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C o s t s  i n c r e a s e d  b y  2 0 %  /

% ,  D O R  F o r e c a s t  P r o d u c t i o n  ( F Y  2 0 0 7 - 2 0 3 0 ) *

EIA WT1 Price Forecast: 
Base Low High

Fixed S40 
ANS Price

FY2007-2011
Breakeven

FY2007-2016
Breakeven

FY2007-2030
Breakeven

Average ANS Price in Real 2006 Dollars: S52. 70 $33.40 $70.00 S40.00 $30.10 $28.60 $27.30

FY 2007-2011

Total Diflerence from Status Quo (Million 2006S) $4,938 S3,602 S6.614 $2,405 SO

Annual Average Difference from Status Ouo (Million 2006S) S988 $720 51,323 $481 so * -

PPT Effective Tax Rate (Percent) 14.5% 13.3% 15.8% 12.2% 7.2% - -

Status Quo Effective Tax Rate (Percent) 7.1% 7.2% 7.1% 7,1% 7.2% - -

FY 2007-2016

Total Difference from Slatus Quo (Million 2006S) $10,268 $5,040 $15,956 S5.617 so

Annual Average Difference from Status Quo (Million 2006$) $1,027 S504 S1.596 S562 - so -

PPT Effective Tax Rate (Percent) 14.6% 11.8% 16.6% 12.4% - 6.3% -

Status Quo Effective Tax Rate (Percent) 6.3% 6.5% 6.2% 6.3% 6.3% -

FY 2007-2030

Total Difference from Status Quo (Million 2006$) $23,371 S6.110 $39,533 S12.426 so

Annual Average Diflerence from Status Quo (Million 2006$) $974 S255 $1,647 S518 - - SO

PPT Effective Tax Rate (Percent) 15.0% 9.5% 17.5% 12.1% - - 4.9%

Status Quo Effective Tax Rate (Percent) 4.9% 54% 4.7% 4.9% - • 4.9%
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FY 2 0 0 7 -2 0 1 1 FY 2 0 0 7 - 2 0 1 6 FY 2 0 0 7 -2 0 3 0

T o ta l  D i f f e r e n c e  f r o m  2 0 /2 0  P P T  T a x  (SM illion) $ 2 ,3 9 8 $ 4 ,4 9 7 $ 8 ,5 8 4

A n n u a l  A v e r a g e  D i f f e r e n c e  f r o m  2 0 /2 0  P P T  T a x  (SM illion) $ 4 8 0 $ 4 5 0 $ 3 5 8

2 5 /2 0  P P T  E f f e c t iv e  T a x  R a t e  ( P e r c e n t ) 1 5 .8 % 1 6 .0 % 1 6 .4 %

2 0 /2 0  P P T  E f f e c t iv e  T a x  R a t e  ( P e r c e n t ) 1 2 .2 % 1 2 .4 % 1 2 .6 %

e  c  o  n



' D i f f e r e n c e  i n  P r o j e c t e d  T a x e s  B e t w e e n  la  2 5 / 2 0  a n d  a  2 0 / 2 0  T a x  

.  D O R  F o r e c a s t  P r o d u c t i p n  ( F Y  2 0 0 7 - 2 0 3 0 )

E1A WTI Price Forecast:
Base Low High

A vcrogo ANS Prico in Real 2006 Dollars: S52.70 $33.40 $70.00

Fixed S40 
ANS Price

S40.00

FY2007-2011 FY2007-2016 FY2007-2030 
Breake\«n Breakeven Breakeven

FY 2007-2011

Total Difference from 20/20 PPT Tax (Million 2006S) $2,398 S2.021 S2.855 S1.610

Annual Average Difference from 20/20 PPT Tax (Million 2006S $480 S404 S571 S322 - - -

25/20 PPT Effective Tax Rate (Percent) 15.8% 14.8% 16.9% 14.1% - - -

20/20 PPT Effective Tax Rate (Percent) 12.2% 11.4% 13.2% 10.7% - - -

FY 2007-2016

Total Difference from 20/20 PPT Tax (Million 2006S) $4,497 53,126 55,969 S3.162

Annual Average Difference from 20/20 PPT Tax (Million 2006S $450 5313 S597 S316 - - -

25/20 PPT Effective Tax Rate (Percent) 16.0% 13.6% 17.7% 14.2% - • -

20/20 PPT Effective Tax Rate (Percent) 12.4% 10.3% 13.8% 10.8% - - -

FY 2007-2030

Tolal Difference from 20/20 PPT Tax (Million 2006S) $8,584 S4.462 512,455 S5.814

Annual Average Difference from 20/20 PPT Tax (Million 2006S $358 5186 S519 S242 - - -

25/20 PPT Effective Tax Rate (Percent) 16.4% 11.7% 18.5% 14.0% - - -

20/20 PPT Effective Tax Rate (Percent) 12.6% 3.7% 14.5% 10.6% - - -
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Price: EIA Base Forecast; ANS = $52.70 Real Average

FY 2007-2011 FY 2007-2016 FY 2007-2030

Total Difference from SQ (SMillion) $5,823 $11,578 $31,386

Annual Average Difference from SQ (SMillion) $1,165 $1,158 $1,308

PPT Effective Tax Rate (Percent) 15.8% 15.7% 18.4%

SQ Effective Tax Rate (Percent) 7.1% 6.3% 4.9%

'v.'r-f. ‘iV .  J ^  . ‘ \  . • 1 • - ■ ' * ' * J"
• Calculated from  April 2006; $60 M illion exemption over 8 companies fo r 10 years; volumes per DOR Fall 2005 Forecast w ith  Oooguruk projection.
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EIA WTI Price Forecast: 
Base Low High

Fixed S40 
ANS Price

FY2007-2011
Breakeven

FY2007-2016
Breakeven

FY2007-2030
Breakeven

Average ANS Price in Real 2006 Dollars: S52.70 $33.40 $70.00 S40.00 $30.30 $28.30 $25.40

FY 2007-2011

Total Difference from Status Quo (Million 2006S) $5,823 S3,794 S8.602 S1.703 SO

Annual Average Difference from Status Quo (Million 2006S) $1,165 S759 51,720 S341 SO - -

House Resources CS Effective Tax Rate (Percent) 15.8% 13.7% 18.4% 10.7% 7.2% - -

Status Quo Effective Tax Rate (Percent) 7.1% 7.2% 7.1% 7.1% 7.2% - -

FY 2007-2016

Total Difference from Status Quo (Million 2006S) $11,578 S4.993 $21,512 $4,310 SO

Annual Average Difference from Slatus Quo (Million 2006S) $1,158 5499 S2.151 S431 - SO -

House Resources CS Effective Tax Rate (Percent) 15.7% 11.8% 20.3% 10,9% - 6.3% -

Status Quo Effective Tax Rate (Percent) 6.3% 6.5% 6.2% 6.3% - 6.3% -

FY 2007-2030

Total Difference from Status Quo (Million 2006$) $ 31,386 S7.186 S75.604 SI 3,246 $0

Annual Average Difference from Slatus Quo (Million 2006$) $1,308 S299 S3,150 $552 • • SO

House Resources CS Effective Tax Rate (Percent) 18.4% 10.3% 29.2% 12.6% - - 5.0%

Status Quo Effective Tax Rate (Percent) 4.9% 5.4% 4.7% 4.9% - - 5.0%
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EIA WTI Price Forecast: 
Base Low

Average ANS Price in Real 2006 Dollars: 552.70 533.40

High 

570.00

Fixed S40 
ANS Price

540.00

FY2007-2011
Breakeven

$34.60

FY2007-2016
Breakeven

$32.30

FY 2007-2016

Tolal Difference from Status Quo (Million 2C06S)

Annual Average Difference from Status Quo (Million 2006S) 

House Resources CS Effective Tax Rate (Percent)

Status Quo Effective Tax Rate (Percent)

S3.524 S20.043 S2.841 - SO

S352 S2.004 S284 - so

10.2% 19.3% 9.3% - 6.3%

6.5% 6.2% 6.3% - 6.3%

FY2007-2030
Breakeven

$29.00

FY 2007-2011

Total Difference from Status Quo (Million 2006S) $5,064 S3,035 S7.843 S944 SO

Annual Average Difference from Status Quo (Million 2006S) $1,013 S607 S1.569 S189 SO - -

House Resources CS Effective Tax Rale (Percent) 14.7% 12.4% 17.4% 9.1% 7.1% - -

Status Quo Effective Tax Rale (Percent) 7.1% 7.2% 7.1% 7.1% 7.1% - -

FY 2007-2030

Total Difference from Status Quo (Million 2006S) $28,635 S4.435 572,854 S10.496 SO

Annual Average Difference from Status Quo (Million 2006S) $1,193 S185 S3,036 S437 - - so

House Resources CS Effective Tax Rate (Percent) 17.3% 8.4% 28.3% 11.0% - - 4.9%

Status Quo Effective Tax Rale (Percent) 4.9% 5.4% 4.7% 4.9% - - 4.9%

Calculated from April 200
■ ». • t *f

/earn; volumes par d o r  Fall 2ti05 Ft
* * ' •» • ■ *



D i f f e r e n c e  i n  P r o j e c t e d  T a x e s  B e t w e e n  t h e  H o u s e  R e s o u r c e s  C S 1 
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FY 2007-2011 FY 2007-2016 FY 2007-2030

Total Difference from 20/20 PPT Tax (SMillion) $2,405 $4,107 $13,415

Annual Average Difference from 20/20 PPT Tax (SMillion) $481 $411 $559

House Resources CS Effective Tax Rate (Percent) 15.8% 15.7% 18.4%

20/20 PPT Effective Tax Rate (Percent) 12.2% 12.4% 12.6%

e c o n

• S ’ R F S S f l S l ? ' - * r n  . , 1H 1*  I l l t l l .
| *Cilcul*Ud from April JOto; $«0 Million Mtmptlon over 8 comp«nl«» for 10 y*in; volumw p*r DOR Fill 200S Forecast with Oooguruk projtctlon. ° .- ■ ■ U H mKT ''

■ * Calculated ftom July 2006; Include* ••year transition (100% 2001-2009) and $73 Million exemption over 7 comiMnlM; volume* par OOR Fall 200$ Forecast with Oooguruk projection. \ ^  ■ > v .S



s e  R e s e s C S 1

EIA WTI Price Forecast: 
Base Low High

Fixed S40 
ANS Pnce

FY2007-2011
Breakeven

FY2007-2016
Breakeven

FY2007-2030
Breakeven

Average ANS Price in Real 2006 Dollars: S52. 70 S33.40 $70.00 S40.00 - - -

FY 2007-2011

Total Difference from 20/20 PPT Tax (Million 2006S) $2,405 51,335 53,965 S29

Annual Average Difference from 20/20 PPT Tax (Million 2006S $481 Fi.67 S793 56 - - -

House Resources CS Effective Tax Rale (Percent) 15.8% 13.7% 18.4% 10.7% - - -

20/20 PPT Effective Tax Rate (Percent) 12.2% 11.4% 13.2% 10.7% - - -

FY 2007-2016

Total Difference from 20/20 PPT Tax (Million 20065) $4,107 $1,380 59,824 S154

Annual Average Difference from 20/20 PPT Tax (Million 2006S $411 5138 5982 515 - - -

House Resources CS Effective Tax Rate (Percent) 15.7% 11.8% 20.3% 10.9% - - -

20/20 PPT Effective Tax Rate (Percent) 12.4% 10.3% 13.8% 10.8% - - -

FY 2007-2030

Total Difference from 20/20 PPT Tax (Million 2006S) $13,415 52.362 545.342 S3,450

Annual Average Difference from 20/20 PPT Tax (Million 2006S $559 S98 S1.889 S144 - - -

House Resources CS Effective Tax Rate (Percent) 18.4% 10.3% 29.2% 12.6% - - -

20/20 PPT Effective Tax Rate (Percent) 12.6% 8.7% 14.5% 10.6% - - -

' Calculated friom April 2006; $60 Million axompttpn over 9 comptwio* for 10 ytara; volum** p«r DOR Fall 2009 Fortcyst with Oooguruk projtctlon.
.■ • •* C*lcul*t»d from July 2008; Include* 6-year trantlUon (lbo.%.2001-2005) and $73 Million dtwnpilon over 7 companle*; yoluma* par DOR Pall 2008 Foracaal with Oooguruk projection.
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Price: EIA Base Forecast; ANS = $52.70 Real Average
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FY 2007-2011 FY 2007-2016 FY 2007-2030

To ta l D iffe rence  from  SQ (SMillion) $7,955 $16,061 $38,179

A nnua l A ve rage  D iffe rence  from  SQ (SMillion) $1,521 $1,606 $1,591
Senate  R esou rces  CS E ffe c tive  Tax Rate (Percent) 19.0% 19.3% 21.4%

SQ E ffe c tive  Tax Rate (Percent) 7.1% 6.3% 4.9%
e c o n



EIA WTl Price Forecast: 
Base Low High

Fixed 540 
ANS Price

FY2007-2011 
Breakeven

FY2007-2016
Breakeven

FY2007-2030
Breakeven

Avorago ANS Prico in Real 2006 Dollars: $52.70 $33.‘10 $70.00 S‘10.00 $28.30 $25.50 $23.10

FY 2007-2011

Tolal Difference from Status Quo (Million 2006S) $7,955 55,716 510,644 S2.909 SO

Annual Average Difference from Slatus Quo (Million 2006S) $1,591 $1,143 C2.129 S582 SO - -

Senate Resources CS Effective Tax Rate (Percent) 19.0% 17.0% 21.1% 13.3% 7.2% - -

Status Quo Effective Tax Rate (Percent) 7.1% 7.2% 7.1% 7.1% 7.2% * -

FY 2007-2016

Total Difference from Status Quo (Million 2006S) $16,061 S8.192 S25.540 57,641 SO

Annual Average Difference from Status Quo (Million 2006S) $1,606 S819 S2.554 5764 * SO *

Senate Resources CS Effective Tax Rate (Percent) 19.3% 15.2% 22.9% 14.6% - 6.3% -

Status Quo Effective Tax Rale (Percent) 6.3% 6.5% 6.2% 6.3% - 6.3% -

FY 2007-2030

Tolal Difference from Status Quo (Million 2006S) $38,179 512.112 S68.505 S19.417 SO

Annual Average Difference from Status Quo (Million 2006S) $1,591 S505 52.854 S809 - - SO

Senate Resources CS Effective Tax Rate (Percent) 21.4% 13.6% 26.9% 16.2% - - 5.0%

Status Quo Effective Tax Rale (Percent) 4.9% 5.4% 4.7% 4,9% - - 5.0%

. ■ ?
• Calculated from A|prll 2000; Include* lrintlUon (50% of cap** ovb

• *. f.f— , s r , r  - t, • 

r iM 7 yaara to maximum of $5Billion) ana'15 BPD oxomptlon; volume* par I
' ; I' 5-f

SOR Fall 2005 Forae

•• ' f  •- ■ y.LK
* ' '-k. t ”* ■> * /.* *•*'
aat with Oooguruk projactfon.■' • \  * 

. -r i; • i. • • * • '• K i " " f & y w - J * # :  *.
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EIA WTI Price Forecasl: 
Base Low

Avorogo ANS Pore in Roal 2006 Dollars: S52.70 $33.40

High 

Z/0.00

Fixed S40 
ANS Price

$40.00

FY2007-2011 FY2007-2016 FY2007-2030 
Breakeven Breakeven Breakeven

$32.70 $29.00 $26.30

FY 2007-2011

Tolal Difference from Slatus Quo (Million 2006S) $6,901 $4,662 $9,590 $1,855 so

Annual Average Difference from Status Quo (Million 2006S) $1,380 S932 S1.918 $371 SO - -

Senate Resources CS Effective Tax Rate (Percent) 17.4% 15.2% 19.7% 11.0% 7.1% - -

Status Quo Effective Tax Rate (Pe rcent) 7.1% 7.2% 7.1% 7.1% 7.1% - •

FY 2C37-2016

Total Difference from Status Quo (Million 2006$) $14,353 $6,484 S23.832 $5,933 so

Annual Average Difference from Status Quo (Million 2006S) $1,435 S648 S2.383 S593 - so -

Senate Resources CS Effective Tax Rate (Percent) 17.9% 13.4% 21.8% 12.7% - 6.3% -

Status Quo Effecti'e Tax Rate (Percent) 6.3% 6.5% 6.2% 6.3% - 6.3% -

FY 2007-2030

Total Difference from Slatus Quo (Million 2006S) $34,987 $8,920 S65.313 $16,225 SO

Annual Average Difference from Status Quo (Million 2006S) $1,458 $372 S2.721 $676 * - SO

Senate Resources CS Effective Tax Rate (Percent) 20.0% 11.4% 25.8% 14.4% - - 5.0%

Slatus Quo Effective Tax Rate (Percent) 4.9% 5.4% 4.7% 4.9% - - 5.0%

9 Calculated from April 2006; Includes transition (90% of caps* over 1* 7 years to maximum of $9 Billion) and 15 BPO exemption; volumes per DOR Fall 2005 Forscast with Ooopuruk projection,
• . r •'wi&Vk* . •
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Price: EIA Base Forecast; ANS = $52.70 Real Average
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FY 2007-2011 FY 2007-2016 FY 2007-2030

Total Difference from 20/20 PPT Tax (SMillion) $3,484 $6,882 $17,016

Annual Average Difference from 20/20 PPT Tax (SMillion) $697 $688 $709

Senate Resources CS Effective Tax Rate (Percent) 17.4% 17.9% 20.0%

20/20 PPT Effective Tax Rate (Percent) 12.2% 12.4% 12.6%

* Calculitad from April 2006; Include* tranaltlon (50% of capex ovor’l “ 7 year* to maximum of 55 Billion 
a Calculated from July 2005; Includea 6-yaar tranaltlon (100% 2001-2005) and $73Million exemption ovlf

. ‘ £ '■ , f • \ ' . W . A •»



EIA WTI Price Forecast; 
Base Low High

Fixed $40 
ANS Price

FY2007-2011
Breakeven

FY2007-2016
Breakeven

FY2007-2030
Breakeven

Avarage ANS Price in Peal 2006 Dollars: $52.70 $33.40 S70.00 S40.00 - - -

FY 2007-2011

Total Difference from 20/20 PPT Tax (Million 2006S) $3,484 S2.203 S4.953 $102

Annual Average Difference from 20/20 PPT Tax (Million 2006S $697 $441 $991 $36 - * -

Senate Resources CS Effective Tax Rate (Percent) 17.4% 15.2% 19.7% 11.0% - - -

20/20 PPT Effective Tax Rate (Percent) 12.2% 11.4% 13.2% 10.7% - - -

FY 2007-2016

Total Difference from 20/20 PPT Tax (Million 2006$) $6,882 $2,870 S12.144 S1.778

Annual Average Difference from 20/20 PPT Tax (Million 2006$ $688 S267 $1,214 $178 - - -

Senate Resources CS Effective Tax Rate (Percent) 17.9% 13.4% 21.8% 12.7% * - -

20/20 PPT Effective Tax Rate (Percent) 12.4% 10.3% 13.8% 10.8% - - -

FY 2007-2030

Total Difference from 20/20 PPT Tax (Million 2006S) $17,016 S4.096 S35.051 S6.429

Annual Average Dillerence from 20/20 PPT Tax (Million 2006$ $709 S171 S1.460 S268 - - -

Senate Resources CS Effective Tax Rate (Percent) 20.0% 11.4% 25.8% 14.4% - - -

20/20 PPT Effective Tax Rate (Percent) 12.6% 8.7% 14.5% 10.6% - - -
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(FY 2007-2016)
V* ?*l* '
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$20 $25 $30 $35 $40 $45 $50
(ANS P r ic e  in $2006)

$55 $60 $65 $70

A v e r a g e  
H i s to r i c a l  R a t e

P r o j e c t e d  
S t a t u s  Q u o  
(All F ie ld s )
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Historical Rate

Projected 
Status Quo 
(PBU)

Projected 
Status Quo 
(All Fields)

$45 $50

( A N S  P r i c e  i n  $ 2 0 0 6)
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2 5 /2 0  Tax*

2 0 /2 0  T ax*

A v e r a g e  
H i s t o r i c a l  R a t e

P r o j e c t e d  
S t a t u s  Q u o  
(P B U )

P r o j e c t e d  
S t a t u s  Q u o  
(All F ie ld s )

v' ' '  ■ • calculated from July 2006; includes e-year tradition (100% 2001-2005) and $73 Minion exemption over 7 companies; volumes per DOR Fall 200^Forecaat withjQoofluruk prolfdjort.,
‘  . Source: Historical: Alaska Department of RevenUe. # ;

S2006)(ANS P rice in

e c o n



) Effective Average Tax Rates at Various Price Levels
3 | ^ p b f * o i 6 )  - : ' :•

(u 15/o

Q)
> 10%

$20 $25 $30 $35 $40 $45 $50

(ANS Price in $2006)

H o u s e  R e s o u r c e s  
C S 1

2 5 /2 0  T a x 2

2 0 /2 0  T a x 2

A v e r a g e  
H is to r i c a l  R a t e

P r o j e c t e d  
S t a t u s  Q u o  
(P B U )

P r o j e c t e d  
S t a t u s  Q u o  
(All F ie ld s )

1 Calculated from April 2006; $60 MllUon exemption ovtr I  comptnltt for 10 years; voJomtt per DOR Fill 3009 Forecast with Oooguruk projection.
’ Calculated from July 2006; Include* C-year transition (100% 2001*2009) and $75 Million •xtmptlon ovtr 7 comptnltt; volumtt per OOft Fall 2009 Fortcttl with Oooguruk projection.

■ ’ . ■ • *• * .  • * •
(Sourc#: AMuOtparbrwntoflUtomM. •



Effective Average Tax Rates at Various Price Levels
(FY 2007-2016)
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$20 $25 $30 $35 $40 $45 $50

(ANS P rice  in  $2006)

S e n a t e  R e s o u r c e s  
C S 1

2 5 /2 0  T a x 2

2 0 /2 0  T a x 2

A v e r a g e  
H i s t o r i c a l  R a t e

P r o j e c t e d  
S t a t u s  Q u o  
(P B U )

P r o j e c t e d  
S t a t u s  Q u o  
(All F ie ld s )

Calculated from April 200S; Includes transition (50% of capex over 1" 7ysars to maximum of IS Billion) and 18 BPD exemption: volumes par DOR Fall 2005 Forecast with Oooggfuk projection. 
Calculated from July 2000: Includes 0-year transition (100% 2001-2005) and STS Million examptlon over 7 companies; volumes per DOR Fall 2005 Forecast with Oooguruk projection,

’■ I)' i ■.v.; . , '**.. . *
•. * Sowee: AlsakaDepartmentofRevepup.• ■■■
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$20 $25 $30 $35 $40 $45 $50

(ANS P rice  in  $2006)

$55 $60 $65 $70

S e n a t e  R e s o u r c e s  
C S 1

H o u s e  R e s o u r c e s  
C S 2

2 0 /2 0  T a x 3

A v e r a g e  
H i s t o r i c a l  R a te

P r o j e c t e d  
S t a t u s  Q u o  
(P B U )

P r o j e c t e d  
S t a t u s  Q u o  
(All F i e ld s )

$75

* Calculated from April 2006; Includes transition (50% of capex oyar 1" 7 year* to mexlmuip of IS Billion) and 15 BPO exemption; volumes per DOR Fall 2005 Forecast with Oooguruk projection.
’ Calculated from April 2006; 160 Million exemption over 6 companies for 10 years; volumes par DOR Fall 2005 Forecast with Oooguruk projection. , ,

' • ' ;. * Calculated from July 2006; includes &year transition (100% 2001-2005) and 673 Million exemption over? companies; volumes per OORFall 2005 Forecast with Oooguruk projection.
Source: Alaska Department of Revenue. . . * ' . . ■ -<!■£.E

ONE



■^Calculated from July 2006; Include* 6-year trahalUon (100%2001-2005) and $73Million exemption over 7 companies; volumoa por DOR Fall 2005 Forecast with Oooguruk.projection. 
•• t . 8ource: Historical: Alaska Department of Revenue.
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P r o j e c t e d  G o v e r n m e n t  T a k e s
\  - 91

Total Government Take (Percen t) A la ska  Take (P e rcen t)
EIA WTI P rice Forecast: Fixed S40 

ANS Price
EIA WTI P rice Forecast: Fixed S40 

ANS P riceB ase Low High B ase Low High
Avemge ANS Price in 

Real 2006 Dollars: S52.70 $33.40 $70.00 $40.00 $52.70 $33.40 $70.00 $40.00

FY 2007-2011
Sta tus Quo 54.4% 55 .3% 53 .8% 56 .9% 25.9% 2 6 .8% 2 5 .2% 2 8 .2%
20 /20  P P T 1 57.7% 58 .1% 57 .6% 59 .4% 31.0% 3 1 .0% 31 .1% 3 2 .1%
25 /20  P P T 60.0% 6 0 .3% 59 .9% 61 .7% 34.5% 3 4 .6% 34 .8% 35 .7%
House R esou rces CS* 60.0% 59 .5% 60 .8% 59 .4% 34.5% 3 3 .4% 3 6 .2% 3 2 .1%
Senate  R esou rces C S 3 62.3% 6 2 .0% 62 .8% 61 .5% 37.4% 3 6 .3% 38 .6% 34 .3%

FY 2007-2016
S ta tu s Quo 53.3% 55 .0% 52 .4% 55 .0% 24.8% 2 6 .9% 23 .7% 26 .7%
20 /20  P P T 57.2% 5 7 .6% 57 .1% 58 .1% 30.9% 3 0 .9% 31 .0% 31 .5%
25 /20  P P T 59.6% 59 .9% 59 .6% 60 .5% 34.5% 34 .5% 34 .8% 3 5 .2%
House R esou rces CS* 59.4% 58 .6% 61 .1% 58 .2% 34.2% 3 2 .5% 37 .2% 3 1 .7%
Senate  R esou rces CS* 62.0% 6 1 .2% 63 .0% 6 1 .0% 37.8% 36 .0% 39 .8% 35 .4%

FY 2007-2030
Status Quo 51.9% 5 4 .7% 50 .8% 53 .3% 23.4% 2 7 .2% 2 2 .0% 2 5 .2%
20 /20  P P T ’ 56.9% 57 .1% u6 .9% 57 .3% 31.2% 30 .9% 3 1 .3% 31 .4%
25 /20  P P T ’ 59.3% 5 9 .3% 59 .3% 5 9 .6% 34.9% 3 4 .3% 3 5 .2% 3 5 .0%
House R esou rces CS* 60.6% 58 .2% 65 .9% 58 .7% 37.0% 3 2 .7% 4 5 .4% 33 .5%
Sena te  R esou rces CS* 62.7% 60 .8% 64 .7% 61 .3% 39.9% 3 6 .2% 4 3 .3% 3 7 .3%
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Alaska State Legislature

Please enter into the record my testimony to th e  HF1N
(committee name)

committee on______HB48S____________ . dated 040106

Thank you Chairman Chcnault and Members of the House Fin. Comm, for allowing me to speak on HB 
488. Like all us Alaskan Resource owners we "trust embody" your decisions on making proper 
adjustment to collect a fair Tax Revenue from our depleting oil resource. E lf was a fair Tax Scheme some 
15 years ago when oil profits and world markets seemed more proportional to Alaska's economy and it's 
extinction Sc producing Partners but that's not the case today as we all know. Its time that ol 
Partners need to share like any good 50/50 Partner should.

Over thirty years of Tax incentives and investment credits given to our Partners has qualified Alaska as 
a "Rightful Partnership Shate" of current Windfall Profits. Evidence provided to your committee proves 
that today's piofits at today's price per barrel of oil sold on the world market exceeds most traditionally 
norma) levels. War in the middlccast continues and any sight of market change is unforeseeable at 
present. So it's prudent that Alaska change ELF and get it’s fair share of today's inflated world market 
prices.

I propose that your committee keep the 25/20% initial Tax portion of the bills tax scheme but modify the 
after certain price addition/escalation balance of the bill. We khow that the producers make 23% on 20 
dollar oil and we know they make 38% on 40 dollar oil and so on. 1 propose that Alaska at 40 dollars a 
barrel price, start to get our fair share, This would be a "keep it simple stupid" additional tax with an 50% 
"Partnership Share" on every dollar a barrel thereafter. Period

Additionally if the State Dept, of Revenue forecasts a future drop in pnee to jay 47 dollars a barrel and 
places the nsk of future budget dcficitsupon Alaska we will not be back here in a year or so redoing this 
work all over again. We have learned that unless conflict in today’s world changes dramatically, history 
will be correct in its view that resource prices don't drop in such social climate. Infact if  public/ 
pnvuc opinion was to be a good indicator the price of non-renewable resources can and will co"»;*»iic to 
go up. A boom for Alaska's resource owners!

With that being said, it makes even more sense that Alaska get it’s share before it's gone and with 
gratitude to all those in the industry for their unselfishness in the making of Alaska's Great State's future 
even more greater. Thank you very much for listening to my two cents of wisdom.
Sincerely, Ed Martin Jr. P O Box 521, Cooper Landing. AK 99572

9Z.0C 882 i06 'Oil m on \mn ud a-no iys 9002-10-Hdy
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L o u a n n e  C h r i s t i a n

From : Rep. Kevin M eyer

S ent: Saturday, April 01. 2006 12:51 PM

To: Louanne Christian

S u b je c t: FW: Fvvd: te leconferences 3-31

Can you provide this to the com m ittee m em bers? Thank you.

F ro m : Kathleen M artin [ m ailto:keaaum artins(y)yahoo.com ]
S e n t: Saturday, April 01, 2006 11:49 AM 
T o : LIO Kenai
S u b je c t:  Re: Fvvd: te leconferences 3-31 

Mary Bca,
I f  ,i for what ever reason can't personally testify today please read and/or forward this to the 1 louse Fin. 
Comm.today. Thank you so very much...Ed

Thank you Chairman Chenault and Members ofihcllousc Fin. Comm, for allowing me to speak on MB 
488. Like all us Alaskan Resource owners we "trust embody" your decisions on making proper 
adjustment to collect a fair Tax Revenue from our depleting oil resource. Elf was a fair Tax Scheme 
some 15 years ago when oil profits and world markets seemed more proportional to Alaska's 
economy and it's extraction & producing P a r t n e r s  but that's not the ease today as we all know. Its time 
that our 50/50 P a r t n e r s  need to share like any good 50/50 P a r t n e r  should.

Over thirty years of Tax incentives and investment credits given to our P a r t n e r s  has qualified Alaska 
as a "Rightful P a r t n e r s h i p  Share" ol current Windfall Profits. Evidence provided to your committee 
proves that today’s profits at today's price per barrel of oil sold on the world market exceeds most 
traditionally normal levels. War in the middle east continues and any sight of market change is 
unloreseeable at present. So it's prudent that Alaska change ELF and gel it's lair share of today's inflated 
world market prices.

I propose that your committee keep the 25/20'; initial I ax poition of the bills tax scheme but modify the 
after certain price addition/escalation balance ol the bill We know that the producers make 23'T on 20 
dollar oil and we know they make 38',< on 40 dollar oil and so on. I propose that Alaska at 4(1 dollars a 
barrel price, start to get our fair share. This would be a "keep it simple stupid" additional tax with an 
50'.; "Partnership Share" on every dollar a barrel thereafter. Period

Additionally if  the State Dept, of Revenue forecasts a future drop in price to say 47 dollars a barrel and 
places the risk o! future budget deficilsupon Alaska we will not he hack here m a y ear or so redoing this 
vvwk all over again. We have learned that unless conflict in today’s world changes dramatically , history 
will he correct in its view that resource prices don’t drop in such social climate. Intact il public/ 
private opinion was to be a good indicator the price of non-renewable resources can and will continue to 
g.o up A boom for Alaska's lesource owners!

With that being said, it makes even more sense that Alaska gel it's share before it's gone and with 
gratitude to all those in the industry for their unselfishness in the making of Alaska's (heat State's future 
even mure greater. Thank you very much for listening to my two cents of wisdom. Sincerely Ed Maitin 
Jr

4/1/2006

mailto:keaaumartins(y)yahoo.com
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Kathleen M a rtin  <Jictu iu inartins@ yahoo.coni>  wrote:

Note: forwarded message attached.Subject: teleconferences 3-31 
Dale: Fri, 31 Mar 2006 20:24:47 -0900 
From: "MaryBca Byrne" <MaryBca_Byrnc@Icgis.statc.nk.us> 
To: "etree" <liocmbb+clrcc@lcgis.stutc.ak.us>,
"education" <liocmbb+cducation@Iegis.statc.ak.us>,
"fish" <lioembb+fish@lcgis.stale.ak.us>

See the attached, 
mb

• 1 / 1 / 2 0 0 6

mailto:MaryBca_Byrnc@Icgis.statc.nk.us
mailto:clrcc@lcgis.stutc.ak.us
mailto:cducation@Iegis.statc.ak.us
mailto:fish@lcgis.stale.ak.us


A la s k a  S ta te  L e g is la tu r e  

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

A G E N D A

^ T e s t im o n y  b y  in v i t a t io n  o n ly .

A p r i l  1, 2 0 0 6  -  S a tu r d a y  

1 0 : 0 0  a .m . -  2 :0 0  p .m .

H B  4 8 8 - O I L  A N D  G A S  P R O D U C T IO N  T A X

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

1 0 :0 0  a .m . 1 1 :1 5  a .m . A n c h o ra g e

1 1 :3 0  a .m . -  1 1 :4 5  a .m . T e s t im o n y  b y  in v i t a t io n :

P a u l L a i r d ,  T h e  A l l ia n c e  

B o b  S t in s o n ,  C o n a m  C o n s t r u c t io n  

C h r is  J o h a n s e n , F lo w l in e  A la s k a  

D a v id  G o t ts t ie n ,

1 2 :0 0  p .m . - 1 : 1 5  p .m . F a ir b a n k s

1 :1 5  p .m . -  2 :0 0  p .m . A l l  o th e r  s ite s  ( in c lu d in g  J u n e a u )

K e v in  R itc h ie ,  E x e c u t iv e  D ir e c to r ,  A la s k a  M u n ic ip a l  

L e a g u e



The tabic below (Table 1) shows the yearly impact to State revenues o f the Governor’s proposed o il tax legislation 
and consequent Legislative revisions relative to the current o il tax system. The incremental revenues shown are the 
cumulative impacts to Slate revenues from each version o f the o il tax b ill. For example, as introduced HB488 
generates an extra $810 m illion  for the State at $60/bbl relative to the current tax system. Implementing a graduated 
profit tax rate o f 0.3% per SJ/bbl increases the State's revenue to $1,175 m illion  at the same o il price, The impact o f 
the graduated pro fit tax is therefore $365 m illion at 560/bbl. No clawback (removing credits on historic investment) 
increases the Stale’s revenues $145 m illion at $60/bbl making the total change o f the new o il tax legislation 
including revisions, relative to the current lax system, to be $1,320 m illion. At the same oil price, the changes made 
by the Senate give an increase o f .$1,980 m illion in State revenues relative to the current tax structure. This is 
through the 50% clawback reduction shown in Table 1. Completely eliminating the clawback, is shown for 
completeness. W ith this basic understanding le t’s consider the current versions o f the oil tax legislation under 
review by the House and Senate.

T cslim ony o f M ike Koy on IIB48S

%

I lll-ISS:
As introduced • impact of Governor's proposed oil ux changes
(MCi per St/ldil idler S5ll - ictai change after including sliding scale of an extra 0 ?‘.T in lax for every Sl/i’Wincica" above 
SMl/blil
No il.mli.n k . cumulative change aliei inducting sliding scare and glnitmntirrg tax credit (Ctavvlxjckj fur investment mad • m the 
previous five year*

.SI1.MI5
Ax introduced - impact of Governor's proposed ml rax changes
11.2'Ti per St/ldil niter S4(l - total change after including sliding scale of an exlia 0 2'~ in lax for every Sl/bhl incieaxe above 
yjfl/tihl (actual language miylll xay 2‘.i lur every SICd'H, lut these aie apprcixiuulely enual fur illusiijlivc purjHixcx licic)
25% inisc rule - cumulative impact uftci including xlidmg scale and increasing the have profit tav rate from 20'S to 25",'
50','< cliiwli.ick - cumulative impact aher including sliding scale, incieasmg the base piuflt tax laic frmii 20'S to 25'i. and 
reducing the numtier of years ihai lax ciedns (clavvhack) can be earned lot ptcviuus mveslmenl
lime, clave hack - cumulative impact after including sliding stale, increasing die Isoe profit lax tale from Zfi'X to 25'* and 
eliminating tax cicdil (clavxtiackj for investment made in the ptcvintiv five yeais

l ust, both versions o f the oil tax legislation are progressive in nature. T hat is. they increase the State’s share ol oil 
levenucs earned bv the industry as o il price increases. This is seen more clearly in the graph below (Figure 1). In 
Figure 1. it is cleat that under the current o il tax system (the red line) the State’s share ol oil icvcuucs goes down as 
ml price goes up - flattening out at about 29% ol o il revenues This leads to the wot Id of today where ml companies 
ate cat mug excessive profits with teallv high oil pi ices and the State isn’t proportionally sharing m that upside.

Table 1. Change in Yearly Statu Revenues Relative to the C urren t fisca l Regime

O il  P r i c e  ( $ / b b l )

B reak-even  
O il P rice

1 5 2 0 3 0 4 0 5 0 6 0

HB 488
As introduced 29 (250) (260) 1 0 275 550 810
0.3% per SVbbl 
alter $50 29 (250) (260) 1 0 275 550 1175

No Clawback 24 (2 2 0 ) ( 1 1 0 ) 160 430 695 1320

SB 305
As introduced 29 (250) (260) 1 0 275 550 810
0.2% per Sl/bbl 
alter $40 29 (250) (260) 1 0 276 735 1175

25% Base Rate 24 (250) (150) 240 635 1 2 2 0 1900

50% clawback 22 (225) (75) 320 710 1295 1980

No clawback 20 (180) 1 395 785 1370 2055

I'.IJ’C I uf I
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Figure 1. Alaska State tax as a percentage o f Pump Station 1 netback prices

The next three lines show that the Governor's proposal (the pink line), the House version (the green line) and the 
Senate version (the blue line) of the Governor’s proposed o il tax legislation all correct the problem with the current 
oil tax structure and increase the State's share o f oil revenues as oi, price increases. This is good. The question is. 
does any version o f new oil tax legislation meet the State’s needs o f increasing revenues from o il &  gas production 
while providing incentive for further investment? To answer this we need to look at how o il companies make 
investments and something called risk/reward balance.

In vestm en ts In  O il & G as C nn ip an ics
Most o il companies, and likely all the major o il companies, use a fixed oil price when making investment decisions. 
Foi the majors this o il price is usually between S20-S30/bbl. In this price range projects need to look attractive 
relative to other projects the company has around the world in otdei to attract investment dollars Alaska currently 
has a regressive lax stiucture that makes Alaska in this price range, all else being equal, look unattractive relative to 
other regions o f the world. To attract investment dollars, any new tax structure should make Alaska look more 
attractive w ithin this price range than does the cuneiit oil tax structure. Looking back .it Figure I. the Governor’s 
proposed tax stiucture indeed does make Alaska look inoie attractive in the 52()-S3U/bhl price range while the 
Senate's version makes it look distinctly less attractive, 'l ire House version splits the difference, because the $20- 
S30/hbl o il price range is the only set o f prices that really matter when making investment decisions, the Governor's 
proposal w ill attract moie investment to Alaska while the Senate’s version w ill attract investment away from Alaska 
all else being equal.

K isk /IU w ard  H alnm c
Now the discussion needs to be put m context o f nsk A: rewaid The premise here is that greater risk should attract 
gieatei icvvard. No rational person or organization should be w illing  lo take on additional risk without being 
compensated for it (i.e. receiv ing higher reward). To see how the State has done w e 'll look at thice risks’ oil price 
risk, profitab ility risk and exploration risk.

O i l  P r i c e  R i s k
With the cunent o il tax structure the Stale is rather immune to o il price in terms o f the share o f o il revenue it takes 
In fact, as seen in Figuic I the State’s share o f o il revenues actually goes up as o il price goes down (this doesn’t 
mean that the State's revenue goes up -  it just means that the decrease in State revenue isn’ t as much as the decrease 
m ml price). This is called a regressive tax system and il allows the Slate to slightly insulate itself Iroin low ml 
prices To move to a progressive lax siiuciuie where the State shares more in the upside when prucs ate high it is

I'.iyc of 4



reasonable to expect the Stale would give lip some o f this insulating affect (make oil taxes less regressive) on the 
downside. On balance, given that the Stale is increasing its exposure to o il price risk by doing this we'd expect the 
Stale to earn a higher reward. Does this happen?

Long term oil prices are between SI8-S22/bbl. This means for every year that o il prices are $60/bbl, as they are 
today, there needs to be eight years with o il prices at S15/hbl in order for oil prices to average $20 /bbl - the long 
term average o il price. Look back at Table I. With any o f the o il tax versions the State makes $225-5250 million 
per year less than with the current tax structure when oil prices arc S15/bbl. This is supposedly offset by the extra 
revenues being earned at 560/bbl. The extra revenue is $8 i0  m illion under the Governor’s proposal, SI ,320 million 
under the Mouse version and SJ.980 m illion under the Senate version. The net impact to State revenues is shown in 
Table 2.

Tabic 2 . Impact to State Revenues over Lung-Term
Governor's House Senate

Proposal Version Version
8 years at $15/bbl 
1 year at $60/bbl

($2 ,000 )
$810

($1,760)
S1.320

($1,800)
$1,980

Net Impact ($1,190) ($440) $180

Table 2 doesn’ t include changes to investment, natural decline in production or other tim ing issues, but the point is 
still the same. Under the Governor's proposal the Slate actually loses over SI bn every nine years. For taking on the 
extra risk o f a progressive lax system the State clearly is not getling enough reward. Only with the Senate’s version 
does the Slate earn enough additional revenue ai S60/bbl to jus tify  reducing the lax rate at lower o il prices.

P ro fitab ility  Risk
Unlike severance lax which is largely a tax based on revenues, a piofits lax is obviously based on profits. To get 
from revenues to profits one must include operating and capital costs (in terms o f depreciation). This means that 
State vvill be taking on operating and capital cost risk as part of a new o il lax structure since the amount o f revenue 
the State collects is directly dependent on the costs of generating the profits which are taxed. In principle this might 
he line, but the additional risk the State is taking on and should come with additional reward. Look back at Table 2. 
Where is the additional reward? A lter considering price risk only the Senate version generales a net increase to 
Stale revenues. Assuming the price risk is perfectly balanced, is $180 m illion (or $2(J m illion per year) in the 
Senate's version enough o f  a reward payment lor taking this additional risk? What about the Governor's proposal 
and I louse version?

L.vploralion Risk
L.xplormg lor new o il and gas icserves is arguably the riskiest part o f the o il & gas industry and thus why successful 
exploration companies earn higher returns than say refineries. W ith the current o il tax system the oil companies for 
all practical purposes lake lOO'.i o f the exploration risk. Under the Governor's proposal, and the House and Senate 
versions, o il companies w ill be able to earn lax credits on all capital investment including exploration costs. In 
addition, these tax credits are tiansfeiablc wnieh means that companies vvill be able to buy and sell the credits. 
Doesn’ t sound important, but it is. With transferable investment tax credits the State becomes a de facto equity 
investor in exploration -  (he riskiest part o f the business. livery time there is a well drilled looking for o il that finds 
anything but o il the State w ill be obligated to pay 20r< o f the costs just as i f  u were an investor in the well. 
However, i f  the we I* finds o il the State doesn't get a 2(U< equity stake in the discovery. Some w ill say that the State 
w ill benefit through more oil being discovered which w ill be more oil that can be taxed. Maybe, bin vsli.it is more 
eciiain is th.it a lot mote exploration wells w ill be drilled and way more often than not these wells w ill nol find 
commercially viable icserves and the muigmal well dulled vvill be mure risky Ilian il the Stale weren't involved.
T his means the Slate's lisk profile w ill increase even more, I here ate hcitei way s for the State to create incentives 
lot moic o il production that expose the State to a lot less risk.

.Sum m ary
Wlicie does this leave us? In terms o f providing incentive for investment, the only price range that is relevant is the 
$20-$30/hM laiige In this range only the Governor's pioposal reduces the tax on the o il industry which w ill provide 
ar. incentive for investment. However, the Governor’s proposal does this while exposing the State m some



horrendous o il price risk not to mention cost and exploration risk. The Senate version fixes the o il price risk issue 
but ai the same time creates a disincentive for future investment by increasing taxes substantially in the $20-S30/bbl 
range. The House version is a halfway house that doesn’ t protect the State enough from o il price risk and doesn't 
create enough incentive for investment in the all important $20-S30/bbl range.

What can the State do? Below are some suggestions that would allow the State to meet it's  objectives o f increasing 
State revenues, increase incentives for o il companies lo invest and keep the State's risk/reward balance in line:

O il prices below $2()/bbl -  The biggest decrease in taxes generated by the State relative to the current lax siruclure 
occurs when o il prices are below $20/bbl. While this is a fa irly important price range for oil companies it is not that 
important. This means that the State is giving away value in this range that it does not need to as the oil companies 
won't give the State credit for doing so. O il prices in this range also happen 10 be where the Slate w ill really be 
hurting for funds. The State needs to do a better job  o f protecting itself when prices drop below the S20/bbl range, 
but any system needs to be less regressive than the current tax structure.

Solution: The easiest solution is to implement a minimum tax per barrel o f o il produced. Depending on the profit 
tax rate selection, a per barrel rate o f S0.35-S0.75 is reasonable.

O il prices between $20-$30/l>bl - This is the important o il price range as this is the range o f  prices oil companies 
reference when making investment decisions. Incentives, or an advantaged tax regime in this price range, are fu lly 
valued by oil companies which means the State gets the largest bang lor its buck by making concessions valid in this 
range. The Slate should do what it can to concentrate its efforts to make Alaska look as attract in this range as 
possible,

Solution: A 20',7 profits tax works well in this range.

O il prices above $3(l/bbl - While it may not seem like it now, oil prices above $30/bhl are pretty high. This range 
is where excess profits are generated and where the State should be looking to gain a growing proportion o f 
revenues. This price range also is where the State needs to cover (i.e. earn reward) for the risks it is taking on by 
making the tax structure less regressive and for providing an advantageous tax structure at o il prices between $2(1- 
S30/bbl. W ill increasing taxes in this taiige reduce investment by the o il companies? Absolutely not! Oil 
companies to n U value highly what happens in this price range so increasing the State's share of revenue, within 
reason, w ill i , i  impact investment because the price used by oil companies to balance their business (S20-S30/bbl) 
looks good. They also know the State is taking on greater usks and needs to be compensated fo rdo ing  so.

So lution: A graduated progressive las allows the State to continually increase its share in revenues as o il price 
increase, blit the rate needs to be higher than any o f the current proposals in older to protect the Slate from the o il 
price risk it is taking. A graduated progressive tax o f 0.3 per every S l/bh l increase in o il price above S30/bbl 
accomplishes this. The State could easily also phase out the investment lax credit at higher o il prices since higher 
o il prices themselves provide enough incentive (or investment.

Exp loration Risk: There is no reason for the State to lake on exploration risk. This is especially true when there is 
a significant resource o f discovered heavy oil sitting on the North Slope close to infrastructure. There is no 
exploration risk to get this: to market, but it does need some additional economic incentive.

Solution: Eliminate the investment credit lot exploration costs and instead increase the investment credit for 
viscous o il development. Traditional development only -  we don't want tar sands m ining in Alaska.

These changes to the prevailing o il tax proposals are pretty basic, but they fundamentally alter the shape ol the lax 
sliuctme m a positive way that increases investment and provides mure revenue for the Stale.

Xotc: Mikr Kn\ Inis ovtr vltvrii won r\piinn>c in lltr ml .1 yo\ nnhiMn with III* hunUoinn in wntkmy in Aii'inilni. htfiiul .Vi »• (iniin.i 
Kii.'snmnil LnvUnnJ, lit Inis i \irnun ml A ^%n iwjuru'int m Muyhi iiiiUiJmk wn//c o ili'vclnpiiivnt nnd tmnnnib nimh-lin  ̂ol \uhim\ \oith 
Sto/W ytn tlcu Ivpilii'ilt o/Wiiih.
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Ba c k b o n e  I I
FOR ALASKA’S FUTURE

Mr Chairman, and other distinguished members o f die committees, thank you very much 
for the opportunity to present to you today. My name is David Gottstein, and I live at 
2341 Hialeah Drive in Anchorage, Alaska. I, along with former Governor Walter Hickel, 
Co-Chair a group called Backbone2. I thank you, as all Alaskans do, for your hard work 
and efforts on this most important topic. .

You have the daunting task o f ferreting out a very complex subject. One 1 do not envy 
you for. You must assess the balance between making sure that Alaska gains the 
maximum value for it’s oil and gas resources, while at the same time, not discourage in
more than an olTsctting manner, a tax structure that is sound, fair, and rational.

'
We must inccntivize exploration, but not sacrifice the values o f economic production. As 
a capital markets analyst, I am gravely concerned that you are being asked to evaluate the 
impacts o f such hugely in.portant fiscal matters with meager access to suitable revenue 
sensitivity models. You should, as a normal course o f analysis, as is done in the private 
sector for fractions o f the value at risk here, have full access to a robust model to conduct 
a full sensitivity analysis o f all the key components extended to their reasonable extremes 
in isolation, and in aggregate, just to get a sample profile o f the impacts o f the decisions 
you are faced with.

I first must offer that it would be my preference that the Stale enact an understandable 
and enforceable severance tax that is based upon a progressive structure levied against 
the well-head value o f the resources. It has all the advantages o f being able to assess a 
tax that rewards appropriately, risk takers, with a higher level o f percent o f value at lower 
oil and gas prices, insuring adequate returns on capital, with higher shares going to the 
state as prices rise.

Inasmuch as this body has focused on a net profits lax, it places a very heavy burden o f 
enforcement in the natural environment where the oil and gas industry has ample 
incentive to account for costs in manners that are self-serving. We should expect nothing 
else. In order to protect the State from being victim o f efforts that arc primarily under the 
control o f industry executives in terms o f cost allocations and other decisions, I would 
strongly encourage you to consider two protective devices;

One would be to conduct an audit, conducted by a large public accounting firm, not 
directly retained by the companies themselves, to audit their financial statements, but 
with that accounting firm reporting to the State o f Alaska as it ’s client in verifying what 
the oil companies report, in addition to what our Department o f Revenue can otherwise 
hopefully confirm. The second would be to impose a severe penalty, that is bonded.



perhaps costing the industry five to ten times the amount o f any under-reporting, in a 
manner that requires immediate payment even in the event o f challenge. Thus creating a 
strong economic incentive to be forthright and honest. I f  you don’ t do that, you w ill 
expose the State to great risk o f substantial losses.

Another important point is that the question o f fair share is critically important. We are 
constantly being barragcd by the industry in their information campaigns that higher 
taxes are always unfair and act as a disincentive. When in fact the word tax should not 
solely be viewed as a cost or burden o f doing business, but rather it just happens to be the 
method by which the State is able to gamer its fair value o f the resource. It is really the 
state revenue base collected by way o f taxing authority.

As you consider questions o f rates and oil price base-lines for a progressive tax structure, 
and how to achieve a fair apportionment, it might be constructive to be reminded that 
income is an accounting opinion, but cash is a fact. In my prepared statement, which I 
have provided you a copy of, I have included, for illustrative purposes, both copies o f key 
portions o f Conoco Phillips annual reports for years 2003 and 2005, along with a 
spreadsheet analysis that uses both their own published numbers, along with.other oil 
price numbers obtained from our Department o f Revenue.

It is a cash-flow analysis o f apportionment, not income. The severance tax is supposed to 
be a tax on the depletion o f our non-renewable resources, and therefore exploration 
expenses are not included. As they are an investment in future production, not an expense 
o f current production. It also doesn’ t include depreciation, amortization, or depletion 
allowances. Instead it appropriately considers revenue, production expenses, and 
transportation expenses primarily. A truer direct cash generating picture. What share o f 
the cash valu* >F the resource does the State get to keep is really the most important 
metric, 1 relieve.

In the analysis there are some glaring conclusions that can be reached, that would not 
othenvise be obvious absent this analytical approach. The first is that the claw-back 
provision has a less than accurate basis for justification in arguing that the oil industry 
wasn’ t anticipating as high a tax payment when the investments were made in past years. 
The truth is (hat the incremental tax that has been suggested, even at the highest levels 
proposed, is more than offset by the higher than anticipated oil prices that have oeeured.
It is after-tax cash-llow that is important, not simply taxes paid.

Another important observation is that as prices have risen, C'onoco’s before-tax profit 
margin has expanded over the last five years from C0% to 80%, and their after-tax margin 
has increase from 37% to 57%. That is consistent with dramatically higher resources 
values without commensuratcly higher expenses. In other words, the industry is making 
huge profits at our expense, well beyond their prior investment planning projections.

Another set o f remarkable statistics show thut the multiple o f Conoco Phillips share o f 
revenue versus the Stale’s ranges from a low o f 340% to over 950% at times over the last 
five years. Not even close to the 1/3, 1/3, 1/3 parity take that is often argued as being



fair. Additionally, when you do die analysis on a net cash-flow basis, after production 
and transportations costs, etc., it still ranges between 250% and 450%. Indicating the 
State in the past has received a dismal share.

I f  we were to approach our ownership position as the private sector would as 
shareholders, we are falling significantly short o f the scrutiny that our shareholders 
deserve. The secret pact to promote a 20/20 PPT, as bait to get a gas line via a secret 
contract, would not even come close to passing muster with the S.E.C. This kind o f lack 
o f transparency is sometimes what sends executives to jail. Even the stranded gas act 
negotiations are circumspect as we can’ t rationally conclude the gas is stranded unless we 
put the gas out to open bid, and nobody shows up. That is why it is essential to pass 
I-IB7I, retrieve Pt. Thomson, and put our gas out to bid.

The oil and gas industry spends millions o f dollars a year to blur our vision with 
advertising, lobbying, philanthropy, and threats, to serve their shareholders, because they 
understand the magnitudes o f the equations. They arc prepared for the invasion o f 
Normandy, while the administration, in comparison, is only prepared for Wimbledon.
You as the legislature are our last line o f defense, against overpowering force?. We plcacj 
with you to not fail us.

We need to step up to the plate, be tough, and do it right. We need a fair and rational oil 
and gas tax structure irrespective o f whether a gas line is ever built. And let’s not forget 
that the administration has already said that their secret contract only contains a 
commitment to study the gasline for 4 or 5 more years, not an actual comm, jnent to build 
a project.

Alaskans w ill be forever thankful for those o f you who are not unduly influenced by the 
oil industry spin doctors, and not be bullied by their tactics, and instead carefully look at 
the facts. Listen to your consultants who say the slate takes too much risk in the deal, and 
doesn’ t gel enough reward. I would be very surprised i f  we even bump up against our fair 
share with a base rate o f 25% at $40 a barrel, 30% at $50, and 35% at $60 per barrel, with 
further progressivity from there. Let’s do the math right, and not give the farm away. 
We’ve done that in the past. Let’ s not repeat those costly mistakes.

I thank you very much for taking the time to listen, and encourage you to take a serious 
look at what I have offered you.
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D ept.  R e v e n u e  T a x  D iv is ion

A k N o rth  S l o p e  A v e r a g e  S p o t  P r i c e
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P e r c e n t a g e  C h a n g e 3 0 .8 % 2 3 .3 % 1 5 .0 %

F isc a l  Y e a r $ 3 8 .7 6 $ 2 6 .7 8 $ 2 3 .2 7 $ 1 6 .8 0 $ 2 2 .2 4
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■ Results of Operations
Ys’uis limit'd   Millionj) of Dollttnb
I XyciiiIht 1 I  Consolidated Operations

Lower Total European M ia Oilier Equity Combined
Alaska 48 US. North Sea Pacific Canada Areas Total Affiliates Tout

2(111.1
Sales S I,564 2,464 6,028 3,872 879 225 677 11,681 423 ' 12.104
fninslcis 103 545 648 903 142 841 77 2,611 266 2877
O ilier rename!- (11) 93 82 8 33 31 10 164 34 198

limit revalues 3,656 3,102 6,758 4,783 1,054 1,097 764 14,456 723 15,179
Production costs 792 657 1,449 645 175 271 170 2,710 179 2889
Exploration espouses 56 143 199 121 SI 94 127 592 2 594
IX.-pnYi.tlnm. depletion and amortization 436 571 1,007 954 163 326 40 2,490 104 2894
Pn ipenv impairments — 65 65 160 — 5 — 230 — 230
11 .import,ttiiin costs 64>6 188 854 266 40 40 23 1,223 20 1,243
< tiller related expenses 7 78 85 29 13 91 44 262 27 289
•Ucicimii 25 18 43 50 5 11 2 111 2 113

1,674 1,382 3,056 2,558 607 259 358 6838 389 7827
Pros isioii lor income taxes 595 486 1,081 1,539 225 57 362 3,264 83 3847
Results o f operations for producing activities 1,079 896 1,975 1,019 382 202 « ) 3874 . 306 3,880
Oilier earnings 223 34 257 51 3 68* (46) 333 (SI) 282
Cumulative ctTcci o f  accounting change 143 (1) 142 20 — (8) (12) 142 (2) 140
L&P ncl income (loss) 51,445 929 2,374 1,990 385 262 (*2) 4,949 1 253 4802

2002
Sales 52.997 927 3,924 1,194 347 12} 400 5,990 180 6.170
Transfers 102 401 503 1815 — 235 — 2.053 62 2.1 !5
Oilier revenues (2) 3 1 63 7 7 14 92 12 104

Toial revenues 3,097 1.331 4,428 2,572 354 367 414 8,r35 254 8.389
I'roduciion costs 769 444 1.213 343 76 118 114 1.864 57 t "  1.921
Lxploratioo expenses 101 108 209 67 45 32 231 584 __ 584
Depreciation. depletion and amoflizauon 552 334 886 480 59 105 26 1856 30 1,586
Property impairments 4 R 12 41 — — — 53 __ 53
1 tam pon J | ion costs 681 87 768 125 10 — 5 908 8 916
O ther related expenses 23 16 39 75 1 14 II 140 12 152

967 334 1,301 1,441 163 98 27 3,030 147 3,177
Pros isiun lor m tum e taxes 294 66 360 981 79 49 196 1,665 <18) 1.647
Itevulls id  opciannns for producing aelivihes 673 268 941 460 84 49 (169) 1.365 16} 1.530
Oilier earnings 197 18 215 10 (2) 24* (4) 243 (24) 219
EAtP nei ineon-e (loss) S 870 286 1.156 470 82 73 (173) 1,608 141 1.749

2001 
Sales 
Transfers 
O lher revenues

53.020
119
34

1.178
119
26

4.198
238
60

546
1.039

23

154

(4)

31

5

324 5853
1.277

84

8

1

5.261
1.277

85
to tal revenues 3.173 1823 4,496 1,608 150 36 324 6.614 9 6.623

Production costs 784 328 1.112 165 37 6 55 1875 2 1877
bsp ln rahan  cxfienscs 61 6y 130 31 33 — 121 315 __ 315
Depreciation, depletion and am om zaiinn 531 203 734 233 22 4 27 I.02U 2 1,022
Property impairments — — — — — — 2) 23 — 23
T ianspnru lion costs 726 77 803 60 — 3 6 872 __ 872
Oilier related expenses 2 5 7 («) 5 1 23 28 2 30

1.069 641 1,710 1.127 53 22 69 2,981 3 2.984
Pmvision for income (axes 392 173 565 779 22 7 117 1.490 — 1.490
Results o f  operations for producing activities 677 468 1.145 348 31 15 (48) 1,491 3 1,494
Oilier earnings 189 8 197 17 — — (9) 205 — 20}
LAP ik i income (loss) 5 866 476 1.342 365 31 15 (57) 1.696 3 1.699
•/mOli/i-i 563 ntilhnn and 527 nttUian in 2(H).I unit 2002, ns)>ecliveh\ Jor u Syncmdv oil imijrcl in Canada ihol II dcfmnlai u mining opcminm hv US Savrilln 
.uni Miongt Ciminim 10ii regulations

» Results o f  operations fo r producing activities consist o f  a ll the 
activities within the E&P organisation, except for pipeline and 
mat me operations, liquefied natural gas operations, a Canadian 
Syncrudc operation, and crude o il and gas marketing activities, 
which arc included in Other earnings. A lso excluded are non- 
l:& P  activities, including our Midstream segment, downstream 
petroleum and chemical activities, ns well as general corporate 
administrative expenses and interest.

■ Transfers are valued at pnees that approximate market.

■ Other revenues include gains and losses from asset sales, 
including net gains o f  approximately S I65  million in 2003; 
certain amounts resulting from the purchase and sale o f 
hydrocarbons; and other miscellaneous income.

■ Production costs consist o f  costs incurred to operate and 
maintain wells and related equipment and facilities used in the 
production o f  petroleum liquids and natural gas. These costs 
also include (axes other than income taxes, depreciation o f 
support equipment and administrative expenses related to the
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Results of Operations

Years Ended 
December 31

Millions of Dollars
Consolidated Oi>eralions Equity A ffiliates

Alaska
Lower

48
Toll)
U.S.

European 
North Sea

Asia
Pacific Canada

Middle 
East 

and Africa
Other
Areas Total Venezuela

Russia and 
Other Areas

2005
Sales 
Transfers 
Other revenues

S 5,927 
172 

2
3385
1.206
168

9312
1378
170

5,142
2307
(253)

2,795
26
11

1,642

40

423
64Q

4
— 19314

4251
(28)

1,055
455
37

2315 
.' 1303 

1
Total revenues 6,101 4,759 10,860 7396 2332 1382 1-067 — 23337 1347 3,419
Production costs excluding 
taxes 488 492 980 611 274 316 115 45 2341 196 256
Taxes other than income 
taxes 537 311 848 i- ■ ‘41 26 33 18 2 968 3 1,632
Exploration expenses 120 66 186 86 139 147 69 42 669 — 56
Depreciation, depletion and . ■ • • : •; _ . ■
amortization 443 848 1391 1374 329 399 53"-, 3,146 • 140 148
Property impairments — 1 1 (10) — 13 — -- 4 — —
Transportation costs 665 350 13)15- • 296 64 53 •' ■ '..5 ; — '' M33 — 255Oilier related expenses 67 48 115 28 38 (12) 32 8 209 21 5Accretion . 29 - 19- 48 84 7 . 16 •: .2 • '. — .157..: 1

3,752 2324 6376 4.8B6 1,955 717 •773 (97) 14,610 1,187 1,066
Provision for income taxes :.T 1342 ‘ 900 2,742 • 3311-' 747 ■U 228 - '■ v :.759 !•'- (19>r 7268: 37D 303
Results of operations for 
producing activities 2,410 1,724 4,134 1375 1208 489 14 (78) 7342 817 763
Other eamingpr w " 3 141 •V. *15 :• 156 ■ ■ ’•> >v4S3'.v t 7- r.* m •"*;-t: (28)r. 35: t .... 3J6 : (5?). . (32)Cumulative cfltct of 
accounting change 1 (3) (2) (2) (4)
Net income (loss) 5 2352- 1,736. •4288- 1.626 1213 582- (U) (43). 7354 . 759 731

2004
Sales S 4378

-
2368 6,946 4215 1,777 1214 704 14,856 470 397Transfers 121 832 953 1355 71 — 75 — 2354 359 122

Other revenues 4 (36) (32) 9 10 116 5 14 122 32 1
Total revenues 4303 3364 7367 5379 1358 1330 784 14 17332 86) 520
Production costs excluding 
taxes 430 422 852 523 216 271 120 36 2,018 154 46
Taxes other than income 
taxes . 373 267 640 ' 38. 17 35 •■•12 1 7/0 206Exploration expenses 82 101 183 85 106 112 67 144 697 _ 5Depreciation, dcplctiat and 
amortization • 426 586 1312 ■ 1395 275 349 43 • >■'

n *.
2,774 94 43I’roperty impairments 6 12 18 2 — 47 — — 67 _ _

Transportation costs 598 241 839 296 48 43 2 '_ 1228 " it- 57Other related expenses 14 43 57 20 (2) 4 14 7 100 39 _
Accretion '-■21 ' 21 42 72 6 . ~ 14 . .. . -2-- ___ » 136 ,v ■ 1

2353 1,671 4224 3348 1,192 455 524 (174) 9369 566 162Provision lot income taxes 888 584 1.472 - 2333 477/ 127 514 (94) 4,729 67 41
Results of operations for 
producing activities 1,665 1,087 2.752 1,115 715 328 10 (80) 4.840 499 121Other earnings 167 23 190 102 f3) 130* (35)-.- (10) - 375,- (53) (6)Net income (loss) S 1,832 1,110 2,942 1217 713 458 (25) (90) 5215 446 115

174
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Thank you, Chairman Chenault. My name is Paul Laird, and I’m general manager 
of the Alaska Support Industry Alliance. I’m testifying on behalf of the Alliance, a 
trade organization representing companies and individuals that provide goods 
and services to Alaska’s oil, gas and mining industries.

Throughout this debate on a new profits-based oil and gas production tax, we’ve 
heard a lot about finding the right tax rate and investment credits. Is ft 20% the 
right tax? 25%? 30%? How about 1714% ... or 1214%? Should it be progressive? 
How about the investment credits?

Frankly, Mr. Chairman, we don't know. But here are some things we do know:

We know that the 20/20 deal reflected in the original legislation will result in 
roughly $1 billion a year in additional state revenues, and the state already 
projects a $1.4 billion budget surplus this year.

We know that the major North Slope producers ha’/e agreed to this 
unprecedented tax increase, and have said that with fiscal certainty, it can be the 
catalyst to a $25 billion gas project.

We know that the changes contained in the committee substitute would increase 
taxes by hundreds of millions of dollars on top of the $1 billion in the original bill, 
and it would water down the incentives for investment.

We know that every dollar in additional taxes is a dollar that won’t be invested in 
sustaining production, in creating business opportunities for Alaskan companies, 
in generating good-paying jobs for Alaskans.

We know that our 400 members and their 30,000 Alaskan employees will be here 
long after the legislature’s consultants on this issue are gone, and they'll be the 
ones to bear the consequences if higher taxes really do result in less investment 
. . .a  novel economic concept, to be sure.

So will their children ... and theirs, and theirs ... as long as there are still enough 
opportunities to keep them here.

ALASKA SUPPORT INDUSTRY ALLIANCE
360 W Benson Blvd.. Suite 200 'Anchorage, Alaska 99503 • Phone. (907) 563-2226 • Fax: (907) 561-8870 • www.alaskaalliance.com

http://www.alaskaalliance.com


House Finance testimony 
CS HB488 
Page 2

Mr. Chairman, we know that we’re not just talking about a tax bill here. We’re not 
just talking about a revenue bill, or a resource development bill.

We're talking about Alaska's future.

And we know that Alaska's future has never held so much potential... or so 
much peril.

We can encourage investment and have a gas project, continuing oil exploration 
and development and 50 years of good-paying jobs, robust business activity and 
steady state revenues.

Or we can impose the highest possible tax rate on production and have an even 
bigger state government for a while ... at the expense of a strong and 
sustainable economy...

At the expense of our future.

We know that that's what’s at stake here. Mr. Chairman and members of the 
Finance Committee, don’t put oil investment and a gas project... don’t put 
generations of jobs and business opportunities ... don’t put our future at risk.

Thank you.



Alaska Conservation Alliance
M  U n itin g  f o r  A laska's Fu tu re

March 24. 2006

The Honorable Kevin Meyer 
Co-Chair, House Finance Committee 
House o f Representatives 
Alaska State Capitol. Room 510 
Juneau. Alaska 99801-1182

Dear Representations Meyer and Chenault.

The Honorable Mike Chenault 
Co-Chair. House Finance Committee 
I louse o f Representatives 
Alaska State Capitol. Room 519 
Juneau. Alaska 99801-1182

I am writing to thank members o f the legislature for work thus far in analyzing the proposed 
revision to the oil production profits tax (PPT). Clearly, this debate is o f far-reaching 
consequence to every Alaskan, and the diligence undertaken by legislators to this point is 
highly encouraging.

On behalf o f the 40 conservation groups and businesses represented by the Alaska 
Conservation Alliance. I urge you to continue to take the time necessary to ensure that the 
proposal is a good deal for the State o f Alaska and the citizens and communities who are 
depending on you to represent their interests in this debate.

Talk o f intense pressure to sign o ff on a handshake deal, and o f the PPT being tied to an as-vet- 
unseen gas line project, gives one reason for concern, i trust that your committee will take as 
much time as needed to fully understand the proposal and to ensure that Alaskans are indeed 
receiving the best possible outcome.

As you well know, the stakes could not be higher, and 1 am sure there is pressure from many 
different sides. In the end. 1 am encouraged that you w ill make the tough choices at the end o f 
the day. and history will look kindly on your work.

Thank you. again, for your efforts on behalf o f the people o f Alaska.

Sincerely.

Kate Troll 
I ’xecutive Director

PO Box 100660. Anchorage Alaska 9 9 5 1 0 /  Ph. 907.258.6171 / Fax 907.258.6177
PO Box 22151. Juneau Alaska 99802 1 Ph. 907,463 3566 /  Fax 907.-t63.33l2 /  www.akvoicc.org

http://www.akvoicc.org
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Alaska State Legislature

Please enter into the record my testimony to the House Finance
committee name

Committee on HB 488 , dated 4-1-06
bill#  /subject public hearing date

What we do with regard with taxing "OUR" oil is and will effect Alaska and it's citizens for years to come or 
until the oil runs out. We currently allow the oil companies to produce from the "best producing wells" and 
those wells could and do happen to be those wells that Alaska doesn’t receive any tax revenue, Check it out! 
The oil and gas committee can colaberate that fact.
If. in fact, the oil companies are our partners, than our fair share surely is 50 9c after their 389c profit margin 

would you not think? At 47 dollars a barrel and at a rate of 50 cents on the dollar for every dollar over 40 
dollars a barrel the state would not see a deficit ever. Think "PEAK OIL" it's that time folks better get our fair 
share now!

(
Do what is light with regard to this tax situation .please push my Tax scheme 509c On every dollar over 40 
dollars a barrel and the state will not see a budget deficit after next year.

Why would you approve a tax scheme that w ill ultimately place us in a future continued budget deficit ? 
Approve my idea and we will still benefit if  the price does as the Department of Revenue's wizards say it will.

(See also attached 2 page article from the Anchorage Daily News, March 30. 2006)

Signed: Ed Martin. Jr.
Testifier

.Sell___

PO Pox 521 Cooper Landing. AK 99S72

Representing (optional)

Address 

595-1632
Phone number
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y d n . c o m
Anchorage Daily News 

B u d g e t  a p p r o v e d  b y  H o u s e
$7.5 BILLION: Lawmakers on both sides of aisle call it unsustainable.
By MATT VOLZ 
T he  A sso c ia ted  P re s s

(P u b lis h e d :  M a rch  3 0 ,  2 0 0 6 )

JUNEAU -- G ood  th in g  th e  p rice  of  N orth  S lo p e  c ru d e  c lo sed  a t  $ 6 4 .5 0  W e d n e s d a y .

If no t  for  t h e  windfall p ro f i ts  b r o u g h t  by t h o s e  h igh oil p rices ,  th e  s t a t e  w ould  b e  o p e ra t in g  In t h e  red  n e x t  y e a r  
u n d e r  th e  b u d g e t  a p p r o v e d  W e d n e s d a y  by  th e  A laska  H ouse .

The H o u se 's  b u d g e t  for fiscal 2 0 0 7 ,  w h ich  b e g in s  July 1, inc ludes  a 6  p e r c e n t  In c re a s e  o v e r  la s t  y e a r  in s t a t e  
t r e a s u ry  s p e n d in a  for o p e ra t in g  c o s ts .

T h a t  d o e s n ' t  t a k e  in to  a c c o u n t  a n o t h e r  $ 1 .2  billion in s t a t e  m o n e y  t h a t  w ould  g o  to  th e  s t a t e ' s  public e d u c a t io n  
fund a n d  for cap ita l  p ro je c ts ,  acco rd in g  to  a n  a n a ly s is  by th e  Legisla tive F in a n c e  Division.

The $ 7 .5  billion b u d g e t  Inc ludes  fe d e ra l ,  s t a t e  a n d  o th e r  s o u rc e s  of  m o n e y  t h a t  will be  u se d  to  in c re a se  s p e n d in g  
in e v e ry  s t a t e  g o v e r n m e n ta l  a g e n c y .

•
T h e  b u d g e t  p a s s e d  t h e  H o u se  2 7 -1 2 ,  b u t  l a w m a k e r s  o n  bo th  s id e s  of th e  a is le  s a y  it 's  u n s u s ta in a b le  a n d  
S o m e th in g  n e e d s  to  be  d o n e  a b o u t  th e  r ise  in s p e n d in g .

"This b u d g e t  is u n d e r w a te r ,  i t 's  in defic it ,"  sa id  Rep. Norm  R o k e b e rg ,  R -A n ch o rag e .

T he  S e n a t e  F in an ce  C o m m i t t e e  is still In t h e  p r o c e s s  o f  c losing o u t  its ow n  b u d g e t  s u b c o m m i t t e e s .  T h e  tw o  
c h a m b e r s  will e v e n tu a l ly  m e e t  in a  c o n fe re n c e  c o m m i t t e e  to finalize th e  s p e n d in g  p lan  for n e x t  y e a r .

W ithout th e  s u r p lu s e s  f rom  th is  a n d  la s t  y e a r  pay in g  for s o m e  of n e x t  y e a r 's  p r o g r a m s ,  th e  H o u se ’s b u d g e t  w ould  
h a v e  th e  s t a t e  in a  $ 2 8 5 .5  million defic it  n e x t  y e a r ,  th e  Legisla tive F inance  D iv is ion 's  a n a ly s is  re a d s .

T he  c re e p in g  b u d g e t  is d u e  to  a n u m b e r  th in g s .  T h e  in c re a se  in fed e ra l  m o n e y  c o m in g  to  A laska h a s  s lo w e d .  T h e  
price of fuel h a s  m a d e  ru n n in g  th e  A laska  M arine H ighw ay S y s te m  a n d  o t h e r  o p e r a t io n s  m o re  costly . Fixed 
p ro g ra m  c o s t s  c o n t in u e  to  r ise  s te a d i ly ,  a n d  t h e r e  is a lso  p re s s u r e  to i n c r e a s e  t h e  n u m b e r  of s t a t e  p r o g r a m s  a n d  
e m p lo y e e s  w h e n  fiscal t im e s  a r e  g o o d  like now .

Even with  t h e  I n c re a s e s  o v e r  la s t  y e a r 's  b u d g e t ,  th e  H o u se 's  sp e n d in g  plan  still r e d u c e s  by 5 p e rc e n t  t h e  o n e  
Gov. F rank  M urkow ski p r o p o s e d  in D e c e m b e r .

The g o v e r n o r ’s  b u d g e t  d ire c to r ,  C heryl F ra s c a ,  told H o u se  F inance  C o m m i t t e e  m e m b e r s  las t  w e e k  th a t  th e i r  c u t s  
to  M urkow sk i 's  b u d g e t  w e re  to o  d e e p ,  p a r t ic u la r ly  th o s e  to  th e  D e p a r tm e n t  o f  C o rre c t io n s  a n d  for ru ra l e n e r g y  
aid.

Most H o u se  D e m o c r a t s  a lso  d i s a g r e e d  w ith  th e  H o u se 's  p ro d u c t ,  say in g  w hile  b lo a te d ,  t h e  b u d g e t  s h o r t c h a n g e s  
m u n ic ipa li t ie s ,  th e  e ld e r ly  a n d  s o m e  h e a l th  s e rv ic e s .

•
 D e m o c ra t s  failed to  p a s s  a m e n d m e n t s  to  s a v e  a n  add it iona l  $ 7 0 0  million of  n e x t  y e a r ’s su rp lu s ,  r e s t a r t  t h e  $ 2 5 0  
d iv idend  p r o g r a m  fo r  e lde r ly  r e s id e n t s  a n d  bulk u p  funding  for s u b s t a n c e  a b u s e  a n d  fetal a lcohol s y n d r o m e  
p ro g ra m s .

hup://www.adn.com/ne\vs/govcmmcnt/legislature/v-printer/story/7579080p-7490367c.html 3/30/2006
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If oil p r ices  r e m a in  h igh n e x t  y e a r ,  th e  s t a t e  c a n  c o u n t  on  sav ing  m o re  m o n e y .  But a f t e r  th a t ,  th e  price o f  oil is 
fo re c a s t  by t h e  D e p a r t m e n t  o f  R e v e n u e  to  d ro p  to  $ 4 6 .9 0  p e r  b a rre l ,  w hich  w ould  p lu n g e  Alaska Into a defic it  if

O ne  c h a n g e  in th e  w o rk s  th u t  w ould  a f f e c t  t h a t  o u tc o m e  Is a p lan  to  r e p la c e  A la sk a 's  oil p ro d u c t io n  ta x  w ith  a t a x  
b a s e d  on  oil c o m p a n ie s '  n e t  p rofits .  T h a t  s y s t e m ,  if a p p ro v e d ,  w ould bring th e  s t a t e  h u n d r e d s  of millions m o r e  in 
r e v e n u e  e a c h  y e a r  w h e n  th e  price  of  oil Is high.

But t h a t ' s  n o t  e n o u g h ,  l a w m a k e r s  s a y .  A lo n g - r a n g e  fiscal p lan  Is n e e d e d .

"The s t a t e  c a n ' t  a fford  to  w a i t  a n y  longer ,"  s a id  R ep . Max G ru e n b e rg ,  D -A n c h o ra g e .

Vote tally on state operating budget

R esu lts  W e d n e s d a y  a s  t h e  A laska  H ouse ,  o n  a 2 7 - 1 2  v o te ,  p a s s e d  th e  2 0 0 7  s t a t e  o p e ra t in g  b u d g e t .  C o n fe re e s  
from  th e  H o u s e  a n d  S e n a t e  will m e e t  la te r  in t h e  s e s s io n  to  w ork  o u t  a final b u d g e t .

Voting y e s  w e r e  24  R e p u b l ic a n s  a n d  th r e e  D e m o c r a t s .  Voting no w e re  11 D e m o c r a t s  a n d  l  Republican .

A y e s  v o te  Is fo r  p a s s in g  th e  b u d g e t .

R e p r e s e n ta t iv e s  a r e  l is ted  by n a m e  a n d  h o m e to w n .

YES VOTES

* R e p u b lic a n s :  A n d e rs o n ,  A n c h o ra g e ;  C h e n a u l t ,  Nikiski; Coghill, North Pole; Elkins, K etch ikan ;  G a i lc ,  P a lm s / ,  
J ia r r i s ,  V a ldez ;  H aw k er ,  G irdw ood ; Holm, F a i rb a n k s ;  Kelly, F a irb an k s ;  K ohring, W asllla; Kott, Eagle River; 
LeDoux, K odiak ; Lynn, A n c h o ra g e ;  McGuire, A n c h o ra g e ;  M eyer, A n c h o ra g e ;  N e u m a n ,  Big Lake; Olson, K enai;  
R a m ra s ,  F a i rb a n k s ;  R o k e b e rg ,  A n c h o ra g e ;  S a m u e ls ,  A n c h o ra g e ;  S e a to n ,  H o m e r ;  S to l tze ,  C hug iak ;  T h o m a s ,  
H aines ;  W e y h ra u c h ,  J u n e a u .

« D e m o c ra t s :  K a p sn e r ,  B e the l;  F o s te r ,  N o m e;  M oses ,  U na laska .

• R ep u b lican s :  D a h ls t ro m ,  Eagle  River.

• D e m o c ra t s .  2_ . xow itz , A n c h o ra g e ;  C is sn a ,  A n c h o ra g e ;  C raw ford , A n c h o ra g e ;  Croft, A n c h o ra g e ;  G ara ,  
A n c h o ra g e ;  G a r d n e r ,  A n c h o ra g e ;  G ru e n b e rg ,  A n c h o ra g e ;  G u t te n b e rg ,  F a i rb a n k s ;  Jou le , K o tzebue ;  K er t tu la ,  
J u n e a u ;  S a lm o n ,  B e a v e r .

.ere isn 't  a  fix.

NO VOTES

D ID  N O T  V O T E

R ep u b l ic a n s :  W ilson, W rangell .

Copyright © 2006 Thu Anchorage Dally Now* (www.aOn.com)
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R E : H o u s e  F in a n c e  H e a r in g  R E : C S  H B  4 8 8  A p r i l  1, 2 0 0 6

G o o d  m o r n in g  M r .  C h a ir m a n  a n d  d is t in g u is h e d  m e m b e rs  o f  th e  H o u s e  F in a n c e  

C o m m it te e .  M y  n a m e  is L y n n  J o h n s o n ,  a n d  I  a m  a 3 2  y e a r  A la s k a  r e s id e n t  a n d  

P re s id e n t  a n d  c o - fo u n d e r  o f  D o w la n d - B a c h  C o r p o r a t io n ,  a 31  y e a r  o ld  A la s k a  

m a n u fa c tu r in g  a n d  s p e c ia lty  d e s ig n  a n d  f a b r ic a t io n  f i r m .  I  a m  a p a s t P re s id e n t  

o f  th e  A la s k a  S u p p o r t  I n d u s t r y  A l l ia n c e ,  th e  A n c h o r a g e  I n t e r n a t io n a l  R o ta r y  

C lu b ,  a n d  c u r r e n t ly  s e rv e  o n  s e v e ra l b o a rd s ,  in c lu d in g  th e  A m e r ic a n  R e d  C ro s s  

o f  A la s k a ,  G ir d w o o d  2 0 2 0 , a n d  th e  W h i t t i e r  P o r ts  a n d  H a r b o r s  C o m m is s io n .

A s  m a n y  o f  y o u  k n o w ,  o u r  f i r m  is  o n e  o f  th e  r a r e  m a n u fa c tu r in g  f i r m s  in  th e  

S ta te  o f  A la s k a .  W e  e m p lo y  28  p e o p le  y e a r  r o u n d ,  a n d  h a v e  ta k e n  g r e a t  p r id e  

th a t  w e  e s s e n t ia l ly  a v o id e d  th e  c y c l ic a l  r a m p  u p  a n d  r a m p  d o w n  o v e r  th e  p a s t 31 

y e a rs . W e  w e re  th e  E x p o r t  C o u n c i l 's  “ S m a ll B u s in e s s "  E x p o r t e r  o f  th e  Y e a r  in  

2 0 0 2 , p r im a r i l y  f o r  o u r  m a n u fa c tu r in g  a n d  e x p o r t in g  o f  w e l lh e a d  c o n t r o l  

s y s te m s  to  C o lo m b ia ,  S o u th  A m e r ic a .  I n  th is  in s ta n c e , w e  u s e d  th e  k n o w le d g e  

a n d  e x p e r t is e  th a t  w e  le a rn e d  o n  th e  N o r t h  S lo p e  to  e x p a n d  o u r  c o n t r o ls  a n d  

s y s te m s  b u s in e s s  to  a n o th e r  o i l  b a s in  o f  th e  w o r ld .  T h is  c o n t r o ls  a n d  s y s te m s  

n ic h e  t h a t  w e  c o m p e te  in  s e rv e s  u s  w e l l  w o r ld w id e ,  b u t  th e  b u lk  o r  o u r  b u s in e s s  

s t i l l  does o r ig in a t e  f r o m  th e  N o r th  S lo p e  a n d  C o o k  I n le t .  F o r  th a t  re a s o n , I u rg e  

y o u  to  t h in k  v e ry  s e r io u s ly  a b o u t  s u b s ta n t ia l ly  c h a n g in g  a n y  p o r t io n  o f  G o v e r n o r  

M in  k o w s k i 's  P P T  p ro p o s a l.  T o  m a k e  a d d i t io n a l  in v e s tm e n t  in  A la s k a  

u n a t t r a c t iv e  th r o u g h  e xce ss ive  ta x a t io n  w o u ld  d e v a s ta te  c o m p a n ie s  l ik e  o u rs  a n d  

m y  fe l lo w  m e m b e r  c o m p a n ie s  o f  th e  A la s k a  S u p p o r t  I n d u s t r y  A l l ia n c e .



a b u s in e s s  o w n e r ,  I a m  a f i r m  b e l ie v e r  t h a t  e c o n o m ie s  g r o w  th r o u g h  th e  

p r iv a te  s e c to r ,  a n d  n o t  n e c e s s a r ily  p u b l ic  s e c to r  e x p a n s io n . G r e a t ly  in c re a s e d  

p r o d u c t io n  ta x e s  o n  N o r t h  S lo p e  o i l  w i l l  c u r t a i l  in v e s tm e n t  in  fa c i l i t ie s  a n d  

a d d i t io n a l  e x p a n s io n s  n e c e s s a ry  o n  th e  N o r t h  S lo p e  a n d  C o o k  I n le t  to  e x te n d  

p r o d u c t io n  th e  k e e p  T A P S  f u l l .  W i t h  e xce ss ive  ta x a t io n ,  as w e  h a v e  a l l  h e a rd  

t im e  a n d  t im e  a g a in ,  in v e s tm e n t  c a p i ta l  f r o m  th e  m a jo r  p r o d u c e rs  w i l l  H o w  to  

o th e r  o i l  b a s in s  o f  th e  w o r ld .

In  s u m m a r y ,  le ts  t h in k  a b o u t  th is  in c re a s e d  ta x a t io n  issu e  f r o m  o u r  p e rs o n a l 

p e rs p e c t iv e . I f  th e  p e rs o n a l ta x  r a te  o n  o u r  in d iv id u a l  in c o m e s  s u d d e n ly  d o u b le d  

o r  t r ip le d ,  w o u ld  y o u  be t h a t  w i l l in g  to  w o r k  th a t  e x t r a  tw o  o r  th re e  h o u rs  o f  

o v e r t im e ? ?  In  a d d i t io n ,  le t ’ s c o n s id e r  th e  m e ssa ge  th a t  w e  a re  s e n d in g  to  th e  o i l  

in d u s t r y  h e a d  c o r p o r a te  o f f ic e s  w o r ld w id e .  W e  w a n t  to  d o u b le  o r  t r ip le  y o u r  

ta xe s  0 11  o i l ,  w e  w a n t  y o u  to  c o n t in u e  to  in v e s t  h u n d r e d s  a n d  h u n d re d s  o f  m i l l io n s  

o f  d o l la r s  y e a r ly  in  o u r  A la s k a n  e c o n o m y  a n d  w e  a ls o  y o u  w a n t  to  b u i ld  a 25  

b i l l io n  d o l la r  gas p ip e l in e  as s o o n  as p o s s ib le . D o e s  th a t  s o u n d  l ik e  to  g o o d  p la n  

|o a s h a r e h o ld e r  o f  o n e  o f  th e  m a jo r  p r o d u c e r s  th a t  o w n s  s to c k  a n d  h a s  n o  re a l 

’'c o n c e rn  a b o u t  A la s k a ? ?  T h a t  s h a r e h o ld e r  is  j u s t  c o n c e rn e d  th a t  h is  in v e s tm e n t 

in  th a t  o i l  s to c k  a n d  w h e re  th e  o i l  c o m e s  f r o m  is  n o n e  o f  h is  o r  h e r  c o n c e rn . F o r  

th a t  v e r y  re a s o n , h o ld  th e  ta x  ra te s  d o w n  a n d  k e e p  A la s k a  c o m p e t i t iv e  w i t h  o th e r  

o il p r o d u c in g  b a s in s  o f  th e  w o r ld .  D o  w e  w a n t  th e  in d u s t r y  in  A la s k a  f o r  

a n o th e r  te n  o r  f i f te e n  y e a rs  o r  a n o th e r  f i f t y ? ? ?  I t h in k  th e  a n s w e r  to  th a t  

q u e s t io n  is c r y s ta l  c le a r .  W e  n e e d  to  le t  th e  in d u s t r y  k n o w  th is  b y  m a k in g  A la s k a  

a g o o d  c l im a te  in  w h ic h  to  in v e s t o v e r  th e  lo n g  te r m .  P lea se  t h in k  lo n g  a n d  h a r d  

a b o u t a n y  s u b s ta n t ia l  c h a n g e s  in  ta x a t io n .  T h e  e c o n o m ic  f u t u r e  o f  A la s k a  

d e p e n d s  o n  i t .  T h a n k  y o u .
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H o u s e  F in a n c e  (C S  H B 4 8 8 )

• Every one of the changes in the Governor’s bill jeopardizes oil & gas 
investment in our state, which means the House Finance Committee is 
jeopardizing the future of every small business owner in Alaska that 
supports the oil & gas industry if you modify the governors bill. Every 
current AND prospective producer has testified to that effect, including the 
independents Alaska is trying to lure to explore here. Even the 
independents are watching what you do with this bill.

• If enacted, the CS will leave Alaska with the highest tax rate and highest 
cost structure in the United States, putting Alaska at a competitive 
disadvantage for new investment. Already two of the three majors do not 
explore, why make it a slam dunk and have three out of three curtail their 
exploration activity. We've all seen the charts and graphs, we need 
another Kuparuk or Alpine every 5 or 6 years to sustain growth, you will 
not find them without exploration.

• Our concern for the future of Alaskans is compounded by the lack of a 
state fiscal plan for managing surpluses in high-price environments like 
we’re currently experiencing. How will we balance the budget when prices 
are low? The state budget was slightly more than $2 billion two years ago; 
it’s projected to be as high as S3.8 billion in another two years.

• As the President of the Alliance and also as President of my own 
company, I urge you to choose sustainable economic growth through new 
investment over unsustainable government growth through higher taxes in 
crafting new severance tax methodology.

• P le a s e  c o n s i d e r  t h i s  a s  y o u  m o v e  o n  t h i s  b i l l ,
H o u s e  F in a n c e  (C S  H B 4 8 8 ) .

James Gilbert 
President of the Alliance

President of Udelhoven Oilfield Services, Inc. 
184 E 53rd Ave 
Anchorage, AK 99518
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My name is Maynard Tapp, I am an Alaska dreamer since 1954; an Alaskan worker since 1972; 
an Alaskan business owner since 1985; and an Alaskan resident since 1990.

1 prefer a Production Profits Tax o f 15% / 20%.

I appreciate the time you, and your Senate colleagues, have given me over the past month. I am 
fortunate to belong to a great organization, The Alaska Support Industry Alliance. 1 have gained 
great insight and understanding o f the PPT issue through their educational campaigns.

1 have also learned from the various presentations on the PPT presented by the economists, and 
producers, and the legislators o f the State o f Alaska.

1 believe these bills need to be viewed as “ Resource Development”  legislation not as stale tax 
revenues.

I believe we are all partners in this deal; the government, the people, and the “ producers".

The “ producers" reinvest the revenues and grow the source o f those revenues.

The people get jobs from/and related to the “ producers”  reinvestment and grow their wcaith; 
spend money in the community, and grow its wealth and viability.

The government takes its share and grows the government.

As a partner, shouldn't the government support the growth o f the revenue resource and not the 
growth o f the government. Ultimately, the growth o f the revenue source suppoits the growth o f 
government but within our means.

I believe the 20% / 20% is the wrong number, it should be closer to a 15% / 20% PPT. What 
should the PPT number be to get to a 0% to 3% rate o f decline? What are we doing to ensure the 
states revenue source viability lasting to our next generation?

In today's economic climate we are declining at 0% per year. Starting at S80.000 bbld I calculate 
the pipeline being mechanically inoperable by 2015. Then what?

The new technologies to bring viscous oil to market are not guaranteed and not cheap.

What can the government do to encourage investment? It doesn't seem like raising the rent does
anything to put more money into exploration. We cannot tax our way to state solvency, in the
long run we must invest our wav to state solvency and success.• . *

1 started a business here twenty years ago waiting for the stars to align.

1. Continuing investment on the Norihslopc

2. Build the Alaska Gas Pipeline to the lower 48.

3. Ciet legislation in place to encourage development o f ANWR.

What are our slate representatives in the House and Senate doing to encourage development and 
growth o f our resource pool, the source o f our state revenues? Please invest in maintaining the 
“ seed com" to keep Alaska growing, now and into the future.

Thank-you 
Maynard Tapp 
200 West 34,h Ave. r?S09 
Anchorauc, Alaska -- oo>03

1 April 2006

To: Members of the House Finance Committce:-
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Testimony at Anchorage LIO Office

The Honorable Kevin Meyer 
The Honorable Mike Chenault 
Co-Chairmen, House Finance Committee 
and Committee members 

Juneau, Alaska

Subject: CSHB 488

Thank you for hearing my testimony, today, Saturday, April 1, 2006. At this time, I ask 
that you and your committee reexamine the changes made to HB488 which are 
contained in House Resources Committee substitute, CSHB 488.

As General Manager for Northwest Technical Services, a company which provides 
employees to a variety of industries, including the oil industry, I usually approach you 
and other members of the Legislature on matters that deal very specifically with Wage 
and Hour, Worker's Compensation and Workforce Training both in title and content. In 
this case, however, I am concerned that the impact on the workforce and future 
employment for NWTS' 100+ employees and other Alaska workers may not be quite as 
evident to others as it is to us.

The crux of the matter is -  the more money that goes into the State government in 
taxes, the less money there will be for investment by the companies in the private sector 
into new projects and the redefinition of current fields to stem declining production. 
Reduction of investment will mean reduction of jobs some of which are directly related 
to the oil and gas industry, many of which are the "fallout jobs" where most Alaskans 
work, i.e. at grocery stores, hardware stores, the State of Alaska, etc.

It has also been made very clear that the PPT is, in some fashion, being tied to the gas 
contract. This impacts even more jobs and opportunities -  for Alaskans and, to go 
beyond our borders, for other U. S. citizens. It has taken us too long to get to this point 
in history to jeopardize it now with a taxation rate that could result in a tax and cost rate 
higher than anywhere else in the United States. This gas line is our future and the 
future of our state. The monies it will generate will far outweigh those we might realize 
by the change in the tax rate that has been proposed by the House Resource 
Committee.

•M0 1 Business Park Boulevard. Hlilu N. Sic 20 •  Anclioiayc. AK W503-IS80 ■ *>07 502-I0.M .0 07  >02*5S7> fax
F-M ail: akw'jidstecli com ■ Website: www N\V I S-ak.com



Representative Kevin Meyer 
Representative Mike Chenault 
Co-Chairmen, House Finance Committee 
and Committee Members 

April 1, 2006 
PageTwo

I ask that as you deliberate over the next few days as to which changes you are going 
to retain prior to sending this Bill forward, you step back and consider J l  the 
ramifications of these decisions, particularly the impact on jobs, future development and 
the quality of life for this and the next generations of Alaskan citizens.

With the resistance of the U.S. Congress to the opening of ANWR, this is our next "big 
strike". As Senator Ted Stevens’ stated in his address to the Legislative body, it is a 
decision that will set the course of the State of Alaska for many years to come.

Respectfully yours,

-) ,

Mary E. Shields 
General Manager
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My Dnmo is Mike Kov,

I’ve winked will) HI* for over eleven years in various capacities including 
niiinernns roles in business development, sltnlegv. eeonomie evrdunlion nnd 
Ioiij! lerni planning. I he Inst lluee positions I’ve held in 111’ nre Hnsiness 
Development Manager in Alnskn. Planning Manager in HP's corpomtc 
hendi|u;irters in l.ondon nnd I'rojeel Manager in HP's (ilnhnl Mergers A:
Aeipiisilions I'eum. also in l.ondon.

I run currently on n leave o f absence from HP, representing myself and not 
(he company, and therefore free to speak with all the knowledge and 
perspective or someone from within the industry but without tiny of the 
associated limitations or constraints.

I here three tilings I would like to address in the lime I hnvcP'hwestineiil ( ^  .
by oil companies, risk/reward balance nnd relationship between oil^mtTgwix 
project*.

I el me start by saying that most oil companies, and all of the majors, use 
lived prices when making investment decisions nnd those prices have tended 
to be in the S?0-$30/hbl range. Within this price range is where the lav 
regime needs to look attractive relative to oilier places in the world in order 
to attract investment. What happens outside of this range is important, but 
largely immaterial when companies arc making investment decisions,

With that as background, the version of 11H-1SX as passed out of the 
Resources committee, creates a higher tav burden on industry through most 
o f the $.7H*VWbhl range than the current oil lav structure, lo attract 
investment, the lav rale in this range.only should be lowered from the ?(>"•> 
currently in the bill

At oil prices below $2(l/bhl. is where IIIMXX provides the greatest reduction 
in laves relative to the current oil lav structure ironically right when the Stale 
will need funds most. While some relief in this price range would k ' 
welcomed by the oil industry, the SialCavill uul gel lull credit tin providing 
reduced laves in this range which means the Stnle'Tspivingjiway value tin 
nothing in return. IIIMXX should include a provision which increase the 
regressive nature o f oil laves in the under $20/bhl range relative to wlial'ls~-- 
c 11rici' ftv in the bill but less regressive than the current oil lav structure. I liK 
is easv to do.

x
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I df nil prices nlmve $.ll)/bbl. in a range that increased laves will not impact 
investment o rllie  health of the underlying business, it is reasonable lot the 
Stale lo progressively share in revenues. IIIMXX implements a progressive.
or graduated, prolifMav structure, but it does not go as far as it could and 
still not impact investment-upd more importantly doesn't go far enough lo 
cover the Stale's oil price risk, IrKl'pel. as IIIMXX currently stands the Stale 
will lake in less lav revenues on nvcr?tp#Ul)en they currently do with the 
existing lax structure, lo  overcome this. IiTMXX. should include a more 
progressive lax structure which easily could be done'-by-dowering the oil 
price at which the graduated profits lax kicks in from S50/hlil to SW/libl. 

v
Willi i'egards lo risk/reward balance, oil companies understand this as well 
as anyom> and it is elcar in HIM. I where the Stale is taking on most o f the 
risks and not gelling compensated with a proportional share o f reward. I've 
already mentioned price risk, but the Stale would also be taking on cost risk 
and exploration risk aS-parl o f this bill Willi exploration in particular, the 
Stale is going lo liud it vc'ry ^expensive including investment lav credit on 
exploration with little in the wnjtoj benefit. I be Stale would do much better 
to eliminate the investment tax credit on exploration costs, thereby 
eliminating the Stale’s e\|'osure to IhisNisk. ami instead place a greater 
investment tax credit on heavy oil which mKmlready I'cen discovered in 
large <|uantilics. is close lo infrastructure and caiMxibrought on-line much 
ipiicker with a bit o f economic help.

fhe linal thing I would like lo say is around the relationship o f oil fiscal 
terms and a gas pipeline project. Mil fiscal terms have no bearing 
whatsoev er on the economics of a gas pipeline project I hey ate not telaled 
ill all accept through negotiation vvillr-thr-rnf iTTTlipanii v m ngim iug the y 
have nrr-npponontlV'TtoW to vitali leverage liu ncllcr niricniis lll.’llt 7fTITX̂

, usmMuUttcfvwwijrcU-t lil laves will not impact the viability of a gas pi|vline
project or the interest in the oil companies o f progressing a gas pipeline 
project,,, fhc-^rattmeevls-to-^itvp-lrmtinfr-rm** as-biiving m» impact nn the 

.p th rf  as it gives away value lor no reason Related to this, the legislate 
y should consider including only the oil lav terms in IIIMXX ami remove

/. gits related components arid ask that these lie included in the gas contract hw- ■ \ 1
\(  imt-tln oil turns., Ihere-aiv-eompunenlK-in them rhieh  Iwve-mucb more ol / 
ty ail alfect thim^pure-liix-eonsevpieiiees nmt fieCil tu be Coiisid'red in totality ' ./ '--3 ( '
(  with die reyMtf the gas crmtrnvi, No oil eonsiiltnnr will be able to help in Ibis ..
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Irrsmtunary. while I think there are better starting points lor amending the 
Stale’s oil TiScftUerms than ibis bill, if it is to he the basis lor a new system 
anieml'm nls should be made to make it slightly more regressive on Ibe low 
price side, implement a higher-graduated progressive lav on the high side, 
consider a tax incentive for viscousilikind most importantly consider oil lav 
legislation sepnralc from n gas pipeline'phvjcglnnd ensure oil lisenl terms 
are not included in a gas contract. Remember, lRr~oihcpmpanies want lo 
develop n gns project as inncli as lire Stale wants them lo. _

Than Lyon.
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T h a n k  y o u ,  M r .  C h a i r m a n ,  f o r  t h i s  o p p o r t u n i t y  t o  s p e a k  
t o d a y  o n  t h e  C o m m i t t e e  S u b s t i t u t e  t o  H B  4 8 8 .

M y  n a m e  is  J o a n n a  C a s e ll i ,  a n d  I h a v e  l iv e d  in  A la s k a  fo r  m o re  
t h a n  15  y e a rs .  I w e n t  to  c o lle g e  h e re , a n d  I a m  n o w  c a r v in g  o u t  
a  c a re e r  fo r  m y s e lf  h e re .  H a v in g  r e c e n t ly  m a r r ie d ,  I a ls o  w is h  
to  h a v e  c h i ld r e n  h e re ,  ra is e  th e m  h e re , a n d  g iv e  th e m  e v e ry  
o p p o r t u n i t y  to  s u c c e e d — t h a t  is , i f  th e  f u t u r e  o f  A la s k a ’s 
e c o n o m y  re m a in s  s t ro n g .

M y  l iv e l ih o o d  a n d  m y  h u s b a n d ’s— a n d ,  c o n s e q u e n t ly ,  t h a t  o f  
o u r  f u t u r e  fa m i ly — is  d i r e c t ly  l in k e d  to  th e  o i l  &  g a s  in d u s t r y .  
W e  w a n t  to  s ta y  h e re  a n d  c o n t in u e  to  be  p r o d u c t iv e  A la s k a n s ,  
b u t  w e  n e e d  to  k n o w  th e r e ’s a  f u t u r e  fo r  u s  h e re .

T h a t  s a id ,  w h a t  h a p p e n s  i f  t h is  h ig h e r  ta x  ra te  d o e s  h a v e  th e  
n e g a t iv e  im p a c t  o n  in v e s tm e n t  t h a t  o i l  p r o d u c e r s  a re  
p r e d ic t in g ?  M y  h u s b a n d  fa c e s  th e  v e ry  re a l p o s s ib i l i t y  o f  lo s in g  
lu c r a t iv e  c o n t r a c ts ,  o f  s e e in g  h is  b u s in e s s  d e c lin e .  L o s in g  
c o n t r a c t s  t r a n s la te s  in to  h a v in g  to  e l im in a te  p o s i t io n s — a n d  
th e  m e n  m y  h u s b a n d  w o r k s  w i t h  a re  s u p p o r t in g  fa m il ie s  a n d  
c a n  a b s o lu te ly  n o t  a f fo r d  to  lo s e  w o rk .  N o  o n e  c a n .

I f  th e  w o r k  o p p o r tu n i t ie s  a re  n o t  h e re  fo r  m y  h u s b a n d  a n d  I, 
w e  c e r ta in ly  w o n ’t s t ic k  a r o u n d  to  ra is e  a  f a m i ly  in  th a t  k in d  o f  
e n v ir o n m e n t ,  n o  m a t te r  h o w  m u c h  w e  lo v e  A la s k a .

H ig h e r  ta x e s  e q u a l le s s  in v e s t in g .  L e s s  in v e s t in g  m e a n s  fe w e r  
jo b  a n d  w o r k  o p p o r tu n it ie s .  P le a s e , p la y  y o u r  c a r d s  r ig h t .
T h e re  is  n o  ro o m  fo r  m is ta k e s  a t  t h is  p o k e r  ta b le .  T h e  ja c k p o t  
is  th e  f u t u r e  o f  t h is  s ta te .

T h a n k  y o u .

J o a n n a  C a s e ll i  
1 3 3 4 2  D ig g in s  D r. 
A n c h o ra g e ,  A K  9 3 5  15
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T h a n k  y o u  f o r  th is  o p p o r t u n i t y  t o  s p e a k  o n  t h e  C o m m i t t e e  S u b s t i t u t e  t o  H B 4 8 8 .  
M r .  C h a i rm a n ,  m y  n a m e  is H i l l a r y  M c In t o sh  a n d  I l i v e  in S o u th  A n c h o r a g e .  I am  
h e r e  t o  t e l l  y o u  h ow  y o u r  d e c i s i o n s  o n  th is  t a x  b i l l  w i l l  a f f e c t  m y  f a m i l y .  My 
h u s b a n d  a n d  I b o t h  d e r i v e  o u r  l i v e l i h o o d  f r o m  t h e  o i l  a n d  gas i n d u s t r y . . . r e a c h i n g  
f u r t h e r ,  s o  d o e s  m y  s i s t e r ,  b r o t h e r - i n - l a w ,  u n c l e  a n d  m a n y  f r i e n d s .  I a m  su r e  
th i s  is a c o m m o n  s t a t e m e n t  a m o n g  m o s t  A la s k an s .

E v e r y  p r o d u c e r ,  m a j o r s  a n d  i n d e p e n d e n t s ,  has  i n d i c a t e d  t h a t  h i g h e r  t a x e s  as 
p r o p o s e d  by  t h e  l e g i s l a t u r e  w i l l  r e s u l t  in l e ss  i n v e s tm e n t  in t h e  S l o p e .  W h a t  
d o e s  t h a t  m e a n  t o  m e ?  W h a t  d o e s  t h a t  m e a n  t o  m y  h u s b a n d ,  m y  f a m i l y  
m e m b e r s  a n d  f r i e n d s  t h a t  s u p p o r t  t h e  o i l  a n d  gas i n d u s t r y ?  I b e l i e v e  i t  m e a n s  
f e w e r  o p p o r t u n i t i e s  f o r  p r o f e s s i o n a l  g r o w t h ,  a f e a r  o f  j o b  i n s t a b i l i t y  a n d  a 
d i s t i n c t  d i s i n c e n t i v e  t o  s t a y  in A l a s k a .

S h o r t  t e r m  r e v e n u e s  f o r  g o v e r n m e n t  a r e  n o t  w o r t h  t h r o w i n g  a w a y  l o n g - t e rm  
i n v e s tm e n t  f o r  A l a s k a ’ s f u t u r e .  H ow  w i l l  th is  a l l  p a n  o u t  w h e n  m y  d a u g h t e r  
g r a d u a t e s  f r o m  c o l l e g e  in 2 0 2 7 ?  W i l l  sh e  w a n t  t o  s t a y  in A l a s k a ?  W i l l  t h e  o i l  
a n d  gas m a r k e t  b e  th r i v i n g  th en ?  I t m a y  n o t  b e  i f  y o u  o v e r s t e p  t h e  p r o d u c e r s '  
t h r e s h o l d .  D o n ' t  l e t  A l a s k a ’ s b igg e s t  e x p o r t  b e c o m e  i ts  c h i l d r e n .

Less  m o n e y  t o  i n v e s t  in t h e  m a j o r s ’ ow n  i n d u s t r y  w i l l  c e r t a i n l y  m e a n  less 
m o n e y  t o  i n v e s t  in A l a s k a ’ s c o m m u n i t i e s  as  w e l l .  B e tw e e n  m y  h u sb a nd  and  
m e ,  w e  s i t  o n  s e v e r a l  b o a r d s  a n d  a r e  i n v o l v e d  in m a n y  a r e a  n o n - p r o f i t  e n t i t i e s .  
In f a c t ,  I e v e n  w o r k  f o r  a n o n - p r o f i t .  T h e  o i l  i n d u s t r y ,  m a j o r s  a n d  t h e i r  
c o n t r a c t o r s ,  h a v e  b e e n  v e r y  g e n e r o u s  t o  t h e  n o n -D r o f i t  c o m m u n i t y  a n d  i t  w o u l d  
b e  d e t r i m e n t a l  i f  t h e i r  s u p p o r t  is r e d u c e d  d u e  t o  y o u r  i m p o r t a n t  d e c i s i o n s  on  
t h i s  t a x .  Less  i n v e s tm e n t  in o u r  c o m m u n i t i e s  m e a n s  l e s s  s u p p o r t  f o r  p r o g r a m s  
t h a t  I v a l u e  a n d  f e e l  A l a s k a ' s  c h i l d r e n  n e e d .

In t h e  e v e n t  t h a t  c o m m u n i t y  s u p p o r t  is r e d u c e d ,  w i l l  t h e  S t a t e  o f  A l a s ka  
s u b s i d i z e  t h e  d i f f e r e n c e ?  W h a t  p l a n  is in p l a c e  t o  m a n a g e  t h e s e  w i n d f a l l  
p r o f i t s ?

Y o u  c a n  s h a v e  a s h e e p  m a n y  t im e s ,  b u t  y o u  c an  o n l y  sk in  h im  o n c e .  I w a t c h  
g a v e l  t o  g a v e l ,  I r e a d  t h e  p a p e r s ,  I w a t c h  t h e  n e w s ,  I ' v e  r e a d  t h e  b i l l s  
t h e m s e l v e s . . . a n d  I t h in k  t h e  c h a n g e s  m a d e  t o  t h e  G o v e r n o r ’ s b i l l  h a v e  
d e s t r o y e d  t h e  d e l i c a t e  b a l a n c e  b e t w e e n  s t a t e  a n d  i n d u s t r y  n e e d e d  t o  e n s u r e  a 
h e a l t h y  e c o n o m y  an d  m u c h - n e e d e d  gas  l i n e .  L e t ’ s n o t  f o r g e t  t h a t  t w o  y e a r  o f  
n e g o t i a t i o n s  w e n t  i n t o  t h e  a g r e e m e n t .  I am  n o t  a s k in g  y o u  t o  " g i v e  i n "  t o  t h e  
p r o d u c e r s ’ e v e r y  w h im ,  b u t  I a m  a s k in g  y o u  t o  th i n k  a b o u t  t h e  n e g a t i v e  
e x t e r n a l i t i e s  y o u r  c h a n g e s  w i l l  c a u s e  a n d  h o w  A l a s k a ’ s f u t u r e  m a y  l o o k  in 10 ,  
2 0  o r  3 0  y e a r s .  Do n o t  s t r a y  t o o  f a r  f r o m  t h e  G o v e r n o r ’ s p r o p o s a l .  P l e a s e  d o  
n o t  j e o p a r d i z e  m y  f a m i l y ’ s f u t u r e  in A l a s k a .

H i l l a r y  M c In t o sh  
2 5 3 0  C l e o  A v e n u e  
A n c h o r a g e ,  AK 9 9 5 1 6







SIGNATURES AND RECOMMENDATION A m e n d

C o c h a ir

C o c h a ir : V

APR 2 2 2006
SENATE FINANCE COMMITTEE

REPORTED OUT

"An Act repealing the oil production tax and gas production tax and providing for a production tax on the net value of oil and gas; 
relating to the relationship of the production tax lo olher taxes; relating to the dates tax payments and surcharges are due under AS 
43.55; relating to interest on overpayments undor AS 43.55; relating to the treatment of oil and gas production tax in a producer's 
settlement with thu royalty owner; relating lo flared gas, and to oil and gas used in the operation of a lease or property, under AS 
43.55; relating to the prevailing value of oil or gas under AS 43.55; providing for tax credits against the tax due under AS 43.55 for 
certain expenditures, losses, and surcharges; relating to statements or other information required to be filed with or furnished to the 
Department of Revenue, and relating to the penalty for failure to file certain reports, under AS 43.55; relating to the powers of the 
Department of Revenue, and to the disclosure of certain information required to be furnished to the Depaitmont of Revenue, under 
AS 43.55; relating to criminal penalties for violating conditions governing access to and use of confidential information relating to tne 
oil and gas production tax; relating to the deposit of money collected by Ihe Department of Revenue under AS 43.55; relating to the 
calculation of the gross value at the point of production of oil or gas; relating to the determination of the net value of taxable oil and 
gas for purposes of a production tax on the net value of oil and gas; relating to the definitions of 'gas,' 'oil,' and certain other terms for 
purposes of AS 43.55; making conforming amendments; and providing for an effective date."

and recommends:
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F IS C A L  N O T E

STATE OF A L A S K A  Fiscal Note Number:
2006 L E G IS L A T IV E  SESSION Bill Version:

() Publish Date:

Revision Date/Time (Note if correction):____________________________ Dept. Affected;____________ Revenue
Title An Act Relating to the Production Tax on______________RDU Tax and Treasury
______________Oil and Gas______________________________________ Component Tax__________________
Sponsor Rules Committee__________________________________  _____________________
Requester Governor_________________________________________Component No. 2476

Expenditures/Revenues___________________________________ (Thousands of Dollars)
Note: Amounts do not include inflation unless otherwise noted b e l o w . _______________
OPERATING EXPENDITURES FY 2007 FY 2008 FY 2009 FY 2010 FY 2011 FY 2012
Personal Services
Travel
Contractual
Supplies
Equipment
Land & Structures
Grants & Claims
Miscellaneous [OH office, etc)

359.2 366.4 373.7 381.2 388.8 396.6

400.0 370.0
24.0

18.0 18.0 18.0 18.0 18.0 18.0
TOTAL OPERATING 801.2 754.4 391.7 399.2 406.8 414.6

ICAPITAL EXPENDITURES

CHANGE IN REVENUES ( ) \Seo analysis section

FUND SOURCE__________________________________________________ (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Prcgram Receipts 
1037 GF/Mental Health
Other (Specily Tvpe-Do not abbreviate)

801.2 754.4 391.7 399.2 406.8 414.6

TOTAL 801.2 754.4 391.7 399.2 406.8 414.6

CS for SB 305(FIN)

REPORTED OUT
APR 2 2 2006

SENATE fINATICE COMMITTEE

Estim ate of any current year (FY2006) cost: 275.0
Check this box (X) if funding for this bill is included in the Governor’s FY 2007 budget proposal: | 1

POSITIONS
Full-time 4 4 4 4 4 4
Part-time
Temporary

ANALYSIS: (Attach a separate page if nucossary)
Relative lo S ta tus Quo

This bill would amend the oil and gas production tax by basing the tax on the net value of the oil and gas. The net 
value is the wellhead value (net ol royalty) less all qualified lease expenditures, including capital and operating 
costs, property taxes. The net income would be subject to a 22.5% tax, less a credit of 25% which applies to 
capital costs upstream of the point ot production. There would also be a progressive surcharge based on .2% of 
one less the tax rate (22.5%) on the difference between actual the Alaska North Slope (ANS) oil price and S50 
applied to the gross value at the point of production There would be no surcharge when the ANS price was under 
S50. The surcharge would not be considered a deductible lease expenditure. There would be an additional 
allowance of 22.5% of the production tax value mullipliud by the quoliont of 5,000 divided by the average daily 
production, limited to $14 million annually, which sunsets in 2016. In .addition, as a transition provision, there woulc 
bo a 20% credit for capital costs Incurred over the period Apiil 1, 2001

Prepared by: Robynn Wilson, Michael Williams. Roger Marks, nnd Cheryl Nienhuis Phono 269-1019
Division Tax Division Dalo/Timo 4/23/06 7:00 PM

Approved by, Jerry Buinelt________________________________________________  Palo 4/24/2006
Agoncy Department of Revenue_______________________________________
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FISCAL NOTE

A N A LYS IS  CONTINUATION
through April 1 , 2006, which can be realized over the first 7 years following the effective date. However, credits in 
a given year are limited lo expenditures based on one-half the qualified capital expenditures incurred in that year.
It is estimated this would reduce revenues about $700 million total over that period. Finally, the conservation 
surcharge on oil is decreased from 2 cents/bbl to 1 cent/bbl, while the additional conservation surcharge on oil is 
increased from 3 cents to 5 cents. The net impact of this, assuming that the oil and hazardous substance release 
prevention account is at capacity, would be a 2 cent/bbl increase in revenues.

The bill would be elfective April 1, 2006.

Relative to Governors Bill

The Governor's bill had no progressive si rcharge. There was an deductible allowance of up to $73 million of net 
income per company per year. There was a transition provision where all qualified capital expenditures incurred 
between July 1, 2001 through July 1, 2006 would be deductible over six years, The 3 cem conservation surcharge 
on oil would have been a credit against the oil tax.

The bill would have been effective July 1, 2006.

The figures in the table below reflect the revenues that would be received from Ihe bill relative to the status quo 
under various prices. Columns 1-3 reflect the original fiscal note for the bill. Columns 4-5 reflect adjustments to 
the original fiscal note that correspond with net adjustments in state corporate income tax from changes in the 
severance tax, the recognition of the credit for the additional conservation surcharge on oil. the re-assessment of 
the number of full allowances fro- 7 company equivalents to nine, and minor model changes. Columns 6-8 reflect 
changes from converting from the Fall 2005 Department of Revenue Source Book data to Spring 2006. The 
volumes for the last quarter have been adjusted to reflect short-term production impacts resulting from the North 
Slope oil spill in March. Columns 9-11 reflect the Senate Resources CS. Columns 12-14 reflect the Senate 
Finance CS. The figures reflect North Slope activity; the impact on Cook Inlet is expected lo be modest. The 
status quo assumes the January 2005 ELF aggregation decision by Ihe Department of Revenue for Prudhoe Bay 
continues.

The cost assumptions are as follows:

- $ 100  mm/yr exploration
- $ 1 /bbl on-going capital on all barrels
- $3.50/bbl developmental capital on 2/3 of existing conventional oil
- $8/bbl developmental capital on 2/3 of existing heavy oil
• $3.50/bbi developmental capital on new conventional oil
• $8/bbl developmental capital on new heavy oil
• $3/bbl operating cost on conventional oil
- $5/bbl operating ccst on heavy oil

The table shows the 2006-2012 receipts trom the bill, sensitive to different oil prices. These include the 
Department ol Revenue forecast, a $40 price, and a $60 price. (Nolo that Ihe status quo numbers are slightly 
different from what is reflected in the Spring 2006 Revenue Sources Book because of volume adjustments from 
the oil spill, and because of some differences between what some taxpayers actually romit and what is ultimately 
expecled lo bo collected )

Operating expenditures include costs for 3 additional positions for auditors: 1 O & G Specialist (Range 23), 1 O &
G Revenue Auditor IV (Range 22), and l O T G  Rovonuc Auditor III (Range 20). Those positions would be used 
to fulfill additional audit responsibilities inhere nt in a not profits tax In addition, we request 1 additional position 
for a Tax Tech III (Range 14) to process additional information and lax returns that will be required, and additional 
credit applications anticipated Personal Services reflect a 2% yearly Increase.

Contractual expenditures include $100,000 a id $70,000 for programming in FY 07 and FY 08, respectively, and 
$300,000 in each ol FY 07 and FY 08 (or help in wntmg regulations. Supplies include computers nnd other r
supplios nocossary for now positions. a^ °  0  J

S T A T E  O F  A L A S K A  B IL L  NO . CS for SB 305 (FIN)
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F I S C A L  N O T E

S T A T E  O F  A L A S K A  B I L L  N O .  C S f o r S B  3 0 5  (FIN)

2 0 0 6  L E G I S L A T I V E  S E S S I O N

A N A L Y S IS  C O N T IN U A T IO N  (M IL L IO N S  O F  2005 D O L L A R S !

G O V E R N O R 'S  B IL L GOVERNOR’S BILL

O R IG IN A L  F I S C A L  N O T E WITH CORPORATE INCOME TAX

CONSERVATION SURCHARGE

NINE COMPANY ALLOWANCES

MINOR MODEL CHANGES

Co l. C e l. C o l. C o l. C o l.
1 2 3 4 5

F isca l D O R Statu s Q u o T ax  from G a in  from Tax  from G a in  from
Y ear Fo re ca st Tax Bill Bill Bill Bill

2006 na na na na na na
2007 S49.20 934 1,363 429 1,317 383
2008 $40.95 697 915 217 876 179
2009 $25.50 404 349 -55 320 -84
2010 $25.50 387 339 -48 310 -77
2011 $25.50 362 351 -1 1 319 -43
2012 $25.50 343 332 -10 300 -42

F isca l M ed ium Status Q u o Tax  from G a in  from T a x  from G a in  from
Year P r ice Tax Bill Bill BiH Bill

2006 na na na na na na
2007 $40.00 737 1,038 301 997 260
2008 $40.00 679 1,031 353 988 309
2009 $40.00 673 1,118 445 1,070 397
2010 $40.00 646 1,106 460 1,058 411
2011 $40.00 606 1,138 532 1,086 480
2012 $40.00 576 1,112 536 1,059 483

F isca l H ig h Statu s Q u o Tax  from G a in  from T ax  from G a in  from
Year Price T ax Bill Bill Bill Bill

2006 na na na na na na
2007 $60.00 1,165 1,938 773 1,879 714
2008 $60.00 1,069 1,917 848 1,855 786
2009 $60.00 1,042 2.007 965 1,939 897
2010 $60 00 1,003 1,992 989 1,923 921
2011 $60 00 941 2,051 1,110 1,977 1,036
2012 $60.00 896 2,014 1,117 1,939 1,043

P a g o  3  o f  5



F I S C A L  N O T E

A N A LYS IS  CONTINUATION  (M ILL IO N S OK 2 0 0 5  DO LLA RS ! 

G O V E R N O R 'S  B IL L
C H A N G E S  F R O M  F A L L  2005 F O R E C A S T  
T O  S P R IN G  2006 F O R E C A S T

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

2 0 0 6  L E G I S L A T I V E  S E S S I O N

B I L L  NO . CS for SB 305 (FIN)

Co l. C o l. C o l. C o l. C o l. Co l.
6 7 8 9 10 11

F isca l D O R Statu s Q u o Tax  from G a in  from Statu s Q u o T a x  from G a in  from
Year Fo reca st T a x Bill Bill T ax Bill Bill

2006 na na na na 262 658 396
2007 $53.60 989 1,514 526 989 2,379 1,390
2008 $46.90 759 1,136 377 759 1,766 1,006
2009 $25.50 355 302 -52 355 491 136
2010 $25.50 315 283 -32 315 451 136
2011 $25.50 281 291 10 281 445 164
2012 $25.50 271 291 20 271 439 168

F isca l M ed ium Statu s Q u o Tax  from G a in  from Statu s Q u o Tax  from G a in  from
Year Price Tax Bill Bill T ax Bill Bill

2006 na na na na 174 315 141
2007 $40.00 708 978 270 708 1,288 580
2008 $40.00 655 953 298 655 1,255 600
2009 $40.00 631 1,021 390 631 1,336 705
2010 $40.00 582 990 408 582 1.296 715
2011 $40.00 544 1,012 4G8 544 1,321 ;7 8
°0 12 $40.00 536 1,021 485 536 1,330 794

F isca l H igh Statu s Q u o T ax  from G a in  from Statu s Q u o Tax  from G a in  from
Year Price Tax Bill Bill T ax Bill Bill

2006 na na na na 275 693 418
2007 $60.00 1,120 1,840 720 1,120 2,834 1,715
2008 $60.00 1,032 1,786 754 1,032 2,759 1,728
2009 $60.00 978 1,848 871 978 2,839 1,861
2010 $60.00 901 1,800 899 901 2,772 1.871
2011 $60.00 842 1,841 999 842 2,824 1,982
2012 $60.00 831 1,861 1,029 831 2,848 2,017

IN C L U D E S  V O L U M E S .  P R IC E .  T A P S . M A R IN E , 
U P S T R E A M , W E L L S

S P R IN G  2006 V O L U M E S  F O R  T H F  L A S T  Q U A R T E R  O F  F Y  2006 
H A V E  B E E N  R E D U C E D  T O  R E F L E C T  S H O R T  T E R M  
A D J U S T M E N T S  F R O M  T H E  N O R T H  S L O P E  O IL  S P IL L

P a g o  4  o f  5



F I S C A L  N O T E

A N A LYS IS  CONTINUATION (M ILL IO N S OF 2 0 0 5  DO LLA RS ]

F IS C A L  N O T E  
S E N A T E  F IN A N C E  C S

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

2 0 0 6  L E G I S L A T I V E  S E S S I O N

Col. Co l. C o l.
12 13 14

F isca l D O R Statu s Q u o Tax  from G a in  from
Y ear Fo re ca st Tax Bill Bill

2006 $57.45 262 546 284
2007 $53.60 989 1,937 948
2008 $46.90 759 1,404 645
2009 $25.50 355 377 22
2010 $25.50 315 341 26
2011 $25.50 281 337 56
2012 $25.50 271 332 61

F isca l M ed ium Statu s Q u o T ax  from G a in  from
Year Price Tax Bill Bill

2006 $40.00 174 255 81
2007 $40.00 708 1,050 342
2008 $40.00 655 1,022 367
2009 $40.00 631 1,099 468
2010 $40.00 582 1,065 483
2011 $40.00 544 1,090 546
2012 $40.00 536 1,099 563

............................ :::::::::::::::::::: ::::::::::::::::::::::::::::::: I;;;;;;;;;;;;;;;:;;

F isca l High Statu s Q u o Tax  from G a in  from
Year Price Tax Bill Bill

2006 $60.00 275 580 305
2007 $60.00 1,120 2,382 1,262
2008 $60.00 1,032 2,317 1,285
2009 $60.00 978 2,393 1,415
2010 $60.00 901 2,334 1,433
2011 $60.00 842 2,384 1,542
2012 $60.00 831 2,409 1,578

B I L L  N O .  CS for SB 305 (FIN)

P a g o  5  o f



F IS C A L  N O T E

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

2 0 0 6  L E G I S L A T I V E  S E S S I O N

R e v is io n  D a t e /T im e  (N o te  if correction ):_____________________
Title R epea ling  the oil production tax and gas

Fiscal Note Number:

Bill Version:
(S) Publish Date:

Dept. Affected: 
'R D U

REPORTED OUT

m  ? i  ?oo6

SENATE FINANCE COMMITTEE
S B  305

2/21/06

Natural R e sources
R e sou rce  Developm ent

production tax etc. Com ponen t Oil & G a s  Developm ent
Spon sor
Requester

Ru les by R equest of Governor
Governor

E x p e n d i t u r e s /R e v e n u e s

_C o m p o n e n t  N o . 439

( T h o u s a n d s  o f  D o lla r s) ___________
Note: Amounts do not include inflation un less otherwise noted below .
O P E R A T IN G  E X P E N D I T U R E S FY  2007 FY  2008 FY  2009 FY  2010 FY  2011 FY  2012
Personal Serv ices 
Travel 
Contractual 
Supplies 
Equipment 
Land 8 Structures 
Grants & C la im s 
M isce llaneou s

?

T O T A L  O P E R A T IN G 0.0 0.0 0.0 0.0 0.0 0.0

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

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

F U N D  S O U R C E ____________________________________________________________________________________(Thou sand s of Dollars)
1002 Federal R eceip ts
1003 G F  Match
1004 G F
1005 G F /P rog ram  Receip ts 
1037 G F /M en ta l Health
Other (Specify Type--Do not abbreviate)

T O T A L 0.0 0.0 0.0 0.0 0.0 0.0

E s t im a te  o f an y  current ye a r  (FY2006) c o s t : 0.0
Mark th is b ox  (X) if fund ing  for th is bill is  in c lu d ed  In the G o v e rn o r 's  FY  2007 b udget p r op o sa l: 

P O S I T IO N S
Full-time
Part-time
Temporary

A N A L Y S IS : (Attach a separate pago it necessary)

T h e r e  is n o  an t ic ip a ted  fisca l im p a c t for D N R  a s s o c ia t e d  w ith im p lem en ta tion  of th is le g is la t ion .

Prepared by: Bill V anD yko , Acting Director____________________________________________________________  P h on e  907-269-8800
Division O il & G a s ___________________________________________________________________________________________  D a te /T im e  2/15/2006

Approved by: Michael Menqo, Commissioner________________________________  Dato 2/15/2006
Agency Natural Resources___________________________________________

|H«vwk) WB005OMB) P a g e  1 o f  1
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4 /1 S /06

CS FOR SENATE BILL NO. 305(FIN)

IN  THE LEG ISLATU R E  OF TH E STATE  OF A L A S K A

TW EN TY -FO U R TH  LEG ISLATU R E  - SECOND SESSION 

B Y  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

O ffered :
Referred :

Sp on so r /s ) : S E N A T E  R U L E S  C O M M I T T E E  B Y  R E Q U E S T  O F  T I I E  G O V E R N O R

A BILL

FOR AN ACT ENTITLED

"An Act repealing the oil production tax and the gas production tax and providing for a 

production tax on oil and gas; relating lo the calculation of the gross value at the point 

of production of oil and gas and lo the determination of the value of oil and gas for 

purposes of the production tax on oil and gas; providing for tax credits against the tax 

for certain expenditures and losses; relating to the relationship of the production tax on

6 || oil and gas to other taxes, to the dates those tax payments and surcharges are due, to

7 || interest on overpayments of the tax, and lo the treatment of the tax in a producer's

8 || settlement with the royalty owners; relating to Hared gas, and lo oil and gas used in the

9 I operation of a lease or property under the production tax; relating to the prevailing

10 | value of oil and gas under the production tax; relating to surcharges on oil; relating to

11 | statements or other information required to he filed with or furnished to (lie

Department of Revenue, to Ihe penalty for failure to file certain reports for the tax, to

CSS It 305(1' IN)
Nt-w T o s t  Unch'z l  i n e i i  'V E L h T R E  TE X T  ER AC KETED ]
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] |  t h e  p o w e r s  o f  t h e  D e p a r t m e n t  o f  R e v e n u e ,  a n d  t o  t h e  d i s c l o s u r e  o f  c e r t a i n  i n f o r m a t i o n  

r e q u i r e d  t o  h e  f u r n i s h e d  t o  t h e  D e p a r t m e n t  o f  R e v e n u e  a s  a p p l i c a b l e  l o  t h e

3  || a d m i n i s t r a t i o n  o f  t h e  t a x ;  r e l a t i n g  t o  c r i m i n a l  p e n a l t i e s  f o r  v i o l a t i n g  c o n d i t i o n s

4  || g o v e r n i n g  a c c e s s  t o  a r i d  u s e  o f  c o n f i d e n t i a l  i n f o r m a t i o n  r e l a t i n g  t o  t h e  t a x ,  a n d  t o  t h e  

:> ||  d e p o s i t  o f  t a x  m o n e y  c o l l e c t e d  b y  t h e  D e p a r t m e n t  o f  R e v e n u e ;  a m e n d i n g  t h e  d e f i n i t i o n s

6  | | o f  ' g a s , '  ' o i l , '  a n d  c e r t a i n  o t h e r  t e r m s  f o r  p u r p o s e s  o f  t h e  p r o d u c t i o n  t a x ,  a n d  a s  t h e

7  | | d e f i n i t i o n  o f  t h e  t e r m  ' g a s '  a p p l i e s  i n  t h e  A l a s k a  S t r a n d e d  G a s  D e v e l o p m e n t  A c t ,  a n d

8  || a d d i n g  f u r t h e r  d e f i n i t i o n s ;  m a k i n g  c o n f o r m i n g  a m e n d m e n t s ;  a n d  p r o v i d i n g  f o r  a n  

V  II e f f e c t i v e  d a t e . "

1 0  I  B E  I T  E N A C T E D  B Y  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A :

11

12

13

14

15

16

17

18

19

20

21
rn

23

2 4

2 5

26

27

28

* (Section 1. The uncodified law of the State of Alaska is amended by adding a new section 

to read:

INTENT OE SEC. 11 OF THIS ACT. It is the intent of the legislature through see. 11 

of this Act to confirm by clarification the long-standing interpretation of AS 43.55.020(f) by 

the Department of Revenue.

* Sec. 2. AS 43,05.230(0 is amended to read:

(0 A wilful violation of the provisions of this section or of a condition 

imposed under AS 43.55.040(1 )(B) is punishable by a fine of not more than $5,000. 

or by imprisonment for nol more than two years, or by both.

* See. 3. AS 43.20.031(e) is amended lo read:

(c) In computing the lax under this chapter, the taxpayer is not entitled to 

deduct any taxes based on or measured by net income. The taxpayer mav deduct the 

tax levied and paid under AS 43.55.

* See. 4. AS 43.20.072(h) is amended to read:

(b) A taxpayer's business income to be apportioned under this section to the

stale shall be the federal taxable income of the taxpayer's consolidated business lor the 

tax period, except that

(1) taxes based on or mcasuicd bv net income that are deducted in the
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determination of the federal taxable income shall be added back; the tax levied and 

paid under AS 43.55 may not he added hack:

(2) intangible drilling and development costs that are deducted as 

expenses under 26 U.S.C. 263(c) (Internal Revenue Code) in the determination of the 

federal taxable income shall be capitalized and depreciated as if the option to treat 

them as expenses under 26 U.S.C. 263(c) (Internal Revenue Code) had not been 

exercised;

(3) depletion deducted on the percentage depletion basis under 26 

U.S.C. 613 (Internal Revenue Code) in the determination of the federal taxable income

shall be recomputed and deducted on the cost depletion basis under 26 U.S.C. 612

(Internal Revenue Code); and

(4) depreciation shall be computed on the basis of 26 U.S.C. 167

(Internal Revenue Code) as that section read on June 30, 1981.

* Sec. 5. AS 43.55.011 is amended by adding new subsections to read:

(e) There is levied on the producer of oil or gas a tax lor all oil and gas 

produced each month from each lease or property in the stale, less any oil and gas the 

ownership or right to which is exempt from taxation or constitutes a lessor's royalty 

interest under an oil and gas lease. The tax is equal to 22.5 percent of the production 

tax value of the taxable oil and gas as calculated under AS 43.55.160.

(0 There is levied on the producer of oil or gas a tax for all oil and gas 

produced each month from each lease or property in the state the ownership or right to 

which constitutes a lessor’s royally interest under an oil and gas lease, except for oil 

and gas the ownership or right i > which is exempt from taxation. The provisions ol 

this subsection apply to a lessor’s royalty interest under an oil and gas lease as follows:

(1) the rate of tax levied on oil produced from a lease is equal to five 

percent of the gross value at the point of production of the oil;

(2) the rate of tax levied on gas produced from a lease is equal to 1.667 

percent of the gross value at the point of production of the gas;

(3) if the department dele-mines that, for purposes of reducing the 

producer's tax liability under (1) or (2) of this subsection, the producer has received or 

will receive consideration from the lessor offsetting all or a part of the producer's
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royalty obligation, other than a deduction under AS 43.55.020(d) of the amount of a 

tax paid,

(A) notwithstanding (1) of liiis subsection, the tax is equal to

22.5 percent of the gross value at the point of production of the oil; and

(B) notwithstanding (2) of iliis subsection, the tax is equal to

7.5 percent of the gross value at the point of production of the gas.

(g) In addition to the taxes levied under (e) and (f) of this section, during each 

month for which the price index determined under (h) of this section is greater than 

zero, there is levied on the producer of oil or gas a tax for all oil and gas produced 

during that month from each lease or properly in the state, less any oil and gas the 

ownership or right to which is exempt from taxation or constitutes a lessor's royalty 

interest under an oil and gas lease. The tax levied under this subsection is equal to 1/10 

of one percent of the production tax value of the taxable oil and gas as calculated 

under AS 43,55.160, multiplied by ihe price index determined under (h) of this 

section.

Mi) For purposes of (g) of this section, the price index for a month is calculated 

by subtracting 45 from the number that is equal to the quotient of the production tax 

value of the taxable oil and gas produced during that month, as calculated under 

AS 43.55.160, divided by the number of barrels of oil equivalent of that oil and gas. 

For purposes ol this subsection, a banel of oil equivalent is a barrel of oil, in the case 

of oil, or 6,000 cubic feet of gas, in the case of gas.

* Sec. 6. AS 43.55.017(a) is amended lo read:

(a) Except as provided in this chapter, the taxes imposed by this chapter arc in 

place of all taxes now imposed by the state or any of its municipalities, and neither Ihe 

state nor a municipality may impose a tax on I UPON |

(1) producing oil or gas leases:

(2) oil or gas produced or extracted in the state;

(3) the value of intangible drilling and development costs, as 

described in 20 U.S.C'. 26. (Internal Revenue Code), as amended through 

.hum an 1. 1974 (EXPLORATION EXPENSES].

See. 7. AS 43.55.020(a) is repealed and reenacted to read:
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(a) Ninety-five percent of the total tax levied under AS 43.55.011(e) - (g), net 

of any credits applied under this chapter, is due on the last day of each calendar month 

on oil and gas produced front each lease or property during the preceding month. The 

remaining portion of the lax levied under AS 43.55.011(e) - (g), net of any credits 

applied under this chapter, is due on March 31 of the year following the calendar ycai 

during which the oil and gas were produced. An unpaid amount of tax that is not paid 

when due in accordance with this subsection becomes delinquent. An overpayment of 

tax with respect to a month may be applied against the tax due for any later month. 

Notwithstanding any contrary provision of AS 43.05.280, interest on an overpayment 

is allowed only from a da'c that is 90 days after the later of

(1) the Marcn 31 described in this subsection; or

(2) the date that the statement required under AS 43.55.030(a) and (e)

to be filed on or before that March 31 is filed. Interest is not allowed if the

overpayment was refunded within the 90-day period.

* Sec. S. AS 43.55.020(b) is amended to read:

(b) The production tax on oil and [OR] gas shall be paid by or on behalf of the 

producer.

: Sec. 9. AS 43.55.020(d) is amended to read:

(d) In making settlement with the royalty owner for oil and »as that is 

taxable under AS 43.55.011, the producer may deduct the amount of the tax paid on 

taxable royalty oil and [OR] gas, or may deduct taxable royalty oil or gas equivalent 

in value at the time the tax becomes due to the amount of the tax paid. 1 nless 

otherwise anreed between the producer and the rovaltv owner, the amount of the 

tax paid under AS 43.55.011(e) on taxable royalty oil and i»as for a month other 

than oil and uas the* ownership or riiihl to which constitutes a lessor's rovaltv

interest under an oil and gas lease >s lonsidered lo be the cross value at the point

of production of the taxable rovaltv oil and gas produced during the month 

multiplied bv a figure that is a Quotient, in which

(I the numerator is the producer's total tax li.inilitv under 

AS 43.55.01 lie) for the month of production: and

(2) the denominator is the total gross value at the point of
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production of the oil and gas taxable under AS 43.55.011(e) produced by the 

producer from all leases and properties in Hie state during the month.

* Sec. 10. AS 43.55.020(c) is repealed and reenacted to read:

(e) Gas flared, released, or allowed lo escape in excess of ihe amount 

authorized by the Alaska Oil and Gas Conservation Commission is considered, for the 

puipose of AS 43.55.011 - 43.55.170, as gas produced from a lease or property. Oil or 

gas used in the operation of a lease or property m the state in drilling for or producing 

oil or gas, or for rcpressuring, except lo the extent determined by the Alaska Oil and 

Gas Conservation Commission to be waste, is not considered, for the puqiose of 

AS 43.55.011 - 43.55.170, as oil or gas produced from a lease or property.

* Sec. 11. AS 43.55.020(f) is amended to read:

(f) If oil or gas is produced but not sold, or if oil or gas is produced and 

sold under circumstances where the sale price docs not represent the prevailing value 

for oil or gas of like kind, character, or quality in the field or area from which the 

product is produced, the department may require the tax to be paid upon the basis of 

the value of oil or gas of the same kind, quality, and character prevailing fur that Held 

or area during the calendar month of production or sale [FOR THAT FIELD OR 

AREA].

Sec. 12. AS 43.55 is amended by adding a new section to read:

Sec. 43.55.024. Tax credits for certain losses and expenditures, (a) A 

producer or explorer may take a tax credit for a qualified capital expenditure as 

follows:

(I) notwithstanding that a qualified capital expenditure may be a 

deductible lease expenditure for purposes of calculating the production lax value of oil 

and gas under AS 43.55.160(a), unless a credit for that expenditure is taken under 

AS 38.05.180(1) AS 41.09.010, AS 43.20.043. or AS 43.55.025.

(A) a producer or explorer that incurs a qualified capital 

expenditure may also elect to take a tax credit against a tax due under 

AS 43.55.01 bci in the amount of 25 percent of that expenditure;

(B) for a calendar ye n lot which the producer makes an 

election under AS 43.55.100(f), instead ol taking a lax credit at a rate
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J.Vi.' JV xt Vriilei : i r . n l  fr±ri,S7£T TEXT HRACKCTED]

WORK DRAFT WORK DRAFT 24-GS2052VP



authorized by (A) of this paragraph as to each separate qualified capital 

expenditure after it has been incurred, a producer that incurs a qualified capital 

expenditure during that year and that wishes to apply a credit based on that 

expenditure against a tax due under AS 43.55.011(e) shall calculate and apply 

every month an annualized tax credit in an amount equal to 2 1/12 percent of 

the total qualified capital expenditures incurred during that year and for which 

the tax credit is taken for that year;

(2) a producer or explorer may take a credit for a qualified capital 

expenditure incurred in connection with geological or geophysical exploration or in 

connection with an exploration well only if the producer or explorer provides to the 

department, as part of the statement required under AS 43.55.030(a) for the month for 

which the credit is sought to be taken, the producer's or explorer's written agreement

(A) to notify the Department of Natural Resources, within 30 

days after completion of Ihe geological or geophysical data processing or 

completion of the well, or within 30 days after the statement is filed, whichever 

is the latest, of the date of completion and to submit a report to that department 

describing the processing sequence and provide a list of data sets available;

(Pi to provide to the Department of Natural Resources, within 

30 days after the date of t request, specific data sets, ancillary data, and reports 

identified in (A) of this paragraph;

(C) that, notwithstanding any provision of AS 3S. the 

Department of Natural Resources shall hold confidential the information 

provided to that department under this paragraph for 10 years following the 

completion date, after which the department shall publicly release the 

information after 30 days' public notice.

(h) A producer or explorer may elect to lake a tax credit in the amount of 22,5 

percent of a carried-forward annual loss. A credit under this subsection may be applied 

against a tax due under AS 43.55.011(e) and may be applied irrespective of whether 

the producer or explorer also claims a credit for transitional investment expenditures 

authorized by (i) of this section. For purposes of this subsection, a carricd-forward 

annual loss is the amount of a producer's or explorer's adjusted lease expenditures
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under AS 43,55.160 for a previous calendar year that was not deductible in any month 

under AS 43.55.160(a) and (b).

(c) A credit or portion of a credit under this section may not be used to reduce

a person's tax liability under AS 43.55.011(e) for any month below zero, and any

unused credit or portion of a credit not used under this subsection may be applied in a 

later month.

(d) Except as limited by (i) of this section, a person entitled to take a tax credit

under this section that wishes to transfer the unused credit lo another person may

apply to the department for a transferable tax credit certificate. An application under 

this subsection must be on a form prescribed by the department and must include 

supporting information and documentation that the department reasonably requires. 

The department shall grant or deny an application, or grant an application as to a lesser 

amount than that claimed and deny it as to the excess, not later than 60 days after the 

latest of (1) March 31 ot the year following the calendar year in which the qualified 

capital expenditure or carricd-forward annual loss for which the credit is claimed was 

incurred; (2) if the applicant is required under AS 43.55.030(a) and (e) to file a 

statement on or before March 31 of the. year following the calendar year in which the 

qualified capital expenditures or carricd-forward annual loss for which the credit was 

incurred, the date the statement was filed; or (3) the date the application was received 

by the department. If. based on the information then available to it. the department is 

reasonably satisfied that the applicant is entitled to a credit, the department shall issue 

the applicant a transferable tax credit certificate for the amount of the credit. A 

certificate issued under this subsection does not expire.

(e) A person to which a transferable tax credit certificate is issued under (d) of 

this section may transfer the certificate to another person, and a transferee may further 

transfer the certificate. Subject to the limitations set out in (a) - (c) of this section, and 

notwithstanding any action the department may take with respect to the applicant 

under (I I of this section, the owner of a certificate may apply the credit or a portion of 

the credit shown on the certificate only against a tax due under AS 43.55.011(e). 

However, a credit shown on a transferable tax credit certificate may not be applied to 

reduce a transferee's total tax due under AS 43.55.011(e) on oil and gas produced
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