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CAPITAL EXPENDITURES   

CHANGE IN REVENUES  (           )

      This bill is intended to promote the exploration and development of natural gas south of the Brooks Range, 
particularly in Cook Inlet.  This bill allows a tax credit equal to 10 percent of qualified capital investment -- as well as 
annual labor, seismic and associated costs -- related to gas exploration and development work to be applied against 
corporate income tax (AS 43.20) for up to 50% of a corporation's total tax liability.  The credit applies only to  gas 
exploration and development of reserves south of the Brooks Range. The credit can only be taken if the reserves 
produce gas for sale and delivery. 
      Corporations could use their tax credits under this legislation to reduce taxes paid to the state for North Slope 
production or production from elsewhere in the state.
      Oil and gas corporate income tax collections in FY 2003 and FY 2004 are currently projected at $160 million and 
$200 million per year, respectively.
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It is not easy to evaluate the overall revenue effect of a tax credit. On the plus side, if exploration activity 
discovers developable reserves, the state could receive royalty and production taxes that more than offset 
the revenue loss due to the tax credit.  And the availability of the credit could enhance the attractiveness 
of exploring for new oil and gas resources, which may or may not result in creditable expenditures 
depending on whether discovery and development occurs.

The credit is targeted to natural gas exploration and development activity south of the Brooks Range, 
while the bulk of current oil and gas corporate income tax against which this credit could potentially be 
taken is from production and transportation of high-value oil on the North Slope.  As a result, an oil and 
gas corporation that has profitable operations on the North Slope could, by investing in development 
outside of the Slope, reduce its total oil and gas corporate income tax liability through this new credit 
provision.

The key state revenue issue with regard to this tax credit is the extent to which the additional incentive is 
needed to encourage exploration and development.  Natural gas price levels are critical in determining the 
commercial incentive to explore and develop.  Natural gas prices probably will be a bigger factor in a 
commercial venture than the tax credits in this legislation, but this tax credit provision could also play a 
factor in a corporate decision to invest in exploration and development.  A risk to the state is if high gas 
prices spur development on their own, regardless of the tax credit, the state could be in the position of 
providing a tax credit that is no longer necessary to promote development.


