THE ALLIANCE
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...for responsible development of Alaska’s Oil, Gas & Mineral Resources
360 West Benson Blvd., Suite 200 * Anchorage, AK 99503 * Phone (907) 563-2226 * Fax (907) 561-8870

Feb. 26, 2007

The Honorable Vic Kohring

Chairman, House Oil & Gas Committee
Alaska State Legislature

State Capitol (MS 3101)

Juneau, Alaska 99801-1182

Dear Senator Huggins,

The Alaska Support Industry Alliance, a trade association whose 400 members
provide goods and services to Alaska’s oil, gas and mining industries and more
than 30,000 jobs for Alaskans, would like to express our opposition to House
Bill 128. We believe the bill is unnecessary, unfair and premature. It will
accomplish little but to spawn disputes and uncertainty, and it will be a further
disincentive to the long-term oil and gas investment that’s the lifeblood of
Alaska’s economy. We urge you not to pass it out of the House Oil & Gas
Committee.

The bill is unnecessary. Current legislation already denies tax credits for
lease expenditures resulting from fraud, willful misconduct or gross
negligence, and disallows costs related to spills.

The bill is unfair, and would result in double taxation. The flat 30-cent-per-
barrel tax credit exclusion in the new Petroleum Production Tax (PPT)
explicitly was intended to cover all maintenance expenditures - those
resulting from “proper” and “improper” maintenance. HB 128’s additional
exclusion for costs incurred due to “improper maintenance” constitutes
double taxation. Producers across the board are denied deductions for
maintenance costs under the umbrella of the 30-cent-per-barrel provision of
the PPT, then would be denied additional tax credits on a case-by-case
basis for some of the same maintenance expenditures under HB 128.

The bill is a petri dish for tax disputes. Terms in HB 128 such as “improper”
maintenance and “diminished” capacity are vague and undefined, leaving
interpretation in the hands of several commissioners, headed by the
commissioner of Revenue. By contrast, the 30-cent provision offers clarity
and certainty. We may not like it, but at least everyone understands the
rules.
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The bill is premature. It’s been less than 6 months since the legislature
retroactively imposed the largest tax increase in Alaska’s history on North
Slope producers, roughly tripling severance taxes. Regulations for the new
PPT haven’t even been drafted yet, and HB 128 proponents already want to
change it. The Alliance believes additional changes at this time will further
undermine Alaska’s reputation as a stable and predictable place to invest,
resulting in fewer jobs and business opportunities for Alaskans.

HB 128 may seem like prudent politics to some, but it’s poor public policy. The
Alliance opposes this proposed legislation and urges you not to move it out of
the House Oil & Gas Committee. Thank you for your consideration.

Sincerely,

Paul Laird
General Manager



