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   Revenue OperationsCredit for Certain Exploration Expenses

Rules Committee

Currently the State plans to hold a Bristol Bay lease sale in October of 2005 assuming a favorable 
preliminary best interests finding.  If bids are received and accepted at this lease sale, leases would be 
issued in spring 2006, with exploration of this region beginning that summer, FY 2007-FY2008.  It is 
possible that 1 to 2 wells per year will be drilled on average over the period 2007 to 2009.  Wells will be 
drilled from onshore facilities, but given the remoteness of the area and lack of infrastructure, we estimate 
that the wells could cost roughly $15 million per well.   We assume that on average these wells would 
qualify for a production tax credit equal to 30% of qualified costs, half qualifying for the 40% credit and half 
for the 20% credit.  (continued on Pg 2)
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As a result the credit would be worth around $7 million per year to the exploration firms from fiscal year 2008 through fiscal year 
2010 (assuming a year lag between exploration expense and claiming of the credit).  The adoption of this severance tax credit could 
yield revenue in two ways.  First, the existence of an exploration credit over the period of likely exploration could prompt companies 
to participate in a lease sale when they otherwise would not.  Currently, the State does not include any revenue from the lease sale 
in its revenue forecast.  Such a lease sale could yield around $10 million if bids were based on the possibility of finding a field 
containing a minimum economic field size of between 100 and 200 million barrels of oil.  Such a field, if discovered and developed, 
would yield about $50 million dollars a year in revenue (royalty, severance tax, and corporate income tax) over the first 10 years of 
production.


