


Replacing $73 Million Per P ro du ce r  Per  Y ear T ax -F ree  Allowance 
W ith  4,000 B/D Tax Exem, ion for 7 Years for

March 16, 2006

Changes to select provisions o f  SB 305 as introduced

Delete Secliuii 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,

4hut-to->4it-exte u t-«h fl4-Ri^tifOss vuhie  a l fh e -p o m t of-TH^nf R>r-anx-one-bnr-rel of-oil

o r-oil ep tuvttlent exceeds

no f fr-ow tn \^ 4 e * m f WHlef-A&43v$£4*44-nfHf shnUdM-AneRKkKfm-the-etrkmt

gfoss-vufwHit the iMHut <if-iH-odMi4HHi 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 produi r may claim further exemptions under this subsc\ non once the total o f  all exemptions 

claimed on or alter July I. 2006 by the producer under this subsection equals or exceeds 10,220.000 

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

juri diction to resolve anv disputes about what constitutes an oil and gas field or oil and gas unit for 

purposes o f  this subsection I he Department o f  Revenue, after consultation u ith the Department ol 

Natural Resources, shall resolve any dispute about the allocation > lax exemptions among multiple 

producers under this subsection 1

1 DOR is working on siandards io support this option



T w o  for O n e  System  
M a rc h  18, 2006 

P ed ro  van  M c u rs

The “Two for Om*" concept is designed to reform the “claw back” into a feature that 
would reward companies that have been traditionaMy strong investors in Alaska and are 
now, as a result ni the PPT law, be prepared to significantly increase the level o f  
investment.

T he  past investments would be the investments m ade from January  1, 200! to December 
3 1 ,20 0 5 .

It is suggested to establish a 7 year period from January 1, 2006 to Decem ber 31, 2 0 12. 
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 ti 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  $ 40 per barrel, escalated with CPI 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 o f  7 years seems reason-! 'e  since it can be anticipated that there will be 
one or more years where the price is below tic: floor price. Also com panies would need 
one or two years to gea( up for a higher level o f  investment.

The fu.lowing 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 investment recovery would take place. 
CPI escalation is assumed to be 2%.

Examples:

Com pany A has invested S 1800 million during the last live years, This com pany is 
prepared to significantly increase the level o f  investment, in fact, in total the company 
actually invests S 5400 during the 7 year period. C om pany A would fully recover the 
prior investment in 2012. During years 2006, 2007, 2008 and 2011 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%. The average tax credit rate is 46.7%.



Com pany  B has invested only S 500 million during the prior five years. However, this 
com pany is aLo accelerating its investments in the future significantly. Total 
investments over the 7 year period are $ 3700 million. This com pany recovers its past 
investment in the first three years and receives a tax credit o f  50%  in these years. 
Thereafter the com pany is .’O further eligible for past investm ent recovery. In years 4 - 7  
the com pany therefore only receives the 40%  tax credit. T he  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 ; curred during  the prior 5 years. In 
this case the company will get a tax credit o f  50%  u every year that the price is over the 
floor price. However, in total C om pany  will only recover S 550 million o f  its S 1500 
million prior investment. On D ecem ber 31, 2012 S 950 m i'fion “ falls o f  he table” .

2 for 1 concept of Investment Recovery based on 20/20 system($ million)
2006 2007 2008 2009 2010Pnce Floor $40 00 $40 80 $4162 $42 15 $43 30 ! 2011$44 16 2012 Total Recovery Avorage $45 05 percentage T <xActual Pnce $60 $55 $52 $39 $41 $46 $49 Credit

Company APrevious Inveslmenls Investments 1800 400 600 800 600 800 1000 1200 5400investment Recovery 200 300 400 U 0 500 400 1800 100 0%Tax Credits 200 300 400 240 320 500 560 2520 46.7%Net Investment 200 300 404 360 480 500 640 2880
Company BPrevious Investments Investments 500 200 400 600 600 700 600 600 3700Investment Recovery 100 200 200 0 0 0 0 500 100 0%Tax Credits 100 200 280 240 280 240 .40 1580 42.7%Net Investment 100 200 320 360 420 360 360 2120
Company CInvestmentsInvestments 1500 200 300 200 200 200 200 200 1500Investment Recovery 100 150 100 0 0 100 100 550 36.7%Tax Credits 100 150 100 80 80 100 100 710 47 3%Net Investment 100 150 100 120 120 100 100 790
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2 for 1 system

2 foi 1 c o n c e p t  of  I n v e s tm e n t  R e c o v e ry  b a s e d  o n  20/20 s y s t e m
($ m illio n )

Price Floor 
Actual Price

Com pany A
Previous Investments 1800
Investments
Investment Recovery
Tax Credits
Net Investment

Com pany B
Previous Investments 500
Investments
Investment Recovery
Tax Credits
Net Investment

Com pany C
Investments 1500
Investments
Investment Recovery
Tax Credits
Net Investment

2006 2007 2008 2009 2010 2011 2012 Tota l
$40.00 $40.80 $41 62 $42 45 $43 30 $44 16 $45 05
$60 $55 $52 $39 $41 $46 $49

400 600 800 600 800 1000 1200 5400
200 300 400 0 0 500 400 1800
200 300 400 240 320 500 560 2520
200 300 400 360 480 500 640 2880

200 400 600 600 700 600 600 3700
100 200 200 0 0 0 0 500
100 200 280 240 280 240 240 1580
100 200 320 360 420 360 360 2120

200 300 200 200 200 200 200 1500
100 150 100 0 0 100 100 550
100 150 100 80 80 100 100 710
100 150 100 120 120 100 100 790

Recovery Average 
percentage Tax

C red it

'00 .0%
46.7%

100.0%
42.7%

36.7%
47.3%
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Rating at $ 46 per barrel
large Companies

$ 2 6 $ 3 6 $ 2 6 $ 3 6

2 0 - 2 0 - 0 2 0 - 2 0 - 0 2 5 - 2 0 - 0 2 5 - 2 0 - 0

A l a s k a  C u r r e n t 1 9 6 1 6 1 1 9 3 1 5 8  r e g r e s s i v e

A l a s k a  P P T 1 5 4 1 4 7 1 5 8 1 5 3  n e u t r a l

N c  w a y 1 8 2 2 1 4 1 8 1 2 1 4  p r o g r e s s i v e

U K 6 8 6 3 6 8 6 3  n e u t r a l

U S  G O M 2 7 2 5 2 7 2 5  r e g r e s s i v e

N ig e r i a 8 0 9 2 8 0 9 2  p r o g r e s s i v e

A l b e r t a - O i l  S a n d s 8 0 7 4 8 0 7 4  n e u t r a l

A n g o l a 1 5 1 1 6 0 1 5 1 1 5 8  p r o g r e s s i v e

R u s s i a - S a k h a l i n 2 1 4 2 2 6 2 1 4 2 2 6  p r o g r e s s i v e

A z e r b a i j a n 1 6 8 1 5 8 1 6 8 1 5 7  U - s h a p e



Costs included in 20% tax credit
Capital costs that will be subject to 
a 20% tax credit:
Geophysica l surveys
Exploration Wells
Deve lopmen t Wells (incl. intangible 
costs).
Field facilities (tanks, separators, 
etc.)
Gas processing plants



Cook Inlet feature
Provide a tax free allowance for each company 
based on barrels of oil equivalent per day.

In order to ensure that it would only apply to small 
:ompanies, the amount of the allowance could 
be determined on the basis of the following 
formula:

Boepd = 5000 -  (Prod -  5000) x 0 1

Amount cannot be more than 5000 or less than 0
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TOTAL VISION

P P T  bill is th e  f irs t s te p  in a 
p ro c e s s  th a t  m a y  le ad  to  a 
s t r a n d e d  g a s  c o n tra c t .  T h e  
g a s  l ine  in tu rn  w il l s ig n i f ic a n t ly  
p ro lo n g  th e  life o f  th e  oil 
p ip e l in e  a n d  le ad  to  
c o n s id e r a b le  a d d i t io n a l oil 
d e v e lo p m e n ts .



TOTAL VISION

F i g u r e  1 
V o l u m e  S e e m  r i o s

w /o en h a n ce d w /o g a s  w ith e n h a n ce d / w ith g a s

1 .0 0 0 ,0 0 0
9 0 0 .0 0 0
8 0 0 .0 0 0
7 0 0 .0 0 0
6 0 0 .0 0 0
5 0 0 .0 0 0
4 0 0 .0 0 0
3 0 0 .0 0 0
2 0 0 .0 0 0  
1 0 0 .0 0 0

0
2 0 0 5 2 0 1 5 2 0 2 5

Y e a r

2 0 3 5 2 0 4 5
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TOTAL VISION
F ig u ie  9

A nn u a l O il S e v e ra n c e  T ax R e v e n u e s  ($mm )
W ith G a s lin e & E n h a n c e d V o lum e s 

$60

5 , 0 0 0

|  4 , 0 0 0

^  3 , 0 0 0
£
« 2 , 0 0 0

I  1 , 0 0 0

“  0

2 0 0 5  2 0 1 5  2 0 2 5  2 0 3 5  2 0 4 5

Y e a r

s q  2 5 / 1 5  2 5 / 2 0  2 0 / 1 5  2 0 / 2 0  1 7 . 5 / 1 5
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Tax rate and Investment

W ith in  th e  r a 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 ve l o f  in v e s tm e n t  a n d  ta x  
ra te .



TAX RATE AND INVESTMENT
Large Companies 

COMPETITIVENESS RATING INDEX
$36 2 0 -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

7



TAX RATE AND INVESTMENT

Level of Investment
20-20 25-20 30-20 30-15

Large Producers more same less much less
New Investors more more more more



COOK INLET

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



Promotion of Exploration
20/20 rating

Overall IRR NPV EMV GOV TAKE SUM
Subto ta l Subto ta l Subto ta l  Subto ta l TOTAL

Alaska Current 100 97 88 78 363
20-20-73 49 78 57 65 249
Norway 90 108 86 115 399
UK 31 30 24 52 137
US GOM 14 12 15 12 53
Nigeria 46 36 51 45 178
Alberta-Oil S a n d s 41 42 43 37 163
Angola 76 73 80 95 324
Russ ia-Sakhal in 116 103 118 108 445
Azerbai jan 97 81 98 53 329



Promotion of Exploration

T h e  P P T  bill a s  in t r o d u c e d  
a l r e a d y  s t r o n g ly  p r om o te s  
e x p lo ra t io n .  T h e r e  is n o  n e e d  
f o 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 dm 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 P PT



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 t ra c t .
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A LA S K A  LEG ISLATU R E  - LEG ISLAT IVE  A FFA IR S  A G E N C Y  
ILINE TELEC O N FER EN C E  ORDER FORM- ^ 1

Note: All Fields Must Be Completed

N e w  M e e t i n g  U p d a t e  t o  a n  e x i s t i n g  m e e t i n g  C C a n c e l  M e e t i n g

Sponsor and/or Committee Name: |Senate Resources

Date of Teleconference: |March 20, 21 & 22 

Start Time: | S End Time:

Chairing Site: [juneau

Testimony: r  Yes
r  No

Invitation Only
r  n / a

Ju n eau  Room: (205

Testimony Time Limit: r  i m jn
2 min
3 min 

<' 5 min
no time limit 

<• other - see instructions

ere be an Executive Session  during this meeting? Yes <• No 

Contact Person |mary jackson 

Telephone Number [4907 

Email Address jmaryJackson@ legis.state.ak.us

L IO
sites:

F ” Anchorage 
r  Barrow 
r  Bethel 
f  Cordova 
r  Delta Junction 
r  Dillingham 
r  Fairbanks 
I-  Glennallen 
r  Homer 
F  Ju n eau  
r  Kenai 
r  Ketchikan 

Kodiak 
r  Kotzebue 
r  Matsu 
f-  Nome

Other sites  a  Yes 
may ad d ?  r  Nq

http://intranet.legis.state.ak.us/)ios/teleconference_forms/teleconfcrence_form.php 3/18/2006
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VIDEO CONFERENCING - Video Conferencing is available in the Juneau, Anchorage and Fairbanks Legislative Information Offices. 
For more information or to schedule a video conference call the Juneau LIO at (907) 465-4648.
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Testimony o f James D. Weeks 
On CS for SB 305 

Oil and Gas Production Tax 
Alaska State Senate Resources Committee

20 March, 2006

Mr. C h a irm an , d is tin g u is h e d m em be rs o f th e S ena te R e so u rc e s C om m itte e . M y 
nam e is J im  W eeks , and I am he re to d a y re p re se n tin g U ltra S ta r E xp lo ra tio n LLC , 
based in A n ch o ra g e , w ith o ffice s a t 3111 C S tre e t, S u ite 500 . T h a n k s fo r the 
o p p o r tu n ity to te s tify ~n th is im po rta n t leg is la tio n aga in .

I w a n t to m ake a fe w  b r ie f com m en ts on th e C om m itte e S u b s titu te :
I've seen tw o op tio n s be ing p ro p o se d to re p la ce the $73 m illio n a llow a n ce . 
U ltra S ta r p re fe rs O p tio n 2, w h ich e lim in a te s the $4 0 /b a rre l o il p r ic e ce ilin g a b o ve 
w h ich the e xem p tio n w ou ld no t app ly . It se em s th a t if th e le g is la tu re is w illin g to 
g ra n t a 10 ,2 2 0 ,0 0 0 ba rre l pe r new fie ld e xem p tio n , then it s h o u ld n ’t m a tte r how 
fa s t th a t e xem p tio n is re co ve re d , and so o n e r is b e tte r th an la te r fo r in d u s try . I 
a lso h e a r th a t the C om m itte e m ay be con s id e r in g an in c re a se o f the 4 0 0 0 ba rre ls 
pe r d a y to 5000 , and lifting the to ta l o f th e e x em p tio n s to a co rre s p o n d in g
1 2 ,7 7 5 ,0 0 0 ba rre ls . T h is is m ore co n s is te n t w ith th e A dm in is tra t io n 's in itia l 
p ro p o sa l, a nd is a ch a n g e I e n co u ra g e you to m ake .

I q u e s tio n th e need fo r a 7 ye a r tim e lim it a fte r w h ich the ta x e xem p tio n w ill 
e xp ire A ga in , it se em s if yo u 're w illin g to g ra n t a 10 o r 13 m illio n ba rre l 
e xem p tio n , th en th e re is no need fo r a tim e lim it, and w e re com m en d th a t it be 
d e le te d . In du s try w ill do e ve ry th in g e co n om ica lly fe a s ib le to use up the 
e xem p tio n as soon as po ss ib le , bu t w e ll p ro d u c tiv ity and co n s e rv a tio n issue s 
m ay no t a llow  fo r th a t to be the case in all in s tan ces .

B o th o p tio n s to rep la ce th e $73 m illio n a llow ance nam e the A la s k a O il and G as 
C on se rv a tio n C om m is s io n (AO G CC ) as be ing the "re fe ree " to re so lv e d is p u te s 
ab o u t w h a t co n s titu te s an o il and gas fie ld o r un it W e ag re e w ith th e se le c tio n o f 
th e AO G C C  fo r th is ro le , bu t re com m end you c la r ify yo u r in te n t reg a rd in g 
e lig ib il ity fo r th e 4000 ba rre ls pe r day e xem p tio n d e s c r ib e d in th e firs t th re e lin e s 
o f S e c tio n 21 (i). In add itio n to p ro v id in g in ce n tiv e s and ta x e xem p tio n s fo r the 
d rillin g o f new fie ld w ild ca ts , if th e C om m itte e w an ts e ve ry com pan y , la rge and 
sm a ll, c u rre n t p rodu ce r, o r w ann a b e s like us, to be po k in g a ro u n d the fr in g e s o f 
e x is tin g re se rvo irs , as w e ll as look ing de e p e r and s h a llo w e r w ith in the 
b o u n d a r ie s o f e x is tin g un its ; then I su g g e s t the fo llow in g :

W hen the PP T be com e s e ffe c tive , e s ta b lis h a "ring fe n ce " a ro u n d ex is tin g , 
p ro d u c in g un its . C u rre n t p ro du c tio n from  the se un its w ou ld no t re ce iv e the 4 0 0 0  
ba rre l p e r day exem p tio n . If pe rip he ra l d rillin g o u ts id e o f th a t ring fe n ce co n firm s 
com m e rc ia l h yd ro ca rb o n s and ju s tif ie s un it e xp a n s io n s , then th o se e xp a n d e d



a re a s sh ou ld be e lig ib le fo r the ta x e xem p tio n s and exp lo ra tio n and d e ve lo pm en t 
c re d its co n tem p la te d in C SSB 305 . D ee p e r and s h a llo w e r accum u la tio n s , d rille d 
w ith in e x is tin g un its a fte r Ju ly 1, 2006 , shou ld a lso be e lig ib le . If th e cu rre n t 
p ro d u c in g u n it ow ne rs re ce ive a 4 0 0 0 ba rre l p e r d a y exem p tio n on cu rre n t 
p ro d u c tio n , w h ich m eans ve ry little to them , th e y ha ve w ill no a d d it io n a l in ce n tiv e 
to pu sh the e n ve lo p e . If how eve r, th e e xem p tio n app lie s on ly to nov ' p ro d u c tio n 
w ith in an e x is tin g o r e xpanded un it, it p ro v id e s a m ea n in g fu l in cen tive .

La s tly , I’d like to re g is te r m y su p p o rt o f Dr. Van M eu rs “Tw o fo r O ne S ys tem ” tha t 
he sum m a r iz e d on M arch 18.

T h a n k s fo r th e op p o r tu n ity to te s tify a t th is im po rta n t p ro ceed ing .

J am e s D. W ee ks 
M anag in g M em be r 
U ltra S ta r E xp lo ra tio n LLC 
90 7 -2 5 8 -2 9 6 9



Mary Jack so n

From:
Sent:
To:
Subject:

Wayne Stevens [wstevens@alaskachamber.com] 
Monday, March 20, 200b 7:19 PM 
Mary Jackson 
Testimony for CSSB 305

Attachments: Wayne A. Stevens.vcf; testimony for CSSB 305 PPT.doc

Wayne A. testimony for CSSB 
Stevens.vcf (808 B) 305 PPT.doc...

Ms. Jackson,
At the request of Senator Waggoner, I am forwarding my comments presented at the Senate 
Resources Committee meeting this afternoon.
Regards
Wayne

Wayne A. Stevens 
President/CEO
Alaska State Chamber of Commerce 
217 Second St., Suite 201 
Juneau, Alaska 99901 
907-586-2010
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Mary Jack so n

From: Wayne Stevens [wstevens@alaskachamber.com]
Sent: Monday, March 20, 2006 7:19 PM
To: Mary Jackson
Subject: Testimony for CSSB 305

Attachments: Wayne A Stevens.vcf; testimony for CSSB 305 PPT doc

1 2
Wayne A. testimony for CSSB 

Stevens.vcf (808 B) 305 PPT.doc...
Ms. Jackson,

Ac the request of Senator Waggoner, I am forwarding my comments presented at the Senate 
Resources Committee meeting this afternoon.
Regards
Wayne

Wayne A. Stevens 
President/CEO
Alaska State Chamber of Commerce 
217 Second St., Suite 201 
Juneau, Alaska 99801 
907-586-2010

mailto:wstevens@alaskachamber.com


The Alaska State Chamber o f  Commerce supports a revision to the current Alaska oil & 
gas production tax. We also support a change in production tax, to a net profit tax with 
tax incentives for oil & gas exploration and reinvestment.

Through the PPT legislation, the Legislature has the opportunity to help define the pace 
o f  North Slope oil production for both the near- and long-term.

While the oil and gas industry in the State appears to be generally supportive o f  the 
Governor's 20/20 oil tax proposal, the State Chamber stands firm with its traditional 
position that any increase in taxes needs to be carefully scrutinized for detrimental 
impacts on investment in the State.

If the Legislature chooses a tax rate that is higher than that p.oposed by the Governor, the 
Chamber has concerns about the impact on exploration and other investment, job growth 
and economic development in the State. We believe higher taxes could accelerate the 
rate o f  producti i decline, w ith even greater impact on jobs and economic growth in the 
State.

The Chamber is concerned that calls for a greater tax take from the oil and gas industry 
may result in damage to the long-term future for Alaskans in favor o f  a short term 
unsustainable revenue gain.

Current North Slope production is not declining because taxes are too low.

While the Legislature addresses an increase in oil taxes, the Chamber recommends they 
also consider developing a long-term state fiscal plan that would make Alaska a more 
stable economy attractive to private sector investment.
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March 20, 2006

Senator Tom Wagoner
Chair, Senate Resources Committee
Alaska State Legislature
State Capitol
Juneau, AK 99801-1182

Re: CSSB 3 0 5 -  Petroleum Production Tax

Dear Senator Wagoner:

On behalf of the Resource Development Council for Alaska, Inc., (PDC), I am writing 
to provide comments on the Committee Substitute (CS) to Senate Bill 305.

RDC is a  private, non-profit business association comprised of individuals and leading 
companies from Alaska’s oil and gau. mining, forest products, hsheries and tourism 
industries. The association's membership also ircludes construction companies, local 
communities. Native corporations, organized labor and a  wide range of irxfustry- 
support firms. RDC’s  mission is to grow Alaska’s  economy through the responsible 
development of the state 's natural resources.

There is a strong consensus among our oil and g as  members, both large and small, 
that the Legislature Is moving in the wrong direction with the Governor's proposed 
petroleum production tax. Even our members outside the oil patch fear the legislation 
would enact a  new tax regime with massive potential long-term consequences to the 
well-being of Alaska's largest industry, the state’s  general fund and the economy.

The proposed legislation targets the one Industry already responsible for providing 
nearly 90 percent of Alaska’s  genera ' fund revenues through taxes and royalties 
during a  time when the state Is already experiencing budget surpluses and does not 
have a  long-term plan in place to m anage the money going forward. RDC has been 
working with other business, community and social service organizations in 
advocating for the development of a  long-term s ta te  fiscal plan for nearly a  decade 
We have argued the state must do more to bring recurring revenues in line with 
expenditures in order to achieve tax stability and create a  positive and predictable 
bus s ss  climate. How the state m anages surplus revenues Is as  Important as 
managing deficits when it con e s  to accomplishing these policy goals.

A major concern of our members is that the committee substitute appears to have an 
increasing concentration on short-term revenues for the state, but potentially at the 
expense of the long-term investment needed to slow the decline in oil production. By 
jeopardizing investment, the bill puts at risk long-term pioduction and corresponding 
state revenues. Approximately half of the production currently forecasted over the next

'1 W ctt Fti«w*«d, Suite250, Anchoreje, Aloeka 99503-2035 
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decade directly hinges on new investments yet to be committed by industry. Unless additional 
investments are made, the decline will continue at the current rate and 9tate revenues will fall 
short o f projections. A laska needs more Industry Investment to slow the decline, not the seme or 
less.

The tax regime ultimately approved by the Legislature will directly impact how attractive A laska is 
fo r investm en t and that in turn will have a direct Impact on declining production. RDC believes it 
is In the best interest of A laska to focus on production -  growing the pie -  rather than Increasing 
the state take from a sharp ly declining production curve. Greater Investment means higher 
production, which will resuit in Increased revenues to the state over a longer period of time.

Almost every proposed change in the committee substitute amounts to an increase In 
government take on the Industry when compared with the Governor’s original proposal and will 
not help attract the additional investment to maxim ize resource production.

In conclusion, RDC Is concerned the comm ittee substitute will put Alaska at j  competitive 
disadvantage, given its challenged resource base, high cost environment, distance to market 
a r J the urgent need to attract very large amounts of capital to slow the decline in production. If 
enacted, the committee substitute will leave Alaska with the highest cost structure in the United 
States, when total government take (federal, state, local) and operating costs are factored into 
the Investment equation.

The challenge fo r the Legislature is to strike the proper balance between A laska getting its 
appropriate share of the wealth generated by its own resources and providing the fiscal certa inty 
necessary to encourage the investment required to turn those resources Into wealth. We believe 
the direction the legislature Is moving with regard to the Governor’s original proposal will 
discourage investment and elevate the risk to long-term production and revenue.

Sincerely,

RESOURCE DEVELOPMENT COUNCIL 
For A laska, Inc.

Tadd Owens 
Executive Director

121 W ell Rrnw«*d. Suita 250, Anchorago, Alack* 99303-2035 
Phonr: 907/276-0700 Fax: 907/276-3887 Email: Rftotiro.'tCaVrdc.org Webait*; w w w  akrde.org



Testim ony o f James D. Weeks 
On CS fo r SB 305 

Oil and Gas Production Tax 
Alaska State Senate Resources Committee

20 March, 2006

M r. C h a irm a n , d is t in g u is h e d  m em b e rs  o f th e  S e n a te  R e s o u rc e s C om m itte e . M y 
n am e is J im  W e e k s , a n d I am  h e re  to d a y  re p re s e n t in g  U lt ra S ta r E x p lo ra t io n  LLC , 
b a s e d in A n c h o ra g e , w ith  o ff ic e s  a t 3111 C S tre e t, S u ite  50 0 . T h a n k s  fo r th e 
o p p o r tu n ity  to te s t ify  o n th is im p o r ta n t le g is la t io n  a g a in .

I w a n t to  m a k e  a fe w  b r ie f c o m m e n ts  o n  th e C om m itte e  S u b s titu te :
I 'v e s e e n  tw o o p t io n s  b e in g  p ro p o s e d  to re p la c e  th e  $ 7 3 m illio n  a llo w a n c e . 
U ltra S ta r p re fe rs  O p tio n  2, w h ic h  e lim in a te s  th e  $ 4 0 /b a r re l o il p r ic e  ce ilin g  a b o v e  
w h ic h  th e  e x em p t io n  w o u ld  n o t a p p ly . It s e e m s th a t if th e  le g is la tu re  is w ill in g  to 
g ra n t a 1 0 ,2 2 0 ,0 0 0  b a rre l p e r n e w  fie ld  e x em p tio n , th e n  it s h o u ld n ’t m a tte r h ow  
fa s t th a t e x em p t io n  is re c o v e re d , a n d s o o n e r is b e tte r th a n  la te r fo r in d u s try . I 
a ls o  h e a r th a t th e C om m itte e  m a y be c o n s id e r in g  an in c re a s e  o f th e 4 0 0 0  b a rre ls 
p e r d a y to  5 0 0 0 , a n d lif t in g th e  to ta l o f th e  e x em p t io n s  to a c o r re s p o n d in g
1 2 ,7 7 5 ,0 0 0  b a rre ls . T h is  is m o re  c o n s is te n t w ith  th e A dm in is t ra t io n 's  in it ia l 
p ro p o s a l, a n d is a c h a n g e  I e n c o u ra g e  yo u to  m a ke .

I q u e s t io n  th e ne e d fo r a 7 y e a r t im e  lim it a fte r w h ic h  th e  ta x e x em p t io n  w ill 
e x p ire . A g a in , it s e em s if y o u ’re w ill in g  to  g ra n t a 10 o r 13 m illio n  b a rre l 
e x em p t io n , th e n th e re  is no n e e d fo r a tim e lim it, a n d w e re c om m e n d  th a t it be 
d e le te d . In d u s try  w ill d o e v e ry th in g  e i n om ic a lly  fe a s ib le  to u se up th e 
e x e m p t io n  a s so o n a s p o s s ib le , b u t w e ll p ro d u c t iv ity  an d c o n s e rv a t io n  is s u e s 
m a y n o t a llo w  fo r th a t to  be th e c a s e  in a ll in s ta n c e s .

B o th  o p t io n s  to re p la c e  th e  $ 7 3 m ill io n  a llo w a n c e  n am e th e  A la s k a  O il a n d G a s 
C o n s e rv a t io n  C om m is s io n  ( O G C C ) a s be in g th e  " re fe re e " to re s o lv e  d is p u te s 
a b o u t w h a t c o n s t itu te s  a n o il a n d g a s fie ld  o r un it. W e  a g re e  w ith  th e  s e le c t io n  o f 
th e  A O G C C  fo r th is  ro le , b u t re c om m e n d  yo u c la r ify  y o u r in te n t re g a rd in g  
e lig ib il i ty  fo r th e 4 0 0 0  b a r re ls  p e r d a y e x em p t io n  d e s c r ib e d  in th e f irs t th re e  lin e s 
o f S e c t io n  21 (i). In a d d it io n  to p ro v id in g  in c e n t iv e s  a n d ta x e x e m p t io n s  fo r th e 
d r illin g  o f n e w  fie ld  w ild c a ts , if th e  C om m itte e  w a n ts e v e ry  c om p a n y , la rg e an d 
sm a ll, c u r re n t p ro d u c e r , o r w a n n a b e s  lik e us , to be p o k in g  a ro u n d  th e fr in g e s o f 
e x is t in g  re s e rv o irs , a s w e ll a s lo o k in g  d e e p e r a n d s h a llo w e r w ith in  th e 
b o u n d a r ie s  o f e x is t in g  un its ; th e n I s u g g e s t th e  fo llo w in g :

W h e n  th e  P P T b e c o m e s e ffe c t iv e , e s ta b lis h  a "r in g fe n c e " a ro u n d  e x is t in g , 
p r J u c in g  u n its . C u r re n t p ro d u c t io n  from  th e s e  u n its w o u ld  n o t re c e iv e  th e  4 0 0 0  
b a rre l p e r d a y  e x em p t io n . If p e r ip h e ra l d r il l in g  o u ts id e  o f th a t rin g fe n c e  c o n firm s 
c o m m e rc ia l h y d ro c a rb o n s  a n d ju s t i f ie s  u n it e x p a n s io n s , th e n  th o s e  e x p a n d e d



a re a s s h o u ld  be e lig ib le  fo r th e  ta x  e x em p t io n s a n d e x p lo ra t io n  a n d d e v e lo p m e n t 
c re d its  c o n te m p la te d  in C S S B  3 0 5 . D e e p e r a n d s h a llo w e r a c c u m u la t io n s , d r ille d  
w ith in  e x is t in g  u n its a f te r J u ly  1, 2 0 0 6 , s h o u ld  a ls o  be e lig ib le . If th e  c u r re n t 
p ro d u c in g  u n it o w n e rs  re c e iv e  a 4 0 0 0  ba rre l p e r d a y  e x e m p t io n  o n  c u r re n t 
p ro d u c t io n , w h ic h  m e a n s v e ry  lit t le  to th em , th e y  h a v e  w ill n o a d d it io n a l in c e n t iv e  
to p u sh f h e e n v e lo p e . If h ow e v e r , th e  e x em p t io n  a p p lie s o n ly  to  n ew  p ro d u c t io n  
w ith in  an e x is t in g  o r e x p a n d e d  u n it, it p ro v id e s a m e a n in g fu l in c e n t iv e .

L a s tly , I'd lik e to re g is te r m y s u p p o r t o f D r. V a n M e u rs "T w o fo r O n e S y s te m ” th a t 
he s um m a r iz e d  o n M a rc h  18.

T h a n k s fo r th e  o p p o r tu n ity  to  te s t ify  a t th is  im p o r ta n t p ro c e e d in g .

J am e s D. W e e k s 
M a n a g in g  M em b e r 
U ltra S ta r E x p lo ra t io n  LLC  
9 0 7 -2 5 8 -2 9 6 9



S e n a t e  R e s o u r c e s  C o m m i t t e e
2? 

M a r c h  W

1 ) C a l l  t o  O r d e r  -  n o t e  t im e  -  n o t e  m  a m b e r s  p r e s e n t

Bring at tention of com m it tee  to m e m o  from m e  laying on th e  p ro ced u re  on 
a m e n d m e n t s  a n d  a lso  a d d e d  info on p ro p o sed  a m e n d m e n t s .

2 )  T o d a y  w e  h a v e  a  p u b l i c  h e a r i n g  a n d  t h e n  w e  w i l l  c o n t i n u e  w i t h  

q u e s t i o n s  f r o m  P e d r o  v a n  M u e r s .

3 )  W e  w i l l  d i s t r i b u t e  t h e  m e m o  t o  l e g a l o n  t h e  a m e n d m e n t s  b y  5 p m  

t o d a y .

W e  w i l l  N O T  h a v e  a  m e e t i n g  t o m o r r o w ,  s o  e v e r y o n e  c a n  c o n s i d e r  

w h a t  a m e n d m e n t s  a r e  b e i n g  o f f e r e d  a n d  w h a t  a m e n d m e n t s  y o u  

m a y  w i s h  t o  o f f e r .

4 )  M e e t i n g  a d j o u r n e d  a t  .





F rank H. M urkowsk i
Governor

G O V E R N O R ^ G O V  S T A T E  A K  U S

M a r c h  2 2 , 2 0 0 6

T h e  H o n o r a b le  T o m  W a g o n e r 
C h a ir . S e n a te  R e s o u r c e s  C o m m i t t e e  
S ta te  C a p i t o l , R o o m  4 2 7  
J u n e a u , A K  9 9 8 0 1

Re : C S  fo r S B  3 0 5

D e a r S e n a to r  W a g o n e r ,

A s  w e  d is c u s s e d  la s t n ig h t , o n e  o f th e  a m e n d m e n t s  c u r r e n t l y  b e in g  
c o n s id e r e d  b y  th e  S e n a te  R e s o u r c e s  C o m m i t t e e  c o n c e r n s  th e  p o w e r s  o f 
th e  s ta te  to  a u d i t  t r a n s f e r  p r ic e s . A  re la te d  p a r t o f th e  a m e n d m e n t s e e k s  
to  im p o s e  a 2 0 %  p e n a l t y  fo r a ta x p a y e r f a i l i n g  to  p r o v id e  

c o n t e m p o r a n e o u s  d o c u m e n t a t io n  in  c o n n e c t io n  w i t h  a t r a n s f e r - p r i c in g  
a u d i t .

W h i le  w e  a p p r e c ia t e  th e  c o m m i t t e e ’s c o n c e r n  a b o u t m e c h a n is m s  to  
d e a l w i t h  t h i s  is s u e , w e d o  n o t b e lie v e  t h a t th e  p ro p o s e d  a u d i t  
a m e n d m e n t s  a re  n e c e s s a r y  to  th e  s u c c e s s fu l a d m in i s t r a t i o n  o f th e  
P e t r o le u m  P r o d u c t io n  T a x  (PPT ). T h e  a u d i t  m e c h a n is m s  in  p la c e  h a v e  
p ro v e n  a d e q u a te  a n d  s u c c e s s fu l o v e r th e  y e a r s .

F u r t h e r , th e  c o n s id e r a t io n  o f t h i s  is s u e  a p p e a r s  to  be d is t r a c t i n g  
fo c u s  f r o m  th e  g o a l o f p a s s in g  a PPT w h ic h  is  so c r i t i c a l to  A la s k a ’s 
f u t u r e . W e r e s p e c t f u l l y  s u g g e s t t h a t th e s e  a u d i t  a m e n d m e n t s  be 
re m o v e d  f r o m  c o n s id e r a t io n .

T h a n k  y o u  fo r  y o u r  c o n s id e r a t io n  a n d  h a r d  w o r k .

S in c e r e ly ,

< fcp ff Xt ( s v T

J ^ r n c s  F. C la r k
C h ie f o f  S ta f f

S t a t e  o f  A l a s k a

O FF IC E  O F THE GO VERNOR
J u n e a u

PO Box 1 lOOOl 
J u n e a u .  A l a s k a  9 9 8 1 1 0 0 0 1  

( 9 0 7 )  4 6 5 - 3 5 0 0  

F A X  ( 9 0 7 )  4 6 5 - 3 5 3 2  

W W W  G O V  S T A T E  A K  U S



A L A S K A  S T A T E  L E G I S L A T U R E

Official Business

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

Senator Tom Wagoner, Chair
State Capitol, Room 427 
Juneau, AK 99801-1182 
Phone: (907) 465-4907 Fax: (907) 465-4779

Senator Ralph Seekins, Vice-Chair 
Senator Ben Stevens 
Senator Kim Elton

Senator Fred Dyson 
Senator Bert Stedman 
Senator Albert Kookesh

DATE: March 22, 20 0 6

TO: R e s o u r c e  Com m it tee  M em b ers
/}

FROM: S e n a to r  Tom W ag o ner ,  Chair

RE: A m e n d m e n ts  for SB  305 -  today

Attached,  find the  p a c k e t s  for Technical  A m e n d m e n t  #1 an d  #2  a n d  the 
Administrative A m end m en t .

You will no te  that  they  co r re sp o n d  to the  information you rece ived  on 
Monday, w h ere  we a s k e d  J a c k  C hen o w e th  to p re p a re  a m e n d m e n t s  to the  
bill.

I would ap p rec ia te  your reviewing th e s e  two a m e n d m e n t  p a c k e t s  to 
de te rm ine  if w e  have  a l read y  taken  c a re  of an  a m e n d m e n t  that  you w e re  
thinking of offering.

It will cut down on the  t ime required in my office to d oub le  ch e c k  all the  
a m e n d m e n t s  an d  s e e  w h e th e r  the re  a re  dup l ica tes  an d  will a l so  cut  down 
on the  co m m it tee ’s  time.

If you turn in duplicative a m e n d m e n t s ,  I will h av e  to e i ther  rule that they  a re  
not in order, or I will a s k  that  you withdraw them.

I would ra ther  h av e  the  co m m it te e ’s  time s p e n t  on the  subs tan t ive  i s s u e s .  

Thank  you for helping out  in this p roces s .

C om m ittee Staff: Mary Jack son  (907) 465-4907 telephone (907) 465-4779 fax



S B  3 0 5  

T e c h n i c a l  A m e n d m e n t  #  1

T h i s  a m e n d m e n t  r e f e r s  t o  t h e  f o l l o w i n g  i t e m s  ( c r o s s -  

r e f e r e n c e  t o  3 - 2 0 - 0 6  “ Y ” V e r s i o n  A m e n d m e n t s )

T h e  i t e m s  a r e :

4 ,  6 , 7 , 9 , 1 0 ,  1 3  &  2 2 ,  1 4 , 1 5 , 1 7 , 1 9 ,  2 0 ,  2 1 ,  2 2  &  1 3

N O T E :

•  P a g e  2 , t h i s  i s  t o  b e  i n s e r t e d  f o l l o w i n g  t h e  s e c o n d  " i s ”

•  P a g e  2 , l i n e ,  1 3  . . .  t h i s  s h o u l d  r e a d  “ t r a n s f e r e e ’ s ”

•  P a g e  3 , l i n e s  8 - 1 5 :  A d m i n i s t r a t i o n  is  c h e c k i n g  o n  

w h e t h e r  t h e y  s t i l l  n e e d  t h i s  s e c t i o n  ( i t e m  # 6 )

Senate Resources Committee_______ March 22.10076
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24-GS2052VY.34
Chenoweth

3.21/06

A M E N D M E N T

O FFERED IN  TH E  S E N A T E  "

TO: CSSB 305(RES), Draft Version "Y"

Page 5, line 19. following "owner;":

Insert "and"

Page 5, line 20:

Delete "except as provided in (4) of this subsection,"

Page 5, line 26:

Delete and"

Insert

Page 5, lines 27 - 29:

Delete all material.

13

14 Page 7, lines 16 - 23:

15 De ete all material.

16 Insert "Notwithstanding any contrary provision o f  AS 43.05.280, interest on an

17 overpayment is allowed only from a date that is 90 days after the last day of the third month

18 following the calendar quarter of production, as described in this subsection, ano interest is

19 not allowed if the overpaym ent was refunded within the 90-day period. In addition, the

20 producer shall com ply  with the requirements of AS 43.55.030(a) and 43.55.030(e). In this

21 subsection, "calendar quarter" means each o f the three-m onth periods ending M arch 31,

22 June 30, Septem ber 30, and D ecem ber 31."

23

-1-



(

0

C iS " :y \
Insert "p ro d u c e d  a n d "

24-GS2052W .34

Page 8, line 21, following^is":

4 Page 11, lines 7 - 23:

5 Delete all material and insert:

6 "(e) A person to which a transferable tax credit certificate is issued under (d)

7 of this section may transfer the certificate to another person, and a transferee may

8 further transfer the certificate. Subject to the limitations set out in (a) - (c) of this

9 section, and notwithstanding any action the department may take with respect to the

10 applicant under ( 0  of this section, the owner of a certificate may apply the credit or a

1 1  portion of the credit shown on the certificate only against a tax due under

12 AS 4 3 .5 5 .0 1 1(e). However, a credit shown on a transferable tax credit certificate may

13 not be applied to reduce a icansferer's total tax due under AS 43 .55 .0 1 1(e) on oil and

14 gas produced during a calendar year to less than 80 percent o f  the tax that would

15 otherwise be due without applying that credit. Any portion of a credit not used under

16 this subsection may be applied in a later penod."

Rcletter the following subsections accordingly.

V)

Page 12, line 21:

Delete "(A)"

Page 12. line 22. following service”: 

Insert "economically"

30

31

Page 12, line 24:

Delete "similar"

Insert "any successor" 

Delete or"

Insert

L



A
2

3

4

V 5

6

7

8

9

/ 10

11

12

13

14

15

%

16

17
F t 18

19

20

V 21
TO

4*'7;
23

"241 [ 25

26

27

28

29

30

31

24-CjS2052\Y.34

Page 12, lines 25 29:

Delete all material.

Page 13, line 2:

Delete "(i)"

Insert "(h)"

Page 15, lines 4 - 7:

Delete all material and insert:

(e) In addition to other required information, the producer shall file a 

statement, on or before the last day of each calendar quarter o f  a y'ear, showing any 

adjustments or corrections to the statements that were required under (a) o f  this section 

to be filed for the three months o f the preceding calendar year during which the oil or 

sas  was produced. In this subsection, calendar quartei means each o f  the three- 

month periods ending March 31, June 30, September 30, and D ecem ber 31.

Page 16, line 26:

Delete "or"

Page 16. line 29:

Delete "a new subsection"

Insert "new subsections"

Page 17, line 19:

Delete "(A)"

Page 17. line 21: 

Delete ";" 

Insert

Pace 17. lines 22 - 23:

-3-



24-GS2052\Y.34

$ \ ° l

$ 2 0

A n \

4

5

6

7

8 

9

10

11

12

13

14

15

16 

17

18

19

20 

21

/i r> |l i~>'O'
23

Delete all material and insert:

"(e) A formula prescribed by the department under (d) o f  this section may not 

incorporate a reference to royalty value, royalty valuation m ethodology, oi royalty 

settlement agreement."

Page 19, line 3:

Delete "an"

Page 19, line 17:

Delete "the operator or a working interest owner"

Insert "a producer that is an operator"

Page 20, line 6:

Delete "of capital assets"

Page 21. line 3, following "service":

Insert "economically"

Page 21, line 5, following "similar":

Insert "regulatory"

Page 24, line 4, following "Code).":

Insert "as amended."

L -4-
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T e c h n i c a l  A m e n d m e n t  # 2

T h i s  a m e n d m e n t  r e f e r s  t o  t h e  f o l l o w i n g  i t e m s  ( c r o s s -  

r e f e r e n c e  t o  3 - 2 0 - 0 6  “ Y ” V e r s i o n  A m e n d m e n t s )

T h e  i t e m s  a r e :  

# 6
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j

24G-2
3/22/2006

(10:53 A .M .)

A M E N D M E N T

O FFE R E D  rN TH E SE N A T E  RESO U RCES BY

C O M M IT T E E

TO: C SSB  305(RES) (24-GS2052\Y) (3/16/06 W ork Draft: Chenoweth)

1 Page 29, following line 28:

2 Insert the following material:

3 "(e) Notwithstanding any contrary provision o f  AS 43.55.020(a), as repeah J and

4 reenacted by sec. 10 o f  this Act, or o f  AS 43.55.020(g), enacted t y  sec. 15 o f  this Act, for oil and

5 gas produced on  or after April 1, 2006, and before the first day o f  the first month that begins at

6 least 180 days after the effective date o f  secs. 10 and 15 o f  this Act,

7 (1) the am ount o f  the taxes that would have been levied upon the producer under

8 AS 43.55, as the provisions o f  that chapter read on March 31, 2006, is due on the last day o f  each

9  calendar month on the oil and gas that was produced from each lease or property during the

10 preceding month;

1 1 (2) the portion, i f  any, o f  the taxes levied under AS 43 .55 .0 1 1(a), as am ended by

12 sec. 5 o f  this Act, and under AS 4 3 .5 5 .0 1 1(e), (I), and (g), enacted by see. 7 of this Act, that

13 remains unpaid, net o f  any  credits applied as allowed by law, is due on the last day of the second

14 m onth  that begins at least 180 days after the effective date o f  secs. 5 and 7 o f  this Act.

15 (I) Notwithstanding any contrary provision o f  AS 43.55.030(a), as amended by sec. 18 o f

16 this Act, for oil and gas produced on or after April I, 2006, and before the first day o f  the first

17 month that begins at least 180 days after the effective date o f  sec. 18 o f  this Act, the person

18 paying the tax shall file with the Department of Revenue, at the tim e an amount o f  tax is due

19 (1) under  (e)(1) o f  this section, the statement required under former 

0 AS 43.55.030(a), as that subsection read on March 31, 2006; and

21 (2) under (e)(2) o f  this section, the statements req <cd under AS 43.55.030(a), as

I



1 am ended by sec. 18 o f  this Act.

2 (g) For purposes o f  taxes to be ca ulated and due under (e)(1) of this section and

3 statements to be filed under (0 (1 )  o f  this section, regulations that were adopted by the

4  Department o f  Revenue under AS 43.55, as the provisions o f  that chapter read on M arch 31,

5 2006, and that were in effect on that date apply to those taxes and statements."

6

7 Page 29, line 31, following "REGULATIONS":

8 i J e le te "."

9 Insert "AND RETRO A CTIV ITY  OF REG U LA TIO N S, (a)"

10

11 Page 30, following line 3:

12 Insert the following material:

13 "(b) Notwithstanding any contrary provision o f  AS 44.62.240, a regulation adopted by

14 the Department o f  Revenue to implement, interpret, m ake specific, or otherwise carry out the

15 provisions o f  secs. 5 - 8, 10 - 13, 15 - 18, 20, 24 - 35, and 37 o f  this Act may apply retroactively

16 as o f  April 1, 2006, if  the Department o f  R evenue expressly designates in the regulation that the 

1 7 regulation applies retroactively to that date."



A M E N D M E N T

OFFERED IN THE SEN A TE: BY SEN A TO R  W AG ONER
TO: CSSB 305(RES), draft version 24-GS2052\Y

Page 18. line 4: insert after "than zero"

If a producer does not produce taxable oil or gas during a month, the producer :s 

considered to have generated  a positive production tax value if the calculation described 

in this subsection yields a positive num ber because the producer’s adjusted lea e 

expenditures for a month arc less than zero as a result o f  the p roducer’s receiving a 

payment or credit under (e) o f  this section or otherwise.

Page 18. line 23: insert new paragraph (3)

(3) an explorer that has taken a tax credit under AS 43.55.024(b) or that has 

obtained a transferable tax credit certificate under AS 43.55.024(d) lo r  the amount ol a 

tax credit under AS 43.55.024(b) is considered a producer, subject to the tax levied under 

AS 43 .55 .0 1 1(e), to the extent that the explorer generates a positive production tax value 

as the result o f  the exp lorer’s receiving a paym ent or credit described in (e) o f  this 

section.



Senate Resources Committee March 22. 10076

S B  3 0 5  

A d m i n i s t r a t i v e  A m e n d m e n t  #  1

T h i s  a m e n d m e n t  r e f e r s  t o  t h e  f o l l o w i n g  i t e m s  ( c r o s s -  

r e f e r e n c e  t o  3 - 2 0 - 0 6  “ Y ”  V e r s i o n  A m e n d m e n t s )

T h e  i t e m s  a r e :

1 8 , 2 5 ,  1 7 , 1 8 ,  2 9 ,  3 0  a n d  3 1



A M E N D M E N T

O FFERED  IN THE SENATE: BY SEN A TO R  W AGONER
TO: CSSB 305(RES), draft version 24-GS2052\Y

Page 18, line 4: insert after ‘'than zero”

I f  a producer does not produce taxable oil or gas during a month, the producer is 

considered to have generated a positive production tax value i f  the calculation described 

in this subsection yields a positive num ber because the producer’s adjusted lease 

expenditures for a month are less than zero as a result o f  the p roducer’s receiving a 

payment or credit under (e) o f  this section or otherwise.

Page IS, line 23: insert new i aragraph (3)

(3) an explorer that has taken a tax credit under AS 43.55.024(b) or that has 

obtained a transferable tax credit certificate under AS 43.55.024(d) for the amount ol a 

tax credit under AS 43.55.024(b) is considered a producer, subject to the tax levied under 

AS 43 .55 .0 1 1(e), to the extent that the explorer generates a positive p roduction tax value 

as the result o f  the explorer’s receiving a payment or credit described in (e) o f  this 

section.



(A) an expenditure, when incurred, to acquire an item i f  the acquisition cost is otherwise 

a direct cost, notwithstanding that the expenditure m ay  be required to be capitalized 

r ither than treated as an expense for financial accounting or federal income tax purposes;

Page 21, line 9: replace “ am ounts that have not been paid” with 

amounts incurred

Page 21. lines 14-15: after “business entity1’ delete all material and insert 

, whether o r  not the transaction is treated as an asset sale for federal income tax purposes.

Page 19. line 29: replace (A) “ outlays for capital assets" with
*

t i ?

Page 21. line 16-17: replace “any payment o f  credit the producer receives for" with

certain paym ents or credits received by the producer, as provided in this subsection. If 

one or m ore payments o r  credits subject to this subsection are received bv a producer 

^  during a m onth  or, under (1) o f  this section, during a calendar year, and il either the total 

amount o f  the  payments or credits exceeds the am ount of the producer’s lease 

expenditures or the producer has no lease expenditures, the producer shall nevertheless 

\  subtract those  payments or credits from the lease expenditures or from zero, respectively,

and the p roducer’s adjusted lease expenditures for that m onth  or calendar year are a 

negative num ber and shall be applied to the calculation under (a) o l this section as a 

negative number. The paym ents or credits that a producer must subtract from the



producer’s lease expenditures, or from zero, under this subsection are paym ents or credits 

received by the producer for*
t y  Page 21, line 18-22: delete all material, insert
J '

(1) the use by  another person o f  a production facility in which the producer has an£
ownership interest or the managem ent by  the producer o f  a production facility under a 

m anagement agreement providing for the producer to receive a m anagem ent fee;

Page 22, line 1: replace (n) with fm) and after “ 2006;” insert

for purposes o f  this subsection, i f  a producer rem oves from the state, for use outside the 

state, an asset described in this bparagraph, the value o f  the asset at the time it is 

removed is considered a payment received by the producer for the transfer o f  the asset;

Page 23, line 28: insert “(b).” at the beginning o f  the line

Page 23, lines 29 through 30: replace (d)(2)(L) with (d)(2)(N) and delete “o r (d)(2)(M)”

Page 23, line 31: delete “(d)(2)(L) or (d)(2)(M)” and insert (c)(3)(A)



Page 24, line 10: delete “ (d )(2 )(L )”  and replace with (d )(2 )(N )

Page 24. line 4: insert after “ Revenue Code),” 

as amended,

Page 24, lines 12-13: after due; delete all material and insert

i f  a producer fails to com ply  with a request under this paragraph, there shall be added to 

any underpayment determ ined by the department under this section a penalty in the 

amount o f  20 percent o f  the underpayment.

Page 24, lines 14-27: delete all material and reorder

Page 24. lines 2S-30: delete all material and insert

(n) For purposes o f  determ ining the amount o f  the adjustment by subtraction that 

must be m ade to a p roducer’s lease expenditures as a result o f  the producer’s receiving a 

payment or credit under (e)(3)(A) o f  this section,

Page 25, lines 7-11: delete all material and reorder
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S B  3 0 5  

S u b s t a n t i v e  A m e n d m e n t  # 2

T h i s  a m e n d m e n t  r e f e r s  t o  t h e  f o l l o w i n g  i t e m s  ( c r o s s -  

r e f e r e n c e  t o  3 - 2 0 - 0 6  “ Y ” V e r s i o n  A m e n d m e n t s )

T h e  i t e m  is  # 2 6

N O T E :  T h i s  is  t h e  n e w  “ c l a w - b a c k ”  o r  2  f o r  1 p r o v i s i o n .



A M E N D M E N T

OFFERED IN THE SENA TE RESOU RCES B Y _________________________

C O M M ITTEE

TO: CSSB 305(RES) (24-GS2052\Y) (3/16/06 W ork Draft: Chenoweth)

Page 17, line 31, following "(2)", through Page 18, line 2:

Delete all material and insert "for a month that ends before April 1, 2013, and to the 

extent allowed under (g) o f  this section, less an amount o f  the producer's transitional investment 

expenditures that has not previously been deducted under this subsection."

Page 18. line 20:

Delete "(g)"

Insert "(g)(3)"

Delete ", but not m ore than 1/48 o f  a producer's transitional investment expenditures may 

be deducted in any month"

Page 22, line 13:

Delete "January 1, 2003"

Insert "April 1 ,2001"

Page 22, lines 1 8 - 1 9 :

Delete "on or after January 1. 2003. and"

Page 22. line 20:

D e le te ", multiplied by"

24G-2
3/22/2006

(12:54 P.M.)



Insert

3 Page 22, lines 21 - 26:

4 Delete all material and insert the following:

5 "(2) an amount o f  a producer's transitional investment expenditures may

6 be deducted under (a) o f  this section only to the extent that the amount does not exceed

7 (A) one-half  o f  the producer's qualified capital expenditures, as

8 defined in AS 43.55.024, that are incurred during the month, if  the producer does

9 not m ake an election under (f) o f  this section;

10 (B) 1/24 o f  the producer's qualified capital expenditures, as

11 defined in AS 43.55.024, that are incurred during the calendar year, ii" the

12 producer m akes an election under (f) o f  this section;"

13

14 Page 22, line 27:

15 Delete "(2) notwithstanding (1)"

16 Insert "(3) notwithstanding (2)"

17

18 Page 29, following line 2 v

19 Insert the following material:

20  "(d) N otwithstanding any contrary provision o f  AS 43.55.160(g)(2), enacted bv sec. 26

2 !  o f  this Act, for oil and gas produced on or after April 1, 2006, and before January 1, 20o7,

22 (1) the num ber "1/24" in AS 4 3 .5 5 .160(g)(2(B), enacted by sec. 26 o f  this Act,

23 shall be replaced by the num ber "1/18";

24  (2) the phrase "calendar year" in AS 43.55.160(g)(2)(B), enacted by sec. 26 o f

25  this Act. shall be replaced by the phrase "last nine m onths o f  the calendar year"."

26

27 Page 29, line 26:

28  Delete "(d)"

29  Insert "(e)"





4

Producer 2005 Daily Production
rv> tv

° (C
Anadarko

(BOE Equivalents)
S

27,801
Aurora 1,543
BP 354,670 f VChevron 44,757
Doyon 27
ExxonMobil 182,117
Forest 7,004
Marathon 27,705
ML&P 2,572
NANA 80
ConocoPhillips 426,087
XTOE Energy 3,345
Kerr-McGhee** 20,000
Pioneer** 20.000TOTAL 1,117,798
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Officia l Business

A L A S K A  S T A T E  L E G I S L A T U R 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

Senator Tom Wagoner, Chair
State Capitol, Room 427 
Juneau, AK 99801-1 ’ 82 
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

DATE: March 23, 200G
TO: Senate  Resources Committee
FROM: Senator Tom Wagoner, Chair
RE: SB 305 -  Miscellaneous Information

Yesterday, Senator Ben Stevens objected to the adoption of Technical 
Amendment #1, stating a point of order that the draft CS had not been adopted.

In fact, the draft CS was adopted last Friday -  see  the attached email.

Senator  Ben Stevens also requested a copy of the email sent by Rob Min^ 
regarding DOR's signing off on the Administrative Amendment. That too is 
attached.

My plan for today is as  follows:
1. at 10am, room #205, start with Administrative Amendment. The tax 

consu'iants will be calling in to speak directly with the committee.
2. We will then go to the pull-out from Technical #1 -  the issue of 

valuation on the basis of royalty settlement agreements.
3. We will then proceed w'»h:

a. Substantive Amendment #1 -  5,000 barrel issue
b. Substantive Amendment #2 -  new "claw back"
Please  note that I have attached a single-sided copy of these two 
amendments.

There are two more substantive amendments -  one pertains to progressivity and 
the other to private royalty.

There are also rum erous  amendments turned in by Senators Stedman/Stevens 
that pertain to many of the issues that were resolved in the technical amendment.

We are copying these amendments  and the added substantive amendn nnts and 
will hand them out shortly.

C om m ittee Staff: Mary Jackson  (907) 465-4907 telephone (907) 465-4779 fax



Page 1 o f I

Mary Ja c k so n

From : Ann Krekelberg

Sent: Thursday, March 23, 2006 8:35 AM

To: Mary Jackson

Subject: RE: cs sb 305

He moved to adopt it as the working document.

F rom : Mary Jackson
Sen t: Thursday, March , 2006 7:43 AM 
To: Ann Krekelberg 
S ub je c t: cs sb 305

last friday - the 17th - we presented this to the committee 

i would swear that it was moved by ralph seekins. 

would you please check that.

3/23/2006



Mary J a c k so n

From: Joseph Balash
Sent: Wednesday, March 22, 2006 1:09 PM
To: Mary Jackson
Subject: FW: Here's the FINAL

 O r ig in a l M essage---------
From : Rob M in tz  [m a i l t o :R o b e r t_ M in tz @ la w .s ta te .a k .u s ]
S e n t: Wednesday, M arch 22, 2006 11 :4 4 AM
To: D D ic k in s o nC P A@ g c i.n e t; K irs n e rM @ g tla w .c om ; Jo seph B a la s h ; 
ro b y n n _w ils o n@ re v e n u e . s t a t e . a k . us 
S u b je c t : Re: H e re 's  th e  FINAL

Looks good . T h is  i s  a n o n - s u b s ta n t iv e  p o in t ,  b u t th e  f i r s t  p r o v is io n  on th e  la s t  page 
s h o u ld  s w it c h  p la c e s  w i t h  th e  second p r o v is io n , becau se i t  d e a ls  w i t h  l i n e  10 on p . 24 o f 
th e  b i l l ,  w h i le  th e  second p r o v is io n  d e a ls  w i t h  l i n o  4 on p . 24 o f th e  b i l l .

> »  Jo se p h B a la s h <J o s e p h _ B a la s h@ le g is . s t a t e . a k . u s > 3 /2 2 /2 0 0 6  1 1 :3 1 :1 6  
AM >>>

1

mailto:Robert_Mintz@law.state.ak.us
mailto:DDickinsonCPA@gci.net
mailto:KirsnerM@gtlaw.com
mailto:robynn_wilson@revenue.state.ak.us
mailto:Joseph_Balash@legis.state.ak.us
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S B  3 0 5  

S u b s t a n t i v e  A m e n d m e n t  #  1

T h i s  a m e n d m e n t  r e f e r s  t o  t h e  f o l l o w i n g  i t e m s  ( c r o s s -  

r e f e r e n c e  t o  3 - 2 0 - 0 6  “ Y ” V e r s i o n  A m e n d m e n t s )

T h e  i t e m s  a r e :

1 , 2 ,  8  a n d  1 6

N O T E :  T h i s  a m e n d m e n t  i s  t h e  “ 5 , 0 0 0  b a r r e l ” a m e n d m e n t .  I t 

r e p l a c e s :

•  T h e  C o o k  I n l e t  t a x  s t r u c t u r e  i s s u e  ( i t e m s  1 , 2 , &  1 6 )

•  T h e  $ 7 3  m i l l i o n  s t a n d a r d  d e d u c t i o n  i s s u e  ( i t e m  8 )



Insert "(n)"

Page 21, line 14:

Delete "(Y) and (m)"

Insert "(n) and (o)"

Page 22, line 1:

Delete "(/) and (n)°

Insert "(n) anJ (p)"

Page 23, following line 14:

Insert the following material:

"(i) For a month for which ( I ) the production tax value o f  the taxable oil and gas 

produced during the month calculated under (a) o f  this section exceeds zero, and (2) the 

total quantity o f  oil and gas, including oil and gas the ownership or right to which is 

exempt from taxation, produced per day by the producer from all leases or properties in 

the slate averages less than 55,000 barrels o f  oil equivalent, a producer that is qualified 

under (j) o f  this section may reduce the production tax value by deducting an allowance 

in an amount calculated under this subsection. For purposes o f  this subsection, a barrel ol 

oil equivalent is a barrel o f  oil, in the case o f  oil, or 6,000 cubic feet o f  gas, in the case o f 

gas. The allowance is equal to the production tax value calculated under (a) o f  this 

section multiplied by the fraction that is yielded by the following formula, except that the 

value o f  the fraction may not be greater than one:

(5,000 - 0 .1 *[ADP-5,000])/ADP 

where ADP is the average for the month o f  the number o f  barrels o f  oil equivalent o f  the 

total quantity o f  oil and gas, including oil and gas the ownership or right to which is 

exempt from taxation, produced per day by the producer from all leases or properties in 

the state.

(j) Upon written application by i producer, including any information the 

department may require, the department shall determine whether the producer qualifies 

under this subsection for a calendar year. To qualify under this subsection, a producer

2



f

1 Delete ”(/)(l)"
2 Insert "(n)(l)"

3

4 Page 24, line 28:

5 Delete "(n)"

6 Insert "(p)"

7

8 Page 25, line 2:

9 Delete "(I)"

10 Insert» "

11

12 Page 25, line 3:

13 Delete "(/)(1)"

14 Insert "(n)( 1)"

15

16 Page 25, line 18:

17 Delete "(o)"

18 Insert "(q)"

19

20 Page 28, line 26:

21 Delete "AS 43.55 .013(c),"

22 Insert "AS 43.55.011(a), 43.55.01 lib), 43.55.013(c),"

23

24 Following: 43.55 ° ’3(i),"

25 Insert ”43.55.0130),"

26

27 Make changes throughout the bill to conform to the statute repeals added on Page 28, line 26.

28 above.

4



CORRECTION
TH E FO L LO W IN G  D O C U M EN T(S) 

H A V E B EEN  R EFILM ED  TO 
A SSU R E LEG IB ILITY  O R  PA G IN A TIO N

Central Microfilm Services
Depart cm cnt o f Education & Early Development
Stale of Alaska
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SB 305 

S u b s t a n t i v e  A m e n d m e n t  #  1

T h i s  a m e n d m e n t  r e f e r s  t o  t h e  f o l l o w i n g  i t e m s  ( c r o s s -  

r e f e r e n c e  t o  3 - 2 0 - 0 6  “ Y ” V e r s i o n  A m e n d m e n t s )

T h e  i t e m s  a r e :

1 , 2 , 8  a n d  1 6

N O T E :  T h i s  a m e n d m e n t  i s  t h e  “ 5 , 0 0 0  b a r r e l ” a m e n d m e n t .  I t 

r e p l a c e s :

•  T h e  C o o k  I n l e t  t a x  s t r u c t u r e  i s s u e  ( i t e m s  1 , 2 , &  1 o )

•  T h e  $ 7 3  m i l l i o n  s t a n d a r d  d e d u c t i o n  i s s u e  ( i t e m  8 )



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

A M E N D M E N I

OFFERED IN THE SENATE RESOURCES BY

COMMITTEE

TO: CSSB 305(RES) (24-OS2052\Y) (3/16/06 Work Draft: Chenoweth)

Page 3, line 16, through Page 4, line 23:

Delete all material.

Renumber the following bill sections accordingly.

Page 6, lines 18 - 27:

Delete all material.

Renumber the following bill sections accordingly.

Page 13, line 11, through Page 14, line 7:

Delete all material.

Renumber the following bill sections accordingly.

Make changes throughout the bill to conform to the deletions above.

24G-2
3/22/2006

(11:27 A.M.)

Page 17, line 26, following "(1)": 

Insert "and (i)"



1 Inser t"(»)"

2

3 Page 21, line 14:

4 Delete "(/) and (m)"

5 Insert "(n) and (o)"

6

7 Page 22, line 1:

8 Delete "(/) and (n)M

9 Insert "(n) and (p)"

10

11 Page 23, following line 14:

12 Insert the following material:

13 “(i) For a month for which (1) the production tax value o f  the taxable oil and gas

14 produced during the month calculated under (a) o f  this section exceeds zero, and (2) the

15 total quantity o f  oil and gas, including oil and gas the ownership or right to which is

16 exempt from taxation, produced per day by the producer from all eases or properties in

17 the state averages less than 55,OoO barrels o f  oil equivalent, a producer that is qualified

18 under (j) o f  this section may reduce the production tax value by deducting an allowance

19 in an amount calculated under this subsection. For purposes o f  this subsection, a barrel o f

20  oil equivalent is a  barrel o f  oil, in the case o f  oil, or 6,000 cubic feet o f  gas, in the case o f

21 gas. The allowance is equal to the production tax value calculated under (a) o f  this

22 section multiplied by the fraction that is yielded by the following formula, except that Uk

23 value o f  the fraction may not be greater than one:

24 (5,000 - 0.1 *[ADP-5,OOOJ)/ADP

25 where ADP is the average for the month o f  the number o f  barrels o f  oil equivalent o f  the

26 total quantity o f  oil and gas, including oil and gas the ownership or right to which is

27 exempt from taxation, produced per day by the producer from all leases or properties in

28 the state.

29 (j) Upon written pplication by a producer, including any information the

30 department may require, the department shall determine whether the producer qualifies

31 under this subsection for a calendar year. To qualify under this subsection, a producer



1
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29

30

31
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must demonstrate that its operation in the stale or its ownership o f  an inferes* in a lease or 

property in the state as a distinct producer entity would not result in the division among 

multiple producer entities o f  any production tax value o f  taxable oil and gas, as defined 

under (a) o f  this section, that would be reasonably expected to be attributed to a single 

producer entity if the allowance provision o f  (i) o f  this section did not exist."

Page 23, line 15:

Delete "(i)"

Insert "(k)"

Page 23, line 23:

Delete "(j)"

Insert"(/)"

Page 23, line 25":

Delete "(k)"

Insert "(m)"

Page 23, line 29:

Delete "(/)"

Insert "(n)"

Page 24, line 14:

Delete "(m)"

Insert "(o)"

Page 24, line 25:

D e le te"(/)"

Insert "(n)"

Page 24, line 27:

3



1 Delete "(/)(1)"

2 Insert "(n)(I)"

3

4 Page 24, line 28:

5 Delete "(n)"

6 Insert "(p)"

7

8 Page 25, line 2:

9 Delete "(0"

10 Insert "(n)*'

11

12 Page 25, line 3:

13 Delete "(0(D"
14 Insert "(n)(l)"

15

16 Page 25, line 18:

17 Delete "(o)"

18 Insert "(q)"

19

20 Page 28, line 26:

21 Delete "AS 43.55.013(c),"

22 Insert "AS 43.55.011(a), 43.55.011(b), 43.55.013(c),"

23

24 Following: 43.55.013(i),"

25 Insert "43.55.013(i),"

26

27 Make changes throughout the bill to conform to the statute repeals added on Page 28, line 26,

28 above.

4



Senate Resources Committee March 22, 10076

SB 3 0 5

Substantive Amendment # 2

T h i s  a m e n d m e n t  r e f e r s  t o  t h e  f o l l o w i n g  i t e m s  ( c r o s s -  

r e f e r e n c e  t o  3 - 2 0 - 0 6  “Y ” V e r s i o n  A m e n d m e n t s )

T h e  i t e m  i s  # 2 6

N O T E :  T h i s  i s  t h e  n e w  “ c l a w - b a c k ” o r  2  f o r  1 p r o v i s i o n .
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24G-2
3/22/2006

(12:54 P.M.)

O FFERED  IN T H E  SEN A TE RESOURCES B Y __________

C O M M IT T E E

TO: C SSB  305(RES) (24-GS2052NY) (3/16/06 Work Draft: Chenoweth)

A M E N D M E N T

1 Page 17, line 31. following "(2)", through Page 18, line 2:

2 Delete all material and insert "for a month that ends before April 1, 2013, and to the

3 extent alio -*d under (g) o f  this section, less an amount o f  the producer's transitional investment

4 expenditures that has not previously been deducted under this subsection."

5

6 Page 18, line 20:

7 Delete "(g)"

8 Insert "(g)(3)"

9

10 Delete ", but not more than 1/48 o f  a producer’s transitional investment expenditures may

11 be deducted in any month"

12

13 Page 22, line 13:

14 Delete "January 1, 2003"

15 Insert "April 1 ,2001"

16

17 Page 22, lines 1 8 - 1 9 :

18 Delete "on or after January 1. 2003, and"

19

20 Page 22, line 20:

21 Delete ", multiplied by"



A  1 Insert" ;"

3 Page 22, lines 21 - 26:

4 Delete all material and insert the following:

5 "(2) an amount o f  a producer's transitional investment expenditures may

6 be deducted under (a) o f  this section only to the extent that the amount does not exceed

7 (A) one-half o f  the producer 's qualified capital expenditures, as

8 defined in AS 43.55.024, that are incurred during the m onth, if  the producer does

9 not make an election under ( 0  o f  this section;

10 (B) 1/24 o f  the producer's qualified capital expenditures, as

11 defined in AS 43.55.024, that are incurred during the calendar year, if  the

12 producer m akes an ejection under (1) o f  this section;"

13

14 Page 22, line 27:

15 Delete "(2) notwithstanding (1)"

^ ^ 1 6  Insert "(3) notwithstanding (2)"

17

18 Page 29. following line 25:

19 Insert the following material:

20 "(d) Notwithstanding any contrary provision o f  A S 43.55.160(g)(2), enacted by sec. 26

21 o f  this Act, for oil and gas produced on or alter April 1, 2006, and before January 1, 2007,

22  ( ! )  the num ber "1/24" in AS 43 .55 .160(g)(2(B). enacted by sec. 26 o f  this Act,

23 shall be replaced by the num ber "1/18";

24 (2) the phrase "calendar year" in AS 43.55.160(g)(2)(B), enacted by sec. 26 o f

25 this Act, shall be replaced by the phrase "last nine m onths o f  the calendar year"."

26

27 Page 29. line 26:

28 Delete "(d)"

29  Insert "(e)"

•
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