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T H E  STATE

G O V E R N O R  SEAN PARNELL

Department o f Revenue

333 Willoughby Avenue, 11*1 Floor 
PO Box 110400 

Juneau, Alaska 99811-0400 
Main: 907.465.2300 

Fax: 907.465,2389

COMM ISSION ER’S OFFICE 
Brvan Butcher, Commissioner

January 17, 2013

The Honorable Peter Micciche, Co-Chair 
Senate Special Committee on TAPS Throughput 
State Capitol Room 125 
Juneau, Alaska 99801

The Honorable Mike Dunleavy, Co-Chair 
Senate Special Committee on TAPS Throughput 
State Capitol Room 510 
Juneau, Alaska 99801

Dear Co-Chairs Micciche and Dunleavy:

Senate Bill 21 was read across the floor on January 16, 2013 and referred to the Senate Special 
Committee on TAPS Throughput for consideration. I respectfully request a hearing to be 
scheduled at your earliest convenience for the proposed changes to Alaska’s oil and gas 
production tax to be discussed.

Governor Parnell is committed to getting more oil into the pipeline and increasing job 
opportunities for Alaskans. The current oil and gas production tax system is one of the obstacles 
the Governor has identified to stemming the decline in TAPS throughput and increasing oil 
production in Alaska.

Senate Bill 21:

• Eliminates the progressive function in the current production tax and maintains the 
current 25% tax rate.

• Eliminates qualified capital expenditure credits for expenditures made after December 
31, 2014 for expenditures made, north o f 68 degrees north latitude (the North Slope) to 
explore for, and develop oil and gas.

• Establishes a 20% gross revenue exclusion for production from units formed after 
January 1, 2003 and new participating areas in units that were in existence prior to 
January 1, 2003.

• Reforms the current net loss carry forward to require that it be carried forward to offset a
tax liability and limits the instances in which the credit may be transferred.

• Extends the current small producer tax credit.
• Changes the fund source for the Community Revenue Sharing Fund from the progressive 

function in the current production tax system to the Alaska Net Income tax.
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These changes are aimed at ensuring that the state continues to receive fair compensation for the 
sale o f its resources while establishing a more competitive investment climate for job creation.

If the Committee requires any additional information, please contact me.

Sincerely,

Bryan Butcher 
Commissioner
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Governor Sean Parnell
STATE OF ALASKA

January 15, 2013

The Honorable Charlie Huggins 
President o f the Senate 
Alaska State Legislature 
State Capitol, Room 111 
Juneau, AK 99801-1182

Dear President Huggins,

To create more economic opportunity for Alaskans, we must proactively choose a future of more oil 
production. Therefore, under the authority of Article III, Section 18 o f the Alaska Constitution, I 
am transmitting a bill relating to oil production taxation.

Alaska’s oil belongs to Alaskans, and increased oil production will mean increased private sector 
opportunity for Alaskans. Alaska engineers, contractors, and maintenance personnel earn their 
livelihoods from oil production; indirectly so do business owners, retailers, and working men and 
women of all trades. Oil production also provides revenue and drives public sector opportunities for 
schools, public safety, roads and ferries, energy infrastructure, and many other services for Alaskans.

Need for Legislation
Alaskans are well aware that oil production from legacy fields is declining. N ot because we are 
running out of oil, but because we are running behind the competition. Alaska’s North Slope has 
billions of proven barrels of oil, but we do not have a tax system designed to attract new investment 
for more production. At high oil prices, the current progressive tax rate structure creates highly 
variable tax rates and takes far more profit from investors than other competing jurisdictions. 
Investors take their money where they get a greater return, and they are investing new capital 
elsewhere. Legislation is necessary to drive new investment to create new Alaska production and 
new opportunities for Alaskans.

Under current law, the generous tax credits for capital expenditures support company spending now, 
but on spending not necessarily targeted for new production. Consequently, the State experiences 
the short-term risk of writing large checks from the treasury for those credits with no corresponding 
increase in production. Legislation is necessary to mitigate this risk, and focus company investment 
on long-term, new Alaska production.

Guiding Principles
Tax policy must be fair to Alaskans. Any changes to oil taxes should, when taken together, be geared 
to foster new production. Changes should result in a more simple tax system and restore balance to 
our fiscal system. And, tax policy must make Alaska competitive for the long-term. If these guiding 
principles are met, I believe we will more fully maximize the benefit of Alaskans’ oil resources for
Alaskans.

mailto:Governor@Alpska.Gov
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L egislation Summary
The bill maintains a 25 percent base tax rate with a 20 percent gross revenue exclusion for new oil. It 
eliminates the progressivity calculation, and eliminates the qualified capital expenditure credits for 
North Slope expenditures. The bill reforms the remaining credits so that they are taken when there 
is production.

Fair to Alaskans and Fosters New Production
The legislation provides more downside price protection for Alaskans in exchange for more upside 
price revenue to the companies. Under the current tax system, State revenues depend primarily on 
the price of oil, but the current qualified capital expenditure credits depend on the level o f company 
spending. If prices fall, State revenues are reduced but the State retains the obligation to pay credits. 
Further, if additional development occurs, under the current system, the credit obligation could 
grow substantially. Given the State’s other obligations like public safety and schools, this imbalance 
exposes the State to substantial financial risks. By reforming the credit system, this bill rebalances 
the current tax structure to ensure revenues to the State in low price environments.

The legislation targets new Alaska production rather than just company spending, thus unlocking 
more of Alaskans’ oil for more Alaskan private sector and public sector opportunities. This goal is 
accomplished by eliminating the current 20 percent tax credit under AS 43.55.023(a) for qualified 
capital expenditures incurred after December 31, 2013, to explore for, develop, or produce oil and 
gas deposits located on the North Slope. The bill would amend the 25 percent tax credit issued 
under AS 43.55.023(b) for a carried-forward annual loss based on expenditures incurred after 
December 31, 2013, to explore for, develop, or produce oil and gas deposits located on the North 
Slope by limiting the transferability and monetization of the tax credit. The amendment to 
AS 43.55.023(b) will encourage investment aimed at production by requiring a producer or explorer 
to carry the credit forward to offset future tax liabilities. Additionally, the bill extends the small 
producer tax credit available under AS 43.55.024(c). The small producer tax credit is 
nontransferable.

The bill creates additional incentives for new production on the North Slope by providing for a 
20 percent revenue exclusion based on the gross value at the point of production of oil and gas 
produced from a lease or property that was not, as of January 1, 2003, within a unit. It also proposes 
the same 20 percent revenue exclusion for oil and gas production from new participating areas in 
units that were formed before January 1, 2003. Similar to the new North Slope carried-forward 
annual loss tax credit and the extended tax credit for small producers, these incentives only would 
apply to a company when it has production.

More Simple. Restores Balance
The bill simplifies the oil and gas production tax by repealing the progressive tax rate structure in 
Alaska’s current tax system by levying a flat rate tax o f 25 percent on oil and gas production 
statewide, subject to current tax ceilings on certain oil and gas, for production beginning January 1, 
2014. The repeal o f the progressive tax rate structure in this bill encourages the type of long-term 
planning and investment needed to promote new investment in new production in Alaska.

Long-Term Competitiveness
By shifting the incentives away from spending and towards new production we assure these tax 
changes are for the long run. Producers get the benefit of tax changes later -  after they produce new 
oil when they can offset earlier liabilities against new production. Additionally, by giving back more
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of the high side at high oil prices (while better protecting Alaskans against the downside of lower oil 
prices), we assure companies will make their investments for the long haul because they are more 
likely to take short-term risk with capital if they are assured greater return over time at higher prices.

In summary, this bill provides a path to more Alaskan opportunity through more Alaskan oil 
production. I urge your prom pt and favorable action on this measure.

Governor

Enclosure



Senate Bill 21 
Oil and Gas Production Tax 

SECTION ANALYSIS

Section 1: AS 29.60.850, relating to certain appropriations to the general fund is
am ended to allow the legislature to make appropriations based on taxes paid during the 
previous calendar year under the Alaska Net Income Tax Act, AS 43.20, to conform to 
the repeal o f  AS 43 .55 .011(g) in section 26 o f  the bill.

Section 2: AS 43.55.011(e), relating to the levy o f the oil and gas production tax, is 
am ended to eliminate the reference to AS 43.55.011(g), the monthly progressivity tax, 
which is repealed in section 26 o f  the bill. Beginning January 1, 2014, AS 43.55.011(e) 
would levy on producers o f oil and gas produced each calendar year a flat rate tax o f 25 
percent o f  the production tax value o f  taxable oil and gas produced from each lease or 
property in the state. No change is made to current tax ceilings that apply to Cook Inlet 
oil and gas, gas produced outside the Cook Inlet basin and used in the state, and oil and 
gas produced from new fields outside the Cook Inlet basin and south o f the North Slope.

Section 3: Amends AS 43.55.01 l(o), relating to gas used in the state, to clarify that the 
tax ceiling applicable to gas used in the state does not apply to gas subject to 
AS 43.55.01 l(p)(the seven year tax limitation o f four percent o f  gross value at the point 
o f  production for oil and gas first produced commercially outside o f  the Cook Inlet basin 
and south o f 68 degrees North latitude after December 31, 2012, and before January 1, 
2022).

Section 4: Amends AS 43.55.020(a), monthly installment payments o f  estimated tax, to 
clarify paym ent provisions relating to the determination o f tax due for oil and gas subject 
to AS 43.55.011 (p) and makes other minor clarifying amendments.

Section 5: Amends AS 43.55.020(a), monthly installment payments o f estimated tax, for 
oil and gas produced after January 1, 2014, to conform to the repeal o f AS 43.55.011(g), 
and to am end the calculation o f  monthly paym ents based on North Slope oil and gas to 
conform with the gross revenue exclusion in new subsection (f), AS 43.55.160, in section 
24 o f  the bill.

Section 6: AS 43.55.020(d), related to payment by a producer to a private royalty owner, 
is am ended to refer to the tax levied by AS 43.55.011(e) instead o f AS 43.55.011(e)—(g). 
This am endment does not change the substance or effect o f AS 43.55.020(d) although to 
avoid confusion, the amendment is made effective the same date as the repeal o f 
AS 43.55.011(g).
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Section 7: Amends AS 43.55.023(a) to eliminate the current restrictions on use o f a tax 
credit for qualified capital expenditures and allow the full amount o f  a tax credit to be 
applied in a single calendar year beginning January 1, 2013 for expenditures after 
Decem ber 31, 2012.

Section 8: Amends AS 43.55.023(a), effective immediately, to limit the 20 percent tax 
credit for qualified capital expenditures incurred north o f 68 degrees North latitude 
(North Slope) to expenditures incurred before January 1, 2014. Tax credits under 
AS 43.55.023(a) based on expenditures to explore for, develop, or produce oil and gas
deposits south o f the North Slope are not affected.

Section 9: Amends AS 43.55.023(b) to provide that the 25 percent tax credit for a 
carried-forward annual loss based on expenditures incurred after Decem ber 31, 2013, to 
explore for, develop, or produce oil and gas deposits located on the North Slope are no 
longer redeemable for cash, nor are they transferable except as provided in new 
AS 43.55.023(t) in section 15 o f the bill. Carried-forward annual loss tax credits based 
on expenditures incurred after Decem ber 31, 2013, to explore for, develop, or produce oil
or gas deposits located south o f the North Slope are not affected.

Section 10: A m ends AS 43.55.023(c) to conform with new  amendments to
AS 43.55.023 in section 15 o f the bill, related to the new rules that will apply to the tax 
credit for carried-forward losses incurred for expenditures related to North Slope 
activities.

Section 11: Amends AS 43.55.023(d), issuance o f transferable and redeemable tax credit 
certificates for qualified capital expenditures, to conform to the amendments to 
AS 43.55.023(a) in section 7 o f  the bill authorizing the D epartm ent o f  Revenue to issue 
one tax credit certificate for the full amount o f a transferable tax credit.

Section 12: Amends AS 43.55.023(d), issuance o f transferable and redeemable tax credit 
certificates for qualified capital expenditures, so that tax credits certificates based on 
lease expenditures incurred after Decem ber 31, 2013 to explore for, develop, or produce 
oil and gas deposits on the North Slope are no longer redeemable for cash; nor are the tax 
credits transferable except in limited circumstances. The reference to AS 43.55.023(i), 
the transitional expenditure credit, is deleted to conform to the repeal o f  AS 43.55.023(i) 
in section 26 o f  the bill. Tax credits based on lease expenditures to explore for, develop, 
or produce oil and gas deposits south o f the North Slope are still transferable and 
redeemable for cash from the oil and gas tax credit fund.

Section 13: Amends AS 43.55.023(g), issuance o f  tax credit certificates, to conform to 
the repeal o f AS 43.55.023(m) in section 25 o f the bill.
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Section 14: Amends AS 43.55.023(n), issuance o f tax credit certificates, to conform to 
the repeal o f  AS 43.55.023(m ) in section 25 o f the bill.

Section 15: Amends AS 43.55.023 by adding new subsections (p)-(u), effective January 
1, 2014 relating to tax credits for carried-forward annual losses based on adjusted lease 
expenditures incurred to explore for, develop, or produce oil or gas deposits located on 
the North Slope.

Subsection (p) limits application o f  a North Slope carried-forward loss credit to 
tax liability two or more calendar years after the expenditures on which the credit is 
based were incurred, but the credit may not be applied later than 10 years after the 
expenditures were incurred.

Subsection (q) establishes a “first earned, first used” rule by requiring that 
available North Slope carried-forward loss tax credits must be applied in order o f  the year 
the expenditures were incurred, with the earliest year first, against tax liability under 
AS 43.55.011(e).

Subsection (r) provides an annual 15 percent increase in the am ount o f  a North 
Slope carried-forward loss tax credit subject to compliance with subsections (p), (q) and 
(s). An amount o f  a tax credit subject to this subsection begins to increase on January 1 
o f  the second calendar year im mediately following the year the expenditures on which 
the credit is based were incurred, unless that second calendar year is the year for which 
the credit is applied. The credit stops increasing on Decem ber 31 o f the year preceding 
the year against which the credit is applied against the person’s tax liability. The increase 
under this subsection has no value except as applied against a person’s tax liability, and 
the credit expires if  not used within the 10 year period in AS 43.55.023(p) o f this section.

Subsection (s) provides that a tax credit will not increase under section (r) if  the 
credit could have been applied to a producer’s tax liability and provides the order in 
which credits must be applied and calculations for the determination o f  when a tax credit 
could be applied against a person’s tax liability.

Subsection (t) provides that a North Slope carried-forward loss tax credit is not 
transferable except to another person that acquires an interest in the lease or property 
ow ned by the transferee at the time the lease expenditures on which the credit is based 
w ere incurred. A transferee’s use o f the credit is subject to the provisions o f (u) o f this 
section, and includes filing information on the transfer with the Department o f Revenue. 
The transferee’s use o f  the credit against its tax liability is subject to audit by the 
D epartm ent o f  Revenue to the same extent as a tax credit that has not been transferred.

Subsection (u) sets out limitations for use o f  a North Slope carried-forward loss 
tax credit where a tax credit is used by a producer to whom a tax credit has been
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transferred through acquisition o f leases or properties, or by a producer that has acquired 
the person that holds the tax credit. The transferee or successor may use the amount o f 
the tax credit specified in this subsection, but the amount o f  the credit that may be applied 
against the transferee’s or successor’s tax liability under AS 43.55.011(e) for a calendar 
year may not exceed 20 percent o f the sum obtained by an equation based on the taxable 
gross value at the point o f  production from the lease or property in a calendar year 
multiplied by the percentage interest in the lease or property owned by the person that 
incurred the expenditures on which the tax credit is based.

Section 16: Amends AS 43.55.024(d) to extend for 6 years the time that a producer may 
take a tax credit under AS 43.55.024(c), the small producer credit. Qualifying producers 
would have until 2022 (instead o f 2016) to take the nontransferable small producer tax 
credit. The extension also applies to producers that did not have commercial production 
in the state before April 1, 2006, but that first have commercial production before M ay 1, 
2022. Those producers may take the tax credit for nine calendar years (the same period as 
in current law) after the start o f  commercial production.

Section 17: Am ends AS 43.55.028(e) to conform to the repeal o f AS 43.55.023(m) in 
section 25 o f the bill.

Section 18: Amends AS 43.55.028(g) to conform to the repeal o f  AS 43.55.023(m) in 
section 25 o f  the bill.

Section 19: Amends AS 43.55.030(e) (1), annual statements o f  qualified capital
expenditures, to clarify current practice that both explorers and producers must file 
statements reporting qualified capital expenditures and other information required under 
AS 43.55.030(e).

Section 20: Amends AS 43.55.030 by adding new subsection (g) which requires an 
explorer or producer claiming a tax credit subject to AS 43.55.023(p)-(u) (section 15 o f 
the bill) to file an annual statem ent with the Departm ent o f Revenue reporting the nature 
and amount o f the expenditures on which the North Slope carried- forward loss credit is 
based, the amount the person intends to carry forward, any increase in the amount o f  the 
credit, and other inform ation required by the Departm ent o f Revenue.

Section 21: Amends AS 43.55.160(a), calculation o f annual production tax values, to 
clarify and conform to the provisions o f AS 43.55.01 l(p).

Section 22: AS 43.55.160(a), calculation o f annual production tax values, is repealed 
and reenacted to conform to the repeal o f the monthly progressivity tax in section 26 o f 
the bill. For oil and gas produced after January 1, 2014, a producer o f  oil and gas will no 
longer need to calculate m onthly production tax values for oil and for purposes o f  AS 
43.55.011(g), the progressivity tax. Other clarifying amendments are made setting out
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the categories for w hich a separate annual production tax value must be calculated, but 
the method o f calculating annual production tax value is not affected.

Section 23: A m ends AS 43.55.160(e) to conform to the amendments in section 22 o f the 
bill.

Section 24: Amends AS 43.55.160 by adding new subsection (f) which provides that in 
calculating the annual production tax value for oil and gas produced north o f  68 degrees 
N orth latitude the gross value at the point o f production o f the oil or gas meeting either or 
both o f the following criteria is reduced by 20 percent if (1) produced from a lease or 
property that does not contain land that was within a unit on January 1, 2003; (2) 
produced from a participating area established after December 31, 2011, that is within a 
unit formed under AS 38.05.180(p) before January 1, 2003, if  the participating area does 
not contain a reservoir that had previously been in a participating area established before 
January 1, 2012. The gross value at the point o f production is not reduced if  it is zero or 
less before any reduction.

Section 25: Repeals AS 43.55.023(m) relating to tax credit certificates.

Section 26: Repeals AS 43.55 .011(g), 43.55.023(i) and 43.55.160(c).

Section 27: A pplicability sections.

Section 28: Retroactivity provisions for sections 3, 7, 11, 13, 14, 17, 21 and 25.

Section 29: Transition provision providing the Department o f Revenue authority to
adopt regulations, to be effective not before the date o f the effective date o f  the 
provisions o f this bill.

Section 30: Sections 1, 2, 5, 6, 9, 10, 12, 15, 20, 22-24, and 26 take effect January 1, 
2014.

Section 31: Except as provided in section 30, the remaining sections o f the bill will take 
effect im mediately under AS 01.10.070(c).
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FISCAL NOTE

Identifier (file name) 0647-DQR-TAX-01 -15-13

STATE OF ALASKA
2013 LEGISLATIVE SESSION

Title Production Tax on Oil and Gas

Bill Version 
Fiscal Note Number 
(S) Publish Date

_ Dept. Affected 
Appropriation 
Allocation

SB 21
1

1/16/13

Revenue
Treasury and Taxation

Tax Division
Sponsor
Requester

Rules by Request of the Governor
Governor

Expenditures/Revenues

 OMB Component Number

(Thousands of Dollars)______

2476

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

FY14
Appropriation

Requested

Included in 
Governor's 

FY14 
Request

Out-Year Cost Estimates

OPERATING EXPENDITURES FY14 FY14 FY15 FY16 FY17 FY18 FY19
Personal Services 
T ravel 
Services 
Commodities 
Capital Outlay 
Grants, Benefits 
Miscellaneous

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0 0.0

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

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0 0.0

POSITIONS
Full-time
Part-time
Temporary

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

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

Estimated CAPITAL (FY14) costs   (separate capital appropriation required)
(discuss reasons and fund source(s) in analysis section)

ASSOCIATED REGULATIONS
Does the bill direct, or will the bill result in, regulation changes adopted by your agency? yes
If yes, by what date are the regulations to be adopted, amended, or repealed? 1/1/2014 Discuss details in analysis section.

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

Prepared by Cherie Nienhuis, Ed King and Michael Pawlowski______________________ Phone 907-269-1019______
Division Tax Division___________________________________________________  Date/Time 1/15/2013, 11:39 pm
Approved by Bryan Butcher, Commissioner_____________________________________  Date 1/15/2013_________

Department of Revenue_________________________________________
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FISCAL NOTE ANALYSIS #1

Analysis

STATE OF ALASKA BILL NO. SB 21
2013 LEGISLATIVE SESSION

This bill limits the provision that the State of Alaska purchase transferable tax credit certificates for credits earned from 
leases or properties that contain land that is north of 68 degrees North latitude to credits based on expenditures 
incurred before January 1, 2014. The operating portion of the long-term fiscal plan anticipates an average of $400 
million in refundable credits through 2023. It is anticipated that the limitation of this provision would reduce those 
future appropriations, beginning in FY 2015.

Regulations: The bill does not direct DOR to adopt new regulations to implement its provisions, but existing 
regulations may need to be amended to conform to changes in eligibility for redeemable tax credits, and to account 
for repeal of some sections. There may be additional regulations required, but not before January 1, 2014.

***The revenue impact of this bill is an estimate based on Fall 2012 Forecast.
This bill makes several changes to the oil and gas production tax system. Each of the major changes, along with its 
potential revenue impact, is discussed separately below. The effective date of each of the bill's provisions listed below 
is January 1, 2014, with the exception of provision 6 (bill section 7), which is effective for expenditures beginning 
January 1, 2013.

1. The progressive portion of the production tax at AS 43.55.011(g) is repealed, and the production tax at AS 
43.55.011(e) is retained at a tax rate of 25% of production tax value. Based on our Fall 2012 forecast, this change 
decreases production tax revenue over the forecast period analyzed. Please see detailed summary table on page 3 of 
this fiscal note.

2. Production tax credits under AS 43.55.023(a) for qualified capital expenditures are limited to expenditures 
incurred before January 1, 2014 on leases or properties that contain land north of 68 degrees North latitude. Based 
on our Fall 2012 forecast, this change increases production tax revenue annually over the forecast period analyzed. 
Please see detailed summary table on page 3 of this fiscal note.

3. Companies that incur net losses from leases or properties that contain land north of 68 degrees North latitude will 
earn a credit of 25% of those losses to be carried forward for a maximum period of ten years. These net loss carry • 
forwards will increase at an annual rate of 15 percent beginning on January 1 of the second calendar year following 
the year of the loss. The revenue impact of this provision is confidential under our forecast, however, the impact is 
expected to be minimal.

4. A gross revenue exclusion (GRE) is applicable to production from leases or properties containing land that is north 
of 68 degrees North latitude and meets one or both of two criteria: (1) is produced from a lease or property that 
does not contain land that was within a unit on January 1, 2003; or (2) is produced from a participating area 
established after December 31, 2011 for lease or properties in a unit formed before January 1, 2003. This provision is 
intended to incentivize future production and the revenue impact of this provision based on the current production 
forecast is minimal.

5. The small producer credit at AS 43.55.024 is extended to the later of 2022 or the ninth calendar year after the 
calendar year that the producer first has commercial production. This provision extends the small producer credit six 
years from the original sunset date of 2016. The revenue impact based on the current revenue forecast is minimal.

6. The provision requiring that credits be taken over two years is eliminated. This provision would result in companies 
using credits earlier than they would without this change, and except for the time value of money impact, it is revenue 
neutral. This provision applies to expenditures after December 31, 2012

7. The community revenue sharing fund is amended to allow the legislature to make appropriations from the tax 
revenue collected under AS 43.20, as opposed to revenue collected under AS 43.55.011(g). The impact of this 
provision is indeterminate.

(Revised 11/5/2012 OMB) Page 2 of 4
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Provisions in the Bill and their Estimated Fiscal Impact as compared to Fall 2012 Forecast (Smillions)
Brief Description of Provision FY 2014 FY 2015 FY 2016 FY 2017 FY 2018 FY 2019
1. Elimination of progressive portion of tax -$800 -$1,500 -$1,700 -$1,800 -$1,750 -$1,650
2. Limitation of credits for qualified capital expenditures for North Slope $300 $700 $650 $550 $475 $400
3. Net operating losses carried forward and increased at 15% per year

4. Gross revenue exclusion for certain areas
Lebi ifidfi -pou mimun yei year uuuei rdii zu iz  lurevdbi

5. Small producer credit extended to 2022 $0 $0 $0 -$25 -$25 -$50
6. Provision requiring credits be taken over 2 year eliminated* -$250

7. Amendment to the community revenue sharing fund Indeterminate
Total Revenue Impact $750 $800 -$1,050 $1,275 $1,300 $1,300
Impact on Operating Budget -$150 $250 $250 $250 $250 $250
Total Fiscal Im pact -$900 -$550 -$800 -$1,025 -$1,050 -$1,050

>
3
5L<</>
</>’
oo3r-+
S 'c
soQ.

“Provision 6 above, which eliminates the requirement that credits be taken over 2 years is revenue neutral, and simply shifts the tax liability 

from future years to FY 2014. The total impact of that provision is $400 million, with $250 million taken against tax liability as a revenue 

impact and $150 million impacting the operating budget. The total fiscal impact consists of both revenue impacts and operating budget 
impacts of the bill.

The impacts listed above are based on production and prices as forecasted in our Fall 2012 revenue forecast. The forecasted oil prices 
are between $109.61 and $118.29. All data here are estimates; all figures have been rounded to reflect the uncertainty in the estimates.
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STATE OF ALASKA
2013 LEGISLATIVE SESSION

FISC A L  N O T E  A N A LY SIS #1
B ILL NO. SB 21

Analysis Continued

Differences in G eneral Fund Unrestricted Revenue under 
Proposed Bill from Current Tax System  in $M illions*

*Note: These hypothetical examples of additional production assess the impacts from the 
change In tax rates and credits only and do not attempt to quantify impacts of other parts 
of the bill, such as the removal of the credit split or the impact on the long-range budget.

At Forecasted Production
Oil Price in $/barrel FY 2014 FY 2015 FY2016 FY 2017 FY 2018 FY 2019

$90 $25 $275 $225 $75 $50 $0
$100 -$200 -$100 -$175 -$300 -$350 -$300
$120 -$900 -$1,350 -$1,425 -$1,525 -$1,475 -$1,350

All additional production scenarios below compare additional production under the 
proposed bill to ACES without the additional production.

Additional Production Scenario A
Forecasted production plus 50 million barrel field developed by a New Entrant
Oil Price in $/barrel FY 2014 FY 2015 FY 2016 FY 2017 FY 2018 FY 2019

$90 $50 $375 $300 $175 $75 $75
$100 -$200 -$75 -$150 -$275 -$350 -$300
$120 -$900 -$1,375 -$1,400 -$1,500 -$1,475 -$1,375

Assumes field outside of a current unit and subject to gross revenue exclusion., first oil
in 2017 and peak production of 10,000 barrels per day in 2019. Total development cost 
of $500 million.

Additional Production Scenario B
With addition of 4 oil rigs to legacy fields drilling from 2014-2019

FY 2014 FY 2015 FY 2016 FY 2017 FY 2018 FY 2019
$90 $100 $550 $575 $525 $550 $475

$100 -$125 $125 $175 $150 $225 $150
$120 -$825 -$1,100 -$1,000 -$975 -$800 -$800

Assumes each oil rig drills 4 new production wells per year, with each well producing 1,000 barrels 
of oil per day beginning in FY 2014, with a maximum production rate of 60,000 barrels per day 
for a total of 140 million barrels. Development costs for each well assumed to be $20 million.

Additional Production Scenario C
With new well pad and 4 additional rigs in legacy fields, plus new 10,000 bopd field starting in 2017 

FY 2014 FY 2015 FY2016 FY 2017 FY 2018 FY 2019
$90 $50 $525 $675 $800 $1,275 $1,200

$100 -$175 $150 $325 $500 $1,025 $975
$120 -$825 -$1,000 -$725 -$475 $225 $225

Assumes new well pad within major North Slope unit producing a total of 125 million 
barrels of new production over an 8-year period starting in 2015 at total development 
costs of $5 billion. Also includes scenario B above with 4 oil rigs in legacy fields and 
scenario A above with the addition of a new 50-million barrel field.

(Revised 11/5/2012 OMB) Page 4 of 4



FISCAL NOTE

Identifier (file name) LLQ647-DNR-DOG-1-14-13

STATE OF ALASKA
2013 LEGISLATIVE SESSION

Title Production Tax on Oil and Gas

Bill Version 
Fiscal Note Number 
(S) Publish Date

Dept. Affected
Appropriation
Allocation

SB 21

1/16/13

Natural Resources
Oil & Gas
Oil & Gas

Sponsor
Requester

Rules by Request of the Governor
Governor

Expenditures/Revenues

 OMB Component Number

(Thousands of Dollars)_______

439

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

FY14
Appropriation

Requested

Included in 
Governor's 

FY14 
Request

Out-Year Cost Estimates

OPERATING EXPENDITURES FY14 FY14 FY15 FY16 FY17 FY18 FY19
Personal Services
Travel
Services
Commodities
Capital Outlay
Grants, Benefits
Miscellaneous

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0 0.0

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

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0 0.0

POSITIONS
Full-time
Part-time
Temporary

CHANGE IN REVENUES *** ... **★ *** *** *★*

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

Estimated CAPITAL (FY14) costs
(discuss reasons and fund source(s) in analysis section)

(separate supplemental appropriation required) 

(separate capital appropriation required)

ASSOCIATED REGULATIONS
Does the bill direct, or will the bill result in, regulation changes adopted by your agency?
If yes, by what date are the regulations to be adopted, amended, or repealed? N/A

No
Discuss details in analysis section.

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

Prepared by 
Division
Approved by

(Revised 11/5/12 OMB)

Bill Barron, Director
Division of Oil and Gas
Daniel S. Sullivan, Commissioner
Department of Natural Resources

Phone 269-8800
Date/Time 1/14/13 5:00 PM

Date 1/14/2013

Page 1 of 3



FISCAL NOTE ANALYSIS #2

Analysis

STATE OF ALASKA BILL NO. SB 21
2013 LEGISLATIVE SESSION

LL0647 reforms the oil and gas production tax system in Alaska. This bill will not result in any procedural changes in 
how the Division of Oil and Gas operates and therefore the Department of Natural Resources (DNR) does not 
anticipate any fiscal impact to the Department's operating budget.

This bill proposes to improve Alaska's competitiveness and encourage producers to invest more by simplifying the oil 
and gas production tax system. First, this bill repeals the progressive tax structure, which will help encourage the 
type of long-term planning and investment needed to promote new investment in new production in Alaska. Further, 
this bill shifts incentives away from spending and provides new incentives to reward new production. At forecasted 
price ranges, overall government take and marginal tax rates are reduced materially. To the extent that investments 
are made as a consequence of these changes to the tax regime, royalty revenue may rise.

The fiscal impact on royalty revenue is an indeterminate positive.

(Revised 11/5/2012 OMB) Page 2 of 3



FISCAL NOTE ANALYSIS #2

Analysis Continued

STATE OF ALASKA BILL NO. SB 21
2013 LEGISLATIVE SESSION

Differences in Royalty Revenues from
New Production Scenarios in $Millions*

•Note: These scenarios are based on Department of Revenue modeling.

At Forecasted Production
FY 2014 FY 2015 FY 2016 FY 2017 FY 2018 FY 2019

$ 120 $0 $0 $0 $0 $0 $0
$ 100 $0 $0 $0 $0 $0 $0
$ 90 $0 $0 $0 $0 $0 $0

Additional Production Scenario A
Forecasted production plus 50 million barrel field developed by a New Entrant
Oil Price in $/barrel FY 2014 FY 2015 FY 2016 FY2017 FY2018 FY 2019

$120 $0 $0 $0 $12 $24 $35
$100 $0 $0 $0 $10 $20 $29

$90 $0 $0 $0 $9 $17 $26
Assumes field outside of a current unit and subject to gross revenue exclusion.
first oil in 2017 and peak production of 10,000 barrels per day in 2019. Total
development cost of $500 million.

Additional Production Scenario B
With addition of 4 oil rigs to legacy fields drilling from 2014-2019

FY 2014 FY 2015 FY 2016 FY 2017 FY 2018 FY 2019
$120 $57 $106 $147 $181 $212 $179
$100 $47 $87 $120 $148 $173 $146

$90 $42 $77 $107 $132 $154 $130
Assumes each oil rig drills 4 new production wells per year, with each well
producing 1,000 barrels of oil per day and declining at a rate of 15% per year.
Development costs for each well assumed to be $20 million.

Additional Production Scenario C
With new well pad and 4 additional rigs in legacy fields, plus new 10,000 bopd field
starting in 2017

FY 2014 FY 2015 FY 2016 FY 2017 FY 2018 FY 2019
$120 $111 $213 $307 $433 $557 $533
$100 $91 $174 $251 $354 $455 $435

$90 $81 $155 $223 $314 $404 $386
Assumes new well pad within major North Slope unit producing a total of
125 million barrels of new production over an 8-year period starting in 2015
at total development costs of $5 billion. Also includes scenario B above
with 4 oil rigs in legacy fields and scenario A above with the addition
of a new 50-million barrel field.

(Revised 11/5/2012 OMB) Page 3 of 3



Overview of SB 21 
Oil & Gas

January 22, 2013 
Alaska Department of Revenue
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The Proposal (Highlights) (DOR)

1. Eliminate Progressivity and Credits Based 
on Capital Expenditures.

2. Reform remaining credits to be carried 
forward to when there is production.

3. Establish a "Gross Revenue Exclusion" for 
newer units and new participating areas in 
existing units (NEW OIL).

4. Hold Cook Inlet and Middle Earth Harmless.

1/21/2013 2



Eliminate Progressivity & 
Credits Based on Capital Expenditu

Progressivity

Main Sections: 1,2,26 
Conforming Sections: 5,6,22,23

North Slope QCE Credits

Main Sections: 8 
Conforming Sections: 7,11,12

1/21/2013
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forward to when there is production.

North Slope Net Operating Loss Credits

Main Sections: 9,15 
Conforming Sections: 10,19, 20

Small Producer Tax Credits

Main Sections: 16

1/21/2013



Establish a "Gross Revenue Exclusion" for 
newer units and new participating areas in

existing units.

Gross Revenue Exclusion (The GRE)

Main Sections: 24 
Conforming Sections: 5

1/21/2013



Hold Cook Inlet and Middle Earth (0OR^
Harmless

Hold Cook Inlet & Middle Earth Harmless

Main Sections: 3
Conforming Sections: 4,13,14,17,18, 21, 25

1/21/2013 6



A r r e s t in g  TA PS 
T h r o u g h p u t  D e c l in e  & 

O il  T ax  R e f o r m

TAPS Throughput 
Committee
Tuesday, January 22, 2013 
Juneau, Alaska

Dan Sullivan, Commissioner
Alaska Departm ent o f Natural Resources

Bryan Butcher, Commissioner
Alaska Departm ent o f Revenue
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TAPS
- A  C r i t i c a l  S t a t e  & N a t i o n a l  E n e r g y  A s s e t  -

The Trans Alaska Pipeline, 11 pump stations, several hundred 
miles o f  feeder pipelines, and the Valdez Marine Terminal 
constitute the Trans-Alaska Pipeline System (TAPS).

At 800 miles long, the Trans Alaska Pipeline is one o f  the 
longest pipelines in the world; it crosses more than 500 rivers 
and streams and three mountain ranges as it carries Alaska’s 
oil from Prudhoe Bay to Valdez.

The U.S. Congress was instrumental in the approval and rapid 
development o f  TAPS. Congress approved construction o f  
the pipeline with the Trans Alaska Pipeline Authorization Act 
o f  1973.

The principle focus o f  this Act is as relevant today as it was in 
1973: “the early development and delivery o f oil and gas from  A laska's 
North Slope to domestic markets is in the national interest because o f 
growing domestic shortages and increasing dependence upon insecure 
foreign sources. ”



TAPS
- A  C r i t i c a l  S t a t e  & N a t i o n a l  E n e r g y  A s s e t  -

TAPS has transported over 16.3 billion barrels o f  oil and natural 
gas liquids since June o f  1977. Production peaked at 2.2 million 
barrels per day in the late 1980s, representing 25% o f  U.S. 
domestic production

Since its peak, however, throughput has steadily declined; today, 
TAPS is 2 /3  empty and declining at an average o f  6% per year

TAPS throughput decline threatens economic disruption and the 
very existence o f  our pipeline

We must encourage industry to invest in exploration and 
development o f  conventional and unconventional resources on 
state and federal land, onshore and offshore

TAPS has plenty o f  capacity for increased throughput

M ost near-term critical econom ic issue facing the state

Less oil in the pipeline year after year takes away revenue from  
future generations— the ultimate giveaway

• Reconfiguration, 1.2 million barrels/day
3



O il  T a x  R e f o r m
- P r o d u c t i o n  H i s t o r y  -

ANS Production
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Source: Alaska D epartm ent o f  Revenue Fall 2012 Revenue Sources Book: http://www.tax.alaska.gov/programs/documentviewer/viewer.aspxP2682f

http://www.tax.alaska.gov/programs/documentviewer/viewer.aspxP2682f


TAPS
- T h r o u g h p u t  D e c l i n e  i s  a n  U r g e n t  P r o b l e m  -

• TAPS throughput decline is the MOST URGENT issue facing the State’s economic future

• January 2011 TAPS shutdown

Petroleum News, February 27, 2011: 
“Jan. shutdown puts TAPS close to brink:
Alyeska executives describe efforts to prevent 
freezing in pipeline after pump station oil leak in 
era o f  low oil throughput”

WSJ, May 11, 2011: 

“ Shrinking Oil Supplies Put Alaskan 
Pipeline at Risk”
“Now, dwindling oil production along Alaska's 
northern edge means the pipeline carries less 
than one-third the volume it once did— and 
the crude takes five times as long to get to its 
destination.

That leisurely flow means the oil is above 
ground longer and more exposed to Alaska's 
frigid weather; the crude sometimes arrives 
chilled to 40 degrees. As the flow and 
temperature continue to drop, experts say the 
risks o f  a clog or corrosion increase, as do the 
odds o f  ruptures and spills.”

5



A l a s k a ’s N o r t h  S l o p e  
O il  & G a s  P o t e n t i a l

• USGS estimates that Alaska’s North Slope 
has more oil than any other Arctic nation
o OIL: Est. 40 billion barrels o f  conventional oil 

(U SG S &  B O E M R E )

o GAS: Est. over 200 trillion cubic feet o f  
conventional natural gas (USGS)

• Alaska has world-class unconventional 
resources, including tens of billions of barrels 
of heavy oil, shale oil, and viscous oil, and 
hundreds of trillions of cubic feet of shale 
gas, tight gas, and gas hydrates

o Positive methane hydrate test production

Compared to most hydrocarbon 
basins, Alaska is relatively 

underexplored, with 500 exploration 
wells on the North Slope, compared 

to Wyoming's 19,000.



A l a s k a ’s N o r t h  S l o p e  
O i l  &  G a s  P o t e n t i a l



U.S. E n e r g y  R e n a i s s a n c e

Global and U.S. hydrocarbon boom 

IEA World Energy Outlook 2012 — U.S. to overtake 
Saudi Arabia and Russia to become the world’s largest 
global oil producer by the second half of this decade.

Financial Times, November 12, 2012 — 
“U.S. set to become biggest oil producer” FINANCIAL TIMES

WORLD
ENERGY

OUTLOOK
2012

Financial Times, December 27, 2012 — 
Oil and gas — hey big  spenders99
o 2012 - $600 billion on exploration and 

production in oil and gas industry

o 2013 projected - $650 billion on exploration 
and production in oil and gas industry

US set to become biggest 
oil producer

ency.iooaeoftheclcnreMeitBS

This martce the flrat lime the IEA. the dowrtopcd world's moat respected enemy forecaster, 
has made surh a prediction. It underscore* how tlio drilling boom that has unlocked North 
America'* east naans of ha nMo-grt-at oil and (at U changing tho wortdV ofl balance.

However, other ana lysa hat* warned that the US cU boom U 
still in its Infancy, and continued growth to the levels 

predicted by tho IEA cannot be guaranteed.

In Its yearly world energy outlook, published on Monday, the IEA aid that by 2030 "the US, 

sufficient in net terms -  a dramatic rave reel of the trend 1

0cfeis

a w m . .»■.eouscvmamuKouteromray. ‘ nri
importing countriee'. It said that partly aa a result of tills, (he direction of the international r^fixan. ^ k y ,  , °u'«ie,j.
odlradc would pivot toward. AsU.

,f rrrtiir T. f t  IFiVt rmllclhm r " iH herrrigni"--• '■"r'lcattona for
markets and tho broader geopolitics of energy. Some analysts heve wondered whether « <ra!^et lo 1
"  "  energy Independent would still guard the world's critical sea lanes and supply



O t h e r  Ba s i n s  h a v e  T u r n e d  
: D e c l i n e  A r o u n d

T llE V iN D m iN D E IN T

North Sea set to create 50,000 new jobs 
as investment soars
Tom  Bawden

Monday, 14 January 2013

North Sea employment 
Britain's oil and gas irxT

The jobs bonanza will 
eupport-services staff. 
North Sea to nearly ha

’Th e re ’s been a lot of 
at the moment," said 
behind the research, 
their life. A t the same 
have made it economi 
he added.

Further down the line, 
35,000 jobs in the ne*| 
Institute of Directors.

Th e  expansion has bed 
set: tD be ploughed intj 
be the biggest creator 
the North Sea for a dej 
Shetland Isles, that wir

Th e  surge in investmel 
Sea development, prd 
Energy and Climate Cn

Although North Sea 
output was 4.5m barH 
2m barrels. On the do 
to compete for employ 
more than twice the ith|

, set ,0 boom this rear. Up to 50.000 new jobs are expected in

“The expansion has been 
spurred by record-breaking 
levels of investment, with about 
£40bn set to be ploughed into 
North Sea production in the 
next three years.

“The surge in investment comes 
after the government relaxed the 
tax regime around North Sea 
development, prompting a 
record-breaking licensing round 
when the Department of Energy 
and Climate Change awarded 
167 new licenses on 330 blocks 
last October.”

“ Budget 2012: North Sea oil tax 
reforms ‘to lead to £50bn investment5:
An extra £50bn could be pumped into the North Sea oil and 
gas industry thanks to a new package of tax reforms.”

Budget 201a: North Sea oil tax reforms 'to lead to fjobn investment'

xtra fisobn could be pumped into the North Sea oil and gas industry thanks to a 
package of tax reforms.

An extra 
new

The Budget was a ’turning point’ for industry relations with the Treasury. Photo: I

By Em ily Gosden 

10:11PM GMT 21 Mar 2012

Industry body Oil & Gas UK said the Chancellor's ______  —j  — »lvUUIU93WUUi{
relief and new tax breaks on small and deepwater fields would stimulate tens of billions of 
pounds of additional investment.

tax

at die
The Budget was a ’’turning point" t  __________.

smpnse tax rise in last year’s Budget, Oil & Gas UK said. The measure means more than 2bn 
barrels of the UK’s oil and gas reserves that would otherwise have been left in the ground will 
now eventually be recovered at no net cost to die Exchequer.

The Treasury estimates that the reforms could actually boost its coffers by flbn  over the next 
five years, due to tax on projects that would not otherwise have gone ahead.

The Chancellor confirmed that he would draw' up a contract with the industry to permanently 
guarantee levels of tax relief on the £30bn tail for decommissioning old infrastructure, a move

Sea basin.
Anxiety over whether rates might be cut has blocked wwne deals.

The Chancellor unveiled new ’field allowances’, doubling tax breaks for developing smaller 
fields and introducing a £3bn allowance for some deepwater fields with significant reserves in 
the new exploration frontier West of Shetland The allowances should see £ lObn extra 
investment, the industry body said

Malcolm Webb, Oil & Gas UK’s chief executive, said the Budget was a "turning point for the 
UK's oil and gas industry" toward "a more stable future fostered by constructive collaboration 
between government and industry".



O t h e r  Ba s i n s  h a v e  T u r n e d  
D e c l i n e  A r o u n d

Apache Corporation: Forties Field Acquisition

• Field discovered in early 1970s by BP; purchased by 
Apache in 2003

• Contains estimated 4.2 to 5.0 billion barrels of oil in 
place

• Production peaked at over 500,000 Bpd, but by 
2003, had declined to 40,000-45,000 Bpd

• Apache has “beaten the curve” by adding reserves, 
production, and value

• Have returned over 400% of their original 2003 
investment

B E A T I N G  T H E  P R O D U C T I O N  
CURVE_ _ _ _ _ _ _ _ _ _ _ _

80.000 ■] 

m.ooo

Data from www. apachecorp. com 10



S e c u r e  A l a s k a ’s F u t u r e —O i l

II. Ensure the permitting process is structured 
and efficient

III. Facilitate and incentivize the next phases o f  
N orth Slope development

IV. Promote Alaska’s resources and positive 
investment climate to world markets

Governor Parnell’s 2013 State of the State: “Ourproblem is  
not below the ground. Our problem  is above the ground. ”

o The missing piece is meaningful tax reform

o “Our state’s prosperity has always rested on natural resources. 
Tonight, that foundation is at risk, not because we are running out 
o f  oil, but because we are running behind the competition.”

11

Secure Alaskans Future— Oil is the State’s comprehensive 
strategy to increase TAPS throughput to one million barrels a day

I. Enhance Alaska’s global competitiveness and 
investment climate
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S e c u r e  A l a s k a ’s F u t u r e :  O i l
-  N o r t h  S l o p e  R e c e n t  &  P r o p o s e d  A c t i v i t y  f o r  O i l  &  g a s  -

Pioneer Natural Resources
Plans Murt3 2 wefl and additional testing of Nuna t this 

writer to de*ineate potential 50 MMBO Terok Fm discovery.
: one nues foom Kuparuk anc Nuiqsut PAs

Rcpsol
Three-rg exploration program planned this 

wnter :n between Colville River Unt and 
Kuoaruk Rive' Unit, Qugruk ?. 3. and 0 we s

Chukchi Sea OCS 

Shell
Drilled top hole for Burger-A, first new well in Chukeht Se3 

OCS dunng foil. 2QI2. Noble Discoverer dnllship wS 
return for acditonal drilling on prospect r. 20*3.

Statoil
Prepanng exploration plan for 2015 doling season, with 

intiial activity anticipated at Amundsen prospect.

North Slope Oil and Gas Activity 2012
State of Alaska, Department of Natural Resources, Division of Oil and Gas, December 2012

Department of the Interior
Five-year oil and gas leasing program includes 2015 
sale in Chukchi Sea and 20*7 sale in Beaufort Sea.

Beaufort SeaAoded 5 producers. > injectors, and 1 
■water supply well at Nikaitchuq Unit 

Schracer Bfof PA in 2012

Milne Pomt S-Pad heavy oil p lot: cold heavy 
c l production wth sand (CHOPS) technol­

ogy in 4 Ugnu sandstone test 'wells.

Brooks Range Petroleum
Voluntarily contracted 23 of 30

Conoco Phillips 
CD-5 Alpne i/Vest project sanctioned, to 
expand Coivlle River Unt product on to 

west First ©I expected by 2015
leases out of Beechey Point UnitTeshekpuk

Lake
Plans two or more weSs on Cass n 

prospect in Bear Tooth unit (NPRA|
Suspended p’ans 'dr u ira-extended 
reach devefoprrent o' 100 MM BOR 

Liberty accumulation

Brooks Range Petroleum
Construction to begn this winter on 

Mustang production pad in Southern 
Miuveseh Unit, targeting up to 44 
MMBOR in Kuparuk Fm, first oil in 
2014. R’ans include a oeline3tion 
well and sidetrack at To'kat unit

Anadarko Petroleum
Conducted ng-less foie and test of 

Chandter 1 well «  ea*fo 2012Line Energy
Preparrg 'or 2013 winter drilling at Um at 

rield. mob*, zing Kuukpik 5 rg ir-a snow road 
from Pump Station 2 to oriH up to 4 wells.

Shell
Drilled top hoie for SivuViq well dunng faS, 2012; 
firs; of is new we% in the Beaufort Sea OCS 

Kulluk 'bating drilling vessel 'will return to dnll at 
Sivuftiq and Torpedo prospects n 2013.

Exxon 
Pomt Thomson p peline 

lease and weCands 
| permits issued foil 2012 to 

allow cevefopment; first 
condensate product on by 

winter of 2015-15.

producing . w ; yConocoPhillipslNETL
Igndt Sikum 1 methane hydrate

test well successfully produced v a 
hydrate C02.'nitr©gen exchange 

and depressunsation mechanisms. V m b u k  v - ^ c r

Great Bear Petroleum, LLC
Dried the f rst two vertical holes to 

evaluate shale pfoy, AJcor 1 arc 
Merafc t; evaluat ng cores and fogs 
before dnSmg laterals revised ptons 

to provide for fong-terrr. tests.

if
1

1
Division of Oil and Gas

Areawide lease sales scheduled for 
November. 2013. encompassing 14.7 

million acres in North Slope, Beaufort Sea, 
and North Slope Foolh s sae areas

Arctic National 
Wildlife Refuge

Roads to Resources Program 
EIS in progress to evaluate Footh s West transporta­

tion comdor to connect Umiat and Gubik to road 
system and promote exp1 ora ton of foothills plays

20 Miles
J

C  wells Dnteo 2012 
9 Wens omea 2Q11 
•  Weils Dried 20t0 

£ unts

Aiasu Seaward Boundary

 Datan Highway
*— •- Trars Alaska =©elne
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O il  T a x  R e f o r m
- P r i n c i p l e s  -

Governor reiterated his principles:
o Tax reform must be fair to Alaskans
o Encourage new production
o Simple so that it restores balance to 

the system
o Durable for the long-term 

Integrated team — DOR and DNR 
Consultants - EconOne



O i l  T a x  R e f o r m
- T h e  P r o c e s s  -

The team reviewed previous work 
by both the Legislature and the 
Adminis tration
Identified problems with the 
current tax system 

o Declining Production 

o Competitive Environment 
o Progressivity 
o Tax Credits

Coordinated effort to understand 
impacts of production decline on 
TAPS /  Revenues

.. _ Jj i  i n

' '  ' v



O t h e r  Ba s i n s  h a v e  T u r n e d  D e c l i n e
A r o u n d

-  H i s t o r i c a l  O i l  P r o d u c t i o n  -



C o m p a r i n g  A l a s k a

• Consultants have compared Alaska to other opportunities using detailed models and 
analyzing a variety of financial metrics.

• The following example is for a 50 million barrel development in Alaska and comparable 
developments in the Lower-48, Canada and United Kingdom North Sea.

o Developed by a new entrant to the State.
o Compares net present value (NPV) per barrel of oil equivalent discounted 12%

W est C oast 
A N S  P rices

N PV -12%
A C E S

(C urrent)

N PV -12%  
A verage L48  

U n co n v en tio n a l
N PV -12%
N o rw a y

N PV -12%  
U K  P ost-1993  

w ith  B row n fie ld

$70 $1.78 $.11

t-H00i $2.74

$90 $3.47 $3.66 $1.29 $6.43

$100 $4.07 $5.53 $2.34 $8.25

$110 $4.86 $7.84 $3.39 $10.06

Example: at $100 a barrela  company would earn $4.07in Alaska but $5.53in the Lower 
48 and $8.25 in the U.K. North Sea.
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O il  T a x  R e f o r m
- P r o g r e s s i v i t y -

Progressivity is complicated and unpredictable, both for 
the state and investors

o Tax rate increases by .4% for every $1 per barrel that the 
production tax value (price minus transportation costs 
minus lease expenditures) exceeds $30/barrel up to $92.50 
per barrel, then .1% until the total tax rate equals 75%

o Calculated Monthly 

High marginal tax rates



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

$1,400

1,200

$ 1,000

$600

$400

$200 ------
$109

Pre-2009

$193 $250
$450

$353 $360 $400

2009 2010 2011 2012* 2013* 2014*

Tax Credit Certificates Refunded

Fiscal Year

I Credits Applied Against Production Tax Liability

^Estim ated pending final true-ups 
** Fall 2012 Revenue Sources Forecast

Source: A laska Department o f Skevenue 18



O i l  T a x  R e f o r m
- TAPS T a r i f f s —W o r k  t o  D a t e -

• Identified growing concern in 
DOR and DNR that TAPS tariffs 
in our revenue modeling did not 
dynamically link throughput with 
tariff rates or capture any added 
capex or opex spending for low- 
throughput mitigation measures

• Current work NOT designed to 
find the optimal low-flow 
mitigation option or forecast 
specific operational outcomes and 
exact tariffs

• Preliminary Observations:
o Low flow mitigation capital and 

operating expenditures could 
increase tariffs by as much as $1 
(18%) per barrel by 2019 and as 
much as $2.50 (33%)per barrel in 
2022

o Assuming price, production and 
tariff provided in the Fall 2012 
Revenue Sources Book, a $1 
increase in the TAPS tariff will 
decrease state oil and gas revenue 
by an average of $110 million
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O i l  T a x  R e f o r m
- T h e  P r o p o s a l : H i g h l i g h t s  -

1. Eliminate Progressivity and Credits 
Based on Capital Expenditures

2. Reform remaining credits to be carried 
forward to when there is production

3. Establish a “Gross Revenue Exclusion” 
for newer units and new participating 
areas in existing units (NEW OIL)

4. Hold Cook Inlet and Middle Earth 
Harmless


