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Difficulties in Existing Fiscal Structure

• The incorporation of progressivity into the Profit-Based Production
Tax (Net) in ACES creates two significant problems

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

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

- Resolving this problem within the framework of ACES requires significant 
complexity

■ Approach to decoupling in CSSB 192 requires ability to split costs between 
oil and gas production, creating high degree of administrative burden, and 
limiting capacity of state to effectively audit

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

c o m p l e x

■ Proposed incentives within existing framework focus on either allowances to 
reduce Production Tax Value , or revenue exclusions (tax holiday)
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Summary of Progressive Severance Tax (Gross) Structure

• A Progressive Severance Tax (Gross) option would instead remove 
progressivity from the Profit-Based Production Tax (Net), instead 
levying this tax at the flat, base rate of 25%

• To retain an element of progressivity, a new Progressive Severance 
Tax (Gross) would then be added to the system. The tax would:

-  B e  n o n - d e d u c t i b l e  f o r  P r o f i t - B a s e d  P r o d u c t i o n  T a x  p u r p o s e s

-  B e  l e v i e d  o n  g r o s s  p r o d u c t i o n  ( n e t  o f  r o y a l t i e s )

-  B e  l e v i e d  s o l e l y  o n  o i l

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

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

t h r e s h o l d s .
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Summary of Progressive Severance Tax (Gross) Options

• The first option for the Progressive Severance Tax would use the 
following parameters:

- No severance tax below $65 Gross Value at Point of Production (GVPP)
- Progressivity of .25% commencing at a threshold of $65 GVPP
■ At $125 GVPP, a tax rate of 15% is reached. At this point, progressivity is 

reduced to 0.05%
■ Progressivity is capped 20%

• A second option, which would freeze government take at 70% at 
$100/bbl might look like this:

■ No severance tax below $60 Gross Value at Point of Production (GVPP)
■ Progressivity of .25% commencing at a threshold of $60 GVPP
■ At $100 GVPP, a tax rate of 10% is reached. At this point, progressivity is 

reduced to 0.03%
■ Progressivity is capped 20%
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Benefits of Progressive Severance Tax (Gross) Structure
■■■■

• By removing progressivity from the Profit-Based Production Tax 
(Net), and having the progressive element of the structure be a 
Progressive Severance Tax (Gross), two things become much 
easier to achieve

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

b e  a  p r o b l e m  w i t h o u t  p r o g r e s s i v i t y  i n  t h e  P r o f i t - B a s e d  P r o d u c t i o n  T a x

- Complex provisions to split costs between oil and gas production under 
CSSB 192 are thus no longer required

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

o r  r e d u c i n g  t h e  P r o g r e s s i v e  S e v e r a n c e  T a x  ( G r o s s )  f o r  n e w  p r o d u c t i o n

• A wide range of levels of government take can be achieved using 
this structure, depending on the parameters applied
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WTI Light Sweet Crude - Forward Curve

WTI Futures by M onth  an d  Year o f Delivery D ate
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40 (39) 289 289 289 1,352 1,660 1,660 1,660 1,427 1,660 1,660 1,660 139 (95) (95) (95) 91% 106% 106% 106%
50 222 461 461 461 1,983“ 2,202 2,202 2,202 2,527 2,669 2,669 2,669 1,010 868 868 868 71% 75% 75% 75%
60 653 653 653 653 2,769 2,769 2,769 2,769 3,728 3,728 3,728 3,728 1,780 1,780 1,780 1,780 68% 68% 68% 68%
70 1,109 1,106 1,084 1,157 3,577 3,575 3,555 3,621 4,943 4,941 4,929 4,972 2,536 2,538 2,551 2,508 66% 66% 66% 66%
80 1,831 1,792 1,754 1,909 4,631 4,595 4,560 4,702 6,318 6,294 6,272 6,364 3,133 3,157 3,179 3,087 67% 67% 66% 67%
90 2,692 2,599 2,571 2,747 5,811 5,725 5,699 5,861 7,775 7,719 7,703 7,807 3,648 3,703 3,720 3,615 68% 68% 67% 68%

100 3,691 3,527 3,474 3,671 7 ,117 6,966 6,918 7,099 9,314 9,216 9,184 9,302 4,080 4,178 4,209 4,092 70% 69% 69% 69%
110 4,827 4,575 4,463 4,577 8,549 8,318 8,215 8,320 10,935 10,785 10,718 10,786 ' 4,430 4,581 4,647 4,579 71% 70% 70% 70%
120 6,102 5,744 5,538 5,240 10,108 9,781 9,592 9,319 12,638 12,425 12,302 12 ,125 4,698 4,911 5,034 5,212 73% 72% 71% 70%
130 7,515 7,035 6,700 5,914 11,794 11,354 11,047 10,327 14,424 14,138 13,939 13,470 4,884 5,170 5,370 5,838 75% 73% 72% 70%
140 8,614 8,445 7,598 6,597 13,192 13,037 12,261 11,345 16,023 15,922 15,417 14,822 5,257 5,357 5,862 6,458 75% 75% 72% 70%
150 9,684 9,512 8,417 7,291 14,563 14,406 13,402 12,372 17,604 17,502 16.849 16,179 5,647' 5,749 6,402 7,072 ' 76% 75% 72% 70%
160 10,787 10,601 9,253 7,996 15,965 15,794 14,559 13,408 19,205 19,094 18,291 17,543 6,017 6,128 6,931 7,679 76% 76% 73% 70%
170 11,925 11,723 10,106 8,710 17,399 17,214 15,732 14,454 20,827 20.707 19,744 18,913 6,367 6,487 7,450 8,281 77% 76% 73% 70%
180 13,098 12,880 10,977 9,435 18,864 18,665 16,921 15,509 22,470 22,340 21,207 20,289 6,696 6,825 7,959 8,876 77% 77% 73% 70%
190 14,305 14,072 11,864 10 ,17 1 20,361 20,148 18,126 16,574 24,133 23,994 22,680 21,671 7,004 7,143 8,457 9,465 78% 77% 73% 70%
200 15,546 15,298 12,769 10,917 21,890 21,662 19,346 17,649 25,816 25,668 24,163 23,060 7,292 7,440 8,945 10,048 78% 78% 73% 70%

Note: Consistent with DOR methodology, these revenue numbers do not include payments for tax credits which are not claimed against current 
production, as these are accounted for separately in the budget. In 2013, DOR forecasts a potential liability of $400mm for these credits.
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FY 2013 Revenue Comparison

ACES —  CSSB 192 ......  Severance Tax Option 1  Severance Tax Option 2

$mm Cash to Companies

ACES —— CSSB 192 — Severance Tax Option 1 — Severance Tax Option 2
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FY 2013 Revenue Comparison

$mm Total State Take $mm Total Government Take

-ACES CSSB 192
ANS West Coast Crude Price

— Severance Tax Option 1 — Severance Tax Option 2
ANS West Coast Crude Price 

-ACES — CSSB 192 — Severance Tax Option 1 — Severance Tax Option 2
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40 986 (39) 386 20 1,352 75 1,427
50 1,232 222 386 143 1,983 544 2,527
60 1,479 653 386 251 2,769 959 3,728
70 1,725 1,109 386 358 3,577 1,366 4,943
80 1,971 1,831 386 442 4,631 1,687 6,318
90 2,218 2,692 386 515 5,811 1,964 7,775

100 2,464 3,691 386 576 7,117 2,197 9,314
110 2,711 ' 4,827 386 625 8,549 2,386 10,935
120 2,957 6,102 ~ 386 663 10,108 2,530 12,638
130 3,204 7,515 386 689 11,794 2,630 14,424
140 3,450 8,614 386 742 13,192 2,831 16,023
150 3,696 9,684 386 797 14,563 3,041 17,604
160 3,943 10,787 386 849 15,965 3,240 19,205
170 4,189 11,925 386 898 17,399 3,428 20,827
180 ' 4,436 13,098 386 945 18,864 3,605 22,470
190 4,682 14,305 386 988 20,361 3,771 24,133
200 4,929 15,546 386 1,029 21,890 3,926 25,816
210 5,175 16,822 386 1,066 23,450 4,070 27,520
220 5,421 18,133 386 1,101 25,042 4,203 29,245
230 5,668 19,478 386 1,133 26,665 4,325 30,990

$mm Level & Composition of Government Take

l Federal CIT 

i State CIT 

iPropertyTax 

Production Tax 

■ Royalty

ANSWest Coast Crude Price
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40 63% -3% 25% 1% 86% 5% 91%
50 35% 6% 11% 4% 56% 15% 71%
60 27% 12% 7% 5% 50% 17% 68%
70 23% 15% 5% 5% 48% 18% 66%
80 21% 19% 4% 5% 49% 18% 67%
90 19% 24% 3% 5% 51% 17% 68%
100 18% 28% 3% 4% 53% 16% 70%
110 18% 31% 3% 4% 56% 16% 71%
120 17% 35% 2% 4% 58% 15% 73%
130 17% 39% 2% 4% 61% 14% 75%
140 16% 40% 2% 3% 62% 13% 75%
150 ...16% 42% 2% 3% 63% 13% 76%
160 16% 43% 2% 3% 63% 13% 76%
170 15% 44% 1%... 3% 64% 13% 77%
180 15% 45% " 3% 65% 12% 77%
190 15% 46% 1% 3% 65% 12% 78%200 15% 47% 1% 3% 66% 12% 78%
210 15% 48% 1% 3% 67% 12% 78%
220 15% 49% 1% 3% 68% 11% 79%
230 15% 50% 1% 3% 68% 11% 79%

90% 

80% 

70% - 

60% - 

50% 

40% 

30% - 

20% - 
10% -

Level & Composition of Relative Government Take

■  Federal CIT

■  State CIT

■  Property Tax

■  Production Tax

■  Royalty
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P F C  E n e rg y



C S S B  1 9 2  ( F Y  2 0 1 3 )

Price Ro
ya

lty

Pr
od

uc
tio

n 
Ta

x

Pr
op

ert
y 

Ta
x

Sta
te 

CI
T

To
ta

l 
Sta

te 
Ta

ke

Fe
de

ra
l 

CI
T

To
tal

 G
T

40 986 289 386 - 1,660 ' - 1,660
50 1,232 461 386 122 2,202 467 2,669
60 1,479 653 386 251 2,769 959 3,728
70 1,725 1,106 386 358 3,575 1,367 4,941
80 1,971 1,792 386 445 4,595 1,700 6,294
90 2,218 2,599 386 522 5,725 1,994 7,719
100 2,464 3,527 386 589 6,966 2,250 9,216
110 2,711 4,575 386 646 8,318 2,466 10,785
120 2,957 5,744 386 693 9,781 2,645 12,425
130 3,204 7,035 386 729 11,354 2,784 14,138
140 3,450 8,445 386 756 13,037 2,885 15,922
150 3,696 9,512 386 811 14,406 3,096 17,502
160 3,943 10,601 386 865 15,794 3,300 19,094
170 4,189 11,723 386 915 17,214 3,493 20,707
180 4,436 12,880 386 963 18,665 3,675 22,340
190 4,682 14,072 386 1,008 20,148 3,846 23,994
200 4,929 15,298 386 1,050 21,662 4,006 25,668
210 5,175 16,559 386 1,089 23,209 4,155 27,363
220 5,421 17,854 386 1,125 24,786 4,293 29,079
230 5,668 19,184 386 1,158 26,396 4,419 30,815

$mm Level & Composition of Government Take

■  Federal CIT

■  State C IT
■  Property Tax

■ Production Tax

■  Royalty

ANS West Coast Crude Price
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40 63% 18% 25% 0% 106% 0% 106%
50 35% 13% 11% 3% 62% i 13% 75%
60 27% 12% 7% 5% 50% 17% 68%
70 23% 15% 5% 5% 48% i 18% 66%
80 21% 19% 4% 5% 49% 18% 67%
90 19% 23% 3% 5% 50% 17% 68%
100 18% 26% 3% 4% 52% 17% 69%
110 18% 30% 3% 4% 54% 16% 70%
120 17% 33% 2% 4% 56% 15% 72%
130 17% 36% 2% 4% 59% 14% 73%
140 16% 40% 2% 4% 61% 14% 75%
150 16% 41% 2% 3% 62% 13% 75%
160 16% 42% 2% 3% 63% 13% 76%
170 .... 15% 43% 1% 3% 63% 13% 76%
180 15% 44% — 10/0- 3% 64% 13% 77%
190 15% .. 45% 1% 3% 65% 12% 77%
200 15% 46% 1% 3% 65% 12% 78%
210 15% 47% 1% 3% 66% 12% 78%
220 15% 48% i% 3% 67% 12% 78%
230 15% 49% 1% 3% 68% 11% 79%
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ANS West Coast Crude Price

Level & Composition of Relative Government Take

■  Federal CIT

■  State CIT

■  Property Tax

■ Production Tax

■  Royalty
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S e v e r a n c e  T a x  -  2 0 %  M a x i m u m  ( F Y  2 0 1 3 )

.25% progressivity from $65 to $125, then .10% progressivity
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40 986 289 386 - 1,660 - 1,660
50 1,232 461 386 122 2,202 467 2,669
60 1,479 653 386 251 2,769 959 3,728
70 1,725 1,084 386 360 3,555 1,373 4,929
80 1,971 1,754 386 449 4,560 1,712 6,272
90 2,218 2,571 386 525 5,699 ~ 2,003 7,703

100 2,464 3,474 386 594 6,918 2,267 9,184
110 2,711 4,463 386 656 8,215 2,502 10,718
120 2,957 5,538 386 710 9,592 2,711 12,302
130 3,204 6,700 " 386 758 11,047 2,891 13,939
140 3,450 7,598 386 827 12,261 3,157 15,417
150 3,696 8,417 386 903 13,402 3,447 16,849
160 3,943 9,253 386 978 14,559 3,732 18,291
170 4,189 10,106 386 1,051 15,732 4,012 19,744
180 4,436 10,977 386 1,123 16,921 4,285 21,207
190 4,682 11,864 386 1,193 18,126 4,554 22,680
200 4,929 12,769 386 1,262 19,346 4,817 24,163oCM 5,175 13,692 386 1,329 20,582 5,074 25,656
220 5,421 14,631 386 1,395 21,834 5,326 27,160
230 5,668 15,588 386 1,460 23,102 5,572 28,674

$mm Level & Composition of Government Take
35.000

30.000

25.000

C = 5 C 3 O O O O C D O C 5 O ( 0 C 3 O O C 3 C D O < 0 < 0 C 3  ' ^ • i n c D N C O O O - r C M n ' t l O C D N C O C O O i - C M C O  T— T--C-T— T-T— T— T- ^  r- Csl CM CM CN
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l Federal CIT 

■ State CIT 

l Property Tax 

;; Production Tax 

• Royalty
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40 63% 18% 25% 0% 106% 0% 106%
50 35% 13% 11% 3% 62% 13% 75%
60 27% 12% 7% 5% 50% 17% 68%
70 23% 14% 5% 5% 48% 18% 66%
80 21% ' 19% “ “ 4% 5% 48% .... 18% 66%
90 19% 23% 3% 5% 50% 18% 67%
100 18% 26% 3% 4% 52% 17% 69%
110 18% 29% 3% 4% 53% 16% 70%
120 17% 32% “  2% 4% 55% 16% 71%
130 17% 35% 2% 4% 57% 15% 72%
140 16% 36% 2% 4% 58% 15% 72%
150 16% 36% 2% " 4% 58% 15% 72%
160 16% 37% 2% 4% 58% 15% 73%
170 15% 37% 1% 4% 58% 15% 73%
180 15% 38% 1% 4% 58% 15% 73%
190 15% 38% 1% 4% 58% 15% 73%
200 15% 39% 1% 4% 58% 15% 73%
210 15% 39% 1% 4% 59% 14% 73%
220 15% 39% 1% 4% 59% 14% 73%
230 15% 40% 1% 4% 59% 14% 73%
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ANS West Coast Crude Price
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S e v e r a n c e  T a x  -  2 0 %  M a x i m u m  ( F Y  2 0 1 3 )

.25% progressivity from $60 to $100, then .03% progressivity
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40 986 (39) 386 20 1,352 75 1,427
50 1,232 222 386 143 1,983 544 2,527
60 1,479 653 386 251 2,769 959 3,728
70 1,725 1,157 386 354 3,621 1,350 4,972
80 1,971 1,909 386 436 4,702 1,662 6,364
90 2,218 2,747 386 510 5,861 1,947 7,807

100 2,464 3,671 386 577 7,099 2,203 9,302
110 2,711 4,577 386 646 8,320 2,466 10,786
120 2,957 5,240 386 735 9,319 2,806 12,125
130 3,204 5,914 386 824 10,327 3,143 13,470
140 3,450 6,597 386 911 11,345 3,477 14,822
150 3,696 7,291 386 998 12,372 3,808 16,179
160 3,943 7,996 386 1,083 13,408 4,135 17,543
170 4,189 8,710 386 1,168 14,454 4,459 18,913
180 4,436 9,435 386 1,252 15,509 4,780 20,289
190 4,682 10,171 386 1,335 16,574 5,097 21,671
200 4,929 10,917 386 1,418 17,649 5,411 23,060
210 5,175 11,673 386 1,499 18,733 5,721 24,454
220 5,421 12,439 386 1,580 19,826 6,029 25,855
230 5,668 13,216 386 1,659 20,929 6,333 27,262
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40 63% -3% 25% 1% 86% 5% 91%
50 35% 6% 11% 4% 56% 15% 71%
60 27% 12% 7% 5% 50% 17% 68%
70 23% 15% 5% 5% 48% 18% 66%
80 21% 20% 4% 5% 50% 18% 67%
90 19% 24% 3% 4% 51% 17% 68%
100 18% 27% 3% 4% 53% 16% 69%
110 18% 30% 3% 4% 54% 16% 70%
120 17% 30% 2% 4% 54% 16% 70%
130 17% 31% 2% 4% 53% 16% 70%
140 16% 31% 2% 4% 53% 16% 70%
150 16% 31% 2% 4% 53% 16% 70%
160 16% 32% 2% 4% 53% 16% 70%
170 15% 32% 1% 4% 53% 16% 70%
180 15% 32% 1% 4% 53% 16% 70%
190 15% 33% 1% 4% 53% 16% 70%
200 15% 33% 1% 4% 53% 16% 70%210 15% 33% 1% 4% 53% 16% 70%220 15% 34% 1% 4% 54% 16% 70%
230 15% 34% 1% 4% 54% 16% 70%
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Incentives for New Production

• Significant incentives can be provided to new production, by 
eliminating or reducing the Progressive Severance Tax (Gross) on 
any combination of:

-  P r o d u c t i o n  f r o m  n e w  a r e a s

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

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

-  P r o d u c t i o n  a b o v e  a  f i x e d  d e c l i n e  r a t e

• Here, a reduced rate of Progressive Severance Tax has been 
modeled, using the following parameters for new production:

-  B a s e  r a t e  o f  0 %

-  P r o g r e s s i v i t y  o f  . 0 5 %  c o m m e n c i n g  a t  a  t h r e s h o l d  o f  $ 6 5  ( g r o s s  v a l u e  a t  

p o i n t  o f  p r o d u c t i o n )

-  P r o g r e s s i v i t y  i s  c a p p e d  5 %

• Following slides show a new, high-cost 10 mb/d development under
-  T h e  r e g u l a r  r a t e

-  T h e  r e d u c e d  r a t e  ( w i t h  a  t i m e  l i m i t  o f  7  y e a r s )

-  T h e  r e d u c e d  r a t e  ( w i t h  n o  t i m e  l i m i t )
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Note on Impact of Inflation

• Under ACES, thresholds and coefficients for progressivity are 
specified in nominal terms, without indexation

-  A s  a  r e s u l t ,  w h e n  e c o n o m i c s  o v e r  t h e  l o n g - t e r m  r a t h e r  t h a n  j u s t  2 0 1 3  

a r e  e x a m i n e d ,  w e  s e e  t h e  e f f e c t s  o f  ‘b r a c k e t  c r e e p ’ o r  ‘s t e a l t h  t a x ’

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

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

l o w e r  p r i c e  l e v e l s

• Severance tax options are also currently shown assuming nominal 
thresholds

-  A s  a  r e s u l t ,  i n  t h e  c h a r t s ,  t h e  i m p a c t  o f  t h e  s e v e r a n c e  t a x  c a n  b e  s e e n  

b e l o w  t h e  $ 6 0 / $ 6 5  l e v e l  a t  w h i c h  i t  a p p l i e s  -  a  r e s u l t  o f  b r a c k e t - c r e e p  

o v e r  t h e  l i f e t i m e  o f  a  p r o j e c t

• It is strongly worth considering the application of price indexation to 
thresholds for progressivity
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A C E S  ( N e w  D e v e l o p m e n t )

Cash Flow Analysis - $100 ANS West Coast Price NPV IRR
$40$ (308) 0%
$60$ (140) 5%

$100$ (2) 10%

2006 2008 2010 2012 2014 2016 2018 2020 2022 2024 2026 2028 2030 

MHOpex ■BECapex ez*~i Revenue — ATCF

$mm Level & Composition of Government Take

I Federal CIT 

i State CIT 

l Property Tax 

Production Tax 

• Royalty

ANSWest Coast Crude Price
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40 156% -114% 96% 0% 138% 0% 138%
50 47% -9% 23% 2%; 63% 7% 70%
60 32% 10% 13% 3% 58% 11% 70%
70 26% 22% 9% 3% 60% 12% 73%
80 23% 30% 7% 3% 63% 12% 75%
90 21% 35% 6% 3% 65% 12% 77%

100 20% 39% 5% 3% 67% 11% 78%
110 19% 42% 4% 3% 68% 11% 79%
120 18% 44% 4% 3% 69% 11% 80%
130 17% 46% 3% 3% 69% 11% 80%
140 17% 48% 3% 3% 70% 10% 81%
150 17% 49% 3% 3% 71% 10% 81%
160 16% 51% 2% 3% 72% 10% 82%
170 16% 52% 2% 2% 73% 9% 83%
180 16% 54% 2% 2% 74% 9% 83%
190 16% 55% 2% 2% 75% 9% 84%200 15% 56% 2% 2% 76% 8% 84%210 15% 57% 2% 2% 76% 8% 85%220 15% 58% 2% 2% 77% 8% 85%
230 15% 59% 2% 2% 78% 8% 85%

ANSWest Coast Crude Price
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C S S B  1 9 2  ( N e w  D e v e l o p m e n t )

■■■

$mm
18.000 -j
16.000 -
14.000
12.000 
10,000
8,000 - 
6,000
4.000
2.000

Cash Flow Analysis - $100 ANSWest Coast Price NPV IRR
$40$ (327) 0%
$60$ (142) 5%

$100$ 7 10%
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ANS West Coast Crude Price
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40 156% -81% 96% 0% 170% 0% 170%
50 47% -9% 23% 2% 64% 7% 70%
60 32% 9% 13% 3% 58% 12% 70%
70 26% 20% 9% 3% 59% 13% 72%
80 23% 28% 7% 3% 62% 13% 74%
90 21% 34% 6% 3% 64% 12% 76%

100 20% 38% 5% 3% 65% 12% 77%
110 19% 41% 4% 3% 67% 11% 78%
120 18% 43% 4% 3% 68% 11% 79%
130 17% 45% 3% 3% 69% 11% 80%
140 17% 46% 3% 3% 69% 11% 80%
150 17% 47% 3% 3% 69% 11% 80%
160 16% 48% 2% 3% 70% 11% 80%
170 16% 49% 2% 3% 70% 10% 80%
180 16% 50% 2% 3% 70% 10% 81%
190 16% 50% 2% 3% 70% 10% 81%200 15% 50% 2% 3% 70% 10% 81%210 15% 51% 2% 3% 70% 10% 81%220 15% 51% 2% 3% 70% 10% 80%
230 15% 51% 2% 3% 70% 10% 80%

100% 
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20% -j 
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-20%

Level & C om position of Relative Governm ent Take

■  Federal CIT

■  State CIT

■  Property Tax

■ Production Tax

■  Royalty
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ANSWest Coast Crude Price
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o
S e v e r a n c e  T a x  -  2 0 %  M a x i m u m  ( N e w  P r o d u c e r )

.25% progressivity from $65 to $125, then .10% progressivity

$mm
500

Cash Flow Analysis ■ $100 ANS West Coast Price NPV IRR
$40$ (306) 0%
$60$ (137) 5%

$100$ 29 11%
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40 156% 4% -115% 96% 0% 140% 0% 140%
50 47% 6% -11% 23% 1% 67% 6% 73%

' ..60 32% 9% 3% 13% 3% 61% 10% 71%
70 26% 13% 9% 9% 3% 61% 12% 73%
80 23% 16% 12% 7% 3% 62% 12% 74%
90 21% 18% 14% 6% 3% 63% 12% 75%
100 20% 20% 15% 5% 3% 63% 12% 75%
110 19% 21% 16% 4% 3% 63% 13% 76%
120 18% 21% 17% 4% 3% 63% 13% 76%
130 17% 22% 17% 3% 3% 63% 13% 76%
140 17% 22% 18% 3% 3% 63% 13% 75%
150 17% 22% 18% 3% 3% 62% 13% 75%
160 16% 21% 18% 2% 3% 62% 13% 75%
170 16% 21% 19% 2% 3% 62% 13% 75%
180 16% 21% 19% 2% 4% 61% .. 13% 75%
190 16% 21% 19% 2% 4% 61% 13% 74%200 15% 21% ...19% ....2% 4% 60% 13% 74%210 15% 20% 19% 2% 4% 60% 14% 74%220 '... 15% 20% 19% 2% 4% 60% 14% 74%
230 15% 20% 20% 2% 4% 60% 14% 74%
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Level & Composition of Relative Government Take
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■  Federal CIT
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ANSWest Coast Crude Price
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Severance Tax -  20% Maximum with firs t 7 years at 5% (New Producer)
.25% progressivity from $65 to $125, then .10% progressivity

Cash Flow Analysis - $100 ANS West Coast Price NPV IRR
$40 $ (306) 0%
$60 $ (137) 5%

$100 $ 77 12%
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40 156% 4% -115% 96% 0% 140% 0% 140%
50 47% 6% -11% 23% 1% 67% 6% 73%
60 32% 9% 3% 13% 3% 61% 10% 71%
70 26% 12% 9% 9% 3% 60% 12% 72%
80 23% 15% 12% 7% 3% 60% 12% 73%
90 21% 16% 14% 6% 3% 61% 12% 73%
100 20% ....17% 15% 5% 3% 60% 13% 73%
110 19% 18% 16% 4% 3% 60% 13% 73%
120 18% 18% 17% 4% 3% 60% 13% 73%
130 17% 18% 17% 3% 4% 59% 13% 73%
140 17% 18% 18% 3% 4% 59% 14% 73%
150 17% 18% 18% 3% 4% 59% 14% 72%
160 16% 17% 18% 2% 4% 58% 14% 72%
170 16% 17% 19% 2% 4% 58% 14% 72%
180 16% 17% 19% .... 2% 4% 57% 14% 72%
190 16% 17% 19% 2% 4% 57% 14% 71%200 15% 17% 19% 2% 4% 57% 15% 71%210 15% 16% 19% 2% 4% 57% 15% 71%220 15% 16% 19% 2% 4% 56% 15% 71%
230 15% 16% 20% 2% 4% 56% 15% 71%
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S e v e r a n c e  T a x  -  2 0 %  m a x i m u m  ( N e w  D e v e l o p m e n t )

,.25% progressivity from $60 to $100, then .03% progressivity __

$mm
500

Cash Flow Analysis ■ $100 ANS West Coast Price NPV IRR
$40$ (328) 0%
$60$ (146) 5%

$100$ 35 11%
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40 156% -81% 96% 0% 170% 0% 177%
50 47% -10% 23% 1% 62% 5% 75%
60 32% 4% 13% 3% 52% 10% 72%
70 26% 10% 9% 3% 48% 12% 73%
80 23% 13% 7% 3% 46% 13% 73%
90 21% 15%_____ 6% 4% 45% 14% 73%

Too 20% 5% 4% 44% 14% 73%
110 19% 17% 4% 4% 43% 14% 72%
120 18% 17% 4% 4% 43% 15% 72%
130 17% 18% 3% 4% 42% 15% 72%
140 17% 18% 3% 4% 42% 15% 71%
150 17% 18% 3% 4% 42% 15% 71%
160 16% 19% 2% 4% 41% 15% 72%
170 16% 19% 2% 4% 41% 15% 71%
180 16% " 19% 2% 4% 41% 15% 71%
190 16% 19% 2% 4% 41% 15% 71%
200 ....15% 19% 2% 4% 40% 15% 72%
210 15% 20% 2% 4% 40% 15% 72%
220 15% 20% 2% 4% 40% 15% 72%
230 15% 20% 2% 4% 40% 15% 72%
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Severance Tax -  20% Maximum with firs t 7 years at 5% (New Producer)
.25% progressivity from $60 to $100, then .03% progressivity

$mm
500

Cash Flow Analysis - $100 ANS West Coast Price NPV IRR
$40$ (328) 0%
$60 $ (145) 5%

$100$ 84 12%
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S e v e r a n c e  T a x  -  5 %  M a x i m u m  ( N e w  P r o d u c e r )

Cash Flow Analysis - $100 ANS West Coast Price NPV IRR
$40$ (306) 0%
$60$ (131) 6%

$100$ 119 13%
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20 Year Revenue Impact of Reduced Rate for New Production 
(Using Severance Tax Option 1)

20 Year NPV of Cash Flows - Severance Option 1
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20 Year NPV of Cash Flows - Severance Option 2
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R e g i m e  C o m p e t i t i v e n e s s :  R e l a t i v e  G o v e r n m e n t  T a k e
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R e g i m e  C o m p e t i t i v e n e s s :  R e l a t i v e  G o v e r n m e n t  T a k e
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R e g i m e  C o m p e t i t i v e n e s s :  R e l a t i v e  G o v e r n m e n t  T a k e

Average Government Take of Global Fiscal Regimes at $200/bbl
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R e g i m e  C o m p e t i t i v e n e s s :  R e l a t i v e  G o v e r n m e n t  T a k e

Average Government Take of Global Fiscal Regimes at $60/bbl
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R e g i m e  C o m p e t i t i v e n e s s :  R e l a t i v e  G o v e r n m e n t  T a k e

Average Government Take of Global Fiscal Regimes at $80/bbl
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Average Government Take of Global Fiscal Regimes at $160/bbl
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Average Government Take of Global Fiscal Regimes at $ 1 80/bbl
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Level & Composition of Government Take
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Production Tax

■ Royalty

Alaska Discussion Slides | © PFC Energy 2012 | Page 40 | March 30, 2012

o

Price Roy
alty

Pro
duc

tion
 T

ax

Pro
pert

y 
Tax

Stat
e C

IT

Tot
al 

Stat
e T

ake

Fed
era

l C
IT

Tot
al 

GT

40 30% 9% 11% 4% 54% 16% 71%
50 23% 16% 7% 5% 51% 17% 68%
60 20% 22% 5% 4% 52% 17% 69%
70 19% 27% 4% 4% 54% 16% 70%
80 18% 31% 3% 4% 56% 15% 72%
90 17% 35% 3% 4% 59% 15% 73%

100 16% 39% 2% 4% 61% 14% 75%
110 16% 41% 2% 3% 63% 13% 76%
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Level & Composition of Relative Government Take
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C S S B  1 9 2  ( E x i s t i n g  P r o d u c e r )
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State of Alaska
D epartm ent of Revenue

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

The Honorable Bert Stedman 
Alaska State Senator 
State Capitol, Room 516 
Juneau, Alaska 99801

SEAN PARNELL, GOVERNOR
333 Willoughby Avenue, l l lh Floor 

P.O. Box 110400 
Juneau, Alaska 99811-0400 

Phone: (907) 465-2300 
Fax: (907) 465-2389

March 30, 2012

Dear Senator Stedman:

This letter is in response to a request from your office to provide a summary of all state revenues 
generated from oil and gas activities in Cook Inlet, and all deductible lease expenditures and 
applicable tax credits from oil and gas activities in Cook Inlet. You had requested that we provide 
this information as forecasted for FY 2012 and FY 2013.

The Department of Revenue forecasts oil and gas production from Cook Inlet, and royalties 
attributable to that production. The Department also forecasts property tax revenue by property, 
and therefore has Cook Inlet-specific projections. The Department does not forecast other 
revenues attributable specifically to Cook Inlet, for two reasons: (1) production tax received for 
Cook Inlet production is less than one percent of the total production tax received by the State; and 
(2) companies do not separate out state corporate income tax paid for Cook Inlet operations from 
other oil and gas operations in the state. Credit activity for Cook Inlet is also difficult to 
determine, as some companies have oil and gas operations in Cook Inlet and other parts of the 
state, and credits are not always identified by the region in which they were earned.

We can, however, provide your office with a summary of estimates for the items you requested, 
for historical years. It is important to note that this summary was compiled manually from 
various sources, including monthly information reports, annual tax returns, property tax records, 
and credit spreadsheets. Most of these sources contain unaudited, company-reported data that 
may or may not be accurate. As such, the information in the enclosed table should be viewed as 
estimates only.

The attached table shows estimated actual data for the fiscal years 2009, 2010, and 2011.

I hope this answer addresses your questions about Cook Inlet. Please let me know if you need 
further information.

Sincerely,

Bruce Tangeman W  
Deputy Commissioner



Estimated Lease Expenditures, Credits, and Revenue related to Cook Inlet Oil

FY 2009 FY 2010 FY 2011
Lease Expenditures

Operating Expenditures $201.31 $164.44 $190.14
Capital Expenditures $297.29 $161.94 $109.55

Total Lease Expenditures $498.60 $326.38 $299.69

Production Tax Credits $11.17 $9.13 $43.11

Production Tax Revenue after Credits <$10.00 <$10.00 <$10.00
Royalty Revenue $81.31 $78.24 $78.63
Property Tax Revenue $3.51 $3.57 $3.49
Corporate Income Tax Revenue -  indeterminate -
Total Revenue after Credits excluding
... t , _ <$95.00 <$92.00 <$93.00State Corporate Income Tax_______________________________________
Sources: Monthly Information Forms, Annual Tax Filings, Credit 
spreadsheets, property tax records.
Notes: This information was compiled manually from unaudited, 
company-reported data. Some of the information, such as the production 
tax credit information, is not reported separately when companies have 
oil and gas operations in Cook Inlet and other parts of the state. As such, 
this information should be used for illustration only and be considered 
estimates.
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D i s c u s s i o n  S l i d e s :  

A l a s k a  S e n a t e  F i n a n c e  

C o m m i t t e e

April 2, 20 12

Janak Mayer Tony Reinsch
Manager, Upstream & G as Senior Director, Upstream & Gas
PFC Energy PFC Energy
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Tax Credits Under ACES

Credit Rate Qualifying Expenditures Certificates Can Be 
Submitted to State for Cash?

AS 43.55.023(a)
Qualified Capital Expenditures Credit

20% Qualified Capital Expenditures (including exploration) Yes

AS 43.55.023(b)
Carried-Forward Annual Loss Credit

25% Excess Lease Expenditures (where Production Tax 
liability is insufficient to deduct costs)

Yes

AS 43.55.023(1)
Well Lease Expenditure Credit

40% Well Lease Expenditures (Intangible Drilling Costs) 
below North Slope

Yes

AS 43.55.025(a)(1-4)
Alternative Credit for Exploration

30% Exploration expenditures for wells more than 3 miles 
outside an existing area (if outside Cook Inlet)

Yes

AS 43.55.025(a)(1-4)
Alternative Credit for Exploration

40% Exploration expenditures for wells more than 25 miles 
outside an existing area (10 miles in Cook Inlet)

Yes

AS 43.55.025(a)(5) 
Cook Inlet Jack Up Rig

Up to 
100%

First 3 unaffiliated wells drilled by same jack-up rig in 
Cook Inlet

Yes

AS 43.55.019 
Education Credit

Max
$5
million

Cash donations to educational institutions No

AS 43.55.023(i)
Transitional Investment Credit

20% Expenses before March 31 2006 (pre-PPT) No

AS 43.55.024(a) 
Middle Earth Credit

$6
million

Production below North Slope and outside Cook Inlet 
(Expires 2016)

No

AS 43.55.024(c)
Small Producer Credit

$12
million

Producers with less than 50 mb/d average production 
(Expires 2016)

No
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Total Impact of Credits

$mm Total Impact of Credits ■ DOR Historical CY and FY data and Forecast
1000 1----------------------------------------------------------------------------------------------

 ]  I -- -I  ................  1------
CY 2009 CY 2010 FY2011 FY2012 FY2013

■ Credits claimed against tax liability * Credits refunded (no tax liability)
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•  R e c e n t  T r e n d s  i n  E x p l o r a t i o n  A c t i v i t y  a n d  B a s i n  F o c u s

• Credits and Incentives: Lessons from the Past
-  N a t i o n a l  E n e r g y  P r o g r a m  ( C a n a d a )
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• Development Cycle Time: Incenting the Required Activities
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Rebound in Exploration Spending

Exploration Spend as %  of Total Upstream Spend"
Expl Spend—% Total 

Upstream Spend
35%

WTI $/bbl
$120

Exploration Spend as % of Total Upstream Spend

* Data reflects Total Consolidated Operations for BP, CVX, ExxonMobil (excludes purchase of XTO), TOTAL, Shell,
Eni (1992-2011 only), Anadarko, Apache, BG, ConocoPhillips, Devon, Hess, Marathon, Repsol, and Talisman
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S o u r c e :  U p s tre a m  C o m p e t it io n  S e r v ic e
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Trend in Worldwide Exploration: Global Players

Exploration spending by many of the 
Global Players accelerated sharply in 
2005-2006 as focus shifted to 
restocking the portfolio of development 
projects
Statoil (North Sea) and Shell (Asia, 
North America) were early movers, 
quadrupling exploration spending since 
2004
The growth represents real activity 
gains, substantially outpacing the 
Exploration & Appraisal (E&A) Index

Net Undeveloped Acreage 
Global Players

Total Worldwide Exploration Spending 
Global Players

BP
■XOM
■TOTAL
Average E&A Well Cost

■Chevron
-Shell
Statoil

Equity Affiliates

■ Middle East

■ Russia & Caspian

■ Asia Pacific

■ Europe

■ Africa

■ Latin America

■ North America
Shell Eni TO TAL XOMChevron BP Statoil
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Shell is the leader in undeveloped 
acreage holdings, at over 100 million 
sq.kms, in keeping with their “Last Land 
Grab” growth strategy.

• Majority of acreage held by the 
Majors is in Asia and Africa; North 
America is material undeveloped 
acreage holding for Shell, XOM, 
and BP
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Selected Global Players: Regions of Exploration Focus

• Setting aside the move by virtually all of the Global Players into the US/Canada onshore resource 
plays (oil sands, shale gas. Shale oil), the focus of exploration interest is in the deepwater plays of the 
Atlantic Basin

• Emerging interest in a return to the Arctic Resource play, led by Shell in the Chuckchi Sea, BP and 
Statoil in the Norway and Barents Deepwater, and ExxonMobil securing a strategic association with 
Rosneft in the Russia Arctic

• Of note is the near complete decline of the Middle East as a growth driver for these large companies
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Trend in International Exploration: Independents

• The International Independents 
are a more disparate group when 
it comes to exploration activity:

• Some, like Anadarko, have 
been material exploration 
players through the last 
decade;

• Some, like BG and Apache, 
have aggressively growth 
their exploration activities 
through the past decade;

• Others, like Occidental and 
Noble, have focused on 
development activity in a 
small number of play areas

• Exploration spending by 
Anadarko, BG, and Apache has 
hovered around the $ 1 .3 - 1 .5  bn 
mark for the last few years, high 
for the Indies and -60%  that of 
the smaller Global Players

Total Worldwide Exploration Spending 
International Independents

 Repsol ------Anadarko
 Occidental ------Noble
 BG ------Apache
 Average E&A Well Cost
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Selected International Players: 
Regions of Exploration Focus
• The Independents are similarly positioned in the US/Canada onshore resource plays (oil sands, shale 

gas. Shale oil), and the deepwater plays of the Atlantic Basin
• The Independents are also at the forefront of new basin development, such as the Equatorial Margin, 

East Africa Deepwater, South America “North Tier” deepwater play, Argentina shale gas, and Lake 
Albert basin (Uganda)

• The Independents are not as prominent in the high cost, high risk exploration opportunities in the Arctic 
offshore

0  Repsol 
%  Anadarko 
0  Oxy 
0  Noble 
0  BG 
0  Tullow 
G  Apache
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IOC Growth Centered on Successful “New Frontiers”...
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i W e s t  A f r i c a  D e e p w a t e r  

A l l  O t h e r

U S  D e e p w a t e r  ■  C a n a d a  O i l  S a n d s

i Q a t a r  i  R u s s ia - C a s p ia n

S o u r c e :  U p s tre a m  C o m p e t it io n  S e r v ic e

* In c lu d e s :  A n a d a rk o , A p a c h e , B G ,  B H P ,  B P ,  C N R L ,  C h e v ro n , C o n o c o P h il l ip s ,  D e v o n , E n C a n a ,  E n i,  E x x o n M o b il,  H e s s ,  H u s k y  O il, M a ra th o n , 
M u rp h y , N e x e n , N o b le  E n e r g y ,  O x y , R e p s o l , S a n to s ,  S h e ll,  S u n c o r ,  T a lis m a n , T O T A L ,  W o o d s id e
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...Financed by Redirection of Free Cash Flow
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$100,000 

$ 5 0 ,0 0 0  -

$0

2003-2005:
Sources & Uses of Cash Flow

C a s h  S u r p l u s C a s h  D e f i c i t

I I I I  I
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$ mn

$200,000

$ 1 5 0 ,0 0 0

$100,000

$ 5 0 ,0 0 0

$0

2008-2010:
Sources & Uses of Cash Flow

C a s h  S u r p l u s C a s h  D e f i c i t

, J r

J I  I

U p s t r e a m  C a s h  F lo w  ■  C a p e x  S o u r c e :  U p s tre a m  C o m p e t it io n  S e r v ic e  ■  U p s t r e a m  C a s h  F lo w  ■  C a p e x

Along with Europe, Sub-Saharan Africa is now a key cash generating region for the Global Players—with surplus cash flow 
now supporting growth in North America

*  In c lu d e s  d a ta  fro m  th e  fo llo w in g  c o m p a n ie s :  A n a d a rk o , A p a c h e , B G ,  B H P ,  B P ,  C N R L ,  C h e v ro n , C o n o c o P h il l ip s ,  D e v o n , E n C a n a ,  E n i,  E x x o n M o b il,  H e s s ,  
H u s k y  O il, M a ra th o n , M u rp h y , N e x e n , N o b le  E n e r g y ,  O x y , P e tro b ra s , R e p s o l  Y P F ,  S a n to s ,  S h e ll,  S ta to il, S u n c o r ,  T a lis m a n , T O T A L ,  W o o d s id e
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Content

• Recent Trends in Exploration Activity and Basin Focus
•  C r e d i t s  a n d  I n c e n t i v e s :  S h a r i n g  E x p l o r a t i o n  R i s k

-  N a t i o n a l  E n e r g y  P r o g r a m  ( C a n a d a )

-  N o r w e g i a n  C o n t i n e n t a l  S h e l f  ( N o r w a y )

• Development Cycle Time: Incenting the Required Activities

Alaska Discussion Slides | © PFC Energy 2012 | Page 13 | April 2, 2012 PFC Energy



Exploration and Government Risk Taking

• By and large, Governments have refrained from engaging in the 
business of upstream risk

-  In e m e r g i n g  b a s i n s ,  n a s c e n t  N a t i o n a l  O il  C o m p a n i e s  ( N O C s )  w ill  

u s u a l l y  h a v e  “b a c k - i n  p r o v i s i o n s ” w i t h in  P o d u c t i o n  S h a r i n g  c o n t r a c t s ,  

a l l o w i n g  e n t r y  in t o  d e v e l o p m e n t  p r o j e c t s  a s  a n  e q u i t y  p a r t i c i p a n t  a t  t h e  

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

-  In m o r e  m a t u r e  b a s i n s ,  t h e  N O C  m a y  e n g a g e  f u l ly  f r o m  l i c e n s e  a w a r d  

t o  p r o d u c t i o n  ( P e t o r a  in  N o r w a y ,  O N G C  in  I n d ia ,  P D V S A i n  V e n e z u e l a )  

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

s o p h i s t i c a t i o n  a n d  d r y - h o l e  t o l e r a n c e

• Exploration credits/rebates are, in essence, a direct engagement by 
the government in exploration risk. As such, they have been used 
sparingly outside of the context of the tax and royalty regime
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Canada’s National Energy Program: An Experiment in 
Intervention Gone Awry

• T h e  N E P  w a s  i n t r o d u c e d  t o  b o t h  e n h a n c e  C a n a d i a n  o w n e r s h i p  in  U p s t r e a m  

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

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

d o m e s t i c  c o n s u m e r s

Jurisdiction Petroleum Incentive 
Payments: 
Exploration Activity

Other Government Risk 
Sharing

Comments

Alberta • Cdn Ownership >50%: 10% 
approved costs

• Cdn Ownership >60%: 25% 
approved costs

• Cdn Ownership >65%: 35% 
approved costs

• Development projects:
• Cdn Ownership > 10%: 10% 

approved costs
• Cdn Ownership >65%: 20% 

approved costs
• Same applied to oil sands and 

EOR developments

• Incentives provided to 
both exploration and 
development activities

Federal Lands • Cdn Ownership >50%: 35% 
approved costs

• Cdn Ownership >60%: 65% 
approved costs

• Cdn Ownership >65%: 80% 
approved costs

• PetroCanada given 25% carried 
back-in option, convertible up to 
sanction decision. Paid by P-C 
share of production (grossed up 
by 15% per annum to reflect 
interest and inflation)

• Incentive exploratory 
well had to be >3 
miles from a cased 
well, OR to a deeper 
horizon => incented 
deeper drilling in less 
prospective areas

• 5 year Royalty holiday 
applied on production
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National Energy Program (Canada) and Exploration Incentives

• N E P  i n t r o d u c e d  s u b s t a n t i a l  d i s t o r t i o n s  in t o  t h e  E & P  d e c i s i o n  m a k i n g

p r o c e s s .  In p a r t ic u la r ,  i n c e n t e d  U p s t r e a m  a c t i v i t y  t o w a r d s  l e s s  p r o s p e c t i v e  

a n d  h i g h e r  c o s t  a r e a s ,  a n d  i n t r o d u c e d  “a r t i f i c i a l ” d e m a n d  f o r  U p s t r e a m  

s e r v i c e s

• D r i l l in g  c o s t s  ( s e i s m i c ,  r i g s ,  e t c . )  a c c e l e r a t e d  r a p id ly  a s  d e m a n d  s o a r e d  

in  n e w  a n d  u n s u p p o r t e d  e x p l o r a t i o n  e n v i r o n m e n t s

• M a n y  c o m p a n i e s  w e r e  e f f e c t i v e l y  “d r i l l in g  f o r  P I P  g r a n t s ” w it h  

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

E x p l o r a t i o n  W e ll  

C o s t s
C a n a d i a n  A r c t i c A t la n t i c  O f f s h o r e

1 9 6 6 - 1 9 7 0 $ 4 . 3  m m $ 1 . 2  m m

1 9 7 1 - 1 9 7 5 $ 3 . 6  m m $ 3 . 8  m m

1 9 7 6 - 1 9 8 0 $ 2 4 . 4  m m $ 2 2 . 4  m m

1 9 8 1 - 1 9 8 5 $ 6 3 . 2  m m $ 4 5 . 8  m m

1 9 8 6 - 1 9 9 0 $ 4 4 . 2  m m $ 2 0 . 5  m m
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Canada’s National Energy Program:

• T h e  d e c l i n e  in  c r u d e  p r i c e s  in  t h e  m i d - 1 9 8 0 s  f o r c e d  t h e  w i t h d r a w a l  o f  

v ir t u a l ly  a l l  a s p e c t s  o f  t h e  N E P

• A lb e r t a :

-  PIP grants replaced by Royalty Tax Credits (75% rising to 90% with maximum 
credit per well)

-  Exploration Incentives restructured as either:
■ 12  month Royalty holiday on eligible wells to a maximum per well;
■ Royalty exemption on cumulative production, linked to well depth and location
■ Exploration Drilling Incentive Program: 50% credit set off against subsequent royalties

-  Moved away from credits/rebates outside of the royalty and tax environment =>
r e w a r d  s u c c e s s ,  n o t  s i m p l y  e f f o r t .

• F e d e r a l :

-  PetroCanada back-in eliminated;
-  Royalty linked to “payout” of development

- 1%  royalty rising to 5% at rate of 1%  per 18  months
■ Royalty jumps to 30% net CF after Payout

-  Exploration Tax Credit of 25% for well costs above $5 mm, used to reduce 
Federal Income Tax. If not taxable => direct refund of up to 40% of non-utilized 
credit
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Norwegian Continental Shelf: Incentives in a Modern Context

Oil production in Norway peaked in 2001 and has fallen by ~45% since then. Growth 
in gas production allowed BOE volumes to rise till 2004, and have been in decline 
ever since 
Fiscal system provides incentives for exploration activity

Initiative Comment

Base Production 
Tax

• 25% • Applied to net income from Petroleum activities

Special Tax • 50% • Applied to net income geenrated from petroleum activities, to capture 
resource rent above “normal profits”

Government
Investment

• Petoro • Engages in exploration and development activity as full equity partner; 
pays share of costs and receives 100% of revenue from its working 
interest position

Exploration
Incentives

• 78% • Applies to companies in non-taxable position. Since government allows 
uplift of loss carry-forward at a risk-free interest rate, it is indifferent 
between refund or offset

• Introduced to expand the competitor landscape, bringing in new 
Upstream companies

License access • All companies require p re -a p p ro v a l fo r  fin a n c ia l, te c h n ic a l, a n d  
o p e ra tin g  c a p a b ility  prior to bidding on a License in the Norwegian 
Continental Shelf (NCS)
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Content

• Recent Trends in Exploration Activity and Basin Focus
• Credits and Incentives: Lessons from the Past

-  N a t i o n a l  E n e r g y  P r o g r a m  ( C a n a d a )

-  N o r w e g i a n  C o n t i n e n t a l  S h e l f  ( N o r w a y )

• D e v e l o p m e n t  C y c l e  T i m e :  I n c
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High Levels of Exploration Support under ACES

After Tax Effective Government Exploration Contribution With 40% Credit
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Reduced Levels of Exploration Support under Progressive 
Severance Option

After Tax Effective Government Exploration Contribution With 40% Credit
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o
Levels of Exploration Support under Progressive Severance 
Option with 2 0 % Exploration Credit

After Tax Effective Government Exploration Contribution With 20% Credit
120% -I-------------------------------------------------------------------------------------------------
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C ap ita l  C re d i ts
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Capital Credit -  Return on Investment Under ACES at $ 5 0  Oil

10 mb/d new development: Project Cashflows ex income taxes, and returns
to State, at $50 Oil

IRR NPV

State Govt 8% (36)

35% Stake 5% (111)

Divisible Income (ex income taxes) 
•Cashflow from 35% Equity Stake

■Govt Take (ex income taxes)
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Capital Credit -  Return on Investment Under ACES at $ 1 0 0  Oil

10 mb/d new development: Project Cashflows ex income taxes, and returns
to State, at $100 Oil

O O O O O O O O O O O O O O O O O O O O O O O O O O O  
CNJ CNJ CNJ CNI C M  CNI CNJ CNI CNI CNI CNJ CNJ CNJ CNJ CNJ CNJ CNJ CNJ CNI CNI C M  CNI CNJ CNJ CNJ CNJ CNJ

IRR NPV

State Govt 29% 588

35% Stake 17% 205

Divisible Income (ex income taxes) 
■Cashflow from 35% Equity Stake

-Govt Take (ex income taxes)
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Capital Credit -  Return on Investment Under ACES at $ 1 5 0  Oil

10 mb/d new development: Project Cashflows ex income taxes, and returns
to State, at $150 Oil

i n m s c o o ) 0 ' - ( ' i n ' t i r ) ( D s c D O ) O T - N ( , ) ' t i n ( D s c o c i ) o
^ —  T —  t —  x—  t —  C M  C M  C M  C M  C M  C M  C M  C M  C M  C M  C O  C O  C O  C O  C O  C O  C O  C O  C O  C O  

O O O O O O O O C D O O O O O O O O O O O O O O O O O O  
C M  CNJ CNJ CNJ CSJ CSJ C M  C M  CNJ CNJ CNJ C M  CNJ CSJ CSJ CSJ CNJ CNJ CNJ CNJ CNJ CSJ C N  CSJ CNJ CNJ CNJ

IRR NPV

State Govt 45% 1,314

35% Stake 26% 524

Divisible Income (ex income taxes) 
•Cashflow from 35% Equity Stake

■Govt Take (ex income taxes)
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Capital Credit -  Return on Investment Under ACES at $ 2 0 0  Oil

10 mb/d new development: Project Cashflows ex income taxes, and returns
to State, at $200 Oil

i n ( D N c o a i O T - c > i n t i n i D N m o ) O r - c N r a ^ i n ( D N c o o ) 0  
t - t - T —  t - - < —  T —  C N I C N I C N I C N | C N | C N | C N I C N I C N J C N I C O C ' C > C ' O C O O O O O C O C O C O C D ' 3 -  o o o o o o o o o o o o o o o o o o o o o o o o o o o
CNJ CNI CNI CNI CNI CNJ CNJ CNJ CNJ CNJ CNJ CNJ CNJ CNJ CNJ CNJ CNJ CNJ CNJ CNJ CNI CNJ CNJ CNJ CNJ CNJ CNJ

IRR NPV

State Govt 57% 2,120

35% Stake 33% 853

Divisible Income (ex income taxes) 
■Cashflow from 35% Equity Stake

■Govt Take (ex income taxes)
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Capital Credit -  Return on Investment Under Severance Option 
1 at $ 5 0  Oil

10 mb/d new development: Project Cashflows ex income taxes, and returns
to State, at $50 Oil

IRR NPV

State Govt 9% (28)

35% Stake 5% (111)

Divisible Income (ex income taxes) 
•Cashflow from 35% Equity Stake

■Govt Take (ex income taxes)
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Capital Credit -  Return on Investment Under Severance Option 
1 at $ 1 0 0  Oil

10 mb/d new development: Project Cashflows ex income taxes, and returns
to State, at $100 Oil

N f i n t D M O o i o ^ - w n ^ i n c D N r a o i O t - M r a ^ r i n i D N f f l m o  
T - T —  ■<—  T - T —  t —  C N J C M C N I C N I C N I C N l C N I C N I C N I C N I C O C O C O C O C O C O C O C O C ' O O O - 5 *o o o o o o o o o o o o o o o o o o o o o o o o o o o
CNJ CNJ CNJ CNJ CNJ CNJ CNJ CNJ CNJ CNJ CNJ CNJ CNJ CNJ CNI CNJ CNI CNJ CN I CN I CNJ CN I CNJ CNJ C M  CNJ CNI

IRR NPV

State Govt 28% 543

35% Stake 17% 200

Divisible Income (ex income taxes) 
■Cashflow from 35% Equity Stake

■Govt Take (ex income taxes)
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Capital Credit -  Return on Investment Under Severance Option 
1 at $ 1 5 0  Oil

10 mb/d new development: Project Cashflows ex income taxes, and returns
to State, at $150 Oil

^•in(DNCOO)O<-CMn^LO0NtOO)O»-CNnM-iniDMDO)O 1- T- 1 - X- X- T— C'JCMCvlCMCNCMCMCNCNCNCOCOOOOOC'OCOCOCOC'OC’O'd- o o o o o o o o o o o o o o o o o o o o o o o o o o o
CMCMCNCMCMCMCMCMCMCXICMCNCSJCMCNCNCMCMCMCMCNCNCNCNCMCMCN

IRR NPV

State Govt 43% 1,143

35% Stake 26% 503

Divisible Income (ex income taxes) 
■Cashflow from 35% Equity Stake

■Govt Take (ex income taxes)
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Capital Credit -  Return on Investment Under Severance Option 
1 at $ 2 0 0  Oil

$mm
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10 mb/d new development: Project Cashflows ex income taxes, and returns 
to State, at $200 Oil

(200)

(400)
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IRR NPV

State Govt 55% 1,724

35% Stake 32% 805

Divisible Income (ex income taxes) 
■Cashflow from 35% Equity Stake

■Govt Take (ex income taxes)
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Table of Tax Credits under AS 43.55 - The Alaska
Below is a table relating to credits under AS 43.55, the Oil and Gas Production Tax, for the State of Alaska. This is intended as an informational guide

current statutes and regulations, refer to the official printed version of the statutes and regulations. Thi

C r e d it s  th a t M a y  b e  Is s u e d  a s  C e rtif ic a te s  a n d  S u b m itt e d  t o  th e  S ta te  f o r  C a s h  P u r c h a s e

Updated 1/17/12, DMG
A S  4 3 .5 5 .0 2 3 (a )(1 ) A S  4 3 .5 5 .0 2 3 (a )(2 ) A S  4 3 .5 5 .0 2 3 (b ) A S  4 3 .5 5 .0 2 3 (/ )(1 ) A S  4 3 .5 5 .0 2 3 (/ )(2 ) A S  4 3 .5 5  (

In fo rm a l T it le
Qualified Capital 

E x p e nd itu res Cre d it

Qu a lified  C a p ita l 

E xp e n d itu re s  C re d it  in 

Relation to Exploration

C a rrie d -F o rw a rd  A n n u a l L o s s  
Credit

W e ll Le a s e  E xp e n ditu re  

C re d it

W e ll Le a s e  E xpenditure 
Cre d it in R elation to 

Exploration

Alternative

Exp lo

In itia l a n d  M o s t  R e c e n t  

E ffe c t iv e  D a te (s )

4/1/2006, a m e n d e d  
7/1/2007

4/1/2006, a m e n d e d  
7/1/2007

4/1/2006, a m e n d e d  7/1/2008 7/1/2010 7/1/2010 2 0 0 3 , a m e n i

C r e d it  P e r c e n ta g e  / A m o u n t
2 0 % 2 0 %

2 5 %  

(pre-7/1/07 2 0 % )
4 0 % 4 0 %

3 0 %  c 

(p re -7 / 1 /0 8 :

D e s c r ip tio n

A  Q u a lified  C a p ita l 

Exp e n d itu re  ( Q C E )  m u s t be 

a  lea se  exp e n diture  and 
treated a s  a capita lize d  cost 

u n d e r 2 6  IR C . F o r  credits 

south o f 6 8  d e g re e s  North 

latitude the se  a re  iss u e d  a s  

o n e  certificate. F o r  the 
N orth S lo p e , the se  credits 

a re  issue d  a s  two 

certificates (o ne  ava ila b le  in 

ye a r issue d, the o th er 
ava ila b le  the following 

ca le n d a r ye a r).

A  Q u a lified  C a p ita l 
Exp e n d itu re  ( Q C E )  m u s t be 

a  lea s e  exp e n diture  and 
related to e xploratio n. F or 

cre dits  south o f 6 8  de gre e s 

N o rth  latitude th e se  are 

issue d  a s  o n e  certificate. 

F o r  the N o rth  S lo p e , these 

credits a re  issue d  a s  two 
certificates (o n e  ava ila b le  in 

y e a r iss ue d , the o th er 

ava ila b le  the following 
ca le n d a r ye a r).

T h e  ca rried  fo rw ard annual 

loss is calcu late d  for e a c h  

se g m e n t b y  taking 2 5 %  of 

e x c e ss  lea s e  expenditures 

(le a se  expe n diture s not 
de du cta b le  in calculating  

production tax v a lu e s). F o r  

credits south o f 6 8  d e gre e s 
North latitude th e se  a re 

issue d  a s  o n e  certificate. F o r  
th e  North S lo p e , the se  credits 

a re  issued a s  tw o certificates 

(o n e  ava ila b le  in y e a r issued, 

the o th e r ava ila b le  the 
following c a le n d a r ye a r).

A  W e ll Le a se  Exp e nd itu re  
(W L E )  m u s t b e  a  lea se  

exp e nd iture , Q C E ,  A N D  an 

Intangible  Drilling a n d  
D e v e lo p m e n t C o s t (I  D C ) 

so u th  o f  68  d e g re e s  North 

latitude.

A  W e ll L e a s e  E xpenditure 
(W L E )  m u s t be a  lease 

exp e nd iture , Q C E ,  A N D  a n  

Intangible  Drilling and 

D e ve lo p m e n t C o s t  ( ID C ) 

related to exploration south 
of 6 8  d e g re e s  North 

latitude.

T h e s e  credit: 
defined b y  be 

and regulati 

d irectly relate 
explorati 

pe rform in g a 

A n  explorat 

rece ive  eithi 
4 0 %  dependi 

an d  seism ii 
m a y  receivt

D N R  D a ta  R e q u ire m e n ts  

L o c a t io n  R e q u ire m e n ts

N o

Y e s  -  m u st b e  south o f  68 

d e g re e s  N orth  latitude

Y e s  -  m u s t b e  south o f 68 

s N orth latitude

F o r  s o m e  ol 
there an 

re q u ire m e r 

w e lls  a

R e g u la tio n s *

C o m b in a t io n s

15 A A C  5 5 .3 1 0 -3 2 0  15 A A C  5 5 .3 1 0 -3 2 0

S a m e  e xp e nd iture s m a y  S a m e  e x p e nd iture s m a y 
a lso  qualify for credit u n d e r a ls o  qualify for c re dit und e r 

A S  4 3 .5 5 .0 2 3 (b ) A S  4 3 .5 5 .0 2 3 (b )

15 A A C  5 5 .3 1 0 -3 2 0

S a m e  exp e nd iture s m a y  a lso  

qualify fo r credit u n d e r A S  

4 3 .5 5 .0 2 3 (a ), (I), o r  0 2 5 (a ) (1 - 4)

15 A A C !

S a m e  e xp e n diture s m a y 

als o  qualify fo r  credit und e r 
A S  4 3 .5 5 .0 2 3 (b )

S a m e  expe nd iture s m a y  S a m e  expe 

a lso  qualify for credit u nd e r a lso  qualify 1 
A S  4 3 .5 5 .0 2 3 (b ) A S  4 3.

U s e s  to  C r e d it
A p p lie d  directly to ta x  or 

issued a s  a  certificate and 

then transferred, ap p lie d  to 

tax. o r  "c a she d " out w ith the 

State u n d e r A S  4 3 .5 5 .0 2 8  -  
o r  a  com b in a tio n  o f  the 

a b ove . N ote : the recip ie nt of 

a  transferred certificate m a y 

not "c a sh " out the certificate 

w ith the S tate.

A p p lie d  directly to  ta x  or 

issue d  a s  a  certificate and 

the n  transferred, ap p lie d  to 

tax, o r "c a sh e d ” o u t with the 

S ta te  u n d e r A S  4 3 .5 5 .0 2 8  -  
o r  a  com b in a tio n  o f  the 

a b o v e . N ote : the recip ie nt of 

a  transferred certificate m a y 

not "c a sh " o u t the certificate 

w ith the S tate.

A p p lie d  directly to ta x  o r  

issued a s  a certificate and 

then transferred, applied to 
tax, o r "c a sh e d " o ut with the 

S ta te  u n d e r A S  4 3 .5 5 .0 2 8  -  

o r a  com bina tio n  o f the 

a b ove . N ote : the recip ie nt of 

a  transferred certificate m a y 

not "c a sh" out th e  certificate 

w ith the S tate.

A p p lie d  d irectly to ta x  or 

issue d  as a  certificate and 

the n  transferred, applied to 
tax, o r  "c a sh e d " o ut with the 

S ta te  u nd e r A S  4 3 .5 5 .0 2 8  -  

o r  a  com bina tio n  o f the 

a b o v e . N ote: the recipient o f 

a  transferred certificate m a y 
not "c a sh " o u t the certificate 

with th e  S tate.

Ap p lie d  directly to  tax or 

issued a s  a  certificate and 

then transferred, applied to 
tax, o r  "c a she d" o u t with the 
State u n d e r A S  4 3 .5 5 .0 2 8  -  

or a  com b in a tio n  of the 

a b ove . N ote: the recipient o f 

a  transferred certificate m a y  
not "c a sh " out the certificate 

with the S tate.

A p p lie d  dir 

issue d  a s  a 
the n  transfe 

tax, o r  "ca sh 

S ta te  u n d e r 
o r a  comfc 

a b o v e . Note: 
a  transferrer 

not "c a sh " O! 
with t

F i lin g  R e q u ire m e n ts
F o rm  0 4 0 5 -3 3 0  m u s t be 

subm itted a s  well a s  all 

b a c k u p  required u nd e r 

regulation to su p p o rt the 
credit claim .

F o rm  0 4 0 5 -3 3 0  m u s t be 

su b m itte d  a s  w ell a s  all 

b a c k u p  req uire d  un de r 

regulation to s u p p o rt the 
credit c la im .

F o rm  0 4 0 5 -3 3 0  m u st be 

subm itted a s  w ell a s  all 
b a c k u p  req uired u n d e r 

regulation to su p p o rt the 

credit cla im .

F o rm  0 4 0 5 -3 3 0  m u s t be 

subm itted a s  well a s  all 

b a c k u p  req uire d  un de r 
regulation to su p p o rt the 

credit c laim .

F o rm  0 4 0 5 -3 3 0  m u st be 

subm itted as w ell as all 
b a ck up  req uired under 

regulation to su p p o rt the 

credit cla im .

F o rm  040.' 

subm itted 

b a c k u p  re 

regulation 

crec

‘ O th e r  reg u la tions u n d e r 15 A A C  5 5  m a y a p p ly  to th e se  credits, this section on ly  lists the regulations d irectly related. P le a se  rea d  all of 15 A A C  5 5  for c o m p le te  inform ation and tre a tm e n ts o f  t h e 1
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Difficulties in Existing Fiscal Structure
TrTrn*Hr-”TTT"‘"",1"M,*''‘':.......——

• The incorporation of progressivity into the Profit-Based Production 
Tax (Net) in ACES creates three significant problems

-  L a r g e - s c a l e  g a s  p r o d u c t i o n  a t  l o w  g a s  p r i c e s  c o u l d  in  t h e  f u t u r e  

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

- Resolving this problem within the framework of ACES requires significant 
complexity

■ Approach to decoupling in CSSB 192 requires ability to split costs between 
oil and gas production, creating high degree of administrative burden, and 
limiting capacity of state to effectively audit

-  C o m b i n a t i o n  o f  h i g h  c r e d i t s  w i t h  h i g h  t a x  r a t e s  c a n  p r o d u c e  e x c e s s i v e  

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

c o n t r o l

- Effective After-Tax rate of Government support for exploration can be over 
100% at high price levels

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

c o m p l e x

■ Proposed incentives within existing framework focus on either allowances to 
reduce Production Tax Value , or revenue exclusions (tax holiday)

Alaska Discussion Slides | © PFC Energy 2012 | Page 2 | April 3, 2012 PFC Energy
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• A Progressive Severance Tax (Gross) option would instead remove 
progressivity from the Profit-Based Production Tax (Net), instead 
levying this tax at the flat, base rate of 2 5 %

• To retain an element of progressivity, a new Progressive Severance 
Tax (Gross) would then be added to the system. The tax would:

-  B e  n o n - d e d u c t i b l e  f o r  P r o f i t - B a s e d  P r o d u c t i o n  T a x  p u r p o s e s

-  B e  l e v i e d  o n  g r o s s  p r o d u c t i o n  ( n e t  o f  r o y a l t i e s )

-  B e  l e v i e d  s o l e l y  o n  o i l

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

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

t h r e s h o l d s .

• The proposed Progressive Severance Tax would use the following 
parameters:

■ No severance tax below $65 Gross Value at Point of Production (GVPP)
■ Progressivity of .25% commencing at a threshold of $65 GVPP
» At $125 GVPP, a tax rate of 15% is reached. At this point, progressivity is 

reduced to 0.05%
■ Progressivity is capped at 20%

Alaska Discussion Slides | © PFC Energy 2012 | Page 3 | April 3, 2012 PFC Energy
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Benefits of Progressive Severance Tax (Gross) Structure
m a s

• By removing progressivity from the Profit-Based Production Tax 
(Net), and having the progressive element of the structure be a 
Progressive Severance Tax (Gross), two things become much 
easier to achieve

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

b e  a  p r o b l e m  w i t h o u t  p r o g r e s s i v i t y  in  t h e  P r o f i t - B a s e d  P r o d u c t i o n  T a x

■ Complex provisions to split costs between oil and gas production under 
CSSB 192 are thus no longer required

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

p r o b l e m

• Even with 40% exploration credit, effective after-tax Government support for 
exploration flat at 65%

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

o r  r e d u c i n g  t h e  P r o g r e s s i v e  S e v e r a n c e  T a x  ( G r o s s )  f o r  n e w  p r o d u c t i o n

• A wide range of levels of government take can be achieved using 
this structure, depending on the parameters applied

Alaska Discussion Slides | © PFC Energy 2012 | Page 4 | April 3, 2012 PFC Energy



o o o

FY 2 0 1 3  Revenue Comparison

$mm Revenue from Production Tax (inc Severance)

-— ACES — CSSB 192 — Severance Tax Option

 CSSB 192 with 40% Cap CSSB 192 with 50% Cap

$mm Cash to Companies

CSSB 192 with 40% Cap  CSSB 192 with 50% Cap
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FY 2 0 1 3  Revenue Comparison
■ ■ ■ H I

$mm Total State Take

ANS West Coast Crude Price
-ACES    CSSB 192 - ... Severance Tax Option

-CSSB 192 with 40% Cap  CSSB 192 with 50% Cap

$mm
30,000

Total Government Take

40 50 60 70 80 90 100 110 120 130 140 150 160 170 180 190 200 
ANS West Coast Crude Price 

-ACES   CSSB 192 ... Severance Tax Option
-CSSB 192 with 40% Cap  CSSB 192 with 50% Cap
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FY 2 0 1 3  Revenue Comparison
Production Tax Total S tate Take Total Government Take
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40 (39) 289 289 289 289 1,352 1,660 1,660 1,660 1,660 1,427 1,660 1,660 1,660 1,660
50 222 461 461 461 461 1,983 2,202 2,202 2,202 2,202 2,527 2,669 2,669 2,669 2,669
60 653 653 653 653 653 2,769 2,769 2,769 2,769 2,769 3,728 3,728 3,728 3,728 3,728
70 1,109 1,106 1,106 1,106 1,084 3,577 3,575 3,575 3,575 3,555 4,943 4,941 4,941 4,941 4,929
80 1,831 1,792 1,792 1,792 1,754 4,631 4,595 4,595 4,595 4,560 6,318 6,294 6,294 6,294 6,272
90 2,692 2,599 2,599 2,599 2,571 5,811 5,725 5,725 5,725 5,699 7,775 7,719 7,719 7,719 7,703

100 3,691 3,527 3,527 3,527 3,474 7,117 6,966 6,966 6,966 6,918 9,314 9,216 9,216 9,216 9,184
110 4,827 4,575 4,575 4,575 4,463 8,549 8,318 8,318 8,318 8,215 10,935 10,785 10,785 10,785 10,718
120 6,102 5,744 5,340 5,744 5,538 10,108 9,781 9,410 9,781 9,592 12,638 12,425 12,184 12,425 12,302
130 7,515 7,035 6,030 7,035 6,700 11,794 11,354 10,433 11,354 11,047 14,424 14,138 13,539 14,138 13,939
140 8,614 8,445 6,720 8,445 7,598 13,192 13,037 11,457 13,037 12,261 16,023 15,922 14,895 15,922 15,417
150 9,684 9,512 7,410 9,327 8,417 14,563 14,406 12,480 14,236 13,402 17,604 17,502 16,250 17,391 16,849
160 10,787 10,601 8,100 10,189 9,253 15,965 15,794 13,503 15,417 14,559 19,205 19,094 17,605 18,849 18,291
170 11,925 11,723 8,790 11,052 10,106 17,399 17,214 14,527 16,599 15,732 20,827 20,707 18,960 20,307 19,744
180 13,098 12,880 9,480 11,914 10,977 18,864 18,665 15,550 17,780 16,921 22,470 22,340 20,315 21,765 21,207
190 14,305 14,072 10,170 12,777 11,864 20,361 20,148 16,573 18,961 18,126 24,133 23,994 21,671 23,223 22,680
200 15,546 15,298 10,860 13,639 12,769 21,890 21,662 17,597 20,143 19,346 25,816 25,668 23,026 24,681 24,163

Cash to Companies FY 2013 % Government Take
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40 139 (95) (95) (95) (95) 91% 106% 106% 106% 106%
50 1,010 868 868 868 868 71% 75% 75% 75% 75%
60 1,780 1,780 1,780 1,780 1,780 68% 68% 68% 68% 68%
70 2,536 2,538 2,538 2,538 2,551 66% 66% 66% 66% 66%
80 3,133 3,157 3,157 3,157 3,179 67% 67% 67% 67% 66%

N o t e :  C o n s i s t e n t  w i t h  D O R  m e t h o d o lo g y ,  t h e s e  r e v e n u e  n u m b e r s
90 3,648 3,703 3,703 3,703 3,720 68% 68% 68% 68% 67%

100 4,080 4,178 4,178 4,178 4,209 70% 69% 69% 69% 69% d o  n o t  i n c l u d e  p a y m e n t s  f o r  t a x  c r e d i t s  w h i c h  a r e  n o t  c l a im e d  

a g a i n s t  c u r r e n t  p r o d u c t i o n ,  a s  t h e s e  a r e  a c c o u n t e d  f o r  s e p a r a t e l y
110 4,430 4,581 4,581 4,581 4,647 71% 70% 70% 70% 70%
120 4,698 4,911 5,152 4,911 5,034 73% 72% 70% 72% 71%
130 4,884 5,170 5,769 5,170 5,370 75% 73% 70% 73% 72% in  t h e  b u d g e t .  In  2 0 1 3 ,  D O R  f o r e c a s t s  a  p o t e n t ia l  l i a b i l i t y  o f  

$ 4 0 0 m m  f o r  t h e s e  c r e d i t s .
140 5,257 5,357 6,385 5,357 5,862 75% 75% 70% 75% 72%
150 5,647 5,749 7,001 5,860 6,402 76% 75% 70% 75% 72%
160 6,017 6,128 7,617 6,373 6,931 76% 76% 70% 75% 73%
170 6,367 6,487 8,234 6,887 7,450 77% 76% 70% 75% 73%
180 6,696 6,825 8,850 7,400 7,959 77% 77% 70% 75% 73%
190 7,004 7,143 9,466 7,914 8,457 78% 77% 70% 75% 73%
200 7,292 7,440 10,082 8,428 8,945 78% 78% 70% 75% 73% n r / ^  i— ________________
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Claimed Against Current Production
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40 (439) (111) (111) (111) (111) 952 1,260 1,260 1,260 1,260
50 (178) 61 61 61 61 1,583 1,802 1,802 1,802 1,802
60 253 253 253 253 253 2,369 2,369 2,369 2,369 2,369
70 709 706 706 706 684 3,177 3,175 3,175 3,175 3,155
80 1,431 1,392 1,392 1,392 1,354 4,231 4,195 4,195 4,195 4,160
90 2,292 2,199 2,199 2,199 2,171 5,411 5,325 5,325 5,325 5,299

100 3,291 3,127 3,127 3,127 3,074 6,717 6,566 6,566 6,566 6,518
110 4,427 4,175 4,175 4,175 4,063 8,149 7,918 7,918 7,918 7,815
120 5,702 5,344 4,940 5,344 5,138 9,708 9,381 9,010 9,381 9,192
130 7,115 6,635 5,630 6,635 6,300 11,394 10,954 10,033 10,954 10,647
140 8,214 8,045 6,320 8,045 7,198 12,792 12,637 11,057 12,637 11,861
150 9,284 9,112 7,010 8,927 8,017 14,163 14,006 12,080 13,836 13,002
160 10,387 10,201 7,700 9,789 8,853 15,565 15,394 13,103 15,017 14,159
170 11,525 11,323 8,390 10,652 9,706 16,999 16,814 14,127 16,199 15,332
180 12,698 12,480 9,080 11,514 10,577 18,464 18,265 15,150 17,380 16,521
190 13,905 13,672 9,770 12,377 11,464 19,961 19,748 16,173 18,561 17,726
200 15,146 14,898 10,460 13,239 12,369 21,490 21,262 17,197 19,743 18,946
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Impact of Rising Operating Costs
■■■■■■■■■■■■■■

Revenue Difference Between ACES and Progressive Severance Option under Different 
Opex/bbi Assumptions

-$12/bbl Opex 
$14/bbl Opex 

•$16/bbl Opex 
•$18/bbl Opex 
•$20/bbl Opex 
•$22/bbl Opex 
$24/bbl Opex
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Data on Operating Costs

$/boe
14 T - ConocoPhillips Alaska Production Costs (From 10K)

2003 2004 2005 2006 2007 2008 2009 2010 2011

$/boe
$14,000 North Slope Historical Costs (DOR Data)

2006 2007 2008 2009
i Prudhoe Bay ■ Kuparak ■ North Slope Average

2010

$/bbl DOR North Slope Opex/bbl Forecast
$18.00 
$16.00 
$14.00 
$12.00 
$10.00 
$8.00 
$6.00 
$4.00 
$2.00 

$-
2012 2013 2014 2015 2016 2017 2018 2019 2020 2021
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• Under ACES, thresholds and coefficients fo r progressivity are 
specified in nominal terms, w ithout indexation

-  A s  a  r e s u l t ,  w h e n  e c o n o m i c s  o v e r  t h e  l o n g - t e r m  r a t h e r  t h a n  j u s t  2 0 1 3  

a r e  e x a m i n e d ,  w e  s e e  t h e  e f f e c t s  o f  ‘b r a c k e t  c r e e p ’ o r  ‘s t e a l t h  t a x ’

-  In  r e a l  t e r m s ,  a s  p r i c e s  i n c r e a s e ,  t h r e s h o l d s  f o r  p r o g r e s s i v i t y  d e c r e a s e ,  

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

l o w e r  p r i c e  l e v e l s

• Similarly, unless progressive severance thresholds are indexed to 
inflation, progressive severance will apply at steadily lower 
thresholds over time

-  I n d e x i n g  t h r e s h o l d s  w i l l  a l s o  g o  s o m e  w a y  t o  a d d r e s s i n g  t h e  c o s t  

s e n s i t i v i t y  i s s u e
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Incentives for New Production

• S ignificant incentives can be provided to new production, by 
elim inating or reducing the Progressive Severance Tax (Gross) on 
any combination of:

-  P r o d u c t i o n  f r o m  n e w  a r e a s

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

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

-  P r o d u c t i o n  a b o v e  a  f i x e d  d e c l i n e  r a t e

• One possibility fo r a reduced rate o f Progressive Severance Tax is:
-  N o  s e v e r a n c e  t a x  b e l o w  $ 6 5  G r o s s  V a l u e  a t  P o i n t  o f  P r o d u c t i o n  ( G V P P )

-  P r o g r e s s i v i t y  o f  . 0 5 %  c o m m e n c i n g  a t  a  t h r e s h o l d  o f  $ 6 5  G V P P

-  P r o g r e s s i v i t y  c a p p e d  a t  5 %

Alaska Discussion Slides | © PFC Energy 2012 | Page 12 | April 3, 2012 P F C  E n e r g y



o  o  o
Production Above a Decline -  Fixed v Annual Calculation

mb/d

700

Production Above Rolling Average Decline, Determined Annually Production Above Fixed 6% Decline

Production Above Roling Average Annual Decline 
Production Below Rolling Average Annual Decline

Production Above Fixed Decline 
■ Production Below Fixed Decline

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032
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F Y  2 0 1 3  R e v e n u e  C o m p a r i s o n
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F Y  2 0 1 3  R e v e n u e  C o m p a r i s o n

$mm Total State Take

■ACES

ANS West Coast Crude Price

CSSB 192

$mm

30.000

25.000

20.000

15.000
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5,000

■HB110
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Production Tax Total State Take Total Government Take Cash to Companies FY 2013 % Government Take

co
CM05
CO o co

CMO)
CO o CO

CMo>
CO o co

CM05
CO o CO

CMo>
T—
CO o

V-LU CO t— w co x— LU co —̂ LU co x— LU CO T—O CO co o CO CO o CO CO o CO CO a CO CO< o x < o X < o X < o X < o X
40 (233) 92 (458) 1,413 1,711 1,207 1,616 1,810 1,482 378 184 512 81% 91% 74%
50 82 265 (143) 2,148 2,315 1,941 2,803 2,912 2,669 1,218 1,109 1,352 70% 72% 66%
60 513 513 288 2,989 2,989 2,783 4,060 4,060 3,926 1,988 1,988 2,122 67% 67% 65%
70 996 944 729 3,878 3,831 3,634 5,347 5,316 5,188 2,727 2,758 2,886 66% 66% 64%
80 1,736 1,574 1,204' 5,002 4,854 4,515 6,787 6,690 6,470 3,314 3,411 3,631 67% 66% 64%
90 2,613 2,384 1,763' 6,252 6,042 5,473 8,308 8,172 7,802 3,819 3,955 4,325 69% 67% 64%

100 3,628 3,281 2,387 7,629 7,310 6,491 9,913 9,705 9,173 4,241 4,448 4,981" 70% 69% 65%
110 4,782 4,263 3,075 9,132 8,657 7,568 11,599 11,290 10,583 4,582 4,890 5,598 72% 70% 65%
120 6,073 5,332 3,828 10,761 10,082 8,705 13,367 12,926 12,031 4,840 5,281 6,176 73% 71% 66%
130 7,503 6,488 4,648 12,517 11,587 9,902 15,218 14,613 13,518 5,016 5,620 6,716 75% 72% 67%
140 8,550 7,437 5,510 13,922 12,903 11,138 16,841 16,178 15,031 5,420 6,082 7,230 76% 73% 68%
150 9,623 8,255 6,372 15,352 14,099 12,374 18,479 17,665 16,544 5,808 6,622 7,743 76% 73% 68%
160 10,730 9,089 7,235 16,813 15,310 13,611 20,138 19,161 18,057 6,175 7,152 8,257 77% 73% 69%
170 11,873 9,941 8,097 18,306 16,537 14,847 21,818 20,668 19,570 6,522 7,672 8,770 77% 73% 69%
180 13,049 10,811 8,960 19,830 17,780 16,084 23,518 22,185 21,083 6,849 8,182 9,284 77% 73% 69%
190 14,261 11,697 9,822 21,386 19,038 17,320 25,239 23,712 22,596 7,155 8,681 9,797 78% 73% 70%
200 15,506 12,601 10,685 22,974 20,312 18,557 26,980 25,250 24,109 7,440 9,170 10,311 78% 73% 70%

Note: Consistent with DOR methodology, these revenue numbers do not include payments for tax credits which are not claimed against current 
production, as these are accounted for separately in the budget. In 2013, DOR forecasts a potential liability of $400mm for these credits.
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FY 2013 Revenue Comparison -  Adjusted for $400mm Credits 
Not Claimed Against Current Production

D

Production Tax Total S ta te  T ake
CM CMCO CT>

CO CD o CO CD o
w CO T— LU CO
o CO CD o CO CD
< O X < O X

40 (633) (308) (858) 1 , 0 1 3 1 , 3 1 1 807
50 (318) (i 30) (543) 1 , 7 4 8 1 , 9 1 5 1 , 5 4 1
60 1 1 3 1 1 3 ( 1 1 2 ) 2 ,5 8 9 2 ,5 8 9 2 ,3 8 3
70 596 544 32 9 3 ,4 7 8 3 ,4 3 1 3 ,2 3 4
80 1 , 3 3 6 1 , 1 7 4 804 4 ,6 0 2 4 ,4 5 4 4 , 1 1 5
90 2 , 2 1 3 1 ,9 8 4 1 , 3 6 3 5 ,8 5 2 5 ,6 4 2 5 ,0 7 3

10 0 3 ,2 2 8 2 ,8 8 1 1 ,9 8 7 7 ,2 2 9 6 ,9 10 6 ,0 9 1
1 1 0 4 ,3 8 2 3 ,8 6 3 2 ,6 7 5 8 ,7 3 2 8 ,2 5 7 7 , 1 6 8
1 2 0 5 ,6 7 3 4 ,9 3 2 3 ,4 2 8 1 0 , 3 6 1 9,682 8 ,3 0 5
1 3 0 7 , 1 0 3 6,088 4 ,24 8 1 2 , 1 1 7 1 1 , 1 8 7 9 ,50 2
14 0 8 , 1 5 0 7 ,0 3 7 5 , 1 1 0 1 3 , 5 2 2 1 2 , 5 0 3 1 0 ,7 3 8
1 5 0 9 ,2 2 3 7 ,8 5 5 5 ,9 7 2 14 ,9 5 2 1 3 ,6 9 9 1 1 , 9 7 4
16 0 10 , 3 3 0 8,689 6 ,8 3 5 1 6 , 4 1 3 1 4 , 9 1 0 1 3 , 2 1 1
1 7 0 1 1 , 4 7 3 9 ,5 4 1 7 ,6 9 7 17 ,9 0 6 1 6 , 1 3 7 14 ,4 4 7
18 0 12 ,6 4 9 1 0 , 4 1 1 8 ,560 19 ,4 3 0 1 7 ,3 8 0 15 ,6 8 4
19 0 1 3 ,8 6 1 1 1 , 2 9 7 9 ,422 20 ,986 18 ,6 3 8 16 ,9 2 0
200 1 5 , 1 0 6 1 2 , 2 0 1 10 ,2 8 5 2 2 ,5 7 4 1 9 ,9 1 2 1 8 , 1 5 7
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40 81% 91% 81% 74% 74%
50 70% 72% 70% 66% 63%
60 67% 67% 67% 65% 61%
70 66% 66% 66% 64% 60%
80 67% 66% 65% 64% 60%
90 69% 67% 65% 64% 60%

100 70% 69% 65% 65% 60%
110 72% 70% 65% 65% 61%
120 73% 71% 65% 66% 61%
130 75% 72% 65% 67% 62%
140 76% 73% 65% 68% 63%
150 76% 73% 66% 68% 63%
160 77% 73% 66% 69% 64%
170 77% 73% 66% 69% 64%
180 17% 73% 66% 69% 65%
190 78% 73% 66% 70% 65%
200 78% 73% 66% 70% 65%

 ACES  CSSB 192

CSSB 192 (New Production) —  HB110

 HB110 (New Production)
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o o o
Summary of Progressive Severance Tax (Gross) Structure

• A Progressive Severance Tax (Gross) option would instead remove 
progressivity from the Profit-Based Production Tax (Net), instead 
levying this tax at the flat, base rate of 25%

• To retain an element of progressivity, a new Progressive Severance 
Tax (Gross) would then be added to the system. The tax would:

-  B e  n o n - d e d u c t i b l e  f o r  P r o f i t - B a s e d  P r o d u c t i o n  T a x  p u r p o s e s

-  B e  l e v i e d  o n  g r o s s  p r o d u c t i o n  ( n e t  o f  r o y a l t i e s )

-  B e  l e v i e d  s o l e l y  o n  o i l

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

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

t h r e s h o l d s .

• The proposed Progressive Severance Tax would use the following 
parameters:

■ N o  s e v e r a n c e  t a x  b e l o w  $ 6 0  G r o s s  V a l u e  a t  P o i n t  o f  P r o d u c t i o n  ( G V P P )

■ P r o g r e s s i v i t y  o f  .2 7 %  c o m m e n c i n g  a t  a  t h r e s h o l d  o f  $ 6 0  G V P P

■ A t  $ 1 2 0  G V P P ,  a  t a x  r a t e  o f  1 6 .2 %  i s  r e a c h e d .  A t  t h i s  p o in t ,  p r o g r e s s i v i t y  i s

r e d u c e d  t o  0 . 0 3 %

■ P r o g r e s s i v i t y  i s  c a p p e d  a t  2 0 %
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F Y  2 0 1 3  R e v e n u e  C o m p a r i s o n

$mm Revenue from Production Tax $mm
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F Y  2 0 1 3  R e v e n u e  C o m p a r i s o n

$mm
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Total State Take
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ANS West Coast Crude Price
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Production Tax Total State Take Total Government Take Cash to Companies FY 2013 % Government Take
CM CM CM CM CM05 CD CT> CD CD

co m o C/3 CO o co cn o CO co o CO CD o
LU C/3 LU CO *— LU CO \— LU CO T— LU CO T—o C/D CD O CO CD O CO CO o CO CD O CO CD< O X < o X < O X < o X < O X

40 (233) 92 (458) 1,413 1,711 1,207 1,616 1,810 1,482 378 184 512 81% 91% 74%
50 82 265 (143) 2,148 2,315 1,941 2,803 2,912 2,669 1,218 1,109 1,352 70% 72% 66%
60 513 513 288 2,989 2,989 2,783 4,060 4,060 3,926 1,988 1,988 2,122 67% 67% 65%
70 996 985 729 3,878 3,868 3,634 5,347 5,340 5,188 2,727 2,734 2,886 66% 66% 64%
80 1,736 1,756 1,204 5,002 5,021 4,515 6,787 6,799 6,470 3,314 3,302 3,631 67% 67% 64%
90 2,613 2,620 1,763 6,252 6,259 5,473 8,308 8,313 7,802 3,819 3,815 4,325 69% 69% 64%

100 3,628 3,577 2,387 7,629 7,582 6,491 9,913 9,882 9,173 4,241 4,272 4,981 70% 70% 65%
110 4,782 4,627 3,075 9,132 8,990 7,568 11,599 11,507 10,583 4,582 4,674 5,598 72% 71% 65%
120 6,073 5,770 3,828 10,761 10,484 8,705 13,367 13,187 12,031 4,840 5,020 6,176 73% 72% 66%
130 7,503 6,934 4,648 12,517 11,996 9,902 15,218 14,879 13,518 5,016 5,354 6,716 75% 74% 67%
140 8,550 7,714 5,510 13,922 13,157 i 1,138 16,841 16,343 15,031 5,420 5,917 7,230 76% 73% 68%
150 9,623 8,504 6,372 15,352 14,327 12,374 18,479 17,813 16,544 5,808 6,474 7,743 76% 73% 68%
160 10.730 9,304 7,235 16,813 15,506 13,611 20,138 19,289 18,057 6,175 7,025 8,257 77% 73% 69%
170 11,873 10,114 8,097 18,306 16,695 14,847 21,818 20,771 19,570 6,522 7,569 8,770 77% 73% 69%
180 13,049 10 ' . 8,960 19,830 17,894 16,084 23,518 22,259 21,083 6,849 8,107 9,284 77% 73% 69%
190 14,261 11,766 9,822 21,386 19,101 17,320 25,239 23,754 22,596 7,155 8,640 9,797 78% 73% 70%
200 15,506 12,608 10,685 22,974 20,319 18,557 26,980 25,254 24,109 7,440 9,166 10,311 78% 73% 70%

Note: Consistent with DOR methodology, these revenue numbers do not include payments for tax credits which are not claimed against current 
production, as these are accounted for separately in the budget. In 2013, DOR forecasts a potential liability of $400mm for these credits.
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o
FY 2013 Revenue Comparison -  Adjusted for $400mm Credits 
Not Claimed Against Current Production

o

Production Tax Total S ta te  Take
CM CM
o> 05

C/3 co o CO CO o
LU C/3 v- HI CO T—

o C/3 CO o CO CO
< O X < o X

40 (633) (308) (858) 1 , 0 1 3 1 , 3 1 1 807
50 (318) ( 135 ) (543) 1 ,7 4 8 1 , 9 1 5 1 , 5 4 1

60 1 1 3 1 1 3 ( 1 1 2 ) 2 ,5 89 2 ,5 8 9 2 ,3 8 3

70 596 58 5 32 9 3 ,4 78 3 ,468 3 ,2 3 4

80 1 , 3 3 6 1 , 3 5 6 804 4 ,60 2 4 ,6 2 1 4 , 1 1 5

90 2 , 2 1 3 2 ,220 1 , 3 6 3 5 ,8 5 2 5 ,8 59 5 ,0 7 3

100 3 ,2 2 8 3 , 1 7 7 1 ,9 8 7 7 ,2 2 9 7 , 1 8 2 6 ,0 9 1

110 4 ,3 8 2 4 ,2 2 7 2 ,6 7 5 8 ,7 3 2 8 ,590 7 , 1 6 8

120 5 ,6 7 3 5 ,3 7 0 3 ,4 28 1 0 ,3 6 1 10 ,0 8 4 8 ,3 0 5

1 3 0 7 , 1 0 3 6 ,5 3 4 4 ,248 1 2 , 1 1 7 1 1 , 5 9 6 9,50 2

14 0 8 , 1 5 0 7 , 3 1 4 5 , 1 1 0 1 3 , 5 2 2 1 2 , 7 5 7 10 ,7 3 8

15 0 9 ,2 2 3 8 , 10 4 5 ,9 7 2 14 ,9 5 2 1 3 ,9 2 7 1 1 , 9 7 4

16 0 10 , 3 3 0 8,904 6 ,8 3 5 1 6 , 4 1 3 1 5 , 1 0 6 1 3 , 2 1 1

1 7 0 1 1 , 4 7 3 9 ,7 1 4 7 ,6 9 7 17 ,9 0 6 16 ,2 9 5 14 ,4 4 7

18 0 12 ,6 4 9 1 0 ,5 3 5 8 ,560 19 ,4 3 0 17 ,4 9 4 15 ,6 8 4

19 0 1 3 ,8 6 1 1 1 , 3 6 6 9,422 20 ,986 18 ,7 0 1 16 ,9 2 0
200 1 5 , 1 0 6 12 ,2 0 8 10 ,2 8 5 2 2 ,5 7 4 19 ,9 1 9 1 8 , 1 5 7
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o o
Issues with Tax Floor for Large Fields

• Two significant issues with specifying the tax floor for large fields 
only

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

n e e d  t o  b e  a l l o c a t e d  a t  t h e  u n i t  l e v e l  -  c o s t s  f o r  P r u d h o e  a n d  f o r  

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

-  T h e  1 0 0  m b / d  p r o d u c t i o n  t h r e s h o l d  m a y  c r e a t e  a n  u n d e s i r a b l e  i n c e n t i v e

• An adm inistratively easier approach would be to make the 
distinction at the company, rather than the asset level

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

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

-  O n e  o p t i o n  w o u l d  b e  t o  u s e  t h e  e x i s t i n g  d e f i n i t i o n  o f  a  “s m a l l  p r o d u c e r ” 

f o r  c r e d i t  p u r p o s e s ,  a n d  e x c l u d e  s u c h  p r o d u c e r s  f r o m  t h e  f l o o r
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• S ignificant incentives can be provided to new production, by 
elim inating or reducing the Progressive Severance Tax (Gross) on 
any combination of:

■ P r o d u c t i o n  f r o m  n e w  a r e a s

■ P r o d u c t i o n  a b o v e  a  f i x e d  d e c l i n e  r a t e

• One possibility for a reduced rate of Progressive Severance Tax is:
■ N o  s e v e r a n c e  t a x  b e l o w  $ 6 0  G r o s s  V a l u e  a t  P o i n t  o f  P r o d u c t i o n  ( G V P P )

■ P r o g r e s s i v i t y  o f  .0 5 %  c o m m e n c i n g  a t  a  t h r e s h o l d  o f  $ 6 0  G V P P

■ P r o g r e s s i v i t y  c a p p e d  a t  5 %

■ R e d u c e d  r a t e  a p p l i e d  f o r  7  y e a r s

• Since Production above a decline curve cannot have a specific time 
limit, one option would be an intermediate regime with no time limit 
for incremental production, for instance:

■ P r o g r e s s i v i t y  o f  .1 4 %  c o m m e n c i n g  a t  a  t h r e s h o l d  o f  $ 6 0  G V P P

■ A t  $ 1 2 0  G V P P ,  a  t a x  r a t e  o f  8 .4 %  i s  r e a c h e d .  A t  t h i s  p o in t ,  p r o g r e s s i v i t y  i s  

r e d u c e d  t o  0 . 0 3 %

■ P r o g r e s s i v i t y  i s  c a p p e d  a t  1 0 %
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o o
Production Above a Decline -  Fixed v Annual Calculation

O

,bw Production Above Rolling Average Decline, Determined Annually

700

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032

mb/d Production Above Fixed 6% Decline

700 ,

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032
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40 81% 91% 81% 81% 81% 81% 74% 74%
50 70% 72% 70% 70% 70% 70% 66% 63%
60 87% 67% 67% 67% 67% 67% 6|% 61%
70 66% 66% 66% 66% 66% 66% 64% 60%
80 67% 67% 66% 65% 65% 65% 64% 60%
90 69% 69% 67% 65% 65% 65% 64% 60%

100 70% 70% 67% 65% 65% 64% 65% 60%
110 72% 71% 68% 6; fi 4% 64% 65% 61%
120 73% 72% 68% 65% 64% 64% 66% 61%
130 75% 74% 69% 65% 64% 64% 67% 62%
140 76% 73% 69% I f 0 64% 63% 68% 63%
150 76% 73% 69% 66% 64% 63% 68% 63%
160 77% 73% 69% 66% 64% 63% 69% 64%
170 77% 73% 69% 66% 64% 63% 69% 64%
180 77% 73% 69% 66% 64% 63% 69% 65%
190 78% 73% 69% 66% 64% 63% 70% 65%
200 78% 73% 69% 66% 64% 63% 70% 65%
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Approximate Decline Rates to 2010 by Start Year
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Approximate Decline Rates to 2010 by Start Year
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Regime Competitiveness: Relative Government Take
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o o o

C o m m e n ts  o n

CSSB 1 9 2  (F IN )  

W o r k  D ra f t  2 7 -L S 1 3 0 5

P r e s e n t a t i o n  t o  t h e  

S e n a t e  F i n a n c e  C o m m i t t e e  

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

A p r i l  6 , 2 0 1 2

CSSB 192{FII\I) Work Draft 27-LS1305\O
1



(DOR)P r e s e n t a t i o n  O r g a n i z a t i o n

DOR comments on components 
of CSSB 192(FIN) Version 0
DOR comments on complexity 
of tax law changes and 
additional requirements for 
Department

CSSB 192(FIN) Work Draft 27-LS1305\0



Q u e s t i o n s  T o  C o n s id e r  W W y

Does this bill make Alaska more 
competitive?
Does this bill make Alaska more 
appealing to potential investors?
Does this bill make our tax structure 
less complicated & more 
understandable to investors?
Are these changes meaningful enough 
to compete for investment capital?

CSSB 192(FIN) Work Draft 27-LS1305\O
3



o  o

CSSB 1 9 2  (F IN )  C h a n g e s  f r o m

C u r r e n t  L a w  ^

• Change to progressivity calculation
-  For curren tly  producing fields
-  For production from  currently  producing 

fie lds exceeding a production target
-  For new fields

• Change to minimum tax
• Change to lease expenditure allocation
• Petroleum information management 

system
CSSB 192(FIN) Work Draft 27-LS1305\O
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I m p a c t  o f  C h a n g e  t o  P r o g r e s s i v i t y  (DOR 
o n  P r o d u c t i o n  T ax  L iab il i ty

Tax is increased fo r  m any com pan ies 
b e lo w  $ 1 0 0  pe r barre l

Tax is a b o u t th e  same as cu rre n t law  at 
$ 1 0 0  pe r barre l (on average)

Tax is a sm all re d u c tio n  fo r  m any 
com pan ies above $ 1 0 0  per barre l

Tax change w ill im p a c t all com pan ies 
d iffe re n tly

CSSB 192(FIN) Work Draft 27-LS1305\0
5



o o

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

Tax effect of progressivity change on currently 
producing fields is v e r y  s e n s i t i v e  to a producer's 
lease expenditures

-  Appears to reduce incentive to invest in North Slope

-  Appears to reduce incentive to develop high cost fields
-  Appears to encourages harvest mode and keeping 

development costs low
-  Appears to reward those that did the least to stem the 

decline during ACES

fields

CSSB 192(FIN) Work Draft 27-LS1305\O



I I I I mIJHLW JR.wC o m m e n ts  o n  M in im u m  T a x  y %

Provision creates a substantial tax 
increase at lower prices 
(<$60/barrel).
Creates a disincentive to investment 
for qualifying producers
Could create incentive to stay below 
50,000 BOE/day

CSSB 192(FIN) Work Draft 27-LS1305\O
7



P e t r o l e u m  I n f o r m a t i o n  (DOR) 
M a n a g e m e n t  S y s t e m  (P IM S )

Requires the Department to have the information 
management system in place by January 1, 2014
Competes with core mission of the Tax Division, 
which is to assess and collect taxes
Competes with daily staff goals of interacting with 
taxpayers, forecasting revenues, and auditing tax 
returns
Will likely delay the completion of those core duties 
and result in slower responses to legislative policy 
questions

CSSB 192(FIN) Work Draft 27-LS1305\O
8



P IM S  C o n t i n u e d !(DOR

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

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

e l e c t r o n i c  c o p i e s  o f  E x c e l  s p r e a d s h e e t s ,  P D F s ,  W o r d  

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

D e t e r m i n a t i o n  w o u l d  h a v e  t o  b e  m a d e  a s  t o  t h e  

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

w o u l d  t a k e  t h o u s a n d s  o f  e m p l o y e e  h o u r s

D e p a r t m e n t  c u r r e n t l y  h a s  o n l y  b e g u n  l o n g - a w a i t e d  T a x  

R e v e n u e  M a n a g e m e n t  S y s t e m  ( T R M S )  p r o j e c t ,  w h i c h  i s  

e x p e c t e d  t o  t a k e  3 - 5  y e a r s  t o  c o m p l e t e

P I M S  w o u l d  l i k e l y  d e l a y  t h e  i m p l e m e n t a t i o n  o f  t h a t  i m p o r t a n t  

t a x - s p e c i f i c  p r o j e c t

W o u l d  r e q u i r e  s i g n i f i c a n t  f u n d i n g  a n d  a d d i t i o n a l  s t a f f  

r e s o u r c e s  f o r  t h e  D e p a r t m e n t

CSSB 192(FIN) Work Draft 27-LS1305\0



E ffe c t iv e  t a x  r a t e s
Effective Production Tax Rate (Post-Credits)

o

iflOR;

ANS W est Coast ($/bbl)

A ssu m es FY 2 0 1 3  Transport c o s ts  o f  $ 8 .5 6 /  bbl,  O pex o f  $ 1 3 .7 5  per taxable  barrel, and C apex o f  $ 1 5 .3 6  per taxable  bbl.

CSSB 192(FIIM) Work Draft 27-LS1305\O
10



E ffe c t iv e  t a x  r a t e s
I m p a c t  o f  p r o d u c i n g  2 5 %  o v e r  t a r g e t  ( i . e .  1 / 5  o f

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

Effective Production Tax Rate (Post-Credits)

o
DOR

Odd- 0 4 ^  'V \

'a*** -

ANS West Coast ($/bbl)

A ssu m es FY 2 0 1 3  Transport c o s ts  o f  $ 8 .5 6 /  bbl, O pex o f  $ 1 3 .7 5  per taxable  barrel, and C apex o f  $ 1 5 .3 6  per ta xab le  bbl.

CSSB 192(FIN) Work Draft 27-LS1305\O
11



E ffe c t iv e  t a x  r a t e s  
H ig h - c o s t  p r o d u c e r

I DOR)%'W

•ACES

•CSSB 192 (FIN)

•CS HB110 (FIN) 
Unitized Fields

100%

9 0 %

8 0 %

7 0 %

6 0 %

5 0 %

4 0 %

3 0 %

20%

10%

0%

Effective Production Tax Rate (Post-Credits)

$ 6 0  $ 8 0  $ 1 0 0  $ 1 2 0  $ 1 4 0  $ 1 6 0  $ 1 8 0  $ 2 0 0

ANSWest Coast ($/bbl)

A ssu m es FY 2 0 1 3  Transport c o s ts  o f  $ 8 .5 6 /  bbl, O pex o f  $ 2 0  per barrel, and C apex o f  $ 2 5  per bbl.

CSSB 192(FIN) Work Draft 27-LS1305\O
12



E ffe c t iv e  t a x  r a t e s  
L o w - c o s t  p r o d u c e r V  -j* '

100%
Effective Production Tax Rate (Post-Credits)

ACES

— CSSB 192 (FIN)

— CSHBllO(FIN)  
Unitized Fields

9 0 %  - 

8 0 %

7 0 %  - 

6 0 %

5 0 %

4 0 %

3 0 %

20%

10%

$ 4 0

0%  , , 1---

$ 1 0 0  $ 1 2 0  $ 1 4 0

ANS West Coast ($/bbl)

A ssu m es FY 2 0 1 3  Transport c o s ts  o f  $ 8 .5 6 /  bbl, O pex o f  $ 1 0  perbarrel, and C apex o f  $3  per bbl.

CSSB 192(FIN) Work Draft 27-LS1305\O
13



S u m m a r y  o f  D O R  C o m m e n t s  o n  M R  
CSSB 1 9 2 (F IN )

Changes move in the wrong direction -  they discourage 
investment and encourage harvest mode
Changes to progressivity do not adequately address 
government /  producer take imbalance
One of the most complicated tax structures in the world will 
be made even more complicated
Additional duties of PIMS will add a significant burden to a 
Department already dealing with years of significant tax 
changes
This change will likely require a complete overhaul of the 
70+ regulations put in place over the past 4 years
There appears to be potential constitutionality issues

CSSB 192(FIN) Work Draft 27-LS1305\O
14



Questions

CSSB 192(FIN) Work Draft 27-LS13Q5\0
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Alaska Oil and Gas Association

121 W. Fireweed Lane, Suite 207
Anchorage, Alaska 99503-2035
Phone: (907)272-1481 Fax: (907)279-8114

6 April 2012

The Honorable Bert Stedman, Co-Chair 
The Honorable Lyman Hoffman, Co-Chair 
Senate Finance Committee 
Alaska State Capitol 
Juneau, AK 99801

Re: Work-Draft “O” o f CSSB 192(FIN)

Dear Senators Stedman and Hoffman and Members o f the Senate Finance Committee:

On behalf o f the member companies o f  the Alaska Oil and Gas Association, who account 
for the majority o f oil and gas exploration, production, transportation, refining and marketing in 
this state, I would like to offer the following comments regarding work-draft “O” o f a Senate 
Finance CS for Senate Bill 192. Despite the diversity o f  our membership, my comments reflect a 
100% consensus among them.

On March 16 we testified to you about the Senate Resources version o f  the Bill. At that 
time we told you that, unless one is satisfied to see North Slope oil production continue to 
decline at about 6% a year or more, meaningful changes need to be made to the present ACES 
tax. We pointed out a number o f measures that the Resources CS could have taken but didn’t, as 
well as a number o f things that it proposed to do that would be counterproductive.

Despite all the time and effort that have gone into work-draft “O”, we have to say that 
this new CS also falls short o f  the meaningful tax change that is called for in order to meet the 
challenge o f  stopping decline, much less the even harder goal o f  getting back to a million barrels 
a day flowing through the TAPS oil pipeline.

The CS does indeed provide a slightly less onerous tax treatment for new fields and 
increases in production. But we would remind you that two very new fields —  Oooguruk and 
Nikaitchuq —  are each expected to peak at around 20,000 barrels a day. This year the North 
Slope at a 6%  decline will decline by roughly 40,000 barrels a day, as much as these two new 
fields combined. In other words, to offset the decline, two new fields like Oooguruk and 
Nikaitchuq would need to come into production each year. These slight improvements are not 
likely to generate even this level o f  development.

The producers o f  the existing non-legacy fields on the Slope, and the developers o f any 
new fields that may be discovered, need as much production as possible flowing from the legacy



Senate Finance Committee 
Re Work-Draft “O” for CSSB 192(FIN)
6 April 2012 
Page 2

fields through the TAPS oil pipeline in order to keep the costs affordable to ship their oil from 
the Slope to its refinery destinations. Unaffordably high transportation costs could cripple the 
economics o f any new fields that might be found, as well as the economics o f  non-legacy fields 
currently in production.

In other words, the North Slope oil province is like a tree, with the two great legacy fields 
being its trunk, and with the other fields being branches rising out o f  the trunk. I f one peels the 
bark o ff all the way around the trunk and make it unhealthy, all the other branches will become 
unhealthy too, no matter how robust they might have been if  the trunk had stayed strong.

It has been openly acknowledged during the Committee’s hearings that the intent is to 
keep the tax essentially the same as the present tax for the legacy fields at $ 100 oil, and work- 
draft “O” reflects that intent. But that intent is just the opposite o f  what we urged you to do in 
our March 16th testimony on the Resources CS, and it is the opposite o f what we urge you to do 
now.

Throughout the Twenty-seventh Legislature, AOGA and others have been testifying 
about what is happening with their businesses on the North Slope, about the interrelationship 
between the level o f  new investment each year and the rate o f  decline in ANS production, and 
about the effects taxes have on investment decisions. These explanations are not threats, but 
they are not bluffs either. They have been candid attempts to describe to you how those 
companies evaluate their investment opportunities here against their opportunities elsewhere, and 
how Alaska’s tax regime can influence the decisions about which opportunities to take.

Those decisions reflect the expectations o f the companies’ respective shareholders that 
each company will chose the opportunities that it perceives to be best, all things considered -  
including taxes. If an Alaskan opportunity is better than one elsewhere and there is enough 
budgeted money only for one o f  them, the shareholders expect, and in a very real sense demand, 
that the Alaska opportunity be taken. The reductions in the level o f  companies’ investments in 
Alaska since the enactment o f ACES are not any kind o f retaliation for ACES’ enactment, nor 
does a company cut back here to spite its face. The investments are nothing more, and nothing 
less, than the result o f  the competition o f  the Alaskan opportunities against opportunities 
elsewhere.

Any one is free to believe that the declining investments and declining production on the 
North Slope are due to something other than these reasons ... but they will be mistaken. 
Unfortunately, by the time they are proven to be mistaken, the opportunity for Alaska to have 
addressed the situation will have passed. And there aren’t any “do overs.”

Without meaningful tax relief for the legacy fields as well as the other production, the 
bark will continue to be peeled o ff the tree trunk, harming the entire tree. Work-draft “O” 
threatens harm for every member in AOGA.

Thank you, Mr. Chairman and Members o f the Senate Finance Committee, for this 
opportunity to share our deep and grave concerns with you about work-draft “O” o f the Finance 
CS. We respectfully ask you to take another look at what it would do, and to replace it with a CS



Senate Finance Committee 
Re Work-Draft “O” for CSSB 192(FIN)
6 April 2012 
Page 3

that would provide meaningful tax change to enable the additional investments the state and its 
future need.

In closing, let me repeat that these comments have the unanimous support o f  AOGA’s 
members: Apache, BP, Chevron, eni petroleum, ExxonMobil, Flint Hills, Hilcorp, Marathon, 
Petro Star, Pioneer, Repsol, Shell, Statoil, Tesoro, XTO Energy, and Alyeska Pipeline Service 
Company. Thank you for this opportunity to share them with you.

Very truly yours,

A laska Oil and Gas A ssociation

Executive Director

Cc: Governor Sean Parnell
All Members o f  the Alaska State Legislature



27
BP Testimony to

D a m i a n  B i l b a o , H e a d  
o f  F i n a n c e , 

D e v e l o p m e n t s  & 
R e s o u r c e s  

a n d  T o m  W i l l i a m s , 
S e n i o r  T a x  & 

R o y a l t y  C o u n s e l

April 6, 2012



BP Testimony to Senate Finance
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Key Messages
bp

O
April 6, 2012

• CSSB 192 (Fin):
- is a t a x  i n c r e a s e  that will cause us to re-evaluate 

existing activity plans
- is n o t  m e a n i n g f u l  and will n o t  lead to more 

investment
- likely to create m i s a l i g n m e n t  b e t w e e n  p r o d u c e r s

that slows/stops activity
- creates m o r e  d i s i n c e n t i v e  t h a n  A C E S  to invest in the 

long-term

2



CSSB 192(T) Will Not Draw More Investment

$mm Revenue from Production Tax (mm Cash to Companies

•ACES CSSB 192 ■ACES ANS West Coast Crude PriceCSSB 192 •HB110

A n d  C S S B  1 9 2 ( 0 )  i s  l e s s  

a t t r a c t i v e

b p

O
April 6, 2012

Source: PFC Senate Finance Presentation, April 4, 2012 3



CSSB 192(0) is a Tax Increase

R evenu e D ifference B etw een  ACES and P rogressive  S ev era n ce  Option under Different
O pex'bbl A ssu m p tion s

12/bbi Opex 
SU'bbl Opex 
•$18/bbi Opex 
■518/bb! Opex 
■S20’bbi Opex 
■S22/bb! Opex 
S24i'bbi Opex

(4,5CO)

bp

o
April 6, 2012

Source: PFC Senate Finance Presentation, April 4, 2012



Unintended Consequences

I n c r e m e n t a l  P r o d u c t i o n  I n c e n t i v e s

Issue Concept Impact to the state

Economic risk Existing production from the 
legacy fields is the foundation 
for North Slope present and 
future; SB 192 penalizes the 
base business

Weakens the foundation of 
the Alaska economy

Likely misalignment between 
operators

SB 192 provides each 
producer with a different 
production target; creating 
misalignment around projects

Delay of short-term projects

Short versus Long-term focus SB 192 provides a financial 
incentive to shift effort and 
resources away from long­
term projects in support of 
short-term rate

Delay of long-term projects

bp

O
April 6, 2012

5



o o

What does meaningful look like

EFFICIENCY

TECHNOLOGY
+

TAX CHANGE

PRODUCTION GROWTH

o
April 6, 2012

b p

SB192-0
O il P ro g ress iv ity  Table______

Cumulative Progressivity 
Price Rates Rate

Base Tax 25.0% -

$60.00 - 0.27%
$120.00 16.2% 0.03%
$246.67 20.0%

M eaningfu l Tax Change
O il P ro g ress iv ity  Table

Cumulative Progressivity
Price Rates Rate

Base Tax 22.5% -

Min Tax 5.0%
$80.00 - 0.20%

$130.00 10.0% 0.10%
$180.00 15.0% -

No alternative provides 
meaningful tax change 
with a 25% base rate

6
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Senate Finance

Discussion of CSSB192

B o b  H e i n r i c h ,  V P  F i n a n c e  

S c o t t  J e p s e n ,  V P  E x t e r n a l  A f f a i r s  

ConocoPhillips Alaska

A p r i l  6 ,  2 0 1 2

ConocoPhillips
Alaska



C S S B 1 9 2  -  O b s e r v a t i o n s
ConocoPhillips

Alaska

• Tax rate on base still too high

• New oil incentive insufficient to offset high base tax 
rate

• Floor represents a tax increase at low prices

• Indexing is a positive step

• CSSB192 insufficient to improve the investment 
climate and attract capital necessary to stem the 
decline

Slide 2
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G o v e r n m e n t  T a k e  C o m p a r i s o n  v s  A C E S  C o n o c o l? i S

1 0 0 %

95%

90%

85%

G r o s s  m i n i m u m  i s  a  t a x  i n c r e a s e  b e l o w  $ 6 0 / b b l  

I m m a t e r i a l  i m p a c t  a t  c u r r e n t  p r i c e  r a n g e

60%

55%

50%
40 50 60 70 80 90 100 110 120 130 140 150

ANS W est Coast, $/bbl

ACES CSSB192 HB110

CSSB192 does not improve the investment climate

Source: PFC Energy, April 4, 2012 1:30PM slide deck (data from Page 5, graphed on Page 10) Slide 3
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$
S t a t e  /  I n d u s t r y  S h a r e

ConocoPhillips
Alaska

ACES
No Progressivity

CSSB192

HB110

ANS West Coast Oil Price, $/bbl

CSSB192 Base Tax - does not improve the investment climate

Based on Fall 2011 RSB for FY2013 
A ssum e 35% federal tax rate, 9.4% SIT rate

Alaska S hare includes royalty, severance tax, income tax, and property tax Slide 4



P r o d u c t i o n  I n c e n t i v e
ConocoPhillips

Alaska

•  N e w  p r o d u c t i o n  i n c e n t i v e  i n s u f f i c i e n t  t o  o v e r c o m e  h i g h  b a s e  

t a x  r a t e

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

t a r g e t s

•  M a i n t a i n i n g  b a s e  d e c l i n e  w i l l  r e q u i r e  m o r e  i n v e s t m e n t  o v e r  

t i m e

•  I n c r e a s e s  c o m p l e x i t y

•  P r o d u c t i o n  i n c e n t i v e  d o e s  n o t  g o  a s  f a r  a s  H B - 1 1 0

Slide 5



C o n o c o P h i l l i p s  C o m m i t m e n t
ConocoPhillips

A l a s k a

L a s t  s p r i n g ,  C o n o c o P h i l l i p s  m a d e  t h e  

f o l l o w i n g  c o m m i t m e n t s  t o  A l a s k a  i f  

H B 1 1 0  o r  s i m i l a r  l e g i s l a t i o n  i s  p a s s e d :

A n  O p e n  L e t t e r  t o  A ll  A l a s k a n s  

f r o m  C o n o c o P h i l l i p s

Dear Afasians:
The oil nrfustiy in Alaska is a: a crossroads The amount of oil in the Trans Alaska Pipeline is 
declining at a faster rata than projected men a year ago. State and federal officials are. for

• W e  w i l l  p u r s u e  i n c r e a s e d  d r i l l i n g  a c t i v i t y  

o n  t h e  N o r t h  S l o p e

the first thee, taking ooeriy about the challenges with TAPS low flow in light of the recent 
shut down of TAPS.
No other state's production has declined more than Alaska in the past eight years. But it 
doesn't have to be that way. The oil industry snd the state of Alaska must work together now 
tn put more oil in the pipeline and bridge the more than 10-year gap between now and when 
ail from offshore and other sources can hopefully refill TAPS.
Governor Parnell has introduced a bill. HB 110/SB 49, to reduce oil taxes in an effort to 
restart development and create new jobs. However, some have questioned the oil industry's 
commitment to Alaska
tn Alaska this week. ConocoPhillips reinforced that commitment to the state. If the business 
environment is changed, we at ConocoPhillips will do more to help bring Alaska's challenged

• W e  w i l l  a g g r e s s i v e l y  p u r s u e  m o r e  s a t e l l i t e

oil to the market
We will increase our drilling activity on the North Slope.
We will proactively pursue more North Slope projects that can move the needle on oil 
product*̂  while employing Alaskans and creating new opportunities for Alaska businesses.

d e v e l o p m e n t s  a t  A l p i n e  a n d  K u p a r u k
Processing (GPP) and IPAO at Prudhoe Bay.
We will aggressively puisue mote satellite developments at both Kuparuk and Alpine 
Our company believes Governor Parnell's goal of producing 1 million barrels of oil per day is a 
goal around which we can all unite.
At ConocaPhillips. wa believe in the potential that Alaska has to offer. We have demonstrated

• W e  w i l l  w o r k  w i t h  p a r t n e r s  t o  d e v e l o p

our comrniiment to the environment by continuing to operate in the cleanest and safest way 
we can We have shown a long history of investment, both human and financial, to bring the 
tesourcas of tin's great state to the market. We have stood with many Alaska companies, 
including Alaska Native corporations, to build an oil and gas industry that has provided many 
jab® to Alaskans

m a j o r  p r o j e c t s  a t  P r u d h o e  B a y
If the Legislature provides for an effective date of 2012. ConocoPhillips will do our part to 
accelerate new activity on the North Slope
Alaska has tremendous resource potential, and we at ConocoPhillips have over 50 years in 
Alaska in solving technical and environmental challenges associated with oil development We 
support improving the investment dimate and believe changing oil taxes will lead to a better

• W e  w i l l  p r o a c t i v e l y  p u r s u e  o t h e r  p r o j e c t s  

t h a t  c a n  m o v e  t h e  n e e d l e  o n  o i l

future with mom production and jobs for Alaska families than the current path we are on 
Sincetefy.

--------
Trond-Erik Johansen Jim Mulva

President Chairman and Chief Execute* Officer 
ConocoPhihps Alaska Inc ConocoPhrtlrps

p r o d u c t i o n
V "

C onocoP hillip s
Alaska’s Oil & Gas Company
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F I S C A L  N O T E
STATE OF ALASKA
2012 LEGISLATIVE SESSION

Identifier (file name) SB192CS(FIN)-DOA-AOGCC-4-6-12________
Title Oil and Gas Production Tax Rates

Bill Version
Fiscal Note Number
() Publish Date

CSSB192

Administration_ Dept. Affected_____
Appropriation _______________________________
Allocation Alaska Oil and Gas Conservation

AOGCC

Sponsor
Requester

Senate Resources Commission
Senate Finance

Expenditures/Revenues
 OMB Component Number 2010

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

FY13
Appropriation

Requested

Included in 
Governor's 

FY13 
Request

O ut-Y ear C ost E stim ate s

OPERATING EXPENDITURES FY13 FY13 FY14 FY15 FY16 FY17 FY18
Personal Services
Travel
Services
Commodities
Capital Outlay
Grants, Benefits
Miscellaneous

150.0 150.0 150.0 150.0 150.0 150.0

TOTAL OPERATING 150.0 0.0 150.0 150.0 150.0 150.0 150.0

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF 150.0 150.0 150.0 150.0 150.0 150.0
1005 GF/Prgm (DGF)
1037 GF/MH (UGF)
1178 temp cede (UGF)

TOTAL 150.0 0.0 150.0 150.0 150.0 150.0 150.0

POSITIONS
Full-time
Part-time
Temporary 1 1 1 1 1 1

CHANGE IN REVENUES

Estimated SUPPLEM ENTAL (FY12) operating costs
(discuss reasons and fund source(s) in analysis section)

Estimated CAPITAL (FY13) costs
(discuss reasons and fund source(s) in analysis section)

(separate supplemental appropriation required) 

(separate capital appropriation required)

Why this fiscal note differs from previous version (if initial version, please note as such)

Prepared by 
Division

Approved by

Jody J. Colombie
Alaska Oil and Gas Conservation Commission

Phone (907) 793-1221 
Date/Time 4/7/12 1:08 PM

John Cramer, Deputy Commissioner Date 4/6/2012
Department of Administration

(Revised 1/17/2012 OMB) Page 1 of 2



FISCAL NOTE

Analysis

STATE OF ALASKA BILL NO. CSSB192
2012 LEGISLATIVE SESSION

CSSB 192 states that the Alaska Oil and Gas Conservation Commission is responsible to provide the Department of 
Revenue its non-confidential data in a format usable by the Department of Revenue's system. In order for the Alaska 
Oil and Gas Conservation Commission to accomplish this they must hire one contract employee to establish and 
maintain a link to Department of Revenue's database, as well as to answer questions and provide other 
miscellaneous support.

(Revised 1/17/2012 OMB) Page 2 of 2



F I S C A L  N O T E
STATE OF ALASKA cost * codes Bill Version CSSB 192 (FIN)
2012 LEGISLATIVE SESSION Fiscal Note Number

Publish Date
Identifier (file name) SB192CS(FIN)-DQR-TAX-04-07-12______________________ Dept. Affected _____________ Revenue______
Title Oil and Gas Production Tax Rates_______________________ Appropriation  Treasury and Taxation

_______________________________________________________________________ Allocation ____________Tax Division
Sponsor  (S) RES______________________
Requester  (S)_FIN____________ OMB Component Number 2476

Expenditures/Revenues______________________________ (Thousands of Dollars)__________________
Note: Amounts do not include inflation unless otherwise noted below.

FY13
Appropriation

Requested

Included in 
Governor's 

FY13 
Request

O ut-Y ear C ost E stim ates

OPERATING EXPENDITURES FY13 FY13 FY14 FY15 FY16 FY17 FY18
Personal Services 
T ravel 
Sen/ices 
Commodities 
Capital Outlay 
Grants, Benefits 
Miscellaneous

943.9 943.9 943.9 943.9 943.9 943.9
50.0 50.0 50.0 50.0 50.0 50.0

12,532.6 1,037.6 1,037.6 1,037.6 1,037.6 1,037.6
4.0 4.0 4.0 4.0 4.0 4.0

TOTAL OPERATING 13,530.5 2,035.5 2,035.5 2,035.5 2,035.5 2,035.5

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF 13,530.5 2,035.5 2,035.5 2,035.5 2,035.5 2,035.5
1005 GF/Prgm (DGF)
1037 GF/MH (UGF)
1178 temp code (UGF)

TOTAL 13,530.5 0.0 2,035.5 2,035.5 2,035.5 2,035.5 2,035.5

POSITIONS
Full-time 8.0 8 8 8 8 8
Part-time
Temporary

CHANGE IN REVENUES *** *** *** *** *** ***

Estimated SUPPLEM ENTAL (FY12) operating costs   (separate supplemental appropriation required')
(discuss reasons and fund source(s) in analysis section)

Estimated CAPITAL (FY13) costs   (separate capital appropriation required)
(discuss reasons and fund source(s) in analysis section)

Why this fiscal note differs from previous version (if initial version, please note as such) 
Updated to reflect changes provided for in the CS, version U.

Prepared by Dan Stickel and Cherie Nienhuis, Economists____________________________  Phone 907-465-3279
Division Tax  Date/Time 04/07/12 2:40pm

Approved by Bruce Tangeman, Deputy Commissioner________________________________ Date 4/7/2012______
Department of Revenue_____________________________________________

(Revised 8/17/2011 OMB) Page 1 of 3



FISCAL NOTE

A n a ly s is

STATE OF ALASKA BILL NO. CS SB 192 (FIN)
2012 LEGISLATIVE SESSION

The revenue impact of this bill is indeterminate.

This bill m akes several changes to the oil and gas production tax system. Each of the major changes, along with its 
potential revenue impact, is d iscussed below.

1. C rea te s  th ree  d ifferen t p ro g ress iv e  su rc h a rg e  tax  ra te s  th a t a re  b ased  on the  g ro s s  value a t th e  po in t of 
p roduction . Under this bill, the progressive surcharge is changed from one based on the net value of oil and gas production 
to one based  on the gross value at the point of production (GVPP) of oil. The three rates are as  follows: for oil in fields that 
are currently under production, the rate is 0.27% per dollar when the GVPP reaches $60 per barrel, and then decreasing to 
.03% per dollar at a price $60 over the initial threshold, up to a maximum progressive tax rate of 20%. For the first 7 years 
of production for oil produced from a lease or property containing land that was not in a unit or commercial production prior 
to January 1, 2008, the rate is 0.05% per dollar when the GVPP reaches $60 per barrel up to a maximum progressive tax 
rate of 5%. For producers that increase oil production above a company-specific production target based on each 
com pany's decline rate from 2008 and 2011, the rate for that incremental production is 0.14% per dollar when the GVPP 
reaches $60 per barrel, and then decreasing to .03% per dollar at a  price $60 over the initial threshold, up to a maximum 
progressive tax rate of 10%. The initial $60 progressive surcharge tax thresholds would be adjusted annually by the 
increase in U.S. consum er price index for all urban consum ers. Under Fall 2011 forecast assum ptions, these  provisions 
would impact revenue by the following amounts.

C h a n g e  in  S t a t e  R e v e n u e  d u e  t o  P r o g r e s s iv ity P r o v is io n s  o f  CSSB 192(F IN ) in  $ m ill io n s
FY

2013
FY

2014
FY

2015
FY

2016
FY FY 

2017 2018
"Base" production from currently producing fields -110 -75 +25 -150 -225 -200
"Incremental" production from currently producing fields -10 -75 -75 -125 -150 -175
Qualifying new fields 0 0 0 0 0 -150

Total -120 -150 50 -275 -375 -525
2. Im plem ents a 10% g ro s s  minimum tax  for co m p an ies  w ith av e rag e  daily p roduction  of m ore th an  50,000 BTU- 
equ ivalen t barre ls  per day. This provision of the bill creates a minimum tax of 10% of GVPP for com panies producing 
more than 50,000 BTU-equivalent barrels per day. There are currently three com panies that are subject to this provision. 
Under Fall 2011 revenue forecast assum ptions, this provision would not result in a tax increase for any com panies, unless 
oil prices are $80 per barrel or below. At a $50 per barrel oil price, the increase in revenue to the state ranges between $500 
million and $650 million per year over the time horizon of this fiscal note.

3. R equ ires th a t th e  D epartm ent of R evenue develop  regu la tions to  a lloca te  lease  ex p en d itu res  betw een  oil and  
g as . This provision of the bill instructs the Department of Revenue, when lease expenditure allocation is necessary, to 
allocate lease expenditures between oil and gas based on gross value at point of production "to the extent possible." This 
provision is expected to impact revenue to the state by less than $10 million per year.

4. P rovides fo r a new  P etro leum  Inform ation M anagem ent S ystem  to  be im plem ented by th e  D epartm ent of 
R evenue. This provision of the bill provides for a  new information m anagem ent system  for publicly available oil and gas 
information, to be operational before January 1, 2014. This provision is a major new responsibility for the Department, to be 
implemented on an accelerated timeframe, and will com pete with the core mission of the Tax Division, which is to a s se ss  
and collect taxes.

The bill has an effective date of January 1, 2013.

A gency C o s ts  for Im plem enting C h an g es to  P roduction  Tax
This bill would require the Department of Revenue to draft and p ass  several new regulations to address the changes in 
progressive surcharge tax rates, the minimum tax rates, and the allocation of costs between oil and gas. The Department ot 
Revenue expects that it would need a reimbursable services agreem ent with the Department of Law and other costs totaling 
$495,000. With p assage of this bill in the 2012 legislative session, the workshop and public forum process would likely begin 
in the sum m er or fall of 2012, and the majority of the regulation costs would be incurred in FY 13.
(continued on next page)

(Revised 8/17/2011 OMB) Page 2 of 3



FISCAL NOTE

STATE OF ALASKA BILL NO. CS SB 192 (FIN)
2012 LEGISLATIVE SESSION

A n a ly s is  C o n tin u e d

Specific costs for each major regulation project include the following:
$75,000 for contracted professional services for regulation consulting.
$270,000 for regulations costs including Department of Law, public notice and registry.
$150,000 for public forums for education of taxpayers and public participation, including preparation materials and legal 
support, and possibly travel.

In addition to the one-time costs, the provisions of this bill will require four additional auditor positions to handle the 
increased complexity of the tax law created by this legislation. The positions would be a t the Oil and G as Revenue Auditor 
IV (Range 24) level, a t an annual cost of $546,000 for payroll and benefits, with additional cost for office space, supplies, 
travel, etc.

A gency c o s ts  fo r Petroleum  Inform ation M anagem ent S ystem
Estimated one-time costs to the Department of Revenue for the Petroleum Information M anagem ent system are 
approximately $12 million. This includes an estimated $10 million for contract services to procure, design, build, and 
implement the system. An additional $2 million is estimated for procurement of new hardware (data storage devices, 
servers, etc.) to create a robust system  that can be replicated for a c ce ss  in both Juneau  and Anchorage. An increased 
annual cost of $1 million per year is estim ated for ongoing system maintenance, support, storage, server space, and 
licensing.

Additional staff resources would be required to oversee the information m anagem ent program, and maintain the data 
w arehouse and disaster recovery plans. W e estim ate that we would need the following new positions: one Petroleum 
Economist II (Range 22), one Analyst Program m er V (Range 22), one D atabase Administrator (Range 15), and one Office 
Assistant III (Range 11). The total annual cost for these four positions is $397,900 for payroll and benefits, with additional 
cost for office space, supplies, travel, etc.

(Revised 8/17/2011 OMB) Page 3 of 3



F I S C A L  N O T E
STATE OF ALASKA Bill Version CSSB192(FIN)
2012 LEGISLATIVE SESSION Fiscal Note Number

() Publish Date ________
Identifier (file name) CSSB192(FIN)-DNR-Q&G-04-06-12___________________ Dept Affected Natural Resources
Title ___________ Oil and Gas Production Tax Rate___________ Appropnation Oil and Gas
____________________________________________________________________Allocation ____________Oil and Gas
Sponsor  Senate Resources Committee______
Requester __________________ Senate Finance__________________ OMB Component Number 439

Expendltures/R evenuea______________________________________ (Thousands of Dollars)_____________________
Note: Amounts do not include inflation unless otherwise noted below.

FY13
Appropriation

Requested

Included in 
Governors 

FY13 
Request

Out-Year Cost Estimates

OPERATING EXPENDITURES FY13 FY13 FY14 FY15 FY16 FY17 FY18
Personal Services 
T ravel 
Services 
Commodities 
Capital Outlay 
Grants, Benefits 
Miscellaneous

743.4 0.0 743.4 743.4 441 2 441.2 441.2

139.0 139.0 99.0 47.5 47.5 47 5
75.0

TOTAL OPERATING 957.4 0.0 882.4 842.4 488.7 488.7 488.7

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF 957.4 882.4 842.4 488.7 488.7 488.7
1005 GF/Prgm (DGF)
1037 GF/MH (UGF)
1178 temp code (UGF)

TOTAL 957.4 0.0 882.4 842.4 488.7 488.7 488.7

POSITIONS
Full-time 8 0 8 8 5 5 5
Part-time
Temporary

CHANGE IN REVENUES ... .. . **# *** ... *+* ***

Estimated SUPPLEMENTAL (FY12) operating costs 0.0 (separate supplemental appropriation required)
(discuss reasons and fund source(s) in analysis section)
Estimated CAPITAL (FY13) costs 0.0 (separate capital appropriation required)
(discuss reasons and fund source(s) in analysis section)

Why this fiscal note differs from previous version (if initial version, please note as such)__________________________________
The Senate Finance committee substitute moves the petroleum information management system from the Department of Administration 
to the Department of Revenue. The Division of Oil and Gas develops, stores, and maintains much of the information identified for 
inclusion in the system.

Prepared by William C. Barron, Director________________________________________  Phone 907-269-8800
Division Division of Oil and Gas Date/Time 4/6/12 5:00 PM
Approved by Daniel Sullivan, Commissioner_____________________________________ Date 4/6/2012_________

Department of Natural Resources__________________________________

We vised W 2012 OMB) Page 1 of 2
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A n a ly s is

FISCAL NOTE

STATE OF ALASKA BILL NO. CSSB192(FIN)
2012 LEGISLATIVE SESSION

CSSB 192 version U has an indeterm inate im pact on s ta te  royalty revenue. There are tax benefits for new fields, 
and for old fields at certain price and cost combinations. However, at low oil prices or at high operating costs, the 
proposed tax incentives becom e burdens. It is difficult to determ ine w hether the proposed changes will increase or 
decrease oil production, and therefore, royalty revenue to the State.

Section 10 am ends AS 31.05 by adding a new section (AS 44.25.025) which requires the Departm ent of Revenue 
(DOR) to  develop and maintain an electronic petroleum  information m anagem ent system (PIMS) to archive sta te oil 
and gas information. The system will only include non-confidential information identified in this bill and other 
inform ation identified in section 10 relating to  oil and gas exploration, developm ent, and production. The Division of 
Oil and Gas (DO&G) collects and maintains much of the  information and materials listed in the proposed bill.

DO&G will be a major contributor to  the petroleum  m anagem ent system - likely designing, developing, and 
maintaining the system and associated materials. DO&G currently houses the following information on: 1) unit and 
joint operating agreem ents, 2) sta te  oil and gas exploration licenses and oil and gas leases, 3) exploration activities 
including seismic data, drilling reports, logs, geological models and maps, 4) developm ent activities including 
developm ent plans minus expenditure projections and reservoir characteristics, 5) facility maps and studies, and 6) 
abandonm ent plans and progress reports. DO&G will conceivably have a role in contributing o ther information DOR 
needs for oil and gas exploration, developm ent, and production. DO&G stores and maintains m ore than 40 years of 
inform ation from Alaska's oil and gas activities. We find the directives in the proposed bill to  initiate a significant 
undertaking by our departm ent and o thers involved in supplying the  requested information.

It is assum ed our information will need to  re-integrated into new form ats com patible with a sophisticated system 
easily navigated by the public. The DOR and DO&G data collection and m anagem ent systems may be different in 
scale and scope, and synchronizing the systems will take considerable resources. In som e cases, information could be 
linked or transferred to th e  PIMS site quickly; however, the information requested in the  bill will dem and extensive 
tim e and resources to  adapt, redact, and restructure records and materials before inclusion in the  PIMS.

Developing and maintaining a petroleum  information m anagem ent system will not likely provide any more 
information to  the public than is currently available from our division. Non-confidential oil and gas information is 
currently available on DO&G's website or upon request in electronic and hard copy formats. We estim ate the 
proposed bill will initially require eight new FTEs in the division and funds necessary to  hire contractors for 
information technology work.

The division would need five new natural resources specialists (2 NRSII and 3 NRS III) with one administrative 
assistant (range 12) and tw o analysts (range 20) for IT functions during build-out starting in FY13. In addition to staff 
increases, approximately $75,000 in funding for software, licenses, and back-up systems is needed. Storage for 
DO&G seismic data (2-3 terrabytes) would need to be contracted to  electronic storage provider which could cost 
hundreds of thousands of dollar annually. After the system build-out and population, we should be able to  maintain 
th e  system with 4-5 FTEs. We project roughly $75,000 for contract services in FY13 and FY 14, $35,000 in FY15, and 
potentially no funds thereafter. Since we are not forecasting additional sta te revenue for these sections of the 
proposed bill, the significant costs incurred in developing and maintaining a new location for DO&G information 
results in a negative fiscal impact to the state for years to  come.

•«v'sed 1 17 2C’2 C MB) Page 2 of 2
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Cost Sensitivity -  From April 3 Testimony and Discussion

I m p a c t  o f  R i s i n g  O p e r a t i n g  C o s t s

Revenue Difference Between ACES and Progressive Severance Option under Different 
Opex/bbl Assumptions
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Some Goals Are Mutually Exclusive

•  A c h i e v e  d e c o u p l i n g

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

c o s t  c o n t r o l

•  M i n i m i z e  c o m p l e x i t y ,  i n c l u d i n g  n e e d  f o r  s e p a r a t e  c o s t  a c c o u n t i n g

•  R e d u c e  g o v e r n m e n t  t a k e  o n  n e w / i n c r e m e n t a l  p r o d u c t i o n

•  N o  i n c r e a s e s  o n  a n y  t a x p a y e r s

•  R e v e n u e  n e u t r a l  a t  $ 1 0 0 +  / b b l

•  M o r e  e v e n  s p l i t  b e t w e e n  s t a t e  a n d  c o m p a n i e s  a b o v e  $ 1 0 0 / $ 1 2 0  /  

b b l
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Some Goals Are Mutually Exclusive

ACES with 40% Cap

•  M i n i m i z e  c o m p l e x i t y ,  i n c l u d i n g  n e e d  f o r  s e p a r a t e  c o s t  a c c o u n t i n g

•  N o  i n c r e a s e s  o n  a n y  t a x p a y e r s

•  R e v e n u e  n e u t r a l  a t  $ 1 0 0 +  / b b l

•  M o r e  e v e n  s p l i t  b e t w e e n  s t a t e  a n d  c o m p a n i e s  a b o v e  $ 1 0 0 / $ 1 2 0  /  

b b l
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Some Goals Are Mutually Exclusive

ACES with 40% Cap & SB305-style decoupling
•  A c h i e v e  d e c o u p l i n g

•  R e v e n u e  n e u t r a l  a t  $ 1 0 0 +  / b b l

•  M o r e  e v e n  s p l i t  b e t w e e n  s t a t e  a n d  c o m p a n i e s  a b o v e  $ 1 0 0 / $ 1 2 0  /  

b b l
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Some Goals Are Mutually Exclusive

HB110

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

c o s t  c o n t r o l

•  R e d u c e  g o v e r n m e n t  t a k e  o n  n e w / i n c r e m e n t a l  p r o d u c t i o n

•  N o  i n c r e a s e s  o n  a n y  t a x p a y e r s

•  M o r e  e v e n  s p l i t  b e t w e e n  s t a t e  a n d  c o m p a n i e s  a b o v e  $ 1 0 0 / $ 1 2 0  /

b b l
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Some Goals Are Mutually Exclusive

CSSB192
•  A c h i e v e  d e c o u p l i n g

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

c o s t  c o n t r o l

•  M i n i m i z e  c o m p l e x i t y ,  i n c l u d i n g  n e e d  f o r  s e p a r a t e  c o s t  a c c o u n t i n g

•  R e d u c e  g o v e r n m e n t  t a k e  o n  n e w / i n c r e m e n t a l  p r o d u c t i o n

•  R e v e n u e  n e u t r a l  a t  $ 1 0 0 +  / b b l

•  M o r e  e v e n  s p l i t  b e t w e e n  s t a t e  a n d  c o m p a n i e s  a b o v e  $ 1 0 0 / $ 1 2 0  /  

b b l
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Regime Competitiveness: Relative Government Take
■■■■■■■■
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F I S C A L  N O T E

Identifier (file name) CSSB192(FIN)-DNR-Q&G-04-06-12____________________Dept. Affected_________ Natural Resources
Title ___________ Oil and Gas Production Tax Rate___________ Appropriation Oil and Gas
_____________________________________________________________________Allocation ____________ Oil and Gas
Sponsor _____________Senate Resources Committee____________  _________________________
Requester________ __________________ Senate Finance___________________OMB Component Number 439

E xpend itu res/R evenues_______________________________________(Thousands of Dollars)______________________

STATE OF ALASKA Bill Version CSSB192(FIN)
2012 LEGISLATIVE SESSION Fiscal Note Number

0 Publish Date ________

Note: Amounts do not include inflation unless otherwise noted below.

FY13
Appropriation

Requested

Included in 
Governor's 

FY13 
Request

O ut-Y ear C o s t E stim ate s

OPERATING EXPENDITURES FY13 FY13 FY14 FY15 FY16 FY17 FY18
Personal Services 
T ravel 
Services 
Commodities 
Capital Outlay 
Grants, Benefits 
Miscellaneous

743.4 0.0 743.4 743.4 441.2 441.2 441.2

139.0 139.0 99.0 47.5 47.5 47.5
75.0

TOTAL OPERATING 957.4 0.0 882.4 842.4 488.7 488.7 488.7

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF 957.4 882.4 842.4 488.7 488.7 488.7
1005 GF/Prgm (DGF)
1037 GF/MH (UGF)
1178 temp code (UGF)

TOTAL 957.4 0.0 882.4 842.4 488.7 488.7 488.7

POSITIONS
Full-time 8 0 8 8 5 5 5
Part-time
Temporary

CHANGE IN REVENUES *** *** *** *** *** *** ***

Estimated SUPPLEM ENTAL (FY12) operating costs 0.0 (separate supplemental appropriation required)
(discuss reasons and fund source(s) in analysis section)

Estimated CAPITAL (FY13) costs 0.0 (separate capital appropriation required)
(discuss reasons and fund source(s) in analysis section)

Why this fiscal note differs from previous version (if initial version, please note as such)__________________________________
The Senate Finance committee substitute moves the petroleum information management system from the Department of Administration 
to the Department of Revenue. The Division of Oil and Gas develops, stores, and maintains much of the information identified for 
inclusion in the system.

Prepared by William C. Barron, Director_________________________________________ Phone 907-269-8800
Division Division of Oil and Gas Date/Time 4/6/12 5:00 PM
Approved by Daniel Sullivan, Commissioner______________________________________ Date 4/6/2012_________

Department of Natural Resources___________________________________

(Revised 1/17/2012 OMB) Page 1 Of 2



FISCAL NOTE

A n a ly s is

CSSB 192 version U has an in de term inate  im pact on s ta te  royalty revenue. There are tax benefits for new fields, 
and for old fields at certain price and cost combinations. However, a t low oil prices or at high operating costs, the 
proposed tax incentives becom e burdens. It is difficult to  determ ine w hether the  proposed changes will increase or 
decrease oil production, and therefore, royalty revenue to  the  State.

Section 10 am ends AS 31.05 by adding a new section (AS 44.25.025) which requires the  D epartm ent of Revenue 
(DOR) to  develop and maintain an electronic petroleum  information m anagem ent system (PIMS) to  archive sta te  oil 
and gas information. The system will only include non-confidential inform ation identified in this bill and other 
inform ation identified in section 10 relating to  oil and gas exploration, developm ent, and production. The Division of 
Oil and Gas (DO&G) collects and maintains much of th e  information and m aterials listed in the  proposed bill.

DO&G will be a major contributor to  th e  petroleum  m anagem ent system - likely designing, developing, and 
maintaining th e  system  and associated materials. DO&G currently houses the following information on: 1) unit and 
joint operating agreem ents, 2) sta te  oil and gas exploration licenses and oil and gas leases, 3) exploration activities 
including seismic data, drilling reports, logs, geological models and maps, 4) developm ent activities including 
developm ent plans minus expenditure projections and reservoir characteristics, 5) facility maps and studies, and 6) 
abandonm ent plans and progress reports. DO&G will conceivably have a role in contributing o ther information DOR 
needs for oil and gas exploration, developm ent, and production. DO&G stores and maintains more than 40 years of 
information from Alaska's oil and gas activities. We find th e  directives in the  proposed bill to  initiate a significant 
undertaking by our d epartm en t and others involved in supplying the  requested  information.

It is assum ed our inform ation will need to  re-integrated into new form ats com patible with a sophisticated system 
easily navigated by th e  public. The DOR and DO&G data collection and m anagem ent system s may be different in 
scale and scope, and synchronizing th e  system s will take considerable resources. In som e cases, inform ation could be 
linked or transferred to  th e  PIMS site quickly; however, th e  information requested  in the bill will dem and extensive 
tim e and resources to  adapt, redact, and restructure records and m aterials before inclusion in the PIMS.

Developing and maintaining a petroleum  information m anagem ent system  will not likely provide any more 
inform ation to  th e  public than  is currently available from our division. Non-confidential oil and gas inform ation is 
currently available on DO&G's w ebsite or upon request in electronic and hard copy form ats. We estim ate the 
proposed bill will initially require eight new FTEs in the  division and funds necessary to  hire contractors for 
inform ation technology work.

The division would need five new natural resources specialists (2 NRS II and 3 NRS III) with one administrative 
assistant (range 12) and two analysts (range 20) for IT functions during build-out starting in FY13. In addition to  staff 
increases, approximately $75,000 in funding for software, licenses, and back-up system s is needed. Storage for 
DO&G seismic data (2-3 terrabytes) would need to  be contracted to  electronic storage provider which could cost 
hundreds of thousands of dollar annually. After the system build-out and population, we should be able to  maintain 
the system  with 4-5 FTEs. We project roughly $75,000 for contract services in FY13 and FY 14, $35,000 in FY15, and 
potentially no funds thereafte r. Since we are not forecasting additional sta te  revenue for these  sections of the 
proposed bill, th e  significant costs incurred in developing and maintaining a new location for DO&G information 
results in a negative fiscal impact to  th e  sta te  for years to  come.

STATE OF ALASKA BILL NO. CSSB192(FIN)______
2012 LEGISLATIVE SESSION

(Revised 1/17/2012 OMB) Page 2 of 2
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C S S B  1 o 2  -  A p p r o x i m a t e d  C o m p a n y  D e c l i n e - B a s e d  P r o d u c t i o n  

T a r g e t s

BP - Historical and CSSB 192 Approx Future 
Target

mb/d ConocoPhillips • Historical and CSSB 192 Approx 
Future Target

ExxonMobil - Historical and CSSB 192 Approx 
Future Target
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■ BP ■ BP-Target ■ ConocoPhillips ■ ConocoPhillips - Target ■ ExxonMobil ■ ExxonMobil - Target

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025
BP 369 343 318 349 356 342 309 260 242 228 209 180 167 155 144 133 124 115 107 99 92 85 79 74 68 63
ConocoPhillips 411 386 412 404 395 373 365 325 326 305 292 248 232 216 202 189 176 165 154 144 134 125 117 109 102 95
ExxonMobil 296 276 247 234 224 206 188 151 156 153 146 130 124 119 114 109 104 99 95 91 87 83 79 76 72 69
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ACES
($34/bbl Capex New Development)

Price NPV IRR
$mm Cash Flow Analysis - $100 ANS West Coast $40 $ <459) -8%

600 -j $60 $ (288) 1%

$100 $ (89) 7%

2010 2012 2014 2016 2018 2020 2022 2024 2026 2028 2030 

■■■Opex ■■sCapex ■■■Revenue —  ATCF

$mm Level & Composition of Government Take

■ Severance Tax
■ Federal CIT
■ State CIT
■ Property Tax
■ Production Tax
■ Royalty
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40

50
60 77% -45% 48% 0% 79% 0% 79%

70 44% -3% 24% 2% 66% 6% 72%
80 34% 13% 16% 2% 65% 9% 74%

90 28% 24% 12% 2% 66% 9% 75%
100 25% 30% 9% 3% 67% 10% 77%

110 23% 34% 8% 3% 67% 10% 77%

120 22% 37% 7% 3% 68% 10% 78%

130 20% 40% 6% 3% 68% 10% 78%
140 19% 42% 5% 3% 69% 10% 79%
150 19% 44% 5% 3% 70% 10% 79%
160 18% 46% 4% 3% 71% 10% 80%
170 18% 47% 4% 2% 71% 9% 81%
180 17% 49% 4% 2% 72% 9% 81%
190 17% 50% 3% 2% 73% 9% 82%
200 17% 52% 3% 2% 74% 9% 83%
210 16% 53% 3% 2% 75% 9% 83%
220 16% 54% 3% 2% 76% 8% 84%
230 16% 56% 3% 2% 76% 8% 84%

100% 

80% 

60% | 

40% 

20% | 

0% 

-20%

Level & Composition of Relative Government Take

■ Severance Tax
■ Federal CIT
■ State CIT
■ Property Tax
■ Production Tax
■ Royalty
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ANS West Coast Crude Price
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CSSB 192 20% Max Rate
($34/bbl Capex New Development)

■ M H M H M i M H H a M M I M n n

Price NPV IRR m
$mm Cash Flow Analysis - $100 ANS West Coast $40 $ (459) -8%

600 i $60 $ (279) 2%
$100 $ (97) 7%

2006 2008 2010 2012 2014 2016 2018 2020 2022 2024 2026 2028 2030 

wmmOpex tameCapex ■■■Revenue —  ATCF

$mm
12,000
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4.000

2.000

(2,000)

Level & Composition of Government Take

• Severance Tax 
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«State CIT  

■ Property Tax 

Production Tax

• Royalty
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40

50
60 77% -56% 48% 0% 69% 0% 69%

70 44% -15% 24% 2% 55% 7% 62%
80 34% 5% 16% 3% 57% 11% 68%

90 28% 17% 12% 3% 60% 11% 71%
100 25% 25% 9% 3% 63% 12% 75%

110 23% 33% 8% 3% 67% 11% 78%
120 22% 38% 7% 3% 69% 11% 80%
130 20% 39% 6% 3% 68% 11% 79%
140 19% 39% 5% 3% 67% 12% 78%
150 19% 39% 5% 3% 65% 12% 77%
160 18% 39% 4% 3% 65% 12% 77%
170 18% 39% 4% 3% 64% 12% 76%
180 17% 39% 4% 3% 63% 12% 75%
190 17% 39% 3% 3% 63% 13% 75%
200 17% 39% 3% 3% 62% 13% 75%
210 16% 39% 3% 3% 62% 13% 75%
220 16% 39% 3% 3% 61% 13% 75%
230 16% 39% 3% 3% 61% 13% 74%

100% 

80% 

60% 

40% j 

20% | 

0% 4 

-20% 1

Level & Composition of Relative Government Take

i Severance Tax 
i Federal CIT 
s State CIT 
i Property Tax 
; Production Tax 
i Royalty

ANS West Coast Crude Price ANS West Coast Crude Price
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CSSB 192 5% Max Rate for 7 yrs
($34/bbl Capex New Development)

■MIIBIHW■ BTO— 1— HIMUmniMH

$mm Cash Flow Analysis - $100 ANS West Coast
Price NPV IRR

$40 $ (459) -8%
$60 $ (279) 2%

$100 $ (51) 8%

(600)

(800)
2006 2008 2010 2012 2014 2016 2018 2020 2022 2024 2026 2028 2030 

■■■Opex bmkCapex ■■■Revenue — —  ATCF

$mm Level & Composition of Government Take

■  Severance Tax

■  Federal CIT

■  State CIT

■  Property Tax

■  Production Tax

■  Royalty
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ao;
60 77% -56% 48% 0% 69% 0% 69%
70 44% -16% 24% 2% 54% 7% 62%
80 34% 3% 16% 3% 55% 11% 65%

90 28% 13% 12% 3% 56% 11% 68%
100 25% 21% 9% 3% 58% 12% 70%
110 23% 28% 8% 3% 62% 11% 73%
120 22% 32% 7% 3% 63% 11% 74%
130 20% 32% 6% 3% 62% 11% 73%
140 19% 33% 5% 3% 61% 12% 73%
150 19% 33% 5% 3% 60% 13% 72%
160 18% 33% 4% 3% 59% 13% 72%
170 18% 33% 4% 3% 58% 13% 72%
180 17% 33% 4% 4% 58% 14% 72%
190 17% 33% 3% 4% 58% 14% 71%
200 17% 34% 3% 4% 57% 14% 71%
210 16% 34% 3% 4% 57% 14% 71%
220 16% 34% 3% 4% 57% 14% 71%
230 16% 34% 3% 4% 56% 15% 71%

100% 
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60% j 

40% 

20% -j

0% j 

-20%

Level & Composition of Relative Government Take

■ Severance Tax
■ Federal CIT
■ State CIT
■ Property Tax
■ Production Tax
■ Royalty
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CSSB 192 5% Max Rate for 10 yrs
($34/bbl Capex New Development)

Price NPV IRR
$mm Cash Flow Analysis - $100 ANS West Coast $40 S (459) -8%

600 -j $60 $ (279) 2%
$100 $ (34) 9%

(800)
2006 2008 2010 2012 2014 2016 2018 2020 2022 2024 2026 2028 2030 

■ ■ ■ O p e x  mam Capex ■ ■ ■ R e v e n u e  — — A TC F

Level & Composition of Government Take

■  Severance Tax

■  Federal CIT

■  State CIT

■  Property Tax

■  Production Tax

■  Royalty
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40

50
60 77% -56% 48% 0% 69% 0% 69%

70 44% -16% 24% 2% 54% 7% 61%

80 34% 1% 16% 3% 53% 11% 64%
90 28% 11% 12% 3% 54% 11% 66%

100 25% 18% 9% 3% 56% 12% 68%

110 23% 25% 8% 3% 59% 12% 70%
120 22% 28% 7% 3% 59% 12% 71%

130 20% 29% 6% 3% 58% 12% 71%
140 19% 29% 5% 3% 57% 13% 71%
150 19% 29% 5% 4% 57% 14% 70%
160 18% 30% 4% 4% 56% 14% 70%
170 18% 30% 4% 4% 55% 14% 70%
180 17% 30% 4% 4% 55% 15% 70%
190 17% 30% 3% 4% 55% 15% 70%
200 17% 30% 3% 4% 54% 15% 70%
210 16% 31% 3% 4% 54% 15% 69%
220 16% 31% 3% 4% 54% 15% 69%
230 16% 31% 3% 4% 54% 16% 69%

100%

80%

60%

40%

20%

0%

-20%

Level & Composition of Relative Government Take

■ Severance Tax
■ Federal CIT
■ State CIT
■ Property Tax
« Production Tax
■ Royalty

ANS West Coast Crude Price
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CSSB 192 5% Max Rate, $90 Threshold, for 10 yrs
($34/bbl Capex New Development)

Price NPV IRR
Cash Flow Analysis - $100 ANS West Coast $40 $ (459) -8%

600 ■, $60 $ (279) 2%
$100 $ (21) 9%

2006 2008 2010 2012 2014 2016 2018 2020 2022 2024 2026 2028 2030 

■■■■Opex ■ ■ » Capex ■ ■ ■ R e v en u e  " ■ ■■ A TC F

$mm
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2.000

Level & Composition of Government Take

■  Severance Tax

■  Federal CIT

■  State CIT

■  Property Tax

■  Production Tax

■  Royalty

(2,000)

ANS West Coast Crude Price
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40

50
60 77% -56% 48% 0% 69% 0% 69%

70 44% -16% 24% 2% 54% 7% 61%
80 34% 0% 16% 3% 53%: 11% 63%

90 28% 10% 12% 3% 53% 11% 65%
100 25% 17% 9% 3% 54% 12% 67%

110 23% 23% 8% 3% 57% 12% 69%
120 22% 26% 7% 3% 57% 12% 69%

130 20% 27% 6% 3% 56% 13% 69%
140 19% 28% 5% 4% 56% 14% 69%
150 19% 29% 5% 4% 56% 14% 70%
160 18% 30% 4% 4% 56% 14% 70%
170 18% 30% 4% 4% 55% 14% 70%
180 17% 30% 4% 4% 55% 15% 70%
190 17% 30% 3% 4% 55% 15% 70%
200 17% 30% 3% 4% 54% 15% 70%
210 16% 31% 3% 4% 54% 15% 69%
220 16% 31% 3% 4% 54% 15% 69%
230 16% 31% 3% 4% 54% 16% 69%

100% 
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60% 

40% 
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Level & Composition of Relative Government Take

■ Severance Tax
■ Federal CIT
■ State CIT
■ Property Tax
■ Production Tax
■ Royalty
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ACES
($25/bbl Capex Incremental Development)

Price NPV

2006 2008 2010 2012 2014 2016 2018 2020 2022 2024 2026 2028 2030 

■■■Opex Cepex ■■Revenue — ATCF

$mm Level & Composition of Government Take

■  Severance Tax

■  Federal CIT

■ State CIT
■  Property Tax

■  Production Tax

■  Royalty
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40

50 91% -60% 50% 0% 81% 0% 81%
60 44% -7% 21% 2% 60% 8% 68%

70 33% 10% 13% 3% 59% 11% 69%

80 27% 21% 9% 3% 60% 11% 72%

90 24% 29% 7% 3% 63% 11% 74%

100 22% 34% 6% 3% 64% 11% 75%

110 21% 37% 5% 3% 65% 11% 76%

120 20% 39% 5% 3% 66% 11% 77%

130 19% 42% 4% 3% 67% 11% 78%
140 18% 43% 4% 3% 68% 11% 78%
150 18% 45% 3% 3% 69% 11% 79%
160 17% 47% 3% 3% 69% 10% 80%
170 17% 48% 3% 3% 70% 10% 80%
180 16% 50% 3% 3% 71% 10% 81%
190 16% 51% 2% 2% 72% 9% 81%
200 16% 52% 2% 2% 73% 9% 82%
210 16% 54% 2% 2% 74% 9% 83%
220 16% 55% 2% 2% 75% 9% 83%
230 15% 56% 2% 2% 76% 8% 84%
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60% I 
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20% !I
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Level & Composition of Relative Government Take

■ Severance Tax
■ Federal CIT
■ State CIT
■ Property Tax
■ Production Tax
■ Royalty

ANS West Coast Crude Price
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CSSB 192 20% Max Rate
($25/bbl Capex Incremental Development)

■■MHMUHHS

Cash Flow Analysis - $100 ANS West Coast

Price NPV IRR

$40 S (308) -5%
$60 $ (133) 5%

$100 $ 25 11%
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40

50 91% -61% 50% 0% 80% 0% 80%

60 44% -14% 21% 2% 54% 9% 62%

70 33% 1% 13% 3% 50% 13% 63%

80 27% 13% 9% 4% 53% 14% 67%

90 24% 22% 7% 4% 57% 13% 70%

100 22% 28% 6% 3% 60% 13% 72%

110 21% 35% 5% 3% 64% 12% 76%

120 20% 39% 5% 3% 66% 11% 77%

130 19% 39% 4% 3% 65% 12% 77%

140 18% 39% 4% 3% 64% 12% 76%

150 18% 39% 3% 3% 63% 13% 76%
160 17% 39% 3% 3% 63% 13% 76%

170 17% 39% 3% 3% 62% 13% 75%
180 16% 39% 3% 3% 62% 13% 75%

190; 16% 39% 2% 3% 61% 13% 74%
200 16% 39% 2% 3% 61% 13% 74%

210 16% 39% 2% 4%; 61% 13% 74%
220 16% 39% 2% 4% 60% 14% 74%

230 15% 39% 2% 4% 60% 14% 74%

$mm Level & Composition of Government Take

■ Severance Tax
■  Federal CIT

■ State CIT
■ Property Tax
■  Production Tax

■  Royalty
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Level & Composition of Relative Government Take

II

■ Severance Tax
■ Federal CIT
■ State CIT
■ Property Tax
■ Production Tax
■ Royalty
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CSSB 192 10% Max Rate
($25/bbl Capex Incremental Development)
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70 33% 0% 13% 3% 49% 13% 62%
80 27% 9% 9% 4% 50% 14% 64%
90 24% 16% 7% 4% 51% 15% 66%

100 22% 20% 6% 4% 52% 15% 67%

110 21% 24% 5% 4% 54% 15% 68%
120 20% 26% 5% 4% 54% 15% 69%
130 19% 27% 4% 4% 54% 15% 69%
140 18% 28% 4% 4% 53% 15% 69%
150 18% 28% 3% 4% 53% 16% 69%
160 17% 28% 3% 4% 52% 16% 68%
170 17% 28% 3% 4% 52% 16% 68%
180 16% 28% 3% 4% 52% 16% 68%
190 16% 29% 2% 4% 51% 16% 68%
200 16% 29% 2% 4% 51% 17% 68%
210 16% 29% 2% 4% 51% 17% 68%
220 16% 29% 2% 4% 51% 17% 68%
230 15% 29% 2% 4% 51% 17% 67%
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CSSB 192 10% Max Rate, $70 Threshold
($25/bbl Capex Incremental Development)
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140 18% 28% 4% 4% 53% 15% 69%
150 18% 28% 3% 4% 53% 16% 69%
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180 16% 28% 3% 4% 52% 16% 68%
190 16% 29% 2% 4% 51% 16% 68%
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220 16% 29% 2% 4% 51% 17% 68%
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120 20% 22% 5% 4% 50% 16% 66%

130 19% 25% 4% 4% 52% 16% 68%
140 18% 27% 4% 4% 53% 16% 68%
150 18% 28% 3% 4% 53% 16% 69%
160 17% 28% 3% 4% 52% 16% 68%
170 17% 28% 3% 4% 52% 16% 68%
180 16% 28% 3% 4% 52% 16% 68%
190 16% 29% 2% 4% 51% 16% 68%
200 16% 29% 2% 4% 51% 17% 68%
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Comparison of Oil Tax Proposals
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WORK DRAFT WORK DRAFT WORK DRAFT

IN THE LEGISLATURE OF THE STATE OF ALASKA

TWENTY-SEVENTH LEGISLATURE - SECOND SESSION

B Y  T H E  S E N A T E  F IN A N C E  C O M M IT T E E

O ffered :
R eferred :

Sponsor(s): S E N A T E  R E S O U R C E S  C O M M IT T E E

A BILL  

FOR AN ACT ENTITLED  

"An Act relating to the oil and gas production tax; providing for a minimum tax on oil 

and gas production so that the state receives a minimum production tax o f 10 percent of 

the gross value at the point o f production for certain oil and gas production; relating to 

that part of the monthly production tax on the gross value at the point o f production of 

oil produced by a producer that produced oil in 2008 and 2011 but did not produce a 

volum e o f taxable oil in excess o f a defined target volume or that did not produce taxable 

oil before January 1, 2008, and produced taxable oil for more than seven consecutive 

years during a specified time period, and providing that the applicable tax rate on the 

gross value at the point o f production on that category of oil production is 0.27 percent 

m ultiplied by the num ber that represents the difference between the average gross value 

at the point o f production for a barrel o f oil and $60 or, if the average gross value at the 

point o f production is greater than $60 above the base amount o f $60, that the applicable

-1- CSSB 192(FIN)
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tax rate is the sum of 16.2 percent and the product o f 0.03 percent multiplied by the 

num ber that represents the difference between the average monthly gross value at the 

point of production for a barrel of oil and $60 above the base amount of $60, except that 

the tax rate applicable to that category of oil production may riot exceed 20 percent; 

relating to that part o f the monthly production tax on the gross value at the point of 

production o f oil produced by a producer that produced oil in 2008 and 2011 and 

produces a volum e o f taxable oil for the year in excess of a defined target volume, and 

providing that the applicable tax rate on the gross value at the point o f production for 

that category o f oil production is 0.14 percent multiplied by the num ber that represents 

the difference between that average monthly gross value at the point of production for a 

barrel o f oil and the base amount o f $60 or, if  the average gross value at the point of 

production is greater than $60 above the base amount o f $60, that the applicable tax rate 

is the sum of 16.2 percent and the product o f 0.03 percent multiplied by the number that 

represents the difference between the average monthly gross value at the point of 

production for a barrel o f oil and $60 above the base amount o f $60, except that the tax 

rate applicable to that category of oil production may not exceed 20 percent; relating to 

that part o f the tax on the gross value at the point of production o f oil produced by a 

producer during the first seven consecutive years after the start of sustained production 

or during the first seven consecutive years of sustained production after December 31, 

2012, w hichever is later, from a lease or property containing land that was not or 

previously had not been within a unit or in commercial production before January 1, 

2008, and providing that the applicable tax rate on the gross value at the point of 

production for that category o f oil is determined by multiplying the monthly gross value 

at the point o f production o f the taxable oil produced during the month by the tax rate

WORK DRAFT WORK DRAFT 27-LS1305VU
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determ ined by m ultiplying 0.05 percent by the num ber that represents the difference 

between that average monthly gross value at the point of production for a barrel o f oil 

and the base amount o f $60, except that the tax rate determined for that category o f oil 

production may not exceed five percent; relating to payments of the oil and gas 

production tax; relating to an adjustment to the base amount of $60 based on an 

increase in the United States Consumer Price Index for all urban consumers for the 

m ost recent year; relating to the allocation of lease expenditures and adjustments to 

lease expenditures; relating to the duties o f the Department o f Revenue; relating to a 

petroleum  information management system; relating to the duties o f the Alaska Oil and 

Gas Conservation Commission, the Departm ent o f Natural Resources, and the 

D epartm ent o f Labor and W orkforce Development that relate to providing the 

Departm ent o f Revenue w ith certain information relating to oil and gas; and providing 

for an effective date."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 43.55.011(e) is amended to read:

(e) There is levied on the producer o f oil or gas a tax for all oil and gas 

produced each calendar year from each lease or property in the state, less any oil and 

gas the ownership or right to which is exempt from taxation or constitutes a 

landowner's royalty interest. Except as otherwise provided under (f), (j), (k), and (o) o f  

this section, the tax is equal to the sum o f

(1) the annual production tax value o f the taxable oil and gas as 

calculated under AS 43.55.160(a)(1) multiplied by 25 percent; and

(2) the sum, over all months o f the calendar year, o f  the tax amounts 

determined under (g) o f  this section on the gross value at the point of production of 

oil.

* Sec. 2. AS 43.55.011(f) is repealed and reenacted to read:

WORK DRAFT WORK DRAFT 27-LS1305\U
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(f) Except for oil and gas subject to (i) o f  this section and gas subject to (o) o f  

this section, the provisions o f  this subsection apply to oil and gas produced by a 

producer that had average daily oil and gas production during the most recent calendar 

year o f  more than 50,000 BTU equivalent barrels. Notwithstanding any contrary 

provision o f law, a producer may not apply tax credits to reduce its total tax liability 

under (e) and (g) o f this section for oil and gas produced from all leases or properties 

below 10 percent o f  the total gross value at the point o f production o f that oil and gas. 

If the amount o f tax calculated by applying the tax rates in (e) and (g) o f  this section to 

the total production tax value o f  the oil and gas taxable under (e) and (g) o f this 

section produced from all of the producer's leases or properties is less than 10 percent 

o f the total gross value at the point o f  production o f that oil and gas, the tax levied by

(e) and (g) o f  this section for that oil and gas is equal to 10 percent o f  the total gross 

value at the point o f production o f that oil and gas.

* Sec. 3. AS 43.55.011(g) is repealed and reenacted to read:

(g) For each month o f  the calendar year for which the producer's average 

monthly gross value at the point o f production for a barrel o f  taxable oil is above the 

base amount o f  $60, the producer shall determine the tax for the purposes o f (e)(2) o f  

this section as follows:

(1) for oil not subject to (2) or (3) o f  this subsection produced by a 

producer that produced oil in 2008 and 2011, for oil not subject to (3) o f this 

subsection produced by a producer who did not produce oil in 2008 and 2011, and for 

oil production that was subject to (3) o f this subsection but is no longer subject to (3) 

o f  this subsection, the amount o f  tax is determined by multiplying the monthly gross 

value at the point o f  production o f the taxable oil produced during the month by the 

tax rate calculated as follows:

(A) if the producer's average monthly gross value at the point 

of production for a barrel o f the taxable oil for the month is not more than $60 

above the base amount o f  $60, the tax rate is 0.27 percent multiplied by the

number that represents the difference between that average monthly gross

value at the point o f production for a barrel o f  oil and the base amount o f $60; 

or

CSSB 192(FIN) -4-
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(B) if the producer's average monthly gross value at the point 

of production for a barrel o f taxable oil is more than $60 above the base 

amount o f $60, the tax rate is the sum o f 16.2 percent and the product o f 0.03 

percent multiplied by the number that represents the difference between the 

average monthly gross value at the point o f production for a barrel o f oil and 

$60 above the base amount o f $60, except that the tax rate determined under 

this subparagraph may not exceed 20 percent;

(2) for oil not subject to (3) o f this subsection produced by a producer 

that produced taxable oil in 2008 and 2011 that is in excess o f  the target volume 

determined under (q) o f this section, the amount o f tax on the volume o f  oil above the 

target volume is determined by multiplying the monthly gross value at the point o f  

production o f the taxable oil produced during the month by the tax rate calculated as 

follows:

(A) if the producer's average monthly gross value at the point 

of production for a barrel o f  the taxable oil for the month is not more than $60 

above the base amount o f  $60, the tax rate is 0.14 percent multiplied by the 

number that represents the difference between that average monthly gross 

value at the point o f production for a barrel o f oil and the base amount o f $60; 

or

(B) if  the producer's average monthly gross value at the point 

of production for a barrel o f taxable oil is more than $60 above the base 

amount o f  $60, the tax rate is the sum o f 8.4 percent and the product o f 0.03 

percent multiplied by the number that represents the difference between the 

average monthly gross value at the point o f  production for a barrel o f oil and 

$60 above the base amount o f $60, except that the tax rate determined under 

this subparagraph may not exceed 10 percent;

(3) for oil produced by a producer during the first seven consecutive 

years after the start o f sustained production or during the first seven consecutive years 

o f  sustained production after December 31, 2012, whichever is later, from a lease or 

property containing land that was not or previously had not been within a unit or in 

commercial production before January 1, 2008, the amount o f  tax is determined by

-5- CSSB 192(FIN)
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multiplying the monthly gross value at the point o f production o f the taxable oil 

produced during the month by the tax rate determined by multiplying 0.05 percent by 

the number that represents the difference between that average monthly gross value at 

the point o f  production for a barrel o f oil and $60, except that the tax rate determined 

under this paragraph may not exceed five percent; after the rate determination o f this 

paragraph no longer applies, oil produced from a lease or property that was subject to 

the rate determination under this paragraph is subject to the rate determination under 

(1) o f this subsection; in this paragraph, "sustained production" has the meaning given 

in AS 43.55.025(/).

* Sec. 4. AS 43.55.011 is amended by adding new subsections to read:

(p) Beginning on March 1, 2014, and on March 1 o f  each year thereafter, the 

commissioner shall adjust the base amount o f $60 in (g) o f this section by the percent 

increase in the annual United States Consumer Price Index for all urban consumers for 

the most recent year. The index for January 2013 is the reference base index. The 

commissioner shall publish the percent increase and the adjusted base amount on the 

department's Internet website as soon as is practicable after the commissioner 

determines the adjusted base amount. The adjustment made by the commissioner is 

retroactive to January 1 of the year in which the adjustment is made. The department 

shall adopt a regulation providing for the payment o f the increase in an installment 

payment required under AS 43.55.020(a) that results from the retroactive application 

o f the adjustment to the base amount o f $60 in (g) o f  this section.

(q) When determining whether a producer is subject to (g)(1) or (2) o f  this

section,

(1) the target volume is determined under the following formula, 

where V is the volume o f the oil produced by the producer in 2011, D is the decline 

percentage calculated by taking the cube root o f  the ratio o f  the volume o f taxable oil 

produced by the producer in 2011 to the volume o f taxable oil produced by the 

producer in 2008, and Y is the year, expressed in four digits, for which the target 

volume is being determined:

Target Volume = V x D (Y"20ll); and

(2) the target volume for a producer that increases its volume o f

CSSB 192(FIN) -6-
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production through the purchase, merger, or other acquisition o f  another producer is 

the sum o f the producer's target volume and the target volume for the producer that is 

purchased, merged with, or otherwise acquired; however, if  the producer that is 

purchased, merged with, or otherwise acquired did not have production in 2008 and 

2011, the volume o f the increased production that is attributable to the purchase, 

merger, or other acquisition may not be considered for the purpose o f  determining 

whether the producer that acquired the additional production has increased the volume 

o f production above its target volume.

* Sec. 5. AS 43.55.020(a) is amended to read:

(a) For a calendar year, a producer subject to tax under AS 43.55.011(e) - (i) 

shall pay the tax as follows:

(1) an installment payment o f the estimated tax levied by 

AS 43.55.011(e) and (g), net o f  any tax credits applied as allowed by law, is due for 

each month o f the calendar year on the last day o f the following month; except as 

otherwise provided under (2) o f  this subsection, the amount o f the installment payment 

is the sum o f the following amounts, less 1/12 o f the tax credits that are allowed by 

law to be applied against the tax levied by AS 43.55.011(e) for the calendar year, but 

the amount o f  the installment payment may not be less than zero:

(A) for oil and gas produced from leases or properties in the 

state outside the Cook Inlet sedimentary basin but not subject to 

AS 43.55.011 (o), other than leases or properties subject to AS 43.55.011(f), the 

greater o f

(i) zero; or

(ii) the sum o f the tax determined under 

AS 43.55.011(g) on the gross value at the point of production for oil 

produced for the month added to the product of 25 percent and 

[THE TAX RATE CALCULATED FOR THE MONTH UNDER  

AS 43.55.011(g) MULTIPLIED BY] the remainder obtained by 

subtracting 1/12 o f the producer's adjusted lease expenditures for the 

calendar year o f  production under AS 43.55.165 and 43.55.170 that are 

deductible for the leases or properties under AS 43.55.160 from the

-7-
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gross value at the point o f  production o f  the oil and gas produced from 

the leases or properties during the month for which the installment 

payment is calculated;

(B) for oil and gas produced from leases or properties subject 

to AS 43.55.011(f), the greater [GREATEST] o f

(i) 10 percent o f the gross value at the point of 

production for oil and gas described in AS 43.55.011(f) [ZERO;

(ii) ZERO PERCENT, ONE PERCENT, TWO 

PERCENT, THREE PERCENT, OR FOUR PERCENT, AS 

APPLICABLE, OF THE GROSS VALUE AT THE POINT OF 

PRODUCTION OF THE OIL AND GAS] produced [FROM ALL 

LEASES OR PROPERTIES] during the month for which the 

installment payment is calculated; or

(ii) [(iii)] the sum o f the tax determined under 

AS 43.55.011(g) on the gross value at the point o f production for oil 

produced for the month added to the product o f 25 percent and the 

tax rate calculated for the month under AS 43.55.011(g) 

[MULTIPLIED BY] the remainder obtained by subtracting 1/12 o f the 

producer's adjusted lease expenditures for the calendar year o f  

production under AS 43.55.165 and 43.55.170 that are deductible for 

those leases or properties under AS 43.55.160 from the gross value at 

the point o f production o f the oil and gas produced from those leases or 

properties during the month for which the installment payment is 

calculated;

(C) for oil and gas produced from each lease or property 

subject to AS 43.55.011 (j), (k), or (o), the greater o f

(i) zero; or

(ii) the sum o f the tax determined under 

AS 43.55.011(g) on the gross value at the point of production for 

the oil produced for the month added to the product of 25 percent 

and [THE TAX RATE CALCULATED FOR THE MONTH UNDER
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AS 43.55.011(g) MULTIPLIED BY] the remainder obtained by 

subtracting 1/12 o f the producer's adjusted lease expenditures for the 

calendar year o f production under AS 43.55.165 and 43.55.170 that are 

deductible under AS 43.55.160 for oil or gas, respectively, produced 

from the lease or property from the gross value at the point o f  

production of the oil or gas, respectively, produced from the lease or 

property during the month for which the installment payment is 

calculated;

(2) an amount calculated under (1)(C) o f  this subsection for oil or gas 

produced from a lease or property subject to AS 43.55.011 (j), (k), or (o) may not 

exceed the product obtained by carrying out the calculation set out in 

AS 43.55.01 l(j)( l)  or (2) or 43.55.01 l(o), as applicable, for gas or set out in 

AS 43.55.01 1 (k)( 1) or (2), as applicable, for oil, but substituting in 

AS 43.55.01 l(j)(l)(A) or (2)(A) or 43.55.01 l(o ), as applicable, the amount o f  taxable 

gas produced during the month for the amount o f  taxable gas produced during the 

calendar year and substituting in AS 43.55.01 l(k)(l)(A) or (2)(A), as applicable, the

amount o f taxable oil produced during the month for the amount o f  taxable oil

produced during the calendar year;

(3) an installment payment o f  the estimated tax levied by 

AS 43.55.01 l(i) for each lease or property is due for each month o f the calendar year 

on the last day o f  the following month; the amount o f  the installment payment is the 

sum o f

(A) the applicable tax rate for oil provided under

AS 43.55.011 (i), multiplied by the gross value at the point o f  production o f  the 

oil taxable under AS 43.55.011 (i) and produced from the lease or property 

during the month; and

(B) the applicable tax rate for gas provided under

AS 43.55.011 (i), multiplied by the gross value at the point o f  production o f  the 

gas taxable under AS 43.55.011 (i) and produced from the lease or property 

during the month;

(4) any amount o f tax levied by AS 43.55.011(e) and (g) or (i), net o f
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any credits applied as allowed by law, that exceeds the total o f the amounts due as 

installment payments o f  estimated tax is due on March 31 o f  the year following the 

calendar year o f production.

* Sec. 6. AS 43.55.160(c) is amended to read:

(c) Notwithstanding any contrary provision o f AS 43.55.150, for purposes o f  

calculating the tax due under AS 43.55.011(g) [A MONTHLY PRODUCTION TAX 

VALUE UNDER (a)(2) OF THIS SECTION], the gross value at the point o f  

production o f  the oil and gas is calculated under regulations adopted by the department 

that provide for using an appropriate monthly share o f  the producer's costs of 

transportation for the calendar year.

* Sec. 7. AS 43.55.160 is amended by adding new subsections to read:

(f) For purposes o f (a) o f this section, a lease expenditure is applicable to oil 

or gas produced from a lease or property, or to oil or gas produced from leases or 

properties in an area o f the state, if  the lease expenditure is

(1) a cost to explore, develop, or produce oil or gas from that lease or 

property, or to explore, develop, or produce oil or gas from one o f those leases or 

properties in that area o f the state, respectively; and

(2) incurred on or after the commencement o f  commercial production 

o f oil or gas from the lease or property.

(g) For purposes o f (a) o f  this section, a lease expenditure incurred during a 

calendar year to explore land that is not a lease or property, or to explore or develop a 

lease or property before commencement o f commercial production o f oil or gas from 

the lease or property, shall be allocated as provided in a regulation adopted by the 

department under AS 43.55.165(h) to and among oil, gas subject to AS 43.55.01 l(o), 

and gas not subject to AS 43.55.011 (o) produced by the producer during that calendar 

year from leases or properties in the same area o f the state as the land being explored 

or the lease or property being explored or developed, respectively.

(h) For purposes o f (f) and (g) o f  this section, an area o f  the state is one o f the 

following:

(1) land north o f  68 degrees North latitude;

(2) land outside the Cook Inlet sedimentary basin not including any

CSSB 192(FIN) -10-
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land north o f  68 degrees North latitude; or

(3) the Cook Inlet sedimentary basin.

* Sec. 8. AS 43.55.165(h) is amended to read:

(h) The department shall adopt regulations that provide for reasonable 

methods o f  allocating costs between oil and gas, between gas subject to 

AS 43.55.011 (o) and other gas, and between leases or properties in those 

circumstances where an allocation o f costs is required to determine lease expenditures 

that are costs o f exploring for, developing, or producing oil deposits or costs o f  

exploring for, developing, or producing gas deposits, or that are costs o f  exploring for, 

developing, or producing oil or gas deposits located within different leases or 

properties. W hen adopting a regulation for determining a reasonable method o f  

allocating lease expenditures between the production of oil and the production of 

gas, the departm ent shall, to the extent possible, provide for the allocation of 

lease expenditures in proportion to the gross value at the point of production for 

oil produced and gas produced.

* Sec. 9. AS 43.55.170 is amended by adding a new subsection to read:

(d) The department shall adopt regulations that provide for reasonable 

methods o f  allocating the adjustments to a producer's lease expenditures in (a) o f this 

section and the payments and credits described in (b) o f  this section between oil and 

gas, between gas subject to AS 43.55.011 (o) and other gas, and between leases or 

properties in those circumstances where an allocation o f  costs is required to determine 

lease expenditures that are costs of exploring for, developing, or producing oil 

deposits, or costs o f  exploring for, developing, or producing gas deposits, or that are 

costs o f  exploring for, developing, or producing oil or gas deposits located within 

different leases or properties. When determining a reasonable method o f  allocating the 

adjustments to a producer's lease expenditures between the production o f oil and the 

production o f gas, the department shall consider allocating the adjustments in 

proportion to the lease expenditures allocated to the production o f oil and the 

production o f gas under regulations adopted by the department under 

AS 43.55.165(h).

* Sec. 10. AS 44.25 is amended by adding a new section to read:
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Sec. 44.25.025. Petroleum information management system, (a) The

Department of Revenue shall develop and maintain an electronic petroleum 

information management system to collect, secure, distribute, store, retrieve, and 

archive information related to oil and gas exploration, development, and production in 

the state. The purposes of the petroleum information management system are to 

improve the administration of the oil and gas production tax and to facilitate 

exploration, development, and production of oil and gas resources. The petroleum 

information management system shall be accessible by the public.

(b) To the extent the information is available and is not confidential, the 

petroleum information management system must include the following information:

(1) unit and joint operating agreements;

(2) state oil and gas exploration licenses and oil and gas leases;

(3) for exploration activities,

(A) exploration work programs and budgets;

(B) seismic data;

(C) drilling reports;

(D) logs;

(E) well tests;

(F) geological models and maps;

(4) for development activities,

(A) development plans with operating and capital expenditure

projections;

(B) construction progress reports;

(C) drilling reports;

(D) reservoir characterization;

(5) for production activities,

(A) production work programs and budgets;

(B) oil and gas sales, revenue, and pricing;

(C) transportation agreements;

(D) production data;

(E) injection data;
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(F) operating and capital expenditures;

(G) facility maps and studies;

(6) for abandonment of oil and gas wells, leases, and production and 

transportation facilities,

(A) abandonment plans and budgets;

(B) progress reports;

(7) for oil and gas related employment information,

(A) the number of resident and nonresident hires for each year;

(B) training opportunities; and

(8) other information the Department of Revenue determines necessary 

and relevant to the oil and gas production tax and to the exploration, development, and 

production of oil and gas resources.

(c) The Alaska Oil and Gas Conservation Commission, the Department of 

Natural Resources, and the Department of Labor and Workforce Development, in 

consultation with the Department of Revenue, shall provide information described in

(b) of this section that is not confidential and within the control of the commission and 

each department to the Department of Revenue for inclusion in the petroleum 

information management system. The information provided by the Alaska Oil and Gas 

Conservation Commission or by a department under this subsection shall be in a form 

suitable for the Department of Revenue to include in the petroleum information 

management system.

* Sec. 11. AS 43.55.160(a)(2) is repealed.

* Sec. 12. The uncodified law of the State of Alaska is amended by adding a new section to 

read:

IMPLEMENTATION OF THE PETROLEUM INFORMATION MANAGEMENT 

SYSTEM. The Department of Revenue shall develop and implement a work plan for the 

development of the petroleum information management system required by AS 44.25.025, 

enacted by sec. 10 of this Act, so that the system is operational before January 1, 2014.

* Sec, 13. Sections 1 -9  and 11 of this Act take effect January 1, 2013.

* Sec. 14. Except as provided in sec. 13 of this Act, this Act takes effect immediately under 

AS 01.10.070(c).
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CS FOR SENATE BILL NO. 192(FIN)

IN THE LEGISLATURE OF THE STATE OF ALASKA 

TWENTY-SEVENTH LEGISLATURE - SECOND SESSION

BY THE SENATE FINANCE COMMITTEE

Offered:
Referred:

Sponsor(s): SENATE RESOURCES COMMITTEE

A BILL 

FOR AN ACT ENTITLED 

"An Act relating to the oil and gas production tax; providing for a minimum tax on oil 

and gas production so that the state receives a minimum production tax of 10 percent of 

the gross value at the point of production for certain oil and gas production; relating to 

that part of the monthly production tax on the gross value at the point of production of 

oil produced by a producer that produced oil in 2008 and 2011 but did not produce a 

volume of taxable oil in excess of a defined target volume or that did not produce taxable 

oil before January 1, 2008, and produced taxable oil for more than seven consecutive 

years during a specified time period, and providing that the applicable tax rate on the 

gross value at the point of production on that category of oil production is 0.27 percent 

multiplied by the number that represents the difference between the average gross value 

at the point of production for a barrel of oil and $60 or, if the average gross value at the 

point of production is greater than $60 above the base amount of $60, that the applicable
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N e w  T e x t  U n d e r l i n e d  [D E L E T E D  T E X T  B R A C K E TE D ]



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

tax rate is the sum of 16.2 percent and the product of 0.03 percent multiplied by the 

number that represents the difference between the average monthly gross value at the 

point of production for a barrel of oil and $60 above the base amount of $60, except that 

the tax rate applicable to that category of oil production may not exceed 20 percent; 

relating to that part of the monthly production tax on the gross value at the point of 

production of oil produced by a producer that produced oil in 2008 and 2011 and 

produces a volume of taxable oil for the year in excess of a defined target volume, and 

providing that the applicable tax rate on the gross value at the point of production for 

that category of oil production is 0.14 percent multiplied by the number that represents 

the difference between that average monthly gross value at the point of production for a 

barrel of oil and the base amount of $60 or, if the average gross value at the point of 

production is greater than $60 above the base amount of $60, that the applicable tax rate 

is the sum of 16.2 percent and the product of 0.03 percent multiplied by the number that 

represents the difference between the average monthly gross value at the point of 

production for a barrel of oil and $60 above the base amount of $60, except that the tax 

rate applicable to that category of oil production may not exceed 20 percent; relating to 

that part of the tax on the gross value at the point of production of oil produced by a 

producer during the first seven consecutive years after the start of sustained production 

or during the first seven consecutive years of sustained production after December 31, 

2012, whichever is later, from a lease or property containing land that was not or 

previously had not been within a unit or in commercial production before January 1, 

2008, and providing that the applicable tax rate on the gross value at the point of 

production for that category of oil is determined by multiplying the monthly gross value 

at the point of production of the taxable oil produced during the month by the tax rate

WORK D R A FT  WORK D R A FT  27-LS1305\O
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determined by multiplying 0.05 percent by the number that represents the difference 

between that average monthly gross value at the point of production for a barrel of oil 

and the base amount of $60, except that the tax rate determined for that category of oil 

production may not exceed five percent; relating to payments of the oil and gas 

production tax; relating to an adjustment to the base amount of $60 based on an 

increase in the United States Consumer Price Index for all urban consumers for the 

most recent year; relating to the allocation of lease expenditures and adjustments to 

lease expenditures; relating to the duties of the Department of Revenue; relating to a 

petroleum information management system; relating to the duties of the Alaska Oil and 

Gas Conservation Commission, the Department of Natural Resources, and the 

Department of Labor and Workforce Development that relate to providing the 

Department of Revenue with certain information relating to oil and gas; and providing 

for an effective date."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 43.55.011(e) is amended to read:

(e) There is levied on the producer of oil or gas a tax for all oil and gas 

produced each calendar year from each lease or property in the state, less any oil and 

gas the ownership or right to which is exempt from taxation or constitutes a 

landowner's royalty interest. Except as otherwise provided under (f), (j), (k), and (o) of 

this section, the tax is equal to the sum of

(1) the annual production tax value of the taxable oil and gas as 

calculated under AS 43.55.160(a)(1) multiplied by 25 percent; and

(2) the sum, over all months of the calendar year, of the tax amounts 

determined under (g) of this section on the gross value at the point of production of 

oil.

* Sec. 2. AS 43.55.011(f) is repealed and reenacted to read:

WORK D R A FT  WORK D R A FT  27-LS1305\O
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(f) Except for oil and gas subject to (i) of this section and gas subject to (o) of 

this section, the provisions of this subsection apply to oil and gas produced by a 

producer that had average daily oil and gas production during the most recent calendar 

year of more than 50,000 BTU equivalent barrels. Notwithstanding any contrary 

provision of law, a producer may not apply tax credits to reduce its total tax liability 

under (e) and (g) of this section for oil and gas produced from all leases or properties 

below 10 percent of the total gross value at the point of production of that oil and gas. 

If the amount of tax calculated by applying the tax rates in (e) and (g) of this to the 

total production tax value of the oil and gas taxable under (e) and (g) of this section 

produced from all of the producer's leases or properties is less than 10 percent of the 

total gross value at the point of production of that oil and gas, the tax levied by (e) and

(g) of this section for that oil and gas is equal to 10 percent of the total gross value at 

the point of production of that oil and gas.

* Sec. 3. AS 43.55.011(g) is repealed and reenacted to read:

(g) For each month of the calendar year for which the producer's average 

monthly gross value at the point of production for a barrel of taxable oil is above the 

base amount of $60, the producer shall determine the tax for the purposes of (e)(2) of 

this section as follows:

(1) for oil not subject to (3) of this subsection produced by a producer 

that produced oil in 2008 and 2011 but failed to produce a volume of taxable oil for 

the year in excess of the target volume determined under (q) of this section, for oil not 

subject to (3) of this subsection produced by a producer who did not produce oil in 

2008 and 2011, and for oil production that was subject to (3) of this subsection but is 

no longer subject to (3) of this subsection, the amount of tax is determined by 

multiplying the monthly gross value at the point of production of the taxable oil 

produced during the month by the tax rate calculated as follows:

(A) if the producer's average monthly gross value at the point 

of production for a barrel of the taxable oil for the month is not more than $60 

above the base amount of $60, the tax rate is 0.27 percent multiplied by the 

number that represents the difference between that average monthly gross 

value at the point of production for a barrel of oil and the base amount of $60;
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(B) if the producer's average monthly gross value at the point 

of production for a barrel of taxable oil is more than $60 above the base 

amount of $60, the tax rate is the sum of 16.2 percent and the product of 0.03 

percent multiplied by the number that represents the difference between the 

average monthly gross value at the point of production for a barrel of oil and 

$60 above the base amount of $60, except that the tax rate determined under 

this subparagraph may not exceed 20 percent;

(2) for oil not subject to (3) of this subsection produced by a producer 

that produced taxable oil in 2008 and 2011 and produces a volume of taxable oil for 

the year in excess of the target volume determined under (q) of this section, the 

amount of tax is determined by multiplying the monthly gross value at the point of 

production of the taxable oil produced during the month by the tax rate calculated as 

follows:

(A) if the producer's average monthly gross value at the point 

of production for a barrel of the taxable oil for the month is not more than $60 

above the base amount of $60, the tax rate is 0.14 percent multiplied by the 

number that represents the difference between that average monthly gross 

value at the point of production for a barrel of oil and the base amount of $60;

or

(B) if the producer's average monthly gross value at the point 

of production for a barrel of taxable oil is more than $60 above the base 

amount of $60, the tax rate is the sum of 8.4 percent and the product of 0.03 

percent multiplied by the number that represents the difference between the 

average monthly gross value at the point of production for a barrel of oil and 

$60 above the base amount of $60, except that the tax rate determined under 

this subparagraph may not exceed 10 percent;

(3) for oil produced by a producer during the first seven consecutive 

years after the start of sustained production or during the first seven consecutive years 

of sustained production after December 31, 2012, whichever is later, from a lease or 

property containing land that was not or previously had not been within a unit or in
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commercial production before January 1, 2008, the amount of tax is determined by 

multiplying the monthly gross value at the point of production of the taxable oil 

produced during the month by the tax rate determined by multiplying 0.05 percent by 

the number that represents the difference between that average monthly gross value at 

the point of production for a barrel of oil and $60, except that the tax rate determined 

under this paragraph may not exceed five percent; after the rate determination of this 

paragraph no longer applies, oil produced from a lease or property that was subject to 

the rate determination under this paragraph is subject to the rate determination under 

(1) of this subsection; in this paragraph, "sustained production" has the meaning given 

in AS 43.55.025(7).

* Sec. 4. AS 43.55.011 is amended by adding new subsections to read:

(p) Beginning on March 1, 2014, and on March 1 of each year thereafter, the 

commissioner shall adjust the base amount of $60 in (g) of this section by the percent 

increase in the annual United States Consumer Price Index for all urban consumers for 

the most recent year. The index for January 2013 is the reference base index. The 

commissioner shall publish the percent increase and the adjusted base amount on the 

department's Internet website as soon as is practicable after the commissioner 

determines the adjusted base amount. The adjustment made by the commissioner is 

retroactive to January 1 of the year in which the adjustment is made. The department 

shall adopt a regulation providing for the payment of the increase in an installment 

payment required under AS 43.55.020(a) that results from the retroactive application 

of the adjustment to the base amount of $60 in (g) of this section.

(q) For purposes of determining whether a producer is subject to (g)(1) or (2) 

of this section, the target volume is determined under the following formula, where V 

is the volume of the oil produced by the producer in 2011, D is the decline percentage 

calculated by taking the cube root of the ratio of the volume of taxable oil produced by 

the producer in 2011 to the volume of taxable oil produced by the producer in 2008, 

and Y is the year, expressed in four digits, for which the target volume is being 

determined:

Target Volume = V x D (Y' 2011)

* Sec. 5. AS 43.55.020(a) is amended to read:

WORK D R A FT  WORK D R A FT  27-LS1305\O
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(a) For a calendar year, a producer subject to tax under AS 43.55.011(e) - (i) 

shall pay the tax as follows:

(1) an installment payment of the estimated tax levied by 

AS 43.55.011(e) and (g), net of any tax credits applied as allowed by law, is due for 

each month of the calendar year on the last day of the following month; except as 

otherwise provided under (2) of this subsection, the amount of the installment payment 

is the sum of the following amounts, less 1/12 of the tax credits that are allowed by 

law to be applied against the tax levied by AS 43.55.011(e) for the calendar year, but 

the amount of the installment payment may not be less than zero:

(A) for oil and gas produced from leases or properties in the 

state outside the Cook Inlet sedimentary basin but not subject to 

AS 43.55.011 (o), other than leases or properties subject to AS 43.55.011(f), the 

greater of

(i) zero; or

(ii) the sum of the tax determined under 

AS 43.55.011(g) on the gross value at the point of production for oil 

produced for the month added to the product of 25 percent and 

[THE TAX RATE CALCULATED FOR THE MONTH UNDER 

AS 43.55.011(g) MULTIPLIED BY] the remainder obtained by 

subtracting 1/12 of the producer's adjusted lease expenditures for the 

calendar year of production under AS 43.55.165 and 43.55.170 that are 

deductible for the leases or properties under AS 43.55.160 from the 

gross value at the point of production of the oil and gas produced from 

the leases or properties during the month for which the installment 

payment is calculated;

(B) for oil and gas produced from leases or properties subject 

to AS 43.55.011(f), the greater [GREATEST] of

(i) 10 percent of the gross value at the point of 

production for oil and gas described in AS 43.55.011(f) [ZERO;

(ii) ZERO PERCENT, ONE PERCENT, TWO 

PERCENT, THREE PERCENT, OR FOUR PERCENT, AS
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APPLICABLE, OF THE GROSS VALUE AT THE POINT OF 

PRODUCTION OF THE OIL AND GAS] produced [FROM ALL 

LEASES OR PROPERTIES] during the month for which the 

installment payment is calculated; or

Oil [(iii)] the sum of the tax determined under 

AS 43.55.011(g) on the gross value at the point of production for oil 

produced for the month added to the product of 25 percent and the 

tax rate calculated for the month under AS 43.55.011(g) 

[MULTIPLIED BY] the remainder obtained by subtracting 1/12 of the 

producer's adjusted lease expenditures for the calendar year of 

production under AS 43.55.165 and 43.55.170 that are deductible for 

those leases or properties under AS 43.55.160 from the gross value at 

the point of production of the oil and gas produced from those leases or 

properties during the month for which the installment payment is 

calculated;

(C) for oil and gas produced from each lease or property 

subject to AS 43.55.011 (j), (k), or (o), the greater of

(i) zero; or

(ii) the sum of the tax determined under 

AS 43.55.01Itg) on the gross value at the point of production for 

the oil produced for the month added to the product of 25 percent 

and [THE TAX RATE CALCULATED FOR THE MONTH UNDER 

AS 43.55.011(g) MULTIPLIED BY] the remainder obtained by 

subtracting 1/12 of the producer's adjusted lease expenditures for the 

calendar year of production under AS 43.55.165 and 43.55.170 that are 

deductible under AS 43.55.160 for oil or gas, respectively, produced 

from the lease or property from the gross value at the point of 

production of the oil or gas, respectively, produced from the lease or 

property during the month for which the installment payment is 

calculated;

(2) an amount calculated under (1)(C) of this subsection for oil or gas

WORK D R A FT  WORK D R A FT  27-LS1305\O
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produced from a lease or property subject to AS 43.55.01 IQ, (k), or (o) may not 

exceed the product obtained by carrying out the calculation set out in 

AS 43.55.01 l(j)(l) or (2) or 43.55.011 (o), as applicable, for gas or set out in 

AS 43.55.01 l(k)(l) or (2), as applicable, for oil, but substituting in 

AS 43.55.01 l(j)(l)(A) or (2)(A) or 43.55.011 (o), as applicable, the amount of taxable 

gas produced during the month for the amount of taxable gas produced during the 

calendar year and substituting in AS 43.55.01 l(k)(l)(A) or (2)(A), as applicable, the 

amount of taxable oil produced during the month for the amount of taxable oil 

produced during the calendar year;

(3) an installment payment of the estimated tax levied by

AS 43.55.011 (i) for each lease or property is due for each month of the calendar year

on the last day of the following month; the amount of the installment payment is the 

sum of

(A) the applicable tax rate for oil provided under

AS 43.55.011 (i), multiplied by the gross value at the point of production of the 

oil taxable under AS 43.55.011 (i) and produced from the lease or property 

during the month; and

(B) the applicable tax rate for gas provided under

AS 43.55.011 (i), multiplied by the gross value at the point of production of the 

gas taxable under AS 43.55.01 l(i) and produced from the lease or property 

during the month;

(4) any amount of tax levied by AS 43.55.011(e) and (g) or (i), net of 

any credits applied as allowed by law, that exceeds the total of the amounts due as 

installment payments of estimated tax is due on March 31 of the year following the 

calendar year of production.

*  Sec. 6. AS 43.55.160(c) is amended to read:

(c) Notwithstanding any contrary provision of AS 43.55.150, for purposes of 

calculating the tax due under AS 43.55.01 l(gl [A MONTHLY PRODUCTION TAX 

VALUE UNDER (a)(2) OF THIS SECTION], the gross value at the point of 

production of the oil and gas is calculated under regulations adopted by the department 

that provide for using an appropriate monthly share of the producer's costs of
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transportation for the calendar year.

* Sec. 7. AS 43.55.160 is amended by adding new subsections to read:

(f) For purposes of (a) of this section, a lease expenditure is applicable to oil 

or gas produced from a lease or property, or to oil or gas produced from leases or 

properties in an area of the state, if the lease expenditure is

(1) a cost to explore, develop, or produce oil or gas from that lease or 

property, or to explore, develop, or produce oil or gas from one of those leases or 

properties in that area of the state, respectively; and

(2) incurred on or after the commencement of commercial production 

of oil or gas from the lease or property.

(g) For purposes of (a) of this section, a lease expenditure incurred during a 

calendar year to explore land that is not a lease or property, or to explore or develop a 

lease or property before commencement of commercial production of oil or gas from 

the lease or property, shall be allocated as provided in a regulation adopted by the 

department under AS 43.55.165(h) to and among oil, gas subject to AS 43.55.01 l(o), 

and gas not subject to AS 43.55.01 l(o) produced by the producer during that calendar 

year from leases or properties in the same area of the state as the land being explored 

or the lease or property being explored or developed, respectively.

(h) For purposes of (f) and (g) of this section, an area of the state is one of the 

following:

(1) land north of 68 degrees North latitude;

(2) land outside the Cook Inlet sedimentary basin not including any 

land north of 68 degrees North latitude; or

(3) the Cook Inlet sedimentary basin.

* Sec. 8. AS 43.55.165(h) is amended to read:

(h) The department shall adopt regulations that provide for reasonable 

methods of allocating costs between oil and gas, between gas subject to 

AS 43.55.011 (o) and other gas, and between leases or properties in those 

circumstances where an allocation of costs is required to determine lease expenditures 

that are costs of exploring for, developing, or producing oil deposits or costs of 

exploring for, developing, or producing gas deposits, or that are costs of exploring for,
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developing, or producing oil or gas deposits located within different leases or 

properties. When adopting a regulation for determining a reasonable method of 

allocating lease expenditures between the production of oil and the production of 

gas, the department shall, to the extent possible, provide for the allocation of 

lease expenditures in proportion to the gross value at the point of production for 

oil produced and gas produced.

* Sec. 9. AS 43.55.170 is amended by adding a new subsection to read:

(d) The department shall adopt regulations that provide for reasonable 

methods of allocating the adjustments to a producer's lease expenditures in (a) of this 

section and the payments and credits described in (b) of this section between oil and 

gas, between gas subject to AS 43.55.011 (o) and other gas, and between leases or 

properties in those circumstances where an allocation of costs is required to determine 

lease expenditures that are costs of exploring for, developing, or producing oil 

deposits, or costs of exploring for, developing, or producing gas deposits, or that are 

costs of exploring for, developing, or producing oil or gas deposits located within 

different leases or properties. When determining a reasonable method of allocating the 

adjustments to a producer's lease expenditures between the production of oil and the 

production of gas, the department shall consider allocating the adjustments in 

proportion to the lease expenditures allocated to the production of oil and the 

production of gas under regulations adopted by the department under 

AS 43.55.165(h).

* Sec. 10. AS 44.25 is amended by adding a new section to read:

Sec. 44.25.025. Petroleum information management system, (a) The 

Department of Revenue shall develop and maintain an electronic petroleum 

information management system to collect, secure, distribute, store, retrieve, and 

archive information related to oil and gas exploration, development, and production in 

the state. The purposes of the petroleum information management system are to 

improve the administration of the oil and gas production tax and to facilitate 

exploration, development, and production of oil and gas resources. The petroleum 

information management system shall be accessible by the public.

(b) To the extent the information is available and is not confidential, the
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petroleum information management system must include the following information:

(1) unit and joint operating agreements;

(2) state oil and gas exploration licenses and oil and gas leases;

(3) for exploration activities,

(A) exploration work programs and budgets;

(B) seismic data;

(C) drilling reports;

(D) logs;

(E) well tests;

(F) geological models and maps;

(4) for development activities,

(A) development plans with operating and capital expenditure

projections;

(B) construction progress reports;

(C) drilling reports;

(D) reservoir characterization;

(5) for production activities,

(A) production work programs and budgets;

(B) oil and gas sales, revenue, and pricing;

(C) transportation agreements;

(D) production data;

(E) injection data;

(F) operating and capital expenditures;

(G) facility maps and studies;

(6) for abandonment of oil and gas wells, leases, and production and 

transportation facilities,

(A) abandonment plans and budgets;

(B) progress reports;

(7) for oil and gas related employment information,

(A) the number of resident and nonresident hires for each year;

(B) training opportunities; and
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(8) other information the Department of Revenue determines necessary 

and relevant to the oil and gas production tax and to the exploration, development, and 

production of oil and gas resources.

(c) The Alaska Oil and Gas Conservation Commission, the Department of 

Natural Resources, and the Department of Labor and Workforce Development, in 

consultation with the Department of Revenue, shall provide information described in

(b) of this section that is not confidential and within the control of the commission and 

each department to the Department of Revenue for inclusion in the petroleum 

information management system. The information provided by the Alaska Oil and Gas 

Conservation Commission or by a department under this subsection shall be in a form 

suitable for the Department of Revenue to include in the petroleum information 

management system.

* Sec. 11. AS 43.55.160(a)(2) is repealed.

* Sec. 12. The uncodified law of the State of Alaska is amended by adding a new section to 

read:

IMPLEMENTATION OF THE PETROLEUM INFORMATION MANAGEMENT 

SYSTEM. The Department of Revenue shall develop and implement a work plan for the 

development of the petroleum information management system required by AS 44.25.025, 

enacted by sec. 10 of this Act, so that the system is operational before January 1, 2014.

* Sec. 13. Sections 1 - 9 and 11 of this Act take effect January 1, 2013.

* Sec. 14. Except as provided in sec. 13 of this Act, this Act takes effect immediately under 

AS 01.10.070(c).
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4/2/12

CS FOR SENATE BILL NO. 192(FIN)

IN THE LEGISLATURE OF THE STATE OF ALASKA

TWENTY-SEVENTH LEGISLATURE - SECOND SESSION

BY THE SENATE FINANCE COMMITTEE

Offered:
Referred:

Sponsor(s): SENATE RESOURCES COMMITTEE

A BILL 

FOR AN ACT ENTITLED 

"An Act relating to the oil and gas production tax; relating to the minimum tax on oil 

and gas production; relating to the tax rates applicable to the production of oil as the 

gross value at the point of production of oil increases above $65; relating to payments of 

the oil and gas production tax; relating to the allocation of lease expenditures and 

adjustments to lease expenditures; relating to the duties of the Department of Revenue; 

relating to a petroleum information management system; relating to the duties of the 

Alaska Oil and Gas Conservation Commission, the Department of Natural Resources, 

and the Department of Labor and Workforce Development that relate to providing the 

Department of Revenue with certain information relating to oil and gas; and providing 

for an effective date."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 43.55.011(e) is amended to read:

WORK DRAFT WORK DRAFT WORK DRAFT
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(e) There is levied on the producer of oil or gas a tax for all oil and gas 

produced each calendar year from each lease or property in the state, less any oil and 

gas the ownership or right to which is exempt from taxation or constitutes a 

landowner's royalty interest. Except as otherwise provided under (f), (j), (k), and (o) of 

this section, the tax is equal to the sum of

(1) the annual production tax value of the taxable oil and gas as 

calculated under AS 43.55.160(a)(1) multiplied by 25 percent; and

(2) the sum, over all months of the calendar year, of the tax amounts 

determined under (g) of this section on the gross value at the point of production of 

oil.

* Sec. 2. AS 43.55.011(f) is repealed and reenacted to read:

(f) Except for oil and gas subject to (i) of this section and gas subject to (o) of 

this section, the provisions of this subsection apply to oil and gas produced from each 

lease or property within a unit or nonunitized reservoir that has cumulatively produced 

1,000,000,000 BTU equivalent barrels of oil or gas by the close of the most recent 

calendar year and from which the average daily oil and gas production from the unit or 

nonunitized reservoir during the most recent calendar year exceeded 100,000 BTU 

equivalent barrels. Notwithstanding any contrary provision of law, a producer may not 

apply tax credits to reduce its total tax liability under (e) and (g) of this section for oil 

and gas produced from all leases or properties within the unit or nonunitized reservoir 

below 10 percent of the total gross value at the point of production of that oil and gas. 

If the amount of tax calculated by multiplying the tax rates in (e) and (g) of this 

section by the total production tax value of the oil and gas taxable under (e) and (g) of 

this section produced from all of the producer's leases or properties within the unit or 

nonunitized reservoir is less than 10 percent of the total gross value at the point of 

production of that oil and gas, the tax levied by (e) and (g) o f this section for that oil 

and gas is equal to 10 percent of the total gross value at the point of production of that 

oil and gas.

* Sec. 3. AS 43.55.011(g) is repealed and reenacted to read:

(g) For each month of the calendar year for which the producer's average 

monthly gross value at the point of production for a barrel of taxable oil
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(1) produced from each lease or property within a unit or nonunitized 

reservoir that has been in production for more than seven years or has cumulatively 

produced 1,000,000,000 barrels of oil by the close of the most recent calendar year 

and from which the average daily oil and gas production from the unit or nonunitized 

reservoir during the most recent calendar year exceeded 100,000 barrels of oil is more 

than $65, the amount of tax for purposes of (e)(2) of this section is determined by 

multiplying the monthly gross value at the point of production of the taxable oil 

produced during the month by the tax rate calculated as follows:

(A) if the producer’s average monthly gross value at the point 

of production for a barrel of the taxable oil for the month is not more than 

$125, the tax rate is 0.25 percent multiplied by the number that represents the 

difference between that average monthly gross value at the point of production 

for a barrel of oil and $65; or

(B) if the producer's average monthly gross value at the point 

of production for a barrel of taxable oil is more than $125, the tax rate is the 

sum of 15 percent and the product of 0.05 percent multiplied by the number 

that represents the difference between the average monthly gross value at the 

point of production for a barrel of oil and $125, except that the sum determined 

under this subparagraph may not exceed 20 percent;

(2) not included in (1) of this subsection is more than $65, the amount 

of tax for purposes of (e)(2) of this section is determined by multiplying the monthly 

gross value at the point o f production of the taxable oil produced during the month by 

the tax rate determined by multiplying 0.05 percent by the number that represents the 

difference between that average monthly gross value at the point of production for a 

barrel of oil and $65, except that the tax rate determined under this paragraph may not 

exceed five percent.

* Sec. 4. AS 43.55.020(a) is amended to read:

(a) For a calendar year, a producer subject to tax under AS 43.55.011(e) - (i) 

shall pay the tax as follows:

(1) an installment payment of the estimated tax levied by 

AS 43.55.011(e) and (g). net of any tax credits applied as allowed by law, is due for
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each month of the calendar year on the last day of the following month; except as 

otherwise provided under (2) of this subsection, the amount of the installment payment 

is the sum of the following amounts, less 1/12 of the tax credits that are allowed by 

law to be applied against the tax levied by AS 43.55.011(e) for the calendar year, but 

the amount of the installment payment may not be less than zero:

(A) for oil and gas produced from leases or properties in the 

state outside the Cook Inlet sedimentary basin but not subject to 

AS 43.55.01 l(o), other than leases or properties subject to AS 43.55.011(f), the 

greater of

(i) zero; or

(ii) the sum of the tax determined under 

AS 43.55.011(gf on the gross value at the point of production for oil 

produced for the month added to the product of 25 percent and 

[THE TAX RATE CALCULATED FOR THE MONTH UNDER 

AS 43.55.011(g) MULTIPLIED BY] the remainder obtained by 

subtracting 1/12 of the producer's adjusted lease expenditures for the 

calendar year of production under AS 43.55.165 and 43.55.170 that are 

deductible for the leases or properties under AS 43.55.160 from the 

gross value at the point of production of the oil and gas produced from 

the leases or properties during the month for which the installment 

payment is calculated;

(B) for oil and gas produced from leases or properties subject 

to AS 43.55.011(f), the greater [GREATEST] of

(i) 10 percent of the gross value at the point of

production for oil and gas described in AS 43.55.011(f) [ZERO;

(ii) ZERO PERCENT, ONE PERCENT, TWO 

PERCENT, THREE PERCENT, OR FOUR PERCENT, AS 

APPLICABLE, OF THE GROSS VALUE AT THE POINT OF 

PRODUCTION OF THE OIL AND GAS] produced [FROM ALL 

LEASES OR PROPERTIES] during the month for which the 

installment payment is calculated; or
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(in [(iii)] the sum of the tax determined under 

AS 43.55.011(g) on the gross value at the point of production for oil 

produced for the month added to the product of 25 percent and the 

tax rate calculated for the month under AS 43.55.011(g) 

[MULTIPLIED BY] the remainder obtained by subtracting 1/12 of the 

producer's adjusted lease expenditures for the calendar year of 

production under AS 43.55.165 and 43.55.170 that are deductible for 

those leases or properties under AS 43.55.160 from the gross value at 

the point of production of the oil and gas produced from those leases or 

properties during the month for which the installment payment is 

calculated;

(C) for oil and gas produced from each lease or property 

subject to AS 43.55.01 l(j), (k), or (o), the greater of

(i) zero; or

(ii) the sum of the tax determined under 

AS 43.55.011(g) on the gross value at the point of production for 

the oil produced for the month added to the product of 25 percent 

and [THE TAX RATE CALCULATED FOR THE MONTH UNDER 

AS 43.55.011(g) MULTIPLIED BY] the remainder obtained by 

subtracting 1/12 of the producer's adjusted lease expenditures for the 

calendar year of production under AS 43.55.165 and 43.55.170 that are 

deductible under AS 43.55.160 for oil or gas, respectively, produced 

from the lease or property from the gross value at the point of 

production of the oil or gas, respectively, produced from the lease or 

property during the month for which the installment payment is 

calculated;

(2) an amount calculated under (1)(C) of this subsection for oil or gas 

produced from a lease or property subject to AS 43.55.01 l(j), (k), or (o) may not 

exceed the product obtained by carrying out the calculation set out in 

AS 43.55.01 l(j)(l) or (2) or 43.55.01 l(o), as applicable, for gas or set out in 

AS 43.55.01 l(k)(l) or (2), as applicable, for oil, but substituting in

WORK DRAFT WORK DRAFT 27-LS1305YT
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AS 43.55.01 l(j)(l)(A) or (2)(A) or 43.55.01 l(o), as applicable, the amount of taxable 

gas produced during the month for the amount of taxable gas produced during the 

calendar year and substituting in AS 43.55.01 l(k)(l)(A) or (2)(A), as applicable, the 

amount of taxable oil produced during the month for the amount of taxable oil 

produced during the calendar year;

(3) an installment payment of the estimated tax levied by

AS 43.55.011 (i) for each lease or property is due for each month of the calendar year

on the last day of the following month; the amount of the installment payment is the 

sum of

(A) the applicable tax rate for oil provided under

AS 43.55.01 l(i), multiplied by the gross value at the point of production of the 

oil taxable under AS 43.55.01 l(i) and produced from the lease or property 

during the month; and

(B) the applicable tax rate for gas provided under

AS 43.55.01 l(i), multiplied by the gross value at the point of production of the 

gas taxable under AS 43.55.01 l(i) and produced from the lease or property 

during the month;

(4) any amount of tax levied by AS 43.55.011(e) and tel or (i), net of

any credits applied as allowed by law, that exceeds the total of the amounts due as

installment payments of estimated tax is due on March 31 of the year following the 

calendar year of production.

* Sec. 5. AS 43.55.160(c) is amended to read:

(c) Notwithstanding any contrary provision of AS 43.55.150, for purposes of 

calculating the tax due under AS 43.55.011(g) [A MONTHLY PRODUCTION TAX 

VALUE UNDER (a)(2) OF THIS SECTION], the gross value at the point of 

production of the oil and gas is calculated under regulations adopted by the department 

that provide for using an appropriate monthly share of the producer's costs of 

transportation for the calendar year.

* Sec. 6. AS 43.55.160 is amended by adding new subsections to read:

(f) For purposes of (a) of this section, a lease expenditure is applicable to oil

or gas produced from a lease or property, or to oil or gas produced from leases or
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properties in an area of the state, if the lease expenditure is

(1) a cost to explore, develop, or produce oil or gas from that lease or 

property, or to explore, develop, or produce oil or gas from one of those leases or 

properties in that area of the state, respectively; and

(2) incurred on or after the commencement of commercial production 

of oil or gas from the lease or property.

(g) For purposes of (a) of this section, a lease expenditure incurred during a 

calendar year to explore land that is not a lease or property, or to explore or develop a 

lease or property before commencement of commercial production of oil or gas from 

the lease or property, shall be allocated as provided in a regulation adopted by the 

department under AS 43.55.165(h) to and among oil, gas subject to AS 43.55.011 (o), 

and gas not subject to AS 43.55.011 (o) produced by the producer during that calendar 

year from leases or properties in the same area of the state as the land being explored 

or the lease or property being explored or developed, respectively.

(h) For purposes of (f) and (g) of this section, an area of the state is one of the 

following:

(1) land north of 68 degrees North latitude;

(2) land outside the Cook Inlet sedimentary basin not including any 

land north of 68 degrees North latitude; or

(3) the Cook Inlet sedimentary basin.

* Sec. 7. AS 43.55.165(h) is amended to read:

(h) The department shall adopt regulations that provide for reasonable 

methods of allocating costs between oil and gas, between gas subject to 

AS 43.55.01 l(o) and other gas, and between leases or properties in those 

circumstances where an allocation of costs is required to determine lease expenditures 

that are costs of exploring for, developing, or producing oil deposits or costs of 

exploring for, developing, or producing gas deposits, or that are costs of exploring for, 

developing, or producing oil or gas deposits located within different leases or 

properties. When adopting a regulation for determining a reasonable method of 

allocating lease expenditures between the production of oil and the production of 

gas, the department shall, to the extent possible, provide for the allocation of
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lease expenditures in proportion to the gross value at the point of production for 

oil produced and gas produced.

* Sec. 8. AS 43.55.170 is amended by adding a new subsection to read:

(d) The department shall adopt regulations that provide for reasonable 

methods of allocating the adjustments to a producer's lease expenditures in (a) of this 

section and the payments and credits described in (b) of this section between oil and 

gas, between gas subject to AS 43.55.01 l(o) and other gas, and between leases or 

properties in those circumstances where an allocation of costs is required to determine 

lease expenditures that are costs of exploring for, developing, or producing oil 

deposits, or costs of exploring for, developing, or producing gas deposits, or that are 

costs of exploring for, developing, or producing oil or gas deposits located within 

different leases or properties. When determining a reasonable method of allocating the 

adjustments to a producer's lease expenditures between the production of oil and the 

production of gas, the department shall consider allocating the adjustments in 

proportion to the lease expenditures allocated to the production of oil and the 

production of gas under regulations adopted by the department under 

AS 43.55.165(h).

* Sec. 9. AS 44.25 is amended by adding a new section to read:

Sec. 44.25.025. Petroleum information management system, (a) The 

Department of Revenue shall develop and maintain an electronic petroleum 

information management system to collect, secure, distribute, store, retrieve, and 

archive information related to oil and gas exploration, development, and production in 

the state. The purposes of the petroleum information management system are to 

improve the administration of the oil and gas production tax and to facilitate 

exploration, development, and production of oil and gas resources. The petroleum 

information management system shall be accessible by the public.

(b) To the extent the information is available and is not confidential, the 

petroleum information management system must include the following information:

(1) unit and joint operating agreements;

(2) state oil and gas exploration licenses and oil and gas leases;

(3) for exploration activities,

WORK DRAFT WORK DRAFT 27-LS1305YT
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(A) exploration work programs and budgets;

(B) seismic data;

(C) drilling reports;

(D) logs;

(E) well tests;

(F) geological models and maps;

(4) for development activities,

(A) development plans with operating and capital expenditure

projections;

(B) construction progress reports;

(C) drilling reports;

(D) reservoir characterization;

(5) for production activities,

(A) production work programs and budgets;

(B) oil and gas sales, revenue, and pricing;

(C) transportation agreements;

(D) production data;

(E) injection data;

(F) operating and capital expenditures;

(G) facility maps and studies;

(6) for abandonment of oil and gas wells, leases, and production and 

transportation facilities,

(A) abandonment plans and budgets;

(B) progress reports;

(7) for oil and gas related employment information,

(A) the number of resident and nonresident hires for each year;

(B) training opportunities; and

(8) other information the Department of Revenue determines necessary 

and relevant to the oil and gas production tax and to the exploration, development, and 

production of oil and gas resources.

(c) The Alaska Oil and Gas Conservation Commission, the Department of
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Natural Resources, and the Department of Labor and Workforce Development, in 

consultation with the Department of Revenue, shall provide information described in

(b) of this section that is not confidential and within the control of the commission and 

each department to the Department of Revenue for inclusion in the petroleum 

information management system. The information provided by the Alaska Oil and Gas 

Conservation Commission or by a department under this subsection shall be in a form 

suitable for the Department of Revenue to include in the petroleum information 

management system.

* Sec. 10. AS 43.55.160(a)(2) is repealed.

* Sec. 11. The uncodified law of the State of Alaska is amended by adding a new section to 

read:

IMPLEMENTATION OF THE PETROLEUM INFORMATION MANAGEMENT 

SYSTEM. The Department of Revenue shall develop and implement a work plan for the 

development of the petroleum information management system required by AS 44.25.025, 

enacted by sec. 9 of this Act, so that the system is operational before January 1, 2014.

* Sec. 12. This Act takes effect January 1, 2013.
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