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SENATE FINANCE COMMITTEE REPuUTtT
SENATE FINANCE

DATE: 5/9/03 FURTHER: COMMITEE

DATE TURNED , ~ a ,_ rai
IN TO OFFICE:

Finance Committee considered CS FOR HOUSE BILL NO. 61 (FIN)

HB 61 OIL & GAS TAX CREDIT FOR EXPLORATION/DEV

"An Act establishing an exploration and development incentive tax credit for operators and working interest
owners directly engaged in the exploration for and development of gas for sale and delivery without reference
to volume from a lease or property in the state; and providing for an effective date."

and recommends: Senate BiIll:
[ ] same title

] be replaced with CS ( ) [ ] newtitle

House BiIll:

vK*adopt previous CS ClJr) (\WGE> ) [vf'same title
[ ] technical title
] attached amendment(s) [ ] new: SCR #_
] adopt Letter of Intent by Committee
Committee

] further referral to

NEW FISCAL NOTE(S): PREVIOUS FISCAL NOTE(S):

Department Date Fiscal Zero FN# Department Date Ciscal Zero FN#
Aje. % Id |
Y 4&

[ 1T APPROPRIATION - no fiscal note

SIGNATURES AND RECOMMENDATIONS: PDO DF? Not " No Rec Amend
ass ass

CocHAir: /
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FISCAL NOI E

SEtVATC mXtivCT

STATE OF ALASKA Fiscal Note Number: 1 YWIMITEE
2003 LEGISLATIVE SESSION Bill Version: CSHB6KO&G)

(H) Publish Date: 3/14/03
Revision Date/Time (Note if correction): Dept. Affected: Natural Resources
Title Oil and Gas Tax Credit for Exploration, ‘BRU Oil and Gas Development

Component Oil and Gas Development
Sponsor Chenault, Kohring, Wolf
Requester House Oil and Gas Component No. 439
Expenditures/Revenues (Thousands of Dollars)
Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2004 FY 2005 FY 2006 FY 2007 FY 2008 FY 2009
Personal Services
Travel
Contractual
Supplies
Equipment

Land & Structures
Grants & Claims
Miscellaneous
TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES

CHANGE IN REVENUES ( ) |

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts

1003 GF Match

1004 GF

1005 GF/Program Receipts

1037 GF/Mental Health

Other (Specify Type-Do no* abbrevi \te)

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0
Estimate of any current year (FY2003) cost: 0.0
Mark this box (X) if funding for this bill is included In the Governor’'s FY 2004 budget proposal:
POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separate page it necessary)
HB 61 would authorize the Dept, of Revenue to grant credits against a taxpayer's state corporate income
tax liability for cartain oil or gas exploration and development investments made in the state.

Prepared by:  Mark D. Myers Phone 269-8800

Division Oil and Gas Date/Time 2/4/03 7:46 AM
Approved by:  Tom Irwin. Commissioner Date 2/4/2003

Agency Natural Resources
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MAY 1 5 2003

FISCAL NOTE

STATE OF ALASKA Fiscal Note Number:

2003 LEGISLATIVE SESSION Bill Version: CSHB 61(0&G)
(H) Publish Date: 3/14/03

Oi"MATC . XMt
>

Revision Date/Time (Note if correction): Dept. Affected] Revenue
Title Oil and Gas Tax Credit BRU Revenue Operations
for Exploration / Development Component Tax Division

Sponsor Representative Chenault
Requester House Committee on Oil and Gas Component No. 2476

Expenditures/Revenues (Thousands of Dollars)
Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2004 FY 2005 FY 2006 FY 2007 FY 2008 FY 2009
Personal Services
Travel
Contractual
Supplies
Equipment
Land & Structures
Grants & Claims
Miscellaneous
TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES | |

CHANGE IN REVENUES ( ) |See Analysis

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts
1037 GF/Mental Health
Other (Specify Type-Do not abbreviate)
TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

Estimate of any current year (FY2003) cost: 0.0
Check this box (X) If funding for this bill Is Include d in the Governor's FY 2004 budget proposal: |

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separate paqa if necessary)
This bill is intended to promote the exploration and development of natural gas south of the Brooks Range,

particularly in Cook Inlet. This bill allows a tax credit equal to 10 percent of qualified capital investment -- as well as
annual labor, seismic and associated costs - related to gas exploration and development work to be applied against
corporate income tax (AS 43.20) for up to 50% of a corporation's total tax liability. The credit applies only to gas
exploration and development of reserves south of the Brooks Range. The credit can only be taken if the reserves
proc.jce gas for sale and delivery.

Corporations could use their tax credits under this legislation to reduce taxes paid to the state for North Slope
production or production from elsewhere in the state.

Oil and gas corporate incomo tax collections in FY 2003 and FY 2004 are currently projected at >160 million and

S200 million per year, respectively.

Prepared by: Chuck Logsdon, Chief Petroleum Economist Phone

Division Tax Division Daterfime 3/11/03 9:46 AM
Approved by: Larry Persily, Deputy Commissioner Date 3/11/2003
Agency Department of Revenue
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FISCAL NOTE #2

STATE OF ALASKA BILL NO. CSHB61(Q&G)
2003 LEGISLATIVE SESSION

ANALYSIS CONTINUATION

It is not easy to evaluate the overall revenue effect of a tax credit. On the plus side, if exploration activity
discovers developable reserves, the state could receive royalty and production taxes that more than offset
the revenue loss due to the tax credit. And the availability of the credit could enhance the attractiveness
of exploring for new oil and gas resources, which may or may not result in creditable expenditures
depending on whether discovery and development occurs.

The credit is targeted to natural gas exploration and development activity south of the Brooks Range,
while the bulk of current oil and gas corporate income tax against which this credit could potentially be
taken is from production and transportation of high-value oil on the North Slope. As a result, an oil and
gas corporation that has profitable operations on the North Slope could, by investing in development
outside of the Slope, reduce its total oil and gas corporate income tax liability through this new credit
provision.

The key state revenue issue with regard to this tax credit is the extent to which the additional incentive is
needed to encourage exploration and development. Natural gas price levels are critical in determining the
commercial incentive to explore and develop. Natural gas prices probably will be a bigger factor in a
commercial venture than the tax credits in this legislation, but this tax credit provision could also play a
factor in a corporate decision to invest in exploration and development. A risk to the state is if high gas
prices spur development on their own, regardless of the tax credit, the state could be in the position of
providing a tax credit that is no longer necessary to promote development.

Page 2 of 2.



AMENDMENT BY
IN SENATE FINANCE COMMITTEE

To: SCS CSHB 61 (RES)

Page 3, line 13. Afler “latitude”,

Insert “and east of meridian 156 degrees”.

Page 3, line 14. Afler “latitude”,

Insert “and east of meridian 156 degrees”.

SENATE FINANCE
COMMITTEE a.
Amendment Number:
Bill Number: (&\
SDonsonO [*roV"' Date:
Logged In By: P |tpdt”

: SENATOR OLSON



SENATE FINANCE COMMITTEE

&©/{L/2003 COMMITTEE ACTION

Bill Number
Amendment
Motion

Mqtion by

Objection by
Removed
Second Objection by
Committee Member
Senator Stevens
Senator Taylor
Senator Bunde
Senator Hoffman
Senator Olson
Co-Chair Green
Co-Chair Wilken

Tally
Yea

Nay
Absent

MQTION

ntfi3 tel
m*r |

\Y,

n\™x x|

iikal\

Y Vote

00

6>/i"



R epresentative

M ike Chenault

Interinm:

145 Main St, Loop, Second Floor
Kenai, Alaska 00(i11

(907) 283-7223

lax: (907) 283-3075

State of Alaska

H ouse of Representatives

Sponsor Statement HB 61

Official Musiness

Session:

Capitol Building, Room 432
Juneau, Alaska 99801-1182
(907) 465-3779

Toll Free: (800) 469-3779
Fax: (907) 465-2833

HB 61 creates a new income tax credit to encourage increased exploration and
development of natural gas reserves south of lhe Brooks Range. To qualify for the credit,
operators must successfully drill and develop reserves that produce natural gas for sale
and delivery. This is a successful efforts bill which means that no credits will be given for

dry holes.

The Cook Inlet continues to have great potential for additional natural gas development.
Other Alaska basins outside of the North Slope have similar potential. However, the
combination of exploration risk, high development costs and historic low natural gas
prices has created a disincentive to drill for new reserves as compared to other areas of
the world. By providing a credit for successful efforts, more exploration will occur in
Southern Alaska leading to much needed new natural gas reserves. This will benefit all
residents and businesses at no direct cost to the state.

In addition to the benefit of developing new gas reserves, increased Cook Inlet drilling
will also aid the general economic status on the Kenai Peninsula and in Anchorage as
well as other areas of Alaska. Moreover, increased lax revenue from additional gas

production will more than offset any fiscal impact from the proposed credit.

Representative Mike ClieMnult@legiH.kInte.ak.tiH


mailto:ClieMnult@legiH.klnte.ak.tiH




HB 61 - What Does itDo

Creates income tax creditto encourage exploration
and development of gas reserves south of B rooks

R ange

Prim ary focus is on C ook Inlet, but applies to

other basins
Focus is on natural gas.

Levels the playing field som ew hat w ith other

exploration opportunities around the world.

D raws more E& P Capital to C ook Inlet

March 26, 2003 Testimony ofJohn A Barnes toHouse 2

Resources Committee



M ar ath on Orl C omp any r&i

HB 61 - How Does tWork?

A pplies to 10% of Qualified C apital Investm ent
A pplies to 10% of Q ualified E xpense

M ay offsetno more than 50% ofcorporate incom e

tax in any one year (up to five additional years)
Only applies to successful efforts.

Incentive can be factored into project economics.

March 26, 2003 Testimony ofJohn A liarnes to House 3

Resources Committee



M arathon O1l C o mp any

HB 61- Why Is itneeded?

Natural Gas Reserves have been and are

continuing to decline i1n the C ook 1Inlet.

- Current Cook Inletproven natural gas reserves
are estim ated at 2 TCF

e (Based on D NR DOG 2002 report, less 2002

production)

Despite recent increase in Cook Inlet
exploration activity, reserves are not being

replaced on an annual basis

M arch 26, 2003 Testimony ofJohn A Barnes to House

Resources Committee



Marathon O1l Company

Cook Inlet Proven Gas Reserves

R ecalculation

2500
| 2000
« 1500
(2 1000

500

Y ear

Source: A laska D N R

March 26,2003 Testimony ofJohn A Barnes toHouse
Resources Committee



M ar athon Orl C omp any

HB 61- Why IS itneeded?

e Cook Inlet deliverability has declined over

last several years.

March 26,2003 Testimony ofJohn A Barnes toHouse
Resources Committee
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Testimony ofJohn A Barnes toHouse

Resources Committee
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HB 61 - Why IS itneeded?

Supply and demand rationalization 1s
occurring.
- N otenough gas to feed low price consumer.

- Gas price increasing
e Enstar average gas cost (W A COG) $2.55/m cf

e« M ostrecent Enstar contract gas price $2.75 to Henry

e Henry Hub recently over $9.00/m cf

M arch 26, 2003 Testimony o fJohn A Barnes to House 8
Resources Committee



M ar ath on Orl C o mp any

Cook Inlet Reserves & Resources

e Current proven reserves - 2000 B C F

- A pproximately 10 year production life,

assuming no decline.

e Potential Gas Committee Resource

Estimates

- Probable Reserves - 1050 B C F
- Possible Reserves - 2100 BCF
M arch 26, 2003 Testimony o fJohn A Barnes to House 9

Resources Committee



Marathon 01l Company

Impacts to State of Alaska

Stimulates Cook Inlet, and potentially other

basin exploration.

Ai1ds i1n maintaining Cook Inlet 200+

BCF/year production.

- Equivalent to a 13thm onth of N orth Slope
Production.

Provides gas for Cook Inlet utilities,

industrials, Jobs, royalties, taxes.

M arch 26, 2003 Testimony o fJohn A Barnes to House
Resources Committee

10



M ar athon Orl C omp any

Fiscal Impact to State of Alaska

Incentive will be clearly positive to State of

Alaska, factors are...

- How many developments will be incentivized?
- How much gas w ill be discovered?

- W hat will be the gas sales price (royalty value)?
- How much will be spent for exploration and

development?

- Successful efforts driven - no incentives for dry
holes
March 26, 2003 Testimony o fJohn A Barnes to House 11

Resources Committee



Marathon O0O1l Company

Fiscal Impact to State of Alaska

e Conceptual Estimate of Impact,

assumptions:
- V aried field size from O to 500 B C F

- Development Cost $0.50/m cf

- Royalty - 12.5%
- Severance Tax - 7 .5%
- A d valorem - 2.7 %

- G as sales price - $2.50/m cf

March 26, 2003 Testimony ofJohn A Hornes to House 12

Resources Committee



M ar ath on

Ol

C omp a
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y

Fiscal Impact to State of Alaska

Field Size (BCF) Development Cost

0
50
100
150
200
250
300
350
400
479
500

March 26, 2003

0
$25,000,000
$50,000,000
$75,000,000

$100,000,000
$125,000,000
$150,000,000
$175,000,000
$200,000,000
$225,000,000
$250,000,000

Tax Credit

0
$2,500,000
$5,000,000
$7,500,000

$10,000,000
$12,500,000
$15,000,000
$17,500,000
$20,000,000
$22,500,000
$25,000,000

Gross Revenue

0

$125,000,000.0
$250,000,000.0
$375,000,000.0
$500,000,000.0
$625,000,000.0
$750,000,000.0
$875,000,000.0
$1,000,000,000.0
$1,125,000,000.0
$1,250,000,000.0

0
$15,625,000
$31,250,000
$46,875,000
$62,500,000
$78,125,000
$93,750,000

$109,375,000
$125,000,000
$140,625,000
$156,250,000

Testimony o fJohn A Barnes to House
Resources Committee

Royalty (12.5%0) Severance (7.5%0) Ad Val

0
$9,375,000
$18,750,000
$28,125,000
$37,500,000
$46,675,000
$56,250,000
$65,625,000
$75,000,000
$84,375,000
$93,750,000

Total Tax
0 0
$1,050,000 $26,050,000
$2,100,000 $52,100,000
$3,150,000 $78,150,000
$4,200,000 $104,200,000
$5,250,000 $130,250,000
$6,300,000 $156,300,000
$7,350,000 $182,350,000
$8,400,000 $208,100,000
$9,450,000 $234,450,000
$10,500,000 $260,500,000

13



M arathon 01l Company

Fiscal Impact to State of Alaska

Conceptual Effect of Incentive Tax Credit

Development Cost
Tax Credit
Royalty (12.5%)
-¢-Severance (7.5%)
Ad Val
— Total Tax

Development Cost/Revenue

Field Size (BCF)

March 26, 2003 Testi nony ofJohn A Barnes to House
Resources Committee



HB 61- Conclusions

e Based on conceptual model, total tax take
from one (incentivized) development covers

tax credit for about 10 equivalent fields.

e Credit 1s needed now!

- N otenough exploration in Cook Inlet to m eet

dem and.

- New discoveries will take a minim um of 3

years to bring to first gas

M arch 26, 2003 Testimony ofJohn A Barnes to House 15

Resources Committee



M ar athon Orl C omp any

HB 61- Success Measures

Increased Lease Activity

Increased Drilling R1g Activity
Increased Construction Activity
Increased Production and Deliverability

Credits Applied to I ncome Tax

- For every dollar of credit approxim ately T E N
D OLLARS were spentsuccessfully developing

new reserves, and ultim ately paying new taxes!

March 26, 2003 Testimony ofJolm A Barnes to House 16

Resources Committee



John A. Barnes, P.E
Alaska Business Unit Manager

Marathon Oil Company

RO. Box 196168

Anchorage, AK 99519-6168
Telephone 907/564-6400

FAX 907/564-6489

Email jabarnes@marathonoil.com


mailto:jabarnes@marathonoil.com

Qifield Services

3940 Arctic Boulevard .
Suite 300 ScMunberiep

Anchorage. Alaska 99503-5711
1907(273-1700
Fax(907) 561-5317

Representative Mike Chenault
House of Representatives
Alaska State Capitol. Room 502
Juneau. AK 39801-1182

Re: House Bill 61 (O8G0
Dear Repiesentalive Chenault:

This letter is in support of the Act establishing an exploration and development tax credit for persons
engaged in the exploration and development uf yas south of 1he Brooks Range in the state of Alaska [HB61).

Schlumberger Technology Corporation is a Delaware company with substantial cilfield services operations
in Alaska, where Wh presently employ approximately 500 people, the vast majority 0f whom are residents of
the state, where we have operated for the past 35 years. The services we provide assist Operating
Companies, during the exploration, development and production phases of il and gas exploration.

Alaska's gas exploration and production activities are in need of economic stimulus in order for the state to
realize its potential inenergy development. The incentives provided by proposed HB61 are designed to,
deliver to the State's economy this needed stimulus, with the expected result of increased employment and
increased consumer and business spending. The stimulus provided by HB61would apply not only to new
gas exploration, but also to other economic benefits realizable with respect to marginal reservoirs, which
may be discovered while exploring for gas.

HB6L1 creates an incentive tax credit to increase exploration and development of natural gas in the Cook
Inlet and other prospective Alaskan basins south of the Brook Range. The Cook Inlet reserves have
continued Id decline ewer time, due in large part to high exploration and production costs. The Cook Inlet
(and the Kenai peninsula) is a mature ail province, where the economics of developing cost effective energy
sources have changed, hence the incentive for undertaking additional exploration activity which would
result from the passage of HB6L is critical to the long term viability of the State's gas market, a key
component of the Cook Inlet, Kenai and Alaska economies.

Accordingly, we trust you will give your support to HB 61.

— (
General Manager

Schlumberger Alaska
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J. Scott Jepsar.
Cook Inlet Asset V inager

P.O. Box 100360 - ATO 1420
Anchorage, AK 99510-0360

ConocoPhillips Phone 907-263-4348

Feb. 27,2003

Representative Vic Kohring
Chairman, House Oil and Gas Committee

Alaska State Capitol, Room 24
Juneau, Alaska 99801

Re: House Bill 61

Dear Rep. Kohring:

ConocoPhillips Alaska would like to express our support for HB 61 - An Act Establishing Oil
and Gas Tax Credits for Certain Exploration and Development Projects, We believe that passage
ofthis bill has the potential to spur additional efforts to explore for oil, and in particular gas, in
places like Cook Inlet and the surrounding area that have not seen much exploration in recent

years.

Thank you for your continued support for our efforts in Alaska. If you have any questions,
please call me at (907) 263-434P.

Sincerely,

ScottJepsen  /
Cook Inlet AsseniHanager
ConocoPhillips Alaska, Inc

Cc:  Rep. Chenault
Rep. Kelly Wolf



SENATE COMMITTEE REPORT
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Resources Committee considered CS FOR HOUSE BILL NO. 61 (FIN)
HB 61 OIL & GAS TAX CREDIT FOR EXPLORATION/DEV
"An Act establishing an exploration and development incentive tax credit for operators and working interest

owners directly engaged in the exploration for and development of gas for sale and delivery without reference
to volume from a lease or property in the state; and providing for an effective date."
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n _ b<Q same title
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sitez Offnets SUBJECT OF MEETING:

HB61
COMMITTEE: SFIN UPDATE #.*
DATE: 5/15/03
P L E A S E S 1 G N I N
PLEASE PRINT:
DO YOU WANT
NAME ADDRESS (MAILING & ZIP) REPRESENTING TO TESTIFY?
Y or N

Chuck Logsdon Dept, of Revenue Ans. ?’s
Mark Graver Dept, of Revenue Ans. VS

Nnn



site: Anchorage SUBJECT OF MEETING:

H B 61

COMMITTEE: sfin
DATE: 5/12/03

UPDATE #:
P L E A S E S I G N I N
DO YOU WANT
P R I N T YOUR NAME ADDRESS (MAILING & ZIP) REPRESENTING TO TESTIFY?
Y or N
Charles Logsden Dept, of Revenue  Ans. ?’s

Email address:

Mark Graber

Email address:

"John Barnes

Email address:

Email address:

Email address:



site: Offnets SUBJECT OF MEETING:

H B 61

COMMITTEE: SFIN UPDATE #:
DATE: 5/12/03

PLEASE PRINT:
DO YOU WANT
NAME ADDRESS (MAILING & ZIP) REPRESENTING TO TESTIFY?
Y or N

Doug Thierwechter Marathon Oil Ans. Vs

Nnn





