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1. G a v e l  In  &  C a l l  to  O r d e r : Note time -  members present

S E N A TE  RESOURCES C O M M IT T E E ________ lttflfl-ftfltf________ October 22.2007

I CALL THE SENATE RESOURCES C O M M ITTEE TO ORDER ON 
MONDAY, OCTOBER 22, 2007. LET THE RECORD REFLECT 
THAT IT I S ________ A.M..

PRESENT ARE:
Vice-Chairman Senator Bert Stedman
Senator G ary Stevens
Senator Lyda Green
Senator Lesil McGuire
Senator Bill Wielechowski
Senator Tom W agoner
& myself, Senator Charlie Huggins

2. SB 2001 OIL & G A S  TA X  A M E N D M E N T S
C o n c lu s io n  o f  A d m in is t r a t io n ’s M o d u le s :  “ A T o p ic a l  A n a ly s is  o f

th e  A C E S  Bill”
R o b e r t  E . M in tz ,  K  &  L  G a te s  

T o  be fo llow ed by  L eg is la tiv e  A d v iso rs  a n d  C o n s u l ta n t s
D an  D ick in so n , L eg is la t iv e  B u d g e t  &  A u d i t  C o n s u l ta n t  
S teve  P o r t e r ,  L eg is la t iv e  B u d g e t  &  A u d i t  C o n s u l ta n t

A n d
D on B u llock , L eg is la t iv e  C o u n s e l  

W e lco m e:
Ask the speakers to introduce themselves for the record.

3. A n n o u n c e :  W e 'll  be back tom orrow  @  9 A M , scheduled  to go  the 
the day with Industry Independents  and  A ssociations. 
R eturn ing  in the early evening  for public testim ony @ 6 :1 5  PM

6. M eeting  ad journed @



A L A S K A  S T A T E  L E G I S L A T U R E

Sen. Charlie Huggins, Chair 
Sen. Bert Stedman, Vice Chair 
Sen. Lyda Green 
Sen. Gary Stevens 
Sen. LesU McGuire 
Sen Bill Wielechowski 
Sen. Thomas Waeoner

State Capitol, Room 119 
Juneau AK 99801-1182 

907-465-3878 
Fax: 907-465-3265 

800-862-3878

S e n a t e  R e s o u r c e s  C o m m i t t e e
Butrovich Rm 205

/

M o n d a y ,  O c t o b e r  2 2 , 2 0 0 7  

1 0 : 3 0  a . m .  -  5 : 0 0  p . m .

‘• D E L A Y E D  U N T I L  10*30 A M . * *

AGENDA

SB 2001 - Oil and Gas Production Tax

A dm inistration Sectional Analysis of SB 2001 
M arcia Davis, D eputy Com m issioner, Dept, of Revenue 

R obert M intz, Preston Gates

Legislative A dvisors/Consultants 
D an D ickinson, Legislative Budget & A udit C onsultant 

Steve Porter, Legislative Budget & A udit C onsultant 
D on Bullock, Legislative Counsel





A  F e w  B a c k g r o u n d  B a s i c s :

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

• i s  in  A S  4 3 . 5 5

• i s  in  a d d i t i o n  t o  r o y a l t i e s ,  p r o p e r t y  t a x ,  
a n d  i n c o m e  t a x

• h a s  e x i s t e d  s i n c e  b e f o r e  s t a t e h o o d

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

• u n l i k e  r o y a l t i e s ,  a p p l i e s  t o  p r o d u c t i o n  
f r o m  p r i v a t e  a n d  f e d e r a l  l e a s e s  a s  w e l l  
a s  s t a t e  l e a s e s
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C o r e  P r o v i s i o n s  o f  H B  3 0 0 1  

( e n a c t e d  i n  2 0 0 6 )

* A S  4 3 . 5 5 . 0 1 1 ( e )  -  ( i) :  t a x  l e v i e d  o n  
v a l u e  o f  o i l  a n d  g a s  p r o d u c e d

* A S  4 3 . 5 5 . 1 6 0 :  c a l c u l a t i o n  o f  t a x a b l e  
v a l u e  o f  o i l  a n d  g a s

* A S  4 3 . 5 5 . 1 6 5  &  . 1 7 0 :  d e t e r m i n a t i o n  o f  
u p s t r e a m  c o s t s  t h a t  m a y  b e  d e d u c t e d  
in  c a l c u l a t i n g  t a x a b l e  v a l u e  o f  o i l  a n d  
g a s

( c o n t . )
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C o r e  P r o v i s i o n s  ( c o n t i n u e d )

A S  4 3 . 5 5 . 0 2 3  &  4 3 . 5 5 . 0 2 4 :  n e w  t a x  

c r e d i t s  „ +

A S  4 3 . 5 5 . 0 2 0 ( a ) :  m o n t h l y  e s t i m a t e d  t a x  

p a y m e n t s  a n d  f i n a l  p a y m e n t  o n  M a r c h  

3 1  o f  y e a r  f o l l o w i n g  p r o d u c t i o n  

( b e c a u s e  t h i s  i s  n o w  a n  a n n u a l ,  n o t  a  

m o n t h l y ,  t a x )

A S  4 3 . 5 5 . 0 3 0 ( a ) :  j u s t  o n e  a n n u a l  r e t u r n



A S  4 3 . 5 5 . 0 1 1 ( e )  ( c u r r e n t )

• T h e r e  i s  l e v i e d  o n  t h e  p r o d u c e r . . .  a  
t a x  f o r  a l l  o i l  a n d  g a s  p r o d u c e d  . . .  
e q u a l  t o  2 2 . 5  p e r c e n t  o f  t h e  p r o d u c t i o n  
t a x  v a l u e  o f  t h e  t a x a b l e  o i l  a n d  g a s  a s  
c a l c u l a t e d  u n d e r  A S  4 3 . 5 5 . 1 6 0  . . .

• N o te :  “ p r o d u c t i o n  t a x  v a l u e ”  i s  n e t  
v a l u e



A S  4 3 . 5 5 . 0 1 1 ( e )  ( c o n t i n u e d )

E x c e p tio n s :
• T a x  d o e s  n o t  a p p ly  t o

- s t a t e  o r  f e d e r a l  s h a r e
- l a n d o w n e r ’s  r o y a l ty  s h a r e  (w h ic h  is  

s u b j e c t  t o  a  d i f f e r e n t  t a x  p r o v i s io n )
• C o o k  In le t  p r o d u c t i o n  s u b j e c t  t o  c e i l i n g s  

b a s e d  o n  p a s t  t a x e s  (A S  4 3 .5 5 .0 1 1(j) & (k))
N o r th  S l o p e  p r o d u c t i o n  s u b j e c t  t o  a  
m in im u m  t a x  d e p e n d i n g  o n  p r i c e  o f  A N S
(A S  4 3 .5 5 .0 1 1 (f))



•  •  •

A S  4 3 . 5 5 . 0 1 1 ( g )  ( c u r r e n t )

• F o r  e a c h  m o n t h  w h e n  t h e  n e t  v a l u e  o f  a  
p r o d u c e r ’s  o i l  a n d  g a s  e x c e e d s  $ 4 0  p e r  
b a r r e l ,  t h e  t a x  r a t e  u n d e r  s u b s e c .  ( e )  i s  
i n  e f f e c t  i n c r e a s e d  b y  %  o f  a  
p e r c e n t a g e  p o i n t  f o r  e a c h  d o l l a r  p e r  
b a r r e l  o v e r  $ 4 0

• I n f o r m a l l y  k n o w n  a s  “ p r o g r e s s i v i t y  t a x ”

• G a s  a n d  o i l  a r e  a d d e d  t o g e t h e r  b y  
t r e a t i n g  6  m i l l i o n  B t u  o f  g a s  a s  
e q u i v a l e n t  t o  o n e  b a r r e l  o f  o i l  ( s e e  A S  
4 3 . 5 5 . 0 1 1 ( h ) ,  4 3 . 5 5 . 9 0 0 ( 1 7 ) ,  ( 1 8 )  &  ( 2 4 ) )  7



A S  4 3 . 5 5 . 0 1 1 ( e )  ( n e w )  f t  

B i l l  s e c .  1 5

• T h e r e  i s  l e v i e d  o n  t h e  p r o d u c e r . . .  a  
t a x  f o r  a l l  o i l  a n d  g a s  p r o d u c e d  . . .  
e q u a l  t o  t h e  p r o d u c t i o n  t a x  v a l u e  o f  t h e  
t a x a b l e  o i l  a n d  g a s  a s  c a l c u l a t e d  u n d e r  
A S  4 3 . 5 5 . 1 6 0  m u l t i p l i e d  b y  t h e  t a x  r a t e  
d e t e r m i n e d  u n d e r  ( g )  o f  t h i s  s e c t i o n .
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A S  4 3 . 5 5 . 0 1 1 ( g )  a n d  ( h )  ( n e w )  

B i l l  s e c s .  1 7  a n d  1 8

• “ T h e  t a x  r a t e  . . .  i s  2 5  p e r c e n t  p l u s ”  t h e  
p r o g r e s s i v i t y  t a x  r a t e

• T h e  p r o g r e s s i v i t y  t a x  r a t e  i s  1 /5  o f  a  
p e r c e n t a g e  p o i n t  f o r  e a c h  d o l l a r  p e r  
b a r r e l  o v e r  $ 3 0  n e t  v a l u e

• P r o g r e s s i v i t y  i s  c a l c u l a t e d  o n  a n  
a n n u a l ,  n o t  m o n t h l y ,  b a s i s



N o r t h  S l o p e  T a x  F l o o r  

B i l l  s e c .  1 6

• N e w  A S  4 3 . 5 5 . 0 1 1 ( f ) :  m i n i m u m  t a x  i s  
1 0  p e r c e n t  o f  g r o s s  v a l u e  a t  t h e  p o i n t  o f  
p r o d u c t i o n  o f  o i l  a n d  g a s  f r o m  a  u n i t  
( o r  n o n u n i t i z e d  r e s e r v o i r )  t h a t

• (1 )  h a s  p r o d u c e d  a  c u m u l a t i v e  t o t a l  o f  
1 b i l l i o n  b a r r e l s ;  a n d

• (2 )  i s  p r o d u c i n g  o v e r  1 0 0 , 0 0 0  b a r r e l s  a  
d a y  ( a v e r a g e  d u r i n g  t h e  m o s t  r e c e n t  
c a l e n d a r  y e a r )

1 0



C o o k  I n l e t  T a x  C e i l i n g s  

B i l l  s e c s .  1 9  a n d  2 0

• T a x  c e i l i n g s  a r e  n o t  c h a n g e d  

( c o n f o r m i n g  a m e n d m e n t s  o n l y )

• N o t e :  s e c .  2 1  o f  t h e  b i l l  a d d s  l a n g u a g e  

d e a l i n g  w i t h  C o o k  I n l e t  t a x  c r e d i t s  t o  b e  

c o n s i s t e n t  w i t h  s e c .  5 5 ,  w h i c h  c l a r i f i e s  

h o w  e x c e s s  l e a s e  e x p e n d i t u r e s  a r e  
t r e a t e d



A S  4 3 . 5 5 . 1 6 0  ( b i l l  s e c s .  5 2 - 5 5 )

• T h e  b a s i c  p r i n c i p l e  i s  u n c h a n g e d :  

t a x a b l e  v a l u e  =  g r o s s  v a l u e  a t  t h e  p o i n t  

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

• W o r d i n g  h a s  b e e n  c h a n g e d :

• (1 )  m o n t h l y  v a l u e s  a r e  n o  l o n g e r  

n e e d e d  ( p r o g r e s s i v i t y  i s  n o w  a n n u a l )



A S  4 3 . 5 5 . 1 6 0  ( c o n t . )

(2) bill i s  c l e a r e r  a n d  m o r e  s p e c i f i c  o n  w h e n  
a  p r o d u c e r  m a y  o r  m a y  n o t  u s e  l e a s e  
e x p e n d i t u r e s  f o r  o p e r a t i o n s  a t  o n e  lo c a t io n  
a s  d e d u c t i o n s  f o r  oil a n d  g a s  p r o d u c e d  a t  
a n o t h e r  l o c a t io n

T h e s e  r u l e s  a r e  n e c e s s a r y  t o  im p le m e n t  t h e  
d i f f e r e n t  t a x  t r e a t m e n t s  o f  d i f f e r e n t  a r e a s  a n d  
f i e ld s  (C o o k  In le t  c e i l in g s ,  N o r th  S l o p e  f lo o r ,  
t a x  c r e d i t  u n d e r  A S  4 3 .5 5 .0 2 4 (a ) )



A S  4 3 . 5 5 . 1 6 0  ( c o n t . )

• F o r  i n s t a n c e :

• (i) T o  a v o id  u n d e r c u t t i n g  t h e  t a x  f lo o r ,  
d e d u c t i o n s  m a y  n o t  b e  “e x p o r t e d ” f r o m  u n i t s  
s u b j e c t  t o  t h e  t a x  f lo o r  (A S 4 3 .5 5 .1 6 0 (f^ 2 ))

• (ii) T o  a v o id  d o u b le - d i p p in g  re :  C o o k  I n l e f ^  
t a x  c e i l in g s ,  d e d u c t i o n s  m u s t  f i r s t  b e  u s e d  
u p  in C o o k  In le t  a n d  m a y  n o t  b e  s h i e l d e d  b y  
t h e  c e i l i n g s  (A S 4 3 .5 5 .1 6 0 (h )  a n d  (i))

1 4



A S  4 3 . 5 5 . 1 6 5  ( b i l l  s e c s .  5 6 - 5 9 ,  6 4 )  

L e a s e  E x p e n d i t u r e s

A S  4 3 . 5 5 . 1 6 5 ( a )  a n d  ( b )  a r e  r e w r i t t e n  

a n d  r e o r g a n i z e d :

• (1 )  f o r  m o r e  c l a r i t y

• (2 )  t o  l i m i t  l e a s e  e x p e n d i t u r e s  t o  o n l y  
w h a t  t h e  D e p a r t m e n t  o f  R e v e n u e  a l l o w s  
b y  r e g u l a t i o n



L e a s e  E x p e n d i t u r e s  

( c o n t i n u e d )

• A S  4 3 . 5 5 . 1 6 5 ( c )  a n d  ( d )  a r e  r e p e a l e d .

• T h o s e  p r o v i s i o n s  a l l o w e d  t h e  

D e p a r t m e n t  t o  s u b s t i t u t e  c o s t  b i l l f n g s  

u n d e r  u n i t  o p e r a t i n g  a g r e e m e n t s  in  

p l a c e  o f  t h e  g e n e r a l  s t a n d a r d s  f o r  

d e t e r m i n i n g  l e a s e  e x p e n d i t u r e s .

1 6
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L e a s e  E x p e n d i t u r e s  

( c o n t i n u e d )

A S  4 3 . 5 5 . 1 6 5 ( e ) :  t h e  l i s t  o f  E x c l u d e d
^   ____________ r -c o s t s  i s  e x p a n d e d :

p a r .  (6 )  -  c o s t s  a r i s i n g  f r o m  v i o l a t i o n  

o f  l a w  o r  n o n c o m p l i a n c e  w i t h  l e a s e  o r  
p e r m i t  o b l i g a t i o n

p a r .  ( 1 5 )  -  a l l  d i s m a n t l e m e n t ,  r e m o v a l , 1 

&  r e s t o r a t i o n  c o s t s  ( c o s t s  a r e  p r o r a t e d  

f o r  p a s t  p r o d u c t i o n  u n d e r  c u r r e n t  l a w )

Stafi, sU u ic l illi li’W '  |il~ i/  111_ 
r \e u r

N S f cK ' S>*vuv I [u ic y J -



L e a s e  E x p e n d i t u r e s  

E x c l u s i o n s  ( c o n t . )
OB S O  e i k

Ao

• p a r .  ( 1 9 )  - r e p a i r  o r  r e p l a c e m e n t  o f  

f a c i l i t i e s  o r  e q u i p m e n t  a s s o c i a t e d  w i t h  

a n  u n s c h e d u l e d  d r o p  in  p r o d u c t i o n  o r  

a n  o i l  s p i l l  o r  u n p e r m i t t e d  r e l e a s e  „  g
K

Qax ocn to**'0})

 ̂- I

• p a r .  ( 2 0 )  -  c r u d e  o i l  t o p p i n g  p l a n t  ( b u t  ^  
d e d u c t i o n  i s  a l l o w e d  f o r  v a l u e  a d d e d  o f  

p r o d u c t  u s e d  in  l e a s e  o p e r a t i o n s )

H ' ^ V ^  " t i  r \ o +  A jju cJ  -  V e rv j V w A l V e o +

N Jfliuju p ttA x K tk  i s  ! - c _  v T a ' " ^ <î r,'jL

^  c e y f  i \ « v -  * 3 f l o m ; f | ) ^  ^  **** ^  ^



T a x  C r e d i t s  u n d e r  A S  4 3 . 5 5 . 0 2 3  

B i l l  s e c s .  2 6 - 3 1 ,  6 5

r C h a n g e s  t o  . 0 2 3 ( a )  -  q u a l i f i e d  c a p i t a l

i n v e s t m e n t  e x p e n d i t u r e  c r e d i t s :

O n l y  5 0 %  o f  a  c r e d i t  m a y  b e  u s e d  t h e ^  

f i r s t  y e a r

• F o r  e x p l o r a t i o n ,  r e q u i r e m e n t s  a r e  

a c o n f o r m e d  t o  c h a n g e s  in  . 0 2 5  c r e d i t s  

^  ( s e e  b e l o w )
a ’ -

\xuh- 'fLyf' Afcipc 9
' r  -  £ i

iV
r t f  f\  '

, c ' x 
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T a x  C r e d i t s  u n d e r  A S  4 3 . 5 5 . 0 2 3  

( c o n t i n u e d )

C h a n g e s  t o  . 0 2 3 ( a )  ( c o n t i n u e d )

C r e d i t s  f o r  c a p i t a l  e x p e n d i t u r e s  in  a  

u n i t  s u b j e c t  t o  t h e  t a x  f l o o r  m a y  b e  

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

s u b j e c t  t o  t h e  t a x  f l o o r  ! o Ivy# a I fr^ĉ



.. . . . .

'■ u :v\ r

T a x  C r e d i t s  u n d e r  A S  4 3 . 5 5 . 0 2 3  

( c o n t i n u e d )

C h a n g e  t o  . 0 2 3 ( b )  -  c a r r i e d - f o r w a r d  
a n n u a l  l o s s  c r e d i t :

N o  c a r r y - f o r w a r d  f o r  u n u s e d  l e a s e  

e x p e n d i t u r e s  f o r  u n i t s  s u b j e c t  t o  t h e  
t a x  f l o o r

( X l io m m k th e  A x M . ^  j m a .  c  /<-£ 0 u / '  ^
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T a x  C r e d i t s  u n d e r  A S  4 3 . 5 5 . 0 2 3  

( c o n t i n u e d )

C h a n g e  t o  . 0 2 3 ( d )  -  t r a n s f e r a b l e  t a x  

c r e d i t  c e r t i f i c a t e s :  ^ Pu«- -  ^
„ . t v a ±  l ^ b <  >'1L/ s  / /  / 1 UVL-'{

T w o  c e r t i f i c a t e s  w i l l  b e  i s s u e d ,  e a c h  f o r  

h a l f  o f  t h e  c r e d i t

O n e  c e r t i f i c a t e  c a n n o t  b e  u s e d  u n t i l  t h e  

n e x t  y e a r  . t

&  &  K > w v
v \ \



W'- 'J .
ft Of ; rs% 'rO ;r -̂< C-<X T Cl^V1

V f  \

T a x  C r e d i t s  u n d e r  A S  4 3 . 5 5 . 0 2 3  

( c o n t i n u e d )

N e w  s u b s e c t i o n  . 0 2 3 ( 7 J :

M a k e s  c l e a r  t h a t  a  t a x - e x e m p t  e n t i t y  

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

O- r o

W t  cl ^  *

2 3



T a x  C r e d i t s  u n d e r  A S  4 3 . 5 5 . 0 2 3  

( c o n t i n u e d )

A S  4 3 . 5 5 . 0 2 3 ( i )  i s  r e p e a l e d :

T h i s  e l i m i n a t e s  t h e  t r a n s i t i o n a l  

i n v e s t m e n t  e x p e n d i t u r e  c r e d i t s  f o r  

i n v e s t m e n t s  t h a t  w e r e  m a d e  d u r i n g  t h e  
f i v e  y e a r s  b e f o r e  A p r i l  1 , 2 0 0 6 .

4- (vR uIlt t i c  to o~

a- Voh ^  ^
wot ‘ ^
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T a x  C r e d i t s  u n d e r  A S  4 3 . 5 5 . 0 2 5  

B i l l  s e c s .  3 6 - 4 4

- S e c .  3 6  - E x i s t i n g  2 0 1 6  s u n s e t  i s  
u n i f o r m l y  a p p l i e d

• S e c s .  3 7  &  4 3  -  E x p l o r a t i o n  w e l l  c r e d i t  
e x p a n d e d  t o  d e l i n e a t i o n  w e l l s  w i t h i n  2  
d r i l l i n g  s e a s o n s  ( r a t h e r  t h a n  b e i n g  
l i m i t e d  t o  d i s c o v e r y  w e l l  o r  d r y  h o l e )

• S e c .  3 7  - W e l l  m u s t  b e  c o m p l e t e d  o r  
a b a n d o n e d ,  n o t  j u s t  s u s p e n d e d ,  b e f o r e  
c r e d i t  m a y  b e  c l a i m e d



T a x  C r e d i t s  u n d e r  A S  4 3 . 5 5 . 0 2 5

( c o n t i n u e d )

S e c .  3 7  - C o s t s  e x c l u d e d  if  d u e  t o

g r o s s  n e g l i g e n c e  o r  h e a l t h / s a f e t y /  

e n v i r o n m e n t a l  v i o l a t i o n

S e c .  3 8  -  C l e a r e r  d e f i n i t i o n  o f  

r e q u i r e m e n t  f o r  n e w  e x p l o r a t i o n  t a r g e t ;  
3 - m i l e  r e q u i r e m e n t  d e l e t e d  f o r  C o o k  

I n l e t ;  D N R  e v a l u a t i o n  r e q u i r e d  in  

a d v a n c e  a n d  a f t e r  d r i l l i n g

2 6



T a x  C r e d i t s  u n d e r  A S  4 3 . 5 5 . 0 2 5  

( c o n t i n u e d )

• S e c .  3 9  -  D a t a  s u b m i s s i o n  

r e q u i r e m e n t s  a r e  m o r e  s p e c i f i c

• S e c .  3 9  -  W e l l  d a t a  c o n f i d e n t i a l i t y  

l i m i t e d  t o  2 4  m o n t h s

• S e c .  3 9  - T w o  c e r t i f i c a t e s  w i l l  b e  

i s s u e d ,  e a c h  f o r  h a l f  o f  t h e  c r e d i t ;  o n e  

c e r t i f i c a t e  c a n n o t  b e  u s e d  u n t i l  t h e  n e x t  

y e a r

2 7



T a x  C r e d i t s  u n d e r  A S  4 3 . 5 5 . 0 2 5  

( c o n t i n u e d )

• S e c .  3 9  - M a k e s  c l e a r  t h a t  b a s i c  

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

• S e c .  4 0  - M a k e s  c l e a r  t h a t  a  t a x - e x e m p t  

e n t i t y  m a y  n o t  t r a n s f e r  a  t a x  c r e d i t  

c e r t i f i c a t e

• S e c .  4 4  - N e w  f i v e  p e r c e n t  t a x  c r e d i t  

a v a i l a b l e  f o r  o l d  s e i s m i c  d a t a  i f  D N R  

d e t e r m i n e s  t h a t  a c q u i r i n g  t h e  d a t a  f o r  

p u b l i c  d i s t r i b u t i o n  i s  in  s t a t e ’s  i n t e r e s t



. . . .  > ,  . ' 
S t a t e  P u r c h a s e  o f  T a x  C r e d i t s  ~  

C e r t i f i c a t e s  -  B i l l  s e c s .  4 5  &  6 3
\ 'U V \

V

I #

N e w  A S  4 3 . 5 5 . 0 2 8  e s t a b l i s h e s  o i l  a n d  
g a s  t a x  c r e d i t  f u n d  t o  p u r c h a s e  c r e d i t  
c e r t i f i c a t e s  f r o m  e x p l o r e r s  o r  s m a l l  
p r o d u c e r s  t h a t  h a v e  n o  t a x  l i a b i l i t y  t o  >  ^  ^ 
a p p l y  c r e d i t s  a g a i n s t  ^

F u n d e d  b y  a p p r o p r i a t i o n  o f  a  
p e r c e n t a g e  o f  p r o d u c t i o n  t a x  r e v e n u e s

R e p l a c e s  e x i s t i n g  c a s h  r e f u n d  a u t h o r i t y  
u n d e r  A S  4 3 . 5 5 . 0 2 3 ( f )  ( r e p e a l e d  b y  b i l l )
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S t a t e  P u r c h a s e  o f  T a x  C r e d i t s  

C e r t i f i c a t e s  ( c o n t i n u e d )

R e t a i n s  e x i s t i n g  c r i t e r i a  f o r  r e f u n d s  

e x c e p t  e l i m i n a t e s  $ 2 5  m i l l i o n  m a x i m u m



A U

i  c

r  -

P a y m e n t  o f  t h e  T a x  

B i l l  s e c s .  2 2 - 2 5 ,  5 1

C u r r e n t  s y s t e m  o f  m o n t h l y  i n s t a l l m e n t  

p a y m e n t s  a n d  f i n a l  p a y m e n t  o n  M a r c h  
3 1  i s  r e t a i n e d

I n s t a l l m e n t  p a y m e n t s  n o w  t a k e  a c c o u n t  

o f  t h e  t a x  f l o o r  f o r  u n i t s  s u b j e c t  t o  t h e  

t a x  f l o o r  a n d  a l s o  t a k e  a c c o u n t  o f  C o o k  
I n l e t  t a x  c e i l i n g s  ^  „

I n s t a l l m e n t  p a y m e n t s  d o  n o t  t a k e  -<v:

a c c o u n t  o f  p r o g r e s s i v i t y  r a t e
i i v p.\ 1 •

arce. r -
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P a y m e n t  o f  t h e  T a x  

( c o n t i n u e d )

A S  4 3 . 5 5 . 1 1 0 ( f ) ,  B i l l  s e c .  5 1  -  G i v e s  

e x p r e s s  a u t h o r i t y  t o  D e p a r t m e n t  t o  

r e q u i r e  t a x  p a y m e n t s  t o  b e  m a d e  

e l e c t r o n i c a l l y  ^  ^  ^  eQ jrmî M
' f i l S  I V U l | - f  '-_A ttV U n/'<0



R e p o r t i n g  R e q u i r e m e n t s  

A S  4 3 . 5 5 . 0 3 0 ,  4 3 . 5 5 . 0 4 0

• B i l l  s e c .  4 6  -  M a k e s  c l e a r  t h a t  e v e r y  o i l  

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

r e t u r n ,  w h e t h e r  o r  n o t  t a x  i s  d u e

• B i l l  s e c .  4 6  - E x p a n d s  t h e  l i s t  o f  

s p e c i f i c  i n f o r m a t i o n  r e q u i r e m e n t s  f o r  

r e t u r n s  ( n o t e :  D e p a r t m e n t  r e t a i n s  

g e n e r a l  a u t h o r i t y  t o  r e q u i r e  m o r e  
i n f o r m a t i o n )



R e p o r t i n g  R e q u i r e m e n t s  

( c o n t i n u e d )

• B i l l  s e c s .  4 7  & 4 9  -  A d d i t i o n a l  p e n a l t y  
o f  u p  t o  $ 1 , 0 0 0  p e r  d a y  f o r  l a t e  f i l i n g  o r  

n o n f i l i n g  o f  r e q u i r e d  r e t u r n s  o r  r e p o r t s

• B i l l  s e c .  4 8  -  R e q u i r e s  e x p l o r e r s  o r  
p r o d u c e r s  t o  f i l e  a n  a n n u a l  s t a t e m e n t  

o n  e x p e n d i t u r e s  ( o r  a d j u s t m e n t s )  e v e n  

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

y e a r _  - ^
'  b\ \ j

-  (\tr-V- £aa_



R e p o r t i n g  R e q u i r e m e n t s  

( c o n t i n u e d )

• B i l l  s e c .  4 8  -  M a k e s  c l e a r  t h a t  t h e  

D e p a r t m e n t  m a y  a l s o  r e q u i r e  m o n t h l y  

r e p o r t s  f r o m  p r o d u c e r s ,  e x p l o r e r s ,  a n d  

o p e r a t o r s

• B i l l  s e c .  4 9  -  A d d s  e x p r e s s  a u t h o r i t y  

f o r  t h e  D e p a r t m e n t  t o  r e q u i r e  r e p o r t i n g  

o f  f o r w a r d - l o o k i n g  i n f o r m a t i o n  f o r  

r e v e n u e  f o r e c a s t i n g  p u r p o s e s



R e p e n t i n g  R e q u i r e m e n t s  

( c o n t i n u e d ) :  B i l l  s e c .  5 1

A S  4 3 . 5 5 . 1 1 0 ( e )  -  G i v e s  e x p r e s s  

a u t h o r i t y  t o  D e p a r t m e n t  t o  r e q u i r e  
r e t u r n s  a n c f r e p o r t ^ t o  b e  f i l e d  

e l e c t r o n  i c a  I ly

- a t  G U d**> ^
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C o n f i d e n t i a l  a n d  P u b l i c  

I n f o r m a t i o n

A S  3 8 . 0 5 . 0 3 5 ,  B il l  s e c .  2  -  b r o a d  

a u t h o r i t y  f o r  D N R  t o  s h a r e  o i l  a n d  g a s  

l e a s e  r e l a t e d  i n f o r m a t i o n  w i t h  D O R  f o r  

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

p r o d u c t i o n  t a x

A S  4 3 . 0 5 . 2 3 0 ,  B il l  s e c .  1 3  -  b r o a d  

a u t h o r i t y  f o r  D O R  t o  s h a r e  p r o d u c t i o n  

t a x  r e l a t e d  i n f o r m a t i o n  w i t h  D N R

3 7



C o n f i d e n t i a l  a n d  P u b l i c  

I n f o r m a t i o n  ( c o n t i n u e d )

• U n d e r  b o t h  p r o v i s i o n s ,  c o n f i d e n t i a l  

i n f o r m a t i o n  i s  s t i l l  c o n f i d e n t i a l

• A S  4 3 . 5 5 . 8 9 0 ,  B il l  s e c .  6 1  -  M a k e s  c l e a r  

t h a t  D e p a r t m e n t  o f  R e v e n u e  m a y  

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

i n f o r m a t i o n  a g g r e g a t e d  a m o n g  a t  l e a s t

t h r e e  p r o d u c e r s  o r  e x p l o r e r s
*

to -w  >*. f p U u & J i c U  u x v  3
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A d d i t i o n a l  A d m i n i s t r a t i v e  

I m p r o v e m e n t s

A S  3 9 . 2 5 . 1 1 0 ,  B i l l  s e c .  1 0  -  o i l  a n d  g a s  
a u d i t o r s  p l a c e d  in  e x e m p t  s e r v i c e

T r a n s i t i o n  p r o v i s i o n ,  B i l l  s e c .  6 7  -  
c u r r e n t  e m p l o y e e s  m a y  o p t  t o  s t a y  in  
c l a s s i f i e d  s e r v i c e

A S  4 3 . 0 5 . 2 6 0 ,  4 3 . 5 5 . 0 7 5 ,  B i l l  s e c s .  1 4 ,  
5 0  -  s t a t u t e  o f  l i m i t a t i o n s  f o r  
p r o d u c t i o n  t a x  i s  s i x  y e a r s ,  n o t  t h r e e  

y e a r s  ^  l̂us-



A d d i t i o n a l  A d m i n i s t r a t i v e' » i

I m p r o v e m e n t s  ( c o n t i n u e d )

• A S  4 3 . 5 5 . 0 7 5 ( b ) ,  B i l l  s e c s .  1 ,  5 0  - 

L e g i s l a t i v e  c o n f i r m a t i o n  o f  D e p a r t m e n t  

o f  R e v e n u e ’s  i n t e r p r e t a t i o n  o f  s t a t u t e  o f  

l i m i t a t i o n s  a s  a p p l i e d  t o  e v e n t s  t h a t  

r e t r o a c t i v e l y  c h a n g e  a m o u n t  o f  
p r o d u c t i o n  t a x  o r  c r e d i t :  p e r i o d  o f  

l i m i t a t i o n s  b e g i n s  t o  r u n  w h e n  a  r e t u r n  

i s  f i l e d  r e f l e c t i n g  t h e  c h a n g e



A d d i t i o n a l  A d m i n i s t r a t i v e  

I m p r o v e m e n t s  ( c o n t i n u e d )

A S  4 3 . 5 5 . 1 1 0 ( g ) ,  B il l  s e c .  5 1  -  G i v e s  

e x p r e s s  a u t h o r i t y  t o  t h e  D e p a r t m e n t  o f  
R e v e n u e  t o  i s s u e  a d v i s o r y  b u l l e t i n s  

i n t e r p r e t i n g  p r o d u c t i o n  t a x  s t a t u t e  a n d  

r e g u l a t i o n s  f o r  g u i d a n c e  o f  t a x p a y e r s  
a n d  o t h e r s ;  n o n - b i n d i n g  u n l e s s  

D e p a r t m e n t  p r o v i d e s  o t h e r w i s e
.  f t *  U t u ^ e  tS  ĉ '



T r a n s i t i o n ,  A p p l i c a b i l i t y ,  a n d  

E f f e c t i v e  D a t e s

B il l  s e c s .  6 6 ,  7 2  -  M o s t  s u b s t a n t i v e  

c h a n g e s  in  t h e  p r o d u c t i o n  t a x  a r e  

p r o s p e c t i v e  b e g i n n i n g  J a n .  1 ,  2 0 0 8

B il l  s e c s .  6 6 ,  7 1  -  C h a n g e s  t o  l e a s e  

e x p e n d i t u r e  e x c l u s i o n s  a n d  u s e  o f  u n i t  

o p e r a t i n g  a g r e e m e n t s  f o r  l e a s e  

e x p e n d i t u r e s  a r e  r e t r o a c t i v e  t o  A p r i l  1 ,

uu( T-zxHo '
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T r a n s i t i o n ,  A p p l i c a b i l i t y ,  a n d  

E f f e c t i v e  D a t e s  ( c o n t i n u e d )

• B i l l  s e c s .  6 6 ,  7 1  -  S t a t u t e  o f  l i m i t a t i o n s  

e x t e n s i o n  a p p l i e s  t o  s t i l l - o p e n  p e r i o d s  
^ j j / a n d  r e t r o a c t i v e  t o  A p r i l  1 , 2 0 0 6

B il l  s e c .  7 1  -  C l a r i f i c a t i o n  t h a t  t a x -  

e x e m p t  e n t i t i e s  m a y  n o t  t r a n s f e r  t a x  

c r e d i t s  a p p l i e s  b a c k  t o  b e g i n n i n g  o f  t h e

r e s p e c t i v e  t a x  c r e d i t  p r o v i s i o n s
103
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T r a n s i t i o n ,  A p p l i c a b i l i t y ,  a n d  

E f f e c t i v e  D a t e s  ( c o n t i n u e d )

• B il l  s e c .  7 3  -  M o s t  o t h e r  p r o v i s i o n s  o f  

t h e  b i l l  t a k e  e f f e c t  i m m e d i a t e l y

• B i l l  s e c s .  6 8 ,  7 0  -  D O R  a n d  D N R  m a y  

s t a r t  d e v e l o p i n g  r e g u l a t i o n s  

i m m e d i a t e l y ,  a n d  r e g u l a t i o n s  m a y  b e  

r e t r o a c t i v e  t o  a p p l i c a b i l i t y  d a t e  o f  t h e  

s t a t u t o r y  p r o v i s i o n s  t h e y  i m p l e m e n t

4 4
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Stability
1) Decision on Prudhoe Bay Satellites - Borealis, Midnight Sun, Orion, Polaris, Point 

McIntyre, and Aurora are integrated and collectively managed. Merely implemented the 

intent of the statute. When you consolidate wells with PBU facilities the regulations
a
* [ ( K ' contemplate consolidation for tax purposes.

2) PPT tax. The producers have generally opposed any changes to the ELF prior to the

\ SGDA negotiations. They liked the economics of ELF but knew they were going to have

\jluC • to a9ree t0 some change in order to get

a. Fiscal certainty under their contract

b. They were also hoping for contract approval if they agreed to the change

c. They lost on all counts.

i. They did not get the tax they “agreed to"

ii. They did not get any type of certainty on the tax

iii. They did not get the contract

3) The governor has called you back to review the tax because of the “cloud" on the tax. I 

don’t think this review will cause the world to see you as unstable. The industry will 

certainly say it is true, but anyone who really looks underneath their rhetoric will know 

the truth. They also know the truth. This is merely an evaluation of what was done - with 

a possible early mid-course correction.

4) If you change the tax now and change it again during the regular session, there may be 

a problem.



Alaska’s Prospectivity

1) Oil

a. State lands- less than 20% of the future potential are on state lands where we 

receive both royalty and tax.

i. Puddles

ii. Heavy Oil - will come back to this

b. NPRA - around 30% of future potential is in NPRA

i. No royalty but !4 the royalty comes back to the state first as impact aid, 

then to fund PCE then another fund before it has a possibility to get to the 

general fund. Of the millions of dollars that the state has received from 

NPRA I don’t think any of it has reached the general fund.

ii. Taxes -  you still get taxes. But high costs will result in high opex and 

capex.

c. Offshore OCS - over 50% of future potential is in the OCS

i. No royalty

ii. No taxes

d. What is the future vision for oil

i. Gov should go to congress and get us the same as the Gulf States have.

They get a share of the OCS revenues because the feds recognize that

the local state jurisdictions are impacted by OCS development - and they 

can oppose it and prevent it from proceeding forward

1. This should be before shell drills any exploration wells

Page 3



2. Should work with the NSB to make sure that the operations in the 

OCS minimize the impact to the environment and local 

communities and subsistence culture

ii. Heavy oil should be encouraged because it has the greatest chance on 

state lands of contributing to the future revenue stream of the state

1. One of the slides yesterday showed the industry doing stress case 

economics at $40. Commissioner Galvin stated that heavy oil will 

be impacted around $41 dollars from the implementation of the 

10% gross tax which means that we may actually create a 

situation where we have prevented or slowed one of the most 

prospective oil reservoirs on state lands by passing the gross 

minimum tax. The minimum tax looks like it was designed to 

penalize heavy oil not help it.

e. Alaska competitiveness -

i. We are a mature (between Colville and canning) province as far as oil is 

concerned. Geology is king. Heavy oil and puddles

ii. NPRA has larger potential in the Alpine type range

iii. OCS still has the elephants but at great cost and high environmental/legal 

risk.

2) Gas

a. Pedro said the gas pipeline was uneconomic

b. I would call it indeterminate

i. Four things needed to say economic or uneconomic

1. Costs of the pipeline

2. Future price of gas

3. Stability of the taxes and what they are

4. Internal Rate of Return/Project evaluation criteria

jlfU P tiM m 'lp m  i
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c. The submittal of the proposals will not change the above substantially unless the 

applicants accepts, transfers, or provides a way to handle some of the above 

risks to the state's ?nd the shipper's satisfaction.

d. When the proposals come out at the end of November the state should review 

the proposals then evaluate how they can help the state move the project 

forward. The project is not a gasline through Canada or an LNG line to Valdez. It 

is monetizing the North Slope gas resource to the greatest benefit of the people 

of the State of Alaska. It may mean making adjustments to the law in January. It 

may mean taking a new course, it also may mean AGIA is working and all that 

needs to be done is to implement it.

3) Timing of development in general and gas pipeline development specifically.

a. A reasonable timeline for gas pipeline development is at least 10 years. Anything 

less than that you need to examine the proposal closely to make sure they are 

not shortcutting process that may impact them and the state in the future.

b. A reasonable timeline for oil development depends on proximity to existing 

facilities. E.g.,

i. Tarn took around 2 years and was probably one of the fastest because it 

was near Kuparuk. 

ii 6 to 8 years is a better estimate for prospects that are within 25 miles of 

existing facilities.

iii. Around 10 years for projects that is more remote.

iv. These are rough rules of thumb that don’t take in to consideration specific 

environmental, logistics, cultural and subsistence issues of a particular 

project - each of which could delay development for several years.



ACES incentives

1) Legacy fields and all other existing fields.

a. Places a higher tax burden on them

b. Takes away the TIE credits

c. Ring fences certain credits.

2) Explorers

a. Places a higher tax burden on them

b. Gives them a guarantee of getting their tax credit giving them 2% to 3% extra 

on their transferable credits

c. Moves net operating losses to 25% carryover.

d. The costs of the higher tax exceed the credit benefit.



-■ ^  5̂rT*.,jt f> -  , ’ 1 ^

Summary
Someone asked yesterday what the governor’s economic policy should be regarding 

oil and gas.

I recommend a few things

1) Encourage heavy oil development; don’t place penalties in front of it.

2) Work with Congress to get our fair share of OCS revenue before shell or any 

other oil company drills in the OCS.

3) Works with local communities to make sure their concerns are addressed before 

development proceeds and so that responsible development can proceed.

Page 7
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1 .  R a t e  e t c

• C a v e a t s  o n  g o v e r n m e n t  t a k e  s t a t i s t i c s

-  Apples to apples comparisons very useful -  
but be very wary about plucking numbers 
from different studies

-  Need to look at rest of the fiscal system. For 
example, some governments encourage 
developing high paying jobs (low industry 
taxes), and pick it up in personal income and 
consumption taxes.



2 .  P r o g r e s s i v i t y

•  S w i t c h  i n  f a c t o r s

•  S w i t c h  f r o m  m o n t h l y  t o  a n n u a l  t y p i c a l l y  

m e a n s  l o w e r  d o l l a r s

-  S p i k e s  d o n ’t  a v e r a g e  o u t

-  H i g h e r  b a s e  -  b u t  w o n ’t  c a p t u r e  a s  m u c h  

u p s i d e

•  L e s s  p r o g r e s s i v e

•  M o d e l i n g  I s s u e  -  r e q u i r e m e n t s



2 .  P r o g r e s s i v i t y

Compar ing  Annua l  and Mon th l y  analys is  of  F Y  2008 with hypothe t ica l  spike

US Adjustm ent Rate
W est Per Converting per Incre- Progres­
Coast Barrel Per Barrel Production Dollar of m ental Volum es sivity T ax
Price/ T otal Production Tax Value to Price Price Progres- (millions of (m illions

bbl Costs Tax  Value Price Index Index Factor sivity % bbls) of dollars)
f $/bbl j $/bbl $/bbl 2 $/bbl | $/bbl | % | % I MM bbls | MM $

A B C D = E F = G H = 1 J =
(B + C ) /D + E ) ( F * G ) (D*H *l)

M on thly A n a ly s i s ,  $40 A d ju s tm en t  and .0025% Param eter  under  Current  Law
J u 1 51.43 (23.85) 27.58 (40.00) 0.25% 0.00% 20.7 -

Aug 51.43 (23.85) 27.58 (40.00) 0.25% 0.00% 20.7
Sep 51.43 (23.85) 27.58 (40.00) 0.25% 0.00% 20.1 -

Oct 51.43 (23.85) 27.58 (40.00) 0 25% 0.00% 20.7 -

Nov 51.*3 (23.85) 27.58 (40.00) 0.25% 0.00% 20.1 -

Dec 51.43 (23.85) 27.58 (40.00) 0.25% 0.00% 20.7 -

Jan 77.15 (23.85) 53.29 (40.00) 13.29 0.25% 3.32% 20.7 36.7
Feb 102.86 (23.85) 79.01 (40.00) 39.01 0.25% 9.75% 18.7 144.2
Mar 77.15 (23.85) 53.29 (40.00) 13.29 0.25% 3.32% 20.7 36.7
Apr 51.43 (23.85) 27.58 (40.00) 0.25% 0.00% 20.1 -

May 51.43 (23.85) 27.58 (40.00) 0.25% 0.00% 20.7 -

Jun 51.43 (23.85) 27.58 (40.00) 0.25% 0.00% 20.1
244.0 21 7.6

Year ly  A n a ly s i s ,  $30 Ad ju s tm en t  and .002% Param eter , as Proposed
Yr 60.00 (23.85]_ 36.15 (30.00) 6.15 0.20% 1.23% 244.0 108.5

S o u r c e :  D i c k i n s o n  O c t o b e r  3  2 0 0 7  r e p o r t :  N O T  A  P R E D I C T I O N
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3 .  E f f e c t  o f  G r o s s  F l o o r s  -  L o w  E n d

I I F
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P r o p o s e d  f loor

C o s t  a s s u m p t i o n  =  $ 7 . 2 2  d o w n s t r e a m  c o s t ,  1 6 . 6 3  u p s t r e a m  c o s t ,

b a r r e l s  a s s u m e d  t o  b e  l e g a c y  p r o d u c t i o n
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3. Effect of Gross Floors -  Low End

A N S  W e s t  C o a s t  P r ic e

B a s e  B a s e  +  P r o g  - ^ C u r r e n t  F l o o r  P r o p o s e d  f l o o r

C o s t  a s s u m p t i o n  =  $ 7 . 2 2  d o w n s t r e a m  c o s t ,  1 6 . 6 3  u p s t r e a m  c o s t ,

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



3. Effect of Gross Floor- Windfall

C o s t  a s s u m p t i o n  =  $ 7 . 2 2  d o w n s t r e a m  c o s t ,  1 6 . 6 3  u p s t r e a m  c o s t ,

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



3 .  L e g a c y  R i n g  F e n c i n g  -  O n e  W a y

•  P r o p o s a l  i s  t o  r i n g  f e n c e  P r u d h o e  B a y  a n d  

K u p a r u k  i n t o  a  “ l e g a c y  f i e l d ”

•  P r o f i t s  g e n e r a t e d  :n  L e g a c y  F i e l d s  c o u l d  

b e  o f f s e t  b y  i n v e s t m e n t  c r e d i t s  a n d  l o s s e s  

e l s e w h e r e  ( e x c e p t  w h e n  f l o o r  i n  p l a c e )

•  I n v e s t m e n t  c r e d i t s  a n d  l o s s e s  g e n e r a t e d  

i n  L e g a c y  F i e l d s  c o u l d  b e  o f f s e t  b y  p r o f i t s  

g e n e r a t e d  e l s e w h e r e



023 Investment Credits
•  . 0 2 3  ( b )  P r o p o s e s  t o  h a v e  l o s s  c a r r y  f o r w a r d  

c r e d i t s  c a l c u l a t e d  a t  t h e  t a x  r a t e  i n s t e a d  o f  2 0 %

-  m a k e s  s e n s e  t o  t r e a t  e x p l o r e r s  a n d  p r o d u c e r s  s a m e

•  . 0 2 3  ( d )  p r o p o s a l  s p r e a d s  c r e d i t s  o u t  o v e r  t w o  

y e a r s -

-  b e c a u s e  o f  d i f f e r e n c e  b e t w e e n  f i s c a l  y e a r  a n d  

c a l e n d a r  y e a r  m a y  n o t  i m p r o v e  p r e d i c t a b i l i t y  t h a t  

m u c h

-  l i t t l e  a c t u a l  f i s c a l  e f f e c t  a f t e r  f i r s t  y e a r

•  . 0 2 3  ( i)  P r o p o s e d  e l i m i n a t i o n  o f  T I E  c r e d i t s

-  C o m p a r e  r u l e s  t o  D N R  C o m m i s s i o n e r ’s  p r o p o s e d  

a b i l i t y  t o  g r a n t  c r e d i t s  f o r  p r e  2 0 0 3  w o r k  i n  . 0 2 5  ( i )



024 Non Transferable Credits
•  O n l y  p r o p o s e d  c h a n g e  w o u l d  n o t  a l l o w  

t h e s e  t o  b e  a p p l i e d  a g a i n s t  t h e  f l o o r .



025 Exploration Credits
P r o p o s a l  a d d s  s p e c i f i c  d i s a l l o w a n c e s  in  . 0 2 5 ( b )  

( 3 )  f o r  “c o s t s  a r i s i n g  f r o m  g r o s s  n e g l i g e n c e  o r  

v i o l a t i o n s  o f  h e a l t h  s a f e t y ,  o r  e n v i r o n m e n t a l  

s t a t u t e s  o r  r e g u l a t i o n s ”

C o m p a r e  t o  l e a s e  e x p e n d i t u r e  d i s a l l o w a n c e  in  

.1 6 5  ( e )  ( 6 )  f o r  “c o s t s  a r i s i n g  f r o m  f r a u d ,  w i l l f u l  

m i s c o n d u c t ,  g r o s s  n e g l i g e n c e ,  v i o l a t i o n  o f  l a w ,  

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

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

f e d e r a l  g o v e r n m e n t ”



•  C u r r e n t  A S  4 3 . 5 5 . 0 2 5  ( c )  s a y s  b o t t o m  w h o l e  

m u s t  b e  t h r e e  m i l e  f r o m  p r e v i o u s l y  d r i l l e d  b o t t o m  

h o l e ,  e x c e p t  in  C l ,  i f  D N R  d e t e r m i n e s  “d i s t i n c t  

e x p l o r a t i o n  t a r g e t ”

•  P r o p o s a l  h a s  t h r e e  r e q u i r e m e n t s  -  D N R  

a p p r o v a l  b e f o r e  h a n d ,  m u s t  m e e t  3  m i l e  

r e q u i r e m e n t  i f  n o t  in  C l ,  D N R  a p p r o v a l  

a f t e r w a r d s .

•  C h a n g e  f r o m  r u l e s  t o  s e e k i n g  a g e n c y  a p p r o v a l .

.025 Exploration Credits



025 Exploration Credits
•  P r o p o s a l  w o u l d  m a k e  d a t a  o n  n o n  s t a t e  

l a n d s  m o r e  a v a i l a b l e  t o  D N R  a n d  p u b l i c  a s  

c o n d i t i o n  o f  c r e d i t .

•  U s i n g  t a x  c o d e  f o r  o t h e r  ( w o r t h w h i l e )  g o a l s



•  U n d e r  c u r r e n t  l a w ,  o n l y  a d d i t i o n a l  w e l l s  

s p u d d e d  i n  a  d r i l l i n g  s e a s o n  ( 1 5 0  d a y s )  

c a n  q u a l i f y  f o r  e x p l o r a t i o n  c r e d i t s

•  U n d e r  p r o p o s a l  t h a t  f i g u r e  i s  e x p a n d e d  t o  

t w o  d r i l l i n g  s e a s o n s  ( 5 4 0  d a y s )

•  S h i f t i n g  c r e d i t s  t o  e x p l o r e r s

.025 Exploration Credits



•  P r o p o s a l  w i l l  c r e a t e  m i n i - T I E  a l l o w i n g  

D N R  t o  a u t h o r i z e  t a x  c r e d i t s  f o r  p r e  2 0 0 3  

s e i s m i c  w o r k .

.025 Exploration Credits

•  S h i f t  f r o m  r u l e s  t o  a g e n c y  a p p r o v a l



7. Allowable Lease Expenditures
AS 43.55.160

•  P r o p o s a l  g r e a t l y  s i m p l i f i e d  s e c t i o n  

b e c a u s e  m o n t h l y  c a l c u l a t i o n s  n o  l o n g e r  

n e e d e d  f o r  p r o g r e s s i v i t y .

-  H o w e v e r ,  a  m o n t h l y  g r o s s  ( d e s t i n a t i o n  v a l u e )  

b a s e d  w i n d f a l l  p r o f i t s  t a x  w o u l d  n o t  r e q u i r e  

d i v i s i o n  o f  c o s t s  b e t w e e n  m o n t h s .



A S  4 3 . 5 5 . 1 6 5

U n d e r  p r o p o s a l  a l l o w a b l e  l e a s e  

e x p e n d i t u r e s  m u s t  b e  a  d e f i n e d  i n  

r e g u l a t i o n

-  S w i t c h  f r o m  w h a t  is  n o t  f o r b i d d e n  is  p e r m i t t e d  

t o  w h a t  i s  n o t  p e r m i t t e d  is  f o r b i d d e n .

C a n  J o i n t  i n t e r e s t  b i l l i n g s  b e  u s e d ?  -  

a l t h o u g h  s p e c i f i c  l a n g u a g e  i s  g o n e ,  

a p p e a r s  D O R  m a y  s t i l l  g o  d o w n  t h i s  r o a d  

u n d e r  i t s  r e g u l a t i o n s

7. Allowable Lease Expenditures



A S  4 3 . 5 5 . 1 6 5  ( e )  ( 6 )

C u r r e n t  p r o h i b i t i o n  -  “c o s t s  a r i s i n g  f r o m

•  f r a u d ,

•  w i l l f u l  m i s c o n d u c t  o r

•  g r o s s  n e g l i g e n c e ”

P r o p o s a l  a d d s

•  v i o l a t i o n  o f  l a w ;  o r

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

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

f e d e r a l  g o v e r n m e n t .

•  C o m p a r e  t o  p r o p o s e d  A S  4 3 . 5 5 . 0 2 5 ( b )  ( 3 )

7. Allowable Lease Expenditures



7.Allowable Lease Expenditures
AS 43.55.165 (e)(15)

•  D i s m a n t l i n g ,  R e m o v a l  a n d  R e s t o r a t i o n  c a s h  

p a y m e n t s  ( D R & R )  u p s t r e a m

• does not include common carrier pipelines
• ‘matching’ accruals during operations not allowed

•  C u r r e n t  l a w  -  a l l o w e d  m u l t i p l i e d  b y  a  f r a c t i o n  o f  

p r o d u c t i o n  b e f o r e  2 0 0 6  o v e r  t o t a l  p r o d u c t i o n

•  P r o p o s a l  t o t a l l y  d i s a l l o w s  D R & R

•  E v e n  u n d e r  c u r r e n t  l a w  m u c h  D R & R  l i k e l y  t o  

n e v e r  b e  d e d u c t e d  a s  n o  o f f s e t t i n g  r e v e n u e s .



A S  4 3 . 5 5 . 1 6 5  ( e ) ( 1 9 )

•  P r o p o s a l  d i s a l l o w s  c o s t s  a r i s i n g  in  r e s p o n s e  t o  a  

p r o b l e m  w h i c h  r e q u i r e d  a n  u n s c h e d u l e d  

r e d u c t i o n  in  p r o d u c t i o n  o r  r e s u l t e d  in  a n  r e l e a s e  

o f  g a s .

-  R e g u l a t i o n s  w i l l  p r o b a b l y  d e f i n e  “ u n s c h e d u l e d ” - 2 4  

h o u r  n o t i c e ?  W e e k l y ?  A n n u a l ?  W h a t  i f  r e d u c t i o n  

a m o u n t  i s  d i f f e r e n t  f r o m  “ s c h e d u l e d ” a m o u n t .  W h a t  i f  

o n e  w e e k  o f  s c h e d u l e d  m a i n t e n a n c e  t a k e s  t w o  

w e e k s ?

-  E n c o u r a g i n g  c a p i t a l  i n v e s t m e n t s  t o  c r e a t e  

R e d u n d a n c y ?

•  S t i l l  a l l o w e d  if  “a c t s  o f  G o d ”

7. Allowable Lease Expenditures



7 .  A l l o w a b l e  L e a s e  E x p e n d i t u r e s  

A S  4 3 . 5 5 . 1 6 5  ( e )  ( 1 8 )

•  C u r r e n t  l a w  d i s a l l o w s  3 0  c e n t s  a  b a r r e l  

f r o m  w h a t  w o u l d  o t h e r w i s e  b e  a l l o w a b l e  

c a p i t a l  c o s t s

•  T h i s  w a s  d e s c r i b e d  a s  d e a l i n g  w i t h  t h e  

k n o w n  c o r r o s i o n  i s s u e .



7. Allowable Lease Expenditures
AS 43.55.165 (e)(19)

•  C o m p a r e d  w i t h  S B  8 0  a p p r o a c h  w h i c h  w a s  b u i l t  

a r o u n d  t h e  c o n c e p t  o f  “i m p r o p e r  m a i n t e n a n c e ”

•  U n d e r  c u r r e n t  p r o p e r t y  t a x  l a w  ( A S  4 3 .5 6 ) ,  s t a t e  

a c t u a l l y  t a x e s  “r e p l a c e m e n t  c o s t  n e w  l e s s  

d e p r e c i a t i o n ” o r  “a s - i f  N o r t h  S l o p e  f a c i l i t i e s  

g e n e r a t e d  b y  c o s t  s t u d i e s .  M i l l i o n s  o f  s t a t e  a n d  

c o m p a n y  d o l l a r s  a n d  s p e n t  o n  t h e s e  m o d e l s .

•  W o u l d  p r o b a b l y  b u i l d  A S  4 3 . 5 5  “a s - i f  “w e l l  

m a i n t a i n e d ” f a c i l i t i e s



•  C u r r e n t l y  t o p p i n g  p l a n t s  g e n e r a t e  d i e s e l  

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

a n d  c o s t s  o f  p l a n t  a r e  a l l o w e d .

•  U n d e r  p r o p o s a l  c o s t  o f  p l a n t  n o t  a l l o w e d ;  

i n s t e a d  “f a i r  m a r k e t  v a l u e ” o f  d i e s e l  l e s s  

p r e v a i l i n g  v a l u e  o f  c r u d e .

-  M a r k e t  m a y  n o t  b e  b r o a d

-  S p e c i f i c  p l a n t  u n d e r  c o n s i d e r a t i o n

7. Allowable Lease Expenditures
AS 43.55.165 (e)(19)



4 3 . 5 5 . 0 2 8 )

•  C u r r e n t l y  a l l o w e d  if

-  L e s s  t h a n  5 0 , 0 0 0  b b l s  a  d a y  -  i . e .  n o t  o n e  o f  t h e  b i g  3

-  R e i n v e s t  i n  s t a t e  ( i n c l u d i n g  l e a s e  b i d s )

-  T a x p a y e r  h a s  n o  o t h e r  d e l i n q u e n t  t a x e s

-  L i m i t e d  t o  $ 2 5  m i l l i o n  a  y e a r

•  P r o p o s a l  e l i m i n a t e s  $ 2 5  m i l l i o n  l im i t

•  P r o p o s a l  e s t a b l i s h e s  f u n d  w i t h  p e r c e n t a g e  o f  t a x  

r e v e n u e s

•  R e m o v i n g  c a p  n o t  n e c e s s a r i l y  t i e d  t o  s e p a r a t e  

f u n d .

8. State Purchase of Credits (AS



9 .  I n f o r m a t i o n  A S  4 3 . 5 5 . 0 4 0  ( 5 )  &

( 6 )
R e q u i r e s  t a x p a y e r  “ t o  f i l e  r e p o r t s  a n d  c o p i e s  o f  r e c o r d s  

t h a t  a r e  c o n s i d e r e d  b y  t h e  d e p a r t m e n t  a s  n e c e s s a r y  t o  

f o r e c a s t  s t a t e  r e v e n u e s  u n d e r  A S  4 3 . 5 5 ” ; $ 1 , 0 0 0  a  d a y  

p e n a l t y

R e g u l a t i o n s  w i l l  b e  n e e d e d  t o  d e f i n e

-  “necessary” (as opposed to say useful),
-  how far in advance (one, two, many years?)
-  how often the reports need to be updated (monthly, 1% change, 

change out three years...?
-  How far does due diligence have to go? Board of directors 

discussed 5 year plan?
-  Can State audit for information not provided, and assess 

2amonthly 2 million penalty starting 6 years from now?



9 .  I n f o r m a t i o n  ( g e n e r a l  r u l e  A S

4 3 . 0 5 . 2 3 0  -  p r o p o s e d  r u l e  A S  4 3 . 5 5 . 8 9 0 )

•  C u r r e n t l y  u n d e r  A S  4 3 . 0 5 . 2 3 0  ( e )  D O R  

c a n  p u b l i s h  s t a t i s t i c s  w i t h  i n d i v i d u a l  d a t a  

c o m b i n e d  s o  a s  t o  “ p r e v e n t  t h e  

i d e n t i f i c a t i o n  o f  p a r t i c u l a r  r e t u r n s  o r  

r e p o r t s ”

•  P r o p o s a l  o n l y  r e q u i r e s  c o m b i n a t i o n  o f  

t h r e e  t a x p a y e r s  “ r e g a r d l e s s  o f  w h e t h e r  t h e  

i n f o r m a t i o n  . . . p r e v e n t s ]  t h e  i d e n t i f i c a t i o n  

o f  p a r t i c u l a r  r e t u r n s  o r  r e p o r t s ”



9 .  I n f o r m a t i o n  ( g e n e r a l  r u l e  A S

4 3 . 0 5 . 2 3 0  -  p r o p o s e d  r u l e  A S  4 3 . 5 5 . 8 9 0 )

W a s  d e s c r i b e d  a s  “s a m e  a s  D O R  d o e s  f o r  

S a l m o n  P r i c i n g  R e p o r t ”

A l a s k a  S a l m o n  P r i c e  R e p o r t  r e p o r t i n g  

r u l e s  a r e  n o t  r e m o v e d  f r o m  g e n e r a l  A S

4 3 . 0 5 . 2 3 0  ( g )  -  t h e  g e n e r a l  r e p o r t i n g  t a x  

c o n f i d e n t i a l i t y  r u l e s .



9 .  I n f o r m a t i o n  

A l a s k a  S a l m o n  P r i c e  R e p o r t

•  S e c .  4 3 . 8 0 . 0 6 5 .  C o n f i d e n t i a l i t y  o f  r e p o r t s .

I n f o r m a t i o n  i n  r e p o r t s  s u b m i t t e d  u n d e r  A S  

4 3 . 8 0 . 0 5 0  , a n d  p r i c e  a v e r a g e s  c a l c u l a t e d  

b y  t h e  d e p a r t m e n t  f r o m  t h e  i n f o r m a t i o n  i n  

t h e  r e p o r t s ,  a r e  p u b l i c  i n f o r m a t i o n ,  e x c e p t  

t h a t  i n f o r m a t i o n  t h a t  i d e n t i f i e s  o r  c o u l d  b e  

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

i s  c o n f i d e n t i a l .



9. Information
A l a s k a  S a l m o n  P r i c e  R e p o r t

•  “W e  u s e  t h e  f o l l o w i n g  g u i d e l i n e s  w h e n  

e v a l u a t i n g  c o n f i d e n t i a l i t y

-  I f  t h e r e  a r e  t h r e e  o r  m o r e  p r o c e s s o r s  f o r  a  g i v e n  a r e ,  

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

a c c o u n t s  f o r  o v e r  8 0 %  o f  t o t a l  v a l u e ,  o r  t w o  

p r o c e s s o r s  a c c o u n t  f o r  o v e r  9 5 %  o f  t o t a l  v a l u e .

-  I f  t h e r e  a r e  o n l y  o n e  o r  t w o  p r o c e s s o r s  f o r  a  g i v e n  

a r e ,  t h e  i n f o r m a t i o n  i s  n o t  r e p o r t e d ”

•  F r o m  C o v e r  l e t t e r  -  O c t o b e r  1 5 ,  2 0 0 7  A l a s k a  

S a l m o n  P r i c e  R e p o r t



9. Information - (AS 43.05.230(h))
P r o p o s a l  w i l l  r e q u i r e  D O R  t o  s h a r e  

i n f o r m a t i o n  w i t h  D N R  o b t a i n e d  u n d e r  A S  

4 3 . 5 5  -  i n c l u d i n g  f o r w a r d  l o o k i n g  

i n f o r m a t i o n  r e q u i r e d  b y  A S  4 3 . 5 5 . 0 4 0  ( 5 ) .

T h i s  m a y  h a v e  c o m p e t i t i v e  i m p l i c a t i o n s  i f  

D N R  r e t u r n s  t o  m a r k e t s  a s  s e l l e r  o f  r o y a l t y  

i n  k i n d  ( R I K )  o i l  o r  g a s .



9 .  I n f o r m a t i o n  -  A S  4 3 . 5 5 . 0 3 0  ( e )

a n d  ( f )

•  P r o p o s e s  t o  s e t  f o r t h  i n  s t a t u t e  t h e  a c t u a l  

d a t a  r e q u i r e d  t o  b e  f i l e d  b y  t a x p a y e r s .  

T h o r o u g h  s u m m a r y  o f  c o s t s ,  v o l u m e s ,  

s a l e s ,  m o n t h l y  e s t i m a t e s  e t c .



1 0 .  S t a t u t e  o f  L i m i t a t i o n s  ( O l d  g e n e r a l

A S  4 3 . 0 5 . 2 6 0 ,  n e w  A S  4 3 . 5 5 . 0 7 5 )

P r o p o s e d  e x t e n s i o n  f r o m  3  y e a r s  t o  6  

y e a r s

-  C u r r e n t l y  f r e q u e n t l y  e x t e n d e d  b y  m u t u a l  

a g r e e m e n t  o f  p a r t i e s

- A b i l i t y  t o  a s s e s s $ 1 ,0 0 0  a  d a y  r e p o r t i n g  

p e n a l t i e s  a l s o  e x t e n d e d



1 1 .  A u d i t o r s  a s  E x e m p t  E m p l o y e e s

•  G o o d  s t e p  t o  e n t e r  a  c o m p e t i t i v e  m a r k e t .

•  D O R  i n c o m e  a u d i t o r s  a l s o  f a c e  n a t i o n a l  

c o r p o r a t e  i n c o m e  t a x  s t a f f s .  I n c o m e  t a x  

( b o t h  s p e c i a l  o i l  a n d  g a s  a n d  g e n e r a l )  

g e n e r a t e  o v e r  1/4  b i l l i o n  d o l l a r s  a  y e a r  i n  

t a x  r e v e n u e s .



12. Other Admin -  Information
Management System

•  E l e c t r o n i c  I n f o r m a t i o n  -  i n c l u d i n g  i n f o r m a t i o n  

b e y o n d  t h a t  r e q u i r e d  f o r  t h e  p a y m e n t  o f  t h e  t a x  

s u c h  a s  r e t u r n s ,  s t a t e m e n t s ,  r e p o r t s ,  

n o t i f i c a t i o n s  a n d  a p p l i c a t i o n s -  “in  a  f o r m  o r  

m a n n e r  a p p r o v e d  o r  p r e s c r i b e d  b y  t h e  

d e p a r t m e n t . ”

•  M a y  b e  g r e a t  -  a n d  t h e  k i n d  o f  t h i n g  y o u  w o u l d  

h a v e  s e e n  m e  p u s h i n g  f o r  w h e n  I w a s  D i r e c t o r  

o f  T a x ,  b r i n g i n g  t h e  D i v i s i o n  i n t o  t h e  2 1 st c e n t u r y



•  I t  m a y  b e  i n f o r m a t i o n  t h e  t a x p a y e r  h a v e  

a l r e a d y  -  b u t  i t  m a y  n o t  b e  i n  o u r  f o r m a t .  

E s p e c i a l l y  f o r  f o r w a r d  l o o k i n g  i n f o r m a t i o n ,  

t h e r e  m a y  b e  b u r d e n  o n  t h e  t a x p a y e r  t o  

r e s t a t e  m a t e r i a l

•  D o  w e  m i s s  u n d e r l y i n g  c h a n g e s  b e c a u s e  

w e  f o r c e  f i n a n c i a l  d a t a  i n t o  o u r  w o r l d  v i e w  

a s  d e f i n e d  b y  o u r  f o r m s ?

12. Other Admin -  Information
Management System



1 2 .  O t h e r  A d m i n ;  I n t e r e s t  ( A S

4 3 . 5 5 . 0 2 0  ( g ) )

•  N o t e :  C o n c e r n s  a b o u t  i n t e r e s t  i n  D r .  v a n  

M e u r s ’ 1 0 / 1 8 / 0 7  p r e s e n t a t i o n  u n f o u n d e d .

•  I R S  i n t e r e s t  r u l e s  o n l y  a p p l y  t o  e s t i m a t e d  

p a y m e n t s  t h r o u g h  m a r c h  3 1  -  t h e n  s w i t c h  

t o  h i g h e r  s t a t e  r a t e  f o u n d  i n  a s  4 3 . 0 5 . 2 2 5  

( 1 1 % )



13. Cook Inlet Simplicity
•  S u g g e s t  C o o k  I n l e t  C e i l i n g s  c o u l d  b e  

i m p l e m e n t e d  m o r e  s i m p l y .  

C u r r e n t  s t a t u t o r y  l a n g u a g e  h i s t o r i c a l  

p r o d u c t

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

i n d i v i d u a l l y  f o r  e a c h  l e a s e  o r  p r o p e r t y ,  ( t w i c e  

if  p r o d u c e s  g a s  a n d  o i l )

-  C o u l d  b e  d o n e  O n c e  f o r  C o o k  I n l e t

-  R e g u l a t i o n s  i m p o r t e d  i n t o  S t a t u t e



13. Cook Inlet Simplicity
•  T w o  r u l e s  -

•  ( 1 )  C e i l i n g s  -  C o o k  I n l e t  o i l  r e m a i n  z e r o  a n d  g a s  

t a x e s  p r e s e r v e  2 0 0 5 - 2 0 0 6  g a s  p r i c e s ,  t a x  r a t e s  

a n d  E L F  ( v o l u m e s  a r e  a c t u a l )  u n t i l  2 0 2 2

•  ( 2 )  B e c a u s e  C e i l i n g s  w e r e  m e a n t  t o  b e n e f i t  

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

a n d  l o s s e s  t h a t  w o u l d  h a v e  b e e n  n e e d e d  t o  

r e d u c e  C l  t a x e s  t o  c e i l i n g s  c a n n o t  b e  a p p l i e d  

e l s e w h e r e  -  T a x p a y e r  d o e s n ’t g e t  b e n e f i t s  o f  

c r e d i t s  a n d  c e i l i n g s .



13. Cook Inlet Simplicity
•  C l  T a x  w i t h o u t  c e i l i n g s  o r  c r e d i t s :  $ 1 0

•  A p p l y  “C l  C r e d i t s ” ( 5 )

•  T a x  a f t e r  C r e d i t s  5

•  C e i l i n g  $ 3

•  T a x p a y e r  c a n n o t  p a y  $ 3  i n  t a x ,  a n d  t h e n  

t r y  t o  s e l l  $ 5  c r e d i t



1 4 .  E f f e c t i v e  D a t e

•  G e n e r a l l y  E f f e c t i v e  J a n u a r y  1 ,  2 0 0 8

-  T w o  g o o d  t a x  p o l i c i e s

-  c h a n g e  c o r r e s p o n d e d  t o  t a x  y e a r

-  L i m i t e d  r e t r o a c t i v i t y

•  C o r r o s i o n  p r o v i s i o n s  r e t r o a c t i v e .



S e n a t e  R e s o u r c e s  C o m m i t t e e  

S B  2 0 0 1  C o n t e x t

P r e s e n t a t i o n  b y  D a n  E .  D i c k i n s o n ,  C P A  

F o r  L e g i s l a t i v e  B u d g e t  &  A u d i t  C o m m i t t e e

O c t o b e r  2 2 ,  2 0 0 7



O u t l i n e

•  P a r t  I: C o n t e x t  -  O b s e r v a t i o n s  f r o m  3 0 , 0 0 0  f e e t

•  C l e a r  t a x  r u l e s  a r e  b e t t e r  t h a n  a n  a p p r o v a l  p r o c e s s  

i n  f r o n t  o f  a  g o v e r n m e n t  a g e n c y

•  B r o a d  a n d  R o b u s t  r u l e s  a p p l i e d  t o  e v e r y o n e  b e t t e r  

t h a n  a  n a r r o w  r u l e  a p p l i e d  t o  a  s i n g l e  o r  f e w  

( k n o w n )  t a x p a y e r s

•  W i n d f a l l  P r o f i t s  c a n  b e  a n  e f f e c t i v e  t a x i n g  t o o l

•  I n f o r m a t i o n  i n f o r m s  j u d g m e n t s

•  P a r t  II: D e t a i l  -  a p p l i e s  t h e s e  c o n c l u s i o n s  t o  S B  

2 0 0 1 ,  s e c t i o n  b y  s e c t i o n .



W h a t ’ s  g o i n g  o n ?

•  I s  t h i s  a  d i s c u s s i o n  o f  t a x  -  o r  i s  t r y i n g  t o  

“ i n i t i a t e  a  b i d d i n g  r o u n d . ”

•  I s  t h i s  a  c o m m e r c i a l  d i s c u s s i o n  w i t h  

p a r t n e r s  o r  i s  i t  a  d e b a t e  o n  f i s c a l  p o l i c y ?
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A l a s k a  O i l  P r o d u c t i o n ,  1 9 6 5  -  2 0 2 0

Actual Projected

□  Other (1)

■  Northstar

■  Alpine

□  Kup-Sat

■  Kuparuk

□  PBU-Sat

■  FVudhoe Bay

      —  — w 19W tuuu 2010 2015 2020

Fiscal Year
Source: Alaska Department of Revenue, Fall 2006 Revenue Sources Book, extrapolated

(1) Cook Inlet, Duck Island, Milne Point, Greater Point McIntyre, Liberty, Known On & Offshore, Fiord and NPRA.
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P r o d u c t i o n  v s .  P r i c e

2  m i l l i o n  b a r r e l s  a  d a y  a t  $ 1 5  =  $ 3 0  m i l l i o n  

. 7  m i l l i o n  b a r r e l s  a  d a y  a t  $ 8 0 =  $ 5 6  m i l l i o n

7  m i l l i o n  b a r r e l s  a  d a y  a t  $ 1 5  =  $ 1 0  m i l l i o n



A l a s k a  C o n s t i t u t i o n

A r t i c l e  1 -  D e c l a r a t i o n  o f  R i g h t s  

§  1 . I n h e r e n t  R i g h t s

T h i s  c o n s t i t u t i o n  i s  d e d i c a t e d  t o  t h e  p r i n c i p l e s  

t h a t  a l l  p e r s o n s  h a v e  a  n a t u r a l  r i g h t  t o  l i f e ,  

l i b e r t y ,  t h e  p u r s u i t  o f  h a p p i n e s s ,  a n d  t h e  

e n j o y m e n t  o f  t h e  r e w a r d s  o f  t h e i r  o w n  i n d u s t r y ;  

t h a t  a l l  p e r s o n s  a r e  e q u a l  a n d  e n t i t l e d  t o  e q u a l  

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

l a w ;  a n d  t h a t  a l l  p e r s o n s  h a v e  c o r r e s p o n d i n g  

o b l i g a t i o n s  t o  t h e  p e o p l e  a n d  t o  t h e  S t a t e .



M o v i n g  b e y o n d  t h e  i d e a  o f  t a x e s  a s  a  s e t  

o f  m u t u a l  o b l i g a t i o n s  w i t h i n  a  s o c i e t y  -  

a n d  f o c u s i n g  o n  ‘ l e a v i n g  m o n e y  o n  t h e  

t a b l e . ’

-  F o r  a  t a x  -  r u l e s  a r e  b e t t e r  t h a n  s e e k i n g  

a p p r o v a l s  f r o m  r e g u l a t o r y  a g e n c i e s .

-  F o r  a  t a x  -  b r o a d  a n d  r o b u s t  r u l e s  a r e  b e t t e r  

t h a n  n a r r o w  r u l e s  t h a t  a f f e c t  o n e  o r  a  f e w  

( k n o w n )  t a x p a y e r s .



W h a t  i s  t h e  r i g h t  l e v e l  o f  t a x ?

-  I f  y o u  b e l i e v e  t h a t  t h e r e  a r e  w i n d f a l l  p r o f i t s  

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

( t h e  p e o p l e )  a n d  n o t  o i l  c o m p a n i e s  -  t h e n  

t h e r e  s h o u l d  b e  a  w i n d f a l l  p r o f i t s  t a x .

-  I f  y o u  b e l i e v e  t h i s  is  j u s t  a n o t h e r  c o m m e r c i a l  

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

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



T a x a t i o n  i s  s a i d  t o  b e  a n  a b s o l u t e  p o w e r . . .  

a n d  l i k e  s o v e r e i g n  p o w e r  o f  e v e r y  o t h e r  

d e s c r i p t i o n ,  i s  t r u s t e d  t o  t h e  d i s c r e t i o n  o f  

t h o s e  w h o  u s e  it .

C h i e f  J u s t i c e  M a r s h a l  i n  M c C u l l o c h  v  

M a r y l a n d  ( 1 8 1 9 )



I n c r e a s i n g  C o s t s



F Y  2 0 0 7  O p e r a t i n g  C o s t  
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Historical GF 
Appropriations4

FY00 FY01 FY02 FY03 FY04 FY05 FY06 FY07 FY08 FY09 FY10 FY11 FY12 FY13

•Excludes appropriations to Public education Fund and some other savings accounts. For example, FY07 excludes SI .(XX) appropriation to Public Education Fund, $182.7 million 
appreoriation to Power Cost Equalization Endowment, $50.0 million to CBR and estimated SI04.7 appropriation to the Alaska Capital Income Fund.

Source: Office of Management and Budget and Alaska Department of Revenue Spring 2007 Revenue Sources Book.
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I n f o r m a t i o n

•  I n f o r m a t i o n  i n f o r m s  a n d  h e l p s  w i t h  

j u d g m e n t s  -  B u t  it  d o e s n ’t  u s u a l l y  “s p e a k  

f o r  i t s e l f :

•  W h a t  w o u l d  h a v e  h a p p e n e d  d i f f e r e n t l y  i n  

F Y  2 0 0 7  w i t h  b e t t e r  i n f o r m a t i o n ?



FY 2007 first snapshot
Regular 

Session -FY 2007 - All figures in millions of dollars M ay 2006
T O T A L  G F  R E V E N U E :

Oil and G as  Property Tax  36.7
Oil and G as Income Tax  479.2
Oil and G as Production Tax  959.8
Oil and G as Hazadous Re lease 7.8
Oil and G as  Royalties 1,524.9
Total Oil & G as  3,008.4
Non oil and gas: All other Taxes, Charges, fines & Forfeitures,
Rents, non oil and gas Royalties, Investment R evenues 428.3
Total G F  Revenue 3,436.7
Forward funding of Education used in current year:

T O T A L  G F  Appropriations/Authorizations: 3,209.1

S U R P L U S  $ | |2 2 7 . e J

Source: Leg Finance and DOR Spring 2006 RSB; average forecast price$53.60



FY 2007 second snapshot
FY 2007 - All figures in millions of dollars

Regular 
Session -  
May 2006 PPT

Special 
Session 

Aug 2006
T O T A L  G F  R E V E N U E :

Oil and Gas Property Tax 36.7 36.7
Oil and Gas Income Tax 479.2 479.2
Oil and Gas Production Tax 959.8 1,343.0 2,302.8
Oil and Gas Hazadous Release 7.8 7.8
Oil and Gas Royalties 1,524.9 1,524.9
Total Oil & Gas 3,008.4 4,351.4
Non oil and gas: All other Taxes, Charges, fines & Forfeitures, 
Rents, non oil and gas Royalties, Investment Revenues 428.3 428.3
Total G F  Revenue 3,436.7 1,343.0 4,779.7
Forward funding of Education used in current year: 

T O T A L  G F  Appropriations/Authorizations: 3,209.1 3,493.6

SU R PLU S 227.6 1,286.1

Note: F Y  2006 PPT payment in 2007 
F Y  2007 payments in 2006:

420.0
923.0 

1,343.0



FY 2007 third snapshot
Regular Special Spring

Session - Session Forecast
F Y  2 0 0 7  - All figures in millions of dollars May 2006 Aug 2006 2007

TOTAL GF REVENUE:
Oil and Gas Property Tax 36.7 36.7 52.0
Oil and Gas Income Tax 479.2 479.2 565.1
Oil and Gas Production Tax 959.8 2,302.8 2,114.2
Oil and Gas Hazadous Release 7.8 7.8 10.4
Oil and Gas Royalties 1,524.9 1,524.9 1,583.0
Total Oil & Gas 3,008.4 4,351.4 4,324.7
Non oil and gas: All other Taxes, Charges, fines & Forfeitures,
Rents, non oil and gas Royalties, Investment Revenues 428.3 428.3 655.5
Total GF Revenue 3,436.7 4,779.7 4,980.2

Forward funding to Public Education Fund used in current year:
Total:

TOTAL GF Appropriations/Authorizations: 3,209.1 3,493.6 4,980.2
Forward funding to Public Education Fund used in current year:

Total:
SURPLUS 227.6 1,286.1 -

Rec to Leg 
Fin 2007

572.9 
5,553.1

572.9 
5,553.10

NB: CBRF: 20.0 70.0



F Y  2 0 0 7  c o m p a r i s o n s

FY 2007- All figures in millions of dollars 
TOTAL GF REVENUE

Oil and Gas Property Tax 
Oil and Gas Income Tax 
Oil and Gas Production Tax 
Gl and Gas Hazadous Release 
Ql and Gas Royalties 
Total Q'l&Gas
Non oil and gas: All other Taxes, Charges, fines & 
Forfeitures, Rents, non oil and gas Royalties, 
Investment Revenues 
Total GF Revenue

Special 
Session 
Aug 2006

Spring
Forecast
2007 differenoe %

36.7
479.2

2.302.8 
7.8

1.524.9

520
565.1

2,114.2
10.4

1,583.0

15.30
85.90

(188.60)
260

58.10

42%
18%
-8%
33%
4%

4,351.4 4,324.7 (26.70) -1%

428.3 655.5 227.20 53%
4,779.7 4,980.2 200.50 4%



I n f o r m a t i o n

•  W h e n  a n d  h o w  w o u l d  a  ‘ b e t t e r ’ f o r e c a s t  

h a v e  m a d e  a  d i f f e r e n c e ?

•  W h e n  a n d  h o w  w o u l d  c l o s e r  m o n i t o r i n g  

h a v e  m a d e  a  d i f f e r e n c e ?

•  S e p a r a t e  d e b a t e  a b o u t  r e g u l a t o r y  c o n t r o l  

i s s u e s  -  b u t  t h a t  i s  d i f f e r e n t  f r o m  t h e  f i s c a l  

d e b a t e .

•  S e p a r a t e  i s s u e  a b o u t  l o n g  t e r m  p o l i c y



O n e  w a y  t o  u s e  t h e  i n f o r m a t i o n :
Simple Model of FY  2008 Prodflction Tax Revenue to matcn Administrations Sept 4th Handouts:

]1 b ase Tax [' ProflfesstvHy | Credits |

/ &

/  /  

A *

>°

fy  j 
** /

J P J ' #■

£  8  
f  $  8

/  8
S  8

f i  /  
/ /  « 

i  /

<0 £

U  i i
/

ir
O' <2r

I MM $  | MM $  | % |

$  &  <3 £

c?„?

«r
.4

/ /  /  
/ / /

A  B C= D E F=
(A * B) (C+D+E)

Under Current Law
P er bbl: (7 .22)

G H=
(F*G)

1=
(F/B)

J K=
(l-J)

L M=
(K 1 )

N=
(M-F)

0=
(H+N)

P=  
(Q12)

Q = R= 
(O +P+Q )

Total Cost:

1 ,900 .0

S T
(S-R )

U=
(T/S)

3 0  2 4 4  7 .3 2 0  (1 ,7 6 2 ) (4 ,0 5 8 ) 1 ,500 22.5% 3 3 7 .6 6 .1 5 4 0 .0 0 337 .6 (190 .0 ) (3 8 0 .0 ) - .
4 0  2 4 4  9 ,7 6 0  (1 ,7 6 2 ) (4 ,0 5 8 ) 3 ,9 4 0 22.5% 886.6 1 6 .15 4 0 .0 0 886.6 (190 .0 ) (3 8 0 .0 ) 3 1 6 .6 200 (116 .6 ) -58%
5 0  2 4 4  1 2 ,2 0 0  (1 ,7 6 2 ) (4 ,0 5 8 ) 6 ,3 8 0 22.5% 1,435 .6 2 8 .1 5 4 0 .0 0 1 ,435 .6 (190 .0 ) (380 .0 ) 065 .6 7 0 0 (165 .6 ) -24%
6 0  2 4 4  1 4 ,6 4 0  (1 .7 6 2 ) (4 ,0 5 8 ) 8 ,8 2 0 22.5% 1 ,9 8 4 .6 3 6 .1 5 4 0 .0 0 1 ,984 .6 (190 .0 ) (3 8 0 .0 ) 1 ,414 .6 1 ,300 (114 .6) -9%
7 0  2 4 4  1 7 ,0 8 0  (1 ,7 6 2 ) (4 ,0 5 8 ) 1 1 ,260 22.5% 2 ,5 3 3 .6 4 6 .1 5 4 0 .0 0 6 .1 5 0.25% 1.54% 173.1 2 ,7 0 6 .7 (190 .0 ) (380 .0 ) 2 ,1 3 6 .7 2,000 (136 .7 ) -7%
8 0  2 4 4  1 9 ,520  (1 ,7 6 2 ) (4 ,0 5 8 ) 13,701 22.5% 3 .0 8 2 .6 5 6 .1 5 4 0 .0 0 16 .15 0.25%  4.04% 553.1 3 ,6 3 5 .7 (190 .0 ) (3 8 0 .0 ) 3 ,0 6 5 .7

Under Changes indicated in Sept 4th Handouts
30 25.0% 375.1 6 .1 5 3 0 .0 0 375.1 (190 .0 ) 185.1 200 14.9 7%
4 0 25.0% 985.1 16 .15 3 0 .0 0 985.1 (1 9 0 .0 ) 795.1 6 0 0 4 .9 1%
50 25.0% 1,595.1 2 6 .1 5 3 0 .0 0 1,595.1 (1 9 0 .0 ) 1.405.1 1 ,300 (105 .1 ) -8%
6 0 25.0% 2,205 .1 3 6 .1 5 3 0 .0 0 6 .1 5 0.20% 1.23% 1 08.5 2 ,3 1 3 .6 (1 9 0 .0 ) 2 ,1 2 3 .6 2,000 (1 2 3 .6 ) -6%
70 25.0% 2,815 .1 4 6 .1 5 3 0 .0 0 16 .15 0.20% 3.23% 3 6 3 .7 3 ,1 7 8 .8 (1 9 0 .0 ) 2 ,9 8 8 .8 2 ,9 0 0 (88 .8) -3%
8 0 25.0% 3,425 .1 5 6 .1 5 3 0 .0 0 2 6  15 0.20% 5.23% 7 16 .5 4 ,1 4 1 .6 (1 9 0 .0 ) 3 ,9 5 1 .6

Incremental Change- Droposal less Current Law
30 37 .5 37 .5 1 90 .0 190 .0 185.1 200 1 4 .9 7%
4 0 98 .5 9 8 .5 190 .0 190.0 4 7 8 .5 6 0 0 121 .5 20%
5 0 159 .5 159.5 1 90 .0 190 .0 539 .5 6 0 0 6 0 .5 10%
6 0 2 2 0 .5 (10 .00 ) 6 .1 5 1.23% 1 08.5 3 2 9 .0 190 .0 1 90 .J 709.0 7 00 ( 9 0 ) -1%
70 2 8 1 .5 (1 0 .0 0 ) 10.00 1 69% 190.6 472.1 1 90 .0 190.0 852.1 9 0 0 4 7 .9 5%
8 0 3 4 2 .5 (10 .00 ) 10.00 1.19% 163.4 505 .9 1 90 .0 190 .0 8 8 5 .9



W o r k  T o  D a t e

S u m m a ry  Comparison between Governor’s  October 1, 
2007 Production Tax Proposal and Current Law (2 
p ages  dated 10/8/07)
Detail Comparison between Governor’s  October 1, 2007 
Production Tax Proposal and Current Law (6 p ag es  
dated 10/8/07)
Preliminary estim ate of the FY 2008 revenue effects of 
four chan ges  proposed bv Governor Sarah  Palin to the 
oil and g a s  production tax a s  43.55 ON Sept 4. 2007 and 
October 1. 2007 (October 3, 2007)
Sectional Analysis (with Steve Porter) On October 1 
work draft, and supplemental analysis on SB/HB 2001



P a r t  II - d e t a i l

L o o k i n g  f o r  p l a c e s  w h e r e

• t a x  r u l e s  a r e  r e p l a c e d  b y  t h e  d i s c r e t i o n  o f  

a n  a g e n c y  ( o r  v i c e  v e r s a )

• B r o a d  a n d  r o b u s t  r u l e s  a r e  r e p l a c e d  w i t h  

n a r r o w  s p e c i f i c  a p p r o a c h e s .

• m i g h t  m a k e  p r o d u c t i o n  t a x ,  o r  f e a t u r e s  o f  it 

l o o k  m o r e  o r  l e s s  l i k e  a  w i n d f a l l  p r o f i t s  t a x

• D a t a  m i g h t  n o t  y i e l d  h o p e d  f o r  i n f o r m a t i o n



on the

PRELIMINARY ESTIMATE OF THE FY 2008 REVENUE EFFECTS OF FOUR 
CHANGES PROPOSED BY GOVERNOR SARAH PALIN TO THE OIL AND GAS

PRODUCTION TAX. AS 43.55.
ON SEPTEMBER 4. 2007 AND OCTOBER 1. 2007

Dan E. Dickinson, CPA, CMA 
October 3,2007

Executive Sum m ary

On September 4, 2007, the Palin Administration proposed changes to Alaska’s oil and 
gas production tax (AS 43.55). Also handed out at that time was a chart demonstrating 
estimated FY 2008 production tax revenues under different scenarios. That chart showed 
that at a price level of $70 dollars a barrel, a revenue estimate under current law and cost 
and volume assumptions to be roughly:

• a billion dollars higher than revenues had the ELF-based tax still been in place; 
however,

• a billion dollars lower than under current law and summer of 2006 cost and 
volume assumptions; and

• 800 million dollars lower than under the Governor’s plan also using summer of 
2006 cost and volume assumptions.

On October 1,2007, the Administration made public a work draft of a bill incorporating 
these and other changes. This paper analyzes four of the proposed changes. If 
implemented for all of FY 2008, these four changes proposed by the Governor would 
have large and immediate revenue impacts, and in fact account for the 800 million dollar 
difference identified above:

The tax rate w juld go ffom 22.5 to 25%. At currently predicted volumes and 
costs, that would generate a revenue increase of about 37.5 million dollars if 
oil is at $30 a barrel for the entire year and 342.5 million dollars if  oil remains 
at $80 for the entire year.

Progressivity -  a mechanism that imposes an additional tax when net values 
are very high - is changed so that in most circumstances at prices greater than 
$55 dollars a barrel it will raise up to roughly 190 million more dollars a year 
than current law. However, because the Administration has opted for the 
administratively less complex method o f calculating progressivity on an 
annual rather than monthly basis, in cases of short duration spikes in price the 
proposal may capture fewer dollars.

R EPO R T  T O  T H E  A L A S K A  S T A T E  L E G IS L A T U R E



Preliminary Estimate o f  Four Proposed Changes on FY 2008 Revenues
Dan E. Dickinson
October 3,2007

The TIE (Transitional Investment Expenditure) credits would be eliminated. 
Those credits allowed producers that are making both current investments, 
and had been making investments in the period 2000 through 2005, to 
“supercharge” their current investment credits from 20% to 30%. In FY 2008, 
eliminating TIE credits will increase revenue by about $190 million a year.

A fourth proposed change will likely have a large revenue impact in its first 
year but little impact thereafter. It will require capital credits to be taken over 
two years instead o f in the year of investment. If the change were effective 
July 1, 2007, the State would receive a revenue boost of about 190 million 
dollars in FY 2008, but would notice little change thereafter.



Analysis

On September 4,2007, the Palin Administration proposed 10 changes to Alaska’s oil and 
gas production tax (AS 43.55) summarized in a 150 word handout. Also handed out at 
that time was a chart handout entitled “FY 2008 Production Tax Estimates.” This chart 
showed FY 08 production tax revenues over a range of oil prices between $30 and $70 
using the four following sets of assumptions:

(a) Current law and production and cost assumptions;
(b) Current law using production and cost assumptions from the summer of 2006;
(c) The Governor's proposed changes; and,
(d) The ELF-based tax as though it were still in place.

At a price level of $70 dollars a barrel1, the revenue estimate shown under current law 
and assumptions is roughly:

• A billion dollars higher than revenues had the ELF-based tax still been in place; 
however,

• A billion dollais lower than under current law and summer of 2006 cost and 
volume assumptions; and

• 800 million dollars lower than under the Governor’s plan also using summer of 
:076 cost and volume assumptions.

On October 1,2007, the Administration made a work draft of a bill public. This paper 
analyzes four of the proposed changes from that bill. Using a very simple one page 
model (Attachment One), the Governor’s proposed changes are compared with existing 
law using the same cost and volume assumptions. If implemented for all o f FY 2008, 
these four changes proposed by the Governor have large and immediate revenue impacts, 
and, in fact, account for the 800 million dollar difference identified above between 
cureent law and the proposal. The four changes are:

A change in tax rate on net profits from 22.5% to 25%;
Two of the three changes proposed for the method of calculating progressivity; 
Elimination of the TIE credit, and
Requiring taxpayers to take investment credits over two years.

Preliminary Estimate o f Four Proposed Changes on F Y  2008 Revenues
Dan E. Dickinson
October 3, 2007

On September 4,2007, when the chart was released the Commissioner of DOR stated 
that he did not know when the bill would become effective. However the analysis that

1 Although on September 4, 2007, the ANS price was in the mid seventies, according to 
archival price data at DOR’s website, it had been 70.76 as recently as August 22 (Site 
accessed October 2,2007:
http://www.tax.state.ak.us/programs/oil/prices/monthlydata/2007/Aug07.xls

3
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best fits the September 4 handouts, and that is presented in this paper is driven by a July 
1,2007, effective date. The work draft of the bill, however, has proposed a January 1, 
2008, effective date. Using the effective dates in the Governor’s proposed legislation 
would cut the 800 million difference for FY 2008 roughly in half to $400 million.

“25% Tax Rate on Net Profits”

AS 43.55.011(e) levies a tax of 22.5% on the “production tax value of the taxable oil and 
gas.” The proposed change found in sections 15 and 17 of the October 1,2007, work 
draft modifies AS 43.55.011(e) and (g) to up that figure by an additional 2.5% to 25%. 
The effect of this change on 2008 revenues is modeled on the table below.

Preliminary Estimate o f  Four Proposed Changes on F Y  2008 Revenues
Dan E. Dickinson
October 3, 2007

Simple Model of FY 2008 Production Tax Revenue: Base Rate '
Less Base Tax

Total Upstream Calculation
Price Destination Less costs at 22.5%

Scenarios Annual Value of non Downstream (capex Resulting and 25%
on Sept 4 Volumes Royalty costs from and opex) Production Tax and
Handout (w/o royalty) Barrels RSB from RSB Tax Value Rate difference

S/bbl | MM bbls | MM $ I MM $ | MM $ M M S I % I MMS
A  B C= D E F= G H=

(A * B) (C+D+E) (F*G)

U nder Current Law
7.22 per bbl

30 244 7,320 (1,762) (4,058) 1,500 22.5% 337.6
40 244 9,760 (1,762) (4,058) 3,940 22.5% 886.6
50 244 12,200 (1,762) (4,058) 6,380 22.5% 1,435.6
60 244 14,640 (1,762) (4,058) 8,820 22.5% I 1,984.6
70 244 17,080 (1,762) (4,058) 11,260 22.5% 2,533.6
80 244 19,520 (1,762) (4,058) 13,701 22.5% 3,082.6

U nder C h a n g e s  Indicated in S ep t 4th handouts
30 25.0% 375.1
40 25.0% 985.1
50 25.0% 1,595.1
60 25.0% 2,205.1
70 25.0% 2,815.1
80 25.0% 3,425.1

Increm ental C h a n ge: Proposal le ss  Current Law
30 37.5
40 98.5
50 159.5
60 220.5
70 281.5
80 342.5

4



Preliminary Estimate o f Four Proposed Changes on F Y  2008 Revenues
Dan E. Dickinson
October 3,2007

The format of this table will be repeated several times in this report excerpting columns 
from the entire table which can be found as Attachment One. The table is divided into 
three horizontal sections. Within each section the analysis is shown at prices that range 
from $20 a banel up to the today’s price of $80. (Note -  when comparisons are made to 
the Governor’s chart, the analysis uses the Administration’s assumptions and only goes 
up to $70.) The fir t section is based on current law. Below it, the second section is 
based on the Governor’s Septr nber 4, 2007, proposals. Finally, the third section is just 
the difference between the firs two sections -  the incremental dollar effect of 
implementing the change.

Columns A thro i^h F are identical whether under current law or the proposed changes.2 
The first, column A, is the destination value. The next column has taxable barrels based 
on the volumes found in the Department of Revenue’s spring 2007 Revenue Sources 
Book (RSB). Column C is the product of the first two. In the next two columns, costs 
also found in the RSB are deducted. In column D, downstream costs are quoted at $7.22 
a barrel, which must be multiplied by volumes, while upstream costs are given as total 
dollars in column E. Finally, costs are subtracted to arrive at the “production tax value” 
shown in column F.

Starting with column G, the section under current law and the section describing the 
effect o f the proposals are different. Current law multiplies “production tax value” times 
22.5%, while in the second section the Governor’s proposed rate of 25% is used. The 
“Incremental Change” portion of Column H shows the annual difference this proposed 
change would make at this year’s production levels and it ranges from $37 million at the 
$30 per barrel price level to just under 10 times that or roughly $342.5 million dollars at 
the $80 price level seen today.

“Progressive Feature that Kicks In at $30 Net Value (annual) and rises at Two- 
tenths of a Percent per Dollar”

This proposal incorporates three changes to the progressivity feature of which two are 
incorporated into this model. Under current law, AS 43.55.011(g) and (h), the 
progressive feature is calculated as an additional tax of two and a half tenths of a percent 
for every dollar per barrel of net value over the $40 price index starting point. This 
proposal, found in sections 17 and 18 o f the October 1 work draft, suggests the 
progressive feature should be calculated as an additional tax of two tenths of a percent for 
every dollar per barrel of net value over a $30 price index starting point.

7 That is, they are identical in this simple model. The Governor has also proposed some 
smaller changes described below that would affect the total deductible costs as well; 
however, they have not been modeled here.
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Preliminary Estimate o f Four Proposed Changes on F Y  2008 Revenues
Dan E. Dickinson
October 3,2007

Current Law Proposed Change
Price Index starting point $40 per barrel $30 per barrel
Rate per $ in Price Index .25% .20%

Put more plainly, under the proposal, progressivity will start at lower per barrel values 
than under current law. However, once it starts, progressivity will rise more slowly. 
Until the net production tax value reaches $80 dollars a barrel, the Administration’s 
suggested change to these two parameters will consistently produce more progressivity 
dollars than the current statute. At a net of $80, the suggested changes and current law 
will yield the same result.3 At net values above $80, the formula in current law will 
produce more progressivity dollars.4 However, under both the current statute and the 
Governor’s proposal, the total tax rate progressivity is capped at 25% - which occurs at 
an even higher price.

$ per barrel Difference from Proposed Change to 
Progressivity Rules

0 10 20 30 40 50 60 70 80 90 100 110

Net Value per Barrel

Current Law . . . .  Proposed Change

As might be expected at today’s high prices, changes to progressivity are an important 
part o f calculating the overall tax burden and the difference between current law and this 
proposal. The table on the next page illustrates the dollar effect of these two changes in 
FY 2008.

This table has the same format as the table described on pages 4 and 5 above — the table 
is divided into three horizontal sections for current law, the September 4,2007, 
proposals, and, the difference between those two. Within each section the analysis is

1 Because (80 - 30)*.002 = (80 -  40) *.0025 for those who care about the algebra.
4 To translate $80 net value into WC market prices total RSB costs of $23.85 per barrel 
need to be added meaning the cross over point would be about $ 103.85, roughly 20% 
higher than current prices.
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shown at prices that range from $20 a barrel up to the today’s price o f $80. The 
computations to reach column F are not reproduced.

Column I converts the column F production tax value back to dollars per barrel by 
dividing column F dollars by the barrels in column B. Column J shows the starting point 
for the Price Index as $40 under current law and $30 under the Governor’s proposal. In 
Column K, the price index is calculated by subtracting J from I. In Column L, the current 
and proposed progressivity rates per dollar of price factor are shown as .0025% and 
.002% respectively. In column M, these are multiplied by the price index to yield the new 
progressivity rate. Finally, in column N, the dollars of progressivity are calculated by 
multiplying the column M rate by the same base that was subject to taxation found in 
column F.

Preliminary Estimate o f  Four Proposed Changes on F Y  2008 Revenues
Dan E. Dickinson
October 3,2007

Simple Model of FY 2008 Production Tax Revenue: Progressivity

Progress
ivity Progress

Price Annual MEMO: Adjustment Rate per ivity Tax
Scenarios Volumes Resulting Per Barrel for Price Price Resulting = Rate
on Sept 4 (w/o Production Production Index Price Index progressi Times
Handout royalty) Tax Value Tax Value Calculation Index Dollar vity rate Value

S/bbl I MM bbls 11 MM $ 11 S/bbl I S/bbl | S/bbl I % I % I MMS
A B F= l= J K= L M N=

(C+D+E) (F/B) d-J) (L*K) (M*F)

Under Current Law
30 244 1,500 $ 6.15 40.0
40 244 3,940 $ 16.15 40.0
50 244 6,380 $ 26.15 40.0
60 244 8,820 $ 36.15 40.0
70 244 11,260 $ 46.15 40.0 $ 6.15 0.25% 1.54% 173.1
80 244 13,701 $ 56.15 40.0 S 16.15 0.25% 4.04% 553.1

Under C h a n g e s  Indicated in Sept 4th handouts
30 $ 6.15 30.0
40 $ 16.15 30.0
50 $ 26.15 30.0
60 $ 36.15 30.0 $ 6.15 0.20% 1.23% 108.5
70 $ 46.15 30.0 $16.15 0.20% 3.23% 363.7
80 $ 56.15 30.0 $26.15 0.20% 5.23% 716.5

Incremental C hange: Proposal less  Current Law
30
to
50
60 (10.0) S 6.15 1.23% 108.5
70 (10.0) $10.00 1.69% 190.6
80 (10.0) S 10.00 1.19% 163.4
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Preliminary Estimate o f Four Proposed Changes on F Y  2008 Revenues
Dan E. D ic’ inson
October 3, 2007

When just these two elements are considered, the Governor’s proposal can be seen to 
yield between $108.5 and $190.6 million more than the current rules at prices o f $60 or 
above. (With this set o f inputs the maximum difference is close to $190.6 million.)

However, what these two elements take in higher revenues, a third part o f this proposed 
change may more than give back. To many people in the Legislature in 2006, the 
purpose of the progressivity was to capture a premium when there were price spikes. 
Therefore, current law requires the analysis to be done on a monthly basis. (Although 
now as daily prices hover around the $80 per barrel level it may seem quaint; but in the 
summer of 2006 as the current law was being crafted, prices were surpassing $70 a barrel 
for the first time and to many that seemed like a spike.) The Administration’s proposal 
would be administratively simpler requiring only an annual analysis. However, this 
change might reduce taxes by hundreds of millions of dollars.

Consider the price spike preceding the first Gulf War when prices doubled between July 
and September 1991, and then soon returned to where they had been. The following table 
illustrates what might happen should FY 2008 have just such a spike in it:

Comparing Annual and Monthly analysis of FY 2008 with hypothetical spike

US Adjustment Rate
West Per Converting per Incre­ Progres­
Coast Barrel Per Barrel Production Dollar of mental Volumes sivity Tax
Price/ Total Production Tax Value to Price Price Progres­ (millions o (millions

bbl Costs Tax Value Price Index Index Factor sivity % bbls) of dollars)

I $/bbl | $/bbi j $/bbl | $/bbl | S/bbl | % | % | MM bbls | MM $
A B C D= E F= G H= I J=

(B+C) (D+E) (F-G) (D*H*I)

Monthly Analysis, $40 Adjustment and .0025% Parameter under Current Law
Jul 51.43 (23.85) 27.58 (40.00) 0.25% 0.00% 20.7 -
Aug 51.43 (23.85) 27.58 (40.00) 0.25% 0.00% 20.7 -
Sep 51.43 (23.85) 27.58 (40.00) 0.25% 0.00% 20.1 -
Oct 51.43 (23.85) 27.58 (40.00) 0.25% 0.00% 20.7 -
Nov 51.43 (23.85) 27.58 (40.00) 0.25% 0.00% 20.1 -
Dec 51.43 (23.85) 27.58 (40.00) 0.25% 0.00% 20.7 -
Jan 77.15 (23.85) 53.29 (40.00) 13.29 0.25% 3.32% 20.7 36.7
Feb 102.86 (23.85) 79.01 (40.00) 39.01 0.25% 9.75% 18.7 144.2
Mar 77.15 (23.65) 53.29 (40.00) 13.29 0.25% 3.32% 20.7 36.7
Apr 51.43 (23.85) 27.58 (40.00) - 0.25% 0.00% 20.1 -
May 51.43 (23.85) 27.58 (40.00) * 0.25% 0.00% 20.7 -
Jun 51.43 (23.85) 27.58 (40.00) - 0.25% 0.00% 20.1 -

244.0 217.6

Yearly Analysis, $30 Adjustment and .002% Parameter, as Proposed
Yr 60.00 123.85] 36.15 (30.00) 6.15 0.20% 1.23% 244.0 108.5



In the simple model presented on page 7, no progressivity dollars were generated under 
current law at the $60 scenario level. Implicit in the model is that the price stays flat at 
$60 all year. But, in the model presented on page 8, instead of a flat $60, the price hovers 
around $51.43 for most of the year except for a three month spike5. In this hypothetical 
spike, like in 1991, prices will double over two months and then fall back. The $51.43 
was chosen so that the year's price would average out to $60 — and the point would be 
dramatically illustrated. Under this scenario, the current law would generate ^217.6 
million of progressivity over the year -  just about twi :e what would be generated under 
the rules the Governor is proposing. (The $108.5 figure under the Administration’s plan 
can be found in both the tables on page 7 and 8.)

Please note the table on page 8 is not a forecast but an illustration!!! If prices stay 
relatively flat, incorporating the kind of variation seen in most 12 month periods, the 
Governor’s proposal will produce more progressivity dollars than current law. However, 
it will not necessarily catch a single peak or spike. Incidentally, as might be expected, if 
the Governor’s two suggested parameter changes are combined with a monthly analysis, 
then a spike such as that illustrated in the table on page 8 brings in significantly more 
revenue than current law.

Preliminary Estimate o f Four Proposed Changes on F Y  2008 Revenues
Dan E. Dickinson
October 3,2007

E lim inates the Transitional Investment Expenditures (TIE) Credits”

The Transitional Investment Expenditures (TIE) credit, AS 43.55.023 (i), was 
transformed in the Legislative process. As originally introduced by the Murkowski 
Administration, it permitted capital costs incurred in the prior five years to be used as 
additional capital credits through 2013 with certain restrictions. The Legislature 
transformed the idea and required new matching investment before the TIE credits would 
be allowed. If a producer were in harvest mode and not making any new investments, the 
TIE would be o f no use, whereas a producer that increased its investment by about 40% 
could take full advantage of the TIE credit. The law allowed certain producers with a 
good history of investment to “supercharge” their new investments made between 2006 
and 2012 and to boost their credit for that investment by an additional 10% from 20% to 
an effective rate of 30%. To take advantage of this 10% credit, a producer had to have 
two things -  prior investment and current investment. The credit would have expired in 
2013 on its own The Palin Administration, in section 63 o f the October 1,2007, work 
draft, proposes ending it sooner -  December 31, 2007 — which means that TIE credits 
would still be allowed for half of FY 2008. However, for simple modeling purposes to 
best match the Administration’s September 4, 2007, model, the elimination of the TIE 
credit is shown for the entire year.

The simple model incorporates the following assumptions. In its August 3,2007, 
Petroleum Profits Tax (PPT) Implementation Status Report, the DOR estimates that $1.9

3 O f all the places in the future to place the spoke, February was chosen with only 29 days of production in 
F Y  2008 to model a conservative scenario.
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b. n jn  in capital costs will be reported for FY 2008. The model further assumed that in 
the second year of the TIE program, every dollar invested in FY 2008 still has a match 
from prior years’ investments -  that is, all the investment was supercharged from 20% to 
30%. Thus, current law allows, and the Governor’s proposal will disallow, 10% of 
$1,900 million or $190 million a year regardless o f the price o f oil. In the table below, 
column E is a memo column that shows total upstream costs, columns H and N were 
calculated in previous tables, and column O sums those results together to generate total 
tax before credits. In column P, under current law, a credit of 10% of 1.9 billion dollars is 
taken; no credit is allowed under the Governor’s proposal. The final column shows the 
effect of applying the credit in column P against the tax in column O.

Preliminary Estimate or Four Proposed Changes on F Y  2008 Revenues
Dan E. Dickhson
Octo^rr 3, 2007

Simple Model of FY 2008 Production Tax Revenue: TIE

Price 
Scenarios 
on Sept 4 
Handout

MEMO: 
Less 

Upstream 
costs 

(capex and 
opex) from 

RSB

MEMO: 
Base Tax 

Calculation 
at 22.5% 
and 25% 

and 
difference

MEMO:
Progressivity

Dollars

Total
Taxes
before
credits

TIE
Credits

Taxes Due 
after 

application 
of TIE 
Credit

S/bbl ! MM $ | |  MM $ | |  MM $ | MM $ | MM $ | MM $
A E H N 0= P

(H+N)

U n d er C u rre n t L aw

30 (4,058.0) 337.6 337.6 (190.0) 147.6
40 (4.J58.0) 886.6 886.6 (190.0) 696.6
50 (4,058.0) 1,435.6 1,435.6 (190.0) 1,245.6
60 (4,058.0) 1,984.6 1,984.6 (190.0) 1,794.6
70 (4,058.0) 2,533.6 173.1 2,706.7 (190.0) 2,516.7
80 (4,058.0) 3,082.6 553.1 3,635.7 (190.0) 3,445.7

U n d er C h a n g e s  In d icated  in S e p t  4tl • h a n d o u ts
30 375.“' 375.1 375.1
40 985 I 985.1 985.1
50 1,590.1 1,595.1 1,595.1
bu 2,205.1 108.5 2,313.6 2,313.6
70 2,815.1 363.7 3,178.8 3,178.8
80 3.425.1 716.5 4,141.6 4,141.6

In crem en ta l C h a n g e :  P ro p o sa l le s s  C u rren t L aw
30 37.5 37.5 190.0 227.5
40 98.5 98.5 190.0 288.5
50 159.5 159.5 190.0 349.5
60 220.5 108.5 329.0 190.0 519.0
70 281.5 190.6 472.1 190.0 662.1
80 342.5 163.4 505.9 190.0 695.9
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Preliminary Estimate o f Four Proposed Changes on F Y  2008 Revenues
Dan E. Dickinson
October 3, 2007

“Requires Capital Expenditure Costs to be Taken as Credits over Two Years 
Rather than Immediately”

Under current law, AS 43.55.023 (a), capital investment credits may be taken in the year 
the investment is made. The proposal, found in section 26 of the October 1,2007, work 
draft, will require that for a credit generated in year one, only half can be applied in year 
one and the rest in year two. In DOR Commissioner Galvin’s oral presentation 
September 4, 2007, he stressed that this change was intended to make annual revenues 
more stable and predictable. There will, however, be immediate one-year revenue 
implications and the model below assumes the effective date of the change in the law 
would be timed so as to maximize the revenue effect on FY 2008.

However, this large revenue effect will essentially be limited to one year. In the next 
year, the total credits allowed will be half of that year’s investment and half of the 
investment made the year after that and so forth each year forward. If investment stays 
roughly constant, in subsequent years there will be no revenue effect. Thus from the 
point of view of the State, this appears to create first year savings only. From the 
taxpayers’ point of view, the value of the credits essentially falls by one half year’s time 
value of money.

In the simple model on page 12, columns E, H, N & O are as they were in the TIE table. 
In column Q, FY 2008 current law will allow 20% of $1,900 or $380 million a year. The 
Governor’s proposal will disallow half of that, 10% of $1,900 or $190 million, and allow 
the other half. Again, this is regardless of the price o f oil. In the final column of the 
table, this amount is subtracted from the taxes derived in the prior two sections.

This model assumes that the tax and forecasting are on the same basis; but, the world is 
not that simple. The tax system is based on the calendar year, while the fiscal year (FY) 
runs from July 1 to June 30. Thus the effect of this change on fiscal year revenues will be 
split between two fiscal years (FY 2008 and 2009) but thereafter will have little revenue
effect.
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Preliminary Estimate o f Four Proposed Changes on F Y  2008 Revenues
Dan E. Dickinson
October 3,2007

Simple Model of FY 2008 Production Tax Revenue: Cap Credit
MEMO: MEMO:

Less Base Tax Taxes Due
Upstream Calculation First Year after

Price costs at 22.5% Total Capital application
Scenarios (capex and and 25% MEMO: Taxes Investment of Capital
on Sept 4 opex) from and Progressivity before Credit (full Investment
Handout RSB difference Dollars credits or half) Credit

$/bbl | |  MM $ ! I MM $ | |  MM $ | MM $ [ MM $ I MMS
A E H N 0= Q

(H+N)

U n d e r C u rren t L aw
1,900.0

30 (4,058.0) 337.6 337.6 (380.0) (42.4)
40 (4,058.0) 886.6 886.6 (380.0) 506.6
50 (4,058.0) 1,435.6 1,435.6 (380.0) 1,055.6
60 (4,058.0) 1,984.6 1,984.6 (380.0) 1,604.6
70 (4,058.0) 2,533.6 173.1 2,706.7 (380.0) 2,326.7
80 (4,058.0) 3,082.6 553.1 3,635.7 (380.0) 3,255.7

U n d e r C h a n g e s  Indicated  in S e p t  4th h a n d o u ts
30 375.1 375.1 (190.0) 185.1
40 985.1 985.1 (190.0) 795.1
50 1,595.1 1,595.1 (190.0) 1,405.1
60 2,205.1 108.5 2,313.6 (190.0) 2,123.6
70 2,815.1 363.7 3,178.8 (190.0) 2,988.8
80 3,425.1 716.5 4,141.6 (190.0) 3,951.6

In crem en ta l C h a n g e : P ro p o sa l le s s  C u rren t L aw
30 37.5 37.5 190.0 227.5
40 98.5 98.5 190.0 288.5
50 159.5 159.5 190.0 349.5
60 220.5 108.5 329.0 190.0 519.0
70 281.5 190.6 472.1 190.0 662.1
80 342.5 163.4 505.9 190.0 695.9

The table on the next page sums up the results of the four tables presented previously to 
show the amount of revenue, and revenue differences, accounted for by this simplistic 
accounting. Column H and N are summed in column O to show total tax before credits. 
Columns P and Q are the two credits discussed; and, the final result of applying the 
credits is seen in Column R.

To determine the Administration’s estimates under current law and under the Governor’s 
proposal, figures were simply extrapolated off the September 4, 2007, handout table and 
these are shown in column S. The sole purpose o f making this comparison is to suggest 
that simplistic models o f the four items yield most, but not all, of the revenue differences.
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Preliminary Estimate o f Four Proposed Changes on F Y  2008 Revenues
Dan E. Dickinson
October 3, 2007_____________________________

Simple Models of FY 2008 Production Tax Revenue: Summary
Dollar figures in millions (except when per barrel)

<9Qrn

/ i f

/
£ JS

a?

&

j r jas 
$

^  k / g
g  ?  <?

C> #
4/ /  #^  O

£

c*
A?

$/bbl | MM $ I MM $ | MM $ I MM $ | MM $ | MM $ I MM $ | MM $ | % |
A  H= N= 0= 

(F*G) (M*F) (H+N)

Under Current Law

P= Q= R= 
(Q/2) (O+P+Q)

Total Cost:
1,900.0

S T
(S-R)

U=
(T/S)

30
40
50
60

337.6
886.6

1.435.6
1.984.6

337.6
886.6

1.435.6
1.984.6

(190.0) (380.0)
(190.0) (380.0)
(190.0) (380.0)
(190.0) (380.0)

316.6
865.6 

1,414.6

200
700

1,300

(116.6)
(165.6)
(114.6)

-58%
-24%
-9%

70
80

2.533.6
3.082.6

173.1
553.1

2.706.7
3.635.7

(190.0) (380.0)
(190.0) (380.0)

2.136.7
3.065.7

2,000 (136.7) -7%
m m

Under C h a n g e s  indicated in Sep t 4th Handouts
30 375.1 375.1 (190.0) 185.1 200 14.9 7%
40 985.1 985.1 (190.0) 795.1 800 4.9 7%
50 1,595.1 1,595.1 (190.0) 1,405.1 1,300 (105.1) -8%
60 2,205.1 108.5 2,313.6 (190.0) 2,123.6 2,000 (123.6) -6%
70 2,815.1 363.7 3,178.8 (190.0) 2,988.8 2,800 (88.8) -3%
80 3,425.1 716.5 4,141.6 (190.0) 3,951.6 , -S m m

Incremental C h an ge: Proposal less  C jrren t Law
30
40
50

37.5
98.5 

159.5

37.5
98.5 

159.5

190.0 190.0
190.0 190.0
190.0 190.0

185.1
478.5
539.5

200
600
600

14.9
121.5
60.5

7%
20%
10%

60
70
80

220.5
281.5
342.5

1085
190.6
163.4

329.0
472.1 
505.9

190.0 190.0
190.0 190.0
190.0 190.0

709.0
852.1 
885.9

700 (9.0) - 1% 
800 47.9 5%

There are many other bells and whistles in the existing law, and their effect on individual 
taxpayers, or even on the totals, should not be trivialized. However, these numbers 
suggest, at least at this simple level o f analysis, that the four items quantified in this 
report account for a great deal of the FY 2008 revenue change the Administration 
suggests will flow from their changes.

Attachment One: Simplistic Revenue Model
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General Calculation:
A: The 5 price scenarios shown in the September 4, 2007, handouts 
B: Annual taxable volumes taken from the RSB, where the forecast is for 764,000 barrels 
a day. This is multiplied by 363 to convert to an annual number and .875 to remove 
royalty barrels (estimated at 12.5%) to yield 244 million taxable barrels a year.
C: The total value (of non royalty barrels) at destination is the product of price multiplied 
by taxable volume.
D: The estimate o f 7.22 for downstream costs for FY 2008 is taken from the RSB, Table 
B-2b “Nominal Netback Costs- Forecast.” This is multiplied times volumes for a total 
downstream cost of $1,762 billion.
E: Upstream costs are listed at page 16 of the RSB executive summary as $4,058.3 
million.
F: The resulting production tax value is calculated at each price level by subtracting costs 
from destination value.

At this point, every calculation is done under existing law, then in accordance with the 
changes in the September 4,2007, handouts, and, finally, the former is subtracted from 
the latter.

Base Rate:
G: Current law at 22.5% or proposal at 25%
H: Production tax value is multiplied by either 22.5% or 25%

Progressivity:
I: The Production Tax V alue is divided through by taxable barrels to generate a per barrel 
value (Note: same calculation for existing law and proposed changes.)
J: Used to derive the Price Index Calculation. Either $40 or $30.
K: The Price Index is calculated where the per barrel value less the factor is positive.
L: The progressivity rate of .0025 or .002 per dollar o f Price Index.
M: Price Index times progressivity rate.
N: This rate is then multiplied by the same Production Tax Value (as for the base rate.)
O. The total tax before credits is the sum of the base rate and the progressivity.
P. The TIE is calculated as 10% of the capital investments or as zero.
Q. Capital Investment credit calculated as 10 or 20% of capital investment (from DOR 
Petroleum Profits Tax (PPT) Implementation Report (August 3, 2007)
R. The two credits are then subtracted from the tax to arrive at the tax net o f credits.
S. Tax extrapolated from the DOR handouts, rounded to the nearest 100 million dollars.
T. The difference between the DOR model and my simple build-up is the amount not 
accounted by the simple build-up.
U. This difference is also measured as a percent.

Preliminary Estimate o f Four Proposed Changes on FY 2008 Revenues
Dan E. Dickinson
October 3,2007
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Preliminary Estimate o f Four Proposed Changes on FY 2008 Revenues
Dan E. Dickinson
October 3,2007

Simple Model of FY 2008 Production Tax Revenue to match Administrations Sept 4th Handouts:
|  B ase Tax |  Progressivity 1 I Credit! |
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1 $/bbl|MMbbls| MM $ | MM $ | MM S | MM $ 1I % I MMS | S/bbl | S/bbl I S/bbl I % II I MM S I MM $ | MMS | MMS | MMS I MMS I MMS | % H

A B C - D E F= G H« l» J K» L N* 0 = P* Q= R* S T U=
(A * B) (C+D+E) (F‘G) (F/B) (l-J) (K'L) (M*F) (H+N) (012) (O+P+Q) (S-R) (T/<*)

Under Current Law Total Cost:
Per bbl: (7.22) 1,900.0

30 244 7,320 (1,762) ^4,058) 1,500 22.5% 3 3 7 6 6.15 40.00 3 3 7 6 (190.0) (^80.0) - -
40 244 9,760 (1,762) (4,058) 3,940 22.5% 886.6 16.15 40.00 886.6 (190.0) (380.0) 3 1 6 6 200 (116.6) -58%
50 244 12,200 (1,762) (4,058) 6 ,380 *2.5% 1,435.6 26.15 40.00 1,435.6 (190.0) (380.0) 665.6 700 (165.6) -24%
60 244 14,640 (1,762) (4,058) 8 ,820 22.5% 1,984.6 36.15 40.00 1,984.6 (190.0) (380.0) 1,414.6 1,300 (114.6) -9%
70 244 17,080 (1,762) (4,058) 11,260 22.5% 2,533.6 46.15 40.00 6.15 0.25% 1.54% 173.1 2,706.7 (190.0) (380.0) 2,136.7 2,000 (136.7) -7%
80 244 19,520 (1,762) (4,058) 13,701 22.5% 3,082.6 56.15 40.00 16.15 0.25% 4.04% 553.1 3,635.7 (19G.0) (380.0) 3,065.7

Under Changes indicated in Sept 4th Handouts
30 25.0% 375.1 6.15 30.00 375.1 (190.0) 185.1 200 14.9 7%
40 250% 985.1 16.15 30.0C 985.1 (190.0) 795.1 800 4 .9  f%
50 25.0% 1,595.1 2 6 1 5 30.00 1 .5951 (190.0) 1,405.1 1,300 (105.1) -8%
60 25.0% 2,205.1 36.15 30.00 6.15 0.20% 1.23% 108.5 2,313.6 (190.0) 2,123.6 2,000 (123.6) -6%
70 25.0% 2,815.1 46.15 30.00 16.15 0.20% 3.23% 363.7 3,178 8 (190.0) 2.988.6 2,800 (188.8) -7%
80 25.0% 3,425.1 56.15 30.00 26.15 0.20% 5.23% 716.5 4,141.6 (190.0) 3 .9 5 1 6

Incremental Change: Proposal less Current Law
30 37.5 37.5 1 9 0 0 190.0 185.1 200 14.9 7%
40 98.5 98.5 190 0 190.0 478.5 600 121.5 20%
50 159 5 159.5 190.0 190.0 539.5 600 60.5 10%
60 220 5 (10.00) 6.15 1.23% 108.5 329.0 190.0 190.0 709 0 700 (9.0) -f%
70 281.5 (10 00) 10.00 1.69% 190.6 472.1 1 9 0 0 190.0 852.1 800 (52.1) -7% 

885.980 342 5 (10.00) 10.00 1.19% 163.4 505.9 190.0 190.0
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SB 2001/HB 2001 
October 20,2007 

Supplement to the Sectional Analysis of October 1 2007 
Authors: Dan Dickinson &  Steve Porter

Approximately SO sections of the bills submitted on the first day of the special session 
were changed from the October 1 work draft. Where those changes were only 
punctuation, style, word, or grammar edits that do not affect the original analysis they are 
merely listed as “minor changes.”

Minor changes -  Section 1

Section 2 -  Expands “data” that must be provided by DNR to DOR to “reports, files and 
other information.”

Section 8 -  Although this section adds approximately 5 pages o f text to the bill, it merely 
restates the entire existing text of AS 38.05.180 (j) in order the make a change to AS 
38.05.180(j) (6) (B). Section 8 was originally just the text o f AS 38.05.180(j) (6) (B).

Section 10 -  Adds Department o f Natural Resource royalty auditors to the list of exempt 
employees.

Minor changes -  Sections IS -  22; 24 -  26 

Section 26 also incorporates two substantive changes.

1. If more than one explorer holds an interest in a well, to obtain a .023 credit for 
exploration, that explorer, and any others holding an interest in the exploration, have to 
agree in writing not to invoke their rights to have information held confidential by DNR 
longer than 2 years.

2. The two legacy fields -  Prudhoe and Kuparuk are “combined.” Credits still cannot be 
applied against taxes from other non-legacy fields. However, unlike the October 1 work 
draft of the bill, credits from one legacy field can be applied against taxes from the other.

Minor changes -  Sections 27 -  29; 36 -  39

Section 39 also incorporates two substantive changes

1. If more than one explorer holds an interest in a well, to obtain a .025 credit for 
exploration, that explorer, and any others holding an interest in the exploration, have to 
agree in writing not to invoke their rights to have information held confidential by DNR 
longer than 2 years.

2. The 30 day period that an explorer has to provide certain data to DNR may be 
extended to “a period provided by the Department o f Natural Resources.”

1



Supplemental Sectional Analysis o f SB/HB 2001

Minor changes -  Sections 42, 44 -  46

Section 47 - Makes clear that the $ 1,000 a day reporting penalty applies to both “reports” 
and “statements.”

Minor changes -  Sections 48 -  50

Section 51 -  Authorizes the DOR to issue non-binding “advisory” opinions. The opinion 
is not binding on the DOR, meaning that if a taxpayer relies on the opinion and the 
department subsequently changes its mind, merely having followed the advisory opinion 
does not shield the taxpayer from interest and penalties.

Minor changes - Sections 42, 54, 55, 56

Section 58 -  Adds any costs arising from “violations o f law, or failure to comply with an 
obligation under a lease, permit or license issued by the federal government” to the list of 
costs which must be excluded from qualified lease expenditures.

Minor changes -  Sections 59, 60 and 62

Section 63 (a), fb) and (c) are now section 63, 64 and 65, and subsequent sections 6 4 -7 1  
are renumbered 6 6 -7 3 .

In the new Section 67, DNR auditors are given (as DOR auditors were in the original bill) 
90 days to opt to either become exempt or to retain their status in a union position.

October 20, 2007 2



Detail Comparison Between Governor's October 1 2007 Production Tax Bill and Current Law

Issue
Bill

Section
Statute
■Section Current Law Governor’s 10/1/2007 ProDosal

Statute Section is AS 43.55.xxx unless other wise indicated

Base Rate

Base Rate 15,17
.011(e) & 

(S) 22.5% 25%
Tax on Private royalties under .011 (i) not changed (section 23 corrects reference)

Progressivity
Difference subtracted from net 
(Production Tax) Value to Arrive 
at Price Index - (i.e. progressivity 
starting point) 17,18

sec .011(g) 
& (h ) $40 $30

Progressivity Tax per dollar of 
Price Index 17. 18

011(g) & 

(h) 0.25% 0.20%
Progressivity Calculation 
Averaged over what Period? 17, 18

•011(g)& 
(h),.160 (a) Month Year

Floor sections 15,16, and sections 32-36,41-42 to remove ability to apply credits

Base 16 .011(f)
Entire North Slope collectively, before application 

of credits

Prudhoe & Kuparuk, Individually (no other fields 
come dose to 1 billion barrel standard), after 

application of credits
Gross Calculation 16 .011(0 No change: Gross Value at Point of Production
Rate 16 .0 1 1 ( f) ranges from 0% to 4% 10%

Can credits be applied to further 
reduce tax if floor applies? 16 011(f)

Exploration (.025) and Non Transferable (.024) 
credits can be applied against floor, Investment 

and all other .023 credits cannot No
Status of credits not used 
because of floor 16 .011(0

implicit: can be carried forward, or applied to non 
North Slope areas

explidt: only applied against that legacy field: when 
carried forward

Credits

Investment & Loss Forward Credits (. >23 Credits)

Investment Credits 26 .023(a) Taken in year of investment
Maximum of 50% of any year's credits taken in that 

year.
Applied against tax due under 
floor? 26 .023(a) No change: .023 credits cannot be applied against tax due calculated under the floor

DED
10/8/2007
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Detail Comparison Between Governor's October 1 2007 Production Tax Bill and Current Law

Bill Statute

_________ jssue___________section Section Current L a w  Governor's 10/1/2007 Proposal
S tatu te S ectio n  is A S  4 3  5 5  xxx u n le s s  o ther w ise  indicated

Investment & Loss Forward Credits (.023 Credits) cont.

Loss Carry Forward Credits 27 .023(b) 20% 25%

Restrictions on use of Loss 
Carry Forward Credits 27 023(b) no similar restriction

explicit: if costs occurred in legacy Field subject to 
floor, loss can only be applied against that field.

Restrictions on use of 
Purchased Credits 28.29 023(d)

Can be taken any time although cannot be applied 
against more than 20% of tax due

50% of credit cannot be taken until following year, 
(retains 20% rule)

Transitional Investment Credits 63 .023(i)
Qualified investment from 2001 - 2006 used as a 

credit at 10% if matched by new investment. eliminated

Nontransferable Cred ts (.024 Credits

Applied against tax due under 
floor?

41,42. 32- 
36

.024
(a).(c),(e),

(8) Ves No

Exploration Credits (.025 Credits)
Applied against tax due under 
floor? 36,41

.025(a) & 
(h) Yes No

Disallowances 37 025(b)

"administration, supervision...management... 
community relations or environmental costs..." not 

allowed

adds "costs arising from gross negligence or 
violations of health, safety, or environmental 
statutes or regulations’ to costs not allowed

DNR approval and 3 mile rule for 
40% credit 38 025(c)

Bottom whole must be more than 3 miles from 
previously drilled bottom hole, except in Cl, if DNR 

determines "distinct exploration target"

Before drilling DNR must make determination that 
new target "distinctly separate from any trap that 
has been tested by preexisting well," ang after 

drilling DNR must determine well achieved 
objective and if not in Cl bottom hole must b~ 3 

miles from previously drilled bottom hole.
note: .025(d) and (e) unchanged

DED
10/8/2007
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Detail Comparison Between Governor's October 1 2007 Production Tax Bill and Current Law

ML Statute
________ Issue_____________ section Section Current Law Governor’s 10/1/2007 Proposal
S tatu te S ectio n  is A S  4 3 .5 5 .x x x  u n le s s  o ther w ise  ind icated

Exploration Credits (.025 Creidits) Cor t.
Data Explorer must submit to 
DNR 39

•025(f)(2)
(A)&(B)

explorer must provide DNR with list of "data sets 
available" Detailed list of data

Confidentiality of Well Data 39
•025(f)(2)

(c) 10 years 24 months
note: Seismic data still at 10 years

Applicability of Credit 
Certificates 39 .025(f)(5) Can be used immediately

2 certificates, each for 1/2 of amount, one 
certificate cannot be used until the following 

calendar year

Non Confidential Information 39 .025(f)(5) under general tax confidentiality rules
Explorer, location and date of work and when H will 

become public is public
Tax Exempt Entities Ability to 
Sell Credits 31,40 •025(g) not mentioned not allowed
Applied Against Tax Due under 
Floor? 36,41,42

•025(a), (h) 
and (i) Yes No

Definition of Pre-Existing Well - 
in Effect Whether Delineation 
Wells Qualify for Credits 43

old .025 
(c)(2)(a) 

new 
025(k)4

preexisting well is one that was spudded more 
than 150 days and less then 35 years eartier. 

Limits ability to come back next season and get 
credit for delineation well.

preexisting well is one that was spudded more 
than 540 days and less then 35 years earlier. 
Allows two seasons worth of work to qualify for 

credit.
note: 025(i) appears to have also been rewritten for clarity in section 42 and definitions are moved to (k) in section 43 or added in 62

If DNR deems "best interests of state" served by
acquisition and distribution of seismic data shot

"DNR TIE’ Seismic Credits 44 . ,025(1) none before 2003, a 5% credit allowed for cost.

DED
10/8/2007
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Detail Comparison Between Governor's October 1 2007 Production Tax Bill and Current Law

Issue
ML

Section
S ta tu te
S e c t io n

S ta tu te  S ec tio n  is A S  4 3 .5 5 .x x x  u n le s s  other w is e  indicated

Allowable Lease Expenditures

Current Law Governor's 10/1/2007 Proposal

Carry Forward of Unused Lease 
Expenditures 54 .160 (e)

Lease expenditures that would reduce production 
tax values below zero can be used to establish a 

loss carry forward credit under .023(b)

Adds two more categories that can be used for 
carry forward credit: costs not associated with 

production or ownership interests
.165 Reorganized for clarity and as to between what is in (a) and what is in (b) in sections 56 & 57
Cost must allowed in 
department's regulations? 56 165(a) no yes
Use Portions of Existing Cost 
Sharing Agreements or intra- 
producer audits to determine 
costs? 63

.165(c) &

(d) allowed not allowed

DR&R Allowed? 58 .165(e) (15)
allowed for portion allocated to production after 

April 1,2006 not allowed at all

Deferred Maintenance allowed? 58 & 64
new .165(e) 

(19) Allowed

not allowed if undertaken in response to an 
problem which required a reduction in production, 
unless caused by something unavailable even to 

someone exercising due care.

Field Topping Plants allowed? 58
new .165(e) 

(20) Allowed

not allowed; however a deduction for the fair 
market value' of the products from the topping 

plant will be allowed.

State Purchase of Credits

Funding of Purchase of .023 and 
.025 Credits by State 30,45

new.028
replaces

023(f) "subject to appropriations made by law*

Creates the oil and gas credit fund, which is 
funded by 10% or 15% of production taxes 
depending on whether AN S  W C is forecast 

(when?) to above $60 or below $60. Credits are 
purchased from fund.

Limits on Purchase of .023 and 
.025 Credits by State 30,45

new.028
replaces
.023(f)

Entity receiving refund had to (i) have been 
producing fewer than 50,000 bbls a day (currently 
all but big three); (ii) reinvest that money in state, 

(iii) had no other delinquent taxes and (iv) was 
limited to $25 million a year

Same restrictions except $25 million cap 
eliminated

DED
10/8/2007
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Detail Comparison Between Governor's October 1 2007 Production Tax Bill and Current Law

Bill Statute

_________Issue_____________ section section Current Law Governor's 10/1/2007 Proposal
S tatu te S ec tio n  is A S  4 3 .5 5 .x x x  u n le s s  other w ise  ind icated

Information

Required Reporting of Forward 
Looking Information 49 .040 (5) none

requires taxpayer "to file report and copies of 
records that are considered by the department as 
necessary to forecast state revenues under AS  
43.55". For unit with multiple working owners 

limited to unit budget matters. Penalty of not more 
than $1000 a day. Not clear how far in advance 

data must be disclosed to avoid penalty.

Disclosure of Tax Information 61

old 
43.05.230 
new .890

Published information must combine data, so as to 
"prevent the identification of narticular returns."

As long as data is aggregated among 3 producers 
11 categories of data can be made public 

(production, taxes, effective tax rates, gross value, 
costs, production tax value and credits). Such 

aggregation is explicitly ’ irrespective of whether 
the information...prevents(s] the identification of 

particular reports." (i.e. one large taxpayer 
aggregated with two very small taxpayers)

DNR Sharing Royalty 
Information with DOR 2-9 & 11

royalty
statutes limited ability expanded ability

DOR Sharing Tax Information 
with DNR 12-13

AS
43.05.230 limited ability expanded ability

Required Reporting 46 030(a)
"The person paying the tax..." will report "with 

other information required" certain data

Producer (whether tax due or not) will report same 
information plus certain cost, credit and monthly 

data. Penalty of not more than $1000 a day.

Required Reporting 48 .030(e) & (f) some requirements in regulations

in statute: thorough reporting of costs, volumes, 
sales, monthly estimates and other information 

required by department

DED
10/8/2007
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Detail Comparison Between Governor's October 1 2007 Production Tax Bill and Current Law

Issue
Bill

§Wt!9f>
Statute
Sg£}ion Current Law Governor's 10/1/2007 ProDosal

Statute Section is AS 43.55.xxx unless other wise indicated

Statute of Limitations

Statute of Limitations 1.14,50

old 
43.05.260 
new .075 3 Years for all Taxes 6 years for Production Ta :

DOR Auditors
Are DOR auditors exempt 
employees? 10,65,67

new AS
39.25.110 no yes

Other Administrative Provisic>ns

Monthly filings 22. 24,25 0.02

ambiguity (tried to resolve in regulations) about 
interaction between annual tests and credits and 

monthly filings

Clear and separate rules for (i) non Cl, not subject 
to floor under (f), (ii) Cl, and (iii) subject to floor 

under (f).
Penalty for Failure to Report 
(when no tax is due) 47 .030(d) none (penalty was tied to tax being due) up to $1,000 a day under departments regs
Retroactive Changes Require 
Payment 50 new .075 Regulatory provision 15 AA C  55.200 incorporated into Statute
Electronic Payment and Filing 51 ■110(6)4(0 silent DOR may require
sections 66 & 67 are transitional rules

Cook Inlet -  no substantive change, however regs imported into statute

Cl Allocation Rules
19-21, 
55. 59

new .165(f)-

w .

Allocations and trying to fit all the other terms of 
the statute into the statutory ceiling language 

found in 15 AAC  55.360, 15 AAC  55.223 & 15 AAC  
55.235. adopted into statute

Effective Date
General Rules 64, 69 Jan 1 2008

Deferred Maintenance Rules 64
new .165(e) 

(19) Apr 1 2006

DED
10/8/2007
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Governor's Proposed Production Tax Legislation 

October 1 2007 

Sectional Analysis 

Authors: Dan Dickinson & Steve Porter

Section 1 Uncodified Laws (Legislative Intent)

L e g i s l a t i v e  I n t e n t  -  r e f e r s  t o  c h a n g e s  m a d e  i n  S e c t i o n  5 0 ,  p a g e  3 1 .  It s u g g e s t s  t h a t  t h e  c h a n g e s

a r e  o n l y  c la r i f y in g  a  l o n g - s t a n d i n g  in t e r p r e t a t io n  o f  A S  4 3 . 0 5 . 2 6 0  b y  t h e  D e p a r t m e n t  o f  R e v e n u e

( D O R ) .  D e t a i l s  w i l l  b e  d i s c u s s e d  i n  S e c t i o n  5 0 .

Section 2 A S  38.05.035(a)

T h i s  s e c t i o n  a l l o w s  t h e  D O R  a c c e s s  t o  t h e  D e p a r t m e n t  o f  N a t u r a l  R e s o u r c e s  ( D N R )  c o n f i d e n t i a l  

i n f o r m a t i o n  f o r

1 )  its  u s e  i n  f o r e c a s t in g  s t a t e  r e v e n u e  u n d e r  A S  4 3 . 5 5  o r

2 )  a d m i n i s t e r i n g  A S  4 3 . 5 5 ,  t h e  p r o d u c t i o n  t a x

I n  a n  a p p a r e n t  s t y l is t ic  c h a n g e  t h is  d r a f t  d e l e t e s  p r e v i o u s l y  r e p e a l e d  p o r t i o n s  o f  A S  

3 8 . 0 5 . 0 3 5 ( a )  r e q u ir in g  s u b s e c t i o n s  r e f e r e n c e s  t o  c h a n g e  a s  i n d i c a t e d  i n  b i l l  s e c t i o n s  3 - 9  b e l o w .

Section 3 A S  38.05.036(b)

C o n f o r m i n g  r e f e r e n c e s  i n  T i t l e  3 8  r e q u ir e d  b y  r e n u m b e r i n g  i n  s e c .  2  o f  t h e  p r o p o s e d  l e g i s l a t i o n .  

Section 4 A S  38.05.036(f)

C o n f o r m i n g  r e f e r e n c e s  i n  T i t l e  3 8  r e q u ir e d  b y  r e n u m b e r i n g  i n  s e c .  2  o f  t h e  p r o p o s e d  l e g i s l a t i o n .



Sectional Analysis of Governor's October 1 2007 Production Tax Legislation

Section 5 AS 38.05.036(g)

C o n f o r m i n g  r e f e r e n c e s  i n  T i t l e  3 8  r e q u ir e d  b y  r e n u m b e r i n g  i n  s e c .  2  o f  t h e  p r o p o s e d  l e g i s l a t i o n .  

Section 6 AS 38.05.123(f)

C o n f o r m i n g  r e f e r e n c e s  i n  T i t l e  3 8  r e q u ir e d  b y  r e n u m b e r i n g  i n  s e c .  2  o f  t h e  p r o p o s e d  l e g i s l a t i o n .  

Section 7 AS 38.05.133(e)

C o n f o r m i n g  r e f e r e n c e s  i n  T i t l e  3 8  r e q u ir e d  b y  r e n u m b e r i n g  i n  s e c .  2  o f  t h e  p r o p o s e d  l e g i s l a t i o n .  

Section 8 AS 38.05.180(j)(6KB)

C o n f o r m i n g  r e f e r e n c e s  i n  T i t l e  3 8  r e q u ir e d  b y  r e n u m b e r i n g  i n  s e c .  2  o f  t h e  p r o p o s e d  l e g i s l a t i o n .  

Section 9 AS 38.05.275(c)

C o n f o r m i n g  r e f e r e n c e s  i n  T i t l e  3 8  r e q u ir e d  b y  r e n u m b e r i n g  i n  s e c .  2  o f  t h e  p r o p o s e d  l e g i s l a t i o n .  

Section 10 AS 39.25.110(42)

S e c t i o n  3 9 . 2 5 . 1 1 0  i s  e x e m p t  s e r v ic e .  T h i s  s e c t i o n  a d d s  o i l  a n d  g a s  a u d i t o r s  p e r f o r m i n g  

p r o d u c t i o n  t a x  a u d i t o r s  a n d  t h e ir  i m m e d i a t e  s u p e r v i s o r s  t o  t h e  e x e m p t  s e r v ic e .  T h i s  l e a v e s  o i ’ 

a n d  g a s  i n c o m e  t a x  a u d i t o r s  i n  t h e  c l a s s i f i e d  s e r v ic e .

Section 11 AS 41.09.010(d)

C o n f o r m i n g  r e f e r e n c e s  i n  T i t l e  4 1  r e q u ir e d  b y  r e n u m b e r i n g  i n  s e c .  2  o f  t h e  p r o p o s e d  l e g i s l a t i o n .  

Section 12 AS 43.05.230(a)

S e c t i o n  4 3 . 0 5 . 2 3 0  c o v e r s  d i s c l o s u r e  o f  t a x  r e t u r n s  a n d  r e p o r t s .  S e c t i o n  4 3 . 0 5 . 2 3 0 ( a )  ( 5 )  a d d s  a  

r e f e r e n c e  t o  A S  4 3 . 5 5 . 8 9 0 .  T h e  r e f e r e n c e  t o  A S  4 3 . 5 5 . 8 9 0  ( n e w  s e c t i o n  d i s c u s s e d  i n  S e c t i o n  

6 1 )  i n  t h e  p r o p o s e d  l e g i s l a t i o n  w o u l d  c r e a t e  a n  e x c l u s i o n  f o r  c e r t a in  i n f o r m a t i o n  if  a g g r e g a t e d
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a m o n g  t h r e e  o r  m o r e  p r o d u c e r s  o r  e x p lo r e r s .  T h i s  t y p e  o f  i n f o r m a t i o n  w o u l d  b e  a l l o w e d  u n d e r  

A S  4 3 . 0 5 . 2 3 0 ( e )  if  t h e  p u b l i c a t i o n  o f  t h e  s t a t is t ic s  w a s  s o  c l a s s i f i e d  a s  t o  p r e v e n t  t h e  

i d e n t i f i c a t i o n  o f  a  p a r t ic u la r  t a x  p a y e r ’ s  r e t u r n  o r  r e p o r t .  T h e  n e w  s e c t i o n  w o u l d  s e e m  t o  lo w e r  

t h e  s t a n d a r d .  T h i s  p r o p o s a l  w o u l d  p e r m it  i n f o r m a t i o n  w h i c h  w a s  " a g g r e g a t e d  a m o n g  t h r e e  o r  

m o r e  p r o d u c e r s  o r  e x p lo r e r s "  t o  b e  d i v u l g e d  t o  t h e  p u b l i c  e v e n  if ,  f o r  e x a m p l e ,  a  v e r y  la r g e  

t a x p a y e r ' s  i n f o r m a t i o n  w a s  a g g r e g a t e d  w it h  t w o  v e r y  s m a l l  t a x p a y e r s  s o  t h a t  t h e  l a r g e  

t a x p a y e r ' s  i n d i v i d u a l  t a x p a y e r  i n f o r m a t i o n  c o u l d  e a s i l y  b e  e x t r a c t e d  f r o m  t h e  i n f o r m a t i o n  

d i s c l o s e d .

Section 13 AS 43.05.023(h)

T h e  D e p a r t m e n t  o f  R e v e n u e  c u r r e n t ly  h a s  t h e  a u t h o r i t y  t o  s h a r e  c o p i e s  o f  r e t u r n s ,  r e p o r t s ,  « .n d  

d o c u m e n t s  f i l e d  u n d e r  A S  4 3 . 6 5  ( M i n i n g  L i c e n s e  T a x )  w it h  D N R .  T h i s  l a n g u a g e  b r o a d e n s  t h e  

a u t h o r it y  o f  D O R  t o  a l s o  s h a r e  r e t u r n s ,  r e p o r t s  a n d  d o c u m e n t s  f i l e d  u n d e r  A S  4 3 . 5 5  ( O i l  a n d  

G a s  P r o d u c t i o n  T a x  a n d  O i l  S u r c h a r g e )  w it h  D N R .

Section 14 AS 43.05.260(a)

T h i s  s e c t i o n  a d d s  A S  4 3 . 5 5 . 0 7 5  ( S e c t i o n  5 0  o f  t h is  l e g i s l a t i o n )  t o  t h e  e x c e p t i o n s  t o  t h e  

r e q u i r e m e n t  t o  h a v e  t a x e s  i m p o s e d  w it h in  t h r e e  y e a r s  a f t e r  a  r e t u r n  is  f i l e d .  D e t a i l s  w il l  b e  

d i s c u s s e d  i n  S e c t i o n  5 0 .

Section 15 AS 43.55.011(e)

T h e  c u r r e n t  p r o d u c t i o n  t a x  i s  c a l c u l a t e d  o n  a  m o n t h l y  b a s i s .  I n  t h e  p r o p o s a l  t a x  w o u l d  b e  

c a l c u l a t e d  b a s e d  o n  a  c a l e n d a r  y e a r .  T h i s  s t r u c t u r e  o f  t h e  l a w  is  a l s o  c h a n g e d .  C u r r e n t l y  A S  

4 3 . 5 5 . 0 1 1 ( e )  e s t a b l i s h e s  t h e  b a s e  t a x  r a t e  ( 2 2 . 5 % ) ,  a n d  p r o g r e s s iv i t y  w a s  d e a l t  w it h  e l s e w h e r e .  

H o w e v e r  n o w  t h is  s e c t i o n  r e f e r s  t o  t h e  p e r c e n t a g e  d e t e r m i n e d  i n  A S  4 3 . 5 5 . 0 1 1 ( g )  w h e r e  b o t h  

t h e  b a s e  a n d  p r o g r e s s iv i t y  r a t e s  w o u l d  b e  e s t a b l i s h e d .  T h i s  s i m p l i f i e s  t h e  c o m p a r i s o n  w it h  t h e  

f lo o r  i n  A S  4 3 . 5 5 . 0 1 1  ( 0  -  w h i c h  i s  c o m p a r e d  w it h  a  c o m b i n e d  b a s e  a n d  p r o g r e s s iv i t y  t a x .
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Section 16 AS 43.55.011(f)

T h i s  s e c t i o n  m a k e s  c h a n g e s  t o  t h e  m i n i m u m  t a x .

T h e  c u r r e n t  m i n i m u m  t a x  is  a p p l i e d  i s  4 %  o f  g r o s s  v a l u e  a t  t h e  p o in t  o f  p r o d u c t i o n  o v e r  $ 2 5 ,  3 %  

o f  g r o s s  o v e r  $ 2 0 ,  2 %  o f  g r o s s  o v e r  $ 1 7 . 5 0  a n d  1  %  o f  g r o s s  o v e r  $ 1 5  a n d  0 %  f o r  $ 1 5  a n d  

u n d e r .  T h e  n e w  m i n i m u m  t a x  i s  1 0 %  o f  g r o s s  v a l u e  a t  t h e  p o i n t  o f  p r o d u c t i o n .

T h e  c u r r e n t  m i n i m u m  t a x  is  a p p l i e d  t o  a l l  o i l  a n d  g a s  p r o d u c e d  n o r t h  o f  6 8  d e g r e e s  N o r t h  

l a t i t u d e ,  i . e .  t h e  e n t ir e  N o r t h  S l o p e .  T h e  p r o p o s e d  m i n i m u m  t a x  w o u l d  a p p l y  o n l y  t o  o i l  a n d  g a s  

p r o d u c e d  f r o m  l e a s e s  o r  p r o p e r t ie s  w it h in  a  u n i t  o r  n o n - u n i t i z e d  r e s e r v o ir  t h a t  h a v e  c u m u l a t i v e l y  

p r o d u c e d  o n e  b i l l i o n  B T U  e q u i v a l e n t  b a r r e ls  o f  o i l  o r  g a s  a n d  f r o m  w h i c h  t h e  a v e r a g e  d a i l y  o i l  

a n d  g a s  p r o d u c t i o n  d u r i n g  t h e  m o s t  r e c e n t  c a l e n d a r  y e a r  e x c e e d  1 0 0 , 0 0 0  B T U  e q u i v a l e n t  

b a r r e ls .  B a s e d  o n  t h is  l im i t a t io n ,  t h e  n e w  m i n i m u m  t a x  w o u l d  o n l y  a p p l y  t o  o i l  a n d  g a s  p r o d u c e d  

a t  P r u d h o e  B a y  a n d  K u p a r u k .

T h e  c u r r e n t  f lo o r  c o m p a r e s  n e t  v a l u e s  t o  g r o s s  v a l u e s ,  a n d  t h e n  a l l o w s  c e r t a in  c r e d it s  t o  b e  

a p p l i e d  a g a i n s t  t h e  r e s u lt  -  e v e n  a g a i n s t  t h e  f lo o r .  T h e  p r o p o s e d  f lo o r  t e s t  c o m p a r e s  2 5 %  o f  n e t  

p l u s  a n y  p r o g r e s s iv i t y  l e s s  a n y  c r e d it s  w it h  1 0 %  o f  g r o s s .  I f  1 0 %  o f  g r o s s  i s  h i g h e r ,  t h a t  is  t h e  

t a x  a n d  a  t a x p a y e r  m a y  n o t  a p p l y  t a x  c r e d it s  t o  r e d u c e  its  t a x  l ia b i l i t y  t o  b e l o w  1 0  p e r c e n t  o f  t o t a l  

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

Section 17 AS 43.55.011(g)

T h i s  s e c t i o n  p r o p o s e s  a  t a x  o f  2 5  p e r c e n t  p l u s  0 . 2  p e r c e n t  t i m e s  t h e  p r o g r e s s iv i t y  p r i c e  i n d e x ,  

d e f i n e d  i n  . 0 1 1 ( h ) ,  h o w e v e r  t h e  s u m  is  n o t  t o  e x c e e d  5 0  p e r c e n t .  T h e  c u r r e n t  la w  is  2 2 . 5  p e r c e n t
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p l u s  0 . 2 5  p e r c e n t  t i m e s  t h e  p r o g r e s s iv i t y  p r ic e  i n d e x ,  h o w e v e r  t h e  s u m  is  n o t  t o  e x c e e d  4 7 . 5  

p e r c e n t .

Section 18 AS 43.55.011(h)

T h i s  s e c t i o n  a m e n d s  t h e  p r ic e  i n d e x  f r o m  a  m o n t h l y  c a l c u l a t i o n  t o  a  c a l e n d a r  y e a r  c a l c u l a t i o n .  

T h i s  s e c t i o n  a l s o  c h a n g e s  t h e  s t a r t in g  n e t  v a l u e  o f  p r o g r e s s iv i t y  f r o m  $ 4 0  t o  $ 3 0  a  b a r r e l .  

Section 19 AS 43.55.0110)

C o n f o r m i n g  c h a n g e s  r e c o g n i z e  t h a t  b o t h  t h e  b a s e  a n d  p r o g r e s s iv i t y  t a x e s  w o u l d  b e  l e v i e d  i n  

s e c t i o n  . 0 1 1 ( e )  i n  t h e  p r o p o s e d  l e g i s l a t i o n .

Section 20 AS 43.55.011(k)

C o n f o r m i n g  c h a n g e s  r e c o g n i z e  t h a t  b o t h  t h e  b a s e  a n d  p r o g r e s s iv i t y  t a x e s  w o u l d  b e  l e v i e d  i n  

s e c t i o n  . 0 1 1 ( e )  i n  t h e  p r o p o s e d  l e g i s l a t i o n .

Section 21 AS 43.55.011(m)

T h i s  s e c t i o n  c la r i f ie s  w h a t  a  p r o d u c e r  c o u l d  c l a i m  in  e x c e s s  c r e d it s  f r o m  C o o k  I n l e t  a g a i n s t  

t a x e s  o n  l e a s e s  o r  p r o p e r t ie s  e l s e w h e r e  i n  t h e  s t a t e .

If  t h e  a m o u n t  o f  e x c e s s  a d j u s t e d  l e a s e  e x p e n d i t u r e s  m u l t i p l i e d  b y  2 5  p e r c e n t  is  g r e a t e r  t h a n  o r  

e q u a l  t o  t h e  t o t a l  o f  t h e  r e d u c t i o n s  f o r  a l l  l e a s e s  c a l c u l a t e d  u n d e r  t h e  C o o k  I n l e t  c e i l i n g s  i n  A S  

4 3 . 5 5 . 0 1 1 ( j )  o r  ( k ) , t h e  t o t a l  c a l c u l a t e d  u n d e r  t h is  p a r a g r a p h  w o u l d  b e  z e r o .

O t h e r w i s e  t h e  r e m a i n d e r  c a l c u l a t e d  b y  s u b t r a c t in g  t h e  e x c e s s  a d j u s t e d  l e a s e  e x p e n d i t u r e s  

m u l t i p l i e d  b y  2 5  p e r c e n t  f r o m  t h e  t o t a l  o f  t h e  r e d u c t io n s  f o r  a l l  l e a s e s  c a l c u l a t e d  u n d e r  A S  

4 3 . 5 5 . 0 1 1 0 )  o r  ( k )  w o u l d  b e  t h e  t o t a l  c a l c u l a t e d  u n d e r  t h i s  p a r a g r a p h .

T h i s  l a n g u a g e  i s  c u r r e n t ly  f o u n d  i n  r e g u l a t i o n  a t  1 5  A A C  5 5 . 3 6 0  ( d )
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Section 22 AS 43.55.020(a)

T h i s  s e c t i o n  w o u l d  r e c o n c i l e  t h e  m o n t h l y  i n s t a l l m e n t  p a y m e n t s  o f  t a x  t o  b e  c o n s i s t e n t  w it h  o t h e r  

p r o p o s e d  c h a n g e s ,  a n d  i n c o r p o r a t e s  s o m e  r e g u la t o r y  s o l u t i o n s  t o  s o m e  o f  t h e  a m b i g u i t i e s  i n  

t h e  e x i s t i n g  l e g i s l a t i o n  c o n c a m i n g  C o o k  I n l e t  c e i l i n g s  a n d  c r e d it s  t h a t  c o u l d  o n l y  b e  a p p l i e d  o n  

a n  a n n u a l  b a s i s .

Section 23 AS 43.55.020(d)

C o n f o r m i n g  c h a n g e s  r e c o g n i z e  t h a t  b o t h  t h e  b a s e  a n d  p r o g r e s s iv i t y  t a x e s  w o u l d  b e  l e v i e d  i n  

s e c t i o n  . 0 1 1 ( e )  i n  t h e  p r o p o s e d  l e g i s l a t i o n .

Section 24 AS 43.55.020(g)

R e f e r e n c e  c h a n g e s  a n d  c la r i f ie s  a n n u a l  d u e  d a t e .

Section 25 AS 43.55.020(h)

R e f e r e n c e  c h a n g e s  a n d  c la r i f ie s  a n n u a l  d u e  d a t e .

Section 26 AS 43.55.023(a)

T h i s  s e c t i o n  s t i p u l a t e s  t h a t  n o  m o r e  t h a n  h a l f  o f  a  c a p i t a l  e x p e n d i t u r e  t a x  c r e d it  m a y  b e  a p p l i e d  

in  a  s i n g l e  y e a r .

S e c t i o n  A S  4 3 . 5 5 . 0 1 1 ( f )  s t a t e s  t h a t  a  t a x  c r e d it  m a y  n o t  b e  a p p l i e d  t o  r e d u c e  a  p r o d u c e r ' s  t a x  

l ia b i l i t y  b e l o w  1 0  p e r c e n t  o f  t h e  t o t a l  g r o s s  v a l u e  a t  t h e  p o i n t  o f  p r o d u c t i o n .  T h i s  s e c t i o n  d e a l s  

w it h  t h e  e x c e s s  t a x  c r e d it  le f t  o v e r  a f t e r  a  p r o d u c e r  r e d u c e s  t h e ir  t a x  t o  1 0 %  o f  g r o s s .  T h i s  

s e c t i o n  s t i p u l a t e s  t h a t  t h e  e x c e s s  t a x  c r e d it  le f t  o v e r  m a y  n o t  b e  u s e d  t o  r e d u c e  t h e  p r o d u c e r ’ s  

t a x e s  o u t s i d e  t h a t  u n i t .

A  s i g n i f i c a n t  p o r t i o n  o f  t h e  l a n g u a g e  - w h i c h  h a d  o r i g i n a l l y  b e e n  c o p i e d  f r o m  s e c t i o n  . 0 2 5  - w o u l d  

n o w  b e  i n v o k e d  b y  r e f e r e n c in g  A S  4 3 . 5 5 . 0 2 5 ( f ) .
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Section 27 AS 43.55.023(b)

T h i s  s e c t i o n  c h a n g e s  t h e  a m o u n t  o f  c a r r ie d - f o r w a r d  a n n u a l  l o s s  t h a t  m a y  b e  t a k e n  a s  a  t a x  

c r e d it  f r o m  2 0  p e r c e n t  t o  2 5  p e r c e n t .  ( I n  c u r r e n t  la w  t h e  l o s s  c a r r y - f o r w a r d  a t  2 0 %  d o e s  n o t  

e q u a l  t h e  b a s e  t a x  r a t e  a t  2 2 . 5 %  p e r c e n t . )

T h i s  s e c t i o n  a l s o  p r e v e n t s  l e a s e  e x p e n d i t u r e s  s u b j e c t  t o  A S  4 3 . 5 5 . 0 1 1 ( f )  i . e . ,  P r u d h o e  a n d  

K u p a r u k ,  f r o m  c o n t r i b u t i n g  t o  a  c a r r ie d - f o r w a r d  a n n u a l  l o s s .

Section 28 AS 43.55.023(d)

T h i s  s e c t i o n  w o u l d  e n d  t h e  a b i l i t y  t o  t r a n s f e r  o r  o b t a i n  a  c a s h  p a y m e n t  f o r  a n  u n u s e d  t a x  c r e d it  

u n d e r  A S  4 3 . 5 5 . 0 2 8  ( n e w  s e c t i o n )  if  t h a t  u n u s e d  t a x  c r e d it  i s  d e s c r i b e d  i n  t h e  f lo o r  s e c t i o n s  ( i . e .  

P r u d h o e  B a y  o r  K u p a r u k . )

T h i s  s e c t i o n  c h a n g e s  t h e  t i m e  p e r i o d  t h a t  t h e  d e p a r t m e n t  h a s  t o  g r a n t  o r  d e n y  t h e  a p p l i c a t i o n  

f r o m  6 0  d a y s  t o  1 2 0  d a y s  a n d  a m e n d s  t h e  l a n g u a g e  t h a t  d e s i g n a t e s  t h e  s t a r t  o f  t h e  1 2 0  d a y  

p e r i o d .

T h i s  s e c t i o n  a l s o  s p l it s  t h e  c e r t if ic a t e  in t o  t w o  t r a n s f e r a b l e  t a x  c r e d it  c e r t i f ic a t e s ,  o n e  t h a t  is  

a v a i l a b l e  t o  u s e  a n y  t i m e  a n d  t h e  o t h e r  t h a t  is  n o t  a v a i l a b l e  u n t i l  t h e  n e x t  c a l e n d a r  y e a r .

Section 29 AS 43.55.023(e)

C o n f o r m i n g  c h a n g e s  t o  c h a n g e s  m a d e  i n  t h e  p r o p o s e d  l e g i s l a t i o n .

Section 30 AS 43.55.023(g)

C o n f o r m i n g  c h a n g e s  t o  c h a n g e s  m a d e  i n  t h e  p r o p o s e d  l e g i s l a t i o n .

Section 31 AS 43.55.023(1)

T h i s  n e w  s e c t i o n  c la r i f ie s  t h a t  a n  e n t it y  w h i c h  i s  e x e m p t  f r o m  t a x  u n d e r  t h e  c h a p t e r  c a n n o t  a p p l y  

f o r  a  t r a n s f e r a b l e  t a x  c e r t if ic a t e  ( f o r  e x a m p l e  t h e  A l a s k a  N a t u r a l  G a s  D e v e l o p m e n t  A u t h o r i t y  o r  

t h e  A l a s k a  G a s l i n e  P o r t  A u t h o r i t y . )  S e e  s e c t i o n  4 0  
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Section 32 AS 43.55.024(a)

P r o p o s a l  c h a n g e s  la w  s o  .0 2 4  c r e d it s  c a n n o t  b e  a p p l i e d  a g a i n s t  t h e  t a x  f lo o r  i n  . 0 1 1  ( f ) .

Section 33 AS 43.55.024(c)

P r o p o s a l  c h a n g e s  l a w  s o  .0 2 4  c r e d it s  c a n n o t  b e  a p p l i e d  a g a i n s t  t h e  t a x  f lo o r  i n  . 0 1 1  ( f ) .

Section 34 AS 43.55.024(e)

P r o p o s a l  c h a n g e s  l a w  s o  .0 2 4  c r e d it s  c a n n o t  b e  a p p l i e d  a g a i n s t  t h e  t a x  f lo o r  i n  . 0 1 1  ( f ) .

Section 35 AS 43.55.024(g)

P r o p o s a l  c h a n g e s  l a w  s o  .0 2 4  c r e d it s  c a n n o t  b e  a p p l i e d  a g a i n s t  t h e  t a x  f lo o r  i n  . 0 1 1  ( f ) .

Section 36 AS 43.55.025(a)

P r o p o s a l  c h a n g e s  l a w  s o  .0 2 4  c r e d it s  c a n n o t  b e  a p p l i e d  a g a i n s t  t h e  t a x  f lo o r  i n  . 0 1 1  ( f ) .

Section 37 AS 43.55.025(b)

T h i s  s e c t i o n  c h a n g e s  t h e  d a t e  f o r  e x p e n d i t u r e s  f o r  w o r k  p e r f o r m e d  t o  b e  e l i g i b l e  f o r  a  p r o d u c t i o n  

t a x  e x p l o r a t io n  c r e d it  f r o m  J u l y l ,  2 0 0 3  t o  D e c e m b e r  3 1 ,  2 0 0 7 .  ( T h a t  i s ,  e v e n  if  t h is  b i l l  b e c o m e s  

l a w ,  t h e  o l d  r u le s  w i l l  a p p l y  t h r o u g h  D e c e m b e r  3 1 ,  2 0 0 7 . )

T h i s  s e c t i o n  a d d s  t h e  o b l i g a t i o n  t h a t  a  w e l l  m u s t  b e  “c o m p l e t e d  o r  a b a n d o n e d "  a t  t h e  t i m e  t h e  

e x p lo r e r  c l a i m s  t h e  e x p l o r a t i o n  c r e d it .  A p p l i c a t i o n  w o u l d  n o t  b e  a l l o w e d  p r io r  t o  f i n i s h i n g  t h e  

w e l l .

T h i s  s e c t i o n  w o u l d  e x e m p t  c o s t s  a r i s i n g  f r o m  g r o s s  n e g l i g e n c e  o r  v i o l a t i o n s  o f  H e a l t h  S a f e t y  &  

E n v i r o n m e n t a l  s t a t u t e s  o r  r e g u l a t i o n s  f r o m  e x p e n d i t u r e s  t h a t  q u a l i f y  f o r  t h e  e x p l o r a t io n  c r e d it .
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T h e  c u r r e n t  la w  r e q u ir e s  a  w e l l  t o  b e  d r i l l e d  3  m i l e s  a w a y  f r o m  a  p r e e x i s t i n g  w e l l  t o  b e  e l i g i b l e  

f o r  a  c r e d it ,  e x c e p t  i n  C l ,  w h e r e  D N R  c a n  c e r t if y  t h a t  t h e  w e l l  t e s t s  a  “ d is t in c t  e x p lo r a t io n  t a r g e t * . 

T h e  p r o p o s e d  la w  w o u l d  r e q u ir e

( 1 )  T h a t  t h e  w e l l  b e  d r i l l e d  t o  a  s t r u c t u r a l  o r  s t r a t ig r a p h ic  t r a p  t h a t  i s  d is t in c t ly  s e p a r a t e  f r o m  

a n y  t r a p  t h a t  h a s  b e e n  t e s t e d  b y  a  p r e e x i s t i n g  w e l l ,  w it h  t h i s  d e t e r m i n a t i o n  m a d e  b y  t h e  

c o m m i s s i o n e r  o f  D N R  b e f o r e  t h e  w e l l  is  s p u d d e d ;

( 2 )  T h e  e x i s t i n g  t h r e e  m i l e  r e q u ir e m e n t  f o r  a l l  w e l l s  n o t  i n  t h e  C l ,  a n d

( 3 )  T h e  c o m m i s s i o n e r  o f  D N R  t o  d e t e r m i n e ,  a f t e r  t h e  w e l l  i s  c o m p l e t e d  o r  a b a n d o n e d  t h a t  

t h e  w e l l  a d e q u a t e l y  a c h i e v e d  t h e  e x p lo r e r ' s  s t a t e d  o b j e c t i v e .

Section 39 AS 43.55.025(f)
T h i s  s e c t i o n  d e f i n e s  w h a t  d a t a  w o u l d  b e  n e c e s s a r y  t o  b e  s u b m i t t e d  t o  c l a i m  a n  e x p l o r a t io n  

c r e d it .  T h e  n e w  l a n g u a g e  c la r i f ie s  t h e  o b l i g a t i o n  o f  t h e  e x p lo r e r  t o  p r o v i d e  t h e  D N R  w it h  a l l  

s e i s m i c  d a t a ,  o n  s t a t e  l a n d s  a n d  o f f  s t a t e  l a n d s ,  w it h in  a n d  o u t s i d e  u n i t  b o u n d a r i e s .

I n  t h e  c a s e  o f  w e l l  d a t a  t h e  p r o p o s e d  l e g i s l a t i o n  r e d u c e s  t h e  t i m e  p e r i o d  t h e  d a t a  is  r e q u ir e d  t o  

b e  k e p t  c o n f i d e n t i a l  f r o m  1 0  y e a r s  t o  2  y e a r s .  I n  a d d i t i o n  A S  3 1 . 0 5 . 0 3 5 ( c )  a l l o w e d  a n  e x p lo r e r  t o  

r e q u e s t  t h e  D N R  t o  e x t e n d  t h e  t i m e  o f  c o n f id e n t ia l i t y  f r o m  2  y e a r s  f o r  a s  l o n g  a s  n e c e s s a r y .  T h e  

p r o p o s e d  l e g i s l a t i o n  i n  ( D )  p r o h i b i t s  t h e  e x p lo r e r  f r o m  r e q u e s t i n g  a n  e x t e n s i o n  if  t h e y  w a n t  t h e  

c r e d it .

T h i s  s e c t i o n  a l s o  e x p l a i n s  t h a t  t h e  c e r t if ic a t e  i s s u e d  w i l l  b e  t w o  c e r t i f ic a t e s ,  e a c h  f o r  h a l f  t h e  

c r e d it ,  o n e  t o  b e  u s e d  w h e n e v e r  t h e  e x p lo r e r  w a n t s  a n d  o n e  n o t  t o  b e  u s e d  b e f o r e  t h e  n e x t  

c a l e n d a r  y e a r .  A l l  c e r t i f ic a t e s  w i l l  h a v e  t h e  d a t e  o n  w h i c h  t h e  i n f o r m a t i o n  r e q u ir e d  t o  b e  

s u b m i t t e d  w il l  b e  r e l e a s e d .

Sectional Analysis of Governor’s October 1 2007 Production Tax Legislation

Section 38 AS 43.55.025(c)
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Section 40 AS 43.55.025(g)

T h i s  n e w  s e c t i o n  c la r i f ie s  4h a t  a n  e n t it y  w h i c h  i s  e x e m p t  f r o m  t a x  u n d e r  t h e  c h a p t e r  c a n n o t  

t r a n s f e r  a  t r a n s f e r a b l e  t a x  c e r t if ic a t e  ( f o r  e x a m p l e  t h e  A l a s k a  N a t u r a l  G a s  D e v e l o p m e n t  

A u t h o r i t y  o r  t h e  A l a s k a  G a s l i n e  P o r t  A u t h o r i t y . )  S e e  s e c t i o n  3 1

Section 41 AS 43.55.025(h)

P r o p o s a l  c h a n g e s  la w  s o  . 0 2 5  c r e d it s  c a n n o t  b e  a p p l i e d  a g a i n s t  t h e  t a x  f lo o r  i n  . 0 1 1  ( f ) .

Section 42 AS 43.55.025(1)

P r o p o s a l  c h a n g e s  la w  s o  . 0 2 5  c r e d it s  c a n n o t  b e  a p p l i e d  a g a i n s t  t h e  t a x  f lo o r  i n  . 0 1 1  ( f ) ,  a n d  

r e c o g n i z e s  t h e  p r o p o s e d  c h a n g e  f r o m  a  m o n t h l y  t o  a n  a n n u a l  t a x .

Section 43 AS 43.55.025(k)

T h i s  s e c t i o n  c h a n g e s  t h e  d e f i n i t i o n  o f  p r e e x i s t i n g  w e l l  f r o m  a  w e l l  s p u d d e d  m o r e  t h a n  t h e  1 5 0  

d a y s  t o  5 4 0  d a y s  i n  t h e  p r o p o s e d  l e g i s l a t i o n .  I n  o t h e r  w o r d s ,  it e x p a n d s  t h e  w i n d o w  t o  q u a l i f y  

a s  a n  e x p l o r a t i o n  w e l l  f r o m  o n e  s e a s o n  o f  w o r k  t o  t w o  s e a s o n s ,  a n d  t h u s  m a y  i n c l u d e  

d e l i n e a t i o n  w e l l s .

Section 44 AS 43.55.025(1)

T h i s  n e w  s e c t i o n  w o u l d  a l l o w  t h e  D N R  a p p r o v e  a  c r e d it  f o r  s e i s m i c  s h o t  p r io r  t o  J u l y  1 ,  2 0 0 3  if  

t h e  C o m m i s s i o n e r  o f  D N R  f i n d s  it i n  t h e  b e s t  in t e r e s t  o f  t h e  s t a t e  t o  a c q u i r e  t h e  s e i s m i c  f o r  

p u b l i c  d is t r i b u t io n .  T h e  c r e d it  w o u l d  b e  5 %  o f  t h e  o l d  i n v e s t m e n t  e x p e n d i t u r e .

Section 45 AS 43.55.028

T h i s  s e c t i o n  w o u l d  c r e a t e  a n  o i l  a n d  g a s  t a x  c r e d it  f u n d  t o  p u r c h a s e  c e r t a in  t r a n s f e r a b l e  c r e d it  

c e r t i f ic a t e s  i s s u e d  u n d e r  A S  4 3 . 5 5 . 0 2 3 .  T h e  a m o u n t  o f  r e v e n u e  d e p o s i t e d  in t o  t h e  f u n d  w o u l d  

b e  b a s e d  o n  t h e  a v e r a g e  p r i c e  v a l u e  f o r e c a s t  b y  t h e  D O R  o f  A N S  o i l  s o l d  o n  t h e  W e s t  C o a s t .  

F o r  $ 6 0  o r  h i g h e r  t h e  p e r c e n t a g e  i s  1 0 % ;  f o r  l e s s  t h a n  $ 6 0  t h e  p e r c e n t a g e  is  1 5 % .  F o r  e x a m p l e ,
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t h e  c u r r e n t  f o r e c a s t  b y  t h e  D O R  f o r  2 0 0 8  is  $ 5 1 . 2 5 ;  s o  1 5 %  o f  a l l  r e v e n u e s  p r o d u c t i o n  t a x  

r e c e i v e d  d u r i n g  2 0 0 8  w o u l d  g o  t o  t h e  f u n d  a f t e r  d e p o s i t s  t o  t h e  C B R .  P r o d u c t i o n  t a x  r e v e n u e s  

f o r  2 0 0 8  a r e  f o r e c a s t  t o  b e  $ 9 9 5 . 4  m i l l i o n ;  s o ,  t h e  d e p o s i t  t o  t h e  f u n d  w o u l d  b e  a p p r o x im a t e ly  

$ 1 5 0  m i l l i o n .  If  t h e  D O R  p r o j e c t io n s  a r e  w r o n g  o r  t h e  t a x  i s  i n c r e a s e d ,  t h e  a m o u n t  g o i n g  in t o  t h e  

f u n d  w o u l d  b e  d if f e r e n t .

T h e  d e p a r t m e n t  w o u l d  b e  a b l e  t o  u s e  t h e  f u n d  t o  p u r c h a s e  t a x  c e r t if ic a t e  b u t  t h e  p u r c h a s e  c o u l d  

n o t  e x c e e d  t h e  a m o u n t  in c u r r e d  b y  t h e  a p p l i c a n t  f o r  q u a l i f i e d  c a p i t a l  e x p e n d i t u r e s  o r  l e a s e  

b o n u s e s  i n  t h e  2 4  m o n t h s  s u b s e q u e n t  t o  t h e  a p p l i c a t i o n .  T h e  a p p l i c a n t ’s  t o t a l  p r o d u c t i o n  c a n n o t  

e x c e e d  5 0 , 0 0 0  B T U  e q u i v a l e n t  b a r r e ls  p e r  d a y ,  t h u s  e x c l u d i n g  t h e  3  l a r g e s t  t a x p a y e r s .  A l l  t h e  

q u a l i f i c a t i o n s  c u r r e n t ly  f o u n d  i n  A S  4 3 . 5 5 . 0 2 3  (f)  ( w h i c h  i s  r e p e a l e d  u n d e r  t h is  p r o p o s a l )  h a v e  

b e e n  r e t a i n e d ,  e x c e p t  t h e  m a x i m u m  o f  $ 2 5  m i l l i o n  a  y e a r  t o  e a c h  t a x p a y e r

Section 46 AS 43.55.030(a)

T h i s  s e c t i o n  w o u l d  a m e n d  w h a t  a  t a x  p a y e r  is  r e q u ir e d  t o  f i l e  b y  M a r c h  3 1 * ’  o f  t h e  f o l l o w i n g  y e a r .  

It m a k e s  e x p l i c i t  t h e  r e q u ir e m e n t  t o  s u b m i t  t h e  c o s t s  f o r  t r a n s p o r t a t io n  o f  t h e  o i l  a n d  g a s ,  

q u a l i f i e d  c a p i t a l  e x p e n d i t u r e s ,  a n d  l e a s e  e x p e n d i t u r e s  u n d e r  A S  4 3 . 5 5 . 1 6 5  a n d  1 7 0 ,  t h e  

p r o d u c t i o n  t a x  v a l u e  o f  t h e  o i l  a n d  g a s ,  a n d  a n y  c l a i m s  f o r  c r e d it s .

Section 47 AS 43.55.030(d)

T h i s  s e c t i o n  d e f i n e s  t h e  p e n a l t i e s  o f  u p  t o  $ 1 , 0 0 0  a  d a y  f o r  n o t  f i l i n g  t h e  r e q u ir e d  r e p o r t s .

Section 48 AS 43.55.030(e-f)

S e c t i o n  ( e )  w o u l d  a d d  a  r e p o r t in g  o b l i g a t i o n  t o  e x p lo r e r s  t h a t  d o  n o t  p r o d u c e  o i l  o r  g a s .

S e c t i o n  (f )  d e t a i l s  w h a t  t h e  d e p a r t m e n t  c o u l d  r e q u ir e  o f  a  p r o d u c e r ,  e x p lo r e r ,  o r  o p e r a t o r  o n  a  

m o n t h l y  b a s i s .
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Section 49 AS 43.55.040

T h i s  s e c t i o n  w o u l d  a d d  a  c l a u s e  t o  t h e  p o w e r s  o f  D O R  g i v i n g  t h e m  t h e  r ig h t  t o  r e q u ir e  a  

p r o d u c e r ,  e x p lo r e r  o r  o p e r a t o r  t o  f i l e  r e p o r t s  t h a t  a r e  " c o n s i d e r e d  n e c e s s a r y ” t o  f o r e c a s t  s t a t e  

r e v e n u e  u n d e r  A S  4 3 . 5 5 .  T o  t h e  d e g r e e  t h a t  t h is  l i n e s  u p  w it h  s t a t u t o r y  a u t h o r it y  ( 3 7 . 0 7 . 0 6 0  ( b )

( 4 ) ,  t h e  f o r e c a s t  is  f o r  t h e  c u r r e n t  a n d  n e x t  f is c a l  y e a r ;  h o w e v e r  t h e  l im it a t io n  is  n o t  e x p l i c i t .

T h e  s e c t i o n  a l s o  p r o v i d e s  f o r  p e n a l t i e s  o f  u p  t o  $ 1 , 0 0 0  a  d a y  f o r  a  p e r s o n  t h a t  d o e s  n o t  f i le  t h e  

r e p o r t s  “ c o n s i d e r e d  n e c e s s a r y "  b y  t h e  d e p a r t m e n t .

Section 50 AS 43.55.075

T h i s  s e c t i o n  w a s  r e f e r r e d  t o  i n  t h e  l e g i s l a t i v e  i n t e n t  l a n g u a g e  o f  t h e  p r o p o s e d  l e g i s l a t i o n  -  w h i c h  

r e c o g n i z e s  t h a t  h i s t o r ic a l l y  m o s t  p r o d u c t i o n  t a x  a u d i t s  t o o k  l o n g e r  t h a n  3  y e a r s  a n d  r e l i e d  o n  A S  

4 3 . 0 5 . 2 6 0 ( c )  ( 3 )  w h i c h  p e r m it s  a  l o n g e r  a u d i t  if  t h e  “t a x p a y e r . . .  c o n s e n t e d  i n  w r it in g " . T h e  

p r o p o s a l  r e q u ir e s  t h e  a m o u n t  o f  t a x  i m p o s e d  b y  t h is  c h a p t e r  t o  b e  a s s e s s e d  w it h in  6  y e a r s  a f t e r  

t h e  la t e s t  r e t u r n  is  f i l e d .  T h e  s e c t i o n  a l s o  d e t a i l s  v a r i o u s  f i l i n g  t i m e  p e r i o d  o b l i g a t i o n s .

Section 51 AS 43.55.110(e-f)

S e c t i o n  ( e )  a l l o w s  t h e  d e p a r t m e n t  t o  r e q u ir e  e l e c t r o n i c  f i l i n g  

S e c t i o n  ( f )  a l l o w s  t h e  d e p a r t m e n t  t o  r e q u ir e  e l e c t r o n i c  p a y m e n t s  

Section 52 AS 43.55.160(a)

T h i s  s e c t i o n  i s  a  s i m p l i f i e d  r e w r it e  o f  e x i s t i n g  l a w ,  a  c o n s e q u e n c e  o f  n o  l o n g  h a v i n g  t o  d o  

m o n t h l y  c a l c u l a t i o n s  f o r  p r o g r e s s iv i t y .

Section 53 AS 43.55.160(b)

C o n t i n u e s  t h e  s i m p l i f i c a t i o n  f r o m  t h e  p r io r  s e c t i o n
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Section 54 AS 43.55.160(e)

T h e  p r o p o s a l  w o u l d  e x p a n d  s e c t i o n  ( e )  t o  i n c l u d e  a m o n g  t h e  c o s t s  t h a t  m a y  b e  u s e d  t o  

g e n e r a t e  l o s s  c a r r y  f o r w a r d s  t h o s e  c o s t s  a s s o c i a t e d  w it h  l e a s e s  o f  a  p r o d u c e r  t h a t  a r e  n o t  

p r o d u c i n g  o i l  a n d  g a s  o r  a r e  o n  l a n d s  w h e r e  t h e  p r o d u c e r  d o e s  n o t  o w n  a n  o p e r a t i n g  o r  w o r k in g  

in t e r e s t .

Section 55 AS 43.55.160(f-l)

T h i s  s e c t i o n  d e a l s  w it h  ^ l o c a t io n s  o f  c o s t s  t h a t  a  t a x p a y e r  in c u r s  i n  o n e  l e a s e  o r  p r o p e r t y  

a g a i n s t  r e v e n u e s  f r o m  a n o t h e r  l e a s e  o r  p r o p e r t y .  P r o p o s e d  N o r t h  S l o p e  r u l e s  a r e  i n  ( f ) ,  N e w  

A r e a  D e v e l o p m e n t  r u l e s  a r e  i n  ( g )  a n d  C o o k  I n l e t  r u l e s  a r e  i n  ( h )  a n d  ( i ) .  T h i s  s e c t i o n  w o u l d  

im p o r t  r e g u la t o r y  l a n g u a g e  in t o  t h e  s t a t u t e :

S e c t i o n  (f )  c la r i f ie s  t h a t  c o s t s  s u b j e c t  t o  t h e  f lo o r  i n  A S  4 3 . 5 5 . 0 1 1 ( f )  c o u l d  n o t  b e  a l l o c a t e d  t o  

o t h e r  l e a s e s  o r  p r o p e r t ie s .  O t h e r w is e  c o s t s  m u s t  b e  a l l o c a t e d  t o  p r o d u c i n g  p r o p e r t ie s

S e c t i o n  ( g )  a p p l i e s  t o  l e a s e s  o u t s i d e  t h e  N o r t h  S l o p e  a n d  o u t s i d e  C o o k  I n l e t ,  i n  o t h e r  w o r d s  

c o s t s  t h a t  q u a l i f y  f o r  t h e  .0 2 4  n e w  a r e a  d e v e l o p m e n t  c r e d it .  T h o s e  e x p e n d i t u r e s  m u s t  b e  

a p p l i e d  t o  l e a s e s  o u t s i d e  t h e  N o r t h  S l o p e  a n d  o u t s i d e  C o o k  I n l e t .

S e c t i o n  ( h )  d e a l s  w it h  C l  a l l o c a t i o n s  a n d  w h i c h  c o s t s  ( d e f i n e d  a s  “ C o o k  I n l e t  e x c e s s  a d j u s t e d  

l e a s e  e x p e n d i t u r e s ” ) c a n  b e  u s e d  i n  c a l c u l a t i n g  c a r r ie d - f o r w a r d  a n n u a l  l o s s  T h e s e  r u le s  a r e  

c u r r e n t ly  f o u n d  i n  r e g u l a t i o n s  i n  1 5  A A C  5 5 . 2 3 5 .

S e c t i o n  ( i )  s e t s  f o r t h  t h e  c a l c u l a t i o n s  f o r  d e t e r m i n i n g  t h e  c a r r ie d - f o r w a r d  a n n u a l  l o s s  i n  ( h ) ,  u s i n g  

r u l e s  c u r r e n t ly  f o u n d  i n  r e g u l a t i o n s  i n  1 5  A A C  5 5 . 2 2 3 .

Section 56 AS 43.55.165(a)

S e c t i o n  ( a )  i s  r e w r it t e n  a n d  w o u l d  d e l e t e  t h e  “t y p ic a l  i n d u s t r y  p r a c t ic e s  a n d  s t a n d a r d s "  l a n g u a g e  

in  t h e  c u r r e n t  l e g i s l a t i o n .  T h e  l a n g u a g e  t h a t  is  d e l e t e d  f r o m  ( a )  is  i n s e r t e d  i n  ( b ) .
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Section 57 AS 43.55.165(b)

S e c t i o n  ( b )  w a s  m o d i f i e d  b y  d e l e t i n g  r e a s o n a b l e  a l l o w a n c e  l a n g u a g e  t h a t  w a s  i n s e r t e d  in  

1 6 5 ( a ) .

Section 58 AS 43.55.165(e)

T h e  c u r r e n t  l a w  a l l o w s  f o r  t h e  c o s t s  f o r  d i s m a n t l e m e n t ,  r e m o v a l ,  a n d  s u r r e n d e r  o r  a b a n d o n m e n t  

( D R & R )  t o  q u a l i f y  a s  l e a s e  e x p e n d i t u r e s  if  t h e y  a r e  i n c u r r e d  a f t e r  A p r i l  1 ,  2 0 0 6 .  T h e  p r o p o s e d  

l e g i s l a t i o n  w o u l d  d i s a l l o w  a l l  d i s m a n t l e m e n t ,  r e m o v a l  a n d  s u r r e n d e r  o r  a b a n d o n m e n t  c o s t s  t o  

q u a l i f y  a s  l e a s e  e x p e n d i t u r e s .

S e c t i o n  ( 1 9 )  w a s  a d d e d  t o  ( e ) .  It w o u l d  d ^ a l l o w  c o s t s  i n c u r r e d  f o r  r e p a ir ,  r e p l a c e m e n t ,  o r  

d e f e r r e d  m a i n t e n a n c e  t h a t  is  u n d e r t a k e n  i n  r e s p o n s e  t o  a  f a i l u r e  o r  p r o b l e m  t h a t  r e s u lt s  i n  a n  

u n s c h e d u l e d  in t e r r u p t io n  o r  r e d u c t io n  i n  t h e  r a t e  o f  o i l  o r  g a s  p r o d u c t i o n .

S e c t i o n  ( 2 0 )  w a s  a d d e d  t o  ( e ) .  It w o u l d  d i s a l l o w  c o s t s  o f  r e f in e r ie s  o r  c r u d e  o i l  t o p p i n g ,  p l a n t s ,  

i n c l u d i n g  t h o s e  o n  t h e  N o r t h  S l o p e  t h a t  p r o d u c e  f u e l  f o r  N o r t h  S l o p e  p r o d u c t i o n  o p e r a t i o n s .  

I n s t e a d  a  t a x p a y e r  w i l l  b e  a l l o w e d  a  d e d u c t i o n  f o r  w h a t  it ( a n d  t h e  S t a t e ' s  a u d it o r s )  r e c k o n s  is  

t h e  “ f a ir  m a r k e t  v a l u e "  f o r  r e f in e r y  p r o d u c t s  l e s s  t h e  u n d e r i y i n g  v a l u e  o f  t h e  o i l  u s e d  i n  t h e  

r e f in e r y .

Section 59 AS 43.55.165(h)

T h e  o r i g i n a l  l a n g u a g e  o f  t h is  s e c t i o n  d ir e c t e d  t h e  d e p a r t m e n t  t o  w r it e  r e g u l a t i o n s  w h e r e  ( a s  i n  C l  

u n d e r  . 0 1 1  ( j )  a n d  . 0 1 1  (k ) )  l e a s e  c o s t s  n e e d  t o  b e  a l l o c a t e d  b e t w e e n  o i l  p r o d u c t i o n  a n d  g a s  

p r o d u c t i o n .  T h e  p r o p o s e d  c h a n g e  w o u l d  e x p a n d  t h a t  d ir e c t iv e  t o  i n c l u d e  a n y  r e q u ir e d  a l l o c a t i o n  

o f  c o s t s .

Section 60 AS 43.55.170(a)

T h i s  s e c t i o n  w o u l d  d e l e t e  q u a l i f y i n g  l a n g u a g e  r e g a r d in g  p a y m e n t  o r  c r e d it  t h a t  h a s  a l r e a d y  b e e n  

s u b t r a c t e d  i n  c a l c u l a t i n g  b i l l a b l e  o r  b i l l e d  c o s t s  u n d e r  A S  4 3 . 5 5 . 1 6 5 ( c )  o r  ( d ) .
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Section 61 A S  43.55.890

T h i s  i s  a  n e w  s e c t i o n  r e g a r d i n g  t h e  d i s c l o s u r e  o f  t a x  i n f o r m a t i o n .  It w o u l d  a l l o w  t h e  d e p a r t m e n t  

t o  p u b l i s h  c e r t a in  i n f o r m a t i o n  if  t h e  i n f o r m a t i o n  i s  a g g r e g a t e d  f r o m  t h r e e  o r  m o r e  p r o d u c e r s  o r  

e x p lo r e r s .  T h e  p o t e n t i a l  i m p a c t  o f  t h is  c h a n g e  w a s  p r e v i o u s l y  d i s c u s s e d  i n  S e c t i o n  1 2 .

Section 62 A S  43.55.900

T h i s  s e c t i o n  a d d s  t h e  d e f i n i t i o n s  o f  “ n o n - u n i t i z e d  r e s e r v o ir " , “ p o o l " ,  “ p r o d u c e r " ,  a n d  " u n it"

Section 63 Repeals

T h i s  s e c t i o n  w o u l d  r e p e a l  t h e  f o l l o w i n g :

A S  4 3 . 5 5 . 0 2 3 ( f ) ,  ( S t a t e  p u r c h a s e  o f  c e r t a in  c r e d it s ) ,

A S  4 3 . 5 5 . 1 6 5 ( c ) ,  ( U s e  o f  o p e r a t i n g  a g r e e m e n t s )

A S  4 3 . 5 5 . 1 6 5 ( d ) ,  ( U s e  o f  a u d i t s  u n d e r  o p e r a t in g  a g r e e m e n t s )

A S  4 3 . 5 5 . 0 1 1 ( 1 ) ,  ( O r d e r i n g  o f  C l  t a x e s  a g a i n s t  c r e d it s )

A S  4 3 . 5 5 . 0 2 3 ( i ) ,  ( T r a n s i t i o n a l  I n v e s t m e n t  e x p e n d i t u r e  c r e d it s ) ,  

a n d  A S  4 3 . 5 5 . 1 6 0 ( c ) ,  ( M o n t h l y  a l l o c a t i o n  o f  a n n u a l  c o s t s ) .

Section 64 Uncodified Laws

T h i s  s e c t i o n  s t ip u l a t e s  t h e  a p p l i c a b i l i t y  d a t e s  f o r  e a c h  o f  t h e  s e c t i o n s .  I n  g e n e r a l ,  t h e  n e w  r u le s  

w o u l d  b e c o m e  e f f e c t iv e  J a n u a r y  1 ,  2 0 0 8 ,  e x c e p t  f o r  t h e  d e f e r r e d  m a i n t e n a n c e / c o r r o s i o n  

p r o v i s i o n s  o f  . 1 6 5  ( e )  ( 1 9 )  w h i c h  w o u l d  b e  r e t r o a c t iv e  t o  A p r i l  1 ,  2 0 0 6 .

Section 65 Auditors

T h i s  s e c t i o n  w o u l d  a s s i g n  o i l  a n d  g a s  a u d i t o r s  t o  e x e m p t  w e r v ic e .
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Section 66 Retroactivity of Regulations

T h i s  s e c t i o n  s t ip u l a t e s  t h e  d a t e s  o n  w h i c h  t h e  r e g u l a t i o n s  i m p l e m e n t i n g  t h is  s t a t u t e  c o u l d  a p p l y .  

Section 67 Pending Applications

T h i s  s e c t i o n  s t ip u l a t e s  h o w  t o  h a n d l e  c r e d it  a p p l i c a t i o n s  t h a t  a r e  c u r r e n t ly  p e n d i n g  b e f o r e  t h e  

D e p a r t m e n t  a n d  h a v e  n o t  b e e n  a p p r o v e d .

Section 68 Regulations

T h i s  s e c t i o n  w o u l d  g r a n t  D O R  a n d  D N R  t h e  a u t h o r it y  t o  a d o p t  r e g u l a t i o n s  n e c e s s a r y  t o  

i m p l e m e n t  t h is  l e g i s l a t i o n .

Sectioned Retroactivity

T h i s  p r o v i s i o n  e x p l i c i t l y  p r o v i d e s  t h a t  c e r t a in  p r o v i s i o n s  o f  t h e  a c t  a r e  r e t r o a c t iv e  t o  s p e c i f i c  

d a t e s .
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S u m m a r y  C o m p a r i s o n  b e t w e e n  Governor's October 1, 2 0 0 7  Production T a x  Proposal a n d  Current L a w  

Issue Current L a w  Governor's 10/1/2007 Proposal

B a s e  R a t e___________________________as 43.55.011 (e) a (g)_________________________________ biii sections 15 a 17
I Base Tax Rate 22.50% j 25%

Progressivity AS 43.55.011(g) A (h) Bill Sactions 17,16

Starting point $40 $30
Tax/$ of Price Index 0 25% 0.20%
Average Value over month year

G r o s s  V a l u e  Floor AS 43.55.011(f) Bill Section 15,16. 31-36, A 41-42

Base Prudhoe & Kuparuk North Slope
Rate ranges from 0% to 4% 10%
Credits further reduce floor tax? Yes No

Credits AS 43.55.023 and 55.025 Bill Section 26-28, 38-44 A 63

Investment Credits Taken in year of investment 1/2 in each of two years
Loss Carry Forward Credits 20% 25%
Transitional Investment Credits Yes No

Exploration Credits AS 43.55.025 Bill Section 36-44

DNR approval reguired? In Cl, to avoid 3 mile limit Always
Confidentiality of well data 10 years 2 years
Pre-existing well One drilling season Two consecutive drilling seasons
"DNR TIE" Credits for pre 2003 seismic
work? no 5%

A llowable L e a s e  Expend i t u r e s AS 43.55.165 Bill Sections 52-64

Use producer audits of operators? Yes No
DR&P Allowed? Some No
Deferre :i Maintenance allowed? Yes No
Field Topping Plants allowed? Yes No
DED
10/8/2007
Matrix Summary page 1



S u m m a r y  C o m p a r i s o n  b e t w e e n  Governor's October 1 , 2 0 0 7  Production T a x  Proposal a n d  Current L a w

Issue Current L a w  Governor's 10/1/2007 Proposal

State Purchase of Credits AS 43.55.023(f) A (g) Bill Saction 45 (AS 43.55.028)

Paid from: "appropriations made by law"
oil and gas credit fund, funded from 

production taxes
Annual dollar cap per taxpayer? $25 million none

Information AS 43.05.230 and royalty statutas Bill Sactlons 2-9,11-13, 49 8 61

forward looking information required none

information "necessary to forecast... 
revenues under AS 43.55". Penalty up to 

$1000 a day.

Disclosure of tax information
if aggregated to "prevent the 

identification of particular returns.” if aggregated w/2 other producers

DNR sharing royalty information w/ DOR limited ability expanded ability
DOR sharing tax information with DNR limited ability expanded ability

Statute of Limitations AS 43.05.260 Bill Sactlons 1,14,50 now AS 43.55.075

State assessment must be issued within 3 yrs 6 yrs

DOR Auditors As 39.25.100 Bill Sactlons 10, 65, 67

DOR auditors exempt employees? I no yes |

Effective Date Bill Section 64

Generally Jan 1 2008
Deferred Maintenance Rules Apr 1 2006

DED
10/8/2007
Matrix Summary page 2
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Stability
1 )  D e c i s i o n  o n  P r u d h o e  B a y  S a t e l l i t e s  -  B o r e a l i s ,  M i d n i g h t  S u n ,  O r i o n ,  P o l a r i s ,  P o i n t  

M c I n t y r e ,  a n d  A u r o r a  a r e  i n t e g r a t e d  a n d  c o l l e c t i v e l y  m a n a g e d .  M e r e l y  i m p l e m e n t e d  t h e  

i n t e n t  o f  t h e  s t a t u t e .  W h e n  y o u  c o n s o l i d a t e  w e l l s  w it h  P B U  f a c i l i t i e s  t h e  r e g u l a t i o n s  

c o n t e m p l a t e  c o n s o l i d a t i o n  f o r  t a x  p u r p o s e s .

2 )  P P T  t a x .  T h e  p r o d u c e r s  h a v e  g e n e r a l l y  o p p o s e d  a n y  c h a n g e s  t o  t h e  E L F  p r io r  t o  t h e  

S G D A  n e g o t i a t i o n s .  T h e y  l i k e d  t h e  e c o n o m i c s  o f  E L F  b u t  k n e w  t h e y  w e r e  g o i n g  t o  h a v e  

t o  a g r e e  t o  s o m e  c h a n g e  i n  o r d e r  t o  g e t

a .  F i s c a l  c e r t a in t y  u n d e r  t h e ir  c o n t r a c t

b .  T h e y  w e r e  a l s o  h o p i n g  f o r  c o n t r a c t  a p p r o v a l  if  t h e y  a g r e e d  t o  t h e  c h a n g e

c .  T h e y  l o s t  o n  a l l  c o u n t s .

i .  T h e y  d i d  n o t  g e t  t h e  t a x  t h e y  “ a g r e e d  to "

i i .  T h e y  d i d  n o t  g e t  a n y  t y p e  o f  c e r t a in t y  o n  t h e  t a x

i i i .  T h e y  d i d  n o t  g e t  t h e  c o n t r a c t

3 )  T h e  g o v e r n o r  h a s  c a l l e d  y o u  b a c k  t o  r e v i e w  t h e  t a x  b e c a u s e  o f  t h e  “ c l o u d ”  o n  t h e  t a x .  I 

d o n ’t t h i n k  t h i s  r e v i e w  w i l l  c a u s e  t h e  w o r l d  t o  s e e  y o u  a s  u n s t a b l e .  T h e  i n d u s t r y  w i l l  

c e r t a i n l y  s a y  it i s  t r u e ,  b u t  a n y o n e  w h o  r e a l l y  l o o k s  u n d e r n e a t h  t h e ir  r h e t o r ic  w i l '  k n o w  

t h e  t r u t h . T h e y  a l s o  k n o w  t h e  t r u t h . T h i s  i s  m e r e l y  a n  e v a l u a t i o n  o f  w h a t  w a s  d o n e  -  w it h  

a  p o s s i b l e  e a r l y  m i d - c o u r s e  c o r r e c t io n .

4 )  I f  y o u  c h a n g e  t h e  t a x  n o w  a n d  c h a n g e  it  a g a i n  d u r i n g  t h e  r e g u l a r  s e s s i o n ,  t h e r e  m a y  b e  

a  p r o b l e m .
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Alaska’s Prospectivity

1 )  O i l

a .  S t a t e  l a n d s -  l e s s  t h a n  2 0 %  o f  t h e  f u t u r e  p o t e n t i a l  a r e  o n  s t a t e  l a n d s  w h e r e  w e  

r e c e i v e  b o t h  r o y a l t y  a n d  t a x .

i .  P u d d l e s

i i .  H e a v y  O i l  -  w i l l  c o m e  b a c k  t o  t h i s

b .  N P R A  -  a r o u n d  3 0 %  o f  f u t u r e  p o t e n t i a l  i s  i n  N P R A

i .  N o  r o y a l t y  b u t  %  t h e  r o y a l t y  c o m e s  b a c k  t o  t h e  s t a t e  f ir s t  a s  i m p a c t  a i d ,  

t h e n  t o  f u n d  P C E  t h e n  a n o t h e r  f u n d  b e f o r e  it h a s  a  p o s s i b i l i t y  t o  g e t  t o  t h e  

g e n e r a l  f u n d .  O f  t h e  m i l l i o n s  o f  d o l l a r s  t h a t  t h e  s t a t e  h a s  r e c e i v e d  f r o m  

N P R A  I d o n ’ t t h i n k  a n y  o f  it h a s  r e a c h e d  t h e  g e n e r a l  f u n d .

i i .  T a x e s  -  y o u  s t il l  g e t  t a x e s .  B u t  h i g h  c o s t s  w i l l  r e s u l t  i n  h i g h  o p e x  a n d  

c a p e x .

c .  O f f s h o r e  O C S  -  o v e r  5 0 %  o f  f u t u r e  p o t e n t i a l  i s  i n  t h e  O C S

i .  N o  r o y a l t y

i i .  N o  t a x e s

d .  W h a t  i s  t h e  f u t u r e  v i s i o n  f o r  o i l

i .  G o v  s h o u l d  g o  t o  c o n g r e s s  a n d  g e t  u s  t h e  s a m e  a s  t h e  G u l f  S t a t e s  h a v e .

T h e y  g e t  a  s h a r e  o f  t h e  O C S  r e v e n u e s  b e c a u s e  t h e  f e d s  r e c o g n i z e  t h a t

t h e  l o c a l  s t a t e  j u r i s d i c t i o n s  a r e  i m p a c t e d  b y  O C S  d e v e l o p m e n t  -  a n d  t h e y  

c a n  o p p o s e  it a n d  p r e v e n t  it f r o m  p r o c e e d i n g  f o r w a r d

1 .  T h i s  s h o u l d  b e  b e f o r e  s h e l l  d r i l l s  a n y  e x p l o r a t i o n  w e l l s
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2 .  S h o u l d  w o r k  w it h  t h e  N S B  t o  m a k e  s u r e  t h a t  t h e  o p e r a t i o n s  i n  t h e  

O C S  m i n i m i z e  t h e  i m p a c t  t o  t h e  e n v i r o n m e n t  a n d  l o c a l  

c o m m u n i t i e s  a n d  s u b s i s t e n c e  c u l t u r e

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

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

1 .  O n e  o f  t h e  s l i d e s  y e s t e r d a y  s h o w e d  t h e  i n d u s t r y  d o i n g  s t r e s s  c a s e  

e c o n o m i c s  a t  $ 4 0 .  C o m m i s s i o n e r  G a l v i n  s t a t e d  t h a t  h e a v y  o i l  w i l l  

b e  i m p a c t e d  a r o u n d  $ 4 1  d o l l a r s  f r o m  t h e  i m p l e m e n t a t i o n  o f  t h e  

1 0 %  g r o s s  t a x  w h i c h  m e a n s  t h a t  w e  m a y  a c t u a l l y  c r e a t e  a  

s i t u a t i o n  w h e r e  w e  h a v e  p r e v e n t e d  o r  s l o w e d  o n e  o f  t h e  m o s t  

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

m i n i m u m  t a x .  T h e  m i n i m u m  t a x  l o o k s  l ik e  it  w a s  d e s i g n e d  t o  

p e n a l i z e  h e a v y  o i l  n o t  h e l p  it .

e .  A l a s k a  c o m p e t i t i v e n e s s  -

i .  W e  a r e  a  m a t u r e  ( b e t w e e n  C o l v i l l e  a n d  c a n n i n g )  p r o v i n c e  a s  f a r  a s  o i l  i s  

c o n c e r n e d .  G e o l o g y  i s  k i n g .  H e a v y  o i l  a n d  p u d d l e s

i i .  N P R A  h a s  l a r g e r  p o t e n t i a l  i n  t h e  A l p i n e  t y p e  r a n g e

i i i .  O C S  s t i l l  h a s  t h e  e l e p h a n t s  b u t  a t  g r e a t  c o s t  a n d  h i g h  e n v i r o n m e n t a l / l e g a l  

r is k .

2 )  G a s

a .  P e d r o  s a i d  t h e  g a s  p i p e l i n e  w a s  u n e c o n o m i c

b .  I w o u l d  c a l l  it i n d e t e r m i n a t e

i .  F o u r  t h i n g s  n e e d e d  t o  s a y  e c o n o m i c  o r  u n e c o n o m i c

1 .  C o s t s  o f  t h e  p i p e l i n e

2 .  F u t u r e  p r i c e  o f  g a s

3 .  S t a b i l i t y  o f  t h e  t a x e s  a n d  w h a t  t h e y  a r e

4 .  I n t e r n a l  R a t e  o f  R e t u r n / P r o j e c t  e v a l u a t i o n  c r it e r ia

Page 4



c .  T h e  s u b m i t t a l  o f  t h e  p r o p o s a l s  w i l l  n o t  c h a n g e  t h e  a b o v e  s u b s t a n t i a l l y  u n l e s s  t h e  

a p p l i c a n t s  a c c e p t s ,  t r a n s f e r s ,  o r  p r o v i d e s  a  w a y  t o  h a n d l e  s o m e  o f  t h e  a b o v e  

r is k s  t o  t h e  s t a t e ’s  a n d  t h e  s h i p p e r ’s  s a t i s f a c t i o n .

d .  W h e n  t h e  p r o p o s a l s  c o m e  o u t  a t  t h e  e n d  o f  N o v e m b e r  t h e  s t a t e  s h o u l d  r e v ie w  

t h e  p r o p o s a l s  t h e n  e v a l u a t e  h o w  t h e y  c a n  h e l p  t h e  s t a t e  m o v e  t h e  p r o j e c t  

f o r w a r d .  T h e  p r o j e c t  i s  n o t  a  g a s l i n e  t h r o u g h  C a n a d a  o r  a n  L N G  l i n e  t o  V a l d e z .  It 

i s  m o n e t i z i n g  t h e  N o r t h  S l o p e  g a s  r e s o u r c e  t o  t h e  g r e a t e s t  b e n e f i t  o f  t h e  p e o p l e  

o f  t h e  S t a t e  o f  A l a s k a .  It  m a y  m e a n  m a k i n g  a d j u s t m e n t s  t o  t h e  l a w  i n  J a n u a r y .  It 

m a y  m e a n  t a k i n g  a  n e w  c o u r s e ,  it a l s o  m a y  m e a n  A G I A  i s  w o r k in g  a n d  a l l  t h a t  

n e e d s  t o  b e  d o n e  i s  t o  i m p l e m e n t  it .

3 )  T i m i n g  o f  d e v e l o p m e n t  i n  g e n e r a l  a n d  g a s  p i p e l i n e  d e v e l o p m e n t  s p e c i f i c a l l y .

a .  A  r e a s o n a b l e  t i m e l i n e  f o r  g a s  p i p e l i n e  d e v e l o p m e n t  i s  a t  l e a s t  1 0  y e a r s .  A n y t h i n g  

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

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

b .  A  r e a s o n a b l e  t i m e l i n e  f o r  o i l  d e v e l o p m e n t  d e p e n d s  o n  p r o x i m it y  t o  e x i s t i n g  

f a c i l i t i e s .  E . g . ,

i .  T a r n  t o o k  a r o u n d  2  y e a r s  a n d  w a s  p r o b a b l y  o n e  o f  t h e  f a s t e s t  b e c a u s e  it 

w a s  n e a r  K u p a r u k .

i i .  6  t o  8  y e a r s  i s  a  b e t t e r  e s t i m a t e  f o r  p r o s p e c t s  t h a t  a r e  w i t h i n  2 5  m i l e s  o f  

e x i s t i n g  f a c i l i t i e s .

i i i .  A r o u n d  1 0  y e a r s  f o r  p r o j e c t s  t h a t  is  m o r e  r e m o t e .

iv .  T h e s e  a r e  r o u g h  r u l e s  o f  t h u m b  t h a t  d o n ’ t t a k e  i n  t o  c o n s i d e r a t i o n  s p e c i f i c  

e n v i r o n m e n t a l ,  l o g i s t i c s ,  c u l t u r a l  a n d  s u b s i s t e n c e  i s s u e s  o f  a  p a r t ic u l a r  

p r o j e c t  -  e a c h  o f  w h i c h  c o u l d  d e l a y  d e v e l o p m e n t  f o r  s e v e r a l  y e a r s .
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ACES incentives

1 )  L e g a c y  f i e l d s  a n d  a l l  o t h e r  e x i s t i n g  f i e l d s .

a .  P l a c e s  a  h i g h e r  t a x  b u r d e n  o n  t h e m

b .  T a k e s  a w a y  t h e  T I E  c r e d it s

c .  R i n g  f e n c e s  c e r t a i n  c r e d it s .

2 )  E x p l o r e r s

a .  P l a c e s  a  h i g h e r  t a x  b u r d e n  o n  t h e m

b .  G i v e s  t h e m  a  g u a r a n t e e  o f  g e t t i n g  t h e ir  t a x  c r e d it  g i v i n g  t h e m  2 %  t o  3 %  e x t r a  

o n  t h e ir  t r a n s f e r a b l e  c r e d it s

c .  M o v e s  n e t  o p e r a t i n g  l o s s e s  t o  2 5 %  c a r r y o v e r .

d .  T h e  c o s t s  o f  t h e  h i g h e r  t a x  e x c e e d  t h e  c r e d it  b e n e f i t .
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Summary
S o m e o n e  a s k e d  y e s t e r d a y  w h a t  t h e  g o v e r n o r ' s  e c o n o m i c  p o l i c y  s h o u l d  b e  r e g a r d i n g  

o i l  a n d  g a s .

I r e c o m m e n d  a  f e w  t h i n g s

1 )  E n c o u r a g e  h e a v y  o i l  d e v e l o p m e n t ;  d o n ' t  p l a c e  p e n a l t i e s  i n  f r o n t  o f  it .

2 )  W o r k  w it h  C o n g r e s s  t o  g e t  o u r  f a ir  s h a r e  o f  O C S  r e v e n u e  b e f o r e  s h e l l  o r  a n y  

o t h e r  o i l  c o m p a n y  d r i l l s  i n  t h e  O C S .

3 )  W o r k s  w it h  l o c a l  c o m m u n i t i e s  t o  m a k e  s u r e  t h e ir  c o n c e r n s  a r e  a d d r e s s e d  b e f o r e  

d e v e l o p m e n t  p r o c e e d s  a n d  s o  t h a t  r e s p o n s i b l e  d e v e l o p m e n t  c a n  p r o c e e d .
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