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3:34:56 PM

COCHAIR LESIL MCGQU RE called the Senate Resources Standing
Commttee neeting to order at 3:34 p.m Present at the call to
order were Senators French, Welechowski, Stedman, Huggins and
McGui r e.

SB 267-0O L AND GAS PRODUCTI ON TAX

3:35:37 PM

COCHAIR MCGUI RE, sponsor of SB 267, said her intent in
introducing the bill is to recognize the changes nade in
Al aska's Cear and Equitable Share (ACES) and about possible
significant deterrents it made to drilling and job loss in the
state. She said small business owners, in particular, have |ost
a nunber of opportunities for enployees and as a result had
| ayof fs.

3:36:47 PM

She said SB 267 conbines a few elenents, but the biggest one
pertains to the progressivity elements in ACES. She explained
that this conmttee was a big part of the work that was done; it
was here for nonths |ooking at charts and graphs know ng that
the economc limt factor (ELF) nethod of taxing on the gross
was a broken system In an attenpt to reach a better tax system
they | ooked at all kinds of data and had experts from all over
the world. They did the best they could to establish a fornula
that would strike a healthy bal ance between the state's royalty
and severance taxes and private industry's take on the risk they
were taking to develop these oil resources. She said they
experimented with a variety of rates for the progressivity
el ement. She said that SB 267 has a starting point of reducing
the progressivity factor from.4 to .2 at $30/ barrel and up.

3:38:17 PM
CO CHAIR MCGQUI RE said sone people think that the marginal tax
rate, itself, becomes so high at certain points that when

conpani es are conpeting on a global scale for that kind of high
risk investnment opportunity that the risk/reward ratio is not
conpetitive with other jurisdictions.

She said the conmttee worked on getting some kind of a credit
that would incentivize the hiring of nore in-state workers - a
very difficult area of the |aw because in-state hire provisions
have been thrown out as unconstitutional based on right to work,
the commerce clause and other things. But the question about
incentivizing that renai ned open enough that they took a healthy
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stab at trying to establish at various percentage rates the
enpl oying of nore in-state workers.

Finally, if there were a constitutional challenge, she supposed
it would be on the part of an out-of-state worker working for a
conpany or nmaybe a conpany would challenge the state based on
the fact they thought it was unfair that another oil and gas
conpany got the incentive for in-state hire. It would be an
interesting argunent that could play out in the state's favor.
Lastly, she said, SB 267 incorporates the Governor's provisions
that she wanted to hear comment on fromthe adm nistration

COCHAIR MCQURE said that first they would hear from Dan
Di cki nson, Legislative Consultant, about the inpact of ACES.
Then they would hear from two industry representatives on their
perspectives, the adm nistration and ot hers.

3:41: 42 PM

DAN DI CKI NSON, Legislative Consultant, Legislative Budget and
Audit Commttee, said he is a CPA. In the 1980s and 1990s he was
an expert in sonme tax and royalty cases brought by the
Department of Natural Resources (DNR) and the Departnent of
Revenue (DOR), and he was in the DOR for seven years nostly as
the director of the Tax Division.

He said he was going to talk to them basically about the
technical aspects of SB 267 [Technical Aspects of SB 267
(Version A), by Dan Dickinson, CPA, Senate Resources Comm ttee,
Feb. 17, 2010]. The mechanics of tax issues tend to be conpl ex,
he said, and the bill has six changes:

1. Changes progressivity from .4 percent to .2 percent per
dol | ar

2. Wll credit for well work

3. Tax rate tied to resident hire

4. Interest not due on retroactive rate changes until those
regul ations are inplenmented

5. Interest rate is lowered to fed funds +2 or 11 percent

6. Restore three-year statute of Ilimtations from the six
years that was inplenmented in 2007

3:45:10 PM
He enphasi zed that nost of the provisions in SB 267 have nothing
to do wth the changes he just nentioned. The bill changes the

structure of the interest provision, AS 43.55.225, which goes
from being a single section to sections A and B. This neans that
every tinme interest is referenced in Title 43 it had to be
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changed; so nobst changes in the bill change the reference from
AS 43.55.225 to AS 43.55.225(a) with no substantive change.

3:46: 03 PM

MR DICKINSON said the first substantive change is to the
progressivity feature. He reviewed the current base production
tax rate that is 25 percent on the net value at the well (TTV)
that is conbined with a progressivity tax that can range from O-
50 percent; so the total effect of those two together is
somewhere between 25 and 75 percent. The current progressivity
is triggered when the net value of oil is $30/barrel. Under
current law it increases .4 percent for every dollar over $30
Then there is a "bend over point" or "wap around point" at $92
when it drops down to .10 percent for every dollar. This bil
drops the rate from .4 percent to .2 percent and to nake the
mat h work out the bend-over point is at $155.

In 2008, he said, the total base tax generated about $4.2
billion; the progressivity generated about $3.2 billion (for
conparison, roughly the sane size as all royalties and mnuch
| arger than the incone and property taxes).

SENATOR FRENCH said nost of them know what $30 net value neans
when progressivity kicks in, but that is after all the shipping
and production costs have been deducted. He asked himto clarify
t hat nore.

MR. DI CKI NSON responded saying, for instance, if oil is selling
at $90 on the U S. Wst Coast, it would cost about $5 to get it
to that market fromthe North Slope (using TAPS and tankers). If
you are at Prudhoe Bay, you have to deduct the costs of getting
it out of the ground (operating expenses); if you're at a
further field, |ike Kuparek, then you subtract the pipeline to
Kuparek (up to another $1). You deduct the costs in the field -
around $20/barrel and include the capital investnments that are
being made for the future. The DOR uses $26 for the difference
bet ween the value of where the oil is sold on the Wst Coast and
the value on the North Sl ope.

SENATOR FRENCH said from $0-26/barrel, the conpany is recouping
its costs of doing business and paying no production tax; from
$26-56/barrel it's paying 25 percent tax (the base rate), and
above $56/ barrel is when progressivity kicks in.

3:49: 50 PM

MR. DI CKI NSON agreed "roughly,” but it's inportant to note that
when progressivity kicks in it applies to all the production
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whereas federal incone tax applies different tax rates to
different incone |evels individually.

SENATOR FRENCH asked if he calcul ated what the state would have
collected under this bill if it had been in effect in 2008.

MR. DICKINSON answered no, but to a degree it's a Ilinear
extrapol ation and the progressivity would have roughly cut the
state's take in half or $3.2 billion down to about $1.6 billion.
The price was beyond the bend-over point two nonths out of the
year .

SENATOR FRENCH asked if they were to give back that $1.6
billion, how much oil production would be needed to make up that
di fference.

MR. DICKINSON replied that obviously, it would depend on the
pri ce.

SENATOR FRENCH sai d $80/ barr el

3:51:47 PM

MR. DI CKI NSON expl ai ned how the formula works. Wth roughly $7
billion in production taxes and other things to reach $10
billion, you would be looking at roughly 15 percent of that
total . At current production levels which are 600,000

barrel s/day, that woul d be about 80, 000 barrel s/ day.

MR. DICKINSON went on to explain the marginal rate that says
every additional dollar earned will affect this tax. So as soon
as progressivity is hit (slide 9), the marginal rate starts to
junp greatly. For conparison, he said, under an incone tax
syst em when one passes from one bracket to another, his tax rate
goes up a little bit, but not by a large leap (slides 12-20
showed how progressivity works conpared to personal incone tax).

3:57: 59 PM

He said Governor Palin actually proposed a |ess aggressive
progressivity tax, but her proposal would have been .2 percent
hitting a ceiling at 25 percent. The |aw that eventually energed
and becane ACES has a cap at 50 percent instead of 25 percent
(slide 23). This is all on top of the 25 percent base tax. His
graphs conpared progressivity to personal incone tax. The net
effect of changing the cap is to nove the slope of the rate out
so it clinbs at a |l ess dramatic rate.

3:59:16 PM
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Under SB 267, M. Dickinson explained, the junp up in narginal
rate continues to grow, but at a lesser rate than under current
law. The final graphic (slide 26) |ooked at not just the
production tax but property, production and a special inconme tax
as well as a royalty that is paid by nost of them So the
nom nal rate that npbst taxpayers would face is 50-60 percent.
The marginal rate wunder current law can hit 100 percent at
certain prices. He summarized that the effective rate in this
bill would fall sonmewhat |ower than the current effective rate
and the marginal rate wouldn't have the dramatic increase.

4: 00: 03 PM
CO- CHAI R W ELECHOWBKI asked hi mhow the credits are tiered.

MR. DICKINSON replied that in general the credits aren't tiered
or dependant on anything, although sonme provisions apply to
producers producing fewer than 50,000 barrels/day (those other
than the three largest producers). In general, the credits are
at face value and can be transferred around; so the marginal
effect is not going to be as price-dependent.

CO CHAIR W ELECHOANSKI asked if the credits are 20 percent in-
field and 30 percent for exploration.

MR. DI CKI NSON responded that he has a slide that summarizes all
of that but it was later in the presentation.

CO CHAIR W ELECHOWSKI said he would wait until they got there.

MR. DICKINSON said SB 267 also gets into marginal rates that
exceed 100 percent, but they don't get there until prices get
sonewhere north of $200/ barrel.

4:02: 09 PM

The second piece on progressivity, M. Dickinson said, is on
slide 29 and addressed Senator Welechowski's question. Under
current law there is a 30-percent credit for exploration wells,
a 40-percent if that well is both outside of an existing unit by
nmore than 25 mles and 3 mles from any other wells (wth
special rules for Cook Inlet), and finally a general 20 percent
capital investnent (not cumulative if you take a dollar under
one of the other prograns) that would deal with nore devel opnent
and production investnents. One of the inportant points is that
under this bill there is no change to the exploration credits.
This credit has been placed in the AS 43.55.023 credits.

4:03: 04 PM
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Conpared to the Governor's proposal, he said, both create a 30-
percent credit for well work and both include CAPEX and OPEX. SB
267 should be effective on the first day of the nonth so they
don't have costs within a nonth; the Governor chose July 1

2010.

MR. DI CKINSON said the differences are that the Governor's bil
places the credit in the AS 43.55.025 section which is an
exploration section, renanes it "exploration developnent” and
remwites a lot of that current law. SB 267 places this
particular credit in the section called "Tax credits for certain
| osses and expenditures.™

A second, critical, difference is that there is a different
definition of well-related expense and the Governor's bill did a
systematic rewite of the exploration credits. Part of it was
entirely appropriate in the sense that the exploration credits
came in 2003 and have been anmended basically every other year
since then; the structure was getting nore and nore bizarre and
this clarified it. But he had other concerns that he would cover
| ater.

MR. DI CKINSON explained that there are lots of differences

between putting the bill in to AS 43.55.023 or AS 43.55.025.
Basically, two different structures are created. AS 43.55.023
deals with capital costs in section (a); it deals with |ease

expenditures in section (b) and the rest of the sections refer
back to sections (a) and (b). So in sone sense, |ooking at the
bill putting well work credit into AS 43.55.023 fits nicely. AS
43.55.025 is currently neant to be just about explorers; so the
adm ni stration suggested totally rewiting and re-titling this
work and tal ks about "explorers and producers” instead of |ust
"expl orers.™ Utimately none of that matters, he said, because
you can cross-reference, but what is nore inportant is how the
two credits are structured. Anything under AS 43.55.023 starts
out by being a |ease expenditure. (AS 43.55.165(e) is the 21
specific disallowances - things that fol ks cannot do.) So if you
put a capital or operating cost in AS 43.55.023, then all those
di sal | onances apply. On the other hand, if you go to AS
43.55.025 that has one paragraph saying the credit can't be
these things - the words are not the same. And as they generally
know, a judge seeing different words would assune they didn't
nmean the same thing. So lots of things, like how costs that are
considered internal transfers or dealing anbng related parties,
are handled differently between AS 43.55.023 and AS 43. 55. 025.
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Finally, he said, the "clawback” provision on how credits
interact with the limtations that have been put on Cook Inlet
gas and oil taxes (AS 43.55.011(m all apply if the well work
credit is put in AS 43.55.023, but not if it's put in AS
43.55.025. These could all be cross-referenced, but if it is
sinply "dropped in" one or the other, all the rules would apply.

Anot her caution M. Dickinson raised is if it's necessary to
totally restructure AS 43.55.025 to fit the well credit in, the
| ast thing explorers, who are confortable with AS 43.55. 025 now,

and the departnment that is confortable with how they are
audi ting under those rules now, want to have is a total revanp
seven years later - and everyone has to figure out if the new
rul es apply.

4:09: 20 PM

MR. DICKINSON said the definition of "well work™ should be
better. SB 267 starts out by tal king about a |ease expenditure,
whi ch imediately presents pages and pages of |aw, but not what

is considered a well and what isn't. It doesn't deal with the
chronological issue - if he has to put in a road and a bridge
and a support canmp for a well - is that part of the well costs

or not? It should be better defined in the bill.

SB 267 tal ks about |ease expenditures for the purposes of side

tracking, well deepening, well conpletion, and well workover;
the sort of conparable list over in the Governor's bill is re-
drilling, casing, cenenting, |ogging, conpleting well work over

operations or other operations intended to increase or enhance
wel | production froma known productive pool. Then there is sort
of a flip side provision in SB 267 that very specifically says
you woul d include an injection well (designed not to bring nore
oil or gas to the surface but to put liquids in to force it up
el sewhere) whereas the Governor's |anguage specifically says
that a service well (the definition includes an injector) is not
permtted. Neither is a stratigraphic test well.

4:10:22 PM
MR. DI CKINSON noved on to the third item- the tax rate tied to
resident hire - and said according to the Departnent of Labor

and Wor kforce Devel opnent (DOLWD), Al aska has 17,000 oil field
workers on the North Slope, but as of 2008, roughly 5,000 of
those don't neet their definition of resident and are consi dered
non-resi dent hires.

The general approach of SB 267 is to say there is a base tax
rate of 25 percent. At the end of the year, they go back and
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| ook at the l|abor that was part of their tax calculation, and
see how rmuch of it was resident and how nuch of it was non-
resident; then they apply for a rebate of taxes if they had a
residential hire rate above 80 percent. The rebate could take
them from an effective tax rate of 25 percent down to 20
percent. So the 20 percent would becone the new floor for
sonmeone who had 100 percent resident hire.

CO-CHAIR WELECHOANSKI asked if that is realistic. Could those
5,000 non-resident hires all be filled with Al askans?

MR. DI CKINSON said he didn't know, but he observed if it's an
issue of training, in the recent DOLWD regulations, training
enpl oyees for oil field jobs is not considered a deduction. That
m ght be worth looking at if they want to encourage training
residents, but he also had other mathematical issues with the
nunber .

4:12:29 PM
COCHAIR WELECHOABKI asked if he had any sense of the
constitutionality of this provision.

MR. DICKINSON said he was addressing a nunber of attorney's
there and as a CPA, he had | earned he couldn't get anywhere near
giving a | egal judgnent.

SENATOR STEDMVAN remarked that the 25 percent credit anmounts to a
couple billion bucks.

MR. DI CKINSON said he would give sonme exanples and if he didn't
answer his question, to remind him of it at the end of this
section. Slide 36 showed the resident hire ratios. Mving from
70 to 80 percent has no effect to the tax rate; the conversation
doesn't start until one is at 80 percent. After that, between 80
percent up to 97.5 percent, basically for every 2.5 percent
increase in hire rate the rebate goes up by 2 percent. An easier
way to think about the net effect is a half percent drop in your
effective nomnal tax rate. Then from 97.5 - 100 percent is just
alittle bit steeper.

4:13: 33 PM
An extreme quote he pulled out of the Anchorage Daily News when
the conpanion bill, HB 308, was discussed is that according to

DNR hiring one Alaskan could mean $30 million in tax savings.
But the math works out just about right. In his exanple he used
cal endar year 2009 that had a high price and a tax base of $13
billion. So, if one conpany was responsible for half of that
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the base tax involved would be $1.6 billion. His point was if a
conpany were right up against one of these brackets and needed
one nore hour to conplete its ratio, in fact, that one hour
could derive the $30 mllion effect. He explained that the bil
is based on the nunber of hours worked by residents or non-
residents not on the nunber of people. But, M. D ckinson said
he wanted to focus on the opposite effect, which is when a
conpany is below 70 percent (which is where the DOLWD says we
are starting). It wuld have to add 649 Al askans as workers, but
the tax rate would not change by one iota - and that would just
be getting it to where the conversation starts.

4:16: 16 PM

MR. DI CKI NSON said that folks tended to focus on what happens if
they were right on one side of the bracket and noved just a half
a percentage point to the other side and their tax rate would
junp by a half percent - but a half percent for this purpose is
hundreds of mllions of dollars. But equally true is if he is
exactly at 80 percent and kept adding workers his tax rate
woul dn't change one bit. So, a hypothetical conpany wth 6,500
contractors, enployees and |aborers could add 162 workers and
get no effect on their tax rate. M. Dickinson suggested that it
woul d be very easy to translate this into a formula where they
didn't have these brackets.

CO-CHAIR MCAQUIRE said that commttee staff, M ke Paw owski, was
i ndi cating he would work with himon that.

MR. DI CKINSON said one thing that is nore problematic and worth
focusing on is the question of if the law is put in place and
then it goes to the folks who are obligated to try to pay the
| east tax possible as long as it can be done within the rules.
They would say why not go through the tax return and pull out
every single non-resident hour; taxes would go up because they
woul d be pulling out deductions, but they would get a benefit at
the other end when they get their rebate. For exanple, he said
if the tax base is $10 billion, the base tax would be $2.5

billion. The maxi mum rebate would be 20 percent or about $500
mllion. At the other end, assumng 5000 workers at $100, 000
each/year ($.1 mllion), the total non-resident payroll would be
$500 mllion. If he took that out of all his costs, his tax base

would go up by $500 million (25 percent of that for base tax)
and the net effect of not claimng the non-residents would be
$125 mllion. But because he went to 100-percent resident hire
by the test that was established in the bill, he picked up a tax
benefit of $500 million. So, the net effect of not clainng non-
resi dent workers would be a $375-m|lion benefit.
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4:21:27 PM
MR. DI CKINSON said he had four suggestions for avoiding this
ki nd of problem

1. Shift the scale so the maxinmum tax savings are not 5
percent but 1 percent
2. Require that any | abor be allowed as a | ease expense
3. Focus on new hires only
4. Have the conmi ssioner of DOR determne a tax rate every
year .

4:23.:58 PM

MR. DICKINSON said it is very inportant to understand that there
really are just three tax payers. That's all they are really
tal king about here. The producers are the taxpayers in Al aska;
they have the working interest in the |eases. They go out and
hire an operator to run those |eases. The operators also have
enpl oyees, but they generally hire contractors to do the actua
work. If you conme right down to it, direct enploynent from oil
and gas is 4000; the oil field services, the people that are
working on the leases is 13000. The thing to focus on is that
nost of the enploynent is with people who are not taxpayers who
will not flow through to the tax return as various itens.

4:24: 14 PM

CO CHAIR W ELECHOWEKI asked under the bill's current structure
if the resident hire kicks in only for enployees of the oil
conpany or does it pass through to contractors.

MR. DICKINSON replied it would pass through to contractors, but
how it passes through would have to be resolved (not in
regul ation). The bill talks about "labor." The question is if
you buy a nodule, are you buying X anmount of labor in a nodul e
or what happens if you have a turnkey contract or a fixed price
contract. The concept that becones a deduction is fair game for
the resident hire calculation (slide 47).

4:25:15 PM

SENATOR WAGONER said that it is pretty evident that this would
be much better structured in two different bills, one for oil
taxes and one for local hire. He didn't see SB 267 going a |ong
ways in the next 60 days if it didn't get a lot of
clarification.

MR. DI CKI NSON sai d slide 49 showed who the |argest taxpayers are
on the North Slope. Cook Inlet is another unit that represents
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about 10 percent of the state's total production (nostly gas),
but it's less than one half of one percent of the tax due to the
"J&K" limtations that basically say "no production tax on oil
and gas is limted to sonething like 17.5 cents/ntf." So, tota
Al askan production is 280,000 barrels and 251,000 of that is on
the North Sl ope.

4:26:16 PM
CO-CHAI R W ELECHOMBKI asked for an estimate of barrels of oil
left in Cook Inlet.

MR DICKINSON said he couldn't hazard a nunber, but the DNR
publ i shes those nunbers.

CO- CHAI R W ELECHOWBKI asked the tax rate in Cook Inlet.

MR. DI CKINSON answered the production tax rate for oil is zero
and the production tax rate for gas is frozen (from 2006) at 17
or 18 cents/ ncf.

CO CHAIR W ELECHOWNSKI asked how exploration for oil in Cook
Inlet is doing with that |ow tax rate.

MR. DICKINSON said other folks could speak to that nore
specifically than he could, but sone exploration is going on.

SENATOR WAGONER said the tax rate for oil is at zero (from PPT
di scussions). He didn't know how nuch was recoverable and he
rem nded them of a royalty reduction in sone cases depending on
t he amount of production.

4:29:44 PM
MR DICKINSON said a credit for up to $1 mllion/nmonth is
available in Cook Inlet that nost of the players - Aurora,

Pacific, Marathon, and M.& - would qualify for. The only folks
not qualifying for that would be ExxonMbil and ConocoPhillips
who are also on the North Slope. The snmall players on the North
Sl ope - Nenana, Doyon, Forest, EN, and Pioneer - are covered by
that. The $1l-million credit would eat into what Anadarko and
Chevron owes, but they would probably still owe sonmething and so
the 95/5 split is probably closer to 97/98 being paid by three
t axpayers with 2 percent being paid by the remaining two.

According to DOMD data, he said, the enployers are ASRC

CH2MHi Il , Nabors, and Schlunberger - the oil field services
conpani es. He remarked that instead of nmandating local hire, the
whol e theory behind this bill is when BP and ConocoPhillips go
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out and hire operators or when the operators go out and | ook for
contractors that the resident hire ratio is inportant. And,
therefore, it's a bid variable.

4:32:10 PM

Slides 55-60 show how the mechanics of the change would fit
together and his next two issues concerned the regul ations now
comng out on the new set of rules the Legislature created in
2007. The question is if a producer didn't know he owed tax, and
suddenly a rul e change says he owes tax, under current rules, he
would owe an interest all the way back to when that tax was

first due. SB 267 and the Governor's bill set up a situation
where the interest would not start running until sonme period
after the regulation had taken place. Wen SB 267 was put
together it was wth the real intent of not having any

retroactive rules. But for this particular issue it is very hard
to come up wth a rule that isn't backward | ooking. Governor
Parnell's bill is retroactive.

4:33:32 PM

Slides 60-61 show state and federal fund interest rates; the
federal rate is calculated with the fornula of the base rate +5
percent. From June 1991 until now, except for a handful of
nmonths, the state's has always been below that. So, essentially
the state has an 11 percent interest rate. Now the federal fund
rate is .5 percent and the interest, which is not supposed to be
a penalty, is at 11 percent. He hoped to illustrate that
historically when the 11 percent was put in the interest rate
situation was very different than the one we find ourselves in

today. The nunbers that this bill incorporates are very close to
what the federal incone tax uses. The mmjor difference is that
this bill also puts in a ceiling of 11 percent; the federal

funds have no ceilings or floors.

4:35:17 PM

The |l ast issue is sinply changing the statute of limtations the
departnment has to assess tax from three years to six and now
back to three. It's inportant to understand that if there is a
false or fraudulent return or intent to evade taxes, the statute
of limtations doesn't apply. This itens is just in the course
of events when the departnent issues an assessnent for a change.

4:36: 04 PM

JOE MATHI'S, President, Nana Pacific, a wholly-owned subsidiary
of Nana Devel opnent Corporation, Anchorage, said he was invited
to present here today because his is one of the |arger conpanies
that lost a lot of jobs in the last two years. He said that Nana
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Devel opnent Corporation has many areas of business that it
conducts in the oil field, primarily in the security business -
protecting the oil field, along wth sone food services,
mai nt enance of shops, housing, engineering, construction and
per sonnel services.

He said that approximately two years ago they had about 650
engi neering-related jobs in Anchorage. Now they are down to just
over 350. It would be nice to be able to say they |ost those
jobs to conpetition, but they disappeared because projects
di sappeared. \Wen Nana had the 650 enployees they were | ooking
at lots of projects comng up and they |eased a trenendous
anount of space for them Now they have a |lot of vacant office
space in md-town, down-town and south Anchorage. He said that
unfortunately those people who Ilost their jobs don't have
another project to nove to; they are going to have to nove
Qut si de where the demand is.

MR. MATH S said their other business sectors have seen about a
12-percent decrease in enploynment. This particular one was
related to project engineering and it was severely affected by
t he cut backs.

SENATOR WAGONER asked for a breakdown in the kinds of engineers
he | ost.

VR. MATHI S answered nechanical, electrical, and petroleum
engi neers.
4:40: 13 PM

DAVE CRUZ, President, Cruz Construction, Palner, Al aska, said he
is also president of Associated General Contractors. He wanted
to speak firsthand about the inpact they had seen on the North
Slope. H's conpany supplies ice roads, rig noving, oil field
support, rig nmmintenance, rig service and various other services
associated directly with the oil conmpanies up North, small and
large. Two years ago they worked solid from Cctober to May and
ran 200 folks in their field operation; last year at this sane
tinme they ran 150. Today he has 8 people working out of Prudhoe.
He has seen a significant downturn; no projects are com ng out
and he attributed it to strangling the only industry we have
t hat has been sustaining jobs.

4:42:21 PM
CO CHAI R MCGUI RE asked what kind of lead tine projects need.
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MR. CRUZ replied that projects generally need a year in advance
for planning and budgeti ng.

COCHAIR MCGUI RE asked if he talks to producers who hire him
about why there isn't project devel opnent.

MR. CRUZ answered yes; he is being told that Alaska is not a
good place to do business in because of the current taxation

systemon oil. It takes about two weeks to get a drilling permt
in Alberta, but in Alaska it takes about a year. There is a |ot
of work that goes into getting a drilling permt in Al aska; so

things are substantially nore expensive here than working in
ot her pl aces.

SENATOR HUGA NS said what he is saying is very interesting,
because they are seeing bar graphs that essentially describe a
very rosy-colored scenario about enploynent. But then hearing
people like himand M. WMathis describing what is happening to
their enploynent force you get a different picture. Then, he
also listened to Kevin Banks, Dvision of Gl and Gas, 1in
particular, who said that in 2009 there were 13 devel opnent al
permts, but in the prior year there was 33, the year before
that there were 39, and before that 43. That is a dramatic
decrease that tells a conpletely different story that is very
al arm ng.

4:45: 56 PM

JIM d LBERT, President, Udel hoven Conpanies, Anchorage, Al aska,
said he was asked how long it would take for himto see a change
in business if ACES passed. His answer is alnost immed ately.
H s personnel work is in project managenent for the producer
conpanies, primarily in capital expansion. They were just
starting to staff a job involved in long-term western region
devel opnent at Prudhoe Bay - at least four to five years with a
sealift of large nodules - and less than two years into the
project it was canceled. He had about a dozen skilled project
engi neers working on that; about half of them have had to
relocate to Louisiana on two projects they started down there.
M. Glbert said he thinks ACES is broken and needs to be fixed.
Progressivity seens to be the biggest conponent that needs
repair.

He related that at about the same time in 2007, ConocoPhillips
was preparing to start its wultra-low sulphur diesel (ULSD)
project and Udel hoven already had people working on it; but
there again, because of the tax situation, they canceled the
project. It's not a coincidence; ACES is broken.
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MR. G LBERT said that many projects don't nmke it through the
review stage, because they cannot withstand the tax or bottom
line scrutiny. As production continues to decline, people can't
stand in the way of the neans and nethods to increase
expl oration, devel opnment production, but ACES does just that. It
bl ocks efforts by producers to increase production and it
stifles developnent. It hurts Al aska.

SENATOR FRENCH thanked him for comng down and bringing them
some real stories. He said he had a pair of graphs; one is for
U.S. workover rigs and the other is for rotary drill rigs. Both
show a dramatic drop in drilling activity across the nation in
2008/ 09 that happened coincidentally when ACES was passed. He
didn't think that ACES affected the US. drilling activities;
sonmething else did. Everyone knows that oil prices went from
$145/ barrel down to nmuch lower. He was interested in stinulating
jobs in Alaska, but he wanted to be cautious about draw ng too
many conclusions in seeing this kind of drop across the nation
indrilling activities.

4:49: 50 PM

MR. G LBERT said he wasn't sure where Senator French's data cane
from but he knows that areas in the @lf of Mexico, Texas and
Loui si ana, are boom ng.

SENATOR FRENCH said his data cane from the npbst recent edition
of a nagazine called "Wrld QI" that he found in the State
Li brary.

COCHAIR MCGQU RE said she would be interested, generally, in
t aki ng suggestions on what kinds of things Texas and Loui siana
governnents do to nmake it easier to do business in those places.
She said on a broader perspective, that the state hadn't been
conpetitive the way they would like to be in ternms of drilling
wel | s, ACES asi de.

MR. G LBERT said it's really a single word - taxation. He said
he has an office in Canada also and agreed with M. Cruz that
they can get a drilling permit in two weeks there - the sanme for
the Gulf of Mexico where Udel hoven has been doing business for
eight years. He sees an adversarial relationship in this state
wi th industry.

4:53:19 PM

SENATOR HUGA NS t hanked him for testifying. He also pointed out
that the one state agency that substantiates what he is telling

SENATE RES COW TTEE -17- February 17, 2010



them about the nunbers is the Al aska Departnent of Labor and
Wor kf orce Devel opnent and they have to pay attention to those
nunbers.

CO CHAIR MCGU RE thanked him too, and said they offered equa
time to the Departnment of Revenue.

SENATOR WAGONER said they have heard the sane story continuously
about permtting times for the eight years he had been here.
Maybe they should bring soneone in from the permtting division
and wal k through the permtting steps when they have sone tine.
He knew the owner of Pelican O had wal ked his permt through
hi msel f nmuch faster than one year.

COCHAIR MCGQU RE said she had heard that sone jurisdictions
around the world have people apply for "bundled" permts. So she
t hought permtting would have opportunities as well.

4:54: 01 PM

COM SSI ONER PAT GALVIN, Al aska Departnment of Revenue (DOR),
Anchorage, Al aska, agreed with M. D ckinson's presentation. He
said that Senator Stedman [Finance Committee] had asked the
department to present a lot of this kind of information that
woul d be beneficial to anybody |ooking at this issue. He didn't
have much to add.

COM SSIONER GALVIN said that M. D ckinson had successfully
wal ked them through the different issues associated with the
current structure in SB 267 regarding resident hire and the
opportunities to change t hat structure. He sai d t he
admnistration is interested in doing anything it <can to
encourage local hire. It is a struggle the state has been up
against in terns of the constitutional limtations.

4:58:18 PM

The issue they have with the concept of providing a tax rebate
is that they want to insure it is done in the nost efficient
manner and has the desired results. This philosophy would al so
carry over to the issue of the 30 percent credit for drilling
and the change in the progressivity. They are interested in
pursuing a way to get what they are all striving for, which is
nore investnent in nore drilling rigs and nore Al askans being
hired to ultimately result in nore production.

CO CHAIR MCGU RE said that she thought this was a worthy credit
to give. It's an incentive not a requirenent. And she invited
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him to continue to offer suggestions to the Legislature on how
to do that.

CONWMM SSI ONER GALVIN said they had presented the nechanics of
how the credit would work for resident hire. He added that M.
Dickinson in his presentation also provided a picture of the
choice that has to be nade if they are | ooking at putting the 30
percent drilling credits into AS 43.55.023, the standard
credits, or into the exploration credits in AS 43.55. 025.

Wth regard to the interest rate, they share the goal of trying
to insure that the retroactive application of the regulations
does not operate as an unfair penalty for those who are affected
by it in a good faith attenpt to actually conply with the |aw.
He thought they had a fairly straight-forward way to get there.

5:02: 35 PM

Wth regard to the change in the interest rate calculation
nmet hod, Conmm ssioner Galvin said his primary concern is that it
may provide an incentive for a taxpayer to basically use the
state as a bank by not paying a tax. If the interest rate
calculation nethod provides a rate that is substantially bel ow
either what a taxpayer would get by borrowing from a comercia

bank or what their normal cost of capital would be, it would
provide a disincentive for them to make a paynent in a nore
expedi ti ous manner.

COM SSI ONER GALVIN said he shared the recognition that the
current nethodol ogy m ght not be the best with the automatic 11
percent floor given where current interest rates are, and
probably an area in between would actually work for both sides.

5:04:18 PM

Finally, he nentioned the statute of |limtations is an area of
concern he would have if they bring it back to three years. It
was discussed in detail during the ACES session with regard to
the conplexity of the tax system and the issues associated with
how to nechanically be able to acconplish an audit in three
years. Three years is not an adequate tine to have a certain
fairness between the taxpayer and the state in acconplishing
that exercise. If three years were inposed given the current
systemin place, the state would be in a position at the end of
that time to basically put a "blue sky nunber" out there and
just say this is what we're going to assess sinply because we
don't have the data to give an accurate reflection.
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COMM SSI ONER GALVIN said he would be happy to tal k about any of
these issues in nore detail as they go forward with eval uation
of this and the Governor's bill.

CO CHAIR MCGQUIRE found no further discussion or questions from
the commttee and adjourned the neeting at 5:06.
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