opined. She therefore
appreci ated the suggestion for delaying the inplenentation date.

4:54:52 PM

REPRESENTATI VE ROSES requested M. Porter's opinion in this
regard.
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MR. PORTER advised that given the anmpbunt of tax that would now
be paid, a mstake of 1-2 percent would be subject to a penalty,
and this seened harsh, especially in the current environnment
where conpanies do not know what they are supposed to pay. He

suggested that inposition of penalties be deferred until after
either the first taxable year in which regulations are in place
or after a certain nunber of vyears. This would allow the

taxpayers and DOR the tinme to fine-tune what should be paid.
4:56: 46 PM

REPRESENTATI VE ROSES said he would be nore confortable if the
i npl enentation date was after the calendar year follow ng
conpletion of the first set of audits, which would take about
Si X years. This would help determ ne whether or not the state
was being "ganed". He asked if this kind of effective date
woul d acconplish the objective nmentioned by M. Porter.

MR. PORTER replied it that would address the concern.
4:57. 47 PM

REPRESENTATI VE W LSON inquired whether the check-back date of
[2011] is still in the bill.

COWMM SSI ONER GALVI N said the date of 2011 had not been changed.

REPRESENTATI VE W LSON stated that perhaps 2011 would be the tine
to determine if this is needed.

4:58: 38 PM

REPRESENTATI VE ROSES noved [ Conceptual] Amendnent 1 to Amendnent
22 to "set the effective date ... at the calendar year
i medi ately following the first set of conpleted audits, or the
taxabl e year following the first set of conpleted audits."”

REPRESENTATI VE FAlI RCLOUGH objected to [Conceptual] Anmendnent 1
to Anendnent 22.

COWM SSI ONER GALVI N asked for a definition of "set of conpleted
audits".

REPRESENTATIVE ROSES said the intent of his [conceptual]

anendnent is to ensure that a penalty would not be assessed
unti | audits had been done and it was known whether
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understatements were deliberate or a result of regulations or
the changes that were nmade. An audit would reveal facts and
test the regulations and until then, he said, a penalty would be
unf air.

5:00: 28 PM

CO CHAIR JOHNSON commented that there are Enron Corporation
executives in jail today for falsifying and presenting
m sl eadi ng reports on returns.

COM SSI ONER GALVIN said that this was not for tax returns, it
was for fraud for falsifying to their investors.

5:01:15 PM

COCHAIR JOHNSON inquired whether there are substantial
penalties in state or federal law for intentionally falsifying
reports.

COWMWM SSI ONER  GALVIN responded yes, there are substanti al
penalties for willful fraud on tax returns. |In further response
to Co-Chair Johnson, Commissioner Galvin said it would be
crimnal for purposely providing willful, fraudulent tax returns
with wong information. |In response to Co-Chair Gatto regarding
statutes of limtations, Commssioner Galvin stated that each
crimnal thing would have a different statute of limtations.

The commttee took an at-ease from5:02 PM to 5:03 P. M
5:04: 03 PM

REPRESENTATI VE ROSES clarified that the conceptual intent of
Amendnent 1 to Anmendnent 22 is that it would be only for those
taxpayers to which this penalty would apply and not for all
t axpayers. A penalty would not be inposed until after the
t axpayer had gone through an audit process that is based upon
t he new regul ati ons.

CO CHAIR GATTO asked whether a mstake on the first tax return
could cause penalties to be applied to returns filed 1in
subsequent years.

COW SSI ONER GALVIN answered that it would depend on how it is
witten, but that he thought the intent is that penalty would
not be assessed unless the taxpayer was filing a tax return
after the previous tax return had been fully audited.
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REPRESENTATI VE ROSES said correct. For exanple, if returns are
filed in 2006, 2007, and 2008, and an audit did not occur unti
the year 2009, then the penalty would not apply for 2006, 2007
or 2008. It would only apply to those returns filed after an
audit had been done.

5:06:48 PM

COWMM SSI ONER GALVI N explained that there is already a 5 percent
penalty in place for understatenent, so that 1is the base
regardl ess of whether [Anendnent 22] went into effect or not.
In a case of willful fraudulent reporting, it is an additiona
50 percent on top of the other penalties.

MR. PORTER read the statute which states that the 5 percent
shall be added to a tax for each 30-day period or fraction of
the period during which the taxpayer fails to file at the tine
or times required by the law of regulation a report or pay the
full amount of the tax or a portion of the deficiency of the tax
that is finally determined by the departnment and is required by
this title, unless there is showing that the failure is due to
reasonabl e cause and not willful neglect. The penalty nay not
exceed 25 percent in the aggregate. “If it is negligence," he
continued, "an additional penalty is added on top of that, and
if it is fraud it is 50 percent on top of that."

5:08: 02 PM

CO- CHAIR GATTO presuned that one tax return did not need to be
audi ted before any of the aforenmenti oned would apply.

COW SSIONER GALVIN clarified that the penalty applies to all
tax, not just production taxes.

REPRESENTATI VE ROSES inquired whether the penalties under
Amendrent 22 coul d be | ess than under existing penalties.

COWM SSI ONER GALVI N replied that subsection (d) of Anmendnent 22
provided that it would be additive to any other penalty.

REPRESENTATI VE ROSES said he would not withdraw his anendnent.
5:09: 36 PM

REPRESENTATI VE FAI RCLOUGH surm sed that Conceptual Anmendnent 1
to Anendnent 22 applied to the new | aw that would be inposed if
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passed under this special session, not to some past auditing
pr ocedure.

REPRESENTATI VE ROSES said correct.

There being no objection, Conceptual Anmendnent 1 to Anendnent 22
was passed.

The commttee took an at-ease from5:11 P.M to 5:13 P. M
5:13: 00 PM

REPRESENTATI VE KAWASAKI noved [Conceptual] Anendnent 2 to
Amendnent to 22 to "strike the words in line 19 [page 1] 'the
| esser of', in line 20 'or $10,000,000', [in] line 22 'the
| esser of', and [in] line 23 'or $20, 000, 000" "

COCHAIR JOHNSON objected to [Conceptual] Anmendnent 2 to
Amendnent 22.

REPRESENTATI VE KAWASAKI explained that as nentioned by M.
Porter, $10 million is a very small percent of a liability that
is over $1 billion. He said that 10 percent still seened
substantial and 20 percent still seened gross to him He said
he believed that the 10 percent or 20 percent margin was high
enough and therefore fair for any conpany that understates its
taxes by mstake or otherwise, so for this reason he left the
percent ages and struck the dollar anounts.

5:13:48 PM

REPRESENTATI VE FAI RCLOUGH said she did not support [Amendnent
22], but she encouraged all nenbers to support [Conceptual
Amendnent 2 to Amendnent 22].

COCHAIR JOHNSON wthdrew his objection to [Conceptual]
Amendrent 2 to Amendnment 22.

There being no further objection, [Conceptual] Amendnent 2 to
Amendrent 22 was passed.

REPRESENTATI VE FAI RCLOUGH cal l ed the question for Anendnent 22,
as anended.

A roll call vote was taken. Represent ati ves Edgnon, Kawasaki

and CQuttenberg voted in favor of Anmendnent 22, as anended.
Representati ves Fairclough, WIson, Seaton, Roses, Johnson, and
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Gatto voted against it. Therefore, Anendnent 22, as anended,
fail ed adoption by a vote of 3-6.

The commttee took an at-ease fromb5:16 PPM to 5:18 P. M
5:18: 34 PM

CO- CHAIR GATTO announced that Anmendnent 26 had been previously
withdrawmn and that the commttee was now on Anmendment 4 to
Amendment 38.

REPRESENTATI VE SEATON i nqui red whether Amendnent 4 to Anmendnent
38 would be on line 14 of page 1

5:18: 55 PM

REPRESENTATI VE FAlI RCLOUGH said that the subsection referenced in
Amendment 4 to Anendnent 38 needed to be amended.

COWM SSI ONER GALVIN noted that the l|language is intended for the
statute and that it could go in as a new subsection on page 2
bel ow what is currently (q).

REPRESENTATI VE FAI RCLOUGH interjected that it would fit in on
line 6 of page 2, and that Legal Services could work out where
t he exact |ocation should be.

COM SSI ONER GALVIN recomended that it be inserted on page 2,

line 6, as a new subsection (r), and that "(p)" in the witten
anmendnent be changed to "(q)". Thus under a new subsection (r),
Arendnent 4 to Amendnent 38 would read: "[ The RCA shal

determine if an entity that receives gas that is taxed, for
production purposes,] wunder the provisions of 43.55.011 (q)
falls under their jurisdiction."

5:21: 07 PM

REPRESENTATI VE GUTTENBERG obj ect ed. He argued that intent
| anguage is one thing, but that non-intent |anguage expanding
the authority of RCA would require a |anguage change and
consideration of whether it falls under the call of the specia
sessi on. He said he thought every regulated utility in the
state would know that RCA did not need to expand its authority
in order to ask questions of a utility.

REPRESENTATI VE FAI RCLOUGH contended that it did not expand RCA's
authority. If a producer or a devel oper taking the tax supplies
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a utility that is wunder the RCA's jurisdiction as it stands
today under the criteria given by Representative Kelly, then the
utility nust pass on the credit to the consuner. So, it is
asking RCAto look at a rate case in this type of situation.

5:23: 08 PM

REPRESENTATI VE GUTTENBERG said his point is that RCA already has
the authority as it is their role to examne these things.
Expanding RCA' s authority would necessitate changing the title
of this bill, he contended.

REPRESENTATI VE FAI RCLOUGH asked whether Conmissioner Galvin
supported this anendnent.

COWM SSI ONER GALVI N responded no. The purpose of the statute is
to provide the tax benefit for the production of the gas. | t
woul d not change RCA's jurisdiction, whether or not they had it
over the entity. He said he thought it would nerely nmake [the
utility] conme to [RCA s] attention because the consunmers would
demand it.

REPRESENTATI VE FAIRCLOUGH reiterated that she supports a
guarantee that the benefit will be offered to all Al askans.

A roll call vote was taken. Representatives W/Ison, Fairclough

Roses, and Johnson voted in favor of Anmendnment 4 to Anmendnent
38. Represent ati ves Seaton, Edgnon, Kawasaki, QGuttenberg, and
Gatto voted against it. Therefore, Amendnent 4 to Amendnent 38
failed to pass by a vote of 4-5.

5:25:29 PM

REPRESENTATI VE FAI RCLOUGH called the question for Anmendnent 38,
as anended. In response to Co-Chair Johnson, she withdrew her
call of the question.

CO CHAI R JOHNSON expressed his support for equal treatnment for
all Al askans. He said he is concerned that North Slope gas is
bei ng nonetized. [Gas] contracts may or may not be presented at

the end of the nonth and there will be an open season in 12-18
nmont hs. He could see a scenario where the oil industry would
not show up to open season because: a) the gas is being

nmoneti zed, b) industry was told it could not have the Mirkowski
Adm nistration's [gas] contract, and c) industry was prohibited
from going over the top. Therefore, any grounds for a state
| awsuit against the industry are unfounded, he opined. This is
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one nore opportunity for the oil conpanies to say they will not
nonetize their gas because they are neeting certain criteria.
He said he has grave concerns that this will be a problem

COWM SSI ONER GALVIN noted that the purpose of Anmendnment 38, as
stated in its legislative intent section, is to have the tax
benefit provide |ower cost energy for Alaskans; not because it
is econom cally necessary for North Sl ope production.

5:28:47 PM

A roll call vote was taken. Represent ati ves Kawasaki, Seaton
Guttenberg, Edgnon, and Gatto voted in favor of Amendnent 38, as
anended. Represent ati ves Fairclough, WIson, Roses, and Johnson
voted against it. Therefore, Amendnment 38, as anended was
adopted by a vote of 5-4.

CO-CHAIR GATTO announced that Amendnents 39 and 40 were
wi t hdr awn.

The neeting was recessed at 5:30 p. m

CO- CHAIR GATTO called the neeting back to order at 6:58 P.M
Present at the call back to order were Representatives
GQuttenberg, Edgnon, Fairclough, WIson, Seaton, Roses, G@Gtto,
Kawasaki , and Johnson.

6: 59: 04 PM

CO- CHAIR GATTO noved for reconsideration of his vote on passing
Amendnent  32. There being no objection, the vote on Anmendnent
32 was rescinded, and the anmendnment was back before the
conmittee.

REPRESENTATI VE ROSES inquired why Co-Chair Gatto decided to
rescind his vote.

CO CHAIR GATTO replied that he had spoken with House | eadership
and | earned that Amendnment 32 would give the commttee bill an
additional referral which would delay the bill one nore week.
He said he did not think this was in the best interest of the
state, so he would now be voting against it.

7: 00: 49 PM

REPRESENTATI VE ROSES agr eed. He said that during the initia
debate on Amendnent 32, Representative Fairclough had warned
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that it could cause referral to the House Judiciary Standing
Commttee (HIUD). He said he is disappointed, however, that
decisions on policy this large are being based on whether or not
to extend the special session a week or have it be carried over
into the regul ar session. If it is inportant enough to pass in
the first place, it ought to be inportant enough to discuss, he
opi ned.

CO- CHAIR JOHNSON remarked that there had been many votes on
anendnents for which he would have |iked to have seen | egal
opi nions regarding the inpact. He said he appreciated Co-Chair
Gatto rescinding his vote, but that he is not necessarily afraid
of exposing this legislation to as many conmittees and as nmnuch
time as it takes.

7: 02: 59 PM

REPRESENTATI VE FAI RCLOUGH stated that she also appreciated Co-
Chair Gatto's reconsideration of Amendnent 32. Because of the
seriousness of the topic, she said she would not "gane" this by
voting yes in order to send it to HJUD. Rather, she would again
be voting no because she did not think it was |egal.

REPRESENTATI VE GUTTENBERG said there are tw large and

i nseparably related issues on the sane table: passing or
killing ACES [HB 2001] and whether or not to set aside for
anot her day the Exxon Valdez and the interests of Alaskans. "It

is troubling for me to even not have objected to this notion to
rescind," he said. The ExxonMbil Corporation has the right to
its day in court and the right to appeal which mght take five
nore years. Many aspects of this bill, he opined, are related
to whether the state is going to act in its own best interest or
allow corporations to dictate how the state does business.
Living to fight another day is what this neans to ne.

7: 06: 14 PM

REPRESENTATI VE ROSES advised that he would be voting against
Amendnent 32 for the sanme reasons that he voiced during the
first vote and that he was not voting against the anmendnent to
prevent the bill fromgoing to HIUD.

REPRESENTATI VE W LSON specified that she would also be voting
agai nst Anendnent 32 for the sanme reasons as the first tinme, and
that her vote had nothing to do with extending the special
session for another week. If it is true that it would extend
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the special session by a week, then it should be extended in
order to take the necessary tine, she opined.

A roll call vote was taken. Representatives Edgnon and Kawasaki
voted in favor of Amendnment 32. Representatives WIson, Seaton
GQuttenberg, Fairclough, Roses, Gatto, and Johnson voted agai nst
it. Therefore, Amendnent 32 failed to pass by a vote of 2-7.

7: 09: 24 PM

REPRESENTATI VE KAWASAKI noved that the conmttee adopt Amendnent
36, |abeled 25-GH0014\L.77, Cook/Bullock, 11/4/07, which read
[original punctuation provided]:

Page 1, following line 12:

Insert a new bill section to read:

"* Section 1. The uncodified law of the State of
Al aska i s anended by adding a new section to read:

LEG SLATIVE |INTENT. It is the intent of the
| egislature that not less than half of the anmount of
nmoney received by the state as a result of the
retroactivity of certain provisions under sec. 45 of
this Act that exceeds the amount the state would have
received if those provisions had not been nade

retroactive will be appropriated to the budget reserve
fund (art. IX, sec. 17, Constitution of the State of
Al aska) . "

Page 2, line 1:
Del ete "Section 1"
| nsert "Sec. 2"

Renunber the follow ng bill sections accordingly.
Page 31, |ine 28:

Del ete "2007"

| nsert "2006"
Page 33, line 3:

Del ete "2008"

| nsert "2007"

Page 33, line 19, follow ng "ACT.":
Insert "(a)"

Page 33, followi ng Iine 20:
| nsert a new subsection to read:
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"(b) Sections 15 - 21, 27, 28, 32, and 39 of
this Act are retroactive to January 1, 2007."

Page 33, |ine 21:
Delete all material.

Renunber the followi ng bill section accordingly.

Page 33, |ine 22:

Del ete "Except as provided in sec. 44 of this
Act, this"

| nsert "This"

Renunber i nternal references to bill sections in
accordance with this anendnent so that the LEGQ SLATI VE
| NTENT section, added as bill section 1, is given an
i mmedi ate effective date. 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

COCHAIR JOHNSON objected to Anmendnment 36 for discussion
pur poses.

REPRESENTATI VE KAWASAKI expl ai ned that Anendnent 36 would save
for the future by making sone of the tax regulation and
progressivity provisions retroactive to January 1, 2007, and
putting that noney into the Constitutional Budget Reserve Fund
(CBRF). The state's debt to the CBRF is $5 billion, he noted.

7:10: 37 PM

CO- CHAI R GATTO asked what the current bal ance of the CBRF is.
COW SSI ONER GALVI N said approximately $2.65 billion

7:11:15 PM

CO CHAI R GATTO surm sed that Anendnment 36 is an attenpt to repay
t he amount of noney that has been taken fromthe CBRF.

REPRESENTATI VE KAWASAKI responded that not less than half [of
the anobunt of noney received by the state as a result of the
retroactivity] would be placed in the CBRF. Hs intent, he
said, is that a larger portion than one-half be put in. So far
$5 billion has been spent and the balance is roughly $2.65
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billion. The best part, he opined, is that it takes a three-
gquarters vote of the legislature to tap the CBRF

7:12:50 PM

CO- CHAIR JOHNSON noved Amendnent 1 to Amendnent 36 to "on |ine
8, after 'appropriated to strike 'budget reserve fund and
insert 'permanent fund' ". The problem he said is that the
state needs a long-term fiscal plan to save for a rainy day.
The three-quarter vote required to wthdraw from the CBRF
inflates the capital budget, he contended, because at the end of
the session people want to get honme and will give away projects
in order to get out of here. The only way to assure that noney
is saved is when, as a body, it takes a 50 percent vote and a
| egi sl ator nmust defend his/her vote to constituents.

CO- CHAI R JOHNSON wi t hdrew Anendnent 1 to Anendnent 36
7: 14: 50 PM

REPRESENTATI VE W LSON appl auded the state having to save noney.
She said she was there when noney was taken from the CBRF and
that despite the three-quarter vote requirenment, |egislators
were able to demand and get sonmething in return for their yes
vote. Thus, in order to garner the votes, nore noney was taken
out than was necessary. It is a double-edged sword, she argued,
and she would therefore be voting no even though she supported
the state having a savings account.

7:16: 20 PM

CO- CHAI R GATTO inquired whether the CBRF is invested in interest
bearing notes or in investnents.

COM SSIONER GALVIN replied that part of the CBRF is |onger-
term higher return, but that the bulk is shorter-term |[|ower
return. In further response to Co-Chair Gatto, Comm ssioner
Galvin said he thought the return is in the 5-6 percent range as
opposed to the 10 percent range for the state's other funds.

7:16:59 PM

REPRESENTATI VE RCSES stated that he had supported the anendnent
passed earlier by the conmttee to create the savings account.
He understood that it took a sinple mgjority to nove noney out
of that account to sonewhere else, thus 21 nenbers could decide
to take half of that savings account and put it into the CBRF.
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He said he would therefore vote no on Amendnent 36 because it
takes a three-quarters vote to nove noney out of the CBRF, but
only a sinple mgjority to nove noney in.

REPRESENTATI VE SEATON said changing the retroactivity for a year
under Anmendnment 36 troubles him because there is so little
experience with PPT regulations. Re-witing the regulations and
making other changes in a retroactive fashion would be
probl emati c.

REPRESENTATI VE KAWASAKI requested Conmi ssioner Galvin to speak
to the point of retroactivity.

COW SSI ONER GALVIN agreed that the retroactive effective date
would be a conplication. He reconmmended that the comittee
consi der anmendi ng  Anendnent 36 to include transitional
provisions simlar to what was done for the PPT when it passed
to allow for a period where taxpayers can continue to nake
paynents under the current system and then have a true-up on
March 31.

7:19: 49 PM

REPRESENTATI VE FAIRCLOUGH reiterated her support from the
previous day for the noney rolling into the Permanent Fund, the

CBRF, or an account in the general fund (GF). She cautioned
that having a CBRF designation would require the bill to go to
the House Special Commttee on Ways and Means (HWM and that
the leadership is looking at how l|oaded the bill is wth

additional things needing to be |ooked at. She supported the
money going to CBRF but suggested calling an at-ease to
determine if this would send the bill to HWMM She asked why
t he anendnent was not nade yesterday to go into the CBRF. She
said the commttee could choose to: rescind soneone else's vote
and go back and replace it in a single item fund so that the
full body had an opportunity on that specificity of change; or
reroute to another fund in the G-, or vote for the amendnent and
t ake an at-ease.

7:21:35 PM

CO- CHAI R JOHNSON noved Anendnent 2 to Anendnent 36 on [line 8 on
page 1] "at the end of ‘'appropriated to' pay down the
(PERS)/ (TRS) obligation of the state.” Fi xing the problem of
the Public Enployees' Retirenent System (PERS) and the Teachers'
Retirement System (TRS) is both a legal and noral obligation.
The state has billions of dollars in obligation to retirees, he
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said, and he would not w thdraw his anendnent because he wanted
it on the record. The other side of savings is to pay down
debt .

7:23: 14 PM

REPRESENTATI VE ROSES obj ected to Amendnent 2 to Amendnent 36 for
di scussi on purposes. He inquired if this conceptual anmendnent
was worded to pay down the PERS and TRS unfunded liability.

CO CHAI R JOHNSON answer ed yes.

REPRESENTATI VE ROSES asked whether Co-Chair Johnson's intention
was to pay the noney to the savings account created by the past
anmendnent once PERS and TRS is no longer a liability.

CO CHAI R JOHNSON said that woul d be appropriate.
REPRESENTATI VE ROSES supported Amendment 2 to Anendnent 36.
7.23: 37 PM

REPRESENTATI VE GUTTENBERG said that GF nonies or some other
source would be used to pay the obligation down, but that he did
not believe a specific account had been set aside. He did not
know whether the administration had a larger fiscal plan in
order to get there, but advised that it be addressed in the next
day or two.

The commttee took an at-ease from7:24 PM to 7:35 P. M
7:35: 13 PM

CO- CHAIR JOHNSON wi t hdrew Amendnment 2 to Anendnent 36. He noved
Conceptual Amendnent 3 to Anmendnent 36 "that 25 percent of the
50 percent goes to pay down the unfunded liability and the other
25 percent goes into the ... educational fund". In response to
Representati ve Roses and Co-Chair Johnson, he clarified that of
the half of the noney received by the state, it would be split
equally so that half of the 50 percent would go to PERS/ TRS and
hal f of the 50 percent would go to education.

CO CHAIR GATTO restated that Conceptual Amendnent 3 to Amendnent
36 would use 50 percent of the retroactivity noney and divide
that in half between education and PERS/ TRS ref undi ng.

7:37:45 PM
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REPRESENTATI VE SEATON said he wanted to make sure that Co-Chair
Johnson's intent is what is stated in the bill - that the
increase in tax rate and progressivity is retroactive for the
past year, and that half of the retroactive increase on
everything that is retroactive is to be deposited to PERS/ TRS
and the other half is to be deposited in the education fund. He
rem nded the conmmttee of Conmmi ssioner Glvin's reconmendation
to include transition |anguage. He also noted that this
anendnent deals with exclusively making this bill retroactive
for the past tax year.

7:39:37 PM

REPRESENTATI VE GUTTENBERG pointed out that the CBRF had sone
paranmeters around it like a three-quarters vote, but that the
commttee would be taking that away. "We're putting them into
two funds, but they are not there,"” he said. Nei t her of these
two funds is putting it at arnms reach like with the CBRF, and
the only farther thing is the Permanent Fund. He submtted that
the noney is not really being put into a savings, rather in sone
ways it is being put into operating.

CO CHAI R JOHNSON answered that it takes the same sinple nmgjority
to withdraw noney out of the Earnings Reserve Account of the
Per manent Fund, as well. However, that cones with political
consequences because each |egislator nust explain why to his/her
constituents. He said he is confortable wth that and wel cones
t hat .

7:42:11 PM

REPRESENTATI VE FAI RCLOUGH asked what would happen to the noney
once the PERS/TRS obligation was fulfilled. She pointed out
that the conmttee had still not addressed the regressiveness of
goi ng back on the 2006, but that she realized this could not be
done by Conceptual Amendnent 3 to Amendnment 36.

CO CHAIR JOHNSON understood that any unspent and unobligated
noney left in the G- at the end of the year is automatically
swept into the CBRF. Thus, when the PERS/TRS liability is paid
off, that noney will be automatically swept into the CBRF unl ess
sorme future body determ nes ot herw se.

7:43: 43 PM
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REPRESENTATI VE ROSES requested clarification from Conm ssioner
Galvin as to whet her unspent noney woul d be swept into the CBRF

COM SSI ONER GALVIN said this is not under his normal purview,
but that he wunderstood the wunspent noney from |ast year's
appropriation went into the capital account, not the CBRF. |t
is a mtter of identifying where the excess goes each
appropriation year, he said.

CO CHAI R JOHNSON responded that the [capital account] is a need
of the state and that because he has been harking on jobs he did
not have a problem with the nobney going into that account at
that tine.

7:44:38 PM

REPRESENTATI VE W LSON praised the Conceptual Anmendnent 3 to
Amendrment 36 because it addressed the burden of PERS/ TRS and
provided forward funding for education. She said she would be
voting for it.

REPRESENTATI VE EDGMVON appreci ated Co-Chair Johnson's idea and
urged support for it.

A roll call vote was taken. Represent ati ves Edgnon, Kawasaki,
Fai rcl ough, WIson, Seaton, Roses, Guttenberg, Johnson, and
Gatto voted in favor of Conceptual Anendnent 3 to Anendnment 36.
No nenbers voted against it. Therefore, Conceptual Anmendnment 3
to Anendnent 36 passed by a vote of 9-0.

7:47: 28 PM

REPRESENTATI VE ROSES noved Conceptual Anmendnent 4 to Amendnent
36 "to renmove the retroactivity |anguage and that it just take
effect wwth the effective date of this bill."

REPRESENTATI VE KAWASAKI objected to Conceptual Anendnent 4 to
Amendnent 36.

REPRESENTATI VE SEATON objected to Conceptual Anendnent 4 to
Amendnent  36. He noted that Amendnent 36 only deals with the
difference between the anpbunt of nobney generated retroactively
and what would be collected under PPT. Thus, deleting the
retroactivity would result in there being no noney to distribute
to the two funds. This is not a going forward bill, he
explained, it is a bill that only deals with one year and that
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is a retroactivity between changing 2007 to 2006 and applying
the tax rates that are incorporated in this bill.

7:49:35 PM

REPRESENTATI VE ROSES said he brought up the amendnent because
concern was voiced by Comm ssioner Galvin and others about the
retroactivity.

COWM SSI ONER GALVIN, in response to Representative Kawasaki and
Co-Chair GGatto, stated that [Conceptual Amendnment 4] would
elimnate the purpose of [Anendnent 36] as explained by

Represent ati ve Seat on. He clarified that his recomendation to
include transition language if there was retroactivity did not
nmean he was opposed to the anmendnent. He said he thought that

from a parlianentary standpoint an anmendnent could not be taken
that would elimnate the purpose of the standing anendnent.

REPRESENTATI VE ROSES w thdrew Concept ual Amendnent 4 to
Amendnent 36.

7:51:40 PM
CO- CHAI R JOHNSON renoved his objection to Arendnent 36

REPRESENTATI VE SEATON obj ected to Anendnent 36, as amended. I n
response to Co-Chair Gatto, he declined to speak further to the
amendnent .

REPRESENTATI VE FAI RCLOUGH appreciated the conmittee's support
for the state to save noney, but cautioned that there are nore
implications in what has been done. She said she would vote yes
because she supported saving the noney, but she hoped that
Amendnment 36 would not cause further delay in getting the
governor's bill [HB 2001] conpl eted inside the 30-day session.

CO CHAIR JOHNSON stated that [Anendnent 36, as anended] is not
enough, but it is a beginning to sound footing for the future.

A roll call vote was taken. Represent ati ves Faircl ough, Roses,
Guttenberg, Edgnon, Kawasaki, and Johnson voted in favor of
Amendnent 36, as anended. Representatives WIson, Seaton, and
Gatto voted against it. Therefore, Anendnent 36, as anended,

passed by a vote of 6-3.

7:54:18 PM
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REPRESENTATI VE KAWASAKI wi t hdr ew Amendnent 37
REPRESENTATI VE GUTTENBERG w t hdrew Anendnent 41.

CO- CHAI R GATTO announced that Amendnent 42 was w t hdrawn.
7:56:19 PM

REPRESENTATI VE EDGMON noved that the committee adopt Anendnent
43, | abel ed 25-GH0014\L.68, Wayne/Bullock, 11/3/07, which read
[original punctuation provided]:

Page 26, lines 17 - 19:
Del et e
"(8) costs of arbitration, Ilitigation, or
other dispute resolution activities that involve the
state or concern the rights or obligations anong
owners of interests in, or rights to production from
one or nore | eases or properties or a unit;"
| nsert
"(8) costs of arbitration, litigation, [OR
OTHER] di spute resolution, |obbying, public relations,
adverti sing, or policy advocacy [ACTIVITIES THAT
| N\VOLVE THE STATE OR CONCERN THE RI GHTS OR OBLI GATI ONS
AMONG OMNERS OF | NTERESTS IN, OR RIGHTS TO PRODUCTI ON
FROM ONE OR MORE LEASES OR PROPERTIES OR A UNIT] ;"

Page 29, line 12, follow ng "processed":
| nsert ";

(21) costs relating to office buildings,
fixtures and equi prment, and real property that is not
| ocated on an oil or gas exploration, production, or
devel opnent | ease or property in the state; and

(22) overhead, office, or admnistrative
expenses and all other indirect costs of oil or gas

expl orati on, devel opnent, or production”

CO- CHAI R JOHNSON obj ected to Amendnment 43.
7:56: 33 PM

REPRESENTATI VE EDGVON expl ai ned that Anendnent 43 woul d expand
the exenptions from | ease expenditures to include the follow ng
costs: | obbying, public relations, advertising, and public
advocacy; costs relating to office buildings, fixtures and
equi pnent, and real property that is not |located on an oil or
gas exploration, production, or devel opnent |ease or property in

HOUSE RES COW TTEE -122- Novenber 4, 2007



the state; and overhead, office, or admnistrative expenses and
all other indirect costs of oil or gas exploration, devel opnment,
or production. In response to Co-Chair Gatto, Representative
Edgnmon requested Conmissioner Glvin to comment on the
di fferences between Anmendnent 43 and a simlar anmendnent that
went through the Senate Judiciary Standing Conmttee.

The conmttee took an at-ease from7:58 p.m to 8:14 p. m
8:14: 22 PM

COMM SSI ONER GALVI N described the differences between Amendnent
43 and a simlar anendnent in the senate. [Paragraph] (8) nekes

it explicitly <clear that |[|obbying, public relations, and
advertising are excluded expenditures because they are not
direct costs associated wth production. Addi tional explicit

exclusions from |ease expenditures are included by adding
[ paragraphs] (21) and (22). He noted that [paragraph] (21) in
Amendnent 43 was nodified [in the senate] to delete the words on
line 16 "on an oil or gas exploration, producti on, or
devel opnent | ease or property” so that it reads "costs relating
to office buildings, fixtures and equi pment, and real property

that is not located in the state". [ Paragraph] (22) references
"overhead, office, or admnistrative expenses and all other
indirect costs". He explained that, separately, in the

description of direct costs of |ease expenditures, specific
reference is nade to allowances for overhead that is directly
related to production. Current regulations allow up to 3
percent of capital expenditures and 9 percent of operating
expenditures as separate allowances on top of those costs. The
reference here, he pointed out, does not elimnate that
i nclusion of overhead directly related to production. He said
he did not know if the purpose of having him explain the
differences is because the commttee intended to anend
[ Anendnment 43] to del ete that |anguage.

8:17:44 PM

REPRESENTATI VE ROSES recommended identifying the specific kind
of disallowed advertising because Amendment 43 could exclude
advertising expenses for j obs in the classifieds and
pr of essi onal j ournals.

REPRESENTATI VE GUTTENBERG said that taking out a coma m ght
address Representative Roses' concern. I ndustry has a right to
conduct advocacy, it is just whether or not they can wite it
of f agai nst state taxes.
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CO- CHAIR JOHNSON voiced his concern about excluding public
relations as well as advertising. He said industry's donations
to arts, parks, and education fall wunder public relations and
that he does not have a problem with allowing industry to wite
off community involvenent. It would affect not only the
industry but also advertising outlets, he argued. In the
interest of disclosure, he noted that his wife works for an
advertising conpany and that his background is in advertising.
The |ist of people and projects that fall under the category of
public relations is enornous, he continued, and there would be a
maj or inpact if corporate donations were to stop.

8:21:43 PM

REPRESENTATI VE SEATON pointed out that Amendnent 43 would not
di sal l ow deductions against corporate taxes; it only says that
it cannot be considered a direct |ease expense. He said he had
a question about lines 9, 10, and 11 where the follow ng
| anguage is elimnated: "obligations anong owners of interests
in, or rights to production from one or nore |eases or
properties or a unit".

COWM SSI ONER GALVIN responded that Anendnent 43 would apply a
bl anket disallowance for any costs of litigation, arbitration,
or dispute regardless of whether or not they involve the state
or owners.

8:23:45 PM

REPRESENTATI VE GUTTENBERG stated that it would be a concern if
corporations are nmking charitable contributions just so they
can advertise to the public that they have done so. But if
corporations are neking a deduction and witing it off their
| ease expenditures, they are probably also witing it off as a
charitabl e deduction on their federal taxes and on their state
corporate taxes. So, he said, maybe the state is making those
donati ons.

COM SSIONER GALVIN replied that if <corporations are making
charitabl e donations, they are not |ease expenditures, and they
are not deducti bl e under production tax.

8:24:56 PM

REPRESENTATI VE EDGVON said that the intent of Amendnent 43 was
to take it back to what are ordinary and necessary expenses in
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exploring or developing and all the activities it takes to
actually conduct business on the North Sl ope. Wiy woul d the
state want to allow | obbying as a wite-off, he asked.

COW SSI ONER GALVIN said he appreciated that the purpose of
Amendnent 43 is to explicitly state that, but that his point is
that the overarching inclusion is <costs that are directly
attributable to production of oil and gas. Under any
definition, he continued, | obbyi ng, public relations, and
donations are not <considered direct costs associated wth
production of oil and gas. This makes it clear that these are
not deducti bl e from PPT.

8: 26: 05 PM

REPRESENTATI VE W LSON i nqui red whet her Amendnent 43 did what DOR
was al ready doi ng anyway.

COW SSI ONER GALVIN answered yes, with regard to the change in
[ paragraph] (8).

REPRESENTATI VE ROSES renai ned concerned about adverti sing. He
said that Representative (Quttenberg's statenent regar di ng
corporations nmking charitable donations just so they can
advertise that they have done so is a personal affront. He
related that he was a proud recipient of BP s "Teacher of the
Year Award" and that it nmeant a ot to himand his famly.

8:27:51 PM
CO- CHAI R JOHNSON asked what the cost of Anendnent 43 woul d be.

COWMM SSI ONER GALVI N responded that he thought there would be no
fiscal inpact given that none of the costs listed in the
amendnment woul d have been deducted otherw se. However, he said,
if the anmendnent is left as stated w thout meking the sane
nodi fication that was nmade in the Senate, then the cost rel ated
to office buildings, fixtures, equipnment, and real property not
| ocated on the lease itself will not be deductible. Thus, any
office buildings in Anchorage or other locations in the state
woul d no |onger be deductible even though they nay be directly
related to the production of oil and gas given that they house
the personnel needed for that activity. He did not know how
much the potential fiscal inpact would be, but that it would
"not be in the nature of mllions".

8:29:18 PM
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REPRESENTATI VE FAI RCLOUGH submitted that this encouraged the
exportation of jobs from Alaska to other cities and countries.

There are many oil industry buildings in Anchorage, but the
industry could do business cheaper in their hone cities I|ike
Houst on, she said. This jeopardizes a significant portion of

the econom cs of Alaska's cities where people are worKking. She
could not support Amendnent 43 in its current form although she
supported [paragraph] (8) because she did not think |obbying
should be an allowable deduction. She is unhappy to hear
statenments that the industry panders their good deeds to the
public, she said, but did not think that industry's charitable
contributions are at risk. Many of these businesses are
wonder f ul corporate partners wth numrer ous non-profit
organi zati ons, she opined, including a nonprofit for which she
had been executive director. She related that an econom st
speaking before the House Speci al Commttee on Economc
Devel opnent, International Trade and Tourism testified that
i ndustry contributed 88-90 percent of the bottom line into the
GF and that oil and gas jobs were the first or second best
paying in the state.

8:33:02 PM

REPRESENTATI VE SEATON noved [Anendnent 1] to Anmendnent 43 to
delete the follow ng | anguage on lines 16 and 17: "on an oil or
gas exploration, production, or developnent |ease or property".
Thus, the |anguage beginning on Iline 16 would read, "real
property that is not located in the state;"

CO CHAIR JOHNSON objected to Amendnent 1 because he objected to
Amendnent 43 in its entirety. He requested that his silence not
be m sconstrued as endorsenent of renoving this deduction. Wth
that, he renoved his objection.

REPRESENTATI VE ROSES stated that if Anmendnent 1 to Amendnment 43
does not pass, he may want to go back to [Anendnent 36] to
rescind the education and PERS/ TRS funds and replace themwth a
down paynment fund for the BP Exploration (Al aska) Inc. building
[in Anchorage] so that it could be used for the capitol building
after BP noved its headquarters.

There being no further objection, Amendnent 1 to Anendnent 43
was passed.

8:35:47 PM
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REPRESENTATI VE EDGMON nai ntained that a |ine needed to be drawn
in the sand sonmewhere. W all file taxes with the IRS and are
famliar with what can and cannot be deducted, he said, and this
same |l ogic should apply here. He supported providing incentives
for further exploration devel opnment and doing that by attenpting
to influence behavior. Regul ations for the terns in Amendnent
43 can be developed to provide the intent described by
Representati ve Roses, he argued, which is very | audabl e.

REPRESENTATI VE FAI RCLOUGH supported lines 1-12 of Anendnent 43,
but remained opposed to the |anguage below those |ines. The
State of Alaska has an office in Wshington, DC, and if the
state were to file a federal tax return it would |ikely consider
the building an allow expense for deduction, she conjectured

The conpanies in Alaska are global and their offices in other
| ocations should be an allowable expense, although not 100
percent. The nore the ability is eroded for conpanies to
receive exploration credits, the nore further investnment is put
at risk, she opined. She said she thought that the increase in
tax burden is higher than Co-Chair Johnson's current estimte of
$1.7 billion and that she could not support it how it stands.

8:38:59 PM

REPRESENTATI VE ROSES shar ed Representati ve Fai rcl ough' s
concer ns. He noted that the word equipnent on |ine 15 of
Amendnent 43 coul d be construed to nean that drilling rigs being
built outside for transport to Alaska could not be deducted. He
understood the intent, but questioned the w sdom of making
amendnents to order to craft a bill that conforns to what is
happeni ng in the other body.

REPRESENTATI VE EDGMON responded that it was not his intent to
cone up with |Ianguage conformng to the other body. He said he
knew from his past work developing regulations with an agency
that this |anguage would be subservient to the [|anguage that
deals wth ordinary and necessary costs attributable to
devel oping and drilling in the North Sl ope.

COWM SSI ONER GALVIN advised that statutory construction would
require giving full value to all aspects and interpreting them
to be consistent if there is another area that says that costs
associated with the construction of equipnent elsewhere is a
direct cost. Interpreting this to be consistent with that would
probably require a nore narrow interpretation of this, and
regul ati ons woul d need to hammer that out.
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8:41:27 PM

REPRESENTATI VE ROSES inquired whether DOR would disallow as a
deduction a not-yet-shipped drilling rig sitting in Seattle if
Amendnent 43 passed as currently witten.

COM SSI ONER GALVIN stated that, absent legal advice, it would
be a matter of having the equipnment arrive in Alaska before
attributing the cost associated with it to production in Al aska.

REPRESENTATI VE ROSES said he believed there was an anmendnent
passed yesterday that included this |anguage, therefore that
probl em had been taken care of. He said it made him just as
sick as he felt before.

REPRESENTATI VE FAI RCLOUGH said that she appreci ated Conm ssioner
Galvin's interpretation and that she believed she was on the
failing side of the anendnent being spoken to by Representative
Roses. She warned that regardless of how the admnistration
interpreted the legislation in regard to the building of rigs, a
private citizen could interpret it differently and bring forth a
chal | enge.

8:43: 35 PM

REPRESENTATI VE SEATON noved [Anmendnent 2] to Amendnent 43 to
remove the comma after public relations on line 8 so that line 8
woul d read as foll ows:

| obbying, public relations advertising, or public
advocacy;

CO CHAI R JOHNSON obj ected to Anmendnment 2 to Amendnent 43 so that
he coul d think about it.

REPRESENTATI VE FAI RCLOUGH added that Amendment 2 would allow
advertising expenses for personnel which is what Representative
Roses had spoken to before.

COCHAIR JOHNSON withdrew his objection to Amendnment 2 to
Amendnent 43.

CO- CHAIR GATTO stated that renoving the conma to say "public
rel ati ons advertising"” clarified the issue quite well.

[ There being no further objections, Arendnent 2 to Anendnent 43
was consi dered as passed. ]
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8:46: 37 PM

CO CHAIR JOHNSON noved Anendnent 3 to Amendnent 43 to delete
everything below line 12 up to and including |line 19.

REPRESENTATI VE EDGVON obj ected to Anendnent 3 to Anendnent 43.

CO- CHAIR JOHNSON stated that he still had serious doubts about
[ paragraphs] (21) and (22) in Anendnent 43 because he believed
they ran a serious risk of exporting jobs. He did not think

| obbying and policy advocacy should be paid for and, after
giving it sone thought, nor should public relations adverti sing.

8:48:10 PM

REPRESENTATI VE KAWASAKI said it appears clear to him that this
only includes office buildings, fixtures and equipnent.
However, it could be clarified by adding the word office before
the word fixtures and before the word equi pnent.

REPRESENTATI VE  EDGVON  supported Representative Kawasaki ' s

coment s. He said he believes that the way the sentence now
reads is clear. He said it clearly differs with the |anguage in
the bill now under Title 43 that talks about all direct and
necessary costs for exploring, developing, producing oil and gas
deposits located within the producer’'s | eases. He reiterated

that his fundanental point is that a line needs to be drawn
somewher e.

A roll call vote was taken. Represent ati ves Roses, Fairclough

Wl son, and Johnson voted in favor of Anendnent 3 to Anendnent
43. Representati ves Seaton, CCuttenberg, Edgnon, Kawasaki, and
Gatto voted against it. Therefore, Amendnent 3 to Amendnent 43
failed to pass by a vote of 4-5.

CO- CHAIR GATTO clarified that the previous anmendnent, Anmendnent
2 to Amendnent 43, had passed.

8:52: 51 PM

REPRESENTATI VE SEATON nmoved Anmendnent 4 to Amendnent 43 "to
delete lines 18 and 19".

COCHAIR GATTO clarified that this is [paragraph] (22).
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There being no objection, Amendnent 4 to Anendnent 43 was
passed.

CO- CHAIR JOHNSON sustained his objection to Amendment 43, as
amended.

A roll call vote was taken. Represent ati ves Roses, Cuttenberg,
Edgnon, Kawasaki, Seaton, and Gatto voted in favor of Amendnent
43, as anended. Representatives Fairclough, WIson, and Johnson
voted against it. Therefore, Anmendnent 43, as anended, was
adopted by a vote of 6-3.

8:54:19 PM

CO- CHAI R GATTO announced that he woul d skip Anendnent 44.
REPRESENTATI VE SEATON wi t hdrew Amendnent 45.
REPRESENTATI VE GUTTENBERG wi t hdr ew Anendnent 46.

8:54: 28 PM

CO CHAIR GATTO noved that the conmmttee adopt Anmendnment 44,
| abel ed 25-GH0014\ L. 72, Cook/ Bul | ock, 11/ 3/ 07, which read
[original punctuation provided]:

Page 10, followi ng Iine 25:
Insert a new bill section to read:
"* Sec. 14. AS 43.55.011(e) is anended to read:

(e) There is levied on the producer of oil or
gas a tax for all oil and gas produced each nonth from
each | ease or property in the state, less any oil and
gas the ownership or right to which is exenpt from
taxation or constitutes a | andowner' s royalty
interest. Except as otherw se provided under (j) and
(k) of this section, the tax is equal to the greater
of 25 [22.5] percent of the production tax value of
the taxable oil and gas as calculated under
AS 43.55.160, or the mninmum tax determ ned under (f)
of this section.”

Renunber the followi ng bill sections accordingly.
Page 14, line 21:

Del ete "22.5"
I nsert "25 [22.5]"
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Renunber internal references to bill sections in
accordance with this anmendnent in a way that nmakes
sec. 14 effective January 1, 2008, and adds sec. 14 to
(b) of the APPLICABILITY section and to (1)(B) of the
TRANSI TI ON: RETROACTIVITY OF REGILATIONS section.
Below are all internal bill section reference 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

CO- CHAI R JOHNSON obj ected to Amendnment 44.
8:54: 48 PM

CO CHAIR GATTO nmoved Anendment 1 to Anmendnment 44 which read as
follows [original punctuation provided]:

Page 1, line 5, follow ng "produced each":
Del ete "nonth"
| nsert "cal endar year™

Page 1, line 8, follow ng "percent of the"
| nsert "annual

REPRESENTATI VE WLSON inquired whether this is the issue in
which the desire is to have it done on a nonthly basis.

COMM SSI ONER GALVI N responded that that is for progressivity.

REPRESENTATI VE W LSON renoved her objection to Anendnment 1 to
Amendnent 44.

There being no further objection, Anmendnent 1 to Anendnent 44
was passed.

8:56: 04 PM

CO- CHAIR GATTO explained that Amendnent 44 would change the
percent [of the production tax value of the taxable oil and gas]
from22.5 to 25.

CO- CHAIR JOHNSON sustained his objection to Amendnment 44, as
anmended.

REPRESENTATI VE W LSON obj ected to Anendnent 44, as anended.
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The commttee took an at-ease from8:57 PM to 9:24 P. M
9: 25: 02 PM

CO-CHAIR JOHNSON asked Commissioner Galvin to address the
monetary effect of Amendnent 44, as anended.

COM SSIONER GALVIN replied that the effect of Anmendnent 44
would be to raise the base tax rate from 22.5 to 25 percent

Because of the effective date change by a previous anendnment, he
said, the increase in revenue is for fiscal year (FY) 07 as well
as FY 08. The total effect is $247 mllion: $142 mllion for
the current FY 08 and $105 nmillion for FY O07. Wth that in
context and given all the changes, the current bill at 22.5
percent rate results in an FY 08 increase in revenue of $773
mllion and a total FY 07 increase of $139 nmillion, for a tota
of $912 mllion. All these nunbers are at the current
forecasted price of $71.65, he noted.

9:27:31 PM

CO CHAIR JOHNSON requested those nunbers at today's price
because that is what [the committee] has been basing things on.

COWM SSI ONER GALVI N said he does not have the PPT rate, but that
he does have an $80 price for the current bill.

CO CHAIR JOHNSON noted that a chart was previously presented to
the conmttee that showed a $1.4 billion increase just on
progressivity at today's prices.

COWMM SSI ONER GALVI N said the chart was not generated by DOR
9:28:35 PM

CO- CHAIR JOHNSON inquired whether today's prices would elevate
DOR' s nunmber up to the $1.7 billion that he had been led to
believe was correct or was the chart wong. D d [the commttee]
pass an anmendnent based on faulty information, he asked. He was
concerned about the large difference and that this could lead to
anot her revenue forecast shortfall. He requested the real
nunbers at today's price.

COW SSI ONER GALVIN said he would have to get the real nunber

for PPT at today's price. He was not sure where the nunber cane
from because he was not present during the progressivity
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anmendnent . He asked if the conmttee would like himto get the
nunbers right now.

9:30:44 PM

CO-CHAIR JOHNSON stated that it is a nunber he wuld like to
see.

COM SSI ONER  GALVIN asked what price Co-Chair Johnson is
specifically referring to.

CO CHAI R JOHNSON r esponded $95.

COW SSI ONER GALVI N noted that $95 is an all-tinme high price.
CO CHAI R JOHNSON sai d he thought the high was $96.

9:30: 55 PM

REPRESENTATI VE SEATON clarified that the request is to see an
annual projection at a price of $95 throughout the entire year.

COWM SSI ONER GALVI N noted that it is now Novenber and that there
are real nunbers for the first four nonths of this year.
Runni ng the nunber at $95, he explained, would be equivalent to
an average price for the entire year of $95, which would nean
that the price would have to go way over $100 in order to
overconme the four nonths bel ow this.

CO CHAIR CGATTO stated that he is not the one asking for the
nunbers, that Co-Chair Johnson is the nenber making the request.

CO CHAIR JOHNSON requested using an average for the last five
nmont hs because they are real nunbers.

COWM SSI ONER GALVI N expl ained that the current forecast price of
$71.65 being used for FY 08 was generated by [DOR s] economc
team as well as experts that were brought in, and that it is
based on the real nunbers so far and a projection for the
remai nder of the fiscal year. He said he already has the
nunmbers for an $80 average, but that he would have to rerun
everything if the committee wants it done at a $95 price.

9:33:24 PM
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CO- CHAIR JOHNSON agreed to $80. He questioned the forecast
because he thought the average had been over $70 for the past
five nmonths. 1|s DOR expecting the price to go down, he asked.

COW SSI ONER GALVIN replied yes, the economsts are expecting
the price to go down to $66 in FY 09 and continue down from
t here.

CO-CHAIR GATTO asked whether these are all based on 720,000
barrel s.

COW SSI ONER GALVI N answered that 722,000 barrels is the current
nunber for this week.

COCHAIR JOHNSON said he wwuld take the $80 nunbers for
expedi ence.

9:34:21 PM

REPRESENTATI VE ROSES stated that he has a question on the
progressivity piece for which nunbers had been given because he
wants to make sure everyone is operating off the sanme set of
nunbers and the sane retroactive date.

REPRESENTATI VE FAI RCLOUGH i nqui red whether the forecast included
t he consequence of all of the amendnents that passed that were
underdeterm ned for credits.

REPRESENTATI VE ROSES continued with his aforenentioned question.
He asked whether the retroactivity included in [Anendnent 36] is
the same as this retroactive date, and if it is not, which
trunps whi ch.

COM SSIONER  GALVIN said that his nunbers are based on
[ Anendnent 36] and that the retroactivity in this anmendnment is
what resulted in the nunbers having to be calculated for FY 07
as well as all of FY 08. In further response to Representative
Roses, Comm ssioner Galvin clarified that Amendnent 44 does not
have any retroactive date, it would only change the tax rate
He said that the effect of [Anmendnent 36] is to change the
effective date of the bill.

9: 36: 20 PM
REPRESENTATI VE ROSES referred to the governor's recent newspaper

article in which she addresses nmaking sure that the state gets
its fair and equitable share. G ven the retroactivity provided
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under [Amendnent 36] and progressivity rates in the current
bills before both bodies that are nuch higher than the .2
percent rate in [HB 2001, as introduced], why is the governor
still concerned that we have 25 percent on the base rate, he
asked.

COWMM SSI ONER GALVI N cautioned that Representative Roses is going

back and forth between retroactivity and progressivity. He
noted that ACES [HB 2001, as introduced] was a bal ance between a
gross-based floor and a relatively nobdest progressivity. The

governor has made clear that if there is no longer a floor to
protect the state during low prices, then she would support an
i ncreased progressivity. The progressivity provided in the
current bill with the anmendnents passed yesterday by the House
Resources Standing Conmittee is consistent with the governor's
interest with 25 percent as the base rate, he rel ated.

9:38: 04 PM

REPRESENTATI VE ROSES i nquired whether the governor's objectives
would be net at a 22.5 percent base tax rate if there is no
floor and the entire progressivity is on a marginal rate that is
greatly escalated from[HB 2001, as introduced].

COW SSI ONER GALVI N answered no. Wen there is no floor and the
prices cones down to where there is no progressivity, [the
adm nistration] believes the rate should be 25 percent. When
the floor is taken out, an increase in progressivity 1is
appropri at e.

REPRESENTATIVE ROSES recalled that his  support of t he
progressivity in Anmendnent 2 was contingent upon the base tax
rate being 22.5 percent and that he had reserved the right to
revisit Amendnent 2 if the rate was raised to 25 percent. He
requested that Anendnent 2 be revisited if Amendnment 44 passes.

CO CHAI R GATTO pronised to provide that opportunity.

9:40: 27 PM

REPRESENTATI VE FAI RCLOUGH requested that Legal Services be asked
to draft a CS with all the anendnents that have been passed so
the committee could see what has been done in totality and

debate the points still in need of consideration during the
[ight of day when the public can watch.
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CO CHAIR GATTO responded that he had stated at the start that
the commttee would nmeet from Mnday to Sunday and that the
commttee would use HB 2001(0O&5 and consider every anendnent
of fered by House Resources Standing Committee nenbers. He said
the commttee's work is serious but not conplicated and that all
commttee nenbers had been allowed full and adequate opportunity

to speak. He said it is his intent to continue the neeting
until the bill is noved.
9:45: 48 PM

COM SSI ONER GALVIN stated that at a price of $80 and a 22.5
percent base tax rate with progressivity, the difference between
PPT and [HB 2001(0&G, as anended thus far] is $1.166 billion
for FY 08.

CO- CHAI R JOHNSON asked what the number would be if Amendment 44
passed?

COMM SSI ONER GALVIN replied that $167 mllion would be added for
FY 08 at the $80 price.

CO- CHAI R JOHNSON i nquired whether that included the roughly $100
mllion that would be added by one of the anendments accepted
t oday.

COWM SSI ONER GALVIN answered that the $105 mllion for FY 07 is
fi xed because the price was already in place and that it would
be added to this anmnobunt as well.

9:47: 43 PM

CO-CHAIR JOHNSON asked whether his addition is correct at a
[ittle nore than $1.4 billion

COW SSI ONER GALVIN confirmed that if Anmendnent 44 passed the
amount woul d be $1.408 billion at the $80 price.

CO CHAIR JOHNSON opposed Anmendnent 44, He noted that his
previous estimate of $1.7 billion in tax increases is incorrect
and that $1.4 billion is a nobre accurate estimate. The tax was
increased by alnost $1 billion last year, he said, so in two
years the increase now totals $2.4 billion. Because that was
different than the nunber he had seen on a progressivity chart
he thought it should be revisited. He disagreed that increasing
the tax rate is sinple. It is not noney that | am | ooking at,
he opined, it is the state's econony and jobs.
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REPRESENTATI VE W LSON advi sed that she would be voting against
Amendnent 44 because of her concern that it tips the scales too
far and |eaves no bal ance. She recalled what happened in 1986
and that a lot of lives were changed dramatically because of it.

9:51: 20 PM

REPRESENTATI VE SEATON addressed the discrepancies in the charts.
He explained that the effect of capital investnment is to nobve

the progressivity down the sl ope. However, the amount of
investment is conpany-specific data that cannot be included in
the nodel, therefore the nunbers shown in the charts can be

about 10 percent high. For exanple, for a large producer with a
| arge percentage of profits, investnent represents only a snall
percent of gross revenue; thus, the investnent noves a |arge

pr oducer down t he progressivity | adder only slightly.
Conversely, for a small producer wth snall production

i nvestnment could nove the conpany totally off the progressivity
| adder . He pointed out that the progressivity used in every
nodel kicked in at $54 and that this is pretty much the target
range where decisions are being nade. A stress test is done
down to $35-%$40, but progressivity is not effective there at
al | . So, he said, the only effective tax rate for the state

within that $40-$70 range after the subtraction of costs is
really the 2.5 percent that is on the table now At $90, he

continued, progressivity is 12 percent which is $2.3 billion and
the 25 percent baseline is about $4.7 billion. Not shown on the
charts is that this leaves $12.3 billion for the conpanies.

While progressivity increases the governnment take, it is also
inportant to ook at the other side of the chart to see how much
is left on the table, Representative Seaton opined. He referred
to the Gaffney, Cine & Associates nodels that showed virtually
no difference in the internal rates of return between 22.5
percent and 25 percent. Therefore, changing the base rate to 25
percent would not have a negative effect on investnent decision
maki ng, he cont ended.

9:57: 00 PM

REPRESENTATI VE ROSES remarked that with the current price over
$90 and a forecast of $71, it would take a considerable decline
to get back to $54 where there is no progressivity. Because he
had not had the tine to go through all of this, he said he would
like to nove Conceptual Anmendnent 2 to Amendnent 44, "starting
on line 8, ... if a taxpayer has no progressivity taxes

their rate would be 25 percent, but +those that have a
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progressivity would have a rate of 22.5 percent."” He requested
Comm ssioner @Glvin and M. Porter to speak to Conceptual
Amendnent 2 to Amendnent 44.

CO- CHAI R GATTO objected to Conceptual Amendnent 2 to Amendnent
44,

COWM SSI ONER GALVI N said the effect of Conceptual Anmendnent 2 to
Amendnent 44 would nean that the tax rate would conme down and
then at progressivity it would blip up a little bit. Thus, once
the progressivity is hit it will go up the .2, or whatever it
may be, and imediately drop down to 22.5 plus the .2 percent.
At that particular nonent in tinme there would be a significant
drop in the tax rate by having the margin go up. |In response to
further questions from Representative Roses, he stated that the
forecast used for FY 09 was $66 which is $12 hi gher than $54.

10: 00: 16 PM

REPRESENTATI VE ROSES cal cul ated that at a drop of $5 per year
from the FY 08 forecast price of $71, it would take about four
years to get down to $54. He said he thought his anmendnent
woul d take care of the adm nistration's concern about no floor
and not receiving its fair share when the price gets too low to
have progressivity. In response to Representative WIson,
Representative Roses said that the rate would be 25 percent when
there is no progressivity and that it would go down to 22.5
percent when there is progressivity.

COWMM SSI ONER GALVI N appreci ated the nmessage, but noted that the
end result would be a strange disincentive because a conpany
could end up saving perhaps tens of mllions of dollars by not
investing that extra dollar to keep its margin from hitting the
progressivity. He pointed out that it is not that the price has
to come down to $54 in order for everybody to experience
progressivity because there can be projects that at an $80 price
will be at the progressivity trigger.

10: 03: 04 PM

REPRESENTATI VE ROSES asked whether the converse of that would
not also be true because not raising the tax rate from 22.5 to
25 would encourage conpanies to invest those dollars because
t hey woul d not be as severely inpacted.

COWM SSI ONER GALVIN said not necessarily. At that particular
point in time, if it's at a 25 percent rate, conpanies would
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still get the tax advantage of having that progressivity bring
t hem down. The question of whether to go from 22.5 to 25
percent is not the same as having progressivity suddenly kick in
and drop the rate to 22.5 percent.

10: 04: 22 PM

REPRESENTATI VE ROSES said he understood that, but that he is
| ooking for a conprom se. He said his reason for supporting
Amendnment 2 is because every expert had testified that to
encourage investnent, incentivize nore production, and get the
state its fair share, the state needed to take a |arger piece
when profits and margins are higher, and then be willing to take
the risk and share the expense when they are |ower. He asked

M. Porter to speak to his conceptual anendnent.

MR. PORTER responded that the effect of Conceptual Anmendnent 2
to Arendnment 44 is the opposite of what he would do. The nodels
show that the state should set a fair amount on its base rate.
When bal ancing base rate and progressivity, however, the base
rate should be pushed down and the progressivity pushed up.
This would effect positive economcs and stinulate investnent.
Pressing the 25 [percent] into the base rate would have a
simlar, but not as bad, an effect directionally as would a
gross floor. According to the Gaffney, Cdine & Associates
nodel, even the nost profitable portion of a Prudhoe Bay field
results in a relative balance in net present value (NPV) between
the state and the industry, M. Porter related. He said this
surprised him because he had thought that [industry's] NPV would
be substantially higher than [the state's] at the current rates;
so, it ends up being a fairly good balance. But, if 22.5
percent is added, [the state's] NPV goes up and [industry's] NPV
goes down, so there is a relative inpact. It is not a huge
effect over the very long term but wll it result in industry
changing its opinion on mgjor decisions, he asked. Goi ng from
22.5 to 25 percent wuld probably not inpact the specific
decision for a mmjor project, he advised. However, froma |ong-
term st andpoi nt regar di ng i nvest ment strategies and
relationship, [the state] would probably be slightly better off
by trying to catch that increnental value at a high side and
mai ntai ning a | ower base tax.

10: 09: 53 PM

REPRESENTATI VE ROSES stated that M. Porter's advice is exactly
his reasoning for supporting progressivity that takes a |arger
pi ece of the pie when industry is making nore and can afford to
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share nore and still have profitability in investnments, and
takes a smaller piece when prices are lower. That is why he had
supported the 22.5 percent, he said, and why he had also
considered supporting an even |lower rate. He withdrew
Conceptual Amendnent 2 to Anendnent 44.

REPRESENTATI VE FAI RCLOUGH submitted that [the commttee] does
not adequately wunderstand the total inpact of the numerous
amendnents that have been passed. She predicted that there
would be nmany unintended consequences as a result of not
reviewing the CS in its entirety. She said she did not believe
that the governor's nessage that the state is open for business
will get out with all that has been done. She said she could
not vote yes without reviewwng a CS and knowing the totality of
what has been done.

10: 12: 50 PM

CO- CHAIR GATTO described his living and investnent experiences
in Alaska since 1968 and that despite ups and downs over this
time period the oil conpanies have done extrenely well. He said
he is concerned for the state's future due to the |ack of saving
and unavoi dabl e | oom ng expenses. He does not begrudge the oi
conpani es for making huge amounts of noney, he said, but the
state nust nmake a fair share. He hoped there would be no floor
because the state needed to be at risk because it is asking for
nore noney and that he is okay with being at risk. He saw the
future of the state as prospering better wwth a 25 percent tax
on the base rate. He said he was stunned at the difference of
opinion within the [Twenty-Fourth Al aska State Legislature] and
that he believed the state was cheated when the base rate was
not established somewhere between 25-30 percent. He said he is
offering the 25 percent tax rate not to raise the rate, but
rather to bring the rate to the level at which it should have
been for the past year.

10: 21: 04 PM

A roll call vote was taken. Represent ati ves Kawasaki, Seaton
Guttenberg, Edgnon, and Gatto voted in favor of Amendnment 44, as
anended. Representatives Fairclough, WIson, Roses, and Johnson
voted against it. Therefore, Anmendnent 44, as anended, was
adopted by a vote of 5-4.

10: 22: 05 PM
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CO-CHAI R GATTO asked whether fiscal notes are available for the
bill at this juncture.

COWMM SSI ONER GALVI N responded yes.

CO CHAIR JOHNSON inquired whether there are two sets of fisca
not es.

COWM SSI ONER GALVIN said there is one at 22.5 percent and one at
25 percent.

REPRESENTATI VE FAI RCLOUGH recogni zed that she has constituents
on both sides of this issue and supported re-visiting of the
i ssue via the special session. She reiterated her concern that

errors are being made and that increasing taxes by $2 billion
over PPT is too big of a ganble and may cause the gl obal
corporations to |eave Al aska. She said her responsibility to

her constituents means that she nust | ook beyond the short-term
of putting dollars into the bank today and consider the |ong-
term She supported the progressivity and the structure that
would be going forward, but cautioned that the totality of
| egi sl ative actions would not be realized for eight years.

10: 27:15 PM

REPRESENTATI VE ROSES said he heard Co-Chair Gatto's support for
25 percent and understood the co-chair's personal story about
i nvest nent s. He related that up until two years ago every cent

of his personal investments was nade within the state.
Therefore, if the oil conpanies did not continue investing in
Alaska his own investnments would crash. Yet, regardless of

this, he came to Juneau to acconplish what the governor was
requesti ng and had gone beyond what she called for by helping to
pass the progressivity piece. He asked for reconsideration of
Amendnent 2.

There being no objection to the reconsideration, Anendnent 2 was
again before the commttee.

REPRESENTATI VE ROSES explained that his intent is for Amendnent
2 to disappear and have the progressivity piece be returned to
the version <contained in CSHB 2001(C&G . He encouraged
conmittee menbers to defeat Anendnent 2 because there would
still be a progressivity piece greater than what existed in PPT
and would still be simlar to what the governor had wanted.

10: 32: 01 PM
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CO CHAI R GATTO supported adoption of Anendnent 2.
CO- CHAI R JOHNSON obj ected to Amendnent 2

CO CHAIR GATTO further outlined his past business and persona
investnments in Alaska and his worry for the future of Alaska's
residents. Ol prices are nore likely to go up than down, he
submtted, and it is appropriate for the state to share in the
weal th when prices are high. The key for the state is not only
to save noney but to have enough noney to save. A 25 percent
tax rate is nodest and is the nunber the state should have had
earlier.

10: 35: 09 PM

CO CHAIR JOHNSON stated that the chart and nunbers provided by
Representative Seaton are good and, therefore, he still stood by
his nunber of $1.7 billion. He said that Amendnent 2 would
generate an extra $146 mllion over PPT and, if his nunbers are
right, this would be $170 mllion nore than what the governor
had asked for. He supported going back to the progressivity [in
CSHB 2001(0&3] and urged a vote of no on Amendnent 2.

10: 38: 06 PM

REPRESENTATI VE SEATON said that failure to pass Anendnent 2
would result in a gross progressivity with a gross trigger that
is not self-correcting and not self-adjusting for inflation.
| nvest ment would not be stinulated because high cost projects

like heavy oil, would be hit with progressivity and would be
di sadvant aged because it does not work on the net profits and
does not ensure that net profits are available at $30 before
even the |owest progressivity Kkicks in. This is designed so
that progressivity is lowest at $30, it goes up only two-tenths
of a percent per dollar and then it increases as it goes up and
as everything becomes nuch nore profitable. If we are left with
the other option, he said, it is a straight line and for every
dollar above the trigger there is the sane increase in
progressivity that results in the conpanies being hit just as
hard at the bottom end as at the top end. Turning down
[ Amrendnent 2] would require going back to a gross floor, he
said, because that was the balance that was being struck -
taking nore at the high side sooner and dropping off the part
that was detrinmental to investnent. He urged nenbers to support
Amendnent 2.
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10: 41: 49 PM

REPRESENTATI VE ROSES encouraged nenbers to vote against
Amendrent 2. He said he did not think the progressivity piece
in CSHB 2001(0&5 would survive travel to or on the House fl oor
He said he had heard that the admnistration |iked the Senate
version; therefore, he expected amendnents to be introduced for
conform ng the House bill to the Senate bill.

CO CHAIR GATTO agreed that the |anguage would be changed.
However, he said, this conmttee has the responsibility to do
its job regardless of what mght happen in other comittees or
on the House fl oor.

A roll call vote was taken. Representatives Seaton, Guttenberg,
Edgnon, Kawasaki, and Gatto voted in favor of Amendnent 2.
Representatives Fairclough, WIson, Roses, and Johnson voted
against it. Therefore, Amendnment 2 was adopted by a vote of 5-4.

10: 45: 56 PM

REPRESENTATI VE FAI RCLOUGH thanked everyone for their work and
voi ced her hope that the bill would be noved out of conmttee.

REPRESENTATI VE ROSES said there is a lot that he would |ike say,
but that he had spoken his piece.

CO- CHAIR JOHNSON requested that copies of the fiscal note be
distributed to commttee nenbers.

REPRESENTATI VE FAI RCLOUGH i nqui red what the process would be for
committee nmenbers to see the CS in totality and review it for
accuracy. She noted that the vote on the bill as anended wl|
be occurring prior to being able to see the CS

CO CHAIR GATTO said the CS woul d be generated by Legal Services.

10:47:16 PM

REPRESENTATI VE GUTTENBERG said he is touched by the stories of
Co-Chair Gatto and Representative Roses because he arrived in

Al aska at age 18 to work in the oil patch. Years after his
arrival the industry began a policy, due to economcs, of hiring
wor kers from outside rather than Al askans. He said that, for

him this issue is not about being punitive, but rather it is
about standing up for the state and its people. He related that
several years ago there was a Wod Mackenzie report for which
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people had to sign confidentiality agreenments in order to read,
and that one part of the report tal ked about how expensive it is
for the oil industry to operate in Al aska. However, he
continued, soneone else was able to rel ease another part of the
report that said operating in Alaska is also phenonenally

profitable. This is about taking a small piece from a very
healthy industry, he said, and increasing taxes wll not
endanger the industry. | ndustry views the state as a
conpetitor, not a partner. A big part of this issue is

exercising the state's sovereignty. He cautioned that | obbyists
represent soneone else and should be listened to with a grain of
salt. The state does not have the nunmbers from industry that
everyone else in the world receives, he argued, and this wll
hel p the state to get there.

10: 55: 37 PM

REPRESENTATI VE FAI RCLOUGH noted that there is a typo in the
fiscal analysis and that she does not know whether the actua
calculation is affected by the typo.

COW SSI ONER GALVI N inquired whether the typo being identified
is in the progressivity section relating to 30-50.

REPRESENTATI VE FAI RCLOUGH said no, the typo is located "at a
rate of .225".

COM SSI ONER GALVIN responded that this is a "straggler" for
t hat bl ock from CSHB 2001( C&G) .

REPRESENTATI VE FAIRCLOUGH replied that that 1is her point
exactly. She said she is asking because she does not know if it
is calculated and that these are the problens she is afraid of.

COWM SSI ONER GALVIN replied that it will be corrected for the
floor as far as the actual |anguage of that block, but that the
nunbers have not changed.

REPRESENTATI VE FAI RCLOUGH said she is worried about the | anguage
in the bl ock and asked whet her the nunbers shown are correct.

COWM SSI ONER GALVI N answered yes, it did not change the nunbers

that designate the fiscal inpact, it is nerely a typo in the
t ext.
10: 57: 22 PM

HOUSE RES COW TTEE - 144- Novenber 4, 2007



REPRESENTATI VE EDGVON acknow edged the anount of work involved
in putting together the PPT structure from which discussions are
now being built. VWiile nmuch of the current discussion is about
the taxation side of the proposal, he said he believed that the
credits and deductions built into the plan would encourage
i nvestnment by both large and small conpanies. The oil conpanies
have not said they are |eaving Al aska. This is a fair tax
proposal that rides the curve by sharing the risk in the |ower
part of the curve and receiving a fair share in the upper part.

11: 01: 08 PM

CO- CHAIR JOHNSON voiced his fear that the state is heading for
an econom c disaster that wll creep up slowy but be just as
devastating as a quick disaster like Hurricane Katrina. It wll
not affect the people in the oil industry who can afford to
nove, he argued, rather it wll affect the people who can | east

afford it, such as the young and the old. He hoped there would
not be a Hurricane ACES in seven to ten years because his
constituents would be anong those put out of work. He said he
prays he is wong, but fears he is right.

COCHAIR GATTO said he is optimstic and that this is the
begi nni ng of a huge success and great future for Alaska. He saw
conpanies conmng to Alaska, not |eaving, and he |ooked forward
to a [gas] pipeline being built. He expected to soon be reading
| etters of support fromhis constituents.

11: 09: 10 PM

REPRESENTATI VE GUTTENBERG noved to report CSHB 2001(0&%G), as
anended, out of commttee wth individual recomendations and
the acconpanying fiscal notes. There being no objection,
CSHB 2001(RES) was reported from the House Resources Standing
Comm ttee.

ADJ OURNVENT

There being no further business before the commttee, the House
Resources Standing Committee neeting was adjourned at 11:10 P. M
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