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CS HB 110 (RES) Goals

1 .  I m p r o v e  i n v e s t m e n t  c l i m a t e

2 .  C r e a t e  j o b s  f o r  A l a s k a n s

3 .  I n c r e a s e  p r o d u c t i o n
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North Slope Production
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H i|- There's lots of oil left in Alaska... I BOR >

•  C u m u l a t i v e  p r o d u c t io n  t h r o u g h  2 0 1 0  h a s  b e e n  

o v e r  1 6  b i l l io n  b a r r e ls

•  R e m a in in g  N o r t h  S lo p e  r e s e r v e s  e x c e e d  5  b i l l io n  

b a r r e ls

•  G e o lo g y - b a s e d  e s t i m a t e s  o f  t o t a l  o il  v o l u m e s  a r e  

m u c h  h ig h e r .  F o r  in s ta n c e ,  w e  d o  n o t  in c lu d e  a n y  

o f  t h e  a p p r o x i m a t e l y  2 0  b i l l io n  b a r r e ls  in t h e  

g ia n t  U g n u  d e p o s i t ,  o r  o f f s h o r e  v o l u m e s  f r o m  t h e  

C h u k c h i  o r  B e a u f o r t  S e a s ,  in o u r  f o r e c a s t

3/12/2011 8



A r e a s  o f  N o r t h  S l o p e  a r e  U n d e r d e v e l o p e d

Nikaitchuq
'Beechey 
P o im 'v . N o rth s ta r

Milne jjpi
I(mifinap Dewline

W M 70
[Greater,
molbrsref:
;T o o ti% !

Arctic
Fortitude

Can til development drilling in 
Kuparuk, Colville and Milne Point Units.

Restarted Badanrki facilities \ / '  
November 2010 .Transferred 4 Bad ami Le: 

to Savant Alaska &ASRC Exploration.

Savant
Testing Bl-IBAand BI-SB wells 

into* the Badami Facility.

Stiatoil
Granted permits to conduct a 

seismic survey a  foe Ctsi*.chi Sea.

7 l l i a l r c

Department of Interior 
Placed iasld on issuance c£QC-S drilling 
permits in vjake of 2Q1Q Gulf of Mexico 

spill. BDEMRE reviewing Shell's Eeaiafort 
Sea 2311 exploration jpHanjfer 1 weill.

BP
Plan to put 3 Ugnu Fm wells on production an first quarter 

2011 at Milne Poin/t Unit, using CHOPS 
technology ( -cold heavy oil produaicru with sand).

Conoco Phillips 
Focusing 201D-20 31 driling 

on CD 1 & CO 2 opportunities 
because of U.S. Ccrp -of Engineers 

CD-5 permit deniati.
Corps has remanded same issues 

for reconsideration.
Pioneer Maternal! Resources 

Development drilling continues at Oooguruk Unit. 
Producing oil from Nuiqsut and feapaiuk PA's“ 

applied for Torak PA.

ENI
Mikaitahuq Um first oil 

from Schrader BM  OA sands 
January 2011.

B e a u fo r t  S e a

Brooks Range Petroleum Corp.. 
Tested Kuparuk in Sak River 1A well.

Raven PA {within PBU) 
shut-in due to legal dispute with 

land owner over BPs use a# 
Head Point surface tease.

Liberty ultra-extended reach 
drilling delayed fcr extensive 

engineering and design review 
of purpose-built rig.

She!
Granted permits to conduct shallow 

marine hazard and ice-scouring surveys 
ard biological shades in the Chukchi and 

Beaufort Seas. Applied for driling permit for 
single well at Srvulliq prospect in 2010.

Exxon
Drilled PTU-15&18in 2010. 
Plans pipeline to link Point 

Thomson to Badami. May begin 
construction in 2031 wiih 

completion in 2034.

« l s
BUM may designate wild lands within WPR-Aas 
paift of its integrated Activity Plan for the area. 
Currently the area surrounding Teshepulk Lake 

is excl uded from potential lease sales 
due to habitat concerns for migratory 

binds and caribou.
Brooks Range Petrdei 

Applying to form Southei 
,,, Unit. Plans to drill north Tar

Arctic National 
Wildlife Refuge

ShhqHHH
Great Bear Peirolei 

Higfi bidder on 305 meshy contiguous lea: 
and Kuparuk Rrver fields in Bbe State's October 2| 

acquiring re  maximum allowable onshore state Ian-
The company targets oil pxcxiucticn from AJasl 

using advanced horizontal diling

... .
| Anadarkot'Suincon’BG || 
1 Chandter 1 ‘well suspended 

for further testing.

ML

i i i i i x ^ i berty
0sBac ami

|R»dWotf|

BLUEBUCK4-741
CMUSKOXEN

PANTHERA W9119 Drilled 2010
Walls P&rmlttea.’PiannM 2009-2011
Wells Drilled 2009
Welle Drtiied 2008
Dalton Highway
Trane Alaska Pipeline
Alaska seaward Boundary
Unit Boundaries

i.LLC
acts south of the Prudhoe Bay 
3 North Stepe areawide tease sate, 
iositm (5Q0.QQQ nannuniitized acres 
Vi source-rock, resource plays 
mctumg technciJogy

Roads to Resources Program 
Dept, of Transportation evaluating routes for a road connecting the 

Urniat DNR to shady surface and subsurface geofogy to identify exploration anc-u&i: ' _iattcn

20 Miles

• -------

N o r t h  S l o p e  O i l  a n d  G a s  A c t i v i t y  2 0 1 0 - 2 0 1 1
Stale of Alaska, Department of Natural Resources. Division of Oil and Gas. January 2011

North Slope Enough 
Planning to drill explanation and development wellls 
m their East Barrow, South Barrow, and Walakpa 

gas fields during 2041-2312.



How Can We Reverse the Trend?
Ojd -0 4 ^ '

S a m p l e  I n v e s t o r  D e c i s i o n  C r i t e r i a :

-  P ro sp ec tiv ity

-  G e o p o l i t ic a l  s tab il i ty

-  R eg u la t io n s  (access to  resou rces , d e v e lo p m e n t  

p e rm it t in g ,  e n v ir o n m e n ta l  co n s tra in ts )

-  O p e ra t io n s  (ex is ting  in f ra s tru c tu re ,  e x p e r ie n c e d  

w o r k fo r c e  ava ilab il ity , costs, m a r k e t  p ro x im ity )

fax R e g im
kkk»kkh»k:

I:.::: ■.M':',-;:::;::; -

1 1 0  (RES) Focus

3/12/2011 1 0
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Outline for Presentation

•  G o a l s  a n d  R a t i o n a l e  f o r  CS H B  1 1 0  (R E S )

•  P r o d u c t i o n  T a x  M e c h a n i s m

C o m p o n e n t s  o f  CS H B  1 1 0  (R E S )
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Production Tax Overview (DOR?

P ro d u c t io n  Tax V a lu e  (PTV) is th e  m a rk e t  price less 
t ra n s p o rta t io n  costs and a l lo w a b le  lease e x p e n d itu re s

-  Allowable lease expenditures include operating and capital 
expenditures

• Base ta x  ra te  o f  2 5%  on PTV

• Progressive S urcharge  R ate

— Triggered when a company's PTV reaches $30 per barrel

-  $30.00/bbl < PTV < $92.50/bbl = Surcharge adds 0.4% to 
tax rate for each additional $1 increase in PTV, until 
combined tax rate reaches 50%

— $92.50/bbl < PTV < $342.50/bbl = Surcharge adds 0.1% for 
each additional $1 increase in PTV until combined tax rate 
reaches the maximum of 75%

3/12/2011 1 2
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Production Tax Overview (BOR
\  S,'

How the Tax is Calculated

Production Tax Value (PTV) X Base Tax Rate = Base Tax
+

PTV X Progressive Surcharge Rate = Progressive Surcharge

Pre-Credit Tax Bill Total Taxes Before Credits

Credits Credits Applied Against Taxes

Final Tax Bill Total Production Taxes Owed

3/12/2011 13



,

F Y  1 2  P r o d u c t i o n  T a x  P r o j e c t e d  ( m i

Da i> D n I : \/^li ■/> /C V<A %XfikPer Barrel Barrels Value ($ million)
Avg ANS Oil Price ($/bbl) & Daily Production (bbls) $82.67 622,182 $51.4/day

Annual Production (bbl)

Total A nn ual P ro d u c tio n /V a lu e
Royalty and Federal barrels

2 2 7 ,0 9 6 ,4 3 0
(34,669,890)

$ 1 8 ,7 7 4 .1
($2,866.2)

Taxable barrels 1 9 2 ,4 2 6 ,5 4 0 $ 1 5 ,9 0 7 .9

Downstream (Transportation) Costs ($/bbl)
ANS Marine Transportation
TAPS Tariff
Other

($2.05)
($4.67)

$0.33
Total Transportation Costs ($6.39) 192,426,540 ($1,229.6)

Lease Expenditures

Deductible Operating Expenditures 
Deductible Capital Expenditures

($12.86)
($13.14)

($2,474.1)
($2,528.3)

Total Lease Expenditures ($26.00) 192,426,540 ($5,002.4)

Production  Tax V a lue (PTV)
Production Tax

Base Tax (25%*PTV)
Progressive Tax Rate = ($50.28-$30) * 0.4% = 8.1% 

Progressive Tax = (8.1% * PTV)

$ 5 0 .2 8 1 9 2 ,4 2 6 ,5 4 0 $ 9 ,6 7 5 .9

$2,419.0

$785.0
Total Tax Due before credits $3,204.0

Credits Applied Against Taxes ($450.0)
Total Tax a fte r  cred its $ 2 ,7 5 4 .0

Source: Department of Revenue Fall 2010 Revenue Sources Book, Appendix D 
This simple model assumes constant production, price, and expenditures for the entire year; results will differ from our larger model and forecast.

The per-barrel expenditures shown are per taxable barrel and do not reflect expenditures per all barrels produced. 14



Qualified Capital Expenditure Credit -  20% credit for 
qualified capital expenditures (40% for well lease 
expenditures outside North Slope).

Carried-Forward Annual Loss Credit -25%  credit for 
carried-forward annual loss.

Small Producer /  New Area Development Credit -  Up to
$12 million /  year for small producers and up to $6 million /  
year for production outside North Slope and Cook Inlet.

Alternative Credit for Exploration -  30% or 40% of eligible 
exploration expenditures if certain criteria are met.

Cook Inlet Jack-Up Rig Credit -  80% to 100% credit for first 
three exploration wells drilled using jack-up rig in Cook 
Inlet.

Source: Alaska Department of Revenue. Chapter 3 of the Fall 2010 Revenue Sources Book provides detailed information on credit^ 5
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Main proposed changes
* 'Oid-Oi3*"

Progressivity 
Rates & Cap

Base Tax 
Rate

Tax Credits

Tax Calculation

Progressivity defin ed  as discrete brackets, ra th e r  th an  as a 
continuous function , and applied only to  in crem enta l re v e n u e . 
M a x im u m  progressivity o f 2 5 % .

Base tax  ra te  reduction  fro m  25%  to  15%  fo r  leases or properties  
properties  n e ith e r  unitized nor producing on or b e fo re  1 2 /3 1 /2 0 1 0 .

Extension o f 40%  w ell lease e x p en d itu re  tax  credits to  N orth  Slope  
Tax credits can be c la im ed in a single y ear  instead o f tw o  years .

Yearly tax calculation based on average prices and costs, instead o f  
m o n th ly  tax calculation im pacted  by short te rm  price and cost peaks?

E f f e c t i v e  1 / 1 / 2 0 1 2  f o r  e x p e n d i t u r e s  m a d e  b e f o r e  1 2 / 3 1 / 2 0 1 1 .  

E f f e c t i v e  1 / 1 / 2 0 1 3 ,  a p p l i e s  t o  p r o d u c t i o n  a f t e r  1 2 / 3 1 / 2 0 1 2 .
17
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Nominal Production Tax Rates r DOR

PTV ( $ /b o e )

3/12/2011 18



Marginal Government Take (DOR
i - V J

i.
■ 'Odd-Oi5* 1

( I n c r e m e n t a l  G o v e r n m e n t  T a k e  g e n e r a t e d  b y  a  U S $  1 / b o e  i n c r e a s e  i n  

P r o d u c t i o n  T a x  V a l u e , w i t h  a l l  o t h e r  c o n d i t i o n s  r e m a i n i n g  u n c h a n g e d )

PTV ($/boe)

3/12/2011
19



Share of total profit - ACES

100%

90%

80%

70%

60%

50%

40%

4 0

15% ■  14% 13% ■  12% ■  11%

42% 50% 57% 61% 63% 65% 67%

W m M

69% 71%

25% H  24% 23%

65 90 115 140 165 190 215 240 265

ANS West Coast ($/Bbl) ■ Producer ■ State ■ Federal

Production=600kbpd, Transport Costs=$6/bbl, U pstream Costs=$20/bbl

3/12/2011 2 0



o

100%

90%

80%

70%

60%

50%

40%

30%

20%

10%

0%

O
S h a r e  o f  t o t a l  p r o f i t  

CS H B  1 1 0  (RES): U n i t i z e d  F ie ld s
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S h a r e  o f  t o t a l  p r o f i t  

CS H B  1 1 0  (RES): N o n - U n i t i z e d  F ie ld s

yjOA'-Ta*.,.

BOB

4 0 6 5 90 115 140 165 190 215 240 265
ANS West Coast ($/Bbl) ■ Producer M State ■ Federal

Production=600kbpd, TransportCosts=$6/bbl, Upstream  Costs=$20/bbl

3/12/2011 22
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CS HB 110 (RES) Goals

1 .  I m p r o v e  i n v e s t m e n t  c l i m a t e

2 .  C r e a t e  j o b s  f o r  A l a s k a n s

3 .  I n c r e a s e  p r o d u c t i o n



F I S C A L  N O T E

S T A T E  O F  A L A S K A

2011 LEGISLATIVE SESSION

o
Identifier (file name) C S H B f 10(RES)-DQ R-TAX-03-04-11
Title Production Tax on Oil and Gas

Fiscal Note Number 
Bill Version 
() Publish Date

Dept. Affected______
Appropriatioi__
Allocation

CSH B 110(R ES)

Revenue
Treasury and Taxation

Tax Division
Sponsor _________ Rules Committee by Request of the Governor
Requester House Finance Committee

E x p e n d itu re s / R e v e n u e s

 OMB Component Number 2476

(Thousands of Dollars)______________
Note: Amounts do not include inflation unless otherwise noted below.

Appropriation
Required Information

O P ER A TIN G  E X P E N D IT U R E S F Y  2012 FY  2012 F Y  2013 F Y  2014 F Y  2015 F Y  2016 F Y  2017
Personal Services 
T  ravel 
Services 
Commodities 
Capital Outlay 
Grants
Miscellaneous

267.0 267.0 267.0 267.0 267.0
10.0 10.0 10.0 10.0 10.0

115.0 9.4 9.4 9.4 9.4 9.4
1.0 1.0 1.0 1.0 1.0

T O T A L  O P ER A TIN G 115.0 0.0 287.4 287.4 287.4 287.4 287.4

C A P IT A L  E X P E N D IT U R E S

C H A N G E IN
R E V E N U E S *** *** *** *** *** *** ***

PUND S O U R C E (Thousands of Dollars)
02 Federal Receipts

1003 G F Match
1004 GF 115.0 287.4 287.4 287.4 287.4 287.4
1005 GF/Program Receipts
1037 GF/Mental Health
Other (please identify)

T O T A L 115.0 0.0 287.4 287.4 287.4 287.4 287.4

V ,

Estim ate of any current year (FY2011) cost 

PO SITIO N S
Full-time
Part-time
Temporary

2 2 2 2 2

W hy this fisca l note differs from previous version (if initial version, please note as such) 
T h is  fisca l note adds the amendments adopted in the House Resources committee.
See  an alysis section for detail on these amendments.

Prepared by Cherie Nienhuis, Economist; Bruce Tangeman, Deputy Commissioner________  Phone 269-1019_________
vision Tax Division___________________________________________________________  Date/Time 3/10/11; 8:47am

Approved by Ginger Blaisdell, Director Administrative Services Division___________________ Date 3/10/11; 8:52am
Department of Revenue________________________________________________

(Revised 1/27/2011 omb) P a g e  1 o f  3



F I S C A L  N O T E

S T A T E  O F  A L A S K A B I L L  N O .  C S H B 1 1 0 ( R E S )

2011 LEGISLATIVE SESSION 

.nalysis

***The revenue impact of this bill is indeterminate.
This bill makes several changes to the oil and gas production tax system. Each of the major changes, along with their 
potential revenue impact, are discussed below.
1. The interest rate on delinquent taxes is changed from the greater of 5 percentage points above the annual rate of 
interest charged by the 12th Federal Reserve District or 11 percent, to the lesser of 3 percent points above the annual 
rate of interest charged by the 12th Federal Reservice District or 11 percent. The effective date of this provision is 7/1/11. 
The Department of Revenue (DOR) does not forecast interest on taxes; therefore this provision has no quantifiable 
revenue impact. There will be $100,000 in one-time contractor costs to implement this change in our accounting system.

2. The ANS WC oil price thresholds for the minimum tax are lowered from the range of $15 to $25 to the range of 
$12.50 to $20 per barrel. The effective date of this provision is 1/1/2013. The DOR expects no revenue impact from this 
change since oil prices are forecasted to be above these amounts.

3. The tax rate is changed and it is calculated annually rather than m onthly for production in unitized areas or areas 
w here there has been com m ercial production. The tax rates under the bill are bracketed and only the increment of 
production tax value (PTV) within each bracket is taxed at that bracket's rate. The brackets range from 25% for PTV up to 
$30 per barrel to 50% for PTV over $92.50 per barrel. The maximum total production tax rate is 50%. The effective date 
of this provision is 1/1/2013. Using the Fall 2010 forecast assumptions, this provision is expected to result in revenue 
impacts as follows:
FY 2013:-$382 million 
FY 2014:-$961 million 
FY 2015:-$1,126 million 
FY 2016:-$1,341 million 
FY 2017:-$1,423 million

4. For areas that were not unitized on 12/31/2008 and w here there has been no com m ercial production, the tax rate is 
changed and the lease expenditures in those areas m ay not be applied outside those areas. The tax rates under the bill 
are bracketed and only the increment of PTV within each bracket is taxed at that bracket's rate. The brackets range from 
15% for PTV up to $30 per barrel to 40% for PTV over $92.50 per barrel. The maximum total production tax rate is 40%. 
The effective date of this provision is 1/1/2013. The fiscal impact of this provision is indeterminate.

5. The provision requiring that credits be taken over tw o years is elim inated. This provision would result in companies 
using credits earlier than they would without this change, and except for time value of money impact, it is revenue 
neutral. The effective date of this provision is 1/1/2011. Using the Fall 2010 forecast assumptions, this provision is 
expected to decrease revenue in the amount of $200 million in CY 2011 (taken over FY 2011 and FY 2012). Another $100 
million in refunds would also be likely sought for credit certificates in FY 2011 and FY 2012.

6. The 40% credit for w ell lease expenditures is expanded to include qualified expenditures incurred north of 68 
degrees North Latitude. The effective date of this provision is 1/1/2012. The DOR has very limited data upon which to 
estimate the revenue impact of this provision. We estimate this provision will decrease revenue in the amount of $200 
million to $400 million annually. No additional positions will be required, however, there will be a one-time contractual 
cost of $15,000 for auditor training on well lease expenditures.

7. A  30% credit w as added for exploration expenditures north of 68 degrees North Latitude for w ells that are (a) 
outside o f a unit; (b) or for those areas in units after June 30, 2008, for expenditures incurred before the later of the 
date that is four years after the date of unitization or the first exploration w ell is drilled within the unit. This credit 
applies to expenditures incurred after December 31, 2011. The fiscal impact of this provision is indeterminate.

(Revised 1/27/2011 OMB) P a g e  2  o f  3



F I S C A L  N O T E

o
Analysis Continued

S T A T E  O F  A L A S K A  B I L L  N O .  C S H B 1 1 0 ( R E S )

2 0 1 1  L E G I S L A T I V E  S E S S I O N

8. Sm a ll p roducer, new  area d eve lo p m en t, and a ltern ative  tax credit fo r exp lo ratio n  program s w ere extended 
fro m  th e ir cu rrent su n set date o f 2016 to  a sunset date o f 2021. These credits are in current law at AS 43.55.024 
and AS 43.55.025. The effective date o f th is provision is 7/1/2011. W ithin the tim efram es of the fiscal note, the 
extension  o f these credits is likely to have a fiscal im pact, but the am ount is indeterm inate.

9. The  sm all p rod ucer cred it is increased  from  a m axim um  o f $12 m illion per ye a r to $15 m illion  per year per 
p roducer. The effective date of th is provision is 7/1/2011. This provision will decrease production tax revenue in 
am ounts o f less than $20 million per year.

10. A  cred it has been added in an am o u n t th at equals the percentage th at a p roducer's w ages and com pensation 
paid to  A la ska  resid en ts exceeds 80 p ercent of all w ages and com pensation  paid by the co m pany in the state. The
effective  date o f th is provision is Jan u ary 1, 2012. The fiscal im pact o f this provision is indeterm inate.

11. T h e  ta x  in fo rm atio n  d isclosu re  statu te  w as expanded to  include the d isclosu re  o f types o f cred its claim ed and 
ty p e s o f e xp e n d itu re s fo r w hich th e  cred its w ere cla im ed. The effective date o f th is provision is January 1, 2012. 
Th is provision has no fiscal im pact.

The d ep artm en t w ill require the addition of tw o auditor positions to ad m in iste rth e  additional credit and reporting 
provisions o f th is bill, beginning in FY 2013. These positions w ould be oil and gas auditor IV positions, and expected 
to  cost $ 2 8 7,400  annually.

o
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F I S C A L  N O T E

S T A T E  O F  A L A S K A

2 0 1 1  L E G I S L A T I V E  S E S S I O N

)

Fiscal Note Number 
Bill Version
(H) Publish Date

HB 110
1/18/11

LL0007-DNR-DOG-1-13-2011
Title Oil and Gas Production Tax

Dept. Affected 
_ Appropriation 
Allocation

Natural Resources
Resource Development

Oil & Gas
Sponsor
Requester

Rules Committee
Governor OMB Component Number 439

E x p e n d itu re s/ R e v e n u e s (Thousands of Dollars)
Note: Amounts do not include inflation unless otherwise noted below.

Appropriation
Required Information

O PERA TIN G  E X P E N D IT U R E S F Y  2012 F Y  2012 F Y  2013 F Y  2014 F Y  2015 F Y  2016 F Y  2017
Personal Services 
Travel 
Contractual 
Supplies 
Equipment 
Land & Structures 
Grants & Claims 
Miscellaneous

TO TA L O PERATIN G 0.0 0.0 0.0 0.0 0.0 0.0 0.0

[C A P ITA L E X P E N D IT U R E S '

C H A N G E IN 
R E V E N U E S

r|JND SO U R C E (Thousands of Dollars)
32 Federal Receipts

1003 G F Match
1004 G F
1005 GF/Program Receipts
1037 GF/Mental Health
Other Interagency Receipts

TO TA L 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Estim ate of any current year (FY2011) cost 

PO SITIO N S
Full-time
Part-time
Temporary

Why this fiscal note differs from previous version
Not applicable, initial version

Prepared by Kevin Banks  Phone 269-8800_________
vision Oil and Gas_____________________________________________________________ Date/Time 1-13-2011; 2:15 PM

Approved by Daniel S. Sullivan________________________________________________________ Date 1/13/2011_________
Natural Resources______________________________________________________
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F I S C A L  N O T E  # 2

o
Analysis

S T A T E  O F  A L A S K A  B I L L  N O .  H B  1 1 0

2 0 1 1  L E G I S L A T I V E  S E S S I O N

This bill may encourage producers to invest more by allowing them to receive the benefits of credits for that 
investment more quickly. First, currently under AS 43.55.023(b), only half the 20% qualified capital 
expenditure (QCE) credit can be taken in any one year. Section 11 of this bill would amend AS 43.55.23(b) 
to allow the full QCE credit to be taken in one year. Second, under AS 43.55.23(d), a producer that applies 
to obtain a transferable certificate for expenditures on the North Slope giving rise to a QCE credit or the loss 
carry-forward credit (AS 43.55.023(a)) will be issued two certificates, each for half the credit amounts, with 
one of the certificates only good for the next calendar year.

This limitation dilutes the incentive the credit provides to the extent that a producer/investor must wait 
before receiving the full benefit of the credit. Section 12 of this bill would amend AS 43.55.023(d) to allow 
the certificates received be for immediate use for North Slope expenditures, just as they are currently for 
expenditures in Alaska outside the North Slope. Third, Section 17 of the bill makes it easier for a small 
producer receiving a credit for North Slope expenditures to sell that credit to the State by eliminating the 
requirement that the producer spend additional money before receiving the credit monies.

In addition to allowing a quicker monetization of a given amount of credits, the bill extends the current 40% 
credit provided under 43.55.023(1) for well expenditures in Alaska off the North Slope to well expenditures 
on the North Slope. Currently, the North Slope producers receive a 20% qualified capital expenditure credit 
for well expenditure capital. Under the amendments provided in Sections 15 and 16 of the bill, producers 
would receive a 40% credit for those expenditures. This increased credit amount may encourage 
investment in wells on the North Slope.

This bill has a higher minimum tax rate apply to lower ANS West Coast prices. To the extent investors 
perceive the possibility that ANS West Coast prices will fall this low, these changes to the minimum tax may 
discourage investment. Also, by having separate production tax value calculations for “new production” 
units , the investors in these new units will have less ability to lower tax liability on “old production” units.

This bill lowers the marginal tax rates for existing and new fields by having progressively higher tax rates 
only apply to incremental production tax value. To the extent that investments are made as a consequence 
of these changes to the tax regime, royalty revenue may rise. The fiscal impact on royalty revenue is an 
indeterminate positive.

o
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STATE CAPITOL 550 West 7th Avenue #  1700
PO Box I 10 0 0 1 Anchorage, Alaska 99501

luneau, Alaska 9981 I-0 0 0 1 907-269-7450
907-465-3500 fax: 907-269-7463

Fax: 907-465-3S32 www.gov.alaska.gov

G o v e r n o r  S e a n  P a r n e l l  Governor@alaska.gov

STATE O F ALASKA

January 17, 2011

T he H onorable Mike Chenault 
Speaker o f  the H ouse 
Alaska State Legislature 
State Capitol, Room  208 
Juneau, A K  99801-1182

D ear Speaker Chenault,

O il production in Alaska remains the backbone o f our economy. As oil production declines and as 
the federal governm ent forbids multiple developm ent opportunities we m ust better incentivize 
developm ent o f state lands. T o  that end, under the authority o f Article III, Section 18, o f  the Alaska 
Constitution, I am  transm itting a bill to make Alaska m ore competitive as an oil producing state by 
proposing am endm ents to Alaska’s oil and gas production tax.

T he bill would provide tax incentives and credits for the oil and gas industry to increase exploration 
for, and developm ent of, Alaska’s oil and gas resources at any price range. We m ust remain focused 
on  getting m ore oil into the pipeline, and creating jobs for Alaskans.

T he bill accomplishes six primary goals: (1) encourages developm ent o f new, currently undeveloped 
leases or properties; (2) encourages investm ent in exploration, development, and production at all 
price ranges; (3) strengthens the minimum tax; (4) extends tax incentives to N orth  Slope activities 
and allows producers to apply tax credits in one year; (5) limits the time for assessment o f additional 
production taxes; and (6) reduces the interest rate on delinquent taxes and refunds. These changes 
would ensure the State continues to receive reasonable revenue and establish a m ore competitive 
investm ent climate for job creation.

These am endm ents to  Alaska’s oil tax regime will foster new production sources to stem  the decline 
in N orth  Slope production. M ore oil means m ore jobs for Alaskans, m ore long-term  revenue to the 
State, and lower Trans-Alaska Pipeline System tariffs per barrel.

I urge your prom pt and favorable action on this measure.

G overnor

o
Enclosure

http://www.gov.alaska.gov
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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  

H O U S E  F I N A N C E  C O M M I T T E E  

A g e n d a  

8 : 0 0  A M

W e d n e s d a y ,  M a r c h  1 6 ,  2 0 1 1

H B  1 1 0 - P R O D U C T I O N  T A X  O N  O I L  A N D  G A S  

P r e s e n t a t i o n  b y  D e p a r t m e n t  o f  R e v e n u e  

P r o d u c t i o n  F o r e c a s t s

P r e s e n t a t i o n  b y  A l a s k a  O i l  a n d  G a s  C o n s e r v a t i o n  C o m m i s s i o n  

D a n  S e a m o u n t ,  A l a s k a  O i l  a n d  G a s  C o n s e r v a t i o n  

C o m m i s s i o n  C h a i r m a n

D r i l l i n g ,  W e l l  p e r m i t s ,  E x p l o r a t i o n  v s .  M a i n t e n a n c e  v s .  

P r o d u c t i o n  W e l l s

W h a t  t h e  n u m b e r s  a r e  t e l l i n g  u s  a b o u t  t h e  i n d u s t r y ?

O N  T E L E C O N F E R E N C E :

S t e v e  D a v i e s ,  S r .  P e t r o l e u m  G e o l o g i s t ,  A O G C C

P R E S E N T :

D e p a r t m e n t  o f  R e v e n u e  C o m m i s s i o n e r  ( D e s i g n e e )  B r y a n  B u t c h e r  

D e p a r t m e n t  o f  R e v e n u e  D e p u t y  C o m m i s s i o n e r  B r u c e  T a n g e m a n  

L e g i s l a t i v e  C o n s u l t a n t  R o g e r  M a r k s ,  P e t r o l e u m  E c o n o m i s t
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I f  T h r e e  C a t e g o r i e s  o f

^  F o r e c a s t e d  P r o d u c t i o n

1 )  C u r r e n t l y  P r o d u c i n g -  I n c l u d e s  b a s e  

p r o d u c t i o n  a n d  e n h a n c e d  r e c o v e r y  

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

e n h a n c i n g  a c t i v i t i e s  ( p e r f o r a t i o n s ,  

s t i m u l a t i o n s ,  w e l l  w o r k o v e r s ,  g a s  a n d  w a t e r  

i n j e c t i o n  s u p p o r t ) .

2 )  C u r r e n t l y  u n d e r  D e v e l o p m e n t -  N e w  p r o j e c t s  

t h a t  a r e  c u r r e n t l y  f u n d e d  o r  a w a i t i n g  p r o j e c t  

s a n c t i o n  in  n e a r  f u t u r e .
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| r T h r e e  C a t e g o r i e s  o f

^  F o r e c a s t e d  P r o d u c t i o n

3 )  C u r r e n t l y  U n d e r  E v a l u a t i o n -  I n c l u d e s  

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

e n g i n e e r i n g ,  c o s t ,  r is k  a n d  r e w a r d  a r e  b e i n g  

a c t i v e l y  e v a l u a t e d .  U n f u n d e d  b u t  a r e  

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

b r o u g h t  t o  f r u i t i o n .
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F a c t o r s  T h a t  A f f e c t  

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

GEOLOGY
• R o c k  t y p e  a n d  f o r m a t i o n  c h a r a c t e r i s t i c s  

• D e p t h ,  t h i c k n e s s ,  p r e s s u r e

• O i l  &  g a s  c h a r a c t e r i s t i c s  ( o i l  g r a v i t y ,  v i s c o s i t y ,  w a t e r  c o n t e n t ,  e t c . )

DEVELOPMENT PLAN
• W e l l  d e n s i t y  a n d  d e v e l o p m e n t  r a t e  

• W e l l  b o r e  s i z e  a n d  c o m p l e t i o n  t e c h n i q u e  

• A r t i f i c i a l  l i f t  a n d  e n h a n c e d  o i l  r e c o v e r y  

• F a c i l i t i e s  &  s u r f a c e  o p e r a t i o n s

COMMERCIAL
• P r o j e c t  e c o n o m i c s

• O i l  p r i c e  a n d  m a r k e t  c o n d i t i o n s

• G o v e r n m e n t  P o l i c y :  a c c e s s ,  r e g u l a t i o n ,  t a x a t i o n

PRODUCTION PROFILE
• H i s t o r y ,  s t a g e  o f  d e p l e t i o n

• U s e  p r o d u c t i o n  p r o f i l e  t o  e x t r a p o l a t e  t r e n d s

TIMING!
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N o r t h  S l o p e  P r o d u c t i o n  D e c l i n e  y J O J J

------

FY 1 9 8 8 :  p r o d u c t io n  p e a k  - >  2 .0 1  m i l l io n  b a r re ls  

p e r  d a y  (b p d ) .

FY 2 0 1 0 :  p r o d u c t io n  6 4 4 , 0 0 0  b p d ,  a 6 8 %  

d e c l in e  s in ce  p e a k .

FY 1 9 8 8  t o  d a te :  p r o d u c t io n  d e c l in e  r a t e  ~  5 %  p e r  

y e a r ,  o n  a v e r a g e .

O v e r  t h e  las t  1 0  y e a rs ,  p r o d u c t io n  d e c l in e  r a t e  ~  

4 .2 %  p e r  y e a r ,  o n  a v e r a g e .

W e  e x p e c t  t h e  d e c l in e  r a t e  t o  f l a t t e n  o u t  t o  3 .2 %  

p e r  y e a r ,  o n  a v e r a g e ,  th r o u g h  FY 2 0 3 0 .
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C o n c l u s i o n  o n  P r o d u c t i o n - - r- ?£'*Oy, ' •

• P r o d u c t i o n  f o r e c a s t i n g  r e q u i r e s  c o n s i d e r a t i o n  

o f  e a c h  p r o j e c t ' s  g e o l o g y ,  d e v e l o p m e n t  p la n s ,  
c o m m e r c i a l i t y ,  p r o d u c t i o n  p r o f i l e s ,  d e c l i n e  

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

• D e p a r t m e n t  u s e s  e x t e n s i v e  w e l l  a n d  f i e l d  

s p e c i f i c  d a t a  a c q u i r e d  f r o m  p r o d u c e r s ,  A O G C C ,  

a n d  D N R

• N e w  f i e l d  d e v e l o p m e n t  is v e r y  i m p o r t a n t  in  

m i t i g a t i n g  d e c l i n e  r a t e s .
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State of Alaska
Department of Revenue 

C o m m iss io n e r  B ry a n  B u tch er

SEAN PARNELL, GOVERNOR
3 3 3  W i l l o u g h b y  A v e n u e ,  1 1 1,1 F lo o r  

P .O .  B o x  1 1 0 4 0 0  
0 0 , J u n e a u ,  A la s k a  9 9 8 1 1 -0 1 0 0

P h o n e :  ( 9 0 7 )  4 6 5 - 2 3 0 0  
F a x :  ( 9 0 7 )  4 6 5 - 2 3 8 9

The H onorable Bill Thom as, Jr M arch 15, 2011
A laska State R epresentative 
State Capitol Room 505 
Juneau AK, 99801

The H onorable Bill Stoltze 
A laska State R epresentative 
State Capitol Room 515 
Juneau AK, 99801

SUBJECT: R esponse to Questions from H ouse Finance M eeting on M arch 14, 2011 

D ear R epresentatives Thom as and Stoltze:

The purpose o f  this docum ent is in response to the follow-up questions from the House Finance 
Com m ittee m eeting on M arch 14, 2011. T he requests/questions and responses follow. In 
addition, several suggestions were raised in regards to inform ation for inclusion in our future 
presentations to the com m ittee; these are appreciated and have been noted.

(1) Provide a chart showing nominal, marginal, and effective tax rates under ACES and 
HB 110.

The chart on the following page shows the nom inal, m arginal and effective tax rates under ACES 
and HB 110. The nominal tax rate reflects the tax rate listed in statute for the relevant oil price. 
T he m arginal tax rate reflects the tax rate on a $ 1 increase in production tax value. The effective 
tax rate is the average tax rate assessed on the gross value at the point o f  production after credits 
have been applied. This chart show s tax rates for production tax only and do not include other 
governm ent revenue such as royalty, corporate incom e tax, or property tax.

o



N o m in a l ,  M a r g in a l  a n d  E f f e c t iv e  P r o d u c t io n  T a x  R a t e s  U n d e r  

C u r r e n t  L a w , a n d  H B  1 1 0  ( f o r  e x i s t i n g  u n it s )
100%

90%

A N S  W e s t C oast P rice , $ /  B a rre l

 —  Current la w - Nom inal .  • • .  Current la w - M arginal
— — ‘ Current law - Effective 

" HB 110 - Nom inal & M arginal - Current fields — — -H B  110 - Effective - Current fields 
" HB 110 - Nom inal & M arginal - New fields — — • HB 110 - Effective - New fields

$ 6  t ra n s p o r ta t io n  co s ts  and  $ 2 0  lease  e x p e n d itu re s . E ffe c tiv e  ra te s  a re  c a lc u la te d  on  G ross  V a lu e  a t P o in t o f  
P ro d u c t io n . N o m in a l and  m a rg in a l ra te s  u n d e r  HB 1 1 0  a re  th e  sam e d u e  to  b ra c k e te d  p ro g re s s iv ity .

(2) Explain why only one exploration well was drilled on the North Slope in 2003.

It has been brought to our attention that the drilling data we had been provided by the AOGCC 
contained som e inaccuracies, and it is our intent to provide corrected statistics as soon as 
possible.

W e have verified with DNR that in 2010 there was one true exploration well drilled on the North 
Slope, and in 2011 the projection is for one exploration well to be drilled.

o
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(3) Evaluate what production taxes would have been in previous years if H B110 had been 
in place instead of ACES.

■v

The following table provides the estimated im pact o f  HB 110 using historical Department o f  
Revenue models, w hich are set up to provide revenue forecasts by fiscal year. HB 110 as 
proposed would use calendar year prices to determ ine the average price for calculating 
progressivity and then allocate the revenue to fiscal years. This structural difference might cause 
the im pacts to be slightly  m ore in one year and less in the next, but the revenue impact should be 
the sam e over time.

N ote also that this table does not reflect production level increases that would likely have been 
experienced had HB 110 been implemented during these years.

o

P roduction  Tax R ev en u e  und er ACES and th e  E s tim ated  Im p a c t o f  HB 
1 1 0 /S B  4 9  on P roduction Tax R even u e in Prior Y ears*

(in $billions)

Production 

Year Tax Revenue 

under ACES

Impact of 

Tax Rate 

Change

Impact of 

Well Lease 

Exp Credit

Total

Estimated

Impact

Estimated 

Production 

Tax Revenue 

under HB 

110/SB 49
FY 2008 $6.81 -$2.06 -$0.30 -$2.36 $4.45
FY 2009 $3.10 -$0.99 -$0.30 -$1.29 $1.81
FY 2010 $2.86 -$0.60 -$0.30 -$0.90 $1.96

*Notes regarding this analysis
This analysis considers revenue impacts of only those provisions of HB 110 and SB 49 that can be 
reasonably quantified and that are not considered revenue neutral overtime (such as the elimination 
of the credit split). Additionally, because historical models are maintained on a fiscal year basis, 
fiscal year inputs such as prices, production and costs were used for this analysis, even though annual 
tax calculations in HB 110 and SB 49 are based on calendar year inputs. For the well lease expenditure 
credit, we chose a median of the range of $200 to $400 million per year as stated in the fiscal note.
This analysis does not consider the likely production increases had HB 110 been in effect._________

o
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o ( 4 )  E x p l a i n  w h y  t h e  r e d u c t i o n  i n  S t a t e  t a k e  le a d s  to  g r e a t e r  F e d e r a l  G o v e r n m e n t  t a k e .

Federal incom e tax law s allow deductions for certain state taxes paid, including state oil and gas 
production taxes. Using a flat 35% federal incom e tax rate, the amount o f  state production tax 
paid w ould not be taxed under the federal incom e tax. The following exam ple illustrates this 
concept:

S c e n a r io  1 S c e n a r io  2

Profit before Production Taxes $100 Profit before Production Taxes $100
Less Production Taxes Paid $40 Less Production Taxes Paid $20
Profit after Production Taxes $60 Profit after Production Taxes $80
Federal Corporate Income Tax Rate 35% Federal Corporate Income Tax Rate 35%
Federal Corporate Income Tax Paid Federal Corporate Income Tax Paid
(Profit after Production Taxes times $21.00 (Profit after Production Taxes times $28.00
Federal Corporate Income Tax Rate) Federal Corporate Income Tax Rate)

In this exam ple, a 50% decrease in State Take increases both Producer and Federal Govt Take each by 33%

o
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o ( 5 )  H o w  m a n y  o f  t h e  d e v e l o p m e n t  w e l l s  a r e  n e w  w e l l s ,  v e r s u s  r e c o m p l e t i o n s .

The Alaska Oil & Gas C onservation C om m ission reports well w orkover activity separately 
versus new developm ent wells. The following chart shows well w orkover activities by year as 
reported by the A O G C C .1 They can provide additional detail when they testify before the 
committee.

Well Workover Activities for Each Year (North Slope Only) 2003-2010*
with Quarterly Average West Coast Spot Price for North Slope Crude Oil

S
a

1
*o

•Reported a* of Match 9,2010
Workover Activities Performed Each Year » Cuarerfy Average of V/. Coast Spot Price

1 Source: AOGCC web site at
http://doa.alaska.gov/ogc/ActivityCharts/Well%20Workovers/CHARTS_Workovers_for_each_Year_and_Quarter_
NS_vs_ANS_W_Coast_Spot_110309.pdf

http://doa.alaska.gov/ogc/ActivityCharts/Well%20Workovers/CHARTS_Workovers_for_each_Year_and_Quarter_


(6) Provide estimates of unrestricted state revenue with no oil or gas production in the 
state.

Assuming the state had no oil or gas production and that there are no new  sources o f  revenue 
introduced to make up for the loss, the state’s forecast would look sim ilar to the following:

F Y  2 0 1 0  A c t u a l  a n d  F o r e c a s t  o f  

U n r e s t r ic t e d  N o n - O i l  R e v e n u e  ( in  $ m il l io n s )

N on-O il Revenue Sources FY 2010 FY 2011 FY 2012
Non-Oil Taxes $293.7 $321.0 $328.1
Charges for Services $17.1 $19.3 $19.3
Fines and Forfeitures $9.7 $9.0 $9.0
Licenses & Permits $39.5 $40.4 $40.7
Rents & Royalties $13.2 $12.4 $12.4
Other $40.8 $78.4 $77.6
Investment Revenue* $184.0 $217.4 $195.7
Total N on-O il Revenue $598.0 $697.9 $682.8
Oil Revenue $4,914.7 $4,673.9 $5,061.1

• In v e s tm e n t R evenue n o t a d ju s te d  fo r loss o f  o il re ve n u e

We hope our responses fully answ er your questions.

Sincerely,

n

B ru ce '
Deputy Com m issioner

o
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State of Alaska
Department of Revenue 

C o m m iss io n e r  B ry a n  B u tch er

SEAN PARNELL, GOVERNOR
, .333 W i l l o u g h b y  A v e n u e ,  1 1 1,1 F lo o r  

H  P .O .  B o x  1 1 0 4 0 0
CD J u n e a u ,  A la s k a  9 9 8 1 1 -0 4 0 0

P h o n e :  ( 9 0 7 )  4 6 5 - 2 3 0 0  
F a x :  (9 0 7 )  4 6 5 - 2 3 8 9

The H onorable Bill Thom as, Jr M arch 15, 2011
Alaska State Representative 
State Capitol Room 505 
Juneau AK, 99801

The H onorable Bill Stoltze 
Alaska State R epresentative 
State Capitol Room 515 
Juneau AK, 99801

SUBJECT: R esponse to Q uestions from House Finance M eeting on February 18, 2011

D ear Representatives Thom as and Stoltze:

The purpose o f  this docum ent is in response to the follow -up questions from the House Finance 
Com m ittee m eeting on February 18, 2011. The requests/questions and responses follow.

(1) Provide a picture of the 10-year outlook slide that uses a higher budget growth 
projection.

The 10-year outlook slide presented was taken directly  from the FY 2012 10-year plan prepared 
by the O ffice o f  M anagem ent and Budget. The slide was intended to represent ju st one o f  m any 
possibilities, based on the Fall 2010 revenue forecast. Expenditures in future years could be 
higher or low er than the 3%  budget growth assum ption presented. The 10-year plan included 
other scenarios based on higher and low er budget growth assum ptions. The table on the 
following page, for exam ple, com pares revenue and expenditures using the Fall 2010 revenue 
forecast, and a 6%  annual expenditure growth assum ption. This table was taken from page 14 o f  
the Executive Sum m ary o f  the FY 2012 10-year plan.

The com plete FY 2012 10-year p lan can be found at the following website: 
http://om b.alaska.gov/htm l/inform ation/10-vear-plan/fyi2- 10-vear-plan-current.htm l. Any 
questions on the 10-year plan should be directed to the Office o f  M anagem ent and Budget

o

http://omb.alaska.gov/html/information/10-vear-plan/fyi2-
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Not*: The projection i in the FT2012plen are intended to be used as a plenums tool. They do not represent a commitment by the Administration to propose spending nor bring in 
reten ue at a particular level in FY2011, FY2012, or any future year.

Scenario 3: FY2012 Governor's Budget w ith  6%  Annual Expenditure Growth

Appropriations projections iu the plan do not represent a commitment by the Administration to propose spending or generate revenue at a particular level in FY2011. FY2012 or auy future year. The 10 year forecast shows that unanticipated budget shortfalls during the 10-year period could be filled primarily through the use of reserve funds: however, other fiscal tools including spending reductions would likely be used iu addition to, or in lieu of, reserve funds.
Tiie plan will be revisited as conditions warrant.

Eau 2010Fore

XUUioiLs
6 1 0 .0 0 0

$#,000

£2.000 •

$7,000

$©.000

£ 5 .0 0 0  -

6 4 ,0 0 0

6 3 ,0 0 0  •

6 2 .0 0 0  -

£1.000

G F  R e v e n u e  v e r s u s  A p p r o p r i a t i o n s  F Y 1 1  t o  F Y 2 1
F a l l  2010 R e v e n u e  fo r e c a s t

■ I i
FY 2C11 FY 2012 FY' 2013 FY 2014 FY 2015 FY 2016 FY 2017 FY' 2018 FY 2019 FY 2020 FY 2021

Annua: appropriation*, oxstmSo uppottts loFuhh: rrltufdUfltfi t-utul and mIuy cgwrotl purpose ttif h a* to ih? C osutt it ul ioay I BudgfH toswovv' c-r si a hat my ISu«l£<t Kaw»tw

FY'2012 10-Year Plan 14 Office of Management and Budget



(2) Provide inform ation about the am ount o f storage capacity on the North Slope, and how  
much production was put into storage in the January shutdown, com pared to production  
that w as lost during the shutdown

Crude oil holding capacity at Pump Station 1 on the Trans-Alaska Pipeline System (TAPS) is 
listed as 420,000 barrels on page 36 of the Trans Alaska Pipeline System FACTS book, which 
can be found online.1

During the January 2011 TAPS shutdowns 447,885 barrels of crude oil were put into storage 
tanks at Pump Station 1.

During the January TAPS shutdown the Department of Revenue provided a rough estimate of the 
revenue impact to the State from the actual reduced production level when compared to expected 
production levels for the period of the shutdown. The department estimated the TAPS shutdown 
reduced state revenues by approximately S18 million per day in royalty and taxes.

(3) Provide a year-by-year production decline rate, and address where the oft-quoted “6%  
decline rate” m ight com e from.

While it would be difficult to definitively identify the source of the “oft-quoted 6% decline rate,” 
mention of a 6% decline rate in North Slope production is attributed to Angus Walker of BP in 
the March 19, 2006 Petroleum News. This appears to be one of the first sources to refer to a 6% 
decline rate.

The North Slope is on a 6 percent decline rate with the existing tax system. The new tax system 
“is a huge additional tax burden on major producers on the North Slope,” Walker said, and BP is 
concerned that it may move production to a steeper decline than 6 percent. The goal should be to 
find a solution that gets us to 3 percent, he said, and that would require lower taxes, not higher 
taxes.

The change in production from year to year can be seen in the table below, including both 
increases and decreases in production over the years.

1 % Change Year
51.7% 1979
21.8% 1980
4.0% 1981
4.0% 1982
3.6% 1983
1.6% 1984
3.5% 1985
5.2% 1986
3.7% 1987

1 http://w w w .akresource.org/curriculum _cd/energy/energyresources/alyeska.pdf

http://www.akresource.org/curriculum_cd/energy/energyresources/alyeska.pdf


7.6% 1988
-2.9% 1989
-6.5% 1990
-1.1% 1991
-1.5% 1992
-6.3% 1993
-4.1% 1994
-1.9% 1995
-6.5% 1996
-5.2% 1997
-9.1% 1998
-9.1% 1999
-10.2% 2000
-3.9% 2001
1.7% 2002
-1.9% 2003
-1.7% 2004
-6.5% 2005
-7.9% 2006
-12.6% 2007
-2.4% 2008
-3.3% 2009
-7.1% 2010

(4) Provide analysis o f  our past production forecast accuracy. Based on the 5 factors 
affecting production forecasts, where have past forecast errors com e from?

A chart showing Department of Revenue production forecasts from spring 2001 through fall 
2010 and actual production can be found on the following page.

The majority of revenue comes from oil production. Tire department’s revenue forecast is driven 
primarily by two inputs: oil production and oil price. The following discussion briefly discusses 
the department’s history in forecasting these two variables.

Production Forecasting
Recently, inquiries have been made regarding the accuracy and reliability of historical oil 
production forecasts published by the Department. The response that follows will examine 
factors that may have contributed to differences in forecast vs. actual production for Alaska's 
North Slope (ANS).

The department's production forecasts (both past and present) are based solely on technically 
recoverable barrels without the added complexity and uncertainty of predicting future oil prices 
in the equation. The production forecasts for the last ten years or more have been overestimated.



o o o

2 2S
Alaska North Slope Oil Production Forecast and Actual {M M bbl/d)
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The Department of Revenue relies on historical production data as well as both public and 
private information as the basis for its biannual production forecast. Because forecasts are 
directly affected by the quality of the input data, the Department of Revenue production forecasts 
are sensitive to data provided both publicly and privately by the field operators.
It is important to define both what is involved in a production forecast and what is not. In 
general terms, a forecast is simply an opinion of future oil production. In addition to the quality 
of the input data, the uncertainty of the forecast will also depend on the methods employed by 
the forecaster. Historically, the Department engaged a single contractor to conduct its forecasts 
until 2009. This contractor relied on a certain method to produce his forecasts. Beginning in 
2009 a new contractor was engaged to perform the forecasts and relies on a different 
methodology to forecast production.

It is also necessary to understand from the outset that, under both current and former 
methodologies, the production forecasts conducted for and under the directive of the Department 
have been based only on technically recoverable oil. The forecasts do not include any analysis 
of whether or not barrels that are technically recoverable are also economically recoverable.
This is reasonable given that near tenn oil production should be relatively certain. Involving an 
analysis that included economically recoverable barrels would add another layer of complexity 
and uncertainty to the forecast and require that the department, in essence, predict the future 
value of a barrel of oil. At the same time this added uncertainty would not provide any cure for 
near term production overestimates.

As previously mentioned, the accuracy of the forecast will be highly dependent on the methods 
used by the person making the forecast. In this regard, the cun-ent methods employed by the 
department's staff and contractor have changed significantly from the previous contractor. The 
result has been that the near term forecasts have been within about 2% of actual production 
during that same time period.

Perhaps one of the most significant changes in methodology relates to the use of a well-by-well 
analysis to forecast production and decline curves as used in the current practice, whereas in the 
past, forecasting had been done on an area-wide or field basis. While the well-by-well basis is 
more time and labor intensive, the methodology reveals trends that are not observable on an area- 
wide basis.

Current practice also includes internal staff in addition to the contractor. The department 
performs in-depth analysis of production trends, forecast to forecast by field, and comparisons of 
forecasted production to actual, among other analyses.

Another factor that has likely had a material impact and is currently employed in the new 
methodology is the magnitude of the exponent, or "b factor" used to calculate the production 
decline curve. As the "b factor" increases, the production forecast increases in a non-linear 
fashion. The factor previously used had been as high as 1.4 and has now been reduced to be less 
than 1.0 in current practice. There is a large body of empirical evidence indicating that 
hyperbolic exponents should never be greater than 1.0 in any field.

o
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By employing a method of forecasting that adheres to strict and standard petroleum engineering 
principles the department now excludes barrels that may fall into a high risk area of eventually 
being brought into future production. For example, both back out barrels and certain recovery 
projects that have not been tested and proven could be subject to many variables that may or may 
not lead to their ultimate production. Accordingly, these volumes are now only included in the 
department's forecast if they are shown to be in place and have demonstrated a response.

Some factors are beyond the state's control. A standard practice is to go to the producer's and ask 
when new fields may come on line. A good example is Liberty, which had originally been 
predicted to begin production in 2011. However, recent events and decisions by the company 
have delayed start-up until somewhere around 2013. Even though the Liberty pool is in federal 
waters, facilities are located onshore and production will flow through TAPS and had been 
included by the state in forecasting total ANS production. When setbacks in timing such as 
Liberty are unforeseeable, they will by definition, show up as errors in any forecast at a later 
date.

Below are three additional examples:

1. Aurora Field
“BP Exploration (Alaska) Inc. said Feb. 23 that production is expected to increase to a peak rate 
of 15.000 to 20.000 barrels per day as field development continues.” "Aurora field begins 
production. ” 2/28/01 Petroleum News

• Production at Aurora peaked at an average of 10,447 barrels per day in 2006 
according to DNR -  just over half of the highest estimate by BP in 2001.

2. Polaris Field
“BP will develop Polaris with water flood, which is expected to improve total recovery to 15-30 
percent of original oil in place, with production rates expected to peak at 12.000-15.000 barrels 
of oil per day from water injection...” "BP applies for poo! rules for viscous Schrader Bluff 
Polaris accumulation: Company tells AOGCC western Prudhoe satellite will be developed with 
water flood, EOR test deferred: initial wells proving up productivity, but hydrate formation 
causing problems in keeping wells operating: Ugnu sand included. ” 12/29/02 Petroleum News

• Through 2009 production at the Polaris field had not reached the levels predicted by 
BP in 2002. Specifically, production at the Polaris field peaked at an average of 
4.764 barrels per day in 2008 -  approximately 60% less than BP predicted in 2002.

3. West Sak Field
“The companies said production of West Sak oil is now at about 10.000 barrels per day, and with 
the Drill Site 1E and 1J project, production is expected to reach approximately 45,000 bpd by 
2007.” "S500 million West Sak heavy oil project approved. ” 8/15/2004 Petroleum News

• According to DNR. production at West Sak was just over 11.000 barrels per day in 
2004. In 2007 West Sak produced an average of 17,575 barrels per day or less than 
40% of the rate forecast by BP in 2004. As of 2009. production at West Sak still has 
not reached 20,000 barrels a day.

o
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Because the Department of Revenue relies, at least in part, on information provided by the 
operators of each field in order to forecast production, bias or error inherent in the operator’s 
view of future production often translates into the forecast variances by the Department of 
Revenue. In short, the forecast is limited by the quality of the data inputs, the methodologies 
used, and unforeseen events. Incorporating internal staff, the additional in-depth analysis and 
controls, and sound petroleum engineering methods are steps taken by the department to improve 
the quality of the production forecast.

(5) Provide analysis o f our past price forecast accuracy, com pared to outside experts.

o

The chart below compares the department’s fall oil price forecast accuracy to the accuracy of 
NYMEX futures prices and the Energy Information Administration (EIA) forecasts. It shows the 
absolute percent error in forecasting the current fiscal year oil price from FY 2003 to FY 2010. 
On average, the department’s forecast is no more or less accurate than forecasts by the EIA or 
forecasts generated with NYiMEX futures prices. All three forecasts did not anticipate the sudden 
mice spike and crash occurring from FY 2008 to 2009.

FY 2003 FY 2004 FY2005 FY2006 FY2007 FY2008 FY2009 FY2010

Percent Errors in Current FY Fall Forecasts for DOR, NYMEX & EIA

o 8



(6) In term s o f future price projections, provide a chart show ing all analyst forecasts so the 
com m ittee can see where the high and low expectations are.

The chart below shows the department’s fall forecast of WTI (nominal dollars per barrel) for FY 
2011 along with forecasts from various other groups. The chart includes the average of several 
oil market analysts and individual forecasts from select analysts that tended to be more bullish or 
bearish than others. All forecasts were created in fall 2010 when WTI was priced around the high 
S70s to low $80s per barrel range.

o

As is evident from the chart, there was a range of views on where oil prices would be headed in 
FY 2011. Most forecasters, however, did not anticipate the sudden rise in oil prices that did 
occur in FY 2011. The department’s forecast was consistent with the view of other forecasters, 
which was that prices would stay within the high S70s to low S80s per barrel range for FY 2011.
I |

Comparison of Oil Price Forecasts

Commerzbank AG 
•a CIBC World Markets Inc 
3 KeyBanc Capital Markets

| 82.00 

80.00

78.00

76.00
i

74.00

72.00

70.00

■ Average of Analysts
■ EIA
■ AK-DOR
■ Price Session

BNP Paribas
ss NYMEX
* ANZ Banking Group
a Raiffeisen Bank International

FY2011 Note: Forecasts are for WTI (nominal dollars per barrel). Forecasts
include 1 quarter of actual prices and 3 quarters of forecasted prices. 
FYTDis the monthly average of WTI prices for July 10 • February 11.
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o (7) Provide the number of PERS and TERS participants.

The most recent actuarial valuations for PERS and TERS provide the following statistics: 

TRS:
• 58 Member Employers
• 2 Defined Benefit (DB) Tiers

o 10,255 retirees
o 884 terminated members entitled to future benefits 
o 8,226 actives (78.4%) 
o 19,365 total members

• 1 Defined Contribution (DC) Tier
o 0 retirees
o 394 terminated members entitled to future benefits 
o 2,269 actives (21.6%) 
o 2,663 total members

PERS:
• 160 Member Employers

o 3 Defined Benefit (DB) Tiers 
o 25.015 retirees
o 6,566 terminated members entitled to future benefits 
o 27.565 actives (74.55%) 
o 59.146 total members

• 1 Defined Contribution (DC) Tier
o 0 retirees
o 304 terminated members entitled to future benefits 
o 9,412 actives (25.45%) 
o 9,716 total members

(C larification) Based on com m ittee discussion, we would like to clarify that capital credits 
are accounted for in two groups -  (1) credits applied against tax liabilities; and (2) credits 
for explorers/producers that have no tax liability against which to apply the credits.

For production tax accounting purposes, credits against production tax fall into two basic groups: 
(1) credits applied against tax liabilities: and (2) credits for explorers/producers that have no tax 
liability against which to apply the credits.

Credits in group (1) -  those applied against tax liabilities -  are included in the production tax 
calculation because they are a direct deduction from the total production tax revenue anticipated 
in a given time frame. For this group, producers simply subtract the number of credits from their 
before credit tax liability and make a payment on that net amount. That is why this group of 
credits is included in the income statement format show n in Appendix D-l of the Fall 2010 
Revenue Sources Book.

o o



Credits in group (2) -  those credits for explorers/producers that have no tax liability against 
which to apply the credits -  for accounting purposes are not a direct deduction from the total 
production tax revenue anticipated in a given time frame. Credits in this group are normally 
turned into transferable tax credit certificates and either sold to another producer or refunded by 
the state. State refunds for these certificates are made through the Oil and Gas Tax Credit Fund, 
established at AS 43.55.028. This fund consists of money that is appropriated to it from the 
legislature, usually from general funds. As such, refunds made from this fund are considered to 
be budget items as opposed to revenue items, and are not part of the production tax revenue 
forecast. For that reason, credits that are certificated are not included in the income statement 
format shown in Appendix D-l of the Fall 2010 Revenue Sources Book.

We hope our responses fully answer your questions.

Sincerely,

Bruce 1 angeman 
Deputy Commissioner
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Alaska Oil and Gas Conservation Commission

• AOGCC Mission
• Charts and Statistics

1. Historical O & G Activity
2. Drilling Permits (the Plan)
3. Drilled Wells and Well Work (the Actual Work)

• The Future

House Finance 3/16/11 2
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A l a s k a  O i l  &  G a s  C o n s e r v a t i o n  

C o m m i s s i o n  ( A O G C C )

Q u a s i - j u d i c i a l  S t a t e  r e g u l a t o r y  a g e n c y

—  O v e r s i g h t  f o r  u n d e r g r o u n d  o i l  &  g a s  o p e r a t i o n s

•  P r i v a t e  a n d  p u b l i c  l a n d s  i n  A l a s k a

•  E x e r c i s e s  p o l i c e  p o w e r  o f  t h e  S t a t e

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

&  g e o t h e r m a l  r e s o u r c e s
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A O G C C  M i s s i o n

•  P r e v e n t  w a s t e  o f  e n e r g y  r e s o u r c e s  ( O i l ,  

G a s ,  G e o t h e r m a l )

•  P r o m o t e  g r e a t e r  u l t i m a t e  e n e r g y  r e s o u r c e  

r e c o v e r y

•  P r o t e c t  u n d e r g r o u n d  f r e s h  w a t e r  f r o m  

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

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

•  P r o t e c t  h u m a n  s a f e t y

•  P r o t e c t  c o r r e l a t i v e  r i g h t s
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A O G C C  J u r i s d i c t i o n

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

•  G e o t h e r m a l  r e s o u r c e  d e v e l o p m e n t

•  U n d e r g r o u n d  s t o r a g e  o f  n a t u r a l  g a s

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

House hnance 3/1 b /j.1 5
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T y p e s  o f  A O G C C  P e r m i t s / D e c i s i o n s

•  D r i l l i n g -  2 3 0 0 + l a s t  1 0  y e a r s

•  W e l l w o r k -  4 0 0 0 +  l a s t  1 0  y e a r s

•  U n d e r g r o u n d  I n j e c t i o n  ( E O R ,  W a s t e  d i s p o s a l ,  G a s  

S t o r a g e ) -  4 6  l a s t  1 0  y e a r s

•  C o n s e r v a t i o n  O r d e r s  ( m a i n l y  P o o l  R u l e s ) - 1 9 2  

m a j o r  o r d e r s  p l u s  1 0 0 ' s  m o r e  m o d i f i c a t i o n s  o v e r  

l a s t  1 0  y e a r s

•  S p e c i a l  d e v e l o p m e n t  c o n s i d e r a t i o n s  ( d i s p u t e  

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

o t h e r s ) -  6 7  l a s t  1 0  y e a r s
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D e v e l o p m e n t  T i m e l i n e  f o r  N o r t h  S l o p e  O i l  F i e l d s

AOGCC

FIELD - POOL

2000 2005 2010 2015

P R U D H O E B A Y - P R U D H O E  -9 -1 / 2  y e a r s -

PRU D H O E BA Y - L ISB U R N E

K U P A R U K  R IV E R  -  K U P A R U K  -  12-3/4 Y e a rs  -

PRU D H O E B A Y - ORION

MILNE PO IN T - KU PA R U K

MILNE POINT - S C H R A D E R  B LU FF

PRU D H O E B A Y - P O LA R IS

PRU D H O E B A Y - A U RO R A

PRU D H O E BA Y - B O R E A LIS

KU PA R U K R IV E R  - W E S T  S A K

E N D IC O T T  -  E N D IC O T T  ------------------- 9-1/2 Y e a rs

N O R TH STA R  -  N O R TH STA R I
PRU D H O E B A Y - NIAKUK 

BADAMI - BADAMI 

K U P A R U K  R I V E R - T A R N ------- - 7-1/2 Y e a rs

C O L V IL L E  R IV E R - F IO R D  -----------  14 Y e a rs

O O O G U R U K -K U P A R U K  

O O O G U R U K -N U IQ SU T  

C O L V IL L E  R IV E R  - A L P IN E ------ 2 Y e a rs  •

KU PA R U K R IV E R  - TA B A SC O  

C O L V ILLE  R IV E R  - QANNIK 

K U P A R U K  R IV E R  -  M E L T W A T E R  —  1-1/2 Y e a rs  

C O L V IL L E  R IV E R  -  N AN UQ  -----------  6-1/2 Y e a rs

N IK A IT C H U Q  - S C H R A D E R  B L U F F  (Most R ecen t D e v e lo p m e n t:

1965 1970 1975

6-3/4 Y e a rs  from D isco v e ry  to 1st Production)

1980 1985 1990 1995

A verage  =  11 y e a rs  (n e glectin g  the 5 longest)

■Ho u s e  F in a n c e  3 / 1 6 /1 1

D isco v e ry Lim ited R e gu lar Production R e gu la r Production
M arch  14, 2011
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Alaska Oil and Gas Conservation Commission

• AOGCC Mission
•  C h a r t s  a n d  S t a t i s t i c s

1 .  H i s t o r i c a l  O  &  G  A c t i v i t y

2. Drilling Permits (the Plan)
3. Drilled Wells and Well Work (the Actual Work)

• The Future

House Finance 3/16/11 8
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Alaska Oil and Gas Conservation Commission

• AOGCC Mission
• Charts and Statistics

1. Historical O & G Activity
2 .  D r i l l i n g  P e r m i t s  ( t h e  P l a n s  o f  i n t e r e s t e d  s e r i o u s  p o t e n t i a l  

i n v e s t o r s )

3. Drilled Wells and Well Work (the Actual Work)
• The Future

House Finance 3/16/11 12
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E X P L O R A T O R Y  W E L L  P E R M I T S  ( 1 9 9 6  -  2 0 1 0 )

S t a t e w i d e :  O i l ,  G a s ,  a n d  A l t e r n a t i v e  E n e r g y

w i t h  W e s t  C o a s t  S p o t  P r i c e  f o r  A l a s k a  N o r t h  S l o p e  C r u d e  O il  ( D o l l a r s  p e r  B a r r e l )
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Number of Operators 

5 obtaining permits during 
specified year

Alternative Energy Permits 
I I C IR I

□  ORM AT NEVADA

□  C IT Y  OF AKUTAN

Oil and Gas Permits 
I I LIN C E N E R G Y

I I U LTR A STA R

B B 1  RAM PART E N E R G Y  

I I EXXONM OBIL

I I SAVAN T
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I I F E X
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^ 9  ENI / K ER R -M C G EE  

(vifeil TO TA L E&P 
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■ I  P A C IF/FO R EST/FO R C E
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MARATHON

I I CO N O CO PH IL/A RCO

I I BP
---------------------H --------

S l i d e  1 o f  4
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Number of Operators

2 obtaining permits during
specified year

Oil and Gas Permits

□ LINC ENERGY
□ ULTRASTAR
ITTH1 RAMPART ENERGY
□ EXXONMOBIL
1 1 SAVANT
1 1 RENAISSNACE
1 1 FOWLER
□ ARMSTRONG
□ BROOKS RANGE
□ STORM CAT
EH ALASKAN CRUDE
l l RUTTER & WILBANKS
I I TECK COMINCO
□ FEX
1 1 DEPT of INTERIOR

ENI / KERR-MCGEE
■ TOTAL E&P
[=□ PELICAN HILL
□ PIONEER/EVERGREEN
□ ANADARKO
□ GRI
1 1AURORA
1 1PACIF/FOREST/FORCE
[=□ UNOCAL
□ MARATHON
□ CONOCOPHIL/ARCO
□ BP

.
S lid e  3 o f  4
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A p p r o v e d  P e r m i t s  t o  D r i l l  f o r  E a c h  Y e a r  ( 1 9 9 6  -  2 0 1 0 )

S t a t e w i d e :  O i l ,  G a s  a n d  A l t e r n a t i v e  E n e r g y  W e l l s  a n d  W e l l b o r e s

w i t h  Q u a r t e r ly  A v e r a g e  W e s t  C o a s t  S p o t  P r ice  f o r  N o r t h  S l o p e  C ru d e  Oil
Statewide 
Oil, Gas, and 
Alternative Energy

AOGCC

1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

AK Permits Approved Each Year Quarterly Average of W. Coast Spot Price March 11, 2011
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N o r t h  S l o p e :  O i l - R e l a t e d  W e l l s  a n d  W e l l b o r e s

with Quarterly Average West Coast Spot Price for North Slope Crude Oil

North Slope Only 
Oil-Related Only
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AOGCC NS Oil-Related Permits Approved Each Year • Quarterly Average of W. Coast Spot Price March 11, 2011
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Alaska Oil and Gas Conservation Commission

• AOGCC Mission
• Charts and Statistics

1. Historical O & G Activity
2. Drilling Permits (the Plan)
3 .  D r i l l e d  W e l l s  a n d  W e l l  W o r k  ( t h e  A c t u a l  W o r k  d o n e  b y  a c t u a l  

i n v e s t o r s )

• The Future
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A l a s k a  2 0 1 0  W e l l s  a n d  W e l l b o r e s *

Exploratory - Coal, Cook Inlet - 3 

Exploratory - Gas, Cook Inlet - 3 

Producer - Gas, Cook Inlet - 4 ----

Exploratory - Geothermal, Cook Inlet - 2 

/  Exploratory - Geothermal, Other - 3

Exploratory - Oil, Arctic Slope - 4

AOGCC

Total = 183**

March 1, 2011
* Completed, Suspended or Abandoned 

* * Reported as of March 1,2011
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E X P L O R A T O R Y  W E L L S  A N D  W E L L B O R E S  

S t a t e w i d e :  C o m p l e t e d ,  S u s p e n d e d  o r  A b a n d o n e d  ( 1 9 9 6 - 2 0 1 0 ) "
with West Coast Spot Price for Alaska North Slope Crude Oil (Dollars per Barrel)
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"Reported as of March 1, 2011

ed = 248
March 1,2011
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Kev
Number of Operators 
completing wells or
wellbores during 
specified year

Alternative Enerav

□ N A KN EK E L E C T R IC

□ CIRI

ORM AT NEVADA

□ C IT Y  OF AKUTAN

□

Oil and Gas

U LTR A STA R

RAM PART E N E R G Y

□ EXXONM OBIL

[=□ SAV AN T

In: I I R E N A IS SN A C E

I I FO W LER

i i ARM STRO N G

□ B R O O K S  RAN G E

□ STO RM  CA T
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□ F E X

CD D E PT  of IN TER IO R
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T O TA L E&P

i i P ELIC A N  HILL

□ P IO N EER /EV ER G R EEN
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E X P L O R A T O R Y  W E L L S  A N D  W E L L B O R E S  

O i l  a n d  G a s :  C o m p l e t e d ,  S u s p e n d e d  o r  A b a n d o n e d  ( 1 9 9 6  -  2 0 1 0 ) "
with West Coast Spot Price for Alaska North Slope Crude Oil (Dollars per Barrel)
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"Reported as of March 1, 2011 March 1, 2011
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Kev
Number of Operators 
completing wells or 
wellbores during 
specified year

Alternative Enerav

Oil and Gas

□ U LTR A STA R

EEED RAM PART E N E R G Y

□ EXXONM OBIL

C D SAVAN T

r  i R E N A IS SN A C E

i i FO W LER
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■ i A LA SKA N  C R U D E

i i R U T TE R  & W ILBAN KS

i i T E C K  COM INCO

□ F E X

□ D E PT  of IN TER IO R

□ ENI / K ER R -M C G EE

m TO TA L E&P

□ P ELIC A N  H ILL

□ P IO N EER /EV ER G R EEN

□ AN AD ARKO

i i GRI

WM AU RO RA

■ 1 P A C IF/FO R EST/FO R C E

□ UNOCAL

n n MARATHON

□ CO N O C O PH iy/^RCO
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D E V E L O P M E N T  A N D  S E R V I C E  W E L L S  /  W E L L B O R E S  

S t a t e w i d e :  C o m p l e t e d ,  S u s p e n d e d  o r  A b a n d o n e d  ( 1 9 9 6 - 2 0 1 0 ) '
w ith  W e s t  C o a s t  S p o t  P r i c e  f o r  A l a s k a  N o r th  S l o p e  C r u d e  O il ( D o l la r s  p e r  B a r r e l )
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Number of Operators 
y  completing wells and 

/ or wellbores during a 
specified year

A O G C C
Total Wells and yVellbores = 2,784 _ .. n ,, .House Finance 3/16/11

'Reported as of March 1, 2011 M arch 1, 2011 23
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D E V E L O P M E N T  A N D  S E R V I C E  W E L L S  I  W E L L B O R E S  

S t a t e w i d e :  C o m p l e t e d ,  S u s p e n d e d  o r  A b a n d o n e d  ( 1 9 9 6 - 2 0 1 0 ) *  
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’Reported as of March 1, 2011 M arch 1, 2011 24
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D E V E L O P M E N T  A N D  S E R V I C E  W E L L S  I  W E L L B O R E S  

S t a t e w i d e :  C o m p l e t e d ,  S u s p e n d e d  o r  A b a n d o n e d  ( 1 9 9 6 - 2 0 1 0 ) *
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Number of Operators 
7  completing wells and 

/ or wellbores during a 
specified year
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*Reported as of March 1, 2011 M arch 1,2011 25
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25

20

cm
0)

OJ

15

E 10

Statewide 
Oil, Gas, and 
Alternative Energy

$150

2005 2005 2005 2005 2006 2006 2006 2006 2007 2007 2007 2007 2008 2008 2008 2008 2009 2009 2009 2009 2010 2010 2010 2010  
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

AOGCC
i Drilling Rigs (Quarter Avg.) i Workover Rigs (Quarter Avg.) ■West Coast Spot Price (Quarter Avg.)

March 8 , 2011
- i ru u j c  i inu uv Jl _L \J J -L-L



o o o

l/»QJD
0)>"+■>u
<

0)
E

20

18

16

14

12

10

A l a s k a ' s  A c t i v e  D r i l l i n g  R i g s  f o r  E a c h  Q u a r t e r  ( 2 0 0 5  * 2 0 1 0 )

w i t h  Q u a r t e r l y  A v e r a g e  W e s t  C o a s t  S p o t  P r ic e  f o r  N o r th  S lo p e  C r u d e  O il

Statewide 
Oil, Gas, and 
Alternative Energy

$150

$120

$90 £fD
nOCDl/>e+
CO

$60 °  
-o
o 'rt>

$30

2005 2005 2005 2005 2006 2006 2006 2006 2007 2007 2007 2007 2008 2008 2008 2008 2009 2009 2009 2009 2010 2010 2010 2010 
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

AOGCC
] Drilling Rigs (Quarter Avg.) •West Coast Spot Price (Quarter Avg.)

March 8, 2011
IU U JC  I 11 IUI IL L  -LU/ -L

4 4



o o o

0)
£13
z

10

</)op
be
<U
(J
<̂  5H-

A l a s k a ' s  A c t i v e  W o r k o v e r  R i g s  f o r  E a c h  Q u a r t e r  ( 2 0 0 5  -  2 0 1 0 )

w i t h  Q u a r t e r l y  A v e r a g e  W e s t  C o a s t  S p o t  P r ic e  f o r  N o r th  S lo p e  C r u d e  O il

Statewide 
Oil and Gas Only

n n n

$150

$120

$90 S(D</>ft
n
oQ>t/»rt
jg 

$60 2

$30

$0
2005 2005 2005 2005 2006 2006 2006 2006 2007 2007 2007 2007 2008 2008 2008 2008 2009 2009 2009 2009 2010 2010 2010 2010 
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

AOGCC
i Workover Rigs (Quarter Avg.) •West Coast Spot Price (Quarter Avg.] March 8, 2011

&



o o o
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‘ Reported as of M arch 9,2010

■ ■ ■ W o rk o v e r  Activities Performed Each Year Quarterly Average of W. Coast Spot Price March 9,2011
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Alaska Oil and Gas Conservation Commission

• AOGCC Mission
• Charts and Statistics

1. Historical O & G Activity
2. Drilling Permits (the Plan)
3. Drilled Wells and Well Work (the Actual Work)

• T h e  F u t u r e

House Finance 3/16/11 31
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AOGCC

A l a s k a ' s  A v e r a g e  D a i l y  O i l  &  N G L  P r o d u c t i o n  R a t e
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2,000,000

1,500,000

1,000,000

500,000

□ Oooguruk& Nikaitchuq
■ Colville River & Northstar
■ North Slope - Other Fields 
o Kuparuk & Milne Point
□ Prudhoe Bay
■ Cook Inlet
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AOGCC

2,500,000

2,000,000

1,500,000

1,000,000

500,000

A l a s k a ' s  A v e r a g e  D a i l y  O i l  &  N G L  P r o d u c t i o n  R a t e

( 6 %  A n n u a l  D e c l i n e  R a t e )

□ Oooguruk& Nikaitchuq
■ Colville River & Northstar
□ North Slope - Other Fields
□ Kuparuk& Milne Point
□ PrudhoeBay
■ Cook Inlet

 ...........   i-r -r i
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AOGCC

A l a s k a ' s  A v e r a g e  D a i l y  O i l  &  N G L  P r o d u c t i o n  R a t e

( 6 %  A n n u a l  D e c l i n e  R a t e  w i t h  A l p i n e - S i z e d  F i e l d  A d d e d  2 0 1 8 )
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AOGCC

A l a s k a ' s  A v e r a g e  D a i l y  O i l  &  N G L  P r o d u c t i o n  R a t e

( 6 %  A n n u a l  D e c l i n e  R a t e  w i t h  N e w  F i e l d s  A d d e d  2 0 1 8  a n d  2 0 2 4 )
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□ Kuparuk & Milne Point
□ Prudhoe Bay
■ Cook Inlet
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A l a s k a  O i l  a n d  G a s  C o n s e r v a t i o n  C o m m i s s i o n

( A O G C C )



Alaska State Legislature 
HOUSE FINANCE COMMITTEE 

Agenda 
8:00 AM

Thursday, March 17, 2011

HB 110-PRODUCTION TAX ON OIL AND GAS 
Presentation by Department of Revenue 
Production Tax Credits

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

B r u c e  T a n g e m a n ,  D e p u t y  C o m m i s s i o n e r ,  D e p a r t m e n t  o f  

R e v e n u e



1

P R O D U C T I O N  T A X  C R E D I T S

P R E S E N T E D  T O  T H E  H O U S E  

F I N A N C E  C O M M I T T E E

MARCH 17,2011 

S t a t e  D e p a r t m e n t  o f  R e v e n u e



O v e r v i e w

□  T y p e s  o f  P r o d u c t i o n  T a x  C r e d i t s

□  C r e d i t s  A p p l i e d  A g a i n s t  P r o d u c t i o n  T a x  L i a b i l i t y

□  T r a n s f e r a b l e  T a x  C r e d i t  C e r t i f i c a t e s

□  C a s h  R e f u n d s  H i s t o r y

Department of Revenue 3/17/2011



o  o  o

T y p e s  o f  P r o d u c t i o n  T a x  C r e d i t s

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

t a x e s  i n c l u d e :

■  C a p i t a l  E x p e n d i t u r e  C r e d i t s

■  A l t e r n a t i v e  T a x  C r e d i t s  f o r  O i l  a n d  G a s  E x p l o r a t i o n

■  N e t  O p e r a t i n g  L o s s  ( “ N O L ” ) C a r r y  F o r w a r d  C r e d i t s

■  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  ( “ T I E ” ) C r e d i t

■  A d d i t i o n a l  N o n t r a n s f e r a b l e  T a x  C r e d i t s

■  W e l l  L e a s e  E x p e n d i t u r e s  C r e d i t

■  C o o k  I n l e t  J a c k - u p  R i g  C r e d i t

Department of Revenue 3 / 1 7 / 2 0 1 1



T i m e l i n e s  f o r  P r o d u c t i o n  T a x  C r e d i t s

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

43.55.023(a) QCE and (b) CFAL credits

43.55.023(1) 40% Well Lease Exp (Cl)

43.55.023(i) TIE credits (PPT)

43.55.023(i) TIE credits (ACES)

43.55.024(a) New Area Development credit

43.55.024(c) small producer credit

43.55.025 (20%/40%) credit for expl

43.55.025 (30%/40%) credit for expl

43.55.025 (I) Cook inlet Jack-up Rig Credit

Department of Revenue 3 / 1 7 / 2 0 1 1
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O v e r v i e w

o

□  T y p e s  o f  P r o d u c t i o n  T a x  C r e d i t s

□  T r a n s f e r a b l e  T a x  C r e d i t  C e r t i f i c a t e s

□  C a s h  R e f u n d s  H i s t o r y

Department of Revenue 3/17/2011



o  o  o

C r e d i t s  A p p l i e d  A g a i n s t  P r o d u c t i o n  T a x  L i a b i l i t y

C r e d i t s  m a y  b e  r e d e e m e d  i n  t w o  w a y s :

( 1 )  A l l  C r e d i t s  m a y  b e  a p p l i e d  a g a i n s t  p r o d u c t i o n  t a x  l i a b i l i t y

■ C a p i t a l  E x p e n d i t u r e  a n d  C a p i t a l  E x p l o r a t i o n  C r e d i t s  s p l i t  o v e r  tw o  y e a r s  
( e x c e p t  s o u th  o f  6 8  d e g r e e  N o r th  l a t i t u d e  -  e f f .  J u ly  1 , 2 0 1  0 )

■ N O L  , TIE, S m a l l  P r o d u c e r  a n d  A l t e r n a t i v e  T a x  C r e d i t s  f o r  O il  a n d  G a s  
E x p l o r a t i o n  m a y  a l l  b e  a p p l i e d  a g a i n s t  t a x  l i a b i l i ty  in t o t a l  in a  s in g le  y e a r

( 2 )  S o m e  C r e d i t s  m a y  b e  c o n v e r t e d  i n t o  a  t r a n s f e r a b l e  T a x  

C r e d i t  C e r t i f i c a t e

■ C a p i t a l  E x p e n d i t u r e ,  C a p i t a l  E x p l o r a t i o n ,  N O L , a n d  A l t e r n a t i v e  T a x  C r e d i t s  f o r  
O il  a n d  G a s  E x p l o r a t i o n  a r e  c o n v e r t i b l e  t o  t a x  c e r t i f i c a t e s

■  C a p i t a l  E x p e n d i t u r e ,  C a p i t a l  E x p l o r a t i o n  a n d  N O L  T a x  C r e d i t  C e r t i f i c a t e s  m u s t  
b e  a p p l i e d  o v e r  tw o  y e a r s  ( e x c e p t  s o u th  o f  6 8  d e g r e e s  N o r th  l a t i t u d e  -  
p a s s e d  2 0 1  0 )

■ A l t e r n a t i v e  T a x  C r e d i t s  f o r  O il  a n d  G a s  E x p l o r a t i o n  C e r t i f i c a t e s  c a n  b e  u s e d  in 
s in g le  y e a r

Department of Revenue 3/17/2011



O  o  o

P r o d u c t i o n  T a x  C r e d i t s  A p p l i e d  A g a i n s t  T a x  L i a b i l i t y  

( F i s c a l  Y e a r )

C apital E xpend itu re  
C redit

2 0 0 6

6 5

2 0 0 7

2 2 7

2 0 0 8

2 1 9

2 0 0 9

2 8 0

2 0 1 0 *

3 4 9

2 0 1 1 *  

3 9 1

T o ta l  

1 , 5 3 5

TIE C red its

Small P roducer C red its  

Exploration C red its

3 3

9

1

1 3 8

3 7

4 7

7 3

3 0

5 5

0

2 6

2 8

0

2 8

3 4

0

4 0

2 0

2 4 3

1 6 9

1 8 5

T o t a l s 1 0 7 4 4 9 3 7 5 3 3 3 4 1 7 4 5 0 2 , 1 3 1

* Estimated

Department of Revenue 3 / 1 7 / 2 0 1 1
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O v e r v i e w
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□  T y p e s  o f  P r o d u c t i o n  T a x  C r e d i t s

□  C r e d i t s  A p p l i e d  A g a i n s t  P r o d u c t i o n  T a x  L i a b i l i t y

□  T r a n s f e r a b l e  T a x  C r e d i t  C e r t i f i c a t e s

□  C a s h  R e f u n d s  H i s t o r y

Department of Revenue 3/17/2011



o  o  o

T r a n s f e r a b l e  T a x  C r e d i t  C e r t i f i c a t e s

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

T r a n s f e r a b l e  T a x  C r e d i t  C e r t i f i c a t e  ( T T C C )

□  A v a i l a b l e  t o  c o m p a n i e s  ( e x p l o r e r s )  w i t h  n o  t a x  l i a b i l i t y  

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

□  T a x  C r e d i t  C e r t i f i c a t e s  u n d e r  4 3 . 5 5 . 0 2 3 ( a )  a n d  ( b )  m u s t  

b e  s p l i t  o r  a p p l i e d  o v e r  t w o  y e a r s  ( e x c e p t  c r e d i t s  i s s u e d  

f o r  e x p e n d i t u r e s  i n c u r r e d  s o u t h  o f  6 8  d e g r e e s  N o r t h  

l a t i t u d e  e f f e c t i v e  J u l y  1 ,  2 0 1 0 )

□  M a y  b e  t r a n s f e r r e d  t o  a n o t h e r  t a x p a y e r  o r  c a s h e d  w i t h  

t h e  s t a t e

Department of Revenue 3/17/2011
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P r o d u c t i o n  T a x  C r e d i t s  U n d e r  A S  4 3 . 5 5  C l a i m e d  b y  F Y  ( $ M )

C r e d i t  T y p e P r e -

2 0 0 7

2 0 0 7 2 0 0 8 2 0 0 9 2 0 1 0 2 0 1 1 * T o ta l

C a p i t a l  E x p e n d i tu r e  

- . 0 2 3 ( a )
6 8 . 2 9 1 . 7 1 0 9 . 6 1 6 8 . 0 7 2 . 8 5 1 0 . 3

N e t  O p e r a t i n g  Loss 

.0 2 3 ( b )
3 8 .1 1 4 8 . 5 1 5 3 . 5 1 3 8 . 7 .2 4 7 9 . 0

W e ll  L e a s e  

E x p e n d i tu r e  - .0 2 3 (1 )
5 . 8 5 . 8

E x p lo ra t io n  - .0 2 5 4 8 . 3 4 4 . 9 8 5 . 5 5 6 . 6 9 9 . 5 2 . 4 3 3 7 . 2

T o tal 4 8 . 3 1 5 1 . 3 3 2 5 . 6 3 1 9 . 7 4 0 6 . 2 8 1 . 3 1 3 3 2 . 4

*  A p p l i c a t i o n s  r e c e i v e d  t h r o u g h  J a n u a r y  4 ,  2 0 1  1 .

Department of Revenue 3/17/2011
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T r a n s f e r a b l e  T a x  C r e d i t  C e r t i f i c a t e  A c t i v i t y  b y  F i s c a l  

Y e a r  ( $ M )

P r e - 2 0 0 7 2 0 0 7 2 0 0 8 2 0 0 9 2 0 1 0 2 0 1 1 * T o ta l

I s s u e d 1 6 . 2 9 9 . 9 1 3 0 . 8 3 0 8 . 2 3 6 1 . 3 1 9 1 . 5 1 , 1 0 7 . 9

R e f u n d e d ( 5 4 . 6 ) ( 5 4 . 1 ) ( 1 9 3 . 1 ) ( 2 5 0 . 5 ) ( 2 9 9 . 3 ) ( 8 5 1 . 6 )

T r a n s f e r r e d /  

A p p l i e d  t o  

T a x e s

U  2 . 3 ) ( 4 0 . 0 ) ( 4 6 . 6 ) ( 2 0 . 0 ) I L 2 1 ( 6 2 . 7 ) ( 1 8 2 . 8 1

A c t iv i t y  b y  

y e a r

3 . 9 5 . 2 3 0 .1 9 5 . 1 1 0 9 . 6 ( 1 7 0 . 4 )

T r a n s f e r a b l e  

T a x  C r e d i t  

C e r t i f i c a t e s  

O u t s t a n d i n g

3 . 9 £ , 1 3 9 . 2 1 3 4 . 2 2 4 3 . 9 7 3 . 4 7 3 . 4

* P a y m e n t  a c t i v i t y  t h r o u g h  F e b r u a r y  4 ,  2 0 1  1 .

Department of Revenue 3/17/2011
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O v e r v i e w
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□  T y p e s  o f  P r o d u c t i o n  T a x  C r e d i t s

□  C r e d i t s  A p p l i e d  A g a i n s t  P r o d u c t i o n  T a x  L i a b i l i t y

□  T r a n s f e r a b l e  T a x  C r e d i t  C e r t i f i c a t e s  ( T T C C )

Department of Revenue 3/17/2011
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C a s h  R e f u n d s  H i s t o r y

o

C a s h  R e f u n d s  G o v e r n e d  b y  A S  4 3 . 5 5 . 0 2 8

• T o  c a s h  m u s t  b e  u s a b l e  a g a i n s t  t a x  l i a b i l i t y  

• M u s t  s h o w  s u b s e q u e n t  ( 2 4  m o n t h s )  Q C E s  o r  l e a s e  

b i d s  e q u a l  t o  c a s h  s o u g h t  ( r e p e a l e d  i n  2 0 1 0 )  

• H a v e  a  z e r o  t a x  o w e d  i n  c u r r e n t  a n d  p a s t  y e a r s  

• H a v e  n o  m o r e  t h a n  5 0 , 0 0 0  B O E / d

Department of Revenue 3/17/201 1

• 
•



o  o

C a s h  R e f u n d s  H i s t o r y

O

O i l  &  G a s  T a x  C r e d i t  F u n d

A p p r o p r i a t i o n s  -  $  9 0 4  M

T a x  C r e d i t  P u r c h a s e s  ( T C  F u n d )  ( 7 7 2 )  M  

T a x  C r e d i t  P u r c h a s e s  ( G F )  ( 7 9 )  M

I n t e r e s t  E a r n e d  2 2  M

B a l a n c e  $  7 5  M

Department of Revenue 3/17/201
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Im pact o f  Production Tax C red its  
Total S ta te  Stimulus

o

1,000

900

800

700

600

500

400

55

54
193

250

4 3 0 4 0 0

Includes 

$ 6 7 .5 M  

e s tim a te  fo r  

C o o k  Inlet 

Ja c k  -U p  r ig  

c re d it

I Cashed 

i Applied to tax

300

200

100
107

44 9
375

333

417 4 5 0 4 6 3

* Estim ated

pre-2007 2007 2008 2009 2010 2011* 2012*

D ep a rtm en t o f  R evenue 3 / 1 7 / 2 0 1 1
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A l a s k a ’ s  P e t r o l e u m  I n d u s t r y :  

T r a n s f o r m a t i v e ,  

B u t  i s  i t  S u s t a i n a b l e ?

by
Scott Goldsmith

Institute of Social and Economic Research 
University of Alaska Anchorage

A la s k a  H o u s e  F in a n c e  C o m m i t t e e  

In v i te d  P r e s e n t a t io n
March 17, 2011  
Juneau, Alaska
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A l a s k a  a t  S t a t e h o o d
. j

S M A L L :  9 0  t h o u s a n d  j o b s  - —

T H I N :  l i m i t e d  s u p p o r t  b u s i n e s s e s

S E A S O N A L :  s u m m e r  p r i v a t e  j o b s  2 x  w i n t e r

T R A N S I E N T :  s e a s o n a l  a n d  t e m p o r a r y  

F E D E R A L  D O M I N A T I O N :  1/ 2 j o b s  w i t h  f e d  

I N F R A S T R U C T U R E  U N D E R D E V E L O P E D  

L I M I T E D  T A X  B A S E

P O O R :  I n c o m e  1 0 - 2 0 %  b e l o w  U S  a v e r a g e

Institute of Social and Economic Research
University of Alaska Anchorage

Oil and the A laska E conom y
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1 9 6 0  E c o n o m i c  S t r u c t u r e

A c t u a l  1 9 6 0

9 2 , 0 0 0  j o b s

8 0 %

1 5 %

2 % J  L 3 %

Institute of Social and Economic Research
University of Alaska Anchorage

Oil and the Alaska Economy



A l a s k a  T o d a y :  N o  O i l

•  S M A L L :  t h o u s a n d  j o b s

•  T H I N

•  S E A S O N A L

•  T R A N S I E N T

•  F E D E R A L  D O M I N A T I O N

•  I N F R A S T R U C T U R E  U N D E R D E V E L O P E D

•  L I M I T E D  T A X  B A S E

•  P O O R :  I n c o m e  1 0 - 2 0 %  b e l o w  U S  a v e r a g e

3
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A l a s k a :  A n  I s l a n d  E c o n o m y

Oil and the A laska E conom y UA
Understanding Alaska
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The Role of 
the Oil and Gas Industry 

in Alaska’s Economy

Anchorage Chamber of Commerce 
June 30, 2008

Information Insights| foitbonkt 4 Anchor oge

■||| McDowell________________________________ • W O M P

•  • •
•  • • •
•  • • • •  •  • • •
•  • • ••  •  •

J o b  c r e a t i o n

> 4 1 ,7 4 4  jobs -  direct, indirect, induced

4,497 Direct -  primary companies

•  8,410 Indirect -  support industry
companies providing goods and services

•  28,837 Induced -  jobs created when direct and 
indirect employees spend their income locally I

Understanding Alaska:
Special Economic Studies
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P e t r o l e u m  J o b s :  

O i l  P a t c h  P a y r o l l  ( M i l l i o n  $ )

$3,000

$2,500

$2 ,000

$1,500

$1 ,000

$500

$0
1965 1970 1975 1980 1985 1990 1995 2000 2005

IPE T R O L E U M  Q T O U R I S M  ^ S E A F O O D  ■ T I M B E R  a  AIR C A R G O  ^ M IN IN G

Institute of Social and Economic Research
University of Alaska Anchorage



P e t r o l e u m  J o b s :  

O i l  P a t c h  S u p p o r t

Institute of Social and Economic Research
University of Alaska Anchorage Oil and the Alaska Economy



G e n e r a l  F u n d  O i l  R e v e n u e s

$ 8 ,0 0 0

$ 7 ,0 0 0

$ 6 ,0 0 0

o $ 5 ,0 0 0

O
CM
<— $ 4 ,0 0 0■
o

= $ 3 ,0 0 0
2

$ 2 ,0 0 0

$ 1 ,0 0 0

$ 0

</)
0
Z3
C
0
>
0

O '

o
M—
o
0
0

_£=
CO

O

1960 1965 1970 1975 1980 1985 1990 1995 2000 2005 2010

■  REVENUES OIL SHARE OF REVENUES

Institute of Social and Economic Research
University of Alaska Anchorage Oil and the A laska E conom y UA .
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P e t r o l e u m  J o b s :  

F u n d e d  b y  P e t r o l e u m  R e v e n u e s

$ $ $

P E T R O L E U M

R E V E N U E

S P E N D I N G

$ $ $

STATE GOVERNMENT 
EMPLOYEES

16 Thousand

LOCAL GOVERNMENT 
EMPLOYEES

15 Thousand

A ssum ption: All Spen t Petroleum R evenues  Pay for Operations

Institute of Social and Economic Research
University of Alaska Anchorage

Oil and the A laska E conom y

PRIVATE SECTOR 
JOBS

18 Thousand

1 6



S p i n o f f s  f r o m  P e t r o l e u m

Population 
twice as big

Public spending per resident 
double the U.S. average

Economy twice the size,

Institute of Social and Economic Research 
University of Alaska Anchorage

S p i n o f f s  f r o m  

o i l  w e a l t h

J )  _  / /

No personal state 
income or sales tax 

Light state tax burden

Oil and the Alaska Economy



L1957A

$ 5 0  B i l l i o n

~U93«61B

18111IIII m o o u

G reater Public Spending
P  -  -

$ 7 0  B i l l i o n$ 1 2 0
Billior

59-10 in 2010 $

Understanding Alaska:
Special Economic StudiesOil and the Alaska Economy
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A l a s k a  P e t r o l e u m  R e v e n u e s
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P e t r o l e u m  S p i n o f f :  

L i t e  R e s o u r c e  I n d u s t r y  T a x  B u r d e n

WZ, ri»« /l:
. 4 - i a  I  ^  X

w ~rffn8afKf »-!
to-v

-3 -
I *
. V v ,  i

State & Local Revenues from Seafood, 
Tourism, Mining, Tim ber

Actual (avg 05 -0 7 ) $2 0 0  mill
If Oil $  D isappeared $9 00
Incremental Burden, no Oil $ $7 00
In c r e a s e  in T ax  R a te 4  X

corrnnco Red D°g
Operations

Institute of Social and Economic Research
University of Alaska Anchorage

Oil and the Alaska Economy
| Understanding Alaska

| Understanding Alaska:
Special Economic Studies
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P e t r o l e u m  S p i n o f f :  

E n h a n c e d  P u b l i c  S p e n d i n g

H o m e
L o a n s

P u b l i c  H e a l t h  I
I P r e v e n t .  P r o m o t e .  P r o t e c t .

Institute of Social and Economic Research
University of Alaska Anchorage

Oil and the A laska E conom y * UlifiG i

I Understanding Alaska I



P e t r o l e u m  S p i n o f f

Bristol Bay

Denali B o ro u g h

Institute of Social and Economic Research 
University of Alaska Anchorage Oil and the Alaska Economy

Understanding Alaska

4 ,0 0 0

3 ,5 0 0

5 .0 0 0

4 .5 0 0

4 .0 0 0

3 .5 0 0

3 .0 0 0

2 .5 0 0

2.000
1 .5 0 0  

1,000

Understanding Alaska
Special Economic Studies



P e t r o l e u m  T r a n s f o r m s  A l a s k a  

E c o n o m y

A c t u a l 2 0 0 7

187,000
j o b s

J o b s  f r o m  

o il  p r o d u c t i o n  a n d  

s t a t e  o i l  r e v e n u e s

S p i n o f f  j o b s  

f r o m  o il  w e a l t h

A c tu a l2 0 0 7
374,000 jobs

Federal government 

Seafood, mining, timber 
Tourism, air cargo 

Other

Institute of Social and Economic Research
University of Alaska Anchorage Oil and the Alaska Economy Understanding Alaska:

Special Economic Studies



A  T r o u b l i n g  I n d i c a t o r :  

O i l  B a r r e l s  p e r  C a p i t a

Institute of Social and Economic Research 
University of Alaska Anchorage Oil and the Alaska Economy

«
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L o o k i n g  A h e a d :  

T h e  O f f i c i a l  S t o r y  ( E x t e n d e d )

2020 2025

developing ■  Known ■  N ew  Discovery

2030

2 0 1 5  2 0 2 0  2 0 25

I R o ya ltie s  O A C E S  ■ In com e Tax ■ P ro p e rty  Tax

Institute of Social and Economic Research
University of Alaska Anchorage Oil and the Alaska Economy Understanding Alaska:

Special Economic Studies
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S t r a t e g i e s  M o v i n g  F o r w a r d  # 1

G a s l i n e

F i g u r e  7 .  V a l u e  o f  E q u i v a l e n t  E n e r g y  f r o m  Oil a n d  N a t u r a l  G as*
(1 million BTUs, or about one-sixth of a barrel of oil)

North Slope wellhead value Transportation costs

$13 $1 Oil m a r k e t  v a lu e :  $14

$4 Gas m a r k e t  v a lu e :  $6

'Mimes oil at $ 4 0  per barrel and 5 .6  million BTU per barrel; price per tlwusand cubic feet of gas



S t r a t e g i e s  M o v i n g  F o r w a r d  # 2

N o n  P e t r o l e u m  N a t u r a l  R e s o u r c e s

$3  Billion

Institute of Social and Economic Research 
University of Alaska Anchorage Oil and the Alaska Economy

Understanding Alaska

T O U R I S M  1 0 K  
$ 2 , 0 0 0  /  V i s i t o r

S E A F O O D  O K  
$ 2 0  /  S a l m o n

Understanding Alaska
Special Economic Studies



S t r a t e g i e s  M o v i n g  F o r w a r d  # 3 :

T r a d i t i o n a l  E c o n o m i c  D e v e l o p m e n t

A l a s k a  E c o n o m i c  D e v e l o p m e n t  S t r a t e g i c  P l a n s

A b o u t  3 7 4 . 0 0 0  r e s u l t s



S t r a t e g i e s  M o v i n g  F o r w a r d  # 4

S p e c u l a t i v e l y  I n v e s t  i n  I n f r a s t r u c t u r e

Institute of Social and Economic Research 
University of Alaska Anchorage Oil and the Alaska Economy

Understanding Alaska

iding Alaska
nomic Studies



S t r a t e g i e s  M o v i n g  F o r w a r d  # 5

D e v e l o p  R e n e w a b l e  E n e r g y

Institute of Social and Economic Research 
University of Alaska Anchorage Oil and the Alaska Economy

Understanding Alaska



W h a t  I s  t h e  E c o n o m i c  F u t u r e  o f  

A l a s k a ?

• W e  A r e  t h e  C h o s e n  O n e s  

• T h e  B i g  C r a s h  

• T h e  S l o w  S q u e e z e



___

U n d i s c o v e r e d  P o t e n t i a l  m r - * m  

N o r t h  S l o p e  R e s o u r c e s :  

T e c h n i c a l l y  R e c o v e r a b l e

O I L  ( B i l l i o n G A S  ( T C F )

B a r r e l s )

C o l v i l l e / C a n n i n g  4 . 5  3 7 . 5

A N W R  1 0 0 2  1 0 . 3  3 . 8

O C S - B e a u f o r t  6 . 9  3 2 . 1

O C S - C h u k c h i  1 5 . 5  6 0 . 1

N P R A  . 9  5 2 . 8

T O T A L  3 8 . 1  1 8 6 . 3

Institute of Social and Economic Research 
University of Alaska Anchorage Oil and the Alaska Economy Understanding Alaska:

Special Economic Studies
I
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A l a s k a ’ s  N o r t h  S l o p e

----------

Institute of Social and Economic Research 
University of Alaska Anchorage Oil and the Alaska Economy

«

UA .
Understanding Alaska
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o _________________________________ o  o

D a i l y  O i l  P r o d u c t i o n  p e r  W o r k e r  

( B a r r e l s )

I960 1965 1970 1975 1980 1985 1990 1995 2000 2005



O n e  P e t r o l e u m  E m p l o y m e n t

P r o j e c t i o n



H o w  t o  G e t  T h o s e  P e t r o l e u m  

J o b s

G e t  A c c e s s  F e d e r a l  L a n d s

F i n d  t h e  P e t r o l e u m  T a x  “ S w e e t  S p o t ”



F i s c a l  T e r m s
ONSHORE TO 3 MILES OFFSHORE OFFSHORE

STATE FEDERAL PRIVATE* FEDERAL
North Slope Cook Inlet

Lease
<1980

Lease
>1980

Lease
<1980

Lease
>1980

NPRA* ANWR* 3-6
Miles

More 
Than 6 
Miles

ACES
Production

Tax
Yes Yes ELF ELF Yes Yes Yes No No

Corporate 
Income Tax Yes Yes Yes Yes Yes Yes Yes ? ?

Property Tax Yes Yes Yes Yes Yes Yes Yes No No

State
Royalty:

Negotiated

Typical 
12.5% of 

value

Typical 
12.5% of 

value

Typical
12.5%

of
value

Typical
12.5%

of
value

Federal
Royalty

Typical
12.5%

of
value

Typical
12.5%

of
value

Typical
12.5%

of
value

Typical 
12.5% of 

value

State Share 
of Federal 

Royalty
50% 27% 0%

Royalty—PF 
Share 25% 50% 25% 50% 25% 25%

Royalty—GF 
Share 75% 50% 75% 50% 75% - 75% -

Institute of Social and Economic Research 
University of Alaska Anchorage Oil and the Alaska Economy Understanding Alaska:

Special Economic Studies



S t a t e  R e v e n u e s  ( m i l l i o n  $  /  y e a r ) :  

H y p o t h e t i c a l  F i e l d
ONSHORE TO 3 MILES OFFSHORE OFFSHORE

STATE FEDERAL PRIVATE* FEDERAL
North Slope Cook Inlet

Lease <1980 Lease >1980 Lease
<1980

Lease
>1980

NPRA* ANWR* 3-6 Miles More Than 6 
Miles

ACES Production Tax $ 400 $ 400 $400 $400 $400

Corporate Income 
Tax $ 99 $ 99 $ 99 $ 99 $ 99 $ 99 $99

Property Tax $ 2 0 $ 20 $ 2 0 $ 2 0 $ 2 0 $ 2 0 $ 2 0

State Royalty: 
Negotiated $ 319 $ 319 $ 319 $ 319

$ 319 $319Federal Royalty &

State Share of 
Federal Royalty

$319 $319

$ 160 $ 86 $ -

TOTAL $ 838 $ 838 $ 4 3 8 $ 4 3 8 $ 5 1 8 $ 6 7 8 $ 5 1 9 $ 86 $ ■

— PF Share $ 80 $ 160 $ 80 $ 160 $40 $  - $22 $

— GF Share $758 $ 678 $358 $278 $518 $638 $519 $65 $

Institute of Social and Economic Research
University of Alaska Anchorage

Oil and the Alaska Economy Understanding Alaska:
Special Economic Studies



P e t r o l e u m  W e a l t h  

( B i l l i o n  $ )

P E T R O L E U M  IN  T H E  G R O U N D :  $ 8 1

N E T  P R E S E N T  V A L U E  O F  R E V E N U E S

Oil $74

State Land — North Slope 2011-2020 $45

F I N A N C I A L $ 4 5

A S S E T S

Permanent Fund $33.3

Constitutional Budget 
Reserve

$8.7

Statutory Budget Reserve $1

General Fund $2

Other -

Institute of Social and Economic Research 
University of Alaska Anchorage

State Land— North Slope 2021+

State Land— Other Locations 

State Land — Heavy Oil 

Federal NPRA 

Federal OCS 

Federal ANWR

Oil and the Alaska Economy
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W h a t  i s  M y  A n n u a l  S h a r e ?



W e a l t h  P r e s e r v a t i o n  S t r a t e g y :  

I m p l e m e n t a t i o n  =  S p e n d i n g  C a p

A n n u a l  S h a r e $ 7 , 2 0 0

X  P o p u l a t i o n 7 0 0 , 0 0 0

=  P e t r o l e u m $ 5 . 0  B i l l i o n

W e a l t h

S p e n d i n g  C a p

Institute of Social and Economic Research
University of Alaska Anchorage

Oil and the Alaska Economy
Understanding Alaska

| Understanding Alaska:
Special Economic Studies
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W e a l t h  P r e s e r v a t i o n  S t r a t e g y :

T h e  L o n g  V i e w



5 ?

Institute of Social and Economic Research 
University of Alaska Anchorage Oil and the Alaska Economy

Understanding Alaska

Understanding Alaska
Special Economic Studies



A l a s k a ’s  P e t r o l e u m  I n d u s t r y :

S u s t a i n a b l e - ------

I f  W e  T a k e  A c t i o n .

by
Scott Goldsmith

Institute of Social and Economic Research
University of Alaska Anchorage

A la s k a  H o u s e  F in a n c e  C o m m i t t e e

In v i te d  P r e s e n t a t io n
March 17, 2011
Juneau, Alaska

Institute of Social and Economic Research
University of Alaska Anchorage



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

H O U S E  F I N A N C E  C O M M I T T E E  

A g e n d a  

8 : 0 0  a m

F r i d a y ,  M a r c h  1 8 ,  2 0 1 1

H B  1 1 0 - P R O D U C T I O N  T A X  O N  O I L  A N D  G A S

Presentation by Alyeska Pipeline Co.
Admiral Tom Barrett, Alyeska Pipeline Co., CEO

Available for Questions:
Pat McDevitt, Low Flow Study Project Manager, Alyeska Pipeline Co.
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P.O Box 196660 A N CH O RAG E, A LA S K A  99519 TE LE P H O N E  (907) 787-8700

T E S T IM O N Y  O F  T O M  B A R R E T T ,  P R E S I D E N T  
A L Y E S K A  P I P E L IN E  S E R V I C E  C O M P A N Y  

O N  D E C L IN IN G  T H R O U G H P U T  
H O U S E  F IN A N C E  C O M M IT T E E  

M A R C H  1 8 ,  2 0 1 1

G o o d  m o rn in g .  M y n a m e  is T o m  B ar re t t ,  a n d  I a m  P r e s i d e n t  o f  
A ly e s k a  P ip e l in e  S e r v i c e  C o m p a n y .  I h a v e  b e e n  a s k e d  to  s p e a k  
t o d a y  a b o u t  t h e  i m p a c t s  o f  d e c l in in g  c r u d e  oil o n  t h e  T r a n s  A la s k a  
P ip e l in e  S y s t e m .  T h a n k  y o u  fo r  h a v in g  m e .

M y e x p e r i e n c e  in c lu d e s  15  y e a r s  in A la s k a ,  s e r v in g  in p o s i t io n s  
in c lu d in g  C o m m a n d e r  o f  C o a s t  G u a r d  1 7 th D is tric t o p e r a t i o n s  in 
A la s k a .  I p r e v io u s ly  s e r v e d  a s  d e p u t y  f e d e r a l  c o o r d in a to r  fo r  t h e  
A l a s k a  N a tu ra l  G a s  T r a n s p o r t a t i o n  P r o j e c t s  a n d  w o r k e d  a s  a  
r e g u la to r ,  b o th  a s  D e p u ty  S e c r e t a r y  o f  t h e  U n ite d  S t a t e s  D e p a r t m e n t  
o f  T r a n s p o r t a t i o n  in W a s h i n g t o n ,  a n d  a l s o  a s  t h e  f irs t  A d m in is t r a to r  o f  
t h e  U .S .  P ip e l in e  a n d  H a z a r d o u s  M a te r ia ls  S a f e t y  A d m in is t r a t io n .  My 
w ife  S h e i l a  a n d  I h a v e  lived in A la s k a  fo r  1 5  y e a r s .  W e  h a v e  fo u r  
g ro w n  c h i ld re n .  O n e  is a  U n iv e rs i ty  o f  A la s k a  F a i r b a n k s  g r a d u a t e  a n d  
o n e  l ives  in A n c h o r a g e  a n d  w o r k s  fo r  U n iv e rs i ty  o f  A la s k a .  A la s k a  is 
h o m e  to  m y  fam ily  a n d  A ly e s k a  a n d  T A P S  a r e  im p o r ta n t  to  m e  
p e r s o n a l ly ,  a n d  to  o u r  s t a t e  a n d  to  o u r  n a t io n .  I a m  h e r e  t o d a y  
r e p r e s e n t i n g  A ly e s k a  a n d  t h e  e m p l o y e e s  a n d  c o n t r a c t o r s  t h a t  o p e r a t e  
a n d  m a in ta in  T A P S .

S i n c e  jo in in g  A ly e s k a  o n  J a n u a r y  1st, m a n y  p e o p l e  h a v e  a s k e d  m e ,  a t  
w h a t  p o in t  will t h e  d e c l in in g  flow  o f  c r u d e  oil in o u r  p ip e l in e  b e c o m e  a  
p r o b l e m ?

M y r e s p o n s e  is s im p le :  W e  H A V E a  p ro b le m  n o w .

Alueska pipeline
W  I I  SERVICE COMPANY

o
T h is  is n o t  f a c in g  u s  d o w n  th e  ro a d .  T h is  is n o t  th e o r e t i c a l .  T h is  is a n  
i s s u e  w e  c o n f r o n t  to d a y .  W ith o u t  i n c r e a s e d  t h r o u g h p u t  in o u r



p ip e l in e ,  c h a l l e n g e s  will o n ly  i n c r e a s e  a s  t im e  p a s s e s .  T h e  
c h a l l e n g e s  r e l a t e d  to  d e c l in in g  flow  w e r e  m a d e  a b u n d a n t l y  c l e a r  
d u r in g  a n  u n s c h e d u l e d  w in te r  s h u t d o w n  w e  e x p e r i e n c e d  in J a n u a r y .  I 
will ta lk  m o r e  a b o u t  t h a t  to d a y .  T h a t  e v e n t  w a s  a  w a k e - u p  call fo r  
A ly e s k a  a n d  it s h o u ld  b e  fo r  all A l a s k a n s .

S t o p p i n g  o u r  s t e a d y  d e c l in e  a n d  i n c r e a s in g  t h r o u g h p u t  in t h e  T r a n s  
A l a s k a  P ip e l in e  S y s t e m  is a n  u r g e n t  c o n c e r n  fo r  e v e r y o n e  w h o  w o r k s  
o n  T A P S  a n d  fo r  o u r  s t a t e .

T A P S  w a s  d e s i g n e d  a s  a  w a rm -o i l  p ip e l in e .  A t its p e a k  t h r o u g h p u t  in 
t h e  la te  1 9 8 0 s ,  w e  w e r e  m o v in g  a b o u t  2 .1  million b a r r e l s  o f  oil d a y .

S i n c e  1 9 8 9 ,  w e  h a v e  e x p e r i e n c e d  a  s t e a d y  d e c l i n e  in c r u d e  c o m in g  
off o f  t h e  N o rth  S l o p e  -  a b o u t  5  to  6  p e r c e n t  a  y e a r  in t h e  p a s t  5 
y e a r s .

T o d a y ,  o u r  a v e r a g e  th r o u g h p u t  is ty p ica l ly  a b o u t  6 4 0 ,0 0 0  b a r r e l s  a  
d a y .  W e  e x p e c t  a n  a n n u a l  d e c l in e  o f  b e t w e e n  5  a n d  6  p e r c e n t  to  
c o n t in u e .  A t o n e  t im e ,  a c c o r d in g  to  E n e r g y  In fo rm a tio n  A d m in is t r a t io n  
d a t a ,  T A P S  d e l iv e r e d  a b o u t  2 5  p e r c e n t  o f  o u r  n a t i o n ’s  d o m e s t i c  c r u d e  
oil s u p p ly .  A c c o r d in g  to  t h e  E n e r g y  In fo rm a t io n  A d m in is t ra t io n ,  fo r  
2 0 1 0  T A P S  d e l iv e r e d  a b o u t  1 2 .4  p e r c e n t  o f  o u r  n a t i o n ’s  oil 
p r o d u c t io n .

In 2 0 0 7 ,  w e  l a u n c h e d  a  $ 1 0  million s t u d y  to  e x a m i n e  d e c l in in g  flow  
o n  T A P S .  O u r  g o a l  w a s  to  e v a l u a t e  t h e  p o te n t ia l  im p l ic a t io n s  o f  t h e  
f u tu r e  o p e r a t i o n  o f  T A P S  a t  t h r o u g h p u t s  a n d  oil t e m p e r a t u r e s  
c o n s i d e r a b l y  lo w e r  t h a n  t h o s e  a s s u m e d  fo r  o r ig in a l  p ip e l in e  d e s ig n .

T h e  s c o p e  o f  t h e  s t u d y  in c lu d e d  e x a m i n in g  w a t e r  a c c u m u la t io n  in t h e  
line  u n d e r  lo w -v e lo c i ty  c o n d i t io n s ;  lo o k in g  a t  p o te n t ia l  fo r  i n c r e a s e d  
c o r r o s io n  d u e  to  d e c l in in g  flow; a s s e s s i n g  t h e  p o te n t ia l  fo r  ic e  
fo r m a t io n  in t h e  p ip e l in e  in w in te r ;  e x a m i n in g  i n c r e a s e d  w a x  d e p o s i t s  
in t h e  p ip e l in e ,  in c r u d e  t a n k s  a n d  in f ro n t  o f  p ig s ;  e v a lu a t in g  p o te n t ia l  
g e o t e c h n i c a l  i m p a c t s  to  t h e  p ip e l in e  d u e  to  f r e e z e - t h a w  c o n d i t io n s  
i n c r e a s in g ;  c o n s i d e r i n g  im p a c t s  to  o p e r a t i n g  p ig s  d u e  to  w a x  a n d  ic e  
fo rm in g ;  a n d  finally, r e s e a r c h i n g  w a t e r  a c c u m u l a t i o n  a n d  ice  
fo r m a t io n  a t  low -ly ing  p o in ts  o f  t h e  p ip e l in e  d u r in g  e m e r g e n c y  w in te r  
s h u t d o w n  c o n d i t io n s .



W h e n  w e  s t a r t e d  o u r  low  flow  s t u d y  in 2 0 0 7 ,  t h e  D e p a r t m e n t  o f  
R e v e n u e  h a d  p r o j e c t e d  t h e  2 0 1 1  t h r o u g h p u t  to  b e  6 7 6 ,0 0 0  b a r r e l s  
p e r  d a y .  W e  a r e  a l r e a d y  b e h in d  t h a t  p ro je c t io n .

T h e  m o s t  low  flow  p r e s s i n g  i s s u e  f a c in g  u s  is t h e  t e m p e r a t u r e  o f  t h e  
oil in t h e  p ip e l in e .  T h is  is a  fu n c t io n  o f  f low  ra te ,  v e lo c i ty  a n d  t im e . 
T e m p e r a t u r e  o f  t h e  oil c o n t i n u e s  to  d r o p  a s  t h r o u g h p u t  c o n t i n u e s  to  
d e c l in e .  A  p r o lo n g e d  w in te r  s h u t d o w n  is a  c o n t in u in g  s e r i o u s  r isk  fo r  
T A P S  d u e  to  t h e s e  c o l d e r  c r u d e  t e m p e r a t u r e s .

In 1 9 8 9 ,  w ith  t h r o u g h p u t  p e a k in g  a t  2.1 million b a r r e l s  a  d a y ,  it to o k  
oil a p p r o x im a te ly  4  a n d  a  h a lf  d a y s  to  m o v e  f ro m  P u m p  S ta t io n  1 to  
t h e  te rm in a l .  T o d a y ,  e a c h  b a r re l  t a k e s  a p p r o x im a te ly  1 4  d a y s  to  
r e a c h  o u r  t e rm in a l  in V a ld e z .  A t 5 0 0 ,0 0 0  b a r r e l s  p e r  d a y ,  it will t a k e  
t h e  oil 1 8  d a y s  to  t r a v e l  t h e  p ip e l in e .  A t 3 0 0 ,0 0 0  b a r r e l s  p e r  d a y ,  it will 
t a k e  a  m o n th .  T h a t  is a  s t e a d y  i n c r e a s e  in risk.

D u r in g  a  w in te r  s h u t d o w n ,  w a t e r  c a n  s e t t l e  a n d  tu rn  to  ice , c r e a t in g  
c o n d i t io n s  t h a t  c o u ld  b lo c k  o r  d a m a g e  v a lv e s ,  p u m p s ,  a n d  o t h e r  
s e n s i t i v e  e q u i p m e n t ,  p o te n t ia l ly  c a u s i n g  a n  e x t e n d e d  in te r ru p t io n  to  
o u r  o p e r a t io n .

J u s t  to  o f fe r  y o u  a  s n a p s h o t  o f  w h a t  t h a t  w o u ld  m e a n  to  A la s k a :  
W i th o u t  T A P S  ru n n in g ,  t h e  r e f in e r ie s  in N o rth  P o le  a n d  V a ld e z  c a n ’t 
o p e r a t e .  T h a t  d ire c t ly  c u t s  o u r  s t a t e ’s  s u p p ly  o f  j e t  fue l  a n d  t h e  
h e a t i n g  fue l t h a t  is s o  e s s e n t i a l  to  m a n y  o f  o u r  ru ra l  c o m m u n i t i e s .  
W h e n  t h e  p ip e l in e  is s h u t  d o w n ,  w e  a s k  p r o d u c e r s  o n  t h e  N o rth  S l o p e  
to  s c a l e  b a c k  o p e r a t i o n s .  In w in te r ,  th i s  c o u ld  m e a n  t h e y  s h u t  in w e l ls  
t h a t  c a n n o t  r e c o v e r .  T h e  b o t to m  line  is, a n y  s ig n i f ic a n t  im p a c t  to  
p ip e l in e  o p e r a t i o n s  is a  d i re c t  hit to  A la s k a .  N o  o n e  k n o w s  th is  b e t t e r  
t h a n  t h e  L e g is la tu re ,  w h e r e  y o u  s e e  t h e  s ig n i f i c a n c e  o f  o u r  p ip e l in e  to  
t h e  s t a t e  r e v e n u e  s t r e a m .

M a n y  o f  y o u  a r e  fa m il ia r  w ith  e v e n t s  w e  f a c e d  in J a n u a r y  t h a t  led  to  
a n  e x t e n d e d  s h u t d o w n .  D u rin g  J a n u a r y ,  t h e  p ip e l in e  w a s  s h u t d o w n  
fo r  a  c o m b i n e d  1 4 8  h o u r s .

It s t a r t e d  o n  J a n u a r y  8 th, w h e n  a n  e m p l o y e e  o n  ro u t in e  r o u n d s  a t  
P u m p  S ta t io n  1 d i s c o v e r e d  a  l e a k  in o u r  b o o s t e r  p u m p  b u ild ing . T h is



l e a k  w a s  c o n t a i n e d  in o u r  b u ild ing . T h r o u g h o u t  t h e  in c id e n t  r e c o v e ry ,  
w e  r e c o r d e d  n o  s ig n i f ic a n t  in ju r ie s  o r  a d v e r s e  im p a c t s  to  t h e  
e n v i r o n m e n t .

B u t  w e  d id  h a v e  a  le a k .  W e  n e e d e d  to  fix it rap id ly . O u r  e m p l o y e e s  
a n d  c o n t r a c t o r s  p u t  in a n  e x t r a o r d in a r y  effort, d e s ig n i n g  a n d  
e n g i n e e r i n g  b y p a s s  p ip in g  to  c i r c u m v e n t  t h e  le a k  s i t e  a n d  a l lo w  u s  to  
r e s t a r t .

W h i le  th is  w o rk  w a s  g o in g  o n , d e c l in in g  t h r o u g h o u t  w a s  o n  
e v e r y o n e ’s  m in d s  a n d  w a s  t h e  c e n t e r  o f  m a n y  c o n v e r s a t i o n s  a n d  t h e  
d r iv e r  o f  m a n y  d e c i s i o n s .  I th in k  it’s  fa ir  to  s a y  t h a t  a l th o u g h  lo w e r  
t h r o u g h p u t  h a s  g r e a t ly  i m p a c t e d  o u r  o p e r a t i o n s  fo r  s e v e r a l  y e a r s ,  it 
h a d  n e v e r  b e e n  a s  p r e s s i n g  a n d  critical a  f a c to r  a s  it w a s  d u r in g  th is  
J a n u a r y  e v e n t .

C a re fu l ly  w e ig h in g  t h e  r isk s , w e  d e c i d e d  t h e  m o s t  p r u d e n t  c o u r s e  of 
a c t io n  w a s  to  d o  a n  in te r im  r e s t a r t  o f  t h e  line  e v e n  t h o u g h  oil w o u ld  
c o n t i n u e  le a k in g  in to  t h e  c o n t a i n m e n t  b a s in  a t  P u m p  S ta t io n  1.

T h is  w a s  d r iv e n  b y  d r o p p in g  oil t e m p e r a t u r e s  a n d  b y  i s s u e s  r e l a t e d  to  
ic e  a n d  w a x  in t h e  line a n d  t h e  f a c t  w e  h a d  s c r a p e r  p ig s  in t h e  line 
t h a t  w e  n e e d e d  to  r e m o v e  o r  c a p tu r e .

It w o u ld  h a v e  b e e n  a  f a r  g r e a t e r  r isk  to  r e m a in  s h u t  d o w n .

R e s t a r t i n g  h e l p e d  w a r m  t h e  oil w h ile  t h e  P u m p  S ta t io n  1 b y p a s s  w a s  
f a b r i c a t e d  a n d  a s s e m b l e d  a n d  a l lo w e d  u s  to  m o v e  t h e  pig  t h a t  w a s  
u p s t r e a m  o f  P u m p  S ta t io n  8  in to  a  p ig  t r a p  line  a t  t h a t  p u m p  s ta t io n .  
M o v in g  t h a t  p ig  off t h e  m a in l in e  w a s  critical. W e  w e r e  c o n c e r n e d  
a b o u t  w h a t  w o u ld  h a p p e n  if t h a t  pig  c a m e  u p  a g a i n s t  c o n c e n t r a t i o n s  
o f  w a x  a n d  ice .  W ith o u t  in te rv e n t io n ,  t h a t  pig c o u ld  h a v e  p u s h e d  t h e  
ic e  a n d  w a x  in to  e q u i p m e n t  a n d  d i s a b l e d  t h e  line. F o r  e x a m p l e ,  if ice  
d a m a g e d  o u r  m a in l in e  p u m p s ,  w e  w o u ld  risk  s h u t t in g  d o w n  t h e  
p ip e l in e  fo r  w e e k s  o r  m o n th s .

W h e n  w e  w e r e  fully p r e p a r e d  to  p u t  t h e  b y p a s s  p ip in g  in a t  P u m p  
S ta t i o n  1, w e  s h u t  d o w n  a g a in  a n d  g o t  t h e  j o b  d o n e  q u ick ly  a n d  
s a f e ly .



D u rin g  t h e  J a n u a r y  e v e n t ,  t h e  c r u d e  oil in t h e  m a jo r i ty  o f  t h e  p ip e l in e  
w a s  b e t w e e n  2 9  a n d  4 0  d e g r e e s  F a h r e n h e i t .  A b o u t  1 0 0  m ile s  o f  t h e  
p ip e l in e ,  lo c a t e d  in in te r io r  A la s k a ,  c o o le d  to  m in im u m s  b e t w e e n  2 9  
a n d  3 0  d e g r e e s  F a h r e n h e i t .

A f te r  r e s t a r t in g  t h e  line  a n d  r e s to r in g  o p e r a t i o n s ,  w e  ra n  s p e c ia l ly  
d e s i g n e d  p ig s  th r o u g h  t h e  line to  r e d u c e  t h e  risk o f  d a m a g e  f ro m  o u r  
s t a n d a r d  h a r d  pig . E v e n  to d a y ,  w e  r e m a in  in a n  a l t e r n a t iv e  p ig g in g  
m o d e  a s  a  r e s u l t  o f  r e c o v e r in g  f ro m  t h e  J a n u a r y  s h u t d o w n s .

T h e  m a in  f a c to r  in m a n y  d e c i s i o n s  m a d e  in r e s p o n d i n g  to  t h e  P u m p  
S ta t io n  1 e v e n t  w a s  c r u d e  t e m p e r a t u r e .  T h e r e  a r e  o t h e r  s e r i o u s  r isk s  
a s s o c i a t e d  w ith  d e c l in in g  th r o u g h p u t .

S o m e  o f  t h e s e  r isk s  a r e  a s s o c i a t e d  w ith  w h a t  h a p p e n s  w ith  t h e  w a t e r  
in c r u d e  oil in d e c l in in g -f lo w  c o n d i t io n s  -  in c lu d in g  d u r in g  f low ing  
o p e r a t i o n s  a n d  w in te r  s h u t d o w n s .

F o r  c u r r e n t  t h r o u g h p u t s  o f  ro u g h ly  6 4 0 ,0 0 0  b a r r e l s  a  d a y ,  w a t e r  
ty p ic a l ly  t r a v e l s  a lo n g  in t h e  c r u d e  in s m a l l  d r o p le t s .  O n c e  t h r o u g h p u t  
d r o p s  b e lo w  5 0 0 ,0 0 0  b a r r e l s  a  d a y ,  t h e  w a t e r  is e x p e c t e d  to  s e p a r a t e  
o u t  in a  f lo w in g  la y e r  a t  t h e  b o t to m  o f  t h e  p ip e .  T h is  will locally  
i n c r e a s e  w a t e r  c o n c e n t r a t i o n s ,  e s p e c i a l l y  a t  low -ly ing  p o in t s  o n  t h e  
p ip e l in e ,  a n d  w h e r e  t h e  p ip e l in e  h a s  u p w a r d  s l o p e s .  A s s u m i n g  w e  
h a v e  a  6  p e r c e n t  d e c l i n e  a  y e a r ,  w e  w o u ld  d r o p  b e lo w  5 0 0 ,0 0 0  
b a r r e l s  p e r  d a y  s o m e t i m e  a r o u n d  2 0 1 5 .

A t lo w e r  t h r o u g h p u t s ,  w a t e r  t h a t  e n t e r s  T A P S  a t  P u m p  S ta t io n  1 c a n  
c o a l e s c e  a n d  d r o p  o u t ,  s e t t l in g  a t  t h e  b o t to m  o f  t h e  p ip e .  O n c e  w a t e r  
a c c u m u l a t e s  a t  a  low  po in t,  t h e  f o r c e  o f  g ra v i ty  m a y  e x c e e d  t h e  
m o t iv e  f o r c e  t h a t  m o v e s  t h e  oil. T h is  p r e v e n t s  it f ro m  b e in g  f lu s h e d  
th r o u g h  t h e  p ip e  d u r in g  n o rm a l  flow.

T h e  a c c u m u l a t e d  w a t e r  p r o v id e s  a n  e n v i r o n m e n t  fo r  c o r ro s io n .
D u r in g  a n  e x t e n d e d  T A P S  w in te r  s h u td o w n ,  o r  a t  low  flow  r a t e s ,  t h e  
lo c a t io n s  w ith  liquid h o ld -u p  m a y  f r e e z e  a n d  im p a c t  t h e  p ip e l in e ’s  
ab ility  to  r e s t a r t  o r  m a in ta in  flow. W a t e r  b u i ld u p  w ith in  T A P S  c o u ld  
a l s o  c r e a t e  c o n d i t io n s  c o n d u c i v e  to  ic e  fo r m a t io n  w ith in  t h e  f low ing  oil 
s t r e a m .  W e  w e r e  c o n c e r n e d  a b o u t  th is  r isk  d u r in g  o u r  J a n u a r y  
s h u t d o w n .



U n l e s s  t h e  oil is h e a t e d ,  t h e  t e m p e r a t u r e  o f  t h e  oil will b e g in  to  d ip  
b e lo w  t h e  f r e e z i n g  p o in t  o f  t h e  w a t e r  d u r in g  w in te r  m o n t h s  w h e n  f low  
r a t e s  d e c l i n e  b e lo w  r o u g h ly  5 5 0 ,0 0 0  b a r r e l s  a  d a y .  E n g i n e e r in g  
a n a l y s i s  in d i c a t e s  t h a t  f r e e z in g  o f  w a t e r  in t h e  oil d u r in g  f low ing  
c o n d i t io n s  is v e r y  likely a t  th is  p o in t.  T h e  o p e r a t i o n a l  im p a c t s  o f  th is  
c o u ld  in c lu d e  ic ing , w h ic h  c o u ld  d i s a b l e  c h e c k  v a lv e s ,  a n d  b u i ld u p  a t  
t e e s ,  b e n d s ,  a n d  in s id e  m a in l in e  v a lv e  b o d ie s .  T h e  ic e  c o u ld  d a m a g e  
re l ie f  v a lv e s ,  m a in l in e  p u m p s  o r  o t h e r  s e n s i t i v e  e q u ip m e n t .

W a x  -  a  c o m m o n  e n e m y  o f  c r u d e  oil p ip e l in e s  r e g a r d l e s s  o f  f low  
r a t e s  -  a l s o  b e c o m e s  a  g r e a t e r  p r o b le m  in d e c l in in g  f low  c o n d i t io n s .

C r u d e  oil i n c lu d e s  p a ra f f in s ,  a s p h a l t e n e s  a n d  o t h e r  n a tu ra l ly  
o c c u r r in g  s u b s t a n c e s  t h a t  t e n d  to  d r o p  o u t  o f  t h e  c r u d e  a s  
t e m p e r a t u r e  d r o p s .  H ig h  m o le c u la r  w e ig h t  p a ra ff in ,  o r  h a r d  w a x ,  is o f  
p a r t i c u la r  c o n c e r n  b e c a u s e  it c a n  build  u p  o n  t h e  p ip e  w a l ls ,  
p o te n t ia l ly  c r e a t i n g  a n  e n v i r o n m e n t  fo r  c o r r o s io n  to  o c c u r .  S o f t  w a x  
c a n  a l s o  p re c ip i t a t e  a n d  b e  d e p o s i t e d  o n  t h e  p ip e  wall, t r a n s f o r m in g  
in to  a  h a r d  w a x .

E x c e s s i v e  a c c u m u l a t i o n  o f  w a x  c a n  a l s o  c a u s e  p r e s s u r e  d i f fe re n t ia ls  
a lo n g  t h e  p ip e l in e ,  r e s u l t in g  in l e s s  e f f ic ien t  oil m o v e m e n t .  W a x  
d e p o s i t i o n  will c o n t in u e  e v e n  if t h e  c r u d e  oil is  h e a t e d  in t h e  fu tu re .

A n o t h e r  p o te n t ia l  o p e r a t io n a l  i s s u e  a s s o c i a t e d  w ith  d e c l in in g  flow  
r a t e s  a r e  f r o s t  h e a v e s .  A n d  b y  t h e  t im e  f ro s t  h e a v e s  b e c o m e  a n  
i s s u e ,  w e  w o u ld  a l r e a d y  b e  d e a l i n g  w ith  m u lt ip le  o t h e r  d e c l in in g  
t h r o u g h p u t  c h a l l e n g e s ,  n o t  j u s t  d u r in g  a  w in te r  s h u td o w n ,  b u t  a l s o  
d u r in g  f low ing  c o n d i t io n s .

T A P S  w a s  d e s i g n e d  a s  a  w a r m  oil p ip e l in e  a n d  b u r ie d  in t h a w e d  a n d  
f r o z e n  so il. In a r e a s  w h e r e  t h e  w a r m  p ip e l in e  c a u s e d  m e l t in g  t h a t  
w o u ld  r e s u l t  in e x c e s s i v e  s e t t l e m e n t ,  t h e  p ip e  w a s  in s u la te d ,  e l e v a t e d  
a b o v e  g r o u n d ,  a n d  s u p p o r t e d  to  k e e p  t h e  p e r m a f r o s t  f r o z e n .

W ith  d e c l in in g  T A P S  th r o u g h p u t ,  a n d  a s s o c i a t e d  d e c l in in g  
t e m p e r a t u r e ,  t h e  t h a w  b u lb  t h a t  c u r r e n t ly  s u r r o u n d s  t h e  b u r ie d  h o t  
p ip e  m a y  s h r in k .  S h o u l d  th is  o c c u r ,  if t h e  c r u d e  oil t e m p e r a t u r e  c o o l s  
b e lo w  f r e e z in g  in a n  u n d e r g r o u n d  s e g m e n t  o f  t h e  p ip e ,  t h e  t h a w  b u lb



m a y  r e f r e e z e  a n d  fo rm  ic e  l e n s e s .  E v e n tu a l ly ,  th is  c o u ld  r e s u l t  in f ro s t  
h e a v e s  a n d  i m p o s e  s t r a in  o n  t h e  p ip e l in e  b e y o n d  its d e s i g n  limits.

A s s u m i n g  w e  d o  n o th in g  to  i n t e r v e n e  a n d  fu r th e r  h e a t  t h e  c r u d e  oil, 
w e  a n t i c ip a t e  t h r o u g h  e n g i n e e r i n g  a n a l y s i s  t h a t  T A P S  w o u ld  f a c e  
p o te n t ia l  fo r  f r o s t  h e a v e s  b e t w e e n  3 0 0 ,0 0 0  a n d  3 5 0 ,0 0 0  b a r r e l s  a  
d a y .  T h e s e  f r o s t  h e a v e s  c o u ld  o v e r s t r e s s  t h e  p ip e .

W e  a r e  c u r r e n t ly  ta k in g  m u ltip le  a c t i o n s  to  r e s p o n d  to  d e c l in in g  
t h r o u g h p u t .

W e  a r e  c o n s t a n t l y  m o n i to r in g  a n d  a d ju s t in g  o u r  p ig g in g  p r o g r a m .

W e  h a v e  i n c r e a s e d  o u r  u s e  o f  c l e a n in g  p ig s  to  m in im iz e  t h e  p o te n t ia l  
im p a c t  o f  w a x  a c c u m u la t io n  o n  oil m o v e m e n t  a n d  p ip e l in e  in teg rity . 
T h e  v o lu m e  o f  w a x  t h a t  c a n  b e  r e m o v e d  by  a  ty p ica l  c l e a n in g  pig  run  
will c o n t i n u e  to  b e  a n  o p e r a t io n a l  a n d  w a s t e  d i s p o s a l  i s s u e .  W a x  
b u i ld -u p  c a n  c a u s e  f a i lu re s  in t h e  s e n s o r s  o n  o u r  i n s t r u m e n t  p ig s  t h a t  
t a k e  im p o r ta n t  p ip e  m e a s u r e m e n t s .

A s  n o t e d  e a r l ie r ,  w e  a d j u s t e d  o u r  p ig g in g  a f t e r  t h e  J a n u a r y  s h u td o w n .

W e  e x p e c t  p ig g in g  to  c o n t in u e  to  c h a l l e n g e  u s  a s  w e  m o v e  in to  t h e  
f u tu r e  a n d  m a n a g e  o u r  w a y  t h r o u g h  fu r th e r  d e c l in in g  th r o u g h p u t .

B e c a u s e  o f  t h e  s t u d y  I m e n t i o n e d  e a r l i e r  to  look  a t  t h e  im p a c t s  o f  
d e c l in in g  flow, w e ’re  lo o k ing  a t  v a r io u s  w a y s  to  a d d  h e a t  to  t h e  line.

T h is  w o rk  c o u ld  in c lu d e  in s ta ll ing  oil h e a t i n g  u n i ts  a t  s t r a t e g i c  
lo c a t io n s  to  m a in ta in  o p e r a t io n a l  c r u d e  oil t e m p e r a t u r e s .  It c o u ld  a l s o  
in c lu d e  a d d i n g  in s u la t io n  to  t h e  p ip e  a t  s o m e  o f  t h e  s i t e s  t h a t  a r e  
k n o w n  to  b e  t h e  c o ld e s t ,  u p s t r e a m  of N orth  P o le .  T h is  c o u ld  a s s i s t  in 
m in im iz in g  t h e  o p e r a t i o n s  of h e a t e r s .  It is  a l s o  v e ry  likely t h a t  w e  will 
u s e  s o m e  o f  o u r  offline  p u m p  s t a t i o n s  d u r in g  w in te r  o p e r a t i o n s  to  
r e c y c le  c r u d e  oil to  k e e p  t h e  t e m p e r a t u r e s  u p .  A dd itiona lly , w e  n e e d  
to  a n a l y z e  t h e  c a p a b i l i t i e s  of o u r  in s t r u m e n t  p ig s  a t  d e c l in in g  
t h r o u g h p u t  v o l u m e s .

T h e s e  m e a s u r e s  a r e  n o t  q u ick , t h e y  a r e  n o t  c h e a p ,  a n d  t h e y  in v o lv e  
c o m p le x  s o lu t i o n s  to  a  c o m p le x  p ro b le m .



T h e  s l id e  t h a t  y o u  s e e  n o w  s h o w s  t h e  d e c l i n e  o f  c r u d e  oil in T A P S  
t h a t  w e ’v e  e x p e r i e n c e d ,  a n d  t h e  f u r th e r  d e c l i n e  t h a t  w e  e x p e c t .  T h is  
re a l i ty  is v e r y  t ro u b l in g  to  m e  a s  it s h o u ld  b e  to  y o u .

T A P S  is e n o r m o u s l y  im p o r ta n t  to  o u r  s t a t e .  Y o u  all k n o w  th is .  Y o u ’v e  
s e e n  t h e  n u m b e r s  a n d  u n d e r s t a n d  t h a t  th is  p ip e l in e  d e l iv e r s  t h e  bu lk  
o f  t h e  s t a t e ’s  o p e r a t in g  b u d g e t .  W e  c a n ’t a f fo rd  to  c o m p r o m i s e  
A l a s k a ’s  oil t r a n s p o r t a t i o n  s y s t e m .

A s  y o u  all a r e  s h a p i n g  policy, I h o p e  y o u  s h a r e  t h e  s a m e  u r g e n c y  th a t  
I fe e l .

D u r in g  t h e  J a n u a r y  r e s p o n s e  a t  P u m p  S ta t io n  1, w e  f o u n d  o u r s e l v e s  
in n e w  te rr i to ry ,  tru ly  d r iv e n  b y  t h e  v e r y  re a l  r isk s  o f  a  c o l d - w e a t h e r  
s h u t d o w n  in t h e  f a c e  o f  d e c l in in g  th r o u g h p u t .  W e  k n e w  it w a s n ’t j u s t  
T A P S  th a t  w a s  t h r e a t e n e d ,  b u t  N o rth  S l o p e  o p e r a t i o n s  a n d  A l a s k a ’s  
e c o n o m y .

T h e  w o rk  w e  d id  w o u ld  n o rm a l ly  t a k e  m o n t h s  to  p la n  t h e  p ro je c t ,  
o b ta in  m a te r i a l s ,  c o m p l e t e  r e q u i r e d  p e rm it t in g ,  in form  s t a k e h o l d e r s ,  
a n d  u lt im a te ly ,  e x e c u t e  t h e  w o rk . W e  d id  it in d a y s .  W e  felt 
t r e m e n d o u s  u r g e n c y  to  g e t  t h e  line  b a c k  up .

All to ld , o u r  r e s p o n s e  w a s  a n  e x t r a o r d in a r y  effort.  It in v o lv ed  
h u n d r e d s  o f  p e o p l e  -  A ly e s k a  e m p l o y e e s ,  c o n t r a c to r s ,  a n d  s t a t e  a n d  
f e d e r a l  r e g u la to r s .  A n d  I e s p e c i a l l y  a p p r e c i a t e d  t h e  p r e s e n c e  o f  
C o m m i s s i o n e r s  H art ig  a n d  S u ll iv an ,  w h o  w e r e  o n s i t e  in F a i r b a n k s  
h e lp in g  u s  m a n a g e  th is  e v e n t .

A t t h e  e n d  o f  t h e  d a y ,  o u r  b o t to m  line  is s im p le :  W e  n e e d  m o r e  oil in 
o u r  p ip e l in e .  A n d  a s  t h e  T A P S  o p e r a t o r ,  I w o u ld  h o p e  t h e  L e g is la tu r e  
w o u ld  a t t a c h  t h e  s a m e  u r g e n c y  to  th is  i s s u e  th a t  A ly e s k a  a n d  
c o n t r a c t  e m p l o y e e s  a t t a c h e d  to  r e s to r in g  s e r v i c e  in J a n u a r y .

W e  n e e d  y o u r  h e lp .  T A P S  viability  d e p e n d s  o n  political will fo r  A la s k a  
oil d e v e l o p m e n t .  W e  n e e d  y o u r  s u p p o r t  fo r  in c r e a s in g  s a f e  a n d  
r e s p o n s i b l e  p ro d u c t io n  in A la s k a .  It is u r g e n t  a n d  it is critical.

I’d b e  h a p p y  to  t a k e  q u e s t i o n s  a t  th is  t im e .  T h a n k  y o u .



•  O  3 | 0 | | |

D e c l i n i n g  T h r o u g h p u t  o n  

t h e  T r a n s  A l a s k a  P i p e l i n e  S y s t e m

Alaska House Finance Committee / March 18, 2011
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Alueska pipeline

I I  SERVICE COMPANY

T e c h n i c a l  c h a l l e n g e s

T A P S  is f a c in g  s ig n i f ic a n t  t e c h n ic a l  c h a l le n g e s  a s s o c ia t e d  
w ith  d e c l in in g  th r o u g h p u t ,  in c lu d in g :

• D e c l in in g  t e m p e r a t u r e s
• W a t e r  t r a n s p o r t  a n d  ic e  f o r m a t io n
• W a x  f o r m a t io n
• F r o s t  h e a v e s
• P ig g in g  c h a l le n g e s
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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  

H O U S E  F I N A N C E  C O M M I T T E E  

A g e n d a  

1 : 3 0  P M

T h u r s d a y ,  M a r c h  1 7 ,  2 0 1 1

H B  1 1 0 - P R O D U C T I O N  T A X  O N  O I L  A N D  G A S

P r e s e n ta t io n  b y  I n s ti tu te  o f S o cial a n d  E c o n o m ic  

R e s e a rc h  U n iv e r s ity  o f A la s k a  

D r. S c o tt G o ld s m ith
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TESTIMONY OF JOE NUKAPIGAK TO THE HOUSE FINANCE 
COMMITTEE ON HOUSE BILL 110

March 21,2011

M y name is Joe Nukapigak. I am testifying as the former President and former 
Chairman o f the Board for Kuukpik Corporation. I was President o f  Kuukpik Corporation when 
the Alpine Oil Field was discovered and continued in that position through the design, permitting 
and most o f the construction o f the Alpine facilities. The Alpine facilities are partly built on land 
owned by Kuukpik Corporation.

Then I was Chairman o f the Board o f Kuukpik Corporation for much o f the past decade 
during completion o f A lpine and discovery and then development o f the first two satellites o f  the 
Alpine Oil Field. Those two satellite oil fields are Nanuq and Fiord. I have been involved in 
resource development, particularly in the oil and gas industry for more than 20 years. I am also 
President o f  Nanuq, Inc., a wholly owned civil construction subsidiary o f  Kuukpik Corporation.

A lm ost all o f  the residents o f Nuiqsut are Kuukpik shareholders, are spouses o f  
shareholders, or are children o f  shareholders who w ill someday inherit their parent’s share o f  
Kuukpik stock. Our shareholders and their fam ilies pursue a subsistence lifestyle, but Kuukpik 
has always been in favor o f  balanced and environmentally responsible developm ent o f  the North 
Slope’s oil and gas resources.

Our subsistence lifestyle is the foundation o f  our Inupiat culture. M any o f  our 
shareholders work or have worked at different times for the oil companies or for oilfield  service 
companies. Those jobs provide the m oney to buy fuel and ammunition for us to pursue our 
subsistence lifestyle. Even more importantly, they pay for the boats and equipment that help us 
go whaling and the snowmachines that make it easier for us to travel during the winter months.

The profits from Nanuq, Kuukpik Drilling, LLC and Kuukpik’s other oil field  
service businesses help Kuukpik pay dividends to our shareholders and their fam ilies, to help 
support their subsistence lifestyle and culture.

For these reasons, a healthy oil industry in Alaska has always been important to Kuukpik.

M ost o f the oil and gas exploration on the North Slope over the past 10 years has been in 
NPR-A. ConocoPhillips has at least 3 satellite oil field which it wants to build in NPR-A. Those 
3 satellites are A lpine W est, Lookout, and Rendezvous. Permits for Alpine W est, also called  
CD-5, have delayed developm ent o f  these three satellite oil fields in NPR -A . Once those 
satellites are built, it w ill be more economical to develop oil fields further to the west, through 
use o f  existing pipelines, roads and potentially som e other facilities.

Testim ony o f  Joe Nukap igak to the House F inance Committee on House B i l l  110
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As we have traveled our traditional hunting lands in NPR-A over the last 10 years, we 
have seen the gas flares from a number of exploration wells besides those of the 3 satellite oil 
fields proposed by ConocoPhillips. We believe that discoveries have been made by several oil 
companies, but no projects have been built in NPR-A.

There has been no exploration in NPR-A for the last two winter exploration seasons.
Part of that is that there is no point in exploring in NPR-A if the industry is not allowed by 
federal agencies to actually build any facilities in NPR-A.

Permits for CD-5 are critical, but so is a reasonable and fair severance tax. Kuukpik and 
our families are seeing less oil field activity and fewer jobs across the North Slope. We believe 
that the causes are not just the economic downturn and the denial of the permit for CD-5. ACES 
in its present form is part of the problem.

Oil is not a renewable resource, so the State needs to get a fair share for oil produced 
within the State. But, the current ACES tax takes too great a share.

I believe that the current ACES tax is too high at higher oil prices. If we want to see 
onshore development in NPR-A, we need to reduce the share of profits that ACES takes away 
from the oil industry at higher oil prices. The oil companies have too much of the risk for new 
developments and not enough of the reward when prices are high.

We need to strike a balance that works for both the oil companies and for the State of
Alaska.

Thank you.
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L Y N D E N

Lynden Incorporated 
6400 South Airpark Place, Suite #1 

Anchorage, AK 99502 
(907) 245-1544 
Fax: (907) 245-1744

M a rc h  2 1 , 2011

Testim ony to House F inance Com m ittee  

M r .  C h a irm a n  and M em bers o f the Com m ittee:

M y  name is J im  Jansen. I am the C E O  o f the Lyn den  Com panies. I 

have lived in A laska  since 1970 . I have spent m y entire career helping  

to bu ild  an A laska  com pany that derives 7 0 % o f its business from  

transportation and construction, to, from  and w ithin  A laska.

A p pro x im ate ly  2 0 % o f L y n d e n ’s revenue and jobs are derived directly  

from  the A laska  Petroleum  industry, but most o f L y n d e n ’ s revenue and  

jobs are ind irectly  driven by the oil industry.

O u r  direct petroleum  related jobs and revenue have been flat to down  

since 2007  when A C E S  was passed. It is this dow nw ard trend, contrary  

to o il activity elsewhere in  the country and globally, that concerns me. 

W ith  oil prices over $100  per B B L ,  A laska  should be boom ing today, 
like the rest o f the oil provinces. Instead, we have falling production, 

less petroleum  related jobs and almost no exploratory drilling  or new 

development.

Th ere  is very little engineering or seismic activity in  A laska  today w hich  

is a strong indication that the oil industry is not planning to invest here. 

O th er than routine production d rillin g  and m aintenance there is very  

little being done to arrest the rap id ly  declining production o f oil.

It is this trend, and the rap id ly  declining flow in  the pipeline that 

troubles me most.

Y o u  do not need me to explain what happens to our state if  the flow o f  

N orth  Slope oil falls below the economic and physical capacity o f the 

pipeline.

F o r  anyone whose econom ic horizon is 5 years o r less, they should  

prom ote our current punitive tax policy. O n  the other hand, i f  we want 

an econom ic future for our state, for our ch ildren  and grandchildren,



A laska  m ust create a competitive investment climate, w hich means taxes 

that are com petitive w ith alternative locations. O il companies w ill not 

invest here w ith a total Governm ent take exceeding 8 0 %. Th ey  w ill 
invest where they get the best return  on the dollar.

H ow  long to you suppose Lyn den  w ould stay in  business i f  our prices 

were double our com petitors? H ow  long w ould you shop at your local 
superm arket, i f  its prices were not com petitive? Th e  oil com panies are 

no different. Th ey  w ill invest elsewhere i f  A laska  is not a competitive 

place to invest.

Ly n d e n  operates a fleet o f 6 H ercules a ircraft. O u r  oil activity in  

A laska  for these a ircra ft has fallen to alm ost zero. W e now have 1 

a ircra ft operating in  Paupa New G uinea and are very close to placing  

another a ircra ft in  Peru. W e do not w ant to operate in  these d ifficu lt 

locations, but that is where the investm ent is taking place and we have 

no choice but to w ork  there o r go out o f business. W e w ould m uch  

prefer to stay in  A laska , and keep the jobs and Ly n d e n ’ s investment 
here.

W e hear a lot about tax credits as an alternative to reducing production  

taxes. W h ile  helpful, as they reduce the down side risk, they do very  

little fo r the upside. Businesses invest for the upside. A C E S  has 

rem oved the upside, therefore there are no m eaningful investment plans 

on the draw ing boards.

W e  m ust also rem em ber that there is a substantial lead tim e required  

for new investment. I f  we wait to see w hat happens w ith A C E S ,  the 

results m ay be devastating before we have time to fix the tax system.

A laska  must regain its reputation as a fa ir and com m ercially  viable  

place to invest. Fa ilu re  to do so w ill unnecessarily result in economic 

ru in  fo r our great state.

T h a n k  you for this opportunity to speak today and I urge you to pass a 

com petitive tax b ill this legislative session.

J im  Jansen  

C E O
Ly n d e n  Inc.



Thom Leonard
Communications Manager
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301 Calista Court, Suite A
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http://www.calistacorp.com
mailto:tleonard@calistacorp.com


CAL1STA CORPORATION
w w w . c a R s t a c o r p . c o m

March 21, 2011

Dear Committee members:

Calista Corporation supports a more competitive environment for Alaska’s oil and gas exploration and 
development. We support legislation encouraging the increase in oil production on the North Slope.

Development of Alaska’s resources should be considered a long term investment of long term projects. 
A more balanced long term strategy could benefit Alaska and the nation in many ways, from the 
potential of a more consistent oil and gas supply, to steady employment for hundreds of Alaskans.

The current tax structure, “ACES,” can be improved. CNBC’s report last summer placed Alaska as the 
worst state in which to conduct business in the nation. The survey determined Alaska was ranked last 
for the fourth year in a row.

Additionally, higher well credits can help encourage new and existing field development. Alaska has a
O  strong history of exploration, and the state laws and regulations need to better support continued 

exploration and business development in Alaska. The jobs oil and gas provides for our Shareholders 
enables them to work rotational schedules and still live a subsistence lifestyle.

Again, Calista supports utilizing our states natural resources in a safe and responsible way, while 
providing a more balanced business environment for the oil and gas industry. Calista thanks you for 
your time in this important matter.

Sincerely,

Calista Corporation

Andrew Guy 
President/CEO

301 Calista Court, Suite A, Anchorage, AK 99518
t: (907) 279-5516 ♦ f: (907) 272-5060 * calista@calistacorp.com

http://www.caRstacorp.com
mailto:calista@calistacorp.com


G ood A ftern o on ,

My name is Tom Maloney and I am a long term resident of South Anchorage. Currently, I am the 
Alaska Area Manager for CH2M HILL and the Board President of the Resource Development 
Council. I am pleased to have the opportunity to testify today. I very much appreciate all of your 
services to the State.

By way of background, my degrees are in Accounting and Finance and I am a CPA, CMA and CFP.
I am very concerned with the current state of the Alaska oil industry. Why, throughput in the 
Trans Alaska Pipeline System (TAPS) has been decreasing at an increased pace over the last 
several years. For example, in 2008 the production decline through TAPS was 18,000 barrels per 
day (bpd). The decline increased to 24,000 bpd in 2009 and 48,000 bpd in 2010. This is an 
alarming rate of decline that should serve as a wakeup call that without doing something 
different in the very near future, we will not have a North Slope oil industry. Just think, in the last 
twenty years, production rates are down around 70%.

Wayne Gretzky the Great One said, "You miss 100% of the shots that you don't take." The same 
is true with hydrocarbons. W ithout new investment, there is no drilling and without drilling 
Alaska gets no new production. W ithout new production, the only question is when will TAPS 
shut down? Companies involved in the oil industry know that production and related jobs are 
drying up in Alaska. The Department of Labor in January 2011 indicated that the oil and gas 
industry lost 1,000 jobs over the past year, or almost 8%. What can we do? DRILL.

How has drilling activity been over the last several years? The number of North Slope exploratory 
wells in 2007 was 18. This year there is 1, a decrease around 95%. Exploratory wells create a 
significant number of great high paying jobs. Attached is a drilling graphic that displays some of 
the types of jobs associated with drilling.

Fortunately for the residents o f Alaska including myself and my family, the two largest oil fields in 
North American history -  Prudhoe Bay and Kuparuk -  are located on State land. These two giant 
oil fields require a tremendous amount of new investment to minimize decline in production 
numbers. Unfortunately, the number of total North Slope development wells has also been 
decreasing over the past several years. For example, the number has fallen from 139 in 2007 to 
110 in 2010. The negative trend in drilling is resulting in a faster decline in production than most 
of us would care to see.

How does one stop the decline in drilling? There is only one answer and that is to DRILL, but first 

we must bring investment back to Alaska, in my view, it is difficult to see how the punitive tax 

structure of ACES will encourage the oil industry to ramp up drilling in Alaska -  when the 

government takes almost 80 cents of each additional dollar of profit earned at $90 oil.

Wall Street and other analysts have raised red flags about steadily declining oil production and its 

impact on the Trans-Alaska Pipeline System (TAPS), the lifeblood of Alaska's economy. The 

recent temporary shutdown of TAPS in January sent shock waves across the nation and gave 

Alaskans a preview of what the future may hold. A CNBC story by Scott Cohn used the shutdown 

to highlight the impact of declining throughput on TAPS, Alaska, and the nation.



The challenges of restarting the pipeline in extreme cold at reduced flow clearly foreshadow the 

line's future. Studies show that ice can form in the pipeline at a flow of 500,000 barrels a day or 

less, a threshold that may be breached within four years. While new investment in TAPS could 

help mitigate low-flow challenges, less oil in the line will hasten the day when the pipeline may 

be forced to shut down.

Analysts warn an accelerating TAPS throughput decline could lead to the premature shut-down of 

the pipeline, stranding billions of dollars in state royalty payments, which exceeded $2 billion in 

2010 alone. Remember, we only get royalties from State Lands when there is actual production.

In 2005, the State predicted TAPS production would average 832,000 barrels per day (bpd) in 

2010. Actual production was 644,000, 22% less than forecasted. In 2005, the State forecasted

762.000 bpd in 2015. Yet current production is 630,000 bpd and falling. Will we be less than

500.000 bpd in 2015, or can we take steps to reverse the steep decline? With oil accounting for 

almost 90% of the State Treasury, we are fast approaching a very steep cliff.

Tax policy must change in a way that reflects the important role drilling has in Alaska's economy. 

Investors take 100% of the risk to lease, explore and develop a resource. At high prices, 

government can take more than 80% of the income stream of a barrel of oil. What is the 

incentive for an investor to take risk? Would anyone in this room with their own real estate, 

stock, or other investments give the government almost all the upside while taking nearly all the 

downside?

How has the rapid decline in North Slope drilling activities affected a major employer like CH2M 

HILL? In Energy, CH2M HILL works primarily in engineering, construction, and operations and 

maintenance including drilling and well-support services.

Our engineering segment is headquartered at 949 E. 36th Street in Anchorage. We have seen a 

60% decrease in engineering and design staff. The primary driver of this lower activity is the lack 

of new production opportunities, including challenged or heavy oil. I might also add that the 

federal government has not been helping out Alaskan employment opportunities as it relates to 

the National Petroleum Reserve Alaska (NPRA) and the Outer Continental Shelf (OCS).

Construction, including NORCON, our Union Construction Company, has also seen decreased 

employment. For example, with the lower level of drilling opportunities, there is a decreased 

need for modular construction, well tie-ins and related installation work.

In our drilling and well-support work, we have seen a decrease in all areas, including drivers, 

mechanics, support services, etc.



The overall downturn in business affects us and other employers in multiple ways. For example, 

several years ago we hired as many as 38 interns. These were high paid jobs for Alaskans, 

including Alaskan high school students in drafting positions. This year we expect the number to 

be 7 interns, which will be a challenge for us quite frankly.

One area that really concerns me is that many years ago we use to talk about the Alaska brain 

drain and the fact that many of our best and brightest were leaving the State for education and 

job opportunities. Many Alaskan employers, including ourselves, have worked hard to educate 

young Alaskans about a future in the oil industry. The week of February 20th was Engineers 

Week, nationally. CH2M HILL had a numbers of engineers and support staff, visit a number of 

schools to educate our youth about engineering opportunities in the state. We want to give our 

young people hope that we will have highly skilled and well-compensated private industry jobs 

for them in the next few years.

In summary, there is a need to drill to pay the bill. To keep some dough, we need oil flow. I hope 

and trust that the legislature will take proactive steps this year to address the steep decline in oil 

production that we have been experiencing. One only needs to look at Cook Inlet production 

which is down 95% from its peak of 40 years ago to the Ketchikan Pulp mill, Agrium, and now the 

Kenai L&G plant to recognize that we cannot take industry for granted. Let's make Alaska more 

competitive in attracting the investment necessary to stem the production decline and sustain 

TAPS to the point where OCS production could ultimately enter the pipe. Please encourage more 

private investment, more jobs and a brighter future for our kids and grandkids. After all, I have 

an 18 year old son majoring in welding and non-destructive testing at UAA who is very concerned 

about future employment activities in Alaska.

Thank you for listening. I sincerely appreciated the opportunity.

Tom Maloney 

Anchorage, Alaska 

Tom.Maloney(S)ch2m.com
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Testimony to the House Finance Committee from Doug Smith, President and CEO of Little Red 

Services, Inc.

Co-chairs Seaton and Fiege and Members of the House Resources Committee: - 

My name is Doug Smith and I am President and CEO of Little Red Services an Alaskan oil field 

service company employing just over 100 Alaskans who reside from Sitka to Two Rivers. We 

operate on the North Slope providing well services with our fleet of high pressure pump trucks 

with fluid heating capabilities known as Hot Oil units.

I appear before your committee today to express my support of House Bill 110, the Governor's 

bill to restructure the way taxes are levied upon the oil and gas industry in Alaska. Meaningful 

reform to ACES is necessary at this time to encourage additional industry investment in Alaska. 

Investment by the producers is critical for small companies, such as mine, with Alaskan 

employees who reside from Sitka to Two Rivers.

Oil and Gas related businesses need a long term predictable solution that encourages 

investment by producers and creates jobs for Alaskans. The oil and gas industry is already 

subject to an unpredictable marketplace and a myriad of regulatory entanglements. In order for 

our oil and gas resource development to thrive here, we must be granted the stability by the 

legislature to work in a business environment that is fiscally hospitable to development.

LRS Corporation, 9330 Vanguard Anchorage AK 99507. Ph. 907 349-2931



As an Alaskan employer working in the oilfield services industry, I am confronted daily with the 

ramifications of the current tax structure. Due to the decline in investment and infield 

production related activity small Alaskan companies are losing revenue and our employees are 

losing jobs. Since 2008, Little Red Services has seen a 20% drop in demand for services realized 

by a reduction of over 6,000 hours of hot oil truck use. For our company this resulted in an 

annual revenue loss of nearly $2 million dollars and forced the layoff of 11 employees over a 

two year period.

"If oil is taxed at too high a rate there's a risk that crucial investments don't get made in the 

state's most important industry."1 1 can tell you, w ithout question that this is the case, but 

those are not my words. Senator French and Representative Gara acknowledged this in their 

ADN compass piece this past December. They also said that "any reasonable tax relief proposal 

that will lead to more Alaska jobs and more Alaska oil will get serious consideration from this 

legislature." It is clear that House Bill 110 is not meaningless pandering to the oil industry. The 

visible investment in areas with more competitive tax structure demonstrates that ACES is 

stifling investment in Alaska.

Yes, it is true that the State has put millions of dollars into budget reserves from taxes levied 

against producers. It is also true that oil and gas service industry employees struggle as 

investment stalls. What HB 110, following the recommendations made by the Department of 

Revenue, is to evolve the current tax structure, though meaningful reform, in an effort to stem

1 http://www.adn.com/2010/12/04/1589367/lowering-oil-taxes-doesnt-guarantee.html

http://www.adn.com/2010/12/04/1589367/lowering-oil-taxes-doesnt-guarantee.html


the tide of job loss and encourage investment in what is universally acknowledged to be 

Alaska's most important industry.

Opponents of reform argue that employment is up under the ACES structure. In reality, 

exploration, and production related jobs are down while maintenance jobs are up. While work 

camps are being built and filled with workers to meet oil and gas development needs in North 

Dakota, only one exploration well is planned for Alaska's North Slope this winter and 

development wells are down 16% from 5 years ago. Production is declining sharply and 

accelerating year on year. From 2001 to 2006 the ANS production declined 163,000 bb lf per 

day or 16% and from 2006 to 2010 the decline increased another 217,000 bbls per day or 25%.

We do not come before you today asking for corporate welfare, nor do we enter this debate 

lightly or without careful consideration of long-term revenue for our state. In an environment 

where industry is provided competitive investment opportunities it is incumbent upon the 

members of that industry to hold themselves and their colleagues accountable to re­

investment of profits in Alaska. This improved investment climate would serve to benefit 

Alaskans though continued development, increased employment, and continued strong civic 

engagement.

The activity of our oil and gas industry reaches every Alaskan and many times through the 

nonprofit organizations. In 2010 forty-four major oil and oil support companies contributed 

$3.7 million dollars to United Way of Anchorage or 49% of the total raised by the private sector. 

My company, tiny by comparison, donated nearly $70,000 in charitable contribution in 2010.



I commend the governor for his understanding of the oil and gas industry business 

environment, its key role in our future and for his leadership on this reform.

I thank you for your time and I appreciate your service to our citizens.

Thank you.



Good afternoon, my name is Keith Silver and I am a victim of ACES. My prior 
employer laid me off as well as three others due to the lack of new work on the slope.
We provided the camp services, security, and contract labor for the oil companies and 
their contractors. A reduction of work on the Slope results in the subsequent reduction of 
support staff in Anchorage. The 2,000 slope jobs quoted often probably does not include 
all those in Anchorage that supported them.

I would encourage you to pass out of committee HB110. In lieu of ACES, we should call 
it FACT. Fair and Competitive Tax. Alaska must be competitive with other jurisdictions 
in order to attract investment dollars. Due to the remoteness and weather conditions of 
the North Slope, we are already the most expensive place in the world in which to do oil 
field business. Couple that with a tax system that offers no upside to the producers if the 
oil price increases and it is no wonder that there has been no new investment dollars put 
into exploration into the legacy fields. There is one exploration well being drilled this 
winter. Just one. At the turn of the century, it was common to have over twenty drilled 
in a season.

The Province of Alberta followed Alaska’s example and increased its taxes in a me-too 
move. Shortly thereafter, the companies and contractors picked up its equipment and left. 
The government of Alberta recognized its mistake and reversed their taxes and the 
companies came back. It is time that Alaska do the same. Comments that HB110 is a $2 
billion giveaway do not help matters. We should all instead view it as a correction. A 
correction that is sorely needed to improve the competitive standing of Alaska’s lands on 
the North Slope. The constitution requires you to get the best deal for the people’s 
natural resources. 55% of something is far larger than 88% of nothing.

I don’t work in the oil and gas business anymore. However, as an Alaskan citizen, I have 
a vested interest in how well the oil field prospers. We need more oil in the pipeline, 
preferably oil from state lands. Without a resurgence of exploration and production on 
the slope, how are we going to pay for state government a decade from now? Taxes on 
other resources can’t cover it, payroll taxes can’t cover it, and reserve funds can’t cover it 
for long. I am all for diversifying our economy and adding new industries to the mix.
But, any new industries will look at how the existing industries have been treated and 
decide to look elsewhere.

Please pass HB 110 out of committee with a do pass recommendation. Thank you



C O N SU M E R EN E R G Y A LLIA N C E
ALASKA

RESOLUTION

Whereas Alaska business and residential consumers o f energy have a direct 
interest in consuming energy supplied from domestic sources; and

Whereas Alaska business and residential consumers o f energy are dependent upon 
robust overall economic activity to maintain livelihoods; and

Whereas over 30% of Alaskans are dependent upon oil and gas exploration and 
development for employment; and

Whereas the development o f Alaska’s natural resources was contemplated as the 
economic foundation upon which Alaska became one o f the 50 States o f the United 
States o f America under the Statehood Compact; and

Whereas the development o f Alaska’s natural resources remains the cornerstone 
to economic viability for the state and it citizens; and

Whereas external and internal threats to the responsible development o f those 
resources is detrimental to the overall welfare o f Alaskans as described under Section 1 
o f Article 8 o f Constitution o f the State o f Alaska; and

Whereas over 85% o f state revenue used to provide services to the people o f the 
state is derived from taxes on oil production; and

Whereas oil production has declined from a peak of over 2 million barrels a day 
to about 640 thousand barrels a day and is in freefall at the rate of 5 - 7% per year; and

Whereas Alaska provides thirteen percent o f total domestic oil production in the 
United States; and

Whereas Alaska’s abundant natural resources and oil production are vital to the 
energy security o f the entire nation; and

Whereas the Alaska Department o f Natural Resources has, since the Alaska’s 
Clear and Equitable Share tax regime became effective, reduced by 600 Million barrels 
its projected Alaska oil production for the 10 year period ending in 2020; and



Whereas new exploratory drilling is both a risky enterprise and necessary to stem 
the decline in Alaska oil production; and

Whereas drilling delays caused by overly burdensome and overlapping federal 
regulations has also increased the time, expense and opportunities to thoughtfully develop 
Alaska’s oil and natural gas resources; and

Whereas new oil exploration in Alaska needs to compete globally for investment 
dollars; and

Whereas the rates and progressivity structure o f Alaska’s current tax regime 
provide a disincentive to attracting risk capital to the state; and

Whereas Governor Sean Parnell has proposed changes to Alaska’ s tax regime 
designed to increase the global competitiveness o f the state; and

Whereas increased investment through increased global competitiveness will 
enhance Alaska’ s ability to fulfill its constitutional mandate to develop natural resources 
for the maximum benefit o f  the people; and

Whereas, Alaska’ s remoteness from the markets, Arctic climate, high labor and 
logistical costs argue for an even more competitive tax and regulatory structure;

Now, therefore, it is RESOLVED by Consumer Energy Alliance - Alaska:

That the Alaska State Legislature should approve the revisions to the Alaska Tax 
Code in substantially the same form as submitted to it by Governor Parnell without delay 
and without conditions or complex requirements that would discount the improved 
investment climate the legislation could otherwise produce.

Dated at Anchorage, Alaska this 15th day o f  March, 2011.
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Good afternoon and I thank the Committee for having this hearing in 
Anchorage. My name is Steve Pratt. I am testifying in support of HB 110 on 
behalf of Consumer Energy Alliance -  Alaska. I serve on its Board of Directors and 
act as the Chairman of the Issues Committee.

CEA-AK is an affiliate of the national Consumer Energy Alliance organization 
which is a nonprofit nonpartisan organization promoting a balanced energy policy 
that helps consumers and enhances economic growth. This means increasing 
access to and production from domestic oil and gas resources, increased 
utilization of alternative energy sources, and enhanced energy efficiency and 
conservation.

CEA-Ak believes that Alaska's current tax rates and progressivity structure 
provide a disincentive to attracting risk capital to the state. It also believes that 
improvements to the tax regime have the potential to reinvigorate investment, 
add jobs to Alaska's private sector economy, and add to the domestic production 
of energy. Consequently, last week our Board of Directors passed a resolution 
urging passage of HB 110 and asked me to present this resolution to the 
Legislature.

Alaska's energy and economic security are inextricably linked to oil and gas 
production and resource development. The recent surprising shutdown of the 
LNG export facility on the Kenai Peninsula demonstrates how quickly our situation 
can change in response to commercial and resource realities. Alaska has unique 
climate, labor and logistical challenges that tax policy needs to recognize in 
designing a competitive tax structure.

I know that members of the House Finance Committee are all concerned 
about the dependency of Alaska's prosperity on qil production and how best to 
maximize benefits to the people. Aside from state revenue, over 30% of Alaskans 
are dependent upon oil and gas development for employment. For the long term, 
our members are extremely concerned with declining oil exploration investment 
in the state and potential impacts on the economy. In a fiscal sense, we are also 
very concerned about the simultaneous increase in state spending over the past 
decade combined with declining oil production.
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f l̂any provisions of our Resolution trod familiar ground so I 
won't take up your hearing time in their recitation. But I ask you to review the 
document and invite you to contact us with any questions you might have. In 
addition to the Resolution, I will leave you with this chart. It tracks Alaska trends 
in oil production -  down -  and state spending -  up. With 85% of state revenue 
tied directly to oil production, these trends simply cannot survive the test of time 
unless something changes.

As noted in our Resolution, approval of HB 110 in substantially the same 
form submitted by Governor Parnell to modify the progressivity structure of 
Alaska's tax regime will go a long way towards removing disincentives to business 
activity in the state. CEA-Ak believes this is the right thing to do for the state, its 
citizens, and its future.

I thank you again for this opportunity and will answer any questions to the 
extent I am able.

Steve Pratt
Chairman, Issues Committee 
Consumer Energy Alliance -  Alaska 
345-0032
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