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E s t i m a t e d  M a r g i n a l  G o v e r n m e n t  S h a r e  

a t  V a r i o u s  W e s t  C o a s t  A N S  P r i c e  L e v e l s

( F Y  2 0 0 8 - 2 0 1 4 )
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E s t i m a t e d  A v e r a g e  E f f e c t i v e  T a x  R a t e ,  G o v e r n m e n t  S h a r e s  a n d  

R e v e n u e  I m p a c t s  a t  V a r i o u s  W e s t  C o a s t  A N S  P r i c e  L e v e l s

( F Y  2 0 0 8 - 2 0 1 4 )  w

Average ANS West Coast Price in Roal 2008 Dollars: $40.00 $60.00 $80.00 $100.00 $120.00 $140.00 $160.00

Effective Tax Rate on Gross Taxable Value (Percent) 
P P T 4.0% 9.6% 15.6% 21.3% 26.7% 31.8% 36.0%

P P T  Expected 11.6% 17.7% 24.4% 30.6% 36.5% 41.8% 43.6%

S B  2001 8.9% 14.0% 19.1% 23.9% 28.5% 32.8% 37.0%

Senate Ju d ic ia ry  CS 6.8% 14,9% 23.6% 31.8% 37.1% 38.7% 39.6%

House Bill 6.8% 14.6% 23.1% 31.2% 36.4% 38.2% 39.4%

Total Government Share o f Net Cash (Percent)
P P T 60.9% 60.3% 62.4% 64.9% 67.4% 69.9% 71.9%

P P T  Expected 60.4% 61.5% 64.2% 66.9% 69.7% 72.2% 72.9%

S B  2001 65,3% 63.5% 64.7% 66.5% 68.5% 70.5% 72.6%

S cm to  Ju d ic ia ry  CS -63.4% 64.1% 67.7% 71.5% 73.9% 74.1% 74.1%

House Bill 63.4% 64.0% 67.5% 71.2% 73.4% 73.8% 74.0%

Marginal Government Share o f Net Cash (Percent)
P P T 53.8% 63.4% 70.1% 75.2% 80.4% 85.5% 80.6%

P P T  Expected 60.2% 68.0% 73.5% 79.1% 84.7% 81.9% 73.0%

S B  2001 57.4% 64.8% 70.0% 74.5% 78.8% 83.0% 85.0%

Senate Ju d ic ia ry  CS 58.7% 70.7% 79.5% 87.7% 79.4% 74.1% 74.1%

House Bill 58.1% 70.5% 79.0% 67.0% 79.2% 75 0% 74.9%

Annual Average Tax Difference Abovc/(Bclow) PPT (Nominal SM) 
P P T  Expected 

S B  2001

Senate Jud ic ia ry  CS

House Bill

$622 $1,036 $1,545 $2,062 $2,651 $3,153 $2,776

$402 $566 $611 $573 $484 $309 $372

$230 $673 $1,394 $2,320 $2,796 $2,158 $1,305

$229 $644 S1.329 $2,204 $2,614 $2,000 $1,238

N o t e :  V o l u m e s  p e r  c u r r e n t  F a l l  2007 D O R  F o r e c a s t s .
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A v e r a g e  E f f e c t i v e  T a x  R a t e ,  G o v e r n m e n t  S h a r e s  a n d  g  ?

m p a c t s  a t  V a r i o u s  W e a t  C o a s t  A N S  P r i c e  L e v e l s

Average ANS West Coast Pnco in Real 2008 Dollars: 840.00 860.00 S80 00 S100.00 S 120.00 8140.00 8160.00

Effective Tax Rate on Gross Taxable Value (Percent) 
P P T 4.0% 9.6% 15.6% 21.3% 26.7% 31.8% 36.0%

P P T  Expected 11.6% 17.7% 24.4% 30.6% 36.5% 41.8% 43.6%

S B  2001 8.9% 14.0% 19.1% 23.9% 28.5% 32.0% 37.0%

Senate Jud ic ia ry  CS 6.8% 14.9% 23.6% 31.8% 37.1% 38.7% 39.6%

M o u s e  B i l l 0 . 8 ' , ' . . 1 4 . 6 ' . , 2 3 . 1 % 3 1 . 2 % 3 6 . 4 % 3 0 . 2 % 3 9 . 4 %

Total Government Share o f Not Cash (Percent)
P P T

P P T  Expected 

S B  2001

Senate  Jud ic ia ry  CS

l l o t i b u  B i l l

Marginal Government Share o f Net Cash (Percent)
P P T

P P T  Expected 

SB  2001

Senate Ju d ic ia ry  CS

M u  u s e  B i l l

Annual Average Tax Difference Above/(Bolow) PPT (Nominal $M) 
P P T  Expected 

S B  2001

Senate Jud ic ia ry  CS

H i j u s c  B i l l

N o te :  V o l u m e s  p e r  c u r r e n t  F a l l  2007 D O R  F o r e c a s t s .

60.9% 60.3% 62.4% 64.9% 67.4% 69.9% 71.9%

60.4% 61.5% 64.2% 66.9% 69.7% 72.2% 72.9%

65.3% 63.5% 64.7% 66.57o 68.5% 70.5% 72.6%
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53.8% 63.4% 70.1% 75.2% 80.4% 85.5% 80.6%

60.2% 68.0% 73.5% 79.1% 84.7% 81.9% 73.0%

57.4% 64.8% 70.0% 74.5% 78.8% 83.0% 85.0%

58.7% 70.7% 79.5% 87.7% 79.4% 74.1% 74.1%

5R.T.' 70.5V 79.0V 07,0 , 7!' 2 75.0 74 9

$622 $1,036 $1,545 $2,062 $2,651 $3,153 $2,776

$402 $566 $611 $578 $484 $309 $372

$230 $673 $1,394 $2,320 S2.796 $2,158 $1,305

$22') $7>'|4 .  1 1 5.2,611 5V ,ll0 li v1,238

;

lii"

e c o n



L F D -

T a * " R w e s



T a x  R a t e s  i n  V a r i o u s  V e r s i o n s  o f

S B  2 0 0 1

N o v e m b e r  1 2 ,  2 0 0 7

David Teal

L e g i s l a t i v e  F i n a n c e  D i v i s i o n 1



M a j o r  P r o v i s i o n s  o f  a  T a x  S y s t e m

1 .  T a x a b l e  R e v e n u e  ( G r o s s  o r  N e t )

2 .  B a s e  R a t e

3 .  S u r c h a r g e  ( P r o g r e s s i v e  R a t e )

4 .  T r i g g e r  P o i n t  f o r  S u r c h a r g e

5 .  M a x i m u m  R a t e

Legislative Finance Division 2



A l l  T a x  S y s t e m s  D i s c u s s e d  a r e  B a s e d  o n  N e t  C a s h  F l o w

Base Tr igger Rate Trigger Rate Trigger Rate Trigger Rate Max imum

P P T 22.5% S 40 0.25% 47.5%

A C E S 25.0% S 30 0.20% 50.0%

S e n  J u d 25.0% S 30 0.40% 50.0%

H o u s e 25.0% $ 30 0/)0% 50.0%

S e n  F i n 22.5% S 30 0.60% S 30 0.50% S 50 0.35% S 70 0.10% 75.0%

Legislative Finance Division 3



C o m p a r i n g  t h e  T a x  S y s t e m s

1 .  I n c r e a s e  i n  R e v e n u e  ( r e l a t i v e  t o  P P T )

2 .  T o t a l  R e v e n u e

3 .  G o v e r n m e n t  S h a r e

L e g i s l a t i v e  F i n a n c e  D i v i s i o n 4



T h i n g s  t o  R e m e m b e r

•  F o c u s  o n  c u r v e  s h a p e  a n d  l o c a t i o n — p r o j e c t i o n s  

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

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

p r e d i c t e d  a c c u r a t e l y .

•  P r o j e c t i o n s  a r e  b a s e d  o n  t h e  F a l l  2 0 0 7  R e v e n u e  

F o r e c a s t ,  b u t  e v e n  i f  t h e  v a r i a b l e s — p r o d u c t i o n  

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

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

t e r m s .

Legislative Finance Division 5
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I n c r e a s e s  in  T o t a l  S t a t e  R e v e n u e  U n d e r  V a r i o u s  P r o d u c t i o n  T a x  S y s t e m s

Market P rice  o f Oil (S/bbl)

L e g i s l a t i v e  F i n a n c e  D i v i s i o n 6
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I n c r e a s e s  in  T o t a l  S ta te  R e v e n u e  U n d e r  V a r io u s  P r o d u c t io n  T a x  S y s t e m s

L e g i s l a t i v e  F i n a n c e  D i v i s i o n 7
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I n c r e a s e s  in  T o t a l  S t a t e  R e v e n u e  U n d e r  V a r i o u s  P r o d u c t i o n  T a x  S y s t e m s

L e g i s l a t i v e  F i n a n c e  D i v i s i o n



T o t a l  S t a t e  R e v e n u e  U n d e r  V a r i o u s  S c e n a r i o s

Market Pr ice of O il ($ per bbl)

L e g i s l a t i v e  F i n a n c e  D i v i s i o n  9
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Market Price of Oil (S per bbl)

T o t a l  S ta te  R e v e n u e  U n d e r  V a r i o u s  S c e n a r i o s

 • --------------------------------

i —«—  p p r

—A— A C E S  B a s e = 2 5 %  S u r c h a r g e s 2 0 %  T r i g g e r = $ 3 0

— H —  S J u d  B a s e = 2 5 %  S u r c h a r g e = . 4 %  T r i g g e r - S 3 0  

— o —  H o u s e  B a s e = 2 5 %  N e t  S u r c h a r g e s 4  T r i g g e r = S 3 0
1

— S F i n  B a s e = 2 2 . 5 %  N e t  S u r c h a r g e s 6 , . 5 ,  . 3 5 ,  .1  
T r i g g e r = 3 0 ,  5 0 ,  7 0 ,  9 0

L e g i s l a t i v e  F i n a n c e  D i v i s i o n 1 0



G o v e r n m e n t  S h a r e  o f  R e v e n u e  U n d e r  V a r i o u s  S c e n a r i o s

8 0 %

Legislative Finance Division

- A C E S  B a s e = 2 5 %  S u r c h a r g e s 2 0 %  T r i g g e r = S 3 0

-  S  J u d  B a s e = 2 5 %  S u r c h a r g e s 4 %  T r i g g e r = $ 3 0

- H o u s e  B a s o = 2 5 %  N e l S u r c h a r g e s ' !  T r i c j g e r = $ 3 0

• S F i r i  B a s e = 2 2 . 5 %  N e t  S u r c h a r g o s 6 ,  . 5 ,  . 3 5 ,  .1  
T r i g g e r = 3 0 ,  5 0 .  7 0 ,  9 0

10 .IS 40 4*. 40 44 I') r,1 M lb 43 Mi 49 64 10 10 11) 1I*> V  V H 11 14 14

M a r k e t  P r i c e  o f  O i l  ( S  p e r  b b l )





F I S C A L  N O T E

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

2008 L E G I S L A T I V E  S E S S IO N

CSHB2001(FIM),lin-DQR-TAX-1MZ-07Identifier 'file name):
Title An Act relating to the production lax on oil and pas..

Dept. Affected:
[RDU
Component Tax Division

F isca l N o te  N u m b er:

Bill V ersion :

() P u b lish  D ale :

C S H B 2 0 0 1 (F IN )a m

Revenue 04
Taxation and Treasury

Sponsor
Requester

Governor
Senate Finance

E xp e n d itu re s/R e ve n u e s

 Component Number

(Thousands of Dollars)

2470

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

Required Information
OPERATING EXPEN DITURE? FY 2009 FY  2009 FY 2010 FY  / 011 FY 2012 FY 2013 FY 2014

Personal Services 
Travel 
Contractual 
Supplies 
Equipment 
Land & Structures 
Grants & Claims 
Miscellaneous

915.7 915.7 I ’ 5.7 915.7 915.7 915.7

1.018.4 1,016.4 1.018.4 511.8 5.2 5.2

TO TAL OPERATING 1,934.1 1,934.1 1,934.1 1,427.5 920.9 920.9

CAPITAL EXPEN D ITU RES 1 1 1

ICHAN GEIN  REVEN U ES ( 1 1

FUND SO URCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF 1,934.1 1,934.1 1,934.1 1,427.5 920.9 920.9
1005 GF/Program Receipts
1037 GF/Menlal Health
Olher Interagency Receipts

TOTAL 1,934.1 1,934.1 1,934.1 1,427.5 920.9 920.9

Estimate of any current year (FY2008) cost: 3.409.2

POSITIONS
Full time 5 5 5 5 5 5 5

Part tune
Temporary

AN ALYSIS : (Allncli a sopuralo pago if oocussa
Tins bill makes economic and several administrative changes to tlio slate's current petroleum profits lax. The bill retains tho current lax 
system's structure, which taxes tlio net value of petroloum resources.

This fiscal note shows operating and capital expenses rofnti.nl to tlio clmngo in repotting and administering tho tax

Prepared by Johanna Bales, Roger Marks. Cherio Nienhuis Phono 2G9-6G28
Division Tax Division Datu/Timo 11/12/07 1 00 PM

Approved by: Jerry Burnett Date 11/12/2007
D e p a r tm e n t of R e v e n u e

Mi,, ... I ij i'i . uni'll P a g o  1 of 1



F I S C A L  N O T E

A N A L Y S IS  CO N TIN U ATIO N

Administrative changes to the current tax system include the following; requires taxpayers to provide cost projections to 
allow the slate to better forecast slate revenues and pursue changes in reported costs; authorizes public reporting of 
some cost data; authorizes a short-term audit program; and designates an exempt class of oil and gas audit masters.

Personal Serv ices: The department will create 4 senior lovel auditor master positions in the exempt service with 
extensive industry oil and gas auditing experience. Those positions will be classified as the Depailment's most senior level 
auditor positions and will have salaries that are consistent with market comparables beyond the cunent salary levels 
allowed under the existing Oil and Gas Revenue Auditor (OGRA) pay classification system. The need for exempt status is 
based upon the difficulties the department has recruiting experienced auditors lo administer the tax. Tho department 
estimates the new exempt positions will cost the slate approximately S800.000 annually. Tire bill also requires the 
Department of Administration to create a new class and pay system for Oil and Gas revenue auditors. We have no basis 
on which to estimate additional costs arising under this pay plan and these costs will bo presented lo the legislature in a 
future budget. In addition to the costs for auditors, the department expects that it will need one additional Programmer 
Analyst V position to maintain and manage the new oil and gas production tax database system at a cost of 5115,700 
annually.

Contractual: Contractual expenditures include 51,013,200 annually lo contract for audit assistance. This estimate is 
based on 3 auditors, working -10 hours per week each, for 4 years starting in January 2008 at an average rale of 5100 per 
hour, plus estimated transportation and lodging cosls, and additional costs for training auditors. The need for such 
assistance is based upon the department's substantial difficulty in recruiting enough auditors lo administer the oil and gas 
production tax. Tho department only anticipates the need for contract audit assistance for 4 years while the department 
recruits and trains auditors for positions that are currently vacant. Tho contract auditors would work in conjunction with 
department auditors during this time to maximize department resources and help train department auditors. The 
department will also need an additional 55,200 each year In contractual costs associated with the now Analyst 
Programmer V position.

Current FY2008 costs: The department expects it will incur cosls beginning January 200B lo immediately implement the 
new production lax structure. Those cosls include Contractual - 52,620,800 capital funding lo fund the scoping and 
development of an ml and gas production lax database system (including associated hardware) and 5506,600 to contract 
for audit assistance (as described above). Tho new database system will permit accurate and efficient management of 
information submitted by taxpayers to facilitate auditing and forecasting of revenues, and timely and accurate reports for 
internal and public uses. I lie proposed system will accommodate tho migration of E LF  based data and continue to collect 
supplemental data (rom producers ori volumes, wells and production. Tho system will include income based data, 
including tracking credits, required under PPT  and upon winch the A CES lax structure is based. The system will also 
integrate into the division's accounting systems. Personal Services - 5216,000 Irom the period January 1, 2008 through 
June 30, 2008 duo lo creating an exempt cl iss ot oil and gas revenue audilois and increasing pay lo more closely reflect 
what (ho market in Alaska pays for roughly similar positions. In addition, wo will recruit far the Analyst Programmer V ami 
bring that person on boaid lo participate in the database scoping meetings We estimate F Y 2000 costs for this position 
to ho approximately 557,800 Supplies • 56,000 for a computet and software for the new analyst prugammei V position.

Revenue changes will bo shown in another fiscal note.

S T A T E  O F  A L A S K A  B I L L  N O . CSHB2001(FIN )am

2008 L E G I S L A T I V E  S E S S IO N

PefjQ 2 u1 2



F I S C A L  N O T E

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

2008 L E G I S L A T I V E  S E S S IO N

CSHU2001(riM).im DOR REV-11-12-07Identifier (file name):
Title An Act relating lo the production lax on oil and gas..

F isca l N o te  N u m b er:

Bill V e rsio n :

() P u b iis li D a te :

Dept. Affected: 
'RDU

C S H B 2 0 0 1 (F IN )am

Revenue 04

Component Tax Division
Taxation and Treasury

Sponsor
Requosler

Governor
Scnalo Finance

Exp e n d itu res/R e ven u es

 Component Number

(Thousands of Dollars)

2476

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

Required Information
OPERATING EXPEN DITURE FY  2009 FY 2009 FY 2010 FY 2011 FY 2012 FY 2013 FY 2014

Personal Services 
Travel 
Contractual 
Supplies 
Equipment 
Land & Structures 
Grants & Claims 
Miscellaneous

TO TAL OPERATING

ICAPITAL EXPEN D ITU RES I I I I

ICHANGE IN REVEN U ES ( 1,008,740 | 778,522 | 782,003 794,462 | 809,402 | 590,048 |

FUND SO URCE (Thousands of Dollars)

1002 Federal Receipts
1003 GF Match
1004 GF
100F GF/Program Receipts 
1037 GF/Monlal Health 
Other Interagency Receipts

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

Estimate of any current year (FY2008) cost 

POSITIONS
Full-time'
Part-time
Temporary

[AN ALYSIS: pV.Vcii a zoparoto pago il/ivcossr

This fiscal note shows changes in revenues resulting from this legislation; operating and capital costs pertaining to tho Department of 
Revenue for tho Implementation of this legislation aro shown on a separato fiscal nolo.

This bill makes several economic chango3  lo tho state's current petroleum profits tax. Although the bill retains tho current tax system's 
structure, which taxes tho net value ot polroloum resources, the changes it makes am as follows: tho base tax rate is raised from 22.5% 
lo 25%; tho progressive surcharge is raised to an index of .4% per dollar multiplied by tho net value that exceeds $30 per barrel with a 
ceiling of 25%; lire cosls for transportation aro set at tho lower of actual or reasonable cosls, legacy fields, instead of being allowed lo 
deduct actual operating costs, must substitute a standard deduction based on 2C0G operating costs (inflated ot 3% per year), the 
transition investment expenditure credit is eliminated, uxcepl to tho extent that transition credits earned from April 1, 2006 lo December 
31,2007 can bo carried forward to offset a future tax liability; and EIC credits am increased from 20% to 3010,

Prepared by. Johanna Bales, Roger Marks, Cheno Nn.nlniis__________________________________ Phone 269-G62B_____________________
Division Tax Division   Dale/Time 11/12/2007 2.30PM_________

A p p ro v ed  by . J e r ry  B u rn e tt______________________________________________________________________________ D a te  1 1 /1 2 /2 0 0 7 __________________
D e p a r tm e n t o t R e v e n u e  ____________________________________________________

MUV. t lOVII) P ag o  1 of 1



FISC AL NO TE

S T A T E  O F  A L A S K A H I L L  N O . C S H B 2 0 0 1 (F IN )am

2008 L E G IS L A T IV E  S E SS IO N  

A N A L Y S IS  CO NTINUATIO N

Other changes to the current tax system  includo the following: ; excludes dismantlement, removal & 
restoration (D R& R) costs from allowable expenditures; requires taxpayers to provide cost projections to 

allow the state to bettor forecast state revenues and pursue changes in reported co sls ; authorizes public 

reporting o( som e cost data; and authorizes a short-term audit program..

The  tax proposal becom es effective January 1, 2008.

See page 3 for projected revenue estimates.

P ag e  2 of 3



FISCAL NOTE

A N A L Y S IS  CO NTINUATIO N

STATE OK ALASKA R ,L L  N O ‘ CSHB2001(FJN)am_

2008 LEGISLATIVE SESSION

E s t im a t e d  P r o d u c t i o n  T a x  R e v e n u e s ,  P P T ,  A C E S  a n d  C S H B 2 0 0 1 ( F IN ) a m ,  
a t  V a r i o u s  P r i c e s  ( in  $ m i l l i o n s  n o m i n a l )

Fa ll 2007 DOR Official Fo re c a s t P rice s

Yea r
A N S W C  S 

per barrel (in 
HEAL dollars)

A N S W C $ 
per barrel (in 

NOMINAL 
dollars)

Status Quo - 
P P T

A C E S
CSH B2001

(FIN )am

2008 71.65 71.65 1,947 2,368 2,619

2009 64.55 66.30 1,430 1,985 2,439

2010 69.05 63.40 1,217 1,767 1,995

2011 59.70 64.75 1,250 1,766 2,032

2012 59.55 66.35 1,174 1,701 1,969

2013 58.90 67.45 1,151 1,685 1,961

2014 58,25 68.55 1,217 1,558 1,807

Increase or Increase or 
(D ecrease) (Decrease) 

frcm P P T  fa  nr A C E S

672
1,009

779
782
794
809

590

251
454
229

267
267
276
249

DOI1 Forecast nominal prices rountioti lo tho nearest SO 0D

F isca l Y e a r

2008

2009
2010 

2011 
2012 
7.013 

2014

A N S W C  $ 
per barrel (in 
HEAL dollars)

AN S W C  S
CSH B2001

(FIN )am

Increase or

per barrel (in
NOMINAL

dollars)

Status Quo - 

P P T
A C E S (D ecrease) 

front P P T

60.00 60.00 1,073 1,452 1,569 496

60 .00 61,65 1,197 1,698 2,039 843

60 .00 G3 35 1,247 1,802 2,019 772

60 00 65 09 1,272 1,795 2,065 793

60 .00 66 88 1,204 1,737 2 .01G 812

6 0 0 0 68.72 1,225 1,772 2,076 852

6 0 0 0 /0G1 1,334 1,690 1,991 G58

Increase or 
(D ecrease) 
from A C E S

118
341

216

270

278

304
295

Fisca l Yea r

2008
2009
7010

2011

2012
2013
2014

A N S W C $ 
per barrel (in

A N S W C S 
per bnrrol (>n

NOMINAL

Status Quo * 
P P T

A C E S
CSH B2001

(FIN )am
HEAL dollars)

dollars)

80.00 00.00 2,693 3,137 3,612

80 00 82 20 2,640 3,294 4,206

80.00 04.46 2,751 3,431 4,327

80 00 06.78 2.782 3,431 4.399

80 00 89,17 2,698 3,360 4,346

80 00 9 1.02 2,783 3,451 4,500

30.00 94 14 2,950 3 ,40/ 4,470

Increase or 
(Decrease*) 

from P PT

919
1.046

1,5/6
1,01/
1,018
1,725

1,528

Increase or 

(Decrease) 
(rom A C E S

475

992
896
968
986

1,057
1,071

Payo 3 til 3



F I S C A L  N O T E

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

2008 L E G I S L A T I V E  S E S S IO N

Identifier (Hie name):
Tillo Oil and Gas Tax Amendments

F isca l N o lo  N u m b er:

Bill V ersion :

() P u b lish  D a le :

HB2001CSFINain-DNIi-C&G-11-12-07(2) Dept. Affec'.d :
RDU

C S H B 2 0 0 1 (F IN ) a m

Natural Resources
Resource Development

Component Oil and Gas Development
Sponsor
Requester

Rules Committee 
Senate Finance Component Number •139

E xp en d itu res/R even u es (Thousands of Dollars)
Note: Amounts do not include inflation unless otherwise noted below.

Appropriation
Required Information

OPERATING EXPEN DITU RES FY 2009 FY 2009 FY 2010 FY  2011 FY  2012 FY 2013 FY  2014

Personal Services 450.0 450.0 450.0 450.0 450.0 450.0

Travel
Contractual 10.4 10.4 10.4 10.4 10.4 10.4

Supplies 4.0 4.0 4.0 4.0 4.0 4.0
Equipment
Land & Structures
Grants & Claims
Miscellaneous

TOTAL OPERATING 464.4 0.0 464.4 464.4 464.4 464.4 464.4

ICAPITAL EXPEN DITU RES I I I " ................................... I

ICHANGE IN REVEN U ES ( ) INDETFRMINATE POSITIVE **

FUND S "'IJRCE (Thuusands of Dollars)
1002 Federal Receipts
1003 G F Match
1004 G F
1005 GF/Program Receipts 
1037 GF/Mental Health 
Other Interagency Receipts

464.4 464.4 464.4 464.4 464.4 464.4

TO TAL 464.4 0.0 464.4 464.4 464.4 464.4 464.4

Estimate of any current year (FY2008) cost: 

POSITIONS

172.4

Full-time 2 0 2 2 2 2 2
Part-time
Temporary

AN ALYSIS : (Attach n separata pi go it necessity)
This bill would amend ilie oil and i;as production tax under A5 *13.55 to Increase the base tax rate from 27.5% to 25?iof net income with no 
retroactivity. The bill lias a profiresslvity surcharge Increasing at 0 4% per dollar between the per barrel net revenue and S30. The bill also 
reduces the period by which past investments are recognired in the transition investment expenditure cr edits (A5 43.55 r>23|i)) to three years 
Some tICs are increased Iron) 20% to 30%.

Administrative t lunges to the current tax system include changes in the administration of DCs under AS 43.55.025 relating to the kind of 
info-mation that 11C applicants must provide to the state and time that tins information may he kept confidential.

Prepared by; Kevin Bonks. Acting Director
Division Oil and Gris_________________
Approved by. Torn Irwin. Commissioner

N atu ra l R eso u rce* ;

Ptropj 269-aeoo
Onto/rime t 1/12/2007

Dale 11/12/2007

r k> .•• ,-,'i i nr.mi P ag o  1 of 2



F I S C A L  N O T E

A N A L Y S IS  CO NTINUATIO N

* ’ Indeterminate Positive: The royalty revenue impact to the State of ACES is indeterminate positive. The improvements of 

EICs will bring favorable economics to exploration projects. Increasing the tax rate, and the reduction of TIE credits available 

to lessees, will alter project specific economics. Furthermore, the progressivily element that has an impact only when oil 

prices or margins are high, will also alter project specific economics.

Personal Services: This bill would create two new oil and gas revenue audit master positions in the Division of Oil and Gas. 

These two positions would be the senior level auditors and are expected to have extensive oil and gas auditing experience. 

They will be the division's most senior auditor positions and will have salaries that are consistent with market comparables 

and will be above the current salary levels allowed under the existing Oil and Gas Revenue Auditor pay classification system. 

The division shares the experience with the Department of Revenue in failing to successfully recruit auditors with the 

required industry experience. These two positions will direct and provide training to existing staff. Salary and benefits for 

these positions plus other salary adjustments within the audit s'.aff will be $450.0 per year. Any contractual, supplies, and 

equipment line items listed on page 1 support these two new exempt positions.

S T A T E  O F  A L A S K A  B I L L  N O . C S H B 2 0 0 1 (F IN ) am

2008 L E G I S L A T I V E  S E S S IO N

PYiojo 2 o f 2



F I S C A L  N O T E

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

2008 L E G I S L A T I V E  S E S S IO N

CSSP2001(JUD)-DQR-TAX-11-3-0i’Identifier (file name):
Title  An Act relating lo the production lax on oil and gas.,

Dept. Affected:
*RDU ______
Component Tax Division

F isca l N o te  N um b er:

Bill V ersion :

(S ) P u b lish  D ate :

CSSB 2001 (JUD)
11/5/07

Revenue 04
Taxation and Treasury

Sponsor
Requester

Governor
Senate Judiciary Component Number 2476

Exp e n d itu res/R e ven u es (Thousands of Dollars)
Note: Amounts do not include inflation unloss otherwise noted below.

Appropriation
Required Information

OPERATING EXPEN D ITU RES FY 2009 FY 2009 FY  2010 FY 2011 FY  2012 FY 2013 FY 2014

Personal Services 
Travel 
Contractual 
Supplies 
Equipment 
Land & Structures 
Grants & Claims 
Miscellaneous

915.7 1,215.7 1,215.7 1,215.7 1,215.7 1,215.7 1,215.7

1,018.4 1,018.4 1,018.4 1,018.4 511.3 5.2 5.2

TOTAL OPERATING 1,934.1 2,234.1 2,234.1 2,234.1 1,727.0 1,220.9 1,220.9

CAPITAL EXPEN DITURES I I ......  ! I I

ICHANGEIN  REVEN U ES ( 1,085,000.0 830,000.0 875,000.0 962,000.0 [ 935,000.0 704,000.0 j

FUND SO URCE (Thousands of Dollars)
1002 Federal Receipts
1003 G F Match
1004 G F 1,934.1 2,234.1 2,234.1 2,234.1 1,727.0 1,220.9 1,220.9
1005 GF/Program Receipts
1037 GF/Mental Health
Other Interagency Receipts

TOTAL 1,934.1 2,234.1 2,234.1 2,234.1 1,727.0 1,220.9 1,220.9

Estimate of any current year (FY2008) cost: 3,409.2

POSITIONS
Full-time 5 5 5 5 5 5 5
Part-time
Temporary

A N ALYSIS : (Attach a scinitato fiago if nocossory)
This bill makes several economic and adminstrativo changes to tho state's current petroleum profits tax. The bill retains the current tax 
system's structure, which taxes the not value of petroleum rosourcos. Tho bill makes tho following economic changes to tho current 
system: the tax rate is raised from 22.5% to 25%; tho progressive surcharge is raised to an index of .4% per dollar multiplied by the 
net value that exceeds 530 per barrel with a coiling of 25%; tho costs for transportation arc set at tho lower of actual or reasonable 
costs; tho transition investment expenditure credit is climated, except to tho oxtont that transition credits earned from April 1, 2006 lo 
this bill's uffoctivc date can bo carried forward to olfsct a future tax liability.

1 he Department of Revenue does not currently have accuralo estimates for lease expenditure activity occurring outsido Alaska, This 
amount is considered indeterminate at this time.

Prepared by:
Division

Approved by: Jerry Burnett

Johanna Bales, Roger Marks, Chorie Nionlnm: Phono 2G9-G628
fa x  Division Date/Time 11/3/07 9:30 AM

Date 11/3/2007
D e p a r tm e n t of R e v e n u e

llio..,' I KlOMII) Pngo  1 of 3

C O M M I T T E E  C O P Y



F I S C A L  N O T E  05

A N A L Y S IS  CO NTINUATIO N

Adminslrative changes lo the current lax system includo the following: excludes from qualified lease expenditures those 
expenses related to unscheduled production interruptions; excludes dismantlement, removal & restoration (DR&R) costs 
from allowable expenditures; excludes lease expenditures from activities occurring outside Alaska; requires taxpayers to 
provide cost projections lo allow the slate to better forecast slate revenues and pursue changes in reported cosls; 
authorizes public reporting of some cost data; authorizes a short-term audit program; and designates an exempt class of 
oil and gas audit managers.

Certain lease expenditure allowance provisions are retroactive to April 1, 200G; ‘.ho other provisions of the tax oroposal 
become effective January 1, 2007.

Personal Services: The department will create 4 senior level audit manager positions with extensive industry oil and 
gas auditing experience. These positions will bo classified as the Department’s most senior lovol auditor positions and will 
have salaries that are consistent with market comparables and will bo beyond the current sala-y levels allowed under ttio 
existing Oil and Gas Revenue Auditor (OGRA) pay classification system. In addition, the department expects that it will 
need one additional Programmer Analyst V position to maintain and manage tlio new oil and gas production tax database 
system at a cost of $115,700 annually.

The need for exempt status for the audit manager series is based upon the difficulties the department tias recruiting 
experienced auditors to administer the tax. The current pay range for an Oil and Gas Revenue Auditor is on the low range 
of the pay range for roughly similar jobs. The department estimates the new exempt positions, along with other salary 
adjustmentswill cost the stale approximately $900,000 annually

Contractual: Contractual expenditures include $1,013,200 annually to contract for audit assistance. This estimate is 
based on 3 auditors, working 40 hours per week each, for 4 years starling in January 2008 at an average rote of $100 per 
hour, plus estimated transportation and lodging costs, and additional costs for training auditors. The need for such 
assistance is based upon tho department's substantial difficulty in recruiting enough auditors to administer tlio oil and gas 
production tax. Tho department only anticipates the nood for contract audit assistance for 4 years while the department 
recruits and trains auditors for positions that aro currently vacant. Tho contract audilors would work in conjunction with 
department auditors during this timo to maximize department resources and help train department auditors. Tlio 
department will also need on additional $5,200 each year in contractual costs associated with tho now Analyst 
ProgiammerV position.

S T A T E  O F  A L A S K A  H I L L  N O . CSSB 2001(JUP)
2008 L E G I S L A T I V E  S E S S IO N

Curiont FY2008 costs: Tho department oxpocts it will incur costs beginning January 2008 lo immediately implement tho 
new production tax structure. Thoso costs includo: Contractual * $2,020,800 capital funding lo fund the scoping and 
development ot an oil and gas production tax database system (Including associated hnrdwaro) and $506,600 to contract 
for audit assistance (as described above). Thu new databaso system will permit nccurato and efficient management of 
information submitted by taxpayers to facilitate auditing and forecasting of rovonuos, and timoly and nccurato roports (or 
internal and public uses. I ho proposed system will accommodate tlio migration of LLK-basod data and conllnuo to 
collect supplemental data from producers on volumes, wolls nnd producti n. The system will Includo Iricomo-bnsod data, 
including tracking credits, required under PPT  and upon Which tho A CES lax structure is based. The system will also 
integrate into tho division's accounting systems. Personal Services - $218,000 from tho period January 1, 2008 through 
Juno 30, 2008 due to creating an exempt class of oil and gas revenue auditors nnd increasing pay to moro closely reflect 
what tho market in Alaska pays for roughly similar positions In addition, wo will recruit for tho Analyst Programmer V and 
bring that person on board to participate in tho database scoping mootings, Wo estimate PY 2008 cosls for this position 
lo bo approximately $57,800. Supplies - $6,000 fora computer and software for the now analyst progammer V position.

Se e  pagu 3 (or projected revenue estim ates.



F I S C A L  N O T E  115

S T A T E  O F  A L A S K A  B , L L  N 0 -

200K L E G I S L A T I V E  S E S S IO N

A N A L Y S IS  CO NTINUATIO N

E s t im a t e d  P r o d u c t i o n  T a x  R e v e n u e s ,  P P T  a n d  A C E S ,  a t  
V a r i o u s  P r i c e s  ( in  $ m i l l i o n s  n o m i n a l )

•For (ho months of January 2007 through May 2007, tho proposal would have generated 
approximately $400 million over the payments received for that period.

Fall 2007 DOR O fficial Fo re c a s t P rice s

Fisca l Y ea r
A N S W C $ per 

barrel (in r e a l  
dollars)

AN S W C $ 
per barrel (in 

NOMINAL 
dollars)

Status Quo - 
P P T

CSSD2001
(JU D )

Increase or 
(D ecrease) 

from P P T

2008 71.G5 71.65 1,915 3,324 1,409

2000 64.55 66.30 1,693 2,778 1,085

2010 60.05 63.40 1,531 2,370 838

2011 59.70 64.75 1,670 2,545 875

2012 59.55 66.35 1,746 2,709 962

2013 58.90 67.45 1,647 2,581 935

2014 58.25 68.55 1,642 2,345 704

DOR Forecast nominal prices rounded to the nearest S0.05

$60 p e r barre l in R EA L  do llars

Fisca l Yea r
A N S W C 5 per 

barrel (in R EA L 
dollars)

AN S W C $ 
per barrel (in 

NOMINAL 
dollars)

Status Quo - 

P P T

C SSB2001

(JU D )

Increase or 
(D ecrease) 

from P P T

2008 60.00 60.00 1,051 2,003 952

2009 60.00 61.65 1,435 2,334 899

2010 60.00 63 .35 1,562 2,393 831

2011 60 .00 65.09 1,695 2,583 888

2012 60.00 66,88 1,783 2 ,76 / 984

2013 60 .00 68.72 1,733 2,719 986

2014 60.00 70,61 1.776 2,560 785

$110 p e r barre l in R EA L  do lla rs

mil Year
A N S W C $ per 

barrel (in RKA i
dollars)

AN S W C  $ 
per barrel (m 

NOMINAL 
dollars)

Status Quo • 
P PT

CSSB2001
(JU D )

Increase or 

(D ecrease) 
from P P T

2008 80 00 80.00 2,650 4,426 1,776

2009 80 00 82,20 3,031 4,789 1,759

2010 80,00 134.46 3,266 4,973 1,707

2011 80 00 86.78 3,481 5,297 1,816

2012 80.00 89.17 3,668 5.642 1,974

2013 80 00 91 .62 3,619 5,603 1,904

2014 80.00 94.14 3,690 5,466 1.776

CSSB 2 0 0 1 (JU D )

P ag o  3 of 3



F I S C A L  N O T E

S T A T E  O F  A L A S K A
2008  L E G I S L A T I V E  S E S S IO N

CSSB20Q1(RES)OQR-TAX-10-2807Identifier (file name):
Title  An Act relating to the production lax on oil and gas..

F isca l N o te  N u m b er:

Bill V ersio n :

(S ) P u b lish  D ate :

Dept. Affected: 
'RDU

C S S B  2 0 0 1 (R E S )

10/29/07

Rovenuo 04

Component Tax Division
Taxation and Treasury

Sponsor
Requester

Governor
Senato Judiciary Component Number 2476

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

Appropriation
Required Information

OPERATING EXPEN D ITU RES FY  2009 FY 2009 FY  2010 FY 2011 FY  2012 FY 2013 FY 2014

Pe'sonal Services 
Travel 
Contractual 
Supplies 
Equipment 
Land & Struclures 
Grants & Claims 
Miscellaneous

1,215.7 1.215.7 1,215.7 1,215.7 1.215.7 1,215.7 1,215.7

1,018.4 1,018.4 1,010.4 511.0 5.2 5.2 5.2

TOTAL OPERATING 2,234.1 2,234.1 2,234.1 1,727.5 1,220.9 1,220.9 1,220.9

CAPITAL EXPEN D ITU RES
. . .  -  !

ICHANGE IN REVEN U ES ( ) 198,000.0 161,000.0 170,000.0 I 198,000.0 197,000.0 0.0

FUND SO URCE (Thousands of Dollars)
1002 Federal Receipts
1003 G F Match
1004 G F 2.234.1 2,234.1 2,234.1 1.727.5 1,220.9 1,220.9 645.9
1005 GF/Program Receipts
1037 GF/Mcntal Health
Other Interagency Receipts

TOTAL 2,234.1 2,234.1 2,234.1 1,727.5 1,220.9 1,220.9 645.9

Estimate of any current year (FY2003) cost: 3.409.2

POSITIONS
Full-timo 1 1 1 1 1 1 1

Part-time
Temporary

AN ALYSIS : (Attach n separata parja it nocossnry)
This bill makes one economic and several administrative changes to the slate’s current petroleum profits lax. The bill retains tho current 
tax system’s structuro, which taxes tho not value of petroleum resources. The bill makes the following change to the current system: it 
eliminates the transition investment expenditure credit (AS 43 55.023(i)), except to tho extent that transition credits earned fioin April 1, 
2006 to this bill’s offoctivo date that could not bo used lo olfsot tax liability can be carried forward.

Administrative changes to tho current tax system includo the following: excludes from qualified lease expenditures those expenses 
related to unscheduled production interruptions; excludes dismantlement, removal 8 restoration (DR&R) costs from allowable 
expenditures; requires taxpayers to provide cost projections to allow tho stale lo better forecast slate rovonuos and pursuo changes in 
reported costs; authorizes public reporting of some cost data; authorizes a short term audit program; and designates an exempt class ot 
oil and ons auditors.

Prepared by;
Division 

Approved by: Jerry Burnett

Johanna Bales, Roger Marks, Chcrie Nicnlmis 
Tax Division

Phono 2G9-GG28
Date/Timo 10/27/07 2:00 PM

Date 10/26/2007
D e p a r tm e n t o f R e v e n u e

|ll.-,.*mj 1010 W008 OMIl) P ag o  1 of 3

C O M M I T T E E  C O P Y



F I S C A L  N O T E  //•!

A N A L Y S IS  CO N TIN U ATIO N

Certain lease expenditure allowance provisions aro retroactive lo April 1, 2006; tlio other provisions of the tax proposal 
become effective January 1, 2008.

Personal Services: The department will reclassify tho existing 5 vacant auditor positions, and create -1 to 5 senior level 
auditor positions with extensive industry oil and gas auditing experience. These positions will be classified as the 
Department's most senior level auditor positions and will have salaries that are consistent with market comparables and will 
be beyond the current salary levels allowed under the existing Oil and Gas Revonue Auditor (OGRA) pay classification 
system. In addition, the department expects that it will need one additional Programmer Analyst V position to maintain and 
manage the now oil and gas production tax database system at a cost of $115,700 annually. The existing oil nnd gas 
specialist, oil and gas rovenuo auditors, and their immediate supervisor will be offeied the opportunity to opt into an exempt 
status with individual salaries established commensurato with experience and skill level, and consistent with market 
comparables.

The need for exempt status is based upon the difficulties tho department has recruiting experienced auditors to administer 
the tax. Tho current pay rango for an Oil and Gas Revenue Auditor is on the low range of tho pay range for roughly similar 
jobs. Tho department estimates tho new exempt positions and the potenlial salary increases associated with tho change of 
existing staff to exempt status, will cost the slate approximately $1,100,000 annually.

Contractual: Contractual expenditures include $1,013,200 annually to contract for audit assistance. This estimate is based 
on 3 auditors, working 40 hours per week each, for 4 years starling in January 2008 at an average rate of 5100 per hour, 
plus estimated transportation and lodging cosls, and additional costs for training auditors. Tho need for such assistance is 
based upon the department's substantial difficulty in recruiting enough auditors to administer the oil and gas production lax. 
Tho department only anticipates tho need for contract audit assistance for 4 years while tho department recruits and trains 
auditors for positions that aro currently vacant. The contract auditors would work in conjunction with department auditors 
during ttiis tiino lo maximize department resources and help train department auditors. Tho department will also need an 
additional 55,200 each year in contractual costs associated with the now Analyst Programmer V position.

S T A T E  O F  A L A S K A  IS 1 L L  N O . C S S B  2001 (R E S )

2008  L E G I S L A T I V E  S E S S IO N

Current FY2008 co sls : The department expects it will incur costs beginning January 2008 to immediately implement tho 
new production tax structure. Those costs include: Contractual - 52,620,800 capital funding to fund the scoping and 
development of an oil and gas production tax database system (including associated hardware) and 5506,600 to contract for 
audit assistance (as described abovo). The new database system will permit accurate and efficient management of 
information submitted by taxpayers to facilitate auditing and forecasting of revenues, and timely nnd accurate reports for 
Internal and public uses. The proposed system will accommodate tlio migration of ELF-basod data and continuo to collect 
supplemental data from producers on volumes, wells and production. The system will Includo income-based data, including 
tracking credits, required under PPT  and upon which the A CES lax structure Is based. Tho system will also integrate Into 
the division's accounting systems. Personal Services • 5218,000 from the period January 1, 2008 through June 30, 2008 
due lo creating an exempt class of oil and gas revenue auditors and increasing pay to more closely reflect what the market 
in Alaska pays for roughly similar positions. In addition, wo will recruit for lim Analyst Programmer V and biing that person 
on board lo participate in the database scoping meetings. Wo estimate FY  7008 costs for this position *0 be approximately 
557,800. Supplies - 56,000 for a computer and software for the new analyst progammer V position.

Sco page 3 for projected revenue estimates.
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S T A T E  O F  A L A S K A

2008  L E G I S L A T I V E  S E S S IO N

H I L L  N O . C S S B  2 0 0 1 (R E S )

A N A L Y S IS  CO N TIN U ATIO N

E s t im a t e d  P r o d u c t i o n  T a x  R e v e n u e s ,  P P T  a n d  A C E S ,  a t  
V a r i o u s  P r i c e s  ( in  $ m i l l i o n s  n o m i n a l )

Fa ll 2007 DOR O fficial F o re c a s t P n c c s

F isca l Y e a r
A N S W C  S per 
barrel (in r e a l

dollars)

A N S W C S 
per barrel (in 

NOMINAL 
dollars)

Status Quo - 
P P T

C SSB 2001
(R E S )

Increase or 
(D ecrease) 
from P P T

2008 71 .65 71 .65 1.915 2,022 107

2000 64 .55 66 .30 1,693 1,89 i 198

2010 60 .05 63 .40 1,531 1,693 161

2011 59 .70 64 .75 1,670 1,840 170

2012 59 .55 66 .35 1,746 1,944 198

2013 58 .90 67 .45 1,647 1,844 197

201'1 58 .25 68 .55 1,642 1,642 0

DOB Forecast nominal pnccs rounded to the nearest SO 'j 5

$GO p e r b a rre l in R EA L  do lla rs

Fisca l Y e a r
A N S  W C S per 

barrel (in REA l 
dollars)

A N S W C S 
per barrel (In 

NOMINAL
dollars)

Status Quo - 

P P T

CSSD 2001

(R E S )

Increase or 

(D ecrease) 

from P P T

2008 60 .00 60 .00 1,051 1,158 107

2009 60.00 61 .65 1,435 1,623 188

2010 60 .00 63 .35 1,562 1,719 158

2011 60 .00 65 .09 1,695 1,865 170

2012 60 .00 66 .88 1,783 1,981 198

2013 60 .00 68 .72 1,733 1,931 198

2014 60 .00 70,61 1,776 1,776 0

SBO p e r b a rre l in R EA L  do lla rs

F isca l Y e a r
AN S W C $ per 
barrel (in R FA L 

dollars)

AN S W C  $ 

per barrel (m
NOMINAL

dollars)

Status Quo - 
P P I

CSSI32001

(R E S )

Increase or 

(D ecrease) 

(rom P P T

2008 80 .00 80 .00 2,650 2 ,757 107

2009 80 .00 82 .20 3.031 3,235 206

2010 80 .00 84 .46 3 ,266 3,441 175

2011 80 .00 86 .78 3,481 3,670 189

2012 80 .00 89 .17 3,668 3,886 2 1 8

2013 80 .00 91 .62 3,619 3.837 217

2014 80 .00 94.14 3 ,690 3,690 0

P a g o  3 o I 3



F I S C A L  N O T E

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

2008  L E G I S L A T I V E  S E S S IO N

Identifier (file name): LL 08-0014-DQA-DAS-10-17-07_________________________
Title  An Act relating to tlio production ta, on oil and pas...

Dept. Affected:
"r d u

Component

F isca l N o te  N um b er:

Bill V ersion :

(S ) P u b lish  D a te :

S B  20 0 1

10/18/07

Administration
Centralized Admin. Services 
Office of tho Commissiocnur

Sponsor
Requestor

Governor

E xp e n d itu re s/R e ve n u e s
Note: Amounts do m t include inflation unless otherwise noted below.

__________ Component Number

(Thousa nds of Dollars)

45

Appropriation
Required Information

OPERATING EXPEN D ITU RES FY 2009 FY 200D FY 2010 FY 2011 FY 2012 FY  2013 FY  2014

Personal Services
Travel
Contractual
Supplies
Equipment
Land & Structures
Grants & Claims
Miscellaneous

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPEN D ITU RES 0.0 j 0.0 0.0 0.0 0.0 0.0 0.0

ICMANGE IN REVEN U ES (

FUND SO URCE (Thousands of Dollars)

1002 Federal Receipts
1003 G F Match
1004 GF
1005 GF/Program Receipts 
1037 GF/Menfal Health 
Other Interagency Receipts

TOTAL 0.0 0.0 0.0 00 0.0 0.0 0.0

Estimate of any current year (FY2008) cost: 

POSITIONS

Full-time
Part-time
Temporary

AN ALYSIS : (An-icn n sc/um Io pai/o if nacoisnty)

I his legislation has no fisca l impact on the Department of Administration.

Prepared by: In c  Swanson____________
Division Adm inistrative S e rv ice s

Phono 405-5055 
Datii/Tiimi

A p p r o v e d  b y .  A n n e t t e  K r c i l z o r Date Oct 12.200/
C o m m iss io n e r

iiii', .i 11 I’aye 1 of I
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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

2008  L E G I S L A T I V E  S E S S IO N

Identifier (file name): 
Title

//773-08-0014-DNR-10-17-07
A CES

Depl. Affected:_______
"r d u

F isca l N o te  N um b er:

Bill V ersion :

(S ) P u b lish  D ale :

2

SB 2001
10/18/07

Natural Resources
Resource Development

Component Oil and Gas Development
Sponsor
Requester

Rules Committee
Governor

E xp e n d itu re s/R e ve n u e s

_________ Component Number

(Thousands of Dollars)

439

Note: Amounts do not includo inflation unless otherwise noted below,
Appropriation

Required Information
OPERATING EXPEN DITURES FY  2009 FY 2009 FY 2010 FY 2011 FY 2012 FY 2013 FY 2014

Personal Services 
Travel 
Contractual 
Supplies 
Equipment 
Lend & Structures 
Grants & Claims 
Miscellaneous

303.5 0.0 303.5 303.5 303.5 303.5 303.5

TOTAL OPERATING 303.5 0.0 303.5 303.5 303.5 303.5 303.5

CAPITAL EXPEN DITURES I I I
(CHANGE IN REVEN U ES ( ) I i I
FUND SO URCE    ( T h o u s a n d s  o f  D o l l a r s )
1002 Federal Receipts
1003 G F Match
1004 G F
1005 GF/Program Receipts 
1037 GF/Mcntal Health 
Other Interagency Receipts

3035 0 0 303 5 303 5 303 5 303.5 303.5

TOTAL 303.5 0.0 303 5 303.5 303.5 303 5 303.5

Estimate of any current year (FY2008) cost: 177 0

POSITIONS
Full-time
Part-time
Temporary

AN ALYSIS : (Alt:i<h .i :.rp;nn!o if nvco^mty)
This bill would amend tho oil and (jas production tax under AS 43.55 lo increase the base tax rate fiom 22 5% to 25'.j of net income 
and have tho index-based progressive lax apply when not income per barrel extended 530 talhor than the current 540 per barrel In 
addition, tins bill would change the minimum tax that currently applies to taxable income generated from North Slope fields, and which, 
lor ANS We:.I Coast prices abovo 525 pur barrel, is now 4% ol gross receipts at the lease boundaiy. The bill would increase the 
minimum tax rate to 10 percent gross, but apply this minimum tax only lo large North Slope legacy units (Prudhoo Bay Unit and the 
Kup iruk River Unit) I Ins minimum lax would also proven! these legacy fold owners from e imj credits or deductions generated at 
these fields to lower their lax burden elsewhere when tho minimum tax applies In addition, the bill allows for tax credits cn futuru wuik 
rather than previous work and expands the current exploration incontivo credit program to include as many wells that can be dulled in 
two drilling seasons. It also restricts capital expenso deductions to schod iled maintenance and would implement audit and 
information sharing previsions.

Prepared hy: Kevin Banks, Acting Director
Division Oil and Gas____________________

Approved by. Tom Irwin. Commissioner
N atu ra l R e s o u rc e s

<Mm..»#•! in ' V.

Phono 209 0 8 0 0
Date/! unii 10/17/2007

Date 10/17/2007

ILigo 1 of 2
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F I S C A L  N O T E  ItZ

S T A T IC  O K  A L A S K A

2008  L E G I S L A T I V E  S E S S IO N

H I L L  N O . S B  2001

A N A L Y S IS  CO N TIN U ATIO N
"Indeterm inate Positive : The royalty revenue impact to the State of A C E S  is indeterminate, but most likely positive. 

A C E S  improves the econom ics for new entrants or small A laska producers, but d ecreases tho attractiveness of 

investm ents in legacy fields.

Improvement in new  entrant/small producer econom ics: A C E S  improves the econom ics of investing in A laska for new 

entrants and sm all A laska  producers, an  improvement that should load to more investment and resulting royalty 
revenue. Fo r new entrants and sm all producers, capital spent to find and develop oil or g as resources will generate a 

carried-forward annual loss credit of 25 percent rather than the current 20 percent A S  43 .055 .023(b ).

A lso, for new entrants and sm all A laska  producers, tho transferable credits (the carried-forv/ard annual loss credit and 

the 20 perce :.t qualified expenditure credit (A S  43 .55 .023 (a )) will be worth more under A C E S . Sm all producers have 

indicated that they have been unable to sell their credits to larger tax payors. Under A S  43 .55 .028 , A C E S  establishes 

an oil and gas tax credit fund that will help ensure these now and sm all producers will receive full value for these 

transferable credits.

Without the fund, tho sm all producer or new  entrant m ay have to carry-forward their credits until they have tax liability. 

By providing full value up-front for these credits, A C E S  improves the internal rate of return (IR R ) by three to six 

percent at $40 per barrel A N S  W C .

A s a partial offset to this incentive, A C E S  increases tho tax rate from 22 .5 to 25 .0  percent; has the progressive, index- 

based , rate kicking in at a lower level; and has credits being spread over two yea rs  rather than one. However, on 

balance , A C E S  will improve now project econom ics for now entrants and small A laska  producors.

D ecrease  in attractiveness of investm ents in legacy fields: A C E S  will decrease  tho attractiveness of investments 
made by larger, existing producers for three reasons: Ihe higher lax rate, the elimination of the Transition Investment 

Expenditure (T IE )  credit, and tho 10 percent minimum lax on legacy fields.

First, A C E S  increases the tax rate from 22 .5  percent lo 25 .0 percent. In addition, tho progressive. Index-based rate 

will start at a lower ($30) net value per barrel, but escalate at a lower rate (0 .20  percent rather than 0 .25 percent. 
Second , by eliminating the T IE  credit, now capital spending by existing producers will no longer increase the ability ot 

those producers to take the 1 IF credit hy 10 percent of the capital invested. Third, at lower prices (prices far below 
where they are today) tho minimum 10 percent gross tax applies, loworing or postponing the ability to take tho capital 

expenditure credits. I ho lloor a lso  could elim inate tho ability to uso deductions generated by new spending to 
decrease  tax liability. If tho producers in those legacy fields (Prudhoo Bay Unit and Kuparuk R ive r Unit) believe there 

is a good chance that prices will decline or costs will increase to the point where the floor applies, they might invest 

less in additional rese rves in these legacy fields.

it these m easures (the higher rate, the T IE  credit elimination, and Ihe 10 percent floor) cau se  loss investment by 

existing producers to add rese rves , the S la te  will receive le ss  in royalty.

Persona! S e rv ice s : Sections 10 and 07 would reclassify  the current oil ami g as  auditors to exempt status employee > 

DO&G currently h a s  seven  oil and g as auditor positions. I ho lotal salary/benefit co sts for these seven  employees 
currently equals approxim ately $ 8 40 ,14 / An Increase to exempt status Is estim ated lo c o s t up lo an additional 

$303,500 iu I YOU. th e  F Y 0 8  amount ol 3 1 // .0 0 0  covers an  estimated /-months at tho higher rale

P a g o  ? o l 2



F I S C A L  N O T E

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

21(08 L E G I S L A T I V E  S E S S IO N

LL08-0014-DOR-TAX-10-17-07Identifier (file name):
Title  An Act relating to the production lax on oil and gas..

F isca l N oto  N um ber:

Bill V ersio n :

(S) P u b lish  D ate :

Dept. Affocted: 
'RDU

1

S B  2001

10/18/07

Revenue 04
Taxation and Treasury

Component Tax Division
Sponsor
Requester

Governor

E xp e n d itu re s/R e ven u es

__________ Component Number

(Thousands of Dollars)

'476

Noto: Amounts do not includo inflation unless otherwise noted below.
Appropriation

Required Information

OPERATING EXPEN DITURES FY 2000 FY 2009 FY 2010 FY 2011 FY 2012 FY  2013 FY 2014

Personal Servicos 
Travel 
Contractual 
Supplies 
Equipment 
Land & Structures 
Grants & Claims 
Miscellaneous

1,215.7 1.215.7 1,215.7 1,215.7 1,215.7 1.215.7 1 215.7

1,018.4 1.018.4 1,018.4 511.3 5.2 5.2 5.2

TOTAL OPERATING 2,234.1 2,234.1 2,234.1 1,727.5 1,220.9 1,220.9 1,220.9

ICAPITAI. EXPEN DITURES I I I  1

CHANGE IN REVEN UES ( ) 075,000.0 603,000.0 589,000.0 624,000.0 597,000.0 416,000.0

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 G F Match
1004 GF 2 234.1 2,234.1 2,234.1 1,727.5 1,220.9 1,2209 G45.9
1005 GF/Prograni Receipts
1037 GF/Mcntal Health
Other Interagency Receipts

TOTAL 2,234.1 2,234.1 2.234.1 1.727.5 1,220.9 1,220.9 645.9

Estimate of any current year (FY2008) cost: 

POSITIONS

3,400.2

FulMimo 1 1 1 1 1 1 *
PaitliniQ
Temporary

AN ALYSIS : (Anncli a supat.Vo pngo if /iiice.vwry)

1 his bill makes significant Changes to the state’s current petroleum profits tax. Thu tax proposal, also known as tho Clear and Equitable 
Share (ACE'’ ) plan, liko tho current tax system, taxes the net value of petroleum resources. Tho A C ES  proposal makes tho following 
changes lo the tax system- raises the tax rate to ?6% on net profits of oil and gas production subject to a 10% floor on legacy holds, 
adjusts the progressive tax feature to trigger at $30 net vnluo (annual) and nsn at two tenths of a percent per dollar, eliminates tile 
transitional investment expenditures 'T IE ' credits: requires that capital costs In; taken as credits over two years, rather than immediately, 
addresses tho "corrosion'•-•penso issue; excludes dismantlement, removal A restoration (DRAR) costs from allowable expenditure's, 
expands exploration incentive credit program to cover two hold seasons; requires taxpayers to provide cost projections to allow the stale 
to better forecast •Into n. venues and pursue c(tangos in reported cosls; authorizes public reporting of sumo cost data; authorize ; a short- 
term aud.t program; and designates an exempt class ol oil and gas auditors

Prepared by; Cheno Nionhuis, Roger Marks, Johanna Bales 
Division fax Division______________________________________

Approved try: Jerry Burnett______________________________________
PepailiiH'iil ol Ri'Vimiin_________________________

-ii. , . i S' 11, • it t Mm

Phono 260 t.628__________
DateM nno 10/1 At ) /  12 ill) AM

Date 10/17/200/

P tiyo  1 of 3
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FISCAL NOTE 01

STATE OF ALASKA
20118 LEGISLATIVE SESSION

K I L L  N O . S B  2001

A N A L Y S IS  CO N TIN U A TIO N

Tho lax proposal would also authorize a fund lo bo established for tho purpose of purchasing lax credit certificates. The tunc 
would receive 10% • 15% of total production tax rovenues annually (roughly $150 million lo $300 million); up to $250 million 
of fund revenues would be paid to purchase credits in any given year.

Certain lease expenditure allowance provisions are retroactive lo April 1, 2006; the olher provisions of the tax proposal 
become effective January 1.2008.

Personal Services: Tho department will reclassify the existing 5 vacant auditor positions, and create 4 to 5 senior level 
auditor positions with extensive industry oil and gas auditing experience. These positions will bo classified as the 
Department’s most senior level auditor positions and will have salaries that aro consistent with market comparables and will 
bo beyond tho current salary levels allowed under the existing Oil and Gas Revenue Auditor (OGRA) pay classification 
system. In addition, tho department expects that it will need one additional Programmer Analyst V position to maintain and 
manage Ihe new oil and gas production tax database system at a cost of $115,700 annually. Tho existing oil and gas 
specialist, oil and gas revenue auditors, and their immediate supervisor will bo offered the opportunity to opt into an exempt 
status with individual salaries established commensurate with experience and skill level, and consistent with market 
comparables.

Tho need for exempt status is based upon tho difficulties tho department has recruiting experienced auditors to administer 
tho tax. The current pay range for an Oil and Gas Rovenuo Auditor is on tho low range of tho pay range for roughly similar 
job3. Tho department estimates tho new exempt positions and tho ootential salary increases associated with tho change of 
existing staff to exempt status, will cost tho state approximately $1,100,000 annually.

Contractual: Contractual expenditures include $1,013,200 annually lo contract for audit assistanco. This estimate is based 
on 3 auditors, working 40 hours per week each, for 4 years storting in January 2008 at an averago rata of $100 per hour, 
plus estimated transportation and lodging costs, and additional costs for training auditors. The need for such assistance is 
based upon the department's substantial difficulty in recruiting enough auditors to administer tho oil and gas production tax 
Tliu department only anticipates the need for contract audit assistanco fcr 4 years while the department recruits and trains 
auditors for positions that aro currently vacant. Ttie contract auditors would work in conjunction with department auditors 
during tins tune to maximize department resources and help train department auditors. The department will also need an 
additional $5,200 each year in contractual costs associated with the new Analyst Programmer V position.

Current FY2008 costs : I he department expects it will incur cosls beginning Janurry 2008 lo immediately implement tho 
new production lax structure. 1 lioso costs include: Contractual - S2,620,800 capital funding lo fund tlio scoping and 
development ot an oil and gas production lax database system (including associated hardware) and $506,600 lo contract for 
audit assistance (as described above). Tho new database system will permit accurate and elliciont management el 
information submitted by taxpayers lo facilitate auditing and forecasting of revenues, and timely and accurate reports for 
internal and public uses The proposed system will accommodate the migmlion ol ELF-basod data and continue to Collect 
supplomenl.il data from producers on volumes, wells and production Tho system will include income based data, including 
tracking credits, required under PPT  and upon which tho A CES tax slrucluru is based The system will also integrate into 
the division’s accounting systems. Porsonnl Scrvlcos - $218,000 from tho period January 1, 2008 through Juno 30,2008 
duo to creating an exempt class ol oil nnd gas revonuo atr Mors and increasing pay to moro closely reflect what the market 
in A'aska pays fur roughly similar positions. In addition, wo will recruit lor tlio Analyst Programmer V and bnng that pur:,on 
on tiu.nd to participate in tho database scoping meetings. Wo estimate F Y 2008 coots for this position to bo approximately 
$57,000 Supplies • $0,000 fur a computer and soltwaro (or tho new analyst progammcr V position.

Sco p.igri 3 for projected revenue estimates.

Pago 2 ol 11



F I S C A L  N O T E  II I

S T A T E  Ol-' A L A S K A

2008  L E G I S L A T I V E  S E S S IO N

BILL NO. SB 2001

A N A L Y S IS  CO N TIN U ATIO N

E s t im a t e d  P r o d u c t i o n  T a x  R e v e n u e s ,  P P T  a n d  A C E S ,  a t  
V a r i o u s  P r i c e s  ( in  $ m i l l i o n s )

Fall 2007 DOR Official F o re c a s t P rice s

F isca l Yea r
A N S W C S per 
barrel (in REAL 

dollars)

AN S W C  S 
per barrel (in 

NOMINAL 
dollars)

Status Quo - 

P P T
A C E S

Increase  or 
(D ecrease ) 

from P P T

2000 71 .65 71.65 1,915 2,330 415

2009 64 .55 66 .30 1,693 2,369 675

2010 60 .05 63 .40 1,531 2,134 G03

2011 5 9 .70 64.75 1,670 2,258 589

2012 59.55 66.35 1,746 2,370 624

2013 58.90 67.45 1,647 2,244 597

2014 58.25 68 .55 1,642 2,058 416

DOB Forecast nominal prices rounder) lo tlio nearest SO 05

550 p e r b a rre l ir. R EA L  do lla rs

: iscal Y e a r
A N S W C  S per 
barrol (in REA L 

dollars)

AN S W C  S 
per barrel (,ri 

NOMINAL

Status Quo - 
P P T

A C E S

Increase  or 

(D ecrease ) 

from P P T
do'Uis)

2008 60 .00 60.00 1,051 1,421 371

2009 60 .00 61.65 1,435 1.977 542

2010 60 .00 63.35 1,562 2,170 608

2011 60 .00 65.09 1,695 2,291 596

2012 60 .00 66.88 1,783 2,414 631

2013 60 .00 68.72 1,733 2.317 o14

2014 60 .00 70.61 1,776 2,218 442

$80 p e r b a rre l in R EA L  do lla rs

F isca l Yea r

A N S W C S  per 

barrel (m r i a l
dollars)

AN S W C S 
per barrel t n

NOMINAL
dollars)

Status Quo - 
P P T

A C E S

Increase  or 
(D ecrease ) 

'rorn P P I

2008 80 .00 8 0 0 0 2.650 3.089 •130

2009 60 .00 82 .20 3,031 3.717 686

2010 80 .00 84 .46 3,266 3 .988 722

7U11 B0.00 86.78 3,481 4,189 708

2012 80 .00 89.17 3 ,668 4,404 736

2013 80 00 91.62 3 ,619 1,32/ 708

2014 80.00 94.14 3,690 4,204 514

PilijO '1 nl 3
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P r o p o s e d  S e n a t e  F i n a n c e  C S  

i l l u s t r a t e d

P r e s e n t a t i o n  t o  S e n a t e  F i n a n c e  

N o v e m b e r  1 4 ,  2 0 0 7  

D a n  E .  D i c k i n s o n ,  C P A



•  •  •

S t r u c t u r e  o f  t h e  l e v y

A S

4 3 . 5 5 . x x

C u r re n t  L a w S B  2001 
(A C E S )

C S H B 2 0 0 1  
(F IN )  am

P ro p o s e d  
S e n a te  Fin 

C S

. 0 1 1 ( e )
22.5% Rate in (g) 25% + 

progressivity in
(9)

Rate in (g)

• 0 1 1 ( g )
.25% 

Progressivity in 
Addition using 
price index in 

(h)

Rate=25%+.20 
% progressivity 

using price 
index in (h)

.4%
Progressivity in 
Addition using 
price index in 

(h)

Rate=22.5%+
sliding

progressivity
scale

. 0 1 1 ( h )

Nov 13, 2007

Price index 
derived using 

40
[

Price index 
derived using 

30
>an E. Dickinson CP/'

Price index 
derived using 

30

Repealed

2



•  •  •

C r e d i t s  a g a i n s t  F l o o r

C r e d i t s C u r re n t  L a w S B  2001 
( A C E S )

C S H B 2 0 0 1  
(F IN )  a m

P ro p o s e d  
S e n a te  F in  

C S

. 0 2 3 n o n o n o n o

. 0 2 4 y e s n o y e s y e s

. 0 2 5 y e s n o y e s n o

N o v  1 3 ,  2 0 0 7 D a n  E.  D i c k i n s o n  C P A 3



C S  H B  2 0 0 1  ( F I N )  a m  T I E  c r e d i t s

2 0 0 1  2 0 0 2 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013
CSHB 2001 (FI N) am

| "Capital spending fills the bucket"

Spending:

Prod's 
use TIEs

Producer Credit min (10% of Y, 20% of X)

Non Prod 
Spend Non pre- 2008 Prod Uses tax credits

Non pre-2008 Producer credits min (10% of Y, 20% of X)

Everyone’s TIE credits are limited to 10% of spending in 21 Months 
between April 1 2006 and December 31, 2007

Nov 13, 2007 Dan E. Dickinson CPA



•  •  •

C S  C B  2 0 0 1  ( F I N )  T I E  c r e d i t s

2 0 0 1 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013
Senate( FIN) CS

| "Capital spending fills the bucket"

Spending: W W w w w w
Prod's 

use TIEs

Producer Credit min (10% of Y, 20% of X)
Non pre-2006 Prod Uses tax credits

non pre-2006Producer credits min (10% of W, 20% of X)

Entity that did not produce between April 1, 2006 and December 31, 2007 
is no worse off than if the TIE credit were not repealed (except 2013 vs. six years)

N o v  13 ,  2 0 0 7 D a n  E.  D i c k i n s o n  C P A



M a rk e t  P r i c e  o f  O il (S /b b l)

Legislative Finance Division 11/14/2007
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•  •  •

C o m p a r i s o n

2001 2002 | 2003 200/' I 2005. _ i— 2006 2007 2008 2 0 0 9 |2 0 1 0 | 2011 2012 2013
C S H B  2001 (F IN )  a m

|  " C a p i t a l  s p e n d i n g  f i l ls  t h e  b u c k e F  

S p e n d i n g :  X  Y

P r o d u c e r  C r e d i t m i n  (10%  o f  Y , 2 0 % o f X )

N o n  P r o d  
S p e n d N o n  2006-2007 P r o d  U s e s  ta x  c r e d i t s

N o n  2006-2007 P r o d u c e r  c r e d i t s m i n  i ' %  o f  Y .  2 0 %  o f  X )

S e n a t e ( F IN )  C S  

| " C a p i t a l  s p e n d i n g  f i l l s  t h e  b u c k e t"

S p e n d i n g : W

P r o d ’s  
u s e  T I E s

P r o d u c e r  C r e d i t  m i n  (10%  o f Y ,  2 0 %  o f  X )

N o n  2006-2007 P r o d  U s e s  ta x  c r e d i t s

n o n  2006-2007 P r o d u c e r  c r e d i t s  m i n  (10%  o f  W ,  2 0 %  o f X)
N o v  13, 200 7  D a n  E .  D i c k i n s o n  C P A 6



J

Summary Comparison between Various Approaches to Production Tax

Is sue
B a s e  Ra to
Base Tax Rate

Current Law 
AS 43.55.011 (o) & (g)

SB/HB 2001 (ACES) as 
introduced

Bill Sections 15 & 17
25%

C S  HB2001(FIN)am
Bill Sections 15

25%

Senate Finance CS
Bill Sections 15 & 17

P ro g r e s s iv i t y AS 43.55.011(g) & (h) Bill Sections 17,18 Bill Sections 17,18 Bill Sections 17
S/bbl Starting point S30 net
Tax/S of Price Index
Average Value over 
Applied to________
Cap

0 .20%

year
net

25% of net

G ro s s  V a lu e  F lo o r
Base
Rate

AS 43.55.011(0

Apply .024 credits against 
floor?
Apply .025 credits against 
floor?

Bill Section 15, 16. 31-36, & 41-42 Bill Section 16 
Prudhoe; Kuparuk 

10%

No

No

Bill Section 16

- * - —S'** •
to 4___ ,f

No

In v e s tm e n t  C r e d i t s  A s 4 3 .55 .0 23 Bill Section 26-28, 38-44 & 63 Bill Section 26-28 Bill Section 25-29
Investment Credits 1/2 in each of two years 1/2 in each of two years

Loss Carr/ Foiward Credits 20% 25% 25% 22.5%

Transitional Investment 
Credits Yes No

All taxpayers allowed application 
of TIE matching spending in 
April 1 2006-Dec 31, 2007, 
even if application deferred

TIE credits end for producers 
Dec 31. 2008, current non 

producers can use through 2013

Uiin |i D ickinson, C f’A
1T/13/2007
M.itnx S tim m .iry page- 1
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Summary  C om pa r is o n  be tw een  Var ious A pp roache s  to Product ion Tax

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

Current Law
AS 43.55.025

SB/HB 2001 (ACES) as 
in troduced

Bill Section 36 - 44

C S  HB 2001(FIN)am
Bill Section 29-35

Sena te  F in a n c e  C S
Bill Section 31-39

Rates 20; 40% 20; 40% 30:40% 20; 40%

General SAdmin Costs disallowed bad acts 1
costs arising from Bad Acts III - 

criminal bad acts I
DNR approval required7 In Cl. to avoid 3 mile limit Always Always, w/ language changes Always,

Confidentiality of well data 10 years 2 years
2 years, or if DNR declines to, or 

private landowner declines 2 years, or if DNR declines to,

Seismic on non state land silent included
explicit exclusion without 

permission silent

Pre-existinq well One drilling season
Two consecutive drilling 

seasons
Two consecutive drilling 

seasons
Two consecutive drilling 

seasons
"DNR TIE" Credits for pre 
2003 seismic work7 no 5% 5% 5%

E x c e p t io n s  to T ax  C r e d i t s Bill Section 41 Bill Section 30,35,

None none none unpaid judgment none
Tax Exempt entities take 

credits? no no

S ta te  P u r c h a s e  o f  C r e d i t s AS 43.55.023(1) & (g)

Paid from W M S K S S S S B M
oil and gas credit fund, funded 

from production taxes
Annual dollar cap per 
taxpayer7 S25 million none

S 25 million (however ARM 
unlimited) none

ARM Board Purchases? n/a n/a yes n/a

t),in I Dickinson, Cl'A 
11/1H/2007 
Matrix Sinnm.iiy



Summary Comparison between Various Approaches to Production Tax

SB/HB 2001 (ACES) as
Issue Curren t Law  in troduced C S  HB  2001(FIN)am S ena te  F in a n c e  C S

A ' lo w a b le  L e a s e  E x p e n d i t u r e s  AS43.55.165_____________________________________________________ Bill Section 46-51______________________ Bill Suction 46-51_______________

Allowed by requlation no lanquaqe must be must be must be
Use producer audits of 
operators? Explicit Explicit repealed. Implicit Explicit repealed: Implicit Explicit for W ICs

Disallow bad acts II? yes
add violation of law, lease or 

license
costs arising from Bad Acts III - 

criminal Disallow bad acts II?
DR&R Allowed? Allocated No No No

"Corrosion" Issue
.r - ’ ’ .i . « . • S0.30 + unscheduled events 

disallowed
S 30 a bbl disallowed+ intent 

language
S.30 a bbl disallowed+ 

unscheduled interruption
Field Topping Plants 
allowed? Yes No No No
Off Lease allowed must be in state .‘■‘‘.s  •. . .  > jj'ier.-iestv -
Public Outreach costs not explicit not explicit no; listed no, listed

Opex actual actual

Yet to be written regulations will 
define 2006: then 3% annual 

increase; (regardless of 
production or ownership’ ) actual

In fo rm a t io n  AS 43.05.230 and royalty statutes Bill Sections 2-9,11,13,36-39,52 Bill Sections 2-9,11,13,36-39, 52

forward looking information 
required none

information "necessary to 
forecast... revenues under AS 
43.55" Penalty up to S1000 a 

day

information "necessary to 
forecast... revenues under AS 
43.55". Penalty up to S1000 a 

day if demanded information not 
forthcomina

information "necessary to 
forecast. .. revenues under AS 
43 55". Penalty up to S1000 a 

day if demanded information not 
forthconnnq

Disclosure of tax 
information

if aggregated w/2 other 
producers, no requirement to 

prevent identification

if aggregated w/2 other 
producers, ( still under umbrella 

required to prevent 
identification]

if aggregated w/2 other 
producers, no requirement to 

prevent identification
DNR sharing royalty 
information w/ DOR limited ability expanded ability expanded ability expanded ability
DOR sharing tax 
information with DNR limited ability expanded ability expanded ability expanded ability

Bill Sections 1,14,50 new AS Bill Sections 1,14,41 new AS Bill Sections 1,14,41 new AS
S ta tu te  o f  L im i t a t io n s  A S 43.05.260 43.55.075 43.55.075 _________________________43.55075______________________

State assessment must be
issued within 3 yrs 6 yrs 6 yrs 4 yrs

D O R  A u d it o r s  As3Q.25.100 Bill Sections 10,65,67 Bill Sections 10,56 Bill Sections 10,56
Unn I D ickinson, CPA
11/13/2007
M.ilnx S num i.iry lingo  3



• •
Summary  C om pa r is o n  b e tween  Var ious A pp roa che s  to Product ion Tax

•

Issue Current Law
SB/HB 2001 (ACES) as 

in troduced C S  HB2001(FIN)am Sena te  F in a n c e  C S
DOR & DNR auditors 
exempt employees? no yes

2 DNR and 4 DOR exempt 
master auditors authorized.

2 DNR and 4 DOR exempt 
master auditors authorized.

E f fe c t iv e  Da te Bill Section 64 Bill Section 1, 60-61 Bill Section 1, 60-61

Generally n/a Jan 1 2008 Jan 1 2008 July 1 2007

Retroactive to April t 2006 n/a unscheduled interrpution
deferred maintenance issues 

(Intent language)
TECHNICAL AMENDMENT: 

unscehduled interruption

D o w n s t r e a m  C o s t s As 43.55.150 Bill Section 43 Bill Section 43

Reasonable v actual

Downstream Tanker and 
Pipelines = Actual, except, 

reasonable if lower

Downstream Tanker and 
Pipelines = Actual, except, 

reasonable if lower
Prima facie reasonable 
Taps Tariff

"just and reasonable" and arms' 
lenqth transactions

"just and reasonable" and arms' 
lenqth transactions

G a s  C e i l i n g s  th ru  2022 As 43.55.011 Bill Section 22 Bill Section 20,22

Where Cl Cl C l + gas used in the state

Interaction with credits implicit explicit importing from reqs implicit
explicit high-level statement of 

rules

A d d it io n a l  P e n a l t ie s new As 43.55.055 Bill Section 40 Bill Section 24,40

Additional Penalties for 
Under reporting none none

10% for 10% or 10mm 
understmnt, 20% for 20% or 

20mm understmnt none

Dan L Dickinson, CIV*
11/13/5*007
Matrix Summary pagu *i



S u m m a ry  C o m p a ris o n  b e tw e e n  V a r io u s  A p p ro a c h e s  to P ro d u c tio n  T ax

Is sue 
intent Language

Current Law
SB/HB 2001 (ACES) as 

in troduced C S  HB2001(FIN)am
Bill Section 1

S ena te  F in a n c e  C S
Bill Section 1

overall intent of legislation n/a no included no
long standing interpretation 
of SOL n/a included included included
Half the money from certain 
retroactive applications to 
PERS and public education 
fund

retroactivity dollars to public 
education fund, incremental 

dollars to other listed 
investments

tax savings from gas 
ceilings outside Cl passed 
on to ultimate consumers n/a no

encourage availability of 
affordable gas no

Adinin AS 43.55.020(a)  Bill Sections 12,23-25,42__________ Bill Sections 12,23-25,42

Monthly Estimated 
payments

Estimated payments without 
ceilings, refund due taxpayer at 

year end Ceilings applied monthly
Ceilings applied monthly (sec A 

and C could be parallel)
Ceilings applied monthly (sec A 

and C could be parallel)

LIIHEAP funding No No
may appropriate S50 mm from 

proqressivity No

Whistleblower language No No yes - with limitation for bad faith yes - with limitation for bad faith

DNR NPSL regulations n/a
general grant for retroactive 

applications may be retroactive may be retroactive
Reguired 2011 Report - Yes Yes deleted Yes

Dan! Dickinson, C I’A
11/13/2007
Malnx Summary paye 0



G o v e r n m e n t  T a k e  

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

F o r  L o w e r  4 8 , S t a t e  l a n d s  I  F e d e r a l  a s s u m e s  w i t h  1 2 .5 %  - 1 8 .7 5 %  r o y a l t y .  P r i v a t e  r o y a l t y  t r e n d  i s  h i g h e r

1 0 0 %

9 0 %

8 0 %

7 0 %

6 0 %

5 0 %

4 0 %

3 0 %

2 0 %

1 0 %

0 %

N o rw a y
UK

“ L e g a c y ” T o ta l  G o v e rn m e n t
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TV*1 “V/Tr  ■> »rn ^

S ena te  F in a nce  CS
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Oil Pr ice

140 160 180 2 0 0

G a f fn e y ,  C l i n e  &  A s s o c ia t e s
A s s u m e s  $20 c o s t s

14 November 2007



G o v e r n m e n t  T a k e  

S e n a t e  F i n a n c e  C S
BOR

 C id - O i^  ' V ,

F o r  L o w e r  4 8 , S t a t e  l a n d s  I  F e d e r a l  a s s u m e s  w i t h  1 2 .5 %  - 1 8 .7 5 %  r o y a l t y .  P r i v a t e  r o y a l t y  t r e n d  i s  h i g h e r

1 0 0 %

9 0 %

8 0 %

7 0 %

6 0%

5 0 %

4 0 %

3 0 %

2 0 %

1 0 %

0 %

r.f

t » N o rw a y
UK

“ L e g a c y ”

UK

T o ta l  G o v e rn m e n t
.aM*.

J r

New F ie lds  L o w e r  48* and  FgdjyeSF"
ssOCSStWtfM

/

PPT A C E S

Senate  F inance  

Sena te  J u d ic ia r y

o 2 0 40 60 80 100 120 140 160 180 200

Oil Pr ice

< Gaffney, Cllrie & A ssociates
A s s u m e s  $ 2 0  c o s t s

14 N o vem b er 2007



G o v e r n m e n t  a n d  P e t r o l e u m  

T a x  T a k e

n a n

P P T ,  A C E S ,  S e n a t e  J u d i c i a r y  C S  

C o m p a r e d  T o  U K ,  N o r w a y ,  U S  L o w e r  4 8



G o v e r n m e n t  T a k e  

P P T

F o r  L o w e r  48 , S t a t e  l a n d s  I  F e d e r a l  a s s u m e s  w i t h  1 2 .5 %  - 1 8 .7 5 %  r o y a l t y .  P r i v a t e  r o y a l t y  t r e n d  i s  h i g h e r

1 0 0 %  

9 0%  

80%  

7 0 %  

6 0%  

5 0%

N o rw a y
UK

“ L e g a c y ”

UK

To ta l  G o v e rn m e n t

4 0 %  lew Fie lds L o w e r  48* and Federa l
30%

2 0 %

1 0 %

0 %

2 0 40 60 80 100 120 

Oil Pr ice

140 160 180 2 0 0

J . . _  i ! i t i r i _ j
A s s um e s  S20 co s ts

09 November 2007



G o v e r n m e n t  T a k e  ^ f l O R 1

S B  2 0 0 1  ( A C E S )  - % ,> <

F o r  L o w e r  48 , S t a t e  l a n d s  / F e d e r a l  a s s u m e s  w i t h  1 2 .5 %  - 1 8 .7 5 %  r o y a l t y .  P r i v a t e  r o y a l t y  t r e n d  i s  h i g h e r

1 0 %

0% 1 •   \

0 20 40 60 80 100 120 140 160 180 200

Oil Pr ice

G a f fn e y ,  C l i n e  &  A s s o c ia t e s
A s s u m e s  $20 c o s t s

09 November 2007



G o v e r n m e n t  T a k e  

S e n a t e  J u d i c i a r y  C S
BOR)

% y l -  
— - 'O d d -& & '  \ \

F o r  L o w e r  48 , S t a t e  l a n d s  / F e d e r a l  a s s u m e s  w i t h  1 2 .5 %  - 1 8 .7 5 %  r o y a l t y .  P r i v a t e  r o y a l t y  t r e n d  i s  h i g h e r

1 0 0 %

9 0 %

80%

7 0 %

6 0%

5 0 %

4 0 %

30%

2 0 %

1 0 %

0 %

N o rw a y
UK *

“ L e g a c y ”

UK

To ta l  G o v e rn m e n t

New F ie lds  L o w e r  48* and Fee

gvtnct r r m  l a o w n K  ►

Senate  J u d ic ia r y  CS

2 0 40 60 80 100 120 140 160 180 200

Oil P r ice

H -
A s s u m e s  $20 co s ts

09 November 2007



•  •

G o v e r n m e n t  T a k e  

S e n a t e  J u d i c i a r y  C S

* F o r  L o w e r  48 , S t a t e  l a n d s  I  F e d e r a l  a s s u m e s  w i t h  1 2 .5 %  - 1 8 .7 5 %  r o y a l t y .  P r i v a t e  r o y a l t y  t r e n d  i s  h i g h e r

Oil Price

A s s u m e s  $20 co s ts

09 November 2007



T a x  R a t e s  i n  V a r i o u s  V e r s i o n s  o f

S B  2 0 0 1

N o v e m b e r  1 2 ,  2 0 0 7

David Teal

Legislative Finance Division 1



•  •  •

M a j o r  P r o v i s i o n s  o f  a  T a x  S y s t e m

1 .  T a x a b l e  R e v e n u e  ( G r o s s  o r  N e t )

2 .  B a s e  R a t e

3 .  S u r c h a r g e  ( P r o g r e s s i v e  R a t e )

4 .  T r i g g e r  P o i n t  f o r  S u r c h a r g e

5 .  M a x i m u m  R a t e

L e g i s l a t i v e  F i n a n c e  D i v i s i o n 2



•  •  •

A l l  T a x  S y s t e m s  D i s c u s s e d  a r e  B a s e d  o n  N e t  C a s h  F l o w

Base Trigger Rate Trigger Rate Trigger Rate Trigger Rate Maximum

P P T 22 5% S 40 0.25% 47 5%

A C E S 25.0% S 30 0 .20% 50.0%

S e n  J u d 25 0% s 30 0.40% 500%

H o u s e 25 0% s 30 0 40% 50 0%

S e n  F i n 22 5% $ 30 0.60% S 30 0 50% S 50 0.35% $ 70 0 10% 75 0%

L e g i s la t iv e  F i n a n c e  D iv is io n 3



•  •  •

Com paring the Tax System s

1 .  I n c r e a s e  i n  R e v e n u e  ( r e l a t i v e  t o  P P T )

2 .  T o t a l  R e v e n u e

3 .  G o v e r n m e n t  S h a r e

L e g is la t iv e  H n a n c e  D iv is io n 4



•  •  •

Things to R em em ber

•  F o c u s  o n  c u r v e  s h a p e  a n d  l o c a t i o n — p r o j e c t i o n s  

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

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

p r e d i c t e d  a c c u r a t e l y .

•  P r o j e c t i o n s  a r e  b a s e d  o n  t h e  F a l l  2 0 0 7  R e v e n u e  

F o r e c a s t ,  b u t  e v e n  i f  t h e  v a r i a b l e s — p r o d u c t i o n  

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

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

t e r m s .

L e g i s la t i v e  F i n a n c e  D iv is io n 5
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Inc rease s  in Total S ta te  R e v e n u e  Under Various Production Tax S y s te m s
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L e g i s la t iv e  F i n a n c e  D iv is io n 6



In c re a s e s  in  T o ta l  S ta te  R e v e n u e  U n d e r  V a r io u s  P r o d u c t io n  T a x  S y s te m s
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L e g is la t iv e  F i n a n c e  D iv is io n 7



I n c r e a s e s  in Total S ta te  R e v e n u e  U n d e r  Various  P roduc t ion  Tax S y s te m s

A C E S  B a s e = 2 5 %  S u r c h a r g e s 2 0 %  
T r i g g e r = S 3 0
S J u d  B a s e = 2 5 %  S u r c h a r g e = . 4 %  T r i g g e r = $ 3 0  

H o u s e  B a s e = 2 5 %  N e t  S u r c h a r g e = . 4

Market Price of Oil (S/bbl)

L e g i s la t i v e  F i n a n c e  D iv is io n



Total S ta te  R e v e n u e  U n d e r  Var ious  S c e n a r i o s
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L e g i s l a t i v e  F i n a n c e  D iv is io n
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Total Sta te  R e v e n u e  U n d e r  Various  S c e n a r io s

Market Price of Oil ($ per bbl)

L e g is la t iv e  F i n a n c e  D iv is io n



•  •  •

G o v e r n m e n t  S h a re  of R e v e n u e  U nde r  Various  S c e n a r io s

so 30 -to on v> 60 no ?a 'o bo bo on so u w no 110 e  t? » 13 u n vi 10 » w ir t? 'b 1a 10

Market Price of Oil ($ per bbl)

L e g i s la t i v e  F i n a n c e  D iv is io n  11
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