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1 Page 3, lines 22 - 23:

2 Delete "the standard practices of the inuustry

3 Insert "pood oil field practice"
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A M E N D M E N T  f i '  I

O F F E R E D  IN  TH E  H O USE
TO : C SH B  1 2 8 (0& G )

1 Page 3, lines 22 - 23:

2 Delete "the s tan d a rd  practices o f  the in d u s try '1

3 Insert "good oil field p ractice"
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T re v o r  F u lto n
y  j t

From:
Sent:
To:
Subject:

Jonathan Iversen (jonathan_iversen@revenue.state.ak.us] 
Thursday. March 22, 2007 4:59 PM 
Rep. Craig Johnson; Rep. Carl Gatto 
Good oil field oractice

Attachments: Good oil field practice.doc; goodoilfield.pdf

Per our conversation today, attached are a couple of definitions we found for good oil field practice. 
Thanks,
Jon Iversen

3/23/2007

mailto:jonathan_iversen@revenue.state.ak.us


U.S.

14 CCR § 1774
(e ) Pipelines shall he designed, constructed, tested, operated, and maintained in 
accordance with good oil field practice and applicable standards, such as the American 
Petroleum Institute (API) (API Rec. Prac. 1110 , 3rd Ed., Dec. 1991 , and API Spec, 
effective 1990 ) or American Society for Testing and Materials (ASTM) (ASTM Designation 
Stand. Spec., 1 9 91 ), Code of Federal Regulations 49 , Part 192 , or other applicable 
standards for the transportation of oil, gas, produced water, and other fluids.
Good oilfield practice includes, but is not limited to:
(1 ) Utilization of preventative methods such as cathodic protection and corrosion 
Inhibitors, as appropriate, to minimize external and internal corrosion.
(2 ) Employment, where practical, of equipment such as low-pressure alarms and safety 
shut-down devices to minimize spill volume in the event of a leak.
(3 ) Evaluating the applicability of locating any new pipelines or parts of a pipeline system 
that are being relocated or replaced above ground.
The use of pipe clamps or screw-in plugs are not considered good oilfield practice for 
permanent repair of pipeline leaks.

International:
Albania:

1. good oil field practices means practices which are generally accepted in the international 
petroleum industry as good, safe, economical and efficient."

The second looks like it was adopted by the European Union in regulations this year in the 
"Hydrocarbons Prospecting, Exploration and Exploitation law"

2. good oil field practices means all those "tivities that are generally accepted as good, safe, 
and efficient in the carrying on of hydrocai oon operations, and in accordance with generally 
accepted practices in the international petroleum industry.

C alifo rn ’a  D e p a r tm e n t  o f C o n se rv a tio n :



C O N C E PT U A L  A M E N D M E N T  1

OFFERED IN THE HOUSE 

TO: CSHB 128(0& G )

1 Page 3, lines 21 - 22:

Delete “Alaska Oil and Gas Conservation Commission”

2 Insert “person in the Department of Natural Resources who is the lead person for

3 exercisine oT rsight over the maintenance of oil and 2as facilities, equipment, and

4 infrastructure in the state”
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K o n ra d  J a c k s o n

From: John Norman [John_Norman@admin.state.ak.us]
Sent: Wednesday, April 25, 2007 11:36 AM
To: Konrad Jackson
Cc: Cathy P Foerster; Dan T Seamount; Kevin R Banks
Subject: Re: HB 128 / SB 80 Amendments
Attachments: John_Norman.vcf

Dear Konrad,

We believe this amendment will simplify and improve the bill. AOGCC is one o f  the agencies named in 
Adm inistrative Order No. 234 so we will still be able to provide advice and recommendations to 
Revenue through PSIO with DNR as lead agency. This will allow us to supply expertise from our area 
o f  regulatory oversight within a framework that facilitates coordination with other state agencies.

Thanks for checking with us and please let me know i f  you or Representative Olson have questions.

John

Konrad Jackson wrote:

Dear Mr. Norman,

As with Senator Wagoner's proposed amendment to SB 80 that would remove the AOGCC and 
replace it with the PSIO, Representative Olson will be offering the same amendment to HB 128 in 
House Resources.

I wanted to drop a quick note to inform you of his intentions and get any comments you may have in 
regards to this amendment.

Thank you for your time.

Konrad Jackson
Staff to Representative Kurt Olson
Phone: 907-465-2693
Fax: 907-465-3835

4/25/2007

mailto:John_Norman@admin.state.ak.us
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^  T H E  O F F IC E  O F  T H E  G O V

" S 'r*. t**

Sarah Palin STATE OF ALASKA April 18th, 2007
GOVERNOR OFFICE OF THE GOVERNOR

J u n e a u

ADMINISTRATIVE ORDER NO. 234

I, Sarah Palin, Governor o f  the State o f  Alaska, under the authority o f  art. Ill, secs. 1 
and 24, o f  the Alaska Constitution, and AS 44.17.060, nam e the com missioner o f  the 

D epartm ent o f  N atural Resources as the coordinator o f  oversight o f  facilities, equipment, 
infrastructure, and activities designed to explore for, produce, process, or transport oil and 

natural ga. from, across, o r within state oil and natural gas units or leases. This Order 
authorizes and directs increased and assertive oversight activities on state oil and natural 
gas units and leases by the Department o f  Natural Resources. These oversight activities 

include all activities relating to all facilities, equipment, and infrastructure. This O rder also 
provides for coordination among state agencies o f  oversight on oil and natural gas matters

on state land,

N othing in this Order affects the authorities or responsibilities o f  state agencies with 
perm itting, authorization, or oversight authority over oil and natural gas activities on state 
oil and natural gas units and leases, including advocacy by the Departm ent o f  Law before 

the Federal Energy Regulatory Commission and state regulatory commissions, the 
developm ent o f  fiscal terms under AS 43.82 or any later-enacted statute on development o f  

such fiscal terms, or construction and maintenance o f  surface and air transportation 
infrastructure by the Department o f  Transportation and Public Facilities under other legal

authority.

FIN D IN G S

1. It is in the best interests o f  the people o f  this state and the nation that oil and natural
gas exploration, production, and transportation facilities within this state be 

designed, constiucted, operated, and maintained in a safe and environm entally sound 
manner. Oversight by state agencies with legal jurisdiction over the facilities, 

equipment, infrastructure, and activities designed to produce and transport oil and 
natural gas must be efficient, effective, and capable o f  ensuring compliance with

state law.

2. It is in the best interests o f  the people o f  this state and the nation that oil and natural 
gas infrastructure in this state be designed, constructed, operated, and maintained to 
minimize the econom ic impacts to ongoing functions o f  state government caused by 
unplanned interruptions or reductions in oil and natural gas production in this state.

3. It is in the best interests o f  the people o f  this state and the nation that oil and natural
gas infrastructure be maintained to avoid premature abandonment, which would

liUp:/7w ww .tfov.slaie.ak.us/adm in-orders/234.hunl 4/1V/20U7



cause waste o f  the state's resources.

4. It is in the best interests o f  the people o f  this state to utilize existing state government
structures and processes to the maxim um  extent possible, and to effectively 

coordinate all state resources associated w ith oversight o f  facilities, equipment, 
infrastructure, and activities designed to produce oil and natural gas from state oil

and natural gas units and leases.

5. The Department o f  Natural Resources has the authority under AS 38.05 and AS 
44.37.020(a), and under state oil and natural gc .ases, to exercise oversight o f  all 

oil and natural gas facilities, equipment, infrastructure, and activities on state oil and
natural gas units and leases.

ORDER

To further these findings, I, Sarah Palin, Governor o f  the State o f  Alaska, order and declare
the following:

1. In regard to matters other than those relating to the development, and adoption or 
issuance, o f  regulations, standards, permits or other authorizations under federal,
state, or local law, or to facilities subject to the United States Federal Highway 

Administration or the United State's Federal Aviation Administration oversight, the 
com missioner o f  the Department o f  Natural Resources is the lead official for 

communication and coordination with appropriate federal agencies, and with local 
governments, related to oversight o f  oil and natural gas exploration, production, and 
transportation on state oil and natural gas units and leases. The commissioner o f  the 

Department o f  Natural Resources may delegate duties under this Order to a qualified 
designee from the Department o f Natural Resources.

2. The com missioner o f the Department o f  Natural Resources is the lead official for
communication and coordination among the following Designated Agencies 

regarding oil and natural gas infrastructure and activities on state oil and natural gas 
units and leases: Department o f  Environmental Conservation; Department o f  Fish 
and Game; Department o f  Public Safety; Department o f Revenue; Department o f 

Transportation and Public Facilities; Department o f  Labor and Workforce 
Development; Department o f  Law; Department o f Natural Resources; Alaska Oil and 

Gas Conservation Commission; and the director in the Governor’s Office in
Washington, D.C.

3. The com m issioner shall establish a Petroleum Systems Integrity Office (PSIO) and 
designate a Petroleum Systems Integrity Office Coordinator (PSIOC). The PSIOC is 

the lead state official in exercising oversight o f  the maintenance o f  facilities, 
equipment, and infrastructure for the sustained production and transportation o f oil 

and natural gas resources in this state, including such facilities, equipment, and 
infrastructure not currently within the jurisdiction o f  a Designated Agency.

4. Each Designated Agency shall appoint a Liaison Officer who shall report to the head 
o f  that Designated Agency. The Liaison Officer shall coordinate with the PSIOC.

Liaison officers shall serve as the primary point o f  contact representing their
respective Designated Agency.

5. The PSIOC shall establish, conduct, and coordinate through the Liaison Officers a 
process to comprehensively assess current state agency jurisdictions, standards, and

Office o f the Governor: Administrative Orders Page 2 o f 5
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p ractices on  m atters su b ject to this O rder. That assessm ent shall id en tify  all state 
agen cies ' d etailed  statutory and regu lato ry  authority and practices; any gap s in 

statutes, regu lations, resources, p ractices, o r  oversigh t regard in g  o il and natural gas 
fa c ilitie s , equipm ent, infrastructure, and activ ities  on state o il and natural gas units 

and leases; and the risks asso ciated  w ith  any gaps. A n a ly s is  d on e under this 
paragraph is intended to p reclud e d u p lication  o f  effort, and p ro vid e  a com p reh en sive 

and c o s t-e ffe c tiv e  approach to determ ine the appropriate state o ve rs ig h t o f  o il and 
natural g a s  fa c ilitie s , eq uip i/ \ infrastructure, and activ ities  on  state o il and natural

gas units and leases.

6. T h e  P S I O C  shall lead the in teragen cy  effort, through the L ia iso n  O ffice rs , to 
evaluate  ind u stry  o versigh t o f  o il and natural gas facilities, equipm ent, infrastructure, 
and a ctiv itie s  on state o il and natural gas units and leases. D esignated  agen cies, to the 

extent authorized through e x istin g  legal authorities, shall require the industry 
b u sin esses to p ro vid e  a  co m p reh en sive  description  o f  current p ractices that in clu d es 
the q u a lity  control, q u a lity  assurance, m onitoring, inspection , and other p ractices the 

b usiness uses to ensure the in tegrity  and reliab ility  o f  oil and natural g as  facilities, 
equipm en t, infrastructure, and activ ities. T h e  P S IO C  shall coordin ate the rev iew  o f  

these eva lu atio n s and descriptions, id en tify  gaps, and seek  rem edial action. T h e  
P S IO C  shall m ake recom m endations to the com m issioner o f  the D epartm ent o f  
N atural R eso u rces regard in g  enforcem en t actions b y  the D epartm ent o f  Natural 
R eso u rces and cases to  b e referred  to other state, lo ca l, or federal agen cies for 

appropriate c iv il  or crim inal penalties a va ilab le  under the law .

7. On an ongoing basis, the PSIOC shall coordinate the oversight activities o f the PSIO
with the Designated Agencies. The Designated Agencies shall participate in 

interagency activities led by the PSIO and provide other technical assistance as
requested b y  the P SIO .

8. Unless contrary to any dispute resolution p. ocess in statute or regulation, in the event 
o f  an interagency dispute between Designated Agencies regarding a matter covered

under this Order, Liaison Officers shall raise the issue to the PSIOC, who shall 
resolve the interagency dispute to the maximum extent possible in accordance with 
law. I f  the interagency dispute cannot be resolved by the PSIOC, the matter shall be 

elevated to the affected Designated Agency heads and the com missioner o f the 
D epartm ent o f Natural Resources. I f  an interagency dispute cannot be resolved by 
the affected Designated Agency heads and the commissioner o f  the Departm ent o f 

Natural Resources, the matter shall be elevated to the governor.

9. Consistent with AS 44.23.020, the attorney general, as legal advisor for the state, 
shall provide legal services to the PSIO, the PSIOC, and all Designated Agencies.

10. This O rder is for adm inistrative purposes only. It neither creates any third-party 
rights nor modifies the statutory and regulatory authority o f  Designated Agencies.

11. The PSIOC shall subm it to the commissioner o f  the Department o f  Natural 
Resources and to the governor periodic progress reports that summarize evaluation, 

coordination, review, and oversight activities done under this Order and 
accomplishm ent o f  those activities.

DEFINITIONS

In this Order,

hup:// www.gov.state.ak.us/ admin-ordcrs/2J4.htm! 4/1 0/9/1119
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1. "Designated Agencies" means the Department of Environmental Conservation; 
Department of Fish and Game; Department of Public Safety; Department of 

Revenue; Department of Transportation and Public Facilities; Department o f Labor 
and Workforce Development; Department of Law; Department of Natural Resources; 

Alaska Oil and Gas Conservation Commission; and the director in the Governor’s
Office in Washington, D.C.;

2. "equipment" means machinery that is not a permanent fixture, is located on either a 
state oil and natural gas unit or lease, and is used to operate, construct, clean, or 

otherwise service oil and natural gas infrastructure and facilities;

3. "exploration facility" has the meaning given in AS 46.04.900;

4. "facilities" includes exploration facilities, oil terminal facilities, and production
facilities;

5. "infrastructure" means all oil and natural gas pipelines, both onshore and offshore, 
including production facilities, line pipe, valves, and other appurtenances connected 

to line pipe, pumping units, and fabricated assemblies associated with pumping units, 
flow lines, separation facilities such as gathering centers and flow stations; 

transmission pipeline; above-ground oil storage tanks; oil or natural gas processing 
facilities, including seawater and produced water facilities; and all offshore platforms 

intended for use in oil and natural gas exploration or production

6. "Liaison Officer" m eans an officer or employee from a Designated Agency 
appointed to represent and report to the head o f  that Designated Agency and to serve 

as the primary point o f  contact between that Designated Agency and the PSIO and
PSIOC;

7. "oil terminal facility" has the meaning given in AS 46.04.900;

8. "production facility" has the meaning given in AS 46.04.900;

9. "PSIO" means the Petroleum Systems Integrity Office established under this Order;

10. "PSIOC" means the Petroleum Systems Integrity Office Coordinator designated
under this Order;

11. "transmission pipeline" has the meaning given in 18 AAC 75.990.

REVOCATION OF AND RELATIONSHIP TO OTHER ADMINISTRATIVE
ORDERS

Administrative Order No. 229 is revoked. This Order supplements Adm inistrative Order 
Nos. 134 and 187 and shall be interpreted as being complementary to those Orders. Unless 
contrary to any dispute resolution process in statute or regulation, any conflict among the 

Orders shall be resolved by the heads of the affected Designated State Agencies; if  an 
interagency disagreement remains, the governor will resolve the conflict.

This O rder takes effect immediately.

DATED at Juneau, Alaska, this 18th day o f  April, 2007.

hitrv//u/u/M/ w n v  « u ifp  n lr ii<a/urim in .r\rHprc/914 h t rn l 4/IU/9/MV7
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CONCEPTUAL A M E N D M E N T  2 

OFFERED IN THE HOUSE

TO: CSHB 128(0&G ) (Version 25-LS0561\K)

Add a new paragraph (4) to AS 43.55.165(j):

(4) “improper maintenance” is defined as any ma’ntenance that is not 

consistent with good oil field practice.

Add a new paragraph (5) to AS 43.55.165(j):

(5) “good oil field practice" is defined as a practice that is generally 

accepted to be good, safe and efficient in carrying out oil field operations,

ii.eluding, but is not limited to, the design, construction, testing, operating, and 

maintaining of production, processing and transportation facilities and equipment, 

consistent with standards such as the American Petroleum Institute (API) or 

American Society for Testing and Materials (ASTM), federal regulations, 

maintenance programs consistent with the program requirements set forth by the 

person in the Department of Natural Resources who is the lead person lor 

exercising oversight over the maintenance of oil and gas facilities, equipment, 

and infrastructure in the state, or other applicable standards for the production, 

processing and transportation of oil, gas, produced water, and other fluids.

- 1  -
N ew  T ext U nderlined  [DELETED TEXT BRACKETED]
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From: Dennis Denney [ddenney@spe.org]
Sent: Monday, March 26, 2007 10:41 AM
To: Heath Hilyard
Subject: good oilfield practice

Hello Heath.

Here is what I found.
"good oilfield practice: a practice that is generally accepted to be good, safe, and efficient in carrying out oilfield 
operations"
From: Hyne, N.J. 1991. Dictionary of Petroleum Exploration, Drilling, & Production. Tulsa, Oklahoma: PennWell 
Books 224.

As you mentioned, it is a very general term.

Regards,

Dennis Denney 
Technology Editor, JPT 
222 Palisades Creek Drive 
Richardson, TX 75080
972.952.9340

The March 20r issue of JPT Online is posted at <http://www.spe.org/jpt>. Remind your colleagues that full- 
ength copies of SPE papers synopsized in JPT are available online free to SPE members for 2 months.

H e a th  H ilyard

3/26/2007

mailto:ddenney@spe.org
http://www.spe.org/jpt
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1 Page 4, lines 9 - 10:

2 Delete "lease expenditures that may not be deducted"

3 Insert "costs that may not be treated as lease expenditures or claimed as a credit based

4 on costs that may not be claimed as lease expenditures"

5

6 Page 4, line 10:

7 Delete "AS 43.55.165(e), as amended"

8 Insert "AS 43 .55 .165(e)(19), as enacted"

9

10 Page 4, line 13, following "AS 43.55.020(a)":

11 Insert "before the effective date of this Act"

12

13 Page 4, line 15:

14 Delete "lease expenditures that may not be deducted"

15 Insert "costs that may not be treated as lease expenditures or attributable to a credit

16 based on costs that may not be claimed as lease expenditures"

17 Delete "AS 43.55.165(e) as amended"

18 Insert "AS 43 .55 .165(e)( 19), as enacted"

19

20 Page 4, following line 17:

21 Insert a new subsection to read:

22 "(c) Interest on an additional amount o f tax due under (a) of this section or on

23 the amount o f the underpayment of an installment under (b) of this section does not

A M E N D M E N T

O FFERED  IN  TH E  H O U SE
TO : C SH B  1 2 8 (0& G )
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5/3/07

A M E N D M E N T

OFFERED IN THE HOUSE 
TO: CSHB I28(0&G)

BY REPRESENTATIVE SEATON

1
2
3
4
5
6
7
8 
9

10
11
12
13
14
15
16
17
18
19
20 
21 
22 
23

P.ige 4, line 1, following "equ ipm en t11:

Insert "j,
(20) costs re la ted  to th e  m ain tenance o f oil an d  gas facilities, 

equ ipm en t, and  in fras tru c tu re  th a t a re  in c u rre d  as a re su lt o f a v io lation ol i 

regu la tion  adop ted  by the person  in the D ep artm en t o f N a tu ra l R esources who is 

the lead person  fo r exercising oversigh t over the m a in ten an ce  o f oil and  gas 

facilities, equ ipm en t, and  in fra s tru c tu re  in th e  s ta te "

Page 4, Hnes 4 - 5:
Delete all material and insert:
"APPLICABILITY, (a) AS 43.55.165(e)(19), as enacted in sec. 1 of this Act, applies 

to oil and gas produced after March 31, 2006.
(b) AS 43.55.165(e)(20), as enacted in sec. 1 of this Act, applies to oil and gas 

produced after the effective date of the regulations described in sec. 5 oi this Act."

Page 4, line 20:
Delete "Section 1 of this Act"
Insert "AS 43.55.165(e)*. 19), as enacted in sec. 1 of this Act,"

Page 4, line 21:
Delete all material and insert:

"* Sec. 5. The uncodified law of the State of Alaska is amended by adding a new section to 
read:

L -1-
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1 CONDITIONAL EFFECT; NOTICE, (a) AS 43.55.165(e)(20). as enacted in sec. 1 of
2 this Act, takes effect only if the person in the Department of Natural Resources who is the
3 lead person for exercising oversight over the maintenance of oil and gas facilities, equipment,
4 and infrastructure in the state adopts regulations related to th" maintenance of oil and gas
5 facilities, equipment, and infrastructure in the state.
6 (b) The commissioner of natural resources shall notify the revisor of statutes of the
7 effective date of the regulations described in (a) of this section.
8 * Sec. 6. If AS 43.55.165(e)(20), as enacted in sec. 1 of this Act, takes effect, it takes effect
9 on the effective date of the regulations described in sec. 5 of this Act.

10 * Sec. 7. Except as provided in sec. 6 of this Act, this Act takes effect immediately under
11 AS 01.10.070(c)."

L -2-



ALASKA STATE LEGISLATURE
R e p r e s e n t a t i v e  K u r t  O l s o n

•  Chair, Labor and  Com m erce
• Vice-Chair, Oil and  Gas
• M ember, C om m unity  and Regional Affairs

ession: fanuarv  -  May 
tate Capitol 
•ineau, AK 99801-1182 
hone: 907-465-2693 
ax: 907-465-3835

O ffic ia l B usiness

Interim : May -  Decem ber 
145 M ain Street Loop, Ste 221 
Kenai, AK 99611 
Phone: 907-283-2690 
Fax: 907-283-2763

Sponsor Statement 

HB 128 -  Disallows PPT Reductions for Improperly Maintained Facilities

HB 128 cleans u p  language and  closes a loophole in the recently  p assed  
P etro leum  P roduction  Tax (PPT) legislation.

As curren tly  w ritten , p roducers m ay d ed u c t or use as credits, expenses for 
repairs m ade to in frastructu re  tha t has been im properly  m ain tained . O nce 
HB128 is enacted, deductions or credits aga inst the PPT for these types of 
repairs will be subject to review  and  approval.

This bill instructs the C om m issioner of the Revenue to consu lt w ith  the 
C om m issioner of the DEC and  the C hair of AOGCC. Relying on s tan d ard  
practices of the in d u stry , they will determ ine the po rtion  of the costs rela ted  to 
repair or rep lacem ent of im properly  m ain tained  p roperty  o r eq u ip m en t 
available for deduction  or use as a credit

This concept cam e forw ard  as an  am en d m en t in the Senate Resources 
C om m ittee in early A u g u st of 2006. The ongoing corrosion p roblem  curren tly  
experienced by BP serves to em phasize the im portance of this change in statu te.

The responsibility for the expenses related to repairs m ade to im properly  
m aintained  in frastructu re  should  no t lie w ith  the State of A laska.

I respectfully  ask for y o u r su p p o rt of this bill.

Email: Representative_Kurt_Olson@legis.state.ak.us

mailto:Representative_Kurt_Olson@legis.state.ak.us


ALASKA STATE LEGISLATURE
R e p r e s e n t a t i v e  K u r t  O l s o n

# •  Chair, Labor and C om m erce

•  Vice-Chair, Oil and  Gas
• M em ber, C om m unity  and  Regional Affairs

Session: lanuary  -  Mav 
State C apito i 
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Sectional Analysis
HB 128 - Disallows PPT Reductions for Improperly Maintained Facilities

Section 1: amends AS 43.55.165(e) which establishes lease expenditures not 
available for use as credits or deductions to the Petroleum Production Tax (PPT).

New subsection (19) establishes new language regarding costs related to the repair 
and replacement o f improperly maintained property or equipment.

These costs are subject to review by the Commissioner of The Department of 
Revenue, the Commissioner o f the Department o f Environmental Conservation 
and the chair of the Alaska Oil and Gas Conservation Commission, relying on 
industry standards.

Section 2: provides for applicability to the oil and gas produced after March 31, 
2006, as with the PPT.

Section 3: provides for transitional language for payment o f additional taxes or 
installment payment due as a result of disallowing any expenditure set out in 
Section 1.

Section 4: provides for retroactive date to the same period as the PPT.
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TO : Representative Carl Gatto, Co-Chair
House Resources Committee

FRO M : Representative Kurt Olson
DATE: March 1, 2007
RE; Hearing on CSHB 128(0&G)
I respectfully request a hearing in the House Resourt es Committee on CSHB 128(0&G), An 
Act relating to allowable lease expenditures available for use as credits and deductions from 
oil and gas production tax, pending referral, at your earliest convenience.
Attached please find a copy of CSHB 128(0&G) and a sponsor statement. Additional 
info, mation will follow once this bill passes from the House Special Committee on Oil & Gas.
If you need any further information or have any questions, please contact my staff, Konrad 
Jackson.
Thank you for your attention to this request.
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FISCAL NOTE

STATE OF ALASKA
2007 LEGISLATIVE SESSION

Revision Date/Time (Note if correction):___________________
Title OIL & GAS PRODUCTION TAX: EXPENDITURES

Fiscal Note Number:
Bill Version:
(H) Publish Date:

1
CSHB 128(0&G)
3/5/07

Dept. Affected: Dept of Environmental Conservation 
'RDU
Component Director's Office

Spill Prevention and Response

Sponsor
Requester

Oslon et al
House Special Committee on Oil and Gas

Expenditures/Revenues

_  Component No. 

(Thousands of Dollars)

1392

Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2008 FY 2009 FY 2010 FY 2011 FY 2012 FY 2013
Personal Services
Travel
Contractual
Supplies
Equipment
Land & Structures
Grants & Claims
Miscellaneous

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0
ICAPITAL EXPENDITURES | | i I I I

CHANGE IN REVENUES ( ) | ! | | i
FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts
1037 GF/Mental Health
Other (Specify Type-Do not abbreviate)

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

Estimate of any current year (FY2006) cost: 0.0
Mark this box (X) if funding for this bill is included in the Governor's FY 2008 budget proposal: [ j

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separate page if necessary)
No additional costs are expected with this legislation.

Prepared by: 
Division
Approved by: 
Agency

Larry Dietrick Phone 465-5250
Spill Prevention and Response Date/Time 2/20/07 4:00 PM
Larry Harlig Date 2/20/2007
Department of Environmental Conservation

(RevtwH 1/2/2007 Budgal Sorvico>) Page 1 of 1



F ISCAL NO TE

STATE OF ALASKA
2007 LEGISLATIVE SESSION

Revision Date/Time (Note if correction): 
Title Oil and Gas Production Tax

Sponsor Representatives Olson. Harris, Ramras, et. Al.
Requester House Oil and Gas_______________________

Dept. Affected:
'RDU AOGCC
Component AOGCC

Fiscal Note Number:
Bill Version:
(H) Publish Date:

CSHB128(0&G)
3/5/07

Administration

Expenditures/Revenues
Component No. 

(Thousands of Dollars)

2010

Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2008 FY 2009 FY 2010 FY 2011 FY 2012 FY 2013
Personal Services 0.0 0.0 0.0 0.0 0.0 0.0
Travel 0.0 0.0 0.0 0.0 0.0 0.0
Contractual 250.0 250.0 250.0 250.0 250.0 250.0
Supplies 0.0 0.0 0.0 0.0 0.0 0.0
Equipment 0.0 0.0 0.0 0.0 0.0 0.0
Land & Structures 0.0 0.0 0.0 0.0 0.0 0.0
Grants & Claims 0.0 0.0 0.0 0.0 0.0 0.0
Miscellaneous 0.0 0.0 0.0 0.0 0.0 0.0

TOTAL OPERATING 250.0 250.0 250.0 250.0 250.0 250.0

CAPITAL EXPENDITURES I 0.0 I 0.0 I 0.0 I 0.0 I 0.0 I 0.0 |

ICHANGE IN REVENUES ( ) 1 0.0 | 0.0 0.0 0.0 0.0 0.0 |
FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts 
1037 GF/Mental Health
1162 AOGCC Receipts

0.0 0.0 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 0.0 0.0

250.0 250.0 250.0 250.0 2500 250.0
TOTAL 250.0 250.0 250.0 250.0 250.0 250.0

Estimate of any current year (FY2007) cost: 0 0
Mark this box (X) if funding for this bill is included in the Governor's FY 2008 budget proposal: 

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Alta :h a separate page if necessary)

If HB128 is passed the AOGCC in conjunction with other State agencies would be charged with determining 
whether the lease expenditures incurred for repair, replacement, or incremental operating expenses were as 
a result of a lack of or improper maintenance of property or equipment. The Commission would also need 
authority under AS 31.05.030 to implement these need responsibilities.

1 contract Engineering Investigator for 2/3 of year, which equals $250,000 a year.

Prepared by: Jody J. Colombie. Special Assistant I________________________  Phone 465-2200
Division Alaska Oil and Gas Conservation Commission Date/Time 2/28/07 9:39 AM
Approved by: Rachael Petro, Deputy Commissioner________________________  Date 2/28/07 10:00 AM
Agency Department of Administration________________________________

(Revised 3/18/2006 OMB) Page 1 of 1



FISCAL NO TE

STATE OF ALASKA
2007 LEGISLATIVE SESSION

Revision Date/Time (Note if correction):______________
Title Oil & Gas Production Tax: Expenditures

Fiscal Note Number:
Bill Version:
(H) Publish Date:

Dept. Affected: 
'RDU

CSHB 128(Q*G) 
3/5/07

Revenue 04
Taxation and Treasury

Component Tax Division
Sponsor
Requester

Representative Olson
(H) Oil and Gas

Expenditures/Revenues
Component No. 

(Thousands of Dollars)

2476

Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2008 FY 2009 FY 2010 FY 2011 FY 2012 FY 2013
Personal Services
Travel
Contractual 124.9 124.9 124.9 124.9 124.9 124.9
Supplies
Equipment
Land & Structures
Grants & Claims
Miscellaneous

TOTAL OPERATING 124.9 124.9 124.9 124.9 124.9 124.9

ICAPITAL EXPENDITURES | I I I I I

CHANGE IN REVENUES ( ) ! * I * I * I * I * ]
*

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

124.9 124.9 124.9 124.9 124 9 124.9

TOTAL 124.9 124.9 124.9 124.9 124.9 124.9

Estimate of any current year (FY2007) cost: 31.2
Check this box (X) if funding for this bill is Included in the Governor's FY 2008 budget proposal: [

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separate page if necessary)

‘ This bill would add certain costs relating to improperly maintained property or equipment to the list of costs 
that do not qualify as lease expenditures under AS 43.55.165, the petroleum profits production tax system. 
Under the bill, the commissioner of revenue, in consultation with the commissioner of environmental 
conservation and the chair of the Alaska Oil and Gas Conservation Commission, would determine whether 
costs are specifically disallowed under this provision. The provision would disallow any costs incurred to 
(1) repair or replace improperly maintained property or equipment; and/or (2) maintain the operational 
capability of facilities or equipment that are either shut down or are diminished in capacity. The bill 
effective date is retroactive to Apr:l 1, 2006 - the effective date of the petroleum profits tax (PPT).

Prepared by: Jon Iversen and Cherie Nienhuis__________________________  Phone 269-1033
Division Tax Date/Time 2/22/07 11:00 AM
Approved by: Jerry Burnett___________________________________________  Date 2/22/2007
Agency Department of Revenue__________________________________

(Revised 9/18/2006 OMB) Page  1 o f 2
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ANALYSIS CONTINUATION
The impact this bill would have on petroleum tax revenues is indeterminate. Costs identified as disallowed 
under this bill could be categorized as either operating costs or capital costs. The PPT authorizes eligible 
operating costs to be deducted from the petroleum profits tax at a rate of 22.5%; the PPT authorizes 
capital costs to be both deducted at a rate of 22.5% and credited at a rate of 20%, fora combined 
production tax savings of 42.5%. Any set of disallowed costs is likely to be split between these two 
categories in a way that is distinct from that of another set of costs.

Administering this legislation would require one full-time equivalent (FTE) with expertise in oil and gas 
industry practices on the level of a petroleum engineer. The department currently contracts with a 
petroleum engineer for five years at a cost of $624,650, or $124,930 per year, for technical support related 
to petroleum production. It is anticipated that the department would be required to carry c second contract 
of this magnitude or greater in order to fulfill the requirements of this legislation.

FISCAL NOTE #3

STATE OF ALASKA BILL NO. CSHB 128(0&G)

2007 LEGISLATIVE SESSION

Page  2 of 2



REVISED  F ISCAL  N O TE

STATE OF ALASKA
2007 LEGISLATIVE SESSION

Revision Date/Time (Note if correction): 
Title Oil and Gas Production Tax

Fiscal Note Number: 
Bill Version:
(H) Publish Date:

Dept. Affected: 
'RDU

CSHB 128(RES)
5/5/07

Administration
AOGCC

Sponsor Representatives Olson. Harris. Ramras. et al.
Requester House Oil and Gas______________________

Component AOGCC

Expenditures/Revenues
Component No. 

(Thousands of Dollars)

2010

Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2008 FY 2009 FY 2010 FY 2011 FY 2012 FY 2013
Personal Services 0.0 P.O 0.0 0.0 0.0 0.0
Travel 0.0 0.0 0.0 0.0 0.0 0.0
Contractual 0.0 0.0 0.0 0.0 0.0 0.0
Supplies 0.0 0.0 0.0 0.0 0.0 0.0
Equipment 0.0 0.0 0.0 0.0 0.0 0.0
Land & Structures 0.0 0.0 0.0 0.0 0.0 0.0
Grants & Claims 0.0 0.0 0.0 0.0 0.0 0.0
Miscellaneous 0.0 0.0 0.0 0.0 0.0 0.0

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES 0.0 I 0.0 | 0.0 | 0.0 I 0.0 I 0.0 I

CHANGE IN REVENUES { ) | 0.0 | 0.0 | 0.0 I 0.0 | 0.0 | 0.0 |

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts 
1037 GF/Mental Health
1162 AOGCC Receipts

0.0 0.0 0.0 0.0 0.0 0.0
0.0 c.o 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 0.0 0.0

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

Estimate of any current year (FY2007) cost: 0.0
Mark this box (X) if funding for this bill is included in the Governor's FY 2008 budget proposal: 

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separate page if necessary)

Any consultation we provide as part of the Petrolem Systems Integrity Office (PSIO) working group will be 
part of our ongoing responsibilities at the Alaska Oil and Gas Conservation Commission (AOGCC). 
Therefore there will be no additional fiscal impact on this agency with the passing of this bill.

Prepared by: Jody J. Colombie, Special Assistant I_________________________ Phone 793-1221
Division Alaska Oil and Gas Conservation Commission_________________  Date/Time 4/26/07 3pm
Approved by: Rachael Petro, Deputy Commissioner________________________  Date 4/27/07
Agency Department of Administration________________________________

(Revised 9/18/2006 OMB) Page  1 of 1



REVISED F ISCAL NO TE

STATE OF ALASKA
2007 LEGISLATIVE SESSION

Revision Date/Time (Note if correction): 
Title Oil and Gas Production Tax

Sponsor Representatives Olson, Harris, Ramras, et al.
Requestor House Oil and Gas_____________________

Fiscal Note Number: 
Bill Version:
(H) Publish Date:

Dept. Affected:
]RDU AOGCC
Component AOGCC

CSHB 128(RES)
5/5/07

Administration

Expenditures/Revenues
Component No. 

(Thousands of Dollars)

2010

Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2008 FY 2009 FY 2010 FY 2011 FY 2012 FY 2013
Personal Services 0.0 0.0 0.0 0.0 0.0 c.o
Travel 0.0 0.0 0.0 0.0 0.0 0.0
Contractual 50.0 50.0 40.0 30.0 20.0 20.0
Supplies 0.0 0.0 0.0 0.0 0.0 0.0
Equipment 0.0 0.0 0.0 0.0 0.0 0.0
..and & Structures 0.0 0.0 0.0 0.0 0.0 0.0
Grants & Claims 0.0 0.0 0.0 0.0 0.0 0.0
Miscellaneous 0.0 0.0 0.0 0.0 0.0 0.0

TOTAL OPERATING 50.0 50.0 40.0 30.0 20.0 20.0

|CAPITAL EXPENDITURES 0.0 0.0 0.0 0.0 0.0 0.0 I

ICHANGEIN REVENUES ( ) 0.0 o.oj 0.0 on 0.0 0.0 I

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts 0.0 0.0 0.0 0.0 0.0 0.0
1003 GF Match 0.0 0.0 0.0 0.0 0.0 0.0
1004 GF 0.0 0.0 0.0 0.0 0.0 0.0
1005 GF/Program Receipts 0.0 0.0 0.0 0.0 0.0 0.0
1037 GF/Mental Health 0.0 0.0 0.0 0.0 0.0 0.0
1 u2 AOGCC Receipts 50.0 50.0 40.0 30.0 20.0 20.0

TOTAL 5f > 50.0 40.0 30.0 20.0 20.0

Estimate of any current year (FY2007) cost: 0.0
Mark this box (X) if funding for this bill is included in the Governor's FY 2008 budget proposal: i

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separate page if necessary)

If HB 128 is passed, the Alaska Oil and Gas Conservation Commission, in conjunction with other State 
agencies, would be charged with determining whether a taxpayer followed standard industry practices for 
purposes of eligibility for deductions of costs related to the repair and replacement of improperly maintained 
property or equipment.

The estimate in this fiscal note is based upon our understanding that the work we may be called upon to 
perform will be within our traditional area of regulatory oversight (i.e., downhole and at the wellhead); and, 
that the Petroleum Systems Integrity Office (PSIO) will provide consultation and conduct investigations at the 
point where our jurisdiction ends.____________________________________________________________ _
Prepared by: Jody J. Colombie. Special Assistant I________________________  Phone 793-1221
Division Alaska Oil and Gas Conservation Commission Date/Time 3/9/07 10:30 AM
Approved by: Rachael Petro, Deputy Commissioner________________________  Date 3/9/2007
Agency Department of Administration________________________________

(Revissd 9/18/2000 OMB) Page 1 of 1
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307) 465-3367 or 465-2450
"AX (507) 4*5-2029
Mail S lop  3101

DIVISION OF LEGAL AND RESEARCH SERVICES 
LEGISLATIVE AFFAIRS AGENCY 

STATE OF ALASKA Stale Capitol
Juneau. Alaska 99801-1132

Deliveries to; 129 oth St.. Rm. 329

M E M O R A N P I M April 23, 2007

SIBJECT: Legislative intent (SB SO; Work Order No. 25-LS0425\A)

TO: fitters
mtrnc £nom

FROM: ' LZTKS'A'*' ■■ j 
Donald M. Bullock Jr. y -  f'cc C - 6 - a / v / m —  /*s no lohjtr 

Can pie/!*»■/»* ILegislative Counsel

While I was attending the hearing of the Senate Resources Committee on SB 80 on April
20, 2007, a memo was offered for the purpose of explaining the intent behind the
enactment of AS 43.55.165(e)( 18). You asked whether the memo may be considered as 
evidence of the legislature's intent behind the enactment of that provision.

The simple and short answer is, no.

1 have found no reference to the particular memorandum n the minutes of the August 9, 
2006 meeting of the Special Committee on Natura’ Gas Development at which 
AS 43.55.165(e)(IS) was adopted as an amendmert to the bill.1 Indeed, the 
commissioner of revenue testified at the Senate Resources Committee meeting on 
April 20, 2007, that the memo was not publicly relerscd until after the change in 
administration. L'ndcr these facts, the memorandum was never available to the 
legislature and there is no basis foi using the memorandum as evidence of the intent of 
the legislature at the time the amendment was adopted, and ultimately, when the bill was 
passed.

Without evidence of legislative intent to the contrary. AS 43.55.165(c)(IS) means no 
more than what it presents;

te) For purposes of this section, lease expenditures do n u include

( I Si that portion of expenditures, that would otherwise be qualified
capital expenditures as defined in AS 43.55.023(k), incurred Junng a 
calendar >ear that are less than the product of SO.30 multiplied bv the total 
taxable production from each lease or property, in BTU equivalent barrels.

The minutes for this August 9. 2006 meeting arc published on the Internet at 
/;///>.' / » \\ u,.lei>ts..s!iite ttk.n\/lh}sis/c’t'l_siiigU,j>iinitte.d.\p:>sessien=2-Jc&bi i; Jiiie=00I-J2SL 
i'i'JJinc=02(iV(JS;rinu‘=l026S:Jiitc=20n60W9<£;u>iiwi=\’GD&lu>u!>t =S.



during that calendar year, ^xcept that, when a portion of a calendar year is 
subject to this provision, the expenditures and volumes shall be prorated 
uithin that calendar year.

The paragraph includes no reference to the standard of maintenance or repair required 
before an expenditure may be deducted.
By comparison, the bill under consideration by the Senate Resources Committee, SB SO, 
attempts to impose a standard of care on an operator; if an operator falls below the 
standard, the associated expenditures will be disallowed as a deduction.
If I may be of further assistance, please advise.

Senator Tom Wagoner
April 23. 2007
Page 2

DMBilmb 
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Page 1 o f
Mary:

This is in reply to y ^ r  e-mail sending the PSIO amendment to SB # 80 that Senator Wagoner intends to introduce. 
We reviewed the Droposed amendment and believe it will improve the bill.

Attached are written comments we sent to the committee on Wednesday when asked to be available to testify on SB 
80. This proposed amendment specifically addresses a concern expressed in section 2 (e) of our attached 
comments which recommended PSIO be the designated lead because of its responsibility to oversee facility and 
equipment maintenance. Pursuant to section 2 of Administrative Order No. 234. dated April 18, 2007, AOGCC is one 
of the participating agencies and will be able to provide coordinated advice and consultation to the Department of 
Revenue through PSIO.

We also suggested at lines 22 and 23, p.3 of the bill, that the term "good oilfield practices" be substituted in place of 
"the standard practices of the industry". We don't know if this was considered.

As you know, we have the utmost respect for the sponsors of this bill. Other comments (in our attachment) identify 
policy considerations we felt obligated to bring forward. Having done so, you may assure Senator Wagoner we will do 
our absolute best to implement this bill in whatever form it is adopted.

These comments reflect the views of the commissioners of the AOGCC and you may distribute this e-mail as you see
fit.

John K. Norman 
Chair,
AOGCC

i i

4 .2 0  2 0 0 7
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25-LS0425\M.3
Bullock
4/19/07

AMENDMENT

OFFERED IN THE SENATE BY SENATOR WAGONER
TO: CSSB 80( ), Draft Version "M" 

Page 3, lines 21 - 22:
Delete "Alaska Oil and Gas Conservation Commission"
Insert "person in the Department of Natural Resources who is the lead person for 

exercising oversight over the maintenance of oil and gas facilities, equipment, and 
infrastructure in the state"



Dated: 4-18-07

Alaska Oil and Gas Conservation Commission’s 
Comments regarding SB 80/HB 128-OIL and 

GAS PRODUCTION TAX: EXPENDITURES

This legislation is proposed as a law of general application throughout the State of 
Alaska. With that in mind the Alaska Oil and Gas Conservation Commission’s 
("AOGCC”) comments are framed without regard to any particular incident and instead 
with a view to how the law might apply throughout the state and in particular to new 
investors contemplating oil and gas operations in Alaska.

1. Policy Considerations:
a. Is it advisable to deny leasehold expenditure deductions for costs resulting 

from errors which are not the consequence of fraud, willful misconduct, or 
gross negligence? Subsection (6) of AS 43.55.165(c) already disallows 
deductions for the expenses arising from fraudulent, willful misconduct or 
gross negligence.
Proposed subsection (19) would extend cost disallowance to acts other 
than those already addressed by subsection (6). Subsection (6) addresses 
costs related to willful misconduct or gross negligence, so we interpret 
subsection (19) as intended to disallow costs arising because of ordinary 
negligence. This would impose a penalty on the operator beyond what is 
customary in agreements between co-owners who enter into operating 
agreements for development of a commonly owned resource. Such 
agreements almost always absolve an operator of liability for losses 
sustained or liabilities incurred, except such as may result from gross 
negligence or willful misconduct. If it were otherwise and operators were 
liable for ordinary negligence (which is another way of saying making a 
mistake) they would be in the position of guaranteeing a trouble free 
operation. No operator would be willing to make that guarantee. It is 
generally recognized in the business world that mistakes happen but only 
when they result from willful misconduct or gross negligence is an 
operating partner normally penalized.
With the foregoing in mind subsection (19) departs from normal business 
practice and sets a higher standard than business partners in the oil and gas 
industry normally demand of each other. Similar reasoning could be 
applied to new operators contemplating operations in the State of Alaska 
under what they might perceive as a tax structure unforgiving of mistakes.

b. Denial of Facility Shut Down Expenses. Subsection (19) (B) would deny 
expenses incurred to maintain operational capability of facility or 
equipment shut down because of improper maintenance. Is it good policy



to deny operational maintenance costs if the operator believes that the best 
course of action is to shut down the entire facility in order to carry out 
necessary repairs? Denial of operational capability maintenance costs 
could discourage operators from shutting down when in fact a complete 
shut down is the most prudent course of actior.

c. Should Not Discourage Innovation. The oil and gas industry is constantly 
evolving. A tax regime should not discourage innovative techniques. 
Examples of such techniques are the astounding advances that have been 
made in recent decades in the area of directional drilling, coiled tube 
drilling, and subsea completions. Any attempt to rigidly codify “good 
oilfield practices" could inadveriently retard the natural learning 
experience that comes with allowing operators to experiment with 
differing techniques.

2. Practical Considerations:
a. Standard Terminology. The phrase “Standard Practices of the Industry" in 

subsection (19) is vague and ambiguous. On the one hand it could mean 
the written standards adopted by professional organizations intended as 
guidance documents for the industry; or it could simply mean the standard 
practice prevailing in the industry in a particular locale.
In determining whether an operator’s conduct has resulted in waste of a 
resource the AOGCC has generally used “good oilfield practices” as a 
standard by which to measure an operators practice in installing operating 
and maintaining equipment. See AS 31.05.170(15).

b. AOGCC’s preferred term. Good oilfield practices is the term used to 
indicate that operations are carried out in a proper and workman like 
manner. It is used in the same way as the phrase “everything is A.P.I.," 
which refers to the American Petroleum Institute’s set of standards 
covering aspects of petroleum operations. Williams & Meyers, Manual of 
Oil and Gas Terms (13,h ED.) p 453. It is therefore, AOGCC’s 
recommendation that the phrase "good oilfield practices" be substituted 
for the current phrase "standard practices of the industry".

c. Absence of Regulatory Guidelines for Maintenance. There is lack of 
current regulatory guidelines. Much of the equipment and systems in 
oilfields that are subject to maintenance are not currently regulated by 
either AOGCC or DEC. This raises questions about how to gauge 
“improper maintenance” in the absence of regulatory responsibility for 
such systems and equipment.

2



d. Regulations. There will be a need for AOGCC and other agencies to 
promulgate regulations if AOGCC is assigned responsibility under this 
bill. These regulations should provide general guidance to the industry, 
including new operators coming into the State, concerning what 
constitutes “good oilfield practices.” Toward this end we would look to 
the American Petroleum Institute’s standards and recommended practices, 
as well as standards recognized by the National Association of Corrosion 
Engineers (NACE), the American Society of Mechanical Engineers 
(ASME), the International Standards Organization (ISO) and similar 
respected organizations.

e. Aeencv Expertise. There is a need for specialized expertise. AOGCC 
geologists and engineers work to regulate operations downhole and 
immediately around the production string but traditionally have not moved 
further downstream except when required to determine whether a failure 
of equipment resulted from an operator’s failure to employ good oilfield 
practices thereby resulting in “waste" of hydrocarbon resources.
We are aware that Governor Palin has announced activation of the 
Petroleum Systems Integrity Office (“PSIO") and AOGCC is one of the 
agencies designated to participate on that team. We contemplate that the 
PSIO staff will implement a quality assurance program with inspections 
conducted by or under the direction of PSIO to ensure compliance with 
approved programs. AOGCC will have a designated representative 
working with PSIO and AOGCC expertise can be called upon as 
necessary to consult with the Department of Revenue through PSIO.
Such an arrangement will avoid duplication of effort and ensure 
consistency of standards, directives, and inspection reports since all 
would be coordinated through PSIO.

3. Difficulties In Determining Root Cause:
In some instances it will be obvious that there has been improper maintenance. In 

other instances, the AOGCC would be required to consider design, installation, operation, 
and maintenance, all of which are integral to a determination of negligence. Additionally 
some determinations will require detailed investigation including but not limited to 
destructive and non-destructive metallurgical testing and application of other expertise 
not readily available within the AOGCC.

4. Date Stamping Negligent Conduct:
Standards are continually evolving and it will be important to decide whether 

conduct that led to the failure should be judged in light of the standards prevailing when

3



the original decisions were made or judged by the most current standards. Additionally, 
properties art often sold or traded within the industry. Is it good policy to deny a good 
faith purchaser the benefit of leasehold expenditures incurred as result of mistakes which 
may have been made many years before by the prior owner?



March 2, 2007

The Honorable Kurt O lson 
State House o f Representatives 
A laska State Capitol, Room  110 
Juneau, AK 9 9 8 0 1 -1 1 8 2

RE: Response to Prudhoe Bay Pigging Inquiry

Dear Representative O lson:

During Tom W illiam s’ testimony to the House Oil and G as Committee on behalf 
of BP  Exploration (A laska) Inc. (“BPXA”) on Thursday February 22 , 2007 , you 
raised two questions for which Mr. W illiams needed to obtain additional 
information before responding. Specifically, you asked  whether BPXA had 
pigged the oil transit lines since the ARCO acquisition and when the lines had 
been pigged.

BPXA last ran an in-line inspection tool ("smart pig”) ir, October 2 006  in the 
Eastern Operating Area ("EOA") and in November 2 0 0 6  in the Western 
Operating Area (“WOA"), in each case we completed two runs to collect the 
inspection data required. Prior to these runs in 2006 , the last time BPXA ran a 
smart pig was in 1998 . The 1998 smart and maintenance pig runs on the WOA 
oil transit lines revealed no significant corrosion and only modest solids returns. 
W e a lso  are aware that ARCO A laska conducted a 1990 pig run in the EOA oil 
transit lines, while it had operational accountability for facilities on that side of the 
field. Another smart pig run had been scheduled for m id-2006. Unfortunately 
the WOA leak occurred before this took place.

Since this past summer, BPXA has initiated a pigging schedule whereby cleaning 
(a lso  called maintenance) pigs are run on a weekly basis. In addition to cleaning 
any solids and water residue that may have accumulated in the lines, pigging is 
one of a number of techniques used to control corrosion.

DPXA uses pigging, ultrasonic testing (UT), visual inspections, corrosion 
inhibitors and other techniques as appropriate for each individual oil field’s ana 
each line’s characteristics and history. While corrosion in oil field production, 
processing and transmission facilities is a result o f natural physical forces and 
cannot be completely prevented, BPXA ’s program was designed to control 
corrosion, extending the useful life of our North S lope infrastructure.



Since August, BPXA has made a number of changes in our operations. The 
most significant is a change to our organizational structure with the addition of a 
Technical Director. The Technical Director reports directly to the President of 
BPXA and provides independent assurance of our infrastructure integrity 
management.

I trust that this is responsive to your inquiry. If we can be of further assistance to 
your understanding of these matters, p lease don’t hesitate to contact us.

TonyJSroc*^ 
Technical D irector

cc Members House Special Committee on Oil and G as
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Inse r t " :
(19) costs or a portion of the costs

determined by the commissioner, in consultation with
the commissioner of environmental conservation and the 

chair of the Alaska Oil and Gas Conservation 

Commission, to be
(A) related to the repair and replacement ot 

improperly maintained property or equipment; or
(B) incurred to maintain the operational 

capability of facilities or equipment shut down or
operating at diminished capacity because of improper 

maintenance of property and e q u i p m en t”

SENATOR GREEN objected for explanation.

SENATOR WAGONER explained that he has presented this amendment
on behalf of Senator Therriault.

SENATOR THERRIAULT aaid the amendment was prompted by the recenc 
shutdown of a portion of the TAPS line due to maintenance 
issues, which raised the question of how repairs would be 
handled in a net-based PPT system. The amount of oil produced by 
the affected fields is approximately 375,000 barrels per day. 
His calculations indicate that the operating costa, even when • 
there ia no production, are about $1 million per day* The 
amendment allows the commissioner of revenue, in consultation 
with the commissioner of the Department of Environmental 
Conservation (DEC), and the chairman o.C the Alaska Oil and Gas 
Conservation Commission (AOGCC) to determine what costa are 
attributable to lack of maintenance and disallow those costs.

1:38:20 PM
SENATOR BEN STEVENS commented chat paragraph (B) on line 8 might 
encourage a complete shut down, because the operating expenses 
would not be deductible when operating at diminished capacity.

SENATOR THERRIAULT said he doe6 not think it would have that 
effect, because agency personnel have the latitude to look at 
the costs and agree what is and is not reasonable and allowable.

SENATOR BEN STEVENS reiterated that lie believes it would 
encourage a total shutdown and that it might provide a 
disincentive to replacing bad equipment.

SENATOR THERRIAULT repeated that, because the commissioners have 
the flexibility to make determinations on a case-by-case basis, 
he does not believe that would be the case.

CHAIR SEEKINS used an automobile maintenance analogy to 
illustrate how the agency representatives might make the 
determination and asked if that is how Senator Therriault sees 
it working

^SENATOR THERRIAULT agreed with his analogy and emphasized that 
this refers specifically to improperly maintained equipment.

1 : -13 • 4 7  pm
XR DICXINSON, Consultant to DOR, commented that hi.s 
interpretation of the amendment is that ail operating costs 
would be disallowed as long as the plant is operating at
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LEGAL SERVICES

(907) 465-3867 or 465-2450
FAX (907) 485-2029
Mail Stop 3101

DIVISION OF LEGAL AND RESEARCH SERVICES 
LEGISLATIVE AFFAIRS AGENCY 

STATE OF ALASKA State CapHol
Juneau, Alaska 99801-1182

Deliveries to: 129 6th St.. Rm. 329

M E M O R A N D U M March 12, 2007

SUBJECT: Disallowance of costs associated with lack of or improper
maintenance (CSSB 80( );Work Order No. 25-LS0425\M)

TO: Senator Charlie Huggins
Chair of the Senate Resources Committee
Attn* Sharon Lon;

FRO M :
Legislative Counsel

You asked for an explanation of AS 43.55.165(e)(l9)(B) and (C), as offered in 
CSSB 8CK ) that is being considered by your committee.
CSSB 80( ) proposes to amend AS 43.55.165(c) by adding an additional category of
lease expenditures that are not deductible for the purpose of determining the production 
tax value of oil and gas. The production tax value of oil and gas is taxed at the rate stated 
;n AS 43.55.011 and is generally determined by deducting certain lease expenditures 
from the gross value of oil and gas at the point of production.' AS 43.55.165(a) provides 
that, with certain exceptions, the lease expenditures are "the ordinary and necessary costs 
upstream of the point of production of oil and gas." AS 43.55.165(e) lists 18 types of 
expenditures that may not be included as lease expenditures for the purpose of 
determining the production tax value of oil and gas.
CSSB 80( ) adds an additional category of expenditures that may not be considered
lease expenditures. The expenditures that would be disallowed under the bill are 
expenditures that were incurred because property or equipment had not been maintained 
or had been improperly maintained. The proposed new paragraph identifies three 
categories of costs that would be disallowed when the reasons for those costs are related 
to the failure to maintain property or equipment in accordance with the standard 
determined by the commissioner of revenue with the advice and counsel of the 
commissioner of environmental conservation, the commissioner of natural resources, and 
the Alaska Oil and Gas Conservation Commission.

1 AS 43.55.160(a).



The first category of disallowed expenses are the costs of repairing and replacing the 
actual property or equipment that was neglected.2 These costs are described in 
AS 43.55.165(e)(19)(A), in sec. 1 of the bill.
The costs disallowed under AS 43.65.165(e)(19)(B) and (C) are costs that directly result 
from the maintenance failure. For illustration purposes, assume that some component of 
a production facility fails because the operator had not maintained that component as 
expected, taking into consideration the standard practices of the industry. The costs of 
replacing or repairing that component would be disallowed under paragraph (19)(A).
Now assume (hat the component failure took two days to repair and during those two 
days oil was not delivered to a treatment facility and that facility was then shut down. 
While that repair was being made, there was no flow of oil, no production tax because no 
oil was being produced, and there were costs associated with maintaining the shutdown 
and non-productive facility. Under AS 43.55.165(e)( 19)(B) as offered in sec. 1 of the 
bill, the costs incurred to maintain the facilities or equipment shutdown as the result of 
failure of the component that had to be repaired or replaced may not be deducted.
Change the facts a little so that the flow to the facility is not completely stopped, but the 
volume is cut in half. Assume further that the facility described in the previous paragraph 
continues to operate, but of one-half of the level at which it operates when the failed 
component is operational. If the costs of operation at one-half the normal volume are 
actually three-quarters of the cost of operating at full capacity, the difference between 
half the costs and three-quarters of the costs would be disallowed under 
AS 43.55.165(eX19)(C) as proposed in CSSB 80( ). The disproportionate costs that
resulted from the reduced flow would be disallowed under the bill.
CSSB 80( ) presents two issues for consideration by the committee. First is the level of 
diligence expected from a taxpayer with regard to the maintenance of production 
facilities. Should the state expect a level of diligence consistent with a standard that is 
determined by taking into consideration the standard practices of the industry, something 
less, or something more?
Second, if costs associated with a lack of maintenance or improper maintenance are 
disallowed, should the disallowance of the costs be limited to the failed equipment or all 
costs that result from that failure? In sec. 1 of CSSB 80( ), AS 43.55.165(eX19)(A)
disallows the cost related to the repair or replacement of the equipment that failed and 
(eX19XB) and (C) disallow costs that would not have been incurred or would have been 
proportionately less had the neglected equipment not failed.
If I may be of further assistance, please advise
DMB:med 
07 166.med

Senator Charlie Huggins
March 12,2007
Page 2

2 I use the word "neglected" here as a short hand for 'not maintained or improperly 
maintained" and not to introduce a standard not contemplated in the language of the bill.
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BP admits to withholding documents
Executive receives more time to prepare for hearing on N. 
Slope pipeline corrosion

WASHINGTON - A top BP executive has acknowledged that the company 
withheld key documents last year from lawmakers who were investigating 
whether cost-cutting measures were a factor in the pipeline corrosion that 
caused Alaska's largest onshore oil spill.
In a letter that congressional Democrats disclosed on Wednesday, BP 
America Chairman and President Robert Malone also said that he was 
"troubled" by the extent of oilfield workers' frustrations in the period leading 
up to last year's North Slope oil spill.
Malone, who took over at BP America after the March 2006 spill in the 
Prudhoe Bay oilfield, said. "We need time to determine how the concerns and 
frustrations expressed by workers were ultimately resolved."
His letter, dated Monday, was released as leaders of the House Energy and 
Commerce Committee agreed to postpone a hearing on the Alaska oil spill 
until May 16.
Malone asked for more time to prepare for the hearing after facing new 
questions from committee leaders suggesting that company scrimping might 
have compromised testing and maintenance that could have prevented the 
201,000-gallon spill. Subsequent inspections turned up corrosion in another 
transit pipeline, leading to a partial shutdown of the field in August.
In his plea for more time, Malone echoed some of the committee's concerns, 
saying some of BP's recently produced records "raise concerns about 
previous spending decisions that cause me concern."
In keeping with Malone's efforts to portray a new culture of openness at BP, 
he said that company officials failed to disclose a 2002 state compliance 
order referring to pipeline sediments that could have contributed to pitting 
and corrosion.
Malone said the document only recently came to his attention and that of the 
head of BP Alaska. It also wasn't disclosed to the energy committee during a 
hearing in September.

http://juneauempire.com/cgi-bin/printit2000.pl 5/3/2007
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While Malone said he's ordered an investigation, some company officials

•  have determined that the document was overlooked because it pertained to 
leak detection and not specifically to corrosion.
But the connection became clearer as company officials amassed some 20 
million documents in connection with congressional and other federal 
investigations into the spill and subsequent oil disruptions in the nation's top- 
producing oil field.
"Our process for gathering and producing documents for the committee was 
not what it should have been," said BP spokesman Ronnie Chappell.
It was during this same time frame, he indicated, that worker frustrations 
were vented - apparently to no avail. That, he said, will change.
"I want to eliminate the frustration voiced in many of the documents by 
creating a culture in which workers are confident their concerns will be heard 
and addressed before they would ever reach the level of frustration expressed 
in these historical documents," Malone wrote.
Congressional leaders cited Malone's misgivings about the missing 
documents in their decision to grant the company more time.
"We now know that BP proceeded with cost-cutting measures that may have 
compromised pipeline safety while earning $22 billion in profits, but what we 
don’t know is why," said Energy Committee Chairman John Dingell, D-Mich.
In a letter co-signed by fellow Michigan Democrat Bart Stupak, chairman of 
the panel's oversight subcommittee, Dingell said. "The discovery of this 
material has clearly raised questions about the adequacy of your response to 
the committee, as well as previous spending decisions made by your 
company."
Click here to return to story:
http://www.juneauempire.com/stories/050307/sta_20070503009.shtml

h ttp :// ju n eauem p ire .com /cg i-b in /p rin tit2 000 .p l 5/3/2007
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O il g ia n t  faces q u es tio n s  a b o u t  d ead ly  b las t in T exas

W ednesday , Ju ly  27, 2005 

By C hip  C um m ins and T haddeus H errick

T E X A S  C IT Y , T exas -- A fter a h u g e  ex p lo sio n  at a BP PLC p lant here in M arch k illed  15 
w orkers in the dead liest U .S . pe tro ch em ica l-in d u stry  accident in 15 years, the com pany  put 
m ost o f  the b lam e on so m e o f  its em ployees.

B ut now  the search for the cause  is ra ising  som e unse ttling  questions.

L ondon-based  BP acknow ledges fau lty  eq u ip m en t and other troubles at the unit at the T exas 
C ity  refinery  w here the exp losion  occu rred , a lthough  it doesn 't d irec tly  connect those  
p rob lem s to  the accident. In add ition  to the  dea ths, m ore than 170 peop le w ere injured.

T w o federal agencies have po in ted  to  sa fe ty  p roblem s at T exas City. A nd  all this com es 
aga inst the backdrop  o f  cost-cu tting  in an  industry  w ith very old equipm ent.

T uesday , BP said that it had set as ide  $700  m illion  to co v e r com pensa tion  for v ic tim s' 
fam ilies and those in jured  in the M arch  23 blast.

But the com pany  cou ld  still face reg u la to ry  action. M anagers at the T exas C ity  refinery  
"don 't have a cu ltu re o f  safe ty  that looks a t all the details," said John M iles, Southw est 
regional d irec to r for the O ccupational S afe ty  and H ealth A dm inistra tion . O SH A  is 
investiga ting  the dead ly  explosion . M r. M iles notes that over the past 16 m onths, there have 
been tw o o th e r m a jo r acciden ts at T exas C ity . In S ep tem ber 2004, tw o em p lo y ees w ere 
scalded  to death  w hile  rem oving  a valve  from  a ho t-w ate r line. In M arch 2004 , the refinery  
had a b ig , nonfata l fire.

T h ree  s ign ifican t acciden ts in that span  o f  tim e are  "a concern ," M r. M iles said. In add ition , 
in M ay  2004, a co n trac to r w as k illed  in a fall at the refinery , although the con tracto r 's  
em ployer, not BP, w as cited .

In A pril, O S H A  put the BP refinery  on a national w atch  list o f  safe ty  v io la to rs in all 
industries. O SH A  doesn 't public ly  re lease  the list bu t confirm ed that BP is on e  o f  on ly  tw o 
refiners am ong  som e 700 com pan ies iden tified . O SH A  said  the o ther is C offeyv ille  
R esources R efin ing  &  M arketing  L L C , a m uch  sm alle r operation  in C offeyv ille , K an. 
C offeyv ille  R esources said  that it b e liev es its inclusion on the list reflects the acciden ta l 
death  o f  an em p loyee in M ay 2004. T he com pany  said  that overall it "en joys a good safety  
record ."

A no ther federal body, the C hem ical S afety  and  H azard Investigation  B oard , is conduc ting  its 
ow n probe. S pokesm an  D aniel H orow itz  sa id  the board  so far has iden tified  a nu m b er o f  
safe ty  p rob lem s at T exas C ity.

BP pub lic ly  issued a report in M ay that accused  so m e o f  its m idlevel p lan t m anagers and 
hourly  w orkers o f  "su rp rising  and d eep ly  d istu rb ing" m istakes. T hese  e rro rs  a lleged ly  
included  a failu re to p rov ide  superv is ion  and  d isregard  o f  com pany p rocedures. BP has 
rem oved  the refinery 's  top m anager and fired  a handfu l o f  o ther em ployees — but w on 't say 
how  m any.

A  law suit filed in sta te  court in G alveston  c la im s that the u ltim ate b lam e lies w ith BP. The 
suit a lleges co rporate  "g ross neg ligence" and  seeks unspecified  dam ages on  b e h a lf  o f  victim s' 
fam ilies and several peop le  injured in M arch at the sp raw ling  refinery  n ea r G alveston  Bay.

O ne o f  the su it's  orig inal p la in tiffs w as D avid  C row , a 58-year-old  ou tside  m ain tenance
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contractor. In the early  afte rnoon  on M arch  23 , he heard  a thundering  n o ise  and then w as 
buried  beneath  debris. H e  frac tu red  six  verteb rae  and sha tte red  h is  foo t and  ankle. "P eople 
lost the ir lives ov er so m e th in g  that cou ld  have been  avoided ," sa id  M r. C row , w ho now  uses 
a w alker to  get around. A fte r b e in g  in te rv iew ed  for th is article , he ag reed  to se ttle  h is claim  
against BP on con fiden tia l term s.

T he explosion  occurred  w hen  w orkers resta rted  a sm all gaso line -p rocessing  unit, an 
operation  that is inheren tly  tricky  b ecau se  m any contro ls are ad justed  at once  and 
com bustib le  substances beg in  m oving  rap id ly .

BP is w alk ing  a fine line  in its resp o n se  to  the accident. It has denied  an y  neg ligence an d  is 
coopera t' lg w ith  federal investiga to rs. B ut it a lso  has apo log ized  and p ro m ised  to con tinue 
se ttling  w ith  su rv ivors and  v ic tim s ' fam ilies. M any se ttlem ents have a lready  been  agreed  to, 
the com pany  said , w ithou t p rov id ing  details.

BP has den ied  any  connection  betw een  cost-cu tting  and plant fata lities. It con tends that 
overall sa fe ty  at its A m erican  refineries has im proved  since it acqu ired  them .

"I think the culture ol sa fe ty , in term s o f  po lic ies and p rocedures, w as there ," sa id  Ross 
P illari, p residen t o f  B P P roducts N orth  A m erica. "B ut the im plem en ta tion  o f  these  po lic ies 
and procedures w as c lea rly  not there, because  i f  it w as, the acciden ts w ou ldn 't have 
happened ."

BP has five refineries in the U .S. T w o o thers that, like T exas C ity , w ere acqu ired  d u ring  a 
buying  sp ree s ta ited  in the la te -1990s h av e  also  had w orker deaths recen tly .

O n N ew  Y ear's D ay 2004 , a techn ic ian  a t a p lan t in W hiting , Ind ., fell and  cracked  his skull 
afte r a co rroded  handrail gave w ay . BP investiga to rs concluded  in an in ternal report, separate  
from  the one issued in M ay, that there hadn 't been  a p rocedure to inspect and repa ir the 
facility ’s handra ils, w h ich  date to  the 1940s. BP said  that it has since  in spec ted  all handrails 
at its refineries. Ind iana regu la to rs  fined BP S I ,625 ov er the incident.

In M ay, a con tracto r w as found dead  at B P 's refinery  in C herry  Point, W ash . A n initial 
com pany  investigation  has found  no ev idence  that the death  w as related  to  an acciden t, a 
person  fam iliar w ith  the inqu iry  said. T he death  is under investiga tion  by  the co un ty  co roner 
and sta te safe ty  regulators.

Even exc lud ing  the C herry  P oint death  and  the 15 fatalities in M arch, B P 's four o the r deaths 
since  January  2002 are m ore  than the num ber recorded  by  its m ain  rivals in the U .S ., 
accord ing  to federal data  and in fo rm ation  prov ided  by the com panies. B P  is A m erica’s third- 
largest refiner. No. 1 C o n o co P h illip s  and  No. 2 Exxon M obil C orp. each  had one death  
during  that period.

T here  hasn 't been a new  oil re finery  bu ilt in the U.S. since  1976, and m ost p lan ts show  the ir 
age. N ew  construc tion  has been  d iscou raged  by stric ter env ironm enta l ru les  and  o ther factors. 
R egulators say that old fac ilities don 't necessarily  pose unusual dangers, as long  as e ffec tive  
safe ty  and m ain tenance p rog ram s arc in place.

T he w orld 's second-largest pub lic ly  traded  oil com pany, BP opera tes in te rn a tio n a lly  and does 
every th ing  from  drilling  for oil to  runn ing  gaso line  stations. Its g lobal sa fe ty  record  -- 
m easured  by hours w orkers m iss b ecau se  o f  injury and acciden ts that m erit repo rting  to 
regulators — is one o f  the industry 's  best.

U sing  the m otto  "B eyond  P etro leum ," the com pany  has p rom oted  its im age  for social 
responsib ility . C h ie f  E xecu tive  John  B row ne has cham pioned  attem pts to  reduce global 
w arm ing  by low ering  ca rb o n -d io x id e  em issions at BP facilities.

T he com pany grew  sudden ly  w hen  it pu rchased  A m oco C orp. in 1998 and  la ter scooped  up
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A tlan tic  R ichfie ld  C o. B P 's success in im proving  effic iency  and  lo w erin g  costs at its new ly  
acq u ired  A m erican  refineries has  been show n in a period ic  su rvey  d o n e  by  the D allas 
co n su ltin g  firm  S o lom on  A ssociates. W idely  used for com paring  refin ery  perfo rm ance , the 
su rvey  show ed  that in 2000, B P 's U.S. p lants ranked  in the m idd le  o f  the industry  on 
m easu res such as re tu rn  on investm ent. By 2004, BP ro se  to the top 25 percen t. L ast year, BP 
reported  overa ll p ro fit o f  $15.7 b illion  on revenue o f  $294 .9  billion.

T he m un ic ipa lity  o f  T ex as C ity  has long  been an  industrial hub. In 1947, it su ffered  one o f  
the coun try 's  w orst industria l acciden ts ev e r w hen a sh ip  full o f  fertilize r exploded , k illing  
nearly  600  people.

B P acqu ired  the T exas C ity  refinery  from  A m oco. In the 1990s, A m oco  had reduced  the 
p lan t's  un ion ized  w ork  force by 19 percen t, to 1,300 peop le, acco rd ing  to  S onny  Sanders, a 
fo rm er T exas C ity  em p loyee  and  longtim e labor-union o ffic ia l. U nder A m oco, m ajo r 
m ain tenance  overhau ls, ca lled  "tu rnarounds," becam e less frequent, sa id  Mr. S anders, now  a 
U nited  S tee lw orkers rep resen ta tive . BP said  it w asn 't in a position  to  co m m en t on A m oco 's 
actions. T he stee lw orkers un ion , w hich rep resen ts BP em p loyees, has ch a llenged  the 
com pany 's  findings on the b last and is conducting  its ow n probe.

A s it absorbed  its A m erican  acqu isitions in 1999 and 2000, BP cut its w ork  force o f  U .S . 
refinery  em ployees and  con trac to rs  by  10 percent, largely  by m eans o f  buyou ts in T exas C ity 
and  W hiting , Ind. At T ex as C ity , the s ta f f  o f  union ized  m ain tenance craftsm en  and operators 
fell by  21 3 , o r abou t 18 percen t, the com pany  said  in w ritten  answ ers to  questions for this 
article . T h e  reductions w ere  partia lly  o ffse t by g rea ter use o f  ou tside  con tracto rs, BP added.

"T he approach  to reduc ing  costs w as w ell thought out and system atic ," B P 's M r. P illari said.
It "does no t appear, in so far as w e have seen , to have had any th ing  to  do w ith the  fatalities" 
at T exas C ity  o r  an y w h ere  else, he adds. T he com pany sa id  in w ritten  answ ers that it has 
stead ily  increased  overa ll spend ing  on m ain tenance in the U.S. A t Texas C ity  in 2003-2004 , 
BP said that it spen t 40  percen t m ore  per barrel o f  oil it refined  than w as spent in 1997-1998 
under A m oco. B P dec lined  to d isc lo se  do lla r figures.

C urren t and  fo rm er T exas C ity  em ployees and con tracto rs pain t a d iffe ren t p icture. U nder 
BP, the refinery  deferred  som e rou tine  m ain tenance inspections because  o f  s ta ff  shortages, 
accord ing  to  th ree fo rm er em p loyees and one current w orker. In add ition , certain  safety  
procedu res have been  ignored  at the p lant, accord ing  to seven  peop le  w ho have w orked  there. 
C o n trac to rs  and B P em ployees som etim es w ork high above g round  w ithou t p ro p er safety  
gear, acco rd ing  to four o f  these people. B P said that it requ ires stric t com pliance w ith its 
po lic ies for w ork ing  at an  e leva tion .

B ut O S H A 's reg ional d irec to r, M r. * lilcs, said that m anagers at o the r T ex as refineries he has 
inspected , inc lud ing  one nearby  ow ned  by  V alero E nergy  C orp ., are m ore  ac tive ly  involved 
in safe ty  issues. "Y ou don 't see  that dow n the street" at BP, he said.

M r. C row , the veteran  m a in ten an ce  con tracto r w ho w as in jured  in M arch  at T exas C ity, said 
d isrep a ir  at the p lan t w as w o rse  than  w hat he has seen at co m p arab le  refineries. H e said he 
w as particu la rly  troub led  b y  co rrod ing  m etal springs that hold  refinery  p ipes in place. 
"E very th ing  out th e re  is rusty ," he said.

G lenn  A lexander, a 45 -y ear-o ld  electrical con tracto r w ho su ffered  sh o u ld e r and back  injuries 
in the M arch  blast, said  co rro sion  p lagued  m uch o f  the refinery . L ast year, he sa id , a m etal 
structu re  supp o rtin g  p o w er and com m unications lines h igh  above g round  co llapsed  because 
o f  co rrosion . No one w as in jured . A nother section o f  the sam e sort o f  s truc tu re  "w as w obbly  
and could  have  fallen any  m inu te ,"  he said. Mr. A lexander w as a p la in tif f  in the neg ligence 
suit aga inst BP bu t ag reed  to a confiden tia l se ttlem en t afte r he w as in terview ed.

T he com pany  said  that it ag g ressiv e ly  addresses co rrosion , som etim es shu tting  dow n  certain  
opera tions to do  so. C iting  the large size o f  the p lant, BP said  it cou ld n 't confirm  the incidents
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Mr. A lex an d er described .

Last year, befo re  the M arch  exp losion , BP shook  up  its m ain ten an ce-in sp ec tio n  program  at 
T exas C ity , rep lacing  the top inspecto rs. But the com pany  em p h asized  that inspection- 
s ta ffing  levels w eren 't "a c ritica l issue."

BP execu tives said  that overa ll, the com pany 's  U.S. o p era tio n s are  sound . S till, it is aud iting  
safety  p rocedu res at all o f  its U .S . p lan ts, try ing  to d e term ine  i f  any  are  "resource 
constra ined ," B P 's M r. P illari said .

The b last in M arch o ccu rred  in  a part o f  the refinery  know n  as an  isom eriza tion  unit, o r  isom . 
It p rocesses gaso line to boost octane , w h ich  prevents eng ine knocks. B P 's report on the 
acciden t in M ay details a series o f  past p rob lem s at the isom  bu t do esn 't link that h isto ry  to 
the acciden t.

Since 1986, em ployees had recorded  seven  fires at the isom , not inc lud ing  the M arch blast, 
the com pany  said . T his sm all section  o f  the refinery  consis ted  o f  a con tro l room , a 164-foot 
p rocessing  tow er and ven ting  equ ipm en t, w hich included  a 113 -foo t "b low dow n" stack. The 
b low dow n stack re leased  bu ild u p s o f  dangerous liquid  o r v ap o r in em ergencies .

BP's rep o rt said that a w ate r sy stem  used  to cool the v en ting  eq u ip m en t had been out o f  
serv ice for som e tim e b efo re  the huge b low up. B affles, w hich  are  m eta l p la tes that aid  the 
condensa tion  o f  vapor, had  co rro d ed  badly .

In A pril 1997, S teven A dam s, an  isom -un it operato r, filed  a su g g estio n  to  .Amoco 
m anagem ent to rep lace  a fau lty  pum p connected  to the v en tin g  sy stem . I f  the pum p failed, 
com bustib le  liquids cou ld  c \  erflo w  in to  the refinery sew er system  an d  possib ly  ignite. 
A m oco apparen tly  nev e r acted  on the suggestion . S i' n o n th s  a f te r  BP took  ov er the p lant, 
the idea w as rejected  as "not cost effec tive ," accord ing  to  an in ternal com pany  m em o.

M r. A dam s was on e  o f  the em p loyees fired  afte r the M arch  b last. L ast m onth , he filed a 
defam ation  suit against BP in iTexas sta te  court, a lleg ing  that the co m p an y  ru ined his 
reputation  by  un fairly  b lam in g  him  and o thers for the d ead ly  exp lo sio n . BP dec lined  to 
com m ent on 'h e  A dam s firing  o r  the suit.

The dec ision  not to rep lace  the isom  un it’s pum p could  p ro v e  s ig n ifican t. In its report, BP 
said  it w as possib le that com bustib le  m ateria l escaped  from  the v en ting  system  into the sew er 
and ign ited  there, se tting  o f f  the blast. B ut in its w ritten  resp o n ses to ques tions for this article , 
BP said  there is no  ind ication  the pum p m alfunctioned .

In F ebruary , operato rs o f  the isom  unit shu t it dow n for m ain tenance . M r. C row  and dozens 
o f  o the r ou tside  co n trac to rs  w ere  w ork ing  out o f  trailers nearby . BP sa id  in its report that the 
con tracto rs w eren 't w arned  abou t the po ten tia lly  d angerous resta rting  o f  the unit, as they 
should  h av e  been.

T he isom  unit's day tim e superv iso r, Sco tt Y erre ll, arrived  late the m o rn in g  o f  M arch 23, 
acco rd ing  to  BP’s report, w h ich  d idn 't iden tify  him  by  nam e. T hen , ju s t  before 11 a.m ., he left 
the p lant f  personal reasons, the report said. BP fired h im  a fte r the acciden t.

M r. Y erre ll is a co -p la in tif f  in  the defam ation  suit against BP. H is a tto rney , C harles D unkel, 
said that h is client left to attend  em erg en cy  surgery  for h is son , w ho had  broken  his arm  the 
day before. Mr. Y erre ll lined up a rep lacem ent to superv ise  the s ta rt-u p  and  shou ldn 't have 
been fired, the law yer said .

By 12:40 p.m ., p ressu re  and  heat had c lim b ed  above norm al levels in the isom  unit's  
p rocessing  tow er, w here gaso line  com ponen ts  are separated , the BP rep o rt said. A  w orker 
ou tside the unit ca lled  the con tro l room  to report steam -lik e  v apo r co m in g  from  the unit's 
sm oke s tack , an ind ication  that som eth ing  m ight have been  go ing  w rong .
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At abou t 1:20, a sm all exp losion  occurred , fo llow ed  by  a m uch  louder one. S om e peop le on 
the scen e  sa id  that they  heard  a series o f  exp losions. T he b lasts  shook  w indow s in houses 
m iles aw ay. B P sa id  the m ost likely  cause  w as that exp lo siv e  vapor and liquid  ignited  afte r 
opera to rs overfilled  the p rocessing  tow er an d  the vo la tile  m ix  ven ted  out o f  the stack .

W hile con tinu ing  to press its investigation , the federal C hem ical S afety  B oard  has sa id  that 
som e o f  the isom  un it's  a larm s and ind icato rs ap p ear to have failed to  no tify  w orkers about 
dangerous levels o f  liqu id  bu ild ing  up in the unit's p rocessing  tow er. T he board  is also  
study ing  w hy BP p laced  the contractors ' trailers so c lo se  to the isom  plant.

BP sa id  that the alarm s w eren 't a critica l fac to r in the acciden t. In its M ay report, it 
ack n o w led g ed  that the  trailers w ere too close to the isom .

Mr. A lex an d er, the in ju red  electrician , w atched  the des truc tion  o f  the  tra iler in w hich his 
w ife, L orena C ruz-A lexander, w as w ork ing  as an adm in istra to r. H e iden tified  her rem ains 
several days later. " I f  1 had  know n a unit w as sta rting  up, L orie  w ouldn 't have  been anyw here  
near th is site ,"  he sa id . "I w ouldn 't have been  anyw here  near the site."
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1061 n eg lig en c e

7%iion, usu. in a bond indenture, stating that the 
’"̂ ■issuing entity will not pledge its assets if it will result 
win less security to the bondholders under the inden- 
A ture agreement.

Miegative p regn an t. A denial implying its affirmative 
Wopposite by seeming to deny only a qualification of 
n'-jthe allegation and not the allegation itself. •  An 
^example is the statement, "I didn’t steal the money 
K,|ast Tuesday." the implication being that the theft 
“ night have happened on another day. — .Also 
j termed negative pregnant with an affirmative. Cf. affix- 
N ative pregnant. [Cases: Pleading ©=126. C.J.S. 
^Pleading § 191.]

gative p re sc r ip t io n . See PRESCRIPTION h i.

ative p ro o f . See proof.
- negative re p r is a l. Sec reprisal.

ative r ig h t  See r igh t.
ative se rv itu d e . See servitude t2i.
ative statute . See s ta tu te .
ative te stim ony . See negative eviderue under EM 

DENCE.
ative veto . See qualified veto under veto.
jlect, n. 1. The omission of proper attention to a 
erson o r  thing, whether inadvertent, negligent, or 
Uful; the act or condition of disregarding. 2. The 
ilurc to give proper attention, supervision, or ne- 
sities, esp. to a child, to such an extent that harm 

bulls o r  is likely to result. Cf. abuse. — neg lec t,
■ n eg le c t fu l, ad}.
‘Neglect' Is not the same thing as negligence.' In the 

iptesent connection the word 'neglect' indicates, as a purely 
^Objective fact, that a person has not done that which it was 
k  -'his duty to do; It does not indicate the reason for this failure 
%  ‘Negligence, on the other hand, is a subjective state of 

i  mind, and it indicates a particular reason why the man has 
5tailed to do his duty, namely because he has not kept the 
performance of the duty in his mind as he ought to have 
done. A man can neglect' his duty either intentionally or 
negligently " J.W Cecil Turner. Kenny's Outlines o f Cnminal

lect" his duty either intentionally or 
Turm

108 ri.1 (16th ed. 1952).
ltd neglect. The failure of a person responsible 
f: d minor to care for the minor's emotional or 

'tiysieal needs. •  Child neglect is a form of child 
isc- Local child-welfare departments investigate 
rts of child neglect. In a severe case, criminal 

Rtges may be filed against a person suspected of 
Ua neglect. [Cases: Infants ®=!56.]

ble neglect. Censurable or blameworthy ne- 
IJ neglect that is less than gross carelessness 
more than the failure to use ordinary care.

bmental neglect. Failure to provide necessary 
, tional nurturing and physical or cognitive 
julation, as a result of which a child could 
cf from serious developmental delays.

itional neglect. Failure to ensure that a child 
|dd* school in accordance with state law.

able neglect. A failure — which the law will 
Use — to take some proper step at the proper 
“'(esp. in neglecting to answer a lawsuit) not 
u*c of the party's own carelessness, inatlen- 

•«)Or willful disregard of the court's process, but 
fUse of some unexpected or unavoidable hin­

drance or accident or because of reliance on the 
care and vigilance of the party's counsel or on a 
promise made by the adverse party. [Cases: Feder­
al Civil Procedure ©=2656; Judgment ©=362. 
C.J.S. Judgments § 320.]
inexcusable neglect. Unjustifiable neglect; neglect 
that implies more than unintentional inadvertence. 
•  A finding of inexcusable neglect in, for example, 
failing to hie an answer to a complaint will prevent 
the setting aside of a default judgment. [Cases: 
Federal Civil Procedure ©=2656; Judgment 
©=362. C.J.S .Judgments § 320.]
medical neglect. Failure to provide medical, dental, 
or psychiatric care that is necessary to prevent or 
to treat serious physical or emotional injury or 
illness. •  In determining whether a parent's refus­
al to consent to medical treatment is neglectful, 
courts use any of three approaches: (1) an ad hoc 
test, (2) a bcst-interests-of-the-child test, or (3) a 
balancing test that weighs the interests of the 
parents, the child, and the stale. Cf. FAJTH-HEALINg 
EXEMPTION.
physical neglect. Failure to provide necessaries, the 
lack of which has caused or could cause serious 
injury or illness.
willful neglect. Intentional or reckless failure to 
carry out a legal duty, esp in caring for a child.

neglected child. See child.
neglect hearing. See h e a r i n g .

neglegentia (ncg-li-jen-shee-a). n. [Latin] Roman law. 
Carelessness; inattentive omission. •  Neglegentia can 
be of varying degrees, which may or may not result 
in actionable liability. — Also spelled negligentia. See 
Cl'LPA. Cf. DILIGENTIA.

"In the sources negligentia is tantamouru to culpa, and 
similarly graduated (magna, lata negligontm). Precision in 
terminology is no more to be found hero than in the field of 
culpa One text declares gross negligence (magna 
negligentia) is culpa, magna culpa is dolus': another says: 
gross negligence tdissoluta negligentia) is near to dolus 
tprope d o l u m In the saying 'lata culpa is exorbitant (ex­
treme) negligence, i.e . not to understand (Intelligere) what 
all understand negligentia is identified with ignorance 
Adolf Berger. Encyclopedic Dictionary o f Roman Law 593 
(1953)

lata neglegentia (lay-ta neg-li-jen-shee-a). Extreme 
negligence resulting from an unawareness ol 
something that the actor should have known.
magna neglegentia (magna neg-li-jen-shee-a). See
gross negligence under negligence. 

negligence, n 1. The failure to exercise the standard 
of care that a reasonably prudent person would have 
exercised in a similar situation; any conduct that falls 
below the legal standard established to protect oth­
ers against unreasonable risk of harm, except lot 
conduct that is intentionally, wantonly, or willfully 
disregardful of others' rights. •  The term denotes 
culpable carelessness. The Roman-law equivalents 
are culpa and neglegentia, as contrasted with dolus 
(wrongful intention). — Also termed actionable negli­
gence', o idm an negligence; simple negligence. [Cases: 
Negligence ©=201. 233. 250. C.J.S. Negligence 14. 
34. 59. 118-121. 125-127, 130-131, 133 ] 2. A tori 
grounded in this failure, usu. expressed in terms ol 
the following elements: duty, breach of duty, causa­



tion. and damages. [Cases: Negligence ©=202. C.J.S. 
Negligence §§ 21-31,64.649.]

, "Negligence In law ranges from inadvertence that is hardly 
more than accidental to sinful disregard of the safety of 
others." Patrick Devlin. The Enforcement o f Morals 36 
(1968).
"During the first half of the nineteenth cenfury, negligence 
began to gain recognition as a separate and Independent 
basis of tort liability. Its rise coincided in a marked degree 
with the Industrial Revolution: and it very probably was 
stimulated by Ihe rapid increase in the number of accidents j 
caused by industrial machinery, and in particular by the 1 
invention of railways. It was greatly encouraged by Ihe | 
disintegration of the old forms of action, and the disappear- j 
ance of the distinction between direct and indirect injuries, 
found in trespass and case Intentional injuries, wheth­
er direct or indirect, began to be grouped as a distinct field 
of liability, and negligence remained as the main basis for 
unintended torts. Negligence thus developed into Ihe domi­
nant cause of action for accidental injury in this nation 
today." W. Page Keeton e l a/., Prosser and Keeton on the 
Law o f Torts § 28, at 161 (5th ed. 1984).
Negligence is a matter o l risk — that is io say, of recogniz­

able danger ol injury In most instances, it is caused by 
hoedlessness or inadvertence, by which the negligent party 
is unaware of the results which may follow from his act. But 
it may also arise vrhere the negligent party has considered 
the possible consequences carefully, and has exercised his 
own best judgment. The almost universal use of the phrase j
due care' to describe conduct which is not negligent 
should not obscure the fact that the essence of negligence 
is not necessarily the absence of solicitude for those who |
may be adversely affected by one's actions but is instead f
behavior which should be recognized as involving unrea­
sonable danger to others." Id. § 31, at 169.

active negligence. Negligence resulting from an 
affirmative or positive act, such as driving through 
a barrier. Cf. passive negligence.
advertent negligence. Negligence in which the actor 
is aware of the unreasonable risk that he or she is 
creating; recklessness. — Also termed willful negli­
gence', supine negligence.

casual negligence. A plaintiff's failure to (I) pay 
reasonable attention to his or her surroundings, so 
as to discover the danger created by the defen­
dant’s negligence, (2) exercise reasonable compe- , 
tence, care, diligence, and skill to avoid the danger | 
once it is perceived, or (3) prepare as a reasonable j 
person would to avoid future dangers.
collateral negligence. An independent contractor's 
negligence, for which the employer is generally 
not liable. See coll-vceral-negligence doctrine.
comparative negligence. A plaintiffs own negli­
gence that proportionally reduces the damages 
recoverable from a defendant. — .Also termed 
comparative fault. See comparative-necligence doc- 
irine [Cases: Negligence ©=549. C.J.S. Negligence 
§§ 262-264]

concurrent negligence. The negligence ol two or 
mure parties acting independently but causing the 
same damage. Cf. joint negligence.
contributory negligence. 1. A plaintiffs own negli­
gence that played a part in causing the plaintiffs 
injury and that is significant enough (in a few 
jurisdictions) to bar the plaintilT from recovering 
damages. • In most jurisdictions, this defense has 
been superseded by comparative negligence. See 
co n trib u to ry  negligence doctrine. [Cases: Negli­
gence ©=547. C.J.S. Negligence 88 293, 297.] 2.

negligence
[ a w

Rare. The negligence of a third party — neijj- 
the plaintiff nor the defendant .— whose act; 
omission played a part in causing the plain' 
injury. [Cases: Negligence <5=540. C.J.S. Negli- 
§ 267.]

"The contributory negligence of a third party is no 
tor the negligence o f Ihe defendant." Thomas E. )
The Elements ot Jurisprudence 154 (13th ed. 192-4).

crim inal negligence. Gross negligence so ext, 
that it is punishable as a crime. • For exam- 
involuntary manslaughter or other neglf 
homicide can be based on criminal negligence; 
when an extremely careless automobile driver k! 
someone. — Also termed culpable negligence;. 
negligence. [Cases: Criminal Law ©=23; Neglig 
©=1800-1802. C.J.S. Criminal Law § 38; N egligf 
8§ 913-914.916.]

"Though the legislatures and the courts have often mad* 
clear that criminal liability generally requires more fault S“  
the ordinary negligence which will do for tort liability. 
have not so often made it plain just what Is required: addition to tort negligence — greater risk, subjective awj* 
ness of the risk, or both. Statutes are sometimes worded 
terms of gross negligence' or culpable negligence'- 
criminal negligence, without any further definition of the; 
terms Trie courts thus have had to do their best 
little guidance from the legislature, with varying results. 
Wayne R. LaFave & Austin W. Scott Jr Criminal Law § 
at 235-37 (2d ed. 1986).

culpable negligence. 1. Negligent conduct thai 
while not intentional, involves a disregard of th; 
consequences likely to result from one's actions.." 
See criminal negligence.

" 'Culpable negligence ' v«hile variously defined, has 
held incapable of exact definition; it means something mi 
than negligence In connection witn negligence, I 
word culpable' Is sometimes used in the sense of 'blan 
hie,' and if has been regarded as expressing ihe thought ot- 
a breach of a duty or the commission of a fault; but 
culpable negligence has been held to amount to more tharr 
blameworthy' conduct It does not involve the element 
of intent On the other hand, it has been said to bd f 
intentional conduct which the actor may not intend to be/ 
harmful but which an ordinary and reasonably prudent man.' 
would recognize as involving a strong probability of injury to 
others " 65 C J.S. Negligence § 1(13) (1966)

gross negligence. 1. A lack of slight diligence os? 
care. [Cases: Negligence ©=273. C.J.S. Negligence’ 
§§ 91-97.] 2. A conscious, voluntary act or amis' 
sion in reckless disregard of a legal duty and of then 
consequences to another party, who may typically . 
lecover exemplary damages. — .Also termed reck-* 
less negligence-, wanton negligence', willful negligence', 
Willful and wanton negligent e, hazardous negligence', 
magna neglegentia [Cases: Damages ©=91; Negli­
gence ©=273. C.J.S, Damages §§ 202-207; Negli- -1 
gence §§ 91-97 ] 3. Sec criminal negligent e.

"Negligence is gross if the precaulions fo be taien against *■ 
harm are very simple, such as persons who at s but poorly "■ 
endowed with physical and mental capacifi'ts can easily 
fake." H.L.A. Hart, Negligence Mens Par, and Cnminal 
Responsibility," in Punishment and Resporsitulity 136, 149 
(1968),
"Gross Negligence As il originally appe* ed this was very 
great negligence, or the want of even slicrit or scant care. It 
has been described as a failure lo exert tse even that care 
which a careless person would use Several courts, howev­
er, dissatisfied with a term so nebulous have construed 
gross negligence as requiring willful, wanton, or reckless 
misconduct, or such utter lack of all care as will be evi­
dence thereof But it is still true that most court* 
consider that 'gross negligence' falls short &t a reckless 
disregard of the consequences, and differs from ordinary

r
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culpable negligence' er; further definition of these 1 had to do their best etth 

re. with varying results.' ; itt J r , Criminal law  $ 17,

ligent conduct that, - 
is a disregard of the 
from one's actions. I "

Mlously defined, has been s 
it means somelhmg more ! ̂  ion with negligence, the y j  
d In the sense of 'Warn* f)  expressing Ihe fhought d  
emission of a fault; hut 
1 to amount to more than 
s not involve the olemert ,
. it has been sa/d to be 
or may riot intend to be 1 
reasonably prudent men 

>ng probability ot Injury *> ,3
13) |1966) «
f  slight diligence'wr '
73 C.J.S. . V q M i  
•luntarv act or ooti*- 3 , 
legal duty and of d*  ,-j/ 
y. who may typic 
— Also termed t
te , willful neglip*WL 
hazardous u eg lig ^^A ^  

mages O=»01:
§5 202-207;

I negligence.
tions to be ’}  •sons who are Out P °% i1  al capacities c a n y  
Mens «ea *!*I Responsibility !36, 5!®

appeared, this '  |Bn snght orscantcarts 
exercise e v e n t - 7Sovo-f c o u r t s ^ J f l

lous haveC^ S J a i l T>ui. wanton. ° ' T f e Z  ail care as *  »
true that rT'° !  ̂ y*ee ■* ills snort of a Id dilters from <>«*" ^

••I ife’genca only In degree, and not in kind." W Page 
E l, n at al-, P rosser and Keeton on Ihe Law o l Torts § 34, 

jJjfjtt 1 -12 (5th ed. 1984)
irrvnif negligence. 1. Careless or reckless con- 

thai exposes someone to extreme danger o f  
$ijury or 10 imminent peril. 2. See gross negligence.

Eiadruted nit, igence. Negligence of one person 
Kofged to another; negligence resulting from a 
^ujty's special relationship with another party who 
jpjriginally negligent — so that, for example, a 

rent might be held responsible for some acts of 
hild. [Cases; Negligence ©=>483, 575; Parent and 
ild ®= 13.5(2). C.J.S. Negligence §§ 152-153, 
-280; Parent and Child § 191.]

ftadvertent negligence. Negligence in which the 
ctur is not aware of the unreasonable risk that he 
k£)he is creating, but should have foreseen and 
ioided it. — Also termed simple negligence.

negligence. The negligence of two or more 
ins acting together to cause an accident. Cf. 

ftrrenl negligence.
I negligence. See negligent e per se.

ce in law. Failure to observe a duly ini*
1 by law. See negligence per se

^negligence per se. Negligence established as a inal- 
rar of law, so that breach of the duty is not a jury 
jpiestion. • Negligence per se usu. arises from a 

Jtory violation. — Also termed legal negligence. 
>es: Negligence €=>259. C.J.S. Negligence 1

[if34-147.]
ary negligence. Lack of ordinary diligence; : 

failure to use ordinary care. • The term is I 
i t  commonly used to differentiate between neg- j 
ce and gross negligence. [Cases; Negligence i 

*532.]
[y ,
W ive negligence. Negligence resulting from a I 
toon's failure or omission in acting, such as 

tig to remove hazardous conditions from puh- 
tpr perty. Cf. active negliger e.

fesriunal negligence. See MALPRACTICE.
en negligence. See gross negligence.

i negligence. See inadvertent negligence.
negligence. The failure to exercise the great 1 

e of an extraordinarily prudent person, result- I 
J in liability in special circumstances (esp. those 1 
folving bailmt its or carriers) in which lack of 
Binary care would not result in liability; lack of 
at diligence.
icquent negligence. The negligence of the dc- 
'ant when, after the defendant's initial negli­

gee and the plaintiffs contributory negligence, 
t defendant discovers — or should have disrov- 

— that the plaintifl was in a position of 
n8er and fails to exercise due care in preventing 

"laintilfs injuries. — .Also termed supervening 
ce. See last-CLEAr.chance doctrine. [Cases: 

gence ©=>530. C.J.S Negligence Sj) 281-290,
3. 318.1

negligent hiring

Revenue Service may impose a penalty — 5% o f  
the amount underpaid. IRC (26 (JSCA) § 6651(a). 
[Cases: Internal Revenue ©=*5219. C.J.S. Internal 
Revenue § 824.]
wanton negligence. See gross negligence.

w illful and wanton negligence. See gross negligence.

w illful negligence. See advertent negligence.

neg lig ence  ru le . Commercial law. The principle that if a 
party's negligence contributes to an unauthorized 
signing or a material alteration in a negotiable in­
strument, that part) is estopped from raising this 
issue against later parties who transfer or pay the 
instrument in good faith. •  Examples of negligence 
include leaving blanks or spaces on the amount line 
of the instrument, erroneously mailing the instru­
ment to a person with the same name as the payee, 
and failing to follow internal procedures designed to 
prevent forgeries. [Cuses: Banks and Banking
0=148(3); Bills and Notes ©=279, 365(2). C.J.S. 
Banks and Banking §§ 434-435; Bills and Notes; Letters 
o f Credit §1 29-30. 33. 150-151.]

neg lig en t, adj. Characterized by a person’s failure to 
exercise the degree of care that someone of ordinary 
prudence would have exercised in the same circum­
stance <the negligent driver went through the stop 
sign> cnegligent construction caused the bridge to 
collapsc>. (Cases: Automobiles ©=>146; Negligence 
©=>200, 232. C.J.S. Motor Vehicles §§ 18. 41, 500-503, 
506-510, 545-546, 550-552, 554-555, 1299; Negli­
gence §§ 5-13, 15-20, 33, 64.) — n eg lig e n t ly , adv.

|A] careful consideration is needed ot the differences 
between the meanir g ot expressions like 'Inadvertently' and 
'while his mind was a blank' on the one hand, and negli­gently' on the other In ordinary English, and also in law­
yers' English, when harm has resulled from son -■one's 
negligence, it we say o l that person that he has acted 
negligent))- we are not thereby merely desenbing the frame ot mind in' which he acted He negligently broke a saucer' is 
not the same kind ol expression as he Inadvertently broke 
a saucer' The point ot the adverb Inadvertently' Is merely 
to intorm us ot the agent's psychological siate, whereas it 
we say He broke it negligently' we are not merely adding to 
this an element ol blame or reproach, out something quite 
specific, viz, we are referring to the (act that the agent 'ailed 
to comply with a standard o! conduct with which any 
ordinary reasonable man cou ld  and would have complied 
a standard requiring him to take precautions against harm 
The word negligently', both in legal and in non-legal con­
texts. makes an essential reference to an omission to do 
what is thus required: It Is not a flatly descriptive psycholog­
ical expression like his mind was a blank'." H L A. Hart. 
"Negligence. Mens Rea and Criminal Responsibility." in 
Punishment and Responsibility 136. 147-48 (1968)

neg lig en t act. See a c t .

neg lig en t en tru s tm en t. The act of leaving a dangerous 
article (such as a gun or car) with a person wno thr 
lender knows, or should know, is likely to use it in 
an unreasonably risky manner. [Cases: Automobiles 
©=•192(11); Negligence ©=>351-355; Weapons 
®=!8(1). C.J.S. Motor Vehicles §5 838-840; Negligence 
§§ 157-160. 170; Weapons §§ 52-53.]

neg lig en t escape. See escape i3>.

f negligence. See advertent negligence.
i negligence. Negligence arising out of the disre- 

STd of tax-paytnent laws, (or which the Internal

neg lig en t h ir in g . Tori' 
selecting an emplo) 
should nave known i 
by creating an unrea 
would be harmed.

n employer's lack of care in 
s'ho the employer knew or 
unfit for the position, there- 
able tisk (hat another person
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30 Cents per Barrel Disallowance Example

PPT Calculation

(Revenue - Costs - Investment) x 22.5% - (Investment x 20%) Less Other Credits, Plus Surtax = Tax Owed

($62.66 - $6.38 - $6.31) x 22.5% - ($6.31 x 20%) $9.98 per barrel

-$0.30 -$0.30

($62.66 - $6.38 - $6.01) x 22.5% - ($6.01 x 20%) $10.11 per barrel

a



Disallowing "deemed capital maintenance" costs
900 ,000 barrels/day 

365 days/year

328 ,500 ,000 barrels/year 
0 .30 cents/barrel

$98 ,550 ,000 per year reduction for (a ) lease expenditures; and (b) capital expenditures

$98 ,550 ,000

Lease Expenditures Capital Expenditures

$98 ,550 ,000
22.5%  Tax Rate

$98 ,550 ,000
20 .0%  Credit Rate

$22 ,173 ,750 $19 ,710 ,000

$41,883,750 
Annual Increase in PPT due to (e)(18)

"I believe that this would provide a good answer to possible public critL.sm th under the PPT we would provide 
50%  of the replacement costs o f pipelines as a result of the Prudhoe Bay shut down."

Pedro van Meurs, August 8, 2006 letter
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Sponsor Statement

HB 128 -  Disallows PPT Reductions for Improperly Maintained Facilities

HB 128 cleans u p  language and  closes a loophole in  the recently passed  
P etro leum  P roduction  Tax (PPT) legislation.

As curren tly  w ritten , p roducers m ay d ed u c t or use as credits, expenses for 
repairs m ade to in frastructu re  tha t has been  im properly  m ain tained . Once 
HB128 is enacted, deductions or credits aga inst the PPT for these types of 
repairs will be subject to review  and  approval.

This bill instructs the C om m issioner of the R evenue to consu lt w ith  the 
C om m issioner of the  DEC and  the C hair of AOGCC. Relying on s tan d ard  
practices of the industry , they will determ ine the po rtion  of the costs related to 
repair or rep lacem ent of im properly  m ain ta ined  p ro p erty  or equ ipm en t 
available for deduc tion  o r use as a cred it

This concept cam e fo rw ard  as an  am en d m en t in the Senate Resources 
Com m ittee in early  A u g u st of 2006. The ongoing  corrosion  p roblem  currently  
experienced by BP serves to em phasize the im portance of this change in statu te.

The responsibility  for the expenses rela ted  to repairs m ade to im properly  
m ain tained  in frastructu re  should  n o t lie w ith  the State of A laska.

I respectfully ask for your support of this bill.

Email: Representative_Kurt_Olson@legis.state.ak.us

mailto:Representative_Kurt_Olson@legis.state.ak.us
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BY REPRESENTATIVES OLSON, Harris, Ramras, Guttenberg, Neuman, Holmes, Thomas, Stoltze, Joule, 
Fairclough, LeDoux, Kcrttula, Wilson, Lynn, Crawford, Gara, Grucnbcrg, Doll, Doogan, Edgmon, Buch

Introduced: 2/12/07
Referred: House Special Committee on Oil and Gas, Resources, Finance

H O U S E  B I L L  N O . 128

IN  T H E  L E G IS L A T U R E  O F  T H E  ST A T E  O F  A L A S K A

T W E N T Y -F IF T H  L E G IS L A T U R E  - F IR S T  SE SS IO N

A BILL 
FOR AN ACT ENTITLED

1 "An Act relating to allowable lease expenditures for the purpose of determining the
2 production tax value of oil and gas for the purposes of the oil and gas production tax;
3 and providing for an effective date."

4 BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

5 * Section 1. AS 43.55.165(e) is amended to read:
6 (e) For purposes of this section, lease expenditures do not include
7 (1) deprec tion, depletion, or amortization;
8 (2) oil or gas royalty payments, production payments, lease profit
9 shares, or other payments or distributions of a share of oil or gas production, profit, or

10 revenue;
11 (3) taxes based on or measured by net income;
12 (4) interest or other financing charges or costs of raising equity or debt
13 capital;
14 (5) acquisition costs for a 'ease or property or exploration license;

IIB0!28a -1-
New Text Underlined [DELETED TEXT BRACKETED]
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1 (6) costs arising from fraud, wilful misconduct, or gross negligence;
2 (7) fines or penalties imposed by law;
3 (8) costs of arbitration, litigation, or other dispute resolution activities
4 that involve the state or concern the rights or obligations among owners of interests in,
5 or rights to production from, one or more leases or properties or a unit;
6 (9) costs incurred in organizing a partnership, joint venture, or other
7 business entity or arrangement;
8 (10) amounts paid to indemnify the state; the exclusion provided by
9 this paragraph does not apply to the costs of obtaining insurance or a surety bond from

10 a third-party insurer or surety;
11 (11) surcharges levied under AS 43.55.201 or 43.55.300;
12 (12) for a transaction that is an internal transfer or is otherwise not an
13 arm's length transaction, expenditures incurred that are in excess of fair market value;
14 (13) an expenditure incurred to purchase an interest in any corporation,
15 partnership, limited liability company, business trust, or any other business entity,
16 whether or not the transaction is treated as an asset sale for federal income tax
17 purposes;
18 (14) a tax levied under AS 43.55.011;
19 (15) the portion of costs incurred for dismantlement, removal,
20 surrender, or abandonment of a facility, pipeline, well pad, platform, or other
21 structure, or for the restoration of a lease, field, unit, area, body of water, or right-of-
22 way in conjunction with dismantlement, removal, surrender, or abandonment, that is
23 attributable to production of oil or gas occurring before April 1, 2006; the portion is
24 calculated as a ratio of the amount of oil and gas production, in barrels of oil
25 equivalent, associated with the facility, pipeline, well pad, platform, other structure,
26 lease, field, unit, area, body of water, or right-of-way occurring before April 1, 2006,
27 to the total amount of oil and gas production, in barrels of oil equivalent, associated
28 with that facility, pipeline, well pad, platform, other structure, lease, field, unit, area,
29 body of water, or right-of-way through the end of the calendar month before
30 commencement of the dismantlement, removal, surrender, or abandonment; a cost is
31 not excluded under this paragraph if the dismantlement, removal, surrender, or

IIB  128 -2-
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1 abandonment for which the cost is incurred is undertaken for the purpose of replacing,
2 renovating, or improving the facility, pipeline, well pad, platform, or other structure;
3 for the purposes of this paragraph, "barrel of oil equivalent" means
4 (A) in the case of oil, one barrel;
5 (B) in the case of gas, 6,000 cubic feet;
6 (16) costs incurred for containment, control, cleanup, or removal in
7 connection with any unpermitted release of oil or a hazardous substance and any
8 liability for damages imposed on the producer or explorer for that unpcrmitted release;
9 this paragraph does not apply to the cost of developing and maintaining an oil

10 discharge prevention and contingency plan under AS 46.04.030;
11 (17) costs incurred to satisfy a work commitment under an exploration
12 license under AS 38.05.132;
13 (18) that portion of expenditures, that would otherwise be qualified
14 capital expenditures as defined in AS 43.55.023(k), incurred during a calendar year
15 that are less than the product of $0.30 multiplied by the total taxable production from
16 each lease or property, in BTU equivalent barrels, during that calendar year, except
17 that, when a portion of a calendar year is subject to this provision, the expenditures
18 and volumes shall be prorated within that calendar yeaq
19 (19) costs or that portion of the costs determined by the
20 commissioner, in consultation with thĉ  commissioner of environmental
21 conservation antj^ihe-ctTair-ef-th^Alasic^Ofi and^a£~Ctnfte;rvation Commission
22 and reiving on the standard practices of the industry, to be
23 (A) related to the repair and replacement of improperly-lPf^"
24 maintained property or equipment:
25 (B) incurred to maintain the operational capability of
26 facilities or equipment shut down because of improper maintenance of
27 V ^ Property or eouipment; or „
28 ^  (CK for operating facilities or equipment at diminished
29 capacity in proportion to the amount of diminished capacity that is caused
30 by the improper maintenance of property or equipment.
31 * Sec. 2. The uncodificd law of the State of Alaska is amended by adding a new section to

!IB0128a -3-
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1 read:
2 APPLICABILITY. Section 1 of this Act applies to oil and gas produced after
3 March 31, 2006.
4 * Sec. 3. The uncodified law of the State of Alaska is amended by adding a new section to
5 read:
6 TRANSITIONAL I ROVISIONS. (a) A person that filed a statement under
7 AS 43.55.030 before the effective date of this Act and deducted lease expenditures that may
8 not be deducted under AS 43.55.165(e), as amended by sec. 1 of this Act, shall file an
9 amended return and pay any additional tax within 90 days after the effective date of this Act.

10 (b) A person required to make an installment payment of estimated tax under
11 AS 43.55.020(a) for a period not included in a return required to be filed before the effective
12 date of this Act shall determine the amount of the underpayment, if any, that is attributable to
13 lease expenditures that may not be deducted under AS 43.55.165(e) as amended by sec. 1 of
14 this Act. The amount of any underpayment determined under this subsection shall be paid
15 within 90 days after the effective date of this Act.
16 * Sec. 4. The uncodified law of the State of Alaska is amended by adding a new section to
17 read:
18 RETROACTIVITY. Section 1 of this Act is retroactive to April 1, 2006.
19 * Sec. 5. This Act takes effect immediately under AS 01.10.070(c).

H B  128 -4-
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Sectional Analysis
HB 128 - Disallows PPT Reductions for Improperly Maintained Facilities

Section 1: amends AS 43.55.165(e) which establishes lease expenditures not 
available for use as credits or deductions to the Petroleum Production Tax (PPT).

New subsection (19) establishes new language regarding costs related to the repair 
and replacement of improperly maintained property or equipment.

These costs are subject to review by the Commissioner of The Department of 
Revenue, the Commissioner of the Department of Environmental Conservation 
and the chair o f the Alaska Oil and Gas Conservation Commission, relying on 
industry standards.

Section 2: provides for applicability to the oil and gas produced after March 31, 
2006, as with the PPT.

Section 3: provides for transitional language for payment of additional taxes or 
installment payment due as a result of disallowing any expenditure set out in 
Section 1.

Section 4: provides for retroactive dale to the same period as the PPT.

Email: Representative_Kurt_01son@legis.state.ak.us

mailto:Representative_Kurt_01son@legis.state.ak.us


FISCAL NOTE

Revision Date/Time (Note if correction): Dept. Affected: Dept of Environmental Conservation
Title OIL & GAS PRODUCTION TAX: EXPENDITURES RDU Spill Prevenlion and Response
________________________________________________________Component Director's Office________________
Sponsor Olson et al__________________________________  ____________________________
Requester House Special Committee on Oil and Gas_________ Component No. 1392______

S T A T E  O F  A L A S K A  Fiscal Note Number: hb 128-dec-spar 2/20/07

2007 L E G I S L A T I V E  S E S S IO N  Bill Version: HB 128_____________
() Publish Date: __________________

Expenditures/Revenues________________________________ (Thousands of Dollars)
Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2008 FY 2009 FY 2010 FY 2011 FY 2012 FY 2013
Personal Services 
Travel 
Contractual 
Supplies 
Equipment 
Land & Structures 
Grants & Claims 
Miscellaneous

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

[CAPITAL e x p e n d it u r e s  

ICHANGE IN REVENUES ( ) T
FUND SOURCE___________________________________________(Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts 
1037 GF/Mental Health
Other (Specify Type--Do not abbreviate)

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

Estimate of any current year (FY2006) cost: 0.0_____
Mark this box (X) if funding for this bill is included in the Governor's FY 2008 budget proposal: 

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separate page if necessary)
No additional costs are expected with this legislation.

Prepared by: Larry Dietrick  Phone 465-5250
Division Spill Prevention and Response_______________________________ Date/Time 2/20/07 4:00 PM
Approved by: Larry Hartig______________________________________________  Dale 2/20/2007______
Agency Department of Environmental Conservation____________________

(Revised 1/2>2007 Budget Sorvicec) Page 1 of 1



FISCAL  N O TE

STATE O F  ALASKA Fiscal Note Number:HB128 DQR-TAX-2-22-07
2007 L E G I S L A T I V E  S E S S IO N  Bill Version: HB 128___________

() Publish Date: __________________

Revision Date/Time (Note if correction):_______________________ Dept. Affected]_________ Revenue 04
Title Oil & Gas Production Tax: Expenditures_________ RDU Taxation and Treasury
________________________________________________________Component Tax Division___________
Sponsor Representative Olson________________________  _____________________
Requester (H) Oil and Gas_____________________________ Component No. 2476

Expenditures/Revenues________________________________ (Thousands of Dollars)
Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2008 FY 2009 FY 2010 FY 2011 FY 2012 FY 2013
Personal Services
Travel
Contractual 124.9 124.9 124.9 124.9 124.9 124.9
Supplies
Equipment
Land & Structures
Grants & Claims
Miscellaneous

TOTAL OPERATING 124.9 124.9 124.9 124.9 124.9 124.9

jCAPITAL EXPENDITURES | I |

ICHANGE IN REVENUES ( ) * * * * * * I
FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Matrh
1004 GF 124.9 124.9 124.9 124.9 124.9 124.9
1005 GF/Program Receipts
103/ GF/Mental Health
Other (Specify Type-Do not abbreviate)

TOTAL 124.9 124.9 124.9 124.9 124.9 124.9

Estimate of any current year (FY2007) cost: 31.2
Check this box (X) if funding for this bill is included in the Governor's FY 2008 budget proposal: 

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separate page if necessary)

'This bill would add certain costs rela* ng to improperly maintained property or equipment to the list of costs 
that do not qualify as lease expenditures under AS 43.55.165, the petroleum profits production tax system. 
Under the bill, the commissioner of revenue, in consultation with the commissioner of environmental 
conservation and the chair of the Alaska Oil and Gas Conservation Commission, would determine whether 
costs are specifically disallowed under this provision. The provision would disallow any costs incurred to
(1) repair or replace improperly maintained property or equipment; and/or (2) maintain the operational 
capability of facilities or equipment that are either shut down or are diminished in capacity. The bill 
effective date is retroactive to April 1, 2006 - the effective date of the petroleum profits tax (PPT).

Prepared by:
Division

Jon Iversen and Cherie Nienhuis Phone 269-1033
Tax Date/Time 2/22/07 11:00 AM

Approved by: Jerry Burnett__________
Agency Derailment of Revenue

Date 2/22/2007

(Revised 9/18/2006 OMB) Page  1 of 2



F I S C A L  N O T E

ANALYSIS CONTINUATION
The impact this biii would have on petroleum tax revenues is indeterminate. Costs identified as disallowed 
under this bill could be categorized as either operating costs 01 capital costs. The PPT authorizes eligible 
operating costs to be deducted from the petroleum profits tax at a rate of 22.5%; the PPT authorizes 
capital costs to be both deducted at a rate of 22.5% and credited at a rate of 20%, for a combined 
production tax savings of 42.5%. Any set of disallowed costs is likely to be split between these two 
categories in a way that is distinct from that of another set of costs.

Administering this legislation would require one full-time equivalent (FTF) with expertise in oil and gas 
industry practices on the level of a petroleum engineer. The department currently contracts with a 
petroleum engineer for five years at a cost of $624,650, or $124,930 per year, for technical support related 
to petroleum production. It is anticipated that the department would be required to carry a second contract 
of this magnitude or greater in order to fulfill the requirements of this legislation.

S T A T E  O F  A L A S K A  B I L L  N O . HB 128_____________

2007 L E G I S L A T I V E  S E S S IO N

Page 2 of 2
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DEPARTMENT OF NATURAL RESOURCE

DIVJSIOH OF OIL A QA

FAX NO. 9072696838

SARAH PALM, GOVERNOR

P. 02

660 WEST 7™ AVENUE. SUITE 600 
ANCHORAGE, ALASKA 96S01-3300 
PHONE: (007)2800000 
FAX: (907)3090038

The Honorable Tom Wagoner 
/uaaka State Legislature 
State Capitol
Juneau, Alaska 99801-1182 

Dear Senator WagoneT,

'n v? is in response to your letter to Tom Irwin dated February 12,2007. Thank you for the 
opportunity to review SB 80 regarding certain credits and deductions against the Petroleum 
Production Tax. I would like to offer & few comments and suggestions regarding the bill. Some of 
these issues have been discussed with the State Pipeline Coordinator’s Office, the Alaska Oil and 
Gas Conservation Commission (AOGCC), and the Department of Environmental Conservation 
(DEC).

1  agree that the commissioner of Natural Resources should be one of the commissioners with whom 
the Department of Revenue (DOR) consults on certain costs related to improperly maintained 
propt y  or equipment. The Department of Natural Resources flDNR), in representing the state as 
the landowner, is preparing to closely review the issue of system integrity and take necessary action 
as part of the function of the Petroleum System Integrity Office (PSIO). As the coordinating agency 
of the DNR, the PSIO will have the leading role coordinating system integrity issues with other 
; -cr.cies such as the DEC and AOGCC.

Second. I would point out that it may be difficult for the agencies to rely on “standard practices o f  
the industry.” Although “standard industry practices” is a commonly used term, It is not a term of 
art. You could attempt to define and reference standards, such as ISO standards and guidelines, set 
by various associations such as API and ASME. However, standards for corrosion control and 
monitoring are not well established. There are no standards that the Division of Oil and Gas is 
aware of that would provide a measure from which to base a decision for corrosion and maintenance 
of facilities and equipment.

As an alternative, the Division of Oil and Gas is recommending language be included that defines 
the standard as “considering practices undertaken by a reasonable and prudent operator under the 
same or similar circumstances.”

It may also be difficult for agencies to define or establish “improper maintenance” or “improperly 
maintained” in order to use it as a standard for costs. The Division of Oil and Gas suggests that you 
consider wording sucn as “improper maintenance as indicated by an unanticipated failure.” 
Alternatively, you might consider “proper maintenance’' defined as the replacement of equipment 
based on a regular or routine surveillance of the property, equipment, or facilities.

"Develop, Consen : and Enhance Natural Resources fo r Present and Future Alaskans. ”

DNR LETTER COMP. BILL



A L A S K A  O IL  AITO G A S CONSERVATION COM M ISSION
353 W. 7th AVENUE, SUfTE 100 
ANCHORAGE. ALASKA 89501-3539 
PHONE (907)279-1433 
FAX (907) 276-7542

The Honorable Thomas H. Wagoner 
Alaska State Legislature 
State Capitol, #427 
Juneau, AK 99801
lie: SB 80

February 16,2007

Dear Senator Wagoner,
This is in response to your February 12 letter requesting comments regarding the 
referenced legislation.
As an independent regulatory agency, the Alaska Oil and Gas Conservation Commission 
(AOGCC), does not have a position either in favor of or against this bill. We do 
however, understand, and agree with the premise that an operator should not be allowed 
to shift costs resulting from substandard maintenance practices to the State through tax 
deductions for lease expenditures.
Our main concern with the bill is the absence of a precise definition of improper 
maintenance. The bill proposes relying on standard practices of the industry to gauge 
whether there has been improper maintenance; but often there are no established industry 
standards to rely upon. Even when standards have been established by the American 
Petroleum Institute (API) or similar professional organizations, they are normally only 
recommended practices. Also, such industry guidelines are subject to change, which 
raises a question about whether an operator should be held to the most recent standard or 
to the standard prevailing when the alleged improper maintenance decision was made.
In some instances it will be obvious that there has been improper maintenance. In other 
instances (particularly well systems and equipment) the AOGCC will be required to 
consider design, installation, operation, and maintenance (all are integral to a 
determination of impropriety); and, making some determinations will require detailed 
investigation (perhaps including testing- non-destructive, destructive, mctallurgic, etc.) 
and application of expertise not readily available within this agency.
Another concern is the fact that much of the equipment and systems in an oilfield that arc 
subject to maintenance (and thus failure due to improper/inadequate maintenance) arc not 
regulated by either AOGCC or Department of Environmental Conservation. This raises 
questions ubout how to judge “improper maintenance" in the absence of regulatory 
authority and oversight responsibility for such systems and equipment.

AOGC -\ LETTER COMP. BILL
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Finally, I would suggest that DOR be required to provide its consulting agencies with specific data 
aiid records relevant to the repair, replacement, and maintenance of the property, equipment, or 
facility for which lease expenditures are being claimed under AS 43.55.165. Of course, the taxpayer 
confidentiality provisions in AS 43.05.230 would apply to this Information.

DNR is continuing to study the bill and may have additional suggestions for you. Again, I 
appreciate the opportunity to offer comments and to work with you.

Acting Director

cc: Tom Irwin, Commissioner, DNR
Jonne Slemons, Acting Coordinator PSIO 
Marie Crosley, DO&G
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February 20, 2007

The Honorable Tom Wagoner 
State Senate 
Alaska State Capitol 
Juneau,Alaska 99801-1182

Dear Senator Wagoner:

Thank you for the opportunity to review SB 80 regarding allowable lease expenditures for credits 
and deductions under the Petroleum Production Tax. I would like to offer a few comments on the 
bill.

First, the term ‘‘standard practices o f the industry” may be difficult for the agencies to apply. It is 
my understanding that ‘‘standard industry practices” arc not well defined when it comes to 
corrosion and maintenance. It is thus unclear what mechanism the Tax Division would employ to 
allow or exclude a deduction or credit for a certain cost.

I am also concerned about “relying on” the “standard practices o f the industry” because the 
taxpayers would be providing and setting the standard. Whether the concept o f “standard 
oractices o f the industry" is an appropriate benchmark depends on whether the industry has set 
and followed an appropriate standard.

Accordingly, I suggest changing “relying on” to “taking into consideration." This change would 
expand what the Department o f Revenue could consider in determining whether a taxpayer 
improperly maintained property or equipment. Changing the language to “ taking into 
consideration” doesn't limit the inquiry to industry practices, where the industry practices are 
inappropriate.

In addition, section ( I9 )(C ) seems unclear. This section excludes costs “for operating facilities or 
equipment at diminished capacity in proportion to the amount o f diminished capacity that is 
caused by the improper maintenance o f property or equipment.” A possible interpretation could 
be that the taxpayers should not operate facilities unless they are going full bore (not at 
diminished capacity). I f  there arc other facility costs the bill is trying to exclude, the language 
may need to be more specitic, with it focus on ‘‘incremental operating expenses incurred as a 
result o f operating facilities or equipment at diminished capacity that is caused by improper 
maintenance o f property or equipment.”

DOR LETTER COMP. BILL



Finally, one can never lose sight of the fact that significant technological advances have 
occurred as a result of innovations which at the time were departures from standard 
industry practices. Also, engineers sometimes Ham more through failure than from 
success. Often there is no indication something is being done improperly until a failure 
has occurred, but it is through analyzing the failure that the root cause can be determined 
and changes made going . rward. This is simply the nature of engineering. In fact, there 
is a book entitled “To Engineer is Human: The Role of Failure in Successful Design” that 
describes and gives examples of this process.
Let me reiterate that we understand and agree with the inteat of this legislation which is 
to prevent an operator from shifting financial responsibility to the State for costs resulting 
from the operator’s improper maintenance practices. We do however, wish to point out 
some of the practical difficulties that may arise in determining whether main' *ance has 
been improper.
One last point - we suggest deleting the words "the chair of' at line 22 on page 3. It io 
our supposition that the bill is worded this way to ensure prompt consultations on 
maintenance issues. We can assure you however that consultation with the commission 
(as opposed to just the chair) will not delay our response time should we be given this 
responsibility
Thank you for allowing us this opportunity to comment.

cc: Pat Galvin, Commissioner 
Department of Revenue
Larry Hartig, Commissioner 
Department of Environmental Conservation
Tom Irwin, Commissioner 
Department of Natural Resources
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Mar y & K o n r a d  - Here are the initial reactions from our folks in the Spill 

P r evention and Re s ponse Division. I will be over in the Capitol this afternoon and can 
stop by if either of you would like. Based on the legislation as currently written, we 
will be issuing an i n d e terminate fiscal note. Please b e a r  in mind that this could change 
with p o s s ib l e  amendments:

SB 80 & HB 128 p r ov i d e s  a m e c h an i s m  whereby costs or that portion of the costs related to 
repair and replacement of improperly m a i n ta i n e d  p r o p er t y  or equipment w ould not be 
c o n s i d e r e d  lease expenditures and thereby pre cl u d e d  from consideration for certain 
deduc t i o n s  or credits.

The legislation requires the determination be made in c on s u ltation with the Commissioner 
of E n v i ronmental C o n servation and chair of AOGCC.

W heth e r  or not such costs should be considered lease expenditures is a Revenue policy 
ma t t e r  outside DEC's jurisdiction.

The extent to which the DEC C o m m issioner can c o ntribute to the determination is probably 
limited. DEC may or ma y  not have information or access to information regarding the 
o p e ration or mainte n a n c e  of
certain p r o p e rt y  or equipment. It is likely that DEC would not have
information or access to information related to p ro p e r t y  or equipment that is not subject 
to DEC re ulation or oversight. DEC also is not likely to have cost information for 
p r o p e r t y  or equipment it does
regulate. For example actual spill response costs or costs for repair 
or replacement of pipelines is not something required by DEC where those costs are
d i r e c t l y  borne by the operator.

DEC can o ffer its technical ex p ertise or insights so there is likely no 
d o w nside to inclusion in the consultation process. It should just be 
r e c o g n i z e d that DEC's abili t y  to be definitive or to have information or access to
information important to this determination is p ro b a b l y  limited.

It is p o s s ib l e  that Revenue or DNR has a better means for acquiring this information 
through their various leasing or taxing authorities and it would seem that adequate 
s u b s t a nt i a t i o n  for such costs would be subject
to a c c o un t i n g  rules and justification to substantiate any requests. In 
that regard the PPT regulations might be an avenue where the justification for including 
any such costs as lease expenditures would have to be docum e n t e d  and substantiated to tha 
extent needed for accountants and the state to make a determination.

Linda Hay
L egislative Liaison 
Dept, of Environmental Conservation 
C o m m i s si o n e r ' s  Office 
907-46?-5290 direct

1

Hay, Linda [Linda_Hay@dec.state.ak.us] 
Monday, February 19, 2007 12:29 PM 
Mary Jackson; Konrad Jackson 
SB 80 DEC Comments

Hay, Linda.vcf
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Th« Honorable Tom Wagoner 
F tjiu .n y  20 ,2007

Wi t these edits, the language of the bill wouM be as follows:
(e) For purposes of this section, lease expenditures do not include:
(19) costs or that portion of the costs determined by the
(20) commissioner, in consultation with the commissioner of environmental
(21) conservation and the chair of the Alaska Oil and Gas Conservation Commission
(22) and taking into consideration [relying on] the standard practices of the industry, to be
(23) (A) related to the repair and replacement of improperly
(24) maintained property or equipment;
(25) (B) incurred to maintain the operational capability of
(26) facilities or equipment shut down because of improper maintenance of(27) property or equipment; or
(28) (C) incremental operating expenses incurred as a result of operating 

facilities or equipment at diminished capacity that is caused by improper 
maintenance of property or equipment [for operating facilities orequipment at diminished

(29) capacity in proportion to the amount of diminished capacity that is caused
(30) by the improper maintenance of property or equipment].
It is worth noting that AS 43.05.230 and AS 40.25.100 protect sensitive taxpayer information 
through confidentiality. To the extent SB 80 would require the Department of Revenue to share 
such information with other agencies, those agencies would be subject to the confidentiality requirements.
The Tax Division is studying the bill and will likely have further suggestions. Thanks again ror the opportunity to provide input. We look forward to working with you.
Sincerely,

Jonathan E. Iversen Director
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President BP Exploration (Alaska! Inc.
P0 . Box 196612
900 E Benson Boulevard

February 15, 2007 Anchomgo, Alaska 99519 6C12

Honorable Members 
Alaska State Legislature 
State Capitol 
Juneau, AK 99801

Dear Ladles and Gentlemen:

A number of questions have been raised about BP’s Intent to deduct certain costs related to 
the Prudhoe Bay field shutdown last August. I am writing to confirm our position on this issue 
and at the same time reiteratu BP’s commitment to and plans for our business in Alaska.

Direct 907 564 5422 with respect to the deductibility of costs, we can only speak for BP. Taxes are paid on a
f̂ x"1 907 564 moo1 company wide basis rather than a field specific basis and BP cannot speak for the other
douQ suttiestatip com Prudhoe Bay owners on tax issues.

BP follows the law when it files its taxes. Accordingly, BP will assume the appropriate 
deductions & credits for the costs associated with the repair and replacement of the Prudhoe 
Bay Oil Transit Lines (OTLs). Specifically, BP will deduct appropriate costs associated with 
repair of the OTLs and will seek authorized credits for capital costs to replace them. Similarly 
in compliance with the PPT Laws, we will not seek to deduct costs associated with cleaning 
up the oil spills.

To put this issue Into context, I would like to openly share our estimated 2006 production 
taxes.* For the final nine months of 2006, the period over which PPT was applicable, we 
estimate that BP's production taxes will almost triple from $180 million under the old ELF- 
based tax to more than $500 million under PPT. Over the same period, BP's share of the 
deductions and credits associated with the costs of inspection, business resumption, and 
replacement of the OTLs will result in a total deduction of around $11 million in 2006, which 
we have included in our 2006 production tax estimate.

We believe our approach is appropriate for the following reasons:

1) It is important to realize that the OTLs are some 30 years old and were sized for 
significantly higher production than we will have in the future. The OTLs would have 
been replaced in the normal course of business, even if the events of last year had not 
taken place.

2) We are in the process of building a new state of the art pipeline system for the future life 
of Prudhoe Bay. This is not a like-for-like replacement. Rather, we are investing in a 
brand new system, with pipe diameter sizes very different than the original design to 
reflect the reduced production from these maturing oilfields. The new system will have 
new chemical injection systems, upgraded pig launchers/receivers, upgraded leak 
detection system, and a Fusion Bond Epoxy external coating for longer life. The system 
will be in operation for decades to come. We believe this investment is in the best 
interests of the State of Alaska and the North Slope producers.

We appreciate the opportunity yesterday to discuss our Alaska business with the Senate 
Resources Committee and update them on the commitments we made in August 2006.

BP LETTER



February 15, 2007
Page  2 of 2

BP remains fully committed to the ongoing integrity of its facilities. As we embark on a vision 
of our next 50 years in Alaska, we will continue to make significant investment in facility 
renewal. This is not about replacement. It is about designing and constructing new facilities 
in a way that underpins the future and ensures the operability of the North Slope for decades 
to come.

With respect to PPT, last year the Leglsla: -e held long and difficult debates that ultimately 
led to the passage of PPT. The regulations are still being formalized as this legislation has 
not been In place for very long. We are only just preparing to submit our first tax returns 
under this new system. As a result, we believe it Is premature to consider changes to the 
structure or intent of the current legislation. W e believe it would be prudent for all parties, 
including producers and the State, to wait until PPT is fully implemented and we have real 
experience of its operation and impact before making any changes.

I hope I have pnvided you with the clarity of BP’s intentions that many of you have been 
seeking and the reasoning behind the decisions we have made.

I look forward to working with the legislature as we progress our vision for our business in 
Alaska, including the commercialization of Alaska Gas, and as we bring our vision of a 50- 
year future to reality.

Sincerely,

Pleasa note that, In disclosing In this letter certain specific tax information and BP's tax positions regarding PPT, 
BP does not intend to waive the confidentiality of any of its tax (Tutorials and Information under applicable law 
(including AS 43.05.230), other than Ihe particular Infonnatlon disclosed.
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S T A T E  O F  A L A S K A  Fiscal Note Number: hbo89-dnp J&G-02-21-07

2007 L E G I S L A T I V E  S E S S IO N  Bill Version: HB89______________
() Publish Date: __________________

Revision Date/Time (Note if correction):_______________________Dept. Affected] Natural Resources
Title Oil & Gas Production Tax_____________________ RDU Resource Development______

____________________________________________________ Component Oil and Gas Development
Sponsor Rep. Gara____________________________________________ __________________________
Requester House Oil and Gas__________________________ Component No. 439

Expenditures/Revenues________________________________ (Thousands of Dollars)
Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2008 FY 2009 FY 2010 FY 2011 FY 2012 FY 2013
Personal Services 
Travel 
Contractual 
Supplies 
Equipment 
Land & Structures 
Grants & Claims 
Miscellaneous

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES__________ [

CHANGE IN REVENUES ( ) f

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

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

Estimate of any current year (FY2007) cost: 0.0
Check this box (X) if funding for this bill is included in the Governor's FY 2008 budget proposal: [

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separate page if necessary)
Currently under AS 43.55.025 (Alternative Tax Credit for Oil and Gas Exploration), DNR evaluates, for 
Dept, of Revenue, both oil and gas wells to determine whether a well or a potential well is directed at a 
distinctly separate exploration target.

HB 89 would amend AS 43.55.025 so that it would apply only for gas exploration. In addition, the bill would 
udd a new section to AS 43.55 for an oil exploration tax credit. This new section would continue to charge 
DNR with the responsibility to evaluate whether a well or potential well is directed at a distinctly separate 
exploration target.

(Continued on next page)  ______
Prepared by: Kevin Banks, Acting Director_____________________________  Phone 269-8800
Division Oil and Gas Date/Time 2/21/2007
Approved by: Tom Irwin, Commissioner_________________________________ Date 2/21/2007
Agency Natural Resources_______________________________________

(Revised 9/18/2006 OMB) Page  1 of 2
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2007 LEGISLATIVE SESSION

ANALYSIS CONTINUATION

In addition, this bill would give AOGCC authority to require, under certain conditions, working interest 
owners to provide access for other producers to production and other facilties whenever necessary.

There is no anticipated fiscal impact to DNR.

Page 2 of 2



DRAFT CS HB 128
Comparisons between original bill and draft CS 
25-LS0561\E vs w ork draft 25-LS0561XM

Pagg3j 

Line 21:
• A dd "com m issioner of n a tu ra l resources"
• Delete " the  chair of"

The in ten t is to include DNR as p a rt of the consu lting  g ro u p  an d  also have 
all m em bers of AOGCC, n o t ju st the chair.

Line 22:
• Delete "rely ing  on" and  a d d  "tak ing  into consideration"

M akes language m ore general in nature.

Subsection (A), beginning on Line 24:
• Delete " im properly  m ain ta ined  p roperty  or eq u ip m en t"  and  replace w ith 

"p ro p erty  or equ ipm en t th a t w as no t m ain tained  or w as im properly  
m ain ta ined".
Clarifies subsection (a) to insure "no t m ain ta ined" is also established as 
criteria.

Subsection (B), beginning on Line 27:
• A dd "a lack of"

Clarifies subsection (b), tha t im proper or no  m ain tenance are included.

Subsection (C), beginning on Line 29:
• Delete subsection and  replace w ith:

"Increm ental opera ting  expenses incurred  as a resu lt of operating  facilities 
or eq u ip m en t at d im in ished  capacity w hen tha t d im in ished  capacity is 
caused  by the lack of o r im proper m aintenance of p ro p erty  or equ ipm en t'

To clarify increm ental expenses for d im in ished  capacity  as a result of lack 
of or im proper m ain tenance of facilities.
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IN THE LEGISLATURE OF THE STATE OF ALASKA 
TWENTY-FIFTH LEGISLAT URE - FIRST SESSION

BY

O ffered:
R eferred:

Spoasor(s): REPR ESEN TA TIV ES O LSO N , H arris , R am ras, G u ttenberg , N eum an, Holmes, Thom as, Stoltzc, 
Jou le , Fairclough, LeDoux, K erttu la , W ilson, Lynn, C raw ford , G a ra , G ruenberg , Doll, Doogan, Edgm on, Buch

25-LS0561\M
Bullock
2/22/07

CS FOR HOUSE BILL NO. 128( )

! A BILL
|! FOR AN ACT ENTITLED

1 "An Act relating to allowable lease expenditures tor the purpose of determining the
2 production tax value of oil and gas for the purposes of the oil eid gas production tax;
3 ;.nd providing for an effective date."

4 BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

5 * Section 1. AS 43.55.165(e) is amended to read:
6 (e) For purposes of this section, lease expenditures do not include
7 (1) depreciation, depletion, or amortization;
8 (2) oil or gas royalty payments, production payments, lease profit
9 shares, or other payments or distributions of a share of oil or gas production, profit, or

10 revenue;
11 (3) taxes based on or measured by net income;
12 (4) interest or other financing charges or costs of raising equity or debt
13 capital;
14 (5) acquisition costs for a lease or property or exploration license;

II -I- CSHB 128( )
L New Text Underlined [DELETED TEXT BRACKETED]
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3
4
5
6
7
8 
9

10
11
12
13
14
15
16
17
18
19
20 
21 
22
23
24
25
26
27
28
29
30
31

1

2

(6) costs arising from fraud, wilful misconduct, or gross negligence;
(7) fines or penalties imposed by law;
(8) costs of arbitration, litigation, or other dispute resolution activities 

that involve the state or concern the rights or obligations among owners of interests in, 
or rights to production from, one or more leases or properties or a unit;

(9) costs incurred in organizing a partnership, joint venture, or other 
business entity or arrangement;

(10) amounts paid to indemnify the state; the exclusion provided by 
this paragraph does not apply to the costs of obtaining insurance or a surety bond from 
a third-party insurer or surety;

(11) surcharges levied under AS 43.55.201 or 43.55.300;
(12) for a transaction that is an internal transfer or is otherwise not an 

arm's length transaction, expenditures incurred that are in excess of fair market value;
(13) an expenditure incurred to purchase an interest in any corporation, 

partnership, limited liability company, business trust, or any other business entity, 
whether or not the transaction is treated as an asset sale for federal income tax 
purposes;

(14) a tax levied under AS 43.55.011;
(15) the portion of costs incurred fo; dismantlement, removal, 

surrender, or abandonment of a facility, pipeline, well pad, platform, or other 
structure, or for the restoration of a lease, field, unit, area, body of water, or right-of- 
way in conjunction with dismantlement, removal, surrender, or abandonment, that is 
attributable to production of oil or gas occurring before April 1, 2006; the portion is 
calculated as a ratio of the amount of oil and gas production, in barrels of oil 
equivalent, associated with the facility, pipeline, well pad, platform, other structure, 
lease, field, unit, area, body of water, or right-of-way occurring before April 1, 2006, 
to the total amount of oil and gas production, in barrels of oil equivalent, associated 
with that facility, pipeline, well pad, platform, other structure, lease, field, unit, area, 
body of water, or right-of-way through the end of the calendar month before 
commencement of the dismantlement, removal, surrender, or abandonment; a cost is 
not excluded under this paragraph if the dismantlement, removal, surrender, or

C S H B  128( ) -2-
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abandonment for which the cost is incurred is undertaken for the purpose of replacing, 
renovating, or improving the facility, pipeline, well pad, platform, or other structure; 
for the purposes of this paragraph, "barrel of oil equivalent" means

(A) in the case of oil, one barrel;
(B) in the case of gas, 6,000 cubic feet;

(16) costs incurred for containment, control, cleanup, or removal in 
connection with any unpermitted release of oil or a hazardous substance and any 
liability for damages imposed on the producer or explorer for that unpermitted release; 
this paragraph does not apply to the cost of developing and maintaining an oil 
discharge prevention and contingency plan under AS 46.04.030;

(17) costs incurred to satisfy a work commitment under an exploration 
license under AS 38.05.132;

(18) that portion of expenditures, that would otherwise be qualified 
capital expenditures as defined in AS 43.55.023(k), incurred during a calendar year 
that are less than the product of $0.30 multiplied by the total taxable production from 
each lease or property, in BTU equivalent barrels, during that calendar year, except 
that, when a portion of a calendar year is subject to this provision, the expenditures 
and volumes shall be prorated within that calendar yeaq

(19) costs o r  th a t portion o f the  costs determ ined  by the

com m issioner, in consu ltation  with the com m issioner o f environm ental 

conservation , the  com m issioner o f n a tu ra l resources, and  the  A laska Oil and G as 

C onservation  C om m ission and  tak ing  into considera tion  th e  s tan d a rd  practices 

o f the  industry , to he

(A) re la ted  to the re p a ir  an d  rep lacem en t o f p roperty  o r 

equ ipm en t th a t was no t m aintained o r w as im p ro p erly  m ain tained;

(B) in cu rred  to m ain ta in  the opera tional capability  of 

facilities o r  eq u ipm en t sh u t down because o f a lack o f or im proper 

m ain tenance o f p ro p erty  o r equipm ent; o r

(C) increm en tal operating  expenses in cu rred  as a resu lt o f 

op era ting  facilities o r  equ ipm ent a t d im in ished  capacity  when th a t 

d im inished  capacity  is caused by the lack o f o r  im p ro p er m ain tenance of

•3- C S H B  128( )
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1 p ro p e rty  o r  eq u ip m en t.

2 * Sec. 2. The uncodified law of the State of Alaska is amended by adding a new section to
3 read:
4 APPLICABILITY. Section 1 of this Act applies to oil and gas produced after
5 March 31, 2006.
6 * Sec. 3. The uncodified law of the State of Alaska is amended by adding a new section to
7 read:
8 TRANSITIONAL PROVISIONS, (a) A person that filed a statement under
9 AS 43.55.030 before the effective date of this Act and deducted lease expenditures that may

10 not be deducted under AS 43.55.165(e), as amended by sec. 1 of this Act, shall file an
11 amended return and pay any additional tax within 90 days after the effective date of this Act.
12 (b) A person required to make an installment payment of estimated tax under
13 AS 43.55.020(a) for a period not included in a return required to be filed before the effective
14 date of this Act shall determine the amount of the underpayment, if any, that is attributable to
15 lease expenditures that mav not be deducted under AS 43.55.165(e) as amended by sec. 1 of
16 this Act. The amount of any underpayment determined under this subsection shall be paid
17 within 90 days after the effective date of this Act.
18 * Sec. 4. The uncodified law of the State of Alaska is amended by adJing a new section to
19 read:
20 RETROACTIVITY. Section 1 of this Act is retroactive to April 1, 2006.
21 I * Sec. 5. This Act takes effect immediately under AS 01.10.070(c).

*•
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ENHANCEMENT OF THE “GROSS” CHARACTER 
OF THE PPT BILL 

August 5, 2006 
Pedro van Meurs

This memo has beeu written at the request of Senator Wagoner. The request was 
to provide ideas as to how the “ gross” character of the PPT bill can be enhanced.

This memo does not reflect the views of the Administration and is solely meant to 
provide Senator Wagoner with my professional advice on these ideas.

FLOOR

Considerable concern has been expressed about the fact that under some circumstances o f 
low prices and high levels o f  investment, the PPT may result in less severance tax than 
we would have received otherw ise under the current severance tax.

This can be prevented with the introduction o f  a “floor”, very sim ilar as was introduced 
in House Bill 3004.

The floor would be based on the gross value at the point o f  production o f  the taxable oil 
and gas.

Roger M arks presented to the Legislature in February this year a direct comparison 
between the various proposed PPT systems and the 4% average on gross that would be 
otherwise applicable to the year 2006.

Figure 10 
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These graphs prove (hat at about $ 25 per barrel the current ELF produces about the same 
am ount as a 22.5/20 PPT.

If  we assum e the adoption o f  a 22.5/20 PPT than one could take the position that the PPT 
should not be less than 4% o f gross when the ANS West Coast price exceeds $ 25 per 
barrel.

HB 3004 introduced the concept that at lower prices the North Slope oil becomes 
obviously less economic and it would be counter productive to continue to tax the oil 
industry. Therefore HB 3004 proposes a scale with a lower floor at lower prices.

This overall concept could be combined with the results o f the analysis o f Roger M arks 
as follows:

Over an ANS price o f  S 25 per barrel — 4%
When ANS is between $ 20 and S 25 per barrel -- 3%
When ANS is between S 17.50 and $ 20 per barrel -- 2%
When ANS is between S 15 and S 17.50 per barrel -- 1 %
Below S 15 per barrel -- 0%

Each year the floor would be compared with the tax pay^jle  under the PPT and if  the 
floor is higher, the higher amount would be paid.

Following is an example how the floor would work based on a PPT tax rate o f  20% and a 
floor o f  4%:

G ross Revenues 100 100 100
Cost deductions 40 90 120
Net Revenues 60 10 - 20
PPT Tax 12 2 -4
Floor 4 4 4
Tax payable 12 4 4

If  the G ross Revenue based PPT is higher than the Net Revenue based PPT this extra 
pavm ent can not be recovered in following years as a deduction. In other words this 
excess cannot be carried forward in order to be recovered in future years.

O f course, the paym ent o f  the differential between the Gross and Net Revenue based 
PPT cannot be taken as a deduction for the Net Revenue based PPT.



However, any carry forward credits as a result o f  a tax loss based on the Net Revenue 
based PPT remain unaltered.

Also under this scheme companies would not loose their capital investment credits o f 
20%.

It is also suggested that the additional non-transferable tax credits under Sec. 43.55.024 
o f  the proposed House Bill 3001 (FIN) will still be creditable against the Gross Revenue 
Based PPT if  this is higher than the Net Revenue Based PPT. These additional non- 
transferable tax credits were meant to protect small com panies and encourage companies 
outside Cook Inlet and the North Slope. The Gross Revenue based PPT should not harm 
such com panies.

INCREASE THE NON DEDUCTABLE ITEM S

The m ore costs are being excluded from the Net Revenue calculation the more the overall 
calculation becom es more similar to a Gross Revenue calculation. Therefore, the Gross 
Revenue character o f  the tax can be enhanced by sim ply adding to the list o f  items that 
are not considered lease expenditures.

There are two important cost com ponents that could be excluded from lease expenditures:
• Costs related to gas development under a stranded gas contract, and
• Capital maintenance expenditures.

(7as development costs under a stranded gas contract.

Much concern has been expressed about the fact that with a net revenue based system 
there could be a jo int cost problem in Point Thomson and other similar fields if the 
stranded gas contract would be implemented.

It is argued that all Point Thomson development and operating costs would be deductible 
under the PPT. At the same time under the stranded gas contract, companies would 
provide a 7.25%  share to the S ate on gross and not (»a, the 20% or 22.5% PPT on gas. 
It is perceived that Point Thomson is being cross subsidized from what otherwise would 
be tax on oil under the PPT.

My view is that this is not a fair comparison, since reasonably all costs can be absorbed 
by the condensates. Nevertheless, this issue remains a concern o f the Legislators.



It would be possible to add a further item on the list o f  non deductible costs under 
proposed AS. 43.55.165 (e) o f  House Bill 3001 (FrN) written as follows (non legal 
language):

•  “(19) 75% o f  the capital and operating costs associated with the Point
Thomson Unit and other gas fields that are being developed under a 
contract under AS.43.82, with respect to working interest ow ners which 
have concluded such a contract.”

The 75% is based on the energy equivalent value considering that Point Thom son may 
have 400 million barrels o f  condensates and 7 - 8  T cf o f  gas. In other words, the capital 
and operating costs would be allocated on an energy equivalent basis between 
condensates and gas. It is believed that m any potential gas fields on the North Slope will 
have condensates and that these percentages may vary. For purposes o f the bill, this 
percentage would be simply fixed.

The 25% allocated to condensates would be deductible for PPT purposes and would 
receive the related tax credits.

The 75% allocated to gas would not be deductible for PPT purposes and would not 
receive the related tax credits.

It can be assumed that the PTU would require a $ 2.5 billion capital expenditure. Based 
on a 100% w ork:ng interest, this arrangement would not receive a PPT tax reduction o f  
S 750 million during development o f  the field. Assuming a S 1 billion operating 
expenditure over the life time o f  the field, it would mean that over time com panies 
would pay S 150 million more tax during the operation o f  the field.

This is a significant tax increase, but in the total scheme o f  PPT taxation over the next 30 
years this may represent only l% -2%  more tax.

N evertheless, it would make the econom ics o f  Point Thom son developm ent less 
attractive on an incremental basis and it would therefore make the entire gas project less 
attractive economically.

An interesting side effect o f  this arrangement is that it would place Chevron and other 
m inority interest holders in a much better position relative to the sponsors. These 
com panies have expressed concern that they would be discrim inated against relative to 
the three sponsors. If Chevron and others do not jo in  the stranded gas contract or would 
not be able to enter into a uniforr, upstream contract, they would at least benefit 
considerably relative to the Sponsors since they would receive th^ full tax deductions and 
credits. At the same time such com panies would, o f  course, have to pay the full PPT on 
their gas income and therefore it is logical to permit them these tax credits and 
deductions.



Another concern that is regularly expressed is that the State should not permit the 
deduction o f  costs related to replacing equipment that is becom ing defective or gathering 
lines that need to be replaced because o f  corrosion or other problem s. The argument is 
that these assets should have been better maintained in the first place.

It should be noted that in m ost oil and gas fields, assets will have to be replaced after the 
technical life o f  such assets has expired. Therefore, such replacements are reasonable 
lease expenditures and are required to protect the health and safety o f  the workers and to 
protect the environment. Nevertheless, it is possible to exclude them from the lease 
expenditures under AS 43.55.165 (e) if  this is politically desirable. A section could be 
added as follows (non legal language):

• (20) deem ed capital maintenance expenditures which shall be capital
expenditures equal to US S 0.30 per BTU equivalent barrel taxable 
production.

The US $ 0.30 per BTU equivalent barrel is based on reasonable capital maintenance 
costs o f  fields for which I have (confidential) information. Based on a production o f 
900,000 barrel equivalent per day, this means that about S 100 million in capital 
expenditures per year will not be deductible for PPT purposes. Based on a PPT rate o f  
22.5% and a tax credit rate o f  20% this means that the com panies will pay S 42.5 million 
more tax per year.

An interesting side effect is that companies that would have a low level o f  capital 
expenditure per barrel would feel the effect more on a relative basis than com panies that 
would have a high level o f  capital expenditures per barrel. Companies that re-invest 
strongly are therefore harmed less by this provision than typical harvesters.

Deemed Capital Maintenance Costs


