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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

S e n a t o r  T h o m a s  H .  W a g o n e r

• Member, Resources
• Member, Community & Regional Affairs
• Member, World Trade

Unwary - Mnv 
Sm e Capitol, #423 
Juneau, AK 99801
Phone; 907-4o5-2828 I ax: 907-465-4779

T O :

FROM:

RE:

O ctober 5 , 2007

S en ator Charlie Huggins, Chair 
S e n a te  R eso u rces  Com m ittee

S en ator Tom  W a g o n e r ^ ^ -

A C E S  Legislation

Interim: May -  Decemtvr 
145 Main Street Loop; Si ite 226 

Kenni, AK 99611 
Phone: 907-283-7996 Fax 907-283-8127
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I think it’s  im perative that w e have legislative consultants available at the 
time w e begin hearing the A C E S  legislation.

A s of this time, I have no information a s  to who our consultants might be.

I would like to h ave th ose nam es, at your earliest con ven ien ce, so  I can 
prepare for the hearings on the legislation.

/Sin ce w e now h ave a draft bill, it se e m s prudent to h ave consultants review 
the draft and at least provide information on how the draft bill im proves the 
current statute. —v. • ’ • 4 I • w
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ALASKA STATE LEGISLATURE

tmttrim:
600 E»»t Railroad Avenue 
WaailU, A tutu 99654
(907) 376-3370 
(907) 376-3157 Fax

Sea»tor_Lyda_GreenQlegis.sl«le.ak.u5 SENATOR LYDA GREEN
PRESIDENT OF THE SENATE

Session: 
S ti le  Capitol 

Juneau, A la tka 99801 -1182 
(907 ) 465-6600 

Fax (907 ) 465-3805

Toll Free: 1 -877-465-6601

September 28, 2007

The Honorable Sarah Palin 
Governor 
State of Alaska 
Juneau, Alaska

Dear Governor Palin:

Earlier this month, during conversations with members of your staff, I indicated that the 
Alaska State Senate is eager to meet with administration officials to review and discuss 
legislation dealing with oil and gas production taxation as soon as draft legislation has been 
prepared by your administration. I wanted to follow up in writing regarding this issue, as well 
as to respectfully request that the Senate Bipartisan Working Group be notified when draft 
legislation is available for review by lawmakers.

As you know, the Working Group has a wide range of opinions, concerns and questions 
regarding the issue o f oil and gas taxation. Some senators were disappointed that you decided 
against a gross tax, while others, including myself, believe it is premature to make further 
changes or additional tax increases to Alaska’s recently enacted petroleum production tax 
before it has been in place long enough to draw impartial and meaningful conclusions about 
its effectiveness; as well as its potential impact on private sector investment, exploration and 
development, Alaska jobs, and the overall economy of our State.

It is my belief that any consideration of further changes to Alaska’s oil and gas production tax 
must be carefully weighted, seriously analyzed and fhlly debated before the legislature takes 
any action. It is critical that we ensure that the interests of all Alaskans, as well as the 
economic health of the Slate of Alaska, arc considered and protected.

Therefore, 1 believe it is important that all senators meet with your oil and gas team between 
now and the start of the special session. I propose that this meeting take place in Anchorage 
at the Atwood Building as soon as your draft legislation is made available.



Please have your staff contact me or Portia Babcock in my Anchorage office at 269-0243, so 
we may schedule a meeting that works for you, your staff and for Working Group senators. 
Thank you for your consideration of this request. I look forward to hearing from you or your 
staff very soon.

Sincerely, \I^a

SenatOTLyda Green 
Senate President

cc All Senators
The Honorable Jolin Harris, Speaker of the House 
Michael Tibbies, Chief of Staff, Office of the Governor 
Russ Kelly, Legislative Liaison, Office of the Governor
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TO:

M E M O R A N D U M

ALL SENATORS 
Alaaka State Legislature

PRESIDENT OF THE

FROM: Senator Lyda Green
President o f the Senate

DATE: September 14,2007

RE. Special Session called by Governor Palin

This memorandum is to inform you of the details concerning the upcoming special 
session called by Governor Palin to be held in Juneau commencing on October 18,2007.

Citations and memoriams will not be introduced during this special session. Although 
the introduction o f legislation during the special session can not be prohibited, remember 
that any such legislation will not carry over to the next regular session.

I am planning to convene the Senate at 8:00 p.m. on Thursday, October 18,2007, and 
will begin the work of the Alaska State Senate immediately. In order to facilitate 
completing die work o f the Senate in an expeditious, efficient and cost-effective manner, 
weekend breaks, session recesses and additional travel will not be authorized during this 
special session.

Only those staff (outside o f Juneau) required to assist designated committee chairman or 
who are essential to provide assistance in conducting this special session will receive my 
approval to travel; approval must be gnated prior to receiving authorization to travel. It 
is my intention that very few staff will travel.

If you have not done so already, please make your travel arrangements through Brandi 
Billings in the LAA Accounting office.

If you have questions regarding travel, please contact Ginger in my office at 465-5038. If 
you have non-travel related questions regarding the special session, please contact Portia 
in my office at 269-0243. Thank you.
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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

A ugust 3, 2007

T h e  H o n o ra b le  Jo h n  H a rr is  
S p e a k e r  o f th e  H o u se  
A laska  S ta te  L eg is la tu re  
716 W est F o u r th  A v en u e , S u ite  300 
A n c h o ra g e , AK 99501-2133

D ear S p e a k e r  H arris :

I w o u ld  like  to  ta k e  th is  o p p o r tu n i ty  to  re s p o n d  to  y o u r  M ay  7 le tte r  o ffe r in g  
y o u r  s u p p o r t  a n d  c o o p e ra tio n  w ith  re g a rd  to  m a tte rs  re la te d  to  th e  P e tro le u m  P ro fits  
Tax (PPT). It w a s  a p le a s u re  re a d in g  th a t w e  a re  o n  th e  sa m e  p a g e  re g a rd in g  th e  n eed  
to  rev is it PPT th is  y ear.

A s y o u  re q u e s te d , I lo o k e d  in to  th e  p ro c e ss  in w h ic h  th e  PPT w a s  a d o p te d ,  a n d  1 
d ire c te d  th e  D e p a r tm e n t o f R e v e n u e  to  rev  it w  th e  im p le m e n ta tio n  o f P IT .
E x a m in a tio n  o f th e  p u b lic  re c o rd s  a s so c ia te d  w ith  th e  p u b lic  c o r ru p tio n  p ro b e  a n d  
in d ic tm e n ts  s u r r o u n d in g  th e  p a s sa g e  o f  PPT la st y e a r  p ro v id e  su ffic ie n t e v id e n c e  to  
c o n c lu d e  th a t th e  o u tc o m e  o f  th e  PPT v o te  w a s  a re su lt o f u n d u e  in flu en ce . In th e  
in te re s t o f  m a in ta in in g  th e  p u b lic  in te g r ity  o f o u r  tax  sy s te m , th e  le g is la tu re  sh o u ld  
rev is it PPT a s  so o n  a s  p o ssib le .

E n c lo sed  is a  s ta tu s  r e p o r t  o n  th e  p e r fo rm a n c e  o f PPT to  d a te  w h ic h  w a s  rece n tly  
c o m p le te d  by th e  D e p a r tm e n t o f R ev en u e . A s y o u  can  see, th e  p e rfo rm a n c e  o f o u r  n ew  
p ro d u c tio n  tax  law  h a s  fa llen  sh o r t o f th e  g o a ls  a n d  o b jec tiv e s  to u te d  bv its  p ro p o n e n ts  
la s t y ear. N o t o n ly  is th e  n e w  tax re s u lt in g  in fa r  lo w e r  tax  re c e ip ts  th a n  w a s  o rig in a lly  
e s tim a te d , th e  in v e s tm e n t in c e n tiv e s  in c o rp o ra te d  in to  th e  n e w  sy s tem  h a v e  p ro v e n  less 
v a lu a b le  to  e x p lo re rs  th a n  w a s  p re d ic te d  w h e n  th e  bill w a s  p assed . T h is is 
u n a c c e p ta b le . D ec lin in g  N o r th  S lo p e  oil p ro d u c tio n  is th e  m o s t critica l re v e n u e  issue  
fac ing  A lask a  to d a y . It is im p e ra tiv e  th a t th e  s ta te  p ro v id e  in c e n tiv e s  to  e x p lo re rs  to 
ta k e  th e  risk s  n e c e ssa ry  to  d is c o v e r  n e w  so u rc e s  o f o il p ro d u c tio n .



H a v in g  re v ie w e d  th e  p ro c e ss  le a d in g  u p  to  th e  a d o p tio n  o f  th e  PPT, as  w ell a s  its 
p e rfo rm a n c e , 1 a m  le ft w ith  n o  o th e r  c o n c lu s io n  th a n  to  re m a in  c o m m itte d  to  call a 
sp ec ia l sessio n .

T his is n o  tim e  fo r p o litic s  a n d  rh e to ric . R a th er, i t 's  tim e :o r  g o o d , s o u n d  po licy  
th a t p u ts  th e  in te re s ts  of A lask a  first. W e c a n  ill a ffo rd  to  u n d e rv a lu e  a n o n re n e w a b le  
re so u rc e  su c h  a s  oil. H o w e v e r , if c a re  is n o t tak en , w e  je o p a rd iz e  o u r  lo n g -te rm  
p ro sp e r ity . 1 a m  c o n f id e n t w e  c a n  w o rk  to g e th e r  to  d e v e lo p  a law  th a t b a lan ces  an  
a p p ro p r ia te  sh a re  o f re v e n u e  g e n e ra te d  fro m  o u r  p e tro le u m  re so u rc e s  w ith  a n  a ttra c tiv e  
in v e s tm e n t c lim a te .

N o  d o u b t,  th e re  w ill be  c ritic s  to  w h a te v e r  p ro p o sa l is p u t  forw  a rd  a n d  a s  w e  
b o th  k n o w  it is e asy  to  p o s tu re  a n d  f in d  fau lt. H o w e v e r , it w ill ta k e  real le a d e rs h ip  
c o m m itte d  to  fin d  th e  r ig h t s o lu tio n  fo r th e  lo n g -te rm . I u rg e  v o u  a n d  all v o u r  
c o lle a g u e s  in  th e  le g is la tu re  to  jo in  m e  in  s h o w in g  A la sk a n s  th a t w*e c a n  d e m o n s tra te  
le a d e rs h ip  by w o rk in g  to g e th e r  fo r th e  c o m m o n  g o o d  o f o u r  sta te .

W ith  th e se  th o u g h ts  in  m in d , it is m y  in te n tio n  to  call a spec ia l s e ss io n  o f th e  
A lask a  S ta te  L e g is la tu re  o n  O c to b e r  18. 1 h a v e  d ire c te d  th e  D e p a r tm e n t o f R ev en u e  to  
p re p a re  a propo* al to  re s p o n d  to  th e  s u b s ta n tiv e  d e fic ien c ies  w ith  PPT. I ex p ec t a 
p ro p o sa l re a d y  fo r re le a se  to  th e  p u b lic  by  S e p te m b e r  4. T h is  w ill p ro v id e  m o re  th a n  40 
d a y s  fo r th e  p u b lic  a n d  le g is la tu re  to  b eco m e  fam ilia r w ith  th e  p ro p o sa l b e fo re  th e  
sp ec ia l se ss io n  b eg in s.

I look  fo rw a rd  to  y o u r  c o n t in u e d  s u p p o r t  a n d  c o o p e ra tio n .

The Honorable John Harris
August 3, 2007
Page 2

S in ce re lv ,

S a ra h  Palin  
G o v e rn o r



A l a s k a  S t a t e  L e g i s l a t u r e

b tx s io n : (J a n -M a y )
S n  Capitol, Roum 208 
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■{*07) 465-4859 
f v  (907) 465-3799

J o h n  H a r r i s
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In t e r im : ( J u n e -D u  ) 
716 WM 4tk Avmm, Svite 300 

Aachonfe.AK 99501-2133 
(907)269-0129 

P u  (907) 269-0128

May 7,2007

The Honorable Sarah Palin 
Governor, State o f Alaaka 
P.O.Box 110001 
Juneau, AK 99811-0001

Dear Governor P,

In light of all the controversy swirling around the Petroleum Production Tax and the 
meant to which it was adopted, I w ith  to express my support for a  special session to 
revisit the tax legislation should you decide that one is needed.

I hope you will undertake a review o f the process in which the PPT was adopted and 
decide whether or not the conclusion reached by die Legislature was flawed and tainted 
to the point that die PPT needs to be revisited.

With the clouds o f suspicion hanging over the State today, I pledge my support and foil 
cooperation should you decide to call us back into special session. I respectfully await 
your decision and look forward to working with your administration to put the events o f 
these past few daysj^ehind us and work toward moving our state forward in  a  positive 
direction.

Sincerely,

dve John Harris 
Speaker/Alaska State House
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DATE:

TO:

FROM:

SUBJ:

August 3,2007

Smator Lyda Green, Senate President 

Sgj^Q r i ^ i Elton 

Special session

A long special session is best held in Juneau for several important masons. 
Administrative staff, legislative legal, legislative finance, and legislative research staff 
arc important to the smooth functioning of a special session that will he lengthy and 
contentious. In Juneau, each member will have an office and office accoutrements with 
phone numbers assigned so constituents can contact their legislators.

I've attached the bookings for the Egan Center and the Carlson Center for your 
information. The Alaska Federation of Natives is holding its annual convention in 
Fairbanks from October 22 -  27 at the Carlson Center and the Egan Center calendar 
shows its facility booked for all but a few days during October and November.

In order to realize the governor's vision of having legislative activity on the road system, 
I believe holding committee meetings around Alaska before the special session begins 
fulfills that vision, Committee chairs con hold meetings in both urban and rural areas of 
the state to get the most public participation as possible before we meet.

Please let me know if there’s anything I can do to facilitate a challenging special session.

Attachments

cc: Senate majority members

Poewr Fax Note 7671 Jftt>H fc ' t
To
Co/Dapt Co. Cr »
Phonti fhonn 1 i
Fix • Fax*
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I FRANK K . MURKOW 8K P.O. xl lOOOl  
Juneau, A...dka 99811-0001

(907) 465-3500 
Fax (907) 465-3532

STATE OF ALASKA
OFFICE OF THE GOVERNOR

JUNEAU

Ju n e  22, 2006

The Honorable Ben Stevens 
Alaska State Senate 
716 West Fourth Avenue, Suite 510 
Anchorage, AK 99501

Dear President Stevens:

By the time you receive this letter you will understand why I am not in 
Alaska to publicly announce the special session which I am calling for July 12,

The call will include the continuing need to replace the Economic Limit 
Factor (ELF)-based oil severance tax with a net profits based Petroleum 
Production Tax (PPT). By waiting to address PPT we create instability for the 
private sector and a poor investment climate for oil and gas. We have had a 
healthy and long debate. Now, we m ust come to a resolution so that 
investment decisions can be made without any further delay. I am also 
concerned that we are losing $3.2 million per day without the PPT.

I believe this ongoing tax debate is about whether you see Alaska’s future 
as a glass half-full or a glass half-empty. I believe tha t Alaska is approaching a 
renaissance of opportunity and prosperity. It is why the 20 /20  plan*5: focus is 
on encouraging private investment to increase oil production, to grow the 
economy, and to fill the rest of the “glass.”

Some who seek high tax rates view Alaska’s glass as half-empty because 
they are more focused on what the producers might get than Alaska’s need for 
more oil and gas investment and the gas pipeline. Some believe tha t the extra 
revenue from a higher PPT tax rate is worth the gamble and are willing to 
accept the risk tha t high tax rates will not reduce private investment. Others 
philosophically believe in high government taxes to promote more government 
spending.

2006.

I want to continue to fill Alaska’s “glass,” and building the gas pipeline is 
absolutely critical to future development of the North Slope. That is, without 
the gas pipeline, revenues from oil will cease in 20 to 30 years.



Legislators - Second Special Session 
Ju n e  22, 2006 
Page 2 of 3

The grim picture painted by charts illustrating the decline in oil 
production reflects the policies of the past but do not predict the future I see 
for Alaska. With a fair tax structure the private sector will develop smaller 
North Slope oil fields. It is only through increased development tha t Alaska will 
receive significant long-term revenues from oil. Add the gas pipeline and the 
life of the Trans Alaska Pipeline and the jobs and revenue th a t come with it are 
extended for an additional two decades.

The 37 trillion cubic feet of gas accessed by the new gas pipeline is the 
equivalent of six billion barrels of oil -  another Prudhoe Bay for our children’s 
future.

I intend to reintroduce my 2 0 /2 0  proposal, which you will recall I first 
introduced during the regular session on February 21, 2006:

• This proposal will maximize the long-term value of our oil by 
encouraging the significant investment (particularly in heavy oil) 
needed to arrest the continuing substantial decline in the flow of 
oil through TAPS;

• Any higher PPT tax rate will increase oil revenues only over the 
very short term, but will result in less investm ent and thus less oil 
through TAPS over the long term;

• We have been successful in negotiating a comprehensive, signable 
gas pipeline contract. At current gas prices, the gas pipeline will 
provide the people of Alaska more than $100 billion in revenues 
over 35 years of the contract. By extending TAPS for another two 
decades, the gas pipeline project will cause Alaska to receive 
another $25 billion in oil revenues.

As we continue the Stranded Gas Development Act (SGDA) approval 
process, we are listening to }rou and Alaskans in the meetings we are holding in 
communities all over Alaska. Alaskans are telling us they w ant some changes 
in the contract. This public process will continue. One of the Stranded Gas 
Development Act/ contract changes, which will also be part of the call, should 
make it much easier to accept the 20 percent PPT tax rate, which I m aintain is 
in the long-term best interest of the state.

Reforming ELF, increasing oil flows through TAPS, and advancing the 
gas pipeline project are long overdue. Our gasline proposal is the most realistic 
alternative for obtaining a revenue source to replace steadily declining oil 
revenues which, without a gas pipeline, will stop in 20 to 30 years. The 
misnamed “All Alaska Gas Pipeline” . Jid independent pipeline proposals



Legislators - Second Special Session 
Ju n e  22, 2006 
Page 3 of 3

impose greater risk to the state and are painful paths to years of litigation and 
further delay. The speculation th a t either could somehow result in a better 
agreement for Alaska than the agreem ent you have before you is ju s t tha t - 
speculation. Simply put, these are not viable alternatives. They are not 
economically sound and they are not based on the realities of the gas 
transm ission business.

Some pundits have suggested th a t due to election politics we should wait 
until after the elections to address taxes and the pipeline. It’s nonsense that 
any of u s would allow election year politics to influence such critical issues and 
ask tha t you join me in condemning those who may do so. I appreciate the 
serious way in which the Legislature has considered these issues. It is our 
collective responsibility to tackle these items, we can not wait until after the 
elections are over because the reserves tax (which is on the November ballot) 
will kill the gas pipeline project by killing the project economics along with oil 
and gas investment in our state. Signing a contract ahead of tha t election will 
provide Alaskans the assurance tha t punitive taxes are not necessary in order 
to get the gas pipeline.

To fulfill our responsibilities to the people of this state, the executive and 
legislative branches of government m ust come together to co-operate and act 
now. I understand the July 12th call may be disruptive, but the state is 85 
percent reliant on hydrocarbon revenues. Our grandchildren are relying on us 
to leave them the second Prudhoe Bay similar to what we have enjoyed.
Without a pipeline North Slope oil production runs out in 20 to 30 years. If we 
do not get this project ratified before November, the reserves tax may pass and 
kill Alaska’s future. That is simply not acceptable.

After more than 30 years of discussing it, I look forward to working 
together with you to approve a gas pipeline project that will guarantee a strong, 
vibrant future for all Alaskans.

Sincerely yours,

Frank H. Murkowski 
Governor

cc: A laska S tate  Legislators
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ALASKA STATE LEGISLATURE
State Capitol, Room 119 
Juneau AK 99801-1182 

| 907-465-3878
Fax: 907-465-3265 

800-862-3878

S e n a t e  R e s o u r c e s  C o m m i t t e e

Butrovich Rm 205

F r i d a y ,  O c t o b e r  1 9 , 2 0 0 7  

9 : 0 0  a . m .  -  2 : 0 0  p . m .

AGENDA

SB 2001 
Production Tax on O il and Gas

Sponsor Presentation: Governor's Production Tax Team

Patrick Galvin, Commissioner Dept, of Revenue 
Marcia Davis, Deputy Commissioner Dept, of Revenue 
Jon Iverson, Dir. Tax Div., Dept of Revenue 
Bob George, Gaffney, Cline & Associates 
Rich Ruggiero, Gaffney, Cline & Associates

Sen. Charlie Huggins, Chair 
Sen. Bert Stedman, Vice Chair 
Sen. Lyda Green 
Sen. Gary Stevens 
Sen. Lesil McGuire 
Sen Bill Wielechowski 

. Thomas Wagoner
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SENATE RESOURCES COMM ITTEE________ 9:00-2:00__________ October 19.2007

1. Gavel In &  Call to O rd e r : Note time -  members present

I CALL THE SENATE RESOURCES COMMITTEE TO ORDER ON 
FRIDAY, OCTOBER 19,2007. LET THE RECORD REFLECT 
THAT IT IS__________A.M..

PRESENT ARE:
Vice-Chairman Senator Bert Stedman 
Senator Gary Stevens 
Senator Lyda Green 
Senator Lesil McGuire 
Senator Bill Wielechowski 
Senator Tom Wagoner 
& myself, Senator Charlie Huggins

2. SB 2001 OIL & GAS TAX AMENDMENTS
Welcome:
Patrick Galvin, Commissioner Dept, of Revenue 
Marcia Davis, Deputy Commissioner Dept, of Revenue 
Jon Iverson, Dir. Tax Div., Dept of Revenue 
Bob George, Gaffney, Cline & Associates 
Rich Ruggiero, Gaffney, Cline & Associates

a. Ask the speakers to introduce themselves for the record.

3. Announce: We’ll have SB 2001 before us this week-end and through 
next week which I anticipate will see Senate Resources considering this 
measure for in excess of 60 hours. 
Tomorrow: 8:00 AM start right here. 
Sunday: Joint Meeting w/House Oil & Gas starting @ 1:00 PM in 

House Finance

6. Meeting adjourned @



A L A S K A  S T A T E  L E G I S L A T U R E

Charlie Huggins, Chair 
Bert Stedman, Vice Chair 
Lyda Green 
Gary Stevens 
LesU McGuire 
Bill Wielechowski 
Thomas Wagoner

S e n a t e  R e s o u r c e s  C o m m i t t e e

Butrovich Rm 205

S a t u r d a y ,  O c t o b e r  2 0 , 2 0 0 7  

8 :00  a . m .  - 1 : 0 0  p . m .

State Capitol, Room 119 
Juneau AK 99601-1182 

907-465-3878 
Fax:907-465-3265 

800-862-3878

AGENDA

S B  2 0 0 1  -  O i l  a n d  G a s  P r o d u c t i o n  T a x  

S p o n s o r  P r e s e n t a t i o n :  G o v e r n o r ' s  P r o d u c t i o n  T a x  T e a m

I I  A l a s k a ' s  G l o b a l  C o m p e t i t i v e n e s s  U n d e r  A C E S

B o b  G e o r g e ,  G a f f n e y ,  C l i n e  &  A s s o c i a t e s

R i c h  R u g g i e r o ,  G a f f n e y ,  C l i n e  &  A s s o c i a t e s

R o g e r  M a r k s ,  E c o n o m i s t ,  D e p t ,  o f  R e v e n u e

T h o r s t e n  W u c h e r p h e n n i g ,  P F C  E n e r g y

D r .  M i c h a e l  W i l l i a m s ,  C h i e f  E c o n o m i s t ,  D e p t ,  o f  R e v e n u e ,

P a t r i c k  G a l v i n ,  C o m m i s s i o n e r ,  D e p t  o f  R e v e n u e

M a r c i a  D a v i s ,  D e p u t y  C o m m i s s i o n e r ,  D e p t ,  o f  R e v e n u e

K e v i n  B a n k s ,  A c t i n g  D i r e c t o r ,  D i v i s i o n  o f  O i l  &  G a s



A L A S K A  S T A T E  L E G I S L A T U R E

J o i n t  M e e t i n g  

S e n a t e  R e s o u r c e s  a n d  

H o u s e  O i l  a n d  G a s

H ouse Finance Room  519

S u n d a y ,  O c t o b e r  2 1 , 2 0 0 7  

1 :00  p . m . -  6 : 0 0  p . m .

AGENDA
S B  2 0 0 1 / H B  2 0 0 1  -  O i l  a n d  G a s  P r o d u c t i o n  T a x  

P r e s e n t a t i o n  b y :  G o v e r n o r ' s  P r o d u c t i o n  T a x  T e a m

I I I  -  A C E S  P r e s e r v e s  I n v e s t m e n t  C l i m a t e

a n d

S e c t i o n a l  A n a l y s i s  o f  S B  2 0 0 1 / H B  2 0 0 1

P a t r i c k  G a l v i n ,  C o m m i s s i o n e r ,  D e p t ,  o f  R e v e n u e  

T o n y  F i n i z z a ,  C o n s u l t i n g  E c o n o m i s t  

C h e r i e  N i e n h u i s ,  P e t r o l e u m  E c o n o m i s t ,  D e p t ,  o f  R e v e n u e  

K e v i n  B a n k s ,  A c t i n g  D i r e c t o r ,  D i v i s i o n  o f  O i l  &  G a s  

R o b e r t  M i n t z ,  P r e s t o n  G a t e s

M a r c i a  D a v i s ,  D e p u t y  C o m m i s s i o n e r ,  D e p t ,  o f  R e v e n u e



Gavel In A Call to order:
I call the Joint House Special Committee on Oil &  Gas &  the Senate Resources 

Committee meeting to order.
LET THE RECORD REFLECT THAT IT IS ______________ A.M.
Sunday October 21,2007

Present are:

Senate House Soecial Cmte on Oil &  Gas
Chair Huggins Chair, Olson
Vice Chair Stedman Samuels
Green Dahlstrom
McGuire Ramras
Stevens Neuman
Wielechowski Doogan
Waeoner Kawasaki

On the Agenda Today: For part 111 of the Administration’s presentation:
Preserving the Investment Climate and a Sectional Analysis of SB2001 & HB 2001

Please come forward introduce yourselves for the record.
P a t r i c k  G a l v i n ,  C o m m i s s i o n e r ,  D e p t ,  o f  R e v e n u e  

T o n y  F i n i z z a ,  C o n s u l t i n g  E c o n o m i s t  

C h e r i e  N i e r  h u i s ,  P e t r o l e u m  E c o n o m i s t ,  D e p t ,  o f  R e v e n u e  

K e v i n  B a n k s ,  A c t i n g  D i r e c t o r ,  D i v i s i o n  o f  O i l  &  G a s  

R o b e r t  M i n t z ,  P r e s t o n  G a t e s

M a r c i a  D a v i s ,  D e p u t y  C o m m i s s i o n e r ,  D e p t ,  o f  R e v e n u e

Announce: Senate Resources will be back in the Butrovich room tomorrow 
m orning @ 10:15; th a t’s a 15 minute delayed start. Hearing from our 
legislative consultants & advisors: Don Bullock, Dan Dickenson and Steve 
Porter.

C hair of HO&G can announce their schedule.

Meeting Adjourned @



A L A S K A  S T A T E  L E G I S L A T U R E

State Capitol Room 119 
Juneau AK 99801-1182 

907-465-3878 
F«c 907-465-3265 

800-862-3878

S e n a t e  R e s o u r c e s  C o m m i t t e e

Butrovich Rm 205

S a t u r d a y ,  O c t o b e r  2 7 , 2 0 0 7  

9 : 0 0  a . m .  -  T B D

AGENDA

C S  S B  2 0 0 1  (  )  

W o r k  D r a f t  2 5 - G S 0 0 1 4 / E  

B u l l o c k  1 0 / 2 6 / 0 7

"An Act relating to the production tax on oil and gas and to conservation surcharges 
on oil; relating to the sharing between agencies of certain information relating to the 

production tax and to oil and gas or gas only leases; amending the State Personnel 
Act to place in the exempt service certain state oil and gas auditors and their 

immediate supervisors; providing for retroactive application of certain statutory and 
regulatory provisions relating to the production tax on oil and gas; making 

conforming amendments; and providing for an effective date."

Sen. Charlie Huggins, Chair 
Sen. Bert Stedman, Vice Chair 
Sen. Lyda Green 
Sen. Gary Stevens 
Sen. Lesil McGuire 
Sen Bill Wielechowski 
Sen. Thomas Wagoner

• Don Bullock, Legislative Counsel

• Steve Porter, LB&A Consultant



A L A S K A  S T A T E  L E G I S L A T U R E

t a t  Ch*rli« Huggins, Chair 
Sew Bert Stednum, Vice Chair 
Sen Lyda Green 
Sen. Gary Stevens 
Seri. Lesil McGuire 
Sen Bill Wielechowski 
Sen- Thomas Wagoner

Stale Capitol, Roan 119 
Juneau AK 99101-1182 

907-465-9878 
Fax:907-465-9265 

800-862-9878

S e n a t e  R e s o u r c e s  C o m m i t t e e

Butrovich Rm 205 

Tuesday, October 23,2007 
9:00 a.m. - 5:00 p.m.

S B  2 0 0 1  -  O i l  a n d  G a s  P r o d u c t i o n  T a x

M orning
Chevron North America Exploration & Production, 

John P. Zager, General Manager, Alaska

Pioneer Natural Resources Alaska, Inc.,
Ken Sheffield, President

Anadarko Petroleum Corporation
Mark Hanley, Manager, Public Affairs, Alaska

Alaska Oil & Gas Association,
Marilyn Crockett, Executive Director

Alaska Support Industry Alliance,
Lynn Thompson, President 
Paul Laird, General Manager

Resource Development Council dotA jf
John Shively, President

&

Public Testimony 6:15 - TBD

AGENDA

Afternoon

6:15 P M
P u b l ic  T e s t im o n y

-T im e  L im it M a y  Be S et



A L A S K A  S T A T E  L E G I S L A T U R E

Sen. Charlie Huggins, Chair 
Sen. Bert Stedman, Vice Chair 
Sen. Lyda Green 
Sen. Gary Stevens 
Sen. Lesil McGuire 
Sen Bill Wielechowski 
Sen. Thomas Wagoner

State Capitol, Room 119 
Juneau AK 99801*1182 

907-465*3878 
Fax:907-465-3265 

800-862-3878

S e n a t e  R e s o u r c e s  C o m m i t t e e

Butrovich Rm 205

M o n d a y ,  O c t o b e r  2 2 , 2 0 0 7  

1 0 : 3 0  a . m .  -  5 : 0 0  p . m .

* * D E L A Y E D  U N T I L  1 0 : 3 0  A . M . * *

S B  2 0 0 1  -  O i l  a n d  G a s  P r o d u c t i o n  T a x

A d m i n i s t r a t i o n  S e c t i o n a l  A n a l y s i s  o f  S B  2 0 0 1  

M a r c i a  D a v i s ,  D e p u t y  C o m m i s s i o n e r ,  D e p t ,  o f  R e v e n u e  

R o b e r t  M i n t z ,  P r e s t o n  G a t e s

L e g i s l a t i v e  A d v i s o r s / C o n s u l t a n t s  

D a n  D i c k i n s o n ,  L e g i s l a t e  B u d g e t  &  A u d i t  C o n s u l t a n t  

S t e v e  P o r t e r ,  L e g i s l a t i v e  B u d g e t  &  A u d i t  C o n s u l t a n t  

D o n  B u l l o c k ,  L e g i s l a t i v e  C o u n s e l

AGENDA



A L A S K A  S T A T E  L E G I S L A T U R E

Sen. Charlie Huggins, Chair
Sen. Bert Sted man, Vice Chair
Sen. Lyda Green
Sen. Gary Stevens
Sen. Lesil McGuire
Sen Bill Wielechowski
Sen. Thomas Wagoner

S e n a t e  R e s o u r c e s  C o m m i t t e e

Butrovich Rm 205 

Tuesday, October 23,2007 
9:00 a.m. - 5:00 p.m.

&

Public Testimony 6:15 - TBD
AGENDA

S B  2 0 0 1  -  O i l  a n d  G a s  P r o d u c t i o n  T a x

Morning
C hevron N orth  Am erica Exploration & Production,

John  P. Zager, G eneral M anager, A laska

P ioneer N atural Resources A laska, Inc.,
K en Sheffield , P residen t
Pat Foley, M anager, Land & External A ffairs

A nadarko  Petroleum  C orporation
M ark  H anley, M anager, Public A ffairs, A laska

Afternoon
A laska O il & G as A ssociation,

M arilyn  Crockett, Executive D irector

A laska S upport Industry  Alliance,
Lynn Thom pson, P residen t 
Paul Laird, G eneral M anager

Resource D evelopm ent C ouncil 
John  Shively, P resident

6:15 P M
P u b lic  T e s t im o n y

-Time Limit May Be Set -

State Capitol, Room 119 
Juneau AK 99801-1182 

907-465-3878 
Fax:907-465-3265 

800-862-3878
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ALASKA STATE LEGISLATURE
Sea. Charlie Huggins, Chair 
Sen. Bert Stedman, Vice Chair 
Sea. Lyda Green 
S ea Gary Stevens 
Sea Lesil McGuire 
5em Bill Wielechowski 
Sea Thomas Wagoner

S e n a t e  R e s o u r c e s  C o m m i t t e e

Butrovich Rm 205

W e d n e s d a y ,  O c t o b e r  2 4 , 2 0 0 7  

1 0 : 0 0  a . m .  -  5 : 0 0  p . m .

6 : 1 5  p . m .

AGENDA
S B  2 0 0 1  -  O i l  a n d  G a s  P r o d u c t i o n  T a x

Morning
BP Exploration

Claire Fitzpatrick - Commercial Senior Vice President

Mike Utsler - Senior Vice President - Prudhoe Bay

State Capitol, Room 119 
Juneau AK 99001-1182 

907-465-3878 
Fax:907-465-3265 

800-862-3878

Afternoon
(continuation) BP Exploration testimony

ConocoPhillips
Kevin Mitchell - Vice President, Finance & Administration 
Jim Taylor - Vice President, Commercial Assets

6:15 P M
P u b lic  T e s tim o n y

-Tim e Limit May Be Set -



A L A S K A  S T A T E  L E G I S L A T U R E

State Capitol Room 119 
Juneau AK 99001-1182

; 907-165-3878
v Fax 907-465-3265

800-862-3878

S e n a t e  R e s o u r c e s  C o m m i t t e e

Butrovich Rm 205

T h u r s d a y ,  O c t o b e r  2 5 , 2 0 0 7  

1 0 : 0 0  a . m .  -  5 : 0 0  p . m .

AGENDA
S B  2 0 0 1  -  O i l  a n d  G a s  P r o d u c t i o n  T a x  

P P T  A m e n d m e n t s

Alaska State Chamber of Commerce 
Wayne Stevens - President and CEO

Brooks Range Petroleum
Ken Thompson -  via phone

ExxonMobil
Craig Haymes -  Production Manager, ExxonMobil Alaska

Sen. Charlie Huggins, Chair 
Sean. Bert Stedman, Vice Chair 
Sen. Lyda Green 

Gary Stevens 
Sen. Lesil McGuire 
Sen Bill Wielechowski 
Sen. Thomas Wagoner

Possible call backs of Previous Presenters



ALASKA STATE LEGISLATURE
Sen. Charlie Huggins, Chair 
5m . Bert Stedman, Vice Chair 
5m. Lyda Green 
5m. Gary Stevens 
5m. Lesil McGuire 
5m  Bill Wietechowski 
5 m  Thomas Wagoner

State CapitoL Room 119 
Juneau AK 99001-1182 

907-465-3878 
Fax:907-465-3265 

800-862-3878

S e n a t e  R e s o u r c e s  C o m m i t t e e

Butrovich Rm 205

F r i d a y ,  O c t o b e r  2 6 , 2 0 0 7  

1 : 0 0  p . m .  -  T B D

AGENDA

S B  2 0 0 1  -  O i l  a n d  G a s  P r o d u c t i o n  T a x  

P P T  A m e n d m e n t s

P a t r i c k  G a l v i n ,  C o m m i s s i o n e r ,  D e p t ,  o f  R e v e n u e  
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"An Act relating to the production tax on oil and gas and to conservation surcharges 
on oil; relating to the sharing between agencies of certain information relating to the 

production tax and to oil and gas or gas only leases; amending the State Personnel 
Act to place in the exempt service certain state oil and gas auditors and their 

immediate supervisors; providing for retroactive application of certain statutory and 
regulatory provisions relating to the production tax on oil and gas; making 

conforming amendments; and providing for an effective date."

• Don Bullock, Legislative Counsel

5en. Charlie Huggins, Chair 
Sen. Bert Stedman, Vice Chair 
Sen. Lyda Green 
Sen. Gary Stevens 
Sen. Lesil McGuire 
Sen Bill Wielechowski 
Sen. Thomas Wagoner

• Steve Porter, LB&A Consultant



S  IN T E R E S T S

m  P a y  f o r  A u d i t i o n

Information Needed by the State
-  E x p e n d i t u r e  d e t a i l  in  a  t i m e l y  m a n n e r
-  C o d  f o r e c a s t s. .  I . i f n m i  i«H 11 ii ah r r i n n  *  — —«—  -  i n r o r m a n o n  s n a n n g  q e i w e e n  s v a e  

p r o t e c t i n g  c o n f i d e n M a N y
i -  P u b i c  d i s c l o s u r e  o f  c e r t a i n  in fo r m a t i o n

,Clear Rules
•  D e f in e  a l l o w a b l e  d e d u c t i o n s

Share

H Y B R ID  S Y S T E M

•  N e t  B a s e
-  2 5 %  rate

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

-  E l im in a t io n  o f  “TIE” c r e d i t s  ( f o r  p a s t  e x p e n d i t u r e s )

G r o s s  F l o o r  ( N o t  A d d i t i v e )
-  1 0 %  o n  P r u d h o e  B a y  a n d  K u p a r u k  F ie ld s

-  WIH k i c k  in  a t  l o w  o il  p r i c e s



Guiding Principles for New 
Production Tax System

•  F a i r  R e v e n u e  t o  t h e  S t a t e

•  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

o N e w  E x p l o r a t i o n

o 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  - M i n i m i z e  R i s k  t o  t h e  
S t a t e



Alaska's Clear and Equitable Share 
(ACES) Plan

10% Gross-based Tax Floor on Legacy Fields 
25% Tax Rate on Net Profits
Progressive Feature that Kicks In at $30 Net Value (annual) and
Rises at Two-tenths of a Percent per Dollar
Eliminates the Transitional Investment Expenditures 'TIE" Credits
Requires Capital Expenditure Costs to be Taken as Credits Over
Two Years, Rather than Immediately
Fixes "Corrosion" Issue - SB 80 Type Approach
Excludes Dismantlement, Removal & Restoration (DR&R) Costs
from Allowable Expenditures
Expands Exploration Incentive Credit Program to Include One 
Exploration Well and Up to Two Delineation Wells 
Provides Vehicle for New Explorers to Get the Same Value for 
their Credits as Producers 
Transparency - Minimize Risk to the State 

o Requires Taxpayers to Provide Cost Projections to Allow State to 
Better Forecast State Revenues and Pursue Changes in Reported 
Costs

o Authorizes Public Reporting of Some Cost Data 
o  Authorizes a Short-term Audit Program 
o Designates an Exempt Class cf Oil and Gas

t ■ •> **"■'***» '\
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Net Present Value of 
Cash Flows (10% Discount Rate)

$40 Test Price ($ Millions)

Status Quo PPT ACES Plan

16% Gross Tax 
No Capital 

Credits

19% Gross Tax 
With Capital 

Credits

Field/Project A 178 128 -35 27
Field/Project B 72 48 -22 9
Field/Project C 59 27 -53 -22
Field/Project D -64 -90 -398 -282

Production Tax 
Revenues 

FY2008 @  $60 
oil price $1.3B $2.0B m m x c g  

___________—
. $2.0B

\

- M ?
X  W m '



ACES

International Average -  All Fiscal Regimes (Median) 67

International Average -  PSA Fiscal Regimes (Median)

Government Take Metrics

________________________________________________________________________  At $60

Marginal Government Take (%) (Fiscal Year 2 0 0 8 )

International Average -T a x  Royalty Regimes (Median)

S o u r c e :  In te rn a tio n a l D a ta  fro m  P F C  E n e r g y  C o n s u l ta n ts



Alaska's Clear and Equitable Share (ACES) Plan
1 0 %  g ro ss -b a sed  ta x  floor on  lega cy  fie lds;

2 5 %  ta x  ra te  on  n e t profits;

P rogressive  fea tu re  th a t kicks in a t  $30 n e t va lu e  

(annua l), an d  rises a t  tw o -te n th s  o f  a p e rcen t per  dollar; 

E lim ina tes  th e  transitional in ves tm en t e xp en d itu res  " T I E "

•  R equ ires cap ita l e xp en d itu re  costs  to  b e  ta k en  as cred its 

o ve r  tw o  yea rs , ra ther th an  im m ed ia te ly ;

.  F ixes  "c o rro s io n " issue -  SB  80 ty p e  approach ;

•  E xc ludes  D ism an tlem en t, R em ova l &  R esto ra tion  (D R 8 1 R) 

costs  from  a llo w a b le  expen d itu res ;

.  E xp a n d s  Exp lo ra tion  In c e n tive  C red it p rogram  to  inc lude  

o n e  exp lo ra tion  w e ll and  up to  tw o  de lin ea tion  w e lls ;

•  P ro vides  veh ic le  for n e w  exp lo rers  to  g e t  th e  s a m e  va lu e  

fo r the ir cred its  as producers;

•  T ra n sp a ren cy  -  M in im ize  Risks to  th e  S ta te :

o Requ ires  ta xp a ye rs  to  p ro v ide  cos t p ro jections , to  

a llo w  s ta te  to  be tte r  fo recast s ta te  re ven u es  and  

pursue ch a n ges  in reported  costs; 

o A u th o r ize s  pub lic reporting o f  so m e  co s t d a ta ; 

o A u th o r ize s  a S h o r t-te rm  A u d it  program ; 

o D es ign a te s  an e x e m p t class o f  oil an d  g a s  aud itors  

to  a llo w  th e  D ep t, o f  R e ven u e  to  successfu lly  

c o m p e te  an d  recruit th e  h igh es t ca liber e xpe r ien ced  

oil an d  gas  accoun tan ts  to  des ign  an d  im p lem en t 

th e  lo n g -te rm  au d it program .

cred its



AGENDA
1. Introductions
2. Overview of Analysis Done by Administration
3. Why we chose the components of Alaska’s 

Clear and Equitable Share (ACES)
4. What do legislators need from the 

Administration?
5. Questions and Answers
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Production Tax Team 
Assignment

1. Develop a gross production tax that:
A. Encourages industry investment
B.Enhances State Revenue
C.ls transparent and efficient to administer

2. Compare best gross tax options to improved 
net-based tax options



Multi-Agency Team
• DOR:

-  Deputy Commissioner and Tax Director
-  Economists
-  Auditors

• DNR:
-  Economists
-  Resource Evaluation Specialists

• DOL: Assistant Attorney General
• Outside Contractors

3



Approach
• Team  divided into subteam s to produce 

timely results
-  Econ Subteam - worked on state revenue 

model with cost forecasting corrections, 
created an Alaska specific industry valuation 
model using real field data, developed 
optimum gross and net-based tax approaches

-  Administrative Subteam - tasked with 
identifying problems with existing PPT 
structure and developing solutions



Econ Subteam- Step one
DNR and DOR developed models of 7  Alaska development 

projects with actual cost, production, and revenue 
data. Purpose is to enhance prior PPT work where 
consultants used primarily prototypes. The projects 
selected a s  most likely to be developed:

1 ) Small Satellite Field within existing unit
2 ) Midsize new unit, som e facility sharing
3 ) Viscous oil satellite project
4 ) Medium Stand alone new unit
5 ) Large Stand alone new unit
6 ) Very remote stand alone unit
7 ) Heavy Oil project



A l a s k a  s C l e a r

Econ Team- Step Two

• Upgrade State Revenue Forecast model by 
incorporating low, mid and high cost forecast 
scenarios.

• Necessary in light of step change in costs that 
occurred in 2005, which made many forecasts 
inaccurate, including the fiscal note forecast for 
HB3001.

6



Econ Team- Step Three
Develop understanding of the economic “knobs” 

and how their settings impact state and 
industry revenue sharing across range of oil 
prices.

1 ) Tax rate- single rates and multiple rates for different 
fields

2 ) Progressivity trigger price and slope of curve
3 ) Capital Credit rates, scope and timing
4 ) Exploration Credit rates, scope and timing
5 ) Heavy Oil discount factor
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Gross Tax (GT) Options explored
-  GT 1 6 %, no credits, no progressivity
-  GT 1 9 %, 2 0 % Qualified Capital Expenditure (QCE) 

credits, progressivity
-  GT 1 3 %, no QCE credits, progressivity
-  GT 1 3 %, 2 0 % QCE Credits, progressivity
-  GT Back End Loaded Table (variable tax rate with 

higher GT a s field aged, built in progressivity), no 
QCE credits

-  GT Back End Loaded Table (variable tax rate with 
higher GT a s field ages, built in progressivity), 2 0 % 
QCE credits



V - W

Net Tax Options Explored
-  Status Quo- 22.5%, 20% QCE credit
-  PPT at 22.5%, 40% well credit
-  PPT at 25%, progressivity of .3/$30, 20% QCE credit
-  PPT at 25%, progressivity of ,3/$30, 40% well credit
-  PPT at 25%, progressivity of .4/$25, 20% QCE credit
-  PPT at 25%, progressivity of .2/$30, 20% QCE credit
-  PPT at 30%, progressivity of .3/$30, 20% QCE credit
-  PPT at 35% on mature fields, 22.5% all others, progressivity of 

.3/$30, 20% QCE credit
-  PPT at 30% on mature fields, 22.5% all others, progressivity of 

.3/$30, 20% QCE credit
-  PPT at 30% on mature fields, 25% all others, progressivity of 

.3/$30, 20% QCE credit



Additional Options Examined

-  HB89 and SB174 Gross tax proposals
-  Proposed Fair Tax Voter Initiative gross tax
-  Heavy Oil discount factor for Gross Tax 

options

1 0



Consultants’ Work

• DOR chose a suite of experts to ensure 
diverse views and optimum world project 
information coverage.
Government take from countries around the 
world was compiled by PFC, AD Little and 
Gaffney Cline, and presented across range of 
oil prices and discount factors.

1 1
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Lessons Learned
• DOR learned the following:

1) Many elements fall within Government take and different experts 
combine different elements to generate government take data.

2) To be meaningful, world regimes need to be broken into 
Production Sharing and Tax/Royalty groups.

3) Specific metrics should reflect whether project is a new field or 
mature field; and whether you are examining perspective of 
industry or government.

4) Value of government take data is higher when it is derived from 
actual projects, rather than hypotheticals.

5) An analysis of industry spending is a necessary complement to 
the government take analysis to a sse ss  relative importance of 
government take and political stability (factors government can 
control) versus the region’s prospectivity and costs to develop 
(factors government does not directly control).



Administrative Subteam

• Reviewed lessons learned since PPT passage
• Met with lawyers and administrators charged 

with drafting, and administering PPT regulations
• Met with industry to discuss elements that were 

working and not working well from reporting and 
compliance standpoint

13



Administrative Provisions
• Tighten Qualified Lease expenditures: modified 

SB 80, exclusions for refining operations/topping 
plants, dismantlement, removal, restoration

• Improve Value of Credits to State bv aiming 
more precisely at new investment: EIC credits 
for 1 exploration and 2 delineation wells, 
eliminate Transitional Investment Expenditure 
(TIE) credits, credits are refundable by state if 
not usable, credits for capital expenditures taken 
over 2 years

• Calculate Progressivity on an annual basis
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Administrative Provisions
• Improve State’s Audit Function- Add class of 

exempt auditors; Statute of Limitations extended 
to 6 years

• Economic information gathering: forward looking 
PA cost data; monthly and annual reporting in 
format uploadable to new database

• Economic Information sharing: facilitate DNR- 
DOR data sharing; enhanced public reporting

15



ACES
Why we chose  the components of A laska’s 

Clear and Equitable Share (A CES )

16
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“Cradle to Grave” Government Share of Pre-Tax Income 
Undiscounted @ $60 (Applicable to New Fields)
In ternational T a x  R e g im e s - D a ta  S o u rce  P F C  S tu d y  S e p t  2007

T o p  2 5 % M ed ia n

(M id -P o in t)

A ll F isca l R e g im e s 72% 4 8 %

Production  Sh ar in g  F isca l R e g im e s 82% 75 %

T a x  R o ya lty  R e g im e  (N o  A K  or low er  48 o n -sh o re ) 5 1% 4 7 %

N o rw a y 78% 7 8 %

U K 5 0% 5 0 %

G u lf  o f  M e x ic o 4 6 % 4 6 %

A la s k a  T a x  R e g im e s  ( F Y  2008) 

(S ix  R e p re s e n ta t iv e  N e w  F ie ld s )

A C E S  (2008 co s t e s t.) 6 6 %  to 6 9 %  (M ed ia n  66 .5% )

P P T  (S ta tu s  Q u o )  (2008 co s t e s t.) 6 3 %  to 6 8 %  (M ed ia n  6 4 % )

• ACES is in top 25% of discounted government share among Tax Royalty Regimes

• ACES is near the median of discounted government share among All Fiscal Regimes

• ACES is between Norway and UK in top 25% of discounted government share
17
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“Cradle to Grave” Government Share of Pre-Tax Income 
Discounted at 10% @ $60 (Applicable to New Fields)

In ternational T a x  R e g im e s - D a ta  S o u rce  P F C  S tu d y  S e p t  2007

T o p  2 5 % M ed ia n

(M id -P o in t)

A ll F isca l R e g im e s 76 % 6 3%

Profit Shar ing  F isca l R e g im e s 81 % 76%

T a x  R o ya lty  R e g im e s  (N o  A K  or lo w e r  48 o n -sh o re ) 58% 50%

N o rw a y 81% 81%

U K 5 1 % 51%

G u lf  o f  M e x ic o 52% 4 8 %

A la s k a  T a x  R e g im e s  ( F Y  2008) 

(S ix  R e p re s e n ta t iv e  N e w  F ie ld s )

A C E S  (2008 co s t es t.) 6 8 %  to 7 4 %  (M ed ia n  69 .5% )

P P T  (S ta tu s  Q u o )  (2008 co s t e s t.) 6 5 %  to  7 2 %  (M ed ia n  6 8% )

• ACES is in top 25% of discounted government share among Tax Royalty Regimes

• ACES is near the median of discounted government share among All Fiscal Regimes

• ACES is between Norway and UK in top 25% of discounted government share

18



“Snapshot” of Percent of Incremental $ to Government @ $60 
(Mature fields- In production >10  years)

In ternational T a x  R e g im e s - D a ta  S o u rc e  P F C  S tu d y  S e p t  2007

T o p  2 5 % M ed ia n

(M id -P o in t)

A ll F isca l R e g im e s 6 2 % 4 3 %

P S A  F isca l R e g im e s 8 9 % 85 %

T a x  R o ya lty  R e g im e s  (N o  A K  or low er  48 o n -sh o re ) 4 3 % 4 3 %

N o rw a y 7 8 % 78%

U K 5 0 % 50%

G u lf  o f  M e x ic o 4 3 % 4 3 %

A la s k a  T a x  R e g im e s  ( N S  A v e r a g e  M a tu re  F ie ld s  F Y  2008)

A C E S  (2008 cos t es t.) 6 9 %

P P T  (S ta tu s  Q u o )  (2008 co s t es t.) 67%

• ACES is in the top 25% of Government Share among Tax Royalty Regimes

• ACtiS is in the highest quartile of Government Share among All Fiscal Regimes

• ACES is between Norway and UK in the top 25% of Government Share
19



What do legislators need from the
Administration?

Questions and Answers



I department of Revenue
C om m issioner's  O ffice

S t a t e  o f  A l a s k a SARAH PALIN, GOVERNOR
333 Willoughby Avenue, l l ,h Floor 

P.O. Box 110400 
Juneau, Alaska 99811*0405 

Phone: (907) 465-2300 
Fax:(907)465-2394

Sectional Analysis 
ACES

Section 1: Expresses legislative intent regarding application of the statute o f limitations.

Section 2: Provides for the Department o f Natural Resources to share with the Department o f
Revenue confidential information for use in administering the production tax or 
forecasting tax revenue, and maintains confidentiality.

Sections 3-9: No substantive change. Amends references to altered statutes.

Section 10: Provides for an exempt class o f  oil and gas auditors and supervisors.

Section 11: See sections 3-9.

Section 12: Makes conforming amendment regarding disclosure o f  certain taxpayer information. 
[See Sec. 61]

Section 13: Provides for the Department o f  Revenue to share production tax information with 
the Department o f  Natural Resources, and maintains taxpayer confidentiality.

Section 14: Makes conforming amendments regarding statute o f limitations for production tax. 
[See Sec. 50]

Section 15: Repeals tax levy under PPT and establishes new oil and gas tax as calculated in 
following sections.

Section 16: Replaces current North Slope tax floor with new 10% gross tax floor on certain very 
large fields.

Section 17: Establishes net tax rate o f 25% plus a progressivity factor o f  0.2%.

Section 18: Lowers progressivity trigger from $40 per barrel to $30 per barrel (net) and provides 
for annual calculation instead o f monthly.

Sections 19-20: Conforming amendments.

Section 21: Makes conforming change consistent with section 55, to the existing provision
preventing Cook Inlet producers from utilizing Cook Inlet tax ceiling to export tax 
credits to other areas o f the state.

Section 22: Changes the monthly installment tax calculations to conform to changes made by 
sections 15-18 and to take account o f  the existing Cook Inlet tax ceilings.

Sections 23-25: Conforming amendments.

Section 26: Limits to 50% the amount o f a capital credit that may be claimed for a single 
calendar year; conforms data submission requirements for exploration capital 
credits to the data submission requirements for AS 43.55.025 exploration credits



[See Set. 39]; Limits use o f capital credits generated in fields subject to the 10% 
gross tax floor to taxes on oil and gas from those fields.

Section 27: Conforms the tax credit rate for carried-forward annual loss to the new basic net tax 
rate enacted by section 17, and provides that fields subject to the 10% gross tax 
floor may not carry forward losses.

Section 28: Conforming amendments for transferable tax credit certificates, increases from 60 to 
120 days a time limit for Department o f Revenue approval o f certificates, and 
applies the 50% annual limitation in section 26 to certificates.

Sections 29-30: Conforming amendments..

Section 31: Clarifies that tax-exempt entities may not apply for transferable credit certificates.

Sections 32-36: Conforming amendments.

Section 37: Updates provisions for exploration credits, provides that a suspended well does not 
qualify for credits until completed or abandoned, and excludes costs arising from 
gross negligence or environmental or health and safety violations.

Section 38: Modifies eligibility provisions for exploration wells credits to better define and
enforce the requirement to test a previously unexplored prospect while allowing for 
several exploration wells within a limited period«•! time.

Section 39: Clarifies the data submission requirements for exploration credits, reduces the
confidentiality period for certain data, applies the 50 percent annual limitation in 
section 26 to exploration credits, and provides for public disclosure o f basic 
information relating to credits.

Section 40: Clarifies that tax-exempt entities may not transfer exploration tax credits.

Sections 41-42: Conforming and clarifying amendments.

Section 43: Changes the definition o f “preexisting well” for purposes o f  exploration credits to 
exclude wells drilled within 540 days rather than 150 da vs.

Section 44: Establishes 5% credit which may be claimed against seismic exploration expenses 
incurred before July 1, 2003, in exchange for seismic data, the acquisition o f which 
is determined by the Commissioner o f  DNR to be in the best interest o f  the state.

Section 45: Creates Oil and Gas Tax Credit Fund for the purposes o f purchasing certain tax 
credits from explorers and producers; Establishes procedure and standards for 
appropriation into and management o f  fond. (Replaces existing credit buy-back 
provisions [See Sec. 63])

Section 46: Requires producers to file annual report with the Department o f  Revenue annually, 
even if  no tax is due that year, and expands examples o f  required information.

Section 47: Assesses penalty for late filing o f reports required under sections 46 and 48.

Section 48: Requires producers and explorers to report certain expenditures and adjustments 
annually to the Department o f Revenue and allows the Department o f  Revenue to 
require month1 v reporting o f information considered necessary for administering o f 
taxes.

Section 49: Authorizes the Department o f Revenue to require reporting o f information needed 
for revenue forecasting purposes and to assess penalties for failure to timely file 
reports.



Section 50: Extends statute o f limitations for production tax to six years, subject to extension 
due to changes in federal income tax, and provides for tax effects o f retroactive 
changes in items that affect a producer's tax.

Section 51: Allows the Department o f Revenue to establish and require electronic filing and 
payment.

Section 52: Clarifies how production tax values (i.e., taxable values) o f oil and gas are 
calculated, consistent with changes enacted by sections 15-18.

Section 53: Makes conforming amendments required under section 52.

Sections 54-55: Further implements the changes e> cted by section 52, providing for allocation 
o f lease expenditures among leases or properties, and specifies an “anti double- 
dipping” provision with respect to Cook Inlet tax ceilings.

Section 56: Amends the description o f deductible lease expenditures, provides that only
expenditures allowed by regulation may be deducted, and makes terminology for 
overhead expenses consistent with ordinary usage.

Section 57: Conforms with section 56; existing language is moved to a different subsection.

Section 58: Makes non-deductible all expenditures for dismantlement, removal, or restoration;
for repair, replacement, or repair associated with interruption o f or reduction in oil 
or gas production or releases o f oil, gas, or other substances; and for refineries or 
topping plants; allows for deduction o f added value o f refinery or topping plant 
products used in lease operations.

Section 59: Clarifies language o f existing provision on cost allocation.

Section 60: Conforming change regarding repeal o f certain provisions (see section 63).

Section 61: Authorizes Department o f Revenue to publish production tax information if 
aggregated among at least three producers or explorers.

Section 62: Adds definitions needed for other provisions of Act.

Section 63: Repeals transitional investment expenditure (TIE) tax credit; repeals provisions for 
using unit operating agreements to determine deductible lease expenditures;
Repeals existing provisions for state refund o f  certain tax credit certificates and 
makes conforming repeals.

Section 64: Applicability provisions: most substantive tax changes apply starting January 1, 
2008; several apply back to April 1. 2006.

Sections 65-68: Transition provisions.

Section 69: Makes certain provisions o f the act retroactive consistent with section 64; Makes
section 40 retroactive to beginning o f exploration tax credit program (July 1, 2003).

Section 70: Provides for January 1, 2008, effective date for most substantive changes to 
production tax.

Section 71: Establishes immediate effective date for Act other than as provided by section 70.


