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A l a s k a  S t a t e  L e g i s l a t u r e

State Capitol
O fficial Business Juneau A K  99801

SENATE RESOURCES COMMITTEE

•expected to be present
•Chairman: Senator Loren Leman 

•Vice Chairman: Senator Drue Pearce
•Senator Steve Frank 
•Senator Kick Halford 
•Senator Kobln Taylor 

•Senator (ieorglanna Lincoln 
•Senator Lyman Hoffman

Teleconference Site*: ANC

AGENDA 
3:30 to 5:00 p.m.

Wednesday, February 7. 1996

SB 114: High Cost Marginal Wells Tckxonfacnccd
SENATE RESOURCES COMMITTEE, Sponsor

Expected Witnesses:
Senator Leman to present Committee Substitute LS0845VG 
Ken Boyd, Department of Natural Resources

NEXT MEETING:

Meeting Canceled for Friday, Feb. 9

M onday, February  12:
Leg Approve Pcrm'nt Rccrcat’nl Rcstnct'n (Senator Pearce)

ADJOURN
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Previously under CS SB 114 (version F):

Certificates were good for one year.

API Gravity less than 15 degrees

Credit may be applied to suspend obligation to pay royalty on first 1(X) bbls daily 
production.

Credit can't be combined with any other program.

NOW UNDER CS SB 114 (version G):

Certificates good for five years.

API Gravity 20 degrees

Exemption from royalty payments for the first 300 bbls daily production.

Drilling must take place on or after July I, 1996 and before July 1,2006.
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The Honorable Joe Green 
Alaska Stale House o f Representative! 
Stale Capi ol, Room 24 
Juneau, Aliska 99801*11

February 2 ,1996

Dear Representative Greei i
OXY USA Inc 

Director Kenneth Boyd’ 
regarding the possible use

(]OXY") hia asked us to respond to Division o f Oil and Gas 
January 30, 1996 letter to Representative Bill Williams 

of HB 207 to accomplish the goals o f HB 325.
To begin with, 0%  

“ primary purpose" o f HB 
response to Governor 
partnerships to develop

However, HB 207 
tor accomplish;rg that 
considered HB 207 (ait 
was only a tentative b< 
Comnussioser Shively exp

Re: Application o f HB 207 to Heavy Oil 
Our File No.: 840.2

Y  very much agrees with Mr. Boyd that HB 325 furthers the 
207. OXY, in fact, entered the debate over heavy oil only in 

Knowles’ invitation to the private sector to explore new 
'$ unispped energy resources.AlAska

was never intended as the sole, nor even the principal vehicle 
gdtL Before each o f the sevtnl legislative committees that 
u  ision, DN'R Commissioner John Shively stressed that HB 207 

beginning, and that more concrete initiatives would follow As 
lined to the Senste Resources Committee:

There a rt a vanity o f idtas about haw to prosidt tht o il 
industry with tht tnctnrtvt to dtvtlop marginal o il f t  Ids. 
HB 207 was i compromlst tffort that cm bt tmplmtnttd 
this ytar, as Opposed to othtr Idtas that can bt studied by 
tht Governor tr O il and Gas Pobcy Commission (sic].

F EB 2 *96 9 0 7 2 6 6 3 6 6 3

I
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M irm lis , Senate Resour< 
the same point to your co

num ber o f

The Honorable Joe Green 
February 2 ,1996 

Page 2

e ls  Com m ittee, April 22, 1995 at 8. Commisioner Shively made 
> mnittee:

fSh tv e l) ]  sa id  the A d m in istra tio n  believes there are a
th ings w h ich  ca n  be done, both In  the sta te ‘s

best In ttre s a rd  In  the o il in d u stry 's best Interest, to  he lp  
e n co u ra g e , re a te r o il developm ent. H e  noted  p a rt o f th a t 
m ay be don t now  but th e  b u lk  o f th a t win be done through 
the study th e G overnor's O il a n d  G a s P o licy  C o u n cil w ill 
be co n d u ctin g  over the next severa l years.

M in u te s, H ouse  R tso u n  
Commissioner Shively
simply a quick first step &bm a new adminiitratioQ:

CIS
ex j

som e other 
d e cisio n , 
A d m ln lstra t

Com m ittee, March 32, 1995 at 3; emphasii added. As 
ilained to the House OH and Gas Committee, HB 207 was

[S h fv e M  sa id , he th inks there are o ther roads, a nd

a t
a d d itio n a l le g isla tio n . H e sta ted  it  w as h is  

th is  p o in t, g iven the new ness o f the 
on, th a t th is  Is som ething we ca n  do th is  year. 

How ever, tie  G overnor has appo in ted  the O il a n d  G a s 
P o licy  Cour c il, and  one o f th e ir re sp o n sib ilitie s is  to  lo o k  
a t o ther nethods o f p ro v id in g  Incentives fo r  o il 
developm en, and  fo r  a  healthy o il Industry. H e  then stated  
they conside " th is to  be fu s t the fir s t step.

M in u te s, H ouse  O il and G  is  Com m ittee, March 9,1995 at 4. ‘ /
cular,Heavy "il, in parti' 

sought the advice o f both 
vehicle for addressing hea 
wrong vehicle for that end' 
separately, over the interirb, 
legislative committees.

OXY appreciates 
development, through HB

, was excluded from the HB 207 debate. Last April, OXY 
he Administration, *"d the legislature, on the roost appropriate 
7  oil incentives. Ai u.e time, both felt that HB 207 was the 
eavor, and that the heavy oil issue should instead be treated 
through the Oil and G u  Policy Council and the appropriate

the Adminstration's interest in encouraging heavy oil 
207 or any other means. That interest reenforces DNR’s long*

i

7  Similarly! Commusiootr 
• A nimble 
I fo r develo,
, admtnlttratii 

to be 'some,
' policy coi 
) itate more c< 

Minutes, Senofe

>prbent
i *

omm u

FEB 2 *96  1 3 : 5 7

ijh iv tiy told th* Sanata Finance Committee that: 
o f ideas have been proposed to provide incentive j  

o f marginal fields Jn Alaska Early tn this 
the proposed royalty tncenttve war determined 

tfting we could do this year ’ while the oil and gas 
Ion (sic) examines other methods o f 'making the 

impetittve. Internationally “
Flnanct Commlttte, May 1, 1995.

9 Q 7 S B 6 3 C 6 5  P A G E .C B3
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Mr
drcunutan 
argues that 
In AS 38.0, i

The
are reaching 
correspo 
apply to sti

The 
from three

Boyd U col 
:es, but rather 
the second o f 
.180QX1XB)

The Honorable Joe Green
February 2,1996 

Page 3

held view i hat, under the i listing fiscal environment, heavy oil development isn’t likely to 
occur.2/ The effort, un ortunitely, is proaustean. */ The goals o f HB 325 can’t be 
forced IntolHB 207’s struiture for three reasons:

I . S :k ra Je r B lu ff Is IsteBg ibU  u n d e r H B  2 07

rect that HB 207 does not authorize royalty relief in all 
under only three tightly-defined circumstsncei. Mr. Boyd 

hose draimstance*~the ’Declining Field”  circumstance set out 
-might be made to fit Schrader BlufE */

'Declining Fit 
their economic 

nd ngly rising. It 
nulate initial d< v
limitations o f t 
iififerent angles

a
( l) to  “prold:

\ "he language o f
ng the life”  o f

The 
moment (i 
rather, is to

d" clause in HB 207 was intended to apply to older fields that 
limit because production is declining, and per-brnol costs are 

Is, in short, the Cook Inlet clause, snd was never intended to 
elopment o f new fields that had experienced only pilot drilling.

tat clause, and hs inapplicability to Schrader Blufif, are apparent

D ie  cla u se . By its terms, the clause allows royalty relief only: 
in oil field; and (2) “ as costs per barrel...increase.”

purpose o f H I 325 is not to “ prolong”  Schrader B la fF i field life, for at the 
id uve for a pilot project) there is nothing to prolong. HB 325’ s purpose, 
encourage In it d l developm ent o f an essentially untapped field. 1 /

*/ As our white paper, An 
DNR's Spriijg, 1994 product

O pportunity to Develop A laska's Heavy O il Resources, explains, 
cc forecasts concluded that the entire Milne Point Unit (inclusive of 

Schrader Bluff) would be abandoned in 20C6, while that agency's Spring, 1995 forocajts predicted 
unit abaada meat in 2011. Nether forecast assumed any heavy oil development, uve fix the 
minor produ don flowing fro n the Tract 14 pilot project. Soma projected heavy oil development 
flnt appeart d b  the Depcr meat of Revenue's Fail, 1995 forecasts bocauu o f methodology 
changes that woe unrelated U the actual likelihood o f Schrader Bluff development.
*/ Procniftc i, you'll recall, t u  the villainous son o f Poseidon who forced travelers to fit into his 
wooden bed! ry stretching than oo a rack, ox cutting off their limbs.
41 Mr. Boy I briefly argues that the third drcumstanoo-whare royalty relief may be granted to 
"raestablish rroduc.an of sbgt-in otT-rajght also be availing. There is no ihut-tn production at 
Schrader Bh ft, and, through foe Tract 14 ptkx wells, the field produces and sells 3,000 bblsiday. 
*/ Indeed, one would think that, if any of HB 207*s three bases fx  royalty relief were applicable
to Schrader Bluff, it wou 
310S.1S00) 1KA). However

be what Mr. Boyd calls the “New Pool" clause of AS 
Mr. Boyd eooocdca that this basis is unavailable because it excludes

any field whikh has “previously produced oil or gas for sale." The statute thus foils to account for 
new fields from  which wane production Us occund from teat or pilot drilling. Whether that 
omission was intentional or msdvenent, it's roll nonetheless fatal to Schrader Bluffs eligibility 
under HB 207.

T e B Z '9 6  la i s e  * 9 0 7 5 0 6 3 0 6 5  PAGE.0 0 4
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The Honorable Joe Green
February 2 ,1996 

Page 4

Moreover, “ costs per barrd" are not increaiing at Schrader B lu ff u  they are in 
Cook Inlet where constait operating expen sea are being spread over fewer and fewer 
barrel*. To the contrary, >ne eaiential goal o f BP'i and OXY ’s pilot effort* his been to

and, a j BP bu  testified before your committee, continued 
i are ai eaientiil to field development as an effective legiilative

reduce per barrel cost*. 
decreases in per banel cos
incentive.

h.
Finance 
that are d 
addressed 
207 made i 
life. Thed

'ative h istory . Commissioner Shively explained to the Senate 
Committee that tie “Declining Field”  clause was only intended to cover “ fidds 

to be shut in " */ The clause, the Commissioner added, 
might be abandoned”  (id ), and DNR's position paper on HB 
danse was aimed only at providing relief at the end o f a fidd’s 

(use, the agenc t said, covered:

H B  2 0 T s  le fts  
that

ejdining or abotjt 
fields “ that 

clear that the
( nly

" C S  fo r  H B  
undated at 
Chair Rok

The 
encompassed 
ANS heavy

a n  IO il 
p ro lo n g e d  
p ro d u ctio n .

2 0 7 (F T N )A N : 
I. These were 

more dirtemrg

administration 
The dause 

oil reserves.

i i
gar fie ld s  w hose econom ic lif t  m ay be 

lig h t o f in cre a sin g  costs in  the la te r stages o f

Q U E S T IO N S  A N D  A N SW ER S i "  (herinafier “DAT? P a p e r'’)  
what the agency called “mature producing fidds,”  11 or what 

described is “ old uneconomic fidds...e.g. Cook Inlet." ' /extly

and the legislature knew what the “Declining Field”  dause 
1 vas directed at Cook Inlet fidds, and not initial devdopment o f

c  P rio r D N R  p r c  e d e n l HB 207 added only one category o f fidds eligible for
royalty rehtf-M r. Boyd’ s
Badtrni Fie^d. As DNR co lsistentiy reminded the legislature:

D N R  Paper 
Feld clAs< 
Granting 
House Oil

royalty

*/ M inuter. 
’ / id . u y  
' /  M e 
at 2.
'/ M inutes.

m o ra n d u .

The 
ro y a lty  r< 
to  reesta b lish

v rre n t law  a llow s the com m issioner to  g ra n t 
ion to  p ro lo n g  the e co n o m ic life  o f a  fie ld  o r 
sh v i-tn  p ro d u ctio n .

reck c t i

at 1. Indeed, 
as a defense 

relief unc 
Gas Commind

: )NR often dted its pre-editing authority under the Declining 
o claims that HB 207 gave the agency excessive discretion, 
er the Declining Field dause, Commissioner Shivdy told the 
ttee, “ is really not something new to the office.”  */ Indeed,

F E B  2 ’96 3 : 3 9

“New Pools," the most frequently cited example being the

. e n a tt Finance  C ‘om m inee, May 1 ,1995.
m. Chairm an Rokeburg to Mem bers o f Senate Finance  Com m inee, May 5, 1995 

, louse O il and Gps Com m ittee, March 9, 1995 a: 4.

9 B 7 3 9 S 3 C 6 3  P A G E . C O S
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The Honorable Joe Green 
February 2 .1996 

Page 5

Boyd explaine 1 to the Senate Finince Committee, the Conoco royalty relief 
iiad been decld sd under that clauie. 10/

n, in which Conoco and OXY were denied any adjustment to 
,e impoied on aome Milne Point production at the time the 

med, concluded that relief could not be granted under the 
near the very end o f field life. Until then, projections about 

dependent on projections o f fliture oil prices, and the inherent 
the fliture price o f oil made it Im possible for Conoco to make 
o f entitlement to relief Said the hearing officer:showing

I t  Is im possib le  to  a sce rta in  w hether ro y a lty  re lie f 
g ra n te d  a fter three years o f p ro d u ctio n  tn  a  fie ld  w ith an 
estim ated f le d  lif t  o f tw enty-five to  tw enty-eight years 
w ould  com ptnsate fo r , a nd  he com m ensurate w ith, 
In cre a sin g  cc  sts in  the la te r stages o f p ro d u ctio n  d e clin e . 
G tven the vol ttility  o f fu tu re  o il p rice s  a nd  the rem oteness 
o f la te  stage < osts, the departm ent sh o u ld  n o t co n clu d e  th a t 
th is  standarc w ould  be m et by g ra n tin g  the re q is te d  
ro y a lty  re d u ctio n  fu n d e r the D e clin in g  F ie ld  cla u se ] a t th is 
tim e.

It  ts very d ifficu lt, i f  n o t im possib le , to  p ro v id e  su ch  
[ ‘c le a r'] evid tnce  here, s in ce  the M iln e  P o in t fie ld  is  in  the 
very early  s ta rts  o f p ro d u ctio n . “ /

Declining Fieli 
few production

clause, DNR ruled, was available only to Cook Inlet fields, 
i yean remained. Younger field* were ineligible. And given

the Declining 'ield clause, according to DNR, simply transferred intict into

he former standard 
more stringen

’*/ Minutes. ISrnar* Finance 
11 / Reoommi ndtd Decision t f\ 
Application J or Royalty Rtdu r 
Participating Area, Milne Po 
13-16.
'*/ AS3I.OiltOGX2)

F E D  2 *96 3 : 3 9

o f requiring a “ dear" showing was replaced by HB 207 
dear and convincing showing" requirement; 'V  and

(3 ) Schrader Bluff i potential fliture field life o f perhaps 41 years in nearly twice 
is  long is  tqe Kuparuk Forjnation field life at issue in the Conoco deaaion.

Zommintt, May 1, 1993.
the Commissioner o f Natural Resources Regarding the Conooo 

tiion on ADL 47431, 47434, 47437. 47433. and 26331 (Kuparuk 
nt Unit) Thereinafter MConooo Decision " ) , December 28,1990 at

$ 0 7 3 8 6 3 2 6 3  P A G E . C O S
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Boyd's sugge tion that the future development o f ANS heavy oil ought to be 
under the Declining Field dause does not give ground for optimism.

Boyd h u  su, 
ibility problem, 
ible barrier irr po 

amending HB 2)7 
nherent in relyi ig

IJ . H  1 2 0 7  D o c s  N o t A llo w  R o y a lty  S u s p e n s io n s

g jested

km 
o v.

Thus, the white piper demonstrates, the State o f Alaski would likely earn 
considerably more royalty income from a five-year royalty suspension at the outset 
production (which is what HOB 325 envisionj) than from a reduced royalty spread over the 
life o f the fl)eld (as HB 207 envisions).

Indi
3800,000 p
325. Id  at

red, the white 
'Jr w e ll if it im 
39, Chart 16.

an amendment to HB 207 that might obviate Schrader 
though even that amendment would fail to cure the seemingly 

sed by the Conoco decision. The Conoco decision aside, 
’ « eligibility requirements would not lesson any o f the other 
on that discretionary statute.

first o f these r anaining problems Is HB 207’ s mandatory 3% royalty floor for 
ields. AS 38.0M80(j)(4)(B ).
>ur white paper explains (see n. 2, ante) Heavy oil fieldi are materially different 
da o f fields ci insidered in the debate over HB 207. Their initial production 
; however, pr xfuction declines quite gradually thereafter, and the field enjoys 

y long life—in i chrader Bluffs case, an estimated 41-years.

paper estimates that the State o f Alaska w ould  lose  a bou t 
pbsed a 5% field royalty under HB 207 rather than enacting HB

Aa the white paper also discusses, Arthur D. Little, in its report to the Oil and Gaj 
Policy Couicll, faulted Aaska for insisting on a one-rize-fiti-ail royalty policy that is 
insensitive i o the pecuiarit es o f particular marginal fields. HB 207's royalty floor may 
make sense aa a general proposition, but it disserves both the public's and industry's 
interest in ( eveloplng her. y oQ. In this respect, then, HB 207 proves Arthur D. Littie’ i  
point, and ii also underscores the wisdom o f Commissioner Shively's repeated cautions to 
the legislature that HB 207 was never intended to address every oil and gas incentive
issue.

HB

HB
so doing, i

I I I .  H B  2 l 7 Addresses O nly Lease-Based  Roy a lty  R e lie f 

207 only autlorizes royalty relief for leases and unitized interests. A S
38.05.180(j '(!)• If does net envision royalty relief targeted to individual welii.

523, conversely, purposefully targets only individual new heavy oil wells. In 
denies any incentive to proauctioo from pre-existing heavy oil wells, or

production from other oil^earing formations in the unit. In this way, it ensures that

F EB 2 *96 4 :00 9 8 7 3 8 6 3 0 6 3  P A G E .CO?
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, HB 325’a five-year suspension limit applies on a per well basis, so that the 
receiving oyalties early in the field’ s development. And it imposes its 

cap on a per veil basis, because individual well production rates are the best 
whether the he*vy oil property as a whole requires the incentive.

aaed207 ’ s lease-b: 
safeguard!, a
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when they serve the bill’ s primary purpoie-to encourage new

approach does not seem suited to the kind o f  targeted relief 
ntained in HB 325.
b  B u rd e n e d  B y  an U n re a lis tic E co n o m ic Te st

on, the hooting officer ruled that an oil company should invest 
development, and needs no incentive, i f  it projects a rate o f 

least equal to the then-current yield on a risk-free 90-day U.S. 
sio n  at 10.

unreasonable standard. I f  an investor can earn the samo rate 
aden oil venture; or (2) a T-bill, why would that investor not

standard w u  Imposed by a prior administration. However, nothing in HB 
y altered that sundard. And unless and until DNR r©considers the miner, this 

a formidable obstacle to any worthwhile development incentive.
F a ib  to  A ch ie v e  Three  O ther G o a ls o f H B  225

white paper lis ĵ seven criteria for any effective heavy oil incentive. HB 207 
t  these three:

BP has testified before your committee, there is a window o f 
ANS heavy oil that, u  experience has shown, may pass 

(jstifled that DNR could complete an HB 207 application for 
months. However, given that:
s only prior royalty reduction proceeding required 15 months

(2 ) HB 207fs process is considerably more complex than prior law 's,51 /

'*/ A m o n g  tl le steps re q u ire d by HB 207 are: (1) preparation o f  preliminary and final findings; (2) 
30-day public comment period, (3) possible selection o f  an independent consultant;

review o f the consultant's report; (4) agency audits; (3) possible 
ind (6) gubernatorial review.

(3) preparation and agency 
legislative cojnmitiee review;

FEB Z ' 9 6  4 : 0 0 9 0 7 3 6 6 3 0 6 5  P A S E . S 0 6
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j  you know, HB 207 accords DNR considerable discretion.
polling the applicant’s economic case, DNR remains free to 

tinder an open-ended “ public interest”  standard. AS 
result, no pnrdent investor would commit capital on the 

relief under HB 207 would be granted. To the contrary, any 
1996 would necessarily assume that relief would ultimately be
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year is a more realistic minimum;

ir white paper argues that any heavy oil incentive should draw 
other oil producing jurisdictions. The Arthur D. Little report 

a tried and successful tool to stimulate investment in marginal 
er lists the United States, and seven producing states, as 
)loyed royalty and tax suspension to do just that. In Texas 
tax suspension resulted in a 400% increase in gas wells drilled 
employment years over the suspension’ s four-year history. Id

,’ s local history on discretionary royalty reductions is less 
sen only one such completed proceeding, and after nearly four 

I roceedings, the principal applicant-Conoco-soId its interest in

HB 325, in contrast to HB 207, benefits from its simplicity, 
r completed royalty reduction proceeding in Alaska consumed 

the case with HB 207, each individual lessee was required to 
specific economic case. Even though h owns but an 8.81% 
Y  was forced to bear six-figure fees and costa associated with 
considerable disruption o f company operations.

ependent compt nies with smaller interests in Alaska, or with only prospective 
he state, will n it be attracted to Alaska by potentially complex administrative 
with uncertain outcomes. Once again, Arthur D. Little's admonition is 

ong, has buih its royalty policies around large^ profitable fields
interest holders. As a result, the gene pool o f Alaska's oil industry continues

IB 207 to spur ANS heavy oil development would do nothing

V L  H B  325  E n h a n ca  th e  Le g is la tu re 's  R a le  In  Se ttin g  S ta te  R o y a lty  P o licy

should set Royalty policy, 
encompassed to many vary

325 reflects th4 belief that, w here it  is  p o ssib le  to  d o  so , the legislature itself 
That wasn't possible with HB 207, since its broad scope 

ng situations to admit to direct legislative management.

PEB 9Q?S6£jgS5 °aQE.2a2_
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other hand, focuses only on a known and well-understood 
well admits to a reassertion o f legislative involvement in this 
ooses to take that opportunity. In part, that’s because there 

s that ANS heavy oil is unlikely to be developed without an 
A better opportunity for direct legislative involvement is, in our 
<el£

imasu

ehalf o f  OXY, let me extend our thanks for the consideration that I  know you, 
Resources ( lommhtee members, will give to the thoughts expressed in this 

or any coinn ittee member have any fUrther questions, please don’ t hesitate
ise

me.

'*/ Forytarf 
has changed
companies 
pilo t project! 
developed 
opportunity 
logistic and 
one suggest

'*** i  iSi

sxchi

, the deparonenl s 
since the Spnr j 
as BP. OXY, 
over the past 

without changes m 
recover that 

economic hurdles 
mat the case was

Sincerely,
SIMPSON, TTLLINGHAST, SORENSEN &  LORENSEN

Jon K. Tillinghast

o f Natural Resources and Revenue took that position, and nothing 
o f 1995 when that view was last articulated. For their part, 

Arco and Conooo have invested over $270 miHlon in ANS hrmvy o il 
decade. 1£ for example, Schrader B lu ff could be economically 
the state's fiscal structure, its owners would have plainly seized the 

investment a long time ago. Our white paper discusses the technical, 
associated with heavy o il development in detail, and w e’ve heard no 
Tverttated.

l a a a n a a i a  oor'p m



TONY KNOWLES. GOVERNOR

D E P A R T M E N T  O F  N A T U R A L  R E S O U R C E S  < 6 01 "C" STREET. SUTE uso
ANCHORAGE. ALASKA 99503-iW 

DIVISION O F OIL AND G A S THOSE: (907) 269-H7HJ

Januarv 30. 1996

The Honorable Bill Williams 
Alaska State Representative 
State Capitol. Room 128 
Juneau. Alaska 9980 M l 82

Dear Representative Williams

You asked whether HB 207 passed last session, could be used to grant royalty relief for the production of 
"heavy oil " The division's short answer is >cs Nevertheless, because of the concerns expressed in the 
hearing on Januarv 24 about the applicabilitv o f HB 207 to heavy oil production, the administration would 
support an amendment to HB 207 to provide explicitlv that it applies to heavy oil production

Subject to several provisions designed to protect the state's interests. HB 207 grants authority to the 
commissioner o f the Department o f Natural Resources to modify the existing royalty rate "to allow for 
production that would not otherwise be economicallv feasible" for any one of three types o f oil or gas pools 
In essence, the three arc

1 To allow production from an oil or gas pool that has been delineated, but 
has not previously produced t"New Pool")

2 To prolong the economic 'ife o f an oil or gas pool as costs per barrel or 
barrel equivalent increase ("Declining Pool")

3 To reestablish production from a shut-in oil or gas pool ("Shut-in Pool")

For purposes o f HB 207. heavy oil production is no different from any other type o f oil production In other 
words. HB 207 would apply whether the oil production consisted o f heavy, medium, or light production I f 
a company wished to produce heavy oil from a Shut-in Pool, it could be granted royalty relief under HB 207 
For example, heavy oil production from ARCO's portion o f the S:hradcr B lu ff pool (which ARCO calls West 
Sak) that has been shut-in could be granted roy alty relief The same would be true for heavy oil production 
from a Declining Field or New Field

Oxv and BP have a specific concern about whether heavy oil production from the Schrader B luff pool within 
the Milne Point Unit could qualify under HB 207 Again the issue is not whether heavy oil production could 
qualify , rather it is whether the Schrader B lu ff pool fits within one o f the three tvpcs o f pools listed in HB 
207

In the division's opinion, the Schrader B luff pool docs not meet the definition o f a New Pool because the 
Schrader B luff production has been sold Arguably, the Schrader B lu ff pool meets the definition o f a Shut-in 
Pool The Arco portion o f the Schrader B lu ff pool is currently shut-in The Tract 14 pilot project for 
production from the O.vy and BP portion was shut-in from 1992 to 1994 I f the production remains 
uneconomic, as the companies asserted in their testimony and the pilot project was stopped, the Schrader 
B lu ff pool would clcarlv qualify as a Shut-in Pool



Flic Honorable Bill Williams 
Januarv 30. 19%
Page 2

Flic most applicable definition to the Schrader Bluff pool is the Declining Pool definition, number 2 above 
First, granting rovaltv relict could "prolong the economic life o f  the Schrader B luff pool production 
Second, the costs per band increase with hcaw oil production Most importantly, granting relief, assuming 
it was justified. wou'd be consistent with HB 2<)7's primary purpose "to allow for production that would not 
be otherwise be cconomicallv feasible " It appears that HB 207 could be applied to heavy oil production from 
the Milne Point Unit

Nevertheless, some of the companies and representatives have expressed concern about the applicability of 
HB 2o7 io hcavx oil production from the Milne Point Unit To alleviate any concern about HB 207’s 
jpp licab iln to the Milne Point Unit, the administration would support an amendment to HB 207 to make 
lieaw oil explicitlv included within the purview of HB 207 Tins could he accomplished by amending the 
language in A 5 38 05 IXtltjit | i(B) to read as follows

i B l to prolong the economic life of an oil or gas field or pool as costs per barrel or band 
equivalent increase or tn allow fnr the nrmluctinn from an nil pool containing hcaw nil, 
defined a\ production with American Petroleum Invtitute weighted average gravity of 
21) degrees nr lew , or

Such an amendment is prctcrahle to HB >2? because it wou'd subject any relief to the protection o f the state s 
interests afforded by HB 2u7 Specifically n would require a complete and thorough economic analysis of 
hcavv o il rovaltv relief, which is lacking in HB 325 Indeed, no state agency has been given the detailed 
backup data that prcsumablv supports the economic assertions contained in the white paper prepared by BP 
and Oxy HB 207 would also provide for public and legislative comment before any relief is granted 
Finallv. it would allow anv relief granted to be conditioned to change if the bases upon which the relief is 
granted change

Bv passing HB 207. the legislature adopted a consistent policv that would treat all players fairly and cquallv 
HB 207 allows lor liscallv efficient" royally terms HB 325 is not fiscally efficient because it is not sensitive 
to proiitabilitv It reduces the states rovaltv without a showing o f neccssitv bv the companies or a guarantee 
o f anything in return to the state for granting relief Despite the companies’ contrarv protestations, they can 
have ccnaintv o f relief under HB 207 before making anv investment

Undcmablv. HB 207 is not as administrativclv simple as HB 325 because it rcauircs a complete review The 
long debate over HB 207 last session convinced tnc that although both the legislature and the governor want 
expedited development o f Alaska's oil and gas resources, thcv want this done with proper scnitinv Tins 
scrutinv. clearly present in HB 207. is lacking in HB 325

I hope this information is helpful to vou If vou have anv further questions, please feel free to call me

Sincerely.
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CS FOR  SENATE B IL L  NO. I I4 (R E S )

IN THE LEG ISLATURE OF THE STATE OF ALASKA

NINETEENTH LEG ISLATURE - SECOND SESSION
BY THE SENATE RESOURCES COMMITTEE

OfTcrcd:
Referred:

Sponsor**): SENATE RESOURCES COMMITTEE
A B IL L

FO R  AN ACT EN T ITLED

"A n  Act relating to high cost marginal oil wells on the North Slope, and

authorizing an exemption from  payment o f royalty fo r in itia l production o f a

portion o f the heavy oil produced from  certified high cost marginal oil wells on

the North S lope; and providing fo r an effective date."

B E  IT  EN A CTED  BY TH E  LE G IS LA T U R E  OF TH E  STA TE  O F  A LA SKA :

* Section 1. AS 31.05.030 is amended by adding a new subsection to read:
(i) The commission shall regulate and certify high cost marginal oil wells 

under AS 31.05 .200 - 31.05.299. The authority granted by this subsection expires 
July I . 2011.

* See. 2. AS 31.05 is amended by adding new sections to read:
ART ICLE  4. H IGH COST M ARG INAL O IL  W ELLS .

Sec. 31.05.200. COMMISSION TO CERTIFY HIGH COST M ARG INAL O IL 
W ELLS , (a ) The commission shall, by regulation, establish procedures under which 
a lessee o f  o il and gas rights on state land may apply to the commission and obtain

•I. CSSII 114(RKS)
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from the commission a certificate under AS 31.05.210 that an oil well is a high cost 
marginal oil well.

(b ) To obtain the certificate authorized by (a) o f  this section, a producer shall
(1 ) make application to the commission on a form provided by the 

commission; and
(2 ) provide to the commission the production or well data that the 

commission may require to determine whether the well qualifies for certification as a 
high cost marginal oil well.

See. 31.05 210. CERTIFICATION AS A H IGH COST M ARG INAL O IL  
W ELL. The commission shall grant the certificate authorized by AS 31.05.200 if the 
lessee demonstrates that the oil well fo r which the certificate is sought is a high cost 
marginal o il well for a field or pool and that

(1 ) actual drilling o f the well began on o r after July 1, 1996;
(2 ) the weighted average API gravity o f o il produced from the well is 

less than 20 degrees API; and
(3 ) the well is located north o f the Umiat baseline.

See. 31.05.220. DURATION OF CERTIFICATES, (a) Unless - i r i r r  revoked 
under (b ) o f this section, a certificate issued by the commission under AS 31.05.210 
is valid fo r five years.

(b ) After notice to a lessee holding a certificate and opportunity for hearing, 
die commission shall revoke a certificate if the commission determines that the oil well 
fails to meet the criteria established for certification in AS 31.05.210.

See. 31.05.230. EFFECT OF H IGH COST M ARG INAL O IL  W ELL  
CERTIFICATE. A lessee holding a certificate issued under AS 31.05.210 may claim 
the benefit o f  suspension o f royalty payments under AS 38 .05 .180(dd). The 
suspension o f payment o f royalty under AS 38.05. ISO(dd) is available only for die 
duration o f  the certificate under AS 31.05.220.

See. 31.05.299. DEFIN IT ION . In AS 31.05 .200 - 31.05.299, "certificate" 
means the certificate o f  a well as a high cost marginal o il well under AS 31.05.210.

•  Sec. 3 . AS 38.05.180 is amended by adding a new subsection to read:
(dd ) Notwithstanding any other provision o f this section or any provision in

WORK DRAFT WORK DRAFT WORK DRAFT
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a lease, unit agreement, or other agreement between a lessee and the state that 
establishes an obligation to pay royalty on production, a producer who holds a 
certificate from the Alaska Oil and Gas Conservation Commission under AS 31.05.200 
- 31 .05 .299 is not obligated to pay royally under the conditions and to the extent 
described in this subsection, fo r the production o f heavy oil from a well that is 
certified under AS 31.05.200 - 31.05 .299 as a high cost marginal oil well. For 
purposes o f this subsection, "heavy o il" means oil having a weighted average equal to 
o p  less than 20 degrees API gravity as the term "API gravity" is defined in 
AS 43.55.900. Under this subsection, the exemption from payment o f royalty applies

(1 ) only to the portion o f  the value at the wellhead, net o f  eligible field 
cost deductions, as calculated fo r the month o f  production, fo r the first 300 banels o f 
daily production o f heavy oil from  the well, that, fo r the period beginning on

(A ) the effective date o f this section and until December 31, 
1996, docs not exceed $15 per barrel; and

(B ) the first day o f the calendar year during each calendar year 
beginning January 1, 1997, docs not exceed the amount specified under (A ) o f 
this paragraph as adjusted for inflation o r deflation; in making the adjustment, 
the department shall, not later than February 15 o f each calendar year, calculate 
and apply to the amount set out in (A ) o f this paragraph a change in the dollar 
amount to the extent o f  the change in the producer price index for finished 
goods compiled by the United States Department o f Labor; the index for 
January 1996 is the reference base index;

(2 ) on ly i f  the actual drilling o f the well from  which the heavy o il is 
produced began on o r after July I , 1996, and before July 1, 2006;

(3 ) only to heavy oil produced during the period in which the producer 
holds a valid certificate issued by the Alaska O il and Gas Conservation Commission 
under AS 31.05.200 • 31.05.299; and

(4 ) fo r a well on ly if the lessee
(A ) submits with its royalty report fo r the first month for which 

the exemption from royally payment under ( I )  ♦ (3 ) o f  this subsection is 
claimed and with subsequent royalty reports at quarterly intervals for so long

•3* CSSB I !4 (R K S )
i f* *  rg .tc  under l  m i l  l  d e le t e d  t e x t  b u c k e t e d )

WORK DRAFT WORK DRAFT WORK DRAFT



1

2

3
4
5
6

7
8

9
0

1

• i

as the exemption continues, oil gravity test results performed during the period 
for which the royalty report is filed demonstrating that the oil tested is heavy 
o il; the report must be in accordance with the standards for measurement and 
testing set out in the regulations o f the Alaska O il and Gas Conservation 
Commission; and

(B ) maintains, fo r a period o f  at least two years after the last 
day o f  the royalty payment exemption authorized by this subsection, records 
o f production that show the actual date that drilling o f (he well started, the 
daily production from the well, and the API degree gravity data, and allows the 
department to inspect the records during regular business hours.

• See. 4 . This Act takes effect immediately under AS 01.10 .070(c ).
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CS FOR SENATE B IL L  NO. 114(RES)

IN THE LEGISLATURE OF THE STATE OF ALASKA

NINETEENTH LEGISLATURE - F IRST SESSION
BY THE SENATE RESOURCES COMMITTEE

Offered:
Referred:

Spoiuor<i): SENATE RESOURCES COMMITTEE
A B IL L

FOR AN ACT ENT ITLED  

"A n  Act relating to high cost marginal oil wells."

BE  IT  ENACTED  BY THE LEG ISLA TU RE  O F  TH E  STATE O F  ALASKA :

* Section 1. AS 31.05.030 is amended by adding a new subsection to read:
( i )  The commission shall regulate and certify high cost marginal oil wells 

under AS 31.05.200 - 31.05 299.
•  Sec. 2. AS 31.05 is amended by adding new sections to read:

ART ICLE 4. HIGH COST MARGINAL O IL  W ELLS .
Sec. 31.05.200. COMMISSION TO CERTIFY HIGH COST MARGINAL O IL 

W ELLS , (a ) The commission shall, by regulation, establish procedures under which 
a lessee o f o il and gas tights on state land may apply to the commission and obtain 
from the commission a certificate under AS 31.05.210 or 31.05.220 that an oil well is 
a high cost marginal oil well.

(b ) To obtain the certificate authorized by (a) o f  this section, a producer shall
( I )  make application to the commission on a form provided by the 

commission; and

•1. CSSB IN(RES)
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(2 ) provide to the commission the production or well data that the 
commission may require to determine whether the well qualifies for certification as a 
high cost marginal oil well.

See. 31.05.210. CERTIFICATION AS PRODUCING W ELL. The commission 
shall giant the certificate authorized by AS 31.05.200 i f  the lessee demonstrates that 
the well fo r which the certification is sought is a producing well and that

(1 ) the well produces oil at a maximum average production o f  not mom 
than 100 barrels o f oil per day;

(2 ) the percentage o f  water produced from the well is not less than 70
percent; and

(3 ) fo r the period for which the certificate is valid, the well is in 
production fo r at least 20 days.

See. 31.05.220. CERT IFICAT ION  AS A NORTH SLOPE TEST OR 
DEVELOPM ENT W ELL. The commission shall grant the certificate authorized by 
AS 31 .05 .200 i f  the lessee demonstrates that the oil well fo r which the certificate is 
sought is a North Slope test or development well fo r a field o r pool and that

(1 ) actual drilling o f  the well began on or after July 1, 1995;
(2 ) the weighted average API gravity o f oil produced from the well is 

less than 15 degrees API; and
(3 ) the well is located north o f the Umiat baseline.

See. 31.05.230. DURATION OF CERTIFICATES, (a) Unless earlier revoked 
under this subsection, a certificate issued by the commission under AS 31 .05 .210 is 
valid fo r one month. After notire to a lessee holding a certificate and opportunity fo r 
hearing, the commission shall revoke a certificate if the commission determines that 
the oil well fails to meet the criteria established fo r certification in AS 31.05.210.

(b ) A certificate issued by the commission under AS 31.05.220 is valid for one
year.

S j c .  31.05.240. H IGH COST M ARG INAL PRODUC ING  W ELL  CRED IT ,
(a ) A lessee holding a certificate issued under AS 31.05 .210 obtains a high cost 
marginal producing well credit. The amount o f the credit authorized by this subsection

( I )  is equal to 50.25 per bartel o f  production from a well fo r which the
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crcdi'. is given; and
(2 ) may not exceed the lower o f the following:

(A ) $125,000 per well; or
(B ) $500,000 per lessee.

(b ) A credit extended under (a) o f this section
(1 ) may be applied against

(A ) an oil or gas rental or royalty payment payable to the state;
(B ) taxes payable under AS 43.20 or AS 43 .55 ; and
(C ) o il and gas bonus payments due the state under 

AS 38 .05 .180 (0 ;
(2 ) must be used within one year after the certificate is granted under 

AS 31.05 .210 ; and
(3 ) may be assigned by the lessee to another person.

Sec. 31.05 .250. H IGH COST MARGINAL NORTH SLOPE TEST OR 
DEVELO PM EN T W ELL  CRED IT , (a) A lessee holding a certificate issued under 
AS 31.05 .220 obtains a high cost marginal North Slope test o r development well 
credit.

(b ) Except as provided by AS 31.05.260(b). notwithstanding any provision o f 
AS 38.05 .180 o r any provision in a lease, unit agreement, or other agreement between 
a lessee and the state that establishes an obligation to pay royalty on the production 
o f  o il. the credit authorized by (a) o f this section may be ap died to suspend the 
obligation to pay a royalty on the amount or value o f the production removed or sold 
from  the well fo r the production o f the first 100 barrels o f daily production from the 
well

(c ) The suspension o f  payment o f royalty under (b ) o f this section is available 
on ly fo r the duration o f the certificate under AS 31.05.220(b).

Sec. 31.05.260. LIM ITATION ON USE OF W ELL CREDITS, (a) The credit 
fo r a high cost marginal North Slope test or development well obtained under 
AS 31 .05 .250 may not be applied in combination with the high cost marginal 
producing well credit obtained under AS 31.05.240.

(b ) The credit for a high cost marginal North Slope test o r development well

WORK DRAFT WORK DRAFT WORK DRAFT

-J. CSSB !14<RES)
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2

3
4
5
6

7
8

9
10

11

12

13
14
15

obtained under AS 31.05.250 may not be taken against production fo r which the rate 
o f  royalty has been reduced under AS 38 .05 .180(j).

See. 31.05.299. DEFIN IT IONS. In AS 31.05.200 - 31.05.299,
(1 ) "barrcr has the meaning given in AS 46 .04 .900 ;
(2 ) "certificate" means the certificate o f a well as a high cost marginal 

o il well, whether applicable to a producing well under AS 31.05 .210 o r to a North 
S lope test o. development well under AS 31.05.220;

(3 ) "credit" means
(A ) the high cost marginal producing well credit authorized by 

AS 31.05.240; and
(B ) the high cost marginal North Slope test o r development well 

credit authorized by AS 31.05.250.
* See. 3. I f  this Act takes effect after July 1, 1995, AS 31.05 .220 (1 ), added by sec. 2 o f 

this Act, is retroactive to July 1, 1995, and applies to oil wells whose actual drilling began on 
o r after that date.

WORK DRAFT WORK DRAFT WORK DRAFT
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H IG H  C Q S I..M A RG .IM L .W E L L S  AND TH E  A LA SKA  SEVERA N C E  TAX 
Testimony prepared by Charles Logsdon fo r  presentation to Senate Resources Committee 
March 17, 1995

T H E  S E V E R A N C E  T A X  IS  L E V IE D  O N  A L L  B A R R E L S  O F  O I L  P R O D U C E D  IN  T H E  
S T A T E  O F  A L A S K A .  T H E  T A X  IS  C A L C U L A T E D  O N  A  F I E L D  B A S IS  B Y  
M U L T I P L Y IN G  T H E  B A R R E L S  P R O D U C E D  O F  N O N -R O Y A L T Y  O I L  IN  T H A T  F IE L D  
B Y  T H E  W E L L H E A D  P R IC E  B Y  T H E  T A X  R A T E  ( E IT H E R  1 5%  O R  12 .2 5%  
D E P E N D IN G  O N  T H E  A G E  O F  T H E  F I E L D )  B Y  T H E  E C O N O M IC  L IM IT  F A C T O R  
(E L F ) .

T H E  E L F  IS C A L C U L A T E D  F O R  E A C H  F IE L D  A N D  C A N  H A V E  A V A L U E  F R O M  0 .0  
T O  A L M O S T  1.0. T H E  E L F  IS T H U S  A P E R C E N T A G E  R E D U C T IO N  IN  T H E  
S E V E R A N C E  T A X .  T H A T  IS . I F  E L F  IS  0 .0  T H E N  T H E  S E V E R A N C E  T A X  IS  0 .0  A N D  
IF  T H E  E L F  IS  N E A R L Y  1.0 T H E R E  IS  A L M O S T  N O  R E D U C T IO N  IN  T H E  
S E V E R A N C E  TA X . .

A N O T H E R  W A Y  O F  L O O K IN G  A T  T H E  E L F  IS T O  T H IN K  O F  IT  A S  A 
P E R C E N T A G E  R E D U C T IO N  IN  T H E  B A R R E L S  S U B J E C T  T O  T H E  T A X  R A T E . IT  
C O U L D  A L S O  B E  T H O U G H T  O F  A S  A P E R C E N T A G E  R E D U C T IO N  IN  T H E  T A X  
R A T E  A P P L IE D  O N  A L L  B A R R E L S .

A S  W E  S H A L L  SEE . T H E  E L F  P R O V ID E S  C O N S ID E R A B L E  T A X  R E L IE F  T O  
M A R G IN A L  W E L L S  A N D  T O  S M A L L  O I L  F IE L D S

W H A T  IS  T H E  E L F ?
T H E  E L F  IS A F A C T O R  W H IC H  R E D U C E S  T H E  S E V E R A N C E  T A X  R A T E  A S  B O T H  
P E R  W E L L  A N D  O V E R A L L  F IE L D  W ID E  P R O D U C T IO N  D E C L IN E S .  S IM P L Y  
S T A T E D  T H E  B IG G E R  T H E  F IE L D  A N D  T H E  B E T T E R  T H E  W E L L S .  T H E  H IG H E R  
T H E  T A X  (C H A R T  O N E  A N D  C H A R T  T W O )

1 1 IE  E L F  F O R M U L A - - T H E  T H E O R Y  (C H A R T  T H R E E )
E L F  = (1 - 3 0 0A V P )A( (  1 5 0 .0 ( ) 0 /T P )A 1.5 3 3 3 )

W P  IS  T H E  A V E R A G E  P R O D U C T IO N  P E R  W E L L  IN  A N  O I L  F IE L D  A N D  T P  IS  T H E  
D A I L Y  P R O D U C T IO N  F R O M  T H E  F IE L D

W H A T  T H E  H E C K  D O E S  T H IS  M E A N  ’
B R E A K  T H E  F O R M U L A  IN T O  T W O  P A R T S  B Y  L O O K IN G  A T  T H E  T E R M S  IN  
P A R E N T H E S IS .

T H E  F IR S T  T E R M S  IN  P A R E N T H E S E S  E S T A B L IS H  W H A T  I W I L L  C A L L  T H E  W E L L  
P R O D U C T IO N  T A X  A L L O W A N C E .

F IR S T ,  N O T IC E  T H A T  E A C H  W E L L  IN  A F IE L D  G E T S  3 0 0  B B L / D A Y  T A X  FREE . 
T H A T  IS .  IF  Y O U  P L U G  3 0 0  IN T O  T H E  F O R M U L A  T H A T  T H E  R E S U L T  IS 1 -3 0 0 /3 0 0



O R  1 M IN U S  I W H IC H  IS  Z E R O .  A L S O  N O T IC E  T H A T  P L U G G IN G  A N Y  W E L L  
P R O D U C T IO N  A B O V E  3 0 0  G IV E S  A  P O S IT IV E  E L F  A N D  A S  A  R E S U L T  T A X E S  A R E  
D U E .

F U R T H E R .  W E L L  P R O D U C T IO N  A B O V E  3 0 0  B B L / D A Y  IS S C A L E D  
P R O P O R T IO N A T E L Y  T O  T H E  3 0 0  B B L /D A Y  T A X IN G  L IM IT .  T H A T  IS . A S  W E L L  
P R O D U C T IO N  IN C R E A S E S  T H E  T H E  W E L L  P R O D U C T IV I T Y  A L L O W A N C E  B E G IN S  
T O  A P P R O A C H  A  V A L U E  O F  1.0.

T H E  S E C O N D  S E T  O F  T E R M S  IS R E P R E S E N T E D  B Y  T H E  E X P O N E N T .  T H IS  IS  T H E  
F I E L D  S IZ E  F A C T O R  W H IC H  IS  U S E D  T O  M O D IF Y  T H E  W E L L  P R O D U C T IV I T Y  
A L L O W A N C E .

A N  E X A M P L E  (C H A R T  F O U R )
A S S U M E  A F IE L D  W IT H  W E L L S  W H IC H  A V E R A G E  1000  B B L / D A Y  
P L U G G IN G  IN T O  T H E  F IR S T  P A R T  O F  T H E  FORMULA THIS G IV E S  A FRACTION O F  
7 0 0 / 1 0 0 0  O R  7 0 % .  T H IS  E S T A B L IS H E S  A W E L L  P R O D U C T IV I T Y  B A S E  O F  A 7 0%  
R E D U C T IO N  IN  T A X  R A T E  O R  A 7 0 %  R E D U C T IO N  IN  T A X E D  B A R R E L S .

T H E  E X P O N E N T S  W H IC H  T H E N  A D JU S T  T H IS  B A S E  A R E  T H E  F IE L D  S IZ E  
F A C T O R  . T H E  E F F E C T  O F  F IE L D  S IZ E  O N  T H E  B A S E  C A N  B E  T H O U G H T  O F  A S  
A  T E E T E R  T O T T E R  W H E R E  T H E  7 0 %  IS T H E  F U L C R U M .  F I E L D  S IZ E S  G R E A T E R  
T H A N  1 5 0 ,0 0 0  B B U D  A Y  P U S H  T H E  R A T E  A B O V E  T H E  7 0 %  E S T A B L IS H E D  B Y  
T H E  1 0 00  B B L / D A Y  W E L L  R A T E .  C O N V E R S E L Y  F IE L D  S IZ E S  L O W E R  T H A N  
1 5 0 .0 0 0  B B L / D A Y  P U S H  D O W N  T H E  R A T E  B E L O W  T H E  7 0 %  B A S E .

L O O K  A T  T H E  G R A P H  A N D  N O T E  T H A T  T H E  E F F E C T  O F  T H E  F IE L D  S IZ E  F A C T O R  
O N  O U R  1 0 00  B B L / D A Y  W E L L  O I L  F IE L D  IS T O  P U S H  T H E  T A X  R A T E  U P  V E R Y  
Q U IC K L Y  T O W A R D  1.0 U N T I L  S O M E W H E R E  A R O U N D  2 5 0 . 0 0 0  B B L / D A Y  T H E N  T H E  
R A T E  IN C R E A S E  T E N D S  T O  F L A T T E N  V E R Y  C L O S E  T O  1.0.

T H E  E L F  T R A C K  R E C O R D
1. O N L Y  5 O F  R O U G H L Y  21 P R O D U C IN G  A L A S K A N  O I L  F I E L D S  P A Y  A N Y  O I L  
S E V E R A N C E  T A X .  (C H A R T  T W O  A G A IN )

2. T H E  O V E R A L L  A V E R A G E  E L F  H A S  F A L L E N  B Y  O N E  P E R C E N T A G E  P O IN T  
S IN C E  19 9 0 - -F R O M  .92  T O  .91 . T H IS  R E S U L T E D  IN  A  T A X  S A V IN G S  IN  1994 O.*
S9 .4  M I L L IO N  C O M P A R E D  T O  T H E  R A T E  IN  E F F E C T  IN  1990 .

E L F  A N D  T H E  F U T U R E  (C H A R T  F IV E )

T H E  E L F  S H R IN K S  AS P R O D U C T IO N  F R O M  O U R  D E P L E T IN G  O I L  F IE L D S  
D E C L IN E S .  W E  W I L L  C O N T IN U E  T O  G E T  A S H R IN K IN G  P IE C E  O F  A S H R IN K IN G  
P IE .



C onsiderable T a x R elief T o  

M arginal W ells

► 3 0 0  F R E E  B a r r e l s  f o r  " E v e r y "  W e l l

► T a x  B e n e f i t s  t o  S m a l l  F i e l d s

► M o s t  F i e l d s  in  A l a s k a  P a y  " $ 0 "  S e v e r a n c e  T a x

I .  M r if \\'(y



A laska S e v e r a n c e T a x
2

S u m m a r y  T able
F I E L D  T O T A L

P R O D U C T IO N

( T P )

M M  b b l / d a y

W E L L

P R O D U C T IO N

( W P )

b ' j l / d a y

t  (> i

E L F  T A X  R A T E

%

T A X  P A ID

$ M i ! l i o n

P r u d h o e 0 . 9 6 3 0 1 5 1 8 0 . 9 8 5 7 1 9 1 4 . 7 9 4 6 2

K u p a r u k 0 . 3 0 5 5 8 8 2 0 . 8 6 3 8 1 7 1 2 . 9 6 1 1 6

P t  M c I n t y r e 0 . 1 0 2 8 6 0 2 1 0 . 9 0 4 6 5 9 1 1 . 0 8 3 6

E n d i c o t t 0 . 0 9 2 9 2 6 0 8 0 . 7 5 0 0 4 2 1 1 . 2 5 2 8

L i s b u r n e 0 . 0 1 9 1 6 1 8 0 0 0

M i l n e 0 . 0 1 5 5 4 4 8 0 0 0

N i a k u k 0 . 0 1 2 3 2 3 8 3 0 . 0 0 1 9 1 8 . 0 2 0

S c h r a d e r 0 . 0 0 2 8 2 6 3 0 0 0

N  P r u d h o e 0 .0 0 2 1 3 3 4 0 0 0 0

W e s t  B e a c h 0 . 0 0 1 6 3 9 2 9 0 0 0

S a g  D e l t a 0 . 0 0 1 0 5 4 2 0 0 0

C o o k  I n l e t 0 . 0 5 9 0 1 3 5 0 0 0

M ;



E c o n o m i c L imit F a c t o r

3

f i e l d  s i z e  a d j u s t m e n t

w e l l  p r o d u c t i o n  a l l o w a n c e

A ((1 5 0 ,0 0 0 / Ti ) A 1 . 5 3 3 3 )) ELF = ( 1  - 3 0 0  I  WP)

is the average  production per  well in an oil field 

is the total daily production from the field



F ield S ize a n d  E L F

1000 b b l /  d a y /  well field
E c o n o m ic  L im i t  F a c to r

I ' i c l d  S iz e ( M i l l i o n  B b l / d a y )

v  j * K ;  ( R c - ^ e n



S hrinking P iece o f 

S hrinking P ie

T a x e s

1 1 %

1994

A f t e r  

P r o d u c t io n  

T a x  

V a l u e  

89%

2005

A f t e r  

P r o d u c t io n  

T a x  V a l u e

91%



FISCAL NOTE

Revision Date: ________________________________

Title:

STATE OF ALASKA
1995 LEGISLATIVE SESSION

High Cost Marginal Oil Wells

Dept. Affoctodj________________ Revenuo

'BRU :

BILL NO. SB 114

Revenue Operations

Component: O&G Audit/ l&E Audit

Soonsor: (S) RES

Roauestor. IS) R ES " COMPONENT SERIAL NO. 115/113

Expenditures/Revenues (Thousands of Dollars)
OPERATING EXPENDITURES FY 96 FY 97 FY 98 FY 99 FYOO FY 01

PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND & STRUCTURES
GRANTS. CLAIMS
MISCELLANEOUS
TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

I CAPITAL EXPENDITURES 1 1 1 1 1 1 1

ICHANGE IN REVENUES ( GF ) (94.6)1 (98.6)1 (104.7' (107.2)1 (108.5)1 (108.6)1

FUND SOURCE (Thousands ol Dollars)

1002 Federal Receipts
1003 GF Match
1004 GF

1005 GF/Program Receipts

1006 GF/MHTIA

Other
TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

Estimate of any current year (FY95) cost: S 0 0

POSITIONS

FULL-TIME

PART-TIME
TEMPORARY

ANALYSIS: (Attach a separate page il necessary)

This bill would allow qualifiod low productivity oil wolls a tax credit of up to S2.00/bbl but limited to 5 0 %  ot the 

taxes payable under AS 43.55 (petroloum production tax) on production from tho well. S i million per woll and S5 

million per producer. Tax credits could be applied against corportlon incomo taxes (AS 43.20); production taxos 

(AS 43.55): and oil and gas rental, bonus and royalty paymonts.

The revenuo impact is based on currently producing woll data. It is assumed that the hazardous releaso 

surcharge contained undor 43.55 is creditablo. No allowance is made (or old wells being turned on that weron t 

producing in 1993 hence no royalty offsot is included.

Other than the hazardous roleaso, 5 welts in 1993 paid sovorancc tax. their average rate ol production was 50 

bb lday.

Given the high cost ol drilling wolls. it is unlikely that new wells would bo dnllod to take advantago ol tho credit. 

Since tho Economic Limit Factor already has <orvod to reduce the sovoranco tax to zero on our oldest fields in 

Cook Inlet and on tho small liolds on tho North Slopo. tho not impact of tho credit on oil field investment activity will 

bo imperceptible. M  \ f

_________________________  Robort BaraikPrepared by 
Division-

Approved by Commissioner 

Agoncy: _________________

Administrative Services Oivis 

Deborah Voql

3ivis»clrf /

Department ot Revenue

ndff /

Si
Phoney

Dato:”

Date:

465-2J12

3/fM 5

3/16/95

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR S LEGISLATIVE OFFICE
For further cutnbu&on information, call ton Governor's Legisiafrve Office

( R e v  1 0 9 4 )  9 5 f i t n o  i l s - O B P P a g e  1 o f  2



I

SB 114 Fiscal Nolo

North Slope 

Assume: 1 .10 wells producing 190,000bbls/yr

2. 5 wolls pay zero sovoranco (ax

3. 2 wells In Kuparuk and 3 wells In Prudhoe Bay

4. All 10 wells pay hazardous releaso

Cook Inlel 

Assume:

Prudhoe 
Sov Tax 

perBbl

Prudhoe
Won
Prod bbl/d

Prudhoo
Wells

Prudhoo
Credit

Kuparuk

SevTax
perBbl

1.41 wells producing G97G44 bbl/yr

2. All wells pay zero soveranco (ax

3. All wells pay hazardous release

Kuparuk
Well
Prod bbt/d

Kuparuk
Wells

Kuparuk
Credit

Other
Wolls

Cook
Other
Wolls

North SlopoProd bbl/d
Other

Credits
Total

Credits

1996 1,61 50 3 44621.25 1.33 50 2 24820 46 50 25185 94620.25
1997 1.71 50 3 47358.75 1.4 50 2 26097.5 46 50 25185 98641.25
1998 1.89 50 3 52286.25 1.46 50 2 27192.5 46 50 25185 104663.8
1999 1.99 50 3 55023.75 1.45 50 2 27010 46 50 25185 107218.8
2000 2.07 50 3 57213.75 1.4 50 2 26097.5 46 50 25185 108496.3
2001 2.14 50 3 59130 1.3 50 2 24272.5 46 50 25185 108587.5



1995 LEG ISLA T IVE  SESSION
Rovislon Dato: Original_________________________________________________________

Title: An Act relating to high cost marginal oil wolls

STATE OF ALASKA
FISCAL NOTE

BILL no , SB 114

Dept Affected: Natural Resources 

BRU: Resource Development

Component: Oil & Gas Development

Sponsor:

Requestor;

Senate Resources

Component Serial No. 439

WEftATIKRTEXPENDITURES FY96 FY67 — r/98 - -  PYgg ■"  PY66 FVoi
PERSONAL SERVICE5
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND & STRUCTURES
GRANTS. CLAIMS
MISCELLANEOUS
TOTAL OPERATING 6.0 0.0 0.0 o.6 0.0 0.0

[CAPITAL EXPENDITURES I 0.0| 0.0| ooo'o 0.0| o.oi

CHANGE In REVENUES'! ) i I M,000.0)1 (1.000.0)1 (1.000 0)1

Oooo

(1.000 0)1

FUND SOURCE (Thousands of Oollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts
1006 GF/MHTIA 
Other

TOTAL 0 0 0.0 0.0

q oo

0.0

Estimate of any current year (FY95) cost: S 

POSITIONS
Pu l l -Tim e

PART-TIME 0 0 6 0 0 0
TEMPORARY 0 0 0 0 0 0

ANALYSIS: (A t ta c h  a  c e p a r a t o  p a g e  if n e c e s s a r y )

T h o  masonry  o l  tho  i m p a c t  o l  (h is  txii w o u ld  lad o n  t h o  A la s k a  O d  a n d  G a s  C o n s e r v a t i o n  C o m m i s s i o n  a n d  th o  D o p t  o l  R o v o n u o  

Tho  im p a c t  o n  D N R  w o u ld  b e  a  s m a l l  a m o u n t  o l  re la t ive ly  ro u t in e  a c c o u n t in g  w o r k  in t h e  R o y a l ty  a c c o u n t i n g  s e c t io n  i . e n t e r in g  

a n y  roya lty  d e d u c t ,  m s  I rom  R o y a l t i e s .  B o n u s e s  a r v o r  R e n t s

S e c s o n  3 t  0 5 0 2 1 0  a l lo w s  lor a  c r e d i t  a g a m s t  e i t h e r  t a x e s  o r  roya l t ie s ,  w h ich  w o u l d  Im p a c t  r e v e n u e s  to  t h e  s t a t o  a n d  r o d u o o

c on tr ibu t ions  to  t h e  p e r m a n e n t  fu n d

P hono : 762-2547

D ate : u-Mar-95

Dato: 3 ' / y - & r ~

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR S LEGISLAT.VE OFFICE
For further distribution information call fho Governor's Legislaiivo Ollica 

( S B m J U S R a v l r i M J i  p*g#  t  e f t

Prepared oy: 

Division:

Ken Boyd. Acting Director

Oil & Gas

Approved by Commissio

Agency.



FISCAL NOTE
STATE OK ALASKA
1995 LEGISLATIVE SESSION

BIEL NO. SB 114

R evis ion  D a t a  

Title; * An Acl ra l.iiiii)' to tui’h com nutrpin.il 

m l wells."

Sponsor: The Senate Resources Committee
R equesto r :

Dept Affoctod Administration______________________________________

BRU: AK Oil ami Gas Conservation Commission
C om ponen t AK Oil and Gas Conservation Commission

C O M PO NENT SERIAL N O . 2010

E xpond itu ro s/R ovonuos (T housands  o f  D o lla rs )

OPERATING EXPENDITURES FY 96 FY 97 FY 98 FY 99 F Y 00 FY01

PERSONAL SERVICES 9.3 9.3 9.3 9.3 9.3 9.3

IRAVEL 0 .0 0 .0 0 .0 0 .0 0 .0 0.0

CONTRACTUAL 0.5 ().() 0 .0 0 .0 0 .0 0.0

SUPPLIES 1.9 0 .0 0 .0 0 .0 0 .0 0 .0

EOUIPMENT 9.3 0 .0 0 .0 0 .0 0 .0 0.0

LAND & STRUCTURES

GRANTS. CLAIMS

MISCELLANEOUS

TOTAL OPERATING 21.0 9.3 9.3 9.3 9 J 9 J

CAPITAL EXPENDITURES f . 1 ji

ICHANGE IN REVENUES ( )

FUND SOURCE (T hou sands  o f  D o lla rs )

100? F e d e ra l R ece ip ts

1003 GF M a t c h

100-1 GF 21.0 9.3 9.3 9.3 9.3 " 3

1005 G F/P ro g rom  R ece ip ts

1006 GF/MHT1A

O the r

Totol 21.0 9.3 9.3 9.3 9 J 9.3

Estimate* ot cu rront y o a r  (FY 95 ) co st: $ 

POSITIONS:

0 .0

FULL-TIME

PART-TIME

TEMPORARY

ANALYSIS: (A t ta c h  a  s e p a r a t e  p o o e  it n e c e ssa ry )

A ssum ptions  D e te rm in a t io n  o f h ig h  cost m a r g in a l w e ll (H C M W ) is fo rty  s tra ig h t fo rw a rd  u s in g  

p re v io u s ly  s u b m it te d  a n d  e a s ily  in te rp re te d  p r o d u c t io n  d a t a  N o  e c o n o m ic  ana lysts o f  cost d a t o  

is re q u ire d  R opo rt t o  D e p a r tm e n t  o f  R o v o n u e  re qu ire s  o n ly  n o t ic e  o f  q u a l if y in g  w o ls  a n d  

ito m .ra L o n  o f  p ro d u c t io n  d a t o  for p re v io u s  sir m o n th s  Wetis o re  re c e rt if ie d  e v e ry  six m o n th s

(C o n t in u e d )

P re p a re d  by  David W . M m v itm . Chairman 

DrvtS*on A la d a  O il anti CUv Coaurvalit<n CnnimntnH i

A p p ro v e d  b y  C ^m m ts u o o o r  M .n i f W r  

Agency I 'c p-i'iincnt tif AtlmimunUKm

P h o n o

D a to /

Dato I t 3 1
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STATE OF ALASKA

1995 LEGISLATIVE SESSION

FISCAL NOTE

BILL NO. SB 114

ANALYSIS: (continuod)
Summary:

a )  P e rsona l Serv ices-The p r o g r a m  w ill re q u ire  re c la ss if ic a t io n  o t o n e  N a tu ra l R esou rce  T echn ic ia n  

to  a  N a tu ra l R e so u rc e  O ff ic e r . Position w ill re v ie w  a p p lic a t io n s  for H C M W , a n a ly z e  p ro d u c t io n  

a n d  ce rtify  w e lls .

b )  C o n t iQ c !u Q !--The p r o g r a m  w ill re q u ire  m in im a l f u n d in g  for a d v e rt is in g  a n d  p u b lic  h e a r in g s

c )  S u p p lie s-The p r o g r a m  w ill re q u ire  fu n d in g  fo r s o ftw a re  a n d  form s.

d )  E o u io m e n t-T he  p r o g r a m  w ill re q u ire  fu n d in g  fo r c o m p u te r  e q u ip m e n t .

E c o n o m ic  Im p a c t : &H s h o u ld  p r o lo n g  p r o d u c in g  life  o f  q u a l if y in g  w e lls  for s e v e ra l years . A lso , 

s o m e  cu rre n t ly  shut-in w e lls  m a y  b o  re tu rn e d  to  p ro d u c t io n . B ase d  o n  1994 p ro d u c t io n  d a t a ,  

cos t to  s ta te  is e s t im a te d  to  b e  loss th a n  55 m illio n  p e r  y e a r . C ost c o u ld  rise if s ig n if ic an t n u m b e rs  

o f shut-in w o lls  a re  re tu rn e d  to  p ro d u c t io n . Futu re  costs w ill in c re a s e  os m o ro  w o lls  q u a lify  for 

H C M W  s ta n d in g  a s  p r o d u c t io n  d e c lin e s  in  e x is t in g  fie lds .

C ost o f p r o g r a m  is o ffset b y  ro ya lty  o il g a m e d  b y  th e  s ta te , w h ic h  w o u ld  b e  lost if m a r g in a l 

p r o d u c t io n  is shut-in

C a u t io n a ry  n o lo : If ta x  c red its  a re  e x t e n d e d  b u t  w it h d r a w n  In la te r y e a rs , th e  H C M W  th e n  

e x is t in g  w ill b o  im m e d ia t e ly  p lu g g e d  a n d  a b a n d o n e d  The resu lt in g  e c o n o m ic  d o w n tu rn  w o u ld  

b o  m o re  d r a m a t ic  tf io n  if th e  w e ts  a re  g r o d u a iiy  p lu g g e d  a n d  a b a n d o n e d  in  th e  a b s e n c e  o f 

in c e n t iv e s

im p a c t  o n  L o c a l G o v o r n m o n l: P r inc ip le  b e n e f ic ia ry  o f  th e  b t l is th e  K e n o l P en in su la  a n d  

s u r ro u n am g  C o o k  In le t a r e a  w e re  m ost H C M W s  a r e  lo c a t e d  B il w i i  c o n t r ib u te  to  lo c a l 

e m p lo y m e n t  a n d  fo x  b a s e  S g n if ic o n t  a d d it io n a l b e n e f its  c o u ld  b e  re a liz e d  if n e w  p ro d u c t io n  is 

d e v e lo p e d  fro m  cu rren t ly  s h u tm  w e ts
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