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T e s t i m o n y  R e g a r d i n g  t h e  C o m m i t t e e  S u b s t i t u t e  f o r  S B  3 0 5 ,  

a  P e t r o l e u m  P r o d u c t i o n  T a x  B i l l

B r i a n  W e n z e l  

C o n o c o P h i l l i p s  A l a s k a

B e f o r e  th e  

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

M a r c h  18, 2 0 0 6

C h a i r m a n  W a g o n e r ,  m e m b e r s  o f  th e  c o m m i t t e e :

G o o d  m o r n i n g .  M y  n a m e  is  B r i a n  W e n z e l ,  a n d  I a m  th e  V ic e  

P r e s i d e n t ,  F i n a n c e  &  A d m i n i s t r a t i o n ,  fo r  C o n o c o P h i l l i p s  A la s k a .

I w o u l d  l i k e  to  p r e s e n t  C o n o c o P h i l l i p s ’ v i e w s  o n  t h i s  c o m m i t t e e ’s 

p r o p o s e d  c h a n g e s  t o  S B  3 0 5 .  Y o u r  C o m m i t t e e  S u b s t i t u t e ,  i f  e n a c t e d  in to  

l a w ,  is  g o i n g  to  h a v e  a  n e g a t i v e  i m p a c t  o n  th e  a t t r a c t i v e n e s s  o f  A l a s k a  fo r



C o n o c o P h i l l i p s ’ i n v e s t m e n t  d o l l a r s .  C o n o c o P h i l l i p s  a b s o l u t e l y  o p p o s e s  th i s  

C S  a n d  a n y  p r o p o s a l  t h a t  i n c r e a s  -s o u r  i n d u s t r y ’s t a x e s  b e y o n d  th e  $1 

b i l l i o n  p e r  y e a r  p r o p o s e d  b y  t h e  G o v e r n o r .  T h e  p r o p o s a l  b e f o r e  u s  t o d a y ,  

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

o i l  t a x e s  b y  a n  a n n u a l  a v e r a g e  o f  m o r e  t h a n  $ 2 . 4  b i l l i o n  -  i f  t o d a y ’s  p r i c e s  

c o n t i n u e ,  t h i s  is $ 2 4  b i l l i o n  o v e r  t h e  n e x t  10 y r s .  T h e  a p p r o a c h  r e f l e c t e d  in  

t h i s  C o m m i t t e e  S u b s t i t u t e  is  c l e a r l y  t o  m a x i m i z e  s h o r t  t e r m  S t a t e  r e v e n u e  

w h i l e  p u t t i n g  a t  r i s k  l o n g  t e r m  p  > d u c t io n ,  S t a t e  r e v e n u e ,  g r o w t h  in  th e  

p r i v a t e  s e c t o r  a n d  j o b s  f o r  A l a s k a n s .  T h e  C S  y o u  a r e  c o n s i d e r i n g  d e s t r o y s  

t h e  b a l a n c e  in th e  o r i g i n a l  b i l l .

C o n o c o P h i l l i p s ’ v i e w  is  th a t  o u r  r e l a t i o n s h i p  w i t h  t h e  S t a t e  is o n e  in  

w h i c h  w e  a r e  p a r t n e r s  t h a t  s h a r e  a  c o m m o n ,  a l l - i m p o r t a n t  g o a l  —  

M A X I M I Z I N G  P R O D U C T I O N  in  A la s k a .  F o r  t h e  S t a t e ,  m a x i m i z e d  

p r o d u c t i o n  w il l  n a t u r a l l y  l e a d  to  m a x i m i z e d  s t a t e  r e v e n u e s  a n d  j o b s .  W e  

m u s t  b o th  s t r iv e  t o  f in d  w a y s  to  m a i n t a i n  c u r r e n t  p r o d u c t i o n ,  m i t i g a t e  

n a tu r a l  f i e ld  p r o d u c t i o n  d e c l i n e  n n d  w h e r e  p o s s i b l e  d e v e l o p  n e w  p r o d u c t i o n .

In  o u r  in d u s t r y ,  p r o d u c t i o n  p r o j e c t i o n s  a n d  r e s e r v e s  c a n  b e  m o r e  i m p o r t a n t  

t h a n  c u r r e n t  c a s h  f l o w  a n d  e a r n i n g s  -  t h i s  is  b e c a u s e  w e  t a k e  a  l o n g  t e r m  

v i e w  a b o u t  h o w  t o  c r e a t e  v a l u e  in th e  f u tu r e  r e g a r d l e s s  o f  o u r  in a b i l i ty  to  

p r e d i c t  p r i c e s .  A la s k a ,  a l s o ,  n e e d s  t o  t a k e  a  l o n g - t e r m  v i e w  b y  f o c u s i n g  o n
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h o w  to  m o t i v a t e  l o n g  t e r m  i n v e s t m e n t  a n d  i n c r e a s e  p r o d u c t i o n  r a t h e r  t h a n  

e x t r a c t i i i g  i n c r e m e n t a l  s h o r t  t e r m  r e v e n u e  i n c r e a s e s  a b o v e  a n d  b e y o n d  th e  

$ 1 B  a l r e a d y  a c c e p t e d  b y  t h e  in d u s t r y .

W e  r e a l i z e  y o u  h a v e  d e v e l o p e d  th is  r e v i s e d  b i l l  a f t e r  l i s t e n i n g  t o  th e  

a d v i c e  o f  v a r i o u s  c o n s u l t a n t s ,  i f  w e  u n d e r s t a n d  y o u i  o n s u l t a n t s ’ t e s t i m o n y ,  

t h e y  a r e  s u g g e s t i n g  t h a t  y o u  c a n  j e t t i s o n  t h e  b a l a n c e  o f  t h e  o r ig in a l  p r o p o s a l  

a n d  a d o p t  a n  a p p r o a c h  l ik e  t h a t  r e f l e c t e d  in  t h e  C S  w i t h  n o  a d v e r s e  

c o n s e q u e n c e  o n  i n v e s t m e n t .  I n d e e d ,  t h e y  s u g g e s t  y o u  w i l l  a c tu a l ly  in c r e a s e  

i n v e s t m e n t  in th e  S t a t e  b y  d o i n g  so .

We a lso  h a v e  h i r e d  a  n u m b e r  o f  c o n s u l t a n t s  a n d  w i l l  u s e  th e i r  i n p u t  a s  

w e  la y  o u t  fo r  th e  H o u s e  a n d  S e n a t e  F i n a n c e  c o m m i t t e e s  t h e  s a m e  p o i n t s  w e  

w e r e  u n s u c c e s s f u l  in d e m o n s t r a t i n g  to  y o u .  H o w e v e r ,  a t  t h e  e n d  o f  th e  d a y  

n e i t h e r  y o u r  c o n s u l t a n t s  n o r  o u r s  m u s t  m a k e  o r  l iv e  w i t h  t h e  d e c i s i o n  

c u r r e n t l y  b e f o r e  t h e  A l a s k a  S t a t e  L e g i s l a t u r e .  S i m i l a r l y ,  n o n e  o f  t h e s e  

c o n s u l t a n t s  e v e r  h a s ,  o r  e v e r  w i l l ,  m a k e  a n  i n v e s t m e n t  d e c i s i o n  o n  b e h a l f  o f  

C o n o c o P h i l l i p s .  T o  th e  e x t e n t  y o u r  c o n s u l t a n t s  a r e  t e l l i n g  y o u  th a t  t h e  C S  

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

i n v e s t m e n t  d e c i s io n s  g o i n g  f o r w a r d ,  1 c a n  te l l  y o u  t h e y  a r e  1 0 0 %  w r o n g .

T a k i n g  b i l l i o n s  o f  d o l l a r s  f ro m  o u r  i n d u s t r y  w i l l  h a v e  a  n e g a t i v e  

im j  o t o n  i n v e s tm e n t .  T a k i n g  a w a y  a  s i g n i f i c a n t  p o r t i o n  o f  t h e  u p s id e
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p o t e n t i a l  in  a  b a s i n  w i t h  l e a d  t i m e s  ( f r o m  in i t i a l  i n v e s t m e n t  to  f i r s t  

p r o d u c t i o n )  o f  a  d e c a d e  o r  m o r e ,  in  a n  a r e a  w i t h  l o w  p r o s p e c t i v i t y  a n d  

h i g h e r  c o s t s  t h a n  a l m o s t  a n y w h e r e  in  th e  w o r l d ,  w i l l  n e g a t i v e l y  a f f e c t  

i n v e s t m e n t  -  a n d  c o n s e q u e n t l y ,  p r o d u c t i o n ,  s t a t e  r e v e n u e s  a n d  j o b s .  T h i s  is 

a  n a t u r a l  c o n s e q u e n c e  o f  th e  a c t i o n  y o u  a r e  t a k i n g .

M o r e o v e r ,  t h e  n e g a t i v e  e f f e c t  o n  o u r  d e c i s i o n - m a k i n g ,  a n d  o n  t h e  

d e c i s i o n - m a k i n g  o f  o t h e r s ,  w i l l  n o t  r e s u l t  ju s t  f r o m  t h e  i n c r e a s e d  ta x  b u r d e n  

y o u  a r e  s e e k i n g  t o  im p o s e .  T h e r e  ;s a l s o  th e  q u e s t i o n  o f  o u r  a n d  o t h e r s ’ 

c o n f i d e n c e  in  th e  f u tu r e  i n v e s t m e n t  c l im a te  in  t h e  S ta t e .  A d v e r s e  c h a n g e s  in  

th e  k e y  p a r a m e t e r s  o f  t h e  o r i g i n a l l y  p r o p o s e d  b i l l  w i l l  r e s u l t  in a  

' i i n d a m e n t a l  s h i f t  in  th e  b a l a n c e  o f  r i s k s  a n d  r e w a r d s  f o r  i n v e s t m e n t s  in  

/ . . a s k a .  U n r e a s o n a b l e  c h a n g e s  l ik e  th o s e  i m b e d d e d  in  th e  C S  w i l l  c a u s e  n o t  

o n l y  C o n o c o P h i l l i p s  b u t  a l s o  o t h e r  in v e s to r s  t o  q u e s t i o n  n o t whether, hut 

when, A l a s k a  w i l l  a g a i n  c h a n g e  its  f isca l  r e g i m e  a n d  i m p o s e  u n f a i r  a n d  

u n r e a s o n a b l e  b u r d e n s  o n  t h o s e  w h o  h a v e  t a k e n  g r e a t  r i s k s  a n d  in v e s t e d  

b i l l i o n s  to  h e lp  d e v e l o p  th e  S t a t e ’s  r e s o u r c e s .

It is  i r r e l e v a n t  w h e t h e r  th a t  f u tu r e  c h a n g e  w i l l  b e  in  t h e  S t a t e ’s 

p r o d u c t i o n  t a x ,  i t s  p r o p e r t y  t a x ,  its  c o r p o r a t e  i n c o m e  t a x  o r  in  th e  c r e a t i o n  o f  

s o m e  e n t i r e l y  n e w  ta x .  T h e  p o i n t  is  t h a t  i n v e s t o r s  w i l l  n o w  n e e d  to  c o n s i d e r  

a n o t h e r  s i g n i f i c a n t  r i s k  in m a k i n g  t h e i r  e c o n o m i c  d e c i s i o n s  in A la s k a  -  th e
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r i s k  th a t  A l a s k a  w i l l  n o t  a p p r o a c h  f u tu r e  f i s c a l  p o l i c y  c h a n g e s  in  a  

r e a s o n a b l e  m a n n e r  t h a t  r e c o g n i z e s  th e  c o m m i t m e n t  a n d  c o n t r i b u t i o n  o f  

c o m p a n i e s  l i k e  C o n o c o P h i l l i p s .

W h e n  y j u ' . e  c o n s i d e r i n g  h o w  to  f in a l i z e  t h i s  C S ,  I 'd  e n c o u r a g e  y o u  to  

a s k  y o u r s e l v e s  is A l a s k a  g e t t i n g  e n o u g h  i n d u s t r y  i n v e s t m e n t  t o d a y ?  I f  y o u  

d o n ' t  t h in k  t h e r e ' s  e n o u g h  i n v e s t m e n t  t o d a y ,  h o w  c a n  r a i s i n g  t a x e s  l e a d  to  

m o r e  i n v e s t m e n t ?  G r a n t e d ,  t h e  i n v e s t m e n t  i n c e n t i v e s  fo r  e x p l o r a t i o n  c a n  b e  

e x p e c t e d  to  g a m e r  s o m e  a d d i t i o n a l  p r o d u c t i o n ,  b u t  t h a t  w i l l  b e  y e a r s  a w a y .  

T h e  a d d i t i o n a l  p r o d u c t i o n  w e  n e e d  to  s t e m  d e c l i n e  o v e r  th e  n e x t  s e v e r a l  

y e a r s  c a n  o n ly  c o m e  f r o m  a d d i t i o n a l  i n v e s t m e n t  a r o u n d  e x i s t i n g  

in f r a s t r u c tu r e .  R a i s i n g  t a x e s  o n  t h e  e x i s t i n g  i n f r a s t r u c t u r e  a s  y o u ' r e  d o i n g  in  

th i s  C S  o n l y  d e t e r s  t h a t  i n v e s t m e n t .

F r o m  o u r  q u i c k  r e v i e w  o f  y o u r  C S ,  it a p p e a r s  t h a t  y o u  h a v e  c h a n g e d  n e a r l y  

e v e r y  k e y  p a r a m e t e r  in  th e  o r ig in a l  bill in  a  d e c i d e d l y  o n e - s i d e d  m a n n e r  t h a t  

b e n e f i t s  t h e  S t a t e  a n d  is  a t  t h e  e x p e n s e  o f  C o n o c o P h i l l i p s  a n d  th e  o t h e r  

m a j o r  N o r th  S l o p e  p r o d u c e r s .  Y o u  h a v e  d e s t r o y e d  t h e  b a l a n c e  p r e v i o u s l y  

r e p r e s e n t e d  in  t h e  b ill .

T h r o u g h  t h e  C S ,  y o u  p r o p o s e  to  n o t  o n l y  s i g n i f i c a n t l y  in c r e a s e  t h e  

b a s e  P P T  r a t e  t o  2 5 %  b u t  a l s o  f u r t h e r  i n c r e a s e  t h a t  t a x  r a te  o n  th e  i n d u s t r y  a t
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all  p r i c e s  a b o v e  $ 4 0 .  A t  c u r r e n t  p r i c e s ,  d e p e n d i n g  o n  h o w  w e  i n t e r p r e t  t h e  

u n f i n i s h e d  l a n g u a g e  in  t h e  C S ,  th e  a d d i t i o n a l  s u r c h a r g e  w i l l  r e s u l t  i 

a n y w h e r e  f r o m  $ 1 .8  to  $ 2 . 4  b i l l i o n  in  t a x  l i a b i l i t y  f o r  t h e  i n d u s t r y  o v e r  th e  

c u r r e n t  s y s t e m .  T h i s  c h a n g e  is n e i t h e r  f a i r  n o r  r e a s o n a b l e  to  e x i s t i n g  

i n v e s to r s  a n d  w i l l  b e  v i e w e d  a s  unfair  a n d  unreasonab le  b y  p o t e n t i a l  f u t u r e  

in v e s to r s .

Y o u  h a v e  s e v e r e ly  r e d u c e d  th e  i n t e n d e d  t r a n s i t i o n  p l a n  s u c h  t h a t  i n v e s t o r s  

w i th  la rg e ,  r e c e n t  c a p i t a l  i n v e s t m e n t  p r o j e c t s  ( w h i c h  h a v e n ' t  e v e n  b e g u n  

p r o d u c i n g  y e t )  a r e  p e n a l i z e d  fo r  a p p a r e n t l y  i n v e s t i n g  in  A l a s k a  too  early  a n d  

b e in g  too optim istic  a b o u t  t h e  fu tu r e  o f  A l a s k a .  I w a n t  to  e m p h a s i z e  t h i s  

p o i n t . . . . t h i s  C S  p e n a l i z e s  t h e  v e r y  c o m p a n i e s  t h a t  h a v e  b e e n  in v e s t in g ,  

c r e a t i n g  j o b s  a n d  b u i l d i n g  th e  r e s o u r c e  b a s e  in  t h e  S ta t e .

Y o u  h a v e  p r o v i d e d  f o r  d i f f e r e n t i a l l y  h i g h e r  e x p l o r a t i o n  ta x  c r e d i t s ,  b u t  a s  

o n e  o f  t h e  f e w  c o m p a n i e s  w h o  h a v e  a c t u a l l y  a p p l i e d  f o r  e x p l o r a t i o n  c r e d i t s  

u n d e r  th e  c u r r e n t  s t a tu t e ,  o u r  e x p e r i e n c e  is  th a t ,  in  f a c t ,  c u r r e n t  r e g u l a t i o n  

e f f e c t i v e l y  r e d u c e s  th e  v a l u e  o f  t h e s e  c r e d i t s  to  7 0 %  o r  le s s  o f  t h e i r  s t a te d  

v a lu e .  F u r th e r ,  t h e s e  c r e d i t s  o n l y  a f f e c t  a b o u t  4 %  o f  t h e  D O R 's  e x p e c t e d  

f u t u r e  s o u r c e s  o f  p r o d u c t i o n  a n d  i n v e s t m e n t  in A l a s k a .
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Y o u  h a v e  m o v e d  t h e  e f f e c t i v e  d a t e  o f  t h i s  b i l l  b a c k  to  a  d a t e  th a t  is 

c o m p l e t e l y  i m p r a c t i c a l  — th e  n e c e s s a r y  r e g u l a t i o n s ,  p r o c e d u r e s  a n d  

c o m p u t e r  s y s t e m s  c a n  n o t  p o s s i b l y  b e  a d o p t e d  a n d  p u t  in  p l a c e  b y  A p r i l  1st 

o f  th is  y e a r  w h i c h  m e a n s  t h a t  p r o d u c t i o n  t a x  p a y e r s  in  A l a s k a  w il l  h a v e  to  

g u e s s  a t  t h e i r  t a x  l i a b i l i t y  a n d  m a k e  u n - s u p p o r t e d  p a y m e n t s  o f  t a x  in  a n  

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

U n f o r t u n a t e ly ,  w e  a r e  u n a b l e  to  p r e c i s e l y  q u a n t i f y  t h e  d o l l a r  im p a c t  f r o m  

th i s  C S  d u e  to  t h e  s h o r t  t u r n  a r o u n d  t im e  a n d  t h e  f a c t  th a t  m a n y  o f  th e  k e y  

p a r a m e t e r s  a r e  a p p a r e n t l y  s t i l l  s u b j e c t  t o  c h a n g e .  H o w e v e r ,  in  o u r  v i e w ,  

t h e s e  c h a n g e s  f ro m  t h e  o r i g in a l  b i l l  a r e  c o m p l e t e l y  i n c o n s i s t e n t  w i t h  t h e  

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

in  A l a s k a  a n d  a  v ib r a n t ,  s e c u r e  A l a s k a  o i l  i n d u s t r y .  W e  u r g e  y o u  to  

r e c o n s i d e r  t h e  l o n g - t e r m  i m p a c t  o f  t h i s  b i l l  o n  f u t u r e  p r o d u c t i o n ,  A l a s k a  j o b s  

a n d  th e  f u tu r e  o f  th e  S t a t e  A l a s k a  g e n e r a l l y .  W e  u r g e  y o u  not  t o  m o v e  t h i s  

b i l l  o u i  o f  C o m m i t t e e  u n t i l  it c a n  b e  r e - c r a f t e d  w i th  a  m o r e  b a l a n c e d ,  l o n g ­

t e r m  p e r s p e c t i v e .

T h a n k  y o u  f o r  c o n s i d e r i n g  o u r  v i e w s .
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T E S T IM O N Y  O F  RIC H A R D  O W E N  

ON PR O PO SED  CSSB 305 T O  T H E  SEN A TE R E SO U R C E S C O M M IT T E E

March 18, 2006

Mr. Chairman, M em bers o f  the Committee:

Good afternoon. M y nam e is Richard Owen and I am the Production M anager for 

EAXonMobil in Alaska and Vice President o f  ExxonMobil Alaska Production.

I am here today to express ExxonM  lb il’s concerns with the proposed Com m ittee 

Substitute to >B 305. On February 2 8 , 1 testified about our key concerns with SB 305 as 

originally proposed. These changes exacerbate the concerns I described on February 28. 

Specifically, I wili make com m ents on two areas: the proposal to change the tax rate; and 

the proposal around reduced transition provisions.

SB 305, as originally proposed, represented a dramatic lax increase on the industry. As I 

previously testified, we expressed concern that the higher tax rale included in the bill 

could prevent some o f Alaska's challenged resources from being developed. We 

understand the Com m ittee is now considering even higher lax rates.

Too high a tax rate discourages investment. Companies are willing to accept the risks o f  

long-term, capital intensive investments when there is a corresponding opportunity  for 

upside potential thr< igh a variety of factors, such as increased production or higher 

prices. When you limit or reduce the benefit that Com panies can achieve from the



provisions for past investments. And, most importantly for ExxonM obil, oil fiscal 

contract term s consistent with the Administration's proposal would provide the 

predictability and durability necessary to advance the gas project to the next phase.

It is important that the quality  o f  the resources, the risks undertaken by a producer, and 

the impact on the state's overall investment climate be factored into the design o f  the tax 

system. W hile industry needs predictably and durability under which to gauge 

investment decisions, the attractiveness o f  that predictably and durability is lost if it 

com es at too high a cost.

As 1 mentioned earlier, the Committee's proposed substitute exacerbates our key concerns 

regarding both lax rates and transition provisions. We urge this Com m ittee  to support SB 

305 as originally proposed.

Thank you again Mr. Chairm an for the opportunity to testify today.
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March 18,2006

Mr. Chairman, M mbers o f  the Committee:

Good afternoon. My name is Richard Owen and 1 am the Production M anager for 

ExxonMobil in Alaska and Vice President of ExxonMobil Alaska Production.

I am here today to express E xxonM obil’s concerns with the proposed C om m ii.ee 

Substitute to SB 305. On February 2 8 , 1 testified about our key concerns with SB 305 as 

originally proposed. These changes exacerbate the concerns I described on February 28. 

Specifically, I will make com m ents on two areas: the proposal to change the tax rate; and 

the proposal around reduced transition provisions.

SB 305, as originally proposed, represented a dramatic lax increase on the industry. As 1 

previously testified, we expressed concern that the higher tax rate included in the bill 

could prevent some o f Alaska's challenged resources from being developed. We 

understand the Com m ittee is now considering even higher tax rates.

Too high a tax rale discourages investment. Companies are willing to accept the risks of 

long-term, capital intensive investments when them is a corresponding opportunity for 

upside potential through a variety o f  factors, such as increased production or higher 

prices. When you limit or reduce the benefit that Companies can achieve from the

I



upside factors, you reduce the attractiveness o f  those investment opportunities. The 

proposal to increase the already high base tax rate and then further increase that tax rate 

as oil prices rise, does reduce or limit the upside potential and will result in Com panies 

recalibrating investment decisions. Reduced investment will result in reduced resource 

recovery, diminished state revenues and fewer em ployment opportunities, with a resultant 

negative impact on the state's economy. Again, let me reemphasize this point. While 

higher taxes may bring in additional revenues in the short-term, any reduction in 

investment and subsequent production will significantly impact those revenues in the 

longer term. We believe the focus o f  the tax bill should be to encourage investment and 

grow production.

ExxonM obil is concerned with the significant change from the ELF based system to the 

PPT system and the need for sufficient transition provisions to mitigate the adverse 

impact on recent investments. We understand the Comm ittee is considering reducing 

those transition provisions. While the benefits from a typical oil and gas investment take 

m any years to be realized, the Administration 's proposed five year transition intu the 

higher tax PPT system represented a reasonable transition. The Com m ittee  Substitute's 

proposed transition provisions do not sufficiently address the significant increase in tax 

burden these past investments will now have to bear.

Despite our concerns with SB 305 as originally proposed, we are prepared to move 

forward under that system since it sought to provide a balance o f  revenues to the stale and 

producers across a range o f oil prices, provided sufficient incentive for producers to 

undertake exploration and developm ent risks, and included reasonable transition



provisions for past investments. And, most importantly for ExxonM obil,  oil fiscal 

contract terms consistent with the Administration's proposal would provide the 

predictability and durability necessary to advance the gas project to the next phase.

It is important that the quality  o f  the resources, the risks undertaken by a producer, and 

the impact on the state's overall investment climate be factored into the design o f the tax 

system. W hile industry needs predictably and durability under which to gauge 

investment decisions, the attractiveness o f  that predictably and durability is lost if it 

com es at too high a cost.

As I mentioned earlier, the Committee's proposed substitute exacerbates our key concerns 

regarding both lax rates and transition provisions. We urge this Com m ittee  to support SB 

305 as originally proposed.

Thank you again Mr. Chairm an for the opportunity to testify today.
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TOTAL VISION

P P T  bill is th e  f ir s t s te p  in a 
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TOTAL VISION
Figure 9

Annual Oil Severance Tax Revenues ($mm) 
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Tax rate and Investment

W ith in  th e  ra n g e  o f  P P T  ta x  
ra te s  th a t w e r e  e v a lu a te d , 
th e re  is a re la t io n s h ip  b e tw e e n  
le v e l o f  in v e s tm e n t a n d  ta x  
ra te .



TAX RATE AND INVESTMENT
L a r g e  C o m p a n i e s  

COMPETITIVENESS RATING INDEX
$36 20-20-0 25-20-0 30-20-0 30-15-0

Alaska Current 161 158 157 156
Alaska PPT 147 153 160 166
Norway 214 214 214 213
UK 63 63 63 63
US GOM 25 25 25 25
Nigeria 92 92 90 89
Alberta-Oil Sands 74 74 74 73
Angola 160 158 157 156
Russia-Sakhalin 226 226 224 224
Azerbaijan 158 157 156 155
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TAX RATE AND INVESTMENT

Level of Investment
i

Large Producers 
New Investors

20-20 25-20 30-20
more same less
more more more

30-15 
much less 
more



COOK INLET

C a rv in g  o u t re g io n s  in A la s k a  
f r o m  th e  P P T  w il l c o m p l ic a te  
a d m in is t r a t io n  a n d  c re a te s  
u n fa ir  p ra c t ic e s  a c ro s s  A la s k a .



Promotion of Exploration
2 0 / 2 0  r a t i n g

O v e ra l l IRR N PV EM V G O V  T A K E SUM

S u b t o t a l S u b to ta l S u b t o t a l S u b t o t a l T O T A L

A la s k a  C u r r e n t 100 97 88 78 363
20 -20 -73 49 78 57 65 249
N o rw a y 90 108 86 115 399
UK 31 30 24 52 137
US G O M 14 12 15 12 53
N ig e r ia 46 36 51 45 178
A lb e r t a -O i l S a n d s 41 42 43 37 163
A n g o la 76 73 80 95 324
R u s s ia -S a k h a l in 116 103 118 108 445
A z e r b a i ja n 97 81 98 53 329



Promotion of Exploration

T h e  P P T  b ill a s  in t ro d u c e d  
a lr e a d y  s t r o n g ly  p ro m o te s  
e x p lo ra t io n . T h e re  is n o  n e e d  
fo r  s p e c ia l fu r th e r  fe a tu re s  th a t 
w o u ld  c o m p l ic a te  th e  
a d m in is t r a t io n  o f  th e  P P T



Small Companies
There is a need to provide long term 
support for small companies. These 
companies play a special role and often 
contribute significantly to the local 
economy.
This can be achieved:
-- with the $ 73 million allowance per 
company or equivalent credit, or
-- by making a level of production per 
company exempt from the PPT



State Owned Assets

C la u s e  4 3 .5 5 .0 2 4  (i) (3 ) (B ) is 
o u t o f  p la c e  a n d  s e e m s  to  
p re ju d g e  a p o s s ib le  s t r a n d e d  
g a s  c o n tra c t .
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Small Companies
There is a need to provide long term 
support for small companies. These 
companies play a special role and often 
contribute significantly to the local 
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Small Companies
There is a need to provide long term 
support for small companies. These 
companies play a special role and often 
contribute significantly to the local 
economy.
This can be achieved:
-- with the $ 73 million allowance per 
company or equivalent credit, or
-- by making a level of production per 
company exempt from the PPT
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Chevron

C h e v r o n  -  A la s k a  A r e a
T es tim o n y  on SB 3 0 5  r  ' y

Joh n .P . Z ag er ' ’
G enera l M an ag er ‘ •

March 19, 2006

Chevron 2005



G e n e r a l  C o m m e n t s  o n  C S

■ Previous Testimony by Chevron
•  We will support the bill and the key terms as written with 

the following stipulations:

► The bill must recognize the marginal nature of the 
Cook Inlet

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

■ We applaud the recognition in the current CS that 
the Cook Inlet oil cannot support an additional tax 
burden

■ However, because of the substantive changes in 
many areas we can no longer support this bill in 
its entirety



C o o k  I n l e t  P r o v i s i o n  -  
O n e  S i z e  D o e s  N o t  F i t  A l l

■ I will not repeal previous testimony on Cook Inlet, 
which I believe demonstrated

•  t h e  d i f f i c u l t  f i n a n c i a l  p o s i t i o n  o f  t h e  C o o k  I n l e t  o i l

•  t h e  u n i q u e  v a l u e  o f  t h e  C o o k  I n l e t  o i l  a n d  g a s  

p r o d u c t i o n  t o  t h e  e c o n o m y  o f  s o u t h  c e n t r a l  A l a s k a

•  c o - d e p e n d e n t  a s p e c t  o f  t h e  C o o k  I n l e t  e n e r g y  b u s i n e s s

■  S e v e r a l  C o o k  i n l e t  o p t i o n s  w e r e  p r e s e n t e d

•  Carving out current Cook Inlet oil production is the one 
adopted in the CS

•  Other options could work if they:

► do not increase taxes

► provide incentives for exploration and development

Chevron



G e n e r a l  C o m m e n t s  o n  C S  8 S
■ Agree with many of the points that have already been made by 

other producers

•  B a l a n c e  o f  t h e  o r i g i n a l  b i l l  : s  g o n e

•  L e v e r ' s  p u l l e d  i n  t h e  s a m e  d i r e c t i o n

► T a x  r a t e  a t  2 5 %  i s  a  d i s i n c e n t i v e

► A p r i l  1 ,  c o m m e n c e m e n t  d a t e ,  n o t  p r a c t i c a l ,  p u n i t i v e  p e n a l t y  

a n d  i n t e r e s t  r a t e

► T r a n s i t i o n  c a p i t a l  c r e d i t  g r e a t l y  d i m i n i s h e d

► L o s s  o f  " s t a n d a r d  d e d u c t i o n "

► P r o g r e s s i v i t y  -  t a k i n g  a w a y  t h e  " w i n d f a l l s " ,  n o  m a t t e r  h o w  

y o u  c o u c h  i t ,  l o w e r s  e x p e c t e d  v a l u e  t o  i n v e s t o r s

•  O t h e r  i s s u e s

► W T I  v s .  A N S ,  o i l  m a r k e r  f o r  g a s ?

•  M a k e s  A l a s k a  l e s s  c o m p e t i t i v e

Chevron



•  •
Chevron

G e n e r a l  C o m m e n t s  o n  C S
■ Debate between "get it now" and "grow the pie"

•  " G e t  i t  n o w "  o p t i o n  w i l l  b a l l o o n  s h o r t  t e r m  r e v e n u e  c r e a t i n g  a  

s t a t e  w i n d f a l l  t h a t  m u s t  b e  w e l l  m a n a g e d

•  " G r o w  t h e  p i e "  o p t i o n  w i l l  c r e a t e  l o n g  t e r m  o p p o r t u n i t i e s  f o r  

i n v e s t o r s  a n d  f o r  A l a s k a

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

o u r  i n d u s t r y  a n d  t h e  p e o p l e  o f  A l a s k a  t o  g r e a t l y  e x t e n d  o i l  

p r o d u c t i o n  f o r  t h e  n e x t  g e n e r a t i o n

■ Consultants will one day leave and we will be left 
to deal with our decisions

•  F i r s t  y o u  v o t e  o n  b e h a l f  o f  t h e  p e o p l e  o f  A l a s k a

•  T h e n  o v e r  t h e  c o m i n g  y e a r s  i n v e s t o r s  v o t e  w i t h  t h e i r  d o l l a r s

► O r i g i n a l  i n d u s t r y  s u p p o r t  w a s  q u i t e  a s t o u n d i n g

► H o w e v e r ,  I n v e s t o r s  b i g  a n d  s m a l l ,  o l d  a n d  n e w ,  a r e  n o w  

s a y i n g  t h a t  t h e  S e n a t e  C S  s t r u c t u r e  w i l l  d i s c o u r a g e  

i n v e s t m e n t  i n  A l a s k a
C h e v r o n  2 0 0 1 !



Chevron

S u m m a r y  C o m m e n t s  o n  C S

■  C h e v r o n  c a n n o t  s u p p o r t  t h e  S e n a t e  C S  i n  i t s  c u r r e n t  

f o r m

■  U r g e  r e t u r n  t o  o r i g i n a l  P P T  t e r m s ,  w h i l e  r e t a i n i n g  a  

C o o k  I n l e t  p r o v i s i o n

■  C h e v r o n  h a s  b e e n  i n  A l a s k a  f o r  m a n y  y e a r s  a n d  i n t e n d s  

t o  c o n t i n u e  a n  a c t i v e  e x p l o r a t i o n  a n d  p r o d u c t i o n  

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

r e g i m e  c a n  b e  o f f e r e d

C h e v r o n  2 0 0 S



ALASKA STATE LEGISLATURE
S e n a t e  R e s o u r c e s  C o m m i t t e e

S e n a to r  T om  W ago ner, C h a ir
State Capitol, Room 427 
Juneau, AK  99801-1182 

Official Business Phone: (907) 465-4907 Fax: (907) 465-4779
Senator Ralph Seekins, Vice-Chair Senator Fred Dyson
Senator Ben Stevens Senator Bert Stedman
Senator Kim Elton Senator Albert Kookesh

D A T E : M a r c h  19 , 2 0 0 6

T O : M e m b e r s , S e n a t e  R e s o u r c e s  C o m m i t t e e

F R O M : S e n a t o r  T o m  W a g o n e r , C h a i r

S e n a t e  R e s o u r c e s  C o m m i t t e e ^  -

R E : S B  3 0 5  A m e n d m e n t p r o c e d u r e s

I h a d  h o p e d  to h a v e  a n e w  c o m m i t t e e  s u b s t i t u t e  in t im e  fo r y o u to le v i e w  it 

a n d  m a k e  p r e s e n t y o u r  a m e n d m e n t s  to th a t n e w  C S . H o w e v e r , it i i n o t 
p o s s ib le  to g e t it to y o u  in a t im e ly  m a n n e r .

T h u s , w e  a re  g o in g  to u s e  th e  c u r re  it c s , v e r s io n  “Y ", d a te d  3 /1 6 /0 6  a s th e  

b a s e  d o c u m e n t .

I a m  p re p a r in g  a m e m o r a n d u m  to th e  d r a f t e r to p r o v id e  a m e n d m e n t s  to 
th a t d o c u m e n t . I w i l l h a v e  th a t m e m o r a n d u m  c o m p le t e d  to m o r r o w  a n d  w il l 
p r o v id e  y o u  w i th  a c o p y  o f it, s o  y o u  w il l h a v e  s p e c i f i c s  o n  w h a t w il l b e 

p ro v id e d  a s a m e n d m e n t s .

T h e  m e m o r a n d u m  w i l l b e  s t r u c tu r e d  to re f le c t th o  fo l lo w in g :

1. T e c h n ic a l A m e n d m e n t s
2. A d m in i s t r a t i v e  A m e n d m e n t s
3. S u b s t a n t i v e  A m e n d m e n t s



M e m o r a n d u m  t o  S e n a t e  R e s o u r c e s  C o m m i t t e e  P a g e  T w o  o f  T w o
d a t e d  3 - 1 9 - 0 6

T e c h n i c a l  A m e n d m e n t s  w i l l in c lu d e  i te m s p r e v io u s ly  id e n t i f ie d  o n F r id a y  
b y M a r y  J a c k s o n  a n d  n o te d  in h e r h a n d  o u t o n th a t d a te . A ls o  in c lu d e d  a s 
a te c h n ic a l a m e n d m e n t w i l l b e th e  m a t t e r  o n  p a g e  11 , l in e  14, s u b s e c t io n  
( f ) th a t w a s  a n in c o r r e c t d ra f t i n g  in s e r t io n  f r o m  la n g u a g e  in th e  c o m p a n io n  
h o u s e  b il l . (T h is  w a s  id e n t i f ie d  d u r in g  th e  F r id a y  m e e t in g  b y S e n . B e n  

S te v e n s . )

A d m i n i s t r a t i v e  A m e n d m e n t s  w i l l b e  th o s e  s u g g e s t i o n s , th a t I c o n c u r  w i th , 
th a t w e r e  id e n t i f ie d  b y  e i t h e r M r . D ic k e r s o n  o r M s . W i ls o n  a t t h e i r 
p r e s e n t a t i o n  o n S a tu r d a y . T h e y  b r o u g h t u p a n u m b e r  o f p o in ts , m o s t o f 
w h ic h  h a d  b e e n  p re v io u s ly  id e n t i f ie d  a s i te m s o f c o n c e r n  a n d  a re  
a d d r e s s e d  a s te c h n ic a l a m e n d m e n t s . I n o te  th a t th e r e  w e r e  tw o  
s u g g e s t e d  " f i x e s ” th a t th e y  p ro v id e d  a n d  th e y  d id n o t p r o v id e  a n y  w r i t t e n  
d o c u m e n t a t i o n  o f t h e i r  t e s t im o n y  o n S a tu r d a y .

S u b s t a n t i v e  A m e n d m e n t s  the I h a v e  id e n t i f ie d  a re  th r e e  fo ld :

• O n e  is a r e p la c e m e n t fo r th e  p r o g r e s s i v i t y  is s u e  o n  p a g e s  5 a n d  6, 
( th is  h a s b e e n  p r e v io u s ly  id e n t i f ie d  b y  m y  o f f i c e  a s  a n  is s u e  th a t w a s  
e x p e c te d  to c h a n g e . ) W e  a re  w o r k in g  w i th  o n e  o f th e  c o m m i t t e e  
m e m b e r s  o n th is  a n d  e x p e c t to h a v e  a r e s o lu t io n  to  it e i t h e r la te  th is 

a f t e r n o o n  o r t o m o r r o w  m o rn in g .

•  T h e  s e c o n d  is th e  r e p la c e m e n t fo r th e  $ 7 3  m i l l io n  d e d u c t i o n  ( a ls o  

n o te d  a s a n is s u e  th a t w a s  e x p e c te d  to c h a n g e ) a n d  I a m  a t t a c h in g  
tw o  o p t i o n s  th a t I w il l be p la c in g  b e fo r e  th e  c o m m i t t e e  fo r y o u r 
c o n s id e r a t io n . P le a s e  n o te  th a t th a t “ s t a n d a r d s ' h a v e  b e e n  id e n t i f ie d  

a s a n  is s u e  a n d  I w a s  a d v is e d  b y M r . D ic k in s o n  la s t F r id a y  th a t he 
w o u ld  p ro v id e  s o m e . I h a v e  y e t to r e c e iv e  s u c h  s ta n d a r d s .

• T h e  th i rd is s u e  fo r c o n s id e r a t i o n  is a n e w  " c la w - b a c k " p ro v is io n , 
b a s e d  o n D r. P e a r o  V a n  M u e r s  c o n c e p t o f $ 2 in fu t u r e  to c la im  $1 in 
th e  p a s t . I a m  a t t a c h in g  a c o p y  o f h is p r o p o s a l to  th is  m e m o r a n d u m .

T h e r e  a re  tw o  o th e r is s u e s  I a m  f in a l i z in g  -  a b a n d o n m e n t a n d th e  C o o k  

In le t e x e m p t io n .

Committee Staff: Mary Jackson (907) 465-4907 telephone (907) 465-4779 fax



Replacing $73 Million Per Producer Per Y ear Tax- 
With 4,000 B/D Tax Exemption for 7 Years for

March 16, 2006

Changes to select provisions o f  SB 305 as introduced:

Delete Section 21 (i) and (j).
Delete Section 36(d).

Insert the following as Section 21 (i):

(i) Except as limited by this subsection, for each oil and gas unit in the state, and for each 

oil or gas field in the state but outside an oil and gas unit which first commences commercial 

production on or after July 1, 2006, the first 4,000 barrels o f  oil or oil equivalent produced each day 

during the first seven consecutive years o f  production shall be exempt from taxes levied under AS

43.55.011, and their value shall be excluded from the calculation o f  gross value at the point o f  

production, except that to the extent that the gross value at the point o f  production for any one barrel 

o f  oil or oil equivalent exceeds $40, then the excess above $40 on that barrel o f  oil or oil equivalent 

is not exempt from taxes levied under AS 43.55.011 and shall be included in the calculation o f  gross 

value at the point o f  production. No producer may claim an exemption under this subsection to the 

extent that the exemption would result in a carried forward loss credit under AS 43 55.024. No 

single producer may claim further exemptions under this subsection once the total o f  all exemptions 

claimed on or after July 1, 2006 by the producer i nder this subsection equals or exceeds 10,220,000 

barrels of oil or oil equivalent. The Alaska Oil and Gas Conservation Commission shall have 

jurisdiction to resolve any disputes about what constitutes an oil and gas field or oil and gas unit for 

purposes o f  this subsection. The Department o f  Revenue, after consultation with the Department o f  

Natural Resources, shall resolve any dispute about the allocation o f  tax exemptions among multiple 

producers under this subsection. 1

1 DOR is working on standards to support this option
1



Replacing S73 Million P er  P ro d u ce r  Per Y e a r  T ax -F ree  Allowance 
W ith 4,000 B/D Tax Exem ption fo r  7 Years for

March 16, 2006

Changes to select provisions o f  SB 305 as introduced

Delete Section 21 (i) and (j)
Delete Section '6(d).

Insert the following as Section 21 (i):

(i) Except as limited by this subsection, for each oil and gas unit in the state, and for each oil 

or gas field in the state but i utside an oil and gas unit, which lirsl commences commercial production 

on or after July 1. 2006, the first 4,000 barrels o f  oil or oil equivalent produced each day during the 

first seven consecutive years o f  production shall be exempt from . xes levied under AS 43.55 .011, 

and their value hall be excluded from the calculation o f  gross value at the point o f  production,

except <hu4 to  the e vkm tthnH h^-grossw H dow atrhe  p o w t-o f  pi<Kim^ron4or-H rv-o ne b ttf f *4-of od

g ross ;HHHt-t»Tfm»dPc4jon No producer may claim an exemption under this subsection

to the extent that the exemption would result in a carried forward loss credit under AS 43 55.024 No

single pioducer may claim further exemptions under this subsection once the total o f  all exemptions 

claimed on or after July 1. 2006 by the producer under this subsection ^quals or exceeds 10,220.000 

barrels o f  oil or oil equivalent The Alaska Oil and Gas Conservation Commission shall have 

jurisdiction to resolve any disputes about what constitutes an oil and gas field or oil and gas unit for 

purposes o f  this subsection I lie Department o f  Revenue, alter consultation w ith the Department of 

Natural Resources, shall resolve any dispute about the allocation o f tax exemptions among multiple 

producers under this subsection 1

1 DOR is working on standards to support (his option



T w o  fo r  O n e  System  
M a rc h  18. 2(J06 

P e d ro  van  M e u rs

^ h e  “T w o lor O ne" concept is designed to reform the “claw back” into a feature that 
would reward companies that have been traditionally strong investors in Alaska and are 
now, as a result o f  the PPT law, be prepared to significantly increase the level o f  
investment.

The past investments would be the investments made from January 1, 2001 to December 
31. 2005.

It is suggested to establish a 7 year period from January 1. 2006 to D ecem ber 31, 2012. 
During this period investors would be able to recover for every two new  dollars invested, 
one dollar o f  previous capital. On this investment recovery com panies would get the tax 
credit o f  20%  related to the capital cost deduction, but not the investment tax credit o f
20%.

However, this recovery o f  capital can only be used in any month where the price is 
above the floor price o f  S 40 per barrel, escalated with C’Pl inflation.

Any past investment not recovered on Decem ber 31, 2012. "falls o f  the table" and can no 
longer be used.

The fixed period of 7 years seems reasonable since it can be anticipated that there will be 
one or m ore years where the price is below the floor price. Also com panies would need 
one or two years to gear up for a higher level o f  investment.

The following table provides a com prehensive exam ple o f  how the system would work.

It is assumed that in years 2009 and 2010 the actual price would be below the escalated 
floor price and therefore during these two years no inv estment recov ery would take place. 
CPI escalation is assumed t 2%.

Examples:

C om pany A has invested S 18u0 million during the last live years. This com pany is 
prepared to significantly increase the level o f  investment. In fact, in total the com pany 
actually invests S 5400 during the 7 year period. Com pany A would fully recover the 
prior investment in 2012. During years 2006, 2007, 2008 and 201 I when prices are high 
the com pany receives a tax credit o f  50%. Due to the two years o f  no recovery the tax 
credits are only  40%. T h e  r . .. age tax credit rate is 46.7%.



C om pany  B has invested only S 500 million during the prior live years. However, this 
com pany is also accelerating its investments in the future significantly. Total 
investments over the 7 year period arc $ 3700 million. This com pany  recovers its past 
investment in the first three years and receives a tax credit o f  5 0%  in these years. 
Thereafter the com pany is no further eligible for past investment recovery. In years 4 - 7  
the com pany therefore only  receives the 40%  tax credit. The com pany fully recovers 
its capital, but the average tax credit rate over the 7 year period is only 42.7%

C om pany  C decides to reduce its rate o f  investment. Over the 7 year period the 
investments are S 1500 million, equal to the total incurred during the prior 5 years. In 
this case the com pany will get a tax credit o f  50%  in every year that the price is over the 
floor price. However, in total Com pany will only recover S 550 million o f  its S 1500 
million prior investment. On December 31, 2012 S 950 million “ falls o f th e  table” .

2 for 1 concept of Investment Recovery based on 20/20 system($ million)
2006 2007 2008 2009 2010 2011 2012 Total Rocovery AveragePnce Floor S40 00 $40 80 $41 62 $42 45 $43 31 S44 16 $45 05 percentage TaxActual Price 560 555 S52 $39 $41 $46 $49 Credit

Company APrevious Investments 1800Investments 400 600 800 600 800 1000 1200 5400Investment Recovery 200 300 400 0 0 500 400 1800 100.0%Tan Credits 200 300 400 240 320 500 560 2520 46 7%Net Investment 200 300 400 360 480 500 640 2880
Company BPrevious Investments 500Investments 700 400 600 600 700 600 600 3700Investment Recovery 100 200 200 0 0 0 0 500 100.0%Tax Credits 100 200 280 240 280 240 240 1580 42.7%Net Investment 100 200 320 360 420 360 360 7120
Company CInvestments 1500Investments 200 300 200 200 200 200 200 1500Investment Recovery 10U 150 100 0 0 100 100 550 36.7%Tan Credits 100 150 100 80 80 100 100 710 47.3%Net Investment 100 150 100 120 120 100 100 790



ALASKA STATE LEGISLATURE
S e n a t e  R e s o u r c e s  C o m m i t t e e

S en a to r T o m  W ago ner, C h a ir
State Capitol, Room 427 
Juneau, A K  99801-1182 

Official Bur.iness Phone: (907) 465-4907 Fax: (907) 465-4779
Senator Ralph Seekins, Vice-Chair Senator Fred Dyson
Senator Be1. Stevens Senator Bert Stedman
Senator Kim Elton Senator Albert Kookesh

D A T E : M a r c h  19 , 2 0 0 6

T O : M e m b e r s , S e n a t e  R e s o u r c e s  C o m m i t t e e

-r LF R O M : S e n a t o r  T o m  W a g o n e r , C h a i r  .
S e n a t e  R e s o u r c e s  C o m m i t t e e ^  -

R E : S B  3 0 5  A m e n d m e n t p r o c e d u r e s

I h a d  h o p e d  to  h a v e  a n o u  c o m m i t t e e  s u b s t i t u t e  in t im e  fo r y o u  to r e v ie w  it 
a n d  m a k e  p r e s e n t y o u r a m e n d m e n t s  to th a t n e w  C S . H o w e v e r , it is n o t 

p o s s ib le  to g e t it to y o u  in a t im e ly  m a n n e r .

T h u s , w e  a re  g o in g  to  u s e  th e  c u r r e n t c s , v e r s io n  “Y " , d a t e d  3 /1 6 / 0 6  a s th e 

b a s e  d o c u m e n t .

I a m  p re p a r in g  a m e m o r a n d u m  to th e  d r a f t e r to  p ro v id e  a m e n d m e n t s  to 
th a t d o c u m e n t . I w i l l h a v e  th a t m e m o r a n d u m  c o m p le t e d  to m o r r o w  a n d  w i l l 
p r o v id e  y o u  w i t h  a c o p y  o f it, s o  y o u  w il l h a v e  s p e c i f i c s  o n  w h a t w i l l b e 
p ro v id e d  a s a m e n d m e n t s .

T h e  m e m o r a n d u m  w i l l b e  s t r u c tu r e d  to re f le c t th e  fo l l o w in g :

1. T e c h n ic a l A m e n d m e n t s
2. A d m in i s t r a t i v e  A m e n d m e n t s
3. S u b s t a n t i v e  A m e n d m e n t s



M e m o r a n d u m  t o  S e n a t e  R e s o u r c e s  C o m m i t t e e  P a g e  T w o  o f  T w o
d a te d  3 - 1 9 - 0 6

T e c h n i c a l  A m e n d m e n t s  w i l l in c lu d e  i te m s p r e v io u s ly  id e n t i f ie d  o n F r id a y  
b y M a r y  J a c k s o n  a n d  n o te d  in h e r h a n d  o u t o n  th a t d a te . A ls o  in c lu d e d  a s 

a te c h n ic a l a m e n d m e n t w il l b e  th e  m a t t e r  o n p a g e  11 , l in e  14 , s u b s e c h o n  
( f) th a t w a s  a n  in c o r r e c t d ra f t in g  in s e r t io n  f r o m  la n g u a g e  in th e  c o m p a n io n  
h o u s e  b il l . (T h is  w a s  id e n t i f ie d  d u r in g  th e  F r id a y  m e e t in g  b y  S e n . B e n  

S te v e n s . )

A d m i n i s t r a t i v e  A m e n d m e n t s  w il l b e th o s e  s u g g e s t i o n s , th a t I c o n c u r  w i th , 
t h a t w e re  id e n t i f ie d  b y e i t h e r M r . D ic k e r s o n  o r M s . W i l s o n  a t th e i r 
p r e s e n ta t i o n  o n  S a tu r d a y . T h e y  b r o u g h t u p a n u m b e r  o f p o in ts , m o s t o f 
w h ic h  h a d  b e e n  p r e v io u s ly  id e n t i f ie d  a s i te m s o f c o n c e r n  a n d  a re  
a d d r e s s e d  a s te c h n ic a l a m e n d m e n t s . I n o te  th a t t h e r e  w e r e  tw o  
s u g g e s t e d  " f i x e s ” t h a t th e y  p ro v id e d  a n d th e y  d id  n o t p r o v id e  a n y  w r i t t e n  
d o c u m e n t a t i o n  o f t h e i r  te s t im o n y  o n S a tu r d a y .

S u b s t a n t i v e  A m e n d m e n t s  th a t I h a v e  id e n t i f ie d  a r e  th r e e  fo ld :

•  O n e  is a r e p la c e m e n t f o r th e  p r o g r e s s iv i t y  is s u e  o n p a g e s  5 a n d  6, 

( th is  h a s  b e e n  p ro ' io u s ly  id e n t i f ie d  b y m y  o f f i c e  a s  a n is s u e  th a t w a s  
e x p e c te d  to c h a n g e . )  W e  a re  w o r k in g  w i th  o n e  o f th e  c o m m i t t e e  
m e m b e r s  o n th is  a n d  e x p e c t to h a v e  a re s o lu t io n  to  it e i t h e r la te th is 

a f t e r n o o n  o r to m o r r o w  m o rn in g .

•  T h e  s e c o n d  is th e  r e p la c e m e n t fo r th e  $ 7 3  m i l l i o n  d e d u c t i o n  (a ls o  
n o te d  a s  a n is s u e  th a t w a s  e x p e c te d  to c h a n g e )  a n d  I a m  a t t a c h in g  
tw o  o p t io n s  th a t I w il l b e p la c in g  b e fo r e  th e  c o m m i t t e e  fo r y o u r 
c o n s id e r a t i o n . P le a s e  n o te  th a t th a t " s t a n d a r d s ” h a v e  b e e n  id e n t i f ie d  
a s a n  is s u e  a n d  I w a s  a d v is e d  b y M r. D ic k in s o n  la s t F r id a y  th a t h e 
w o u ld  p r o v id e  s o m e . I h a v e  y e t to re c e iv e  s u c h  s ta n d a r d s .

•  T h e  th i r d  is s u e  fo r c o n s id e r a t io n  is a n e w  " c l a w - b a c k ” p ro v is io n , 
b a s e d  o n  Dr. P e d r o  V a n  M u e r s  c o n c e p t o f $ 2  in fu t u r e  to c la im  $1 in 
th e  p a s t . I am  a t t a c h in g  a c o p y  o f h is p r o p o s a l to  th is m e m o r a n d u m .

T h e r e  a re  tw o  o th e r is s u e s  I a m  f in a l i z in g  -  a b a n d o n m e n t a n d  th e  C o o k  

In le t e x e m p t io n .

Committee Staff: Mary Jackson (907) 465-4907 telephone (907) 465-4779 fax



Replacing S73 Million Per Producer Per Y ear Tax-Free Allowance 
With 4,000 B/D Tax Exemption for 7 Y ears for

March 16, 2006

Changes to select provisions o f  SB 305 as introduced:

Delete Section 21 (i) and (j).
Delete Section 36(d).

Insert the following as Section 21 (i):

(i) Except as limited by this subsection, for each oil and gas unit in the state, and for each 

oil or gas field in the state but outside an oil and gas u.:it, which first commences commercial 

production on or after July 1, 2006, the first 4,000 barrels o f  oil or oil equivalent produced each day 

during the first seven consecutive years o f  production shall be exempt from taxes levied under AS

43.55.011, and their value shall be excluded from the calculation o f  gross value at the point o f  

production, except that to the extent that the gross value at the point o f  production tor any one barrel 

o f  oil or oil equivalent exceeds $40, then the excess above $40 on that barrel o f  oil or oil equivalent 

is not exempt from taxes levied under AS 43,55 .011 anu shall be included in the calculation o f  gross 

value at the point o f  production. No producer may claim an exemption under this subsection to the 

extent that the exemption would result in a carried forward loss credit under AS 43 55.024. No 

single producer may claim further exemptions under this subsection once the total o f  all exemptions 

claimed on or after July 1, 2006 by the producer under this subsection equals or exceeds 10,220,000 

barrels of oil or oil equivalent. The Alaska Oil and Gas Conservation Commission shall have 

jurisdiction to resolve any disputes about what constitutes an oil and gas field or oil and gas unit for 

purposes o f  this subsection. The Department o f  Revenue, after consultation with the Department o f  

Natural Resources, shall resolve any dispute about the allocation o f  tax exemptions among multiple 

producers under this subsection. 1

1 DOR is working on standards to support this option
1


