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ACTI ON NARRATI VE
1: 21: 25 PM

COCHAIR PAUL SEATON called the House Resources Standing
Commttee neeting to order at 1:21 p.m Representatives Dick,
Feige, Herron, P. WIlson, Gardner, and Seaton were present at
the call to order. Representati ves Kawasaki, Foster, and Minoz
arrived as the neeting was in progress.

HB 295- CLOSI NG CERTAI N LAND TO M NERAL ENTRY

1: 23: 18 PM

CO CHAI R SEATON announced that the first order of business would
be HOUSE BILL NO 295, "An  Act approving an interim
classification by the conm ssioner of natural resources closing
certain land within the dacier Creek and Wnner Creek drainages
to new mineral entry; and providing for an effective date."

1:23: 32 PM

JULIE LUCKY, Staff, Representative Mke Hawker, Alaska State
Legislature, offered a brief overview of proposed HB 295 on
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behalf of the bill sponsor, Representative Hawker. She
par aphrased fromthe sponsor statenent:

HB 295 approves Mneral Oder 1121 which closes
certain lands in the upper Grdwod Valley area to new
mning clainms and the intent of that is to allow
recreational use in these areas and to nake sure that
i nconpatible uses aren't occurring on the sanme |and.
The land has been historically used for recreationa

pur poses. | believe mning closures have been in
pl ace since the 90s, but DNR [Departnent of Natural

Resources] can give us a little bit nmore information
on that. The state, the Minicipality of Anchorage,

the community of Grdwod have all designated these
| ands for recreational use in their mnagenent plans
and the approval of HB 295 and Mneral Oder 1121
would allow nore long range plans for recreational

opportunities to devel op.

1: 24: 31 PM

M5. LUCKY stated that the mining closure was al so supported by
the Al aska M ners Associ ati on.

1:24: 44 PM

VB. LUCKY directed attention to the proposed Conmittee
Substitute (CS) and asked if the commttee wanted to address it.

[ Co- Chair Seaton passed the gavel to Co-Chair Feige.]
1:24:55 PM

CO CHAIR FEI GE directed Ms. Lucky to discuss the proposed CS
1: 25: 05 PM

V. LUCKY directed attention to the proposed conmittee
substitute (CS) for HB 295, Version 27-LS1246\B, Bullock
4/ 4/ 12, [Included in nmenbers' packets] and explained that
Version B added Section 3 on page 3. She detailed that prior
| egislation in 2003 had not included two specific federal mning
claims when closing other clains. She clarified that this
anmendnent had also required a title change and a change to the
i ntent | anguage of proposed HB 295.

1: 26: 04 PM
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REPRESENTATI VE P. WLSON asked if there was any opposition to
t he proposed CS for HB 295.

M5. LUCKY replied that no statenments to opposition had been
received by her office, and that there was no opposition during
the public process for the mneral closing order. She shared
that there had been expressed concern wth an indefinite
closure, as prior closures had all been for 10 years. She
poi nted out that the tenporary orders had been to allow a review
of the land use for recreational activities. She stated that
as the land had been used for recreational activities,
Depar t ment of Nat ur al Resources (DNR) had supported an
i ndefinite closure.

1: 27: 09 PM

REPRESENTATIVE DICK, referring to the letter from the Al aska
M ners Association, Inc., [Included in nenbers' packets] asked
if the request by the association to reverse the closure orders
shoul d recreational activity cease was included in Version B

1:27:26 PM

M5. LUCKY deferred to DNR for any discussion regarding the re-
opening of the area to mning clains. She offered her belief
that there was a process for this which would require statutory
action.

1:27: 58 PM
CO- CHAI R FEI GE opened public testinony.
1:28:16 PM

DI ANA LIVINGSTON, Co-Chair, Grdwod 2020, referred to her
letter of support from February 17, 2011 [Included in nenbers'
packets] which outlined the support by Grdwood 2020. She
stated that, during the period of successive tenure closures to
m ning, Grdwod 2020 had always supported recreational use,
whi ch she declared to have intensified in the past 10 years

She decl ared support for proposed HB 295.

1: 30: 02 PM

REPRESENTATI VE P. WLSON noved to adopt the proposed committee
substitute (CS) for HB 295, Version 27-LS1246\B, Bull ock
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4/ 4/ 12, as the working docunent. There being no objection,
Version B was before the commttee.

1:30: 29 PM

REPRESENTATIVE DICK requested to hear testinmony from DNR
regarding mneral developnment should the order for closure be
rever sed.

1: 30: 52 PM

WYN MENAFEE, Chief of Operations, Division of Land, M ning and
Water, Department of Natural Resources, stated that, should
proposed HB 295 becone law, it would take a statutory change to
reverse. He declared that mneral <closing orders could be
reversed with an admnistrative action for an interim order,
whi ch woul d then be brought to the | egislature for approval.

1:31: 41 PM

REPRESENTATI VE MUNOZ asked if there was any existing mneral
activity that would be affected by proposed HB 295.

1: 31: 50 PM

MR. MENAFEE replied that any existing clains would not be
affected, as this would only apply to new cl ai ns.

1: 32:15 PM

REPRESENTATI VE DI CK asked if the proposed bill would create any
i ssues for access to the existing mneral clains.

1: 32: 30 PM

MR. MENAFEE replied that the mneral closing order did not
dictate how the land would be used, other than to prevent any
future clainms for mning. In response to Representative Dick,
he declared that there would not be any problenms with mning
equi pnent being transported in or out.

1:33:18 PM
REPRESENTATI VE P. WLSON noved to report HB 295, as anended, out

of committee W th i ndi vi dual recommendat i ons and t he
acconpanyi ng zero fiscal notes. There being no objection, CSHB
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295(RES) was reported from the House Resources Standing
Conmittee.

1:33:41 PM
The commttee took an at-ease from1:33 p.m to 1:35 p. m

SB 91- SPORT FI SHI NG GUI DI NG SERVI CES

1: 35: 31 PM

CO CHAI R FEI GE announced that the next order of business would
be CS FOR SENATE BILL NO 91(FIN, "An Act anending the
termnation date of the licensing of sport fishing operators and
sport fishing guides; and providing for an effective date."

1: 35: 44 PM

SHYAN ELY, I ntern, Senat or Lesi | McGui r e, Al aska State
Legi sl ature, explained the proposed bill:

SB [9]1 guarantees the continuation of the sport fish
guide Ilicensing and reporting program as well as
provi des an effective date. SB 91 extends the sunset
date of the program which is already in place.
Legislation for this program was first passed in 2004.
This program has proven to be beneficial to the sport
fishing industry as well as resource nmanagers. | t
requires licensing and regulation of sport fishing
operators and sport fishing guides and sport fishing
vessels. The program has provi ded an average of 1,541

sport fishing business |icenses and 1,828 sport
fishing guide licenses annually. Ni nety percent of
the license holders are Al aska residents. The sport
fishing guide industry has taken nore than 2.6 mllion

clients fishing from 2005 - 2010, totaling nore than
625, 000 guided fishing trips in Al aska. Gui ded sport
fishing has beconme an integral part of Alaska's
t ouri sm economy. In 2007, $1.39 billion was spent on
licensing and stanps, trip related expenditures,
fishing packages, equipnent, and real estate use for
the fishing. This spending supported nore than 15, 879
jobs in Al aska and provided $545.3 mllion in incone.
This bill has provided an accurate accounting for
Al aska's resources which are being harvested. Feder a
law for guided halibut sport fishing is tied to the
Al aska sport fishing log books and failure to keep
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this program in place would likely result in the
devel opnment of federal l|og book for halibut which
woul d create duplication of efforts at a |ater date.

1: 37: 39 PM

MS. ELY pointed out that Al aska was exenpt from participation in
the NOAA National Saltwater Angler Registry as a result of the
information collected fromthe guide |license program  She urged
support for proposed SB 91.

1: 38: 02 PM

REPRESENTATI VE GARDNER asked about the function of the Nationa
Sal twat er Angl er Registry, and why Al aska shoul d be exenpt.

1: 38: 30 PM

M5. ELY deferred to the Al aska Departnment of Fish & Gane
( ADF&G) .

1: 38: 45 PM

REPRESENTATI VE MUNQZ asked if the |ogbooks were manual or data
entry.

M5. ELY offered her belief that the logs were now entered
el ectronically.

REPRESENTATI VE MJUNQZ opined that previously there had been
additional cost for ADF&G to electronically enter the |og book
dat a. She asked whether there had been a savings to the state
by going to an electronic system instead of the previous manua
entry.

M5. ELY deferred to the Al aska Departnment of Fish & Gane
( ADF&G) .

1:39:33 PM

REPRESENTATI VE = KAWASAKI observed that there were |icenses
required for many occupations; however, this industry did not
have a |icensing board.

MS. ELY replied that she would research this.

1: 40: 19 PM
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REPRESENTATI VE DI CK, directing attention to the sponsor
statenment, asked what was included in the estimated $650 mllion
spent on sport fishing in 2007.

MS. ELY offered her belief that it was general spending. She
offered to research the specific spending.

REPRESENTATI VE DI CK questi oned whether this entire income would
di sappear wi thout sport fishing.

M5. ELY, in response, said that she would get back to the
commttee if ADF&G was unabl e to answer the question.

1:41: 44 PM

LI SA EVANS, Assistant Director, Division of Sport Fishing,
Al aska Departnment of Fish & Ganme (ADF&G, stated that the sport
fish guide licensing program was an inportant tool for the
managenent of state fisheries. She reported that ADF&G
collected the data and used it extensively for regulatory
options and decisions by the International Pacific Halibut
Comm ssion and the North Pacific Fisheries Managenent Council to
mai ntain the "l east conservative regulatory structure possible.”
She added that the fisheries managers docunented the harvest
patterns within specific tine frames, and used that data to
eval uate and update the ADF&G regulatory structure for specific

species to ensure maxi mum opportunity for fishing. She said
that the information from the angler harvest |ogbooks was
collected and used in decision mnaking. She gave exanples for

decisions nmade to the Kodiak and Southeast Al aska fisheries
based on | ogbook i nfornmation.

M5. EVANS relayed that ADF&G had responded to the concerns from
the sport fish guides industry for data turnaround time, however
there was still not an electronic |ogbook for the guides. She
said that the |ogbook information was now scanned, rather than
entered manually, which had significantly inproved the tine for
which the data was now avail able, and that this system woul d be
i mpl enented for freshwater data entry, as well, during the
upcom ng season. She shared that the research for an electronic
system was ongoing. She estimated that sport fishing was a $1.4
billion industry in Alaska in 2007, which included trip related
expenditures such as airfare, [|odging, equipnment, and guide
servi ces. She declared that the proposed bill was a necessary
fi sheri es nanagenent t ool
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1:45: 23 PM

REPRESENTATI VE GARDNER inquired whether the funds that were
raised through the program generated a sufficient anmount of
i ncone. She asked for an explanation of the National Saltwater
Angler Registry program and the reason for the proposed
exenpti on.

M5. EVANS replied that there was a $400, 000 fiscal note attached

to proposed SB 9l. She reported that the program generated
about $250,000 in receipts, with the balance paid by the ADF&G
sport fish license sales. She explained that the National

Saltwater Angler Registry program was a new NOAA (Nationa
Cceanic and Atnospheric Admnistration) program which now
required a saltwater fishing license for harvest data collection
for saltwater sport fisheries. She relayed that Al aska had
received an exenption from this NOAA program because of its
exi sting statew de harvest survey and the gui de | ogbook program

REPRESENTATI VE GARDNER asked to clarify that, as the NOAA
registry was mainly for data collection and Al aska already
collected this data, Alaska could be exenpt from the NOAA
registry.

M5. EVANS concurred.
1: 47: 05 PM

REPRESENTATI VE KAWASAKI asked why there was not yet a fully
el ectronic |log book system and he questioned how the proposed
funding woul d be used to attain this system

M5. EVANS replied that the nunber of staff on this program had
not been reduced. She expressed the possibility for nore
efficiency with inplenentation of the freshwater |og book
system She stated that an electronic program which was cost
effective, had not yet been found. She relayed that the current
estimate for an electronic systemwas up to $1.25 mllion. She
noted an additional obstacle, the sport fish license system was
not yet conpletely electronic at point of sale.

CO CHAIR FEIGE asked for a description of the format that was
scanned.

M5. EVANS offered her belief that it was a scanned copy of the
actual | ogbook page, and then software read the sport fish
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| i cense nunber, the individual, and the nunber of fish rel eased.
She said that she would get back to the commttee to confirm

CO- CHAIR FEIGE inquired whether the department had | ooked into
application software.

M5. EVANS replied that the departnent had a small team
researching options that had been inplenented el sewhere.

CO CHAI R FEI GE expressed his agreenent that the data was usefu
and al l owed precise quantification of what was being taken.

M5. EVANS, in response to Co-Chair Feige, said that 80 - 85
percent of the public and the sport fish industry were in
supported of the guide |ogbook program She allowed that sone
had expressed that the program was cunbersone and not essenti al

CO- CHAIR FEIGE asked if nost conplaints were for not wanting to
participate, or just opposition on a general basis.

M5. EVANS allowed that it was cunbersonme to fill out the |ogbook
while on the water with clients and that there had been sone
objection to the $100 annual license fee.

1:52:41 PM

REPRESENTATI VE KAWASAKI expressed that his objection, from the
very beginning, had been regarding the necessity of this
pr ogram Even though he understood the value of the data, he
did not like inposing any additional |icensing requirements on
sport fish guides. He questioned whether there was a better way
to enforce conpliance to collect the necessary information.

1:54:13 PM

REPRESENTATIVE MJUNOZ noved to report CSSB 91(FIN) out of
committee with individual recomendations and the acconpanying
fiscal notes. There being no objection, CSSB 91(FIN) was
reported fromthe House Resources Standing Commttee.

1:55:49 PM

The committee took an at-ease from1:55 p.m to 1:59 p. m

HB 328-O L AND GAS CORPCORATE TAXES

1:59: 12 PM
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CO- CHAI R FEI GE announced that the final order of business would
be HOUSE BILL NO 328, "An Act relating to the oil and gas
corporate incone tax; relating to the credits against the oil
and gas corporate income tax; making conform ng anendnents; and
providing for an effective date." [Before the conmttee was the
proposed comrittee substitute (CS), Version |, |abeled 27-
LS1142\1, Nauman, 3/27/12, adopted as the working docunment on
3/28/12.]

1:59: 16 PM

REPRESENTATIVE MJUNOQZ noved to adopt the proposed comittee
substitute (CS) for HB 328(RES), Version 27-LS1142\E, Nauman,
4/ 7/ 12, as the working docunent. There being no objection,
Version E was before the commttee.

1:59: 31 PM
CO CHAI R FEI GE opened public testinony.
2:00: 16 PM

THOMAS K. WLLIAMS, Senior Tax and Royalty Counsel, BP
Exploration (Alaska) Inc., stated that he had worked for the
State of Alaska as the Director of Petroleum Revenue from 1975 -
1979, during the years of separate accounting, and he suggested
the reinstatenent of several guidelines.

2: 02: 00 PM

CO-CHAIR FEIGE asked if M. WIliane had created the initia
separate accounting system

MR WLLIAMS replied that the |legislature had passed the
separate accounting, and the conm ssioner of DOR at the tineg,
had assigned this accounting to the Petrol eum Reserve division
i nstead of the income tax division which handl ed personal incone
t ax. He pointed out that consideration had been given for the
di fference between a severance or production tax and an incone
t ax. He explained that the legislature could set any tax rate
for production within the state. He noted that inconme tax was
based on incone earned within the state. He declared that the
fundanmental approach within the context of incone tax, how nuch
did you make in Alaska, was confronted directly by separate
accounti ng. He allowed that +the accounting becane nore
difficult when a business included both in-state and out of
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state incone. He gave an exanple of a fisherman who lived in
Canada, bought fuel and goods in Canada and Al aska, fished in
Al aska, Canada and international waters, and sold his fish in
the State of Washington. He questioned a clear neans for
determ ning the amobunt of incone from each area, as it was not
clear, and was renoved from "the pure idea of taxing the
business straight as if it's standing alone in Al aska." Wth
separate accounting, assunptions were then made for cost and
incone allocations, even though it was not straightforward. He
of fered another exanple for the problem of allocating the costs
and inconme from gold mning and refining in different states,
stating that it was difficult to deternm ne the answers.

2:09: 42 PM

MR. WLLIAVS expl ained that the apportionnment approach had been
in response to the desire for uniform systens of |aws so that
each state did not have a different set of [|aws. One of these
was called the Uniform Division of Incone for Tax Purposes Act
(UDI TPA), the formula for which was later used in the Milti-
State Tax Conpact (MIC). He explained that this approach
attenpted to determne the potential to generate incone in a
state, conpared this to the potential everywhere the conpany did
busi ness, and then allocated the actual overall profits back to
each of the states in proportion to the state's incone
generating potential. He opined that Alaska, in 1959, was the
first state to adopt this approach. He shared that the current
statute divided income on the basis of three different neasures
of income generating potential: anount of property investnent
in Al aska should get the sane return conpared to other areas;
sales should bring in the same margin everywhere; and production
shoul d have conparable inconme potential. He declared that each
of those in-state percentages was averaged and then multiplied
by the overall business to arrive at the present tax.

2:12: 58 PM

MR WLLIAVS pointed out that this present tax system was not
free of issues as it was only as good as the assunption that the
in-state factors were representative of income generating
potential out of state. He declared that, for every industry in
the extractive business, it becane nore expensive as the easier
product was renoved, until, ultimately, the cost of renoval and
the value were equal, and then the conpany would start to |ose
noney.

2:14:15 PM
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MR. WLLI AMS enphasi zed that for every conpany producing oil and
gas or coal, the tinme would conme when it would want separate
accounting, as the profitability would be less in Alaska than
el sewher e. He declared separate accounting to be a good tool
for use at the end of field life. He suggested that the small
fields did not have the same nmargins to start with and those
margins were not at all conparable to the North Slope fields.
He pointed out that the state could not be sure whether it would
get nore or less noney from a particular tax system because it
depended on where the profit margin was in each individual
busi ness. He summarized that this explained the differing
responses to the anount of noney nade by a business in Al aska.

2:16: 04 PM

MR. WLLIAVMS spoke about sonme of the constitutional issues
addressed in 1978. He said that ACES focused on value over
price, defining price as what it sold for and value as what it
could have sold for. He declared that, oftentinmes, the price
would fall short of the value, and that it was unconstitutiona

to tax incone that had not been recognized. He said that ACES
allowed a tariff to be calculated on fair, just, and reasonabl e.
He went on to explain that, to the extent that the state was
di sregardi ng what was actually paid, it would either be allow ng
over -deduction, which was not a constitutional issue, or under-
deduction for actual cost which was an issue as it taxed income
that did not exist. He declared that the state could tax |ess
i ncome than existed, but could not tax npre incone than existed.

[ Co-Chair Feige returned the gavel to Co-Chair Seaton.]
2:18:55 PM

MR. WLLIAMS reported that Al aska followed the Milti-State Tax
Conmpact Formula for ascertaining the size of the famly of
conpanies to determ ne the taxable incone. He allowed that
Al aska chose a two-pronged test: if there was nore than 50
percent ownership, or common control of the group, then it was a
consol i dat ed busi ness. This was included in the regulations
during the tinme of separate accounting in Al aska. He pointed
out that this was included in proposed HB 328. He relayed a
story about wunitary business and apportionnment, which was also
separate accounting, and a determ nation by the Al aska Suprene
Court which rejected the UD PTA test for 50 percent ownership or
control in favor of +the wunitary business and apportionnment
concept. He suggested that the legislature consult with their
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attorneys for advice, as these issues were contained in proposed
HB 328.

2:22:22 PM
MR. WLLIAMS guestioned the reasoning for separate accounting to

be inplenented to increase revenue. He offered his belief that
the taxation in proposed HB 328 would be counterproductive in

the long term as an investnent for Al aska. He reported that
"the market is betting that we have a tenporary situation"” of
hi gher oil prices. He allowed that sone conpanies, as oil

pri ces decreased, could request separate accounting. He pointed
out that the Departnment of Revenue (DOR) already had the
di scretion to offer separate accounting under the MIC

2:24: 53 PM

REPRESENTATI VE GARDNER r ef erenced the increasing cost per barrel
that was being experienced from sone of the older oil fields,
and that there was a "tipping point" where it would be nore
advantageous for the industry to have separate accounting
because Al aska was so expensive. She asked if the current
opposition to separate accounting neant that the profitability
in Alaska ranked "well conmpared to the profitability in other
pl aces. "

MR WLLIAMS, in response, said that although the assunption
could be made he was unsure if it was a correct assunption. He
guestioned that the purpose for the assunption was to gain nore
revenue, and, if so, the long term effect could be to deter
i nvestnments which would increase the rate of production fromits
current decline.

REPRESENTATI VE GARDNER asked why, if the oil industry currently
opposed separate accounting, was it a fair assunption that

apportionnment benefited the oil industry. She expressed her
agreenent that each oil conpany should pursue its own best
interests.
2:26: 47 PM

MR, WLLIAMS referred to earlier testinmony by Alaska G| and Gas
Associ ati on (AOGAA) which reflected unani nous opposition by its
menbers against separate accounting, which could offer nore
opportunities for business in Al aska.

2:27: 35 PM
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CO CHAI R SEATON pointed out that, although the Al aska corporate
incone tax rate was 9.4 percent, under apportionnent the tax
rate was only 5.2 percent. He asked what the benefit to Al aska
was to be perceived as "less conducive to a conpetitive fisca
system " when, in fact, the actual corporate tax rate was | ower
t han recogni zed.

MR, WLLIAMS offered his belief that the strongest attribute for
investing in Alaska was its track record of stability, as there
had been very fewre-wites of oil and gas taxes since 1981. He
poi nted out that there could be adjustnents to forecasting and
optim zed investnent if the platform was stable. He opined that
the | evel of taxation had "overshot the mark."

COCHAIR SEATON pointed to the conpetitive calculations
presented during the PowerPoint presentations, which stated that
the corporate incone tax in Al aska was 9.4 percent. He asked
how Al aska could be conpetitive when the actual corporate incone
tax based on apportionnment was | ower than the tax presented.

MR. WLLIAMS stated that he disagreed, declaring that Al aska
al ways received 9.4 percent of any inconme attributed to Al aska
under both separate accounting and apportionnent.

2:31: 02 PM

CO-CHAIR SEATON asked how a formula for a worldw de
apportionment, which arrived at a significantly different result
than what was presented, would portray Alaska in its true
conpetitive nature.

MR WLLIAMS replied that people would perceive Al aska as
accurately as they could, which conbined the opportunities,
operating costs and logistics, and fiscal regine. This would
allow for estimation as to the profitability of an investnent,
and he opined that any conpetitive investment would be mnade,
regardl ess of the perception to Al aska. He offered his belief
that the current system since ACES, did not entice investnent.
He pointed out that oil conpanies had testified to the Senate
Finance Comm ttee with suggestions for neaningful fiscal changes
to spur additional investnent.

CO CHAI R SEATON referred to M. WIllians' earlier reference that
the basis of worldw de apportionnent was that the margin of
profit should be the same worldwide. He then directed attention
to the Legislative Legal and Research Services report dated

HOUSE RES COW TTEE -17- April 9, 2012



March 2012, which detailed that the prior 10 years of per barre
income data from ConocoPhillips Alaska, Inc. reflected that
Al aska had a higher margin than other states. He asked why
Al aska woul d not correct this fiscal system

MR. WLLIAMS declared that he was not in the position to respond
to the underlying principle to apportionnent as it applied to
ConocoPhil l'i ps Al aska, Inc. However, he said that this fisca
princi ple was devel oped by UDI TPA in order to standardize taxes
and codes. He said that he had also chaired the Miulti-State Tax
Comm ssion, which offered this as an article of good faith. He
referenced that the Al aska Suprenme Court had al so accepted this
as an article of good faith, expressing its reasoning in earlier
cases that "the object of this fornmula approach, slice the pie,
is not to get to perfection in ternms of neasuring, but rather to
have it represent fairly the potential to generate incone over
tine." He declared that there was sound underlying economc
evidence and analysis for UD TPA with which the courts had
expressed agreenent.

CO CHAI R SEATON expressed his appreciation for the declaration
that this was an article of good faith, but then he stated that
his data reflected that the good faith was not justified. He
offered to provide M. WIllians® wth the aforenentioned
Legi sl ati ve Legal and Research Services report.

2:38: 09 PM

REPRESENTATI VE MUNOZ directed attention to the earlier reference
that the departnent had the ability to inplenment separate
accounting, and asked what |evel would determ ne when separate
accounting was an option. She asked how close Alaska was to
this |l evel.

MR. WLLIAMS relayed that separate accounting depended on the
specific facts and circunstances for a particular conpany. He
stated that the test in the statute was whether the formula
fairly represented the extent of the business activity and
i ncone. He said that "fairly representative" was a subjective
term designed to deal with many types of conditions and not to
be prescriptive. He offered his belief that the chall enge woul d
need to be material and inpugn, which would lead to a full scale
investigation to determ ne whether it was a tenmporary or ongoing
ci rcunst ance.

2:40: 52 PM
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M CHAEL HURLEY, Lobbyist, ConocoPhillips Al aska, Inc., addressed
the issues and concerns that had come up since he testified
earlier on the proposed bill. He distributed the 2010 Index to
Fi nanci al Statenent from ConocoPhillips Alaska, Inc. that |isted
the jurisdiction breakdown of incone, expenses, and revenues.
He pointed out that the aforenentioned |egislative analysis was
inconplete, as nunbers were mssing that were inportant for
understanding rel ative margins between different segnents of the
conpany busi ness.

CO CHAIR SEATON expressed his desire to get a better
under standi ng of the intricaci es.

2:43: 17 PM

MR. HURLEY directed attention to the upcom ng repositioning of
ConocoPhillips into two separate publicly traded conpanies,
whi ch was anticipated to occur on May 1, 2012. He reported that
these two conpanies would be taxed differently, noting that
al though the conpany currently paid state inconme tax in 45
states, it was still unclear what would be the inpact for each
st ate. He offered to answer the earlier question regarding the
perception of different corporate tax rates.

2:45: 12 PM

MR. HURLEY expl ained that evaluating a business, for exanple a
ConocoPhi | I'i ps business in Al aska, did not necessarily nean that
the 9.4 percent corporate incone tax was all paid to the State
of Al aska. He pointed out that, as other states do
apportionnent, if ConocoPhillips earned an increnental dollar of
income in Alaska, that dollar wuld be included in the
ConocoPhillips revenue for apportionnment by all +the other

st at es. He observed that $1 invested on the North Slope would
generate incone which would be taxed in 45 different states, so
t hat the ConocoPhillips Al aska, I nc. state incone tax
cal cul ation nust "have a blended rate that reflects all of those
different taxes that are going to be levied on that $1 of
i ncrenental incone."

2:47: 30 PM
REPRESENTATI VE P. WLSON asked to clarify that the tax paid in

other states was subtracted from the Al aska corporate tax rate
of 9.4 percent.
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MR. HURLEY replied that when evaluating Al aska investnents or
its conpetitiveness, it was necessary to take into account the
taxes paid on increnental Al aska inconme, which, he opined, was
paid in 42 of the 45 jurisdictions in which ConocoPhillips did
busi ness. He stated that it was conplex, and he offered an
exanple of the sales tax generated by a gas pipeline.

2:50: 06 PM

MR. HURLEY referred back to the ConocoPhillips Index to
Fi nanci al St at enent s and, recal |l i ng t he af orenent i oned
Legislative Legal and Research Services report, directed
attention to the consolidated operations. He stated that the

research report only referred to the consolidated operations,
but did not include the equity affiliates. He expl ai ned that,
al t hough ConocoPhillips did not have equity affiliates in Al aska
or the Lower 48, for legal reasons in many jurisdictions there
were separately owned equity conpanies and affiliates. He
declared that these conpanies, under Securities and Exchange
Comm ssion (SEC) rules, had to be accounted for separately. He
stated that the research report ignored these conpani es although
their margins per barrel of oil equivalent (BOE) were higher in
Asi a Pacific/Mddl e East and Europe, than in Al aska.

CO CHAIR SEATON asked to clarify that either those should be
factored in, or ignored with the focus on Al aska and the Lower
48.

MR. HURLEY expressed his belief that the equity affiliates were
appropriate to include, as the issue was with the structure of
t he ConocoPhil |l ips busi ness.

CO- CHAI R SEATON expl ained that, as there were not any affiliates
in Alaska or the Lower 48, it would be appropriate to conpare
them with each other for net incone BOE, but not with the
international conpanies as their net incone BCE contained an
additional factor.

MR. HURLEY expressed his agreenent.

2:53: 28 PM

MR. HURLEY said that ConocoPhillips Al aska, Inc. supported the
earlier Department of Revenue (DOR) testinony to adopt as nuch

of the Internal Revenue Code as possible, as the further the
state strayed from the Internal Revenue code for defining
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expenses, revenue, and interconpany transactions, the nore
difficult it would be for DOR

CO- CHAIR SEATON replied that the DOR suggestions had been
incorporated into Version E of the proposed bill, and asked M.
Hurley to address any further concerns as he studied this
ver si on.

2:56: 30 PM

MARI E EVANS, Lobbyist, ConocoPhillips Al aska, Inc., suggested
that page 13, lines 7-8 did not inplement the intent that the
co-chair had just stated.

CO CHAIR SEATON replied that there was no intent to avoid the
i ssues, and he requested an e-mail or public testinony.

2:57:27 PM
MR. HURLEY concl uded by saying that ConocoPhillips Al aska, Inc.

did not believe that proposed HB 328 would meke Alaska nore
conpetitive and attract the capital which Al aska needed to stem

the decline of oil production. He opined that this policy
change woul d "make the state actually nore hostage to oil prices
than they are today." He declared that the proposed bill would

exacerbate the situation and nake things nore difficult when oil
prices went down.

2:58:34 PM

CO CHAI R SEATON, offering his belief that ConocoPhillips Al aska,
Inc. would remain in Alaska as an upstream conpany after the
"corporate split,"” asked if Phillips 66 would be a participant
in Al aska.

MR. HURLEY opined that there would not be any Phillips 66 assets
in Alaska, and that all the assets wuld be owned by
ConocoPhi |l l'i ps Al aska, Inc.

CO CHAI R SEATON asked to clarify the reason that, as Phillips 66
and its downstream assets were no |longer to pay corporate taxes
in Alaska, the price of oil in one mechanism was nore than
another if the only activity in Al aska was upstream

MR. HURLEY allowed that this would be true from the standpoint

of ConocoPhillips Alaska, 1Inc., noting, however, that his
conpany was only one of the major conpanies operating in Al aska.
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He pointed out that sone of the aforenentioned small oi
conpanies did not pay any state corporate incone tax at the
corporate level, as they were LLCs (Limted Liability Conpany).

CO CHAI R SEATON offered his belief that this was al so addressed
in Version E, and he stated that there was not an attenpt to
provi de a | oophole for not paying corporate taxes to oil and gas
pr oduci ng conpani es.

3:02: 25 PM

CO CHAI R SEATON announced that public testinony would be held
open.

[ HB 328 was hel d over.]
3:02:43 PM
ADJ QURNVENT

There being no further business before the commttee, the House
Resources Standing Conmmttee neeting was adjourned at 3:03 p. m
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