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Original sponsor: Rules Committee by request
of the Legislative Council
(for the Subcommittee on Oil

Offered: 4/22/77
Referred: Rules

a n d  Gas L e a s i n g  a n d  T a x i n g  
P o l i c i e s )

IN T H E  S E N A T E B Y  T H E  F I N A N C E  C O M M I T T E E

CS F O R  S E N A T E  B I L L  NO. 103 ( Finance) a m ( f a i l e d  S)

IN T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A  

T E N T H  L E G I S L A T U R E  - F I R S T  S E S S I O N  

A  B I L L

F o r  a n  A c t  e n t i t l e d :  " A n  A c t  c o n c e r n i n g  the oil  a n d  gas p r o p e r t i e s  p r o d u c­

t i o n  tax; a n d  p r o v i d i n g  for an  e f f e c t i v e  d a t e . "

B E  I T  E N A C T E D  B Y  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A SK A:

*  S e c t i o n  1. A S  4 3 . 5 5  is a m e n d e d  b y  a d d i n g  n e w  s e c t i o n s  to read:

Sec. 4 3 . 5 5 . 0 1 1 .  O I L  P R O D U C T I O N  TAX. (a) T h e r e  is l e v i e d  u p o n  the 

p r o d u c e r  of  o i l  a t a x  for  a l l  o i l  p r o d u c e d  f r o m  e a c h  l e a s e  or p r o p e r t y  

in the state, less a n y  o i l  th e o w n e r s h i p  or r i g h t  to w h i c h  is e x e m p t  

f r o m  ta x a t i o n .  T h e  t a x  is e q u a l  to e i t h e r  the p e r c e n t a g e - o f - v a l u e  

a m o u n t  c a l c u l a t e d  u n d e r  (b) o f  t hi s  s e c t i o n  or t h e  c e n t s - p e r - b a r r e l  

a m o u n t  c a l c u l a t e d  u n d e r  (c) o f  this s ec t i o n ,  w h i c h e v e r  is gre a t e r ,  

m u l t i p l i e d  b y  t h e  e c o n o m i c  l i m i t  f a c t o r  d e t e r m i n e d  f o r  the  o i l  p r o d u c­

t i o n  o f  t h e  l e a s e  o r  p r o p e r t y  u n d e r  sec. 13 of  thi s c h a p t e r .  If the 

a m o u n t s  c a l c u l a t e d  u n d e r  (b) a n d  (c) of  this  s e c t i o n  a r e  equal, the 

a m o u n t  c a l c u l a t e d  u n d e r  (b) of this s e c t i o n  s h a l l  b e  t r e a t e d  as if it 

w e r e  t he  g r e a t e r  f o r  p u r p o s e s  o f  this se ction.

(b) T h e  p e r c e n t a g e - o f - v a l u e  a m o u n t  e q u a l s  10.5 p e r  ce n t  of  the 

g r o s s  v a l u e  at the  p o i n t  o f  p r o d u c t i o n  of  t a x a b l e  o i l  p r o d u c e d  f r o m  the 

l e a s e  or p r o p e r t y .

(c) T h e  c e n t s - p e r - b a r r e l  a m o u n t  e q u a l s  $.55  p e r  b a r r e l  of 

t a x a b l e  o i l  p r o d u c e d  f r o m  the  l e a s e  o r  p r o p e r t y  for  a l l  o i l  d e f i n e d  

as " l o w e r  t i e r  o i l "  u n d e r  t h e  p r o v i s i o n s  of  th e E n e r g y  P o l i c y  a n d  

C o n s e r v a t i o n  A c t  of  1975 (P.L. 9 4 - 1 6 3 ) ,  as a me nd e d ,  a n d  $.75 p e r  b a r r e l  

o f  al l o t h e r  t a x a b l e  o i l  p r o d u c e d  f r o m  the  l e a s e  or p r o p e r t y ,  b o t h  as

a d j u s t e d  b y  Sec. 12 of this  c hapter.
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(cl) W h e n  the c e n t s - p e r - b a r r e l  a m o u n t  c a l c u l a t e d  u n d e r  (c) o f  this 

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

(b) of this section, a n  a m o u n t  n o t  less t h a n  $.05 for  e a c h  b a r r e l  of 

t a x a b l e  oil p r o d u c e d  s h a l l  b e  p a i d  b y  the s t a t e  o u t  of  its 

r o y a l t i e s  f r o m  the oi l  w h e n e v e r  p a y m e n t  b y  the s t a t e  is r e q u i r e d  u n d e r  

the r e v e n u e - s h a r i n g  p r o v i s i o n s  of sec. 9 o f  th e  A l a s k a  N a t i v e  C l a i m s  

S e t t l e m e n t  A c t  (P.L. 92-203, 85 Stat. 688, 43 U. S . C .  1601  et. seq.) 

int o the A l a s k a  N a t i v e  Fund, u n t i l  a l l  a m o u n t s  p a i d  in the f u n d  e q u a l  

$ 5 0 0 , 0 0 0 , 0 0 0 .

Sec. 4 3 . 5 5 . 0 1 2 .  A D J U S T M E N T S  IN T A X  RATES. T h e  c e n t s - p e r - b a r r e l  

a m o u n t  set o u t  in sec. 11(c) o f  this c h a p t e r  a p p l i e s  to oi l  of 27 

d e g r e e s  A P I  gravity. F o r  e a c h  d e g r e e  of A P I  g r a v i t y  less th a n  27 

d e g r e e s  th e  c e n t s - p e r - b a r r e l  a m o u n t  s h a l l  b e  r e d u c e d  b y  $ . 0 0 5  a n d  for 

e a c h  d e g r e e  of A P I  g r a v i t y  g r e a t e r  t h a n  27 d e g r e e s  the c e n t s - p e r - b a r r e l  

a m o u n t  s h a l l  b e  i n c r e a s e d  b y  $ . 0 0 5  e x c e p t  t h a t  oil a b o v e  40 d e g r e e s  A P I  

g r a v i t y  s h a l l  b e  t a x e d  as 40 d e g r e e  oil. In a p p l y i n g  the g r a v i t y  a d­

j u s t m e n t  u n d e r  this s u b s e c t i o n ,  f r a c t i o n a l  d e g r e e s  of A P I  g r a v i t y  s h a l l  

b e  d i s r e g a r d e d .

Sec. 43 . 5 5 , 0 1 3 .  E C O N O M I C  L I M I T  F A C T O R .  (a) T h e  e c o n o m i c  l i m i t  

f a c t o r  for o i l  p r o d u c t i o n  of a l e a s e  or p r o p e r t y  eq u a l s  

( 1 - [ P E L / T P ]) exp ([300 X  W D ] / P E L )

W here: P E L  = the p r o d u c t i o n  r a t e  at the e c o n o m i c  limit;

TP = t o t a l  p r o d u c t i o n  d u r i n g  the m o n t h  fo r  w h i c h  the t a x

is to b e  paid; j

W D  - the t o t a l  n u m b e r  o f  w e l l  d ays in the m o n t h  f o r  w h i c h  I

the t a x  is to b e  p a i d ; a n d  

W h e r e  " exp" i n d i c a t e s  t h a t  the e x p r e s s i o n  f o l l o w i n g  it. is an e x p o n e n t .

(b) T h e  e c o n o m i c  l i m i t  f a c t o r  fo r  gas p r o d u c t i o n  o f  a l e a s e  or 

p r o p e r t y  e q u a l s  on e  m i n u s  the r a t i o  o f  th e  m o n t h l y  p r o d u c t i o n  r a t e  at j
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t h e  e c o n o m i c  l i m i t  to the  p r o d u c t i o n  d u r i n g  the m o n t h  for w h i c h  the tax  

is to b e  paid.

(c) T h e  m o n t h l y  p r o d u c t i o n  r a t e  at  t h e  e c o n o m i c  l i m i t  f or a l e a s e  

or  p r o p e r t y  is p r e s u m e d  to b e  100 b a r r e l s  times the  n u m b e r  o f  w e l l  days 

fo r th e l e a s e  or  p r o p e r t y  d u r i n g  t h e  m o n t h  fo r w h i c h  th e t a x  is to be  

paid. T h e  t a x p a y e r  m a y  r e b u t  thi s p r e s u m p t i o n  at a f o r m a l  h e a r i n g  

u n d e r  A S  4 3 . 0 5 . 4 2 0  b y  p r o v i d i n g  c l e a r  a n d  c o n v i n c i n g  e v i d e n c e  of  a 

d i f f e r e n t  m o n t h l y  p r o d u c t i o n  r a t e  a t  the e c o n o m i c  l i m i t  for the l eas e 

or  p r o p e r t y .  T h e  h e a r i n g  s h a l l  b e  h e l d  b e f o r e  F e b r u a r y  15 o f  the  y e a r

or  w i t h i n  s i x  m o n t h s  a f t e r  c o m m e n c e m e n t  o f  oil p r o d u c t i o n  fo r a l eas e

or  p r o p e r t y .  T h e  m o n t h l y  p r o d u c t i o n  r a t e  at the e c o n o m i c  l i m i t  for 

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

o f  t he t a x p a y e r  s h a l l  b e  c a l c u l a t e d  b y  d i v i d i n g  the v a l u e  d e t e r m i n e d  

u n d e r  (e) of  this s e c t i o n  i n t o  th e a v e r a g e  m o n t h l y  d i r e c t  o p e r a t i n g  

co s t  d e t e r m i n e d  u n d e r  (d) o f  this s e c t i o n  a n d  s h a l l  b e  u s e d  fo r p u r p o s e s  

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

the  l e a s e  or p r o p e r t y .

(d) T h e  a v e r a g e  m o n t h l y  d i r e c t  o p e r a t i n g  c o s t  for oil p r o d u c t i o n

o p e r a t i o n s  of  t he l e a s e  o r  p r o p e r t y  s h a l l  b e  d e t e r m i n e d  b a s e d  o n  the

n u m b e r  of m o n t h s  o p e r a t e d  d u r i n g  th e p r e c e d i n g  1 2 - m o n t h  p e r io d.  Th e 

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

r o u t i n e  m a i n t e n a n c e ,  a n d  w a g e s  a n d  b e n e f i t s  of e m p l o y e e s  w o r k i n g  o n  the 

p r o d u c t i o n  o p e r a t i o n s .  T h e  d i r e c t  o p e r a t i n g  co st s do n o t  i n c l u d e  

c a p i t a l  e x p e n d i t u r e s ,  t a n g i b l e  or i n t a n g i b l e  d r i l l i n g  e x p e n s e s ,  co st s of 

w e l l  w o r k o v e r s , c o s t s  for r e p l a c e m e n t  or r e p a i r s  (other t h a n  r o u t i n e  

m a i n t e n a n c e ) ,  d e p r e c i a t i o n  o r  a m o r t i z a t i o n ,  taxes, i n s u r a n c e ,  o v e r he ad , 

m o n e y  p a i d  or set a s i d e  (or b o o k e d  as b e i n g  p a i d  or set aside) to c o ve r 

th e cos t  o f  t e r m i n a t i n g  the  o i l  p r o d u c t i o n  o p e r a t i o n s  o f  the l e a s e  or 

p r o p e r t y ,  or a n y  o t h e r  co s t  n o t  d i r e c t l y  r e l a t e d  to the oil p r o d u c t i o n
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(e) F o r  the p u r p o s e s  of this c h a pter, the. g ross v a l u e  o f  oil  s h a l l  

b e  c a l c u l a t e d  as p r o v i d e d  in s e c . 150 of this c h a p t e r , a n d  the g ro ss  

v a l u e  of gas s h a l l  b e  c a l c u l a t e d  as p r o v i d e d  in (h) of this section.

(f) B e f o r e  F e b r u a r y  15 of e a c h  y e a r  or w i t h i n  s i x  m o n t h s  a f t e r  

c o m m e n c e m e n t  o f  gas p r o d u c t i o n  fo r a l e a s e  or p r o p e r t y , the d e p a r t m e n t  

s h a l l  n o t i f y  the p r o d u c e r  of gas of the m o n t h l y  p r o d u c t i o n  r a t e  at the 

e c o n o m i c  l i m i t  fo r e a c h  l e a s e  or p r o p e r t y  in the s t a t e  f o r t h a t  year.

T h e  m o n t h l y  p r o d u c t i o n  r a t e  at the e c o n o m i c  lim it  for a l e a s e  or p r o p e r t y  

s h a l l  b e  d e t e r m i n e d  at a f o r m a l  h e a r i n g  u n d e r  Afcj 4 3 . 0 5 . 2 4 0  a n d  m u s t  be 

e s t a b l i s h e d  b y  c l e a r  a n d  c o n v i n c i n g  e v i d e n c e  p r e s e n t e d  b y  the t a x p a y e r  

a t  tha t h e a r i n g .  T h e  m o n t h l y  p r o d u c t i o n  r a t e  at the e c o n o m i c  l i m i t  for 

th e  l e as e  or p r o p e r t y  b a s e d  u p o n  the c l e a r  a n d  c o n v i n c i n g  e v i d e n c e  of 

the t a x p a y e r  s h a l l  b e  c a l c u l a t e d  b y  d i v i d i n g  the v a l u e  d e t e r m i n e d  u n d e r

(h) of t his s e c t i o n  in t o  the a v e r a g e  m o n t h l y  d i r e c t  o p e r a t i n g  c o s t  

d e t e r m i n e d  u n d e r  (g) of this section.

(g) T h e  a v e r a g e  m o n t h l y  d i r e c t  o p e r a t i n g  cos t fo r gas p r o d u c t i o n  

o p e r a t i o n s  o f  t he  l e a s e  or p r o p e r t y  s h al l b e  d e t e r m i n e d  b a s e d  o n  the 

n u m b e r  of m o n t h s  o p e r a t e d  d u r i n g  the p r e c e d i n g  1 2 - m o n t h  p e r i o d . Th e 

d i r e c t  o p e r a t i n g  cos ts  i n c l u d e  d r i l l i n g  s u p p l i e s , f u e l , r o u t i n e  m a i n t e­

na n c e  , a n d  w a g e s  a n d  b e n e f i t s  o f  e m p l o y e e s  w o r k i n g  on the  p r o d u c t i o n  

o p e r a t i o n s . T h e  d i r e c t  o p e r a t i n g  c osts do n o t  i n c l u d e  c a p i t a l  e x p e n d i­

tures, t a n g i b l e  o r  i n t a n g i b l e  d r i l l i n g  e x p e n s e s , c osts of w e l l  w o r k -  

o v e r s , c osts fo r r e p l a c e m e n t  or r e p a i r s  (other t h a n  r o u t i n e  m a i n t e n a n c e ) , 

d e p r e c i a t i o n  or a m o r t i z a t i o n , t a x e s , i n s u r a n c e , o v e r h e a d , m o n e y  p a i d  or 

set a s i d e  (or b o o k e d  as b e i n g  p a i d  or set aside) to c o v e r  th e c o s t  of 

t e r m i n a t i n g  the gas p r o d u c t i o n  o p e r a t i o n s  o f  the l e a s e  or p r o p e r t y , or 

a n y  o t h e r  c o s t  n o t  d i r e c t l y  r e l a t e d  to the  gas p r o d u c t i o n  o p e r a t i o n s  of 

the l e a s e or pr o p e r t y .

operations of the lease or property,

CSSB 103 (Finance) am(failed S) -4-
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(h) The value at the point of production of gas produced from the 

lease or property shall be determined on the basis of the highest price 

paid for gas of like quality and pressure in the same field.

(i) The department may aggregate two or more leases or properties 

(or portions of t h em), for purposes of determining economic limit 

factors under this section and applying them to sec. 11 of this chapter, 

when economically interdependent oil or gas production operations are 

not confined to a single lease or property. The department may also 

segregate a lease or property into two or more parts, for purposes of 

determining economic limit factors under this section and applying them 

under sec. 11 of this chapter, when two or more economically independent 

oil or gas production operations are being conducted on it.

(j) A  determination of the monthly production rate at the economic 

limit for a lease or property is retroactive to January 1 of the current 

year. For production of a lease or property commencing after January 1, 

the determination of the monthly production rate at the economic limit 

for that lease or property made within six months after the commencement 

of production is retroactive to the com m encement of production.

Sec. 43.55.016. GAS PRODUCTION TAX. (a) There is levied upon the 

producer of gas a tax for all gas produced from each lease or property 

in the state, less any gas the ownership or right to which is exempt 

from taxation. The tax is equal to either the percentage-of-value 

amount calculated under (b) of this section or the cents-per-Mcf amount 

calculated under (c) of this section, whichever is greater, multiplied 

by the economic limit factor determined for gas production of the lease 

or property under sec. 13 of this chapter. If the amounts calculated 

under (b) and (c) of this section are equal, the amount calculated under

(b) of this section shall be treated as if it were the greater for 

purposes of this section.
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(b) T h e  p e r c e n t a g e - o f - v a l u e  a m o u n t  e q u a l s  10 p e r  c e n t  of  the gro ss  

v a l u e  at the  p o i n t  o f  p r o d u c t i o n  of  th e t a x a b l e  gas p r o d u c e d  f r o m  the 

le a s e  or p r o p e r t y .

(c) T h e  c e n t s - p e r - M c f  a m o u n t  e qu a l s  $ . 0 6 4  p e r  t h o u s a n d  c u b i c  fee t  

o f  t a x a b l e  gas p r o d u c e d  f r o m  the l e a s e  or p r o p e r t y  as a d j u s t e d  b y  s e c .

12 of this chapter.

Sec. 4 3 . 5 5 . 0 1 7 .  R E L A T I O N  T O  O T H E R  TA XE S.  (a) E x c e p t  as p r o v i d e d  

in this c h a p t e r  a n d  in ch. 58 o f  this title, t he  taxes i m p o s e d  b y  this 

c h a p t e r  are in p l a c e  of all taxes n o w  i m p o s e d  b y  the s t a t e  or a n y  of  its 

m u n i c i p a l i t i e s , a n d  n e i t h e r  the s t a t e  n o r  a m u n i c i p a l i t y  m a y  i m p o s e  a 

t a x  u p o n

(1) p r o d u c i n g  oil  or gas l e a s e s ;

(2) oil  or gas p r o d u c e d  or e x t r a c t e d  in the s t a t e ;-
(3) the v a l u e  o f  i n t a n g i b l e  d r i l l i n g  a n d  e x p l o r a t i o n  e x­

p e n s e s  .

(b) T h e  t a x e s  i m p o s e d  b y  this c h a p t e r  ar e in p l a c e  of  all taxes 

i m p o s e d  b y  a m u n i c i p a l i t y  u p o n  oil or gas in p l a c e  or n o n p r o d u c i n g  oi l 

or gas leases o r  p r o p e r t i e s .

(c) T h e  t ax es  i m p o s e d  b y  this c h a p t e r  a r e  n o t  in p l a c e  o f  the ta x 

i m p o s e d  b y  ch. 57 of this t i t l e  or i n c o m e  t a x e s , f r a n c h i s e  ta xe s or 

taxes u p o n  the r e t a i l  sa l e  of oil or gas p r o d u c t s .

* S e c . 2. A S  4 3 . 5 5 . 0 2 0 (a) is a m e n d e d  to r e a d :

(a) T h e  g r o s s  p r o d u c t i o n  t a x  on o il  or gas s h a l l  b e  p a i d  m o n t h l y . 

T h e  t a x  is due on  the 2 0 t h  [LAST] d a y  o f  e a c h  c a l e n d a r  m o n t h  on o il  or 

gas p r o d u c e d  [R E M O V E D  O R  SOLD] f r o m  e a c h  l e a s e  or p r o p e r t y  d u r i n g  the 

p r e c e d i n g  m o n t h . If the t a x  is n o t  p a i d  b e f o r e  the e n d  of the  m o n t h  in J 

w h i c h  it b e c o m e s  d u e , th e t a x  b e c o m e s  d e l i n q u e n t . j

* Sec. 3. AS  4 3 . 5 5 . 0 3 0 ( a ) (1) is a m e n d e d  to r e a d :

(1) a d e s c r i p t i o n  o f  t he  l e a s e  or p r o p e r t y  f r o m  w h i c h  the oil 
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or gas w a s  p r o d u c e d  [ R E M O V E D  O R  SOLD], b y  name, l e g a l  d e s c r i p t i o n ,  l eas e 

n u m b e r  o r  b y  a c c o u n t i n g  c o d e  n u m b e r s  a s s i g n e d  to the d e p a r t m e n t ;

*  Sec. 4. A S  4 3 . 5 5 . 0 3 0 ( a ) ( 3 )  is a m e n d e d  to read:

(3) t h e  g r o s s  a m o u n t  o f  oil  o r  gas p r o d u c e d  [ R E M O V E D  O R  SOLD] 

f r o m  t he  l e a s e  or p r o p e r t y ,  a n d  th e p e r c e n t a g e  o f  th e g r o s s  a m o u n t  o w n e d  

b y  e a c h  p r o d u c e r  f o r  w h o m  the  t a x  is paid;

*  Sec. 5. A S  4 3 . 5 5 . 0 3 0 ( a ) ( 4 )  is a m e n d e d  to read:

(4) t he t o t a l  v a l u e  of  th e o i l  or gas p r o d u c e d  [ R E M O V E D  O R  

SOLD] f r o m  t h e  l e a s e  o r  p r o p e r t y  o w n e d  b y  e a c h  p r o d u c e r  for w h o m  the  t a x  

is paid; a n d

*  Sec. 6. A S  4 3 . 5 5 . 1 4 0  is a m e n d e d  b y  a d d i n g  a n e w  p a r a g r a p h  to read:

(12) " w e l l  d a y s "  m e a n s  t h e  n u m b e r  of d ays in w h i c h  a w e l l  is 

o p e r a t i n g  d u r i n g  a m o n t h .

* Sec. 7. A S  4 3 . 5 5 . 0 1 0 ,  4 3 . 5 5 . 0 1 5  a n d  4 3 . 5 5 . 1 4 0 ( 1 0 )  a n d  (11) a r e  r e­

pealed.

*  Sec. 8. T h i s  A c t  t a k e s  e f f e c t  J u l y  1, 197 7 a n d  a p p l i e s  to p r o d u c t i o n  

iu r i n g  the  m o n t h  o f  July, 1977, a n d  s u c c e e d i n g  m o n t h s .
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