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Summary Comparison between Various House Approaches to Production Tax

Is sue  
Base Rate

C u rre n t  L aw
AS 43.55.011 (e) & (g)

H B  2001 (ACES)
Bill Sections 15 8.17

H o u s e  O & G H o u s e  R e s o u r c e s

B a s e  T a x  R a t e [i 2 5 % I  2 5 %

Progressivity AS 43.55.011(g) & (h) Bill Sections 17,18
$ / bb l  S t a rt i n g  p o i n t $ 4 0  ne t $ 3 0  ne t $ 5 0  g r o s s $ 3 0 , 4 0 , 5 0 , 6 0  ne t
T a x / $  o f  P r i c e  I n d e x 0 . 2 5 % 0 . 2 0 % 0 . 2 5 % . 2 , . 3 , . 4 , . 5 %
A v e r a g e  V a l u e  o v e r m o n t h y e a r m o n t h m o n t h
A p p l i e d  to n e t n e t n e t g r o s s
C a p 2 5 %  o f  n e t 2 5 %  o f  g r o s s n o n e

Gross Value Floor AS 43.55.011(f) Bill Section 15, 16, 31-36, & 41-42
B a s e P r u d h o e ;  K u p a r u k

R a t e 1 0 %
C r e d i t s  further r e d u c e  f l oor  
tax? N o

Investment Credits AS 43.55.023 Bill Section 26-28, 38-44 & 63

I n v e s t m e n t  C r e d i t s
T a k e n  in y e a r  o f  

i n v e s t m e n t
1 / 2  i n  e a c h  o f  two 

y e a r s
T a k e n  in y e a r  o f  

i n v e s t m e n t
T a k e n  i n  y e a r  o f  

i n v e s t m e n t

L o s s  C a r r y  F o r w a r d  C r e d i t s 2 5 % rate i n  ( e )  ( 2 5 % )
T r a n s i t i o n a l  I n v e s t m e n t  
C r e d i t s Y e s N o

3  y e a r s  o f  i n v e s t m e n t  
i n s t e a d  o f  5

3  y e a r s  o f  i n v e s t m e n t  
i n s t e a d  o f  5

Exploration Credits AS 43.55.025 Bill Section 36  - 44
R a t e s 2 0 ;  4 0 % 3 0 ; 4 0 %
G & A  C o s t s b a d  a c t s  I b a d  a c t s  1

D N R  a p p r o v a l  r e q u i r e d ? A l w a y s  j A l w a y s

C o n f i d e n t i a l i t y  o f  we l l  d a t a 2  y e a r s  I 2  y e a r s

P r e - e x i s t i n g  we l l  J
T w o  c o n s e c u t i v e  j 
dr i l l i ng  s e a s o n s

T w o  c o n s e c u t i v e  
dr i l l i nq  s e a s o n s

" D N R  T I E  C r e d i t s  for p r e  f 
2 0 0 3  s e i s m i c  w o r k ?  I 5 %  I 5 %
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Summary Comparison between Various House Approaches to Production Tax

Is s u e C u r re n t  L aw HB  2001 (A C cS ) H o u s e  O & G H o u s e  R e s o u r c e s

State Purchase of Credits AS 43.55.023(0 & (9)
Bill Section 45 (AS 
43.55.028)

P a i d  f rom:
" a p p r o p r i a t i o n s  m a d e  

b y  law"

oi l  a n d  g a s  cred i t  f u n d ,  
f u n d e d  f r o m p r o d u c t i o n  

t a x e s
" a p p r o p r i a t i o n s  m a d e  

b y  law"

o i l  a n d  g a s  cred i t  f u n d ,  
f u n d e d  f r o m  p r o d u c t i o n  

t a x e s
A n n u a l  d o l l a r  c a p  p e r  
t a x p a y e r ? $ 2 5  m i l l i o n n o n e $ 2 5  m i l l i o n

Y e s  ( h o w e v e r  A R M  
u n l i m i t e d )

A R M  B o a r d  P u r c h a s e s ? n/a n/a n/a '/es

Allowable Lease Expenditures a s 43.55.165 Bill Sections 52-64

U s e  p r o d u c e r  a u d i t s  o f  
o p e r a t o r s ? E x p l i c i t

E x p l i c i t  r e p e a l e d ;  
I mp l i c i t E x p l i c i t

E x p l i c i t  r e p e a l e d ;  
I m p l i c i t

D i s a l l o w  b a d  a c t s  I I ? y e s
a d d  v i o l a t i o n  o f  law,  

l e a s e  o r  l i c e n s e
a d d  v i o l a t i o n  o f  law,  

l e a s e  o r  l i c e n s e

a d d  v i o l a t i o n  o f  law,  
[ i n c  C l e a n  W a t e r  A c t ]  

l e a s e  o r  l i c e n s e

D i s p u t e  r e s o l u t i o n e x c e p t  with s tat e e x c e p t  with state e x c e p t  with  state
n o ,  o t h e r  

d i s a l l o w a n c e s
D R & R  A l l o w e d ? A l l o c a t e d N o N o

" C o r r o s i o n "  I s s u e
$ 0 . 3 0  +  u n s c h e u d l e d  

e v e n t s  d i s a l l o w e d
$ 0 . 3 0  +  u n s c h e u d l e d  

e v e n t s  d i s a l l o w e d
F i e l d  T o p p i n g  P l a n t s  
a l l o w e d ? Y e s N o N o
O f f  L e a s e  a l l o w e d y e s :  o t h e r  tests y e s ;  o t h e r  tests y e s ;  o t h e r  tests N o  ( a l s o  i n - st at e)  !

Information
AS 43.05.230 and royalty 
statutes

Bill Sections 2-9,11-13, 

49 8.61

forward l o o k i n g  i n f o r m a t i o n  
r e q u i r e d n o n e

i n f o r m a t i o n  
" n e c e s s a r y  to f o re cas t  
. . .  r e v e n u e s  u n d e r  A S  
4 3 . 5 5 " .  P e n a l t y  u p  to 

$ 1 0 0 0  a  d a y .

i n f o r m a t i o n  
" n e c e s s a r y  to f o re c a s t  
. . .  r e v e n u e s  u n d e r  A S  

4 3 . 5 5 " .

i n f o r m a t i o n  
" n e c e s s a r y  to f o re c as t  
. . .  r e v e n u e s  u n d e r  A S  
4 3 . 5 5 " .  P e n a l t y  u p  to 

$ 1 0 0 0  a  d a y .

D i s c l o s u r e  of  tax 
i n f o r m a t i o n

if a g g r e g a t e d  to 
" p r e v e n t  t h e  

i d e n t i f i c a t i o n  o f  
part i cu l ar  returns."

if a g g r e g a t e d  w/2 o t h e r  
p r o d u c e r s

if a g g r e g a t e d  w/2 o t h e r  
p r o d u c e r s

if a g g r e g a t e d  w/2 o t h e r  
p r o d u c e r s
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Summary Comparison between Various House Approaches to Production Tax

Is sue C u r r e n t  L aw H B  2001 (ACES) H o u s e  O& G H o u s e  R e s o u r c e s
D N R  s h a r i n g  royalty 
i n f o r m a t i o n  w/ D O R l i m i t e d  ab i l i ty e x p a n d e d  abi l i ty e x p a n d e d  ab i l i ty e x p a n d e d  ab i l i ty
D O R  s h a r i n g  tax 
i n f o r m a t i o n  with D N R l i m i t e d  ab i l i ty e x p a n d e d  abi l i ty e x p a n d e d  ab i l i ty e x p a n d e d  abi l i ty

Statute of Limitations AS 43.05.260
Bill Sections 1,14,50 new 
AS 43.55.075

S t a t e  a s s e s s m e n t  m u s t  b e  
i s s u e d  wi th in 3  yrs 6  yrs 6  yrs 6  yrs

DOR Auditors As 39.25.100 Bill Sections 10, 65, 67
D O R  &  D N R  a u d i t o r s  
e x e m p t  e m p l o y e e s ? n o y e s y e s y e s

Effective Date Bill Section 64
G e n e r a l l y n/a J a n  1  2 0 0 8 J a n  1  2 0 0 8 J a n  1  2 0 0 7

R e t r o a c t i v e  to  Apr i l  1  2 0 0 6 n/a
d e f e r r e d  m a i n t a i n c e  

i s s u e s
d e f e r r e d  m a i n t a i n c e  

i s s u e s

L o s s  carryforward,  T I E  
l i m i t a t i o n s ,  m o s t  c o s t  

r e d e f i n i t i o n s

Downstream Costs As 4 3 .5 5 . 1 5 0

R e a s o n a b l e  v  a c t u a l
3  criteria l i n k e d  b y  

" a nd "
3  criteria l i n k e d  b y  

" a nd "
3  criteria l i n k e d  b y  

" a n d " 3  cri teria l i n k e d  b y  "or”

Prima facie r e a s o n a b l e  
T a p s  Tari ff F i l e d  T A P S  tariff F i l e d  T A P S  tariff F i l e d  T A P S  tariff

F M V  ( T S M  not  
a d j u d i c a t e d  j ust  a n d  

r e a s o n a b l e )

Gas Ceilings thru 2002______________________________As 4 3 .5 5 . 0 1 1

W h e r e C l C l n o n  N o r t h  S l o p e n o n  N o r t h  S l o p e

Additional Penalties new As 43.55.020

P e n a l t y  for u n d e r  e s t i m a t e d I R S  P e n a l t i e s  ( i .e . I R S  P e n a l t i e s  ( i .e . I R S  P e n a l t i e s  ( i .e . 5 %  i n  a d d i t i o n  to I R S
p a y m e n t s interest) interest) i nterest) P e n a l t i e s  ( i . e .  interest)
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Summary Comparison between Various House Approaches to Production Tax

I s s u e C u r r e n t  Law H B  2 0 0 1  ( A C E S ) H o u s e  O & G H o u s e  R e s o u r c e s
DOR & DNR auditors 
exempt employees? no yes yes yes

Effective Date Bill Section 64
Generally n/a Jan 1 2008 Jan 1 2008 Jan 1 2007

Retroactive to April 1 2006 n/a
deferred maintaince 

issues
deferred maintaince 

issues

Loss carryforward, TIE 
limitations, most cost 

redefinitions

Downstream  Costs As 43.55.150

Reasonable v actual
3 criteria linked by 

"and"
3 criteria linked by 

"and"
3 criteria linked by 

"and" 3 criteria linked by "o "

Prima facie reasonable 
Taps Tariff Filed TAPS tariff Filed TAPS tariff Filed T/ PS tariff

FMV (TSM not 
adjudicated just and 

reasonable)

Gas Ceilings thru 2002 As 43.55.011
IWhere Cl Cl no: North Slope non North Slope |

Additional Penalties now/Is 43.55.020

Penalty for under estimated 
payments

IRS Penalties (i.e. 
interest)

IRS Penalties (i.e. 
interest)

IRS Penalties (i.e. 
interest)

5% in addition to IRS 
Penalties (i.e. interest)

Intent Language
overall intent of legislation n/a no no included
long standing interpretation 
of SOL n/a included no included
Half the money from certain 
retroactive applications to 
PERS and public education 
fund n/a no no included

tax savings from gas 
ceilings outside Cl passed 
on to ultimate consumers n/a no no Included
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S t a t u t o r y  R e f e r e n c e  

T i t l e

L e g i s l a t i v e  I n t e n t

A S  3 8 . 0 5 . 0 3 5 ( a )  
A S  3 8 . 0 5 . 0 3 5 ( b )  
A S  3 8 . 0 5 . 0 3 6 ( f )  
A S  3 8 . 0 5 . 0 3 6 ( g )  
A S  3 8 . 0 5 . 1 2 3 ( f )  
A S  3 8 . 0 5 . 1 3 3 ( e )  
A S  3 8 . 0 5 . 1 8 0 ( j )  
A S  3 8 . 0 5 . 2 7 5 ( c )

A S  3 9 . 2 5 . 1 1 0 ( 4 2 )  
A S  4 1 . 0 9 . 0 1 0 ( d )

A S  4 3 . 0 5 . 2 3 0 ( a )  

A S  4 3 . 5 5 . 2 3 0 ( h )

A S  4 3 . 0 5 . 2 6 0 ( a )

Steven B Porter

•  *
A C E S  C S H B 2 0 0 1 ( 0 & G :  C S H B 2 0 0 1 ( R E S )

R e f e r s  t o  l i m i t a t i o n s  o f  t a x  
a s s e s s m e n t
A d d s  r e q u i r e m e n t  f o r  D N R  t o  f u r n i s h  
i n f o  t o  D O R  
C o n f o r m i n g  r e f e r e n c e s  
C o n f o r m i n g  r e f e r e n c e s  
C o n f o r m i n g  r e f e r e n c e s  
C o n f o r m i n g  r e f e r e n c e s  
C o n f o r m i n g  r e f e r e n c e s  
C o n f o r m i n g  r e f e r e n c e s  
C o n f o r m i n g  r e f e r e n c e s  
A d d s  o i l  a n d  g a s  a u d i t o r s  t o  e x e m p t  
s e r v i c e
C o n f o r m i n g  r e f e r e n c e s

L e g i s l a t i v e  i n t e n t  d e l e t e d

n o  c h a n g e s  
n o  c h a n g e s  
n o  c h a n g e s  
n o  c h a n g e s  
n o  c h a n g e s  
n o  c h a n g e s  
n o  c h a n g e s  
n o  c h a n g e s

n o  c h a n g e s  
n o  c h a n g e s

A C E S  l e g i s l a t i v e  i n t e n t  p l u s  t h e  
f o l l o w i n g  a d d i t i o n s :  1 )  i n  s t a t e  g a s  
u e s ,  2 )  e n s u r e  f a ir  m e a n s  o f  a s s e s s i n g  
t h e  t a x ,  3 )  d e d i c a t i o n  o f  r e t r o a c t i v i t y  
f ; , n d s  t o  P E R S / T R S  a n d  p u b l i c  
e d u c a t i o n  f u n  J ,  s a v i n g s  f r o m  C o o k  
I n l e t  t a x  ' - h a n g e s  s h o u l d  e n u r e  t o  t h e  
b e n e f i t  o f  t h e  u l t i m a t e  c o n s u m e r .

n o  c h a n g e s  
n o  c h a n g e s  
n o  c h a n g e s  
n o  c h a n g e s  
n o  c h a n g e s  
n o  c h a n g e s  
n o  c h a n g e s  
n o  c h a n g e s

n o  c h a n g e s  
n o  c h a n g e s

P r o v i d e s  f o r  a n  e x c e p t i o n  t o  t a x p a y e r  
c o n f i d e n t i a l i t y  • A S  4 3 . 5 5 . 8 9 0  
e x p a n d s  t h e  o a t a  t h a t  D O R  m a y  
p r o v i d e  D N R
C o n f o r m i n g  r e f e r e n c e s  t o  a l l o w  
a s s e s s m e n t  t o  b e  f i l e d  w i t h i n  six 
y e a r s  i n s t e a d  o f  t h r e e  y e a r s .

n o  c h a n g e s  

n o  c h a n g e s

n o  c h a n g e s

n o  c h a n g e s  

n o  c h a n g e s

n o  c h a n g e s
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A S  4 3 . 5 5 . 0 1 1 ( e )

A S  4 3 . 5 5 . 0 1 1 ( f )

A S  4 3 . 5 5 . 0 1 1 ( g )

A S  4 3 . 5 5 . 0 1 1 ( h )  
A S  4 3 . 5 5 . 0 1  l ( j )  
A S  4 3 . 5 5 . 0 1 1 ( k )  
A S  4 3 . 5 5 . 0 1 1 ( 1 )

A S  4 3 . 5 5 . 0 1 1 ( m )

A m e n d s  t h e  c u r r e n t  P P T  l a n g u a g e  
r e f o r m a t s  s e c t i o n s  o n  h o w  t h e  t a x  is f r o m  a  m o n t h l y  b a s i s  t o  a  y e a r l y  b a s i s
c o m p u t e d  t h e  ta x a n d  p r o g r e s s i v i t y  d e l e t e s  A C E S  l a n g u a g e  t h u s  r e v e r t i n g  a n d  a m e n d s  t h e  ta x f r o m  2 2 . 5  t o  2 5
a r e  n o w  i n  (g )  a n d  ( h )  b a c k  t o  P P T  p e r c e n t
C h a n g e s  t h e  b a s e  ta x f l o o r  t o  1 0  
p e r c e n t  o f  t h e  t o t a l  g r o s s  v a l u e  at  t h e
p o i n t  o f  p r o d u c t i o n  f or  t h e  l e g a c y  d e l e t e s  A C E S  l a n g u a g e  t h u s  r e v e r t i n g
f i e l d s  b a c k  t o  P P T  n o  c h a n g e s

e s t a b l i s h e s  t h e  t a x  r at e  at  2 5  p e r c e n t ,
t h e  p r o g r e s s i v i t y  f a c t o r  at  0 . 2 0  d e l e t e s  A C E S  l a n g u a g e  -  p r o g r e s s i v i t y
p e r c e n t  a n d  t h e  ta x c a p  a t  5 0 % w i l l  b e  c o v e r e d  i n  ( o ) n o  c h a n g e s

s e t s  p r o g r e s s i v i t y  o n  a c a l e n d a r  y e a r
b a s i s  i n s t e a d  o f  a m o n t h l y  b a s i s  a n d
e s t a b l i s h e s  t h e  s u b t r a c t i o n  f a c t o r  at
3 0  i n s t e a d  o f  4 0
t e c h n i c a l  c h a n g e s
t e c h n i c a l  c h a n g e s
n / a

d e l e t e s  A C E S  l a n g u a g e  -  p r o g r e s s i v i t y  
w i l l  b e  c o v e r e d  i n  ( o )  n o  c h a n g e s
t e c h n i c a l  c h a n g e s  d e l e t e d  n o  c h a n g e s
t e c h n i c a l  c h a n g e s  d e l e t e d  n o  c h a n g e s
C o n f o r m i n g  r e f e r e n c e  c h a n g e s  n o  c h a n g e s

m i n o r  t e c h n i c a l  c h a n g e s  a n d  c l ar i f ies  
w h a t  a  p r o d u c e r  c o u l d  c l a i m  i n  e x c e s s
c r e d i t s  f r o m  C o o k  I n l e t  a g a i n s t  *axes  a d d e d  c o n f o r m i n g  r e f e r e n c e  c h a n g e s  
o n  l e a s e s  o r  p r o p e r t i e s  e l s e w h e r e  i n  a n d  d e l e t e s  t h e  a d d e d  C o o k  I n l e t
t h e  s t a t e . l a n g u a g e n o  c h a n g e s

Steven B Porter Page 2 11/7/2007



« #

A S  4 3 . 5 5 . 0 1 1 ( 0 )

A S  4 3 . 5 5 . 0 1 1 ( p )

A S  4 3 . 5 5 . 0 2 0 ( a )

A S  4 3 . 5 5 . 0 2 0 ( d )  
A S  4 3 . 5 5 . 0 2 0 ( g )  
A S  4 3 . 5 5 . 0 2 0 ( h )

A S  4 3 . 5 5 . 0 2 0 ( i )

A S  4 3 . 5 5 . 0 2 3 ( a )

n / a
M a k e s  i n s t a l l m e n t  p a y m e n t s  
c o n s i s t e n t  w i t h  c h a n g e s  t o  t h e  
p r o d u c t i o n  tax 
C o n f o r m i n g  c h a n g e s  t o  A C E S  
l a n g u a g e
m i n o r  l a n g u a g e  c h a n g e s  
m i n o r  l a n g u a g e  c h a n g e s

e s t a b l i s h e s  a p r o g r e s s i v i t y  ta x o f  
0 . 2 2 5  p e r c e n t  b a s e d  o n  t h e  g r o s s  
v a l u e  a t  t h e  p o i n t  o f  p r o d u c t i o n  
s t a r t i n g  at  a n  A N S  w e l l h e a d  p r i c e  o f  
$ 5 0

n / a

r e v e r t s  b a c k  t o  P P T  w i t h  c o n f o r m i n g  
a m e n d m e n t s

C o n f o r m i n g  r e f e r e n c e  c h a n g e s  
m i n o r  l a n g u a g e  c h a n g e s  
m i n o r  l a n g u a g e  c h a n g e s

e s t a b l i s h e s  a  p r o g r e s s i v i t y  t a x  o f  0 . 2  
p e r c e n t  a n d  s t a r t i n g  at  $ 3 0  n e t  a n d  
i n c r e a s i n g  a  0 . 3  p e r c e n t  a b o v e  $ 4 0 ,
0 . 4  p e r c e n t  a b o v e  $ 5 0 ,  0 . 5  p e r c e n t  
a b o v e  $ 6 0 .  T h e  c h a r t  a c c o m p a n y i n g  
t h e  A m e n d m e n t  i m p l i e d  a 5 0 %  c a p  
b u t  t h e  a m e n d m e n t  d i d  n o t  s t a t e  a  
c a p .
for  g a s  p r o d u c e d  o u t s i d e  t h e  C o o k  
I n l e t  b a s i n  b u t  u s e d  i n  t h e  s t a t e ,  it 
w i l l  a h b e  t h e  s a m e  tax a s  g a s  i n  C o o k  
I n l e t  b a s i n .

n o  c h a n g e s

n o  c h a n g e s  
n o  c h a n g e s  
n o  c h a n g e s

n e w  s e c t i o n  p r o v i d e s  a  c iv i l  p e n a l t y  
o n  i n s t a l l m e n t  p a y m e n t s  o f  5 %  o f  t h e  
d i f f e r e n c e  b e t w e e n  t h e  a m o u n t  d u e  

n / a  n / a  a n d  t h e  a m o u n t  p a i d .

s t i p u l a t e s  t h a t  n o  m o r e  t h a n  h a l f  a  
t a x  c r e d i t  m a y  b e  t a k e n  i n  a  s i n g l e  
y e a r .  A m e n d s  r e q u i r e m e n t s  for  
s u b m i t t i n g  d a t a  t o  D N R  a s  a  c o n d i t i o n
o f  t a k i n g  t h e  c r e d i t .  d e l e t e s  A C E S  l a n g u a g e  n o  c h a n g e s
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A S  4 3 . 5 5 . 0 2 3 ( b )

A S  4 3 . 5 5 . 0 2 3 ( d )  
A S  4 3 . 5 5 . 0 2 3 ( e )

A S  4 3 . 5 5 . 0 2 3 ( g )  

A S  4 3 . 5 5 . 0 2 3 ( i )  

A S  4 3 . 5 5 . 0 2 3 ( 1 )

A S  4 3 . 5 5 . 0 2 3 ( m )  

A S  4 3 . 5 5 . 0 2 4 ( a )  

A S  4 3 . 5 5 . 0 2 4 ( c )  

S t e v e n  B  P o r t e r

i n c r e a s e s  t h e  c r e d i t  f o r  t h e  a m o u n t  
o f  t h e  car ry  f o r w a r d  a n n u a l  l o s s  f r o m  
2 0 %  t o  2 5 % . d e l e t e s  t h e  A C h S  l a n g u a g e

r e i n s t a t e s  t h e  i n t e n t  o f  t h e  A C E S  
l a n g u a g e  b u t  r e fe rs  t o  t h e  ta x rate  
i n s t e a d  o f  a  s p e c i f i c  n u m b e r ,  t h u s  
m a i n t a i n i n g  c o n s i s t e n c y  b e t w e e n  t h e  
t a x  r a t e  a n d  t h e  r a t e  o f  t h e  carry  
f o r w a r d  a n n u a l  l o s s .

C o n f o r m i n g  a m e n d m e n t s  f o r  
t r a n s f e r r a b l e  ta x c r e d i t  c e r t i f i c a t e s  
a n d  c a s h  p a y m e n t s  a n d  e x t e n d s  t h e  
t i m e f r a m e  for  D O R  t o  a p p r o v e  t h e  
a p p l i c a t i o n  f r o m  6 0  d a y s  t o  1 2 0  d a y s  
C o n f o r m i n g  r e f e r e n c e s  
C o n f o r m i n g  l a n g u a g e  r e l a t e d  t o  t h e  
p u r c h a s e  o f  a  c e r t i f i c a t e

T I E  c r e d i t s  a r e  n o t  i n  A C E S  b e c a u s e  
t h e y  a r e  r e p e a l e d  i n  S e c t i o n  6 5  
c l a r i f i e s  t h a t  t a x  e x e m p t  e n t i t i e s  a r e  
n o t  e l i g i b l e  f o r  t r a n s f e r r a b l e  tax 
c e r t i f i c a t e s

r e v e r t s  b a c k  t o  P P T  w i t h  c o n f o r m i n g
a m e n d m e n t s
d e l e t e s  A C E S  l a n g u a g e

d e l e t e s  A C E S  l a n g u a g e  
T I E  c r e d i t s  a r e  r e i n s t a t e d  b u t  t h e  
q u a l i f y i n g  p e r i o d  is c h a n g e s  f r o m  
M a r c h  2 0 0 1  t o  M a r c h  2 0 0 3

n o  c h a n g e s

r e e s t a b l i s h e s  t h e  a b i l i t y  t o  o b t a i n  a 
c a s h  p a y m e n t  b u t  l e a v e s  t h e  
t i m e f r a m e  a t  6 0  d a y s ,  
n o  c h a n g e s
r e i n s t a t e s  A C E S  l a n g u a g e  r e l a t e d  t o  
t h e  p u r c h a s e  o f  a  c e r t i f i c a t e

n o  c h j n g e s

n o  c h a n g e s

p r o v i d e s  t h a t  t o  t h e  e x t e n t  t h a t  t h e  
A l a s k a  R e t i r e m e n t  M a n a g e m e n t  
B e a r d  is a u t h o r i z e d  t o  p u r c h a s e  t h e  
c e r t i f i c a t e s ,  t h e  d e p a r t m e n t  m a y

n / a  n / a  i s s u e  a c a s h  r e f u n d  t o  t h e  B o a r d

p r o v i d e s  t h a t  0 . 2 4  c r e d i t s  c a n n o t  b e
a p p l i e d  a g a i n s t  t h e  tax f l o o r  i n  . 0 1 1 ( f )  d e l e t e s  A C E S  l a n g u a g e  n o  c h a n g e s

p r o v i d e s  t h a t  0 . 2 4  c r e d i t s  c a n n o t  b e
a p p l i e d  a g a i n s t  t h e  ta x f l o o r  i n  . 0 1 1 ( f )  d e l e t e s  A C E S  l a n g u a g e  n o  c h a n g e s
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A S  4 3 . 5 5 . 0 2 4 ( e )  

A S  4 3 . 5 5 . 0 2 4 ( g )  

A S  4 3 . 5 5 . 0 2 5 ( a )

A S  4 3 . 5 5 . 0 2 5 ( b )  

A S  4 3 . 5 5 . 0 2 5 ( c )

A S  4 3 . 5 5 . 0 2 5 ( f )  

A S  4 3 . 5 5 . 0 2 5 ( g )  

A S  4 3 . 5 5 . 0 2 5 ( h )  

S t e v e n  B  P o r t e r

p r o v i d e s  t h a t  0 . 2 4  c r e d i t s  c a n n o t  b e
a p p l i e d  a g a i n s t  t h e  t a x  f l o o r  i n  . 0 1 1 ( f )  d e l e t e s  A C E S  l a n g u a g e  

p r o v i d e s  t h a t  0 . 2 4  c r e d i t s  c a n n o t  b e
a p p l i e d  a g a i n s t  t h e  t a x  f l o o r  i n  . 0 1 1 ( f )  d e l e t e s  A C E S  l a n g u a g e  

p r o v i d e s  t h a t  0 . 2 5  c r e d i t s  c a n n o t  b e
a p p l i e d  a g a i n s t  t h e  ta x f l o o r  i n  . 0 1 1 ( f )  d e l e t e s  A C E S  l a n g u a g e

r e q u i r e s  t h a t  t h e  w e l l  m u s t  b e  
" c o m p l e t e d  o r  a b a n d o n e d "  p r i o r  t o  
r e c e i v i n g  t h e  c r e d i t .  E x e m p t s  co st s  
a r i s i n g  f r o m  g r o s s  n e g l i g e n c e  a n d
v i o l a t i o n s  o f  H S & E  s t a t u t e s  a n d  r e gs .  d e l e t e s  A C E S  l a n g u a g e

a d d s  a d d i t i o n a l  r e q u i r e m e n t s  o f  D N R
a p p r o v a l  i n  a d v a n c e  a n d  v e r i f i c a t i o n
s u b s e q u e n t  t o  d r i l l i n g  t h e  w e l l  d e l e t e s  A C E S  l a n g u a g e

d e f i n e s  t h e  d a t a  t h a t  w o u l d  b e  
n e c e s s a r y  t o  b e  s u b m i t t e d  t o  r e c e i v e  
a n  e x p l o r a t i o n  c r e d i t .  R e d u c e s  t h e  
c o n f i d e n t i a l i t y  p e r i o d  f r o m  1 0  y e a r s  
t o  2  y e a r s .  P r o v i d e s  t h a t  t w o  
c e r t i f i c a t e s  w o u l d  b e  i s s u e d ,  o n e - h a l f  
t h e  c r e d i t  i m m e d i a t e l y  u s e a b l e  a n d
o n e - h a l f  d e l a y e d  a  y e a r .  d e l e t e s  A C E S  l a n g u a g e
c l a r i f i e s  t h a t  ta x e x e m p t  e n t i t i e s  a r e  
n o t  e l i g i b l e  f or  t r a n s f e r r a b l e  tax
c e r t i f i c a t e s  d e l e t e s  A C E S  l a n g u a g e

p r o v i d e s  t h a t  . 0 2 5  c r e d i t s  c a n n o t  b e
a p p P e d  a g a i n s t  t h e  tax f l o o r  i n  . 0 1 1 ( f )  d e l e t e s  A C E S  l a n g u a g e
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n o  c h a n g e s  

n o  c h a n g e s
R e i n s t a t e s  A C E S  l a n g u a g e  a n d  
c h a n g e s  t h e  2 0  p e r c e n t  c r e d i t  t o  3 0  
p e r c e n . .

r e i n s t a t e s  A C E S  l a n g u a g e  b u t  c h a n g e s  
t h e  q u a l i f i c a t i o n  d a t e  f o r  w o r k  
p e r f o r m e d  f r o m  1 2 / 1 / 0 7  t o  1 2 / 0 / 0 6  
a n d  a d d s  " s u s p e n d e d "  t o  " c o m p l e t e d  
a n d  a b a n d o n e d "

R e i n s t a t e s  A C E S  l a n g u a g e  w i t h  2 0 %  
t o  3 0 %  c h a n g e s

r e i n s t a t e d  t h e  A C E S  l a n g u a g e  w i t h  
t h e  f o l l o w i n g  c h a n g e s :  p r o v i d e d  t h e  
D N R  c o m m i s s i o n e r  t h e  d i s c r e t i o n  t o  
g r a n t  e x t e n d e d  c o n f i d e n t i a l i t y  u n d e r  
c e r t a i n  c i r c u m s t a n c e s ;  m a d e  t h e  
c e r t i f i c a t e s  i m m e d i a t e l y  a v a i l a b l e .

r e i n s t a t e s  A C E S  l a n g u a g e

r e i n s t a t e s  A C E S  l a n g u a g e

11/7/2007



1

A S  4 3 . 5 5 . 0 2 5 ( i )

A S  4 3 . 5 5 . 0 2 5 ( k )  

A S  4 3 . 5 5 . 0 2 5 ( 0

A S  4 3 . 5 5 . 0 2 5 ( m )  

A S  4 3 . 5 5 . 0 2 8

A S  4 3 . 5 5 . 0 3 0 ( a )  

A S  4 3 . 5 5 . 0 3 0 ( d )

d e l e t e s  p r o d u c e r ' s  a b i l i t y  t o  a p p l y  ta x 
c r e d i t  a g a i n s t  t h e  ta x f l o o r  i n  . 0 1 1 ( f )  
c h a n g e s  t h e  d e f i n i t i o n  o f  p r e e x i s t i n g  
w e l l  f r o m  a  w e l l  s p u d d e d  w i t h i n  1 2 0  
d a y s  t o  a  w e l l  s p u d d e d  w i t h i n  5 4 0  
d a y s
a l l o w s  D N R  t o  p u r c h a s e  s e i s m i c  w i t h  
c r e d i t s  f o r  5 %  o f  i n v e s t m e n t  
e x p e n d i t u r e

n / a

c r e a t e s  t h e  o i l  a n d  g a s  ta x c r e d i t  f u n d  
a n d  e s t a b l i s h e s  t h e  a m o u n t  o f  
r e s e r v e  t o  b e  d e p o s i t e d  i n t o  t h e  
f u n d .  d e l e t e s  A C E S  l a n g u a g e

a m e n d s  w h a t  a  t a x p a y e r  is r e q u i r e  t o
f i l e  t o  i n c l u d e  c o s t s  o f  t r a n s p o r t a t i o n
o f  o i l  a n d  g a s ,  q u a l i f i e d  c a p i t a l
e x p e n d i t u r e s ,  a n d  l e a s e
e x p e n d i t u r e s ,  a n d  t h e  p r o d u c t i o n  tax
v a l u e  o f  t h e  o i l  a n d  g a s  n o  c h a n g e s
e s t a b l i s h e s  a  $ 1 0 0 0  a  d a y  p e n a l t y  for
n o t  f i l i n g  r e q u i r e d  r e p o r t s  d e l e t e s  t h e  A C E S  l a n g u a g e

d e l e t e s  A C E S  l a n g u a g e

d e l e t e s  A C E S  l a n g u a g e

d e l e t e s  A C E S  l a n g u a g e

r e i n s t a t e s  A C E S  l a n g u a g e

r e i n s t a t e s  A C E S  l a n g u a g e

r e i n s t a t e s  A C E S  l a n g u a g e

t o  t h e  e x t e n t  t h a t  t h e  A l a s k a  
R e t i r e m e n t  M a n a g e m e n t  B o a r d  is 
a u t h o r i z e d  t o  p u r c h a s e  t r a n s f e r r a b l e  
t a x  c r e d i t s ,  t h e  d e p a r t m e n t  is 
a u t h o r i z e d  t o  i s s u e  a c a s h  r e f u n d  t h e  
t h e  A R M B .
r e i n s t a t e s  t h e  A C E S  l a n g u a g e  w i t h  t h e  
f o l l o w i n g  c h a n g e s :  s et s  a m a x i m u m  
a n n u a l  l i m i t  o f  $ 2 5  m i l l i o n  o n  t h e  
p u r c h a s e  o f  c e r t i f i c a t e s  e x c e p t  t h e  
m a x i m u m  d o e s  n o t  a p p l y  t o  t h e  
A R M B .

n o  c h a n g e s

r e i n s t a t e s  t h e  A C E S  l a n g u a g e
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r e q u i r e s  r e p o r t i n g  o b l i g a t i o n s  t o  
e x p l o r e r s  t h a t  d o  n o t  h a v e

A S  4 3 . 5 5 . 0 3 0 ( e )  p r o d u c t i o n  n o  c h a n g e s  n o  c h a n g e s

A S  4 3 . 5 5 . 0 4 0

A S  4 3 . 5 5 . 0 7 5  

A S  4 3 . 5 5 . 1 1 0 ( e )

A S  4 3 . 5 5 . 1 5 0 ( a )

g r a n t s  t h e  p o w e r  t o  t h e  D O R  t o  
r e q u i r e  p r o d u c e r s  a n d  e x p l o r e r s  t o  
f i l e  r e p o r t s  t h a t  a r e  " c o n s i d e r e d  
n e c e s s a r y "  t o  f o r e c a s t  s t a t e  r e v e n u e  
u n d e r  A S  4 3 . 5 5 .  A l s o  p r o v i d e s  f o r  
p e n a l t i e s  o f  $ 1 0 0 0  p e r  d a y  f o r  n o t  
f i l i n g  r e q u i r e d  r e p o r t s

e x t e n d s  t h e  t i m e  t h e  d e p a r t m e n t  is 
r e q u i r e d  t o  f i l e  a n  a s s e s s m e n t  f r o m  3  
y e a r s  t o  6  y e a r s .
a l l o w s  t h e  d e p a r t m e n t  t o  r e q u i r e  
e l e c t r o n i c  f i l i nt

d e l e t e s  t h e  p e n a l t i e s  p o r t i o n  o f  t h e  
A C E S  l a n g u a g e

n o  c h a n g e s  

n o  c h a n g e s

r e i n s t a t e s  t h e  A C E S  l a n g u a g e  a n d  
p r o v i d e s  f o r  i n t e r e s t  o n  t h e  p e n a l t y  
a n d  p r o h i  ts t h e  d e p a r t m e n t  f r o m  
c o m p r o m i s i n g  o n  t h e  p e n a l t y  f o r  l e ss  
t h a n  5 0 %  o f  t h e  p e n a l t y  a s s e s s e d .

n o  c h a n g e s  

n o  c h a n g e s

for  p u r p o s e s  o f  d e t e r m i n i n g  t h e  
r e a s o n a b l e  t r a n s p o r t a t i o n  c o s t s  o f  o i l  
a n d  g a s ,  a c t u a l  c o s t s  a r e  c o n s i d e r e d  
r e a s o n a b l e  t r a n s p o r t a t i o n  c o s t s  
u n l e s s  1 )  t h e  p a r t i e s  t o  t h e  
t r a n s p o r t a t i o n  o f  o i l  a n d  g a s  a r e  
a f f i l i a t e d ,  2 )  t h e  c o n t r a c t  is n o t  at  
a r m s  l e n g t h  o r  r e p r e s e n t a t i v e  o f  t h e  
m a r k e t  " O R "  m e t h o d s  o f  t r a n s p o r t  
a r e  n o t  r e a s o n a b l e .  T h e  c u r r e n t  l a w  
r e q u i r e s  a l l  t h r e e  c o n t i n g e n c i e s ,  t h e  
p r o p o s e d  l a w  r e q u i r e s  a n y  o n e  o f  t h e  
c o n t i n g e n c i e s .
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A S  4 3 . 5 5 . 1 6 0 ( a )  

A S  4 3 . 5 5 . 1 6 0 ( b )

AS 43.55.150(b)

A S  4 3 . 5 5 . 1 6 0 ( e )

c l a r i f i e s  h o w  p r o d u c t i o n  t a x  v a l u e s  
a r e  c a l c u l a t e d  i n  C o o k  I n l e t

c o n t i n u e s  t h e  c l a r i f i c a t i o n  f r o m  (a)  
e x t e n d s  l o s s  car ry  f o r w a r d s  t o  c o s t s  
a s s o c i a t e d  w i t h  l e a s e s  o f  a p r o d u c e r  
t h a t  a r e  n o t  p r o d u c i n g  o i l  a n d  g a s  o r  
a r e  o n  l a n d s  w h e r e  t h e  p r o d u c e r  
d o e s  n o t  o w n  a n  o p e r a t i n g  o r  
w o r k i n g  i n t e r e s t .

n/a

c h a n g e d  b a c k  t o  P P T  l a n g u a g e  w i t h  
c o n f o r m i n g  r e f e r e n c e s

d e l e t e s  t h e  A C E S  l a n g u a g e

n/a

I f  t h e  o n e  o f  t h e  c o n t i n g e n c i e s  i n  (a )  
o c c u r s ,  t h e  d e p a r t m e n t  w i l l  
d e t e r m i n e  w h a t  is r e a s o n a b l e .  
T r a n s p o r a t i o n  c o s t s  t h a t  a r e  m e r e l y  
f i l e d  w i t h  t h e  R C A  a r e  n o t  p r i m a  f a c i a  
r e a s o n a b l e  a n y m o r e ,  t h e y  m u s t  n o w  
b e  a d j u d i c a t e d .
a d c e d  t h e  e x c l u s i o n  o f  g a s  u n d e r  
. 0 1 1 ( p )  f r o m  g a s  n o t  p r o d u c e d  i n  
C o o k  I n l e t .

n o  c h a n g e s

d e l e t e s  A C E S  l a n g u a g e n o  c h a n g e s

A S  4 3 . 5 5 . 1 6 0 ( f - i )

A S  ^  5 5 . 1 6 5 ( a )

t h i s  s e c t i o n  d e a l s  w i t h  a l l o c a t i o n s  o f  
c o s t s  t h a t  a  t a x p a y e r  i n c u r s  i n  o n e  
l e a s e  o r  p r o p e r t y  a g a i n s t  r e v e n u e s  
f r o m  a n o t h e r  l e a s e  o r  p r o p e r t y .
P r o p o s e d  N o r t h  S l o p e  r u l e s  a r e  i n  ( ; ;  
n e w  a r e a  d e v e l o p m e n t  r u l e s  a r e  i n  
( g ) ;  a n d  C o o k  I n l e t  r u l e s  a r e  i n  ( h )  a n d

(i ) .
d e s c r i b e s  t h e  t y p e s  o f  c o s t s  t h a t  
q u a l i f y  a s  l e a s e  e x p e n d i t u r e s  a n d
p r o v i d e s  s t a n d a r d s  for  t h e  d e l e t e s  A C E S  l a n g u a g e  a n d  r e v e r t s  t o
d e p a r t m e n t  t o  d e t e r m i n e  w h i c h  c o s t s  P P T  l a n g u a g e  w i t h  c o n f o r m i n g

d e l e t e s  A C E S  l a n g u a g e

a r e  a l l o w e d . r e f e r e n c e s

n o  c h a n g e s

n o  c h a n g e s
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A S  4 3 . 5 5 . 1 6 5 ( b )

A S  4 3 . 5 5 . 1 6 5 ( b )

A S  4 3 . 5 5 . 1 6 5 ( e )

A S  4 3 . 5 5 . 1 6 5 ( h )

Steven B Porter

r e i n s t a t e s  A C E S  l a n g u a g e  b u t  a d d s  
t h e  a l l o w a n c e  f o r  r e a s o n a b l e  
o v e r h e a d  e x p e n s e s  a n d  r e q u i r e s  t h a t  
t h e  a c t i v i t y  m u s t  b e  p h y s i c a l l y  
l o c a t e d  i n  t h e  s t a t e  i n  o r d e r  f o r  t h e  

d e l e t e s  l a n g u a g e  f o r  t h e  a l l o w a n c e  o f  c o s t  o f  t h e  a c t i v i t y  t o  b e  a  c o s t
r e a s o n a b l e  o v e r h e a d  e x p e n s e s .  d e l e t e s  A C E S  l a n g u a g e  u p s t r e a m  o f  t h e  p o i n t  o f  p r o d u c t i o n .

a m e n d s  t h e  p r e v i o u s  l a n g u a g e  o f  
p h y s i c a l l y  l o c a t e d  " i n  t h e  s t a t e "  t o  
p h y s i c a l l y  l o c a t e d " o n  t h e  p r e m i s e s  o f  
t h e  l e a s e  o r  p r o p e r t y  f r o m  w h i c h  o i l  

n / a  n / a  o r  g a s  is r e c o v e r e d "

s e c t i o n  ( 6 )  d i s a l l o w s  c o s t s  a r i s i n g  
f r o m  v i o l a t i o n s  o f  l a w ,  o r  f a i l u r e  t o  
c o m p l y  w i t h  a  l e a s e  o b l i g a t i o n ,  
c h a n g e s  t o  ( 1 5 )  d i s a l l o w s  t h e  
r e m a i n i n g  d i s m a n t l e m e n t ,  r e m o v a l  
a n d  a b a n d o n m e n t  c o s t s  t h a t  w e r e  
a l l o w e d  b y  P P T ,  ( 1 9 )  d i s a l l o w s  c o s t s  
f o r  r e p a i r ,  r e p l a c e m e n t ,  o r  d e f e r r e d  
m a i n t e n a n c e  f r o m  a n  u n s c h e d u l e d  
i n t e r r u p t i o n  o r  r e d u c t i o n  i n  r a t e  o f  o i l  
o r  g a s ,  ( 2 0 )  d i s a l l o w s  c o s t s  a s s o c i a t e d  
w i t h  a  r e f i n e r y  o r  c r u d e  o i l  t o p p i n g

a d d s  c r i m i n a l  n e g l i g e n c e  a n d  
v i o l a i t o n s  o f  t h e  C l e a n  W a t e r  A c t  t o  
t h i n g s  d i s a l l o w e d  u n d e r  ( 6 ) ;  a d d s  
l o b b y i n g ,  p u b l i c  r e l a t i o n s  a n d  
a d v e r t i s i n g  t o  c o s t s  d i s a l l o w e d  u n d e r  
( 8 ) ;  d e l e t e d  ( 1 9 )  e f f e c t i v e l y  
r e i n s t a t i n g  t h o s e  c o s t s  a s  e l i g i b l e  
c o s t s ;  a d d i n g  a n e w  s e c t i o n  ( 2 0 )  
d i s a l l o w i n g  c o s t s  r e l a t i n g  t o  o f f i c e  
b u i l d i n g s ,  f i x t u r e s ,  a n d  e q u i p m e n t ,  
a n d  re a l  p r o p e r t y  t h a t  a r e  n o t  l o c a t e d  
i n  t h e  s t a t e .
a m e n d s  t h e  d e p a r t m e n t ' s  
r e s p o n s i b i l i t y  t o  w r i t e  r e g s  t o  c o v e r  
t h e  a l l o c a t i o n  o f  c o s t s  u n d e r  . 0 1 1 ( p )  
a n d  o t h e r  g a s .

p l a n t .  n o  c h a n g e s
e x p a n d s  t h e  r e s p o n s i b i l i t y  o f  t h e  
d e p a r t m e n t  t o  w r i t e  r e g u l a t i o n s  
c o v e r i n g  a n y  r e q u i r e d  a l l o c a t i o n  of
c o s t s .  d e l e t e s  t h e  A C E S  l a n g u a g e

Page 9 11/7/2007



A S  4 3 . 5 5 . 1 7 0 ( a )

A S  4 3 . 5 5 . 8 9 0

A S  4 3 . 5 5 . 9 0 0  

E f f e c t i v e  d a t e  o f  T a x e s

•  •

d e l e t e s  q u a l i f y i n g  l a n g u a g e  r e g a r d i n g  
p a y m e n t  o r  c r e d i t  t h a t  h a s  a l r e a d y  
b e e n  s u b t r a c t e d  i n  c a l c u l a t i n g  b i l l a b l e
o r  b i l l e d  c o s t s  u n d e r  . 1 6 5 ( c )  a n d  ( d )  n o  c h a n g e s  n o  c h a n g e s

t h i s  s e c t i o n  a l l o w s  t h e  d e p a r t m e n t  t o  
d i s c l o s e  t a x  i n f o r m a t i o n  o f  t h e  
i n f o r m a t i o n  is a g g r e g a t e d  f r o m  t h r e e
o r  m o r e  t a x p a y e r s .  n o  c h a n g e s  n o  c h a n g e s

D e f i n i t i o n s :  " n o n u n i t i z e d  r e s e r v o i r " ,  d e l e t e s  " n o n u n i t i z e d  r e s e r v o i r "  a n d
" p o o l " ,  " p r o d u c e r " ,  a n d  " u n i t "  " p o o l "  a d d s  d e f i n i t i o n  o f  " u s e d  i n  t h e  s ta t e "

l - J a n - 0 8  l - J a n - 0 8  l - J a n - 0 7
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L E G A L  S E R V I C E S

(907) <165-3867 or <165-2450 
FAX (907) 465-2029 
Mail Stop 3101

D I V I S I O N  O F  L E G A L  A N D  R E S E A R C H  S E R V I C E S  
L E G I S L A T I V E  A F F A I R S  A G E N C Y  

S T A T E  O F  A L A S K A State Capitol 
Juneau, Alaska 99801-1182 

Deliveries to: 129 6lh St., Rm. 329

M E M O R A N D U M November 6, 2007

S U B J E C T : CSI-IB 2001 (RES): Version V 
(Work Order No. 25-GH0014W)

T O : Representative Carl Gatto
Co-chair of the House Resources Committee
Attn: Bonnie

F R O M : Pam Finlc 
Rcvisor o

Enclosed is a linal of the referenced CS. The differences between this version and the O 
version are as follows:

1. In sec. 50, in AS 43.55.160(a)(2)(E), "1/2” was changed to ”1/12".
2. In AS 43.55.028(e)(7), the words "or by" were added.
3. AS 43.55.850 was deleted and a general statement of its contents was added as 

intent language in sec. 1(c). Cross-references to AS 43.55.850 in the back pages were 
deleted.

4. In sec. 1(b), "the public education fund" was substituted for a general reference 
to education funding.

5. To correct errors in the back pages, the following changes were made. 
AS 43.55.023(/) was added to sec. 61(a). Section 26 was deleted from see. 61(b). 
Section 52 was added to see. 66(b). In see. 66(b), AS 43.55.023 was substituted for 
AS 43.55.030. Section 44 was deleted from sec. 66(c).

Please let us know if any of the changes above were inappropriate.

PF:med 
07-4 lO.mcd

Enclosure



F I S C A L  N O T E

S TATE OF ALASKA
2008 LEGISLATIVE SESSION

C SH B20Q 1 (RE S ! DO R -TA X -11-5-07Identifier (file name):
Title  An Act relating to the production tax on oil and gas..

Fiscal Note Number:

Bill Version:

(H) Publish Date:

Dept. Affected: 
'RDU

4

C S H B  2001(RES)

11/6/07

Revenue 04

Component Tax Division
Taxation and Treasury

Sponsor
Requester

Governor
House Finance Component Number 2476

E x p e n d i t u r e s / R e v e n u e s ( T h o u s a n d s  o f  D o l l a r s )
Note: Amounts do not include inflation unless otherwise noted below.

Appropriation
Required Information

O PE R A T IN G  E X P E N D IT U R E S FY  2 0 0 9 FY 2 0 0 9 FY  2 0 1 0 F Y  2 01 1 F Y  2 0 1 2 F Y  2 0 1 3 FY  2 0 1 4
Personal Services
Travel
Contractual
Supplies
Equipment
Land & Structures
Grants & Claims
Miscellaneous

1 ,2 1 5 .7 1 , 2 1 5 . 7 1 , 2 1 5 .7 1 ,2 1 5 .7 1 , 2 1 5 .7 1 , 2 1 5 .7 1 ,2 1 5 .7

1 ,01 8 .4 1 .0 1 8 .4 1 ,0 1 8 .4 5 1 1 . 8 5 .2 5 .2 5 .2

T O T A L  O P E R A T IN G 2 ,2 3 4 .1 2 ,2 3 4 .1 2 ,2 3 4 .1 1 , 7 2 7 .5 1 , 2 2 0 .9 1 ,2 2 0 .9 1 ,2 2 0 .9

CA P ITA L  E X P E N D IT U R E S I

CH AN GE  IN R E V E N U E S  ( ) 7 2 7 , 0 0 0 . 0 5 1 3 , 0 0 0 . 0 5GG, 0 0 0 . 0 8 3 5 , 0 0 0 . 0 8 1 3 , 0 9 0 . 0 5 9 6 , 0 0 0 . 0

FUND  S O U R C E (Thousands of Dollars)
10 0 2  Federal Receipts
1 00 3  GF Match
1 00 4  GF 2 ,2 3 4 .1 2 ,2 3 4 .1 2 ,2 3 4 .1 1 ,7 2 7 .5 1 . 2 2 0 . 9 1 ,220 .9 6 4 5 . 9
1005 GF/Program Receipts
1037 GF/Mental Health
Other Interagency Receipts

TO TA L 2 ,2 3 4 .1 2 ,2 3 4 .1 2 ,2 3 4 .1 1 ,7 2 7 .5 1 ,2 2 0 .9 1 ,2 2 0 .9 6 4 5 .9

E s t im a te  o f  a n y  c u r r e n t  y e a r  ( F Y 2 0 0 8 )  c o s t :  3,409.2

P O S IT IO N S
Full-time 1 1 1 1 1 1 1
Part-time
Temporary

lA N A LY S IS :  ( A t t a c h  a  s a p a r a l o  p t n j o  i f  n o c o s s n r y )

This bill makes economic and sovoral adminstrative changes to the state's current petroleum profits tax. The bill retains the current lax 
system's structuro, which taxes the net value of petroleum resources The bill makes the following changes to the current system: It 
institutes a rata ol 25% on net Income. It calculates the progressivity surcharge as the difference between the per barrel net revenue and 
S30 at 0.2%, 0.3% between S40 and S50, 0.4% between S50 and $00. and 0 5% over $60. II eliminates the period by which post 
investments are recognized in the transition investment expenditure credits (AS 43.55.023(1)) from April 1, 2001 to April t, 2003. Pipeline 
tariffs aro based on reasonable rntos. EIC credits aro increased from 20% to 30%. The effective date of too bill is January 1, 2007,

L

Propnrod by: Johanna Bales, Roger Marks, Chcrie Nionhuis________________________________ Phono 269-6628
Division Tax Division Date/Tlmo 11/5/07 11.00 AM

Approved by: Jerry Burnott_________________________________________________________  Palo 11/5/2007
Department of Rovcnuo________________________________________________

(flmtwt un.iv;waOMii| Pago 1 of 3



FISCAL NOTE H4

A N A L Y S I S  C O N T I N U A T I O N
Adminstralive changes to the current tax system include the following: those expenses related to criminal negligence; 
excludes dismantlement, removal & restoration (DR&R) costs from allowable expenditures; requires taxpayers to provide 
cost projections to allow the state to better forecast state revenues and pursue changes in reported costs; authorizes public 
reporting of some cost data; authorizes a short-term audit program; and designates an exempt class of oil and gas auditors.

Certain lease expenditure allowance provisions are retroactive to April 1, 2006; the other provisions of the tax proposal 
become effective January 1, 2007.

Personal Services: The department will reclassify the existing 5 vacant auditor positions, and create 4 to 5 senior level 
auditor positions with extensive industry oil and gas auditing experience. These positions will be classified as the 
Department's most senior level auditor positions and will have salaries that are consistent with market comparables and will 
be beyond the current salary levels allowed under the existing Oil and Gas Revenue Auditor (OGRA) pay classification 
system. In addition, the department expects that it will need one additional Programmer Analyst V position , t  maintain and 
manage the new oil and gas production tax database system at a cost of S115,700 annually. The existing oil and gas 
specialist, oil and gas revenue auditors, and their immediate supervisor will bo offered the opportunity to opt into an exempt 
status with individual salaries established commensurate with experience and skill level, and consistent with market 
comparables.

The need for exempt status is based upon the difficulties the department has recruiting experienced auditors to administer 
the tax. The current pay range for an Oil and Gas Revenue Auditor is on the low range of the pay range for roughly similar 
jobs. The department estimates the new exempt positions and the potential salary increases associated with the change of 
existing staff to exempt status, will cost the stale approximately 51,100,000 annually.

Contractual: Contractual expenditures include 51,013,200 annually to contract for audit assistance. This estimate is based 
on 3 auditors, working 40 hours per week each, for 4 years starting In January 2008 at an average rate of 5100 per hour, 
plus estimated transportation and lodging costs, and additional costs for training auditors. The need for such assistance is 
based upon the department's substantial difficulty in recruiting enough auditors to administer the oil and gas production tax. 
The department only anticipates the need for contract audit assistance for 4 years while the department recruits and trains 
auditors for positions that are currently vacant. The contract auditors would work In conjunction with department auditors 
during this time 'o maximize department resources and help train department auditors. The department will also need an 
additional 55.200 each year in contractual costs associated with the new Analyst Programmer V position.

STATE OF ALASKA BILL NO. CSHB 2001(RES)
2008 LEGISLATIVE SESSION

Current FY2008 costs: The department expects it will incur costs beginning January 2 08 to immediately Implement the 
new production tax structure. Those costs include: Contractual - 52,620,800 capital funding to fund the scoping and 
development of an oil and gas production lax database system (including associated hardware) and 5506,600 to contract for 
audit assistance (as described abovo). The now database system will permit accurate and efficient management of 
information submitted by taxpayers to facilitate auditing and forecasting of revenues, and timely and accurate reports for 
internal and public uses. The proposed system will accommodate tho migration of ELF-based data and continue to collect 
supplemental data from producers on volumes, wells and production. The system will include income-based data, including 
tracking credits, required under PPT and upon which tho ACES tax structure is based. The system will also integrate into 
tho division's accounting systems. Personal Services -5218,000 from tho period January 1, 2008 through Juno 30, 2008 
due to creating an exempt class of oil and gas revenue auditors and increasing pay to more closely reflect what tho market 
in Alaska pays for roughly similar positions. In addition, we will recruit for the Analyst Programmer V and bring that person 
on board to particip nte in the databaso scoping mootings. We estimate FY 2008 costs for >his position to be approximately 
S57.800 Supplios - 56,000 for a computer and software for tho now analyst progammer V position.

Seo patjo 3 fot projeclo revenue estimates.
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FISCAL, NOTE U4

A N A L Y S I S  C O N T I N U A T I O N

STATE OF ALASKA » ILL NO. CSHB 200KRES),

2008 LEGISLATIVE SESSION

Estimated Production Tax Revenues, PPT and ACES, at 
Various Prices (in $millions nominal)

F a l l  2 0 0 7  D O R  O f f i c i a l  F o r e c a s t  P r i c e s

A N S  W C  S  p e r  
F i s c a l  Y e a r  barrel  (in r e a l  

dollars)

2 0 0 8  7 1 . 6 5
2 0 0 9  6 4 . 5 5
2 0 1 0  6 0 . 0 5
2 0 1 1  5 9 . 7 0
2 0 1 2  5 9 . 5 5
2 0 1 3  5 8 . 9 0
2 0 1 4  5 8 . 2 5

A N S  W C  S
C S H B 2 P 0 1

I n c r e a s e  or
p e r  barrel  (in S t at us  Q u o  - ( D e c r e a s e )

NOMINAL P P T ( R e s ) from P P T
dollars)

1 , 0 5 57 1 . 6 5 1 , 9 1 5 2 , 9 7 0
6 6 . 3 0 1 , 6 9 3 2 , 4 2 0 7 2 7
6 3 . 4 0 1 , 5 3 1 2 , 04 4 5 1 3
6 4 . 7 5 1 , 6 7 0 2 , 2 3 6 5 6 6
6 6 . 3 5 1 , 7 4 6 2 , 5 8 1 8 3 5
6 7 . 4 5 1 . 6 4 7 2 , 4 6 0 8 1 3
6 8 . 5 5 1 , 6 4 2 2 , 2 3 8 5 9 6

DOR Forecast nominal prices rounded to the nearest S0.05 

$ 6 0  p e r  b a r r e l  i n  R E A L  c  l i a r s

F i s c a l  Y e a r

2 0 0 8
2 0 0 9
2 0 1 0  
2 0 1 1  
2 0 1 2
2 0 1 3
2 0 1 4

A N S  W C  $  p e r  
barrel  (in r e a l  

dollars)

A N S  W C  S
C S H B 2 0 0 1

( R e s )

I n c r e a s e  or
p e r  barrel  (in 

NOMINAL
dollars)

S t a tu s  Q u o  -  
P P T

( D e c r e a s e )  
f rom P P T

6 0 . 0 0 6 0 . 0 0 1 , 0 5 1 1 , 6 8 8 6 3 7

6 0 . 0 0 6 1 . 6 5 1 , 4 3 5 2 , 0 3 8 6 0 3

6 0 . 0 0 6 3 . 3 5 1 , 5 6 2 2 , 0 8 1 5 1 9

6 0 . 0 0 6 5 . 0 9 1 , 6 9 5 2 , 2 7 1 5 7 6

6 0 . 0 0 6 6 . 8 8 1 , 7 8 3 2 , 6 3 2 8 4 9

6 0 . 0 0 6 8 . 7 2 1 , 7 3 3 2 , 5 8 7 8 5 4

6 0 . 0 0 7 0 . 6 1 1 , 7 7 6 2 . 4 3 / 6 6 1

I n c r e a s e  or
r  . V  ' r O V . ' W o - T  p e r  barrel  (in S t a t u s  u u o -  ( D o c r o a s o )
F i s c a l  Y e a r  barrel  (in r e a l  K kinMmA1  p p t  ( R e s )  fr o m  p p t

2 0 0 8
2 0 0 9
2 0 1 0  
2 0 1 1  
2 0 1 2
2 0 1 3
2 0 1 4

A N S  W C  S  per
A N S  W C  $

per barrel (in S t at us  Q u o  * C S H B 2 0 0 1
barrel (m REAL NOMINAL P P T ( R e s )

dollars) dollars)
8 0 . 0 0 8 0 . 0 0 2 , 6 5 0 4 , 1 4 6
8 0 . 0 0 8 2 . 2 0 3 , 0 3 1 4 , 4 8 9
8 0 . 0 0 8 4 . 4 6 3 , 2 6 6 4 , 7 0 0
8 0 . 0 0 8 6 . 7 8 3 , 4 8 1 5 , 0 7 1
8 0 . 0 0 8 9 . 1 7 3 , 6 6 8 5 , 6 6 7
8 0 . 0 0 9 1 . 6 2 3 , 6 1 9 5 , 6 6 9
8 0 . 0 0 9 4 . 1 4 3 , 6 9 0 5 , 5 8 5

1 , 4 9 6
1 , 4 5 8
1 , 4 34
1 , 5 9 0
1 , 9 9 9
2 , 0 5 0
1 , 8 9 5

A d d i t i o n a l  r o v o n u o s  for t h o  s e c o n d  h a l f  o f  F Y  2 0 0 7  w o u l d  b o  $ 2 4 4  m i l l i o n .

Pajo  3 ol 3



F I S C A L  N O T E

STATE O F  ALASKA
2008 LEGISLATIVE SESSION

Fiscal Nolo Number:

Bill Version:

(H) Publish Dale:

CSHB 2001(RES)

11/6/07

Natural Resources
Tillo Oil and Gas Tax Amendments RDU Resource Development

Component Oil and Gas Development
Sponsor Rules Committee
Requesler t louse Finance Component Number 439

E x p e n d i t u r e s / R e v e n u e s ( T h o u s a n d s  of  Do l l ars)
Note: Amounts do r ot include inflation unless otherwise noted below.

Appropriation
Required Information

OPERATING EXPENDITURES FY 2009 FY 2009 FY 2010 FY 2011 FY 2012 FY 2013 FY 2014
Personal Services 
Travel 
Contractual 
Supplies 
Equipment 
Land A Structures 
Grants & Claims 
Miscellaneous

303.5 303.5 303.5 303.5 303.5 303.5

TOTAL OPERATING 303.5 303.5 303.5 303.5 303.5 303.5

ICAPITAL EXPENDITURES I I  I I

CHANGE IN REVENUES ( ) -Indeterminate Positive

FUND SOURCE________________________________________________ (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts 
1037 GF/Mental Health 
Olher Interagency Receipts

303.5 303.5 303.5 303.5 303.5 303.5

TOTAL 303.5 0.0 303.5 303 5 303.5 303.5 303.5

Estiinato of any current year (FY2008) cost: 177 0

POSITIONS
Full-time
Pnrt-tano
Temporary

ANALYSIS: (Attach a separata pmjo il nocossnry)
I l i i i  bill would amend the oil and g.is production tax under AS a 3 $5 to in crrjse the  base fax rate from 22 S‘ i  to 25% of net Income. The bill 

has the progressivity surcharge increasing at 0  7% per dollar between the per buirel net revenue and $30, 0 3% between $30 and $40; 0.4% 

between $$0 to $60. and 0  5% as it goes over $00 The bill also eliminates the period by which past investments are rocogniicd in the 

transition investment expenditure credits (AS 43 S'j 073(0) from April 1. 7001 |o April 1, 2001 In calculating transportation deductions, 

pipeline tar ills are based on actual and reasonable fates Some i Cs <rrdds are n .teased from 20% to 30M

Administrative changes to the current tax system include changes in the administration of I I  Ts under AS 43 5$ 075 relating tc. the Sind of 

Information that tIC applicants must provide to the state and the time that this Information may be kept confidential.

Prepared by: Kovin Banks. Acting Director________________________________________  Phonu 269-8800
Division Oil end Gan   Dalo/Tinto 11/6/2007
Approved by: Tom Irwin. Cnmmisf.ionei_________________________________________________ Palo 11/0/2007________

Natural Rosoufcon_________________________________ __

uuvrx*cw>tt| PflCJO 1 Of 2



FISCAL N O TE HS

ANALYSIS CONTINUATION

• •Indeterminate Positive: The royalty revenue impact to the State of ACES is Indeterminate, hut most likely positive. ACES improves the 
economics for new entrants or small Alaska producers, hut decreases the attractiveness of Investments In legacy fields.

As an offset and incentive, the bill would have a fund created that would buy hack the credits from small producers (less than 50,000 
barrels a day) but payouts are capped at $25,000,000. Because of this cap, the value ol the production tax transferable credits (the 
Qualified Capital Expenditure credits (AS '13.55.023(a)), the loss carry-forward credit (AS A3.55.023(c)), and EICs (AS 43.55.025) v/ill 
remain the same as unde- existing law.

Taken together and comparing the House Resources committee bill with the existing AS 43.55 means that a North Slope oil development 
project's vslue (the net present value at a 15% discount rate) to the new pntrant will be less. At $40 per barrel (ANS West Coast), the 
NPV goes down about 10% for these new entrant's projects. Existing producers will see a bigger decrease in the NPV of their new capital 
investments at $40 per barrel because the TIE credit is eliminated. At higher prices (between $50 and $85), the higher tax rate will lower 
project net presort values by as mush as 35% bur the remaining project NPVs at these higher prices will be high enough to still attract 
investment. These new investments will lead to more production and royalty revenue.

This bill also excludes certain types of costs from being deductible lease expenditures when determining net income. Expenses relating to 
criminal negligence and dismantlement, removal & restoration (DR&R) costs would no longer be deductible lease expenditure. The 
impact of these exclusions arc unknown and not estimated here.

STATE OF A L AS KA  BILL NO. CSHB 2001 (RES)

200S LEGISLATIVE SESSION

Personal Services: This bill would reclassify the current oil and gas auditors to exempt status employees. DORG currently has seven oil 
and gas audi' r positions. The total salary/benefit costs for these seven employees currently equals approximately $849,147, An 
increasr . exempt status Is estimated to cost up to an additional $303,500 in FY09. The FY08 amount of $177,000 covers an estimated 7 
mp'-‘\> at the higher rate.

Pogo ? of ?



Amendment______ Sponsor Section_____Action

C S IIB  2001 (0& G ) Version L

Notes
First Batch
1 Seaton
2 Seaton
3 Seaton
4 Wilson
5 Roses/Wilson
6 Wilson
7 Roses
8 Fairclough
9 Seaton
10 Seaton/Johnson
11 Johnson/RosesAVilson
1 2 Fairclough
13 Fairclough
Second Batch
14 Johnson
15 Johnson
16 Guttenberg
17 Guttcnberg
18 Edgmon
19 Guttenberg

2 0 Edgmon
2 1 Edgmon
2 2 Kawasaki
23 Edgmon
24 Guttenberg
25 Guttenberg
26 Seaton
Third Batch
27 Guttenberg
28 Guttenberg
29 Guttenberg
30 Guttenberg
31 Guttenberg
32 Edgmon
33 Guttenberg
34 Guttenberg
35 Guttenberg
Fourth Batch
36 Kawasaki
37 Kawasaki
38 Guttenberg
39 Guttenberg

18 withdrawn
23 adopted 7-2 L.42
23 adopted no objection L.14
23 adopted no objection L.15
25 adopted no objection L.4
26 adopted as amended L.76
27 adopted L.25
28 adopted L.26
32 withdrawn
32 adopted L.13
33 adopted L.12
18 failed 4-5
29 failed

1 2 withdrawn
13 failed 1-8
10 failed 3-6
1 withdrawn
1 1 withdrawn
13 failed
23 withdrawn
25 withdrawn
29 failed
32 withdrawn
34 adopted /amended , not Leg. Svcs,
32 withdrawn
18 withdrawn

9 withdrawn
23 withdrawn
23 adopted w/conccpt. amend. L.51
24 withdrawn
24 failed 4-5
26 adopted then rev used/failed
32 withdrawn
36 withdrawn
42 withdrawn

1 adopted/amended L.77
1 withdrawn
1 adopted as amended I..71
14 withdrawn



40 Guttenberg 23 withdrawn
41 Guttenberg 23 withdrawn
42 Guttenberg 26 withdrawn
43 Edgmon 33 adopted/amended L.68
44 Gatto 14 adopted/amended L.72
45 Seaton 33 withdrawn
46 Guttenberg 30 withdrawn
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A M E N D M E N T

ID IN THE HOUSE 
TO: CSHB 2001 (O&G)
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23

BY REPRESENTATIVE SEATON 
a / £ T

Page 13, lines 8 - 22:
Delete all material and insert:

"(o) In addition to the tax levied under (e) of this section, for each month for 

which the producer's average monthly production tax value of the taxable oil and gas 
exceeds $30 for each BTU equivalent barrel, there is levied on the producer of oil or 

gas a tax for all oil and gas produced that month from each lease or property in the 
state, less any oil and gas the ownership or right to which is exempt from taxation or 

constitutes a landowner's royalty interest. Except as otherwise provided under (j) and 
(k) of this section, the tax levied under this subsection is equal to the sum over all 

months of the calendar year of the amount calculated under this subsection. For each 

month for which this subsection applies and for which the average monthly production 
tax value of the taxable oil and gas is

(1) not more than $40 for each BTU equivalent barrel, the tax is equal 
to 0.2 percent of the gross value at the point of production of the taxable oil and gas 

for that month multiplied by the number that represents the difference between the 

averr.ge production tux value for each BTU equivalent barrel of the taxable oil and gas 
for that month and $30; or

(2) more than $40 but not more than $50 for each BTU equivalent 

barrel, the tax is equal to two percent of the gross value at the point of production of 

the taxable oil and gas for that month plus 0.3 percent of the gross value at the point of 
production of the taxable oil and gas for that month multiplied by the number that 

represents the difference between the average production tax value for each BTU 
equivalent barrel of the taxable oil and gas for that month and $40;

L -I-
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(3) moie than S50 but not more than $60 for each BTU equivalent 

barrel, the tax is equal to five percent of the gross value at the point of production of 

the taxable oil and gas for that month plus 0.4 percent of the gross value at the point of 

production of the taxable oil and gas for that month multiplied by the number that 

represents the difference between the average production tax value for ,ach BTU 

equivalent barrel of the taxable oil and gas for that month and $50;

(4) more than $60 for each BTU equivalent barrel, the tax is equal to 

nine percent of the gross value at the point of production of the taxable oil and gas for 

that month plus 0.5 percent of the gross value at the point of production of the taxable 

oil and gas for that month multiplied by the number that represents the difference 

between the average production tax value for each BTU equivalent barrel of the 

taxable oil and gas for that month and $60."
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A M E N D M E N T
3
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O F F E R E D  I N  T H E  H O U S E  

T O :  C S H B  2 0 0 1  ( O & G )

P a g e  1 7 ,  f o l l o w i n g  l i n e  3 :

I n s e r t  a  n e w  b i l l  s e c t i o n  to  r e a d :

" *  S e c .  2 3 .  A S  4 3 . 5 5 . 0 2 3 ( b )  is  a m e n d e d  t o  r e a d :

( b )  A  p r o d u c e r  o r  e x p l o r e r  m a y  e le c t  t o  t a k e  a  t a x  c r e d i t  in  th e  a m o u n t  o f  t h e  

[ 2 0  P E R C E N T  O F  A ]  c a r r i c d - f o n v a r d  a n n u a l  l o s s  m u l t i p l i e d  b v  t h e  n o m i n a l  t a x  

r a t e  i n  A S  4 3 . 5 5 . 0 1 1 ( e ) . A  c r e d i t  u n d e r  t h i s  s u b s e c t i o n  m a y  b e  a p p l i e d  a g a in s t  a  ta x  

d u e  u n d e r  A S  4 3 . 5 5 . 0 1 1 ( e ) .  F o r  p u r p o s e s  o f  t h i s  s u b s e c t i o n ,

( 1 )  a  c a r r i e d - f o r w a r d  a n n u a l  l o s s  is  t h e  a m o u n t  o f  a  p r o d u c e r ' s  o r  

e x p l o r e r ' s  a d ju s t e d  l e a s e  e x p e n d i t u r e s  u n d e r  A S  4 3 . 5 5 . 1 6 5  a n d  4 3 . 5 5 . 1 7 0  f o r  a  

p r e v i o u s  c a l e n d a r  y e a r  t h a t  w a s  n o t  d e d u c t i b l e  f o r  th a t  c a l e n d a r  y e a r  u n d e r  

A S  4 3 . 5 5 . 1 6 0 ( b )  a n d  ( c ) ; a n d

( 2 )  " n o m i n a l  t a x  r a t e 11 m e a n s  t h e  t a x  r a t e  s t a t e d  i n  A S  4 3 . 5 5 . 0 1 1 ( e )  

t h a t  is  n o t  t h e  t a x  d e t e r m i n e d  a t  t h e  m i n i m u m  t a x  r a t e  t h a t  m a y  b e  a p p l i c a b l e  

u n d e r  A S  4 3 . 5 5 . 0 1  I f f ) ."

R e n u m b e r  t h e  f o l l o w i n g  b i l l  s e c t i o n s  a c c o r d i n g l y .

P a g e  3 1 ,  l i n e  2 5 :

D e l e t e  " S e c t i o n s  2 4 ,  2 5 ,  3 2  - 3 4 ,  a n d  3 7 "

I n s e r t  " S e c t i o n s  2 3 ,  2 5 ,  2 6 ,  3 3  - 3 5 ,  a n d  3 8 "

P a g e  3 1 ,  l i n e  2 7 :

D e l e t e  " 3 1 , a n d  3 8 "

L -1-
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1 Insert "32, and 39"

2

3 Page 31, line 29:

4 Delete "Sections 26 and 27"

5 Insert "Sections 27 and 28"

6

7 Page 31, line 30:

8 Delete "sec 26"

9 Insert "sec. 27"

1 0

11 Page 31, line 31:

12 Delete "sec. 27"

13 Insert "sec. 28"

14

15 Page 32, line 1:

16 Delete "sec. 29"

17 Insert "sec. 30"

18

19 Page 32, line 3:

20 Delete "29"

21 Insert "30"

2 2

23 Page 32, line 31:

24 Delete "secs. 24, 25, 32 - 34, and 37"

25 Insert "secs. 23, 25, 26, 33 - 35, and 38"

26

27 Page 33, line 2:

28 Delete "26,27, 31, and 38"

29 Insert "27, 28, 32, and 39"

30

31 Page 33, lines 19-20:

-2-
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1 Delete "Sections 24, 25, 32 - 34, and 37"

2 Insert "Sections 23, 25, 26, 33 - 35, and 38"

3

4 Page 33, line 21:

5 Delete "26, 27, 31, and 38"

6 Insert "27, 28, 32, and 39"

7

8 Page 33, line 22:

9 Delete "sec. 44"

1C Insert "sec. 45"

L -3-
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A M E N D M E N T

TO: CSHB 2001 (O&G)

OFFERED IN THE HOUSE BY REPRESENTATIVE SEATON 
• +  C u i A s o n

1 Page 1, line 4, following "latitude;":

2 Insert "providing a penalty for "he underpayment of an'installment payment of

3 the production tax on oil and gas;"

4

5 Page 17, following line 3:

6 Insert a new bill section to read:

7 "* Sec. 23. AS 43.55.020 is amended by adding a new subsection to read:

S (i) A civil penalty shall be added to the amount of an installment payment

9 required under (a)(1) - (4) of this section if the full amount of the payment is not paid

10 by the date the payment is due. The penalty is equal to five percent of the difference

11 between the amount of the installment payment that was made timely and the amount

12 of the installment payment required under (a)(1) - (4) of this section. If no part of the

13 required installment payment was made timely, the penalty is equal to five percent of

14 the installment payment required under (a)(1) * (4) of this section. The penalty is in

15 addition to the interest imposed under (g) of this section and a penalty added unaer

16 AS 43.05.220, if any."

17

18 Renumber the following bill sections accordingly.

19

20 Page 31, line 25:

21 Delete "Sections 24, 25, 32 - 34, and 37"

22 Insert "Sections 25, 26, 33 - 35, and 38"

23

- I -
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1 Page 31, line 27:

2 Delete "31, and 38"

3 Insert "32, and 39"

4

5 Page 31, line 29:

6 Delete "Sections 26 and 27"

7 Insert "Sections 27 and 28"

8

9 Page 31, line 30:

10 Delete "sec. 26"

11 Insert "sec. 27"

1 2

13 Page 31, line 31:

14 Delete "sec. 27"

15 Insert "sec. 28"

16

17 Page 32, line 1:

18 Delete "sec. 29"

19 Insert "sec. 30"

2 0

21 Page 32, line 3:

22 Delete "29"

23 Insert "30"

24

25 Page 32, line 31:

26 Delete "sees. 24, 25, 32 - 34, and 37"

27 Insert "secs. 25, 26, 33 - 35, and 38"

2S

29 Page 33, line 2:

30 Delete "26, 27, 31, and 38"

31 Insert "27,28, 32, and 39"

-2-
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Page 33, lines 19-20:

Delete "Sections 24, 25, 32 - 34, and 37" 

Insert "Sections 25, 26, 33 - 35, and 38"

Page 33, line 21:

Delete "26, 27, 31, and 38"

Insert "27, 28, 32, and 39"

Page 33, line 22:

Delete "sec. 44"

Insert "sec. 45"
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1
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1 0

1 1
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1 8
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2 0  

2 1  

2 2  

23

A M E N D M E N T

BY REPRESENTATIVE SEATON

T y p -  " H 0 5 £ S  

TVp. Uji \ —

OFFERED IN THE HOUSE

TO: CSHB 2001 (O&G)

Page 18, line 23:

Delete "a new subsection" 

Insert "new subsections"

Page 18, following line 25:

Insert new material to read:

"(m) Notwithstanding the limitation on the use of a transferable lax credit by a 

transferee under (c) of this section and subject to appropriations made by law, if and to 

the extent that purchase of transferable tax credits by the Alaska Retirement 

Management Board is authorized by law, the department shall issue a cash refund to 

the Alaska Retirement Management Board for a transferable tax credit originally 

issued to a person under (d) of this section and purchased by the Alaska Retirement 

Management Board.

* Sec. 26. AS 43.55.025 is amended by addmg a new subsection to read:

(/) Subject to appropriations made by law, if and to the extent that purchase of 

transferable tax credits by the Alaska Retirement Management Board is authorized by 

law, the department shall issue a cash refund to the Alaska Retirement Management 

Board for a transferable tax credit originally issued to an explorer under (; this 

section and purchased by the Alaska Retirement Management Board."

Renumber the following bill sections accordingly.

Page 31, line 25:

L -1-
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1 Delete "Sections 24, 25, 32 - 34, and 37"

2 Insert "Sections 24 - 26, 33 - 35, and 38"

3

4 Page 31, line 27:

5 Delete "31, and 38"

6 Insert "32, and 39"

7

8 Page 31, line 29:

9 Delete "Sections 26 and 27"

10 Insert "Sections 27 and 28"

1 1

12 Page 31, line 30:

13 Delete "sec. 26"

14 Insert "sec. 27"

15

16 Page 31, line 31:

17 Delete "sec. 27"

18 Insert "sec. 28"

19

20 Page 32, line 1:

21 Delete "sec. 29"

22 Insert "sec. 30"

23

24 Page 32, line 3:

25 Delete "29"

26 Insert "30"

27

28 Page 32, line 31:

29 Delete "secs. 24, 25, 32 - 34, and 37"

30 Insert "secs. 24 - 26, 33 - 35, and 38"

31

-2-
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1 Page 33, line 2:

2 Delete "secs. 14 - 20, 26, 27, 31, and 38"

3 Insert "secs. 14 -20, 27, 28, 32, and 39"

4

5 Page 33, lines 19 - 20:

6 Delete "Sections 24, 25, 32 - 34, and 37"

7 Insert "Sections 24 - 26, 33 - 35, and 38"

8

9 Page 33, line 21:

10 Delete "26, 27, 31, and 38"

11 Insert "27, 28, 32, and 39"

1 2

13 Page 33, line 22:

14 Delete "sec. 44"

15 Insert "sec. 45"
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A M  E N D M E N T

25-GHOO 14\L.76 
B u l l a r d / H i i l h c k  

I IN/07,

OFFERED IN THE HOUSE 

TO: CSIII3 2001(0&G)

BY REPRESENTATIVE WILSON

Page 18, following line 25:

Insert new bill sections to read:

"* See. 26. AS 43.55.025(a) is amended to read:

(a) Subject to the terms and conditions of this section, a credit against the 

production tax levied by [DUE UNDER] AS 43.55.011(e) [OR (I)] is allowed for 

exploration expenditures that qualify under (b) of this section in an amount equal to 

one of the following:

(1) 30 [20] percent of the total exploration expenditures that qualify 

only under (b) and (e) of this section;

(2) 30 [20] PERCENT of the total exploration expenditures [FOR 

W O R K  PERFORMED BEFORE JULY 1, 2007, AND] that qualify only under (b) 

and (d) of tins sci tion;

(3) 40 percent of the total exploration expenditures that qualify under 

(b), (c), and (d) of this section: or

(4) 40 percent of the total exploration expenditures that qualify only 

under (b) and (e) of this section.

* See. 27. AS 43.55.025(b) is amended to read:

(b) To qualify for the production tax credit under (a) of this section, an 

exploration expenditure must be incurred for work performed [ON OR] after 

December 31. 2007 [JULY 1, 2003], and before July 1, 2016, [EXCEPT THAT AN 

EXPLORATION EXPENDITURE FOR A COOK INLET PROSPECT MUST BE 

INCURRED FOR W O R K  PERFORMED ON OR AFTER JULY 1, 2005,] and

(1) may be for seismic or other geophysical exploration costs not

i. -1-



1 connected with o specific well;

2 (2) if ror an exploration well,

3 (A) must be incurred by an explorer that holds an interest in the

4 exploration well for which the production tax credit is claimed;

5 (B) may be for either a [AN OIL OR GAS DISCOVERY] well

6 that encounters an oil or gas deposit or a dry hole; [AND]

7 (C) must be for a well that has been completed, suspended,

8 or abandoned tinder AS 31.05.030 at the time the explorer claims the tax

9 credit under (f) of this section; and

10 (D) must be for goods, services, or rentals of personal properly

11 reasonably required for the surface preparation, drilling, casing, cementing,

12 and logging of an exploration well, and, in the case of a dry hole, for the

13 expenses required for abandonment if the well is abandoned within 18 months

14 after the date the well was spudded;

15 (3) may not be for [TESTING, STIMULATION, OR COMPLETION

16 COSTS;] administration, supervision, engineering, or lease operating costs; geological

17 or management costs; community relations or environmental costs; bonuses, taxes, or

18 other payments to governments related to the well; costs arisinn from uros.s1I
19 neulineiice or violation of health, safety, or environmental statutes or regulations;

20 or other costs that arc generally recognized as indirect costs or financing costs; and

21 (4) may not be incurred for an exploration well or seismic exploration

22 that is included in a plan of exploration or a plan of development for any unit on

23 May 13,2003.

24 * Sec. 28. AS-43.55.025(c) is repealed and reenacted to read:

25 (c) To be eligible for the 30 percent production tax credit authorized by (a)(1)

26 of this section or the 40 percent production tax credit authorized by (a)(3) of this

27 section, exploration expenditures mus*

28 (1) qualify under (b) of this section; and

29 (2) be for an exploration well, subject to the following:

30 (A) before spudding tho well, (i) the explorer shall submit to

31 the commissioner of natural resources the information necessary to determine

25-GHOO 14\L,76
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31

whether the geological objective of the well is a potential oil or gas trap that is 

distinctly separate from any trap that has been tested by a preexisting well; and 

(ii) the commissioner of natural resources must make an affirmative 

determination on that question; the commissioner of natural resources shall 

decide whether to make that detennination within 60 days after receiving all 

the necessary information from the explorer and based on the information 

received and on other information the commissioner of natural resources may 

consider relevant;

(B) for an exploration well other than a well to explore a Cook 

Inlet prospect, the well must be located and drilled in such a manner that the 

bottom hole is located not less than three miles away from the bottom hole of a 

preexisting well drilled for oil or gas, irrespective of whether the preexisting 

well has been completed, suspended, or abandoned;

(C) after completion, abandonment, or suspension under 

AS 31.05.030 of the exploration well, the commissioner of natural resources 

must determine that the well adequately achieved the explorer's stated 

geological objective.

* Sec. 29. AS 43.55.025(f) is amended to read:

(f) For a production tax credit under this section,

(1) an explorer shall, in a form prescribed by the department anda 

except for a credit under (7) of this section, within six months of the completion of 

the exploration activity, claim the credit and submit information sufficient to 

demonstrate to the department's satisfaction that the claimed exploration expenditures 

qualify under this section;

(2) an explorer shall agree, in writing,

(A) to notify the Department of Natural Resources, within 30 

flays after completion of seismic or geophysical data processing, completion of 

(A J well drilling, or filing of a claim for credit, whichever is tho latest, for 

which exploration costs arc claimed, of the date of completion and submit a 

report to that department describing the processing sequence and providing a 

list of data sets available; [IF, UNDER (c)(2)(B) OF THIS SFCTION, AN

t. -3-
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25-GH0014\L.76

EXPLORER SUBMITS A CLAIM FOR A CREDIT FOR EXPENDITURES 

FOR AN EXPLORATION WELL THAT IS LOCATED W1TI11N THREE 

MILES OF A WELL ALREADY DRILLED FOR OIL A N D  GAS, IN 

ADDITION TO THE SUBMISSIONS REQUIRED UNDER (1) OF THIS 

SUBSECTION, THE EXPLORER SHALL SUBMIT THE INFORMATION 

NECESSARY FOR THE COMMISSIONER OF NATURAL RESOURCES 

TO EVALUATE THE VALIDITY OF THE EXPLORER'S CLAIM THAT 

THE WELL IS DIRECTED AT A DISTINCTLY SEPARATE 

EXPLORATION TARGET, AND THE COMMISSIONER OF NATURAL 

RESOURCES SHALL, UPON RECEIPT OF ALL EVIDENCE SUFFICIENT 

FOR THE COMMISSIONER TO EVALUATE THE EXPLORER'S CLAIM, 

M A K E  THAT DETERMINATION WITHIN 60 DAYS;]

(B) to provide to the Department of Natural Resources, within 

30 days after the date of a request, unless a longer period is provided by the 

Department of Natural Resources, specific data sets, ancillary data, and 

reports identified in (A) of this paragraph; in this subparagraph,

(0 a seismic or geophysical data set includes the data 

for an entire seismic survey, irrespective of whether the survey 

urea covers nonstate land in addition to state land or land in a unit 

in addition to land outside a unit:

(ii) well data include all derivative products, results, 

and copies of data collected and data analyses for the well, 

including well logs: sample analyses; geophysical and velocity data 

incltidiiii! vertical seismic profiles and check shot surveys; and 

tnimihle material including, for each whole core collected, a 

lengthwise cut slab that is at least 1/3 of the whole core volume, ami 

representative samples, as specified hy the Department of Natural 

Resources, of other gaseous, lipoid, or solid material collected from 

drilling or testinu the well;

(C) that, notwithstanding any provision of AS 3.8, information 

provided under this paragraph will be held confidential by the Department of

-4-
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(i) in the case of well data, until th» expiration of the

24-month period of confidentiality described in AS 31.05.035(c), 

the Department of Natural Resources [FOR 10 YEARS 

FOLLOWING THE COMPLETION DATE, AT WHICH TIME 

THAT DEPARTMENT] will release the information after 30 days' 

public notice, unless in the discretion of the commissioner of natural 

resources, it is necessary to protect information relating to the 

valuation of unleased acreage in the same vicinity;

fii) in the case of seismic or other geophysical data, 

other than seismic data acquired by seismic exploration subject to 

([) of this section, for 10 years following the completion date, at 

which time the Department of Natural Resources will release the 

information after 30 days1 public notice;

(iii) in the case of seismic data obtained by seismic 

exploration subject to (f) of this section, only until the expiration of 

30 days' public notice issued on or after the date the production tax 

credit certificates are issued under (5) of this subsection; and

(D) that, in the ease of well data, the explorer will not make 

a request under AS 31.05.035(c) that the commissioner of natural 

resources keep the data confidential for longer than the 24-month period 

of confidentiality described in AS 31.05.035(c);

(3) if more than one explorer holds an interest in a well or seismic

exploration,
(A) each explorer may claim an amount of credit that is 

proportional to the explorer's cost inclined;

(ID in the case of a well, each explorer holding an interest in 

(he well shall at»ree. in writiini. that the explorer will not make the request 

described in (2)(D) of this subsection;

(4) the department may exercise the full extent of its powers as though 

the explorer were a taxpayer under this title, in order to verify that the claimed

Natural Resources
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expenditures are qualified exploration expenditures under this section; and

(5) if the department is satisfied that the explorer's claimed 

expenditures are qualified under this section and that all data required to lie 

submitted under this section have been submitted, the department shall issue to the 

explorer a production tax credit certificate for the amount of credit to be allowed 

against production taxes levied by AS 43.55.011(e); the credit is available for 

immediate use; notwithstanding any contrary provision of AS 38, AS 40.25.100, 

or AS 43.05.230, the following information is not confidential:

(A) the explorer's name;

(B) the date of the application;

(C) the location of the well or seismic exploration;

(P) the date of the department's issuance of the certificate;

and

(E) the date on which the information required to be 

submitted under this section will be released [DUE UNDER 

AS 43.55.011(e) OR (f)].

* Sec. 30. AS 43.55.025(g) is amended to read:

(g) An explorer, other than an entity that is exempt from taxation under 

(his chapter, may transfer, convey, or sell its production tax credit certificate to any 

person, and any person who receives a production tax credit certificate may also 

transfer, convey, or sell the certificate.

* See. 31. AS 43.55.025(h) is amended to read:

(h) A producer that purchases a production tax credit certificate may apply the 

credits against its production tax liability undei AS 43.55.011(e) [OR (f)] Regardless 

of the price the producer paid for the certificate, the producer may receive a credit 

against its production tax liability for the full amount of the credit, but for not more 

than the amount for which the certificate is issued. A production tax credit allowed 

under this section may not be applied more than once.

* See. 32. AS 43.55.025(i) is repealed and reenacted to read:

(i) For a production tax credit under this section,

(1) a credit may not be applied to reduce a taxpayer's tax liability under

-f>-
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1 AS 43.55.011(c) below zero for a calendar year; and

2 (2) an amount o f  the production tax credit in  excess o f  the amount that

3 may be applied for a calendar year under this subsection may be carried forward and

4 applied against the taxpayer's tax liability under AS 43.55.011(e) in one or more later

5 calendar years.

6 * Sec. 33. AS 43.55.025(k) is amended by adding a new paragraph to read:

7 (4) "preexisting well" means a well that was spudded more than 540

8 days but less than 35 years before the date on which the exploration well to which it is

9 compared is spudded.

10 * Sec. 34. AS 43.55.025 is amended by adding a new subsection to read:

11 (/) Subject to the tenns and conditions of this section, if a claim is tiled under

12 (f)(1) of this section before January 1, 2016, a credit against the production tax levied

13 by AS 43.55.011(c) is allowed in an amount equal to five percent of an eligible

14 expenditure under this subsection incurred for seismic exploration performed before

15 July 1, 2003. To be eligible under this subsection, an expenditure must

16 (1) have been for seismic exploration that

17 (A) obtained data that the commissioner of natural resources

18 considers to be in the best interest of the state to acquire for public distribution;

19 and

20 (B) was conducted outside the boundaries of a production unit;

21 however, the amount of the expenditure that is otherwise eligible under this

22 section is reduced proportionately by the portion of the seismic exploration

23 activity that crossed into a production unit; and

24 (2) qualify under (b)(3) of this section."

25

26 Renumber the following bill sections accordingly.

27

28 Page 31, line 25:

29 Delete "32 - 34, and 37"

30 Insert "41 - 43, and 46"

•  31
L -7-



1 Page 31, line 27:

2 Delete "31, and 38"

3 Insert "31, 32, 34,40, and 47"

4

5 Page 31, line 29:

6 Delete "Sections 26 and 27”.

7 Insert "Sections 35 and 36"

S

9 Page 31, line 30:

10 Delete "sec. 26"

11 Insert "sec. 35"

1 2

13 Page 31, line 31:

14 Delete "sec. 27"

15 Insert "sec. 36"

1 6

17 Page 31, following line 31:

1S Insert a new subsection to read:

19 "(d) Sections 26 - 29 and 33 of this Act apply to exploration expenditures incurred for

20 work performed after December 31, 2007, that are the basis of tax credits that may be claimed

21 against taxes levied for oil and gas produced after December 31, 2007."

2 2

23 Reletter the following subsection accordingly.

24

25 Page 32, line 1:

26 Delete "sec. 29"

27 Insert "sec. 3S"

28

29 Page 32, line 3:

30 Delete "29"

31 Insert "38"

25-GHOO 14\L,76
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2 Page 32, line 31:

3 . Delete "32 - 34, and 37"

4 Insert "41 - 43, and 46"

5

6 Page 33, line 2:

7 Delete "26,27, 31, and 38"

8 Insert "26 - 29, 31 - 34, 35, 36, 40, and 47".

9

10 Page 33, line 19, following

11 Insert "(a) Section 30 of this Act is retroactive to July 1, 2003.

12 (b)"

13

14 Page 33, line 20:

15 Delete "32 - 34, and 37"

16 Insert "41 - 43, and 46"

9  17

IS Page 33, line 21:

19 Delete "26,27,31, and 38"

20 Insert "26 - 29, 31 - 34, 35, 36,40, and 47"

21

22 Page 33, line 22:

23 Delete "sec. 44"

24 Insert "sec. 53"

1

L -9-
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1 1 / 2 / 0 7

A M E N D M E N T

OFFERED IN THE HOUSE 

TO: CSHB 2001 (O&G)

1 Page 19, following line 26:

2 Insert a new bill section to re< d:

3 "* Sec. 27. AS 43.55.030(d) is amended to read:

4 (d) Reports required under this section [BY OR ON BEHALF OF THE

5 PRODUCER] are delinquent the first day following the day the report is due. The

6 person required to file the report is liable for a penalty, as determined by the

7 department under standards adopted in regulation by the department, of not

8 more than SI.000 for each day the person fails to file the report at the time

9 required. The penalty is in addition to the penalties in AS 43.05.220 and 43.05.290

10 and is assessed, collected, and paid in the same manner as a tax deficiency under

11 this title. In this subsection, "report" includes a statement."

1 2

13 Renumber the following bill sections accordingly.

14

15 Page 31, line 25:

16 Delete "32 - 34, and 37"

17 Insert "33 - 35, and 38"

18

19 Page 31, line 27:

20 Delete "31, and 38"

21 Insert "32, and 39"

2 2

23 Page 31, line 29:

L -1-
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Delete "27"

I n s e r t  " 2 8 "

Page 31, line 31:

Delete "sec. 27"

Insert "sec. 28"

Page 32, line 1:

Delete "sec. 29"

Insert "sec. 30"

Page 32, line 3:

Delete "29"

Insert "30"

Page 32, line 31:

Delete "32 - 34, and 37" 

Insert "33 -35, and 38"

Page 33, line 2:

Delete "27, 31, and 38" 

Insert "28, 32, and 39"

Page 33, line 20:

Delete "32 - 34, and 37" 

Insert "33 - 35, and 38"

25-GHOO 14UL.25

Page 33, line 21:
Delete "27, 31, and 38"
Insert "28, 32, and 39"

L -2-
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Kurtz/Bullock

11 /2 /0 7

O F F E R E D  IN  T H E  H O U S E  

TO : C S H B  2001(0<&G)

Page 21, line 30, following "matters11:

Insert

f6) assess against a person requ ired  unde r this section to file a
I

report , statement, o r o the r do cum en t a p e n a l t y  as de te rm ined  by the department 

u n d e r  s tandards adopted In regu la t ion  by  the departm ent , of not more than 

$1,000 for each day the person fa ils to f i le  the report, statement, or other 

d o c um e n t  at the t im e requ ired ; the pena lty  is in  a dd it io n  to any  penalt ies under 

AS 43.05.220 and 43.05.290 and is assessed, co l lected, and pa id  in  the same 

m a n n e r  as a tax de f ic ien cy  u nde r th is tit le; the pena lty  sha l l bear interest at the 

rate spec if ie d  u n d e r  AS  43.05.225(1); no tw ith s tand ing  au tho r ity  granted under 

AS 43.05.070 to com prom ise  a pena lty , the depa r tm en t m ay not unde r that 

sect ion com p rom is e  a pena lty  u nde r  this pa rag raph  by agree ing to accept less 

than  50 pe rcen t o f  the pena lty  o r ig in a l ly  assessed by  the depa rtm en t"

A M E N D M E N T - A . n n a -



25-GH0014\L.13
Bullock
11/1/07

A M E N D M E N T

OFFERED IN THE HOUSE BY REPRESENTATIVE SEATON

TO: CSHB 2001 (O&G) ObKn^OrW-

1 Page 26, line 14:

2 Following "negligencea":

3 Insert "criminal negligence,"

4 Following "law,11:

5 Insert "including a violation of 33 U.S.C. 1319(c)(Xl or 1321(b)(3) (Clean

6 W a te r  A c t) ,"

78 Page 28, line 6, through page 29, line 1: >

9 Delete all material.

1 0

11 Renumber the following paragraph accordingly.

L -1-
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Bu llard /Bu llock 

1 1 / 1 /0 7

OFFERED IN THE HOUSE 

TO: CSHB 2001 (O&G)

BY REPRESENTATIVE SE/g0N

1 Page 26, following line 2:

2 Insert new bill sections to read:

3 "* Sec. 33. AS 43.55.165(b) is amended to read:

4 (b) For puqjoses of (a) of this section,

5 (!) direct costs include

6 (A) an expenditure, when Matured, to acqjuire an item if the

7 acquisition cost is otherwise a direct ccsi, notwithstanding that the expenditure

8 may be required to be capitalized rather than treated as an expense for financial

9 accounting or federal income tax purposes;

10 (B) payments of or in lieu of property taxes, sales and use

11 taxes, motor fuel taxes, and excise taxes;

12 (C) a reasonable allowance, as determined under regulations

13 adopted by the department, for overhead expenses directly related to exploring

14 for, developing, and producing oil or gas deposits located within leases or

15 properties or other land in the state;

16 (2) an activity must be physically located in the state [DOES NOT

17 NEED TO BE PHYSICALLY LOCATED ON, NEAR, OR WITHIN THE

18 PREMISES OF THE LEASE OR PROPERTY WITHIN W H IC H  AN OIL OR GAS

19 DEPOSIT BEING EXPLORED FOR, DEVELOPED, OR PRODUCED IS

20 LOCATED] in order for the cost of the activity to be a cost upstream of tl point of

21 production of the oil or gas.

22 * Sec. 34. AS 43.55.165(b), as amended by sec. 33 of this Act, is amended to read:

23 (b) For purposes of (a) of this section,

L - I -



1 (1) direct costs include

2 (A) an expenditure, when incurred, to acquire an item if the

3 acquisition cost is otherwise a direct cost, notwithstanding that the expenditure

4 may be required to be capitalized rather than treated as an expense for financial

5 accounting or federal income tax purposes;

6 (B) payments of or in lieu of property taxes, sales and use

7 taxes, motor fuel taxes, and excise taxes;

8 (C) a reasonable allowance, as determined under regulations

9 adopted by the department, for overhead expenses directly related to exploring

10 for, developing, and producing oil or gas deposits located within leases or

11 properties or other land in the state;

12 (2) an activity must be physically located on the premises of the lease

13 or property from which oil or gas is recovered [IN THE STATE] in order for the

14 cost of the activity to be a cost upstream of the point of production of the oil or gas."

15

16 Renumber the following bill sections accordingly.

17

18 Page 31, line 25:

19 Delete "32 - 34, and 37"

20 Insert "32, 33, 35, 36, and 39"

21

22 Page 31, line 27:

23 Delete "38"

24 Insert "40"

25

26 Page 32, line 31:

27 Delete "32 - 34, and 37"

28 Insert "32, 33, 35, 36, and 39"

29

30 Page 33, line 2:

31 Delete "38"

25-GHOO 14\L. 12
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1 Insert' 40"

2

3 Page 33, line 20:

4 Delete "32 - 34, and 37"

5 Insert "32, 33,35,36, and 39"

6

7 Page 33, following line 20:

8 Insert new bill sections to read:

9 "* Sec. 46. The uncodified law of the State of Alaska is amended by adding a new section to

10 read:

11 CONTINGENT EFFECT. Section 34 of this Act takes effect only if a court of

12 competent jurisdiction enters a final judgment on the merits, the final judgment is no longer

13 subject to appeal, and the final judgment nullifies the effect of AS 43.55.165(b), as amended

14 by sec. 33 of this Act.

15 * See. 47. If sec. 34 of this Act takes effect, it takes effect on the day after the last day on

16 which the final judgment described in sec. 46 of this Act is no longer subject to appeal."

17

IS Renumber the following bill sections accordingly.

19

20 Page 33, line 21:

21 Delete "38"

22 Insert "40"

23

24 Page 33, line 22:

25 Delete "sec. 44"

26 Insert "secs. 47 and 48"



L E G A L  S E R V I C E S

( 9 0 7 ) 4 6 5 - 3 8 6 7  or 4 6 5 - 2 4 5 0  
F A X  ( 9 0 7 )  4 6 5 - 2 0 2 9  
Ma i l  S t o p  3 1 0 1

DIVISION OF LEGAL AND RESEARCH SERVICES 
LEGISLATIVE AFFAIRS AGENCY 

STATE OF ALASKA State  C a p i t o l  
J u n e a u ,  A l a s k a  9 9 8 0 1 - 1 1 8 2  

D e l iv e r i es  to:  1 2 9  6th St . ,  R m .  3 2 9

M E M O R A N D U M November 4, 2007

S U B J E C T : Transportation rates as determined by AS 43.55.150 
(amendment L.74 to CSHB 2001 (O&G))

T O :

F R O M :

Representative David Guttenberg 
Attn: Christian Gou-Leonhardt

Aipheus Bullard 
Legislative Counsel

You have requested an amendment that addressed the subject above. Your submitted 
draft modified both AS 43.55.1509(a) and (b). No amendment of AS 43.55.150(a) was 
necessitated by the amendment. Your requested changes to AS 43.55.150(b) included 
language that provided in relevant part:

Transportation costs fixed by tariff rates that have been adjudicated just and 
reasonable [PROPERLY ON FILE WITH] the Regulatory Commission of Alaska or 
other regulatory agency shall be considered prima facie reasonable.

It is unclear to me what this sentence means. I have not been able to contact you, so I 
have left this language in the draft amendment. This subsection might benefit from 
further clarification of your intent.

If I can be of further assistance, please do not hesitate to contact me.

ALB:lmb 
07-149.hub

Enclosure



e

OFFERED IN THE HOUSE 

TO: CSHB 2001 (O&G)

25-GHOO 14VL.74 
Bu llard /Bu llock

1

2

3

4

5

6  

7 

S 

9

1 0

1 1

1 2

13

14

15

16

17

18

19

2 0  

2 1  

2 2  

23

Page 23, following line 14:

Insert a new bill section to read:

"* Sec. 31. AS 43.55.150(b) is amended to read:

"(b) If the department finds that a condition [THE CONDITIONS] in (a)(1),

(2), or [AND] (3) of this section is [ARE] present, the department shall determine the 

reasonable costs of transportation, using the fair market value of like transportation, 

the fair market value of equally efficient and available alternative modes of 

transportation, or other reasonable methods. Transportation costs fixed by tariff rates 

that have been adjudicated just and reasonable by [PROPERLY ON FILE WITH] 

the Regulatory Commission of Alaska or other regula.ory agency shall be considered 

prima facie reasonable."

Renumber the following bill sections accordingly.

Page 31, line 25:

Delete "32 - 34, and 7 "

Insert "33 - 35, and 38"

Page 31, line 27:

Delete "31, and 38"

Insert "32, and 39"

Page 32, line 31:

' f W x H ? k £ ± f t -

1 <rt s«_ri~ /i/ve.1?

A s ,  y .3 . s  ^.is

L - I -
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11/3/07

OFFERED IN THE HOUSE

TO: CSIIB 2001 (O&G), Draft Version “L”

1 P age  23, f o l l o w in g  l i n e  14:

2 fnsert n e w  b i l l  s e c t io n s  to read:

"*Sec. 31. AS 43.55.150(a) is amended to read:

(a) For the purposes of AS 43.55.011 - 43.55.180. the gross value at the point of 

production is calculated using the reasonable costs of transportation of the oil or gas. The

reasonable costs of transportation are the actual costs, except when the

(1) parties to the transportation of oil or gas are affiliated;

8 (2) contract for the transportation of oil or gas (A} is not an arm's length

9 transaction or £B) is not representative of the market value of that transportation; or

10 [AND)

11 (3) method of transportation of oil or gas is not reasonable in view of

______ existing alternative methods of transportation.

13 *Scc. 32. AS 43.55.150(b) is amended to read:

14 (b) If the department finds that a condition (THE CONDITIONS! in (a)(1), (2),

15 or (AND) (3) of this section is (ARE) present, the department shall determine the

10 reasonable costs of transportation, using the fair market value of like transportation, the

17 fair market value of equally efficient and available alternative modes of transportation, or

other reasonable methods. Transportation costs fixed by tariff rates that have been

-1 -



adjudicated just and reasonable by [PROPERLY O N  FILE WITH] the Regulatory 

Commission of Alaska or other regulatory agency shall be considered prima facie 

reasonable.”

Renumber the following bill sections accordingly.



PLEASE REPLACE AMENDMENT 24 WITH THE 
ATTACHED REVISED AMENDMENT 24



L E G A L  S E R V I C E S

( 9 0 7 )  4 6 5 - 3 8 6 7  or  4 6 5 - 2 4 5 0  
F A X  ( 9 0 7 )  4 6 5 - 2 0 2 9  
Ma i l  S l o p  3 1 0 1

D I V I S I O N  O F  L E G A L  A N D  R E S E A R C H  S E R V I C E S  
L E G I S L A T I V E  A F F A I R S  A G E N C Y  

S T A T E  O F  A L A S K A S l a t e  C a p i t o l  
J u n e a u ,  A l a s k a  9 9 8 0 1 - 1 1 8 2  

De l i v e r ie s  (o:  1 2 9  6th St . ,  R m .  3 2 9

M E M O R A N D U M November 4, 2007

SUBJECT: Transportation rates as determined by AS 43.55.150 
(amendment L.74 to CSHB 2001 (O&G))

TO:

FROM:

Representative David Guttenberg 
Attn: Christian Go T conhardt

Alpheus Bullard 
Legislative Counsel

You have requested an amendment that addressed the subject above. Your submitted 
draft modified both AS 43.55.1509(a) and (b). No amendment of AS 43.55.150(a) was 
necessitated by the amendment. Your requested changes to AS 43.55.150(b) included 
language that provided in relevant part:

Transportation costs fixed by tariff rates that have been adjudicated just and 
reasonable [PROPERLY ON FILE WITH] the Regulatory Commission of Alaska or 
other regulatory agency shall be considered prima facie reasonable.

It is unclear to me what this sentence means. I have not been able to contact you, so 1 
have left this language in the draft amendment. This subsection might benefit from 
further clarification of your intent.

If I can be of further assistance, please do not hesitate to contact me.

ALBdmb 
07-149. hub

Enclosure
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2

3

4

5

6

7

8

9

1 0

1 1

1 2

13

14

15

16

17

1 8

1 9

2 0

2 1

2 2

2 3

A M E N D M  E N T ^ A

OFFERED IN THE HOUSE 

TO: CSHB 2001 (O&G)

25-GHOO 14\L.74 
Bu llard /Bu llock 

11/4 /07

Page 23, following line 14:

Insert a new bill section to read:

"* See. 31. AS 43.55.150(b) is amended to read:

"(b) If the department finds that a condition [THE CONDITIONS] in (a)(1),

(2), or [AND] (3) of this section is [ARE] present, the department shall determine the 

reasonable costs of transportation, using the fair market value of like transportation, 

the fair market value of equally efficient and available alternative modes of 

transportation, or other reasonable methods. Transportation costs fixed by tariff rates 

that have been adjudicated just and reasonable by [PROPERLY ON FILE WITH] 

•he Regulatory Commission of Alaska or other regulatory agency shall be considered 

prima facie reasonable."

Renumber the following bill sections accordingly.

Page 31, line 25:

Delete "32 - 34, and 37"

Insert "33 - 35, and 3S"

Page 31, line 27:
Delete "31, and 38"
Insert "32, and 39"

Page 32, line 31:

L l-
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1 D ele te  "32 - 34, and 37"

• 2  Insert  "33 - 3 5 ,  and 38"

3

4 Page 33, line  2:

5 D ele te  "31, and 38"

6 Insert "32, and 39"

7

8 Page 33, line 20:

9 D ele te  "32 - 34, and 37"

10 Insert "33 - 35, and 38"

11

12 Page 33, line 21:

13 D ele te  "31, and 38"

14 Insert "32, and 39"

15

16 Page 33, line 22:

17 D ele te  "sec. 44"

18 Insert "sec. 45"

L -2-
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Knrtz\BulIocK

11/3/07

TO: C S H B  2001 (O& G)

J

2

3

4

5

6

7

8 

9

10

11

12

13

14

15

16

17

18

19

20 

21 

22 

23

Page 1, line 8, fo llowing "superv isors ;" :

Insert "es tab lish ing  an o il and gas tax c red it fund  and a u th o r iz in g  paym en t from 

tha t fund;"

Page 17, line 6, fo llowing "person": O '

Insert "o r  o b ta in  a cash  p a y m e n t  u n d e r  AS 43.55.028"

Page 17, fo llowing line 22:

Insert a new  bill section to read:

"* Sec. 24. A S 43 .55.023(g) is amended to read:

(g) T he  issuance o f  a transferable tax credit certificate under  (d) o f  this section 

or the p u r c h a s e  o f  a ce rt if ica te  [ ISSU A N C E OF A C A SH  R E FU N D ] under 

AS 43 .55 .028  [(f) O F  THIS SEC TIO N ] docs not limit the departm ent’s ability C  later 

audit a  tax credit claim  to which the certificate relates or to adjust the claim if  the 

departm ent determ ines, as a  result o f  the audit, that the applicant was not entitled to 

t l r  am oun t  o f  the credit for which the certificate was issued. T he  tax liability o f  the 

applicant under  AS 43 .55 .011(e) and 43.55.017 - 43 .55 .180  is increased by the amount 

o f  the credit that exceeds that to which the applicant was entitled, o r the applicant's 

available valid outstanding credits applicable against the tax levied by 

AS 4 3 .5 5 .0 1 1(e) arc  reduced by that amount. If the applicant's tax liability is increased 

under this subsection, the increase bears  interest under  AS 43.05.225 from the date the 

transferable tax credit certificate was issued. For purposes o f  this subsection, an 

applicant that is an explorer is considered a producer subject to the tax levied by

L
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Page 18, following line 25:

Insert a  new  bill section to read:

"* Sec. 27. AS 43.55 is amended by adding a new  section to read:

Sec. 43.55.028. Oil an d  gas tax  c re d i t  fund  es tab lished; cash p u rc h a s e s  o f  

tax c re d i t  ce rt if ica tes , (a) The oil and gas tax credit fund is established as a separate 

fund o f  the state. The purpose o f  the fund is to purchase certain transferable tax credit 

certificates issued under AS 43.55.023 and certain production tax credit  certificates 

issued under AS 43.55.025.

(b) T h e  oil and gas tax credit fund consists o f

(1) m oney appropriated to the fund, including any appropriation o f  the 

percentage provided  under (c) o f  this section o f  all revenue from taxes levied by 

AS 43.55.011 that is not required to be deposited in the constitutional budget reserve 

fund established in art. IX, sec. 17(a), Constitution o f  the State o f  Alaska; and

(2) earnings on the fund.

(c) T h e  applicable percentage for a fiscal year under (b)(1) o f  this section is 

determ ined w ith  reference to the average price or value forecast by the departm ent for 

A laska  North Slope oil sold or otherwise  disposed o f  on the United States W est Coast 

during the fiscal year for which the appropriation o f  revenue from taxes levied by

AS 43.55.011 is made. If that forecast is

( 1) $00 a barrel or higher, the applicable percentage is 10 percent;

(2) less than $60 a barrel, the  applicable percentage is 15 percent.

(d) T h e  department shall m anage  the fund.

(e) T he  department may, on the written application o f  the person to whom a 

transferab le  tax credit certificate has been issued under AS 43 .55.023(d) or a 

production  tax credit certificate has been issued under AS 43.55.025(1), use  available 

m oney  in the oil and gas tax credit fund to purchase, in whole or in part, the  certificate 

i f  the  d epartm en t finds that

AS 4 3 .55 .0 11 (c )."

R enum ber the fo llo w in g  b i l l  sections acco rd ing ly .
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1 (1) the calendar year o f  the purchase is no t earlier than the first

2 ca lendar year for w hich the credit shown on the certificate w ou ld  o therw ise  be allowed

3 to be  applied against a tax;

4 (2) within 24 m onths  after applying for the  transferable tax credit

5 certificate o r  filing a  claim for the production tax credit certificate, the  applicant

6 incurred a qualified capital expenditure or was the successful b idder on a bid

7 subm itted  for a lease on stale land under AS 38 .05 .180(f);

8 (3) the am ount expended for the purchase w ould  not exceed the total o f

9 qualified capital expenditures and successful bids described in (2) o f  this subsection

10 that have not been the subject o f  a finding made under this paragraph  for purposes o f  a

11 previous purchase o f  a certificate;

12 (4) the applicant does not have an outstand ing  liability to the state for

13 unpaid delinquent taxes under this title;

14 (5) the applicant's  total tax liability under  AS 43 .5 5 .0 1 1(e), after

15 application o f  all availab le  tax credits, for the calendar year in w hich  the application is

16 m ade  is zero;

17 (6) the applicant's average amount o f  oil and gas taxable under

18 AS 4 3 .5 5 .0 1 1(e) and p roduced  each day during the ca lendar  year preceding the

19 ca lendar year in w hich  the application is m ade was not m ore  than 50,000 BTU

20 equivalent barrels; and

21 (7) the purchase  is consistent with this section  and  regulations adopted

22 under this section.

23 ( 0  M oney in the fund rem ain ing  at the end o f  a fiscal year docs  not lapse and

24 rem ains available for e xpend itu re  in successive fiscal years.

25 (g) The departm ent m ay  adopt regulations to carry  out the purposes o f  this

26 section, including s tandards  and procedures to allocate availab le  m oney among

27 applications for purchases  the total amount o f  which exceeds  the am ount o f  available

28 m oney  in the fund.

29 (h) Nothing in this section creates a dedicated fund.

30 (i) In this section, "qualified capital expenditure" has the m eaning  given in

31 AS 43.55.023."



25-GHOO 14\L.51

2 Renum ber the following bill sections accordingly.

3

4 Page 31, line 25;

5 Delete "Sections 24, 25, 32 - 34, and 37"

6 Insert "Sections 25, 26, 34 - 36, and 39"

7

8 Page 31, line 27:

9 D elete  "31, and 38"

10 Insert "33, and 40"

11

12 Page 31, line 29:

13 Delete "Sections 26 and 27"

14 Insert "Sections 28 and  29"

15

16 Page 31, line 30:

17 Delete "sec. 26"

18 Insert "sec. 28"

19

20 Page  31, line 31:

21 Delete "sec. 27"

22 Insert "sec. 29"

23

24 Page  32, line 1:

25 Delete "sec. 29"

26 Insert "sec. 31"

27

2S Page  32, line 3:

29 Delete "29"

30 Insert "31"

31

1

i.



25-GHOO M\L.51

1 P a g e  32, following line 3:

2 Insert a new  subsection to read:

3 "(e) Section 24 o f  this Act applies to transferable tax credit certif icates issued

4 under A S  43.55.023(d), as amended by sec. 23 o f  this Act, and to transferable tax

5 credit certificates issued under AS 43.55.023(d), in effect before January  1, 2008, for

6 which a  cash refund has not been issued under AS 43.55.023(f) be fo re  January 1,

7 2008."

8

9 P a g e  32, line 3 k

10 Delete "secs. 24, 25, 32 - 34, and 37"

11 Insert "secs. 25, 26, 34 - 36, and 39"

12

13 P a g e  33, line 2:

14 Delete "26, 27, 31, and 38"

15 Insert "24, 27  - 29, 33, and 40"

16

17 P a g e  33, following line 10:

1S Insert a n e w  bill section to read:

19 "*  Sec. 43. T h e  uncodified law o f  the State o f  A laska  is amended by adding a new  section to

20 read:

21 T R A N S IT IO N : PEN D IN G  A P PL IC A T IO N S. If an application m ad e  under

22 AS 43 .55 .023(0  is received by the Departm ent o f  R evenue before January 1, 2008, and is still

23 outstanding on that  date, the application is considered to be an application under

24 AS 43.55.028, enac ted  by sec. 26 o f  this Act."

25

26 Renum ber the fo llow ing  bill sections accordingly.

27

28 Page 33, lines 19 - 20 :

29  Delete "Sections  24, 25, 32 - 34, and 37"

30 Insert "Sections  25, 26, 34 - 36, and 39"

31
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1 Page  33, line 21:

2 D ele te  "26, 2 7 ,3 1 ,  and 38"

3 Insert "24, 27 - 29, 33, and 40"

4

5 Page  33, line 22:

6 Delete "sec. 44"

7 Insert "sec. 47"
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25-GH0014\L.7l
Cook/Bullock

11/3/07

OFFERED IN T H E  HO USE 

TO: C S H B  2001 (O& G)

- S
H

1 Page I , fo llow ing  line 12:

2 Insert a new  bill section to read:

3 "* Sec tion  1. T he  uncodified law o f  the State o f  Alaska is amended by  adding a new section

4 to  read:

5 L E G IS L A T IV E  INTENT. It is the intent o f  the legislature that provisions o f  this Act

6 (1) ensure a fair and equitable  m eans o f  assessing and taxing A laska's  oil and

7 gas  resources;

8 (2) encourage the availability  to Alaska's citizens o f  affordable  gas produced,

9 transported, and consumed within the state; and

10 (3) conlinn  by  c larification the longstanding interpretation o f  AS 43.05.260 by

11 the D epartm ent o f  Revenue through enactm ent o f  AS 43.55.075(b) in sec. 30 o f  this Act,

12 relating to lim itation o f  assessments for the production tax on^oil and gas and conservation

13 surcharges on  oil."

14

15 P age  2, line 1:

Delete "Section 1" 

Insert "Sec. 2"

19 R enum ber the following bill sections accordingly.

20

21 / *  age 14, fo llow ing  line 2:

22 Insert a new  subscc t ion jo

23

. . JO.



1 "(q) N otw ithstanding other provisions o f  this section, for a calendar year

2 before 2022, the tax l e v i e d ^ d c f ' t h i s  section for each 1,000 cubic feet o f  gas for gas

3 produced from a lease or property outside the Cook Inlet sedim entary  basin and used

4 in the state m ay  not exceed the am ount o f  tax for each 1,000 cubic feet o f  gas that is

5 determ ined under (j)(2) o f  this section."

6

7 / ^ P a g e  23, line 24, following "AS 43.55.170;":

8 Insei t "th is  s u b p a r a g r a p h  docs n o t  a p p ly  to gas tax a b le  u n d e r  AS 43.55.011(g);"

9

10 Page 24, line 1, following "AS 43.55.170;":

] 1 Insert "this s u b p a r a g r a p h  does n o t  a p p ly  to gas tax a b le  u n d e r  AS 43.55.011 In);"

12

13 Page 24, following line 13:

14 Insert a new subparagraph to read:

15 "(E) gas p r o d u c e d  d u r in g  a c a le n d a r  y e a r  f rom  n lease or

16 p r o p e r ty  o u ts id e  th e  C o o k  In le t  s e d im e n ta ry  b a s in  an d  used  in the state  is

17 the  gross  v a lu e  a t  the  po in t  o f  p ro d u c t io n  o f  (h a t  gas taxab le  u n d e r

IS AS 43.55.011(c) a n d  p ro d u c e d  by the p r o d u c e r  f ro m  th a t  lease or

19 p ro p e r ty ,  less th e  p ro d u c e r 's  lease e x p e n d i tu re s  u n d e r  AS 43.55.165 for

20 the  c a le n d a r  y e a r  a p p licab le  to th a t  gas p ro d u c e d  by (lie p ro d u c e r  from

21 t h a t  lease o r  p r o p e r ty ,  as a d ju s te d  u n d e r  AS 4 3 .5 5 .170 ;"

22

23 Page 24, line 22, following "AS 43.55.170;":

24 Insert "this s u b p a r a g r a p h  does not a p p ly  to gas su b je c t  to add it iona l  tax unde r

25 A S 43 .55 .0 1 1 (o ) :"

26

27 Page 24, line 30, following "AS 43.55.170;":

28 Insert " this s u b p a r a g r a p h  does no t a p p ly  to gas su b je c t  to add it io n a l  tax u n d e r

29 AS 4 3 .55 .011 (0 ):"

30

31 Page 25, l ine  13, following "AS 43.55.170":

25-GHOO 14VL.7!
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1 Insert

2 (E) gas produced during a month from a lease or property

3 outside the Cook Inlet sedimentary basin and used in the state is the m oss

4 value at the point of production of that gas taxable under AS 43.55.011(e)

5 and produced by the producer from that lease or property, less 1/2 of the

6 producer's lease expenditures under AS 43.55.165 for the calendar year

7 applicable to that gas produced by the producer from that lease or

8 properly, as adjusted under AS 43.55.170"
9

10 Page 29, following line 12:

11 Insert a new bill section to read:

12 "* Sec. 35, AS 43.55.165(h) is amended to read:

13 "(h) The department shall adopt regulations that provide for reasonable

14 methods of allocating costs between oil and gas, between gas subject to

15 AS 43.55.011(d) and other gas, anu between leases or properties in those

16 circumstances where the determination of the lease expenditures that are applicable to

17 oil or to gas, that are applicable to gas subject to AS 43.55.011(g) or to other gas.

18 or that are applicable to oil and gas produced from different leases or properties,

19 requires an allocation of costs."

20

21 Renumber the following bill sections accordingly.

22

23 P a g e  31, line 25:

24 Delete "Sections 24, 25, 32 - 34, and 37"

25 Insert "Sections 25, 26, 33, 34, 36, and 39"

26

27 P ag e  31, line 27:

28 Delete "Sections 14 - 20, 31, and 38"

29 Insert "Sections 15-21, 32, 35, and 40"

30

31 Page 31, line 29:

25-GHOO 14VL.71
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25-GHOO 14VL.7I

1 Delete "Sections 26 and 27"

2 Insert "Sections 27 and 28"

3

4 Page 31, line 30:

5 Delete "sec. 26"

6 Insert "sec. 27"

7

8 Page 31, line 31:

9 Delete "sec. 27"

10 Insert "sec. 28"

11

12 Page 32, line 1:

13 Delete "sec. 29"

14 Insert "sec. 30"

15

16 P ag e  32, line 3:

17 Delete "sees. 13 and 29"

IS Insert "secs. 14 and 30"

19

20 Page  32, line 13:

21 Delete "sec. 9"

22 Insert "sec. 10"

23

24 Page 32, line 16:

25 Delete "sec. 9"

26 Insert "sec. 10"

27

28 Page 32, line 19:

29 Delete "sec. 9"

30 Insert "see. 10"

31

.4.
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1 Page 32, line 3 1:

2 Dele te  "sees. 24, 25, 32 - 34, and 37"

^  3 Insert "sees. 25, 26, 33, 34, 36, and 39"

4

5 Page 33, line 2:

6 Delete "secs. 14 - 20, 26, 27, 31, and 38"

7 Insert "secs. 15 - 21, 27, 28, 32, 35, and 40"

8

9 Page 33, lines 19 - 20:

10 Delete  "Sections 24, 25, 32 - 34, and  37"

11 Insert "Sections 25, 26, 33, 34, 36, and 38"

12

13 Page 33, line 21:

14 D elete  "Sections 14 - 20, 26, 27, 31, and 38"

15 Insert "Sections 15 - 2 1 ,2 7 ,  28, 32, 35, and 40"

16

17 Page  33, line  22:

18 Delete "see. 44"

19 Insert "sec. 46"

i. -5-
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O F F E R E D  IN T H E  H O U S E  BY R E P R E S E N T A T IV E  SEA T O N

TO : A M E N D M E N T  NO. 38 T O  CSHB 2001 (O& G), Draft V ersion  “ L”

1

2

3

4

5

6 

7

P a g e  I, l in e  2 1 :  

In s e r t  “ P a g e  13, l in e  23 , th ro u g h  p a g e  14, l ine  2: 

D e le te  all m a te r i a l ”

P a g e  2 ,  l in e  7: ( s T )

In se r t  “ For  pu rposes  o f  this section, “ used in the s ta te” m eans  delivered for 

consum ption  as  fuel in the state, including as fuel consum ed  to genera te  electricity.”

P 0
1 3>

-1 -



S N D  M  E N T ^ ^A  M  E  n  u  iv i i / i i  i  i ^  Ji
f t

O F F E R E D  IN MOUSE B Y  R E P R E S E N T A T IV E  SEA TO N

TO : A M E N D M E N T  NO. 38 C SH B  2001 (O & G ), Draft Version “ L”

Page 2, lin e  2:

De le te , “u n d e r”

Insert, “by (c) and  (a) o f”



A M E N D M E N T  #4 T O  A M E N D M E N T  #38

O ffered by  R E P R E S E N T A T IV E  FA IR C L O U G H

T h e  R C A  shall determ ine if an entity  that receives gas that is taxed, for production 

tax purposes, under the provisions o f  43.55.011 (p) falls under  their jurisdiction.



TO: C SH B  2001 (O & G )

c m

25-GHOO 14VL.68

Waync/Bullock

11/3/07

A M  E N D M E N  rJt A

1

2

3

4

5

6 

7

9

10

11

12

13

Page 26, lines 17 - 19: 

Delete

u ^ & n

\  /  X 1 • 
"(8) costs o f  arbitration, litigation, or o ther  d ispute  resolution activities

that involve the state o r  concern  the rights or obligations am ong  ow ners  o f  interests in,

or rights to production from, one o r  m ore  leases o r  properties  o r  a unit;"

Insert

"(8) costs  o f  arbitration, litigation, [O R O T H E R ] dispute resolution^ 

lo b b y in g ,  pu b lic  r c la t io n y ^ n d v e r t is in g ,  o r  policy  a d v o c a c y  [ACTIV ITIES TH AT

IN V O L V E  T H E  S T A T E  OR C O N C E R N  T H E  R IG H T S  OR OBLIGATIONS 

A M O N G  O W N E R S  OF IN TER ESTS IN, O R  R IG H T S T O  PR O D U C T IO N  FROM, 

O N E  O R  M O R E  L E A SE S O R  PRO PER TIES OR A UN IT];"

14

15

1 6

1 7

1 8  

1 9

Page  29, line 12, following "p r o c e s s e d 11:

Insert "j

(21) costs r e la t in g  to office bu ild ings ,  f ix tu re s  a n d  e u u ipm cn t,  and 

rea l  p r o p e r t y  th a t  is no t  located  join an oil o r  tins e x p lo ra t io n ,  p roduction , or 

d e v e lo p m e n t  lease o r  p r u p c r h j i n  the  sta te ; and

(22) o v e rh e a d ,  office, o r  a d m in is t r a t iv e  ex p en ses  and  all o ther  

in d ire c t  costs  o f  oil o r  gas  e x p lo ra t io n ,  deve lopm en t,  o r  p r o d u c t i o n "

W/vQ_



fr>,

2

3

4

5

6  

7

r

10

11

12

13

14

15

16

17

18

19

20 

21 

22 

23

Page 10, fo llow ing  line 25:

Insert a new  bill section to read:

"* Sec. 14. A S  4 3 .5 5 .0 1 1(e) is am ended  to read:

(e) There is levied on the p roducer  o f  oil or  gas a tax for all oil and gas
t- ij\ £.r*lor MjSLA/"-

produced  each-m ««th  from each lease o r  property in the state, less any oil and gas the 

ow nersh ip  or r ight to w hich is exem p t from taxation or constitutes a  landowner's 

royalty  interest. Except as o therw ise  prov ided  under (j) and (k) o f  this section, the tax 

is equal to the g rea ter  o f  25  [22.5] percen t o f  thefproduction tax value o f  the taxable 

oil and  gas as calculated under  A S  43 .55.160, or the m in im um  tax determined under 

( 0  o f  this section." ^

- r v

R enum ber  the  fo llow ing  bill sections accordingly .

P age  14, line 21:

D ele te  "22.5"

Insert "25 [22.5]"

R enum ber  in ternal references to bill sections in accordance with this am endm ent in a way that 

m akes  see. 14 effective January  1, 200S, and adds sec. 14 to (b) o f  the  APPLICA B ILITY  

section  and to ( l ) (B )  o f  tho T R A N S IT IO N : R E T R O A C T IV IT Y  O P R E G U L A T IO N S  section. 

Below  are all in ternal bill section reference  in this bill:

Page 31, lines 25, 27, 29, 30, and 31 

Page 32, lines I, 3, 13, 16, 19, and  31

L





- jo

A M E N D M E N T  - $ £ y

B Y  R E P R E S E N T A T IV E  G /M o  

TO : A M E N D M E N T  N O . 44  TO  C SH B  200 1 (0 & G ),  D raft  V ersion  “ L”

A  11/4/07

1 P age  1, line 5, fo llow ing  “produced  each” :

2  D ele te  “m o n th ”

3 Insert “ca lenda r  year”

4

5 P ag e  1, line 8, fo llow ing  “percen t o f  the”

6 Insert “annua l”





F I S C A L  N O T E

STATE OK ALASKA

2008 LEGISLATIVE SESSION

C SH 82001(O & G )-D Q R -TA X-t0-29-07Identifier (file nam e):
Title  An Act relating to ihe production tax on oil and gas..

Dept. Affected:

'R D U  _______

Component T a x  Division

Fiscal Note Number:
Bill Version:
() Publish Date:

C SH B 20 01 (O & G )

R evenu e  04
Taxation and Treasury

Sponsor

Requester

Governor

H ouse Reso u rces

E x p e n d itu re s /R e v e n u e s

____________Com ponent Number

(T h o u s a n d s  o f D o lla rs )

2476

Note: Am ounts do not include inflation un less otherwise noted below.

Appropriation

Required Inlormation

O P E R A T IN G  E X P E N D IT U R E S F Y  2009 F Y  2009 F Y  2010 F Y  2011 F Y  2012 F Y  2013 F Y  2014

Personal Se rv ice s 

Travel 

Contractual 

Supplies 

Equipm ent 

Land & Structures 

G rants & C laim s 

M iscellaneous

1,215.7 1 .215 .7 1 .215 .7 1 ,215.7 1 ,215 .7 1 ,215.7 1 .215.7

1 .018 .4 1,018.4 1,018.4 511.8 5 .2 5 2 5.2

T O T A L  O P E R A T IN G 2,234.1 2 ,234.1 2,234.1 1 ,727 .5 1 ,220 .9 1 ,220.9 1,220.9

C A P IT A L  E X P E N D IT U R E S 1 1 1 1

|C H A N G E  IN R E V E N U E S  ( ) 227 ,000 .0 161,000 .0 251 ,000 .0 4 5 9 ,00 0 .0 487 ,000 .0 337,000 .0

FU N D  S O U R C E (Thousands of Dollars)

1002 Federa l Receip ts

1003 G F  M atch

1004 G F 2.234.1 2 .234.1 2.234.1 1 ,727.5 1 .220 .9 1.220,9 64 5 .9

1005 GF/Program  R eceip ts

1037 G F/M ental Health

O ilier Interagency R eceip ts

T O T A L 2,234.1 2,234.1 2,234.1 1 ,727 .5 1 ,220 9 1 ,220.9 645.9

E s t im a te  o f an y  cu rre n t y e a r  (F Y 2 0 0 8 ) c o s t ' 

P O S IT IO N S

3 409 2

Full-time 1 1 1 1 1 1 I
PurKime
Tomporary

A N A L Y S IS : IAttach a soparalo pngo ilnocossary)
This bill m akes two econom ic and sovcra l administrative chang es to the slato 's current petroleum profits tax. Th e  bill reta ins the curront 

tax system 's structure, which taxes the net value of petroleum resou rces . The bill m akes the following chang es to the curront systom ; 

First, it ca lcu lates the progressivity surcharge a s  tho difference between Ihe per barrel g ross revenue at the point of production and S50. 

at a rate of 0 225% . which applies to gross revonuo at tho point of production Socond , it elim inates the period by which past investm ents 

are rocogmzod in tho transition investm ent oxpondituro credits (A S  43 .5 5 .02 3 (0 ) from April t . 2001 to Apnl 1, 2003

Proparod by Johanna B a le s , Roger M arks. Chorlo Nionhuis

Division Tax Division

Phono 269-6628

D ate/Tim e 10/29/07 9 :0 0  AM

Approved by Jerry Burnolt Date 10/29/2007
Department of Revonuo



FISCAL N O TE

ANALYSIS CONTINUATION

Adm inistrative changes to the current lax system  include Ihe following: excludes from qualified lease expenditures those 
expenses related to unscheduled production interruptions; excludes d ism antlem ent, rem oval & restoration (DR&R) costs 
from allowable expenditures; requires taxpayers to provide cost pro jections to allow  the state to better forecast state 
revenues and pursue changes in reported costs; authorizes public reporting o f some cost data; authorizes a short-term  audit 
program; and designates an exem pt c lass of oil and gas auditors.

Certain lease expenditure a llow ance provisions are retroactive to April 1, 2006; the other provisions o f the tax proposal 
become effective January 1, 2008.

P ersona l S e rv ice s : The departm ent w ill reclassify the existing 5 vacant auditor positions, and create 4 to 5 senior level 
auditor positions with extensive industry oil and gas auditing experience. These positions w ill be classified as the 
Departm ent’s most senior level auditor positions and will have salaries that are consistent w ith m arket com parab les and will 
be beyond the current sa lary levels allowed under the existing Oil and Gas Revenue Aud ito r (OGRA) pay classification 
system. In addition, the departm ent expects that it w ill need one additional P rogram m er Analyst V position to m aintain and 
manage the new oil and gas production tax database system  at a cost of S115,700 annually. The existing oil and gas 
specialist, oil and gas revenue auditors, and their im m ediate supervisor w ill be offered the opportunity to opt into an exempt 
status w :'h  individual salaries established com m ensurate w ith experience and skill level, and consistent w ith market 
comparables.

The need for exempt status is based upon the difficulties Ihe departm ent has recruiting experienced auditors to adm inister 
the tax. The current pay range for an Oil and Gas Revenue Auditor is on the low range o f Ihe pay range for roughly sim ilar 
lobs The departm ent estim ates the new exem pt positions and Ihe potentia l sa lary increases associated w ith the change of 
existing s ta ff to exempt status, w ill cost the state approxim ately 51.100.000 annually.

C o n tra c tu a l: Contractual expenditures include 51.013,200 annually to contract lor audit assistance. This estim ate is based 
on 3 auditors, working 40 hours per week each, fo r 4 years starting in January 2008 at an average rate o f 5100 per hour, 
plus estim ated transportation and lodging costs, and additional costs fc r training auditors. The need for such assistance is 
based upon tho departm ent's substantia l d ifficulty in recruiting enough auditors to  adm in ister Ihe oil and gas production lax. 
Tho departm ent only anticipates the need for contract audit assistance for 4 years whilo the departm ent recru its and trains 
auditors for positions that are currently vacant. The contract auditors would work In conjunction w ith departm ent auditors 
during this time to m axim ize departm ent resources and help train departm ent auditors. Tho departm ent w ill also need an 
additional 55.200 each year in contractual costs associated with the new  Analyst Program m er V position.

STATE OF  ALASKA BILL NO. CSHB2001(Q&G) __

2008 LEGISLATIVE SESSION

Current FY2008 costs: The departm ent expects It will incur costs beginning January 2008 to im m ediate ly im plem ent the 
new production tax structure. Those costs include: Contractual • 52,620,800 capital funding to fund the scoping and 
developm ent of an oil and gas production tax database system (including associated hardw are) and S506.600 to contract for 
audit assistance (as described above). The new database system will perm it accurate and effic ient m anagem ent of 
information subm itted by taxpayers to facilita te auditing and lorccastm g of revenues, and tim ely and accurate reports I or 
internal and public uses. The proposed system  w ill accom m odate the m igration of ELF-based data and continue to collect 
supplemental data from producers on volumes, wells arid production The system  will include incom e-based data, including 
tracking credits, required undor PPT and upon which the ACES lax structure is based. The system  w ill a lso  integrate into 
the d iv is ion ’s accounting system s Porsonal Sorvlcos -S218.000 from tho period January 1, 2008 through June 30. 2008 
duo to creating an exompt class of oil and gas revenue auditors and increasing pay lo  m ore closely ro lle d  w hal ihe market 
in A laska pays I or roughly s im ilar positions. In addition, wo w ill rocruit for tho Analyst P rogram m er V  and bring that person 
uri board to partic ipate irt the databasu scoping m ootings. Wo ostimato FY 2008 costs for this position lo  bo approxim ately 
557.800 Supplies • 56.000 for a com puter and softw are lor tho now analyst progam m er V pos'lion

Sue page 3 for projected revenue estimates



F IS C A L  N O T E

ANALYSIS CONTINUATION

S T A T E  O F  A L A S K A  B ,L L  N O ‘ CSHB2001(Q&G)_
20 0 8  L E G IS L A T IV E  S E S S IO N

E s t im a t e d  P r o d u c t io n  T a x  R e v e n u e s ,  P P T  a n d  A C E S ,  a t 
V a r io u s  P r ic e s  ( in  $ m i l l io n s  n o m in a l)

F a ll 2007  DO R O ff ic ia l F o re c a s t P r ic e s

ANS WC S per 
barrel (m REAL 

dollars)

ANS WC S Increase or

Fiscal Year per barrel (in
NOMINAL

dollars)

Status Quo - 
PPT

CSHB2001
(O&G)

(Decrease) 
from PPT

2008 71.65 71.65 1.915 2.007 92

2009 64.55 66.30 1.693 1,920 227

2010 60.05 63.40 1.531 1,693 161

2011 59.70 64.75 1,670 1,920 251

2012 59.55 66.35 1,746 2,205 459

2013 58.90 67.45 1,647 2,134 487

2014 58.25 68.55 1.642 1,979 337

DOR Forecast nominal prices rounded to tha nearest S0.05

SCO p e r  L a r re l in  R E A L  d o lla rs

ANS WC S per 
barrel (in real

dollars)

ANS WC $
CSHB2001

(O&G)

Increase or

Fiscal Year
per barrel (in 

NOMINAL 
dollars)

Status Quo * 
PPT

(Decrease) 
from PPT

2008 60,00 60.00 1,051 1,088 38

2009 60.00 61.65 1,435 1,575 141

2010 60.00 63.35 1,562 1,717 155

2011 60.00 65.09 1,695 1,951 256

2012 60.00 66.88 1,783 2,253 470

2013 60.00 68.72 1,733 2,248 515

2014 60.00 70.61 1,776 2,160 384

$80 p e r  b a rre l In  R E A L  d o lla rs

ANS WC S per 
barrel (in r e a l  

dollars)

ANS WC S Increase or

Fiscal Year per barrel (in
NOMINAL

dollars)

Status Quo - 
PPT

CSHB2001
(O&G)

(Decrease) 
from PPT

2008 80.00 80.00 2,650 2,777 127

2009 80.00 82.20 3,031 3,465 434

2010 80.00 84.46 3.266 3,730 464

2011 80.00 86.78 3,481 4,090 609

2012 80.00 89.17 3,668 4,513 845

2013 80,00 91 62 3,619 4,526 906

2014 80 00 94 14 3,690 4,494 805
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F I S C A L  N O T E

S T A T E  O F  A L A S K A
2 0 0 8  L E G IS L A T IV E  S E S S IO N

Identifier (file nam e ): LL 0 8 -0 01 4 -D Q A -DA S-10 -17 -07  
Title An Act relating to the production tax on oil and g a s ...

Dept. A ffected:
"R D U  
Com ponent

Fiscal Note Number:
Bill Version:
(H) Publish Dote:

1
HB 2001
10/18/07

Administration
Centra lized  Admin. Serv ices 
O ffice o f the C om m iss ioener

S p on so r
R equeste r

G ove rn o r

Expenditures/Revenues

_________ Com ponent Number

(Thousands of Dollars)

45

Note: Amounts do not include inflation un less otherw ise noted below .
Appropriation

Required Information
OPERAT IN G  E X PEN D ITU RES FY 2 00 9 FY  2009 FY  2 01 0 FY  2011 FY  2 01 2 FY  201 3 FY 2014
P e rson a l Serv ices
T rave l
Contractual
Supp lies
Equipment
Land & Structures
G ran ts & C laim s
M iscellaneous

TOTAL O PERA T IN G 0.0 0 .0 0 .0 0 .0 0 .0 0 .0 0 .0

CA P ITAL EX PEN D ITU RES 0 .0  | 0 .0 0 .0 0 .0 | 0 .0 0 .0 0 .0

ICHANGE IN RE V E N U E S  ( ) I ' I

FUND  SO U R C E (Thousands o f D o lla rs )
1 0 0 2  Federa l R ece ip ts
1 00 3  G F  Match
1004  GF
1005 G F /P rog ram  Rece ip ts
103 7  GF/Mental Health
O ther Interagency Rece ip ts

TOTAL 0 .0 0 .0 0 .0 0 .0 0 .0 0 .0 0 .0

E stim a te  o f an y  c u rre n t y o a r (F V 2 0 0 8 ) c o s t : 
PO S IT IO N S
Full-time
Part-tim e
Tem porary
A N A LYS IS : ( A t t a c h  a  s e p a r a t e  p a g o  i f  n e c e s s a r y )

This legislation has no fiscal impact on tho Department of Administration.

P repa red  by: E ric Sw anson________________________________________________________________________  Ph on o  -185-5655
D ivision Administrative S o rv icos D ate/T im e____________
Approved by: Annotto Kroitzer________________________________________________  Palo Oct. 12,2007

Commissioner

(H»vnoJ law/out OM0| Pago  1 of 1



F I S C A L  N O T E

STATE OF ALASKA

2008 LEGISLATIVE SESSION

Identifier (file name): 
Title

//773-08-0014-DNR-10-17-07
ACES

Depl. Affected:
'RDU

Fiscal Note Number:
Bill Version:
(H) Publish Date:

HB 2001
10/18/07

Natural Resources
Resource Development

Sponsor
Requester

Rules Committee
Component Oil and Gas Development

Governor
E xpenditures/R evenues
Note: Amounts do not include inflation unless otherwise noted below.

________ Component Number
(Thousands o f Dollars)

439

Appropriation
Required Information

OPERATING EXPENDITURES FY 2009 FY 2009 FY 2010 FY 2011 FY 2012 FY 2013 FY 2014
Personal Services 
Travel 
Contractual 
Supplies 
Equipment 
Land & Structures 
Grants & Claims 
Miscellaneous

303.5 0.0 303.5 303.5 303.5 303.5 303.5

TOTAL OPERATING 303.5 0.0 303.5 303.5 303.5 303.5 303.5

ICAPITAL EXPENDITURES 1

|CHANGE IN REVENUES ( ) 1 i 1 ! 1

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF 303.5 0 . 0 303.5 303.5 303.5 303.5 3 0 3 5
1005 GF/Program Receipts
1037 GF/Mcntal Health
Other Interagency Receipts

TOTAL 303.5 0.0 303.5 303.5 303.5 303.5 303.5

Estimate of any curront year (FY2008) cost: 177.0
POSITIONS
Full-time
Part-time
Temporary
ANALYSIS: (Atlacli a scparato paqo if nocossary)
This bill would amend the oil and gas production tax under AS 43 .55 to increase the base tax rate from 22.5%  to 25%  ol net income 
and have tho index-based progressive tax apply when net incomo per barrel exceeded S30 rather than tho current S40 per barrel In 
addition, this bill would change tho minimum tax that currently applies to taxable incomo generated from North Slope fields, and which, 
for ANS Wost Coast prices above S25 per barrel, is now 4%  of gross receipts at the lease boundary Tho bill would increase the 
minimum tax rate to 10 percent gross, but apply this minimum tax only to large North Slope legacy units (Prudhoo Bay Um» and Iho 
Kuparuk Rivor Unit) This minimum tax would also prevent these legacy field owners from using credits or deductions generated at 
those fields to lower their lax burdon elsewhere when the minimum tax applies. In addition, the bill allows for lax credits on future work 
rather than previous work and oxpands tho curront exploration incentive credit program lo includo as many wolls that can bu drilled in 
two drilling seasons. It also restricts capital expense deductions to scheduled mamtenanco and would implement audit and 
information sharing provisions.
Prepared by: Kovin Banks. Acting Director________________________________________________________ Phono 2G9-8800
Division Oil and Gas Dato/Timo 10/17/2007
Approved by- Tom Irwin, Commissioner______________________________________________ Dato 10/17/2007

Natural Rosourcos

(Hk. h.i itvnvmnm.in) P ag o  1 o f 2



S T A  TE  O F  A L A S K A
20 0 8  L E G IS L A T IV E  S E S S IO N

F IS C A L  N O T E  1(1

H IL L  N O . HB 2001

ANALYSIS CONTINUATION
“ Indeterminate Positive: The royalty revenue impact to the State of ACES is indeterminate, but most likely positive. 
ACES improves the economics for new entrants or small Alaska producers, but decreases the attractiveness of 
investments in legacy fields.

Improvement in new entrant/small producer economics: ACES improves the economics of investing in Alaska for new 
entrants and small Alaska producers, an  improvement that should lead to more investment and resulting royalty 
revenue. For new entrants and small producers, capital spent to find and develop oil or gas resources will generate a 
carried-forward annual loss credit of 25 percent rather than the current 20 percent AS 43.055.023(b).

Also, for new entrants and small Alaska producers, the transferable credits (Ihe carried-forward annual loss credit and 
the 20 percent qualified expenditure credit (AS 43.55.023(a)) will be worth more under ACES. Small producers have 
indicated that they have been unable to sell their credits to larger tax payers. Under AS 43.55.028, ACES establishes 
an oil and gas tax credit fund ‘hat will help ensure these now and small producers will receive full value for these 
transferable credits.

Without the fund, the small producer or new entrant may have to carry-forward their credits until they have tax liability. 
By providing full value up-front for these credits, ACES improves the internal rate of return (IRR) by three to six 
percent at S40 per barrel ANS WC.

As a partial offset to this incentive, ACES increases the lax rate from 22.5 to 25.0 percent; has the progressive, index- 
based, rate kicking in at a lower level; and has credits being spread over two years rather than one. However, on 
balance, ACES will improve new project economics for new entrants and small Alaska producers.

D ecrease in attractiveness of investm ents in legacy fields: ACES will decrease  Ihe attractiveness of investments 
m ade by larger, existing producers for three reasons: the higher tax rate, the elimination of the Transition Investment 
Expenditure (TIE) credit, and the 10 percent minimum tax on legacy fields.

First, ACES increases the lax rate from 22.5 percent to 25.0 percent. In addition, the progressive, index-based rate 
will start at a lower (530) net value per barrel, but escalate at a lower rate (0.20 percent rather than 0.25 percent. 
Second, by eliminating the TIE credit, new capital spending by existing producers will no longer increase the ability of 
those producers to take the TIE credit by 10 percent of the capital invested. Third, at lower prices (prices far below 
where they are  today) the minimum 10 percent gross tax applies, lowering or postponing the ability to take the capital 
expenditure credits. The floor also could eliminate tho ability to use deductions generated by new spending to 
decrease  tax liability. If tho producers in these legacy fields (Predhoe Bay Unit and Kuparuk River Unit) believe there 
Is a good chance that prices will decline or costs will increase to tho point where the floor applies, thuy might invest 
less in additional reserves in these  legacy fields.

If these m easures (the higher rate, tho TIE credit elimination, and the 10 percent floor) cause less investment by 
existing producers to add reserves, Ihe State will receive less in royalty.

Personal Services: Sections 10 and 67 would reclassify the cuircnt oil and gas auditors to exempt status employees. 
DO&G currently has seven oil and gas auditor positions. Tho total salary/benefit costs for those seven employees 
currontly e g ja ls  approximately $849,147. An increase lo exempt status is estim ated to cost up lo an additional 
5303,500 in FY09. Tho FY08 amount o f 5177,000 covers an estimated 7-months at tho higher rate.

P ag o  2 o l 2



F I S C A L  N O T E

S T A T E  O F  A L A S K A
20 08  L E G IS L A T IV E  S E S S IO N

LL 08-0014 -DOR-TAX-10-17-07Identifier (file name):
Title  An Act relating to the production tax on oil and gas..

Dept. Affected:
]RDU ____
Component Tax Division

Fiscal Note Number:
Bill Version:
(H) Publish Dote:

HB 2001
10/18/07

Revenue 04
Taxation and Treasury

Sponsor
Requester

Governor
Component Number 2476

E xpend itu res/R evenues ( T h o u s a n d s  o f  D o l l a r s )
Note: Amounts do not include inflation unless otherwise noted below.

Appropriation
Required Information

OPERATINC EXPENDITURES FY 2009 FY 2009 FY 2010 FY 2011 FY 2012 FY 2013 FY 2014
Personal Services 
Travel 
Contractual 
Supplies 
Equipment 
Land & Structures 
Grants & Claims 
Miscellaneous

1,215.7 1,215.7 1,215.7 1,215.7 1,215.7 1,215.7 1,215.7

1,018.4 1,018.4 1.018.4 511.8 5.2 5.2 5.2

TOTAL OPER/aTING 2,234.1 2,234.1 2,234.1 1,727.5 1,220.9 1,220.9 1,220.9

CAPITAL EXPENDITURES I

CHANGE IN REVENUES ( ) 675,000.0 | 603,000.0 589,000.0 624,000.0 597,000.0 416,000.0

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts I
1003 GF Match
1004 GF 2.234.1 2,234 1 2.234.1 1,727.5 1,220.9 1,220.9 645.9
1005 GF/Prograni Receipts
1037 GF/Mental Health
Other Interagency Receipts

TOTAL 2,234.1 2,234.1 2,234.1 1,727.5 1,220.9 1,220.9 645.9

Estimnto of any current year (FY2008) cost: 3,409 2

POSITIONS
Full-time 1 1 t 1 1 1 1
Part-time
Temporary

ANALYSIS: (Attach a  separata page ifnocossar)•)
This bill makes significant changes to tho stato's current petroleum profits tax. The tax proposal, also known as tho Clear and Equitable 
Share (ACES) plan, like the current tax system, taxos tho not valuo of petroleum rosourcos. The ACES proposal makes the following 
changes to tho tax system' raises tho tax rate to 25% on not profits of oil and gas production subject to a 10% floor on legacy fields; 
adjusts Ihe progressive tax feature to trigger at $30 net valuo (annual) and riso at two-tenths of a percent per dollar; eliminates tho 
transitional investment expenditures "TIE" credits; requires that capital costs bo taken as credits over two years, rather than immediately; 
addresses the "corrosion" expense issue; excludes dismantlement, removal & restoration (DR&R) costs from allowable expenditures; 
expands exploration incentive credit program to cover two field seasons; requires taxpayers to provide cost projections to allow the state 
to better forecast stale rovenues and pursue changos in reported costs; authonzes public reporting ol some cost data; authorizes a short­
term audit program; and designates an exempt class of oil and gas auditors.

Prepared by. Cliono Nionhuis, Roger Marks, Johanna Bates___________________________  Phone 269-6028
Division Tax Division_____________________________________________________  Dale/Time 10/17/07 12:00 AM
Approved by: Jerry Burnotl____________________________________________________ Dato 10/17/2007______

Department ol Revenue___________________________________________

lltoyned lC'JV.'UOS Cl,III I P ag o  1 o f 3



•  S T A T E  O F  A L A S K A  B I L L  N O .  HB 2001_______________

2 0 0 8  L E G I S L A T I V E  S E S S IO N

ANALYSIS CONTINUATION
Tho tax proposal would also authorize a lund to bo established for Ihe purpose of purchasing tax credit certificates. The func 
would receivo 10% -15% of total production lax revenues annually (roughy $150 million lo $300 million); up to $250 million 
of fund revenues would be paid to purchaso credits in any given year.

Certain lease expenditure allowance provisions are retroactive to April 1, T00G- the r.lber provisions of Ihe tax proposal 
become effective January 1, 2008.

Personal Services: The department will reclassity the existing 5 vacant auditor positions, and create 4 to 5 senior level 
auditor positions with extensive industry oil and gas auditing experience. These positions will bo classified as the 
Department's most senior level auditor positions and will have salaries that are consistent with market comp, ables and will 
be beyond tho current salary levels allowed under tho existing Oil and Gas Revenue Auditor (OGRA) pay classification 
system. In addition, tho department expects that it will need one additional Programmer Analyst V position to maintain and 
manage tho new oil and gas production tax database system at a cost of $115.700 annually. The existing oil and gas 
specialist, oil and gas revenue auditors, and their immediate supervisor will be offered the opportunity to opt into an exempt 
status with individual salaries established commensurate with experience and skill level, and consistent with market 
comparables

Tho need for exempt status is based upon the difficulties tho department has recruiting experienced auditors to administer 
the tax. Tho current pay range for an Oil and Gas Revonuo Auditor is on the low range of the pay range for roughly similar 
jobs. The department estimatos the now exempt positions and tho potential salary increases associated with tho change ol 
existing staff to exempt status, vail cost tho state approximately $1,100,000 annually.

Contractual: Contractual expenditures include $1,013,200 annually to contract for audit assistance. This estimate is based 
on 3 auditors, working 40 hours per week each, for 4 years starting in January 2008 at an average rate of $100 per hour, 
plus estimated transportation and lodging costs, and additional costs for training auditors. The need for such assistance is

• based upon tho department's substantial dillicully in recruiting enough auditors to administer tho oil and gas production lax. 
The department only anticipates the need for contract audit assistance for 4 years while the department recruits and trains 
auditors lo- positions that aro currently vacant The contract auditors would wcrk in conjunction with department auditors 
during tins tune to maximize department rosourcos and help tram department auditors. The department will also need an 
additional S5 200 earti year m contractual costs nssocialnd with (hi? now Analyst Programmer V position

F IS C A L  N O l ’E  #3

Current FY2008 costs: The department expects it vitl mcur costs beginning January 2003 to immediately implement the 
new production tax structure Those costs inctudo Contractual • $2,G20,800 capital funding to fund the scoping and 
development of an oil and gas production tax database system (including associated hardware) and $508,600 to contract (or 
audit assistance (as described abovo) Tho new database system will permit accurate and efficient management ol 
information submitted by taxpayers lo facilitato auditing and forecasting of revenues, and timely and accurato reports for 
internal and public uses. Tbo proposed system will accommodate tho migration of ELF-basod data and continuo to collect 
supplemental data irom producers on votumos. wells and production Thu system will includo incorno-bascd data, including 
tracking credits, required under PPT and upon which tho ACES tax structure is based The system will also integrate into 
me division's accounting systems Personal Services - $218,000 from tbo period January i, 2008 through Juno 30, 2008 
due to creating an exempt class ol oil and gas revenue auditors and increasing pay to moro closely reflect v.hat tho market 
In Alaska pays for roughly similar positions In addition, wo will recruit for tho Analyst Programmer V and bring that person 
on board lo participate! in the database scoping meetings Wo estimate FY 2Q0B costs tor this position to bo approximately 
$87,800 Supplies - ;G,00Q tor a computer and ■.oltw.nu (oi the now jnalyf.t progammer V position

S o o  pnejo 3 for p ro jec ted  rovonuo  estim ates.
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F IS C A L  N O T E  #3

S T A T E  O F  A L A S K A
2008  L E G IS L A T IV E  S E S S IO N

H IL L  N O . HB 2001

ANALYSIS CONTINUATION

E s t im a t e d  P r o d u c t io n  T a x  R e v e n u e s ,  P P T  a n d  A C E S ,  a t 
V a r io u s  P r ic e s  ( in  $ m il l io n s )

A N S W C  S pe r 
barre l (in r e a l  

dollars)

A N S  W C  S Increase or
per barre l (in 

NOMINAL 
dollars)

S tatus Q uo * 
PPT

A C ES (D ecrease ) 
from  PPT

7 1 .6 5 7 1 .6 5 1 .9 1 5 2 ,3 3 0 4 1 5

6 4 .5 5 6 6 .3 0 1 ,6 9 3 2 ,3 6 9 6 7 5

6 0 .0 5 6 3 .4 0 1 ,53 1 2 ,1 3 4 6 0 3

5 9 .7 0 6 4 .7 5 1 ,6 7 0 2 ,2 5 8 5 8 9

5 9 .5 5 6 6 .3 5 1 ,7 4 6 2 ,3 7 0 6 2 4

5 6 .9 0 6 7 .4 5 1 ,6 4 7 2 ,2 4 4 5 9 7

5 8 .2 5 6 8 .5 5 1 ,6 4 2 2 ,0 5 8 4 1 6

F a ll 2007  D O R  O ff ic ia l F o re c a s t P ric e s

Fisca l Year

2 0 0 8

2 0 0 9

2010 
2011 
2012
2013
2014

O O R  F o r e c a s t  n o m i n a l  p r i c e s  r o u n d e d  t o  t h o  n e a r e  I  S O . 0 5  

SCO p e  b a rre l in  R E A L  d o lla rs

F iscal Y ea r

2 0 0 8

2 0 0 9

2010 
2011 
2012
2 0 1 3

2 0 1 4

ANS W C  $ per 
barre l (in r e a l  

d o l l a r s )

A N S  W C  S Increase or
per barre l ( . n  

N O M I N A L

d o l l a r s )

Status Q uo - 
PPT

A C E S (D ecrease) 
from  PPT

6 0 .0 0 6 0 .0 0 1 .051 1 .42 1 371

6 0 .0 0 61 6 5 1 ,4 3 5 1 ,9 7 7 5 4 2

6 0 .0 0 6 3 .3 5 1 .56 2 2 ,1 7 0 6 0 B

6 0 .0 0 6 5 .0 9 1 ,6 9 5 2 ,2 9 1 5 9 6

6 0 .0 0 6 6 . 8 8 1 ,7 8 3 2 .4 1 4 631

6 0  0 0 6 8 7 2 1 ,7 3 3 2 ,3 4 7 6 1 4

6 0  0 0 7 0 .6 1 1 ,7 7 6 2 ,2 1 8 4 4 2

$80 p e r  b a r re l in  R E A L  d o lla rs

Fiscal Year

2 0 0 8  

2 0 0 9

201 
2012
2 0 1 3

2 0 1 4

ANS W C  S per 
barre l (m r e a l

d o l l a r s )

A N S  W C  S 
per barre l (m

NOMINAL
dollars)

Status Q uo * 
PPT

A C E S

Increaso  or 
(D ecrease ) 
from  PPT

8 0 .0 0 8 0 .0 0 2 ,6 5 0 3 .0 8 9 4 3 8

8 0 0 0 8 2  2 0 3 ,0 3 1 3 .7 1 7 6 8 6

° 0  00 8 4  4G 3 ,2 6 6 3 .9 8 8 7 2 2

8 0  0 0 8 6 .7 8 3 ,4 8 1 4 ,1 8 9 7 0 8

8 0 .0 0 8 9  1 7 3 ,6 6 8 4 ,4 0 4 7 3 6

8 0 .0 0 9 1 .0 2 3 ,6 1 9 4 ,3 2 7 7 0 8

8 0 .0 0 0 4  14 3 ,6 9 0 4 ,2 0 4 5 1 4
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/

3443 Minnesota Drive ■ Anchorage, Alaska 99503 • Phone (907) 276-1149 • Fax (907) 274-1946
www.aklrucks.org

A l a s k a  T r u c k i n g  A s s o c i a t i o n  I n c -

SB2001 Oil Tax Issues (PPT)
Senate and H ouse Finance Com mittees

The A laska Trucking Association is a state wide organization 
representing trucking interests from Barrow to Ketchikan. In 2008, our 
association celebrates its 50lh A nniversary o f  serving the interests o f  the 
trucking industry in Alaska. Our m ore than 200 member com panies 
represent all o f  the diverse trucking operations in the state along w ith 
m any associate members who provide goods and services to our 
industry. I t is im portant to note that, in Alaska, trucking em ploys over 
20,000 people - 1 out o f  14 members o f  the Alaska workforce. Trucking 
payrolls total over $900 million annually. Trucking consists o f  several 
thousand fam ily ow ned and corporate trucking businesses, m ost o f  
w hich have few er than 10  employees.

On behalf o f  the ATA, I w ish to subm it the following com ments for the 
record.

It has been said m any times that, in developing our natural resources, 
our constitution requires that we seek maximum return to the citizens o f  
Alaska. W hile it seem s that the em phasis has been on raising taxes to 
increase tax revenue to the state, we believe that the better w ay to 
m axim ize benefits to Alaskans is to provide good paying, long term jobs 
for this and future generations.

The State needs to focus on how to slow the decline o f  production. To 
accom plish that objective, investm ents need to continue in existing 
fields, investments need to be made in heavy oil and investments need to

The authoritative voice o f the trucking industry in Alaska

N ovem ber 8, 2007

If you aotit, u truck brouaht It...

http://www.aklrucks.org


A l a s k a  T r u c k i n g  A s s o c i a t i o n ,  I n c -
3443 M in n e s o ta  Drive • A n ch o ra g e , A la ska  99503 • P hone  (907) 276 -114 9  • F ax  (907) 274-1946

www.aktrucks.org

T h e  authoritative v o ic e  o f  the trucking industry in Alaska

be made to promote the development of new fields. Existing field 
development should be the first priority. Most o f the new production, in 
recent years, has occurred in existing fields. Without this base 
production, heavy oil and other new field development will face major 
additional challenges.

The oil and gas business is capital intensive and it takes many years for 
return on investments to occur. Increases to taxes lengthen that recovery 
time and can negatively impact project economics and investment 
decisions.

We believe that it is important in setting tax policy to produce adequate 
revenues for the state but more importantly, encourage further 
investment in the development of our abundant resources.

We urge you keep the tax rate low and use incentives to entourage 
increased development investment. As stated earlier, we believe that the 
better way to maximize benefits to Alaskans is to provide good paying, 
long term jobs for this and future generations. Investment, not taxes, 
will provide the jobs we need to ensure our future.

N0V-08-2007 THU 08:48 AH ANCHORAGE LIO FAX NO. 907 269 0229 P. 03

Sincerely,

Aves Thompson 
Executive Director

http://www.aktrucks.org


N o v  0 7  0 7  0 5 :2 8 p  T o m  L a ko sh  

T o m  L a k o s h

907 563 7380 P-1

F ro m :
S e n t :
T o :

T o m  L a ko sh  [lakosh@ gci.ne tJ  
W e d n e s d a y , N o v e m b e r 07, 2 0 0 7  2 :4 0  PM
'B ill S to ltz ’; 'B ill T h o m a s ': 'K e v in  M eyer"; 'M a ry  N e lso n '; 'M ik e  H aw ker"; 'M ik e  K e lly '; 'R e g g ie  
J o u le '; R e p _ H a rry _ C ra w fb rd @ le g is .s ta te .a k .u s ; R e p _ L e s _ G a ra @ le g is .s ta te .a k .u s ; 
R e p _ M ik e _ C h e n a u lt@ le g ls .s ta te .a k .u s ; ’R ic h a rd  Foster* ~
’s h a ro n _ k e lly @ le g is .s ta te .a k .us ’
R e q u e s te d  a m e n d m e n t

C c :
S u b je c t :

D e a r  C h a irm a n  C h e n a u l ta n d  C o m m it te e  M e m b e rs ;

In  a t t e m p t in g  to  a r ra n g e  c o n c u r r e n t  te s t im o n y  b e fo r e  H o u s e  a n d  S e n a te  F in a n c e  C o m m it te e s  t o m o r r o w  n ig h t ,  I b e g a n  a 

d is c u s s io n  o f  m y  c o n c e rn s  w i t h  t h e  C h a irm a n 's  s t a f f  a n d  s h e  a s k e d  t h a t  I s e n d  m y  r e c o m m e n d e d  a m e n d m e n ts  to  th e  

e n t i r e  c o m m it te e  A S A P . I a m  s t i l l  p re p a r in g  m y  te s t im o n y  t h a t  w i l l  in  p a r t  p e t i t io n  th e  c o m m it te e  t o  a m e n d  CS H B  2 0 0 1  

(RES) w i t h  th e  p ra y e r  f o r  r e l ie f  e m b o d ie d  in  t h e  p ro p o s e d  a d d i t io n  o f  AS 4 3 .5 5 .0 1 1 (q ) ,  ( o r  s o m e th in g  c lo s e  w i t h  th e  

s a m e  in te n t ) .  T h e re  is  s o m e  la n g u a g e  t h a t  is n ' t  n e c e s s a ry  r e l ie f ,  A S  4 3 .5 5 .0 1 1 (q ) (5 ) ,  b u t  i t  fo l lo w s  th e  g e n e ra lly  a c c e p te d  

p ro p o s i t io n  t h a t  c a p e x  h a s  a  h ig h e r  c o r r e la t io n  to  th e  b a r re ls  p ro d u c e d  th a n  o p e x .  Y o u  w i l l  f in d  th e  D u e  D ilig e n c e  

s e c t io n  f r o m  th e  s ta n d a rd  o i l  a n d  g a s  le a s e  a n d  a rg u m e n t  b e lo w  th e  p ro p o s e d  n e w  s e c t io n  2 0 . 1 a m  a ls o  in c lu d in g  a 

p ro p o s e d  a m e n d m e n t  t o  AS 3 8 .0 5 .1 8 0 (q )  b u t  th is  is  o n ly  p ro v id e d  t o  s h o w  th e  e n h a n c e d  A D N R  r o le  f lo w in g  f r o m  th e  

n e c e s s a ry  a m e n d m e n t  to  S ec  2 0 .

2 5 -G H 0 0 14 \ V  C S  F O R  H O U S E  B IL L  NO. 2001(RES)

* new Sec. 20. AS 43.55.011 is amended by adding new subsections to read:

(oj In addition to the tax levied under (c) of this section, for each month 

for which the producer’s average monthly production tax value of the taxable 

oil and gas exceeds $30 for each BTU equivalent barrel, there is levied cn the 

producer of oil or gas a tax for all oil and gas produced that rr.cnth froai each 

lease or property in the state, less any oil and gas the ownership or right to 

which is exempt from taxation or constitutes a landowner’s royalty interest. 

Except as otherwise provided under (j) and (k) of this section, the tax levied 

under this subsection is equal to the sum over all months of the calendar year 

of the amount calculated undor this subsection. For each month for which this 

subsection applies and for which the average monthly production tax value of 

the taxable oil and gas is

[11 not more than ?40 for each BTU equivalent barrel, the tax ir. oqual 

to 0.2 percent of the grcss value at the point of production of the 

taxable oil and <jnn t e r  that month multiplied by the number that 
represents the difference between the average production tax value for

mailto:Rep_Harry_Crawfbrd@legis.state.ak.us
mailto:Rep_Les_Gara@legis.state.ak.us
mailto:Rep_Mike_Chenault@legls.state.ak.us
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each BTU equivalent barrel of the taxable oil and gas for that month and 

530;

(?.) more than $<10 but not more than $50 for each BTU equivalent barrel, 

the tax is equal to two percent of the gross value at the point of 

production of the taxable oil and gas for that month plus 0.3 percent of 

the cross value at the point of production of the taxable oil and gas 

for that month multiplied by the number that represents the difference 

between the average production tax value for each BTU equivalent barrel 

of the taxable oil and gas for that month and $40;
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(3) more than $50 but not more than $60 for each BTU equivalent 

barrel, the tax is equal to five percent of the gross value at the 

point of production of the taxable oil and gas for that month plus 

0.4 percent of the gross value at the point of production of the 

taxable oil and gas for that month multiplied by the number that 

represents the difference between the average production tax value 

Ccr each BTU equivalent barrel of the taxable oil and gas for that 

month and $50; or

(4) more than $60 for each UTU equivalent barrel, tho tax is equal 

to nine percent of the gross value at the point of production of the 

taxable oil and gas for that month plus 0.5 porcent of the gross 

value at the point of production of the taxable oil and gas for that 

month multiplied by tho number that represents the difference 

between the average production tax valuo for each BTU equivalent 

barrel of the taxaolo oil and gas for that month and $60.

(p) Notwithstanding other provisions of this section, lor a calendar year

before 2022, the tax levied under (o) and (o) of this section for each

1,030 cubic feet of gun for gas produced from a lease or propnrty outside

the Cook Inlet sedimentary basin and used in the state nay not exceed the

2



amount of tax for each 1,000 -:ubic feet of gas that is determined under 

(j)(2) of this section.

•
(q) All tax deductions and tax credits allowable to an oil and gas lessee pursuant to 

the provisions of AS 38.05.180(i), AS 41.09.010, AS 43.20.043 and 43.55.11-.170 

shall not be applied for or transferred by a lessee nor approved by the Alaska 

Department of Revenue unless:

(1) the lessee has fully satisfied the due diligence requirements of its 

lease to the extent that it has reinvested all windfall profits above the 

allowable "reasonable profits", as set forth in their lease and determined by 

the Commissioner of the Alaska Department of Natural Resources, into 

drilling, producing, and operating wells on the leased area, and;

(2) the plan of operations approved by the Commissioner of the Alaska 

Department of Natural Resources pursuant to AS 38.05.18C et. seq. and subject 

to the pool rules promulgated by the Alaska Oil and Gas Conservation 

Committee requires expenditures in addition to the amounts dedicated to this 

purpose in (1) of this subsection, and;

(3) all windfall profits, as described in (1) of this subsection, derived by 

lessee over the lifetime of the lease are used to offset any and all 

deductions and credits that have been previously granted or may accrue, and;

(4) the tax deductions and tax credits are claimed by lessee to supplement 

its due diligence requirements on_y to the extent that such deductions or 

credits are necessary to timely complete the plan of operations described in 

(2) of this subsection.

!S) The allowable tax deductions and tax credits are claimed as necessary in 

the following progressive order: capital expenditure deductions; capital 

expenditure credits; operating expense deductions.

fJov 07 07 05:29p Tom Lakosh 9°7 563 7380 p.3

The re levan t standard  lease section  requ iring  due  d iligence is cop ied  be low :

13. D I L I G E N C E  A N D  P R E V E N T I O N  O F  W A S T E *  0 0  T h e  le sse e  s h : i l l  e x e rc is e  r e a s o n a b le  d i l ig e n c e  in  d r i l l i n g ,  

p r o d u c in g ,  a n d  o p e r a t in g  w e l ls  o n  th e  le a s e d  a re a  u n le s s  c o n s e n t  to  s u s p e n d  o p e r a t io n s  t e m p o r a r i l y  is  g r a n te d  b y  
th e  s ta te .

(I>) U p o n  d is c o v e r ) '  o f  o i l  o r  g:»s o n  th e  le a s e d  a re a  in  q u a n t i t ie s  t h a t  w o u ld  a p p e a l a r e a s o n a b le  a n d  p r u d e n t  

o p e r a to r  to  l ie  s u f f ic ie n t  to  r e c o v e r  o r d in a r y  c o s ts  o f  d r i l l i n g ,  c o m p le t in g ,  a n d  p r o d u c in g  a n  a d d i t io n a l  w e l l  in  th e  
in  me g e o lo g ic  s t ru c tu re  a t  a n o th e r  lo c a t io n  w ith  a rea so n a b le  p r o f i t  to  th e  o p e ra to r ,  ( lie  lessee m u s t d r i l l  th o se  w e lls  us n 
rea so n a b le  a n d  p ru d e n t o p e ra to r  w o u ld  d r i l l  h a v in g  due  re g a rd  fo r  th e  in te re s t o f  th e  s ta te  as w e ll as th e  in te re s t  o f  
the  lessee.
(c) The lessee shall perform all operations under tilts lease in a good and workmanlike manner in accordance with the methods 
ami practices set out in the appros cd plan of operations and plan of development, with due regard for the prevention of waste 
tif oil, gas, and associated substances and the entrance of water to the oil and gas bearing sands or strain lo the destruction nr

3
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injury of those sands or strata, and to flic preservation and conservation of the properly for future productive operations. The 
lessee shall carry out at the lessee's expense all orders and requirements of the State of Alaska relative to the prevention of 
waste and to the preservation of the leased area. It the lessee fails to carry out these orders, the state will have the right, 
together with any other available legal recourse, to
enter the leased area to repair damage or prevent waste at the lessee's expense.
(d) The lessee shall securely plug in an approved manner any well before abandoning it.

A rg u m e n t:

G iven th is  m a n d a te d  use o f  a ll o f  th e  lessees ' w in d fa ll p ro f it  b e yon d  a rea son ab le  p ro f it  fo r  d r ill in g , c o m p le tin g  and 
p ro d u c in g  w e lls  In th e  in te re s t o f  th e  s ta te  a s  s e t  fo r th  in  1 3 (b ), th e re 's  a  d e d ica ted  use  o f  th e  w in d fa ll m a rg in :

1. T h a t c a n n o t be  re fu n d e d  w ith  a  ta x  d e d u c tio n  o r  c re d it because t ite  s ta te 's  in te re s t re q u ire s  th e  fu ll p a y m e n t o f  

th e s e  co s ts  b y  lessee u Jer c o n tra c t

2 . w h e re  th e  a p p ro v e d  p lan  o f  o p e ra tio n s  d o e s  n o t  u se  u p  th is  fu ll w in d fa ll m a rg in , th e  a d d itio n a l s ta te  In ve s tm e n t 

d e tra c ts  fro m  th e  b e s t in te re s t o f  th e  s ta te  b y  in oe n tiv izm g  o p e ra tio n s  th a t  a re  a lre a d y  p a id  fo r  an d  th a t  w o u ld  

in d u c e  In v e s tm e n t b e yo n d  th a t  o f  a  p ru d e n t o p e ra to r

3 . a n d  o n ly  i f  th e  p lan  o f  o p e ra tio n s  re q u ire s  m o re  th a n  e n t ire  w in d fa ll p ro fits  a v a ila b le  is th e  b e s t in te re s t o f  th e  

s ta te  a d van ced  b y  d e d u c tio n s  a n d  c re d its , b u t  o n ly  to  th e  e x te n t th a t  such  s u b s id y  Is re q u ire d  to  t im e ly  co m p le te  

th e  p lan  o f  o p e ra tio n s  .

T hese fa c ts  necessa rily  e s ta b lish  th e  c re d it  a s  a  p ro h ib ite d  Im p a irm e n t o f  fo e  c o n t ra c t

A m e n d m e n ts  lo 3 8 .0 5 .180(q) in red

(q )  A  plan au thorized  by  (fi) o r  (p) o f  this section , w h ich  includes hind o w n e d  by d ie  sta le , m ay  contain 
a p rov is ion  ves ting  the  com m iss io n er ,  o r  a  p e rson , com m ittee ,  o r  s ta te  agency , w i th  au thority  to m odify  
from  tim e  to  t im e  the  ra te  o f  p ro sp ec t in g  a n d  dev e lo p m en t and the  quan ti ty  a n d  rate o f  p roduction  
under the  p lan  to m ax im ize  the benefit  to the s ta te  considering  the long  term  p roduction  o f  all 
h yd rocarbons  on .such leases or units  and  as o therw ise  necessary  for m ost e ffec tive  u tilization o f  all 
regional resources . A ll leases opera ted  u n d e r  a p lan  a pproved  o r  p resc r ibed  b y  the c o m m iss io n e r  are 
excep ted  in de te rm in ing  ho ld in g s  o r  con tro l  u n d e r  A S  38 .05 .140  . T he  p rov is ions  o f  this section 
con cern in g  c o o p e ra tiv e  o r  un i t  p lan s  a rc  in add it ion  to a nd  do not affec t A S  31 .05 .
(A) "R easo n ab le  p ro f i t"  as used in d i l igence  sections o f  oil and gas  leases is d e lin ed  fo r  each lessee to 
the ex ten t that the m ajo r ity  o f  its A laskan  incom e is genera ted  from its A laskan  asse ts  ded ica ted  to 
exp lora tion  and p roduction  of: light o ils  and  N G L s  is that exhibited  by the 701*1 pe rcen ti le  o f  all rates o f  
returns o f  all A laskan  c o rpo ra tions  til ing  a  tax return and sh o w in g  a prolit:  heavy  oils  is tha t  exhibited 
by the 85"’ percentile  o f  all rates o f  re turns  o f  all A laskan  co rpora tions  f il ing  a  lax return  and show ing  a 
profit;  N atura l G a s  is that exhib ited  by the  94 th percentile  o f  all rates o f  re tu rns  o f  all A laskan  
co rpora tions  filing a tax  return  and  s h o w in g  a profit.
(B) T he  defin ition  o f  due  d iligence  ex p en d itu re  o f  ac t  profits  a fie r  the tak ing  o f  rea so n a b le  profits 
defined  in (A )  shall be used for p ruuen t exp lo ra tion  and  production  drilling  op e ra t io n s  as proposed  by 
ihe lessee o r  unit o p e ra to r  in the ir  p lans  o f  opera tions  and annually  approved  by  the com m iss ioner .  The 
co m m iss io n er  shall ,  w h e n  necessary , issue  a cond itional perm it that m od if ie s  the  subm it ted  plan ol' 
opera tion  to op tim ize  the  m ax im u m  feasib le  long term production  o f  all reco v e rab le  hydrocarbons  on 
such leases and units. I he C o m m iss io n e r  shall  a lso  insure that the  m ost e ffec tive  and  e ffic ien t means 
are  utilized lo deve lop  and  co n se rv e  the  hyd rocarbon  resources  in such  plans.

-1



D e a r L e g is la tu re ,

I am currently employed by the State o f  Alaska, Department o f  Revenue, Tax Division as an 
Oil & Gas Revenue Auditor. I have been encouraged by Marcia Davis to independently 
express my views to you on the proposed job  class change for my position from non-exempt
10 exempt.

I do not feel that my position as an Oil & Gas Revenue Auditor should be changed from 
non-exempt to exempt, nor any other job  directly related to auditing oil and gas taxes. 
Although the pay increase talked about would be welcomed and beneficial lo all currently 
employed, I believe this change would make our positions very political and take our focus 
away from the jo b  w'e are here lo do.

1 am unsure o f  the motivation behind the request to make our positions exempt. I lovvever. I 
understand one main point is recruitment and retention o f  auditors. I f  the pay scale is the 
main issue, may I suggest increasing the current auditor pay and leaving our status the w'ay it 
is? It seems to me that would be a simple solution. I believe that individuals hired in the
011 & Gas Auditor position will not be able to come to work and perform their job duties 
without proper training no matter how much they are paid. As you all know, the o : l and gas 
tax laws o f  Alaska are very complicated to understand.

I f  the status o f  the Oil & Gas Auditor position was wrapped into I IB200 I  and the funding 
for the positions was not available in the future, what would happen to the positions?

Mow would the legislature insulate exempt positions from the political pressures o f  any 
administrations?

Thank you for you time.

Melissa Bayer
Oil & Gas Revenue Auditor

11 /8 /200 /
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BA CK BO N E I I
P.O. Box 101700, Anchorage, AK. 99510

November 6 ,2007

Senator ______Fax (907)465- 3922 -

Dcar Senator,

We are pleased to see the momentum building through the committee process to rewrite 
the State’s  oil taxes and regain the trust o f  the Alaska people. This special session can 
be truly historic.

V/e urge you to talk about the “fair price” for our resources, not taxes. This will counter 
the anti-tax messages o f  the industry and those Alaskans whose businesses depend on it. 
Demanding a “fair price” fits the fiduciary responsibilities o f  corporate officers, which is 
your role in our unique Owner State.

We recommend that you use dollar amounts, not percentages, when explaining the profits 
the oil companies make from our resources. All Alaskans know what dollars mean, 
especially when these same companies cut no slack in gasoline or home-heating fuel 
prices. Nowhere is the high cost o f  fuel so destructive as in rural Alaska, where gasoline 
and diesel prices are crippling our communities.

Wc support a  25 percent tax rate, .4 percent progressivity, full cost reporting from the 
producers, and information sharing between state departments.

We also suggest that you explain to your constituents what increased oil revenues will be 
used for. All Alaskans need to understand the need to invest our legacy funds in 
economic development infrastructure and education, including vocational technical 
training. Only then will Alaskans truly benefit from the future ece nmic opportunities on 
the horizon.

Thank you again for your leadership. Both you, as a legislator, und Governor Falin will 
receive an outpouring o f  appreciation from our people as you stand tall for Alaska at tins 
time.

Co-Chairs, Backbone II

C: Governor Sarah Falin 
Commissioner Pat Galvin

Backbone II Is a non-partisan c itiien organization that advocates on behalf of Alaskans on oil and gas development issues. Our members haw no personal financial slake in the outcome of the current and recent deliberations on ail and gas taxes and gaslme development. We offer our ideas based an their merits and many years of Involvement in Alaska public policy iss ues.

Sincerely,
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A lie/image, AK 99501 
Telephone 907-865-5841

November 5, 2007
c r, , Re: Special SessionSen. Bert Stedman
State Capitol
Juneau A K  99801

Dear Sen. Stedman,

I his morning 1 toad with great disappointment the news coming from 
Juneau. I he bills that have gra\ ilatcd from both Ih e  House and Ihe Senate 
giossly lamp up oil taxes, and il p a s s e d ,  will ultimately decrease future oil 
and gas exploration in the Stale o f  Alaska.

Fortunately in the short term, Brooks Range Petroleum has signed contracts 
with its working interest partners lhai require exploration expenditures in the 
neighborhood of S40 mil l ion for 2008. I doubt that those same partners’ 
appetites will he as great in ensuing wars. As I testified to the Senate, for us 
once again to rewrite the oil tax after just one cycle o f  PPT, the Stale o f  
Alaska is sending the message to the rest o f  the industry that Alaska ’ s tax 
system is unstable and unreasonably high.

Brooks Range Petroleum is not going t< oandon Alaska, our assets o r  our 
efforts to commercialize our small 20(1/ discovery. Hopeful ly we wil l find 
more reserves in 2008 that will require additional development dri lling.
However, I am very worried about Brooks Range Petroleum’ s ability to 
continue bringing new exploration investment lo the State, especial ly lo r  our 
larger risk and larger reward frontier plays.

I hope reason prevails for the final disposition ol your bill. 1 hank you for 
hard work and dedication to keeping Alaska's best interests in mind.
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To: Senator Bert Stedman 
Finance Committee Co-Chair 
Fax #465-3922/225-0713

From: Peter McKay
55441 Chinook Rd 
Kenai, AK 99611 
(907) 776-5745

Date: 10/27/2007

Subject: Yes - Alaska Clear and Equitable Share (ACES)

Dear Mr. Stedman,

I am a constituent who lives in Nikiski.

I strongly support the ACES proposal advanced by Governor Palin.

I support a 25% net base tax rate for North Slope Oil Producers.

I support a base gross tax floor of 10% on the Prudhoe and Kuparuk fields.

P lease a c t to  c lo s e  the lo o p h o le  that p erm its  p ro du ce rs  to d edu c t repa ir 
c o s t w h en  repa irs  are a resu lt o f sub s tanda rd  m a in te n a n ce .
BP should not be able to deduct the cost of replacing the Prudhoe Bay Oil Transit 
Lines, or the oil spill on the GC-2 OTL. These were both caused by willful 
negligence.
I am an oilfield worker. I have first-hand experience with North Slope oil 
company equipment maintenance programs. They are sub-standard.
The failures on the Oil Transit Lines (and many other equipment failures) are the 
result of years worth of deferred maintenance and cost saving. Negligence.
This behavior should not be rewarded with a tax credit.

Thank you for considering my opinion.

P ete r M cK ay
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a r c t i c  s l o p e  
© ■  r e q i o n a l  c o r p

o

Honorable Senate President Lyda Green v-'^7
Alaska State Senate 
State Capitol Building 
Room 111
Juneau, AK 99801-1182 

Transmuted via fax: 907-165-3805 

Dear President Green:

D )

On behalf o f  the Arctic Slope Regional Coipoiaiiou (ASRC), 1 am writing to express 
both concern with and support lor certain provisions in CS SB20U1 ( J U D ) .  ASRC is 
thankful for the opportunity to weigh-m as an Alaskan company and major employer in 
this state.

Our primary concern continues to be with the language in Section 36(f)(2)(13) (j) and (ti), 
which requires oil and gas explorers applying for exploration tax credits to disclose 
seismic survey and well data from non-St me lands.

It is important for the State to consider and protect the tights o f  private property owners, 
especially since the actual privately-owned land acreage is significantly smaller than 
federal and Slate owned lands, and most o f  those private lands are owned by Alaska 
Native corporations. Alaska Native corporation lands are perhaps the single most 
important tool Native corporations use to provide benefits to their shareholders and 
Alaskans in general through employment and other economic contributions to the State 
Diminishing the value o f  private lands by releasing confidential information about them 
will have the unintended consequence o f  iniunng Native corporations and then ability to 
participate and invest in the Alaska economy Ihe burden on Native corporations is 
especially unfair, since, as landowners, they do not receive the benefit o f  the tax credits 
Their lessees receive those credits, while the Native corporations’ land values are 
diminished by disclosure o f  data about Native lands to the State and the public

As discussed in our Novembei 2, 2007, letter, private landowners place high value on 
data in their negotiations with prospective lessees. Hus data is piopiietary and valuable 
precisely because it is confidential Confidential information about our lands is an 
important property right, fo rced  lisclosure of the data to the State and especially ro the 
public is a "taking" o f  that propcity light It may be appropriate to request a fiscal note on 
the cost o f  defending and the S ta te ’s liability foi "taking” claims by Alaskan private 
property owners.

i.o-(.®aie niMuqutniei* • PO Oo* 120 • 0ai?6* « « i.«m  • lr*t?\ iV /'i • («j07) tM itsaaor (9u?) • iax  gjiJoaW  *>733

y , v ; 2  f t - o *  O '?  ‘/ ‘T



NuV-Qr-07 09:03pm From-ARCTIC SLOPE REG CORP *8073386028 T-73G P .03/03 F-358

Our second area o f  concern is with Section 53(b). Recognizing that much committee 
work remains before final passage, 1 wish to call your attention to language in this 
Section that permits the Department o f  Revenue to substitute its judgm ent for the detailed 
and laborious rate-setting work o f  the Regulatory Commission o f  Alaska and the Federal 
Energy Regulatory Commission. Those bodies set intra and inter-state tariffs, 
respectively, for pipeline comm on carriers. Both agencies have established expertise to 
do their work. It is inappropriate for the Department o f  Revenue to reserve the power to 
second-guess their decisions about common carrier laiiffs.

As you move forward through the legislative process please consider that Arctic Slope 
Regional Corporation is willing to help craft an acceptable solution to these problems for 
the benefit o f  all parties.

Other parts o f  the bill have great merit, and ASRC' urges your support for them Section 
24 o f  CS SB2O01 (JUD) provides an incentive for in s ta te  gas use for the benefit o f  urban 
and rural consum ers and projects Also, Sections 31 and 32 in the CS HB20QI (RES) 
version improve the exploration incentive au d its  (L1C) and luster a positive climate for 
exploration throughout the State.

I sincerely appreciate the time invested by you, your committees and the Senate to 
address these critical matters I am available to discuss these issues further and to 
provide additional information about the concerns itiised in this letter. Please do not 
hesitate to contact me directly on my cell phone at (20?) 660 8495, o r  in my office at 
(907)339-6066

Senator Gary Suv.-r.s S j i j :t* Major,r> I .m -. i
Stn.ilor Chdilif HuflT'fh. Sisialc Vvflip
Su id icfC itiK  TlkitiSd li Senate Klinortry L c a j . i

S u ito r  Ly m in  lloilin.ui. C o -C n iir  Sm alt F irum rt miwitinv

Son.iioi lU’ii Sm]in«n. f ’u-ClM.f Sftwt* lina/vt O n iin n u t
Sen,nor IK n y t 0»vi» Unm et K
Stn iun Johnnj f ii iv . Omncr I
Sciuioi Kim Ellon. PiUiiiTi U
Senator llulli> Fidntili Dnir.kt M
S u u t J i  Alb.uKOnV.kM i, O k U i . i C

Senator I <il M cG uire . D tiU n l f.

v ru m r Jo. llunn.u, U o irn i iv
Sc.ti.ttor Hill WifiCk'novkiVi D u m a  J

Sincerely,
ARCTIC Si.O PE R EO IO N A I C O R P O R A 1 ION

Tara Sweeney
Director, Government Affairs

C« S.-iumr funny O iwn U iiiriii T" Scnitw



November 7, 2007

Re: proposed oil lax increase 

Dear Honored Stale Legislator:

T he  Governor asserts that the stale o f  Alaska is owed its fair share o f  oil taxes. I would  
challenge that to state that working Alaskans deserve a fair share o f  the economic 
benefits o f  a  strong oil industry.

Revenue C om m issioner  Pat Galvin recently stated he wanted to tax the com panies up to 
the tipping point ju s t  short o f  w here  oil investments would be deterred. T his seem s a 
little cynical to me, akin to throttling the golden goose (but hopefully not (uite killing it). 
This  policy is shortsighted and counter productive.

The best interests o f  Alaska will be served by vibrant oil industry that en joys relatively 
low taxes. A m oderate oil tax burden will help all w orking Alaskans and all Alaska 
based com panies oilfield and non-oilfield alike. Real estate, com m ercial and residential 
construction, governm ent, professionals, services, local merchants, and outside based 
retailers all benefit in a trickle dow'n effect from a strong oil economy.

W ho builds oil field projects in A laska? W orking Alaska men and wom en, that’s who. 
Alaska based com panies with Alaska based payroll supporting A laska  families build 
these projects. Raising taxes jeopard izes  these jo b s  and businesses.

A lot has been said about o ther oil provinces raising taxes and foreign governm ents 
whose "take" far exceeds that o f  Alaska. The oil com pany executives will tell you  that the 
factors influencing investments are first geology (the potential for large undiscovered 
resources in the basin), then costs, then fiscal regim e, including overall take and risk o f  
change in fiscal structure.

Alaska with a m ature onshore oil basin and its harsh arctic environm ent ranks m oderate 
to poor in the first two categories. Recent changes to the tax structure (i.e. last year’s S IR  
PPT increase) m ake Alaska look riskier than it has been historically. A high tax rale 
proposed by AC’IvS would com plete  the picture by negatively affecting Alaska's 
competitive position in all categories. A laska should give a tax incentive to future 
investment com pared  to our neighbors with w hom  we are com peting with for inve: t nent.

Let us not forget that Alaska, unlike other US states, has a significant royalty interest. 
This alone should align Alaska with the producers in a <.|uest to m axim ize production 

rather than m axim izing  taxes on a d im inish ing  production stream. Increasing oil taxes 
means fewer projects will be executed by the producing companies. I his m eans less oil



production in the long run. Less oil production m eans fewer royalties to the state o f  
Alaska.

A laskan 's fair share  o f  a  bright economic future should be given priority instead o f  a 
grea ter Alaska governm ent take.

Very truly yours

/s/

Paul K. W harton

T he  author has lived in A laska  s ince 1984 and has been em ployed  during that time in oil, 
m ining, and law. The au thor currently works for ConoeoPhillips Alaska, Inc. in the 
A nchorage  tower. The v iew s expressed here arc my own.
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P e t i t i o n  t o  W O T  C h a n g e  t h e  P P T

P e tit io n  s u m m a ry  a n d  
b a cka ro u n d

A c tio n  p e tit io n e d  fo r

W e b e lie v e  th a t  th e  O c to b e r 18, 2 0 07  Sp_v.idl Session on  th e  P e tro le u m  P ro fits  T a x  (P PT) has d e ve lo p e d  an  e m o tio n a l 
c lim a te  th a t  w ill fo s te r p u n itiv e  a c tio n s  in s te a d  fo cu s in g  on  fa c ts  an d  a  ta x  p o lic y  th a t  en co u ra g e s  g ro w th  a n d  in v e s tm e n t in 
A laska. _________________________________________________________________________________________________

W e, th e  u n d e rs ig n e d , a re  con ce rn e d  A laskans w h o  u rg e  o u r  le g is la to rs  to  NO T m a ke  a n y  changes to  th e  PPT d u r in g  th e  
Specia l Session. W e ask th a t th e  Le g is la to rs  m e e t w ith  th e ir  c o n s titu e n ts  b e fo re  th e  n e x t re g u la r session a n d  d iscuss h o w  
to  d e v e lo p  a ta x  p o licy  th a t  p ro m o te s  in v e s tm e n t. ________________

P r in t e d  N a m e S ig n a t u r e Address C o m m e n t
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Petition to NOT Change the PPT

P e tit io n  s u m m a ry  a n d  
b a c k g ro u n d

W e b e lie ve  th a t th e  O c to b e r 18, 2007  Specia l Session c.n th e  P e tro leu m  P ro fits  T ax  (P PT) has de ve lo p e d  a n  e m o tio n a l 
c lim a te  th a t w ill fo s te r p u n itiv e  ac tio ns  in s te ad  focu s ing  or. fa c ts  a n d  a ta x  p o licy  th a t  e n cou rage s  g ro w th  a n d  in v e s tm e n t in 
A laska.

A c tio n  p e tit io n e d  fo r W e, th e  un d e rs ig n e d , a re  con ce rn ed  A laskans w h o  u rg e  o u r le g is la to rs  to  N O T m a ke  an y  changes to  th e  PPT d u r in g  th e  
Specia l Session. W e ask th a t th e  L e g is la to rs  m e e t w ith  th e ir  c o n s titu e n ts  b e fo re  th e  n e x t re g u la r session a n d  d iscuss  ho w  

to  d e v e lo p  a ta x  p o licy  th a t  p ro m o te s  in v e s tm e n t.

P r in te d  N am e S ig n a tu r e
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P e t i t i o n  t o  N O T  C h a n g e  t h e  P P T

P e tit io n  s u m m a ry  an d  
b a c k g ro u n d

W e be lie ve  th a t  th e  O c to b e r 18, 2 0 0 7  Specia l Session on th e  P e tro leu m  P ro fits  T a x  (P P T ) lia s  d e ve lo p e d  an e m o tio n a l 
c lim a te  th a t w ill fo s te r  p u n itiv e  a c tio n s  ins tead  focu s ing  on fac ts  an d  a ta x  p o lic y  th a t  encou rage s  g ro w th  a n d  in v e s tm e n t in 

A laska.

A c tio n  p e tit io n e d  fo r W e, th e  un d e rs ig n e d , a re  c o n ce rn e d  A laskans w h o  u rg e  o u r le g is la to rs  to  N O T m a ke  a n y  changes to  th e  PPT d u rin g  th e  
S pecia l Session. W e a sk  th a t th e  Le g is la to rs  m e e t w ith  th e ir  c o n s titu e n ts  b e fo re  th e  n e x t re g u la r session  a n d  d iscuss ho w  
to  d e ve lo p  a ta x  p o licy  th a t p ro m o te s  in ve s tm e n t.

P r i n t e d  N a m e S ig n a t u r e A d d r e s s C o m m e n t  | D a t e
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P e t i t i o n  t o  N O T  C h a n g e  t h e  P P T

P e tit io n  s u m m a ry  a n d  
b a c k g ro u n d

W e b e lie v e  th a t th e  O c to b e r 18, 20 07  S pec ia l Session 011 th e  P e tro leu m  P ro fits  T a x  (P P T ) has d e ve lope d  an e m o tio n a l 
c lim a te  th a t  w ill fo s te r p u n itiv e  a c tio n s  in s te a d  focu s ing  on fa c ts  and  a ta x  p o lic y  th a t en co u ra g e s  g ro w th  an d  in v e s tm e n t in 
A laska.

A c tio n  p e tit io n e d  fo r W e, the  u n d e rs ig n e d , a re  c o n ce rn e d  A la skan s  w h o  u rg e  o u r le g is la to rs  to  N O T  m a ke  a n y  cha ng es  to  th e  PPT d u r in g  th e  
Specia l S esr 1. W e ask  th a t  th e  L e g is la to rs  m e e t w ith  th e ir  c o n s titu e n ts  b e fo re  th e  n e x t re g u la r session a n d  d iscuss how  
to  d e v e lo p  ix  p o licy  th a t  p ro m o te s  in v e s tm e n t.

•  •  •
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6
11-8-07 P a u l D . K e n d a l l P P T  t e s t im o n y
T o : J o in t  S e n a te  a n d  H o u s e  c o m m it t e e s  r e v ie w in g  P P T  2001 b i l ls  
R E F : T e s t im o n y  E n o u g h  is  E n o u g h , it  is  t im e  fo r  a n e w  s o c ie t y  !

L a d ie s  a n d  G e n t le m e n  o f th e  L e g is la tu r e  a n d  f e l lo w  c it iz e n s  o f  A la s k a ,
12

F ir s t , I c o n t in u e  to s u p p o r t  o u r  G o v e r n o r  in  h e r  h o n o r a b le  in t e n t io n s  w it h  
P P T .
H o w e v e r ;  I s t i l l  p re fe r  a G ro s s  %  o f  p r o d u c t io n  p a id  to u s  a n d  t h e n  w e  g iv e  
b a c k  fo r p a r t n e r s h ip s  a n d  v e n tu r e s  o f  e a r n e d  v a lu e  a n d  s u b s t a n c e  from  a 
c h e c k  o ff  l ik e  m e n u  . ( n e e d s  m o re  d is c u s s io n )

18
A L S O , W e  m a y  n e e d  to  c u t  o u r  lo s s e s  b y  le t t in g  th e  b ig  3 g o  a n d  b r in g  n e w  
le a s e  h o ld e r s  a n d  m o re  e a g e r  in v e s to r s  from  C h in a  - O r  a t le a s t  r e p la c e  
E X X O N  w h o  is  c le a r ly  n o t  " s h o w in g  u s  th e  lo v e . . . .”

24 W ith  th e  o n g o in g  P o l it ic a l a n d  O il C o . C o r r u p t io n , E n e r g y  In s t a b i l it y , 
o u r  p a rt tim e- L e g is la t u r e s ’ c u t  a n d  ru n  to  J u i.e a u , O P E C  p a r t n e r s h ip s , 
IR A Q  K i l l in g s ,  E n e r g y  c o n s t r u c t e d  a n d  c o n t r iv e d  p r ic in g , H y d r o g e n  D e v . , 
W o r ld  O il C o m p a n ie s  r e fu s a l to te s t ify  o n  r e c o r d , O u r  le g is la t u r e  a n d  o th e r  
b o d ie s  n o t  a l lo w in g  u s  th e  c it iz e n s  to s u b s t a n t ia l ly  c o m m e n t  a n d  a sk  
q u e s t io n s  o f  s u b s t a n c e ,

30
c a n  o n ly  c o n c lu d e  th e  f o l lo w in g

T h e  g re a t p e o p le  o f  A la s k a  c a n  a n d  s h o u ld  n o  lo n g e r  bo  a s u b ju g a t e d  
a n d  e n s la v e d  p e o p le  b y  E n e r g y  in te r e s ts  o u t s id e  o f  A la s k a .

It is  t im e  to  e n d  th is  u n ju s t if ie d  a n d  i l le g a l e c o n o m ic  b e tra y a l a n d  
36 a s s a u lt  o n  th e  c it iz e n s  o f  A la s k a  a n d  t h e ir  f a m il ie s .

T h is  ir r a t io n a l c o n v e y a n c e  o f  o u r  a s s e ts  to  s o m e  d is t a n t  f u n d  o r  o th e rs  
e c o n o m ic  b e n e f it  to b e  e n jo y e d  b y  a r e la t iv e ly  few  in s id e r s  h a s  to  c o m e  to  
a n  e n d . . .

T h e  A la s k a n  p e o p le  h a v e  b e e n  a n  u n d e r s t a n d in g , g e n e r o u s , p a t ie n t ,
42 lo y a l,  a n d  a c c o m m o d a t in g , p a r tn e r  w it h  tho  B IG  O IL  C O M P A N IE S  a n d  o u r  

P O L IT IC IA N S .
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H ow e v e r ;  D u e  to  th e  p a s t , c u r r e n t  a n d  p r e d ic te d  E N E R G Y  E V E N T S  th e  
t im e  h a s  n o w  c o m e  fo r  u s  th e  c it iz e n s  o f  A la s k a  to  b e g in  o u r  n e x t  s o c ie t y , a 
m o r e  ju s t  a n d  m o r e  free  s o c ie t y .

Y o u , o u r  e le c t e d  le a d e r s  s h o u ld  p u b l ic ly  a n d  h o n e s t ly  d e te rm in e  th e  
a n n u a l a m o u n t  o f  C u b ic  F e e t  o f  N a tu ra l G a s  n e e d e d  fo r th e  s in g le  fa m ily  

54 h o m e  o w n e r  b a s e d  o n  th e  m o d e l b e lo w :

(SFHOM ) S in g le  f a m ily  h o m e  o w n e r  m o d e l = le s s  o r  u p  to f ir s t  1,000 s q  ft 
l iv in g  s p a c e  w it h  20 x  20 2 c a r  g a ra g e , 12 x12 s to ra g e  s h e d , 20 X 20 g re e n  
h o u s e  o n  100’ X 100’ lo t  s iz e  —  1 p e r s o n , 1 v e h ic le

60
T h e  a n n u a l a l lo tm e n t  p e r  h o u s e h o ld  to ta l a m o u n t  o f  e n e r g y  c o n v e r t e d  to 
C u b ic  F e e t  o f  g a s  s h a l l r e f le c t  th e  h o m e  n e e d s  for:
H E A T IN G  A N D  C O O K IN G  
E L E C T R IC IT Y
G A S O L IN E  P O W E R E D  T R A V E L  o f  100 m ile s  d a ily  r o u n d  tr ip  from  h o m e . 

6 6  E s t im a te d  a n n u a l a l lo tm e n t  a m o u n t  o f  N a tu ra l G a s  in  c u b ic  fe e t to  b e  in  
th e  o rd e r  of:

H o m e  u s e a n n u a l m a x c u  ft c o n v X *100,000 h o m e s **$

H t - c o o k
E le c t r ic it y
g a s o l in e

175 M c f  
8,500 kw h  
1,825 g a l (1per)

s a m e  
28.2Mcf 

224.2 M c f

17.5 M M c f 
28.2 M M c f
22.5 M M c f

"“ T O T A L S (all # a re  e s t im a te s ) 68.2 M M c f d is c u s s io n

78 "TO TA L  N U M B E R  O F  S IN G L E  F A M IL Y  H O M E S  IN  A L A S K A  + D A TA  ??
100,000 h o m e s  = 300,000+ p o p u la t io n  ? a g u e s s  * I h a v e  h a d  a ha rd  t im e  

tr y in g  to  g a th e r  t h e s e  n u m b e r s  by  s in g le  fa m ily  h o m e  o w n e r s , a p t  
c o m p le x e s ,  t r a i le r s , d u p le x e s , e tc .. .
** tho  g a s  c o m e s  o u t  o f  th e  g r o u n d  c o s t  n e a r ly  n o t h in g  in  r e la t io n  to  -? 
"** I h a v e  t r ie d  to m a k e  th e s e  to ta ls  m a x im u m  to w a y  o v e r  a m o u n t s

(I g a th e r e d  th e s e  e n e r g y  f ig u r e s  a s  b e s t  I c o u ld  o n  s u c h  s h o r t  n o t ic e  
today!)

90
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96

1 0 2

108

114

1 2 0

126

132

Y o u , o u r  e le c t e d  o f f ic ia ls  o n  o u r  b e h a lf  s h o u ld  c a u s e  a n d  m a k e  to 
h a p p e n  N ow ; w it h in  th e  P P T  b i l l t h is  in c lu s io n  a s  a p i lo t  p r o je c t  to w a r d s  a 
n e w  h is to r y  fo r  A la s k a  b y  d e c la r in g  a n  a n n u a l a l lo tm e n t  o f  e n e r g y  fo r
1 0 0 . 0 0 0  h o m e s  a s  d e s c r ib e d  a b o v e .

T f r s  p i lo t  p r o je c t  a n n u a l e n e r g y  a l lo tm e n t  s h o u ld  b e  m a d e  a v a i la b le  to
1 0 0 . 0 0 0  h o m e  o w n e r s  o n  a s t a te w id e  p e r  c a p ita  %  b a s is , by  lo n g e v it y ,  
d r a w in g  e v e r y  3 y e a rs  o r  s o m e  o th e r  lo c a l fa ir  a n d  a g r e e a b le  m e a n s . . .

W e  a s  A la s k a n s  c a n  n o  lo n g e r  a l lo w  th e  “ th e  c o n s p ir a t o r ia l f e w  w h o  
fo r  p ro f it  o f  t h e ir  o w n  w o u ld  b e  W o r ld  r u le r s  a t o u r  p e o p le s , f a m il ie s  a n d  
lo v e d  o n e s  e x p e n s e ;

A g a in , , W e  f r e e d o m  lo v in g  A la s k a n s  w i l l n o  lo n g e r  b e  a n  e c o n o m ic a l ly  
s u b ju g a t e d  a n d  e n s la v e d  p e o p le .  It is  o v e r !

T h e  t im e  o f  b e in g  e c o n o m ic a l ly  b lo o d  s u c k e d  b y  a fe w  h a s  c o m e  a n d  
g o n e !  It is  t im e  to  b e g in  a n e w  s o c ie t y , a b e t te r  a n d  m o r e  free  s o c ie t y . It is  
t im e  fo r  A la s k a  to  ta k e  h e r  p la c e  in  th e  h is to r y  o f  W o r ld  a s  th a t n e w  
s o c ie t y . . . .  F ir s t  o f  th e  s u r e ly  m a n y  to  fo l lo w .

B y  a l lo w in g  o u r  h o m e s  a c c e s s  to o u r  n e a r ly  fr e e  e n e r g y  , w e  w i l l  n o t  
o n ly  s t o p  th e  e x it  o f la rg e  a m o u n t s  o f  o u r  m o n e y ;  b u t  w e  s h o u ld  s e e  a 
t r e m e n d o u s  g ro w th  in  o u r  h o u s in g  m a rk e ts , n e w  t e c h n o lo g ie s ,  c it iz e n  
in f lu x e s , a n d  s u b s t a n t ia l in f r a s t r u c tu r e  g ro w th  fo r  o u r  s ta te  n e e d s .

T h e  tru e  a n d  a c tu a l g a s  a l lo tm e n t  c o s t  to th e  O il In d u s t r y  a n d  o u r  
p e rm a n e n t  fu n d  is  n e a r ly  n i l l .

A L A S K A  is  p e r c h e d  to  b e  a n e w  a n d  v ib r a n t  s o c ie t y , a s h in n in g  a n d  
h is t o r ic a l l ig h t  in  th e  h is t o r y  o f  th e  w o r ld . . .
Its a ll h e re ;

It is  t im s  to  t e a c h  th e  c h i ld  w h o  is  th e  p a re n t; to  e d u c a t e  th e  m is g u id e d ,  
w h o  h a v e  c le a r ly  g o n e  to w o r s h ip in g  p ro f its  in  th e  p la c e  o f  " s p ir it u a l 
in s ig h t ” a n d  " Q u a lit y  o f  L if e ” ; O th e r  t r u e  v a lu e s .

It is  t im e  to b e c o m e  a b e t te r  a n d  m o r e  fre e  s o c ie t y  a n d  in  o r d e r  to  d o  
th a t  w e  m u s t  c o m e  to  th e  a id  a n d  d e f e n s e  o f  th e  v e ry  f o u n d a t io n s  o f  o u r  
s o c ie t y  -
T h o  S in g le  f a m ily  h o m e , O u r  f a m ily ’s- w h ic h  w e  a l l a s p ir e  to  b e  a p a rt o f.

IF  “ f o s s il fu e le r s  ” w a n t  to m a k e  u n b r id le d  p ro f its  a n d  w e a lt h , t h e n , s o  b e  
it; B u t  y o u  s h a l l n o t  m a k e  it o n  th e  b a c k s  o f  o u r  m o s t  f u n d a m e n ta l 
f o u n d a t io n s  o f  o u r  s o c ie t y , o u r  h o m e s  w it h  o u r  lo v e d  o n e s .
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138 T h e  S in g le  F a m ily  H o m e  a n d  O u r  f a m il ie s  E n e r g y  w e lfa r e  from  th is  d a y  
fo rw a rd  - s h o u ld  b e  “O F F  L IM IT S ” to th e  p r o f it e e r in g  a n d  c a p ita l 
g e n e r a t io n  o f  a few  la z y  a n d  p o w e r  d r u n k  in d iv id u a ls  r u n n in g  a m u c k  
g u is e d  a s  qua s i- fre e  e n te r p r is e  c o r p o r a t io n s .

144 S in c e r e ly  a n d  R e s p e c t f u l ly ,

P a u l D . K e n d a l l 
907-222-7882

150
[[[[[[[[[[[[[[[[w[a[t[e[r[[[f[u[e[L[[[[[[[[[[[ E N D  [[[[[[[[[[[[[[[[[h[y[[d[r[o[[g[e[n[[[[[[

P s .. M r. G a lv in ,  w ith  a ll d u e  r e s p e c t  fo r  y o u r  in t e n t io n s  a n d  c h a ra c te r .

156 I c a m e  to  t h is  c o n c lu s io n  l is t e n in g  to  M s  N e ls o n  a n d  M r. T h o m a s
a s k in g  y o u  a b o u t  t h e ir  c o m m u n it y  n e e d s  fo r  e n e r g y ..
A n d  y o u  a d v is in g  h im  ( tru th fu lly )  th a t " th e  e n e r g y  p r ic e  h is  p e o p le  w o u ld  
p a y  w o u ld  b e  b a s e d  o n  th e  w o r ld  o i l m a rk e t p r ic e s ”

W e ll ,  it  d o n ’t g e t  m u c h  p la in e r  th a n  that! F u n n y  t h in g  a b o u t  th e  tru th , it 
162 is  w h a t  it  i s . . . .

L a d ie s  a n d  G e n t le m e n ,
E n o u g h  is  E n o u g h !  T h e  t im e  h a s  c o m e  to  fre e  o u r  p e o p le . Y o u  k n o w  th is  

is  th e  tru th ; Y o u  k n o w  I am  r ig h t . . .a n d  w e  a re  n o t  a lo n e !

168

A ll E X X O N  p e rm a n e n t  fu n d  s to c k  m o n e y  s h a l l b e  r e d ir e c te d  im m e d ia t e ly  
to  o th e r  in te r e s ts  u n le s s  E X X O N  s e t t le s  w ith  o u r  p e o p le  w it h in  30 d a y s .

T h a t  m  n e y s ’ in t e r e s ts  s h a l l a u g m e n t  th e  im m e d ia t e  c o n s t r u c t io n  o f  
o u r  o w n  A la s k a  G a s  p ip e l in e  n e e d s  a n d  s e v e r a l H y d ro - E le c tr ic  P o w e r  a n d  

174 H y d r o g e n  G a s  p r o je c t s  fo r  o u r  A la s k a  f a m il ie s  n e w  s o c ie t y  a n d  n e w  
t e c h n o lo g ic a l e n e r g y  n e e d s .

F u r th e r , b e  it r e s o lv e d , P IR S  a n d  T IR S  s h a l l b e  p la c e d  o n  n o t ic e  th e y  
s h a l l  s t a n d  a t o u r  re a d y , to  s e r v e  o u r  n e e d s  a s  th o  g re a t s ta te  o f  A la s k a  
th e y  c r e a te d , m a y  n o w  n e e d  th e m  y e t a g a in  to  h e lp  ca rry  o u r  jo u r n e y  to  a 
n e w  s o c ie t y , a n e w  r e c o g n it io n  fo r A la s k a  in  th o  w o r ld s  h is to r y  o f  a 

180 f r e e d o m  lo v in g  p e o p le s .

W e ll ,  n o w  im a  s ta r t in  to  g e t  c a r r ie d  aw a y  h e re  s o  -- C h o w  ?
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T O M  L A K O S H  P .O . B O X  100648 A N C H O R A G E , A K  99510 Ph/Fax (907) 563-7380
N ovem be r 8, 2007

Fo r d is tr ibu tion  to a ll M em bers o f  the H ouse and Senate F in a n c e  Com m ittees before the 
p u b lic  test im ony session on 11/8/07 at 5:30 P M

P e t it io n  C h a lle n g in g  Ih e  C o n s t itu t io n a lit y  o f  C S  SB  2001 a nd  C S  H B  2001
(A CES  as Amended)

I f  it p leases the C ha irm an , m y  name is T om  Lakosh I  present th is pe tit ion  to the 
leg is lators in  both H ouse  and Senate F in a n ce  Com m ittees on  m y  ow n  b e h a lf  but posit 
c la im s o f  u ncons t itu t io na lity  that affec the rights o f  a ll A laskan c it izens . Please refer to 
the w ritten pe tit io n  subm itted to the offices o f  the C ha irm en  and otherw ise to each 
leg is la tor v ia  em a il. I  request in  response, w ritten conc lus ions o f  la w  and f ind ings o f  facts 
and w here there are d issen ting  op in io ns , I  request that such dissent be forwarded as w e ll. 
I  request t im e and access fo r ora l argument equal to that p ro v id ed  to the A dm in is tra t ion  
and lessees.

T he  C S  vers ions before the comm ittees are unconstitu tiona l due to v io la t io n s  o f  A rtic le  I  
Section 7, fa ir treatment in  adm in is tra t ive  and leg is la t ive  investigations , A rt ic le  I  Section 
15, p ro h ib it io n  o f  im pa irm en t o f  contracts, and A rt ic le  V U I Section 2, leg is la tive  
deve lopm ent o f  natura l resources in  the best interests o f  its peop le .

T h e  A C E S  b i l l  subm itted to the leg is lature and the testim ony o f  the A dm in is tra t ion  and 
its consultants is unconstitu tiona l, fa lse, m is lead ing  and conta ins materia l om iss ions 
w here  they pos it m u tu a lly  ex c lu s ive  arguments that contrad icts t iic ir  mandated 
adm in is tra t ive  authority pursuant to statutes, regu lations, and most im portantly , e x p lic it  
o i l and gas lease p ro v is io ns . T h e  A dm in is tra t io n  cannot c la im  that A laskans must extract 
a greater percentage o f  w in d fa ll profits at the same t im e  that it  c la im s that further 
deve lopm ent in cen tives  must be offered where it has the adm in is tra t ive  duty to both set 
the lim its  o f  “reasonab le profiLs” and the extent o f  productio  and deve lopm ent as 
stipu lated in  lease p ro v is io ns . I first direct the leg is la tors’ attention to standard lease 
sections 13(a) and (b).

13. D IL IG E N C E  A N D  P R E V E N T IO N  O F  W A S T E , (a) The  lessee sha ll 
exorcise reasonable d ilig e n ce  in  d r il lin g , p roduc ing , and operating w e lls  on 
the leased area un less consent to suspend operations tem porar ily  is granted 
by the state.
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(b) U pon  d iscovery o f  o i l or gas on the leased area in  quantities that w o u ld  
appear to a reasonable and prudent operator to be su ff ic ie n t to recover 
ord inary costs o f  d r illin g , com p le t in g , and p ro du c ing  a n  add it io na l w e l l in  
the same geo log ic  structure at another lo ca tio n  w ith  a reasonable p ro fit to 
the operator, the lessee must d r il l those w  ;tis as a reasonable and prudent 
operator w o u ld  d r il l, h a v in g  due regard for the interest o f  the state as w e ll 
as the interest o f  the lessee.

T h e  p la in  m ean in g  o f  these words taken together c lea r ly  establishes that lessees must

w i l l  p ro v id e  a “reasonable p ro fit” . T he  structure o f  th is contract language therefore

to a  “reasonable” rate and a ll add it iona l w in d fa ll p ro fit garnered m ust be re invested in to  
the contracted operations. I  w ou ld  assert w ith  a h ig h  degree o f  con fid ence  that there are 
no cost-plus contracts in  the w o r ld  that w o u ld  a llo w  the 64%+- rates o f  return revealed in  
testimony before you . U nder no c ircumstances w o u ld  these stratospheric profits be 
deemed “reasonable” by any competent and unb iased T r ie r  o f  fact g iv e n  that the leases 
are essentia lly  cost-plus contracts o f  enorm ous total v a lu e . T h e  A dm in is tra t io n  cannot 
le g it im a te ly  c la im  that there are w in d fa lls  to be extracted w ith  h ig h e r tax rates and that 
the state m ust a lso subs id ize costs that arc requ ired to be funded by  the same w in d fa ll. 
These arguments are m utua lly  exc lu s ive  and m ay not be deemed cred ib le .

T h e  pos it ion  o f  the A dm in is tra t io n  becomes even  more absurd where the leases, statutes 
and regu la tions a lso grant the A laska D epartm ent o f  Natura l resources, A D N R , com p lete 
authority to regu late the p la n  o f  operations and p la n  o f  deve lopm en t fo r each lessee and 
com b in ed  lessees in  a u n it operating p lan . I  n ow  d irect the leg is lators to the standard 
lease sections 9(e), 10(a) and 10(b).

9. P L A N  O F  O P E R A T IO N S , (c) In  a pp rov ing  a lease p la n  o f  operations or 
an am endm ent o f  a  p lan , the com m iss ioner w i l l  requ ire amendments that 
the com m iss ioner determ ines necessary to protect the state's interest. T he  
com m iss ioner w i l l  not requ ire an am endm ent that w o u ld  be incons istent 
w ith  the terms o f  sale under w h ic h  the lease was obta ined , or w ith  the terms 
o f  the lease itself, o r w h ich  w ou ld  dep r ive  the lessee o f  reasonab le use o f  
the leaseho ld  interest.

10. P LA N  O F  D E V E L O P M E N T , (a) Excep t as p rov ided  in  subparagraph
(d) be low , w ith in  12 months after com p le t io n  o f  a w e ll capab le o f  
p roduc ing  o il , gas, or associated substances in  pay ing  quantities, the lessee

keep d r il l in g  and p roduc ing  hydrocarbons on  the ir lease so lo ng  as each add it io na l w e ll

m im ic s  w hat is ty p ic a lly  k now n  as a “cost-plus contract” w here p ro f it is  f ix ed  and lim ite d
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sha ll 15 lc  tw o cop ies o f  an app lica t io n  for approva l by  the state o f  an in it ia l 
p la n  o f  deve lopm ent that must describe the lessee's p lans for deve lop ing  the 
leased area. N o  deve lopm en t o f  the leased area m ay occur u n t il a p lan  o f  
deve lopm ent has been approved by  the. state.

(b) T h e  p la n  o f  deve lopm ent must be  rev ised , updated, and subm itted to the 
state for approva l a nnua lly  before or on  the anniversary date o f  the 
p rev ious ly  approved p lan . I f  no  changes from  en approved p la n  are 
contemp lated for the fo llo w in g  year, a statement to that effect m ust be f ile d  
for approva l in  lie u  o f  the requ ired re v is io n  and update.

T he  p la in  m ean ing  o f  these words taken together w ith  those in  the “D IL IG E N C E  A N D  
P R E V E N T IO N  O F  W A S 1 E ” section c lea r ly  establishes that A D N R m u s t  first determ ine 
w hat is in  the best interest o f  the state, in  terms o f  p lans o f  operations and deve lopm ent 
for each lessee, and then expand any p la n  o f  operations or deve lopm ent subm itted by  a 
lessee to conform  w ith  the best interest o f  the state so lo ng  as it  a llow s “a reasonable 
p ro fit to the operator” . T he  A dm in is tra t io n  cannot le g it im a te ly  c la im  that state subsidy o f  
costs is needed to in c e n t iv iz e  deve lopm ent in  the best interest o f  the state w here it is 
a lready m andated to  amend lessees’ p lans o f  operations and deve lopm en t to com port w ith  
the state’s interest, and there are w in d fa ll p ro fits a va ila b le  to fund expanded p lans o f  
deve lopm ent. T h e  c la im  that incen tives are needed to advance the interests o f  the state 
necessarily  im p lie s  that lease adm in istration has fa iled  to fu l ly  promote the state’s interest 
in  conform ance w ith  its mandate under lease p rov is ions , statutes and regu lations. T he  
proposed increases in  taxes to extract w in d fa lls  a lso establishes that the fa ilu re  to regulate 
lessees in  the best interest o f  the state is not due to a la ck  o f  ava ilab le  fund ing  for 
im posed expanded p lans o f  operations and d e ve lo pm en t

W h ile  the A dm in is tra t io n  must preserve the best interests o f  the state, each leg is lator and 
the leg is la ture as a w ho le  must preserve the best interests o f  the p eop le  pursuant to 
A rt ic le  V U I S ection  2. Leg is lators must d ism iss the vast m a jo r ity  o f  the arguments o f  the 
A dm in is tra t io n  and lessees as fraudu lent on the ir face and conduct its ow n  investigation 
consistent w ith  A rt ic le  I  Section 7. T he  foremost question n ow  before Com m ittee  
M em bers is the issue o f  lease im pa irm ent created by the net pro fits tax and cred it system 
before you in  the C S  b ills  that is p roh ib ited b y  A rt ic le  I  Section 15 and the leg is la tive  
overs ight necessary to correct the fa iled adm in istra tion o f  leases in  the best interest o f  the 
s t ^ c  or the peop le .

T h e  prim ary m echan ism  o f  lease contract im pa irm en t is presented by the tax deduction 
and cred it p ro v is ions in  the CS  b ills  that are e x p lic it ly  des igned to offset those
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expend itures by lessees w ho  are otherw ise requ ired to bear the burden o f  those costs to 
the fu ll exhaustion o f  any w in d fa ll profits that m ay be a va ila b le  to them  over the life t im e  
o f  lease d e v e lo pm en t T h e  leg is la ture m ay w e ll grant subsid ies to lessees once  these 
accum u la ted w in d fa ll pro fits have been fu lly  expended, but it  must first determ ine that 
the  subsid ies are a c tua lly  needed g iv e n  a proper adm in is tra t ion o f  bases and w i l l  result in  
advancem ent o f  the peop les ’ best interest. T h e  requested r e l ie f  from  im pa irm en t o f  
contracts issue w o u ld  be adoption o f  m y  proposed amendments to the C S  b ills  as 
p ro v id ed  b e low , (see section (q) in  the H ouse C S  and (p) in  the Senate C S , changes that 
do no t im p a ir  the intent w o u ld  be appreciated):

25-GH0014W C S  F O R  H O U S E  B IL L  N O . 2001(RES)

* new  Sec. 20. A S  43.55.011 is am ended by  add ing  n ew  subsections to read:

(o) In  add ition  to the tax le v ie d  under (e) o f  th is section , for each m onth  fo r w h ic h  the 
producer's average m on th ly  p roduction  tax va lu e  o f  the taxab le o il and gas exceeds $30 
for each B T U  equ iv a le n t barrel, there is le v ie d  on  the producer o f  o il or gas a tax fo r a ll 
o i l and gas p roduced that m on th  from  each lease or property in  the state, less any o i l and 
gas the ow nersh ip  or r igh t to w h ic h  is exem pt from  taxation or constitutes a landow ner’s 
roya lty  interest. Excep t as otherw ise p ro v id ed  under (j) and (k) o f  th is section , the tax 
le v ied  under th is  subsection is equa l to the sura over a ll m onths o f  the ca lendar year o f  
the am ount ca lcu la ted  under th is  subsection . Fo r each m on th  for w h ic h  this subsection 
app lies and fo r w h ic h  the average m on th ly  p roduction  tax v a lu e  o f  the taxab le o il and gas 
is

(1) not m ore than $40 fo r each B I U  equ iva len t barrel, the tax is equai to 0.2 
percent o f  the gross va lu e  at the p o in t o f  p roduction o f  the taxab le o i l and gas for 
that m onth  m u lt ip lie d  by the num ber that represents the d iffe rence between the 
average production  tax va lu e  fc.* each B T U  equ iva len t barrel o f  the taxable o il and 
gas for that m on th  and $30;

(2) m ore than $40 but not more than $50 for each B T U  equ iva len t barre l, the tax is 
equal to tw o percent o f  the gross va lue  at d ie  po in t o f  p roduction o f  the tr,v ' ' lc  o il 
and gas for that m onth  p lus 0.3 percent o f  the gross va lue  at the po in t o f  
production o f  the taxab le o i l and gas for that m onth m u lt ip lie d  by the num ber that 
represents the d iffe rence between the average production tax va lu e  for each B T U  
equ iva len t barre l o f  the taxable o il and gas for that m onth and $40;

(3) m ore than $50 but not m ore than $60 for each B T U  equ iva len t barrel, the tax is 
equa' to f iv e  percent o f  the gross va lue  at the po in t o f  p roduction o f  the taxable o il
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and gas for that m on th  p lus 0.4 percent o f  the gross v a lu e  at the p o in t o f  
p roduction o f  the taxab le o i l and gas fo r that m on th  m u lt ip lie d  b y  the num ber that 
represents the d ifference between the average production tax v a lu e  for each B T U  
equ iva len t barrel o f  the  taxab le o i l and gas for that m onth and $50; or

(4) m ore  than $60 fo r each B T U  equ iva len t barrel, the tax is equa l to n in e  percent 
o f  the gross va lu e  at the p o in t o f  production o f  the  taxab le o i l and gas fo r that 
m on th  p lu s  0.5 percent o f  the gross v a lu e  at the p o in t o f  p roduction  o f  the taxab le 
o i l and gas for that m on th  m u lt ip lie d  b y  the num ber that represents the d ifference 
be tw een the average p roduction tax v a lu e  for each B T U  equ iva len t barrel o f  the 
taxab le o i l rmd gas fo r that m onth and $60.

(p) N o tw ith s tand ing  other p ro v is ions o f  th is section , for a ca lendar year before 2022, the 
tax le v ie d  under (e) and (o) o f  th is section for each 1,000 c u b ic  feet o f  gas for gas 
produced from  a lease or property outside the C o o k  In le t  sed im entary bas in  and used in  
the state m ay not exceed the am ount o f  tax for each 1,000 c u b ic  feet o f  gas that is 
determ ined under (j)(2 ) c f  th is section.

(q) A l l tax deductions and tax credits a llow ab le  to an o il and gas lessee pursuant to the 
p ro v is io ns  o f  A S  38.05.180(i), A S  41.09.010, A S  43.20.043 and 43.55.11-.170 sha ll not 
be app lied  for, r r  transferred by a lessee no r approved b y  the A laska Departm ent o f  
R evenue  unless:

( 1) the lessee has fu lly  satisfied the d ilig e n ce  requirements o f  its lease to the extent 
that it has re invested a ll w in d fa ll profits above the a llow ab le  “reasonable pro fits”, 
as set forth in  the ir lease d ilig e n ce  sections and determ ined \y the Com m iss ioner 
o f  the A laska Departm ent o f  Natura l Resources, in to  d r il l in g , p roduc ing , and 
operating w e lls  on the leased area, and;

(2) the p lans o f  operations and deve lopm ent approved by tire C om m iss io n e r o f  the 
A laska Departm ent o f  N atura l Resources, pursuant to lease p ro v is io ns  and AS
38.05.180 et. seq., requires expend itures in  add it ion  to  the amounts ded icated to 
th is purpose in  ( 1) o f  th is subsection, and;

(3) a ll w in d fa ll profits, as described in  (1) o f  th is subsection , der ived  by lessee 
o ve r the life t im e  o f  the lease have been used to offset any and a ll deductions and 
credits that have been p rev ious ly  granted or may accrue, and;

(4) the tax deductions and tax c~2dits are c la im ed  by lessee to supp lem ent its lease 
d ilig e n c e  requirements o n ly  to the extent that such deductions or credits arc
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necessary to t im e ly  com p le te  the p lans o f  operations and deve lopm en t described in  
(2 ) o f  th is subsection , and;

(5) T h e  tax deductions and tax credits, deem ed a llow ab le  pursuant to subsection
(4) o f  th is  section , axe c la im ed  by  lessee in  the fo llo w in g  progressive order: cap ita l 
expend iture deductions; cap ita l expend iture credits; operating expense deductions.

C S  SB 2001 (JUD ) 11/05/07

*n ew  Sec. 24 A S  43.55.011 is amended by add ing  new  subsections to read:

(o) For a ca lendar year before 2022, the tax le v ie d  by (e) o f  th is section for each 1,000 
cu b ic  feet o f  gas that is produced from  a lease o r property outs ide o f  the C o o k  In le t 
sed imentary bas in and used in  the state m ay no t exceed the am ount o f  tax fo r each 1,000 
cu b ic  feet o f  gas that is determ ined under (j)(2 ) o f  th is section .

(p) A l l  tax deductions and tax cred its a llow ab le  to an o i l and gas lessee pursuant to the 
prov is ions o f  A S  38.05.180(i), A S  41.09.010, A S  43.20.043 and 43.55.11~.I70 sha ll not 
be app lied  for, o r transferred by  a lessee nor approved by  the A laska  D epartm ent o f  
R evenue  unless:

(1) the lessee has fu lly  satisfied the d ilig e n c e  requirements o f  its lease to  the extent 
that it  has re invested a ll w in d fa ll profits above the a llow ab le  “reasonable profits”, 
as set forth in  the ir lease d ilig e n ce  sections and determ ined by the C om m iss io ne r 
o f  the A la ska  Departm ent o f  N a tura l Resources, in to  d r il l in g , p roduc ing , and 
operating w e lls  on  the leased area, and;

(2) the p lans o f  operations and deve lopm ent approved by  the C om m iss io n e r o f  the 
A laska Departm ent o f  N atura l Resources, pursuant to lease p ro v is io ns and A S
38.05.180 ct. seq., requires expenditures in  add it io n  to the amounts ded icated to 
th is purpose in  (1) o f  th is subsection, and;

(3) a ll w in d fa l l profits , as described in  (1) o f  th is subsection , de r ived  by lessee 
over the life t im e  o f  the lease have  been used to offset any and a ll deductions and 
credits that have  been p rev io us ly  granted o r m ay accrue, and;

(4) the tax deductions and tax credits are c la im ed  by  lessee to supp lem ent its lease 
d ilig e n ce  requ irem ents o n ly  to the extent that such deductions o r cred its arc 
necessary to t im e ly  com p le te  the plans o f  operations and deve lopm en t described in
(2 ) o f  th is subsection , and;
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(5) the tax deductions and tax cred its, deem ed a llow ab le  pursuant to subsection (4) 
o f  th is section , are c la im ed  by  lessee in  the fo llo w in g  progress ive  order: cap ita l 
expend iture deductions; cap ita l expend iture credits; opera ting  expense deductions .

P lease note tha t the proposed structure o f  profits and tax above d irectly  m im ic s  the 
roya lty and net profits structure described by Pat F o le y  o f  P io nee r N a tu ra l Resources 
before the H ouse  F in a n ce  C om m itte e  th is afternoon b e g in n in g  at a bou t 2:20 P M  and h is 
testim ony is “ the other s ide o f  the co in ” regard ing lease im pa irm en t im posed b y  the C S  
b i l ls . Representative G ara ’s com m ents on the matter w ere qu ite  il lu m in a t in g  on this 
w h o le  issue as it exposed the p r im a ry  ro le  that A D N R  p lays in  d e te rm in in g  ju s t  how  
m uch  p ro fit m ay accrue to a lessee and h ow  m uch  revenue the  state rece ives from  lessees. 
T h e  issue o f  the fa ile d  adm in is tra t ion  o f  leases can be substan tia lly  addressed by  the 
fo llo w in g  amendments to the C S  b ills , (each b i l l w o u ld  add an add it io na l section 
requ ir ing  renum bering  o f  success ive sections):

25-GH00I4W C S  T O R  H O U S E  B I L L  N O . 2001(RES)

* Sec. 9. A S  33.05.180(q) is am ended to read:

(q) A  p la n  au thorized  by subsections (h) or (p) o f  th is section , w h ic h  in c lu d e s  la nd  ow ned 
by  the state, m ay conta in  a p ro v is io n  ves t ing  the com m iss ioner, o r a person, com m ittee , 
o r state agency , w ith  authority to  m o d ify  from  tim e to t im e  the rate o f  p rospecting  and 
deve lopm ent and the quantity and rate o f  p roduction unde r the p la n  to m a x im iz e  the 
benefit to the state cons ide r ing  tire lo n g  term  p roduction  o f  a ll hydrocarbons on such 
leases or un its and as o therw ise necessary for most e ffe ct ive  u t il iz a t io n  o f  a ll reg iona l 
resources. A l l leases operated unde r a p la n  approved or prescribed by  th e  com m iss ioner 
are excepted in  de te rm in ing  h o ld in g s  or contro l under A S  38.05.140. T h e  p ro v is io ns  o f  
th is section conce rn ing  cooperative o r u n it p lans are in  add it io n  to and do not affect AS
31.05.

(A) T he  term “reasonable p ro f it” as used in  the d ilig e n c e  sections o f  o i l and gas 
leases is to be de fined  by  the com m iss ioner to re flect the 67th pe rcen t ile  o f  the 
aggregation o f  the rates o f  return granted in  “cost-plus contracts” as com pared to 
projects o f  s im ila r  m agn itude and com p lex ity  to that o f  each lessee and w ith in  a 
s im ila r lega l fram ework to that experienced in  A laska.

(B) T he  d e f in it io n  o f  due d ilig e n c e  expend iture o f  net pro fits after the tak ing o f  
reasonable profits de fin ed  in  (A) sha ll be used for prudent exp lo ra t io n  and 
production d r il l in g  operations as proposed by the lessee or u n it operator in  the ir 
p lans o f  operations and d e v e lo pm en t T h e  com m iss io ne r sha ll a n n u a lly  re v iew  the
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plans o f  operations and deve lopm ent, and w hen  changes in  m ateria l cond itions 
ind ica te that such p lans requ ire am endm ent in  the state’s best interest’s, issue a 
co n d it io n a l p e rm it that m od if ies  the subm itted p lans . T he  com m iss ioner sha ll 
insure that the p lans are op tim ized  to p ro v id e  the m ax im um  lo ng  term production 
o f  a ll recoverab le  hydrocarbons us ing  the most e ffective  and e ff ic ie n t means to 
deve lop  the hydrocarbon resources on leased properties. T h e  op tim iza tio n  o f  p lans 
must be perform ed in  conform ance w ith  estab lished and prospective p o o l rules 
and other constra ints promulgated by  the A laska O i l  and G as Conserva tion 
C om m iss io n .

C S  SB  2001 (JUD) 11/05/07

* Sec. 10. A S  38.05.180(q) is am ended to read:

(q) A  p la n  authorized b y  subsections (h) or (p) o f  th is section , w h ic h  inc ludes land owned 
by the state, m ay con ta in  a p ro v is io n  vesting the com m iss ioner, or a person, comm ittee , 
or state agency , w ith  authority to m od ify  from  t im e  to tim e the rate o f  prospecting and 
deve lopm en t and the quantity and rate o f  p roduction  under the p la n  to m ax im ize  the 
b en e f it to the state cons ide r ing  the long  term p roduction  o f  a ll hydrocarbons on such 
leases or units and as otherw ise necessary for m ost e ffect ive  u t iliz a t io n  o f  a ll reg iona l 
resources. A l l  leases operated under a  p lan  approved or prescribed by  the  com m iss ioner 
are excepted in  de te rm in ing  ho ld in g s  or contro l under A S  38.05.140. T h e  prov is ions o f  
th is section co n ce rn in g  cooperative or un it p lans arc in  a dd it io n  to and do not affect A S
31.05.

(A) T h e  term  “reasonab le p ro fit” as used in  the d ilig e n ce  sections o f  o i l and gas 
leases is to be de fined  by the com m iss ioner to reflect the 67th percentile  o f  the 
aggregation o f  the rates o f  return granted in  “cost-plus contracts” as compared to 
pro jects o f  s im ila r  m agn itude and com p lex ity  to that o f  each lessee and w ith in  a 
s im ila r  lega l fram ework to that experienced in  A laska.

(B) T h e  d e f in it io n  o f  due d ilig en ce  expend iture o f  net profits after the tak ing o f  
reasonable profits de fined  in  (A) sha ll h e  used for prudent exp loration and 
p roduction d r il l in g  operations as proposed b y  the lessee or un it operator in  the ir 
p lans o f  operations and deve lopm ent. T h e  com m iss ione r sha ll a nnua lly  re v iew  the 
p lans o f  operations and deve lopm ent, and w hen  changes in  materia l cond itions 
ind ica te  that such p lans requ ire amendment in  the state’s best interest’s, issue a 
co nd it io na l pe rm it that m od if ies the subm itted p lans. T he  com m iss ioner sha ll 
insure that the p lans are o p tim ized  to p ro v id e  the m ax im um  lo ng  term production
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o f all recoverable  hydrocarbons using  the m ost efTective and  effic ien t m eans to 
develop th e  hydrocarbon resources on leased properties. The optim ization  o f  p lans 
m ust be perform ed  in  conform ance w ith  established and  p rospective  pool rules 
and o ther constraints p rom ulgated  by the A laska Oil and  G as Conservation 
C om m ission.

W hile the above proposed  am endm ents address the  contract im pairm ent and lease 
adm inistration issues, there are a  w hole host o f  o ther “m axim um  benefit” issues that 
sho u 'd  gainer th e ir  ow n am endm ents. T he  recognition o f  the “cost-p lus”  lease issue 
should  logically  lead to  the e lim ination  o f  the n e t profits ta x  altogether because lessees 
are constrained to only accrue “reasonab le profits” given th a t th e  sta te’s/peoples’ best 
in terest w ill require  ever increasing production investm ent and there  w ould  be no need 
fo r taxes to track  lessees’ profitability . A doption  o f  a  highly  p rogressive  excise  ta x  levied 
on  the gross va lu e  o f  raw  hydrocarbons at the po in t o f  export o r  p o in t o f  sale in-state 
w ould: dispense w ith  an  undu ly  burdensom e tax  adm inistration cost to  both  th e  state  and 
lessees that cou ld  be  better spent on  lease adm inistration and p roduction  respectively; 
incentivize the  elim ination o f  “ gold  p la ting” o f  costs upstream  o f  the p o in t o f  tax, and; 
capture hydrocarbons fo r tax tha t m ay o therw ise be exem pt from  tax  due to  point o f  
origin.

W here a p rogressive  excise tax  w ould  b e  designed to  capture th e  “lio n ’s share”  o f  
w indfall p rofits, ta x  credhs fo r specific equipm ent tha t has the h ighest correlation to  
u ltim ate hydrocarbon production w ould be  very  useful. E xam ples o f  such equipm ent 
provided in testim ony to  date should  include: advanced drill rigs; gas processing units; 
w a te r processing  units; sand processing un its; advanced seism ic testing  equipm ent and 
softw are; and o ther such  advanced equipm ent directly related  to find ing , d rilling  and 
processing hydrocarbons, particu larly  for heavy oil a rd  gas. W hatever utility  office 
buildings m ay have for production, A Jaskans’ best interests are  m ost served in assuring 
lull funding o f  those assets w ith  the h ighest correlation to  production o f  hydrocarbons in 
th e  proper ratio  to  allow  their effic ien t transport. I f  w e la ter find  tha t capital expenditures 
beyond a short list o f  highly qualified  and extrem ely expensive equipm ent w ould be 
w arranted, no lessee o r prospective exp lorer w ill com plain  i f  the legislature o r A D N R  
expands the l i s t  I f  these tax credits fail to  adequately fund the approved plans o f  
operation and developm ent, all but one lessee still has royalty  re lie f  available to 
supplem ent funding o f  the ir p roduction  activities pursuant to A S 3 8 .0 5 .180(j). Lessees 
that have expended the ir royalty  re lie f  and still cannot adequately fund the ir operations 
should be given th e  cp tion  o f  additional crediLs o r royalty  relief, but only  to the extent
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that the p rice o f  hydrocarbon(s) im pairs their ability  to  accrue “reasonab le  p ro fits” and 
after a  full exam ination  o f  the  com petency o f  the operator is conducted  by  A D N R .

W here the seism ic and/or w ell inform ation acquired  by E IC  tax  cred its are deem ed to be  
in the best in terest o f  the people, legislators m ust consider tha t the application fo r sim ilar 
tax  deductions o r credits she Id trigger the sam e production  o f  inform ation  by the 
applicant.

B enefits that accrue to the  peop le o f  A laska  due to the revenue  derived  from  hydrocarbon 
production are  o ffse t by  th e  detrim ental effects o f  clim ate change su ffered  by A laskans 
th a t reside in  areas w ith  perm afrost. T hese citizens are en titled  to  equal pro tection  from  
state and legislative actions im pairing  their w ellbeing. T he leg isla tu re  m ust m inim ally  
com m it to m it igation o f  the unequal effects o f  any bill tha t passes and is signed  into law.

T he CS bill fo lders p resen ted  to  both  F inance C om m ittees are requ ired  to  contain  m3' 
p rio r w ritten testim ony and oral testim ony sum m aries on  these  b ills. I  request th a t the 
C om m ittee M em ber? rev iew  m y p rio r testim ony as it contains a supplem ental 
perspective, advice and  ev idence that are relevant to the instant petition .

Sincerely

T om  L akosh , P ro  P er Petitioner
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