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1 ANCHORAGE, ALASKA; FRI DAY, AUGUST 12, 2016
2 1:36 P. M
3 - 000-
4 MR. LARSEN. Well, good afternoon. Looks
5 |like we have a full house here, so we'll go ahead and
6 get started.
7 My nane is John Larsen. |'man Audit Master
8 wth the Departnment of Revenue in the Ol and Gas Tax
9 Division. And welcone to today's workshop on oil and
10 gas exploration, production and pipeline
11  transportation property tax under Title 15, Chapter 56
12 of the Alaska Adm nistrative Code.
13 The purpose of the neeting here today is to
14  receive public comment frominterested parties
15 regarding possible changes to existing regul ations
16 prior to drafting any regulations to be proposed.
17 | want to stress this is not a public
18 hearing, and that there will be a chance for
19 additional conment once any regul ations to be proposed
20 have been drafted and publicly noticed.
21 But anyway, prior to starting the procedures
22 here today, just sone admnistrative things to take
23 care of. In the event of a fire, out the door,
24  outside. They would like us to gather in the parking
25 1ot over by 9th and D, kind of by the tennis courts
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1 there, so that we can account for everybody and nake

2 sure that you're out of the building. W have a

3 sign-in list. Hopefully everybody signed in on their
4 way in. And if you see ne on the way over there, |

5 can tick you off so you don't have to walk all the way
6 over to the parking |ots.

7 The restroons, if you need to use those, are
8 right out the door past the guard desk to your right
9 and all the way to the end of the hall.

10 | f you have any el ectronic devices here,

11  please turn themoff.

12 |f you're on the phone, and especially if

13 you're using your cell phone, put that on nute. And
14 if you're using your desk phone and you go away,

15 please don't put us on hold and then |eave. If you
16 have to |leave, turn your phone off and then cone back
17 later. W had an incident in our first session this
18 norning where | think somebody went on hold and we had
19 hold nmusic playing to us as we were trying to get

20 testinony. So once again, you if do have to |eave,
21 please hang up and conme back again.

22 On the sign-in sheet, | asked if there was
23 anybody that wanted to be added to the mailing |ist.
24 So if you did say yes to that, please nake sure that

25 you wote legibly so that | will get the correct
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1  address.
2 Al so note that when we sign you in for that,
3 you wll get a confirmation, and you have to respond
4 to that confirmation in order to get activated on the
5 miling list. There's also a link on our website that
6 you can go to and take care of that yourself.
7 So prior to us starting the testinony, let's
8 go ahead and go around the roomand we'll introduce
9 everybody here in the roomfirst, and then we'll go to
10  the phone |ines.
11 My nane is John Larsen. |'man Audit Master
12 with the Departnent of Revenue.
13 MR DEES: M nane is Lennie Dees. [|'man
14  Audit Master with the Departnent of Revenue.
15 MR, SCHULTZ: M nane is Martin Schultz. [|'m
16 an Assistant Attorney General with the State of
17 Al aska.
18 MR, CALTAG RONE: Peter Caltagirone,
19 Assistant Attorney General, State of Al aska.
20 MR. BRENA: Robin Brena, here on behal f of
21  Val dez and Fairbanks.
22 MR. WAKELAND: Jack Wakel and on behal f of
23  Val dez and Fai r banks.
24 MS. LOFGREN. Joyce Lofgren, Departnment of
25 Revenue.
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1 MR JONES: TimJones, Gacier Ol & Gas.
2 MR. DI CKINSON:  Dan Di cki nson, BDO, LLP, SA
3 MR, HURLEY: M chael Hurley wth
4 ConocoPhilli ps.
5 MS. STODDARD: Gretchen Stoddard, public.
6 MR MCEE: Mirty MCee, State assessor. The
7 other State assessor.
8 MR WLLIAVS: Tom W Ilians wth BP.
9 MR. MAHONEY: Steve Mahoney, Manley &
10  Brautigam
11 MR. FARLEY: Felipe Farley, Borough attorney,
12 North Sl ope Borough.
13 MR, STEMP. Andrew Stenp, the North Sl ope
14 Borough.
15 M5. BROMWN:. Mdlly Brown fromDllon &
16  Findl ey.
17 M5. NARDIN:  Mel ody Nardin.
18 MR LARSEN: Pardon nme. | couldn't --
19 MS. NARDIN: Mel ody Nardin, Brena, Bell &
20 O arkson.
21 MR, LARSEN. (kay. Thanks, Mel ody.
22 MR. ALPER  Ken Al per --
23 MR, BITNEY: John -- John Bitney.
24 MR, ALPER Ch, sorry.
25 MR. BITNEY: Here for nyself.
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MS. DALTON: Kathl een Dalton, DOR

MR. LARSEN: And on the phone, please.

MR G ESLER Carl --

MS. MAXVELL: Brenda Maxwel |, ASRC
Expl orat i on.

MR G ESLER Carl Gesler, wwth Gacier Ol.

M5. DOLAN:  Jill Dol an, Fairbanks North Star
Bor ough.

MR, KELLEY: Wayne Kelley, with RSK

MR. OLEMAUN. Forrest O emaun, chief
adm nistrative officer for the North Sl ope Borough.

M5. GRAMLING Mary Gamling, Departnent of
Law.

MR. LARSEN. And anyone el se on the phone
| ines? GCkay. Thanks.

As previously stated, the Departnent is
hol ding this workshop to get input and suggestions on
regul ations that nay need to be anended, inplenented
or repeal ed.

Wi | e the workshop announcenent identified
certain regul ations, such as those related to the
muni ci pal tax cap replacenent cost and intangible
drilling expense, the Departnent is also accepting
conment on other areas that may need to be addressed

to clarify, conformto existing statutes.
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Just to give everybody here an idea of the
timeline, our goal is, to the extent possible, to have
any regul ations that come out of this process in
effect on January 1st, 2017. And so as the workshop
notice indicated, we would like to have any witten
comment s received by the close of business on Tuesday,
Cct ober 16th, 2016. Following that, we'll --

MR DEES: August.

MR LARSEN:. Excuse ne. August?

MR DEES. Yes.

MR. LARSEN. Sorry. Thank you. August 16t h.
Thank you.

Following that, we'll begin the regulations

drafting process, and our goal is to have any

regul ations that we intend to propose publicly noticed
by m d- Septenber, probably trying to target the

Sept enber 15th -- Septenber 19th date.

And once the regul ati ons have been publicly
noticed, then there will be further opportunity for
public comment at that tine.

And so as you know, we -- or as stated,
there's no regul ations that have been drafted at this
point intime for you to comment on. It's kind of an
open forumfor the public to provide conment on

regul ations related to property tax that the public or

PACIFIC R1iM REPORTING
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1 interested parties feel need to be inplenented or

2 anended at this tine.

3 So having said that, is there anyone that

4 would like -- and "'msorry. One nore thing. Wen

5 you do speak, we would like you to use the m crophone

6 here so that we can get a transcription of the

7 proceedings. And that will be nade avail abl e on our

8 website as well.

9 So when you conme up, please identify your

10 nane and your affiliation. And if there's anybody

11 that would like to volunteer to go first, we're taking
12 volunteers. Thanks.

13 | know we have sone representatives here from
14 all parties. So if there's any comment that people

15 would like to nake, we'd certainly like to get those
16 on the record at this point in tine.

17 "1l be here till 2:30 regardless --

18 (laughter) -- of whether people have anything to say
19 or not, as indicated in the scoping notice. In case
20  soneone cones late, there will be opportunity for them
21  or anyone else to speak |ater.

22 But nobody has anything that they want to add
23 or suggest for the proceedings? | hate --

24 MR. ALPER: This is a bigger crowd than the
25 norning crowd that turned out for the oil and gas
PACIFIC RIM REPORTING Page 9
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1 taxpayer bill, but it's a quieter crowd.
2 MR LARSEN: | hate to waste all this
3 valuable tine we have sitting here in the forum
4 MR. BRENA: | have a couple things to offer
5 but | wasn't in a big hurry to be first.
6 MR, LARSEN. (Ckay. Wuld you m nd comng up
7 and using the m crophone?
8 MR, BRENA: |'m happy to.
9 MR. LARSEN. Thank you, M. Brena. And
10 wsh | had an award for going first, but --
11 MR. BRENA:  Yeah.
12 MR. LARSEN. -- you know, with the State
13 budget right now, things are fairly tight.
14 MR, BRENA: M nane is Robin Brena, and |'m
15 here -- I'"'man attorney with Brena, Bell & d arkson,
16 and |I'mhere today on behalf of Val dez and Fairbanks
17 North Star Borough.
18 | guess there are a couple reg changes that |
19 think that you have to make. There has been a Suprene
20 Court decision with regard to the scope of SARB' s
21  jurisdiction, and 15 AAC 56.015 has an alternative
22 appeal path for taxability issues, which the Al aska
23  Suprenme Court has held to be inconsistent with the
24 underlying statute, and | believe needs to be repeal ed
25 or changed.
PACIFIC RIM REPORTING Page 10
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1 Also, | would just note that, to sone degree,
2 15 AAC 56.070, which concerns the tax cap of the
3 Minicipality, the underlying statute has changed since
4 the regul ation was adopted to adopt tiers, depending
5 on--inthe calculation of the tax cap, depending on
6 the mll rate with -- used to be 225. And that's what
7 the current regulation provides. And the statute now
8 provides for three tiers, 225, 300 and 375, depending
9 on the underlying mll rate. So | think you need to
10  harnoni ze 15 AAC 56.070. | think you need to
11 harnonize it with the existing statutory change.
12  Those are changes that | think that you -- that you
13  have to nake.
14 | noticed in your -- and then just a few
15 brief coments. | noticed a relatively tight
16 tinmeframe, and there's lots of potential issues that
17 have been litigated for a decade now that could cone
18 up in these conversations.
19 | woul d encourage you to approach this
20 narrowy, rather than broadly. | think, you know, at
21 least fromny point of view, you have a settlenent in
22 place. And if all the parties who went through a
23 tremendous effort to reach a settlement with regard to
24  sone of these underlying issues, if, in effect, this
25 reg process is an opportunity for any party or the
PACIFIC RIM REPORTING Page 11
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1 State to just advance litigation positions that have

2 just been settled, then | don't think that's a very

3 helpful exercise, and I think that it underm nes the

4 integrity of the settlenent that the State just

5 entered into.

6 So | would say please don't use this

7 regulation process as an opportunity to, through

8 regulations, try to finish the -- sort of finish the

9 litigation based on where it stood. Just allowit --
10 | nean, | don't think that that would be -- | don't

11 think that would be in good faith on anybody's part to
12 agree to settle and have a standstill for five years
13 just to have -- be sitting here effectively

14 relitigating the sanme issues through a regul atory

15 process. That would certainly affect ny client's

16  assessment of whether it made sense to settle with the
17 parties in the future if that's what this is to turn
18 into.

19 | think that's a particular risk with regard
20 to proven reserves. The State has advanced a proven
21 reserves position 17 or 18 tines, and it has never

22  been successful. The Suprenme Court has ruled tw ce on
23 it. And so please don't use the regulatory process,
24 after we settle, as an opportunity to reopen the

25 State's failed litigation positions wth regard to
PACIFIC RIM REPORTING Page 12
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1 proven reserves. | don't think that woul d be hel pful,
2 and | don't think that would be in good faith.
3 Wth regard to the duration of replacenent
4 cost, |1'd say simlar comments on that. [It's not
5 clear what you nean by "replacenent cost." [|f what
6 you -- because you use replacenent cost in one place
7 in your notice and replacenent value in another place
8 in your notice, so it's not clear whether you nean
9 RCN, replacenment cost new, or you mean RCNLD,
10  replacenent cost new | ess depreciation, or the total
11  assessnent.
12 | f what you nmean is RCNLD, the total
13 assessnent, | would point out that the statutory
14  scheme is an annual one, and so the durability -- |
15 don't think you should suggest a duration different
16 than your statutory scheme inplenents.
17 | f you nean replacenment cost studies,
18 because, frankly, all the parties are trying to figure
19 out howto disagree in a less litigation-intensive
20 fashion than we have in the past, if you nean -- if
21  you nean RCNs, we have a cost study, so what do you do
22 wth that cost study?
23 The State has advanced the position in the
24  past that why don't we just index a cost study once
25 it's signed off on, and we'll just index it for a
PACIFIC RIM REPORTING Page 13
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1 nunber of years, that kind of approach. Then there
2 are independent -- you're reopening a litigation issue
3 that we just settled, and | would hope that you

4 wouldn't do that.

5 Wth regard to that particular concept, the
6 courts have held that they should consider -- people
7 shoul d consider the best evidence available as to

8 wvalue, and | would counsel against suggesting any

9 regulation that suggests anything |less -- anything
10 other than the best evidence.

11 The Court has al so rejected indexing cost

12 studies, and relevant treatises provide that you do
13 not index an estinmate. You index an original cost.
14 So the State's litigation position, if that's what's
15 intended to be scoped here, is inconsistent with the
16  holdings of the courts, it's inconsistent with the
17 treatises, and it would, | think, not be very good
18 faith to reopen a litigation position after settling.
19 So those are -- with regard to the -- so

20 those are two exanples. So | would -- in sumary, |
21  woul d counsel you there's certain things you have to
22 do. Please bear in mnd that we're all at a

23 standstill, and let's not have this be an opportunity
24 to reopen the standstill afterwards, or this isn't

25 going to work out well for anybody.

PACIFIC RIM REPORTING Page 14
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1 And wth regard to those particul ar issues,
2 please don't allowit to become a process so the State
3 can continue to advance failed litigation positions
4 through a reg process right after they settle a case.
5 Do you have any questions you would like to
6 ask me? Oherwise, | will go over there and sit down
7 and shut up.
8 MR. LARSEN. No, | don't have any questions
9 at this time, and | appreciate your comments. Thanks.
10 MR, BRENA:  (xay.
11 MR. LARSEN. And you don't have to shut up.
12 You're wel conme to pipe back in later on if you want
13 to.
14 | s there anyone el se? Thank you.
15 MS. BROMN: Good afternoon. My nane is Milly
16 Brown, and | aman attorney fromD|lon & Findley, and
17 | represent the North Sl ope Borough. And the North
18 Sl ope Borough representatives, sone of which are on
19 the phone, and sonme -- and two of whomare here with
20 e today mght have some further comments.
21 | just wanted to support M. Brena's comment
22 regarding changes to 15 AAC 56.015 as it relates to
23 taxability appeals. The Al aska Supreme Court resolved
24  that issue in February, with a formal decision, |
25 think, in May. And | think all that needs to be
PACIFIC RIM REPORTING Page 15

907-272-4383



WORKSHOP RE 15 AAC 56
HEARING on 08/12/2016

1 changed, and we will propose these regulatory changes
2 inwiting, is to delete Sections (b), (c), (d) of
3 that regulation. That would elimnate the procedure
4 that would take a taxability appeal through the Ofice
5 of Admnistrative Hearings.
6 The Borough is also very interested in any
7 changes to 15 AAC 56.120, which is the regulation
8 related to intangible drilling expenses. As the
9 Departnment of Revenue knows, and as those sitting in
10 this roomknow, that the intangible drilling expense
11 issue has been litigated twce, once before the Ofice
12 of Admnistrative Hearings and once before the State
13  Assessnment Review Board this My, and is now pendi ng
14  before the Al aska Superior Court [as spoken] on
15 appeal. So we will be submtting our comments in
16 witing on Tuesday.
17 Besides that, | don't have any additional
18 comments and -- except to say that on behalf of the
19  Borough, we fully support the Departnment of Revenue
20  making changes to regulations to conformto the Al aska
21  Suprene Court decisions that have been issued as a
22 result of the TAPS |itigation and as a result of the
23 jurisdiction litigation in 15 AAC 56. 015, which | just
24 di scussed.
25 We join in the comments nade by M. Brena
PACIFIC RIM REPORTING Page 16
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1 regarding some of the issues that are contained in the
2 official notice for today's workshop, the issues that
3 have been resolved in litigation and that, you know,

4 were resolved as they related to the settl enent

5 agreenent, not be disturbed at this point through the
6 regulatory process.

7 The Borough derives alnmost all of its

8 operating revenue fromoil and gas property tax and is
9 interested in a systemthat is fair and is equal, and
10 wll join in any changes that advance that. But to

11  change the issues that have been litigated and

12 resolved in the past through the regulatory process is
13 sonething that is of great concern to the Borough.

14 MR, LARSEN. Thank you, Ms. Brown.

15 And there's soneone on the phone |ine that

16 has their phone on, and we can hear you typing in the
17  background noise. |If you can go on nmute, we would

18 appreciate that. Thank you.

19 Wul d anyone el se |like to speak next?
20 MR, MAHONEY: My nane is Steve Mahoney. |'m
21 with Manley Brautigam \W're not representing any
22 specific client at this point. |'m speaking as having
23 been a menber of extended litigation with regard to
24  property tax and a property tax filer since about 1979

25 in the state of Al aska.

PACIFIC RIM REPORTING Page 17
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1 | would recommend to the Departnent that they
2 do take a considered and strong | ook at providing
3 guidance with regard to certain issues that remain
4 open. | hate to consider that a settlenent agreenent
5 on one piece or one asset, taxable asset, would drive
6 the lack of activity or positioning of the Departnent
7 withregard to its interpretations of the statutes.
8 There are nmany, nany, nany assets all over
9 the state which would be inpacted by changes to the
10 ternms that have been defined in the notice, and it
11  behooves the Departnment to provide clarity, in
12  essence, to reduce the anmount of litigation that's
13  happened over the past decade with regard to proven
14  reserves, having some standard to cal cul ate and
15 understand, as a taxpayer, what proven reserves are so
16 that a legitinate, reasonable and rational forwarding
17 of a value can be applied wth a calculation that
18 nakes sense when you're looking at the life of an
19  asset.
20 Wth regard to production assets and
21 transportation assets, proven reserves is a necessary
22 and inportant part of the calculation of its value.
23 Ri ght now the only definition of "proven
24 reserves" -- and it's not actually a definition of
25 "proven reserves," but how to calculate the proven
PACIFIC RIM REPORTING Page 18
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1 reserves is found in the regulation with regard to
2 production equipment. And that essentially just says
3 look to engineering standards, cal cul ated using
4 engi neering standards.
5 A nore definitive definition of "proven
6 reserves" would be nore fair to all parties. It would
7 be nore reasonable, less apt to be in controversy; and
8 providing as clear and clean a definition as possible
9 would behoove all parties.
10 Wth regard to IDC, intangible drilling
11  expenses, the definition in the regulation is
12 different than the definition in the statute. What
13 that definitionis, what it means is currently the
14  subject of litigation.
15 Three cases currently outstanding in Superior
16  Court are being consolidated at |east into two, naybe
17 one case. Sunmary judgnment notions with regard to
18 that definition have been filed. | think it mght be
19 premature, and it mght be problematic as well in
20 litigation positioning, both for federal and state
21  purposes, if the Department were to amend or adj ust
22 the current regulations. \Wether or not various
23 taxpayers believe those regulations don't properly
24 define IDC, or intangible drilling expenses, as
25 those -- that word is used or termis defined.
PACIFIC RIM REPORTING Page 19
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1 To change the regulation again would only be
2 problematic, in ternms of valuations, in at |east 2017,
3 likely 2018. This issue will be resolved by the
4  Suprenme Court one way or the other. It mght take two
5 years plus to do that, given our current tinefranes,
6 but at the same tinme it is being litigated; it will be
7 resolved in terns of the statutory definition. And I
8 think at this point it would be premature and
9 problematic to try to define that currently.
10 Wth regard to the cal culation of the
11 definition of the duration of replacement costs,
12 whether you consider it replacenent cost new,
13  replacenent cost new | ess depreciation or your
14 definition, again a standard cal culation with sone
15 formof calcul able objective standard for that
16 valuation over a period of tine behooves the process
17  of properly rendering values and having the assessor
18 apply those values for full and true val ue.
19 So | would state that any effort, in terns of
20 getting those definitions nore objectively defined,
21 would forward the process of getting these assessnents
22 properly put together for full and true value and then
23 less litigation and | ess controversy forward.
24 Thank you.
25 MR. LARSEN. Thank you, M. Mahoney.
PACIFIC RIM REPORTING Page 20
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1 Anyone el se here in the audience that would
2 like to provide coment here today?
3 Ckay. How about on the phone lines? |Is
4  there anybody that would Iike to enter anything into
5 the record here for us today?
6 MS. GRAMLING John, this is Mary Ganling
7 with the Departnent of Law.
8 MR. LARSEN:. Yes, Mary.
9 M5. GRAMLING | just wanted to put out
10 there, in case you didn't nention it at the start,
11 that "any witten coments received wll be public"
12 does not include the information that m ght be
13  taxpayer confidential or proprietary in any way.
14 MR. LARSEN. Thank you, Mary, for that
15  rem nder.
16 And for anybody that wasn't able to hear that
17 clearly, is that when you submt your witten
18 comments, that they are public coments, so be sure to
19 not include any confidential or proprietary
20  information in anything that you submt to the
21  Departnment here. It wll be nade public.
22 Yes, sir.
23 MR WLLIAMS: My | --
24 MR. LARSEN. Yes, sir, please.
25 MR WLLIAVMS: For the record, ny name is Tom
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1 WlIlliams. | work for BP as a tax attorney. | do not
2 have any responsibilities with respect to ad val orem
3 tax for BP.
4 ' m chairman of the tax commttee of the
5 Alaska Ol and Gas Association, but because there's no
6 proposal here, the Alaska G| and Gas Associ ation has
7 no specific proposal or coments to mnake.
8 | decided initially not to speak, but | am
9 going to speak just to provide some historical
10 context, because sonetinmes there are good ideas that
11  get forgotten.
12 | came to the state in August of 1973, |ust
13  before the 1973 special session, where this tax was
14  enacted. And ny area of involvenent was royalties
15 fromthe Cook Inlet and production taxes fromthe Cook
16 Inlet. But in the course of going through the State's
17 records about its royalty admnistration and its tax
18 admnistration with respect to the Cook Inlet, we --
19 Wlson Condon and | conpiled a lot of infornmation
20 about what people had thought and what they did and
21 that sort of stuff.
22 Governor Egan, in 1972, got concerned because
23 the cost of the oil pipeline, which was originally
24 estimated to be $900 mIlion, was approaching
25 3 billion, and during the course of that year the
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1 estimate, | believe, crossed $3 billion. Cbviously

2 that wasn't close to the final nunber.

3 But he was concerned in a world of

4 three-dollar oil, and the posted price for oil in

5 Swanson River, which was the only production Al aska

6 had, was $3.04. And -- or naybe it was a nickel. But

7 it was just over three dollars. And he was afraid

8 that the Pipeline costing that nuch, there would be no

9 wellhead value left, that the tariff would eat that

10 all up.

11 One of the things he wanted to do was have a
12 tax on the Pipeline so that if it was eating up al

13 the wellhead value through the tariffs that would be
14  charged, the State would still have sonething to show
15 for it, a nonrenewable resource that was going to be
16 coming out of its Iand and going down the Pipeline and
17 gone forever.

18 So he introduced, in 1972, House Bill 806.

19 It was a tax on the Pipeline and on field equipnent,
20 but primarily the Pipeline. And it didn't pass. It
21 didn't -- it was one of a few tines Governor Egan

22 actually introduced a bill that he didn't get, because
23 ordinarily when he spoke to the legislature and said
24  junp, they didn't say why. They said how high.

25 And he wanted the tax, and he didn't get it.
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1 And it was because the Municipality said this is our
2 tax, and you can't take this away fromus. W
3 admnister property taxes.
4 So the State instead passed a schene of
5 pipeline regulation about the tariffs, where, as a
6 condition of the right-of-way |ease across State | ands
7 for the Pipeline, the owners of the Pipeline would
8 covenant and agree to be regulated for their tariffs
9 by the State.
10 And there was al so | egislation passed that
11 said we're going to have a high cents-per-barre
12  production tax with a credit against it for the oi
13 royalties that you pay to the State. The effect of
14 the royalty credit was to set a floor on the conbined
15 royalty and production tax revenues of about $1.51,
16 half of the prevailing price but a lot better than
17  zero, which is what the Governor was thinking of.
18 That passed in 1972 and becane the subject of
19 litigation. Both of those did. The contractua
20 regulation of the Pipeline and the cents-per-barrel
21 royalty credit tax. And it becanme enbroiled in
22 litigation.
23 And it mght still be in litigation today,
24  except for the fact that on July 6 or 9 -- | can't
25 remenber which way it is -- Senator Henry Jackson said
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1 that we're getting ready to vote on the federal
2 pipeline right-of-way, and if Al aska doesn't have its
3 act together -- you know, this land is only T8 --
4 we'll take it back. W'I|l take this to federal court,
5 and the State won't have anything for it, and we'll
6 get this thing built.
7 And CGovernor Egan took that threat seriously
8 and called a special session. And one of the things
9 that happened before the special session was there was
10 an agreenent to resolve the litigation. |If the
11 cents-per-barrel tax or the royalty credit were
12  repeal ed and replaced with sonething else, and if
13 there were a tax on the Pipeline that the Governor
14 wanted that's shared with Minicipalities, the
15 revenues, all that was sort of agreed between and
16 anong the plaintiffs in that litigation, which were
17 the North Slope royalty -- or lessees -- they didn't
18 have royalties yet that they were going to pay; we
19 just had the leases -- and the State of Al aska.
20 And the Miunicipalities, because they had had
21 the votes before to block legislation, wanted to keep
22 that there. So they wanted to keep thensel ves, that
23 is to say, as players in this.
24 So you ended up with a grand settlenent, and
25 this legislation is one of the bills that came out of
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1 the special session. That, in effect, is a
2 settlement.
3 Now, that doesn't nean that it's -- the
4 constitution provides specific ways to contract and
5 limt its taxing power, and a settlenment probably is
6 not one of them But there is a settlenment -- there
7 was a settlement there that was created.
8 And one of the problens that you have with a
9 tax on a pipeline or on oilfield equipnent that makes
10 it different froma tax here in the city of Anchorage
11 is, in ny neighborhood, there are houses for sale
12 every year. The assessor gets the data fromthose
13 sales. He knows whether they're the same square
14  footage as mne. He knows whether they're built at
15 the sane time. He's got lots of enpirical data that
16  he can use to benchmark nmy house agai nst and cone up
17 wth an assessed val ue.
18 So the tax works well because there's a | ot
19 of objective data about the value that a willing buyer
200 and a wlling seller, in fact, are agreeing and paying
21 to one another, or accepting paynent thereof.
22 And we don't have those, and so this tax has
23 always been fraught with a question of how are we
24 going to deal with this?
25 Now, |I'mnot here to offer or to take a
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1 position about how that should be done. There are

2 lots of people in this roomwho know far nore about

3 the ins and outs of that issue than | could ever want

4 totrytolearnin the remaining time | have |left.

5 But the point so nuch isn't about how it

6 should be done, but | agree that there are a couple

7 things that you do want to be sensitive to. One is

8 where you have an adjudication. Then you have to --

9 if that's -- if your regulations are inconsistent with
10 an adjudicated decision by -- especially by the Al aska
11  Supreme Court, where it's final and no | onger subject
12 to appeal, then that's the law. And your job is to
13  have regul ations that do not becone inconsistent with
14 what the law is.

15 Where you have a settlenment, | think that

16 what you want to do is refrain from adopting

17 regulations that will upset that settlenent, and the
18 only exceptionis if you ve got some conpelling strong
19 reason to do so, for whatever -- whatever that is.

20 Now this tax has evolved a great deal, this
21 particular property tax, fromwhen it was first

22 passed. Wen | got to admnister it when | left the
23 AG s office, I -- trying -- was then called the pat

24  rev division, and | supervised the first assessnment of
25  TAPS when it came onstream
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1 And | supervised the reserves tax when we
2 valued reserves on the basis of their econom c val ue,
3 not on how many MCFs were down in the ground. And,
4 you know, you can nake those things work.
5 But, again, the point is you have to have
6 people who can try to understand from both sides of
7 the table, because each side has a different
8 perspective. And where they have reached agreenent,
9 they should be reluctant to overturn it, as | say,
10 w thout a good reason.
11 So | don't -- don't have anything to say,
12 other than -- about how this tax should work, other
13  than, you know, you should not interfere wth ongoing
14 litigation. The Courts will decide that in due
15 course. | think it's inappropriate use of the
16 sovereign taxation power to try to force a resolution
17 of a dispute through retroactive action by regulation
18 and |l eave the settlenents al one.
19 Initially 80 percent of this tax went to the
20 State and about 20 was being collected by the
21  Municipalities. And we have seen over tine that the
22 condition has changed, and this is now reversed.
23 | ' mnot saying, again, that's a good thing or
24 a bad thing. It is what happened, and the |aw has
25 allowed it. It's not for us, inthis proceeding, to
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1 try to alter that outcone.
2 | think what you need to do is -- sonetines
3 "he who governs |east governs best." And in this
4  case, where you have things that do need to be
5 changed, you should, but | think, especially wth
6 respect to settlements or trying to determ ne outcones
7 of litigation, both of those are bad businesses to try
8 and get into.
9 There's a lot of history here. It's not
10 always relevant, but it is inportant to the
11 institutions to -- that are at these tables, because
12 the North Sl ope Borough was there fromthe beginning
13 of its creation, and the Kenai Peninsula Borough was
14 there, and BP, through its alter ego, Sohio, was
15 there, and nowis also there -- is there directly, and
16 all the other conpanies that own parts of TAPS, or
17 formerly owned parts of TAPS, or the fields, have al
18 cone through this together.
19 And, you know, it's -- it would be nice if
20 there weren't any disputes, but | suppose that's a
21  naive hope, because the dollars are too nuch.
22 But, again, | think just be cautious, is al
23 | can say. Recommend the -- or recognize the context
24 in which this tax originated and its success in
25 functioning for the great majority of the tine it's
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1 been in place, not that it's been dispute-free, but it
2 has been successful.
3 And | think people are still collecting the
4  noney, and people are still able to reach agreenents
5 about what they owe and what their obligations wll
6 be. And soit's not a failure, and don't give up on
7 that.
8 MR. LARSEN. Thanks, Tom Appreciate your
9 perspective there.
10 Vell, we certainly gained sone nonentum once
11 we had our initial volunteer, and for that |
12  appreciate everybody's conments.
13 | don't know if people want to take a few
14 nonents and reflect and see if there's any additional
15 comment that they would like to add. W can certainly
16 take a break if people want to have a si debar and
17  communicate with sone of their counsel and co-workers,
18 but if thisis -- if people have made all the
19 statements that they believe are pertinent and need to
20  be made, then, as | stated earlier, | don't want to
21 waste anybody's valuable tine here just sitting around
22 waiting.
23 But | think we have had sonme excel |l ent
24  comments here today, and so | wouldn't want to cut
25 themshort if there are things that people would |ike
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1 to add to the record here.
2 Marty.
3 MR MGEE: | originally had not intended to
4 speak at this neeting. M nane is Marty M Gee, and
5 I'mcurrently the state assessor in the Departnment of
6 Commerce, so | don't have any particular coment in
7 terms of that role.
8 But historically I've played a role in a |ot
9 of different aspects of the admnistration of this tax
10 and the use of these regulations. And Toms coments
11  kind of provoked me to make a comment.
12 One of the things that's of great interest to
13 ne is the admnistrative process and havi ng systens,
14 tax systens that can be adm nistrated which mnimze
15 conflict and produce a nechanismfor the resol ution of
16 conflict.
17 So ny roles have been nultiple. 1've been a
18 local Minicipal assessor for quite some tinme in
19 Anchorage. |'ve played a role as the nmenber of the
20 panel on SARB, and was the chairman of SARB for
21 several years. And now |'mlooking at the world from
22 the perspective of State governnent and the
23 admnistration of State governnent, and | likely wll
24 play arole in several different aspects of these
25 regul ations.
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1 So | really appreciated Tonmis coments and

2 the history of what we have got. And | think that

3 ought to be the focus of the regulatory change, is

4 trying to build a systemthat is adm nistratable, that
5 mnimzes conflicts so that -- and provides a

6 nechanismfor the resolution of conflicts, where those
7 occur.

8 And | think there is roomfor inprovenent in
9 the regulations that we have in place now And of

10 course the first enphasis ought to be bringing the

11 current regulations into conformty wth the statutes
12 as they exist now and with the nost recent Suprene

13  Court decisions, especially the Supreme Court

14  decisions, so that they're not inconsistent and

15 logically follow the path

16 That was the extent of my comment.

17 MR LARSEN. Thank you, M. MCee.

18 Any further followup here in the roonf

19 On the phone lines, is there anybody that
20 would like to add additional coment?
21 Ckay. Hearing none, as | stated earlier, and
22 in the workshop notice, I'mobligated to be here until
23 2:30, in case anybody would Iike to show up and
24  provide additional testimony. But for now |I'm going

25 to go off the record unless sonebody cones back into
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1 the roomor on the phone lines, and we'll conme back on
2 at 2:30 and then close the proceeding if nobody has

3 cone forth at that time. Thanks.

4 |'mgoing to go ahead and put the phone Iines
5 on nute for now, and | will cone back on at 2:30.

6  Thanks.

7 (O f record.)

8 MR. LARSEN. This is John Larsen. W are

9 Dback on the record here. The time is 2:34.

10 | want to thank everyone once again for your
11  participation today, and the comments that | hope to
12 receive. Just as a remnder, if you want to submt

13 comments, you can send themto nme at ny e-mail, which
14 is John.Larsen -- L-a-r-s-e-n -- @A aska.gov. You can
15 also send themto nme by regular nail at 550 West

16  Seventh Avenue, Suite 500, Anchorage, Al aska 99501, or
17 fax to 269-6644.

18 Al'l comments submtted wll be considered in
19 any regulation to be proposed, and as we stated
20 previously, that any coments submtted are considered
21  public, so please do not submt any confidential or
22 proprietary information.
23 Once draft regul ati ons have been proposed, a
24 further opportunity will be provided once the

25 regul ations have been publicly noticed.
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1 Thank you again for your participation, and |
| ook forward to seeing your comments. Wth that, the
proceeding is closed. Thanks and good day.

(Proceedi ngs concluded at 2:36 p.m)
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           1          ANCHORAGE, ALASKA; FRIDAY, AUGUST 12, 2016



           2                           1:36 P.M.



           3                             -o0o-



           4              MR. LARSEN:  Well, good afternoon.  Looks



           5     like we have a full house here, so we'll go ahead and



           6     get started.



           7              My name is John Larsen.  I'm an Audit Master



           8     with the Department of Revenue in the Oil and Gas Tax



           9     Division.  And welcome to today's workshop on oil and



          10     gas exploration, production and pipeline



          11     transportation property tax under Title 15, Chapter 56



          12     of the Alaska Administrative Code.



          13              The purpose of the meeting here today is to



          14     receive public comment from interested parties



          15     regarding possible changes to existing regulations



          16     prior to drafting any regulations to be proposed.



          17              I want to stress this is not a public



          18     hearing, and that there will be a chance for



          19     additional comment once any regulations to be proposed



          20     have been drafted and publicly noticed.



          21              But anyway, prior to starting the procedures



          22     here today, just some administrative things to take



          23     care of.  In the event of a fire, out the door,



          24     outside.  They would like us to gather in the parking



          25     lot over by 9th and D, kind of by the tennis courts
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           1     there, so that we can account for everybody and make



           2     sure that you're out of the building.  We have a



           3     sign-in list.  Hopefully everybody signed in on their



           4     way in.  And if you see me on the way over there, I



           5     can tick you off so you don't have to walk all the way



           6     over to the parking lots.



           7              The restrooms, if you need to use those, are



           8     right out the door past the guard desk to your right



           9     and all the way to the end of the hall.



          10              If you have any electronic devices here,



          11     please turn them off.



          12              If you're on the phone, and especially if



          13     you're using your cell phone, put that on mute.  And



          14     if you're using your desk phone and you go away,



          15     please don't put us on hold and then leave.  If you



          16     have to leave, turn your phone off and then come back



          17     later.  We had an incident in our first session this



          18     morning where I think somebody went on hold and we had



          19     hold music playing to us as we were trying to get



          20     testimony.  So once again, you if do have to leave,



          21     please hang up and come back again.



          22              On the sign-in sheet, I asked if there was



          23     anybody that wanted to be added to the mailing list.



          24     So if you did say yes to that, please make sure that



          25     you wrote legibly so that I will get the correct
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           1     address.



           2              Also note that when we sign you in for that,



           3     you will get a confirmation, and you have to respond



           4     to that confirmation in order to get activated on the



           5     mailing list.  There's also a link on our website that



           6     you can go to and take care of that yourself.



           7              So prior to us starting the testimony, let's



           8     go ahead and go around the room and we'll introduce



           9     everybody here in the room first, and then we'll go to



          10     the phone lines.



          11              My name is John Larsen.  I'm an Audit Master



          12     with the Department of Revenue.



          13              MR. DEES:  My name is Lennie Dees.  I'm an



          14     Audit Master with the Department of Revenue.



          15              MR. SCHULTZ:  My name is Martin Schultz.  I'm



          16     an Assistant Attorney General with the State of



          17     Alaska.



          18              MR. CALTAGIRONE:  Peter Caltagirone,



          19     Assistant Attorney General, State of Alaska.



          20              MR. BRENA:  Robin Brena, here on behalf of



          21     Valdez and Fairbanks.



          22              MR. WAKELAND:  Jack Wakeland on behalf of



          23     Valdez and Fairbanks.



          24              MS. LOFGREN:  Joyce Lofgren, Department of



          25     Revenue.
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           1              MR. JONES:  Tim Jones, Glacier Oil & Gas.



           2              MR. DICKINSON:  Dan Dickinson, BDO, LLP, SA.



           3              MR. HURLEY:  Michael Hurley with



           4     ConocoPhillips.



           5              MS. STODDARD:  Gretchen Stoddard, public.



           6              MR. McGEE:  Marty McGee, State assessor.  The



           7     other State assessor.



           8              MR. WILLIAMS:  Tom Williams with BP.



           9              MR. MAHONEY:  Steve Mahoney, Manley &



          10     Brautigam.



          11              MR. FARLEY:  Felipe Farley, Borough attorney,



          12     North Slope Borough.



          13              MR. STEMP:  Andrew Stemp, the North Slope



          14     Borough.



          15              MS. BROWN:  Molly Brown from Dillon &



          16     Findley.



          17              MS. NARDIN:  Melody Nardin.



          18              MR. LARSEN:  Pardon me.  I couldn't --



          19              MS. NARDIN:  Melody Nardin, Brena, Bell &



          20     Clarkson.



          21              MR. LARSEN:  Okay.  Thanks, Melody.



          22              MR. ALPER:  Ken Alper --



          23              MR. BITNEY:  John -- John Bitney.



          24              MR. ALPER:  Oh, sorry.



          25              MR. BITNEY:  Here for myself.
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           1              MS. DALTON:  Kathleen Dalton, DOR.



           2              MR. LARSEN:  And on the phone, please.



           3              MR. GIESLER:  Carl --



           4              MS. MAXWELL:  Brenda Maxwell, ASRC



           5     Exploration.



           6              MR. GIESLER:  Carl Giesler, with Glacier Oil.



           7              MS. DOLAN:  Jill Dolan, Fairbanks North Star



           8     Borough.



           9              MR. KELLEY:  Wayne Kelley, with RSK.



          10              MR. OLEMAUN:  Forrest Olemaun, chief



          11     administrative officer for the North Slope Borough.



          12              MS. GRAMLING:  Mary Gramling, Department of



          13     Law.



          14              MR. LARSEN:  And anyone else on the phone



          15     lines?  Okay.  Thanks.



          16              As previously stated, the Department is



          17     holding this workshop to get input and suggestions on



          18     regulations that may need to be amended, implemented



          19     or repealed.



          20              While the workshop announcement identified



          21     certain regulations, such as those related to the



          22     municipal tax cap replacement cost and intangible



          23     drilling expense, the Department is also accepting



          24     comment on other areas that may need to be addressed



          25     to clarify, conform to existing statutes.
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           1              Just to give everybody here an idea of the



           2     timeline, our goal is, to the extent possible, to have



           3     any regulations that come out of this process in



           4     effect on January 1st, 2017.  And so as the workshop



           5     notice indicated, we would like to have any written



           6     comments received by the close of business on Tuesday,



           7     October 16th, 2016.  Following that, we'll --



           8              MR. DEES:  August.



           9              MR. LARSEN:  Excuse me.  August?



          10              MR. DEES:  Yes.



          11              MR. LARSEN:  Sorry.  Thank you.  August 16th.



          12     Thank you.



          13              Following that, we'll begin the regulations



          14     drafting process, and our goal is to have any



          15     regulations that we intend to propose publicly noticed



          16     by mid-September, probably trying to target the



          17     September 15th -- September 19th date.



          18              And once the regulations have been publicly



          19     noticed, then there will be further opportunity for



          20     public comment at that time.



          21              And so as you know, we -- or as stated,



          22     there's no regulations that have been drafted at this



          23     point in time for you to comment on.  It's kind of an



          24     open forum for the public to provide comment on



          25     regulations related to property tax that the public or
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           1     interested parties feel need to be implemented or



           2     amended at this time.



           3              So having said that, is there anyone that



           4     would like -- and I'm sorry.  One more thing.  When



           5     you do speak, we would like you to use the microphone



           6     here so that we can get a transcription of the



           7     proceedings.  And that will be made available on our



           8     website as well.



           9              So when you come up, please identify your



          10     name and your affiliation.  And if there's anybody



          11     that would like to volunteer to go first, we're taking



          12     volunteers.  Thanks.



          13              I know we have some representatives here from



          14     all parties.  So if there's any comment that people



          15     would like to make, we'd certainly like to get those



          16     on the record at this point in time.



          17              I'll be here till 2:30 regardless --



          18     (laughter) -- of whether people have anything to say



          19     or not, as indicated in the scoping notice.  In case



          20     someone comes late, there will be opportunity for them



          21     or anyone else to speak later.



          22              But nobody has anything that they want to add



          23     or suggest for the proceedings?  I hate --



          24              MR. ALPER:  This is a bigger crowd than the



          25     morning crowd that turned out for the oil and gas
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           1     taxpayer bill, but it's a quieter crowd.



           2              MR. LARSEN:  I hate to waste all this



           3     valuable time we have sitting here in the forum.



           4              MR. BRENA:  I have a couple things to offer,



           5     but I wasn't in a big hurry to be first.



           6              MR. LARSEN:  Okay.  Would you mind coming up



           7     and using the microphone?



           8              MR. BRENA:  I'm happy to.



           9              MR. LARSEN:  Thank you, Mr. Brena.  And I



          10     wish I had an award for going first, but --



          11              MR. BRENA:  Yeah.



          12              MR. LARSEN:  -- you know, with the State



          13     budget right now, things are fairly tight.



          14              MR. BRENA:  My name is Robin Brena, and I'm



          15     here -- I'm an attorney with Brena, Bell & Clarkson,



          16     and I'm here today on behalf of Valdez and Fairbanks



          17     North Star Borough.



          18              I guess there are a couple reg changes that I



          19     think that you have to make.  There has been a Supreme



          20     Court decision with regard to the scope of SARB's



          21     jurisdiction, and 15 AAC 56.015 has an alternative



          22     appeal path for taxability issues, which the Alaska



          23     Supreme Court has held to be inconsistent with the



          24     underlying statute, and I believe needs to be repealed



          25     or changed.
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           1              Also, I would just note that, to some degree,



           2     15 AAC 56.070, which concerns the tax cap of the



           3     Municipality, the underlying statute has changed since



           4     the regulation was adopted to adopt tiers, depending



           5     on -- in the calculation of the tax cap, depending on



           6     the mill rate with -- used to be 225.  And that's what



           7     the current regulation provides.  And the statute now



           8     provides for three tiers, 225, 300 and 375, depending



           9     on the underlying mill rate.  So I think you need to



          10     harmonize 15 AAC 56.070.  I think you need to



          11     harmonize it with the existing statutory change.



          12     Those are changes that I think that you -- that you



          13     have to make.



          14              I noticed in your -- and then just a few



          15     brief comments.  I noticed a relatively tight



          16     timeframe, and there's lots of potential issues that



          17     have been litigated for a decade now that could come



          18     up in these conversations.



          19              I would encourage you to approach this



          20     narrowly, rather than broadly.  I think, you know, at



          21     least from my point of view, you have a settlement in



          22     place.  And if all the parties who went through a



          23     tremendous effort to reach a settlement with regard to



          24     some of these underlying issues, if, in effect, this



          25     reg process is an opportunity for any party or the
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           1     State to just advance litigation positions that have



           2     just been settled, then I don't think that's a very



           3     helpful exercise, and I think that it undermines the



           4     integrity of the settlement that the State just



           5     entered into.



           6              So I would say please don't use this



           7     regulation process as an opportunity to, through



           8     regulations, try to finish the -- sort of finish the



           9     litigation based on where it stood.  Just allow it --



          10     I mean, I don't think that that would be -- I don't



          11     think that would be in good faith on anybody's part to



          12     agree to settle and have a standstill for five years



          13     just to have -- be sitting here effectively



          14     relitigating the same issues through a regulatory



          15     process.  That would certainly affect my client's



          16     assessment of whether it made sense to settle with the



          17     parties in the future if that's what this is to turn



          18     into.



          19              I think that's a particular risk with regard



          20     to proven reserves.  The State has advanced a proven



          21     reserves position 17 or 18 times, and it has never



          22     been successful.  The Supreme Court has ruled twice on



          23     it.  And so please don't use the regulatory process,



          24     after we settle, as an opportunity to reopen the



          25     State's failed litigation positions with regard to
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           1     proven reserves.  I don't think that would be helpful,



           2     and I don't think that would be in good faith.



           3              With regard to the duration of replacement



           4     cost, I'd say similar comments on that.  It's not



           5     clear what you mean by "replacement cost."  If what



           6     you -- because you use replacement cost in one place



           7     in your notice and replacement value in another place



           8     in your notice, so it's not clear whether you mean



           9     RCN, replacement cost new, or you mean RCNLD,



          10     replacement cost new less depreciation, or the total



          11     assessment.



          12              If what you mean is RCNLD, the total



          13     assessment, I would point out that the statutory



          14     scheme is an annual one, and so the durability -- I



          15     don't think you should suggest a duration different



          16     than your statutory scheme implements.



          17              If you mean replacement cost studies,



          18     because, frankly, all the parties are trying to figure



          19     out how to disagree in a less litigation-intensive



          20     fashion than we have in the past, if you mean -- if



          21     you mean RCNs, we have a cost study, so what do you do



          22     with that cost study?



          23              The State has advanced the position in the



          24     past that why don't we just index a cost study once



          25     it's signed off on, and we'll just index it for a
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           1     number of years, that kind of approach.  Then there



           2     are independent -- you're reopening a litigation issue



           3     that we just settled, and I would hope that you



           4     wouldn't do that.



           5              With regard to that particular concept, the



           6     courts have held that they should consider -- people



           7     should consider the best evidence available as to



           8     value, and I would counsel against suggesting any



           9     regulation that suggests anything less -- anything



          10     other than the best evidence.



          11              The Court has also rejected indexing cost



          12     studies, and relevant treatises provide that you do



          13     not index an estimate.  You index an original cost.



          14     So the State's litigation position, if that's what's



          15     intended to be scoped here, is inconsistent with the



          16     holdings of the courts, it's inconsistent with the



          17     treatises, and it would, I think, not be very good



          18     faith to reopen a litigation position after settling.



          19              So those are -- with regard to the -- so



          20     those are two examples.  So I would -- in summary, I



          21     would counsel you there's certain things you have to



          22     do.  Please bear in mind that we're all at a



          23     standstill, and let's not have this be an opportunity



          24     to reopen the standstill afterwards, or this isn't



          25     going to work out well for anybody.
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           1              And with regard to those particular issues,



           2     please don't allow it to become a process so the State



           3     can continue to advance failed litigation positions



           4     through a reg process right after they settle a case.



           5              Do you have any questions you would like to



           6     ask me?  Otherwise, I will go over there and sit down



           7     and shut up.



           8              MR. LARSEN:  No, I don't have any questions



           9     at this time, and I appreciate your comments.  Thanks.



          10              MR. BRENA:  Okay.



          11              MR. LARSEN:  And you don't have to shut up.



          12     You're welcome to pipe back in later on if you want



          13     to.



          14              Is there anyone else?  Thank you.



          15              MS. BROWN:  Good afternoon.  My name is Molly



          16     Brown, and I am an attorney from Dillon & Findley, and



          17     I represent the North Slope Borough.  And the North



          18     Slope Borough representatives, some of which are on



          19     the phone, and some -- and two of whom are here with



          20     me today might have some further comments.



          21              I just wanted to support Mr. Brena's comment



          22     regarding changes to 15 AAC 56.015 as it relates to



          23     taxability appeals.  The Alaska Supreme Court resolved



          24     that issue in February, with a formal decision, I



          25     think, in May.  And I think all that needs to be
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           1     changed, and we will propose these regulatory changes



           2     in writing, is to delete Sections (b), (c), (d) of



           3     that regulation.  That would eliminate the procedure



           4     that would take a taxability appeal through the Office



           5     of Administrative Hearings.



           6              The Borough is also very interested in any



           7     changes to 15 AAC 56.120, which is the regulation



           8     related to intangible drilling expenses.  As the



           9     Department of Revenue knows, and as those sitting in



          10     this room know, that the intangible drilling expense



          11     issue has been litigated twice, once before the Office



          12     of Administrative Hearings and once before the State



          13     Assessment Review Board this May, and is now pending



          14     before the Alaska Superior Court [as spoken] on



          15     appeal.  So we will be submitting our comments in



          16     writing on Tuesday.



          17              Besides that, I don't have any additional



          18     comments and -- except to say that on behalf of the



          19     Borough, we fully support the Department of Revenue



          20     making changes to regulations to conform to the Alaska



          21     Supreme Court decisions that have been issued as a



          22     result of the TAPS litigation and as a result of the



          23     jurisdiction litigation in 15 AAC 56.015, which I just



          24     discussed.



          25              We join in the comments made by Mr. Brena

�                                                                     17





           1     regarding some of the issues that are contained in the



           2     official notice for today's workshop, the issues that



           3     have been resolved in litigation and that, you know,



           4     were resolved as they related to the settlement



           5     agreement, not be disturbed at this point through the



           6     regulatory process.



           7              The Borough derives almost all of its



           8     operating revenue from oil and gas property tax and is



           9     interested in a system that is fair and is equal, and



          10     will join in any changes that advance that.  But to



          11     change the issues that have been litigated and



          12     resolved in the past through the regulatory process is



          13     something that is of great concern to the Borough.



          14              MR. LARSEN:  Thank you, Ms. Brown.



          15              And there's someone on the phone line that



          16     has their phone on, and we can hear you typing in the



          17     background noise.  If you can go on mute, we would



          18     appreciate that.  Thank you.



          19              Would anyone else like to speak next?



          20              MR. MAHONEY:  My name is Steve Mahoney.  I'm



          21     with Manley Brautigam.  We're not representing any



          22     specific client at this point.  I'm speaking as having



          23     been a member of extended litigation with regard to



          24     property tax and a property tax filer since about 1979



          25     in the state of Alaska.
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           1              I would recommend to the Department that they



           2     do take a considered and strong look at providing



           3     guidance with regard to certain issues that remain



           4     open.  I hate to consider that a settlement agreement



           5     on one piece or one asset, taxable asset, would drive



           6     the lack of activity or positioning of the Department



           7     with regard to its interpretations of the statutes.



           8              There are many, many, many assets all over



           9     the state which would be impacted by changes to the



          10     terms that have been defined in the notice, and it



          11     behooves the Department to provide clarity, in



          12     essence, to reduce the amount of litigation that's



          13     happened over the past decade with regard to proven



          14     reserves, having some standard to calculate and



          15     understand, as a taxpayer, what proven reserves are so



          16     that a legitimate, reasonable and rational forwarding



          17     of a value can be applied with a calculation that



          18     makes sense when you're looking at the life of an



          19     asset.



          20              With regard to production assets and



          21     transportation assets, proven reserves is a necessary



          22     and important part of the calculation of its value.



          23              Right now the only definition of "proven



          24     reserves" -- and it's not actually a definition of



          25     "proven reserves," but how to calculate the proven
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           1     reserves is found in the regulation with regard to



           2     production equipment.  And that essentially just says



           3     look to engineering standards, calculated using



           4     engineering standards.



           5              A more definitive definition of "proven



           6     reserves" would be more fair to all parties.  It would



           7     be more reasonable, less apt to be in controversy; and



           8     providing as clear and clean a definition as possible



           9     would behoove all parties.



          10              With regard to IDC, intangible drilling



          11     expenses, the definition in the regulation is



          12     different than the definition in the statute.  What



          13     that definition is, what it means is currently the



          14     subject of litigation.



          15              Three cases currently outstanding in Superior



          16     Court are being consolidated at least into two, maybe



          17     one case.  Summary judgment motions with regard to



          18     that definition have been filed.  I think it might be



          19     premature, and it might be problematic as well in



          20     litigation positioning, both for federal and state



          21     purposes, if the Department were to amend or adjust



          22     the current regulations.  Whether or not various



          23     taxpayers believe those regulations don't properly



          24     define IDC, or intangible drilling expenses, as



          25     those -- that word is used or term is defined.
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           1              To change the regulation again would only be



           2     problematic, in terms of valuations, in at least 2017,



           3     likely 2018.  This issue will be resolved by the



           4     Supreme Court one way or the other.  It might take two



           5     years plus to do that, given our current timeframes,



           6     but at the same time it is being litigated; it will be



           7     resolved in terms of the statutory definition.  And I



           8     think at this point it would be premature and



           9     problematic to try to define that currently.



          10              With regard to the calculation of the



          11     definition of the duration of replacement costs,



          12     whether you consider it replacement cost new,



          13     replacement cost new less depreciation or your



          14     definition, again a standard calculation with some



          15     form of calculable objective standard for that



          16     valuation over a period of time behooves the process



          17     of properly rendering values and having the assessor



          18     apply those values for full and true value.



          19              So I would state that any effort, in terms of



          20     getting those definitions more objectively defined,



          21     would forward the process of getting these assessments



          22     properly put together for full and true value and then



          23     less litigation and less controversy forward.



          24              Thank you.



          25              MR. LARSEN:  Thank you, Mr. Mahoney.
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           1              Anyone else here in the audience that would



           2     like to provide comment here today?



           3              Okay.  How about on the phone lines?  Is



           4     there anybody that would like to enter anything into



           5     the record here for us today?



           6              MS. GRAMLING:  John, this is Mary Gramling



           7     with the Department of Law.



           8              MR. LARSEN:  Yes, Mary.



           9              MS. GRAMLING:  I just wanted to put out



          10     there, in case you didn't mention it at the start,



          11     that "any written comments received will be public"



          12     does not include the information that might be



          13     taxpayer confidential or proprietary in any way.



          14              MR. LARSEN:  Thank you, Mary, for that



          15     reminder.



          16              And for anybody that wasn't able to hear that



          17     clearly, is that when you submit your written



          18     comments, that they are public comments, so be sure to



          19     not include any confidential or proprietary



          20     information in anything that you submit to the



          21     Department here.  It will be made public.



          22              Yes, sir.



          23              MR. WILLIAMS:  May I --



          24              MR. LARSEN:  Yes, sir, please.



          25              MR. WILLIAMS:  For the record, my name is Tom
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           1     Williams.  I work for BP as a tax attorney.  I do not



           2     have any responsibilities with respect to ad valorem



           3     tax for BP.



           4              I'm chairman of the tax committee of the



           5     Alaska Oil and Gas Association, but because there's no



           6     proposal here, the Alaska Oil and Gas Association has



           7     no specific proposal or comments to make.



           8              I decided initially not to speak, but I am



           9     going to speak just to provide some historical



          10     context, because sometimes there are good ideas that



          11     get forgotten.



          12              I came to the state in August of 1973, just



          13     before the 1973 special session, where this tax was



          14     enacted.  And my area of involvement was royalties



          15     from the Cook Inlet and production taxes from the Cook



          16     Inlet.  But in the course of going through the State's



          17     records about its royalty administration and its tax



          18     administration with respect to the Cook Inlet, we --



          19     Wilson Condon and I compiled a lot of information



          20     about what people had thought and what they did and



          21     that sort of stuff.



          22              Governor Egan, in 1972, got concerned because



          23     the cost of the oil pipeline, which was originally



          24     estimated to be $900 million, was approaching



          25     3 billion, and during the course of that year the
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           1     estimate, I believe, crossed $3 billion.  Obviously



           2     that wasn't close to the final number.



           3              But he was concerned in a world of



           4     three-dollar oil, and the posted price for oil in



           5     Swanson River, which was the only production Alaska



           6     had, was $3.04.  And -- or maybe it was a nickel.  But



           7     it was just over three dollars.  And he was afraid



           8     that the Pipeline costing that much, there would be no



           9     wellhead value left, that the tariff would eat that



          10     all up.



          11              One of the things he wanted to do was have a



          12     tax on the Pipeline so that if it was eating up all



          13     the wellhead value through the tariffs that would be



          14     charged, the State would still have something to show



          15     for it, a nonrenewable resource that was going to be



          16     coming out of its land and going down the Pipeline and



          17     gone forever.



          18              So he introduced, in 1972, House Bill 806.



          19     It was a tax on the Pipeline and on field equipment,



          20     but primarily the Pipeline.  And it didn't pass.  It



          21     didn't -- it was one of a few times Governor Egan



          22     actually introduced a bill that he didn't get, because



          23     ordinarily when he spoke to the legislature and said



          24     jump, they didn't say why.  They said how high.



          25              And he wanted the tax, and he didn't get it.
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           1     And it was because the Municipality said this is our



           2     tax, and you can't take this away from us.  We



           3     administer property taxes.



           4              So the State instead passed a scheme of



           5     pipeline regulation about the tariffs, where, as a



           6     condition of the right-of-way lease across State lands



           7     for the Pipeline, the owners of the Pipeline would



           8     covenant and agree to be regulated for their tariffs



           9     by the State.



          10              And there was also legislation passed that



          11     said we're going to have a high cents-per-barrel



          12     production tax with a credit against it for the oil



          13     royalties that you pay to the State.  The effect of



          14     the royalty credit was to set a floor on the combined



          15     royalty and production tax revenues of about $1.51,



          16     half of the prevailing price but a lot better than



          17     zero, which is what the Governor was thinking of.



          18              That passed in 1972 and became the subject of



          19     litigation.  Both of those did.  The contractual



          20     regulation of the Pipeline and the cents-per-barrel



          21     royalty credit tax.  And it became embroiled in



          22     litigation.



          23              And it might still be in litigation today,



          24     except for the fact that on July 6 or 9 -- I can't



          25     remember which way it is -- Senator Henry Jackson said

�                                                                     25





           1     that we're getting ready to vote on the federal



           2     pipeline right-of-way, and if Alaska doesn't have its



           3     act together -- you know, this land is only T8 --



           4     we'll take it back.  We'll take this to federal court,



           5     and the State won't have anything for it, and we'll



           6     get this thing built.



           7              And Governor Egan took that threat seriously



           8     and called a special session.  And one of the things



           9     that happened before the special session was there was



          10     an agreement to resolve the litigation.  If the



          11     cents-per-barrel tax or the royalty credit were



          12     repealed and replaced with something else, and if



          13     there were a tax on the Pipeline that the Governor



          14     wanted that's shared with Municipalities, the



          15     revenues, all that was sort of agreed between and



          16     among the plaintiffs in that litigation, which were



          17     the North Slope royalty -- or lessees -- they didn't



          18     have royalties yet that they were going to pay; we



          19     just had the leases -- and the State of Alaska.



          20              And the Municipalities, because they had had



          21     the votes before to block legislation, wanted to keep



          22     that there.  So they wanted to keep themselves, that



          23     is to say, as players in this.



          24              So you ended up with a grand settlement, and



          25     this legislation is one of the bills that came out of
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           1     the special session.  That, in effect, is a



           2     settlement.



           3              Now, that doesn't mean that it's -- the



           4     constitution provides specific ways to contract and



           5     limit its taxing power, and a settlement probably is



           6     not one of them.  But there is a settlement -- there



           7     was a settlement there that was created.



           8              And one of the problems that you have with a



           9     tax on a pipeline or on oilfield equipment that makes



          10     it different from a tax here in the city of Anchorage



          11     is, in my neighborhood, there are houses for sale



          12     every year.  The assessor gets the data from those



          13     sales.  He knows whether they're the same square



          14     footage as mine.  He knows whether they're built at



          15     the same time.  He's got lots of empirical data that



          16     he can use to benchmark my house against and come up



          17     with an assessed value.



          18              So the tax works well because there's a lot



          19     of objective data about the value that a willing buyer



          20     and a willing seller, in fact, are agreeing and paying



          21     to one another, or accepting payment thereof.



          22              And we don't have those, and so this tax has



          23     always been fraught with a question of how are we



          24     going to deal with this?



          25              Now, I'm not here to offer or to take a
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           1     position about how that should be done.  There are



           2     lots of people in this room who know far more about



           3     the ins and outs of that issue than I could ever want



           4     to try to learn in the remaining time I have left.



           5              But the point so much isn't about how it



           6     should be done, but I agree that there are a couple



           7     things that you do want to be sensitive to.  One is



           8     where you have an adjudication.  Then you have to --



           9     if that's -- if your regulations are inconsistent with



          10     an adjudicated decision by -- especially by the Alaska



          11     Supreme Court, where it's final and no longer subject



          12     to appeal, then that's the law.  And your job is to



          13     have regulations that do not become inconsistent with



          14     what the law is.



          15              Where you have a settlement, I think that



          16     what you want to do is refrain from adopting



          17     regulations that will upset that settlement, and the



          18     only exception is if you've got some compelling strong



          19     reason to do so, for whatever -- whatever that is.



          20              Now this tax has evolved a great deal, this



          21     particular property tax, from when it was first



          22     passed.  When I got to administer it when I left the



          23     AG's office, I -- trying -- was then called the pat



          24     rev division, and I supervised the first assessment of



          25     TAPS when it came onstream.
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           1              And I supervised the reserves tax when we



           2     valued reserves on the basis of their economic value,



           3     not on how many MCFs were down in the ground.  And,



           4     you know, you can make those things work.



           5              But, again, the point is you have to have



           6     people who can try to understand from both sides of



           7     the table, because each side has a different



           8     perspective.  And where they have reached agreement,



           9     they should be reluctant to overturn it, as I say,



          10     without a good reason.



          11              So I don't -- don't have anything to say,



          12     other than -- about how this tax should work, other



          13     than, you know, you should not interfere with ongoing



          14     litigation.  The Courts will decide that in due



          15     course.  I think it's inappropriate use of the



          16     sovereign taxation power to try to force a resolution



          17     of a dispute through retroactive action by regulation



          18     and leave the settlements alone.



          19              Initially 80 percent of this tax went to the



          20     State and about 20 was being collected by the



          21     Municipalities.  And we have seen over time that the



          22     condition has changed, and this is now reversed.



          23              I'm not saying, again, that's a good thing or



          24     a bad thing.  It is what happened, and the law has



          25     allowed it.  It's not for us, in this proceeding, to
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           1     try to alter that outcome.



           2              I think what you need to do is -- sometimes



           3     "he who governs least governs best."  And in this



           4     case, where you have things that do need to be



           5     changed, you should, but I think, especially with



           6     respect to settlements or trying to determine outcomes



           7     of litigation, both of those are bad businesses to try



           8     and get into.



           9              There's a lot of history here.  It's not



          10     always relevant, but it is important to the



          11     institutions to -- that are at these tables, because



          12     the North Slope Borough was there from the beginning



          13     of its creation, and the Kenai Peninsula Borough was



          14     there, and BP, through its alter ego, Sohio, was



          15     there, and now is also there -- is there directly, and



          16     all the other companies that own parts of TAPS, or



          17     formerly owned parts of TAPS, or the fields, have all



          18     come through this together.



          19              And, you know, it's -- it would be nice if



          20     there weren't any disputes, but I suppose that's a



          21     naive hope, because the dollars are too much.



          22              But, again, I think just be cautious, is all



          23     I can say.  Recommend the -- or recognize the context



          24     in which this tax originated and its success in



          25     functioning for the great majority of the time it's
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           1     been in place, not that it's been dispute-free, but it



           2     has been successful.



           3              And I think people are still collecting the



           4     money, and people are still able to reach agreements



           5     about what they owe and what their obligations will



           6     be.  And so it's not a failure, and don't give up on



           7     that.



           8              MR. LARSEN:  Thanks, Tom.  Appreciate your



           9     perspective there.



          10              Well, we certainly gained some momentum once



          11     we had our initial volunteer, and for that I



          12     appreciate everybody's comments.



          13              I don't know if people want to take a few



          14     moments and reflect and see if there's any additional



          15     comment that they would like to add.  We can certainly



          16     take a break if people want to have a sidebar and



          17     communicate with some of their counsel and co-workers,



          18     but if this is -- if people have made all the



          19     statements that they believe are pertinent and need to



          20     be made, then, as I stated earlier, I don't want to



          21     waste anybody's valuable time here just sitting around



          22     waiting.



          23              But I think we have had some excellent



          24     comments here today, and so I wouldn't want to cut



          25     them short if there are things that people would like

�                                                                     31





           1     to add to the record here.



           2              Marty.



           3              MR. McGEE:  I originally had not intended to



           4     speak at this meeting.  My name is Marty McGee, and



           5     I'm currently the state assessor in the Department of



           6     Commerce, so I don't have any particular comment in



           7     terms of that role.



           8              But historically I've played a role in a lot



           9     of different aspects of the administration of this tax



          10     and the use of these regulations.  And Tom's comments



          11     kind of provoked me to make a comment.



          12              One of the things that's of great interest to



          13     me is the administrative process and having systems,



          14     tax systems that can be administrated which minimize



          15     conflict and produce a mechanism for the resolution of



          16     conflict.



          17              So my roles have been multiple.  I've been a



          18     local Municipal assessor for quite some time in



          19     Anchorage.  I've played a role as the member of the



          20     panel on SARB, and was the chairman of SARB for



          21     several years.  And now I'm looking at the world from



          22     the perspective of State government and the



          23     administration of State government, and I likely will



          24     play a role in several different aspects of these



          25     regulations.
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           1              So I really appreciated Tom's comments and



           2     the history of what we have got.  And I think that



           3     ought to be the focus of the regulatory change, is



           4     trying to build a system that is administratable, that



           5     minimizes conflicts so that -- and provides a



           6     mechanism for the resolution of conflicts, where those



           7     occur.



           8              And I think there is room for improvement in



           9     the regulations that we have in place now.  And of



          10     course the first emphasis ought to be bringing the



          11     current regulations into conformity with the statutes



          12     as they exist now and with the most recent Supreme



          13     Court decisions, especially the Supreme Court



          14     decisions, so that they're not inconsistent and



          15     logically follow the path.



          16              That was the extent of my comment.



          17              MR. LARSEN:  Thank you, Mr. McGee.



          18              Any further follow-up here in the room?



          19              On the phone lines, is there anybody that



          20     would like to add additional comment?



          21              Okay.  Hearing none, as I stated earlier, and



          22     in the workshop notice, I'm obligated to be here until



          23     2:30, in case anybody would like to show up and



          24     provide additional testimony.  But for now I'm going



          25     to go off the record unless somebody comes back into
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           1     the room or on the phone lines, and we'll come back on



           2     at 2:30 and then close the proceeding if nobody has



           3     come forth at that time.  Thanks.



           4              I'm going to go ahead and put the phone lines



           5     on mute for now, and I will come back on at 2:30.



           6     Thanks.



           7              (Off record.)



           8              MR. LARSEN:  This is John Larsen.  We are



           9     back on the record here.  The time is 2:34.



          10              I want to thank everyone once again for your



          11     participation today, and the comments that I hope to



          12     receive.  Just as a reminder, if you want to submit



          13     comments, you can send them to me at my e-mail, which



          14     is John.Larsen -- L-a-r-s-e-n -- @Alaska.gov.  You can



          15     also send them to me by regular mail at 550 West



          16     Seventh Avenue, Suite 500, Anchorage, Alaska 99501, or



          17     fax to 269-6644.



          18              All comments submitted will be considered in



          19     any regulation to be proposed, and as we stated



          20     previously, that any comments submitted are considered



          21     public, so please do not submit any confidential or



          22     proprietary information.



          23              Once draft regulations have been proposed, a



          24     further opportunity will be provided once the



          25     regulations have been publicly noticed.
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           1              Thank you again for your participation, and I



           2     look forward to seeing your comments.  With that, the



           3     proceeding is closed.  Thanks and good day.



           4              (Proceedings concluded at 2:36 p.m.)



           5                             -o0o-
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