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Question 71(e) - 25/25 
Corporate Take at EIA Forecast Price (Avg $57/bbl) 

Total Cumulative Revenues = $580 Billion (2005 Dollars)
25% Tax/25% Credit 

High Volume Scenario

Status Quo
1

Capex

□  Opex

Transp

■  Prop

□  state e rr

□  Sev

Fed Tax

Take

Alaska Department of Revenue. Tax Division
ATTACHMENT 03/13/2006



Q uestion  71(f) -1 5 /2 5  

C orpora te  Take a t EIA Forecast Price (Avg $57/bbl) 

Tota l C um ulative Revenues = $580 B illion (2005 Dollars)
15% Tax/25% C red it 

High Volum e Scenario

Alaska Department of Revenue, Tax Division
ATTACHMENT 03/13/2006
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Capex

Opex

Transp

Prop

Roy

State CIT

Sev

Fed Tax 

Corporate Take

Q uestion 71(g) - 22.5/22.5 

C orporate  Take at EIA Forecast Price (Avg $57/bbl) 

Tota l Cum ulative Revenues = $580 B illion (2005 Dollars)

22.5% Tax/22.5% C redit 

High Volum e Scenario

Alaska Depaitment of Revenue, Tax Division
ATTACHMENT 03/13/2006
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Q uestion  "2 (a )

P rice  C o rp  Take @  15% = $20.50/bb l ANS 

T o ta l C um ula tive  Revenues =  $100 C illion  (2005 D o lla rs)

20% Ta>720% C re d it 

L o w  V o lum e S cenario

Capex

□  Opex

■  Transp

■  Prop

■  Roy

□  State CIT

□  Sev

■  Fed Tax

Take

Alaska Department of Revenue, Tax Division 
ATTACHMENT 03/13/2006 D e p a r tm e n t  o f  R e v e n u e
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Q uestion 72(b)

Price C orp  Take @ 20% = $24.5u/bbl ANS 

Total Cum ulative Revenues = $121 B illion (2005 Dollars)

20% Tax/20% Credit 

Low  Volum e Scenario

Status Quo 
1

Alaska Department of Revenue, Tax Division
ATTACHMENT 03/13/2006 D e p a r tm e n t  o f  R e v e n u e



Q u e s tio n  90(a) - 25/20 

C u m u la tiv e  O il S e ve ra n ce  T axe s  2007-2030 

(B illio n s  o f  2005 D o lla rs )

L o w  V o lu m e  S ce n a rio

$25 $30 $35 $40 $45 $50 $55

ANS West Coast Price ($/bbl) (2005 dollars)

sq 2 0 /2 0 25/20

$60 $65

Alaska Department of Revenue. Tax Division
ATTACHMENT 03/13/2006



Q uestion  9 0 (b )-30 /20  

C um u la tive  O il S everance  Taxes 2007-2030 

(B illio n s  o f  2005 D olla rs)

L o w  V o lum e  S cenario

$15 $20 $25 $30 $35 $40 $45 $50 $55 $60 $65

ANS West Coast Price ($/bbl) (2005 dollars)

 sq 20/20 ------30/20



Q uestion 90(c) -30/15 

C um ulative O il Severance Taxes 2007-2030 

(B illio n s  o f 2005 D ollars)

Low  Volum e Scenario

— sq 20/20 — 30/15
TTOKTDepanmem6»Kevenue. iaxutvtston—  -1 -------------------------------- --
ATTACHMENT 03/13/2006

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

ANS West Coast Price ($/bbl) (2005 dollars)
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Q uestion 90 (d )-15/20 

C um ulative Oil Severance Taxes 2007-2030 

(B illions o f 2005 D ollars)

Low  Volum e Scenario

40 
35 
30 
25 
20  

15 
10 

5 
0

$15 $20 $25 $30 $35 $40 $45 $50

ANS West Coast Price ($/bbl) (2005 dollars)

—  sq 20/20 — 15/20
Alaska Department of Revenue. Tax Division
ATTACHMENT 03/13/2000



Question 90(e) - 25/25

Cum ulative Oil Severance Taxes 2007-2030

(B illions o f 2005 Dollars)

Low  Volum e Scenario

40
35-

S _ 3 0

* i 25 i
c  E  20 -
»- o q  i t ;  -

10

•  10-J

5
0 J

$15 $20 $25 $30 $35 $40 $45 $50 $55 $60 $65

ANS West Coast Price (»t>bl) (2005 dollars)

Alaska Deoarlment n

—  sq 20/20 — 25/25

ATTACHMENT 03/13/2006
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Q uestio; 90(f) -15/25 

C um ulative Oil Severance Taxes 2007-2030 

(B illions o f 2005 D ollars)

Low  Volum e Scenario

$15 $20 $25 $30 $35 $40 $45 $50 $55 $60 $65

ANS West Coast Price ($/bbl) (2005 dollars)

—  sq 20/20 —  15/25

Alaska Department of Revorwe. Tax Division
ATTACHMENT 03/13/2006
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Q uestion 90(g) - 22.5/22.5 

Cum ulative Oil Severance Taxes 2007-2030 

(B illions o f 2005 Dollars)

Low  Volum e Scenario

$15 $20 $25 $30 $35 $40 $45 $50 $55 $60 $65

ANS West Coast Price ($/bbl) (2005 dollars)

sq 20/20 — 22.5/22.5

Alaska Department ot Revenue. Tax Division
ATTACHMENT 03/13/2006



Q uestion 90(h)

C um ulative O il Severance Taxes 2007-2030 

(B illions o f 2005 D ollars)

Low  Volum e S c t.ia r io

$15 $20 $25 $30 $35 $40 $45 $50 $55 $60 $65

ANS West Coast Price ($/bbl) (2005 dollars)
sq 15/25 — 15/20 20/20— 22.5/22.5 — 25/25 — 25/20 — 30/20 30/15

Alaska Department ot Revenue. Tax Divfslon
ATTACHMENT 03/13/2006



Question 90(i) - CumulVJve Severance Tax Revenues, Low 
Volume Scenario, No Gasline (in Millions of Dollars)

Tax Rate/Credit Rate $20/bbl $40/bbl $60/bbl

Status Quo 2,959 8,211 12,870

PPT 20/20 498 16.458 34,649

PPT 25/20 1,041 21,782 4^,521

PPT 30/20 1,614 27,107 54,393

PPT 30/15 2,133 28,317 55,603

PPT 15/20 43 11,134 24,777

PPT 25/25 622 20,572 43,311

PPT 15/25 - 9,930 23,567

PPT 22.5/22.5 560 18,515 38,980

PPT 19/20 399 15,^93 32,674

PPT 20/19 580 16,700 34,891

PPT 20/21 424 16,216 34,407

PPT 21/20 605 17,523 36,623
Alaska Department of Revenue. Tax Division
ATTACHMENT 03/13/2006
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General Comments on CS
■  P r e v i o u s  T e s t i m o n y  b y  C h e v r o n

• Cook Inlet must be treated differently than 
the North Slope

• Do not pull all of the "levers" in the same 
direction

• Keep it as simple as possible
■ W e  f i n d  n o n e  o f  t h i s  c o u n s e l  r e t a i n e d  i n  

t h e  C S

( M l

m 2

(?> Chevron 2003



Comments on Substantive 
Changes
■ Make tax rate progressive

• Very complex to track (daily?)
• Why pegged to WTI?

► What about ANS? What about Gas?
• The price step up is  n o t inflated
• Taking away the "windfalls", no matter how you 
couch it, lowers expected value to investors

» A move against industry

Chevron

© Chevron 2005



Comments on Substantive 
Changes

■  R e d u c e  T r a n s i t i o n a l  M o n e y  a s  

D e d u c t i b l e  A l l o w a n c e

• Reduces Chevron's annual deduction by 
>80%

• The $40 indexing price is  inflated
• Another move again' . industry



Comments on Substantive 
Changes

n  E x p l o r a t i o n  E n h a n c e m e n t

• Reducing capital credit to 20% is not 
encouraging exploration
► We run full cycle economics to justify 
an exploration program

• Dramatically shifts the balance of new 
taxes and investment incentives

• Another move against industry



C o m m e n t s  o n  S u b s t a n t i v e  

C h a n g e s

■ No Credit for Abandonment

•  I n c l u s i o n  w o u l d  e n c o u r a g e  t i m e l y  

a b a n d o n m e n t  o f  o p e r a t i o n s

•  S t a t e  h a s  b e n e f i t e d  f r o m  t h e  a s s e t s  f o r  

m a n y  y e a r s ,  i t  i s  i  l e g i t i m a t e  c o s t  o f  

p r o d u c t i o n

•  A n o t h e r  m o v e  a g a i n s t  i n d u s t r y



C o m m e n t s  o n  S u b s t a n t i v e  

C h a n g e s

■ Private Royalties

•  N o  c o m m e n t  

■AOGA technical changes

•  L e t ' s  g e t  i t  r i g h t

■Contingency surcharge

•  A n o t h e r  m o v e  a g a i n s t  i n d u s t r y

■ Effective Date

•  A n o t h e r  m o v e  a g a i n s t  i n d u s t r y



C o m m e n t s  o n  S u b s t a n t i v e  

C h a n g e s

h  I s s u e s  s u r r o u n d i n g  t h e  $ 7 3  m i l l i o n  

a l l o w a n c e

•  A n o t h e r  m o v e  a g a i n s t  i n d u s t r y

T a x  C r e d i t  R e p u r c h a s e  P r o g r a m

•  H e l p s  a  f e w ,  b u t  n o t  C h e v r o n

P e n a l t i e s  o n  u n d e r p a y m e n t  o f  l e s s  t h a n  9 0 %  

o f  m o n t h l y  t a x  l i a b i l i t y

•  5 %  i s  p u n i t i v e

•  N e e d  m a r k e t  b a s e d  i n t e r e s t  r a t e

•  A n o t h e r  m o v e  a g a i n s t  i n d u s t r y



B i g g e s t  D i s a p p o i n t m e n t  o f  A l l

■ T h e  u n i q u e  v a l u e  a n d  c h a l l e n g e d  p o s i t i o n  o f  t h e  

C o o k  I n l e t  i s  n o t  r e c o g n i z e d  

■ R e v i s i o n s  a s  p r o p o s e d  s i g n i f i c a n t l y  l o w e r s  t h e  

e c o n o m i c s  o f  c a p i t a l  i n v e s t m e n t s  i n  t n e  C o o k  I n l e t

•  P u t s  C h e v r o n ' s  f o u r  y e a r  c a p i t a l  p r o g r a m  in  s e r i o u s  

j e o p a r d y

•  W i t h o u t  c a p i t a l  M c A r t h u r  R i v e r  F ie ld  is  g o n e  in  ~ 4  

y e a r s

•  C r i t i c a l  m a s s  is  g o n e  -  C o o k  I n l e t  o i l  i n d u s t r y  s h r i v e l s  

a n d  d i e s

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



State Industry

8 C
This bill has gone from being som ew hat  
balanced and thus having the "reluctant 
support" of industry, to one that is lopsided in 
favor of the state , and is therefore one that  
Chevron cannot support.

Chevron 2005 10



BP Presentation on House Bill 488 (PPTi
Alaska State legislature 

Home Resource Committee 
15° March 2006

I am Angus WaJlir m i J am tlx- Con*nnt7a. ^ice President of BP Alaska. A'ktuiiride me trday 
is Tom Williams. 1m f  cunsel for BF .Abtska.

I would like to sum in thanking this Committee for the opportunity to jwn< idt Airtto testimony 
on House Bill Scnae Bill 305.

I will not repeat car previous testimony hut *71) huild upon some key issue* tiflsii-and provide 
our view of the sutwtuwn e changes this Committee is considering to House Bifc 48*

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

'  ANS, M illio n s  of Barre ls per Day

FY99 fYMOt f » 1  FY02 FV03 FYW PY05 FY06 FY07 FVt» fY »  FV1C

One o f  the key irx«neni> in recent testimony was the slide M ichael W illiam* presented show ing 
the D epartm ent of Revenue forecasts of oil production m ade each year gcung hark to 1999. In 
red is the actual pnrdixfion.



W hilst t heir's a lot o f  detail o* this slide, it highhghis the challenge o? aaan acly  forecasting 
productic*  Sinre 1999, both Industry and DOR k n »  consistently overesniwHfd production and 
have annually arvised production forecasts down v'sanficanily. T his is of p rx c n o c e m  to us as ii 
should  he ir yen. A one hundred thousand barrel per day drop in p roductns-w jresen ts a drop ir 
state rcv tju e  ct’ around S500 million per yea; at c u m  pnccs.

eu « 1.11 r  *- i, _. \9i ’ r, 
*J.

L  *r / \ 5lC *Ct - f o a u c T ' o r * r - o r e c Q b  if ' cj

* . . ■ ■ ... .. ..
i,.

r- : ,
:.S X. : . W - i

«n • » i t s 2008198? 986 1993

Historical basin decline has been amoral 6% per year 

Fattening of production from 2002-2001 due to Alpine & 

isince 2004 has mirrored historical basin decline

T his chiiii X kw s a subset o f  the DOR forecasts iron. 2Obi. 2003, 2(Hft atnng w ith the latest 
view o f  itB Spring 2006 fo recast against actual jmdnctioE in red. T he dastoet'Imrs describe the 
trajectories.<tf u.V*. b'7c and 159; decline.

W hilst development o f  A lpine. Jioithsiar. and tb t Prudhoe B ay Satellites retiiu.ni 2000 and 2(X)2 
successfully flattened N orth Slope production lot 21 mitnhei o f  years, 2005 -siv d iclinc return tc; 
the 6%  net tOir has characterized this basin in the pea. U nfortunately  for as. there are up 
m ore f i e ld s A lp in e  o r N orthsiar's m agnitude wanting jo hr developed.



Investment & Decfinr

Yoa will recognise the MBowjng slide  from  m  presentation two- w a i t  a g f  when I oinliitfe ihe 
can rn t reality  of rbe N trfi S lope o il business

1990 2DB0 2010 2D2> 2030 2MI 2050

D O R  S p r i n g  F o r e c a s t c a n n o t  b e  m e t  m r ih o u t  s i g n i f i c a n t  w d d fie m d  i n v e s t m e n t  

T h e  v a s t m g t e r i t y  o t  t h a t  i n v e s t m e n t  m u s t  b e  m a d a m  e a h & n a  f i e ld s

W rii. no invcslm cu  d ir  luiairai dec line  of the .iirtds w ould be the iovbji reel .for. W ith ihe c n r t tn i  

Ineiis o f  in v e su n e a  tfc'.i-1.5 b* /  year) that dcchne w ill be around so  j m x t t  per year. The latest 
1X>K 2006 S p rin t forecast translates into an ir)iprr<\imaie 391 dec bra.

How ever, the 3 9  decline .cannot be m et without significant addition^unes-unem . in the auk? ot 
2 K> 3 b illion  dollars pm yeai. U nless thosn envesiments are m afk  k su a y  will repeat iw Jf. 
derim e w ill continue s  Ite  current rate, and  r.be DOR w ill be irvwmg <l* productior, fn rcosi 
down yet again.

ITht real questkwt for vot to be asking indnsin and the consottants is what would rt lake 
to, double investment ta the Alaska North Stupe?'

Encouraging new expitirjfflon is good but it » a fact, acknowledge!! by afl who have testified, 
tfcul the resources expected to  be d iscovered  itoough exp lo ra tion  will likeh be significantly liess 
thuo the resources we airejdy know  about. I  is investm ent in these knout) resources that ©filers 
the greatest chance o f  stemming the decline i4 ANS produelion. At you look ai incentives 'or 
exploration you must lift overlook incentives ior investm ents which s t  more likely to  succeed

D ed ra it f i 15% 9% 3%

1 5 *  d e d m  -  6%  d e c lin e d e c l in e



Decline Scenarios & State Rptrare

fh e  tax regime yen approve w ill d u ra i*  in fa c t how attractive Alaska is for investm ent and that 
w»ll translate iiao *bat the future detiimr niiB be. It is i* th  jjm rs l o f  all ( lodusln  and A laska) 
that w e focus ru  g n w in g  the pie ra tix r& at increasing state lik e  Isom a declining pie.

7 h e  fo llow ing slid t is an attem pt i t  *i»w ttftw grow ing die p t  hr* icccn iiv ising  investm ent u  in 
she isest interest of ibe stale over llie hntf awm

D e c l i n e  R a t e  

P r o d u c e d  B a r r e l s

C a p i t a l  I n v e s t m e n t

1 5 %

T 3  b n

$ 1  b n

6 %

3  6  b n

3 2 0  b n

3 %  

7 . 5  b n

$ 6 0  b n

State Revenue
iBdmate}

$10 bn $30 bn $60 bn

M a x im iz in g  S t a t e  R e v e n u e  m e a n s  m a x im iz in g  P r o d u c tio n

IA  like to  drav vtur a tten tio n  to  fit.* otjittii investm ents necessary ir. each scenario and an 
estim ate of the totiii stale revenue Tin highest state revenue is derived from tht scenario 
which delivers the greatest production  regardless of whal severance tax 4PPFt you collect.
You cou ld  collect 2ito  severance tav .(PPT; and this would he a  hewer ou tcom e for the State than 
«oe w here w u  collect a high scveranix.ta*. <PPr i and ha>e less resource development.

The s ize  ol the p it >  the m ost im p o r ts , ^.nsi deration M ax im irin t th e  value of resou rces fo r  
V lask an s m eans m ax im izing  s ta le  r t s tm t t  bv m ax im iz in g  p ro d te tio n . R esources left in  th e  
g ro u n d  a re  s im p h  a w a s te d  o p p o r tu h a v

This should  he llic focus o f  ou r d c lik u u tv is



T he good ne»s for A laska  k  that there is a huge k n e w  resource base m  ft#- N orth Slope.

The bad news >s that it going » h t  technically dkfCu t̂i to extract iba: rcso tira  out o f  the grttund 
E very  barrel gets m ore d ifficu lt

A laska is already one o f the mua expensive plaits at the world to prMtaix oil and gas

A ssum ing ihr o r*  2(V20 PP7 »  pot in plate. A tntto w ould  also becraof the area  w itt the 
highest maremal tax ralt it> .tnt US. Needless lr> say this introducer .ru: m ore ba rra r tt 
attracting  investment. The imarporatioB d  vet higher tax ra te  to higher prices fa yet 
another late from industry waA creates a bi/am! fiscal regime, briwg regressive at tow 
prices and gregressive al hirik prict.s thus r-dnchrg space for LJ a a n  and creating vet 
mor barriers In attracting nrvcl-nent

US Margins! Rates

****** North America: Tax Rate Comparison
Tax

mi - 

e>*

B l

91 82* B X S IX * * ® * * 3*
n

> Alaska is already 
the highest cost 
region to operate

•A h: ALBESTA HEAVY OtL -  pre m dpost-parovt* s  * f / /  #  *

Alaska will have the highest marginal tax rate

T o m axim ize the value of the resources in the ground, the legislature snuold be focussed on 
m axim izing  North S lope production by attracting im rsim cnl. T he priority Jot the stale o f  A koka 
shou ld  be to encourage investments to help industry develop those known resources. not to  n u k e  

it m ore difficult and risky than it already is.



"Ordinary m eas les  o f Government late rmaajtcut the 1990's made -j’le United )'jngtio~ 
Sjovernment appear Tarter crazy 3nd grespunriflfc The "gross oerefrts" to the UK 
Gcvernment go way te c n d  direct tax 'e .eru&anc royalties recer.eo ^rom the upstrearr 
sector of the pet ro lee" rdustry The t a w . impact ot the industrial hyperactivity 
in the UK setter of the tiorth Sea, a deedt werH ol the "lenient' terms of the 1990'&. 
is difficult to measure r \irthermore. t r *  artwy r ire  UK started n l t e  iate I980's anc 
eedy 1990's when the JC Government itapsa  the • -g fence for tv *  15% PRT before 
Government take, as t *  ordmanly measina: vas crastically reducer. The UK offshore 
tjecame the most active offshore piovw.v f  lw  w f jd . Reducing ttx. Government 
take in the following years managed to nrtfam t*at boom  A d e n  and employment r  
the British petrolejn, sesor is healthy a rc  rrr.er '

D a n ie l  J o h n s to n

2 3  O c t2 0 0 2 , W a s h n g z m  D C  
P e tr o le u m  T a x  D e sig n

Yoa have heard mudb iv.tr the recent vwartfcitirui ihe im pacts orf reducing ta;<e> in the KfL The 
U X CS has been ou r bactyard  for many ytaisiand » e  c o u ld n ’t a g r tt m ore w ith  DanieJ Idtuislon 
dun reducing  taxes fnnth created  and MdvwjuenJly susta ined  ai. drtnaom ic boom . Thi UK’s 
decision to  reduce Govcmmeni Take ltd  n u . significant increase to activ ity  in the Xudfc .Sea. 
m oie production , higher revenues for the OovuTnreni and a r ip p k  effect throughoui ihc 'whole 
eciwomy.

Tht actions of the liK faring the 198ft"s aid! 199C’s provide an eicdlent role modd Vat any 
(kivernment hoping kc.attract invest mem

Let us p lease not foigei the urgent neeiJ u>itiam decline  and atuart significantly  rnnn j^ iu a i  
(about tw ice what is Ive.nig spent today) if’ Sl ope.

In order to maximise the value of Alaska*, resources we heliexe sou should be ariotdm tax 
rates lower than thow proposed by .the Governor. In so \ou would rroniimize
investment. maximize production and maximize iiobs for Alaskans You would also tike ar» 
important slep towards treating a heat t in^ business which wfll be the foundation for gas.

W t recognize the bucdtn. on yo u r shoulder* b. m aking th ese  decisions. T here are  many people 
advising you to increase taxes, w hich w?E siitied increase state revenue, but for how long' One 
year? T w o y e a rs ?  b ica t what cosl to  hrum-jiroduction?



I. Tibr j i n k e d  progressive tax system is inappropriate givrc* AbsSLt's CKUtmstances. 
t  d iiiL nged  resource la s t  
h hiA  co y  environm ent 
t  ita an ce  to market
d  nairssive  nature o f  the rest o f  the fiscal regim e 
t  Mjcni need to a t t r a c tv m  large am ounts o f  cap ita!»  y m t  dcxifott

2  A i m s  jv*t> p ro p o s 'd  change a  this CS am ounts to  at- increase ?n uL r on die mdiKiry 
firm  tb previews proposal. T b t-e  changes represent « stpmxM  in raeue  in la t  across 
thr h ia a i jn d  »il-' not help anract 11/e additicMiai jnves&utna leqpured »t stem decline o f  
the Abe*

A. Ttte iihmwtr is  ihe effective dau  means this lax w ill be iu'.tplrmtrtrfed Stehae it is m a rle d  
b ftta .'J^ a s la Ja re .

4  T tu  ttamttion provisions, included for gixrd reason it rle* f im tn w n 's  hill, hanr been 
signiiavath reduced m aking vie im plem entation unfair eni 'tijrtonc inrverti ’X.

5. The i t n i t u  araJ in terest proposed under note 1) are inaffii^iriaJf.

t. At thi- tm troJ ro iling  this tcstsnony. v»e have not yet se ta  the C5. cw which of AOCiA's 
jntftoh’oiiir.jnges have been a d r^ e d

Our key obtfsuiiro 10 the proposed changes are:-

I w ould  Ida it ' larre ym  w ith  the key messages /rom  this testimony.



T h e  U K  i s  a  g r e a t  r o t e  m o d e J  f o r  r e d u c i n g  t a x e s  t o  

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

Wc hcltcvt t t r  p roposed  amendments r<o HB 488. if  enacted , would be a >cnous n n > m i for 
A laska and w i tnrge yon  not to  adcpfl .them

In a m  tsantt " f  w ill continue to  pan jeipait fu lb  in the leg isla tive  pmrsi. and will be urging the 
legisbttm r a r t to  enact the substanm r fh aap rs  being co nsidered  to  xtiif C om m ittee, bin locnaci 
insteatl n M J x to s e  in structure to  Mr erigasi} Bill, but w ith  tax Icv d t lower than the 2W< first 
proposer!

O n bMtutd oJ iiP  1 w ould  like K> ibarit vc* aVsr this opportun ity  to  testify



T A L I S M A N I A L I S M  A N  E N E R G Y  I N C .

S l  I T  E 3 4 II 0 .  X X X 3 K "  S I R  E K I s . \ \

( A I-O A R Y . M HI R'l \ .  T2P >■( '
FAX 1-403) 237-1 ‘>i»2 
rill.. (403)237-1234 
u  v\ w .u lisitian -cnoruy  com

G o o d  a f te rn o o n  C o-C hairm an  S am u e ls  an d  R am ras, C o m m ittee  M em b ers . M y  n am e  is 
T im  E n g lan d . I am  S en io r M an ag er, G lo b a l N ew  V en tu re s  fo r T a lism a n  E n erg y  Inc., 
w h ich  is th e  g ro u p  in  T a lism an  th a t sea rc h e s  fo r e x p lo ra tio n  o p p o rtu n itie s  in te rn a tio n a lly  
I led  the  e n try  in to  A la sk a  fo r T a lism an  in  2 0 0 3 . W ith  m e to d ay  a re  m y c o lle a g u e s  R od 
W ade , G e n e ra l M an ag e r, In te rn a tio n a l O p e ra tio n s , an d  Jon  H an d fo rth , In te rn a tio n a l 
O p e ra tio n s  C o m m e rc ia l A nalyst.

T h is  a fte rn o o n  I w o u ld  like  to  p ro v id e  y o u  w ith  a  b r ie f  d e sc rip tio n  o f  T a lism a n  E nergy , 
o u r  c u rren t a c tiv ity  in  A lask a , th ro u g h  o u r  F E X  L .P  su b sid ia ry , and  the  p o ten tia l im pac t 
o f  ch a n g in g  the  A la sk a  fisca l reg im e on  o u r fu tu re  in v es tm en ts  in  A lask a

T a lism an  is a  C a n a d ia n  in d ep en d en t c o m p an y  w ith  p ro d u c tio n  an d  e x p lo ra tio n  ac tiv ity  
a ro u n d  th e  w o rld . W e h av e  an en te rp rise  v a lu e  o f  U S  $23 b illio n , an d  h av e  a cap ita l 
in v es tm en t p ro g ra m  ip the  o rd e r o f  U S  $3 to  4  b illio n  p e r yea r. W e cu rre n tly  p ro d u ce  
a n d /o r  e x p lo re  in N o rth  A m erica , the N o rth  S ea  (U K  an d  N o rw ay ), M a lay sia , V ie tnam , 
In d o n esia , A u stra lia . T rin itH d , P eru , C o lo m b ia , Q a ta r, A lg e ria , T u n is ia , G ab o n  and  
R om an ia .

W e a re  a  n ew  p la y e r  in A lask a . W e e n te re d  in 2003  an d  h av e  s in ce  in v es ted  o v e r U S $30  
m illio n  in  lan d  an d  o v e r U S $1 0 0  m illio n  in d rillin g  an d  se ism ic  acq u is itio n . T h e  w ells  
w e are  d rillin g  in  A la sk a  h av e  co st in th e  o rd e r  o f  $30  to  35 m illio n  each . D u e  to  the 
rem o ten ess  o f  o u r ex p lo ra tio n  ac tiv ity  an d  o th e r  fac to rs, a co m m e rc ia l d isc o v e ry  w o u ld  
tak e  5 to  10 y ea rs  to  p u t on  p ro d u c tio n , tha t is, it w o u ld  take  a long  tim e  from  in itia l 
in v es tm en t to  b eg in  to  reco u p  the  in v estm en t. T h e  fro n t-en d  in v es tm en t in  e x p lo ra tio n  is 
risk y  an d , o r  c o u rse , co m es w ith  no  g u a ran tee s  fo r re tu rns.

O u r d ec is io n  to  e n te r  A lask a  w as b ased  on  the  cu rren : fiscal reg im e  c o n tin u in g  fo r the 
d u ra tio n  o f  o u r  a c tiv ity  in  A laska . T a lism an  accep ts  th e  risk s  a sso c ia te d  w ith  co m m o d ity  
p rice  v o la tility  as w ell as  the  risk s  o f  ris in g  an d  c h an g in g  costs . B u t fisca l s tab ility  is 
im p o rtan t i f  w e  a re  to  su ccessfu lly  m an ag e  tiiesc  risks

T h e  p ro p o se d  fisca l ch an g es  w ill have  sev e ra l p red ic tab le  im p ac ts  from  the p e rsp e c tiv e  o f  
ex p lo re rs  in  A la sk a  su ch  as T a lism an : first m an y  ex p lo ra tio n  v en tu re s  w 'hich w ere  
eco n o m ic  u n d e r  the p rev io u s  fiscal reg im e  w ill no  lo n g e r m eet o u r  e c o n o m ic  h u rd les  for 
in v es tm en t (e v e n  a f te r  tak in g  the  p ro p o sed  in cen tiv es  in to  co n s id e ra tio n ); seco n d , 
in v es tm en t p ro p o sa ls  fo r A lask a  w ill n o t be  a b le  to  co m p e te  as e ffe c tiv e ly  w ith  
in v es tm en t p ro p o sa ls  in o th e r  co u n trie s  an d  ju risd ic tio n s ; an d  th ird , b o n u s  b id s  p a id  for
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land  w ill be  reduced . In c rea s in g  th e  tax /ro y a lty  tak e  a f te r  in itia l in v e s tm e n ts  have  been  
m ad e  d o c s  n o t bode w e ll to  p ro m o tin g  a s tab le  e n v iro n m e n t fo r  fu tu re  co m m itm en ts .

In su m m ary , T a lism an  is a g loba l o il an d  g as  p ro d u c e r w h o  h as  m ad e  a  s ig n ifican t 
e x p lo ra tio n  in v estm en t in th e  last th ree  y e a rs  a n d  h as  p la n s  to  in v e s t h eav ily  in the  near- 
term . A la sk a  is a h ig h -risk , h ig h -c o s t e x p lo ra tio n  a rea . I f  A la sk a  tax es  an d  ro y a ltie s  are 
in c rea sed , p o ten tia l re so u rces  tha t w o u ld  h av e  b e e n  e c o n o m ic  to  e x p lo re  fo r u n d er the  
e x is tin g  fisca l reg im e  w o u ld  h av e  to  be  la rg e r to  a ttra c t in v e s tm e n t d o lla rs . In the 
e x p lo ra tio n  b u sin ess  o n e  th in g  is su re : the  ch an ce  o f  fin d in g  la rg e r p o te n tia l re so u rces  is 
m u ch  le ss  th an  sm a lle r  po ten tia l re so u rces . I f  A la sk a  ta x e s  an d  ro y a ltie s  are  in creased , 
a ttra c tin g  in v estm en t d o lla rs  to  A la sk a  in  co m p e titio n  w ith  o th e r  ju r isd ic tio n s  w ill be, 
s im p ly  p u t, m o re  d ifficu lt. I f  A la sk a  tax es  an d  ro y a ltie s  are  in c rea sed , m o re  o il w ill be  
left in th e  g ro u n d .

I f  in c rea s in g  ex p lo ra tio n  a c tiv ity  in  o rd e r  to  add  p ro d u c tio n  fo r th e  fu tu re  b en efit o f  the  
A la sk a  p e o p le  is an o b jec tiv e  o f  the  A la sk an  g o v e rn m en t, T a lism a n  su b m its  th a t the 
p ro p o se d  in c reases  in the tax  an d  ro y a lty  s tru c tu re  w ill n o t se rv e  th is  o b je c tiv e  w ell.

In  c lo s in g , T a lism an  w o u ld  like  to  ex p re ss  o u r a p p re c ia tio n  fo r  th e  o p p o rtu n ity  to  ad d ress  
th e  H o u se  R eso u rces  C o m m ittee  th is  a fte rn o o n .
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March 15,2006

Testimony before the House Resources Committee offered by:

J. Patrick Foley
Manager -  Land & External Affairs 
Pioneer Natural Resources Alaska, Inc.

Representative Ralph Samuels and other members of the House 
Resources Committee:

Thank you for the opportunity to share Pioneer’s views regarding 
HB 488.

Pioneer is a relatively new inves'or rn the State of Alaska and we 
appreciate the opportunity to participate in this process.

A member of this Committee wisely stated in previous hearings on 
this matter, that when considering changes to the existing tax 
system, the Legislature could shoot a little high or shoot a little 
low, this committee chooses to shoot a little low and leave a 
vibrant industry left to invest in the State. Pioneer believes that the 
Committee has missed the mark in the suggested changes to HB 
488 that may likely appear in the Committee Substitute.

1. The proposed changes to the tax rate structure and the 
reduction in the value of the exemption do not create the 
same investor friendly climate that the administrations’ 
original legislative proposal intended.

2. The progressive tax rate structure fails to take into account 
the fact that at higher oil prices the investors’ costs increase 
dramatically. In 2005 Pioneer’s costs to drill development 
wells in the lower 48 increased by 50%. Additional cost



increase will be experienced in 2006. The Industry’s profit 
margin does not directly widen with price increase.

3. The 10 extension to the EIC program created by SB 185 is 
helpful, but in a rather limited way. The 40% credit rate that 
applies to certain investments translates to an effective credit 
of closer to 30% due to the exclusive of certain costs that are 
not eligible for the calculation of credits. A more effective 
tool to mitigate the effects of the high tax rate would be to 
increase the credit percentage rate under the PPT, which 
applies to both exploration as well as development.

4. The offer to buy annually up to $ 10 MM in credits from each 
company is helpful, but again, in only a modest way. This 
would help small explorers, but would not have big impact 
on those that develop the successful exploration results. 
Pioneer will spend roughly $100MM each year for the next 
two years at Oooguruk alone. 2008 and 2009 will likely see 
capital investment of roughly $50MM or more at Oooguruk. 
This development program, combined with a robust 
exploration program, will develop credits well in excess of 
the $10MM considered by the Committee’s purchase 
proposal. Pioneer’s excess credits must be sold into the 
market at an unknown discount. A standing offer to purchase 
all available credits at a fixed discount would better ensure 
Pioneer’s ability to timely monetize its earned credits and 
enjoy more fully their intended benefit. Additionally, an 
expansion of the pool into which credits could be sold and 
utilized would be helpful. Specifically, we ask the 
Committee to consider a modification that would allow the 
credits to be used to offset any income taxes paid in the State 
of Alaska. This would expand the pool of potential buyers 
beyond the oil industry large producers.

5. I f  the bill must have a progressive tax rate structure and if oil 
price is used to benchmark rate changes, the price should



include an inflation adjustment to make the real dollar value 
derived from that price have equivalent purchasing power 
that exists today. We would also suggest that the trigger 
points be tied to an ANS West Coast price rather that WTI, to 
be consistent with proposed Sections 53.55.160(g) and (h) 
that relate to transitional capital.

Thank you for the opportunity to express Pioneer’s views on the 
proposed changes to HB 488



T E S T IM O N Y  O F  R IC H A R D  O W E N  

O N  P R O P O S E D  C S H B  4 8 8  T O  T H E  H O U S E  R E S O U R C E S  C O M M IT T E E

M arch  15, 2 0 0 6

M r. C h a irm a n , M e m b e rs  o f  th e  C o m m itte e :

G o o d  a f te rn o o n . M y  n a m e  is  R ic h a rd  O w e n  a n d  I am  th e  P ro d u c tio n  M a n a g e r  fo r  

E x x o n M o b il in  A la sk a  an d  V ic e  P re s id e n t o f  E x x o n M o b il A la sk a  P ro d u c tio n

I am  h e re  to d a y  to  e x p re s s  E x x o n M o b il’s  c o n c e rn s  w ith  th e  p ro p o s e d  C o m m itte e  

S u b s ti tu te  to  H B  4 8 8  O n  F e b ru a ry  2 8 , 1 te s tif ie d  a b o u t o u r  k e y  c o n c e rn s  w ith  H B  4 8 8  as 

o r ig in a lly  p ro p o se d . W h ile  w e  h a v e  n o t y e t seen  th e  s u b s ti tu te  b ill, w e  h a v e  b e e n  m a d e  

a w a re  o f  th e  k e y  c h a n g e s  b e in g  c o n s id e re d  b y  th is  C o m m itte e . T h e se  c h a n g e s  e x a c e rb a te  

th e  c o n c e rn s  I d e sc r ib e d  o n  F e b ru a ry  28  S p e c if ic a lly , I w ill m a k e  c o m m e n ts  o n  tw o  

a re a s  th e  p ro p o sa l to  c h a n g e  th e  ta x  ra te ; an d  th e  p ro p o sa l a ro u n d  re d u c e d  tra n s it io n  

p ro v is io n s .

H B  4 8 8 , a s  o r ig in a lly  p ro p o s e d , re p re se n te d  a d ra m a tic  ta x  in c re a se  o n  th e  in d u s try . A s  I 

p re v io u s ly  te s tif ie d , w e  e x p re s se d  c o n c e rn  tha t th e  h ig h e r  ta x  ra te  in c lu d e d  in th e  b ill 

c o u ld  p re v e n t so m e  o f  A la sk a 's  c h a lle n g e d  re so u rc e s  fro m  b e in g  d e v e lo p e d  W e 

u n d e rs ta n d  th e  C o m m itte e  is n o w  c o n s id e r in g  e v e n  h ig h e r  ta x  ra tes.

T o o  h igh  a ta x  ra te  d is c o u ra g e s  in v e s tm e n t. C o m p a n ie s  a re  w ill in g  to  a c c e p t th e  r isk s  o f  

lo n g -te rm , c a p ita l  in te n s iv e  in v e s tm e n ts  w h en  th e re  is a c o r re s p o n d in g  o p p o r tu n ity  fo r



u p s id e  p o te n tia l  th ro u g h  a v a r ie ty  o f  fa c to rs , su ch  as in c re a se d  p ro d u c tio n  o r  h ig h e r 

p rices. W h e n  y o u  c a p  o r  lim it th e  b e n e f it  th a t C o m p a n ie s  can  a c h ie v e  fro m  th e  u p s id e  

fa c to rs , y o u  re d u c e  th e  a ttra c t iv e n e s s  o f  th o s e  in v e s tm e n t o p p o r tu n itie s  T h e  p ro p o sa l to  

in c re a se  th e  a lre a d y  h ig h  b a s e  ta x  ra te  a s  p r ic e s  in c re a se  d o e s  re d u c e  o r  lim it th e  u p s id e  

p o ten tia l an d  w ill re su lt in C o m p a n ie s  re c a l ib ra t in g  in v e s tm e n t d e c is io n s . R e d u c e d  

in v e s tm e n t w ill re su lt in re d u c e d  re s o u rc e  reco v e ry , d im in ish e d  s ta te  re v e n u e s  an d  fe w e r  

e m p lo y m e n t o p p o r tu n itie s , w ith  a re s u lta n t  n e g a tiv e  im p a c t on  th e  s ta te 's  ecu ; om y.

E x x o n M o b il is c o n c e rn e d  w ith  th e  s ig n if ic a n t c h a n g e  f ro m  th e  E L F  b a se d  sy s te m  to  th e  

P P T  sy s te m  a n d  th e  n eed  fo r  su ff ic ie n t tra n s itio n  p ro v is io n s  to  m itig a te  th e  a d v e rse  

im p ac t o n  re c e n t in v e s tm e n ts . W e  u n d e rs ta n d  tl  '  C o m m itte e  is c o n s id e r in g  re d u c in g  

th o se  tr a n s it io n  p ro v is io n s . W h ile  th e  b e n e f its  fro m  a ty p ic a l oil an d  g a s  in v e s tm e n t ta k e  

m an y  y e a rs  to  b e  re a liz e d , th e  A d m in is tra t io n 's  p ro p o s e d  fiv e  y e a r  tra n s it io n  in to  th e  

h ig h e r ta x  P P T  sy s te m  re p re s e n te d  a re a s o n a b le  tra n s itio n . T h e  C o m m itte e  S u b s titu te 's  

p ro p o se d  tr a n s it io n  p ro v is io n s  d o  no t su ff ic ie n tly  a d d re s s  th e  s ig n if ic a n t in c re a se  in  ta x  

b u rd e n  th e s e  p as t in v e s tm e n ts  w ill n o w  h a v e  to  bea r.

D e sp ite  o u r  c o n c e rn s  w ith  H B  4 8 8  a s  o r ig in a lly  p ro p o s e d , w e  a re  p re p a re d  to  m o v e  

fo rw ard  u n d e r  th a t sy s te m  s in c e  it so u g h t to  p ro v id e  a b a la n c e  o f  r e v e n u e s  to  th e  s ta te  and  

p ro d u c e rs  a c ro s s  a ra n g e  o f  oil p ric e s , p ro v id e d  su ff ic ie n t in c e n tiv e  fo r  p ro d u c e rs  to  

u n d e rta k e  e x p lo ra tio n  an d  d e v e lo p m e n t risk s , and  in c lu d e d  re a so n a b le  tra n s it io n  

prov is io n s  fo r  p a s t in v e s tm e n ts . A nd , m o s t im p o r ta n tly  fo r  E x x o n M o b il, oil f isca l 

c o n tra c t te rm s  c o n s is te n t w ith  th e  A d m in is tra tio n 's  p ro p o sa l w o u ld  p ro v id e  th e  

p re d ic ta b ili ty  an d  d u ra b il i .y  n e c e s sa ry  to  a d v a n c e  th e  g a s  p ro je c t to  th e  n ex t phase .



It is im p o r ta n t  th a t th e  q u a li ty  o f  th e  re s o u rc e s , th e  r isk s  u n d e r ta k e n  b y  a  p ro d u c e r , and  

th e  im p a c t o n  th e  s ta te 's  o v e ra ll in v e s tm e n t c lim a te  b e  fa c to re d  in to  th e  d e s ig n  o f  th e  ta x  

sy s te m  W h ile  in d u s try  n e e d s  p re d ic ta b ly  a n d  d u ra b il i ty  u n d e r  w h ic h  to  g a u g e  

in v e s tm e n t d e c is io n s , th e  a t tra c t iv e n e s s  o f  th a t p re d ic ta b ly  a n d  d u ra b il i ty  is  lo s t i f  it 

c o m e s  a t to o  h ig h  a co s t.

A s I m e n tio n e d  e a r lie r , th e  C o m m itte e 's  p ro p o s e d  s u b s ti tu te  e x a c e rb a te s  o u r  k ey  c o n c e rn  

re g a rd in g  b o th  ta x  ra te s  a n d  tra n s it io n  p ro v is io n s . W e  u rg e  th is  C o m m itte e  to  su p p o rt 

H B  4 8 8  a s  o r ig in a lly  p ro p o se d .

T h a n k  y o u  a g a in  M r C h a irm a n  fo r  th e  o p p o r tu n ity  to  te s tify  to d a y
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Co-Chairmen Samuels and Ramras, members of the committee:

Good afternoon. My name is Brian Wenzel, and I am the Vice 

President, Finance & Administration, for ConocoPhillips Alaska.

I would like to present ConocoPhillips’ views on this committee’s 

proposed changes to HB 488. Based on the Substantive Changes document



handed out yesterday at the meeting of this committee, the Committee 

Substitute (CS) you are working on is going to have a negative impact on the 

attractiveness o f Alaska for ConocoPhillips’ investment dollars. 

ConocoPhillips absolutely opposes this CS and any proposal that increases 

our industry’s taxes beyond the $1 billion per year proposed by the 

Governor. The proposal before us today increases oil taxes by an annual 

average of $1.8 billion -  if today’s prices continue, this is $18 billion over 

the next 10 yrs. The approach reflected in this Committee Substitute is 

clearly to maximize short term State revenue while putting at risk long term 

production, State revenue, jobs for Alaskans and growth of the private 

sector. The CS you are considering destroys the balance in the original bill.

We realize you have come to this conclusion after listening to the 

advice of various consultants. If we understand your consultants’ testimony, 

they are suggesting that you can jettison the balance of the original proposal 

and adopt an approach like that reflected in the CS with no adverse 

consequence on investment. Indeed, they suggest you will actually increase 

investment in the State by doing so.

We also have hired a number of consultants and will use their input as 

we lay out for the House and Senate Finance committees the same points we 

were unsuccessful in demonstrating to you. However, at the end of the day
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neither your consultants nor ours must make or live with the decision 

currently before the Alaska State Legislature. Similarly, none o f these 

consultants ever has, or ever will, m-ke an investment decision on behalf of 

ConocoPhillips. To the extent your consultants are telling you that the CS 

you are considering will not have a negative effect on ConocoPhillips’ 

investment decisions going forward, I can tell you they are 100% wrong.

Taking billions o f dollars from our industry will have a negative 

impact on investment. Taking away a significant portion o f the upside 

potential in a basin with lead times (from initial investment to first 

production) o f a decade or more, in an area with low prospectivity and 

higher costs than almost anywhere in the world, will negatively affect 

investment -  and consequently, production, state revenues and jobs. This is 

a natural consequence of a action you are taking.

Moreover, the negative effect on our decision-making, and on the 

decision-making o f others, will not result just from the increased tax burden 

you are seeking to impose. There is also the question of our and others’ 

confidence in the future investment climate in the State. Adverse changes in 

the key parameters of the originally proposed bill will result in a 

fundamental shift in the balance o f risks and rewards for investments in 

Alaska. Unreasonable changes like those imbedded in the CS will cause not
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only ConocoPhillips but also other investors to question not whether, but 

when, Alaska will again change its fiscal regime and impose unfair and 

unreasonable burdens on those who have taken great risks and invested 

billions to help develop the State’s resources.

It is irrelevant whether that future change will be in the State’s 

production tax, its property tax, its corporate income tax or in the creation of 

some entirely new tax. The point is that investors will now need to consider 

another significant risk in making their economic decisions in Alaska -  the 

risk that Alaska will not approach future fiscal policy changes in a 

reasonable manner that recognizes the commitment and contribution of 

companies like ConocoPhillips.

As an example of the type of thinking that will negatively affect 

potential future investors’ view of Alaska, ConocoPhillips received a letter 

this morning from Representative Gara and Senator French concerning our 

recent media ads. If you haven't already received a copy of the letter, 1 am 

happy to share it with you. This letter suggests that somehow private sector 

company profits are bad, that the State ovemment has not shared in the 

benefit o f higher oil prices, and that our commitment and long term 

investment in Alaska, one of the largest for our company anyw'here in the 

world, is essentially irrelevant. We disagree with each o f those suggestions.
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The antipathy toward industry expressed in this letter is what concerns us 

most about the current debate on oil taxes - it has become for some an 

exercise in seeing how much the State can take from the private sector for no 

reason other than to simply take more.

Unfortunately, this CS seems structured to take more from the very 

industry participants that are most committed to Alaska’s future.

According to the Substantive Changes document, you have changed nearly 

every key parameter in the original bill in a one-sided way that benefits the 

State and is at the expense o f ConocoPhillips and the other major North 

Slope producers. You have destroyed the balance previously represented in 

the bill.

Through the CS, you propose to further increase the PPT tax rate on 

the industry via a surcharge at high prices -  in effect a windfall profits tax.

At current prices the additional surcharge will more than triple, the effective 

tax rate over the current system. This is essentially’ another SIB per year at 

today's prices on top of the average $1 billion already raised by the original 

proposal. This change is neither fair nor reasonable to current investors and 

will be viewed as unfair and unreasonable by potential future in\ istors.
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You have severely reduced the intended transition plan such that investors 

with large, recent capital investment projects (which haven't even begun 

producing yet) are penalized for apparently investing in Alaska oo early and 

being too optimistic about the future o f Alaska. I want to emphasize this 

point ...this CS penalizes the very companies that have been investing, 

creating jobs and building the resource base in the State.

You have extended the current statutory exploration tax credits available to 

explorers, but as one of the few companies who have actually applied for 

credits under the current statute, our experience is that, in fact, current 

regulation effectively reduces the value of these credits to 70% or less of  

their stated value. Further, these credits only affect about 4%  of the DOR's 

expected future sources o f production and investment in Alaska.

You have reduced by over 30% the effective value of the base allowance 

which is intended to encourage small explorers and new entrants.

You have moved the effective date o f this bill back to a date that is 

completely impractical -- the necessary regulations, procedures and
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computer systems can not possibly be adopted and put in place by April 1st 

o f this year which means that production tax payers in Alaska will have to 

guess at their tax liability and make un-supported payments o f tax in an 

uncertain attempt to avoid punitive interest costs.

And, you have suggested a punitive interest penalty rate of 5% on top o f a 

statutory tax rate of 11 %.

In our view, these changes from the original bill are completely inconsistent 

with the goals of a fair and reasonable fiscal policy, increased long-term 

investment in Alaska and a vibrant, secure Alaska oil industry. We urge you 

to reconsider the long-term impact of this bill on the future of the State 

Alaska. We urge you not to move this bill out of Committee until it can be 

re-crafted with a more balanced, long-term perspective.

Thank you for considering our views.
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March 16, 2006, Written Comments To The House Resources Committee 
Response To The Committee’s List Of Changes Dated March 14, 2006 
By Ken Thompson

Personal Background

For the record, my name is Ken Thompson. I reside in Anchorage, Alaska. I am the 
Managing Director of Alaska Venture Capital Group, or AVCG LLC, an independent 
oil exploration company with a focus on the North Slope of Alaska. AVCG is a 
consortium of 15 independent oil and gas companies and individuals from Kansas 
and me as an owner/investor from Alaska. AVCG has a technical and operational 
services’ subsidiary company called Brooks Range Petroleum, with offices in 
Anchorage. I am the former President of ARCO Alaska, Inc.

AVCG LLC has been very active in the past six North Slope (NS) areawide lease 
sales and we have acquired over 160,000 acres of exploration leases in five 
exploration prospect areas, including new acreage we acquired in the recent March 
1, 2006, NS lease sale. Our exploration strategy is to explore in the central part of 
the North Slope for fields in the 25-100+ million barrels range, fields that may be too 
small for the giant producers but fields that can be produced profitably by smaller 
companies like ours. We believe there are hundreds of millions if not billions of 
barrels of oil left on the North Slope in smaller fields of this size and these fields near 
infrastructure can be brought on more quickly. Our first exploration well in 
partnership with Pioneer Natural Resources -  the Cronus #1 -  is currently drilling 
about 10 miles southwest of the large Kuparuk Field.

Let me focus my comments on the March 14, 2006, document written by the House 
Resources Committee listing 11 changes b e in n  considered after many hearings and 
debates.

AVCG Owners’ Perspectives

First, let me say that while I am Managing Director of AVCG LLC, our other owners 
disagree strongly that any change should be made to the 20/20 PPT formula. The 
20% PPT tax rate and the 20% credit originally presented in the Governor's bill 
should be the tax rate and credit enacted. The AVCG owners representing 15 new 
exploration investors in Alaska are concerned enough that the current system is 
being revised after they have made almost $10 million investment in North Slope 
leases and other costs and are planning a 3-year $46 million exploration program 
with our first well now drilling. Quite honestly, the AVCG owners listened in disbelief 
when I told them the production profits tax rate being considered by the House 
Resources Committee could escalate at high oil prices to 50% in addition to the 12 5- 
16.7% royalty, the ad valorem property tax, the 3-9% corporate income tax, the 
ongoing annual lease bid amounts and the rentals expenditures, and the Federal 
income tax rates averaging 20-35% of taxable income. It all adds up, and AVCG 
Owners are saying, “enough is enough."
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My Personal Perspective

Now let me shift gears in my written comments to you. Because I could not get buy- 
in for any alternatives from the AVCG owners except the 20/20 case, I have decided 
to speak out alone. As an Alaskan, I am concerned and feel I must try to share a 
personal perspective trying to balance what is best for my continued involvement in 
spending my family's personal money for exploration on the North Slope in balance 
with how the State must change its system to be competitive in the world and realize 
more government share at high prices like so many other countries are doing.

I realize by stepping out like this, I could jeopardize my management status with 
AVCG and perhaps even jeopardize how I am viewed by the major oil companies 
and my friends in the independent company sector. But I have taken such personal 
risks in the past, and I don't mind doing so again today to simply do what I think is the 
right thing to do regardless of others’ opinions. I often do not "run with the herd."

So, let me turn my attention to the March 14, 2006, document prepared by the House 
Resources Committee and let me share my perspective on the 11 suggested 
changes to the original HB 488. Again, my views are not supported by AVCG 
owners; rather they are my personal views.

1) Make Tax Rate Progressive

When the Governor's office first announced a 25% tax rate then amended that to 
20%, I could see the move by legislators to somehow bridge the gap from 20% to 
25%. However, the approach being currently considered by the House Resources 
Committee based on the outside consultants work of last week is simply too complex 
and will be arduous to implement. I think -  and perhaps all of you think -  the Federal 
tax code is too complex....the changes to HB488 are also too complex and will lead 
to different interpretation, "gamesmanship” possibly by some companies because of 
the unwieldy progressive tax structure formula, and future costly lawsuits when the 
State disagrees with a company’s calculations. And the number of accountants to 
keep track of these complexities on both sides will balloon! I urge you to simplify, 
simplify simplify...yet still have some progression that you seem set on.

For my company which drills the smaller traps that may add up over time, we do not 
have a lot of upside potential in seeing these smaller fields grow much larger over 
time. So our main upside is in oil price escalation to offset exploration risks and to 
offset the cycles of oil prices downward, a reality over time for any commodity. I find 
it disturbing -  and personally unfair -  that the Committee has tax rates going as high 
as 50% at high prices. I found it so interesting to see the Econl consultants and 
consultant Daniel Johnston saying the government should take more and more at 
high prices when not one member of the Committee asked them a very important 
question they should have been asked: “how much are you investing in Alaska?" I 
was shocked to see that these consultants, when calculating the future revenues to
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the State at various escalating rates, used the same oil production curves. In reality, 
less capital will be spent by industry at exorbitant tax rates (tax rates above 25% 
when coupled with all other payments such as royalty, corporate income tax, ad 
valorem tax, lease costs and rentals, etc.). With less capital spending, the production 
curve will be lower...an increasingly higher tax rate may not in the end yield the 
forecasted revenues for the State.

On a related note, our company plans to go into the private or public equity markets 
to raise funds and capital for any future development. Such equity investors invest in 
the oil markets to be exposed to crude price upside. When they look at investments 
all over the world, and see that Alaska could tax at a 50% rate at much higher crude 
prices, they will place their capital elsewhere to continue their exposure to higher 
crude in investments without alternative taxing structures such as the Lower 48 
states, the Gulf of Mexico deep water with royalty relief, or other countries. The 
consultants did not address this issue that I face month in and month out...the private 
and public equity markets and the desire for such investors to fully benefit from 
upside commodity price swings without hedging or excessive, escalated taxation.

I could not believe the consultants did not show capital spending elasticity graphs 
from different countries. They did you a disservice by not doing so. Their work 
showed a biased perspective in my opinion; if they get the House Resources 
Committee to adopt a complex progressive tax rate structure the consultants will feel 
they have been successful...but not one of these consultants will be around to 
defend their views in the future when capital spending does decline at exorbitantly 
high and unfair tax rates above the 25% level.

Bottomline: there is a point of unfair taxation which causes rebellion as our early 
settlers in America experienced first hand!

My first suggestion to the progressive tax dilemma: the cap on the tax rate 
should be cpped at the 25% level...continue to keep in mind added to this at high 
prices will be the 12.5-16.7% royalty, ad valorem taxes, corporate income taxes, 
Federal income taxes, etc.

Secondly, I do not thii.k the “trigger point” that increases the PPT tax rate from 20% 
should be based on West Texas Intermediate (WTI) oil price. The “trigger point" 
should be when a company’s average realized wellhead price in Alaska exceeds $50 
per barrel. Some say lower, but I do think there is strong merit that those who have 
invested and taken exploration risk and exposure to low prices should be able to 
benefit from increased profits at higher prices..."share the pain, share the gain"...to 
this $50/barrel wellhead level. However, I personally am fine with the State 
increasing the tax rate eventually to a cap of 25% when wellhead prices exceed $50/ 
barrel. Having said this, you need to know that I do not know anyone else in industry 
who thinks this; everyone I know continues to press the 20/20 formula.

0 3 /1 6 /2 0 0 6 C o m m e n ts  B y  K e n  T h o m p so n  to H B 4 8 8  R e v is io n s P a g e  3  o f 7



Why should you tie the PPT calculation to a company’s realize wellhead price? In 
reality on the North Slope, not one company sees WTI prices. Every crude oil in 
Alaska is difL.ent in quality with viscous crude receiving less and oil produced from 
wells farther away from infrastructure receiving less wellhead value due to higher 
shipping costs. Conversely, oil in the Cook Inlet is close to actual refining or on the 
water to ship out of state and thus realizes on average much higher wellhead value 
than most North Slope crude oils, a substantial plus to Cook Inlet operators who face 
higher operating costs with maturing fields. Our company’s .rude when discovered 
on the North Slope will be farther west, and when we have to transport the oil via the 
major producers’ gathering system lines to TAPS pump station #1, we will pay the 
majors a certain tariff of $0.50-1.00/barrel or more, giving us a lower wellhead value 
for our crude while they make a profit on shipping in their crude lines. The majors 
further make profits from tariffs for shipping down TAPS and in their marine tankers.

So I ask, why should the tax rate increase with WTI price when there is such a 
variance in crude oil pricing factors on the Slope at the wellhead affecting each field's 
economics and economic limit differently? The production profits tax rate should not 
go up at the sa' ime for those who produce viscous crude or oil from a farther 
distance as con .red to those who have good quality oil right next to the TAPS line. 
If there is a "trigger point", it should be one based on a company’s average monthly 
realized wellhead price for production.

My second suggestion to the progressive tax dilemma: the “trigger point” 
should be $50 per barrel realized wellhead price based on a monthly average 
and not based on $50 WTI, thus allowing explorers and producers to share in 
the upside profits at prices to this level with no higher burden than the 20%
PPT tax rate (plus burden of royalty, corporate income tax, ad valorem tax, 
Federal tax, etc.).

Thirdly on this issue, let me address a way to transition from the 20% tax rate to the 
25% tax rate without getting too complicated. I found the formula suggested by the 
consultants with the incremental rate being calculated dollar by dollar and based on 
revenues, not profits, to be unfair. This wasn’t a production profits tax change, but 
really -  in a way -  a change to increase the royalty rate on production, in my view. 
Bottomline: keep the production profits tax rate simply that...a tax on production 
profits. Having the PPT at higher prices being a mixture of taxation of profits and a 
separate incremental tax on incremental revenues is unwieldy and an accounting 
nightmare.

A third suggestion to the progressive tax dilemma: Keep the production profits 
tax simply that...a tax on production profits, and not an underhanded way to 
further burden gross revenues...that is done through the royalty rate on leases 
at lease sales.

Lastly iet me address a simpler way of getting the progressive rate from 20% to 25% 
without the dollar to dollar treatment complexity and without the complexity of taxing
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production profits while also incrementally and differentially taxing gross revenues 
one more time.

A fourth and final suggestion to the progressive tax dilemma to simplify, 
simplify, simplify is the following production profits tax schedule that everyone 
could understand and implement with the State realizing upside at higher 
prices yet not too much upside is taken away from explorers/producers:
Up to monthly average wellhead price of $50/barrel for a company: PPT rate of 20%
When monthly average wellhead price is between $50-75/barrel: PPT rate of 22.5%
When monthly average wellhead price exceeds $75/barrel: PPT rate of 25%
B y  the way, if the State were to p a s s  a complex, unw ieldy production profits tax like 
that one p roposed  by last w eek ’s  consultants and favo red  by som e on the R esou rce s  
Committee with escalating production profits tax ra tes o f  up to 50% , I predict A laska  
will m ake the cover o f  the industry-wide influential m agazine “The Oil and  G as  
Jou rn a l’’ and  perhaps even a cove r spot in the “W all S treet Jou rna l." And I d o n ’t 
mean this media coverage in a positive w ay.. .1 think a ll in industry will s a y  the State 
is taking advantage o f  industry a t high prices. W hether o r  not industry m akes m oney  
o r  not and  good, so lid  returns is not the issue with such ex trem es .. .the perceived  
fa irness o f  taxation in a high cost, rem ote area like A laska is the issue. K eep  in mind 
that America's early settlers were still taking m oney hom e to their fam ilies...it was 
ju s t the tax rate from Eng land had  c rossed  the point o f  fa irness not from  England's 
perspective but from the se tt le rs ’ perspectives. And rebellion began!

Now, let me move the discussion forward to the second item on the list of 11 House 
Resources Committee changes.

2) Reduce Transitional Money As Deductible Allowance
I think this compromise to a four-year staged and tiered "look back" is fair. You are 
right...many investments made over 2001-2005 were based on oil prices of $20- 
40+/barrel and actual prices have been much higher with all companies -  and the 
State - obtaining more cash flows than predicted when originally approved.

3) Exploration enhancement
Thank you very much for extending the SB 185 exploration tax credits for the next 10 
years.

4) No credit for abandonment costs
I would prefer that abandonment costs would be eligible for tax credits; these costs 
are a cost of doing business and an essential part of a field development’s
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expenditures for the life of a field. Having such credits may expedite more timely 
abandonment of wells and facilities rather than wells and facilities being “mothballed" 
or simply shut-in for longer periods of time while operators postpone abandonment 
and delay expenditures that, in some cases, may indeed be needed sooner.

5) Private royalties
I believe overriding royalties should also just have the burden of a 5% tax rate. I 
understand that ASRC was a big driver in seeing this lower tax rate for "private 
royalties." While some ASRC royalties are indeed "private royalties" where they have 
owned subsurface lease rights and leased land out to explorers/developers keeping 
a straight royalty, I do believe that ASRC and a few other Alaska Native Corporations 
have acquired "overriding royalties" in production by virtue of demanding overriding 
royalties in subsurface oil production in exchange for granting use of their surface 
rights and surface access. I think it would be fair to them -  and to any company 
owning overriding royalties -  that the tax rate is only 5%.

Commonly, even an overriding royalty owner that has “farmed out" their leases to 
others to drill due to high perceived risk would be taxed at 20% and not be able to 
receive the benefits of investment capital credits even though they may have made 
substantial investments in lease bonuses, lease rentals and seismic before they 
converted their working interest to an overriding royalty interest. A lower rate of 5% 
even for overriding royalties would be appropriate.

6) AOGA Technical Changes
I have not reviewed the AOGA technical changes, so could not address those.

7) Contingency Surcharges
Surcharges are just one more example that government take in Alaska is comprised 
of many different components -  royalty, corporate income tax, ad valorem tax, lease 
bonuses, lease rental payments, etc. -  emphasizing that the production tax is not the 
sole source of revenue to the State off oil production.

8) Effective Date
The State has made far more money at high prices than anyone ever dreamed. The 
State had, in a way, received a rich windfall at high oil prices. The change in the 
production profits tax is controversial in its own right. I would not dare “pour salt in 
the wound" by making the tax effective on April 1, 2006, but allow the transition as 
originally planned to a July 1, 2006, date. This will also give all of us time to hire 
additional accountants to do the monthly, complex filings!

9) Issues Surrounding The $73 Million Allowance
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I would prefer the $73,000,000 annual allowance, but accept the $50,000,000 annual 
allowance as a reasonable compromise...provided the above amended PPT tax rate 
schedule listed above with a trigger point at $50 wellhead price and capped at 25% is 
concurrently amended.

I do think it is wise to convert this for communication purposes to the public as a $10 
million credit. I also remain supportive of expressing this as a 5,000 barrels of oil per 
day allowance if you have to go that way for buyin in the Legislature and with the 
public.

10) Tax Credit Repurchase Program

Thank you for this approach. Our company would be willing to return these funds to 
purchase leases, run seismic and drill wells to find us both some more oil!

11) Penalties On Underpayment Of Less Than 90% Of Monthly Tax Liability

This is understandable and helps enforcement. But this is yet another reason to 
keep the original implementation date at July 1, 2006, to help all in industry get ready 
for the increased accounting workload and avoid wrong tilings of this new system.

Concluding Remarks

The above comments are my personal views offered with a hope there can be an 
eventual win-win solution to this complex subject of the State realizing more 
revenues at higher prices while attracting exploration and development investors who 
can also realize upside at higher prices. Many -  if not most -  in industry would 
disagree with some -  if not all -  my personal views expressed above. But I did feel 
compelled at this point to ‘‘tell it like it is" from my perspective.

Respectfully submitted by:

Ken Thompson
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13 P a g e  24 , line  2 3 , fo llo w in g  " q u a lif ie d " : 

In se rt "cap ita l"14

L -1-



24-GH2052\Y.6
Chcnoweth

3/16/06

A M E N D M E N T

O F F E R E D  IN  T H E  H O U S E

T O : C S H B  4 8 8 (R E S ), D ra f t V e rs io n  "Y "

P age  2 9 , l in e  31 , fo llo w in g  "R E G U L A T IO N S " :

D e le te  V

In s e r t  "A N D  R E T R O A C T IV IT Y  O F  R E G U L A T IO N S , (a )"

P age 3 0 , fo llo w in g  lin e  3:

In s e r t  a  n e w  su b se c tio n  to  read :

"(b ) N o tw ith s ta n d in g  a n y  c o n tra ry  p ro v is io n  o f  A S  4 4 .6 2 .2 4 0 , a  re g u la tio n  adop ted  

by th e  D e p a r tm e n t o f  R e v e n u e  to  im p le m e n t, in te rp re t,  m a k e  sp ec if ic , o r  o th e rw ise  ca rry  out 

the p ro v is io n s  o f  se c s . 5 , 6 , 8 - 11, 13 - 15, 17 -  2 0 , 2 2 , a n d  25 -  41 o f  th is  A c t m ay  apply  

re tro a c tiv e ly  as o f  A p ril 1, 2 0 0 6 , i f  th e  D e p a r tm e n t o f  R ev en u e  e x p re s s ly  d e s ig n a te s  in  the 

re g u la tio n  th a t the re g u la tio n  a p p lie s  r e tro a c tiv e ly  to  th a t d a te ."
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3/16/06

A M E N D M E N T

O F F E R E D  IN  T H E  H O U S E

T O : C S H B  4 8 8 (R E S ), D ra f t  V e rs io n  "Y "

P a g e  2 9 , lin e s  5 - 6:

D e le te  "the se c tio n s  o f  th is  A ct th a t  a re  not e f fe c tiv e  A p ril 1, 2 0 0 6 " 

In se r t "secs. 8 and  13 o f  th is  A c t"

P ag e  2 9 , lin e s  14 - 1 5 :

D e le te  "the se c tio n s  o f  th is  A c t th a t  a re  no t e f fe c tiv e  A p ril 1, 2 0 0 6 " 

In se r t "secs. 5  and 6  o f  th is  A ct"

P ag e  2 9 , lin e  17, fo llo w in g  "A ct," :

In se r t "o r  A S  4 3 .5 5 .0 3 0 (e ) , ad d e d  b y  sec . 22 o f  th is  A c t,"

P ag e  2 9 , lin es  1 8 - 1 9 :

D e le te  "the sec tio n s  o f  th is A c t th a t a re  n o t e ffe c tiv e  A p ril 1 ,2 0 0 6 "  

In se r t "secs. 2 0  and  2 2  o f  th is  A ct"
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A M E N D M F \ T

O F F E R E D  IN  T H E  H O U S E

T O : C S H B  4 8 8 (R E S ) , D ra f t  V e rs io n  " Y ”

P a g e  4 , lin e  9 , fo llo w in g  "fo r" : 

In s e r t  "a ll"

P a g e  5, lin e  3 1 :

D e le te  "A S  4 3 .5 5 .0 1 1 " 

In se r t  "A S  4 3 .5 5 .0 1 1 ( a ) "

P a g e  30 , lin e  2 2 :

D e le te  "2 4 ,"



O F F E R E D  I N  T H E  H O U S E  

T O : C S H B  4 8 8  (R E S )
BY R E P R E S E N T A T IV E  O L S O N

P a g e  4 , l in e  9:

d e l e t e  " o r  g a s "  " a n d  g a s "

P a g e  4 , l in e  10

d e l e t e  " a n d  g a s "

P a g e  4 , l in e  12

d e l e t e  " a n d  g a s "



%  c .

a m e n d m e n t

24-GH2052\F. 1 
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O F F E R E D  IN  T H E  H O U S E  

TO : C S H B 4 8 8 (R E S )

B Y  R E P R E S E N T A T IV E  K A P S N E R

1

2

3

4

5

6

7

8 

9

10

11

12

13

14

15

16

17

18

19

2 0  

21 

2 2  

2 3

P a g e  9 , line  24:

D ele te  "A pril 1, 2 0 0 6 "  

In sert " J an u a ry  1 ,2 0 0 6 "

P a g e  16, lines 2 - 3:

D e le te  "A pril 1 ,2 0 0 6 ” 

In sert "Jan u a ry  1, 2 0 0 6 "

P a g e  18, line 15:

D e le te  "A pril 1, 2 0 0 6 "  

In se n  "Jan u a ry  1, 2 0 0 6 "

P a g e  18, lines 2 6 - 2 7 :

D e le te  "A pril 1, 2 0 0 6 "  

In se rt "Jan u ary  1 ,2 0 0 6 "

P a g e  18, line  28:

D e le te  "A pril 1 ,2 0 0 6 "  

In sert "Jan u ary  1, 2 0 0 6 "

P a g e  18, lin e  29:

D e le te  "A pril 1. 2 0 0 6 "

In se rt "Jan u ary  1, 2 0 0 6 "

L -1 -
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1

2 Page 19, line 1:

3 D e le te  "A p ril 1, 2 0 0 6 "

4  In se rt " J a n u a ry  1, 2 0 0 6 "

5

6 P ag e  19, lin e  2:

7 D e le te  "A p ril 1 ,2 0 0 6 "

8 In se rt " J a n u a ry  1, 2 0 0 6 "

9

10 P ag e  19, line  8:

11 D e le te  "A p ril 1, 2 0 0 6 "

12 In se rt " J a n u a ry  1, 2 0 0 6 "

13

14 P ag e  21, lin e  23:

15 D e le te  "M arc h  3 1 , 2 0 1 6 "

16 In se rt "D e c e m b e r  3 1 , 2 0 1 5 "

17

18 P ag e  25 , lin e  1:

19 D e le te  "A p ril 1 ,2 0 0 6 "

2 0  In sert " J an u a ry  1, 2 0 0 6 "

21

2 2  P ag e  25 , lin es  6 - 24 :

23  D e le te  a ll m a te ria l a n d  in sert:

2 4  "T R A N S IT IO N A L  P R O V IS IO N S , (a) F o r  o il and  g as  p ro d u c e d  b e fo re  J a n u a ry  1,

2 5  2 0 0 6 , the p ro v is io n s  o f  A S  4 3 .5 5 , and  re g u la tio n s  a d o p te d  u n d e r  A S  4 3 .5 5 , th a t w e re  in  e ffec t

2 6  b e fo re  Ja n u a ry  1, 2 0 0 6 , a n d  th a t w ere  ap p lic a b le  to  th e  o il an d  g as  c o n tin u e  to  a p p ly  to  th a t oil

2 7  an d  gas.

2 8  (b) N o tw ith s ta n d in g  a n y  p ro v is io n  in  th is  A c t to  the c o n tra ry ,

2 9  (1 ) a  re p o rt a n d  p a y m e n t o f  p ro d u c tio n  tax  on oil a n d  g as  d u e  u n d e r  A S  4 3 .5 5 ,

3 0  as en ac ted  by  th is  A c t, fo r  a n y  p e rio d  b e fo re  th e  e f fe c tiv e  d a te  o f  th is  A c t is d u e  o n  the  last

31 d a y  o f  the  m o n th  fo llo w in g  th e  m o n th  in w h ich  th e  e f fe c tiv e  d a te  o f  th is  A c t o ccu rs ; an d

L -2-



1 (2 )  p e n a lty  p ro v is io n s  o f  A S  4 3 .5 5 .0 2 0 (h ) , ad d ed  b y  sec . 13 o f  th is  A c t, and o f

2  A S  4 3 .5 5 .0 3 0 (d ) , a m e n d e d  by sec. 17 o f  th is  A c t, a p p ly  to  taxes th a t a re  d u e  a n d  u n p a id  and

3  re p o r ts  th a t are n o t f i le d  by  the d a te  d e sc r ib e d  in  (1 ) o f  th is  su b se c tio n ."

4

5 P a g e  2 6 , lin e s  13 - 20 :

6  D e le te  all m a te r ia l  and  in se rt:

7 "*  S e c . 4 2 . T h e  u n c o d if ie d  law  o f  th e  S ta te  o f  A la s k a  is  am en d ed  b y  a d d in g  a  n e w  section  to

8 read :

9 R E T R O  A C T IV IT Y . S e c tio n s  5 , 6, 8 -  11, 13, 14, 16 - 18, an d  2 2  - 37  a re  re tro ac tiv e

10 to  J a n u a ry  1, 2 0 0 6 , a n d  ap p ly  to  o il an d  g as  p ro d u c e d  on  and  a fte r th a t d a te .

11 * S e c . 4 3 . T h is A c t ta k e s  e ffec t im m e d ia te ly  u n d e r  A S  0 1 .1 0 .0 7 0 (c ) ."

24-GH2052\F.l
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C O N C E P T U A L  A M E N D M E N T

O F F E R E D  IN  T H E  H O U S E  B Y  R E P R E S E N T A T IV E  K A P S N E R

T O : C S H B  4 8 8  (R E S ) , V e rs io n  Y

D e le te  s e c tio n s  r e la tin g  to  tra n s i t io n a l  in v e s tm e n t e x p e n d itu re s .

V



A M E N D M E N T

O F F E R E D  IN  T H E  H O U S E B Y  R E P R E S E N T A T IV E  K A P S N E R

T O : C S H B  488  (R E S ), V e rs io n  Y

Delete Sec. 27, page 16, line 23 through page 17, line 17.
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A M E N D M E N T

O F F E R E D  IN  T H E  H O U S E  
T O : C S H B  4 8 8  (R E S )

B Y  R E P R E S E N T A T IV E

fc'Afsweg.
P ag e  3 1 , lin e  1

A d d  th e  f o l lo w in g :

“ Sec. 49 . A S  4 3 .5 5  is a m e n d e d  to  read :

S e c .4 3 .5 5 .4 0 0 . H ig h  e n e rg y  co s t o ffse t fund .

(a ) T h e  h ig h  e n e rg y  co s t o ffse t fu n d  is e s ta b lish e d  as a se p a ra te  fu n d  in  th e  g e n e ra l fund. 

T h e  fu n d  c o n s is ts  o f  all m o n e y  a p p ro p r ia te d  to  it.

(b ) T h e  h ig h  e n e rg y  c o s t o f fse t  fu n d  shall b e  in v e s te d  b y  th e  D e p a r tm e n t o f  R e v e n u e  so 

as to  y ie ld  c o m p e ti t iv e  m a rk e t ra te s , as  p ro v id e d  in  A S 3 7 .1 0 .0 7 1 . M o n e y  in  th e  fu n d  m ay  

b e  a p p ro p ria te d  to  p ro v id e  cost o f f s e ts  fo r  h ig h  e n e rg y  co s ts  o f  c o n su m e rs .

(c) N o th in g  in  th is  se c tio n  c re a te s  a d e d ic a tio n  o f  fu n d s
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C O N C E P T U A L  A M E N D M E N T

O F F E R E D  IN  T H E  H O U S E

T O : C S H B  4 8 8  (R E S )  D ra f t  V e rs io n  Y

T h is  a m e n d m e n t w o u ld  p re v e n t a d e d u c tio n  fro m  ta x a b le  in c o m e  f o r  th e  c le a n -u p  o f  o il 
sp ills , a s  in  e x is tin g  law  S ec . 4 3 .5 5 .1 5 0  (c )(1 )  o n  th e  s e v e ra n c e  ta x .

T he e x is t in g  la n g u a g e  re a d s  " th e  a m o u n t o f  lo ss  o f  o r  d a m a g e  to , o r  o f  e x p e n se  in c u rre d  
due  to  th e  loss o f  o r  d a m a g e  to , a  v e s se l u se d  to  tra n sp o r t  o il i f  th e  lo s s , d am ag e , o r  
e x p e n se  is in cu rred  in  c o n n e c tio n  w ith  a  c a ta s tro p h ic  o il  d is c h a rg e  f ro m  th e  v e sse l in to  
the  m a r in e  o r  in la n d  w a te rs  o f  th e  s ta te " .

In a d d itio n , u n le ss  p ro h ib ite d  e ls e w h e re  in  th is  b ill, a  p ro v is io n  s h o u ld  b e  ad d ed  
p re v e n tin g  a ta x p a y e r  fro m  d e d u c tin g  th e  co s t o f  an y  o i l- s p il l  r e la te d  d a m a g e  o r  p e n a lty  
p a y m e n ts  to  a g o v e rn m e n ta l o r  p r iv a te  p a rty .
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O il  axd Gas Production Taxes and O il  Surcharge I 43.55.150

4 3 .5 5 .1 1 0 . A d m i n i s t r a t i o n ,  ( a )  T h e  d e p a r t m e n t  m a y  a d o p t  r e g u la t io n s  f o r  t h e  
, o f  m a k in g  a n d  f i l in g  r e p o r ts  r e q u ir e d  b y  t h is  c h a p t e r  a n d  o th e r w is e  n e c e s s a r y  to  

f o r c e m e n t  o f  t h is  c h a p te r .
T h e  d e p a r t m e n t  m a y  r e q u ir e  a  s u f f ic ie n t  b o n d  fr o m  e v e r y  p e r s o n  c h a r g e d  w i t h  th e  

: a n d  f i l i n g  o f  r e p o r ts  a n d  t h e  p a y m e n t  o f  t h e  ta x . T h e  b o n d  s h a l l  r u n  t o  t h e  s ta te  
b e  c o n d it io n e d  u p o n  t h e  m a k in g  a n d  f i l i n g  o f  r e p o r ts  a s  r e q u ir e d  b y  la w , u p o n  

ic e  w i t h  t h e  r e g u la t io n s  o f  t h e  d e p a r t m e n t ,  a n d  fo r  t h e  p r o m p t  p a y m e n t , b y  th e  
o n  t h e  b o n d , o f  a l l  ta x e s  d u e  th e  s t a t e  b y  v ir t u e  o f  t h is  c h a p t e r .

I f  r e p o r ts  r e q u ir e d  h a v e  n o t  b e e n  f ile d , o r  a r e  in s u f f i c ie n t  to  f u r n is h  t h e  in fo r m a t io n  
I b y  t h e  d e p a r t m e n t ,  th e  d e p a r t m e n t  s h a l l  in s t i t u t e ,  i n  th e  n a m e  o f  t h e  s t a t e  u p o n  
;-sf t h e  d e p a r t m e n t ,  t h e  n e c e s s a r y  a c t io n  o r  p r o c e e d in g s  to  e n jo in  t h e  p e r s o n  fr o m  

l in in g  o p e r a t io n s  u n t i l  t h e  r e p o r ts  a r e  f ile d .
' U p o n  s h o w in g  t h a t  t h e  s t a t e  is  in  d a n g e r  o f  lo s in g  i t s  c la im s  o r  t h e  p r o p e r ty  is  b e in g  

la g e d , d is s ip a t e d  o r  c o n c e a le d , a  r e c e iv e r  s h a ll  b e  a p p o in te d  a t  t h e  s u i t  o f  t h e  
( }  1 3  c h  7  E S L A  1 9 5 5 )

C ,\jc f\ J ?

s. 4 3 .5 5 .1 2 0  — 4 3 .5 5 .1 3 0 . N o n c o m p lia n c t a n d  fa ls e  re p o r ts . [ R e p e a le d , §  4 6  c h  113  
[1 9 8 0 . F o r  c r im in a l p e n a ltie s , see  A S  4 3 .0 5 .2 9 0 .]

4 3 .5 5 .1 3 5 . M e a s u r e m e n t .  F o r  t h e  p u r p o s e s  o f  A S  4 3 .5 5 .0 1 1  — 4 3 .5 5 .1 5 0 , o il  
[ b e  m e a s u r e d  in  t e r m s  o f  a  “b a r r e l  o f  o i l” a n d  g a s  s h a ll  b e  m e a s u r e d  in  t e r m s  o f  a  

fo o t  o f  g a s ."  (5  1 6  c h  1 0 1  S L A  1 9 7 2 )

'■note*— A reference to “AS 43.56.0U—  section in 1986 to reflect the enactment of AS 
1.150* was substituted for "this chapter* in this 43.55.200 —  43.55.240.

4 3 .5 5 .1 4 0 . [R e n u m b e r e d  a s  A S  4 3 .5 5 .9 0 0 J

4 3 .5 5 .1 5 0 .  D e t e r m i n a t i o n  o f  g r o s s  v a lu e ,  ( a )  F o r  th e  p u r p o s e s  o f  A S  
i.0 1 1  — 4 3 .5 5 .1 5 0 , th e  g r o s s  v a lu e  s h a ll  b e  c a lc u la t e d  u s in g  t h e  r e a s o n a b le  coBts o f  

i r t a t i o n  o f  th e  o i l  o r  g a s . T h e  r e a s o n a b le  c o s t s  o f  t r a n s p o r ta t io n  s h a l l  b e  t h e  a c t u a l  
e x c e p t
w h e n  t h e  p a r t ie s  to  th e  t r a n s p o r ta t io n  o f  o i l  o r  g a s  a r e  a f f il ia t e d ; 
w h e n  th e  c o n t r a c t  f o r  th e  t r a n s p o r t a t io n  o f  o il o r  g a s  is  n o t  a r  a r m ’s  le n g t h  

B a c t io n  o r  is  n o t  r e p r e s e n ta t iv e  o f  th e  m a r k e t  v a lu e  o f  t h a t  t r a n s p o r ta t io n ;  
w h e n  t h e  m e th o d  o f  t r a n s p o r ta t io n  o f  o il  o r  g a s  is  n o t  r e a s o n a b le  in  v ie w  o f  e x is t in g  

n a tiv e  m e th o d s  o f  t r a n s p o r ta t io n .
I f  t h e  d e p a r t m e n t  f in d s  t h a t  th e  c o n d it io n s  i n  ( a X l ) ,  ( 2 ) ,  a n d  ( 3 )  o f  t h is  s e c t io n  a r e  

e n t, t h e  d e p a r t m e n t  s h a ll  d e te r m in e  th e  r e a s o n a b le  c o s ts  o f  t r a n s p o r t a t io n ,  u s in g  th e  
m a r k e t  v a lu e  o f  l ik e  t r a n s p o r ta t io n ,  th e  f a ir  m a r k e t  v a lu e  o f  e q u a lly  e u id e n t  a n d  

t>le a lt e r n a t iv e  m o d e s  o f  t r a n s p o r ta t io n ,  o r  o th e r  r e a s o n a b le  m e th o d s . T r a n s p o r t a -  
i c o s ts  f ix e d  b y  t a r i f f  r a te s  p r o p e r ly  o n  f ile  w i t h  t h e  R e g u la t o r y  C o m m is s io n  o f  A la s k a  

T e th e r  r e g u la t o r y  a g e n c y  s h a ll b e  c o n s id e r e d  p r im a  fa c ie  r e a s o n a b le .
(e l I n  d e t e r m in in g  t h e  g r o s s  v a lu e  o f  o il  u n d e r  ( a )  o f  t h is  s e c t io n , t h e  d e p a r t m e n t  m a y
j a llo w  a s  r e a s o n a b le  c o s ts  o f  t r a n s p o r ta t io n  -------

th e  a m o u n t  o f  lo s s  o f  o r  d a m a g e  to , o r  o f  e x p e n s e  in c u r r e d  d u e  to  t h e  lo s s  o f  o r  
je  to , a  v e s s e l u s e d  to  t r a n s p o r t  o il i f  t h e  lo s s , d a m a g e , o r  e x p e n s e  is  in c u r r e d  in  

le c t io n  w i t h  a  c a t a s t r o p h ic  o il d is c h a r g e  f r o m  t h e  v e s s e l in t o  th e  m a r in e  o r  in la n d  
E ra  o f  t h e  s t a t e ;

2 ) t h e  in c r e m e n t a l  c o s t s  o f  t r a n s p o r ta t io n  o f  t h e  o i l  t h a t  a r e  a t t r ib u t a b le  to  t e m p o r a r y  
t o  o f  o r  c h a r t e r e d  o r  s u b s t it u t e d  s e r v ic e  p r o d d e d  b y  a n o th e r  v e s s e l d u e  to  t h e  lo s s  o f  o r  
f tn ia g e  to  a  v e s s e l r e g u la r ly  u s e d  to  t r a n s p o r t  o i l  a n d  t h a t  a r e  in c u r r e d  i n  c o n n e c t io n  
5 “  a  c a t a s t r o p h ic  o il d is c h a r g e  in t o  t h e  m a r in e  o r  in la n d  w a te r s  o f  th e  s t a t e ;  a n d
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A M E N D M E N T

O F F E R E D  IN  T H E  H O U S E  B Y  R E P R E S E N T A T IV E  S E A T O N

T O : C S H B  4 8 8 (R E S ), D ra ft V e rs io n  "Y "

1

2

3

4
5

6

7

8 

9

10 

11

Page 4, line 16: 
Delete ”50" 
Insert "45"

Page 4, line 18:
Delete "$50" 
Insert "$45"

Page 4, line 19:
Delete "$150" 
Insert "$145"



Conceptual Amendment

4 P  1 3

OFFERED IN THE HOUSE

TO: CSHB 488 (RES), Draft Version “Y"

This amendment would substitute the progressive 20% income tax with a 25% income 
tax which increases at the same rate and at the same price points as provided in the 
current version of HB 488.
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Consultant Statements On An A ppropriate PPT  Tax ^ a te

Daniel Johnston, Legislative Consultant: P* ‘
(Jo in t H o u se  R e s o u rc e s  /  H o u se  F in a n c e  C o m m itte e  -  M a rc h  6 , 2 0 0 6 )
(Q u o te d  in  th e  A n c h o ra g e  D a ily  N e w s  -  M a rc h  7, 2 0 0 6 ):

“ I am  ju s t  n o t h a p p y  w ith  2 0 /2 0 . 2 5 /2 0  is  a  s ta r tin g  p o in t, a n d  th e n  i t ’s g o t to  b e  
p ro g re s s iv e  f ro m  th e re .”

Barry Pulliam, EconOne Consultant
(H o u se  R e so u rc e s  C o m m itte e  -  M a rc h  13, 2 0 0 6 ):

“ O u r v ie w , w e  sa t d o w n  w ith  the a d m in is tra tio n  fo lk s  w h o  c a m e  u p  w ith  th e  P P T ,
D r. V an  M e u rs , an d  c o n s id e re d  th o se  v e ry  q u e s tio n s  w h en  h e  w a s  f irs t  su b m ittin g  
h is  re c o m m e n d a tio n s . A n d  in  o u r  v ie w  c e r ta in ly  th e  2 0 /2 0  w a s  v e ry  sa fe . V e ry  
safe. T h e  2 5 /2 0  w e  e v e n  th o u g h t w a s  s a fe .”

“ B ut y o u  d o n ’t  w a n t to  lo se  a lo t o f  in te re s t an d  a s , as e c o n o m is ts  w h o  h a v e  
w o rk e d  w ith  fo re c a s t in g , an d  lo o k in g  at d e c is io n -m a k in g , I th in k  o u r  v ie w  w o u ld  
a lso  b e  y o u  d o n ’t w a n t  to  b e  in  a p o s it io n  w h e re  y o u ’re ... y o u ’v e  c a lc u la te d  th a t 
y o u ’v e  ta k e n  e v e ry  la s t p e n n y  o f  w h a t’s a v a ila b le . Y o u  w a n t to  le a v e  
s o m e th in g ... you  want to make it attractive. You want to leave enough to make 
it attractive. Keep people ree l interested. We don *t think the 25/20 goes beyond 
that at a ll, and then with some increment above that, we think it s till stays rea l 
attractive. N o w , in  th in k in g  ab o u t th e  s lid in g  sca le . W h a t w o u ld  y o u  d o ?  I th in k  
o u r  v ie w  in  g e n e ra l w o u ld  b e  i f  y o u ’re  th in k in g  a b o u t s ta r tin g  it  lo w e r , h a v e  a  
lo w er in c re m e n t. I f  y o u ’re  th in k in g  a b o u t s ta r t in g  it h ig h e r , h a v e  a  h ig h e r  
in c rem en t. I th in k  th a t ’s  p r o b a b ly . .. ju s t  as  a  g e n e ra l  th in g . O th e rw is e , i f  y o u  
s ta r t re a l lo w  a n d  h a v e  a rea l h ig h  in c re m e n t, y o u  g o  p re tty  s te e p . S o , th a t w o u ld  
b e  o u r . . .

R e p . S a m u e ls :  R e p re s e n ta tiv e  G atto .

R e p . S e a to n :  T h a n k  y o u . A n d , so ju s t  to  b e  c le a r , w ith in  th e s e  s c e n a r io s , a re  
th e re  a n y  o f  th e m  th a t y o u ’ve  p ro je c te d  h e re  th a t y o u  th in k  a re , f ro m  y o u r  
s ta n d p o in t, in  y o u r  a n a ly s is , th a t w o u ld  be  d e tr im e n ta l to  in v e s tm e n t in  the  
in d u s try  h e re  in  A la sk a ?

Barry Pu lliam : N o . L o o k in g  a t th e s e , . /  don't see any that would be, that would 
f a l l  into the detrimental area . I p u t, a s  I lo o k  at th is , I try  to  p u t  th e se  in to  a 
h is to rica l c o n te x t  -  lo o k  at w h a t th e  ra te s  h a v e  b e e n  a t g iv en  p r ic e  lev e ls . A n d  as 
y o u  look at th o se , e v e n  as y o u  lo o k  at the  h ig h e s t o n e  o f  th e se  th a t y o u ’d h a v e , 
w h ich  w o u ld  be  th e  35  th re sh o ld  w ith  a .3 5 %  in c re m e n t, y o u  s e e  as y o u . . . you  
k n o w , w h e n  y o u ’re  at 4 0  d o lla r  p ric e s  th e re  y o u r  tax  ra te  is o n ly  11 .4 % . T h a t ’s at 
a h ig h e r  p r ic e  le v e l, th a t ’s a  lo w e r  p e rc e n ta g e  th a n  y o u r  h is to r ic a l  a v e ra g e . Y ou  
s ta rt to ra tc h e t up  b e y o n d  th e re , b u t y o u  h a v e  so m e  p re t ty  h ig h  p r ic e s  th a t th o se  

a re  a s so c ia te d  w ith . S o , th e re  m ig h t b e  a  little  b it o f  s tu f f  a ro u n d  th e  m a rg in  th a t 
w o u ld  lo o k  a t th a t an d  sa y  th a t ’s n o t o f  in te re s t. I d o n ’t th in k  fo r  th e  m a jo r ity  o f  

w h a t you  h a v e  th a t  w o u ld  b e  th e  case . B u t, I c an  see  re a so n s  w h y  y o u  w o u ld n ’t 
d o  tha t e ith e r . Y o u  m ig h t h a v e  a m o re  c a u tio u s  a p p ro a c h .”
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Dr. Tony Finizza, EconOn< Consultant
(House Resources Committee March 13,2006):

“And, to illustrate this question that was raised earlier about is 25/20, could it 
look better fo r a producer, and in a funny kind o f way it  does. I’m saying... 
lets... no one’s going to drill a one well program, but just say you did, and it was 
20 million dollars - and that’s the number I ’m actually going to use for a well, 20 
million -  it’s pretty expensive, but this is an expensive state and they’re low 
product wells, etc. and eventually we have the high cost assumptions to make. If 
you did this well exploration -  20 million dollars -  with a pattern I put in here 
under a status quo your negative cash flow would be roughly 20 million dollars. 
There’s inflation in there that makes it higher, and then there’s some tax 
sheltering that goes on. In the other cases, the PPT, you get to deduct capital as a 
credit, etc. and sell it and all that stuff. So naturally in actuality the producer or 
the explorer has less cash flow. Negative cash flow. And by this calculation, 
marginally better o ff with 25/20 than 20/20."

Rep. G ara: Just a follow up so I’m clearer in your answer to Representative 
Berkowitz. i^e asked you, you said at 25/20, you might be, that might be the point 
where you start maximizing revenues before you start hitting diminishing returns. 
Is that, did I understand that fairly?

Dr. Finizza: I said that I had a gut reaction that that was a point o f diminishing 
returns, and that’s ... for an exploration, yup. I wouldn’t think that you would 
have to go further than that to encourage or, you wouldn’t, and then take a greater 
risk yourself.

Rep. G ara: Am I wrong in assuming... If  I ’m looking for the point where’s 
you’ve started to maximize your long term state revenue but before you start 
losing money because you’re taxing too much -  that’s your gut reaction on 25/20 
or am I missing...?

Dr. Finizza: That’s my gut reaction, yeah.

Dr. Pedro Van M eurs, C onsultant
(House Resources Committee -  February 23,2006):

"The 25/20 and the 20/20 both are very competitive systems, that you could see 
from the investment. If I say competitive, it means that both systems would be 
considered quite attractive by investors.”

“Whether you start the tax on January 1 or July 1 really has no impact on the 
competitiveness o f  the system. Because new investors would look at new 
investments and would not even have to pay tax for now, for a while. So 
consequently whether you have a July or January start day, that would not have 
impact on new investors. So would be equally, say, attractive either way. The 
only difference between the January 1 and the July 1 start date is that o f course it 
has enormous impact on existing production. So as far as existing production, you 
would have 6 months more revenues if you moved the date back to January l rt 
o f this year.”
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OFFERED IN THE HOUSE BY REPRESENTATIVE SEATON
TO: CSHB 488(RES), Draft Version "YM * N

1 Page 18, line 31, through page 19, line 1:
2 Delete "April 1, 2C06"
3 Insert "January 1, 2006"
4
5 Page 28, line 10, following "TRANSITIONAL PROVISIONS.":
6 Insert "(a) Notwithstanding any contrary provision of AS 43.55.024(a), enacted by
7 sec. 14 of this Act, a producer or explorer may apply for a credit under AS 43.55.024 based
8 on a qualified capital expenditure incurred on or after January 1, 2006.''
9

10 Reletter the following subsections accordingly.
11

12 Page 29, line 21:
13 Delete "(f)(1)"
14 Insert "(g)(1)"
15

16 Page 29, line 23:
17 Delete "(f)(2)"
18 In s e r t  " (g )(2 )"

19
20 Page 29, line 25:
21 D e le te  " (0 (1 )"

22 Insert "(g)(1)"
23



1 P ag e  2 9 , l in e  26 :

2 Delete "(g)(1)"
3  In s e r t  " (h )(1 )"

4

5 P ag e  3 0 , fo l lo w in g  lin e  16:

6  In s e r t  a n e w  b ill s e c tio n  to  read:

7 "* S ec . 4 6 . T h e  u n c o d if ie d  law  o f  the  S ta te  o f  A la s k a  is  a m e n d e d  b y  a d d in g  a  n e w  sec tio n  to

8 read :

9  R E T R O A C T IV IT Y  O F  C E R T A IN  E X P E N D IT U R E S  U S E D  T O  S U P P O R T

1 0  P R O D U C T IO N  T A X  C R E D IT  C L A IM  A N D  D E T E R M IN A T IO N  O F  P R O D U C T IO N  T A X

11 V A L U E  O F  O IL  A N D  G A S . A S  4 3 .5 5 .1 6 0 (c ) (1 ) , e n a c te d  b y  sec . 28  o f  th is  A c t ,  a p p lie s  to

12 a llo w  a  p ro d u c e r  to  c la im  as lea se  e x p e n d itu re s  c e r ta in  e x p e n d itu re s  in c u r re d  o n  o r  a fte r

13 J a n u a i^  1, 2 0 0 6 , a n d  b e fo re  th e  e f fe c tiv e  d a te  o f  A S  4 3 .5 5 .1 6 0 , a d d e d  b y  sec . 2 8  o f  th is  A ct,

14  an d  sec. 4 3 (a )  o f  th is  A c t a p p lie s  to  a u th o r iz e  a p ro d u c e r  o r  e x p lo re r  to  a p p ly  f o r  a  cred it

15 u n d e r  A S  4 3 .5 5 .0 2 4 , e n a c te d  b y  sec . 14 o f  th is  A c t, b a s e d  o n  a q u a lif ie d  c a p ita l e x p e n d itu re

16 in c u rre d  o n  o r  a f te r  J a n u a ry  1, 2 0 0 6 , a n d  b e fo re  th e  e f fe c t iv e  d a te  o f  A S  4 3 .5 5 .0 2 4 , en ac ted

17 b y  sec. 14 o f  th is  A c t. T o  th e  e x te n t th e se  p ro v is io n s  g iv e  le g a l e f fe c t to  p r io r  c o n d u c t ,  they

18 a re  re tro a c tiv e  to  J a n u a ry  1, 2 0 0 6  "

19

2 0  R e n u m b e r  th e  fo l lo w in g  b ill s e c tio n s  a c c o rd in g ly .

21

2 2  P ag e  30 , lin e  19:

23  D e le te  "sec . 4 8 "

2 4  In s e r t  "sec . 4 9 "

2 5

2 6  P a g e  30 , l in e  2 2 :

2 7  D e le te  "4 6 "

2 8  In s e r t  "4 7 "

2 9

3 0  P a g e  3 0 , l in e  24 :

31 D e le te  "sec . 4 7 "
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