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Debra Higgins
From: Rowland, Mindy B (GOV) [mindy.rowland@alaska.gov]

Serrt: Monday, March 03, 2008 10:03 AM

To: Debra Higgins

Subject: R E : Fiscal Notes for C 3H B 370

Thanks Debbie. Sending the C S  is really helpful.

The DNR fiscal note you have is still applicable. I'll let you know whether the LAW note will change. 

Let me know if you have any questions.

-Mindy

(jluxdy. (fowland
D e p u ty  L eg is la tiv e  D irec to r 
O ffice ot G o v e rn o r  S a rah  P a lm  
465-4021

mailto:mindy.rowland@alaska.gov
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From: Rowland, Mindy B (GOV) [mindy.rowland@alaska.gov]

Sen t: Monday, March 03, 2008 10:52 AM

To: Debra Higgins

Su b je ct: HB 370 Update

Hi Debbie,

I just heard back from the Dept, of Law. The changes in the Resources C S  do not necessitate a revised fiscal note.

Let me know if you have any questions.

Thanks
Mindy

( f t ln d y  ( f tg w la n d

Deputy Legislative Director 
Office of Governor Sarah Palir.
465-4021

Debra Higgins
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FISCAL NOTE

STA TE  O F  A LA SKA
2008 L E G IS L A T IV E  SESS IO N

Identifier (file name):
Title Protection of Forested Land

HB370-DNR-FirePrep-02-20-08

Fiscal Note Number:
Bill Version:
() Publish Date:
Dept. Affected: 
'RDU

HB370

Natural Resources
Statewide Fire Suppression

Sponsor
Requester

Representative Kelly
Component Fire Suppression Preparedness

HRES Component Number 2705

Expenditures/Revenues (Thousands of Dollars)
Note: Amounts do not include inflation unless otherwise noted below.

Appropriation
Required Information

OPERATING EXPENDITURES FY 2009 FY 2009 FY 2010 FY 2011 FY 2012 FY 2013 FY 2014
Personal Services 
Travel 
Contractual 
Supplies 
Equipment 
Land & Structures 
Grants & Claims 
'/li llaneous

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES 0.0 0.0 0.0 0.0 0.0 0.0 0.0

CHANGE IN REVENUES ( ) j 0.0 0.0 0.0 0.0 | 0.0 0.0 0.0

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts
1037 GF/Mental Health
Other Interagency Receipts

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Estimate of any current year (FY2008) cost: 0.0

POSITIONS
Full-time 0 0 0 0 0 0 0
Part-time 0 0 0 0 0 0 0
Temporary 0 0 0 0 0 0 0

ANALYSIS: (Attach a separate page if necessary)
This bili will revise Alaska Statute to allow for consideration of other values in addition to those of the natural resources 
when making fire management decisions. Since its inception in the mid 1980s, the Alaska Interagency Wildland Fire 
Management Plan (AIWFMP) has guided the Division of Forestry in identifying land where aggressive fire suppression 
will lead to the protection of life and property, as well as natural resource values. This statute will align DNR authority 
with these pre-planned suppression actions under the AIWFMP and allow wildland fire managers to consider all values, 
both natural and man made, when making wildland fire management decisions. Since the AIWFMP is already in place 
and identifies where fires will be suppressed to protect life and property, this statutory authority revision/clarification will 
not result any additional fiscal responsibility on the Department of Natural Resources.

Lynn WilcockPrepared by:
Division
Approved by: Tom Irwin, Commissioner

Forestry
Phone (907)451-2675

Date/Time February 20, 2008
Date February 20, 2008

Natural Resources

(Rovisod 11/19/2007 OMBl Page 1 o f 1



FISCAL NOTE

STA T E  O F  A L A S K A
2008 LEGISLATIVE SESSION

Fiscal Note Number:
Bill Version:
() Publish Date:

HB370-LAW-CIV-02-27-08
HB370

Identifier (file name): ________
Title An Act relating to "wildland" fires.

Dept. Affected. 
'RDU

LAW
Civil

Component Natural R esources
Sponsor
R equester

REPRESENTATIVE(s) KELLY
HOUSF. RESOURCES Component Number

Expenditures/Revenues (Thousands of Dollars)
Note: Amounts do not include inflation unless otherwise noted below.

Appropriation
Required Information

OPERATING EXPENDITURES FY 2009 FY 2009 FY 2010 FY 2011 FY 2012 FY 2013 FY 2014
Personal Services 
Travel 
Contractual 
Supplies 
Equipment 
Land & Structures 
Grants & Claims 
Miscellaneous

0.0 0.0 0.0 0.0 0.0 0.0 0.0

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES

CHANGE IN REVENUES ( ) [
FUND SOURCE________________________________________________________(Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts 
1037 GF/Mental Health 
Other Interagency Receipts

0.0 0.0 0.0 0.0 0.0 0.0 0.0

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Estimate of any current year (FY2008) cost: 0 0

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: {Attach a separate page it necessary)
HB 370 changes the ter;n "forest fire" to "wildland fire" in applicable statutes to more closely reflect the reality that Alaska 
also has tundra fires. Second, it allows DNR to consider the value of all resources at risk when engaging in fire 
prevention and response planning, rather than being limited to considering only natural resources.

The department does not expect a significant fiscal impact as a result of this bill.

Robert Meiners, Administrative Services ManagerPrepared by:
Division ______________________________

Approved by: Talis Colberg, Attorney General

Phone 907-465-5427
Administrative Services Division Date/Time 2/27/08 1:55 PM

Date 2/27/2008
Department of Law

(RoviMd n/19/2007 OM8) Page 1 of 1



A l a s k a  S t a t e  L e g i s l a t u r e

Juneau, AK 9 9 8 0 1 - 1 1 8 2  
Phone (9 07 ) 4 6 5 -4 9 7 6  
Fax (9 0 7 )  4 6 5 -3 8 8 3

Juneau
State Capitol Bldg., Rm. 513

Fairbanks 
1 292  Sadler Way, Ste 3 23  

Fairbanks, AK 9 9 7 0 1  
Phone (9 0 7 )  4 5 2 - 6 0 8 4  

Fax (9 07 ) 4 5 2 - 6 0 9 6
Toll Free 8 6 6 -4 6 5 - 4 9 7 6

M em be r
House  Finance Comm ittee  
Legislative Budget &  Audit

R e p r e s e n t a t i v e  M ik e  K elly
House District 7

SPONSOR STATEMENT HB 370

HB 370 allows the Department of Natural Resources (DNR) to include cabins, lodges and 
other structures owned privately, by the state or by a municipality in their wildland fire 
management decisions. Under existing statute, DNR is mandated to "provide 
protection, commensurate with the value of the resources at risk, for the natural 
resources ana watersheds on land that is owned privately, by the state, or by a 
municipality." This language implies that fire management decisions and appropriate 
fire management response will be based soley on the value of the natural resources that 
are threatened by wildland fire and not the structural and cultural resource values.

HB 370 would align statute with the Alaska Interagency Wildland Fire Management Plan 
(AIWFMP), which has been in effect since 1985, and states that "all fire management 
decisions by land manager/owner(s) will be based on values warranting protection, 
protection capabilities, firefighter safety and/or land and resource management needs." 
The AIWFMP provides a means to categorize and prioritize fires in order to maximize 
efficient use of fire suppression resources.

It is clear that the AIWFMP intends that fire managers consider all values at risk from 
wildland fire in their management decision making. Since implementation of the AIFMP, 
DNR has made decisions on the level of suppression response based on the existence of 
cultural or man-made values, in addition to the value of natural resources. This would 
appear to be in conflict with the intent language in AS 41.15.010. State of Alaska fire 
managers have considered all values in categorizing State, private, and municipal land 
within the context of the AIWFMP. This statute revision would align the statute with the 
AIWFMP to allow for a comprehensive direction for fire managers to make decisions 
about protection levels to more accurately incorporate all that the State of Alaska and 
its residents value, including natural resources.



Alaska State Legislature

Ju n eau

S ta te  C a p ito l Bldg.. Rm . 
513
Ju n eau , AK 99801-1182 
Phone (907) 465-4976 
Fax (907) 465-3883 
Toll Free 866-465-4976

Fairbanks 
1292 Sa d le r W ay, Ste  

323
Fairbanks, AK 99701 

Phone (907) 452-6084 

Fax (907) 452-6096
M e m b e r 

Flouse F in an ce  
C o m m itte e

R e p r e s e n t a t i v e  M i k e  K e l ly Leg isla tive  Budget & 
Audit

Flouse District 7

S e c t i o n a l  A n a l y s i s  -  H B  3 7 0

“R e /a t /n g  to  f o r e s t e d  l a n d  m a n a g e m e n t  a n d  p r o t e c t i o n  f r o m  
w i ld la n d  f ir e s : c h a n g i n g  t h e  t e r m  ‘f o r e s t  f i r e ’ to  ‘w i l d l a n d  f i r e ’

w h e r e  it a p p e a r s  in  s t a t u t e . "

Sect ion  1: A m end s AS 1 9 .4 0 .u l0 ,  r e g a rd in g  pub lic  h ighw ay s ,  to refer to 

'w i ld land  fire' ra ther th an  'forest fire’.

S ec t ion  2: A m end s AS 33 .3 0 .19 1 , r e g a rd in g  em p lo ym en t  of prison 

inm ate s , to refer to 'w i ld land  fire' rather th an  ‘forest fire’.

Sect ion  3: Clarifies th e  intent in AS 41 .15 .010 , to a l low  for the  p ro tec t ion  of 
all v a lu e s  a t  risk -  from w ild land  fires a n d  other d e stru c t ive  a g e n t s  -  w h e n  

m ak in g  w ild land  fire m a n a g e m e n t  dec is ion s . D e le te s  the  m ore  narrow  

terms ‘v a lu e  of the r e so u rc e s ’ a n d  'natu ra l re sou rce s  a n d  w a te r sh e d s , '  

a n d  b ro a d e n s  the  pro tec t ion  sa fe ty  net.

S ec t ion  4: A m end s l a n g u a g e  in AS 41 .15 .040 , right of entry to contro l a n d  

supp re ss  fires, in c lud ing  c h a n g in g  the term ‘forest fires' to 'w i ld land  fire.'

S ec t ion  5: C h a n g e s  the  term unde r  defin itions in AS 41 .1 5 .17 0 , from 'forest 

fire' to ‘w ild land  fire' le a v in g  the  definition u n c h a n g e d .

Section 6: The bill has an immediate effect date.
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Section 6: The bill has an immediate effect date.



m l )  n a t u r a l
B r i e f i n g :  R E S O U R C E S

F i r e  S t a t u t e  A u t h o r i t y  C l a r i f i c a t i o n  S e p t e m b e r  20 07

D E P A R T M E N T  O F  N A T U R A L  R E S O U R C E S  ___________ D I V I S I O N  O F  F O R E S T R Y

B a c k g r o u n d .  Under existing statute, the Department of Natural Resources (DNR) is mandated 
to “provide protection, commensurate with the value of the resources at risk, for the natural 
resources and watersheds on land that is owned privately, by the state, or by a mup'cipality." 
This language implies that fire management decisions and appropriate fire management response 
will be based on the value of the natural resources that are threatened by wildland fire.

The Attorney General’s (AG) office examined the Division of Forestry’s (DOF) statutory 
responsibility for fire protection. In his response, the AG affirmed that “DNR’s decision-making 
focuses on the risk to natural resources, rather than to cabins, etc.” This response goes further to 
say that “it would take new statutory language for DNR to address the complaints that areas with 
cabins and lodges are ... slated for ‘limited orotection,’ because to do so, DNR would need to 
incorporate the value of developed private property into its decision-making."

R e c o m m e n d a t io n  f o r  S t a t u t e  R e v i s i o n :  A m e n d  A S  4 1 . 1 5 . 0 1 0

This proposal would revise AS 41.15.010 to allow for consideration of all resource values, both 
natural and cultural, when making wildland fire management decisions on state, private, or 
municipal lands.

C u r r e n t  S t a t u t e :  It is the intent o f AS 41.15.010 - 41.15.170 to provide protection, 
commensurate w ith the value o f  the resources at risk, fo r  the natural resources and watersheds 
on land that is owned privately, by the state, or by a municipality.

P r o p o s e d  R e v i s e d  S t a t u t e :  It is the intent o f AS 41.15.010 -  41.15.170 to provide protection 
from wildland fire and other destructive aeents. commensurate with the values [OF THE 
RESOURCES] at risk. [FOR THE NATURAL RESOURCES AND WATERSHFOS] "on land that 
is ow ned privately, by the state, or by a municipality.1

The updated language would also align statute with the Alaska Interagency Wildland Fire 
Management Plan (AIWFMP), which has been in effect since 1985, and states that “all fire 
management decisions by land manager/owner(s) (will be) based on values warranting 
protection, protection capabilities, firefighter safety and/or land and resource management 
needs." The AIWFMP provides a means to categorize and prioritize fires in order to maximize 
efficient use o f fire suppression resources. It also states “this categorization and ensuing 
prioritization ensures that: (1) human life, private property, and identified resources receive an 
appropriate level o f protection with available firefighting resources, (2) the cost of the 
suppression effort .s commensurate with values identified for protection, and (3) the ability of 
land manager owner(s) to achieve their individual management objectives is optimized.”

Alaska Department o l

1 n ew  te x t u n d er lin e  a n d  bold. [D E LE TE D  TE X T  B R A C K E TE D  A N D  C A P IT A LIZE D j



It is clear that the AIWhMP intends that fire managers consider all values at risk from wildland 
fire in their management decision making. Since implementation of the AIFMP, DNR has made 
decisions on the level of suppression response based on the existence of cultural or man-made 
values, in addition to the value of natural resources. This would appear to be in conflict with the 
intent language in AS 41.15.010. State of Alaska fire managers have considered all values in 
categorizing State, private, and municipal land within the context of the AIWTiVIP. This statute 
revision would align the statute with the AIWFMP to allow for a comprehensive direction for 
fire managers to make decisions about protection levels to more accurately incorporate all that 
the State of Alaska and its residents value, including natural resources.

Additionally, there ’S conflict between the State’s wildland fire statutory authority for wildland 
fire management and public safety policy for protection from fire as defined in Public Safety 
Statute. This statute reads:

See. 18.70.320. Policy.

It is the policy o f  the slate to protect its residents and their property' from the ravages o f  
fire... The legislature finds that fire  is a constant threat and that homes, places o f employment, 
modes o f transportation, and our natural resources need a system o f fire protection that is based 
on the most current, practical standards and educational principles.

This revision o f 41.15 the Natural Resource Statute, would allow for fire management decisions 
to include property protection as a consideration and would align wildland fire management 
statutory authority with other State law.

C o n t a c t  I n f o r m a t i o n :

Work Home Cell
Chris Maisch, State Forester 451-2666 455-6359 590-3190
Dean Brown, Deputy State Forester 269-8476 376-2895 440-4052
Lynn Wilcock, Chief o f Fire and Aviation 451-2675 488-7173 590-3686
Tom Kurth, Fire Operations Forester 356-5850 479-2919 590-3184



F ro m : Jennifer Yuhas [m ailto:jyuhas@ co.fairbanks.ak.us]
S e n t : Monday, February 25, 2008 4:12 PM 
T o : Derek Miller; Lesh, Melanie G (DNR)
C c : chris_m aisch@ dnr.state.ak.us; Wilcock, Lynn R (DNR); Tom Kurth 
S u b je c t : HB370

February 25, 2008

House Resource Committee 
State Capitol 
Juneau, Alaska

Dear Members of the House Resource Committee:

This letter is to th a n k  R e p r e s e n ta t iv e  M ik e  K e lly  fo r  th e  s p o n s o r s h ip  o f  H B  3 70  - 
PROTECTION OF FORESTED LAND, and ask your s u p p o r t  fo r  p a s s a g e  of this 
legislation.

HB 370 allows the Alaska Division of Forestry to better serve the residents of our State 
and aligns the mission of the Division with the functional expectations of the 
communities it serves by a llo w in g  fo r  fire  m a n a g e m e n t  d e c is io n s  to  in c lu d e  
p r o p e r ty  p ro te c t io n  a s  a  c o n s id e ra tio n .

W ild la n d  fire  m a n a g e m e n t  s ta tu to r y  a u th o r ity  m u s t  b e  a l ig n e d  w ith  o th e r  S ta te  
la w . The Fairbanks North Star Borough can attest to the necessity of this revision 
following the past several fire seasons, mosi notably the 2004 Boundary Fire C u r  
B o r o u g h  d e p e n d s  o n  th e  c o o p e r a t iv e  e ffo r ts  o f  th e  D iv is io n  o f  F o r e s tr y  in  th e  
m o s t  s e r io u s  in s t a n c e s  o f  life  a n d  s a fe ty .

Please do not hesitate to contact our Legislative Liaison staff, Jennifer Yuhas, regarding 
our support of this legislation. She may be reached at (907) 459-1302 or
ivuhas@co.fairbanks ak.us.

Sincerely,

Is/
Jim Whitaker, Mayor

JW:jy-csm

mailto:jyuhas@co.fairbanks.ak.us
mailto:chris_maisch@dnr.state.ak.us


A l a s k a  S t a t e  L e g i s l a t u r e  

H o u s e  R e s o u r c e s  C o m m i t t e e

C arl G atto , C o-C hair

Slate Capitol Building. Room 108

Juneau. AK 99801-1182 
(907) 465-3743 

FAX (907)465-2381 
Rep_Carl_Gatto@legis.staie.ak.us

C ra ig  Jo h nson , C o-C hair

Slate Capitol Building. Room 126

Juneau. AK 99801-1182 
1907) 465-4993 

FAX (907' 465-3872 
Rep_Craig_Johnson@legis stale.ak us

FAX
To: Don Bullock, Leg Legal Services From: Debra Higgins

Fax: 2029 Phone: 3715

Date: February 29. 2008 CC:

Re: HB 370 w/amendments Pages with Coven 2

HB 370 passed out of House Resources Committee today with the following amendments: 

#1) 25-LS1359/C. 1 (please see attached)

#2) Tage 3, line 14:

Delete: “and ’

Insert: "or”

A final CS for HB 370(RES) is OK -

Thanks.
Debra

The information contained in this fax is CONFIDENTIAL and/or privileged. This fax is intended to be reviewed initially 
by only the individual named above. If the reader of this transmittal page is not the intended recipient or a 
representative of the intended recipient, you are hereby notified that any review, dissemination, or copying of this fax 
or the information contained herein is prohibited. If you have received this fax in error, please immediately notify the 
sender by telephone and return this fax to the sender al the above address.

mailto:Rep_Carl_Gatto@legis.staie.ak.us
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25-LS1359\C.I
Bnllock
2/28/08

OFFERED IN THE HOUSE 

* TO: HB 370

1 Page 3, line 19, following "(2)":

2 In se rt  "-^ d e st ru ct iv e  a g e n t "  m ean s  an in se c t ,  p a th o g e n ,  o r  o th e r  e n v i r o n m e n t a l

3 agent  that c a u s e s  d a m a ge  to a fo re s t  re so u rc e -

4 {3}"

5

o Page 3, line 21:

7 Delete "(3)"

8 Insert "[4} [(3)]"
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1 Page 3, line 19, following "(2)":

2 Insert ’’ " d e s t r u c t i v e  a g e n t "  m eans an in se c t ,  p a th o g e n ,  o r  o th e r  e n v i r o n m e n t a l

3 agent  that c a u se s  d a m a g e  to a fo re s t  r e so u r c e :

4  o r

5

6 Page 3, line 21:

7 Delete "(3)"

8 Insert "(4} [(3)]"

25-LS1359\C.l
Bullock
2/28/08

A M E N D M E N T

OFFERED IN THE HOUSE

* TO: HB 370

L -1-



A l a s k a  S t a t e  L e g i s l a t u r e

Juneau
State Capitol Blag., Rm. 513 
Juneau, AK 99801-1182 
Phone (907) 465-4976 
Fax (907) 465-3883 
Toll Free 866-465-4976

R e p r e s e n t a t i v e  M ik e  K e lly
House District 7 

MEMORANDUM

Fairbanks 
1292 Sadler Way, Ste 323 

Fairbanks, AK 99701 
Phone (907) 452-6084 

Fax (907) 452-6096
Member

House Finance Committee 
Legislative Budget & Audit

To: Representative Craig Johnson -  Co-Chair, Resources Committee

From : Representative Mike Kelly

Date : February 22, 2 0 08

Re: Committee Hearing Request -  HB 3 7 0  (RES) "An Act relating to  f orested land
management and protection from  wildland fire and o the r destructive agents; 
changing the term  'forest fire' to 'wildland fire' where  it appears in the Alaska 
Statutes; and providing fo r  an effective date."

I respectfully request that HB 370  (RES) be scheduled fo r  a hearing. I have included a 
sponsor statement, the bill, a sectional analysis, fiscal notes and o the r items o f  
evidentiary support.

If you have any questions o r  comments, o r  require additional materia l please feel free  to 
contact me at extension 4 9 7 6  o r  my staff, Derek Miller at extension 6879 .





A l a s k a  S t a t e  L e g i s l a t u r e  

H o u s e  R e s o u r c e s  C o m m i t t e e

C arl G atto , C o-C hair

Juneau, AK 99801-1182 
(907) 465-3743 

FAX (907) 465-2381 
Rep_Carl_Gatto@legis.staie.ak.us

State Capitol Building, Room 108

C raig  Johnson , C o-C hair

Slate Capitol Building, Room 126

Juneau, AK 99801-1182 
(907)465-4993 

FAX (907)465-3872 
Rcp_Craig_Johnson@legis.stateak.us

H o u s e  R e s o u r c e s  C o m m i t t e e  A g e n d a

M o n d a y ,  O c t o b e r  2 9 th, 1 : 0 0  p . m .  H o u s e  F i n a n c e  

C o m m i t t e e  R o o m  5 1 9

CSHB 2001(0& G ) Oil and Gas Tax Amendments 

Teleconferenced

Don Bullock, Legislative Legal and 
Steve Porter, Contract Consultant to LB&A

Presentation by the Administration,
Reve-nue Commissioner-Pat Gatvin and 
Deputy Commissioner Marcia Davis

mailto:Rep_Carl_Gatto@legis.staie.ak.us
mailto:Rcp_Craig_Johnson@legis.stateak.us


LEGAL SERVICES

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

DIVISION OF LEGAL.AND RESEARCH SERVICES 
LEGISLATIVE AFFAIRS AGENCY 

STATE OF ALASKA State Capitol
Juneau, Alaska 99801-1182

Deliveries to: 129 6th St., Roy 329

M E M O R A N D U M October 29, 2007

SUBJECT: Overview of CSHB 200l(O&G) (CSHB 2001(0&G); 
Work Order No. 25-GH0014\L)

TO: Representative Carl Gatto
Chair of House Resources Committee

FROM: Donald M. Bullock Jr. 
Legislative Counsel

You requested a copy of the notes I used when appearing before your committee today. 
What follows are the notes I used, which are really nothing more than a rough outline I 
used to trigger my memory. Therefore, it should not be treated as a full and complete 
analysis of CSHB 200l(O&G).

You will have received or will soon receive a sectional summary of the bill prepared by 
Alpheus Bullard, Legislative Counsel. Note that any sectional summary and my rough 
notes should not be considered an authoritative interpretation of the bill and the bill itself 
is the best statement of its contents. If you would like an interpretation of the bill as it 
may apply to a particular set of circumstances, please advise.

To put these notes in perspective, I prepared these notes as a basis for introducing the 
committee to the major subject areas of the bill -- the tax, deductions for lease 
expenditures, credits, and tools for auditing and administering the petroleum production 
tax. The notes do not address or describe every section of the bill. My intention was to 
offer enough of an overview to give the committee members a general introduction to the 
issues and explain how th. bill generally addresses those issues. My notes are very rough 
and were customized for my purposes.

Again, the best audiority for what the bill sa> j and means is the bill itself. If you need an 
understanding of the policy beyond sections of the bill, I refer you to the administration 
for the sections that originally appeared in HB 2001, and to the members of the House 
Special Committee on Oil and Gas for sections that were modified or added in that 
committee.

I am sure there arc other disclaimers and cautionary statements that should apply. Please 
use these notes only as a general guideline and not as interpretive statements.



Notes for an overview of CSHB 2001(Q&G~) for presentation to House Resources 

Overall concepts of the PPT:

T a x ,  including the tax rate, progressivity, and tax caps ( A S  4 3 . 5 5 . 0 1 1 )

E x p e n d i t u r e s ,  those lease expenditures ( A S  4 3 .5 5 . 1 6 5 )  that reduce the gross value at the 
point of production ( A S  4 3 .5 5 . 1 5 0 )  to determine the production tax value of oil and gas 
( A S  4 3 .5 5 . 1 6 5 )

C r e d i t s ,  change in the transitional investment expenditure credits to reduce the claw­
back period to 3 years

A u d i t  a n d  v e r i f i c a t io n  of the information on a return and the correct amount of tax that 
is due, including exempt auditors, requiring additional information from producers and 
explorers, and sharing information between the Department of Revenue and the 
Department of Natural Resources. This part also includes the expansion of the period in 
which a pruJuction tax may be assessed to 6 years

T h e  T a x

N e w  P r o g r e s s i v e  T a x  b a se  on  g r o s s  va lu e  at the  p o in t  o f  p r o d u c t io n  ( A S  4 3 .5 5 . 1 5 0 )

The current progressivity in AS 43.55.011(g) i s  re p e a le d  in  s e c .  38 of the bill 
On January 1, 2008, there is a new progressive tax
The bill offers a new progressive tax in AS 43.55.01 l(o) added  in  s e c .  1 8  of the 
bill

based on gross value at the point of production
triggered when the gross value at the point of production is greater than

$50
.225 multiplied by the gross value at the point of production of taxable oil 

and gas and in turn multiplied by the difference between the value of a BTU equivalent 
barrel produced from the lease or property, and $50

e.g. If the actual production gross value at the point of production is $70, the 
multiplier is 20, the difference between $70 and $50
Conforming amendments to refer to AS 43.55.011 (o) rather than to the repealed 
progressivity in AS 43.55.011(g) include:

S e c t io n s  1 4  (AS 43.55.011(j))
1 6  (AS 43.55.01!(/))
17 (AS 43.55.01 l(m))
1 9  (AS 43.55.020(a))
20 (AS 43.55.020(d))

N ew  tax c a p s  to b e n e f i t  n e w  >fas o u t s id e  o f  C o o k  In le t  a n d  S o u t h  o f  6 8  d e g r e e s  N o r th  

A S  4 3 .5 5 .0 1  l ( p )  is added in s e c .  1 8

Applies only to gas produced from a lease of property for which the start of 
regular deliveries of marketable gas is after Dec. 31, 2007

Representative Carl Gatto

October 29, 2 0 0 7

P a g e  2



Representative Carl Gatto

October 29,2007

Page 3

Expenditures
Revised rules for expenditures and new exclusions in AS 43.55.165(a) (sec. 32), AS 
43.55.165(e) (sec 33)

Sec. 32 gives Department new authority to identify allowable lease expenditures; 
repeals AS 43.55.165(c) and (d) effective 4/1/2006. which looked at the unit agreement 
and unit billings for determining allowable lease expenditures

Sec. 33 disallows lease expenditures that relate to breaking the law or violating a 
lease provision

Sec 33 is also aimed at the SB 80/HB 128 corrosion repair cost issue, where costs 
necessitated by negligent maintenance would be disallowed 

Sec. 33 disallows costs related to a topping plant 
Secs. 32 and 33 are from the gov's bill

requires a spill or slow flow as a trigger for looking at whether the costs 
should be disallowed

Credits
Sec. 24 AS 43.55.023(i) changes the period for transitional investment expenditures that 
can be taken as a credit to a three rather than five year period. The new period is after 
March 31, 2003 and before April 1, 2006 (the effective date of the PPT)

Retroactive to 4/1/2006 
Audit and Information 
Provide more time for an audit.

The period for making assessments is expanded from 3 to 6 years by new section. 
The new section, AS 43.55.075, is in i>ec. 29 with a conforming provision in sec.

13
Exempt service auditors:

Sec. 9 would make oil and gas tax auditors and royalty auditors exempt 
Sec. 40 provides transition 

More information from the producers and explorers:
New information requirements from the producers and explorers in sec. 26 

(AS 43.55.030(a)), sec. 27 (AS 43.55.030(e)), new section AS 43.55.040 added by sec. 
28

information required even if no tax is due 
Information sharing between Departments 

Secs. 1 - 8, 10, 12 
Publication of information
Sec. 35 (AS 43.55.890) which authorize revenue to disclose some tax information 
provided that the information is an aggregation of 3 or more producers

DMB:lmb
07-140.!mb



FISCAL NOTE

Identifier (file name): cshb;oo 1 (0&g)-oor-tax-io-29-Q7_____________ Dept. Affected:___________Revenue 04________
Title  An Act relating lo the production tax on oil and gas.. RDU  Taxation and Treasury
_________________________________________________________________ Component Tax Division__________________
Sponsor ______________________ Governor______________________ ________________________________________
Requester ___________________ House_Resources___________________ Component Number 2476

Expenditures/Revenues____________________________________ (Thousands of Dollars)___________________________

S T A T E  O F  A L A S K A  Fiscal Note Number: ____________________
2008 LEGISLATIVE SESSION Bill Version: CSHB2001(Q&G)

() Publish Date: ____________________

Note: Amounts do not include :.iflation unless otherwise noted below
Appropriation

Required Information
OPERATING EXPENDITURES FY 2009 FY 2009 FY 2010 FY 2011 FY 2012 FY 2013 FY 2014
Personal Services 
Travel 
Contractual 
Supplies 
Equipment 
Land & Structures 
Grants & Claims 
Miscellaneous

1,215.7 1,215.7 1,215.7 1,215.7 1,215.7 1,215.7 1.215.7

1,018.4 1,018.4 • V 8 A 511.8 5.2 5.2 5.2

TOTAL OPERATING 2,234.1 2,234.1 2,234.1 1,727.5 1,220.9 1,220.9 1,220.9

ICAPITAL EXPENDITURES I I I I I I

ICHANGE IN REVENUES ( ) 227,000.0 161,000.0 251,000.0 I 459,000.0 487,000.0 I 337,000.0

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF 2,234.1 2,234.1 2,234.1 1,727.5 1,220.9 1,220.9 645.9
1005 GF/Program Receipts
1037 GF/Mental Health
Other Interagency Receipts

TOTAL 2,234.1 2,234.1 2,234.1 1,727.5 1,220.9 1,220.9 645.9

Estimate of any current year (FY2008) cost: 3.409.2

POSITIONS
Full-time 1 1 1 1 1 1 1
Part-time
Temporary

ANALYSIS: (Attach a separate peje if necessary)

This bill makes two economic and several administrative changes to the state's current petroleum profits tax. The bill retains the current 
tax system's structure, which taxes the net value of petroleum resources. The bill makes the following changes to the current system: 
First, it calculates the progressivity surcharge as the difference between the per barrel gross revenue at the point of production and $50, 
at a rate of 0.225%, which applies to gross revenue at the point of production. Second, it eliminates the period by which past investments 
are recognized in the transition investment expenditure credits (AS 43.55.023(i)) from April 1, 2001 to April 1, 2003.

Prepared by: Johanna Bales, Roger Marks, Cherie Nienhuis_________________________________ Phone 269-6628
Division Tax Division   Date/Time 10/29/07 9:00 AM
Approved by: Jerry Burnett________________________________________________________________ Dale 10/29/2007

Department of Revenue_____________________________________________________

(Rav.icd 10/05/2008 OM8) Page 1 of 1



FISCAL N O T E

ANALYSIS CONTINUATION

Administrative changes to the current tax system include the following: excludes from qualified lease expenditures those 
expenses related to unscheduled production interruptions; excludes dismantlement, removal & restoration (DR&R) costs 
from allowable expenditures; requires taxpayers to provide cost projections to allow the state to hotter forecast state 
revenues and pursue changes in reported costs; authorizes public reporting of some cost data; authorizes a short-term audit 
program; and designates an exempt class of oil and gas auditors.

Certain lease expenditure allowance provisions are retroactive to April 1, 2006; the other provisions of the tax proposal 
become effective January 1, 2008.

Personal Services: The department will reclassify the existing 5 vacant auditor positions, and create 4 to 5 senior level 
auditor positions with extensive industry oil and gas auditing experience. These positions will be classified as the 
Department's most senior level auditor positions and will have salaries that are consistent with market comparables and will 
be beyond the current salary levels allowed under the existing Oil and Gas Revenue Auditor (OGRA) pay classification 
system. In addition, the department expecls that it will need one additional Programmer Analyst V position to maintain and 
manage the new oil and gas production tax database system al a cost of $115,700 annually. The existing oil and gas 
specialist, oil and gas revenue auditors, and their immediate supervisor will be offered the opportunity to opt into an exempt 
status with individual salaries established commensurate with experience and skili level, and consistent with market 
comparables.

The need for exempt status is based upon the difficulty>the department has recruiting experienced auditors to administer 
the tax. The current pay range for an Oil and Gas Revenue Auditor is on the low range of the pay range for roughly similar 
jobs. The department estimates the new exempt positions and the potential salary increases associated with the change of 
existing staff to exempt status, will cost the state approximately $1.100,000 annually.

Contractual: Contractual expenditures include $1,013,200 annually to contract for audit assistance. This estimate is based 
on 3 auditors, working 40 hours per week each, for 4 years starting in January 2008 at an average rate of $100 per hour, 
plus estimated transportation and lodging costs, and additional costs for training auditors. The need for such assistance is 
based upon the department's substantial difficulty in recruiting enough auditors to administer the oil and gas production tax. 
The department only anticipates the need for contract audit assistance for 4 years while the department recruits and trains 
auditors for positions that are currently vacant. The contract auditors would work in conjunction with department auditors 
during this time to maximize department resources and help train department auditors. The department will also need an 
additional $5,200 each year in contra. ual costs associated with the new Analyst Programmer V position.

S T A T E  O F  A L A S K A  BILL NO. CSHB2001(Q&G)
2008 LEGISLATIVE SESSION

Current FY2008 costs: The department expects it will incur costs beginning January 2008 to immediately implement the 
new production tax structure. Those costs include: Contractual - $2,620,800 capital funding to fund the scoping and 
development of an oil and gas production tax database system (including associated hardware) and $506,600 to contract lor 
audit assistance (as described above). The new database system will permit accurate and efficient management of 
information submitted by taxpayers to facilitate auditing and forecasting of revenues, and timel, and accurate reports for 
internal and public uses. The proposed system will accommodate the migration of ELF-based data and continue to collect 
supplemental data from producers on volumes, wells and production, The system will include income-based data, including 
tracking credits, required under PPT and upon which the ACES tax structure is based. The system will also integrate into 
the division's accounting systems. Personal Services -J?1b 30 from the period January 1, 2u08 through June 30, 2008 
due to creating an exempt class of oil and gas revenue aur 'ois and increasing pay to more closely reflect what the market 
in Alaska pays for roughly similar positions. In addition, we will recruit for the Analyst Programmer V and bring that person 
on board to participate in the database scoping meetings. We estimate FY 2008 costs for this position to be approximately 
$57,800. Supplies - $6,000 for a computer and software for the new analyst progammer V position.

See page 3 for projected revenue estimates.

Page 2 of 3



FISCAL N O T E

ANALYSIS CONTINUATION

Estimated Production Tax Revenues, PPT and ACES, at 
Various Prices (in $m illions nominal)

S T A T E  O F  A L A S K A  B,LL NO> CSHB2001(Q&G)
2008 LEGISLATIVE SESSION

Fall 2007 DOR Official Forecast Prices

Fiscal Y ear
ANS WC $ per 
barrel (in real 

dollars)

A N ° WC $ 
per barrel (in 
NOMINAL 
dollars)

Status Q uo - 
PPT

CSHB2001
(O&G)

Increase or 
(D ecrease) 
from PPT

2008 71.65 71.65 1,915 2,007 92

2009 64.55 66.30 1,693 1,920 227

2010 60.05 63.40 1,531 1,693 161

2011 59.70 64.75 1,670 1,920 251

2012 59.55 66.35 1,746 2,205 459

2013 58.90 67.45 1,647 2,134 487

2014 58.25 68.55 1,642 1,979 337

DOR Forecast nominal prices rounded to the nearest $0.05

$60 per barrel in REAL dollars

Fiscal Y ear
ANS WC $ per 
barrel (in r e a l 

dollars)

ANS W C $ 
per barrel (in 
NOMINAL 
dollars)

Status Q uo - 
PPT

CSHB2001
(O&G)

Increase or 
(D ecrease) 
from PPT

2008 60.00 60.00 1,051 1,088 38

2009 60.00 61.65 1,435 1,575 141

2010 60.00 63.35 1,562 1,717 155

2011 60.00 65.09 1,695 1,951 256

2012 60.00 66.88 1,783 2,253 470

2013 60.00 68.72 1,733 2,248 515

2014 60.00 70.61 1,776 2,160 384

$80 per barrel in REAL dollars

Fiscal Y ear
ANS WC $ per 
barrel (in r e a l 

dollars)

ANS WC $ 
per barrel (in 
NOMINAL 
dollars)

Status Q uo - 
PPT

CSHB2001
(O&G)

Increase or 
(D ecrease) 
from PPT

2008 80.00 80.00 2,650 2,777 127

2009 80.00 82.20 3,031 3,465 434

2010 80.00 84.46 3,266 3,730 464

2011 80.00 86.78 3,481 4,090 609

2012 80.00 89.17 3,668 4,513 845

2013 80.00 91.62 3,619 4,526 906

2014 80.00 94.14 3,690 4,494 805
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FISCAL NOTE

S T A T E  O F  A L A S K A

2008 LEGISLATIVE SESSION

Identifier (file name): LL 08-0014-DOA-DAS-10-17-07 
Title

Fiscal Note Number: 1
Bill Version:
(H) Publish Date:

HB 2001
10/18/07

An Act relating to the production tax on oil and gas...
Dept. Affected:

;rdu
Componenl

Adminislration
Cenlralizod Admin. Services 
Office of the Commissioener

Sponsor
Requester

Governor

Expenditures/Revenues

_______ Component Number

(Thousands of Dollars)

45

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

Required Information
OPERATING EXPENDITURES FY 2009 FY 2009 FY 2010 FY 2011 FY 2012 FY 2013 FY 2014
Personal Services 
Travel 
Contractual 
Supplies 
Equipment 
Land & Structures 
Grants & Claims 
Miscellanc jus

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0 0.0

ICAPITAL EXPENDITURES 0.0 0.0 | 0.0 I 0.0 I 0.0 I 0.0 I 0.0

CHANGE IN REVENUES ( ) r ' i i i i

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts
1037 GF/Mental Health
Other Interagency Receipts

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Estimate of any current year (FY2008) cost: 

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separate page if necessary)

This legislation has no fiscal impact on the Department of Administration.

Prepared by: Eric Swanson
Division
Approved by: Annette Kreitzer

Administrative Services

Commissioner

(RevUOd 10/05/2008 OMB)

Phone 465-5655 
Date/Time

Date Oct. 12. 2007
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FISCAL NOTE

S T A T E  O F  A L A S K A

2008 LEGISLATIVE SESSION

Identifier (file nameV 
Title

#773-08-0014-DNR-10-17-07
ACES

Dept. Affected:
'RDU

Fiscal Note Number:
Bill Version:
(H) Publish Date:

HB 2001
10/18/07

Nalural Resources 
Resource Development

Component Oil and Gas Development
Sponsor
Requester

Rules Committee
Governor

Expenditures/Revenues

______ Component Number

(Thousands of Dollars)

439

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

Required Information
OPERATING EXPENDITURES FY 2009 FY 2009 FY 2010 FY 2011 FY 2012 FY 2013 FY 2014
Personal Services 
Travel 
Contractual 
Supplies 
Equipment 
Land & Structures 
Grants & Claims 
Miscellaneous

303.5 0 0 303.5 303.5 303.5 303.5 303.5

TOTAL OPERATING 303.5 0.0 303.5 303.5 303.5 303.5 303.5

ICAPITAL EXPENDITURES I T  I I I

CHANGE IN REVENUES ( ) "  ' I l :  I I i !

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF 303.5 0.0 303.5 303.5 303.5 303.5 303.5
1005 GF/Program Receipts
1037 GF/Mental Health
Other Interagency Receipts

TOTAL 303.5 0.0 303.5 303.5 303.5 303.5 303.5

Estimate of any current year (FY2008) cost:  177.0

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separate page if necessary)
This bill would amend the oil and gas production tax under AS 43.55 lo increase the base tax rale from 22.5% to 25% of net income 
and have the index-based progressive tax apply when net income per barrel exceeded $30 rather than the current $40 per barrel. In 
addition, this bill would change the minimum tax that currently applies lo taxable income generated from North Slope fields, and which, 
for ANS West Coast prices above $25 per barrel, is now 4% of gross receipts at the lease boundary. The bill would increase the 
minimum tax rate to 10 percent gross, but apply this minimum tax only to large North Slope legacy units (Prudhoe Bay Unit and the 
Kuparuk River Unit). This minimum tax would also prevent these legacy field owners from using credits or deductions generated al 
these fields to lower their tax burden elsewhere when the minimum tax applies. In addition, the bill allows for lax credits on future work 
rather than previous work and expands the current exploration incentive credit program to include as many wells that can be drilled in 
two drilling seasons. It also restricts capital expense deductions to scheduled maintenance and would implement audit and 
information sharing provisions.

Prepared by: Kevin Banks, Acting Director________________________________________ Phone 269-8800
Division Oil and Gas Dale/Time 10/17/2007
Approved by: Tom Irwin, Commissioner_________________________________________________  Date 10/17/2007

Natural Resources

(Revised 10/05/2008 OMB) Page 1 o f 2



FISCAL N O T E  #2

ANALYSIS CONTINUATION
**Indeterminate Positive: The royalty revenue impact to the State of ACES is indeterminate, but most likely positive. 
ACES improves the economics for new entrants or small Alaska producers, but decreases the attractiveness of 
investments in legacy fields.

Improvement in new entrant/small producer economics: ACES improves the economics of investing in Alaska for new 
entrants and cmg|| Alaska producers, an improvement that should lead to more investment and resulting royalty 
revenue. For new entrants and small producers, capital spent to find and develop oil or gas resources will generate a 
carried-forward annual loss credit of 25 percent rather than the current 20 percent AS 43.055.023(b).

Also, for new entrants and small Alaska producers, the transferable credits (the carried-forward annual loss credit and 
the 20 percent qualified expenditure credit (AS 43.55.023(a)) will be worth more under ACES. Small producers have 
indicated that they have been unable to sell their credits to larger tax payers. Under AS 43.55.028, ACES establishes 
an oil and gas tax credit fund that will help ensure these new and small producers will receive full value for these 
transferable credits.

Without the fund, the small producer or new entrant may have to carry-forward their credits until they have tax liability. 
By providing fu!! value up-front for these credits, ACES improves t! a internal rate of return (IRR) by three to six 
percent at $40 per barrel ANS WC.

As a partial offset to this incentive, ACES increases the tax rate from 22.5 to 25.0 percent; has the progressive, index- 
based, rate kicking in at a lower level; and has credits being spread over two years rather than one. However, on 
balance, *\CES will improve new project economics for new entrants and small Alaska producers.

Decrease in attractiveness of investments in legacy fields; ACES will decrease the attractiveness of investments 
made by largei, existing producers for three reasons: the higher tax rate, the elimination of the Transition Investment 
Expenditure (TIE) credit, and the 10 percent minimum tax on legacy fields.

First, ACES increases the tax rate from 22 5 percent to 25.0 percent. In addition, the progressive, index-based rate 
will start at a lower ($30) net value per barrel, but escalate at a lower rate (0.20 percent rather than 0.25 percent. 
Second, by eliminating the TIE credit, new capital spending by existing producers will no longer increase the ability of 
those producers to take the TIE credit by 10 percent of the capital invested. Third, at lower prices (prices far belcw 
where they are today) the minimum 10 percent gross tax applies, lowering or postponing the ability to take the capital 
expenditure credits. The floor also could eliminate the ability to use deductions generated by new spending to 
decrease tax liability. If the producers in these legacy fields (Prudhoe Bay Unit and Kuparuk River Unit) believe there 
is a good chance that prices will decline or costs will increase to the point where the floor applies, they might invest 
less in additional reserves in these legacy fields.

If these measures (the higher rate, the TIE credit elimination, and the 10 percent floor) cause less investment by 
existing producers to add reserves, the State will receive less in royalty

Personal Services: Sections 10 and 67 would reclassify the current oil and gas auditors to exempt status employees. 
DO&G currently has seven oil and gas auditor positions. The total salary/benefit costs for these seven employees 
currently equals approximately $849,147. An increase to exempt status is estimated to cost up lo an additional 
$303,500 in FY09. The FY08 amount of $177,000 covers an estimated 7-months at the higher rate.

S T A T E  O F  A L A S K A  BILL NO. HB 2001_____________
2008 LEGISLATIVE SESSION
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FISCAL NOTE

Identifier (file name): LL 06-00K-DQR-TAX-10-17-07_____________ Dept. Affected:___________Revenue 04
Title  An Act relating to the production tax on oil and gas..______RDU  Taxation and Treasury
________________________________________________________________ _ Component Tax Division______________
Sponsor ______________________ Governor______________________  ______________________
R e q u e s te r____________________________________________________ Component Number 2476

E x p en d itu re s /R ev e n u es________________________________________ (Thousands of Dollars)___________________________

STATE O F A LA S K A  Fiscal Note Number: 3_____________
2008 L E G IS L A T IV E  SESSION Bill Version: HB 2001

(H) Puolish Date: 10/18/07_______

Note' Amounts do not include inflation unless otherwise noted below.
Appropriation

Required Information
OPERATING EXPENDITURES FY 2009 FY 2009 FY 2010 FY 2011 FY 2012 FY 2013 FY 2014
Personal Services 
Travel 
Contractual 
Supplies 
Equipment 
Land & Structures 
Grants & Claims 
Miscellaneous

1,215.7 1,215.7 1,215.7 1,215.7 1,215.7 1,215.7 1,215.7

1,018.4 1,018.4 1,018.4 511.8 5.2 5.2 5.2

TOiAL OPERATING 2,234.1 2,234.1 2,234.1 1,727.5 1,220.9 1,220.9 1,220.9

CAPITAL EXPENDITURES I I I I I I I

ICHANGEIN REVENUES ( I 675,000.0 | 603,000.0 | 589,000.0 | 624,000.0 j 597,000.0 | 416,000.0 |

FUND SOURCE______________________________________________ (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF 2,234.1 2,234.1 2,234.1 1,727.5 1,220.9 1,220.9 645.9
1005 GF/Program Receipts
1037 GF/Mental Health
Other Interagency Receipts

TOTAL 2,234.1 2.234.1 2,234.1 1,727.5 1,220.9 1,220.9 645.9

Estimate of any current year (FY2008) cost: 3,409.2

POSITIONS
Full-time 1 1 1 1 1 1 1
Part-time
Temporary

ANALYSIS: (Attach a separate page it necessary)

This bill makes significant changes to the state's current petroleum profits lax. The tax proposal, also known as the Clear and Equitable 
Share (ACES) plan, like the current tax system, taxes the net value of petroleum resources. The ACES proposal makes the following 
changes to the tax system: raises the tax rate to 25% on net profits of oil and gas production subject to a 10% floor on legacy fields: 
adjusts the progressive tax feature to trigger at $30 net value (annual) and rise at two-tenths of a percent per dollar; eliminates the 
transitional investment expenditures -TIE" credits; requires that capital costs be taken as credits over two years, rather than immediately; 
addresses the "corrosion" expense issue; excludes dismantlement, removal & restoration (DR&R) costs from allowable expenditures; 
expands exploration incentive credit program to cover two field seasons; requires taxpayers to provide cost projections to allow the state 
to better forecast state revenues and pursue changes in reported costs; authorizes public reporting of some cost data; authorizes a short­
term audit program; and designates an exempt class of oil and gas auditors.

Prepared by: Cherie Nienhuis. Roger Marks, Johanna Bales_____________________________ Phone 269-6628
Division Tax Division   Date/Time 10/17/07 12:00 AM
Approved by: Jerry Burnett______________________________________________________________________ Date 10/17/2007

Department of Revenue_____________________________________________________

(Rovnoi) 10/05/2006 OMB) Page 1 of 3



FISCAL N O T E  #3

ANALYSIS CONTINUATION
The tax proposal would also authorize a fund to be established for the purpose of purchasing tax credit certificates. The func 
would receive 10% -15% of total production tax revenues annually (roughly $150 million to $300 million); up to $250 million 
of fund revenues would be paid to purchase credits in any given year.

Certain lease expenditure allowance provisions are retroactive to April 1. 2006; the other provisions of the tax proposal 
become effeclive January 1, 2008.

Personal Services; The department will reclassify the existing 5 vacant auditor positions, and create 4 to 5 senior level 
auditor positions with extensive industry oil and gas auditing experience. These positions will be classified as tho 
Department's most senior level auditor positions and will have salaries that are consistent with market comparables and will 
be beyond the current salary levels allowed under the existing Oil and Gas Revenue Auditor (OGRA) pay classification 
system. In addition, the department exnects that it will need one additional Programmer Analyst V position to maintain and 
manage the new oil and gas production tax database system at a cost of $115,700 annually. The existing oil and gas 
specialist, oil and gas revenue auditors, and their immediate supervisor will be offered the opportunity to opt into an exempt 
status with individual salaries established commensurate with experience and skill level, and consistent with market 
comparables.

The need for exempt status is based upon the difficulties the department has recruiting experienced auditors to administer 
the tax. The current pay range for an Oil and Gas Revenue Auditor is on the low range of the pay range for roughly similar 
jobs. The department estimates the new exempt positions and the potential salary increases associated with the change of 
exisung staff to exempt status, will cost the state approximately $1,100,C°0 annually.

Contractual: Contractual expenditures include $1,013,200 annually to contract for audit assistance. This estimate is based 
on 3 auditors, working 40 hours per week each, for 4 years starting in January 2008 at an average rate of $100 per hour, 
plus estimated transportation and lodging costs, and additional costs for training auditors The need for such assistance is 
based upon the department's substantial difficulty in recruiting enough auditors to administer the oil and gas production tax. 
The department only anticipates the need for contrau audit assistance for 4 years while the department recruits and trains 
auditors for positions that are currently vacant. The contract auditors would work in conjunction with department auditors 
during this time lo maximize department resources and help train department auditors. The department will also need an 
additional $5,200 each year in contractual costs associated with the new Analyst Programmer V position.

S T A T E  O F  A L A S K A  BILL NO. HB 2001____________
2008 LEGISLATIVE SESSION

Current FY2008 costs; The department expects it will incur costs beginning January 2008 to immediately implement the 
new production tax structure. Those costs include; Contractual • $2,620,800 capital funding to fund the scoping and 
development of an oil and gas production tax database system (including associated hardware) and $506,600 to contract for 
audit assistance (as described above). The new database system will permit accurate and efficient management of 
information submitted by taxpayers to facilitate auditing and forecasting of revenues, and timely and accurate reports for 
internal and public uses. The proposed system will accommodate the migration of ELF-basrd data and continue to collect 
supplemental data from producers on volumes, wells and production, The system will include income-based data, including 
tracking credits, required under PPT and upon which the ACES tax structure is based The system will also integrate into 
the division's accounting systems. Personal Services - $218,000 from the period January 1, 2008 through 'une 30. 2008 
due to creating an exempt class of oil and gas revenue auditors and increasing pay to more closely reflect what the market 
in Alaska pays for roughly similar positions. In addition, we will recruit for the Analyst Programmer V and bring that person 
on board to participate in the database scoping meetings. We estimate FY 2008 costs for this position to be approximately 
$57,800. Supplies - $6,000 for a computer and software for the new analyst progammer V position.

See page 3 for projected revenue estimates

Page 2 of 3



FISCAL N O T E  #3

ANALYSIS CONTINUATION

Est imated  Product ion Tax R evenue s ,  PPT  and ACES, at 

Var ious P r i c e s  (in $m i l l ions )

S T A T E  O F  A L A S K A  BILL NO. HB 2001
2008 LEGISLATIVE SESSION

Fall 2007 DOR Official Forecast Prices

Fiscal Y ear
ANS WC $ per 
barrel (in real 

dollars)

ANS WC $ 
per barrel (in 
NOMINAL 
dollars)

S ta tu s  Quo - 
PPT

ACES
Increase  or 
(D ecrease) 
from PPT

2008 71.65 71.65 1,915 2,330 415

2009 64.55 66.30 1,693 2,369 675

2010 60.05 63.40 1,531 2,134 603

2011 59.70 64.75 1,670 2,258 589

2012 59.55 66.35 1,746 2,370 624

2013 58.90 67.45 1,647 2,244 597

2014 58.25 68.55 1,642 2,058 416

DOR Forecast nominal prices rounded to the nearest $0.05

$60 per barrel in REAL dollars

Fiscal Y ear
ANS WC $ per 
barrel (in r e a l 

dollars)

ANS WC $ 
per barrel (in 
NOMINAL 
dollars)

S ta tu s Quo - 
PPT

ACES
Increase  or 
(D ecrease) 
from PPT

2008 60.00 60.00 1,051 1,421 371

2009 60.00 61.65 1,435 1,977 542

2010 60.00 63.35 1,562 2,170 608

2011 60.00 65.09 1,695 2,291 596

20.2 60.00 66.88 1,783 2,414 631

2013 60.00 68.72 1,733 2,347 614

2014 60.00 70.61 1,776 2,218 442

$80 per barrel in REAL dollars

Fiscal Year
ANS WC $ per 
barrel (in r e a l 

dollars)

ANS WC $ 
per barrel (in 
NOMINAL 
dollars)

S tatus Quo - 
PPT

ACES
Increase  or 
(D ecrease) 
from PPT

2008 80.00 80.00 2,650 3,089 438

2009 80.00 82.20 3,031 3,717 686
2010 80.00 84.46 3,266 3,988 722

2011 80.00 86.78 3,481 4,189 708

2012 80.00 89.17 3,668 4,404 736

2013 80.00 91.62 3,619 4,327 708

2014 80.00 94.14 3,690 4,204 514
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Provision House CS K
Leg intent re statute of limitation

DNR- conform
same
same
same
same

Exempt DOR/DNR auditors
DNR- conform
DOR- Confid. Info release

- Ref to 6 yr stat of limit, 
^jQl 1(e) tax rate

011(h) annual prog. $30 trigger
01 l(j) conforming
011 (j) reference new (o) Ct
Oil(k) conforming
01 l(k)- reference new (o) 6X a il
01 l(m)-conforming Cl lease expenditures
01 l(m) reference new (o)
011 (o) .225% tax per 1$ over $50
011 (p) ELF ceiling on Middle earth

rewrite
ence new

020(d) conform
020(d) reference new .01 l(o)
020(g) conform, clarify year
020(g) clarify year tocfrCKflMM 
020(h) conform, clarify year__________

.020(h) clarify year

.023(a) 2 yr cap credit use, legacy limit, 
exploration data rights____________________
.023(b) 25% loss carry forward, leg. Limit 
1723(d) Cap cost credit cert if. ref annual 
statements.
023(d) ref annual statements
023(e) conforming
023(g) conforming
023(i) TIE credit past costs since 3-31 -03



Provision ACES SEN CS E House CS K
\ .023(1) tax exempt entity-no credits 31 X X / W J * / -

.024(a) conforming .011(f) 32 X X

.024(c) conforming .011(f) 33 X X

.024(e) conforming .011(f) 34 X X

.024(g) conforming .011(f) 35 X X
f .025(a) HIC 36 X X

.025(b) EIC 37 X X

.025(c) EIC 38 X X

.025(f) EIC 39 X X

.025(g) EIC 40 X X

.025(g) EIC 40 X X

.025(h) EIC 41 X X

.025(i) EIC 42 X X

.025(k) EIC 43 X X
1 _.025(1) EIC 44 X X

.028 New O&G tax credit fund 45 X X

.030(a) Producer Annual report 46 14 24

.030(d) Penalty for no report 47 15 X

.030(e) Non-producer annual report, monthly 
reports

48 16 25

.040(5) DOR. right to forecast info 49 17 26

.040(6) penalty for no forecast info 49 17 X

.075- six yr stat o f limitation 50 X 27

.110 Electronic filing, payments 51 18 28

. 16u(a) production valuation changes 52 X X

.160(a)-?? X X 2v
160(b) conforming 53 X X
.160(e) rewrite carried forward loss 54 X X

L .160(0 allocation leasehold expenditures 55 X X
/'.165(a) QLE are what are “in” not “out” 56 19 X

.165(a)-?? X X 30

.165(b) rewrite factors for determining Lease 
Expenditures

57 20 X

.165(e) Excluded lease expenditures- DDR, 
Corrosion, COTP

58 21 31

, . 165(h) cost allocation 59 X X
.170(a) conform deletion of .165(c) and (d) 60 22 32
.890- Public Disclosure 61 23 33
.900 Definitions (4) 62 X X
.900 Definitions (2) X 24 34
Repeal .023(0 63 X X
Repeal .165(c) and (d) 64 25 35
Repeal .011(1), .023(i), .160(c) 65 X X

-2-



Provision ACES SEN CS E House CS K
Repea1 .011(1) X 26 X
R e eal .011(g) (progressivity), .011(h) (trigger 
price), .011(1), .160(c)

X X 36

U na lfied- Applicability (various sections) 
(ea»..i bill different)

66 27 37

Uncodified- Exempt Auditors, bargaining units 67 28 38
Regs Retroactive fH  7 IV5 
(each bill different)

68 29 39

Application to Pending Applications 69 X X
DNR Regulations 70 30 40
Retroactivity o f Provisions 
(each bill different)

71 31 41

Provisions Effective 1-1-08 
(each bill different)

72 32 42

Provisions effective immediately 73 33 43
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A l a s k a ’s C l e a r  a n d  E q u i t a b l e  S h a r e

-----------------

• C u r r e n t  l a w

• T h e  c o m m e r c i a l  r e a l i t y

• S o m e  p r o b l e m s

• P o t e n t i a l  r e m e d i e s



A l a s k a ' s  C l e a r  a n d  E q u i t a b l ?  S h a r e

• G r o s s  v a l u e  a t  p o i n t  o f  p r o d u c t i o n  d e t e r m i n e d  b y  

s u b t r a c t i n g  “ r e a s o n a b l e  c o s t s  o f  t r a n s p o r t a t i o n ” 

f r o m  m a r k e t  p r i c e s

• “ R e a s o n a b l e  c o s t s ” =  “ a c t u a l  c o s t s ”

• “A c t u a l  c o s t s ”  h a v e  h i s t o r i c a l l y  b e e n  u n d e r s t o o d  

a s  F E R C / R C A  t a r i f f s

• E x c e p t i o n  f o r  a f f i l i a t e  t r a n s a c t i o n s ,  b u t  o n l y  i f  

“ t h e r e  a r e  o t h e r  r e a s o n a b l e  m o d e s  o f  

t r a n s p o r t a t i o n ” e x c e p t i o n  i s  n e v e r  m e t !

■ i .....  umm

4



D e d u c t i o n s  h a v e  h i s t o r i c a l l y  r e l i e d  o n  r a t e s  

s a n c t i o n e d  b y  r e g u l a t o r y  b o d i e s

T y p i c a l l y ,  t h i s  “ s a n c t i o n ” d o e s  n o t  r e f l e c t  a  

r e g u l a t o r y  d e t e r m i n a t i o n

R a t h e r ,  t h e  r e g u l a t o r y  b o d i e s  h a v e  “ b l e s s e d ” 

s e t t l e m e n t  a g r e e m e n t s  b e t w e e n  t h e  s t a t e  a n d  

t h e  p i p e l i n e  o w n e r

A l a s k a ’s C l e a r  a n d  E q u i t a b l e  S h a r e

r,7V?VW

■



W h y  d o e s  s t a t e  b a s e  i t s  t a x  p o l i c y  f o r  

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

p i p e l i n e  r a t e  l i t i g a t i o n ?

• M M S  d o e s n ’t  w h e n  p i p e l i n e  i s  o w n e d  b y  

p r o d u c i n g  a f f i l i a t e s .

-  T h e y  a d o p t  a  m e t h o d  p r o m u l g a t e d  t h r o u g h  

r e g u l a t i o n



-■•V

A l a s k a ' s  C l e a r  a n d  E q u i t a b l e  S h a r e

• K e y  r e a s o n s  f o r  s t a t e  t o  a v o i d  r e l y i n g  o n  

r e g u l a t o r y  p r o c e s s  i n  s e t t i n g  t a x  v a l u e

-  C r e a t e s  u n c e r t a i n t y : W h i l e  l i t i g a t i o n  d r a g s  o n  

t a x  v a l u e  n o t  f u l l y  k n o w n

-  I n e f f i c i e n t : R e g u l a t o r y  p r o c e s s  u n l i k e l y  t o  

w o r k  w e l l  a b s e n t  a r m s - l e n g t h  c o m m e r c i a l l y  

s o p h i s t i c a t e d  p a r t i e s



'

SSFt

T A P S  T a r i f f s  E x a m p l e
tsw:

A l a s k a ' s  C l e a r  a n d  E q u i t a b l e  S h a r e

B a c k g r o u n d :

• T A P S  r a t e s  a r e  c u r r e n t l y  ~ $ 5 / b b l ,  s e t  u n d e r  a  

1 9 8 5 - e r a  s e t t l e m e n t  a g r e e m e n t  b e t w e e n  t h e  

S t a t e  a n d  t h e  T A P S  o w n e r s

• R a t e s  d o n ’t  a p p e a r  t o  r e f l e c t  “ a c t u a l  c o s t s ”

-  R C A  d e t e r m i n e d  t h a t  a c t u a l  c o s t s  ~ $ 2 / b b l

-  F E R C  A d m i n i s t r a t i v e  L a w  J u d g e  d e t e r m i n e d  

t h a t  a c t u a l  c o s t s  ~ $ 2 / b b l

• W h i l e  l i t i g a t i o n  c o n t i n u e s ,  S t a t e  c o n t i n u e s  t o  

a l l o w  a  ~ $ 5 / b b l  t r a n s p o r t a t i o n  d e d u c t i o n

8 ri? ;



A l a s k a ' s  C l e a r  a n d  E q u i t a b l e  S h a r e

I n d i c a t i v e  V a l u e  o f  “ T a r i f f s  b y  D O R ”

• A s s u m e :

-  T A P S  t a r i f f s  a r e  $ 3 / B b l  t o o  h i g h

-  7 6 0 , 0 0 0  B b l s / d a y

-  P r o d u c t i o n  t a x  r a t e  o f  2 2 . 5 %

-  A l l  b a r r e l s  a r e  s h i p p e d  o n  a f f i l i a t e d  

t r a n s p o r t a t i o n

• T h e n  p r o d u c t i o n  t a x  v a l u e  t o  s t a t e  o f  s e t t i n g  

t a r i f f s  f o r  a f f i l i a t e  t r a n s a c t i o n s  i s  ~ $ 1 6 0  

m i l l i o n / y e a r



A l a s k a ’s C l e a r  a n d  E q u i t a b l e  S h a r e

• G a s  p i p e l i n e s  t y p i c a l l y  b u i l t  o n  b a s i s  o f  

“ n e g o t i a t e d  r a t e s ”  b e t w e e n  s h i p p e r s  a n d  

p i p e l i n e s

• F E R C  t y p i c a l l y  g i v e s  n o  s c r u t i n y  a s  t o  w h e t h e r  

t h e  n e g o t i a t e d  r a t e s  a r e  a  “ f a i r ”  b a r g a i n  b e t w e e n  

s h i p p e r  a n d  p i p e l i n e

• I f  P r o d u c e r s  e n d  u p  o w n i n g  t h e  g a s  p i p e l i n e ,  

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



A l a s k a ’s C l e a r  a n d  E q u i t a b l e  S h a r e

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

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

a  n o n - a r m s  l e n g t h  d e a l  t h a t  s t a t e  c a n ’ t  e v e n  

l i t i g a t e ?

• E x p e r i e n c e  o n  T A P S  s u g g e s t s  i t  w o u l d  b e  

u n w i s e

• N o  c o m p e l l i n g  n e e d  t o  d o  s o



A l a s k a ’s C l e a r  a n d  E q u i t a b l e

t o  a  R e m e d y

• A t  p r e s e n t ,  s t a t e  i s  a r g u a b l y  f o r c e d  t o  l i v e  w i t h  

n o n - a r m s  l e n g t h  t r a n s a c t i o n s  b e c a u s e  i t  i s  n e v e r  

t h e  c a s e  t h a t  “ t h e r e  a r e  o t h e r  r e a s o n a b l e  m o d e s  

o f  t r a n s p o r t a t i o n ”

• D O R  c o u l d  f o l l o w  M M S ’ l e a d  a n d  e s t a b l i s h  

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

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

p i p e l i n e s

• C l e a n u p  l a n g u a g e  n e e d e d  t o  e n s u r e  t h a t  t h e  

a r m s - l e n g t h  s h i p p e r s  -  w h o  r e a l l y  d o  h a v e  

“ a c t u a l  c o s t s ” o f  t h e  p o s t e d  t a r i f f s  -  a r e  n o t  

f o r c e d  t o  u s e  t h e  D O R - e s t a b l i s h e d  t a x  d e d u c t i o n



A l a s k a ’s  E q u i t a b l e  S h a r e

S o m e  F u r t h e r  T h o u g h t s  

3 0  O c t o b e r  2 0 0 7

G a ffn e y C lin e .& A s s o c ia te d
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T . M R
T o p i c s '■Odd-Oi?

W h a t  i s  t h e  r i s k  o f  r a i s i n g  s t a t e  r e v e n u e  s h a r e  o n  

t h e  e x i s t i n g  p r o d u c i n g  r e s e r v o i r s ?

>  Look at A O G A , BP and other industry data

W h a t  a r e  t h e  g o a l s  o r  d r i v e r s  f o r  A l a s k a ’ s  

P e t r o l e u m  F i s c a l  S y s t e m ?

>  List what we have discerned since arriving in Juneau

F r o m  a  5 0 , 0 0 0  f o o t  v i e w p o i n t ,  w h a t  f i s c a l  s y s t e m  

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

m i n i m a l  n e e d  f o r  i n t e r v e n t i o n ?

y ; C lin e & A s s o c ia te s
30 October 2007



T h e  T i p p i n g  P o i n t



W h e r e  i s  t h e  t i p p i n g  p o i n t ?

Q u i t e  l e g i t i m a t e l y  s e v e r a l  l e g i s l a t o r s  h a v e  a s k e d  

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

r i g h t  a n d  h o w  f a r  i s  t o o  f a r ?

>  The companies have complex decision making processes 
with many external factors at play and can’t articulate 
what impact a change in Alaska taxes will have

• Rock (Prospectivity) trumps Scissors (Fiscal) - Chevron

•  S c i s s o r s  ( F i s c a l )  c u t  P a p e r  ( P r o f i t )

•  P a p e r  ( B u y  R e s e r v e s )  c o v e r s  R o c k  ( D e v e l o p  R e s e r v e s )

>  Consultants acknowledge that taxes are but one of many 
factors that control decision making, and cannot say with 
certainty what tax rate is just right

G a ffn e y . C lin e & A s so c ia te s
30 October 2007
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T e s t i n g  t h e  T i p p i n g  P o i n t
BOR
. V

~  0**4O dd- O i"

W e  c a n  r e a d  l i n e s ,  a n d  b e t w e e n  t h e  l i n e s ,  o f  

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

A l a s k a n  i n v e s t m e n t  c l i m a t e

>  A O G A  letter which reflects “the full consensus of the 
members of the A O G A  Tax Committee, with no dissent”

>  BP ’s very detailed presentation on Prudhoe Bay area

>  Conoco’s useful insight on project economics

>  And other information supplied by Anadarko, Chevron, 
Exxon and Pioneer.

D e t a i l s  p r e s e n t e d  w e r e  t h e n  d o u b l e  c h e c k e d  a g a i n s t  

a n n u a l  r e p o r t s ,  S E C  f i l i n g s ,  a n a l y s t  p r e s e n t a t i o n s  

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

fn e y . C lin e & A s s o c ia te s
30 October 2007
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O v e r a l l  O b s e r v a t i o n s  ^

W e  a g r e e  w i t h  i n d u s t r y  t h a t  t h e r e  i s  s i g n i f i c a n t  

u p s i d e  i n  r e d u c i n g  t h e  d e c l i n e  f r o m  e x i s t i n g  

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

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

o n  t h e  N o r t h  S l o p e  a r e  e x t r e m e l y  p r o f i t a b l e

>  Evaluated with actual costs, production and prices as 
reported by BP

>  Profitable even when tested against various stress points

C lin e & A s s o c ia te s
30 October 2007



A O G A  T e s t i m o n y  t o  t h e  H o u s e
m

I n  d i s c u s s i n g  t h e  m e r i t s  o f  H B  2 0 0 1  v e r s u s  P P T  a n d  t h e  A d m i n i s t r a t i o n ’s  c o n c e r n s ,  w e  

m u s t  a l w a y s  k e e p  i n  m i n d  t h e  r e a l - w o r l d  s i t u a t i o n  t h a t  A l a s k a  f a c e s .  T h e  g r e a t e s t  c h a l l e n g e  t h a t  

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

w h i c h  h a s  b e e n ,  i s  t o d a y ,  a n d  p r o m i s e s  t o  r e m a i n  t h e  c o r n e r s t o n e  o f  t h e  f i n a n c e s  o f  s t a t e  

g o v e r n m e n t .

• T h e  f i s c a l  s y s t e m  c h o s e n  m u s t  r e c o g n i z e  t h e  

c u r r e n t  a n d  n e a r - t e r m  i m p o r t a n c e  o f  i m p r o v i n g  

p r o d u c t i o n  f r o m  e x i s t i n g  a s s e t s .

30 October 2007
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A O G A  T e s t i m o n y  -  R e c e n t  S u c c e s s <gK
T h i s  g e t s  u s  t o  i n v e s t m e n t  i n  c u r r e n t l y  p r o d u c i n g  f i e l d s .  F o r t u n a t e l y ,  t h e r e  a r e  i n v e s t ­

m e n t s  t h a t  c a n  b e  m a d e ,  a n d  a r e  b e i n g  m a d e ,  i n  t h e s e  f i e l d s  t o  s l o w  t h e i r  d e c l i n e .  I n  t h e  s h o r t  

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

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

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

7 0 . 0 0 0  b a r r e l s  a  d a y  t o  p r o d u c t i o n  f r o m  t h e  P r u d h o e  B a y  f i e l d .  T o  p u t  t h i s  m t o  p e r s p e c t i v e ,  a

7 0 . 0 0 0  b a r r e l  p e r  d a y  f i e l d  w o u l d  b e  t h e  4 th l a r g e s t  s t a n d - a l o n e  f i e l d  o n  t h e  N o r t h  S l o p e  t o d a y .

* A O G A  n o t e d  t h a t  N o r t h  S i o p e  f i e l d  l i f e  c o u l d  b e  

e x t e n d e d  u p  t o  a n o t h e r  2 5  y e a r s  w i t h  c o n t i n u e d  

i n v e s t m e n t

• T h e  o i l  c o m p a n i e s  a c h i e v e d  7 0 , 0 0 0  b p d  o f  

a d d i t i o n a l  p r o d u c t i o n  f r o m  t h e  2 0 0 6  d r i l l i n g  

p r o g r a m  i n  P r u d h o e  B a y .

G a ffn e y . C lin e & A s s o c ia te s
30 October 2007
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B P ’ s  i n f i l l  d r i l l i n g  p r o g r a m # n ,
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5 0 %  O f  G P B ’s  c u r ra n t o il 

p r o d u c t io n  is  fro m  d r i l l in g  a n d  

rig  w o r k o v e r  a c t i v i t y  c o n d u c te d  

o v e r  th e  p a s t  fo u r  y e a r s
50*.

.iiv

O b s e r v a t i o n s ?
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BP House testimony page 12
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h e
ffn e y , C lin £ & A s so c ia te s
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#  #

C o s t l i e r  D e v e l o p m e n t

• I t  i s  g e t t i n g  . n o r e  e x p e n s i v e  t o  d e v e l o p  a  b a r r e l  o f  

r e s e r v e s  ( B P  I n f i l l  p r o g r a m )

2 0 0 2 2 0 0 3 2 0 0 4 2 0 0 5 2 0 0 6

Capex 2 5 5 2 2 0 2 7 5 2 4 0 2 4 5

MMbls 1 2 0 9 0 8 0 6 0 5 0

$/bbl 2 . 1 3 2 . 4 4 3 . 4 4 4 . 0 0 4 . 9 0

• C o n t r a s t  t h e  a b o v e  p e r  b ? r r e l  F & D  c o s t s  w i t h :

>  $ 2  or less C A P E X  for Prudhoe and Kuparuk to daL; 

• $1 9 bn to produce 9 . 5  bn bbls

>  The P/K upside at $3 .5 (1 5 %), $7 . 7  (6 %), $ 1 2  (3 %)

>  Pioneer’s view of average F&D for Lower - 4 8  of $ 1 4

BOR
, V

G a ffn e y . C lin e & A s so c ia te s
30 October 2007



5  Y e a r  P r u d h o e  D r i l l i n g  P r o g r a m — d~o*? '>S

D r i l l i n g  c a p e x  -  3 0 0 %  f o r  a d d e d  f a c i l i t i e s / i n j e c t i o n

CAPEX for Drill CAPEX for Drilling Program

</»

2 0 0 2  2 0 0 3  2 0 0 4  2 0 0 5  2 0 0 6  2 2 0 0 2  2 0 0 3  2 0 0 4  2 0 0 5  2 0 0 6  2 0 0 7  2 0 0 8  2 0 0 9  20'

G a ffn e y . C lin e & A s s o c ia te s 30 October 2007



B P  -  P r u d h o e  B a y

250

2 0 0
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o
f  50

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

I n c r e m e n t a l  P r o d u c t i o n

G a ffn fy . C lin e & A s s o c ia te s
30 October 2007



D D  D  J-II n  CjfilOR’
B P  P r u d h o e  B a y  & qjd~oi?  \ \

O i l  C o m p a n y  A f t e r  T a x  I R R

1 0 0 %  -------------------------------------------------------------------------------------------------------------

90%
80%

E 70%
3  60%
a>

“  50%
2 40%
5  30%

2 0 %

1 0 %

0 %

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

G a ffn e y , ̂ l in e  & A s s o c ia te s ■
30 October 2007
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B P  P r u d h o e  B a y  W x

O i l  C o m p a n y  N P V

$ 3 , 5 0 0

$ 2 , 5 0 0

$ 1 , 5 0 0  s  

S

$ 5 0 0

t $ 5 0 0 )

( $ 1 , 5 0 0 )

G a ffn e y ’ C lin e & A s so c ia te s
30 October 2007



R  h  t  H  M -R o b u s t  d r i l l i n g  p r o g r a m  - - % ; X
sa

R e m a i n s  p r o f i t a b l e  a t :

>  3 0 0 % capex

>  2 0 0 % opex

>  2 5 % discount rate

>  $ 5 0  A N S

>  High progressivity

G a ffn e y C lin e & A s s o c ia te s '
30 October 2007



O v e r l y  S t r e s s e d  C a s e

A

BOB
^ O j d-O i^ \ \

C A P E X  fo r Drilling P rogram

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

Oil C o m p a n y  NPV

~i
$3,500

$2,500

"2004 2005 2006 2007 2008 2009 2010 20115500)

(51.500)

In crem en ta l P ro d u c tio n
300 r -

2002 2003 2004 2C05 2006 2007 2008 2009 2010 2011

Oil C o m p a n y  A f te r  T ax  IRR

re<Z 30%
20%
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N o r t h  S l o p e  P o t e n t i a l

D e c l i n e  R a t e  

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

I n d u s t r y  I n v e s t m e n t

1 5 %

1 . 3  b n  

$ 5  b n

MR
, V

b p

3 %  

7 . 5  b n  

$ 7 0  b n

* B u i l t  a  g e n e r i c  m o d e l  b a s e d  o n  t h e  a b o v e  b a r r e l s  

a n d  i n v e s t m e n t s

>  Used indicated decline rates

>  2 5 0 , 0 0 0  bpd abandonment rate

G a ffn e y . -C line .& A s s o c ia te s .
30 October 2007



BOR
U n d e r  P P T  ^

Qdd-oi-

D e c l i n e  R a t e  

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

I n d u s t r y  I n v e s t m e n t

NPV10 = $Bn 
NPVO = $Bn 
NPVO = $/bbl

1 5 %  

1 . 3  b n  

$ 5  b n

$ 1 5 - $ 2 0  

$ 2 2  - $ 2 7  

$ 1 5 - $ 2 0

3 %  

7 . 5  b n  

$ 7 0  b n

$ 3 0 - $ 4 0  • $ 3 5 - $ 4 5  

$ 5 5 - $ 7 5  • $ 9 0 - $ 1 2 5  

$ 1 4 - $ 1 9  • $ 1 2 - $ 1 7

~ $80/bb l WTI, $70/bb l N S

G a ffn e y , C lin e & A s s o c ia te s '
30 October 2007



N o r t h  S l o p e  A b a n d o n m e n t
Q dd-O ^  \ \

I m p a c t  O f A b a n d o n m e n t  R a te  O n N o r th  S l o p e  R e c o v e r y

14.0

BP Scenarios

4.4
5.1

1.6
— ------------

___

200,000 150,000

A b a n d o n m e n t  Rate (Bopd)

5.8

1.7

—

100,000

□ 1 5 %  □ 6 %  ■ 3 %

C lin e & A s s o c ia te s
30 October 2007
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S u m m a r y

* Oil Company must show “reasonable certainty” about future 
spending to be able to book reserves

>  There is pressure in the market place to declare ‘proved 
reserves’ as soon as feasible -- important to shareholder and 
analyst growth expectations

>  If the production volumes associated with the 6 % and 3 % 
decline scenarios have already been booked as proved 
reserves, then to not undertake the continuing investments 
would require a significant write down of reserves

• Drilling program is so profitable that under even the most 
extreme net tax structure, oil companies would want to 
continue their reinvestment program.

G a ffn e y . C lin e & A s s o c ia te s v
30 October 2007



G o a l s

■■r'-yztem*'"*- •• ? rM - • r '- '- r to'jx

Gaffney. Cline & A ssociates


