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sold under circumstances where the sale price does not represent the prev ailing value 
lor oil or gas of like kind, character, or quality in the field or area from which the 
product is p roduced , the department may require the lax to he paid upon the basis of 
the value of oil or gas of the same kind, quality, and character prevail itm for that Held 
or area during the calendar month of production or sale [FOR I MAI HELD OR 
AREA].

See. 12. AS 43.55.020 is amended by adding new subsections to read:
(g) Notwithstanding any contrary provision of AS 43.05.225. an unpaid 

amount of an installment payment required under (a)( 1) (4) of this section that is not 
paid when due bears interest (I) at the rate provided for an underpayment under 
26 U.S.C. 6621 (Internal Revenue Code), as amended, compounded daily, from the 
date the installment payment is due until the March 31 described in AS 43.55.030(a). 
and (2) as prov ided for a delinquent tax under AS 43.05.225 after that March 31. 
Interest accrued under (I) of this subsection that remains unpaid after that March 31 is 
treated as an addition to tax that bears interest under (2) of this subsection. An unpaid 
amount of tax due under (a)(5) of this section that is not paid when due bears interest as provided for a delinquent tax under AS 43.05.225.

(h) Notwithstanding any contrary provision of AS 43.05.280.
(1) an overpayment of an installment payment required under (a)( I) -

(4) of this section bears interest at the rale provided for an overpayment under 
26 U.S.(A 6621 (Internal Revenue Code), as amended, compounded daily, from the 
later of the date the installment payment is due or the date the overpayment ts made, 
until the earlier of (A) the dale it is refunded or is applied to an underpayment, or (Hi 
the March 31 described in AS 43.55.030iai:

(2i except as provided under ill of this subsection, interest with 
respect to an overpayment is allowed only on any net overpayment of the payments
requited undei ta) of this section that remains after the later ol the March 31 described 
in AS 43.55.tt.’Ola) or the date that the statement required under AS 43 55.0301a) is 
filed:

(31 inletest is allowed under (21 ot this subsection only from a date that 
is no days after the lalei ot the Match 31 described in \S 43.55.i)3<i(ni or the date that



the statement required under AS 43.55.030(a) is filed: interest is nut allowed il the 
overpayment w as refunded within the %-day period:

(4) interest under (2) and (3) of this subsection is paid at the rate and in 
the manner provided in AS 43.05.225(!).

See. 13. AS 43.55 is amended by adding new sections lo read:
Sec. 43.55.023. Tax credits for certain losses and expenditures, (a) A 

producer or explorer may lake a tax credit for a qualified capital expenditure as 
follows:

(1) notwithstanding that a qualilied capital expenditure may be a 
deductible lease expenditure for purposes of calculating a production tax value of oil 
or gas under AS 43.55.160(a). unless a credit for that expenditure is taken under 
AS 38.05.18()(i ). AS 41.00.010. AS 43.20.043. or AS 43.55.025. a producer or 

explorer that incurs a qualified capital expenditure may also elect to take a lax credit 
against a tax due under AS 43.55.011(e) in the amount of 20 percent of that 
expenditure:

( , a producer or explorer may take a credit for a qualified capital 
expenditure incurred in connection with geological or geophysical exploration or in 
connection with an exploration well only if the producer or explorer provides to the 
department, as part of the statement required under AS 43.55.030(a) for the calendar 
year for which the credit is sought to be taken, the producer's or explorer's written 
agreement

(A) to notify the Department of Natural Resources, within 30 
days alter completion of the geological or geophysical data processing or 
completion of the well, or within 30 days after the slalom ‘tit is filed, whichever 
is the latest, ol'thc date ol'completion and to submit a report u that department 
describing the processing sequence and provide a list of data sets available:

(M) to provide to the Department of Natural Resources, within 
3<» days after the dale of a request, specific data sets, ancillary data, and reports 
identified in (A) of this paragraph:

(Cl that, notwithstanding any provision of AS 38. the 
Department of Nniutal Resources shall hold confidential the inlormalion



provided 1 0 that department under this paragraph for 10 years lollovvmg the 
completion date, after which the department shall publicly relcaw the 
information after 30 days’ public notice.
(b) A producer or explorer may elect to take a tax credit in the amount ol 20 

percent of a carried-forwaid annual loss. A credit under this subsection may be 
applied against a lax due under AS 43.55.011(e). For purposes ol this subsection, a 
carried-forward annual loss is the amount of a producer’s or explorer's adjusted lease 
expenditures under AS 43.55.165 and 43.55.170 for a previous calendar year that was 
not deductible for that calendar y ear under AS 43.55.160(b) and (e).

(c ) A credit or portion of a credit under this section may not be used to reduce 
a person's tax liability under AS 43.55.011(e) for any calendar year below zero, and 
any unused credit or portion of a credit not used under this subsection may be applied 
in a later calendar year.

(d) Except as limited by (i) of this section, a person entitled to take a lax credit 
under this section that wishes to transfer the unused credit lo another person may 
apply to the department for a transferable lax credit certificate. An application under 
this subsection must be in a form prescribed by the department and must include 
supporting information and documentation that the department reasonably requires.
I he department shall grant or deny an application, or grant an application as to a lesser 

amount than that claimed and deny it as to the excess, not later than 60 day s alter the 
latest of (11 March 31 of the year following the calendar year in which the qualified 
capital expenditure or carried-lbrward annual loss for which the credit is claimed was 
incurred: <2i if the applicant is required under AS 43.55.030(a) to file a statement on 
or before March 31 of the year following the calendar year in which the qualified 
capital expenditures or carried-forward annual loss for w hich the credit is claimed was 
incurred, the date the statement was filed: or (3) the date the application was received 
by the department. If. based on the information then available to it. the department is 
reasonably satisfied that the applicant is entitled to a credit, the department shall issue 
the applicant a transferable tax credit certificate Ibr the amount ol the credit. A 
certificate issued under this subsection does not expire.

tel A person to which a transferable tax credit certificate is issued under (d) ol



this section may transfer the certificate to aiKiiher person. and a transferee may lunher 
transfer the eeriillcate. Subject ti* the limitations set out in (a) - (e) ol this section, and 
notwiihsiandiiu any action the department may take with respect to the applicant 
under (g) of this section, the owner ol a certilicate may apply the credit or a portion of 
the credit shown on the certilicate only against a tax due under AS 43.55.011(e). 
However, a credit shown on a transferable tax credit certilicate may not be applied to 
reduce a transferee's total tax due under AS 43.55.011(e) on oil and gas produced 
during a calendar year to less than SO percent of the tax that would otherwise be due 
without applying that credit. Any portion of a credit not used under this subsection 
may be applied in a later period.

(Ij Under standards established in regulations adopted by the department and 
subject to appropriations made by law. the department, on the written application ol 
the person to whom a transferable lax credit has been issued under (d) of this section 
and whoso average amount of oil and gas produced a day taxable under 
AS 43.55.011(e) is not more than 50.000 B'l U equivalent barrels a day for the 
preceding calendar year, shall issue a cash refund, in whole or in part, for the 
certilicate if the department finds

(1» within 24 months after having applied for the transferable lax credit 
certilicate. that the applicant incurred a qualified capital expenditure or was the 
successful bidder on a bid submitted for a lease on state land under AS 3S.(b.l»S()(l):

(2) that the amount of the refund would not exceed the total of 
qualilied capital expenditures and successful bids described in (1) ol this subsection 
that have not been the subject of a finding made under this paragraph for purposes ol a 
pre\ ions refund:

(3) that the applicant does not ha\c an outstanding liability to the slate 
for unpaid delinquent taxes under this title: and

(4) that the sum ol the amount of the refund applied for and amounts 
previously refunded to the applicant during the calendar year under this subsection 
would not exceed S25.Udfi.tKMl.

(gi flic issuance of a transferable lax credit certilicate undet (d)ol this section 
or the issuance of a cash refund fora certilicate under ill ol this section Joes not limit
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the department's ability to later audit a tax credit claim k> which the certificate relates 
or lo adjust the claim if the department determines as a result of the audit that the 
applicant was not entitled to the amount of the credit for which the certificate was 
issued, t he tax liability of the applicant under AS 43.55.011(e) and 43.55.017 - 
43.55.1S0 is increased by the amount of the credit that exceeds that to which the 
applicant was entitled, or the applicant's available valid outstanding credits applicable 
against the tax levied by AS 43.55.011(e) are reduced by that amount. If the 
applicant's tax liability is increased under this subsection, the increase bears interest 
under AS 43.05.225 from the dale the transferable tax credit certificate was issued. For 
purposes of this subsection, an applicant that is an explorer is considered a producer 
subject to the tax levied by AS 43.55.011(c).

(h) Regulations adopted to implement this section shall include provisions 
prescribing reporting, record keeping, and certification procedures and requirements to 
verify the accuracy of credits claimed and to ensure that a credit is not used more than 
once.

(i l For the purposes of this section.
(1) a producer's or explorer's transitional investment expenditures arc 

the sum of the expenditures the producer or explorer incurred on or after April 1. 
2001. and before April 1. 2006. dint would be qualified capital expenditures if they 
were incurred on or after April I. 2006. less the sum ol the payments or credits the 
producer or explorer received before April 1. 2006. for the sale or other transfer of 
assets, including geological, geophysical, or well data or interpretations, acquired by 
the producer or explorer as a result of expenditures the producer or explorer incurred 
before April I. 2066. that would be qualified capital expenditures, if they were 
incurred on or after April 1. 2006:

(21 a producer or explorer nun elect to take a tax credit against a tax 
due under AS 43.55.01 lie) in the amount of 20 percent of the producer's or explorer's
transitional investment expenditures, but only to the extent that the amount docs not 
exceed I 10 of the producei's or explorer's qualified capital expenditures that arc 
in lined during the calendar year for which the credit is taken:

(3) a producer or explorer may not take a t-,x credit for a transitional



1 investment expenditure
2 (A) for any calendar year after the later of
3 (i) 2013: or
4 (ii) the sixth calendar year after the calendar year for
5 which the producer first applies a credit under this subsection against a
6 tax due under AS 43.55.011(c). if the producer did not have
7 commercial production of oil or gas from a lease or property in the state
S before April 1. 2006;
9  (B) more than once: or

1 0  (C) if a credit for that expenditure was taken under
1 ] AS 38.05. lS’0(i). AS 41.09.010. AS 43.20.043. or AS 43.55.025:
12 (4) notwithstanding (d). (e). and (g) of this section, a producer or
13 explorer mav not transfer a tax credit or obtain a transferable tax credit certificate for a
14 transitional investment expenditure.
15 (j) As a eondilion of receiving a tax eredit under this section, a producer or
16 explorer that obtains the tax credit lor or directly related to a pipeline, facility', or other
17 asset that is or becomes subject to regulation by the federal hnergy Regulatory
IS Commission or the Regulatory Commission of Alaska, or a successor regulatory body
19 shall til id! limes support and in all rate proceedings file to flow through 100 percent ol
20 the tax credits to ratepayers as a reduction in the costs ol service for the pipeline.
21 facility, or other asset.
22 (k) In this section, "qualified capital expenditure"
23 (li means, except as otherwise provided in (2) of this subsection, an
24 expenditure that is a lease expenditure under AS 43.55.165 and is
25 (A) incurred lor geological or geophysical exploration; or
.26 i It) treated us a capitalized expenditure under 2o I .S.C.
27 ( Internal Revenue Code), as amended, regardless of elections made
2.X under 2o I S4 ’. 2o3<ci (Internal Revenue (  ode I. as amended, and is
29 fit treated as a capitalized expenditure for federal
3 0  income tax reporting purposes by the person incurring the expenditure:
31 or
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(ii) eligible lo he tied lie ted as an expense under 26 
I .S.C. 263(c) (Internal Revenue Code), as amended:
(2) does not include an expenditure incurred to acquire an asset

(A) the cost of previously acquiring which was a lease 
expenditure under AS 43.55.165 or would have been a lease 
expenditure under AS 43.55.165 if it had been incurred on or after 
April 1. 2006: for purposes of this subparagraph, "asset" includes 
geological, geophysical, and well data and interpretations: or

(B) that has previously beer, placed in service in the state; an 
expenditure to acquire an asset is not excluded under this paragraph if 
not more than an immaterial portion of the asset meets a description 
under this paragraph..

See. 43.55.024. Additional non transferable tax credits, (a) For a calendar 
year for which a producer's tax liability under AS 43.55.011(e) on oil and gas 
produced from leases or properties outside the Cook Inlet sedimentary basin and south 
of 68 degrees North latitude exceeds zero before application of any credits under this 
chapter, a producer that is qualified under (c) of this section may apply a lax credit 
against that liability of up to S6.000.000.

(b) A producer may not lake a tax credit under this section lor any calendar 
year after the later of

(11 2016: or
(21 the ninth calendar year after the calendar year during which the 

producer first has commercial oil or gas production before May I. 2016. from at least 
one lease or property in the stale outside the Cook Inlet sedimentary basin and south ol 
oX degrees North latitude, if the producer did not have commercial oil or gas 
production from a lease or property in the state outside the Cook Inlet sedimentary 
basin and south of 68 degrees North latitude before April 1. 2006.

(c) t»n written application by a producer, including any information the 
department may requite, the department shall determine whether the producer 
qualifies under this section for a calendar year, lo quality under this section, a 
producer must demonstrate that its operation in the state or its ownership ol an interest
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in a lease or property in the state as a distinct producer entity would not result in the 
division among multiple producer entities of any production lax liability under 
AS 43.55.011(e) that would he reasonably expected to be attributed to a single 
producer entity if the tax credit provisions of (a) of this section did not exist.

(d) A tax credit authorized by this section may not be applied to reduce a 
produc r's tax liability for any calendar year under AS 43.55.011(e) on oil and gas 
produced from leases or properties outside the Cook Inlet sedimentary basin and south 
of 68 degrees North latitude below zero.

(e) An unused tax credit or portion of a tax credit under this section is not 
transferable and may not be carried forward to or used in a later calendar year.

* Sec. 14. AS 43.55.025(a) is amended to read:
(a) Subject to the terms and conditions of this section. [ON OIL AND GAS 

PRODUCED ON OR AFTER JULY 1. 2004. FROM AN OIL AND GAS LEASE. 
OR ON GAS PRODUCED FROM A GAS ONLY LEASE.] a credit against the 
production tax due under AS 43.55.011(e) |THIS CHAPTER] is allowed for 
exploration expenditures that qualify under (b> of this section in an amount equal to 
one of the following:

(1) 20 percent of the total exploration expenditures that qualify only 
under (b) and (e) of this section:

(2) 20 percent of the total exploration expenditures for work performed 
before July I. 2007. and that qualify only under (b) and (d) of this section:

(3) -R> percent of the total exploration expenditures that qualify under
(h). tc). and (d) of this section: or

(4) 40 percent of the total exploration expenditures that qualify only 
under (b) and (e) of this section.

* See. 15. AS 43.55.025(b) is amended to read:
(b) Jo qualify for the production tax ciedit under (a) of this section, an 

exploration expenditure must be incurred for work performed on or al'tef July 1. 2003. 
and bclorc July I. 2016 |2007|. except that an exploration expenditure fora ( uok inlet 
prospect must be incurred for work performed on or after July I. 2005. (AND 
III FORI JULY I. 2010. \ND FXCI PI THA I AN I XIMORA I l()N
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EXPENDITURE. IN WHOLE OR IN PART. SOUTH OF 68 DEGREES. 15 
MINUTES. NORTH LATITUDE. AND NOT PART OF A COOK INLET 
PROSPEC T MUST BE INCURRED FOR W ORK PERFORMED ON OR AFTER 
.11 'EY 1. 2003. AND BEFORE JULY I. 2010.j and

(1) mav be Ibr seismic or geophysical exploration costs not connected 
with a specific well:

(2) if for an exploration well.
(A) must be incurred by an explorer that holds an in ten st in the 

exploration well for which the production tax credit is claimed:
(B) may be for either an oil or gas discovery well or a dry hole:

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

reasonably required for the surface preparation, drilling, casing, cementing, 
and logging of an exploration well. and. in the case of a dry hole, for the 
expenses required for abandonment if the well is abandoned within 18 months 
after the date the well was spudded:

(3) may not be for testing, stimulation, or completion costs: 
administration, supervision engineering, or lease operating costs: geological or 
management cost1-': community relations or environmental costs; bonuses, taxes, or 
other payments to governments related to the well: or other .s that are generally 
recognized as indirect costs or financing costs: and

(4) may not be incurred for an exploration well or seismic exploration 
that is included in a plan of exploration or a plan of development for am unit on 
May 13.2003.

See. 16. AS 43.55.025(f) is amended to read:
(f) For a production lax credit under this section.

(1) an explorer shall, in a form prescribed by the department and 
within six months of the completion of the exploration activ ity, claim the credit and 
submit information sulllcicnt to demonstrate to the department's satisfaction that the 
claimed exploration expenditures qualilv under this section:

(2) an explorer shall agree, in writing.



] (A) ic* notify the Department o f  Natural Resources, within 30

2  days alter completion o f  seismic or geophysical data processing, completion o f

3 a well, or filing o f  a claim  for credit, whichever is the latest, for which

4 exploration costs are claimed, o f  the date o f  completion and submit a report to

5  that department describing the processing sequence and providing a list o f  data

6  sets available: if. under (c)(2)(B) o f  this section, an explorer submits a claim

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

8  miles o f  a well already drilled for oil and gas. in addition to the submissions

9 required under ( 1 ) o f  this subsection, the explorer shall submit the information

1 0  necessary for the com m issioner o f  natural resources to evaluate he validity ol

1 1 the explorer's claim that the well is directed at a distinctly separate exploration

1 2  target, and the comm issioner o f  natural resources shall, upon receipt oj all

13 evidence sufficient for the com m issioner to evaluate the explorer’s claim, make

14 that determination within 60 days:

15 (B) to provide to the Department o f  Natural Resources, within

16 30 days after the date o f  a request, specific data sets, ancillary data, and reports

17 identified in (A) o f  this paragraph:

IS (C) that, notwithstanding any provision o f  A S  38. information

19 provided under this paragraph will be held confidential by the Departm ent ol

20 Natural Resources for 10 years following the completion dale, at which time

2 1  that department will release the information after 30 days' public notice:

2 2  (3 ) if  more than one explorer holds an interest in a well or seismic

23 exploration, each explorer may claim  an amount o f  credit that is proportional to the

24 explorer's cost incurred:

25 (4 ) the department m ay exercise the full extent ol its powers as though

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

27 expenditures are qualified exploration expenditures under this section: and

28 (5 ) i f  the department is satisfied that the explorer's claimed

29 expenditures arc qualified under this section, the department shall issue to the explorer

30 a production tax credit certificate for the amount o f  credit to be allowed against

31 production taxes due under AS 43 .55 .011(e) | f  I IIS C I lA l ’ I I R :  I IO W E Y hR .
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N O TW IT H STA N D IN G  A N Y OTHHR PR O V ISIO N  01- ITUS SECTION, THE 

D E PA R T M E N T  M A Y  N O T ISSUE TO AN EX PLO R ER A PR ODU CTIO N TAX 

CR ED IT  C E RTIFICA TE IP TH E T O T A L  OF PR O D U C TIO N  TAX CREDIT'S 

SU B M ITTED  FOR CO O K  INLET PR O D U C TIO N , BA SED ON EXPLORAT ION 

EX PEN D ITU RES FOR W ORK PER FO R M ED  DU RING TH E PERIOD 

DESCRIBED IN (b) OF THIS SEC TIO N  FOR THAT' PR O D U CTIO N . TH A T 1 lAVE 

BEEN A PPR O V E D  BY THE D E P A R T M E N T  EX CEED S S20.000.000].

* See. 17. AS 43.55.025(h) is am ended to read:

(h) A producer that purchases a production tax credit certilicate m ay apply the 

credits against its production tax liability under AS 4 3 .55 .01 1 (e) [ 11 IIS C H A P1E R ]. 

Regardless o f  the price the producer paid for the certificate, the producer may receive 

a credit against its production tax liability for the full am ount of the credit, but for not 

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

allowed under this section m ay not be applied more than once.

* Sec. IS. AS 43.55.025(i) is amended to read:

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

( 1 ) the am ount o f  the credit that may be applied against the production 

tax for each calendar year m ay not exceed the total production tax liability u n d e r  

AS 43 .55 .011(c) o f  the taxpayer applying the credit for the same calendar year: and

(2 ) an am ount o f  the production tax credit that is greater than the total 

tax liability u n d e r  AS 43 .55 .011(c) o f  the taxpayer applying the credit for a calendar 

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

u n d e r  AS 4 3 .55 .011(c) in one or more immediately following calendar years.

* Sec. 19. AS 43.55.030(a) is amended to read:

(a) I'he | FAX SH A LL BE RAID TO THE D EPA R TM EN T, A N D  I HE] 

person paying the tax shall file with the department on M arch  31 o f  the  v c a r  

followitii! the c a le n d a r  v c a r  fo r  w hich the tax w as  lei led |A  1 I HE I IMF IIII 

I AX IS R1 Ol IRI I) TO Bl PAID] a statement, under oath, in a form  [ON FO R M S| 

prescribed In (OR A C C E P T A B L E  T(>| the department, giving, with o ther 

information required, the following:

1 1 ) a description o f  each  [ IT II | lease or property from which the <41



a n d  [OR] yets w e tc  |W A S | produced. b\ name, ley a! description. lease number, or 

|B Y ] accounting codes (C < )| )i; NU M BERS] assigned by the department:

(2 ) the names o f  the producer and the person payiny the tax:

(3) the gross amount o f  oil a n d  the »ross am o u n t  of |O R ] gas 

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

o f  oil and  "its owned by each producer for w hom the tax is paid:

(4) the »ross  [TOTAL] value at the  point of p ro d u c tio n  o f  the oil 

a n d  of the [OR] gas produced from each [THE] lease or property owned by each 

producer for whom the lax is paid: [AND]

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

an d  for the [OR] uas. unless relieved from  this r c d u i m n c n l  in w hole o r  in p a r t  bv 

th e  d e p a r tm e n t :

(G) the producerVs base  p ro d u c t io n  u n d e r  AS 43.55.01 Iff): a n d

(7 ) the p ro d u c e r 's  lease e x p e n d itu re s  a n d  a d ju s tm e n ts  as 

ca lcu la ted  u n d e r  AS 43.55.16(1 - 43.55.170 [IE SO L D  IN I HE S IA  I Lj.

Sec. 20. AS 43.55.030(d) is amended to read:

(d) Reports by or on behalf  o f  the producer are delinquent the first dav 

following the day the re p o r t  | fAX] is due. [EA C H  PR O D U C ER  IS SU B .ILC 1 10  A 

PEN ALTY OE $25 A D A Y  FOR EACH LEA SE OR PR O PER TY  UPON W HICH 

TH E REPORT IS NO T FILED. T H E  PEN A LTY  TOR FAILURE TO LILT A 

R E PO R T  IS IN AD DITION TO THE PEN A LTY  LOR DELINQUENT T AXES. 

A N D  IS A LIEN A G A IN S T  I TIE A SSETS OK TH E PRODU CER.]

Sec. 21. AS 43.55.040 is amended to read:

See. 43.55.04(1. Pow ers  o f  D e p a r tm en t  o f  Revenue. Except as provided in 

AS 43.05.405 - 4 3 .0 5 .4 w . the department may

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

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

or gas to furnish, w h e th e r  hv the filinit o f  r e g u la r  s ta te m e n ts  o r  r e p o r ts  o r  

o therw ise , additional information that is considered by the department as necessarv to 

com pute the amount o f  the tax: n o tw ith s tan d in g  a m  emit r a n  provision  of law, the 

d isc losu re  o f  add it iona l  in fo rm a tio n  u n d e r  this p n ra i t rn p h  to the  p ro d u c e r



o b l ig a t e d  to p av  the* tax  does  not  violate AS 4 0 .2 5 .100(a) o r  AS 43.05 .230(h) :  

b e f o r e  d is c los ing i n f o r m a t i o n  u n d e r  th is  p a r a g r a p h  tha t  is o t h e r w i s e  r cw u i rc d  to

be held cotifidential u n d e r  AS 4(1.25.100(a) o r  AS 43.05.230(a). the  d e p a r tm e n t  

shall

(A) p ro v id e  the pe rson  tha t  fu rn ished  the  in fo rm a tio n  a 

rea sonab le  o p p o r tu n i ty  to be h ea rd  re g a rd in g  tlie p roposed-d isc losu re  an d  

the cond it ions  to be im posed  t inder  (B) o f  this p a ra g r a p h ;  an d

(B) im pose  a p p ro p r ia t e  conditions lim iting

(i) access to the  in fo rm a tion  to those legal counsel, 

consu ltan ts ,  em ployees, officers, and  agen ts  of the  p ro d u c e r  w h o  

have a need to know  tha t  in fo rm ation  for the  p u rp o se  of

d e te rm in in g  o r  con testing  the p ro d u c e r 's  tax obliga tion : and

(ii) the use o f  the  in fo rm a tion  to use for th a t

p u rp o s e :

(2 ) examine the books, records, and files o f «tie It a person;

(3) conduct hearings and compel the attendance o f  witnesses and the 

production o f  books, records, and papers o f a i n  person: and

(4 ) m ake an in\estimation or hold an inquiry that is considered 

necessary to a disclosure o f  the facts as to

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

a company or other producer o f  oil or gas: and

(Hi the rendition o f  the oil and gas for taxing purposes.

Sec. 22. AS 43.55.OSt) is amended to read:

Sec. 43.55.080. Collection and  deposit  o f  revenue . F.u-cpt as o therw ise 

p ro v id e d  u n d e r  a r t .  IX. sec. 17. C ons t i tu tion  o f  the  S la te  o f  A laska, the  | 1111. | 

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

AS 43.55.011 - 4 3 .55 .ISO |A S  43 .55 .011 - 43.55.1501.

Sec. 23. AS 43.55.135 is amended to read:

Sec. 43.55.135. M e a su re m e n t .  I or the purposes o f  AS 43.55.(111 - 4 3 .55 .ISO 

| AS 43.55.011 - 43.55.15 > I. except u h e r o  o therw ise  p n o i d c d ,  <41 is |S1I.\1 I. BkJ 

m eastned in terms o f  a "barrel o f  oil" and gas is | SI 1A1 I HI: | measured in terms o f  a



1 "cubic fool ol'gas."

2 * See. 24, AS 43.55.150(a) is amended to read:

3 (a) I or the purposes o f  AS 43.55.01 1 - 43.55.180 [AS 43.55.011 - 43.55.150].

4 the gross value at the  point o f  p ro d u c t io n  is [SHALL BIZ] calculated using the

5 reasonable costs o f  transportation o f  the oil o r  gas. The reasonable costs of

6  transportation a i r  [SHA LL BL] the actual costs, except w h e n  the

7 (1) [W H EN T H E ] parties to the transportation o f  oil or gas are

8  affiliated:

9 (2) [W H EN TH E] contract for the transportation o f  oil or gas is not an

1 0  arm ’s length transaction or is not representative o f  the m arket value ol that

1 1  transportation: an d

12 (3) [W H EN  TH E] method o f  transportation o f  oil or gas is not

13 reasonable in view o f  existing alternative m ethods o f  transportation.

14 * Sec. 25. AS 43.55 is amended by adding new sections to article 1 to read:

15 Sec. 43.55.160. Determination of production tax value o f  oil and gas. (a)

16 Except as provided in (b) o f  this section, for the purposes o f

17 (1) A S  43.55.011 (e). the annual production  tax value o f  the taxable

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

19 property in the state that includes land north o f  6 8  degrees North  latitude is the

2 0  gross value at the point o f  production o f  the oil and gas taxable under

21 AS 43 .55 .011(e) and p' 'duced by the producer from that lease or property, less

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

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

24 property, as adjusted under AS 43.55.170:

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

26 propertv in the state outside the Cook Inlet sedimentary basin and south ol 6 8

27 degrees North latitude is the gross value at the point ol production ol the oil

28 and gas taxable under AS 4 3 .55 .011(e) and produced by the producer from that

29 lease or property, less the producer's lease expenditures under AS 4 3 .ro .  165

30 for the calendar y ear applicable lo the oil and gas produced by the produce

31 from that lease or property, as adjusted under AS 43.55.170:
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(C) oil produced during a calendar Near from a lease or properly

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

production o f  the oil taxable under AS 43 .5 5 .0 1 1(e) and produced by the 

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

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

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

(D) gas produced during a calendar year from a lease or

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

production o f  the gas taxable under AS 4 3 .55 .011(e) and produced by the 

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

under AS 43,55.165 for the calendar year applicable to the gas produced by the 

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

(2) AS 43 .55 .011(g). the monthly production tax value o f  the taxable

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

property in the slate that includes land north o f  6 8  degrees North latitude is the 

gross value at the point o f  production o f  the oil and gas taxable under 

AS 43 .55 .011(g) and produeed by the producer from that lease or property, less 

1/12 o f  the producer's lease expenditures under AS 43.55.165 for the calendar 

year applicable to the oil and gas produced bv the producer from that lease or 

property, as adjusted under AS 43.55.170:

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

properly in the stale outside the Cook Inlet sedimentary basin and south ot 6 8  

degrees North latitude is the gross value at the point o f  production o f  the oil 

and gas taxable under AS 4 3 .5 5 .0 1 1(g) and produced by the producer from that 

lease or property, less 1 / 1 2  o f  the producer's lease expenditures under 

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

the producer from that lease or property, as adjusted under AS 4 3 .5 5 .170:

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

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

the oil taxable under AS 43.55.01 1(g) and produced by the producer from that 

lease or propertv. less 1 1 2  o f  the producer’s lease expenditures under

-25-



AS 43.55.165 lor the calendar vear applicable lo ilie oil produced by the 

producer from lhal lease or property. as adjusted under AS 4 3 .5 5 .170:

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

Cook Inlet sedinlcntarv basin is the gross value at the point ol production ol 

the gas taxable under AS 43.55.01 Kg) and produced by the producer lrom that 

lease or property, less 1 / 1 2  o f  the producer's lease expenditures under 

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

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

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

than zero.

(c) Notwithstanding any contrary provision o f  AS 43.55.150. for purposes o f  

calculating a m onthly production tax value under ( a)(2 ) o f  this section, the gross value 

at the point o f  production o f  the oil and gas taxable under AS 43 .55 .011(g) is 

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

appropriate monthly share o f  the producer's costs o f  transportation for the calendar 

year.

<d) Irrespective o f  whether a producer produces taxable oil or  gas during a 

eulcn. r r vcar or month, the producer is considered to have generated a positive 

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

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

AS 43.55.165 and 4 3 .5 5 .170 are less than zero as a result o f  the producer's receiving a 

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

credit under AS 43.55.024(b) or that has obtained a transferable tax credit certilicate 

under A S 43.55.024(d) for the am ount o f  a tax credit under AS 43.55.024(b) is 

considered a producer, subject to the tax levied under AS 43 .55 .011(e). to the extent 

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

explorer's receiv ing a payment or credit under AS 43.55.170.

(e) Anv adjusted lease expenditures under AS 43.>5.165 and 43.55,170 that 

would otherwi-v be deductible Iw a producer in a calendar vcar but whose deduction 

would cause an annual production tax value calculated under ia)( I) ol this section ol 

taxable oil or gas produced (.luring the calendar vcar to be less than zero may be used



u * establish a carricd-forward annual loss under A S 43.55.024(b).

See. 43.55 .165.  Lease exp en d itu re s ,  (a) Except as provided under (e) - (e) ol 

this section, for the purposes ol AS 43.55.160. a producer s lease expenditures lor a 

calendar year are the ordinary and necessary costs upstream ol the point ol production 

o f  oil and gas that are incurred during the calendar year by the producer on or after 

April I. 2006. and that are direct costs o f  exploring for. developing, or producing oil 

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

case o f  land in which the producer does not own a working interest, that are direct 

costs o f  exploring for oil or gas deposits located within o ther land in the state. In 

determining whether costs are lease expenditures, the department shall consider, 

am ong other factors.

( 1 ) the typical industry practices and standards in the state that 

determine the costs, o ther than items listed in (e) o f  this section, that an operator is 

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

agreements or similar operating agreements that were in effect on or before 

December 1. 2005. and were subject to negotiation with at least one working interest 

owner with substantial bargaining power, other than the operator: and

(2) the standards adopted by the Department o f  Natural Resources that 

determine the costs, other than items listed in (e) o f  this section, that a lessee is 

allowed to deduct from revenue in calculating net profits under a lease issued under 

AS 38.05.1S()(lj(3)(B). (D). or (I-.).

t b ) f o r  purposes o f  (a) o f  this section.

1 1 ) direct costs include

(A) an expenditure, when incurred, to acquire tin item if  the 

acquisition cost is otherwise a direct cost, notwithstanding that the expenditure 

max be required to be capitalized rather than treated as an expense for financial 

accounting or federal incom e tax purposes:

(H) payments ol or in lieu o f  propertv taxes, sales and use 

taxes, m otor luel taxes, and excise taxes:

tC'i a reasonable allowance, us determined under regulations 

adopted b\ the department. Ibr overhead expenses directly related to exploring



lor. developing. and producing oil or gas deposits located within leases or 

properties or other land in the state:

(2 i an activity does not need to he physically located on. near, or 

within the premises ol the lease or property within which an oil or  gas deposit being 

explored tor. developed, or produced is located in order for the cost ol the activity to

he a cost upstream o f  the point o f  production o f  the oil or gas.

(c) Subject to (g) and (h) o f  this section, i f  the department finds that the 

pertinent provisions o f  a unit operating agreement or similar operating agreement tire 

substantial!} consistent with the department's  determinations and standards under (a) 

o f  this section concerning whether costs arc lease expenditures, the department may 

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

adopted by the department, to treat as that portion o f  its lease expenditures lor a 

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

only

( h  the costs,  other than items listed in (e) o f  this section, that are

incurred by the operator during the calendar year and that

(A) are billable to the producer by the operator in accordance 

with the terms o f  the agreement to which that lease o r  proper ly  is subject:

(Hi for a producer that is the operator, would be billable to the 

producer b\ the o p v a lo r  in accordance with the terms ol the agreement to 

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

i t ' )  would be billable to the producer by the operator in 

accordance with the terms o f  the agreement i f  that lease ot propertv were 

subject tit the agreement: or

(I)) for a producer that is the operator, would be billable to the 

producer bv the operator in accordance with the terms ol the agreement it that 

lease or property were subject to the agreement and it the produce) were not 

the operator; and

(2 1 a reasonable percentage. as determined under regulations adopted 

by the department, o f  the costs that are billable tinder 1 1 ) o f  this subsection as an 

allowance lor ovcihead expenses ditecily related to exploring lot, developing, and



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

expenses are not billable tinder the agreement.

(d) Subject lo (a) and (h) oh this section, il the department makes the finding 

described in (c ) o f  this section w ith respect to a unit operating agreement or similar 

operating agreem ent and. in addition, finds that at least one working interest owner 

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

effective!} audit billings under the agreement in fact is effectively auditing billings 

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

conditions prescribed under regulations adopted l\v the department, to treat as that 

portion o f  its lease expenditures for a calendar year applicable to oil and gas produced 

from a lease or property in the state only

(1) the costs, other than items listed in (e) ol this section, that are 

incurred by the operator during  the calendar year and lhal

(A) are billed to the producer b} the operator under the 

agreement to which that lease or propertv is subject and are either not disputed 

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

be p roperh  billable as a result o f  dispute resolution: or

(Ii) for a producer that is the operator, would be billable to the 

producer In the operator in accordance with the term s ol the agreement to 

which that lease or property is subject i f  the producer were not the operator: 

and

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

In the department, o f  the costs that are billed under (1) o f  this subsection as an 

a llow ance for overhead expenses direct!} related to exploring for. developing, and 

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

expenses are not billable under the agreement.

te t  I or purpose- ol ihi> section, lease expenditures do not include

1 1  > depreciation, depletion, o r amortization:

1 2 ) oil or gas rovaltv pa}incuts, production pavments. .ease profit 

'h a te s ,  or other pav menls or distributions ol a '•hare ol oil or g,.s pioduclion. profit, or 

rev enuc:



(3) taxes based on or measured b\ net income:

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

capital:

( 5 1 acquisition costs for a lease or property or exploration license:

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

(7) lines or penalties imposed by law:

(8 ) costs o f  arbitration, litigation, or other d ispute  resolution activities 

that involve the state or concern the rights or obligations am ong owners o f  interests in. 

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

(9) donations:

( 1 0 ) costs incurred in organizing a partnership, jo in t  venture, or other 

business entity or arrangement:

( 1 1 ) am ounts paid to indemnity the state: the exclusion provided by 

this paragraph does not apply to the costs o f  obtaining insurance or a surety bond from 

a third-party insurer or surety:

(12) surcharges levied under AS 43.55.201 or 43.55.300:

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

arm's length transaction, expenditures incurred that are in excess o f  fair market value:

(14) ; n  expenditure incurred to purchase an interest in any corporation, 

partnership, limited liability company, business trust, or any other business entity, 

whether or not the transaction is treated as an asset sale for federal income tax 

purposes:

(15) a tax levied under AS 43.55.011:

1 16) the portion o f  costs incurred for dismantlement, removal, 

surrender, or abandonm ent o f  a fac ili ty  pipeline, well pad. platform, or other 

structure, or for the restoration o f  a lease. Held. unit. area. bodv o f  water, or riglu-of- 

w a\ in conjunction with dismantlement, removal, surrender, or  abandonment, that is 

attributable to production o f  oil or gas occurring before April I. 2006: the portion is 

calculated as a ratio ol the amount o f  oil and gas production in barrels o f  oil equivalent 

associated with the facility, pipeline, well p; platform, or o ther structure, lease. Held, 

unit. area, hods o f  water, ot right-of-way occurring before April I. 20()(>. to the total

-3(1-



1 amount ol oil and gas production in barrels o f  oil equivalent associated with that

2  facility, pipeline, well pad. platform, or other structure, lease. Held. u. it. area. body ol

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

4  o f  the d ism antlem ent, removal, surrender, or abandonment: a cost is not excluded

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

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

7  improving the facility, pipeline, well pad. platform, or o ther structure: for the purposes

8  o f  this paragraph, "barrel o f  oil equivalent" means

9 (A.) in the case o f  oil. one barrel:

1 0  (13) in the ease o f  gas. 6 . 0 0 0  cubic feet:

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

1 2  is not confined to a pad. platform, or other structure, or costs to contain, clean up. or

13 rem ediate  such an unpermitted oil discharge to die extent that those costs exceed the

14 routine costs o f  operation for a producer or explorer that would otherwise be incurred

15 as lease expenditures in the absence o f  the unpermilted oil discharge: this paragraph

16 does not apply to the cost o f  developing and m aintaining an oil discharge prevention

17 and contingent-} plan  ” nder AS 46.04.030:

IS ( IS )  costs incurred lo satisfy a work comm itm ent under an exploration

l ‘t license under AS 38.05.132.

20 ( f ) For purposes o f  A S  43.55.024(a) and (b) and only as to expenditures

2 1  incurred to explore for an oil or gas deposit located within land in which an explorer

2 2  does not own a working interest, the term "producer" in this section, in

23 AS 43.55.160(e). and in AS 43.55.170 includes "explorer."

24 (g) The departm ent shall specif} or approve a reasonable allocation m ethod

25 for determining the portion o f  a cost that is appropriately treated as a lease expenditure

2 (> undci this section i f  a cost that would otherwise constitute a lease expenditure under

27 this section is incurred to explore tor. develop, or produce

28 ( I ) both  tin oil or  gas  deposit  located wi th in  land ou ts ide  the state and

2l> an oil o r  gas  deposi t  located wi th in  a lease or  property ,  or  o ther  land, in the slate:  or

3 0  l 2 ( an oil or gas deposit located partly within land outside the stale and

31 partly within a  lease oi pioperty. o r  other land, in the state.



(Ii) Ihe department shall adopt regulations that provide Ibr reasonable 

m ethods o f  allocating costs between oil and gas and between leases or properties in 

those circumstances where the determination o f  the lease expenditures that are 

applicable lo oil o r  lo gas. or that are applicable to oil and gas produced from different 

leases or properties, requires an allocation o f  costs.

(i) The department may adopt regulations that establish additional standards 

necessary to carrying out the purposes o f  this section and AS 43.5?. 170. including the 

incorporation ol the concepts of 2(> I .S.C. 482 (Internal Revenue Code), as amended, 

the related or accompany ing regulations o f  that prov ision, and any ruling or guidance 

issued by the I niled States Internal Rev enue Service that relates to that provision.

(j) For purposes o f  this section.

(1) "explore" includes conducting geological or geophysical 

exploration, including drilling a stratigraphic test well:

(2 ) "ordinary and necessary" lias the meaning given in 26 H.S.C. 162 

(Internal Revenue Code), as amended, and regulations adopted under that section:

(3 ) "stratigraphic test well" means a well drilled for the sole purpose ol 

obtaining geological information to aid in exploring for an oil or gas deposit and the 

target /o n es  o f  which are  located in the state.

See. 43.55.170. A d ju s tm e n ts  to lease e x p e n d itu re s ,  (a) 1 nless the payment 

or credit has already been subtracted in calculating billable or billed costs under 

AS 43.55.165(e) o r  (d). a producer's lease expenditures under AS 43.55.165 h u m  be 

adjusted by subtracting payments or credits, other than tax credits, received by the 

producer oi by an operator acting for the producer for

( h  the use by another person o f  a production facility in which the 

producer has an ow nership  interest ot the m anagem ent by the producer ol a production 

facility under a m anagem ent agreement providing lor the producer to receive a 

management tee:

<2 1 a reimbursement or similar payment that offsets the p roducers  

lease expenditures, including an insurance recovery Iron) a ihird-party insurer and a 

payment from the -'talc or Icdcral government for reim bursement of the p roducers  

upstream costs, including costs lot gathering, separating, cleaning, deity illation.
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compressing, or other field handling associated with the production ol oil or gas 

upstream o f  the point o f  production:

(3) the sale or other transfer o f

(A) an asset, including geological, geophysical, or well data or 

interpretations, acquired by the producer as a result o f  a lease expenditure or an 

expenditure that would be a lease expenditure if  it were incurred on or after 

April 1. 2006: for purposes o f  this subparagraph.

(ij i f  a producer rem oves from the state, for use outside 

the stale, an asset described in this subparagraph, the value o f  the asset 

at the time it is removed is considered a payment received by th . 

producer for sale or transfer o f  the asset:

(ii) for a transaction that is an internal transfer or is

otherwise not an arm's length transaction, if  the sale or transfer ol the

asset is made for less than fair market value, the amount subtracted 

must be the lair market value: and

(B) oil or  gas

(i) that is not considered produced from a lease or 

property under AS 43.55.020(e): and

(ii) the cost o f  acquiring which is a lease expenditure 

incurred by the person that acquires the oil or gas.

(hi Hxcept as otherwise provided under this subsection, i f  one or more

payments or credits subject to this section are received b\ a producer or by an operator

acting for the producer during a calendar year and it either the total amount ol the 

payments or credits exceeds the amount o f  the producer's applicable lease 

expenditures for that calendar Near or the producer has no lease expenditures for that 

calendar Near, the producer shall ..evcrtheless subtract those payments or credits from 

the lease expenditures or from zero, respectively, and the producer's applicable 

adjusted lease expenditures for that calendar sear  are a negative num ber and shall be 

applied to the pertinent calculation under AS 43.55.160(a) as a negative number.

Sec. 43.55.IS0. R e q u ire d  rep o r t ,  (a) I he department shall study

( I )  the efleets o f  the provision?, ol this chapter on oil and gas



exploration. development. and production in the stale, on investment expenditures for 

oil and gas exploration, developm ent, and production in the state, on the entry o! new 

producers into the oil and gas industry in the stale, on state revenue, and on lax 

administration and compliance, giv ing particular attention to the lax rales provided 

under AS 43 .5 5 .0 1 1. the tax credits provided under AS 43.55.023 -  43.55.025. and the 

deductions for and adjustments lo lease expenditures provided under AS 43.55.160 -  

43 .55 .170: and

(2) the effects o f  the tax rates under AS 43.55.01 Ki) on state revenue 

and on oil and gas exploration, developm ent, and production on private land, and the 

fairness o f  those tax rates for private landowners.

(h) The department shall prepare a report on or before the first day o f  the 2 0 1 1 

regular session o f  the legislature on the results o f  the study made under (a) ol this 

subsection, including recom m endations as to whether any changes should be made to 

this chapter. The departm ent shall notify the legislature that the report prepared under 

this subsection is available. 

h See. 26. A S 43.55.201 is amended to read:

See. 43.55.201. S u r c h a r g e  levied, (a) Every producer o f  oil shall pay a 

surcharge o f  S.01 [5 .021 per barrel o f  oil produced from each lease or property in the 

state, less any oil the ow nership  or right to w hich is exempt from taxation.

(h) The surcharge imposed by (a) o f  this section is in addition to t h e  tax  

i m p o s e d  l>v \ S  4 3 . 5 5 . 0 1 1 and is d u e  on t h e  last d av  o f  t h e  m o u t h  oil oil p r o d u c e d  

f rom  ea c h  lease  o r  p r o p e r t y  d u r i n g  the  p r e c e d i n g  m o n t h .  1 lie s u r c h a r g e  | SI IA 1.1. 

B1 PAID IN fill-. SA M I: M A N N E R  AS THE I AX IM PO SED  BY AS 4 3 .5 5 .0 1 1 - 

43.55.150; A N D | is in addition to the surcharge imposed by AS 43.55.300 - 

43.55.310.

ie) A producer o f  oil shall make a rep o r t  |R E P O R I S |  ol production on 

M arch  31 of the  v e a r  following the c a le n d a r  v c a r  of p ro d u c t io n  a n d  in the same 

manner and under the sam e penalties as required under \ S  4 3 .55 .011 - 43.55.ISII 

| AS 4 3 .5 5 .0 1 1 - 4 3 .5 5 .15 0 1.

See. 27. AS 43.55.201 is am ended In adding a new subsection to read:

4 .1 ) n i l  no! considered under AS 43.55.020(e) to be produced from a lease or



proper!) is no! considered to be produced from u lease or properly for purposes ol this 

section.

* Sec. 2S. A S 43.55.300 is amended to read:

See. 43.55.300. S u r c h a r g e  levied, (a) livery producer o f  oil shall pay a 

surcharge o f  S.04 [S.03] per barrel o f  oil produced from each lease or properly in the 

state, less any oil the ownership or right to which is exempt from taxation.

(b) The surcharge imposed by (a) o f  this section is in addition to the  tax 

im posed bv AS 43.55.011 and is due  on the  last dav o f  the m on th  on oil p ro d u c e d  

from  each lease o r  p ro p e r tv  d u r in g  the p reced ing  m on th .  T he  s u rc h a r g e  [SHALL 

BE PAID L\T f l l l l  SA M E M A N N ER  AS THE TAX IM POSED BY AS 43.55.011 - 

43.55,150: AND] is in addition to the surcharge imposed by AS 43.55.201 - 

43.55.231.

(e) A producer o f  oil shall make a repo rt  [REPO RTS] o f  production on 

M arch  31 of the  \ e a r  following the c a le n d a r  v c a r  o f  p ro d u c t io n  a n d  in the same 

m anner and under the sam e penalties as required under AS 43.55.011 - 43.55.LStl 

|A S 43.55.011 - 4 3 .5 5 .150|.

See. 29. AS 43.55.300 is amended In adding a new subsection to read:

(d) Oil not considered under AS 43.55.020(e) to be produced from a lease or 

property is not considered to he produced from a lease or property for purposes ol this 

section.

Sec. 30. A S  43 .55 .900 (0 )  is repealed  and reenacted to read:

(6 ) "gas" means

(A) all natural, associ- led. or casinghead gas:

(1 1 1  all hu lrocarbons  that

ii) are recovered In mechanical separation o f  well 

lluids or In gas processing in a gas processing plant; and

(iii exist in a gaseous phase at the completion ol 

mechanical separation and an) gas processing in a gas processing plant: 

fllld

(C l  all olhei  h j d ro c a r h o u s  p ro duced  f rom  a  well  not d e l ined  as



1 See. 31. AS 43.55.900(7) is repealed and reenacted in read;

2  (7) "gross value ai the point o f  production" m eans

3 (A) for oil. the value o f  the* oil at its point o f  production

4 without deduction o f  any costs upstream o f  that point o f  production:

5  (B) for gas. the value o f  the gas at its point o f  production

6  without deduction o f  any costs upstream o f  that point o f  production:

7 * See. 32. AS 43.55.900(10) is repealed and reenacted to read:

8  ( 1 0 ' "oil" m eans

9 (A) crude petroleum oil; and

1 0  (B) all liquid hydrocarbons that are recovered by mechanical

I I separation o f  well fluids or by gas processing in a gas processing plant:

12 * See. 33. AS 43.55.900 is amended bv adding new paragraphs to read:

13 (17) “ British thermal unit" means the quantity o f  hea required to raise

14 the temperature o f  one pound o f  water from 58.5 degrees Fahrenheit to 59.5

15 degrees Fahrenheit at a constant pressure o f  one atmosphere:

16 (18) "B T ll  equivalent barrel" means

17 (A) in the case o f  oil. one barrel;

18 (B) in the case o f  gas. the amount o f  gas that has a heating value

19 o f  6.000.000 British thermal units:

20 (19) "Cook Inlet sedimentary basin" has the meaning given in

21 regulations adopted to implement AS 38 .05 .180(f)(4):

2 2  (2 0 ) "explorer" means a person who. in exploring for new oil or gas

23 reserves, incurs expenditures:

24 ( 2 1 1 "gasprocessing"

25 (A) m eans processing a gaseou: mixture o f  hydrocarbons

2 (i (i) by means o f  absorption, adsorption, externally

27 applied refrigeration, artificial compression followed by adiabatic

28 expansion using the Joule-1 homsuit effect, or another physical process

29 that is not mechanical separation: and

3 d (ii) for the purpose ol extracting and recovering liquid

II  hvdroearbons:
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(Bi docs noi include gas treatment:

(2 2 ) "gas processing plant" means a laeility that

(A) extracts and recovers liquid hydrocarbons Ironi a gaseous 

mixture o f  hydrocarbons by gas processing: and

(B) is located upstream o f  any gas treatment and upstream o f  

the inlet o f  any gas pipeline system transporting gas to a market:

(23) "gas treatment"

(A) m eans conditioning gas anu rem oving from gas 

nonhydrccarbon substances for the purpose o f  rendering the gas acceptable for 

tender and acceptance into a gas pipeline system.

(B) includes incidentally rem oving liquid hydrocarbons from

the gas:

(C) does not include

(i) dehydration required to facilitate the movem ent ol 

gas from the well lo the point where gas processing takes place:

(ii) the scrubbing o f  liquids from gas to facilitate gas

processing:

(24) "heating value" means the gross num ber o f  BTL’s e v o k e d  In­

complete combustion o f  an am ount o f  gas;

(25) "landowner's royalty interest" means

(A) a lessor's royalty interest under an oil and gas lease: or

(B) a royalty interest that is

(i) held by a surface ow ner o f  land from which oil or 

gas is produced: and

liil granted in exchange for the right it' use the surlace 

o f  that land or as com pensation for dam age to the surface ol that land:

• 2<>) "oil and gas lease" includes an oil and gas  lease, a gas only lease, 

and an oil only lease:

(27)  "point  ol p ro duc t ion"  means

(A) lor oil. the automatic custody transfer meter or device 

throuch which the oil enters into the facilities ot a carrier pipeline or other



1 transportation carrier in a condition o f  pipeline quality; in the absence ol an

2  automatic custody transfer meter or device, "point of production" means the

3  mechanism or device to measure the quantity ol oil that has been approved by

4  the department for that purpose, through which the oil is tendered and accepted

5  in a condition o f  pipeline quality into the facilities o f  a c a n 'e r  pipeline or other

6  transportation carrier or into a field topping plant:

7  < B) for gas. other than gas described in (C) o f  this paragraph.

8  that is

9  (i) not subjected to o r  recovered by mechanical

]() separation or run through a gas processing plant, the lirst point where

1 1  the gas is accurately metered:

1 2  (ii) subjected to or recovered by mechanical separation

13 but not run through a gas processing plant, the lirst point where the gas

14 is accurately metered after completion o f  mechanical separation:

15 (iii) run through a gas processing plant, the lirst point

16 where the gas is accurately metered downstream  o f  the plant:

1 7  (C) for gas run through an integrated gas processing plant and

18 gas treatment facility that does not accurately m eter the gas alter the gas

19 processing and before the gas treatment, the lirst point where gas processing is

2 0  completed or where gas treatment begins, w hichever is further upstream.

21 * See. 34. AS 43 .55 .011(a). 43 .55 .011(b). 43 .55 .011(e). 43.55.012. 43.55.013. 43.55.016.

22 43.55.0251 k)( 1). 43.55.025(h)(3). 43.55.000(1). 45.55.900(8). 43.55.900( 11). 43.55.900(12). 

25 and 43.55.900i 16) are repealed.

24 * See. 35. The uncodilied law o f  the Stale of Alaska is amended by adding a new section to

25 read:

26 AIMM.lC'AIiJI.I'l Y. (a) Seelioits 5. 7 - 1(1. 1 2 -  14. lo  - 20. 24. and 26 - 54 o f  this Act

27 and AS 45.55.100 - 43.55.170. enacted by see. 25 ol (his Act. apply to oil and gas produced

28 after March 31. 2006.

2 9  (6 ) Section 11 o f  this Act ippiies to oil and gas produced before. on. or after the

3(i effect i \e  date o f  see. II o f  litis Act.

51 * See. 36. I he uncodilied law ol the Stale ol Alaska is amended by adding a new section to
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TR A N SITIO N A L PROVISION'S, (a) Notwithstanding any contrary provision ol' 

AS 43.55.023(i). enacted by sec. 13 o f  this Act. Tor oil and gas produced alter March 31. 

2000. and before January 1. 2007. the phrase "20 percent" in AS 43.55.023(i)(2). enacted by 

sec. 13 o f  this Act. shall be replaced by the phrase "15 percent".

(b) l 'or oil and gas produced before April 1. 2006. the provisions ol AS 4 . o 5 .  and 

regulations adopted under V S 43.55. that were in effect before April I. 2006. and that were 

applicable to the oil and gas continue to apply to that oil and gas.

(c) Notwithstanding any contrary provision o f  A S  43.55.020(a). as repealed and 

reenacted by sec. 7 o f  this Act. for oil and gas produced after March 31. 2006. and before 

lanuary 1 . 2007.

( 1 ) the am ount o f  me taxes that would have been levied on the producer by 

A S 43.55. as the provisions o f  th it chapter read on March 31. 2006. is due on the last day ol 

each calendar month on the oil and gas that was produced lrom  each lease or property during 

the preceding month:

(2) the amount, i f  any. o f  the taxes levied by AS 43 .55 .411(e). (g). and (i). 

enacted by sec. 5 o f  this Act. net o f  any credits applied as a llowed by law. lhal exceeds the 

am ount due under (1) o f  this subsection, is due on March 31. 2007.

(d) Notwithstanding any contrary provision ol AS 43.55.030(a). as amended by sec. 

19 o f  this Act. for oil and gas produced after M arch 31. 2006. and before January 1. 2007. the 

person paying the tax shall file with the Department ol Revenue, at the lime an amount ol lax 

is due

( 1 ) under (c ) ( 1 ) o f  this section, the statement required under former 

AS 43.55.030(a). as that subsection read on March 31. 2006: and

(2) under (c)(2) o f  this section, the statement required under AS 43.55.030(a). 

as amended by see, 19 o f  this Act.

(e) Notwithstanding any contrary provision ol AS 43.55.201(a) or (bi. as amended by 

see. 26 o f  this Act. <>r AS 43.55.300(a) or (b). as amended by sec. 28 o f  this Act. Ibr oil 

produced after March 31. 2006. and before January I. 2007.

( I )  the amount o f  the surcharges that would have been imposed on the 

producer under AS 43.55. as the provisions ol that chapter read on Match M . 2000. is due on

read:



1 the lust day nl each calendar month on oil produced from each lease or property during the

2  preceding month:

3 (2) the amount, i f  any. o f  the surcharges imposed under AS 43.55.201(a). as

4 amended by sec. 26 o f  this Act. and AS 43.55.300(a). as amended by sec. 28 of this Act. that

5 exceeds the amount due under ( ! )  o f  this subsection, is due on March 31. 2007.

6  (f) Notwithstanding any contrary provision o f  AS 43.55.201(c), as amended by sec.

7 26 o f  this Act. or AS 43.55.300(c). as amended by sec. 28 o f  this Act. for oil produced alter

8  M arch 31. 2006. and before January 1. 2007, at the lime an amount o f  surcharge is due

0  ( 1 ) under (e)( 1 ) o f  this section, the producer shall lile the report o f  production

10 required under former AS 43.55.201(c) and 43.55.300(c). as those provisions read on

11 March 31. 2006: and

12 (2) under (e)(2) o f  this section, the producer shall file on March 31. 2007. the

13 report o f  production otherwise required under A S  43.55.201 (c). as amended by sec. 26 ol this

14 Act. and AS 43.55.300(c). as amended by sec. 28 o f  this Act.

15 (g) For purposes o f  taxes to be calculated and due under (c)(1) ol this section and

16 statements to be liled under (d ) ( 1 ) o f  this section, regulations that were adopted by the

17 Department o f  Revenue under AS 43.55. as the provisions o f  that chapter read on M arch c l .

18 2006. and that were in effect on that date apply to those taxes and statements.

1 0  (h) Notwithstanding a m  contrary p ro \is ion  o f  AS 43.55.160(a)(2). enacted by sec. 25

20 o f  this Act. lor oil and gas produced after March 31. 2006. and before .human 1. 2007. the

21 phrase "1 12" in AS 4 3 .5 5 .160(a)(2)(A) (D). enacted by sec. 25 o f  this Act. shall be

2 2  replaced by the phrase " 1

23 * Sec. 37. I he uncodilied law o f  the Stale o f  \ la sha  is amended In adding a new section lo

24 read:

25 IR A N SITIO N : Rl I R O A C 11\ 1 fV  < >1 IU ( i l  l A HONS. Notwithstanding any

2(i contrary p ro \is ion  o f  AS 44,62.240. a regulation adopted In the Department ol Revenue to

27 implc.aent. interpret, m ake specific, or otherwise e a rn  out the prov isioits ol sees. s .  7 - 1 0 . 12

28 - 14. I(i - 20. 24 - 34. and 36 ol this Act may apply retroactively as o f  April I. 200(>. il the

2 0  Department o f  Revenue expressly designates in the regulation that the regulation applies

30 retroactively to that date.

3 1 * See. 38 . I lie uncodilied law o f  the State o f  Alaska is amended by adding a new section lo
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REVISOR'S IN STR U C I ION. The revisor o f  statutes is instructed to change the 

heading o f

(1) AS 43.55 from "Oil and Gas Production I axes and Oil Surcharge' to "Oil 

and Gas Production Tax and Oil Surcharge":

(2) article 1 o f  A S 43.55 from "Oil and Gas Properties P rcm c tio n  Taxes" to

"Oil and Gas Production fax":

(3) AS 4 3 .5 5 .0 1 1 from "Oil production tax" to "Oil and gas production tax":

(4) AS 43.55.025 from "Tax credit for oil and gas exploration or gas only 

exploration" to "A lternate  e tax credit for oil and gas exploration";

(5 AS 43.55.150 from "Determination o f  gross value" to "Determination ol 

gross value at the point o f  production."

* Sec. 39. The uncodilied law o f  the Stale o f  Alaska is amended by adding a new section to 

read:

R E T R O A C T IV IT Y  O F PROVISION S OF ACT. Sections 5. 7 - 10. 12- - i4 .  16 - 1 0 . 

and 24 - 36 o f  this Act are retroactive to April 1. 2006.

* Sec. 41). This Act lakes effect immediately under AS 01.10.070(c).

read:
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FISCAL NOTE

S T A T E  O F  A LA SK A  Fiscal N ote Num ber:_________________________________

2006 L E G I S L A T I V E  S E SSIO N  Bill Vorsion: HB3003-DNR-Q&G-07-2G-0'

()  Publish D ale: ___________________________

R evis ion  D n te /T im e  (N o te  if co rre c lio n ):__________________________ Depl. Affected:____________ Natural Resources_______
Title Oil and G as Taxes/Adjustm enl/ELF___________________RDU Resource D evelopm ent_______________
________________________________________________________________________ Com ponent Oil anct G as Developm ent_____________

Sponsor R eps. Crott, Crawford, Gruenberg____________________  ________________________________________
Requester Finance_______________________________________________ C om ponent No. 430_________

E xp endi tu re s /Rev enues __________________________________________ (T h o u s a n d s  o f D o llars)_____________________________
N ote: Amounts do not include inflation unless otherwise noted below.

O PERATIN G  EXPEN D ITU R ES FY 2007 FY 2008 FY 2009 FY 2010 FY 2011 FY 2012

Personal Services

Travel

Contractual

Supplies

Equipment

Land & Structures

Grants & Claims

Miscellaneous

T O TA L O P E R A TIN G 0.0 0.0 0.0 0.0 0.0 0.0

IC A P IT A L  EXPEN D ITU R ES

C H ANG E IN REVEN UES ( ) | I ! |

FU N D  SOURCE (Thousands of Dollars)

100 2 Federal Receipts

1003 GF Match
1004 GF

10 0 5  GF/Program Receipts

10 3 7  GF/Montal Health

O ther (Snecify Typo-Do not abbreviate)

T O T A L 0.0 0.0 0.0 0.0 0.0 0.0

E s tim a te  o f an y  c u r re n t y e a r (FY200G) c o s t: 0 0
M ark  th is  box (X) if  fu n d in g  fo r  th is  b i l l is  in c lu d e d  in the  G o v e rn o r 's  FY 2007  b u d g e t p ro p o s a l:

PO SITIO NS
Fu'l-time
Part-time
Temoorary

A N A LY S IS : (Attach a separate page if necessary)

There is no anticipated fiscal impact to the Department of Natural Resources.

___________________________ i
Phono 269-8800________________

D ate/T im e 7/26 /200 6________________

Approved by: Michael Mongo. Com m issioner______________________________________ Palo 7/26 /200 6

Agency Natural Resources___________________________________________________

Prepared by: William Van Dyke. Acting D'rcctor

Division Oil arid G as

iitn„«oo wrr.wjOMO) Payo 1 of 1



FISCAL NOTE
STATE OF ALASKA
2006 LEGISLA TIVE SESSION

Revision Dale/Time (Nolo if correclion):__________________
Tide An Acl Relating lo Iho O il and Gas Properties

Production Tax

Fiscal Note Number: 
Bill Version:
() Publish Date:

Dept. Affected:
; r d u

Component

HB 3003

Revenue
Tax and Treasury
Tax

Sponsor
Requester

Rep. Croll

Expenditures/Revenues

Component No.

(Thousands o f D o lla rs)

2476

Nole: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2007 FY 2008 FY 2009 FY 2010 FY 2011 FY 2012
Personal Services
Travel
Contractual
Supplies
Equipment
Land & Structures
Grants & Claims
Miscellaneous (OH office, etc)

98.4 98.4 98.4 98.4 98.4 90.4
7.2 7.2 7.2 7.2 7.2 7.2

112.5 3.1 3.1 3,1 3.1 3.1
5.3 0.3 0.3 0.3 0.3 0.3

TOTAL OPERATING 223.4 109.0 109.0 109.0 109.0 | 109.0

CAPITAL EXPENDITURES

CHANGE IN REVENUES ( ) | Sec ana lys is  section  ■

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipls
1003 GF Match
1004 GF
1005 GF/Program Receipts 
1037 GF/Mental Health
Olher (Specify Type-Do no! abbrcviHe)

•

2234 109.0 109.0 109.0 109.0 109 0

TOTAL 223.4 109.0 109.0 109.0 109.0 109.U

Estimate o f any current year (FY2006) cost: ______________
Check th is box (X) if fund ing fo r th is  b ill is inc luded in the G overnor's FY 2007 budget proposa l:

POSITIONS
Full-time 1 1 1 1 1 1
Part-time
Temporary

ANALYSIS: (Attach a separate pago i t  nocossory)

This bill would am end the oil and gas p roduction  tax by establish ing a m in im um  tax rate on  m ost N orth  S lope oil and gas 
production. W ith the exception o f heavy oil, a base tax rate ot 15% would app ly  to a ll N orth  S lope o il p roduction . F rom  
this tax base, each oil opera ting un it as de fined  by the Departm ent o f Natural R esources w ou ld  be a llow ed an exem ption  
o f 10,000 barrels pe r day from  taxa tion. A  surcharge o f 0.2%  would be app lied  to eve ry  d o lla r o r fraction  o f a do lla r by 
which the gross va lue  at po in t o f p roduction  exceeds $50. to a  m axim um  ot to ta l tax rate (inc lud ing  surcharge) o f 25% . 
Heavy oil production, defined as c rude  oil w ith  an assay  o f 18 degrees or less us ing the A m erican  P e tro leum  Institu te  
(API) scale) would be sub ject to a low er base tax ru le, reduced by 5% for eve ry  1 degree A P I g rav ity  that the  oil fa lls  
be low  the API gravity threshold o( 18.

The bill w ou ld  a lso am end the tax ra te on na tu ra l gas production by estab lish ing  a base  la x  rato o f 10%. Each gas 
operating unit w ou ld  bo a llow ed an exem ption  o f 00 ,000  m cf per day from  taxa tion . There is no surcharge  on  gas 
production under th is proposal.

Prepared by Robynn Wilson, M ichael William:). Roger Marks, and Cheryl Nionhuis Phone 269-1019
Division Tax Division Dalo/Timo 7/25/06 1:00 PM

Approved by. Jerry Burnett  Date 7/25/200G______
Agency Department ot Revenue__________________________________________
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FISCAL NOTE

A N A LY S IS  C O N TINUATIO N

Th e  Deparlmenl of Natural Resources currently defines 1 1  oil production opera'ing units on (lie  North Slope 1  hese are 
the following units: Prudhoe Bay, Colville River, Kuparuk River, Milne Point, Duck Island, North Star, Badami, Point 
Thomson, Oooguruk, Nikaitchuq, and Tuvaaq, Most of the fields in our oil production forecast fall into one of these units. 
Federal properties, however, including the Liberty field and parts of the NPR-A, have not yot been  unitized. Fields that 
do not currently belong in a unit w ere considered single field units for the purposes of this analysis.

T h e  10 ,000 barrel per day exem ption per unit translates to about 70 ,000 tax-free barrels per day in FY 2 0 0 7 , building to
120 .00 0  barrels per day in FY 2 0 12 , with the startup of the Liberty, NPR-A, and offshore fields. At $00 per barrel,
120 .000 tax-free barrels per day in FY 2 0 12  equal close to $400 million of foregone revenue.

Problems associated with identifying, m easuring, and monitoring heavy oil (as described below ) m ake  a realistic 
assessment of the tax treatment of heavy oil extrem ely difficult to com plete. Due lo these  difficulties and to the relatively 
negligible tax impacts of the heavy oii tax calculation, wo have chosen not to attem pt to r  jd e l heavy oil separately, This 
fiscal note also does not attem pt to assess the impacts this tax would have on revenue from Cook Inlet oil and gas 

production.

There are four issues related to heavy oil in HB 3003 that need to be recognized as critical to the  collection of production 

taxes. These items are the following:
• Definition of Heavy Oil 
■ Measurem ent
• T im e and Changes O ver T im e

• Technology and T im e

As currently proposed in HB 3003, the four item s listed above would m ake  the collection of ta xe s  challenging and 
problematic. It is assum ed that heavy oil is omitted from tax liability in HB 3003 due to the difficulty and high cost of 
developing it As this discussion will show , just because a crude oil is classified as heavy [according to HB 3003] does 
not mean it will be difficult or expensive to develop and oil not classified as heavy m ay be very difficult and expensive to 

develop. W hat is now classified as expensive to develop, m ay not bo in the future. Each topic is now reviewed.

Definition of Heavy Oil
HB 3003 defines heavy oil as that with an American Petroleum Institute [API] gravity of 18  degrees or less. W hile this 
appears to be a "clean" definition, it omits the fact that crude oils with an API of 18  degrees or less are not necessarily 
difficult to produce. O ther factors m ay be m ore important S o m e basics:

Heavy Oil is a type of crude oil which is very viscous and does not flow easily. T h e  com m on characteristic properties are 
the following:
• High specific gravity
• Low hydrogen to carbon ratios
• High carbon residues, and
• High contents of asphaltenos, heavy m etal, sulphur and nitrogen

It is not just Iho gravity that m akes the heavy oil difficult to deal with -  it is the presence of other factors. There is no one 
dclmitioi' of heavy oil, but it relcrs to oil with a high density and low API gravity duo to the  presence of a  high proportion 
ot heavy hydrocarbon fractions. All these definitions rofcr to (tie crude oil at the surfaco. In term s of the  ability of the oil 
to How within the formation - the key issue in Alaska -  is that heavy oils are generally those with a  viscosity greater than 
10 0  centa Poise [cP) at reservoir conditions (although on occasions the term heavy oil has been  applied to in situ 
viscosity as low as 4 cP).

Viscosity is the m easure of the internal friction of a fluid. This friction becom es apparent w hen  a  layer ot fluid is m ade lo 
m ove in relation to another layer. T h e  greater the Iriction, the greater Iho amount of force required lu cause ttiis 
m ovem ent, which is called "shear." Shearing occurs w henever the fluid Is physically m oved or distributed, as In pouring, 
sproading, spraying, mixing, etc. Highly viscous fluids, therefore, require more force to m ove ttian loss viscous materials.

STATE OF ALASKA HILL NO. HB 3003_____________
2006 LEGISLATIVE SESSION
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FISCAL NOTE

Tem perature also plays a key role in viscosity. Higher lem peralures imply lower viscosity v/ith the fluid flowing more 
easily. In oil formations, the deeper in the ground the oil formation, the w arm er the tem perature, the lower the viscosity, 
the easier the flow. In Alaska, the viscous oils lend to be in shallower depths, which m ean  the oil is cooler, more 
viscous, and does not (low as easily. Also, Iho Alaska oil is found in less consolidated formations which produce a lot of 
sand as the  oil is produced.

T h e  combination of temperature, viscosity, and additional com ponents in the oil [carbon residues, heavy m etals, sulphur, 
nitiogen and sand] m ake for difficulty in developing of heavy oil -  not necessarily API gravity.

M easurem ent
To  accurately interpret HB 3003, all oil coming from the North Slope would have to exam in ed  and evaluated to determ ine 
if it is heavy. This would imply m easuring all oil produced from each well. A well m ay be multi-lateral with different bores 
going to different levels. Oil produced at one level m ay be classified as heavy [less than 1 8  degrees API] while crude 

produced from a different formation [sam e well, sa m e  field, diffe 'onl depth] m ay not be  classified as heavy.
M easurem ent could be a nightmare.

T im e  and C h an ges  O ver Tim e
T h e  production would have to m easured and monitored on a monthly basis. Changes in field operations occur all the 
tim e. A well may be producing oil classified as heavy today, and that classification could change in a day, a w e e k , a 
m onth, or a year as new  bores are drilled into different layers. Thus, the m easurem ent aspect would have to bo an on­
going monthly event,

Technology and T im e
W h at may be difficult and expensive to produce today, m ay well be com m onplace and cheaper to produce in the future. 
T h e  oil industry has shown tremendous ingenuity in developing techniques to find and develop oil. For exa m p le , in the 
ca se  of deepw ater offshore oil developm ent, it w as impossible to produce oil from depths greater than 600 m eters in the 
early 19 7 0 s . By 2003 , oil companies w ere regularly producing oil a t depths below 1 ,5 0 0  m eters. N ew  system s and 
techniques were developed to access the oil deeper and deeper under the ocean.

In North America, similar results can be found in C anada  w h ere  new  techniques have b een  introduced to develop heavy 
oil. As the new  techniques were developed, the per barrel costs of developing heavy oil decreased.

In sum m ary, oil that is difficult and expensive to produce today may well be less expensive  to produce in the future. Any 
legislation that assum es heavy oil will always be exp ensive  to develop does not take into account the dynamic nature of 
ttie oil industry and its ability to develop new  m ethods and techniques to produce hydrocarbons, and reduce costs in the 

process.

Conclusions
Legislation that sooks to tax oil production using API gravity as a m ean s to determ ine tax liability has a higti likelihood of 
being difficult to administer while offering real challenges to m easure and enforce. C h an g es  in m ethods and technology 
over tim e will likely allow heavy oil to bo recovered and often developed at a lower por barrel cost as tim e m arches on.
This m eans the very rationale for using heavy oil as a discriminating factor will loso its basis over tim e. It is 
recom m ended that another option be  used for tax legislation purposes.

Costs associated w ith this bill fall into three categories: ( 1 )  A one-tim e information technology/database change 
estim ated to bo 350 ,000; (2 ) A one-tim e expenditure ot about $60,000 for assistance with drafting regulations; and (3) 
two half-time equivalent individuals (or additional engineering and audit work pertinent to the heavy oil designation and to 
North Slope fields lhal currently play little or no tax

T h e  bill would bu elloclivo Septem ber 1 ,  2006,

STATE O F  ALASKA HILL NO. HB 3003______________

2006 LEGISLA TIVE SESSION

Pago 3 of *1



FISCA L NOTE

STATE O F ALASKA H ILL N O . HB 3003

2006 LE G ISLA TIVE SESSION

A N A LY S IS  C O N TIN U A TIO N  (M ILL IO N S  OF 2005 D O LL A R S )

T h e  figures in the table below reflect the revenues that would be received from the bill relative to the status quo for FY 
2 0 0 7 -2 0 12  at the DOR forecast prices, a $40 price and a $60  price. (N ote that the status quo num bers are slightly 
different from w hat is reflected in the Spring 2006 R even u e Sources Book because of volum e adjustm ents from the oil 
spill, and because of some differences betw een w hat so m e  taxpayers actually remit and w h at is ultimately exp ec ted  lo 
be  collected.) T h e  figures reflect North Slope activity; the impact on Cook Inlet is exp ec ted  to be m odest. T h e  status quo 
tax figures assum e Iho January 20 0 5  ELF aggregation decision by the Department of R even u e  for Prudhoe Bay 

continues.

Fiscal D O R Status Quo T a x  from G ain from

Year Forecast Tax Bill Bill

2 0 0 7" $53.60 989 1 ,5 2 5 5 3 7

2008 $46.90 759 1 ,3 6 1 602

2009 $25 .50 355 647 292

2 0 10 $25 .50 3 15 6 10 294

2 0 1 1 $25 .50 28 1 58 2 30 1

2 0 12 $25 ,50 2 7 1 569 298

Fiscal Medium Status Quo T a x  from G ain from

Year Price Tax Bill Bill

2007* S40.00 708 1,0 8 8 380

2008 $40.00 655 1 , 1 3 5 480

2009 S40.00 6 31 1 .1 6 0 529

2 0 10 S40.00 582 1 , 1 2 8 546

2 0 1 1 $40.00 544 1 , 1 1 0 566

2 0 12 $40.00 536 1 ,1 0 2 566

Fiscal High Status Quo T a x  from G ain from

Y ear Price Tax Bill Bill

2007* $60.00 1 ,1 2 0 1 ,8 1 1 6 9 1

2008 $60.00 1,0 3 2 1 ,8 9 2 061

2009 S60.00 978 1,9 4 8 9 7 1

2 0 10 $60.00 901 1,8 9 6 995

2 0 1 1 $60.00 842 1,8 6 6 1,0 2 4

2 0 12 $60.00 6 31 1.85G 1 ,0 2 5

’ FY 2 0 0 7 revenues wore adjusted for S eptem ber 1 ,  2006  start date

Pago 4 of 4



HB 3003
The “True Value / Shelf the ELF” Bill

Representative Eric Croft 
House Finance Committee 

July 27, 2006



Yesterday’s presentation did an 
excellent job of explaining the benefit 

of gross vs. net, and the need to 
reform the system this year.

This will be much more brief



A Tax on the Gross is Better
• Simple and Understandable
• Easier to administer and audit
• Preferred by general public
• Can raise the same revenue as any PPT 

without the risk of manipulation
• Continues to raise revenue during gas field 

development without the problem of gas 
credits wiping out oil revenue



Oil production taxes are not like a 
“tax” on other kinds of business

Not a manufacturing process 
Not a service
Oil companies are privatizing a publicly- 
owned resource. The portion received by 
the state is not a “tax,” it is the price we 
receive for selling our resources
Selling our resources based on the “net” 
creates the possibility we can get nothing



Incentivizing new development is important. 
So is stopping the bleeding.

Several factors why North Slope 
development expenditures are flat, 
that are beyond the scope of this bill:

1. New resources in unstable regimes in Central 
Asia and Africa must be developed quickly 
while there are still friendly governments

2. Other oil provinces enforce a much stronger 
“duty to develop”

3. Weak facility access works against new 
producers

4. High pipeline tariffs on TAPS system owned by 
the Big Three discourages new development



What HB 3003 Does:
1. Raises same amount as 20/20 PPT at $60 oil
2. Eliminates the complex and obsolete ELF 

language in AS 43.55.012-013
3. Base 15% tax on wellhead value
4. Progressivity of up to 25% at higher prices
5. Protects smaller fields and Cook Inlet with 

volume exclusion (“standard deduction”) of 
first 10,000 barrels per day per operating unit

6. Reduced rate for heavy oil
7. Broadens ability to challenge TAPS tariffs
8. Four pages long

d



1. Raises same amount as 20/20 PPT at $60 oil

Est. Revenue of Various Oil Tax Bills ($ millions)

$40 $60
Existing ELF $708 $1,120

House Adopted SB 305 (21.5) $926 $2,284

House Adopted SB 2001 (23.5) $1,171 $2,881

Conf. Committee SB 2001 (22.8) $1,141 $2,515

Governor’s HB 3001 (20) $972 $1,994

Rep. Gara’s HB 3004 $1,556 $2,938

HB 3003 (begin progressivity at $50) $1,188 $1,995

HB 3003 (begin progressivity at $35) $1,188 $2,366



Is 20/20 Too Low

Yes.



2. Eliminates the complex and obsolete 
ELF language in AS 43.55.012-013

• Pedro Van Meurs says he attempted to fix 
the ELF in 2001

• Any “gross” tax reform that preserves the 
ELF formula will continue to have major 
distortion and unfairness

• At projected oil prices we don’t need the 
extreme tax breaks some fields receive 
with ELF



3. Base 15% tax on wellhead value

Only auditable item is transportation, just 
like at present
Eliminates 12.25% rate for first five years 
and obsolete “cents per barrel” tax



4. Progressivity of up to 25% at higher prices

• Uses similar mechanism as many of the 
PPT versions

• Increases tax rate by 0.2% per dollar 
above $50 / barrel at the wellhead

• (Tax rate is 17% at $60, 19% at $70, etc)
• Hits maximum 25% rate at $50 above 

trigger point, $100 at the wellhead
• Easy to adjust bill to desired revenue by 

changing the trigger point



5. Protects smaller fields and Cook Inlet with 
volume exclusion (“standard deduction”) of 
first 10,000 barrels per day per operating unit

• The lower a unit’s production, the greater 
the tax benefit

• Value of the exclusion would be pro-rated 
among unit participants based upon 
percentage of volume produced

• Operating Unit is defined by DNR approval 
in AS 38.05.180(p)

• Using the Unit Agreement aggregates any 
satellite fields with the main field



5. Protects smaller fields and Cook Inlet with 
volume exclusion (“standard deduction”) of 
first 10,000 barrels per day per operating unit

Currently seven oil producing units on the North Slope

Unit Jan. 2006 daily 
production

Base Tax Rate 
under HB 3003

Current Rate 
with ELF

Prudhoe Bay .473,700 14.7% 12.4%

Kuparuk 159,400 14.0% 0.0%
Colville River (Alpine) 122,700 13.8% 11.9%

Milne Point 42,100 11.4% 0.0%

Northstar 40,700 11.3% 6.1%
Duck Island (Endicott) 19,200 7.2% 0.0%
Badami 1,570 0.0% 0.0%

i /



5. Protects smaller fields and Cook Inlet with 
volume exclusion (“standard deduction”) of 
first 10,000 barrels per day per operating unit

Currently four oil producing units in Cook Inlet
m ■ i J [ ■ ■ 1 ■ ■ . . .  ■ —  ■ — — —  —

All will pay zero production tax under HB 3003



6. Reduced rate for heavy oil

Oil with API gravity of 18 or more pays the 
full rate
For each point below 18, the tax rate is 
decreased by 5%
(Thus API 17 oil pays 95% the taxes of API 
18 oil)



7. Broadens ability to challenge TAPS tariffs

• Tariff and transportation costs are the only “fudgeable” 
numbers in the gross tax system

• Currently, “gross value at the point of production” 
equals market price less reasonable transportation

• Existing law says that “reasonable” costs equals 
“actual” costs unless three conditions exist

1. Producer and transporter are “affiliated”
2. Not an “arms length transaction”
3. Method of transportation is not reasonable

• Bill clarifies that only one of three needs to exist for 
DOR to intervene in determining reasonable costs



8. Four pages long

Simple, readable, understandable bill 

No hidden surprises in the language 

No new powers or processes 

No hidden surprises in the language



Similarities between HB 3003 and HB 3004

• Both based on gross wellhead value

• Both use a base 15% rate, with lower rates 
for certain oil fields

• Both have progressivity with maximum 
rates between 25% and 27.5% that are 
reached at about $100 oil



Differences between HB 3003 and HB 3004

HB 3003 goes to a flat 15% rate
HB 3004 keeps the ELF but substitutes a 5%
alternative minimum “floor”
HB3003 has the 15% rate for all prices up to the 
progressivity trigger point
HB 3004 has “reverse progressivity” below $16 and the 
ability to apply for tax relief
HB 3003 addresses tariff issues 
HB 3004 addresses facility access issues
Different revenue, but both bills can be adjusted to 
generate desired revenue

1 1



Possible alternative approach: 
capital development credits

20% tax credit for well development and construction

Broadens the existing 40% exploration tax credit

May not reduce taxes by more than 1/2, but can be 
carried forward

Must be for well construction and related capital 
expenditures

May not be used for administration, management, 
and other indirect costs



Conclusion

Legislative Wisdom
1. Law of Unintended Consequences 

Minimum Action to Fix Known Problem

2. If You Don’t Understand It, Vote No 
Get A Bill We Understand

3. Politics Gets in the Wav of Good Policy
We Can Do Great Things if We Don’t Care 
Who Gets the Credit



I IB  3003 
Croft T rue  Value “Shelf the E IF  Bill

Bill S u m m a ry :
• Illiminutcs l iLF multiplier, keeping base 159k tax rate on wellhead value. Royalty 

oil is excluded

• Progressivity o f  0 .2%  per dollar over $50 wellhead value, with a m axim um  tax 
rate o f  25%  reached at $100 oil

• Standard deduction for oil o f  10,000 barrels per day per operating unit. The net
effect is, smaller units pay significantly less than Prudhoc Bay and Cook Inlet 
operators pay zero

• Standard deduction for gas o f  60,000 M cf per day per operating unit. This 
preserves our existing taxes for future North Slope production, and taxes less than 
1/3 o f  Cook Inlet gas

• Tax rale reduced by 5% per degree for heavy oil below IS degrees API

• Broadens the s ta te’s ability to challenge TA PS tariffs

• Estimated revenue is comparable to what the oil com panies agreed to in the 
G overnor’s original 20 /  20 PPT bill

• Fair and simple bill easy lo implement and regulate

Existing ELF
Governor’s

PPT
HB-3001

Conference 
Committee PPT 

SB 2001

Croft’s True 
Value Plan 
HB 3003

Base Oil Tax 15% 20% 22.8% 15%

Base Gas Tax 10% 6.67% 20% 10%

Tax Basis Gross Value
Reported

Profits
Reported Profits Gross Value

Heavy Oil 
Benefit

None if oil over 
about S10 / bbl

None None
5% tax break for 

each degree 
below AP118

Complexity Moderate High Extreme Low

Verifiable? Yes No No Yes

Playground for 
: Lawyers?

Moderate High High Low

2007 Revenue 
at $40 Oil

$708 million $972 million $1,140 million $1,188 million

2007 Revenue 
at S60 Oil

$1,120 million $1,994 million $2,515 million $1,995 million



IIB 3003 
Croft  T ru e  Value “Shelf the El l"  Bill 

Sectional Analysis

Section I
IZIiminntes lax rate reference to ELF multiplier and alternative ccnts-pcr-barrel tax on oil. 

Section 2
Eliminates 12.25% tax rate for lirst live years o f  production, leaving only the base 15',7 
rate. Adds a progressivity  multiplier by which the tax rale increases by 0.2% per dollar 
above $50  /  barrel, calculated  on gross value at the wellhead. M axim um  rate is 25% is 
reached when oil value reaches $ 1 0 0 / barrel.

Section  3
Adds exclusion from nil taxes for first 10,000 barrels per day per operating unit. Value 
o f  exclusion is pro-rated am ong un.t participants, Creates multiplier for heavy oil: the lax 
is reduced by 5% o f  the total per point o f  API for each point below IS.

Section -1
Eliminates alternative ccnts-pcr-M cf lax on gas.

Section 5
Clarifies base 10% tax rate on gas. adding the word " taxab le’ so as to enable exclusion 
described in Section 6 .

Sec tion  6

Adds exclusion from gas taxes for first 60,000 M cf per day per operating unit. Value of 
exclusion is pro-ialed am ong  unit participants.

Section 7
Clarifies that “gross value at the point o f  production'* is based on reasonable 
transportation costs, and broadens the circumstances under w hich "actual cost is not the 
appropriate measure.

Sec tion  <S
When actual cost is inap4 ropriatc. generally when the producer and pipeline ow ner are 
affiliated entities, the state shall determine reasonable transportation costs.

Sec tion  lJ
( ’rentes a deli uiion ol "opera ting  unit** for the puipose of the Section 3 and Section 6  

exclusions.

Section 10
Repeals chapters related to the l i b multiplier calculation and related definitions.

Section 11
Effective date



CPF Testimony before House Finance on HB3004

1. Before proceeding, I want to disclose to you that,
immediately prior to serving on the AOGCC, I worked as an 
engineering consultant and, as such, I participated in 
preparing the “North Slope o f  Alaska Facility Sharing Study’ 
performed by Petrotechnical Resources o f  Alaska for the 
Division o f  Oil and Gas o f  the Department o f  Natural 
Resources. I discussed this participation with the other 
AOGCC commissioners and they agreed that this did not 
represent a conflict o f  interest. However, I did want to 
disclose the information to you.

2. My comments will be limited to Section 1 o f  HB 3004 
addressing facility access.

3. The AOGCC recognizes the need to enable new operators to 
acquire reasonable access to existing facility infrastructure.

4. If the Legislature adopts HB3004, the AOGCC will do our 
best to implement it.

5. That said, there are a few challenges to implementing this bill 
as it is currently written and, if  you’ll bear with some 
technical description from me. I’ll explain what those arc 
with some suggested ways around them.

6. The bill requires working interest owners lo provide access to 
production or other facilities "only if  the commission finds 
that the facility has excess capacity and that directing the 
working interest owner to provide access by or for the benefit 
o f  others would not materially interfere with (he owner’s 
paramount use o f  the facility.” The AOGCC has two 
concerns with this wording.



a. First, there will never be excess capacity in the oil 
production facilities that this bill is targeting. Let me 
explain why I say this.

Explain Facility Capacity

However, there is a way that new production can, and 
in fact already does, get access:

Explain Back Out

That’s how it looks for the existing owners' new 
production. For a new player, this is how it would 
look:

Show how the DNR study suggests letting someone
new in

b. Even if we get past the “excess capacity” wording, 
there is a second complication. Since the owner’s 
paramount use o f  the facility is to separate the 
associated gas and water from their oil, any back out for 
another operator would interfere with their “paramount 
use o f  the facility.”

7. Supposing that we work our way past these two concerns, 
let's next take a look at the fiscal impact.

a. First, a primary role here is a rate-setting role, and the 
A O G C C  has no staffing or experience in rate setting. 
Therefore, to take on this rate-setting role we would 
have to hire accountants and/or other financial 
expertise.



b. Second, we would need someone on staff who 
understands and can oversee facility optimization; we 
currently have no one on staff to perform that function.

8. We have one final concern with placing this authority within 
the AOGCC. And that is the potential for conflict with the 
A O G C C ’s role implementing the Oil & Gas Conservation 
Act. The commission is charged with preventing waste, 
ensuring greater ultimate recovery, protecting correlative 
rights, and protecting ground waters. Decisions under this 
bill may be in conflict with the com m ission’s responsibility 
to prevent waste o f  hydrocarbon resources and ensure greater 
ultimate recovery. For example, granting access to a 
production facility for one W IO ’s high-oil-rate well may 
result in the permanent loss o f  oil from the WIO whose 
marginal well is backed out o f  the facility.

9. Our recommendation would be lo give this rate-setting 
responsibility to either a new or an existing agency that is 
intended as a rate-setting agency.

10. I want to conclude by reiterating what 1 said first: The 
AOGCC recognizes the need to enable new operators to 
acquire reasonable access to existing facility infrastructure, 
and if  the Legislature adopts MB3004, the AOGCC will do 
our best to implement it.



I-/*.'' •

Testimony of the 
Alaska Oil & Gas Association 

to the
House Finance Committee 

July 27, 2006

HB 3 0 0 3  a n d  HB 3004

FINAL

Thank you for the opportunity to comment on the proposed production tax legislation you've 
been discussing -  proposed legislation that increases oil production taxes substantially.

My name is Judy Brady. I am testifying today as executive director if  the Alaska Oil & Gas 
Association (AOGA). With me is Michael Hurley, chairman of AOGas Tax Committee. AOGA 
is a private non-profit trade association whose 18 member companies represent the majority 
of the oil and gas exploration, production, transportation, refining and marketing activities in 
Alaska.

HB 3003 and HB 3004 are tax bills introduced for the first time in this special session. Both 
proposed bills go back to the present production tax -  and add some new twists, in order to 
increase taxes; HB 3004 adds complications to the present tax system, and raises policy 
issues that are arguably outside the call of this special session; both are strictly tax increases 
on the gross production at a level that fails to address the critical need for Alaska to attract 
new investment at the same time as the state's share in oil revenues increases.

You have heard us say many times that declining production is the eight hundred pound 
gorilla in Alaska's future. Tax legislation must be configured to attract the new investment 
necessary to increase production. Incentives for new investment and reasonable tax rates 
that keep Alaska competitive with like oil and gas regions must be part of the package. Any 
legislation that overreaches on tax rates or neglects real world incentives will simply be a 
black hole that leaves Alaska as a backwater in worldwide oil and gas regions.

There are now14 days left in this special session -  and four tax bills on the table. HB 3003 
and HB 3004 you’ve just been hearing. HB 3005 was introduced two days ago. We 
understand two other bills are being drafted. Of the four tax bills presently on the table, only 
one has been the subject of long and intense review and scrutiny -  and that is HB 3001, the 
Petroleum Production Tax legislation. The PPT legislation was the subject of hundreds of 
hours of hearings in the last legislative session and in the last special session. It has been 
reviewed and critiqued by consultants hired by the legislature, the administration and the oil 
and gas companies affected. The parameters of this legislation are well understood.

Wo ask you to consider focusing the remaining days in this special session on reviewing, 
finalizing and adopting HB 3001. The fact of the matter is that developing clear, fair tax 
legislation that both incentivizes investment and brings a larger share of revenue to the 
state...is rocket science. Those of you who have spent hundieds of hours trying to develop 
fair, equitable legislation, are well aware of this fact. Rocket science takes time. The 
legislature has spent that time on a new approach for oil production tax in Alaska - a tax that



FINAL

reflects real production economics. A tax that substitutes real cost figures for the proxy 
Economic Limit Factor. The promise is that this tax will increase revenues to Alaska by over 
one billion dollars a year. The promise is that iri addition to increased revenues, this tax will 
provide incentives for new investments for the new production so desperately needed.

AOGA Supports HB3001 -  Governor's PPT
• Even Though many of our members remain concerned that the increased level of state 

take reflected in this bill will result in reduced investment in Alaska. This bill would 
raise taxes on the industry over $1 billion a year at $60/bbl.

• There continues to be a sense of astonishment in oil and gas financial circles about 
this agreement to a tax increase of this size.

• And would raise total government take to around 60%.
• "Government take" -  royalty; production tax, corporate Income tax; property tax, 

federal taxes
• What do "costs" have to do with it- costs have to be counted-either directly or as a

proxy to conserve oil in the ground in maturing fields
• PPT more accurately reflects true production economics
• The balance in the PPT is the higher tax rate counterbalanced by the reinvestment

incentive.
• The balance is essential -  throughout the hearings on PPT there have been 

references to countries with a "higher" government take than Alaska -  as Pedro Van 
Muers and other consultants '>ave pointed out, many of those countries either have 
government-owned oil companies or are using production sharing contracts. In both 
caies the governments take a bigger share of risk for a bigger share of profits.

• Some policy makers seem to be frozen between the concepts of "risk" and " profits". 
They want a lot more of the share of the profits; they don’t want any share of the risk.

• This one-sided "two for me -  one for you" won't work in the worldwide competitive 
market. Under those terms, Alaska's won't even place for new investment in any 
serious way.

Gross Versus Net tax -  Criticisms of a Net system seem to be based on a misunderstanding 
of how the present system works and how the PPT would work.

• The ELF in the current system is a proxy for costs. So in that sense the current 
system is a form of "net" tax. The PPT simply substitutes real costs for the proxy.

• Some legislators have expressed the concern that the state does not have the 
capability to determine real costs. However the State currently audits the costs in the 
netback in a lot of detail.

• Operating and capital costs are in our state income tax return and Property tax 
renderings

AOGA Does Not Support either HB3003 or HB3004
• These bills are simply tax increases- with no counterbalance
• No re-investment incentives, do nothing to stem decline or encourage investment, 

there's no structural change in the risk sharing.
• With HB3003 ELF disappears so there's no recognition of costs at all.



FINAL

• HB3004 is a band-aid approach -- a higher rate, with much more complexity . It 
seemed puzzling that the sponsor spent so much of his time providing figures about 
the industries profits, yet was proposing a tax that has nothing to do with the profits.

Oil and Gas Tax Legislation Is Not a Game of Texas Hold 'Em

• Whether it is political one-ups-man-ship during an election year -  or real belief that 
Alaska does not have to be competitive to attract new investment -  the bidding up of 
how much the State of Alaska can "make" or "take" from oil production is going to lose 
the game for all of us.

The end game for Oil and Gas Tax Legislation can be About a Higher Return for the State of 
Alaska but must recognize the need for Incentives that foster additional Investment -  Bottom 
Line -  It is About Increasing Production and keeping Alaska competitive.
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CPF Testimony before House Finance on HB3004

1. Before proceeding, I want to disclose to you that, 
immediately prior to serving on the AOGCC, 1 worked as an 
engineering consultant and, as such, I participated in 
preparing the “North Slope o f  Alaska Facility Sharing Study’ 
performed by Petrotechnical Resources o f  Alaska for the 
Division o f  Oil and Gas o f  the Department o f  Natural 
Resources. I discussed this participation with the other 
AOGCC commissioners and they agreed that this did not 
represent a conflict o f  interest. However, I did want to 
discV se the information to you.

2. My comments will be limited to Section I o f  HB 3004 
addressing facility access.

3. The AOGCC recognizes the need to enable new operators to 
acquire reasonable access to existing facility infrastructure.

4. I f  the Legislature adopts HB3004, the AOGCC will do our 
best to implement it.

5. That said, there are a few challenges to implementing this bill 
as it is currently written and, if  you’ll bear with some 
technical description from me, I’ll explain what those are 
with some suggested ways around them.

6. The bill requires working interest owners to provide access to 
production or other facilities "only if the commission finds 
that the facility has excess capacity and that directing the 
working interest owner to provide access by or for the benefit 
o f  others would not materially interfere with the owner's  
paramount use of the facility.” The AOGCC has two 
concerns with this wording.



a. First, there will never be excess capacity in the oil 
production facilities that this bill is targeting. Let me 
explain why I say this.

Explain Facility Capacity

Flowever, there is a way that new production can, and 
in fact already does, get access:

Explain Back Out

That’s how it looks for the existing owners' new 
production. For a  new player, this is how it would 
look:

Show how the DNR study suggests letting someone
new in

b. Even if  we get past the “excess capacity” wording, 
there is a second complication. Since the owner’s 
paramount use o f  the facility is to separate the 
associated gas and water from their oil, any back out for 
another operator would interfere with their “paramount 
use o f  the facility.”

7. Supposing that we work our way past these two concerns, 
let's next take a look at the fiscal impact.

a. f irst, a primary role here is a rate-setting role, and the 
AOGCC has no staffing or experience in rate setting. 
Therefore, to take on this rate-setting role we would 
have to hire accountants and/or other financial 
expertise.



b. Second, we would need someone on staff who 
understands and can oversee facility optimization; we 
currently have no one on staff to perform that function.

8. We have one final concern with placing this authority within 
the AOGCC. And that is the potential for conflict with the 
A O G CC ’s role implementing the Oil & Gas Conservation 
Act. The commission is charged with preventing waste, 
ensuring greater ultimate recovery, protecting correlative 
rights, and protecting ground waters. Decisions under this 
bill may be in conflict with the commission’s responsibility 
to prevent waste o f  hydrocarbon resources and ensure greater 
ultimate recovery. For example, granting access to a 
production facility for one W IO’s high-oil-rate well may 
result in the permanent loss o f  oil from the WIO whose 
marginal well is backed out o f  the facility.

9. Our recommendation would be to give this rate-setting 
responsibility to either a new or an existing agency that is 
intended as a rate-setting agency.

10. I want to conclude by reiterating what 1 said first: The 
AOGCC recognizes the need to enable new operators to 
acquire reasonable access to existing facility infrastructure, 
and if  the Legislature adopts 11133004, the AOGCC will do 
our best to implement it.
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SPON SOR SUBSTITUTE FO R  HOUSE B IL L  NO. 3004

IN TH E LEGISLATURE OF THE STATE OF ALASKA 

TW ENTY-FOURTH LEG ISLATU RE - THIRD SPECIA L SESSIO N

BV REPRESENTATIVES GARA, IlL-rlccmiU, Gardner, Krrihila, Gnieuberc, CutLrnbcrc

Introduced:
Referred;

A BILL 

FO R AN ACT ENTITLED 

"An A rt re la ting  to oil and gas, and  to the oil and gos properties production  (severance) 

tux as It applies to oil; providing for an  adjustm ent to increase the lax collected when oil 

prices exceed S20 p e r barre l and lo reduce the tax collected when oil prices fall below 

I $16 per barre l; providing for relief from  the Lax when the price p e r  b a rre l is low nr 

when the taxpayer dem onstrates tbu i a  reduction in the tax is necessary to establish or 

reestablish production from  an oil field n r pool tha t would not otherw ise be 

econom ically feasible; delaying until Ju ly  1, 2016, 'h e  deadline fo r certain  exploration 

expenditures th a t i irm  the basis for a credit against tlie tax on oil and  gas pi >duced 

from  a lease n r  p roperty  in the state; am ending the powers and duties of the Alaska Oil 

and G as Conservation Commission; relating lo the conservation surcharge and 

additional conservation surcharge on oil; and providing for an effective date."

BE IT  EN A C TED  BY TH E LEGISLA TU RE O F TH E STA TE O F ALASKA:
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*  Section 1. AS 31.05.030(d) is amended 10 rend:

(d) The commission may require

(1) identification of ownership of wells, producing leases, tanks, 

plantsa and drilling structures;

(2) the making and filing of reports, well logs, drilling logs, electric 

logs, litliologie logs, directional surveys, and all other subsurface information on a 

well drilled for oil or gas, or for die discovery o f oil or gas, or for geologic 

information, and the required reports and information shall be filed within 30 days 

after the completion, abandonment, or suspension of the well;

(3) the drilling, casing, and plugging of wells in a manner that will 

prevent the escape of oil or gas out of one stratum into another, the intrusion of water 

into an oil or gas stratum, the pollution of fresh water supplies by oil, gas, or salt 

water, and prevent blowouts, cavings, seepages and fires;

(4) the furnishing of a reasonable bond with sufficient surety 

conditions for the performance of die duty to plug each dry or abandoned well or the 

repair of wells causing waste;

(5) the operation of wells with efficient gos-oil and watcr-oil ratios, 

and may fix these ratios;

(6) ihe gauging or other measuring o f oil and gas to determine the 

quality and quuutity of oil and gas;

(7) every person who produces oil or gas in the slate to keep and 

maintain for a period of five years in the state complete and accurate records of the 

quantities of oil and gas produced, which shall be available for examination by the 

Department of Natural Resources or its agents ut all reasonable times;

(8) the measuring and monitoring of oil and gas pool pressures;

(^) the filing and approval ot a plan ot developm ent and operation for

a field or pool in order to prevent waste, ensu re  [INSURE] a greater ultimate recovery 

o f oil and gas, and protect the correlative rights of persons owning interests in the 

tracts oH and affected:

(10) w orking interest owner* tn provide, nl cost ulus :i reasonable 

ra le  of re tu rn determ ined u nder regulations ndopted hy the eommi-ssi.m and
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w ithou t causing  su b s tan tia l in ju ry  lo the ow ner. access to  p ro d u c tio n  and  o ther 

facilities W henever necessary ; fo r pu rposes of th is p a ra g ra p h . the com m ission 's 

regu lations m ust lie consisten t w ith the s ta n d a rd s  o f th e  R egulatory  C om m ission 

uf A laska adop ted  to im plem ent AS 42.05.311 (n); the  com m ission m a y  a c t u n d e r 

this p a ra g ra p h

fA) lo

fi) m nxim i/c  th e  econom ic an d  physical recovery  of 

th e s ta te 's  oil and  gas resources;

(ii) maximize com petition omong parlies seeking to 

explore and develop the state 's  oil uml gas resources;

(iii) minimize the adverse affects of exploration, 

developm ent. production, and  transporta tim i activity’; o r

(iv) otherwise protect the best interest o f  the .state:

nnd

(B) only if Hie com m ission fin d s  th a t  the facility h as  excess 

capacity  and  th a t d irecting  the w ork ing  in te rest ow ner to p ro v id e  access 

hv o r  fo r the b e nefit of o thers w otild no t m ateria lly  in te rfe re  w ith the 

o w n er 's  p a ra m o u n t use of th e facility  

* See. 2. AS 36.30.850(b)(33) is amended to read:

(33) contracts between the Departm ent of Nauira] Resources o r  the 

D epartm ent of Revenue, us appropriate. and contractors qualified to evaluate 

hydrocarbon developm ent, production, transportation, and economics, to assist the 

com m issioner of naLural resources or the com m issioner of revenue, as appropria te , 

in evaluating applications for

(A) royalty increases or rlecreast.i or other royalty adjustments, 

and evaluating llic reltued financial and technical data, entered into under

a s  3 8 .D 5 . i so o ) :  nr(ft) Lax reductions. and evaluating tllC related financial and trcbnicnl d ata , ns authorized by A S  43.55.tll I (i) and (i);
A See. 3. AS 43.55.0 i J (a) is amended to mad:

(a) There is levied upon die producer o f oil a tax for all oil produced frnin
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