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ACTI ON NARRATI VE
1: 02: 20 PM

COCHAIR CRAIG JOHNSON called the House Resources Standing
Commttee neeting to order at 1:02 p.m Representatives O son

Seaton, Tuck, Neuman, and Johnson were present at the call to
order. Representatives Edgnon, GQuttenberg, P. WIson, and
Kawasaki arrived as the neeting was in progress.

SJR 27- FED. FUNDI NG DOVESTI C SEAFOCD MARKETI NG

1: 02: 42 PM

CO- CHAI R JOHNSON announced that the first order of business is
SENATE JO NT RESOLUTI ON NO. 27, Urging the federal governnent to
provide funding for donestic seafood marketing and pronotiona
activities. [Before the conmttee was CSSIR 27(RES). ]

SENATOR DENNIS EGAN, Alaska State Legislature, sponsor of SJR
27, explained that this resolution urges Congress to spend nore
on marketing donestic seafood, including the state of Al aska.
Al askans know where their seafood comes from and that it
provi des the added benefit of supporting the state's fisheries
econony. Al aska's fish are wild and fresh and do not have to
travel very far to reach the plates of state residents.
However, nationally, that story is different in that over 80
percent of the seafood is inported. Each year the federal
government collects hundreds of mllions of dollars in duties on
the inported fish and fish products that aggressively conpete

with Anerican seafood. Yet seafood producers receive only
i nsignificant f unds for donestic marketing and pr oduct
devel opnent . He said SJR 27 calls for sone of the taxes

collected on inported fish to be put toward marketing Anerican
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seaf ood to Anmericans. In Al aska, narketing investnents in the
Al aska seafood industry have neant economc devel opnent and
support for an industry that is vital to Al aska's econony and
future. He requested the conmittee's support for SIJR 27 and
noted that it passed the Senate unani nously.

1: 05: 12 PM

CO- CHAIR NEUMAN inquired whether it would be possible to ask
that Al aska's seafood be recognized in a highlighted fashion.

SENATOR EGAN responded that that is the whole thrust of SJR 27,
so he would be willing to accept an anmendnent in this regard.

CO CHAIR NEUMAN pointed out that the title references funding
for donestic seafood marketing, so donmestic farned fish and
would fall wunder that heading. He understood it is Senator
Egan's intent to highlight Alaska's wild seafood and that nore
than half of the wild sal non consuned conmes from Al aska.

SENATOR EGAN replied the statistics he has seen show that it is
nore than half. However, of the federal funds that go toward
mar keti ng seafood, Alaska receives a mniscule anount for
mar keti ng Al askan seafood and that is the thrust of SJR 27. He
further noted that it is at the request of the Al aska Seafood
Marketing Institute (ASM).

1: 07: 13 PM

CO CHAI R JOHNSON opened public testinony, then closed it after
ascertaining that no one wished to testify.

REPRESENTATI VE GUTTENBERG commented that he really likes the
idea of wusing federal marine and fishery inport tariffs to
enhance Al aska's fisheries.

CO- CHAI R JOHNSON agr eed.

REPRESENTATI VE TUCK al so agreed. He understood that Japan's
fish departnents are large and its neat departnents snall, the
opposite of Anmeri ca. He said Anericans would live nmuch better
if they ate nore fish, and nore Al askan fish, so SIJR 27 is good.

CO- CHAIR NEUVAN noved to report CSSJR 27 out of conmittee with
i ndi vidual recomrendations and the acconpanying fiscal notes.
There being no objection, CSSIR 27 was reported from the House
Resources Standing Comm ttee.
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SB 195- MAKE GOLDSTREAM PUBLI C USE AREA PERMANENT

1: 09: 08 PM

CO-CHAIR JOHNSON announced that the next order of business is
SENATE BILL NO 195, "An Act relating to the repeal of the
establi shnent of the Gol dstream Public Use Area."”

SENATOR JOE THOWVAS, Al aska State Legislature, sponsor of SB 195,
explained that the bill's purpose is to renpbve the sunset
provision from the Goldstream Public Use Area. He paraphrased
fromthe following witten sponsor statenent:

The Gol dstream Public use Area (GPUA) was created in
1990 by Senator Bettye Fahrenkanp and Representative
M ke Davis in order to preserve the recreational
opportunities, traditional uses and atnosphere of the
| ocal nei ghborhoods. The GPUA is set to sunset on
July 1st, 2010, unless SB 195 is passed this session.

The GPUA enconpasses a patchwork of nearly 2000 acres
of state land bordered by Sheep Creek Road to the
west, Goldstream Road to the north and the Steese
H ghway to the east. The GPUA is home to an ever-
growing network of trails that connect users to the
Chatanika River Valley, the Wite Muntains and the
Fai rbanks area, all from a central location close to
Fai rbanks' popul ati on base. The GPUA is passively
managed by the state and the trails are maintai ned by
volunteers at no cost to the taxpayers.

Al uses are allowed in the area and the GPUA is
utilized vyear round by a variety of out door
ent husi asts and fam li es.

The repeal of the GPUA's sunset clause is actively
supported by the Alaska Qutdoor Council, Al aska Dog
Mushi ng Associ ation, Al aska Mners Association, Nordic
Ski Club of Fairbanks, Alaska Trapper's Association,
Al aska Skijoring and Pul k Association, Fairbanks Snow
Travel ers, Northern Area State Parks Advisory Board,
Fai rbanks North Star Borough Trails Advisory Board,
Al aska Trails, Interior trails Preservation Coalition,
Interior Al aska Land Trust, Arctic Audubon Society,
and the Fairbanks Daily News-M ner.
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SENATOR THOVAS further noted that nearly 200 individuals have
witten letters of support. He said the conpanion bill, HB 250,
is sponsored by Representatives Kelly and GQGuttenberg. He
thanked his constituents, Richard and Mary Bishop, for their
support and hard work for the Goldstream Public Use Area over
the years. M. Bishop was the original inpetus for the GPUA
back in 1989 and is the person who alerted |legislators of the
area's inpeding sunset. He asked for the conmttee's support.

1:12: 23 PM

CO- CHAIR NEUVAN said he likes that this is a multi-use trai
open to all user groups.

SENATOR THOMAS, in response to Representative Tuck, said the
GPUA enconpasses all of the various areas shown within the blue
lines depicted on the map in the conmttee packet. In further
response, he agreed that the various areas are not contiguous.

CO CHAIR JOHNSON pointed out that the title states the bill is
an Act relating to the repeal of the "establishnment” of the
Gol dstream Public Use Area rather than repeal of the "sunset".
He asked whether the sponsor is confortable with that.

SENATOR THOVAS responded he did not wite the title and agreed
it should be | ooked at because the title should reflect what is
bei ng done, which is a repeal of the public use area's sunset.

1:14: 35 PM

CO CHAI R NEUMAN said that perhaps a title change is unnecessary
if the repeal referenced in Section 1 of SB 195 is the sunset
clause. He stated he does not want to nmake the m stake of doing
away With the Goldstream Public Use Area.

SENATOR THOVAS agreed and said he wll talk to Legislative Legal
and Research Servi ces.

CO CHAIR JOHNSON stated for the record that the intention is to
repeal the sunset date, not the establishment of the Gol dstream
Public Use Area.

SENATOR THOMAS, in response to Representative Guttenberg and Co-
Chair Johnson, said he has Version R of the bill before him and
he has previously verified that Section 2, chapter 48, is the
sunset clause and that is what woul d be repeal ed by SB 195.
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1:16: 38 PM
CO CHAI R JOHNSON opened public testinony.

JENNI FER YUHAS, Public Comrunications Director, Legislative
Li ai son, Al aska Departnent of Fish & Gane, spoke in favor of SB
195 as fol |l ows:

ol dstream Public Use Area is a nodel that works. | t
serves our user base, consunptive and non-consunptive,
notorized and non-notorized, and this is a nodel we
would like to see used nore often. The users involved
in the original creation of this area were inclusive.
They focused on issues that matter to all of the users
and, unlike other shared-use areas, we really do not
see contentious arguments over superfluous issues
here. Wat we see is a benefit to all of our users.

CO- CHAI R NEUVAN presuned the Al aska Departnment of Fish & Gane's
intent is to continue the nmultiple uses of the Gol dstream Public
Use Area. He inquired whether she has had heard about any
changes in this regard.

M5. YUHAS replied she has not.

REPRESENTATIVE P. WLSON said she thinks it is nifty that the
state passively nmanages the area because volunteers keep it up

CO CHAI R JOHNSON noted people are proud of that area and he is
happy to see this.

1: 19: 03 PM

SHI RLEY LISS said she has been a Fairbanks resident since 1970
and has used the Goldstream Public Use Area ever since. She put
in some of the trails and did a lot of the trail mintenance and
is glad to hear that it looks like SB 195 is going to pass. |If
anyt hing, she would Iike to see the area expanded.

MALCOLM MCEVEN stated he supports SB 195 and is encouraged by
the nenbers' testinony in support of the bill. He has used the
trails since 1985 for cycling, skijoring, and photography, and
he sees other people using the trails for dog nmushing, snow
machi ni ng, and bl ueberry picking. He would like to see this
area stay a public use area.

HOUSE RES COW TTEE - 8- March 26, 2010



CO CHAIR JOHNSON cl osed public testinony after ascertaining no
one el se wished to testify.

1: 20: 59 PM

REPRESENTATI VE GUTTENBERG st ated he has |ived, skied, and nushed
dogs in this area for 40 years and the area is a |egacy of the
mul ti-users and the ability to get along and work together. He
said repeal of the sunset clause is a wonderful thing because
the 100-mile-long loop that encircles Fairbanks is a big part of
the community and people use it well and use it well together.

REPRESENTATI VE GUTTENBERG noved to report SB 195 out of
commttee with individual recomendations and the acconpanying
zero fiscal note. There being no objection, SB 195 was reported
fromthe House Resources Standing Commttee.

HB 308-O L AND GAS PRODUCTI ON TAX

[ Cont ai ns di scussion of HB 337]
1:23:16 PM

CO CHAI R JOHNSON announced that the next order of business is
HOUSE BILL NO 308, "An Act relating to the tax rate applicable
to the production of oil and gas; relating to credits against
the oil and gas production tax; and relating to the period in
which oil and gas production taxes may be assessed.” [ Bef ore
the commttee was HB 308, Version 26-LS1328\P, Bullock, 3/17/10,
adopted as a work draft on 3/17/10.]

REPRESENTATI VE SEATON wi t hdrew Concept ual Amendnent 1.

CO- CHAIR JOHNSON explained that Conceptual Anendnent 1 was
adopted on 3/17/10 and Representative Seaton will be bringing up
anot her anmendnent | ater.

COCHAIR JOHNSON noved to adopt Anendnent 2, |abeled 26-
LS1328\P.2, Bullock, 3/24/10, witten as follows [original
punct uation provided]:

Page 9, line 8, follow ng "expenditure":
| nsert "incurred after June 30, 2010"

REPRESENTATI VE KAWASAKI obj ect ed.

CO- CHAI R JOHNSON stated that Anendment 2 adds an effective date.
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1: 25: 28 PM

CO- CHAIR JOHNSON, in response to Representative Tuck, confirned
that Conceptual Anmendnent 1 was wthdrawn and Representative
Seaton wll be introducing another anendnent that 1is not
concept ual . He reiterated that Anendnent 2 would provide an
effective date.

REPRESENTATI VE KAWASAKI rmai ntai ned his objection. He inquired
about the inplication of adding this effective date over the
total bill's effective dates.

CO CHAI R JOHNSON responded the purpose of this effective date is
to end in the fiscal year so July 1 can be started with a clean
set of taxes and not have overl apping taxation policies.

1:26: 46 PM

REPRESENTATI VE KAWASAKI observed that the effective dates in
Sections 18-22 regarding the applicability of these laws is
conf usi ng. He asked whether the regulation propagated by these
woul d be done by that tinme and what the inpact would be for the
Depart ment of Revenue (DOR) in analyzing how nuch the tax is.

MARCI A DAVIS, Deputy Conmi ssioner, Ofice of the Comm ssioner,
Depart ment of Revenue, replied Arendnment 2 would ensure that the
tax credit for well-related expenditures applies to expenditures

that are incurred after June 2010. In order for the Departnent
of Revenue to identify what wll and wll not be considered
well -related expenditures, the departnent Wil | have to

promul gate regulations if nothing else changes in the bill.
However, she said she believes Co-Chair Johnson has another
amendnent pending which may clarify the type of costs that would
fall within this credit, so the answer to the question depends
upon what happens with the other anendnent.

1: 28: 23 PM

REPRESENTATI VE KAWASAKI inquired whether the Departnent of
Revenue would be able to conme up with those definitions and the
regul ati ons before that date.

M5. DAVIS answered that the 70-80 days is the absolute m ninmm
time necessary for noving out a regulation because the
regul ation nust first be drafted, then 30 days nust be all owed
for public coment, followed by another 30 days for the
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regulation to becone effective. She presunmed that if this
passes the departnment m ght be able to do it.

1:29: 27 PM

REPRESENTATI VE SEATON asked whether the taxpayer's tax year is
July 1 or the cal endar year.

M5. DAVIS responded it is the calendar year for the production
t ax.

REPRESENTATI VE SEATON specul ated this may be problematic because
the state has a profits-based tax and the profits are cal cul ated
on a yearly basis and estinmated paynents are nade on a nonthly
basis. He inquired whether this will create a problem for DOR

M5. DAVIS replied that any tine a tax law has two phases in the
mdst of a single tax year it is nore conplicated for both the
departnment and the taxpayer. Wiile that does not nean it is
insurnmountable, it is a challenge to do.

1:31:11 PM

CO CHAI R NEUMAN asked whether a profits-based tax is the sanme as
a production tax given that both terns are being used.

M5. DAVIS answered the tax rate is applied to the dollar anount
that s left over after the product 1is sold and the
transportation and |ease expenditure costs, which are all the
costs to produce the oil or gas, are deducted from the price
recei ved. This dollar amunt represents what is held by the
conpany after it has recovered its costs, so by definition that
is the net profit remaining and the tax rate goes agai nst that
net profit. However, the bill uses the term "production tax
val ue at the point of production” rather than the term"profit".

1:32:51 PM

CO CHAI R NEUMAN understood Ms. Davis to be saying that in the
bill, expenditures for devel opnent are considered to be upstream
devel opnent cost. He inquired whether it would also include

m dstream or delivery costs.

M5. DAVI S responded both are being tal ked about. The production
tax liability is determned by applying the tax rate to the
dollar amount that is left over after taking into account the
downstream costs, which are the tanker and pipeline costs, and
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the upstream costs, which are all the |ease expenditure costs
fromout of the ground to the pipeline. A tax credit, which is
a certain percentage of those costs, is applied against the
taxpayer's tax bill. Thus, a certain cost may be counted to
both arrive at the net taxable anmpbunt and to create a credit.

1: 34: 36 PM

CO- CHAIR NEUMAN noted that HB 308 would expand exploration
credits. He asked whether this is a tax against the profits or
a credit that can be used agai nst additional taxes owed.

M5. DAVIS replied this particular provision is a credit that
would be applied against the tax that is owed. In further
response, she said it is a credit against the taxes that would
ot herw se be owed.

1:36: 16 PM

REPRESENTATI VE KAWASAKI mai ntai ned his objection to Amendnent 2,
saying that the proposed effective date is nuch different than
the cal endar year dates of taxation, the retroactivity date of
February 28, 2007, and the effective date of 90 days after the

bill goes into law. This creates a confusing situation for the
Department of Revenue, he surm sed, especially when there are so
many things at stake. He further conmented that if the bill

beconmes | aw, sonme producers nay wait to explore until after June
30, 2010.

CO- CHAIR JOHNSON, in response, inquired whether Representative
Kawasaki thinks the date should be anended to May 30, 2010.

REPRESENTATI VE KAWASAKI answered his other objection is that the
departnment would be wunable to conply wth this provision;
additionally, he said he has a general objection to the bill.

1:38: 25 PM

DAN E. DI CKINSON, CPA, Consultant to the Legislative Budget and
Audit Committee, in response to Co-Chair Johnson, said he does

not have anything to add to the effective date argunent. | t
woul d be preferable to have this becone effective on the first
of the nonth rather than the date the bill beconmes effective

because that could be the mddle of the nonth, which would
create argunent over when sonething was actually paid for. The
rules are clearest when they are over the division of a year.
The Departnment of Revenue already has rules to deal wth what
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happens when it occurs on the first of the nonth. He said the
reason for the bill's wide range of other effective dates is
that interest is <calculated on a quarterly basis so the
provisions would affect interest on the first day of the
gquarter, and progressivity is calculated on a nonthly basis so
the provisions would affect progressivity on the first day of
t he nont h.

1: 39: 32 PM

REPRESENTATI VE SEATON stated he has no problem wth the
effective date provided that Amendnent 2 wll not prohibit
di scussion of how the bill would have affected state revenue in

the years since Alaska's Clear and Equitable Share (ACES) went
into effect.

CO CHAI R JOHNSON responded he does not intend to Iimt debate on
HB 308 in any way.

REPRESENTATI VE KAWASAKI nai ntai ned his objection.

COCHAIR JOHNSON, in response to Representative GQuttenberg,
confirmed that wi thout Amendment 2 the bill would go into effect
90 days after being signed by the governor.

A roll call vote was taken. Representati ves Seaton, Edgnon
Guttenberg, Tuck, P. WIlson, dson, Neuman, and Johnson voted in
favor of Amendnent 2. Representative Kawasaki voted against it.
Therefore, Amendnent 2 was adopted by a vote of 8-1.

1: 41: 57 PM

COCHAIR JOHANSON noved to adopt Anendnent 3, |abeled 26-
LS1328\P. 3, Bullock, 3/25/10, witten as follows [original
punct uation provided]:

Page 9, lines 24 - 31:
Delete all material and insert:

"(3) In this subsection, "well-related
expenditure"” means a | ease expenditure that is

(A directly related to a well; a |ease
expenditure is directly related to a well if,

(1) during exploration and devel oprment, the
| ease expenditure is a qualified capital expenditure
and an intangible drilling and developnment cost
aut horized under 26 U S.C. (Internal Revenue Code), as
anmended, and 26 C F.R 1.612-4, regardless of the
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el ections nade under 26 U S.C. 263(c); in this sub-
subparagraph "exploration and devel opnent™ includes
wel | sidetracking, well deepening, well conpletion or
reconpl etion, well workover regardless as to whether
the well is or has been a producing well,
stratigraphic test wells, and injection wells, except
that "exploration and devel opnent” does not include
di sposal wells;

(1) during producti on, t he | ease
expenditure is an expenditure that is intended to
i ncrease, nmaintain, enhance, or mtigate the decline
of well production and is directly related to the
processes of operating a well and noving fluids to the
assenbly of valves, pipes, and fittings wused to
control the flow of oil and gas from the casinghead,
but does not include the processes of gathering,
separating, and processing well fluids downstream from
t hat assenbly;

(B) for seismc work conducted within the
boundaries of a production or exploration unit; or

(O an overhead expenditure authorized
under AS 43.55.165(a)(2) and calculated on well-
related | ease expenditures allowed under (A) and (B)
of this paragraph.™

REPRESENTATI VE KAWASAKI obj ect ed.
1:42:14 PM

CO- CHAI R JOHNSON expl ai ned that Anmendnent 3 defines well-rel ated
expenditures and, for clarification and consistency, it adopts
the sanme | anguage that was included in a previous bill regarding
gas storage. He invited Ms. Davis to speak to the anendnent.

MS. DAVIS deferred to M. Dickinson.

MR. DI CKINSON said Amendnent 3 is based on the definition that
was in HB 280, although there are sone changes between that bill
and HB 308. The idea is to draw a bright |ine rather than
havi ng a general definition t hat states "wel | -rel at ed
expenditures”, for which the Departnment of Revenue would then
have to take public testinony and craft a definition.
[ Subparagraph (A)(i)] would use the bright line in federal tax
law called intangible drilling and devel opment costs. Duri ng
exploration and during devel opnent, sonething that qualifies as
an intangible drilling and devel opnent cost would be considered
a well-related expense and would include: wel | sidetracking,
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wel | deepening, well conpletion or reconpletion, and well
wor kover . When sonething is going to be part of a taxpayer's
federal tax return, the taxpayer can take it as part of the
credit and the state would be able to go back and check on this.

1:44: 35 PM

MR. DI CKINSON said subparagraph (A)(ii) would provide that
during production a | ease expenditure would be those things that

are designed to enhance productivity. It draws the line that
the credit would not apply once the well fluids hit the surface
and nove into processing facilities. Wiile the Department of

Revenue would wite regulations, he said he thinks in general
this credit could be effective imediately because producers
woul d have a very good sense of what would be in and what woul d
be out since they know what the federal tax rule is.

MR. DI CKINSON stated subparagraph (B) clarifies that seismc
wor k undertaken within a wunit is included because, generally,
seismc work within a unit is well-related. This provision
conpl ements the exploration credits for seismc work conducted
out side the boundaries of a production or exploration unit that
are provi ded under AS 43.55. 025.

1:46: 53 PM
MR. DI CKINSON said subparagraph (C) sinply fits this into the

sane category as the way other things are handl ed. For exanple,
indirect costs are not allowed, but once the direct costs are

known there is a markup on that. The size of that markup is
det erm ned by t he Depar t ment of Revenue under AS
43.55.165(a)(2), which he said he believes is currently at 4.5
per cent . Thus, instead of fighting about whether a particular
support cost is part of this, a conpany would just take its
direct costs and multiply them by 4.5 percent. Al t hough
Amendnent 3 is longer than the existing |anguage in Version P,
it will give direction and make it clearer as to what the

| egi sl ature had in m nd.

COCHAIR JOHNSON clarified that this is the well workover
section that Governor Parnell has in his legislation [HB 337],
and he wants to ensure that the admnistration is confortable
with this definition.

1: 48: 10 PM
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M5. DAVIS, in response to Representative Kawasaki, confirned
this provision for well-related expenditure would apply to new
wells, existing wells, and well workovers because the intent is
to capture the phases of the life of a well. [ Subpar agr aph
(A (i)] would focus on the exploration and devel opnment phase of
| ocating and drilling a well. Subpar agraph (A)(ii) would focus
on production of the well, but what would be covered under the
various categories is different. The governor's bill would add
a category for infill drilling because the current drill credit
in the exploration section requires that the drilling be so many
mles outside existing units, although infill drilling qualifies
for 20 percent capital credit under AS 43.55.023. In terns of
creating an enhanced credit for that type of infill work, this
is simlar to the governor's bill but a little broader.

1:49:41 PM

REPRESENTATI VE KAWASAKI asked what the reason would be for not
wanting to give infill credits and having credits apply only for
outside of the field.

M5. DAVI S responded that when ACES was considered and passed, it
was thought that the 20 percent [capital] credit would be
adequate for work within the unit and that the enhanced credit
for exploration was necessary because of the risk. Kupar uk and
Prudhoe Bay produce the lion's share of Alaska's production and
revenue stream and those declining fields may require nore
extraordinary costs and efforts to continue their productivity.
Since the passage of ACES, the question has becone why the state
would not want to also incentivize sone of those in-field
activities because that would have the sane, if not a nore
i mredi ate, effect on production.

1:51:19 PM

REPRESENTATI VE KAWASAKI understood that subparagraph (B) would
provide for seismc work conducted within the boundaries of a
unit, not outside.

CO- CHAIR JOHNSON said he believes M. Dickinson was explaining
that seismc work outside the field is different than inside the
field because seismic wrk inside a field is to enhance
production and seismc work outside is to find.

MR. DI CKI NSON st ated correct.

1: 52: 33 PM
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REPRESENTATI VE GUTTENBERG i nqui red whet her the enhancenent under
subparagraph (B) would be for a specific well, specific groups
of wells, wells not drilled yet, or wells that mght be drilled
on ot her pads because of a redefined field.

M5. DAVIS understood that seismc wrk is often wused in
reconpl etions of an existing well bore to help redirect where to
make another |lateral conpletion from the bottom of the well

bor e. She further explained that there are fields wthin
al ready-producing units where the resource is fractured and
contained within |enses. She said she believes the Departnent

of Natural Resources (DNR) often considers such production to be
contiguous and part of the sane unit and the seism c can be used
to target these snmaller pockets.

1:53: 55 PM

REPRESENTATI VE GUTTENBERG asked whether there is a definition of
seismc given that it can be two dinensional, three dinensional
or by expl osives or vibrator.

M5. DAVIS replied she does not believe there is a definition in
the state's tax code and she thinks that during the exploration
phase the only type of costs that would be eligible for this
credit are those that qualify under the Internal Revenue Service

definition of intangible drilling cost. She said she does not
think production is really going to apply in this piece because
it is talking about existing production. The way this is

witten, developnment would nore likely involve an existing field
and continued developnent and access to new parts of the
existing reservoir or new reservoirs. She said she therefore
thinks the seismic is going to be tied to the exploration and
devel opnment phase.

1:55:16 PM

REPRESENTATI VE GUTTENBERG i nqui red whether current state statute
deals with well-related expenditures in any way.

M5. DAVIS answered this is a newtermof art. For credits under
AS 43.55.023, the term of art is qualified capital expenditure
and both the statute and the departnent's regulations have
defined that. For credit under AS 43.55.025, which is existing
exploration, the statute defines categories of costs that are
allowed to receive that credit and these categories include both
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some capital and sonme operating types of expenses. However,
this proposed credit would create a new category of expenses.

1:56: 07 PM

REPRESENTATI VE GUTTENBERG, regardi ng subparagraph (A) (i), asked
whether the intangible drilling cost wunder |IRS code is
specifically for exploration and devel opnent costs, or whether
there are other definitions wunder the IRS code or other
definitions outside of the IRS code that the conmmttee m ght
want to consi der.

M5. DAVIS responded that Amendnent 3 first starts with what
would be allowed as a |ease expenditure; it then goes to a
subset of allowed |ease expenditures that nust qualify as
intangible drilling and developnent costs. She said her
understanding is that intangible drilling and devel opnment costs
are a circunmscribed set of cost itenms and that a |arge body of
| aw has been worked up that nmakes it clear what those costs are.

MR. DI CKINSON added he is unaware of any other definitions,
although he is sure there are other definitions of what well-
rel ated costs are. Because this is a tax definition there are a
| ot of court cases that have clearly set the boundaries in a tax
cont ext . It therefore makes sense to go to this set of pre-
exi sting definitions.

1: 57: 53 PM

REPRESENTATI VE GUTTENBERG inquired whether anything has been
| eft out of Anmendnent 3 for which a deduction could be given.

M5. DAVIS replied that this particular subset of |ease
expenditures allowed during production is narrowmy circunscribed
in the anendnment by virtue of having to be related to the
processes of operating a well and noving fluids to the well head.

By excluding the processes |isted on page 1, lines 22-23, a line
has been drawn at the wellhead assenbly which says the costs
incurred upstream of that will not be taken into account, but

the costs downstream of that are included. So, yes, absolutely,
there are things upstreamthat the conmttee could consider, but
this is a fairly clear line in the sand.

1: 59: 19 PM
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REPRESENTATI VE GUTTENBERG, given that a wellhead or Christmas
tree mght have a well house on top, asked how downstream is
defi ned.

M5. DAVIS answered the |anguage talks about the assenbly of
val ves, pipes, and fittings used to control the flow of oil and
gas from the casinghead, so it defines what is being called the
assenbl y. She thus assuned that "that assenbly” on line 23 of
the anmendnent refers to the assenbly described in the Iines
above it. She said she thinks it would be interpreted by
Departnment of Revenue tax specialists as stopping at wherever
t he val ves, pipes, and fittings that control the flow stop.

CO- CHAIR JOHNSON added that the intention is to stop once it
gets above ground, so this is trying to define that as tightly
and narrow y as possi bl e.

2:00:44 PM

REPRESENTATIVE P. WLSON inquired whether every type of well
there i s has been nanmed in subparagraph (A) (i).

MS. DAVI S responded there could conceivably be an injector well,
which is not literally listed, but it should fit wthin this
descri ption.

MR. DI CKINSON corrected Ms. Davis's statenment by clarifying that
injection well is included in subparagraph (A)(i). A difference
bet ween the governor's bill and this is that the governor's bil
woul d exclude service wells, and service wells include injectors
under Alaska Gl and Gas Conservation Commi ssion (AOGCC)
regul ations. Anmendnent 3 is therefore a |ittle broader than the
governor's bill because it includes injection wells. One issue
is how to mnimze conflicts when drawing clean I|ines. For
exanple, sonme wells are specifically drilled as injection wells,
but a production well may be turned into an injection well when
that area is no |onger producing. Thi s subparagraph makes it
clear that injection wells would be all owed.

2:02:35 PM

REPRESENTATI VE SEATON asked what the distinction is between an
injection well and a disposal well.

M5. DAVIS replied that water or a mscible fluid is injected

into injector wells to enhance or drive production. A disposa
well is a type of injection well used to get rid of sonething,
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such as drill cuttings, nmud, or water for which there is no
useful purpose, and a disposal well does not enhance production.

REPRESENTATI VE SEATON surmsed that the disposal of carbon
di oxi de, water, or natural gas would be considered an injection
wel | under the term nology of Amendnent 3, and not an injection
well for mud, chips, or sonething else that does not pressurize
the field in sone way.

M5. DAVIS answered as long as there is sonme production enhancing
aspect to the injection, the departnent would consider it to be
an injector well that is allowed. The purpose of the injection
woul d define whether the material is being disposed.

2:04:45 PM

REPRESENTATI VE SEATON presunmed there is no way for either the
Depart ment of Revenue or the Departnment of Natural Resources to
determ ne whether the disposal of carbon dioxide 1is to
pressurize the field or to get rid of it.

M5. DAVIS responded that the Ilocation of +the bottom hole
relative to the reservoir nmakes it very clear whether an
injector well is being used for pressurizing or disposal.

2:05:28 PM

REPRESENTATI VE  SEATON understood that subparagraph (A)(ii)
relates to the nornmal operation of the field and giving a tax
credit for anything bel ow the surface.

M5. DAVIS replied that there is a nore nuanced approach to this
because this is a part of the definition that was included in
HB 280 in a nod to the governor's concern that a credit be given

to get sonething. The design here is not to give a credit to
someone who tinkers with the wellhead but does nothing to stem
the normal decline of that well production. Rat her, this is

designed to target those activities that try to inprove the
production rate above what it would be if nothing was done.

MR. DI CKI NSON added that when he gives a presentation he always
di splays a graph depicting the anmpunt of decline in Alaska's

producti on. He said M. Davis's point is that if well
production is maintained, the line in the graph would be flat
rather than declining by 6-7 percent every year. So, that is

the why the term"maintain" is used in Arendnent 3.
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2:08:18 PM

REPRESENTATI VE SEATON noted that every field on the North Slope
is in decline, and asked whether there is any tine that it could
be said a producer is not attenpting to maintain production
above what it would otherwi se be if nothing is done.

MR. DI CKI NSON answered the intent is to avoid just that kind of
di spute by creating a rule that says any tinme new noney is spent

or invested to get oil out of the ground, the bel ow ground
portion of that wll be included. The costs for central gas
facilities, gas conpression plants, flow stations, and gathering
centers are excluded from this. The line has been drawn to

specifically aimfor the well costs.
2:10: 19 PM

CO- CHAIR JOHNSON inquired whether M. D ckinson or M. Davis
knows of an oil conpany that has spent noney to keep production
at the same decline |evel.

MR. DI CKINSON pointed out that there was no decline after 1999
because a |lot of nobney was spent to sinply not decline further.
Cenerally, the reason a producer invests is to get oil out and
if that investnment does not get nore production then that
investment will not be nade.

CO CHAI R JOHNSON said his hope is to get nore production
2:11: 05 PM

REPRESENTATI VE TUCK asked whether a well reconpletion is
different froma well workover.

M5. DAVIS understood that a reconpletion is when the well has
been drilled to the targeted zone but the producer believes the
well's performance is suboptinmal and therefore chooses to
reconplete the well at a deeper or shall ower depth. In further
response, she said she thinks a well workover under Anmendnent 3
woul d include currently producing wells and wells that have been

suspended. The presunption is that the well was drilled and
producing at one tine, and whether production has stopped or
not, the provision is intended to cover well workover costs. In

response to another question, she confirnmed that tax credits for
a well workover could be for re-opening a well that had been
shut down or a reconpletion by drilling down further.
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[ Co- Chai r Johnson passed the gavel to Co-Chair Neuman. ]
2:13:11 PM

REPRESENTATI VE TUCK requested a definition of stratigraphic test
wel | .

M5. DAVI S described a stratigraphic well as one that is drilled
solely for the purpose of ascertaining data. She said this is
defined in various |locations, one of which she thinks is AS
43.55.025. The challenge is that that kind of well can qualify
as an intangible drilling and devel opnent cost if it is capable
of transporting hydrocarbon fluids should they be encountered
Thus, it is possible to have a stratigraphic well that vyields
bot h data and producti on.

[ Co- Chair Neuman returned the gavel to Co-Chair Johnson.]
2:14: 42 PM

REPRESENTATI VE TUCK inquired whether a stratigraphic test well
coul d end up becom ng a disposal well.

M5. DAVIS replied it could, but it would be unlikely because

nost disposal wells are designed according to what wll be
di sposed as far as the casing size, which usually has to be
| arge for disposal. Also, the location to which a disposal well

goes has to be carefully selected because it nust be approved by
vari ous environmental agencies and denonstrated that the
drilling is to a location that cannot access drinking water or
be susceptible to | eaking.

2:15: 31 PM

REPRESENTATI VE TUCK asked whether a disposal well is the only
exception to any type of exploration and devel opnent.

M5. DAVIS answered she cannot think of anything else that would

be well related. As long as sonething fits wthin the
definition of being a |ease expenditure and neets the criteria
of being an intangible drilling and developnment cost, that

shoul d pretty nmuch exclude just disposal wells.

MR. DI CKINSON agreed that that summarizes the kinds of wells.
He added there are sone wells for which a different credit would
be used. For exanple, there is a 40 percent exploration credit
for wldcat wells nore than 25 mles from an existing unit or
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other drilling |ocation. If 30 years earlier a well had been
drilled closer than that, then this would be the pertinent place
where the credit would go.

CO CHAIR JOHNSON stated Amendnment 3 is a conform ng anmendnment
and is the sane |anguage for defining wells that was adopted a
week ago [in HB 280]. He said he would like the committee to
deci de whether it wants consistent |anguage in the bill.

2:17:39 PM

REPRESENTATI VE SEATON inquired whether the state receives the
data for credits given under AS 43.55.025 for the North Sl ope.

MS. DAVI S responded yes.

REPRESENTATI VE SEATON asked whether the data would be received
under this provision.

MR, DICKINSON replied not in this definition, but page 9 where

Amendnment 3 would go, lines 19-23, wuld require that the
producer agree in witing to the terns and submt the data to
receive the credit. So, yes, all the ternms that apply to the

exploration data would apply to anything that is done here.

REPRESENTATI VE SEATON noted that the state allows deductions for
an anmount of overhead and inquired whether there are any other
pl aces where credit is given for overhead.

M5. DAVIS answered no, this would be the only credit she is
aware of that would have an all owance for overhead.

2:19: 06 PM
REPRESENTATI VE KAWASAKI nai ntai ned his objection to Anendnent 3.

REPRESENTATI VE P. WLSON asked whether there is a deduction for
over head anywhere el se.

M5. DAVIS responded yes, and recalled her answer to Co-Chair
Neurman about how transportation costs and | ease expenditures are
subtracted from the selling price of the product, and that one
of the elenents of |ease expenditures is overhead. The taxpayer
recovers 4.5 percent of all direct costs as its overhead, which
is deducted before the departnent conmes up wth the net
remai ni ng anount, called the production tax val ue, against which
the tax is applied.
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MR. DI CKI NSON added that if HB 280 becones | aw, a deduction wll
be there as well; however, M. Davis is correct that right now
there is not.

REPRESENTATI VE P. WLSON surm sed this would allow a taxpayer to
deduct the overhead tw ce.

M5. DAVIS replied yes, the overhead as well as the underlying
cost because all of those get deducted as |ease expenditures to
arrive at the net anount. The beauty of credits is that the
t axpayer receives a double bang for its buck

2:20:59 PM

REPRESENTATI VE EDGVON i nqui red whether the Departnent of Revenue
supports Anmendnent 3.

M5. DAVI S answered the departnment supports the concept of having

a credit simlar to that included in the governor's bill for
infill drilling expenditures. Wile HB 308 is not the
admnistration's bill, it has simlar elenents.

REPRESENTATI VE EDGMON asked whether this |language is nore
aggressive than the Departnent of Revenue and the governor would
desire.

MS. DAVIS responded there are a few places where it goes further
than the governor's bill. As far as having a credit for that
type of activity, the governor is supportive. Speaking just to
Amendnent 3, she said she thinks the governor could live with
this type of credit.

2:22.:26 PM

REPRESENTATI VE KAWASAKI nai nt ai ned his objection.

A roll call vote was taken. Representati ves Edgnon, P. W] son,
A son, Neuman, and Johnson voted in favor of Anmendnent 3.
Representatives Quttenberg, Kawasaki, Tuck, and Seaton voted
against it. Anmendnment 3 was therefore adopted by a vote of 5-4.

2:23:20 PM

REPRESENTATI VE SEATON noved to adopt Anendnent 4, |abeled 26-
LS1328\ P. 4, Bull ock, 3/25/10, witten as foll ows:
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Page 2, following line 22:
Insert a new bill section to read:

" Sec. 5. AS 43.55.011(f) is repealed and
reenacted to read:

(1) This subsection applies to a taxpayer that
produces nore than 100,000 BTU equivalent barrels of
oil and gas a day north of 68 degrees North |atitude.
Notwi t hstanding any contrary provision of law, a
producer nmay not apply tax credits to reduce the
producer's total tax liability wunder (e) of this
section for oil and gas produced from all |eases or
properties within the wunit or nonunitized reservoir
bel ow 10 percent of the total gross value at the point
of production of that oil and gas. If the anount
calculated by nultiplying the total tax rate
determ ned under (e)(1l) and (g) of this section tines
the total production tax value of the oil and gas
t axabl e under (e) of this section produced fromall of
the producer's |eases or properties is less than 10
percent of the total gross value at the point of
production of that oil and gas, the tax levied by (e)
of this section for that oil and gas is equal to 10
percent of the total gross value at the point of
production of that oil and gas.”

Renunber the followi ng bill sections accordingly.

Page 4, lines 6 - 23:
Delete all material and insert:

"(B) for oil and gas produced from | eases
or properties subject to AS 43.55.011(f), 1/12 of the
anount due for the cal endar year of the tax anount due
under AS 43.55.011(f) [ THE GREATEST OF

(i) ZERQ

(i) ZERO PERCENT, ONE  PERCENT, TWO
PERCENT, THREE PERCENT, OR FOUR PERCENT, AS
APPLI CABLE, OF THE GROSS VALUE AT THE PO NT OF
PRODUCTI ON OF THE O L AND GAS PRODUCED FROM ALL LEASES
OR PROPERTIES DURING THE MONTH FOR WH CH THE
| NSTALLMENT PAYMENT | S CALCULATED;, OR

(rit) THE SUM OF 25 PERCENT AND THE TAX
RATE CALCULATED FOR THE MONTH UNDER AS 43.55.011(9)
MULTI PLI ED BY THE REMAI NDER OBTAI NED BY SUBTRACTI NG
1/12 OF THE PRODUCER S ADJUSTED LEASE EXPENDI TURES FOR
THE CALENDAR YEAR OF PRODUCTI ON UNDER AS 43.55.165 AND
43.55.170 THAT ARE DEDUCTIBLE FOR THOSE LEASES OR
PROPERTI ES UNDER AS 43.55.160 FROM THE GROSS VALUE AT
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THE PO NT OF PRODUCTION OF THE O L AND GAS PRODUCED
FROM THOSE LEASES OR PROPERTIES DURI NG THE MONTH FOR

VWH CH THE | NSTALLMENT PAYMENT | S CALCULATED) ;"

Page

Page

Page

Page

Page

Page

Page

Page

Page

10, line 23:
Del ete "sec.
| nsert "sec.

10, line 31:
Del ete "sec.
| nsert "sec.
Del ete "sec.
| nsert "sec.

11, line 1:
Del ete "sec.
| nsert "sec.

11, line 5;
Del ete "sec.
| nsert "sec.

11, line 7:
Del ete "sec.
| nsert "sec.

11, line 8:
Del ete "sec.
| nsert "sec.
Del ete "sec.
| nsert "sec.

11, line 11:

Del ete "secs.
| nsert "secs.

11, line 13:

9"

g"
9"
9"
10"

10"
11"

9"

9"
10"

10"
11"
13"
14"

11
1,

2, 4, and 6 -
2, 4, and 7 -

Del ete "AS 43.55.011(g)"
| nsert "AS 43.55.011(f),
reenacted by sec.

Del ete "sec.
| nsert "sec.

5 of this Act,

5"
6"

Delete "t akes"

| nsert "take"

11, line 14:

Del ete "secs.
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1,

2, 4, and 6 -

-26-

19"
20"

as

19"

repeal ed and
and AS 43.55.011(g)"
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| nsert "secs. 1, 2, 4, and 7 - 20"

Page 11, |ine 15:
Del ete "secs. 20 and 21"
| nsert "secs. 21 and 22"

CO- CHAI R JOHNSON obj ect ed.
The commttee took an at-ease from2:23 p.m to 2:27 p.m
2:27:09 PM

REPRESENTATI VE SEATON noved to adopt Conceptual Amendnent 1 to
Amendnent 4, witten as foll ows:

Page 1, line 8:
Delete "within the unit or nonunitized reservoir"

Page 1, lines 10 and 11:
Insert "producer's total tax liability under (e)

of

Page 1, line 12, [after] "section":
Del ete "produced fromall of the producer’'s”
Insert "for oil and gas produced front

CO- CHAI R NEUVAN obj ect ed.
CO- CHAI R JOHNSON obj ect ed
2:27: 48 PM

REPRESENTATI VE SEATON explained that Conceptual Anendnent 1
[adopted at the previous neeting and withdrawn at the start of
today's neeting] had provisions that delineated by field.
Several sections in that anendnent were by taxpayer's producing
over 100,000 British Thermal Unit (BTU) equivalent barrels of
oil and gas per day, and in Anmendnent 4 these sections did not
get changed to the tax liability. On page 1, line 8, "within
the unit or nonunitized reservoir” should be deleted because
Amendnent 4 is now talking about a taxpayer instead of a
t axpayer's production from a field or unit. This is the sane
t hroughout, so Conceptual Amendnent 1 to Anendnent 4 would
delete the references to a field or wunit and insert the
producer's total tax liability.

2:28: 59 PM
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CO- CHAIR NEUVAN noted that oil is currently selling on the
mar ket for about $80 [Wst Coast price per barrel] and gas is
selling at about $4 [per thousand cubic feet]. He inquired
whet her those prices would be considered the gross values of
that oil and gas.

M5. DAVIS responded no, the gross value is a termof art used at
the point of production, which on the North Slope is Punp
Station 1. The gross value is determned by taking the selling
price and deducting the marine and pipeline transportation costs
that are incurred starting at Punp Station 1. In further
response, she said the Departnment of Revenue uses roughly $6.50
to $7.00 for the transportation cost, so the gross value of the
oil in this exanple would be $73 [per barrel].

2:31:41 PM

REPRESENTATI VE SEATON, in response to Representative P. WIson,
again explained that Conceptual Amendnent 1 to Anmendnent 4 is
conform ng language to ensure it is the taxpayer's liability
that is talked about and not oil and gas produced from a
specific unit or reservoir.

CO- CHAIR JOHNSON wi t hdrew his [objection to the anendnent to the
anmendnent], but said this does not in any way indicate he
supports the pendi ng anmendnent.

REPRESENTATI VE TUCK objected to ask if the reason for the
amendnent to the anmendnment is because there could be nore than
one taxpayer on a particular reservoir.

REPRESENTATI VE SEATON responded that rather than a specific unit
or field, what is being talked about is a taxpayer that produces
over 100,000 [BTU equivalent barrels] in total production and
this total production is the taxpayer's tax base.

2:33:27 PM

CO CHAI R NEUMAN wi t hdrew hi s objection. There being no further
obj ection, Conceptual Anendnent 1 to Anendnment 4 was adopt ed.

CO- CHAI R JOHNSON rmai nt ai ned his objection to Arendnent 4.
REPRESENTATI VE SEATON stated that industry has asked to receive

nore of the upside through reduced progressivity or other neans
of taking less tax on the upside. Under ACES, a bal ance was
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struck using a floor nechanism whereby the state took the risk
through no taxes on the downside in return for taking nore tax
on the upside. Now, the legislature is recalculating the taxes
and credits so that industry receives nore of the upside. To
restore the balance, Anendnent 4 would provide that the state
receive tax when prices are | ow.

2: 35: 55 PM

CO-CHAIR NEUVAN inquired what the BTU equivalent is for a
standard cubic foot of methane.

M5. DAVIS responded the amount of gas it takes to create 6,000
BTU s of energy is called one barrel equivalent, although the
conversion factor is not exactly 1 because it depends upon the
gas field.

2:37: 03 PM

CO CHAI R NEUVAN pointed out that in the com ng years as nore and
nmore mscible fluids are injected into wells to keep up oi
production, the oil wll becone |less and |ess val uable because
of its decreased BTU value. He further noted that propane has a
BTU value two and a half tinmes that of nethane, so a 100,000 BTU
equi val ent of gas could be as little as 10-14 cubic feet of gas.

M5. DAVIS replied she thinks that as wused in Anmendnment 4,
100,000 BTU equivalent barrels of oil and gas refers to the
definitional section and is not taking the BTU in isolation.
Rat her, BTU equivalent barrel is a termof art, and for gas that
wll always be the anmount of gas that has a heating value of 6
mllion BTUs. A BTU equivalent barrel equilibrates the
di fferences between propane, natural gas liquids, and |iquefied
nat ural gas.

2:39: 35 PM

CO- CHAIR NEUVAN said [Amendnent 4] is about all oil and gas
produced north of 68 degrees.”

M5. DAVIS answered it applies only to the North Slope, as she
reads it, and it only applies to a taxpayer that on any average
day of a year has at |east 100,000 barrels of oil equivalent in
production credited to its account. This mninmmtax would only
apply to those specific tax payers regardless of whether this
production is all oil, or a mxture of oil and gas, or all gas.
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2:40:22 PM

CO CHAIR NEUMAN stated that would be just about all producers
north of 68 degrees.

M5. DAVI S responded that this mninmm tax would apply only to a
t axpayer whose various interests in the North Slope added
t oget her average 100,000 barrels of oil equivalent a day. Under
AS 43.55.024, a producer eligible for the $6 nmllion credit is
defined as one that does not have nore than 50,000 barrels of
equi val ent average per day. This statute also has a $12 nillion
credit and to qualify for that credit a producer cannot have
nore than 100,000 barrels of oil equivalent a day. She said she
therefore thinks the 100,000 was intended to draw a |ine between
the last entity that could be a small producer and the others.

MR. DICKINSON interjected that three producers would currently
neet that qualification - "ExxonMbil, BP, and ConocoPhillips."
No ot her producer cones cl ose.

2:42:11 PM

CO-CHAIR NEUVAN offered his belief that the Jlanguage [in
Amendnent 4, page 1, lines 6-7] that states "Notw thstanding any
contrary provision of law, a producer may not apply tax credits
to reduce the producer's total tax liability under (e) of this
section...."” would basically kill HB 308.

M5. DAVIS explained (e) is a reference to AS 43.55.011 and deal s
with the base tax and progressivity tax, so (e) is the tax
l[tability. This first part of Amendnent 4 would provide that a
| arge producer's tax liability under the production tax for its
North Slope oil cannot be less than 10 percent of the gross
value at the point of production, a large producer being one
with nore than 100,000 barrels [of oil equivalent a day]. The
second part of Amendnment 4 is about credits and would provide
that credits can draw down a large producer's tax liability no
further than 10 percent of the gross value. Thus, credits could
not be used to bring a large producer's tax liability down to
zero, and any credits that could not be used would then be
carried forward.

2:44: 29 PM
CO-CHAIR NEUMAN noted that Anendnment 4 would insert a new

Section 5 that would repeal AS 43.55.011(f) and reenact it with
new | anguage. He read this new Section 5 aloud as it would read
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amended by Conceptual Anendment 1. He understood that if $80 is
the oil price and the transportation cost is deducted to arrive
at a gross value of $73 at the point of production, then no nore
than $7.30 could be taken off of that for the total tax on that
produced val ue.

M5. DAVIS replied it is correct that $7.30 is 10 percent of the
gross val ue; however, that represents the mninmm tax that would
be paid by one of these |large producers for its production. | f
ACES is higher, this does not get inplicated; but, if for sone
reason the tax liability is calculated using ACES, it cannot
fall below the $7.30. Li kewi se, a producer could not have a
higher tax liability under ACES and then apply all its credits
to draw it down bel ow $7. 30. The $7.30 would be the floor in
tax that would be paid on those barrels at $80 West Coast price.

2:48: 36 PM

CO- CHAIR NEUVAN understood "Notwi thstanding any contrary
provision of law' to be royalties.

M5. DAVIS answered no, it would be the production tax section.

CO- CHAIR NEUMAN reiterated his belief that being unable to use
credits to reduce the tax liability would kill HB 308.

M5. DAVIS responded the provision does not say that credits
cannot be used, it says the credits cannot be used to drive down
the tax liability to less than $7.30 per barrel in this
hypot heti cal exanpl e.

MR. DI CKINSON agreed with M. Davis's characterization of how
this provision would work. He noted a mnor correction that
could be made to the anmendnent, explaining that the |aw being
repl aced tal ks about tax subject to (i) and tax subject to (0).
As currently framed, Amendnment 4 would put a double tax on gas
used in the state because it is not exenpted fromone. That is
a technicality because here the liability under (e) is conpared
against the total gross value at the point of production. So,
gross value at the point of production would include everything,
while the value under (e) does not include a tax on the royalty
portion of private royalties and gas used in the state. He said
it is a very mnor point because very few dollars are attached
toit, but it is one correction.

2:50: 52 PM
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CO-CHAI R JOHNSON asked whether "few doll ars" nmeans $100 million
or $10 mlli on.

MR. DI CKINSON replied that at $73 the floor typically would not
apply, but it would if oil prices declined to the $10 range. He
said he believes this would only occur when there are very |ow
prices, like the |low prices for gas now, so what is being tal ked
about is hundreds of thousands of dollars. However, for several
smal | taxpayers it would be critical that they understand what
their obligation was.

CO CHAIR JOHNSON clarified that Amendnent 4 would take the fl oor
out and protect the state on the down side while sharing nore on
t he upside. He asked whether it is correct that the downside
woul d be around $10.

MR. DI CKINSON answered it would occur when the gross value at
the point of production is about 1.6 tines the | ease costs. For
exanple, at a lease cost of $20 this provision wuld be
triggered at 1.6 tinmes $20, which would be about $32.
Therefore, this would not be triggered at today's prices of
nearly $80, but it would be triggered earlier than $10.

2:52:46 PM

MR. DICKINSON, in response to Representative Seaton, explained
that for the $26 figure wused in Departnment of Revenue
publications, $20 was the upstream cost and $6 was from the
destination value in the Lower 48 to the gross value at the
poi nt of production.

REPRESENTATI VE = SEATON, in response to Co-Chair Johnson,
confirmed that the remaining |anguage in Anendnent 4, page 2,
line [19] onward, is conform ng anmendnents.

2:54: 29 PM

CO CHAI R JOHNSON wi t hdrew hi s objection

CO CHAIR NEUVAN nmintained his objection, saying he does not
bel i eve the changes nade by Anendnent 4 are appropriate.

CO- CHAIR JOHNSON said he will look into this, but at his point
he does not have a terrible objection to the anmendnent.

A roll call vote was taken. Representatives Quttenberg,
Kawasaki, Tuck, P. WIson, O son, Seaton, Edgnon, and Johnson
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voted in favor of Amendnent 4, as anended. Representati ve
Neurman voted against it. Therefore, Anmendnent 4, as anended,
was adopted by a vote of 8-1.

2:56:39 PM
CO- CHAI R JOHNSON opened public testinony on HB 308.

M5. DAVIS offered testinony on behalf of the Departnent of
Revenue. She provided a 5-page handout and said that the |ast
page entitled, "Conparison of Progressivity Inpacts,"” dated
2/ 24/ 2010, captures the wupside that would be shifted back to
producers just by the proposed progressivity change. She not ed
that the calculations for fiscal years 2008 and 2009 are based
on actual data and the calculations for fiscal years 2010, 2011,

and 2012 are based on the departnent's fall 2009 revenue
forecasts. The colum for Version E shows the inpact of
changing the progressivity from0.4 to 0.2 percent. The colum

for Version P shows the inpact of keeping the progressivity
curve at 0.4 percent but starting the progressivity after $30
The nunbers in these columms are the reduction in current
production tax revenue that the state would receive during those
fiscal years; the figures are expressed in mllions of dollars
as well as percentages. She related that the admnistration
under the governor is keen to give credits if the state wll
receive value in the form of increased production or increased
enpl oynment, but the change in progressivity under HB 308 is not
necessarily tied to those el enents.

2:59:35 PM

M5. DAVIS said another area of concern for the Departnent of
Revenue is the interest rate which the bill would set at 3
percent above the Federal Reserve rate. Wth the Federal

Reserve rate currently wavering between 0.5 and 0.75 percent,
DOR is very nuch concerned that the state may not get paid
because nobst conpanies could not borrow noney at 3.75 percent;
if there are disputes or issues the conpanies will hang on to
the noney and potentially nmake noney on the difference. If the
11 percent rate is changed, she said the departnment would
suggest adjusting the rate to 5 percent.

M5. DAVIS, in regard to the statute of limtations, related she
has received calls from a conpany that is very anxious to get

its credits processed and cashed out. The conpany is noving
from the exploration and devel opnent phase to production, but
needs the cash flow to do so. Unfortunately, the auditor who
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has the account for that conpany is tied up trying to conplete a
three-year statute of limtation, so she nust tell this conpany
that it will have to wait for its credits to be processed. She
cautioned that if HB 308 passes and all of the six-year statute
of limtations becone three-year, all the efforts to create
credits for returning noney back to investors wll not be
reali zed because the departnment does not have the manpower to
process a three-year audit limtation and get the credits out
because both are done by the sanme people. She said she could
hire nore staff if it was politically popular and financially
doabl e, but that is not the situation right now

CO- CHAIR JOHNSON stated he is "not wapped around the axle on
the statute of limtations" and if the bill passes out of this
conmittee he will work with the House Finance Conmittee in this
regard to help provide the departnment what it needs.

3:02: 28 PM

M5. DAVIS, in response to Representative Seaton, explained that
the $300 mllion in inpact for Version P in the fiscal year 2010
[page 5 of Ms. Davis's handout] represents actual data for the
nmonth of January and the other 11 nonths are what were
forecasted for fall 2009.

REPRESENTATI VE SEATON observed that over the past three years
Version P would have reduced the state's revenue by over $1.7
billion in actual incone. In response to Co-Chair Johnson, he
poi nted out that the chart conpares the inpacts of Version E and
Version P to current |aw under ACES.

3:04: 03 PM

REPRESENTATI VE SEATON further observed that the chart does not
include the inpact to state revenue of the proposed credits;
thus, the total decrease in revenue to the state from HB 308
woul d be well over $2 billion. He pointed out that there has
been no identification as to what would be cut fromthe state's
budget as a result of this revenue decrease. For exanple, would
forward funding of education or wuniversity capital construction
be cut out?

CO CHAIR JOHNSON responded it would nmean the state would only
have $11 billion in reserve instead of the current $12 billion
so he does not think anything would be cut and instead there
woul d be | ess surplus.
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3:05: 06 PM

REPRESENTATI VE SEATON argued that the forward funding of
education is part of what the co-chair is calling the surplus.
Just this year the state finally repaid what it owed the
constitutional budget reserve fund, so when talking about what
things could be swept out, such as the Al aska Housing Finance
Corporation (AHFC), that is true. He said he needs to | ook nore
at the econom c inpact of the bill.

CO CHAIR JOHNSON replied there will be that opportunity in the
House Fi nance Commttee and on the House fl oor.

3: 05: 54 PM

REPRESENTATI VE SEATON nmintai ned that nmore information IS
needed. He noved to table HB 308.

A roll call vote was taken. Representati ves Kawasaki, Tuck,
Seat on, Edgnon, and Guttenberg voted in favor of tabling HB 308.
Representatives O son, P. WIson, Neuman, and Johnson voted
against it. Therefore, HB 308 was tabled by a vote of 5-4.

3:07: 08 PM

ADJ OURNMENT

There being no further business before the commttee, the House
Resources Standing Commttee neeting was adjourned at 3:07 p. m
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