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Pi Fosed Definitions and Guidelines
Bill Van Dyke 4/21/06 . _
reater than 5500 subsea. The commissioner shall consult with the Department of
thatural F(%jetsources and Alaska Oil and Gas Conservation Commission prior to granting
ese credits,

The commissioner may (T}_ra_nt credits for challen?ed oil foroduced_ from the areas excluded
from eligibility in the definition (i.e., #1) above for challenged oil if that oil is produced
using ennanced oil recovery techniques or other apP_roved non-conventional recovery and
production methods but excluding primary production, miscible gas flood or traditional
waterflood methods. The commissioner shall consult with the Department o f Natural
Resources and Alaska Qil and Gas Conservation Commission prior to granting these

credits.

Note: this guideline allows credits be awarded to future new challen?ed 0il pools and
also allows credits for certain enhanced oil recovery investment in all challenged oil
reservoirs, including the “core areas”.
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Tim Benintendi

From: Bill D. Van Dyke [wdv@dnr.state.ak.us]

Sent: Friday, April 21, 2006 1.08 PM

To: Tim Benintendi

Subject: FW: HB 498 new definitions and guidelines.doc

Attachments: HB 498 new definitions and guidelines.doc

> the meeting today

From: Bill VanDyke [mailto:wdv@dnr.state.ak.us]
Sent: Friday, April 21, 2006 10:41 AM
To: PaskvaFA@BP.com; 'Rep. Ralph Samuels'; 'rep_Paul.Seaton@legis.state.ak.us’;

'rep_Norman_Rokeberg@Iegis.state.ak.us'
Cc: Marie M. Crosley; Robynn Wilson (robynn_wilson@revenue.state.ak.us); Melanie Lesh

(melanie_lesh@dnr.state.ak.us)
Subject: HB 498 new definitions and guidelines.doc

Attached is a proposed definition and guideline for challenged oil. Iplan to oeon linethis afternoon but | have to
testify at another hearing starting at 3:30.

You will see that my preferred definition for challenged oil is a little more restrictivethanwe have been discussing
to date, but | thik it is fair and meets the desired intent.

Bill Van Dvke
Division of Oil and Gas

907.269.8786

4/21/2006
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CSHB 498 Changes from Version | to Version L (Latest)

10. Page 4, Section (E):

« [andie J_C:_Ul_l COrO |

Throughout Section .028, change “qualified capital expenditure” to “qualified
renewable ener%y expenditure. _

Delete Page 2, Lines 8-18and Pa%eﬁ, Lines 7-17.

On page 5, Line 4, specify hat average AP gravity be measured monthly.
Page 3, Line 12: Delete

Page 7, Line 8; Delete _ _ _

Page 3, Lines 2-9: Delete, rewrite section so that credits are not transferable.
Page 2, Lines 5-8: Delete _ o

gaPe 3d Line 16: Delete “made for" and after “exploration expenditure” insert *as
efined.

Page 2, Line 13, and Page 6 line 2: delete *any tax or conservation surcharge due’

and replace with an%ti»(tes due.”
elete
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CS FOR HOUSE BILL NO. 498( )
IN THE LEGISLATURE OF THE STATE OF ALASKA
TWENTY-FOURTH LEGISLAL URE - SECOND SESSION

BY

Offered:
Referred:

Sponsor(s): HOUSE RULES COMMITTEE

ABILL
FOR AN ACTENTITLED
"An Act authorizing tax credits against the production tax on oil and gas for qualified
capital expenditures for challenged or nonconventional oil and lor qualified capital
expenditures for nonconventional or renewal e energy resources; giving the Act

contingent effect; and pro* iding for an effective date."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 43.55 is amended by adding new sections to read:

Sec. 43.55.026. Credits for expenditures for challenged or nonconventional
oil. (a) Notwithstanding that an expenditure that is a qualified capital expenditure may
be a lease expenditure that is deductible for the purpose of calculating the production
tax value of oil and gas under AS 43.55.160(a), a ptoducer that incurs a qualified
capital expenditure on or after the effective dale of this section foi challenged or
nonconventional oil under this section may also elect to take a tax credit in .he amount

of 15 percent of that expenditure. A credit under this subsection
(1) Is in addition to any credit under AS 43.55.024 or 43.55.025 for the

] CSIK 498( |
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same qualified capital expenditure;
(2) except as limited by (3) of this subsection, may be applied against

any and all taxes due under this chapter on the producer's taxable oil and gas

production; and
v3) may not be claimed before a credit is claimed and taken under

another prow don of this chapter; the limitation of this paragraph does not apply to an
expenditja’ that qualifies for the tax c.edit for oil and gas exploration under

AS 4355, :25,
fb) For a ca'endar year for which the producer makes an election under

AS 43.55 160(f).
(1) a producer .hat incurs a qualified capital expenditure during that

year aro that wants to apply a credit based on the annual qualified capital expenditures

against any tax or conservation surcharge due under this chapter, instead of taking a

tax credit of 15 percent of each separate qualified capital expenditure for the month

when the expenditure is incurred, shall calculate and apply every month an annualized

tax cred t in an amount equal to one and one-quarter percent of the producer's total
qualified capital expenditures then budgeted to be incurred during that year; and

(1) if the total annual amount budgeted by the producer for qualified

capital expt.ndiiu.es changes as the year progresses, then (A) the amount of the total

tax under AS 43.55.011 on the producer's iaxable oil and gas production that is due

each month, and (B) the issue of whether at least 90 percent of the full amount of the

tax was paid u hen due each month must be determined for purposes of AS 43.55.020

based on the amount of the credit under this subsection using the producer's budget for

the year's qualifi d capital expenditures that was in effect as of the end of the month

when the producer's taxable oil or gas was produced; however, nothing in this
paragraph changes the requirement that a producer shall report under AS 43.55.030(e)

based on the credits under this subsection for its actual qualified capital expenditures

for an entire calendar year and pa> any additional tax shown in that annual report.

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

aperson's total liability for taxes under this chapter for any month below zero, and any
unused credit or portion of a credit not used under this subsection may be applied in a
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later month.
(d) Except as otherwise provided in this subsection, a producer incurring the

qualified capital expenditure giving nse to a credit may not transfer the credit. The
producer may transfer the lax credit to an affiliate of the produc that is also a
producer subject to this chapter. Both the producer transferring the credit to its
producer affiliate and the producer affiliate receiving the credit shall report to the
department, on the respective monthly tax statements filed under AS 43.55.030. the
tax credit transfer, the amount of the credit transferred, and the month for which the

credit arose.
() A producer may not claim a credit for a qualified capital expenditure under

this section
(1) more than once; or
(2) for an expenditure made after March 31. 2016.
(y For purposes of this section, an expenditure
(1) is aqualified capital expenditure if it is
(A) made for an exploration expenditure under AS 43.55.025
and is accompanied by the information to support that claim for eligibility as
required by AS 43.55.025(j); or
(B) incurred for activities in the state for research or
development of challenged or nonconventional oil. or is a material extension of
existing technology, as certified by the department;
(2) qualifies for the credit authorized by this section only if made on
land leased under AS 38.05 or on land leased within the National Petroleum Reserve -

Alaska.
(9) In this section.
(1) "challenged oil" means
(A) oil that has an average API gravity of 25 or less produced
from a reservoir or pool located, in whole or in pan. nonh of 68 degrees. 15
minutes Nonh latitude in this state and at a true venical depth as measured

from sea level of 5,500 feet or less;
(B) oil that is produced from areservoir located, in whole or in

3- CSHB 498( )

New re.vr Underlined [DELETED TEXT BRACKETED]



13

15

16
1
18
19

20

22
23
24
25
26
21
28
29
30

31

WORK DRAFT

WORK DRAFT 24-LS181/M

pari, north of 68 degrees, 15 minutes North latitude in this state, without regarc
to its depth, if the oil has an API gravity of 25 or less and is produced from
(i) the Ugnu Formation or West Sak - Schrader Bluff
Formation; or
(if) a formation that is stratigraphically equivalent to or
shallower than a formation described in (i) of this subparagraph;

(C) oil that is produced from a reservoir for which, as of
January 1, 2006, one of the following participating areas had been formed: the
Orion or Polaris participating area in the Prudhoe Bay Unit, the West Sak
participating area in the Kuparuk River Unit, or the Schrader Bluff
participating area in the Milne Point Unit;

(D) ol that is produced from a reservoir or pool having an
average API gravity of 18 or less, regardless of depth or location within this
state;

(E) oil with an API gravity of 25 or less and that is produced as
described in (A) - (C) of this paragraph through the application of one or more
enhanced oil recovery techniques, including

(i) steam injection;

(if) microemulsion flooding;

(ili) In situ combustion;

(iv) polymer-augmented water-flooding;

tv) alkaline or caustic flooding;

(vi) immiscible nonhydrocarbon gas displacement;

(vii) microbial.

(viii) low-salinity water flooding; or

(ix) any other method not described in (i) - (viii) of this
subparagraph that is certified by the department to be a qualified
enhanced oil recover) technique or that is certified by the Alaska Ol
and Gas Conservation Commission for purposes of this section;

IF) oil with an API gravity of 25 or less and that is produced as
described in (At - (C) of this paragraph and that is inherently difficult and

-4-
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expensive to produce and is certified by the department to be challenged oil,
(G) all oil recovered from a separate and distinct zone or
geological horizon that is produced as described in (A) - (F) of this paragraph,
but only if the average API gravity of the oil produced from tha. zone or
geological horizon does not exceed
(1) for oil described in (A). (C), (E), and (F) of this
paragraph, the API gravity limits set in the respective paragraph; and
(i) except as provided in (i) of this subparagraph, the
API gravity limit setin (D) of this paragraph; and
(H) oil produced from a reservoir whose reservoir rock is
primarily made up of carbonates;
(2) "nonconventional oil" means;
(A) oil poduced or recovered from or associated with tar

sands;
(B) oil produced or recovered from or associated with oil shale;

and

(C) oil production not described in (A) or (B) of this paragraph
that is inherently difficult and expensive to produce and is certified by the
department to be nonconventional oil.

Sec. 43.55.028. Credits for expenditures for nonconventional or renewable
energy sources, (a) Notwithstanding that a qualified capital expenditure under this
section may be deductible or may give rise to a tax credit under AS 43.20 or under any
other tax under this title, a producer that incurs a qualified capital expenditure on or
after the effective date of this section for the development or use in the state of a
nonconventional or renewable energy source may also elect to take a tax credit in the
amount of 25 percent of that expenditure. A credit under this subsection may be
applied against any tax due under this chapter AS 43.55 on the producer's taxable oil

and gas production.
(b) For a calendar year for which the producer makes an election under

AS 43.55.160(f),
(1) a producer that incurs a qualified capital expenditure during tht

5- CSHB 4%81 )
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year and that wants to applv a credit based on the annual qualified capital expenditures
agains any tax or conservation surcharge due under this chapter, instead of taking a
tax credit of 25 percent of each separate qualified capital expenditure for the month
when the expenditure is incurred, shall calculate and apply ever month an annualized

lax credit in an amount equal to two and one-tw'elfth percent of the producer's total

qualified capital expenditures then budgeted to be incurred during that year; and

(2) if the total annual amount budgeted by the producer for qualified

capital expenditures changes as the year progresses, then (A) the amount of the total
tax under AS 43.55.011 on the producer's taxable oil and gas production that is due

each month, and (B) the issue of whether at least 90 percent of the full amount of the

tax was paid when due each month must be determined for purposes of AS 43.55.020

based on the amount of the credit under this subsection using the producer's budget for

the year's qualified capital expenditures that was in effect as of the end of the month

when the producer's taxable oil or gas was produced; however, nothing in this

paragraph changes the requirement that a producer must report under AS 43.55.030(¢)

based on the credits under this subsection for its actual qualified capital expenditures
for an entire calendar year and pay any additional tax shown in thr annual report.

(c) A credit or portion of a credit under this section may not be used to reduce
aperson's total liability for taxes under this chapter for any month below zero, and any
unused credit or portion of a credit not used under this subsection may be applied in a
later month.

(d) Except as otherwise provided in this subsection, a producer incurring the
qualified capital expenditure giving rise to a credit may not transfer the credit. The
producer may transfer the tax credit to an affiliate of the producer that is also a
producer subject to this chapter. Both the producer transferring the credit to its
producer affiliate and the producer affiliate receiving the credit shall report to the
department, on the respective monthly lax statements filed under AS 43.55.030. the
tax credit transfer, the amount of the credit transferred, and the month for which the

credit arose.
(e) An expenditure for an activity is a qualified capital expenditure for

purposes of this section if it is

| csHB 481 ) 6

New Text Underlined IDELETED TEXT BRACKETED]



13
14
15
16
1/

20
21
22
23
24
25
26
27
28
29

31

WORK DRAFT WORK DRAFT 24-LS1817M

(1) anordinary and necessary expenditure for the activity, as "ordinary
and necessary" is defined for purposes of 26 U.S.C. 162 (Internal Revenue Code), as

amended: and
(2) incurred for the development or use of a nonconventional or

renewable energy source.
(f) A producer may not claim a credit for a qualified capital expenditure under

this section

(1) more than once; or

(2) for an expenditure made after March 31, 2016.

(9) In this section, "nonconventional or renewable energy sources” includes

(1) solar power,

(2) geothermal energy:;

(3) wind power;

(4) nonconventional kinetic energy recovery;

(5) exploitation of heat. cold, or another form of energy that is
generated from an industrial or manufacturing activity and that would otherwise be
dissipated into the environment, including electrical cogeneration;

(6) gas manufactured from the gasification of coal;

(7) coal bed methane;

(8) energy that does not involve the consumption or combustion of
hydrocarbons; and

(9) an energy source not described in (1) - (8) of this subsection that is
certified by the department to be a nonconventional or renewable source of energy.

* Sec. 2. The uncodified law of the State of Alaska is amended by adding a new section to
read:

TRANSITION: REGULATIONS AND RETROACTIVITY OF REGULATIONS, (a)

The Department of Revenue may proceed to adopt regulations to implement this Act. The

requlations take effect under AS 44.62 (Administrative Procedure Act), but not before the

effective date of the law implemented b\ the regulation.
(h) Notw ithstanding any contrary provision of AS 44.62.240, a regulation adopted by

the Department of Revenue to implement, interpret, make specific, or otherw ise carry out the

7 CSHB4>g( )
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provisions of this Act ma\ apply retroactively to the effective date of this Act, if the
Department of Revenue expressly designates in the regulation that the requlation applies

retroactively to that date.
* Sec. 3. The uncodified law of the State of Alaska is amended by adding a new section to

read:
CONDITIONAL EFFECT OF ACT. This Act takes effect only if the Twenty-Fourth

Alaska Legislature passes a bill, and that bill becomes law. in which, among other provisions,
the oil and gas properties production (severance) tax is repealed and a production tax on oil
and gas based on a percentage of its production tax value is enacted.

* Sec. 4. If, under sec. 3 of this Act, this Act takes effect, it takes effect on the date that is

the later of
(1) the effective date of the Act described in sec. 3 of this Act; or

(2) July 1,200,

C'SHB 498( ) 8-
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CS FOR HOUSE BILL NO. 498( )
IN THE LEGISLATURE OF THE STATE OF ALASKA
TWENTY-FOURTH LEGISLATURE - SECOND SESSION

BY

Offered:
Referred:

Sponsors): HOUSE RULES COMMITTEE

ABILL

FOR AN ACT ENTITLED
"An Act authorizing tax credits against the production tax on oil and gas for qualified
capital expenditures for challenged or nonconventional oil and for qualified capital

expenditures for nonconventional or renewable energy resources; giving the Act

contingent effect; and providing for an effective date."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section I. AS 43.55 is amended b> adding new sections to read.
See. 43.55.026. Credits for expenditures for challenged or nonconventional .

oil. (a) Notwithstanding that an expenditure that is a qualified capital expenditure may
be a lease expenditure that is deductible for the purpose of calculating the production
tax value of oil and gas under AS 43.55.160(a). a producer that incurs a qualified
capital expenditure on or after the effective date of this section for challenged or
nonconventional oil under this section may also elect to take a tax credit in the amount

of 15 percent of that expenditure. A credit under this subsection
(1) s inaddition to any credit uncer AS 43.65.024 or 43.55.02¢ for the

1- CSHB 4 )
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same qualified capital expenditure;

(2) except as limited by (3) of this subsection, may be applied against

any and all taxes due under this chapter on the producer's taxable oil and gas
production; and

(3> may not be claimed before a credit is claimed and taken under
another provision of this chapter; the limitation of this paragraph does not apply to an
expenditure that qualifies for the tax credit for oil and "as exploration under

AS 43.55.025.
(b) For a calendar year for which the producer makes an election under

AS 43.55.160(0,

(1) a producer that incurs a qualified capital expenditure during that
year and that wants to apply a credit based on e annua! qualified capital expenditures
against any tax or conservation surcharge due undet this chapter, instead of taking a
tax credit of 15 percent of each separate qualified capital expenditure for the month
when the expenditure is incurred, shall calculate and apply every month an annualized
tax credit in an amount equal to one and one-quarter percent oi the producer's total
qualified capital expenditures then budgeted to be incurred during that year; and

(2) if the total annual amount budgeted by the producer for qualified
capital expenditures changes ; the year progresses, then (A) the amount of the total
tax under AS 43.55.011 on the producer's taxable oil and gas production that is due
each month, and (B) the issue of whether at least o¢ percent of the full amount of the
tax was paid when due each month must be determined for purposes of AS 43.."5.020
based on the amount of the credit under this subsection using the producers budget for
the year's qualified capital expenditures that was in effect as ol the end of the month
when the producer's taxable oil or gas was produced; however, nothing in this
paragraph changes the requirement that a producer shall report under AS 43.55.030(e)
based on the credits under this subsection for its actual qualified capital expenditures
for an entire calendar year and pay any additional tax shown in that annual report.

(c) A credit or portion of a credit under this sectioi .ay not be used to reduce

aperson s total liability for taxes under this chapter for any month below zero, and any
unused credit or portion of a credit not used under this subsection may be applied in a

CSHB 4%8( ) 2
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later month.
(d) Except as otherwise provided in this subsection, a producer incurring the

qualified capital expenditure giving rise to a credit may not transfer the credit. The
producer may transfc. the tax credit to an affiliate of the producer that is also a
producer subject to this chapter. Both the producer transferring the credit to its
producer affiliate and the producer affiliate receiving the credit shall report to the
departme™. on the respective monthly tax statements filed under AS 43.55.030. the
tr; credit transfer, the amount of the credit transferred, and the month for which the

credit &
(e) A producer may not claim a credit for a qualified capital expenditure under

this section
(1) more thar once; or
(2) for an expenditure made after March 31, 2016.
(f) For purposes of this section, an expenditure
(1) isaqualified capital expenditure if it is
(A) made for an exploration expenditure under AS 43.55.025
and is accompanied by the information to support that claim for eligibility as

required by AS 43.55.025()): or
(B) incurred for activities in the state for research or

development of challenged or nonconventional oil. or is a material extension of
existing technology, as certified by the department;

(2) qualifies for the credit authorized by this section only if made on

land leased under AS 38.05 or on land leased within the National Petroleum Reserve -

Alaska,
() Inthis section.
(1) "challenged oil" means
(A) oil that has an average API gravity of 25 or less produced
from a reservoir or pool located, in whole or in part, north of 68 degrees. 15
minutes North latitude in this state and at a true vertical depth as measured

from sea level 0f5.500 feet or less;
(B) oil that is produced from a reservoir located, in whole or in

3 CSH«498< )
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part, north of 68 degrees. 15 minutes North latitude in this state, without regard
to its depth, if the oil has an API gravity of 25 or less and is produced from
(i) the Ugnu Formation or West Sak - Schrader Bluff
Formation; or
(i) aformation that is stratigraphically equivalent to or
shallower than a formation described in (i) of this subparagraph;
(C) oil that is produced from a reservoir for which, as of
January 1. 2006. one of the following participating areas had heen formed: the
Orion or Polaris participating area in the Prudhoe Bay Unit, the West Sak
participating area in the Kuparuk River Unit, or the Schrader Bluff
participating area in the Milne Point Unit;
CD) oil that is produced from a reservoir or pooi having an
average API gravity of 18 or less, regardless of depth or location within this

state:
(E) oil with an API gravity of 25 or less and that is produced as

described in (A) - (C) of this paragraph produced from a reservoir whose
reservoir rock is primarily made up of carbonates;

(F) oil with an API gravity of 25 or less and that is produced as
described in (A) - (C) of this paragraph through the application of one or more
enhanced oil recovery techniques, including

(i) steam injection;

(i) microemulsion flooding;

(iii) in situ combustion;

(iv) polymer-augmented water-flooding:

(v) alkaline or caustic flooding:

(vi) immiscible nonhydrocarbon gas displacement;

(vii) microbial:

(viii) low-salinity water flooding: or

(ix) any other method not described in (i) - (viii) of this
subparagraph that is certified by the department to be a qualified
enhanced oil recovery technique or that is certified by the Alaska Oil

-
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and Gas Conservation Commission for purposes of this section:
(G) oil with an API gravity of 25 or less and that is produced as
described in (A) - (C) of this paragraph and that is inherently difficult and

expensive to produce and is certified by the department to be challenged oil:

and

(H) all oil recovered from separate and distinct zone or
geological horizon that is produced as described in (A) - (G) of this paragraph,
but only if the average API gravity of the oil produced from thr.t zone or

geological horizon does not exceed

(i) for oil described in (A), (C). and (E) - (G) of this
paragraph, the API gravity' limits set in the -espective paragraph: and

(ii) except as provided in (i) of this subparagraph, the
API gravity limit set in (D) of this paragraph.

(2) "nonconventional oil" means:

(A) oil produced or recovered from or associated with tar

sands:

(B) oil produced or recovered from or associated with oil shale:
and

(C) oil production not described in (A) or iB) of this paragraph
that is inherently difficult and expensive to produce and is certified by the
department to be nonconventional oil.

See. 43.55.028. Credits for expenditures for nonconventional or renewable
energy sources, (a) Notwithstanding that a qualified capital expenditure under this
section mav be deductible or may give rise to a tax credit under AS 4..20 or under any
other tax under this title, a producer that incurs a qualified capital expenditure on or
after the effective date of this section for the development or use in the state of a
nonconventional or renewable energy source may also elect to take a tax credit in the
amount of 25 percent of that expenditure. A credit under this subsection may be

applied against any tax due under this chapter AS 43.55 on the producer's taxable oil

and gas production.

(bi  For a calendar year for which the producer makes an election under

5. (SUB 4981 ) |
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AS 43.55.160(F),

(1) a producer that incurs a qualified capital expenditure during that
year and that wants to apply a credit based on the annual qualified capital expenditures
against any tax or conservation surcharge due under this chapter, instead of taking a
tax credit of 25 percent of each separate qualified capital expenditure for the month
when the expenditure is incurred, shall calculate and apply every' month an annualized
tax credit in an amount equal to two and one-twelfth percent of the producer's tota
qualified capital expenditures then budgeted to be incurred during that year; and

(2) if the total annual amount budgeted by the producer for qualified
capital expenditures changes as the year progresses, then (A) the amount of the total
tax under AS 43.55.011 on the producer's taxable oil and gas production that is due
each month, and (B) the issue of whether at least 90 percent of the full amount of the
tax was paid when due each month must be determined for purposes of AS 43.55.020
based on the amount of the credit under this subsection using the producer's budget for
the year's qualified capital expenditures that was in effect as of the end of the month
when the producer's taxable oil or gas was produced: however, nothing in this
paragraph changes the requirement that a producer must report under AS 43.55.030(e)
based on the credits under this subsection for its actual qualified capital expenditures
for an entire calendar year and pay any additional tax shown in that annual report.

(c) A credit or portion of a credit under this section may not be used to reduce
a person's total liability for taxes under this chapter for any month below zero, and any
unused credit or portion of a credit not used under this subsection may be applied in a
later month

(d) Except as otherwise provided in this subsection, a producer incurring the
qualified capital expenditure giving rise to a credit may not transfer the credit. The

producei may transfer the tax credit to an affiliate of ne producer that is also a

producer subject to this chapter. Both the producer transferring the credit to its

producer affiliate and the producer affiliate receiving the credit .shall report to the

department, on the respective monthly tax statements filed under AS 43.55.030. the

tax credit transfer, the amount of the credit transferred, and the mon.h for which the

credit arose.

CSHB 498( ) -6-
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(e) An expenditure for an activity is a qualified capital expenditure for

purposes of this section ifit is
(1) an ordinary and necessary expenditure for the activity, as "ordinary
and necessary" is defined for purposes of 26 U.S.C. 162 (Internal Revenue Code), as

amended; and

(2) incurred for the development oruse of a nonconventional or

renewable energy source.

(f) A producer may not claim a credit for a qualified capital expenditure under

this section
(1) more than once; or

(2)for an expenditure made after March 31,2016.
(g) In this section, "nonconventional orrer 'vvable energy sources" includes
(1) solar power;
(2) geothermal energy;
(3) wind power;
(4) nonconventional kinetic energy recovery;

(5) exploitation of heat, cold, or another form of energy that is
generated from an industrial or manufacturing activity and that would otherwise be

dissipated into the environment, including electrical cogeneration;
(6)gas manufactured from the gasification ofcoal;
(7)coal bed methane:

(8) energy that does not involve the consumption or combustion of

hydrocarbons: and

(9) an energy source not described in (1) - (8) of this subsection that :s

certified by the department to be a nonconventional or ienewable source of energy.

* Sec. 2. The uncodified law of the State of Alaska is amended by adding a new section to

TRANSITION: REGULATIONS AND RETROACTIVITY OF REGULATIONS, (a)

I iie

I regulations take effect under AS 44.62 (Administrative Procedure Act), but not before the

effective date of the law implemented by the regulation.

-7 CSHB 498( )
New Tex: Underlined IDELETED TEXT BRACKETED|
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(b) Notwithstanding any contrary provision of AS 44.62.240, a regulation adopted by
the Department of Revenue to implenient, interpret, make specific, or otheiwisc carry out the
provisions of this Act may apply retroactively to the etfec‘i\e date of this Act, if the
Department of Revenue expressly designates in the regulation that the regulation applies
retroactively to th,i date.

* Sec. 3. The uncodified law of the State of Alaska is amended by adding a new section to

read:

CONDITIONAL EFFECT OF ACT. This Act takes effect only if the Twenty-Fourth
Alaska Legislature passes a bill, and that bill becomes law, in which, among other provisions,
the oi' ard gas properties production (severance) lax is repealed and a production tax on oil
and gas based on a percentage ofits production tax value is enacted.

* Sec. 4. If. under sec. 3 of this Act. this Act takes effect, it takes effect on the date that is

the later of

(1) the effective date ofthe Ac' described in sec. 3 of this Act: or

(2) July 1,2006.

CSHB498( ) S
New Text Ur.derlinc-rj [DELETEL TEXT BRACKETED]



TO: Representative Rokeberg

FROM Robvnn J. Wilson

Director, Tax Division

DATE: Aprill 2, 2006

RE: HB 498 — Co y*n oA " *Vi" V€A&,o0,\/

You have asked for drafting suggestions to improve HB 498. W hile we are happy to do
so, please note that we provide such suggestions to assist the legislature in drafting a
workable bill. Our suggestions do not indicate support of the bill by the Administration.

As | testified recently, the bill appears to have very broad application, perhaps
unintentionally so. In this memo, I nresent some specific drafting suggestions, and
identify areas where a policy call needs to be made. As those policy calls are made, |
would be happy to further assist the committee in drafting alternative language.

1. We understand that your intention for creditable expenditures to mirror the kinds of
expenditures eligible for a credit under the PPT legislation. The PPT credits apply to two
categories: exploration expenditures, and those expenditures that are capitalized under
the Internal Revenue Code. To make this bill consistent, we suggest the following

changes:

Delete “qualified expenditure” and insert “qualified capital expenditure”
Delete “qualified expenditures” and insert “qualified capital expenditures”

In addition, since HB 498 adds AS 43.55.026, and the current PPT legislation contains
the definition of “qualified capital expenditure” within AS 43.55.025, it may be necessary
to move the definition to AS 43.55.900 section in the PPT bill (but see item 2 below).

2. 1t"”’n #1 is a general correction that we would suggest regardless of the scope of the
bill. This will clarify that the intention is generally to credit capex and not opex.
However, HB 498 is designed tc encourage Research and Development (R&D) which
may be capex or way be opex, for federal tax purposes, depending on the election of the
We understand that most R & D conducted by established oil companies is

producer.
The expense may or may not be recorded by the local production company, or

expensed.
may be recorded by the head office.

The PPT legislation allows opex to the extent that such opex is considered a “lease

expense.” In identifying “lease expenses,” the legislation directs that substantial weight



Memorandum to Representative Rokeberg
April 12, 2006
Page 2

be given to the allowance of lease expenses injoint unit operating agreements. Thus, if
an operating agreement allowed the recoupment of R & D for a particular lease, then that
R&D would be deductible for the PPT IfR & D is expensed, it would not be eligible

for a capex credit under the PPT.
The inclusion of R & D in HB 498 is clearly a policy call.

The second policy call is the scope of R & D activities eligible for a credit. Given the
current bill language, a producer could potentially claim R & D expenses done
worldwide. The committee may choose to limit this scope. One way to do that might be
to allow R & D “the primary purpose of which is to develops methods of heavy oil
production in an arctic environment.” Another alternative would be to limit the credit to
R & D activities conducted within the state. Ifso, it would be important to be specific
about where the activities take place, rather than where the expense is “incurred.” We
would note, however, that crediting only in-state R & D may present a constitutional

problem as that currently under judicial review in CUNO v. Daim|erChryS|er.

If the committee’s intention is to provide a credit for R& D, regardless of whether it is
expensed, or capitalized, and if the committee wants the activities conducted within the

state, then we would suggest something similar to the following.

(f) For purposes of this section an expenditure is a Qualified expenditure if it meets
the requirements of AS 43.55.025(j), or is incurred for research and development of
challenged or nonconventional oil or gas, or a material extension ofexisting
technology, as certified by the department, if the research and delelopment activities
are conducted within the state.

3. Credits under HB 498 are transferable only to an affiliate o fthe producer generating
them. When compared with the PPT, this would set up a two-tier system ofcredits: HB
488 capex credits transferable to anyone; HB 498 credits limited transferability. Given
this two-tier system, it would be important to add language about ordering of credits. If
the HB 498 credits must be used first, then a produce, would potentially have more HB
488 credits to sell. On th- other hand, if the HB 488 credits must be used first, then a
producer would potentially have less HB 488 credits to sell. This would be a policy call.

4. Page 4, line 4 allows a credit for EOR projects |nC|Ud|ng... This can be interpreted
here as “including but not limited to.” This means that a producer could claim a credit
for a project that does not meet items (i) through (viii), and that has not been certified by

the department.

5. Ifmultiple grades of oil are brought forth, and the average gravity meets the heavy oil
definition, then is it the com mittee’s intention that all capex related to that well be
creditable? Ifnot, then the bill would need to be specific about an allocation formula to

be applied to the costs.



Memorandum to Representative Rokeberg
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Page 3

6. Page 6, line 25 defines “ordinary and necessary" with reference to the Internal
Revenue Code. We suggest the insertion of “as amended” just after “Internal Revenue
Code” so that the definition will not be tied to an outdated Internal Revenue Code.

lhope that this information. Please let me know how | can be of further help.
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HB 498: COMMITTEE SUBSTITUTE LANGUAGE

1) In Section 1(d), specify that HB 488 (PPT) credits must be used first, before HB

498 credits.

2) Delete all references to gas.

3) Page 3, Section (f): Amend to read “For the purposes of this section, an
expenditure is a qualified capital expenditure if it meets the requirements of AS
43.55.025(j), or is incurred for research and development of challenged or
nonconventional oil or gas, or a material extension ofexisting technology, as
certified by the department, ifthe research and development activities are
conducted within the state.”

4) Amend the term qualified expenditure” to “qualified capital expenditure”
everywhere it appears.

5) Page 3, Section (g): Shift section C up above A & B;

6) Line 27, delete “field” insert “pool.”

7) Page 3, Section (A): Delete “W ithout regard to its API gravity or depth,” and
insert “without regard to depth, if average API gravity is 25, and”

8) Page 3, section (ii): insert “or shallower than” immediately after “stratigraphically
equivalent to.”

9) Page 3, Line 26: Insert “average” before “API gravity of 25.”

10) Page 3, Line 30: “Produced from a reservoir 0rp00| having an average...”

11) Page 4, Section (F-1): Adjust to apply EOR techniques only to (a)-(e) oil (only
heavy oil, not light oil); delete lines 17-19; delete section (l), replace with lines
13-17 0f24-LS1817\F. 1 Chenoweth.

12) Page 4, Section (2): Delete _

13)Page 5, Lines 17-18: Amend to read “...a producer that incurs a qualified Capltal
expenditure for development IN the State o fa nonconventional or renewable
energy source...”

14) Specify that the credit applies to qualified capital expenditures made on or after
the effective date (not retroactive).

15) Specify that federal projects do not qualify as a qualified capital expenditure
unless they are made in NPR-A.

16) Specify that if multiple grades ofoil are brought forth, and the average gravity
meets the heavy oil definition, then all capital expenditures related to that well
will be creeitable.

17) Page 6, Line 25: insert “as amended” just after “Internal Revenue Code.”

18) Page 7, Line 9: insert “(6) gas manufactured from gasification of coal; and (7

coal bed methane.”
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April 13, 2006

Representative Ralph Samuels
Co-Chair House Resources
Representative Jay Ramras
Co-Chair House Resources

RE: Referral HB 498 - Letter of Intent; Tax credits tor non-conventional oil

The House Special Committee on Qil and Gas heard and passed "+it HB 486 on April 11, 2006. We advise that in doing
so the House Resources Committee address some of the issues brought up during the testimony portion of the meeting. Below
you will find a list of the issues that we would like you to be aware of that our committee has some concerns with:

The bill as drafted is not clear with respect to:
« Time—when allowable costs are incurred
«  Place—where allowable activities may occur
« Allowable costs—what costs are eligible

Narrow the focus of the bill to include only viscous oil

The bill is not clear as to the timing of activities for which the producer can claim a credit ie whether costs are creditable if the
project is already underway at the effective date of the bill

The bill provides for a tax credit for research and development (R & D) activities, regardless of the location of the (R & D)
activities. If the policy call is to provide a credit for activities that are more restricted, such as those activities conducted within the

state, then the language of the bill should be clarified as to that intention.

With respect to the EOR activities, it would be helpful if the bill is more clearly defined on the locations of qualifying projects and
limited to and in the state of Alaska. Most of the EOR methods listed in the bill on page 4 are unconventio nal and could be
applied in light oil as well as viscous oil reservoirs. The scope needs to be narrowed to include only viscous oil.

The bill allows “qualified expenditure” but does not define this term. If the intention is to mirror the qualifying exFenditures for
credit under the PPT bill, then this term should be changed to “qualified capital expenditure” Under the PPT bill, “qualified

capital expenditure" embodies exploration costs and capitalized expenditures.

If the intention is to allow the same kinds of costs that the federal government allows in granting the Enhanced Oil Recoverﬁl
credit, then the bill should make that evident. Federal allowable costs include certain items that are normally expensed rather
than capitalized, such as the cost of the injectant. The cost of the injectant would not be a creditable cost under the PPT.

| support the intent of this bill. The above suggestions are intended to stren%then the bill to make it more workable for all
affected 1look forward to receiving strong support from my colleagues as the bill makes itway through the process.

E-Mail Representative Vic Kohnng(<ylegis.state ak.us « Tdl nee During SessianYear Round. (830 468-2 iSc
Wdste vwr.akrepubicans.aigflechring/
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MEMORANDUM April 5, 2006

SUBJECT House Bill 498, an Act authorizing tax credits against the
production tax on oil and gas for qualified expenditures for
challenged or nonconventional oil or gas and for qualified
expenditures for nonconventional or renewable energy resources;
giving the Act contingent effect - sectional analysis
(Work Order No. 24-LS1817\F)

TO:
FROM

Janet Seitz asked for preparation of a sectional analysis for the above-captioned bill.

The current version of House Bill 488, CSHB 488(RES' identifies two credits against
the tax, one under AS 43.55.024 in the amount of 20 percent of qualified capital
expenditures, and a second under AS 43.55.170 for an incremental credit for qualified
expenditures, not to exceed $12,000,000 per calendar year, claimable for expenditures
made through March 2016. In addition to those credits, House Bill 498 proposes to add

two more.

B|” section 1: One of them, to be added under AS 43.55.026, would extend a credit, not
to exceed 15 percent of ex, enditures, for qualified expenditures incurred for research,
development, and production of challenged or nonconventional oil or gas - the terms are
defined in AS 43.55.026(g) but basically reflect oil or gas that is difficult or costly to
produce or recover because of its inherent qualities. The new section supplies its own
definition of "qualified expenditure” for purposes of claim and application of the credit
under the section. An unused portion of the credit may be used or applied against tax due
in a later month. The credit would not be subject to the transfer provisions of
AS 43.55.024 but would enjoy limited transferability to the producer's affiliate that may
be subject to the production tax added under AS 43.55. The ability to claim the
challenged or nonconventional oil or gas expenditure tax credit would expire March 31,
2016. Other provisions of proposed AS 43.55.026 spell out technical applications of the
credit relating to a monthly (rather than an annual) claim and determination of whether
the producer has met the obligation to pay at least 90 percent of tax when itis due.

The second credit, added by proposed AS 43.55.028, extends a credit, not to exceed 25
percent of expenditures, for qualified expenditures incurred for nonconventional or



Representative Norman Rokeberg
April 5, 2006
Page 2

renewable energy sources —the phrase is defined in AS 43.55.028(g). This further credit
is authorized under substantially the same conditions and limitations as spelled out for the
credit for the challenged or nonconventional oil or gas expenditure tax credit under

AS 43.55.026.

Bill section 2: Following similar concepts in CSHB 488(RES), the bill section
authorizes retrospective application of regulations for the two proposed tax credits of the
bill back to the effective date of this bill. The inclusion reflects the fact that giving the
bill a delayed effective date to allow preparation, hearing, and adoption of regulations in
advance of the bill’s provisions is unlikely and that the tax credit and regulations related

to it should have legal effect from the same date.

Bill section 3: Claims of tax credits under HB 498 are linked to enactment of the
companion bill that repeals the existing severance tax and substitutes a production tax on
oil and gas based on a percentage of production tax value. This provision makes the
taking effect of this bill dependent on the enactment of the companion measure.

BUI section 4 gives this measure an effective date tied to the effective date of the

companion measure or July 1, 2006, whichever is later.

JBC:med
06-282.med



Chevron Kevin A. TaMar Uniion Oil Company of California

Manager, Land and P.0. Bex 196247
Govermment Affairs Anchorage, AK 99519-6247
Tel 907 263 7600
Fax 907 263 7698

Brail tablerkOchevron.com

April 11,2006

Representative Vic Kohring
State of Alaska Legislature
Room 24, State Capital
Juneau, Alaska 99801-1182

Re: Support for HB498

Representative Kohring:

Recently, Chevron US.A. Inc, (Chevron) merqed with Union Qil Company of California (Union)
and currently does business inthe State of Alaska under both entities. Union is now a, wholl
owned indiréct subsidiary of Chevron. For simplification, Iwill address my comments-Q{j/behalf

of both entities through Chevron.

We are encouraged to see the introduction, of HB 498. Through our testimony in both House
Resources and House Finance on the pending Petroleum Prodction Tax (PP IeP|sIa1|on (HB
488), we have advocated for the inclusion. of incentives for heavy ol exploration and
development. Others testifying on e inaddition to several of the State”of Alaska consultants
have all recognized the need for the creation of incentives to stimulate development of
challen,?ed or honconventional oil or gas. Neither the House of Representatives nor the Senate
Commiftee Substitute's for HB 488 and SB 305 respect|vel¥é have incorporated to date
provisions addressmP same. HB 498, introduced by the House Rules Committee, Is a very well
written piece of Jegisfation providing for the authorization of tax credits aPamst roduction fax on
oil and ?as qualified expenditures. "We are pleased the legislature has fistened to the testimony
of industry and ha3 addressed this matter.

In general, HB 498 accomplishes the objectives set qut by Prior Chevron testimony.. Authorizing
tax” credits for qualified expenditures on heavy oil créates the much needed incentive for
explorers and developers to evaluate this important state resource.

Chevron encourages you and your committee to pass HB 498 out of the Oil and Gas Committee
and support same through the legislative process.

Sincerely,

Kevin A Tabler

Union Oil Company of California / A Chevron Company hittp:/Amwv.chevron.com


http://www.chevron.com
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April 12, 2006

The Honorahle Norman Rokeberg
Alaska State Representative
State Capitol Room 214

Juneau, AK 99801

Representative Rokeherg:

| ofler the following as additional testimony to that given to the House Oil & Gas
Committee on April 11, 2006 to provide clarity around comments on high gas
production /h|%h GORs inthe Lisburne field and"ask that, ifappropriate, you make
It available to the members of that and subsequent committees:

Additional Information on Usbume Reservoirand Hpupe_ii» 498

Gas production or high produced gas/oil ratios (GORs) from Lishume wells are not
observed to he a permanent or unconquerable problem hindering further
developrr/ent of the Lisbume reseivoir. The GOR of new wells do tend to rise to
unacceptable levels over time but this usualg/ occurs after the wells have
recovered significant quantities of oil. High GORs are a symptom of some
fundamental characteristics that make Lisbume a challenged reservoir. One of
these characteristics is that the Lisbume matrix rock has low permeability, tfyplcally
ran([;mg from 0.1 md to 2 md for the better intervals that feed oil into the fracture
systems. Because of this low permeability the current vertical wells, which are
drilled on ap%rommately 320 acre s aC|_n%, do not effectively drain all of the area
between each well and'the adjacent neighbor well. Recent coil sidetrack drilling in
the Lisburne indicates additional reserves can be recovered tty drilling horizontal
wells into areas not drained hy the existing vertical wells. Production Togs run in
horizontal coil sidetrack wells also indicate productivity of reservoir further away
from the vertical ?_arent well dominates the total well production. Based on these
results and other field based ?erfo_rmance_ and studies, the Lisbume team helieves
significant potential may exist for increasing the recovery from Lisbume with new
drillin technology._ rilling multi-lateral ~ horizontal wells at Lishurne with
underbalanced drilling conditions is new technology that has potential for
accessm? more undrained Lisbume reservoir rock without incurring formation
damage to the fractures in the reservoir.

Drilling enough underbalanced multilateral wells to S|fgn|f|cantly,|ncrease the
recovery factor will be capital intensive. The possibility of such a drilling program
occurring would be more likely if capital tax credits ‘existed for Lisbume. Such
wells would be expensive arid have higher than average risk based on the

historical results of drilling at Lisbume.



Another reason for high gas production in many weils at Lisbume is that the
pressure has dropped over time, allowing more solution gas to evolve out of the oil
and occupy sloace in the reservoir as free.gias, which more easily migrates to the
producing wells than the oil does. Since field startup Lisbume has re-injected the
majority of its produced gas, but this has not been enough volume to stop the
Pressure decline. A pilot conventional water injection project was implemented nt
he L2 well ?ad but was unsuccessful hecause injected water quickly broke
through in offset production wells. Alternative pressure support projects are
currently being evaluated, but tnese o_Etlons would involve capital investment.
Capital tax credits would make it more likely that a pressure support project would
be implemented for the Lisbume reservoir.”A successful pressure support project
should increase recovery from the Lisbume reservoir by arresting the pressure
decline and reducing the produced gas/oil ratios in many wells. This would allow
wells to recover more oil before they "fas out”,

As lexplained in my testimony, the Lisbume reservoir has the potential to recover
3|ﬁnlf|cantly more reserves but is dependent on new technology projects to do so,
The new téchnology that is currently available to Lisbume is capital Intensive, and
any tax incentives on capital investment at Lisbume would make these projects
more likely to occur. For these reasons and based on the uncommon and
challenging reservoir characteristics compared to other Alaskan reservoirs, BP
recommends including carbonate reservoirs, and hence the Lisbume reservoir, as
reservoirs that would qualify for tax credits as described in House Bill 498.

Respectfully submitted,

Sam W. French

Project Lead, Lisbume Subsurface Development Team
Greater Point Mcintyre Area (GPMA)

BP Exploration, (Alaska) Inc.

900 East Benson Boulevard

Anchorage, AK 99519
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Janet Seitz

From: Digert, Scott A [Sccrt.Digert@bp.com]

Sent: Tuesday. April 25. 2006 11:10 PM

To: Rep. Norman Rokeberg; Rep. Ralph Samuels
Cc: Paskvan, Frank A; bill_van_dyke@dnr.state.ak.us
Subject: HB 498 comments and visit to Juneau on 4/26

Attachments: Testimony on HB 498 Digert.doc

«Testimony on HB 498 Digert.doc»
Rep. Rokeberg and Rep. Samuels.

Thank you for your continued effort to progress HB 498. As the debate on the PPT progresses it seems very
evident that the tax credits which this bill could provide will be important to help sustain the substantial ongoing

investments needed to develop challenged projects such as viscous oil.

I had the opportunity to speak to the House Oil & Gas Committee during public comment on this bill on April 11,
and have attached that statement. At that time we seemed to have agreement that future investments in our
current vise 'mvelopment areas could qualify for the challenged oil tax credits. I'm thus very concerned that
the current of HB 498 specifically excludes the S-Pad development of the Schrader Bluff in the Milne
Point Unit, and the West Sak 1C, 1D. 1E. and 1J developments in the Kuparuk River Unit. lunderstand the
concern that ongoing investment in projects which have already been sanctioned can be viewed as not needing
this credit, but am concerned that the PPT under consideration substantially changes the economic framework
under which the sanction decision was made. These viscous projects are some of our most marginal investment
opportunities, and the viability of ongoing investments is always subject to review when conditions change. More
importantly, though, the initial project investment in the majority of these developments has been completed, and
future investment would be for additional work beyond tne original project scope, generally to add infill wells or
apply new technologies which have been developed since the original development. Why would these additional
investments which have not yet been sanctioned be excluded frorr. the tax credit?

For example, our Milne S-pad development was the first new pad designed specifically to develop the Schrader
Bluff viscous resources on the North Slope. Since the original development in 2002/03 we have continued to
develop our understanding of viscous production, and now are assessing further opportunities to improve
recovery. These will likely include the sidetracking of several conventional vertical injectors to become horizontal
injectors, and the drilling of several new producers and injectors to both infill existing waterflood patterns and to
target additional reservoir layers which have not been fully developed. These new wells would require a pad
expansion and additional surface facilities, requiring additional investment of $10-30mm. The project has not yet
been sanctioned, in large part because it is very marginal and we are still looking at ways to reduce costs,
improve recovery, or otherwise improve the economics. The current PPT proposals would make this more
difficult, and the current HB 496 draft would exclude it from the challenged oil credit. Yet, if we developed the
same reservoir area from a different pad, it could qualify. Why should these options be distinct? Also, the draft
bill would exclude "portions of a pool" but 1don't know how a "portion™ is defined; could be the entire pool be

excluded? This defeats the purpose of the bill.
Iwould thus recommend several changes to the current draft:

e Page 3, lines 29-31, delete "except for that portion or portions of a pool in the Schrader Bluff formation

produced from the drill site S area,"
e Page 4, lines 2 and 3, delete "except for that portion or portions of a pool in the West Sak formation

produced from the drill site 1C, 1D, 1E, or 1J drill site areas;”
Iwill be in Juneau on Wednesday 4/26 on a CAP trip, and will contact your offices to arrange a short visit if

possible. Ifyou would like to contact me, please call my cell. Thank you, and Ilook forward to meeting you
tomorrow.

4/26/2006
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HB 498 comments and visit to Juneau on 4/26

Scott Digert

Subsurface Team Leader. Western North Slope
ACT Performance Unit

office (907) 564-4480

cell: (907)529-0114
email: digertsa@bp.com

4/26/2006
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_ Alaska State Legislature _ _
House Bill 498, Tax Credits for Challenged or Nonconventional Oll or Gas
Testimony to House Oil'81 Gas Committee
Scott Digert -April 11. 2006

Good moming, M. Chairman and members of the committee. My name is Scott Digert. | am
an Alaska resident, living with mP( wife and two children in Anchorage, where | am represented
in the Legislature by R_eFresenta Ive Meyer and Senator Cowdery. T've lived in Alaska for over
12 years. " After an initial assignment here with ARCO in the 1980's 8i 90's, | spent time, Outside
working for ARCO in California and the North Sea. 1 was delighted to return to Alaska in 2000
as part of the BP merger as it's a great place to live and work; and to raise our children, | work
for BP, where | am the subsurface manager for our Western North Slope assets, which includes
the Milne Point field. Milne has been at the forefront of viscous oil development on the North
Slope, and over the Past four years we have pushed our viscous production to as much as
20,000 bopd, or 40% of our total Milne production, through heavy investment in new drilling,
technolog , and facility upgrades.. Our investment has been enabled by a favorable fiscal
framework, and we were Well positioned to catch the upturn in ail pricés which has provided
good. returns on our viscous development. However, | am very troubled by elements of the
on?omg PPT dehate, and the likely chilling impact that a substantial increase in our tax burden
will have on our marginal investment o&portumﬂes such as ongoing viscous development. |
am pleased to have the chance to speak to you today in support of House Bill 498, Which may
help to offset some of this increase, and may encourage ongoing viscous development to the
benefit of both the energy industry and the State and Citizens of Alaska.

As | hoPe_ you are aware, BP is planning and investing for a 50-year future in Alaska. Akey
element in this Flan is the Alaska Gas Pipeling project. Thl_SPije_Ct needs to be builtona’
strong_and stable foundation from our oil business, and it is the ail business which must bridge
us to Gas. We are striving to maximize the recovery of our substantial known ol resources in
Alaska, and we should be Tully aligned with the Stafe in seeking to maximize production. The
production from our current world-class fields is steadily declining. Flattenmgi_thls overall
decling and providing a 50-year future requires that we actively work to stabilize the decline in
our existing fields, and that we bring on new production. Rep acmgz the decline in major assets
such as Prudhoe Bay and Kuparuk requires major new developments. By far the largest known
undeveloped oil reserves in Alaska are in viscous oil reservoirs, where we have 20-30 Billion

barrels of il that are known to be in place.

While these massive volumes are clearly attractive and are an enormous strategic prize, the
development and production of these resources is difficult and costly. It requires innovation,
advances in technology, and a tolerance for increased risk. The wells required are complex and
costly, our emstmg_p,roductlon, facilities require substantial retrofitting to handle cold viscous ail
when t_he%_were originally designed for warm, |I(TJht_ oll, and the cost to operate the viscous
floods is |giher per barrel than our exlstmg_h%h oil production. To continue to develop these
reserves, Alaska MUST remain competitive in the global marketplace as a good place to invest.
We need to continue the successful partnership bétween the State and the ener% industry,
seeking fundamentall¥ to increase production and then to ensure fair division of the proceeds,
not to squahble over the division of a shrinking production stream.



We are_currently in the middle of the development of the Schrader Bluff and West Sak
reservoirs. \We have mapped 5-10 billion barrels of ail in place, and in the best performing
areas we may recover up to 20% of this oll. However, to date we've only recovered around 1%
of thiy total, after mvestln? several hundred million dollars. Major continted investment will be
needéd. 1'm very proud of the technical advances we've nadrv"including the drilling of very
sophisticated hofizontal multilateral wells in very complex reservoirs, \We've succeeded in
creating a viable business in reservoirs which were_not commercial in the 1990's. As we move
into the Ugnu reservoir, we can access a further 15-20 hillion barrels of ail in place. We have
not yet succeeded in sustaining commercial production rates, despite having drilled several
wellS with current technology. - We need to continue to P”Sh our technical development, with
increasingly complex wells, and the likely injection of solvents or steam to mobilize the very
viscous Ugnu ail.” We will likely also need new facilities that are optimized for these new
recovery. processes, all of which will require the investment of billions of $in caﬁ!tal. This
progression is risky, and the risk needs to be balanced b% the opportunity to achieve attractive
returns.  Our viscous husiness needs to be robust enough to survive in [ow price cycles, and be
positioned to thrive when the prices are favorable, as they are now.

Unfortunately, the new tax structure being discussed as part of the PPT will significantly
increase the tax hurden on our viscous deveIQPments, and will make these marginal =~ |
developments even less attractive. HB 498 will help to offset some of this burden, which is
welcome, thou%h the overall impact remains uncertain as the hills evolve. I believe the
definitions of challenged or nonconventional ail and 8as which have been included are
apP_rQFrlate. The bill'captures_the known viscous and other challen%_ed resources, and provides
definitions which shouldbe suitable for broader development if additional resources are

dentified.

| encourage the Committee to pass this bill, and to seek its inclusion ina broader PPT package
as *t moves forward. I remain very concerned about the future investment climate In Alaska.” |
strongly encourage the Legislature to continue to seek a fair and balanced tax package which
fundamentally continues to attract investment and Frowdes the opportunities for innovation in
developing odr resources. Ifthis is done successfully, 1 look forward to a continued bright
future in Alaska, with great professional opportunities, and to raising my family here.

Testimony on HB 498 Page 2 of 2 April 11, 2006
Scott Digert
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Lisa Parker
Government & Community Relations

April 6, 2006

The Honorable Vic Kohring
Chairman, Hoi ;e Special Committee on Oil & Gas

Alaska State House of Representatives

State Capital
Juneau, Alaska 99801

HB 498 “An Act authorizing tax credits against the production tax on oil and gas for
qualified expenditures for challenged or nonconventional oil or gas and for qualified
expenditures for nonconvential or renewable energy resources; giving the Act contingent

effect; and providing for an effective date.”

Subject:

Dear Representative Kohring:

Agrium U.S. Inc. appreciates the opportunity to provide comments on HB 498 “An Act authorizing tax
credits against the production tax on oil and gas for qualified expenditures for challenged or

nonconv*. ntional oil or gas and for qualified expenditures for nonconventional or renewable energy
resources; giving the Act contingent effect; and providing for an effective date.”

Cook Inlet has a variety of industries 'hat were built around an abundance of low-cost natural gas. Today
the demand for natural gas is exceeding supply, which is having an impact. The first Cook Inlet industry
adversely impacted is Agrium. W ithout a reliable natural gas supply Agrium will be forced to cease
operations. In exploring alternatives, Agrium has been investigating the utilization of coal, an abundant
but underutilized resource, to create the feedstock necessary to keep the facility operational.

Through the process of gasifying the coal one ofthe byproducts is carbon dioxide (C02). SomeofCO02
will be utilized in the manufacturing of urea while excess C02could be injected into the aging Cook Inlet
oil fields. A recent study by the U.S. Department of Energy estimates that as much as 300 million barrels
of additional crude oil could be recovered from Cook Inlet fields through C 02 injection.

In reviewing HB 498 it does not specifically address the application ofenhanced oil recovery utilizing
CO02injection. Agrium respectfully requests that the bill be amended as follows on Page 4:

(F) (viii) low salinity water flooding; [or]

(F) (ix)carbon dioxide (CQ2) injection: or

(F) (x) any other method not described in (i) - fix) of this subparagraph that is certified by the
department to be a qualified enhanced oil recovery technique or that is certified by the Alaska Oil

and Gas Conservation Commission for purposes of this section;



rPj.

Again, thank you for the opportunity to comment. Should you have questions or require further
information please contact me.

Sincerely yours,

Lisa Parker
Cc: Senator Tom Wagoner

Representative Mike Chenault
Representative Kurt Olson

Page2 0f2
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Ask an Energy Expert from the Energy Information Administration - Crude Oil Types Page 1o0f4

Home > Ast* An Expert mAnsv/ars..

Are We Running Out of Oil Worldwide?

Oil resources are adequate to meet growing worldwide demand for at least the next 25 years. The world’s oil resource base is
cleaned by three categories: proved reserves (that is, those quantities that have been discovered already and can be
recovered under present technologies and pnces); reserve growth (increases in reserves resulting mainly from technological
factors that enhance a field’s recovery rate), and undiscovered reserves (ail that remains to be found through exploration).
Estimated World Oil Resources, 1955-2025 as reported in EIAV International Energy Outlook 2005 are 2,947 b'llion barrels
Detween :995 and 2025. According to EIA's International Energy Outlook 2005 world oil consumption is expected to grow from
29 billion barrels per year in 2002 to 44 billion barrels per year in 2025. Under these growth assumptions, lass than half of the

world's total oil reso jrces would be exhausted by 2025

Furthermore, the estimate of the world's total oil resources involves only conventional sources of oil. Nonconventional a*
resources are defined as resources that cannot be produced economically with today’s technology and includes oil sands, gas-
tc-liquids technologies, biofuel technologies, and shale Oll. In the case of heavy* oil and tar sands, for instance, more than

3,JGO billion barrels are estimated worldwide, with Canada and Venezuela having the most significant oeposits. If high world oil
prices are sustained at over $36 per barrel (in constant 2002 dollars) for a long period of lime, nonconventional oil could be

expected to provide as much as 8 million barrels per day.

Comparing Different Energy Commodities

To make meaningful comparisons of energy commodities, you must convert physica' units of measure (such as weight or
volume) and the energy content of each fuel to comparable units. One practical way to compare different fuels is to convert

them into 3ritish thermal units (Btu).

The Btu is a precise measure of energy-the amount of energy required to raise tne temperature of 1 pound of
water 1 degree Fahrenheit.

The Btu content of different energy commaodities is given in the Thermal Conversion Factors tables of EIA's
Annual Enc gy Review. (Explanation and examples of energy units)

For Energy Used in the United States, use the 'Energy Calculator - Common Units and Conversions"

Average Monthly Residential Electricity Consumption

Average monthly residential electricity consumption in 2004 was 908 kwh. For state, regional, and U.S. information on
residential electricity consumption see" Electric Sales, Revenue, and Price", fable 5 .

Dependency on Imported Qil

EIA measures import oil dependency based on net petroleum imports as a percentage of total petroleum consumed (“"product
supplied™).

Gallons of Gasoline Ftom One Barrel of Crude Ol

One barrel (42 gallons) of crude oil, when refined, produces approximately 19.9 gailons of finished motor gasoline, as well as
other petroleum products. See http://mwww.eia doe.gov/kids/energyfacts/sources/non-renewable/oil.html

Usee of Pcitroleum

http://www .eia.doe.gov/neic/experts/iexpertanswers.html

4/20/2006


http://www.eia
http://www.eia.doe.gov/neic/experts/expertanswers.html

HB 498 Testimony

ConocoPhillips Alaska
April 19, 2006

ConocoPhillips



Jeffrey A. Spencer
Supervisor

GKA Heavy Qll Development
ConocoPhillips Alaska



N orth S lope Heavy O il Field s
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ConocoPhillips 52-55%
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The Prize: North Slope Heavy Oll Resources

25

o
g
E
West Sak 19 API Crude 10 API Crude
. Shallow rest.voirs (3,000 to 4,500
1,800’ of permafrost
“Cold” Temperature (40°to 90° F)
Slope Resource KRU R esource High viscosities for given APl gravities

(107s to 10007 cp)
Low rates and recovery factors

ConocoPhillips



GKA Heavy Oll Development History

West Sak Total Netpay

West Sak Core Area
(ie. “Sweet Spot")
outlined in green

W est Sak reservoir discovered in
early 1970°’s

Ex_iJIorations and appraisal wells
drilled throughout 1970°s

Conducted DS 1J pilot project in early

1980°s
15 vertical wells “n 5-acre spacing

« Ranpilotprojectfor~2years

Acquired rock, fluid and reservoir
performance data

1997-98: DS 1D development
29 vertical wells on 40-acre spacing

1999-2002: DS 1C/1D development
Short, dual-lateralproducers

2003: DS 1B/1C/1D development
Long dual-lateral producers

2004: DS 1E development

Primarily long tri-lateral producers and
Injectors

2005-2007: DS 1J development

Primarily long tri-lateral producers and
Injectors

ConocoPhillips



North Slope Heavy OIil Developments

0
.*. . e

ggretrgt?rl]%pe Geologic . A~ Viscdus Oil

Conditions V A Complexity tV Ar ' Properties

A rtificial lift required

>

Harsh arctic conditions e Shallow depths and

perm afrost issues Fluid separation

M inimal footprint
difficulties

Unconsolidated

Limited contractor )
formations Solids handling and

resources
disposal issues

Low reservoir

Pushing iimits of drilling
tem perature Lower quality crude

technology
Highly faulted

High Costs Lower rate Lower price per
wells barrel than
light il

ConocoPhillips



If 1 E pad were in downtown Anchorage

1E-102, with two 8000 foot laterals,
would reach 3 miles north, beyond

the Port of Anchorage

ConocoPhillips Tower

1E-117, with three 6000 foot
laterals, would reach 3 miles south,
into a subdivision beyond Tudor

Road.

ConocoPhillips
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Drilling Technical Limits - Pushing the envelope

2,000

4,000

6,000

8,000

WD (f

10,000

12,000

— Alaska ERD Envelope

O BP

<+ Conoco Phillips 5,000
<+ Marathon

0 Unocal

Alaska ERD Wells

10,000 15,000
Departure (ft)

Aspect Ratio = Horizontal Departure
Total Vertical Depth

Note: Drilling difficulty increases as
Aspect Ratio increases, (i.e. a 4:1 well is

more difficult than a 2:1 well)

20,000 25,000

ConocoPhillips



West Sak Tri-Lateral Producer

Componentof

2004

Horizontal Multi-Lateral

Development Plan

Well Types V ertical

Drilling Reach M oderate Extended

Recovery Mechanism W aterflood V iscosity Reduction
EOR

Sand Control Downhole Sand Exclusion Slotted Liner Completion with
Swell Packers

Well Spacing 1,100" 1,250

Completion ESP wi Gas Lift Back-up

Mud System Water hased Oil based

Production Assurance Dilution with Kuparuk Add Heat & Chemicals at West

Production Sak Drill Sites

4500'-8500"
-'m/'A*

HBBSSSBB&ESa

Vrl *m, o m
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West Sak Tri-Lateral Producer Interpreted Measured Depth Profi

Fault ~8' DTS
'K-13*Shale
1 TopipSand — TopC Sele -—miop B Sad
"/ and A3 Sanc — TopA2Sand — 'Base A2 Upper l,ooc
A2 ateral M >/ lateral Sneys - »mBSnd PlugBack Sneys
materal Sneys » 135ndMyBack Snes  —»—DI aterd Snveys
Fault -75°'

Sl -1, I

5400 5900 6400 (.900 7400 7900 8400 8900 9400 9900
Measured Depth

'K-13" Shale
D-Sand Sine>

13:Sad

+=Down lo the South
DTS -= Down to the North

[ CtT - ml m| fTY-T
10400 10900 11400 11900 12400 12900
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Fluid Separation Issues

CPF1vs CPF2 Produced Water Comparison

More heat and/or more chemicals required to separate viscous oil & water
ConocaPhillips



Solids Handling and Disposal Issues

Higher sand/solids production associated with viscous oil increases
solids handling and disposal costs.

ConocoPhillips



Equipment Degradation Issues

Typical CPF1 pump erosion damage

Increased solids production also leads to higher equipment
failure in surface and downhole equipment (pumps, etc.)

CorvxoPhillips



North Slope Heavy QOil Developments

North Slope
Operating
Conditions

H arsh arctic conditions
M inimal footprint

Limited contractor

resources

Pushing limits of drilling

technology

t )
CGeollogi_c ’/: ViPscoustQiI
omplexity V A Properties

A rtificial lift required
Shallow depths and

permafrost issues Fluid separation

. difficulties
Unconsolidated

form ations Solids handling and

. disposal issues
Low reservoir

tem perature Lower quality crude

Highly faulted

LoweF rate Lower overall Lower price per
wells recovery barrel than
light ail



GKA Heavy Oil Development Strategy

West Sak Tf_or~t'a| Netpay

Continue DeveloLJment 0f
Eastern West Sa

Develop New 1. chnology
Applications for Western
West Sak & Ugnu

West Sak Core Area
(ie. "Sweet Spot”)
outlined in green

ConocoPhillips



The Prize:

(BBO)

Place

In

Original Oil

25

20

10

Ugnu

W est Sak/

Schrader BIluff

M A

Slope Resource

*

Ugnu

| W est Sak

V' eee PE>ped¥k

KRU Resource

Development

Status

North Slope Heavy Oill Resources

New Technology

(Western West Sak
& Ugnu Development)

NEW S

l1E & 1J Development

E xisting

1C & 1D

ConocoPhillips



HB 498 - Summary

V ast Heavy O il R esources on N orth S lope
* Potentially 4-5 billion barrels recoverable

* Development will be key to minimizing ANS production decline

C hallenged R esources

* Technically complex
* High cost- low rates and recoveries

e Lower wellhead values

Fiscal incentives could encourage heavy oil developm ent

* 20/20 PPT foundation is critical

ConocoPhillips supports this bill and believes that itcould be beneficial

in accelerating investment in challenged oil opportunities in A laska.

ConocoPhillips
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Tim Benintendi

From:  Tim Elenintendi
Sent: Satu day, April 29, 2006 10:59 AM

TO: Rep Ralph Samuels; Jim Pound; Jim VanHom; Cody Rice; Christine Marasigan; Konrad Jackson;
Louie Flora; Joseph Keikkala; Marianna Carpeneti; Susan Warner

Subject: CORRECTION to amendments for HB 498....

Yesterday, Icopied all H. RES committee members' offices with a memo to Jack Chenoweth of our legal rtaff,
describing the amendments to this bill, made at yesterday's hearing. |erred in my instructions on first of two
changes to Amendment #3.

Somehow, | missed the fact that the committee reversed itself when it made changes to page 1, line 8.
So, the CS will retain us reference to ANS, and not be changed to "average price at the point of production.”

Please clip this note to your copy of the memo. The bill will be read across today to HFC. If there are any
guestions, please contact me.

-tim benintendi / committee staff

4/29/2006



LEGAL SERVICES

DIVISION OF LEGAL AND RESEARCH SERVICES
Sl e

Juneau, Alaska 99801-1182
Deliveries to: 129 6th St., Rm. 329

(907) 485-3867 or 465-2450
FAX (907) 465-2029
Mail Stop 3101

MEMORANDUM April 29, 2006

SUB\]ECT CSHB 498(RES) (Work Order No. 24-LS1817\X)
TO Rep-esentati
Co-Chair of

FROM Jack ChenoN

Assistant Re

The third instruction in your April Z8 drafting instruction for the committee-adopted
Committee Substitute was to insert the text of committee amendment #3 but, in doing so,
to alter page 1, line 8, to delete reference to Alaska North Slope value and to substitute
reference to price at point of production. The same phrase appear in the amendment's
subsection (h) and twice in the amendment's subsection (i). | checked with Tim
Benintendi about making the same change in all places where it appears in the
amendment. He reported that, notwithstanding the typed drafting instructions, it was his
understanding that the committee had reversed its decision about making the change and

that, in fact, that instruction should be ignored.
Accordingly, the bill maintains references to Alaska North Slope values.

If this is incorrect or not consistent with the committee's intent, we'll prepare a corrected

committee substitute.

JBC:Imb
06-155.Imb

Enclosure
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HB 498
Proposed definitions of challenged oil

(g) In this section,

(1) *“challenged oil” means oil that meets at least one ofthe following criteria:

(A) oil that has an average API gravity of 25 or less produced from a
reservoir or pool located, in whole or in part, north of 68 degrees, 15
minutes North latitude in this state and at a true vertical depth as
measured from sea level of 5,500 feet or less;

(B) oil that is produced from a reservoir or pool having an average API
gravity of 18 or less, regardless ofdepth or location within this state;

(C) oil that is produced from a reservoir or pool for which one ofthe
following participating areas has or may be formed:

i. the Orion or Polaris participating area in the Prudhoe Bay Unit,

ii. the West Sak or Tabasco participating area in the Kuparuk
River Unit,

iii. the Schrader Bluffparticipating area in the Milne Point Unit;

iv. the Lisbume participating area in the Prudhoe Bay Unit,

v. any future participating area formed to develop the West Sak /
Schrader Bluffor Ugnu formation, or their stratigraphic
equivalent, within the boundaries ofthe Units named above or
within the Tuvaaq Unit, the Nakaitchuq Unit or the Rock Flour
Unit;

(D) oil that is produced from a reservoir or pool that is inherently difficult
and expensive to produce and is certified by the department to be
challenged oil.
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Representative Norman Rokeberg
-mail: Representative_Norman_Rokeberg@legis.slate.ak.us

April 13,2006

Representative Samuels,

I would like to request a hearing in the House Resources Committee for the Oil &
Gas Committee Substitute for HB 498. Attached are the Committee Substitute requests
for HB 498; the CS is currently being drafted, but will be delivered early next week.
These modifications will further clarify and narrow the intention ofthe bill. The CS will:

e Specify that tax credits authorized by this bill cannot be used before tax credits as
authorized in HB 488.

e Eliminate the application oftax credits to gas exploration and development,
limiting the scope ofthe legislation to heavy oil projects and
nonconventional/renewable energy development.

e Clarify that Enhanced Oil Recovery techniques qualify for the tax credit only if

they are used in the recovery of heavy oil, not light oil projects.

Require all capital expenditure and research and development projects to be

conducted within the state of Alaska in order to qualify for the credit.

« Provide a stronger definition of “qualified capital expenditure” to mirror the

language in HB 488.

These modifications make this bill stronger and more workable, incorporating
suggestions from Ms. Robynn Wilson (Director, Tax Division, Department of Revenue)

and industry experts.

Thank you.

Representative Norman Rokeberg


mailto:Representative_Norman_Rokeberg@legis.slate.ak.us

Attachment 1

(@) Inthis section, “challenging oil”” means
dXD)- 1 APIless than or equal to 18

2. APl 18— 25 on North Slope
nuA a. less than or equal to 5500 ft deep
b. more(t)he%n 5 ! ft deep if
y 1) formation
(0() —Ugni/Formation
--West-Sake, Shrader Bluff
-stragigraphic equivalent

(i) participating area
-Qrion
-Polaris
-West Sake
-Shrader Bluff

3. API greater than 25
a. |favera?e IS

{\)m 1) less than or equal to 18 and meets 1above
I1) 18— 25 and meets 2 ahove
, b. certain sources (nonconventional)
@) i) tar sands
I1) oil shale

iit) other nonconventional

Text boxes show references
referring to current bill
sections or comments

sense

allowed.

Any ofthese “by EOR” t(I¥f
doesn’t make sense because
already allowed

Any of these if “inherently
difficult” (flldoesn’t make
sense because already
allowed



Department of Revenue Comments on IIB 498 Y
Robynn J. Wilson
i]m 19 2006 .

TUJ 6 « X t/ft |
1. The term “qualified crpital expense” is used to dovetail with the PPT bill (.024). This
term is used ir. both .026 ai:d .028, but each ofthe two sections provides different
definitions of the term, and neither term is consistent with the definition in the PPT bill.
Suggestion: adopt section-specific terms, such as “qualified challenging oil expenditure”
.026 and “qualified renewable energy expenditure” in .028.

2. There is no ap; urent purpose in differentiating “challenged” and “nonconventional

oil.” In fact, there may be some overlap.
Suggestion: consolidate the terms to something like “challenging oil”. Also, see Item 3
below.

3. Section AS 43.55.026(0 is unclear and it appears that many provisions overlap. For
example, (D) covers oil of API gravity of 18 or less. It seems to be duplicated in (G) oil

that is difficult and expensive to produce.

reorganize this section completely based on API, as shown in Attachment 1

u »/ =17
4. Page 2, lines 18-28 and page 6 lines 9-19 provide rules for the 90% safe-harbor
However, these rules conflict with the PPT 90% rules.

Suggestion:

provision in the PPT bill.

Suggestion: Page 2, lines 18-28 delete all material.

Page 6, lines 9-49 delete all material.
T-17

5. Page 3, lines 19-21: A~

There is still a lack ofclarity as to the location ofactivities that qualify for the credit.
research activities would have to be conducted
the material extension

It should be made

a.
Depending on the reading ofthe sentence,
in the state, but development ofchallenged...oil wnuld not; Also,
oftechnology activities would not have to be concucttd in the state.
clear ifactivities in other parts ofthe world qualify .

b. “material extension oftechnology” W hat technology? X

c. The phrase "is a material extension ofexisting technology"” does not seem to make
grammatical sense in context, namely "an expenditure ... is a qualified capital

expenditure ifitis ... is a material extension of existing technology.”

Suggestion: Some clarity would be achieved by using (i), (ii), (iii) to set out each
creditable activity and the allowed location of that activity.



Describe the technology that is the target ofthe credit. This section just needs some

lawyer drafting work.

6r
6. a. Page 5, line 8 (.026(f)(1)(H)) allows a credit to apply to all oil from a zone

(reservoir?) ifthe average APl meets certain criteria. How is the average calculated?

Monthly? Daily?

Suggestion: Calculate average APl on a monthly basis.

6r
b. (H)(ii) read in conjunction with (i) is confusing, (i) addresses “oil described...”

(ii) addresses API gravity.

while

Suggestion: re-write (ii) as follows:

“(ii) for oil described in (D) of this paragraph, the API gravity limit set forth in that

paragraph.”

7. Page 3, line 12 and Page 7 line Hf, says that a producer may not claim a credit...

“more than once.” What does that mean?

Suggestion: clarify language depending on intention ofcom m itte:

n~h
8. Page 5 line 1721 allows a credit for oil that is “nonconventional” if certified as such
by the department. However, other than tor sands and oil shale, the department is given

no criteria tojudge “nonconventional”

Suggestion: describe criteria to judge nonconventional.

71-71
9. Page 3, lines 2-9 and Page 6, lines 24=3T allow these credits to be transferable only to
an “affiliate.” There is a problem in specifying that a credit may be transferred to a
producer's "affiliate,” since established regulations already define a producer as "all
members ofa group o f.. .entities in which one exercises significant influence over the
others within the meaning of' APB Opinion No. 18 As currently worded the bill

would cast doubt on that definition.

Suggestion: For simplicity’s sake, and consistency with the PPT credits, we suggest that
the credits allowable under .026 and .028 be either fully transferable, or not-transferable.
This takes care of the affiliate problem, and takes care ofthe problem identified in Item

10 below.

10. Page 2, lines 5-8. The use ofcredits is still confusing. A credit under .026 is taken
last, but if the same expenditure is used for a .025 credit, then this language does not
specify the order. There isno ordering rule for .028 credits.

Suggestion: See Item 9 above.



ge 3, line 16 provides a credit under .026 for an “exploration expenditure Under

. » Does this mean that a credit for exploration undei .026 is only allowable if the
producer claims a credit under .025 for the same expenditure. So, ifthe producer claims
the exploration under .024 (PPT 20%), then the producer cannot claim the credit undei
.026? Or does it mean that “exploration as defined in .025”?

1

Suggestion: Page 3, line 16 delete “made for”, and after “exploration expenditure” insert

“as defined”

12. Page 2, line 3 the credit is applicable against any "tax,” but on line 13 "conservation
surcharge” is also mentioned. This same problem is repeated on Page 6 line”

AN * %

Suggestion: Page 2, line 13 and Page 6 line >4, delete “any tax or conservation surcharge

due” and replace with “any taxes due”

13. Starting page 3 lines 14-31. The relationship between the description ofqualifying
expenditures and the description ofchallenged oil is very confusing. The former is
focused on exploration, research, or development, but the latter is tied to oil that is
"produced.” Why would we give credits for exploring for oil that is already being
produced, or fordoing research relating to oil that is already being produced?

Suggestion: close look by a drafting lawyer

14. Page 3, lines 16— 19. Although this bill seems to focus on heavy oil, exploration

costs are allowed for any oil.
Suggestion: Please confirm this intention.
15. Page 5, line 22""development or use" is overly broad and vague.

Suggestion: we would be please to assist the committee in drafting language to be

consistent with intent. Please clarify.



Attachment 1

(g9) In this section, “challenging oil” means
(D(D) 1. API less than or equal to 18

2. APl 18— 25 on North Slope
MHA> a. less than or equal to 5500 ft deep
b. more than 5500 ft deep if

(D(B) (i) formation

-Ugnur Formation

-W est-Sake, S™'ader Bluff
-stragigraphic equivalent

(i) participating area
-Orion
-Polaris
-W est Sake
-Shrader Bluff

3. API greater than 25
a. ifaverage is

(1) (H) (i) less than or equal to 18 and meets 1 above
(ii) 18— 25 and meets 2 above

b. certain sources (nonconventional)

(2)

(i) tar sands
(ii) oil shale
(lii) other nonconventional

Text boxes show references
referring to current bill
sections or comments

Any ofthese if “carbonate”
(E) doesn’t make sense
because they are already
allowed.

Any ofthese “by EOR” (F)
doesn’t make sense because
already allowed

Any o fthese if “inherently
difficult” (G) doesn’t make
sense because already
allowed



Tim Benintendi

From: Robynn Wilson [robynn_wilson@revenue.state.ak.us]
Sent: Wednesday, April 19. 2006 8:57 AM

To: Rep. Norman Rokeberg

Cc: ddickinsoncpa@gci.net; ‘Jerry Burnett'; Tim Benintendi
Subject: FW: HB 498

Attachments: hb498 comments4-19.doc

Dear Representative Rokeberg,

Thank you for faxing me a copy of the revisions for HB 498 yesterday. |see that gas has been removed, and that
the other parts have been reorganized to show primary focus on heavy oil. |see also that the term “qua’ified
capital expenditure" has been used throughout, to mirror the PPT credit. However, two new definitions have been
added for "qualified capital expenditure” and neither definition is consistent with the definition in the PPT bill. In
fact, neither definition in HB 498 contains a reference to “capital” expenditures. The second big issue is that the
paragraphs describing qualifying gravities, participating areas, types of formations (carbonate), recovery
techniques, and sources of oil (0il sands etc.) appear to overlap and are very confusing. Itried a couple of times
to create a flow chart to determine qualification, and was not successful. Iwould suggest simplifying this section,
even if the intention is to retain all of the qualifying gravities, areas, etc. |have attached my comments, along with
a conceptual reorganization of section (f).

Iwould be happy to discuss these comments if you wish.

Robynn Wilson
Director, Tax Division

From: rRobynn Wilson [mailto:robynn_wilson@revenue.state.ak.us]
SBNt. Wednesday, April 19, 2006 7:44 AM
0, 'tim_benintendi@legis.state.ak.us'

ubject He 498
Tim,

Here itis.

4/19/2006
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Department of Revenue Comments on HB 498
Robynn J. Wilson
April 19 2006

1. The term “qualified capital expense” is used to dovetail with the PPT bill (.024). This
term is used in both .026 and .028, but each ofthe two sections provides different
definitions of the term, and neither term is consistent with the definition in the PPT bill.

Suggestion: adopt section-specific terms, such as “qualified challenging oil expenditure”
.026 and “qualified renewable energy expenditure” in .028.

2. There is no apparent purpose in differentiating “challenged” and “nonconventional

oil.” In fact, there may be some overlap.

Suggestion: consolidate the terms to something like “challenging oil”. Also, see Item 3

below.

3. Section AS 43.55.026(0 is unclear and it appears that many provisions overlap. For
example, (D) covers oil of API gravity of 18 or less. It seems to be duplicated in (G) oil

that is difficult and expensive to produce.
Suggestion: reorganize this section completely based on API, as shown in Attachment 1

4. Page 2, lines 18-28 and page 6 lines 9-19 provide rules for the 90% safe-harbor
provision in the PPT bill. However, these rules conflict with the PPT 90% rules.

Suggestion: Page 2, lines 18-28 delete all material.
Page 6, lines 9-19 delete all material.

5. Page 3, lines 19-21:
a. There is still a lack of clarity as to the location o f activities that qualify for the credit.

Depending on the reading of the sentence, research activities would nave to be conducted
in the state, but development o fchallenged. ..oil would not; Also, the material extension
oftechnology activities would not have to be Conducted in the state. It should be made
clear if activities in other parts of the world qualify.

b. "material extension oftechnology” W hat technology?
t. The phrase "is a material extension ofexisting technology" does not seem to make
grammatical sense in context, namely "an expenditure... is a qualified capital

expenditure ifitis ... is a material extension ofexisting technology."

Suggestion: Some clarity would be achieved by using (i), (ii), (iii) to set out each
creditable activity and the allowed location o f that activity.



Describe the technology that is the target of the credit. This sectionjust needs some

lawyer drafting work.

6. a. Page 5, line 8 (.026(f)(1)(H)) allows a credit to apply to all oi! from a zone
(reservoir?) ifthe average APl meets certain criteria. How is the average calculated?

Monthly? Daily?
Suggestion: Calculate average APl on a monthly basis.

b. (H)(ii) read in conjunction with (i) is confusing, (i) addresses “oil described...” while

(ii) addresses API gravity.
Suggestion: re-write (ii) as follows:

“(ii) for oil described in (D) ofthis paragraph, the API gravity limit set forth in that
paragraph.”

7. Page 3, line 12 and Page 7 line 10, says that a producer may not claim a credit...
“more than once.” What does that mean?

Suggestion: clarify language depending on intention of com mittee

8. Page 5 line 19-21 allows a credit for oil that is “nonconventional” if certified as such
by the department. However, other than tar sands and oil shale, the department is given

no criteria tojudge “nonconventional”
Suggestion: describe criteria to judge nonconventional.

9. Page 3, lines 2-9 and Page 6, lines 24-31 allow these credits to be transferable only to
an “affiliate.” There is a problem in specifying that a credit may be transferred to a
producer's "affiliate,"” since established regulations already define a producer as "all

members ofa group of.. .entities in which one exercises significant influence over the
others within the meaning of' APB Opinion No. 18 As currently worded the bill

would cast doubt on that definition.

Suggestion: For simplicity’s sake, and consistency with the PPT credits, we suggest that
the credits allowable under .026 and .028 be either fully transferable, or not-transferable.
This takes care of the affiliate prob' m, and takes care ofthe problem identified in Item

10 below.

10. Page 2, iines 5-8. The use ofcredits is still confusing. A credit under .026 is taken
last, but if the same expenditure is used for a .025 credit, then this language does not

specify the order. There is no ordering rule for .028 credits.

Suggestion: See Item 9 above.



11. Page 3, line 16 provides a credit under .026 for an “exploration expenditure UNCEr
.025”. Does this mean that a credit for exploration under .026 is only allowable if the
producer claims a credit under .025 for the same expenditure. So, »i the producer claims
tfe exploration under .024 (PPT 20%), then the producer cannot claim the credit under
.026? Ordoes it mean that “exploration as defined in .025”?

Suggestion: Page 3, line 16 delete “made for”, and cfter “exploration expenditure” insert

“os defined”

12. Page 2, line 3 the credit is applicable against any "tax,"” but on line 13 "conservation
surcharge” is also mentioned. This same problem is repeated on Page 6 line 4.

Suggestion: Page 2, line 13 and Page 6 line 4 , delete “any tax or conservation surcharge

due” and replace with “any taxes due”

13. Starting page 3 lines 14-31. The relationship between the description of qualifying
expenditures and the description of challenged oil is very confusing. The former is
focused on exploration, research, or development, but the latter is tied to oil that is
"produced.” Why would we give credits for exploring for oil that is already being
produced, or for doing research relating to oil that is already being produced?

Suggestion: close look by a drafting lawyer

1 Page 3, lines 16— 19. Although this bill seems to focus on heavy oil, exploration

costs are allowed for any oil.
Suggestion: Please confirm this intention.
15. Page 5, line 26 "development or use" isoverly broad and vague.

Suggestion: we would be please to assist the comm ittee in drafting language to be

consistent with intent. Please clarify.
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Rep. Jim Elkins State Capitol, Room 124
Rep. Harry Crawford Juneau, AK_99801-1182
Rep. Carl Gatto Co-Chair*

Rep. Mary Kapsner 1 | Reg. Ralph Samuels
Rep. Gabrielle LeDoux (907) 465-2095 fax: 465-3810
Re .Kurlt Qlson ReP- Jay FE«mras

ReB. Paul Seaton (907) 465-3004 fax; 465-2070

House Resources Committee

Rep. Jay Ramras and Rep. Ralph Samuels, Co-Chairmen

DATE: April 28, 2006

TO: Jack Chenoweth, Attorney
LAA Legal Services

FROM: Rp. Ralph Samuels, Co-Chairman
House Resources Committee

SUBJ: Request for Comm ittee Substitute For HB 498

Il would appreciate the preparation ofa House Resources com m ittee substitute

bill in final form, for HB 498, "S" version, as amended. The amendments are as

follows:
#1 Labeled "#1 Mintz" - page 3, line 20 - amend as highlighted
#2 Labeled n#2 Van Dyke" page, 3, lines 25-27 and lines 29-30, as noted

#3 by Rp. Seaton, 24-LS1817/S.2, as amended: Firstamendmentto #3 is page 1,
line 8 - change from ANS to average price at the point of production.
Second change to Amendment #3 is page 2, line 1 - change (a) to "(e)"

to conform to the same reference on page 2, line 6.

#4 W as withdrawn

#5 Labeled "#5 Mintz" - page 4, line 20 - delete the word "producer,"” and

insert the word, "expenditure.”
#6 Verbal by Rp. Seaton - page 2, line 19 - change 30 days to 45 days.

If you have any questions, please contact Tim Benintendi, com m ittee staff, at

3715. Thank you.
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From:

R )

n e(%dnrsta E\kLLS DDIckinsonCPAQod.net; BJ Jordan; Ethan Fatetko
evenue 8 dlo

%‘Dv

Subject

Thank you for faxing me the CS. In reviewing it, | see that subsection

(h) directa DNR to adopt a regulation saying how the average APl gravity of an oil pool
will be calculated, but it doesn"t address how the average permabilility of an oil pool 3
reservoir rock will bo calculated

- 1"m sure because the permability provision in
(h) had been drafted.

(f)2) was added after

iss someone comes up with a reason not to, I1"m thinking it would be good to add the

ring phrase following “pool* on p. 3, line 20:
mand the method to be used to determine the average permeability of an oil pool"s
reservoir rock*
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Tim Benintendi

From:  Bin VanDyke [wdv@dnr 8tate.ak.ua]

Sent:  Thursday, April 27,2006 8:16 AM
To:  Rep. Ralph Samuels: Rep. Norman Rokeberg; Rep. PaulSeaton; TimBenintend

Cc: Rob Mintz, PaskvaFA@BP.com; Marie M. Crosley:Melanie Lesh; Digert - Scott A
Subject: HB 498 version S

(Good Job on the latest work draft—version S1 hope.
One comment

[fthe e trre rader Bluffan atans inPr hoeB Unrt eeIr I forcr st en tobe cor]srstent
heres enoarease e Pont an uparu ver nits eexc evrscouso core
areas rn reeu orrn Iu vrscous l co ea eas nall t reunr wes qudbe consrs n one
wa?/or heo at arg U core areas Fmoso near erm Pen nsg ro csresr

now edget ghthat t prorects are not officia ysanctrone as of today so thisill h ps move them

Ifthevrscosorl core area rnPEEU rema selrﬂrb for%edrtsthenl uIdd e.gn Page 3 line 25
e AR e T o P i

-Aftertakrrﬁn}u I?morewrt the Ku aruk |verand Ine Prnntfohks |can agree tp havin O%all the scous ol ¢ re
efor utur cre on 1he core ar% s a SIae note, allo ! 3re

Er%ﬂ;ee:strg rarléﬁ X |cy 8R creats nt enfutur 1Al hese areas, Whic Thave always supporte

| plan to be on line this afternoon for the Resources committee hearing ifyou have any questions.

Bill Van Dyke
Division of Qil and Gas
907.269.8786

O,
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24-1.S1817\S.2
Chenoweth
druaA O f* 4/27/06

AMENDMENT

OFFERED IN THE HOUSE BY REPRESENTATIVE SEATON

TO: CSHB 498(RES), Draft Version "S"

Page 2, line 30:
Delete "(i)(I)(A)- (D)"

Insert "(m)(I)(A) - (D)" 1 # W £
- a

Page 3, following line 12:

Insert new subsections to read:

If the department determines under (i) of this section that the average

"(9)
price of Alaska North Slope oil on the United States West Coast during the period

April 1, 2006, through March 31, 2016, is $50 a barrel or more, a producer that takes a
credit under this section shall repay to the department, no later than June 30, 2016, the
amount of the credit, with interest at the rate prescribed in this subsection. Interest is at

a rate equal to the rate of return, as determined by the department, that is earned by the

budget reserve fund established under art. IX, sec. 17, Constitution of the State of

Alaska, from the date the credit was applied against the producer's tax liability until

the earlier of June 30, 2016, or the date the payment is made to the department.

Interest on an amount unpaid after June 30, 2016, is at the rate prescribed under

AS 43.05.225(1) from July 1, 2016 until the date the payment is made to the

department.

A producer that otherwise is allowed to apply a credit under this section

(h)
against a tax due for a month ending before April 1, 2016, may defer using the credit

until after April 30, 2016. If the department determines under (i) of this section that

the average price of Alaska North Slope oil on the United States West Coast during

the period April 1, 2006, through March 31, 2016, is less than $50 a barrel, the
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producer then may apply the credit against a tax due under AS 43.55.011(a) or may
request a refund from the department of the amount of the credit, with interest at the
rate prescribed in this subsection. Interest is at a rate equal to the rate of return, as
determined by the department, that is earned by the budget reserve fund established

under an. IX, sec. 17, Constitution of the State of Alaska, from the date the tax under

AS 43.55.011(e) was due against which the amount of a credit could have been
applied against the producer's tax liability in accordance with (c) of this section, until
(1) the date the amount of the credit is actually applied against a tax

under this subsection, if it is applied; or (2) the earlier of 90 days after a refund request
for the amount of the credit is received by the department or the refund is paid, if a
refund is requested. Interest on an amount unpaid 90 days after a refund request is
received by the department is at the rate prescribed under AS 43.05.225(1) from the
91st day after the refund request is received until the date the refund is paid.

(i) The department shall, by regulation, specify the method by which the
average price of Alaska North Slope oil on the United States West Coast shall be
calculated, with reference to one or more published sources of price information. The
department shall make available to the public no later than April 30, 2016, its
determination of the average price of Alaska North Slope oil o.i the United States
W est Coast during the period April 1, 2006, through March 31, 2016.

(J) F°r purposes of the period of limitations provided under AS 43.05.260 an
amount that a producer is obligated to repay to the department under (g) of this section

is considered a tax imposed by this tide for which a return is filed on June 30, 2016. A

producer that incurs an expenditure before April 1, 2016, for which a credit is claimed

under this section shall maintain until July 1, 2019, its records sufficient to show

whether the expenditure is a qualified development expenditure and to show the tax

liability against which the credit is or, under (h) of this section, could have been

applied.”

Reletter the following subsections accordingly.

Page 3, line 13:






Tim Benintendl

i wgﬂ}ﬁ g
L%ject' Itinse ECPA@gu et; BJ Jordan; Ethan Falatko; robynn_wilson@revenue state.ak.us

Tim, BJ Jordan found an error\on p. 4, line 20. yThe phrase "the person incurring the
producer”™ is obviously not corrects”* | was trying"to replace the phrase "the person
incurring the expenditure" by the phrfc»e«_ILhertJroducer, mand the replacement didn"t work

out the way it was intended.

Just to keep things simple, probably the best fix at this point would be simply to
replace the term "producer™ on line 20 with the term "expenditure." In other words,

return to the original bill language.

>» Tim Benintendi <Tiio_BenintendiOlegis.state.ak.us> 4/27/2006 8:23:35

AM » >
Thanks, Rob. 111 b"ing thi3 up to Ralph, and he will likely want me to copy the

committee members. Will you be with us today by t/c? -tinm

Original Message--—-—-
From: Rob Mintz (mailto:Robert_MintzOlaw.state.ak.us]

Sent: Wednesday, April 26, 2006 7:13 PM

To: Tim Benintendi
Cc: willian\_vandykeOdnr.state.ak.us; DDickinsonCPAOgci.net; BJ Jordan;

robynn_wilsonOrevenue.state.ak .us
Subject: HB 498

Ethan Falatko;

Thank you for faxing me the CS. In reviewing it, | see that subsection
(h) directs DNR to adopt a regulation saying how the average APl gravity of an oilpool
will be calculated, but it doesn"t address how the average permabilility of an oilpool”

reservoir rock will be calculated
I"m sure because the permability provision in (f)2) was added after

(h) had been drafted.
Unless someone comes up with a reason not to, I1°m thinking it would be good to add the
following phrase following "pool"™ on p. 3, line 20:
"and the method to be used to determine the average permeability of an oil pool”s
reservoir rock"
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