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F a i r  R e v e n u e  t o  t h e  S t a t e  ( H i g h e r )

S h a r e  u p s i d e  b e n e f i t  a n d  d o w n s i d e  r i s k

A t t r a c t i v e  I n v e s t m e n t  C l i m a t e  -  n e w  e x p l o r a t i o n  a n d  

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

T r a n s p a r e n c y  -  r e d u c e  t h e  r i s k  t o  t h e  s t a t e  

C l e a r  t o  b o t h  s t a t e  a n d  t a x p a y e r



Proposed Measures

Fair?
(HIGHER)
Revenue

Attractive
Investment

Climate
Clear and j 

Transparent

Tax Rate of 25% vs. 22.5% V 7 X
NA

Progressivity V 7 X X

Capital Credits Neutral Neutral Neutral

Eliminates TIE Credits V 7 X NA

Takes away JIB use as basis for 
deductible costs

?m X X

DR&R Non Deductible ?m NA NA

Retroactivity
X X X

Excludes ULSD Plant ?■ X X



Proposed Measures

Fair?
(HIGHER)
Revenue

Attractive
Investment

Climate
Clear and 

Transparent

Expenditures "allowed by DOR 
through regulation

?■ X X

Costs must be physically on 
lease X X

Transportation deductions 
limited to those ruled by RCA X X

$1000 per day penalty to 
provide information

?m Neutral ?■

6 year statute of limitations for 
Audits

7■ X V

Significant Penalty Provisions 7■ X ?■

Publication of aggregated tax 
information for 3 or more 
taxpayers

NA ?■ 7U
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Heavy Oil Benefits for Alaska

Multi-billion spend in the market

v 50 years of production

2+ Billion new barrels of oil

v Many new jobs

Alaska becomes recognized 
among industry leader in “Arctic 
Heavy Oil”

Huge ripple effect on the Alaska 
economy

Economic 
prize is big 

enough to try 
to unlock HO.

o

ACES

Economic prize 
is more marginal 

-  may not be 
adequate to 

balance the risk.

Unfavorable
[«£** ** ._relationship 
ggetween risk 

and reward
•v. :
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We are here

EH Light Oil □  Vinous □ Heavy ■ Gas
S t r a t e g y

• FOCUS on the known Resource Base
- Manage decline for Light Oil
- Unlock Heavy Oil

• ACCELERATE RENEW AL of facilities, 
infrastructure and people

• BRIDGE to Gas

E n a b l i n g  T h e m e s _____________

• Fiscal stability

• Facility & Infrastructure Renewal

• Organizational Renewal

• Technology Pull-through

• Reserves Progression

• Government & Regulatory Relationships
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D e v e l o p m e n t  O p t i o n s
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T e c h n o l o g y  

U p f r o n t  C a p i t a l

C a s h

a v a i l a b l e  t o  

f u n d  i t  a l l

P o s t - T a x  E c o n o m i c s

L o n g - T e r m  F i n a n c i a l  

F r a m e w o r k

P r o d u c t i o n
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C o n o c o P h i l l i p s

Kevin J. Mitchell
Vice President Finance and Administration

ConocoPhillips Alaska Inc

ATO-2170

P.O. Box 100360

Anchorage AK 90510-0360 
Phone(907)265-6517 
Fax (907) 263-4438

N o v em b e r  9, 2007

Hono rab le  Bert K .  S teadman 
State C a p ito l  
Juneau, A laska  99801

Re: C S  F O R  S E N A T E  B IL L  N O .  2001 (JUD) 25-GS0014\L

C o n o c o P h i l l i p s  A laska  In c  w o u ld  l ik e  to thank you  and the Senate F in a n ce  C om m it te e  for the 
opportun ity  to w e  had to part ic ipate in  the Producer Pane l D is cuss io n  C om m it te e  on  N o vem b e r  
8. 2007. W e  respec tfu l ly  w is h  to subm it  some add it iona l w r itten com m en ts  w h ic h  express in 
more deta il ou r  concerns  w it h  the le g is la t io n  b e in g  cons idered by  the C om m it te e .  T hose  are in 
the attachment to this letter. W e  are a v a i la b le  upon  request to meet w ith  y o u  or other m embers  o f  
the Senate F in a n c e  C om m it te e  to further d iscuss our concerns.

S in ce re ly , ¥ *

K e v in  J. M i t c h e l l
V ic e  Pres ident F in a n c e  and A dm in is t ra t io n  
C o n o c o P h i l l i p s  A laska  Inc.

W/ Attachments



4 ConocoPhillips Alaska Inc.
Comments Regarding CS FOR SEN A TE  B IL L  NO. 200UJUD) 25-GS0014\L

Trans it iona l Investment Expend itures (TIE)

• A n  in c e n t iv e  to co n t in u e  inves tm en t in  A laska
o  Producer has to spend tw ice  the cap ita l spent o v e r  the last f iv e  years to get the 

cred it
• Use or Lose

o  P P T  sunset c lause erases a l l  T I E  cred it r em a in in g  in  2013
• Soften the im pac t  o f  tax changes

Data Shar ing  DOR/DNR

P ro v id in g  D N R  w it h  in fo rm a t io n  about u n d r i l le d  prospects or n ew  d iscover ies  to w h ic h  D N R  
o therw ise  has no r ight to data (remember the purpose: “ forecast state revenues”) on non-state 
lands co u ld  a l lo w  D N R  to increase roya lt ies or change s t ipu la t ions  on  offset state lands at the 
next lease sale or un it/POD approva l and gene ra l ly  puts D N R  in  a more com pe t i t iv e  pos it ion  
than the federa l la n d ow n e r  o r  the pr iva te la ndow ne r  (A SR C ) . T h is  p ro v is io n  co u ld  extend to 
in fo rm a t io n  o n  O C S  prospects/discoveries ( i f  they straddle fed/state waters), where federal law  
proh ib its  “state tax laws ’ f rom  a p p ly in g  (there is no  tax im posed  by  th is law . o n ly  an in fo rm a t ion  
requ irement) .

E x p lo r a t io n  C r e d i t s

• AS43.55.025(c) (2) (C) “after com p le t io n  or abandonm en t o f  the exp lo ra t ion  w e l l ,  the 
commissioner o f natura l resources must determ ine that the v ell adequately 
achieved the exp lorer’s stated geological objective.”

• “Geolog ica l objective” refers to (a) d is co ve r in g  o i l  or gas, and (b) in  a trap that is 
d is t in c t ly  separate from  any trap that has been tested by a p reex is t ing  w e l l .

• As writ ten , i f  a w e l l  is d r i l le d  for o i l  but d iscovers gas, a cred it a p p l ic a t io n  co u ld  be 
den ied .

• l'he D N R  com m iss io ne r 's  f in d in g  (w h ich  co u ld  be negat ive) co u ld  c om e  after all data 
has been p rov id ed  unde r  proposed A S  43.55.025(1), w h ic h  must then be released to the 
p u b l ic  after two years.

• T h e  tax cred it a p p l ic a t io n  co u ld  be re jected after the data has been p rov id ed  and released 
to the p u b l ic ,  e sp e c ia l ly  i f  the statute o f  l im ita t io n s  for aud its is six years.

• The com m is s io ne r 's  d e c is io n  co u ld  re ly upon co n f id en t ia l data from other parties that the 
tax cred it app l ican t w o u ld  not be a l low ed  to see.

• T h is  t im in g  issue regard ing potent ia l den ia l versus data d isc losure is part icu lar ly 
t roub l in g  i f  the w e l l  is o n  lands where extended co n f id en t ia l i t y  w o u ld  otherw ise app ly . 
A l l  s e ism ic  data cu rren t ly  subm itted to D N R  Inn  not w it h in  an exp lo ra t io n  lax credit 
a p p l ic a t io n  is he ld  co n f id en t ia l un t i l re leased by the exp lorer .

. AS 43.55.025(f)(2)(Ii)(ii):
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ConocoPliillip.s Alaska Inc.
Comments Regarding CS FOR SEN A TE  B IL L  NO. 200HJUD) 25-GSQQ14\L

a substant ia l port ion o f  the type o f  data appears to dup l ic a te  data a lready prov ided  
to A O G C C

, . fo r  each whole core collected, a lengthwise cut slab tha* is at least 1/3  o f  th e w hole 
co re v o lu m e

- A O G C C  a lready rece ives a o ne  c u b ic  in ch  p lu g  from  each foot o f  core
- T h e  rem a in in g  core m ay  not be usable/suff ic ient for standard analyses/procedures

. . .  r e p re s e n ta t iv e  sam p le s , as sp e c if ie d  b y  the D e p a r tm e n t  o f  N a t u r a l  R esou rces , o f
other gaseous, l iq u id ,  or so l id  mater ia l co l lec ted  from d r i l l in g  or testing the w e l l  

* - A O G C C  current ly  rece ives cutt ings at 30 foot in terva ls 
sp l it t ing  some samp les (i.e., m ud  gas, s id ew a l l  cores) is no t pract ica l and 
com prom is es  analyses
dup l ic a te  sam p l in g  is m ore  expens ive , burdensome, and m ay  increase risk in  an 
open  w e l lb o re

Lease E x p e n d i t u r e s  

I n c u r r e d  in  th e  state
• T h is  is a d is in c e n t iv e  to inves tm ent, not a l l items purchased for use o n  the North 

S lo pe  o r  C o o k  In le t can be procured in  the state.
• W e  b e l ie v e  the p rev ious  language that requires the costs to be upstream o f  the po int 

o f  p roduc t ion , to exp lo re  for, d e ve lo p  or produce o i l  and gas w it h in  the producer’s 
leases or propert ies in  the state shou ld  be adequate assurance that the stale rece ives 
the benefit .

D e f in i t io n  o f l c a s c  e x p e n d i tu re s
• Current , o rd ina ry  and necessary approach shou ld  be m a in ta ined .
• 'fhe statute shou ld  d e f in e  the base that the department S H A L L  c o n s id e r  ra t h e r  I l ia n  

m a y  c o n s id e r  is appropr iate in  d e te rm in in g  what lease expend itu res are.

U n s c h e d u le d  in t e r r u p t io n  - Tax p o l ic y  - What is this intended to accomp l ish?  
o  D r iv e r  was Prudhoe O i l  Trans it L in e  fa ilure
o  T o o  ear ly  to im p lem en t  as this p ro v is io n  may cause m ore  harm than good 
o  Language needs to be rev iew ed  ca re fu l ly  to ensure there are no un in tended 

consequences , such as:
■ Redundancy  may be bu i lt  in to systems
■ I l ig h  cap ita l cost thresho ld w i l l  change investment entrance po in t
■ Lncourages in e f f ic ie n c ie s

o  State and Industry is a l ig ned  in m a in ta in in g  p roduct ion  e c o n om ic a l ly  
o  D e f in i t io n  is vague and w i l l  be d if f ic u lt  to adm in is te r

11LSD U y d r o t r c a t c r
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T o p p in g  Plants were bu i l t  lo r  the benef it o f  lease operat ions 
U L S D  hydrotreater is an upgrade to the ex is t in g  K upa ruk  l o p p in g  Plant to reduce 
the le v e l  o f  su lphur in the d iese l
U L S D  p la n t  is s ized for the demand and benef it  o f  North S lope product ion and 
exp lo ra t io n  operat ions
N o t  p la n n ed  for purpose o f  export ing  o f f  the s lope and enter ing the U L S D  sales 
market
N o rth  S lo p e  U L S D  p lan t w i l l  m it iga te  potent ia l e n v ironm en ta l risk and lease 
ope ra t io n  in terrupt ion risk

D is m a n t le m e n t

• This p ro v is io n  e l im ina te s  the pro rata deduc t io n  for d ism an t lem en t
• D ism an t lem en t  shou ld  be a l low ed  as it is a leg it im a te  lease expend itu re
• D ed u c t io n  is a l low ed  under current net prof it share lease regu lat ions

ConocoPhillips Alaska Inc.
Comments Regarding CS FOR SEN A TE  B IL L  NO. 200UJIJD ) 2S-GS()014\L

A d v is o r y  B u l le t in s

• The concep t o f  adv isory  bu l le t in s  is po ten t ia l ly  in  c o n l l i c t  w ith  the A dm in is t ra t iv e  
Procedures A ct .

• A d v is o ry  b u l le t in s  as proposed cannot be re lied upon , therefore, producers are at risk 
w hen  r e ly in g  upo n  those bu l le t in s  o f  pay ing  add it iona l taxes and interest

• T o  assist taxpayers, an advance  ru l in g  process w o u ld  be m ore usefu l
• Taxpaye rs  shou ld  not be subject to pena lt ies w hen  re ly ing  o n  adv iso ry  bu lle t ins .

Cost o f T ransporta t ion

• Language  ("just &. reasonable") d irects D O R  to accept o n ly  those tariffs that have been 
fu l ly  l it iga ted  at the R C A  or 1*1*R C

• A p p l ie s  to a l l  producers w ithout regard to actua l tariffs pa id

S ta tu te  o f  L im i t a t i o n s

• It's in  the best interest o f  the state and the taxpayers to have  audits comp le ted  in a t imely 
m anne r

• Exp lora t ion  d a ta  may have been prov ided  a n d  re leased b e fo re  a u d it  is c om p le te
• A m en d ed  returns due to dec is ions  by  regu latory agency , court. IR S  or other body arc 

c om p e l le d  to be t i led , however , the draft leg is la t ion  reopens the entire return  rather than 
just the item s am ended  by these dec is ions

• C la im s  for refunds unde r A S  43.05.275 must be made w it h in  th r e e  years
• A tten t io n  is d raw n to the statute o f  l im ita t ion s  in  other A rc t ic  C i r c le  peei o i l  and gas 

countr ies .
■ Russ ian Federat ion 3 years
■ N o rw ay  2 w a rs

4



■ Canada  4 years
■ G reen land  5 years

P ena lt ie s

• The re  are a var ie ty o f  pena lt ies p ro v id ed  lo r  under current law  and the add it io na l 
pena lt ies are d u p l ic a t iv e  as there are pena lt ies  for v io la t io n  o f  regu la t ions , fa ilure 
to l i l e ,  neg l ig en ce  or in ten t iona l d isregard and fraud.

• T h e  statute shou ld  spec ify  reports or data to be p rov ided so that lax  payers can 
c om p ly .  O ther records and in fo rm a t io n  is unspec if ie d  yet tax payers arc sub ject 
to pena lty  under 43.55.030 (d)

• References for those pena lt ies  a lready p rov id ed  for under current law :

- 43.05.130 - v io la t io n  o f  A S  43.05 or a regu la t io n  sub ject to c i v i l  pena lty  o f  not 
m ore  than $1,000 for each v io la t io n

- 43.05.220 - C i v i l  P ena lt ie s-
• (a) 5 %  shall be added for each 30 day per iod for fa i lu re  to l i l e .  T h e  

pena lty m ay  not exceed 25% in  the aggregate.
• (b) N eg l ig e n ce  or in ten t iona l d isregard o f  law  or regu la t ion  w ithou t  intent 

to defraud, 5%  o f  the total amount o f  the tax d e l ic ic n c y .
• (c) Fraud, a c i v i l  fraud pena lty  equa l to 50% o f  the tax d ue  or $500.

w h ic h e v e r  is greater, sha l l be added to the tax. T h is  pena lty  is in  add it io n
to pena lt ies determ ined under (a) or (b) o f  this section

43.05.290- C r im in a l  Penalt ies --
• (a) l ax evas ion  C la ss  C  fe lony
• (c) F a i lu re  to f i le  - C la s s  A  m isdem eano r
• (d) V io la t io n  due to pena lt ies  o f  per jury , i f  g u i l t y  up  to $25,000 l in e  

and/or up to 3 years im p r isonm en t
• (e) W i l l f u l  assistance in  presentation or preparat ion o f  fraudu lent or false 

return, upon  co n v ic t io n  up  to $25,000 f ine and/or up  to 3 year 
im pr isonm en t

• ( I j  W i l l f u l  d isc losure o f  re tu rn . . .( ' lass A m isdem eanor

R c t io a c t i v i t v  a n d  T r a n s i t io n
• T rans it io n  p rov is ions  a l lo w  for the 11% interest to accrue e v en  though taxpayers pa id  

based upon the law  at the t im e
• I f  pena lt ies are p rov ided  tor. then they shou ld  not be im p lem en ted  un t i l  a l t e r a  fu l l set 

o l regu la t ions and reporting requ irements arc in  p lace
• O ther countr ies genera l ly  make prospec t ive  changes not retroact ive changes to lax 

law .
• Retroact ive app l ic a t io n  o f  new  law  creates an unstab le tax e n v iro nm en t
• 1 axpayers shou ld  be ab le  to ca lcu la te  and pay the ir  tax w hen  due.
• W e  have not been sub ject to retroact ive tax leg is la t ion  in the Russ ian Federation , 

N o rw a v . C anada  or G reen land .

ConocoPhillips Alaska Inc.
Comments Regarding CS FOR SEN A TE  B IL L  NO. 200 J MUD) 25-GS00H\L

5



C S  S B  2 0 0 1  T e s t i m o n y  

N o v e m b e r  8 ,  2 0 C f 7

C o n o c o P h i l l i p s  A la s k a

Kevin Mitchell
V i c e  P r e s i d e n t ,  F i n a n c e  &  A d m i n i s t r a t i o n

Jim Taylor
V i c e  P r e s i d e n t ,  C o m m e r c i a l  A s s e t s

C o n o c o P h i l l i p s



S u m m a r y  o f  C S  B i l l

• L e ss  attractive climate for investors:
-  I n c r e a s e d  b a s e  r a t e

-  I n c r e a s e d  p r o g r e s s i v i t y

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

p r o v i s i o n s

• Will h a v e  an  impact  on dec is ions

• Will result  in le s s  inves tm en t

C o n o c o P h i i l i p s



T a x  S y s t e m  a n d  I n v e s t m e n t s

\ '
4 ' , * . .

B a s e  r a t e  i n c r e a s e  

P r o g r e s s i v i t y  i n c r e a s e  

E l i m i n a t e d  T I E  c r e d i t s

> .  9 0 0

c  8 0 0

6 0 0CL
5 0 0

4 0 0

O 3 0 0

200
□ New Fields
U Other Cnirenl Operating Fields 

■ Prudhoe/Kuparuk at 2% Decline
□ Prudhoe/Kuparuk at 15% Decline

2 0 0 8  2 0 0 9  2 0 1 0  2 0 1 1  2 0 1 2  2 0 1 3  2 0 1 4  2 0 1 5  2 0 1 6
Deparrrcnt of Revenue 2007 Spring Forecast

A  t a x  s y s t e m  f o r m u l a t e d  o n  t h e  m o s t  e c o n o m i c  

p r o j e c t s  w i l l  d e t e r  i n v e s t m e n t  o n  m o r e  

m a r g i n a l  p r o j e c t s ,  i n c l u d i n g  H e a v y  O i l



,  t.

O t h e r  P r o v i s i o n s

• D O R  d e f i n e d  d e d u c t i o n s

•  O u t  o f  S t a t e  e x c l u s i o n

•  M a i n t e n a n c e  e x c l u s i o n

•  T o p p i n g  p l a n t  e x c l u s i o n

•  D R & R  e x c l u s i o n

•  “ R e a s o n a b l e ”  t r a n s p o r t a t i o n  c o s t s

• E x p l o r a t i o n  c o n f i d e n t i a l i t y

•  6  y e a r  s t a t u t e  o f  l i m i t a t i o n s

•  R e t r o a c t i v e  i m p l e m e n t a t i o n

•  P e n a l t i e s

C o n o c o P h i l l i p s



I m p a c t  o n  I n v e s t m e n t  C l i m a t e

B a s e  r a t e  i n c r e a s e  t o  2 5 %

I n c r e a s e d  p r o g r e s s i v i t y

E l i m i n a t e d  T I E  c r e d i t s

E x c l u d e  o u t  o f  S t a t e  c o s t s

E x c l u d e  t o p p i n g  p l a n t

“ R e a s o n a b l e ”  t r a n s p o r t a t i o n  

c o s t s

E x c l u d e  D R & R

E x p l o r a t i o n  d a t a  c o n f i d e n t i a l i t y  

R e t r o a c t i v e  i m p l e m e n t a t i o n

N e g a t i v e

N e g a t i v e

N e g a t i v e

N e g a t i v e

N e g a t i v e

N e g a t i v e

N e g a t i v e

N e g a t i v e

N e g a t i v e

C o n o c o P h i l l i p s
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T E S T I M O N Y  O F  C R A I G  H A Y M E S

O N  P R O P O S E D  C S  S B  2 0 0 1  ( R E S )

T O  T H E  A L A S K A  S E N A T E  F I N A N C E  C O M M I T T E E

N O V E M B E R  8 ,  2 0 0 7

E X E C U T I V E  S U M M A R Y

E ^ o n M o b i l



A l a s k a ’ s  F u t u r e

A laska has s ign ificant resource potential
-  Produced 17 billion barrels of oil, world class result, production today 1/3 of peak
-  Undiscovered technically recoverable resources -  53 BB oil; 259 TCF gas
-  Alaska’s world ranking of proved reserves is declining - 14th in 1977, 30th today
-  Prudhoe Bay/Kuparuk > 70% of North Slope production -  hubs for future opportunities 

A laska ’s high cost environm ent challenges pace o f exploration & developm ent
-  Severe arctic conditions, remote, sensitive environment, exploration restrictions
-  Effective application of technology critical

A laska & industry co llaboratively  need to create a resource developm ent policy

DOR North Slope Production Forecast
(Spring '07 Update)

I n  1 0  y e a r s ,  7 5 %  o f  
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A l a s k a  N e e d s  a  L o n g - T e r m  R e s o u r c e  D e v e l o p m e n t  P o l i c y

W e propose a collaborative approach to develop a sustainable long-term  
resource policy:

-  Characterization of state-wide resource potential
-  Identification of key issues challenging exploration and development
-  Determination of key factors that impact resource value
-  Establishment of goals and measurement of progress
-  A fiscal policy that will encourage development of remaining resources
-  Regular meetings with industry and agency representatives

Alaska Resource Assessment 
76 Billion Barrels of Oil
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•  •

F i s c a l  P r e d i c t a b i l i t y  I s  I m p o r t a n t

• Industry needs a predictable fiscal environm ent

-  Investments are capital intensive and typically evaluated over decades

• C hanging fiscal environm ent fo r capital projects reduces attractiveness  

o f investm ents

-  For every well or project not progressed, production and State revenues are forgone

• S upport the concept o f a net based tax

• PPT has only been in existence fo r slightly m ore than one year

-  Department of Revenue has not completed regulations or started an audit

-  Willing to work with DOR and its auditors to improve understanding of joint interest 

billings

P o l i c i e s  e s t a b l i s h e d  t o d a y  w i l l  

i m p a c t  a t t r a c t i v e n e s s  o f  

p o t e n t i a l  f u t u r e  p r o j e c t s
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#  #  •

P r o p o s e d  T a x  I n c r e a s e  M o r e  C o m p l i c a t e d __________________

• Proposed CS SB 2001 creates greater uncertainty

-  Additional reporting requirements for exploration tax credits - credit qualification 
linked to release of proprietary information

-  Exploration confidentiality protection diminished

-  Additional information requests ambiguous -  “other records and information the 
department considers necessary....”

-  Actual transportation costs versus “reasonableness” standard

-  Qualified lease expenditures restricted to those incurred within lease/property

-  Disallowance of costs associated with unscheduled interruption of 
production/improper maintenance”

-  Disallowance/Limitation of costs associated with refineries/crude oil topping 
plants

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

E ^ o n M o b i l



•  •

P r o p o s e d  T a x  I n c r e a s e  S i g n i f i c a n t

• Proposed CS SB 2001 increases adm in istrative  burden fo r  
D epartm ent and Industry

-  Increasing statute of limitations from 3 to 6 years
-  Elimination of requirement for Jl Billings as starting point for audits

• Proposed CS SB 2001 unreasonably  excessive
-  Elimination of transitional tax credits for existing producers
-  Excessive reporting and document submission penalties
-  Publication of proprietary tax information

A t  t o d a y ' s  p r i c e s

• A C E S  w o u l d  i n c r e a s e  p r o d u c t i o n  t a x e s  b y  3 5 0 %  s i n c e  2 0 0 5  

- C S  S B  2 0 0 1  w o u l d  i n c r e a s e  p r o d u c t i o n  t a x e s  b y  4 7 0 %  s i n c e  2 0 0 5

E j^ o n M o b i l
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TESTIMONY OF CRAIG HAYMES 

ON PROPOSED CS SB 2001 (JUD)

TO THE ALASKA SENATE FINANCE COMMITTEE 

NOVEMBER 8, 2007

INTRODUCTION

Mr. Chairman, members of the committee:

Good afternoon. For the record, my name is Craig Haymes. I am the Alaska 

Production Manager for ExxonMobil, a positicn I commenced in January of this year. I 

reside in Anchorage with my family. I want to thank the committee for the opportunity to 

express ExxonMobil's views regarding the Administration's proposed tax increase.

I would like to state at the outset that ExxonMobil believes the current PPT tax rate and 

the increase proposed by the Administration will not result in the additional investment 

needed to maximize the development of Alaska's resources. When you consider 

Alaska’s resource potential and the current production decline we do not support the tax 

increase proposed by the Administration.

ExxonMobil has had a presence in Alaska for over 50 years and has been a key player 

in Alaska's oil industry development, spending and investing over F20 billion dollars.

Wo are currently active with our co-owners at Prudhoe Bay, Kuparuk. Duck Island. 

Granite Point and Point Thomson. Our current working interest share of oil production 

m the State is approximately 150,000 barrels per day and wo are the hrgost owner of

-I



discovered Alaska gas resources. We look forward to working with Alaska for many 

years to come.

Alaska has significant undiscovered resource potential in both oil and gas; but oil 

production is declining - today it is one third of the peak of over 2 million barrels per day 

in 1988. Increasing investment in Alaska is needed to mitigate oi' production decline - 

Government and industry have a common goal -  to maximize economic resource 

development, both oil and gas. Challenging this significant resource potential, and the 

pace of exploration and development, is Alaska's high cost environment. For any 

investor, higher costs rec'uce attractiveness of opportunities.

ExxonMobil believes technology is the lifeblood of the industry and the key to unlocking 

Alaska’s future resources. Historically, the effective application of technology by 

ExxonMobil and other companies has proven to be successful in reducing costs for the 

exploration and development of Alaska's resources. Significant long term research and 

development of technology will be required to realize Alaska’s resource potential.

The full development of Alaska's resource potential will require Government, the 

industry, and the people of Alaska to work together to enhance the development of 

Alaska's resources. We believe that Alaska needs to create a long-term resource 

development policy, a policy that will encourage increasing investment needed to 

mitigate production decline, a policy that recognizes Alaska’s high cost and challenging 

environment, a policy that will encourage the full development of Alaska’s oil and gas 

resources.
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According to the US Geoiogical Survey and the US Minerals Management Service, 

Alaska still has undiscovered technically recoverable resources of over 53 billion barrels 

of oil. This is in addition to the Department of Natural Resources estimate for known 

remaining oil resources of 6 billion barrels. When you consider this resource potential, 

Alaska has only produced one quarter of its oil potential. Alaska still has the potential to 

produce another 59 billion barrels of oil. Expanding the resource assessment to include 

gas almost doubles this undiscovered potential on an oil equivalent basis. Alaska has 

significant oil and gas resources.

Alaska Resource Assessment 
76 Billion Barrels of Oil

ALASKA RESOURCE POTENTIAL IS SIGNIFICANT
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Whilst Alaska's icsoufce potential is high, the Oil and Gas Journal and Energy 

Information Administration report that its world ranking of proved reserves has declined 

from 14,h in 1977 to a position closer to 30''' today. How can Alaska increase proved 

reserves; how can we commercialize Alaska’s resource potential?
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ALASKA'S FUTURE OIL PRODUCTION

Alaska is currently producing approximately 750,000 barrels of oil per day from the 

North Slope, one third of its peak production. The Department of Revenue released a 

production forecast in their Spring Revenue Sources Book. The forecast consists of 

two main components, as shown in the chart below.

• Current base production (shown as green)

• Future "Under Development and Under Evaluation" production (shown as blue)

DOR North Slope Production Forecast
(5pnng 07 Ufvj.ilo)
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As the Department's forecast shows, the current base production is estimated to decline 

at 9°o annually to approximately 360,000 bariels per day by 2017 with continued 

investment. That is a production level of less than half of today's. The Department's 

forecast also shows that this production decline will be partially mitigated by the "Under 

Development and Under Evaluation" production - which includes future investments in 

areas such as development drilling in non core areas, satellite developments, and 

enhanced oil recovery from existing fields. Based on this forecast, 50°o of future oil
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production in 10 years is not even developed or producing today. Considering that 

most North Slope projects take at least 5-7 years to bring discovered resources to 

production, near term investment for these activities will be critical to underpin the future 

of Alaska’s oil production.

As I mentioned earlier, the Department of Revenue's forecast is based on a 9% annual 

decline in Alaska’s current base production. However, this decline includes current 

production enhancement investments at the core Prudhoe Bay, Kuparuk and Alpine 

areas. The Department’s forecast does not highlight that this activity requires 

investment decisions that are no different from the "Under Development and Under 

Evaluation" categories. As such, a more accurate representation of the future 

investment levels required to achieve the Department's forecast is show in the chart 

below.

1400

1200
>rjO
£ 1000 
a.U)
t  800CQCQ
S G00T)
CCQ
3  *100
o sz H

200

DOR North Slope Production Forecast
(Spun.-) iV IIfVjaW

l.i,'H CuM i'iitly Piuduurui (orccj'.t u -rju iio i iigfTilii .int m vr,liiK ’nt 
l , u  mi r r  i pul', .ill future ilrvdopm iv it .it i r  V

n 'j no ot o:’ o:i o.j oo oc> o ; 'on 09 io n  i;1 n  u  n. it. j?



November 8, 2007

As this chart shows, Alaska’s oil production from the North Slope could be as low as 

150,000 barrels per day within 10 years without ongoing and increasing investment 

(assuming 15% decline, which is typical for large oil fields such as Prudhoe Bay).

Based on this forecast, within 10 years, 75% of production will come from new 

investments.

Consen/atively, we estimate that at least S30-40 billion of new investment is required 

within the next 10 years to achieve the Department of Revenue forecast. This does not 

include the billions of dollars of additional operating expenditures that would be required 

to support the developments once they are producing. This is a significant level of 

future investment and spending.



The two largest oil fields in Alaska - Prudhoe Bay and Kuparuk account for over 70% of 

the State's North Slope oil production. With continued investment these fields could 

remain at this portion of production for the next decade. But like any oil field in the 

world, in order to keep the oil flowing, additional investments are required; such as the 

historical significant investments at Prudhoe Bay resulting in the installation of water 

and gas injection, and gas compression facilities.

November 8. 2007

ALASKA’S TWO LARGEST OIL FIELDS

Currently, the owners spend over $2 billion dollars annually to optimize and enhance 

production from Prudhoe Bay and Kuparuk. These spending levels are in addition to 

the capital investments pursuing new wells, projects, and enhanced oil recovery 

opportunities. These operating expenditures are essential to mitigate production 

decline at these significant fields.

Many of today's exploration and development activities are occurring in and around 

Prudhoe Bay and Kuparuk. As an example, since the year 2000 there have been 

multiple Prudhoe Bay satellite fields developed (Aurora, Borealis. Midnight Sun, Polaris, 

and Orion) which are currently contributing over -10,000 B/D of oil production. By 

leveraging existing Prudhoe Bay and Kuparuk infrastructure, satellite development 

costs have been significantly reduced. II the major Prudhoe Bay and Kuparuk 

developments did not exist these satellite fields would not have been economic to 

develop. As infrastructure on the North Slope expands the economic viability of future 

satellite developments increases.

7



N ovem b e r  8, 2007

Development drilling in and around Prudhoe Bay and Kuparuk is another example of 

their critical contribution to Alaska's oil production. For the past seven years over 900 

new wells have been drilled in Prudhoe Bay and Kuparuk. The drilling of these new 

wells has slowed the overall production decline from 12-15% to an estimated 6-9%. 

Almost 40% of Prudhoe Bay’s production today is from these new wells. For the past 

two years, development drilling at Prudhoe Bay alone has achieved the equivalent 

development of resources as the important Oooguruk development.

Prudhoe Bay and Kuparuk have the potential to remain key hubs and enablers for the 

pursuit of new heavy or viscous oil, light oil and gas projects. Encouraging increasing 

investment at these key fields is as important as encouraging investment in exploration 

and development of new fields.
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EXXONMOBIL'S POSITON ON THE ENACTED PPT

I believe it is important that I clarify ExxonMobil's position on the current PPT. 

ExxonMobil did not support the PPT that was enacted last year. As we testified last 

year, we supported the concept of a net based tax but stated that the proposed 20% tax 

rate, in the original PPT bill, would not encourage the full development of Alaska's 

resources. We agreed with the 20% tax rate in order to support the progression of a 

gas pipeline project.

The PPT that was ultimately enacted increased the high 20% base tax rate to 22.5% 

with progressivity - more than doubling industry's taxation. When combined with the 

gross royalties and the high cost environment, it reduces the attractiveness of Alaska’s 

resource developments

There has been a lot of discussion recently on PPT revenues and forecasts, which has 

been used in part to support the Administration's proposal to increase taxes. PPT has 

oniy been in existence for slightly more than one year. The Department of Revenue 

has not completed its PPT regulations or started any PPT audit. ExxonMobil, like a 

number or the other producers, met with the Department of Revenue several months 

ago to discuss ways to help the State better forecast its expected PPT revenues and we 

are willing to continue those efforts. We are also willing to work with Department of 

Revenue auditors and our partners to improve the understanding of joint interest 

billings.

*)



I would now like to offer ExxonMobil's view on the major provisions of the Committee 

Substitute for Senate Bill 2001 (JUD). In analyzing the Committee Substitute, we found 

that virtually all of the provisions are simply tax increases or turther increases in 

complexity. In a number of instances, existing statutory provisions of general 

applicability are being replaced or supplemented to apply only to the PPT. Our 

comments are presented in the following section-by-sectiori analysis.

Base Tax Rate & Proqressivity:

The first section I would like to comment on is Section 18, commencing on line 24 of 

page 12. I want to start with this section because this section really is the core of the 

major issues with the proposed Committee Substitute. Section 12 proposes to raise the 

base PPT tax rate from 22.5% up to 25% and to replace the current progressivity 

surcharge with a higher one. As I mentioned earlier, ExxonMobil believes the current 

PPT tax rate will not result in the additional investment needed to maximize the 

development of Alaska's resources. When you increase the already high base tax rate 

you reduce the attractiveness of investments. When you then add an additional level of 

tax as pi ices increase, the attractiveness of future investments is substantially reduced, 

which will impact resource recovery and long-term state revenues. We urge this 

Committee to not adopt Section 18 and to reconsider the current base tax and 

progressivity element.

November 8, 2007

EXXONMOBIL'S POSITION ON THE COMMITTEE SUBSTITUTE
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Section 29, commencing on line 8 of page 19, proposes to eliminate the availability of 

tax credits for capital expenditures incurred during the five years immediately preceding 

the enactment of the PPT for producers with existing production. ExxonMobil believes 

the current transition provision, allowing 100% cost recovery of the prior five years of 

capital investment, is an important feature of the PPT since it recognizes the long time­

frame required for a return on an oil and gas investment to occur.

Conveision to the PPT resulted in a 250% tax increase on the entire industry under 

today's prices- regardless if you had existing production or were a new entrant. The 

Legislature recognized this dramatic change to Alaska's production tax regime by 

including a five-year transition allowance. The transition allowance was put in place to 

address the impacts on historical investments made under a significantly lower tax rate.

The transition recovery period is also consistent with the State's objective to encourage 

future capital investment since the producer has to spend $2 of additional new capital 

for every $1 dollar of prior year investment recovered.

We recommend that the Committee reinstate the transition credits originally intended by 

the Legislature to mitigate the impacts of the conversion to the higher PPT tax and not 

adopt the propose changes to Section 29.

Transition Tax Credits:



Paragraph (B) of Section 36, beginning on line 18 on page 24 would require that in 

order to qualify for an exploration tax credit an explorer has to agree in writing to 

release highly proprietaiy information; such as seismic, well geophysical surveys and 

core samples.

November 8, 2007

Additional reporting requirements for exploration tax credits:

Providing this type of proprietary information is not the norm throughout North America. 

Releasing key competitive and high value information would be a concern to any 

explorer. It often takes decades to progress from exploration to production phase. The 

release of proprietary and competitive information before an asset is oroducing is not 

appropriate so early in the phase of a future development. This would decrease the 

value of the exploration credit and may discourage an explorer from applying for the 

credit.

In addition, providing this type of information to the State would increase the amount of 

investment required of an explorer. Core samples, for example, are very costly. 

Providing one-third of the core material to the State would not only add to the costs of 

exploring, but would be physically challenging and potentially damaging to the integrity 

of the entire core. The same constraints also apply to other veiy limited gas, fluid, and 

solid samples collected by downhole devices like sidewall core guns or formation 

samplers. Cores can always be made available for state review upon request and 

analyses of downhole-collcctcd samples are already routinely provided to the state.

12



The confidentiality provisions are also of serious concern. The proposal provides 

confidentiality protection for only ten years for most of the seismic data required to be 

produced, and for only two years on the rest. Seismic data typically has a shelf life in 

exploration areas (especially frontier areas) much longer than 10 y iars. More troubling 

is that under the proposal, an operator is required to provide a copy of check shot 

surveys or vertical seismic profiles. These geophysical surveys are expensive and are 

intended solely for seismic interpretation. They are key pieces of proprietary data.

They have an indefinite shelf life and can be used to tie seismic of any vintage, new or 

old, to wells. Yet under the administration's proposal, such information would be 

classified as "well data", and afforded only a 2-year period of confidentiality.

These requirements go against the basic principle that if a party is willing to spend 

money and take risks to collect information critical to the success of a project, that party 

should be entitled to maintain the confidentiality, value and integrity of that information 

for the life of the project. Exploration is a long-term effort, requiring the allocation of 

finite resources across a spectrum of competing opportunities over a number of years to 

successfully identify those opportunities that will bring financial returns to the explorer. 

Alaska's exploration tax credits will improve the attractiveness of future programs, but 

the value of these credits will be undermined by tying them to complying with onerous 

requirements. ExxonMobil urges this Committee to remove the onerous requirements 

outlined in Section 36.



The Administration is proposing that they require additional information to assist in the 

administration of the PPT and improve their ability to forecast future revenues for PPT. 

We recognize conversion to the net based PPT structure has increased the information 

needs for the Department of Revenue, and ExxonMobil is willing to help the Department 

meet its needs. We believe that additional information requirements beyond that 

currently submitted with our tax filings needs to be carefully considered. There must be 

some limitations and reasonableness standards established.

November 8, 2007
Information Requests:

For example, subsection (f) of Section 45 of the Committee Substitute, commencing on 

line 16 of page 31, lists items a producer, explorer or an operator would be required to 

provide the Department on a monthly basis. Items (1)-(7) are clear, however item (8) 

on line 29 would obligate the producer, explorer or operator to provide any "other 

records and information the department considers necessary..."  - every month. This 

language is ambiguous on what standards would be applied and how a taxpayer would 

comply. Taxpayers would be required to provide whatever the Department's auditors 

consider "necessary". We believe item (8) is too open-ended and should be deleted.

Paragraph (5) of Section 46, commencing on line 29 of page 32, would require a 

producer, explorer or operator to file whatever reports and copies of records the 

Department considers "necessary" to forecast PPT revenues. Wo believe this 

language in paragraph (5) is too vague. While recognizing the Department’s need foi 

forward looking data we believe the tax statutes should specify the required information.

II



Penalties:

Section 44, commencing on line 25 of page 30 proposes to allow the Department of 

Revenue to assess a penalty of up to $1,000 per day for each clay a "tax return" is not 

filed when required. Paragraph (7) of Section 46 commencing on line 12 of page 33, 

proposes to allow the Department of Revenue to assess a S1,000 penalty per day for 

each "report, statement or other document" the Department "considers necessary" to 

forecast state revenue that a producer, explorer or operator fails to provide when the 

Department deems necessary. Both amendments are excessive and unnecessary.

Under current law, there are already significant penalties to ensure taxpayer compliance 

with filing tax returns and providing other information to the Department. Such penalties 

include a 5% penalty per month (25% maximum) for failure to file a tax return and a 

similar penalty for failure to pay the full amount of tax when due, among others. The 

Department also has significant powers to compel production of information, including 

holding investigations, issuing subpoenas and taking depositions. For these reasons, 

ExxonMobil believes the proposed penalties are unnecessary.

In addition, the proposed penalties are unreasonably excessive. A $1.000 per day 

penalty for each "report, statement or other document" that is not produced "at the time 

required" by the Department can quickly result in amounts disproportionate to the 

nature or severity of the offense. For example, a single one page document that a 

taxpayer did not provide six months earlier because the taxpayer reasonably believed it 

was already addressed in another submission, would subject the taxpayer to a penally 

close to $200,000. The $ 1,000 per day penalties should be removed.

November S. 2007
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Section 49, commencing on line 3 of page 34, would establish punitive understatement 

penalties which will likely lead to delayed audit assessments and increased audit 

disputes. Substantial underpayment penalties already exist under Alaska law. 

ExxonMobil is required by law and its internal policies and controls to file complete, 

accurate and timely tax returns. Establishing such punitive measures would create 

greater uncertainty, undermine positive working relationships between the Government 

and industry, and add complexity to the administration of the PPT. The proposed 

amendment is unnecessary. Section 49 should not be adopted.



Paragraph (6) of Section 46, commencing on line 7 of page 33, proposes that taxpayers 

with at least 100,000 barrels a day production must report their gross sales revenues 

and expenses. ExxonMobil opposes this amendment.

November 8,2007

Production of Taxpayer Information:

ExxonMobil discloses financial information as required by the Securities and Exchange 

Commission (SEC), and other regulatory bodies. SEC  rules do not require that 

ExxonMobil's Alaskan affiliates be separately disclosed in our periodic financial 

statements. Additionally, ExxonMobil's affiliates which operate principally in Alaska 

have no outstanding publicly traded debt, and therefore ExxonMobil is not required to 

separately report the earnings of those subsidiaries.

Being a global company, ExxonMobil does not disclose U.S. earnings on a state-by- 

state basis because such information could be used by our competitors to dii cern 

information regarding our operating costs, investments, contract terms, or other 

competitive information.

While Alaskan operating results are monitored internally, since these results are 

calculated to measure operating performance rather than for financial reporting, they 

are not in conformance with Generally Accepted Accounting Principles (GAAP) 

requirements for external disclosure. The fact that our internal results are recorded for 

a purpose other than financial reporting and are not kept in accordance with GAAP 

means they are not strictly comparable to the Alaskan numbers that our competitors

17-
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publicly report and they are competitively sensitive information, the disclosure of which 

would be harmful to ExxonMobil.

ExxonMobil understands the Alaska Legislature’s desire to set a tax framework that 

provides the state of Alaska with a fair return on the development of its energy 

resources. We remain prepared to work with the state to improve the state's ability to 

forecast PPT revenues. Given the confidentiality provided to taxpayers. ExxonMobil 

has and will continue to provide the Department of Revenue with all data required to 

successfully administer PPT. We urge this Committee to not adopt this proposed 

amendment.

IK
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Statute Of Limitations

In lines 25-27 on page 34, Section 50 of the Committee Substitute proposes a new six- 

year statute of limitations for the PPT only. Currently, the statute of limitations for the 

PPT, as well as all other taxes under Title 43, is three years. The Department has not 

started a single PPT audit and increasing the statute of limitations can only delay audits 

and increase administrative costs. We fail to understand why this amendment is 

needed. Historically, most companies generally extend the audit deadlines as 

appropriate when requested by the Department of Revenue.

The purpose of a tax statute of limitations is to establish a reasonable time within which 

an audit must be brought so that the records, documents, and recollections of witnesses 

are not lost by the time the claims are finally raised. It also provides some limitation on 

the amount of interest that could accrue on any underpayment claimed in an audit. 

Extending the statute of limitations to six years could result in audits not being 

completed for six years, when they may have otherwise been done more quickly, 

increasing the interest lisk to taxpayers.

Ttie present three-year statute of limitations tins worked well for all the taxes, including 

the production tax. We believe linos 25-27 on page 34 siould bo deleted

Id
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Sections 52 and 53, commencing on line 16 of page 36 and continuing through line 4 on 

page 37, is proposing that the Department of Revenue can substitute, at anytime, its 

determination of "reasonable" costs of transportation for the taxpayer's actual pipeline 

tariffs or marine transportation costs.

Currently, a taxpayer's actual transportation costs are used to determine the taxable 

value of the taxpayer's oil unless the Department establishes all ihree conditions set 

forth in AS 43.55.150(a). The proposed amendment would ease that standard to allow 

actual costs to be disregarded by an auditor by simply asserting the actual costs do not 

meet the auditor's view of "reasonableness", despite the existence of valid third party 

contracts or federally regulated tariffs.

The proposed amendment represents another instance where the Department of 

Revenue is asking the Legislature to allow it to selectively determine what costs it 

deems reasonable versus allowing the deduction of valid costs properly incurred. The 

proposed changes to AS.43.55.150(a) in Section 52 of the Committee Substitute should 

not be adopted.

In the Committee Substitute, Section 150(b) would be amended, commencing on line 

27 of page 36, to provide* that only tariff rates that "have been adjudicated as just and 

reasonable" by the RCA or other regulatory agency are considered prima facia 

reasonable. This could unduly restrict rates that will be considered as reasonable 

costs. In certain instances, tariff rates may bo properly filed, as currently allowed, and

Actual Pipeline Transportation Costs:
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not challenged by any party or allowed to go into effect on an interim basis. In such 

case there may not be a final "adjudication" of the reasonableness of the rates when 

they go into effect. If challenged, a period of time may pass before the rates are finally 

determined to be just and reasonable. Any such final determination by the relevant 

regulatory agency will address any revision in the rate that may be required, including 

for prior periods. These matters should be left to the determination of the regulatory 

agencies with responsibility for such matters. There is no need to further condition how 

these rates will be used to determine allowable transportation costs. Subsection 150(b) 

should not be revised as proposed.



Paragraph (B) of Section 57, commencing on line 16 of page 40, is proposing that the 

Department of Revenue can determine, by regulation, which costs should be allowed as 

qualified lease expenditures, despite the fact that the Legislature has already clearly 

identified under AS 43.55.165(e) those costs that cannot be allowed. The proposed 

language, "allowed by the department by regulation" is different than the normal 

regulation granting authority used elsewhere in the PPT statute. It is this difference that 

raises concern.

Generally, regulations are promulgated to interpret or apply a law. The language "as 

determined under regulation" or "as may be established by regulation" used elsewhere 

in the PPT statutes convey the Legislature's intent to have the Department interpret or 

apply the Legislature's policy. The proposed amendment, however, could be the basis 

for the Department to constrict or disregard certain PPT statutory provisions which the 

Legislature adopted to establish what costs qualify as lease expenditures. For 

example, the proposed amendment could lead to the Department adopting its own 

standards as to what constitutes an ordinary and necessary business expense, despite 

the AS 43.55.165(j)(2) requirement that the established federal mles determine what 

costs can be used, The proposed amendment could also cause the Department to 

ignore those costs allowed by AS 43.55.165(b) a s  direct costs. Authorizing a regulation 

that could provide the basis for the Department to limit or exclude costs otherwise 

allowed under other sections of the PPT would create an unpredictable tax law. The 

phrase allowed by the department by regulation" appearing on line 16 ol page 40 

should be removed.

Lease Expenditures Determined Under Department Regulation:
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Lease Expenditures Where Upstream Activities Occurring:

The language appearing on line 6 of page 41 is proposing to disallow property taxes for 

properties on which no exploration, development or production is taking place. Oil and 

gas property taxes are generally imposed on tangible personal property upon ground 

disturbance. The PPT currently requires qualified lease expenditures be costs 

upstream from the point of production.

The proposed amendment would allow an auditor to disallow upstream costs if no 

actual "production is taking place" on the property, regardless if the costs are ordinary 

and necessary for the prudent and safe operation of the upstream facilities. For 

example, this proposal would disallow costs associated with a warehouse storing 

emergency response equipment or a facility housing North Slope workers located on a 

property that has no production, exploration and development occurring at the time, 

despite such costs being essential for oil production on the North Slope, We believe the 

proposed language on lines 6 and 7 of page 41 is ambiguous, will lead to increased 

audit disputes, and should be deleted.
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The proposed deletion of the bracketed language commencing on line 5 of page 42 

would limit qualified lease expenditures to only those incurred within the producer's or 

explorer’s leases or properties. Limiting lease expenditures to those incurred physically 

within the producer's or explorer's lease or property would reduce the attractiveness of 

development and exploration activities. Given the extreme arctic conditions and limited 

construction capabilities on the North Slope, necessary equipment and production 

modules are often fabricated elsewhere for delivery to the Slope. Drilling rigs, 

unavailable in Alaska but needed for exploration and well work, are imported from the 

Lower 48. These are ordinary and necessary costs required for the operation of the 

North Slope production facilities and exploration activities, both essential for the future 

development of Alaska's resources.

Location of Lease Expenditures:

Disallowing such costs would reduce the attractiveness of future development and 

exploration projects and diminish the likelihood of those projects being funded. The 

proposed deletion of the bracketed language on lines 5 through 11 of page 42 should 

not be adopted.



Costs Arising From Noncompliance With Lease/Permit/License Terms:

Paragraph (6) of Section 59, commencing on line 22 of page 42, is proposing to 

disallow expenditures that result from failure to comply with lease obligations or permit 

requirements. Such a limitation raises a number of concerns, In certain instances, a 

lease term is a matter of contract between the lease holder and the state as a 

contracting party. The contract typically will spell out the means for redress by the 

parties and the consequence of a "breach" of the contract. This should provide 

adequate remedies for the state to ensure contract obligations are met. In the case of a 

federal permit, there likely will be specific provisions that address the consequence of 

any permit non-compliance and what the permit holder must do to remedy the problem. 

These provisions are adequate to address any concerns for the state.

There is no recognition in the proposed language of the severity of the non-compliance, 

or the efforts by the leaseholder or permit holder to comply. This is different from an act 

of "fraud" or "willful misconduct" contained in the current law. This is complicated by the 

uncertainty in the proposed language on how such a determination will bo made. 

Particularly if the state is a party to a lease, there should be a sr parate determination 

whether there lias been non-compliance with the lease term or permit and the remedy 

should be as spelled out in the contract (or as allowed by existing law). The language 

"...or failuro to comply with an obligation under a lease, permit, or license issued by the 

state or federal government" is unnecessary.

N o v e m b e r  N, 2007
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Costs Arising From An Unscheduled Interruption Of Production/Improper Maintenance: 

Paragraph (19) starting on line 22 of page 44 proposes to disallow costs incurred in 

response to a failure, problem or event that results in an unscheduled interruption of or 

reduction in the oil or gas production, is a result of "improper maintenance" or is 

undertaken in response to o; is otherwise associated with an unpermitted release of a 

hazardous substance or gas, unless caused by a "super1 force majeure.

We believe the language of this proposed revision is ambiguous and will lead to 

additional audit exceptions. What constitutes a "failure, problem or event" or "improper 

maintenance" and under what standards would any of those be determined? Costs 

associated with any temporary, unforeseen shutdown or minor interruptions, regardless 

how minor, could be disallowed by an auditor despite such "event" arising despite 

otherwise prudent and necessary business operations. In addition, given the 

safeguards already existing in the current PPT and the proposed amendment in 

paragraph (6) disallowing costs arising from violations of law. we believe paragraph (19) 

is unnecessary.

During the formation of the PPT legislation, the Legislature, upon the recommendation 

of Dr. Pedro van Meurs, adopted a flat 30c pei barrel exclusion from what would 

otherwise be a producer’s capital portion of its lease expenditures. The flat 30c per 

barrel exclusion provides an objective floor for maintenance cost and avoids the 

problems of case-bv-case decisions. The 30c exclusion applies every year regardless 

if there is a triggering event or not. Adopting the proposed amendment, while leaving 

Iho flat 30c per barrel exclusion in the law, would result in a double disallowance of the

same costs. Wo do not support Paragraph (19), and believe it should be removed.

2b-



Disallowance/Limitation Of Costs Associated With Refineries/Crude Oil Topping Plants:

November 8, 2007

Paragraph (20) starting on line 21 of page 45 proposes to disallow and limit costs 

associated with refineries and crude oil topping plants, essential components of 

producing oil from the North Slope.

Currently, the State of Alaska and the federal government require North Slope 

operators to convert to ultra low sulfur diesel to operate all North Slope motor vehicles 

and off road equipment. The North Slope producers are considering a modification to 

the existing Kuparuk crude oil topping plant to produce the required ultra low sulfur 

diesel. The proposed amendment reduces the economic viability of a potential crude oil 

topping plant modification. Without a modification to the existing crude oil topping plant, 

it will be necessary to haul low sulfur diesel up to the slope, requiring U|j to 50 trucks per 

day. This could potentially increase environmental impacts, including increased 

exhaust emissions and potential spill risks from truck accidents. Costs associated with 

the topping plant should therefore be recoverable just as the costs to truck diesel to the 

Slope would be.

The Administration's proposed amendment encourages a less optimum solution for the 

oil industry and the State. Paragraph (20) would increase operating costs while 

complicating business operations and should not be adopted.

27-
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Section 63 of the Committee Substitute, commencing on line 27 of page 47, proposes 

the publication of certain proprietary tax information when such information is 

aggregated among three or more producers or explorers. We understand the 

Administration's and Legislature's desire to obtain information necessary for the 

development of the PPT net tax framework to provide the State of Alaska with a fair 

return on the development of its energy resources. We also support the 

Administration's goal of transparency. Aggregation of information from three companies 

dramatically increases the likelihood that competitors, including competitors whose 

information is being aggregated, will be able to determine individual company 

proprietary information.

Such information could be used by competitors to discern information regarding 

operating costs, investments, contract terms, or other competitive information. Tins 

risk of individual company proprietary information being ascertained by competitors 

could also create conflicts between the proposed amendment and federal protections 

provided in the Federal Trade Secrets Act and federal Anti Trust laws. The proposed 

amendment may also violate the Alaska Constitution's right of privacy, equal protection 

and unlawful takings of commercially sensitive data protections.

Disclosure Of Tax Information:

The Legislature should ensure taxpayer information remains confidential.



Elimination Of Requirement For Joint Interest Billings As Starting Point For Audits:

Section 65 of the Committee Substitute, appearing on line 4 of page 49, proposes to 

repeal AS 43.55.165(c) and (d). The effect of repealing those sections would be to 

remove the joint interest billings as the starting point for audits. As a non-operator at 

Prudhoe Bay, Kuparuk, Duck Island and Granite Point we fail to see how not using this 

information is to anyone’s advantage.

In a field's joint operating agreement the working interest owners have specified what 

costs an operator can bill to the co-owners. All of a producer’s deductible lease 

expenditures are in accordance with the monthly cost data charged by the field operator 

to its co-owners. Each year the operator is subjected to very detailed audits by the other 

owners to ensure compliance with the limitatior s in those agreements. ExxonMobil 

currently spends over 100 staff weeks each year auditing operator joint billings to 

ensure we are not charged any inappropriate costs.

The use of these joint interest billings as the foundation of allowable business expenses 

would provide greater predictability and eliminate the need for the State to re-audit the 

same materials. Using joint interest billings will reduce disputes over appropriate 

deductions as well as the State's and the producers' administrative and audit costs. AS 

43.55.165(c) and (d) should not bo repealed.



I would now like to address another important element of the business environment for 

any investor - fiscal predictability. Our investments are capital intensive and typically 

evaluated over timeframes of decades. A change in the fiscal regime has a direct 

impact on how we view predictability of the Alaskan fiscal environment. This directly 

impacts how we evaluate on a risked basis future investment decisions.

The Administration's proposed tax increase would represent the third significant change 

to Alaska's fiscal terms in the past three years. As a result of these changes, the 

industry tax burden has increased by approximately 350% at today's prices. With the 

current Committee Substitute proposal the tax increase would be approximately 470% 

under today's prices. Changing the fiscal environment for capital intensive projects, that 

take many years to generate a return, can only reduce the attractiveness of future 

investments. For every well or project not progressed, additional production and State 

revenues are forgone. Alaska needs to double its current investment levels in the near 

term to achieve the Department of Revenues production forecast. Increasing taxes will 

not encourage the increasing investment needed.

ExxonMobil expects to be involved in Alaska for many years to come. The policies 

established today, and in the future, will impact the attractiveness of potential projects 

and the future of Alaska.

November N, 2007
FISCAL PREDICTABILITY IS IMPORTANT
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A LA SKA  NEEDS A LONG-TERM RESO U RCE D EVELO PM EN T POLICY

ExxonMobil believes a long-term sustainable resource development policy is required to 

enable Alaska to maximize its oil and gas resource. We believe there are many factors 

that need to be considered. I hope that key points addressed in my testimony are 

considered:

• Alaska has significant resource potential, but it is in a high cost environment

• Oil production is one third of its peak, yet we have only produced one fourth of 

the oil resource potential. The gas resource potential is equal to oil.

• In 10 years, 75% of Alaska's future oil production needs over S30-40 billion of 

new investments - investments that are needed sooner than 10 years.

• Prudhoe Bay and Kuparuk are the "hub" of the North Slope, they

Represent 70% of North Slope oil production for the next 10+ years 

r- Can provide significant new production in the near term

Can be the backbone for future exploration and economic developments, 

whether it is existing production, future light oil. heavy oil. or gas 

^ Need increasing investments to achieve their potential

November 8. 2007
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We propose a collaborative approach to develop a sustainable long term resource 

policy that will encourage the needed increasing investments and build the future of 

Alaska for many generations to come. We believe that a long term resource policy 

should consider:

• Characterization of state-wide resource potential

• Identification of key issues challenging exploration and development

• Key factors that impact resource value, such as research and technology, 

exploration and development costs, regulatory and environmental 

considerations, land access

• Establishment of goals and measurement of progress

• Fiscal policy that will encourage development of remaining resources

• Regular meetings with industry and agency representatives

ExxonMobil looks forward to working with the Administration, the legislators, industry 

and the people of Alaska in the future pursuit and development of its oil and gas 

resources.

Thank you again Mister Chairman for the opportunity to testify today.



T E S T I M O N Y  O F  C R A I G  H A Y M E S  A N D  D A N  S E C K E R S
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A l a s k a ’ s  F u t u r e

DOR North Slope Production Forecast
(Spnng '07 Update)

I n  1 0  y e a r s ,  7 5 %  o f  

o i l  p r o d u c t i o n  w i l l  

c o m e  f r o m  n e w  

i n v e s t m e n t s .  S u c h  

p r o d u c t i o n  w i l l  n e e d  

>  $ 3 0 - 4 0  B i l l i o n  o f  

n e w  i n v e s t m e n t s

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

-  P r o d u c e d  1 7  b i l l i o n  b a r r e l s  o f  o i l ,  w o r l d  c l a s s  r e s u l t ,  p r o d u c t i o n  t o d a y  1 / 3  o f  p e a k

-  U n d i s c o v e r e d  t e c h n i c a l l y  r e c o v e r a b l e  r e s o u r c e s  -  5 3  B B  o i l ;  2 5 9  T C F  g a s

-  A l a s k a ’s  w o r l d  r a n k i n g  o f  p r o v e d  r e s e r v e s  i s  d e c l i n i n g  -  1 4 t h  in  1 9 7 7 ,  3 0 t h  t o d a y

-  P r u d h o e  B a y / K u p a r u k  >  7 0 %  o f  N o r t h  S l o p e  p r o d u c t i o n  -  h u b s  f o r  f u t u r e  o p p o r t u n i t i e s

• A l a s k a ’s  h i g h  c o s t  e n v i r o n m e n t  c h a l l e n g e s  p a c e  o f  e x p l o r a t i o n  &  d e v e l o p m e n t

• A l a s k a  &  i n d u s t r y  c o l l a b o r a t i v e l y  n e e d  t o  c r e a t e  a  r e s o u r c e  d e v e l o p m e n t  p o l i c y

E ^ o n M o b i !



•  •

F i s c a l  P r e d i c t a b i l i t y  I s  I m p o r t a n t

Alaska Production Tax increases 
(Based on DOR FY 2008 Production, Capex & Opcx Spend)

8000 
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6000 
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1000 

0
S90/B ANS

Nolo: ELF c/fcctivo prior February 2005, Ayyrcyatc i l ELF  effective February 2005, PPT effective April 2006

• Proposed Tax increase will impact and reduce future project activity

• Industry needs a predictable fiscal environment, projects are assessed over decades

• ExxonMobi l  wil l need to re-assess all current and future projects in Alaska
- Significant uncerta inty in a l lowable cost recover ies and credits

At to d a y ’s p r ic es

• ACES would increase production taxes by 350% s i n c e  2005

• CS SB 2001 (FIN) would increase production taxes by 580% s i n c e  2005
t r ^ u r n v l o b i l



P r o p o s e d  T a x  I n c r e a s e  M o r e  C o m p l i c a t e d

• P r o p o s e d  C S  S B  2 0 0 1  ( F I N )  I n c r e a s e s  t a x e s  s i g n i f i c a n t l y ,  c r e a t e s  

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

e x c e s s i v e

• A r e a s  o f  g r e a t e r  u n c e r t a i n t y

-  S e c t i o n  3 3 :  A d d i t i o n a l  r e p o r t i n g  r e q u i r e m e n t s  f o r  e x p l o r a t i o n  t a x  c r e d i t s  -  c r e d i t  

q u a l i f i c a t i o n  l i n k e d  t o  r e l e a s e  o f  p r o p r i e t a r y  i n f o r m a t i o n

-  E x p l o r a t i o n  c o n f i d e n t i a l i t y  p r o t e c t i o n  d i m i n i s h e d

-  S e c t i o n s  4 1  &  4 2 :  A d d i t i o n a l  i n f o r m a t i o n  r e q u e s t s  a m b i g u o u s  -  “o t h e r  r e c o r d s  

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

-  S e c t i o n  4 5 :  A c t u a l  t r a n s p o r t a t i o n  c o s t s  v e r s u s  " r e a s o n a b l e n e s s ” s t a n d a r d

-  Q u a l i f i e d  l e a s e  e x p e n d i t u r e s  r e s t r i c t e d  t o  t h o s e  i n c u r r e d  w i t h i n  t h e  s t a t e

-  " S t a n d a r d  D e d u c t i o n ” o p e x  l i m i t a t i o n  f o r  L e g a c y  F i e l d s

-  D i s a l l o w a n c e  o f  a l l  i n t e r n a l / n o n - a r m ’s  l e n g t h  t r a n s a c t i o n  c o s t s  i n s t e a d  o f  t h o s e  

in  e x c e s s  o f  f a i r  m a r k e t  v a l u e

-  S e c t i o n  5 2 :  D i s a l l o w a n c e / L i m i t a t i o n  o f  c o s t s  a s s o c i a t e d  w i t h  r e f i n e r i e s / c r u d e  o i l  

t o p p i n g  p l a n t s

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

E ^ o n M o b i l



•  •

P r o p o s e d  T a x  I n c r e a s e  S i g n i f i c a n t

• P r o p o s e d  C S  S B  2 0 0 1  i n c r e a s e s  a d m i n i s t r a t i v e  b u r d e n  f o r  

D e p a r t m e n t  a n d  I n d u s t r y

-  S e c t i o n  4 3 :  I n c r e a s i n g  s t a t u t e  o f  l i m i t a t i o n s  f r o m  3  t o  4  y e a r s

-  S e c t i o n  5 1 :  E l i m i n a t i o n  o f  J l  B i l l i n g s  a s  s t a r t i n g  p o i n t  f o r  a u d i t s

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

• P r o p o s e d  C S  S B  2 0 0 1  u n r e a s o n a b l y  e x c e s s i v e

-  S e c t i o n  2 8 :  E l i m i n a t i o n  o f  t r a n s i t i o n a l  t a x  c r e d i t s  f o r  e x i s t i n g  p r o d u c e r s

-  S e c t i o n s  4 0  & 4 2 :  E x c e s s i v e  r e p o r t i n g  a n d  d o c u m e n t  s u b m i s s i o n  p e n a l t i e s

-  S e c t i o n s  4 2  & 5 5 :  P u b l i c a t i o n  o f  p r o p r i e t a r y  t a x  i n f o r m a t i o n

-  E x c e p t i o n s  t o  t a x  c r e d i t s

A t  t o d a y ’s  p r i c e s

• A C E S  w o u l d  i n c r e a s e  p r o d u c t i o n  t a x e s  b y  3 5 0 %  s i n c e  2 0 0 5

• C S  S B  2 0 0 1  ( F I N )  w o u l d  i n c r e a s e  p r o d u c t i o n  t a x e s  b y  5 8 0 %  s i n c e  2 0 0 5

E ^ o n M o b i l



A l a s k a  N e e d s  a  L o n g - T e r m  R e s o u r c e  D e v e l o p m e n t  P o l i c y

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

r e s o u r c e  p o l i c y :

-  C h a r a c t e r i z a t i o n  o f  s t a t e - w i d e  r e s o u r c e  p o t e n t i a l

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

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

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

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

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

H o w  d o  w e  

c o m m e r c i a l i z e  

A l a s k a ’s  f u l l  

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

Alaska R e s o u r c e  A s s e s s m e n t  
76 B i l l io n  B ar re ls  of O i l

Does not include additional 259 
TCF of potential gas (43 DBOE)

U nd iscove red
Potential*

Re m a in ing  

P roduced

S O U R C E :  U S G S ,  M M S , D N R * mean undiscovered technically recoverable resource
E ^ o n M o b i l
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T E S T IM O N Y  O F  C R A IG  H A Y M E S

O N  P R O P O S E D  C S  S B  2001 (F IN )

T O  T H E  A L A S K A  S E N A T E  F IN A N C E  C O M M IT T E E

N O V E M B E R  14, 2 0 0 7

INTRODUCTION

M r. C h a irm a n , m e m b e rs  of the com m ittee :

G o o d  a fte rn o o n . F o r  the reco rd , m y n am e  is  C ra ig  H a y m e s . I am  the A la s k a  

P ro d uction  M a n a g e r for E xxo n M o b il, b a se d  in A n c h o ra g e . W ith  m e is  D an  S e e k e rs , 

w h o  m a n a g e s  o u r A la s k a  ta x  a ffa irs . I w ant to th a n k  the co m m ittee  fo r the opportun ity 

to e x p re s s  E xx o n M o b il’s  v ie w s  regard ing  the A d m in is tra tio n 's  p ro p o sed  tax  in c re a se .

I w ould  like to s ta te  at the ou tset that E xxo n M o b il b e lie v e s  the in c re a se  p ro p o sed  by the 

A dm in istra tio n  will not resu lt in the add itional in vestm en t n eed ed  to m a x im ize  the 

d eve lo p m en t of A la s k a ’s  re s o u rc e s . W h en  you c o n s id e r  A la s k a 's  re so u rc e  potentia l 

a n d  the cu rre n t p roduction  d ec lin e  w e  do not sup p ort the ta x  in c re a s e  p ro p o sed  by the 

A d m in istra tio n .

In light of th e  p ro p o sed  tax  in c re a se  w e will fa c e , E x x o n M o b il will n eed  to re - a s s e s s  all 

cu rre n t a n d  future p ro jects  in A la s k a . In addition  to the s ig n ifican t in c re a se  in b a se  and  

p ro g ress iv ity  a sp e c ts  of the p ro p o sed  tax  bill, there  is  a lso  s ig n ifican t u n ce rta in ty  in 

a llo w ab le  co st re c o v e r ie s  and  c re d its , m an y  a s p e c ts  of w h ich  I will d is c u s s  sh o it ly .

W h en  you co m b in e  th is g re a te r u n ce rta in ty  with a n o th e r in c re a se  in ta x e s  it will 

s ig n ifican tly  re d u ce  the a ttra c t iv e n e ss  of fu tu re  p ro je c ts  in A la s k a .



S e c tio n  17 of the S e n a te  F in a n c e  C o m m ittee  Su b stitu te  p ro p o se s  the b a se  ta x  ra te  at 

2 2 .5 % . W e  a re  p le a se d  to s e e  that the C o m m ittee  Su b stitu te  d o e s  not in c re a se  w hat 

w e  b e lie ve  is  a lre a d y  a  high b a se  P P T  tax  ra te . A s  I h a ve  testified  n u m ero u s tim e s, 

A la s k a  h a s  s ig n ifican t u n d isco ve re d  re so u rce  potentia l in both oil and  g a s . T o  date 

A la s k a  h a s  p roduced  17 billion b a rre ls  of oil to d ate  -  a  world c la s s  re su lt ; but oil 

p roduction  is d eclin ing  and  is now  at on e  third of its p ea k .
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ALASKA’S RESOURCE POTENTIAL IS SIGNIFICANT

W hilst A la s k a ’s  re so u rce  potentia l is  h igh , the O il and  G a s  Jo u rn a l and  E n e rg y  

Inform ation A 'lm in istra tio n  report that its world  rank ing  of p roved  re s e rv e s  h a s  declined  

from  14 th in 19 77  to a  position  c lo s e r  to 30 '" to day . H ow  c a n  A la s k a  in c re a se  p roved  

re s e rv e s , how  ca n  w e  co m m e rc ia lize  A la s k a ’s  re so u rce  p o tentia l?

Alaska Resource Assessment 
76 B illion Barrels o f Oil
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C h a llen g in g  A la s k a ’s  s ig n ifican t re so u rce  potentia l, and  the p a ce  of exp lo ration  and 

d eve lo p m e n t, is  A la s k a ’s  high co st en v iro n m en t. In c re a s in g  the b a se  tax  rate and  the 

p ro g ress iv ity  su rc h a rg e  will not he lp  th is high co st c h a lle n g e  and  will not attract the 

in c re a s in g  in vestm en t req u ired . W e  urge this C o m m ittee  to not adopt S e c tio n  17.
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Line 22 of Section 24 on page 18 would limit to 50% the amount of a tax credit that may 

be claimed in a single calendar year. When the PPT was being considered last year, 

much attention was given to the need to incentivize investments and offset the impacts 

of the substantial increase in tax rates. The Legislature realized that providing a 20% 

tax credit provided such an incentive and buffer. We do not see how reducing this 

incentive will increase the significant capital investments necessary to mitigate Alaska's 

oil decline.

ALASKA’S FUTURE OIL PRODUCTION

Alaska is currently producing approximately 750,000 barrels of oil per day from the 

North Slope. The Department of Revenue Spring Revenue Sources Book forecast, as 

shown, shows that the current base production could be as low as 150,000 barrels per 

day within 10 years without ongoing and increasing investment (assuming 15% decline, 

which is typical for large oil fields such as Prudhoe Bay). Based on this forecast, within 

10 years, 75% of production will come from new investments.
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Conservatively, we estimate that at least $30-40 billion of new investment is required 

within the next 10 years to achieve the Department of Revenue forecast. This does not 

include the billions of dollars of additional operating expenditures that would be required 

to support the developments once they are producing. This is a significant level of 

future investment and spending.

The impact on all economic parameters must be c a r  fully weighed before a decision to 

progress an investment is made. Investment tax credits enhance the present value 

economics of new investments, and help alleviate a project's otherwise high cost. To 

stimulate new investment and maintain healthy resource development activity, the tax 

rate and investment tax credit levels must be carefully balanced.

Section 28, commencing on line 12 of page 21, proposes to eliminate the availability of 

tax credits for capital expenditures incurred during the five years immediately preceding 

the enactment of the PPT for producers with existing production. ExxonMobil believes 

the current transition provision, allowing 100% cost recovery of the prior five years of 

capital investment, is an important feature of the PPT since it recognizes the long time­

frame required for a return on an oil and gas i ivestment to occur.

Conversion to the PPT resulted in a 250% tax increase on the entire industry under 

today's prices- regardless if you had existing production oi were a new entrant. The 

Legislature recognized this dramatic change o Alaska's production tax regime by 

including a five-year transition allowance. The transition allowance was put in place to 

address the impacts on historical investments made under a significantly lower tax rate.
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The transition recovery period is also consistent with the State's objective to encourage 

future capital investment since the producer has to spend $2 of additional new capital 

for every $1 dollar of prior year investment recovered.

We recommend that the Committee reinstate the transition credits originally intended by 

the Legislature to mitigate the impacts of the conversion to the higher PPT tax and not 

adopt the propose changes to Section 28.

The Administration’s proposal will not increase investment in Alaska and will not 

enhance the development of Alaska’s resources. Increasing the base tax rate and the 

progressivity surcharge will not attract the increasing investment required.

ALASKA’S LARGE OIL FIELDS

We are pleased to see that Section 50 of the House Bill, commencing on line 26 of 

page 43 limiting the amount of allowable annual operating expenses for Legacy Fields 

to the 2006 actual amount indexed 3°b per year has also been removed. Prudhoe Bay 

and Kuparuk account for over 70% of the State's North Slope oil production, With 

continued investment these fields could remain at this portion of production for the next 

decade.

Wo believe it is unfair for industry to bo held to a 3% benchmaik versus actual costs. 

Industry costs are influenced by supply and demand more so than general inflation. 

This proposed limitation denies true recovery of costs to operate fields. Operating 

expenses are necessary to support in. w projects and capital investments, without the
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operating costs production of oil would not be possible. Even the Department of 

Revenue PPT implementation status report indicates that costs for oil and gas 

production equipment, facilities, construction materials and personnel have increased 

by 53% since 2005.

Prudhoe Bay and Kuparuk continue to support and play a “hub” role for all exploration 

and development activities. Prudhoe Bay and Kuparuk infrastructure has been 

leveraged historically for satellite developments. If the major Prudhoe Bay and Kuparuk 

developments did not exist these satellite fields would not have been economic to 

develop. As infrastructure on the North Slope expands the economic viaoility of future 

satellite developments increases. Encouraging increasing investment at these key 

fields is as important as encouraging investment in exploration and development of new 

fields.

Implementation of this provision would not take into account field development 

expansions, future heavy oil developments and other enhanced oil recovery projects 

that will have incremental costs to operate. Discriminating the legacy fields is 

inconsistent with the intent of a net profit tax and will not attract the increasing 

investment required to mitigate production decline.



As I have testified before, we view that fiscal predictability is important. Our 

investments are capital intensive and typically evaluated over timeframes of decades.

A change in the fiscal regime has a direct impact on how Me evaluate on a risked basis 

future investment decisions. For every well or project not progressed, additional 

production and State revenues are forgone.

November 14, 2007
FISCAL PREDICTABILITY IS IMPORTANT

A la sk a  P ro d u ctio n  T a x  in c re a s e s  

(B a s e d  on D O R  F Y  2008 P ro d u ctio n , C a p e x  & O pex S p e n d )
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The Administration's proposed tax increase would repiesent the third significant change 

to Alaska's fiscal temis in the past thiee vears. As a result of these changes, the 

industry tax burden has increased by approximately 350% at today’s p.ices With the 

current Committee Substitute proposal the tax increase would be approximately 580% 

under today's prices.

ExxonMobil expects to be involved in Alaska for many years to come, In light of the 

proposed tax increase we will face, ExxonMobil will need to re-assess all current and 

future piojocts in Alaska.

- 7 -
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E X X O N M O B IL 'S  P O S IT IO N  O N  T H E  C O M M IT T E E  S U B S T IT U T E

I would now like to offer ExxonMobil's view on the major provisions of the Committee

Substitute for Senate Bill 2001 (FIN). In analyzing the Committee Substitute, we found

that virtually all of the provisions are simply tax increases, further increases in

complexity, create greater uncertainty and administrative burden, and are unreasonably

excessive. Our additional specific comments are presented in the following section-by-

section analysis.

A d d it io n a l re p o rt in g  re q u ire m e n ts  fo r  e x p lo ra t io n  ta x  c r e d it s :

Paragraph (B) of Section 33, beginning on line 24 on page 25 would require that in 

order to qualify for an exploration tax credit an explorer has to agree in writing to 

release highly proprietary information; such as seismic, well geophysical surveys and 

core samples. Providing this type of proprietary information is not the norm throughout 

North America. Releasing key competitive and high value information would be a 

concern to any explorer. It often takes decades to progress from exploration to 

production phase. The release of proprietary and competitive information before an 

asset is producing is not appropriate so early in the phase of a future development.

This would decrease the value of the exploration credit and may discourage an explorer 

from applying for the credit.

The confidentiality provisions are also of serious concern. The proposal provides 

confidentiality protection for only ten years for most of the seismic data required to be 

produced, and for only two years on the rest. Exploration is a long-term effort. 

Alaska’s exploration tax credits will improve the attractiveness of futuro programs, but 

the value of these credits will be undermined by tying them to complying with onerous
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requirements. ExxonMobil urges this Committee to remove the onerous requirements 

outlined in Section 33.

Penalties:

Section 40, commencing on line 1 of page 30 proposes to allow the Department of 

Revenue to assess a penalty of up to $1,000 per day for each day a "tax return" is not 

filed when required. Paragraph (7) of Section 42 commencing on line 18 of page 32, 

proposes to allow the Department of Revenue to assess a $1,000 penalty per day for 

each "report, statement or other document" the Department “considers necessary" to 

forecast state revenue that a producer, explorer or operator fails to provide when the 

Department deems necessary. Both amendments are excessive and unnecessary.

Under current law, there are already significant penalties to ensure taxpayer compliance 

with filing tax returns and providing other information to the Department. Such penalties 

include a 5% penalty per month (25% maximum) for failure to file a tax return and a 

similar penalty for failure to pay the full amount of tax when due, among others. The 

Department also has significant powers to compel production of information, including 

holding investigations, issuing subpoenas and taking depositions. For these reasons. 

ExxonMobil believes the proposed penalties are unnecessary.

In addition, the proposed penalties are unreasonably excessive. A $1.000 per day 

penalty for each "report, statement or other document" that is not produced "at the time 

required" by the Department can quickly result in amounts disproportionate to the 

nature or severity of the offense For example, a single one page document that a 

taxpayer did not provide six months earlier because the taxpayer reasonably believed it



was already addressed in another submission, would subject the taxpayer to a penalty 

close to $200,000. The $1,000 per day penalties should be removed.

We are pleased to see that the punitive understatement penalties proposed by the 

House were not incorporated into the Committee Substitute. These penalties would 

have likely lead to delayed audit assessments and increased audit disputes.

Substantial underpayment penalties already exist under Alaska law. ExxonMobil is 

required by law and its internal policies and controls to file complete, accurate and 

timely tax returns. Establishing such punitive measures would create greater 

uncertainty, undermine positive working relationships between the Government and 

industry, and add complexity to the administration of the PPT.

Information Requests:

The Administration is proposing that they require additional information to assist in the 

administration of the PPT and improve their ability to forecast future revenues for PPT. 

We recognize conversion to the net based PPT structure has increased the information 

needs for the Department of Revenue, and ExxonMobil is willing to help the Department 

meet its needs. We believe that additional information requirements beyond that 

currently submitted with our tax filings needs to be carefully considered. There must be 

some limitatu m s  and reasonableness standards established.

For example, subsection (f) of Section *11 of the Committee Substitute, commencing on 

line 22 of page 30. lists items a producer, explorer or an operator would be required to 

provide the Department on a monthly basis. Items (1 )-(7) are clear, however item (8) 

on line A of paga 31 would obligate the producer, explorer or operator to provide any



"other records and information the department considers necessary. . ." - every month. 

This language is ambiguous on what standards would be applied and how a taxpayer 

would comply. Taxpayers would be required to provide whatever the Department's 

auditors consider "necessary". We believe item (8) is too open-ended and should be 

deleted.

Paragraph (5) of Section 42, commencing on line 4 of page 32, would require a 

producer, explorer or operator to file whatever reports and copies of records the 

Department considers "necessary" to forecast PPT revenues. We believe this 

language in paragraph (5) is too vague. While recognizing the Department’s need for 

forward looking data we believe the tax statutes should specify the required information.

P ro d u c t io n  o f T a x p a y e r  In fo rm a t io n :

Paragraph (6) of Section 42, commencing on line 13 of page 32, proposes ihat 

taxpayers with at least 100,000 barrels a day production must report their gross sales 

revenues and expenses. This amendment should not be adopted.

ExxonMobil discloses financial information as required by the Securities and Exchange 

Commission (SEC), and other regulatory bodies. As a global company, we do not 

disclose earnings on a country-by-country. or a state-oy-state basis. SEC mles do not 

require that ExxonMobil's Alaskan operations be separately disclosed in our periodic 

financial statements. Additionally, ExxonMobil's affiliates which operate principally in 

Alaska have no outstanding publicly traded debt, and therefore ExxonMobil is not 

required to separately report the earnings of those subsidiaries.
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Being a global company, ExxonMobil does not disclose U.S. earnings on a state-by- 

state basis because such information could be used by our competitors to discern 

information regarding our operating costs, investments, contract terms, or other 

competitive information.

While Alaskan operating results are monitored internally, since these results are 

calculated to measure operating performance rather than for financial reporting, they 

are not in conformance with Generally Accepted Accounting Principles (GAAP) 

requirements for external disclosure. The fact that our internal results are recorded for 

a purpose other than financial reporting and are not kept in accordance with GAAP 

means they are not strictly comparable to the Alaskan numbers that our competitors 

publicly report and they are competitively sensitive information, the disclosure of which 

would be harmful to ExxonMobil.

ExxonMobil remains prepared to work with the state to improve the state's ability to 

forecast PPT revenues. Given the confidentiality provided to taxpayers, ExxonMobil 

has and will continue to provide the Department of Revenue with all data required to 

successfully administer PPT or any future liscal tax structure. We urge this Committee 

to not adopt this proposed amendment.

Statute Of Lim itations

In lines 27-29 on page 32, Section 43 of tfio Committee Substitute proposes a new four 

year statute of limitations for the PPT only. While we are pleased to see the House's 

six year proposal was not included in the Committee Substitute, will fail to understand 

why this amendment is needed. Currently, the statute of limitations for the PPT, as
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well as all other taxes under Title 43, is three years. The Department has not started a 

single PPT audit and increasing the statute of limitations can only delay audits and 

increase administrative costs. Historically, most companies generally extend the audit 

deadlines as appropriate when requested by the Department of Revenue.

The purpose of a tax statute of limitations is to establish a reasonable time within which 

an audit must be brought so that the records, documents, and recollections of witnesses 

are not lost by the time the claims are finally raised. It also provides some limitation on 

the amount of interest that could accrue on any underpayment claimed in an audit. 

Extending the statute of limitations to even four years could result in audits not being 

completed for four years, when they may have otherwise been done more quickly, 

increasing the interest risk to taxpayers,

The present three-year statute of limitations has worked well for all the taxes, including 

the production tax. We believe lines 27-29 on page 32 should be deleted.

A ctu a l P ip e lin e  Tran sp o rtatio n  C o s ts :

Section 45, commencing on line 18 of page 34 and continuing through line 13 on page 

35. is proposing that the Department of Revenue can substitute, at anytime, its 

determination of "reasonable" costs of transportation for the taxpayer's actual pipeline 

tariffs. Currently, a taxpayer's actual transportation costs are used to determine the 

taxable value of the taxpayer's oil unless the Department estaLl'shes all three 

conditions set forth in AS 43.55.150(a). The proposed amendment would ease that 

standard to allow actual costs to be disregarded by an auditor by simply asserting the
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actual costs do not meet the auditor's view of "reasonableness", despite the existence 

of federally regulated tariffs.

The proposed amendment represents another instance where the Department of 

Revenue is asking the Legislature to allow it to selectively determine what costs it 

deems reasonable versus allowing the deduction of valid costs properly incurred.

In the Committee Substitute, Section 150(b) would be amended, commencing on line 1 

of page 35, to provide that only tariff rates that "have been adjudicated as just and 

reasonable" by the RCA or other regulatory agency are considered prima facia 

reasonable. This could unduly restrict rates that will be considered as reasonable 

costs. In certain instances, tariff rates may be properly filed, as currently allowed, and 

not challenged by any party or allowed to go into effect on an interim basis. In such 

case there may not be a f.nal "adjudication" of the reasonableness of the rates when 

they go into effect. If challenged, a period of time may pass before the rates are finally 

determined to be just and reasonable. Any such final determination by the relevant 

regulatory agency will address any revision in the rate that may be required, including 

for prior periods. These matters should be left to the determination of the regulatory 

agencies with responsibility for such matters. There is no need to further condition how 

these rates will be used to determine allowable transportation costs. The proposed 

changes to AS.43.55.150 in Section 45 of the Committee Substitute should not bo 

adopted.



We are pleased to see the limitation proposed by the House to restrict qualified lease 

expenditures to those "incurred in the state" has been deleted. Limiting lease 

expenditures to those incurred physically within the producer's or explorer's lease or 

property or those incurred only in the state would reduce the attractiveness of 

development and exploration activities. Given the extreme arctic conditions and limited 

construction capabilities on the North Slope, necessary equipment and production 

modules are often fabricated elsewhere for delivery to the Slope. Drilling rigs, 

unavailable in Alaska but needed for exploration and well work, are imported from the 

Lower 48. These are ordinary and necessary costs required for the operation of the 

North Slops production facilities and exploration activities, bo’h essential for the future 

development of Alaska's resources. Disallowing such costs would reduce the 

attractiveness of future development and exploration projects and diminish the 

likelihood of those projects being funded,

L e a s e  E x p e n d i tu r e s  A llo w ed  By D e p a r tm e n t  R e g u la t io n :

Paragraph (B) of Section 49, commencing on line 6 of page 39, is proposing that the 

Department of Revenue can determine, by regulation, which costs should be allowed as 

qualified lease expenditures, despite the fact that the Legislature has already clearly 

identified under AS 43.55.165(e) those costs that cannot be allowed. The proposed 

language, "allowed by the department by regulation" is different than the normal 

regulation granting authority used elsewhere in the PPT statute. It is this difference that 

raises concern.

November 14, 2007
Location of Lease Expenditures:
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Generally, regulations are promulgated to interpret or apply a law. The language "as 

determined under regulation" or "as may be established by regulation" used elsewhere 

in the PPT statutes convey the Legislature's intent to have the Department interpret or 

apply the Legislature's policy. The proposed amendment, however, could be the basis 

for the Department to constrict or disregard certain PPT statutory provisions which the 

Legislature adopted to establish what costs qualify as lease expenditures. For 

example, the proposed amendment could lead to the Department adopting its own 

standards as to what constitutes an ordinary and necessary business expense, despite 

the AS 43.55.165(j)(2) requirement that the established federal rules determine what 

costs can be used. The proposed amendment could also cause the Department to 

ignore those costs allowed by AS 43.55.165(b) as direct costs. Authorizing a regulation 

that could provide the basis for the Department to limit or exclude costs otherwise 

allowed under other sections of the PPT would create an unpredictable tax law. The 

phrase "allowed by the department by regulation" appearing on line 6 of page 39 should 

be removed.

U s e  o f J o in t  In te re s t  B i l l in g s  A s  S ta r t in g  P o in t  F o r  A u d it s :

Wo are pleased to see AS 43.55.165(c), which would allow the use of joint interest 

billings as the starting point for audits, reinstated in Section 5 1 of the Committee 

Substitute. As a non-operator at Prudhoe Bay. Kuparuk, Duck Island and Granite Point 

we never understood how not using this information is to anyone's advantage.

In a field's joint operating agreement the working interest owners have specified what

costs an operator can bill to the co-owners. All of a producer's deductible lease

expenditures are in accordance with the monthly cost data charged by the field operatoi

- lb-



to its co-owners. Each year the operator is subjected to very detailed audits by the other 

owners to ensure compliance with the limitations in those agreements. ExxonMobil 

currently spends over 100 staff weeks each year auditing operator joint billings to 

ensure we are not charged any inappropriate costs.

The use of these joint interest billings as the foundation of allowable business expenses 

would provide greater predictability and eliminate the need for the State to re-audit the 

same materials. Using joint interest billings will reduce disputes over appropriate 

deductions as well as the State's and the producers' administrative and audit costs. AS 

43.55.165(c) is an essential part of making the PPT tax structure work.

Costs Arising From Noncompliance With Lease/Permit/License Term s:

Paragraph (6) of Section 52, commencing on line 26 of page 41, is proposing to 

disallow expenditures that result from failure to comply with lease obligations or permit 

requirements. Such a limitation raises a number of concerns. In certain instances, a 

lease term is a matter of contract between the lease holder and the state as a 

contracting party. The contract typically will spell out the means for redress by the 

parties and the consequence of a "breach" of the contract. This should provide 

adequate remedies for the state to ensure contract obligations are met. In the case of a 

federal permit, there likely will be specific provisions that address the consequence of 

any permit non-compliance and what the permit holder must do to remedy the problem. 

These provisions are adequate to address any concerns for the state.

There is no recognition in the proposed language of tho severity of the non-compliance, 

or tho efforts by tho leaseholder or permit holder to comply. This is different from an act
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of "fraud" or "willful misconduct" contained in the current law. This is complicated by the 

uncertainty in the proposed language on how such a determination will be made. 

Particularly if the state is a party to a lease, there should be a separate determination 

whether there has been non-compliance with the lease term or permit and the remedy 

should be as spelled out in the contract (or as allowed by existing law). The language 

"..,or failure to comply with an obligation under a lease, permit, or license issued by the 

state or federal government" is unnecessary.

D is a l lo w a n c e  o f  t h e  E n t i re  C o s t  in T r a n s a c t i o n s  B e tw e e n  R e la te d  P a r t i e s

We are also pleased to see paragraph (6) of Section 48 of the House Bill, commencing 

on line 6 of page 41, would have disallowed the entire amount of an expenditure under 

transactions between affiliates or related parties unless the taxpayer "establishes to the 

satisfaction of the DOR" that the expenditure did not exceed fair market value was 

deleted in the Committee Substitute. This requirement would have been a very 

subjective standard with no reasonableness test. If a taxpayer could not establish that 

a transaction was not in excess of fair market value, then none of the expenditures 

would have been allowed. We believe that costs should be allowed, except for that 

portion determined to be in excess of fair market value. Disallowance of total costs 

would create uncertainty and reduce incentives for investment.

C o s t s  A r is in g  F ro m  An U n s c h e d u l e d  In te r ru p t io n  Of P r o d u c t i o n :

Paragraph (19) starting on line 19 of page 43 proposes to disallow costs incurred in 

response to a failure, problem or event that results in an unscheduled interruption of or 

reduction in the oil or gas production or is undertaken in response to or is otherwise



associated with an unpermitted release of a hazardous substance or gas. unless 

caused by a "super1 force majeure.

We believe the language of this proposed revision is ambiguous and will lead to 

additional audit exceptions. What constitutes a "failure, problem or event" and under 

what standards would any of those be determined? Costs associated with any 

temporary, unforeseen shutdown or minor interruptions, regardless how minor, could be 

disallowed by an auditor despite such "event" arising despite otherwise prudent and 

necessary business operations. In addition, given the safeguards already existing in 

the current PPT and the proposed amendment in paragraph (6) disallowing costs 

arising from violations of law, we believe paragraph (19) is unnecessary.

During the formation of the PPT legislation, the Legislature, upon the recommendation 

of Dr. Pedro van Meurs, adopted a flat 30e per barrel exclusion from what would 

otherwise be a producer’s capital portion of its lease expenditures. The flat 30e per 

barrel exclusion provides an objective floor for maintenance cost and avoids the 

problems of case-by-case decisions. The 30c exclusion applies every year regardless 

if there is a triggering event or not. Adopting the proposed amendment, while leaving 

the flat 30c per barrel exclusion in the law, would result in a double disallowance of the 

same costs. We do not support paragraph (19), and it should be removed.

Disallowance/Limitation Of Costs Associated With Refineries/Crude Oil Topping Plants: 

Paragraph (20) starting on line 16 of page 44 proposes to disallow and limit costs 

associated with refineries and crude oil topping plants, essential components of 

producing oil from the North Slope.
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Currently, the State of Alaska and the federal government require North Slope 

operators to convert to ultra low sulfur diesel to operate all North Slope motor vehicles 

and off road equipment. The North Slope producers are considering a modification to 

the existing Kuparuk crude oil topping plant to produce the required ultra low sulfur 

diesel. The proposed amendment reduces the economic viability of a potential crude oil 

topping plant modification. Without a modification to the existing crude oil topping plant, 

it will be necessary to haul low sulfur diesel up to the slope, requiring up to 50 trucks per 

day. This could potentially increase environmental impacts, including increased 

exhaust emissions and potential spill risks from truck accidents. Costs associated with 

the topping plant should therefore be recoverable just as the costs to truck diesel to the 

Slope would be.

The Administration's proposed amendment encourages a less optimum solution for the 

oil industry and the State, Paragraph (20) would increase operating costs while 

complicating business operations and should not be adopted.

Disclosure Of Tax Information:

Section 55 of the Committee Substitute, commencing on line 11 of page 46, proposes 

the publication of certain proprietary tax information when such information is 

aggregated among three or more producers or exploiers. We understand the 

Administration's and Legislature's desire to obtain information necessary for the 

development of the PPT net tax framework to provide the State of Alaska with a fair 

return on the development of its energy resources. We also support the 

Administration's goal of transparency. Aggregation of information from three companies



dramatically increases the likelihood that competitors, including competitors whose 

information is being aggregated, will be able to determine individual company 

proprietary information.

Such information could be used by competitors to discern information regarding 

operating costs, investments, contract terms, or other competitive information. This 

risk of individual company proprietary information being ascertained by competitors 

could also create conflicts between the proposed amendment and federal protections 

provided in the Federal Trade Secrets Act and federal Anti Trust laws. The propused 

amendment may also violate the Alaska Constitution's right of privacy, equal protection 

and unlawful takings of commercially sensitive data protections.

The Legislature should ensure taxpayer information remains confidential.

Exceptions to Tax Credits

We are pleased to see that the House's proposal to prevent a taxpayer from claiming 

any tax credits if the taxpayer has an outstanding judgment or agency decision in 

excess of $100k which the taxpayer has not paid to the court pending appeal was not 

included in the Committee Substitute We believe that proposal would have selectively 

penalized certain appellants for exercising due process rights to appeal a judgment by 

requiring them to prepay that judgment which is still subject to judicial challenge. We 

do not believe that the legislature should create tax laws designed to influence the 

appellate process. Such a provision would increase uncertainty of tho availability of tax 

credits and would not encourage capital investments. Ambiguity of language could 

result in retroactive application to all open post 2007 tax years.



ALASKA NEEDS A LONG-TERM RESOURCE DEVELOPMENT POLICY

ExxonMobil does not support the proposed tax increase. In light of the proposed tax 

increase we will face, ExxonMobil will need to re-assess all current and future projects 

in Alaska. In addition to the significant increase in base and progressivity aspects of the 

proposed tax bill, there is also significant uncertainty in allowable cost recoveries and 

credits. When you combine this greater uncertainty with another increase in taxes it will 

significantly reduce the attractiveness of future projects in Alaska..

The full development of Alaska’s resource potential will require Government, the 

industry, and the people of Alaska to work together to enhance the development of 

Alaska’s resources. We believe that Alaska needs to create a long-term resource 

development policy, a policy that will encourage increasing investment needed to 

mitigate production decline, a policy that recognizes Alaska’s high cost and challenging 

environment, a policy that will encourage the full development of Alaska’s oil and gas 

resources. I hope that key points addressed in my testimony aie considered:

• Alaska has significant resource potential, but it is in a high cost environment

• Oil production is one third of its peak, yet we have only produced one fourth of 

the oil resource potential. The gas resource potential is equal to oil.

• In 10 years, 75% of Alaska’s future oil production needs over $30-40 billion of 

new investments - investments that are needed sooner than 10 years.

• Prudhoe Bay and Kuparuk are the "hub" of the Noith Slope, they 

ExxonMobii looks forward to working with the Administration, the legislators, industry 

and tho people of Alaska in the future pursuit and development of its oil and gas 

resources. Thank you again Mister Chairman for the opportunity to testify today.
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A l a s k a  O i l  a n d  G a s  A s s o c i a t i o n

A O G A  121 W. Fireweed Lane, Suite 207
Anchorage, Alaska 99503-2035
Phone: (907)272-1481 Fax: (907)279-8114

TESTIMONY OF THE 

ALASKA OIL AND GAS ASSOCIATION 

TO THE SENATE FINANCE COMMITTEE 

REGARDING CSSB 200l(JUD) 

November 9, 2007

S ubmitted  in Writing in k ; i i i e  R ecord instead  of 
B eing Presented  Ora lly  to j he Commi it e e

Mr. Chairman and Members o f  ihe Committee:

My name is Marilyn Croekell and I am the Executive Director o f  the Alaska Oil and Gas 
Association ("AOGA”). AOGA is the trade association for the oil and gas industry in Alaska. 
Our 17 members account for the majority o f  oil and gas exploration, development, production, 
transportation, refining and marketing activities in the slate. Our membership includes Agrium, 
Alycska Pipeline Service Co., and Alaska’s instate refiners. It includes companies new to this 
state, hoping for the opportunity to explore. It includes companies that are active today and do 
not yet have production (but hope to in the future). And it includes companies that are producing 
today and have been producing here for years.

As one o f  its important functions, AOGA provides a forum for its members to consider 
regulatory and legislative proposals, and to reach agreement about industry positions on those 
proposals. Normally, to establish an AOGA position, a 5/6 vote is required. This ensures that, 
when AOGA voices a position, regulators and legislators can be assured that that position is the 
position of the overwhelming majority o f  Alaska’s oil and gas industry.

But on tax issues, AOGA takes this approval process to Ihe highest level, We lake 
positions about taxes only if there is complete conson in our Tax Committee about what is to 
lie said. Every member receives a copy o f  each proposed statement on taxes while i: is still only 
in draft form, and if any o f  them objects to something in a proposed statement, either that portion 
o f  the statement is rewritten to satisfy the objection, or else it is deleted. My testimony today lias 
been developed and approved under this principle, with no dissent,

Throughout this special legislative session, individual companies have presented their



v ie w s  b ased  on  th e ir  o p e ra t io n s  an d  the im p ac t  o f  the p ro p o se d  leg is la t ion  to th e ir  in d iv idua l  
c o m p a n ie s .  T h e  ro le  for A O G A  is o b v io u s ly  d ifferen t,  a n d  w e  h a v e  focused  o u r  te s t im o n y  on 
tw o k e y  areas .

Firs t ,  w e ’v e  s tr ived  to pu t in to  pe rsp ec t iv e  the crit ical im p o r ta n c e  o f  c o n t in u e d  a n d  fu ture  
in d u s try  in v e s tm e n t  n eed ed  to a d d re s s  the  m o s t  s ign if ican t  issue  fac in g  A la s k a ’s fu tu re—  
d e c l in in g  p ro d u c t io n  to  the S ta te  o f  A laska .

S e c o n d ,  th ro u g h  A O G A ’s T a x  C o m m ittee ,  w e ’v e  p ro v id e d  v e ry  sp e c if ic  c o m m e n ts  on 
the  n u m e ro u s  te c h n ic a l  c o m p o n e n ts  o f  the v e rs ions  o f  the  leg is la t ion  b e fo re  e a c h  co m m ittee .  
W e ’v e  re l ied  h eav i ly  o n  the ex p e r t i se  and  e x p e r ien ce  o f  o u r  T ax  C o m m it te e  m e m b e r s  w h o  have  
y e a rs  o f  e x p e r ie n c e  o p e ra t in g  w i th in  the s ta te ’s tax s truc tu re .

W e ’ve  h e a rd  it said re p e a te d ly  tha t o u r  industry  w ill  “g a m e  the s y s te m "  to lake  un fa ir  
a d v a n ta g e  o f  the  S ta te  —  even  to the po in t ,  so m e  h av e  a sse r ted ,  o f  im p ro p e r ly  c la im in g  cos ts  for 
lo b b y in g ,  a d v e r t i s in g  o r  d o n a t io n s  to A la sk a n  charit ies ,  d e sp i te  a s s u ra n c e s  b y  the  A d m in is tra t io n  
that th o se  co s ts  a re  n o t  a l lo w e d  u n d e r  the  p resen t  law  a n d  will  no t be to le ra te d  on  audit.  
A c c u s a t io n s  o f  “ g a m in g  the sy s te m ” im p lie s  the c o m p a n ie s  w ill  c h e a t  on  the ir  taxes  a n d  c h ea t  on 
the  w a y  they  d o  b u s in e ss ,  i f  they  th in k  they  can  ge t  a w a y  w ith  it. N o t  o n ly  is tha t a g a in s t  the 
law , it is an  in su lt  to  the  in teg r i ty  o f  th e  th o u san d s  o f  h o n e s t  A la s k a n s  w h o  w o rk  in o u r  industry .

F u r th e r ,  w e  all p ro b a b ly  k n o w , or k n o w  of, in d iv id u a ls  w h o  “ g a m e  the  s y s te m ” a little bit 
w h en  th e y  rep o r t  a n d  p a y  th e ir  o w n  in c o m e  taxes to  the IRS. T h e y  m ig h t  p a d  a  d e d u c t io n ,  o r  fail 
to  inc lu d e  ca sh  in c o m e  they go t, o r  fudge  the ir  tax a little in s o m e  o th e r  w ay .  T o  the  ex ten t  
s o m e o n e  m ig h t  d o  this , it is b ec a u se  he  o r  sh e  feels  the o d d s  o f  b e in g  a u d i te d  a n d  c a u g h t  by  the 
IR S  are  s m a l l  e n o u g h  to  m a k e  it w or th  tak in g  that ch an ce .  But d o  y o u  k n o w  a n y o n e  w h o  w o u ld  
“ g a m e  the  s y s te m ” i f  the  ch a n c e s  o f  b e in g  aud ited  by the  IRS w e re  100 p e rc e n t?  O f  c o u rs e  not. 
W ell ,  oil c o m p a n ie s  a re  a u d i te d  tw ice . First, by  each  o th e r  to  e n s u re  no  u n n e c e s s a ry  o r  infla ted  
c os ts  a rc  c h a rg e d  to  o n e  a n o th e r  w h e n  they jo in t ly  ope ra te  a field. A n d  these  a u d i ts  a re  ever) '  bit 
as  a g g re s s iv e  a s  the  IRS in m a k in g  su re  no  cos ts  a re  im p ro p e r ly  in c lu d ed  in the  bills th ey  h av e  to 
p ay .  S e c o n d ,  oil c o m p a n y  re tu rns  a re  au d i ted  for e v e ry  s ta te  lax they  rep o r t  a n d  p a y  to the  Stale , 
lo r  e v e ry  tax  pe r io d .  T h e  S ta te ’s p resen t  oil and g a s  tax a u d i to rs  a re  sm art ,  e x p e r ie n c e d  and  
p ro fe s s io n a l ly  q u a l i f ied ,  a n d  w e  e x p e c t  the n e w  o n e s  to b e  h ired  w il l  b e  e q u a l ly  good.

M o s t  recen t ly ,  we hea r  it b e in g  sa id  that the  G a f fn e y  ( line  e c o n o m ic  m o d e l  s h o w s  
A la sk a  can  sa fe ly  ra ise  the p ro d u c t io n  tax far  b ey o n d  l 'I ’T ’.s cu rren t  leve ls  w ith o u t  je o p a rd iz in g  
in v e s tm e n ts  for the N orth  S lope. I ’m  no  expert ,  so  I left th e ir  C a p e x  M u l t ip l ie r ,  O p e x  M ult ip l ie r  
and  P ro d u c t io n  M u lt ip l ie r  at 100%. T h e n ,  w h e n  I p lu g g ed  ze ro  in a s  th e  v a lu e  o f  the  oil. the 
m o d e l  c a m e  up  w ith  the to ta lly  u n ex p ec ted  resu lt  that the p r o d u c e r ’s in te rna l  ra te  o f  re tu rn  is 156 
pe rcen t .  1 go t  the s a m e  resu lt  w h e n  I p lu g g e d  ze ro  in as Ihe v o lu m e  o f  o il b e in g  p ro d u ced ,  
in s tead  o f  p lu g g in g  it in a s  the  price.

A f te r  I tes t if ied  ab o u t  this to the  H o u se  F in an ce  C o m m it te e  y e s te rd a y ,  GalTnoy C line  w as 
inv i ted  to  the w itn e ss  tab le  and  e x p la in e d  to that C o m m it te e  tha t  the  m o d e l  is in c lu d in g  the
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results from several prior years’ worth o f  in-1111 drilling as well as those from the new 
investment. Gaffney Cline said, o f  course the model would still show profits because those prior 
investments are still making a lot of money under the model. And that’s true.

But this answer has made me wonder, who in the world makes new investment decisions 
on the basis of how well or poorly past investments arc performing? Industry’s investments 
today have to stand or fall on their own merits, not on past successes or failures.

The point I was trying to make to House Finance, and which AOGA is now making to 
you in Senate Finance, is that the Gaffney C’linc model has very clear and rigid limitations about 
how it should be used, and about the validity o f  its results in predicting future investment 
behavior. Rolling the success o f  past investments into the analysis o f  current ones is but one 
issue. Yet Gaffney Cline has testified that its model’s conclusions about degree o f  economic 
success for the combined success of several years of in-fill drilling means this Legislature docs 
not have to fear that investments in the Prudhoe Bay or Kuparuk fields will dry up if Alaska 
raises its production tax as has been proposed. It is this latter part o f  Gaffney Cline’s testimony 
that we see as so dangerous for Alaska’s future.

For one thing, the model relics a great deal on the internal rate of return o f  an investment 
and its net present value. These can be useful tools for evaluating an investment opportunity, but 
there are other very important metrics for judging investments as well. Suppose, for instance, 1 
pay you everything I have right now, and at the end o f  10 years you will give me 75 times what 
I 'm giving you, but you will give me absolutely nothing between now and then. The internal 
rate o f  return on this “ investment” is about 54% and its net present value, at 15%, is 17 Vi times 
my “ investment” —  nice enough figures even compared to some of the results o f  the model. But 
(lie problem with this “ investment” is, if I want to feed, house and clothe my family anytime in 
the next 10 years, I won’t have the cash to do it with this investment. The point is, it is often as 
important, or more so, to look at the cash with an investment as it is to look at its internal rate of 
return. But Gaffney Cline have focused on internal rates o f  return and net present values to the 
exclusion o f  other ways that investors use to evaluate investment opportunities.

Gaffney Cline doesn’t say much about the economies o f  the other, more significant kinds 
of investments that will have to he made in order to meet the challenge o f  declining oil 
production. These other kinds o f  investments have materially different patterns and liming of 
cash flows from those for drilling an in-lili well, The engineering and design, fabrication, 
shipment to the Slope, and installation o f  a new production module to replace a 3()-ycar-old 
gathering center in a “ legacy field,” for instance, will require years o f  capital outlays totaling 
hundreds o f  millions o f  dollars before the first barrel is ever produced through the new module.
I he effects of the time-value of money for this investment are very different from what they are 
for drilling a well.

The Gaffney Cline model does not reflect the difference in patterns and timing o f  cash 
Hows for all types of  investments.
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Gaffney Cline also doesn’t say much about differences in risk between different kinds of 
investment. They point out that new technology today allows an in-fill well to be drilled within 
feel of the desiied path all the way to its target. They acknowledge that there is some risk to this, 
not very much —  a point AOGA will concede, for the sake o f  argument, in the case of an in-fill 
well. However, a small risk in the ease of in-fill drilling does not mean all investments in a 
"legacy field” have comparably small risk. Take, for example, the production module for infra­
structure renewal that was just mentioned. What if the barge sinks or capsizes on the say to the 
Slope? Hundreds o f  millions of dollars would be sunk along with the module. There is nothing 
comparable to such a devastating risk. But the Gaffney Cline model doesn’t take such differ­
ences in risk into account. Or if it does, we have net heard them describe that modeling and its 
results in their testimony.

Gaffney Cline doesn’t say much about the differences between producing conventional 
oil and viscous or heavy oil either. Oh, no doubt you can twist one of the knobs on their model 
to increase Ihe operating costs and ilien say that this amounts to an approximation of the higher 
operating costs for viscous or heavy oil. But is it really? The friable nature of the West Sak and 
Schrader Bluff reservoir rock and the viscosity o f  that oil mean that laige quantities of find 
particles like silt come up with die oil. It takes special equipment, or special modifications of 
equipment, in order to separate this silt from the oil. It is not easy or inexpensive to do, either in 
terms o f  capex or opex. Once that oily silt is separated, it becomes legally a “hazardous 
substance” that has to be handled and disposed o f  in accordance will) very strict health, safety 
and environmental safeguards and procedures.

And heavy oil from the Ugnu formation may end up being produced by a technique that, 
in effect, creates streams o f  sand-like rock underground that flow through the reservoir rock, 
carrying the oil along with the flow of sand into the wells. The challenges and costs o f  separat­
ing so much sand from the oil and then disposing o f  that sand are even greater than for separating 
silt from Ihe less-thick viscous oil. Tweaking a knob on the model to triple the opex and capex 
for an in-fill drilling investment doesn’t begin to approximate either the degree o f  costs, nor the 
timing o f  when they are incurred, for viscous and heavy oil development, nor do-s it recognize 
the discounted price that then heavy oil would be sold at to markets. Depending on the 
technological challenges are overcome, the economics o f  heavy oil development might actually 
turn out to resemble those for a mine more than they resemble the economics for a conventional 
oil field.

In summary, AOGA is not saying the Gaffney Cline model is seriously wrong. Rather, 
we’re saying their model is incomplete. It deals with the in-lill drilling scenario with very 
impressive graphics, but it doesn’t seem to deal at all with the very different economics for the 
investments that offer the greatest long-term effects and opportunities for Alaska. In addition, 
the model excludes future costs associated with the well, including operating, repairs and 
abandonment.

To slate this point another way, if Alaska oil and gas opportunities are so very profitable, 
as the GalTney Cline model leads one to believe, then why is production less than one third of its



peak, and why have we only produced less than oiv quarter of the oil potential i.i Alaska? Even 
Pioneer and ENI have recently requested royalty relief for their developments. Doesn’t that send 
a message on the challenges facing new explorers and future development o f  Alaska’s resources? 
We believe that the focus needs to be on how to encourage the increasing diverse investment 
needed to develop Alaska’s resource potential. Raising taxes will not help.

The realities that confront Alaska arc these: First, nearly 90% of  the discretionary money 
that the State is spending this fiscal year is coming from oil production, and the Department of 
Revenue (“DOR”) predicts that oil revenues will account for over 80% of the State’s unrestricted 
discretionary revenues through Fiscal Year 2013, and 70% or more o f  those revenues from FY 
2014 to the end o f  its forecast period, FY 2017.1 These percentages arc before factoring in state 
revenues from a natural gas pipeline and from its associated natural gas production. Oil 
production has been, is today, and promises to remain the cornerstone o f  the finances o f  slate 
government.

Second, production decline is eroding this cornerstone. On the next page is a graph 
showing how die average daily production rate for North Slope oil has become less and less 
since FY 1989. It is a historical fact that, on average from FY 1997 to FY 2007, North Slope 
production each year has been 6.2% less than the year before, while Cook Inlet oil production 
declined at an average o f  8.0% a year.2

Third, it is going to cost billions and billions of dollars to slow this decline down. The 
North Slope’s historical decline o f  6% a year has occurred despite industry’s investment of over
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two billion dollars a year to produce more oil. Slowing the rate o f  decline below 6% will require 
each year massive increases beyond industry’s already substantial, historic level o f  investment. 
We believe the investment level needs to increase to be over S3 to S4 billion to mitigate 
production decline. That is almost double the current level o f  investment being undertaken.
Even the DOR’s production forecast shows what increasing level of investment is needed. How 
do you attract the significant increase in investment needed? We don’t believe increasing taxes 
will attract more investment, we believe it will slow down the investment levels needed. 
Increasing taxes will reduce the attractiveness of new projects and opportunities.

The difference between an ongoing decline of 6% a year and, for instance, 3% may not 
sound like much, but the difference for Alaska’s future is profound. At present it seems the 
ultimate limit for North Slope oil production may be determined by the minimum capacity of 
TAPS to pump oil through the pipeline. The new pumps that Alyeska Pipeline Service Company 
is installing along the pipeline have a rated minimum capacity o f  200,000 barrels a day, 
according to testimony cited during the House Resources Committee’s hearings last week on I IB 
2001. 1 Iowever, the president o f  Alyeska earlier this year said publicly that the pipeline’s 
minimum capacity with the new pumps will be about 300,000 barrels a day.

Whether Ihe new pumps’ operating threshold is 200- or 300.000 barrels a day, the point is 
the same: There is a big difference between a 6% decline and 3% in terms o f  how long it would 
take to get to either threshold from this fiscal year's projected level o f  740,000 barrels a day.1 
Below are two graphs that show how big this difference is. I should emphasize that these charts 
are not predictions. They show only the purely mathematical results that How from the decline 
rate one chooses.4
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clay. At a 6% rate o f  decline the 200,000-barrel threshold is hit in 21 years, but at a 3% decline it 
would take 43. If the threshold is 300,000 barrels a day, it would be hit after 15 years at 6% and 
30 years at 3 percent. For either threshold, the difference between 3% decline and 6% decline 
gives enough additional time for almost an entire new generation of Alaskans to grow up. When 
AOGA says the choices facing this Legislature can affect the next generation, we mean it 
literally.

Fortunately for Alaska, the opportunities exist that should allow the rate of decline to be 
slowed below 6 percent. These opportunities are in oil and gas exploration, in the development 
o f  the huge resources of heavy and viscous oil that are already known to exist, and in the renewal 
and continued development of the existing fields. In our testimony before the committees 
previously considering this legislation, we have explained how all three kinds o f  investment in 
production will be needed if Alaska is to meet the challenge of production decline. The pattern 
and timing of the cash flows are different between one kind of investment and another, as is the 
amount o f  risk that each entails. But one thing is certain, they all are needed to maximize the 
resource recovery for Alaska.

One point that bears repeating is that the heavy and viscous oil resource lies within the 
areas of the so-called “legacy fields," as does the preponderance of the remaining opportunities 
for squeezing more “conventional" oil out of currently producing fields. The renewal o f  the 
existing fields will become increasingly important, as the existing production facilities need to be 
adapted, retrofitted or perhaps even replaced in order to be fit for service for the coming decades. 
At the same time, in-fill drilling to drain the spaces between the existing wells, or develop new 
oil, offers the best promise o f  slowing decline in the short term. The pattern and timing o f  the 
cash flows are very different between in-fill drilling and renewal o f  major production facilities 
on the surface. So even within a classic “legacy field" without considering its resource o f  heavy 
and viscous oil, there is significant variation among the investments to be made, the economies 
for those investments, and the incentives for them. It would be a serious mistake to treat the 
"legacy fields" as economic monoliths, impervious to how they are taxed and unaffected by the 
incentives that may be granted them or withheld.

The last point I would like to make today is about destabilizing the investment climate 
here. In 2005 Governor Murkowski disregarded pioeedures established by regulation (15 A A t '
55.027) and ordered DOR to aggregate certain fields within the Prudhoe Bay Unit, including 
fields with heavy oil in the West Sak formation, with the main field for I LF purposes. The 
result was an administratively created change in the tax law o f  over SI 20 million a year. Last 
year the I egislature enacted the PPT, further increasing the production tax by over SS00 million 
during the last nine months of 2000 alone. And it did this retroactively back to April fust o f  last 
year.

As I have explained, you have been allowed to liuve serious misimpressions about what 
the Galfney Cline model really shows and about how limited its proper use actually is. These 
misimpressions have, in turn, led to a serious underestimating o f  the effects of this newest 
change on future investment decisions about exploration, heavy and viscous oil development,
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and the renewal and ongoing development o f  existing “conventional” fields. The laws of 
economics say there will be adverse impacts on investment decisions here if the Senate CS 
becomes law.

It is unfortunate that so many in the public, and even in the halls here, do not believe the 
warnings being given by the explorers and producers here. Perhaps even this AOGA testimony 
will change no one’s mind. But I have to hope it will. The future o f  Alaska is at stake, and we 
urge this Legislature to pull back to safer ground.

Thank you for giving AOGA this opportunity to testify.

SPECIFIC COMMENTS ABOUT CSSB 2001 (JIJD).

Instead o f  proceeding section by section through the Bill, our comments are organized 
around four kinds o f  issues that the Judiciary C’S raises — namely, issues about incentives for 
investment under the tax. issues about tax clarity, issues about sound tax policy, and issues about 
stability.

A. Issues about Incentives for Investment

fax rate. We have said it before, no one ever taxed economic activity and prosperity into 
existence. Raising the base rate from 22.5°;. to 25% (Bill Section 18) moves away from the goal 
o f  attracting more investment to Alaska.

Promessivily. AOGA is not asking to change progressivity from the present tax. How­
ever. the Judiciary CS would significantly increase progressivity from what it is now (Bill 
Sections 18 & 19), The threshold where progressivity begins would drop from $-10 a barrel to 
$30. and the slope would increase from 0.25 percentage points per dollar to 0.9 percentage 
points. The resulting increase in progressivity under the CS falls within our caveat about taxing 
investments into existence.

If progressivity is going to be changed, one important reform that should be made is to 
adjust the threshold price for intlation. Even if  inflation averages only 3% a year for the next 
decade, $d() then will be have the buying power that $29.50 has today, and $30 then will equal a 
mere $22.12 in today’s dollars.

Minimum lax (Bill Section 17). One element that increases the attractiveness o f  a tax 
system is the sharing o f  risk by the government with the investor, whether the risk turns out well 
or poorly. With progressivity, Alaska would take a greater share for itself ol the upside for price 
risk. But a minimum tax would avoid or reduce the State’s exposure on the downside o f  price 
risk Having a minimum tax along with progressivity would harm Alaska’s investment climate.

AnimnMoss credits, The present law, AS •13.55.023(b), allows a tax credit for a “carried* 
forward annual loss" that occurs when a producei’s lease expenditures during a year exceed the 
gross value at the point ol production of its oil and gas. However, the present tax rate is 22.5%
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while credit is only 20% o f  the surplus (unused) lease expenditures that give rise to the annual 
loss. This hurts explorers and those who are about to become producers but aren’t quite into 
production yet. They don’t have any value o f  production to subtract their lease expenditures 
from, and the resulting 20% credit puts them at a disadvantage relative to those with current 
production, because the benefit of deducting lease expenditures for a current producer is 22.5% 
o f  the amount deducted.

The Judiciary CS would increase the tax i. e to 25% (Bill Section 18), which will widen 
this disparity between producers and those not yet having production. The CS should be 
amended by adding a Bill Section increasing the percentage for the “carried-forward annual loss” 
credit under AS 43.55.023(b) so it matches the non-progressivi'.y portion o f  the tax rate.

TIE credits. AS 43.55.023(i) allows a 20?4> tax credit (“TIE credit”) ’ for capital expendi­
tures (“capex”) made during the five-year period ending March 31, 2006, but the amount o f  TIE 
credit is limited by a two-for-onc rule in which each dollar o f  old capex must be matched by two 
dollars o f  new capex in order for the TIE credit from the old capex dollar to be claimed. The 
Judiciary CS (Bill Section 29) would change AS 43.55.023(i) so that only new producers who 
didn’t have production before 2008 could take TIE credits, and their new capex under the two- 
for-onc rule would have to be incurred during the 21 months beginning April 2006 and ending 
December 2007. These changes to Ihe TIE credit would be retroactive to January 1, 2007 (Bill 
Section 72(b)). The effect of this retroactivity would be that old producers, with production 
before 2008, could only use new capex incurred during the last nine months in 2006 under the 
two-for-onc rule to get TIE credits and then they would be cut off from any further TIE credits.

AOGA objects to this disparity in treatment under the two-for-onc rule between old 
producers, who would get only nine months of new capex for purposes o f  using the rule, and 
new producers who would gel 21 months. If the period for making new capex is to be cut back 
at all from its present five years, it should be cut back to 21 months instead o f  only nine.

But, more fundamentally, cutting the present five-year period for new capex would 
prematurely abandon a very effective incentive for companies with production to invest more 
during the period ending with 2013,' both by expanding their plans and by accelerating projects 
forward into this period. Cutting off the TIE. credits may represent a savings for the State in the 
short run, but it is one that is not needed at the present time, while cutting them off risks Ihe 
additional production that promises to result from increased investments made in response to the 
incentive from the 1 11: credits.

Credits against minimum tax. I he Judiciary CS (Bill Section 31) would eliminate 
existing references to AS 43.55.011( f) in AS 43.55.024(e) and thereby make the annual “small 
producer” credit inapplicable against the minimum tax. This change raises the question about 
which is more important ensuring that the minimum tax sets a true minimum on a taxpayer’s

"  I H i "  s t a n d s  f o r  " t r a n s i t i o n a l  i n v e s t m e n t  e x p e n d i t u r e s "  w h i c h  is  t h e  t e r m  u s e d  in  t h e  s t a t u t e  t r e a t i n g  t h i s  c r e d i t ,  

AS 43.55.023(1).



AO G A  Testimony to Senate Finance
November 9, 2007
Page 10

tax liability, or maximizing the incentives for new investment that tax credits will offer. Since 
the minimum tax can go to down to a zero-percent rate if  West Coast prices average $15 or less 
during a year,* there is no minimum tax liability that it establishes or defends, and so this cannot 
be a very important consideration. Getting all the investments that will be needed to meet the 
challenge o f  declining North Slope oil production, however, is ihe lynchpin for Alaska’s 
economic future. So this is a simple decision: let the “small producer” credit continue to be 
allowed against the minimum tax.

Consistent with this conclusion, new Hill Sections should be added to the Judiciary CS to 
amend AS 43.55.023(a) and (b) so they will allow the application of the capex and “annual loss” 
credits, respectively, against the minimum tax.

The “oil and nas tax credit fund”. This fund would be established (Hill Section 42) so 
explorers and producers who don’t yet have production could sell their tax credit certificates at 
full face value instead o f  at a discount. We believe that a major reason there might not have been 
a great deal of demand to purchase such certificates is the limitation under AS 43.55.023(e) that 
forbids a taxpayer from using purchased certificates to reduce its tax liability below 80% of what 
it is before applying those certificates. For companies that are otherwise willing to purchase tax 
credits, lowering this limit from 80% would allow them to purchase more certificates, thereby 
stimulating demand for them. This, in turn, could reduce the demands on the Oil and Gas Tax 
Credit Fund to purchase certificates.

We support the establishment of the Oil and Gas Tax Credit Fund, provided future 
Legislatures will appropriate the necessary funds for it to work. We also urge reducing the 80% 
limitation in AS 43.55.023(e).

Inappropriate and excessive penalties. The Judiciary CS (Hill Section 49) would 
establish a new penalty o f  20% for a “substantial understatement of tax” on a production tax 
return, and another new one o f  40% for a “gross understatement” on a return. The threshold for 
an "understatement" to be “substantial" is 10% o f  the correct amount o f  tax or $10 million, 
whichever is less. For it to be "gross” these are 20% or $20 million, whichever is less. The 
amount o f  these penalties is based on the total amount o f  tax that should have been reported, not 
on the amount o f  the “ understatement.”

AOGA objects to these penalties for four reasons. First, unlike the existing penalties of 
5% for negligent underpayment'’ and 25% for lailure-to-pay, these penalties are based on the 
total amount o f  tax due, not the amount of ihe underpayment. This is excessive and unfair. 
Second, these penalties are in addition to the 5% negligence and 25% failure-to-pay penalties, 
which are themselves cumulative.s This makes them even more excessive than they would be 
standing alone.

A S  4 3 . 5 5 . 0 1  1 ( f ) ( 5 ) :  “ T h e  l e v y  u f  t a x  ... m a y  n o t  b e  l e s s  t h a n  

p r o d u c t i o n  w h e n  i l i e  a v e r a g e  p r i c e  p e r  b a r r e l  is  $ 1 5  o r  l o s s  "

( 5 )  z e r o  p e r c e n t  o l  I h e  g r o s s  v a l u e  a t  t h e  p o i n t  o l
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Third, these penalties are to be imposed on a “strict liability” basis. There is no relief 
from them even if  there is reasonable cause for the underpayment. Given that the classification 
o f  an expenditure as capex instead of opex9 under federal income tax principles will have a great 
effect on the tax credits that a taxpayer will have, and given further that the annual “PPT tax 
return” is due March 3 Is' o f  the following year while partnership tax returns for federal income 
tax arc not usually filed until October 15'' o f  that following year, it is all but impossible even to 
achieve the 20% accuracy that is the standard for “gross understatement!)},]” much less the 10% 
standard for being only “substantially] undcrslatc[d.]” This “strict liability” standard, together 
with the massive size these penalties threaten to be, makes them arbitrary and capricious and a 
denial of basic Due Process.

Fourth, what kind o f  welcoming message would these egregious penalties give to 
potential new explorers and producers, to make them feel that Alaska is open and ready to do 
business with them?

13, Issues about Tax Clarity

Tax can for non-Cook Inlet natural gas. This may be an example of good intentions with 
unintended consequences. The Judiciary CS would enact a new subscct'on (o) in AS 43.55.011, 
which would put natural gas produced anywhere in the state outside the Cook Inlet sedimentary 
basin under the same cap on its tax rate that exists for Cook Inlet gas, provided that non-Inlct gas 
is being used in state (Bill Section 24 l0). This non-Intel cap under subsection (o) would expire 
in 2022.

AS 43.55.01 l(o) may have been put into the Bill so that production tax on natural gas 
that is liquefied and trucked in liquid form to Fairbanks for sale as gaseous natural gas to about 
1,000 residential consumers would not have a 22.5% or 25% “premium” rolled into its price to 
reflect production tax on that gas.

AOGA would not object to this purpose if indeed it is why subsection (o) is in the Bill.
1 lowever, applying the Cook 1 J e t  ceiling to North Slope gas would unnecessarily complicate the 
taxes for North Slope oil and gas production. I .case expenditures arm tax credits would have to 
he allocated between oil and gas production, and the order in which tax credits could be applied, 
if  at all, against the tax on the gas production would be lightly limited.

These complications could be avoided while still achieving the objective of avoiding a 
tax “premium” in the price lot North Slope natural gas being used in state, if a specific portion of 
the value of that gas is excluded from the determination of the taxable “production tax value" 
under AS 43.55.160.

For instance, suppose the applicable Cook Inlet cap is the one under AS 43.55.011 (j)(2) 
lor leases or units coming into production after March 3 1, 2006, and suppose further that under 
< j)(2) the "average lax rale that was imposed under this chapter on taxable gas produced from all 
leases or properties in the Cook Inlet sedimentary basin for the 12-month period ending on 
March 31, 2006" was 4% under the 1I.F, and that the “average prevailing value for gas delivered
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in the Cook Inlet area” during that 12-month period is the S3.585 average for DOR’s published 
Cook Inlet prevailing values for that period. Then the maximum tax for North Slope gas being 
used in state would be 4% of S3.585, or 14.340 per thousand cubic feet (“McF’). Now suppose 
that the tax rate under AS 43.55.011(g) is 30% because of progressivity. Dividing 14.340 by 
30% yields the value of the gas at which the new tax equals the cap under the old ELF-based tax. 
This value is 47.80 per Mcf, To limit the tax to 14.340 per Mcf, all that is necessary is to 
exclude the value of the gas in excess o f  47.80 from the calculation o f  the taxable “production 
tax value” under AS 43.55.160.

Instead o f  amending AS 43.55.011 by adding subsection (o) with all its complications for 
North Slope producers, it would be easier and just as effective to amend AS 43.55.160.
Suggested language for such an amendment appears in the endnotes to the written version o f  this 
testimony.12

What is beinu “confirmlcd!” under parauranli (2) in Bill Section 1? Bill Section 1 sets 
out certain legislative intent regarding the enactment of the Bill. Paragraph (2) of that statement 
o f  intent declares that the enactment o f  AS 43.55.075(b) in Bill Section 50 “confirms by 
clarification the long-standing interpretation o f  AS 43.05.260 by the Department o f  Rcvenuef.]’’ 
AS 43.05,260 is the present statute o f  limitations for auditing and making tax assessments, which 
applies generally to all taxes under AS 43 except those few having their own specific statutes ol' 
limitations. Unless and until the proposed production-lax statute o f  limitations (AS 43.55.075) is 
enacted, AS 43.05.260 is, and has always been since its enactment, the statute o f  limitations that 
applies to production-tax audits and assessments.

Rather than leaving it open for dispute about what DOR’s “ loi.g-standing interpretation” 
o f  Ihe general tax statute o f  limitations might be, a Bill Section should be added to the Judiciary 
t 'S  to amend AS 43.05.260 so that it savs exactly what DOR intends it to mean under that "long­
standing interpretation"—  including, in particular, anything about reopening tax periods that arc 
otherwise already closed under this statute o f  limitations, so that DOR could then claim 
additional tax due to retroactive decisions that change the parameters for calculating the tax for 
those tax periods. Then, if  there is disagreement over whether that amendment is constitutional, 
the dispute can start directly with those constitutional issues, instead o f  both sides having to 
skirmish their way through these pointless preliminary questions.

If DOR cannot tell you specifically how AS 43.05.260 should be amended, that would be 
all the more reason to delete paragraph (2) in the statement o f  legislative intent in Bill Section i.
If even they cannot tell you exactly what it is they want, you shouldn't give it to them until they 
can.

I should add that, whichever way SB 2001 might end up doing it, the retroactive change 
in meaning that DOR is seeking for AS 43.05.260 would be unconstitutional if applied to tax 
periods already closed unless there is a closing agreement that specifically provides for such a 
rcdctoi initiation o f  the lax for those periods.
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Advisory bulletins. The Judiciary CS would enact a new subsection (g) in AS 43.55.110, 
which would authorize DOR to issue “advisory bulletins stating the department’s interpretation 
o f  provisions o f  this chapter and o f  regulations adopted under this chapter” (Bill Section 51). 
Although subsection (g) says these bulletins would be “for the information and guidance of 
producers, explorers, and other interested parties,” it also says the statements in the bulletins “arc 
not binding on the department or others” unless DOR provides otherwise by regulation. Such a 
regulation could only make a specific statement binding, rather than establishing a general rule to 
make all statements in the bulletins binding. This is because, to the extent a particular statement 
would be binding, it is a “regulation" for purposes o f  the Administrative Procedure Act13 and 
would have to be formally adopted as a regulation in accordance with the APA in order for it to 
be valid.14

We see little or no practical use for such “advisory bulletins.” The Alaska Supreme 
Court, in its 1982 Wien Air decision,15 has held that even when a taxpayer acted in good faith 
after its accounting firm twice checked with DOR about its interpretation of a federal tax law 
adopted by reference for Alaska income tax purposes, DOR was not bound by the advice it had 
given. In other words, if taxpayers act in reliance on the DOR “interpretation^]” of the 
production tax statutes and regulations as sot out in these bulletins, they would do so at their peril 
under Wien Air. Unless and until IVien Air is overruled by the Court or overridden by legislation 
changing the tax laws, advisory bulletins of the type contemplated promise only to be traps for 
the unwary.

Oui turn. The Judiciary CS would enact a new subsection (h) in AS 43.55.1 It), which 
would allow DOR to compensate whistleblowers who report noncompliance with the production 
tax to DOR. The amount o f  this compensation could not exceed SI million or 10% of “ the 
additional tax, penalty, or interest collected as a result ol the information" provided by the 
whistleblower, whichever is less. Payment o f  the compensation would be subject to legislative 
appropriation.

The whole concept o f  qui him proceedings is inapplicable and inappropriate in the con­
text o f  petroleum production taxes. Because of the confidentiality o f  tax information, the only 
people who know the particulars of a company’s production taxes arc the folks in that company 
who are involved in preparing and filing those taxes, and the state employees, principally in 
DOR. who administer and enforce this tax. No one working for the company in preparing and 
filing the tax returns is a plausible candidate for becoming a qui him relator because those tax 
returns are filed "under oath," and the penalties for perjury would be applicable if a false or 
erroneous return were knowingly filed. And it would be completely improper to allow state 
employees who review or audit the company’s lax returns to he qui him relators because it is 
already their job to lind erroneous, false or fraudulent information in taxpayers’ returns.

T r a n s p o r t a t i o n  c o s t s  i n  d c l c n n i n i n u  cross value at the point of production. I he Judiciary 
US proposes amendments to AS 43.55.150(a) allowing DOR to require "reasonable costs" of 
transportation based on its "market value ’ instead o f ‘‘actual costs” if, one, the "parties to the
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transportation are affiliated[,J” two, (lie transportation contract is neither “an arm’s length 
transaction” nor "representative o f  the market value o f  that transportation!)]” or, three, the 
“method of transportation being used is not reasonable in view o f  existing alternative methods of 
transportation” (Bill Section 52). Currently the statute requires all three conditions to be met 
before DOR may set aside a producer’s "actual costs” of transportation.

DOR has done very well in defining clearly what the “actual costs” arc for unregulated 
transportation that is by a carrier affiliated with the shipper or is otherwise at less than arm’s 
length. It has very specific regulations about the kinds o f  operating costs incurred that arc 
deductible for netback purposes,16 and even more specific regulations about capital expenditures, 
their deemed recovery through depreciation, the portion of the capital investment made with 
borrowed funds, and a reasonable allowance for an after-tax return on the remaining unrecovered 
equity portion o f  the capita! investment.17 We see no reason for DOR to go charging off after 
some “market value” for transportation instead of DOR’s tightly defined “actual costs” for it, 
particularly since DOR’s own experience with “market value” in the past has often found it to be 
either unduly subjective or unacceptably circular in terms o f  what it is based upon.18

The Judiciary CS also would amend subsection (b) o f  the statute so that only transporta­
tion tariffs that have been “adjudicated” to be “just and reasonable" by a regulatory agency like 
the Regulatory Commission o f  Alaska or the FERC arc deemed on their face to be “reasonable 
casts’’ o f  transportation (Bill Section 53). Currently the statute deems tariffs "properly on file” 
with such a regulatory agency to be “reasonable” on their face, which means the regulatory 
agency is allowing those tariffs to be charged and collected from the shippers shipping oil or gas 
through the regulated transportation facility.

AOGA takes no position about what any regulated transportation tariff should be, or 
about how the amount o f  such a tariff should be determined. These latter issues arc controversial 
and disputed, and AOGA has members on opposite sides of them.

I lowever, we can say that, whatever the amount may be that a shipper pays to a govern­
ment-regulated carrier for any transportation o f  oil or gas occurring between its point of 
production and its eventual destination or delivery point, the amount so paid should he deducted 
as a transportation cost in determining what the gross value at the point o f  production is under 
AS 43.55 for that oil or gas.

To do what the Judiciary CS proposes would create uncertainty and innumerable tax 
disputes about when an “adjudication]" has been made about whether a particular tariff is “just 
and reasonable!.]” Is it when the agency issues its decision, or when that decision is finally 
affirmed and cannot be appealed or collaterally attacked any further? If the latter, what docs the 
taxpayer use as its transportation cost for that transportation before the regulatory agency's 
decision ultimately becomes final? What happens if. once the agency’s decision does become 
final, the regulated carrier issues a new tariff to replace one that has just been "adjudicated" not 
“just and reasonable”? Can such a new tariff be used as a taxpayer’s transportation cost until the
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regulatory agency “adjudicates it] as just and reasonable”? Or is it to be set aside in favor of 
some other interim or provisional “cost,” and if so, who determines that “cost” and under what 
standards and procedures?

These are terribly important issues for taxpayers, especially in light of the colossal new 
penalties being proposed in Bill Section 49. Clarity about the answers to all these questions and 
others will be essential in order for taxpayers to be able to comply with the tax and pay the tax 
that is due as it becomes due. Clarity on these matters will be equally essential for tax auditors to 
bo able to enforce the tax because, without that clarity, they may have to answer these questions 
on their own without clear guidance, and different auditors might reach inconsistent answers.

In contrast to the situation that would arise under Bill Section 49, DOR now provides 
great certainty with the present version o f  AS 43,55.150(b) with its “prima facie” use o f  tariffs 
“on file” with the regulatory agencies that allow those filed tariffs to come into effect.

C. Issues about Sound Tax Policy

Confidentiality -  public disclosure o f  aggrcuated information. The oil and gas industry 
has been, and in prudence must be, especially sensitive to antitrust considerations and the more 
recent Securities and Exchange laws. In addition, companies in our industry, like those in any 
other industry or business, are highly competitive against one another. No one wants their 
business plans or strategies, or any other information and material o f  a competitive or proprietary 
nature, to be disclosed to a competitor. For these business reasons and because o f  the severe 
criminal penalties and harsh public censure that would arise from violating antitrust or Securities 
and Exchange laws, each company in our industry is very careful and cautious about providing 
anyone outside the company with commercially sensitive information or materials that even 
potentially have antitrust concerns.

This great caution applies even to providing information and materials to government 
agencies, unless there are d ea r  legal safeguards in place to ensure that those agencies can and 
will preserve the confidentiality of that information and material. We may not use government 
as a means to circumvent the law, nor may government become an instrument for doing so. 
Questions o f  state sovereign immunity aside, state employees seem unlikely to be personally 
immune from prosecution for violating federal antitrust or Securities and Exchange laws or for 
“conspiring” to violate them if they start publicly disclosing confidential and commercially 
sensitive tax information o f  a potentially antitrust nature.

This brings us to the new publie-diselosure statute. AS 43.55.890, that would be enacted 
under Bill Section 63 of the Judiciary C’S Under paragraph (1) of this new statute, the existing 
tax confidentiality law simply would not apply if DDK publishes otherwise confidential tax 
information, so long as it has been “aggregated among three or more producers or explorers],|"

O f  c o u r s e ,  i f  t h e  c a r r i e r ' s  r e p l a c e m e n t  l a n l T  is  n o t  “ a d j u d i c a t e d  a s  j u s t  a n d  r e a s o n a b l e ”  b y  t h e  r e g u l a t o r y  a g e n c y ,  

t h e n  w e ' r e  h a c k  t o  t h e  e a r l i e r  q u e s t i o n  a b o u t  w h a t  a  t a x p a y e r  i s  s u p p o s e d  t o  u s e  a s  i t s  c o s t  fo r  t h a t  t r a n s p o r t a t i o n  

u n d e r  A S  4 3 . 5 5 . 15 0  w h i l e  I h e  r e g u l a t o r y  a g e n c y ' s  d e c i s i o n  i s  b e i n g  a p p e a l e d  o r  c o l l a t e r a l l y  a t t a c k e d .
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This published information may be “by month or calendar year and by lease or property! or] 
unitf.]” Consider what this language would allow DOR to do. The Prudhoe Bay, Kuparuk River 
and Duck Island (Endicott) units each have at least three working-intcrest owners, so DOR could 
publish specific operating and capital cost information for past years or the current one, as well 
as planned operating and capital budgets for each participating area in these units in the coming 
years. A working-intcrest owner’s share of these unit or participating-area costs is determined 
by its working-interest percentage in that property, and those percentages are public information. 
So DOR’s published information would allow anyone to calculate a working-intcrest owner’s 
specific share o f  the costs for any o f  these units or participating areas. Any working-intcrest 
owner having no producing interests outside the Prudhoe Bay, Kuparuk River and Duck Island 
units could calculate precisely that owner’s total costs or budgets for its entire production 
operations in the stale, As if to confirm this dangerous possibility, paragraph (2) o f  the new 
statute specifically allows DOR to publish “the total amount of lease expenditures for each 
producer required to report under AS 43.55.040(5)’’ (emphasis added).

DOR says it wants this new statute only so it will be able to share with the Alaskan public 
specific details about how the production tax is working with respect to "legacy field” opera­
tions, heavy and viscous oil development, and exploration. DOR adds that it doesn’t intend to 
disclose any lax information. But this is not what they have written in this legislation. Existing 
law already allows DOR to publish “statistical” information based on confidential materials, and 
nothing prevents those statistics from being specifically for “legacy fields” as a whole, for heavy 
and viscous oil development as a whole, and for exploration as a whole. Bill Section 63 in the 
Judiciary C’S is dangerous and unnecessary, and should be dropped from the Bill.

Confidentiality -  information-sharing from DOR to DNR. Land ownership and the 
management o f  owned lands are not inherently sovereign functions and actions. Any private 
person or corporation could own the acreage at Prudhoe Bay the same as the Stale does, could 
lease that land the same as the State has, and would have the same rights and authorities to 
enforce those leases as the State has under its leases. The fact that the actual owner o f  those 
lands happens also to be a sovereign does not change or augment its property rights in the land, 
nor its contractual rights, privileges or obligations under those leases. To the contrary, under the 
Contract Impairment clauses of the United States and Alaska constitutions,19 the State cannot use 
its sovereign powers to alter unilaterally the terms and conditions o f  the oil and gas leases it has 
entered into.

The rights o f  the Department of Natural Resources ("DNR” ) to have a royalty share of 
the oil or gas produced from a state lease anil to choose to take that share in value (royally in 
value or “RIV”) or in kind as physical oil or gas (royalty in kind or “ RIK”) arc created and exist 
under the contractual terms o f  the individual oil and gas leases that DNR has entered into. Tak­
ing slate royalty in kind and marketing it are no more inherently sovereign in nature than any of 
the State’s other rights of obligations under the leases, So when DNR is actively marketing RIK 
oil or gas, or is planning to. it is a competitor against the very lessees producing the oil or gas 
from which RIK production is taken.



If DOR gives DNR tax information under AS 43.55 about a producer’s current budget or 
budget plans for any lease, property or unit, DOR will be giving that information to a competitor 
if DNR is actively marketing RIK oil or gas, or is planning to, at that time. Depending on the 
specific information given to DNR and on DNR’s specific plans or activities regarding RIK 
production, that sharing o f  information might constitute a violation o f  antitrust or Securities and 
Exchange laws. DOR has testified that it will observe all federal laws, but such good intentions 
won’t prevent forbidden information-sharing through inadvertence, and they can’t guarantee that 
prosecutors after the fact won’t conclude that the sharing o f  specific information with DNR did 
indeed violate such a law. We believe these risks could b'* minimized if the information-sharing 
provisions in the existing tax confidentiality statue, AS 43.05.230, were amended to suspend the 
DOR’s sharing o f  tax information with DNR while DNR is marketing RIK production or is 
actively planning for the marketing of RIK production

We are also concerned that DNR might obtain from DOR information about individual 
producers’ budgets and planned budgets for exploration and bidding in lease sales in the current 
year or subsequent ones. DNR has no right to information about what potential bidders might be 
planning to bid in upcoming state leases, and it would be improper for DOR to give such 
information to DNR. By setting the schedule for holding lease sales o f  promising exploratory 
acreage so they occur when certain companies have larger budgets or plans for this purpose or 
when other companies have smaller budgets or plans, DNR could influence who wins and who 
loses in the bidding. An important explorer has testified to other committees during this special 
session that this possibility is o f  serious concern to it, and AOGA is telling you that this is of 
serious concern to the rest o f  our membership as well.

The Judiciary CS would already amend AS 43.05.230 (Bill Sections 13 & 14), so it 
would be appropriate to include provisions in the Bill to suspend information-sharing when DNR 
is about to compete actively in the marketplace against other producers, and to prevent the 
disclosure o f  information about budgets and plans for exploration or participation in lease sales 
for state lands.

The Judiciary CS would also provide that an explorer must give DNR extensive 
confidential and proprietary information from its exploratory work as a pre-condition forgetting 
exploration credits for that work under AS 43.55.025 (Bill Section 36). This new information is 
so extensive it takes the better part of three pages in the Bill'0 with bold underlined font to list it 
all. It is inappropriate to use the taxation power to require a producer to provide such extensive 
proprietary information that is, at most, o f  insubstantial use in administering the tax law. The 
real purpose is to give DNR that information, which it would not otherwise be entitled to receive. 
And by releasing that information to the public after just two years, DNR would destroy the 
value of the explorer’s investment to gain that information.

In terms o f  lax policy. Bill Section 36 promises to undercut almost all the incentive for 
exploration that the exploration credits under AS 43.55.025 arc intended to provide. It is far 
more important for Alaska’s future to have the exploration, than to take the results ofthat 
exploration and put them into the public domain after just two years.
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Who should bene lit from tax credits arisimr from expenditures for oil anil tias explora­
tion, development and nrcduclion by the North Slone Borough and the Municipality o f  Anchor­
age, the State or the ratepayers of the municipality's utility? The Judiciary CS has a provision 
forbidding the sale o f  exploration credits under AS 43.55.025 by “an entity that is exempt from 
taxation” under die production tax (Bill Section 37). The original version o f  SB 2001 as 
introduced also contained a provision against the issuance o f  sellable tax-credit certificates under 
AS 43,20.023 to such tax-exempt entities.’1

It is a matter o f  public record that (lie North Slope Borough owns the Barrow Gas Field 
and produces gas for the residents o f  Barrow,22 and that the Municipality o f  Anchorage owns a 
one-third working interest in the Beluga River Gas Field'3 through its operating division, 
Municipal Light & Power. If the municipalities can get production-tax credits which they then 
sell to the Oil and Gas Tax Credit Fund or to producers who can use those credits, the proceeds 
from those sales will reduce the operating costs of the utilities run by these municipalities, and 
presumably the Regulatory Commission of Alaska will ensure that the resulting savings in 
operating costs arc passed on to the utilities’ respective ratepayers If  the municipalities cannot 
get and sell these tax credits, then those municipal expenditures will generate no tax credits to be 
applied against the production tax or sold to the Tax Credit Fund, and the benefit that those 
credits would have had will tlow into the state General Fund as tax revenue.

The proposed disallowance o f  tax credits for expenditures by these municipalities raises a 
tax policy question that the Legislature, not the Administration, should answer. The Administra­
tion has declined to identify these two municipalities, citing taxpayer confidentiality despite the 
fact that municipalities are not taxpayers and despite the further fact that information about these 
municipalities owning gas production and using that gas as utilities is already in the public 
domain. As a result, no one but AOGA has told the Legislature that it has to make a choice here 
between giving the benefits from the municipalities’ credit-generating expenditures to the 
ratepayers o f  Ihe respective municipal utilities, or giving those benefits to the <taie government 
Wo are doing so again.

This is properly a policy call for the Legislature to make, and AOGA has no position 
about which way the Legislature should make this call. Our concern is only that the Legislature 
will make that call with an awareness that it is making a call. Whichever way the Legislature 
decides, we believe its choice should be a deliberate, knowing one.

I aw by Regulation Bill Section 57 of the Judiciary CS would amend the definition of 
what constitutes deductible "lease expenditures" in AS 43.55.165(a), so it would read in 
pertinent part:

l;or purposes o f  this chapter, a producer's lease expenditures for a calendar year
arc ( I ) costs ... that arc ... (B) allowed by the department by regulation....
[emphasis added]

Grammatically the phrase “by regulation” modifies the verb "allowed" by showing how this 
"allow] ing]" is to be done. As a result, the regulation it calls for is as part o f  the actual substance
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o f  the law, instead o f  being a regulation merely to interpret or apply the law, as regulations 
ordinarily are.1 This difference from an interpretive regulation is illustrated by the language 
calling for such an interpretive regulation in the same statute, on lines 26-27 on page 40 o f  the 
Judiciary CS: “a reasonable allowance ... as determined under regulations adopted by the 
department” (emphasis added).

DOR has testified that it intends “allowed ... by regulation” to mean that it could adopt a 
regulation listing the kinds of costs that are “direct” costs, which is one of the conditions for 
being a deductible lease expenditure. But AS 43.55.165(b)( 1 )(G) in lines 22-23 on page 41 of 
the Judiciary CS specifically covers this, by including in its list o f  “direct” costs any and all 
“other direct costs as may be established in regulations adopted by the department” (emphasis 
added). So the provision phrase “by regulation” in section 165(a)(1)(B) is not needed in order to 
establish DOR’s intended list o f  other “direct” costs.

There are really only two meanings that “allowed ... by regulation” can reasonably have. 
One is that DOR will adopt a regulation to “allow” costs for a particular unit, or for a particular 
producer, or perhaps even on an item-by-itcm basis. This is possible, but seems unnecessary in 
light of the interpretive regulation called for under section 165(b)(1)(G) in lines 22-23 on page 
41 o f  the Judiciary CS, Such a regulation might also lack the "general application” required to 
be a real regulation.'-1

The other meaning for “allowed ... by regulation” is that this regulation may actually dis­
a l lo w ” expenditures that are otherwise “direct” under section 165(b), "ordinary and necessary” 
under section 165(j)(2), and incurred for oil and gas exploration, development or production.
This is tantamount to letting the regulation override the provisions on these other subsections of 
Inc statute, And if  the regulation can narrow the scope o f  subsections (b) and (j)(2), what would 
stop it from being able to narrow the scope o f  paragraphs in subsection (e) that disallow certain 
categories of costs from being lease expenditures?

In effect, this “allowed ... by regulation” language could be read as allowing DOR in this 
regulation to overrule the balance that the Legislature has crafted about what kinds o f  costs can 
be included in deductible lease expenditures and what kinds cannot. While we are doubtful that 
the Legislature, under the Separation o f  Powers Doctrine,25 could delegate so much legislative 
power to DOR in the Executive Branch, it is not AOGA who will give the definitive answer on 
this. Meanwhile, until there is such an answer, there is the chance that DOR — perhaps in some 
future Administration might attempt to apply the "allowed ... by regulation" language in this 
way. That would place the very law o f  this production tax tinder the will of whoever is 
administering it.

AOGA is not calling for a radical change in the Judiciary C’S to forestall even the 
possibility o f  such a bizarre situation. All that is needed is the deletion of the words “by

1 “ '(K]cgukiti<>»‘ m e a n s  e v e r y  r u l e ,  r e g u l a t i o n ,  o r d e r ,  o r  s t a n d a r d  o l ' ' g e n e r a l  a p p l i c a t i o n  ...  a d o p t e d  b y  a  s t a l e

a g e n c y  t o  i m p l e m e n t ,  i n t e r p r e t ,  o r  m a k e  s p e c i f i c  d i e  l a w  e n f o r c e d  o r  a d m i n i s t e r e d  b y  n [ . ) ”  A S  4 4 . b 2 . ( 4 0 ( 3 ) .
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regulation” that appear in line 16 on page 40 o f  the Judiciary CS.

Enforcement by taxation of contractual lease obligations. The Judiciary CS would amend 
AS 43.55.165(e)(6) so that “costs arising from ... failure to comply with an obligation under a 
lease” would be excluded from a taxpayer’s deductible lease expenditures (Bill Section 59), As 
explained earlier, a person’s obligations under a lease are contractual in nature, and the penalties 
for violating those obligations are prescribed in the lease.'0 It is inappropriate for the State to 
use its sovereign taxation powers to advance DNR’s contractually based, non-sovereign authority 
to enforce obligations under the leases it enters into.

Disallowance o f  costs for legal notices required by law. The Judiciary CS would amend 
AS 43.55.165(e)(8) so that “costs of...  advertising” would be excluded from a taxpayer’s 
deductible lease expenditures (Bili Section 59). AOGA agrees that the costs of commercial 
advertising to sell a taxpayer’s products or to enhance its reputation are not “direct” or “ordinary 
and necessary” costs o f  exploring for, developing or producing oil or gas. I lowever, we are 
concerned that “advertising” might be broadly construed or applied so as to include the costs of 
legal notices or legal advertisements that a taxpayer is required to make in order to obtain a 
permit, license or similar authorization or permission from a governmental agency for oil and gas 
exploration, development or production activities. Our proposed change to the Judiciary CS to 
avoid this unintended result appears in the endnotes/7

Disallowance o f  the entire cost in transactions between related parlies. The Judiciary CS 
would amend AS 43.55.165(c)( 12) so that expenditures under a transaction between affiliates or 
related parties would be disallowed unless the taxpayer “establishes to the satisfaction o f  the 
department” that those expenditures do not exceed the "fair market value” for them (Bill Section 
59). There are two problems with the proposed change. First, to prevent DOR from arbitrarily 
withholding its approval of such an expenditure, the taxpayer should establish “to the reasonable 
satisfaction" o f  the department that it doesn’t exceed fair market value for it. Second, if the 
taxpayer cannot make the showing to DOR’s satisfaction, the entire expenditure is disallowed 
instead o f  the portion o f  it that exceeds fair market value. AOGA believes that, if air expenditure 
has actually been incurred it should be allowed except for any part o f  it that is found to exceed 
fair market value. But disallowing the entire cost, instead of the portion o f  it that exceeds fair 
market value, is itself excessive and undercuts a ma jor purpose o f  this tax, which is to provide 
incentives for investment.

Allowance or disallowance o f  overhead costs. I he ludieiary CS has inconsistent 
provisions about whether any allowance should be made for overhead costs. Bill Section 57 
would repeal and reenact AS 43.55.165(a) so that paragraph (2) o f  that subsection would 
authorize “a reasonable allowance for that calendar year, as determined under regulations 
adopted by the department, for overhead expenses that are directly related to exploring for. 
developing, or producing, as applicable, oil or gas deposits." At the same time Bill Section 59 
would add paragraph (22) to AS 43.55.165(e) disallowing "overhead, office, or administrative 
expenses, and all other indirect costs o f  oil or gas exploration, development, or production."
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When an operator bills the non-operator participants in a unit or other oil and gas 
operation, “typical industry practices and standards”28 call for an allowance for overhead to bo 
included in the amount billed. For those non-operators, the overhead component o f  the bill is 
just as real, and costs just as much, as the rest of the expenditures being billed. Under its 
regulations called for in AS 43.55.165(a)(2), DOR would have control over deductible overhead. 
It is necessary to delete paragraph (22) appearing in lines 3-4 on page 46 of the Judiciary CS.

Disallowance o f  dismantlement and removal costs incurred in renewal of auinu facilities. 
The Judiciary CS would amend AS 43.55.165(c)(15) so that all “costs incurred for dismantle­
ment! or] removal ... o f  a facility, pipeline, well pad, platform, or other structure” would be 
disallowed (Bill Section 59).

The problem with this is that many o f  the production facilities on the North Slope arc 25 
years old or older. This means they not only have the normal wear and tear from use for such a 
long time, but it also means that they may not have Ihe best design to handle the produced fluids 
that these fields will have in Ihe coming decades as increasing amounts o f  viscous and heavy oil 
are anticipated to come into production. Renewal is the retrofitting, refurbishment or replace­
ment o f  these facilities so the fields will be ready for the long-term future.

The complete disallowance o f  dismantlement and removal o f  a facility being replaced as 
part o f  this renewal process would be a disincentive against renewal. AOGA believes the partial 
disallowance o f  dismantlement and removal costs under the present language in AS 43.55.- 
I65(e)(15) is more appropriate than the complete disallowance proposed in the Judiciary CS.
The CS should be changed from line 18 on page 43 through line <S on page 44 so that the existing 
language in paragraph (15) is not changed.

Prudhoe Bay corrosion in 2006. The Judiciary CS contains two changes to AS 43.55.- 
165(c)2' with the apparent objective o f  disallowing deductions or credits for costs incurred in 
association with the replacement o f  corroded oil transit lines that leaked a small quantity o f  oil in 
August 2006 and led to a temporary partial shutdown of the Prudhoe Bay Unit (Bill Section 59). 
The disallowance o f  those Prudhoe Bay costs appears to be the objective because paragraph (a) 
o f  Bill Section 72 would make those changes retroactive to April 1. 2006.

AOGA offers no opinion about the constitutionality or other legality of making those 
changes retroactive to April first o f  Iasi year. However, the precedent to be set by that retro­
activity would be poor tax policy in terms of encouraging investment. Potential investors will be 
very wary about committing large amounts of money to Alaskan projects when their expecta­
tions for those investments can be materially altered by retroactive changes to Ihe tax laws such 
as this one.

AOGA opposes the proposed new paragraph (19) that would be added to AS 43.55.- 
165(e) by Bill Section 59. to the extent it would set a rule for the future. Paragraph (19) would 
disallow "costs incurred for repair, replacement, or deferred maintenance” that causes or results 
from an "unscheduled interruption or, or reduction in the rate of. oil or gas production” or an 
“unpennitted release o f  a hazardous substance (e.g., oil] or o fgas |.]’’ The standards for relief



AO G A Testimony to Senate Finance
November 9, 2007
Page 22

from this disallowance are unreasonably narrow and unrealistic, which reflects the basic punitive 
intent that the drafters had regarding Prudhoe Bay corrosion. Also, although the Administration 
touts these “unscheduled” or “unauthorized” triggering events as clear-cut, there is nothing about 
how severe the interruption or reduction o f  production must be in order to be a triggering event, 
nor is there anything about how great the discharge must be in order to trigger the disallowance.

If, despite our counsel against it, the Legislature chooses to enact a retroactive change to 
AS 43.55.165(c) to disallow costs from the Prudhoe Bay corrosion matter, AOGA would urge 
the simultaneous repeal of AS 43.55.165(c)( 18), which creates the flat 300-a-barre! exclusion 
from capital expenditures. When Dr. Pedro van Meurs proposed the 300 exclusion, and again in 
his testimony at the start o f  this special session, he was clear that it was a clear and simple 
response to the Prudhoe Bay corrosion that would avoid getting bogged down in disputes about 
which costs ought to be disallowed because o f  the corrosion situation and how much those costs 
were. I f  the corrosion-related costs arc disallowed, there is no sound reason for the State to 
double-dip those costs by the 300 disallowance.

Deletion o f  clarification o f  what constitutes an “upstream” cost. The Judiciary CS, in 
.ines 5-11 on page 42, would amend AS 43.55.165(b) by deleting existing language that clarifies 
that an activity docs not have to be physically located on or near the premises of a unit, field or 
exploration prospect in order for the costs of that activity to qualify as “upstream” expenditures 
under AS 43.55.165(a)( 1 )(B)(i) in lines 19-20 on page 40 o f  the Judiciary CS.

The deletion o f  this clarifying language could mean that the costs o f  fabricating a 
production module in Anchorage or Outside and transporting it to the North Slope or 
transporting a drilling rig would no longer be deductible expenditures incurred for oil and gas 
exploration, development, or production in this state. It is not possible to construct and install 
production facilities from scratch on the North Slope in the same way one might build a house 
from scratch in Southeast Alaska. As you may have heard in prior testimony, there is also a 
shortage o f  available drilling rigs in Alaska. Drilling rigs are required to be contracted months in 
advance o f  the scheduled exploratory work and then transported to Alaska. The proposed 
amendment would disallow those necessary costs, discouraging, not encouraging, exploration 
activities the PPT was designed to encourage. To avoid these and other absurd and unrealistic 
results, the clarifying language must be restored in AS 43.55.165(b).

Limitation on deductible properly taxes. The Judiciary CS proposes to amend AS 
•13.55.165(b)( I )(B) by limiting deductible property tax payments to those taxes paid “for 
properties on which oil and gas exploration, development, or production is taking place” (Bill 
Section 58). Whoever drafted this never looked at the stale property tax statutes to see what 
kinds o f  property are taxable. Properties "on which” oil and gas operations are taking place are 
the leases, which are not subject to property l a x . T h e  properties that are subject to state and 
municipal property taxes under AS 43.56 are the facilities, equipment, and supplies primarily 
used or contractually committed for use in oil and gas exploration, production or pipeline 
transportation." Obviously, property taxes on pipelines are not “direct” or “ordinary and 
necessary" costs o f  oil and gas exploration, development or production, and so they arc not
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deductible under the definition o f  deductible lease expenditures in AS 43.55.165(a). We believe 
AS 43.55.165(b)( 1 )(I3)(i) needs only to say "(i) property taxes; and” for it to work properly.

Presumptions about audit claims and burden o f  proof. The Judiciary CS proposes to 
amend AS 43.55.050 by adding a new subsection (b) to it establishing a presumption that 
determinations by DOR of  the amount of tax due are correct, and putting the burden o f  proof on 
the taxpayer “ to prove that the determination by the department is incorrect and to prove the 
correct amount o f  tax due under this chapter” (Bill Section 48). This presumption is completely 
redundant with the existing provisions in AS 43.05.245, applying generally to taxes levied under 
AS 43. In pertinent part, AS 43.05.245 provides:

If a taxpayer fails to file a return or report required by this title in the time 
required by law or regulation, or makes an erroneous or fraudulent return, the 
department shall proceed to assess the license fees, tax, penalties, or interest and 
make a return from information that it obtains. An assessment or a return sub­
scribed by the department in accordance with tliis section is presumed sufficient 
for all leual purposes. However, nothing prevents a taxpayer from presenting 
evidence or other information in an informal conference under AS 43.05.240 or in 
an appeal under AS 43.05.241 in order to rebut the presumed sufficiency o f  an 
assessment or return subscribed by the department, nor does the presumption o f  
sufficiency alter the parties’ respective burdens o f  proof once the taxpayer has 
presented evidence or other material information to rebut that presumption, 
[emphasis addcd|

The question o f  the respective burdens of proof once the taxpayer meets its burden of 
rebutting the presump'ion of correctness was addressed in the Alaska Supreme Court’s decision 
in Gulf Oil Corf), v. State, Dept, o f  Revenue,. In that case, one o f  the questions was whether it 
would be unfair under the Multistate fax Compact (AS 43.19.010)'* to treat certain taxes that 
Cinlf Oil paid to foreign governments as nomlcducliblc income taxes. Gulf Oil offered three 
different arguments why treating those taxes as nondeductible costs would be unfair. Alter 
considering each argument and finding it inadequate, the court declared:

... each o f  the methods proposed by Gulf would result in a lower tax. However, 
we do not equate “ lower" with "more fair." Bach method is at least as arbitrary as 
the DOR’s stiiet application of AS 43.20.031(e). We find Gulf d id not carry its 
burden o f  establishing that its proposed methods are more fair than the legisla­
ture's clearly-expressed preference that "the taxpayer is not entitled to deduct any 
taxes based on or measured by net income.” [emphasis added; citation and 
footnote omitted |

As G ulf Oil indicates, the ease law in Alaska and ollici jurisdictions generally seems to be 
that taxpayers have the burden of proof in showing that a tax or audit claim for additional tax is 
incorrect/'' Also, AS 43.05.455(c) provides, "The taxpayer bears Ihe burden o f  proof on 
questions o f  fact by a preponderance ol the e\ idence unless a different standard ol proof h;t> 
been set by law for a particular question” when tax appeals are being heard in the Office o f



Administrative Hearings pursuant to AS 43.05.405 -43.55.499.

The proposed enactment o f  subsection (b) in AS 43.55.050 under Bill Section 48 is 
unnecessary and redundant with existing law, and therefore Bill Section 4S should be deleted 
from the Judiciary CS.

P. Issues about Tax Stability

The last point 1 would like to make today is about destabilizing the investment climate 
here. In 2005 Governor Murkowski disregarded procedures established by regulation (15 AAC
55.027) and ordered DOR to aggregate certain fields within the Prudhoe Bay Unit with the main 
field for ELF purposes, including fields with heavy oil in the West Sak formation. The result 
was an administratively created increase in the tax law of over $120 million a year at the prices 
back then.

Last year the Legislature enacted the PPT. further increasing the production tax by over 
$800 million during the last nine months o f  2006 alone. And it did this retroactively back to 
April first o f  last year.

Now the Judiciary C'S before you proposes to increase the production tax yet again, and 
even more massively —  on the order o f  one billion, eight hundred million dollars a year above 
even the PPT at $80 real prices, according to DOR’s fiscal note lor the Judiciary CS. And, once 
again, it being proposed to make this change retroactive, this time to the first o f  this year.

As I have explained, you have been allowed to have serious misimpressions about what 
the Gaffney Cline model really shows and about how limited its proper use actually is. These 
misimpressions have, in turn, led to a serious underestimating of the effects of this newest 
change on future investment decisions about exploration, heavy and viscous oil development, 
and tire renewal and ongoing development o f  existing “conventional" fields. Not even a slate 
legislature can repeal the laws o f  economics, any more than it could repeal the law o f  gravity. 
And believe me. the laws o f  economies say there will be adverse impacts on investment
decisions here it the Judiciary CS becomes law.

It is unfortunate that so many in the public, and even in the halls here, do not believe the 
warnings being given by the explorers and producers here. Perhaps even this AOGA testimony 
u ill change no one’s mind. But I have to hope it will. The future o f  Alaska is at stake, and we
urge this Legislature to pull back to safer ground.

Thank you for giving AOGA this opportunity to testify.
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E n d n o t e s
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E n d n o t e  I a b o v e ,  w e  k n o w  t h a t  f o r  a  g i v e n  d e c l i n e  r a l e  R ,  t h e  v o l u m e  o f  p r o d u c t i o n  a l t e r  . Y y e a i s  o f  d e c l i n e  is  / ’ *

1 1 R i ' S o  f o r  e a c h  d e c l i n e  r a t e  i n  t h e  t a b l e ,  y o u  u s e  t h a t  a s  t h e  v a l u e  o f  R  i n  t h e  f o r m u l a ,  a n d  t h e n  y o u  s o l v e  l o t  A 

a s  t h e  \  a l u e  o f  V  t h a t  g i v e s  3 0 0 , 0 0 0  b a r r e l s  a  d a y  a s  t h e  r a t e  I h e  e q u a t i o n  fo r  t h i s  is.

7 4 0 . 0 0 0  x  r  I R ) '  3 0 0 . 0 0 0

W h e n  y o u  t a k e  t h e  l o g a r i t h m  o l  b e l l i  s i d e s  o f  t h i s  e q u a t i o n ,  y o n  g e t  t h e  f o l l o w i n g  e q u a t i o n :

l o g | 7 4 0 , 0 0 0  •. 1 1 P ) ' ]  l t l g | 3 0 0 . 0 ( K I | .

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

t o g e t h e r  e q u a l s  t h e  s u m  o f  t h e  l o g a r i t h m s  l o t  e a c h  o f  t h e m ,  w h i l e  t h e  l o g a r i t h m  o f  a  n u m b e r  t . u s f' '  t o  a n  e x p o n e n t  V 

e q u a l s  A t i m e s  t h e  l o g a r i t h m  o l  t h a t  n u m b e r .  U s i n g  t h i s  g i v e s  t h e  f o l l o w  m g  r e s t a t e m e n t  o f  t h e  p r i o r  e q u a t i o n

l o g |  7 4 0 , 0 0 0 1  • A » lo g ( (  I R ) |  l o g |  3(1(1,(100),

S u b t r a c t i n g  I o g | 7 4 t l . t l 0 0 |  f r o m  b o t h  s i d e s  o f  t h e  l a s t  e q u a t i o n  y i e l d s  t h e  f o l l o w i n g ,  [ c o n t i n u e d  o n  n e x t  p a g e ]
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-Vx log [(l —/f) ] = log[300,000]-log[740,000).

Now you can solve for A'by dividing both sides o f the last equation by log[(l -  /?)], which yields:

log[300,000]-log[740,000 | 

log[(l -  /?)]

Hy plugging the decline rate o f your choice into this last equation as the value o f R, the value o f A' can be calculated 
by simple arithmetic and a set o f logarithm tables, or with a calculator or computer that can compute logarithms.
I his straightforward calculation has been done for each o f the decline rates shown in the right-hand graph. The 
equations and arithmetic are the same for the left-hand graph, except that 200,000 replaces 300,000 in the equations,

5 For producers without production before April 1,2006, the period ends at the end o f the sixth calendar year after 
the one when they first take a TIR credit against tax due under AS 43.55.011(e) on their production. See AS 43.- 
55.023(i)(3)(A)(ii).

4 AS 43.05.220(b).

AS 43.05.220(a). Technically the failure-to-pay penalty is 5% per month for each month that the tax remains 
underpaid, up to a maximum o f 25 percent. It would be extremely rare for DOR to discover the underpayment and 
issue the failurc-to-lile penalty before it has reached its 25% cap.

5 15 AAC 05.220(a). In addition, i f  the 5% negligence penally is assessed, DOR automatically assesses the 25% 
failure-to-pay penalty as well. 15 AAC 05.210(g).

' We have already used “ capex" in this testimony to mean capital expenditures under federal income tax 
principles. We now use "opex" to mean operating expenses under those federal principles.

! H ill Sections 22. 23 and 54 make conforming changes in ether parts o f the production tax laws to relied the 
enactment of a new subsection (o) in AS 43.55.011 that would occur under Hill Section 24.

11 Sot’Kt I DOR, Tax Division, "Summary o f l ’ubhshed Prevailing Values for Cook Inlet tias"; available online at 
c wss lax slate .4. us programs oil pm cs prcyailiinw alue cooku.lct asp (last \ isited <> November 2007). I he pub­

lished data are lo r calendar quarters, and the March 31, 2006 termination date for the 12-month period is also the 
last day o f  the first quarter o f 2006. I hereforc, the average o f the published prevailing values for the Iasi three 
quarters o f 2005 and Ihe fust quarter o f 2006 w ill give the necessary result. Those prevailing values are S3 372 for 
2Q05. 53.581 lor 3Q05, S3 642 for 4Q05 and S3,745 for IQ06. Ihe average o f these is $3,585.

{ lianges that could he made to C'SSH 200 l(J l D) to lim it the taxable value o f non-inlet gas in this manner are:

A) Slnke o ilie r Ilian eas subject m AS 4.3.55.I ll l(i>),"  in lines 21-22 and m line 20 on p ?S,

Hi A lter "is”  in line 21 and m line 20 on p 38, insert " , except us otliei wise pros ided In (0  of this section,"

C l Insert before 21122" alter “ sediinentiirv basin" in line I "  on p 30;

I )) Smke " i "  at the end o f line 14 and all material m lines 15-22 on p. 3'J except "  "  at the end o f line 22;

1 i Insert the follow ing new Hill Section after line 22 on p. .30 and icmimher the lemaiiiing Hill Sections accotdmg-
lv

See. 55. AS 4 1 55 100 is amended by adding a new subsection to read
"(I)  1 or gas taxable under AS 43 55 011(e) that is produced during a month from a lease or
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property outsule the Cook Inlet sedimentary basin before 2022 and used in the state, the portion, i f  
any, o f its gross value at the point o f production that exceeds the amount o f the product under AS
43.55.01 l(j)(2 ) that would be calculated for it i f  it were produced in the Cook Inlet sedimentary 
basin shall be excluded from the determination o f the monthly production tax value under (a)(1) and 
(a)(2), as applicable, o f this section."

13 AS -14.62.640(3) delines “ regulation" to be “ every rule, regulation, order, or standard o f general application or 
the amendment, supplement, or revision o f a rule, regulation, order, or standard adopted by a state agency to imple­
ment, interpret, or make specific the law enforced or administered by it, or to govern its procedure, except one that 
relates only to the internal management o f a state agcncy[.]”

11 AS 44.62.300 says in pertinent part: "An interested person may get a judicial declaration on the validity o f a 
regulation by bringing an action for declaratory relief in the superior coui I. In addition to any other ground the court 
may declare the regulation invalid ( I ) for a substantial failure to comply with AS 44.62.010 - 44.62.320" which, 
inter alia, specify the procedures to be followed in adopting regulations.

If'ien A ir Alaska, inc. v. Dep’t of Revenue, 047 P.2d 1087 (Alaska 1982)

16 Sec 15 AAC 55.191 (j),

13 See 15 AAC 55.191(b)(3)(C) and (l>). 15 AAC 55.19 1(b)(4)((B)(iii) and (iv). 15 AAC 55.191(b)(6) - (S), 15
AAC 55.195, 15 AAC 55.196, and DOK's publication Computation o f  a Costof-Cupitul Allowance under IS AAC
SS. IU6, Incorporating Depreciation and Return on Invested ( 'apital fo r  Mm ine I i  ss els and Improvements (Second 
I dilion: September 19. 2003), which is adopted by reference under 15 AAC 55.196(d) as part o f 15 AAC 55.1**6.

IK Subjectivity becomes significant i f  there is no reliable third-party source or sources to tepoit or quote transporta­
tion costs based on actual and current transactions in the open market. In the absence o f authoritative and reliable 
empirical market data about the transportation costs being charged, the determination o fw h.it the "market value" is 
for that transportation can quickly degenerate into little more than one "expert" opinion versus another. Or some­
times, objective empirical market ilat,i are available, but they are based too much on data reported for the very trans­
portation that DOR is trying to find the "market value" o f which brings about the circularity that I H)R would 
want to avoid. The latter was the pioblcni DOR perceived in using "USFRA" quotes for costs o f marine transporta­
tion m Jones Act v essels between I .S. ports in the late 1 ‘>7(*s.

1 ‘ Article I, section Ml, clause I o f the United States Constitution provides in pertinent part: “ No State shall . pass 
any Mill o f Attainder, ex post facto I aw, or Law impairing the Obligation o f Contracts!. J" Article I. section 15 o f 
the Alaska Constitution provides in pertinent part: "No law impairing the obligation o f  contracts, and no law mak­
ing any irrevocable grant o l special privileges or immunities shall be passed."

■' I lie pages lit question ate pages 24 ol ( ssn 2il()l(Jl l) i.

;l .Vtv SM 2U0J p 22. Mill Section 31.

,SYv. r  o . Alaska < Ml A lias Conservation Commission, Conservation Order No. 233 iScplcmbei Hi. I ‘IK7), f in d ­
ing 9. “  Ihe Marrow ti.is Meld was conveyed to the North Slope Moroiigh from the Federal (.vi»-| government in 
1984."

•M See, e g , DNR, Division ol O il A (ias, Cook In le t o i l a n d  tin s  I 'n it I hvnersliip (map), available online at
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www.dou.dii r state.akns/oi|/prodncts/iii.i[vs/cookinlct/iniai’e.s/cook%2t)ii)lcl%20m:ins%202007/C'l OaiulG UnitOw 
ncrsliin March07.pdf f last accessed 8 November 2007), showing "Municipality o f Anchorage”  with a "33.33%” 
interest as one o f the three owners o f the Beluga River Unit.

! l AS 44.62.640(3) defines "regulation" in pertinent part to be "every rule, regulation, order, or standard o f iron era 1 
application"  (emphasis added).

25 Public Defender Agency w Superior Court, 1'hird Judicial District, 534 P.2d 947,950 (Alaska 1975): "... it can 
be fairly implied that this state does recognize the separation o f  powers doctrine." Hammond v. Breidner, 553 P.2d I 
(Alaska 1976) (invoking Separation o f Powers to hold unconstitutional a law enacted over the governor’s veto that 
required legislative confirmation o f deputy commissioners and 19 specified division directors, in addition to the 
legislative confirmation specifically authorized under Article III, §§ 25 and 26, respectively, for the individuals or 
boards that head principal departments o f the Executive Branch):

... the underlying rationale o f the doctrine o f separation o f powers is the avoidance o f tyrannical 
aggrandizement o f power by a single branch o f government through the mechanism o f diffusion o f 
governmental powers. It is clear that the doctrine is not a common law concept; it is, however, a brooding 
omnipresence by virtue o f its conceptually central 1 )lc in the structure o f American constitutional 
government.

A problem inherent in applying the doctrine of'separation o f powers’ stems from the fact that the doc­
trine is descriptive o f  only one facet o f American government. The complementary doctrine o f checks and 
balance must o f necessity be considered in determining the scope o f the doctrine o f separation o f powers. 
Both doctrines address and arc designed to resolve the problem o f efficient government versus tyrannical 
government and have as their goal the protection o f the electorate from tyranny, [footnotes omitted]

C f State, Dept, o f Revenue v. A 1.1. WE. Voluntary, 606 l ’ .2d 769 (Alaska 1980), rejecting a Separation o f Powers 
argument that, because the adoption o f regulations involves a delegation o f law-making power to the Executive 
Branch, the Legislature can annul a regulation by passing a concurrent resolution o f annulment, instead o f enacting a 
law annulling it. The court in A.L I.W.E. said that, i f  the Legislature uses its power to make or change the law, it 
must obey the procedures specified in the Alaska Constitution for enacting legislation, which include allowing the 
Governor to veto an Act and the Legislature to override such a veto, Annulling a regulation changes the law, but 
passing a concurrent resolution o f annulment does riot include the procedures for veto nr overrule. Hence annulment 
o f a regulation by a concurrent resolution docs not follow the procedures that the Legislature must follow in exer­
cising ils power to make, amend and repeal laws, and therefore annulment in this manner is unconstitutional.

■f' See, e.g., DNR. Division of I ands, Form DL-I (revised 1963), 1! 34 ("Default; Termination"). Various other 
paragraphs throughout Form D1.-I provide for the expiration or termination o f the lease i f  certain specific acts aie 
not performed when due, such as the termination o f  the lease on each anniversary date unless the lessor pa\ s an 
annual rental o f SI.00 an acre to the State before that anniversary date (5 '>).

In line 27 on page 42 o f the Judiciary < ‘S, insert after "advert is ing" the following: "other than tecnl notices nr 
ailsei l isemenls leuullv reuni t ed  in o rde r  to obtain u permit  or  oilier »oveinmei i tal  action for operat ions ot a 
lease o r  p roper ly  o r  an exploration nrospeet  that  is not a leave or  propel  I s "

Ihe quoted language is Ifom AS 43.55.165(b), defining "direct" costs, as it Would be amended under the Judici­
ary C’S.

I lie particular changes ate the addition o f "violation o f law" in paragraph (6) in line 23 on page 42 o f  the Judi­
ciary US, ami the addition o f paragraph (19) beginning in line 22 on page 44,

http://www.dou.diir
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30 AS 43.55.017(a) provides in pertinent part: "Except as provided in this chapter, the taxes imposed by this 
chapter are in place o f all taxes now imposed by the state or any o f its municipalities, and neither the state nor a 
municipality may impose a lax on ( I )  producing oil or uas leases"  (emphasisadded). AS 43.55.017(b) similarly 
prohibits municipal taxes on “ nonproducing oil or gas leases or properties.”

Jl AS 443.56.210(5) defines "taxable property" as follows:

(5) "taxable property"
(A) means real and tangible personal property used or committed by contract or other agree­

ment for use w ithin this state primarily in the exploration for, production of, or pipeline transportation 
o f gas or unrefined o il (except for property used solely for the retail distribution or liquefaction o f 
natural gas), or in the operation or maintenance o f facilities used in the exploration for, production of, 
or pipeline transportation o f gas or unrefined oil; "taxable property”  includes

(i) machinery, appliances, supplies, and equipment;
( ii)  d rilling  rigs, wells (whether producing or not), gathering lines and transmission 

lines, pumping stations, compressor stations, power p.ants, topping plants, and processing units;
( iii)  roads, tank farms, tankci terminals, docks and other port facilities, and air strips;
(iv) aircraft and motor vehicles owned by a person whose principal business in the state 

is the exploration for, production of, or pipeline transportation o f gas or unrefined oil and whose 
operation o f the aircraft or motor vehicle directly relates to Ihe conduct o f that business;

(v) maintenance equipment and facilities, and maintenance camps and other related 
facilities; and

(vi) communications facilities owned by a peison whose principal business in the state 
is the exploration for, production of, or pipeline transportation o f gas or unrefined oil and whose 
operation o f the communications facilities directly relates to the conduct o f that business;

(13) does not include
(i) permanent residences;
( ii) office buildings requiring substantial local government services;
( iii)  o il and gas pipeline systems owned and operated by a public utility that is 

certificated under AS 42.05.221 and is regulated by the Regulatory Commission o f Alaska;
(iv) aircraft and motor vehicles, except aircraft and motor vehicles taxable under (A)(iv) 

o f this paragraph; and
(v) communications facilities, except communications facilities taxable under (A)(vi) 

o f this paragraph].)

Article IV, section IS o f AS 43.19.010 (Multistate Tax Compact) allows DOR to grant te lie f it'ilie  regular meth­
od o f apportioning income to Alaska "do[es] not fairly represent the extent o f the taxpayer's business activ ity in this 
state." The kinds o f rebel available m such a situation include "la) separate accounting; (b) the exclusion o f any one 
or more o f the [regular apportionment] factors; (c) the inclusion o f one or more additional factors which w ill fairly 
represent the taxpayer's business activity in this state; or (d) the employment o f any other method to effectuate an 
equitable allocation ami apportionment o f the taxpayer's income.

fo r  instance, later in the ( lu ll (Hi decision, the Alaska Supreme Court cited the U.S. Supreme Court’s decision in 
Container ( 'nrj>. v. Fr,nu ln.se J'av Hoard, 463 U.S. 159 (19,83) lor the rule i f  a taxpayer seeks to show lli.it an 
apportionment-based income tax is unconstitutional, there is "a steep burden on the taxpayer to prove by clear and 
cogent evidence that the income attributed to the State is in fact out o f all appropriate proportion to the business 
transacted .. in that state,... or has led to a grossly distorted result." Gulf U il (ellipses in original; citation and 
internal quotation marks omitted).
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SENATE BILL NO. 2COI

G o v e r n o r

GOVERNORWGOV.STATe A*.US

S a r a h  P a l i n P .O .  BOX 1 10 0 0 1 
J u n e a u , A l a s k a  9 9 0 1  I 0 0 0 1 

( 9 0 7 )  4 6 5 - 3 5 0 0  
FAX ( 9 0 7 )  4 6 5 - 3 5 3 2  

WWW.GOV.STATE.AK.US
S t a t e  o f  A l a s k a

O f f i c e  o f  t h e  G o v e r n o r  

J u n e a u

O ctober 17, 2007

The I lonorable Lyda Green President of the Senate Alaska State Legislature State Capitol, Room 1 1 1 Juneau, AK 99801-1182
Dear President Green:

U n d er  the au tho ri ty  of art. Ill, sec, 18 of the Alaska C onstitu tion, 1 am  transm itting  a 
bill to m ake  A laska 's  oil an d  gas p ro d u c tio n  lax system  one that is clear a n d  equitable . I his 
legislation w o u ld  p ro v id e  the necessary tools to protect the s ta le 's  in terests  as it m oves 
fo rw ard  w ith  the in dus try  on  a m u tua lly  benefit ial basis in the explora tion  a n d  
dev e lo p m en t of A laska 's  oil and  gas resources,

I lie bill w ou ld  am en d  the cu rren t  p roduction  tax on  oil and  gas u n d e r  AS -13.55 and 
w ou ld  a m e n d  o th e r  s ta tu tes  to aid in the adm in is tra t ion  and  enforcem ent of the p roduction  
tax. II accom plishes  six p r im ary  goals: ( 1 ) requires m ore  com plete  reporting  of tax-related 
in form ation  by p roducers ,  explorers, and  operators; (2) establishes ru les  for the sharing  ol 
confidentia l in form ation  betw een sta le  agencies; (3) ensu res  the public d isc losure  of 
im p o rtan t  p ro d u c tio n  lax inform ation; ( I) p rov ides  various tools to help the D epartm en t of 
Revenue (departm en t)  adm in is te r  the lax; (5) institutes clear fiscal term s for explorers and 
producers ; and  (6) establishes an oil and  gas tax i red it fund  to e n s t ro  o u r  incentive 
p rog ram s function effectively.

To accom plish  the first goal, the bill specifies extensive annua l reporting, 
requ irem en ts  lor p roducers  and explorers  and  m akes i lear that the d e p a r tm e n t  also has 
au thori ty  to requ ire  m on th ly  reporting  of tax inform ation. The inform ation w ou ld  p rov ide  
the d e p a r tm e n t 's  p roduc tion  lax au d i to rs  the tools necessary to conduct tho rough  and  
aci u ra te  p ro d u c tio n  tax au d i ts  and  w o u ld  help the d epartm en t better m on ito r  costs that 
may he claim ed as d educ t ions  or used to obta in  tax credits. In add ition , the bill w ould  
au tho rize  the d ep a r tm en t  to requ ire  reporting  of forw ard-looking  inform ation, such as 
prodtii ors ' budge ts  for fu tu re  expenditu res .  I lie d ep ar tm en t needs  this kind of inform ation 
for accurate  rev en u e  forecasting,. I he hill w ou ld  p rov ide  for penalties  of u p  to $ 1,000 per 
day  for failure to tile certain requ ired  reports, in add ition  to o ther rem edies  u n d e r  curren t
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The second  goal is accom plished by  clearly p rov id ing  for the D epartm en t of 
Revenue and  the D ep a r tm en t of N atu ra l Resources to share  extensive p roducer  and  
explorer in form ation , w hile  m ain ta in ing  the confidentiality  a fforded  u n d e r  curren t law. 
This inform ation sh a r in g  w o u ld  im prove  adm in is tra tion  of both agencies ' p rogram s and  
increase efficiency, since the tw o agencies often have similar d a ta  needs  u n d e r  their 
respective tax a n d  royalty  program s.

To fulfill the th ird  goal, the bill w ou ld  m ake clear that the d ep a r tm en t m ay publish  
p roduc tion  tax in fo rm ation  aggregated  am ong  at least three taxpayers. T his w ould  include 
inform ation on taxes paid , values of oil and  gas p roduced , capital expenditu res  and  o ther  
costs, lax credits, a n d  more. Publishing such inform ation w o u ld  give the public confidence 
that Alaska is rece iv ing  its equitable share  of our na tu ra l resource  value.

As one  m ean s  of achieving the fourth  goal, the bill w ou ld  prov ide  for placing 
petro leum  rev en u e  a u d i to rs  into the exem pt service. This w o u ld  help  the slate  retain and  
attract the necessary  expertise  by  giv ing  the d epartm en ts  flexibility in setting salaries tha t 
com pete  w ith  s im ilar positions in the private  sector. Petro leum  revenue  aud ito rs  curren tly  
em ployed  w ith  the s la te  w o u ld  have  the option  to rem ain  w ith their union o r  to be m oved  
into the exem pt service.

A no ther  tool is an  extension of the sta tu te  of lim itations for oil and  gas prod u lion 
taxes. The bill w o u ld  increase the lime allowable for the d e p a r tm e n t  to conduct aud its  and 
assess lax deficiencies from three to six years. This change  w ou ld  give the d ep a r tm en t 's  oil 
.lnd gas p roduc tion  lax au d ito rs  more lime to con d u c t  accurate  an d  thorough aud its  and  to 
m ake sure that p ro d u cers  are  pay ing  the ( orrect am o u n t  of t.ix u n d e r  the law.

The fifth goal requ ires  a m eans to clearly establish how  w e value oil p roduced  in 
A laska and then h o w  we will share  that value with those w ho  lind, drill, and  develop  these 
nom v n ew ab le  resources. I he bill requires the d ep ar tm en t to spell ou t in regulation w hich 
costs iiiav he d ed u c ted  against the lax. II w ould  also expand  the list of cost categories that 
a re  not a llow ed to he d e d iu  led.

( )ne d isa l low ed  category consists of costs for repair, replacem ent, o r  deferred  
m ain tenance of facilities o r  equ ipm ent,  iiu hiding, pipelines, associated with an  unscheduled  
in te rrup tion  ol o r  reduction  in the rate of oil or gas prod  in lion or w ith  an oil spill or  o ther 
unperm itted  release of a h aza rd o u s  substance. I ln* bill conta ins a limited exception, for 
exam ple, for natura l ca tas trophes  beyond the p roducer 's  ( onlrol. A nother disallow ed 
category ( onsisls  ol costs to build  or opera te  a refinery o r  c ru d e  oil lopping  plant, hi 
add ition , tin* i u n v n l  partial d isallow aiu e lor d ism antlem ent, rem oval, or abandonm en t 
costs is expanded  to be a com ple te  exclusion.

T lie  H on o ra b le  Lyda  G reen
O ctober 17, 2007
Page 2
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W hen  it com es to sharing  the va lue  of the resource, the bill pu ts  the s la te 's  share  at 
25 percen t  of the va lue  after ap p ro p r ia te  costs have been deducted . As prices, and  
profitability, rise, so does  the s la te 's  share  of the value. O nce the net value  of a barrel 
reaches $30.00 on an  annua l basis, the s ta le 's  share  increases by 0.2 percen t for every  dollar 
increase above  that trigger. The bill w o u ld  ensu re  a certain a m o u n t  of stale p roduc tion  lax 
revenues  by se tt ing  a floor on the tax paid  by certain highly  p roductive  fields. This floor is 
10  p ercen t of the gross  value  of the oil an d  gas p roduced  from those fields.

The sixth, a n d  final, goal of the bill is to ensu re  the effectiveness of o u r  cred it 
incentive p rog ram s. The bill w ou ld  establish  an oil and  gas tax cred it fund  that is financed 
w ith  a percen tage  of oil a n d  gas p ro d u c tio n  tax receipts, l he bill w ou ld  give the 
d e p a r tm e n t  the ability to expend  these funds  in o rd e r  to pu rchase  credits  from explorers 
a n d  Small p roducers .  The in tent of the incentive cred it p rogram  is to a ttract n ew  com panies  
a n d  new  in v es tm en t to o u r  state  in the p u rsu i t  of oil and  gas resources. W hile w e have 
succeeded  in a ttrac ting  new  entrants, these com pan ies  have run  into p rob lem s finding 
p u rch ase rs  for the credits  accum ula ted  from their investments. II they canno t m onetize 
these  va luab le  credits, the pu rpose  of the prog,ram is defeated.

W ith these  changes, o u r  state will have the necessary tools to protect A laska 's  
in teres ts  w h e n  it com es  to appropria te ly  valu ing  oil and  gas p rod tu  lion in this stale. 
A laska 's  share  of the costs of investm ent w ould  tall to 15 percent, while increasing our 
share  o f  the ne t  revenues  to IS percent. We w ou ld  be able to tell the public, w ith  
confidence, that w e a re  getting a fair share  ol the value derived  from these non-renew able
resources.

I u rge  y o u r  p ro m p t and lavorable  action on  this legislation.

Sarah I’alin 
( Jovernor

•nelo.sute
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Harry Pulliam 
Senior Economist. Leon One Research. Inc 

November 2. 2007

R e p o r t  to  th e  A la s k a  L e g i s l a tu r e  on P ro d u c t io n  C o s t In c re a s e s

I. I n t r o d u c t io n

I h is  report a d d r e s se s  i s s u e s  raised  in S en a to r  I'herriaulf s A u g u s t  3 0 .  2 0 0 7  letter on  
PPT  le a se  c o s t s .  In preparing th is  report w e  h ave .

•  r e v ie w e d  the m o d e l in g  u sed  lor  the A la sk a  D epartm ent o f  R e v e n u e ' s  

( D O R )  I iseal N o t e  a c c o m p a n y in g  1115 3 0 0 1 :

•  re \  ie w e d  D O R 's  A u g u s t  3. 2 0 0 7  P P T  Status Report:

•  in te rv iew ed  D O R  p erso n n e l  fam il iar  wi t h the D O R  m o d e ls ,  co s t  

a s s u m p t io n s  and P P I l i l in g s  by the producers:

•  rev i e w e d  v a r iou s  p resen ta t ion s  m a d e  during P P I  h ear in gs  last y car:

• rev iewed S IC  lilings made In producers:
•  r e v ie w e d  data c o m p i le d  In the Energy In form ation  A g e n c y  regard ing  

p rod u ction  costs:

•  r e v ie w e d  reports prepared In m arket a n a ly sts  regard ing  p rod u ction  costs: 
and

• reviewed cost information regarding drilling rig rates in the l ower -IN 
states.

II. L O R  F o r e c a s t  L e a s e  C o s t  I n c r e a s e s  (.’e n e r a l ly

I he Alaska Department o f  Revenue (DOR) issued a "PPI Status Report on August 
t. 201)7. In that report, the DOR staled that lor I Y 2<I0N. revenues were expected to he 
SN00 million lower titan earlier forecasts, as rellected in the I iseal Note accompanying 
III) 3001. I he DOR Status Report is included Iteic as Attachment I.

I he DOR identified higher than forecast costs as the primary reason lor the decrease 
in projected revenues. Relative to the I lit 3001 I iseal Note, the D( >R forecast lease cost 
increases for I V 200S ol nearly S2 billion. Ibis repiesonts an approximate 100% 
increase in costs, < apilal cost forecasts incteased by S l.l  billion, while operating costs 
increased by so.o billion. I he impact o f  increased costs forecasts would account for the 
reduction in forecast revenues of approximately SXOn million as set forth in the status 
Report.

In the I iseal Note accompanying lilt Jtiul (AC I S). the DOR has increased its cost 
increases further. I he DOR currently projects total operating and capital costs for I 'i 
2<i()X of s  j,33 billion, an increase of approximately 7% over the figures set forth in the 
\ugust 2(K)7 Status Report. DOR expects these higher cost levels to continue for the



near future. Attachment 2 sets forth the DOR’s current lease cost forecasts through 
Fiscal 2014.

(II. Basis for the Costs Used in B O R ’s Hit 3001 Fiscal Note

The cost projections included in DOR’s lilt 3001 f iscal Note were developed in late 
2005 and were based on information available at that time. This included confidential 
income tax returns and public SIX' lilings for the years through 2004 -- the most recent 
years available in 2005 -- and p"blishod consultant reports covering the period through 
2003. DOR reviewed this information with the producers. In addition, we (Leon One) 
reviewed the DOR’s cost projections.

I he cost projections used in D()R's I IB 3001 Fiscal Note totaled approximately S2.I 
billion for the FY 200S. On a (gross) per-barrel basis, those cost projections averaged 
S7.27/hbl.1 DOR’s current volume projections for FY 2008 are approximately 70.000 
(70 mbd) lower (725 mbd \s  804 mbd) than they were at the time the Fiscal Note was 
prepared. I folding total costs constant, this projected drop in volumes would increase the 
average cost to S8.04/bbl. an increase o f  just over 10%.*

I he DOR cost projections were used throughout the PPT debate in the spring and 
summer o f  2006 in the analyses it presented to the legislature. In addition, industry 
presented revenue estimates during the debate that incorporated cost projections in line 
with the DOR projections.'

We also prepared various revenue projections during the PPI hearings. I hose 
projections fell into two categories: 1 1 ) the economics of exploration and development 
and t2 ) revenues arising from production in fields included in production forecasts used 
in DOR’s Fiscal Note. Our base cost estimates used in these later estimates were 
somewhat, though not significantly. higher than the cost estimates used by the DOR.’

IN’. I he Basis for D O R’s C urren t Cost Forecasts

DOR has based its current cost forecasts primarily on the lilings submitted by the 
producer taxpayers. As has been stated by DOR personnel in testimony, these costs are

the S7.27 hhl figure repicscnls the average cost pci barrel produced. Sptcad across taxable 
barrel• (assuming an avctagc loyalty ol approximately 12.‘>"..t. il would be SS. ?5 bbl.

I lie increase m average S bbl costs resulting lim it volume declines may be somewhat sinallei ill.in 
noted above, as a small portion ol the total opcialing costs would be variable with prodcilioii.

See < ‘m'oeol’liillips presentation on I ebm.nv ’ 7. 2llitn. VV bile the tost assumptions are not staled 
in the chart, the revenues loi the PIN are in tin. with the DttR projections, unhealing that similar costs 
wete used in the analysis

In addition, we picscnted icvcmic sensiii\ iiics showing varying cost increases ovct base forecasts 
I hesc included a n cost increase, an assumption ol a tripling o f  cost nidation t i e .  7 5*’.. ratlici than 
7 A" a) ami an increase in capital expenditures by approximately I l i lt "» to an annual rateol'VJA billion.



not audited, nor have they been adjusted by DOR lor potential misstatements or reporting 
errors.

%

%

To our knowledge. DOR has not reviewed any o f  the supporting information behind 
the tax filings. Moreover. DOR has not reviewed any of the other information that wotdd 
regularly be prepared by the Held operators detailing their actual and anticipated costs. 
I hese would include items such as annual operating budgets, production and drilling 
plans, regular (e.g.. quarterly and annual) expense statements and capital expenditure 
authorizations (Al lis). This is information that would he shared regularly between 
working interest owners in each unit.'

Without a review o f  the information underlying the tax lilings. or a review of the 
types o f  budget and expense reports prepared In the operator o f  each unit, it is not 
possible at this time to determine whether the cost increases (relative to the earlier f iscal 
Note assumptions) that are reflected in the tax lilings to dale and the DOR’s current cost 
forecasts w ill prow  to be accurate, or whether they may be adjusted after review.

V. Rising Costs O ver the 1’ast Several Years

I here is broad consensus among industry analysts that per-harrel opuating and 
capital costs in the I .S. have increased sharply over the past several years. I he increase 
in costs has been higher than general inflation and is driven in large part by higher 
sustained oil and gas prices relative to expectations o f  several years ago.

Attachment 3 shows actual AN'S West I'oast prices over the period January 2000 
through September 2(107. During this period. ANS prices have increased by 
approximately S5U bbl. Moreover, expectations as to long-term crude oil prices have 
increased considerably just since January 2005. Attachment -I shows expected price 
levels as reflected in NYMI X futures trading for oil delivered at the end o f  2011. In 
January 2005 the forward price on the NYMI X was close to S In bbl. I he forward price 
rose sharply over the course o f  the year, ending at close to S(d> bbl. Today, the forward 
price for delivery at the end of 2 0 1 I is about SNii bbl. which is an increase of SJOhbl 
since January 2005.

I xpectations lor sharply increased, long-term crude oil prices have led companies to 
spend nu>re money looking for and evaluating prospective properties. In addition, it has 
led them to spend more money developing costlier reserves from existing properties.
I Ins additional demand, which results in large part from an increase in price 

expectations, has led to increased costs.

VI. Publicly Available Data Regarding Production < ost Increases

Publicly available data reflecting operating and capital costs show increases generally 
over the past several years, with sharp increases occurring in 2(K»5 and 2<>00. I he timing

It is our um lm t.iiid iuu that l>< M< does not have access to this iiilo im .iiio ii at this time.

I



of  these increases is consistent with rapid increases in actual and expected long-term 
crude oil prices that began in 2005.

Attachment 5 shows an index o f  upstream capital costs since 2000 presented in a May 
S. 2007 release by the consulting 11 rm II IS/CERA. The index is designed to track capital 
costs associated with oil and gas production world-wide. The IIIS/CERA figures show 
moderate cost inflation (consistent with the general economy) through 2004. then rising 
quickly. particularly in the 2I,J half o f  2005 and throughout 2006.

Attachment 6 shows an index o f  operating costs prepared from lease cost data 
reported by the Energy Information Administration (EIA) for Lower 48 states/' The I IA 
operating data shows a cumulative cost increase o f  29% in 2006 relative to average cost 
levels over the 2002 - 2004 period that formed the basis of the earlier DOR forecast.

Attachment 7 shows an index o f  equipment costs prepared from the same EIA data.
I his chart shows a relative large increase in costs occurring in 2004. moderating 

somewhat in 2005 and 2006. On average. 2006 equipment costs reflected in the EIA data 
were 52% greater than average costs over the 2002 - 2004 period.

Attachment 8 shows an index of daily rental rates for oil drilling rigs in the Lower 48 
states prepared using data from the Land Rig Newsletter. Rental rales for oil drilling rigs 
in the I ovver4S began rising in 2004 and increased sharply in 2005. I he rate of increase 
slowed somewhat in 2006 and has aeluallv declined since I(22006. Overall, the index 
shows an approximate doubling o f  2006 daily rig rental rales relative to the 2002 - 2004 
period.

None of the data presented in these attachments rellect actual costs in Alaska. Rather, 
they rellect generali/ed world-wide costs or exists in the Lower-48 stales. Ihese data 
indicate that the cost o f  production has risen generally over the course o f  the past several 
years. We would expect that the same pressures on production costs outside of Alaska 
would lead to increased costs in Alaska. And given some of the unique aspects of 
Masha’s production I isolation, shorter drilling season, number of suppliers available to 

industry in Alaska during the short-term), combined with the impact o f  the corrosion 
repair and "integrity management" work in Alaska, these general cost pressures may 
impact the State greater than they have elsewhere, at least in the near term.

VI I .  P r o d u c t i o n  C o s t s  R e p o r t e d  to  t h e  S E C  a n d  A la s k a  S p e c i f i c  C o s t s

Publicly traded oil companies report production costs to the SI C in their annual 
tilings, I S companies’ data is contained in their form ltl*K. foreign companies, such as 
UP. repot I the information in form 20-1. In some cases the costs are broken out 
separately for Alaska and other areas. Attachments l> - 12 set forth reported production 
costs per barrel for ConocoPhillips. UP. I xxonMobil and Chevron. I he reported 
production costs rellect operating expenses and do not include capital investments.

I lie I I \  docs not publish il.il.i I'm \lask.i

I



ConocoPliillips and HP report their production costs in Alaska separately from 
production costs elsewhere. These reported figures show generally increasing production 
costs worldwide over the past -I years, with higher increases in the 11.S. and in Alaska in 
particular. Alaska cost increases reported by 111’ were much greater than those reported 
by ConocoPliillips over the last 2 years.

ConocoPliillips* publicly reported production costs over the period 2003 - 2006 for 
equity production in Alaska and the Lower 48 states arc set forth in Attachment 0. I lie 
ConocoPliillips’ data shows Alaska production costs o f  approximately S3.50 per barrel 
between 2003 and 2005. These are similar to the operating costs used by the DOR in 
their earlier forecasting.

Consistent with the cost and price data presented above, the ConocoPliillips* reported 
costs began to rise in 2005. with a sharp (63% ) increase in 2006 to approximately 
S6.40/bbl. ConocoPliillips* production costs for the Lower 48 states shows a much more 
moderate rate o f  increase over the past 4 years than do their Alaska costs.

HP’s publicly reported production costs over tile same period for equity production in 
Alaska, the United States and the rest o f the world arc set forth in Attachment II). HP's 
reported figures for Alaska are in the same general range as ConocoPliillips’ costs for 
2003 and 2004 (approximately S3.50 per barrel), then rise in 2005 by 38%. with a further 
sharp (81% ) increase to over SO.OO/bhl in 2006.

ExxonM obil's reported costs arc shown in Attachment 11. Unlike the other 2 large 
producers. ExxonMobil docs not break out Alaska in its public filings. ExxonM obil's 
reported figures show increasing production costs over the 2002 - 2006 period higher 
worMwide. with a greater increase in the I S. particularly in 2006.

Attachment 12 shows production costs reported by Chevron for the 2002 - 2006 
period. Chevron's costs show increases generally over the period, with larger increases 
in the US beginning in 2005.

VI I I .  I n f o r m a t io n  o n  f ’o r r o s io i i - U c lu t c d  C o s t s

DOR personnel stated that they did not know the amount that has been claimed lor 
costs related to corrosion repair work on the North Slope. Ihe level o f cost reporting 
contained in the PPI filings does not provide detail regarding the nature o f underlying 
costs. And as discussed above, these lax filings largely form the basis for DOR’s cost 
projections going forward.

One way to attempt to determine the cxt< ill o f  corrosion related costs claimed and 
included in the tax lilings would be to examine md compare the lax data across taxpayers 
and units, comparing costs claimed for Prudlio ’ Hay and by HP with costs claimed by 
other taxpayers and for other areas. While DOR has certainly done this, they staled that 
they could not share any data or analysis with us due to staled tax-payer confidential!’, 
issues.



HP has stated publicly that it will spend $260 million to replace the oil transit lines 
(OTLs) at Prudhoc Hay. Assuming these costs are all spent during 2006 and 2007. they 
would represent a little more than a S 1 /bbl cost spread across taxable barrels at Prudhoc 
Hay for those two years.

In addition to the $260 million O i l, replacement cost figure. HP reported in its 2006 
form 20-F that it planned to spend over $550 million during 2007 and 2008 "net" on 
"integrity management" in Alaska.7

There are several questions with respect to this figure and how it relates to the 
corrosion issues, first. HP's lilings do not deline what is included in "integrity 
management." However, the statement would appear to be directed to efforts to insure 
the "integrity" o f  facilities at Alaska in an effort to prevent future spills or shutdowns. 
Second. HP’s reports do not specify whether these would be operating or capital 
expenses, Ihird, it is unclear whether the $550 million figure is all that is anticipated 
with respect to the integrity management issues, or whether HP has just reported 
anticipated costs for a two-year period, f  ourth, it is unclear whether the $550 million 
refers to expenses born solely In HP in its capacity as working interest owner, or whether 
these rellect the gross amount that HP as operator will pay on behalf o f  itself and the 
other working interest owners at Prudhoc Hay. If these expenses rellect HP’s net 
working interest share, then the total integrity management expenditures over the 2007 
200.8 period could be far greater than $550 million, finally, aside from this statement. 
HP’s tilings do not separately list expenditure amounts related to "integrity management" 
issues prior to 2007. Accordingly, the publicly available data do not allow us to 
determine exactly how much o f  the $550 million spending represents an increase in 
spending levels for this expense category rclati\e to prior y ears.

Whether and to what extent corrosion-related costs are reported as a part ol 
taxpayers’ PPI deductions, the impact o f  these events likely has had some effect on 
increasing overall production costs on the North Slope for non-corrosion-related 
production services. As discussed above, increasing oil prices overall have put pressure 
on costs. I he added pressure to deal with the corrosion repair and integrity management 
issues, particularly in a short lime period, adds to the general cost pressure brought about 
In rising crude oil price expectations.

IX. Some f ina l Thoughts on Cost Increases and the PPT

B P \ 20(10 form 20-1. page 10 stales, "In response to the recent corrosion discoveries. I l l ’ lias decided to 
replace the main oil transit lines 110 miles) in liotli the I astern and Western Operating Vivas o f Prudhoc 
May. In addition. UP plans to spend over SssM million (net) over the next two ye.us on integrity 
management in Maska,"

(>



The PPT system, through the deduction of costs and capital credits, was designed 
to encourage capital investment and increased production in Alaska over the long run. 
Accordingly, the fact that costs have risen relative to expectations, particularly capital- 
related costs, should not he viewed in and of itself as a problem. Indeed, increased 
capital spending is one o f  the policy objectives of the PPT system.

However, it would seem doubtful that the entirety, or even the majority, o f  the 
cost increases reflected in the producers’ tax lilings to date relative to the projections 
used in the earlier Fiscal Note are the result o f  potential stimulative effects of the PPT 
system.

At the outset of this project we had sought to obtain data from the DOR as to 
costs II led by category (i.e.. capital and operating) at different fields. Kx.imination of that 
data might provide an indication as to where (geographically) the cost increases relative 
to forecast were coming from. In addition, such an examination, along with information 
regarding drilling activity. might pros idc insight into the question o f  whether some o f  the 
increased costs could be explained by increased exploration activity and/or development 
activity in certain areas, which are policy objectives o f  the ta> system.

As discussed above. DOR personnel have maintained that cost information by 
taxpayer and even aggregated cost across taxpayers by Held or unit, is considered as 
taxpay er confidential and could not be made available. Accordingly , we were not able to 
undertake this analysis its initially hoped.

Rased on our discussions with DOR personnel and the data reviewed we can draw 
the following conclusions with respect to the cost increases in DOR’s modeling at this 
time.

• Ihe DOR’s forecasts are based largely on unaudited taxpayer returns 
under the PPI lax. I hose costs may be reduced alter rev iew and audit.

• An increase in costs for Alaska production is consistent with the cost 
patterns observed generally in the industry during the past several years. 
Costs began to increase sharply beginning generally in 2005.

• I orecast costs used in DOR’s fiscal Note to HR 5001 appear to be in line 
with publicly (SI C) reported information specific to Alaska during the 
period 2002 through 2005.

• Capital cost forecasts used by the DOR in the HR 5001 I iseal Note are in 
line with historical capital spending levels on the North Slope between 
2002 and 2005.

• Repair costs for corrosion related work and integrity manage) tent on the 
North Slope likely add eosis for non-corrosion related costs in \laska 
generally.

7



• The increases in costs Tiled with the SRC for Alaska relative to the Lower 
48 and elsewhere rellect in part, expenses associated with corrosion repair 
and “ integrity management" efforts in Alaska,

• Ihe si/e o f  the cost increases, as reflected in the DOR’s forecasts,
suggests that corrosion-related expenses and/or higher anticipated
"integrity management" expenses are likely included in the tax tilings, and
as a result, included as a part o f  the cost forecasts.

• A proper determination o f  the reasons (appropriate or inappropriate) 
underlying the cost increases will require examination o f  the data 
underlying producer/taxpayer returns and claims under the 1*1*1 period.
I he examination should include review of unit-by-unit cost information 
both during the 1*1*1 period (i.e.. from April 2(106 forward) and during the 
several years prior to the implementation of the 1*1* 1 .

• Costs have increased in recent years with unexpected increases in
expectations o f  future crude oil prices. In the event that price expectations 
increase further costs may further increase. I he level o f  increase is likely 
to be mitigated over the longer run with new entry (i.e.. increased supply) 
for produetion-reiated services.

• Likewise. \> the extent that long-run p. ice expectations fall signilicantly 
(say down to S40 bbl). we can expect to sec downward pressure on costs 
over the long term.

• DOR did not include a cost/price sensitivity in its IIP 4001 fiscal Note or 
in its PPI Status Report. Its current forecast adjusts costs up or down 
when expected price levels rise above or fall below $60 bbl. respectively. 
While these relationships are difficult to estimate with precision given the 
information available, in our view, this type of sensitivity is a good 
addition to the forecasting process.

S
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PPT IMPLEMENTATION STATUS REPORT

1. Purpose of the Report and Conclusions:

In August 2006, the Alaska Legislature passed HB 3001 containing a new oil and gas 
production tax system called the Petroleum Profits Tax (PPT). The new prollls-based tax 
replaced the previous production lax based on gross value, generally referred to as the 
"Economic Limit Factor" (ELF) tax system. Debate and passage of MB 3001 was 
contentious, with questions raised on the propriety of a profils-based tax and on the 
appropriate tax rate. The controversy escalated earlier this year with the handing down of 
federal indictments against several legislators that centered on potential corruption 
involving the PPT deliberations and votes.

The Governor tasked the Commissioner of Revenue with evaluating whether the PPT was 
meeting expectations with respect to stale revenues and industry’s reinvestment in 
Alaska. The Commissioner of Revenue formed a Production Tax Team, staffed with 
members from the Department of Revenue, Division of Tax and the Department of 
Natural Resources, Division of Oil and Gas to review various aspects of PPT 
implementation. Based on the information provided by the Production Tax Team, the 
initial conclusions of the Department of Revenue are:

1) At current prices, the state is collecting more production lax revenues under 
PPT than it would have under the ELF system. I lowcver. those revenues are 
falling far short of what was expected when PPT was passed.

2) Operating and capital costs are substantially higher than were forecasted in the 
PPT fiscal note provided to the legislature.

3) The value of PPT credits may not be fully realized for exploration companies 
new to Alaska, given the small market for resale among "producers."

4) The crossover oil price point w here the state receives more revenue under the 
PPT than under the ELI system has moved from the S26/harrel predicted in the 
PPT fiscal note to S JS/barrel.

5) The activation of the progressive surcharge has shifted from a market price of 
$55 to over $60 a barrel.

6 ) DOR laces significant challenges in implementing the PPT as currently 
structured.
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I I . D iscu ss io n :

I ) Production lux revenues are I'allinc far short of expectations. The following graph 
shows the differences in modeling results for FY 2008 production tax revenues: this 
graph compares initial modeling for FY 2 0 0 8 as prepared for the Mouse Bill 3001 (PPT) 
fiscal note |SCS HB300I(NGD)|, with current modeling, as prepared for the Sprint; 2007 
Revenue Sources Book, and with the tax revenue that would have been generated under 
the ELF system. The lax revenue expectations for FY 2008 are significantly lower than 
the revenue forecasted when the fiscal note was drafted. This is primarily due to the 
significantly higher costs being reported as compared to what was estimated in Ihe fiscal 
note, as noted below.

In FY 2008, based on forecasted price and production levels, the PPT is expected to 
generate about $250 million over that which would have been generated under the ELF 
system. However, this is more than $800 million less than what was predicted in the PPT 
fiscal note.

FY 2008 Production Tax Estimates: HB 3001 (24th Legislaujre) Fiscal Note and 
Spring 2007 Revenue Sources Book PPT Forecasts; 3nd ELF Tax
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1 Because of the unexpected disruptions to revenues and costs caused by the gathering line 
lailures in the Prudhoe Bay Unit in FY 2007, the Department is using TY 2008 as the comparison 
year to eliminate one-time aberrations. In addition, the HB 3001 Fiscal Note and ELF fax models 
havo been adjusted to reflect current production estimates.
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2) Operating and capital costs are suhstantiallv higher than were forecasted in the PPT 
fiscal note. The substantial and unanticipated increase in costs is the primary reason 
revenues are falling short of expectations. Throughout the latter half of 2004 and 2005. 
DOR officials gathered information from confidential tax documents, annual reports, 
private consultant analyses, and the industry about the costs of producing petroleum on 
Ihe North Slope. DOR modeled the PPF revenue forecasts using these cost data and the 
results of this modeling were provided to the legislature to aid their consideration of the 
PPT.

Based on the cost data received by Ihe Department for 2006 and 2007 since passage of 
PPT, the Department has increased by almost \(WA taxpayer operating and capital cost 
estimates for FY 2008 in its Spring 2007 Revenue Source Book revenue projections. In 
discussions with taxpayers. DOR has been told that these higher costs levels for 2006 and 
2007 are not aberrations caused by unique events, such as the Prudhoc Bay shutdown, 
and that we should anticipate costs remaining at these levels for the foreseeable future.

North Slope Production and Costs FY 2008, 
per HB 3001 Fiscal Note and Spring 2007 Forecast

HB 5001 Fiscal Spring 2007
Note Forecast

FY 2008
Production (barrels per day) 802.000 764.000
Costs

Operating costs iSmillions) SI.076 S2.I60
Capital costs (Smillions) SI.052 S 1,900

Total Costs $2,128 $4,060

Total Costs per Barrel S7.27 SI 1.56
Operating costs per barrel $5.68 S7.75
Capital costs per barrel S3.59 S6.8 1

I ligh oil and gas prices since 2005 are frequcntlv cited as the cause ol these cost 
increases. Projects around the world tluii were once only marginally economic, are now 
considered vers viable, and are now placing increased demands on limited supplies ol 
engineering, procurement and consti action services and on raw construction materials,
I he I pstrcam Capital ( ‘osts Index. developed bv Cambridge Imergy Research Associates 
(CHRA), shows that costs for oil and gas product ion equipment, facilities, construction 
materials and personnel have increased 55 'i since 2005. CP.RA expects cost escalation 
to continue through 2007, although at a slower pace. Fluor ( orporation estimates that 
pi ices lor lubricated structural steel have increased 60-70'; from 2005 to 2006. ami that 
delivery times lor these materials increased by 18-20 weeks from their previous levels.
The same companv repotts that prices for seamless and welded pipe used in petroleum 
production have increased 80-160' i from 2005 to 2006, and expects increases ol another 
15-50'.; hv 2000.
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It is too early to tell whether all of the costs reported under PPT thus far are properly 
deductible. Also, it is too early to know whether the increase in reported industry 
spending in the state will result in increased future production, or whether the increase in 
spending can be attributed to changed behavior as a result of the incentives included in 
PPT. What we do know is that the costs used in the modeling for the PPT fiscal note 
have proven inaccurate.

3 ) The value of PPT credits mav not be fully realized for exploration companies new to 
Alaska uivcn the small market for resale amomi "producers."
Under PPT. tax credits earned by investors and explorers may be transferred and sold to 
other taxpayers who have a production tax liability. Companies that have been issued 
credit certificates above and beyond the $25 million that can be refunded by the state 
would presumably sell their certificates to the highest bidder. In the first year that the 
PPT has been in place, however, companies holding credit certificates report that there 
have been few buyers for the certificates, and that those offering to buy them are doing so 
at large discounts.

-I) The oil [nice crossover point where the stale receives more revenue under the PPT 
than tinder the prior HHF system has moved from $26/barrel to S-hS/harrcl,
The HI.P system “crossoverpoint"— that is. the Alaska North Slope - West Coast (AN'S 
WC) oil price whereby the PPT generates more revenue than the HLH system— was the 
locus of some attention during the 2006 legislative session. Primarily due to the increase 
in the cost estimate, the currently estimated crossover point is substantially higher than 
was projected in 2006.

5) The activation ol the progressive surcharue has shifted from a market price of .$55 to 
$60-63 a barrel. Because the surcharge is not activated until the taxpayer’s net income 
per barrel exceeds $40. higher costs ha\c depressed taxpayer net income, thus delaying 
the price at which the surcharge kicks in. In addition, as production declines, the price at 
which the progressive surcharge is activated will move higher as costs are spread over 
fewer barrels. Although the level differs foi each individual taxpayer, the North Slope 
average progrcssivily trigger is now estimated to be somewhere between $60 ami $63 pci 
barrel.

6 ) UUP faces significant chn 11 enges in adm mistering the PPT as currently structured.

a) Peculations The second phase ol PPT regulations has been delayed as a result 
ol the challenge of accurately describing the allowed and disallowed lease expenditure 
deductions.

b) Revenue forecasts The Department has been severely hampered in its ability 
to provide the administration ami the legislature with accurate revenue forecasts because 
the department lacks future capital and operating expenditure information. The 
Uepaiiment is in the process ol rectifying this problem by rei|uiring operators to provide 
I'orwaril-looking cost data, when and as piov ided to the unit working interest ow ncrs.
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Statutory changes may he required to Ibrtily  aiul locus these requests lo r unit cost 
information.

e) Audits- With the passage o f PPT, the department was authorized to hire eight 
auditors and one tax technician to assist with the additional audit requirements ol the new 
lax structure. To dale, the department has successfully filled the three most senior auditor 
positions, and has reduced the skills requirements for the remaining jun io r level auditor 
positions in light o f the challenges o f matching competitive pay with the more senior 
level skill sets.

The complexity o f auditing production tax has increased several fold under the PPT, and 
the PPT increased the number o f determinations an auditor must make. The provisions in 
the PPT which are intended to sim plify and streamline these determinations through 
reliance upon unit owners' auditing o f unit operators may assist this process, but we have 
not yet been through an audit cycle to assess the efficacy o f this approach.

I II. Conclusion

The state’ s experience w ith PPT puts a spotlight on the risks associated with a net prolit- 
hased lax system. The new system introduced Ihe added variable o f costs into the oil 
revenue equation. W hile it is a risk that is inherent in the decision to approve a net profit- 
based tax. the question is whether the magnitude o f the risk was fu lly understood by the 
legislature given the information prov ided to them. W hile costs would be expected to 
increase, the dramatic difference between what was predicted and what has actually been 
experienced brings into question whether the legislature made its decisions based upon 
appropriate information.

Another aspect o f PPT. the t ix credits given for capital expenditures, has been 
significantly reduced in value due to the lack o f an efficient market for those new 
exploration companies looking to sell their credits to those who have current production. 
This dvficicncv is particularly troubling because these new exploration companies are the 
ones that provide the state with the greatest opportunity to encourage new production that 
micht not otherw ise occur.

Clearly, there are aspects to PPT that should be re-examined by the legislature. In 
particular, the legislature should reassess whether the state is gelling its fair share o f oil 
and gas revenues, and w hether the credits are designed optim ally to provide the 
maximum impact on the stale’ s goal ol encouraging investment that leads to more oil and 
gas production.
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S u m m a ry  of Cos t  A s s u m p t io n s  in 
F is ca l  Note to HB  2001 (ACES) 

FY 2008 - FY 2014

Operating
Operating Capital ?nd Capital 

FY Costs Costs Costs
(M illion  D olla rs)

(1 ) + (2)
(1) (2) (3)

2008 52,146 52,187 54,333

2009 2,286 1,932 4,218

2010 2,375 2,024 4,399

2011 2,464 1,950 4,414

2012 2,572 2,028 4,599

2013 2,638 2,021 4,660

2014 2,712 2,360 5,072
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SENATE FINANCE 
COMMITTEE' A  
Amendment ft
To Bill Number:
Sponsor:^ m B m  

I eld 1 by:Date: Logger]! by:

A M  E N D  M E N T

O FFERED IN THE SENATE

TO: SCS CSHB 2001 (FIN), Draft Version "R"

25-GH0014VR.14 
Chenowctli/Bullock 

11/14/07

g T  t t o n - m O - V

1 Page 12, line 17, through page 13, line 5:

2 Delete all material and insert:

3 "(g) The tax rate applied to the monthly production tax value o f  oil and gas

4 under (e) o f  this section for each month o f  the calendar year in which the tax is levied

5 is 25 percent plus, for each month for which the monthly average production tax value

6 for each 13TU equivalent barrel is more than

7 (1) S30 but not more than S90, 0.4 percent multiplied by the number

8 that represents the difference between the average production tax value for each BTU

9 equivalent barrel o f  the taxable oil and gas for that month and $30;

10  (2) $90, the sum o f  24 percent and tire product o f  0.1 percent

1 1  multiplied by the number that represents the difference between the average

12 production tax value for each BTU equivalent barrel o f  the taxable oil and gas for that

13 month and $90, except that the sum determined under this paragraph may not exceed

14 50 percent."

15

16 Page 15. line 14:

17 Delete "22.5"

18 insert "25"

19

20 Page 15, line 28:

21 Delete "22.5"

22

23 Page 16, line  7:

-I-



Delete "22.5"

Insert "25"

Page 19, line 26:

Delete "22.5"

Insert "25"
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AmeMn d m ^ .E#E_ _ A _  . ,, Luckhaupt/Bullock

11/14/07

SENATE FINANCE

To Bill Number:______________
Sponsor| t SV-tAtAnCiVN C\ 6r l-- 1---u

A 4 -1
Date: \\y\ .Logged by:______

A M  E N I) M E N T

OFFERED IN TH E SENATE BY SENATOR STEDMAN

TO: SCS CSHB 2001 (FIN), Draft Version "R"

1 Page 11, line 22, following "equal to the":

2 Insert "sum, over all the months o f  the calendar year, o f  the"

3

4 Page 11, line 22, following "value":

5 Insert "for the month"

6

7 Page 11, line 23, following "rate":

S Insert "for the month"

9

10 Page 15, line 14:

11 Delete "22.5 percent o f '

12 Insert "the total tax rate for the month determined in AS 43 .55 .011(g) multiplied by"

13

14 Page 15, line 28:

15 Delete "22.5 percent o f ’

16 Insert "the total tax rate for the month determined in AS 43 .55 .011(g) multiplied by"

17

IS Page 16, line 7:

19 Delete "22.5 percent o f

20 Insert "the total tax rate for the month determined in AS 43 .55.011(g) multip ied by"

21

22 Page 35, line 27, through page 38, line 3:

23 Delete all material and insert:

L -1-



25-GH00!4\R.22

See. 46. AS 43.55.160(a) is amended to read:

(a) Except as provided in (b) o f  this section, for the purposes o f

(1) AS 43.55.011(e), the annual production tax value o f  the taxable

(A) oil and gas produced during a calendar year from leases or 

properties in the state that include land north o f  68 degrees North latitude is the 

gross value at the point o f  production o f  the oil and gas taxable under 

AS 43.55.011(e) and produced by the producer from those leases or properties, 

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

applicable to the oil and gas produced by the producer from those leases or 

properties, as adjusted under AS 43.55.170;

(B) oil and gas produced during a calendar year from leases or 

properties in the state outside the Cook Inlet sedimentary basin, no part o f  

which is north o f  68 degrees North latitude, is the gross value at the point o f  

production o f  the oil and gas taxable under AS 43 .55 .011(e) and produced by 

the producer from those leases or properties, less the producer's lease 

expenditures under AS 43.55.165 for the calendar year applicable to the oil and 

gas produced by the producer from those leases or properties, as adjusted under 

AS 43.55.170;

(C) oil produced during a calendar year from a lease or

property in the Cook Inlet sedimentary basin is the gross value at the point o f

production o f  the oil taxable under AS 43 .55 .011(e) and produced by the 

producer from that lease or property, less the producer's lease expenditures 

under AS 43.55.165 for the calendar year applicable to the oil produced by the 

producer from that lease or property, as adjusted under AS 43.55.170;

(D) gas produced during a calendar year from a lease or

property in the Cook Inlet sedimentary basin is the gross value at the point o f

production o f  the gas taxable under AS 43 .55 .011(e) and produced by the 

producer from that lease or properly, less the producer's lease expenditures 

under AS 43.55.165 for the calendar year applicable to the gas produced by the 

producer from that lease or property, as adjusted under AS 43 .55 .170,

(2) AS 43.55.011(g), the monthly production tax value o f  the taxable



25-GI10014\R.22

1 (A) oil and gas produced during a month from leases or

2 properties in the state that include land north o f  68 degrees North latitude is the

3 gross value at the point o f  production o f  the oil and gas taxable under

4 AS 43.55.011(e) [AS 43.55.011(g)] and produced by the producer from those

5 leases or properties, less 1/12 o f  the producer's lease expenditures under

6 AS 43.55.165 for the calendar year applicable to the oil and gas produced by

7 the producer from those leases or properties, as adjusted under AS 43.55.170;

8 (B) oil and gas produced during a month from leases or

9 properties in the state outside the Cook Inlet sedimentary basin, no part of

10 which is north o f  68 degrees North latitude, is the gross value at the point of

11 production o f  the oil and gas taxable under AS 43.55.011 (e) [AS 43 .55 .0 1 1 (g)]

12  and produced by the producer from those leases or properties, less 1 / 1 2  o f  the

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

14 applicable to the oil and gas produced by the producer from those leases or

15 properties, as adjusted under AS 43.55.170;

16 (C) oil produced during a month from a lease or property in the

17 Cook Inlet sedimentary basin is the gross value at the point o f  production of

18 the oil taxable under AS 43.55.011(e) [AS 43.55.011(g)] and produced by the

19 producer from that lease or property, less 1 / 12  o f  the producer's lease

20 expenditures under AS 43,55.165 for the calendar year applicable to the oil

2 1  produced by the producer from that lease or property, as adjusted under

22 AS 43.55.170;

23 (D) gas produced during a month from a lease or property in

24 the Cook Inlet sedimentary basin is the gross value at the point o f  production

25 o f  the gas taxable under AS 43 .55.011(c) [AS 43.55.011(g)] and produced by

26 the producer from that lease or property, less 1 / 1 2  o f  the producer's lease

27 expenditures under AS 43.55.165 for the calendar year applicable to the gas

28 produced by the producer from that lease or property, as adjusted under

29 AS 43.55.170."

30

31 Page 38, line 10:

•
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1 Delete "a [(a)(1)]"

2 Insert "(a)(1)"

25-GII0014\R.22

4 Page 38, line 17:

5 Delete "(a)(3) or (4)"

6 Insert "(a)(1)(C) or (D)"

L -I-
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Bill Number H ??% Q 01
Amendment

Motion

Motion by

Objection bv
Removed

Second Objection by
Committee Member Y „ Vote N

Senator Elton I
Senator Huggins -y ,
Senator Olson s .  .
Senator Thomas _ ✓  .. /
Senator Dyson y
Co-Chair Hoffman
Co-Chair Stedman

Tally
Yea . . i t  ____
Nay i ____

Absent (

MOTION



SENATE FINANCE 
COMMITTEE ^  
Amendment # ->

Tc Bill Number'
Sponsor: HorhfVYv'A 
Date: V\\ ijopqed by:

A M E N D M E N T

25-GH0014\R.23
Cook/Bu llock

11/14/07

OFFERED IN THE SENATE 

TO: SCS CSHB 2 0 0 1 (FIN), Draft Version "R"

BY SENATOR STEDMAN

1 Page 2, line 7:

2 Delete "sec. 65"

3 Insert "sec. 64"

4

5 Page 38, line 27, through page 40, line 1S:

6 Delete all material and insert:

7 "* Sec. 49. AS 43.55.165(a) is amended to read:

8 (a) Except as provided under (c) and (e) [(c) - (e)] o f  this section, for the

9 puiposes o f  AS 43.55.160, a producer's lease expenditures for a calendar year are the

10  ordinary and necessary costs upstream o f  the point o f  production o f  oil and gas that are

11 incurred during the calendar year by the producer after March 31, 2006, and that are

12  direct costs o f  exploring for, developing, or producing oil or gas deposits located

13 within the producer's leases or properties in the state or, in the case o f  land in which

14 the producer does not own a working interest, that arc direct costs o f  exploring for oil

15 or gas deposits located within other land m the state. In determining whether costs are

16 lease expenditures, the department shall consider, among other factors,

17 (1) the typical industry practices and standards in the state that

18 determine the costs, other than items listed in (e) o f  this section, that an operator is

19 allowed to bill a working interest owner that is not the operator, under unit operating

20 agreements or similar operating agreements that were in effect before December 2,

21 2005, anil were subject to negotiation with at least one working interest owner with 

substantial bargaining power, other than the operator: andn

2.3 (2) the standards adopted by the Department o f  Natural Resources that

L -I-
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1 determine the costs, other than items listed in (c) o f  this section, that a lessee is

2 allowed to deduct from revenue in calculating net profits under a lease issued under

A  3 AS 38.05.180(f)(3)(B), (D), or (E),"

4

5 Renumber the following bill sections accordingly.

6

7 Page 47, line 20:

8 Delete "45 - 57"

9 Insert "45 - 56"

10

11 Page 49, line 4:

12 Delete "45 - 57"

13 Insert "45 - 56"

14 Delete "sec. 64"

15 Insert "sec. 63"

16

17 Page 49, line 14:

^  18 Delete "45 - 57"

19 Insert "45 - 56"

20

21 Page 50, line 1:

22 Delete "45 - 57"

23 Insert "45 - 56"

24

25 Page 50, line 3:

26 Delete "sec. 65"

27 Insert "sec. 64"



25-GHOO14\R. 17
Kane/Buliock

11/14/07

OFFERED IN THE SENATE BY SENATOR HOFFMAN

TO: SCS CSHB 2001 (FIN), Draft Version "R"

1 Page 2, line 20:

2 Delete "and"

j

4 Page 2, line 22, following "state":

5 Insert"; and

6 (5) for statewide energy needs o f  Alaskans to assist with rising energy costs"

S E N A T E  F I N A N C E  
C O M M I T T E E  U
A m en dm en t  #__
To Bill Number:,, 
S po n so r  _ \ ( ^ v \

A M E N  I) M  E  N  T

-1 -



S E N A T E  F I N A N C E  
C O M M I T T E E
A m endm en t  # _ _ _ 2 _________ —
To Bill N umber: ___________
S p o n s o r
Date: U H B i  L og g ed  b y .  A d O W  K  (A S

A M K N I) M K N T

OFFERED IN TH E SENATE BY

TO: SCS CSH B 2001 (FIN), Draft Version "R"

1 Page 22. line 23:

2 Delete "20"

3 Insert "30 [20]"

4
5 Page 22, line 25:

6 Delete "20"

7 Insert "30 [20]"

S

9 Page 24, line 2:

10 Delete "20"

11 Insert "30"

25-GH0014\R. 15
Kanc/Bullcck

11/14/07

SENATOR OLSON

L - I



S E N A T E  F I N A N C E  
C O M M I T T E E  f
A m e n d m e n t  # ________^

T o  Bill N u m b e r :________ .

Sponsor' t O U S ^ v T
Date . J s m .  L og g ed  by:

A M E N D  M E N T

25-GH0014VR.13
Cook/Bullock

11/14/07

OFFERED IN THE SENATE

TO: SCS CSHB 2001 (FIN), Draft Version "R"

BY SENATOR OLSON

1 Page 26, lines 13 - 21:

2 Delete all material and insert:

3 "(i) in the case o f  well data, until the expiration of

4 the 24-month period o f  confidentiality described in AS 31.05.035(c)

5 [FOR 10 YEARS FOLLOWING THE COMPLETION DATE], at

6 which time the Department o f  Natural Resources [THAT

7 DEPARTMENT] will release the information after 30 days' public

S notice unless, in the discretion o f  the com m issioner o f  natural

9 resources, it is necessary to protect information relating to the

10 valuation o f  unleased acreage in the same vicinity, or unless the

11 well is on private land and the owner, ineludint* the lessor hut not

12 (lie lessee, i f  the oil and »as resources has not uiven permission to

13 release the well data;"

14

15 Page 26. line 26. following "notice":

16 Insert ", eveept as to seism ic or other nonphysical data aorpiired from

17 private land, unless the owner, ineludint; a lessor hut not a lessee, o f  the oil and

IX »as resources in the private land uives permission to release the seism ic or oilier

19 nonphysical data associated with the private land"

l - I -



S E N A T E  F I N A N C E  
C O M M I T T E E  ^ L _
Amendment #_________ '
To Bill N u m b e r : ________
Sponsor S  W  
DateiNVU^ Logged by:_

{xdu\?V<P1 /

A IVI E N I) M  E N T

25-GH0014\R.I<)
Chcnowclli/Bullock

11/14/07

OFFERED IN THE SENATE

TO: SCS CSIIB 2001 (FIN), Draft Version "R"

BY SENATOR STEDMAN

1 P a g e  2 3 ,  l in e s  2 5  -  2 7 :

2 D e le te  " c o s ts  : n i s i n u  f r o m  g r o s s  n e g l ig e n c e  o r  v i o l a t i o n  o f  h e a l t h .  s a f e ty ,  o r

3 e n v i r o n m e n t a l  s t a t u t e s  o r  r e g u l a t i o n s : "

4 Insert " c o s t s ,  i n e l u d i n t ;  r e p a i r s  a n d  r e p l a c e m e n t s ,  a r i s i n g  f r o m  o r  a s s o c i a t e d  w ill)

5 f r a u d ,  w i l f u l  m i s c o n d u c t ,  g r o s s  n e g l ig e n c e .  c r i m i n a l  n e g l ig e n c e ,  o r  v i o l a t i o n  o f  la w .

6 i n c l u d i n g  a  v i o l a t i o n  o f 3 3  U .S .C .  1 3 1 9 ( 0 0 )  o r  1 3 2 1 0 0 ( 3 )  ( C l e a n  W a t e r  A c t ) : "

7

S Page 41, lines 26 - 28:

9 Delete all material and insert:

10 "(6) costs, in c lu d in g !  r e p a i r s  a n d  r e p l a c e m e n t s ,  arising from o r

1 1 a s s o c i a t e d  w i th  fraud, wilful misconduct, IO R ]  gross negligence, c r i m i n a l

12  n e g l i g e n c e ,  o r  v i o l a t i o n  o f  l a w ,  i n e l u d i n t :  a  v io la t io n  o f  3 3  U .S .C .  1 3 1 9 (c ) (1 )  o r

13 1 3 2 1 ( b ) ( 3 )  ( C le a n  W a t e r  A c t ) ;"

L - I -



T o  Bil l N u m b e r : . ______________________________________________________________________ 11/14/07
S p o n s o r  ------
D a t e : \ \ \ n _ L o g g e d  bv:_-----

“ y  A M E N I )  M E N I

S E N A T E  F I N A N C E

CO M M ITTEE O' 25-GH0014\R.21
Amendment # SL   .. | , S  Cool<

OFFERED IN THE SENATE BY SENATOR STEDM AN

TO: SCS CSHB 2001 (FIN), Draft Version "R"

1 Page 22, following line 17:

2 Insert new bill sections to read:

3 "* Sec. 30. AS 43.55.024(a) is amended to read:

4 (a) For a calendar year for which a producer's tax liability under

5 AS 4 3 .5 5 .0 1 1(e) [OR (Q] on oil and gas produced from leases or properties outside the

6 Cook Inlet sedimentary basin, no part o f  which is north o f  68 degrees North latitude,

7 exceeds zero before application o f  any credits under this chapter, a producer thn*. is

S qualified under (e) o f  this section may apply a tax credit against that liability o f  not

9 more than $6,000,000.

10 * See. 31. AS 43.55.024(c) is amended to read:

11 (c) For a calendar year for which a producer's tax liability under

12 AS 4 3 .5 5 .0 1 1(e) [OR (f)J exceeds zero before application o f  any credits under this

13 chapter, other than a credit under (a) o f  this section but afier application o f  any credit

14 under (a) o f  this section, a producer that is qualified under (e) o f  this section and

15 whose average amount o f  oil and gas produced a day and taxable under

16 AS 4 3 .5 5 .0 1 1(e) |O R (f)| is less than 100,000 BTU equivalent barrels a day may apply

17 a tax credit under this subsection against that liability. A producer whose average

IS amount o f  oil and gas produced a day and taxable under AS 43 .55 .011(e) [OR (1)J is

19 (1) not more than 50.000 BTU equivalent barrels may apply a tax

20  credit o f  not more than .812.000,000 Tor the calendar year;

21 (2) more than 50,000 and less than 100,000 BTU equivalent barrels

may apply a tax credit o f  not more than $12 ,000 ,000  multiplied by the following

2 3  f r a c t io n  f o r  th e  c a le n d a r  y e a r :

t. - I -



1 1 - [2 X (AP - 50,000)j -  100,000

2 where AP =  the average amount o f  oil and gas taxable under AS 4 3 .5 5 .0 1 1(c) (OR

3 (()], produced a day during the calendar year in BTU equivalent barrels.

4 * See. 33. AS 43.55.024(e) is amended to read:

5 (c) On written application by a producer that includes any information the

6 department may require, the department shall determine whether the producer

7 qualifies for a calendar year under this section. To qualify under this section, a

8 producer must demonstrate that its operation in the state or its ownership o f  an interest

9 in a lease or properly in the slate as a distinct producer would not result in the division

10 among multiple producer entities o f  any production tax liability under

11 AS 4 3 .5 5 .0 1 1(e) [OR (I)] that reasonably would be expected to be attributed to a

12 single producer i f  the tax credit provisions o f  (a) or (c) o f  this section did not exist.

13 * See. 34. AS 43.55.024(g) is amended to read:

14 (g) A tax credit authorized by (c) o f  this section may not be applied to reduce

15 a producer's tax liability for any calendar year under AS 43 .5 5 .0 1 1(e) [OR (1)| below

16 zero."

17

18 Renumber the following bill sections accordingly.

19

20 Conform internal references to bill sections so that sections 30 - 33, added by this amendment.

21 arc retroactive to July 1.2 0 0 7 .

25-GH0014VR.21

L



S E N A T E  F I N A N C E

C O M M I T T E E  . CX
Amendment #_______ L
To Bill N um ber: ------
S p o n s o r.

^  D a t e : J lu ^ )  L og g ed  by:
A M  E N I) M E N T

25-GI100 i 4\R.24
Cook/Bullock

11/14/07

OFFERED IN THE SENATE

TO: SCS CSHB 2001 (FIN), Draft Version "R"

BY SENATOR STEDMAN

2

5

6

Page 19. line 13: 

D e le te "]"

4 Page 19, lines 14 - 17:

Delete all material.

7 Page 19, line IS:

8 D e le t e "["

10 Page 20, lines 4 - 5:

1 ] Delete ", oilier than a tax credit described in (a)(3) ol'this section, and"

L - I-



C O M M I T T E E  | q  n r n m a u ? «
Amendment # | U -------------   25AGI ( ?* Rf_  . .  l _»r . C o o k / 1 3 m l o c k
T o  Bill N u m b e r     11/14/07
S p o n s o r .  u A  r v » N _ - - - - - - - - - - - - - - - -
Date _ \ i |q _ ' - O d ? e d  by:----------

S E N A T E  F I N A N C E

OFFERED IN THE SENATE g \ /  S t N A T o f c  t M o A /

TO: SCS CSMB 2001 (FIN), Draft Version "R"

1 P a g e 4 6 .  l in e  11:

2 Delete "a new section"

3 Insert "new sections"

4

5 Page 46, following line 30:

Insert new material to read:

"See. 43.55.895. A pplicability  to municipal entities, (a) Nolwithstnndhig 

AS 29.35.670(a) or other provision o f  law, a producer that is a municipal entity is 

subject to taxation and payment o f  surcharges under this chapter for oil and gas that it 

sells to another party.

(b) A municipal entity subject to taxation because o f  this section is eligible for 

all tax credits under this chapter to the same extent as any other producer.

(c) In this section, "municipal entity" means a municipality, municipally 

owned utility, public corporation o f  a municipality, or entity established by more than 

one municipality."

6 

7 

S 

9 

10 

11 

12

13

14

L -1-



S E N A T E  F I N A N C E  C O M M I T T E E

H / H / 2 0 0 7  C O M M I T T E E  A C T I O N

B il l  N u m b e r

A m e n d m e n t

M o t i o n

Motion by

Objection by

R e m o v e d

Second Objection by

Committee M e m b e r Y  Vote N

S e n a t o r  D y s o n

S e n a t o r  E l to n ____ t /
S e n a t o r  H u g g i n s 1/
S e n a t o r  O l s o n

S e n a t o r  T h o m a s

C o - C h a i r  H o f f m a n \ 7
C o - C h a i r  S t e d m a n y

Tally

Yea

Nay I
Absent

M O T I O N



S E N A T E  F I N A N C E

C O M M I T T E E  , i

A m e n d m e n t  #  > I .

T o  Bill N um ber:________________ , ^  .
Sponsors 
Da te  A\\^  Da te  A\_j L ogg ed  by:_______

A M E N D M E N T

OFFERED IN THE SENATE

TO: SCS CSHB 2001 (FIN), Draft Version "R"

1 Page 2, line 7:

2 Delete "sec. 65"

3 Insert "sec. 66"

4

5 Page 47, following line 17:

6 Insert a new bill section to read:

"* Sec. 58. AS 39.25.110(42) is repealed December 31, 2011."

8

9 Renumber the following bill sections accordingly.

10

11 Page 49, line 4:

12 Delete "sec. 64"

13 Insert "sec. 65"

14

15 Page 50, line 3:

16 Delete "sec. 65"

17 Insert "sec. 66"

-1-

25-GH0014\R.6
Mischel/Bullock

11/13/07

BY SENATOR ELTON



C O M M I T T E E  25-GH0014\R.18
Amendment# -----------  , /  Bullock
T o  Bill N um be r :  .----------------  < } d O W \ t( K ' 11/14/07
Rpnnson: £    I
D a t e a  \ m  L og g ed  by:------

S E N A T E  F I N A N C E

A M E N I) M E N T

OFFERED IN THE SENATE BY SENATOR STEDMAN

TO: SCS C S hB  2001 (FIN), Draft Version "R"

1 Page 15, line 4:

2 Delete "and (i)"

3

4 Page 15, line 8:

5 Delete "and (i)"

6

7 Page 34, following line 17:

<S Insert a new subsection to read:

9 "(i) A person who, under (h) o f  this section, provides, in bad faith, to the

10 department erroneous information about noncompliance with the provisions o f  this

11 chapter by an explorer or producer o f  oil or gas shall pay to the

12 (1) department all expenses related to the department's investigation o f

13 the alleged noncompliance; and

14 (2) explorer or producer about whom the noncompliance was alleged

15 all expenses that are incurred by the explorer or producer relating to the department's

16 investigation o f  the alleged noncompliance."

17

X Page 47, lines 20 - 21:

9 Delete till material and insert:

0 "APPL1CABJIYI Y. (a) AS 4 3 .5 5 .165(e)( 10), enacted by the amendment to

AS 43.55.165(e) in see. 52 o f  this Act, applies to expenditures alter March 31, 2006.

(b) Except as provided in (a) o f  this section, secs. 1 5 - 2 7 ,  26 - 38, and 45 - 57 o f  tuis 

23 Act apply to oil and gas produced alter June 30,2007."

21 

'1 >

L -1-



25-GI10014\R. 18

2 Rdetter the following subsections accordingly.

3

4 Pago 48, line 31, following "under":

5 Insert "AS 43.55.020(a) during the period after March 31, 2006, and before the

6 effective date o f  sec. 21 o f  this Act, and under"

7

8 Page 49, line 1:

9 Delete "June 30, 2007"

10 Insert "March 31 ,2006"

11

!2 Page 49, lines 3-5:

13 Delete "AS 43.55.020(a) because o f  the retroactive application o f  secs. 15 - 27, 29 -

14 38, and 4 5 - 5 7 "

15 Insert "AS 43.55 because o f  the retroactive application o f  AS 43 .55 .165(e)( 19), as

J

16 enacted in the amendment to AS 43.55.165(e) in sec. 52 o f  this Act, that is retroactive to

17 April 1, 2006 under sec. 64 o f  this Act, and the retroactive application o f  secs. 15 - 27, 29 -

IS 38, 45 - 51, 53 - 57, and that part o f  AS 43.55.165(c) in see. 52"

19

20 Page 49, line 5:

21 Delete "June 30, 2007"

22 Insert "March 31, 2006"

23

2*1 Page 49, line 14, following "2007":

25 Insert ", except that a regulation adopted by the Department o f  Revenue to implement,

26 interpret, make specific, or otherwise carry out AS 43 .55 .l65 (e )(19 ) ,  as enacted in the

27 amendment to AS 43.55.165(e) in see. 52 o f  this Act, mav apply retroactively to April 1,

28 2006"

29

30 Page 50, line 1:

31 Delete all material and insert:



1 "(b) AS 4 3 .5 5 .165(c)( 19), enacted by the amendment to AS 43.55.165(e) in sec. 52 o f

2 this Act, is retroactive to April 1, 2006.

3 (c) Except as provided in (b) o f  this section, secs. 15 - 27, 29 - 3S, and 45  - 57 o f  this

4 Act are retroactive to July 1, 2007."

25-GI-I0014\R.18

L -3-
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NOV-09-2007 FRI 08:07 AM ANCHORAGE L[Q FAX NO, 907 269 0229

A l a s k a  S t a t e  L e g i s l a t u r e

Please enter into the record my testimony to tne /tiMMCeL._______
c o m m i t t e e  n a m e

c o m m i t t e e  o n  /Jj?f'&'B & P Q 1 ______________  d a t e d  / / ~ 3‘O r?______________________  .

b i l l / s u b je c t

All,
What we fail to take into account is the cost of the development of the oil fields, drilling wells and building 
Infrastructure to fill the declining oil currently produced, Mayoe Alaska should partner with the oil companies for 
the development of the new and existing oil fields. Have a stake in research and development to recover 
addit onal heavy crude oil from the existing fields, feel the pain of spending millions of dollars to bnng in a well pad 
with ihe expectation of 25000 bpd of production just to find It will only produce 15000 bpd then experience the 
misfortune of having channelized water from the water flood well Invade the oil production well because the oil 
sands we more permeated than expected and you lose millions of dollars on the drilling cost of the well.

Invent some of Alaska's money into the oil fields for a percentage of the profit after EBITA.

Raising taxes is not the answer for the long term for revenue growth for the state of Alaska. Investing and 
partnering with the comoanies to invite and increase industry build a healthy economy.

I am  n o t In fa v o r  o f  r a is in g  a n y  ta x e s  on  th e  oil r e v e n u e .

Basv regards,

S te p h e n  C o rd o v a
5r. Project Manager
Energy Services and Operations
c h :-m  HILL
949 E. 36th Avenue,
Suita 500
Ancnorago, AK 99508 
Tel 907.762.1500 
Direct 907.753.1589 
Mojile 907-382-9700 
Fax 
Email
w u.y  CH 2M .com

P. 01

Signed:
T e s t i f i e r

R ep re s e n t in g  (Optional)

Address

P h o n e  N o.



NOV-08-2007 THU 07:39 PM ANCHORAGE LIO FAX NO, 907 269 0229 P, Oi

Fax Cover Sheet
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. . .  for responsible development of Alaska's Oil, Gas & Mineral Rosourecs

SENATE ft HOUSE F INANCE  TEST IM ONY  
on  SB ft HB 2001 

N o v e m b e r  8, 2007

Thank you, Chairmen Stedman, Hoffman, Chenault a  Meyer, members of the S en a te  ft House 
Finance committees. My name is Paul Laird. I'm general manager and testifying on behalf of 
the Alaska Support Industry Alliance, a trade association representing companies & individuals 
that provide goods & services to Alaska's oil, gas & mining industries.

Our 400 member companies and their 35,000-plus Alaska employees don't make the 
multibillfon-dollar investments in oil fi gas development that fuel Alaska's economy... they 
make those investments work.

As Alaskans whose livelihoods depend on oil & gas investment, w e ’re deeply concerned about 
the constant tax increases that put some of those investments at risk.

The extent to which yet another tax increase wil l discourane investment may be debatable. 
The fact that it w il l do a b s o lu te ly  nothing to encourage new oil production & construction of a 
gas project is not.

Every dollar in additional taxes Is a dollar that won’t be invested in sustaining production, in 
generating business for Alaska companies, in providing good-paying private sector jobs for 
Alaskans.

And isn’t that what this discussion should bo about: how we can ensure our "fair share" of 
long-term jobs and business opportunities for Alaskans, rather than how much more money the 
state can extract from the private sector... just so state government can have more money?

Proponents of this latest increase in Senate Dill 2001 & House Bill 2001 have presented a 
plethora of preliminary projections & a paucrly of proof to push their position.

Regulations for the current PPT haven't even been finalised, and the first returns haven’t been 
audited.

When you adopted the PPT in 2006 after months of deliberations, debate and countless votes, 
you required #a complete review of the system five years later - in 2011. You understood it 
would take several s'cars to reasonably determine how 0. if it's working. I hat hasn't changed.

Please be prudent rather than punit ive in setting long term oil & gas tax policy. Don't put long­
term production, Alaska jobs and business opportunities at risk by increasing taxes, increasing 
costs and jeopardizing the economics of critical investments.

S  ALASKA SUPPORT INDUSTRY ALLIANCE
W. Denson Uivcf., Suite 200 * Anchorage, Alaska 99503 * Phone: (90?) 503??26 • Fax. (907) 5bl-C0/0 ♦ www.alaskaalliance.com

http://www.alaskaalliance.com
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U D E L H O V E N

184 East 53rd Avenue 
Anchorage, Alaska 99518-1222 

(907) 344-1577 Fax (907) 522-2541

Mr. Chairman, Co-Chairman, Vice Chairman etc. , Distinguished Committee 
m e m b e r s  both Senate and House-

M y  n a m e  is James Gilbert; I'm President of Udelhoven Oilfield Systems Services

A n d  I testify tonight on behalf of m y  company and it 538 employees.

A recent article in the Juneau Empire, the text of which in part starts out as -I 

quote,

G ov. S a ra h  Palfn c a l le d  a sp e c ia l  s e s s i o n  to  r e c o n s id e r  t h e  s t a t e ' s  oil t a x  o v e r  th e  
o b j e c t io n s  o f  t h e  oil in d u stry  an d  its  a l l ie s  in th e  A laska  L e g is la tu r e ,  Palln w a n ts  to  
in c r e a s e  t h e  t a x  o n  oil c o m p a n y  profits  from  2 2 . 5  p e r c e n t  to  2 5  p e r c e n t .  End 
q u o t e .

If you pass the P P T  at this higher tax. after only 14 months of the last tax 
implemented, you are sending a message to the producer companies in which you 
under line Alaska's instability as a place to operate. 30 years of operation and 

only one independent is targeting production (Pioneer), m a y b e  in 2008. W e  
should not be considering raising taxes, w e  need to be considering what it would 
take to get production hack up to 2 m m  bbls per day.

S o m e  l e g i s la t o r s  w h o  h a v e  b a c k e d  t h e  G o v .'s  call for  a n e w  s e s s i o n  an d  a n e w  look  
a: oil t a x e s  c i t e ,  t h e  corru p tion  in v e s t ig a t io n s .  End q u o t e

These citings s h o w  a definite lack of understanding at what W E  o w e  the oil 
companies, for their years of commitment and perseverance when oil was low and 

profits were minimal. W e  should he grateful they had the billions to invest and 
risk to develop O U R  resources. But I have heard and read just the opposite, 
because the producers are n o w  getting s o m e  payback for all those years of 

ir.vestment. Those years of annual investments of billions of dollars to build the 
facilities, sealift them to Alaska and produce our wealth from Prudhoe Bay and 

o'her fields they had discovered. Six oil production plants at Prudhoe, 3 
Production plants at Kuparuk, supporting plants to handle gas (two at Prudhoe) 
plants to handle the i m m ense water requirements, One each at Kuparuk and 
Prudhoe. I he C P S  at Prudhoe to produce the enormous power needs for the 
fields, the Field Fuel Gas Unit to provide fuel for turbines for all the prb plants, the 
C O T  Units at Prudhoe and Kuparuk to provide fuel for trucks and equipment, all of 
these at a billion each In todays dollars and that Is not even a complete list.
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U D E L H O V E N
Oilfield System Service:,, incorporated

184 East 53'd Avenue 
Anchorage, Alaska 99513-3222 

(907) 344-1577 Fax (907) 522-2541

Endicott, Milne Pt, Lisbourne/Ft. MacIntyre, Badami, Alpine, Northstar and 
simultaneously to build and operat'd an 80u mile pipeline to transport to market 
our resource A T  A C O S T  O F  C O N S T R U C T I O N  O F  9 BILLION DOLLARS.

"There w a s  a c o r r o s iv e  c lou d  o v e r  th e  la st  p r o c e e d in g s  b e c a u s e  o f  t h e s e  c h a r g e s / '  
s a id  R ep . Mike Kelly, R -F a irb an k s, and  a m e m b e r  o f  t h e  H o u s e  F in a n c e  
C o m m it te e .

C p p o n e n t s  o f  t h e  ta x  In c r e a s e ,  including oil c o m p a n ie s ,  v a r io u s  c h a m b e r s  o f  
c o m m e r c e ,  oil in d u s tr y  c o n tr a c to r s  and  s o m e  le g is la to r s ,  h a v e  a r g u e d  t h a t  t h o s e  
s o  fa r  c o n v ic te d  p la y e d  no  s ig n if ic a n t  m le  in a d o p t in g  t h e  P e tr o le u m  Profits T ax  
th a t  Palin h a s  c a l le d  "ta inted ."  End Q u o te .

M y  company does work In the commercial and private sectors, w e  build schools, 

build medical facilities, do work for the militairy, work for the airports in Alaska 
and also are part of the Alliance where w e  hire and support collectively s o m e
35,000 employees in our industry. It is demeaning to say that w e  are a part of 

s o m e  various chambers of commerce, as far as Alaska is concerned w e  are THE 
C H A M B E R  O F  COMMERCE.. Our employees are s o m e  of the best paid in the state. 
W e  pay property taxes, city sales taxes, municipality sales taxes and contribute to 
non profits in larger amounts than any other sector In the state. Neither Fishing, 
tourism, mining nor any other private enterprise venture contributes v/hat our 
employees or our clients contribute.

M y  clients pay their fair share and have been paying it for j O t  years, I ask you to 
look in the direction of the Permanent Fund, $39.9 Billion to date. A n d  $ 7 0 +  
billion paid to the state to operate, tax and spend, $70 Billion that is the B  word. 
W e  need to be looking at h o w  w e  can get the pipeline back to its operating 
capacity not trying to tax the final 600,000 in to virtual submission..

Don't be fooled by those w h o  see the oil companies as adversaries or opponents,

A t m y  Mother would say, ",S h a m e  on you" the Producers Companies have been 
and continue to be our partners in resource development, paying their fair share 
to help Alaska and Alaskans.

T n a n k  y o u  fu r  y o u r  t im e .
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U D E L H O V E N
O i l f i e l d  S y s t e m  S e r v i c e s .  I n c o r p o r a t e d

1 8 4  E a s t  5 3 rd A v e n u e  
A n c h o r a g e ,  A l a s k a  9 9 5 1 8 - 1 2 2 2  

( 9 0 7 )  3 4 4 - 1 5 7 7  F a x  ( 9 0 7 )  5 2 2 - 2 5 4 1

J a m e s  G i l b e r t  P r e s i d e n t  
1 M E . 5 3 " 1 A  v c .  
A n c h o r a g e ,  A K .  9 9 5 1 8  
l i ; : l h e i t @ u d e l h o v e n . c o m  
( 9 0 7 ) 3 4 4 - 1 5 7 7  o f f i c e  
( 9 1 1 7 ) 7 2 7 - 2 0 7 1  c e . l

N c t e :  M y  c o m m e n t s  o r e  i n  b l u e  r y p e  a n d  i t a l i c i z e d .  T l i c  r e m a i n i n g  t e x t  i s  f r o m  t h e  J u n e a u  E m p i r e  
(0[p7/www.iuneauempirc.com. storifts/110707/sta 20071107025.shlml
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http://www.iuneauempirc.com
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7  N o v e m b e r  2 0 0 7

T V  M e m b e r s  o f  t h e  S e n a t e  a n d  H o u s e  C o r m n i t t e e s : -

M y  n a m e  i s  M a y n a r d  V .  T a p p ,  I  a m  a n  A l a s k a n  r e s i d e n t  s i n c e  1 9 0 0 .  I  f o u n d e d  m y  c o m p a n y  H a w k  C o n s t r u c t i o n  
C o n s u l t a n t s ,  I n c .  n o w  H a w k  C o n s u l t a n t s ,  L L C  in  1 9 8 5  a s  a n  A l a s k a n  c o r p o r a t i o n .

T r l r o n g l y  b e l i e v e  a n y  n e w  a p p r o a c h  t o  r a i s e  t a x e s  s h o u l d  b e  v i e w e d  a s  a  ‘ ' R E S O U R C E  D E V E L O P M E N T "  e f f o r t .  T h e  
s t a t e  w i l l  r a i s e  m o r e  t a x  r e v e n u e s  i f  w e  r n i s c  p r o d u c t i o n .

U ' y o t i  a s k  a n y  o f  t h e  t a x  e x p e r t s  t h a t  w i l l  t e s t i f y  b e f o r e  y o u r  c o m m i t t e e ,  n o n e  w i l l  s a y  t h a t  i n c r e a s i n g  t h e  t a x  w i l l  
i n c r e a s e  e x p l o r a t i o n  a n d  p r o d u c t i o n .

T h e  m o s t  r e l i a b l e  s o u r c e  o f  l o n g - t e r m  r e v e n u e  i s  t o  i n e r c a s o  p r o d u c t i o n .  A s  T u n d e r s t a n d  t h e  s t a t e  g e t s  7 5 %  o f  t h e  
1 2 . 5 %  r o y a l t y  ( 9 . 3 7 5 % ) .  T h e  “ f a i r  s h a r e * ’ t o  t h e  A l a s k a n s  i s  t h e  r e m a i n i n g  ( 3 . 1 2 5 % )  p a i d  i n t o  t h e  P e r m a n e n t  P u n d .  I 
b e l i e v e  y o u  c a n  b u i l d  a  l o n g  t e r m  f u t u r e  f o r  m y  c o m p a n y ’ s  e m p l o y e e s  b a s e d  o n  t h e  i n c r e a s e  in  p r o d u c t i o n .

H a w k  e m p l o y s  o v e r  6 0  A l a s k a n s .  M u c h  o f  t h e i r  w o r k  i s  r e l a t e d  t o  t h e  r e c o n f i g u r a t i o n  o f  t h e  T r a n s  A l a s k a  P i p e l i n e ,  a n d  
t h e  r c f u t b i s h m e n t  a n d  m a i n t e n a n c e  o f  t h e  e x i s t i n g  p i p e l i n e s  a n d  f a c i l i t i e s  o n  t h e  N o r t h  S l o p e .

O u r  c o m p a n y ,  i t s  e m p l o y e e s  a n d  t h e  S t a t e  o f  A l a s k a  w i l l  g r e a t l y  b e n e f i t  f r o m  n e w  p r o d u c t i o n .  W e  h o p e  t o  b e  i n v o l v e d  
i n  a l l  p h a s e s  o f  t h e  c o n t i n u i n g  p r o j e c t s .

I ' r o m  m y  p o i n t  o f  v i e w  u n  i n c r e a s e  o l ' 2 . 5 %  in  t a x  r a t e s  i n c r e a s e s  t h e  s i z e  o f  g o v e r n m e n t  b y  J 2 5 . 0 M i l ! i o n .  O n e  S e n a t o r  
n a d e  t h e  p o i n t  t o  m e  t h a t  " t h e r e  i s  n o  g u u r a w e e  t h a t  i f  t h e  r a t e  w a s  r e d u c e d  b y  1%  t h a t  t h e  p r o d u c e r s  w o u l d  i n v e s t  t h a t  
1 %  h e r e  in  A l a s k a " .  W h i l e  t h i s  m a y  o r  m a y  n o t  b e  t r u e ,  o n e  t h i n g  i s  c e r t a i n  » h a t S 2 5 . 0 M i l l ! o n  w i l l  n o t  b e  i n v e s t e d  b y  
H ie  c o m p a n i e s  i f  i t  i s  t a k e n  a w a y  b y  i n c r e a s i n g  t h e  t a x .

W h a t  I s  t h e  S t a t e  o f  A l a s k a  d o i n g  t o  i n c r e a s e  o i l  p r o d u c t i o n  w h i c h  t h e n  t r a n s l a t e s  i n t o  m o r e  t a x  t e v e m e ?

A l s o ,  i f  t h a t  S 2 5 . 0 M i l l i o n  i s  i n v e s t e d  in  n e w  p i o d t i c i l o n ,  t h a t  a m o u n t  i s  t h e  e q u i v a l e n t  o f  3  n e w  p r o d u c t i o n  w e l l s  T h o s e  
n e w  w e l l s  a t  a  n o m i n a l  r a t e  o f 2 , 5 0 0 b b i s  p e r  d a y  c o u l d  g a i n  t h e  s t a t e  r e v e n u e  a n  a d d i t i o n a l  5 2 1 . O M i l l i o n  p c i  y e a r .  ( T h i s  
w o u l d  i n c l u d e  t h e  c u r r e n t  I ' P T  o f  2 2  5 %  o f  N r t  p l u s  9 . 3 7 5 %  R o y a l t y  a t  S 8 0 / b b l ) .

M y  r . t a t l i  m a y  n o t  b e  t o t a l l y  c o r r e c t  h u t  t h e  c a s e  r e m a i n s  t h a t  t h e  b e n e f i t s  f r o m  i n v e s t m e n t  m a d e  h y  t h e  ’ ‘ p r o d u c e r s "  in  
i h e  s t u t e  o f  A l a s k a  f o r  o i l  a n d  g a s  f i e l d  d e v e l o p m e n t  f a r  e x c e e d s  t h e  b e n e f i t s  t o  A l a s k a n ?  f r o m  r a i s i n g  a n  i n d i v i d u a l  l a x  
r a t e .

f t l i e  p i e v i o u s  a d m i n i s t r a t i o n  m a d e  a  m i s t a k e ,  1 b e l i e v e  y o u r  c o m m i t t e e  c o u l d  r c c t i l y  t h a t  m i s t a k e  b y  d r o p p i n g  t h e  t a x  
• e t c  t o  ‘ ‘ 1 0 % / 2 0 % " .  T h a t  w o u l d  m a k e  u s  m o r e  c o m p e t i t i v e  a t  5 1 %  w h i c h  i s  c l o s e r  t o  t h e  G u l f  o f  M e x i c o ,  a n d  
G a n d a d n ’ s  t a x  r a t e s .

1 w a n t  t h e  s t a t e  o f  A l a s k a  t o  b e  a t  t h e  T O P  n t  t h e  " p r o d u c e r s "  l i s t  w h e n  i t  c o m e s  t o  s e l e c t i n g  i n v e s t m e n t  o p p o r t u n i t i e s

‘ l e a s e ,  1 h u m b l y  r e q u e s t  y o u  r e f t a m e  t h i s  b i l l  a s  a  R e s o u r c e  D e v e l o p m e n t  H i l l  a n d  n o t  a  t a x  g e n e r a t i o n  b i l l .

I w a n t  u s  t o  r e c o g n i z e  t h a t  A l a s k a  i s  ‘ b i g  o i l "  a n d  w c  g e t  " o u r  f a i r  s h o r e "  o f  r e v e n u e s  a l o n g  w i t h  o u r  p a r t n e r s ,  t h e  
p r o d u c e r * .  O u r  f a r e  s h a r e  i s  c a l c u l a t e d  in  t h e  j o b *  c r e a t e d  b y  e m p l o y i n g  A l a s k a n s  In t h e  d e v e l o p m e n t  o f  o u r  c o m m o n  
r e s o u r c e .

O n e  o t h e r  t h i n g ,  t h a n k s  t o  n i l  y o u  w h o  w  e r e  h e r e  l a s t  s c a r  w h e n  t h e  P P T  w a s  a g r e e d  Y o u r  m o n t h ?  o l  h a r d  w o r k  
r e s u l t e d  in  t h e  2 2 . 5 / 2 0  a g r e e m e n t .  I ’ l e a s u  d o n ’ t t r y  t o  l i x  t h a t  w h i c h  i s  n o t  b r o k e n .

riionk-you.
M a y n a r d  T a p p
2 0 0  W e s t  3 4 ' *  A v c .  rfSOO
V n e h o r a g e ,  A l a s k a  9 9 5 0 3
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Thank y o u ,  C hairm en S te d m a n ,  H o ffm a n , C h en au lt  6  M eyer, m e m b e r s  o f  th e  S e n a t e  & 
H ouse F in a n c e  c o m m i t t e e s .  My n a m e  is Eric D om peling . I’m p r e s id e n t  o f ,  and  
t e s t ify in g  on b e h a l f  o f  t h e  Alaska Sup port  Industry A ll ian ce , a t r a d e  a s so c ia t io n  
r e p r e se n t in g  a broad s p e c tr u m  o f  c o m p a n ie s  t t  ind iv iduals  th a t  w ork  in Alaska.

I had t h e  p le a s u r e  o f  hear ing  from  D e p u ty  C om m iss ion er  Rutherford s p e a k  on t h e  AGIA 
Plan th is  m orn ing  as s h e  a d d r e ssed  t h e  A ll ia n c e  m em b e r sh ip  a t  our b r e a k fa st  m e e t in g .
As w ith  th is  PPT D iscussion , th e  t im e  is draw in g  n ea r  w h en  w e  w ill  know  th e  o u t c o m e  
to  t h e  q u e s t io n ;  w h a t ' s  go ing  to  happ en !

I find th is  PPT d iscu ss io n  to  b e  m u ch  t h e  s a m e  h o p e  and pray th a t  is found in t h e  AGIA 
proposal.

Mucn like t h e  C anadian  p rov in ce  o f  A lberta;  y ou  are  con s id er in g  a s ig n if ic a n t  in c r e a se  
in t h e  w a y  th e  in d u stry  is ta x e d ,  A lberta  has a lrea d y  e x p e r ie n c e d  a s lo w d o w n  in t h e  
a c t iv i ty  le v e ls .  I h a v e  no d o u b t  w e  w il l  s e e  t h e  s a m e  thing h ere .

With p ro d u ct io n  d e c l in in g ,  t h e  o n ly  w a y  t o  s ta v e  o f f  th a t  d e c l in e  is through  t h e  drill 
bit,  w e  d o n ’t  h a v e  6 0 0  rigs drilling for  oil and gas  in Alaska w e  on ly  h a v e  a b o u t  17 
c u rren tly  o p e r a t in g ,  and  from  t h e r e  to  1 rig on ly  requ ires  a look  back  lo  1999 , e ig h t  
sh ort  y e a r s  ag o .  Are you  p rep ared  to  d ip  in to  t h e  CBR? G iven  t h e  p r o p e n s ity  fo r  th is  
s t a t e  to  s p e n d  m o n e y  i t  d o e s n ’t h a v e  . .  . e v e n  th is  ta x  in c r e a s e  w il l  n o t  c o v e r  th e  
pen Jing d is a s te r  w ith  t h e  n e x t  d e c r e a s e  in th e  P r ice  o f  o il .  W e c o n t in u e  to  n e e d  a 
f isca l  p lan; w h a t  do  y ou  plan to  d o  w ith  t h e  curren t  e x c e s s  c a p ita l ,  b e s id e s  s p e n d  it,  
oh I fo r g o t  i t 's  a lr e a d y  b e e n  sp e n t!

T he m in ing  in d u stry  r e c e n t ly  a n n o u n c e d  t h a t  th e ir  con tr ib u t ion  to  t h e  S t a te  c o ffe r s  
has In creased  by a f a c to r  o f  3; from  60  Million to  roughly 180 m illion d o llars .  T h e  Oil 
industry  has a lso  had a s ig n if ic a n t  im p a c t  on th e  s t a t e s  in c o m e ,  c o in c id c n t ly  by a 
fa c lo r  o f  3; from  1 .5  Billion a y e a r s  in 2003  to  o v e r  4 .5  billion a y e a r  this y ear , w h o  
say:; w o r e  n o t  g e t t in g  our  fair share? W h e r e  d o e s  all t h e  m o n e y  go?

I u rge  you to  th in k  lon g-an d  hard b e f o r e  c o m m itt in g  t h e  c i t iz e n s  o f  th is  s t a t e  to  an oil 
& g i s  ta x  p o licy ,  th a t  c o u ld  w e l l  fo l lo w  t h e  law  o f  u n in te n d e d  c o n s e q u e n c e s .  D on't  
sa c r i f ic e  lo n g -te r m  j o b  and b u s in ess  o p p o r tu n it ie s ,  for a sh o r t  term  p o te n t ia l  g a in , I 
ask  you  to  l e a v e  t h e  PPT leg is la t io n  a lo n e  and fo cu s  on th e  lon ger  term  b e n e f i t  o f  a 
Gas l in e  th a t  w ill  b e  a rea l e c o n o m ic  c h a n g e  to  this s t a t e  a s  w a s  th e  Oil P ip e l in e  30  
years a g o .
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A l a s k a  S t a t e  L e g i s l a t u r e

Please  enter into the record my testimony to the __V
comm ittee name

comm ittee on 2-pen /  £  re ^ o o l  , elated U 1*3 I ° H _________
bil l/subject

D a t e :  1 1 - 0 8 . 0 7  
F r o m  P a u l  D . K e n d n l l
R E f :  P P T  S e n a t e  a n d  I i o u s e  J o i n t  P P T  h e a r i n g s  t e s t i m o n y  
T O  a b o v e  f o r  t h e  r e c o r d

L a d i e s  a n d  G e n t l e m e n ,
P i e a s e  a c c e p t  t h e  a t t a c h e d  O p i n i o n  f o r  t h e  r e c o r d  i n  y o u r  r e v i e w  o f  t h e  P P T  b i l l  2 0 0 1 .

1 h r . d  i t  c o n c e r n i n g  w c  c i t i z e n s  a r c  n e t  a f f o r d e d  m o r e  t i m e  a n d  p a r t i c i p a t i o n  i n  t h i s  P P T  p r o c e s s  a l o n g  w : t h  
o t h e r  p r e s s i n g  s o c i e t y  n e e d s . . . .

T h a n k  V o  a .  

P a u l  D .  K e n d a l l  

9 0 7 . 2 2 2 - 7 S H 2

S i g n e d . ___________ _
Testifier

Representing (Optional)

Address

P h o n o  No.

0 £8 I f g  i H u e  ir*- r i i . i n  ftrt j e
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1 1 - 8 - 0 7  P a u l  D , K e n d a l l  P P T  t e s t i m o n y  

T o :  J o i n t  S e n a t e  a n d  H o u s e  c o m m i t t e e s  r e v ie w in g  P P T  2 0 0 1  b i l l s  

R E F :  T e s t i m o n y  E n o u g h  I s  E n o u g h ,  it  I s  t im e  f o r a  n e w  s o c i e t y  I

L a d i e s  a n d  G e n t le m e n  o f  t h e  L e g i s l a t u r e  a n d  f e l l o w  c i t i z e n s  o f  A l a s k a ,

12
F i r s t ,  I c o n t i n u e  to  s u p p o r t  o u r  G o v e r n o r  in  h e r  h o n o r a b le  i n t e n t io n s  w i t h  

P P T .

H o w e v e r ;  I s t i l l  p r e f e r  a  G r o s s  %  o f  p r o d u c t io n  p a id  to  u s  a n d  t h e n  w e  g iv e  

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

c h e c k  o f f  l i k e  m e n u  . ( n e e d s  m o r e  d i s c u s s i o n )

1 8

A L S O ,  W e  m a y  n e e d  to  c u t  o u r  l o s s e s  b y  le t t in g  th e  b ig  3  g o  a n d  b r in g  n e w  

l e a s e  h o l d e r s  a n d  m o r e  e a g e r  i n v o s t o r s  f r o m  C h in a  -  O r  a t  l e a s t  r e p l a c e  

E X X O N  w h o  I s  c l e a r l y  n o t  " s h o w i n g  u s  th e  l o v e . . . . ’ ’

24  W it h  t h e  o n g o in g  P o l i t i c a l  a n d  O i l  C o .  C o r r u p t io n ,  E n e r g y  I n s t a b i l i t y ,  

o u r  p a r t  t im e -  L e g i s l a t u r e s '  c u t  a n d  r u n  to  J u n e a u ,  O P E C  p a r t n e r s h ip s ,  

I R A Q  K i l l i n g s ,  E n e r g y  c o n s t r u c t e d  a n d  c o n t r i v e d  p r i c i n g ,  H y d r o g e n  D e v . ,  

W o r ld  O il  C o m p a n ie s  r e f u s a l  to  t e s t i f y  o n  r e c o r d ,  O u r  l e g i s l a t u r e  a n d  o t h e r  

b o d ie s  n o t  a l l o w in g  u s  th e  c i t i z e n s  to  s u b s t a n t i a l l y  c o m m e n t  a n d  a s k  

q u e s t i o n s  o f  s u b s t a n c e ,

3 0

I c a n  o n l y  c o n c l u d e  th e  f o l lo w in g

T h o  g r e a t  p e o p le  o f  A l a s k a  c a n  a n d  s h o u ld  n o  lo n g e r  b e  a  s u b ju g a t e d  

a n d  e n s l a v e d  p e o p le  b y  E n e r g y  i n t e r e s t s  o u t s id e  o f  A l a s k a .

It  i s  t im e  to  e n d  t h i s  u n ju s t i f i e d  a n d  I l le g a l  e c o n o m i c  b e t r a y a l  a n d  

3 6  a s s a u l t  o n  t h e  c i t i z e n s  o f  A l a s k a  a n d  t h e i r  f a m i l i e s .

T h i s  I r r a t io n a l  c o n v e y a n c e  o f  o u r  a s s e t s  to  s o m e  d i s t a n t  f u n d  o r  o t h e r s  

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

a n  e n d . . .

T h e  A l a s k a n  p e o p le  h a v e  b e e n  a n  u n d e r s t a n d in g ,  g e n e r o u s ,  p a t ie n t ,

4 2  l o y a l ,  a n d  a c c o m m o d a t in g ,  p a r t n e r  w i t h  th e  B I G  O I L  C O M P A N I E S  a n d  o u r  

P O L I T I C I A N S .
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H o w e v e r ;  D u e  t o  t h e  p a s t ,  c u r r e n t  a n d  p r e d ic t e d  E N E R G Y  E V E N T S  th e  

t im e  h a s  n o w  c o m e  f o r  u s  th e  c i t i z e n s  o f  A l a s k a  t o  b e g in  o u r  n e x t  s o c i e t y ,  a  

m o r e  j u s t  a n d  m o r e  f r e e  s o c i e t y .

Y o u ,  o u r  e le c t e d  l e a d e r s  s h o u l d  p u b l i c l y  a n d  h o n e s t l y  d e t e r m in e  th e  

a n n u a l  a m o u n t  o f  C u b i c  F e e t  o f  N a t u r a l  G a s  n e e d e d  f o r  t h o  s i n g l e  f a m i l y  

h o m e  o w n e r  b a s e d  o n  t h e  m o d e l  b e lo w :

( S F H O M )  S i n g l e  f a m i l y  h o m e  o w n e r  m o d e l  «  l e s s  o r  u p  to  f i r s t  1 ,0 0 0  s q  f t  

l i v in g  s p a c e  w i t h  2 0  x  2 0  2  c a r  g a r a g e ,  1 2  x 1 2  s t o r a g e  s h e d ,  2 0  X  2 0  g r e e n  

h o u s e  o n  1 0 0 ’ X  1 0 0 ’ lo t  s i z e  —  1 p e r s o n ,  1 v e h i c l e

T h e  a n n u a l  a l l o t m e n t  p e r  h o u s e h o ld  t o ta l  a m o u n t  o f  e n e r g y  c o n v e r t e d  to  

C u b i c  F e e t  o f  g a s  s h a l l  r e f l e c t  t h e  h o m e  n e e d s  f o r :

H E A T IN G  A N D  C O O K I N G  

E L E C T R I C I T Y

G A S O L I N E  P O W E R E D  T R A V E L  o f  1 0 0  m i l e s  d a i l y  r o u n d  t r ip  f r o m  h o m e . 

E s t i m a t e d  a n n u a l  a l l o t m e n t  a m o u n t  o f  N a t u r a l  G a s  in  c u b i c  f e e t  to  b e  In  

t h e  o r d e r  o f :

H o m e  u s e a n n u a l  m a x c u  f t  c o n v X  * 1 0 0 ,0 0 0  h o m e s  * *$

H t - c o o k 1 7 5  M c f s a m e 1 7 .5  M M c f

E l e c t r i c i t y 8 ,5 0 0  k w h 2 8 .2 M c f 2 8 .2  M M c f

g a s o l in e 1 ,8 2 5  g a l  (1  p e r ) 2 2 4 .2  M c f
» » «  •  m m\t m-m m m m-m >«»■»»

2 2 .5  M M c f

72

* * * T Q T A L S  ( a l l  #  a r e  e s t i m a t e s ) 6 8 .2  M M c f  d i s c u s s i o n

7 8  ‘ T O T A L  N U M B E R  O F  S I N G L E  F A M I L Y  H O M E S  IN  A L A S K A  + D A T A  7 ?

1 0 0 ,0 0 0  h o m e s  = 3 0 0 ,0 0 0 +  p o p u la t io n  ?  a  g u e s s  * I h a v e  h a d  a  h a r d  t im e  

t r y in g  to  g a t h o r  t h e s e  n u m b e r s  b y  s i n g l e  f a m i l y  h o m e  o w n e r s ,  a p t  

c o m p l e x e s ,  t r a i l e r s ,  d u p l e x e s ,  e t c . . .

* '  t h e  g a s  c o m e s  o u t  o f  t h e  g r o u n d  c o s t  n e a r l y  n o t h in g  In  r e la t io n  to  ~ ?
 ̂4 A" | Ih !a  J  A i L .m A  A _ _A_I    -1     A—   *

( I  g a t h e r e d  t h e s e  e n e r g y  f i g u r e s  a s  b e s t  I c o u ld  o n  s u c h  s h o r t  n o t i c e  

t o d a y l )

SO
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Y o u ,  o u r  e le c t e d  o f f i c i a l s  o n  o u r  b e h a l f  s h o u ld  c a u s e  a n d  m a k e  to  

9i5 h a p p e n  N o w ;  w i t h in  t h e  P P T  b i l l  t h i s  i n c l u s i o n  a s  a  p i lo t  p r o je c t  t o w a r d s  a  

n e w  h i s t o r y  f o r  A l a s k a  b y  d e c la r i n g  a n  a n n u a l  a l lo t m e n t  o f  e n e r g y  f o r

1 0 0 . 0 0 0  h o m e s  a s  d e s c r i b e d  a b o v e .

T h i s  p i lo t  p r o je c t  a n n u a l  e n e r g y  a l lo t m e n t  s h o u ld  b e  m a d e  a v a i l a b l e  t o

1 0 0 . 0 0 0  h o m e  o w n e r s  o n  a  s t a t e w id e  p e r  c a p i t a  %  b a s i s ,  b y  l o n g e v i t y ,  

d r a w in g  e v e r y  3  y e a r s  o r  s o m e  o t h e r  lo c a l  f a i r  a n d  a g r e e a b le  m e a n s . . .

10:2

W e  a s  A l a s k a n s  c a n  n o  lo n g e r  a l lo w  t h e  "  t h e  c o n s p i r a t o r i a l  f e w  w h o  

f o r  p r o f i t  o f  t h e i r  o w n  w o u ld  b e  W o r ld  r u l e r s  a t  o u r  p e o p le s ,  f a m i l i e s  a n d  

lo v e d  o n e s  e x p e n s e ;

A g a i n , ,  W e  f r e e d o m  lo v in g  A l a s k a n s  w i l l  n o  lo n g e r  b e  a n  e c o n o m i c a l l y  

1 0 3  s u b ju g a t e d  a n d  e n s l a v e d  p e o p le .  I t  i s  o v e r l

T h e  t im e  o f  b e in g  e c o n o m i c a l l y  b lo o d  s u c k e d  b y  a  f e w  h a s  c o m e  a n d  

g o n e l  I t  I s  t im e  to  b e g in  a  n e w  s o c i e t y ,  a  b e t t e r  a n d  m o r e  f r e e  s o c i e t y .  I t  i s  

t im e  f o r  A l a s k a  to  t a k e  h e r  p la c e  in  th e  h i s t o r y  o f  W o r ld  a s  t h a t  n e w  

s o c i e t y . . . .  F i r s t  o f  t h e  s u r e l y  m a n y  to  f o l l o w .

1 1 4  B y  a l l o w in g  o u r  h o m e s  a c c e s s  to  o u r  n e a r l y  f r e e  e n e r g y , w e  w i l l  n o t

o n l y  s t o p  th e  e x i t  o f  l a r g e  a m o u n t s  o f  o u r  m o n e y ;  b u t  w e  s h o u ld  s e e  a  

t r e m e n d o u s  g r o w t h  in  o u r  h o u s in g  m a r k e t s ,  n e w  t e c h n o lo g i e s ,  c i t i z e n  

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

T h e  t r u e  a n d  a c t u a l  g a s  a l lo t m e n t  c o s t  to  t h e  O il  I n d u s t r y  a n d  o u r  

p e r m a n e n t  f u n d  I s  n e a r l y  n i l l .

1 5 0

A L A S K A  i s  p e r c h e d  to  b e  a  n e w  a n d  v ib r a n t  s o c i e t y ,  a  s h i n n i n g  a n d  

h i s t o r i c a l  l ig h t  in  th e  h i s t o r y  o f  t h e  w o r l d . . .

I t s  a l l  h e r e ;

I t  i s  t im e  t o  t e a c h  th e  c h i ld  w h o  i s  t h e  p a r e n t ;  t o  e d u c a t e  th e  m is g u i d e d ,  

1 5 6  w h o  h a v e  c l e a r l y  g o n e  to  w o r s h i p i n g  p r o f i t s  in  t h e  p l a c e  o f  “ s p i r i t u a l

i n s i g h t "  a n d  " Q u a l i t y  o f  L i f e " ;  O t h e r  t r u e  v a l u e s .

I t  I s  t im e  to  b e c o m e  a  b e t t e r  a n d  m o r e  f r e e  s o c i e t y  a n d  in  o r d e r  to  d o  

t h a t  w e  m u s t  c o m o  to  t h e  a id  a n d  d e f e n s e  o f  t h e  v e r y  f o u n d a t io n s  o f  o u r  

s o c i e t y -

T h e  S i n g l e  f a m i l y  h o m o , O u r  f a m i l y ' s -  w h i c h  w o  a l l  a s p i r e  to  b e  a  p a r t  o f .

122
I F  " f o s s i l  f u e l e r s  ’ ’ w a n t  to  m a k e  u n b r id le d  p r o f i t s  a n d  w e a l t h ,  t h e n ,  s o  b e  

i t ;  B u t  y o u  s h a l l  n o t  m a k e  It  o n  t h e  b a c k s  o f  o u r  m o s t  f u n d a m e n t a l  

f o u n d a t io n s  o f  o u r  s o c i e t y ,  o u r  h o m e s  w i t h  o u r  lo v e d  o n e s .
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1 3 IJ  T h e  S i n g l e  F a m i l y  H o m e  a n d  O u r  f a m i l i e s  E n e r g y  w e l f a r e  f r o m  t h i s  d a y  

f o r w a r d  -  s h o u l d  b e  " O F F  L I M I T S "  to  th e  p r o f i t e e r in g  a n d  c a p i t a l  

g e n e r a t io n  o f  a  f e w  l a z y  a n d  p o w e r  d r u n k  i n d i v id u a l s  r u n n in g  a m u c k  

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

1 4 4  S i n c e r e l y  a n d  R e s p e c t f u l l y ,

P a u l  D . K e n d a l l  

9 0 7 - 2 2 2 - 7 8 8 2

[ I [ [ [ [ [ [ [ [ [ [ [ [ [ [ w [ a [ t [ e [ r [ [ [ f [ u [ e [ L [ [ [ [ [ [ [ [ [ [ [  E N D  [ [ [ [ [ [ [ [ [ [ [ [ [ [ [ [ [ h [ y l [ d [ r [ o [ [ g [ o [ n [ [ [ [ [ [

P s „  M r . G a l v i n ,  w i t h  a l l  d u o  r e s p e c t  t o r  y o u r  in t e n t io n s  a n d  c h a r a c t e r .

15 i5  I c a m e  to  t h i s  c o n c l u s i o n  l i s t e n in g  to  M s  N e l s o n  a n d  M r .  T h o m a s  

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

A n d  y o u  a d v i s i n g  h im  ( t r u t h f u l l y )  t h a t  " t h e  e n e r g y  p r i c e  h i s  p e o p le  w o u ld  

p a y  w o u ld  b e  b a s e d  o n  th e  w o r ld  o i l  m a r k e t  p r i c e s ”

W e l l ,  i t  d o n ' t  g e t  m u c h  p l a in e r  t h a n  t h a t l  F u n n y  t h in g  a b o u t  th e  t r u t h ,  it  

16 .2  i s  w h a t  i t  i s . . . .

L a d i e s  a n d  G e n t l e m e n ,

E n o u g h  i s  E n o u g h !  T h e  t im e  h a s  c o m e  to  f r e e  o u r  p e o p le .  Y o u  k n o w  t h i s  

i s  t h e  t r u t h ;  Y o u  k n o w  I a m  r i g h t . . . a n d  w e  a r e  n o t  a lo n e !

1 6 3

A l l  E X X O N  p e r m a n e n t  f u n d  s t o c k  m o n e y  s h a l l  b e  r e d i r e c t e d  im m e d ia t e ly  

to  o t h e r  I n t e r e s t s  u n l e s s  E X X O N  s e t t l e s  w it h  o u r  p e o p le  w i t h in  3 0  d a y s .

T h a t  m o n e y s ’ i n t e r e s t s  s h a l l  a u g m e n t  th e  im m e d ia t e  c o n s t r u c t io n  o f  

o u r  o w n  A l a s k a  G a s  p ip e l in e  n e e d s  a n d  s e v e r a l  H y d r o - E l e c t r i c  P o w e r  a n d  

1 7 4  H y d r o g e n  G a s  p r o j e c t s  f o r  o u r  A l a s k a  f a m i l i o s  n o w  s o c i e t y  a n d  n e w  

t e c h n o lo g i c a l  e n e r g y  n o o d s .

F u r t h e r ,  b o  i t  r e s o l v e d ,  P I R S  a n d  T I R S  s h a l l  b e  p l a c e d  o n  n o t i c e  t h e y  

s h a l l  s t a n d  a t  o u r  r e a d y ,  to  s e r v e  o u r  n e e d s  a s  th e  g r e a t  s t a t e  o f  A l a s k a  

t h e y  c r e a t e d ,  m a y  n o w  n e e d  t h e m  y e t  a g a in  to  h e lp  c a r r y  o u r  j o u r n e y  to  a  

n e w  s o c i e t y ,  a  n e w  r e c o g n i t i o n  f o r  A l a s k a  in  th e  w o r l d s  h i s t o r y  o f  a  

1 8 0  f r e e d o m  l o v in g  p e o p le s .

W o l l ,  n o w  im a  s t a r t i n  t o  g e t  c a r r i e d  a w a y  h e r e  s o  -  C h o w  ?
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A l a s k a  T r u c k i n g  A s s o c i a t i o n ,  I n c „
3443 Minnesota Drive • Anchorage, Alaska 99503 • Phone (907) 276-1149 • Fax (907) 274-1946

w w w .ak lru ck s.crq

The authoritative voice o f  the trucking industry in Alaska

November 8, 2007

SB2001 Oil Tax Issues (PPT)
Senate and House Finance Committees

The Alaska Trucking Association is a state wide organization 
representing trucking interests from Barrow to Ketchikan. In 2008, our 
association celebrates its 50(n Anniversary of serving the interests of the 
trucking industry in Alaska. Our more than 200 member companies 
represent all of the diverse truckmg operations in the state along with 
many associate members who provide goods and services to our 
industry. It is important to note that, in Alaska, trucking employs over
20,000 people - 1 out of 14 members of the Alaska workforce. Trucking 
payrolls total over S900 million annually. Trucking consists of several 
thousand family owned and corporate trucking businesses, most of 
which have fewer than 10 employees.

On behalf of the ATA, I wish tu submit the following comments for the 
record.

It has been said many times that, in developing our natural resources, 
our constitution requires that we seek maximum return to the citizens of 
Alaska. While it seems that the emphasis has been on raising taxes to 
increase tax revenue to the state, we believe that the better way to 
maximize benefits to Alaskans is to provide good paying, long term jobs 
for this and future generations.

1 he State needs to focus on how to slow the decline of production. To 
accomplish that objective, investments need to continue in existing 
fields, investments need to be made in heavy oil and investments need to

It you not it, j  truck brought It..

http://www.aklrucks.crq
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A l a s k a  T r u c k i n g  A s s o c i a t i o n ,  I n c .
3443 Minnesota Drive • Anchorage, Alaska 99503 Phone (907) 276-1149 • Fax (907) 274-1946

wwW.aktrucks.org

be made to promote the development of new fields. Existing field 
development should be the first priority. Most of the new production, in 
recent years, has occurred in existing fields. Without this base 
production, heavy oil and other new field development will face major 
additional challenges.

The oil and gas business is capital intensive and it takes many years for 
return on investments to occur. Increases to taxes lengthen that recovery 
time and can negatively impact project economics and investment 
decisions.

We believe that it is important in setting tax policy to produce adequate 
revenues for the state but more importantly, encourage further 
investment in the development of our abundant resources.

We urge you keep the tax rate low and use incentives to encourage 
increased development investment. As stated earlier, we believe that the 
better way to maximize benefits to Alaskans is to provide good paying, 
long term jobs for this and future generations. Investment, not taxes, 
will provide the jobs we need to ensure our future.

The authoritative voice o f  the trucking industry in Alaska

Sincerely,

Aves Thompson 
Executive Director

http://wwW.aktrucks.org
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Novem ber S, 2007

The Honorable Lyman Hoffman 
The Honorable Bert Steclman 
Co-Chairs Senate Finance Committee 
State Capitol 
Juneau, Alaska 99801

Dear Senators Hoffman and Steclman,

On behalf  o f  A SEA /A FSC M E Local 52, the exclusive representative o f  all Oil and Gas Revenue  
Auditors in the General Government Unit o f  State employees, I want to inform you that 1 do not 
support the provisions in SB 2001, Oil and Gas Tax Amendments, which move Oil and Gas Revenue  
Auditors from classified to exempt service. 1 also oppose the provision in th Senate Judiciary 
Committee Substitute that creates a new class o f  Oil and Gas Revenue Auditors in exempt service.

I do recognize the necessity for the State to have a full compliment o f  qualified Oil and Gas Revenue  
Auditors to ensure compliance with Oil and Gas Tax statutes. However, I do not believe it is in the 
best interest o f  the State and the citizens o f  Alaska nor is it necessary to move the auditors to exempt 
service.

On October 27, 2007  1 presented testimony to the Senate Judiciary Committee stating the following  
concerns regarding the proposal to move the Oil and Gas Revenue Auditors to exempt service:

1. M oving the current classification o f  Oil and Gas Revenue Auditors from classified to exempt 
service or creating a new class o f  Oil and ( ias Revenue Auditors in exempt service will 
remove them from the protections they have in classified service. A position in exempt 
service is exempt from the State Personnel Act, there is no requirement for competitive  
recruitment, and they have no right o f  appeal o f  dismissal to the State Personnel Board.
Their employment is governed only by the general labor laws o f  the State o f  Alaska and the 
personnel policies o f  the Administration. For positions in exempt service there will be no 
requirement that the most qualified be hired and they will be “at will" employees who may 
be dismissed without “ just cause”.

2. Positions in exempt service can be subject to outside and political pressure. Entities they are 
auditing could bring pressure, cither directly on the auditor or on a policy maker in a future 
State Administration, to overlook certain subjectiv e items in an audit. If such a directive was  
given to an auditor they would have to comply or could be dismissed for failure to follow a 
management directive.

V There would be no protections to ensure stability and continuity for ( )d and Gas Revenue 
Auditors. If the auditors are in exempt service the individuals filling those positions could be 
replaced wi each new Administration. It is critical that professional auditors not be subject 
to political encc or pressure or replaced at the “whim ” o f  a new State Administration.

mailto:aseahq@nfscnielocal52.org
http://www.afscmelocal52.org
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4. The statements made by the Administration that they can not fill the Oil and Gas Revenue  
Auditor positions unless they are moved to exempt service are not supported by the facts. 
According to an October 2, 2007 Organization Chart for the Tax D :''ision Department o f  
Revenue (attached), in the Production Audit Group there arc 7 Oil and Gas Revenue Auditor 
IV positions o f  which 6 arc filled and 2 Oil and Gas Revenue Auditor III positions which are 
both filled. The Organization Chart also shows that there are 3 Oi.' and Gas Revenue Auditor 
II positions which are currently filled and 4 Oil and Gas Revenue Auditor positions which 
are currently vacant. However, information provided by the Department o f  Administration 
(attached) indicates that there were 4 applicants for the vacant Oil and Gas Revenue Auditor 
I positions but the offer o f  employment was “withdrawn due to pending legislation” on 
October 17, 2007. The fact that there is only one vacancy in the senior level Auditor 
positions (Auditor IV, III, and II) and there were qualified applicants for the Auditor I 
positions makes it clear to me that it is not necessary to move any o f  the positions to exempt 
service to successfully recruit qualified Oil and Gas Revenue Auditors.

ASEA/AFSCM E Local 52 docs support a change in State law to provide more flexibility and 
assurances that the State will be able to successfully recruit and retain highly qualified Auditors in 
the future. As a former Commissioner o f  the Department o f  Administration I believe this can be 
done while maintaining the positions in classified service.

Attached is a proposed amendment to the uncodificd law o f  the State o f  Alaska that, notwithstanding 
the provisions contained in A.S. 39.25.150 (2), “like pay for like work”, would authorize the 
Department o f  Administration to develop and implement a distinct position classification plan and 
pay plan for Oil and Gas Auditors who perform the specific duties relating to the production tax 
audits and royalty audits including net profit share audits. This distinct classification plan and pay 
plan would apply to the auditors and their supervisors. The compensation and pay plan for auditors 
and their supervisors in this new classification would be determined in accordance with collective  
bargaining under A.S. 23. 40 .070-250 (Public Employment Relations Act). The amendment would  
also delete the provisions in the legislation that move the auditors to exempt service.

Let me assure you that ASEA/AFSCM E Local 52 and I support your efforts to ensure that the State 
has the qualified personnel to oversee this legislation and ensure that there is full and complete  
compliance with the Oil and Gas Tax law. In that regard w c do support the proposal in the fiscal 
note to contract with highly trained and professional auditors for a period not to excecil 4 years while  
the department recruits and trains auditors to oversee and enforce the oil and gas tax.

I urge you to g ive  full and thoughtful consideration to the amendment I have attached.

Sincerely,

__
fun Duncan 
Business Manager
ASEA/AFSCM E Local 52, AI I.-CIO

Cc: Senate Finance Committee members 
All members Alaska State Senate



S e c t i o n  1 -  T h e  u n c o d i f i e d  l a w  o f  th e  S ta te  o f  A l a s k a  is  a m e n d e d  b y  a d d in g  a n e w  

s e c t i o n  to  read:

L E G I S L A T I V E  F I N D I N G S :
T h e  l e g i s la t u r e  f in d s  that r e c r u it in g  an d  r e ta in in g  the  h i g h e s t  q u a l i ty  s ta te  

e m p l o y e e s  to  c o n d u c t  p r o d u c t io n  tax  a n d  r o y a lty  a u d it s  o f  O il  an d  G a s  c o m p a n ie s  

d o i n g  b u s i n e s s  in  th e  s ta te  o f  A l a s k a  is e x tr e m e ly  im p o r ta n t .

T h e  n a tu r e  o f  th e  w o r k  is  u n iq u e ly  c o m p l e x  an d  th e  c o n s e q u e n c e  o f  error  is  

e x t r e m e l y  h ig h .
T h e  u n i q u e n e s s  o f  th e  w o r k  an d  th e  n e e d  to  recru it  th e  h ig h e s t  le v e l  o f  s ta te  

e m p l o y e e s  d e m a n d s  that O il  an d  G a s  R e v e n u e  A u d ito r s  b e  c o m p e n s a t e d  at rate o f  

p a y  c o m m e n s u r a t e  w ith  th e  w o r k  in v o lv e d .

C S  fo r  S B  2 0 0 1  (F IN )

S e c .  X X  T h e  u n c o d i f i e d  l a w  o f  th e  S ta te  o f  A la s k a  is a m e n d e d  b y  a d d in g  a n e w  

s e c t i o n  to  read:

N o t w i t h s t a n d in g  th e  p r o v i s i o n s  c o n t a in e d  in A .S .  3 9 . 2 5 . 1 5 0 ( 2 ) ,  the D e p a r tm e n t  o f  

A d m in i s t r a t io n  s h a l l  d e v e l o p  a n d  im p le m e n t  a d is t in c t  p o s i t i o n  c la s s i f i c a t io n  plan  

a n d  p a y  p la n  for  o i l  a n d  g a s  a u d ito r s  p e r fo r m in g
A )  p r o d u c t io n  ta x  a u d its ,  a n d  th e ir  im m e d ia te  s u p e r v is o r s ,  in th e  D e p a r tm e n t  o f  

R e v e n u e ;  and
B )  r o y a l ly  a u d i t s ,  in c lu d in g  n et  p ro f it  sh a re  a u d its ,  a n d  th e ir  im m e d ia te  

s u p e r v i s o r s ,  in th e  D e p a r t m e n t  o f  N atura l R e s o u r c e s

C o m p e n s a t i o n  for o i l  a n d  g a s  a u d ito r s  sh a l l  b e  in a c c o r d a n c e  w ith  c o l l e c t i v e  

b a r g a in in g  u n d e r  A .S .  2 3 . 4 0 . 0 7 0 - . 2 5 0  ( P u b l ic  E m p l o y m e n t  R e la t io n s  A c t ) .

i
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Rry Â D.t Supvf I 
Tim Coiton|(m 
04 3022* (I)

Tax TecftnKUn IV 
Cli/I Oahcrty 
04-33JA’ ||)

(a* trou-kiania 
AfWi r*»A.n 

04-3201 (I)

Tai TrthnrcJan III 
Mary CfMi 

01-3043 (l|

Tai Trc6ru:unll 
(r ita m t i 

0«-2£T»3 (J|

f4A7ccV‘runll 
lorrn |c*>-«( # 
04 3041 ())

Taj Tetftnxun 

04 3)24 I/I

Adrn-n C»̂*A II 
JimCrj’ier 

M VH (II

P(»*» Ta»

Taa a .Olar HI 
P*nJinj flKnnimrM 

04-324) (D

Ta* Tcchntdan |V 
C*-jr*.*,|ir n«rrin| 

I 04 3003* (l|

Taa TnlfirM HI 
Mkhad P-Aimac 
04-3331 (i)

7aj Tecfmctin (11 
Cardaic J-aVtK 
04)339 ID

Taa TptHMOin |l 
(Arj| f^'r^-r* 
04*aQl| (I)

Taa TeiPvicvai 
•*C»iP9l'-C 

04 32a| ID

 1 1
Ac/ciytllnf 6 Cc'ln<i»Gn» Profrarn CoariUnaln-n

ACCAUntant IV 
t**ry)tr\t Dattrr-Gitn 

04-JOIf (!)

P/etCocrdiaUtrr 
CUy CwrvfiAi 

04 )021* III

1
Unclalrred PrpprDy

Accountant III 
i-ct TW"i« tuJi-un 104- 

04-3018 (J)

Acaiunt'nj Tech I I 
try an It Inf 

04 2097 (D

UCP )r*ectai'»l 
PktAel lc»*» 

04-32)2* |/|

Axpuntinf Ted* 11 
Pcnd.atf P̂ crualrawnl 

04 374P (!)

Acreunlinf Te-»* H 
wtiilnry I r n r i  
OA-Wtl |2)

Acct iupeMtcr ll 
MM(f Jtmulcn 
04-1143’ (2)

Accc*jtl'nfCir-a li 
I a«ry Oioio-l

£j 173/ III

Ac'cunlmf Techll 
Pill tl«frpji*n 
04 jcr,t> (l;

Accvjr'-mj Cirk II 

I'knDo |
04 l ia l  VM

I Actcu«Hnf Clark IJ 
. CU-tbd )o*4no/
I 04 l)4t ID

..........  1tAA’y l r - . . ,
04-**dl>>l

Pr-xeU't'f

[
l-**aj r*j ('feralcr 1 

T(n*-D>y ll/mtn 
04 1017 (it

AdT̂ nCifrA lit 
Ana Timltm 
04 10)3 ll)

Or<jw/Qt,cn Cl*ort. October £00/
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R ecru itm ent Period Jo b  C la s s PC N (s)

To ta l N um ber c f  

A p p lican ts

A p p lican ts  

ava ilab le  and 

e lig ib le

Appointm ent

M ade C o m m en ts

10/12/07- 10/17/07 Oil and G as  Revenue Auditor l/ll/lll

04-3271
04-3272

04-3273
04-3274 4 4 No

Withdrawn due to pending 
legislation.

5/25/2007 - 6/4/2007 Oil and G as Revenue Auditor IV

04-8023
04-3277
04-3276

04-3275 1 1
Y e s  (3 

unsuccessfu l) All State Em ployee recruitment

9/27/2007- 10/17/2007 Oil and G as  Revenue Auditor IV 10-4233. 4 4 Pending A laska Resident only recruitment

9/20/2006-4/19/2007 Oil and G as  Revenue Auditor III

04-8039;

04-3271;

04-3272;
04-3273;
04-3274 9 3 No All Applicant recruitment

9/20/200G -4/19/2007 Oil and G as  Revenue Auditor IV

04-8023;
04-3277;

04-3276;
04-3275 a 4

Y e s  (2 
unsuccessfu l) All Applicant recruitment

8/4/2006 - 8/18/2006 Oil and G as Revenue Auditor l/ll/lll 10-4249. 2 1 19 Ye s A laska Resident only recruitment

6/6/2006 - 6/16/2006 Oil and G as Revenue Auditor l/ll/lll

04-3262
04-3263 1 7 12

Y e s  (1 
unsuccessfu l) All Applicant recruitment

4/28/2006 - 5/30/200G Oil and G as  Revenue Auditor III 10-4210. 3 1 Yes A laska Resident only recruitment

6/13/2006 - 6/23/2006 Oil a id G as Revenue Auditor III 04-8039. 2 1 No All Applicant recruitment

3/9/2006 - 3/20/2006 Oil and G as Revenue Auditor IV 10-4233. 5 4 Y e s All State Em ployee recruitment

6/8/2006 - 6/19/2006 Oil and G as Revenue Auditor IV 04-8023. 2 2 No All Applicant recruitment

8/10/2005- 9/1/2005 Oil and G as Revenue Auditor I/ll

04-3262
04-3263

04-8022 13

Y e s  (2 

unsuccessfu l) All Applicant recruitment

9 / 3 0 / 2 0 0 5  - 1 0 / 1 0 / 2 0 0 5 Oil and Gar. Revenue Auditor 1

04-3262
04-32G3
04-8023 1 1

Y e s  (one 

unsuccessful 
due to tilling 

from previous , 
recruitment) All Applicant recruitment



L Y N D E N

(M i l  South Aupaik PI.ick 
Anchorage, Al.v.ka O'J.'.O.' IW /) 
(907);-MV1VM 

Tax (90?i Z.15-17-1.1

R E C E I V E t

November 7. 2007 MOV - 9 200/

Senator Bert Steclman 
Senator Lyman Hoffman 
Senate Finance Committee  
Pouch V
Juneau, Alaska 99801

Re: ACKSJ egislation

l.yndcn is an Alaskan transportation company bringing goods to. from 
and within Alaska by road, air and sea. We provide logistics and transportation for most 
o f  Alaska’s resource industries: fisheries, mining, construction and oil/gas. Our 
company em ploys over 500 Alaskans. We have been providing service to Alaska for 
over 50 years.

We uige the legislature not to increase taxes on the oil industry again. 
Another major addition to the oil industry tax burden is not good policy and has potential 
to negatively impact Alaska's future. Jobs and deve* , " 's are more
important than f’»lhcr adding to state government.

It is dillicult to imagine what our slate will look like in the future, but if 
good decisions are made by our State leadership and the legislature we can have a healthy 
economy, and we will be a strong Slate. It will take tremendous effort: however, to make 
this happen. It we do not make good decisions and i f  we discourage investment and/or 
drive away the resource industries. Alaska will lose a large numhei o f  private sector jobs  
and our future will be dismal.

It is a critical time. W e must understand that these decisions have long 
term implications, just as Alaska’s success today is the result o f  goon lecisions made 
many years ago. < )ur economic future depends upon the decisions you make today.

^



B L Y N D E N
Senate Finance Committee
November 7. 2007
Page 2

As the legislature deliberates on the Ciovernor's proposal and as you hear 
eontlicting testimony from expert witnesses, consultants, industry representatives and the 
general public, please weigh the risks o f  the proposed tax increase carefully against the 
suggested benefits. While another increase in the tax rate may bring in more revenue to 
the state in the short run -  assuming the price o f  oil stays in the high range o f  2007 - will 
ii bring in higher revenues in the long run? Where will w e be in 2020 or 2030? Will it 
lead to the development o f  heavy oil and satellite fields? Will it keep the pipeline in 
operation longer? Will we have a gas line? Will it lead to a brighter economic future for 
eta state?

Our concern is that increasing taxes at this critical point will discourage 
new investment, not only on oil and gas but on minerals. Let's not enhance Alaska’s 
reputation as an unstable place to invest

Increased taxes will further inhibit a gas line. Increased taxes under the 
A C FS legislation will likely result in a bleaker future for Alaska fewer jobs, reduced 
revenue, lower property values and increased local taxes and a stagnate economy. We 
can’t just hope it will not do these tilings; we need to make sure it will not do these 
things.

I he success o f  PPT should not be measured by the tax income to the state. 
It should also be measured by the number o f  jobs and development o f  new s o u r c e s  o f  oil. 
PPT has been very successful, with employment and activity on the North Slope at the 
highest level since construction o f  the pipeline itself.

Please make good decisions that create a viable future for our children and 
grandchildren, just as your predecessors many years ago. to create the vibrant an 
econom y we enjov today.

Respectfu l ly . (

v / c  -w>

7
.lim/Jansen
President A: ( I n
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S e s s i o n :  P a ! i n  s a y s  v a l u e  o f  o i l  w i l l  c o n t i n u e  t o  s p u r  m o r e  d e v e l o p m e n t  i n  s t a t e

MICHAEL PENN /  JUNEAU EMPIRE

Q u i t t i n g  t i m e :  House Majority Leader Ralph Samuels, R Anchor.'i"/;. pulls h is tie off Friday after the 
House concurred with the Senate's version of the oil tax hill.

T h r e e  c o n f l i c t s  b e c o m e

k e y  i n  s p e c i a l  s e s s i o n
. . .

Gross vs. net ml̂ S fIris.k-I h , •jt/he Legislature is listening 
Juneau’s top rwo legislators to  industry, and has taken that 

l>egan the special session op- off the tabic,” said S e a  Lyman 
posed to Gov. Sarah Palin's plan Hoffinan, D-BcthcL
to tax oil com panies' net profits, W hat convinced the Lcgisla-
hoping for a tax on gross rev- ture to  rem ove the floor was a 
enues as well. desire to instead get m ore rev-

"Fve always been a gross tax enue. for the state at higher
girl,” said Rep. Beth Kcrttula, D- prices.
Juneau, and H ouse Dem ocratic D epartm ent o f  Revenue 
leader.

Continued from P a q e  Al

M a l e  o f  A l a s k a .  I’m  u s  t o  m u s t e r  
d i e  p u l i l i i  il w i l l  i n  m a l  e  a i l j u s t -  
n i e i i l s . "  s a i d  S . ' i i .  J o h n n y  E l l i s ,  D -  
A n e l i o r a g e .
I l i e  b i l l  p  i s s e d  I n  d i e  L e g i s l a t u r e  

n i l  l i i d a y  w a s  m u c h  c h a n g e d  
h u m  d i e  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 l i a t e  b i l l  i n t r o d u c e d  b y  
I ’a l i t i  w i n  n  d i e  s e s s i o n  b e g a n  o n  
A l a s k a  D a y ,  b u r  I ’a l i t i  p r a i s e d  it ar  
a  v i c t o r i o u s  p r e s s  c o n f e r e n c e  
w i l l i  a  b i p a r t i s a n  g r o u p  o f  l e g i s l a ­
to r  s  w h o  h e l p e d  h e r  p a s s  it .

It m e e t s  t h e  p r i m  I p l e s  w e  s e t  
o u t  In  a c h i e v e ,  s h e  s a i d .

A i n o n i ’ t h o s e  w a s  a  l a  it s h a r e  
o l  A l a s k a ' s  o i l  w e a l t h .

A n  i n c r e a s e  in  t h e  b a s e  o i l  l a x  
t a l e  l i o t n  1 ! >  p e r c e n t  t o  25 p e r ­
c e n t  n |  p t o l i t s ,  a l i i n g  w i t h  a  p r o ­
g r e s s i v e l y  f t i g h e t  I t '  t a l e  a t  
h i g h e r  p i  i c e s ,  w o u l d  c o m b i n e  
w i t h  n e w  r e s t r i c t i o n s  o n  d c d u c -  
t i n i ’ S t o  g i v e  t h e  s t a l e  l a i r  v a l u e  
f o r  i t s  o i l ,  l u l l  s u p p o i l e r s  s a i d .

A n d  i n q i o r t a n d y .  s u p p o r t e r s  
s . t i i l  a  I .t i t  s l i a t e  w i l l  e n s u r e  t h e  
o i l  i n d u s t r y  w i l l  g e t  t h e  s t a b i l i t y  
i h  it it s a i d  n  p e a t e d l y  vv i s  a  t o p  
c m  t u r n

I t h i n k  it j n i s  t h i s  i s s u e  t o  
i s  I. r a t h ' t  t h  in s o m e t h i n g  t h a t  
i s  i t c h e d  o p e n  w a r  a l t e r  
w  i t ,  ■ a i d  I t . . h i  i K e l l y .  U 
I . m b  i l l . ' .  11 i n i i t i v e  K c p u b  
li> i n  w h o  v m i .  i t h e  b i l l
il iim ifh  ili. 111oi ■

R e p  I iv I t . i n n , i s ,  It I ,m b , i n k s ,  
t l i ' U t g h .  i* 11 l e d  n  i m i s s i v e ,  m a s  
: i v e  t i x a t t o n  in i  t e  i s .  ' m d  s . m l  
it t i ' L e d  d t i v m i  m l  i n d i i a t )  i n  
v e s t m e n t  a n  I jo| .  a w a y  
l i o n ,  A l  c k  i

d i d n ' t  m  i k e  t h e m s e l v e s .
S h e  s a i d  t h e  s t a n d a r d  d e d u c ­

t i o n  p r o v i s i o n  t h a t  e m e r g e d  l a t e  
i n  t i l e  s e s s i o n  a s  ( h e  k e y  ( o  p a s s ­
i m '  t h e  l i l l  w o u l d  •. " s t  e x i s t i n g  
jobs

l l  w e  l i m i t  d e d u c t i o n s  o n  t h e  
N o r t h  S l o p e ,  p r o d u c e r s  w i l l  l a y  
o i l  p e o p l e ,  t h a t ' s  m y  f e a r , "  s h e
Sold.

A  g r o s s  p r o f i t s  t a x ,  s u c h  a s  
t i n  I V i i o l c i i i u  P r o f i t s ' l a x  p a s s e d  
l i m i t  i l o t  m e t  G o v .  I r a n k

s a i d  s l i c ' d  i m m e d i a t e  Iv v 11 t 
o t h e r  s p e c i a l  s e s s i o n  i f t h o  I > g i  
l a t u r e  d i d  t i n t  a c t .

S h e  l a t e r  d e n i e d  t h a t  w a s  i 
t h r e a t .

" I  d i d n ' t  t h r e a t e n  ih .u  v 
w o u l d  c o m e  b a c k .  I r e m i n d ,  
s h e  s a i d .

S o o n  a f t e r  t h e  S e n a t e  i > u  , .  
C o m m i t t e e  a c t e d  a n d  in* •. • I 
b i l l  t o  t h e  S e n a t e  M o o t :  ( t t  h a  
m a n  S t c d m a n  d e n i e d  a m  e i i i  
a t  s t a l l i n g ,  a n d  hi.him I the I. < 
o i l  t h e  v l i d i i  <tl (x in c  t r i n "  a  u i l

s o l i d l y  b . i v k e t l  d i e  g o v e r n o r  o n  
l i l t '  l u l l

H a m s  v o t e d  l o r  P a l i n ' s  A C E S  
l u l l ,  l u i i  it w a s  h a u l  t o  t e l l  f r o m  t h e  
si i i e m e n l  h e  i s s u e d  a l t e r  t h e  l e g  
i s l a i i o n  p a s s e d ,

I h e  governor a n d  I t e r  a d m i n ­
i s t r a t i o n  have c i . i f t c d  a  h i l l  a n d  
p u s h e d  h ihioup.h t h e  l  e g i s l a t u r e  
d i a l  w i l l  e ither t a p  t h e  p r o d u c e r s  
I'm annd i' i S| i b i l l i o n  w i t h o u t  
h  inn  i a  t n  I n p  h i i n i n g o u r  c c u n -  
o i u v  hv  th iv i n i ' .n v . n  o i l  i n d u s t r y  
IllVt IMit i• i he s a i t l

*» II (I'M* i' I l

Sen. Kim Elton, D-Juncau, 
was once a gross tax supporter 
aa well.

Both look d ifferent lacks 
during the session.

Kcrttula rem ained a believer 
in a gross tax but shifted to sup ­
port a net tax so she could influ­
ence the debate.

'H ie net tax that cam e out of 
the l egislature was the best 
that could be obtained, she said, 
and it includes provisions such 
as a standard  deduction  on 
som e operating expenses that 
will reduce die stale’s risk.

Elton, a m em ber o f the pow ­
erful Senate Finance C om m it­
tee, said he cam e to believe a 
net tax was actually the best 
way to go.

"It’s  dillicult to  change vour 
mind," lie said. "I changed my 
mind.”

Sen. Johnny Ellis, ano ther 
prom inent gross tax supporter, 
did the sam e thing.

"I have evolved in my think­
ing." lie said, though lie said an

I* «» • *** • <•

Commissioner Pat Galvin told 
die House Finance Committee 
that was an acceptable trade-off.

'Vc believe you have to 
»• ** x  one o r the other, from 
oui perspective," he said.

“Either include the floor in 
o rder to pro tect the state at the 
low end, o r  increase progressiv­
ely . .  and save the difference to 
protect the state at those low 
prices,” he said.

Palin said Friday that the  in­
clusion o f  m ore progrcssivity 
plus the standard deduction  
was a  fair trade for the gross 
floor.

Tools of the trade
Alaska last year adopted a 

tax on  oil company net profits, 
w ithout knowing m uch about 
what those profits were and 
how m uch the tax would ra ise .

’lliis  year Galvin said they 
know more. Palin’s bill includ 
ed new  tools to  provide d ia l in­
formation to the state, and the 
ability to make public m ore in

" I h i s  i-. too mil' l l . "  l i e  '..'id.
I'.diu nil I iul.iv . u.l t h e  

■ i< iim'ii l iiiilv v.iln ibl** ii'iomco, 
i .hiiI'M" I • iili in. i ntive . in lit*- M m ki'w  >ki l.isi year and the
. . . .  . . .  . W I .  , . i ................. . . . . . . . .  I I . . .  i  •



m is  nrTOo'TftuchrTre'said.
Pal in  o n  F riday  sa id  th e  

trem en d o u sly  valuab le  resou rce , 
com b ined  w ith  incen tives in  th e  
bill, w ou ld  keep  th e  d e v e lo p ­
m en t go ing .

HI’ A laska P re s id e n t D oug  
S u itlcs , w h o se  co m p a n y  o p e r ­
a te s  th e  n a t io n ’s  la rg e s t o il 
fie ld  a t P ru d h o e  Bay. is su ed  a 
s ta te m e n t c r i tic iz in g  th e  a c tio n  
Friday.

D uring  tes tim ony  befo re  n u ­
m erous co m m ittees  o f  the  L egis­
lature, BP execu tives h in ted , bu t 
d id n ’t ac tua lly  say, that th ey ’d cu t 
sp en d in g  in Alaska if  taxes w ere  
raised.

O n Friday, S u ttlcs co n tin u ed  
tha t strategy.

“W e all need  to be  focused  o n  
develop ing  new  oil p ro d u c tio n  
fo r fu tu re  g e n e ra t io n s  o f  
A laskans, b u t th is  le g is la tio n  
d o es n o th in g  to  en cou rage  m ore  
iltvcstm ent," he  said.

, Rep. A nna Fairclough, R-Ea- 
gle River, w ent a step  fu i'd ic ra n d  
m ade  a claim  the oil co m p an ies

* ^ • 7 1  g r o w  | i t  im u  i « a » s u t n  ms
th e  P e tro leum  P ro fits  Tax passed  
u n d e r  fo rm e r  Gov. Frank 
M urkow sk i las t y ea r an d  th e  
ACES p lan  p ro p o sed  by Pa!in 
th is year, allow s d ed u c tio n s  o f  
co sts  to  ca lcu la te  th e  co m p an ie s’ 
ne t profits.

Palin  said  h e r  bill w as crafted  
to  g e t m o re  fo r th e  s ta te  w hen  
p rices  w ere  h igh  an d  th e  co m p a ­
n ies  cou ld  afford it, bu t a lso  use 
c red its  and d ed u c tio n s  to  sp u r 
inves tm en t in new  p rod u c tio n , 
even  a t low er p rices .

“T h e  bill s trikes a carefu l ba l­
ance," sh e  said . "It a ssu res  a fair 
sh a re  o f  o u r  o il’s va lue  fo r A las­
ka, w hile  en co u rag in g  p ro d u ce rs  
to  invest in  n ew  fields.”

L ite  in th e  session , th e  bill ap ­
p ea red  sta lled  in th e  S en a te  F i 
n a n c e  C o m m itte e , w h e re  
co -ch a irm cn  Sen. B ert S tedm an, 
R-Sitka, and  Sen. Lym an H off­
m an, D-Bp.thgl, oppq ftfd i't.,,

W ith  th e , c o n s titu tio n a lly  
m an d a ted  30 day  lim it to  th e  ses­
s io n  ap p ro ach in g  rapidly. Palin

- U1I1 I I J  U IC OCIIdlL* riLMM. u r t l l t m *
m a n  S t e d m a n  d e n i e d  a n y  e f f o r t  
a t  s t a l l i n g ,  a n d  b l a m e d  t h e  d e l a y  
o n  t h e  d i f f i c u l t y  i n  g e t t i n g  a  M i l  
d r a f t e d .

S t e d m a n ’ s  c o m m i t t e e ,  
a l o n g  w i t h  t h e  c o r r e s p o n d i n g  
c o m m i t t e e  i n  t h e  H o u s e ,  v v e i e  
b o t h  h e a v y  w i t h  a l l i e s  o f  t h e  
o i l  i n d u s t r y .

S e n a t e  I i u a t i c e  C o m m i t t e e  
m e m b e r  K i m  I l i o n .  D - J i i u e a u ,  
s a i d  t h a t  o n  a n  i s s u e  a s  b i g  a s  i b i s  
o n e  it a l m o s t  d i d n ’t m a t t e r  w l i a t  
t h e  u s u a l l y  i m p o i i a u t  e o m m i l i e e  
d i d .  E l t o n  s a i d  h i s  m a i n  g o a l  w a s  
t o  g e l  a  b i l l  t o  t h e  S e n a t e  ( l o o t ,  
w h e r e  h e  a n d  o t h e r  a l l i e s  o !  t h e  
g o v e r n o r  h a i l  a  m a j o r i t y .

" I t  c a m e  d o w n  t o  w h e r e  a t e  
y o u  g o i n g  t "  m a k e  t h e  l i g h t , "  l i e  
s a i d .

D e s p i t e  o p p o s i t i o n  f r o m  d i e  
L e g i s l a t u r e ' s  t o p  l e a d e r s ,  i n c l u d ­
i n g  t h e  S e n a t e  p r e s i d e n t  a n d  t o  
c h a i r m e n  o f  b o t h  F i n a n c e  
C o m m i t t e e s ,  a n d  l u k e w a r m  s u p  
p o r t  f r o m  H o u s e  S p e a k e r  M m  
I f a r t  i s ,  R - V a M e / .  t h e  ! e e i ' - f  l u t e

iui uiiouic! uiiikjii wiimmi
h a r m ,  o r  e n d  u p  h u r t i n g  o u r  e c o n ­
o m y  b y  d r i v i n g  a w a y  o i l  i n d u s t r y  
i n v e s t m e n t , ”  h e  s a i d .

" W e  w i l l  n e e d  b i l l i o n s  o f  d o l ­
l a r s  o f  i n v e s t m e n t  t o  k e e p  o u r  
p r o d u c t i o n  u p .  s o  I a m  h o p e f u l  
t h e  g o v e r n o r  h a s  n o t  m a d e  a  s e r i ­
o u s  m i s t a k e  w i t h  t h i s  l e g i s l a t i o n .  
B u t  w e  w o n ' t  r e a l l y  k n o w  f o r  s u r e  
f o r  a  c o u p l e  o f  y e a r s , ”  l i e  s a i d .

l A c s l u u . i n  S e n .  B i l l  W i e l e -  
c l t o w k s i .  0  A n c h o r a g e ,  e m e r g e d  
a s  a  m a j o r  p l a y e r  i n s i d e  t h e  S e n ­
a t e  W o r k i n g  G r o u p ,  t h e  b i p a r t i s a n  
c o a l i t i o n  t h a t  e l e c t e d  S e n .  L y d a  
G r e e n ,  R - W a s i l l a .  S e n a t e  p r e s i  
d e n i ,  b u t  w h i c h  w a s  s p l i t  o n  r a i s ­
i n g  t a x e s .

l b 1 c a l l e d  t h e  b i l l  t h e y  p a s s e d  
f a i l  l y  m o d e r a t e .

" W e ' i e  n o t  g o i n g  c r a z y  h e r e . "  
h e  s a i d ,

' I 1 i e  a m o u n t  o f  m o n e y  t h e  t a x  
w i l l  r a i s e  d e p e n d s  g r e a t l y  o n  t h e  
p r i c e  i l l  o i l .  H i e  n e w  t a x  w i l l  
b r i n g  m o r e  t o  t h e  s t a t e  a t  h i g h  
p r i c e s .  I m i  a i  t h e  r e c e n t  a v e r a g e  
o r  e v e n  h i g h  p r i c e s ,  t h e  n e w  t a x  
b r i n g s  m  l e s s  t h a n  1*1*1 w a s  e x ­
p e c t e d  t o  l a s t  y e a r ,  l i e  s a i d .

S e n a t e  R e p u b l i c a n  M i n o r i t y  
L e a d e r  < . c i t e  I l i c r r i a u l t ,  R - N o r t l i  
P o l e ,  s a i d  o i l  c o m p a n i e s  com­
p l a i n i n g  t h a t  A< I S  m e a n t  a  " s e c ­
o n d "  t i s  m e n  i s e  a f t e r  P P T  w e r e  
o v e r s t a t i n g  t h e  c a s e  b e c a u s e  
P a l i t t ' s  A '  I S  p r o b a b l y  w o u l d n ' t  
h i i n g  i n  a- n n i i  l i  a s  t h e  c o i n p n  
n i e s  a n d  t h e  p u b l i c  w e r e  t o l d  t h e  
1*1*1  w o u l d  b r i n g  in .

" I t ' s  n o t  n e w  d o l l a r s  o n  t o p  o f  
i t ,  i t ' s  t h e  s a m e  d o l l a r s , "  h e  s a i d .

J u n e a u  R e p .  I l e t h  K c r t t u l a ,  
l e a d e r  o i  t h e  H o u s e  D e m o c r a t i c  
M i n o r i t e ,  h e l p e d  b r o k e r  a  d e a l  
w i t h  R e p u b l i c . m s  w h o  f a v o r e d  a  
n e t  l a x .  a n d  b r o u g h t  m o s t  o f  h e r  
c a m  u s  a l o n g  a s  s u p p o r t e r s  a f t e r  
t h e  s t a n d a r d  d e d u c t i o n  w a s  i n ­
c l u d e d

S h e  c a l l e d  A< I S  a  r i s k  t h e  
s t a t e  n> e d e . l  o .  i i k e  t o  g u a r a n t e e  
i t s  ( u n i t e

" W e n  M . n k a n s .  w o  l i k e  t o  
u s k , "  s h e  s a i d

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

did  the sam e thing. ’ e d  n ew  toota to p rov ide  th a t in-
“I have evolved in  m y th ink- fo rm ation  to ,'the state, an d  the

ing,” he said, though  h e  said  an  ability  to  m ake public  m o re  in­
on line poll show s 74 p e rcen t o f  fo ribattim  abou t th e  oil busi-
his constituen ts still su p p o rt a  n e ss  an d  th e  state’s oil fields,
gross tax. A t th e  som e time, G alvin

A net profits tax  au tom ati- said  th ey  n eed  additional audi- 
cally reduces taxes on  th e  in- to rs  a n d  au thority  to  m ake the
d u s try  at low  p rices , a  tax  work,
self-adjusting m echan ism  Ellis “G ive m e  the tools I n eed  to
called “elegant in its d e s ig n ” im plem en t th is tax," h e  s a id

Ellon and Ellis w eren ’t the T h e  industry  balked at som e
only A laskans to  change. Palin 0 f  th o se  changes, especia lly
endo rsed  a gross tax d u ring  h e r Exxon M obil Corp. Securities
cam paign  last year, but w hen  a n d  E xchange C om m ission
she  in troduced  h e r bill it w as ru les  req u ire  m e sta te’s o th e r to
based o n  the s tru c tu re  o f  for- b ig  o il p ro d u ce rs , C ono -
n ie r Gov, Frank M inkow ski’s coPhilllps and  BP p ic . ,  to  re-
net p rofits m ethod. lease som e specific inform ation

A m ong those w ho  w ere  no t abou t th e ir A laska operations,
pe rsu ad ed , bu t a lso  d id n ’t T h o se  ru le s  d o n ’t co v e r
adopt K crttu la’s stra tegy  w as Exxon, and th e  com pany  zeal-
Rep. H arry  C raw ford , D -An- ousty  guards w hat it sees as its
chorage. business secrets.

"I th ink  a  n e t p ro fits  tax  is is obviously ,yeiy  stop-, f
just a huge  m istake"  h e  s a id  s iav e  to  ExxonM phil,” said Dan

C raw ford voted  against th e  Seekers, A laska 'tax  counsel for
bill, the only m em ber o f  K crt- d ie  com pany.
tu la’s  caucus to  d o  so.

. *■*. ‘. i f 1 , • . t j  * y , y

Fight on the floor
W hen I’alin in troduced . Jier 

bill, she included  a safety m ech­
anism , a sm all m in im um  gross 
tax called a "floor” tha t w ould  
only kick in  at very  low  oil 
prices.

T lia t w ould m ean  th e  s ta te  
w ould gel at least som e incom e, 
even  at very  low prices.

T h e  L eg isla tu re  e lim in a ted  
th e  flo o r fro m  P a lin 's  b ill, 
how ever.

T h e  oil in dustry  had  op­
po sed  th e  floor, b e c a u se  it 
m ade som e projects m ore  risky 
if p rices fell. W ith  th e  floor in, 
they m ight not be d o n e  a t all to

a t  2 1 ) 0 0  l e v e l s ,  p l u s  a  3  p e r c e n t  
a n n u a l  a d j u s t m e n t ,  f o r  t h e  h u g e  
P r u d h o e  H a y  a n d  K u p a r u k  f i e l d s .  
T h a t ’s  i n t e n d e d  t o  p r e v e n t  d e ­
d u c t i o n s  s h o o t i n g  u p  a g a i n  a n d  
r e d u c e  t h e  s t a l e ' s  r i s k ,  s h e  s a i d .

H e called  the dem ands for 
in fo rm a tio n  "a lm ost like  a 
w itch  hunt-”

Seekers said it w ould hurt 
th e  business clim ate in the state.

"Is tliis really the position  the 
s ta te  w ants to  have?" he  asked  

A m ong th e  changes in the 
Law are requ irem en ts th a t co m ­
p an ies  tha t get valuable tax 
c re d its  to  en co u rag e  ex p lo ­
ration . tell th e  sta te  about w liat 
they  f in d

“W e now  have th e  ability to  
ga th e r data and  unders tand  o u r 
oil patch," said  Rep. David G ut- 
tenberg , D-Fafcbanks.

T h a t  inform ation is w ealth  
all by itself," he s a id

• Contact Pat Forgey a'. 523-2250 or 
patrtclcforgeySjuneaueinplre.coni.

I n  2 0 (H>, d e d u c t i o n  a m o u n t s  
d o u b l e d  f r o m  d i e  p r e v i o u s  y e a r ,  a  
s u r p r i s e  C o m m i s s i o n e r  o f  R e v ­
e n u e  P a t  G a l v i n  a t t r i b u t e d  t o  t h e  
P P  T  b r i n g i n g  i n  SHOO m i l l i o n  l e s s  
t h a n  e x p e c t e d .

S e n .  L e s i l  M c G u i r e ,  R  A n ­
c h o r a g e ,  s u p p o r t e d  t h e  t a x  i n -
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C o e i / r  A l a s k a  t s  b u i l d i n g  u p  i t s  w o r k f o r c e  in  p r e p a n  N 
o p e r a l i o n s  W e  a r e  p r o u d  t o  b e  a n  e m p l o y e  i n . e  m i  o r / , . , . ,  
t a l e n t  in  o u r  o w n  s t a t e  a n d  o f f e r s  f a m i l y  c n i m b t '  • - •>•
a n d  fu l l  b e n e f i t  p a c k a g e s  C o m e  b e  a  p a r t  n f  M u - ' '  , v
t e a m  W e  a r e  r e c r u i t i n g  I o r  t h e  f o l l o w i n g  p o M l m ’ v

■  M a t e r i a l s  S u p e r i n t e n d e n t  ■  E l e c t r i r . n i  S i i p c t v s n i
■  M i n e  E n g i n e e r  ■  M n i n t e n n r i i  e  P l i i n n e

M i l l  O p e r a t o r s
M i l l  S u p e r v i s o r
M i n e  E l e c t r i c i a n
M i n e  S u p e r v i s o r s
P r o c e s s  C o n t r o l  
T e c h n i c i a n

M a i n t e n a m  n  P l a r m c
M e l n H ( i r ( | i s l
M i l l  M e c h a n i c

■  H u m , i l l  H e s o u i r  r ,  
C n o r d m a t i i i
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s t a t e  n e e d e d  t o  t a k e  t o  g u a r a n t e e  
i t s  f u t u r e .

" W e ' r e  A l a s k a n s ,  w e  l i k e  t o  
r i s k , ”  s h e  3 a i d .

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

a t  2 0 0 6  l e v e l s ,  p l u s  a  3  p e r c e n t  
a n n u a l  a d j u s t m e n t ,  f o r  t h e  h u g e  
l ’ r u d h o e  P a y  a n d  K u p a r u k  f i e l d s .  
T h a t ' s  i n t e n d e d  t o  p r e v e n t  d e ­
d u c t i o n s  s h o o t i n g  u p  a g a i n  a n d  
r e d u c e  t h e  s t a t e ' s  r i s k ,  s h e  s a i d .

I n  2 0 0 0 ,  d e d u c t i o n  a m o u n t s  
d o u b l e d  f r o m  t h e  p r e v i o u s  y e a r ,  a  
s u r p r i s e  C o m m i s s i o n e r  o f  R e v ­
e n u e  P a t  G a l v i n  a t t r i b u t e d  t o  t h e  
P I T  b r i n g i n g  i n  $ 8 0 0  m i l l i o n  l e s s  
t h a n  e x p e c t e d .

S e n .  L e s i l  M c G u i r e ,  R - A n -  
c l i o r a g c ,  s u p p o r t e d  t h e  t a x  i n ­
c r e a s e .  b u t  o b j e c t e d  s t r o n g l y  t o  
t h e  s t a n d a r d  d e d u c t i o n ' s  l a t e  a r ­
r i v a l  a s  p a r t  o f  t h e  d e b a t e .

“ I n  t h e  f i n a l  h o u r s  t h i s  c o m e s  
o u t  a s  d i e  t i l i n g  t h a t  i s  g o i n g  t o  
m a k e  o r  b r e a k  i t . ”  s h e  s a i d .

S h e  c a l l e d  it a  s i g n i f i c a n t  
c h a n g e  t h a t  w a s  p o o r l y  u n d e r ­
s t o o d  a n d  i n a d e q u a t e l y  d e b a t e d .

T h e r r i a u l t ,  w h o  h e l p e d  P a l i n  
m o v e  ( l i e  b i l l  t h r o u g h  t h e  S e n a t e  
d e s p i t e  h i s  p o s i t i o n  i n  t h e  S e n a t e  
R e p u b l i c a n  M i n o r i t y ,  s a i d  t h e  
s t a t e ’s  t a x  i n c r e a s e  w o u l d  c o m e  
b e f o r e  t h e  o i l  c o m p a n i e s  p a i d  
f e d e r a l  t a x e s ,  a n d  w o u l d  l o w e r  
t h o s e  t a x e s  s i g n i f i c a n t l y .

" A  t h i r d  o f  t h e  t a k e  c o m e s  
f r o m  t h e  f e d e r a l  t r e a s u r y , "  h e  
s a i d .

" L e t ' s  b e  f a i r  w h e n  w e  t a l k  
a b o u t  t h e  p o t e n t i a l  i m p a c t  t o  t h e  
i n d u s t r y . "  l i e  s a i d .

R e p .  I . e s  G a r a ,  D - A n c h o i a g e ,  a  
l o n g t i m e  a d v o c a t e  o f  o i l  t a x  r e ­
f o r m  b u t  a n  o p p o n e n t  o f  l a s t  
y e a r ' s  I T T ,  s a i d  l i e  l o o k e d  t o  f o r ­
m e r  G o v .  W a l l y  H i c k t T s  a d v i c e  
a b o u t  h o w  t o  j u d g e  A C E S .

" T h e  C o n s t i t u t i o n  s a y s  w e  
s h o u l d  d e v e l o p  o u r  n a t u r a l  r e ­
s o u r c e s  f o r  t h e  m a x i m u m  b e n e f i t  
f o r  o u r  p e o p l e .  I T i a t ' s  h o w  y o u  
m e a s u r e  a n y  o i l  t . i x , "  l i e  s a i d .

' H i e  h i l l  t h e  L e g i s l a t u r e  p a s s e d  
" r e s t o r e s  t h e  s t a t e ' s  s o v e r e i g n t y , "  
l i e  s a i d .

C on ta c t  P a t  forp .ey a t  5 2 3 - 2 2 5 0  o r  
p a t r i c M o r g o y ' j u n e n u e m p l r e . c o r n . .




