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ACTI ON NARRATI VE

9:18:19 AM

COCHAIR MARK NEUVAN called the House Resources Standing
Commttee neeting to order at 9:18 a.m Representatives Tuck
Gutt enberg, Edgnon, Kawasaki, Seaton, P. WIlson, O son, Johnson,

and Neuman were present at the call to order

SB 305- SEPARATE O L & GAS PROD. TAX/ DEDUCTI ONS

9:18: 50 AM

CO- CHAI R NEUMAN announced that the only order of business is CS
FOR SENATE BILL NO 305(FIN)(title am, "An Act providing that
the tax rate applicable to the production of oil as the average
production tax value of oil, gas produced in the Cook Inlet
sedi mentary basin, and gas produced outside of the Cook Inlet
sedinentary basin and used in the state increases above $30
shall be 0.4 percent multiplied by the nunber that represents
the difference between that average nonthly production tax val ue
and $30, or the sum of 25 percent and the product of 0.1 percent
mul tiplied by the nunber that represents the difference between
that average nonthly production tax value and $92.50, except
that the total rate determned in the calculation may not exceed
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50 percent; providing for an increase in the rate of tax on the
production of gas as the average production tax value on a BTU
equi val ent barrel basis of gas produced outside of the Cook
Inlet sedinmentary basin and not used in the state increases
above $30; relating to paynents of the oil and gas production
tax; relating to availability of a portion of the noney received
fromthe tax on oil and gas production for appropriation to the
community revenue sharing fund; relating to the allocation of
| ease expenditures and adjustnents to |ease expenditures; and
providing for an effective date." [Before the commttee is HCS
CSSB 305, Version 26-LS1577\M Bul |l ock, 4/10/10.]

9:19:18 AM

CO- CHAIR NEUMAN stated he would not be accepting any further
amendnents to SB 305 beyond those that were submtted |ast
ni ght .

9:19:56 AM

REPRESENTATI VE SEATON said he has two conceptual anendnments with
his name on them that he discussed with Co-Chair Johnson
yest er day. He then opined that these anendnents had been
properly offered.

9:20: 55 AM

CO CHAIR NEUVMAN said those anendnents were delivered at 10:30
p.m last night and not to other nenbers or the public. He
remnded the conmttee that he wasn't taking any further
amendnent s.

REPRESENTATI VE SEATON pointed out that per Mson's Mnual and
the Uniform Rules, anendnents can be offered by any committee
menber at the time the commttee is neeting on the relevant
| egi sl ation. He then related that his anendnents were
conceptually discussed with both Co-Chair Johnson and Co-Chair
Neurman yesterday and they are now in the form appropriate to
of fer before the commttee.

9:22: 04 AM
The commttee took a brief at-ease.

9:22: 55 AM
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CO-CHAIR NEUMAN rem nded nenbers of the 24-hour rule for

receiving anmendnents prior to a nmneeting. Furthernore, he
characterized conceptual anmendnents as anendnents that are
nmerely word smthing. However, he recalled that Representative

Seaton's conceptual anmendnents are substantial changes that
would elimnate the point of production (PoP) nethod and renove
the per barrel of oil equival ent (BOE) nethod.

REPRESENTATI VE SEATON offered his belief that Mason's Manual
would apply here and that he has the right to offer the
anmendnents, which aren't dilatory anmendnents. He agreed that
the anendnents are as Co-Chair Neuman described them and are
significant policy amendnents.

CO- CHAIR NEUVAN reiterated the committee's policies, which are
established and delivered to nenbers at the beginning of the
year. He again reiterated that the 24-hour rule applies for
significant anendnents, adding that the rule is in place to
all ow adequate tine for the co-chairs and conmttee nenbers to
review the anendnents. He enphasized that policy has been nade
very cl ear.

REPRESENTATI VE SEATON stated that his anendnents address whet her
PoP or BCE should be wused as the determning factor for

allocating cost. The aforenentioned isn't a new concept rather
it's a clarification of Version M specifically on the points
that have been discussed at every neeting on SB 305. He

rem nded the commttee that the bulk of the conmttee discussion
has been based on the BCE value, which places the state in a
detrinmental position. The anendnents take the presentation nmade
by M. Logsdon and select the criteria for PoP, which is
rel evant to the discussions the commttee has had.

9:29: 26 AM
The conmttee took an at-ease from9:29 a.m to 9:48 a. m
9:48: 06 AM

CO CHAI R NEUNMAN, upon returning from conferring W th
Representative Dahl strom Chair, House Rules Standing Conmttee,
informed the commttee that Mason's Manual applies to the floor

The rules put out by the House Resources Standing Conmittee
earlier in the year apply to that commttee, and therefore
proposed anendnments and commttee substitutes need to Dbe
delivered to Debra H ggins, Staff, Co-Chair Johnson, or to Co-
Chair Johnson or Co-Chair Neuman 24 hours prior to the schedul ed
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heari ng. He rem nded the commttee that the aforenentioned was
di scussed at length and everyone seened to accept the policy.
However, wultimately Co-Chair Neuman announced that he would
al l ow Representative Seaton to offer his anendnents, but [imt
di scussi on and comments.

9:49: 51 AM

REPRESENTATI VE SEATON related his wunderstanding that the co-
chair had request ed t wo anmendnent s/ proposal s from the
departnent, which he offered to allow to precede his anendnents.

COCHAIR NEUVAN said that he didn't believe anyone besides
Representative Seaton was of fering any anendnents.

CO- CHAIR JOHNSON said that he didn't have any amendnents.
9:50:18 AM

REPRESENTATI VE SEATON noved Conceptual Anmendnent 3, as follows
[original punctuation provided]:

The provisions in this bill that de-couple the
production tax treatnment of oil and gas are limted to
the production tax treatment of oil and gas that are
produced north of 68 degrees North |atitude. Those
changes would include Sections 4, 5, 6, 7, 8, 9, 10
11, 12, 13, 14, 15, 16, 17, 18, 19, 20, and 23.

CO- CHAI R JOHNSON obj ect ed.
9:51: 07 AM

REPRESENTATI VE SEATON expl ai ned that Conceptual Anmendnent 3 is
meant to help inplement the |egislation. If the entire tax
cal cul ation node is changed such that it's decoupled throughout
the state, there would be significant admnistrative and tax
burden to the producers as well as to the administration and the
Depart ment of Revenue. Since the [AS 43.90.320] provision only
applied to production taxes levied on North Slope gas shipped
through firm transportation capacity, Conceptual Anendnment 3
woul d seek to ensure the industry the |east harm and problens in
calculating their taxes. "W'I|l be sure that the anendnent does
what it is intended to do, and that is talk about North Sl ope
gas at the start of open season,” he renmarked.

9:52: 33 AM
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CO CHAI R NEUMAN pointed out that taxes are calculated nonthly,
but deductions can still be taken. He indicated concern wth
issues that could arise due to the different treatnment of the
oil and gas depending upon whether it's north or south of 68
degrees North | atitude.

9:54: 34 AM

REPRESENTATI VE SEATON remnded the conmittee that the entire
purpose of SB 305 is the AG A provisions, which specifically
apply only to North Slope gas. The definition of North Slope
gas is gas produced north of 68 degrees North [atitude.
Representative Seaton related then that SB 305 would change the
way taxes are calculated across the state instead of targeting
the gas that is being discussed and reducing the inpact on the
producers as well as the departnent. He explained that
[ Conceptual Amendnment 3] would elimnate the need to redo taxes
on about five of the seven buckets, discussed in the Logsdon &
Associ ates' presentation.

9:56: 16 AM

REPRESENTATIVE P. WLSON requested that the Departnment of
Revenue staff be allowed to provide information that may help
conmi ttee nmenbers under st and.

9:57: 08 AM

MARCI A DAVI'S, Deputy Conm ssioner, Ofice of the Conm ssioner

Department of Revenue, remarked that she has just seen
[ Conceptual Anendnent 3] and certainly the departnent could nake
it work. She informed the commttee that it does have a certain

mtigation aspect such that it limts the decoupling effects to
the area of concern, which is when the state enters a nmjor gas
sail. Since the anmendnment is conceptual, much of it would be

dependent upon the details of it.
9:58:10 AM

CO CHAI R NEUMAN i nquired as to how Doyon would be inpacted if it
was drilling in the Nenana area and struck | arge vol unes of gas.

M5. DAVIS answered that if Conceptual Anmendnent 3 decouples
north only, then Doyon would have the benefit of having
expenditures associated with their production under the current
aw. Therefore, Doyon would receive credits and since Doyon is
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a small producer, it would have credits it could sell to other
producers until such time as they actually produce. Ms. Davis
opined then that Conceptual Amendnent 3 wouldn't negatively
i npact Doyon.

9: 58: 58 AM

CO- CHAIR NEUVAN inquired as to the situation with [gas in the]
Cook Inlet.

M5. DAVIS said that since the decoupling wouldn't inpact those
in Cook Inlet, it wouldn't inpede the flow of their expenditures
and etcetera. In further response to Co-Chair Neunman, M. Davis
said it would depend upon how decoupling is drafted for the
North Slope, which would then be reflected in regulations the

departnment would adopt. Ms. Davis thanked Representative P.
Wlson for the request of an explanation, but clarified "it
woul dn't be explaining this specific anmendnent, but the

underlying WVersion and the underlying M Version."
9:59:55 AM

COCHAIR JOHNSON mmintained his objection to Conceptual
Amendnent 3 and then called the question.

10: 00: 34 AM

A roll call vote was taken. Representatives Seaton, Guttenberg,
Kawasaki, and Tuck voted in favor of the adoption of Conceptua
Amendnent 3. Representatives P. WIson, dson, Neuman, and
Johnson voted against it. Therefore, Conceptual Amendnent 3
failed to be adopted by a vote of 4-4.

10: 01: 38 AM

The commttee took an at-ease from 10:02 a.m to 10:04 a. m

10: 04: 29 AM

REPRESENTATI VE TUCK noved Anendnent 4, as follows [original
punct uation provided]:

version WA: Page 12, lines 9-12; version M Page
31, lines 19-22

Del et e

"When determ ni ng a reasonabl e met hod of
allocating |ease expenditures between the production
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of oil and the production of gas, the departnent shal
consider allocating |ease expenditures in proportion
to the BTU equivalent barrels of oil produced and gas
produced from each | ease or property.”

| nsert

"When det er m ni ng a reasonabl e nmet hod of
allocating |ease expenditures between the production
of oil and the production of gas, the departnent shal
to the extent possible allocate |ease expenditures in
proportion to the gross value at the point of
production for oil produced and gas produced from each
| ease or property.”

CO CHAI R JOHNSON obj ect ed.

10: 04: 48 AM

REPRESENTATI VE TUCK related his understanding that the sponsor
is concerned that the state wll be in a disadvantaged
bargai ning position if the gas [tax] has to be changed | ater on,
which was one of the nmain reasons for decoupling. He then

directed attention to the chart on page 2 of the Logsdon &
Associ ates presentation dated April 9, 2010. The chart conpares
the BCE nethod versus the PoP nethod, and the concern by the

sponsor is that there will be a total |oss of revenue when oi
and gas are together. The concern from DOR is that it wll be
unable to enter into negotiations for changes. Representati ve

Tuck acknow edged that although under the decoupling scenario
the state would collect nore revenue for the state, the gas
proportion would be about one-third |ower than if the BOE net hod
was utilized. He opined that whether to couple or decouple
cones down to the gas portion of the cost allocation.
Determning that on a PoP versus a BOE nethod places the state
nore in the status quo environnment than the gas cost allocation.

CO CHAI R NEUMAN asked, "In what way?"

10: 08: 39 AM

REPRESENTATI VE TUCK, still referring to page 2 of the Logsdon &
Associ ates report dated April 9, 2010, highlighted that under
the BCE nethod, decoupling results in [tax revenue] in the

amount of 0.3 billion while the status quo results in [tax
revenue] in the anmpunt of 1.2 billion. However, under the PoP
nmet hod, the gas cost allocation can be nmaintained at 0.8 billion
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if the oil and gas are decoupled. The aforenentioned provides a
bit nmore strength in bargaining.

10: 09: 30 AM

CO CHAIR NEUVAN explained that the Btu equivalency was utilized
as a way in which to neasure the value of gas. However, it
doesn't recognize that there are different gases. In fields

such as Prudhoe Bay that contain natural gas |iquids, propanes,
but anes, and ethanes the Btu value is increased and thus the PoP

val ue changes. Therefore, if the Btu value is changed, the
val ue of the PoP has to be able to be adjusted because the val ue
of that gas is different. "So, if you take out that portion of

it, how do you neasure that," he asked.

REPRESENTATI VE TUCK opined that the PoP would be a sinpler and
easier way of determning that. Al t hough the PoP wouldn't
determine the Btu value of one gas as conpared to another gas,
it would be a measure of all production. Representative Tuck
related that he prefers the PoP nethod as it allows the state to
ensure it has the higher cost allocation for gas. Decoupl i ng,
he opi ned, would protect the state's best interest.

10: 11: 05 AM

CO- CHAIR NEUMAN the problem with using the Btu equivalent is
that nobody would drill a field such as QGubik, which is just
met hane, because the value of that Btu is |ower. The actual

value of the product nust be deternined, otherwi se how would
that product be taxed, he asked. He noted that the Btu val ue
changes depending upon the well, how nuch gas is comng out of
the well, and the types of gas com ng out of the well. That Btu
value [of the gas] is then conpared to oil at the point of
pr oducti on.

REPRESENTATI VE TUCK reminded the <conmittee that Logsdon &
Associ ates stated that there are mny different ways to
determ ne the relationship between oil and gas. Representati ve
Tuck said that he didn't have an answer to Co-Chair Neuman, but
woul d i ke to hear the response from DOR

10: 13: 35 AM

CO CHAIR NEUWAN inquired as to how the actual value of gas is
determned if Btu val ues are separated from PoP.

10: 13: 56 AM
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PAT GALVIN, Conm ssioner, Departnment of Revenue (DOR), said his
under standing of the anendnent is that it has nothing to do with
establishing the value for the purposes of taxation other than
in the allocation of costs between oil and gas in order to
derive a production tax value. The ability to use a volune
based neasurenent results in the use of a Btu value in order to
properly use a volunme of hotter gas, the actual heat value, to
establish the volune equivalent. The proportion of that is used
to divide costs and establish the profit or, as the anmendnent
suggests, the value of the two streans is reviewed. Therefore,
the PoP value of the oil and the PoP value of the gas are
reviewed [to determne] the proportion of each. The total costs
are then divided based upon the proportion. Comm ssioner Glvin

said that either way is legitimate and wll arrive at a
production tax value from which the tax is derived. As pointed
out by Representative Tuck, the PoP allocation will result in a
hi gher gas production tax that's locked as well as a |ower
overall tax because the oil's profitability wll be reduced
since nore costs will nove to the oil. This wll be the case

when using PoP versus BCE or heat val ue.

10: 16: 07 AM

CO-CHAIR NEUVAN inquired as to what the departnent currently
uses to derive the value of gas.

COM SSI ONER GALVIN answered that currently regulations include
both systens. In further response to Co-Chair Neunan

Comm ssioner Galvin explained that for the context in which it
was needed, DOR <chose the allocation that best net the
particul ar purpose. "So, you need to choose one for this
particul ar purpose,” he said.

10:17:11 AM

REPRESENTATI VE SEATON noted his agreement with Co-Chair Neunman
on the val ue basis. However, he wanted to ensure that PoP is a
value and isn't a heat content. He expressed the need to
cal cul ate what people will pay for the gas whether it's wet or
dry gas so that the PoP is the actual value associated with the
gas and is for what it will sell.

COWM SSI ONER GALVIN replied yes, adding that to determine the

PoP val ue a conversion of heat value isn't used to convert that
to volunes rather it's the value they sold for in the nmarket.
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10:18: 19 AM

CO- CHAIR NEUVAN inquired as to how the value of the gas is
measured if the Btu isn't used.

COMM SSI ONER GALVI N responded that it's neasured by total sales
of the entire stream less transportation costs, which is how
it's [calculated now]. He further responded that the PoP is how
the attributed gas tax is determ ned under the status quo. The
only time BCE is used is to separate the oil fromthe gas within
a particular field of Cook Inlet in order to conpare it to
Al aska's Clear and Equitable Share (ACES) for purposes of the
"l ower of."

10:19: 07 AM

REPRESENTATI VE P. WLSON ascertained that Conceptual Amendment 4
seens to do the sane thing as Representative Seaton's anmendnent
[that he has yet to offer]. However, it appears Conceptual
Amendnent 4 my provide nore flexibility to DOR over
Represent ati ve Seaton's pendi ng anendnent .

M5. DAVIS surmsed that the debate here is how to get at value
better and Co-Chair Neuman has been asking how such can be
acconplished wthout considering the Btu, which is how the
mar ket tends to evaluate the value. Conceptual Anendnment 4 gets
at the heart of value because going to the gross value at the
PoP is the closest neasure of how the market values the product.
V5. Davis explained that the sales proceeds mnus the
transportation costs results in the gross value at the PoP,
which is the best indicator of the value of the product.
Conceptual Amendnent 4 proposes to allocate expenditures and

costs [based on the notion that] the producers will spend noney
because of how much noney they wll receive for that oil and
gas. The best indicator of what they will receive for that oil

and gas is what people paid for it. The gross value at the PoP
provi des that benchmark, and thus is being used as the neasure
for allocating the | ease expenditures.

10: 22: 57 AM

CO CHAI R NEUMAN i nquired as to what the value is.
M5. DAVIS confirmed that one of the values is Btu, but pointed

out that there are other values. Still, the best neasure of
val ue is what soneone will pay for the product.
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CO-CHAIR NEUVAN then inquired as to how this neasure would
i npact propane shipnments since [propane] is a higher val ue Btu.

M5. DAVIS answered that it's captured because the marketplace
values that stream and if there's good propane they will pay a
price, which will be apparent in the gross proceeds.

CO- CHAIR NEUMAN interjected, "Takes the streamout of the gas."

M5. DAVIS indicated that to be the case, adding that the price
will be evident for the product that continues downstream and
thus the value of it will be known as well.

CO CHAI R NEUVAN pointed out that by taking out the propane, the
Btus are lowered and the value of the gas that is shipped is
al so | ower. He suggested that perhaps it could nmake it nore
difficult to have a successful open season because [the
producers] are counting on those Btus to anortize their cost.

M5. DAVIS specified that for this purpose she would consider
what the marketplace paid for that volune of gas and the sales
prices [fromthe various products in the strean] could be added.

10: 24: 39 AM

REPRESENTATIVE TUCK opined that the My 1st date isn't
necessarily the issue. The goal at this point, in the first
open season, is to define the portion of conbined tax that's
derived from gas. He rem nded the conmttee of an earlier DOR
presentation that illustrates whether the BOE or PoP nethod is
used the [gas cost allocation] is equivalent in a status quo
environment. However, if the oil and gas is decoupled, there is
a significant difference in the gas cost allocation. To

preserve the sponsor's intent for the state to avoid |osing
revenue, [Conceptual Amendnent 4] puts the state in a better
position as it only determnes the gas cost allocation and then
noves forward. Representative Tuck then asked if [ Conceptual
Amendnent 4] is a sinple nethod of determning the gas cost
al I ocati on.

COM SSIONER  GALVIN replied yes. Furthernore, Conceptual
Amendnment 4 provides good direction to DOR wthout mandating
[the use of the allocating |ease expenditures in proportion to
the gross value at the point of production]. He characterized
Conceptual Anmendnent 4 as a good bal ance.
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CO- CHAIR NEUMAN interjected that use of the term "shall" [in
Conceptual Amendnent 4] nmekes the difference.

COMWM SSI ONER GALVIN pointed out that Conceptual Anmendnent 4
inserts language in Section 21 of Version M which would also

need to be inserted in Section 22 on page 32, lines 1-6.
Section 21 addresses cost allocation and Section 2 addresses
adjustnments to cost allocation. In response to Co-Chair Neuman

Comm ssioner Glvin said that although today is the first tine
he has seen Conceptual Amendnent 4, he is famliar with this
type of anmendnent because the commttee has discussed it over
t he | ast week.

10: 28: 50 AM

REPRESENTATI VE TUCK agreed that the commttee tal ked about this
all last week and was the purpose of Co-Chair Johnson's request
of DOR to present the one bucket and two buck worlds under the
BCE and PoP nethods. He reiterated that if the status quo
continues, it doesn't matter. However, if the state decides to
decouple, it will change the gas cost allocation for the state

Representative Tuck said if the state does decouple, he would
prefer using the PoP nethod because it would bring the state
nore status quo.

10: 29: 43 AM

CO CHAIR NEUMAN inquired as to how nuch gas is produced on the
Nort h Sl ope.

COWM SSI ONER GALVI N answered that on the North Slope little gas
is produced for the purpose of sale in conparison to the total
vol une brought out fromthe ground and sent back down.

CO- CHAIR NEUMAN posed a scenario in which the |anguage being
inserted by Conceptual Amendnent 4 didn't include the term
"shal | ". He then asked how such a situation would inpact [AS
43. 90. 320] .

COWMM SSI ONER GALVI N responded that such a change would result in
a significant difference in the way cost allocation would take
pl ace when gas is produced for sale. The aforenenti oned woul d
then result in a significantly different tax burden on the
t axpayer. In further response, Conm ssioner Galvin said, "If
there is no expectation of what the departnent's regul ati ons nmay
use for cost allocation, the potential tax burden would vary
significantly depending upon what the departnent chooses to
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use. " The existing l|anguage [using "shall"] in Conceptual
Amendnment 4 tells the departnent the legislature wants a
particular cost allocation nmethod to be used in order that the
wi ndow of potential deviation by the regulations wll be
narrower than if left undirected.

CO- CHAIR NEUVAN clarified that his point is that one word could
have a significant inpact and difference.

COWM SSI ONER GALVI N enphasi zed that the effect of this law is
that it has significant inpacts on the state's revenue and
shoul d be considered very carefully. In further response to Co-
Chair Neuman, Conm ssioner Glvin highlighted that [SB 305]
locks in [the tax] for potentially 10 years not 2 days.
Comm ssioner Glvin characterized it as "a two-day ginmck to
| ock sonething in for 10 years."

10: 32: 27 AM

REPRESENTATI VE TUCK pointed out that Conceptual Amendnent 4
replaces "shall consider allocating |ease expenditures in
proportion to the BTU equivalent barrels of oil"™ wth the
| anguage "shall to the extent possible allocate |ease
expenditures in proportion to the gross value at the point of
production". Therefore, the "shall" already exists in the

| egi slation and Conceptual Amendnent 4 nerely changes it from
t he BTU equi val ent BCE to PoP.

CO- CHAIR NEUVAN said that nonths were spent to develop the
system proposed in SB 305, which was deened the nost fair for
the state. To change that with an anendnent is inappropriate,
he opi ned.

COM SSIONER  GALVIN clarified that there is no previous

statutory direction for a cost allocation. The legislature
hasn't addressed the issue previously because it's not a
necessary part of a conbined tax system In further response to

Co- Chair Neuman, Conmm ssioner Glvin explained that the Btu
equi val ent per barrel was developed for a conpletely different
purpose than cost allocation. The Btu equivalent per barrel
related to a nethodology for how to conpare gas streans to oil
streans for the purposes of determning the tax value, which is
a different purpose than what's described [in SB 305].

10: 33: 50 AM
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REPRESENTATI VE TUCK surm sed that the state would be in a better
position now even if decoupling never occurs than it would were

the petroleum production profits tax (PPT) program still in
effect. The goal is to protect the interests of Al askans, which
he opined is acconplished with the status quo. Ther ef or e,

Conceptual Anmendnent 4 attenpts to maintain the status quo as
much as possi bl e whil e decoupling.

10: 35: 15 AM

REPRESENTATI VE TUCK specified his question as foll ows:

In conparing to the PPT that was before ACES, if we
keep everything the status quo, isn't the State of

Al aska still collecting nore revenues than we woul d've
been under PPT? Are we safe, we're not losing the
revenues that's been so feared in decoupling. | mean

we are going to be losing sone revenues, but it would
never be as nuch revenues as we would ve lost if we
woul d' ve continued wth PPT.

COWM SSI ONER GALVI N answered yes. As a result of Representative
Tuck's question the other day, DOR did run an analysis and found
that in the various price relationships between oil and gas the
status quo brings in significantly nore revenue than under the
PPT. The analysis further found that 1in nany instances,
particularly when the parity relationship is wide, the increase
from PPT to ACES is much snmaller than the increase from status
guo to decoupl ed. However, if the PPT was decoupl ed, whether
based on BCE or PoP, the result is a situation simlar to the
status quo. Therefore, Representative Tuck is correct that even
with the proposed cost allocation, conpared to PPT the status
guo remains the sane wthout going to the decoupled cost
al l ocation worl d.

10: 37: 21 AM

REPRESENTATI VE TUCK requested that Senator Paskvan be allowed to
speak to Conceptual Anmendnent 4.

10: 37: 55 AM

The commttee took a brief at-ease.

10: 38: 57 AM

HOUSE RES COW TTEE -16- April 13, 2010



SENATOR JCE PASKVAN, Alaska State Legislature, related that he
is intrigued by Representative Tuck's comment on the potenti al
of a win-win situation. He then related that he has no problem
with nmoving SB 305 with decoupling with the PoP nethod. The
af orenenti oned accommodates the interests of protecting the
st at e. He concluded by stating he has no objection to
[ Concept ual Anendnent 4].

10: 40: 05 AM

CO-CHAIR JOHNSON called the question and then renoved his
obj ecti on.

CO CHAI R NEUMAN t hen obj ect ed.

10: 40: 28 AM

A roll <call vote was taken. Representatives Quttenberg,
Kawasaki, Tuck, P. WIson, and Seaton voted in favor of
Conceptual Anendnent 4. Representatives d son, Neunman, and
Johnson voted against it. Therefore, Conceptual Anendnent 4 was

adopted by a vote of 5-3.

10:41:29 AM

REPRESENTATI VE SEATON asked if the charts/slides that were
referenced earlier had been introduced to the commttee.

CO- CHAIR NEUVAN related his belief that they were provided to
commttee nenbers, although they have not been introduced to the
comm ttee.

COCHAIR JOHNSON recalled that the charts were from the
presentation that Comm ssi oner Galvin isn't maki ng, and
therefore nmenbers could discuss themw th himafter the neeting.
He, too, related that the charts/slides haven't been introduced
to the commttee or used in the commttee.

10: 42: 49 AM

REPRESENTATI VE GUTTENBERG surm sed that the charts/slides nostly
deal with PoP versus BCOE. He then asked if the issue was taken
care of with Conceptual Anendnent 4.

COMW SSI ONER GALVI N answered that to the extent that DOR woul d

perform an economc analysis on SB 305 wth the passage of
Conceptual Amendnent 4 the departnent would use the PoP cost
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net hodology to run the econom cs. In further response to
Representative Quttenberg, Comm ssioner Glvin confirned that
Conceptual Anendnent 4 provides the departnent direction in
ternms of whether to use the BOE or PoP nethodol ogy.

10: 44: 09 AM

CO CHAI R NEUMAN, wupon ascertaining no one wshed to testify,
cl osed public testinony.

10: 44: 38 AM

REPRESENTATI VE TUCK echoed earlier statenents that this really
isn't a My 1st issue. The legislature has the ability to
decouple at any tine and there's no urgency to decouple now.
Furthernore, DOR s draft regulations define the portion of
conbined tax that cones from gas. Any decoupling that occurs
after the open season is locked in due to [AS 43.90.320] and has
no affect on what the state <can bring 1in for oil.
Representative Tuck offered that he likes having oil and gas
coupl ed together because it offers an incentive for a gasline.
Wiile the state would potentially receive less revenue if the
state didn't decoupled, the gas producers would be able to take
the | owest gas cost allocation nethod under [AS 43.90.320], this

nerely establishes a ceiling for what the producers wll have to
pay for a gasline. Furthernore, the legislation only gives a
tax break if gas prices are extrenely low and there is a large
parity. If there's a situation in which gas prices are so |ow
that a pipeline isn't necessary, then this discussion isn't
necessary. [The legislation] is for determning the gas cost
all ocation at the point of first open season and only that. I n

summary, Representative Tuck related that he supports having
incentives in place that allow the producers to nove their gas
down a gasline.

10: 47: 15 AM

CO- CHAIR NEUMAN surmsed then that Representative Tuck wll
support the governor's |egislation. He then opined, "It's
because a person's gas production tax obligation, the tax
obligation calculated under the gas production tax that's in
effect on the day that [open season] starts, that's where it's

at." The value was artificially inflated up because of the
calculations of oil and the price of oil. Those cal cul ati ons
weren't accurate, he opined. Co-Chair Neuman noted his
agreenent that the |legislature should ensure the state's
interests are secure. He also noted his agreenment that the
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state has the ability to go back and re-negotiate and that the
state should ensure industry has an environment in which it can
thrive. In conclusion, Co-Chair Neuman related his support for
this | egislation.

10: 48: 57 AM

CO-CHAIR JOHNSON nmoved to report HCS CSSB 305, Version 26-
LS1577\M Bul | ock, 4/10/10, as anended, out of commttee wth
i ndi vi dual recommendati ons and t he acconpanyi ng fiscal notes.

REPRESENTATI VE GUTTENBERG obj ect ed.

10: 49: 21 AM

REPRESENTATI VE GUTTENBERG related his belief that SB 305 is
nei t her necessary nor ready to be noved. He expressed concern
that the next conmttee of referral, the House Finance

Committee, doesn't have tine to address SB 305.

10: 51: 01 AM

REPRESENTATI VE OLSON recalled that one of the co-chairs of the
House Fi nance Conmittee said that if he received SB 305 today he
woul d have tinme to properly vet the legislation. Therefore, he
opined that it's inperative to forward the |egislation today if
it's the will of the conmttee.

CO CHAIR JOHNSON said he believes the groundwork has been laid
for the House Finance Conmittee and it's inportant to forward
this time sensitive |egislation.

REPRESENTATIVE P. WLSON noted that she has reservations in
terms of sone of the provisions in SB 305. However, Concept ual

Amendnent 4 will result in less loss to the state, which she
partially attributed to the fact that oil is still king in
Al aska and the state needs nore oil [exploration]. Al t hough
this legislation isn't perfect, it's time to forward the

| egi sl ati on.

10: 53: 23 AM

CO CHAI R JOHNSON cal | ed the questi on.

10: 53: 30 AM
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A roll call vote was taken. Representati ves Kawasaki, P
Wl son, dson, Seaton, Edgnon, Neunman, and Johnson voted in
favor of reporting HCS CSSB 305, Version 26-LS1577\'M Bul | ock,
4/ 10/ 10, as anended, out of conmittee. Represent ati ves
GQuttenberg and Tuck voted against it. Therefore, HCS CSSB
305(RES) was reported out of the House Resources Standing
Commttee by a vote of 7-2.

10: 54: 23 AM

CO- CHAI R NEUMAN recessed to a call of the chair.
1: 16: 27 PM

CO- CHAIR NEUVAN reconvened the House Resources Standing
Conmi ttee.

1:16: 29 PM

CO CHAI R JOHNSON noved that the conm ttee adjourn. There being
no objection, it was so ordered.

ADJ OURNVENT

There being no further business before the conmttee, the House
Resources Standing Commttee neeting was adjourned at 1:16 p. m
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