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PCSI TI ON STATEMENT: O f ered perspective on SB 2001
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Kirkpatrick & Lockhart Preston Gates Ellis, LLP (K& Gates)
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NANETTE THOVPSON

Division of Gl & Gas
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Anchor age, AK

POSI TI ON STATEMENT: Expl ai ned Amendnent 11 for SB 2001

ACTI ON NARRATI VE

CHAIR HOLLIS FRENCH called the Senate Judiciary Standing
Commttee neeting to order at 9:06:57 AM Present at the call to
order were Senators Therriault, Welechowski, MGCuire, Huggins,
and Chair French.

SB 2001-A L & GAS TAX AMENDVMENTS

9:07:12 AM
CHAI R FRENCH announced the consideration of SB 2001. Before the
committee was CSSB 2001, | abel ed 25- GS0014\ K. He asked

Comm ssioner Galvin to describe the fiscal note process.

9:07:35 AM

PATRI CK GALVIN, Conmi ssioner, Departnment of Revenue (DOR),
Anchorage, Alaska, informed the commttee that a draft fiscal
note should be conpleted wthin the hour. Two adjustnents that
are recognized at this time include a distinction for |[ease
expenditures having to be incurred within the state and an
adjustnent to the personal services for exenpt enployees.
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CHAI R FRENCH stated that the first technical anmendnent addresses
a drafting error on page 25, l|ine 22, that M. Bullock spoke
about yesterday.

SENATOR HUGGE NS noved Anendnent 1, | abel ed 25- GS0014\ K. 8.

AMENDMENT1

OFFERED | N THE SENATE
To CSSB 2001(JUD), Draft Version "K'

Page 25, |ine 22:
Del ete "10"
| nsert "20"

CHAI R FRENCH announced that w thout objection Amendnent 1 is
passed.

CHAI R FRENCH said Anendnent 2 appears on page 25, line 10. It’s
clean up l|anguage that was referred to yesterday during the
di scussion of the penalty provisions of the bill. He recalls
that the suggestion was to add | anguage saying, “In addition to
other penalties prescribed by law,” to nake certain that this
isnt the only penalty for understatenment of tax. In response to
a question, he said the anendnent is not drafted.

COWM SSI ONER GALVI N suggested the commttee either insert the
clause as a lead-in that applies to both subsections or add the
clause to each subsection separately because it is intended to
nodi fy both subsection (a) and (b).

CHAI R FRENCH npoved Anmendnent 2 as foll ows:

Amendment 2

Page 25, line 10 follow ng (a):
| nsert: “I'n addi tion to ot her penal ti es
prescri bed by | aw,”

Page 25, line 14 following (b):
| nsert: “I'n addi tion to ot her penal ti es
prescribed by |aw,”

CHAI R FRENCH announced that w thout objection Amendnent 2 is
passed.

9:13: 21 AM
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CHAI R FRENCH noved Anendnent 3 as suggested by M. Bul |l ock.

AMENDMVENT 3

Page 27, lines 11-12 foll ow ng “appropriation”:
Del ete: “for the purpose from penalties collected
by the department under this chapter,”

CHAIR FRENCH announced that w thout objection, Amendnent 3 is
passed.

9:15: 38 AM

SENATOR THERRI AULT referred to page 27, line 30 and asked about
M. Bullock’s suggestion to change the word “conditions” to the
si ngul ar.

CHAI R FRENCH said that is part of transportation piece that wll
be addressed in part of the “Nan Thonpson anmendnent.” [Anmendnent
11]

CHAI R FRENCH asked M. Mntz to comment on conceptual Amendnent
4.

9:16: 56 AM

ROBERT M NTZ, Attorney, Kirkpatrick & Lockhart Preston Gates
Ellis, LLP (K& Gates), clarified that although he styled the
anmendnent conceptual, it does contain the exact |anguage that is
intended. He said it addresses an inconsistency in annual versus
nmonthly tax calculations. There are two conponents to the tax
rate under the bill--the basic tax rate of 25 percent and the
additional progressivity tax rate, which depends on a nonthly
determ nation. Basically there are three ways to handle this

The original PPT legislation had an annual calculation of the
base rate and an additional nonthly tax under progressivity. The
ACES bill had both the base rate and progressivity as an annua

rate. He wunderstands that the judiciary conmttee substitute
(CS) intends that both the base rate and the progressivity rate
would be calculated on a nonthly basis. The point of the
proposed anmendnent is to make the nunmbers work. There would al so
be conform ng changes in other parts of the bill, he stated.

MR MNTZ said although the tax calculations are done on a
nmonthly basis, the amendnent does preserve the basic aspect of
the legislation, which is that it’s an annual tax. This is
i nportant because a lot of the other provisions specifically
involving tax credits are done on an annual basis. Totally
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reverting to a nmonthly tax would require nuch nore extensive
changes, he said.

9:19:49 AM
CHAIR FRENCH asked him to identify which page his anmendnent
sections refer to.

MR MNTZ said the first change, which repeals and reenacts AS
43.55.011(e), is on page 10, Iline 30, of wversion “K'. It
clarifies that the tax calculation of production tax value for
oil and gas nultiplied by the tax rate is done each nonth. The
second sentence of subsection (e) preserves the annual aspect of
t he tax.

Page 11, |line 7, Sec. 16, which repeals and reenacts AS
43.55.011(g), says that the tax rate is calculated for each
nmont h separately. The second sentence says that the tax rate may
not be nore than 50 percent.

Page 11, line 14, Sec. 17, anends AS 43.55.011(h). It clarifies
the way the price index is calculated for a nonth is to add the
production tax values of all the oil and gas produced in the
state and divide that by the production.

CHAI R FRENCH noted that it’'s a mnor change to Sec. 17.

9:23: 09 AM

MR. M NTZ said on page 14, line 13, there is a conform ng change
to changes in AS 43.55.160. In general the reason is that there
is no longer a need to have both an annual and a nonthly
production tax value of oil and gas since the base rate tax and
the progressivity tax are now cal cul ated on a nonthly basis.

CHAI R FRENCH noted a typographical error on page 2, text line 6,
of the anmendnent. M. Mntz agreed there is an extra “4” in the
bol ded and underlined statutory reference to AS 43.55.020(a)(2).
It was renoved.

9:24:39 AM

MR. M NTZ said the next change is in bill section 41, page 28,
line 8, through page 29, line 5. It anends AS 43.55.160(a),
whi ch explains how to cal cul ate the production tax value of oi
and gas. In the bill the production tax value feeds into the
application of the tax rate wunder AS 43.55.011(e) and in
figuring out t he nont hl y i nstal | ment paynment s in AS

43.55.020(a)(2). The reference to Section 011(g) is deleted
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because it was the previous nonthly progressivity tax under
current | aw.

COWM SSI ONER GALVIN noted that the explanation covers page 28,
line 8, through page 29, line 5.

MR. M NTZ again said the annual production tax values are no
| onger needed. In current law Section 160(a)(1) has four
subparagraphs that explain how to calculate annual production
tax value. Paragraph (2) on page 29 of the CS also has four
paragraphs to explain how to calculate nonthly production tax
val ues. The calculations wunder paragraph (1) are no |onger
needed so all the |anguage on page 28, line 8, through page 29,
line 5 can be deleted fromthe existing statute.

9:27:18 AM
COWM SSI ONER GALVI N asked for clarification that the |anguage is
not to be deleted from the bill. 1t should be shown to be

deleted fromthe statute.

MR. M NTZ said yes, but since Sec. 41 of the CS already anends
Section 160(a), proposed Anendnent 4 would make another change
in Section 160(a), which is to delete subparagraphs (A), (B)
(O, and (D).

CHAI R FRENCH asked him how Section 160(a) would read if the
anmendnent were adopt ed.

MR MNTZ clarified that new text is bolded and underlined and
deleted text is capitalized and bracketed and then read from
page 28, line 7, and page 29, line 5 of the CS as foll ows:

(a) Except as provided in (b) of this section, for
the purposes of [(2)] AS 43.55.011(e) and AS
43.55.020(a)(2), the [MONTHLY] production tax
val ue of the taxable”

CHAI R FRENCH reread t he proposed subsection (a).

MR MNTZ said the next change is to renunber on page 29,
subpar agraphs (A), (B), (C, and (D) to becone paragraphs (1),
(2), (3), and (4). Again, the reason for the change is that
there no longer a need for an annual production tax val ue.

9:31: 05 AM

COWMWM SSI ONER GALVIN said this characterization my confuse the
drafter.
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At ease from 9:31:28 AM to 9:37:43 AM Sound is mssing unti
9:40:19 AM

COWMM SSI ONER GALVI N suggested the comrittee anmend the anendnent.

CHAI R FRENCH npved an anendnent to the anendnent as foll ows:

Page 28, line 8, bracket “(1)” and |leave the reference
to “AS 43.55.011(e)” and insert “and”. Bracket “,” and
all material through “(2)” on page 29, line 5. Leave
the reference to “AS 43.55.020(a)(2)”. Leave the
bracket that’s in place for “[43.55.011(g)]”. Leave *“,
the”, Dbracket “nonthly” and |eave *“production tax

val ue of the taxable”.

Finding no objection, he announced that the anendnent to the
anmendnent is adopt ed.

9:41: 14 AM

MR. M NTZ said the next change is to conform AS 43.55.160(c) to
the changes that have been discussed previously in terns of
calculating a nmonthly production tax value rather than an annual
alternative.

COMM SSI ONER GALVI N stated agreenment with the provision

9:43: 08 AM

MR. M NTZ said the next change would anend AS 43.55.160(e). The
subsection is not addressed in the CS so it would be a new bil
section. This conform ng change renoves the reference to an
annual production tax val ue.

COWM SSI ONER GALVI N stated agreenment with the provision.

MR. M NTZ said the next change would anmend AS 43.55.170(b). The
subsection, which deals with adjustnents to |ease expenditures,
is not addressed in the CS, but it is conforming to the changes
made in Section 160.

9:45: 20 AM
MR. MNTZ said the final change would renove the reference to
Section 160(c) fromthe repeal er on page 37.

CHAIR FRENCH found no further comments or discussion on the
proposed anmendnent and asked for a notion.
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SENATOR W ELECHOWSKI noved [conceptual] Amendnent 4. [Oiginal
punctuation and the anmendnent to the anendnent included]

AMENDMVENT 4

Conceptual Amendnent to CSSB 2001(JUD) version “K’

Repeal and reenact AS 43.55.011(e) to read:

(e) There is levied on the producer of oil or gas
a tax for all oil and gas produced each cal endar year
from each | ease or property in the state, |less any oil
and gas the ownership or right to which is exenpt from
t axation or constitutes a | andowner ' s royalty
interest. Except as otherw se provided under (f), (j)
and (k) of this section, the tax is equal to the sum
over all nonths in the cal endar year, of each nonth’s
production tax value of the taxable oil and gas as
cal cul ated under AS 43.55.160 nmultiplied by the tax
rate of the nonth determned wunder (g) of this
section.

Repeal and reenact AS 43.55.011(g) to read:

(g) The tax rate applied to the production tax
value of oil and gas under (e) of this section is 25
percent plus, for a nonth for which the price index
determ ned under (h) of this section is greater than
zero, 0.40 nultiplied by the price index determ ned
under (h) of this section. However, a tax rate
cal cul ated under this subsection nay not be nore than
50 percent.

Amend AS 43.55.011(h) to read:

(h) For purposes of (g) of this section, the
price index for a nmonth is calculated by subtracting
30 [40] from the nunber that is equal to the quotient
of the total [MONTHLY] production tax values [ VALUE]
of the taxable oil and gas produced by the producer
fromall |eases or properties in the state during that
month, as calculated under AS 55.160, divided by the
total anmount of that [THE TAXABLE] oil and gas
produced by the producer during that nonth, in BTU
equi val ent barrels. However, a price index calcul ated
under this subsection nmay not be | ess than zero.

Page 14, l'ine 13 of t he CS. del et e “AS
43.55.160(a)(2)” and insert “AS 43.55. 160"
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AS 43.55.160(a) is anended to read:
(a) Except as provided in (b) of this section,
for the purposes of
[(1)] AS 43.55.011(e) and AS 43.55.020(a)(2)
[, THE ANNUAL PRODUCTI ON TAX VALUE OF THE TAXABLE
(A OL AND GAS PRODUCED DURING A
CALENDAR YEAR FROM LEASES OR PROPERTIES IN THE STATE
THAT | NCLUDE LAND NORTH OF 68 DEGREES NORTH LATI TUDE
IS THE GROSS VALUE AT THE PO NT OF PRCDUCTION OF THE
O L AND GAS TAXABLE UNDER AS 43.55.011(e) AND PRODUCED
BY THE PRODUCER FROM THOSE LEASES OR PROPERTI ES, LESS
THE PRODUCER S LEASE EXPENDI TURES UNDER AS 43.55. 165
FOR THE CALENDAR YEAR APPLI CABLE TO THE O L AND GAS
PRODUCED BY THE PRODUCER FROM THOSE LEASES OR
PROPERTI ES, AS ADJUSTED UNDER AS 43.55. 170;
(B OL AND GAS PRODUCED DURING A
CALENDAR YEAR FROM LEASES OR PROPERTIES IN THE STATE
QUTSI DE THE COOK | NLET SEDI MENTARY BASIN, NO PART OF
VWHCH IS NORTH OF 68 DEGREES NORTH LATITUDE, |S THE
GROSS VALUE AT THE PO NT OF PRODUCTION OF THE O L AND
GAS TAXABLE UNDER AS 43.55.011(e) AND PRODUCED BY THE
PRODUCER FROM THOSE LEASES OR PROPERTIES, LESS THE
PRODUCER S LEASE EXPENDI TURES UNDER AS 43.55.165 FOR
THE CALENDAR YEAR APPLICABLE TO THE OL AND GAS
PRODUCED BY THE PRODUCER FROM THOSE LEASES OR
PROPERTI ES, AS ADJUSTED UNDER AS 43.55. 170;
(© OL PRODUCED DURI NG A CALENDAR YEAR
FROM A LEASE OR PROPERTY | N THE COOK | NLET SEDI MENTARY
BASIN | S THE GROSS VALUE AT THE PO NT OF PRODUCTI ON OF
THE O L TAXABLE UNDER AS 43.55.011(e) AND PRODUCED BY
THE PRODUCER FROM THAT LEASE OR PROPERTY, LESS THE
PRODUCER S LEASE EXPENDI TURES UNDER AS 43.55.165 FOR
THE
CALENDAR YEAR APPLI CABLE TO THE O L PRODUCED BY THE
PRODUCER FROM THAT LEASE OR PROPERTY, AS ADJUSTED
UNDER AS 43. 55. 170;
(D) GAS PRODUCED DURI NG A CALENDAR YEAR
FROM A LEASE OR PROPERTY IN THE COCOK | NLET SEDI MENTARY
BASIN | S THE GROSS VALUE AT THE PO NT OF PRODUCTI ON OF
THE GAS TAXABLE UNDER AS 43.55.011(e) AND PRODUCED BY
THE PRODUCER FROM THAT LEASE OR PROPERTY, LESS THE
PRODUCER S LEASE EXPENDI TURES UNDER AS 43.55.165 FOR
THE 14 CALENDAR YEAR APPLI CABLE TO THE GAS PRODUCED BY

THE
PRODUCER FROM THAT LEASE OR PROPERTY, AS ADJUSTED
UNDER AS 43.55.170; (2) AS 43.55.011(g)], the

[ MONTHLY] production tax value of the taxable
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Page 29, Ilines 7, 14, 22, and 29: replace “(A”,
“(B)”, “(Q”, and “(D)” with “(1)”, and “(2)", “(3)”",
and “(4)”, respectively

Amend AS 43.55.160(c) to read:

(c) Notw thstanding any contrary provision of AS
43.55. 150, for purposes of calculating a [MONTHLY]
production tax value under (&)[(a)(2)] of this
section, the gross value at the point of production of
the oil and gas taxable under AS 43.55.011(e) [AS
43.55.011(g)] is calculated under regulations adopted
by the departnent t hat provide for using an
appropriate nonthly share of the producer's costs of
transportation for the cal endar year.

Amend AS 43.55.160(e) to read:

(e) Any adjusted |ease expenditures under AS
43.55.165 and 43.55.170 that would otherwi se be
deducti ble by a producer in a calendar year but whose
deduction would cause a [AN ANNUAL] production tax
val ue cal culated under (a) [(a)(1)] of this section of
taxable oil or gas produced during the cal endar year
to be less than zero may be used to establish a
carried-forward annual |oss under AS 43.55.023(b). In

t his subsection, "producer” includes "explorer."

Amend AS 43.55.170(b) to read:

(b) Except as otherwise provided wunder this
subsection, if one or nore paynents or credits subject
to this section are received by a producer or by an
operator acting for the producer during a calendar
year and if either the total anmount of the payments or
credits exceeds the anount of the producer's
applicable |ease expenditures for that calendar year
or the producer has no |ease expenditures for that
cal endar year, the producer shal | nevert hel ess
subtract those paynents or credits from the |ease
expenditures or from zero, respectively, and the
producer's applicable adjusted |ease expenditures for
that cal endar year are a negative nunber and shall be
applied to the pertinent calculations [CALCULATION|
under AS 43.55.160 AS [43.55.160(a)] as a negative
nunber .

Del ete 43.55.160(c) from the repeal in Sec. 49 of the
bill.
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CHAI R FRENCH announced that w thout objection Amendnent 4 is
adopt ed.

CHAI R FRENCH said Amendnment 5 is by Senator Wel echowski and it
relates to | ease expenditures.

SENATOR W ELECHOWSBKI expl ai ned that the idea of the anendnent is
to tighten the |ease expenditure |anguage. He worked on this
with former Senator Guess and M. Messenger who is an oil and
gas attorney.

JOHN MESSENGER, Staff to Representative Kerttula, Juneau, AK
informed the commttee that he is a forner deputy conm ssioner
to the Departnent of Revenue. He al so worked on tax natters when
he was in the attorney general’s office. Subsequently he entered
private practice and in that capacity he represented the State
of Alaska in oil and tax matters including audits.

9:49: 40 AM
MR. MESSENGER said the first change on page 30 basically del etes
lines 25-27 from the bill and would elimnate the deduction of

overhead expenses as a direct cost of producing, exploring or
devel oping oil and gas deposits.

9:53: 15 AM

MR. MESSENGER sai d the second change is page 30, line 29 through
page 31, line 30. It addresses a starting point for direct costs
then leaves it to the departnment to identify additional direct
costs. The |language regarding typical industry practices is
del eted because of the problens associated wth devel oping
regul ations by relying on what industry has established in its
unit agreenments. The standard the departnent should use in
adopting the regulation is addressed.

9:58: 02 AM

MR. MESSENGER said the next change is on page 32, line 1,
through page 35, line 12. It adds to the list of itens that
woul d not be allowable |ease expenditures. Under paragraph (8),
the additional disallowed costs include “lobbying, public

rel ations, advertising, or policy advocacy”. The basis for the
change is that they are indirect costs rather than direct costs.

MR. MESSENGER sai d paragraph (12) on page 32, lines 23-24, deals

with transactions between parties. Currently the onus is on the
Department of Revenue to establish the fair market value of a
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transaction between affiliated parties. The intent here is to
shift the onus to the producer.

At ease from 10:02: 27 AMto 10: 04: 01 AM

CHAI R FRENCH asked Comm ssioner Galvin to coment on the |ast
two provisions. He’s been assured that | obbying, public
rel ations, advertising, and policy advocacy are not allowed
through regulation, but he knows that the public is very
interested in having this specifically spelled out in the bill.

COM SSI ONER GALVIN agreed that they are not deductible, but
spelling themout in statute isn’t a problem

CHAI R FRENCH asked his view of the change to paragraph (12), on
page 3, lines 24-25, of the proposed anendnent.

COMM SSI ONER GALVIN clarified he’s just seen it for the first
tinme, but it doesn't appear to include anything that’s
obj ectionable. The common goal is ensuring that any affiliated
transactions are captured and that the producers have the burden
to denonstrate that the cost is appropriate.

10: 05: 26 AM

MR. MESSENGER sai d the final change appears on page 6, |ines 16-
20, of the anendnent. Paragraph (21) adds costs “relating to
of fice buildings, fixtures and equi pnment, and real property that
are not located on an oil or gas exploration, production, or
devel opnent | ease of property in the state”. Paragraph (22) adds
“overhead, office, or admnistrative expenses and all other
indirect costs of oil or gas exploration, developnent, or
production.”

10: 07: 49 AM
CHAIR FRENCH asked Commissioner Glvin if he'd seen these
concepts before and if he had a conment.

COWM SSI ONER GALVIN said he's discussed the |ast idea, but nost
of the others are new Beginning with the first suggested
change, he said his understanding is that it is typical to have
an allowance for deducting direct <costs for overhead. It
recogni zes that there will be overhead costs associated wth any
direct costs. It’s a straight percentage and that’s what 1is
currently allowed through regulations. Elimnating that s
nmerely a statenent that only direct costs wll be allowed.
“W're not going to allow for that extra 3 percent bunp.” That’s
a policy call. Qur experience is based on having the allowance
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so we’'d have to adjust our expectation of the inpact of tax if
it were deleted, he said.

10: 10: 21 AM

COWM SSI ONER GALVI N said the next primary change is captured by
om ssion. Referring to the bottom of page 2 of the anendnent, he
said those provisions, which are in both the CS and the original

bill, are included so the departnent can use conpany accounting
systens to identify which costs are allowable, which are not,
and which wll be used during the auditing process. Before

elimnating that |anguage he wants to make sure it doesn't deny
the auditors the opportunity to use certain tools.

COWM SSI ONER GALVIN comrented generally there are a nunber of
changes that don't pick up the nodifications that were nade in
the CS. That includes reference to costs incurred in the state
and provisions from SB 80 that were di scussed yesterday.

10: 12: 20 AM

COWM SSI ONER GALVI N referred to paragraphs (21) and (22) on page
6 of the amendnent and said it’s a little narrow to think that
all costs associated with oil and gas production will actually
be on the |easehold. To develop the resources it’s necessary to
have engineers, geologists, conputer systens, and certain
infrastructure that’s not on the North Slope. Don't ignore the
contribution of folks working in Anchorage, he cauti oned.

10: 14: 26 AM

SENATOR W ELECHOWSKI said the concern he’s heard about overhead
being a direct cost is that we don’t know what we' re allow ng.
Potentially it could be health club costs in Dallas Texas or
steak dinners in Houston Texas. “People have a concern about
that and this is a way for us to ratchet that up.” The safety
valve is on page 2, paragraph 7, so the departnent may i nclude
as direct costs things that may currently be overhead.

Wth regard to the industry standard provision, he said this
makes it very clear what will be allowed and what will not be
allowed. The political advertising and public relations change
is very inportant and he said he’'s happy that the adm nistration
supports that.

10: 16: 06 AM
SENATOR W ELECHOWBKI asked M. Messenger to talk about the
provision on limting allowable deductions to activity that

occurs within the state.
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MR. MESSENCGER said the proposed anendnent uses a direct versus
i ndirect approach for determ ning what’s deductible rather than
making a distinction between in-state and out-of-state.
Cenerally it'’s up to the legislature to decide what deductions
are allowed, but making a distinction between in-state and out-
of -state brings up potential constitutional problens under the
commerce clause. Although the CS has |anguage that makes such a
distinction, a nore neutral approach is to narrow the deductions
to what is directly involved in the production, exploration, and
devel opnment of oil and gas. He suggested that it’'s better to tie
t he deductions between direct and indirect costs and treat all
t he producers the same way. The sane category of expenses shoul d
be deductible regardl ess of where they are incurred, he stated.

10: 19: 04 AM
SENATOR W ELECHOWSKI asked if the language in SB 80 regarding
corrosion is included.

MR MESSENGER said it wasn't his intent to deal wth the
corrosi on aspect.

SENATOR W ELECHOWSKI referred to paragraph (19) on page 5 of the
anendnent and noted that the CS contains |anguage that woul d not
all ow inproper nmaintenance. He suggested an anendnent to the
amendnent .

CHAI R FRENCH sai d t he anendnent hasn’t been noved yet.

COWM SSI ONER GALVI N suggested it nay be appropriate to address
the different parts of the anmendnment separately.

CHAIR FRENCH said deleting that section of the anmendnent would
| eave the CS al one.

COM SSIONER GALVIN said by doing that the admnistration
woul dn’t be concerned about the entire amendnent. It has a |ot
of uni ntended consequences, he said.

10: 21: 05 AM
SENATOR W ELECHOWSKI nmpbved Amendnent 5, | abel ed 25- GS0014\ K. 7

25-GS0014\ K. 7
Bul | ard/ Bul | ock

AMENDMENTS

OFFERED | N THE SENATE BY SENATOR W ELECHOWSKI
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To: CSSB 2001(JUD), Draft Version "K"

Page 30, lines 6 - 27:

Delete all material and insert:

"(a) For purposes of this chapter, a producer's
| ease expenditures for a calendar year are costs,
other than itenms listed in (e) of this section, that
are

(1) incurred by the producer during the
cal endar year after Mirch 31, 2006, to explore for,
devel op, or produce oil or gas deposits |located within
the producer's |eases or properties in the state or,
in the case of land in which the producer does not own
an operating right, operating interest, or working
interest, to explore for oil or gas deposits wthin
other land in the state; and

(2) al | oned by t he depart ment by
regul ation, based on the departnent's determ nation
t hat t he costs satisfy t he foll ow ng t hree
requi renents:

(A) the costs nust be incurred upstream of
t he point of production of oil and gas;

(B) the costs nust be ordinary and
necessary costs of exploring for, developing, or
produci ng, as applicable, oil or gas deposits; and

(O the costs nmust be direct costs of
expl ori ng for, devel opi ng, or pr oduci ng, as
applicable, oil or gas deposits.”

Page 30, line 29, through page 31, |ine 30:
Delete all material and insert:
"(b) For purposes of (a) of this section,
[(1)] direct costs include
(1) [(A] an expenditure, when incurred, to
acquire an itemif the acquisition cost is otherw se a
direct cost, notwi thstanding that the expenditure may
be required to be capitalized rather than treated as
an expense for financial accounting or federal incone
t ax purposes;
(2) [(B)] paynents of or in lieu of
(A) property taxes [,] for properties on
which oil and gas exploration, devel opnent or
production is taking place; and
(B) sales and use taxes, notor fuel taxes,
and excise taxes related to transactions or activities
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involving oil or gas exploration, developnent, or
producti on;

(3) supplies to be wused for oil or gas
expl oration, devel opnent, or production [(O A
REASONABLE ALLOMNCE, AS DETERM NED UNDER REGULATI ONS
ADOPTED BY THE DEPARTNMENT, FOR OVERHEAD EXPENSES
DI RECTLY RELATED TO EXPLORING FOR, DEVELOPING AND
PRODUCI NG O L OR GAS DEPOSI TS LOCATED W THI N LEASES OR
PROPERTI ES OR OTHER LAND | N THE STATE];

(4) purchased fuel

(5) routine maintenance;

(6) the wages and benefits of enployees who
are directly parti ci pating i n expl orati on
devel opnent, or production operations; and

(7) other direct costs as nay be established
in regul ati ons adopted by the departnent

[(2) AN ACTIVITY DOES NOT NEED TO BE
PHYSI CALLY LOCATED ON, NEAR, OR WTHI N THE PREM SES OF
THE LEASE OR PROPERTY WTHIN WHCH AN OL OR GAS
DEPOSI T BEI NG EXPLORED FOR, DEVELOPED, OR PRODUCED IS
LOCATED I N ORDER FOR THE COST OF THE ACTIVITY TO BE A
COST UPSTREAM OF THE PO NT OF PRODUCTION OF THE O L OR
GAS] . "

Page 32, line 1, through page 35, line 12:
Delete all nmaterial and insert:

"(e) For purposes of this section, |ease
expendi tures do not include
(1) depreci ati on, depl et i on, or

anortization;

(2) oil or gas royalty paynents, production
paynents, |ease profit shares, or other paynents or
distributions of a share of oil or gas production,
profit, or revenue;

(3) taxes based on or neasured by net
i ncone;

(4) interest or other financing charges or
costs of raising equity or debt capital;

(5) acquisition <costs for a |ease or
property or exploration |license;

(6) costs arising from fraud, wlful

m sconduct, [OR] gross negligence, violation of |aw,
or failure to conply with an obligation under a | ease,
permt, or license issued by the state or federal
gover nnent ;

(7) fines or penalties inposed by |aw
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(8) costs of arbitration, litigation, [OR
OTHER] dispute resolution activities, |obbying, public
relations, adverti sing, or policy advocacy [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];

(9) costs incurred in organizing a
partnership, joint venture, or other business entity
or arrangenent;

(10) anmounts paid to indemify the state;
the exclusion provided by this paragraph does not
apply to the costs of obtaining insurance or a surety
bond froma third-party insurer or surety;

(11) surcharges |evied under AS 43.55.201
or 43.55. 300;

(12) an expenditure otherwi se deductible
under (b) of this section that is the result of [FOR A
TRANSACTION  THAT | S] an internal transfer, a
transaction wth an affiliate, or a transaction
between related parties, or is otherwise not an arms
l ength transaction, unless the producer establishes to
the satisfaction of the departnent that the anount of
the expenditure does not exceed the [EXPEND TURES
| NCURRED THAT ARE |IN EXCESS OF] fair market value of
t he expenditure;

(13) an expenditure incurred to purchase an
interest in any corporation, partnership, limted
l[tability conpany, business trust, or any other
business entity, whether or not the transaction is
treated as an asset sale for federal incone tax
pur poses;

(14) a tax levied under AS 43.55.011

(15) [ THE PORTION OF] costs incurred for
di smantl ement, renoval, surrender, or abandonnment of a
facility, pipeline, well pad, platform or other
structure, or for the restoration of a |ease, field,
unit, area, tract of land, body of water, or right-of-
way in conjunction wth dismantlenent, removal ,
surrender, or abandonnment [, THAT IS ATTRI BUTABLE TO
PRODUCTION OF O L OR GAS OCCURRING BEFORE APRIL 1,
2006; THE PORTION |S CALCULATED AS A RATIO OF THE
AMOUNT OF O L AND GAS PRODUCTION, IN BARRELS OF AL
EQUI VALENT, ASSCCIATED WTH THE FACILITY, PIPELINE,
WELL PAD, PLATFORM OTHER STRUCTURE, LEASE, FIELD
UNI' T, AREA, BODY OF WATER, OR RI GHT- OF- WVAY OCCURRI NG
BEFORE APRIL 1, 2006, TO THE TOTAL AMOUNT OF O L AND
GAS PRODUCTI ON, IN BARRELS OF QL EQUI VALENT,
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ASSCCI ATED W TH THAT FACI LITY, PIPELINE, WELL PAD
PLATFORM OTHER STRUCTURE, LEASE, FIELD, UNIT, AREA
BODY OF WATER, OR RI GHT- OF- WAY THROUGH THE END OF THE
CALENDAR MONTH BEFORE COVIVENCEMENT OF THE
DI SMANTLEMENT, REMOVAL, SURRENDER, OR ABANDONMENT]; a
cost is not excluded under this paragraph if the
di smant| ement, renoval, surrender, or abandonnment for
which the cost is incurred is undertaken for the
purpose of replacing, renovating, or inproving the
facility, pipeline, well pad, platform or other
structure; [FOR THE PURPOSES OF TH'S PARAGRAPH,
"BARREL OF O L EQUI VALENT" MEANS

(A) IN THE CASE OF O L, ONE BARREL;

(B) IN THE CASE OF GAS, 6,000 CUBI C FEET;]

(16) costs incurred for containnent,
control, cleanup, or renoval in connection with any
unpermtted release of oil or a hazardous substance
and any liability for danages inposed on the producer
or explorer for that unpermtted release; this
par agraph does not apply to the cost of devel oping and

mai nt ai ni ng an oi | di schar ge prevention and
contingency plan under AS 46.04. 030;

(17) costs incurred to satisfy a work
commi t ment under an expl oration i cense under
AS 38.05.132;

(18) that portion of expenditures, that
woul d otherwi se be qualified capital expenditures, as
defined in AS 43.55.023 [AS 43.55.023(k)], incurred
during a calendar year that are less than the product
of $0.30 multiplied by the total taxable production
from each lease or property, in BTU equivalent
barrels, during that cal endar year, except that, when
a portion of a calendar vyear is subject to this

provision, the expenditures and volunmes shall be
prorated within that cal endar year;
(19 costs i ncurred for repair,

replacenent, or deferred maintenance of a facility, a
pipeline, a structure, or equipnent, other than a
well, that results in or is undertaken in response to
a failure, problem or event that results in an
unschedul ed interruption of, or reduction in the rate
of, oil or gas production; or costs incurred for
repair, replacenent, or deferred nmintenance of a
facility, a pipeline, a structure, or equi pnent, other
than a well, that is undertaken in response to, or is
ot herwi se associated with, an unpermtted rel ease of a
hazardous substance or of gas; however, costs under
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this paragraph that would otherwi se constitute | ease
expenditures under (a) of this section may be treated
as |ease expenditures if the departnent determ nes
that the repair or replacenent is solely necessitated
by an act of war, by an unanticipated grave natural
di sast er or ot her nat ur al phenonenon of an
exceptional, inevitable, and irresistible character,
the effects of which could not have been prevented or
avoi ded by the exercise of due care or foresight, or
by an intentional or negligent act or onmssion of a
third party, other than a party or its agents in
privity of contract with, or enployed by, the producer
or an operator acting for the producer, but only if
t he producer or operator, as applicable, exercised due
care in operating and mintaining the facility,
pi peline, structure, or equipnent, and took reasonable
precautions against the act or onmssion of the third
party and against the consequences of the act or
om ssion; in this paragraph,

(A "Ccosts i ncurred for repair,
repl acenent, or deferred nmaintenance of a facility, a
pi peline, a structure, or equipnent" includes costs to

di smant| e and renove t he facility, pi pel i ne,
structure, or equipnent that is being repl aced;

(B) "hazardous substance" has the neaning
given in AS 46.03. 826

(O "repl acenent” includes renovation or

i nprovenent ;

(20) costs incurred to construct, acquire,
or operate a refinery or crude oil topping plant,
regardl ess of whether the products of the refinery or
topping plant are used in oil or gas exploration,
devel opnent, or production operations; however, if a
producer owns a refinery or crude oil topping plant
that is located on or near the prenmses of the
producer's |ease or property in the state and that
processes the producer's oil produced from that |ease
or property into a product that the producer uses in

the operation of the |ease or property in drilling for
or producing oil or gas, the producer's |ease
expendi t ures i ncl ude t he anount cal cul ated by

subtracting from the fair narket value of the product
used the prevailing val ue, as determ ned under
AS 43.55.020(f), of the oil that is processed,

(21) costs relating to office buildings,
fixtures and equi pnent, and real property that are not
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| 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 oration, devel opnent, or production.”

CHAI R FRENCH asked if there is objection to Arendnent 5.

SENATOR W ELECHOWSKI said he’d like to deal with the provision
i n paragraph (19).

10: 21: 28 AM
SENATOR THERRI AULT said, “Then | w Il object.”

SENATOR W ELECHOWSKI said, “My intent is to have paragraph (19)
and (20) as witten in the CS transported into this amendnent.”

CHAI R FRENCH recapped the idea and Senator W el echowski agreed
it acconplishes the purpose.

10: 22: 33 AM
COW SSIONER GALVIN noted that the corrosion fix would be
deleted fromthe bill.

At ease from 10:22:44 AMto 10:23:22 AM

CHAI R FRENCH asked M. Bullock to help with the drafting issue.

DONALD BULLOCK, At t or ney, Legi slative Legal and Research
Services Division, Legislative Affairs Agency, Juneau, AK , said
he hadn’'t seen the anmendnent, but generally an anendnent should
only address the paragraphs that are involved. The problem with
Amendnent 5 is it deletes everything and then reinserts it in
nodi fied form rather than sinply addressing the part of the
exi sting | anguage that is intended to be changed.

SENATOR W ELECHOWBKI began to suggest a fix.
10: 24: 17 AM

CHAI R FRENCH said, “W're on an anendnment to an anendnent and we
either need to withdraw it or vote on it.”

SENATOR W ELECHOMWBKI wi t hdrew t he amendnent to the anmendnent.

SENATOR W ELECHOWBKI read page 2 lines 29-30 of the anmendnent
and suggested deleting all material from page 2, Iline 31,
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through page 34, line 2. Delete from page 5 of the amendnent
lines 9-31, and page 6, line 15.

10: 25: 13 AM
MR BULLOCK offered to redraft the amendnent so it fits.

CHAI R FRENCH summari zed the suggestion is to wthdraw Amendnent
5 for the tine being so it can be redrafted.

MR. BULLOCK again advised that when drafting an anmendnent
general practice is to only address the page and |ine nunbers
t hat are bei ng changed.

SENATOR W ELECHOWBKI said, “lI crafted an amendnent, | sent it to
Leg Legal and this is what | got back.”

MR. BULLOCK suggested that he received what he asked for.
10: 26: 55 AM

SENATOR W ELECHOWSBKI suggested the problem conmes from working
fromthe resources CS.

MR. BULLOCK offered his view that the anmendnment is inappropriate
and it needs to be narrowed.

At ease from 10:27:17 AMto 10:55: 27 AM

SENATOR W ELECHOASKI wi t hdr ew Anendnent 5.

10: 55: 37 AM

SENATOR THERRI AULT noved Anendnent 6, |abeled 25-GS0014\K. 2. The
purpose is to reinsert original bill sections 36-44 that dealt
W th expl oration i ncentive credits (EIC for seismc

information. The admnistration wants to restructure sone
exi sting statutes and create a new class of 5 percent credit. It
says that the state wll participate in securing seismc
information, but it wants a better process so the information is
avai l able to the public and ot her explorers, he said.

25- GS0014\ K. 2
Kane/ Bul | ock

AMENDMENT 6

OFFERED | N THE SENATE BY SENATOR THERRI AULT
To: CSSB 2001(JUD), Draft Version "K"
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Page 2, line 3:
Del ete "sec. 37"
| nsert "sec. 46"

Page 19, following line 7:

Insert new bill sections to read:

"* Sec. 29. AS 43.55.025(a) is anended to read:

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

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

(2) 20 percent of the total exploration
expendi tures [FOR WORK PERFORMED BEFORE JULY 1, 2007,
AND] that qualify only 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. 30. AS 43.55.025(b) is anended 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 INLET PROSPECT MJUST BE [INCURRED FOR WORK
PERFORVED ON OR AFTER JULY 1, 2005,] and

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

(2) if for an exploration well,

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

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

(O must be for a well that has been
conpl eted or abandoned at the tine the explorer clains
the tax credit under (f) of this section; and
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(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 etion costs; adm ni strati on, super vi si on,
engi neering, or |ease operating costs; geological or
managenent costs; comrunity 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. 31. 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 determne
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 determination 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 rel evant;

(B) for an exploration well other than a
well to explore a Cook Inlet prospect, the well nust
be located and drilled in such a manner that the
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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 conm ssi oner of nat ur al
resources nust determne that the well adequately
achi eved the explorer's stated geol ogi cal objective.

* Sec. 32. AS 43.55.025(f) is amended to read:
() For a production tax credit wunder this
section,

(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,

(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 department describing the processing seguence
and providing a list of data sets available; [IF,
UNDER (c)(2)(B) OF THI'S SECTION, AN EXPLORER SUBM TS A
CLAIM FOR A CREDI T FOR EXPENDI TURES FOR AN EXPLORATI ON
WELL THAT IS LOCATED 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 COWM 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 Departnent of Natural
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,
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(i) a seisnmc 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 |land outside a unit;

(i) 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 material including, for each whole core
collected, a lengthwise cut slab that is at least 1/3
of the whole core volune, and representative sanples,
as specified by the Departnent of Natural Resources,
of other gaseous, liquid, or solid material collected
fromdrilling or testing the well;

(O that, notw 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-nonth period of confidentiality
described in AS 31.05.035(c), wthout extension, after
which the Departnent of Natural Resources [FOR 10
YEARS FOLLON 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 seisn c data acquired by
seismc exploration subject to (l) 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;

(itii) in the case of seisnmc data obtained
by seism c 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 conm 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 nore than one explorer holds an
interest in a well or seismc exploration,
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(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 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
submtted under this section have been submtted, the
department 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
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 statenent to that effect;
notwi thstanding any contrary provision of AS 38,
AS 40. 25. 100, or AS 43. 05. 230, t he f ol | owi ng
information is not confidential:

(A) the explorer's nane;

(B) the date of the application

(O the location of the well or seismc
expl orati on;

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

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

* Sec. 33. AS 43.55.025(g) is anmended 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 Wwho receives a
production tax credit certificate may also transfer,
convey, or sell the certificate.

* Sec. 34. AS 43.55.025(h) is anended to read:
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(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. 35. AS 43.55.025(1) 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 anount 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[tability under AS 43.55.011(e) in one or nore |later
cal endar years.

* Sec. 36. AS 43.55.025(k) is anended by adding a
new par agraph to read:

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

* Sec. 37. 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)(1l) 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
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the seismc exploration activity that
production unit; and

crossed into a

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

Renunber the follow ng bill sections accordingly.

Page 37, |ine 28:
Del ete "Sections 42 - 45 and 48"
| nsert "Sections 51 - 54 and 57"

Page 37, |ine 30:
Del ete "and 41"
| nsert "34, 35, 37, and 50"

Page 38, line 1:
Del ete "Sections 30 - 32"
| nsert "Sections 39 - 41"

Page 38, line 2:
Del ete "sec. 30"
| nsert "sec. 39"

Page 38, line 3:
Del ete "sec. 32"
| nsert "sec. 41"

Page 38, |ine 4:
Del ete "Section 36"
| nsert "Section 45"

Page 38, line 5:
Del ete "sec. 36"
| nsert "sec. 45"

Page 38, |ine 6:
Del ete "sec. 37"
| nsert "sec. 46"

Page 38, |line 8:
Del ete "37"
| nsert "46"

Page 38, following |ine 8:
I nsert a new subsection to read:
"(f) Sections 29 - 32 and 36 of

to expl oration expendi tures i ncurred
are the bases

performed after Decenber 31, 2007, that

SENATE JUD COW TTEE -29-

this Act apply

f or wor k

November 3, 2007



of tax credits that nay be clainmd against taxes
levied for oil and gas produced after Decenber 31,
2007."

Page 38, |ine 25:
Del ete "Sections 42 - 45 and 48"
| nsert "Sections 51 - 54 and 57"

Page 38, |ine 27:
Del ete "and 30"
|nsert ", 29 - 32, 34 - 37, and 39"

Page 39, lines 13 - 14:
Del ete "Sections 42 - 45 and 48"
| nsert "Sections 51 - 54 and 57"

Page 39, |ine 15:

Del ete "Sections 15 - 28, 30 - 32, and 49"

| nsert "Sections 15 - 32, 34 - 37, 39 - 41, and
58"

Page 39, |ine 16:
Del ete "sec. 55"
| nsert "sec. 64"

10: 56: 57 AM
CHAI R FRENCH obj ected for di scussion purposes.

COM SSIONER GALVIN said the administration strongly supports
all the anmendnents to the EIC program that were included in the
original bill so they would support any that are reinserted
her e.

CHAI R FRENCH asked for clarification that the provisions were in
version “A’ and essentially they were witten by the
adm ni stration.

SENATOR THERRI AULT said that’s correct; he asked the drafter to
reinsert the provisions with no changes to the | anguage.

CHAI R FRENCH wi t hdrew hi s obj ecti on.

10: 58: 19 AM

SENATOR HUGGE NS stated that he has supported the concept. H's
concern was that a public airing was needed. That's been done
and he’ s pleased that Senator Therriault offered the anendnent.
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CHAI R FRENCH announced that w thout further objection Amendnent
6 is adopt ed.

10: 59: 03 AM
SENATOR THERRI AULT noved Anendment 7, | abel ed 25-GS0014\ K. 9.

25- GS0014\ K. 9
Cook/ Bul | ock

AMENDMENT 7

OFFERED | N THE SENATE BY SENATOR THERRI AULT
To: CSSB 2001 (JUD), Draft Version "K'

Page 27, line 16, foll ow ng "exceed":
| nsert "the | esser of $1, 000,000 or"

CHAI R FRENCH obj ected for di scussion purposes.

SENATOR THERRI AULT said the anendnent stenms from the conmttee
di scussion on the Qi Tam provision. Wen a whistleblower
identifies a conpany that is not properly applying the tax and
that results in additional noney flowing to the state, there is
a 10 percent provision for a reward. Because 10 percent of
hundreds of mllions of dollars could be a staggering anount of
noney, this places a $1 nmillion cap on the reward. Although he
isnt wedded to the particular anmount, it mght not be out of
line if sonmebody is willing risk their job to bring beneficial
information to the state.

11: 00: 21 AM

SENATOR HUGA NS said he won't object to the $1 mllion, but he
does intend to discuss what the nunber ultimately should be in
t he Finance Comm ttee.

CHAIR FRENCH said he has no objection to the concept of a cap.
Now probably isn't the time to quibble about where to draw the
l'ine. Wthdrawing his objection and finding no further
obj ection, he announced that Amendnent 7 is adopted.

11: 01: 22 AM

SENATOR MGU RE noved Anendnent 8. [ Original punct uati on
provi ded] She explained that the anendnent |evels the playing
field and treats gas basins in any part of the state the sane
way that Cook Inlet is treated. She asked Conmi ssioner Glvin to
gi ve his perspective.
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AMENDMVENT 8

AVENDMENT TO CSSB 2001( JUD)

Page 2, line 2 follow ng “LEGQ SLATIVE | NTENT.” Through
line 5:

Delete all materi al

| nsert:

“I't is the intent of the legislature that
provisions of this Act will ensure a fair
and equitable nmeans of assessing and taxing
Alaska’s oil and gas resources; encourage
the availability to Alaska s citizens of
af fordable gas produced, transported, and
consuned wthin Al aska; and confirm by
clarification t he | ong- st andi ng
interpretation of AS 43.55.075(b), enacted
by sec. 37 of this Act, relating to
l[imtation of assessnents for the production
tax on oil and gas and conservation
surcharges on oil.”

Page 11, line 3:
Following “(j),":
Del ete “and”
Fol l owi ng “(k),":
I nsert “and (0)”

Page 11, follow ng line 6:
Insert a new bill section to read:
“*Sec. 16. AS 43.55.011(f) to read:

(f) The levy of tax under this section on a
producer of oil and gas produced north of 68 degrees
North latitude, other than gas subject to (o) of this
section, may not be | ess than

(1)four percent of the gross value at the
poi nt of production when the average price per
barrel for Al aska North Slope crude oil for
sale on the United States West Coast during the
cal endar year for which the tax is due is nore
t han $25;

(2)three percent of the gross value at the
poi nt of production when the average price per
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barrel for Al aska North Slope crude oil for
sale on the United States West Coast during the
cal endar year for which the tax is due is over
$20 but not over $25;

(3)two percent of the gross value at the
poi nt of production when the average price per
barrel for Alaska North Slope crude oil for
sale on the United States West Coast during the
cal endar year for which the tax is due is over
$17.50 but not over $20;

(4)one percent of the gross value at the
poi nt of production when the average price per
barrel for Al aska North Slope crude oil for
sale on the United States West Coast during the
cal endar year for which the tax is due is over
$15 but not over $17.50; or

(5)zero percent of the gross value at the
poi nt of production when the average price per
barrel for Alaska North Slope crude oil for
sale on the United States Wst Coast during the
cal endar year for which the tax is due is $15
or less.”

Renunber the followi ng bill sections accordingly.

Page 13, line 7:
Fol | ow ng “agai nst”:
Del ete “the”
I nsert “that [ THE]
Fol  ow ng “tax”:
Delete “levied by (e) of this section”
Insert “[LEVIED BY (e) OF TH' S SECTION]”

Page 13, line 8:

Delete “for [ON] that gas”

Insert “[ON THAT GAS]”
Insert “and tax credits under AS 38.05.180(i), AS
41.09. 010, AS 43.20.043, AS 43.55. 024, and AS
43.55.025 that are allocated to gas subject to (o) of
this section and that are available to be applied
against a tax levied by (e) of this section for that
gas during a cal endar year may be applied only against
that tax”
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Page 13, line 9:
Fol | owi ng “basin”:
Insert “or to gas subject to (0) of this
section, respectively,”

Page 13, line 12:
Fol l owi ng “that”:

I nsert “respective”

Page 13, |ine 13:
Fol l ow ng “fol |l ow ng”:

Insert “, applied separately for the Cook
I nl et sedinmentary basin and for gas
subj ect to (0) of this section

respectivel y”

Page 13, |ine 15:
Fol l owi ng “section” as first appearing:
Insert “or under (0) of this section”

Page 13, |ine 26:

Insert a new bill section to read:
“*Sec. 21. AS 43.55.011(n) is anended to
read:
(n)Allocation of credits under (m of this
section shall be nmade under regulations

adopted by the departnent that provide for
reasonabl e nethods of allocating tax credits
to gas produced from |l eases or properties in
the Cook Inlet sedinentary basin and to gas
subject to (0) of this section. The nethod of
allocating tax credits available wunder AS
43.55. 024 shall be based in the nunber of BTU
equi val ent barrels produced from a |ease or

property.”
Page 13, |ine 27:
Insert a new bill section to read:
“*Sec. 22. AS 43.55.011 is anended to
r ead:

(o) For a calendar year before 2022, the tax |evied by
(e) of this section per 1,000 cubic feet of gas for
gas produced from a | ease or property outside the Cook
Inlet sedinmentary basin and used in the state may not
exceed the anmount of tax per 1,000 cubic feet of gas
that as determned wunder section (j)(2) of this
section.”
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Renunber the follow ng bill

sections accordingly.

Page 28, |ine 10:
Foll owi ng “l atitude”:
| nsert *“, other than gas subject to AS
43.55.011(0),”
Page 28, |ine 18:
Following “latitude”:
| nsert “ot her t han gas subj ect to AS
43.55.011(0),”
Page 29, |ine 8:
Following “l atitude”:
| nsert *, other than gas subject to AS
43.55.011(0),”
Page 29, |ine 16:
Followi ng “l atitude”:
| nsert “ot her t han gas subj ect to AS

43.55. 011(0), "

Page 29, line 5:
| nsert:
‘(E) gas

produced during a cal endar

year

from a |ease or

property outside the Cook

| nl et

sedinentary basin and used

in the state is

t he

gross value at the point

of production of that

gas

t axabl e under

AS 43.55.011(e) and produced by the

producer from that |ease or property, less the
producer’s |ease expenditures under AS 43.55.165
for the calendar vyear applicable to that gas
produced by the producer from that |ease or
property, as adjusted under AS 43.55.170;"

Page 30, line 4, followng “AS 43.55.170":
| nsert: “;

“(E) gas produced during a nonth from a
| ease or property outside the Cook I nl et
sedimentary basin and used in the state is the
gross value at the point of production of that gas

t axabl e under

AS 43.55.011(e) and produced by the

producer from that | ease or

property,

| ess 1/12 of

the producer’s |ease

expendi tures

under AS

43.55. 165 for the cal endar

year

applicable to that
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gas produced by the producer from that |ease or
property, as adjusted under AS 43.55.170"

Page 35, following line 12:

Insert: a new bill section to read:
“*Sec. 45. AS 43.55.165(h) is anended to
r ead:

(h) The departnent shall adopt regul ations

t hat provide for reasonable nethods of
all ocating costs between oil and gas between
gas subject to AS 43.55.011(0) and other gas,
and between |eases or properties in those
ci rcunstances where the determ nation of the
| ease expenditures that are applicable to oil
or to gas, that are applicable to gas subject
to AS 43.55.011(0) or to other gas, or that
are applicable to oil and gas produced from
different |eases or properties, requires an
al l ocation of costs.”

Renunber the followi ng bill sections accordingly.

CHAI R FRENCH wel coned Senator G een, Senator Stevens and Senat or
Thomas to the committee.

11: 02: 58 AM

COM SSIONER GALVIN relayed that different legislators were
trying to address this in various ways depending on the
particular interests in their areas, but there was a comon
theme. This anendnent addresses the various interests and says
that if gas is going to be produced for in-state purposes, it

will be taxed for production tax purposes, under the cal cul ation
that’s used for Cook Inlet. It provides what amunts to a
ceiling for all in-state gas wuse under the production tax

cal cul ati on.

11: 05: 16 AM
CHAIR FRENCH observed that it has the affect of treating
Fai r banks consuners the sanme as Anchorage consuners.

COM SSIONER GALVIN said yes with respect to gas and to the
extent that the production tax is passed along to consuners.

SENATOR W ELECHOWEKI said he |ikes the concept but he wants to
make sure it’s tight enough. First he asked how “used in the
state” is defined. Second he said, “If we get a gas pipeline
fromthe North Slope and we’'re exporting huge anounts of gas in-
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state, |'’m assumng that that will be included in this. In other
words, that we will not receive tax benefits fromthat.”

COM SSI ONER GALVIN said that’'s correct. Any gas that’s exported
fromthe state has the regular production tax requirenments. Wth
regard to a definition for gas used in the state, he said that
isnt included so by default it would be the commobn use of the
term Adding clarification he said first it has to be gas that’s
produced and used as a commodity and then it has to be used
within the state. The gas that’s currently being cycled is not
going to be affected by this, he said.

CHAIR FRENCH asked if this differentiates between residential
and i ndustrial use.

COMM SSI ONER GALVI N said no and there is no volune restriction.

11: 07: 34 AM

SENATOR THERRI AULT said this is potentially beneficial to the
consuners in Fairbanks who have access to a limted but building
distribution network for hone heating. This anmendnent wll help
expand that network once nore gas is available. He noted that
different groups around the state are running into problens with
the status quo, because they have to run all their economcs
knowi ng that the additional tax burden has to be passed along to
the consunmer. He said he's pleased that the administration has
come up with something that appears to work for all areas
although it’'s likely that the issue will need to be revisited
once gas i s exported.

11: 09: 00 AM
CHAI R FRENCH stated that Anendnent 8 has been noved and he is
objecting for the purpose of further discussion.

SENATOR HUGA NS stated, “l1 request upfront that we declare when
we’'re going to deal with gas.”

CHAIR FRENCH withdrew his objection to Anendment 8. Finding no
further objection, he announced that Amendnent 8 is adopt ed.

At ease from 11l:10:42 AMto 11:33:42 AM

CHAIR FRENCH said asked for a notion to adopt Amendnent 9 by
Senat or W el echowski .

SENATOR W ELECHOWSKI noved Amendnent 9, |abeled 25-GS0014\K. 1.
[ The amendnent is conceptual with regard to the dates.]
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25- GS0014\ K. 1
Cook/ Bul | ock

AMENDMENT 9

OFFERED | N THE SENATE BY SENATOR W ELECHOWSKI
CSSB 2001(JUD), Draft Version "K'

Page 2, line 2, follow ng "I NTENT":
Insert "(a)"

Page 2, followng line 5:
I nsert a new subsection to read:

"(b) It is the intent of the legislature that
t he amount of noney received by the state as a result
of the retroactivity of certain provisions under sec.
54 of this Act that exceeds the anobunt 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 37, |ine 29:
Delete "March 31, 2006"
| nsert "Decenber 31, 2006"

Page 38, lines 25 - 26:
Delete "April 1, 2006"
I nsert "January 1, 2007"

Page 39, line 2:
Delete "April 1, 2006"
| nsert "January 1, 2007"
Page 39, |ine 14:
Delete "April 1, 2006"
I nsert "January 1, 2007"
CHAI R FRENCH obj ected for di scussion purposes.

SENATOR W ELECHOWSKI expl ai ned that this anmendnment will make the

bill that’s enacted retroactive to January 1, 2007, which wll
have a significant inpact on the state treasury. Also, the
i ntent |anguage nakes it clear that the additional noney will be

deposited in the Constitutional Budget Reserve Fund (CBR)
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Deferring to M. Bullock for an explanation, he said the dates
wi |l need some conceptual changes.

11: 35: 23 AM

MR. BULLOCK said he has a question about the amendnent. His
understanding is that the provisions that would have otherw se
been effective on January 1, 2008 wll now becone effective
January 1, 2007 because other parts of the bill have earlier
effective dates. For exanple, the corrosion anmendnents go back
to March 31, 2006.

SENATOR W ELECHOWSKI stated, “The intent of this amendment is to
have the production tax aspect of the bill retroactive to
January 1, 2007.”

MR. BULLOCK responded the deductibility of |ease expenditures is
a production tax related event that’s retroactive to March 31,
2006. If that is changed to January 1, 2007, those deductions
woul d be allowed during 2006. “I think what you're trying to do
is the changes in the tax rate and the change in the floor and
ot her changes that relate to the change in the tax structure
after that that don’t include the expenditures would now becone
effective January 1, 2007 rather than 2008.” If that’'s correct,
the substantive part of the tax, other than |ease expenditures
and provisions that are retroactive to March 31 or sone date
earlier than January 1, 2007 would continue with the earlier
effective dates. The other provisions that would have cone into
effect after the end of this year would instead start at the
begi nni ng of this year.

SENATOR W ELECHOWEKI t hanked him for the explanation

MR. BULLOCK continued to say that the anmendnent only changes the
provisions of the bill that would not otherwi se have been
effective until January 1, 2008. However, changing the tax back
to January 1, 2007 brings up issues related to the install nent
paynents that the taxpayers were supposed to be making during
the year. Thus, applicability and transition |anguage needs to
be added in wuncodified sections of the bill to give sone
direction to the Departnment of Revenue and the taxpayers. For
exanpl e, consider whether the taxpayers should nmake true-up
paynments in the next few nonths. That’s the kind of substantive
deci sion you should be nmking, he said. Then |anguage can be
drafted to explain how this retroactive law will affect what's
al ready happened this year.

11: 39: 16 AM
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SENATOR W ELECHOWSKI stated his intent is not to penalize. “The
appropriate nmethod is to have this resolved at the next true-
up.” That’s on or before April 1. M. Bullock and Conm ssioner
Gl vin agr eed.

CHAI R FRENCH asked Senator Wel echowski if that’'s his intent.
SENATOR W ELECHOWEKI sai d yes.

MR. BULLOCK clarified that the conceptual part of the anmendnent
will be to provide applicability in the transition |anguage and
provide for the true-up to incorporate the increased tax for
2007 that cones as a result of the retroactivity.

11: 40: 06 AM

SENATOR HUGA NS highlighted the trenmendous debt in the public
enpl oyee retirement fund and said he intends to add broadening
provisions in the Finance Committee. Stating that retroactive
dates nmake him particularly nervous when they involve taxes, he
said he also intends to bring that provision up for further
revi ew.

CHAI R FRENCH said he too had qual ns about reaching back but this
is fair and he particularly appreciates that all the noney
comng fromretroactivity wll go into savings.

SENATOR HUGA NS stated support for the basic concept of
budgetary frugality and publicly challenged the adm nistration
to come in with some restraint in the operating budget.

11:42: 53 AM

CHAIR FRENCH said he particularly appreciates the reference to
the PERS/ TRS debt. There are a nunmber of worthy places to save
money but in his mnd the CBR is the state’s savings account so
you start there and nove forward. “Also, in nmy heart of hearts |
know that finance will work this provision over,” he stated.

SENATOR THERRI AULT agreed that everyone mght say the npney
should be saved for a different purpose, but the common thread
is that everyone believes the noney should be saved. Mney
that’s placed in the CBR could be renoved during the next
regul ar session to pay down PERS/ TRS or whatever. W' re striving
to have the noney to potentially have the luxury to do that, he
sai d.

CHAI R FRENCH asked Conmi ssioner Galvin to give his thoughts on
retroactivity and savi ng noney.
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11:44: 11 AM

COWM SSI ONER GALVIN stated that the adm nistration supports the
anmendnent in ternms of the retroactivity and in particular saving
t he noney. The thenme throughout the ACES discussion has been the
need to save noney that cones in when oil is selling at a
premum He noted that the estimated fiscal inpact for current
FY0O8 revenue and retroactive FYO7 revenue is in the nei ghborhood
of $1.2 billion.

CHAIR FRENCH said the figure nmakes him stutter and then he
wi t hdrew his objection to Arendnent 9.

SENATOR WELECHOWSKI clarified that the dates stated in the
anendnent are conceptual and will be corrected by M. Bullock
and reviewed in finance.

CHAIR FRENCH found no further objection and announced that
Amendnent 9 i s passed.

11: 46: 03 AM
CHAIR FRENCH said the next item is Anmendnent 10, | abeled 25-
GS0014\ M 2.

SENATOR HUGGE NS noved Amendnent 10.

25- GS0014\ M 2
Kurt z/ Bul | ock

AMENDMENT 10

OFFERED | N THE SENATE
TO CSSB 2001( RES)

Page 1, following line 8:
Insert a new bill section to read:

"* Section 1. AS 37.10 is anended by adding a new
section to read:

Sec. 37.10.440. Appropriations to the budget
reserve fund of production tax revenue. (a) By
February 1 of each year, the Departnment of Revenue
shall determ ne the amount of noney received by the
state for the general fund during the inmmediately
preceding calendar year from the tax levied under
AS 43.55.011, as well as the ambunt the state would
have received that year from the tax |evied under
AS 43.55.011 wunder the law in effect imediately
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before January 1, 2008. If the anount received is
greater than the anpunt that would have been received
under AS 43.55.011 under the law in effect imrediately
before January 1, 2008, the departnment shall report
the difference between the two amounts to the
| egi sl ature.

(b) The legislature nmay appropriate 50 percent
of the anpunt identified by the Department of Revenue
under (a) of this section to the budget reserve fund
(art. IX sec. 17, Constitution of the State of
Al aska) .

(c) Nothing in this section requires that noney
be appropriated or creates a dedicated fund."

Renunber the followi ng bill sections accordingly.

Page 23, line 3:
Del ete "Sections 21, 22, and 25"
| nsert "Sections 22, 23, and 26"

Page 23, line 5:
Del ete "Sections 19, 20, and 26"
| nsert "Sections 20, 21, and 27"

Page 23, line 7:
Del ete "Sections 14 and 16"
| nsert "Sections 15 and 17"

Page 23, line 8:
Del ete "sec. 14"
| nsert "sec. 15"

Page 23, line 9:
Del ete "sec. 16"
| nsert "sec. 17"

Page 23, |ine 19:
Del ete "sec. 9"
| nsert "sec. 10"

Page 23, |ine 22:
Del ete "sec. 9"
| nsert "sec. 10"

Page 23, |ine 25:

Del ete "sec. 9"
| nsert "sec. 10"
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Page 24, |ine 6:
Del ete "secs. 21, 22, and 25"
| nsert "secs. 22, 23, and 26"

Page 24, |line 8:
Del ete "secs. 13, 14, 16, 19, 20, and 26"
| nsert "secs. 14, 15, 17, 20, 21, and 27"

Page 24, lines 25 - 26:
Del ete "Sections 21, 22, 25, and 29"
| nsert "Sections 22, 23, 26, and 30"

Page 24, |ine 27:
Del ete "Sections 13, 14, 16, 19, 20, and 26"
| nsert "Sections 14, 15, 17, 20, 21, and 27"

Page 24, |ine 28:
Del ete "sec. 32"
| nsert "sec. 33"

CHAI R FRENCH objected for discussion purposes. This anmendnent
| ooks forwards, he said. The intent is to calculate on an annual
basis the difference between what will be taken in under ACES
and what would have conme in wunder the current PPT. The
Departnment of Revenue 1is to report that nunber to the
| egi sl ature and then 50 percent is to be deposited in the CBR

11: 48: 00 AM
MR. BULLOCK asked if there is a desire to change the dates on
lines 9 and 11 to January 1, 2007 in light of the anmendnent that
j ust passed.

CHAI R FRENCH acknow edged that it would conformto the amendnent
t hat just passed.

COM SSI ONER GALVIN opined that it would be confusing because
t he anendnent that just passed drops all the noney for that year
in the CBR and this anendnent says the difference goes in.

MR. BULLOCK said his question relates to which two taxes are
bei ng conpared and for what period.

CHAIR FRENCH said the conparison is PPT as it passed the 24!

Legi sl ature versus ACES should it pass the 25'" Legislature. He
asked if the intent is clear.
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MR. BULLOCK said the law that will be in effect before January
2008 will now be the anmendnent.

11:49: 06 AM
CHAIR FRENCH said he sees the date issue in the anendnent; he
wants to knowif the intent is clear.

MR. BULLOCK stated, “The law in effect in 2007 will be the |aw
in effect immediately before January 1, 2008. ... Under the
anendnent that just passed, the law that's effective in 2007 is
ACES as nodified by the CS.”

COWMM SSI ONER GALVI N suggested the easiest way to address that is
on page 1, line 5 followng “year” insert “beginning in 2009".

CHAI R FRENCH asked about 2008.

COM SSI ONER GALVIN explained that the calculation starts in
2009 and it | ooks at the 2008 cal endar year.

MR. BULLOCK said two things are going on here. First you're
conparing PPT to ACES. PPT was in effect before January 1, 2007
so that’s the base conparison. Second you deternm ne when you’'l
start paying and how much will be paid into the CBR The first
anount that’s appreciated by the state will go under the intent
of Senator W el echowski’s previous anmendnent. Starting with the
first report in 2009, the anmount that’s appreciated by the state
goes for the purpose expressed in this anendnent.

At ease from11:52:17 AMto 12:09: 45 PM

CHAI R FRENCH npoved an anendnent to the anendnent as foll ows:

Page 1, Ilines 7-11 of Anmendnent 10 wll read as
fol |l ows:

“imedi ately preceding calendar year from the tax
| evied under AS 43.55[.011], as well as the anmount the
state would have received that year from the tax
levied at the rates under AS 43.55.011(e) and (Q)
under the law in effect inmediately before January 1,
2007 [2008]. If the anobunt received is greater than
the anmount that would have been received at the tax
rates [UNDER AS 43.55.011] wunder the law in effect
i mredi ately before January 1, 2007 [2008],”
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CHAIR FRENCH said the idea is to lessen the burden on the

Department of Revenue. They wll mneke a rough calculation of
what the old tax would have taken in and conpare that to what
the new tax takes in. That will be reported to the |egislature

and half that difference will be placed in a savings account.

12:11: 26 PM

COWM SSI ONER GALVI N thanked Chair French for working with him
He said he’'s had experience with having to keep dual books to
track just one calculation. That essentially doubles the
accounting so he's sensitive to the unintended consequences of
having a law that requires a quick calculation. He understands
that the intent here is to say that a calculation will be nmde
under PPT and then under ACES and the difference is the nunber
that falls into this category. The additional admnistrative
burden shoul d be noderate, he said.

12:13:12 PM

CHAI R FRENCH found no objection and announced that the anmendnent
to the anmendnent is adopted and Anendnent 10 is again before the
commttee. He asked if there is further objection or comment to
Amendnent 10.

SENATOR THERRI AULT stated that he would like to be shown as a
sponsor of Anendnent 10.

CHAI R FRENCH announced that Chair French, Senator Therriault and
Senat or Wel echowski are sponsors. Finding no further objection
he announced that Amendnment 10 is adopt ed.

12:13: 57 PM
SENATOR THERRI AULT relayed that Senator Dyson has said that he
will review this in the Finance Conmittee and nore than |ikely

he will be supportive.

12:14:11 PM
CHAI R FRENCH announced that Anendnent 11 by Senator Therriault
is next.

SENATCOR THERRI AULT noved Amendnent 11, |abel ed 25- GS0014\ K. 13.

25- GS0014\ K. 13
Luckhaupt / Bul | ock

AMENDMENT 11

OFFERED | N THE SENATE BY SENATOR THERRI AULT
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TO. CSSB 2001(JUD), Draft Version "K'

Page 27, |ine 25:

Delete "or is not representative"

| nsert "requiring paynent [ OR IS NOT
REPRESENTATI VE] "

Page 27, |ine 30:
Del ete "the conditions"
Insert "a condition [ THE CONDI TI ONS] "

Page 27, |ine 31:
Del ete "are"
Insert "is [ARE]"

Page 28, lines 3 - 4:

Del ete "properly on file with"

Insert "that have been adjudicated just and
reasonabl e by [ PROPERLY ON FILE WTH] "

CHAI R FRENCH obj ected for di scussion purposes.

SENATOR THERRI AULT expl ained that this anendnent addresses the
i ssue of actual versus reasonable with regard to transportation
costs. He referred to an e-mail from Ms. Thonpson and said her
conments were sent to the drafters. He read the amendnent for
her benefit and asked her to speak to the concepts.

12:15:13 PM

NANETTE THOWPSON, Division of Gl & Gas, Departnent of Natura
Resources, Anchorage, AK, said the first provision addresses a
concern Senator MQuire expressed last night. The intent is to
clarify the exception. Renoving the extra “or” does not change
the intent, she said.

SENATOR THERRI AULT confirmed that this addresses Senator
McGuire’s concern

M5. THOMPSON said |ast night there was debate about deleting the
| ast sentence in Sec 40. She believes the suggested change
addresses the problem which is that just having a rate on file
isnt any representation that it’'s been reviewed by the
regul atory agency. It seens that the commttee’s intent is to
make sure that whatever tariff rates are allowed are reasonable
ones, she said.

12: 18: 48 PM
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SENATOR THERRI AULT added that this addresses his concern that a
rate nust be adjudi cated by the regul atory agency.

CHAIR FRENCH asked if the negotiated rates on file would have
any precedential val ue.

M5. THOMPSON explained that a negotiated rate that’s on file
woul dn't have been adjudicated just and reasonable by the
regul atory agency. Therefore it would not be the basis for
cal cul ating this deduction.

CHAI R FRENCH asked the inplication of that.

M5. THOWSON said the concern relates to getting a reasonable
rate rather than just an actual rate. Because of the way rates
are set and reviewed, it’s not uncommon for a rate to be on file
and in effect for a period of tinme before it’s reviewed and it
m ght be too high. TAPS, for exanple, was on file for 6 years
before a regul atory agency nmade the decision that it was not the
right rate. The idea here is to create a standard for DOR to use
when determ ning what reasonable rates are. If a rate has been
reviewed and the appropriate regul atory agency has determned it
is just and reasonable, that should work, she stated.

12: 20: 48 PM

SENATOR THERRI AULT asked for clarification that if no rate has
been adjudicated just and reasonable, the departnent would not
be precluded from | ooking at a negotiated rate.

M5. THOMPSON agreed that DOR could | ook at a negotiated rate and
determne it is fair. She added that the previous section says
it’s the actual rate paid unless one of the exceptions in Sec
39 appli es.

12:21: 45 PM
SENATOR W ELECHOWSBKI expressed concern about the change on page
27, line 25. Renoving the "or" <could create a difficult

situation because it could be argued that the market value of
the transportation is whatever the market will bear, he stated.

MS. THOWPSON said the intent is to define the circunstances
where the rate that’'s paid m ght not be reasonabl e.

12:24: 09 PM

MR. BULLOCK opined that paragraph (2) is really two conditions.
You start with the contract of transportation of oil or gas and
ask if it’s an arms length transaction. If it isn't, that
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triggers the use of reasonable rather than actual cost. The
second part is the contract of transportation of oil or gas and
asking if it is representative of the market value. That's a
separate trigger, he said. If the “or” is renoved you're only
dealing with a contract for transportation of oil and gas that’s
not an arms length contract. Then only the contracts that are
not arns |length transaction require paynent at narket value. He
suggested a rewite to clarify that it is two conditions. First,
the contract for the transportation of oil or gas is not an arns
Il ength transaction. Then insert a new paragraph that says that
the contract for the transportation of oil or gas is not
representative of the market value of the transportation.

12: 25: 36 PM

COWM SSI ONER GALVIN offered the view that changing the “and” to
“or” makes it a 4 part test. The problem is that the portion
that says, “the contract is not representative of the market
val ue of that transportation” is the definition of why the other
three conditions are in the list. It’s the test that’s used to
say it’s going to be the actual cost except when there’'s a
reason to look into it. You would look into it if it’'s
affiliated, if it’s not arnms length, or if it’s not reasonable
in view of alternative nethods, he said.

CHAI R FRENCH asked if his suggestion is to drop the second half
of paragraph (2).

COW SSI ONER GALVIN said his suggestion is to blend that as part
of the arnms length test. The purpose of the second portion is to
say if it’s not an arns length transaction requiring paynent of
mar ket val ue, you' |l |ook at sonething other than actual costs.

12: 28: 04 PM
CHAI R FRENCH asked for clarification that he’'s now defending the
amendnent as it was noved.

COW SSI ONER GALVI N said that’s correct.

SENATOR W ELECHOWSKI agree with M. Bullock . “If we take out
that "or" we kind of go back to where we were in the first
place,” he said . Dropping the “or” <changes the entire

interpretation of the test.
CHAI R FRENCH asked if he’s naki ng an anendnent to the anendnent.

12: 28: 49 PM
SENATOR W ELECHOABKI said yes and asked M. Bullock for help.
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MR. BULLOCK suggested the following for the anendnent to the
amendnent :

After “contract for the transportation of oil or gas”
insert subparagraph (A) “is not an arns |length
transaction” or subparagraph (B) “does not require the
paynent at market value of that transportation”

SENATOR W ELECHOWBKI agreed that woul d be accept abl e.

MR. BULLOCK added, “You look at a contract. If it is not an arns
length transaction, then that triggers the use of reasonable
rather than actual. If it’s a contract for transportation of oi
or gas that does not require the paynent at market value, then
that triggers the reasonable over actual.”

SENATOR W ELECHOWBKI stated that that is his intent.

MR. BULLOCK expl ai ned that paragraphs (1), (2), and (3) were in
the alternative before PPT was enacted. PPT took out the “or”
and made it “and” so that all three paragraphs were required for
reasonable to be substituted for actual

12: 30: 22 PM

SENATOR HUGGA NS stated that he would be a no vote on the
anendnent and the anmendnment to the anendnent because things are
too fluid.

CHAI R FRENCH asked Ms. Thonpson to comment on the anmendnent to
t he amendnent.

M5. THOWPSON said she believes it resolves the issue she was
attenpting to address in the anmendnent. She has no objection to
the commttee taking this approach.

12: 31: 24 PM
SENATOR THERRI AULT said as the maker of the original anmendnent
he will support the anmendnent to the anmendnent.

A roll call vote was taken. The anendnent to the anendnent
passed 3:1 with Senator Therriault, Senator Welechowski, and
Chair French voting yea and Senator Huggi ns voting nay.

CHAI R FRENCH announced that Amendnent 11 is back before that
commttee. He asked if there is further discussion.
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SENATOR THERRI AULT stated that he believes the |anguage is clear
and he has no further coment.

SENATOR W ELECHOWSKI opined that having the “and” rather than
the “or” has probably cost the state $3 billion. This amendnent
will save $160 million per year. “I ama strong supporter of the
anmendnent,” he st at ed.

CHAI R FRENCH wi t hdrew his objection to Anmendnent 11 and asked if
there is further objection.

SENATOR HUGGE NS nami nt ai ned his objection to Anendnent 11.
A roll call vote was taken. Anendnent 11 passed 3:1 with Senator
W el echowski, Senator Therriault, and Chair French voting yea

and Senator Huggi ns voting nay.

At ease from 12:33:20 PMto 12:35:22 PM

CHAIR FRENCH stated that Anmendnent 12, |abeled 25-GS0014\K. 10,
by Senator Wel echowski is next.

SENATOR W ELECHOWSKI noved Anendnent 12.

25- GS0014\ K. 10
Bul | ard/ Bul | ock

AMENDMENT 12

OFFERED | N THE SENATE BY SENATOR W ELECHOWSKI
TO CSSB(JUD), Draft Version "K'

Page 25, following line 16:
I nsert a new subsection to read:

"(c) If an understatenent of tax under (a) or
(b) of this section is identified as a result of
information provided to the departnment by a person
about anot her person's nonconpliance wth the
provisions of this chapter, there is added an
additional penalty, wequal to 10 percent of the
substantial or gross underpaynent, to the penalties
established by (a) and (b) of this section.”

Rel etter the follow ng subsection accordingly.

CHAI R FRENCH obj ected for discussion purposes.
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12: 35: 55 PM

SENATOR W ELECHOWEKI expl ai ned that the anendnent relates to the
Qui  Tam provision that was added. It ensures that when a
whi st | ebl ower notifies t he state about a substantia
under paynent of tax, the offender would be required to pay a
penalty equal to 10 percent so that the state treasury wouldn’t
be inmpacted. “Essentially it nakes it revenue neutral,” he said.

SENATOR THERRI AULT stated that if the amendnent were offered
conceptually M. Bullock could conform it to the cap. “I
woul dn’t want to levy a fine back on the taxpayer that’'s above
what was actually given out as a reward,” he said.

CHAI R FRENCH asked M. Bullock if he understands the idea.

MR. BULLOCK asked if the question relates to the Qui Tam award
which is up to 10 percent and the penalty which is 10 percent.

SENATOR THERRI AULT expl ai ned the provisions of Amendnment 7 that
the commttee passed earlier and said he doesn’'t want to charge
t he taxpayer nore than the reward that’s paid out.

MR. BULLOCK said this treads closely to dedicating funds. It
ought to be treated as a stand alone penalty even though the
intention is to use the penalty as the source for revenue that
coul d be appropriated to pay the reward, he stat ed.

12:38: 11 PM
SENATOR THERRI AULT asked about saying that the two anounts wl|
be equal .

MR. BULLOCK said this is a penalty inposed on the taxpayer for
not doing sonething that they were supposed to do. It’s not
i nposed because an informant was involved. To base it on
sonmething that’s out of the taxpayer’s control, particularly
with the flexible penalty, doesn’'t change the nature of the bad
act .

SENATOR W ELECHOANSKI asked if he has concerns about the
constitutionality of the provision.

MR. BULLOCK said the penalty is stand alone and it’s okay as
witten. It essentially amounts to a penalty agai nst an enpl oyer
for hiring a whistlebl owner.

SENATOR W ELECHOWEKI wi t hdrew Anendnment 12.
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12: 40: 55 PM

SENATOR THERRI AULT drew attention to | anguage on page 27, lines
17-18, that says state enployees are not eligible for the reward
under this section. He asked if the l|anguage is broad enough to
ensure that contract auditors wouldn't be eligible for the
rewar d.

MR. BULLOCK said it’'s not broad enough to cover contractors or
agents of the state.

At ease from 12:42:05 PMto 12:44:43 PM

SENATOR THERRI AULT noved conceptual Amendnment 13 as fol |l ows:

AMENDMENT 13

Page 27, line 18, follow ng “enpl oyee”:
I nsert “or an agent of the state”

SENATOR THERRI AULT said this highlights the issue that people
who are hired and conpensated to do a job shouldn’t be rewarded
for doing their job.

CHAI R FRENCH announced that w thout objection Amendnent 13 is
adopt ed.

At ease from 12:45:38 PMto 1:12: 30 PM

CHAI R FRENCH reconvened the hearing and announced that Amendnent
14, | abel ed 25-GS0014\ K. 12 i s next.

SENATOR W ELECHOWEKI noved Anendnment 14.

25- GS0014\ K. 12
Bul | ard/ Bul | ock

AMENDMENT 14

OFFERED | N THE SENATE BY SENATOR W ELECHOWSKI
TO. CSSB 2001(JUD), Draft Version "K'

Page 25, following line 16:
I nsert a new subsection to read:

"(c) In addition to the penalties inposed under
(a) or (b) of this section, a person who has made a
substantial or gross underpaynent of tax is liable to
the state for the reasonable costs of the state's
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enforcenment action, including auditing costs, under
this section.”

Rel etter the followi ng subsection accordingly.
CHAI R FRENCH obj ect ed for di scussion purposes.

SENATOR W ELECHOWBKI expl ai ned that the anmendnent addresses the
situation where there’'s a substantial or gross underpaynent of
tax. In that event the liability for the auditing costs is
assigned to the offender. He noted that a slight change is
necessary.

CHAIR FRENCH asked if he's offering an anendnent to the
anmendnent .

1: 13: 23 PM
SENATOR W ELECHOWNSKI said yes and noved an anendnent to the
amendnent as follows: [M. Bullock offered punctuation]

Line 6
Del ete “under this section.”

Line 5 followi ng “costs”:
Del ete “,”
| nsert 1] . nn

SENATOR W ELECHOWSKI asked M. Bullock if that accurately
reflects his understandi ng.

At ease from 1:14:26 PM to 1:19:19 PM due to mcrophone
pr obl ens.

MR. BULLOCK recapped the anendnent.

CHAI R FRENCH announced that w thout objection the anmendnent to
t he anendment carries and Arendnent 14 is before the commttee.

CHAI R FRENCH asked if there are other areas of |aw where costs
are assigned to a wongdoi ng party.

SENATOR W ELECHOWEKI replied this isn’t out of the ordinary.
MR. BULLOCK recalled that the utility regulation is an exanpl e.

M5. THOMPSON confirmed that enforcenent costs sonetines show up
in rate cases with a proposal to pass them on.
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1:21:16 PM

SENATOR W ELECHOASKI pointed out that if you don't pay your
credit card you'll be subject to penalties, interest and various
fees. “lIt’s very standard and very common,” he said.

CHAIR FRENCH said that’s his understanding as well. He's sinply
building a record. He withdraw his objection to Anmendnent 14.
Finding no further objection, he announced that Amendnent 14
passes.

CHAIR FRENCH said the last anmendnent enbodies the concept of
Amendnent 5. He understands that it’s been thoroughly worked
over by the maker, legislative |egal, and the conm ssioner.

At ease from1:23:02 PMto 4:15: 00 PM

CHAI R FRENCH reconvened the hearing and announced that Anmendnent
15 by Senator W el echowski is next.

4:15: 14 PM
SENATOR W ELECHOASKI nmoved Amendnent 15 as foll ows:

AVENDMENT 15

OFFERED | N THE SENATE
TO. CSSB 2001(JUD) Draft Version “K”

Section 10
Page 9, line 17
Foll owi ng “Revenue,” insert “and the Departnment of

Nat ur al Resour ces”

Section 51
Page 38, |ine 14:
Foll ow ng “Revenue,” insert “and no nore than two oil

and gas revenue audit nanager positions to be created
in the Department of Natural Resources.”

CHAI R FRENCH obj ect ed for di scussion purposes.

SENATOR W ELECHOWSKI expl ai ned that under version “M, every
auditor who was classified was noved into exenpt service. The
goal of the anmendnent is to protect the bargaining unit nenbers
and give the departnment the flexibility to hire the super
auditors that are needed to protect the state treasury.
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4:17: 33 PM

COM SSIONER GALVIN said the admnistration appreciates the
effort to balance the various concerns. “W believe that wth
t he amendnents provided and with the |anguage in the CS that we
can neet our requirenents and what we’'re trying to get on the
audit side,” he stated.

SENATOR W ELECHOWBKI asked the admnistration to clarify that
there is no intent to strip nenbers fromthe classified service.

COW SSIONER  GALVIN said, “The language in the |legislative
intent matches our intent, which is that there would be four
positions that would be created wthin the Departnment of
Revenue, two within the Departnent of Natural Resources.”

4:19: 05 PM
CHAIR FRENCH renoved his objection. Finding no further
obj ection, he announced that Anendnent 15 is adopt ed.

CHAI R FRENCH said Amendnent 16, | abeled 25-GS0014\K15, is the
| ast anendnent to be offered.

SENATOR W ELECHOWSKI noved Anendnent 16.

25- GS0014\ K. 15
Bul | ock

AMENDMENT 16

OFFERED | N THE SENATE BY SENATOR W ELECHOWEKI
TO. CSSB 2001(JUD), Draft Version "K'

Page 30, line 28, through page 31, |ine 30:
Delete all material and insert:
"* Sec. 43. AS 43.55.165(b) is anended to read:
(b) For purposes of (a) of this section,
(1) direct costs include
(A an expenditure, when incurred, to
acquire an itemif the acquisition cost is otherw se a
direct cost, notw thstanding that the expenditure may
be required to be capitalized rather than treated as
an expense for financial accounting or federal incone
t ax purposes;
(B) paynments of or in lieu of
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(i) property taxes for properties on which
oil and gas exploration, developnent, or production is
t aki ng pl ace; and

(ii) [,] sales and use taxes, notor fuel
taxes, and excise taxes related to transactions or

activities i nvol vi ng oi | or gas expl orati on,
devel opnent, or production;
(O supplies to be used for oil or gas

expl oration, devel opnent, or production [A REASONABLE
ALLOMNCE, AS DETERM NED UNDER REGULATI ONS ADOPTED BY
THE DEPARTMENT, FOR OVERHEAD EXPENSES DI RECTLY RELATED
TO EXPLORI NG FOR, DEVELOPI NG AND PRODUCING O L OR GAS
DEPOSI TS LOCATED W THIN LEASES OR PROPERTI ES OR OTHER
LAND I N THE STATE] ;

(D) purchased fuel

(E) routine nmaintenance;

(F) the wages and benefits of enpl oyees who

are directly parti ci pating i n expl oration
devel opnent, or production operations; and
(G ot her di rect costs as my be
established in reqgul ati ons adopted by the departnent;
(2) in determning whether costs are |ease

expendi tures, the departnent nmy consider, anong other
factors, the

(A t ypi cal i ndustry practices and
standards in the state that determ ne the costs, other
than itens listed in (e) of this section, that an
operator is allowed to bill a producer that is not the

operator, wunder unit operating agreenents or simlar
operating agreenents that were in effect before
Decenber 2, 2005, and were subject to negotiation with
at least one producer wth substantial bargaining
power, other than the operator; and

(B) st andards adopted by the Departnent of
Nat ural Resources that determine the costs, other than
itens listed in (e) of this section, that a |essee is
allowed to deduct from revenue in calculating net
profits under a | ease i ssued under
AS 38.05.180(f)(3)(B), (D, or (E) [AN ACTIVITY DOCES
NOT NEED TO BE PHYSI CALLY LOCATED ON, NEAR, OR WTHI N
THE PREM SES OF THE LEASE OR PROPERTY WTH N VWH CH AN
OL OR GAS DEPCSIT BEING EXPLORED FOR, DEVELOPED, OR
PRODUCED |S LOCATED IN ORDER FOR THE COST OF THE
ACTIVITY TO BE A COST UPSTREAM OF THE PO NT OF
PRODUCTION OF THE O L OR GAS]."

Page 32, lines 14 - 16:
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Del et e
"(8) costs of arbitration, Ilitigation, or
other dispute resolution activities that involve the
state or concern the rights or obligations anpbng
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] dispute resolution activities, |obbying, public
rel ati ons, adverti sing, or policy advocacy [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 32, lines 23 - 24:
Del et e
"(12) for a transaction that is an interna
transfer or is otherwwse not an arms length
transaction, expenditures incurred that are in excess
of fair market val ue;”

| nsert

"(12) an expenditure otherw se deductible
under (b) of this section that is a result of [FOR A
TRANSACTION  THAT | S] an internal transfer, a
transaction wth an affiliate, or a transaction
between related parties, or is otherwise not an arms
| ength transaction, unless the producer establishes to
the satisfaction of the departnent that the anount of
the expenditure does not exceed the [EXPEND TURES
| NCURRED THAT ARE IN EXCESS OF] fair market value of
t he expenditure;"

Page 35, line 12, follow ng "processed":
| nsert “;

(21) costs relating to office buildings,
fixtures and equi pnent, and real property that are not
| ocated in the state;

(22) overhead, office, or admnistrative
expenses, and all other indirect costs of oil or gas
expl orati on, devel opnent, or production”

CHAI R FRENCH obj ected for discussion purposes.

SENATOR W ELECHOWSKI  thanked M. Bullock for his help in
clarifying the intent, which is to tighten the | ease expenditure
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provision. This gives the taxpayers clear guidance about what
can be deducted and it gives the admnistration flexibility to
create regul ations regardi ng direct costs.

CHAI R FRENCH asked M. Bullock if he had anything to add.

4:20: 31 PM
MR. BULLOCK expl ained that the anmendnent has two parts. Sec. 43,
page 1, line 3 of the anmendnent addresses AS 43.55.165(b). The

significant change from what was proposed earlier starts on page
2, he said. Essentially it deletes |anguage in paragraphs (8)
and (12) of AS 43.55.165(e) and adds paragraphs (21) and (22).

SENATOR W ELECHOWSKI  highlighted page 2, line 7. Version *“K’
says the departnent “shall” consider certain factors and this
says the departnment “may" consider the factors, which is |less
constrictive.

CHAI R FRENCH asked Commi ssioner Galvin to give his perspective.
COWMM SSI ONER GALVI N said Anendnent 16 reflects the direction the
adm nistration is trying to go in terns of clarifying what are
and are not allowable deductions. The ACES intent is to provide
clear rules and Amendnent 16 noves in that direction. “We wll
be looking nore closely at the |anguage as it nobves into the
next conmttee to ensure that it matches what we would need to
be able to inplenent,” he added.

CHAIR FRENCH renoved his objection. Finding no further
obj ection, he announced that Anendnent 16 is adopt ed.

4:22:42 PM

SENATOR THERRI AULT stated that he asked Senator McCGuire to nove
the |anguage in Amendment 8, which relates to in-state use of
gas. He said he would |ike to be shown as a sponsor of Anmendnent
8 along with Senator MQGuire.

CHAIR FRENCH said he has no objection to him being naned as a
co-sponsor with Senator MCGuire on Anendnent 8.

CHAI R FRENCH asked Conmi ssioner Galvin if the fiscal note with
t he conponent nunber 2476 was keyed off the bill as it was
drafted | ast night.

COM SSIONER  GALVIN said we anticipated the retroactivity
provision so that is reflected.

At ease from4:24:22 PMto 4:28:22 PM
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CHAIR FRENCH said he wanted to nake sure that the draft fisca
note reflects the nost current thinking of the Departnent of
Revenue with respect to the fiscal inpacts of the bill.

COWMM SSI ONER GALVI N st at ed:
The draft fiscal note.does reflect the bill as it
currently stands with the retroactive effective date
of the fiscal terns. The main thing to point out is
the change is going to show up on the |ast page that
shows the projected revenues and in particular to key
it off the current forecasted price for FY 2008 of $71
would result in an increase in FY 08 revenue of about
$800 million. Because it’s going back into fiscal year
2007, there’s a note at the top that.says there's a
$400 million addition to the FY 07 tinefranme that is
also attributable to the retroactive. And so that’s

where the.$1.2 billion cones froma conbination of
t hose two.
4:29: 39 PM

SENATOR W ELECHOWEKI referred to page 1 and read, “the
progressivity surcharge is raised to an index of .4% and asked
if that’s the ceiling on the progressive rate.

COW SSI ONER GALVI N said that’s correct.

SENATOR W ELECHONSKI asked if Personal Services on page 2 wll
reflect the changes the comm ttee made today.

COWM SSI ONER GALVIN said they wll clarify that those are four
new positions.

4:30:13 PM

SENATOR W ELECHOWSKI notioned to pass CSSB 2001, version “K' as
amended, fromthe judiciary commttee with attached fiscal notes
[ and i ndivi dual reconmendations].

CHAIR FRENCH announced that w thout objection CSSB 2001(JUD)
moves to the next conmittee.

The comm ttee adjourned at 4:30:39 PM

SENATE JUD COW TTEE - 59- Novenber 3, 2007



