
Fiscal Note
State of Alaska
2013 Legislative Session

Identifier: SB021CS(FIN)-DOR-TAX-03-14-13

Title: OIL AND GAS PRODUCTION TAX

Sponsor: RLS BY REQUEST OF THE GOVERNOR

Requester: Senate Finance

Department: Department of Revenue

Appropriation: Taxation and Treasury

Allocation: Tax Division

OMB Component Number: 2476

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

Included in
FY2014 Governor's

Appropriation FY2014 Out-Year Cost Estimates
Requested Request

OPERATING EXPENDITURES FY 2014 FY 2014 FY 2015 FY 2016 FY 2017 FY 2018 FY 2019
Personal Services
Travel
Services 100.0
Commodities
Capital Outlay
Grants & Benefits
Miscellaneous
Total Operating 100.0 0.0 0.0 0.0 0.0 0.0 0.0

Fund Source (Operating Only)
1004 Gen Fund 100.0
Total 100.0 0.0 0.0 0.0 0.0 0.0 0.0

Positions
Full-time
Part-time
Temporary

Change in Revenues *** *** *** *** *** *** ***

Estimated SUPPLEMENTAL (FY2013) cost: 0.0

Estimated CAPITAL (FY2014) cost: 0.0

ASSOCIATED REGULATIONS
Does the bill direct, or will the bill result in, regulation changes adopted by your agency? Yes
If yes, by what date are the regulations to be adopted, amended or repealed? 01/01/14

Why this fiscal note differs from previous version:
The Senate Finance Committee substitute made numerous amendments to the previous version, the details of which require lengthy
explanation.

Prepared By: Cherie Nienhuis, Ed King and Dan Stickel Phone: (907)269-1019
Division Tax Division Date: 03/14/2013 12:10 PM
Approved By: Bryan D. Butcher, Commissioner Date: 03/14/13
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Operating expenditures:  This bill limits the provision that the State of Alaska purchase transferable tax credit certificates for 
credits earned from leases or properties that contain land that is north of 68 degrees North latitude to credits based on 
expenditures incurred before January 1, 2014. The operating portion of the long-term fiscal plan anticipates an average of 
$400 million in refundable credits through 2023. It is anticipated that the limitation of this provision would reduce those 
future appropriations, beginning in FY 2015. 
 
The change to the interest rate for delinquent taxes are expected to require changes to our tax accounting systems to 
accommodate the changes.  We estimate that this change will require a one-time appropriation of $100,000 in FY14 for 
contractor costs. 
 
Regulations:  The bill does not direct DOR to adopt new regulations to implement its provisions, but existing regulations may 
need to be amended to conform to changes in eligibility for redeemable tax credits, and to account for repeal of some 
sections.  There may be additional regulations required, but not before January 1, 2014.   
 
***The revenue impact of this bill is an estimate based on Fall 2012 Forecast. 
This bill makes several changes to the oil and gas production tax system.  Each of the major changes, along with its potential 
revenue impact, is discussed separately below.  The effective date of each of the bill's provisions listed below is January 1, 
2014, with the exception of provision 6, which is effective for expenditures beginning January 1, 2013. 
 
1. The progressive portion of the production tax at AS 43.55.011(g) is repealed.  Based on our Fall 2012 forecast, this change 
decreases production tax revenue over the forecast period analyzed.  Please see detailed summary table on page 4 of this 
fiscal note. 
 
2. The production tax rate under AS 43.55.011(e) has been increased to a tax rate of 35% of production tax value for 
calendar years 2014 - 2016, and then to 33% of production tax value for calendar years 2017 on.  Based on our Fall 2012 
forecast, this change increases production tax revenue over the forecast period analyzed from this portion of the tax.  Please 
see detailed summary table on page 4 of this fiscal note. 
 
3. Production tax credits under AS 43.55.023(a) for qualified capital expenditures are limited to expenditures incurred 
before January 1, 2014 on leases or properties that contain land north of 68 degrees North latitude. Based on our Fall 2012 
forecast, this change increases production tax revenue annually over the forecast period analyzed.  Please see detailed 
summary table on page 4 of this fiscal note. 
 
4. Companies that incur net losses from leases or properties that contain land north of 68 degrees North latitude will earn a 
credit of 35% of those losses for calendar years 2014 - 2016, and a credit of 33% of those losses for calendar year 2017 and 
beyond.  These losses are transferable and eligible for refund by the state.  The impact of this provision is on the operating 
budget and is expected to increase credit refunds appropriated through the operating budget by $30 to $40 million per year 
over the amount anticipated under current law. 
 
5. A gross revenue exclusion (GRE) of 20% of the gross value at the point of production is applicable to production from 
certain areas. The GRE applies to oil or gas production from wells north of 68 degrees North Latitude that meet one or more 
of the following criteria: (1) is produced within a lease or property that does not contain a lease that was within a unit on 
January 1, 2003; (2) is produced within a participating area established after December 31, 2011, in a unit formed before 
January 1, 2003, if the participating area does not contain a reservoir that had been in a participating area established before 
December 31, 2011; or (3) is produced from a well that has been accurately metered and measured and the producer 
demonstrates to the department that the metered well drains a reservoir or portion of a reservoir that DNR has certified was 
not contributing to production before January 1, 2013.  Please see detailed summary table on page 4 of this fiscal note for 
revenue impacts of this provision. 
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6. The provision requiring that credits be taken over two years is eliminated.  This provision would result in companies using 
credits earlier than they would without this change, and except for the time value of money impact, it is revenue neutral.  This 
provision applies to expenditures after December 31, 2012. 
 
7. The community revenue sharing fund is amended to allow the legislature to make an appropriation from any source as 
opposed to tying the appropriation to revenue collected under AS 43.55.011(g).  This provision has no revenue impact under 
our Fall 2012 forecast.  
 
8. A credit of $5 per taxable barrel may be applied against a producer's production tax liability.  The credit is not 
transferable, cannot be carried forward, and cannot reduce the producer's tax liability to less than zero.  The credit is 
applicable statewide, but we expect that over the time horizon of this fiscal note, the revenue impact will be limited to the 
North Slope.  Please see detailed summary table on page 4 of this fiscal note for the revenue impact of this provision. 
 
9. A credit of 10% of qualified oil and gas industry service expenditures may be applied to tax liabilities under AS 43.20 in 
amounts up to $10 million per taxpayer per year.  The credit applies to qualified oil and gas service expenditures that are for 
in-state manufacture or in-state modification of oil and gas tangible personal property with a service life of 3 years or more. 
The credit is not transferable, however, any amount of the credit that exceeds the taxpayer's liability under AS 43.20 may be 
carried forward for up to five years.  We have no data with which to quantify the revenue impact of this provision, although it 
is possible that the impact may be as high as -$25 million per year.  The revenue impact of this provision is indeterminate. 
 
10. The interest rate on delinquent taxes is changed from the greater of 5 percentage points above the annual rate of 
interest charged by the 12th Federal Reserve District or 11 percent, to 3 percentage points above the annual rate of 
interest charged by the 12th Federal Reserve District.  There will be one-time contractor costs to implement this change in 
our accounting system.  Over the past five fiscal years (FY 2008-FY 2012), interest on delinquent taxes and refunds has 
resulted in a net positive revenue to the state.  The average annual net revenue to the state in these years was $26 million in 
revenue to the General Fund and $71 million in revenue to the Constitutional Budget Reserve Fund.  The Department of 
Revenue does not forecast interest on taxes.  Over the time horizon of this fiscal note, this provision is estimated to impact 
state revenues in amounts up to -$25 million per year.  The impact will increase over time as more delinquent taxes are 
calculated under the new interest rates established with this provision.  Our fiscal impact estimates do not take into account 
changes in taxpayer behavior as a result of this reduction in interest rate.     
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