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A l a s k a ’s C l e a r  a n d  E q u i t a b l e  S h a r e

-----------------

• C u r r e n t  l a w

• T h e  c o m m e r c i a l  r e a l i t y

• S o m e  p r o b l e m s

• P o t e n t i a l  r e m e d i e s



A l a s k a ' s  C l e a r  a n d  E q u i t a b l ?  S h a r e

• G r o s s  v a l u e  a t  p o i n t  o f  p r o d u c t i o n  d e t e r m i n e d  b y  

s u b t r a c t i n g  “ r e a s o n a b l e  c o s t s  o f  t r a n s p o r t a t i o n ” 

f r o m  m a r k e t  p r i c e s

• “ R e a s o n a b l e  c o s t s ” =  “ a c t u a l  c o s t s ”

• “A c t u a l  c o s t s ”  h a v e  h i s t o r i c a l l y  b e e n  u n d e r s t o o d  

a s  F E R C / R C A  t a r i f f s

• E x c e p t i o n  f o r  a f f i l i a t e  t r a n s a c t i o n s ,  b u t  o n l y  i f  

“ t h e r e  a r e  o t h e r  r e a s o n a b l e  m o d e s  o f  

t r a n s p o r t a t i o n ” e x c e p t i o n  i s  n e v e r  m e t !

■ i .....  umm
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D e d u c t i o n s  h a v e  h i s t o r i c a l l y  r e l i e d  o n  r a t e s  

s a n c t i o n e d  b y  r e g u l a t o r y  b o d i e s

T y p i c a l l y ,  t h i s  “ s a n c t i o n ” d o e s  n o t  r e f l e c t  a  

r e g u l a t o r y  d e t e r m i n a t i o n

R a t h e r ,  t h e  r e g u l a t o r y  b o d i e s  h a v e  “ b l e s s e d ” 

s e t t l e m e n t  a g r e e m e n t s  b e t w e e n  t h e  s t a t e  a n d  

t h e  p i p e l i n e  o w n e r

A l a s k a ’s C l e a r  a n d  E q u i t a b l e  S h a r e

r,7V?VW
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W h y  d o e s  s t a t e  b a s e  i t s  t a x  p o l i c y  f o r  

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

p i p e l i n e  r a t e  l i t i g a t i o n ?

• M M S  d o e s n ’t  w h e n  p i p e l i n e  i s  o w n e d  b y  

p r o d u c i n g  a f f i l i a t e s .

-  T h e y  a d o p t  a  m e t h o d  p r o m u l g a t e d  t h r o u g h  

r e g u l a t i o n
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A l a s k a ' s  C l e a r  a n d  E q u i t a b l e  S h a r e

• K e y  r e a s o n s  f o r  s t a t e  t o  a v o i d  r e l y i n g  o n  

r e g u l a t o r y  p r o c e s s  i n  s e t t i n g  t a x  v a l u e

-  C r e a t e s  u n c e r t a i n t y : W h i l e  l i t i g a t i o n  d r a g s  o n  

t a x  v a l u e  n o t  f u l l y  k n o w n

-  I n e f f i c i e n t : R e g u l a t o r y  p r o c e s s  u n l i k e l y  t o  

w o r k  w e l l  a b s e n t  a r m s - l e n g t h  c o m m e r c i a l l y  

s o p h i s t i c a t e d  p a r t i e s



'

SSFt

T A P S  T a r i f f s  E x a m p l e
tsw:

A l a s k a ' s  C l e a r  a n d  E q u i t a b l e  S h a r e

B a c k g r o u n d :

• T A P S  r a t e s  a r e  c u r r e n t l y  ~ $ 5 / b b l ,  s e t  u n d e r  a  

1 9 8 5 - e r a  s e t t l e m e n t  a g r e e m e n t  b e t w e e n  t h e  

S t a t e  a n d  t h e  T A P S  o w n e r s

• R a t e s  d o n ’t  a p p e a r  t o  r e f l e c t  “ a c t u a l  c o s t s ”

-  R C A  d e t e r m i n e d  t h a t  a c t u a l  c o s t s  ~ $ 2 / b b l

-  F E R C  A d m i n i s t r a t i v e  L a w  J u d g e  d e t e r m i n e d  

t h a t  a c t u a l  c o s t s  ~ $ 2 / b b l

• W h i l e  l i t i g a t i o n  c o n t i n u e s ,  S t a t e  c o n t i n u e s  t o  

a l l o w  a  ~ $ 5 / b b l  t r a n s p o r t a t i o n  d e d u c t i o n

8 ri? ;



A l a s k a ' s  C l e a r  a n d  E q u i t a b l e  S h a r e

I n d i c a t i v e  V a l u e  o f  “ T a r i f f s  b y  D O R ”

• A s s u m e :

-  T A P S  t a r i f f s  a r e  $ 3 / B b l  t o o  h i g h

-  7 6 0 , 0 0 0  B b l s / d a y

-  P r o d u c t i o n  t a x  r a t e  o f  2 2 . 5 %

-  A l l  b a r r e l s  a r e  s h i p p e d  o n  a f f i l i a t e d  

t r a n s p o r t a t i o n

• T h e n  p r o d u c t i o n  t a x  v a l u e  t o  s t a t e  o f  s e t t i n g  

t a r i f f s  f o r  a f f i l i a t e  t r a n s a c t i o n s  i s  ~ $ 1 6 0  

m i l l i o n / y e a r



A l a s k a ’s C l e a r  a n d  E q u i t a b l e  S h a r e

• G a s  p i p e l i n e s  t y p i c a l l y  b u i l t  o n  b a s i s  o f  

“ n e g o t i a t e d  r a t e s ”  b e t w e e n  s h i p p e r s  a n d  

p i p e l i n e s

• F E R C  t y p i c a l l y  g i v e s  n o  s c r u t i n y  a s  t o  w h e t h e r  

t h e  n e g o t i a t e d  r a t e s  a r e  a  “ f a i r ”  b a r g a i n  b e t w e e n  

s h i p p e r  a n d  p i p e l i n e

• I f  P r o d u c e r s  e n d  u p  o w n i n g  t h e  g a s  p i p e l i n e ,  

t h e n  t h e y  c a n  n e g o t i a t e  r a t e s  w i t h  t h e m s e l v e s



A l a s k a ’s C l e a r  a n d  E q u i t a b l e  S h a r e

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

f o r  t r a n s p o r t a t i o n  d e d u c t i o n s  o n  t h e  b a s i s  o f  

a  n o n - a r m s  l e n g t h  d e a l  t h a t  s t a t e  c a n ’ t  e v e n  

l i t i g a t e ?

• E x p e r i e n c e  o n  T A P S  s u g g e s t s  i t  w o u l d  b e  

u n w i s e

• N o  c o m p e l l i n g  n e e d  t o  d o  s o



A l a s k a ’s C l e a r  a n d  E q u i t a b l e

t o  a  R e m e d y

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

n o n - a r m s  l e n g t h  t r a n s a c t i o n s  b e c a u s e  i t  i s  n e v e r  

t h e  c a s e  t h a t  “ t h e r e  a r e  o t h e r  r e a s o n a b l e  m o d e s  

o f  t r a n s p o r t a t i o n ”

• D O R  c o u l d  f o l l o w  M M S ’ l e a d  a n d  e s t a b l i s h  

r e g u l a t i o n s  t h a t  d e t e r m i n e  a p p r o p r i a t e  c o s t  

d e d u c t i o n s  f o r  n o n  a r m s - l e n g t h  t r a n s a c t i o n s  o n  

p i p e l i n e s

• C l e a n u p  l a n g u a g e  n e e d e d  t o  e n s u r e  t h a t  t h e  

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

“ a c t u a l  c o s t s ” o f  t h e  p o s t e d  t a r i f f s  -  a r e  n o t  

f o r c e d  t o  u s e  t h e  D O R - e s t a b l i s h e d  t a x  d e d u c t i o n



A l a s k a ’s  E q u i t a b l e  S h a r e

S o m e  F u r t h e r  T h o u g h t s  

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

G a ffn e y C lin e .& A s s o c ia te d
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T . M R
T o p i c s '■Odd-Oi?

W h a t  i s  t h e  r i s k  o f  r a i s i n g  s t a t e  r e v e n u e  s h a r e  o n  

t h e  e x i s t i n g  p r o d u c i n g  r e s e r v o i r s ?

>  Look at A O G A , BP and other industry data

W h a t  a r e  t h e  g o a l s  o r  d r i v e r s  f o r  A l a s k a ’ s  

P e t r o l e u m  F i s c a l  S y s t e m ?

>  List what we have discerned since arriving in Juneau

F r o m  a  5 0 , 0 0 0  f o o t  v i e w p o i n t ,  w h a t  f i s c a l  s y s t e m  

s t r u c t u r e  a c c o m p l i s h e s  t h e  a b o v e  g o a l s  w i t h  a  

m i n i m a l  n e e d  f o r  i n t e r v e n t i o n ?

y ; C lin e & A s s o c ia te s
30 October 2007



T h e  T i p p i n g  P o i n t



W h e r e  i s  t h e  t i p p i n g  p o i n t ?

Q u i t e  l e g i t i m a t e l y  s e v e r a l  l e g i s l a t o r s  h a v e  a s k e d  

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

r i g h t  a n d  h o w  f a r  i s  t o o  f a r ?

>  The companies have complex decision making processes 
with many external factors at play and can’t articulate 
what impact a change in Alaska taxes will have

• Rock (Prospectivity) trumps Scissors (Fiscal) - Chevron

•  S c i s s o r s  ( F i s c a l )  c u t  P a p e r  ( P r o f i t )

•  P a p e r  ( B u y  R e s e r v e s )  c o v e r s  R o c k  ( D e v e l o p  R e s e r v e s )

>  Consultants acknowledge that taxes are but one of many 
factors that control decision making, and cannot say with 
certainty what tax rate is just right

G a ffn e y . C lin e & A s so c ia te s
30 October 2007



• I

T e s t i n g  t h e  T i p p i n g  P o i n t
BOR
. V

~  0**4O dd- O i"

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

i n d u s t r y  t e s t i m o n y  t o  c o n s t r u c t  a  p i c t u r e  o f  t h e  

A l a s k a n  i n v e s t m e n t  c l i m a t e

>  A O G A  letter which reflects “the full consensus of the 
members of the A O G A  Tax Committee, with no dissent”

>  BP ’s very detailed presentation on Prudhoe Bay area

>  Conoco’s useful insight on project economics

>  And other information supplied by Anadarko, Chevron, 
Exxon and Pioneer.

D e t a i l s  p r e s e n t e d  w e r e  t h e n  d o u b l e  c h e c k e d  a g a i n s t  

a n n u a l  r e p o r t s ,  S E C  f i l i n g s ,  a n a l y s t  p r e s e n t a t i o n s  

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

fn e y . C lin e & A s s o c ia te s
30 October 2007
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O v e r a l l  O b s e r v a t i o n s  ^

W e  a g r e e  w i t h  i n d u s t r y  t h a t  t h e r e  i s  s i g n i f i c a n t  

u p s i d e  i n  r e d u c i n g  t h e  d e c l i n e  f r o m  e x i s t i n g  

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

T h e  e c o n o m i c s  o f  r e i n v e s t m e n t  i n  p r o d u c i n g  a s s e t s  

o n  t h e  N o r t h  S l o p e  a r e  e x t r e m e l y  p r o f i t a b l e

>  Evaluated with actual costs, production and prices as 
reported by BP

>  Profitable even when tested against various stress points

C lin e & A s s o c ia te s
30 October 2007



A O G A  T e s t i m o n y  t o  t h e  H o u s e
m

I n  d i s c u s s i n g  t h e  m e r i t s  o f  H B  2 0 0 1  v e r s u s  P P T  a n d  t h e  A d m i n i s t r a t i o n ’s  c o n c e r n s ,  w e  

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

c o n f r o n t s  t h i s  g e n e r a t i o n  o f  A l a s k a n s  a n d  t h e  n e x t  i s  t h e  o n g o i n g  d e c l i n e  o f  o i l  p r o d u c t i o n ,  

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

g o v e r n m e n t .

• T h e  f i s c a l  s y s t e m  c h o s e n  m u s t  r e c o g n i z e  t h e  

c u r r e n t  a n d  n e a r - t e r m  i m p o r t a n c e  o f  i m p r o v i n g  

p r o d u c t i o n  f r o m  e x i s t i n g  a s s e t s .

30 October 2007
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A O G A  T e s t i m o n y  -  R e c e n t  S u c c e s s <gK
T h i s  g e t s  u s  t o  i n v e s t m e n t  i n  c u r r e n t l y  p r o d u c i n g  f i e l d s .  F o r t u n a t e l y ,  t h e r e  a r e  i n v e s t ­

m e n t s  t h a t  c a n  b e  m a d e ,  a n d  a r e  b e i n g  m a d e ,  i n  t h e s e  f i e l d s  t o  s l o w  t h e i r  d e c l i n e .  I n  t h e  s h o r t  

t e r m ,  t i n s  i s  i n - f i l l  d r i l l i n g  —  t h a t  i s ,  d r i l l i n g  n e w  w e l l s  m t o  t h e  p o r t i o n s  o f  a  r e s e r v o i r  t h a t  a r e  

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

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

7 0 . 0 0 0  b a r r e l s  a  d a y  t o  p r o d u c t i o n  f r o m  t h e  P r u d h o e  B a y  f i e l d .  T o  p u t  t h i s  m t o  p e r s p e c t i v e ,  a

7 0 . 0 0 0  b a r r e l  p e r  d a y  f i e l d  w o u l d  b e  t h e  4 th l a r g e s t  s t a n d - a l o n e  f i e l d  o n  t h e  N o r t h  S l o p e  t o d a y .

* A O G A  n o t e d  t h a t  N o r t h  S i o p e  f i e l d  l i f e  c o u l d  b e  

e x t e n d e d  u p  t o  a n o t h e r  2 5  y e a r s  w i t h  c o n t i n u e d  

i n v e s t m e n t

• T h e  o i l  c o m p a n i e s  a c h i e v e d  7 0 , 0 0 0  b p d  o f  

a d d i t i o n a l  p r o d u c t i o n  f r o m  t h e  2 0 0 6  d r i l l i n g  

p r o g r a m  i n  P r u d h o e  B a y .

G a ffn e y . C lin e & A s s o c ia te s
30 October 2007
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B P ’ s  i n f i l l  d r i l l i n g  p r o g r a m # n ,
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5 0 %  O f  G P B ’s  c u r ra n t o il 

p r o d u c t io n  is  fro m  d r i l l in g  a n d  

rig  w o r k o v e r  a c t i v i t y  c o n d u c te d  

o v e r  th e  p a s t  fo u r  y e a r s
50*.
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O b s e r v a t i o n s ?

GPB W ell In vestm en ts 2002-2006

Jan-Cl* ju-'O .O'v'H .Iji-.w kr-'O JJ« : Jan-M ,i«-oc jen-C'f
E a s e  P ro d u c t io n  p lu s  d e v e lo p m e n t  a n d  rig w o r k o v e r  a c t iv i t  -  

3a se  2003 H I
I

SMBHHQHo-
2005 m m

BP House testimony page 12
AC- €C SO 153

Banels (mmboe)

h e
ffn e y , C lin £ & A s so c ia te s

30 October 2007



#  #

C o s t l i e r  D e v e l o p m e n t

• I t  i s  g e t t i n g  . n o r e  e x p e n s i v e  t o  d e v e l o p  a  b a r r e l  o f  

r e s e r v e s  ( B P  I n f i l l  p r o g r a m )

2 0 0 2 2 0 0 3 2 0 0 4 2 0 0 5 2 0 0 6

Capex 2 5 5 2 2 0 2 7 5 2 4 0 2 4 5

MMbls 1 2 0 9 0 8 0 6 0 5 0

$/bbl 2 . 1 3 2 . 4 4 3 . 4 4 4 . 0 0 4 . 9 0

• C o n t r a s t  t h e  a b o v e  p e r  b ? r r e l  F & D  c o s t s  w i t h :

>  $ 2  or less C A P E X  for Prudhoe and Kuparuk to daL; 

• $1 9 bn to produce 9 . 5  bn bbls

>  The P/K upside at $3 .5 (1 5 %), $7 . 7  (6 %), $ 1 2  (3 %)

>  Pioneer’s view of average F&D for Lower - 4 8  of $ 1 4

BOR
, V

G a ffn e y . C lin e & A s so c ia te s
30 October 2007



5  Y e a r  P r u d h o e  D r i l l i n g  P r o g r a m — d~o*? '>S

D r i l l i n g  c a p e x  -  3 0 0 %  f o r  a d d e d  f a c i l i t i e s / i n j e c t i o n

CAPEX for Drill CAPEX for Drilling Program

</»

2 0 0 2  2 0 0 3  2 0 0 4  2 0 0 5  2 0 0 6  2 2 0 0 2  2 0 0 3  2 0 0 4  2 0 0 5  2 0 0 6  2 0 0 7  2 0 0 8  2 0 0 9  20'

G a ffn e y . C lin e & A s s o c ia te s 30 October 2007



B P  -  P r u d h o e  B a y
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B P  P r u d h o e  B a y  W x

O i l  C o m p a n y  N P V
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R  h  t  H  M -R o b u s t  d r i l l i n g  p r o g r a m  - - % ; X
sa

R e m a i n s  p r o f i t a b l e  a t :

>  3 0 0 % capex

>  2 0 0 % opex

>  2 5 % discount rate

>  $ 5 0  A N S

>  High progressivity

G a ffn e y C lin e & A s s o c ia te s '
30 October 2007



O v e r l y  S t r e s s e d  C a s e

A
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N o r t h  S l o p e  P o t e n t i a l

D e c l i n e  R a t e  

P r o d u c e d  B a r r e l s  

I n d u s t r y  I n v e s t m e n t

1 5 %

1 . 3  b n  

$ 5  b n

MR
, V

b p

3 %  

7 . 5  b n  

$ 7 0  b n

* B u i l t  a  g e n e r i c  m o d e l  b a s e d  o n  t h e  a b o v e  b a r r e l s  

a n d  i n v e s t m e n t s

>  Used indicated decline rates

>  2 5 0 , 0 0 0  bpd abandonment rate

G a ffn e y . -C line .& A s s o c ia te s .
30 October 2007
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U n d e r  P P T  ^

Qdd-oi-

D e c l i n e  R a t e  

P r o d u c e d  B a r r e l s  

I n d u s t r y  I n v e s t m e n t

NPV10 = $Bn 
NPVO = $Bn 
NPVO = $/bbl

1 5 %  

1 . 3  b n  

$ 5  b n

$ 1 5 - $ 2 0  

$ 2 2  - $ 2 7  

$ 1 5 - $ 2 0

3 %  

7 . 5  b n  

$ 7 0  b n

$ 3 0 - $ 4 0  • $ 3 5 - $ 4 5  

$ 5 5 - $ 7 5  • $ 9 0 - $ 1 2 5  

$ 1 4 - $ 1 9  • $ 1 2 - $ 1 7

~ $80/bb l WTI, $70/bb l N S

G a ffn e y , C lin e & A s s o c ia te s '
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N o r t h  S l o p e  A b a n d o n m e n t
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I m p a c t  O f A b a n d o n m e n t  R a te  O n N o r th  S l o p e  R e c o v e r y

14.0

BP Scenarios

4.4
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1.6
— ------------

___

200,000 150,000

A b a n d o n m e n t  Rate (Bopd)
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1.7

—

100,000

□ 1 5 %  □ 6 %  ■ 3 %

C lin e & A s s o c ia te s
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•  #

S u m m a r y

* Oil Company must show “reasonable certainty” about future 
spending to be able to book reserves

>  There is pressure in the market place to declare ‘proved 
reserves’ as soon as feasible -- important to shareholder and 
analyst growth expectations

>  If the production volumes associated with the 6 % and 3 % 
decline scenarios have already been booked as proved 
reserves, then to not undertake the continuing investments 
would require a significant write down of reserves

• Drilling program is so profitable that under even the most 
extreme net tax structure, oil companies would want to 
continue their reinvestment program.

G a ffn e y . C lin e & A s s o c ia te s v
30 October 2007
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G o a l s  f o r  F i s c a l  D e s i g n

m #

• Based on hearings, discussions and other dialog we see the 
following as the goals you are trying to achieve in this special

>  Fields with larger profitability should be paying more taxes
>  Encourage investment in existing units

• Reinvestment in producing assets
• Investment in new developments

❖ C onven t iona l

❖ U nconven t iona l (i.e. heavy  oil)

>  Encourage new investment outside legacy units
• Level playing field for incumbents and new entrants

>  Durability
• Don’t want to be back ‘fixing’ things

>  Build on prior tax dialogue

session:

G a ffn e y , C lin e & A s s o c ia te s
30 October 2007



E n c o u r a g e  N e w  I n v e s t m e n t

* F i s c a l  s y s t e m  s h o u l d  e n c o u r a g e  i n v e s t m e n t  i n  n e w  

f i e l d s

>  Investment credits

>  Net Operating Loss credits

• Aid to new entrants with no existing tax base

>  Lower tax rate for fields with higher cost structure

• More distant from infrastructure
• Heavy Oil

• Gas

• I s  b a s e  r a t e  l o w  e n o u g h ?

>  Additional barrels down T A P S  extends production from 
existing reservoirs

30 October 2007
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T h e  F i s c a l  D e s i g n  C h a l l e n g e

• T h e  T a k e

>  Fair share of the high margins currently being realized

>  Progressive structure to adapt to changes in:

• Price

• Production

• Cost

• T h e  G i v e  B a c k

>  Encouragement to reinvest profits for more development 
inside legacy units

G a ffn e y . C lin e & A s so c ia te s
30 October 2007
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K e y  P o i n t  E a s i l y  M i s u n d e r s t o o d

P r i c e  r

G a ffn e y , C lin e & A s so c ia te s
30 October 2007
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P u l l e d  I n t o  a  s i n g l e  m e c h a n i s m

G a ffn e y . C lin e & A s s o c ia te s '
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•  •

P P T  A s  O f t e n  D e s c r i b e d

• T a x  o n  n e t  p r o f i t s

• C o n t a i n s  p r o g r e s s i v i t y  f e a t u r e  t h a t  i n c r e a s e s  t a x  

r a t e  w i t h  i n c r e a s i n g  p r o f i t a b i l i t y  p e r  b a r r e l

• R i n g f e n c e d  s o  t h a t  p r o f i t  p e r  b a r r e l  r e f l e c t s  a  

c o m p a n y ’ s  e n t i r e  p o r t f o l i o

G a ffn e y . C lir e & A s s o c ia te s '
30 October 2007



P r o g r e s s i v i t y

“ N e t ”  t a x e s  a l l  f i e l d s  a t  a  s i n g l e  r a t e

>  No, it taxes different fields or reservoirs based on their 
individual profitability

G a ffn e y . G line & A s s o c ia te s :
30 October 2007



S t a r t  W i t h  A  P o r t f o l i o  O f  O n e  I n v e s t m e n t
m
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U n d e r s t a n d i n g  T h e  R a t e

S t r u c t u r e



N o w ,  A d d  A n o t h e r  F i e l d

E x p a n d e d  Portfo lio  

250,000 -----   —i 66
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a .
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G a ffn e y C lin e & A s s o c ia te s '.

M
argin 

($/B
bl)

p

P P T  R a te  o n  th e s e  f ie ld s  
C o m b in e d  w o u ld  be  

28.2%

A v e r a g e  N et M a rg in  Is 
$64.20

30 October 2007



S o ,  D o e s  T h a t  M e a n  I

2 8 . 2 %  O n  E a c h  F i e l d

40%

35%

30%

25%

20%

15%

10%

5%

0%

Look at this in the way that companies look at it when they
make investment decisions

T ax  R a te  By F ie ld  W ith in  A C o m p a n y  - A s  A ffe c te d  By P o rtfo lio  B le n d in g

E x is tin g  X B le n d e d
R e s e rv o ir s

No

A m  P a y i n g  6-1 —

G a ffn e y . C lin e & A s s o c ia te s
30 October 2007



T a x  R a te  By F ie ld  W ith in  A C o m p a n y  - A s A ffec ted  By P o rtfo lio  B le n d in g

S o ,  D o e s  T h a t  M e a n  I A m  P a y i n g

2 8 . 2 %  O n  E a c h  F i e l d  ? _____________________

B le n d e d

If I had ju s t Existing Reservoirs, and 
did not develop anything new, I 

would pay tax on my profits at 28.4%

30 October 2007
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S o ,  D o e s  T h a t  M e a n  I A m  P a y i n g

2 8 . 2 %  O n  E a c h  F i e l d  ?

/ ■

i BOR

T ax  R a te  By F ie ld  W ith in  A C o m p a n y  - A s A ffe c te d  By P o r tfo lio  B le n d in g

E x is tin g
R e s e rv o ir s

B le n d e d

If I had jus t Field X, I would pay tax 
on my profits at 27.5% - 

its margin is s lightly  lower

G a ffn e y . C lin e & A s so c ia te s
30 October 2007



I f

S o ,  D o e s  T h a t  M e a n  I A m  P a y i n g  f j M ) R i

2 8 . 2 %  O n  E a c h  F i e l d  ?  - ' s l E X

T ax  R a te  By F ie ld  W ith in  A C o m p a n y  - A s A ffe c te d  By P o r tfo lio  B l e n d i n g

2 8 . 4 %

E x istin g
R e s e rv o ir s

X

Both fields together, the rate is
2 8 . 2 %

2 7 . 5 %

However, th is is not a l l ...

G a ffn e y C lin e & A s s o c ia te s 30 October 2007



S o ,  D o e s  T h a t  M e a n  I

2 8 . 2 %  O n  E a c h  F i e l d

T ax  R a te  By F ie ld  W ith in  A C o m p a n y  - Al  A ffec ted  By P o r tfo lio  B le n d in g

4 0 %

3 5 %

3 0 %

2 5 %

20%

1 5 %

10%

5 %

0%

The mathematics of th is reduction means that actually while 
Existing Reservoirs continue to pay tax at a rate o f 28.4%, 

The effective rate on Field X is actually 27.4% ....
... less than it would be if it were developed stand-alone

E x istin g  X B le n d e d
R e s e rv o ir s

r . •" - J, ■ tv: ->.>■» .fc~

Gaffney. Cline & Associates
30 October 2007
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T h i s  I m p a c t  C a n  B e  S e e n  I n  A  

B r o a d e r  P o r t f o l i o

A *

P o rtfo lio  P ro d u c tio n  R a te  a n d  Ne* M arg in

D
CL
o
m
c
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o
3
■D
s
CL

2 5 0 .0 0 0

2 0 0 .0 0 0

1 5 0 .0 0 0

1 0 0 .0 0 0  

5 0 ,0 0 0

70
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5 0 z<Dr*
3

4 0 0)
<3
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3 0
00CT

2 0

10

0

E x is t in g  R e s e r v o i r s  X Y Z

In th is example we have four fields ...
.. One producing 200,000 bopd and 

three others each producing 50,000 bopd but o f decreasing profitab ility
G a ffn e y . C lin e & A ss o c ia te s
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T h e  I m p a c t  O n  T h e  L o w e r  M a r g i n

F i e l d s  I s  M o r e  N o t i c e a b l e

40%

35%

30%

25%

20%

15%

10%

5%

0%

T ax  R a te  By F ie ld  W ith in  A C o m p a n y  - A s A ffe c te d  By P o rtfo lio  B l e n d i n g

E x is tin g
R e s e rv o ir s

27.3% 26.9%

A vg B le n d e d

The progressivity can be seen through the lower effective tax
rate on lower margin fields

G a ffn e y . C iin e & A s so c ia te s 30 October 2007
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T h e  I m p a c t  O n  T h e  L o w e r  M a r g i n

F i e l d s  I s  M o r e  N o t i c e a b l e

40%

35%

30%

25%

20%

15%

10%

5%

0%

T ax  R a te  By F ie ld  W ith in  A C o m p a n y  - A s A ffec ted  By P o r tfo lio  B le n d in g

28.4% 27.5%

E x istin g
R e s e rv o ir s

B le n d e d

The effective rate on some lower-margin fields may even be 
lower than the basic rate (22.5% in PPT)

This is manifested in the blended rate being lower than the
weighted average rate

G a ffn e y C lin e & A s s o c ia te s 30 October 2007



T h e  I m p a c t  O f  C a p i t a l

I n v e s t m e n t



C a s h  F l o w ,  N o t  P r o f i t

if

m

I s  b a s e d  o n  p r o f i t  p e r  b a r r e l

>  Not exactly, it is based on net cash flow per barrel after 
capital investment (for future production)

G a ffn e y . C lin e & A s s o c ia te s
30 October 2007
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R e m e m b e r  T h e s e  S l i d e s  ?
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Portfolio Profitability
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Transport and Quality

18
C o s ts

in

The portfo lio on the previous 
slides had a blended rate of 

26.9%, not 25.5% ....
T ax  R a te  S t r u c tu r e  

( In c o rp o ra t in g  P ro g re s s iv i ty )

Profit M arg in ($/Bbl)

G a ffn e y i C lin e .& A s s o c ia te s
30 October 2007



#

A s s u m e  t h a t  2 6 . 9 %  i s  t h e  r a t e  t h a t  w i l l  

b e  p a y a b l e  b e f o r e  f u r t h e r  c a p i t a l  

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

. . .  i n  t h i s  e x a m p l e  $ 8 0 0  m i l l i o n

G a ffn e y C lin e & A s s o c ia te s



•  •

C a p i t a l  S p e n d i n g  H a s  A n  I m p a c t  O n

R a t e ,  T o o  . . . .

T a x  R a te  By F ie ld  W ith in  A C o m p a n y  - A s  A ffe c te d  By P o rtfo lio  B le n d in g ,
C a p e x  A nd  T a x  C re d i t

45%

40%

35%

30%

25%

20%

15%

10%

5%

0%

28.4%  27.5%
25.0%

27.3%  26.9%

22.5%

E x is tin g  X 
R e s e rv o ir s

Avg B l e n d e d

This reduces the rate payable to 25.5%

How ?

G a ffn e y . C lin e & A s s o c ia te s 30 October 2007



$ 8 0 0  m i l l i o n  a m o u n t s  t o  $ 6 . 2 6  P e r  O j O l l I  

B a r r e l  B a s e d  O n  T h i s  P o r t f o l i o
______________________      ■■■■■ IIII—  IIIH II ■ H I H I 1 T B — — — — — — — — —

P o rtfo lio  P ro d u c tio n  R a te  a n d  N e t M arg in
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E x i s t i n g  R e s e r v o i r s

G a ffn e y . C lin e & A s s o c ia te s 30 October 2007
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T h e  $ 6 . 2 6  P e r  B a r r e l  C a p i t a l  I n c r e a s e s  I 0 O R  

“ C o s t s ”  A n d  L o w e r s  T h e  T a x  R a t e  f

Portfolio Profitability

-  50 00 
m

40

Tax Rate 
25.5%

P re -C a p e x  M arg in

L ifting
11

Tax Rate 
26.9%

Gaffney. C line & A ssoc ia tes       . _
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T h e r e  I s  A n o t h e r  W a y  T o  L o o k  A t  

T h i s ,  T h o u g h  . . . .

Tax R ate By Field W ithin A C om pany  - As A ffected By Portfolio B lending,
C apex  And Tax C red it

m

C apex

’>N

Existing X Y Z Avg B lended  C apex  P ost
R eservo irs  C apex

It is the  s a m e  a s  still pay ing the  b lended  rate o f  2 6 . 9%  on  the  port fo l io  p rodu c t ion  
( o r  hav ing an effect ive rate c f  2 8 .4%  on Exist ing R e se rv o i r s  .. d ow n  to  1 8 .9%  on  Field Z)

and A laska  paying* 3 8 .6%  o f  tha t  $ 8 0 0  million capita l
Th is  3 8 . 6%  is h ighe r  than the B lended  tax rate . . . and  is a func t ion  o f  the  c a p e x  per  

barrel and  the  overa ll por t fo l io  c o s t  and  marg in  s t ru c tu re

Gaffney Cline & Associates
from PPT only -  does not include State and Federal tax effect-

30 October 2007



■ •  $

L o o k  A t  T h e  T a x  S y s t e m  T h r o u g h  T h e  

A m o u n t  O f  T a x  P a y a b l e  . . .

Tax Allocable By Field Within Portfolio

2,500

2,000

A s  individual f ie lds , th is  po r t fo l io  w ou ld  pay  ju s t  o v e r  $ 2 ,0 3 2  million in PPT

_1 i * from PPT only -  does not include State and Federal tax effects
H Gaffney. Cline & Associates.

30 October 2007
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# #

P o r t f o l i o  E f f e c t s  L o w e r  T o t a l  T a x

Tax Allocable By Field Within Port' lio

Putting all f ie lds in o n e  p o r t fo l io  ( c om p an y )  low e rs  th is  to  $ 2 B n  ...
. . .  a s av in g  o f  $ 3 2  million

Gaffney, dline & Associates
30 October 2007
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t i l  A

(f DOR
T h e  B i g  W i n n e r  T h o u g h  I s  C a p e x  3 £ 0 <

V\

Tax Allocable By Field Within Portfolio

2,500

2,000

1,500

1,000

500

Blended InvestmentIndividual Field

In th is ex am p le  the  S ta te  p a y s  $ 3 0 9  million (3 8 .6% )  o f  the  cap ita l 
( the  p e r c en ta g e  will vary b a s e d  on  overa ll por t fo l io  net marg in  p e r  barrel)

T he  $ 3 0 9  million can  be  a l lo c a te d  a s  $ 2 1 5  million f rom  redu c in g  taxab le  in c om e  at 
2 6 .9%  and  $ 9 4  million f rom  lower ing the  rate f rom  2 6 .9%  to  2 5 . 5%

Gaffney, Cline & Associates
30 October 2007



B u t  W a i t ! T h a t  I s  N o t  A l l . . .

Tax Allocable By Field Within Portfolio

i

S '—
§
% ' s .  *

2,500

2,000

1,500

1,000

500

Individual Field Blended Investment

Inves tmen t C red its  T ake  a fu r ther  $ 1 6 0  million <20% o f  $ 8 0 0  million)
from  the tax payab le



A f t e r  I n v e s t m e n t  C r e d i t s  . . .

Tax R ate By Field W ithin A C om pany  - As Affected By Portfolio B lending,
C ap ex  And Tax C redit
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40%

35%

30%

25%
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15%

10%

5%

0%

38.6%

28.4% 27.5%

&

25.0%
27.3% 26.9%

J f_

Existing X 
R eserv o irs

22.5%

Avg B lended C apex

25.5%
23.0%

P o st P ost Tax 
C apex  Cr

. . . t h e  e ffec tive  tax rate Is low ered further to 23%*

* In this example



P P T  I s  R e a l l y  A  T a x  O n  N e t  C a s h  

F l o w  P e r  B a r r e l

90

80

70

60
O p e r a t i n g  M a r g i n  

P e r  B a r r e l  e  50

. . .  or ,  a  tax  o n  n e t  r e v e n u e s  t h a t  a r e  n o t  r e i n v e s t e d  ...

$58
5 N e t  C a s h  F l o w** 40

P e r  B a r r e l  
so I (after
20 r e i n v e s tm e n t )

$52

T a x  R a t e  
25.5%

affney, Cline & Associates
30 October 2007



H o u s e  O i l  &  G a s  C o m m i t t e e

G r o s s  P r o g r e s s i v i t y  A m e n d m e n t

Gaffney. Cline & Associates



P r o g r e s s i v i t y
DORi f

V '
I' ^ ̂  *V .

 T 'f ty - g #  \ \

P P T

>  T a x  r a t e  i n c r e a s e s  0 . 2 5 %  f o r  e v e r y  d o l l a r  t h a t  n e t  c a s h  

f l o w  p e r  b a r r e l  e x c e e d s  $ 4 0

• H o u s e  O & G  A m e n d m e n t

>  M a i n t a i n s  t h e  P P T  b a s i c  r a t e  o f  2 2 . 5 %

>  A d d s  a  t a x  o f  0 . 2 2 5 %  f o r  e v e r y  d o l l a r  t h a t  t h e  g r o s s  v a l u e  

a t  t h e  p o i n t  o f  p r o d u c t i o n  e x c e e d s  $ 5 0

>  A p p l i e d  t o  t h e  g r o s s  v a l u e  a t  t h e  p o i n t  o f  p r o d u c t i o n

Gaffney. Cline & Associates
30 October 2007



P P T  P r o g r e s s i v i t y Odd-o^'

Tax R ate By Field W ithin A C om pany  - As Affected By Portfolio B lending

Existing
R eservo irs

B lended

T h e  p r o g r e s s i v i t y  c a n  b e  s e e n  t h r o u g h  t h e  l o w e r  e f f e c t i v e  tax 
rate  o n  l o w e r  m a r g in  f i e ld s

Gaffney,'Cline & Associates 30 October 2007



•  •

H o u s e  O i l  &  G a s  P r o g r e s s i v i t y

T ax R ate  By F ield  W ithin A C o m p an y  - As A ffected  By Portfo lio  B lend ing

40%

35%

30%

25%

20%

15%

10 %

5%

0%

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

Existing X Y Z Avg B len d ed

R ese rv o irs

(jaffney. Cline & Associates' 30 October 2007



P P T  P r o g r e s s i v i t y

Tax Allocable By F d Within Portfolio

2.500 

2,000

1.500 

1,000

500 

0
Individual Field Blended Investment After Capex After Tax Credit

U n d e r  P P T  p r o g r e s s i v i t y  t h i s  p o r t f o l i o  w o u l d  p a y  $1 ,532 m i l l i o n
a t  $80  A N S  W e s t  C o a s t ......

$2 B n  b e f o r e  t h e  c a p i t a l  i n v e s t m e n t



BOR
H o u s e  O i l  &  G a s  P r o g r e s s i v i t y

i !

W

Tax Allocable By Field Within Portfolio

2.500 

2,000

1.500 

1,000

500 

0
Individual Field Blended Investment After Capex After Tax Credit

A A
F |  * | y j f 222
■ BB1B W S E iM m
■ 1  
I  1

2,067 1,887 1.727

U n d e r  H o u s e  O & G  p r o g r e s s i v i t y  t h i s  p o r t f o l i o  w o u l d  p a y  $1 ,727 m i l l i o n  
- o n l y  $67 m i l l i o n  b e f o r e  t h e  c a p i t a l  i n v e s t m e n t  

T h e  n e t  c o s t  o f  t h e  i n v e s t m e n t  r i s e s  f r om  $331 m i l l i o n  t o  $460 m i l l io n *

Gaffney Cline & Associates
Before State and Federal tax impacts

30 October 2007



C o n c l u s i o n s

* A  n e t  t a x  o n  t h e  m a r g i n  i s  a  t a x  o n  t h e  r e t a i n e d  c a s h  

f l o w  a n d  n o t  j u s t  a  t a x  o n  s i m p l e  p r o f i t a b i l i t y

* C o r p o r a t e  r i n g  f e n c e  f o r  p r o d u c t i o n  t a x  a l l o w s  t h e  

e f f e c t i v e  r a t e  t o  v a r y  b e t w e e n  m o r e ,  a n d  l e s s ,  

p r o f i t a b l e  f i e l d s

* M o r e  a g g r e s s i v e  n e t  p r o g r e s s i v i t y  p r o v i d e s  a  

g r e a t e r  d i f f e r e n t i a t i o n  o n  t h e  e f f e c t i v e  r a t e  t h a n  

s i m p l e  g r o s s  p r o g r e s s i v i t y

>  L e s s / l o w e r  t a x e s  a t  l o w  m a r g i n s

>  M o r e / h i g h e r  t a x e s  a t  h i g h  m a r g i n s

Gaffney " Cline & Associates
30 October 2007



P r o g r e s s i v i t y

• P r o g r e s s i v i t y ,  b a s e d  o n  “ n e t ” , a s  m a n i f e s t e d  in  t h e  

P P T / A C E S  s t r u c t u r e  i s  m o r e  r e s p o n s i v e  t o  

i n d i v i d u a l  f i e l d  p r o f i t a b i l i t y  t h a n  t h a t  in  a  “ g r o s s ” 

s t r u c t u r e

• G r e a t e r  p r o g r e s s i v i t y  ( r a i s i n g  t h e  m a x i m u m  r a t e  a n d  

I o r  s l o p e )  c a n  a c h i e v e  e v e n  g r e a t e r  d i f f e r e n t i a t i o n

>  M o r e  t a x  o n  l e g a c y  i n v e s t m e n t s  b e n e f i t s  f r o m  c u r r e n t  

h i g h e r  p r i c e s  -  t h a t  w i l l  d r o p  b a c k  i f  p r i c e s  d r o p  b a c k

>  L o w e r  t a x  r a t e s  o n  h i g h e r  c o s t  /  l o w e r  m a r g i n  n e w  

i n v e s t m e n t s

Gaffney Cline & Associate
30 October 2007

# 1

m i



A g g r e s s i v e  P r o g r e s s i v i t y m
M a x im u m  R a t e

E x i s t i n g

B a s e
R a t e

N e w  I n v e s t m e n t  
H i g h  C o s t  F i e l d s  

G a s

Margin
Gaffney. Cline & Associates

30 October 2007
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2 5 - G H 0 0 1 4 / L  P a g e  1 3  l i n e s  1 5 - 2 1

o f  t h e  

m u l t i p l i e d

T h e  t a x  i s  e q u a l  t o  

[ . 2 2 5  p e r c e n t ]

[ m o n t h l y  g r o s s  v a l u e  a t  

t h e  p o i n t  o f  p r o d u c t i o n  o f  

t h e  t a x a b l e  o i l  a n d  g a s ]  

y  [ t h e  n u m b e r  t h a t  r e p r e s e n t s  t h e  d i f f e r e n c e

[ ( 1 )  t h e  q u o t i e n t  o f  t h e  

t o t a l  m o n t h l y  g r o s s  

v a l u e  a t  t h e  p o i n t  o f  

p r o d u c t i o n  o f  t h e  

t a x a b l e  o i l  a n d  g a s  

p r o d u c e d  b y  t h e  

p r o d u c e r  i n  B T U  

e q u i v a l e n t  b a r r e l s ]  $ 8 0 . 0 0

[ a n d  ( 2 )  $ 5 0 ] ]  $ 5 0 . 0 0  _____________

I $ 3 0

10/30/2007 D a n  E. Dickinson House Resources 2



2 5 - G H 0 0 1 4 / L  P a g e  1 3  l i n e s  1 5 - 2 1

T h e  t a x  i s  e q u a l  t o

[ t h e  n u m b e r  t h a t  r e p r e s e n t s  t h e  d i f f e r e n c e  b e t w e e n

[ ( 1 ) t h e  q u o t i e n t  o f  t h e

t o t a l  m o n t h l y  g r o s s

v a l u e  a t  t h e  p o i n t  o f

p r o d u c t i o n  o f  t h e

t a x a b l e  o il a n d  g a s

p r o d u c e d  b y  t h e

p r o d u c e r  in  B T U

e q u i v a l e n t  b a r r e l s ]  $  8 0 . 0 0

[ a n d  ( 2 )  $ 5 0 ] ]  $ 5 0 . 0 0 ______________

m u l t i p l i e d  b y  [ . 2 2 5  ^ e r c e n t ]

$ 3 0

0 . 0 0 2 2 5

6 . 7 5 %

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

t h e  p o i n t  o f  p r o d u c t i o n  o f  

t h e  t a x a b l e  o il a n d  g a s ] 1 9 , 5 2 0

1 , 3 1 7 . 6 0
10/30/2007 D a n  E. Dickinson H o u s e  Resources 3



P r o g r e s s i v i t y  T a x e s

P P T A C E S H O & G
B A S E

T a x a b l e  b b l s 2 4 4 2 4 4 2 4 4

A N S  M a r k e t 8 7 . 0 0 8 7 . 0 0 8 7 . 0 0
T r a n s 7 . 0 0 7 . 0 0 7 . 0 0
G V P P 8 0 . 0 0 8 0 . 0 0 8 0 . 0 0
L i f t i n g 2 0 . 0 0 2 0 . 0 0 -
P T V 6 0 . 0 0 6 0 . 0 0  G V P P : 8 0 . 0 0
b b l s  t i m e  $ / b b l 1 4 , 6 4 0 1 4 , 6 4 0 1 9 , 5 2 0

B a s e 1 4 , 6 4 0 1 4 , 6 4 0 1 9 , 5 2 0

R A  T E  ( f a c t o r / d o l l a r * d o l l a r s  o v e r  s t a r t i r . o  p o i n t )

S t a r t i n g  p l a c e 4 0 . 0 0 3 0 . 0 0 5 0 . 0 0
P r i c e  i n d e x 2 0 . 0 0 3 0 . 0 0 3 0 . 0 0
F a c t o r / d o l l a r 0 . 2 5 0 0 % 0 . 2 0 0 0 % 0 . 2 2 5 0 %
P r o g  F a c t r r 5 . 0 0 % 6 . 0 0 % 6 . 7 5 %

T a x  =  R a t e  *  B a s e

T a x 7 3 2 . 0 0 8 7 8 . 4 0 1 , 3 1 7 . 6 0
10/30/2007 Dan E. Dickinson House Resources 4



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

( g )  t h e  t a x  l e v i e d  u n d e r  t h i s  s u b s e c t i o n  i s  e q u a l  t c  . . .

[ . 2 5  p e r c e n t ]

o f  t h e  [ m o n t h l y  p r o d u c t i o n  t a x  v a l u e  o f  t h e  t a x a b l e  o i l  a n d  g a s  . . . ]

m u l t i p l i e d  b y  t h e  [ t h e  p r i c e  i n d e x  d e t e r m i n e d  u n d e r  ( h )  o f  t h i s  s e c t i o n . ]

[ F o r  p u r p o s e s  o f  ( g )  o f  t h i s  s e c t i o n ,  t h e  p r i c e  i n d e x  f o r  a

( h )  m o n t h  i s  c a l c u l a t e d  b y  s u b t r a c t i n g  

[ 4 0 ]

f r o m  [ t h e  n u m b e r  t h a t  i s  e q u a l  t o  t h e  q u o t i e n t  o f  t h e  t o t a l  m o n t h l y

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

t h e  p r o d u c e r  d u r i n g  t h a t  m o n t h . . . d i v i d e d  b y  t h e  t o t a l  a m o u n t  

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

t h a t  m o n t h ,  in  B T U  e q u i v a l e n t  b a r r e l s ] ]

10/30/2007 Dan t. Dickinson House Resources 5
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P r o g r e s s i v i t y  S t u d i e s  1 0 / 2 8 / 0 7  ( $ 7  

d o w n s t r e a m  c o s t s ,  $ 2 0  u p s t r e a m )

1 0 , 0 0 0

8 , 0 0 0

6 , 0 0 0

4 . 0 0 0

2 . 0 0 0
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ALASKA STATE LEGISLATURE

Official Business

H ouse  Special  Co m m ittee  o n  O il a n d  G as
Representative Kurt Olson, Chair 
State Capitol, Room 40S 
Juneau, AK 99801-1182 
Phone 907-465-2693 Fax 907-465-3835

Representative Ralph Samuels 
Representative Nancy Dahlstrom 
Representative Scott Kawasaki

Representative Jay Ramras 
Representative Mark Neuman 
Representative Mike Doogan

Sectional (or HB2001(Q& G)\K

Section 1. A m ends AS 38.05.035(a) by adding a new  paragraph  that requires the director of 

the D ivisior of Lands to furnish inform ation to the D epartm ent of Revenue for the purpose 

of forecasting state revenue and the adm inistration of AS 43.55 (oil and gas production tax 

and surcharges). The inform ation to be shared includes confidential inform ation relating to 

sale, lease, or o ther disposal of land; geological, geophysical and engineering data; financial 

inform ation; and  o ther inform ation held by the director. Requires the D epartm ent of 

Revenue to m aintain the sam e confidentiality of the inform ation received under the 

paragraph  as is required of the director of the Division of Lands with regard to that 

inform ation.

Section 2. Am ends AS 38.05.036(b) by changing a cross-reference to a paragraph  in 

AS 38.05.035(a); the change is required because the am endm ent of AS 38.05.035(a) in Section 1 

renum bered some paragraphs in the subsection and added  a new paragraph

Section 3. Am ends AS 38.05.036(f) by changing a cross-reference to a paragraph  in 

AS 38.05.035(a); the change is required because of the am endm ent of AS 35.05.35(a) in sec. 1 

renum bered some paragraphs in the subsection and added a new  paragraph.

Section 4. Am ends AS 38.05.036(g) by changing a cross-reference to a paragraph  in 

AS 38.05.035(a); the change is required because of the am endm ent of AS 35.05.35(a) in sec. 1 

renum bered some paragraphs in the subsection nnd added a new  paragraph.

Section 5. Am ends AS 38.05.123(f) by changing a cross-reference to a paragraph  in

Committee Staff: Konrad Jackson (907) 465-4530 phone (907) 465-3835 fax



AS 38.05.035(a); the change is required because of the am endm ent of AS 35.05.35(a) in sec. 1 

renum bered som e paragraphs in the subsection and added  a new  paragraph.

Section 6. Am ends AS 38.05.133(e) by changing a cross-reference to a paragraph  in 

AS 38.05.035(a); the change is required because of the am endm ent of AS 35.05.35(a) in sec. 1 

renum bered some paragraphs in the subsection and added  a new paragraph.

Section 7. Am ends AS 38.05.180(j)(6)(B) by changing a cross-reference to a paragraph in 

AS 38.05.035(a); the change is required because of the am endm ent of AS 35.05.35(a) in sec. 1 

renum bered some paragraphs in the subsection and added a new paragraph.

Section 8. Am ends AS 38.05.275(c) by changing a cross-reference to a paragraph  in 

AS 38.05.035(a); the change is required because of the am endm ent of AS 35.05.35(a) in sec. 1 

renum bered some paragraphs in the subsection and added a new paragraph.

Section 9. A dds a new  paragraph  (42) to AS 39.25.110 that m akes oil and gas production tax 

auditors and their im m ediate supervisors in D epartm ent of Revenue and oil and gas royalty 

auditors, including net p-ofits share auditors, and  their im m ediate supervisors in 

D epartm ent of N atural Resource exempt employees.

Section 10. Am ends 41.09.010(d) by changing a cross-reference to a paragraph in 

AS 38.05.035(a); the change is required because of the am endm ent of AS 35.05.035(a) in sec. 1 

renum bered some paragraphs in the subsection and added a new paragraph.

Section 11. Am ends AS 43.05.230(a) to include AS 43.55.890 (added by sec 33 of the bill), that 

provides disclosure of tax inform ation, as an exception to the prohibition against divulging 

the am ount of income or the particulars set out or disclosed in a report or return m ade under 

AS 43.

Section 12. A m ends AS 43.05.230(h) by adding tax returns, reports, and docum ents filed

under AS 43.55, and the D epartm ent of Revenue's determ inations and work papers under 
HB 2001 O&G CS \K  Sectional 10.28.07 
2 of 7



AS 43.55 and  AS 43.65 to the inform ation that the D epartm ent of Revenue is required to 

furnish to the D epartm ent of N atural Revenue.

Section 13. A m ends AS 43.55.260 (a) to include AS 43.55.075 (added by sec. 27 of the bill) as 

an exception to the general three-year statute of lim itations on assessment. Details are 

discussed in s. c. 27.

Section 14. A m ends AS 43.55.011(j) (relating to Cook Inlet gas) to add  AS 43.55.011(o) to 

delete reference to AS 43.55.011(g), under sec. 42 of the bill, this section takes effect January 1, 

200°*.

Section 15. A m ends AS 43.55.01 l(k) (relating to Cook Inlet oil) to add AS 43.55.01 l(o) to 

delete reference to AS 43.55.011(g), under sec. 42 of the bill, this section takes effect January 1, 

2008.

Section 16. A m ends AS 43.55.01 l(m ) by adding reference to AS 43.55.01 l(o) and makes 

technical changes.

Section 17. A dds new  sections to AS 43.55.011

(o) A m ends AS 43.55.011 by adding  a new subsection (o) that adds a gross elem ent to the 

progressivity tax, which is triggered when oil reaches $50 a barrel at the rate of .225% of the 

gross value at the point of production calculated monthly.

(p) Prior to 2022 (p) provid ing  that gas produced outside of Cook Inlet, after December 31, 

2007, and south  of 68 degrees N orth Latitude, be taxed at the similarly to the Cook Inlet 

Basin.

Section 18. Am ends AS 43.55.020(a) by changing a cross-reference to a paragraph in 

AS 45.55.011; required  by the addition of AS 45.55.01 l(o) in sec. 17. Deletes reference to 

subsection AS 43.55.011(g).

Section 19. A m ends AS 43.55.020(d) by changing a cross-reference to a paragraph in 
HB 2001 O&G CS \K  Sectional 10.28.07 
3 of 7



AS 45.55.011; the change is required because o f the addition of AS 45.55.01 l(o ) in sec. 17.

Section 20. A m ends AS 43.55.020(g) Clarifies the period during  which interest accrues u r ler 

26 U.S.C. 6621 on the underpaym ent of an installm ent.

Section 21. A m ends AS 43.55.020(h) Clarifies the period during  which the interest accrues 

under 26 U.S.C. 6621 on the overpaym ent of an installment.

Section 22. A m ends AS 43.55.023(d). A pplying current statu tory  language to the use of tax 

credits for losses and expenditures and m akes conform ing am endm ents to AS 43.55.030(a) or 

(e).

Section 23. Am ends AS 43.55.023(i) by reducing the TIE credits to expenditures incurred 

after M arch 31, 2003 (previously 2001).

Section 24. Am ends AS 43.55.030(a) to m ake the statem ent filing requirem ent apply to all 

producers rather than only those producers with a tax liability. A dds additional inform ation 

requirem ents to those already in current law. U nder sec. 39 of the bill, this section app lir to 

statem ents and reports required to be filed after December 31, 2007. U nder sec. 42 of the bill, 

this section takes effect January 1, 2008.

Section 25. Am ends AS 43.55.030 by adding  subsections (e) and (f). Requires explorers or 

producers to file an annual statem ent on expenditures (or adjustm ents) even if no oil or gas is 

produced during the year. M akes clear that the D epartm ent may also require m onthly 

reports from producers, explorers, and operators.

Section 2b. Am ends AS 43.55.040 by adding paragraph (5) that authorizes the D epartm ent of 

Revenue to require a producer, explorer, or operator to file reports and  records that the 

departm ent considers necessary to forecast state revenue under AS 43.55.

HB 2001 O&G CS \K  Sectional 10.28.07
4 of 7



Section 27. A dds a new  section AS 43.55.075. This section recognizes that historically most 

production tax audits take longer than 3 years. The proposal requires the amount of tax imposed by 

this chapter to be as:- 'd within 6 years after the latest return is filed. The section also details 

various filing time period obligations.

Section 28. A dds new  subsections to AS 43.55.110

(e) A llows the departm ent to require that returns, statem ents, reports, notifications, and 

applications be filed electronically in a form required by the departm ent.

(0 Allows the departm ent to require electronic paym ents.

(g) A llows the departm ent to issue advisory bulletins.

Section 29. A m ends 43.55.160(a) m akes conform ing am endm ents.

Section 30. A m ends AS 43.55.165(a) Conform ing statutory language to reflect prohibited 

lease expenditures under AS 43.55.165(e).

Section 31. A m ends AS 43.55.165(e) (relating to excluded lease expenditures) by deleting 

language in AS 43.55.165(e)(15) that relates to dism antlem ent, removal, surrender, or 

abandonm ent costs attributable to production before April 1, 2006, and adding additional 

categories of excluded costs. AS 43.55.165(e)(6) is am ended to exclude costs that arise from a 

violation of law  or the failure to comply with an obligation under the lease, perm it, or license 

issued by the state o r federal governm ent.

AS 43.55.lo5(e)(19) is added to exclude costs for repair, replacem ent^or deferred maintenance 

undertaken  in response to aiV im s^e< ^ i/iec (ii^ rru p tio n (^ re^u c tm n  in the rate of production 

or undertaken  in response to an unperm itted release of gas or other hazardous substances. 

(AS 43.55.165(e)(19) appears to address concerns similar to those addressed in HB 128 and 

SB 80, bu t uses different criteria than those in the existing legislation for determ ining 

excluded costs.) AS 43.55.165(e)(20) is added to exclude costs related to a refinery or crude 

oil topp ing  plant, but allows the value of certain products produced from such a facility to be 

lease expenditures. U nder sec. 39 of the bill, this section applies to oil and gas produced after 

March 31, 2006. U nder sec.41 of the bill, this section is retroactive to April 1, 2006.
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Section 32. A m ends AS 43.55.170(a) by delineating an exception relating to the subtraction of 

a paym ent or credit in calculating billable or billed costs. U nder sec 39 of the bill, this section 

applies to oil and gas produced after March 31, 2006. U nder sec.41 of the bill, this section is 

retroactive to April 1, 2006.

Section 33. Adds a new section to AS 43.55 -  AS 43.55.890. The new section provides for the 

publication of inform ation, if aggregated am ong three or more producers or explorers, that 

includes the am ount of oil or gas production, the am ount of taxes levied and paid under 

AS 43.55, and other inform ation related to credits, expenditures, and the value of oil and gas 

produced.

Section 34. AS 43.55.900 Definitions.

A dds definitions for producer, and unit.

Section 35. Repeals AS 43.55.165(c) and 43.55.165(d)

Section 36. Repeals AS 43.55.011(g), AS 43.55.011(h), AS 43.55. 011(1) and AS 43.55.160(c).

Section 37 APPLICABILITY Makes identified bill sections applicable to oil and gas 

produced after March 31, 2006, and before December 31, 2007, to expenditures incurred after 

December 31, 2007, to tax credit certificates that have not been refunded, and statem ent and 

reports required to be filed after December 31, 2007.

Section 38. Provides for the assignm ent of current oil and gas auditors in the departm ent of 

Revenue and the D epartm ent of Natural Resources and their im m ediate supervisors to the 

exem pt service, but allows those individuals hired before the effective date of sec. 9 of the bill 

(adding these position classifications to the exem pt service) to choose to continue in the 

classified service.
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Section 39. Allows regulations adopted  by the D epartm ent of Revenue and  the D epartm ent 

of N atural Resources to be retroactively applied to April 1, 2006.

Section 40. Transitional language. Permits the D epartm ent of N atural Resources and the 

D epartm ent of Revenue to adop t regulations under the A dm inistrative Procedure Act 

tc im plem ent the Act but provides that adopted regulations m ay not take effect before the 

effective date of the law being im plem ented.

Section 41. Provides for the retroactivity of certain provisions of the Act to April 1, 2006. 

Section 42. Makes certain provisions in the Act effective January 1, 2008.

Section 43. Accept as provided in sec. 42, makes the Act take effect im m ediately.
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