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FISCAL N O T E

STA TU  O F  A LA SK A
20(16 LEG ISLATIVE SESSION

Revision D alc/Timo (Nolo if correction): 
Title

Fiscal Nolo Number: 
Bill Version:
(H) Publish Dale:

CSHB 3001 (FIN)
8/4/06

An Act Relating lo Ihe Production Tax on
Oil nnd Gas
Rules CommitteeSponsor __________

Requester Governor

Dopt. Affected: ________________Revonue
*R D U  Tax and Treasury________

Component Tax_____________________

'Com ponent No. 247G

Expenditures/Revenues (Thousands of Dollars)
Note: Amounts do not include inflation unless otherwise noted below.
O P ER A TIN G  EXPENDITURES FY 2007 FY 2008 FY 2009 FY 2010 FY 2011 FY 2012
Personal Services 813.1 829.4 84 5 .9 8G2.9 880.1 897.7
Travel
Contractual 522.5 485.4 115.7 11G.1 118.4 120.8
Supplies 36.7
Equipment
Land & Structures
Grants & Claims
Miscellaneous [OH office, etc] 53.0 53.0 53 .0 53.0 53.0 03.0

TO TAL OPERATING 1,425.3 1,367.8 1.014.G 1.032.0 1,051.5 1.071.5

IC A P ITA L  EXPENDITURES | I

IC H A N G E  IN REVENUES ( ) Soo analysis suction..................

FU N D  SOURCE (Thousands cl Dollars)
1002 Federal Receipts
1003 GF Match
10 01 GF 1.425.3 1.3G7.8 1,014.6 1,032.0 1,051.5 1,071.5
1005 GF/Program Receipts
1037 GF,Mental Health
Other (fcpuofy Tyi>:-Do notabhruentu)

TOTAL 1.425.3 1.3G7.8 1.014.G 1.032.0 1.051.5 1,071.5

Estim ato of any current year (FY200G) cost: _______________
C heck this box (X) If funding for th is  b ill is includod in the Governor's FY 2007 b u d g e t proposal: 

PO SITIO N S
Full-time 9 9 9 9 <1 9
Part-time
Temporary

ANALYSIS: (AlUtch ft sopaialo p.iqo tltwcntsnry)

This bill would amend the oil and gas production lax by basing the lax on tho net value of Ihe oil and gas. The net value 
is tho wellhead value (net of royalty) loss all qualified lease expenditures, including capital and operating costs, and 
property taxes. Tho not profit would bo r>ub|ect to a variable tax rato w:th a floor of 20% and a ceding of 25%, less ri 
credit of 20% which applies to capi'al costs upstream o! the point of production. Tho variablo tax rate would be 
determined by tho level of capital investment, limited by tax benefits generated by capital investments. Tho capital 
mvostmont benefit limitation is 75% of qualified capital costs. There wouid also be a progressive surchargo based on 
0.25% of tho difference between actual per barrol net mcorno and $-10, uppliud to not production to* value Tho 
surcharge would not be considered a deductible lease expenditure.

There would be an additional allowance] of up to $12 million per company for companies producing less than 50,000 
bnrrols of oil equivalent per day; this amount K  reduced as production reachos 100,000 boo per day. 111!  point at

Prepared by: Robynn Wilson, Michael Williams. Roger Marks, and Cheryl Nmnhuis______  Phone 269-1010
Division Tax Division     O.iturTunu 0M O G jO O A M

Approved by: Tom Boutin, Deputy Commissioner________________________________________  D.ito C/4/20QG
Agency Department ol Revenue
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FISCAL N O TE  M

ST A T E  O F A L A S K A  B IL L  NO. CSHB 3001(FIN)_________
2(lllf. L E G IS L A T IV E  S E SS IO N

ANALYSIS CONTINUATION
which no allowance is autnorized. The allowance expires in 2016. In addition, as a transition provision, there would be a 
20% credit for capital costs incurred over the period April 1, 2001 through April 1, 2006, recoverable at 51 for every 52 in 
capital expenditures. Transition costs cannot be recovered after 2013.

The additional conservation surcharge on oil is increased from 3 cents to 4 cents.

The bill would be effective April 1, 2006.

The figures in the table on tho next page roflcct the revenues that would be received from the bill relative lo the status quo 
under various prices. The figures reflect North Slope activity; tho impact on Cook Inlet is expected to be modest. Tho status 
quo assumes tho January 2005 ELF  aggregation decision by the Dept, of Revenue for Prudhoe Bay stands.

Tho cost assumptions are as follows:

- $100 mm/yr exploration
- Sl/bbl on-going capital on all barrels
- $3.50/bbl developmental capital on 2/3 of existing conventional oil
- $8/bbl developmental capital on 2/3 of existing heavy oil
- $3.50/bbl developmental capital on now conventional oil
- $8/bbl developmental capital on new heavy oil
- S3/bbl operating cost on conventional oil
- $5/bbl operating cost on heavy oil

The table shows th«. 2007-2012 receipts from the bill, sensitive tu different oil prices. These include the Department of 
Revenue forecast, a $40 price, and a $60 price. (Nolo that tho status quo numbers are slightly different from what is 
reflected in tho Spur.g 20UG Revenue Sources Book because of volume adjustments from the oil spill, and because of some 
differences between what some taxpayers actually ffcnffl and what is ultimately expected lo ho collected )

Operating expenditures include costs for 8 additional posdions for auditors 1 O & G Specialist (Range 23), 3 O & G 
Revenue Audilor IV /Range 22), and 4 O & G Revenue Auditor III (Range 20). These positions would be used to fulfill 
additional audit responsibilities inherent In a not profits tax. In addition, we request 1 additional Tax Tech III position 
(Range 14) to process additional information and tax return-', that will be required, and additional credit applications 
anticipated. Personal Services reflect a 2% yearly increase.

Contractual expenditures include $100,000 and S70.000 for programming in FY 07 and FY ( 8, respectively, $300,000 m 
each of FY 07 and FY 08 for help in writing regulations, $100,000 m each year for consulting services and an estimate of 
chargeback costs. Supplies includo computers and other supplies necessary for new positions

Pegu 2 ut 3



Fiscal Note #3

STATE OF ALASKA B IL L  NO. CSHB 3001(FIN)
2006 LEG ISLA T IV E  SESSION

ANALYSIS CONTINUATION (MILLIONS OF 2005 DOLLARS)

The revenues provided in tho table below do not reflect increased revenues in FY06 
that would result from an effective date of 4/1/06. At a preliminary estimated quarter end 
price of S65, the bill would provide approximately $440 million over the status quo system.

Fiscal DOR Status Quo Tax from Gain from
Year Forecast Tax Bill Bill*

2007 $53.60 989 1985 996
2008 $46.90 784 1509 725
2009 $25.50 355 342 -12
2010 $25.50 315 304 -11
2011 $25.50 281 300 19
2012 $25.50 271 296 25

Fiscal Medium Status Quo Tax from Gain from
Year Price Tax Bill Bill*

2007 $40.00 708 1132 424
2008 $40.00 655 1099 444
2009 $40.00 631 1175 544
2010 $40.00 582 1137 556
2011 $40.00 544 1166 622
2012 $40.00 536 1170 642

Fiscal High Status Quo Tax from Gam from
Year Price Tax Bill BTH*

2007 $60 00 1 120 2541 1.421
2008 $60.00 1.03? 2476 1.445
2009 $60.00 978 2603 I.G25
2010 $60.00 901 2534 1.633
2011 $60 00 842 2587 1,744
2012 $60 00 831 2610 1,776

’ UuMitiws ii'.iy not sum riuu tu rctuvl " i
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CS FO R  I IO U S E  R IL L  NO. 3001( )

IN THE L EG ISLA T U R E  OF THE STATE OF /... aSKA 

TW ENTY-FOURTH LEG IS LA T U R E  - THIRD SPEC IA L  SESSIO N

BV

O f f e r e d :

R e fe r re d :

S|>nnsor(s): H O U SE  R U L E S  C O M M IT T E E  B V  R E Q U E S T  O F T H E  G O V ER N O R

13

A R IL L  

FO R  AN A C T  EN T IT LE D  

"An  Act relating to the production lax t n oil and gas and to conservation surcharges on 

oil; relating to criminal penalties lor violating conditions governing access to and use of 

confidential information relating to (lie production (ax; amending the definition of'gas' 

as that definition applies in the Alaska Stranded (ins Development Act; making 

conforming amendments; and providing for an effective date."

RE IT  E N A C T E D  RY  T H E  L E G IS L A T U R E  O F H IE  S T A T E  O F  A LA SK A :

* Section I. I he uneodtlied lau olThe State of Alaska is amended In adding a new steinm 

to read:

I I G IS l \ i IYI: IN 11 N T  iai li i* the intent id the legislature through ->ec. i I id tins 

Act to confirm in clarilicatiuu the long-standing interpretation of AS 43.55 ()J0(t i A  the 

Department of Keunue.

I h ) It is the intent ot the legislature that the Nivis*ihn or other unit of the Department of 

Environmental I onser\ation assigned responsibility lor administration ot the prqarams under

- I -



AS 46.08 thai are principally supported by the conservation surcharges on oil levied under 

AS 43.55.201 - 43.55.299 and 43.55.300 - 43.55.310

(1) reduce program costs, including personnel costs, as necessary to operate 

within the revenue anticipated to be generated by those surcharges, in the amounts of those 

surcharges as amended by secs, 26 and 28 of this Act: and

(2) request appropriations for exceptional program needs and expansions 

beyond what can be provided from the estimated amounts collected from those surcharges 

from alternative funding sources.

* See. 2. AS 43.05.230(f) is amended to read:

(0 A wilful violation of the provisions of this section or of a condition

WORK DRAFT WORK DRAFT 24-GH2006M

imposed under AS 43.55.040(1 )(B) is punishable by a line of not more than S5.000. 

or by imprisonment for not more than two years, or by both.

* See. 3. AS 43.20.031 (c) is amended to read:

(c) In computing the tax under this chapter, the taxpayer is not entitled to 

deduct any taxes based on or measured by net income. The taxpayer mav deduct the 

tax levied and paid under AS 43.55.

* Sec. 4. AS 43.20.072(b) is amended to read:

(b) A taxpayer's business income to be apportioned under this section to the 

stale shall be the federal taxable income of the taxpayer's consolidated business for the 

tax period, except that

(1) taxes based on or measured by net income that are deducted in the 

determination of the federal taxable income shall be added back: the tax levied and 

paid under AS 43.55 mav not he added hack:

(2) intangible drilling and development costs that are deducted as 

expenses under 26 I \S.(\ 2o5ic> (Internal Revenue Codei in the determination of the 

lederal taxable income shall be capitalized and depreciated as it the option to neat 

them as expenses under 2o I S.( 2o>(ci ijnterna! Revenue lode* had not been 

exercised

t <) depletion deducted on the percentage depletion h;»sis under 2o 

I .S t 613 (Internal Revenue fode! in the determination of the lederal taxable income 

shall he recomputed and deducted on the cost depletion b a sis  under 2o I ,S t ol2
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( Internal Revenue Coden and

(4) depreciation shall be computed on the basis of 26 I'.S.C. 167

(Internal Revenue Code) as that section read on June 30. 1981.

* Sec. 5. AS 43.55.011 is amended by adding new subsections to read:

(e) There is levied on the producer of oil or gas a tax for all oil and gas 

produced each calendar year from each lease or property in the state, less any oil and 

gas the ownership or right to which is exempt from taxation or constitutes a 

landowner's royalty interest. Except as otherwise provided under (j) and (k) of this 

section, the tax is equal to the annual production tax value of the taxable oil and gas as 

calculated under AS 43.55.160 multiplied by the tax rate determined under (f) of this 

section.

(f) For the purposes of (e) of this section.

(1) the tax rate for a calendar year under (e) of this section is the

weighted average of the percentage rate under (2) of this subsection applicable to the

producer’s base production, if any. for the calendar year and the percentage rate under

(3) of this subsection applicable to the producer's incremental production, if any. for 

the calendar year, with each percentage rate weighted proportionally to the amount of 

the production to which it applies; however, the tax rate for 2006. 2007, and 2008 may 

not exceed 22 1/2 percent;

(2) the percentage rate for each year applicable to a producer's base 

production is 25 percent;

(3) the percentage rate applicable to a producer's incremental

production is

(A) for 2006 through 2011. 13 percent:

(M) for 2012 through 2030. one-half percentage point greater 

than the percentage rale tor the immcdiatei> preceding >car;

(( i io r J0 ; l and later sears. 2  ̂percent:

(41 except a otiieruise provided under ((») ot this subsection, a 

pro JucerT base production

(A ) for a calendar year after 2005 and before 20£ 1 is 

.75 x IT  x t.l,5) exp (n - 2005)

-3-
: .V k  7 '^ r  [ f j ( : ~k\?  £ 'K / .7  .V7£Y

CSIIH |
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where:

TP = the total amount of taxable and nontaxable oil mid gas. in B T li

equivalent barrels, produced by the producer from leases or properties in the state

during 2005: and

n = for calendar years 2006 through 2030. the number that represents the 

calendar year for which the tax is being computed;

(B ) for calendar year 2031 and later is zero;

(5 ) a producer's incremental production for a calendar year is the total

amount of taxable and nontaxable oil and gas. in BTU  equivalent barrels, produced by 

the producer from leases or properties in the state during the calendar year. less the 

producer's base production for the calendar year: however, the incremental production 

may not be less than zero;

(6) if a working interest in a lease or property from which oil or gas 

was produced during 2005 is transferred after 2005. the amount of 2005 oil and gas 

production attributable to that interest is considered, from the date of the transfer, to 

have been produced by the producer acquiring the working interest, for the purposes 

of computing the term "TP" under (4) of this subsection.

(g) In addition to the tax levied under (c) of this section, during each calendar 

year for which the price index determined under (h) of this section is greater than zero 

for one or more months, there is levied on the producer of oil or gas a tax l'or all oil 

and gas produced during that calendar year from each lease or property in the state, 

less any oil and gas the ownership or right to which is exempt from taxation or 

constitutes a landowner’s royalty interest. Except as otherwise provided under <j) and 

(k) of this section, the tax levied under this subsection is equal to the sum. over all 

montlii in the caiendar sear, of the amounts calculated for each month as follows: 

percent of the inonlhh production tax value of the taxable oil and gas as 

calculated under AS 43.55.loO. multiplied in the price index determined under tin ol 

this section. I hnwner. the amount calculated under this subsection lor any month mas

not exceed  percent of the monthly production tax saltie of the taxable oil and

gas as calculated under AS dTro.lbO.

(hi lor purposes of (g) of this section the priee index fora month is calculated
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by subtracting_________ from the number that is equal to the quotient of the total

monthly production tax value of the taxable oil and gas produced by the producer 

during that month, as calculated under AS 43.55.160. divided by the total amount of 

the taxable oil and gas produced by the producer during that month, in B T U  equivalent 

barrels. However, a price index may not be less than zero.

(i) There is levied on the producer of oil or gas a tax for all oil and gas 

produced each calendar year from each lease or property in the slate the ownership or 

right to which constitutes a landowner’s royalty interest, except for oil and gas the 

ownership or right to which is exempt from taxation. The provisions of this subsection 

apply to a landowner's royalty interest as follows:

(1) the tax levied for oil is equal lo live percent of the gross value at 

the point of production of the oil:

(2) the lax levied for gas is equal to 1.667 percent of the gross value at 

the point of production of the gas:

(3) if the department determines that, for purposes of reducing the 

producer's tax liability under (1) or (2) of this subsection, the producer has received or 

will receive consideration from the royally owner offsetting all or a part of the 

producer's royalty obligation, other than a deduction under AS 43.55.020(d) of the 

amount of a tax paid, then, notwithstanding (1) and (2) of this subsection, the tax is 

equal lo 25 percent of the gross value at the point of production of the oil and gas.

(i) for a calendar year before 2022. the lota! tax levied by (e,» and (g) of this 

section on gas produced from a lease or property in the Cook Inlet sedimentary basin 

may not exceed

i 1) for a lease or property that first commenced commercial production 

of gas before April 1. 2006. the product obtained by multiplying (A ) the amount ot’ 

taxable gas produced during the calendar year from the lease or property. times III) the 

average rate of lax th.it uas imposed under this chapter on taxable gas produced from 

the lease or property for the l?-monlh period ending on March 51. 2<)0o. times (( i die 

quotient obtained by dividing the total gross value at the point c>f production of the 

taxable gas produced from the lease or property during the 17-month period ending on 

March 31. 2006, by the total amount of that gas:



WORK DRAFT WORK DRAFT 24-GH2096\l

1

2

*%J

4

5

6

7

8 

9

10

11
12
13

14

15

16

17

18

19

20

21
*>*1

23

24
25

26 

27

:x 

20 

50

(2) for a lease or property that first commences commercial production 

of gas after March 31. 2006. the product obtained by multiplying (A ) the amount of 

taxable gas produced during the calendar year from the lease or property, limes (B ) the 

average rate of tax that was imposed under this chapter on taxable gas produced from 

all leases or properties in the Cook Inlet sedimentary basin for the 12-month period 

ending on March 31, 2006. times (C) the average prevailing value for gas produced in 

the Cook Inlet area for the 12-month period ending March 31. 2006. as determined by 

the department under AS 43.55.020(f).

(k) For a calendar year before 2022. the total tax levied by (c) and (g) of this 

section on oil produced from a lease or property in the Cook Inlet sedimentary basin 

may not exceed

(1) for a lease or property that first commenced commercial production 

of oil before April 1. 2006. the product obtained by multiplying (A ) the amount of 

taxable oil produced during the calendar year from the lease or property, times (B ) the 

average rale of tax that was imposed under this chapter on taxable oil produced from 

the lease or properly for the 12-month period ending on March 31. 2006. times (C) the 

quotient obtained by dividing the total gross value at the point of production of the 

taxable oil produced from the lease or property during the 12-month period ending on 

March 31. 2006. by the total amount of that oil:

(2) for a lease or property that lirst commences commercial production 

of oil after March 31, 2006, the product obtained by multiplying (A ) the amount of 

taxable oil produced during the calendar year from the lease or property, limes |B ) the 

average rate of tax that was imposed under this chapter on taxable oil produced from 

all leases or properties in the Cook Inlet sedimentary basin for the 12-month period 

ending on March 31. 2006. limes (Cl the average prevailing value for oil produced in 

the Cook Inlet area for the 12-month period ending on March 31. 2<>06. .is determined 

b\ the department under \S 43.55.020(1}

(/) When a limitation under (j) or (ki of this section on the la\ levied in (ei 

and (g) of this section has the ellect of reducing the producer's tax on oil or gas 

produced from a lease or property below the amount of tax that would be levied in the 

absence of that limitation, the amount of the reduction is applied first against the tax

C .M IIt  JIIOK | •ft*
y v jg c : U g g g g i i s t y J  lO X L E T ltD  r f c x r  B $ A C K 6 T $ O i
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le\ icd by (g) of this section. However, that tax may not be reduced below zero.

(m) Notwithstanding any contrary provision of AS 3S.05.18U(i). 

AS 41.09.010, A S 43.20.043, or AS 43.55.025, tax credits under AS 38.05.180(i), 

AS 41.09.010. A S 43.20.043. and AS 43.55.025 that are allocated to gas produced 

front leases or properties in the Cook Inlet sedimentary basin and that are available lo 

be applied against a tax levied by (e) of this section on gas produced front leases or 

properties in the Cook Inlet sedimentary basin during a calendar year ntay be applied 

only against the tax levied by (c) of this section on that gas. The amount by which the 

amount of tax credits that are allocated to gas produced front leases or properties in the 

Cook Inlet sedimentary basin and that the producer would otherwise be allowed to use 

for a later calendar year or transfer to another person exceeds the amount o f tax credits 

whose application would reduce the tax levied by (e) of this section on that gas to 

zero, if any, is considered the amount of excess tax credits, and the excess tax credits 

are subject to the following:

(1) for each lease or property for which a limitation under ( j) or (k) of 

this section on the tax levied by fe) and (g) of this section has the effect of reducing 

the producer's tax below' the amount of tax that would be levied in the absence of that 

limitation, the producer shall calculate the amount of that reduction:

(2) the producer shall calculate the total of the reductions calculated 

under ( I ) o f this subsection for all affected leases or properties:

(3) the producer shall reduce the amount of excess tax credits by the 

total calculated under (2) of this subsection, but not to less than zero:

(4) an> amount of excess tax credits remaining after reduction under

(3) of this subsection ma\ be used for a later calendar >ear. transferred to another 

person, or applied against a tax levied on oil or gas produced from a lease <»r property 

located anywhere in the Rate to the extent otherwise allowed under applicable law 

go\erning the tax credits.

(ni Allocation of credits under mil oi this section shall be made under 

regulations adopted b\ the department that provide tor reasonable methods of 

allocating tax credits to gas produced from leases or properties in the < ouk Inlet 

sedimentary basin.
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(o) The department shall by regulation establish sampling, testing, and 

averaging methods for determining the heating value of a producer's gas. In the 

absence of sufficient sampling and testing of gas produced during 2005 or 2006. the 

department may provide for the heating value of the gas to be estimated based on 

sampling and testing oflater-produced gas or on other information.

* Sec. 6. A S  43.55.017(a) is amended to read:

(a) Except as provided in this chapter, the taxes imposed by this chapter are in 

place of all taxes now imposed by the state or any of its municipalities, and neither the 

slate nor a municipality may impose a tax on [UPON]

(1) producing oil or gas leases;

(2) oil or gas produced or extracted in the state;

(3) the value of intangible drilling and development costs, as 

described in 26 U.S.C. 263(c) (Internal Revenue Code), as amended through 

January 1.1974 [EXPLOITATION EX PEN SES].

* Sec. 7. AS 43.55.020(a) is repealed and reenacted to read:

(a) The tax levied on a producer fos a calendar year by AS 43.55.011(e), (g). 

and (i) must be paid as follows:

(1) an installment payment of the estimated tax levied by 

AS 43.55.011(e) and (g). net of any tax credits applied as allowed by law. is due for 

each month of the calendar year on the last day of the following month: the amount of 

the installment payment is the sum of the amounts calculated under (2) and (3) of this 

subsection, but not less than zero;

(2) the first of the two amounts used to calculate the installment 

payment for a month under (1) of this subsection is equal to the remainder obtained by 

subtracting

(At 1 12 of the tax credits that are allowed by law to be applied 

against the tax levied by AS 43.55.011 let for the calendar year; from

ilit the total of the monthly production values calculated under 

AS 43.55.India 1(2) of ail oil and gas taxable under A S  4 o 5  0] 1(e) and 

produced by the producer from leases or properties in the state during the 

month, multiplied by the tax rate determined under AS 43.'5.01 Kfjj for the

m t.M inn > -s-
t.X-w T o - v a  g . - i a u r .1 J  Il'E L U T l'L ' . S '. - .'7  ' 'E E T ’-'E
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calendar year. assuming that the producer's incremental production lor the 

calendar year is the amount calculated according to the following formula, but 

not less than zero:

II> = 12 x (M P - 1/12 x BP )

where:

IP = the producer's assumed incremental production for the calendar

year;

M P = the total amount of taxable and nontaxable oil and gas. in BTU 

equivalent barrels, produced by the producer from leases or properties in the 

state during the month; and

B P  = the producer's base production for the calendar year;

(3) the second of the two amounts used to calculate the installment 

payment for a month under ( I )  of this subsection is the amount calculated for the 

month under AS 43.55.011(g):

(4) an installment payment of the estimated tax ievied by 

AS 43.55.01 Hi) for each lease or property is due for each month of the calendar year 

on the last day of the following month: the amount of the installment payment is the 

sum of

(A ) the applicable percentage rate for oil provided under 

AS 43.55.01 l(i). multiplied by the gross value at the point of production of the 

oil taxable under AS 43.55.011 (i) and produced from the lease or property 

during the month: plus

(B ) the applicable percentage rate for gas provided under 

AS 43.55.01 l(i). multiplied limes the gross value at the point of production i>f 

the gas taxable under AS 43.55.01 Hi) and produced from the lease or property 

during the month:

<5) any amount of tax le\icd b> \S 45.55,01 He), (g). and (u. net of 

any credits applied as allowed In law. that exceeds tiie total oi me amounts due as 

installment payments of estimated tax is due on March M ot die year following the 

calendar year of production.

* See. K. AS 43.55.020(b) is amended to read:
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(b) The production tax on oil and [OR] gas shall be paid io the department 

by or on behalf of the producer,

* See. 9. AS 43.55.020(d) is amended to read:

(d) In making settlement with the royally owner for nil and gas that is 

taxable tinder AS 43.55.011, the producer may deduct the amount of the tax paid on 

taxable royalty oil and [OR] gas. or may deduct taxable royalty oil or gas equivalent 

in value at the time the tax becomes due to the amount of the tax paid. If  the total 

deductions of installment payments of estimated tax for a calendar vear exceed 

the actual tax for that calendar vcar. the producer shall, before April 1 of the 

following vear. refund the excess to the royalty owner. Unless otherwise agreed 

between the producer and the royalty owner, the amount of the tax paid under 

AS 43.55.011(c) and (g) on taxable royalty oil and gas for a calendar vear. other 

than oil and gas the ownership or right to which constitutes a landowner's 

rovaltv interest, is considered to be the gross value at the point of production of 

the taxable royalty nil and gas produced during the calendar year multiplied hv a 

figure that is a quotient, in which

(1) the numerator is the producer's total tax liability under 

AS 43.55.011(c) and (g) for the calendar vear of production: and

(2) the denominator is the total gross value at the point of 

production of the oil and gas taxable under AS 43.55.011(e) and (g) produced hv 

the producer from all leases and properties in the state during the calendar vcar.

* Sec. 10. AS 43.55.020(c) is repealed and reenacted to read:

le) Cias llared, released, or allowed to escape in excess of the amount 

million;cd by the Alaska Oil and Gas Conservation Commission is considered, for the 

purpose of AS 43.55.011 - 43.55.180. as gas produced from a lease or property. Oil or 

gas used in the operation of a lease or propertv in the state in drilling for or producing 

oil or gas. or for reprc>>suring. except to the extent determined In the Alaska Oil and 

( i ; . Conservation Commission to be unite, is not considered, for the purpose of 

AS 43.55.011 - 43.55.180. as oil or gas produced from a lease or property.

* Sec. 11. A S  43Av020(f) is amended to read:

(f) If  oil or gas is produced but not sold, nr if nil nr gas is produced and
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sold under circumstances where the sale price does not represent the prevailing value 

lor oil or gas of like kind, character, or quality in the Held or area from which the 

product is produced, the department may require the tax to be paid upon the basis of 

the value of oil or gas of the same kind, quality, and character prevailing for that field

or area during the calendar month of production or sale [FOR THAT F IELD  OR 

A REA ].

* See. 12. A S 43.55.020 is amended by adding new subsections to read:

(g) Notwithstanding any contrary provision of AS 43.05.225, an unpaid 

amount of an installment pavment required under (a)( 1) - (4) of this section that is not 

paid when due bears inteiest ( i ) at the rate provided for an underpayment under 26 

U.S.C. 6621 (Internal Revenue Cod-), as amended, compounded daily, from the date 

the installment payment is due until the March 31 described in A S  43.55.030(a), and

(2) as provided for a delinquent tax under AS 43.05.225 after that March 31. Interest 

accrued under ( I ) of this subsection that remains unpaid after that March 31 is treated 

as an addition to tax that bears interest under (2) of this subsection. An unpaid amount 

of tax due under (a)(5) of this section that is not paid when due bears interest as 

provided for a delinquent tax under AS 43 05.225

(h) Notwithstanding any contrars provision ot AS 43.05.280.

( I ) an ovorpavment of an installment payment required under (a)(1) -

(4) of this section bears interest at the rate provided tor an overpayment under 2h 

I'.S.C. 6o21 (Internal Revenue C ode), as amended, compounded daily, from the later 

of the date the installment payment is dm. or the date the overpayment is made, until 

the earlier old A ] the date it is refunded or is applied to an underpayment, ot iR j the 

March 31 described in AS 43.55 (>30(ui:

t2) except as provided under ( ! )  of this subsection interest with 

respect to an overpayment is allowed only on an;, net overpayment oi the pavments 

required under iu i of this secimn that remains alter the later oi the March 31 described 

in \5 43 5N05(lia> or the date that the statement inquired under \S 43.55 03()iai i-. 

liled;

(31 interest is allowed under i2) E l tins fJubsectifljn u»l> fhjm a date that 

is ‘hi days alter the later ot the March 31 described in \S 43.*5 O'd(a) or the Tile that

-II- ( S im  .(null i
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I he statement required under AS 43.55.030(a) is filed: interest is not allowed if the 

overpayment was refunded within the 90-day period:

(4) interest under (2) and (3) of this subsection is paid at the rate and in 

the manner provided in AS 43.05.225( 1).

* See. 13. AS 43.55 is amended by adding new sections to read:

See. 43.55.023. Tax credits for certain losses and expenditures, (a) A 

producer or explorer may take a tax credit for a qualified capital expenditure as 

follows:

(1) notwithstanding that a qualified capital expenditure may be a 

deductible lease expenditure for purposes of calculating the production lax value of oil 

and gas under AS 43.55.160(a). unless a credit for that expenditure is taken under 

AS 38.05.180(f). AS 41.09.010. AS 43.20.043. or AS 43.55.025. a producer or 

explorer that incurs a qualified capital expenditure may also elect to take a tax credit 

against a tax due under AS 43.55.011(e) in the amount of 20 percent of that 

expenditure:

(2) a producer or explorer may take a credit for a qualified capital 

expenditure incurred in connection with geological or geophysical exploration or in 

connection wit!; an exploration well onlv if the producer or explorer provides to the 

department, as part of the statement required under AS 43.55.030(a) for the calendar 

year for which the credit is sought to be taken, the producer's or explorer's written 

agreement

(A ) to notify the Department ot Natural Resources, belore the 

later ot 30 Jays after completion of the geological or geophysical data 

processing or completion of the well, or 30 days alter the statement is liled. ot 

the dale of completion and to submit a report to tliat department describing the 

processing sequence a id provide a list 1̂ data sets available:

i l l)  to pr. vide to the Department ot Natural K & n u H  tv.ore

within 3d days alter tiie date ol a request, specific data sets, anciII.trv data, unn 

icports identified in i \ > of (hit) paragrapn:

(C’ l that, notwithstanding any provision ol AS 38. the

Department of Nutural Resources shall hold conl dentin] the information

C S'tll.llM III I - 12-
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provided to that department under tliis paragraph for 10 years following the 

completion date, after which the department shall publicly release the 

information after 30 days’ public notice.

(b) A producer or explorer may elect to take a tax credit in the amount of 20 

percent of a carried-forward annual loss. A credit under this subsection may be applied 

against a tax due under AS 43.55.011(e). For purposes of this subsection, a carried- 

forward annual loss is the amount of a producer’s or explorer’s adjusted lease 

expenditures under AS 43.55.165 and 43.55.170 for a previous calendar year that was 

not deductible for that calendar year under AS 43.55.160(b) and (e).

(c) A credit or portion of a credit under this section may not be used to reduce 

a person’s tax liability under AS 43.55.011(e) for any calendar year below zero, and 

any unused credit or portion of a credit not used under this subsection may be applied 

in a later calendar year.

(d) Fxcept as limited by (i) of this section, a person entitled to take a tax credit 

under this section that wishes to transfer the unused credit to another person may 

appl\ to the department for a transferable tax credit certificate An application under 

this subsection must be in a form prescribed by the department and must include 

supporting information and documentation that the department reasonably requires. 

The department shall grant or deny an application, or grant an application as to a lesser 

amount than that claimed and deny it as ter the excess, not later than 60 days alter the 

later of ( I )  March 3! of the year following the calendar year in which the qualified 

capital expenditure or carried-forward annual loss 16 winch the credit is claimed was 

incurred: (2) if the applicant is required under AS 43.55.030(a) to lile a statement on 

or betore March '1 uf the war following the calendar year in which the qualified 

capital expenditures or carted-forward annual loss tor which the credit is claimed was 

inclined, the date the* statement was liled: or (3i the date the application received 

by the department It', based mi the inhumation then available to it. the department is 

reasoiKibh satislied that the applicant is entitled to a credit, the department shall issue 

the applicant a o.iiisferablc tax credit certilicaie tor the amount of the credit, A 

certificate issued unJer this subsection does not expire.

(ei A person to which a transferable lax credit certificate is issued under idi of
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lliis section may transfer the certificate to another person, and a transferee may further 

transfer the certificate. Subject to the limitations set out in (a) - (c) of this section, and 

notwithstanding any action the department may lake with respect to the applicant 

under (g) of this) section, the owner of a certificate may apply the credit or a portion of 

the credit shown on the certificate only against a tax due under AS 43.55.01 l(e;. 

However, a credit shown on a transferable tax credit certificate may not be applied to 

reduce a transferee's total tax due under AS 43.55.011(e) on oil and gas produced 

during a calendar year to less than 80 percent of the lax that would otherwise be due 

without applying that credit. Any portion of a credit not used under this subsection 

may be applied in a later period.

(f) Under standards established in regulations adopted by the department and 

subject to appropriations made by law. the department, on the written application of 

the person to whom a transferable tax credit has been issued under (d) of this section 

and whose average amount of oil and gas produced a day taxable under 

AS 43.55.011(c) is not more than 50,000 RTU 'equivalent barrels a day for the 

preceding calendar year, shall issue a cash refund, in whole or in pan. for the 

certificate if the department finds

(1) within 24 months after having .plied for the transferable tax credit 

certificate, (hat the applicant incurred a qualified capital expem iture nr was the 

successful bidder on a bid submitted for a lease on slate land under AS 38.1 5.180(f);

(2) that the amount of the refund would not exceed the total of 

qualified capital expenditures and successful bills described in ( I )  of this subsection 

that have not been the subject of a finding made under this paragraph for purposes of a 

previous refund;

( ' )  that the applicant does not have an outstanding liability to the state 

for unpaid deliniiuent taxes under this title, and

(4 1 that the sum of the amount or tiff refund applied !or and amounts 

previous!) relunded To the applicant during the calendar year under this subsection 

would not exceed isli.OOU.uDo.

(gi Ihe issuance of I  transferable tax credit certificate under id) of this section 

or the issuance of a cash refund certificate under if) tiT tlu.s section does not limit the

lit ) .|4.
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department's ability to later audit a tax credit claim to which the certificate relates or to 

adjust the claim if the department determines, as a result of the audit, that the applicant 

was not entitled to the amount of the credit for which the certificate was issued. The 

lax liability of the applicant under AS 43.55.011(e) and 43.55.017 - 43.55.180 is 

increased by the amount of the credit that exceeds that to which the applicant was 

entitled, or the applicant's available valid outstanding credits applicable against the tax 

levied by AS 43.55.011(e) are reduced by that amount. If  the applicant’s tax liability is 

increased under this subsection, the increase bears interest under AS 43.05.225 from 

the date the transferable tax credit certificate was issued. For purposes of this 

subsection an applicant that is an explorer is considered a producer subject to the lax 

levied by AS 43.55.011(e).

(h) Regulations adopted to implement this section must include provisions 

prescribing reporting, record keeping, and certification procedures and requirements to 

verify me accuracy of credits claimed and to ensure that a credit is not used more than 

once.

( i) For the purposes of this Action.

(1) a producer’s or explorer's transitional investment expenditures are 

the sum of the expenditures the producer or explorer incurred after March 31. 2001, 

and before April I. 2000. that would be qualified capital expenditures if  they were 

incurred alter March 31. 2000. less the sum of the payments or credits the producer or 

explorer received before April 1. 2006. for the sale or other transfer of assets 

including geological, geophysical, or well data or interpretations, acquired by the 

producer or explorer Is1 a idKult of expenditures the producer or explorer incurred 

before April 1. 2(K)6. that would be qualified eupital expenditures, if they were 

incurred after March 31. 2006:

(2i a producer or explorer max elect to take a tax credit against a tax 

due under AN J3.55.nl |(c-> in the amount ot 2n percent ot the producer's or explorer's 

j  motional investment expenditures, but only to the extent that the amount Joe; not 

exceed 1 Id of the producer's ot explorer’s qualified [capital expenditures that are 

incurred during the calendar year lor which the credit is taken:

(3) a producer or explorer max not take a tax credit for a transitional
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investment expenditure

(A) for any calendar year that ends after the later of

(i) 2013: or

(ii) the sixth calendar year after the calendar year for 

which the producer lirst applies a credit under this subsection against a 

tax due under AS 43.55.011(e). if the producer did not have 

commercial production of oil or gas from a lease or property in the state 

before April 1.2006;

(B j more than once; or

(C) if a credit for that expenditure was taken under 

AS 38.05.180(i), AS 41.09.010, AS 43.20.043. or AS 43.55.025;

(4) notwithstanding (d). (e). and (g) of this section, a producer or 

explorer may not transfer a tax credit or obtain a transferable tax credit certificate for a 

transitional investment expenditure.

(j) As a condition of receiving a tax credit under this section, a producer or 

explorer that obtains the tax credit for or directly related to a pipeline, facility, or other 

asset that is or becomes subject to regulation by the Federal Hnergy Regulatory 

Commission, the Regulatory Commission of Alaska, or a successor regulatory body 

shall at all times support and in all rate proceedings lile lo llow through 100 percent of 

the tax credits to ratepayers as a reduction in the costs of service for the pipeline, 

tacility. or other asset.

lk) In this section, "ipialified capital expenditure"

(1) means, except as otherwise provided in (2) of this subsection, an

expenditure that >s a lease expenditure tinder AS 43.55.165 and is

( A) incurred for geological or geophysical exploration; or 

(15) treated as a capitalized expenditure under 20 I S.C. 

(Internal Revenue t odet. as amended, regardless ol elections made undci 2(>

I .S.t 2<>ml i i Internal Reunite ( ode), as amended, and is

in (anted as a capitalized expenditure tor I aleral 

income lax reporting purposes In the person incurring the expenditure; 

or
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(ii) eligible to be deducted as an expense under 26 

U.S.C. 263(c) (Internal Revenue Code), as amended;

(2) does not include an expenditure inclined to acquire an asset

(A ) the cost of previously acquiring which was a lease 

expenditure under AS 43.55.165 or would have been a lease expenditure under 

AS 43.55.165 if it had been incurred after March 31. 2006; for purposes of this 

subparagraph, "asset" includes geological, geophysical, and wel! data and 

interpretations: or

(B ) that has previously been placed in service in the state: an 

expenditure to acquire an asset is not excluded under this paragraph if not more 

than an immaterial portion of the asset meets a description under this 

paragraph.

Sec. 43.55.024. Additional nontninsferable tax credits, (a) For a calendar 

year for which a producer's tax liability under AS 43.55.011 (e) on oil and gas 

produced from leases or properties outside the Cook Inlet sedimentary basin and south 

of 68 degrees North latitude exceeds zero before application of any credits under this 

chapter, a producer that is qualified under (c) of this section may apply a tax credit 

against that liability of not more than $6,000,000.

(b) A producer may not take a tax credit under this section for any calendar 

year after the later of

(1) 2016: or

(2) the ninth calendar year after the calendar year during which the 

producer lirst has commercial oil or gas production before May I. 2016. from at least 

one lease or property in the state outside the Cook Inlet sedimentary basin and south of 

6S degrees North latitude, if the producer did not have commercial oil or gas 

production from a lease or property in the State outside the Cook Inlet s>.dimentan 

basin and south of (»X degrees North latitude before April I. 2006.

tci On written application by a producer, including an\ information the 

department may require, the department shall determine whether the producer 

qualifies under this section for a calendar year. To qualify under this section, a 

producer must demonstrate that its operation in the slate or its ownership ol an interest



in a lease or property in the state as a distinct producer entity would not result in the 

division among multiple producer entities of any production tax liability under 

AS 43.55.011(e) that reasonably would be expected to be attributed to a single 

producer entity if the tax credit provisions of (a) of this section did not exist.

(d) A lax credit authorized by this section may not be applied to reduce a 

producer's lax liability for any calendar year under AS 43.55.011(e) on oil and gas 

produced from leases or properties outside the Cook Inlet sedimentary basin and south 

of 68 degrees North latitude below zero.

(e) An unused tax credit or portion of a tax credit under this section is not 

transferable and may not be carried forward to or used in a later calendar year.

(0 In (a) and (b) of this section, and only as lo expenditures incurred to explore 

lor an oil or gas deposit located within land in which an explorer does not own a 

working interest, the term "producer" includes "explorer."

* See. 14. AS 43.55.025(a) is amended to read:

(a) Subject to the terms and conditions of this section, [ON OIL AND GAS 

PRODUCED ON OR A FTER  JU L Y  I, 2004. FROM  AN O IL  AND GAS LEA SE. 

OR ON GAS PRO D UCED  FROM A GAS O N LY  LEA SE .] a credit against the 

production tax due under AS 43.55.011(e) [THIS CH A PTER ] is allowed for 

exploration expenditures that qualify under (b) of this section in an amount equal to 

one of the following:

(1) 20 percent of the total exploration expenditures that quality onlv 

under (b) and (c) of this section:

(2) 20 percent of the total exploration expenditures for work performed 

before July I. 2007. and that quality only under (b) and (d) of this section:

(3) 40 percent (if the total exploration expenditures that quality under 

(bi. (cl. and (di of this Station: or

(4i 4(i peiteni of the total exploration exnenditures th.it qiaWiv only 

under (b) and (ei of this section.

See. 15. AS 43.55.1125(b) is amended to read:

(b) To qualify for the production tax credit under (a) of this section, an 

exploration expenditure must be inclined lor work performed on or after July 1 2003.
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and before July 1. 2(116 [2007]. except that an exploration expenditure for a Cook Inlet 

prospect must be incurred for work performed on or after July 1. 2005, [AND

BEFO RE JU L Y  1. 2010, AND EX C EPT  THAT AN EXPLO RA T IO N

EX PEN D ITU RE , IN W H O LE OR IN PART. SOUTH OF 68 D EG REES, 15

M INUTES, NORTH LATITUDE, AND NOT PA RT  OF A COOK IN LET

PROSPECT M U ST  BE  IN CURRED  FOR W O RK  PERFO RM ED  ON OR A FTER  

JU L Y  1. 2003. AND BEFO R E  JU L Y  1, 2010.J and

(1) may be for seismic or geophysical exploration costs not connected 

with a specific well;

(2) if for an exploration well,

(A ) must be incurred by an explorer that holds an interest in the 

exploration well for which the pi Auction tax credit is claimed;

(B ) may be for eitl er an oil or gas discovery well or a dry hole;

and

(C) must be for goods, services, or rentals of personal property 

reasonably required for the surface preparation, drilling, casing, cementing, 

and logging of an exploration well, and, in the case of a dry hole, for the 

expenses required for abandonment if the well is abandoned within 18 months 

alter the date the well was spudded;

(3) may not be for te.iing. stimulation, or completion costs; 

administration, supervision, engineering, or lease operating costs; geological or 

management costs; community relations or environmental costs; bonuses, taxes, or 

other payments to governments related to the well; or other costs that are generally 

recognized as indirect costs or linancing costs: and

(4) may not be incurred for an exploration well or seismic exploration 

that is included in a plan ot exploration or a plan of development for am unit on 

May 13,2 HOT

" Sec. 16. AS 43.55.025(11 is amended to read:

(f) for a production tax credit under this section,

(1) an explorer shall, in a form prescribed by the department and 

within six months of the completion of the exploration activity, claim the credit and

-19- C S IIU .M II IK  )
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submit information sufficient to demonstrate to the department's satisfaction that the 

claimed exploration expenditures qualify under this section:

(2) an explorer shall agree, in writing.

( A) to notify the Department of Natural Resources, within 30 

days after completion of seismic or geophysical data processing, completion of 

a well, or filing of a claim for credit, whichever is the latest, for which 

exploration costs are claimed, of the date of completion and submit a report to 

that department describing the processing sequence and providing a list of data 

sets available; if. under (c)(2)(B) of this section, an explorer submits a claim 

for a credit for expenditures for an exploration well that is located within three 

miles of a well already drilled for oil and gas. in addition to the submissions 

required under (1) of this subsection, the explorer shall submit the information 

necessary for the commissioner of natural resources to evaluate the validity of 

the explorer's claim that the well is directed at a distinctly separate exploration 

target, and the commissioner of natural resources shall, upon receipt of all 

evidence sufficient for the commissioner to evaluate the explorer's claim, ma!:e 

that determination within 60 days:

(B ) to provide to the Department of Natural Resources, within 

30 days after the dale of a request, specillc data sets, ancillary data, and reports 

identified in (A ) of this paragraph;

(C) that, notwithstanding am provision ol AS 38. information 

provided under this paragraph will be held confidential by the Department of 

Natural Resources for 10 years following the completion date, at which lime 

that department will release the information after 30 days' public notice:

<’ ) if more than one explorer holds an interest in a well or seismic 

exploration, each explorer max claim an amount ol credit that is proportional to the 

explorer'? cost incurred-

i 4 i the department max exercise the lull extent ol its powers as thoiieh 

the explorer were a taxpaxcr under this title, in order to verify that the claimed 

expenditures are quaiitied exploration expenditures under this section: and

(5) ii the department is satisfied that the explorer’s dawned

c s i t u  dot)11 i - 2(1-
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expenditures are qualified under this section, the department shall issue to the explorer 

a production tax credit certificate for the amount of credit to be allowed against 

production taxes due under AS 43.55.011(c) [THIS CHAPTER; HOW EVER. 

NOTW ITHSTANDING A N Y  OTHER PROVISION OF TH IS SECTION. THE 

D EPARTM EN T M A Y  NOT ISSU E  TO AN EX PLO R ER  A PRODUCTION TAX 

C RED IT  CERT IF ICATE IF THE TOTAL OF PRODUCTION TAX CREDITS 

SU BM ITTED  FOR COOK IN LET  PRODUCTION. BA SED  ON EXPLO RATIO N  

EX PEN D ITU RES  FOR W O RK  PERFO RM ED  D URING  THE PERIOD 

D ESC R IBED  IN (b) OF THIS SECTION FOR THAT PRODUCTION. THAT HAVE 

B EEN  APPROVED  B Y  THE D EPARTM EN T EX C EED S  $20,000,000],

* Sec. 17. AS 43.55.025(h) is amended to read:

(h) A producer that purchases a production lax credit certificate may apply the 

credits against its production tax liability under AS 43.55.011(e) [THIS CHAPTER]. 

Regardless of the price the producer paid for the certificate, the producer may receive 

a credit against its production tax liability for the lull amount of the credit, hut for not 

more than the amount for which the certificate is issued. A production tax credit 

allowed under this section may not be applied more than once.

* See. IS. AS 43.55.02>ti) is amended to read:

(i) For a production lax credit under this section.

( 1) the amount of the credit that may be applied against the production 

tax for each tax month may not exceed the total production tax liability under 

AS 43.55.(111(e) of the taxpayer applying the credit fot the same month: and

(2) an amount of the production tax credit that is greater than the total 

tax liability under AS 43.55.011(e) of the taxpayer applying the credit for a lax month 

may be carried forward and applied against the taxpayer's production tax liability 

under AS 4.3.55.011(e) in one or more immediately following months.

* Sec. l ‘L AS 43.55.0'b(a) is amended to read:

lai Ihe |I \\  SH A LL  BE  PAID IO 11 IE DEPARTM ENT AND THE) 

person paying the lax shall tile with the department ini March 31 of tin- \ t:ir 

fnllmvin» the calendar vear for which the la\ was levied |A I THE IIM1 THE |

I A X  IS R E ( jr iR E I )  TO ME PA ID ] a statement, under oath, in a form JON FORMS]

- : i -  CS llU JO O li )
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prescribed by |OR A C C EPTA BLE TO] ihe department, wiving, with other 

I information required, the following:

(1) a description of each [THE] lease or property from which the oil 

and [OR] gas were [W AS] produced, by name, legal description, lease number, or 

[BY ] accounting codes [CODE N U M BERS] assigned by the department:

(2) the names of the producer and the person paying the tax;

(3) the gross amount of oil and the gross amount of [OR] gas 

produced from each [THE] lease or property, and the percentage of the gross amount 

of oil and gas owned by each producer for whom the lax is paid;

(4) the gross [TOTAL] value at the point of production of the oil 

and of the [OR] gas produced from each [THE] lease or property owned by each 

producer for whom the tax is paid; [AND]

(5) the name of the first purchaser and the price received for the oil 

and for the [OR] gas, unless relieved from this requirement in whole or in part hv 

the department:

(6) the producer's base production under AS 43.55.011(f): and

(7) the producer's lease expenditures and adjustments as 

calculated under A.S 43.55.160 - 43.55.170 [IE  SOLD  IN THE STATE].

* Sec. 20. A S 43.55.030(d) is amended to read:

(d) Reports by or on behalf of the producer are delinquent the first day 

following the day the report [T \X] is due. (EACH  PRODUCER IS S U B JEC T  TO A 

PEN A LT Y  O f  $25 A DAY FOR EACH L E A S E  OR PRO PERTY UPON WHICH 

THE REPO RT  IS NOT FILED. THE P EMA L T Y  FOR FA ILU R E  TO F IL E  A 

REPO RT IS IN ADDITION TO THE PEN A LT Y  FOR D EL IN Q U EN T  TAXES. 

AND IS A L IEN  AG A IN ST  THE. ASSETS OF THE PRODUCER.]

* See. 21. AS 43.55.040 is amended to read:

Sec. 43.55.040. Powers of Department of Revenue. Except as provided in 

AS 43,05,405 - 43.05.490. die department may

(1) require a person engaged in production and the agent or employee 

of the person, and the purchaser of oil or gas. or the owner of a royalty interest in oil 

or gas to lurnish. whether hv the filing of regular statements or reports or

WORK DRAFT WORK DRAFT 2-I-GH2096M
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otherwise, additional information that is considered by the department as necessary to 

compute the amount of the tax; notwithstanding anv contrary provision of law, the 

disclosure of additional information under this paragraph to the producer 

obligated to pay the tax docs not violate AS 40.25.100(a) or A S 43.05.230(a); 

before disclosing n.formation under this paragraph that is otherwise required to 

he held confidential under AS 40.25.100(a) or AS 43.05.230(a). the department 

shall

(A) provide the person that furnished the information a 

reasonable opportunity to be heard regarding the pronosed disclosure and 

the conditions to he imposed under (B ) of this paragraph: and

(13) imnoxc appropriate conditions limiting

(i) access to the information to those legal counsel, 

consultants, employees, officers, and agents of the producer who 

have a need to know that information for the purpose of 

determining or contesting the producer's tax obligation: and

(ii) the use of the information to use for that

Fin rpo.se:

(2 ) examine the books, records, and tiles of such a person;

(3) conduct hearings and compel the attendance of witnesses and the 

production of books, records, and papers of any person: and

(4) make an investigation or hold an inquiry that is considered 

necessary to a disclosure of the facts as to

(A) the amount of production from any oil or gas location, or of 

a company or other producer of oil or gas; and

(B j the rendition of the oil and gas lor taxing purposes.

* Sec. 22. AS 43.55.OS0 is amended to read:

See. -13.55.(ISO. Collection and deposit of revenue, Except as otherwise

provided under art. IX. see. 17. Constitution of the State of Alaska, the |Tlli | 

department shall deposit in the general fund the money collected by it under 

AS 43.55.011 -43.55.ISO I \S 4'.55.011 - 43.55.150J. 

t  Sec. 23. AS 43.55.135 amended to read:

-23-
!. «■ Tl'xc iir Jc: fcWBivEp TC\T BKACKKTEP
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Sec. 43.55.135. Measurement. For the purposes of A S 43.55.(111 - 43.55.180 

[AS 43.55.011 - 43.55.150]. oil is [SH A LL BE ] measured in terms of a "barrel of oil" 

and gas is [SH A LL  B E ] measured in terms of a "cubic foot of gas."

* Sec. 24. AS 43.55.150(a) is amended to read:

(a) For the purposes of AS 43.55.011 - 43.55.180 [AS 43.55.011 - 43.55.150]. 

the gross value at the point of production is [SH A LL  B E ] calculated using the 

reasonable costs of transportation of the oil or gas. The reasonable costs of 

transportation arc [SH A LL  BE ] the actual costs, except when the

(1) [W H EN  THE] parties to the transportation of oil or gas are

affiliated;

(2) [W H EN  THE] contract for the transportation of oil or gas is not an 

arm's length transaction or is not representative of the market value of that 

transportation; and

(3) [W H EN  THE] method of transportation of oil or gas is not 

reasonable in view of existing alternative methods of transportation.

* See. 25. AS 43.55 is amended by adding new sections to article I to read:

See. 43.55.160. Determination of production tax value of oil and gas. (a) 

Except as provided in (b) of this section, for the purposes of

(1) AS 43.55.011(c). the annual production tax value ofthe taxable

(A ) oil and gas produced during a calendar year from a lease or 

property in the stale that includes land at or north of 68 degrees North latitude 

is the gross value at the point of production of the oil and gas taxable under 

AS J3.55.OI 1(c) and produced i\\ the producer from that lease or property, less 

the producer's lease expenditures under AS 43.55.165 for the calendar year 

applicable to the oil and gcs produced by the producer from that lease or 

propertv. as adjusted under AS 43.55,17(1?

(B ) oil and gas produced during a calendar year from a lease ot 

property in the state outside the Cook Inlet sedimentary basin and all parts of 

which are south of OX degrees North latitude is the gross value it the point of 

production ofthe oil and gas taxable under AS 43.55.011(e) and produced by 

the producer from that lease or pioperty. less the producer's lease expenditures

t Slllt 3001( l -24-
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under AS 43.55.165 for the calendar year applicable to the oil and gas 

produced by the producer from that lease or property, as adjusted under 

AS 43.55.170:

(C) oil produced during a calendar year from a lease or 

properly in the Cook Inlet sedimentary basin is the gross value at the point of 

production of the oil taxable under A S  43.55.011(c) and produced by the 

producer from that lease or property, less the producer's lease expenditures 

under AS 43.55.165 for the calendar year applicable to the oil produced by the 

producer from that lease or properly, as adjusted under AS 43.55.170:

CD) gas produced during a calendar year from a lease or 

property in the Cook Inlet sedimentary basin is the gross value at the point of 

production of the gas taxable under AS 43.55.011(e) and produced by the 

producer from that lease or property, less the producer's lease expenditures 

under AS 43.55.165 for the calendar year applicable to the gas produced by the 

producer from that lease or property, as adjusted under AS 43.55.170:

(2 ) AS 43.55.011(g). the monthly production tax value of the taxable

(A) oil and gas produced during a month from a lease or 

property in the stale that includes land at or north of 68 degrees North latitude 

is the gross value at the point of production of the oil and gas taxable under 

AS 43.55.011(g) and produced by the producer from that lease or property, less 

1/12 of the producer's lease expenditures under A S 43.55.165 lor the calendar 

year applicable to the oil and gas produced by the producei from that lease or 

property, as adjusted under AS 43.55.170:

(B) oil and gas produced during a month from a lease or 

property in the state outside the Cook Inlet sedimentary basin and all parts of | 

which are south of 6 8  degrees North latitude is the gross value at the point of j 

production of the oil and gas taxable under AS 43.55.01 ltgt and piodueed In 

the producei from that lease Or property, less 1 12 of the producers lease 

expenditures under AS 4315-5. It>5 for the calendar yeai applicable to the oil and 

gas produced by the producer horn that lease or property, .is adjusted under 

AS 43.55 170:

L
-25* CSIIIUtlOK )

HfW 7txc Uftdgggfai 1 tVELSTLT TEXT BRACKETSCI



WORK DRAFT WORK DRAFT 24-GH2096\I

1
*>

4

5

6

7

8 

9

10

11
12

13

14

15

16

17

18

19

20 

21 

22

23

24

25

26

27

28

29

30

(C) oil produced during a month from a lease or property in the 

Cook Inlet sedime.. -y basin is the gross value at the point of production of 

the oil taxable under AS 43.55.011(g) and produced by the producer from that 

lease or property. less 1/12 of the producer's lease expenditures under 

AS 43.55.165 for the calendar year applicable to the oil produced by the 

producer from that lease or property, as adjusted under AS 43.55.170;

(D) gas produced during a month from a lease or property in 

the Cook Inlet sedimentary basin is the gross value at the point o f production 

of the gas taxable under AS 43.55.011(g) and produced by the producer from 

that lease or property, less 1/12 of the producer's lease expenditures under 

AS 43.55.165 for the calendar year applicable to the gas produced by the 

producer from that lease or property, as adjusted under AS 43.55.170.

(b) A production tax value calculated under (a) of this section may not be less 

than zero.

(c) Notwithstanding any contrary provision of AS 43.55.150, for purposes of 

calculating a monthly production tax value under (a)(2) of this section, the gross value 

at the point of production of the oil and gas taxable under A S  43.55.011(g) is 

calculated under regulations adopted by the department that provide for using an 

appropriate monthly share of the producer's costs of transportation for the calendar 

year.

(d) Irrespective of whether a producer produces taxable oil or gas during a 

calendar year or month, the producer is considered to have generated a positive 

production tax value if a calculation described in (a) of this section yields a positive 

number because the producer's adjusted lease expenditures for a calendar year under 

AS 43.55.165 and 43.55.170 are less than zero as a result of the producer's receiving a 

payment or credit under AS 43.55.170 or otherwise. An explorer that has taken a tax 

credit under A S  43.55.023(b) or that has obtained a transferable tax credit certilkate 

under AS 43 55.023(d) lor the amount of a tax credit under AS 43.55.023(h) is 

considered a producer, subject to the tax levied under AS 43.55.011(e). to the e.Mcnt 

that the explorer generates a positive production tax value as the result of the 

explorer's receiving a payment or credit under AS 4L55.I70.

L
(MmdtlliM ) - 26-
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(e) Any adjusted lease expenditures under AS 43.55.165 and 43.55.170 that 

would otherwise he deductible by a producer in a calendar year but whose deduction 

would cause an annual production tax value calculated under (a ) ( l ) of this section of 

taxable oil or gas produced during the calendar year to be less than zero may be used 

to establish a carried-forward annual loss under AS 43.55.023(b). In this subsection, 

"producer" includes "explorer."

Sec. 43.55.165. Lease expenditures, fa) Except as provided under (c) - (e) of 

this section, for the purposes of AS 43.55.160. a producer's lease expenditures for a 

calendar year arc the ordinary and necessary costs upstream ofthe point of production 

of oil and gas that are incurred during the calendar year by the producer after 

March 31. 2006. and that are direct costs of exploring for. developing, or producing oi 

or gas deposits located within the producer's leases or properties in the state or. in th 

case of land in which the producer does not own a working interest, that are direc 

costs of exploring for oil or gas deposits located within other land in the state. I' 

determining whether costs are lease expenditures, the department shall consider 

among other factors.

determine the costs, other than items listed in (e) of this section, that an operator is 

allowed to bill a working interest owner that is not the operator, under unit operating

substantial bargaining power, other than the operator: and

(2) the standards adopted by the Department of Natural Resources that

AS 3K.05.1N(iif)(5i(Hi. (D). or (I.).

(hi for purjne.es of (ai of this- sect'on,

(1 1 direct costs include

(A ) an exjjcndilurc. when inclined, to aei|uiie an item if fie 

acquisition cost is otherwise a direct a>st. notwithstanding that the expenditure 

may be required lo be capitalized rather than treated as an expense for financial

( I ) the typical industry practices and standards in the state that
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accounting or federal income tax purposes;

(13 ‘ payments of or in lieu of property taxes, sales and use 

taxes, motor fuel taxes, and excise taxes:

(C) a reasonable allowance, as determined under regulations 

adopted by the department, for overhead expenses directly related to exploring 

for. developing, and producing oil or gas deposits located within leases or 

pioperties or other land in the slate:

(2) an activity does not need to be physically located on. near, or 

within the premises of the lease or properly within which an oil or gas deposit being 

explored for, developed, or produced is located in order for the cost of the activity to 

he a cost upstream of the point of production of the oil or gas.

(e) Subject to igi and (h> of this section, if the department finds that the 

pertinent provisions of a unit operating agreement or similar operating agreement are 

substantially consistent with the department's determinations and standards under (a) 

of this section concerning Whether costs are lease expenditures, the department may 

authorize or require a producer, subject to conditions prescribed under regulations 

adopted by the department, lo treat as that portion of its lease expenditures for a 

calendar year applicable to oil and gas produced from a lease or property in the state 

only

(1 1 the costs, other than items listed in le) of this section, that are 

incurred In the operator during the calendar \ear and that

(A ) are billable lo the producer In the operator in accordance 

wjtli the terms ot the agreement to which that lease or propc-ij is subiect;

<B) lor a producer that is the operator, would be billable to the 

producer In the operator in accordance with tftc terms ol the agreement to 

which th.it lease or propem is subicel if the producer weie not the operator:

<( i would be billable to the producer In the opci.u in 

an.ord.mce with the terms of the agreement if that lease or propcrtv were 

subject to the agreement; <■

(I>| lor a producer that is the operator, would be billable it• the 

producer In the operator in accordance with the terms ofjhc agreement it that

(suit.UMih i -:x-
; , w  r r.-.-jtM; tw d l oRA.'trr.w



lease or property were s ibject to the agreement and if the producer were not 

the operator: and

(2) a reasonable percentage, as determined under regulations adopted 

by the department, of the costs that are billable under (1) of this subsection as an 

allowance for overhead expenses directly related to exploring for. developing, and 

producing oil or gas deposits located within the lease or properly, to the extent those 

expenses are not billable under the agreement.

(d) Subject to (g) and (h) of this section, if the department makes the finding 

described in (c) of this section with respect to a unit operating agreement or similar 

operating agreement and, in addition, finds that a: least one working interest owner 

party to the agreement, other than the operator, with substantial incentive and ability to 

effectively audit billing.-, under the agreement in fact is effectively auditing billings 

under the agreement, the department may authorize or require a producer, subject to 

conditions prescribed under regula'ions adopted bv the department, to treat as 'hat 

portion of its lease expenditures for a calendar year applicable lo oil and gas produced 

from a lease or property in the state only

(1) the cost , other than items listed in (e) of this section, that are 

incurred by the operator during the calendar year and that

(A ) are billed to the producer by the operator under the 

agreement to which that lease or property is subject and are c’’’ '

by a working interest owner party to the agreement or are finally determined to 

be properly billable as a result of dispute resolution; or

(B ) for a producer that is the operator, would be tollable to the 

producer In the operator in accordance with the terms of the agreement to 

which that lease or properi> is subject if the producer were not the operator: 

and

r?f a reasonable piirAmtage. .is determined under regulations adopted 

In the department, ot the u  sis that are billed under < 11 ol this subsection ,.s an 

allowance for overhead expenses directly related to exploring lor. dcvelopi g. and 

producing oil or gas deposits located within the lease ot property to the extent those 

expenses are not billable undct tire agreement

WORK DRAFT WORK DRAFT 24-CiH2CW6\l
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(e) For purposes of this section. lease expenditures do not include

( 1) depreciation, depletion, or amortization;

(2) oil or gas royalty payments, production payments, lease profit 

shares, or other payments or distributions of a share of oil or gas production, prolit. or 

revenue;

(3) taxes based on or measured by net income;

(4) interest or other financing charges or costs of raising equity or debt

capital:

(5) acquisition costs for a lease or property or exploration license:

(6) costs arising from fraud, wilful misconduct, or gross negligence;

(7) fines or penalties imposed by law;

(8) costs of arbitration, litigation, or other dispute resolution activities 

that involve the state or concern the rights or obligations among owners of interests in. 

or rights to production from, one or more leases or properties or a unit:

(9) donations;

(10) costs incurred in organizing a partnership, joint venture, or other 

business entity or arrangement;

(11) amounts paid to indemnify the state: the exclusion provided b\ 

this paragraph does lot apply to the costs ol obtaining insurance or a surety bond from 

a third-party insurer or surety:

(12.) surcharges levied m Jer AS 43.55.201 or 43.55.300;

(13) for a transaction that is an internal transfer or is otherwise not an 

arm's length transaction, expt'ndiiures incurred that are in excess of fair market value;

(14) an expenditure incurred to purchase an interest in am corporation, 

partnership, limited liahilitx compain. business trust, or am other business entn\. 

whether or not the transaction iv treated as an asset sHlJ lor kdcral income tax 

purposes:

■ 51 a lax levied under \S 45.55 011;

i Ho the portion oi costs incurrid lor dismantlement, removal, 

surrender, oi abandonment ol a facility. pipeline, well pad. p'atform. or other 

structure, or for the restoration of a lease, field, unit. area. hod\ of water, or richt-of-

WORK DRAFT WORK DRAFT 24-GH2096\l
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way in conjunction with dismantlement, removal, surrender, or abandonment, that is 

attributable to production of oil or gas occurring before April 1. 2006: the portion is 

calculated as a ratio >f the amount of oil and gas production in barrels of oil equivalent 

associated with the facility, pipeline, well pad. platform, or other structure, lease, field, 

unit. area, body of water, or right-of-way occurring before April 1, 2006. to the total 

amount of oil and gas production in barrels of oil equivalent associated with that 

facility, pipeline, well pad. platform, or other structure, lease, field, unit, area, body of 

water, or right-of-way through the end of the calendar month before commencement 

of the dismantlement, removal, surrender, or abandonment: a cost is not excluded 

under this paragraph if the dismantlement, removal, surrender, or abandonment for 

which the cost is incurred is undertaken for the purpose of replacing, renovating, or 

improving the facility, pipeline, well pad. platform, or other structure; for the purposes 

of this paragraph, "barrel of oil equivalent" means

(A) in the case of oil. one barrel;

(13) in the cas- of gas, 6.000 cubic feet:

(17) losses or damages resulting from an unpermitted oil discharge that 

is not confined to a pad, platform, or other structure, or costs to contain, clean up. or 

remediate that unpermitted oil discharge, to the extent that those costs exceed the 

routine costs of operation for a producer or explorer that would otherwise be incurred 

as lease expenditures in the absence of the unpermitted oil discharge: this paragraph 

docs not apple to the cost of developing and maintaining an oil discharge prevention 

and contingency plan under AS 46.04.030.

( IS )  cfrsi.« incurred to satisfy a work commitment under an exploration 

license under AS 3S.05.132.

if) for purposes of AS 43,55.023 i.p and ( ii and only as to expenditures 

incurred to explore for an oil or gas deposit located wiinin land in which an explorer 

does not own a working interest, the teim ''producer" in this .ection includes 

"explorer."

(gl Ihe department shall specify or appro\c a reason.mle allocation melhou 

for determining the portion of a cost that is appropriately treated as a lease expenditure 

under this seOtion it a cost that would otherwise constitute a lease expenditure under



this section is incurred to explore for. develop, or produce

(1) both an oil or gas deposit located within land outside the state and 

an oil or gas deposit located within a lease or property, or other land, in the state; or

(2) an oil or gas deposit located partly within land outside the slate and 

partly within a lease or property, or other land, in the state.

(h ) The department shall adopt regulations that provide for reasonable 

methods of allocating costs between oil and gas and between leases or properties in 

those circumstances where the determination of the lease expenditures that are 

applicable to oil or to gas, or that arc applicable to oil and gas produced from different 

leases or properties, requires an allocation of costs.

(i) The department may adopt regulations that establish additional standards 

necessary to carrying out the purposes of tb:s section and AS 43.55.170. including the 

incorporation ofthe concepts of 26 L'.S.C. 4X2 (Internal Revenue Code), as amended, 

the related or accompanying regulations of that provision, and any ruling or guidance 

issued by the United States Internal Revenue Sen ice that relates to that provision.

( j ) For purposes of this section,

(1) "explore" includes conducting geological or geophysical 

exploration, including drilling a stratigraphic test well;

(2) "ordinary and necessary" has the meaning given in 26 L'.S.C. 162 

(Internal Revenue Code), as amended, and regulations adopted under that section:

(3) "stratigraphic test well" means a well drilled for the sole purpose of 

obtaining geological information to aid in exploring for an oil or gas deposit and the 

target /ones of which are located in the state.

Sec. 43.55.170. Adjustments to lease expenditures, (at ( nle.xs the payment 

or credit has a I readv been subtracted in calculating billable or billed costs under 

\S 43,55.hotel of (di a producer's lease expenditures under \S45.55.1o5 must be 

adjusted IK subtracting pavments or credits, other than tax credits, received h the 

producer or In an operator acting lor the producer tor

i l l  the use by another person of a production facility in which the I 

producer has an ownership interest nr the management In the producer ot a production 

facility under a management agreement providing tor the producer to receive a

WORK DRAFT WORK DRAFT 24-GH20%\I



management fee:

(2) a reimbursement or similar payment that offsets the producer's 

lease expenditures, indt-aing an insurance recovery from a third-party insurer and a 

payment from the state or federal government for reimbursement of the producer's 

upstream costs, including costs for gathering, separating, cleaning, dehydration, 

compressing, or other field handling associated with the production of oil or gas 

upstream of the point of production:

(3) the sale or other transfer of

(A ) an asset, including geological, geophysical, or well data or 

interpretations, acquired by the producer as a result of a lease expenditure or an 

expenditure that would be a lease expenditure if  it were incurred after 

March 31. 2006; for purposes of this subparagraph.

(i) if a producer removes from the state, for use outside 

the state, an asset described in this subparagraph, the value of the asset 

at the time it is removed is considered a payment received by the 

producer for sal or transfer of the asset;

(iij for a transaction that is an internal transfer or is 

otherwise not an arm's length transaction, if  the sale or transfer of the 

asset is made for less than fair market value, the amount subtracted 

must he the lair market value; and

(H) nil or gas

(i) that is not considered produced from a lease or 

properly under AS *13.55.020(e): and

(ii) the cost of acquiring which is a lease expenditure 

incurred :w the pefllon that acquires the oil or gas.

(b) lixcepl as otherwise presided under this subsection, if one or more 

payment:! or credits subject to this section are received b\ a producer or b\ an operator 

acting for the producer during a eahmdai scar and if either the total amount J  the 

payments ot credits exceeds the amount of the producer's applicable lease 

expenditures lor that calendar year or the producer has no lease expenditures for that 

calendar year. the pioducer shall nevertheless subtract those payments or credits from

*33- CM I It 3IKI It )
f  j ' r x *  V n d i r r  1 H 'J  IE X l.F T X :' T E X T  1>K S,C EI E D I

WORK DRAFT WORK DRAFT 24-GH2096\l I



WORK DRAFT WORK DRAFT 24-GH2096\I

ihe lease expendilurcs or from zero, respectively, and ihe producer's applicable 

adjusted lease expenditures for that calendar year are a negative number and shall be 

applied to the pertinent calculation under AS 43.55.160(a) as a negative number.

(c) For purposes of AS 43.55.023(a) and (b) and only as to expenditures 

incurred to explore for an oil or gas deposit locr’^d within land in which an explorer 

does not own a working interest, the term "producer" in this section includes 

"explorer."

See. 43.55.180. Required report, (a) The department shall study

(1) the effects of the provisions of this chapter on oil and gas 

exploration, development, and production in the state, on investment expenditures for 

oil and gas exploration, development, and production in the state, on the entry of new 

producers into the oil and gas industry in the state, on stale revenue, and 0 11 tax 

administration and compliance, giving particular attention to the tax rates provided 

under AS 43.55.011. the lax credits provided under AS 43.55.023 -43.55.025. and the 

deductions for and adjustments to lease expenditures provided under AS 43.55.160 - 

43.55.170: and

(2) the effects of the tax rates under AS 43.55.01 l(i) on state revenue 

and 0 11 oil and gas exploration, development, and production on private land, and the 

fairness ol’those tax rates for private landowners.

(b) The department shall prepare a report on or before the tirst day of the 2011 

regular session of the legislature on the results of the study made under (a) of this 

section, including recommendations as to whether any changes should be made to this 

chapter. The department shall notify the legislature that the report prepared under this 

subsection is available.

* Sec. 26. AS 43.55.201 is amended to read;

See. 43.55.201. Surcharge levied, (a) I very producer of oil snail pay a 

surcharge of S.01 |S.02J per barrel of oil produced from each lease or propem in the 

state. less any oil the ownership or right to which is exempt from taxation.

(hi 'Ihe surcharge imposed by (a) of this section is in addition to the tax 

imposed hv AS 43.55.1111 and is due on the Inst dnv of the month on oil produced 

from each lease or properly during the preceding month. The surcharge IS1IA1 1

SI lli .limit > -34-
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B E  PA ID  IN THE SAM E M A N N ER  Ad TH E TAX IM PO SED  B Y  AS 43.55.011 - 

43.55.150: AND] is in addition to the surcharge imposed by AS 43.55.300 - 

43.55.310.

(c) A producer of oil shall make a report [REPO RTS] of production on 

March 31 of the year following the calendar year of production and in the same 

manner and under the same penalties as required under AS 43.55.011 - 43.55.180 

[AS 43.55.011 -43.55.150],

* Sec. 27. AS 43.55.201 is amended by adding a new subsection to read:

(d) Oil not considered under A S 43.55.020(e) to be produced from a lease or 

property is not considered to be produced from a lease or property for purposes of this 

section.

* See. 28. AS 43.55.300 is amended to read:

Sec. 43.55.300. Surcharge levied, (a) Every producer of oil shall pay a

surcharge of S.04 [S.03] per barrel of oil produced from each lease or property in the 

state, less any oil the ownership or right to which is exempt from taxation.

(b) The surcharge imposed by (a) of this section is in addition to the tax 

imposed hv AS 43.55.011 and is due on the last dav of the month on oil produced 

from each lease or property durin» the preceding month. The surcharge [SH ALL 

B E  PA ID  IN THE SAM E M A N N ER  AS TH E TAX IM POSED  B Y  A S 43.55.011 - 

43.55.150: AND] is in addition to the surcharge imposed by AS 43.55.201 - 

43.55.231.

(c) A producer of oil shall make a report [REPO RTS] of production on 

March 31 of the vcar folhminu the calendar vcar of production and in the same 

manner and under the same penalties as required under AS 43.55.011 - 43.55.180 

[AS 43.55.011 - 43.55.150|.

* Sec. 29. A.S 43.55.300 K amended by adding a new subsection P- read:

idi Oi -io: considered under \S 43.55.020(c) to be produced from a lease or 

property is not considered to be produced from a lease oi propertx for purpose-, ol this 

section.

* Sec. 30. A S  -L3.55 900(6) is repealed and reenacted to read:

(6) "gas" means

-35-
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(A ) all natural, associated, or casinghead gas;

(B ) all hydrocarbons that

(i) are recovered by mechanical separation of well 

fluids or by gas processing in a gas processing plant; and

(ii) exist in a gaseous phase at the completion of 

mechanical separation and any gas processing in a gas processing plant; 

and

(C) all other hydrocarbons produced from a well not defined as

oil;

* Sec. 31. AS 43.55.900(7) is repealed and reenacted to read:

(7) "gross value at the point of production" means

(A ) for oil. the value of the oil at its point of production 

without deduction of any costs upstream of that point of production;

(B ) for gas, the value of the gas at its point of production 

without deduction of any costs upstream of that point of production;

* Sec. 32. AS 43.55.900(10) is repealed and reenacted to read:

(10) "oil" means

(A I crude petroleum oil; and

<B) all liquid hydrocarbons that are recovered by mechanical 

separation of well lluids or by gas processing in a gas processing plant;

* Sec. 33. AS 43.55.900 is amended by adding new paragraphs to read:

(17) "British thermal unit" means the quantify o f heat required to raine 

the temperature of one pound of water from 58.5 degrees Fahrenheit to 59.5 degrees 

Fahrenheit at a constant pressure o f one atmosphere;

118) " B T I ' equivalent barrel" means

( \ i in the ease of oil. one barrel;

(B» in the case ol gas. the amount of gas that h.is a heating 

value of (>.000.000 British [hernial units.

( I (>) "Cook Inlet sedimentary basin" has the meaning given in 

regulations adopted lo implement AS 38.05.I80(1)(4|;

(70) "explorer" mean* a person who, in exploring for new oil or gas

SI lit .toil 1( ) .j(>.
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reserves, incurs expenditures:

(21) "gas processing"

(A ) means processing a gaseous mixture of hydrocarbons

(i) by means of absorption, adsorption, externally 

applied refrigeration, artificial compression followed by adiabatic 

expansion using the Joulc-Thomson effect, or another physical process 

that is not mechanical separation: and

(ii) for the purpose of extracting and recovering liquid

hydrocarbons:

(B ) does not include gas treatment:

(22) "gas processing plant" means a facility that

(A ) extracts and recovers liquid hydrocarbons from a gaseous 

mixture of hydrocarbons by gas processing: and

(B ) is located upstream of any gas treatment and upstream of 

the inlet of any gas pipeline system transporting gas to a market:

(23 ) "gas treatment"

(A ) means conditioning gas and removing from gas 

nonhydrocarbon substances for the purpose of rendering the gas acceptable for 

tender and acceptance into a gas pipeline system:

(B ) includes incidentally removing liquid hydrocarbons from

the gas:

(C » does noi include

(i) dehydration required to facilitate the movement of 

jlus from the well to the point where gas processing take's place:

(iii the scrubbing of liquids from gas to facilitate gas

processing:

(241 "healing \alue means the gross number of BTUs evolved In 

compleie combustion of an amount oi gas:

(25) "landowner’s royalty interest" means

(A ) a lessor’s royalty interest under an oil and gas least; or 

( 111 a royalti interest that is

-37- (SMItJ(t(U( )
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(i) held by a surface owner of land from which oil or 

gas is produced; and

(ii) granted in exchange for the right to use the surface 

of that land or as compensation for damage to the surface o f that land:

(26) "oil and gas lease" includes an oil and gas lease, a gas only lease, 

and an oil only lease:

(27) "point of production" means

(A) for oil. the automatic custody transfer meter or device 

through which the oil enters into the facilities of a carrier pipeline or other 

transportation carrier in a condition of pipeline quality; in the absence of an 

automatic custody transfer meter o*- device, "point of production" means the 

mechanism or device to measure the quantity of oil that has been approved by 

the department for that purpose, through which the oil is tendered and accepted 

in a condition of pipeline quality into the facilities of a carrier pipeline or other 

transportation carrier or into a field topping p'ant:

(B ) for gas. other than gas described in (C) of this paragraph,

that is

(i) not subjected to or recovered by mechanical 

separation or run through a gas processing plant, the first point where 

the gas is accurately metered:

(ii) subjected to or recovered by mechanical separation 

but not run through a gas processing plant, the first point where the gas 

is accurately metered a lt *  completion of mechanical separation:

(iii) run through a gas processing plant, the first point 

where the gas is accurately metered dowrrtream of the plant:

l1 C> for gas run through an integrated gas processing plum and 

gas treatment facilit} that does not accurately meter the gas after the gas 

processing and before the gas treatment, the first point where gas processing is 

completed or where gas treatment begins, whichever is further upstream 

Sec. 34. A S  43.55.011(a). 43 55.011(b). 45.55.011(c). 43.55.012. 43.55.013. 43.55.Olo.

55.025(1. j( 1). 43.55.025(k)(3). 43.55.O0()( I ). 43.55.o<)0(,S), 43.55 ‘>(>0(111. 44.55.000( 12).
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and 43.55.900( 16) are repealed.

* Sec. 35. The uneodified law ofthe Slate of Alaska is amended by adding a new section to 

read:

A PPL IC A B IL IT Y , (a) Sections 5. 7 - 10, 12 - 14. 16 - 20. 24, and 26 - 34 of this Act 

and AS 43.55.160 - 43.55.170. enacted by sec. 25 of this Act. apply to oii and gas produced 

after M ' .h 31. 2006.

(b) Section 11 of this Act applies to oil and gas produced before, on. or alter the 

effective date of sec. 11 of this Act.

* Sec. 36. The uncodified law ofthe State of Alaska is amended by adding a new section to 

read:

TRA N SIT IO N A L PROVISIONS, (a) Notwithstanding any contrary provision of 

AS 43.55.023(i), enacted by sec. 13 of this Act. for oil and gas produced after March 31. 

2006. and before January 1, 2007. the phrase "20 percent" in AS 43.55.023(i)(2). enacted by 

sec. 13 of this Act. shall be replaced by the phrase "15 percent."

(b) For oil and gas produced before April I. 2006. the provisions of AS 43.55, and 

regulations adopted under AS 43.55, that were in effect before April 1. 2006. and that were 

applicable to the oil and gas continue to apply to that oil and gas.

(e) Notwithstanding any contrary provision of AS 43.55.020(a), as repealed and 

reenacted by sec. 7 of this Act, for oil and gas produced after March 31. 2006, and before 

January 1, 2007.

(1) the amount of the taxes that would have been levied on the producer by 

AS 43 55. as the provisions of that chapter read on March 31. 2006. is due on the last day of 

each calendar month on the oil and gas that was produced from each lease or property during 

the preceding month:

(2) the amount, if any. of the taxes levied by AS 43.55 011 (c). (g). and m. 

enacted by see. 5 of this Act. net if any credits applied ;t« allowed by law, that ewe. N the 

amount due unuer ( I ) of this subsection iS due on March 31. 2007.

to) Notwithstanding any contrary provision ol AS 4\5* iDO(ai. as amended by ec.

9 of this Act. for oil and gas produced alter Maicli ill. 200<>. and before January I. 2007. tin. 

person paying the lax shall file with the Department of Revenue, at the time an amount oi tax 

is due

( SI I I I  .lllll 11 I
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(1) under (c)(1) of this section, the statement required under former 

AS 43.55.030(a). as that subsection read on March 31. 2006: and

(2) under (c)(2) of this section, the statement required und t  AS 43.55.030(a). 

as amended by sec. 19 of this Act.

(c) Notwithstanding any contrary provision of AS 43.55.201(a) or (b). as amended by 

sec. 26 of this Act. or AS 43.55.300(a) or (b), as amended by sec. 28 of this Act. for oil 

produced after March 31. 2006. and before January 1. 2007.

(1) the amount of the surcharges that would have been imposed on the 

producer under AS 43.55. as the provisions of that chapter read on March 31. 2006. is due on 

the last day of each calendar month on oil produced from each lease or property during the 

preceding month;

(2) the amount, if  any. of the surcharges imposed under AS 43.55.201(a). as 

amended by sec. 26 of this Act, and A S  43.55.300(a). as amended by sec. 28 of this Act, that 

exceeds the amount due under (1) of this subsection, is due or March 31. 2007.

(1) Notwithstanding any contrary provision ol’ AS 43.55.201(c). as amended by sec. 

26 of this Act. or AS 43.55.300(e), as amended by sec. 28 of this Act, lor oil produced after 

March 31. 2006, and before January 1. 2007. at the lime an amount of surcharge is due

(1) under (e ) ( l ) of this section, die producer shall file the report of production 

required under former AS 43.55.201(c) and 43.55.300(c), as those provisions read on 

March 31. 2006: and

(2) under (e)(2) of this section, the producer shall lile on March 31. 2007. the 

report of production otherwise required under AS 43.55.201(c). as amended by sec. 26 of this 

Act. and AS 43.55.300(c). as amended by see 28 of this Act.

(g) Far purpo.se.>> ol taxes to be calculated and due under (c)(1) of this section and 

.statements to be filed under <d)(I) ol this section, regulations that were adopted by the 

Department of Revenue under \S 43.55. as th wisions of that chapter read on Marcn 31. 

2006. and that were in etlect on that date apply to those taxes and statement*.

(hi Notwithstanding any contrary provision ol \S 43 ■'■\lo(i(ui(2). enacted by sec. 25 

of this \cl. for oil and gas produced alter March 31. jjtyflfi. and before J.inu;ay 1. 2007. the 

phrase I 12" in AS 43.s>.l(>0(a)(2)(.\) - (1)1, enacted by sec. 25 id this Ad, shall be 

replaced by the phrase "I 0."
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See. 37. The uncodified law of the State of Alaska is amended bv addinu a new section to

read:

TRANSITION: RETRO A C T IV ITY  OF REG U LA T IO N S. Notwithstanding any 

contrary provision of AS 44.62.240. a regulation adopted by the Department of Revenue to 

implement, interpret, make specific, or otherwise carry out the provisions of secs. 5.7 - 10. 12 

6 H - 14. 16 - 20. 24 - 34. and 36 of this Act may apply retroactively to April 1. 2006, if the

7
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9

10

: i
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25

26

Department of Revenue expressly designates in the regulation that the regulation applies 

retroactively to that date.

* Sec. 3S. The uncodified law of the State of Alaska is amended by adding a new section to 

read:

REV ISO R 'S  INSTRUCTION. The revisor of statutes is instructed to change the 

heading of

(1) AS 43.55 from "Oil and Gas Production Taxe: and Oil Surcharge" to "Oil 

and Gas Production Tax and Oil Surcharge";

(2) article 1 of AS 43.55 from "Oil and Gas Properties Production Taxes" to 

"Oil and Gas Production Tax":

(3) A S 43.55.011 from "Oil production fix" io "Oil and gas production tax";

(4) A S 43.55.025 from " fax credit for oil and gas exploration or gas only 

exploration" to "Alternative tax credit for oil and gas exploration";

(5) AS 43.55.150 from "Determination of gross value* to "Determination of 

gross value at the point o f production."

* Sec. 39. The uncodified law of the State of Alaska is amended by adding a new .section to 

read:

RETROAC'TI V II  Y OF PROVISIONS OF ACT. Sections 5. 7 - 10. 12 - 14. 16 - 19. 

and 24 - 36 of this Act are retroactive to April I. 2006.

* See. 40. This Act takes effect immedialeb under AS 01.10.070(e).

-II-
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TW ENTY-FOURTH LEG IS LA T U R E  - TH IRD  SPEC IA L  SESSIO N

BV

O f f e r e d :

S j io n s o r (s ) :

A H IL L

FO R  ‘ N A C T  E N T IT L E D  

"A n  Act relating to the production tax on oil and gas and to conservation surcharges on 

oil; relating to criminal penalties Tor violating conditions governing access to and use of 

confidential information relating to the production tax; amending the definition of'gas' 

as that definition applies in the Alaska Stranded Gas Development Act; making 

conforming amendments; and providing for an effective date."

HE IT  EN A C  TED B Y  T H E  L E G IS L A T U R E  O F  TH E STA  TE OK A L A S K A :

* Section 1. I lie uieijdilied law of the Stale of Alaska is amended In adding a new section 

to icad:

I K i lS I .A I IY I  IN 11 N'T. (a> It is the intent of the legislature through see. 11 u! this 

Act to eonlinn in dM'ilication the lone-standing interpretation of AS -I '.*55-OjOl ft h> the 

I )epartment of Revenue.

lb) It is the intent of the legislature that the di\ision or other unit of the Department of 

Environmental Conservation assigned responsibility for administration o f the programs under



1 AS 46.08 that are principally supported by the conservation surcharges on oil levied under

2 AS 43.55.201 - 43.55.299 and 43.55.300 - 43.55.310

3 (1) reduce program costs, including personnel costs, as necessary to operate

4 within the revenue anticipated to be generated by those surcharges, in the amounts of those

5 surcharges as amended by secs. 26 and 28 of this Act; and

6 (2) request appropriations for exceptional program needs and expansions

7 beyond what can be provided from the estimated amounts collected from those surcharges

8 from alternative funding sources.

9 * Sec. 2. AS 43.05.230(0 is amended to read:

10 (0  A wilhil violation of the provisions of this section or of a condition

11 imposed under AS 43.55.040(1 )(B ) is punishable by a line of not more than S5.000.

12 or by imprisonment for not more than two years, or by both.

13 * See. 3. AS 43.20.031 (c) is amended to read:

14 (c) In computing the tax under this chapter, the taxpayer is not entitled to

15 deduct any taxes based on or measured by net income. The taxpayer mav deduct the

16 tax levied and paid under AS ->3.55.

17 * See. 4. AS 43.20.0*2(6) is amended lo read:

18 (b) A taxpayer's business income to be apportioned under this section to the

19 state shall be the federal taxable income ofthe taxpayer's consolidated business for the

20 tax period, except that

21 ( I ) taxes based on or measured by net income that are deducted in the

22 determination ofthe federal taxable income shall be added back: the tax levied and

23 paid under AS 43.55 mav not be added back;

24 (2) intangible drilling and development costs that are deducted as

25 expenses under- 26 I ’.S.C'. 263(c) (Internal Revenue Code) in the determination ofthe

26 federal taxable income shall be capitalized and depreciated as if  the option to treat

27 du.ni as expenses under 26 ( ,S.C. 263(c) (Internal Revenue C'ode) had not been

2 8  e x c i c i ^ e d :

2‘) (3) depletion deducted on the percentage depletion basis under 26

(0 1 .S.( . 613 (Internal Revenue Code) in the determination ofthe federal taxable income

31 shall be recomputed and deducted on the cost depletion basis under 26 U.S.C. 612

-2-
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(Internal Revenue Code); and

(4) depreciation shall be computed on the basis of 26 U.S.C. 167 

(Internal Revenue Code) as that section read on June 30. 1981.

* See. 5. AS 43.55.011 is amended by adding new subsections to read:

(e) There is levied on the producer of oil or gas a tax for all oil and gas 

produced each calendar year from each lease or property in the state, less any oil and 

gas the ownership or right to which is exempt from taxation or constitutes a 

landowner's royalty interest. Except as otherwise provided under (j) and (k) of this 

section, the tax is equal to the annual production tax value of the taxable oil and gas as 

calculated under AS 43.55.160 multiplied by the tax rate determined under (0  of this 

section.

(f) For the purposes of (e) of this section,

(1) the lax rate for a calendar year under (e) of this section is the 

weighted average of the percentage rate under (2) of this subsection applicable to the 

producer's base production, if any. for the calendar year and the percentage rate under

(3) of this subsection applicable to the producer's incremental production, if  any. for 

the calendar year, with each percentage rate weighted proportionall\ to the amount of 

the production to which it applies; however, the tax rate lor 2006. 2007, and 2008 may 

not exceed 22 I !2 percent;

(2) the percentage rale for each year applicable to a producer's base 

production is 25 percent;

(3) the percentage rate applicable to a producer's incremental

production is

(A ) for 2006 through and including 2011.15 percent;

(111 for 2012 through and including 2030. oue-ha!f percentage 

point greater than the percentage rate for the immediately preceding year:

(I i lor 2051 and later y ears. 35 percent;

i4> except as otherwise provided under (6) of this subsection a 

producer's base production

(A ) for a calendar year earlier than 2031 is 

.75 X 11* X (.0.5} e\p (ill

-3-
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where: TP = the total amount o f taxable and nontaxable oil and gas. in B IT ;

equivalent barrels, produced by the producer from leases or 

properties in the slate during 2005; and 

n = the number that represents the calendar year subsequent to 2005 for 

which the tax is being computed, with the number that represents 

calendar year 2006 being 1. the number that represents calendar year 

2007 being 2. and so on;

(B ) for 2031 and later years, is zero;

(5) a producer's incremental production for a calendar year is the total 

amount of taxable and nontaxable oil and gas, in B1TJ equivalent barrels, produced by 

the producer from leases or properties in the state during the calendar year, less the 

producer's base production for the calendar year, but the incremental production may 

not be less than zero;

(6) if  a working interest in a lease or property from which oil or gas 

was produced during 2005 is transferred after 2005. the amount of 2005 oil and gas 

production attributable to that interest is considered, from the date of the transfer, to 

ha\e been produced by the producer acquiring the working interest, for the purposes 

of computing the term Tl* under (4) of this subsection.

(g) In addition to the tax levied under (e) of this section, during each calendar 

year for which the price index determined under (h) ol'this section is greater than zero 

for one or more months, there is levied on the producer of oil or gas a lax for all oil 

and gas produced during that calendar year from each lease or property in the state, 

less any oil and gas the ownership or right tv) which is exempt from taxation or 

constitutes a landowner's royalty interest. Hxcept as otherwise provided under (j) and 

(k) of this section, the tax levied under this subsection is equal to the sum, over all 

months in the calendar year, of the amounts calculated for each month as follows: 

percent of the monthly production tax \alue of the taxable oil and gas as 

calculated under AS 43.55.106. multiplied by the price index determined under th) of 

•his section. However, the amount calculated under this subsection for any month may 

not e.x*. ed percent ofthe monthly production lax value of the taxable oil and

gas as calculated under AS 43.55.160.

-4-



(h) For purpose of (g) of this section, the price index for a month is calculated

by subtracting from the number that is equal to the quotient of the total monthly

production tax value of the taxable oil and gas produced by the producer during that 

month, as calculated under AS 43.55.160, divided by the total amount of the taxable 

oil and gas produced by the producer during that month, in B 'fU  equivalent barrels. 

I Iowevcr. a price index may not be less than zero.

(i) There is levied on the producer of oil or gas a tax for all oil and gas 

produced each calendar year from each lease or property in the state the ownership or 

right to which constitutes a landowner’s royalty interest, except for oil and gas the 

ownership or right to which is exempt from taxation. The provisions of this subsection 

apply to a landowner's royalty interest as follows:

(1) the tax levied for oil is equal to live percent of the gross value at 

the point of production of the oil:

(2) the tax levied for gas is equal to 1.667 percent oflhe gross value at 

the point of production of the gas;

(3) if the department detemiines that, for purposes of reducing the 

producer's tax liability under ( I ) or (2) of this subsection, the producer has received or 

will receive consideration from the royalty owner offsetting all or a part of the 

producer's royalty obligation, other than a deduction under AS 43.55.020(d) of the 

amount of a tax paid, then notwithstanding ( I ) and (2) of this subsection, the tax is 

equal to 25 percent oflhe gross value at the point of production of the oil and gas.

(j) For a calendar year earlier than 2022. the total tax levied by (e) and (g) of 

this section on gas produced from a lease or property in the Cook Inlet sedimentary 

basin may not exceed

(1) for a lease or property that llrst commenced a  mmercial production 

of gas before April 1. 2006. the produet obtained In multiplying (A ) the amouiu of 

taxable gas produced during the calendar year from the lease or property, times (li) the 

average rate of lax that was imposed under this chapter on taxable gas produced from 

the lease or property for the 12-month period ending on March 31. 2006. limes (C ) the 

quotient of the total gross value at the point of production oflhe taxable gas produced 

from the lease or property during the 12-month period ending March 31. 2006. divided
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1 by tho total amount of that gas;

2 (2) for a lease or property that first commences commercial production

3 of gas after March 31, 2006, the product obtained by multiplying (A ) the amount of

4 taxable gas produced during the calendar year from the lease or property, times (B ) the

5 average rate of tax that was imposed under this chapter on taxable gas produced from

6 all leases or properties in the Cook Inlet sedimentary basin for the 12-month period

7 ending on March 31, 2006, times (C) the average prevailing value for gas delivered in

8 the Cook Inlet area for the 12-month period ending March 31, 2006, as determined by

9 the department under AS 43.55.020(0.

10 (k) For a calendar year earlier than 2022. the total tax levied by (e) and (g) of

11 this section on oil produced from a lease or properly in the Cook Inlet sedimentary

12 basin may not exceed

13 (1) lor a lease or property that lirst commenced commercial production

14 of oil before April 1, 2006, the product obtained by multiplying (A ) the amount of

15 taxable oil produced during the calendar year from the lease or property, times (B ) the

16 aveiage rate of tax that was imposed under this chapter on taxable oil produced from

17 the lease or properly for the 12-month period ending on March 31. 2006. times (C) the

18 quotient ofthe total gross value at the point of production ofthe taxable oil produced

19 from the lease or property during the 12-month period ending March 31. 2006. divided

20 by the total amount of that oil:

21 (2) lor a lease or property that lirst commences commercial production

22 of oil after March 31. 2006. the product obtained by multiplying (A ) the amount of

23 taxable oil produced during the calendar year from the lease or properly, times (B ) the

24 average rate of tax that was imposed under this chapter on taxable oil produced from

25 all leases or properties in the Cook Inlet sedimentaty basin for the 12-month period

26 ending on March 31. 2006. times (C) the average prevailing value for oil delivered in

27 the Cook Inlet area for the 13-month period ending March 31. 2006. as determined In

28 the department under AS 43.55.020(f).

2‘> (/) When a limitation under (j) or (kl of this section on the tax levied In (e)

30 and (g) of this section has the effect of reducing the producer's tax on gas or oil

31 produced from a lease or propertv below the amount of tax that would be levied in the

•ft*



absence of that limitation, the amount of the reduction is applied first against the tax 

levied by (g) of this section, but that tax may not be reduced below zero.

(ni) Notwithstanding any contrary provision of A S  38.05.180(i), 

AS 41.09.010, AS 43.20.043, or 43.55.025. tax credits under AS 38.05.180(i). 

AS 41.09.010, AS 43.20.043, and 43.55.025 that arc allocated to gas produced from 

leases or properties in the Cook Inlet sedimentary basin and that are available to be 

applied against a tax levied by (e) of this section on gas produced from leases or 

properties in the Cook Inlet sedimentary basin during a calendar year may be applied 

only against the tax levied by (e) of this section on that gas. The amount by which the 

amount of tax credits that are allocated to gas produced from leases or properties in the 

Cook Inlet sedimentary basin and that the producer would otherwise be allowed to use 

for a later calendar year or transfer tc another person exceeds the amount of tax credits 

whose application would reduce the tax levied by (e) of this section on that gas to 

zero, if  any. is considered the amount of excess tax credits and the excess tax credits 

are subject to the following:

( 1) for each lease or property for which a limitation under (j) or (k) of 

this section on the tax levied by (e) and (g) of this section has the effect of reducing 

the producer's tax below the amount ol’ tax that would be levied in the absence of that 

limitation, the producer shall calculate the amount of that reduction;

(2) the producer shall calculate the total of the reductions calculated 

under (1) of this subsection for all affected leases or properties;

(3) the producer shall reduce the amount of excess tax credits by the 

total calculated under (2) of this subsection, but not to less than zero;

(4) any amount of excess lax credits remaining after reduction under

(3) of this subsection may be used for a later calendar year, transferred to another 

person, or applied against a tax levied on oil or gas produced from a lease or property 

located anywhere in the slate to the extent otherwise allowed under applicable law 

governing the tax credits.

(n) Allocation of credits under (ml of this section shall be made under 

regulations adopted by the department that provide for reasonable methods of 

allocating lax credits to gas produced from leases or properties in the Cook Inlet

-7 -
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sedimentary basin.

(o) The department shall by regulation establish sampling, testing, and 

averaging methods for determining the heating value of a producer's gas. In the 

absence of sufficient sampling and testing of gas produced during 2005 or 2006, the 

department may provide for the heating value of the gas to e estimated based on 

sampling and testing oflater-produced gas or on other information.

* Sec. 6. AS 43.55.017(a) is amended to read:

(a) Except as provided in this chapter, the taxes imposed by this chapter are in 

place of all taxes now imposed by the state or any of its municipalities, and neither the 

state nor a municipality may impose a tax on [UPON]

(1) producing oil or gas leases;

(2) oil or gas produced or extracted in the state;

(3) the value of intangible drilling and development costs, as 

described in 26 U.S.C. 263(c) (Internal Revenue Code), as amended through 

January 1, 1974 [EXPLO RA T IO N  EX PEN SES ].

* Sec. 7. AS 43.55.020(a) is repealed and reenacted to read:

(a) The tax levied on a producer for a calendar year by AS 43.55.011(e). (g). 

and (i) must be paid as follows:

(1) an installment payment of the estimated tax levied by

AS 43.55.011(e) and (g). net of any tax credits applied as allowed by law. is due for

each month of the calendar year on the last day of the following month; the amount of 

the installment payment is the sum of the amounts calculated under (2) and (1) of this 

subsection, but not less than zero:

(2) the lirst of the two amounts used to calculate the installment 

payment for a month under ( I ) of this subsection is equal to the remainder obtained by 

subtracting

(A ) I 12 of the tax credits that are allowed h\ law to be applied

against the tax lc\ied In AS 43.55.011(e) lor the calendar \ear. from

(It) the total of the mon(hl) production values calculated under 

AS 43.55.160(a)(2) of all oil and gas taxable under AS 43.55.011(e) and 

produced by the producer I’nun leases or properties in the state during the

-8-
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month, multiplied by the tax rate determined under AS 43.5.011(0 for the 

calendar year assuming that the producer’s incremental production For the 

calendar year is the amount calculated according to the Following Formula but 

not less than zero:

IP = 12 X  (M P -  1/12 X  BP )

where: IP = the producer's assumed incremental production For the calendar

year;

M P = the total amount oF taxable and nontaxable oil and gas, in I3TU 

equivalent barrels, produced by the producer From leases or 

properties in the slate during the month; and 

I3P = the producer’s base production For the calendar year;

(3) the second oF the two amounts used to calculate the installment 

payment For a month under (1) oF this subsection is the amount calculated For the 

month under AS 43.55.011(g);

(4) an installment payment oF the estimated tax levied by 

AS 43.55.01 l(i) For each lease or property is due For each month oFthe calendar year 

on the last day oFthe Following month: the amount oFthe installment payment is the 

sum oF

(A ) the applicable percentage tate For oil provided under 

AS 43.55.01 l(i) multiplied limes the gross value at the point oF production oF 

the oil taxable under AS 43.55.01 l(i) and produced From the lease or property 

during the month; plus

(13) the applicable percentage rate For gas provided under 

AS 43.55.011(>) multiplied times the gross value at the point oF production oF 

the gas taxable under AS 43.55.01 Hi) and produced From the lease or properly 

during the month;

(5) any amount oFtax levied by AS 43.55.011(e). (g). and (i). net oF 

am credits applied as allowed by law. that exceeds the total of the amounts due as 

installment payments of estimated tax is due on March 3 1 of the year Following tl e 

calendar year of production.

* See. H. AS 43.55.020(b) is amended to read:



1
2

3

4

5

6

7

8

9

10

I I

12

13

14

15

16

17

18

19

20

21

22
23

24

25

26

27

28

29

30

31

(b) The production tax on oil and [OR] gas shall be paid to the department 

by or on behalf o f the producer.

* See. 9. A S 43.55.020(d) is amended to read:

(d) In making settlement with the royalty owner for oil and gas that is 

taxable under AS 43.55.011, the producer may deduct the amount of the tax paid on 

taxable royalty oil and [OR] gas, or may deduct taxable royalty oil or gas equivalent 

in value at the time the tax becomes due to the amount of the lax paid. If  the total 

deductions of installment payments of estimated tax for a calendar vcar exceed 

the actual tax for that calendar vear, the producer shall, no later than March 31 

of the following vear, refund the excess to the royalty owner. Unless otherwise 

agreed between the producer and the royalty owner, the amount of the tax paid 

tinder AS 43.55.011(e) and (g) on taxable royalty oil and gas for a calendar year, 

other than oil and gas the ownership or right to which constitutes a landowner's 

royalty interest, is considered to be the gross value at the point of production of 

the taxable royalty oil and gas produced during the calendar vear multiplied by a 

figure that is a quotient, in which

(1) the numerator is the producer's total tax liability under 

AS 43.55.011(e) and (g) for the calendar year of production; and

(2) the denominator is the total gross value at the point of 

production of the oil and gas taxable under AS 43.55.011(e) and (g) produced by 

the producer from all leases and properties in the slate during the calendar vear.

* Sec. 10. A S 43.55.020(c) is repealed and reenacted lo read:

(e) Cias Hared, released, or allowed to escape in excess of the amount 

authorized by the Alaska Oil and Cias Conservation Commission is considered, for the 

purpose of AS 43.55.011 - 43.55.180. as gas produced from a lease or properly. Oil or 

gas used in the operation o f a lease or propertv in the state in drilling for or producing 

oil or gas. or for rcpressuring. except to the extent determined In the Alaska Oil and 

(ias Conservation CommisM'on to be waste, is not considered, for the purpose of 

AS 43.55.011 - 43.55.180. as oil or gas produced from a lease or property.

* Sec. 11. AS 43.55.020(1) is amended to read:

(1) If  oil or gas is produced but not sold, nr if nil nr gas is produced and

- I d -



1 sold under circumstances where the sale price does not represent the prevailing value

2 for oil or gas of like kind, character, or quality in the Held or area from which the

3 product is pioduced. the department may require the tax to be paid upon the basis of

4 the value of oil or gas of the same kind, quality, and character prevailing for that field

5 or area during the calendar month of production or sale [FOR TH AT F IE LD  OR

6 A REA ].

7 * Sec. 12. AS 43.55.020 is amended by adding new subsections to read:

8 (g) Notwithstanding any contrary provision of AS 43.05.225, an unpaid

9 amount of an installment payment required under (a)(1) - (4) of this section that is not

10 paid when due bears interest ( I )  at the rate provided for an underpayment under

11 26 U.S.C. 6621 (Internal Revenue Code), as amended, compounded daily, from the

12 date the installment payment is due until the March 31 described in AS 43.55.030(a),

13 and (2) as provided for a delinquent tax under AS 43.05.225 after that March 31.

14 Interest accrued under (1) of this subsection that remains unpaid after that March 31 is

15 treated as an addition to tax that bears interest under (2) of this subsection. An unpaid

16 amount of tax due under (a)(5) of this section that is not paid when due bears interest

17 as provided for a delinquent tax under AS 43.05.225.

18 (h) Notw ithstanding any contrary provision of AS 43.05.280,

19 (1) an overpayment of an installment payment required under (a)(1) -

20 (4) of this section bears interest at the rate provided for an overpayment under

21 26 U.S.C. 6621 (Internal Revenue Code), as amended, compounded daily, from the

22 later of the date the installment payment is due or the date the overpayment is made.

23 until the earlier of (A ) the date it is refunded or is applied to an underpayment, or (H)

24 the March 3 1 described in AS 43.55.030(a);

25 (2) except as pro\ided under ( I )  of this subsection, interest with

26 respect to an overpayment is allowed only on an. net overpayment of the payments

27 required under (a) of this section that remains after the later of the March 31 described

28 in AS 43.55.030(a) or the date that the statement required under AS 43.55.030(a) is

29 II led:

30 (3) interest is allowed under (2) of this subsection only from a date that

31 is 90 davs alter the later of the March 31 described in AS 43.55.030(a) or the date that

-II-



1 the statement required under AS 43.55.030(a) is filed; interest is not allowed if the

2 overpayment was refunded within the 90-day period;

3 (4) interest under (2) and (3) of this subsection is paid at the rate and in

4 the manner provided in AS 43.05.225( 1).

5 * Sec. 13. A S 43.55 is amended by adding new sections to read:

6 Sec. 43.55.023. Tax credits for certain losses and expenditures. (a) A

7 producer or explorer may take a tax credit for a qualified -apital expenditure as

8 follows;

9 (1) notwithstanding that a qualified capital expenditure may be a

10 deductible lease expenditure for purposes o f calculating a production tax value of oil

11 or gas under AS 43.55.160(a), unless a credit for that expenditure is taken under

12 AS 38.05.180(i), AS 41.09.010, AS 43.20.043, or AS 43.55.025, a producer or

13 explorer that incurs a qualified capital expenditure may also elect to take a tax credit

14 against a tax due under AS 43.55.011(e) in the amount of 20 percent of that

15 expenditure;

16 (2) a producer or explorer may take a credit for a qualified capital

17 expenditure incurred in connection with geological or geophysical exploration or in

18 connection with an exploration well only if  the producer or explorer provides to the

19 department, as part of the statement required und \S 43.55.030(a) for the calendar

20 year for which the credit is sought to be taken, the producer's or explorer's written

21 agreement

22 (A ) to notify the Department of Natural Resources, within 30

23 days after completion of the geological or geophysical data processing or

24 completion ofthe well, or within 30 days after the statement is filed, whichever

25 is the latest, of the dale of completion and to submit a report to that department

26 describing the processing sequence and provide a list ol'data sets available:

27 ( II)  to provide to the Department of Natural Resources, within

28 30 da\?> alter the date of a request, specific data sets, ancillary data, and reports

29 identified in (A ) of this paragraph:

30 (( ')  that, notwithstanding any provision of AS 38, the

31 Department of Natural Resources shall hold confidential the information

-12-
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provided to that department under this paragraph tor 10 years following the 

completion date, after which the department shall publicly release the 

information after 30 days' public notice.

(b) A producer or explorer may elect to take a tax credit in the amount of a 

carried-forward annual loss multiplied by a percentage that is equal to the tax rate 

calculated under A S 43.55.011(0 for the calendar year the loss was incurred. A credit 

under this subsection may be applied against a tax due under AS 43.55.011(e). For 

purposes of this subsection, a carried-forward annual loss is the amount of a producer's 

or explorer's adjusted lease expenditures under AS 43.5' 165 and 43.55.170 for a 

previous calendar year that was not deductible for that calendar year under 

AS 43.55.160(b) and (e).

(c) A credit or portion of a credit under this section may not be used to reduce 

a person's tax liability under AS 43.55.011(e) for any calendar year below zero, and 

any unused credit or portion of a credit not used under this subsection may be applied 

in a later calendar year.

(d) Except as limited by (i) of this section, a person entitled to take a tax credit 

under this section that wishes to transfer the unused credit to another person may 

apply to the department for a transferable tax credit certificate. An application under 

this subsection must be in a form prescribed by the department and must include 

supporting information and documentation that the department reasonably requires. 

The department shall grant or deny an application, or grant an application as to a lesser 

amount than that claimed and deny it as to the excess, not later than 60 days after the 

latest of (1) March 31 of the year following the calendar year in which the qualified 

capital expenditure or carried-forward annual loss for which the credit is claimed was 

incurred: (2) if the applicant is required under AS 43.55.030(a) to file a statement on 

or before March 31 of the year following the calendar vear in which the qualified 

capital expenditures or carried-forward annual loss for which the credit is claimed was 

incurred, the dale the statement was liled: or (3) the date the application was received 

by the department. If. based on the information then available to it. the department is 

reasonably satislied that the applicant is entitled to a credit, the department shall issue 

the applicant a transferable tax credit certificate for the amount of the credit. A

-13-
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certificate issued under this subsection does not expire.

(e) A person to which a transferable tax credit certificate is issued under (d) of 

this seetion may transfer the certificate to another person, and a transferee may further 

transfer the certificate. Subject to the limitations set out in (a) - (c) of this section, and 

notwithstanding any action the department may take with respect to the applicant 

under (g) of this section, the owner of a certificate may apply the credit or a portion of 

the credit shown on the certificate only against a tax due under AS 43.55.011(e). 

However, a credit shown on a transferable tax credit certificate may not be applied to 

reduce a transferee's total tax due under AS 43.55.011(e) on oil and gas produced 

during a calendar year to less than 80 percent o f the tax that would otherwise be due 

without applying that credit. Any portion of a credit not used under this subsection 

may be applied in a later period.

(0  Under standards established in regulations adopted by the department and 

subject to appropriations made by law. the department, on the written application of 

the person to whom a transferable tax credit has been issued under (d) of this section 

and whose average amount of oil and gas produced a day taxable under 

AS 43.55.011(e) is not more than 50,000 I3TU equivalent barrels a day for the 

preceding calendar year, shall issue a cash refund, in whole or in part, for the 

certificate if the department finds

(1) within 24 months after having applied for the transferable tax credit 

certificate, that the applicant incurred a qualified capital expenditure or was the 

successful bidder on a bid submitted for a lease on state land under AS 38.05.180(1):

(2) that the amount of the refund would not exceed the total of 

qualified capital expenditures and successful bids described in ( I )  of this subsection 

that have not been the subject of a finding made under this paragraph for purposes of a 

pro\ ions refund;

(3) that the applicant does not have an outstanding liability to the state 

lor unpaid delinquent taxes under this title: and

(4) that the sum of the amount of the refund applied for and amounts 

previously refunded to the applicant during the calendar year under this subsection 

would not exceed S25,()()0.()0().

- I I -



(g) The issuance of a transferable tax credit certificate under (d) of this section 

or the issuance of a cash refund for a certificate under (0  of this section does not limit 

the department's ability to later audit a tax credit claim to which the certificate relates 

or to adjust the claim if the department determines as a result of the audit that the 

applicant was not entitled to the amount of the credit for which the certificate was 

issued. The tax liability of the applicant under AS 43.55.011(e) and 43.55.017 - 

43.55.180 is increased by the amount of the credit that exceeds that to which the 

applicant was entitled, or the applicant's available valid outstanding credits applicable 

against the tax levied by AS 43.55.011(e) are reduced by that amount. If  the 

applicant's tax liability is increased under this subsection, the increase bears interest 

under AS 43.05.225 from the date the transferable tax credit certificate was issued. For 

purposes of this subsection, an applicant that is an explorer is considered a producer 

subject to the lax levied by AS 43.55.011(e).

(h) Regulations adopted to implement this section shall include provisions 

prescribing reporting, record keeping, and certification procedures and requirements to 

verify the accuracy of credits claimed and to ensure that a credit is not used more than 

once.

(i) For the purposes of this section,

(1) a producer's or explorer's transitional investment expenditures are 

the sum ofthe expenditures the produeer or explorer incurred on or after April 1. 

2001. and before April 1. 2006. that would be qualified capital expenditures if  they 

were incurred on or after April I. 2006. less the sum ofthe payments or credits the 

producer or explorer received before April I, 2006, for the sale or other transfer of 

assets, including geological, geophysical, o: well data or interpretations, acquired by 

the produeer or explorer as a result of expenditures the produeer or explorer incurred 

before April 1. 2006, that would be qualified capital expenditures, if  they were 

incurred on or after April 1. 2006:

(2) a produeer or explorer mav elect to take it tax credit against it tax 

due under AS 43.55.011(e) in the amount of 20 percent ofthe producer's or explorer's 

transitional investment expenditures, but only to the extent that the amount does not 

exceed 1/10 of the producer's or explorer's qualified capital expenditures that are



1 incurred during the calendar year lor which the credit is taken;

2 (3) a producer or explorer may not take a tax credit for a transitional

3 investment expenditure

4 (A ) for any calendar year after the later of

5 (i) 2013; or

6 (ii) the sixth calendar year after the calendar year for

7 which the producer first applies a credit under this subsection against a

8 tax due under AS 43.55.011(e), if  the producer did not have

9 commercial production of oil or gas from a lease or property in the stale

10 before April 1. 2006;

11 (13) more than once; or

12 (C ) if  a credit for that expenditure was taken under

13 AS 38.05.180(i), AS 41.09.010, AS 43.20.043. or A S  43.55.025:

14 (4) notwithstanding (d), (e), and (g) of this section, a producer or

15 explorer may not transfer a tax credit or obtain a transferable tax credit certificate for a

16 transitional investment expenditure.

17 (j) As a condition of receiving a tax credit under this section, a producer or

18 explorer that obtains the tax credit for or directly related to a pipeline, facility, or other

19 asset that is or becomes subject to regulation b\ the Federal Energy Regulatory

20 Commission or the Regulatory Commission of Alaska, or a successor regulatory body

21 shall at all times support and in all rate proceedings file to flow through 100 percent of

22 the tax credits to ratepayers as a reduction in the costs of service for the pipeline,

23 facility, or other asset.

24 (k) In this section, "qualified capital expenditure"

25 ( I ) means, except as otherwise provided in (2) of this subsection, an

26 expenditure that is a lease expenditure under AS 43.55.165 and is

27 (A ) incurred for geological oi geophysical exploration: or

28 (li) treated as a capitalized expenditure under 26 I .S.C.

29 (Internal Revenue Code), as amended, regardless of elections made

30 under 26 I '.S.C. 263(c) (Internal Revenue Code), as amended, and is

31 (i) treated as a capitalized expenditure tor federal

-16-



1 income tax reporting purposes by the person incurring the expenditure;

2 or

3 (ii) eligible to be deducted as an expense under 26

4 U.S.C. 263(c) (Internal Revenue Code), as amended;

5 (2) does not include an expenditure incurred to acquire an asset

6 (A ) the cost of previously acquiring which was a lease

7 expenditure under AS 43.55.165 or would have been a lease

8 expenditure under AS 43.55.165 if it had been incurred on or after

9 April 1, 2006; for purposes of this subparagraph, "asset" includes

10 geological, geophysical, and well data and interpretations; or

11 (B ) that has previously been placed in service in the state: an

12 expenditure to acquire an asset is not excluded under this paragraph if

13 not more than an immaterial portion of the asset meets a description

14 under this paragraph..

15 Sec. 43.55.024. Additional nontransfcrablc tax credits, (a) For a calendar

16 year for which a producer's tax liability under AS 43.55.011(e) on oil and gas

17 produced from leases or properties outside the Cook Inlet sedimentary basin and south

18 of 68 degrees North latitude exceeds zero before application of any credits under this

19 chapter, a producer that is qualified under (c) of this section may apply a tax credit

20 agai'-st that liability of up to $6,000,000.

21 (b) A  producer may not take a tax credit under this section for any calendar

22 year after the later of

23 ( I )  2016; or

24 (2) the ninth calendar year after the calendar year during which the 

producer first has commercial oil or gas production before May I. 2016, from at least

26 one lease or property in the state outside the Cook Inlet sedimentary basin and south of

27 OS degrees North latitude, if the producer did not have commercial oil or gas

28 production from a lease or property in the state outside the Cook Inlet sedimentary

29 basin and south of 68 degrees North latitude before April 1.

30 (e) On written application by a producer, including any information the

31 department may require, the department shall determine whether the producer

j
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9
qualifies under this section for a calendar year. To qualify under this section, a 

producer must demonstrate that its operation in the state or its ownership of an interest

3 in a lease or property in the state as a distinct producer entity would not result in the

4 division among multiple producer entities oi' any production tax liability under

5 AS 43.55.011(e) that would be reasonably expected to be attributed to a single

6 producer entity if  the tax credit provisions of (a) of this section did not exist.

7 (d) A tax credit authorized by this section may not be applied to reduce a

8 producer's tax liability for any calendar year under A S 43.55.011(e) on oil and gas

9 produced from leases or properties outside the Cook Inlet sedimentary basin and south

10 of 68 degrees North latitude below zero.

11 (c) An unused tax credit or portion of a tax credit under this section is not

12 transferable and may not be carried forward to or used in a later calendar year.

13 * Sec. 14. AS 43.55.025(a) is amended to read:

14 (a) Subject to the terms and conditions of this section. ION O IL AND GAS

15 PRODUCED  ON OR A FT ER  JU L Y  1, 2004, FRO M  AN O IL  AND GAS LEA SE ,

16 OR ON GAS PRO D UCED  FROM  A GAS O N LY  LEA SE ,] a credit against the

17 production tax due under A S 43.55.011(c) [TH IS CH A PTER ] is allowed for

18 exploration expenditures that qualify under (b) of this section in an amount equal to

19 one ofthe following:

20 (1) 20 percent ofthe total exploration expenditures that qualify only

21 under (b) and (c) of this section;

(2) 20 percent ofthe total exploration expenditures for work performed

before July 1. 2007. and that qualify only under (h) and (d) of this section;

24 (3) 40 percent ofthe total exploration expenditures that qualify under

25 (h). (c). and (d) of this section: or

26 (4) 40 percent ofthe total exploration expenditures that qualify only

27 under (b) and (e) of this section.

28 * See. 15. AS 43.55.025(b) is amended to read:

29 (b) To qualify for the production tax credit under (a) of this section, an

30 exploration expenditure must be incurred for work performed on or after July 1, 2003.

31 and before July 1. 2016 |2007], except that an exploration expenditure for a Cook Inlet

TO

23
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prospect must he incurred for work performed on or after July 1, 2005, [AND 

B EFO R E  JU L Y  1, 2010, AND EX C EPT  THAT AN EXPLO RA T IO N  

EX PEN D IT U R E , IN W H O LE OR IN PART, SOUTH OF 68 D EG REES , 15 

M IN UTES, NORTH LA T ITU D E, AND NOT PART OF A COOK IN LET  

PRO SPECT M UST B E  IN C U RRED  FOR W O R K  PERFO RM ED  ON OR A FT ER  

JU L Y  1,2003, AND B EFO R E  JU L Y  1,2010,] and

(1) may be for seismic or geophysical exploration costs not connected 

with a specific well;

(2) if  for an exploration well,

(A ) must be incurred by an explorer that holds an interest in the 

exploration well for which the production tax credit is claimed;

(B ) may be for either an oil or gas discovery well or a dry hole;

and

(C) must be for goods, services, or rentals of personal property 

reasonably required for the surface preparation, drilling, casing, cementing, 

and logging of an exploration well, and, in the case of a dry hole, for the 

expenses required for abandonment if the well is abandoned within 18 months 

after the date the well was spudded:

(3) may not be for testing, stimulation, or completion costs; 

administration, supervision, engineering, or lease operating costs; geological or 

management costs: community relations or environmental costs; bonuses, taxes, or 

other payments to governments related to the well; or other costs that are generally 

recognized as indirect costs or financing costs; and

(4) may not be incurred for an exploration well or seismic exploration 

that is included in a plan of exploration or a plan of development for any unit on 

May 13,2003.

* Sec. 16. AS 43.55.025(f) is amended to read:

(0  For a production lax credit under this section.

( I ) an explorer shall, in a form prescribed by the department and 

within six months of the completion of the exploration activity, claim the credit and 

submit information sufficient to demonstrate to the department's satisfaction that the
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claimed exploration expenditures qualify under this section;

(2) an explorer shall agree, in writing,

(A ) to notify the Department of Natural Resources, within 30 

days after completion of seismic or geophysical data processing, completion of 

a well, or filing of a claim for credit, whichever is the latest, for which 

exploration costs are claimed, of the date of completion and submit a report to 

that department describing the processing sequence and providing a list of data 

sets available; if. under (c)(2 )(B) of this section, an explorer submits a claim 

for a credit for expenditures for an exploration well that is located within three 

miles of a well already drilled for oil and gas, in addition to the submissions 

required under (1) of this subsection, the explorer shall submit the information 

necessary for the commissioner of natural resources to evaluate the validity of 

the explorer's claim that the well is directed at a distinctly separate exploration 

target, and the commissioner of natural resources shall, upon receipt of all 

evidence sufficient for the commissioner to evaluate the explorer's claim, make 

that determination within 60 days;

(B ) to provide to the Department of Natural Resources, within 

30 days after the date of a request, speeilic data sets, ancillary data, and reports 

identified in (A ) of this paragraph:

(C) that, notwithstanding any provision of AS 38, information 

provided under this pat.-graph will be held conlidential by the Department of 

Natural Resources for 10 years following the completion date, at which time 

that department will release the information after 30 days' public notice:

(3) if  more than one explorer holds an interest in a well or seismic 

exploration, each explorer may claim an amount of credit that is proportional to the 

explorer's cost incurred;

(4) the department may exercise the full extent ol its powers as though 

the explorer were a taxpayer under this title, in order lo \crily that the claimed 

expenditures are qualilicd exploration expenditures under this section; and

(5) if the department is satislied that the explorer’s claimed 

expenditures are qualilicd under this section, the department shall issue lo the explorer
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a production tax credit certificate for the amount of credit to be allowed against 

production taxes due under AS 43.55.011(e) [THIS CH APTER: H O W EV ER . 

N O TW ITH STAN D IN G  A N Y  O THER PRO VISIO N  OE TH IS SECTION . THE 

D EPA RTM EN T  M A Y  NOT ISSU E  TO AN EX PLO R ER  A PRODUCTION  T A X  

C RED IT  C ER T IF IC A T E  IF TH E TOTAL OF PRODUCTION TAX C RED ITS  

SU BM IT TED  FOR COOK IN LET  PRODUCTION, BA SED  ON EX PLO R A T IO N  

EX PEN D IT U R ES  FOR W O RK  PERFO RM ED  D UR IN G  TH E PER IO D  

D ESC R IBED  IN (b) OF TH IS SECTION FOR THAT PRODUCTION, THAT H A V E  

B EEN  A PPRO VED  B Y  THE D EPA RTM EN T  EX C EED S  $20,000,000|.

* Sec. 17. AS 43.55.025(h) is amended to read:

(h) A producer that purchases a production tax credit certificate may apply the 

credits against its production tax liability under AS 43.55.011(e) |'THIS CH APTER]. 

Regardless ofthe price the producer paid for the certificate, the producer may receive 

a credit against its production lax liability for the full amount ofthe credit, but for not 

more than the amount for which the certificate is issued. A production tax credit 

allowed under this section may not be applied more than once.

* Sec. IS. AS 43.55.025(i) is amended to read:

(i) For a production lax credit under this section.

( 1) the amount ofthe credit that may be applied against the production 

tax for each calendar year may not exceed the total production lax liability under 

AS 43.55.011(e) ofthe taxpayer applying the credii for the same calendar year: and

(2) an amount ofthe production tax credit that is greater than the total 

tax liability under AS 43.55.011(e) ofthe taxpayer applying the credit for a calendar 

year may be carried forward and applied against the taxpayer's production lax liability 

under AS 43.55.011(e) in one or more immediately following calendar years.

* See. ML AS 43.55.0511(a) is amended to read:

(a) I he 11 A X  S11. \ I I HI P \ ID  It )  I I I !  Dl PAR I M E M , AND II IE |  

person paying the lax shall tile with the department on March 31 of I lie \ear 

following the calendar vcar for which the tax was levied | A I 1111 11MI 1111

I A X  IS REQ U IRED  TO Ml PAID] a statement, under oath, in a form ION IOR.MS| 

prescribed by |()R A C C EP I ABLE! Ip)| the department, giving, with other



1 information required, the following:

2 ( I )  a description of each [THE] lease or properly from which the oil

3 and [OR] gas were [W A S] produced, by name, legal description, lease number  ̂ or

4 |BY ] accounting codes [CODE N U M BERS| assigned by the department;

5 (2) the names of the producer and the person paying the tax;

6 (3) the gross amount of oil and the gross amount of [OR] gas

7 produced from each [THE] lease or property, and the percentage of the gross amount

S of oil and gas owned by each producer for whom the tax is paid;

9 (4) the gross [TOTAL] value at the point of production of the oil

10 and of the [OR] gas produced from each [THE] lease or property owned by each

11 producer for whom the tax is paid: | AN I)|

12 (5) the name of the first purchaser and the price received for the oil

13 and for the fOR 1 gas, unless relieved from this requirement in whole or in part hv

’ t the department;

15 (6) the producer’s base production under AS 43.55.011(f): and

16 (7) the producer's lease expenditures and adjustments as

17 calculated under AS 43.55.161) - 43.55.170 111’ SOLD  IN IM EST A T E|.

18 * Sec. 2(1. AS 43.55.030(d) is amended to read:

19 (d) Reports by or on behalf of the producer are delinquent the lirst day

20 following the day the report |TA.\| is due. [EACH PRO D UCER IS S U B JEC T  TO A

21 PEN A LT Y  OP $25 A D AY FOR EACH LEA S E  OR PRO PERTY  UPON W HICH

22 IIII-: REPO RT IS NOT P ILED . THE: PEN A LT Y  /OR FA ILU R E  TO PILE: A

23 REPO RT IS IN ADD IT ION  10 T ill; PEN A LT Y  I ’OR D EL IN Q U EN T  PAXES.

24 AND IS A L IEN  ACiAINS I TH E A SSETS  OF THE PRODUCER.!

25 " Sec. 21. AS 43.55.040 is amended to read:

26 Sec. 43.55.040. Powers of Department of Revenue. Except as pro\ided in

27 AS 43.o5.4o5 - 4i0>.4‘>9. the department max

28 M l require a person engaged in production and the agent or employee

29 of the person, and the purchaser of oil or gas. or the owner of a roxalty interest in oil

30 or gas to furnish, whether hv the filing of regular statements or reports or

31 otherw ise, additional information that is considered In the department as necessarv to
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1 compute the amount of the tax; notwithstanding any contrary provision of law, the

2 disclosure of additional information under this paragraph to the producer

3 obligated to nav the tax does not violate AS 40.25.100(a) or AS 43.05.230(a);

4 before disclosing information under this paragraph that is otherwise required to

5 he held confidential under AS 40.25.100(a) or AS 43.05.230(a), the department

6 shall

7 (A) provide the person that furnished the information a

8 reasonable opportunity to he heard regarding the proposed disclosure and

9 the conditions to he imposed under (B) of this paragraph; and

10 (B) impose appropriate conditions limiting

1 I (i) access to the information to those legal counsel,

12 consultants, employees, officers, and agents of the producer who

13 have a need to know that information for the nuroosc of

14 determining or contesting the producer's tax obligation; and

15 (ii) the use of the information to use for that

16 purpose;

17 (2) examine the books, records, and liles of such a person;

18 (3) conduct hearings and compel the attendance of witnesses and the

19 production of books, records, and papers of any person; and

2(J (4) make an investigation or hold an inquiry that is considered

21 necessary to a disclosure of the facts as to

22 (A ) the amount of production from any oil or gas location, or of

23 a company or other producer of oil or gas; and

24 (B ) the rendition of the oil and gas for taxing purposes.

25 * Sec. 22. AS 43.55.080 is amended to read:

26 Sec. 43.55.080. Collection and deposit of revenue, l-’vcept as otherwise

27 provided under art. IX . sec. 17. Constitution of the State of Alaska, the IT III 1

28 department shall deposit in the general fund the money collected by it under

20 AS 43.55.0II  - 43.55.180 (AS 43.55.011 -43.5* '50J.

30 * Sec. 23. AS 43.55.135 is amended to road:

31 See. 43.55.135. Measurement. I'or the purposes of AS 43.55.011 - 43.55.180
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[AS 43.55.011 - 43.55.150[. except where otherwise provided, oil is [SM ALL BE J 

measured in terms of a "barrel of oil" and gas is [SH A LL  BE ] measured in terms of a 

"cubic foot of gas."

* Sec. 24. AS 43.55.150(a) is amended to read:

(a) For the purposes of AS 43.55.011 - 43.55.180 [AS 43.55.011 - 43.55.150). 

the gross value at the point of production is [SH A LL  B E J calculated using the 

reasonable costs of transportation of the oil or gas. The reasonable costs of 

transportation arc [SM ALL B E J the actual costs, except when the

(1) [W H EN  TH E] parties to the transportation of oil or gas are

affiliated;

(2) [W H EN  THE) contract for the transportation of oil or gas is not an 

arm's length transaction or is not representative of the market value of that 

transportation; and

(3) [W H EN  T1IE| method of transportation of oil or gas is not 

reasonable in view of existing alternative methods of transportation.

* Sec. 25. AS 43.55 is amended by adding new sections lo article I to read:

Sec. 43.55.160. Deft rmination of production tax value of oil and gas. (a) 

Except as provided in (b) of this section, for the purposes of

(1) AS 43.55.011(e). the annual production lax value oflhe taxable

(A ) oil and gas produced during a calendar year from a lease or 

property in the state that includes land north of 68 degrees North latitude is the 

gross value at the point of production of the oil and gas taxable under 

AS 43.55.011(e) and produced by the producer from that lease or property, less 

the producer's lease expenditures under AS 43.55.165 for the calendar year 

applicable to the oil and ga s  produced In the producer from that lease or 

property^ as adjusted under AS 4 3,55.170:

|B) oil and gas produced during a calendar year from a lease or 

property in the state outside the Cook Inlet sedimentary basin and south of 68 

degrees North latitude is the gross value at the point of production of the; oil 

and gas taxable under AS 43.55.011(e) and produced by the producer from that 

lease or property, less the producer's lease expenditures under AS 43.55,165
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lor the calendar year applicable to the oil and gas produced by the producer 

from that lease or property, as adjusted under AS 43.55.170;

(C ) oil produced during a calendar year from a lease or properly

in the Cook Inlet sedimentary basin is the gross value at the point of

production of the oil taxable under AS 43.55.011(e) and produced by the 

producer from that lease or property, less the pro 'jeer's lease expenditures 

under AS 43.55.165 for the calendar year applicable to the oil produced by the 

producer from that lease or property, as adjusted under AS 43.55.170;

(D ) gas produced during a calendar year from a lease or

property in the Cook Inlet sedimentary basin is the gross value at the point of

production of the gas taxable under AS 43.55.011(e) and produced by the 

producer from that lease or property, less the producer's lease expenditures 

under AS 43.55.165 for the calendar year applicable to the gas produced by the 

producer from that lease or property, as adjusted under AS 43.55.170;

(2) A S 43.55.011(g), the monthly production tax value of (he taxable

(A ) oil and gas produced during a month from a lease or 

property in the state that includes land north of 68 degrees North latitude is the 

gross value at the point of production of the oil and gas taxable under 

AS 43.55.011(g) and produced by the producer from that lease or properly, less 

112 ofthe producer's lease expenditures under AS 45.55.165 for the calendar 

year applicable to the oil and gas produced by the producer from that lease or 

property, as adjusted under AS 43.55.170;

(B ) oil and gas produced during a month from a lease or 

properly in the stale outside the Cook Inlet sedimentary basin and south of 68 

degrees North latitude is the gross value at the point of production ofthe oil 

and gas taxable under AS 45.55.01 |(g) and produced by the produeer from that 

IcuSc or property. less I 12 of the producerlease expenditures under 

AS 43.55.165 for the calendar year applicable to the oil and gas produced by 

the producer from that lease or property as adjusted under AS 43.55.170;

(C) oil produced during a month from a lease or properly in the 

Cook Inlet sedimentary basin is the gross value at the point of production of
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tho oil taxable under AS 43.55.011(g) and produced by the producer from that 

lease or property, less 1/12 of the producer’s lease expenditures under 

AS 43.55.165 for the calendar year applicable to the oil produced by the 

producer from that lease or property, as adjusted under AS 43.55.170:

(D) gas produced during a month from a lease or properly in the 

Cook Inlet sedimentary basin is the gross value at the point of production of 

the gas taxable under AS 43.55.011(g) and produced by the producer from that 

lease or property, less 1/12 of the producer's lease expenditures under 

AS 43.55.165 for the calendar year applicable to the gas produced by the 

producer from that lease or property, as adjusted under AS 43.55.170.

(b) A production tax value calculated under (a) of this section may not be less 

than zero.

(c) Notwithstanding any contrary provision of AS 43.55.150, for purposes of 

calculating a monthly production tax value under (a)(2) of this section, the gross value 

at the point of production of the oil and gas taxable under A S 43.55.011(g) is 

calculated under regulations adopted by the department that provide for using an 

appropriate monthly share of the producer's costs of transportation for the calendar 

year.

(d) Irrespective of whether a producer produces taxable oil or gas during a 

calendar year or month, the producer is considered to have generated a positive 

production tax value if  a calculation described in (a) of this section yields a positive 

number because the producer's adjusted lease expenditures for a calendar year under 

A S 43.55.165 and 43.55.171) are less than zero as a result of the producer's receiving a 

payment or credit under AS 43.55.170 or otherwise. An explorer that has taken a tax 

credit under AS 43.55.024(b) or that has obtained a transferable tax credit certificate 

under AS 43.55.024(d) t’or the amount of a lax credit under AS 4 v55.024(b) is 

considered a producer, subject to the lax levied under AS 43.55.01 Itet. to the eftent 

that the explorer generates a positive production tax value a s  the result of the 

explorer's rcceiv ing a pay ment or credit under AS 43.55.170.

(e) Am adjusted lease expenditures under AS 43.55.165 and 43 55.170 that 

would otherwise be deductible in a calendar vear but whose deduction would cause an

-26-
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annual production tax value calculated under (a)( I ) of this section of taxable oil or gas 

produced during the calendar year to be less than zero may be used to establish a 

carried-forward annual loss under AS 43.55.024(b).

Sec. 43.55.165. Lease expenditures, (a) Except as provided under (c) - (c) of 

this section, for the purposes of A S  43.55.160, a producer’s lease expenditures for a 

calendar year are the ordinary and necessary costs upstream of the point of production 

of oil and gas that are incurred during the calendar year by the producer on or after 

April 1, 2006. and that are direct costs of exploring for. developing, or producing oil 

or gas deposits located within the producer's leases or properties in the state or. in the 

ca. - of land in which the producer does not own a working interest, that are direct 

costs of exploring for oil or gas deposits located within other land in the state. In 

determining whether costs arc lease expenditures, the department shall consider, 

among other factors,

(1) the typical industry practices and standards in the state that 

determine the costs, other than items listed in (e} of this section, that an operator is 

allowed to bill a working interest owner that is not the operator, under unit operating 

agreements or similar operating agreements that were in effect on or before 

December 1, 2005. and were subject to negotiation with at least one working interest 

owner with substantial bargaining power, other than the operator: and

(2) the standards adopted by the Department of Natural Resources that 

determine the costs, other than items listed in (e) of this section, that a lessee is 

allowed to deduct from revenue in calculating net profits under a lease issued under 

AS 3S.05.IS()(lj(3)(M), (D). or (li).

(h) For purposes ol'(a) of this section.

( 11 direct costs include

(A ) an expenditure, when incurred, to acquire an item if the 

acquisition cost is otherwise a direct cost, notwithstanding that the expenditure 

ma\ be required to be capitalized rather than treated as an expense tor financial 

accounting or federal income tax purposes:

(11) pa\ments of or in lieu of properly taxes, sales and use 

taxes, motor fuel taxes, and excise taxes.
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(C) a reasonable allowance, as determined under regulations 

adopted by the department, for overhead expenses directly related to exploring 

lor, developing, and producing oil or gas deposits located within leases or 

properties or other land in the slate;

(2) an activity does not need to be physically located on, near, or 

within the premises ofthe lease or property within which an oil or gas deposit being 

explored for, developed, or produced is located in order for the cost of the activity to 

be a cost upstream of the point of production ofthe oil or gas.

(c) Subject to (g) and (h) of this section, if  the department finds that the 

pertinent provisions of a unit operating agreement or similar operating agreement are 

substantially consistent with the department’s determinations and standards under (a) 

of this section concerning whether costs are lease expenditures, the department may 

authorize or require a producer, subject to conditions prescribed under regulations 

adopted by the department, to treat as that portion of its lease expenditures for a 

calendar year applicable to oil and gas produced from a lease or property in the slate 

only

(1) the costs, other than items listed in (e) of this section, that are 

incurred by the operator during the calendar year and that

(A ) are billable to the nroducer by the operator in accordance 

with the terms ofthe agreement to which that lease or property is subject:

(13) for a producer that is the operator, would be billable to the 

producer by the operator in accordance with the terms ofthe agreement to 

which that lease or property is subject if  the producer w ere not the operator;

(( ')  would he billable to the producer by the operator in 

accordance with the terms of the agreement if that lease or property were 

subject to the agreement; or

(I)) for a producer that is the operator, would be billable to the 

producer by the operator in accordance with the terms of the agreement if that 

lease or property were .subject to the agreement and if the producer were not 

the operator; and

(2) a reasonable percentage, as determined under regulations adopted
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by the department, of the costs that are billable under (1) of this subsection as an 

allowance for overhead expenses directly related to exploring for, developing, and 

producing oil or gas deposits located within the lease or property, to the extent those 

expenses arc not billable under the agreement.

(d) Subject to (g) and (h) of this section, if the department makes the finding 

described in (c) of this section with respect to a unit operating agreement or similar 

operating agreement and. in addition, finds that at least one working interest owner 

party to the agreement, other than the operator, with substantial incentive and ability to 

effectively audit billings under the agreement in fact is effectively auditing billings 

under the agreement, the department may authorize or require a producer, subject to 

conditions prescribed under regulations adopted by the department, to treat as that 

portion of its lease expenditures lor a calendar year applicable to oil and gas produced 

from a lease or property in the state only

(1) the costs, other than items listed in (e) of this section, that are 

incurred by the operator during the calendar year and that

(A ) are billed to the producer by the operator under the 

agreement to which that lease or property is subject and are either not disputed 

by a working interest owner party to the agreement or are finally determined to 

be properly billable as a result of dispute resolution: or

(13) lor a producer that is the operator, would be billable to the 

producer by the operator in accordance with the terms of the agreement to 

which that lease or property is subject if the producer were not the operator; 

and

(2) a reasonable percentage, as determined under regulations adopted 

by the department, of the costs that are billed under ( I )  of this subjection as an 

allowance for o\erhead expenses dircctK related to exploring for. developing, and 

producing oil or gas deposits located within the lease or properly, to the extent those 

expenses are not billable under the agreement.

tc) lor purposes of this section, lease expenditures do not include

(1) depreciation, depletion, or amortization:

(2) oil or gas ro\alty payments, production pa\meats, lease profit
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shares, or other payments or distributions of a share of oil or gas production, prolit, or 

revenue;

(3) taxes based on or measured by net income;

(4) interest or other financing charges or costs of raising equity or debt

capital;

(5) acquisition costs for a lease or property or exploration license;

(6) costs arising from fraud, wilful misconduct, or gross negligence;

(7) lines or penalties imposed by la v;

(8) costs of arbitration, litigation, cr other dispute resolution activities 

that involve the state or concern the rights or obligations among owners of interests in, 

or rights to production from, one or more leases or properties or a unit;

(9) donations;

(10) costs incurred in organizing a partnership, joint venture, or other 

business entity or arrangement;

(11) amounts paid to indemnify the state; the exclusion provided by 

this paragraph does not apply to the costs of obtaining insurance or a surety bond from 

a thiid-party insurer or surety;

(12) surcharges levied under AS 43.55.201 or 43.55.300:

(13) lor a transaction that is an internal transfer or is otherwise not an 

arm's length transaction, expenditures incurred that are in excess of fair market value:

(14) an expenditure incurred to purchase ai. interest in any corporation, 

partnership, limited liability company, business trust, or any other business entity, 

whether or not the transaction is treated as an asset sale for federal income tax 

purposes:

(15) a tax lev ied under AS 43.55.011:

(16) the portion of costs incurred for dismantlement, removal, 

surrender, or abandonment of a lacilitv. pipeline, well pad. platform, or other 

structure, or for the restoration of a lease, held, unit, area. bod\ of water, or right-ol- 

wa\ in conjunction with dismantlement, renuwal. surrender, or abandonment, that is 

attributable to production of oil or gas occurring before April I, 2006: the portion is 

calculated as a ratio oflhe amount of oil and gas production in barrels of oil cqui\alcnt
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associated with the facility, pipeline, well pad, platform, or other structure, lease, field, 

unit, area, body of water, or right-of-way occurring before April I, 2006, to the total 

amount of oil and gas production in barrels of oil equivalent associated with that 

facility, pipeline, well pad, platform, or other 'tructure, lease, field, unit, area, body of 

water, or right-of-way through the end of the calendar month before commencement 

of the dismantlement, removal, surrender, or abandonment; a cost is not excluded

under this paragraph if the dismantlement, removal, surrender, or abandonment for

which the cost is incurred is undertaken for the purpose of replacing, renovating, or 

improving the facility, pipeline, well pad. platform, or other structure; for the purposes 

of this paragraph, "barrel of oil equivalent" means

(A ) in the case of oil, one barrel;

(B ) in the case of gas, 6,000 cubic feet;

(17) losses or damages resulting from an unpermitted oil discharge that 

is not confined lo a pad. platform, or other structure, or costs to contain, clean up, or 

remediate such an unpermitted oil discharge to the extent that those costs exceed the 

routine costs of operation for a producer or explorer that would otherwise be incurred 

as lease expenditures in the absence ofthe unpermitted oil discharge; this paragraph 

does not apply to the cost of developing and maintaining an oil discharge prevention 

and contingency plan under AS 46.04.030;

(18) costs incurred to satisfy a work commitment under an exploration 

license under AS 38.05.132.

(I) For purposes of AS 43.55.024(a) and (b) and only as to expenditures 

incurred to explore for an oil or gas deposit located within land in which an explorer 

does not own a working interest, the term "producer" in this section, in 

AS 43.55.160(h). and in AS 43.55.170 includes "explorer."

(g) I lie department shall specify or approve :• reasonable allocation method 

for determining the portion of a cost that is appropriate!) treated as a lease expenditure 

under this section if a cost that would otherwise constitute a lease expenditure under 

this section is incurred to explore for. develop, or produce

( I ) both an oil or gas deposit located within land outside the state and 

an oil or gas deposit located within a lease or property, or other land, in the stale; or
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(2) an oil or gas deposit located partly within land outside the state and 

partly within a lease or property, or other land, in the state.

(h) The department shall adopt regulations that provide for reasonable 

methods of allocating co«=ts between oil and gas and between leases or properties in 

those circumstances where the determination of the lease expenditures that are 

applicable to oil or to gas, or that are applicable to oil and gas produced from different 

leases or properties, requires an allocation of costs.

(i) The department may adopt regulations that establish additional standards 

necessary to carrying out the purposes of this section and AS 43.55.170. including the 

incorporation of the concepts of 26 U.S.C. 482 (Internal Revenue Code), as amended, 

the related or accompanying regulations of that provision, and any ruling or guidance 

issued by the Unitea States Internal Revenue Service that relates to that provision.

(j) For purposes of this section,

(1) "explore" includes conducting geological or geophysical 

exploration, including drilling a stratigraphic test well:

(2) "ordinary and necessary" has the meaning given in 26 U.S.C. 162 

(Internal Revenue Code), as amended, and regulations adopted under that section;

(3) "stratigraphic test well" means a well drilled for the sole purpose of 

obtaining geological information to aid in exploring for an oil or gas deposit and the 

target zones of which are located in the state.

Sec. 43.55.170. Adjustments to lease expenditures, (a) Unless the payment 

or credit has already been subtracted in calculating billable or billed costs under 

AS 43.55.165(e) or (d). a producer's lease expenditures under AS 43.55.165 must be adjusted 

by subtracting payments or credits, other than tax credits, received by the producer or by an 

operator acting for the producer for

( 1) the use by another person of a production facility in which the 

producer has an ownership interest or the management In the producer of a production 

facility under a management agreement providing for the producer to receive a 

management fee:

(2) a reimbursement or similar payment that offsets the producer's 

lease expenditures, including an insurance recovery from a third-party insurer and a
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payment from the state or federal government for reimbursement of the producer's 

upstream costs, including costs for gathering, separating, cleaning, dehydration, 

compressing, or other field handling associated with the production of oil or gas 

upstream of the point of production;

(3) the sale or other transfer of

(A ) an asset, including geological, geophysical, or well data or 

interpretations, acquired by the producer as a result of a lease expenditure ot an 

expenditure that would be a lease expenditure if it were incurred on or after 

April 1, 2006; for purposes of this subparagraph,

(i) if  a producer removes from the state, for use outside 

the state, an asset described in this subparagraph, the value ofthe asset 

at the time it is removed is considered a payment received by the 

producer for sale or transfer ofthe asset;

(ii) for a transaction that is an internal transfer or is

otherwise not an arm's length transaction, if the sale or transfer ofthe

asset is made for less than fair market value, the amount subtracted

must be the fair market value; and

(H) oil or gas

(i) that is not considered produced from a lease or 

properly under A S 43.55.020(e); and

(ii) the cost of acquiring which is a lease expenditure 

incurred by the person that acquires the oil or gas.

(b) 1‘xcept as otherwise provided under this subsection, if one or more 

payments or credits subject to this section are received by a producer or by an operator 

acting for the producer during a calendar >car and if either the total amount of the 

payments nr credits exceeds the amount of the producer's applicable lease 

expenditures for that calendar year or the produeer has no lease expenditures for that 

calendar year, the producci shall nevertheless subtract those payments or credits from 

the lease expenditures or from zero, respectively, and the producer's applicable 

adjusted lease expenditures for that calendar year are a negative number and shall be 

applied to the pertinent calculation under AS 43.55.160(a) as a negative number.



1 Sec. 43.55.180. Required report, (a) The department shall study

2 (1) the effects of the provisions of this chapter on oil and gas

3 exploration, development, and production in the state, on investment expenditures for

4 oil and gas exploration, development, and production in the state, on the entry of new

5 producers into the oil and gas industry in the state, on state revenue, and on tax

6 administration and compliance, giving particular attention to the tax rates provided

7 under AS 43.55.011, the tax credits provided under AS 43.55.023 -43.55.025, and the

8 deductions for and adjustments to lease expenditures provided under AS 43.55.160 -

9 43.55.170; and

10 (2) the effects of the tax rates under AS 43.55.011 (i) on state revenue

11 and on oil and gas exploration, development, and production on private land, and the

12 fairness ol'those tax rates for private landowners.

13 (b) The department shall prepare a report on or before the first day of the 2011

14 regular session of the legislature on the results of the study made under (a) of this

15 subsection, including recommendations as to whether any changes should be made to

16 this chapter. The department shall notify the legislature that the report prepared under

17 this subsection is available.

18 * See. 26. AS 43.55.201 is amended to read:

19 See. 43.55.201. Surcharge levied, (a) I-very producer of oil shall pay a

20 surcharge of S.01 [S.02J per barrel o f oil produced from each lease or property in the

21 state, less any oil the ownership or right to which is exempt from taxation.

22 (b) The surcharge imposed by (a) of this section is in addition to the tax

23 imposed hv AS 43.55.011 and is due on the last day of the month on oil produced

24 from each lease or property during the preceding month. The surcharge ISHALL

25 Bl: PA ID  IN Till- SAMI- M A N N ER  AS T ill; TA X  1MPOSHD B Y  AS 43.55.011 -

26 43.55.150; AND| is in addition to the surcharge imposed by AS 43.55.300 -

27 43.55.310.

28 (e) A producer o f oil shall make a_ qrt |RI:'P()RTS| of production on

29 March 31 of the vear followint! the calendar vear of production and in the same

30 manner ;.nd under the same penalties as required under AS 43.55.011 - 43.55.180

31 | AS 43.55.011 -43.55.1501.
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1 * Sec. 27. AS 43.55.201 is amended by adding a new subsection to read:

2 (d) Oil not considered under AS 43.55.020(e) to be produced from a lease or

3 property is not considered to be produced from a lease or property for purposes of this

4 section.

5 * See. 28. AS 43.55.300 is amended to read:

6 Sec. 43.55.300. Surcharge levied, (a) Every producer of oil shall pay a

7 surcharge of S.04 [$.03] per barrel of oil produced from each lease or property in the

8 state, less any oil the ownership or right to which is exempt from taxation.

9 (b) The surcharge imposed by (a) of this section is in addition to the tax

10 imposed hv AS 43.55.011 and is due on the last day of the month on oil produced

1 1 from each lease or property during the preceding month. The surcharge [SH A LL

12 B E  PA ID  IN TH E SA M E  M A N N ER  AS THE T A X  IM PO SED  B Y  A S 43.55.011 -

13 43.55.150; AND] is in addition to the surcharge imposed by AS 43.55.201 -

14 43.55.231.

15 (c) A producer of oil shall make a report [REPO RTS] of production on

16 March 31 of the year fnllowiniz the calendar year of production and in the same

17 manner and under the same penalties as required under A S 43.55.011 - 43.55.180

18 [AS 43.55.011 -43.55.150).

19 * Sec. 29. A S 43.55.300 is amended by adding a new subsection to read:

20 (d) Oil not considered under AS 43.55.020(e) to be produced from a lease or

21 property is not considered to be produced from a lease or property for purposes of this

22 section,

23 * Sec. 30. A S 43.55.900(6) is repealed and reenacted to read:

24 (6) "gas" means

25 (A ) all natural, associated, or casinghead gas;

26 (B ) all hydrocarbons that

27 (i) are recovered by mechanical separation of well

28 fluids or by gas processing in a gas processing plant; and

29 (ii) exist in a gaseous phase at the completion of

30 mechanical separation and any gas processing in a gas processing plant;

I 1 and
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oil;

* See. 31. AS 43.55.900(7) is repealed and reenacted to read:

(7) "gross value at the point of production" means

(A ) for oil, the value of the oil at its point of production 

without deduction of any costs upstream of that point of production;

(IB) for gas, the value of the gas at its point of production 

without deduction of any costs upstream of that point of production;

* Sec. 32. AS 43.55.900(10) is repealed and reenacted to read:

(10) "oil" means

(A ) crude petroleum oil: and

(B ) all liquid hydrocarbons that are recovered by mechanical 

separation of well fluids or by gas processing in a gas processing plant;

* Sec. 33. A S 43.55 900 is amended by adding new paragraphs to read:

(17) “ British thermal unit”  means the quantity of heat required to raise 

the temperature of one pound of water from 58.5 degrees Fahrenheit to 59.5 

degrees Fahrenheit at a constant pressure of one atmosphere;

(18) "B T IJ equivalent barrel" means

(A ) in the ease of oil. one barrel;

(B ) in the case of gas, the amount of gas that has a heating value 

of 6.000,000 British thermal units;

(19) "Cook Inlet sedimentary basin" has the meaning given in 

regulations adopted lo implement AS 38.05.180(f)(4):

(20) "explorer" means a person who. in exploring for new oil or gas 

reserves, incurs expenditures;

(21) "gas processing"

(A ) means processing a gaseous mixture of hydrocarbons

(i) In means of absorption, adsorption, externally

applied refrigeration, artilicial compression followed by adiabatic

expansion using the Joule-1 homson effect, or another phy sical process

that is not mechanical separation: and

(C) all other hydrocarbons produced from a well not defined as
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1 (ii) for the purpose of extracting and recovering liquid

2 hydrocarbons;

3 (13) does not include gas treatment;

4 (22) "gas processing plant" means a facility that

5 (A ) extracts and recovers liquid hydrocarbons from a gaseous

6 mixture of hydrocarbons by gas proces ;ing; and

7 (B ) is located upsiream of any gas treatment and upstream of

8 the inlet of any gas pipeline system transporting gas to a market:

9 (23) "gas treatment"

10 (A ) means conditioning gas and removing from gas

11 nonhydrocarbon substances for the purpose of rendering the gas acceptable for

12 lender and acceptance into a gas pipeline system;

13 (13) includes incidentally removing liquid hydrocarbons from

14 the gas;

15 (C) does not include

16 (i) dehydration required to facilitate the movement of

17 gas from the well to the point where gas processing takes place;

18 (ii) the scrubbing of liquids from gas to facilitate gas

19 processing:

20 (24) "heating value” means the gross number of BTUs evolved by

21 complete combustion of an amount of gas:

22 <25) "landowner's royalty interest" means

23 (A ) a lessor's royalty interest under an oil and gas lease: or

24 (B ) a royalty interest that is

25 (i) held In a surface owner o f land from which o'l or

26 gas is produced:and

27 (ii) granted in exchange for the right to use the surface

28 of that land or as compensation for damage to the surlaee of that land:

2‘> (26) "oil and gas lease" includes an oil and gas lease, a gas only lease.

30 and an oil only lease:

31 (27) "point of production" means
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1 (A ) lor oil. the automatic custody transfer meter or device

2 through which the oil enters into the facilities of a carrier pipeline or other

3 transportation carrier in a condition of pipeline quality; in the absence of an

4 automatic custody transfer meter or device, "point of production" means the

5 mechanism or device to measure the quantity of oil that has been approved by

6 the department for that purpose, through which the oil is tendered and accepted

7 in a condition of pipeline quality into the facilities of a carrier pipeline or other

8 transportation carrier or into a Held topping plant;

0 (ID for gas. other than gas described in ( ( ’) of this paragraph,

10 that is

11 (i) not subjected to or recovered by mechanical

12 separation or run through a gas processing plant, the first point where

13 the gas is accurately metered:

14 (ii) subjected to or recovered by mechanical separation

15 but not run through a gas processing plant, the lirst point where the gas

10 is accurately metered after completion of mechanical separation:

17 (iii) run through a gas processing plant, the lirst point

IN where the gas is accurately metered downstream of the plant:

Id <C) for gas run through an integrated gas processing plant and

20 gas treatment facility that docs not accurately meter the gas alter the gas

21 processing and before the gas treatment, the lirst point where gas processing is

22 completed or where gas treatment begins, whichever is further upstream

23 * See. .34. \S 43.55.011(a). 43.55.01 lib). 43.55.01 He). 43 55.012. 43.55.013. 43.55.016.

4 43 55.025(k)< 1). 43.55.025(k)t 3). 43.55 oooi h. 43.55.*>00(Ni. 43.55.000(11). 43 55.000(12).

25 and 43.5^dd()( 16) are repealed.

26 * Sec. .35. I lie uncoditied law of the State ol' \Lska is amended by adding a new section to

27 read:

2.X \ m  K W IU I I IV .  (a) Sections 5. 7- |u. 12-M . lo - 2o. 24. and 26 - 34 J  (his \u

20 and AS 4.3.55.160 - 3.3.55,170. enacted by see. 25 of this Act. apply to oil and gas prodtiicd

.30 alter March 31. 2006.

' I (b) Section 11 of ibis \et applies to oil and gas produced before, on. m alter the
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1 effective date o f sec. 11 of this Act.

* See. 36. The uncodified law ofthe State of Alaska is amended by adding a new section to

3 read:

4 TR A N SIT IO N A L PRO VISIO N S, (a) Notwithstanding any contrary provision of

5 AS 43.55.023(i), enacted by sec. 13 of this Act, for oil and gas produced after March 31,

6 2006, and before January 1, 2007, the phrase "20 percent" in AS 43.55.023(i)(2). enacted by

7 sec. 13 of this Act, shall be replaced by the phrase " 15 percent".

8 (b) For oil and gas produced before April I. 2006. the provisions o f AS 43.55. and

9 regulations adopted under AS 43.55, that were in effect before April 1, 2006, and that were

It) applicable to the oil anil gas continue to apply to that oil and gas.

11 (c) Notwithstanding any contrary provision of AS 43.55.020(a). as repealed and

12 reenacted by sec. 7 of this Act. for oil and gas produced after March 31. 2006. and before

13 January 1. 2007,

14 ( I ) the amount ofthe taxes that would have been levied on the producer by

15 AS 43.55. as the provisions of that chapter read on March 31, 2006, is due on the last day of

16 each calendar month on the oil and gas that was produced from each lease or property during

17 the preceding month:

18 (2) the amount, if any. ofthe taxes levied by AS 43.55.011(e). (g), and (i).

19 enacted by sec. 5 of this Act. net of any credits applied as allowed by law. that exceeds the

20 amount due under ( I ) o f this subsection, is due on March 31. 2007.

21 (d) Notwithstanding any contrary pro\ ision of AS 43.55.030(a), as amended by sec.

22 19 of this Act, for oil and gas produced after March 31. 2006. and before January I. 2007. the

23 person paying the lax shall tile with the Department of Revenue, at the time an amount of tax

24 is due

25 ( I )  under (e)(1) of this section, the statement required under former

26 AS 43 '*.03t)ia), as that subsection read on March 31. 2006: and

27 (2) under (e)(2) of this section, the statement required under AS 43.55.030(a).

28 its amended by sec. 19 of this Act.

29 (ej Notwithstanding any contrary provision of AS 43.55.201(a) or (b). as amended by

30 sec. 26 of this Act. or AS 43.55.300(a) or (b). as amended by sec. 28 of this Act. for oil

51 produced alter March 3 1. 2006. and before January 1. 2007.



1 (1) the amount of the surcharges that would have been imposed on the

2 producer under AS 43.55, as the provisions of that chapter read on March 31, 2006, is due on

3 the last day of each calendar month on oil produced from each lease or property during the

4 preceding month;

5 (2) the amount, if any, of the surcharges imposed under AS 43.55.201(a), as

6 amended by sec. 26 of this Act, and AS 43.55.300(a), as amended by sec. 28 of this Act. that

7 exceeds the amount due under (1) of this subsection, is due on March 31. 2007.

8 (f) Notwithstanding any contrary provision of AS 43.55.201(c), as amended by sec.

9 26 o f this Act, or AS 43.55.300(c), as amended by sec. 28 of this Act, for oil produced after

10 March 31. 2006. and before January 1. 2007. at the time an amount of surcharge is due

11 (1) under (e)( 1) of this section, the producer shall file the report of production

12 required under former AS 43.55.201(c) and 43.55.300(c). as those provisions read on

13 March 31. 2006; and

14 (2) under (e)(2) of this section, the producer shall file on March 31. 2007. the

15 report of production otherwise required under AS 43.55.201(c). as amended by sec. 26 of this

16 Act. and A S  43.55.300(c). as amended by sec. 28 of this Act.

17 (g) I or purposes of taxes to be calculated and due under (c)( 1) of this section and

18 statements to be filed under (d)(1) of this Section, regulations that were adopted by the

19 Department of Revenue under AS 43.55. as the provisions of that chapter read on March >|.

20 2006. and that were in effect on that date apply to those taxes and statements.

21 (h) Notwithstanding any contrary provision o f AS 43.55.100(a)(2). enacted by sec. 25

22 of this Act. for oil and gas produced alter March 31. 1006. and before January 1. 2007. the

23 phrase "1 12" in AS 43.55.160(a)(2)(A) (I)), enacted by see. 25 of this Act. shall be

24 replaced by the phrase " 19".

25 * Sec. 37. I he uncodilied law of the Stale ol’ .Alaska is amended by adding a new section to

2o read:

27 I K A N S II K )\ : Rl-1 KOA( I IV I n  Ol R l ( i l  I.A I K )\ S  Notwithstanding any

28 contrary provision of AS 44.02.240. a regulation adopted by the Department ol Revenue to

20 implement, interpret, make speeilie. nr otherwise carry out the provisions of secs. 5. 7 - III. 12

3(i - 14. 16 - 20- 24 - 34. and 36 of this Act may apply retroactively as of April I. 2006. if the

>1 Department of Revenue expressly designates in the regulation that the regulation applies

MU-



1 retroactively to that date.

2 * See. 38. The uncodified law ofthe State of Alaska is amended by adding a new section to

3 read:

4 Rfi V ISO R 'S  INSTRUCTION. The revisor of statutes is instructed to change the

5 heading of

6 ( I ) A S  43.55 from "Oil and Gas Production Taxes and Oil Surcharge" to "Oil

7 and Gas Production Tax and Oil Surcharge";

8 (2) article 1 of A S  43.55 from "Oil and Gas Properties Production 'faxes" to

9 "Oil and Gas Production 'fax";

10 (3) A S 43.55.011 from "Oil production tax" to "Oil and gas production tax";

11 (4) AS 43.55.025 from "Tax credit for oil and gas exploration or gas only

12 exploration" to "Alternative lax credit for oil and gas exploration":

13 (5) AS 43.55.150 from "Determination of gross value" to "Determination of

14 gross value at the point of production."

15 * See. 39. The uncodified law ofthe Stale of Alaska is amended by adding a new section to

16 read:

17 RI-TROACTIVH  Y OF PRO V IS IO N S OF ACT. Sections 5. 7 - 10. 12- -14. 16 - 19

18 and 24 - 36 o f this Act are retroactive to April 1. 2006.

19 * Sec. 4(1. I his Act takes effect immediately under AS 01.10.070(c).
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FISCAL NOTE

S T A T E  O F  A L A S K A
2006 L E G I S L A T I V E  S E S S IO N

Revision D ate /T im e (Note if correction):____________
Title Repealing the oil production tax and gas

Fiscal Note Number: 
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'RDU

1
HB 3001
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Resource Development
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Requester

Rules by Request of Governor
Governor

E xp en d itu res /R even u es

_  Component No. 439

(Thousands of Dollars)______
Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2007 FY 2008 FY 2009 FY 2010 FY 2011 FY 2012
Personal Services 
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Contractual 
Supplies 
Equipment 
Land & Structures 
Grants & Claims 
Miscellaneous

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

ICAPITAL EXPENDITURES
TCHANGE IN REVEN UES (

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 G F Match
1004 GF
1005 GF/Program Receipts 
1037 GF/Menlal Health
Other (Specify Type-Do not abbrovialo)

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

Estimate of any current year (FY2006) cost: 0.0
Mark this box (X) if funding for this bill is included in tho Governor's FY 2007 budget proposal: 

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separoto page if necessary)

There is no anticipated fiscal impact for D N R  associated with implementation of this legislation.

Prepared by: Bill VanPyKC. Acting Dirojlor  Phono OOZ^O-BSPO
Division Oil & Gas_________________________________________________________  Palo/Time 7/11/2006
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FISCAL NOTE

STATE OI- ALASK A
2006 LEGISLATIVE SESSION

Revision Dnlo/Tiinp (Note if correction):__________________
Title An Act Relating to the Production Tax on

Fiscal Note Number: 
Bill Version:
(H ) Publish Dale:

2 " C O R R E C T E D "
HB 3001
7/13/06

Oil and Gas

Dept. Affected: ________________Revenue
RDU Tax and Treasury________
Component Tax_____________________

Sponsor
Requester

Rules Committee
Governor

E x p e n d itu re s /R e v e n u e s

Component No.

(T h o u san d s  o f D ollars)

2476

Note: Amounts do not include inflation unless otherwise noted below.
O P ER A TIN G  E XPENDITURES FY 2007 FY 2008 FY 2009 FY 2010 FY 2011 FY 2012
Personal Sen/ices 875.0 892.5 9 1 0 4 928 6 947.1 966.1
Travel
Contractual 525.0 487.9 118.2 118.6 121.0 1234
Supplies 42.0
Equipment
Land & Structures
Grants & Claims
Miscellaneous |OH office, etc) 53.0 53.0 53.0 53.0 53 0 53.0

TO TA L O PER ATING 1,495.0 1,433.4 1.081.6 1.100.2 1,121.1 1,142.5

IC A P IT A L  E XPENDITURES

IC H A N G E IN  REVEN UES ( ) | Sec analysis section--------------------------

FUND SO URCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts 
1037 GF/Mcntal Health
Other (Specify Typo-Do not abbreviate)

1.495.0 1.433 4 1.001 6 1.100.2 1.121.1 1.142.5

TO TA L 1.495.0 1.433.4 1,081.6 1.100.2 1.121.1 1,142.5

E stim ate of any current year (FY200C) cost: _______________  ________________
C heck th is  box (X) if funding for th is  bill Is Included In tho G overnor's  FY 2007 budget proposal: I I

PO SITIO N S
Full-time 10 10 10 10 10 10
Part-time
Temporary

A N A LY S IS : (Atlnch a W k | ) j i i  i / necessary)
R e la tiv e  to S tatus  Q u o

This bill would am en d  the  oil an d  g as  production lax  by basing tne tax  on the  net va lu e  of the  oil and  gas . T h e  net va lu e  
is the w e llh ead  valuo (net of ro ya lly ) less all qualified  lease  expend itu res , including capita l and operating costs, and  
property  taxes. Tho  net profit w o u ld  bo subject to .i 2 0 %  tax. less a  credit o f 2 0 %  w hich  app lies  to capita l costs upstream  
o f tho point of production. T h e re  w ould  b e  a n  additional a llo w an ce  of up to S 12 m illion per com pany (or co m pan ies  
producing less than  5 0 ,0 0 0  barre ls  of oil equ iva len t per day; this arr.eunt is red u ced  as  production reach es  1 0 0 ,0 0 0  boo  
p e r d ay. tho point at w hich no a llo w a n c e  is au thorized , T n e  a llo w an ce  exp ires  in 2 0 1G. In addition, as a transition  
provision, there  w ould bo a  2 0 %  credit for cap ita l costs incurred o ver the period  April 1, 2 001  through April 1, 200G , 
reco verab le  a t $1 for every  52  m cap ita l expend itu res  Transition costs cannot be  recovered  a fte r  20 1 3 .

Prepared by Rrihynri Wilson, Michael Williams. Roper Marks, and Cheryl Njenhufs Phone 269-1019
Division Tax Division______________________________________________________________  Dale/Time M 3 /0 6  « Li) AM

Approved by Jerry B irnctl Dale 7/13/2000_______
Agency Depnrimonl ol Revenue

: t «.mi i Pago 1 of 3



FISCAL N O TE 2 " C O R R E C T E D * *

ANALYSIS CONTINUATION
The additional conservation surcharge on oil is increased from 3 cents to 4 cents.

The bill would be effective April 1, 2006.

The figures in Ihe table on the next page reflect the revenues that would be received from the bill relative to the status 
quo under various prices. The figures reflect North Slope activity; the impact on Cook Inlet is expected to be modest. The 
status quo assumes Ihe January 2005 ELF  aggregation decision by Ihe Department of Revenue for Prudhoe Bay 
continues.

The cost assumptions are as follows;

- $100 mm/yr exploration
- S1/bbl on-going capital on all barrels
- S3.50/bbl dcvelopm- nlal capital on 2/3 of existing conventional oil
- SS/bbl developmental capital on 2/3 of existing heavy oil
- $3.50/bbl developmental capital on new conventional oil
- $8/bbl developmental capital on new heavy oil
- $3/bbl operating cost on convenlionat oil
- S5/bbl operating cost on heavy oil

The table shows Ihe 2007-2012 receipts from the bill, senslivu to different oil prices. These include the Department of 
Revenue forecast, a $40 price, and a S60 price. (Note that the status quo numbers am slightly different from what is 
reflected in Ihe Spring 2006 Revenue Sources Book because of volume adjustments from the oil spill, and because of 
some differences between what some taxpayers actually remit and whaj is ultimately expected to be collected.)

Operating expenditures include costs for 8 additional positions for audio's: 1 O & G Specialist (Range 23), 3 O & G 
Revenue Auditor IV (Range 22). and 4 O & G Revenue Auditor III (Range 20). These positions would be used to fulfill 
additional audit responsibilities inherent in a net profits lax. In addition, we request 2 additional Tax Tech III positions 
(Range 14) to process additional mformalion and tax returns that will be requred. and additional credit applications 
anticipated. Personal Services reflect a 2%  yearly increase.

Contractual expenditures mcludo $100,000 and $70,000 for programming in FY 07 and FY 08. respectively, S300.000 in
each of FY 07 and FY 08 for help in writing regulations, $100,000 in each year for consulting sen/ices and an estimate nf
chargeback costs. Supplies include* computers and other supplies necessary for new positions.

STATE OF A L A S K A  H ILL NO. HB 3001_______________

2006 LEG ISLATIVE  SESSION

p .hjo 2 of 3



FISCAL NOTE 2 ** CORRECTED**

ANALYSIS CONTINUATION (MILLIONS OF 2005 DOLLARS)

STATE OF A L A S K A  RILL NO. HB 3001

201)6 LEG ISLATIVE  SESSION

The revenues provided in the table below do not reflect increased revenues in FY06 
that would result from an effective date of 4/1/06. At a preliminary estimated quarter end 
price of S65, the bill would provide approximately S260 million over the status quo syslem.

Fiscal DOR Status Quo Tax from Gain from
Year Fracas! Tax Bill Bill'

2007 $53.60 989 1.718 729
2008 $46.90 759 1.339 580
2009 $25.50 355 316 -38
2010 S25 50 315 285 -30
2011 $25.j 0 281 282 0
2012 $25.50 271 278 6

Fiscal Medium Status Quo Tax from Gain from
Year Price Tax Bill Bill*

2007 S40.00 708 972 264
2008 $40.00 655 947 292
2009 $40.00 631 1.015 384
2010 $40.00 582 9H4 402
2011 $40.00 544 1.006 462
2012 $40.00 536 1,015 479

Fiscal High Status Quo Tax from Gain from
Year Prce Ta* Bill Bill*

2007 SfiO 00 1.120 1,994 675
2008 SFO.OO 1.032 1,941 909
2009 $60.00 978 2.003 1 025
2010 $60 00 901 1.954 1.053
2011 SCO.00 842 1.995 1,153
2012 StSO 00 811 2.015 1.184

‘f.umbtm m.iy nor sum Ouo fo ro-aW wp



FISCAL NOTE

STATE OF ALASKA
2006 LEGISLATIVE SESSION

Revision Date/Time (Note if correction): 
Title

Fiscal Nolo Number. 
Bill Version:
(H) Publish Date:

CSHB 3001 (FIN)
8/4/06

An Act Relating to the Production Tax on 
Oil and Gas
Rules CommitteeSponsor __________

Requestor Governor

Dept. Affected: ________________ Revenue
RDU Tax and Treasury________
Component Tax_____________________

Component No. 2476

Expcndituros/Re venues (Thousands of Dollars)
Note: Amounts do not include inflation unless otherwise noted below.
O PER ATIN G  EXPENDITURES FY 2007 FY 2008 FY 2009 FY 2010 FY 2011 FY 2012
Personal Services 813.1 829.4 645.9 862.9 880.1 897.7
Travel
Contractual 522.5 485.4 115.7 116.1 1184 120.B
Supplies 36.7
Equipment
Land & Structures
Grants & Claims
Miscellaneous [OH office, ole] 53.0 53.0 53.0 53.0 53.0 53 0

TOTAL OPERATING 1,425.3 1,367.8 1,014.6 1,032.0 1,051.5 1,071.5

C A P ITAL EXPENDITURES i
1

C H A N G E IN REVENUES ( ) S ob analysis section--------- ------ .........................—

FUND SOURCE (Thousands of Dollars'
1002 Federal Receipts
1003 GF Match
1G04 GF 1.425.3 1.367.8 1 .014.G 1.032.0 1.051 5 1,071.5
1005 GF/Prcrjrnm Receipts
1037 GF/M enlal Health
Other (Specify Typu~Do not abbreviate)

TOTAL 1.425 3 1.307.8 1.014.6 1.032.0 1.051.5 1,071.5

E stim ate of any current year (FY200G) cost: _______________
C heck this box (X) if funding for th is  hill is included in the Governor's FY 2007 b u d g e t proposal: 

PO SITIO NS
Full-time 9 f, 9 9 n 9
Part-time
Temporary

ANALYSIS: (Aijich .i #%o^riif y<| ifneressjry)

This bill v.ould amend the oil and gas production tax by basing the tax on the net value of the oil and gas The nal value 
is the wellhead value (net cf royalty) less ail qualified Icuso expenditures, mr.luuing capital and opi rating costs, and 
prjporty taxes. The net profit would be subject to a variable tax rats with a floor of 2C'" and a ceiling of 25 . less a 
ered t of 2C,c v.h.ch applies to capital costs upstream of me pom: cf production. Tne vanon'c tax rate wcuij be 
cteterrnned by tne level of capital investment, l.m.tcd by tax bcr- Ms g< nendod capilai m.^.tm nt:, Tn .t.ii 
in .eitr ent taihifit limit.itisn .s 75 cf cj^.tl/■ ; c.ip.t.. its Trien v. u u ...so p- ft prygrv .t c.ach.irgt : ,ise . o' 
f j -  . of thi 3 “ c ’c  1.1 .tween actu.n p tr r.i'rit net ,r-.. ”  c are T‘.C a r p . J t o  «rrt r\.d..c:<cr, ■.
Cl*' ." j *'>’ ,v .. d r .,t t ■ s :ti r i . Ot 4û !-L '. • a so * *pt ri-n

. . .  . . t i t  M s :  cry,, a w a .• ■ /  a.  t I . . 31. '
. . .  i : I : a:

r i , i i J , K 'bv'i'i . f 1 r ih . i ir r . P i:l 1 C * ii 1 , ] i nUm). Pn>ir,u 2 l - I t )  I.*
u . 7 ..« D u von D.iti'/Tim v 5 ■: r c .' :c a m

" i  ► ’ - Vt u t , T  r- c, j!in Di-ncH C i r  : •. '.n tf C *V  4 .c u t
A li ne .' I i i a ’bM'fi! o' Ri vi i ii



LEGAL SERVICES
DIVISION OF LEG A L AND R ESEA R C H  SE R V IC E S  

LEG ISLA T IVE A FFA IR S  AGENCY 
(907) 465-3867 er 465-2450 STATE OF A LA SK A  Slate Capitol
FAX (907) 465-2029 Juneau. Alaska 99801-1182
Mail Slop 3101 Deliveries to: 129 6th St., Rm. 329

M K M O R A N D U  M Augusi 4, 2006

S U B JE C T : CSHB 3001 (F IN ) (Work Order No. 24-GH20%\X)

TO : Representative Mike Chcnault
Co-Chair of the House Finance Committee
Allii^Sharon Kelly , i  /  /

FR O M : Donald M. Bullock M
Legislative Counsel

The subject hill has been delivered to the secretary for the House Finance Committee. 
The bill includes amendment 1 (prepared under Work Order No. 24-GH20%\I.I I) and 
the conceptual amendment "#2.A."

Nonsubstantive language changes were made to the bill to conform the conceptual 
amendment to the Manual of Legislative Drafting and the language and style in the 
Alaska Statutes.

A section that was included in the conceptual amendment and would he enacted by sec. 5 
of the bill, AS 43.35.011(f)(3), includes a formula for determining the alternative lax rale 
for a producer for a calendar year. The conceptual language read, "a producer’s tax rate 
for a calendar year shall he the higher of . . . and the rate "’R"' as determined by the 
following formula . . . Because the formula in the conceptual amendment docs not 
determine "R", but rather stales "R" within the context of an equation, I changed the 
language to read, "a producer's tax rate for a calendar year shall be the higher o f . . , or 
the rale "R " as represented in the following formula . . .



Representative Mike Chcnault 
August 4, 2006 
Page 2

If "R" was lo be determined by the formula, the formula might look something like this:1

OC x (.75 - 1R) (.2 x O O  - (.25 x PT)
(1 - IR )x (Q C - P T ) '  (Q C -PT )

If I may be of further assistance, please advise.

DMB:ljw  
06-291.1 jw

1 This was my best attempt at solving the formula for "K." It may or may not correctly 
represent the relationship between "R " and the other variables in the formula.



, , 24-GH2096U.1 I
• ' I Bullock

S/1/06

A M  E  N I) M  E  N T

O FFERED  IN TH E HO USE B Y  R EPR ESEN T A T IV E  C H EN A U LT

TO: CSH B 3001 ( ), Draft Version "I"

1 Page 4, line IS:

2 Delete "during"

3 Insert "for"

4

5 Page 4, line 19. following "year":

6 Insert "that includes one or more months"

7

S Page 4, line 20:

9 Delete "for one or more months,"

10

11 Page 4, line 21:

12 Delete "during"

13

14 Page 6. line 6:

15 Delete "produced"

16 Insert "delivered"

17

18 Page 6. line 25. following "produced":

19 Insert "and delivered"

20

21 Page 8. line 2b.

22 Delete "under"

23 Insert "in the manner provided in"

L -1-



24-GH2096\I.l I

2 Page 9. line 4:

3 Delete "IP = 12 x (M P - 1/12 x BP )"

4 Insert "12 x (M P - 1/12 x BP )"

5

6 Page 9. lines 6-7:

7 Delete all material.

8

9 Page 12, line 27:

10 Delete "before"

11

12 Page 13, line 21:

13 Delete "later"

14 Insert "latest"

15

16 Page 14, line 31:

17 Delete "ccrtincate"

IS

19 Page 16. line 2:

20 Delete "that ends"

22 Page 17, line 13:

23 Delete "credits"

24 Insert "credit"

25

2(i Page 17. line 15:

27 Delete "south"

2S Insert "no part <d’which is north"

29

30 Page IS. lines 11 - 13*

31 Dctate all material.

L



24-GH2096M.il

2 Page 21, lines 19-26:

3 Deleie all material and insert:

4 "(i) For a production tax credit under this section,

5 (1) the amount of the credit that may be applied against the production

6 tax for each calendar year [TAX MONTH] may not exceed the total production lax

7 liability under AS 43.05.011(e) of the taxpayer applying the credit for the same

S caiendar year [M ONTH]: and

9 (2) an amount of the production tax credit that is greater than the total

10 tax liability under A S  43.05.011(c) of the taxpayer applying the credit for a calendar

11 vcar [T A X  M ONTH] may be carried forward and applied against the taxpayer’s

12 production tax liability under AS 43.05.01 lie ) in one or more immediately following

13 calendar years [M O NTHS]."

14

15 Page 24, line 2, following "[A S 43.55.011 - 43.55.150],":

16 Insert "except where otherwise provided"

17

1S Page 24, lines 20 - 21:

19 Delete "a lease or property"

20 Insert "leases or properties"

21 Delete "includes land at or"

22 Insert "include land"

23

24 Page 24, line 23:

25 Delete "that lease or property"

26 Insert "those leases or properties"

27

2S Pu'ic 24. lines 25 - 26:

29 Delete "that lease or property*

30 Insert "those leases or properties"

31

1

L



24-GH2096M.il

1 Page 24, lines 27 - 28:

2 Delete "a lease or property"

3 Insert "leases or properties"

4

5 Page 24, lines 28 - 29:

6 Delete "all parts of which are south"

7 Insert "no pari of which is north"

8

9 Page 24, line 31:

10 Delete "that lease or property"

J 1 Insert "those leases or properties"

12

13 Page 25, line 2:

14 Delete "that lease or property"

15 Insert "those leases or properties"

16

17 Page 25, lines 17 - J 8:

1S Delete "a lease or property"

19 Insert "leases or properties"

20 Delete "includes land at or"

2J Insert "include land"

22

23 Page 25. line 20:

24 Delete "that lease or property"

25 Insert "those leases or properties"

26

27 Page 25. lines 22 - 23:

28 Delete "that lease or property"

29 Insert "those leases or properties"

30

3 1 Page 25. lines 24 - 25:

L -4.



24-GH2096M.11

J Delete "a lease or property"

2 Insert "leases or properties"

3

4 Page 25. lines 25 - 26:

5 Delete "all parts of which arc south"

6 Insert "no part of which is north"

7

S Page 25. line 28:

9 Delete "that lease or property"

10 Insert "those leases or properties"

11

12 Page 25. line 30:

13 Delete "that lease or property"

14 Insert "those leases or properties"

15

16 Page 26. line 26:

17 Delete "or otherwise"

18

19 Pace 31. line 3:b *

20 Following "production":

21 Insert

22 Following "equivalent":

23 Insert

24

25 Page 31. line 4:

20 Delete "or"

27

2S Page 3 1. line 6:

29 Following "production";

30 Insert

31 Following "equivalent":

L S '



1
0

3

4

5

6

7

8

9

10

11
12

L

24-C.M2096VI.il

Insert Y

Page 31, line 7:

Delete "or"

Page 37, line 27:

Delete "evolved"

Insert "released"

Page 41, lines 24 - 25:

Delete "Sections 5, 7 - 10. 12 - 14. 16 -19, and 24 - 36" 

Insert "Sections 5, 7 - 10. 12 - 14. 16 - 20, and 24 - 36"

•6-
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8/2/2006
\} ' , (j\VC » ■ 7:00 p.m.

C O N C  F. P T t l A L  A M E N  I) M K N T

t " • ’ 1
O FFER ED  IN THE H O USE B Y  , rfo jJ T  [ f £ u f  /

TO: CSH B 3001 (FIN ). Draft Version “ 1" ^ ■, / / r  !\ ( l  fa eVc<j» < ,

r h l ^ ' ,  f c t - H y ,
1 Page 3, line 13, through page 4, line 17: I . /i, „■, /' I  'T, Ov v t   ̂ • / i
2 Delete all material and insert:

3 “ (1) except as provided under (3) of this subsection, the tax rate for a

4 calendar year under (e) of this section is

5 (A ) for a producer whose investment factor is equal to or less than

6 Si per BTU  equivalent barrel, 25 percent;

7 (B ) for a producer whose investment factor is equal to or greater

8 than SO per BTU  equivalent barrel, 20 percent;

9 (C) for a producer whose investment factor is between SI and SO

10 per BTU  equivalent barrel, the rate determined by the following formula and

11 rounded to the nearest 1/100 of a percent:

12 .25 — .01 < IF - I)

13 where IF = the number that is equal to the producer's investment factor:

14 (2) a producer’s investment factor for a calendar year is the quotient

15 obtained by dividing the producer's total qualified capital expenditures incurred during

16 the calendar vear by the total amount of taxable and nontaxable oil and gas. in HI I

17 equivalent barrels, produced by the producer from leases or properties in the state during

IS  the calendar year:

(3» a producer’s tax rate for a eakn Ja ryear :ua> not !v  kss .li.tn the rue

20 as determined by die lollouing formula.

21 I ; ( I< X ( X )  r 1-2 v u o  I (.25 10 X PTj; X < 1 JK iJ - <n(c x IR» .75 x < X

22 where: QC the producer’s qualified capital expenditures incurred

23 during the calendar \#ar;

I



1
2

3

4

5

6

7

8 

9

10 

11 

12 

13 

M

15

16

17

18

19

20 

21 

22
23

24

25

26

27

28

29

30

PT

IR

the total annual production tax value calculated under 

AS 43.55.160(a)(1) of taxable oil and gas produced by the 

producer from leases or properties in the stale during the 

calendar year: and

the highest percentage tax rate imposed on the taxable 

income of a corporation by 26 U.S.C. 11 (Internal Revenue 

Code), as amended, without regard to any additional 

amount of tax provided under that section in the form of the 

lesser of a dollar amount or a percentage of income in 

excess of a slated minimum."

Pag: 4. line 26:

Delete the blank space 

Insert “ .25"

Page 4. line 29:

Delete the blank space 

Insert “ 2 ""

Page 5. line 1:

Delete the blank space 

Insert “ 40”

Page 7. line 3, following "A S  43.20.043. 

Insert "A S  43.55.024,"

Page 7. line 4. following "A S  4 \20.04.V 

Insert "  AS 43.55.024."

Page 7. line >1. following "basin.":



] Insert “ The method of allocating lax credits available under AS 43.55.024 shall be based

2 on the number of BTU equivalent barrels produced from a lease or property."

3

4 Page 8, line 3, following “ during":

5 Delete “ 2005 or"

6

7 Page 8. following line 5:

8 Insert the following material:

9 “ (p) For purposes of this section, “ qualified capital expenditure" has the meaning

10 given in A S 43.55.023(k).”

11

12 Page 8. line 31, following “ multiplied by", through page 9. line 11 :

13 Delete all material and insert:

14 “ (i) for February through December, the tax rate

15 determined under A S 43.5.0] I (0  Jbr the preceding calendar year or. if the

16 producer did not produce oil or gas during the preceding calendar year.

17 22.5 percent;

18 (ii) lor January, the tax rate determined under AS

19 43.55.011(f) for the calendar \car before the preceding calendar year or. if

20 the producer did not produce oil or gas during the calendar year before the

preceding calendar year. 22.5 percent;”

1

21

23 Page 17. line 13. through page 18. line 13.

24 Delete all material

25 Insert the following* material:

2b “Sec. 43.55.024. Additional uonlratisferable lux credits, (a) For a calendar

27 >cur for which a producer's lax litihilTiy TSdct \S 43,55.01 ! (u  on oil and eas produced

28 from leases or properties outside die ( ook Inlet sedimentarv basin and no part o f which is

29 north of 68 degrees North latitude exceeds zero before application of an> credits under

30 this chapter, a producer that is qualified under (e) of this section may apply a tax credit

31 bfainftt that liabilitv of not more than S6.000.000.

3



1 (h) A producer may not take a tax credit under (a) of this section for any calendar

2 year alter the later of

3 ( I) 2016; or

4 (2) the ninth calendar year after the calendar year during which the

5 producer first has commercial oil or gas production before May 1, 2016, from at least one

6 lease or property in the state outside the Cook Inlet sedimentary basin and no part of

7 which is north of 68 degrees North latitude, if the producer did not have commercial oil

8 or gas production from a lease or property in the state outside the Cook Inlet sedimentary

9 basin and no part of which is north of 68 degrees North latitude before April 1, 2006.

10 (c) For a calendar year for which a pr ucer's tax liability under AS 43.55.011(c)

11 exceeds zero before application of any credits under this chapter, other than a credit

12 under (a) of this section, but after application of any credit under (a) of this section, a

13 producer that is qualified under (e) of this section and whose average amount of oil and

14 gas produced a day and taxable under AS 43.55.011(e) is less than 100,000 BTU

15 equivalent barrels a day may apply a tax credit under this subsection against that liability.

16 A  producer whose average amount of oil and gas produced a day and taxable under AS

17 43.55.011(e) is

18 ( I )  not more than 50.000 BTU equivalent barrels may apply a tax credit

19 of not more than $ 12.000.000 for the calendar year;

20 (2) more than 50.000 and less than 100,000 HTU equivalent barrels may

21 |pply a tax credit of not more than the following fraction of $12,000,000 for the calendar

22 year:

23 1 - 12 X  (Al* • 50.000)J/100.000

24 where AP the average amount of oil and gas, expressed as HTU equivalent barrels*.

25 produced a day during the calendar year and taxable under AS 43.55.011(e).

26 id) A producer may not take a tax credit under (e) ol this .section for any calendar

27 > car alter the later of

28 ( I )  2016: or

29 (2) the ninth calendar year alter the calendar year during which the

50 producer first has commercial (41 or gas production before May I. 2016, from at least one

4



1 lease or property in the slate, if the producer did not have commercial oil or gas

2 production from a lease or property in the state before April 1. 2006.

3 (e) On written application by a producer, inducing any information the

4 department may require, the department shall determine whether the producer qualifies

5 under this section for a calendar year. To qualify under this section, a producer must

6 demonstrate that its operation in the state or its ownership of an interest in a lease or

7 properly in the state as a distinct producer entity would not result in the division among

8 multiple producer entities of any production tax liability under AS 43.55.011(e) that

9 reasonably would be expected lo be attributed to a single producer entity if  the tax credit

10 provisions of (a) or (c) of this section did not exist.

11 (I) A  tax credit authorized by (a) of this section may not be applied to reduce a

12 producer’s tax liability for any calendar year under AS 43.55.011(e) on uil and gas

13 produced from leases or properties outside the Cook Inlet sedimentary basin and no part

14 of which is north of 68 degrees North latitude below zero.

15 (g) A tax credit authorized by (c) of this section may not be applied to reduce a

16 producer's tax liability for any calendar year under AS 43.55.011(e) below zero.

17 (h) An unused tax credit or portion of a tax credit under this section is not

18 transferable and may not be carried forward to or used in a later calendar year.*’

19

20 Page 39. line 23. following "gas that**:

2 1 Delete "was”

22 Insert "were

23

24 Page 40, following line 27:

25 Insert:

26 "(hi Notwithstanding any contrary provision oi AS 43 55.020(a). as repealed and

27 reenacted by sec. 7 of tins \c' for Me installment payment lor Jatui.ay. 2oo7. the phrase

28 "the tax rate determined under AS 45.: *.011(f) lor the calendar : eur before the preceding

29 calendar year”  in AS 43.55.020(a)(2)(li)(ii). as AS 43.55.020(a) is repealed and reenacted

30 by sec. 7 of this Act, shall he replaced by the phrase ” 22.5 percent*’.”

51

5



Page 40, line 28:

Delete “ (h r  

Insert "(i)”
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C O N  C K P T  u A L  A M E N 1 D M : :  N T

O FFER ED  IN TH E HO USE BY

TO: CSI-II3 300KFIN). Draft Version “ I”

t k l ^ j  k e J l y ,  

I .Vjk ;/lI * * * / *
1 Page 3. line 13. through page 4. line 17: 1 1  i'

2 Delete all material and insert:

3 " ( I )  except as provided under (3) of this subsection, the tax rate for a

4 calendar year under (e) of this section is

5 (A) for a producer whose investment factor is equal lo or less than

6 SI per BTU  equivalent barrel, 23 percent:

7 (B ) for a producer whose investment factor is equal to or greater

S than $0 per BTU  equivalent barrel. 20 percent;

0 (0 ) for a producer whose investment factor is between SI and SO

10 per BTU  equivalent barrel, the rate determined by the following formula and

I I rounded to the nearest l/l()()of a peicent:

12 .23- .01 (IF  - 11

13 where IF = the number that is equal lo the producer's investment factor:

14 (2) a producer's investment factor for a calendar year is the quotient

13 obtained by dividing the producer's total qualified capital expenditures incurred during

lb the calendar year by the total amount ol taxable and nontaxable oil and gas. in BTU

17 equivalent barrels, produced by the producer Irom leases 01 properties in the stale during

15 the calendar year:

1 (3)  a producer's tax rale for a cjfrndar vear shall bejja higlici the ite

20 «k :cimmii:.u in m , itd th, mm m,-; -|.r—;t .— «i|ir», ... nno "R " as determined by the

21 following Ibnnula. except that tli. r..H' --kill not be higiiet than J5 ‘ I or l.-v • o :

22 11 (R v L)C) + (.2 \ L>(’> + H .23-R) v i*T|| x 1 1 *-IR)| + <QU x IK) = .75\L>("

23 where; OC = the produces qualified capital expenditures incurred

24 during the calendar vear;
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Pa sic 4. line 26:

Delete the blank space 

Insert “ .25”

Page 4, line 20:

Delete the blank spate 

Insert ” 25”

Page 5. line 1:

I )elctc the blank space 

Insert "40"

the total animal production tax value calculated under 

AS 43.55.16()(a)( I ) of taxable oil and gas produced by the 

producer from leases or properties in the stale during the 

calendar year: and

the highest percentage lax rale imposed on the taxable 

income of a corporation by 26 U.S.C. I I (Internal Revenue 

Code), as amended, without regard to any additional 

amount of lax provided under that section in the form of the 

lesser of a dollar amount or a percentage of income in 

excess of a staled minimum."

24

25

26

27

2S

2l>

50

Page 7. line 3. lollouing "A S  43,20.043. 

Insert "A S  4 L55 021."

Pago 7. line '. Inllowini; " VS 45.20.04 U 

ln>eil “ AS 43,'<5.024."

Page 7. line 31, lollou iiiL' "basin.” :

1



I
2

3

4

5

6

7

8

9

10

11

12

13

14

15

10

17
IS

19
20

21
n

23

24
25

20

27

2N

2l>
30

31

Insert "The method of allocating tax credits available under AS 43.55.024 shall he based 

on the number of BTU equivalent barrels produced from a lease or property."

Page S. line 3. following "during":

Delete "2005 or"

Page S. following line 5:

Insert the following material:

"(pi For purposes of this section, “qualified capital expenditure" has the meaning 

given in AS 43.55.023(k|."

Page S, line 31. following “ multiplied by", through page 9. line I I:

Delete all material and insert:

"(i) for February through December, the tax rale 

determined under AS 43.5.011(f) for the preceding calendar year or. if the 

producer did not produce oil or gas during the preceding calendar year. 

22.5 percent;

(ii) lor .lanuaiy. the lax rate determined under AS 

43.55.011(f) for the calendar year before the preceding calendar year or. if 

the producer did not produce oil oi gas during the calendar' year before the 

preceding calendar year. 22.5 percent:'

Page 17. line 13, through page Is. line I !>:

Delete all material

Insert the following material:

"Sec. 43.55.024. Additional iionlranNrei'able lav credits. <ui l-or a calendar 

\ear lor which a producer's tax liability under AS >13.55.01 Itej on oil and gas pioduccd 

Irom leases or properties outside the Cook Inlet sedimentaix ba în and no part ol winch o 

noitli ol OS degree- North latitude exceeds /cm beloie application of any hr red its under 

this chapter, a producer that i* qualified under to  ol this station may apply a tax credit 

against that liability ot uol more Ilian Sn.OOO.ODO,



(b) A producer may not lake a lax credil under (a) ol' this scclion lor any calendar 

year alter the later of

(1) 2016; or

(2) ihe ninth calendar year alter the calendar year during which the 

producer first has commercial oil or gas production before May I. 2016. from at least one 

lease or pioperty in the state outside the Cook Inlet sedimentary basin and no part of 

which is north of 68 degrees North latitude, if the producer did not have commercial oil 

or gas production from a lease or property in the state outside the Cook Inlet sedimentary 

basin and no part of which is north of 68 degrees North latitude before April I. 2006.

(c) For a calendar year for which a producer's tax liability under AS 43.55.01 1(e) 

exceeds zero before application of any credits under this chapter, other than a credil 

under (a) of this section, but after application of any credit under (a) of this section, a 

producer that is qualified under (e) of this section and whose average amount of oil and 

gas produced a day and taxable under AS 43.55.01 lie) is less than 100.000 BTU 

equivalent barrels a day may apply a tax credil under this subsection against that liability. 

A producer whose average amount of oil and gas produced a day and taxable under AS 

43.55.011(e) is

( 1) not more than 50.000 BTU equivalent barrels may apply a tax credit 

of not more than S12.000.(4)0 lor the calendar year;

(2) moie than 50.000 and less than 100.000 BTU equivalent barrels may 

apply a tax credit of not more than the lollou ing fraction ol s 12.000.000 lor the calendar 

year;

I - 12 N (A B -50.000)1/100.000 

where AB = tne aveiaee amount ol oil and gas. expressed as BTU  equivalent barrels, 

produced a day during the calendar year and taxable under AS 13.55.01 lie).

(ill A producer may not take a tax credit under (e) ol this section lor any calendar 

yeai alter the later ol

( I I 2016; or

(2) the ninth calendai year altet the lalcnd.u year during which the 

piodikei mst has commcicial oil or gas  production belore May I. 2016. Irom at least one



1 lease or properly in the slaic. if the producer did noi have commercial oil or gas

2 production from a lease or properly in the stale before April 1. 2006.

3 (e) On written application by a producer, including any information the

4 department may require, the department shall determine whether the producer qualifies

5 under this section for a calendar year. To qualify under this section, a producer must

6 demonstrate dial its operation in the stale or its ownership of an interest in a lease or

7 properly in the state as a distinct producer entity would not result in the division among

S multiple producer entities of any production tax liability under AS 43.55.011(c) that

0 reasonably would be expected to be attributed lo a single producer entity if the tax credit

10 provisions of (a) or (c) of this section did not exist.

11 (f) A tax credit authorized by (a) of this section may not be applied to reduce a

12 producer's tax liability for any calendar year under AS 43.55.011(e) on oil and gas

13 produced from leases or properties outside the Cook Inlet sedimentary basin and no part

14 of which is north of 6<S degrees North latitude below zero.

15 (g) A lax credit authorized by (c) of this section may not be applied to reduce a

16 producer's tax liability for any calendar year under AS 43.55.01 1(e) below zero.

P  (h) An unused tax credit or portion of a tax credit under this section is not

IS transferable and may not be carried forward to or used in a later calendar year.”

19

20 Page 3lL line 23. following "gas that” :

21 I )eletc "was"

22 Insert ‘‘were

23

24 Page 30. following line 27:

25 Insert:

20 "(h) Notwithstanding any c^ntraiy provision of AS 43.55.02l)ia>. as u pealed anil

27 reenacted by see. 7 of this Act. for the installment payment (Jti .le uai v. 2007. the phrase

2S "the tax rate determined under \S 13,55,0] Id ) foi the calendar war helore the preceding

29 ealcndai yeai" in AS 4.\55,020<u)(2i(Bt(ii). as AS 43,5. 020(a) is repealed and reenacted

50 by sec. 7 ol this Act. shall be replaced by the phrase "22.5 percent” .”

5



Page 40. line 28:

Delete “ (h)” 

Insert “ (i)”

0
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I

A M E N D M E N T

O FFERED  IN  T H E  FIO USE

TO: CSH B 3001( ), Draft Version "I"

1 Page 12, line 6:

2 Delete "A "

3 Insert "Except as provided in (k) of this section, a"

4

5 Page 15, line 16, following "section,":

6 Insert "and except as provided in (k) of this section,"

7

8 Page 16, following line 21:

9 Insert a new subsection to read:

10 "(L) A  person engaged in the product:on of gas in the Point Thomson Unit

11 may not take a credit under this section for a qualified capital expenditure upstream

_12------  from-thc point oil production of gas-from the Point Thomson Unit for ’-gas processing

13 plant or a gas treatment facility. In this subsection, "Point Thomson Unit" means the

14 land identified by the Department of Natural Resources as the "Point Thomson Unit.""
15

16 Reletter the following subsection accordingly.

17

IS Page 31, line 24. following "AS 38.05.132":

19 Insert":

(19) costs related to a gas processing plant or a gas treatment facility

-1 upstream from the point of production of gas from the Point Thomson Unit"
22

23 Page 32, following line 20:

L -1-



1 Insert a new paragraph to read:

2 "(3) "Point Thomson Unit" means the land

3 Department of Natural Resources as the "Point Thomson Unit";"
4

5 Renumber the following paragraph accordingly.

24-GH2096VI.2

identified by the
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°  /-fr'GA? 'C i'lD o f^  Q rt o S ‘ °/ o
C O  N  C L  I ’ T  L A  L  A  M  F  N I )  M  K N T

O F F E R E D  IN  T H E  H O l ' S E  B Y  A A ^ X ~ f  / ! ^ e _ J

T O : C S H B  3 0 0 11F IN i .  D raft V e rs io n  “ I "

Page 3 . line 13. through page -I. line 17:

D e le te  all m ateria l and insert: '  /

" i l l  except as p rov ided  under ( 3 > ol this subsection, the tax rate for a 

ca len d ar yea r under (e i o f  this section is

( A )  lo r a p roducer w hose investm ent fas tor is equal to or less than
.an. t

S I  j '%  B T C  eq u iva len t b a r r e l .^ p e r c e n t :

( 13) for .( p ro iluecr whose invoM m enl factor is equal to o r greater 

than SO per B T C  eq u iva len t harrcl. 20 percent:

(C )  lo r .i p roducer w hose investm ent la c lo r  is hetw een S I  and Sb 

per B T C  eq u iva len t h a n d ,  the rate determ ined  b\ the lo llo w in g  fo rm ula  and 

rounded to the neare.sl 1/100 ot a percent:

.2 5 - . O K I F - / !

w here I F  = the num ber that i i equal to the p roducer's  investm ent (actor:

12 ) a p roducer's  investm ent lae lo r toi a ca len d ar vear is the (|iiot:ent 

obtained  bv d iv id m "  the p io d u cc r’s total q u a h lu d  cap ital ex1>endiiures in c lin ed  (tilling  

the ca len d a r v,c.it bv the tol.i! a inoun i ol tax.ihlc and nontaxable o il and gas. m B  11 

eq u iva len t barrels, p roduced hv the produce ' Im m  le .oes >r p iopertics  in the Male during 

the caleudu! ve it

( 3 1 a | i|o d tk e i 's  lax i. ite lo r a ca lendar Vcur shu ' ' h igh " !  the 

!e !c i m iiied  in . i I R  ••no- ^ i"  F •» t v 1- m? rate1 " R  • ts determ uicd  bv th 

lo llovvm g to in iu l.i. e\c v "  a 1 i m e  a 1C ; 1 's _ li 'iU iF 1: ' i l l  a. ['

I ’ i R  \ ( J ( ’ i + (.2  \ f j C t  - | '.2 5  K i v l ’ l | !  x 11 l lb |  • m H* \ I R ) = .73 x n C  

vv here (<)jj = the p rod ucer's  q u a lilied  c ap ita l expenditure s m e iiricd

during tin ca lem ia i veai

I
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U

A M EN D M EN T

O FFERED  IN TH E H O U SE B Y  R EPR ESEN T A T IV E  K ER T T U LA
TO: CSI IB  3001 ( )

1 Page 4, line 29:

2 Delete the blank space

3 Insert “ 50”

4 Page 5, line 1:

5 Delete the blank space

6 Insert “ 35”



24-GH2096\LI0
Chenoweth/Bullock

S/1/06

<6.

A M E N D M  E  N T

O FFERED  IN T H E  H O U SE B Y  R EPR ESEN T A T IV E  K ER T T U LA
TO: CSH B 3001( ), Draft Version "I"

1 Page 27, line 29, following "incurred,":

2 Insert "that is incurred in the state1
3

4 Page 28, line 2, following "payments":

5 Insert "to the state or to a political subdivision of the slate"
6

7 Page 28, line 5, following "expenses":

8 Insert "incurred in the state"
9

10 Page 2S, line 11, following "gas":

11 Insen ", but the activity must occur within the state"

L - I -
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24-01120%\1.4 
Finlcv\Bullock  

S/2/06

A M E N H M  !■: N 1'

O FFERED  IN T H E  MOUSE B Y  R EPR ESEN T A T IV E  K E R T I I  LA

TO: C SH B 3001( ). Draft Version "I"

A
r\U

1 Page 1. line 1:

2 Delete "tax"

3 Insert "taxes"

4

5 Page 1. lines 3 - 4:
6 Dc|etc "amending the definition of 'gas' as that definition applies in the Alaska

7 Stranded Gas Development Act;"

S

0 Page 3. line 5:

10 Delete "or gas"

] 1 Delete "and gas"

12

13 Page 3. lines ft - 7:

14 Delete "and gas”

15

10 Pane 3. line S 

17 Delete "and (U "

IS

10 Page 3. line o

20 Delete "and gas"

21
22 Page 4, lines 2 “ 3:

23 Delete "and gas, in B I T ' ecim\.»lent hands."

L -1-
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2 Page 4, line 9:

3 Delete "and gas, in BTU equivalent barrels,"

4

5 Page 4. line 13:

6 Delete "or gas"

7

8 Page 4, line 14:

9 Delete "and gas"

10

11 Page 4, line 20:

12 Delete "or gas"

13

14 Paue 4, line 21:

15 Delete "and gas"

1 .

17 Page 4. line 22:

IS Delete "and gas"

19

20 Page 4, lines 23 - 24:

21 Delete "and (k)"
n

23 Page 4. line 26:

24 Delete "and gas

25

26 Page 1. lines 29 - 30:

27 Delete "and gas

28

29 Page .5. line 2:

" J  Delete "ami gas'

31

1

i



24-GH2096M.4

1 Page 5, line 4:

2 Delete "and gas'*

3

4 Page 5. lines 4 - 5:

5 Delete ", in BTU  equivalent barrels"

6

7 Page 5, line 6:

S Delete "or gas"

9 Delete "and gas"

10

11 Page 5, line S:

12 Delete "and gas"

13

14 Page 5, lines 13 - 14:

15 Delete all material.

16

17 Renumber the following paragraph accordingly.

18

19 Page 5, line 16:

20 Delete "or (2)"

21

22 Page 5, line 19: 

d t Delete "and (2)"

24

25 Page 5. line 20:

26 Delete "and gas"

27

28 Page 5. line 21. through page 6. line 8:

2‘) Delete all material.

30

31 Reletler the following subsections accoulngh

L



24-GH2096M.4

2 Page 6. line 28:

3 Delete "or (k)"

4

5 Page 6, line 29:

6 Deleie "or gas"

7

8 Page 7, line 2, through page S. line 5:

9 Delete all material.

10

11 Page 8, following line 5:

12 Insert a new bill section to read:

13 "* Sec. 6. AS 43.55.013(j) is amended to read:

14 (j) The department may aggregate two or more leases or properties (or portions

15 >f them), for purposes of determining the economic limit factor [FACTORS] under

16 this section and applying it [THEM ] to [AS 43.55.011 OR] AS 43.55.016, when

17 economically interdependent [O IL OR] gas production operations arc not confined to

IS a single lease or property. The department may also segregate a lease or property into

19 two or more parts, for purposes of determining the economic limit factor [FACTORS]

20 under this section and applying it [THEM ] under [AS 43.55.011 OR] AS 43.55.016,

21 when two or more economically independent |O IL OR) gas production operations arc

22 being conducted on it [, OR W HEN  OLD C RU D E O IL  IS PRODUCED FROM  THE

23 SA M E L EA S E  OR PRO PERTY  AS OTHER O IL]."

24

25 Renumber the following bill sections accordingly.

26

27 Page 8, line 16, following "X*aJ":

28 Insert " The production tax on gas shall be paid monthly. The |ta* on gas is due on the

29 2()th day of each calendar month on gas produced trom each lease or property during the

30 preceding month. If the tax on gas is not paid before the end of the montl in which it bCkuiii' s 

51 due, the tax becomes delinquent."

1

L



24-GH2096M.4

Page S, line 29:

Delete "and gas"

Page 9. lines 8 - 9:

Delete "and gas, in BTU  equivalent barrels,"

Page 9, lines 17 - 18;

Delete "the sum of"

Page 9, line 19:

Dele . "(A )"

Page 9, line 22:

Delete "plus"

Page 9. lines 23 - 26:

Delete all material.

Page 10. line 1:

Delete "and [OR|"

Insert "or"

Page 10, line 4:

Delete "and"

Insert "or"

Page 10. line 5* following "AS 43.55.011":

Insert "or 43.55.016"

Page 10. line 0:

L -5-
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] Delete "and [OR]"

2 Insert "or"

3

4 Page 10, line 8, following "tax":

5 insert "on oil and monthly payments of tax on gas"

6

7 Page 10, line 12:

8 Delete "and t»as"

9

10 Page 10, line 13:

11 Delete "and »as"

12

13 Page 10. line 15:

14 Delete "and tins"

15

16 Page 10, line 20:

17 Delete "and uas"

IS
19 Page 10, lines 22-29:

20 Delete all material.

21
22 Renumber the following bill sections accordingly.

23

24 Page 12, line 11:

25 Delete "and gas"

26

27 Page 14 lii\ 7:

2S Delete "and gas"

29

30 Page 14. line 14:

31 Delete "and gas"

L •6-



I
2

3

4

5

6

7

S

9

10

11

12

13

14

15

16

17

IS

19

20

21
22

23

24

25

20

27

28

29

30

31

B

24-GH20%\1.4

Page 14. line 15:

Dclcic "BTU  equivalent"

Page 16, line 7:

Delete "or gas"

Page 17, line 14:

Delete "and gas"

Page 17, line 23:

Delete "or gas"

Page 17, line 25:

Delete "or gas"

Page IS, line 6:

Delete "and gas"

Page IS. line 12:

Delete "or gas"

Page IS. line IS, following "AS 43.55.011(e)": 

Insert "or 43.55.016"

Page 21, line 3. following "AS 43.55.011 tel": 

Insert "or 43.55.016"

Page 21, line 13. following "AS 43.55.01 lit*/’: 

Insert "or 43.55.1116"

L -7-



1
o

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

IS

19

20

21
2~>

23

21

25

20

27

28

29

30

31

24-GH2096M.4

Page 21, line 72, following "AS 43.55.01 He)":

Insert "or 43.55.016. as applicable."

Page 21. line 24, following "AS 43.55.011(c)":

Insert "or 43.55.010. as applicable."

Page 21, line 20, following "AS 43.55.011(c)":

Insert "or 43.55.016. as applicable."

Page 22, line 4:

Delete "and [OR] gas were [W A S]"

Insert "or gas was"

Page 22, line 9:

Delete "and tins"

Insert "or tins, as applicable."

Page 22, line 11:

Delete "and of the [OR] gas"

Insert or the total value of the lms. as applicable."

Page 22, line 14:

Delete "and for the |OR|"

Insert "or"

Page 24, line 0, following "value":

Delete "nl the noinl of production is"

Insert "ol'nas and the uross value at the point of production of oil are"

Page 24, line 17:

Delete "and gas"

i -S
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2 Page 24, line 20:

3 Delete "and gas"

4

5 Page 24, line 22:

6 Delete "and gas"

7

8 Page 24, line 25:

9 Delete "and gas"

10

11 Page 24, line 27:

12 Delete "and gas"

13

14 Page 24. line 30:

15 Delete "and gas"

16

17 Page 25, line 1:

IS Delete "and gas"

19

20 Page 25, lines 10 -15:

21 Delete all material.

22
23 Page 25. line 17:

24 Delete "and gas"

25

26 Page 25. line 19:

27 Delete "and gas"

28

2‘> Page 25, line 22:

30 Delete "and gas"

31

1

L .9-
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1 Page 25, line 24:

2 Delete "and gas"

3
-1 Page 25, line 27:

5 Delete "and gas"

6

7 Page 25, lines 29 - 30:

S Delete "and gas"

9

10 Page 26, line 6:

11 Delete":"

12 Insert"."

13

14 Page 26,Iincs 7 - 12:

15 Delete all material.

16

17 Page 26, line 17:

18 Delete "and gas"

19

20 Page 26, line 21:

21 Delete "or gas"

22

23 Page 27. line 4:

24 Delete "or gas"

25

26 Page 27, line 10:

27 Delete "and gas"

28

2‘> Page 27. line 12:

30 Delete "or gar"

31

L •111-
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1 Page 27, line 14:

2 Delete "or gas"

3

4 Page 28. line 6:

5 Delete "or gas"

6

7 Page 28, line 91

8 Delete "or gas"

9

10 Page 28, line 11:

11 Delete "or gas"

12

13 Page 2S, line 18:

14 Delete "and gas"

15

16 Page 29. line 6:

17 Delete "or gas"

18

19 Page 29, line 15:

20 Delete "and gas"

21

07 Page 29, line 30:

23 Delete "c< gas"

24

25 Page 31, line 2:

26 Delete "or gas"

27

28 Page 31. line 3:
29 Delete "and gas production in barrels of oil equivalent"

30 Insert "production"

31

i •II.
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1 Page 31, line 6:

2 Delete "and gas production in barrels of oil equivalent"

3 Insert "production"

4

5 Page 31 Jin e  12:

6 Dciele "for the purposes"

7

8 Page 31, lines 13 - 15:

9 Delete all material.

10

11 Page 31, line 26:

12 Delete "or gas1

13

14 Page 32, line 2:

15 Delete "or gas"

16

17 Page 32, line 3:

IS  Delete "or gas"

19

20 Page 32, line 4:

21 Delete "or gas"

22

23 Page 32. lines 6-10:

24 Delete all material and insert:

25 "(h) If a cost that would otherwise constitute a lease expenditure under this

26 section is incurred to explore for. develop, or piodjce both oil and gas, the department

27 shall allocate the cost between oil and gas to determine the amount applicable to oil

28 and deductible under this section by < 1) a ratio of the volume of oil production to the

29 volume of gas production in barrels of oil equivalent for the applicable least or

30 property. (2) the predominant purpose of the expenditure between oil and gas, or (3)

31 other reasonable allocation methods to determine the portion ot the cost that is

L -12-
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] appropriately treated as a lease expenditure for oil under this section. In this

2 subsection, "barrels of oil equivalent" means 6,000 cubic feet of gas."

3

4 Page 32, line 22:

5 Delete "or gas"

C

7 Page 33, line 6:

8 Delete "or gas"

9

10 Page 33, line 21:

11 Delete "or gas"

12
13 Page 33 line 25:

14 Delete "or gas"

15

16 Page 34, line 5:

17 Delete "or gas"

IS

I 9 Page 35, line 30, through page 36, line 9:

20 Delete all material.

21

22 Renumber the following bill sections accordingly.

23
24 Page 36. lines 14 - 15:

25 Delete all mateiial and insert:

26 "(ID lor gas
7  (i) recovered from or in association with oil, the value

jC ?)| the gas at the point where it is accurately metered or measured alter

->6 separation from the oil; for gas run through a gas processing plant, the

3 0  gross value at the point of production is the full consideration received

;i by the producer for the gas if sold m an arm's length transaction or. in

L .13-



1
->

3

4

5

6

7

8

9

JO

U

12

13

14

15

16

17

18

19

20

21
n

23

24

25

26

27

28

29

30

31

24-GH209GU.4

the absence of an arm's length transaction, is the sum of the value of the 

liquids extracted from the gas at the plant and the value of the residue 

gas, less a reasonable allowance for processing the gas at the plant and 

for transporting the gas to the plant from the premises on which the oil 

production operation is conducted; and

(ii) not recovered from or in association with oil. the 

value of the gas at the point where it is accurately metered or measured 

or the valu of the gas at the point of sale, if any, on the premises of the 

lease or property from which the gas is recovered, whichever is the 

higher value; for gas run through a gas processing plant, the gross value 

at the point of production is the full consideration received by the 

producer for the gas if sold in an arm's length transaction or, in the 

absence of an arm's length transactioi, is the sum of the value of the 

liquids extracted from the gas at the plant and the value of the residue 

gas, less a reasonable allowance for processing the gas at the plant and 

for transporting the gas to the plant from the point where it was 

accurately metered or measured;"

Page 36, lines 22 - 2S:

Delete all material.

Renumber the following paragraphs accordingly.

Page 37, lines 27 - 28;

Delete all material.

Renumber the following paragraphs accordingly.

Page 3S, line 8:

Delete "(A) for oil."
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Page 3S. line 15:

Dclele

Insert

Page 38. lines 16 - 29:

Delete all material.

Page 38, line 30:

Delete "43.55.013,43.55.016"

Insert "43.55.013(b). 43.55.013(d)"

Page 39, line 4:

Delete "7 - 10. 12 - 14. 16 - 20. 24, and 26 - 34" 

Insert "8-10, 12- 14, 16-20. 24, and 26-33"

Page 39, lipp 5:

Delete "and gas"

Page 39, line 12:

Delete "and gas"

Page 39, line 19:

Delete "sec. 7"

Insert "sec. 8"

Page 40. line 29:

Delete "and gas"

Page 40, line 30:

Delete "AS 43.55.160(a)(2)(A) - (D)"

Insert "AS 43.55.160(a)(2)(A) - (Cl"

L -15-
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2 Page 41, lines 5 - 6:

3 Delete "7 - 10, 12 - 14, 16 - 20. 24 - 34, and 36"

4 Insen "8 - 10, 12 - 14, 16 - 20, 24 - 33, and 35"

5

6 Page 41, lines 9 - 21:

7 Delete all material.

8
9 Renumber the following bill sections accordingly.

10

11 Page 41, lines 24 - 25:

12 Delete "7 - 10, 12 -14, 16 - 19, and 24 - 36"

13 Insert "8 - 10, 12 - 14, 16 - 19, and 24 - 35"

1

L -10-
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Bullock A_ 
8/ 1/06

A M E N  D M E  N T

O FFERED  IN TH E H O U SE

TO: CSH B 3001 ( ), Draft Version "I"

1 Page 15, line 18, following "expenditures":

2 Insert "made during each April 1 through March 31 12-month period that exceeded the

3 12-month average expenditures for the two 12-month periods immediately before April 1,

4 2006, that"

5

6 Page 15, line 19, following "April 1, 2006,":

7 Insert "and"

8

9 Page 15, line 20:

10 Delete "the sum"

11 Insert "that portion"

12

13 Page 15. line 21, following "April 1, 2006,":

M Inset t "during each 12-month period multiplied by a fraction in which the numerator is

15 the amount of transitional investment expenditures during that 12-month period and the

16 denominator is the total expenditures incurred during that 12-month period that would he

17 qualified capital expenditures if they were incurred alter March 31, 2006,"

18

19 Page 15. lines 24 - 25:

20 Delete ", that would he qualified capital expenditures, if they were inclined alter

21 March 31. 2006"
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KaneVBullock

8/1/06

A M E N D M E N T

O FFERED  IN TH E H O U SE

TO: CSHB 3001 ( ), Draft Version "I"
KeAuU

1 Page 1, line 1, through page 41, line 26:

2 Delete all material and insert:

3 ""An  Act relating to oil and gas, and to the oil and gas properties production (severance)

4 tax as it applies to oil; providing for an adjustment to increase the tax collected when oil

5 prices exceed $20 per barrel and to reduce the tax collected when oil prices fall below

6 $16 per barrel; providing for relief from the tax when the price per barrel is low or

7 when the taxpayer demonstrates that a reduction in the tax is necessary to establish or

S reestablish production from an oil field or pool that would not otherwise be

9 economically feasible; delaying until Ju ly 1, 2016, the deadline for certain exploration

10 expenditures that form the basis for a credit against the tax on oil and gas produced

11 from a lease or property in the state; amending the powers and duties of the Alaska Oil

12 and Gas Conservation Commission; relating to the conservation surcharge and

13 additional conservation surcharge on oil; and providing for an effective date."

14 HE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

15 * Section 1. A S  31.05.030(d) is amended to read:

16 (d) The commission may require

17 ( J )  identification of ownership of wells, producing leases, tanks.

1S plants* and drilling structures;

19 (2) the making and filing of reports, well logs, drilling logs, electric

*!•
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logs, lithologic logs, directional surveys, and all other subsurface information on a 

well drilled for oil or gas, or for the discovery of oil or gas, or for geologic 

information, and the required reports and information shall be Filed within 30 days 

after the completion, abandonment, or suspension of the well;

(3) the drilling, casing2 and plugging of wells in a manner that will 

prevent the escape of oil or gas out of one stratum into another, the intrusion of water 

into an oil or gas stratum, the pollution of fresh water supplies by oil, gas4 or salt 

water, and prevent blowouts, cavings, seepages and fires;

(4) the furnishing of a reasonable bond with sufficient surety 

conditions for the performance of the duty to plug each dry or abandoned well or the 

repair of wells causing waste;

(5) the operation of wells with efficient gas-uil and water-oil ratios, 

and may fix these ratios;

(6) the gauging or other measuring of oil and gas to determine the 

quality and quantity of oil and gas;

(7) every person who produces oil or gas in the state to keep and 

maintain for a period of five years in the state complete and accurate records of the 

quantities of oil and gas produced, which shall be available for examination by the 

Department of Natural Resources or its agents at all reasonable times;

(S) the measuring and monitoring of oil and gas pool pressures;

(9) the filing and approval of a plan of development and operation for 

a field or pool in order to prevent waste, ensure [IN SU RE] a greater ultimate recovery 

of oil and gas, and protect the correlative rights of persons owning interests in the 

tracts of land affected;

(10) working interest owners to provide, at cost plus a reasonable 

rule of return determined under regulations adopted In the commission and 

without catisint; substantial injury to the owner, access to production and other 

facilities whenever necessary; for purposes of this paragraph, the commission's 

regulations must he consistent with the standards of the Regulatory Commission 

nf Alaska adopted tu implement AS 42.05.311(a); the commission mav act under 

this naraiiranh
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(A) to

(i) maximize the economic and physical recovery of 

the state's oil and gas resources:

(ii) maximize competition amjng parties seeking to 

explore and develop the state's oil and gas resources:

(iii) minimize the adverse affects of exploration, 

development, production, and transportation activity; or

(iv) otherwise protect the best interest of the state:
and

CB) only if the commission finds that the facility has excess 

capacity and that directing the working interest owner to provide access 

bv or for the benefit of others would not materially interfere with the 
owner's paramount use of the facility.

* Sec. 2. AS 36.30.850(b)(33) is amended to read:

(33) contracts between the Department of Natural Resources or the 

Department of Revenue, as appropriate, and contractors qualified to evaluate 

hydrocarbon development, production, transportation, and economics, to assist the 

commissioner of natural resources or the commissioner of revenue, as appropriate. 

in evaluating applications for

(A) royalty increases or decreases or other royalty adjustments, 

and evaluating the reiated financial and technical data, entered into under 
AS 38.05.180(j); or

(B) tax reductions, and evaluating the related financial and 

technical data, as authorized hv AS 43.55.011(i) and (j):

* Sec. 3. AS 43.55.011(a) is amended to read:

(a) There is levied upon the producer of oil a tax for all oil produced from 

each lease or property in the state, less any oil the ownership or right to which is 

exempt from taxation. The tax is equal to:

(1) in the case of North Slope oil, cither the percentagc-of-value 

amount calculated under (h)(1) [(b)] of this section or the ccnls-pcr-barrcl amount 

calculated under (c)(1) [(c)] of this section, whichever is greater; if |. MULTIPLIED

L -3-
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1 B Y  THF ECO N O M IC  L IM IT  FACTOR D ET ER M IN ED  FOR TH E O IL

2 PRODUCTION OF T H E  L E A S E  OR PRO PERTY  U N D ER  AS 43.55.013. IF] the

3 amounts calculated under (h)(1) and (c)(1) [(b) AND (c)] of this section are equal, the

4 amount calculated under (b)(1) [(b)] of this section shall be treated as if  it were the

5 greater for purposes of this section;

6 (2) in the case of oil that is not North Slope oil, either the

7 percentage-of-value amount calculated under (b)(2) of this section or the cents-

8 per-barrel amount calculated under (c)(2) of this section, whichever is greater.

9 multiplied hv the economic limit factor determined for the oil production of the

10 lease or property under AS 43.55.013: if the amounts calculated under (b)(2) and

11 (c)(2) of this section are equal, the amount calculated under (b)(2) of this section

12 shall be treated as if it were the greater for purposes of this section.

13 * Sec. 4. AS 43.55.011(b) is amended to read:

14 (b) The percentage-of-value amount equals*

15 (1) in the case of North Slope oil, the tax rate set out in (e) of this

16 section multiplied by the gross value at the point of production of taxable oil

17 produced from the lease or property;

18 (2) in the case of oil that is not North Slope oil. [12.25 PERC EN T

19 OF TH E GROSS V A L U E  A T  TH E POINT OF PRO D UCTIO N  O F T A X A B L E  O IL

20 PRODUCED  ON OR B EFO R E  JU N E  30. 1981, FRO M  T IIL  L E A S E  OR

21 PRO PERTY  AND] 15 percent of the gross value at the point of production of taxable

22 oil produced from the lease or property [AFTER JU N E  30, 1981;] except that [FOR

23 A L E A S E  OR PR O PER T Y  COMING INTO C O M M ER C IA L  O IL  PRODUCTION

24 A FTER  JU N E  30. 1981,] the percentage-of-value amount equals 12.25 percent of the

25 gross value at the point of production of taxable oil produced from the lease or

26 property in the first five years after the date that is the start of commercial oil

27 production [AND EQUA1-S 15 PERCENT OF T H E  GRO SS V A LU E  AT THE

28 POINT OF PRODUCTION OF T A X A B LE  O IL  PRO D UCED  TH EREA FTER

29 FROM  THE L EA S E  OR PRO PERTY].

30 * Sec. 5. AS 43,55.011 (e) is amended to read:

31 (c) The cents-pcr-barrel amount equals,

l -4-



(1) in the case of North Slope oil. $0.80 per barrel for taxable 

crude oil produced from the lease or property, as adjusted by A S  43.55.012, 

multiplied by the economic limit factor determined for oil production of the lease 

or property under AS 43.55.013 and by the price adjustment factor set out in 

(e)(2)(D) of this section:

(2) in the case of oil that is not North Slope oil. [$0.60 PER 

BA RR EL  OF T A X A B LE  OLD CRUDE O IL PRODUCED FROM THE L EA SE  OR 

PROPERTY, AND] $0.80 per barrel for [A LL  OTHER] taxable crude oil produced 

from the lease or property, [BOTH] as adjusted by AS 43.55.012.

* Sec. 6. AS 43.55.011 is amended by adding new subsections to r< d:

(e) This subsection and (f) - (k) of this section apply only to North Slope oil. 

Except as provided in (h) of this section for heavy oil, the tax rate is the lesser of

(1) 27.5 percent; or

(2) the product of the volume adjusted tax rate multiplied by the price 

adjustment factor; for purposes of

(A) this paragraph, the volume adjusted tax rate is the greater

24-GH2096VI.5

of

(i) the applicable tax rate determined under (C ) of this 

paragraph, except that, if during a month in which the average ANS 

West Coast price per bancl of oil is less than $12, the applicable tax 

rate is zero and the volume adjusted tax rate is determined only by the 

application of (ii) of this subparagraph; or

(ii) the economic limit factor determined for the oil 

production of the lease or property under AS 43.55.013 multiplied by 

the nominal tax rate;

(B ) subparagraph (A ) of this paragraph, the nominal tax rate is

(i) 12.25 percent during the first five years from the 

date that is the start of commercial oil production; and

(ii) 15 percent after the first five years from the date 

that is the start of commercial oil production;

(C) sub-subparagraph (A )(i) of this paragraph, during each

L -5-
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month in which the average ANS West Coast price per barrel of oil averages

(i) at least $16, the applicable rate is five percent;

(ii) at least $15, but less than $16, the applicable rate is

four percent;

(iii) at least $14, but less than $15, the applicable rate is

three percent;

(iv) at least $13, but less than $14, the applicable rate is 

two percent; and

(v) at least $12, but less than $13, the applicable rate is 

one percent; and

(D) this paragraph and for the purpose of determining the 

cents-per-barrel amount under (c)(1) of this section, the price adjustment factor 

is one, except that the price adjustment factor is the average ANS West Coast 

price per barrel of oil for the month divided by

(i) 16 during each month in which the average ANS 

West Coast price per barrel of oil is less than $16 per barrel;

(ii) 20 during each month in which the average ANS 

West Coast price per barrel of oil is more than $20 per barrel.

(f) During a month in which the average ANS West Coast price per barrel of 

oil is less than $10 per barrel, the payment of

(1) one-half of the tax due and payable under this chapter is waived;

and

(2) the icmaining one-half of the tax due and payable under this 

chapter is deferred, subject to the following:

(A) the amount of tax payment that is deferred under this 

paragraph is payable by the taxpayer

(i) during each month in which the average ANS West 

Coast price per barrel of oil is at least $16 per barrel; and

(ii) sequentially on a month-for-month basis in the 

order in which the tax payment was deferred based on payment of one 

month's deferred lax during each month that the average ANS West

•6*



1
2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

L

24-GH2096U.5

Coast price per barrel of oil is at least $16 per barrel; and

(B ) amounts due and payable because of a payment deferral 

under this paragraph bear interest at the rate of a 10-year note of the United 

States treasury at the time of the deferral.

(g) Before February 1 of each year, the commissioner shall review the prices 

described in (e) and (f) of this section and the related denominators set out in 

(e)(2)(D)(i) and (ii) of this section and recommend to the legislature whether the prices 

and denominators should be adjusted.

(h) Notwithstanding (e) of this section, the tax rate for heavy oil is the volume 

adjusted tax rate provided in this subsection. The volume adjusted tax rate for heavy 

oil is determined by multiplying the economic limit factor determined for the oil 

production of the lease or property under AS 43.55.013 by the tax rate set out in 

(e)(2)(A )(i) and (ii) of this section. In this subsection, "heavy oil" means oil equal to or 

less than 20 degrees A P I gravity.

(i) A  producer of North Slope oil may apply for a reduction of the tax due 

under (e), (j), and (k) of this section on the production of North Slope oil

(1) if and to the extent that the amount calculated under (A) of this 

paragraph is greater than the amount calculated under (B ) of this paragraph, but a 

reduction of the tax may not result in collection of tax due under this section that is 

less than the amount calculated under (B ) of this paragraph:

(A ) the amount of tax on the production of the oil that results 

from applying the provisions of (c) of this section;

(B ) the amount of tax on the production of the oil that would 

result from applying the provisions of (a)(2) and (b)(2) of this section as if the 

oil were not North Slope oil; and

(2) if the commissioner in consultation with the commission of natural 

resources determines that the application meets the requirements of 

AS 38.05.180(j)(l)(A), (j)( l )(B), o r(j)(l)(C ).

(j) When the i wimissioncr receives an application under (i) of this section, 

the commissioner

(1) may not approve a lax reduction

-7-
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1 (A ) unless the applicant makes a clear and convincing showing

2 that the tax reduction meets the requirements of (i) of this section and ti..s

3 subsection and is in the best interests of the state;

4 (B ) that reduces the amount of the tax recovered to less than the

5 amount determined under ( i) ( l ) (B ) of this section;

6 (C) without including an explicit condition that the tax

7 reduction is not assignable without the prior written approval, which may not

8 be unreasonably withheld, of the commissioner; in the preliminary and final

9 findings and determinations prepared under this subsection, the commissioner

10 shall set out the conditions under which the tax reduction may be assigned;

11 (2) shall require the applicant to submit financial and technical data

12 that demonstrate that the requirements of (i) of this section and this subsection are

13 met; the commissioner

14 (A ) may require disclosure of only the financial and technical

15 data related to development, production, and transportation of oil and gas or

16 gas only from the field or pool that are reasonably available to the applicant;

17 and

18 (B ) shall, at the request of the applicant, keep confidential

19 under AS 3S.05.035(a)(9) and AS 43.05.230 the dates described in (A ) of this

20 paragraph; the confidential data may be disclosed by the commissioner to

21 legislators and to the legislative auditor and, if authorized by the chair or vice-

22 chair of the Legislative Budget and Audit Committee, to the director of the

23 division of legislative finance, the permanent employees of their respective

24 divisions who are responsible for evaluating a tax reduction, and to agents or

25 contractors of the legislative auditor or the legislative finance director who are

26 engaged under contract to evaluate the tax reduction if each signs an

27 appropriate confidentiality agreement;

28 (3) may require the applicant for the tax reduction under (i) of this

29 section and this subsection to pay for the services of an independent contractor,

30 selected by the applicant from a list of qualified consultants compiled by the

31 commissioner, to evaluate hydrocarbon development, production, transportation, and

L -8-
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1 economics and to assist the commissioner in evaluating the application and financial

2 and technical data; if, under this paragraph, the commissioner requires payment for the

3 services of an independent contractor, the total cost of the services to be paid for by

4 the applicant r:ay not exceed $150,000 for each application, and the commissioner

5 shall determine the relevant scope of the work to be performed by the contractor;

6 selection of an independent contractor under this paragraph is not subject to AS 36.30;

7 (4) shall make and publish a preliminary findings and determination on

8 the tax reduction application, give reasonable public notice of the preliminary findings

9 and determination, and invite public comment on the preliminary findings and

10 determination during a 30-day period for receipt of public comment;

11 (5) shall offer to appear before the Legislative Budget and Audit

12 Committee, on a day that is not earlier than 10 days and not later than 20 days after

13 giving public notice under (4) of this subsection, to provide the committee a review of

14 the commissioner's preliminary findings and determination on the tax reduction

15 application and administrative process; if the Legislative Budget and Audit Committee

16 accepts the commissioner's offer, the committee shall give notice of the committee's

17 meeting to all members of the legislature;

18 (6) shall make copies of the preliminary findings and determination

19 available to

20 (A ) the presiding officer of each house of the legislature;

21 (B ) the chairs of the legislature’s standing committees on

22 resources; and

23 (C) the chairs of the legislature's special committees on oil and

24 gas, if any; and

25 (7) shall, within 30 days after the close of the public comment period

26 under (4) of this subsection,

27 (A) prepare a summary of the public response to the

28 commissioner's preliminary findings and determination;

29 (B ) make a final findings and determination; the

30 commissioner’s final findings and determination prepared under this

31 subparagraph regarding a tax reduction is final and not appealable to the court;

l -!)-
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1 (C) transmit a copy of the final findings and determination to

2 the lessee; and

3 (D) make copies of the final findings and determination

4 available to each person who submitted comment under (4) of this subsection

5 and who has filed a request for the copies.

6 (k) In this section, "North Slope oil" means oil produced from a portion of a

7 reservoir located north of 68 degrees North latitude.

8 * Sec. 7. AS 43.55.012(b) is amended to read:

9 (b) The cents-pcr-barrel amount set out in AS 43.55.011(c)(1) and (2)

10 [AS 43.55.011(c)] applies to oil of 27 degrees AP I gravity. For each degree of API

11 gravity less than 27 degreesj the cents-per-barrel amount shall be reduced by $.005

12 and for each degree of A P I gravity greater than 27 degrees the cents-per-barrel amount

13 shall be increased by $.005 except that oil above 40 degrees A P I gravity shall be taxed

14 as 40 degree oil. In applying the gravity adjustment under this subsection, fractional

15 degrees of A P I gravity shall be disregarded.

16 * Sec. 8. AS 43.55.025(b) is amended to read:

17 (b) To qualify for the production tax credit under (a) of this section, an

18 exploration expenditure must be incurred for work performed on or after Ju ly 1, 2003,

19 J  before July 1, 2016 [2007], except that an exploration expenditure for a Cook Inlet

20 prospect must be incurred for work performed on or after July 1, 2005, [AND

21 B E F O R E  JU L Y  1, 2010, AND EX C EP T  THAT AN  EX PLO RA T IO N

22 EX PEN D IT U R E , IN  W H O LE OR IN  PART, SOUTH OF 68 D EG R EES , 15

23 M IN U TES, NORTH LA T ITU D E. AND NOT PA RT  O F A COOK IN LET

24 PR O SPEC T  M UST B E  IN C U RRED  FOR W O R K  PERFO RM ED  ON OR AFTER

25 JU L Y  1, 2003, AND BEFO R E  JU L Y  1. 2010,] and

26 (1) may be for seismic or geophysical exploration costs not connected

27 with a specific well;

28 (2) if for an exploration well,

29 (A) must be incuned by an explorer that holds an interest in the

30 exploration well for which the production tax credit is claimed;

31 (B ) may be for either an oil or gas discovery well or a dry hole;

l -10-
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1 and

2 (C) must be for goods, services, or rentals of personal property

3 reasonably required for the surface preparation, drilling, casing, cementing,

4 and logging of an exploration well, and, in the case of a dry hole, for the

5 expenses required for abandonment if the well is abandoned within 18 months

6 after the date the well was spudded;

7 (3) may not be for testing, stimulation, or completion costs;

8 administration, supervision, engineering, or lease operating costs; geological or

9 managt tent costs; community relations or environmental costs; bonuses, taxes, or

10 other payments to governments related to the well; or other costs that are generally

11 recognized as indirect costs or financing costs; and

12 (4) may not be incurred for an exploration well or seismic exploration

13 that is included in a plan of exploration or a plan of development for any unit on

14 May 13, 2003.

15 * Sec. 9. A S 43.55.201 is amended to read:

16 Sec. 43.55.201. Surcharge levied, (a) Every producer of oil shall pay a

17 surcharge of $.01 [$.02] per barrel of oil produced from each lea^e or property in the

IS state, less any oil the ownership or right to which is exempt from taxation.

19 (b) The surcharge imposed by (a) of this section is in addition to the tax

20 imposed bv AS 43.55.011 and is due on the last day of the month on oil produced

21 from each lease or property during the preceding month. The surcharge [SHAM .

22 B E  PA ID  IN  THE SA M E  M A N N ER  AS TH E TA X  IM PO SED  B Y  AS 42.55.011 -

23 43.55.150; AND] is in addition to the surcharge imposed by AS 43.55.300 -

24 43.55.310.

25 (c) A producer of oil shall make reports of production in the same manner and

26 under the same penalties as required under AS 43.55.011 -43.55.180 [AS 43.55.011 -

27 43.55.150].

28 * Sec. 10. AS 43.55.201 is amended by adding a new subsection to read:

29 (d) Oil not considered under AS 43.55.020(c) to be produced from a lease or

30 property is not considered to be produced from a lease or property for purposes of this

31 section.

l -11-
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1 * Sec. 11. AS 43.55.221(d) is amended to read:

2 (d) If the commissioner of administration reports that the sum reported under

3 (b) of this section equals or exceeds $71.000.000 as adjusted under A S  43.55.225

4 [$50,000,000], the commissioner of revenue shall suspend imposition and collection

5 of the surcharge levied and collected under AS 43.55.201. Suspension of the

6 imposition and collection of the surcharge begins on the first day of the calendar

7 quarter next following the commissioner's receipt of the commissioner of

8 administration's report under (b) of this section. Before the first day of a suspension

9 authorized by this subsection, the commissioner shall make a reasonable effort to

10 notify all persons who are known to the department to be paying the surcharge under

11 AS 43.55.201 that the surcharge will be suspended.

12 * Sec. 12. AS 43.55.221(e) is amended to read:

13 (e) Except as provided in AS 43.55.231, if the commissioner of administration

14 reports that the sum reported under (b) of this section is less than $71.000.000 as

15 adjusted under AS 43.55.225 [$50,000,000], the commissioner of revenue shall

16 require imposition and collection of the surcharge authorized under AS 43.55.201. If

17 the surcharge is not in effect, reimposition of the surcharge begins on the first day of

18 the calendar quarter next following the commissioner's receipt of the commissioner of

19 administration's report under (b) of this section. Before the first day of reimposition of

20 the surcharge authorized by this subsection, the commissioner shall make a reasonable

21 effort to notify all persons who are known to the department to be required to pay the

22 surcharge under AS 43.55.201 that the surcharge will be reimposed.

23 * Sec. 13. AS 43.55 is amended by adding a new section to read:

24 Sec. 43.55.225. Adjustment of dollar amounts, (a) The dollar amounts in

25 AS 43.55.221(d) and (c) change, as provided in this section, according to and to the

26 extent of changes in the Consumer Price Index for all urban consumers for the

27 Anchorage metropolitan area compiled by the Bureau of Labor Statistics, United

28 States Department of Labor (the index). The index for January 2006 is the reference

29 base index.

30 (b) The dollar amounts change on October 1 of each year according to the

31 percentage change between the index for January of that year and the most recent

L -12-
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1 index used to determine whether to change the dollar amounts. After calculation of the

2 new amounts, the resulting amounts shall be rounded to the nearest cent.

3 (c) If  the index is revised, the percentage of change is calculated on the basis

4 of the revised index. If a revision of the index changes the reference base index, a

5 revised reference base index is determined by multiplying the reference base index

6 applicable by the rebasing factor furnished by the Bureau of Labor Statistics, United

7 States Department of Labor. If  the index is superseded, the index referred to in this

8 section is the one represented by the Bureau of Labor Statistics as reflecting most

9 accurately changes in the purchasing power of the dollar for Alaska consumers.

10 (d) The department shall adopt a regulation announcing,

11 (1) on or before June 30 of each year, the changes in dollar amounts

12 required by (b) of this section; and

13 (2) promptly after the changes occur, changes in the index required by

14 (c) of this section, including, if applicable, the numerical equivalent of the reference

15 base index under a revised reference base index and the designation or title of any

16 index superseding the index.

17 * Sec. 14. AS 43.55.300 is amended to read:

IS  Sec. 43.55.300. Surcharge levied, (a) Every producer of oil shall pay a

19 surcharge of $.05 [$.03] per barrel of oil produced from each lease or property in the

20 state, less any oil the ownership or right to which is exempt from taxation.

21 (b) The surcharge imposed by (a) of this section is in addition to the tax

22 imposed hv AS 43.55.011 and is due on the last dav of the month on oil produced

23 from each lease or property during the preceding month. The surcharge [SH A LL

24 BE  PAID  IN T H E  SA M E  M A N N ER  AS T H E  T A X  LMPOSED B Y  AS 43.55.011 -

25 43.55.150; AND ] is in addition to the surcharge imposed by AS 43.55.201 -

26 43.55.231.

27 (c) A producer of oil shall make reports of production ir. the same manner and

2S under the same penalties as required under AS 43.55.011 - 43.55.180 [AS 43.55.011 -

29 43.55.150].

30 * Sec. 15. AS 43.55.300 is amended by adding a new subsection to read:

31 (d) Oil not considered under AS 43.55.020(e) to be produced from a lease or

L -13-



1 property is not considered to be. produced from a lease or property for purposes of this

2 section.

3 * Sec. 16. The uncodified law of the State of Alaska is amended by adding a new section to

4 read:

5 R ET R O A C T IV IT Y . Sections 3 - 10, 14, and 15 of this Act are retroactive to

6 January 1, 2006, and apply to oil pioduced after December 31, 2005.

7 * Sec. 17. This Act takes effect immediately under AS 01.10.070(c)."

24-GH2096U.5
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A M E N D M E N T

OFFERED IN  THE HOUSE

TO: C SH B 3001( ), Draft Version "I"

1 Page 1, line 1, following "Act":

2 Insert "amending the powers and duties of the Alaska Oil and Gas Conservation

3 Commission;"

4

5 Page 2, following line 8:

6 Insert a new bill section to read:

7 "* Sec. 2. A S 31.05.030(d) is amended to read:

8 (d) The commission may require

9 (1) identification of ownership of wells, producing leases, tanks,

10 plants* and drilling structures;

11 (2) the making and filing of reports, well logs, drilling logs, electric

12 logs, Iithologic logs, directional surveys, and all other subsurface information on a

13 well drilled for oil or gas, or for the discovery of oil or gas, or for geologic

14 information, and the required reports and information shall be filed within 30 days

15 after the completion, abandonment, or suspension of the well;

16 (3) the drilling, casing* and plugging of wells in a manner that will

17 prevent the escape of oil or gas out of one stratum into another, the intrusion of water

IS into an oil or gas stratum, the pollution of fresh water supplies by oil, gas. or salt

19 water, and prevent blowouts, cavings, seepages and fires;

20 (4) the furnishing of a reasonable bond with sufficient surety

21 conditions for the performance of the duty to plug each dry or abandoned well or the

repair of wells causing waste;

23 (5) the operation of wells with efficient gas-oil and water-oil ratios,

L - I -
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and may fix these ratios;

(6) the gauging or other measuring of oil and gas to determine the 

quality and quantity of oil and gas;

(7) every person who produces oil or gas in the state to keep and 

maintain for a period of five years in the state complete and accurate records of die 

quantities of oil and gas produced, which shall be available for examination by the 

Department of Natural Resources or its agents at all reasonable times;

(8) the measuring and monitoring of oil and gas pool pressures;

(9) the filing and approval of a plan of development and operation for 

a field or pool in order to prevent waste, ensure [INSURE] a greater ultimate recovery 

of oil and gas, and protect the correlative rights of persons owning interests in the 

tracts of land affected;

(10) working interest owners to provide, at cost plus a reasonable 

rate of return determined under regulations adopted by the commission and 

without causing substantial injury to the owner, access bv or for the benefit of 

others to production and other facilities whenever necessary; for purp- - * this 

paragraph, the commission's regulations must be consistent with the stands. Is of 

the Regulatory Commission of Alaska adopted to implement AS 42.05.311(a); the 

commission mav act under this paragraph

(A) to

(i) maximize the economic and physical recovery of 

the state's oil and gas resources;

(ii) maximize competition among parties seeking to 

explore and develop the state's oil and gas resources:

(iii) minimize the adverse affects of exploration, 

development, production, and transportation activity; nr

(iv) otherwise protect the best interest of the state:

(B ) only if the commission finds that directing the working 

interest owner to provide access by or for the benefit of others would not 

materially interfere with the owner's paramount use of the facility; and

(C) only if the commission finds that the facility has excess

L -2-



1 capacity or that it is feasible to expand the facility with the expansion costs

2 and any additional operating costs to be borne by the entities that use the

3 added capacity in proportion to the amount of use bv each entity."

4

5 Renumber the following bill sections accordingly.

6

7 Renumber internal references to bill sections in accordance with this amendment. Below are

8 all internal bill section references in this bill:

9 Page 1, line 9

10 Page 2, line 5

11 Page 39, lines 4, 5, 7, 8, 12,14, 19, 26, and 29

12 Page 40, lines 4, 6,13, 16, 22, 23,28, and 30

13 Page 41, lines 5, 6, 24, and 25

24-GH2096U.1
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TO: C S IIB  3001
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A M E N D M E N T  ^

B Y  R E PR ES EN T A T IV E  K ER T T U LA

Page 31, line 16-22: 

Delete all material.
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STATE SHARE: Distribution of Future Cash Flows Under SQ, Gov's Bill, 

POP, and Various PPT  Proposals, FY 2007-2030
ANS Slulus Governor's POP I louse Conference
WC Quo Hill var rate/20 & 23.5/20 & 22.0/20 &
S/bhl 20/20 .25% Net S-10 .250% Net $35 .175% Nel $35

$30 32.2% 35.2% 35.2% 37.2% 30.7%
S40 28.0% 34.0% 35.0% 37.3% 30.7%
$50 20.1% 34.3% 30.1% 37.5% 30.9%
SCO 24.9% 34.2% 37.5% 39.3% 38.2%
$70 24.2% 34.1% 39.8% 41.2% 39.5%
$80 23.7% 34.0% 42.0% 43.2% 40.9%
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G O V ER N M EN T  S H A R E : Distribution of Future Cash F low s Under SQ , 
G ov 's  Bill, PO P , and Various P P T  Proposals, FY  2007-2030

ANS Status Governor's PO P House Conference
WC Quo Bill var rato/20 & 23.5/20 & 22.8/20 &
S/bbl 20/20 .25% Net $40 .25% Net $35 .175% Net $35

$30 56.2% 50.0% 50.8% 60.1% 59.8%
$40 53.7% 50.4% 59.0% 60.1% 59.7%
$50 52.6% 58.1% 59.3% 60.2% 59.8%
SCO 51.9% 50.0% 60.2% 61.3% 60.6%
$70 51.4% 57.9% 61.7% 62.6% 61.5%
$00 51.1% 57.9% 63.1% 63.9% 62.3%
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GOVERNMENT SHARE: Distribution of Future Cash Flows Linder SQ, Gov's 
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North Slope Production and Individual Field 
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^ A 20% PPT tax rate is high. We only agreed to it to progress gas.

^ This proposal is much higher and will not lead to maximum benefits for 

Alaskans (investment, production, jobs, state revenue, etc)

^ While the structure recognizes the impedance of production, it is 

somewhat simplistic and relies on unrealistic assumptions /  concepts:

-The  incentive is better focused on inputs (investment). Investment also has 

other benefits beyond new production to Alaskan businesses

5% decline rate does not reflect the current North Slope reality

^Increasing taxes on new  oil increases risk and is bad policy

Retaining progressivity makes it more difficult for Alaska to attract the 

capital it needs

2



Producers only agreed to 20% as a way to move ahead with the gas 
pipeline

A lower tax rate would be better for Alaska

r  Lower taxes will help attract the huge amounts of capital needed to 
stem production decline

^ Lower taxes means more investment, more production, more jobs, 
more State Revenue and a healthier economy in Alaska

With a 20% tax rate Alaska will have the highest tax rate & the highest 
cost structure in the US. This new proposal increase taxes still further. 
Progressivity will increase the burden even beyond that.
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Alberta & Gulf of Mexico are booming while Alaska production is declining

Increasing taxes will not attract investment to Alaska



bp

Production is an output, investment is an input

>■ Producers have control only over the input (investment) and can 
only forecast the output (production)

r  The linkage of tax rate to production introduces additional 
uncertainty and thus risk for the investor

<r Added risk and uncertainty make investments less attractive and 
will make Alaska less attractive compared to its competitors

^ The structure could work but only if the numbers are right

> Care must be taken to avoid unintended consequences 
(e.g. impact on viscous oil?)

5



Future production will become more and more challenging as light oil targets 
become smaller and less economic and the proportion of viscous oil increases

Future production from known resources in existing fields will greatly exceed 
that from exploration
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bp

^ Increasing the tax rate when production will be further declined, costs 
increasing and wells less productive is directionally wrong. This is the 
time when additional incentives should be being considered to keep the 
fields going. It is not the time to increase the tax burden even more!

r  Alternatively, keeping the tax rate at 15% for all new oil would be a 
much better outcome for Alaska

^ The right tax regime for the oil business is one which promotes 
investment, and maximizes production and hence State Revenue. A 
flat 15% PPT tax rate for all new oil would be a step in the right 
direction.

8
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State Revenue over life of North Slope oil business

$49bn

$64bnM b n  $30bn

$22bn $33bn

By promoting investment and maximizing production, Alaska will benefit much 
more than by increasing short-term revenue through high taxes

9
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m A 20% PPT tax rate is high. We only agreed to it to progress gas.

^ This proposal is much higher and will not lead to maximum benefits for 

Alaskans (investment, production, jobs, state revenue, etc)

*  While the structure recognizes the importance of production, it is 
somewhat simplistic and relies on unrealistic assumptions /  concepts:

^The incentive is better focused on inputs (investment). Investment also has 

other benefits beyond new production to Alaskan businesses

' A  5% decline rate does not reflect the current North Slope reality

^Increasing taxes on new  oil increases risk and is bad policy

^ Retaining progressivity makes it more difficult for Alaska to attract the 

capital it needs

10



A more direct incentive would be to tie the tax rate to reinvestment. 

^Investment is in the direct control of industry

'  Increased production is the goal and increased investment is the means

^ ln  addition to increased production, increased investment benefits the Alaska 

economy, businesses and creates jobs for Alaskans

' A  tax rate based on reinvestment reduces investor's risk

'G o ld  plating can be prevented in a straight forward fashion

'T a x  based upon investment creates a more level playing field and may avoid 

unforeseen adverse consequences of a decline based tax rate



Should the decline methodology be adopted, the following issues should be 

addressed:

- A  decline rate of at least 10% is required to reflect current mature North 

Slope fields

rolling five year historical average would provide a more reasonable base 

than a single year base period

^ Given the period required to develop new barrels, an increase on the tax rate 

on new  oil creates a disincentive. We recommend that this built in tax increase 

be eliminated.

Progressivity makes it more difficult to attract the additional capital Alaska 

needs. Progressivity should be dropped or reduced to a much lower rate.

 ̂Tax rates for new and old oil should be lowered to ensure the blended tax 

rate is competitive with other US & global provinces.
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A single reference year is not indicative of mature field decline
Base production five year averages:
• Prudhoe base 8.6% decline
• Kuparuk base 7.7%
• Milne 4.4%
• Endicott base 11.1%
• Point Mclntire base 10.8%

MMbd 1996 | 1997 | 1998 1999 | 2000 | 2001 2002 2003 2004 2005 2006
North Slope

Prudhoe Bay -9.2% -11.9% -10.8% -10.2% •5.4% -9.8% -11.1% -3.2% -9.1% -9.7%
Kuparuk -5.7% -2.6% -7.3% -12.0% -7.1% -10.7% •9.1% -3.1% -8.4% -7.0%
Milne Point 136.4% 1.9% 3.8% -3.6% -1.9% 0.0% -1.9% 0.0% -2.0% -18.0%
Endicott -23.6% -14.7% -17.2% -4.2% -19.6% -10.8% -12.1% 0.0% -27.6% -4.8%
GPMA 10.1% -8.7% -17.9% -25.0% -23.9% ■15.7% -13.3% -6.2% -8.2% -10.7%
Northstar 200.0% 15.8% 4.5% -20.3%

10 yr. Avg, 5 Yr Avg.

-9.0% -8.6%
-7.3% -7.7%
11.5% -4.4%

-13.5% -11.1%
-12.0% -10.8%

•Source: D O R  Spring 2006R evenuo  Sources Book
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Gross vs Net Production Tax
A back ground discussion

July 25, 2006

Presentation to 
The House Finance Committee 

Pedro van Meurs



General Comments

HB 3004 contains several elements of a 
proposal which I made on April 29, 2001 
to the Knowles administration for 
changes in the production tax.

However, there are also important 
differences between HB 3004 and my 
earlier proposal. These differences are 
central to the understanding of “gross vs 
net”.



General Comments
My 2001 proposal was a modification of 
the then existing ELF based production 
tax. It contained:
Stronger tax rates in case of small fields 
with low productivities.
A strongly price sensitive tax, which 
much higher rates under high prices and 
zero tax under low prices.
Provisions for heavy oil incentives
Tax credits in order to encourage re­
investment in the State.



Revenues versus Structure
In order to understand the various concepts it is 
very important to distinguish clearly between:
The structure of the production tax, and
The level of revenues that the State would 
receive.

This presentation deals with the structure of the 
production tax.

Under any structure the level of revenues can be 
set higher or lower depending on the perception 
of the competitive international framework.



Three Fiscal Options
The three different options reflect the three main 
choices that the Government of Alaska has in 
creating a new production tax:
A structure based on tax credits:

Based on State wide net revenues, or
Based on gross revenues per “field” with no 
deductions for capital and operating costs.

No or minor tax credits:
A structure based on gross revenues per "field".



Three Fiscal Options
In order to evaluate the various structures three 
fiscal options were prepared which result in 
identical production tax revenues to the State 
based on the high cost 50MM-Low ($13.50/bbl) 
and 150MM-Low ($ 11/bbl) fields:
With tax credits:

A PPT variation with a progressive feature 
-  A variation of my 2001 proposal 

No or minor tax credits:
A variation of HB 3004
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Three Fiscal Options
50MM-Low-high cost

Production Tax for 50MM-LOW for three options

1 * 3 0 0 4  var 

P P T  v ar  

P V M  var

WTI Oil Prices

The Three fiscal options are calibrated to create 
almost the same undiscounted revenues to the 
State for the 50 MM-Low case.
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Three Fiscal Options
150MM-Low-high cost

Production Tax for 150 MM-LOW for three options

♦ i i'. 3 0 0 4  var

•  P l-T  var 

P V M  var

W TI Oil Prices

I he Three fiscal options are calibrated to create 
almost the same undiscounled revenues to the 
State under the 150 MM-Low case.
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Three Fiscal Options
PPT variation

Tax rate: 20%
Tax credit: 20%
Progressive feature based on net, 
starting at $ 35 per barrel, 
increasing with 0.2% for every 
dollar.
Maximum rate: 50%
No corporate wide basic allowance.



Flat nominal rate of 15%.
Investment tax credits of 40% on 
all capital expenditures
Price adjustment factor starting at $ 
50 per barrel based on ANS/50, 
price adjustment includes 

. escalation.
Maximum rate: 40%

Three Fiscal Options
PVM 2001 variation



Three Fiscal Options
HB 3004 variation

Existing nominal rates and existing ELF 
Minimum rate of 6.5%
Rate reduction below $ 35 by 6% to $ 20 
per barrel.
Price adjustment factor starting at $ 35 
per barrel based on ANS735, price 
adjustment includes escalation.
Extra percentage increase by 3% 
between $ 70 and $ 120 per barrel.
Maximum rate' 40%



Impact on investors
Three options -  IRR -  50 MM Low

IRR for 50MM-LOW for three  options

H B 3004 var 
*  P P T  var 

P V M  var

W TI Oil Prices

The PPT and PVM variations provide for a near
identical IRR. The HB 3004 variation results in a
much lower IRR.

'2
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Impact on Investors
Three options -  IRR -  150 MM Low

IRR for 1 5 0 IV!M-LOW for three options

W T I Oil Prices

The PPT and PVM variations provide for a near
identical IRR. 1 he HB 3004 variation results in a
much lower IRR.

*  nN C -P V M  
- n  ppT var 

• PVM var
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Impact on Investors
Three options -  EMV10 - 5 0  MM Low

EMV10 of 50MM Low for three options

G N C -P V M  

■ P P T  var 

P V M  var

W TI Oil Pricos

The PPT and PVM variations provide for a near
identical EMV10. The HB 3004 variation results
in a much lower EMV10.
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Impact on Investors
Three options  -  EMV10 - 1 5 0  Low

EMV10 of 150MM Low for three options

0 N C -V V M  
■ P P T  var 

P V M  vnr

W TI Oil Prices

The PPT and PVM variations provide for a near
identical EMV10. The HB 3004 variation results
in a much lower EMV10.



Impact on Investors

The MB 3004 variation is less attractive because as far 
as the production tax is concerned:

Under the HB 3004 variation, if investors invest $ 1 
million, they count it as $ 1 million because there are 
no tax deductions.

Una'ei the PP’I and PVM2001 variations if investors 
invest $ 1 million, they count is as $ 600,000, because 
they will get a reduction in tax of $ 400,000. The fact 
that the net investm ent is only $ 600,000 makes the 
project more profitable on an incremental basis.



Fiscal Structure

However, the government ends up with the same 
undiscounted revenues under all three variations, 
because under the PPT and PVM2001 variations 
the government compensates the PPT tax saving 
by investors with a higher tax later on. This 
means the structure of these two variations is 
more back end loaded.

Under the PPT and PVM 2001 variations the 
government first levies a higher tax and then 
permits the lax reduction in order to end up with 
the same revenues as under the HB 3004 
variation.



Fiscal Structure
International Framework

Many jurisdictions have already 
discovered that the best way to 
encourage investment is to ensure 
that the net investments are low. 
Providing tax deductions and tax 
credits is the best way to 
encourage re-investment.



Fiscal Structure
International Framework

Alaska is competing with 
jurisdictions that provide such 
incentives to re-invest. In the 
OECD area the most important 
examples are Norway, UK, the 
Netherlands, Denmark, Alberta, 
Newfoundland, NWT and Australia. 
However, there are more than 60 
other nations with profit based or 
profit oil based systems.



Fiscal Structure
Reinvestment or No Reinvestment

The fiscal structure issue is therefore not “gross 
versus net”.

The issue is whether Alaska will establish a 
new production tax that:

encourages re-investment in Alaska, such as 
the PPT and PVM 2001 variations with tax 
credits and/or tax deductions of cost, or

does not encourage re-investment in Alaska, 
such as the HB 3004 variation.



Fiscal Structure
Two Options with Tax Credits

In early 2003 two different fiscal structures were 
considered with tax credits:

A revised version o fthe  2001 proposal which 
consisted of a production tax on gross and tax 
credits, and
The PPT concept.

Both systems can be designed in such a way lo 
result in a very similar overall incentive to re­
invest in Alaska.

Why was the PPT fiscal structure recommended 
to the Governor?



Fiscal Structure
Gross with tax credits

A production tax based on gross 
with tax credits has a number of 
disadvantages compared to the 
PPT related to:
‘Shelf life of formulas
Definition of “field”
Heavy oil provisions



Fiscal Structure
Gross with Tax credits: “Shelf life”

Alaska has already a fiscal feature that is based on 
gross: the royalty.

Royalties provide about half of the State’s oil and gas 
income.

To design a tax also largely based on gross in addition 
to the royalty is difficult economically.

In order to make the tax fit with the economic reality of 
the Alaska North Slope resources it is necessary to 
introduce sliding scales and formulas in ord ;r to make 
the widest possible range of investment opportunities 
economic. This resulted 1989 in the ELF formula.



Fiscal Structure
Gross with Tax Credits: “Shelf life”

The problem is that the “shelf life” of such 
formulas is relatively short. The ELF became 
outdated after about 10 years and it has now 

' already taken more than five years to try to get a 
replacement of the ELF.

he reason for the short "shelf life” is that 
economic and technical conditions change rapidly 
and therefore the economic basis for the formula 
becomes rapidly outdated.

II is far simpler lo base a system on net revenues.
A system based on net revenues adjusts better to
changing economic circumstances.



Fiscal Structure
Gross with Tax Credits: “Field” definition

In order to make a system based on 
“gross” work it is necessary to define a 
“field" or some type of area or unit to 
which the production tax formulas relate.

It is increasingly difficult to define such 
“fields”. Most investments on the North 
Slope relate to deeper or shallower 
reservoirs, reservoir extensions, satellite 
fields, EOR in existing reservoirs, etc.



Therefore, a system based on gross 
creates automatically inequities between 
different types of investments. If 
investments are made in the same “field”, 
taxes may be high, if investments are 
made in new “fields” '.axes may be low.
1 nese problems have already emerged.

A State or North Slope wide system 
based on net revenues avoids all these 
problems.

Fiscal Structure
Gross with Tax Credits: “Field” definition



Fiscal Structure
Gross with Tax Credits: Heavy Oil

Ari important problem is that the 
future of the North Slope oil 
production will be largely based on 
heavy oil.

A system based on “gross” for light 
oil is not applicable to “heavy oil”. 
Therefore special provisions need 
to be made.



Creating such special provisions 
for heavy oil is difficult with respect 
to the following:
Definition of heavy oil
Definition of economic difference 
between light oil and heavy oil. 
Rapid technological progress will 
change costs.
Administration of special heavy oi! 
provisions.

Fiscal Structure
Gross with Tax Credits: Heavy Oil



The North Slope developments are now 
at a mature stage in the traditional State 
lease areas. This creates a situation 
where it is no longer possible to define 
economics based on simple “field” or 
“unit” definitions and where it is important 
to kick off major developments in heavy 
and viscous oil.

This mature situation no longer lends 
itself to a gross production tax even if 
significant tax credits are introduced.

Fiscal Structure
Gross with Tax Credits: Conclusion



Fiscal Structure
Conclusion

A State wide system based on net 
revenues, such as the PPT, requiring 
a single tax return per company, is 
much easier to administer than a 
production tax based on gross 
revenues.

A PPT is also more durable. This is 
important.

However, what about cost control?



Fiscal Structure
PPT and cost control

The fact that so many nations have 
successfully worked with profit 
based systems during the last 
three decades indicates that these 
systems “work”.

Cost control is an important issue, 
but it should not be overblown.
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Fiscal Structure
PPT and Cost Control

For instance, even if an company would 
illegally claim 30% more costs than 
actually are permitted as deductions, and 
Alaska auditors would not identify this, 
the effect on overall tax collection would 
be modest.

Assuming average costs of $ 6 per barrel 
(operating and capital). The tax and tax 
credit losses under the 20/20 PPT would 
be $ 0.54 per barrel. In an environment 
of $ 30 to $ 60 per barrel at the point of 
oroduction, this is a relatively modest 
problem.



Fisca! Structure
PPT and Cost Control

Nevertheless, Section 25 of the PPT bill provides 
for a long list of non-deductible costs, including:

1. Depreciation, depletion, amortization
2. . Financing charges and cost of raising equity
3. Acquisition costs of leases
4. Cost for arbitration, litigation
5. Partnership, JV, and other organizational costs
b Any expenditures in excess of fair market value
7. Expenditures to purchase another company or 

business
8 Certain abandonment costs
9 Losses and damages of oil discharges.
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Produce or Pay

July 31, 2006

Presentation to 
he House Finance Committee 

Pedro van Meurs



General Comments

During previous discussions in the House 
marice Committee the following issues 

were raised:
Should we consider taxing the existing 
("old) production with a higher rate than 
the incremental (“new”) production?
What if PPT does not stop production 
decline? Should we not simply take a 
nigher government take for Alaska in this
case?



These two concerns are 
addressed in the concept of:

Produce or Pay

Produce or Pay”



Produce or Pay

in the Produce or Pay concept the 
production of each company is split 
into:
Base Production, and 
Incremental Production

The Base Production is determined 
on the basis of the 2005 production 
in terms of barrels equivalent.



Base Production
The 2005 base production is determined as 75% of this 
production.

For 2006 and future years a 5% decline per year is 
being used relative to 2005 on an exponential basis. 
This matches the way in which oil and gas fields 
typically decline.

Any production of a company in excess o fthe  base 
production is incremental production.

If actual production is less than the base production all 
production is considered base production.



Base Production
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Base Production
Geological and engineering evidence indicates that 
current actual decline curves for oil and gas are 
steeper than 5%.

Cunent actual decline of the various mature reservoirs 
under a "do nothing” scenario may range from 8% to 
1?% or more.

With current levels of ongoing investment companies 
may be able to reduce the decline rate to 5%. 
Therefore, the 5% decline rate is based on the fact 
that oil companies need to continue the current levels 
of re-investment in the State.



Tax Rates

It is proposed to have the following 
tax rates:
Base Production: 25%
Incremental Production: Initially 
15%, going up by 0.5% per year 
from 2012 onwards until by 2031 
the two rates are merged at 25%.



Production Scenarios
Five oil production scenarios were 
developed to test the weighted average 
tax rates on an Alaska wide basis. 
These scenarios are based production 
reaching the following flat levels:
500.000 bopd
700.000 bopd
900.000 bopd
1.000.000 bopd
2.000.000 bopd (ANWR opening up)
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It the Alaska oil industry would rapidly develop further oil 
production, the blended rate may reach as low as 20%. If 
they do not actively pursue further developments, the 
blended rate would not decline below 22.5%.



Effect on Individual Companies
The blended rate of individual existing oil and gas 
producers would vary more than the Alaska wide 
rate depending on their efforts:

Companies which pursue a harvesting approach 
would rapidly pay a blended rate of 25%.
Companies which let production decline at a 5% 
rate would pay 22.5% going up to 25%
Companies which strongly maintain or increase 
production could benefit from a rate less than 
22.5% for up to two decades until the rate goes 
up to 25%
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Companies which double production would have a 
blended rate as low as 18.5% for a number of years. 
Companies that are harvesters would rapidly pay 25%.



Effect on incremental Investment

An incremental rate starting at 15% 
with a 20% tax credit is a more 
attractive tax package than a rate 
ot 20% with a 20% tax credit for 
future investors.

Therefore, investments can be 
expected to be higher under this 
proposal than under the 20/20 
concept.
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F isc a l
Y e a r

F o re c a s te d
P ro d u c tio n

(in mmbbls/yr)

P ro d u c tio n  
D e c lin e *  p e r  

F o re c a s t

P ro d u c tio n  
S c h e d u le  p e r  
A llo w e d  5%  

D e c lin e
(in mmbbls/yr)

B le n d e d  T a x  
R a te  p er  
F o re c a s t

2 0 0 5 3 3 4 .7 0 0 .0 % 334.71 n/a
200 6 3 1 0 .4 3 7 .3% 3 1 7 .9 7 n/a
2 0 0 7 3 0 1 .1 7 3 .0 % 3 0 2 .0 7 2 2 .5 %
2 0 0 8 2 9 3 .0 6 2 .7 % 2 8 6 .9 7 2 2 .3 %
2 00 9 2 9 1 .5 7 0 .5 % 2 7 2 .6 2 2 2 ,0 %
201 0 2 8 6 .7 7 1 .6% 2 5 8 .9 9 2 1 .8 %
2011 2 9 2 .8 6 -2 .1 % 2 4 6 .0 4 2 1 .3 %
2 0 1 2 2 9 6 .7 4 -1 .3 % 2 3 3 .7 4 2 1 .1 %
2 0 1 3 2 8 6 .5 7 3 .4 % 2 2 2 .0 5 2 1 .2 %
2 01 4 2 7 8 .2 6 2 .9 % 2 1 0 .9 5 2 1 .3%
2 0 1 5 2 6 7 .0 2 4 .0 % 2 0 0 .4 0 2 1 .5%
2 0 1 6 2 5 6 .2 3 4 .0 % 1 9 0 .3 8 2 1 .7 %
2 01 7 2 4 8 .8 5 2 .9 % 1 8 0 .8 6 2 1 .8%
2 01 8 2 3 9 .4 7 3 .8% 171.C2 2 2 .0%
2 01 9 2 2 6 .2 4 5 .5 % 1 6 3 .2 3 2 2 .2%
2 02 0 2 1 4 .1 3 5 .4% 155 .07 2 2 .5%
2021 2 0 2 .5 2 5 .4% 147.31 2 2 .7 %
2 0 2 2 190 .3 2 6 .0 % 139.95 2 3 .0%
2 0 2 3 179 .2 6 5 .8 % 1 32 .9 5 2 3 .2 %
2 024 1 69 .0 9 5 ,7 % 126 .3 0 2 3 .5 %
2 0 2 5 159 .77 5 .5 % 119 .9 9 2 3 .7 %
2 02 6 1 5 1 .2 5 5 .3 % 113 .99 2 3 .9 %
2 02 7 143 .4 8 5 .1 % 1 0 8 .2 9 2 4 .1 %
2 02 8 136 .2 3 5 .1 % 1 0 2 .8 7 2 4 .3 %
2 02 9 129 .52 4 .9 % 9 7 .7 3 2 4 .6 %
2 0 3 0 123.45 4 .7 % 9 2 .84 2 4 .8 %

7/31/06

"A negative decline rate is an increase in production

V o lu m e  w e ig h te d  a v e ra g e  b le n d e d  ta x  ra te , 2 007  -  2 03 0  =  2 2 .3 5 %

Source: AK DOR
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Gross vs. Net: Two Aspects
Heavy Oil 

Exploration Economics

Alaska Department of Revenue
July 25, 2006



GROSS VS. NET - HEAVY OIL

West Coast ANS Price

Shipping
Pipeline

GROSS

Royalty 

UPSTREAM COSTS

NET

Light Oil

$40.00

$2.00
$3.00

$35.00

$4.38

$7.50

$23.13

Heavy Oil

$40.00

$2.00
$3.00

$35.00

$4.38

$15.00

$15.63

SU PPO SE  THE TAX IS 15% OF GROSS:

Tax on Gross (15% X $35.00) $5.25 $5.25

Tax as Percent of Net 22.7% 33.6%

2



GROSS VS. NET - EXPLORATION ECONOMICS

field target s ize (barre ls ) 4 0 ,0 0 0 ,0 0 0
net price $ 1 0 .0 0
total va lue  $ 4 0 0 ,0 0 0 ,0 0 0
discount factor 0 .4
net p resen t va lue $ 1 6 0 ,0 0 0 ,0 0 0

probability o f finding oil 15%
expected  va lue  $ 2 4 ,0 0 0 ,0 0 0

exploration cost $ 2 0 ,0 0 0 ,0 0 0

T A X  O N  G R O S S

expected  v a lu e  $ 2 4 ,0 0 0 ,0 0 0
exploration cost ($ 2 0 ,0 0 0 ,0 0 0 )
fu ll c y c le  e x p e c te d  v a lu e  $ 4 ,0 0 0 ,0 0 0

T A X  O N  N E T

expected  va lue $ 2 4 ,0 0 0 ,0 0 0
exploration cost ($ 2 0 ,0 0 0 ,0 0 0 )
credit (2 0 %  of exploration cost) $ 4 ,0 0 0 ,0 0 0
deduction (2 0 %  o f exp loration  cost) $ 4 ,0 0 0 ,0 0 0
fu ll c y c le  e x p e c te d  v a lu e  $ 1 2 ,0 0 0 ,0 0 0



Sale at Market
$43.43/ bbl

$22.00 (3.70 per mcf)
$14.5 Billion 
 N S O il....

« \
/ CH

334 7 30

IVIillions of Barrels (boe)

i



Transportation to Market= $1.7 billion

^Millions of Barrels (boe)



$1.1 billion Operating Costs

$1.7 O ap ita l Costa

Transportation, to Market= $1.7 billion
334 7 30

Ivlillions of Baxrels (boe)

t/ll ATI hhl

S22.00 (3.70 per m cf)
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$14.5 Billion NS Oil
$1.1 billion Operating Costs

Transportation to Marker= $1.7 billion

Net Value or Production Tax Value
$43.43 / bbl

S22.00 (3 .70 per m cf)

334

Millions of Barrels (boe)
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Tax After Credits
Tax After Credits 1.7 billion

5 ,O b Q b b l » q u l v » ln n t  o r a f i*t 8 « i « n  a t  o f  m *< H on— 112. m illio n
_________________________________TIB c ro d it 1.7 x .5« 170 million__________________________
l.*7fc» x  .25->  4 2 5  m i l l i o n  Q u o l i f i o d  C a p i t a l  E x p o n d i t u r o  C r o d i t a



Tax A te  Credits
Tax After Credits 1.7 billion

J . t w t i b b l  t ju lv n lu t  o w d l t  M u — n  mt n m t  o f  1 4  m A ll l o n — 1 1 3  m lU lo n -
____________________________T T B  o n w llt 1 .7  x  .3  x  .2 *-  1 7 0  m i l l io n ______________________

1 .7 b  sc. . 2 3 — <423 m i l l i o n .  Q i m l i f l e d  C a p i t a l  B x p o o d i t u r o  O rc x iit*

Tax Under Status Quo ~ .9 billion



Five Step Calculation of Tax Rate Under Am endm ent 2A

Step  Three: Higher of, between 2 0 %  and 25%

s -

$ 0.50
$ 1.00
s 1 50
$ 2.00
$ 2.50
$ 3.00
$ 3.50
$ 4.00
s 4.50
$ 5.00
$ 5.50
s 6.00
$ 6.50
s 7.00

DED
8 3 06
3 02 PM Alaska Department of Revenue



Five Step Calculation of Tax Rate Under Am endment 2A

Step four; Prop Version (prior to credits) with variable rate 
Progressivity slope: 0.0025 insert; 35

S
s
s
s
s
s
s
s
$
s
s
s
s
s
s

0.50
1.00
1.50 
2.00
2.50
3.00
3.50
4.00
4.50 
500
5.50
6.00
6.50 
7.00

•V vJU.WU 
0.0% 0.0% 0.8% 3.3% 5.8% 8.3% 10.8% 13.3%
0 0% 0.0% 0.6% 3.1% 5.6% 8.1% 10.6% 13.1%
0.0% 0.0% 0.5% 3.0% 5.5% 8.0% 10.5% 13.0%
0.0% 0 0% 0.4% 2.9% 5.4% 7.9% 10.4% 12.9%
0.0% 0.0% 0.3% 2.8% 5.3% 7.8% 10.3% 12.8%
0.0% 0.0% 0.1% 2.6% 5.1% 7.6% 10.1% 12.6%
0.0% 0.0% 0.0% 2.5% 5.0% 7.5% 10.0% 12.5%
00% 0.0% 0.0% 2.4% 4.9% 7.4% 9.9% 12.4%
0.0% 0.0% 0.0% 2.3% 4.8% 7.3% 9.8% 12.3%
0.0% 0.0% 0.0% 2.1% 4.6% 7.1% 9.6% 12.1%
0 0% 0.0% 0.0% 2.0% 4.5% 7.0% 9.5% 12.0%
0 0% 0.0% 0.0% 1.9% 4.4% 6.9% 9.4% 11.9%
0.0% 0 0% 0.0% 1.8% 4.3% 6.8% 9.3% 11.8%
0,0% 0.0% 0.0% 1.6% 4.1% 6.6% 9.1% 11.6%
0.0% 0.0% 0.0% 1.5% 4.0% 6.5% 9.0% 11.5%

DED
8 3 06
2:57 PM

Alaska Department of Revenue



Five Step Calculation of Tax Rate Under Am endm ent 2A

D ED  
8 306  
2 58 PM

Step  Five.Net Tax Rate  Plus Progressivity

$ 30.00 $ 40.00 $ 50.00 $
$ - 25.0% 25.0% 25.8%
s 0.50 25.0% 25.0% 25.6%
s 1.00 25.0% 25.0% 25.5%
s 1.50 24.5% 24.5% 24.9%
s 2.00 24.0% 24.0% 24.3%
s 2.50 23.5% 23.5% 23.7%
s 3.00 23.0% 23.0% 23.2%
s 3.50 22.5% 22.5% 22.8%
s 4.00 22.0% 22.0% 22.4%
s 4.50 21.5% 21.5% 22.0%
s 5.00 21.0% 21.0% 21.5%
$ 5.50 20.5% 20.5% 21.0%
s 6.00 20.0% 20.0% 20.5%
$ 6.50 20.0% 20.0% 20.0%
$ 7.00 20.0% 20.0% 20.0%

60.00 $ 70.00 $ 80.00 S 90.00 $ 100.00
28.3% 30.8% 33.3% 35.8% 38.3%
28.1% 30.6% 33.1% 35.6% 38.1%
28.0% 30.5% 33.0% 35 5 % 38.0%
27.4% 29.9% 32.4% 35.0% 37.5%
26.9% 29.5% 32.2% 34.7% 37.3%
26.5% 29 .2% 31.9% 34.5% 37.1%
26.1% 28.9% 31.6% 34.2% 36.8%
25.7% 28.6% 31.3% 33.9% 36.6%
25.3% 28.2% 31.0% 33.7% 36.3%
24.9% 27 .9% 30.7% 33.4% 36.0%
24.5% 27.5% 30.4% 33.1% 35.8%
24.0% 27.1% 30.0% 32.8% 35.5%
23.5% 26.7% 29.7% 32.5% 35.2%
23.0% 26.3% 29.4% 32.2% 35.0%
22.5% 25.9% 29.0% 31.9% 34.7%

Alaska Department of Revenue



Five Step Calculation of Tax Rate Under Amendm ent 2A

Net "Production Tax Value'Vper bbl

Capex:

Destination S 30.00 S 40.00 S 50.00 S 60.00 S 70.00 S 80.00 S 90.00 S 100.00

Opex 12.00 12.00 12.00 12.00 12.00 12.00 12.00 12.00

result $ 1B.00 $ 28.00 $ 38.00 S 48.00 $ 58.00 $ 68.00 $ 78.00 $ 88.00

$ 18.00 28.00 38.00 48.00 58.00 68.00 78.00 88.00

$ 0.50 17.50 27.50 37.50 47.50 57.50 67.50 77.50 87.50

$ 1.00 17.00 27.00 37.00 47.00 57.00 67.00 77.00 87.00

$ 1.50 16.50 26.50 36.50 46.50 56.50 66.50 76.50 86.50

$ 2.00 16.00 26.00 36.00 46.00 56.00 66.00 76.00 86.00

$ 2.50 15.50 25.50 35.50 45.50 55.50 65.50 75.50 85.50

$ 3.00 15.00 25.00 35.00 45.00 55.00 65.00 75.00 85.00

$ 3.50 14.50 24.50 34.50 44.50 54.50 64.50 74.50 84.50

$ 4.00 14.00 24.00 34.00 44.00 54.00 64.00 74.00 84.00

$ 4.50 13 50 23.50 33.50 43.50 53.50 63.50 73.50 83.50

$ 5.00 13 00 23.00 33.00 43.00 53.00 63.00 7300 83.00

$ 5.50 12.50 22.50 32.50 42.50 52.50 62.50 72.50 82.50

$ 6.00 12 00 22.00 32.00 42.00 52.00 62 00 72.00 82.00

$ 6.50 11 50 21.50 31.50 41.50 51.50 51.50 71.50 81.50

$ 7.00 11.00 21.00 31.00 41.00 51.00 61.00 71.00 81.00

D FD
8.3 06 
2 54 PM
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Five Step Calculation of Tax Rate Under Am endm ent 2A

Step One: "Invest Down" of Tax Rate (independent of price)

S
S 0.50 $ 1.00 
S 1.50 
S 2.00 
$ 2.50
S 3.00 
S 3.50 
S 4.00 
S 4.50 
S 5.00 
S 5.50 
S 6.00 
S 6.50 
S 7.00

$ 30.00 $ 40.00 $ 50.00 $ 60.00 S 70.00 $ 80.00 $ 90.00 $ 100.00

0.000% 25.0% 25.0% 25.0%  | 25.0% 25.0% 25.0% 25 .0% 25.0%

0.000% 25.0% 25.0% 25.0% 25.0% 25.0% 25.0% 25 .0% 25.0%

0.000% 2 5 0 % 25.0% 25.0% 25.0% 25.0% 25.0% 25.0% 25.0%

0.500% 24.5% 24.5% 24 5 % 24.5% 24.5% 24.5% 24.5% 24.5%

1.000% 24.0% 24.0% 24.0% 24.0% 24.0% 24.0% 24.0% 24.0%

1.500% 23.5% 23.5% 23.5% 23.5% 23.5% 23 .5% 23 .5% 23.5%

2.0U0% 23.0% 23.0% 23.0% 23.0% 23.0% 23.0% 23 .0% 23.0%

2.500% 22.5% 22.5% 22.5% 22.5% 22.5% 22.5% 22 .5% 22.5%

3.000% 22.0% 22 0 % 22.0% 22 0 % 22.0% 22.0% 22 .0% 22 0 %

3.500% 21.5% 21.5% 21.5% 21.5% 21.5% 21.5% 21 .5% 21.5%

4.000% 21 0 % 21.0% 21.0% 21.0% 21.0% 21.0% 21.0% 21.0%

4.500% 20 5 % 20.5% 20.5% 20.5% 20.5% 20.5% 20.5% 20.5%

5.000% 20 0 % 20.0% 20.0% 20.0% 20.0% 20.0% 20.0% 20.0%

5.000% 20.0% 20.0% 20.0% 20.0% 20.0% 20.0% 20.0% 20.0%

5.000% 20.0% 20.0% 20.0% 20.0% 20.0% 20.0% 20.0% 20.0%

DED
8 3 06
2.55 PM
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Five Step Calculation of Tax Rate Under Am endment 2A

Step Two: Calculation of "R "

S 30.00 $ 40.00 $ 50.00 S 60.00 S 70.00 S 80.00 $ 90.00 $ 100.00
s - 2 5 % 25% 25% 2 5 % 25% 2 5 % 25% 2 5 %
$ 0 50 24% 2 5 % 25% 2 5 % 2 5 % 2 5 % 25% 25%
s 1.00 24% 2 4 % 24% 2 5 % 2 5 % 2 5 % 25% 2 5 %
s 1.50 23 % 2 4 % 24% 2 4 % 24% 2 5 % 2 5 % 25%
s 2.00 22% 2 3 % 24% 2 4 % 2 4 % 2 4 % 2 4 % 2 5 %
s 2.50 2 1 % 23% 24% 2 4 % 24% 24% 2 4 % 2 4 %
s 3.00 20 % 2 2 % 23% 2 4 % 24% 2 4 % 24% 2 4 %
s 3 5 0 19% 2 2 % 23% 2 3 % 24% 2 4 % 24 % 2 4 %
s 4.00 17% 2 1 % 2 2 % 2 3 % 23% 2 4 % 2 4 % 2 4 %
$ 4.50 15% 2 0 % 22% 2 3 % 23% 2 4 % 2 4 % 2 4 %
s 5.00 12% 2 0 % 22% 2 2 % 2 3 % 2 3 % 2 4 % 2 4 %
s 5.50 8 % 19% 21% 2 2 % 23% 2 3 % 23 % 2 4 %
$ 6.00 3 % 18% 20% 2 2 % 22% 2 3 % 2 3 % 2 3 %
s 6 50 -5% 16% 20% 2 1 % 22% 2 3 % 23% 23 %
s 7.00 -19% 15% 19% 21 % 22% 2 3 % 2 3 % 2 3 %

D ED  
8 3 06 
2 55 PM Alaska Department of Revenue



AIM gravity - Wikipedia, the free encyclopedia Page 1 of 2

API gravity
From Wikipedia, the free encyclopedia

A P I  G rav ity  is a specific gravity scale developed by the Am erican Petroleum Institute (A P I )  lor measuring the 
relative density o f  various petroleum liquids. A P I gravity is graduated in degrees on a hydrometer instrument and 
was designed so that most values would fall between 10 and 70 A P I gravity degrees.

The U .S . National Bureau o f  Standards established the Haume scale (see degrees Baum e) as the standard for 
measuring specific gravity o f  liquids less dense than water in 1916. Investigation by the U .S . National Academ y 
o f  Sciences found major errors in salin ity and temperature controls that had caused serious variations in published 
values. I lydrometers in the U .S . had been manufactured and distributed w idely with a modulus o f  N 1 .5 instead o f  
the Baum e scale modulus o f  140. The scale was so firm ly established that by 1921 the remedy implemented by 
the Am erican Petroleum Institute was to create the A P I (ira v ity  settle recognizing the scale that was actually being 
used.

I he formula used to obtain the A P I gravity o f  petroleum liquids is thus:

A P I gravity = ( I4 I.5 /SG  at 60 'M; ) - 13 1.5

Conversely, the specific gravity o f  petroleum liquids can be derived from the A P I gravity value as 

S ( j  at 60 ° l : = I4 I.5 / (A P I gravity -?■ 131.5)

6 0 T  (or 15 5/9 °C )  is used as the normal value for measurements and further tables give adjustments for 
temperature.

(See A S  I M  1)129X)

I hits, a heavy oil with a specific gravity o f  1.0 (i.e.. with the same density a- pure water at o O T ) would have an 
A P I gravity of:

( I4 I.5 M .O )-  131.5 = 10.0 degrees A P I.

Generally speaking higher A P I gravity degree oil values have a greater com m ercial value and lower degree values 
have lower commercial value. I Itis general rule only holds up to 45 degrees A P I gravity its beyond this value the 
molecular chains become shorter and less valuable to a refinery.

Crude o il is classified as light, medium or heavy, according to its measured A P I gravity.

I iglit crude oil is delined as Itav iug tut AIM gravity limiter than 31.1 A P I

Medium  oil is delined as having an A P I gravity between 23.3 A P I and 31.1 A P I

Heavy oil is delined as having an A 1*1 gravity below 22.3 A P I.

O il which w ill not (low at normal temperature*or without dilution is named bitumen and the A P I gravity is 
generally less than III LA P I.  Bitum en derived from the oil sands deposits in the Alberta. Canada area hits an A P I 
gravity ofaroum l 8 A P I.  It is 'upgraded' to an A P I gravity o f  31 A P I to 33 A P I and the upgraded oil is known 
as svnlhetic oil.

hltp://eii.vvikipedia.org'vvik:'AIM gravity 7/31/2006



API gravity - Wikipedia, the free encyclopedia Page 2 o f2

E xternal  links

■ link to hydrometer (liltp.7/\vww.koehlerinstrument.com/produets/hydrometer.hlml)
» Conoco price adjustment by A P I gravity ( http://www.conocophillips.com/prodiicts/buy/gravily/inde.\.hlm)
■ comments oil A P I gravity adjustment scale 

( http://dnr.louisiana.gov/scc/cxecdiv/techasmt/oil_gas/crude_oil_gravily/commenls_1989.htm)
■ instructions lor using a glass hydrometer measured in A P I gravity

(http://\v\v\v. globalsecurily.org/military/library/policy /army/fin/10-67-1 /A P P I. I IT M L )  
n A P I Degree history (htlp://\\ ww.sizes.com/units/hydromeier_api.htm)

Retrieved from " http://en.wikipedia.org/wiki/API_gravity"

Category: Physical quantity

■ This page was last modified 22:46, 6 April 2006.
■ All text is available under the terms of the GNU Free 

Documentation License. (See Copyrights for details.) 
Wikipcdia®> is a registered trademark of the Wikimedia 
Foundation. Inc.

http://en.wikipcdia.org/uiki/API gra\ il\ 7 »  1 /2006
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✓

D o lla r  P e r barre l investm ent will d e te rm in e  tax rate b e tw ee n  2 0 %  and 2 5 %  
for year of investment

Amount 
Pe r Bbl below

Investment 2 5 %  Tax Rate
s - 0.00% 25.00%
s 0.50 0 00% 25.00%
s 1.00 0.00% 25.00%
$ 1.50 050% 24.50%
s 2.00 1.00% 24.00%
s 2.50 1.50% 23.50%
$ 3.00 2.00% 23.00%
$ 3.50 2.50% 22.50%
s 4.00 3 00% 22.00%
s 4.50 3.50% 21 50%
$ 5.00 4.00% 21.00%
s 5 50 4.50% 20.50%
s 6.00 5.00% 20.00%
s 6.50 5.00% 20.00%
s 7 00 5 .00% 20 00%

L fcG 
8 2 06 Alaska Department of Revenue



Cap ita l Sp en d in g  011 the North  S lo p e , 2001 - 2006
BP

Y ear V olum e Investm ent S/bbl

2001 122 2 040 S 612 55  0 0 8
2 0 0 2 1 2 5 .8 9 2 0 5 3 5 8 $2  844
2 0 0 2 129 9084 $ 2 5 7 $1 978
2 0 0 4 126 .1 2 8 6 S 264 $ 2  0 9 3
2 0 0 5 114 7 406 $ 2 8 4 $2  4 7 5

2006 est W6 9320 $326 $3 049
Avoragos $ 3 5 0 $2 9 0 8

ConocoPhllllps

Y ear V o lum e In vestm ent S/bbl

2001 144 2 0 7 7 5 6 0 3 $4 181
2 0 0 2 145 0 3 9 3 $ 4 6 0 5 3  172
2 0 0 3 140  6 9 3 5 S 365 $2  594
2 0 0 4 1 3 5 4 2 5 5 $484 53 574
2 0 0 5 129 2 0 7 2 5561 54 3 42

2006 est 120 4140 $608 $ 5  0 4 9
Averages 5 5 1 4 53  0 1 9

Exxon/M obll

Y ear V olum e Investm ent S/bbl

2001 e4 3 1 3 5 5 1 7 5 52  0 7 6
2002 77  8 5 9 9 S 162 $2 0 8 0
2 003 74 0 5 7 8 5 1 4 2 $1 9 1 7
2 004 6 9  6 9 6 0 $ 1 7 3 52  4 8 2
2 005 6 2  7 5 7 2 S 150 S2 3 9 0

Iv06 est 58 4860 $175 $2 992
Avoragos 5 1 6 3 52  3 2 3

Othors

Year V olum e Investm ent S/bbl

2001 13 3438 S120 S3 9 93
2 0 0 2 15 2 663 S 120 S7 8 6 0
2003 !£  1419 5 0 6 S5 6 8 0
2004 *4  9 3 5 6 S89 5 5  9 5 9
2 005 15 2 0 2 6 S 1 10 S7 2 3 6

I.W C -es / 14 1580 i 231 i 19 333
, Avoragos S134 S9 2 6 0

C ap ita l Sp en d in g  on the North  S lo pe , 2001
1 2006

ALL COM PANIES

v . a r
1

■ '  ' 
M . r i i f  v  , i l i-  t f 'e  ’ * S r N

W o n « .C 4  V . i f t 5 1 £ ] }4
M J J 4*j 4  U 'J . ' i . :  1 "UO j -  1

2 0 0 3 ’5 P ft 0 * i ' 5 8 5 0 5 2  36?
:o o 4 >4fc 1857 S i 0 1 0 S2 916
2 0 0 6 3? I a07fc 51 105 5 3  433

. . J t  t‘Sl 300 uOOO 11 590 $4 6J3
Avoragos £1 -6 0  83 S3 419

Scm l* V ii'Tb DOW Investment 0 jUnfof'fti* u  ir

D(:D 
H ? 0t; Alaska p?ptrtu i(E M  >:1 .te v o n in



Miliiuii. X  tJo:wir of Annual Investment
Million Bbls 

daily 
production

Million Dials 
Annual 

produclinn ■10 > 5500 1600 S 700 1 800 1 900 51,000 S 1.100 $ 1.200 51.300 $1,400 $1,500 $ 1.600 5 1 700 $1,800 S1 900 $2,000
0 900 328 500 1 22 1 52 1 B3 2 13 2 44 2 74 3 04 3.35 3 65 3 96 4.26 4.57 4 87 5.18 548 5 78 6 09
0 050 310 250 1 29j 1 61 1 03 2.26 2 58 2 90 3 22 3.55 3 87 4.19 4.51 4 03 5.16 5.48 5.80 6 12 6.45
0 800 202 000 1 57 1 71 2 05 210 2 74 3 08 3.42 3.77 4 11 4.45 4.79 5.14 5.48 5 82 6 16 6 51 6 85
0 750 273 750 1 Iftj 1 62 .? 19 2 56 2 92 3.29 365 4 02 4 38 4.75 5 11 5 48 584 6.21 6 58 6 94 7 31
0.700 265 500 ' 1 96 235 2.71 3 13 3.52 3 91 4 31 4 70 5 09 5 48 5 87 6 26 6 65 7 05 7 44 7 83
0 b‘ 0 237 260 1 .<& i 2 11 2 53 2 95 3.37 3 79 4 21 4 64 5 06 5 48 5.90 6 32 6 74 7 17 7 59 8 01 3 43
0 W z 219 000 IS.} 2 20 2 71 2 20 3.65 4 11 4 57 5 02 5 48 5 94 6 39 6 85 7.31 7 76 8 22 0 68 9.13
0 55'! 200 7 SO 2 ,10 2 99 3.49 3 99 .1 48 4 98 5.48 598 648 6.97 7.47 7.97 8 47 8 97 9 46 9 96
0 500 102 5H'.I ? 71 329 3.84 4 38 4 93 5 48 6.03 6 58 7 12 7 67 3 22 8.77 9.32 9 86 1041 10.95
0 •!! 0 16tf 250 2 .1-1 3 01 3.65 4 25 4 87 5 48 6 09 6 70 7 31 791 8 52 9 13 9 74 1035 10 96 11 57 12 18
0-tfH a fi L'OO 1 M 3.12 1 11 J  79 6 40 6 16 6 85 7 53 8 22 0 90 9.59 10 27 1096 11 64 12 33 1301 13 70
0 M" iH 3 i 1 391 I 70 !■ 46 6 26 7 05 7 83 8 61 9 39 10.18 1096 11.74 12 52 1331 14 09 14 87 15 66
o :-f >o 10 i rn 3.65 i Ht: :? l!l fi 39 7 31 8 22 9 13 10 05 10 96 11 87 12 79 13 70 1461 15 53 16 44 17 35 18 26
0 ?'.u ifi ■i* * 56 7 67 8 77 j  8i 10 96 12 05 13.15 14 25 15 34 16 44 17 53 18 63 19 73 20 82 21 92
0 h ' ■ i y ft a:-v 3 59 ir 9p i2 S ' 13 70 15 07 16 44 17 81 19 18 20.55 21 92 23 29 24 66 26 03 :•% .in

..It .it i'M  <i .r . 11.1.rt i• .j I'. -*nf» i J (iid1 nn U .i 'O

I Ml»
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Com m ents Related To Heavy Oil in Proposed
Legislation

There are four issues related to heavy oil in proposed legislation that need to be recognized as 
critical to the collection of production taxes. These items are the following:

• Definition of Heavy Oil
• Measurement
• Tim e and Changes Over Time
• Technology and Tim e

As currently proposed in legislation, the four items listed above would make the collection of taxes 
challenging and problematic. It is assumed that heavy oil is omitted from tax liability in HB 3003 due 
to the difficulty and high cost of developing it. As this discussion will show, just because a crude oil 
is classified as heavy [according to HB 3003] does not mean it will be difficult or expensive to 
develop and oil not classified as heavy may be very difficult and expensive to develop. W hat is now 
classified as expensive to develop, may not be in the future. Each topic is now reviewed.

Definition of Heavy Oil
HB 3003 defines heavy oil as that with an American Petroleum Institute [API] gravity of 18° or less. 
While this appears to be a “clean" definition, it omits the fact that crude oils with an API of 18° or less 
are not necessarily difficult to produce. Other factors may be more important. Som e basics:

H e a v y  Oil is a type of crude oil which is very viscous and does not flow easily. The common 
characteristic properties are the following:

• High specific gravity
■ Low hydrogen to carbon ratios
■ High carbon residues, and
■ High contents of asphaltenes, heavy metal, sulphur and nitrogen

It is not just the gravity that makes the heavy oil difficult to deal with -  it is the presence of other 
factors. There is no one definition of h eavy  oil, but it refers to oil with a high density and low API 
gravity due to the presence of a high proportion of heavy hydrocarbon fractions. All these definitions 
refer to the crude oil at the surface. In terms of the ability of the oil to flow within the formation -  the 
key issue in Alaska -  is that heavy oils are generally those with a viscosity greater than 100 centa 
Poise [cP] at reservoir condition^ (although on occasions the term heavy oil has been applied to in 
situ viscosity as low as 4 cP).

Viscosity is the measure of the internal friction of a fluid. This friction becomes apparent when a 
layer of fluid is m ade to move in relation to another layer. The greater the friction, the greater the 
amount of force required to
cause this movement, 
which is called "shear." 
Shearing occurs whenever 
the fluid is physically 
moved or distributed, as in 
pouring, spreading, 
spraying, mixing, etc. 
Highly viscous fluids, 
therefore, require more

X which is called Poise. The viscosity of 
water at 20 C is 0.01 Poise. The viscosity 
of blood at body temperature is about 
U.i/3 Poise. The Pa-s is called a Polsullle 
and is equal to 10 Poise.

Commnnts for HB 3003 1 Prepared July 200G



fo rc e  to  m o v e  th a n  le s s  v is c o u s  m a te r ia ls .

Tem perature also plays a key role in viscosity. Higher temperatures imply lower viscosity with the 
fluid flowing more easily. In oil formations, the deeper in the ground the oil formation, the warm er 
the temperature, the lower the viscosity, the easier the flow. In Alaska, the viscous oils tend to be in 
shallower depths, which m ean the oil is cooler, more viscous, and does not flow as easily. Also, the 
Alaska oil is found in less consolidated formations which produce a lot of sand as the oil is produced.

The combination of temperature, viscosity, and additional components in the oil [carbon residues, 
heavy metals, sulphur, nitrogen and sand] make for difficulty in developing of heavy oil -  not 
necessarily API gravity.

M easurem ent
To accurately interpret HB 3003, all 
oil coming from the North Slope 
would have to examined and 
evaluated to determine if it is heavy.
This would imply measuring all oil 
produced from each well. A well may  
be multi-lateral with different bores 
going to different levels [see Figure 
1]. Oil produced at one level may be 
classified as heavy [less than 18°
API] while crude produced from a 
different formation [same well, sam e  
field, different depth] may not be 
classified as heavy. Measurem ent 
could be a nightmare.

T im e and C hanges O ver T im e  
The production would have to 
m easured and monitored on a 
monthly basis. Changes in field 
operations occur all the time. A well 
may be producing oil classified as 
heavy today, and that classification 
could change in a day, a week, a 
month, or a year as new bores are  
drilled into different layers. Thus, the 
m easurem ent aspect would have to 
be an on-going monthly event.

T ech n o lo g y  and T im e
W hat may be difficult and expensive 
to produce today, may well be 
commonplace a. J cheaper to 
produce in the future. The oil industry has shown tremendous ingenuity in developing techniques to 
find and develop oil. For example, in the case of deepwater offshore oil development, it was 
impossible to produce oil from depths greater than 600 meters in the early 1970s. By 2003, oil 
companies were regularly producing oil at depths below 1,500 meters New systems and 
techniques were developed to access the oil deeper ai.d deeper under the ocean [see Figure 2 
following page].

Comments for I tB 3003 2 Prepared July 2006
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In North America, similar results can be found in Canada where new techniques have been 
introduced to develop heavy oil. As the new techniques were developed, the per barrel costs of 
d 'veloping heavy oil decreased [see Figure 3].

F igure 3
Oil P ro duction  C osts from  C anad ian  T ar Sands, 2004 D ollars per Barrel
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In summary, oil that is difficult and expensive to produce today may well be less expensive to 
produce in the future. Any legislation that assumes heavy oil will always be expensive to develop 
does not take into account the dynamic nature of the oil industry and its ability to develop new  
methods and techniques to produce hydrocarbons, and reduce costs in the process.

C on clus ions
Legislation that seeks to tax oil production using API gravity as a means to determine tax liability has 
j  high likelihood of being difficult to administer while offering real challenges to m easure and 
enforce. Changes in methods and technology over time will likely allow heavy oil to be recovered 
and often developed at a lower per barrel cost as time marches on. This m eans the very rationale 
for using heavy oil as a discriminating factor will lose its basis over time. It is recom m ended that 
another option be used for tax legislation purposes.
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F r a n k  H . M urkowsk i
Governor

governorcgov.statc.ak.us

P.O. Box 110001 JUNEAU, ALASKA 9981 1-0001 (907) 465-3500 FAX (907) 465-3532 WWW.GOV.STATC.AK.USS t a t e  o f  A l a s k a  
o f f i c e  o f  t h e  g o v e r n o r  

J u n e a u

July 12, 2006

The Honorable John Harris 
Speaker o f the House 
Alaska State Legislature 
State Capitol, Room 208 
Juneau, AK 99801-1182

Dear Speaker Harris:

Under the authority o f  article III, section IS, o f  the Alaska Constitution, I 
am transmitting a bill relating to the oil and gas production tax.

This bill is similar to previous versions o f oil and gas production tax 
legislation that the Legislature has considered during both the regular and 
special sessions this year. I appreciate that legislators have devoted sustained 
and serious attention and concern to this subject, and there is therefore no 
need for me to repeat in detail here the reasons why this legislation is urgently 
needed or how the new tax system set out in this legislation would work. 
Legislators well understand that the existing production tax law is not 
adequately serving the interests o f Alaskans and that the .approach taken by 
this bill would provide the state with a fairer share o f the value o f oil and gas 
production while encouraging vital investment in future production-

I also appreciate that the legislative process this year  has led to 
numerous improvements in the bills that were originally submitted, resulting 
in increased clarity, predictability, and case o f administration. The bill I am 
transmuting takes advantage o f these improvements by using as its model the 
most recent versions that were passed by the House and Senate, HCS CSSB 
2001 (FIN) am I I and CCS SB 2001. The following two changes from those 
versions are reflected in the bill:

j. Because I still believe that a 20 percent tax rate on net value 
represents a more appropriate balance than either o f the higher rates 
contained in HCS CSSB 2001 (FIN) am H or CCS SB 2001, my bill returns to a 
20 percent rate.

2. For the same reason, my bill eliminates the additional “prngressivity” 
tax provisions that were in the other versions.

MB 3001
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The Honorable John Harris 
July 12, 2006 
Page 2

3. Similarly, because I believe that the four percent o f gross value tax 
floor on North Slope production that was added by HCS CSSB 2001 (FIN) am H 
and the similar three percent floor that was contained in CCS SB 2001 are 
inconsistent with the concept o f a progressive net value tax system, my bill 
eliminates that tax floor provision.

As explained more fully in my transmittal letter accompanj'ing the 
original administration bills, this bill will greatly improve Alaska's oil and gas 
tax system, encouraging investment in the statf snaking tax administration 
more* predictable, and better reflecting the variable economics o f oil and gas 
development. This bill will provide Alaskans with a fairer share o f the value o f 
the oil and gas taken out of the ground in our state and provide fiscal certainty' 
for future generations o f Alaskans.

1 urge your prompt and favorable action on the bill.

Sincerely yours,

Frank H. Murkowski 
Go' ernor

Enclosure

11II 30H i



7/2G/0G LIMITED COMPARISON OF PPT BILL VERSIONS-

source: DOR CSSB2001 (FIN) 
Version F

House CS lor SB 200KFIN) 
Version X.A

Conference CS for SB 2001 
Version C.A.

Governor's Bill 
Version A

gnntia 

Cock inlet Ok
tax rate

Cccx inlet Cos

22.5%
011 (0) - pago .1

3/4 rev. exd lor Cook Inlet oil 
160(a)-page 19

ELF tax ceiling on Cook Inlet gas 
.011(i) - page 4

23.5%
.011(0) - pago 3

ELF tax ceiling on Cook Inlet oil 
.01 IQ) -page 5

ELF lax ceiling on Cook Inlet gas 
01 l(i) - pago 4

22.8%
.011(e) -pago 3

ELP lax ceiling on Cook Inlet oil 
0l1(j)-page5

ELF lax ceiling on Cook Inlet gas 
.011(1)-page 4

20 0%
011(o) -page 3

ELF tax ceiling on Cook Inlet oil 
.011(h) -page 4

ELF tax ceiling on Cook Inlet gas 
011(g) - pago 4

progressivity surcharge

over S3S/D0I (net value/boe) x 
001 x net value with new boo 

rules
PPT rate + prog rate not to 

exceed 50%

011(g)& (h)-paqo 4

over 535/bbl (net value/boe) x .0025 x 
net value with new boo rules 

PPT rr'e + prog rate not to exceed 
50%

011(g) & (h)-paqo 4

over S35/bbl (net valuu/boe) x .00175 
x net value with new boe rules 

PPT rate ♦ prog rale not to exceed 
50%

.011(g) S (h)~pago 4

none

n/a

credits for annual loss
yes. at 22.5% 

,024(b)-pago 8

yes, at 23.5% 

024(b) -pago 10

yes, at 22.8% 

024(b)-page 10

yes. at 20% 

024(b)-pago 9

credit usage floor n/a
024 credits cannot be used to reduce 

PPT lax to below 4”  of gross for ANS 
region

024(c)-pago 10

024 credits cannot be used lo reduce 
PPT tax lo below 3% of gross for ANS 

region

.024(c)- pago 10

none

Gas (GRE;

ANS gas 2/3 Included (1/3 exd.): 
Cl gas 1/3 included: 
new gas 1/2 included

. 160(a) ppqos 19-20

n/a n/a n/a

transition (TIE) credit
5 yrs lookback cape- 2 for I 

recoupment

C24( r )-pagos 11-12

5 yrs !ookback capex 2 for 1 
recoupment (CORRECTED)

024(1 )-pago 13

5 yrs lookback capex 2 for 1 
recoupment (CORRECTED)

■024(j)-pago 13

5 yrs.lookback capex 2 for 1 
reco. cment (CORRECTED)

024(1)-pago 12

base allowance credit

S12M credit (SIM per momh) 
(equates to S53.3M ded ) 
NOT based on production

170(a)-page 26

S12M credit ($ 1M per month) (equates 
to S51M ded ) 

based on prnduction

I70(r)-p,igo 29

S12M credit (SIM per month) (equates 
toS52 6Mdcd.) 

based on production

,l70(c)-pago 29

S12M credi' (SIM per month) (equates 
to SGOMded.) 

based on production

. I70(c)-piqo 27

now area development 
credit rffa

J i ;M ded 1 (S500.LOO per me) for 
a/eak NOT ANS. NOT Cock In.et 

I70(a)-pjqrt2fi

SGM cred't (S000.0C0 per n ■' ' : 
areasNOTANS NOT Cook'u.>; 

170(a) -page20

SGM credit ($530,000 per mo) fnr 
areas NOT ANS. NOT Cook Inlet 

l79la)-paqo27

sunsei of new area development 
credit

n/a 10 yr rolling 
176(b)-paqo 28

10 yr rolling 
. 170(t,)-pago 20

10 yr rolling 
I70(b)-pago 28

Oil sp II
an/ o ! spill cleanup costs not 
ded (e<r.eplian for gravel pad)

ff«(cl)(17)-pam 24

any o<l spill cleanup costs not 
iled (improved pad language)

16t,(t1UI7)-pnqo 25

any o4 spul cieanup costs not 
ded (improved pad language)

I GObbi 17) -paif* 25

any oil spill cleanup costs not 
dud ( mpioved pad languJan)

160(a)! 17)-pago 24

transition payment
10 mns p,mt on old sv-tem, true 

up in 11|h mo

3* O r ' g ) - 33-34

10 mos p̂ /nt on old system: tru» j p  
m tnihmo (daiificitmn)

Sec 10(g)(0) -p.ijoi 3b 37

10 mos pymt on old system; irue-up 
in 10th mo (clarification)

See 36(g))h)-p.igos .10-37

10 me; py.ntonod system; truo-up 
in 10'h mo (ctanfica'ion)

Sue 3liiii)lN-pjQ'is 35



7/31/OG 2.00p.m LIMITED COMPARISON OF PPT B ILL  VERSIONS and POP draft CS UJ i (< t a

source: DOM llouso CS lor SI3 2001(FIN) 

Version X

House CS lor SB  COOI(FIU) 

Vorsion X A

Conlorcnco CS lor SI) 2001 

Version C A

Governor's Dill 

Vorsion A

POP Plan 

Orall CS

tnx rnte
0**nrf,il 1i.il mi* 20 011 

Ol 1(c) - P.1QC 3
23 5%

01 l(o) - pane 3
22.0%

011(0)-page 3
20.0%

.01 ((c) - pane 3

n/a
blondod rale sco lin w ; blended rale 
nol lo exccorl 22.5% in first 3 years

.011(0(1) page 3
y  Ihins 

blended. /  
vnrinblo 

rnlo iiN'fi'nmnlAl inln

25 0% 
.011(0(2)-page 3

15% increasing starting 2012. 
maximum 25%

.011(0(3)-page .1

(>H>h InH (v ELF lax coiling on Cook Inlet oil 
011(|) - page 5

ELF lax coiling on Cook Inlet oil 
.011(1) - page 5

ELF lax ccilng on Cook Inlel oil 
•011(j) - page 5

ELF lax coiling on Cook Inlet oil 
.Ot 1 (hk - page 4

ELF lax ceiling on Cook Intel oil 
.011(k) - page G

Cork Inlol (j.ir. ELF lax ceiling on Cook Inlel gas 
.01l(i)-pages •IS

ELF lax ceiling on Cook Inlet gas 
.01 l(i)-paao -I

ELF lax ceding on Cook Inlel gas 
.01 l(i)- page -I

ELF lax ceiling nn C o o k  Inlet gas 
.01 ((g) - page 4

ELP lax ceiling on Cook Inlel gas 
.Ot l(i) - pages 5 0

enpox credit rate 20% 

024(a) ■ page 9

20% 

.024(a) - paijo 9

20% 

024(a) - pane 9

20%

024(a)(1)(A)-pane 11

20 „

023(a)(1)-page 12

progressivity surcharge

over S45/l>l>l (nel value/hoe) x 00170 
x nel valuo wild now lioo rules 

PPT rale • prog rale not lo exceed 
SO?.

011(n) 8. (hi- page •/

over 535/bbl (not valuc/boc) x .0025 x 
not value with new hoe ruics

P I’ 1 rale ♦ prog rale not lo exceed 
50%

011(a) iS (li)-pago ■1

over S35.bbl (nel value boo) x .00175 
x nel value with new hoe rules 

PP r rale » piog rale nol lo exceed 
50%

OIKg) iS (O)-pago 4

110110 

rv'a

yes- particulars in discussion 

cap under discussion 

011(h). (hi-pagcs -I 5

credits lor annual loss yes, al 20% 
0:'4('a)--pigo 10

yes, al 23.5°,o 
024(t<)-page 10

yes. at 22.0% 
,024(b)-pago 10

yes, al 20% 
024(l))--pat)O 9

yes, al 20'. 
023(1,1 -page 13

credit usage floor iVa
.024 ( redds cannot he used lo reduce 
P IT  tax lo lielow 4% ol gross lor ANS 

region

.024(c)-■ page 10

024 credits cannot bo used lo reduce 
PP I lax lo be'ow 3% ol gross lor ANS 

rcu'On

.024(c)-page 10

nono none

transition (TIE) credit
5 yrs lookback ca|K x 2 lor 1 
recoupment (COHId C1LO)

02-K11 -p-nm 1? u

5 yrs lookback capcx 2 feu 1 
recoupment (COHHECTLU)

02-t( 11 i .i,),' 13

5 yrs lookback capex 2 lor 1 
recoupment (COHHI.'CTI IJ)

024111- page 13

5 yrs.lookbark capex 2 lor 1 
recoupment (GOHfdECTEL))

024( i ) -page 13

5 yrs lookback capex 2 lor 1 
rocoopmenl (COHHFG11'L))

039/,)- pages

base allowance credit
SI CM rrrdil (SIM |hu month) (ogualrs 

In $M)M (led )
b.v.erl on proilucliun 
l/Oid r iiJi'i 29 ;vr

$I7M cred.l (SIM per nianlb) (eguales 
lo SSI MU l 

hasod on production 
r 20(c)- pane 29

J C’M crnd.l (SIM per month) (egiHlcs 
lo Ss? fiM ded) 

based nn produUion 
120(4i page 39

S I ' M credit (S1M per month) (ogualuS 
lo S'-OM (led) 

based nn production 
120(c1 Mil ,'22

mine

new area development 
credit

SbM c i i ,’ <l.l ($500,000 per mo) lor 
areas HQ I ANS. HOI Cook Inlet 

I'O i.il pagePH

fcjM rroil 1 (Sf-OO.OeO por nx>) lo* 
areas HOI ANS, HOI Cook Intel 

1r'0(a> page. H

$r.M credd (S5O0.P00 per mn) lor 
an as NOT ANS, NO! Cook Inlel 

120(a)-page/9

5bM credil ($500,000 por mo) lor 
nroasNOt ANS, NOT Cook Inlul 

I20(al I>ani-32

SljM credd (S'iOO.ObO pot mu) lur 
areas NOT ANS. NOI C o o k  Inlru

024(a) page 17 I
1



7/31/06 2:00 p.m LIMITED COMPARISON OF PPT B ILL  VERSIONS and POP draft CS

source: DOR Mouse CS lor St3 2001(Flfl) llouso CS lor SD 2001 (FIN) Conlcrcnco CS lor SU 2001 Governor's Gill POP Plan

Version X Version X A Version C A Version A Diall CS
lease expenditures: 
authority of Industry 

practices

Ihe department shall givo 
'substantial weight'

, 160(c)(1)(A)-page 22

mo department shall (jive 
’suhstnnlial weight'

. 1C0(c ) (1)(A)-pago 22

Ihe dcparlmonl shall give 
'suhslnntinl woighl' 

.100(c‘,(1)(A)-pagc22

tho dcparlmonl shall give 
‘substantial woighl’ 

100(c)(1)(A)-page 21

Ilia dupnrlmonl shall 'consider' 

. 165(a)-page 27

lease expenditures: 
authorized I60{c J- panes 160(c )-pages 22-23 t60(c )-pages 22-23 160(c )-pages 21-22

improved language 
. I05(c) -pages 20-29

DOR reports to the 
legislature

privnlo royally ratcs-2013. 
certain crodils-2015 
.100-pages 30-31

piivalo loyally rnlos-2013; 
certain crcdils-201S 
. WO-pagcs 30-31

privalo royally rnlos-2013; 
certain crodils-2015 
. 100-pages 30-31

privalo royally rnlos-2013: 
certain crodils-2015 

. 100-page 29

all provisions csp. tax rales, all 
credits, and Icaso exps -2011 

. 100 page 3-1

ADMINISTRATIVE PROVISIONS

effective date
4/1/2006 

See. 39-page 35

4/1/2006 

See. 39-pago30

4/1/2006 

See. 39-page 35

4/1/2006 

Sec 39 -page 35

4/1/2006 

See 39-page.11

tax returns due

monthly-due end ot month lollowng 
month ol production; annual hue up 

rcliirn dim 3/30

monlhly-duo end ol month following 
month □( production; annual Iruc up 

rolurn duo 3/31

monlhly-duo end ol morilh following 
monlh ol production, annual Iruc up 

return duo 3/32

monlhly -duo end ol monlh following 
monlh ol production: annual hue up 

rolurn duo 3/33
annual return duo 3/31

.030(a) ,030(a)-pago 10 ,030(a)-pagc 18 ,n3u(a)-pagc 17 ,U3u(a)-pagg 22

safe harbor for payments 
dun 95%. annual truo up, no interest 

.020(a)- -page 7
95%. annual lruo-up. no intorosl 

.0n0(a)"pagc! 7
95%, annual tiuo-up, no inlerosl 

t)20(a)-page 7
95%, annual lruo-up, no Inlerosl 

020(a) -page 7
nnnu

installment payments 
(estimated lax payments)

n/a n/n n/n n'a
morilhly pmls due end ol following 

monlh based on monthly gross valno 
less 1/12 Icaso oxps; 1/t?crcdiis

020(a) -pant's O 5

prnt < required payment inlomst only 
020(a)- page 7

interest only 
.020(a)-pagc 7

interest only 
A?0(a)-page 7

inlerosl only 
A20(a)-page 7

mlcior.t nl led ralo 
020(g)—page 11

pint > required payment no provision no provision no provision no provision inleiosi at led rale
020(h) pages 11 12

Iranslllon payment
10 inus. pyint on old system, true up 

in 10th mo. (clarification)

Fee. 30(1)0)) page 30

10 mos. pyrnl on olrl syslom, true up 
in lOIli mo. (c'anlication)

See 30(g)(h)-pagcs 3l> 37

10 mns. pyrnt on old syslcm; liue-up 
m tOlti mo. (clarification)

Upe J0(g)(h)- pages 30-37

10 mos pyrnl on o'd system, lino up 
in 10th mo (clariiiratinn)

Sec. 3.j(g)(h) pages 35

pyrnt on old syslcm Ituoiigh Jan 0/ 
I i o l  up on 3/31/07

See. 30f(J) I'.hM 39



Roadmap of modified sections
Comparison of Sam uels/Hawker P O P  proposal 
to Conference C S  for S . Bill No. 2001 version C A

source: A K  D O R  
7/31/2006

Conf. Com . P O P  P lan
Ver. C A  Draft C S

P P T / P O P  rate .011(e) .011(f)(1)

base rate •011(f)(2)

incremental rate •011(f)(3)

base production •011(f)(4)

incremental production •011(f)(5)

transfers of working interests 011(f)(6)

progressivity feature •011(g). (h) •011(g). (h)

private royalty rates .011(f) .011 (i)

Cook Inlet gas E L F  ceiling •011 (i) 011(j)

Cook Inlet oil E L F  ceiling •011(j) .011 (k)

clarification of Cook Inlet tax reduction application .011 (L )

application of credits for Cook Inlet .011(k) .011(m)

regulations for allocation of credits .011 (L ) .011(n)

regulations for testing heating value .011(m) .011(0)

B T U  equivalent barrel definition .900(18)

9 5 %  safe  harbor .020(a) n/a

monthly installment payments .020(a)

monthly installment rules for private royalties .020(d)

interest rules for monthly installment payments 020(g). (h)

capex credits 024 023(a)(1)

losses converted to credits 024(b) 023(b)

transitional investment credits (T IE ) 024(j) 023(i)

anti-churnmg rules ,024(i) 023 (k)(2 )(B )

additional non transferable tax cred.ts .170 .024

New Area Developm ent credit .170(a). (b) 024(ai-(e|

B ase  A llowance credit • 170(c ), (cl) n/a

non-arms length (re. :RC  §482) ,160(i) 165(i)

production tax value calculation 160(a)-(b) .160

lease expenditures-allowed .160 (c ) .165 (c)

lease expenditures-disallowed .160(d) 165(e)

adjustments to lease expenditures 160(e) 170

election to utilize 1/2 lease expenditures rather than actual .160(f) n/a



F lT F C  T  O l \ “ DO  \C> Till V r  S C T N A U IO  
I N D F R  P K O D I C i.  O R  P A Y  

August 1, 2006 
Pedro \ an A leu is

l i i .  fo llow  inn craph iliu s tr jie s  uh> under a "d«> n o th in g " scenario  die producers w o u ld  
he i]t:ieki> laced  w ith  J  25 n i*P I rule.

I. iidei u "d o  n u ih ir jji"  scenario  ilie  p roduction  o f  a m ature reservo ir w ou ld  ly r ic a l ly  
dee line as m u ch  .is I pci yea r or mure.

In 20(1.5 ihe aeiua! p roduction  M a r s  at 500.000 hopd and the base produelion  is 225.000  
hopd. so the produeer w o u ld  start <nii w ith  75.000 hopd.

I lo w eve r. a lready  in 2o 10 the tw o  am oun is  are equal at about I 75 .000  hopd and thc 
produeer w ou ld  have  !o>: a ll its increm ental p reduc ’ ion and tile rale becom es 25"

A lte r  201 o ihe actual p roduction  W ould  be iess than the base p roduction  and thetel'ore ihe 
produce! w o tiid  pa> 25"...

Com parison of A ctua l Production  under a "d o  noth ing" scenario  
witn a lOVt decline and the 5“ ,: decline curve

■

*

I ill!
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C heckpo in t C on ten ts  
Fed era l L ib rary  

Federa l So u rce  M aterials 
Code, Regu lations, C om m ittee  Reports  &  Tax T reaties  

In te rn a l R even u e  Code 
Curren t Code

Su b tit le  F  Procedure and Adm in istra tion  §§6001-7874 
C h ap te r 67 IN T E R E S T  §§6601-6631 

Su b ch a p te r C D eterm ination  o f In te re s t R a te ; Com pounding o f In te re s t §§6621-6622 
§6621 D eterm ination  o f ra te  o f in terest.

Internal Revenue Code

§ 6621 Determination of rate of interest.

(a) General rule.

(1) Ove payment rate.
The o ve rp aym en t ra te  estab lished  under th is section shall be the  sum  o f—

(A ) the Federa l short-term  ra te  determ ined  under subsection  ( b ) , plus

( B )  3 p e rcen tage  points (2  p e rcen tage  points in the case  o f a co rpo ra tion ).
|

To the  ex ten t th a t an o ve rp aym en t o f tax  by a corporation for an y  taxab le  period (a s  
defined  in subsection ( c ) ( 3 ) , applied by substituting  "o v e rp a y m e n t"  for "u n d e rp a y m e n t" ) 
exceeds $10,000, subparag raph  (B )  shall be app lied  by substitu ting  "0 .5  p e rcen tag e  p o in t" 
for "2  p e rcen tage  po in ts".

(2) Underpayment rate.
The u n derp aym en t ra te  estab lished  under th is section  shall be the  sum  o f—

(A ) the Federa l short-term  ra te  determ ined  u n der subsection  (b )  , plus

( B )  3 p e rcen tag e  points.

(b) Federal short-term rate.
For purposes o f this section  —

(1) General rule.
The S e c re ta ry  shall d e te rm ine  the Federa l short term  ra te  for the  first m onth  >n eacn  
ca len d a r quarter.

(2) Period during which rate applies.

(A )  In genera l. Excep t as provided in subparagraph  (B )  , the  Federa l short- term  ra te  
de term ined  u n der paragraph (1 ) for an y  m onth ^hall app ly  during the first c a le n d a r 
q u a rte r beg inning a fte r such m onth.

( B )  Spec ia l ru le fur individual es tim ated  tax. In  determ in ing  the  add ition to tax un der 
section  6654 for failure to pay estim ated  tax  for an y  taxab le  yea r, the Federa l st.arr

: chcckpoinLriug.com servlet com.itu.checkpoint.servlet.CTJSPSorvlct'.’iisid 8173126.. 7 28 2006
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term  ra te  w h ich app lies  during the 3rd m onth  fo llow ing such taxab le  y e a r  sha ll also 
app ly  during the first 15 d ays  of the  4 ;h  m onth fo llow ing such taxab le  yea r.

(3) Federal short-term rate.
The federa l short- term  ra te  for an y  m onth shall be the Fed era l short- term  ra te  d e te rm in ed  
during such m onth by the S e c re ta ry  in acco rd ance  w ith  section  127 4 (d ) . A ny such  ra te  
shall be rounded to the n ea re s t full p ercen t (o r , if a m u ltip le  o f 1/2 of 1 p e rcen t, such  rate  
shall be in creased  to th e  nex t h ighest full p e rcen t).

(c) Increase in underpayment rate for large corporate underpayments.

(1) In general.
For purposes of d e term in ing  the am oun t o f in te res t p ayab le  u n der section 6601 on a n y  
large co rpo ra te  u n d e rp aym en t for periods a fte r  the  app licab le  date , p arag raph  (2 )  o f 
subsection  (a )  shall be app lied  by substitu ting  "5  p e rcen tag e  po in ts" for ” 3 p e rcen tag e  
points".

(2) Applicable date.
For purposes of th is subsection  —

(A ) In  genera l. T h e  ap p licab le  date  is the  30th d ay  a fte r  the  ea rlie r o f —

(i)  the d a te  on w h ich  th e  1st le tte r o f proposed  d efic ien cy  w h ich  a llow s th e  
tax p aye r an  o p po rtu n ity  for ad m in is tra t ive  re v ie w  in the In te rn a l R e v e n u e  
S e rv ic e  O ffice o f A p pea ls  is sen t, or

(ii) the  d a te  on w h ich  th e  de fic ien cy  no tice  un der section  6212 is sent.

The preced ing  sen ten ce  shall be app lied  w ith o u t regard  to an y  such le tte r o r n o tice  
which is w ith d raw n  by the  S e c re ta ry .

( B )  Spec ia l ru les.

( i )  N ondefic iency  p rocedures. In  the case  o f a n y  undei p aym en t o f an y  tax  
im posed by th is title  to w h ich the d e fic ien cy  p rocedu res  do not app ly, 
sub parag raph  (A ) shall be app lied  by tak ing  into acco un t an y  le tte r o r n o tice  
p rovided by the S e c re ta ry  w h ich  no tifies the ta x p a y e r o f the asse ssm en t o r  
proposed asse ssm en t o f the tax.

( ii )  Exception  w h e re  am oun ts  paid in full. Fo r purposes o f sub parag rap h  (A )  , a 
le tte r o r notice shall be d isregarded  if, during  the 30-day period b eg inn ing  on 
the  day on w h ich  it w as  sent, the  ta x p a ye r m akes  a p aym en t equal to th e  
am oun t show n as due  m such le tte r or notice, as  th e  case  m ay  be.

(in ) Excep t'on  for le tte rs  or no tices in vo lv ing  sm all am ounts, Fo r p u rp o ses  o f 
this p arag raph  , an y  le tte r o r notice shall be d isregarded  if the  am ount o f th e  
defic iency  o r proposed defic ien cy  (o r  the asse ssm en t or proposed a s s e s s m e n t ' 
set forth in such le tte r or no tice  is not g re a te r  them 5100,000 (d e te rm in e d  by 
not taking into acco un t an y  in te rest, pena lties , or add itions to tax ).

(3) Large corporate underpayment.
For purposes o f this subsection  —

(A ) In genera l. The term  "la rg e  co rpo ra te  u n d e rp aym e n t" m eans an y  u n d e rp a y m e n t 
of a tax by a C corpo ration  for a ny taxab le  period  if the  am ou n t of such

ch e ckp o in t.r iag .co in 'se rv le t/c o m .tta .ch eckp o in t.se rv le t r P IS P S i ’rv i,- i,>i . a m  i ■»<■ n o i^nn/
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u n derp aym en t for such period exceeds $100,000.

(B )  Taxab le  period. For purposes o f subparagraph  ( A ) , the  te rm  "tax ab le  p e rio d " 
m e an s—

(i)  in the  case  o f any  tax  im posed by subtitle  A, the  taxab le  yea r , or

( ii )  in the case  o f an y  o ther tax, the period to w h ich  the  un derp aym en t re la te s .

(d) Elimination of interest on overlapping periods of tax overpayments and 
underpayments.
To the ex ten t that, fo r a n y  period, in te res t is payab le  under su b ch ap te r A and a llow ab le  u n d e r  
sub chap ter B  on eq u iva len t u n derpaym en ts  and o ve rp aym en ts  by th e  sam e  tax p aye r o f tax  
im posed by this title, the net ra te  of in te res t under this section  on such am o u n ts  shall be z e ro  for 
such period.

EN D  O F D O C U M EN T  - 
© Copyright 2006 RIA. All rights reserved,
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C h eck po in t Conten ts 
Fed era l L ib rary  

Fed e ra l So u rce  M ateria ls  
Code, Regu lations, C o m m ittee  Reports  & Tax T reaties  

In te rn a l R even u e  Code 
C urren t Code

Su b tit le  F P roced ure  and Adm in istra tion  §§6001-7874 
C h ap te r 67 IN T E R E S T  §§6601-6631 

Su b ch a p te r C D e term ina tion  o f In te re s t  R a te ; Com pound ing  of In te re s t  §§6621-6622 
§6622 In te re s t com pounded  daily.

Internal Revenue Code

§ 6622 Interest compounded daily.

(a) General rule.
In  com puting  the am oun t o f an y  in te res t requ ired  to be paid under th is title  or sections 1 9 6 1 (c ) 
(1 )  o r 2411 of title  28, Un ited  S ta te s  Code , by the  S e c re ta ry  o r by th e  tax p aye r, o r an y  o th e r 
am ou n t de term ined  by re fe ren ce  to such am ou n t o f in te rest, such in te res t and such a m o u n t shall 
be com pounded  daily .

(b) Exception for penalty for failure to file estimated tax.
Su b section  (a )  shall not app ly  for purposes o f com puting  th e  am oun t o f an y  add ition to tax  un der 
section  6654 o r 6655 .

EN D  O F D O C U M EN T  - 
© Copyright 2006 RIA. All rights reserved.
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J u n e a u E m p ire .

My turn: Playing fast, loose with rules

Legislators with conflicts of interest should abstain

Legislators who play last and loose with their rules are likely to do the same 
with your rights and resources. Reps. Mike Hawker. Kevin Meyer and Mike 
Chenaull have played fast and loose with the governing rules of the 
Legislature.

Mason’s Manual of Legislative Procedure states: "It is a general rule that 110 

one can vole 011 a question in which he has a direct personal or pecuniary 
(financial) interest. In recognition of this maxim. Rule 34(h) of the Alaska 
Legislature's Uniform Rules advises legislators to declare any conflicts of 
interest they may have and ask to he allowed to abstain from voting 0 11 those 
issues."

The exception to this rule is that "a member may not he permitted lo abstain 
except upon the unanimous consent of the membership." and. in the Alaska 
Legislature, members routinely object to these abstentions. When a direct 
financial conflict exists, however, the abstention request must be agreed to if 
public trust is to be maintained. That is why the rule exists.

On March 27, Hawker, Meyer and Chenaull turned this exception into a 
loophole just as the House Finance Committee was beginning debate over 
Gov. Murkowski's ill-laled oil lax revision plan. Go to 
w ww ,ktoi» prg/gayel/sch.etlule,cljii.

The succession of events went as follows:

Rep. Meyer, co-chairman ol the House Finance Committee, who has workid 
lor the oil industry since l ‘>7() and is wuployeil directly by ConocoPlullips. 
declared a conflict ami asked to lv  excused from voting. Rep. Chenaull. the 
other co-chairman ul the committee, obiected m iliai request ami iheieln 
lived Meyer to vote 011 the issue

Next. Rep. I lawkci declared a conflict. I law ker’s wile is employed by 
ConocoPhillips, and. according to the Alaska Public Offices Commission, 
earns a yearly salary ol more than SIIIO.DDI) Rep. Ilawkei 's wile also holds 
an unspecified number ol shares ol luily salable and transferable 
( ■onocoPhillips stock. I law kcr hiin*rll is a freelance accountant who has 
I'cib'imcd contract wmk tnr companies directly and mdiieetlv associated

htip.7/|uneauempue com/cgi-bin/prinui2(I00.pl 7/23/21 It )<•
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Rep. Hawker asked lo heexeused from participation and voting hut, again, 
co-chairman Clicnaull objected to the ret)tiest and thereby I'reed Hawker to do 
both.

Only alter clearing his conflicted colleagues did Chenault reveal that he too 
has a conflict: His family-owned business, Qwick Construction, is an oil field 
maintenance company based in Nikiski. In Chenault s own words, he has 
worked for the majority of Alaska’s oil production companies and presently 
deals with oil and gas issues on the Kenai.

Like a well choreographed Marx Brothers routine, two men with conflicts 
were pardoned by a man with a conflict - a man who then quipped that he’d 
pardon himself if no one else would.

This episode might have been funny had it not occurred in arguably the most 
powerful committee in the Legislature, including the three most influential 
members of that committee and involving an issue titanic in its potential 
ramifications lo the future of Alaska. Seen in this light, the shenanigans of 
Hawker, Meyer and Chenault on March 27 were unconscionable.

By turning the conflict declaration process into a farce. Reps. I lawker. Meyer 
and Chenault removed any assurance that they have the commitment 
necessary to place the public good above their private interests. In doing so. 
they undermined the trust that is vital if the public is lo believe the 
prospective oil lax and natural gas pipeline contract are being pursued in a 
manner consistent with Alaska’s laws and constitution, or will produce results 
that are in the publics best interest.

Speaker John I larris should be mindful of this situation. I le is the leader of 
the Alaska Stale House of Representatives - the People's I louse. Wilh this 
special session being devoted entirely to oil and gas. he should call upon 
members with clear conflicts of interest to abstain from voting on these issues 
and icqnc a that other members not object.

• Jim Whitaker is the mayor of the Fairbanks North Star Borough, chairman 
ol tin' Alaska Clasline Port Authority, a three term icpivsvnialive. a member 
ol the I louse Finance Committee and die chairman of the I louse ( )il and ( ias 
Committee,
Click here to iviurn to slorv:
im p  \ ' v  j t i i ie . iU ' in p i i .  e. i i? /- i . t j i , * .  o "  ’ “ t 'f i' l.  p i ..(rt/i d "  V b 'u.;,N |i|f i, i

wilh the oil industry.
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adn.com Print P ag e  | C lose  W indow  J
Anchorage Daily News

Murkowski oil consultant offers 'produce or pay' plan
UNVEILING: Proposal uses volumes contained in new discoveries to set tax rate.

B y  M A TT  V O L Z  
T h e  A sso c ia te d  P re ss

(Published: August 1, 2006)

JU N E A U  — A n ew  a t te m p t  to b reak  the L e g is la tu re 's  s ta le m a te  o v e r  a re v ise d  oil p rod u ction  tax 
w a s  in tro d u ced  M o n d ay .

It 's  d u b b ed  th e  "p ro d u c e  o r p a y "  p lan , and  it w ou ld  ra ise  o r lo w e r oil c o m p a n ie s ' p rod u ction  tax  
ra te s  d ep en d in g  on  th e  a m o u n t o f new  oil th e y  d eve lo p .

The  p lan  w o u ld  s e p a ra te  ex is ting  oil p rod u ction  from  n ew  p ro d u ctio n , w ith  a 25 p e rce n t tax  on th e  
p ro fits  on th e  fo rm e r an d  a 15 p e rce n t p ro fits  tax  on th e  la tte r .

T h a t 15 p e rce n t ra te  on n ew  p rod u ction  w ou ld  s ta rt  to rise  0 .5  p e rce n t a y e a r  s ta rt in g  in 2012  until 
it m a tch ed  th e  "b a s e  p ro d u c tio n " tax  ra te  o f 25 p e rcen t.

In  the  b eg in n in g , th e  co m b in ed , o r "b le n d e d " tax  ra te , w o u ld  be 22 .5  p e rcen t o f oil c o m p a n ie s ' 
A la sk a  p rofits .

In d iv id u a l co m p a n ie s ' p ro d u ctio n  tax  ra te s  w o u ld  rise  o r fall e a ch  y e a r , d ep en d in g  on w h e th e r  th e ir  
oil p ro d u ctio n  is b e lo w  o r a b o v e  th e  ex p ec ted  ra te  o f d ec lin e , w h ich  is n o w  se t in th e  bill a t  5 
p e rcen t.

S o , if c o m p a n ie s  p ro d u ce  en o u g h  n ew  oil to s lo w  th a t 5 p e rce n t p rod uction  d ec lin e , th e y  w o u ld  be 
re w a rd e d  w ith  a lo w e r tax ra te . H o w e v e r , if a co m p a n y  in ve s ts  little  o r no th ing  in n ew  p roduction , 
its tax  ra te  w ill rise .

The co n ce p t w a s  in tro d u ced  in th e  H ouse  F in a n ce  C o m m itte e  by Pe d ro  v a n  M eu rs , an  in te rn a tio n a l 
p e tro le u m  co n s u lta n t  w o rk in g  fo r G o v . F ran k  M urkow sk i. V a n  M eu rs  sa id  th e  co n ce p t is fam ilia r  to 
w o rld w id e  oil c o m p a n ie s , an d  it is " te ch n ic a lly , e co n o m ica lly  an d  s tru c tu ra lly  a sound  s y s te m ."

T h e  p lan  is th e  p ro d u c t o f a t te m p ts  by R ep s . R a lp h  S a m u e ls  an d  M ike H a w k e r to find a co m p ro m ise  
th a t w ill k eep  th e  L e g is la tu re  from  re je c tin g  th e  oil tax  re w r ite  fo r the  th ird  t im e  th is  y e a r . The  
co n ce rn , a s  th e  A n ch o ra g e  R e p u b lica n s  s a w  it, w a s  find ing  a fa ir ra te  a t w h ich  to tax  oil c o m p a n ie s  
th a t w o u ld  not s q u a sh  n ew  e x p lo ra tio n  an d  p rod uction .

Thu  n e w  bill is to be fo rm a lly  in tro d u ced  to d ay , on ce  th e  L e g is la tu re 's  lega l d iv is io n  h as  h o k e d  it 
o ve r , sa id  H o u se  F in a n c e  co - ch a irm an  M ike C h e n a u lt , R-Nikir.ki.

"M a y b e  th is  is th e  p ro g ram  th a t w ill g e t us o v e r  th a t h u rd le , g ive  us so m e  a g re e m e n t ,"  C h en a u lt 
sa id .

T h e  sp ec ia l le g is la t iv e  se ss io n  is re q u ired  to ad jo u rn  by A u g . 10. The n ew  tax p lan  is to  be in c luded  
in M u rk o w sk i's  g a s  p ip e lin e  co n tra c t  w ith  th e  s ta te 's  th re e  la rg es t co m p a n ie s , w ith  th e  g o ve rn o r  
hop ing  lo r le g is la t iv e  a p p ro va l of th e  co n tra c t b e fo re  th e  end  o f th e  sess ion .

Ini|i:/A\ uw.ndn.cnin/iicu N/pi»vcmmonl/lcL'islnUiiv/pi|vliiicvA -pi i i i IlV m o i \/N()27 TShp-7020.., S/l/2(H)h
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Until now , M u rko w sk i has su p p o rted  a flat 20 p e rcen t tax  on oil co m p a n ie s ' A lask a  p ro fits , w h ich  he 
n eg o tia ted  w ith  B P , C onoco  Ph illip s  and Exxon  Mobil. T h e  H ouse  an d  S e n a te  h a ve  re je c te d  th a t tax 
ra te  as  too low but h a ve  fa iled  to co m e  up w ith  a co m p ro m ise .

Ori M o n d ay , R e v e n u e  C o m m iss io n e r Bill C o rb us  s igna led  th a t the  M u rkow sk i ad m in is tra tio n  m a y  be 
w illing  to a c ce p t  th is n ew  p lan .

"W e  a re  in te re s ted  in see in g  th is  p rocess  go fo rw a rd ,"  C o rbus  told the  co m m itte e .

Leg is la to rs  see in g  it fo r the  first t im e  po in ted  o u t w h a t th e y  s a w  as  possib le  sh o rtco m in g s . Rep .
M ike K e lly , R - Fa irb an k s , sa id  a lot d ep en d ed  on w h e re  th e  ra te  o f p rod uction  d ec lin e  w a s  se t. If  
tha t 5 p e rcen t d e c lin e  rate, w a s  w ro n g , it w ou ld  be m uch  h a rd e r to tax  co m p a n ie s  a t  th e  full 25 
p e rce n t o f th e ir  p ro fits , he sa id .

H ouse  M in o rity  L e a d e r  E th an  B e rk o w itz , D -A ncho rage , sa id  th e  p roposa l w a s  m o re  co m p lica ted  
than  th e  o th e r  p lan s  ou t th e re : E ith e r  a fla t tax  on n e t p ro fits  th a t r ises  a t  h igh oil p rices , o r  e ls e  a 
tax on g ro ss  oil p roduction .

"C o m p le x ity  w ith  10 d a y s  to go is a co m p lica tio n ," B e rk o w itz  sa id . " I  th ink  w e ’re in a t im e  b in d ."

Rep . B e r ta  G a rd n e r , D -A ncho rage , q u estion ed  v a n  M eurs  on w h y  th is  p lan  w a s n 't  in tro d u ced  e a r lie r  
th is y e a r .

V an  M eu rs  sa id  th e  fla t tax  on p ro fits  w as  a s im p le r ve rs io n  o f the  bill, an d  w h ile  he b e lie v e s  th e  
new  p lan  is sound , it is m o re  com p lex .

"T h e re  is v ir tu e  in s im p lic ity ,"  he said .

Print P ag e  | C lo se  W indow
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Five Step Calculation of Tax Rate Under Amendm ent 2A
VI

Net "Production Tax Value'Vper bbl

Capex'

Destination S 30.00 $ 40.00 $ 50.00 S 60.00 S 70.00 S 80.00 S 90.00 S 100.00
Opex
result

12.00 12.00 12.00 1200 12.00 12 00 12.00 12.00
$ 18.00 $ 28.00 $ 38.00 $ 48.00 $ 58.00 $ 68.00 $ 78.00 S 88.00

$ m 13.00 28.00 38.00 48.00 5800 68.00 78.00 8800

S 0.50 17.50 27.50 37.50 47.50 57 50 67.50 77.50 87.50

$ 1.00 17.00 27 00 37.00 47.00 57.00 67.00 77 00 87 00

$ 1.50 1650 26.50 36.50 46 50 56.50 66.50 76.50 86.50

$ 2.00 16 00 26.00 36 00 46.00 56.00 66.00 7600 86.00

$ 2.50 15.50 25.50 35.50 45.50 55 50 65.50 75.50 85.50

$ 3.00 15 00 25 00 35.00 45.00 55.00 65.00 75.00 85.00

$ 3.50 14 50 24.50 34.50 44 50 54.50 64 50 74 50 84.50

S 4.00 14.00 24 00 34.00 44.00 54.00 54.00 74.00 84.00

$ 4.50 13.50 23.50 33.50 43.50 53.50 63 50 73.50 83.50

$ 5.00 13 00 23 00 33.00 43.00 53 00 63.00 73.00 83.00

$ 5.50 12.50 22 50 32.50 42.50 52.50 62.50 72.50 82.50

s 6.00 12.00 2200 32.00 42.00 52.00 62 00 72.00 82.00

$ 6.50 11 50 21.50 21.50 41.50 51 50 61 50 71.50 81.50

$ 7.00 11 00 21 00 31.00 41.00 51.00 61 00 71.00 81 00

D LD

r Alaska Department of Revenue
2 54 PM ' *■'

"V A



Five Step Calculation of Tax Rate Under Amendment 2A

Step One: "Invest Down" of Tax Rate (independent of price)

s - 0.000%
5 0.50 0.000%
S 1 00 0.000%
s 1 50 0.500%
s 2 00 1.000%
s 2.50 1.500%
$ 3.00 2.000%
s 3.50 2.500%
s 4.00 3.000%
s 4.50 3.500%
s 5.00 4.000%
s 5.50 4.500%
s 6.00 5.000%
s 6.50 5.000%
s 7 00 5.000%

25 0 %
2 5 0 % 25.0% 2 5 .0 %
25.0% 25.0% 25.0% 25.0%
24.5% 2 4 .5 % 2 4 .5% 2'r.ovo

24 0 % 24 .0% 24.0% 24.0%
23.5% 23 .5% 23 .5% 23.5%
23 0 % 23 .0% 23.0% 23 .0%
22.5%
22 .0 %
21 5 %
21 .0%

2 0 5 %  
20 0%

20 0%
20 0%

22.5% 22.5%

D FD  
8 3.0G 
2 55 PM
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Five Step e m u la tio n  of Tax Rate Under Amendment 2A

Step Two Calculation of "R"

S 30.00 $ 40.00 $ 50.00 $ 60.00 S 70.00 $ 80.00 $ 90.00 $ 100.00

$ 25% 2 5 % 2 5 % 2 5 % 25% 2 5 % 25% 25%

$ 0.50 24% 2 5 % 2 5 % 2 5 % 2 5 % 2 5 % 25% 2 5 %

s 1.00 24% 2 4 % 2 4 % 2 5 % 2 5 % 2 5 % 25% 25%

$ 1.50 23% 2 4 % 2 4 % 2 4 % 2 4 % 2 5 % 25% 25%

$ 2.00 22% 2 3 % 2 4 % 2 4 % 24 % 24 % 2 4 % 25%

$ 2.50 21% 2 3 % 2 4 % 2 4 % 24 % 24 % 24% 24%

s 3.00 20% 2 2 % 2 3 % 2 4 % 24% 2 4 % 2 4 % 24%

s 3.50 19% 2 2 % 23 % 2 3 % 24 % 24 % 24% 24%

$ 4.00 17% 21 % 22 % 2 3 % 23% 24 % 2 4 % 24%

$ 4.50 15% 2 0 % 2 2 % 2 3 % 23 % 24 % 24% 24%

s 5 00 12% 2 0 % 2 2 % 22 % 23% 2 3 % 2 4 % 24%

$ 5 50 8 % 19% 21 % 2 2 % 23% 23 % 2 3 % 24%

$ 6.00 3 % 18% 20 % 22 % 22 % 23 % 23% 2?7o

s 6.50 -5% 16% 2 0 % 21 % 22% 2 3 % 2 3 % 23%

s 7.00 -19% 15% 19% 2 1 % 22 % 2 3 % 23% 23%

DLL)
8 3 06 
2 56 PM
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Five Step Calculation of Tax Rate Under Amendm ent 2A

Step Three: Higher of, between 2 0 %  and 25%

$ -

s 0.50
s 1.00
s 1.50
s 2.00
s 2.50
s 3.00
s 3.50
5 4.00
S 4.50
$ 5.00
S 5.50
$ 6.00
s 6.50
s 7.00

S 30.00 S 40.00 S 50.00 5 60 00 S 70.00 S 80.00 S 90.00 S 100.00
2 5 % 25% 2 5 % 2 5 % 2 5 % 2 5 % 2 5 % 2 5 %
2 5 % 25% 2 5 % 2 5 % 2 5 % 25 % 2 5 % 2 5 %
2 5 % 2 5 % 2 5 % 2 5 % 2 5 % 2 5 % 2 5 % 2 5 %
25 % 2 5 % 2 5 % 2 5 % 2 5 % 2 5 % 2 5 % 2 5 %
2 4 % 24 % 24 % 2 4 % 2 4 % 2 4 % 2 4 % 2 5 %
2 4 % 2 4 % 2 4 % 2 4 % 2 4 % 2 4 % 24% 2 4 %

21% 21% 21% 1 •
20% 20% 20% * i - • 1
20% 20% 20% 21% RSIs
20% 20% 20% 21% iS S

DED
8 3 06
3 02 PM Alaska Department of Revenue



Five Step Calculation of Tax Rate Under Amendment 2A

Step  four Prop Version (prior to credits) with variable rate 
Progressivity slope: 0.0025 insert: 35

$ 30.00 $ 40.00 $ 50.00 $ 60.00 $ 70.00 $ 80.00 $ 90.00 $ 100.00
$ 0 0% 0.0% 0.8% 3.3% 5.8% 8.3% 10.8% 13.3%
$ 0.50 0.0% 0.0% 0.6% 3.1% 5.6% 8.1% 10.6% 13.1%
$ 1.00 0.0% 0.0% 0.5% 3.0% 5.5% 8.0% 10.5% 13.0%
s 1.50 0.0% 0.0% 0.4% 2.9% 5.4% 7.9% 10.4% 12.9%
s 2.00 0 0% 0.0% 0.3% 2.8% 5.3% 7.8% 10.3% 12.8%
$ 2.50 0.0% 0.0% 0.1% 2.6% 5.1% 7.6% 10.1% 12.6%
s 3.00 0.0% 0.0% 0.0% 2.5% 5.0% 7.5% 10.0% 12.5%
s 3.50 0.0% 0.0% 0.0% 2.4% 4.9% 7.4% 9.9% 12.4%
s 4.00 0 0% 0.0% 0.0% 2.3% 4.8% 7.3% 9.8% 12.3%

s 4.50 0.0% 0.0% 0.0% 2.1% 4.6% 7.1% 9.6% 12.1%
s 5.00 0.0% 0.0% 0.0% 2.0% 4.5% 7.0% 9.5% 12.0%
$ 5.50 0.0% 0.0% 0.0% 1.9% 4 .4 % 6.9% 9.4% 11.9%
$ 6.00 0.0% 0.0% 0.0% 1.8% 4.3% 6.8% 9.3% 11.8%
5 6.50 0.0% 0 0% 0.0% 1.6% 4.1% 6.6% 9.1% 11.6%
S 7.00 0.0 Vo 0.0% 0.0% 1.5% 4.0% 6.5% 9.0% 11.5%

DED
8.3.06
2:57 PM

Alaska Department of Revenue



Five Step Calculation of Tax Rate Under Amendment 2A

D E D
8.3 06
2:58 PM

Step Five:Net Tax Rate Plus Progressive

$ 30.00 $ 40.00 $ 50.00 $
$ - 25.0% 25.0% 25.8%
$ 0.50 25.0% 25.0% 25.6%
s 1.00 25.0% 25.0% 25.5%
$ 1.50 24.5% 24.5% 24.9%
s 2.00 24.0% 24.0% 24.3%
s 2.50 23.5% 23.5% 23.7%
$ 3.00 23.0% 23.0% 23.2%
$ 3.50 22.5% 22.5% 22.8%
s 4.00 22.0% 22.0% 22.4%
$ 4.50 21.5% 21.5% 22.0%
3 5.00 21.0% 21.0% 21.5%
s 5.50 20.5% 20.5% 21.0%
$ 6.00 20.0% 20.0% 20.5%
$ 6.50 20.0% 20.0% 20.0%
$ 7.00 20.0% 20.0% 20.0%

60.00 S 70.00 $ 80.00 $ 90.00 $ 100.00
28.3% 30.8% 33.3% 35.8% 38.3%
28.1% 30.6% 33.1% 35.6% 38.1%
28.0% 30.5% 33.0% 35.5% 38.0%
27.4% 29.9% 32.4% 35.0% 37.5%
26.9% 29.5% 32.2% 34.7% 37.3%
26.5% 29.2% 31.9% 34.5% 37.1%
26.1% 28.9% 31.6% 34.2% 36.8%
25.7% 28.6% 31.3% 33.9% 36.6%
25.3% 28.2% 31.0% 33.7% 36.3%
24.9% 27.9% 30.7% 33.4% 36.0%
24.5% 27.5% 30.4% 33.1% 35.8%
24.0% 27.1% 30.0% 32.8% 35.5%
23.5% 26.7% 29.7% 32.5% 35.2%
23.0% 26.3% 29.4% 32.2% 35.0%
22.5% 25.9% 29.0% 31.9% 34.7%

Alaska Department of Revenue



_______ HIM . NO .________

IN 11II- L EG IS L A T U R E  OF 11 lid STA I F OF A LA SK A  

TWHNTY-FOl RTH LFG1SI.A l'UKI: - TH IRD  SPEC IA L  SESSIO N

in

Offcml:

S p o i is o i ls ) :

A H IL L  

FO R  AN A C T  EN T IT L E D

1 "A n  Act ic lu liii”  to the prmluction tax on oil and «as and to conservation surcharges on

2 oil; relating to criminal penalties for \ iolatin^ conditions *jovcrnin*j access to and use <*T

2 confidential information relating to the production tax; amending the definition of '"os'

4 as (hat definition applies in the Alaska Stranded Gas Development Act; making

J  conforming amendments; ;md prov idinj* for an effect i\ e date."

o HE 11 E N A C I i.D ID  T ill: L E G IS L A T l 'U K  U E T I I E  S T A T E  O F  A L A S K A :

7 * Section I. I fit uncodilied law ofthe Staid W  A l^ a  I? amenJed Iw addinj a new section

5 to lead:
o I | t . I SI .A I IY I IN 11 s i .  (a) It |  the intent ot the leuslature through sec. I I of this

It) Act to confirm by clanlieution the ione-standine interpretation of ^ -1 o . V L ’Mh hv the

11 I )epai Intent of Revenue.

12 (h) It is the intent of the legislature that the division oi other unit ol the I kpartniuit ol

I? I n.iioiinicntal (. bnservation avdened responsibility for afhniiustnaion ol the proci.ims under
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AS 40.UN in ii aiv principfflh supported b\ ihJ MmsetVation surcluuiMs on r>iI 'tried under 

AS 43.55.201 - 43.55.2W and 43.55.300 - 43.55.310

(1) reduce program costs. including personnel cosls. as neccSsarx lo operate 

within the revenue anticipated to he generated by those surcharges, in the amounts o!' those 

surcharges as amended b\ sees. 20 and 2N of this Act: and

(2) request appropriations lor exceptional program needs and expansions 

beyond what can be provided from the estimated amounts collected from those surcharges 

from alternative funding sources.

* Sec. 2. AS 43.05.230(f) is amended to read:

( f) A wilful violation of the provisions of this section or nf a cmidiiion 

imposed under AS 43.55.040(1 )(B ) is punishable by a line of not more than S5.000. 

or b\ imprisonment for not more than two \ears. or by both.

* See. 3. AS 43.20.031(e) is amended to read:

(e) In computing the lax under this chapter, the taxpayer is not entitled to 

deduct any taxes based on or measured by r.ct income. The taxpayer mav deduct the 

tax le\ied and paid under AS 43.55.

* See. 4. AS 43.20.072(b) is amended to read:

(h) A taxpayer's biMness income to be apportioned uniter this section to the 

state shall be the federal taxable income of the taxpayer’s consolidated business for the 

tax period, except that

1 11 taxes based on or ineasuted by net income that are deducted in die 

determination of tin. federal taxable income shall be added bach: the tax e\ ied am! 

paid under \S 43.55 mav not be added hack:

(2) intangible milling and de\eh-pment costs that are deducted as 

expenses under 2o I '.S < . 2o3(ci I Internal Kcxuiue ( ock: I in the dcierminadon ol the 

federal taxable income Skill be capitalized and depreciated a> if he option to treat 

them as e'pcn>c- under 20 I |f.( 2o’ u i  (Internal Kcwntii. (ode) had not been 

c \eic;>cd:

( A  Je| action deducted on the percentage depletion basis under 2( *

I >4 I  o l3 (Internal Kescnuc < odei m Hie determination o| the federal taxable income 

'I a I be recomputed .aid deducted on tin cost depic’ion barb under 2o I .M  . 012



I Internal Rev enuc (. »cic u and

(4i depreciation shall he computed on the basis of 2o I'.S.C. 167 

(Internal Revenue Code) as that section lead on June 30. 19SI.

Sec. 5. AS 43.55.011 is amended by adding new subsections lo read:

(e) There is levied on the producer of oil or gas it tax lor all oil and gas 

produced each calendar year from each lease or properly in the state. less any oil and 

gas the ownership or right to which is exempt from taxation or constitutes a 

landowner's royally :nterest. l-.xcept as otherwise provided under <j) and (k) of this 

section, the lax is ei|ual to the annual production tax value of the taxable oil and gas as 

calculated under AS 43.55.160 multiplied by the tax rate determined under (f) of this 

section.

< f) f or the purposes of (e) of this section.

(I i the tax rate for a calendar year under te) of this section is the 

weighted average oflhe percentage rale under (2) of this subsection applicable lo the 

producer's base production, if any. for the calendar year and the percentage rate under

(3) of this subjection applicable to the produce]-'s incremental production, if any. for 

the calendar year, with each percentage rale weighted proportionally to the amount of 

the production lo which it applies: however, the tax rale for 2006. 2007. a.id 200N may 

nol exceed 22 12 percent:

(2) the percentage rale lor each year applicable to a producer's base 

production is 25 pci cent:

(3) the percentage rate applicable to a producer*.* incremental

production r.

i ‘i i lor 2ii'H« through and uicludiig 20] I. 15 percent:

<Ri foi 2ul2 throueh and incl u'ing 2030. one-hall percentage 

point ere.del than the percentage rate Ibr die immediately preceding year: 

i( ! lor 203 I and latei wars. 25 percent:

(4) except as otherwise provided unde' f t  I  ol tin.* subsection, a 

producer's ba.ve production

( \  J lor a calendar car earlici than 20 ’ 1 js 

.75 \  I T X t o51 exp ini



where: 11’ = the u>t|il amount ol taxable and nonlaxahk oil anJ gJt?. in HI I 

equivalent barrels, produced b\ the producer from leases or 

properiie.s in ihe slate during 2005: and 

11 -- ihe number that represents ihe calendar year subsequent to 2005 for

which ihe lax is being computed, with the number that represents 

calendar year 2000 being 1. the number thai represents calendar vear 

2007 being 2. and so on:

(131 for 20? I and later years, is zero:

(5) a producer’s incremental production for a calendar year is the total 

amount of taxable and nontaxable oil and gas. in BTU equivalent barrels, produced In 

the producer from leases or properties in the state during the calendar year. less the 

producer’s base production for the calendar year, but the incremental production mav 

not be less than zero:

(6) if a working interest in a lease or property from which oil or ga> 

was produced during 2005 U transferred alter 201)5. the amount of 2005 oil and gas 

production attributable lo that interest is considered. from the date of the transfer, to 

have been produced by the producer acquiring the working interest, for the purpose* 

of computing the term I P under (4) of this subsection.

ig) In addition to the tax levied under (e) of this section, during each calendar 

year for which the price index determined under (111 of this section is greater than zero 

lor one or more months, there is levied on the produce'- of oil or gas a lax for ail oil 

and gas produced during that calendar v^ar from each l.ase or proper! v in the state, 

less any oil and gas lie  ownefjWp or ruin to which is exempt from taxaiion or 

constitutes a Ian lowner's rovaltv interest, I xcept a* otherwise provided under ( i > and 

iki of this '•ection. the lax levied under this sunsceiion is equal to the sum. over all 

mortiluS in the calendar vear. ol the amounts calculated lor each month as dlnws;

percent ol tile monthly piodiivlion tax value of the taxable oil and ga* as 

calculated mnlet \S ® ,55 loo. mulliphcd l\v the price iiuie determined under (b) o| 

this section However, the amount <.alei..ated niftier this subsection lor anv mouth sna 

not exceed pefevni of the montlilv pioduciion tax value o| the taxable oil and

l\c as calculated under \s 45.5'UI<>M.



(It) I nr purpose* *>] (y) of'his section, the price index lor a month is Calculated

h> subiracdny from the number that is equal to die quotient ofthe total monthly

production tax value of the taxable oil and yas produced by the producer duriny that 

month, as calculated under AS -13.55.160. divided by the total amount ol the taxable 

oil and yas produced by the producer duriny that month in BU S  equivalent barrels. 

However, a price index may not be less than zero,

(i) I here is levied on the producer of oil or yas a tax for all oil and yas 

produced each calendar year from each lease or property in the state the ownership or 

riyhl lo which constitutes a landowner's royally interest, except for oil and yas the 

ownership or riyht to which is exempt from taxation. The provisions of this subsection 

apply to .1 lar.downer's royalty interest as follows:

( 1) the tax levied for oil is equal to live percent J f  the cross value at 

the point of production ofthe oil:

(2) the lax levied for yas is equal to 1.067 percent ofthe cross value at 

the point of production oflhcyas:

(3) if the department determine that. I b r  purposes of rcJueiny the 

producer's tax liability under ( 11 or (2) of this subsection, the producer has received or 

will receive consideration from the royalty owner oli-ettiny all or a part of the 

producer’s royalty obligation, other than a deduction undei AS 43.55.'<CUwi) of the 

amount of a tax paid, then notwiihstundinc ( I ) and (2) of this subjection, the tax is 

equal to 25 percent ofthe cross value at the point of production ofthe oil and yas.

(ji 1 or a calendar year earlier than 2<C2. ilk tot d lax levied bv u ) and (yi ot 

this eclion on yas piiduccd from a lca«*> or properly in the C'"ok Inlet sedimentary 

basin may not exceed

1 1) for a lease or proper'' mall tiM commenced Commercial production 

of ca.s IxJoiv April I. 2<u>b. the product obtained In multipiyiny ( \i the amount ol 

taxable yas pmdueed duriny the calendar ye If lioin the lease or property. times iH i (hi 

avctaee rate ol u\ that w;s imposed under lli.s chapter on taxable yas piodiiecd lioin 

the lease or property for the 12-monlh period eudmy t*n Maieh pi. J'OU. times R i the 

quotient ot the total cros., value at the point ol production of the taxable yas produced 

Horn the lease or propc tv duriny the 12-month period endiny March 31. juun div ided



1 by ihe total amount f  f that gas:

2 (2) lor a lease or property thcii first commences commercial production

3 of gas alter March 31. 2006. the product obtained by multiplying (A ) the amount oi

4 taxable gas produced during the calendar year from the lease or property, limes (B ) the

5 average rate of lax that was imposed under this chapter on taxable gas produced from

6 all leases or properties in the Cook Inlet sedimentary basin for the 12-month period

7 ending on March 31. 2006. limes (C) the average prevailing value for gas delivered in

S the Cook imet area for the 12-month period ending March 31. 2006. as determined by

0 the department under AS 43.55.020(f).

10 (k) for a calendar year earlier than 2022. the total lax levied by (e) and (g) ol

I I this section on oil produced from a lease or property in the Cook Inlet sedimentary

12 basin may not exceed

13 (1) for a lease or property that first commenced commercial production

14 of oil before April 1. 2006. the product obtained bv multiplying (A ) the amount of

15 taxable oil produced during the calendar year from the lease or property, times (B ) the

16 average rate of lax that was imposed under this chapter on taxable oil produced from

17 the lease or propertv for the 12-monlh period ending on March 31. 2006, times (C) the

IS quotient of ihe total gross value at the point of production of the taxable oil produced

10 from the lease or propertv during the 12-monlh period ending March 31. 2006. divided

20 bv the total amount of that oil:

21 <2» for a lease or property that lirst commences commercial production

22 of oil after March 31. 2oor>. the product obtained by multiplying (A ) the amount of

23 la* able oil produced during the calendar year from the lease or propertv. times (B ) the

24 average rale ol lax that was imposed under this chapter on taxable oil produced from 

all leases or ni'operiios in the ( ook Inlet sedimentary basin for the 12-month period

2f> ending on March 3|. 2066. times (C’t the average prevailing value for oil delivered in

tho Cook Inlet area lor the 12-month period ending March 31. 2000 jts determined by 

2X the department under AS 43.55 02n< !i.

2‘) (!) \\ hen a limitation under til or (ki of th.s ectioii on tin. tax levied by tel

3(1 and igi ol thi wetum has the effect o»f inducing the producer-' lax on gas oi oil

31 produced from a lease, or property below the amount ot tax that would be levied in the

•tc



] absence" ..filial limitation. the amount ol the rcduclio i is applied first against the tax

2 levied hv (g) oftliis section, hut that tax may not he reduced below zero.

3 (in) Notwithstanding any contran provision ol' AS 38.(l5.iN(i(i).

-I AS4l.0y.O10. AS 43.20.043. or 43.55.025. tax credits under AS 38.05.1X0(i).

5 AS 4 1.09.010. AS 43.20.043. and 43.55.025 that are allocated to gas produced from

6 leases or properties in the C ook Inlet sedimentan hasin and that are available to he

7 applied against a tax levied hy (e) of ill I* section on gas produced from leases or

S properties in the Cook Inlet sedimentary hasin during a calendar year may he applied

9 onlv against the tax levied hy (e) of this section on that gas. The amount by which the

10 amount of tax credits that are allocated to gas produced from leases or properties in the

11 Cook Inlet sedimentan hasin and that the producer would otherwise he allowed lo use

12 for a later calendar year ot transfer to another person exceeds die amount ol tax credits

13 whose application would reduce the lax levied b\ (c) of this section on that gas to

14 zero, if any. is considered the amount of excess tax credits and the excess tax credits

15 are subject to the follow ing:

16 ( I ) for each lease or properlv lor which a limitation under (j) or (k) of

17 this section on the tax levied hv (c) and (gi of this section has the effect of reducii

18 the producer's tax helow the amount of tax that would he lev ied in the ahsenc ol that

l ‘> limitation, the producer shall calculate the amount1 ofthal reduction:

20 (2) the producer shall calculate the total oflhe reductions calculated

21 under 11) of this subsection for all affected leases or propertie

22 (3) the proJueer shall reduce the amount ol excess tax credit' hv the

23 total calculated under (2) of this subsection, hut not to less than zero:

24 (4) an;, amount of excess tax ctvdits remaining alter icduction under

25 i ) of this subsection max he use-d for a later calendar ve-ar. traiislerrca to another

20 person, or applied against a tax lev ieil oil oil or gas produced Irom a lease or proper! v

27 located anywhere in the state to the extent otherwise allowed under applicable law

2N governing the tax credits.

21' ini Allocution of credit.' under (nn of this section shall he made under

3lt regulation*- adopted Isv the department that ptovjdc lor reasonable methods ol

1̂ allocalini' tax credit# |o gas 4 rodliced irotu leases or properties m the < ooh Inlet

-7-



vedimeniurx I ...sin.

Jo) The department shall bx regulation esiahlish sampling. testing. and 

axeraging methods lor determining the healing value id’ a producer's gas. In the 

absence of sufficient sampling and testing of gas produced during 2005 or 2000. the 

department may provide for the healing value ol the gas to be estimated based on 

sampling and testing of later-produced gas or on other information.

Sec. 0. A S 43.^5.017(a) is amended to read:

ia) Hxcept as provided in this chapter, the taxes imposed by this chapter are in 

place of all taxes now imposed by the stale or any of its municipalities, and neither the 

stale nor a municipality max impose a lax on |UP( >N|

( 1) producing oil or gas leases:

(2) iil or gas produced or extracted in the state:

( I the xalue of intangible drilling and development costs, as 

described in 26 l.S .C . 263(c) (Internal Revenue Code), as amended through 

January 1. 1074 IHXIM < >KA I ION FATLNSHS].

Sec. 7. AS 43.55.()2Q(ff) i' repealed and reenacted to read:

(a) I lie tax lexicd on a producer for i calendar xcar by . 'S  43.55.01 lie), (g). 

and | i i must be paiu a*, follows;

i l l  an installment pax men! of the estimated tax' lexicd bx 

As 45.55.01 ltd  and (g). net of <n\ tax crAfils ppli..d as allowed In law. is due for 

cacli month ol the calendar xcar on the last dux o! the lollowing onfltfth: the amount ol 

the installment pnxmeni is the sum ol tlk amounts vulculu^d under (2) and (5) of this 

tibscciion. but not le>s than /cio:

(2 i the lust o! the t\ sa m o u n ts  used to calculate the installment 

; uymcnt lot a month under 11 m l this subsection is equal to the re:namdcr obtained h i 

subtracting

i A t I 12 o f the tax credit that are allowed '\x law to be applied 

agatnst the no lex ied Iw A S  4S.55.fH I t f i  tor the calendai xcar. Irom

(M i the total o f the monilJx ptoductir* xallies calxnl.ited under 

\S 45.55. !o it(a i(2 ) ol all oi! and gas taxable 'tuLr S's 45 ■ '"vuM id and 

produced b_. the proihicet from leases or propcrtii s in the state during the



! month, multiplied by the lax rale determined antler AS 4 .0 .0 1111) n»r the

2 calendar year assuming that the producer's incremental production for the

3 calendar vcar is the amount calculated according lo the following formula hut

4 not less than zero:

5 IP = 12 X (M P -  1/12 X BP)
(, where: IP = t h e  producer's assumed incremental production lor the calendar

7 \ear:
,X MP = the total amount of taxable and noniaxable oil and gas. in B I l '

i) equivalent barrels, produced by the producer from leases or

1 0  properties in the stale during the month: and

] | UP -- the producer's base production for the calendar year:

12 (3) the second of the two amounts used to Calculate the installment

13 payjyicnt for a month under (1) ol this subsection is the amount calculated for the

14 month under AS 43.55.01 Kg):
15 (4) an installment payment ol the estimated tax levied by

1 0  ,.\S 43.55.01 l( i)  for each leu"C or property is due for each month of the calendar > cat-

17 un the last day of the following month: the amount ot the installment payment is the

IS sum ol
jo (A ) the applicable peieenlage rate for oil provided under

2(i \S 43.55.01 l(i) multiplied limes the gross value at the point ol production ol

21 the oil taxable under \S 4 3.55.0 i l(i) and produced from the lease oi properly

during the month: plus
23 (B )  the applicable peieei tage rate lor gas provided undei

24 \S  43 55.01 K i)  multiplied limes the grov- value at the point oi production oi

25 iln. gas taxable under \S 43.55.01 h i)  and produced trom the lease or proper.}

dm ing the month:

27 (5 1 unv amount ol tax levied by A S '43 55.011(e). <g). and ii). net ol

J S  any credits applied as allowed by law. tli.il exceed'* the total o| ilit  amount" due as

U installment payments ol cstimaicd lax i" due on Maix i ' I  ol tin? year I'U fiw ing the

0 v, dendar year ol production.

1 See. S. \S 43.55.020(b) is ..mended u* read:



1 I'M TIM production u, Il oil a ml |I >R I yn.N sha'I be p;ii J  to the dcTin rtrncnt

2 In or '>n K ' i r l l " l i  Hit. producer.

3 See. lK A S  43.55.b20(d | is amended In read:

4 Bel) In jiiakinsj seillement with the royalty owner lor oil ;intl »as llint is

5 taxable under A S  43.55.011, the producer may Jeduet the amount of the lax paid on

(> taxable royalty oil and |OR| eas. or may deduct taxable royally oil or uas equivalent

in value at the lime the lax becomes due to the amount o f lh e  tax paid. If  the total 

X deduct ions of installment payments of estimated lax for a calendar xcar exceed

0 the actual tax for that calendar vcar. the producer shall, no later than March 31

10 of the folloninii xenr. refund the excess to the rovnltv owner. I ■ nless otherwise

] I niirccd hctnccn the producer and the roxnltv owner. I lie amount of the tax paid

12 under \S 43.55.(111(e) and (») on taxable rovnltv oil and i*as for a calendar vcar.

13 other than oil and »as the ownership or rinht to which constitutes a landowner's

14 roxaltx interest, is considered to be the tiross value at the point of production of

15 the taxable mvaltv oil and »as produced tluriit" the calendar year multiplied hv a

lb (li’tire that is a Quotient, in w Inch

17 (1) the numerator is the producer's total lax liability under

1X A S  43.55. <111(e) and (») for the calendar Near of production: and

19 (2) the denominator is the total »ross m i lue at the point of

2b production of the oil and tins taxable under AS 43.55.(111(e) and (u) produced hv

21 the producer from all leases and properties in the slate durinu the calendar vear.

22 : Sec. Id. AS 45.55.b2b(ci is repealed and rceilitiled to read:

te) in o  llated. released, ot allowed to ewape in excess ot t 'e  amount

24 authorized by the Masha oil and Q|Ui ( >nser\ation ( ommbsion is considered, for the

25 purpose o f \S 43.55.bl I * 43.55 1M 1 as^a£ produced from a lease or property. ( >il or

2(> ear used in the operation ol a iease or property m the state in drillim? lor or producing

3 7  oil H i '  is. or lor icpresMiriui.' except to the extent determined by the \IaxLi ( >il and

2S t n :■ i onsciA.ition ( ommis.ion to be waste, is not considered, lor the put nose ot

2*> ®S ,55.bl I * 45.55.1X0. as oil <>r gas produced irom a Tease or property .

<b Sec. 11. AS 45,55.10»l 11 o amended to lead:

51 ill It oil oi ea> i iirudueed but not sold, or if nil nr «jas is produced and

-Hi.



solrl under circumstances ^here the .salt* price Joes not represent the prevailing \alue 

(or oil or gas ol' like kind, character, or quality in the Held or area Irom which the 

product is produced, the department may require the tax to he paid upon the basis of 

the \alue of oil or gas of the same kind, quality, and character prevailing for that Held 

or area during the calendar monlh of production or sale [1()R I MAI H E L D  OR 

A REA ].

See. 12. AS 43.55.020 is amended by adding new subsections to read:

(g) Notwithstanding any contrary provision of AS 43.05.225. an unpaid 

amount o f an installment payment required under (a)( 11 (4) oi this section that is not

paid when due bears interest (1) at the rate provided for an underpavment under 

26 U.S.C. 6021 (Internal Revenue Code), as amended, compounded daily, from the 

date the installment payment is due until the March 31 described in AS 43.5>.030(a). 

and (2) as provided for a delinquent tax under AS 43.05.22> alter that March 31. 

Interest accrued under (1) of this subsection that remains unpaid after that March 31 is 

treated as an addition to tax that bears interest under (2) o f this subsection. An unpaid 

amount of tax due under (a)(5) of this section that is not paid when due bears interest 

as provided for a delinquent tax under A S  43.05.225.

(h) Notwithstanding am contrary provision of AS 43.05.2S0.

(1) an overpavmcnt of an. installment payment required under (a )(I ) -

(4) of this section bears interest at the rale provided for an overpavmcnt under 

20 I r.S.( . 6621 (Internal Revenue Code), as amended, compounded daily, from the 

later of the dale the installment pavmcnt N due or the date the overpayment is made, 

until the earlier of (A) the chile it is refunded or is applied to an underpavment. or (H) 

the March 31 described in A> 43.5N030IU):

(2) except as pnwidcd under ( I )  ol this subsection, interest with 

respect to an overpayment is allowed oniv nn am net ovcrpavnieul ol the payments 

requited undei iai of this section that remains utter the later ol the March 31 described 

in AS 43.55." dlta) or the date that the atatcmcnl rcquiied under AS 43 55.(>3<ila> is 

tiled.

t i| inleiesi i- allowed under (2i oi this subsection oiib Irom a date that 

is l,M d.iv s alter the latei o! the Match 3 I desiiibed in \S 43.55.<) jUTnl or the dati that



iIic statement required under AS 43.55.030(a) is Hied: interest is noi allowed il die 

overpayment was refunded within the OO-day period:

(4) interest under (2) and (3) of this .subsection is paid at the rate and in 

the manner provided in AS 43.(>5.225( I ).

Sec. 13. AS 43.55 is amended by adding new sections to read:

Sec. 43.55.023. Tax credits for certain losses and expenditures, (a) A  

producer or explorer may take a tax credit for a qualified capital expenditure as 

follows:

(1) notwithstanding that a qualified capital expenditure may be a 

deductible iease expenditure for purposes of calculating a production tax value ol oil 

or gas under AS 43.55.160(a). unless a credit for that expenditure is taken under

AS 3<S.05.180(i). AS 41.00.010. AS 43.20.043. or AS 43.55.025. a producer or

explorer that incurs a qualified capital expenditure may also elect to lake a lax credit 

against a tax due under AS 43.55.011(e) in the amount of 20 percent of that 

expenditure:

( , a producer or explorer mas lake a credit for a qualified capital 

expenditure incurred in connection with geological or geophysical exploration or in 

connection with an exploration well only if the producer or explorer provides to the 

department, as part ofthe statement required under AS 43.55.030(a) for the calendar 

year for which the credit is sought to be taken, the producer’s or explorer's written 

agreement

( \ ) to notify the Department of Natural Resources, within 30

days after completion of the geological or geophysical data processing or

completion ofthe well, or within 30 days after the stalem "lit is 11 led. whichever 

is the latest, ofthe date of completion and to submit a report U that department 

describing the processing sequence and provide a list ollfluta ets available:

i l l)  to proside to the Department of Natural Resources, within 

f t  day s alter the date) ol a request, specific data sets, ancillary data, and reports 

identiiied in (A ) of this paragraph:

(C l that, notwithstanding any provision of AS 3X. the 

Department of Kaiuial Resources shall hold conlidential the mlormation



provided to that department under this paragraph lor 10 years Ibllowmg the 

completion date, alier which the department shall publicly rek'i‘\. the 

information after 30 days' public notice.

(b) A producer or explorer may elect to take a lax credit in the amount ol 20 

percent of a carried-fonvatd annual loss. A credit under this subsection may be 

applied against a lax due under AS 43.55.011(e). l or purposes ol this subsection, a 

carricd-lbrward annual loss is the amount of a producer's or explorer's adjusted lease 

expenditures under AS 43.55.165 and 43.55.170 for a previous calendar year that was 

not deductible for that calendar year under AS 43.55.160(b) and (e).

(c) A credit or portion of a credit under this section may not be used to reduce 

a person's tax liability under AS 43.55.011(e) for any calendar year below zero, and 

any unused credit or portion of a credit not used under this subsection may be applied 

in a later calendar \ ear.

(d) Except as limited by (i) of this section, a person entitled lo take a lax credit 

under this section that wishes to transfer the unused credit lo another person may 

apply to the department lor a transferable lax credit certificate. An application under 

this subsection must be in a form prescribed by the department and must include 

supporting information and documentation that the department reasonably requires.

I he department shall grant or deny an application, or grant an application as to a lesser 

amount than that claimed and deny it as to the excess, not later than 60 days after the 

latest o ft ]) March 31 of the year following the calendar year in which the qualified 

capital expenditure or carried-forward annual loss for which the credit is claimed was 

incurred: <2i if the applicant is required under AS 43.55.03()?a) to tile a statement on 

or b-fore March 31 ofthe year following the calendar year in which the qualified 

capital expenditures or carried-forward annual loss for which the credit is claimed was 

incurred, the date the statement was Ii led: or (3) the date the application wag recei\ed 

by the department. It. based on the information then available lo it. the department is 

reasonably satisfied that the applicant is entitled to a credit, the department shall issue 

the applicant a traiislerablc tax credit certificate lor the amount ol the credit. \ 

ccrtilicatc issued under this subsection dW.-J not expire.

ici A person to which a iraiislciablc tax credit ccrtilicatc is hsiicd under nil ol



1 this section may transfer the eenilleaie to another person, and a transferee ma\ further

2 transfer the certificate. Subject to the limitations set out in (a) - (c) ol this section, and

3 notwithstanding any action the department may take with respect to the applicant

4 under (g) of this section, the owner ol a certificate may apply the credit or a portion of

5 the credit shown on the certificate only against a tax due under AS 43.>5.011(e).

6 I low ever, a credit shown on a transferable tax credit certificate may not be applied to

7 reduce a transferee's total lax due under AS 43.55.011(e) on oil and gas produced

8 during a calendar year lo less than 80 percent oflhe tax that would otherwise be due

0 without applying that credit. Any portion of a credit not used under this subsection

10 may be applied in a later period.

11 (ij L’nder standards established in regulations adopted by the department and

12 subject to appropriations made by law. the department, on the written application of

13 the person lo whom a transferable lax credit has been issued under (d) ol this section

14 and whose average amount ol' oil and gas produced a day taxable under

15 A S  43.55.01 1(e) is nol more than 50.00(1 B I T  equivalent barrels a day for the

l(> preceding calendar year, shall issue a cash refund, in whole or in part, for the

I 7 certificate i f  the department finds

18 (] ) within 24 months after having applied lor the transferable lax credit

10 certificate, that the applicant incurred a qualified capital expenditure or was the

20 successful bidder on a bid submitted fora lease on state land under A S  38.0s.180(1):

21 (2) that the amount o f the refund would nol exceed the total of

22 qualified capital expenditures and tticc<jfcful bids described in (1) ol this subsection 

that ha\e not been tite subject ol a finding made under this paragraph lor purposes jof a

24 prc\ ions refund:

25 (3 1 that the applicant does not ha\e an outstanding liability to the slate

2o for unpaid delinquent laves under this title: and

( J |  that the sum ol the amount ol the jvfimd applied for and amounts 

28 pre' ioud\ relunded to the applicant during the calendar \ear under this subsection

2‘> would not exceed S25.000,000.

30 (g) I lie issuance ol a UansierabL i.e. credit sertilicate undei wl> ol this section

31 or the i.wianec ot a <.u It refund Itw a. v.cnilicnie under i l l  ol this section docs not limit

- M -
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the department's ability to hticr audit a tax credit claim to which the certificate rchitcs 

or u» adjust the cktini if the department determines as a result ol the audit that the 

applicant was not entitled to the amount ol' the credil lor which the ccriillcale was 

issued. I he tax liability of the applicant under AS 43.55.011(e) and 43.55.017 - 

43.55.1SO is increased by the amount of the credit that exceeds that to which the 

applicant was entitled, or the applicant's available valid outstanding credits applicable 

against the lax levied by AS 43.55.011(e) are reduced by that amount. If the 

applicant's lax liability is increased under this subsection, the increase bears interest 

under AS 43.05.225 Irom the date the transferable lax credil certificate was issued. For 

purposes of this subsection, an applicant that is an explorer is considered a producer 

subject to the tax levied by AS 43.55.01 1(e).

(h) Regulations adopted to implement this section shall include provisions 

prescribing reporting, record keeping, and certification procedures and requirements to 

verify the accuracy of credits claimed and to ensure that a credil is not used more than 

once.

(i ) For the purposes of this section.

( I ) a producer's or explorer's transitional investment expenditures are 

the sum of the expenditures the producer or explorer incurred on or after April I. 

2001. and before April 1. 2006. that would be qualified capital expenditures if they 

were incurred on or alter April I. 2006. less the sum ol the payments or credits the 

producer or explorer received before April I. 200ft. for the suk or other transfer ol 

assets, including geological, geoplnsieal. or well data or interpretations, acquired by 

the producer or explorer û  a result of expendituies the producer or explorer incurred 

before April I. 200ft. that would be qualified capital expendilures, il they were 

incurred on or alter April 1. 2006:

(2 1 a producer or explorer may ekct to take a tax credit against a tax 

due under AS 43.55.01 lie ) in the amount of 20 percent ol the producer's or explorer':: 

transitional investment expenditures, but only to the extent that the amount does not 

exceed I Id ol the producei s or explorer's quafficd cupi.ul expenditures that lire 

in uricd during the calendar year for which the credit is taken:

1 3) a producer or explorer may not take a t-,x credit lor a traiiMtioii.il

-15-



1 investment expenditure

2 (A ) for any calendar year after the later ol

3 (i) 2013: or

4 (ii) the sixth calendar year after the calendar year lor

5 which the producer first applies a credit under this subsection against a

6 tax due under AS 43.55.011(e). if the producer did not have

7 commercial production of oil or gas Jrom a lease or properly in the state

S before April 1. 2006:

0 (13) more than once: or

1 0  (C) if a credit for that expenditure was taken under

11 A S  38,05.1 K0( i ). AS 41.00.010. AS 43.20.043. or AS 43.55.025:

12 (4) notwithstanding (d). (e). and (gl of this section, a producer or

13 explorer may not transfer a tax credit or obtain a transferable tax credit certificate for a

14 transitional investment expenditure.

15 (j) As a condition of receiving a tax credit under this section, a producer or

16 explorer that obtains the tax credit for or directly related lo a pipeline, facility', or other

17 asset that is or becomes subject to regulation by the Federal Energy Regulatory

I 8 Commission or the Regulatory C ommission ol Alaska, or a successor regulatory body

16 shall til till times support and in till rale proceedings file lo flow through 100 percent ol

20 the tax credits lo ratepayers as a reduction in the costs ol service for the pipeline.

21 facility, or other asset.

22 (kl In this section, "quulilied capital expenditure"

2’ i l l  mcam. e*\ecpt as otherwise provided in (2) ol this subjection, tin

24 expenditure that is a lea*e expenditute under \S J3.55.lo5 and is

25 ( \> incurred lor geological or geophysical exploration: or

111 i !',) treated to ;i capitalized expenditure under 2o I .S.C.

27 I Internal Revenue t odei. as amended, regardless ot elections made

2s under 2<> I SL( . 2(j3<c» < Internal Revenue ( Wdcl. us amended, and is

2o (ii treated tis eU) Utilized expenditure for lejeral

3d iiKome lax reportinn purposes by the person incurring the expenditure*:

31 oi

-to-



(iii eligible to be deducted as an expense under 26 

I .S.C. 263(c) (Internal Revenue Code), as amended:

(2) does not include an expenditure incurred to acquire an asset

(A ) the cost of previously acquiring which was a lease 

expenditure under AS 43.55.165 or would have been a lease 

expenditure under AS 43.55.165 if it had been incurred on or alter 

April 1. 2006: for purposes of this subparagraph, "asset" includes 

geological, geophysical, and well data and interpretations: or

(B ) that has previously beet, placed in service in the state; an 

expenditure to acquire an asset is not excluded under this paragraph if 

not more than an immaterial portion of the asset meets a description 

under this paragraph..

See. 43.55.024. Additional nontransferable tax credits, (a) for a calendar 

year for which a producer's tax liability under AS 43.55.011(e) on oil and gas 

produced from leases or properties outside the Cook Inlet sedimentary basin and south 

of 68 degrees North latitude exceeds zero before application of any credits under this 

chapter, a producer that is qualified under (c) of this section may apply a lax credit 

against that liability of up to .$6,000,000.

(b) A producer may not take a tax credit under this section for any calendar 

y ear alter the later of

( 1 1 2 0 1 6 :  o r

(2 1 the ninth calendar year alter the calendar year during which the 

producer first has commercial oil or gas production before May I. 2016. Irom at least 

one lease or property in the stale outside the Cook Inlet sedimentary basin and south ol 

oX degrees North latitude, it the producer did not have commercial oil or gas 

production from a lease or property in the state outside the Cook Inlet sedimentary 

basin and south ofoX degrees North latitude before April 1. 7006.

(cl ( >n written application by a producer, including any inhumation the 

department may ivqunc. the department shall determine whether the producer 

>■!u.ililies under this section for a calendar year, lo qualily under this section, a 

pioduccr must demonstrate that its operation in the slate or its owner-hip ol an interest
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in a lease or properly in ihe state as a distinct producer eniiiy would nol result in die 

division among multiple producer entities of any production lux liability under 

AS 43.55.011(e) that would he reasonably expected to be attributed to a single 

producer entity if the tax credit provisions of (a) of this section did not exist.

(d) A lax credit authorized by this section may nol be applied to reduce a 

produc r's lax liability for any calendar year under AS 43.55.011(e) on oil and gas 

produced from leases or properties outside the Cook Inlet sedimentary basin and south 

of 68 degrees North latitude below zero.

(c) An unused tax credit or portion ol'a tax credit under this section is not 

transferable and may7 nol be carried forward lo or used in a later calendar year.

* Sec. 14. AS 43.55.025(a) is amended to read:

(a) Subject to the terms and conditions of this section. [ON O IL AND GAS 

PRODUCED  ON OR A FT ER  JU L Y  I. 2004. FROM  AN O IL AND GAS LEA SE , 

OR ON GAS PRODUCED FROM A GAS O N LY  LEA SE.] a credit against the 

production tax due under AS 43.55.011(c) |THIS CHAPTER] is allowed for 

exploration expenditures that qualify under (b) of this section in an amount equal to 

one oflhe following:

( I ) 20 percent of the total exploration expenditures that qualify only 

under (b) and (c) of this section:

(2 ) 20 percent of the total exploration expenditures for work performed 

before July I. 2007. and that qualify only under (b) and (d) of this section:

(3) -h) percent of the total exploration expenditures that qualify under 

(hi. t c >. and (d) of this section: or

(4) 40 percent oflhe total exploration expenditures that qualify only 

under lb) and (e) of this section.

* Sec. 15. AS 43.55.025(b) is amended to read:

(h) lo qualify for the production tax credit under (a) of this section, an 

exploration expenditure must be incurred lor worl; performed on or alter July 1. 2003. 

and bclore July I. 2016 |2007|. except that all exploration expenditure lor a < nok inlet 

prospect must be incurred for work performed on or alter July I. 2005. |A.\’I) 

HI FOR* JU L Y  I. 2010. \\U  l-XCI P I I I IA I AN l\PM > R A II< )\

- is-



EX PEN D ITU RE . IN W H O LE OR IN PART. SOUTH OF 68 D EG REES . 15 

MINIS T IB . NORTH L A H T I 'DE. AND NOT PART OF A COOK INLET 

PRO SPECT M UST BE  IN C U RRED  FOR W ORK PERFO RM ED  ON OR A FTER  

.11 'LY  1. 2003. AND B E l:O RE JU L Y  1. 2010.J and

(1) mav he for seismic or geophysical exploration costs not connected 

with a specific well:

(2) if for an exploration well.

(A ) must be incurred by an explorer that holds an inters, si in the 

exploration well for which the production tax credil is claimed:

(B ) may be for either an oil or gas discovery well or a dry hole:

and

(C) must be for goods, services, or rentals of personal property 

reasonably required for the surface preparation, drilling, casing, cementing, 

and logging of an exploration well. and. in the case of a dry hole, for the 

expenses required for abandonment if the well is abanJoncd within 18 months 

after the date the well was spudded:

(3) may not be for testing, stimulation, or completion costs: 

administration, supervision engineering, or lease operating costs: geological or 

management costs: community relations or environmental costs; bonuses, taxes, or 

other pn\monte to governments related to the well: or other .s that are generally 

recognized as indirect costs or financing costs: and

(4) may not be incurred for an exploration well or seismic exploration 

that is included in a plan of exploration or a plan < f development for am unit on 

May 13.2003.

* Sec. 16. AS 43.55.025(fi is amended to read:

i fl For a production lax credit under this section.

( I ) an explorer shall, in a form prescribed by the department and 

within months of the completion of the exploration activity, claim the credit and 

submit information sufficient to demonstrate to the department's satisfaction that the 

claimed exploration expenditures qualih under this section:

(2 1 an explorer sIki 11 agree, in writing.



1 . (A )  10 noiily the Department of Natural Resources, within 30

2 Jays alter completion of seismic or geophysical data processing, completion of

3 a well, or filing ol’ a claim lor credit, whichever is the latest, lor which

4 exploration costs are claimed, ol' the date of completion and submit a report to

5 that department describing the processing sequence and providing a list of data

6 sets available: if. under (c)(2)(B) of this section, an explorer submits a claim

7 for a credit for expenditures for an exploration well that is located within three

X miles of a well already drilled for oil and gas. in addition to the submissions

() required under (1) of this subsection, the explorer shall submit the information

10 necessary for the commissioner of natural resources to evaluate he validity ol

11 the explorer's claim that the well is directed at a distinctly separate exploration

12 target, and the commissioner of natural resources shall, upon receipt of all

13 evidence sufficient for the commissioner to evaluate the explorer’s claim, make

14 that determination within 60 days:

15 (B ) to provide lo the Department of Natural Resources, within

16 30 days after the date of a request, specific data sets, ancillary Jala, and reports

17 identified in (A ) of this paragraph:

IS (C) that, notwithstanding any provision of AS 3X. information

19 provided under this paragraph will be held confidential by the Department of

20 Natural Resources for 10 years following the completion dale, at which time

21 that department will release the information alter 30 days' public notice:

22 (3) if more than one explorer holds an interest in a well or seismic

23 exploration, each explorer may claim an amount of credit that is proportional to the

24 explorer's cost incurred:

25 (4) the department ma\ exercise the full extent ol its powers as though

26 the explorer were a taxpayer under this title, in order to \crily that the claimed

27 expenditures are qualified exploration expenditures under this section: and

2S (5) if the department is satisfied that the explorer's claimed

29 expenditures are qualified under this section, the department shall issue to the explorer

30 a production tax credit certificate for the amount of credit to be allowed against

31 production taxes due under AS 43.55.011(c) [ I I I  IS C IIA I’ I IR :  IK )\\ l:A l:R.

-2(1-



NOT WlTFiS'lANUlNCi A N Y  u T H LR  PROVISION  Ol- ITIIS SEC IIO N . IIIH  

D EPARTM EN T M A Y  NOT ISSU E  TO AN EX PLO R ER  A PRODUCTION TAX 

CRED IT  CERT IF IC A TE IF THE TO TAL OF PRODUCTION TAX CRED ITS 

SU BM ITTED  FOR COOK IN LET  PRO D UC’IJON. BA SED  ON EXPLO RA T IO N  

EX PEN D ITU RES  FOR W O RK PERFO RM ED  DURING IH E  PERIOD  

D ESC R IBED  IN (b) OF TH IS SECTION FOR THAT PRODUCTION. THAT IIA V E  

BEEN  APPRO VED  BY  TH E D EPA RTM EN T  EX C EED S  S20.000.000].

See. 17. AS 43.55.025(h) is amended lo read:

(h) A producer that purchases a production lax credit certificate may apply the 

credits against its production tax liability under AS 43.55.011(e) [ I I I IS  CHAPTER]. 

Regardless of the price the producer paid for the certificate, the producer may receive 

a credit against its production tax liability for the full amount ol the credit, but for not 

more than the amount for which the certificate is issued. A production tax credit 

allowed under this section may not be applied more than once.

Sec. IS. AS 4.3.55.025(i) is amended to read:

( i ) For a production tax credit under this section.

( 1) the amount oflhe credit that may be applied against the production 

tax for each calendar year may not exceed the total production tax liability under 

AS 43.55.011(e) of the taxpayer applying the credit for the same calendar year: and

(2) an amount oflhe production tax credit that is greater than the total 

tax liability under AS 43.55.011(e) of the taxpayer applying the credit for a calendar 

year may be carried forward and applied against the taxpayer's production tax liability 

under AS 43.55.(111(e) in one or more immediately following calendar \ears.

See. 1‘T AS 43.55.030(a) is amended to read:

(a) I'he |TAX SH A LL  BE  PAID  TO IH E  D EP A R T M EN T  AND IH E] 

person paying the tax shall file with the department on March 31 id' the vear 

followIn;; Ihe calendar vear for w hich the tax was levied [A I 11 IE  I IM F I I IE  

I AX  IS Kl y id R L I )  IO  HI PAID] a statement, under oath, in a form I ON FORMS| 

prescribed b\ [OK U 'U LP 'I A B LE  I < > | the department, giving, with other 

information required, the following:

1 1) a d<SPirripiinn of each | f ill | lease or properly from which the <41



1 and |OR] gas w ere | AS| produced. by name, legal description. lease number, or

2 | BY ] accounting codes |C'< >1 >i: N U M BERS ] assigned by the department:

3 (2) the names of the producer and the person paying the lax:

4 (3) the gross amount ol' oil and the gross amount ol’ |OR| gas

5 produced from each |THE] lease or pro])erty. and the percentage ol the gross amount

6 of oil and »as owned by each producer for whom the tax is paid:

7 (4) the gross |TOTAL] value at the point of production of the oil

8 and of the [OR] gas produced from each [THE] lease or properly owned by each

9 producer lor whom the lax is paid: [AND]

10 (5) the name of the first purchaser and the price received for the oil

11 and for the [OR] uas. unless relieved from this requirement in whole or in part hv

12 the department:

13 (6) the producer's base production under AS 43.55.01 HI'): and

14 (7) the producer's lease expenditures and adjustments as

15 calculated under AS 43.55.160 - 43.55.170 [IE SOLD  IN I H E  S I A I E].

16 * Sec. 211. AS 43.55.030(d) is amended to read:

17 (d) Reports by or on behalf of the producer are delinquent the first day

18 following the day the re port |TA.\J *s (J llc- [EACH PRODUCER IS SU B .IEC 1 10 A

19 PEN A LTY  OF S25 A D A Y  LOR EACH LEA SE  OR PR O PER LY  UPON WHICH

20 THE REPORT IS NOT FILED . TH E PEN A LT Y  l-'OR FA ILU R E  I <> F ILE  A

21 REPO RT IS IN ADDITION I'O THE PEN A LTY  FOR D ELIN Q UEN  I TAXES.

22 AND IS A L IEN  A G A IN ST  11 IE A SSETS OE TH E PRODUCER.|

23 * Sec. 21. AS 43.55.040 is amended to read:

24 Sec. 43.55.04(1. Powers of Department of Revenue. Except as provided in

25 AS 43.05.405 - 43.05.466. ihe department may

26 (1) require a person engaged in production and the agent or employee

27 of the person, and the purchaser of oil or gas. or the owner of a royally interest in oil

28 or gas to furnish, whether hv the filing of regular statements or reports or

26 otherwise, additional information that is considered by the department as necessary to

30 compute the amount of the tax: not w ithstanding am con!ran prov ision of law, the

31 disclosure of additional information under tit is paragraph to the producer



obligated to puv the tax docs not violate AS 40.25.1 (10(a) or AS 43.05.230(h ):

before disclosing information under this paragraph that is otherwise retiuired to 

he* held co 11 fid on ti id mid or AS 4(1.25. l()(l(a) or AS 43.05.230(a). the department 

shall

(A) provide the person that furnished the information a 

reasonable opportunity to he heard regarding (lie proposed-disclosure and 

the conditions to he imposed under (B ) of (his paragraph: and

(B) impose annropriate eondilions limiting

(i) access to (he information to those legal counsel, 

consultants, employees, officers, and agents of the producer who 

have a need to know that information for the purpose of

determining or contesting the producer's tax obligation: and

(ii) the use of the information to use for that

purpose:

(2) e.xaniino the books, records, and liles of <udi a person:

(3) conduct hearings and compel the atiendance of witnesses and the 

production of books, records, and papers of any person: and

(-4) make an imesiiuaiion or bold an inquiry that is considered 

necessary to a disclosure ofthe facts as to

(A ) the amount oi’production from any oil or gas location, or of 

a company or other producer of oil or c;ir. and

(B i die rendition of the oil and gas for taxing purposes.

See. 22. AS 43.55,0,St) is amended to read:

See. 43.55.(ISO. Collection and deposit of revenue. Except as otherwise 

provided under art. IX . see. 17. Constitution ol'the State of Alaska, the | 1111-.| 

department shall deposit in the yeneral fund the money collected by it under 

AS 43.53.(111 - 43.53.ISO |AS 43.55.011 - 43.55.150|.

See. 23. AS 43.55.135 is amended to read:

See. 43.55.135. Measurement. I or the purposes of AS 43.55.1111 - 43.55.1 SO 

| AS 43.55.01 I - 43.55.15 )j. except where otherwise prodded, nil is [SI IAI I . Ill: | 

meavuied in lerm . ol a "barrel ol oil" and g:ij? is | S11AI I MI: j measured in terms of a



"cubic foul of gas."

See. 24. AS 43.55.150(a) is amended 1 0  read:

(a) I or the purposes of AS 43.55.01 1 - 43.55.1 SO IAS 43.55.011 - 43.55.150], 

the gross value at the point of production is [SH A LL  BL] calculated usinu the 

reasonable costs of transportation of the oil or gas. The reasonable costs ol 

transportation are [SM ALL BE J the actual costs, except when the

(1) [W H EN  TH E] parties to the transportation of oil or gas are

affiliated:

(2) [W H EN  TH E] contract for the transportation of oil or gas is not an 

arm's length transaction or is not representative of the market value ol that 

transportation: and

(3) [W H EN  TH E] method of transportation of oil oi gas is not 

reasonable in view of existing alternative methods of transportation.

Sec. 25. AS 43.55 is amended by adding new sections to article 1 to read:

Sec. 43.55.160. Determination of production tax value of oil and gas. (a) 

Except as provided in (h) of this section, for the purposes of

(1) AS 43.55.011(e). the annual production tax value of the taxable

(A ) oil and gas produced during a calendar year from a lease or 

properly in the state that includes land north of 68 degrees North latitude is the 

gross value at the point of production of the oil and gas taxable under 

AS 43.55.011(e) and p’ <diiccd by the producer from that lease or property, less 

the producer's lease expenditures under AS 43.55.165 for the calendar year 

applicable to the oil and gas produced by the producer I rum that lease or 

property, as adjusted under AS 43.55.170:

ill) oil and gas produced during a calendar year from a lease or 

proper!} in the state outside the Cook Inlet sedimenlar) basin and south ol 68 

degrees North latitude is the gross value at the point of production ot the oil 

and gas taxable under AS 43.55.011(e) and produced by the producer from that 

lease or properly, less the producer's lease expenditures under AS 4 Jfl>  165 

for the calendar \ear applicable to the oil and gas produced h\ the produce 

from that lease or property, as adjusted under AS 43.55.170:
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(C) nil produced J  urine a calendar year from a lease or property 

in the Cook Inlet sedimentary basin is the gross value at the point of

production of the oil taxable under AS 43.55.01 1(e) and produced by the 

producer from that lease or property, less the producer's lease expenditures 

under AS 43.55.165 for the calendar year applicable to the oil produced by the 

producer from that lease or properly, as adjusted under AS 43.55.170:

(D) gas produced during a calendar year from a lease or

property in the Cook Inlet sedimentary basin is the gross value at the point of

production ofthe gas taxable under AS 43.55.011(e) and produced by the 

producer from that lease or property, less the producer's lease expenditures 

under AS 43,55.165 for the calendar year applicable lo the gas produced by the 

producer from that lease or property, as adjusted under AS 43.55.170:

(2) AS 43.55.01 Kg), the monthly production lax value ofthe taxable

(A) oil and gas produced during a month from a lease or 

property in the slate that includes land north of 68 degrees North latitude is the 

gross value at the point of production of the oil and gas taxable under 

AS 43.55.01 Kg) and produced by the producer from that lease or property, less 

1/12 ofthe producer's lease expenditures under AS 43.55.165 for the calendar 

year applicable to the oil and gas produced by the producer from that lease or 

property, as adjusted under AS 43.55.170:

(B) oil and gas produced during a month from a lease or 

properly in the stale outside the Cook Inlet sedimentary basin and south of 68 

degrees North latitude is the gross value at the point of production ofthe oil 

and gas taxable under AS 43.55.01 Kg) and produced by the producer from that 

lease or properly, less 1/12 of the producer's lease expenditures under 

AS 43.55.165 for the calendar y ear applicable to the oil and gas produced by 

the producer from that lease or property, as adjusted under AS 43.55.1 70:

(C) oil produced during a month from a lease or properly in the 

Cook Inlet sedimentary basin is the gross value at the point of production ol 

the oil taxable under AS 43.55.01 Kg) and produced by the producer from that 

lease or property, less I 12 of the producer’* lease expenditures under
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AS 43.55.105 lor the calendar year applicable to the oil produced by the 

producer lrc»ni that lease or property, as adjusted under AS 43.55.170:

(D) gas produced during a month from a lease or properly in the 

Cook Inlet sedimentary basin is the gross value at the point oi production ol 

the gas taxable under AS 43.55.011(g) and produced by the producer irom that 

lease or property, less 1/12 of the producer's lease expenditures under 

AS 43.55.165 for the calendar year applicable to the gas produced by the 

producer from that lease or property, as adjusted under AS 43.55.170.

(b) A production tax value calculated under (a) of this section may not be less 

than zero.

(c) Notwithstanding any contrary provision of AS 43.55.150. for purposes ol 

calculating a monthly production tax value under (a)(2) of this section, the gross value 

at the point of production of the oil and gas taxable under AS 43.55.011 (g) is 

calculated under regulations adopted by the department that provide for using an 

appropriate monthly share of the producer's costs of transportation for the calendar 

year.

<d) Irrespective of whether a producer produces taxable oil or gas during a 

ctilen.. r \car or month, the producer is considered It' have generated a positive 

production tax value if a calculation described in (a) of this section yields a positive 

number because the producer's adjusted lease expenditures for a calendar year under 

AS 43.55.165 and 4 x55.170 are less than zero as a result of the producer's receiving a 

payment or credil under AS 43.55.170 or otherwise. An explorer that has taken a lax 

credit under AS 43.55.024(b) or that has obtained a transferable tax credit ecriiticale 

under AS 43.55.024(d) lor lire amount of a lax credit under AS 43.5>.024jp) is 

considered a producer, subject to the tax lexicd under A '' 4 L5>,011(e). to the extent 

t lr i the explorer ucnerates a positi\ e production tax value as the result ol the 

explorer's recei\*hjg a payment or credit under Ms 43.5>. 170.

(e) Any adjusted lease expenditures under /JS4" 55.10.5 and 43.55.170 that 

would otherwi be deductible by a producer in a calendar year but whose deduction 

would cause an annual production lax \alue calculated under iu)( I ) ol this section ol 

taxable oil or gas produced (.luring the calendar year to be less than zero may be used



iii establish a carried-ll»r\\ard annual loss under AS 43.55.024(h).

Sec. 43.55.165. Lease expenditures, (a) Except as provided under (c) - (e) ol 

this section, lor the purposes ol AS 43.55.160. a producer s lease expenditures lor a 

calendar year are the ordinary and necessary costs upstream ol the point ol production 

of oil and gas that are incurred during the calendar year by the producer on or after 

April I. 2006. and that are direct costs of exploring for. developing, or producing oil 

or gas deposits located within the producer's leases or properties in the slate or. in the 

case of land in which the producer does nol own a working interest, that are direct 

costs of exploring for oil or gas deposits located within other land in the stale. In 

determining whether costs are lease expenditures, the department shall consider, 

among other factors.

(1) the typical industry practices and standards in the state* that 

determine the costs, other than items listed in (e) of this section, that an operator is 

allowed to bill a working interest owner that is not the operator, under unit operating 

agreements or similar operating agreements that were in elfect on or before 

December 1. 2005. and were subject to negotiation with al least one working interest 

owner with substantial bargaining power, other than the operator: and

(2) the standards adopted by the Department of Natural Resources that 

determine the costs, other than items listed in (e) of this section, that a lessee is 

allowed to deduct from revenue in calculating nel prolits under a lease issued under 

AS 38.05.1N<><0(3)(B). (D). or (I i.

(b) for purposes of (a) of this section.

( I ) direct costs include

(A ) an expendiluic. when incurred, to acquire an item il the 

acquisition cost is otherwise a direct cost, notwithstanding that the expenditure 

may be required lo be capitalized rather than treated as an expense lor financial 

accounting or federal income tax purposes:

(B ) payment* of or in lieu of property taxes, sales and use 

taxes, molor Itjel taxes, and excise taxes;

(C l a reasonable allowance. n$ determined under regulations 

adopted f\ the department, lor os erhead expenses directly related lo exploring



lor. developing. a net producing oil o f yas deposits located within leases or 

properties t*r other land in the slate:

(2i an acii\it\ dors not need to he physically located on. near, or 

within the premises ol the lease or property within which an oil or yas deposit being 

explored lor. developed, or produced is located in order for the cost ol the activity to 

he a cost upstream ofthe point of production ofthe oil or yas.

(c) Subject to (y) and (h) of this section, if the department Imds that the 

pertinent provisions ol'a unit operatiny ayreement or similar operating agreement are 

substantial!} consistent with the department's determinations and standards under (a) 

of this section concerning whether costs are lease expenditures, the department may 

authorize or reciuirc a produeer. subject to conditions prescribed under regulations 

adopted by the department, to treat as that portion ol its lease expenditures lor a 

calendar year applicable ’o oil and yas produced from a lease or properly in the slate 

only

( I )  the costs, other than hems listed in Sc) of this section, that aie 

incurred by the operator during the calendar \ear and that

(A l are billable to the producer In the operator in accoidancc 

w ith the terms ofthe agreement to which that lease or properl} is subject:

(Mi for a producer that is die operator, would be billable lo the 

producer bv the opcator in accordance with the terms ol the agreement to 

which that lease or propel} k subject it the producer were not the operator:

<(.) would be billable to the producer In the operator in

accoidance wilh the terms ofthe agreement if that le..sc oi propertx were 

subject to the agiccment: or

d )| lor a producer that is the opciutor. would be billable to the

producer h the operator in avoidance witlt the temp ot tlu agiccment it that

lease or properl} were Hraecl to the agreement and it the prtuducei wcie not 

the operator; and

(2i a reasonable pcicctitupe. to determined undci regulations adopted 

In the department, oi the cost.-, that au billable under 11) of this subsection as an 

allowance tor overhead expense*- ditceil} rdutcd to exploriii" lot, developing. and



producing oil or gas deposits located within the lease or pioperly. to the extent those 

expenses are not billable under the agreement.

(d) Subject to (g) and (111 of this section, iI* the department makes the Undine 

described in (c) ol'this section with respect to a unit operating agreement or similar 

operating agreement and. in addition, linds that at least one working interest owner 

party to the agreement. other than the operator, with substantial incentive and ability to 

effectively audit billings under the agreement in fact is* effectively auditing billings 

under the agreement, the department may authorize or require a producer, subject to 

conditions prescribed under regulations adopted by the department, to treat as that 

portion of its lease expenditures for a calendar year applicable to oil and gas produced 

Irom a lease or property in the state only

(1) the costs, other than items listed in (e) ol this section, that arc 

incurred by the operator during the calendar year and that

(A) are billed to the producer by the operator under the 

agreement to which that lease or property is subject and are either not disputed 

by a working interest Owner party to the agreement or are linally determined to 

be properly b'llable a: a result of dispute resolution: or

(I?) for a' producer that is the operator, would be billable to the 

producer by the operator in accordance with the terms ol the agreement to 

which that lease or property is subject if the producer were not the operator' 

and

i2) a reasonable percentage, a;, deiermmcd under regulations adopted 

b\ the department, of the costs that are billed under ( I )  of this Mib-c^tion as an 

allowance lor o\crhead expenses directly related to exploring lor. developing, and 

producing oil or gas deposits located wi'hm the lease or property, to the extent those 

expenses ate not billable under the agreement.

tei I or purpose  ̂ol this section, lease expenditures do not include 

1 11 depreciation, depletion, or amortization:

12) od or gas ro.ah payments, production pavmcntw .ease piolit 

hates, or other peviueiils or distributions ol a shore ol oil or g.e production, profn. m 

it venue:



(3) tS\r> baaed on or measured b\ nel income:

(-)) interest or other llnaneiny charges o r  costs of raising equity or debt

capital:

4 (5) acquisition costs for a lease or property or exploration license:

5 (ft) costs arising from fraud, wilful misconduct, or gross negligence:

ft (7) lines or penalties imposed by law:

7 (N) costs of arbitration, litigation, or other dispute resolution activities

S that involve the state or concern the rights or obligations among owners of interests in.

(> or rights to production from, one or more leases or properties or a unit:

I ft (ft) donations:

I I  (1(1) costs incurred in organizing a partnership, joint venture, or other

12 business entity or arrangement:

13 (11) amounts paid to indemnify the state: the exclusion provided by

14 this paragraph does not apply to the costs of obtaining insurance or a surely bond from

15 a third-party insurer or surely:

1ft (12) surcharges levied under AS 43.55.201 or 43.55.30ft:

17 (13) for a transaction that is an internal transfer or is otherwise not an

1S arm's length transaction, expenditures incurred that are in excess of fair market value:

I ft (14) m  expenditure incurred to purchase an interest in any corporation.

2ft partnership, limited liability company, business trust, or any other business emits.

21 whether or not the transaction is treated as an asset sale for federal income tax

22 purposes:

23 (15) a tax levied under A S ^.55.011:

24 iU>i the portion of costs incurred for dismantlement. remo\al.

25 surrender, or abandonment of a facility, pipeline, well pad. platform, or other

2ft structure, or for the restoration of a lease. !?e.ld. unit. area. bodv of water, or riglu-ol-

27 wa\ in conjunction wi'h dismantlement, removal, .surrender, or abandonment, that is

2N attribuiuhle to production of oil or gas occurring before April I. 2Ti(if>: the portion i-

2ft calculated as a ratio ol the amount of oil and gas production in barrels of oil equivalent

3ft associated with the facility, pipeline, well p; platform, or other structure, lease, lield.

; l unit. urea. bod. of water, ot right-of-way occurring before \pril I. 2h<Jft. to the total
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1 amount ol nil and gas j>i\«duclit.m in barrels uT nil c-tjuivnlciii associated wilh iltni

2 facility. pipe!inc. well pad. platform, or other structure. lease, held. u. it. area. bod} o|

3 water, or righl-of-vva} through the end o fthe calendar month before commencement

4 ol the dismantlement, removal, surrender, or abandonment: a cost is not excluded

5 under this paragraph if  the dismantlement, removal, surrender, or abandonment for

6 which the cost is incurred is undertaken for the purpose ol replacing, renovating, or

7 improving the facility. pipeline, well pad. platform, or other structure: for the purposes

8 o f this paragraph, "barrel o f oil equivalent" means

9 ( A ) in the case o f oil. one barrel:

10 ( B ) in the case o f gas. 6.000 cubic feet:

|| (17) losses or damages resulting from an unpermitted oil discharge that

12 is not confined lo a pad. platform, or other structure’’, or costs to contain, clean up. or

13 remediate such an unpermitted oil discharge to die extent that those costs exceed the

14 routine costs o f operation for a producer or explorer that w ould otherwise be incurred

15 as lease expenditures in the absence o fthe  unpermilli.fi oil discharge: this paragraph

16 docs not apply to the cost o f developing and maintaining an oil discharge prevention

17 and contingent-} plan mider AS 46.04.05(1:

IS  ( I S )  costs incurred lo sitisf\ a work commitment under an exploration

I o license under A S  38.05.132.

20 ( I )  l or purposes ol A S  43. .".074(a) and <bi and only as to expenditures

21 incurred to explore for an oil or ga:. deposit located within land in which an exp’ fcr

22 does not own a working interest. the term "producer" in this section, in

23 A S  45.55.160(e). ;ni J  in A S  43.55.170 includes "explorer."

4 (g ) Hie department shall specif} or approve a reasonable allocation melhou

for determining the portion o f a cost that is appropriate!} treated as a lease expenditure

2o u ik Ici this section i f  a cost that would otherwise coii-tilutc i lease expenditure under

27 this section :s inclined to explore lor. develop, or produce

28 ( I ) both an oil or yas deposit located witlun land outside the state and

29 an od or g;1:, deposit located within a lease or propcrt}. or other land, in the slate: or

,;n (2) an oil or gas deposit localed parti} within land outside the state and

51 parth \Miliiii a lease oi piopertv. m-other land, in the stale.
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(Ii) I lie department .shall uJopt regulJiion.< tlial provide lor reasonable 

methods oJ'allocating costs between oil and gas and between leases or properties in 

those circumsianees where the determination of the lease expenditures that are 

applicable to oil or lo gas. or that are applicable to nil and gas produced from dilferent 

leases or properties, requires an allocation ol'costs.

(i) The department may adopt regulations that establish additional standards 

necessary to carrying out the purposes ol this section and AS -43.55.1 70. including the 

incorporation ol the concepts ol 26 1 .S.C. -182 (Internal Revenue Code), as amended, 

the related or accompanying regulations of that provision, and any ruling or guidance 

issued by the I nited States Internal Revenue Serv ice that relates to that provision.

(j) For purposes of this section.

(1) "explore" includes conducting geological or geophysical 

exploration, including drilling a stratigraphic test well:

(2) "ordinary and necessary" has the meaning given in 26 U.S.C. 162 

( Internal Revenue ( ’ode), as amended, and regulations adopted under that section:

(3) "stratigraphic lest well" means a well drilled for the sole purpose ol 

obtainin'.: ecological information to aid in exploring for an oil or gas deposit and the 

target /ones of which are located in the state.

Sec. 43.55.170. Adjustments to lease expenditures, (a) 1 nlcss the payment 

or credit has already been subtracted in calculating billable or billed costs under 

AS 4$.55.l(>5(e) or (d) a producer's lease expenditures under AS 43.5»i. 165 must be 

adjusted hv subtracting payments or credits, other than tax credits, received by the 

producer nr by) an operator acting lor the producer lor

i l l  the liik  hy another person oi a pioductioii facility in which the 

producer has an ownership interest ot the management w the producer ol a production 

facility under a mnnauemeiit agicement providing lor the producer to receive a 

management tee:
<21 a reimbursement or similar payment that ollsets the producers 

lease expeiidimies. including an insurance iccovery Irom a third-pany insm cr and a 

payment tioin the state or kderal government lor reimbursement ol the producer . 

up'tream costs, including eo’ ts loi eatiKime- separating, cleaning, dchyidmiion.



compressing. or other field handling associated with the production ol oil or gas 

upstream of the point of production:

(3) the sale or other transfer of

(A ) an asset, including geological. geophysical, or well data or 

interpretations, acquired by the producer as a result of a lease expenditure or an 

expenditure that would be a lease expenditure if it were incurred on or after 

April 1. 2006: for purposes of this subparagraph.

(i) if a producer removes from the state, for use outside 

the stale, an asset described in this subparagraph, the value of the asset 

at the lime it is removed is considered a payment received by th. 

producer for sale or transfer of the asset:

(ii) for a transaction that is an internal transfer or is 

otherwise not an arm's length transaction, if the sale or transfer ol the 

asset is made for less than fair market value, the amount subtracted 

must be the fair market value: and

(H ) oil or gas

(i) that is not considered produced from a lease or 

property under AS 43.55.020(e): and

(ii) the cost of acquiring which is a lease expenditure 

incurred by the person that acquires the oil or gas,

(hi Hxcept as otherwise provided under this subsection, if one or more

payments or credits subject to this section are received by a producer or by an operator

acting for the producer during a calendar year and il either the total amount ol the 

payments or ere Jits exceeds the amount of the producer's applicable lease 

expenditures for that «. .lendar year or the producer has no lease expenditures for that 

calendai w.ar. the producer shall ..e\criheless subtract those payments or credits from 

the lease expenditures or from zero, respectively, and the producer's applicable 

adiuued lease expenditures for that e.dendar year are a negative number aiTtl shall be 

applied to the pertinent cnicuLii«*n under Ab 4 \55.1''<t(ai as a negative number.

S it. 43.55.ISO. Required report, oil I Ik  department • hall study

( I )  the elleets of the provisions ot this chapter on oil and lu wJ



1 exploration. development, and production in the state, on investment expenditures for

2 oil and gas exploration, development, and production in the state, on the entry o! new

3 producers into the in ' and gas industry in the state, on slate revenue, and on lax

4 administration and compliance, giving particular attention to the lax rales provided

5 under AS 43.55.011. the tax credits provided under AS 43.55.023 - 43.55.025. and the

6 deductions for and adjustments to lease expenditures provided under AS 43.55.160 -

7 43.55.170: and

8 (2) the effects of the tax rates under AS 43.55.011 (i) on state revenue

9 and on oil and gas exploration, development, and production on private land, and the

10 fairnesS ol'those tax rates for private landowners.

11 (h) The department shall prepare a report on or before the first day of the 2011

12 regular session of the legislature on the results of the study made under (a) ol this

13 subsection, including recommendations as to whether any changes should be made to

14 this chapter. The department shall notify the legislature that the report prepared under

15 this subsection is available.

16 * Sec. 26. AS 43.55.201 is amended to read:

17 See. 43.55.201. Surcharge levied, (a) Every producer of oil shall pay a

IS surcharge of S.01 |S.02| per barrel of oil produced from each lease or property in the

19 state, less any evil the ownership or right to which is exempt from taxation.

20 (h) The surcharge imposed by (a) of this section is in addition to the tax

21 imposed hv \S 43.55.011 and is due on the last dav nl'llie month nil nil produced

22 from each lease or properly during llie preeedinti month. The surcharge I SI IAI.1.

23 III I 'A II) IN’ IIII-. SA M I: M A N N ER  \S T H E  I AX  IM PO SED  HV A $  43.55.nl I -

24 -15.55.150; A M ) | is in addition to Be  surcharge imposed b\ AS 43.55.300 -

25 43.5* 310.

2(» tel \ producer ot oil diall make a report |RI*.P( >R I S| ol production on

March 31 of the vear follow inc: the calendar vear of production and in the same

2N maimer and under the same penalties as required under \S 43.55.011 - 43.55.1 SO

2 0  | \s J3.55.0l I * 43.55.15d|.

30 Sec. 27. qs 43.55.201 is amended b> .iddiug a new subsection to rend

31 4.1) t ill not considered under \S 43.55.020(c) to be prodmed irom a lease ot
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properl) is not considered lo be produced from a lease or properl) lor purposes ol this 

section.

: See. 28. A S 43.55.300 is amended to read:

See. 43.55.300. Surcharge levied, (a) Every producer of oil shall pay a 

surcharge ol'S.04 [S.03] per barrel of oil produced from each lease or properl) in ihe 

slate, less any oil the ownership or right lo which is exempt from taxation.

(b) The surcharge imposed by (a) of this section is in addition to the tax 

ini nosed hv AS 43.55.011 and is due on the last dav of the month on oil produced 

from each lease or property during the preceding month. The surchnrtie [SH A LL  

BE PA ID  IN fill: SA M E M AN N ER AS THE TAX IM PO SED  B Y  AS 43.55.011 - 

43.55,150: AND] is in addition to the surcharge imposed by AS 43.55.201 - 

43.55.231.

(c) A producer of oil shall make n report [REPO RTS] of production mi 

March 31 (if the \ear ftillmvin" the calendar vcar of production and in the same 

manner and under the same penalties as required under AS 43.55.011 - 43.55.180 

|AS 43.55.011 - 43.55.150|.

Sec. 20. AS 43.55.300 is amended In adding a new subsection lo read:

(d) Oil not considered under AS 43.55.020(e) lo be produced from a lease or 

property is not considered to he produced from a lease or properly for purposes ol this 

section.

See. 30. AS 43.55.0l)(i(oi is repealed and reenacted to read:

(0) "gas" means

I A) all natural, assoc’ led. or cn.ungheud gas:

(Hi all hulroearhons that

lil .uv recoveicJ In mechanical separation of ucll 

lluids oi h gas pioces-sing in a gas processing plant; and

(iii exist in a gaseous phase at the completion ol 

mechanical separation and .m\ gas proves-mg in J  gas processing plant 

and

t l ' f  all ollldr h.diocnrboijs produced limn a v\ell not Jc ih icd  as



See. 31. AS 43.55.900(7) is repealed and reenaeied in lead;

(7) "gross value al ihe point of production" means

(A) Idr oil. the value of ihe oil at ils point of production 

without deduction of any costs upstream of that point of production;

(13) for gas. the value of the gas at its point of production 

without deduction of any costs upstream of that point of production:

See. 32. AS 43.55.900( 10) is repealed and reenacted to read;

(10 "oil" means

(A ) crude petroleum oil; and

(13) all liquid hydrocarbons that are recovered by mechanical 

separation of well lluids or by gas processing in a gas processing plant:

See. 33. AS 43.55.900 is amended by adding new' paragraphs to read:

(17) "British thermal unit" means the quantity of hea required to rai.v 

the temperature of one pound of water from 5S.5 degrees Fahrenheit to 59.5 

degrees Fahrenheit at a constant pressure of one atmosphere:

( IS )  " B T l ’ equivalent barrel" means

(A ) in the case of oil. one barrel:

(13) in the case of gas. the amount of gas that has It healing value

of (>.0()i).000 British thermal units

(19) "Cook Inlel scdimentuiy basin" has the meaning given in

regulations adopted lo implement A n .vS.Hs .INOi Dh ):

(20) "explorer" means a person who. in exploring for new oil or gas 

reserves. incurs expenditures:

(Z Ii "gas processing"

( \) means processing a guacpu: mixture of hydrocarbons

(i) by means <i absorption, adsorption, externally 

applied refrigeration artificial compression lollovvul b* adiabatic

expansion iisine the Joule-1 hotmon effect or am'ther physical process 

that is not mechanical separation: and

(in Ibr the putpose of extracting nlVft recovering liquid

hydrocarbons;



(B i does not include gas treatment:

(22) "gas processing plain" means a laeility that

(A ) extracts and recovers liquid hydrocarbons Irom a gaseous 

mixture of hydrocarbons by gas processing: and

(B ) is located upstream of any gas treatment and upstream of 

the inlet of any gas pipeline system transporting gas to a market:

(23) "gas treatment"

(A ) means conditioning gas gnu removing Irom gas 

nonhydrccarbon substances for the purpose of rendering the gas acceptable for 

lender and acceptance into a gas pipeline system.

(B ) includes incidentally removing liquid hydrocarbon* from

the gas:

(C) does not include

(i) dehydration requited to facilitate the movement ol 

gas from the well to the point where gas processing lakes place:

(ii) the scrubbing of liquids from gas to facilitate gas

processing:

(24) "heating value" means the gross number of BTL’s evolved In­

complete combustion of an amount of gas;

(25) "landowner's royalty interest" means

(A ) a lessor’s royalty interest under an oil and gas lease: or

(B ) a royalty interest that is

(i) held by a surface owner id land from which oil or 

gas is produced, and

iii) u run ted in exchange lor the right to use trie Stance 

oi rliat laud or as compensation for damage to the surface id that land: 

i 2<>I "oil and gas lease" includes an oil and gas lease, a gas only lease, 

and an oil only lease:

(27) 'point ol production" means

(A ) loi oil. the automatic custody transfer meter or device 

11 iii hi? ill which the oil enters into the l.icililies id a i. trier pipeline or othet



1 transportation carrier in a condition oi'pipeline quality: in the absence ol an

2 aulonialic custody transfer meter or device, "point ol production" means the

3 mechanism or device to measure the quantity ol oil that has been approved by

4 the department for that purpose, through which the oil is tendered and accepted

5 in a condition ol’pipeline quality into the facilities of a can .r pipeline or other

6 transportation carrier or into a Held topping plant:

7 (B ) for gas. other than gas described in (C) of this paragraph.

8 that is
t) (i) not subjected to or recovered by mechanical

]() separation or run through a gas processing plant, the lirst point where

] 1 the gas is accurately metered:

12 (ii) subjected to or recovered by mechanical separation

13 but not run through a gas processing plant, the first point where the gas

14 is accurately metered after completion of mechanical separation:

15 (iii) run through a gas processing plant, the first point

16 where the gas is accurately metered downstream ol the plant:

17 (O  lor gas run through an integrated gas processing plant and

18 gas treatment facility that does not accurately meter the gas after the gas

16 procession and before the gas treatment, the first point where gas processing is

20 completed or where gas ireamient begins, whichever is lurther upstream.

21 * Sec. 34. AS 43.55.011(a). 43.55.01 l(bi. 43.55.ol 1(e). 43.55.012. 43.55.013. 43.55.01o.

43.55.025(k)( I >. 43.55.025(k)(3). 45.55.0()0( 1). 43.55,000(8). 43.55.000( 11). 43.55.OoJ 12). 

and 43.55.000( 10) arc repealed.

24 * Sec. 35. The uncodified law ol the Stale ol Alaska is amended by adding a new section to

25 read:
2o MMM.K Mill.11 V. taj Sections 5. 7 - lo. 12 - 14. lo - 2o. 24. and 20 - 34 of this A d

2" and AS 43.55. loo - 43.55.170. enacted by sec. 25 ol this V i. apply to oil atul gas produced

28 alter March 31. 2006,

2o (6) Section 11 ml this Act mpjies in oil and gas produced belore. on. or alter die

0i el I w cl i \ e date ol see. I I o! tnis \ml.

31 * Sec. 36. I lie unmodified law ol the Mate ol Alaska is amended by idding a new section io

o ■>

23
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read :

TRAN SIT IO N AL PRO VISIO NS, (a) Notwithstanding any contrary provision of 

AS 43.55.023(i). enacted by sec. 13 of this Act. for oil and gas produced after March 31. 

2006. and before January 1. 2007. the phrase "20 percent" in AS 43.55,023(i)(2). enacted by 

sec. 13 of this Act. shall be replaced by the phrase "15 percent".

(b) For oil and gas produced before April 1. 2006. the provisions ol AS 4.o5. and 

regulations adopted under \S 43.55. that were in el feet before April 1. 2006. and that were 

applicable to the oil and gas continue to apply to that oil and gas.

(e) Notwithstanding any contrary provision of AS 43.55.020(a). as repealed and 

reenacted by sec. 7 of this Act. for oil and gas produced after March 31. 2006. and be I ore 

lanuary 1. 2007.

(1) the amount of die taxes that would have been levied on the producer by 

A S  43.55. as the provisions of th it chapter read on March 31. 2006. is due on the last day ol 

each calendar month on the oil and gas that was produced from each lease or property during 

the preceding month:

(2) the amount, if any. of the taxes levied by AS 43.55.411(e). (g). and (i).

enacted by sec. 5 of this Act. net of any credits applied as allowed by law. that exceeds the

amount due under (1) of this subsection, is due on March 31. 2007.

(d) Notwithstanding any contrary provision of AS 43.55.030(a). as amended by sec.

10 of this Act. for oil and gas produced alter March 31. 2006. and before January 1. 2007. the 

person paying the tax shall file with the Department ol Revenue, at the lime an amount ol lax 

is due
(1) under (c)(1) of this section, the statement required under former 

\S 43.55.o30(a). as that subsection read nn March 31. 2oo(>: and

(2) under (c)(2) of this section, the statement required under AS 43.rA.o-.0ia i. 

;h amendv-d by stft IV of this Act.

te) Notwithstanding any contrary provision ol AS 43.55.201(a) or (h). as amended by 

sec 20 o l 'tins Act. or AS 43.55.300(a) or lb), ;(j) amended by sec. 2N ol this \cl. loi oil 

produced after March 31. Looo. and belorc January I. 2oo7.

( I )  the amount of the surcharges that would have been imposed on the 

producer under AS 4 3.55. as the provisions ol that chapter lead on Match 31. 2006. is due on

.30.



1 the iasl day ol each calendar nioiuh on oil produced Irom each lease or properly during the

2 preceding month:

3 (2) the amount, if any. of the* surcharges imposed under AS 43.55.201(a). as

4 amended by see. 26 of this Act. and AS 43.55.300(a). as amended by see. 28 ol this Act. that

5 exceeds the amount due under ( ! )  of this subsection, is due on March 31. 2007.

6 (f) Notwithstanding any contrary provision of AS 43.55.201(e). as amended by see.

7 26 of this Act. or AS 43.55.300(e). as amended by sec. 28 of this Act. for oil produced alter

8 March 31. 2006. and before January 1. 2007. at the lime an amount of surcharge is due

0 (1) under (ei( 1) of this section, the producer shall lile the report of production

10 required under former AS 43.55.201(c) and 43.55.300(e). as those provisions read on

11 March 31. 2006: and

12 (2) under (e)(2) of this section, the producer shall lile on March 31. 2007. the

13 report of production otherwise required under AS 43.55.201 ( e). as amended by sec. 26 ol this

14 Act. and AS 43.55.300(c). as amended by sec. 28 of this Act.

15 (g) for purposes of taxes to be calculated and due under (c)(1) ol this section and

16 statements to be liled under (d)(1) of this section, regulations that were adopted by the

17 Department of Revenue under AS 43.55. as the provisions of that chapter read on March o 1.

18 2006. and that were in effect on that date apply to those taxes and statements.

10 (h) Notwithstanding any contrary pro\ision of AS 43.55.160(a)(2). enacted by sec. 25

20 of this Act. for oil and gas produced after March 31. 2<!06. and before January 1. 2007. the

21 phrase "I 12" in AS 43.55.lM)(a)(2)(Aj (D). enacted by sec. 25 of this V t. shall be

22 replaced by the phrase "I o",

23 * Sec. 37. 1 he uncodilied law of the Stale ol \laska is amended iw adding a new section to

24 read:

25 IR W S H  Id N: R! I R( >A( I IN 1 TV <>l Ri ( d I A I K >NS. Notwithstanding any

2o contrary provision ol AS 14.02.24<t. a legulation adopted by the Department M Revenue to

27 i’nple..ient. interpiet. mat e spec1 in., or otherwise iurry out the pro\ ijiows of sets. >. 7 - 10. f2

28 - 14. I(> - 20. 24 - 34. and 36 ol this Act may apply retroaetiscly a*- ol Vpril I. 200(>. il the

2 ) Department of Reunite expressly designates in the regulation that the regulation applies

50 retroactively to that d;lfl\

31 ’• Sec. 38. I he uncodilied law of the State ol \lasl.a is amended by adding a new section to

-4(1-



1 read:

2 REV ISO R 'S  IN'STRI < NON. The rcvisor of statutes is instructed to change the

3 heading of

4 (1) AS 43.55 from "oil and Gas Production I axes and Oil Surcharge' u> "Oil

5 and Gas Production Tax and Oil Surcharge":

6 (2) article I o l'A S  43.55 from "Oil and Gas Properties Prtmclion Taxes" to

7 "Oil and Gas Production Tax":

,S (3) AS 43.55.011 from "Oil production tax" to "Oil and gas production tax":

0 (4) AS 43.55.025 from "Tax credit for oil and gas exploration or gas only

10 exploration" to "Aliernali\e tax credit for oil and gas exploration";

1 | (5 AS 43.55.150 from "Determination of gross value" to "Determination ol

12 gross value ai the point of production."

13 * Sec. 39. The uncodified law ofthe Stale of Alaska is amended by adding a new section to

14 read:

15 RETRO A C T IV ITY  OF PRO VISIO NS Ol; ACT. Sections 5. 7 - 10. 12- -i4. 10 - 10.

1 6 and 24 - 36 of this Act are retroactive lo April 1. 2006.

17 * Sec. 40. This Act takes effect immediate! v under AS 01.10.070(c).

41-


