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Alaska Oil and Gas Association

121 W. Fircweed Lane, Suite 207
Anchorage, Alaska 99503-2035
Phone: (007)272-1481  Direct: (907)272-7424  Fax; (907)279-8114

L A (Ardie) Gray, Pubic Affairs Manager

January 31,1995

The Honorable Loren Liman, Chairman
Resources Commiucc

Alaska State Senate

Capitol Building

Juneru, Alaska

Dear Senator Leman:

Attached, for your information and reference, is a synopsis of Alaska oil and gas taxes and a listing of
current incentives.

The listing of incentives was compiled by AOGA based on conversations with agency personnel from
the Departments of Natural Resources and Revenue. Input also was received from Gordon Harrison.

Legis'itive Research Agency. Infonnation on thc application of some of tlie incentives was based on
the recollection of agency staff.

Please let us know if we can be of any additional assistance.

Attachment
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ALASKA
CURRENT TAXES
Income Taxes 9.4% Corporate Income Tax
Property Tax 20 miis/2% of assessed value
Severance/Production Gas 10% of Market Valuo or $0,064 per MCF,

whichever Is groatcr

oil 12.25% of Market Value for first five years
15% after first five years or $0.90 por barrel,
whichevir is higher.

il Oil and Gas Soveranco Taxes subject to
Economic Limit Factor (ELF). See Below.

Conservation Tax Gas 4 tenths Of a percent por 50,000 cubic feet of
natural gas

oil 4 tenths of one percent par barrol with
conservation surcharge of $0.03 and $0.02
per barrel of crude oil to fund Oil and
Hazardous Substance Release Prevention and
Response Fund ($0.02 per barrel surcharge
suspended when Rcsponso Account balance
equals $50 million.)

ECONOMIC NCENTIVES -PRODUCTION/DEVELOPME"E

AS 43.55.013 -Economic Limit Factor -The respective severance tax rates for oil and gas are
reduced by a fields" ELF. During the life of a field, production diminishes fester then operating
costs. At the economic limit total costs including operation costs, royaltios and production taxes
exceed gross revenue and the fieldbecomes uneconomic. Production tax rates for each individual
field are modified by the economic limit factor (ELF) which isa value between zero and one. The
ELF is a factor which is multiplied by the nominal production tax rate to derive an effective
production tax rate for each field. The ELF varies based upon a field's size, as measured in total
throughput, and by the field"s average per well productivity. Severance taxes paid on oail
production - Of the 26 producing leases or properties, tour major fields pay the majority of
severance taxes, two fields pay nominal severance taxes.

Co-Mingling: 15 AAC 55.027 of the new production tax regulations (effective Jan. 1995) will
allow producing fields to share facilities while maintaining each fields® "distinct field" status for
ELF purposes. Three “Sets" of fields are currently sharing facilities. No application for co*
mingling/shared facilities has been denied. Section 027 of the new regulations provide for
appealing DOR"s decision ifan application is denied. The Commissioner of Revenue makes tho

ultimate decision.

Non-Taxed Produced Gas 15 AAC 55.151 (e) of the new production tax regulations allow free
use of gas for enhanced recovery purposes.
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Alaska Incentives
Pagn 2

AS 38.05.100 () - Royalty Roduotion After two years of lease production, royalty may bo
reduced to prolong economic life of a field. Lessee must show revenue is Insufficient to yield a
reasonable rato of return. According to Dept, of Natural Resources, only one has bcon grantod
in the recent past (Note-information from DNR Is not conclusive). The DNR Commissioner has

ultimate authority to approve royalty reduction.

Code Sec. 43 -EOR Credit Federal Enhanced Recovery income tax credit deduction may be
claimed on state income tax. May be taken as a lino item deduction on stato income tax return.
DOR does not have compiled information on number of companies or amount of credits claimed

or allowed.

AS 43.20.042 -Industrial Incentive Credit of 10% of cost for gas processing projects applied
against income tax. May be taken as a line item deduction on state income tax return. DOR does
not have compiled information on the number of companies or amount of credits claimed or
allowed. Through the audit process claims can bo contostcd or domed. Appeals are handled
through the existing appeals process i.e., informal conference and formal hearing process. The
Commissioner of Revenue ultimately signs the findings of the formal hearing.

AS 38.05.180 -Discovery Royolty Credit + Repealed bv Chapter 65 SLA 1969 -Providos that a
lessee who makes first discovery of ail or gas in commercial quantities in a geologic structure pay
a royalty of five percent for 10 years following the date of discovery and 12.5 percent royalty
thereafter. Some leases issued up to .he point of repeal could still quality.

ECONOMIC INCENTIVES EXPLORATION

AS 38.05.180 (1) - Exploration Credits Provides for a credit of up to 60% of certain exploration
costs that can be applied against royalty, rentals and severance taxes due the state. This
provision is accomplished by state leases. Covers two years following the lease sale and applies
to well footage drilled and geophysical costs. Geophysical data must be made public. EIC has
boen offered In 10 sales. Credits have bcon granted on 20 EIC wells. Only one application for
credits has been denied recently, according to DNR (Note-information from DNR is not
conclusive). 11 AAC 83.820 defines the process for eppeal to the DNR Commissioner, who

makes the final decision.

NEW-EXPLQBAT1OQN INCENTIVES

AS 41.09.100 + Exploration Incentive Credits Provides for a credit of $5 million per project (total
of ell credits $30 million) for geophysical work, exploration or strat test wells. Credit may bo
applied against taxes or bonus payments. Credit may not exceed 50% of eligible costs on state-
owned land and 25% on land not owned by tho stato. Credit must be used within 5 years and
may be assigned. Data confidential foi 24 months. Status * Regulations pending.

Exploration Licensing Providos for liconsing of up to 500,000 acros conditioned upon an obligation
to perform a specific work commitment. (Maximum acres which can ba held under license 2
million acres.) Gives licensee option to convert to lease upon completion of work commitment.

Status - Regulations pending.
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AOGA key policy issues recom mendations

Tlie 17 AOGA member companies identified and developed consensus positions on the following key issues
which, if resolved, would enhance oil and gas development to the benefit of industry and the Suite of Alaska.

AGENCY

REVENUE

REVENUE

NATURAL
RESOURCES

NATURAL
RESOURCES

ENVIRONMENTAL
CONSERVATION

ENVIRONMENTAL
CONSERVATION

DESIREDACTION

Initiate an independent review of state
tax audit and appeals process.

Clarify and simplify reflations for
taxable value of production and ROI for
tankers.

Develop policies and regulations which
accomplish the certainty of lease closure.

Implement an oil and gas leasing policy
work session to improve and strengthen the
stale's leasing program.

ADEC should (1) implement water quality
requlations developed during finalize Phase |
of the Triennial Review; (2) establish an
Advisor)' Group process for Phase I dial will
result in timely development of scientifically-
based Standards; and (3) coordinate widi
other state agencies in comments to EPA
supporting technically and economically
based Coastai Effluent Guidelines and NPDES
permits,

Streamline oil spill prevention and
response requirements.

BENEFIT

Atimely fair, impartial tax audit and appeals
system will benefit both the state and the industry
by cutting back die amount of expensive and time-
consuming litigadon. giving needed certainty as to
what taxes arc actually currently owed.

The issues of prevailing value and ‘ROI" have been
a continuing source of complex, changing and
inconsistent audit decisions over die years,
resulting in continuing rounds of controversy and
litigation. The industry and the state would benefit
from simple-to-apply, and as a result, timely and
litigation free rules for these two issues.

Adoption of policies and regulations will provide
guidance to both state and industry on the full
extent of obligations upon lease termination.

A predictable oil and gas leasing program allows
the slate, public, local governments and the
industry to efficiently plan for il and gas related
acdvities and fiscal expenditures.

These regulations will set die stage for standards to
be developed under Phase 1L Restructuring the
Advisory Croup to a smaller number of participants
who are cn cowered to represent their constituen-
cies and are allowed to participate in thc drafting
of regulatory proposals will increase the efficiency
of die process and ensure die concerns of . Alaskans
are appropriately considered Coordinadon ofa
state response to EPA proposals governing offshore
discharges will ensure the stale s interests in hoth
environmental protection and continued oil and
gas production arc considered.

Limited public and private resources will be
reduced without sacrificing protection.
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AGENCY

ENVIRONMENTAL
CONSERVATION

ENVIRONMENTAL
CONSERVATION

ENVIRONMENTAL
CONSERVATION

DESIREDACTION

ADEC should adogpt air quality regulations
which incorporate recommendations
received from the regulated community,
centralize die permit program in Anchor-
age; and report regularly on program and
administrative aosts and fees

ADEC should provide for flexible solid
waste menagement regulations for munici-
pal landfill' and fadilitate permitting a new
Nordi Sope Borough landfill near
Dcadhorsc,

ADEC should promuigate Solid Weste
Regulations thet provide for timely, aost
effective dosure of resene pits

Atask force should be estabished to
review authorities and regulations govern-
ing oil and ges gperations to identify
opponuniUcs for consolidation and
elimnation of redundancy.

The Sate should work with Alaska Stake-
holders and die Congressional Delegation
o seaure legislation in the lIMIh Congress
addresstng Alaska's wetlands problens

The Sate should encourage dir I'SFAS o
develop a Polar Bear Heitat Conservation
Strategy dial does not restrict subsistence
activities or aooess to lands suchas AVR
and offshore areas

Rogg5 » InSCEOT&(s » January 13,1993
BENEFIT

Adoption of a State program ensures die unique
conditions faced by Alaska fadlities are recognized
and allows the stale to st feeswhich are fair and
equitable. Administration of the program hy a
centralized function operating out of Anchorage
will resuit in reduced program costs increased
permitting effidency and consistent statewide
permit decisions

Newfederal landfill criteria could drive simell
communities to avoid permitting a landfill
adtogether, leading to the potential for apen
dumping and environmental degradation. Unless
BPAallons the stale to have added flexibility in the
menegement of local landfills, the State may have
o provide financial assistance to small bush
communities in order to establish compliance,
thereby increasing thc demand on state funds d a
time when o) and ges revenues are declining.

Adoption of appropriate regulations will add
darity and certainty to the process, fadlitate State
decision-meking on these resenve pits, and
resalve long-standing reserve pit issues

The independence and ,'unding of thc Alaska Ol
and Ges Conservation Commission is fundamental
tothe stAle's interests. Identification and elimna-
Uon of overlapping or duplicative authorities will
resuit in increased effidency of State agendies,
with commensurate savings of State expenditures.

Development of reasonable wetlands legislation
and regulations and adoption of palicies which
recognize the unique pasition of Alaska will allow
development of needed infrastructure th coesta
communities and allow Alaska's resources tobe
developed without sacrificing environmental
protection

Sateinvaverment in commenting on tins federal
imuaiive will protect the stale's interests th
development of resources on State lands and
subsistence rights of native Alavkans
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Perceptions ol Alaska Oil and Gas Markot Rosoarch Pro/ect

1 EXECUTIVE SUMMARY

Alaska represents the principal remaining potential for significant oil and gas discoveries
and development in tlie United States. Itcomprises some 25co of total domestic production nnd will
become an increasingly important part of the U S oil supply as production from tho Lowcr-48
inexorably declines. The state also contains major natural gas resources which, with the right
confluence of markets and investment capital, could provide the basis for a world-scalo gas
development project.

Against this backdrop and the persistent low oil price environment, it is fair to say that tho oil
and gas industry in Alaska is in a state of near-crisis which, left unattended, has tho potential for
severe long-term damage to both public and private interests in tho slate.

The oil and gas industry worldwide is undergoing significant and traumatic changes as it
struggles lo compoto for capital in an environment whore the value of a barrel ol oil Iras been at its
lowest level m real terms tor a quarter century The price softness evidenced over the second halt
of 1993 and first half ol 199-1 sspcrcc .ed by most observers to bo a longer term rather than transitory
phenomenon and. as a result, areas inwhich oil production has lower value (bocauso ot high operating
costs, high transportation costs, high state-stake. poor quality or disadvantaged markets) are under
enormous pressure Alaska, on every count, is in this category

There are ways in which Hie negative otfects of low value or high-cost production can be
mitigated - many of tho areas with which Alaska compotos are aggressively modifying their fiscal
and regulatory terms and conditions to attract the industry's increasingly scarce capital Although
Alaska enjoys certain advantages rolativo to other areas, they are nol sufficient to offset or overcome
the disadvantages that result from the high-cost environment and a fiscally regressive and perhaps
divisivoly-admmistercd fiscal and regulatory system that developed its approach and culture during
the extremely volatile (in terms ol oil prices) period between 1976 and 1986

Recent initiatives in respect of largo-block leasing, exploration incentives and the increased
industry participation towards the resolution of the long-standing production tax issues are clearly
positive and commendable steps So. too. are the state s recent suggestions in respect ol tiomg
together smaller accumulations that on a stand-alone basis aro sub-economic, but with shared
facilities and cooperation may. in aggrcgato. bo commercially viable

The single largest step towards improving and optimizing tho situation would bo an
improvement m tho communications and working relationships between the industry and fho
government Any improvement m this critical area can load only to mutual benefit a fact which
perhaps both industry and government appreciate, but this relationship, notwithstanding moro recent
cooperative initiatives, has so far eluded tho level of effort and cooperation demanded of each party
As a consoquonco ol the ora m which tho Alaskan oil industry grew so rapidly and. perhaps, as a
partial consequence of tho stato s isolation tho key players have rotamed viows on tho industry
which are largoly out-of-step with tho curront economic realities of the busmoss and tho fterco
competition for capital from other areas

Gaffney C'<nr A Assocmto$



Perceptions ot Alaska Oiland Gas Market Research Project

Protection ot the stato's mtorosts in tho longer term will, we believe, require:

A more fiscally progressive approach to legislation that encourages development, especially
of existing discoveries, at lower oil prices, but claws back revenue Irom the more profitable
projects or after prices rise. re., moving lhe system moro towaids a profit rather than revenue-
based taxation system

A more aggressive effort to spur increased industry investment in tho Alaska petroloum
sector.

A heightened appreciation of industry tronds. fundamentals and economics on the part of
the stale’s regulators which might encourage an improved relationship betwoen state and
industry to the ultimate benefit of both parties.

On the part of the industry, a re-assessment ol priorities which recognizes tho cnticality of
tho industry's effective handling of public policy issuos in a state where ".ho industry hr >both
the key economic role and the highest profile

An extraordinary effort to overcome the natural communication gap and disruption that occurs
botween tho two critical players as both tho key managers in tho pnvate companies in Alaska
and the state commissioners are rotated or replaced before either can gam (and act on) a
more complete appreciation of tho industry’s role in Alaska or develop a more stable working
relationship with their counterpans

2 Gaffney, d m &Associates
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SUMMARY OF TAXES AND RATES FOR THE MEMBER STATES I PROVINCE

The taxes, set out below, of the member states and province are summarized on

thc following pages:

Tax States /Province

Al Ak Ar Co La Ms
Income X X X X X X
Property X X X X X No
Severance X X X X X X
Conservation X X X X No No
Sales /Use X No X X X X
Franchise X No X No X No

Z XXX XXZ

M

XXX XX ><O

k

XXX XXX X<

X =Tax exists in State | Province

Wy AB
No X
X X
X X
X No
X X
X No

pig* 17
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INCOME TAXES

Summary of Taxes and Rates by Member States/Province

Alabama  Alaska Arkansas  Colorado  loulsiana ~ MIUHHPIJ  N. Mexico ~ Oklahoma  Texas Wyoming  Alberta

Yes Yes Yes Yes Yes Yes Yes Yes sicttendine No Yes
50%of  04% 1%lo6%  50% @/wm 3% H %SK o isook 6 (% of 15 5%
Taxablo  Corporate e v Effective “rstel 4% 2d $5K ?“26/8’60‘1 Income Provmce
Income Income laleonncl 71103 s Shon Corporate
with 27.5%  Tax Income b4 > 200K amounts Ralé on
Depiction under In excess taxahle
Allowance $100,000 r* $10,000 || Hgome In

FUt rate of province

% on

net

Income

over

$100,000

(olift 1U



GENERAL PROPERTY TAXES

Summary of Taxes by Momber States/Province*

Alabama  AlaJka Arkansas Louisiana  Mississippi N Mexico ~ Oklahoma tcias Wyoming  Albert,i
Yes Yes Yes Yes Yes Yes Yes Yes Yes Fes
.O/GProd 20 mils / Oil and Gas | O/GProd .O/GProd A
, Ceils . . Assesson ,O/GProd
Is Exempt 2% of Producotlon d?'SeII isExempt  IsExempt  333%of s éxempt 'y 16)(4‘% (FJ)l[Od l)r?ﬁ/al tNac))(
well aslsessed at a 20% 150% of f ket Previous cap. Based
Ass,eessgcli“p value rate of ev \?earg Lace Prior Year's . Shut In emamnr Year's on market
Assess R/Ississed odicion ! e Value Wells are ~ Fo0E ) VaIueIess value,
a Buok Ve}r et %I 0 assessed a | )i Yf(%t Xem Fffective
Val alue y f . Equip 10% of pr bac RoyaIPles fax rate
2 et ’ E%]J Depred%tlon Assessed  Market ranges
st P at 33 3% of Valle o Surface.  betiveen
21% of Equip ﬁ> Well Equip  12%to
eél ement Prior Years Assessed  3»%
£SS Value less at 11 5% of
St Yedr » Exempt Acfua
preciation RoyalPies Value

All assessments times Local Levy

States that Exempt Oil and Gas Production are Alabama, Louisiana, Mississippi and Oklahoma
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SEVERANCE /PRODUCTION TAXES

Summary of Taxes and Rates by Member States/Province

Alabama  Alaska Arkansas ~ Colorado  Louisiana ~ Mississippi N Mexico ~ Oklahoma  Texas Wyoming ~ Alberta
Yes Yes Yes Yes Yc* Yes Yes Yes Yes Ye* Yes
Wells 0as - Gas - (Gas ¢ Gas- 6% of Gas -375%  7095%of  Gas-75% 6% of frechol
Drilled 10% of 30ths of 20 elst 25K rworsmersar  Market  of Value i Market0 . 0f Value a% Morket _ Mlcn%rgld
before Market one cent per 3% next 75K trmerel Valye for Qil - Privilege Value for Qil  the Well Veﬂue for Qil  tax on
7/iroa Value or MCF 49-ncXUOOK 591y wee 1on — and Gat Tax of 4% of ~ and Gas and Gas rivately
OnShore 50 84 per ) 5% >300 K iy with lets Value Sw eeLlS(Jur G it ﬁeld
10% of MCF. Qil » Ihin 260.000 CF uae [ESE than Subjectto  mineral
Value whichever 5% of oil - Pl Fres Oil - 3.75% Cent Per wier wenat rights,
Offshore Isgreater  market 20 -1st 29K Qi1+ fVaIue 2 _ o Fortilits Price and
8% of Value value at 3%-next 75K 126w o1 vene Privil ege QOil - Greater " Prod
Q. time and 4%-nexUO0K et thrw tinrid Tax of 0f46% 0f  viimiy e sensitive
flsy 211 1225% of  point of 5% >300K  § you o u e 3 15% of Value or 46 suisser-rale  farmylg,
nshore 8% Market severance < 2 550 508 Value Cents per 730, "
of Value \alue for Saltwater Darrel
Otfshoro 6% first five yrs Liarg Mew W iH
of Value and 12118
15% eeeluding hod
thereafter or ol 40
. OI' r%/IPCFSItriAe a
barrel, S
whlchever Ll
|S Ig er Wotlovert -
Subject to :r:tjwlnz;fillhﬁ
C0n0mIC II(r)v.crh Etrosz al 2%
lelt FaCtOl' moniha
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Alabama
Yob

Gas - 2%
of Value

Qil - 2%
ol Value

Alaska

Yc*

Gas - Gas
4tenth* of a 5m|||* per

CONSERVATION TAXES

Summary of Taxes and Rates by Member States/Province

Arkansas
Yes

Eercentceer MCF

Qil » Ql »
4tenths of a 25 mills per
ercent per

arre With

ée
arrero

rvatlo

p(%”

barrel

Colorado
Yes

.
;&@

()

ol

Miatinfllppl N Mexico
No No
18/1000I 1%
of Value
Fund over
1M| jon)
Oil »

18/100 of 1.

ol

§

Value
und over
Million)

Oklahoma

Eﬁ%

mg ea

Let*

gol

Texas
Yes

Gas
003 Cent
per MCF

Oll m
316 of 1
Cen tpr
BBL #6/16
Cent per
BBL for
Clean Up

Wyomina  Alberta
Yes No
Ga* #06%  Sco

of Value Royalty
Provisions

Qil. 06%
ol Value

page 21



Alabama
Yes

4% o Slate
6% -

County
local, MIA

Alaska
No

SALES AND USE TAXES

Summary of Taxes and Rates by Member States/Province

Arkansas  Colorado Louisiana  Mississippi N Mexico ~ Oklahoma

Yes Yes Yes Yes Yes Yes
45%-State 3% -State 4% State 7% *State 5% -State 4 5% - State
Varies 4(1:% y 4C%.t %060/{) E& 25°/€°
amon oun oun oun oun
Iocalsg,J but  local, i\/IIA Local.yi\/ITA Local, MTA Local. MIA
total tax can

not exceed

S250n

single

purchase

Texas Wyomina
Yes Yes
6.25% -State 4% e State
2%- 2%

Count Count
Local,yl\/rrA Local,yl\/rrA
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Alabama Alaska
Yes No

53 per
51,000 of
Taxable
Alabama
Capital

FRANCHISE TAX

Summary of Taxes and Rates by Member States/Province

Arkansas Colorado
Yes No

0.11% o par
value of
capital
stock In
Ark. real
and
Do
bears 1§
total value
ot real and
personal
propert){,of
corporation

Louisiana  Mississippi N Mexico

Yes No No

Oklahoma

Yes

5f1.50/ 1000

Stockholder

Equity In the

State
Maximum of

520,000 per
Year

Texas
Yes
Higher of

4 5% of
Taxable
Income
Apportioned
to the State

or

52.50/1000
St%(lzkhorlwder
S{]Iatey

Wvomlnn Alberta
Yes No
5100 Por
51,000,000
Assets In
tho Stato

page 23
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SUMMARY OF EXISTING ECONOMIC PROGRAMS

The following economic programs of the member states | province are

BY

MEMBER STATE /PROVINCE

summarized on the following pages:

Program

Ai
Enhanced Rec X
High Cost Gas X
Horizontal Wells No
Inactive Wells No
Marginal Well X
New Fields No
Tertiary No

Ak*
No
No
No
No
No
No
No

States | Province

Ar
No
No
No
No
X

No
No

X =Program exists in State | Province

Co
No
No
No
No
X

No
No

La
No
No
X
No
X
X
X

Ms
No
X

No
No
No
No
X

NM
X

No
No
No
No
No
X

Ok
X
No
X
No
No
No
X

Tx
X
X
No
X
No
X
No

Wy
No
No
No
No
X
X
X

>XK X X X X X X >

Economic Limit Factor helps in some of these areas, but none of these specific programs exist.
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Alabama
Yes

6% of Value
on an%
Inlcre ental
0l

roduced
roma.
"Qualified
Enhanced
Recovery
Project

Alaska
No

ENHANCED OIL RECOVERY

Summary of Existing Economic Programs by Member State | Province

Arkansas  Colorado  Louisiana*  Mississippi N Mexico  Oklahoma*
No No No No Yes Yes
gee Tertiary gec Tertiary Retducfed Lr}%heurrgmtﬁl
ummar ummar rate 0
Y y 1.875% for ~Is Exempt
ualified  until
: Payhack
Projects _
Sec Tertiary
Only when ~ Summary
Texas
Crude Is
below $28
per Barrel

Texas*
Yes

Reduced
Severance
Tax Rato
from 4.6%
to 2.3 % for
EOR

Projects

nn
[ncremental
Production

See High
Cost
Summary

Wyoming*
NO

See Tertiary
Summary

Identifies State /Province as one that has either Tertiary or High Cost Economic Program or both.

See individual Stato | Province Summaries for additional information on their Economic Programs

Alberta
Yes

Approved
COSts
deducted
from Crown
Royalty
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HIGH COST GAS and COAL SEAM GAS

Summary of Existing Economic Programs by Member State /Province

Alabama  Alaska Arkansas  Colorado  Louisiana ~ Mississippi N Mexico ~ Oklahoma  Texas Wvominci  Albefta
Yes No No No No Yes No No Yes No Yes
Tax Rate of 3.5% rate Total Sov Scaled
2% on on Coal Tax beneflt tled
Natural Gao Scam Gas Exemptlon lo dept of
Prod, from only for 5 on Hi well
\%I%?Ilssgriltw years Cost galsI

from wells
6/7/9 drilled

betwn

8/31/91 and

9/71/9%.

Exe_mé)t

until 8/31/01

High Cost Gas and Coal Seam Gas defined as Section 107 gas under the Natural Gas Policy Act.
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Alabama
Yes

6%
Severance
tax rate on
stane_r
wells: 1.e.
Produce
ess than 25
harrels or
200.000 CF
Per Day

Alaska
No

See
Economic
Limit Factor
In Summary

Arkansas
Yes

4% of
market
value for
well or
welhs _
roducin
%0 barrelg
or less per
da?/ during
calendar
month

MARGINAL and STRIPPER PRODUCTION

Colorado
Yes

Reduced
rate for
wells that

Broduce 10

arrels or
Less

Louisiana
Yes

(as

%0,013 MCF
or wells

that

Erodu e
ess than

250,000 CF

Dall
ProcYuction
Oil »

6 25% for
Wells that
Produce 25

OPD/50%
Saltwater

3 125% for
Wells that

Produce 10
BPD

Mississippi
No

N Mexico
No

Oklahoma
No

Summary of Existing Economic Programs by States /Province

Texas
No

Wyoming
Yes

4% rate on
Tertiary and
Stripper
Projects for
b years

Workovcrs
hetwn
1/1/93 and
12/31/90
Incremental
roduction
axed at 2%

for first 24
months

Albon ,
Yes
Lower

royalty rate
ofyS%%r oll

royalt
foymuYa

Sco p 47
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ALASKA

CURRENT TAXES

Income Taxes 94% Corporate Income Tax
General Property Tax 20 mils 12 % of assessed value

Severance /Production* Gas 10% of Market Value or SO.064 per MCF, whichever
is greater

Oil  12.25 % of Market Value for first five years
15% after first five years or SO 80 per barrel, which
ever is higher

Oil and Gas Severance Taxes subject to Economic
Limit Factor (ELF) See Below

Conservation Tax Gas 4 tenths of a percent per 50.000 cubic feet of natural
gas

Oil 4 tenths of one percent per barrel with conservation
surcharge of $0 05 per barrel of crude oil

Sales and Use Taxes Not Applicable
Franchise Tax Not Applicable
Existing Economic Programs

Economic Limit Factor The respective severance tax rates for oil and gas are reduced by a
fields' ELF  During the life of a field, production diminishes while some operating costs remain fixed At
some point the total costs including operation costs, royalties and production taxes will exceed gross
revenue and the field becomes unprofitable This is called the economic limit The ELF is designed in
recognition or tne economic limit of a field The formula protects fields as they decline and encourages
operators to drill development wells

Exploration Credits Provides for a credit up to 50% of certain exploration costs that can be
applied against royalty, rentals and severance taxes due the state This provision is accomplished by
state leases Covers two years following the lease sale and applies to well footage dnlled and
geophysical costs Geophysical data musl be made public

Royalty Reduction After two years of lease production, royalty may oe reduced to prolong
economic life of field Lessee must show revenue is insufficient to yield a reasonable rate of return



TEXAS

CURRENT TAXES

Income Taxes See Franchise Taxes

General Property Taxes Oil/Gas Production valued at 100% of Market Value of
Remaining Reserves using Discounted Cash Flow Approach
x Lotal Levy

Well Equipment is valued at 100% of market value x Local
Levy

Severance/Production Gas 7 5% of value at the wellhead except on sweet/sour
gas shall not be less than 121/1500 of 1 cent per

MCF
oil Greater of 4 6% of Value or 4 6 cents per barrel
Conservation Tax Gas Clean-Up tax of 003 cent per MCF

Oil 3/16th of 1 cent per barrel plus Clean-Up of 5/16th
cent per barrel

Sales and Use State 6 25 %
County,City, MTA etc. 2.00%

Franchise Tax Higher of 4 5% of Taxable Income apportioned to state or
$2 50/1000 stockholders equity in state

EXISTING ECONOMIC PROGRAMS

Enhanced Oil Recovery Reduced rate of 2.3% severance tax tor ten years that begin
after 12/31/89 but before 1/i/98

Enhanced Oil Recovery Reduced rate of 2 3% severance tax for ten years on
incremental production from EOR projects that begin after
9/1/89 and expanded after 8/31/91 Application for
expanded projects is now 1/98

High Cost Gas. Total severance tax exemption through 8/31/01 for "High
Cost Gas Wells" spudded or completed between 6/16/89
and 9/1/96





