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.October 29, ?007 • *
. 1 1 i '■ ( ' t

Iho I lonorcitill-.' Surah Pcrlin,Governor
7 a n d ’ - •
, The Alaska Slolo terjisU-jhjro 
Alaska Olato Capitol 
Juneau, Alaska 99801

[)oor Governor rind legislators. ,

The mission of Iho Greater Fairbanks Chamber of Commerce is to advocate tor, and 
support, a sltony irivejtmonl and econom ic development climate In our community 
and our stale. With ItiK commitment in mind, Ihe Chamber was a close observer of Iasi 
year's PPT discussion. So it follows that this year's debate on a proposed replacement Is 
being rnonilorod jusl as carefully.

Where oil Jcik policy is concerned, Ihe Chamber recognizes Iho delicate balance that 
must Be shuck. The Sfaltrts petroleum assets are non-renewable. As such there is only 
onu opportunity lo receive fair value Irorn the severed resource. On the other side cl 
the fulcrum lie’s Iho responsibility lo implement a tax structure conducive lo enhancing 
future revenue opportunities through creation of a positive inveslment climate for 
businesses largo and small. • . .

Losl year the Chamber supported replacing the obsolete ELF system wirh PPT, a plan 
designed lo stoor revenues to the State thal would satisfy a contemporary notion of 
"fair share".' Of equal importance to Chamber members,,.p was PPT's tax ciedil 
program designed lo kick-starl an investment cycle that would help sustain Ihe State 
unfii commercial quantities of North Slope natural gas could be delivered to markel. 
The Chambur remains a strong advoca te lor both of ihese vital development 
objectives.

» t i

The: Administration's ACES proposal has raised much concern among Chamber 
membership regarding Ihe prudence of completely revamping a tax system lhat has 
linen on the book*- only a short lime. As proposed, ACES would change every single 
one of Iho PPf variables. These include:

«. Net Koto
* floor Rate
* Progressivity Rate
• Progressivity Star lirig Point
• Investment Tax Credit Structure

IIin Department of Revenue. In Its Augusl 2007 PPT Implementation Status Report, 
acknowledges that it is too early lo fell If the PPT system will have the desired effect. So 
while I t 'm lgh l.be entirely possible that PPT will need some minor modifications to 
achievp tho intended purpose, how do we know who I t*ese might be absent a
sulfidanl assessment period?
• • • , '• i . . 1 • •
PP.! has relumed a level of revenue to Ihe State which Is substantially higher than the 
ElP. system il foplacod. Yol, the Status Report complains that Induslry capita l and 
operating costs have exceeded projections and as a result anticipated tax revenues
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hove no! m ol expectations. The Report goes on to acknowledge the recent spate of 
extraordinary price Increases for labor and materials that have beset Ihe Industry.

Upward spiioling cost trends ciofy accurate projections, Anybody in business cluing Ihe 
19/As or early 00s cun attest to this. Revamping PPT to take a larger lax cut serves only 
to oxc ice rtx ite ! this cost pressure. And it certainly does nol work to achieve the 
investments the State noods on Ihe North Slope. A final word on costs, the Department, 
of Revenue Spring 7007-Revenue Source Book was prescient in Its closing slulement 
regarding PPT, "tiro PPT system is designed to encourage additional inveslmenl. If PPT is 
successful, costs will increase In Ihe near term and production will Increase shortly 
thereof lor." ' .

Of concern lo all Stole resident is Iho implication that PPT deliberations wore subject to 
undue influence. Much of the discussion on PPT cenlered on whether Ihe tax rate 
should be ?<)% oi ?.*>%. Strong personalities on both sides argued the relative merits of 
each rilleriKilive. Yet, IPs Important lo note that ultimately the Legislature did what 
legislatures do -• it compromised. In Ihis case at a very predictable rate of 22,5%.. While 
this was not Ihe. level the Chamber supported, membership understands the value in 
compromise and reconciliation in the interest of achieving a greater goal.

Tha Chamber membership applauds the Administration’s efforts fo enhance the quality 
of Information flowing to and-from Stalo agencies as well as improving the structural 
flow of Information among its various departments. Furthermore me Chamber supports 
Iho Administration's desire 1a improve the level of expertise applied to complex tasks 
riecessoiy to validate-) compliance wilh State law. These are prudent managerial 
objec lives which could likely be accomplished in a non-statutory manner.

In summary, Ihe Greater Fairbanks Chamber of Commerce supports the 
Administration's efforts relating to the gathering and sharing of information as well as 
Ihe need to attract higher levels of expertise In certain tox accounting fields. With 
rasped to the Administration's lax proposal, it is clear that AC0S cannot possibly serve 
the S ide 's interest in foslering o stable investment climate necessary to secure 
sustainable levels of North Slope oil production- therefore, the Chamber cannot support 
Iho Administration's desire to completely overhaul the PPT lax system after just one year 
of oxporlonco,

Sincerely,

100 Cushman St., Suite 102, hiirhnnfcs, AK 99701 
phone: (907) 452-1105, fax (907) 45fHi«>6U

t-HMlfc MVri.iiilMnksdi.miU'r.uty, 
wuli»Kct wvw.f,iW»nLs<-luiitlH.r.6rg
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TOM LAKOSH P.O. BOX 100648 ANCHORAGE, AK 99510 Ph/Fax (907) 563-7380
October 30, 2007

TESTIMONY ON HB 2001, ACES

My alternative to ACES is called TRIPS, Taxes, Royalties and Infrastructure for the Petroleum Sector. 
There are some, albeit few, sections of ACES that would be useful but the basic principles at work that 
require a wholesale reworking of the Bill are:

• Virtually all oil bearing structures on state lands have been explored so there's little reason to 
provide incentives to the industry to explore where they have already exploited everything they 
could. BP made this clear in their statement that 70% of their future investment would be in the 
greater Prudhoe area where they are obligated to wisely extract the hydrocarbons pursuant to 
the applicable leases and AOGCC guidelines. If producers don't provide full and efficient 
extraction in the operation plans submitted iO the Division of Oil and Gas, leases may be subject 
to revocation and "there's always other fish in the sea". We should not give existing producers 
kickbacks where they're obligated to do the job properly and within technological feasibility and 
economic limits under their existing lease contracts and applicable law. With the price of oil 
above $80 there should be little left to recover in our legacy fields and we must demand that 
the ADOG conduct the mandated evaluations of the economic feasibility of heavy oil extraction 
now while we still have light oil to mix into TAPS shipments and the price is still high enough to 
warrant extraction without subsidy.

• Where extraction of heavy or viscous oils is necessarily tied to the availability of lighter oils, the 
ADNR and AOGCC must conduct the proper technology and economic analyses to insure the 
optimization of revenues from regulation of the rates heavy and light oils are extracted. The 
ADNR and AOGCC must thereafter issue the necessary directives to lessees to insure that 
lessees are producing each type of hydrocarb m on their leases in manner that optimizes the 
total revenues to the state. There is no quantif able correlation between the oil production 
rates or total state revenues and the tax rates so the proper oversight of our regulatory 
agencies, ADNR/ADOG must be conducted to insure that they regulate lessees to the optimal 
benefit of the state in conformance with Article VIII Section 2 and the applicable statute, 
regulations and lease provisions. Only then could the legislature determine if additional tax 
write-offs and credits would be necessary to ensure maximum benefit to the state and even 
then it would be preferable to provide ADNR/ADOG additional tools for incentivizing 
development because they could apply such incentives with surgical accuracy to specific leases 
and production units where taxes, no matter how specific, would tend to waste considerable 
revenue to produce the same hydrocarbon production/revenues.

• The fair legislative investigation of this tax matter mandated by Article I Section 7, necessitates 
that this committee call ADNR/ADOR to testify on its approval of unit and lease operation plans 
and explain: their best interest findings, the economic feasibility findings for hydrocarbon 
extraction required by lease provisions as associated with .ease/unit plans of operation; and 
what their projections are for production at specific fields and for specific hydrocarbons in an 
effort to reach the maximal benefit to the state. Unless and until ADNR/ADOG produces 
findings that royalty relief is necessary to reach optimal production rates, any subsidy 
envisioned in tax write-offs and credits could only produce a negative fiscal note. Moreover, 
any fiscal note produced absent this detailed investigation would be arbitrary and capricious 
where there would be no basis for relating what production/revenue was already required of



producers in comparison to what the tax legislation was predicted to create. The sad fact of the 
matter is that ADNR/ADOR has never performed any independent economic feasibility analyses 
of the operation plans proffered by producers to evaluate whether the state was receiving, or 
would receive in the future, maximum benefit from the producers' plans of operation. This 
administrative dereliction of duty must be rectified before the legislature can move forward 
with any additional incentives to industry beyond what is already provided for in AS 38.05.180. 
The prodjcers have not utilized the current royalty reduction incentives and should not be 
allowed to "buffalo" an ill informed legislature into granting an "end run around" the 
ADNR/ADOR regulations that were specifically designed to prevent such relief without a 
thorough economic assessment that shows a clear justification for relief. The applicable 
statutes and regulations actually envision that operational plans required to generate optimal 
production over the life of the field may in fact demand that lessees operate at a net loss near 
the end of the field life. Where the legislature imposes write-offs and credits over this 
regulatory scheme, tax revenues could be eliminated and we might even have to pay producers 
20% of costs where they generated no tax revenue at all due to write-offs. This situation would 
clearly require posting of a negative fiscal note that would violate the constitutional mandate to 
maximize public benefit. The legislature must first require ADNR/ADOG to exhaust their 
administrative duties and lessees must also first exhaust their administrative remedies before 
any additional incentives such as write-offs or credits are offered.
If absolutely necessary, we can subsidize production of hydrocarbons that are difficult to 
develop by adjusting royalty rates instead of taxes. This would allow for lease by lease 
evaluation that is clearly more sensible than the broad subsidies to all operations. The royalty 
rates apply to gross production so the 19% range I've suggested has more than enough value 
available to provide incentive for development of heavy oils and remote gas should existing 
lessees submit, or new lessees sign on. to the new adjusted royalty rates that express the 
relative accessibility and marketability of specific lease types at specific distances from 
established infrastructure.
The testimony clearly enforced the principle that "if you build it they will come". Angola got a 
$1 billion for its leases and rabid global competition because the oil co's knew there was oil to 
develop. If there's oil/gas to be found, the state should find it and define the field before it puts 
out leases so it can garner the highest bids among many competitors. The state would also be 
better able to predict development, classify fields to establish proper royalty rates and 
determine appropriate deadlines for relinquichment. The more we improve information on 
prospective fields and insure access, the less we need speculators that demand high rates of 
return. When we eliminate the discovery and access impediments we essentially only need 
contractors to build the production facilities and pump the oil as regulated by ADNR and 
AOGCC.
If we have to subsidize the industry we should do it in a way that benefits other businesses and 
public interests. Taking money from royalties to improve transportation to the fields/pipelines 
floats everybody's boat. The heavy lift helicopters and low impact transport would also reduce 
tundra impacts, allow a longer exploration season and year round deliveries to isolated 
drilling/production pads. They would also be extremely effective tools forgetting spill response 
equipment to remoie sites and help repair global warming damage in remote areas that is 
directly caused by the oil we peddle.
Our economic future through 40 - 60 years depends on our ability to market gas and the gas will 
not be marketable until the relative BTU value of gas approaches the price of oil BTUs, (PVM 
said it was at 40% of oil because Northern Tier coal companies successfully marketed their coal 
to power plants). The relative BTU value of gas can only be increased by de-valuing coal as a



a

power plant fuel with a federal carb jn  tax. The carbon tax would also likely save us as much in 
damages to infrastructure from global warming as we would make on oil exports, billions and 
billions in prevented damage that we wouldn't have to otherwise spend our revenue on to 
mitigate. If we can't muster the ethics to pursue a carbon tax for its environmental benefit, we 
should at least pursue a state and federal carbon tax to increase the value of our gas In an effort 
to make the gas pipeline economical. The gas problem can only be rectified with a carbon tax 
and then all else will be controlled by the high, stable gas value generated by a proper valuation 
of this external cost of our hydrocarbon economy. More stringent particulate regulation would 
also likely help gas prices.

■ Providing tax incentives to explore or produce on federal land will mostly provide returns for 
the federal gov't, leaving us with enormous development bills and not much revenue to show 
for it. Granting these tax write-offs without careful consideration of what will/should be 
required of producers under existing leases could well reduce revenues from taxes to zero and 
the additional payment of credits could even require the state to pay the producers for 
exporting the oil. The least negative impact to exploration from any tax increase can be 
accomplished by increasing the corporate income tax on hazardous operations because an 
increase in state corporate tax is used as a direct offset to federal income taxes so there' no net 
increase in taxes on the oil co's. The increased income tax will also allow Alaska to extract a 
fairer share of income from production of oil on federal lands and even more so from the 
federal outer continental shelf, (i.e. the 90/10 vs 50/50 royalty split, justice w/o a court). The 
progressive sales tax will also capture additional revenue from federal OCS leases that is 
otherwise escaping sufficient state capture.

• If we allow the oil co's to write off their Alaskan expenses it would tend to increase the price of 
our hydrocarbons and make them less competitive on the open market. Taxes do have an effect 
on corporate behavior and only taxing the gross at the point of export or in-state delivery will 
serve to keep a market check on expenditures in-state and therefore keep our hydrocarbons as 
cheap as possible in the market. We have recently discovered from RCA and FERC tariff 
proceedings that the state and consumers have been overcharged for TAPS costs by as much as 
$3/bbl and a sales tax levied at the point of export must be imposed to insure the lowest overall 
transportation costs where a prior administration has illegitimately surrendered our right to 
challenge tariffs overcharges in the prior TAPS tariff settlement agreement. We would surely 
have a strong case for upholding, the gross tax where it measures the oil value IN ALASKA. Both 
PPT and ACES are inviting fly by might wildcatters that will sell their credits and leave. The 
majors will be just as susceptible to the notion that spending controls are less of a priority given 
that they can sell the credits for marginal projects if they fail. Why not just take the money we'd 
spend on write-offs and credits and provide the needed oversight to exploration contractors we 
hire on a competitive bid? Exirting lessees are already required to produce all hydrocarbons as
is economically feasible and can apply for royalty relief if prices do not support optimal 
production rates.

• The discrepancies between projected revenues and collected revenues under PPT suggests that 
either the state is incapable of properly assessing tax provisions or that tax payers are 
withholding taxes. Both results suggest we must have a simple tax str icture to avoid revenue 
shortfalls and costly litigation. Moreover, the complicated write-offs and credits would make it 
nearly impossible for ADNR/ADOG to properly assess appropriate plans for operation of 
leases/units if ADNR/ADOG was indeed inclined to properly implement their leases, statutes 
and regulations. Such an impairment of the lease contracts may well be interpreted as violating 
Article I Section 15 of the state constitution barring such impairment.

o
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• The whole TRIPS scheme is designed to enhance certainty of development, (pre-defined leases 
and improved access), while alleviating risk due to low prices but eliminating any windfalls to 
industry, (the progressive sales tax spanning a $190 price range). Although I haven't done a 
precise analysis of the total government take, I strongly suspect that these rates would keep us 
below the Norwegian standard of 78% gross government take up to about $70/bbl and I would 
suggest lowerii j  the base oil sales tax and/or raising the new class of corporate income tax 
until this parity was reached. I'm sure that the Norwegians never anticipated the blistering oil 
market we have today and so did not include progressivity. The gas problem can only be 
rectified with a carbon tax and then all else will be controlled by the high, stable gas value 
generated by a proper valuation of this external cost of our hydrocarbon economy. More 
stringent particulate regulation would also likely help gas prices.

Proposed Principles and Rates for Design of an Oil Tax BUI:
Production and Corporate Income Taxes, Royalty Rates and Lease Provisions with 

State Commitments to Exploration, Infrastructure and Carbon Conservation

Raw Oil/Gas Sales Taxes: The gross tax on raw/unrefined hydrocarbons sold in/from Alaska shall be set 
at the value of the hydrocarbons at the Alaskan terminus of export or point of sale within Alaska in order 
to provide a market check on production costs and pipeline tariffs in furtherance of the relative 
competitiveness of Alaskan resources, (e.g. Valdez Marine Terminal for TAPS oil, Drift River or KPL Dock 
for Cook Inlet oil and gas, at the Canadian border in the case of gas transport by pipeline, at any in-state 
refinery or point of sale). This tax system would also encourage export of value added petrochemical 
and refined products. The suggested tax rates for crude oil are as follows:

1. There shall be a minimum sales tax of 15% of gross v.?!ue for oil prices between $0 and $20/bbl;
2. At $21/bbl the sales tax increases to 15.5% and increases by a rate of 0.5% for each $l/bbl 

increase in price to $30;
3. At a price of $31/bbl the sales tax shall be raised to 20.2% of gross value and shall increase at a 

rate of 0.2% for each $1 in value per barrel until a price of $110/bbi at which point the tax will 
have accumulated increases to provide a rate of 36% of value;

4. At a price of $ ll l/b b l the sales tax shall be assessed at 36.1% of value and shall increase at a 
rate of 0.1% for each $1 in value per barrel until a price of $210/bbl at which point the sales tax 
will have reached its maximum rate of 46% of value.

Corporate Income Tax: A distinct class of Alaskan corporations shall include those operations that 
handle substantial quantities of hydrocarbons and other hazardous materials, as classified by the ADEC, 
and be subject to a corporate income tax of 14%. The safety and security issues presented by these 
operations require significant oversight, security and public safety assets that warrant an enhanced level 
of corporate classification in such regard.

Royalty Rates: Lease bidders will proffer a signing bonus payment and a bid above an adjustable royalty 
floor'minimum established between 1% for the least marketable hydrocarbon, (e.g. inaccessible, 
undefined gas fields), to a maximum of 20% for the highest wellhead value hydrocarbon, (e.g. well 
defined, light and accessible liquids such as those at Point Thompson). Each new lessee shall consent fo 
an adjustment of its royalty rate every 5 years after production startup that reflects any increase or 
decrease in the market valuation of the BTU content of the hydrocarbon(s) under development and/or 
by a substantial improvement in accessibility of leased properties as generated by state efforts. Lessees 
shall provide all necessary information needed to assess the accessibility of lease holdings and the



relative BTU value of Alaskan hydrocarbons. The ADNR/ADOG shall provide a report to the legislature at 
the beginning of each general session all best interest findings relative to oil and gas development and 
suggest any additional statutory provisions necessary to advance the optimal development of the state's 
hydrocarbon resources from existing and proposed leases/lease sales.

Hydrocarbon Exploration. Production and Transport Lease Provisions: ADNR and AOGCC, shall In their 
administration of lessees operations, conduct the necessary analyses and issue appropriate directives to 
lessees to provide for the revenue optimizing extraction rates and use of technologies with respect to 
recovery of viscous and heavy oil recovery as such extraction may be tied to concurrent availability of 
lighter oils. All new leases shall have relinquishment provisions that reflect the realistic development 
timelines given the difficulty perfecting necessary permitting and development tasks. All lessees consent 
to regulation and assistance by the ADEC to effectively utilize and otherwise abate or sequester 
greenhouse gases released by explore on, production, transport, power generation and refinery 
operations associated with its leases. Lessees shall proportionately supply all rv.essary fuel for state 
aircraft, vessels and vehicles used to assist and administer lessees' operations.

Exploration Commitment: In order to exact the highest signing payments and royalty bids and to 
provide for a most efficient and predictable development of Alaska's hydrocarbon resources, the ADNR 
will commit to obtaining the services of exploration experts, whether contracted or employed, with the 
most advanced geologic mapping and analysis capability to define hydrocarbon resources to their 
greatest practicable extent prior to leasing of hydrocarbon fields to enhance "prospectivtty".

infrastructure Commitment: The ADOT in an MOU with DNR shall employ all due diligence in 
coordinating interested state and federal agencies to develop, subsidize or otherwise facilitate 
transportation of exploration and production materials to proposed leasing areas and for access of gas 
by Alaskan communities. A dedicated 4% portion of total royalty payments shall be set aside for this Safe 
Transport Development fund. The ADOT shall minimally provide heavy lift helicopters and other low 
impact vehicles to advance preservation of sensitive areas, enhance spill response, protect wildlife and 
maintain security in leasing areas as training for their primary public safety and security duties that shall 
include repair and prevention of Global Warming impacts across Alaska. The ADOT shall also advance 
planning and construction of ports, port services, rail systems and pipelines necessary to promote 
efficient materials transport along established Alaskan transport corridors and extensions along the 
AG IA certified ROW(s).

Carbon Conservation Commitment: The state shall employ all due diligence with appropriate funding of 
legislative and regulatory efforts to establish in state and federal law establishing a transferable carbon 
tax and to additionally advance CO] sequestration and secondary utilization, methane capture and 
abatement, and Arctic-appropriate carbon-neutral energy generation technologies using a dedicated 4% 
portion of total royalty payments. The ADEC shall develop regulations establishing a carbon tax, 
appropriate emissions standards and/or other carbon limiting constraints upon hydrocarbon lessees.
The ADEC shall conduct the necessary analyses to establish abatement technology standards and pursue 
advancement of the best available technologies with a bi-annual $3 million grant funding that may 
accumulate beyond the $3 million level to ensure appropriate funding of appreciably superior and 
effective technologies.
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O i l  T a x  I s s u e s  ( P P T )

H o u s e  R e s o u r c e s  C o m m i t t e e  

A v e s  D .  T h o m p s o n  

O c t o b e r  3 0 ,  2 0 0 7

T h a n k  y o u .  M r .  C h a i r m a n  a n d  m e m b e r s  o f  t h e  c o m m i t t e e ,  

I  a m  A v e s  T h o m p s o n ,  E x e c u t i v e  D i r e c t o r  o f  t h e  A l a s k a  

T r u c k i n g  A s s o c i a t i o n .  T h e  A l a s k a  T r u c k i n g  A s s o c i a t i o n  is  

a  s t a t e  w i d e  o r g a n i z a t i o n  r e p r e s e n t i n g  t r u c k i n g  i n t e r e s t s  

f r o m  B a r r o w  t o  K e t c h i k a n .  I n  2 0 0 8 ,  o u r  a s s o c i a t i o n  

c e l e b r a t e s  i t s  5 0 th A n n i v e r s a r y  o f  s e r v i n g  t h e  i n t e r e s t s  o f  

t h e  t r u c k i n g  i n d u s t r y  in  A l a s k a .  O u r  m o r e  t h a n  2 0 0  

m e m b e r s  r e p r e s e n t  a l l  o f  t h e  d i v e r s e  t r u c k i n g  o p e r a t i o n s  in  

t h e  s t a t e  a n d  m a n y  a s s o c i a t e  m e m b e r s  w h o  p r o v i d e  g o o d s  

a n d  s e r v i c e s  t o  o u r  i n d u s t r y .  I t  is  i m p o r t a n t  t o  n o t e  t h a t ,  in  

A l a s k a ,  t r u c k i n g  e m p l o y s  o v e r  2 0 ,0 0 0  p e o p l e  -  1 o u t  o f  1 4  

w o r k e r s .  T r u c k i n g  p a y r o l l s  a r e  o v e r  $ 9 0 0  m i l l i o n  a n n u a l l y  

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

b u s i n e s s e s  ( m o s t  h a v e  l e s s  t h a n  1 0  e m p l o y e e s )  o p e r a t e  in  

A l a s k a .

O n  b e h a l f  o f  A T A ,  I w a n t  t o  m a k e  s e v e r a l  o b s e r v a t i o n s  

a b o u t  P P T  i s s u e s .

I t  h a s  b e e n  s a i d  m a n y  t i m e s  t h a t ,  in  d e v e l o p i n g  o u r  n a t u r a l  

r e s o u r c e s ,  o u r  c o n s t i t u t i o n  r e q u i r e s  t h a t  w e  s e e k  m a x i m u m  

r e t u r n  t o  t h e  c i t i z e n s  o f  A l a s k a .  W h i l e  i t  s e e m s  t h a t  t h e  

e m p h a s i s  h a s  b e e n  o n  r a i s i n g  t a x e s  t o  i n c r e a s e  t a x  r e v e n u e  

t o  t h e  s t a t e ,  w e  b e l i e v e  t h a t  t h e  b e t t e r  w a y  to  m a x i m i z e

b e n e f i t s  t o  A l a s k a n s  is  t o  p r o v i d e  g o o d  p a y i n g ,  l o n g  t e r m  

j o b s  f o r  t h i s  a n d  i u t u r e  g e n e r a t i o n s .

http://www.aktrucks.org
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T h e  S t a t e  n e e d s  t o  f o c u s  o n  h o w  t o  s l o w  t h e  d e c l i n e  o f  

p r o d u c t i o n .  T o  a c c o m p l i s h  t h a t  o b j e c t i v e ,  i n v e s t m e n t s  

n e e d  t o  c o n t i n u e  in  e x i s t i n g  f i e l d s ,  i n v e s t m e n t s  n e e d  t o  b e  

m a d e  in  h e a v y  o i l  a n d  i n v e s t m e n t s  n e e d  t o  b e  m a d e  t o  

p r o m o t e  t h e  d e v e l o p m e n t  o f  n e w  f i e l d s .  E x i s t i n g  f i e l d  

d e v e l o p m e n t  s h o u l d  b e  t h e  f i r s t  p r i o r i t y .  M o s t  o f  t h e  n e w  

p r o d u c t i o n ,  in  r e c e n t  y e a r s ,  h a s  o c c u r r e d  in  e x i s t i n g  f i e l d s .  

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

d e v e l o p m e n t  w i l l  f a c e  m a j o r  a d d i t i o n a l  c h a l l e n g e s .

T h e  o i l  a n d  g a s  b u s i n e s s  is  c a p i t a l  i n t e n s i v e  a n d  i t  t a k e s  

m a n y  y e a r s  f o r  r e t u r n  o n  i n v e s t m e n t s  t o  o c c u r .  I n c r e a s e s  t o  

t a x e s  l e n g t h e n  t h a t  r e c o v e r y  t i m e  a n d  c a n  n e g a t i v e l y  i m p a c t  

p r o j e c t  e c o n o m i c s  a n d  i n v e s t m e n t  d e c i s i o n s .

W e  b e l i e v e  t h a t  i t  i s  i m p o r t a n t  in  s e t t i n g  t a x  p o l i c y  t o  

p r o d u c e  a d e q u a t e  r e v e n u e s  f o r  t h e  s t a t e  b u t  m o r e  

i m p o r t a n t l y ,  e n c o u r a g e  f u r t h e r  i n v e s t m e n t  in  t h e  

d e v e l o p m e n t  o f  o u r  a b u n d a n t  r e s o u r c e s .

W e  u r g e  y o u  k e e p  t h e  t a x  r a t e  l o w  a n d  u s e  i n c e n t i v e s  t o  

e n c  o u r a g e  i n c r e a s e d  d e v e l o p m e n t  i n v e s t m e n t .  A s  s t a t e d  

e a r l i e r ,  w e  b e l i e v e  t h a t  t h e  b e t t e r  w a y  to  m a x i m i z e  b e n e f i t s  

t o  A l a s k a n s  i s  t o  p r o v i d e  g o o d  p a y i n g ,  l o n g  t e r m  j o b s  f o r  

t h i s  a n d  f u t u r e  g e n e r a t i o n s .  I n v e s t m e n t ,  n o t  t a x e s ,  w i l l  

p r o v i d e  t h e  j o b s  w e  n e e d  t o  e n s u r e  o u r  f u t u r e .

T h a n k  y o u  f o r  y o u r  a t t e n t i o n .  I w i l l  t r y  t o  a n s w e r  a n y  

q u e s t i o n s .

If y o u  g o t  It , a  t r u c k  b r o u g h t  I t . . .

http://www.aktrucks.org
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Dear Governor Palin & Legislators:

The Anchorage Chamber of Commerce appreciates the Administration’s desire to revisit the 
Petroleum Production Tax to ensure that the most vital component of our state’s tax regimen was 
the result of sound public policy. Still, we have some significant concerns regarding this 
review.

First, we are concerned that there has been a headlong rush to prejudge the PPT as “unfair” to 
Alaskans. The illegal actions of some legislators and special interests have understandably cast a 
cloud of suspicion on this legislation. It should be kept in mind, however, that many supported 
the PPT who had no involvement in any improper activities. A large number of upstanding 
legislators and organizations, including the Anchorage Chamber, supported the passage of PPT 
as a sensible balance between increased state revenues and incentives for investment; therefore, 
we respectfully ask that you not start your analysis from the standpoint that the current law of the 
land is wrong or in any manner “unfair.” Review the PPT thoroughly, for all our sakes, but have 
an open mind to the possibility that the PPT, in fact, is the best option for Alaska despite the 
unfortunate circumstances surrounding its original passage.

Second, we are concerned that there is insufficient evidence concerning the actual impact of the 
PPT. It is our understanding that the original PPT legislation contained a provision whereby it 
would be thoroughly reviewed at the end of five years. Thus, with less than a full-year’s worth of 
data to analyze, a declaration that the PPT is not working would apnear hasty and not fully 
informed. It should also be noted that during the past year the taxation landscape was 
significantly altered by the temporary shut-down of a significant component of the North Slope 
fields; therefore, the available data cannot be said to represent a typical year. From all review, 
the PPT brought in significantly more revenues to the State than the previous ELF system.

Third, we arc very concerned about creating an impression that Alaska’s tax platform is volatile 
and undependable. The Anchorage Chamber is not advocating that we need 30 years of certainty 
in our tax structure but we arc concerned that we are faced with the possibility of three distinct 
methods of taxing petroleum within three years. Even though you will be debating a tax that 
directly deals only with a certain segment of the economy, it nonetheless, creates an 
unmistakable reputation that Alaska is a location that is more interested in taxing industry than in 
growing industry. Such a reputation is harmful to all business sectors and ultimately, to all 
Alaskans.
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Fourth, we are concerned about the emphasis placed on increased revenues for the state. 
Without the political will to create a sensible economic plan for the State of Alaska, the 
Anchorage Chamber is concerned that we are behaving as if we are communally addicted to “oil 
money.” As North Slope production invariably declines, we seem overly zealous to prop up our 
standard of living by simply increasing our take. What was a fair take 10 years ago is no longer 
“fair.” What was fair last year now appears to be no longer “fair.” History is devoid of instances 
in which a thriving economy has been built on the model of maximizing the government take. In 
contrast, history teaches us the important lesson that vibrant and flourishing economies spring 
from environments where the government encourages investment and entrepreneurship. It is 
ultimately self-defeating for Alaska to increase its short-term revenues at the expense of chilling 
long-term investment.

Finally, despite these significant concerns the Anchorage Chamber remains opwmistic. As a 
State, we can prosper and we have the ability to make Alaska’s future bright. The only question 
is whether w : have the courage, the discipline and the will to resist the path of least resistance 
and instead focus our efforts on the hard, yet ultimately rewarding work of building a sound 
economic future. Toward this end, we respectfully ask that during this special session you do 
these four things:

1. Review the PPT to ensure it is sound public policy but do not discard it 
simply because of the circumstances surrounding its passage; and

2. If there is legitimate doubt concerning the effect of the PPT, do not be afraid 
to allow the PPT to exist for sufficient time to allow reliable data to be 
generated, which is consistent with the original legislation that provided for 
a review at the conclusion of five years; and

3. Take all appropriate cautions to protect Alaska’s reputation as a stable tax 
environment that encourages and promotes business opportunities and 
investment; and

4. Consider any revenue enhancements only in conjunction with actually 
developing a fiscal plan -  a spending and savings plan - for the State of 
Alaska.

Thank you for your service to our State and we wish you a very successful special session.

Sincerely.

Kathleen Porterfield Stacy Schubert, IOM
Anchorage Chamber Board Chair President

CC: Anchorage Chamber Board o f Directors
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Tot A laaka House R esource Committee 
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O ctober 31, 2007

S u b je c t!  Tax d e d u c tio n s  n o t in v es tm en ts  

Number o f  pages in c lu d in g  c o v e rt 3

In  te s tim o n y  b e fo re  A laska  l e g i s l a t o r s  i t  has been suggested  
A laska sh o u ld  be happy to  have c u r r e n t  o i l  ta x e s  reduced  to  se ro  
by c o s t  d e d u c tio n s  because  i t  w i l l  mean more ta x e s  l a t e r ,  because 
i t  i s  an in v es i nent in  A lask a . I n c r e d ib le l  I t  appears  o i l  
coupany lo b b y is ts  have, th rough  r e p e t i t i o n  o f  th e  m essage, 
convinced  many l e g i s l a t o r s  and even v o te r s  t h a t  c o s t  d ed u c tio n s  to  
o i l  ta x e s  r e p re s e n t  an in v es tm en t in  A laska re s o u rc e s . T his i s  a 
g ro ss  d i s t o r t i o n  o f  th e  word in v es tm en t. Investm ent i n  an 
e n te r p r i s e  im p lie s  in c re a s e d  f u tu r e  e q u ity . In crem en ta l 
in v es tm en t im p lie s  in c re m e n ta l e q u ity .

When we buy s to c k  in  a  company we buy e q u ity .  Bach d o l la r  
in v e s te d  buys some p o r t io n  o f  th e  company in  p e rp e tu i ty ,  o r  u n t i l  
t h a t  e q u ity  i s  s o ld  in  th e  m ark e tp lace  o r  has no f u r th e r  v a lu e . 
Bach d o l l a r  in v e s te d  in c re a s a s  th e  i n v e s to r 's  p ro p o r tio n  o f  fu tu re  
p r o f i t s .  F u r th e r ,  e q u ity  t y p ic a l ly  im p lie s  v o tin g  r i g h t s .  E qu ity  
h o ld e rs  a s  a whole c o n tr o l  th e  b o a rd , and th u s  th e  company. An 
increm en t i n  in v estm en t t y p ic a l ly  means in c re a se d  knowledge and 
c o n tr o l  o f  a b u s in e s s , v o tin g  r i g h t s .  In crem en ta l in v es tm en ts  a re  
m atched by an in c re m e n ta l p e rc e n ta g e  sh a re  in  p r o f i t s ,  in crem en ta l 
in v es tm en t im p lie s  an in c re m e n ta l s h a re . Each d o l l a r  In v es ted  
n e c e s s a r i ly  r e s u l t s  in  an in c re a s e d  sh a re  in  fu tu r e  p r o f i t s .

When we sh a re  th e  r i s k  w ith  a company we ex p ec t t o  o b ta in  e q u ity . 
O th e rw ise , i f  we d o n 't  sh a re  r i s k ,  r e tu r n  i s  g u a ran teed  by th e  
company up f r o n t  and th e  in v es tm en t i s  n o t an e q u ity ,  i t  i s  a 
d e b t,  a  bond. In v estm en ts  th en  r e s u l t  in  e i t h e r  g u a ran teed  deb t 
o r  in c re a s e d  e q u ity .

* « w r i te  o f f s  a re  n o t in v es tm en ts  f o r  th e  governm ent. Tax 
d e d u c tio n s  a r e  n o t in v es tm en ts  because  th e y  do n o t r e s u l t  in  an 
in c re m e n ta l sh a re , an in c re m e n ta l c o n tr o l ,  o r  a g u a ran teed  fu tu re  
r e tu r n .  Tax w r i te  o f f s  th e n  re p re s e n t  payments to  com panies which
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a r«  n o t in v es tm en ts . They a ra  in c a n tiv a  g i f t a .  Saoh d o l l a r  o f  
d e d u c tio n  does n o t r e s u l t  in  an in c rem en ta l p e rcen tag e  ah are  in  
fu tu r e  p r o f i t s .  la c h  d o l la r  o f  w r i te  o f f  does n o t p ro v id e  an 
in c re m e n ta l knowledge o r  c o n tr o l  o f  a  company, nor in c re a s e d  d eb t 
from th e  company. Bach d o l l a r  o f  w r i te  o f f  m erely  p ro v id es  an 
in c re a s e d  p r o b a b i l i ty  o f  p r o t r a c te d  a u d it in g  and l i t i g a t i o n .

I f  th e  l e g i s l a t u r e  t r u l y  w ishes t o  in v e s t  in  A la sk a 's  o i l  
r e s o u rc e s ,  i t  shou ld  e i t h e r  buy a m a jo r ity  i n t e r e s t  in  e x p lo ra tio n  
com panies o r  c r e a te  s t a t e  owned e x p lo ra tio n  companies s im i la r  to  
th e  A laska R a ilro a d . A laska shou ld  have ev e ry  r i g h t  to  e x p lo re  
and even develop  i t s  own t r a c t s ,  e s p e c ia l ly  once th o se  t r a c t s  have 
been p u t up fo r  a u c tio n  w ith  no b id ,  o r  once th e  le a s e  h o ld e r  has 
made no e f f o r t  a t  developm ent fo r  an ex tended  p e r io d . T h is 
approach  o f  t r u e  e q u ity  investm en t p ro v id e s  a t r u e  investm en t fo r  
A lask a , one c o n tr o l le d  by and em ploying A laskans . I t  f u r th e r  
p ro v id e s  t r u e  in c e n tiv e s  t o  o i l  companies to  av o id  land  banking 
o i l  r e s e rv e s  and to  9e t  on w ith  developm ent.

The l e g i s l a t u r e  has s e t  o u t to  f a i r l y  in c re a s e  o i l  ta x e s  in  tim es 
o f  h igh  p r i c e s .  A haze o f  r e p e t i t i o n  and com plex ity  appears to  be 
m esm erizing many w ith  th e  n o tio n  t h a t  an in c e n tiv e  g i f t  i s  an 
in v es tm en t, t h a t  a  ta x  re d u c tio n  i s  an in v es tm en t. Coat 
d e d u c tio n s , i f  n e c e ssa ry , m ust hava r e l i a b l e  p re d ic ta b le  l im i t s ,  
i t  i s  e asy  to  a r r  in  assum ptions when s e t t i n g  ta x  r u la s .  I t  i s  
th u s  im p o rtan t t o  be c o n se rv a tiv e  in  A ssum ptions. A ta x  s e t  to o  
h ig h  can r e a d i ly  be red u ced , even r e t r o a c t iv e ly ,  b u t t h ia  i s  no t 
so fo r  a ta x  s a t  to o  low.

The l e g i s l a t u r e  has a du ty  to  maximize r e tu r n  on A la sk a 's  
re s o u rc e s . H opefu lly  i t  w i l l  n o t f a i l  in  t h a t  d u ty  because th e  
f o r e s t  can n o t be seen  fo r  th e  t r e e s  and th e  haze.
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A g ro ss  ta x  p lu s  f lo o r  i s  e s s e n t ia l  to  p re v e n t sudden m assive o i l  
company e x p e n d itu re s  from d ry in g  up A la sk a 's  ta x  revenue. O il 
com panies o b je c t  to  a f ix e d  t r i g g e r  p o in t  because i n f l a t i o n  can 
d r iv e  up c o s ts  over th e  y e a r s .  One approach to  so lv in g  t h i s  
problem  i s  t o  a u to m a tic a lly  in c re a s e  th e  t r ig g e r  p o in ts  an n u a lly  
based  on th e  c u r r e n t  p r ic e  index  (C PI).
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Chuck Logsdon Testimony to House Resources—October 30,2007

For the record my ntme is Chuck Logsdon. I am a petroleum economist currently working ss s 
C-Anfufr*"* to the Alaska Oil and Gas Association. Today I am testifying as a citizen from 
Palma.

I like the PPT as it is currently structured. I believe it strikes a good balance between obtaining a 
fair share tfthe “economic rent” for the State from its production tax, while at the same time 
providing incentives to encourage reinvestment of industry profit Reinvestment that will he 
crucial to keep oil flowing in the pipeline.

In particular, I like the use of net cash flow as the tax base. From an economist’s perspective this 
is an efficient way of taxing business activity as it directly recognizes the ability to pay the tax in 
an industry with extremely high upfront capital costs T also like the progressive rate schedule 
applied to the tax base because once again, it directly matches the tax to the ability of industry to 
pay the tax.

I also believe the tax credits in the PPT are set about right Set too high, tax credits can create 
the incentive to gold plate and as a result high administrative costs to prevent this from 
happening. The combination of a tax based on net production value along with attractive tax 
credits is a solid step toward encouraging the investment needed to keep the TAPS flowing.

Obviously the choice of tax rate is a tough call and a lot of information and comparisons have 
been generated to try to help policy makers in making the decision as to where that rate should 
be set. I believe that foe current PPT 9ets this rate about right both for base rate and 
progressivity.

As you may have gathered, I do not like resource production taxes that ignore the cost of 
extracting the resource in foe tax base. Because resource deposits vary widely in their 
development costs, such taxes generally require complex tweaking to make adjustments to 
reflect these differences in the ability to pay the tax. We already have a royalty share that is 
based on the gross value at the point of production that is foe same regardless of profitability or 
lease location. To encourage resource development it makes sense to go to the net for our 
production tax and apply it universally.

On efficiency grounds I also do not like fixed floor taxes. However, since government services 
are an important economic safety net a floor may be necessary but it should be kept low. As a 
result I like foe tax floor mechanism in the PPT.

1 would like to see these key provisions of the PPT remain as they are.

Thank you Mr. Chairman for the opportunity to testify.


