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ACTI ON NARRATI VE
1: 02: 36 PM

COCHAIR CRAIG JOHNSON called the House Resources Standing
Commttee neeting to order at 1:02 p.m Present at the call to
order were Representatives dson, Seaton, Tuck, Neunman, and
Johnson. Representatives GQuttenberg and Kawasaki arrived as the
meeting was in progress.

HB 217- TAX ON GAS FOR I N STATE MANUFACTURI NG

1: 02: 36 PM

CO CHAIR JOHNSON announced that the only order of business is
HOUSE BILL NO 217, "An Act relating to the tax applicable to
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the production of natural gas used in the state as fuel or
feedstock in produci ng a manufactured end product.”

1: 03: 23 PM

REPRESENTATI VE NEUMAN, sponsor of HB 217, stated that the bil
deals with the five percent production tax for gas, including
liquefied natural gas (LNG for in-state electrical generation
and home heating [AS 43.55.900(24)]. It is an effort to do
everything possible to provide opportunities for an anchor
tenant for an in-state gas pipeline, such as a gas-to-liquids
(GTL) plant or natural gas liquid (NG) export. Thus, HB 217
woul d provide a production tax rate of five percent for gas that
is used to create jobs in Alaska rather than the current rate of
25 percent plus progressivity.

1: 05: 32 PM

REPRESENTATI VE SEATON inquired whether this would apply to all
basi ns across the state.

REPRESENTATI VE NEUVAN answered, "If it is in Al aska."

REPRESENTATI VE SEATON asked how the proposed differential tax
rate on gas would work as far as the allocation of costs under
the State's current production tax credits and production taxes
for wells that are both oil and gas on the North Sl ope.

REPRESENTATI VE NEUVAN replied that the production profits tax
(PPT) applies to oil, whereas the tax rate under HB 217 would
apply to gas production. Currently, there are many different
rates, deductions, and credits depending upon whether it 1is
downstream mdstream upstream or what field the production is
from If the gas is put into a factory to create jobs in the
state, then HB 217 would provide a |lower production tax rate for
t hat gas.

1:08:11 PM

REPRESENTATI VE SEATON noted he is not opposed to HB 217, he is
just trying to figure out how it would work. He asked whet her
the term manufactured would apply to liquefied natural gas under
HB 217.

REPRESENTATI VE NEUVAN responded that |iquefied natural gas is
gas, and under current |law the production tax rate for |iquefied
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natural gas that 1is wused for home heating or electrical
generation is five percent.

COCHAIR JOHNSON interjected that J[electrical] generation is
already in statute, and HB 217 would add "or used as fuel stock
i n manufacturing."”

1: 09: 10 PM

REPRESENTATI VE SEATON said he is asking for clarification on
whet her conversion of gas to liquefied natural gas (LNG 1is
consi dered a manufacturing process.

CO CHAIR JOHNSON referred the question to Gary Rogers.

GARY ROCERS, QI & Gas Revenue Specialist, Tax Division
Departnent of Revenue (DOR), explained that under current State
law, LNG is not treated as a nmanufactured product; it is treated
as gas, and it is netted back from its ultimate disposition
point or sales delivery point. The conversion of natural gas to
LNG is presently considered a transportation process.

1:10: 25 PM

REPRESENTATI VE SEATON i nquired whether that is an interpretation
or a statutory definition. He said he is concerned the State
could get into the argunent of an LNG export facility that has
very little tax rate on it, which he believes is not the
sponsor's intention.

MR. ROGERS answered he believes it is in regulation and the
State's past history of practice, but is not statutory. That
would be an item that would certainly be recomended for
clarification, he added.

1:11: 40 PM

REPRESENTATI VE TUCK of fered his support for the intent of HB 217
and the encouragenent of manufacturing in the state. He
requested a review the areas that Representative Neuman would
like to see pronoted under this bill.

REPRESENTATI VE NEUVAN said he would like to see HB 217 provide
the opportunity to create jobs in Alaska by being an incentive
to inspire gas operations, such as a gas-to-liquids plant doing
alternative fuels. A specific purpose is to create an anchor
tenant for an in-state gas pipeline as a pipeline wuld help
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create jobs. Anot her possibility is gas to Donlin Creek Gold
Mne as he understands the mne owners nmay not go forward
because of the lack of energy supply. This is just the
begi nni ng of the discussion of what can be done, he noted.

1: 13: 16 PM

REPRESENTATI VE NEUMAN returned to Representative Seaton's
previous |line of questioning. He explained that in regard to
manufacturing there is the Jlaw and there is dictionary
t erm nol ogy. Manuf acturing is described as a nol ecul ar change
Export of LNG would conpete against the Alaska Gasline
| nducenent Act (AGA) and exports from a large dianeter

pi peline, and this is not what is being tal ked about here. 1In a
manuf acturing process the gas would be changed into a product
ot her than gas. In the case of a gas-to-liquids processing

plant it would go through a Fischer-Tropsch process to create an
alternative fuel, such as a jet, diesel, or marine fuel

1:14: 07 PM

REPRESENTATI VE TUCK understood that the conversion of gas to
fertilizer is a feedstock situation which would be included
under HB 217. He asked whether a snelter plant that uses
natural gas for the heating process already receives the five
percent production tax rate under current statute.

REPRESENTATI VE NEUVAN deferred [to M. Rogers].

MR. ROCGERS replied that [DOR] issued an advisory bulletin in
February 2009 in response to a conpany asking whether gas used
as part of the feedstock in manufacturing qualifies as gas used
in-state, and the answer is no, it does not. However, gas used
as fuel to generate electricity, run equi pnment, or generate heat
does qualify as used in-state.

1:16: 31 PM

REPRESENTATI VE KAWASAKI noted that Fairbanks has a production
plant for jet fuel. He asked how this plant would be affected
by HB 217. For exanple, this plant currently uses portions of
the oil to generate heat.

CO- CHAI R JOHNSON pointed out that HB 217 affects natural gas and

the aforenentioned plant uses oil. He said that plant would
| ove to have the opportunity to use natural gas.
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REPRESENTATI VE NEUMAN understood that the aforenentioned plant
purchases it electricity from Golden Valley Electric and Gol den
Valley Electric has a gas pipeline that delivers gas used for
el ectrical generation.

1:18: 04 PM

DAN STI CKEL, Petroleum Econom st, Tax Division, Departnent of
Revenue (DOR), stated that he, Deputy Comm ssioner Marcia Davis,
and Gary Rogers are avail able to answer questions.

1:18: 40 PM

REPRESENTATI VE SEATON inquired how HB 217 would influence the
credits and deductions for the expenses of a North Slope field
that is both oil and gas.

MR. STICKEL responded that [DOR] has not |ooked specifically at
how HB 217 would relate to a facility on the North Sl ope.

VR. ROGERS explained that because gas wused in-state is
considered a favored tax rate wunder Section 43.55.011(0) of
Al aska's Cear and Equitable Share (ACES), the allocation of
costs is not based on credits or tax rates, but is based on

equi valent British Thermal Unit (BTU) barrels. So, in a unit
with both oil and gas, costs would be allocated based on the BTU
equi valents of each. In regard to credits, some credits such as

the exploration tax credit, mght have a reduction. There are
some tax savings due to the favored tax rate for gas used in-
state and that could limt a conpany on the application of sone
of its credits if it had unused tax credits under AS 43.55.025
O her than that there is not nmuch effect.

1: 20: 57 PM

REPRESENTATI VE SEATON understood M. Rogers' answer to nean that
the allocation of |ease costs is then on the BTU of what is
comng out of the well as oil or gas and not on the nonetary
val ue of oil and gas.

MR. ROGERS answered correct.

CO CHAI R JOHNSON added that ACES has a BTU equivalent to treat
oil and gas simlarly, which is sonmething that wll have to be
dealt with in the future.

1: 21: 35 PM
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REPRESENTATI VE SEATON noted he is trying to understand the
consequences. He asked whether it wuld be a positive or
negative incentive for a field that has credits or upstream
costs if the BTU equivalent is 6:1 and the value difference is
15:1, which is about where it is today.

MR. ROGERS replied he does not have an answer off the top of his
head because this would require sone nodeling. He said there is
also a provision under [43.55.011(m)] of ACES that affects
credits and he does not believe that ACES specified how to
all ocate costs between oil and gas. He thinks the use of BTU
equi val ent barrels was established by [ DOR] regulation.

1:23: 24 PM

CO CHAI R JOHNSON i nquired whether M. Rogers is saying [DOR] has
the regul ations witten.

MR. ROCERS responded that sone regulations were witten, and he
thinks it was one of the very first packages of regul ations that
[ DOR] di d.
1:23:39 PM

REPRESENTATI VE SEATON requested that nenbers receive this
i nformati on for background as the bill is considered further.

CO- CHAIR JOHNSON said it is his intention to hold HB 217 today
and to bring it up again on Mnday [February 1] and report it
fromcommttee provided a najor problemis not found.

1:25:14 PM

REPRESENTATI VE GUTTENBERG asked whether there are regulations
defining exactly what a feedstock is.

MR. ROGERS answered that [DOR] does not presently have a
regul atory definition of what a feedstock is; nore or less it is
a termcomonly used in the industry.

REPRESENTATI VE GUTTENBERG i nterjected, "You know it when you see
it.ll

MR. ROGERS sai d yes.

1: 26: 12 PM
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REPRESENTATI VE GUTTENBERG i nqui red whether there is any conflict
with the "comerce clause" given this deals with both oil and
gas used in-state.

MR. ROGERS pointed out that the used in-state only applies to
gas used in-state under AS 43.55.011(0), and this is the only
used in-state reduced tax rate; oil is not included.

1: 27: 20 PM

MARCI A DAVIS, Deputy Conmi ssioner, Ofice of the Comm ssioner,
Department of Revenue, in response to Representative QGuttenberg,
explained that [AS 43.55.011] of ACES establishes all of the
various tax rates. Subsection (0) was added late in the process
and was a specific provision targeting only gas that was used
in-state; it was put in place to provide sone mtigation of the
costs of use of gas for the citizens of Al aska. She recalled
that at the tinme subsection (0) was inserted, the Departnent of
Law di scussed the constitutionality of this particular provision
and determned that it is a privileges and inmunities type of an
argunent that makes this provision perhaps sonmewhat vul nerable.
However, at that tinme it was concluded that wuntil gas was
exported and used as fuel outside of the state, such that there
were people who could claim disparity or unequal protection of
the laws, there were no fouls being conmtted by this particular
section. For that reason a sunset was put on subsection (0)
which requires it to go away at the end of cal endar year 2021

1: 29: 26 PM

REPRESENTATI VE SEATON posed a scenario on the allocation for
expenses that a conpany would get to wite off for |[ease
expenses for tax credit on a gas and oil well on the North
Slope. He asked if he is correct in understanding that if it is
an oil well, the conpany would be l|ooking at the tax credit
plus the tax rate on the oil, including progressivity depending
on profits, and if it is on gas and the tax rate is 5 percent,
that basically the maxi num the conpany could get is 5 percent
plus its tax credit instead of having State participation such
as 45-50 percent in the well drilling process and |ease
expenses.

M5. DAVIS replied that this particular provision says that if
gas from a |ocation other than Cook Inlet is burned and used as
fuel in-state it will have the lower tax rate. That neans that
a North Slope producer that has gas that is burned as heat for
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t he Deadhorse airport or elsewhere on the North Slope will have

the lower tax rate. She pointed out that gas consunmed to
produce the oil and gas is not taxed as it is a cost of doing
busi ness. She said she therefore is not sure how it would

detrinment the operations on the North Slope or inpact the
State's calculations of credits and so forth in the overall oi
and gas production operation on the North Sl ope.

1: 32: 33 PM

MR. ROGERS added that the tax rate is the lower of the tax
calculated by taking the value less the |ease expenditures or
the five percent tax rate on gas used in-state. A significant
di fference between the ACES tax rate on the value |less the |ease

expenditures - i.e. the 25 percent progressivity, and the 5
percent tax rate on gas used in-state - my reduce the
availability of sonme of the tax credits that the conpany could
otherwise apply that vyear. However, there is not a direct

i npact on | ease expenditures thenselves of the 5 percent used-
in-state tax rate.

1: 33: 46 PM

REPRESENTATI VE SEATON noted that the general philosophy of ACES
was that there would be a fairly high profits tax and really
good credits, and those two things added together would give a
ot of State participation in the |ease expenditures. He asked
whet her a production tax rate of 5 percent would limt the
State's participation to 20 percent tax credit for drilling plus
5 percent, so that the maxi num incentive that the State gives a
conpany to explore and drill, as long as it is not over 25 mles
away, Iis then 25 percent participation rather than the 60-65
percent participation that has occurred in some exploration and
devel opnent wel|s. He said he wants to understand whether by
doing this the incentive is actually lowered for investnent in
the field.

MR. ROGERS responded he thinks it is just the opposite. The
State is providing an incentive by telling a producer that its
tax rate is limted to five percent on gas that is used in-state
that neets the qualifications proposed by HB 217. It is
difficult to produce the exact incentive in nunbers unless
scenarios are nodeled with prices, price levels, and |ease
expenditure levels, but if a conpany has gas used in-state the
tax may not exceed the 5 percent |imtation rate and that in
itself is an incentive conpared to the ACES tax rate which is 25
percent base plus progressivity, which depends on a conbined
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production tax value of oil and gas. Lease expenditures are not

being lost, they would still be there. Wiile sone of the
credits mght have to be deferred, they would still be
avai |l abl e.
1:37:11 PM
REPRESENTATI VE SEATON said he is still wunclear on this because

when the [ACES] system was created he understood that while the
25 percent base tax rate with progressivity was a fairly high
tax rate, a conpany got to deduct that tax rate fromits |ease
expenditures which could result in the State participating at
60- 70 percent or even over 100 percent under certain scenarios.
VWhile a conpany would [still] get its full tax credit for its
| ease expenditures [under HB 217], it seens that State
participation is based on the PPT or the ACES tax rate.

CO CHAIR JOHNSON offered his wunderstanding that the in-field
expenditure is based on the expenses using a sliding scale, not
the tax rate. Basically, HB 217 would treat North Slope gas
just like Cook Inlet gas.

1: 38: 59 PM

REPRESENTATI VE TUCK understood that under current |aw the sane
deal that is applied to Cook Inlet gas is also applied to others
as long as the gas is consumed within state as fuel or to
generate electricity. Under HB 217, this tax benefit would be
extended to gas used in the manufacturing process. However, the
conpany doing the manufacturing may not be the sane conpany
producing the gas. Gven that the tax cap is for the producer
not the manufacturer, he asked if the hope under HB 217 is that
the manufacturer will have a preferred gas supply due to the tax
break offered to the producer.

CO- CHAI R JOHNSON responded that HB 217 would |ower the price and
lowering the price would give the incentive for a manufacturer
to come in, which would create jobs. He said he does not think
"a ConocoPhillips, or BP, or an Exxon" will cone in and build a
gas-to-liquids plant; rather, a third party would be able to buy
that fuel at a lesser rate because the State is giving a tax
reduction to the producer. So, the price wll flow down, and if
it does not, then a third party would not build and the producer
woul d not have that market.

1:40: 51 PM
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KEVIN BANKS, Director, Division of Gl & Gas, Departnent of
Nat ural Resources, said he understands Representative Seaton's
guestions and concerns. He offered to neet with Representative
Seaton privately to provide further response and expl anati on.

REPRESENTATI VE SEATON agreed and requested that all nenbers
receive diagrans depicting the consequences of HB 217. He
reiterated he is not unsupportive.

1: 42: 00 PM

M5. DAVIS, in response to Co-Chair Johnson, agreed to prepare
information conparing the situation of a North Slope producer
providing gas with and without the HB 217 incentive. This would
show the econom cs, and how it woul d appear from the perspective
of a North Slope producer, which should answer Representative
Seaton's questi on.

REPRESENTATI VE SEATON said he wants to ensure that nenbers | ook
at the effect on the incentives for drilling and production as
well as just the sale of gas that a producer has.

M5. DAVIS agreed, saying she understands that Representative
Seaton's dom nant concern is what HB 217 would do to the
i nherent incentives that were the structure of ACES.

REPRESENTATI VE SEATON replied correct.
1:43:11 PM

REPRESENTATI VE GUTTENBERG sai d he shares Representative Seaton's
concerns about unintended consequences. In reference to the
situation brought up by Representative Tuck, he pointed out that
it is the producer, not the manufacturer, that is getting the
break and he is therefore concerned the manufacturer m ght not
see that break. For exanple, Fairbanks has an oil pipeline
going through it and residents there do not get a break. He
suggested that in HB 217, "use" for consunption mght be nore
appropriate than "delivered" for consunption.

CO CHAI R JOHNSON agreed to conme back to this, but said he thinks
that is a comrercial arrangenent that needs to be nade between
t he manufacturer and the producer; HB 217 provides an incentive.
[The legislature] should not get involved in commercial
agreenents unless sonething conmes up. There are people
genuinely interested in doing business in A aska who need this
natural gas but who cannot function under the current tax rate.
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This would provide incentive and send a nessage that the State
is open for business, which is not currently the case.

1:46: 36 PM

REPRESENTATI VE TUCK inquired whether there are any other
statutes that could potentially be affected by HB 217 and
whet her anyt hi ng beyond natural gas could be affected.

CO- CHAI R JOHNSON deferred to Ms. Davi s.

M5. DAVIS responded that [DOR] has | ooked at this, and it should
be okay as long as the manufacturing process is thought through
to ensure that the characteristics of the gas are not changed,
for exanple, conversion to LNG is nerely changing the form of
the gas for transportation. One area needing nore thought is
the gas-to-liquids type of process where gas is transforned into
a diesel product; that transformation process needs further
consideration to determ ne whether it is nore analogous to the
LNG situation. VWhile that is truly a nolecular transformation
into another product, it has the manufacturing characteristics,
so it nmust be thought through as to how to value that. One of
the challenges is whether to look at it as gas sold and if the
poi nt of production is |ooked at, then how should it be val ued.
As far as other standard manufacturing, [DOR] has already gotten

its arns around the use of gas as fuel. There may be issues
about Iliquefied petroleum gas (LPG in which gas is taken off
and transfornmed into propane. However, as long as it is

under st ood which side of the fence the extraction of the various
forms of liquids falls on, it should be okay. She said she does
not see HB 217 reaching into any other statutory structures |ike
credits or allocation of costs.

1: 49: 42 PM

M5. DAVIS, in further response to Co-Chair Johnson, agreed that
she, too, thinks of manufacturing as changing one thing into
anot her . However, she has found that people very know edgeabl e
about the petroleum industry may see a particular process as a
transformation process rather than a manufacturing process.
Therefore, she would like to step back and make sure [DOCR]
thinks this through with the experts and draws a line that is
cl ear enough for the taxpayers to understand which side of the
line they are on in regard to the various processes.

1: 50: 23 PM
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REPRESENTATI VE SEATON i nquired whether there is already in place
a good definition of natural gas which distinguishes the point
at which propane is or is not natural gas.

M5. DAVIS replied that Section 43.55.900(8), of ACES describes

gas as: all hydrocarbons that are recovered by nechanical
separation of well fluids or by gas processing in a gas
processing plant, and exist in a gaseous phase at the conpletion
of the nechanical separation in any gas processing. [ Section

43.55.900(9)] identifies gas processing as sonmething that
involves wuse of absorption, adsorption, externally applied
refrigeration, artificial conpression followed by adiabatic
expansion using the Joul e-Thonson effect, or another physical
process that is not mechanical separation. She said she thinks
that externally applied refrigeration picks up the LNG

1:51: 55 PM

REPRESENTATI VE SEATON asked whether propane 1is considered
nat ural gas.

M5. DAVIS answered she thinks propane is clearly gas because it
is pulled out due to chilling and conpression processes applied
to the gas stream Gas-to-liquids is a different thing, she
continued, and she is wunsure whether it falls wunder gas
processing or manufacturing, so [DOR] needs to look at this to
see what can be done to provide nore clarity as to where the
line is drawn. In response to Co-Chair Johnson, she said [DOR]
may not be able to look at this by Mnday [2/1/10] as expertise
frompeople in the industry will need to be brought in.

1:53:15 PM

REPRESENTATI VE TUCK said it is inmportant that nenbers understand
the manufacturing definition as it applies to liquid natural
gas. If gas that is turned into liquid natural gas is defined

as bei ng manufactured, then under this provision that definition
woul d also apply to liquid natural gas that is manufactured for
export. He offered his belief that if LNG is excluded from the
definition of manufacturing, then LNG can still be used for fue
for power generation and for other needs based on the first part
of AS 43.55.900(24).

1: 54: 20 PM
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CO- CHAIR JOHNSON asked whether it is Representative Tuck's
intention that gas sold as jet fuel and flown out of the state
be exported.

REPRESENTATI VE TUCK responded that in that case the gas woul d be
a feedstock for a manufactured process because that would be a
gas-to-liquids process and he would hope that gas-to-liquids
would fall into the definition of manufacturing. Liquid natura
gas is the one he is concerned about because it could be nore of
a transport definition than manufacturing.

1:55: 00 PM

CO CHAI R JOHNSON opened public testinony.

BILL NOLL testified that HB 217 |ooks |ike a proper and usefu
tool to prospective manufacturers and developers around the

world. How to nove Alaska's trenmendous natural gas resource has
been a puzzle ever since the discovery of oil on the North Sl ope

in 1968. Al though there nmay be unexpected negative
consequences, there mght be unexpected positive consequences.
The bill would provide an opportunity to nonetize sone of that
t remendous asset. The benefits in terns of jobs, other tax-
based devel opnent, indirect jobs, transportation, and marketing
are easy to enunerate. He said he therefore enthusiastically

supports HB 217. At Co-Chair Johnson's request, M. Noll said
his background experience includes his current nenbership in
Al aska Ratepayers, a nonprofit that is seeking ways to |evel
rates for ratepayers, particularly those residing in the
Rai | bel t. He was al so conm ssioner and deputy comm ssioner of
the Departnent of Comrerce, Community, & Econom c Devel opnent
during the  Murkowski Adm ni strati on, as well as deputy
conmi ssi oner under the Hi ckel Adm nistration. He |isted other
private and public positions he has held over the years. He
added that he sees this as a giant econom c devel opnent project
that is quite different from the pipeline to A berta or the
conversion of gas to LNG for export to Asia. Shoul d
| egi sl ators, producers, and developers get this on line, the
state could easily be looking at 1,000 jobs for a very |long
period of tinme, which he greatly encourages.

2:00: 35 PM
CO CHAI R JOHNSON cl osed public testinony after ascertaining that

no one else wished to testify. He agreed that HB 217 is an
econonmi ¢ opportunity because there are people |ooking at Al aska
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but the State's tax structure is standing in the way. He
announced that he is holding over HB 217.

REPRESENTATI VE NEUVMAN said he worked hand-in-hand wth the
adm nistration while drafting HB 217. He noted that many of
Representative Seaton's questions have to do with ACES, the
Al aska Gasline |Inducenent Act (AG A), and other |egislation, and
HB 217 has nothing to do with that. He reiterated that HB 217
woul d provide for using gas as a feedstock which would supply
j obs. He reiterated that nmanufacturing is described as a
nol ecul ar change. He further noted that the Fischer-Tropsch
process is the fuel of the future and has strong world-w de
demand.

M5. DAVIS, in response to Representative O son and Co-Chair
Johnson, said [DOR] will strive to have a fiscal note for HB 217
by Monday [ 2/1/10].

2: 05: 39 PM

REPRESENTATI VE TUCK asked whether it 1is possible to create
difficulty for ratepayers by having the incentive increase
demand so nuch that it ends up raising the rates. He said he
wants to ensure that the gas is not just shipped out and that
there i s enough supply.

CO- CHAIR JOHNSON explained that wthout this kind of anchor
tenant for any kind of in-state gas pipeline the tariffs would
be huge and would double or triple the current cost of gas in

Anchor age. Regardl ess of the tax structure, an anchor tenant
would result in the taking of enough gas to lower the tariffs
and generate a savings to the consumers. The desire with this

tax break is to attract anchor tenants which would allow an in-
state gas pipeline to go from 250 [mIllion cubic feet per day
(Mefd)] to 500 vefd, which would | ower the tariff.

REPRESENTATI VE TUCK concurred that an anchor is the key as this
is what would bring the volunme. However, this |egislation alone
may not be enough and other things may still need to be | ooked
at so as to benefit Al askans to the maxi mum

2:08: 51 PM
CO CHAIR JOHNSON said that HB 217, coupled with "Agriuni and

export, mght get the state where it needs to be. Al the doors
need to be kept open and HB 217 is the first step to get serious
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players into Alaska to allow the economics of an in-state
pi peline to work.

REPRESENTATI VE NEUVAN stated he is available to answer questions
at any time. He pointed out that right now the fiscal note for
HB 217 is zero.

2:10: 20 PM

REPRESENTATI VE = SEATON  said he fully agr ees W th t he
af orenenti oned, but HB 217 is about a production tax, not an
anchor tenant. This tax rate would not go to the nmanufacturer,
it wuld go to the producer, and that is why he is concerned
about the effects of the bill. A 5 percent production tax has
been in effect in Cook Inlet for 20 years, yet there still has
not been the exploration. Oher types of credits and incentives
have also been inplenmented and still there has not been the
expl orati on. He advised that as the program goes forward, the
| egislature wll have to cone back to see whether it 1is
acconplishing the goal. He said he is not arguing against the
bill, he is pointing out that lowering the tax does not nean the
profit margin will be there.

CO CHAIR JOHNSON agreed that those are valid points and nenbers
will have a chance to | ook at sone spread sheets to see exactly
what HB 217 has.

2:12: 07 PM

REPRESENTATI VE OLSON related that [a potential] anchor tenant
cone down to the Kenai Peninsula three years ago. The
[ potential] tenant met wi th nunmerous people and the borough had
vacant |and available along with existing infrastructure and gas

l'ines. However, the conversation ended when the [potential]
tenant learned that 1 billion cubic feet per day (Bcfd) of gas
for the next 10 years was not avail able. He concurred wth

Representative Neuman that an in-state gasline nust carry a
surplus of at least 1 Bcfd to attract an anchor tenant.

2:13:20 PM
REPRESENTATI VE NEUVAN agai n urged nenbers to cone talk to him
M5. DAVIS, in response to Co-Chair Johnson, said [DOR] will work

on the nodeling that will respond to the concerns about i npact
to the current incentives under ACES.
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CO CHAI R JOHNSON encouraged nenbers to talk to the sponsor and
to Ms. Davis directly.

2:14:18 PM

MR. ROGERS, in response to Co-Chair Johnson, pointed out that
the reference [in today's conversation] has been to a 5 percent
tax rate. However, it is 5 percent tinmes a value, which works
out to 17.7 cents per Mf [thousand cubic feet]. It is not |ike
5 percent on the gross value, it is 5 percent tines an average
hi storical value of about $3.65, so 17.7 cents is the 5 percent
that is being tal ked about here and that is fairly |ow.

[HB 217 was hel d over. ]

2:14:55 PM

ADJ QURNVENT

There being no further business before the commttee, the House
Resources Standing Commttee neeting was adjourned at 2:15 p. m
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