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or a producer’s tax liability under AS 43.55.011(c) for any month below zero.

Any unused credit or portion of a credit not used under this subsection may be

applied in a later year, under AS 43.20, or a later month, under AS 43.55.011 (e).
(d) A tax credit under this section is not transferable.

(e) In this section,

(1) “gas treatment facility” means a facility or portion of a facility

in the state devoted exclusively to gas treatment;

(2) *“gas treatment investment expenditure” means an expenditure
that is
(A) a direct, ordinary, and necessary cost of acquiring or
constructing a new gas treatment facility or of improving a gas treatment
facility;
(B) treated as a capitalized expenditure under 26 U.S.C.
(Internal Revenue Code), as amended; and
(C) treated as a capitalized expenditure for federal income
tax reporting puruposes by the person incurring the expenditure;
(3) “ordinary and necessary” has the meaning given to “ordinary

and necessary” in 26 U.S.C. 162 (Internal Revenue code), as amended, and

regulations adopted under that section.

Page 27, line 27:

Delete “and

Page 27, following line 29:
Insert the following material:

“(C) docs not include gas liquefaction;”
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SENATE FINANCE <3dcpt& d

COMMITTEE Jrn

Amendment # n

To Bill Number: f)g 3 0 5

Sponsor: Vcrvrrn<3n 24-GS2052\P.6

Pate:4fez/cfo Logged by :fQin” Chx 20/06

AMENDMENT

OFFERED IN THE SENATE BY SENATOR HOFFMAN

TO: CSSB 305(FIN), Draft Version "P"

Page 4, lines 7 - 21:

Delete all material and insert:
(g) In addition to the taxes levied under ie) and (f) of this section, if the

average ANS West Coast price per barrel of oil during a month exceeds $50, there is
levied on the producer of oil a tax for oil produced during that month from each lease

or property in the state, less any oil the ownership or right to which is exempt from

taxation. The lax levied under this subsection is equal to
[((ANS West Coast price - $50) x .002) x [ANS wellhead price x (1 - PPT rate)]]
X (total taxable barrels of oil at the point o production)

where
(1) "ANS wellhead price" means the prevailing value for oil produced

in the Alaska North Slope area; and
(2) the PPT, or production profit lax, rate is the tax rate described in (c)

of this section.
(h) For purposes of (g) of this section, the department may calculate the

average price or may, by regulation, specify the method by which the average price

shall be calculated with reference to one or more published sources of price

information. If, in the department's judgment, reliable published sources of price
information on Alaska North Slope crude oil cease, or appear likely to soon cease, to
be available, or if, in the department'sjudgment, the price of Alaska North Slope crude
oil ceases, or appears likely to soon cease, to be a reliable indicator of the general
price level of crude oils, the department shall, by regulation, specify a substitute

formula for computing the oil price index. The substitute formula specified by the
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department under this subsection must bear, as nearly as is reasonably possible, the
same relationship to the general price level of crude oils as did the price of Alaska

North Slope crude oil."
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crioT Committee Member Y Vote
c3rt -foe. Senator-Woffmitrfl
Senator Olson
"ifW o ion  genator St-edm’e)
o f Senator Bunde
C0s\. fareaS] senator Dyson >S
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Amendment # L 2

To Bill Number: 3 g5

Sponsor VTo~rV-n"n 24-GS2052VP.10

Date:4tef]ckLogqged by:fQiD£k Chenoweth
0 4/21/06

AMEND MENT

OFFERED IN THE SENATE BY SENATOR HOFFMAN

TO: CSSB 305(FIN), Draft Version "P"

Page 23, lines 26 - 27:
Delete "that ends before July 1, 2016, and"

Page 24, line 3:
Delete "5,000 or more"

Insert "more than 5,000"

Page 24, line 8, following "AS 43.55.011(e)":
Insert”, and may be applied only for a period of 10 years from the date that the oil or

gas is first produced in paying quantities"

Page 24, lines 15 - 16:

13Delete all material and insert:

14
15
16
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19
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23

"(5) may not be applied by a producer

(A) during the year in which the oil or gas is first produced in
paying quantities in an amountthat would cause the total of the tax credits
applied by the producer underthis section to exceed $1,666,667 for each

month from the date that the oil or gas is first produced in paying quantities

until the last day of that calendaryear; or

(B) during the last year for which a credit may be claimed
under this section in an amount that would cause the total of the tax credits

applied by the producer under this section to exceed $140,000,000."
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Page 29, lines 27 - 30:
Delete all material and insert:

"(e) For oil and gas being produced in paying quantities from a lease or unit that is in

effect on the effective date of sec. 26 of this Act, the oil or gas producer may apply the credit

authorized by AS 43.55.170, enacted by sec. 26 of this Act,
(1) for a period of 10 years from the effective date of sec. 26 of this Act,

notwithstanding the provisions of AS 43.55.170(b)(1) that limit application of the credit
authorized by AS 43.55.170 to a period of 10 years from the date the oil or gas is first
produced in paying quantities; and

(2) during the calendar year in which sec. 26 of this Act takes effect, in an
amount that would cause the total of the tax credits applied by the producer under this section
to exceed $1,666,667 for each month from the effective date of sec. 26 of this Act until the
last day of that calendar year, notwithstanding the provisions of AS 43.55.170(b)(5)(A) that

limit application of the credit during the year of the initial production of the oil or gas in

paying quantities."
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SENATE FINANCE
COMMITTEE A
Amendment #_ 1Q

To Bill Number:.
Sponsor: TXVBop 24-GS2052w.12

AMEWI)MENT

OFFERED IN THE SENATE .,
bVA T32/). DuCog
TO: CSSB 305(FIN), Draft Version "P" Vj O

Page 3, line 18, following "equal to":

Insert new material to read:

"(1) lor oil that is produced in the Cook Inlet sedimentary basin, as that
term is defined by regulationsadopted to implement AS 38.05.180(f)(4), five percent

of the production tax value of thetaxable oil as calculated under AS43.55.160; and

(2) except as to oil described in (1) of this subsection,"

Page 4, line 3, following "equal to":

Insert new material to read:
(i) for oil that is produced in the Cook Inlet

sedimentary basin, as that term is defined by regulations adopted to

implement AS 38.05.180(f)(4), five percent of the gross value at the

production of the oil; and

(ii) for oil, except oil described in (i) of this

subparagraph, and gas"

Page 24, lines 1| - 6:

18Delete all material and insert:

19
20
21
22
23

"(1) not more than 5,000, the amount of the credit
(A) for oil subject to tax under AS 43.55.011(e)(1) is live

percent of the producer's production tax value for that mouth under

AS 43.55.160(a); and
(B) for oil and gas subject to tux under AS 43.55.011(e)(2) is
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22.5 percent of the producer's production tax value forthat month under

AS 43.55.160(a); and
(2) more than 5,000, the amount of the credit
(A) for oil subject to tax under AS 43.55.011(e)(1) is five

percent of the producer's productiontax value forthat month under

AS 43.55.160(a) multiplied by the quotient of 5,000 divided by the average

number of barrels of oil equivalent produced a day during that month and

taxable under AS 43.55.011(e)(1); and
(B) for oil and gas subject to tax under AS 43.55.011(e)(2) is

22.5 percent of the producer's production tax value for that month under
AS 43.55.160(a) multiplied by the quotient of 5,000 divided by the average

number of barrels of oil equivalent produced a day during that month and

taxable under AS 43.55.011(e)(2)."
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SENATE FINANCE '‘ftdcpfed
COMMITTEE a-..

Amendment # n

To Bill Number: FSc—= 24-QS2052\p.13
Sponsor:_ Chenowetb
Date:4 fZ ffik Loaged bv: 4/22/06

AMENDMENT

OFFERED IN THE SENATE AN T VCEES)
TO: CSSB 305(FIN:, Draft Version "P" 0

Page 21, line 20, following "AS 43,55.011":

',P) the portion of costs incurred for dismantlement, removal,
surrender, or abandonment of a well, facility, pipeline, platform, or other
structure, or for the restoration of a lease, field, unit, area, body of water, or
right-of-way in conjunction with dismantlement, removal, surrender, or
abandonment, that is attributable to production of oil or gas occurring before
the effective date of this section; the portion is calculated as a ratio of
production of oil or gas associated with the well, facility, pipeline, platform, or
other structure, lease, field, unit, area, body of water, or right-of-way occurring
before the effective date of this section to all production of oil or gas
associated with that well, facility, pipeline, platform, or other structure, lease,
field, unit, area, body of water, or right-of-way through the end of the culendar

month before commencement of the dismantlement, removal, surrender, or

abandonment"



James E. Eason
Oil and Gas Operations, Management and Policy 110 Averill St. Lookout Mountain, TN 37350
Phone: (423) 821-6103 or (907) 250-9934

Email: ieeason@comcasl.nel

-CONFIDENTIAL—CONFIDENTIAL—CONFIDENTIAL-

February 27, 2006

Senator Gene Therriault, Chairman
Legislative Budget and Audit Committee
Alaska State Legislature

Room 119 Capitol Building

Juneau, Alaska 99811-1182

(Attention: Mr. Joe Balash)

Dear Senator Therriault;

As Joe Balash and I discussed earlier, in the absence of any certainty regarding whether it
is intended under the provisions of SB 305 that abandonment expenses be deductible, |
have surveyed the public record forexamples of the potential magnitude for those costs.
Unfortunately, public information is rather limited. For example, | was unable to find
any documents related to the abandonment costs for Cook Inlet platforms, and only
limited data for North Slope facilities. 'There arc, however, published estimates for
abandonment costs of Outer Continental Shelf (OCS) platforms off the coast of
California. These estimates arc discussed below.

The United States Minerals Management Service (MMS) conducted a study of the costs
for decommissioning all of the offshore platforms located in the Pacific OCS Region.1
Those estimates include the total estimated cost for each platform, as well as the
individual and total decommissioning costs for each platform by cost category. The
higher cost estimates arc not directly analogous to those one would expect from the Cook
Inlet platforms, but 1believe the range of costs is helpful to frame the potential Cook
Inlet platform abandonment costs under similar regulatory guidelines."

1“Offshore Facility Dccommissionim; Costs". United Stales Department of (he Interior, Minerals
Management Service, Pacific OCS Region. September 17.2064.

. The MMS cost report assumes compliance with OCS oil and gas regulations (30 CFk 250 and 256),
which would include plugging of wells, removal of well conductors and platform jackets to fifteen feet

-10 It
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The MMS notes in its study that,

“Platform decommissioning costs can vary widely due to factors such as
location and type (complexity) of the facility, number of structures to be
removed, water depth and weight associated with the structure, the number
and depth of wells and conductors, removal method, and transportation
and disposal options. Although water depths and weight (size) arc key
variables in determining the decommissioning costs for any particular
activity, other factors may have significant impact on the
decommissioning cost. For example, the cost of plugging and "landoning
a well with deviation greater than 60 degrees will be much greater than the
costs of plugging and abandoning a well with no deviation. Similarly, the
cost of decommissioning a pipeline that must be removed will be much
greater than decommissioning a pipeline that is approved to be abandoned

in-place.

The costs of mobilizing and demobilizing a heavy lift vessel can also vary
widely depending on the origin of the derrick barge and the number of
platforms that are being decommissioned as a group. (Emphasis added)
The cost of mobilizing and demobilizing a heavy lift vessel will be very
high in POCSR due to the fact that such vessels are currently stationed in
the North Sea, Gulf of Mexico, or Asia. It is very unlikely that heavy lift
vessels will be stationed in the POCSR unless there was a strong and
prolonged market for such vessels. This situation is not considered likely

to change in the foreseeable future.”

The MMS report assumes that the platforms would be permanently removed and
transported to shore for disposal. To achieve the economy of scale necessary, the
agency’s decommissioning scenario also assumes that a total of six decommissioning
projects involving the 23 platforms will occur during the period 2010-2025, and that each
decommissioning project would involve the removal of 2-6 platforms.*’

The estimated costs for decommissioning the platforms ranged from a low of S10.29
million to a high of $129.8 million. However, the decommissioning costs for 12 of the
23 platforms were less than $30 million. The average abandonment cost for the 23
platforms was approximately $48.S million. The OCS platforms with the highest
abandonment costs arc complex platforms, some of which have loading facilities
associated with them. Generally speaking, these arc also the platforms with a high
number of wells, many of which are highly deviated, and would thus require more money
for the subsurface abandonment requirements. A table illustrating the platform-specific

abandonment estimates is provided below.

below the nuidline, decommissioning and removal of plallbrm decks, decommissioning of pipelines and
power cahle as appropriate; site clearance and other lease and permit recpnrements.

" As noted above, the primary benefit of removing multiple platforms contemporaneously is to spread the
extraordinary high costs of mobilizing and demohilizing the heavy lilt vessels required.



Platform Decommissioning Costs (2004 Dollars)

Platform Name

Decommissioning Cost

Platform A $21,533,000.00
Platform B $22,579,000.00
Platform C $19,401,000.00
Edith 22,265,000.00
Ellen $33,176,000.00
Elly $19,946,000.00
Eureka $73,569,000.00
Gail $70,191,000.00
Gilda $33,906,000.00
Gina $10,291,000.00
Grace 27,405,000.00
Habitat $23,550,000.00
Harmony $129,842,000.00
Harvest $71,274,000.00
Henry $15,755,000.00
Heritage $128,654,000.00
Hermosa $64,827,000.00
Hidalgo $52,859,000.00
Hillhousc $20,743,000.00
Hogan $21,849,000.00
Hondo $77,051,000.00
Houchin $21,318,000.00
Irene $25,715,000.00

Total POCSR $1,007,699,000.00

With the caveat that the standards which will be required for Cook Inlet platform
abandonment have not yet been established, my best guess, given the differences in the
complexity of the platforms, water depths and other factors, is that most of the platforms
could be abandoned for less than $40 million each, with some being between $20-$30
million. A platform like the Grayling Platform with numerous wells would probably
come in toward the high end of this estimate. Just as in the Pacific OCS area, availability
of heavy lift vessels would be a critical factor, and optimized coordination in removing
several platforms during one season would improve the economics.

Although the focus in discussions about facilities in Cook Inlet has been on offshore
platforms, it is important to remember that there arc a number of very costly onshore
facilities related to “exploration, production and development" that must also be removed
or abandoned in-place at some point in the future. Some are located on federal land.



including the Kenai Wildlife Refuge, the reclamation requirements for which arc

unknown.

The only publicly available data on abandonment costs for the North Slope come from
information related to the Net Profit Share Accounts for two fields, Endicotl and North
Star, and from applications that have been filed with the Division of Oil and Gas by
lessees requesting royalty reduction. According to the division’s records, as of 1995, the
operator of the Endicott field had estimated approximately $110 million for abandonment
of the facility, including the gravel constructed in the Beaufort Sea.

North Star field, which cost approximately $1.0 billion to construct, has abandonment
costs estimated to be approximately $75 million. The actual field-specific estimates of
abandonment costs from the royally reduction applications are confidential, but they
reportedly range from 7-20 percent of the total combined drilling and facility costs for the

subject properties.

In conclusion, abandonment costs for facilities and wells can be quite high. If
deductions, and perhaps credits, for abandonment expenses arc contemplated under the
proposed bill, they could be very costly for the state. Depending upon the timing of their
deduction and/or crediting, they could have a disproportionately large impact on a
declining lax revenue stream. In my opinion, it is important to determine in advance
whether or not these types of deductions are intended under the language of the proposed
legislation. If so, I recommend that further efforts be made to determine more precisely
what their magnitude is likely to be. Obviously, the most authoritative source for the

information is the producers.

If you have any questions, please do not hesitate to call.

Sincerely,

James E. Eason
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SENATE FINANCE

COMMITTEE _ -failed
Amendment# 8 305

To Bill Number:. 24-GS2052\P.14
Sponsor;_ U ilk M Chenoweth
Dal Logged by: fOindi 4122106

AMENDMENT

UlifA

OFFERED IN THE SENATE
TO: CSSB 305(F1N), Draft Version "P"

1  Page 17, line 9, through page 18, line 5:

2 Delete all material.

3

4 Renumber the following bill sections accordingly.

5

6  Renumber internal references to bill sections in accordance with this amendment. Below are
7 all internal bill section references in this bill:

8 Page 2, line 13

9 Page 28, lines 19, 25, and 30

10 Page 29, lines 1,2, 6,8,11,13,15,17,19,21,24,27, and 29
11 Page 30, lines 4, 5,12,14, 17, 18, and 24
12 Page 31, lines 6,24, 27, and 29
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Amendment
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Amendment # AN A
To Bill Number: 24-GS2052YP.15
Sponsor; U jttal/l Chenoweih
CG—»
AMENDMENT
OFFERED IN THE SENATE A A (
TO: CSSB 305(FIN), Draft Version "P" (J '

Page 23, line 16, following "section™:

Insert ", including the incorporation of the concepts of 26 U.S.C. 482 (Internal
Revenue Code), as amended, and 26 U.S.C. 6662(e) (Internal Revenue Code), as amended,
the related or accompanying regulations of each of those sections, and any ruling or guidance

issued by the United States Internal Revenue Service that relates to each of those sections”



SENATE FINANCE COMMITTEE
4- ftz/2006 COMMITTEE ACTION

Bill Number © 6 5*3*5

Amendment
Motion «3d09r
Motion bv Uilkt/)
Objection bv (hr<2stf)
Removed

Second Objection by
Committee Member

Senator Bunde

Senator Dyson Vv
Senator Hoffman

Senator Olson

Senator Stedman

Co-Chair Wilken

Co-Chair Green

Y Vote

Tallv
Yea 5.

Nay 4
Absent

MOTION Failed

<



APR-22-2006 SAT 11:21 AH LEGAL SERMVICES FAX NO 907 465 6231 P. 07

© © N o O A W N e

e
~ O

rv \aA
SENATE FINANCE
COMMITTEE ia
Amendment# I t ren, rtiD,.
To Bill Number: 5MT ~ 24 & A
Sponsor: ~ W IIKgn----- D=, 452106
nate4fzZ.2/ot=Loqged by:E/ifa”"
AMENDMENT
OFFERED IN THE SENATE
TO: CSSB 305(FEN). Draft Version "P" ' n<20

Page 12, following line 21:

Insert a new subsection to read:
"(j) As a condition of receiving a tax credit under this secdon, a producer,

explorer, or other taxpayer that obtains the tax credit for or directly related to a
pipeline, facility, or other asset that is or becomes subject to regulation by the Federal
Energy Regulatory Commission or the Regulatory Commission of Alaska, or a
successor regulatory body, shall at all limes support and in all rate proceedings file to

flow through 100 percent of the tax credits to ratepayers as a reduction in the costs of

service for the pipeline, facility, or other asset."

Rcletter the following subsection accordingly.



SENATE FINANCE COMMITTEE
4 fEU 2006 COMMITTEE ACTION

Bill Number 30 306

Amendment £ 14
Motion a d_ 0P
Motion by U iilkj~n
Objection by (hceAA
Removed
Second Objection by
Committee Member Y Vote
Senator Olson
Senator Stedman
Senator Bunde
Senator Dyson
Senator Hoffman
Co-Chair Wilken
Co-Chair Green
Tally
Yea 3
Nay 4 -
Absent

: !
MOTION
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Bill Number 65 50 6
Amendment ST15
Motion |
Motion by C"ro.0A
Objection by dundE£
Removed

Second Objection by
Committee Member

Senator Hoffman

Senator Olson

Senator Stedman

Senator Bunde

Senator Dyson

Co-Chair Wilken

Co-Chair Green

Y 1/ofe N

Tally
Yea
Nay
Absent
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Alaska State Legislature

Please enter into the record my testimony to the SPIN
Committee name

, dated 4-19-06

Committee on SB305
Bill/Subject

If the oil & petroleum and mining industries can afford all the advertising
and the expensive lobbyists, then they can afford to pay the taxes. If they
are so righteous why don’t they pay up everything that they already owe.

| believe that failing to increase the taxes will simply mean that the
legislature is in the pocket and on the payroll of the petroleum industry.
Our resources are going to be gone someday and if they leave as they
threaten, we will just end up selling the oil to someone else because it is a
precious and dwindling commodity. Alaska is like the only girl at the
prom, if one doesn’t dance with us there’ll be 25 others that will want to.

Lobbyist do not reflect the constituency, they reflect the money!

Signed: Geoffrey Tamplin
Testifier

PO Box 545 Palmer, Alaska 99645
Address

RECEK'tCI

373-3910

Phone number ipl; 7
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: 800 Cushman St, Suite 114 Fairbanks AK 99701
phone; (907) 452-1105, fax; (907)4500968
A WAERA. wwitiitMW aiibwai

OF COMMTRTCE

Introduced By:
Date Introduced:
Date Passed:

Date Transmitted:
Date Amended:

Board of Directors
April 10, 2006
April 10,2006
April 11,2006
April 18, 2006

A RESOLUTION OF THE

GREATER FAIRBANKS CHAMBER OF COMMERCE (GFCC)
IN SUPPORT OF A NEW PETROLEUM PRODUCTION TAX (PPT) FOR

ALASKA

Resolution 06-0410, as amended

WHEREAS, it is the mission of the Greater Fairbanks Chamber of Commerce (GFCC)
to support and advocate for a strong investment and economic development climate; and

WHEREAS, the oil and gas industry dramatically impacts multiple segments of the.
private-sector economy; and

WHEREAS, oil and gas royalties and taxes currently provide nearly 90 percent of the
State’s general revenue; and

WHEREAS, Alaska’s oil production rate of decline urgently requires anrest; and

WHEREAS, the current rates of investment by industry are inadequate to arrest or

improve this decline; and

WHEREAS, once declining oil production reaches 600,000 bpd, the viability of Interior
refineries will be severely compromised; and

WHEREAS, the existing severance tax system - Economic Limit Factor (ELF) - is
currently not in the best interest of all stakeholders; and

WHEREAS, a globally recognized new tax system- petroleum production tax (PPT) -
has been proposed by the Governor; and

WHEREAS, the PPT ultimately approved by the Legislature will directly impact how
attractive Alaska is for investment;
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NOW THEREFORE BE IT RESOLVED, that the Board of Directors of the GFCC
supports legislation that embodies the following goals and tenets:

» areasonable increase of return to Alaska;

e provides strong incentive for maximum statewide oil and gas exploration and
development investment by the industry;

» furthers a 50-year vision to extend the North Slope oil production infrastructure;

» is nationally and globally competitive;

e lends itselfto ease of administration;

e expeditiously advances a gas pipeline project;

*

AND BE IT FURTHER RESOLVED that a tax rate higher than 20 percent and a total
tax take that substantially exceeds the PPT legislations' original version - as does the
Senate Resources CS - could very well be counterproductive to the GFCC goals and
tenets outlined above,

AND BE IT FURTHER RESOLVED that copies of this resolution be sent to
Governor Frank Murkowski, the Alaska Legislature, the GFCC membership, the
statewide media, Alaska State Chamber of Commerce. Anchorage CJramber of
Commerce, Resource Development Council, Alaska Oil and Gas Association, The

Alliance and FEDC.

Approved the 1 day of April, 2006

Marilyn Romano Lauieo Livingston
GFCC Board Chair Presidcnt/CEO

Margaret Russell
Government Affairs Committee Co-Chair Government Affairs Committee Co-Chair

Rhonda Boyles
Natural Resources Committee Chair

arrxivmri‘zxrjzngsr - tr

*00 Cushman St . S*‘itc : 14, Saiirw.ks. AK phene. 452-1 ifJ.v fa* tvwil
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April 18,2006

The Honorable Frank Murkowski, Governor
& The Alaska State Legislature

Alaska State Capitol

Juneau, AK. 99801

Dear Governor and Legislators,

The Greater Fairbanks Chamber of Commerce (GFCC) recognizes and applauds the efforts
of the Governor and the Legislature thus far in addressing the shortfalls of the current
economic limit factor severance tax (ELF), through the introduction of a new tax system -
petroleum production tax (PPT).

The mission of the GFCC is to support and advocate for a strong investment and
economic development climate. Therefore, we have been carefully following the*
testimony, deliberations and developments of HB488 and SB305 - clearly, the most
critical legislation set forth in decades.

As these bills continue to progress, the GFCC remains strong that the final PPT product
should embody:

» A reasonable increase ofrerum to Alaska

« Strong Incentive for maximum statewide oil and gas exploration and
development investment by industry

» Furtherance of a 50-year \nsion to extend the North S' >e oil production
infrastructure

e Competitiveness both nationally and globally

e Simplified administration

« Expedient advancementfor a gaspipeline project

With these goals and tenets in mind, we offer you the following Input regarding key
components of the PPT legislation for your thoughtful consideration.

Tax Rate

A 20% tax rate, combined with other government royalties and takes, represents
a fair and reasonable return on Alaska's oil and gas resources, A higher tax rate
could exceed that fair and reasonable threshold and become a barrier to vitally
needed investment - including a gas pipeline project.
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A reasonable progressivity factor which allows the State to share in a highly
profitable market may be appropriate. However, il should be in direct ratio to
the greater risk that Alaska bears in a low price environment, easy to
understand, simple to process, and should be based on Alaska prices (ANSC)
rather than West Texas Intermediate (WTI).

Transition or claw-back

A simplified transition or claw-back provision for recovery of capital
expenditures is an appropriate and responsible policy that advances Alaska’s
partnership and reputation with the industry by acknowledging investment in
the last five years, even during periods of extremely low oil prices. }

Standard deduction

The standard deduction provision is an important tool to attract new, smaller
companies and investors in the oil and gas industry. It should encourage
investment statewide - exploration and development on the North Slope and in
promising basins, including Bristol Bay. Yukon Flats and Nenana Basin.

Effective Date

A retroactive tax is counter-intuitive to any good tax policy. Therefore, the
effective taxation date should not precede the effective date of the legislation.

Cook Inlet

A provision to address the Cook Inlet gas industry and protect Alaska’s natural
gas consumers from direct adverse consequences of PPT should be further

considered.

Testimony and debate regarding these provisions centers around "fair share”,
"attractive climate for investment”, and what the "tipping or breaking point” might be.
Legislative discussion also occasionally unveils a disturbing mindset of some - one that
a gas pipeline project "probably won’t happen” or "is speculative at best”.

To approach a new tax regime at this critical juncture with any short term vision - one
that focuses on maximization of short-term revenue gains while potentially
jeopardizing long-term revenue and development - is simply unacceptable.
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Ultimately, a tax rate higher than 20 percent and a total tax take that substantially
exceeds the PPT legislation original version - as does the Senate Resources CS -
could very well be counter productive to the GFCC goals and tenets outlined

The GFCC will remain engaged as you progress in your deliberations and search for
balance and consensus. Your Legislative charge contained in Alaska’s Constitution
Article 8, Section 2 is one that we all take very seriously. It states "The legislature
shall provide for the utilization, development, and conservation of all natural
resources belonging to the State, including land and waters, for the maximum benefit
ofitspeople. " (emphasis added)

The maximum benefit is predicated upon an attractive investment climate that will
encourage and further maximum development of Alaska’s oil and gas resources.

Sincerely,

Marilyn Romano
GFCC Board Chair

Margaret Russell
Government Affairs Committee Co-Chair

Charlie Boddy
Government Affairs Committee Co Chair

Rhonda Boyles
Natural Resources Committee Chair

Distribution: The GFCC Membership, the statewide media, Alaska State Chamber of
Commerce, Anchorage Chamber of Commerce, Resource Development Council, Alaska QOil
and Gas Association, The Alliance and FEDC.



APR-19-2006 WED 09:18 AN NAT-SU LIO FAX NO, 9073766100

Alaska State Legislature

Please cnicr into the record my testimony to the SFIN
Committee name

Committee on SB305 , dated 4-19-06.
Bill/Subject

If the oil & petroleum and mining industries can afford all the advertising
and the expensive lobbyists, then they can afford to pay the taxes. If they
are so righteous why don’t they pay up everything that they already owe.

| believe that failing to increase the tax ;s will simply mean that the
legislature is in the pocket and on the payroll of the petroleum industry.
Our resources are going to be gone someday and if they leave as they
threaten, we will just end up selling the oil to someone else because it is a
precious and dwindling commodity. Alaska is like the only girl at the
prom, if une doesn’t dance with us there’ll be 25 others that will want to.
Lobbyist do not reflect the constituency, they reflect the money!

Signed: Geoffrey Tamplin
Testifier

PO Box 545 Palmer. Alaska 99645
Address

373-3910
Phone number



Do The Math

Do (he math, It's not rocket science.

Legislators hired one of the world’s lop oil consultants to advise them. Unfortunately, they don’t
appear to have heard a word he said.

If you read between the lines of Daniel Johnston’s report to the Legislature, he said the Governor'
proposal would bind Alaska to a sales agreement that is 35 percent below what many other oil
producers would be willing to pay for Alaska's oil. According to Johnston’s report, the average
host country kept 67 percent of the proceeds when oil was bringing in $20 per barrel. Now that oil
is selling at $60 per barrel, oil-producing countries throughout the world keep approximately 92

percent of the sale proceeds.

But don't take my word for it. Check out the entire report by clicking on the link to “Legislature’s
Paid Consultant Said” at http://repmod.info. And do the math.

According to Alaska’s leading oil economist, Richard Finebcrg. Alaska's combined income

from the oil, (royalty oil, severance tax, income tax and property tax) add up to a 33 percent taking
from a $53 barrel of oil, and the feds take an additional 13 percent, for a total of 46 percent,
making Alaska the lowest taxing major oil producer in the world. Hffectively. we pay $32.40 per
barrel to BP, ExxonMobil and Conoco Phillips for the same service most owncr-states pay only
$4.80 to obtain. Another way to say it: We pay seven times as much as the rest of the world to get
our oil produced. And according to the Wood MaeKcnzie report to the legislature, the oil
company’s claim of higher costs in Alaska is deceptive hype If the Governor’s proposal passes,
we will be locked into a deal to pay about live times as much for the next 30 years.

If our Legislature did what i ,hould and doubled our current 33 percent lake to 66 percent, and the
feds continued to keep 13 percent, we would still remain one of the lowest taxing major producers
in the world — with a significantly different effect. The increased state revenue would he
.sufficient to restore municipal revenue sharing, eliminate 100 percent of all local sales and
property taxes, restore power equalization, and pay every man, woman and child in Alaska a
$3,000 annual dividend. Do the math.

If the Governor’s proposal is adopted. Alaska will be locked into an agreement for the next 30
years to sell both its gas and its oil at 35 percent below the world average profit retention by oil
producing host countries. This would be a mistake that, under the Governor’s proposed
“Contract," future legislatures could not undo.

Alaska’s future well-being depends on the general public's grasp of the points made in Johnston's
report to the Legislature. It is a publicly owned document. On page 47. you will lInd a statement in
the middle of a chart paging the world average profit retention at 92 percent. As you view the
chart, keep in mind that the chart is upside down from an owner state* prospective. It was
developed to show oil company executives what countries offer the highest return on investments
through the lowest taxes. You can reprint and publish it for distribution in any way you wish.

The Governor’s arguments won’t wash with the public if enough people are armed with a
reference point by which to measure the Governor’s plan High taxes? Compared to what?
Compared to whom? Without such a reference point, the public is unable to determine whether to

support or oppose the plan.

With wide enough recognition of these facts, a tidal wave of opposition to the Governor’s plan
might soon hit Juneau. So do it. Do the math.

Ray Metcalfe R.tymAM" aol com 907-344-4514
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Chairwoman Green:

I had a family situation arise that prevented me from being able to attend the public
comment opportunity this past Saturday. | at least wanted to fax in what 1 had planned to

say:

"Ms Chairwoman: Thank you for the opportunity to say a few words this morning
regarding the current PPT discussion going on in Juneau and all around this state. | was
in the capital building this past Thursday for the very first time to meet with my State
Senator, Bcttye Davis, on this very issue.

| wanted to express my concern as her constituent that the legislature appears to be
moving in the direction of over complicating and over-taxing vhe industry on this issue.
My wife and | moved to Anchorage in 1994 we had one child at that time and have since
had three more. We love it here and want to stay; however if the balance between the
"producers”, die state of Alaska, and "support industry" is miss-aligned we will all loose.

I am perplexed by the vocal minority that have the position of "sock it to em” or “make
them bleed” mentality when asked how they feel about "Big Oil” here in Alaska. This is
an attitude a lot like “road rage."

Just as our roads are filled with countless “expert” drivers, our state is also filled with
countless "expert' oil industry economists. These wanna-be economists suffer from

“Producer Rage” just like wanna-bc NASCAR drivers suffer fir m road rage.

Some drivers suffer from road rage simply because the car next to them is bigger, is
newer, or has a lot of fancy after-market additions to their vehicle. Some Alaskans suffer
from "Producer Rage" because the producer companies arc bigger, newer, or they have a
lot of support industry companies that work with and may even like the producers.

Some drivers experience road rage because they feel every odier driver should behave
just like them. If they are in a hurry everyone should be driving faster. If they arc on a
leisure drive, everyone should be driving slower. Some Alasicans experience Producer
Rage because they feel the Producers should behave just like them. If they arc busy and
making lots of money - then the Producers should be busy ana making lots of money, if
they are slow then the Producers should be slow.

The main cause of road rage is cither real or perceived bad driving by "morons” who in
the road rage sufferer’s opinion should not even be on the road at all. The main risk-
involved with road rage is the danger that it places upon ever) one on the road when the
rage is acted out. Road rage endangers the offender, the rager, and all other traffic on the
road. The main cause of Producer Rage is cither real or perceived bad business decisions
made by the Producers who in the Producer Rage sufferer’s opinion should not even be
making big oil decisions at all. And just like road rage, when Producer Rage is acted out
it endangers everyone in the economy - the Producers, the ragcrs, and all other citizens of
this great state.
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Ms Chairwoman - please watch out for Producer Rage. We seem to have many Alaskans
who have had producer rage for a long time and some that have recently been duped into
getting producer rage by their neighborhood producer rage experts. Just like road rage -
ihis rage is dangerous and should not be encouraged or tolerated.

One recent example is the rage against ConocoPhillips for having the audacity to meet
together with non-profits to whom ConocoPhillips has given literally millions of dollars.
Just like road rage, the hypocrisy of this recent outbreak of producer rage is sad and

alarming.

Good drivers sometimes make mistakes. Good companies sometimes make mistakes as
well. When a good or even a bad driver makes a mistake the)' do not deserve vigilante
road rage. More importantly neither do the innocent by-standcr.; with whom we shore the
road. The best course of action is to get over the mistake and keep traffic flowing
smoothly and safely. The producers are good drivers in the in the biggest industry in our
state. They are not perfect and we should discuss concerns and issues. We should not act
out in producer rage and run them off the road. This would endanger ourselves, the
producers, other "drivers” and innocent pedestrians and bystanders. The risks are far too
great and the stakes are far too high. Especially if you consider that in this analogy the
producers would be akin to trucks delivering gasoline to neighborhood stations, so the
very drivers who are out raged can fill up their cars.

I would hate for me or my family or the local manufacturing company for whom | work
or the most significant industry in our state to be the unintended victims of unwarranted

and unacceptable Producer Rage.
Thanks for listening.
Reed Christensen

5039 Bryn Mawr Ct
Anchorage, AK 99508
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Senate Finance Committee
Alaska State Capitol Building
Juneau, Alaska 99801

Dear House Committee Members:

This is to urge you to ignore the pressure that is being put on you by the oil industry.
Instead, listen to the consultants you have hired. If the oil industrry wants you to listen to
them more closely, ask them to show you the numbers, the real numbers rather than the
ones they are using in their PR campaigns. For example, the latest one | have heard deals
with investments in Alberta. My partial conclusion is that it takes big investments to make
the Alberta tar sands profitable but that is offset by price of oil, the increases in technology,
and their close proximity to markets in the U.S. (so far). The province of Alberta (the
government) is paying a considerable environmental price for this oil.

As a stockholder in BP (and other energy companies via index stocks), | am happy
enough the these companies are increasing dividends and buying back some of their
shares of stock, but | am also aware that they are investing overseas in risky countries
where they have lost money before (like Russia). |1wonder how much Alaska profit is
going into such investments and into their downstream investments in refineries and gas
stations in China and India , for example. Again, show me the numbers; show me how
Alaska profits have been reinvested here and will be reinvested here in the future instead
of being invested or otherwise spent elsewhere.

In regard to Alaskan jobs: (1) In 2003, BP Exploration Alaska Inc had, a 30.8% non
resident worker rate, VECO had 26.6% rate, AMOCO Corp had 39.8 and Conoco Phillips
inherited the good Arco rate so it stands at 13.1% . (2) “Although Alaska’s oil production
represents 58 percent of BP’s domestic production and 84 percent of Conoco/Phillips'
production, company headquarters are located in other parts of the nation and world. This is
also true for many of the oil field service companies and contractors.” (3) “Since 1979,
Alaska has been the nation's number two oil-producing state but one would not know it from
the size of its workforce. In 2002 Texas produced 15 percent more oil than Alaska
employing an oil industry workforce of 133,802,15 times larger than Alaska’s.” (references:
Alaska Economic Trends) This last quote is an indication of how productive Alaska'’s il
wells are. Directional drilling techniques and 3D computer program seismic techniques
make the industry even more productive. (Read: fewer workers.)

Please do not be intimidated by suggestions that non-profits will be hurt if you
change the ail industry tax structure. We should be paying our own way and taking care of
our own people anyway. No handouts. Only you can see that we get a fair return on our oil
to pay for that and many other obligations in this large state with its spread out population.
Sjpf'orolv/
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Good-day, 4/07/2006

My name is James Spinka and | have lived and worked for BP in Alaska lor twenty-six years. 1
have raised three children and currently have eight grandchildren.. all residents in Alaska. | have been a
registered voter here the whole time. | work on the North Slope ;t GC-1 as a Lead Technician. 1would
have written earlier but | was at work getting GC-2 production back on line through our facility. I received
an e-mail update from the company, from Angus Walker, that mentioned as a concerned Alaska resident |
may want to convey my opinion of the Oil Tax Legislation. My opinion is that BP is a foreign oil company
based and controlled from England. BP is still British Petroleum BP is not interested in how A'aska
residents fare, for a very good example of this refer to the article printed in the Clarion on March 3IMof this
year about Aetna’s management of the state's insurance. Well, Aetna has managed BP health insurance in
the same way for two years, only for BP employees that are residents of Alaska outside of Anchorage
they’ve managed to blatantly discriminate. Since BP is self insured our state Insurance Commissioner has
little control, they come under Department O f Labor direction ERISA. According to the DOL they can
discriminate against Alaskans because we arc not a protected group! The more Aetna denies claims based
on Usual Customary and Reasonable charges the more Aetna gets in bonuses because DOL/ERISA rules
allow nominal profit for BP or they become an insurance company. So, BP takes a business expense
thereby reducing the prolit margin and reducing taxes, sound familiar. What do you think will happen if BP

is paying the state its share based on their "Profits".

Last week | mailed out a copy of the Clarion article first to Maureen Johnson, the Performance
Unit Leader of BP in Alaska and to Sandy Becitel the Human Resources manager for BP in Alaska. | then
sent the same article to BP peers on the West Operating area of Prudhoe Bay. | have enclosed one response
which I received from Riquc Williams. I have Rique's permission to use his response. Rique lives in the
Seattle. Washington area. | work with people that live in the cities of Los Angeles, Houston, Seattle.
Cleveland, and Phoenix also, in the states of Florida, Montana anJ Louisiana and this seems to be a
common theme, better insurance coverage if you don’tlive in Alaska. BP will tell you they have started an
Advocacy group person to reconcile insurance issues. Well, I called, and the Advocate told me if Aetna
administered according to the plan then she can’t help me. file issue is: Aetna says the Alaska Heart
Institute charged above the UC for putting stints in my wife’s heart. Alll charges at the 75hpercentile of
the Ingcnix Fee Analyzer. Ingenix figures UC charges for many i'not all states. Most healthcare
professionals use Ingenix or similar service to establish fee scale- per coded procedure. By comparison the
codes in question Aetna said AIM charged above UC Aetna said tte UC charge would have been paid tit the

50hpercentile.

Flie bottom line is: It is BP management’sjob to maximize profits for the company and i favor
that whole heartcdly. 1am a shareholder. But. I'm an Alaskan first as is my family and the residents o four
state need to receive a square deal. Alaska residents working for BP at Prudhoe should be receiving at least
as good of healthcare coverage as the folks commuting to Alaska to work and won for the same company.
There are more than enough people in our state government ready and willing to give BP anything they
request Please feel free to contact me at Of)7*202-3X07.

Respectfully,

Jim Spinka

400 -indicolt dr
Soldotna, Ak Odfifid



Alaska State Legislature

Please enter into the record my testimony to the Senate Finance
committee name
Committee on SB 305 , dated 4-1-06
bill #/ subject public hearing date

What we do with regard with taxing "OUR" oil is and will effect Alaska and it's citizens for years to come or
until the oil runs out. We currently allow the oil companies to produce from the "best producing wells" and
those wells could and do happen to be those wells that Alaska doesn't receive any tax revenue. Check it out!

The oil and gas committee can colaberate that fact.
If. in fact, the oil companies are our partners, than our fair share surely is 50 % alter their 38% profit margin

would you not think? At 47 dollars a barrel and at a rate of 50 cents on the dollar for every dollar over 40
dollars a barrel the state would not sec a deficit ever. Think "PEAK OIL" it's that time folks better gel our fair

share now!

Do what is right with regard to this tax situation ,please push my Tax scheme 50% On every dollar over 40
dollars a barrel and the state will not sec a budget deficit after next year.

Why would you approve a lax scheme that will ultimately place us in a future continued budget deficit"?
Approve my idea and we will still benefit if the price does as the Department of Revenue's wizards say it will.

(See also attached 2 page article liom the Anchorage Daily News, March 30, 2006)

Signed: Hd Martin. Jr.
Testifier

Self
Representing (optional)

PO Box 521 Cooper Landing. AK 99572
Address

52\VIC32

Phone number
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Budget approved by House

$7.5 BILLION: Lawmakers on both sides of aisle call it unsustainable.
By MATT VOLZ

The Associated Press

(Published: March 30, 2006)

JUNEAU — Good thing the price of North Slope crude closed at $64.50 Wednesday.

If not for the windfall profits brought by those hi?h oil prices, the state would be operating in the red next year
under the budget approved Wednesday by the Alaska House.

The House's budget for fiscal 2007, which begins July 1, includes a 6 percent increase over last year in state
treasury spending for operating costs.

That doesn't take into account another $1.2 hillion in state money that would go to the state's public education
fund and for capital projects, according to an analysis by the Legislative Finance Division.

The $7.5 hillion budget includes federal, state and other sources of money that will be used to increase spending
in every state governmental agency.

The budget passed the House 27-12, hut lawmakers on both sides of the aisle say it's unsustainable and
something needs to be done about the rise in spending.

"This budget is underwater, it's in deficit," said Rep. Norm Rokeberg, R-Anchorage.

The Senate Finance Committee is still in the process of closinP out its own budget subcommittees. The two
chambers will eventually meet in a conference committee to finalize the spending plan for next year,

Without the surpluses from this and last year paying for some of next year's programs, the House's budget would
have the state in a $285.5 million deficit next year, the Legislative Finance Division's analysis reads.

The creeping budget is due to a numper things. The increase in federal money coming to Alaska has slowed. The

price of fuel"has made running the Alaska Marine Highway System and other operations more costly. Fixed

program costs continue to rise stead|(|jy,|_and there is"also ‘pressure to increase the number of state programs and
|

employees when fiscal times are good like now.

Even witli the increases over last year's budget, the House's spending plan still reduces by 5 percent the one
Gov. Frank Murkowski proposed In December.

The governor's budget director, Cheryl Frasca, told House Finance Committee members last week that their cuts
to Murkowski's budget were too deep, particularly those to the Department of Corrections and for rural energy

aid.

Most House Democrats also disagreed with the House’s product, saying while bloated, the budget shortchanges
municipalities, the elderly and some health services.

amendments to save an additional $700 million of next year's surf)lus, restart the $250
c

Democrats failed to pass ! (
|derly residents and bulk up funding for substance abuse and fetal alcohol syndrome

dividend program for e
programs.

http;//wvv\v.:idn.com/nows/govcmmecnl/Icgislatui'e/v-prinlcr/siory/7579080p-7490367c.html 3/30/2006
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if 0il prices remain hiqh next }/ear, the state can count on saving more money. But after that, the price of ail is
forecast by the Department of Revenue to drop to $46.90 per barrel, which would plunge Alaska into a deficit if
there isn't'a fix.

One change in the works that would affect that outcome is a plan to replace Alaska's oil production tax with a tax
based on 0il companies' net profits. That s;gs_tem, if approved, would bring the state hundreds of millions more in
revenue each year when the price of oil is high.

But that's not enough, lawmakers say. A long-range fiscal plan is needed.

"The state can't afford to wait any longer," said Rep. Max Gruenberg, D-Anchorage.

Vote tally on state operating budget

Results Wednesday as the Alaska House, on a 27-12 vote, passed the 2007 state operating budget. Conferees
from the House and Senate will meet later in the session to work out a final budget.

Voting yes were 24 Republicans and three Democrats. Voting no were 11 Democrats and 1 Republican,
A yes vote is for passing the budget.
Representatives are listed by name and hometown.

YES VOTES

* Republicans: Anderson, Anchorage; Chenault, Nikiski; Coghill, North Pole; Elkins, Ketchikan; Gatto, Palmer;
Harris, Valdez: Hawker, Girdwood:”Holm, Fairbanks: Kelly, Fairbanks; Kohnnl%, Wasilla: Kott, Eagle River;
LeDoux, Kodiak; Lynn, Anchorage; McGuire Anchorag\e; Meyer, Anchorage; Neuman, Big Lake: Olson, Kenai:
Ramras, Fairbanks; Rokeberg, Anchorage; Samuels, Anchorage: Seaton, Homer: Stoltze, Chugiak; Thomas,

Haines; Weyhrauch, Juneau.

* Democrats: Kapsner, Bethel; Foster, Nome; Moses, Unalaska.

NO VOTES

* Republicans: Dahlstrom, Eagle River.

* Democrats; Berkowitz, AnchoragGe; Cissna, Anchorage; Crawford, Anchorage; Croft, Anchorage; Gara,
Anchoragse; Gardner, Anchorage; Gruenberg, Anchorage; Guttenberg, Fairbanks; Joule, Kotzebue; Kerttula,

Juneau: Salmon, Beaver.

DID NOT VOTE
* Republicans: Wilson, Wrangell.
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Dear Legislators,

The gas and oil resource issue is the most important subject facing Alaskans
today. Oil it why wa don't pay State tax and why we get a Dividend. | wish Gov.
Murkowski understood the value of our non-renewable petroleum resources a
little better, | was bom in Alaska in the 1950s and have casually watched Kall my
life. What he is proposing would lock us into a contract for 30 years to receive far
less on a new combined gas and oil contract, than what we're presently making
on just the oil at today's low production rate, it seems,

| remember when the oil companies paid about 1 billion in 1966 to get the first
few 20-mlle by 40-mlte leases on the North Slope. Jay Hammond was the only
smart, God-fearing governor wa ever had that put some of those early lease
billions in a savings account called the Permanent Fund, before all the burocrats
could blow it all in, We have drawn some of the Interest off to distribute to all
A<askans as a dividend, so kids could buy clothes for school and to offset the
high cost of home heating fuel. | remember they promised us 12% of the oil as
Alaska's royalty. We didn't realize when they transport and market it for us they'd
keep most of the profit on our 12%. I'm not sure if they pay for all the
maintenance and production costs out of our 12%, or why we get so little.

| remember when they used to pump 2 miHion barrels a day through the pipeline,
but it's old and can't withstand the preaune now so it's like 800,000 banels a day
x 365 days x $60/ barrel = $124 billion a year, minus the like $4 billion they gave
Alaska last year for our royalty and tax share. They’ll make a lot like $3,600
trillion over 30 years. Murkowski wants to lock us in for 30 years to less than 1
billion a year on a new combined gas end oil contract it seems. I'm sorry we just
can't live on that | regret deeply that | voted for him so many times over the
years. It seems like he’s trying to pull a fast one on us like when he slid his
daughter Into office without our say. He seems to be all about running the State
for personal gain. | think he should be impeachod, Sincerely, Mrs. Burroughs

flunei K GA2rcaoff's
b'{°[ BrttOjTtr -Sf
fortes '™MU717/a-
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Petroleum Production Tr;:; CS SB 305

» Every one of the changes in the Senate Finance Committee CS
jeopardizes oil & gas investment in our state, which means the Senate
Finance Committee is jeopardizing the future of every small business
owner in Alaska that supports the oil & gas industry. Every current AND
prospective producer has testified to that effect, including the
independents Alaska is trying to lure to explore here.

» The gas fields of Cook Inlet provide gas to the local utilities that supply
electricity and distribute natural gas to Anchorage and Kenai Peninsula
area residents. The PPT as currently proposed will increase the
severance tax on the majority of the gas used to supply the utility
companies. The utility sales contracts recognize that production taxes are
a cost. Any increase in taxes will therefore result in a direct increase in the
cost of natural gas and electricity supplied to residential and business
consumers. In addition, the two large industrial users of gas, the fertilizer
plant and the LNG plant, ultimately must absorb any increase in the cost
of gas making them less competitive in the world market.

« Ifenacted, the CS will leave Alaska with the highest tax rate and highest
cost structure in the United States, putting Alaska at a competitive
disadvantage for new investment.

* Our concern for the future of Alaskans is compounded by the lack of a
state fiscal plan for managing surpluses in a high-price environments like
we're currently experiencing. How will we balance the budget when prices
are low? The state budget was slightly more than $2 billion two years ago;
it's projected to be as high as $3.8 billion in another two years.

* As the President of the Alliance and also as President of my own
company, | urge you to choose sustainable economic growth through new
investment over unsustainable government growth through higher taxes in
crafting new severance tax methodology.

* Reject changes represented in CS SB305.

james ~“noen
President of the Alliance
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I am here to present a reality check and a big Hoorah to
those Legislators who have developed the backbone to stand
up for Alaska and honor theilr oaths despite pressure from a
gullible governor and legions of oil iIndustry lobbyists.

To the honorable: HOORAH!

Reality check. Big Oil is engaged in a disinformation
campaign to con Alaskans on oil taxes and a gas pipeline.
No matter how often a phony story iIs repeated, i1t does not

make 1t true.

There are no state or Federal laws or regulations requiring
Big Oil"s ad campaign to be truthful. They"re not trying
to sell you a product or get you to buy stock. It 1s the
legal duty of oil executives to maximize return to
stockholders by any legal means necessary.

I expect you"ll get non profits testifying for no taxes 1in
response to what is essentially extortion by Conoco.
Conoco representatives effectively threaten to stop their
funding 1T taxes were changed. IT Alaska had an
independent attorney general there would likely be a
criminal i1nvestigation.

Big Oil will not walk away from Alaska because oil taxes
are raised to a level compared to other countries in the
world. Other oil companies are prepared to step in to earn
the huge profits available.

Thtf o1l companies were making profits In the 80"s when oil
was about $9 a barrel and wages were high enough for little
Kenai to support a Nordstrom store. Since then they have
run off most unions, dropped wages, and Kenai®"s Nordstrom®s

is long gone.

Other countries are nationalizing their oil resources
freezing Big Oil out. Why else do you think some big
players who left Alaska iIn the past are returning? Remember
the oil executive who last week smiled and declined to
answer 1f they were going to pay Libya®"s 90% to get back 1in
country?



The oil was not created by the oil industry as Big Oil
would like the gullible to believe. |If they could get the
oil without hiring a single person, they would. When the
oil i1s gone, they will leave and likely leave a mess

behind.

Big oil is implying that lower oil taxes will soon get a
natural gas pipeline built. And pigs will fly too! Big Oil
IS using it as a carrot to con some Alaskans, like our
governor, into lower taxes on oil.

Conoco/Phillips is buying Burlington Resources, a major
holder of natural gas reserves iIn the lower 48 and Canada
for about 30 billions. Does anyone think CP management is
stupid enough to flood the market with Alaska gas and
destroy i1ts investment in Burlington?

Other big holders of Alaska gas have gas iInterests
elsewhere they can bring to market sooner and at higher
profit. There is no benefit to them to build an Alaskan
natural gas pipeline any time within the next 10 to 15
years, and the Canadians are iInsisting their gas goes to
market first maybe by 2011. Alaskan gas 1s 1In the

ground. It won"t go anywhere. There iIs no big cost to
keep i1t there, and i1t will just keep increasing in value.
Pure economics and pure profit motives drive big companies!

Stand firm for Alaska®"s fair share on oill! Hoorah!

P. Boy.

William Phillips, Kenai, Alaska ?72(,//



THE ALLIANCE

(or responsible development of Alaska's Oil, Gas & Mineral Resources

ALLIANCE SENATE FINANCE TESTIMONY
CSSB 305
April 8, 2006

Thank you, Chairwoman Green. My name is Paul Laird, and I'm general
manager of the Alaska Support Industry Alliance. I'm testifying on behalf of the
Alliance, a trade organization representing companies that provide goods and
services to Alaska’'s oil, gas and mining industries.

Madam Chairwoman, members of the Finance Committee, the Alliance, and our
400 members, and their 30,000 Alaskan employees have one simple message for
you with regard to a new profits-based oil and gas production tax: Don't
gamble with our future.

We need a healthy oil industry and steady, long-term oil production.

We need a gas pipeline.
We need sustainable state revenues.

We need oil and gas investment, and the jobs and business opportunities it
provides.

The original 20/20 deal negotiated with the producers brings us closer to all of
them.

The committee substitute to Senate Bill 305, in its current form, puts all of
them at risk.

A billion dollars a year in the hand beats two billion in the bush, and there's
too much at stake to jeopardize it all just to make state government even

bigger.

Don't gamble with our future. Adopt the 20/20 plan in its original form.

ALASKA SUPPORT INDUSTRY ALLIANCE
3G0 W. Benson Blvd.. Suite 200 Anclioiage. Alaska 99503 ePhono (907) 563-2226 eFax (907) 561-8870 «www.alaskaalliance.com


http://www.alaskaalliance.com
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\ NORTHWEST TECHNICAL SERVICES

April 7, 2006

Testimony at Anchorage LIO Office

The Honorable Lyda Green

The Honorable Gary Wilken

Co-Chairmen, Senate Finance Committee,
Vice-Chairman Con Bunde and Committee members

Juneau, Alaska

Subject: CSSB 305

Thank you for hearing my testimony, today, Saturday, April 7, 2006. At this time, | ask
that you and your committee reexamine the changes made to SB305 which are
contained in Senate Resources Committee substitute, CSSB 305.

As General Manager for Northwest Technical Services, a company which provides
employees to a variety of industries, including the oil industry, | usually approach you
and other members of the Legislature on matters that deal very specifically with Wage
and Hour, Worker's Compensation and Workforce Training both in title and content. In
this case, however, | am concerned that the impact on the workforce and future
employment for NWTS' 100+ employees and other Alaska workers may not be quite as

evident to others as it is to us.

The crux of the matter is - the more money that goes into the State government in
taxes, the less money there will be for investment by the companies in the private sector
into new projects and the redefinition of current fields to stem declining production.
Reduction of investment will mean reduction of jobs some of which are directly related
to the oil and gas industry, many of which are the "fallout jobs" where most Alaskans
work, i.e. at grocery stores, hardware stores, the State of Alaska, etc.

It has also been made very clear that the PPT is, in some fashion, being tied to the gas
contract. This impacts even more jobs and opportunities - for Alaskans and. to go
beyond our borders, for other U. S. citizens. It has taken us far too long to got to this
point in history to jeopardize it now with a taxation rate that could result in a tax and cost
rate higher than anywhere else in the United States. This gas line is our future and the
future of our state. The monies it will generate will far outweigh those we might realize
by the change in the tax rate that has been proposed by the House Resource

Committee.

M0 mumiicm I'jik Boulrvanl, Mitj! N. Sic i ®Anchorage. AK (7 1A NO-"*'5lax
E-Mail iV<ji»IM«vliconi. Welntle w*w NWTS-ak corn



Senator Lyda Green

Senator Gary Wilken

Co-Chairmen, Senate Finance Committee

Vice Chairman Con Bunde and Committee Members
April 7. 2006

PageTwo

| ask that as you deliberate over the next few days as to which changes you are going
to retain prior to sending this Bill forward, you step back and consider all the
ramifications of these decisions, particularly the impact on jobs, future development and
the quality of life for this and the next generations of Alaskan citizens.

With the resistance of the U.S. Congress to the opening of ANWR, this is our next "big

strike". As Senator Ted Stevens' affirmed in his address to the Legislative body, it is a
decision that will set the course of the State of Alaska for many years to come.

Respectfully yours.

Mary E. Shields
General Manager



£EBSES,
. Thank you for this opportunity to speak on the Committee Substitute to tfO K
M(llUl'tU- Wa chairman, my name is Hillary Mcintosh and | live in South Anchorage. |am
here to tell you how your decisions on this tax bill will affect my family. My
husband and | both derive our livelihood from the oil and gas industry...reaching
further, so does my sister, brother-in-law, uncle and many friends. | am sure
this is a common statement among most Alaskans.

Every producer, majors and independents, has indicated that higher taxes as
proposed by the legislature will result in less investment in the Slope. What
does that mean to me? What does that mean to my husband, my family
members and friends that support the oil and gas industry? | believe it means
fewer opportunities for professional growth, a fear of job instability and a

distinct disincentive to stay in Alaska.

Short term revenues for government are not worth throwing away long-term
investment for Alaska’s future. How will this all pan out when my daughter
graduates from college in 2027? Will she want to stay in Alaska? Will the oill
and gas market be thriving then? It may not be if you overstep the producers’
threshold. Don’t let Alaska’s biggest export become itr. children.

Less money to invest in the majors’ own industry will certainly mean less
money to invest in Alaska’s communities as well. Between my husband and
me, we sit on several boards and are involved in many area non-profit entities.
In fact, | even work for a non-profit The oil industry, majors and their
contractors, have been very generous to the non-profit community and it would
be detrimental if their support is reduced due to your important decisions on
this tax. Less investment in our communities means less support for programs
that | value and feel Alaska's children need.

In the event that community support is reduced, will the State of Alaska
subsidize the difference? What plan is in place to manage these windfall

profits?

You can shave a sheep many times, but you can only skin him once. | watch
gavel to gavel, | read the papers, | watch the news, I've re.;d the bills
themselves...and | think the changes made to the Governor's bill have
destroyed the delicate balance between state and industry needed to ensure a
healthy economy and much-needed gas line. Let's not forget that two years of
negotiations went into the agreement. | am not asking you to “give in" to the
producers’ every whim, but | am asking you to think about the negative
externalities your changes will cause and how Alaska's future may look in 10,
20 or 30 years. Do not stray too far from the Governor's proposal. Please do
not jeopardize my family's future in Alaska.

Hillary Mclintrjh
2530 Cleo Avenue
Anchorage, AK 99516
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RE: Senate Finance Hearing RE: CS SB # 305 April 8, 2006

Good morning Chairwoman Green and other distinguished members of the
Senate Finance Committee. My name is Lynn Johnson, and | am a 32 year
Alaska resident and President and co-founder of Dowland-Bach Corporation, a
31 year old Alaska manufacturing and specialty design and fabrication firm. As
you know, | have spoken to most of you in person in Juneau, and am once again
very honored to be able to present my opinions on the PPT taxation issue. |am
a past President of the Alaska Support Industry Alliance, the Anchorage
International Rotary Club, and currently serve on several boards, including the
American Red Cross of Alaska, Girdwood 2020, the Whittier Ports and Harbors

Commission, and the Alaska Export Council.

As many of you know, our firm is one of the rare manufacturing firms in the
State of Alaska. We employ 28 people year round, and have taken great pride
that we essentially avoided the cyclical ramp up and ramp down over the past 31
years. We were the Export Council's “Small Business” Exporter of the Year in
2002, primarily for our manufacturing and exporting of wellhead control
systems to Colombia, South America. In this instance, we used the knowledge
and expertise that we learned on the North Slope to expand our controls and
systems business to another oil basin of the world. This controls and systems
niche that we compete in serves us well worldwide, but the bulk or our business
still does originate from the North Slope and Cook Inlet. For that reason, | urge
you to think very seriously about substantially changing any portion of Governor
Murkowski’s PPT proposal. To make additional investment in Alaska not
attractive through excessive taxation would devastate companies like ours and
my fellow member companies of the Alaska Support Industry Alliance.



As a business owner, | am a firm believer that economies grow through the
private sector, and not necessarily public sector expansion. Several of you on the
Finance Committee are small business owners like me and | am sure that you
have a great deal of empathy for my point here. Greatly increased production
taxes on North Slope oil will curtail investment in facilities and additional
expansions necessary on the North Slope and Cook Inlet to extend production the
keep TAPS full. With excessive taxation, as we have all heard time and time
again, investment capital from the major producers will flow to other oil basins

of the world.

In summary, lets think about this increased taxation issue from our personal
perspective. If the personal tax rate on our individual incomes suddenly doubled
or tripled, would you be that willing to work that extra two or three hours of
overtime?? in addition, let’s consider the message that we are sending to the oil
industry head corporate offices worldwide. We want ut double or triple your
taxes or. ... we want you to continue to invest hundreds and hundreds of millions
of dollars yearly in our Alaskan economy and we also you want to build a 25
billion dollar gas pipeline as soon as possible. Does that sound like to good plan
to a shareholder of one of the major producers that owns stock and has no real
concern about Alaska?? That shareholder isjust concerned that his investment
in that oil stock and where the oil comes from is none of his or her concern. For
that very reason, hold the tax rates down and keep Alaska competitive with other
oil producing basins of the world. Do wc want the industry in Alaska for
another ten or fifteen years or another fifty??? 1 think the answer to that
question is crystal clear. We need to let the industry know this by making Alaska
a good climate in which to invest over the long term. Please think long and hard
about any substantial changes in taxation. The Governor’soriginal PPT plan as
submitted isa compromise that benefits everyone in the long run. Please keep
your committee substitute as close as possible to the original version. The
economic future of Alaska depends on it. Thank you.



8 April 2006

To: Members of the Senate Finance Committec:-

My name is Maynard Tapp, Iam an Alaska dreamer since 1954; an Alaskan worker since 1972; an
Alaskan business owner since 19S5; and an Alaskan resident since 1990.

| prefer a Production Profits Tax of 15% / 20%.
What SHOULD the primary driver in the debate regarding CSSB305 and CSHB488.

CREATE AN INVESTMENT CLIMATE THAT PUTS ALASKA AT (OR NEAR) THE TOP OF
INVESTMENT OPPORTUNITIES FOR OUR PARTNER’'STHE “PRODUCERS”.

THIS SAME CLIMATE WILL ALSO RAISE OUR OPPORTUNITY TO ATTRACT NEW
INVESTORS.

HOW DO WE INCREASE PRODUCTION TO ENSURE THE LONG-TERM BENEFITS
FROM ALASKA’S PEOPLES RESOURCES?

WHAT CAN YOU AS LEGISLATORS DO TO GROW'THE SOURCE OF OUR WEALTH?

I BELIEVE WE MUST TRUST OUR PARTNERS, OUR FELLOW CITIZENS, THOSE WHO
HAVE INVESTED BILLIONS INTHE STATE OF ALASKA ACCRUING BILLIONS TO THE
ALASKA TREASURY.

UNDEVELOPED ALASKAN RESOURCES HAVE NO VALUE TO ALASKA’S PEOPLE IF
THOSE RESOURCES ARE LEFT INTHE GROUND.

I have learned from the various presentations on the PPT presented by the iconomists, and producers,
and the legislators of the State of Alaska. You, the Leaders/Managers of Alaska’s resources must use
this information to help make informed decisions. ULTIMATELY THE EXPERTS WILL LEAVE
AND WE WILL BE LEFT WITH THE RESULTS OF YOUR ACTIONS, NOT THEIRS. THE

EXPERTS DON’T LIVE HERE, WF. DO.

Do you do everything your dcntist/doctor/lawycr tells you to do? NO! You make informed choices.

These bills need to be fashioned as “RESOURCE DEVELOPMENT?" legislation not as tax revenue
bills.

ARE YOU LOOKING AT THE RIGHT SET OF NUMBER, TAX or RETURN ON
INVESTMENT?

ISOUR GOAL TO GROWTIJE RESOURCE OR GROW THE GOVERNMENT?

We are all partners in this deal; the government, the people, and the “producers”.
The “producers” reinvest the revenues and grow the source of those revenues.

The people get jobs IVom/and related to the "producers” reinvestment, grow their wealth; spend money
in the community, and grow its wealth, and viability.

The government takes its share and fluid’s the government.

As a partner, shouldn’t the government support the growth of the revenue resource and not the
growth of the government. Ultimately, the growth of the revenue source supports the growth of
government but within our means.

I believe the 20% / 20% is the wrong number, it should be closer to a 15% / 20% PPT WImt do your
expert say the PPT number should be to attain 0% to 3% rate of decline? What are you doing to
ensure the states revenue source lasting long enough to meet the needs of Alaska’s next generation?



Today production is declining at 6% per year. Starting at 880,000 bbld I calculate the pipeline being
mechanically inoperable by 2015. Then what?

The new technologies to bring viscous oil to market are not easy, guaranteed, or cheap.

What can you do to encourage investment? It doesn’t seem like raising the tax does anything to put more
money into exploration. We cannot tax our way to state solvency, in the long run we must invest/grow

our way to state solvency and success.

| started a business here twenty years ago waiting for the stars to align.
1 Continuing investment on the Northslope

2. Build the Alaska Gas Pipeline to the lower 48.

3. Get legislation in place to encourage development of ANWR.

What arc you, our state representatives in the Mouse and Senate, doing to encourage development and
growth of our resource pool, the source of our populations wealth and source of Alaska’s state revenues?
Please invest in growing the “seed corn” to keep Alaska growing, now and into the future.

Thank-you

Maynard Tapp

200 West 34™ Ave. #809
Anchorage, Alaska - 99503



My Name is Shirley Nelsen and I am here to tell you how | feel about the
Tax bill before the legislature and how it will affect my family. My husband
And my livelihood both depend on the oil and gas industry. All of the
producers have stated that higher taxes will reduce investments on the slope.
We need to look at the long term effects of this bill versus the short term .

We need to provide a strong incentive for the oil industry' to re-invest in
Alaska. This will ensure jobs now and jobs for our children and their
children. This will also provide an incentive for our children to stay in
Alaska instead of leaving the state to find employment.

The out come of this tax will affect every community in the state, and
The economy in each community would suffer if we force the oil industry to
take their investment dollars to other counties and the lower 48.

Please think long and hard before you tax the oil companies out of the State
of Alaska.

Shirley Nelsen
6801 Lewis Place
Anchorage, AK 99507



Alaska State Chamber of Commerce

Resolution 2006-002

Supporting a change in the oil production tax structurefor the st ite o fAlaska

Whereas Alaska’s oil production will continue to decline over the next few years; and

Whereas, the current oil and gas tax structure which includes ELF based reductions will
eventually provide zero taxes to the state: and

Whereas, nearly all oil developing governments base their tax structure on a net profit tax

system; and

Whereas the current production tax provides little or no incentive for oil & gas development in
Alaska; and

Whereas repealing the current oil and gas production tax while providing new incentives for
investment would he best for the long-term interest of the State of Alaska; and so therefore

Be it Resolved that the Alaska State Chamber of Commerce supports a revision to the current
Alaska oil »< gas production tax; and let it be

Further resolved that the Alaska State Chamber of Commerce supports a change in production
tax to a net prolit tax with tax incentives for oil & gas exploration and reinvestment.

In witness thereto, this resolution is signed by Joan McCoy, Chair of the Board of Directors of
the Alaska State Chamber of Commerce and by Wayne A. Stevens, President of the Alaska State

Chamber of Commerce.

Signed this 22nd day of February 2006

Al ASKA STATE CHAMBER OF COMMERCE ATTEST:

Joan McCoy Wayne A. Stevens
Chair President/CEO
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The Alaska State Chamber of Commerce supports a revision to the current Alaska oil &
gas production tax. We also support a change in production tax, to a net profit tax with
tax incentives for oil & gas exploration and reinvestment.

Through the PPT legislation, the Legislature has the opportunity to help define the pace
of North Slope oil production for both the near- and long-term.

While the oil and gas industry in the State appears to be generally supportive of the
Governor's 20/20 oil tax proposal, the State Chamber stands firm with its traditional
position that any increase in taxes needs to be carefully scrutinized for detrimental

impacts on investment in the Stale.

If the Legislature chooses a tax rate that is higher than that proposed by the Governor, the
Chamber has serious concerns about the impact on exploration and other investment, job
growth and economic development in the State. We believe higher taxes could accelerate
the rate of production decline, with even greater impact on jobs and economic growth in

the State.

The Chamber is concerned that calls for a greater tax take from the oil and gas industry
may result in damage to the long-term future for Alaskans in favor of a short term

unsustainable revenue gain.
Current North Slope production is not declining because taxes arc too low.

While the Legislature addresses an increase in oil taxes, the Chamber recommends they
also consider developing a long-term state fiscal plan that would make Alaska a more
stable economy attractive to private sector investment.
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Good morning. For llic record, my name is Slacy Scluihert. I am president of the Anchorage
Chamber of Commerce.

Thank you for the opportunity to comment on the CS for SB306.

The core mission of any chamber of commerce is to protect and promote the interests of business.
At the Anchorage Chamber of Commerce, our 1 150 members are comprised primarily of small
businesses. In fact, 47% of our membership has 10 or fewer full-time year-round employees.

Another 15% of our membership has fewer than 25 employees.

Our Board of Directors just yesterday passed a resolution that supports the petroleum production
tax proposed by the Administration. I'll repeat that - our board of directors supports the
petroleum production lax as proposed by the Administration.

Our Board recognizes the significant contributions the oil industry makes to the State’s revenue,
and that further exploration and development are critical to maintaining a healthy economy.
Businesses in Anchorage rely on the expenditures made by the industry to remain vibrant and
healthy contributors. Our restaurants rely on the disposable income of employees of explorer and
producer companies to eat in their bakeries and deli's. Our retail stores rely on these employees
for regular purchases. Our professional services businesses rely on these employees for their

business needs.

So it is with great concern that our board of directors has watched as the legislature considers tax
proposals that would increase government lake using a "'more tax revenue now is better than more
revenue later" approach. Ala; kans rely on the investment of oil and gas producers in this state. It
is disconcerning to see what our future might look like when we disincentive industry to explore

and develop Alaska's rich resources.

Furthermore, half of our State's population lives in Anchorage. One in ninejobs n Anchorage
exists because of our relationship with rural Alaska. Sixty-seven percent of our Stale's
population is dependant on the Cook Inlet for natural gas. It is therefore important to our board
that the existing Cook Inlet tax structure remain in place, as is. so to protect against negative,
unintended consequences that the PH' could create.

In closing, our board supports the Administrations proposal and requests an exemption for
explorers and producers in the Cook Inlet area. Long-term investment is much more important
than short-term gains to the state through increased lax. Alaska’s future -our businesses, jobs,
economies are at stake and it is for that reason that we are concerned with the CS.

Thank you for the opportunity to testify today on behalf of the Anchorage Chamber of
Commerce.



A"
ANCHiOIi(»i)(hf“(i IIlﬁMIim

Anchorage Chamber of Commerce
Hoard of Directors
Resolution 2005/06-20
In support of the New Petroleum Production Tax
Proposed by the Stale of Alaska’s Administration

WHEREAS, the Anchorage Chamber of Commerce supports and encourages economic
development and lias been on record for many years supporting a fiscal plan for the Stale of

Alaska; and

WHEREAS, the oil and gas industry currently provides 80-00 percent of the State’s general
revenue; and

WHEREAS, gas development in Alaska is dependent 01t a healthy Alaska oil industry; and

WHEREAS, to achieve the Alaska Department of Revenue’s production forecast, industry
investment needs to at least double to an annual level of S2-S3 billion: and

WHEREAS, the Cook Inlet natural gas industry supplies energy to 67% of Alaskans, and any
proposed petroleum production lax needs to recognize and avoid the negative consequences to

consumer energy: and

WHEREAS, a new petroleum production tax has been proposed by the Administration to
replace the Economic Limit Factor (ELF); and

WHEREAS, an effective, petroleum production tax should accomplish several goals including:
a. shifting to the worldwide standard of a production profits tax structure is expected 10
generate increased revenue for the state of Alaska;
b. providing a basis for fiscal stability for the oil and gas industry thereby encouraging gas

pipeline construction:
c. addressing the interests of both large and small producers:
d. encouraging investment in technology and infrastructure to maximize North Slope oil

production:
c. creating an environment that encourages exploration and development of all of Alaska’s

oil and gas resource base:
f. stirring economic development which, in turn, will provide new jobs and new business

opportunities;



%

NOW THEREFORE BE IT RESOLVED, (hat the Board of Directors of the Anchorage
Chamber of Commerce supports the new petroleum production tax as it was originally presented
to the Alaska Legislature, with the caveat that the proposal be amended to protect against any
adverse consequences to the existing Cook Inlet tax structure,

AND BE IT FURTHER RESOLVED that copies of this resolution be sent to The Honorable
Senators Stevens and Murkowski. and Representative Young, and other members of U.S.
Congress, Governor F'ank Murkowski, the Alaska Legislature, the Anchorage Chamber
membership, the Anchorage Chamber Stale/National Affairs Committee, statewide media, the
Alaska State Chamber of Commerce. Resource Development Council. Alaska Oil & Gas
Association, The Alaska Support Industry Alliance. Chambers of Commerce Statewide, and

Commonwealth North.

Approved the 7'1 Day of April 2006

Mary Ann Pease. 2005-2006 Chair Stacy Schubert. President



Saturday PPT Testimony - Lon Wilson, President, The Wilson Agency, LLC

lhave concerns about the proposed new oil tax. 1believe that Alaska’s future as a stable
economy is dependent on the encouragement of investment by the private sector. The oil
and gas industry is one of our most important private sector segments. It helps support

much of the sendee industry by its presence. The imposition of higher taxes will have a

negative impact on jobs, business opportunities, investment, and long-term state

revenues.

If you think about, it, just because you can produce doesn’t mean that you will. No matter
what the available resource, it will only be pursued if it is advantageous to you to do so.
Let’s picture that working one job, 40 hours a week, you sit squarely in the middle of
your tax bracket. Now let’s say you accept a second job and that additional 20 hours a
week just barely bumps you into the next tax bracket. Let’s imagine that by jumping into
the next bracket, your tax rale is such that you take home no more money than you were
taking home with one job. You make more, but your take-home remains the same. Would

you do it? Wouldn't it seem that vour time (your resources) could be better spent invested

elsewhere?

Thinking like any logical person that is working to make a living, most likely, seeing no
profit from the additional 20 hours of work a week, you would decide against that job or

that investment. | am afraid the oil companies will look at it the same way.

Right now, they have "one job." They have production costs, taxes, and abandonment
costs associated with that one job. Ifby working 20 hours more a week, or in their case,
building a gas pipeline, looking for new reservoirs etc., they do not see a positive net
effect, or more specifically, an economically justifiable positive net effect, then there is

no reason for them to expand their investment in Alaska.

lask that you be cautious with the imposition of higher taxes. We have a lot of potential

with projects such as the gas pipeline. Don’tjeopardize our states economic future in

favor of a short term gain.
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Labor and Workforce Development or the change; relating to the unemployment contribution rate of an employing unit; denning
‘business' for purposes of statutes setting unemployment contribution rates; establishing the crime of obtaining an unemployment rate by

deception; and providing for an effective date."

Recommends it be replaced with | ]1ICS or | JCS for ( )
For Senate llills with new title: I j Technical Title [ ] New Title: IICR [ ]1Same Title [ 1New Title

I | attach amendments
( J add new referral to Committee
[ 1 Letter of Intent Committee

Aty NEW FISCAL NOTES PREVIOUS FISCAL NOTES
*Assigned bv Chief Clerk’s Office List bv Depttsl: ~ IN#  Fiscal  Indet. | Zero

for

%p“;h. List bv Depttsl: | 'I NK | Fiscal ~ Indet.  Zero LUA P \
CED
COR
CRT
DEC
1nc
oov
1SS
I.EC
LAW
Lwr
MVA
IIN K

DPS
REV
iKir
t\

DP  DM* NR AM

Sitmini* with rc.*cx>mTfTenclsitions A _
Printed | avl Nuuk

FhsTL\L
)
o Ckl K * ILj
i IS
.’lr/l
e B Ry . N kjTiuiila /
=Ktid e \



FISCAL NOTE

STATE OF ALASKA Fiscal Note Number: 1
2006 LEGISLATIVE SESSION Bill version: SB 306
(S) Publish Date: 3/9/06

Revision Dale/Time (Nolo if correction): Department' Labor and Workforce Development

Title: Unemployment Insurance Fund & Taxes RDU: Employment Security
Component: Unemployment Insurance

Sponsor: Senate L&C

Requester: Senate L&C Component Number: 2276
Expenditures/Revenues (Thousands of Dollars)

Note. Amounts do not include inflation unless otherwise noted below.

OPERATING EXPENDITURES FY 2007 FY 2008 FY 2009 FY 2010 FY 2011 FY 2012
Personal Services

Travel

Contractual

Supplies

Equipment

Land & Structures
Grants & Claims
Miscellaneous

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES

CHANGE IN REVENUES ( ) !

FUND SOURCE /Thousands of Dollars)

1002 Federal Receipts
1003 GF match
1004 GF
1005 GF/Program Receipts
1037 GF-Mental Health
Ot'rer iScf.it," Tvot—Do not nbbrov-nl-l
TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

Estimate of any current year (FY200G) cost: None
Mark this box (X) if funding for this b is included in the Governor’s FY 2007 budget proposal:

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach o separato pttyi -'/w ;ewai}’

Tins legislation adds language to comply with federal legislation
requires that a state's law contain language that will prevent state unemployment lax avoidance schemes
and also requires that st iles apply meaﬂlng U civil and criminal penalties against persons who knowingly

Public Law 10fc-295 <42 U S C 503j

v.olale those provis.ons.

The antic paled fiscal impact as a resjlt of this legislation is approximately SC-0.0 to SCO 0 in data processing

costs which will be absorbed by existing federal grant funds

Phone 4G5-59'13
Dote/Time 2 23/06 2 21 PM

Prepared by Thomas W. Nelson. Director
D ./otn Employment Security Division

Ar-p’ovi ittry Grog O'Cliray, Commissioner Dale 2/23/2006

Agency Department of Labor and Workforce Development
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April 19.2006

Representative Kevin Meyer
Representative Mike chcnault
Co-Chairs

Finance Committee

State Capital Room 519
Juneau, AK 99801-1182

The Honorable Chairman and Members of the House Finance Committee,

The Alaska State Chamber of Commerce strongly supports SB 306. SB 306 brings the
State of Alaska into compliance with Federal legislation passed in 2<r*4 addressing the
issues of State Unemployment 'fax dumping. The federal legislation established a
nationwide minimum standard for curbing certain unemployment insurance tax
avoidance activities by employers. If States do not adopt similar language as contained in
the federal legislation, the state and businesses in those states stand to lose significant

exemptions currently available to business.

Failure to pass this hill would result in the dc-ccrtilication of the Alaska Unemployment
Insurance program and employers in this state would lose their federal offset credit of
5.4%, resulting in S103.9 million in additional taxes to the employer. The tatc would
lose $30.8 million for administrative and operational funding for Ul programs.

The business community believes passage of this legislation is imperative. We must not
lose these valuable exemptions currently available to businesses across the state.

Your thoughtful consideration and careful attention to SB 306 is much appreciated.

Yours in economic prosperity.

Wayne A. Stevens
President CEO



Alaska State Legislature

Senator Con Bunde
Senate District P

Vice Chair: Senate Finance Committee
Chair: Senate Labor & Commerce Committee

Sponsor Statement

Senate Bill 306 Unemployment Insurance Fund & Taxes

Senate Bill 306 addresses the issue of unemployment tax avoidance schemes by
unscrupulous employers. This type of activity typically occurs when one business
buys out another with a lower unemployment insurance tax rate, or when one
business is transferred or taken over by another, solely to obtain a lower tax rate.

SB 306 is a crucial piece of legislation that is mandated by a federal law, the
SL'TA Dumping Prevention Act. which was passed in 2004. This Act amended the
Social Security Act and established a nationwide minimum standard for curbing
certain unemployment insurance tax avoidance activities by employers. Failure to
pass this bill would result in the de-certification of the Alaska Ul program and
employers in this state would lose their federal offset credit of 5.4%, resulting in
S103.0 million in additional taxes to the employer. The state would lose $30.8
million for administrative and operational funding for I'l programs.

lax avoidance schemes are damaging to Alaskans, inflate tax rates and unjustly

shift the burden of unemployment insurance to other, law-abiding businesses.

Passage of SB 3<s>would impose meaningful penalties on fraudulent businesses,
and would maintain unemployment insurance taxes equally among Alaska
businesses and would align our slate with current, federally mandated law.



Sectional Analysis

Section 1. Adds a new section, AS 23.20.293 and requires an employer to notify the
department in writing of any changes in ownership, management and control or
when an employer acquires all or a part ofanother employer’s trade or business. This
provision will help the department detect tax avoidance and will help ensure
employers are assigned the correct tax rate.

Section 2. Amends AS 23.20.295(d) to conform to federal law, which requires State
laws to contain language which prevents unemployment insurance tax avoidance.

Section 3. Adds a new section, AS 23.20.297 to address transfers of payroll history
and assignment of tax rates to conform to the tax avoidance prevention provisions,
and establishes requ ed civil and criminal penalties against persons who knowingly

violate those provisions.

Section 4. Adds a new section that establishes criminal penalties against an
employer or person(s) who knowingly or recklessly obtains or advises another person
or employer to obtain an unemployment rate under false pretenses.

Section 5. Amends AS 23.20.310 to add new definitions to clarify the tax avoidance
provisions.

Section 6. Adds new language to allow the department to adopt regulations
necessary to implement the changes made by the above sections.

Section 7. Provides for an effective date of July 1, 2006 lor Sections 1 2. and 4 and
for AS 23.20.297(a)-(c) enacted by Section 3.

Section 8. Provides for an immediate effective date for Sections 5 and 6 and for
AS 23.20.297(d). enacted by Section 3.

i |i.nt il Lv Alisk.i Di-pariim-nt >a [-ilmi u.<l WmMnri i Oi~vcliijjliu-il
kmptnyiiirut Smtrlty Division, t'nnnployiuent liiMinmirTV'linit.il Unit
January 23,2006. 10 15 AM
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The Honorable Frank Murkowski
Governor of Alaska

Box 110001

Juneau, Alaska 99S11

Dear Governor Murkowski:

In my letter to you dated June 10, 2005, 1called your attention to amendments to
Alaska’s unemployment compensation law that are needed for the state to remain eligible
for Federal grants to administer its unemployment compensation (UC) program.
Unfortunately, since that time there has been no action on this legislation, which must be
in effect in Alaska on January 1, 2006, to conform with requirements of Federal UC law.

On August 9, 2004, the President signed P.L. 10S-295, the SUTA Dumping Prevention
Act of 2004. This legislation amended the Social Security Act to add a new Section
303(k), establishing a nationwide minimum standard for curbing certain practices that
some employers have used to manipulate state unemployment insurance tax rales and
avoid their fair share of unemployment taxes. All states are required to amend their UC
laws to conform with the requirements of Section 303(1:). SSA, as a condition for
receiving grants for the administration of the state’s UC law.

Labor and Workforce Development Commissioner O’Clarav informed me by letter dated
June 23, 2005, that Alaska is poised to secure enactment in the second session of the
legislature. In order to hold in abeyance initiation of proceedings to withhold
certification for the administrative grant, 1 must have your assurance that you will make
every effort to secure enactment of legislation meeting the Federal requirements and
making any transfers of experience that occur after January 1, 2006. until the effective

law

Please provide this assurance before January 1, 2006, that Alaska will enact the required
legislation expeditiously in the next legislative session

Sin .Tehl

Background



: | M
\<|!l| |/ruIA ht Vh' jj I rL J\\[n]
P. 0. Box 21149

Departmem Of Labor and Workforce Development Juneau, AK 99802-1149

Phone: (907)465-2700
Fax: (907)465-2784

OFFICE OF THE COMMISSIONER

December 22, 2005

Emily Stover DeRocco, Assistant Secretary
Employment and Training Administration

U.S. Department of Labor
200 Constitution Avenue. N.W., Room S-23C7

Washington. D.C. 20210

Deai* Assistant Secretary DeRocco,

Your letter of December 7, 2005, to Governor Frank Murkowski has been
forwarded to me for response. As stated in earlier correspondence, 1share your
concern and continue to aggressively pursue tire earliest possible enactment of
the required legislation that you: staff and mine have prepared for the Alaska

legislature.

Alaska's Employment Security Act was amended in the mid-1960s to
provide for a decline quotient employer rating system: therefore, current state
law already requires the transfer of experience for rating purposes. Specifically,
Alaska Statutes 23.20,280 through 23.20.295 and supporting regulations
specifv the administration of rate assignment and experience transfers.
Moreover, our employer registration activities are designed to detect changes in

ownership and changes in workforce that might be attempted for the sole
purpose ofrate reduction.

We recognise that our current statutes do not conform completely to P.L.
108-295. We are making even' effort to secure speedy enac tment of legislation
which meets the federal requirements during the second half of Alaska's 24th

Legislature.

Since/rely.

/
\

Greg O'Claray
Commissioner

«: T :n Nelson. [Hreuor. Emplovmi m Security Division

*
n® b

FRANK H. MURKOWSKI. GOVERNOR



Unemployment Insurance Federal Compliance

Recent federal law requires state law change:

In August 2004, President Bush signed P.L. 108-295, amending the Social Security Act of
1935 and requiring states to enact legislation that will prevent the practice of State
Unemployment Tax Avoidance schemes. This activity occurs when employers find ways to
manipulate state unemployment insurance (Ul) tax rating systems such that the employer

pays Ul taxes at an artificially low rate.

Slate laws must include:
* Mandatory transfers of unemployment experience when a trade or business is

acquired by or transferred to another employer.

* Prohibition of transfers when a transfer or an acquisition is solely or primarily for
the purpose of obtaining a lower Ul tax rate.

* Penalties when tax avoidance schemes are detected.

» Procedures for identifying tax avoidance schemes.

Penalty for Noncompliance:
» If Alaska fails to enact required legislation, Alaska’s Ul program will be de-certified

and all employers in the state would lose their federal offset credit of 5.4 percent
which would amount to $103.9 million in additional taxes. Also, Alaska loses
$30.S million in administrative aid operational funding for supporting
unemployment insurance programs.

Ul Tax Avoidance Mainly Occurs in Two Ways:

* An employer sets up a new company and then transfers some or all of its
workforce (and accompam ing payroll) to the new company after it has earned a
lower Ul rate. The transferred payroll is then taxed at the lower rate.

* Anew business entity purchases an existing business with a lower Ul tax rati*.
Instead ofbeing assigned the higher industry rate for a new business, the entity
receives the existing lower rate. Typically, the new business ceases the activity of
the purchased business and commences a different type of activity.

Harmful Effects of Ul Tax Avoidance Schemes:
* Lost revenue will result in higher tax rates overall and unfairly shifts the cost of ul

benefits to other employers.
» Ul tax avoidance eliminates the incentive for employers to stabilize their workforce

and keep employees working.

Benefits of State Unemployment Tax Avoidance Legislation:
* Maintains the integrity and equity of our tax rating system and trust fund.
* Helps keep employer Ul tax rates from increases due to under funding.
* Prevents tax rate avoidance schemes by imposi ig meaningful penalties in cases
where a violation is detected.

Prepared by Alaska Department ol Labor . ml Workforce Development.
Employment Security Division
«January 4, g'lOu
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NFIB

Tin* Voice of Small Business*

ALASKA

National Federation of Independent Business
Statement of Support for SB 306

Unemployment Insurance Federal Compliance Legislation
February 232006

The Alaska Chapter of the National Federation of Independent Business has 2,500
members, making it the largest small-business advocacy group in the state.

.senate Bill 306 makes a number of changes in state law to conform with a federal law
passed in 200-1 to stop deceptive practices in obtaining a lower Ul rate. If Alaska fails to
enact required legislation, Alaska’s Ul program will be de-eertificd and all employers in
the state would lose their federal offset credit of 5.4 percent.

Passing legislation this year is essential for Alaska businesses to continue to receive the
5.4 percent credit on their federal income tax. It is our understanding that all 49 other
stales have already passed similar legislation.

Vote YES on Senate Bill 306

Submitted by Thyes Shaub on behalfof NFIB/Aluska.
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SENATE BILL NO. 308

FURTHER REFERRALS:

SB 308

ALASKA RAILROAD REVENUE BONDS

"An Act authorizing the Alaska Railroad Corporation to issue revenue bonds to finance rail transportation
projects that qualify for federal financial participation; and providing for an effective date."

Recommends it be replaced with [ JIICS or | ]CSfor

( )

For Senate Hills with new title: [ ] Technical Title [ ] New Title: 11CK |

[ ] attach amendments
[ 1 add new referral to
[ ] Letter of Intent

Committee
Committee

Mil nf
Abbrev
for
Daopis.:
ADM
CED
con
citr
EED
DEC
DIG
GOV
1ISS
LEG
LAW
LWE
MVA
NIt
DPS
REV
DOT
t'A

NEW FISCAL NOTES

*Assigned by ChiefClerk's Office
lisi by Deplfs): | *J’N#  Fiscal | Indet. ( Zero

1Signing with recommendations

f Fty& L:

/ Xflo  —~ A

Chair: Al.

] Same Title [ ] New Title

PREVIOUS FISCAL NO TES

last bv lept(s): | | N# 1Fiscal f Indet. J Zero
/

D* DM* NR AM

Printed 15wt Nume
Hau'kt'- nr

\)l s \OL H y
f 7&~U X

3Tom/i C V

LxIlhX XT
T711f7 X
IV ].f'-'j<?/ X'



FISCAL NOTE

STATE OF ALASKA Fiscal Note Number 1
2006 LEGISLATIVE SESSION Bill Version SB 308
(S) Publish Date 3/17/06
Revision Date/Time (Note if correction): Dept Affected. Commerce
Title Alaska Railroad Revenue Bonds '‘RDU
Component Alaska Railroad Corporation

Sponsor Transportation
Requester Transportation Component No
Expenditures/Revenues (Thousands of Dollars)
Note' Amounts do no! include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2007 FY 2008 FY 2009 FY 2010 FY 2011 FY 2012
Personal Services
Travel
Contractua’
Supplies
Equipment
Land 8 Structures
Grants £ Claims
Debt Service (Principal and Interest)

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0
CAPITAL EXPENDITURES
CHANGE IN REVENUES ( ) 0.0 0.0 0.0 0.0 0.0 0.0

FUND SOURCE /Thousands cf Dollars)

1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts
1037 GF/Menta! Health
1155 Receipt Suppoded Services
TOTAL 0.0 0.0 0.0 0,0 0.0 0.0

Estimate of any current year (FY2006) cost: 00
Mark this box (X) if funding for this bill is included in the Governor's FY 2007 budget proposal:

POSITIONS
Full-time
Pad-time
Tempcary

ANALYSIS: (Atlacn a separate pane rfnecessary)

Trie Aiasxa Railroad Corporation (ARRC) is a public corporation supported by revenues generated through its freight, passenger and

rea: estate services ARRC does not receive state subsidies for operations or capital improvements

Thu leg s:ation authorizes the Alaska Railroad Corporation to issue revenue bonds to finance rail transportation projects that qualify for

federal financial participation, and provides lor an etlect've date

ARRC w.i issue up tc $165 million in ta*-e»emp! revenue bones suppoded by federal Ironsi! Administration (FTA) formu a funds to
finance FTA-«iigibie ran transportation projects focused on accelerating trie Railroads main line track and bridge rehabilitation program
Dobt service lor me bonds would come from a portion (cinentiy estimated between 30" - 50V) of ARRC's annual FTA formula funds
AJ, costs related to issuing the bonds will bo paid from the bond proceeds and are Included in the $105 million authorization

Phone 907-255-2516

Prepared by Bill O'Leary yp Finance ang Chief Financial Officer
Date/Time 3/13/05 6 52 PM

Division Alaska Railroad Corporation

Approved by William C Noli Commissioner Date 3‘13/2005

Agency Commerce Community, and Economic Development
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