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C o s t s  a n d  P r i c e s

C o s ts
-  $100 mm/yr exploration through 2040
-  $1/bbl on-going capital on all barrels
-  $3.50/bbl developmental capital on 2/3 of existing conventional 

oil
-  $8/bbl developmental capital on 2/3 of existing heavy oil
-  $3.50/bb! developmental capital on new conventional oil
-  $8/bbl developmental capital on new heavy oil
-  $3/bbl operating costs on conventional oil
-  $5/bbl operating costs on heavy oil

C o s ts  a n d  p r ic e s  a re  rea l $ 2 0 0 5  d o l la rs  

H e a v y  oil d is c o u n te d  8 %  fo r  q u a l i ty



A la s k a  Oil a n d  G a s  A s s o c i a t i o n

121 W. Fireweed Lane, Suite 207 
Anchorage, Alaska 99503-2035
Phone: (907)272-1481 Fax: (907)279-8114 
Email: brady@aoga.org 
Judith Brady, Executive Director

TESTIMONY OF THE ALASKA OIL AND GAS ASSOCIATION 
TO THE HOUSE FINANCE COMMITTEE 

R* "'•ARDING THE PPT LEGISLATION (CSSB 305(FIN) am)

April 29, 2006

Mr. Chairman and members of the Committee, good afternoon.

My name is Judy Brady, and I am the Executive Director of the Alaska Oil and Gas Association 
(AOGA). On behalf our members, I thank you and the Committee for the hearings you have been 
holding on this legislation to replace the existing ELF-based production tax with a new “Petroleum 
Production Tax” (PPT) based on the value of oil and gas after costs of producing it have been 
deducted. AOGA is a non-profit trade association whose 17 member companies represent the majority 
of oil and gas exploration, production, transportation, refining and marketing activities in Alaska. Our 
present comments and recommended technical amendments to the legislation have been approved by 
the Tax Committee without dissent.

With something as complex as the PPT, producers will need to have as much certain' .J clarity as 
possible about how to calculate their PPT correctly. The Legislature too — as the Branch of govern­
ment that sets state tax policy — deserves to know that any PPT law which it enacts will be admini­
stered and applied as the Legislature intends. We believe the PPT could be improved to better achieve 
these objectives. To this end we offer a number of technical amendments for your consideration. The 
actual text of our proposed amendments is attached to the written copies of this testimony. What 
follows below are explanations of what each amendment would do and why it should be adopted.

Amendment No. I

This amendment relates to the so called 90% or 95% “safe harbor” provisions in the House Resources 
CS and the Senate-passed Bill, respectively. As structured, these provisions are unworkable and 
inappropriate.

Two key elements of PPT arc based on federal income-tax concepts. One is the use of the federal 
definition of “ordinary and necessary" in determining the scope of field expenditures that will be 
deductible under the PPT. The other is the use of the federal definition of "capital expenditure” to 
determine whether an expenditure gives rise to a tax credit against PPT.

Using these federal concepts offers three major advantages. One, everybody among the producers and 
in DOR understands what these concepts mean. There is a large and detailed body of federal statutes, 
regulations, rulings, and administrative and judicial precedents that establish these meanings. Two, 
using the federal concepts greatly simplifies DOR’s task in writing regulations to implement the PPT, 
which will save time in getting the regulations in place to start implementing and complying with this
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new tax. Three, using the federal definitions lets the IRS do the heavy lifting in terms of auditing these 
expenditures and determining that they have been classified properly. When the IRS is done auditing, 
this allows DOR auditors to say “me too" to those audit adjustments just as they do now for federal 
items incorporated into the state income tax.

The present 90% and 95% safc-harbor provisions arc structured on the assumption that the bookkeep­
ing and accounting for deductible expenditures and credit-generating investments is on a monthly 
basis, thus allowing this level of precision in estimating the PPT payment each month. However, the 
records, accounting and IRS audits of the federal concepts being used for PPT are all maintained and 
performed on a full-year basis rather than a monthly one. There is nothing in this federally based 
approach that divides a year’s cost items into individual monthly packets cleanly.

This does not mean that PPT cannot be paid on a monthly basis. The IRS, and Alaska and many other 
states in the context of their stale income taxes, require businesses to make estimated payments during 
the tax year, with a final true-up the following March to the actual numbers for that year. In the 
income tax area these estimated payments are most commonly done on a quarterly basis, but there is 
nothing lo prevent monthly estimated payments for PPT. Wc believe monthly estimated payments are 
possible and can be done on a reasonable and fair basis.

The IRS, Alaska in its income tax, and other states with their income taxes recognize that taxpayers 
making the early estimated payments for a tax year cannot accurately predict how the year will turn out 
for them. But as the year goes by, there are fewer months left lo estimate and more months of actual 
data to use in calculating the estimated payments. By the last estimated payment for the year, that 
estimate should be pretty accurate even though the books for the year may not yet have closed and the 
figures become final. The IRS, and Alaska and the other states, figure that by the time the last 
estimated payment is made, taxpayers should be able to gel it right so that at least 90% of the actual tax 
for the year is paid up with that last estimated payment. This is the source of the safe harbor concept 
and the original 90%, and wc believe this federal and state rule in the income tax context is appropriate 
for PPT as well.

We all know that in the business world, it is belter to come in under budget than over. But in the PPT 
world, being under budget means that, if you relied on your budget in the early months of the year to 
estimate your total deductions and credits for the remaining months, you will have overstated those 
deductions and credits if the actual expenditures for the year end up being under budget. But by the 
time you first start becoming aware of this toward the middle or end of the year, you are likely to have 
already filed and paid your monthly PPT for a fair number of prior months.

Under the Senate's version ofthc PPT and the House Resources CS, a producer in this situation would 
be subject to an underpayment penally, perhaps with interest, if it fails to estimate the correct amount 
of monthly PPT for the early months of each year. This penalizes the producer, essentially, for not 
having the ability to sec into the future how the year will turn out. Such a penalty is neither fair nor 
appropriate.

Our proposed amendment adapts the income-tax system of estimated payments so they are made 
monthly instead of quarterly. It also prevents the possibility that taxpayers might exploit the limc- 
valuc of money by reporting very low estimated payments for the early months and then getting caught 
up to the 90% level with their last one or two estimated payments for the year.
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Amendment No. 2

The provisions on the capex credit in SB 305 as passed by the Senate do not allow a credit for acquir­
ing a capital asset that has already been used in this state by someone else, unless no more than an 
“immaterial portion” of that asset is used. See proposed AS 43.55.024(h) in CSSB 305(FIN) am. We 
do not disagree with this basic concept. However, wc do believe that the term “immaterial” is too 
vague and subjective, and that using it as the test will lead to numerous disputes and squabbles over 
relatively minor items.

Our proposed amendment would replace this vague standard of immateriality by saying the credit for 
acquiring a used asset is not allowed unless no more than 15% of that asset is used (e.g., a replaced 
fender or windshield on an otherwise unused motor vehicle).

Amendment No. 3

Currently the House Resources CS and the Senate’s version of PPT provide in AS 43.55.160(c) that 
deductions are allowed for “total costs upstream of the point of production of oil and gas that are 
incurrcd[.]”

Wc believe this description of the costs is potentially ambiguous. For instance, there can be no 
plausible dispute that the costs of the operations centers and dormitories for the workers in the fields 
on the North Slope should be deductible costs for those fields, nor is there any question that the cost of 
helicoptering workers out to the platforms in Cook Inlet should be deductible. But if you follow the 
course of the production fluids as they How from the Christmas tree through the surface facilities and 
gathering lines to the point of production, neither of these costs shows up anywhere along that route. 
Are these costs “upstream of the point of production”? Clearly, this is the wrong test.

We also believe this description is potentially loo narrow. It may be that simulations of well work or 
other processes in the field may be conducted on computers physically removed from the site of the 
field itself. If these costs are so directly related to the field work that the operator can bill them out to 
the working-intercst owners as ficid operating costs, why should il matter whether they arc “upstream 
of the point of production” or not? For that matter, the same ambiguity about whether they physically 
arc "upstream" or not, also applies to them as it does lo the operations centers and dormitories.

Wc believe it would be unambiguous, fairer and more appropriate to allow deductions for the "total 
costs in support of activities upstream ofthc point of production!.]" This is especially true whenever 
DOR utilizes the authority elsewhere in AS 43.55.160(c) to authorize the use of a producer’s billings 
from the operator as that producer’s deductible expenditures for that field.

Amendment No. -1

Proposed AS 43.55.160(c)(1) in the Senate’s version and the House Resources CS provides that DOR, 
in determining the scope ofthc categories and kinds of expenditures that will be deductible for PPT, 
“shall give substantial weight" to industry practices and standards as reflected in existing unit operat­
ing agreements. We believe DOR should be required to "apply" the practices and standards reflected 
in those operating agreements, instead of merely giving them “substantial weight."

In recommending this for your consideration, wc would emphasize that there are two similar-appear-
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ing, but very different issues surrounding AS 43.55.160. One is the identification of the kinds and 
categories of expenditures that arc deductible tit all. The other is verification that the expenditures 
reported as falling into these deductible categories are properly included in those categories. The 
former is fundamentally a question of lax policy. The latter is primarily an audit issue.

Our concern is that the tax policy in the first question not be allowed lo become just an audit issue as 
well.

We believe the cash expenditures that an operator under a unit operating agreement or similar agree­
ment is allowed to bill to the other working-interest owners, partners or other participants will reflect 
appropriate and reliable boundaries for what kinds of costs should be deductible. No one gives 
authority to an operator to spend their money without making certain that those expenditures are going 
to be spent on the right things. The operating agreements set tight limits on what an operator may or 
may not spend money for.

Those other participants have drawn a tight circle, and a clear one, about what is or is not an appropri­
ate expenditure by the operator on their behalf. We believe DOR should “adopt” the wisdom and 
experience that are reflected in the operating agreements that arise from a true adversity of interest 
between the operator and those whom the operator bills and are patterned closely after other agree­
ments where there was such an adversity of interest.

Amendment No. 5

Proposed AS 43.55.160(e) requires that a producer’s deductible lease expenditures for a field be offset 
for “any payment or credit” that it receives from someone else as payment for the use of facilities in 
the field, that was a reimbursement of chargeable field costs against a royalty interest of the state or 
federal government, or that is the proceeds from the sale of a capital asset.

Wc do not disagree with the purpose of these provisions. Rather, we want to avoid uncertainty in their 
administration and application to producers. This amendment clarifies that to the extent a reimburse­
ment is for a producer’s deductible expenditures under AS 43.55.160, the reimbursement will offset 
the deduction. This will ensure that every barrel is taxed once and no expenditure is deducted twice 
under 43.55.160.

Amendment No. 6

Alaska and many other states do not allow a deduction under their income taxes for taxes paid lo 
another jurisdiction that are based 011 or measured by net income. Washington, for example, has an 
excise tax that allows a credit for other excise taxes paid to another jurisdiction. Currently there is no 
question that the ELF-based severance tax is an excise tax and is not an income tax, and there is 
similarly 110 question that il is creditable against the Slate of Washington’s Business and Occupation 
(“B&O") excise tax and that il is deductible the income taxes of many states.

The PPT is based on the gross value of oil or gas, minus the expenditures incurred to produce that oil 
or gas. The PPT legislation explicitly provides that PPT is deductible for Alaska’s corporate income 
tax because it is not an income tax. However, Alaska cannot pass legislation that binds other states so 
that the PPT is credible against Washington’s B&O tax and deductible under the income taxes of other 
states.
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What Alaska can do to keep PPT deductible and creditable is to clari .y that il is not a lax on income or 
profits, but rather is an excise lax imposed on the acl of severing and producing the oil or gas. Our 
proposed changes in terminology would make it clear that the PPT is an excise tax, not an income tax, 
and maintain the status quo of how the present production lax is treated in Alaska and elsewhere.

Thank you for this opportunity to share our recommendations with you and for your consideration of 
the amendments we offer. Please do not hesitate to contact us if you have any questions or comments 
about our present suggestions, or if we may be of further assistance to you.



A O G A  A p r il  13™ A m e n d m e n t s  -  Upd a ted  fo r  CSSB 305(FIN)am

A m e n d m e n t  N o. I. S a f e  H a r b o r
In CSSB 305(FIN)am, on p. 6 line 2 insert the following between “month" and the period at the 
end of that sentence: “except to the extent the producer has reasonable cause under (g) of this 
section”

In CSSB 305(FIN)am, on p. 6 line 6 insert the following between “delinquent” and the period at 
the end of that sentence: “unless the producer has reasonable cause under (g) of this section"

In CSSB 305(FIN)am, on p. 7 at line 17 insert the following new Bill Section 12, redesignate 
present Bill Sections 12 - 4 0  as 13-41 respectively, and revise the cross-references in present 
Bill Sections 35 -  39 accordingly:

“* Sec. 12. AS 43.55.020 is amended by adding a new subsection lo read:

(g) A producer has reasonable cause for an underpayment of its total tax levied 

under AS 43.55.011(e) -  (g) on taxable oil and gas production during a month if its total 

lax paid under this section for taxable production during that month and the prior months 

of that calendar year is at least 90 percent of the total amount of tax due under AS 

43.55.011(c) -  (g) for taxable production during that month and those prior months as 

determined on the basis of the producer’s cumulative actual lease expenditures for the 

year as of the last day of that production month and the lease expenditures budgeted for 

the remainder of the year as of that same day. A producer may also establish reasonable 

cause under this subsection on the basis of “reasonable cause” as defined for purposes of 

AS 43.05.220(a) or 26 U.S.C. 6651 (Internal Revenue Code) and Treasury Regulation 

§301.6651-1(c).”

A m e n d m e n t  N o . 2 . D e f i n i n g  a n  “ i m m a t e r i a l ”  u s e d  p o r t i o n  o f  a n  o t h e r w i s e  u n u s e d  a s s e t
In CSSB 305(FIN)am, on p. 10 line 2 1 , delete “an immaterial portion” and replace with “ 15 
percent"
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A m e n d m e n t  N o . 3 . D e d u c t i b l e  “ u p s t r e a m ”  c o s t s
It? CSSB 305(FIN)am, on p. 20 line 2, at the beginning ofthc line insert “in support of activities” 
before "upstream”

A m e n d m e n t  N o . 4 . D e f i n i n g  s c o p e  o f  d e d u c t i b l e  c o s t s  b y  a p p l y i n g  i n d u s t r yP R A C T IC E
In CSSB 305(F1N) am, on p. 20 line 12, delete "give substantial weight to” and replace with 
“apply”

In CSSB 305(FIN) am, on p. 20 line 13, delete "as to costs” and replace with “in determining the 
amount”

In CSSB 305(FIN) am, on p. 20 line 17, delete “not" and replace with “other than"

In CSSB 305(FIN) am, on p. 20 lines 1 9 -2 0  inclusive, delete all material and delete “practices 
and standards arc not clear or arc not uniform” in line 21, and replace with the following:

“(B) in the absence of unit operating agreements or similar operating agreements 

that were in effect on or before December 1, 2005, and were subject to negotiation with 

working interest owners, other than the operator, with substantial bargaining power”

In CSSB 305(FIN) am, on p. 20 line 21, delete “shall" and insert “may”

Amendment No. 5. Clarifying offsets against lease expenditures

In CSSB 305(FIN) am, on p. 23 line 9, insert “the net working interest share o f ’ before 
"payments” al the beginning ofthc line

In CSSB 305(FIN) am, on p. 23 line 13, between "fee" and the semicolon following it, insert “to 
the extent the payment or credit is a deductible lease expenditure for that payor under 43.55.160”

In CSSB 305(FIN) am, on p. 23 line 15, between “expenditures” and the comma following it, 
insert “to the extent the payment or credit is a deductible lease expenditure for that payor under 
43.55.160”
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Amendment No . 6. To help PPT get the same treatment as the present KLF-kased 
production  tax for purposes of other statics’ taxes (no change TO PPT SUBSTANCE)

In CSSB 305(F1N) am, on p. 1 line 1, delete “oil production tax and gas production tax” and 
replace with “oil and gas properties production lax"

In CSSB 305(FIN) am, on p. I lines 2,4, 5 (twice) and 10, delete “production tax” and replace 
with “severance tax”

In CSSB 305(FIN) am, on p. I line 3, insert “gross severance” between “the” and "value”

In CSSB 305(FIN) am, on p. 2 line 6, delete “production tax" and replace with “severance tax”

In CSSB 305(FIN) am, on p. 2 line 11, delete “section” and replace with “sections”

In CSSB 305(FIN) am, on p. 2 at line 12, insert the following as a separate paragraph before the 
existing material:

“INTENT OF AS 43.55.011(e) AS ENACTED BY THIS ACT. In enacting AS 

43.55.011(c) under Sec. 5 of this Act, il is the intent ofthc legislature to tax the activity 

of severing oil and gas from the ground and the tax is to be measured on the value of oil 

and gas production as it is severed. The legislature recognizes that the costs permitted to 

be deducted under AS 43.55.160 are not properly included in the measure of the gross 

value of the oil and gas as they are severed, but rather are a measure ofthc cost and effort 

needed to complete the production of the oil and gas after severance; and therefore such 

costs arc excluded from the measure ofthc tax.”

In CSSB 305(FIN) am, on p. 3 lines 5 and 11, delete “tax” and replace with “taxes"

In CSSB 305(FIN) am, on p. 3 line 31, delete “production tax value” and replace with “gross 
severance value"

In CSSB 305(FIN) am, on p. 4 line 2, delete "production tax value” and replace with “gross 
severance value”

In CSSB 305(FIN) am, on p. 5 al line 30, insert the following new Bill Section 7 and renumber 
present Bill Sections 7 -  40 as 8 - 4 1  respectively:

“* Sec. 7. AS 43.55.017(c) is amended to read:
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(c) The taxes imposed by tlie chapter arc excise taxes on severing or extracting

oil and gas from the ground. The taxes are not income or franchise taxes or taxes upon

the sale of oil or gas products and are not imposed in lieu of such taxes.”

In CSSB 305(FIN) am, on p. 6 line 14, delete “production tax” and replace with “taxes under 
AS 43.55.011 [PRODUCTION TAX]”

In CSSB 305(FIN) am, on p. 6 line 26, delete “multiplied by a figure that is a Quotient, in 
which” and replace with “multiplied hy a fraction, of which” [alternatively, “numerator" in 
line 27 should be “dividend” and “denominator” in line 29 should be “divisor"]

In CSSB 305(FIN) am, on p. 7 line 22, delete “production (ax value” and replace with “gross 
severance value”

In CSSB 305(FIN) am, on p. 12 line 29, p. 13 line 10, p. 14 line 9 and p. 15 line 13, delete 
“production tax” and replace with “[PRODUCTION] lax”

In CSSB 305(FIN) am, on p. 15 line 14, delete “production taxes” and replace with 
“[PRODUCTION! taxes"

In CSSB 305(FIN) am, on p. 15 line 15, delete “production tax” and replace with “tax”

In CSSB 305(FIN) am, on p. 15 lines 19, 26, 27, 29 and 30, delete "production tax” and replace 
with “[PRODUCTION] tax"

In CSSB 305(FIN) am, on p. 16 lines 2, 4, 6 and 8, delete “production tax" and replace with 
“[PRODUCTION] tax”

In CSSB 305(FIN) am, on p. 16 line 3, delete “production” and replace with “[PRODUCTIONI”

In CSSB 305(FJN) am, on p. 19 line 2, delete “production lax value" and replace with “gross 
severance value”

In CSSB 305(FIN) am. on p. 19 lines 4, 9, 11. 17, 22 and 29, delete “production tax value" and 
replace with “gross severance value”

In CSSB 305(FIN) am, on p. 25 lines 16, 19, 23 and 28, delete “production tax value” and 
replace with “gross severance value”

i

In CSSB 305(FIN) am, on p. 27 line 18, delete “tax” and replace with “taxes”

In CSSB 305(FIN) am, oil p. 28 line 4, delete “tax" and replace with “taxes”

In CSSB 305(FIN) am, on p. 33 line 8, delete “Production Tax and Oil Surcharge’;" and replace 
wit i “Severance Taxes and Oil Surcharges’;”



AOGA 4-13-06 Amendments -  Updated for CSSB 305(FIN) am
Page 5

In CSSB 305(FIN) am,, on p. 33 line 10, delete "Production Tax’;” and replaces with "Severance 
Taxes’;”

In CSSB 305(FIN) am, on p. 33 line 11, delete “ ‘Oil and gas production tax’ ” and replace with 
“ ‘Oil and gas severance taxes’ ”
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A RESOLUTION OF TIIE 
GREATER FAIRBANKS CHAMBER OF COMMERCE (GFCC)

IN SUPPORT OF A NEW PETROLEUM PRODUCTION TAX (PPT) FOR
ALASKA

Resolution 06-0410, as amended

VvHEREAS, it is the mission of the Greater Fairbanks Chamber of Commerce (GFCC) 
to support advocate for a strong investment and economic development climate; and

WHEREAS, the oil and gas industry dramatically impacts multiple segments of the. 
private-sector economy; and

WHEREAS, oil and gas royalties and taxes currently provide nearly 90 percent of the 
State’s general revenue; and

WHEREAS, Alaska’s oil production rate of decline urgently requires arrest; and

WHEREAS, tlie current rates of investment by industry are inadequate to arrest or 
improve this decline; and

WHEREAS, once declining o:3 production reaches 600,000 bpd, the viability of Interior 
refineries will be severely compromised; and

WHEREAS, the existing severance tax system - Economic Limit Factor (ELF) -  is 
currently not in the best interest of all stakeholders; and

WHEREAS, a globally recognized new tax system- petroleum production tax (PPT) - 
has been by the Governor; and

WHEREAS, the PPT ultimately approved by the Legislature will directly impact how 
attractive Alaska is for investment;
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NO W  THEREFORE BE  IT  RESOLVED, that the Board o f Directors o f the GFCC 
supports legislation that embodies the following goals and tenets:

• a reasonable increase of return to Alaska;
• strong incentive for maximum statewide oil and gas exploration and

development investment by the industry;
• furthers a 50-year vision to extend the North Slope oil production infrastructure;
• is nationally and globally competitive;
• lends itself to ease o f administration:
■ expeditiously advances a gas pipeline project;

EH

AND BE IT  FU RTH ER RESOLVED that a tax rate higher than 20 percent and a total 
tax take that substantially exceeds the PPT legislations' original version - as does the 
Senate Resources CS -  could very well be counterproductive to the GFCC goals and 
tenets outlined above,

AND BE IT  FU R TH ER  RESOLVED that copies o f this resolution be sent to 
Governor Frank Murkowski, the Alaska Legislature, the GFCC membership, the 
statewide media, Alaska State Chamber o f Commerce, Anchorage Chamber o f 
Commerce, Resource Development Council, Alaska Oil and Gas Association, The 
Alliance and FEDC.

Approved the 18th day o f  April, 2006

'xAu u u ^ '7>L 'tA w Y jpfoK

Marilyn Romano 
GFCC Board Chair

Lanien Livingston 
President/CEO

Margaret Russell
Government Affairs Committee Co-Chair

Charlie Boddy
Government Affairs Committee Co-Chair

L ,

Rhonda 0  ■,
Natural Resources Committee Chair
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April 18, 2006

The Honorable Frank Murkowski. Governor 
&. The Alaska State Legislature 
Alaska State Capitol 
Juneau, AK. 99801

Dear Governor and Legislators,

Tlie Greater Fairbanks Chamber of Commerce (GFCC) recognizes and applauds the efforts 
of the Governor and the Legislature thus far in addressing the shortfalls of the current 
economic limit factor severance tax (ELF), through the introduction o f a new tax system -  
pctroleu: J  1 action tax (PPT). «

The mission of the GFCC is to support and advocate for a strong investment and 
economic development climate. Therefore, we have been carefully following the* 
testimony, deliberations and developments of HB488 and SB305 - clearly, the most 
critical legislation set forth in decades.

As these bills continue to progress, the GFCC remains strong that the final PPT product 
should embody:

• A reasonable increase o f return to Alaska
• Strong incentive for maximum stattrwide oil and gas exploration and 

development investment by industry
• Furtherance o f a 50-year vision to extend the North Slope oil production 

infrastructure
C o m p e t it iv e n e s s  b o t h  n a t io n a l ly  a n d  g l o b a l l y

• Simplified administration
• Expedient advancement for a gas pipeline project

With these goals and tenets in mind, we offer you the following input regarding key 
components of the PPT legislation for your thoughtful consideration.

Tax Rate

A 20% tax rate, combined with other government royalties and takes, represents 
a fair and reasonable return on Alaska’s oil and gas resources. A higher tax rate 
could exceed that fair and reasonable threshold and become a barrier to vitally 
needed investment * including a gas pipeline project.
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Progressivity

A reasonable progressivity factor which allows the State to share in a liighly 
profitable market may be appropriate. However, it should be in direct ratio to 
the greater risk that Alaska bears in a low price environment, easy to 
understand, simple to process, and should be based on Alaska prices (ANSC) 
rather than West Texas Intermediate (WTI),

Transition or claw-back

A simplified transition or claw-back provision for recovery of capital 
expenditures is an appropriate and responsible policy that advances Alaska’s 
partnership and reputation with the industry by acknowledging investment in 
the last five years, even during periods of extremely low oil prices.

f

Standard deduction

The standard deduction provision is an important tool to attract new, smaller* 
comoanies and investors in the oil and gas industry. It should encourage 
lu.vouncnt statewide - exploration and development on the North Slope and in 
promising basins, including Bristol Bay, Yukon Flats and Ncnana Basin.

E ffe c tiv e  D a te
A retroactive tax is counter-intuitive to any good tax policy. Therefore, the 
effective taxation date should not precede the effective date of the legislation.

C o o k  Iu let
A provision to address the Cook Inlet gas industry and protect Alaska’s natural 
gas consumers from direct adverse consequences of PPT should be further 
considered.

Tcstimouy and debate regarding these provisions centers around “fair share”, 
‘"attractive climate for investment”, and what tlie “tipping or breaking point” might be. 
Legislative discussion also occasionally unveils a disturbing mindset of some -  one that 
a gas pipeline project “probably won’t happen” or “is speculative at best”.

To approach a new tax regime ut this critical juncture with any short term vision - one 
that foe- j - on maximization of short-term revenue gains ivhile p Uentialiy 
jeopardi?ing long-term revenue and development - is simply unacceptable.

KI
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Ultimately, a tax rate higher than 20 percent and a total (ax take that substantially 
exceeds the PPT legislation original version — as does the Senate Resources CS - 
could ven- well be counter productive to the GFCC goals and tenets outlined
above ?

The GFCC will remain engaged as you progress in your deliberations and search for 
balance and consensus. Your Legislative charge contained in Alaska’s Constitution 
Article 8, Section 2 is one that we all take very seriously. It states “The legislature 
shall provide for the utilization, dcveloptncnt, and conservation o f all natural 
resources belonging to the State, including land and waters, fo r  the maximum benefit 
o f its people. " (em phasis added)

The maximum benefit is predicated upon an attractive investment climate that will 
encourage and further maximum development of Alaska’s oil and gas resources.

Sincerely,

Marilyn Romano 
GFCC Board Chair

Margaret Russell
Government Affairs Committee Co-Chair

Charlie Boddy
Government .Affairs Committee Co-Chair

Rhonda Boyles
Natural Resources Committee Chair

Distribution: The GFCC Membership, the statewide media, Alaska State Chamber of 
Commerce, Anchorage Chamber of Commerce, Resource Development Council. Alaska Oil 
and Gas Association. The Alliance and FEDC.

c*
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A l a s k a  S t a t e  L e g i s l a t u r e

Please enter into tlie record my testimony to the __________ I-IFIN_____________________________
Committee name

Committee on __________________HB4S8________________, dated_____ 4-19-06________________
Bill/Subject

I f  the oil & petroleum and mining industries can afford all the advertising 
and the expensive lobbyists, then they can afford to pay the taxes. I f  they 
are so righteous why d o n ’t they pay up everything that they already owe.

I believe that failing to increase the taxes will simply mean that the 
legislature is in the pocket and on the payroll o f  the petroleum industry. 
Our resources are going to be gone someday and if they leave as they 
threaten, we will just  end up selling the oil to someone else because it is a 
precious and dwindling commodity. Alaska is like the only girl at the 
prom, if one doesn 't  dance with us there’ll be 25 others that will want to. 
L o b b y is t  do  no t  re f lec t  the  cons t i tuency ,  they  re f lec t  th e  m oney!

Signed: Geoffrey Tamnlin 
Testifier

PO Box 545 Palmer. Alaska 99645 
Address

373-3910 
Phone number



P P T  is it n on -p rog ress ive  and  tu rn-incentive??  j  ^o(j>

Is th is  the w ay  A lask a  should  e n c o u ra g e  i t 's  non- ren ew ab le  resource  d ev e lo p m en t  
part icu lar ly  oil  gas?  W orld  m arke t in f luence  on  oil p roduc t ion  tV: price  has m et i t ’s m atch  
“ Peak O i P  and  soon  in ev e r  increasing  cost  to the w orlds  consum ers .  So how  do we as good  
State  c i t izen \s  and  co rpo ra te  partners  dead with  th is  at the s a m e  t im e rea l ize  our  re so u rc e 's  profit 
poten tia l  as  a m a x im u m  benefit  to o u r  S ta te?
It 's  S im p le  fo l low  C o rp o ra te  A m e r ic a 's  un iversa l  proven m e th o d  "P ro f i t  S h a r in g "  It w o r k ' s  like

this: First w e  get the m in d  set that profit  is good , second w e  recognize  that " A la sk a "  is a  50  /5 0
par tne r  in th is  d e v e lo p m e n t  and  share  in those profits equal ly ,  T h ird  we unders tand  w hat  is fair
profits  in the resource  ex trac t io n /p ro d u c t io n  industry  and not ba l looned  profits  on  the w h o le  sale
m a rk e t  as  w h ich  is seen  today  in the w orld  market.  Fourth ly  w e start this profit share  p lan  with
es tab l ish in g  that a fair p roduction  profit  al 40% is in good  faith with our p roducers  well ab o v e

indus try  s tandard .»*

M ost all re so u rce  ex t ra c t io n /  p roduc tion  projec ts  on ly  p ro d u c e  a 10 to 25 %  profit  m arg in  
trad i t iona lly  ac ro ss  the w orld  , due  to the ir  p r im ary  and  s in g le  p roduct p roduc t ion  activity  for 
w h o le  sale m arke ts .  A laska  Producers  a rc  in that pos it ion  w hen  p ro d u c in g  and supp ling  on ly  
“c ru d e  o i l"  f rom  A la s k a 's  oil f ie ld ’s today. Until that ch a n g e s  that is w here  the  p ro f i t 's  are 

made.
T he  " w o r ld  m a rk e t” is the con tro l l ing  factor and  A laska  and  i t 's  P roducers  can depend  on that 

as  i t 's  r ev en u e  source  until i t 's  oil resources  are co m p le te ly  depleted . S im ply ,  at 40 %  Oil 
P roducers  profit ,  A la sk a  starts ge t t ing  50 %  per barrel d o l la r  profit on the world  oil price. \VL 
share  in the s a m e  p rogress ive  and incen tive  w ay  as o u r  P roducers  m a k in g  us as w ealthy  as they 
are g e t t in g  and w h e re b y  a bet ter  partner  in any future d ev e lo p m e n ts  o f  our  n on -renew ab le  

resources!



A la s k a 's  Pe tro leum  Profit S h a re  Plan

A la s k a ’s profit  share  plan w orks  l ike this : A f te r  A la s k a 's  p ro d u ce rs  reach TO %  profit p e r  barrel 
at current e x is t in g  pe tro leum  tax law, the slate s tarts  a " n e w  pe t ro leu m  profit share"  ra te  per  
barrel. T ha t  ra te  is 50  %  on  every  d o l la r  in prof i t  ea rned ,  m easu red  aga ins t  the current w orld  
price per  barrel .  T h is  50 %  rate re f lec ts  A la s k a ’s true pa r tne rsh ip  w ith  i t 's  Producers!

.So p re su m in g  that A la s k a 's  p ro d u c e rs  reach 40 %  profit  al 40  do l la rs  a barrel that is the point at 
w hich  A la sk a  s ta r ts  to get i t ' s  fair share .  C urren tly  at to d a y ’s  world  prices  per barrel A la sk a  
w ould  real ize  s o m e w h e re  b e tw een  4.5 and 4 .8  b il l ion  do lla rs  yearly. T h is  profit share  c o n c e p t  is 
universal in ac c o u n t in g  p rac t ices  and is s im p le  e n o u g h  that da i ly  ca lcu la t ion  could  k eep  the sta te  
on  a m ore  p ro -ac t iv e  and  accu ra te  acco u n t  o f  i t 's  f inances. It w ou ld  be payed  each day a lso  
w hereas  i t ’s b u d g e t  w ou ld  not wait for a end o f  y e a r  col lect ion  process ,

T h e  Profit  S h a r in g  C oncep t  is w hat  all m odern  c o rp o ra t io n 's  use in d is tr ibu tion  o f  the ir  profits  
and l ikew ise  what is used bv the A la s k a 's  P ro d u ce rs  and their s tockho lders!
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A l a s k a  S t a t e  L e g i s l a t u r e

Please enter into the record my testimony to the House Finance
Committee on_____ SB305____ , dated 042606___________

Alaska's Petroleum Prolit Share Plan

Alaska’s prolit share plan works like this : Alter Alaska’s producers reach *10 % pro lit per barrel 
at current existing petroleum tax law, the state starts a "new petroleum prolit share” rate per 
barrel. ‘I hat rale is 50 % on every dollar in prolit earned, measured against the current world 
price |>cr barrel. This 50 % rale reflects Alaska’s true partnership with it’s Producers!

So presuming that Alaska's producers reach 40 % prolit at 40 dollars a barrel that is the point at 
which Alaska starts lo get it's lair share. Currently at today’s world prices per barrel Alaska 
would realize somewhere between 4.5 and 4.S billion dollars yearly. This prolit share concept is 
universal in accounting practices and is simple enough that daily calculation could keep the state 
on a more pro-active and accurate account of it's finances. It would he payed each clay also 
whereas it's budget would not wait for a end ofyear collection process.

The Profit Sharing Concept is what all modern corporation's use in distribution ol their profits 
and likewise what is used bv the Alaska’s Producers anJ their stockholders!

Signed: Ed Martin Jr.
PO BOX 521 

Cooper Landing , AK 99572-0521
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DIXIE A. HOOD, M.A.
M a rr ia g e , F a m ily  &  C h ild  C o u n s e lo r
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House Finance 
Public Hearing SB305 

Wasilla, Alaska 
April 29, 2006

George Trabits 
Trabits Group, LLC 

P.O. Box 870404 
Wasilla, Alaska 99687

My name is George Trabits. I am managing member of Trabits Group, a small family 
owned business here in Alaska. Trabits Group develops industrial minerals that are 
necessary for oil and gas production. We live here; our trucks are serviced at Mr. Lube in 

' ia, wc buy our dog food at Animal Food Warehouse and on Sunday we have 
breakfast at The Colony Kitchen in Palmer. Senate Bill 305 is disturbing to us because it 
will stifle exploration and new development in Alaska.

Throughout history increased taxes have, in all cases, caused an immediate downturn in 
development. Increased taxes are not an incentive for business and create a hostile 
business environment. Oil and gas exploration and development in Alaska is already an 
expensive venture, more expensive than anywhere else in the United States Oil and gas 
development in Alaska must compete with fields in the Lower 48 and elsewhere in the 
world.

Our small business is directly dependant upon the success of the oil and gas industry.
The proponents of Senate Bill 305 have the misguided opinion that taxing big oil does 
not hurt the little guy, but they arc wrong Increased taxes will make development here 
less desirable and will result in the decline of an industry that is vital to many small 
businesses.

Alaska needs to encourage development. A rising tide raises all ships.

i
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parts ofthc world. The oil companies have been a strong steady community 
partner in the State Hnd they are truly appreciated. They are great 
businessmen, expertise in their Held, and drive a hard bargain. Wc as 
Alaskans could learn from them, as well as, other countries, i.e. England, 
Norway, etc. Tf China is making arrangements with Africa for their oil and 
many other part ofthc world are spoken for 1 doubt very much that the oil 
companies will pull out of Alaska. Norway exports 3x more oil than Alaska 
and generated 6x more prolit than the $34B in Alaska Permanent Fund. We 
Alaskans & specifically you our legislators who represent us need to step up 
to the plate and strike an equitable bargain, which has not been accomplished 
to date.

f '  closing I would like to say that the Governor’s proposed tax reduction for the oil 
companies will definitely help the oil companies and harm the people of Alaska. Alaska 
is not meeting the needs of their citizens in the areas of health, education and welfare.
The taxes on oil, a major natural resource, in Alaska will be instrumental in meeting these 
needs of our citizens.
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Testimony Given Saturday, April 29. 2006

Mr. Chairman, thank you lor this opportunity to comment on Senate Bill 305. My name is 
Mark Hylen and 1 am a lifelong Alaskan. 1 am also the President of Kakivik Asset 
Management. Kakivik provides inspection and engineering services to the oil and gas 
industry. We are u subsidiary of Bristol Bay Native Corporation and employee nearly 200 
employees. 100% of our revenues are derived from the oil and gas industry in Alaska- this 
includes the major producers, the smaller independents, the pipeline and the Cook Inlet 
refiners nnd producers.

O'
I have been actively following this bill and would like to start by saying thank you to all of 
you as I know a considerable amount of time has been spent on this effort. After all, this bill 
\> iii nave a significant influence on the futuro of our state.

1 feel privileged to work in the oil and gas industry in this state. Every single Alaskan is 
directly impacted by the benefits this industry has on us. Whether it is thru the many jobs the 
industry provides, or just thru receiving a permanent fund dividend and not paying state sales 
or income tax wc all benefit from this industry.

Wc are experiencing a robust period in the oil industry in the state of Alaska and my company 
and many other companies have seen job and revenue growth as a result of it. I am concerned 
about the impact new taxes may have on investment in this state. There is u careful balance 
between getting the most for the state and getting too much and costing Alaskans jobs.

The bill the governor proposed increases taxes tremendously. 1 am opposed to new taxes on 
tho industry but if a stable Fiscal environment can be created that will provide certainty to 
investors to sec a new gas pipeline be built than I am for it, but 1 am very concerned how the 
impact of new taxes may aflcct Alaskan jobs for the future.

In specific response to Ihe changes between the governors proposed tax increase and the 
senate’s version 1 would like to make the following comments:

1. PPT hy nature is already a ‘progressive’ tax if you will. More profits, more tax. The 
i windfall tax is something wc wouldn’t even lie talking about 2 years ago when the

price was down. It’s short sighted and unfair. Please reconsider no windfall increases.
2. lt is April 29'1', Once again what is fair about a retroactive tax date nothing. July

1st is much more reasonable as it allows all parties to understand the game eficx the 
rules are set.

1 understand this is a bad time to talk about being fair with ‘big oil’ because everyone is 
seeing their profits and believe wc should all grub our share. They’ve agreed a bigger share is 
in order. What is the state going to do with this surplus? Grow government?
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Let's not get greedy. I oppose any increases in tax but it’s inevitable, so let’s keep it fair.
I -bt’s then locus on the more concerning issue of a state fiscal plan. Let’s get ourselves a gas 
pipeline that could add even more to the state coffers and let’s keep Alaskan’s working.

Jouii luck in bringing resolution lo this significant bill, ft means everything today and to 
future generations.

Thank you.

Mark Hylen 
President and CEO
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20 A p r i l  2006

T o : M e m b e rs  o f  th e  H o u s e  F in a n c e  C o m m llte e :-

M y  nam e  is M a y n a rd  T a p p , I a m  n i l  A la s k a  d re a m e r s in ce  1954; nn  A la s k a n  w o rk e r  s in ce  1972 ; a nd  an A la s k a n  business  o w n e r 
s in c e  1985

I  s t r o n g ly  r e c o m m e n d  a P r o d u c t io n  P r o f i t s  T a x  o f  1 5 %  / 2 0 % ,

W lia t  S H O U L D  th e  p r im a ry  d r iv e r  in  the  deba te  re g a rd in g  CSSB305 and  C .SHB488.

H O W  D O  W F , C R E A T E  A N  IN V E S T M E N T  C L I M A T E  T H A T  P U T S  A L A S K A  A T  ( O R  N E A R )  T H E  T O P  O F  
IN V E S T M E N T  O P P O R T U N IT IE S  F O R  O U R  P A R T N E R ’ S I H E  “ P R O D U C E R S ’ ’ .
T h is  sam e c lim a te  w i l l  a lso  ra is e  the  o p p o r tu n i ty  to  a l l r a c t  n e w  in ve s to rs .
W I L L  T H IS  R I L L  S T O P  T H E  D E C L IN E  I N  P R O D U C T IO N ?

I f  y o u  v...I - ,» p  t lie  d e c l in e  in  p ro d u c t io n  w i th  e x p lo ra t io n  o r  m o re  f ie ld  d e ve lo p m e n t, d o e sn ’ t th a t m e e t th e  g o a l o f  A L A S K A N ’ s 
G E T T IN C ;  T H E IR  F A R E  S H A R E ?

IS  O I L  L E F T  IN  T H E  G R O U N D  R E A L L Y  A  R E S O U R C E ,  O R  IS  I T  A N  IN T E R E S T IN G  G E O L O G IC A L  F A C T ?
W h a t are y o u  as le g is la to rs  d o in g  to  G R O W  T H E  S O U R C E  O F  O U R  W E A L T H ?

I  B E L IE V E  W E  M U S T  T R U S T  O U R  P A R T N E R S ,  O U R  F E L L O W  C IT IZ E N S ,  T H O S E  W H O  H A V E  IN V E S T E D  
B I L L IO N S  I N  T H E  S T A T E  O F  A L A S K A  A C C R U IN G  B I L L IO N S  T O  T H E  A L A S K A  T R E A S U R Y .
A  ra t io  o f  1%  in c re a se  in  the  P ro f i ts  T a x  w o u ld  be  o f fs e t  b y  a In v e s tm e n t T a x  c re d it  o f  4 .5 % . I f  th a t is  t ru e  s h o u ld n ’ t the 
re q ue s te d  ta x  f ig u re s  b e  2 0 % / 3 l,2 5 % . T h e  "e xpeas"  say  th a t is  to o  m u ch  r is k  f o r  d ie  s ta te . W h y  is  i t  f a i r  o r  sm a rt to  a sk  o u r  
p a rtne rs/ in ves to rs  lo  ta ke  a r is k  w c  a re  n o t o u rse lve s  w t l l iu g  to  take?

P R O G R E S S IV IT Y  o r  P R O G R E S S IV IT Y  S Q U A R E D

I t  seem s p ro g re s s iv ity  is  a lre a d y  fa c to re d  i l l  based  o n  th is  ta x  b e in g  a p p lie d  to  ih e  p ro d u c t io n  P R O F IT S .

1 am  a ga in s t p ro g re s s iv ily ,  h o w e ve r, i f  i t  is  h e re  to  s ta y , s h o u ld n 't  these p r ic e s  be a d ju s te d  fo r  in f la t io n  so th a t a $70/bbl in  2006 
m a y  be  w o r th  .$70 *-lnna tion  nnd  th e re fo re  n o t  t r ig g e r  a n y  p ro g re s s iv ity  fa c to r in g .
W e  are a l l  p a r tn e rs  in  th is  0 ., d ie  g o v e rn m e n t ,  th e  p e o p le , a n d  th e  “ p r o d u c e r s ” .

T h e  ‘ 'p r o d u c e rs "  re in v e s t tho  re venues  and  g ro w  the s o u rc e  o f  those  re venues .

T h e  A la s k a  p e o p le  g e t jo b s  from /and re la te d  to  the " p ro d u ce rs"  re in v e s tm e n t, g r o w  th e ir  w e a lth ; spend  m o n e y  in  th e ir  
c o m m u n ity  s u s ta in in g  its  w e a lth , and  v ia b i l i t y .

T h e  g o v e rn m e n t  ta kes  its  sha re  and fu n d ’ s th e  g o ve rn m e n t.

A s  a p a . . , a i io u ld n ’ t  th e  g o ve rn m e n t s u p p o r t  th e  g r o w th  o f  th e  re v e n u e  re s o u rc e  and  n o t d ie  g ro w th  o f  th e  g o ve rn m e n t.
U l t im a te ly ,  the  g ro w th  o f  th e  re v e n u e  sou rce  s u ppo rts  the  g ro w th  o f  g o ve rn m e n t b u t w i th in  o u r  m eans .
I b e lie v e  tlu ; 2 0 %  / 20 %  is t lie  w ro n g  n u m b e r, i t  s h o u ld  be  c lo s e r to  a 15 % /  2 0 %  P P T . W h o t  d o  y o u r  e x p e r t  s a y  th o  P P T  
n u m b e r  s h o u ld  be  to  a t ta in  0 %  to  3 %  r a te  o f  d e c lin e ?  W h a t are y o u  d o in g  to  en su re  d ie  s ta te s  re venue  so u rce  la s tin g  lo n g  
en ough  to  m ee t the needs o f  A la s k a 's  n e x t g e ne ra tio n?

t o d a y  p ro d u c t io n  is  d e c l in in g  a t 6 %  p e r yea r. S ta l l in g  a t 850,000 b h ld  I c a lc u la te  the  p ip e l in e  b e in g  m e c h a n ic a lly  in o p e ra b le  b y  
20 15 . T h e n  w ha t?

T h e  n e w  te c h n o lo g ie s  to  b r in g  v is co u s  o i l  to  m a rk e t a ic  n o t easy, g ua ran teed , o r cheap .

W h a t a re  y o u  d o in g  to  e n cou ra ge  in v e s tm e n t in  A la s k a  a n d  n o t s om ew he re  e lse? I t  d o e s n 't  seem  l ik e  ra is in g  th e  ta x  does 
a n y th in g  to  p u t m o re  m o n e y  in to  e x p lo ra t io n .

W e  c a n n o t  tu x  o u r  w a y  to  s ta te  s o lv e n c y , in  th e  lo n g  r u n  w e  m u s t in v o s l/ g ro w  o u r  w a y  to  s ta te  s o lv e n c y  a n d  success.

P lease c o n s id e r  th a t h o w  m u ch  the  p ro d u ce rs  m a ke  is  a c o m p le te ly  d if fe re n t  d is c u ss io n  th a n  w h e re  d o  ih c y  in v e s t those p ro f i ts  to  
ge t th e  best re tu rn  o n  th e ir  in v e s tm e n t.

U lt im a te ly  i t  is y o u r  r e s p o n s ib i l i t y  f i r s t ly ,  to  d o  n o  h a rm ; s e c o n d ly  to  leave  A la s k a  in  b e lte r  c o n d it io n  th a n  w h e n  y o u  g o t he re ; 
and th i r d ly  leave  a le g a c y  in  le a d e rsh ip , w he re  y o u  to o k  th e  lo n g  to u g h  v ie w  to  g ro w  the R e sou rce  and  n o t g ro w  th e  
G o ve rn m e n t

9
ih u n k - y o u  ,
M a y n a rd  T a p p
200 West 34"' Ave. #809
A n c h o ra g e , A la s k a  •• 99503
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L e g i s l a t o r s :

You know there is not going to be an Alaska gasline nor is there a valid 
gasline contract.

There is no amount to which the oil taxes could be raised, that would impede a 
gasline. In fact, the higher the oil taxes are raised the sooner Alaska will obtain a 
gasline. Conversely, the lower the oil taxes, the less the incentive to produce the 
gas. You have rigged the tax system against a gasline with your giveaway oil 
taxation.

When Governor Murkowski told the legislature, the press and the public that 
he wanted the McKenzie River Gasline to be COMPLETED before the start of an 
Alaska gasline; you legislators knew that there would be least a ten year delay 
before the start of any Alaska gasline. Thus^ery one of you legislators know that 
there iTno urgency in passing this give away of Alaska’s oil revenues for a irasline 
because the passaee of this oil tax bill has absolutely no bearing on obtaining an 
Alaska uasline.

You legislators know that Pedro van Meurs told the press, for Murkowski, that 
the signing of a gasline contract by BP, Exxon and Conoco would Not obligate 
them to construct a gasline. Further, that the producers could terminate 
Murkowski’s gasline contract at any time for any reason. Murkowski’s gasline 
contract is meaningless and you know it.

You know the North Slope Producers have less than half enough gas for the 
Alcan gasline and that the oil Companies need another 30 tcf gas, an 
insurmountable task both financially and physically. But they have enough gas for 
an OTG, Over the Top Gasline.

You legislators also know that the Producers, having constructed the 
McKenzie River Gasline, it does not make any sense for them to construct any other 
Alaska gasline except an OTG, which is only is only 250 miles from Point 
Thom, : . to the McKenzie Delta and for which they have enough gas Vs. 2140 
miles to Carlin Alberta for which they have less than half enough gas and cannot 
obtain enough gas to justify its construction.

You Legislators know with the passage of this oil taxation bill, you are 
condemning the State of Alaska to endless litigation with the oil companies: setting 
the State of Alaska up for an endless war with the oil companies which you and the 
oil companies both know only the oil companies will win because there will always 
be another Governor that will settle the law suits for ten cents on the dollai* just like 
the last time.

/C a rt y
% 'u HI'Tj o / l / - /y l ) / i c /O c .n o © 4 c c .  C &
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T H E  A L L IA N C E. . .  (or responsible development of Alaska’s Oil, Gas & Mineral Resources

ALLIANCE HOUSE FINANCE TESTIMONY 
SB 305 

April 29, 2006

Thank you, Chairman Chenault. My name is Paul Laird, and I ’m general 
manager and test ify ing on beha lf of the Alaska Support Industry A lliance.

Mr. Chairman and members of the Finance Committee, many things have 
changed w ith this b i l l since legis lation was introduced in the House and Senate 
more than two months ago,

The tax ra te  w en t up ... and it came partway down,

a tax became p rogress ive ... then the ra te went up ... and down ... and back 
up again.

The b i l l  became re t ro a c t iv e ... then n o t ... then re troactive again.

Other key provisions have changed as we ll .

Cut severa l basic principles have remained constant.

The musings of some so-called economists notwithstanding, higher taxes s t i l l  
mean less investment. Less investment means fewer jobs and business 
opportunit ies for Alaskans, less production and less tax revenue for the sta te  
over the long term .

A 22.5% tax ra te  s t i l l  means less investment than a 20% tax ra te , and a trigger 
price mechanism for progressivity tha t fails to take costs into account s t i l l  
means less investment than one that does.

A re troac t ive  tax increase is s t i l l  morally reprehensib le , as w e l l as procedura lly 
problematic .

Regardless how much money th ey ’re making in Alaska, companies w i l l  stil( 
invest where their cap ita l generates the greatest re turns. If the prospects are 
b e t te r  somewhere e lse , th a t ’s where the ir investments w il l go ... th a t ’s stM 
how a free enterprise system works.

ALASKA SUPPORT INDUSTRY ALLIANCE
360 W. Benson Blvd, Suite 200 • Anchorage, Alaska 99503 • Phono: (907) 563-2226 • Fax: (907) 561-8870 • wwv/,alaskaalliancc.com
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Alaska stiU has a $1.5 bill ion budget surplus this year, and the orig inal proposal 
negotia ted between the administration and the producers w il l  s t i l l  genera te an 
add it iona l $1 bill ion a year in s ta te  revenues a t curren t prices and production 
leve ls . It 's also st i lt the only one that's guaranteed to bring us a g iant step 

• ’oser to a gas pipeline.

Higher taxes sjjU mean more government at the expense of priva te  sector 
growth, and that stJJJ. means something to fisca l conservatives who prefer a 
strong pr iva te economy to a burgeoning bureaucracy.

The A lliance and our 400 member organizations w ith  more than 30,000 Alaskan 
employees s t i l l  pre fe r lower taxes that promote jobs , business opportun it ies 
and long-term, susta inab le economic growth to higher taxes th a t fue l short­
term , unsusta inab le government growth, Mr. Chairman, and we s t i l l  have fa ith  
tha t you and your co lleagues in the leg is la ture share th a t va lue .

Thank you.
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■  ■
DOWLAND-BACH |ao

P.O. Box 230126 
Anchorage, Alaska 99523-0126 

phone (907) 562-5818 
fax (907) 562-5816

R E : H o u s e  F in a n c e  H e a r in g  R E :  C S  S B  #  3 0 5  A p r i l  2 9 , 2 0 0 6 .

G o o d  a f t e r n o o n  C h a i r m a n  C h e n a u l t  a n d  C h a i r m a n  M e y e r  a n d  o t h e r  e s te e m e d  
a n d  d is t in g u is h e d  m e m b e r s  o f  th e  H o u s e  F in a n c e  C o m m it te e .  M y  n a m e  is L y n n  
J o h n s o n  a n d  a s  m o s t  o f  y o u  k n o w , I  a m  th e  P r e s id e n t  a n d  c o - f o u n d e r  o f  
D o w la n d - B a c h  C o r p o r a t io n  a n d  a  p a s t  P r e s id e n t  o f  th e  A la s k a  S u p p o r t  I n d u s t r y  
A llia n c e . F i r s t  o f  a l l ,  I  w o u ld  l ik e  to  t h a n k  y o u  a ll  f o r  a l l  o f  y o u r  d i l ig e n t  a n d  
th o u g h t f u l  w o r k  d u r in g  th e  p a s t  c o u p le  o f  m o n th s  o n  th e  P P T  ta x  le g is la t io n .
I  s u s p e c t  t h a t  y o u  a l l  h a v e  h a d  m o r e  v is i ts ,  e -m a ils  a n d  l e t t e r s  r e g a r d i n g  th is  
s in g le  is s u e  o f  P P T  le g is la t io n  th a n  o n  a n y  o th e r  s in g le  is s u e  o f  y o u r  le g is la t iv e  
c a r e e r .  1 k n o w  f r o m  m y  p e r s o n a l  e x p e r ie n c e  th is  s e s s io n  t h a t  I  h a v e  m a d e  m o re  
v is its  to  J u n e a u ,  g iv e  m o r e  p u b l ic  te s t im o n y , a n d  w r i t t e n  m o r e  le t t e r s  th i s  s e s s io n  
th a n  e v e r  b e f o re .  T h is  is  e v id e n c e d  b y  th e  f a c t  t h a t  to d a y  is  S a t u r d a y  A p r i l  2 9 th  
a n d  h e r e  I a m  g iv in g  a n o t h e r  t e s t :m o n y  a n d  th e r e  y o u  a r e  in  J u n e a u  l is te n in g  to  
m e  o n c e  a g a in .  T h is  o n ly  g o es  to  s h o w  t h a t  th is  P P T  is s u e  is  e x t r e m e ly  i m p o r t a n t  
to  a l l  A la s k a n s .

t

S ix  w e e k s  o r  s o  a g o  m y s e l f  a n d  m y  fe llo w  A llia n c e  m e m b e r s  w e r e  g o in g  a r o u n d  
ta lk in g  to  o u r  n o n -o il  i n d u s t r y  f r ie n d s  a b o u t  th e  P P T  ta x  is s u e  a n d  th e  
G o v e r n o r ’s o r ig in a l  p r o p o s a l .  A t t h a t  t im e , th e s e  n o n - in d u s t r y  r e l a t e d  f r ie n d s  
a n d  r e la t iv e s  w o u ld  o n ly  lo o k  a t  u s  a n d  s a y  “ P P  W h a t ” ? ? ?  N o w  e v e n  m y  d o g  
L o u ie  k n o w s  w h a t  th e  2 0 /2 0  o r  2 2 .5 /2 5 %  ta x  r a t e / t a x  c r e d i t  d e b a t e  is a b o u t .  
B o t to m  l in e  is  e v e r y o n e  n o w  k n o w s  a b o u t  th e  P P T  a n d  is  a w a r e  t h a t  t h e i r  f u tu r e  
d ep en d .': c ; i  th e  d e c is io n s  m a d e  in  th is  le g is la t iv e  s e s s io n .

M y  r e c o m m e n d a t io n  is v e ry  s im p le .  R e tu r n  to  th e  G o v e r n o r ’s o r ig in a l  P P T  
p r o p o s a l  a n d  in s u r e  t h a t  th e  in v e s tm e n ts  w ill c o n t in u e  to  b e  m a d e  in  N o r th  S io p e
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a n d  C o o k  I n l e t  p l a n t  a n d  e q u ip m e n t .  A s a  b u s in e s s  o w n e r ,  I  a m  a  f i r m  b e l ie v e r  
t h a t  e c o n o m ie s  g r o w  th r o u g h  th e  p r iv a te  s e c to r ,  a n d  n o t  n e c e s s a r i ly  p u b l ic  s e c to r  
e x p a n s io n  a n d  s p e n d in g .  S e v e r a l  o f  y o u  o n  th e  F in a n c e  C o m m it te e  a r e  s m a ll  
b u s in e s s  o w n e r s  l ik e  m e  a n d  I a m  s u r e  t h a t  y o u  h a v e  a  g r e a t  d e a l  o f  e m p a th y  f o r  
m y  p o in t  h e r e .  W i th  e x c e s s iv e  t a x a t io n ,  a s  w e  h a v e  a ll  h e a r d  t im e  a n d  t im e  

a g a in ,  i n v e s tm e n t  c a p i t a l  f r o m  th e  m a j o r  p r o d u c e r s  w ill f lo w  f r o m  A la s k a  to  
o t h e r  o il b a s in s  o f  th e  w o r ld .

I n  s u m m a r y ,  w e  n e e d  to  e n c o u r a g e  in v e s tm e n t  a n d  i n s u r e  t h a t  A la s k a  is a  
c o m p e t i t iv e  b a s in  f o r  b o th  la r g e  a n d  s m a l l  o il c o m p a n ie s .  W e  n e e d  to  le t  th e  
I n d u s t r y  k n o w  th is  b y  m a k in g  A la s k a  a  g o o d  c l im a te  in  w h ic h  to  in v e s t  o v e r  th e  
lo n g  te r m .  P le a s e  t h i n k  lo n g  a n d  h a r d  a b o u t  m a k in g  a n y  s u b s t a n t i a l  c h a n g e s  in  
th e  G o v e r n o r ’s o r ig in a l  P P T  p la n  a s  s u b m i t te d .  T h is  p l a n  in  i t s e l f  is a  
c o m p r o m is e  t h a t  b e n e f i ts  e v e r y o n e  in  th e  lo n g  r u n .  T h e  lo n g  t e r m  e c o n o m ic  
h e a l th  a n d  e c o n o m ic  f u t u r e  o f  A la s k a  d e p e n d s  o n  y o u r  d e c is io n s .  I  h a v e  
c o n f id e n c e  t h a t  y o u  a ll w ill m a k e  th e  c o r r e c t  d e c is io n  f o r  th e  e c o n o m ic  f u tu r e  o f  
A la s k a .  T h a n k  y o u  v e r y  m u c h .

i
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Don’t Pass the Proposed Oil and Gas Tax
• Don't pass a new oil and gas tax (PPT) before you've seen the secret gasline contract and how 

the two are interconnected.
• Don't bind future legislatures to the new oil and gas tax for 30 plus years as suggested by the 

Governor and the producers. That clearly violates the Constitution and ensures litigation and 
delay,

• Avoid a net profits tax. Net profit taxes will be nearly impossible to manage and will result 
in unending disputes audits and litigation, resulting in the State receiving less than modeled 
or expected. The Governor's proposed 20/20 PPT is a huge giveaway to the producers.

• Instead repeal ELF for the major North Slope production units and add a progressive increase 
above the 15% of production severance tax rate for oil when prices exceed $40 ANS West

o If you do choose to take the risk of a net profit share severance tax, at a bare minimum
support the Senate Resource version ofthc PPT, tax rate of 25% with a 20% tax credit 
and a progressive increase with price. However make sure that there is a minimum 
severance tax of at least 5% regardless of the price of oil to protect the state when oil 
prices fall to the historical average. Tax rate for gas should be the same as for oil and 
should contain a progressive increase with price. Give the Department of Revenue 
similar audit authority to that of the IRS.

o Don't be rushed. Listen to expert and unbiased consultants like Daniel Johnson and Econ
One who have no political agenda or financial conflicts Discount the advice of those 
"experts" with a vosted political or economic interest in selling a specific deal. Make sure 
that you understand the full fiscal impact of the tax structure you are creating. Don't 
make political compromises such as those made by the Senate Finance Committee. Take 
the time to fully understand what you are voting on including: 1) the value of the 
deductions to the producers, 2) the revenue stream to the state at various prices and 
production levels, 3) how the tax compares to the current system at various prices, 4) tin 
administrative costs and management structure the state will need to manage the lax, 5) 
the proper balance for the state between upside dollars at high prices versus little to no 
income at low prices. Approve an c'l tax system only after you fully understand it and 
you've discussed these issues with your constituents. Lf that requires a special session or 
the next legislative session, that is okay. Remember, accepting the Governor's and 
Producer's proposal or the Senate bill will not guarantee cither a gasline or more 
investment on the North Slope, but it will mean less money for our schools and 
communities. Alaska's oil is an extremely valuable commodity to the oil companies and 
will be produced by cither the producers or others if they choose not to invest. Require 
die companies to back up ihcir claims with hard data on tlie profitability ofthc fields at 
various tax rates and structures. Get beyond their rhetorical threats to the bottom lino. 
Make sure that whatever you do is for tire maximum benefit of the people of Alaska who 
ore counting on you.

Coast,

o From: Floyd K Mitchell, P.E., Anchorage



Illustration of Effective Tax Rate on G as  Production Under Different Tax System s

Potential P ru d h o e  Bay G as D evelopm ent

Administration's 20/20 Senate Finance 22.5/25 
With Gas Revenue Reduction 
To 1/3 of Actual Value

Current Elf System

1.000 1.000 1.000
-0.125 -0.125 -0.125

0.875 0.875 0.875

$ 4.000 $ 6.000 $ 8.000

S (2.500) $ (2.500) $ (2.500)

$ 1.500 $ 3.500 $ 5.500

1.000 1.000 1.000
-0.125 -0.125 -0.125

, .V* i*. jia *
0.875 0.875 0.875t  ”< ' ' y

$ 4.000 $ 6.000 $ 8.000

$ (2.500) $ (2.500) $ (2.500)

$ 1.500 $ 3.500 $ 5.500

$ 0.500 $ 1.167 $ 1.833 $ 1.500 $ 3.500 $ 5.500

$ (0.023) $ (0.023) $ (0.023) $ (0.023) $ (0.023) % (0.023)
S - $ - $ - $ - $ - $ -
s - 5 - $ - $ - 5 - $ -

$ 1.477 $ 3.477 $ 5.477 $ 1.477 $ 3.477 5 5.477

$ 0.477 $ 1.144 $ 1.810 $ 1.500 $ 3.500 $ 5.500

5 0.107 $ 0.257 $ 0.407 N/A N/A N/A
N/A N/A N/A $ 0.105 5 0.245 $ 0.385

$ - $ - $ - N/A N/A N/A

S 0.107 $ 0.257 $ 0.407 $ 0.105 5 0.245 I 0.385

7.2% 7.4% 7.4% 7.0% 7.0% 7.0%

Gross Volume (MCF)

Royalty Volume (12.5% Royalty) 

Taxable Volume 

Downstream Value ($/MCF)

Cost to Downstream Market 

Wellhead Value

Taxable Wellhead Value

Total Tax ($ Per Taxablo MCF) $ O JM  I  0.995 $ 1.095

Tax as % of Wollhoad Value 19.7% 19.9% 19.9%

Production Costs ($ Per Taxable MCF) 
Prop Tax 
OPEX 
CAPEX

Not "Profit" Per Taxable MCF 

Taxable Value

PPT Tax (20% or 22.5%)
Current Elf System (10%, 0.7 ELF)

Loss Capital Credit (20% or 25%)

Note: Assumes no incremental capital costs or operating costs associated with gas production at PBU;
property taxes ol 50.02/gross mcf of production: ELF = 0.7 over first 10 years of production;
average royalty rate of 12.5%.



Illustration of Potential Effective Tax Rate on G as P roduction U nder Different Tax S ys tem s

Potential Pt. T h om pson  D evelopm ent

Administration 's 20/20 Senate Finance 22.5/25 Current Elf System
With G as R evenue R eduction  

To 1/3 of A ctual Value

T otal Tax ($ P er T axab le  MCF) 

T ax a s  % o f W ellhead  Value

$ (0.012) $ 0.138 $ 0.288 $ 0.122 $ 0.302 $ 0.482

-0.9% 4.1%  5.4% 9.0% 8.0% 9.0%

G ro s s  V olum e (MCF)

R oyalty  V olum e (16.67%  Royalty) 

T ax ab le  V olum e 

D o w n stream  V alue ($/MCF)

C o s t to  D ow nstroam  M arket 

W ellhead  Value

1.000 1.000 1.000

-0.167 -0.167 -0.167

0.833 0.833 0.833

$ 4.000 $ 6.000 $ 8.000

$ (2.650) $ (2.650) $ (2.650)

$ 1.350 $ 3.350 $ 5.350

T ax ab le  W ellhead  Value $ 0.450 $ 1.117 $ 1.783 $ 1.350 $ 3.350 $ 5.350

’’ re d u c tio n  C o s ts  ($ P er T axab le  MCF) 
P ro p  Tax 
OPEX 
CAPEX

N et "P ro fit"  P er T axab le  MCF 

T axab le  Value

PPT  Tax (20% o r 22.5%)

C u rren t Elf S y s te m  (10%, 0.9 ELF)

L ess  C apital C red it (20% o r 25%)

$ (0.024) 
5 (0.132) 
$ (0.166)

$ (0.024) 
$ (0.132) 
$ (0.166)

$ (0.024) 
$ (0.132) 
$ (0.166)

$(0,024) $(0,024) 
$(0,132) $(0,132) 
$ (0.166) $ (0.166)

$ (0.024) 
$ (0.132) 
$ (0.166)

$ 1.029 $ 3.029 $ 5.029 $ 1.029 $ 3.029 $ 5.029

$ 0.129 $ 0.795 $ 1.462 $ 1.350 $ 3.350 $ 5.350

$ 0.029 $ 0.179 $ 0.329 N/A N/A N/A

N/A N/A N/A $ 0.122 $ 0.302 $ 0.482

$ (0.041) $ (0.041) $ (0.041) N/A N/A N/A

Note: Assumes total capital costs of $1.3 billion; annual operating costs of $50 million; property taxes
of 50.02/gross mcf of production; ELF = 0,9; average royalty rate of 16.67%; total production of 8 TCF. 
85% of OPEX/CAPEX costs are allocated to gas production based on BOE production of gas v liquids.



Illustration of Potential Effective Tax Rate on G as Production  U nder Different Tax S ys tem s

Potential New Field Developm ent

Adm in istra t ion ’s 20/20 Senate F inance 22.5/25 
With Gas Revenue Reduction 
To 1/3 of Actual Value

Current Elf System

Gross Volume (MCF)

Royalty Volume '12.5% Royalty) 

Taxable Volume 

Downstream Valje (S/MCF)

Cost to Downstream Market 

Wellhead Value

Taxable Wellhead Valuo

Production Costs ($ Per Taxable MCF) 
Prop Tax 
OPEX 
CAPEX

Net "Profit" Per Taxable MCF 

Taxable Value

PPT Tax (20% or 22.5%)
Current Elf System (10%, 0.7 ELF)

Loss Capital Crodit (20% or 25%)

1.000 1.000 1.000
-0.125 -0.125 -0.125

0.875 0.875 0.875

$ 4.000 $ 6.000 $ 8.000

$ (2.650) $ (2.650) $ (2.650)

$ 1.350 $ 3.350 $ 5.350

i';Y 1.000 1.000 1.000
•0.125 -0.125 -0.125

0.8750.875 0.875

$ 4.000 $ 6.000 $ 8.000

$ (2.650) $ (2.650) $ (2.650)

$ 1.350 $ 3.350 $ 5.350

$ 0.450 $ 1.117 $ 1.783 $ 1.350 $ 3.350 $ 5.350

$ (0.023) $ (0.023) $ (0.023)
$ (0.229) $ (0.229) $ (0.229)
$ (0.343) $ (0.343) $ (0.343)

$ 0.756 $ 2.756 $ 4.756

$ (0.144) $ 0.522 $ 1.189

$ (0.032) $ 0.118 $ 0.268

N/A N/A N/A 

$ (0.086) $ (0.086) $ (0.086)

$ (0.023) S (0.023) $ (0.023) 
$ (0.229) $ (0.229) $ (0.229) 
$(0,343) $(0,343) $(0,343)

$ 0.756 $ 2.756 $ 4.756

$ 1.350 $ 3.350 $ 5.350

N/A N/A N/A
$ 0.095 $ 0.235 $ 0.375

N/A N/A N/A

Total Tax ($ Per Taxable MCF) 

Tax as %  of Wellhoad Value

$ (0.118) $ 0.032 $ 0.182 

•8.8% 0.9% 3.4%

$ 0.095 $ 0.235 $ 0.375 

7.0% 7.0% 7.0%

■. / :

l  (043) $ S S )  $ (0,343)
» 0.7M I  2 ,7!. .  4.756
5 0.756 5 2.756 ,  4.7«

$ 0.151 $ 0.551 $ 0.551
N/A N/A NM

N ote : A s s u m e s  to ta l c a p ita l c o s ts  o f $ 0 .3 0 /m c f; o p e ra tin g  c o s ts  o f $ 0 .2 0 /m c f; p ro p e rty  taxes
o f $ 0 .0 2 /g ro s s  m c f o f p ro d u c tio n ; E LF  = 0 .7 ; roya lty  ra te  o f 1 2 .5% ;



Illustration of Effective Tax Rate on G as Production  Under Different Tax S ys tem s

Potential P rudhoe  Bay G as  D evelopm ent

Production Costs ($ Per Taxable MCF)
Prop Tax Iff la B H M M M m W O N m  $ (0.023) $ (0.023) $ (0.023)
OPEX $ - $ - $ - $ - $ - $ -

CAPEX $ • $ * $ *
Net "Profit" Per Taxable MCF $ 1 .4 #  ' $ £ > ^ 7 ^ 1 4 7 7  $ 1.477 $ 3.477 $ 5.477

Taxable Valuo $ 3 4 #  $ 5477 $ 0.477 $ 1.144 $ 1.810

PPT Tax (20% or 22.5%) 5 0.107 $ 0,257 $0,407

Current Elf System (10%, 0.7 ELF) W f  % N/A .' N/A N/A N/A N/A

Loss Capital Credit (20% or 25%) $. $ - $ > *  $ - $ - $ -

Total Tax ($ Per Taxable MCF) 

Tax as % of Wellhead Valuo

$ 0.107 $ 0.257 $ 0.407 $ 0.105 $ 0.245 $ 0.385

7.2% 7.4% 7.4% 7.0% 7.0% 7.0%

Adm in istra t ion ’s  20/20 Senate Finance 22.5/25 Current Elf System
With Gas Revenue Reduction 
T n  1/3 n f  A r .t iia l V a lu n

Taxable Wellhead Value $ 0.500 $ 1.167 $ 1.833 $ 1.500 $ 3.500

$ (0.023) 
$ -
$ *

$ 1.477 $ 3.477 $ 5.477

$ 1.500 $ 3.500 $ 5.500

N/A N/A N/A
$ 0.105 $ 0.245 $ 0.385

N/A N/A N/A

Gross Volume (MCF)

Royalty Volume (12.5% Royalty) 

Taxable Volume 

Downstream Valuo ($/MCF)

Cost to Downstream Market 

Wellhead Value

1.000 1.000 1.000
-0.125 -0.125 -0.125

0.875 0.875 0.875

$ 4.000 $ 6.000 $ 8.000

$ (2.500) $ (2.500) $ (2.500)

$ 1.500 $ 3.500 $ 5.500

Note: Assumes no incremental capital costs or operating costs associated with gas production at PBU;
property taxes of $0.02/gross mcf of production; ELF = 0.7 over first 10 years of production;
average royally rate of 12.5%.



Illustration of Potential Effective Tax Rate on G as P roduction U nder Different Tax S y s tem s

Potential Pt. T h o m p so n  Development

$ (0.012) $ 0.138 $ 0.288 I  0.122 $ 0.302 $ 0.482 

-0.9% 4.1% 5.4% 9.0% 9.0% 9.0%

Total Tax ($ Per Taxable MCF) 

Tax as % of Wellhead Valuo

A dm in istration ’s 20/20 Senate Finance 22.5/25  
With Gas Revenue Reduction 
To 1/3 of Actual Value

Current Elf System

Gross Volume (MCF)

Royalty Volume (16.67% Royalty) 

Taxable Volume 

Downstream Value (S/MCF)

Cost to Downstream Market 

Wellhead Value

Taxable Wellhead Valuo

Production Costs ($ Per Taxable MCF) 
Prop Tax 
OPEX 
CAPEX

Net "Profit" Per Taxable MCF 

Taxable Value

PPT Tax (20% or 22.5%)
Current Elf System (10%, 0.9 ELF)

Less Capital Credit (20% or 25%)

1.000 1.000 1.000
-0.167 -0.167 -0.167

0.833 0.833 0.833

$ 4.000 $ 6.000 $ 8.000

$ (2.650) $ (2.650) $ (2.650)

$ 1.350 $ 3.350 $ 5.350

$ 1.350

$ (0.024) 
$ (0.132) 
$ (0.166)

$ (0.024) 
$ (0.132) 
$ (0.166)

$ (0.024) 
$ (0.132) 
$ (0.166)

$(0,024) $(0,024) 
$(0,132) $(0,132) 
$ (0.1661 $(0,168)

$ (0.024) 
$ (0.132) 
$ (0.166)

$ 1.029 $ 3.029 $ 5.029 $ 1.026 $ 3.029 $ 5.029

$ 0.129 $ 0.795 $ 1.462 $ 1.350 $ 3.350 $ 5.350

$ 0.029 $ 0.179 $ 0.329 N/A N/A N/A

N/A N/A N/A $ 0.122 $ 0.302 $ 0.482

$ (0.041) $ (0.041) $ (0.041) N/A N/A N/A

Note: Assumes total capital costs of $1.3 billion; annual operating costs of $50 million; property taxes
of $0.02/gross mcf of production; ELF = 0.9; average royalty rate of 16.67%; total production of 8 TCF. 
85% of OPEX/CAPEX costs are allocated to gas production based on BOE production of gas v liquids.



Illustration of Potential Effective Tax Rate on G as Production  Under Different Tax System s

Potential New Field D evelopm ent

A dm inistration 's 20/20 Senate Finance 22.5/25  
With Gas Revenue Reduction 
To 1/3 of Actual Value

Current Elf System

Gross Volume (MCF)

Royalty Volume (12.5% Royalty) 

Taxr' Volume 

Downatroam Value ($/MCF)

Cost to Downstream Market 

Wellhead Value

M 1.000
26 4.125r.r

5 1J5C ..6 3.350 $ 5.350
I. .. V ■ .

1.000 1.000 1.000
-0.125 -0.125 4.125

0.875 0.875 0.875

$ 4.000 $ 6.000 $ 8.000

$ (2.650) $ (2.650) $ (2.650)

$ 1.350 $ 3.350 $ 5.350

1.000 1.000 1.000
4.125 4.125 4.125

0.875 0.875 0.875

$ 4.000 $ 6.000 $ 8.000 

$(2,650) $ (2.65C) $(2,650) 

$ 1.350 $ 3.350 $ 5.350

..350 |T p ' able Wellhead Value

Production Costs ($ Per Taxable MCF) 
Prop Tax 
OPEX 
CAPEX

Net "Profit" Per Taxable MCF 

Taxable Value

PPT Tax (20% or 22.5%)
Current Elf System (10%, 0.7 ELF)

Lras Capital Credit (20% or 25%)

H iL
, v m  ; i-.-’-v '» I*A.. '• .  . X ' • w T - V *  t  .*#(•»

$ 0.450 $ 1.117 $ 1.783 $ 1.350 $ 3.350 $ 5.350

$ (0.023) S <

*  0.7M J 2 .7 *  *. 4 .7 *

$ (0.023) 
$ (0.229) 
$ (0.343)

$ (0.023) 
$ (0.229) 
$ (0.343)

$ (0.023) 
$ (0.229) 
$ (0.343)

$ (0.023) 
$ (0.229) 
$ (0.343)

$ (0.023) 
$ (0.229) 
$ (0.343)

$ (0.023) 
$ (0.229) 
$ (0.343)

$ 0.756 $ 2.756 $ 4.756 $ 0.756 $ 2.756 $ 4.756

$ (0.144) .$ 0.522 $ 1.189 $ 1.350 $ 3.350 $ 5.350

$ (0.032) $ 0.118 $ 0.268 N/A N/A N/A

N/A N/A N/A $ 0.095 $ 0.235 $ 0.375

$ (0.086) $ (0.086) $ (0.086) N/A N/A N/A

$ (0.118) $ 0.032 $ 0.182 $ 0.095 $ 0.235 $ 0.375

-8.8% 0.9% 3.4% 7.0% 7.0% 7.0%

Total Tax ($ Per Taxable MCF) 

Tax as % of Wellhead Value

* 0.0* . 0 * 3  * 0 * 3  
e.1% 144% 18:$%

Note: Assumes total capital costs of $0.30/mcf; operating costs of S0.20/mcf; property taxes
of $0.02/gross mcf of production; ELF = 0.7; royalty rate of 12.5%;
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E f f e c t i v e  A v e r a g e  T a x  R a t e s  a t  V a r i o u s  P r i c e  L e v e l s

(FY 2007-2016) • '  j f

$20 $25 $30 $45 $50 $55

(ANS Price in $2006)

House Resources |
CS7

Senate Finance 
CS3

Administration
20120*

Average 
Historical Rate

Projected 
Status Quo

rAiniUttd irom Aortl 2006 160 MtiKoo o«e»nDt»on mw • eompanwa to* 10 yeait par OOR fort 2005 Fo**c -»ii <w<U> Oooguoik p*Ofed»o*>
s s s s  SSSSZTZuJZ™< « . . « » • * » « « - ■ **-> -««•-1 u,°°CAAiUletf "urt. July 2000. Utftodaa fryt* tnotluot (100*. 200 W003) and Vi VdHjn a.tmpfon ov« 7eoropjnlat. vpUima* par 00« Fall 2005 focaon *nh Oooguru* project**,

Sourcat ♦—»oncat. AilUui Oepaitmtm ol Revenue



E f f e c t i v e  A v e r a g e  T a x  R a t e s  a t  V a r i o u s  P r i c e  L e v e l s

(F Y  2 0 0 7 - 2 0 1 6 )

Average ANS West Coast Price in Real 2006 Dollars: $20.00 $30.00 $40.00 $50.00 S60.00 $70.00 $80.00

Effective Tax Rate (Percent) 
Administration 20/20’  
House Resources C S J 
Senate Finance CS4

0.0%
0.0%
0.0%

7.1%
7.2%
6.9%

10.8%
10.9%
11.2%

12.0%
14.9%
14.5%

13.5%
18.9%
17.8%

14.5%
22.5%
20.7%

15.2%
25.9%
23.3%

Alaska Government Take (Percent) 
Administration 20/20’ 32.8% 31.3% 31 .5% 30.8% 31.0% 31.1% 31.2%
House Resources C S3 32.8% 31.5% 31.7% 33.7% 36.3% 38.8% 41.2%
Senate Finance CS4 32.8% 31.1% 31.9% 33.3% 35.2% 37.1% 38.8%

Total Government Take (Percent)
Administration 20I201 62.9% 58.9% 58.1% 57.3% 57.2% 57.1% 57.1%
House Resources C S 3 62.9% 59.0% 58.2% 59.1% 60.6% 62.0% 63.5%
Senate F inance CS4 62.9% 58.7% 58.4% 58.9% 59.9% 60.9% 61.9%

Annual Average Tax Difference Above/(Below) Status Quo ($2006 M)
Administration 20/20 ’ ($256) $55 $416 $683 $1,044 $1,405 $1,766
House Resources C S3 ($256) S62 $431 $1,022 $1,826 $2,771 $3,867
Senate Finance CS4 ($256) $42 $453 $975 $1,673 $2,470 $3,356

Assumes no major gas saio m
'  Calculated from July 2006; includes 4-ycar trantlllon (100% 2001-2003) and  $71 Million exemption Over 7 companies; volume* per DOR Fall 2005 Forocatl with Oooguruk projection 
Calculated Irom April 2006; $60 Million okemption over 6 companies (or 10 y tars ; volume* per DOR Fall 2005 Forecast with Oooguruk projection.

‘ Calculated from Ju ly 2000; Includes transition (50S ol capex over 1*t 7 year* to  m eiimum  o' SS Billion) and revised 5 MOD oaempllon; volume* per POR Fall 2005 Forecast with Oooguruk projection

ONE









F I S C A L  N O T E

STATE OF ALASKA
21106 LEGISLATIVE SESSION

Revision Dole/Time (Nole if correction): 
Title

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

CS lor HB 488(RES)

An Act Relating 10 the Production Tax on
Oil and Gas

Dept Affected:________________Revenue
RDU Tax and Treasury________
Component Tax_____________________

Sponsor
Requester

Rules Committee
Governor

E xp end itu re s /R e ven u e s
Component No.

(Thousands o f D o lla rs )
2476

Note: Amounts do not include inflation unless otherwise noted below
OPERATING EXPENDITURES FY 2007 FY 2008 FY 2009 FY 2010 FY 2011 FY 2012
Personal Services
Travel
Contraclual
Supplies
Equipment
Land & Structures
Grants & Claims
Miscellaneous [OH o ff :e , etc)

359.2 3G6 4 373.7 381.2 388.8 3966

4 0 0 0 3700
24 0

180 180 18.0 18 0 18.0 18 0
TOTAL OPERATING 801.2 754.4 391.7 399.2 400.8 414.0

ICAPITAL EXPENDITURES"
[CHANGE IN REVENUES ( ) \Sen analysis section--
FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF 801 2 754 4 391.7 39 92 406.6 414.6
1005 GF/Program Receipts
1037 GF.*Mental Health
Other iSnecily Tyoe-Do nut abbreviate)

TOTAL 801.2 754 4 391.7 399.2 400.8 414.6

Esliinale of any current year (FY200G) cost: 275 0
Check this box (X) if funding fo r this bill is included In the Governor's FY 2007 budget proposa l: I
POSITIONS
Full-time 4 4 •1 •1 4 4
Part-time
Temporary
ANALYSIS: (Attach a m  potato p a g e  it iwcosznry)

Relative to Status Q uo

Th.s bill would am end the oil and gas production t.ix b , basing the tax on the net value o f the oil and gas The not value 
is the wellhead value (net o f roya lty) le ss all qualified ease  expenditures, including capital and operating costs, 
property taxes The net income would be subject to a 20%  tax, less a credit o f 20%  which applies to capital costs 
upstream of the point o f production.There would a lso  be a progressive surcharge based on .3%  o f the difference 
between actual W est T exas Intermediate (W TI) oil price and S50 applied to the g ross va lue at the point o f production 
There would be no surcharge when the WTI price was under S50. The surcharge would a lso  be considered a 
deductible le a se  expenditure There would be an additional annual credit per com pany o f up to the le sse r of actual net 
income o r $ 12  million per year. In addition, as a transition provision, there would be a deduction fo r capital costs 
incurred ove r the 3 month period January through March 2006 , winch can be rea lized  over the 9 month period April

h, Rol ynn Wilson. Michaol Wiliams and Roger Marks 
Di<liic.i 1 Division

Phono 269*1019
DatoTTimo 37*1/00 2 on PM

A pp/ov trd  b y  J e r r y  B u rn e l l
Agency

O.ile 370/2000
D cp . tr lm u n !  e l  R t v e n a e

V W . W '  O ' J C . I
Page 1 of *t



FISCAL NOTE

S T AT E OF ALASKA
2006 LEGISLATIVE SESSION

BILL NO. CS for HB 488 (RES)

ANALYSIS CONTINUATION
through Decem ber 20 06 . It is estimated this would reduce revenues about S50 million total over that 9 month period. 
Finally, the conservation surcharge on oil is decreased from 2 cents/bbl to 1 cent/bbl, while the additional conservation 
surcharge on oil is increased from 3 cents to 4 cents. The net impact o f this, assum ing that the oil and hazardous 
substance re lease  prevention account is at capacity, would be a 1 cent/bbl increase in revenues.

The bill would be effective April 1, 2006 .

Relative to Governor's Bill

The Governor's bill had no progressive surcharge. There was an deductible allowance o f up to S73 million o f net 
income per com pany pe r year. There was a transition provision where all qualified capital expenditures incurred 
between July 1, 2001 through Ju ly 1, 20 06  would be deductible ove r six years. The 3 cent additional conservation 
surcharge on oil would have been a credit against the oil tax.

The bill would have been elfective July 1. '’ QOO

The figures in the table below reflect the revenues that would be received from the bill relative to the status quo under 
various paces. Colum ns 1-3 reflect the original fiscal note for the bill. Co lumns 4-5  reflect adjustments to the original 
fiscal note to reflect net adjustments in sta le  corporate income lax from changes in the severance tax, the recognition 
o f the credit fo r the additional conservation surcharge on oil, the re-assessm ent o f the number o f full allowances from 7 
company equivalents to nine, and minor model coanges.Co lum ns 6-8  reflect changes from converting from the Fall 
2 0 0 5  Department of Revenue Sou rce Book data to Spring 2 n06 . The volum es for the last quarter have been adjusted 
to reflect short-term  aJjustments resulting from tiie North S lope oil spill in March Finally, Columns 9-11 reflect the 
House R esou rces CS . The figures reflect North S lope activity; the impact on Cook Inlet is expected to be modest. The 
status quo assum es the January 2 0 0 5  ELF aggregation decision by the Department o f Revenue for Prudhoe Bay 
continues.

The cost assumptions a re  as follows:

- $ 100  rnm/yr exploration
- $1/bbl on-going capita! on all barre ls
- S3 50/bb! deve lopm enta l capital on 2 '3 o f existing conventional oil
- S8'bbi developmenta l capital on 2/3 o f existing heavy oil
- 53.50/bbl deve lopm enta l capital on new conventional oil
- $8/bbl developmenta l capital on new heavy oil
- $3/bbl operabng cost on conventional o  I
- S5/bbl operating cost on heavy oil

1 tit- table show s the 2 0 0 6 -2 0 1 2  receipts Irom the bill, sensitive to different oil prices These include the Department ot 
Revenue forecast, a $ 4 0  pr ce. and a SCO prico (Note that the status quo numbers a re  slightly different frcm what is 
reflected m the Spring 2 0 0 6  Revenue Sou rces B oo* because of volume adjustments from  the oil S| ill, and because of 
som e differences between what sem e taxpayers actually remit and what is ultimately expected to bo collected )

Operating expenditures include costs for 3 additional positions for auditors; 1 O & G  Specia list (Range 23 ), 1 O & G 
Revenue Auditor IV (R ange  2 2 ), and 1 0 S G  Revenue Auditor III (R ange 20 ). These positions would bo used to fulfill 
additional audit responsibilities inherent in a net profits tax. In addition, we request 1 additional position for a Tax 
Tech III (R ange 1 4 ) to p rocess additional information and tax returns that will be required, and additional credit 
applications anticipated Pe rsona l Services reflect a 2%  yearly increase.

Contractual expenses include $ 100 ,0 0 0  and $ 7 0 ,0 0 0  for programming in FY 07 and FY  08 . respectively, and $300  0CIC 
,n each of FY 07  and FY 08  for help in writing regulat'ons. Supplies include computers and other supplies necessary 
for new positions.

Set Page 3 for re/onur stimates

F IS C A L  NOT F
Page 2 of 4



STATE OF ALASKA
2006 LEGISLATIVE SESSION

BILL NO. CS for HD 486 (P.ES)

ANALYSIS  CONTINUATION (M ILLIONS OF 2005  DOLLARS )

G O VERN O R 'S  BILL 
ORIG INAL FISCAL NOTE

Col. Col. Col. Co l. Co l.
1 2 3 4 5

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

2 0 0 6 na na na na na na
20 07 $ 4 9 .2 0 934 1,363 4 2 9 1 ,317 383
20 03 $40 .9 5 697 915 217 87 6 179
2 0 0 9 $ 2 5 .5 0 404 349 -55 32 0 -84
2 0 1 0 $ 2 5 .5 0 387 339 -48 31 0 -77
2011 $ 2 5 .5 0 362 351 -11 31 9 -43
20 12 $ 25 .5 0 343 332 -10 300 -42

Fiscal Medium Status Quo Tax from Gam from Tax from Gain from
Year P rice Tax Bill Bill Bill Bill

2 0 0 5 na na no na na na
20 0 7 $40 0 0 737 1,038 301 997 260
20 0 3 $ 4 0 .0 0 67 9 1.031 353 98 8 309
20 0 9 $ 4 0 .0 0 67 3 1,118 4 4 5 1 ,070 397
2 0 1 0 $ 4 0 .0 0 64 6 1 ,106 46 0 1 ,058 411
2011 $ 4 0 .0 0 60 6 1,138 532 1 ,086 480
20 12 5 4 0 .0 0 57 6 1 ,112 536 1 ,059 48 3

Fiscal High Status Quo Tax from Gam from Tax from Gain from
Year Price Tax Bill Bill Bill Bill

2 0 0 5 na na na na na na
2007 $ 00 .0 0 1 ,165 1,938 773 1 ,879 714
20 08 S 6 0 .0 0 1 ,069 1,917 84 8 1 ,855 786
2 0 0 9 $ 00 .0 0 1 ,042 2 ,007 96 5 1 .939 897
20 10 sg o .oo 1 ,003 1,992 98 9 1 ,923 921
2011 $G0 00 941 2,051 1.110 1 ,977 1 ,036
20 12 $ 0 0 .0 0 896 2 .014 1 ,117 1 ,939 1,043

GOVERNOR'S BILL 
WITH CORPORATE INCOME TAX. 
CONSERVATION SURCHARGE 
NINE COMPANY ALLOWANCES 
MINOR MODEL CHANGES

Pago 3 of 4



FISCAL NOTE

ANALYSIS CONTINUATION (M ILLIONS OF 20 05  DOLLARS )

G O VERNOR 'S  BILL
CHANGES FROM  FALL 20 05  FO RECAST 
TO SFR IN G  2 0 0 6  FO RECAST

STATE OE ALASKA BILL NO. CS for HB 48B (RES)
2006 LEGISLATIVE SESSION

Col. Col. Col. Co l. Col. Col.
6 7 8 9 10 11

Fiscal DOR Status Quo Tax from Gain from Status Quo Tax from Gain from
Yea r Forecast Tax Bill Bill Tax Bill Bill

2 0 0 6 na na no na 262 517 25 5
2 0 0 7 S 53 .6 0 9E9 1,514 526 98 9 1,825 83 6
2 0 0 8 $ 4 6 .9 0 759 1 ,136 377 759 1 ,318 558
2 0 0 9 $ 2 5 .5 0 355 30 2 -52 355 323 -32
2 0 1 0 S25 .50 315 28 3 -32 315 304 -11
2011 $ 25 .5 0 281 291 10 281 312 31
20 12 $ 25 .5 0 271 291 2 0 271 312 41

Fiscal Medium Status Quo Tax i om Gain from Status Quo Tax from Gain from
Yea r Price Tax Bill Bill Tax Bill Bill

2 0 06 na na na na 174 227 53
20 0 7 $40 00 7 -d 978 27 0 708 967 259
20 09 $ 40 .0 0 655 953 29 8 65 5 974 319
200c S40 .00 631 1,021 3 9 0 631 1 ,042 411
2 0 1 0 $ 40 .0 0 582 990 4 0 8 58 2 1,011 429
2011 $ 40 .0 0 544 1 ,012 4 6 8 544 1,033 48 9
2 0 1 2 $ 40 .0 0 53 6 1,021 48 5 536 1,042 506

Fiscal High Status Quo Tax from Gain from Status Quo Tax from Gam from
Year Price Tax Bill Bill Tax Bill Bill

2 0 0 6 na na na na 2 7 5 572 297
20 07 $ 0 0 .0 0 1 ,120 1,840 720 1 ,120 2 .380 1 .260
2 0 0 8 $ 60 .0 0 1 ,032 1 ,766 754 1 ,032 2 .350 1.318
2 0 0 9 $ 60 .0 0 978 1,848 871 97 8 2.421 1 ,443
2 0 1 0 $ 60 .0 0 901 1 ,800 899 901 2 ,366 1 ,465
2011 $ 60 .0 0 842 1,841 99 9 8 4 2 2 .414 1 ,572
2 0 1 2 $ 6 0 .0 0 831 1,861 1 ,029 831 2 .438 1,606

INCLUDES VOLUM ES, PR IC E , TAPS, MARINE. SPR IN G  20 06  VOLUM ES FO R  THE LAST QUARTER OF FY 2006  
UPSTREAM , W ELLS  HAVE BEEN REDUCED  TO REFLECT  SH O RT  TERM ADJUSTM ENTS

FROM  THE NORTH SLO PE  OIL SP ILL



F I S C A L  N O T E

STATIC OF A LASKA
2006 LEG IS LA TIV E  SESSION

Revision Date/Time (Note if correction):__________
Title Repealing the oil production tax and gas

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

Dept. Affected: 
'RD U

1
HB 48 8
2/21/06

Natural Resources
Resource Development

production tax etc.
Sponsor
Requester

Ru les by Request o f Governor
G overnor

Component Oil & Gas Development 

Component No. 439

Expenditures/Revenues (Thousands of Dollars)
Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPEND ITURES FY 2007 FY 2008 FY 2009 FY 2010 FY 2011 FY 2012
Persona l Services
Travel
Contractual
Supplies
Equipment
Land & Structures
Grants & Claims
M iscellaneous

TOTAL OPERATING 0.0 0.0 0 .0 0.0 0 .0 0.0

CAPITAL EXPEN D ITURES | |
CHANGE IN REVENUES ( )
FUND SO URCE (Thousands o f Do lla rs)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Prograrn Receipts
1037 GF/Mental Health
Other (Specify Type—Do not abbreviate)

TOTAL 0.0 0.0 0 .0 0.0 0 .0 0.0

Estim ate o f any  cu rren t year (F Y 200 6 ) cost: 0 .0
Mark this box (X ) if fund ing fo r  th is bill is inc luded in the G ove rn o r's  FY 20 07  budget p ro p o sa l:
POSIT IONS
Full-time
Part-time
temporary
ANALYSIS : iAttach a se/w.vie page it m cvm.iryj

There is no anticipated fiscal impact for DNR associated with implementation of this legislation.

Prepared by 
Division
Approved by: 
Agency

Bi.l VanUyr.o. Aclm i Director Phone 90 7 -2 69 -8 800
Oil & G as Date/Timo 2/15/200G

Michael Mongo. Commissioner Date 2/15/200G
Natural Resources

i*U*, »»nl OM(j| Page 1 of 1



F I S C A L  N O T E

STATE OF ALASKA
2006 L E G I S L A T I V E  S E S S I O N

Revision Dale/Time (Note if correction): 
Title An Act Relating to the Production Tax on

Oil and G as

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

Dept. Affected:
' r d u
Component

FIB 488
2/21/06

Revenue
Tax and Treasury
Tax

Sponsor
Requester

Ru les Committee
Governor

Expenditures/Revenues

Component No. 

(T h o u sa n d s  o f D o lla rs )

24 76

Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPEND ITURES FY 2007 FY 20 08 FY 2009 FY 2010 FY 2011 FY 2012
Persona l Services 359 .2 366 .4 373 .7 38 1 .2 388 .8 396 .6
Travel
Contractual 1 .200 .0 520 .0
Supplies 24 .0
Equipment
Land & Structures
G rants & Claims
M iscellaneous [OH office, etc] 18.0 18 .0 18 .0 18 .0 18 .0 1 8 0

TOTAL OPERATING 1 .601 .2 904 .4 391 .7 399 .2 406 .8 414 .6

CAPITAL EXPEND ITURES [
CHANGE IN REVENUES ( ) | See analysis section — -------------------- ------------------- ------------------- ------------ |
FUND SO URCE (Thousands of D o lla rs )
1002 Federal Receipts
1003 GF Match
1004 GF 1 .601 .2 904 .4 391 .7 39 9 .2 40 6 .8 4 1 4 .6
1005 GF/Program  Receipts
1037 GF/Mental Health
Other (Specify Type--Do not abbreviate)

TOTAL 1.601 .2 904 .4 391 .7 399 .2 40 6 .8 414 .6

Estim ate o f any cu rren t y ea r (F Y 2006 ) c o s t : 2 7 5 .0
Check th is box (X ) if fu nd ing  fo r  th is b ill is in c luded in the G ov e rn o r ’s  FY 2007 budget p ro p o sa l 
POSIT IONS
Full-time 4 4 4 4 4 4
Part-time
Temporary
A NALYSIS : (Attach a separate page if necessary)
This bill would amend the oil and gas production tax by basing the lax on the net value of the oil and gas. 
The not value is the wellhead value (net of royalty) less all qualified lease expenditures, including capital 
and operating costs, property taxes, and an additional S73 million per year allowance for each producer. 
(Trie allowance can bo no greater than the net value before the allowance.) The net income would be 
subject to a 20% tax, less a credit of 20% which applies to capital costs upstream of the point of 
production. In addition, there would be a deduction for capital costs incurred over the previous five years, 
which can be realized over the next six years, but only in years where the ANS price is over $40. It is 
estimated this would 'educe revenues about $170 million in years when it was realized. In years where the 
ANS price is under $40 the deduction can be carried forward.

Prepared by: Robynn W ilson, Michael W illiams, and Roger Marks_____________ Phono 26 9 -1 019
Division Tax Division Date/Time 2/21/06 12 :00 AM
Approved by: Jerry Burnett________________________________________________  Date 2/21/2006
A  le n t', Department of Revenue ___________

in-,'.-1 'i l'i<!' •. twtl; Page 1 of 3



ANALYSIS CONTINUATION

The figures in the table below reflect the revenues that would be received from the bill relative to the 
status quo under various prices. They are predicated on the oil volumes in the Department of Revenue 
Fall 2005 Revenue Sources Book. The figures reflect North Slope activity; the impact on Cook Inlet is 
expected to be modest. They assume that seven producers utilize the full allowance. The status quo 
assumes the January 2005 ELF aggregation decision by the Department of Revenue for Prudhoe Bay 
continues.

FISCAL NOTE U2

STATE OF A LA S K A  B ILL  NO. IIB48S________
2006 LEG ISLATIVE  SESSION

The cost assumptions are as follows:

- $100 mm/yr exploration
- $1/bbl on-going capital on all barrels
- S3.50/bbl developmental capital on 2/3 of existing conventional oil
- 58/bbl developmental capital on 2/3 of existing heavy oil
- $3.50/bbl developmental capital on new conventional oil
- SB/bbl developmental capital on new heavy oil
- S3/bbl ooerating cost on conventional oil
- S5/bbl operating cost on heavy oil

The following table shows the 2007-2012 receipts from the bill, sensitive to different oil prices. These
include the Department of Revenue forecast, a $40 price, and a S60 price. (Note that the status quo
numbers are slightly different from what is reflected in the Fall 2005 Revenue Sou'ces Book because of 
some minor changes in assumptions introduced since Fall 2005, and because of some differences 
between what some taxpayers actually remit and what is ultimately expected to be collected.)

Operating expenditures include costs for 3 additional positions for auditors: 1 OS 6  Specialist (Range 
23). 1 O & G  Revenue Auditor IV (Range 22), and 1 O & G Revenue Auditor III (Range 20). These 
positions would be used to fulfill additional audit responsibilities inherent in a net profits tax. In addition, 
we request 1 additional position for a Tax Tecti III (Range 14) to process additional information and tax 
returns that will be required, and additional credit applications anticipated. Persoi al Services reflect a 2% 
yearly increase.

Contractual expenses include 5100,000 and 570,000 for programming in FY 07 and FY 08, respectively. 
S250.000 in each of FY 07 and FY 08 for help in writing regulations, and $850,00C and S200.000 in FY 07 
and FY 08. respectively, for auditing costs related to the new transition rules. Supplies include computers 
and other supplies necessary for new positions.

Page 2 of 3



FISCAL NOTE #2

STATE OF A LASKA B IL L  NO. MB 488
2006 LEG IS LA TIV E  SESSION
A N A L Y S IS  C O N T IN U A T IO N  (M IL L IO N S  O F  2005  D O L L A R S)

Fiscal DOR Status Quo Tax from Gain from
Year Forecast Tax Bill Bill
2007 49.20 934 1,363 429
2008 40.95 697 915 217
2009 25.50 404 349 -55
2010 25.50 387 339 -48
2011 25.50 362 351 -11
2012 25.50 343 332 -10

Fiscal Medium Status Quo Tax from Gain from
Year Price Tax Bill Bill
2007 40.00 737 1,038 301
2008 40.00 679 1,031 353
2009 40.00 673 1,118 445
2010 40.00 646 1,106 460
2011 40.00 606 1,138 532
2012 40.00 576 1,112 536

Fiscal High Status Quo Tax from Gain from
Year Price Tax Bill Bill
2007 60.00 1,165 1,938 773
2008 60.00 1,069 1,917 848
2009 60.00 1,042 2,007 965
2010 60.00 1,003 1,992 989
2011 60.00 941 2,051 1,110
2012 60.00 896 2,014 1,117
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•  •  •
COMPARISON OF PPT BILL VERSIONS-HIGHLIGHTS DRAFT 5/4/06 4:00pm.

5/4/2006 _______ ______________________________________________________________________________________________________________
source: DOR governor's bill House Resources CS 

Version L
SENATE 

(page refs = S. Fin. CS)
House Finance CS 

Version

tax rate

20% 

,011(a)-page 3

20% 

,011(a)-page 3

22.5% general 

5% on Cook Inlet oil

011(e)-pages 3-4

20.0% 
,011(e)-page 3

3/4 rev. excl. for Cook Inlet oil 
.160(a) -page 20 

lax ceiling on Cook Inlet gas 
.011(i) -page 5

credit rate 20% 
,024(a)-page 5

20% 
,024(a)-page 8

25% 
,024(a)-page 7

20% 
,024(a)-page 7

private royalty tax rate
no special rate 5%

,011(e)-page 3-4

5% oil &1.67% gas 
Report from Commish 

,011(f)-page 4 & .180 pg 26

5% oil & 1.67% gas 
Report from Commish 

.011 (0-page 3 & .180pg27

Gas (GRE) n/a

Gas Revenue Exclusion in 160 
equivalent to rate approximating 
7%(also applies to private royalty 
rate creating equivalent rate 
below 1.5%)

.160(a) pane 19

Gas Revenue Exclusion In 160 
equivalent to rate approximating 
7%(also applies to private royalty 
rate creating equivalent rate 
below 1.5%)

.160(a) page 20

progressivity surcharge none
over S50/bbl WTI. (.3% x (WTI - S50) x 

gross; <5110 rate is 37.5% 
,O11(0-page 4

over 550/bbl, (ANSwc - 550) x 
.002 x ANSwh x .775 x bbls (oil 

only)
.011(g) and (h)-paqes 4-5

over 535/bbl (net value/hoe) x 
0025 x net value 

.011(g) and (h) page 4-5
special gas progressivity? n/a yes

011(i)-page 4-5
no n/a

progressivity deductible? n/a yes
160(a)-page 18

no
. 160(d)(2)(0)-pago 22

no
.160(d)(2)(O)-page 23

transition 5 yr lookback of capex 
. 160(g)-page 15

3 mo. of caoex & ooex. ? 
Sec. 42 uncodified-page 30

5 yrs.lookback capex 2 for 1 
recoupment 

,024(i)-pages 10-11

5 yrs.lookback capex 2 lor 1 
recoupmert 

024( i)-page 10

transition treatment deduction over 6 yr. if ANSwc >=S40 
160(g)-page 15

deduction over 9 mo, no oil price test 
Sec. 42 uncodifod-page 30

20% credit; no oil price test 
024(i)-pages 10-11

20% credit; no oil price test 
,024(JJ-page 11

sunset of transition no n/a 3/31/2013 
.024(i)-page 11

7 yr rolling 
024(i)(3) page 11

base allowance S73M deduction 
. 160(i)-page 16

S12M credit (equates to S60M ded.) 
,170(a)-page 23

Revised 5000 bbl equivalent 
credit capped at 14 million 

,170(a)-pagos 25-26

$12M credit (equates to S60M 
ded.) 

170(a)-page 26
gold-plating solution avail, up to 1/2 curr invest 

170(a)-page 26

sunset of base allowance none 3/31/2016 (exp incurred) 
. 170(e)-page 24

3/31/2016 w/commissioner report 
. 170(a)-page 25. .180 pg 26-27

10 yr rolling 
,170(a)-page 27

safe harbor 90%, annual true-up, no interest 
020(a)-page 3

90% with Interest 
020(g)-page 7

95%, annual true-up, no Interest 
,020(a)-pages 5-6

95%, annual true-up, no Interest 
020(a)-page 6

pmt < safe harbor?? interest only 
020(a)-page 3

5% penalty + interest 
020(h)-page 7

interest only 
020(e)-pages 5-6

interest only 
020(a)-page 6

effective date 7/1/2006 
page 20

4/1/2006 
Section 45-page 30

4/1/2006 
Sec 40 -page 33

7/1/2006 
Sec. 40 -page 35



COMPARISON OF PPT BILL VERSIONS--HIGHLIGHTS
5/4/2006 ____________________________________________

DRAFT 5/4/06 4:00pm.

source: DOR governor's bill House Resources CS 
Version L

SENATE 
(page refs = S. Fin. CS)

House Finance CS 
Version

transition payment none
6 mos. pymt on old system; true-up in 

7th mo. 
sec. 39-page 28

6 mos. pymt on old system; true- 
up In 7th mo. 

sec. 37(g)-pages 31-32

6 mos. pymt on old system; true- 
up in 7th mo.

Sec. 36(h)-page 34

spill surcharge total
spill surcharge split (.201/.300) 

spill surcharge payable

no change (5 cents) 
2/3 

no change

no change (Scents) 
1/4

Increase 1 cent 
page 24-25

increase 1 cent, to 6 cents 
1/5

increase 2 cent 
.201, .300pages 27-28

no change (5 cents) 
1/4

Increase 1 cent 
pages 28-29

surcharge treatment creditable against PPT 
page 17-18

not creditable, not ded. 
,160(d)(2)(L)-page 21

not creditable, not ded. 
. 160(d)(2)(O-page 22

r '1' creditable, not ded. 
. 160(d)(2)(L)-page 23

SB 185 credit no change
exlends 10 years; oniy usable against 

PPT
025(b). .025(l)-page 11-12

extends 10 years; fixes $20 m 
Issue

025(b). .025(f)-page 12-14

exlends 10 years; fixes $20 m 
issue

.025(b). ,025(f)-pages 13-14

abandonment no provision no credit 
,024(i )(2)-page 11

no deduction or credit for 
abandonment on old production 

. 160(d)(2)(P) page 22

no deduction or creon lor 
abandonment on old production 

(Improved language) 
,160(d)(2))(P )-page 22

credits usable against PPT only 
,024(a)-paqe 3

against PPT only 
.024(a)-page 8

against PPT only 
024(a) -page 7

against PPT only 
,024(a)-page 7

credits transferable yes-20%  tax limit 
024(d)-(e)-page 6

yes--20% tax limit 
.024(d)-(e)-page 8-9

yes--20% tax limit 
,024(d)-(e)-page 8-9

yes-20%  lax limit 
,024(d)-(e)-page 9-10

credits refundable? no up to S10M depends on investment 
,024(()(5)-page 9-10

no no

credits for annual loss yes, at 20% 
.024(b)-page 5

yes, at 20% 
,024(b)-page 8

yes. at 22.5% 
,024(b)-page 8

yes, at 20% 
024(b)~page 8-9

point of production upstream of gas treatment upstream 
,900(7)-pag e 19

upstream of gas treatment upstream 
900(7)-page 25-26

upstream of gas treatment 
upstream 

900(7)-pages 28-29

upstream of gas treatment 
upstream (definition added) 

900(7)-page 29-30
DNR royalty value yes

. 150(d)-page 11
yes

,150(d)-page 17-18
no yes

. 150(d)-page 19
IRC sec 482 as a tool no no yes (incl. §6662) 

. 160(i)-page 24
yes (w/o §6662) 
. 160(i)-page 26

catastrophic oil spill deductible? yes. if on lease 
(not precluded)

no
160(c)-page 19

yes, if on lease 
(not precluded)

yes, if on lease 
(not precluded)

DNR gets exploration Data yes 
024(a) page 8

yes
024(a)-page 7

020 (0 Sales Language yes
.020(0 page 7

yes
,020(f)-page 7

NPSl. regs after industry practice yes
160(c)(1)(B) page 20

yes
160(c)(1)(B)—page 21
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IN  THE  LEG ISLATURE OF THE STATE OF ALASKA

TWENTY-FOURTH LEG ISLATURE - SECOND  SESSION 

]$Y T I I E  H O U S E  F IN A N C E  C O M M IT T E E

O f fe r e d :
R e fe r r e d :

S p o n s o r fs ) :  S E N A T E  R U L E S  C O M M IT T E E  B Y  R E Q U E S T  O F  T H E  G O V E R N O R

A BILL 

FOR AN ACT ENTITLED 

I || "An Act repealing the oil production lax and the gas production tax and providing lor a 

production tax on oil and gas; relating to the calculation of the gross value a t  the point 

of production of oil and gas and to the determination of the value of oil and gas for

4 || purposes of the production tax on oil and gas; providing for tax credits against the 

D || production tax on oil and gas; relating to the relationship of the production tax on oil 

0 || and gas to other taxes, to the dates l luse tax payments and surcharges are  due. to 

7 II interest on overpayments of the tax, and to the treatment of the tax in a producer's

5 || settlement with the royalty owners; relating to Hared gas, and to oil and gas used in the 

‘I [| operation of a lease or property under the production tax: relating to the prevailing

10 value of oil and gas under the production tax; relating to surcharges on oil; relating to

11 |[ s tatements or other Information required to he Hied with or  furnished to the 

Department of Revenue, to the penalty for failure to file certain reports for the tax. to

-I- IICS CSS It 3051 FIN)
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WORK DRAFT WORK DRAFT 24-GS2052\N

required to he furnished to the Department of Revenue as applicable to the 

administration of the tax; relating to criminal penalties for violating conditions 

governing access to and use of confidential information relating to the tax, and to the 

deposit of tax money collected by the Department of Revenue; amending the definitions

6 II of 'gas,' 'oil,' and certain other terms for purposes of the production tax, and as the

7 definition of the term 'gas' applies in the Alaska Stranded Gas Development Act, and

8 adding further definitions; making conforming amendments; and providing for an

9 effective dale."

10 BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

1 | the powers of the Department of Revenue, and to the disclosure of certain information

11

12

13

14

15

16 

17 

IS

19

20 

^ i

24

25 

20

27

28

* Section 1. The uncodificd law of the State of Alaska is amended by adding a new section 

to read:

LEGISLATIVE INTENT, (a) It is the intent of the legislature through see. 11 of this 

Act to confirm by clarification the long-standing interpretation of AS 43.55.020(f) by the 

Department of Revenue.

(h) It is the intent of the legislature that the division or other unit of the Department of 

Environmental Conservation assigned responsibility for administration ol the programs under 

AS 46.OS that arc principally supported by the conservation surcharges on oil levied under 

AS 43.55.201 - 43.55.299 and 43.55.300 - 43.55.310

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

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

surcharges as amended by secs. 27 and 29 of this Act: and

(2) request appiopriations lor exceptional program needs and expansions

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

from alternative funding sources.

* Sec. 2. AS 43.05 230(f) is amended to read:

(f) A u illu l violation of the provisions ol this section or of a conditionimposed under AS 43.55.04011 K B) is punishable by a line ol not more than $5,000.

IICS CSSIt 3(I5(FIN) -2-
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W O R K  D R A F T WORK DRAFT 24-GS2052\N

or by imprisonment l'or not more than two years, or by both.

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

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

deduct any taxes based on or measured by net income. T h e  t a x p a y e r  m a v  d e d u c t  th e  

t a x  le v ie d  a n d  p a id  u n d e r  AS 4 3 .5 5 .

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

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

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

tax period, except that

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

determination of the federal taxable income shall be added back; t h e  lax l ev ied  a n d  

p a i d  t i n d e r  A S  4 3 .5 5  m a v  n o t  b e  a d d e d  b a c k :

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

expenses under 26 U.S.C. 263(c) (Internal Revenue Code) in the determination of the 

federal taxable income shall be capitalized and depreciated as if the option to treat 

them as expenses under 26 U.S.C, 263(c) (Internal Revenue Code) had not been 

exercised;

(3) depletion deducted on the percentage depletion basis under 26 

U.S.C. 613 (Internal Revenue Code) in the determination of the federal taxable income 

shall be recomputed and deducted on the cost depletion basis under 26 U.S.C. 612 

(Internal Revenue Code): and

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

(Internal Revenue Code) as that section read on June 30, 19S1.

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

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

produced each month from each lease or property in the state, less any oil .md gas the 

ownership or right to which is exempt from taxation or constitutes a landowner's 

royalty interest. Except as otherwise provided under (i) ol this section, the tax is equal 

to 20 percent of the production tax value ol the taxable oil and gas as calculated under 

AS 43.55.160.

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

•3*
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A

6

7

S

9

10

11

12

13

14

15

16

17

IS

19

20

21

23

24

25

26

27

2S29
30

31

produced each month from each lease or property in the slate the ownership or right to 

which constitutes a landowner's royalty interest, except for oil and gas the ownership 

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

landowner's royalty interest as follows:

(1) the rate of tax levied on oil is equal to five percent o f the gross 

value at the point of production of the oil:

(2) the rate of tax levied on gas is equal to 1.667 percent of the gross 

value at the point of production of the gas;

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

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

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

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

amount of a tax paid,

(A) notwithstanding (1) of this subsection, the tax is equal to

( i) for oil that is produced from a lease or property in 

the Cook Inlet sedimentary basin, five percent of the gross value at the 

point of production of the oil;

(ii) for oil. except oil described in (i) of this 

subparagraph, 20 percent of the gross value at the point of production 

of the oil: and

(B) notwithstanding (2) of this subsection, for gas the tax is 

equal to 6.67 percent of the gross value at the point of production of the gas.

(g) In addition to the taxes levied under (e) and (f) of this section, during each

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

zero, there is levied on the producer of oil or gas a tax for all oil and gas produced 

during that month from each lease or property in the state, less any oil and gas the 

ownership or right to which is exempt from taxation or constitutes a landowner's 

royalty interest. Except as otherwise provided under li) of this section, the tax levied 

under this subsection is equal to .25 percent of the production tax value ol the taxable 

oil and gas as calculated under AS 43.55.160. multiplied by the price index 

determined under (hi of this section.

WORK DRAFT WORK DRAFT 24-GS2052\N
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(h) For purposes of (g) of this section, the price index for a month is calculated 

by subtracting 35 from the number that is equal to the quotient of the production tax 

value of the taxable oil and gas produced during that month, as calculated under 

AS 43.55.160, divided by the number of barrels of oil equivalent of that oil and gas 

For purposes of this subsection, a barrel of oil equivalent is a barrel of oil, in the case 

of oil, or 6,000 cubic feet of gas. in the case of gas.

(i) I f  a producer produces gas during a month from a lease or property in the 

Cook Inlet sedimentary basin, and if the imputed gas tax rate for that month under (j) 

of tnis section exceeds S .019 per Mcf. the producer's total tax for that month levied 

under (e) and (g) of this section is reduced by the amount equal to the number of Mcf 

produced by the producer from all leases or properties in the Cook Inlet sedimentary 

basin and taxable under (e) and (g) of this section, multiplied by the d'ffercncc 

between that imputed gas rate and S .019 per Mcf.

(j) For purposes of (i) of this section, a producer's imputed gas tax rate for a 

month is equal to

1/6 x TT/BOE

where

< I ) TT = the producer's total lax for the month levied under <e> and Igi 

of this section, calculated without regard to (i) ol this section and net ol any credits 

that tire available to be applied under this chapter; and

(2 1 BOE = the amount of oil and gas produced by the producer during 

the month and taxable under <e) of this section, expressed as barrels of oil equivalent; 

for purposes of this paragraph, a barrel of oil equivalent is

(At one barrel of oil. in the case of oil;

(13 > six Met ot gas, in the case of gas,

Ik) In <i i and f)I ol this section.' M cf means 1,000 cubic feet.

* See. (». AS 43.55.0l7(ai is amended to tetid;

tai Except a s  provided in this chapter, the taxes imposed in this chapter are in 

place of till taxes now imposed by the slate or any ot its municipalities, and neither the 

slate nor a municipality may impose a tax oil I* PON)

(1) producing oil or gas leases;
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(2) oil or gas produced or extracted in the slate;

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

described in 26 U.S.C. 2f)3fc) (Internal Revenue Code), as amended through 

January 1.1974 [EXPLORATION EXPENSES].

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

(a) Ninety-five percent of the total tax levied under AS 43.55.011(e) - (g), net 

of any credits applied under this chapter, is due on the last day of each calendar month 

on oil and gas produced from each lease or property during the preceding month. The 

remaining portion of the tax levied under AS 43.55.011(e) - (g) net of any credits 

applied under this chapter, is due on March 31 of the year following the calendar year 

during which the oil and gas were produced. An unpaid amount of tax that is not paid 

when due in accordance with this subsection becomes delinquent. An overpayment of 

tax with respect to a month may be applied against the tax du: for any later month. 

Notwithstanding any contrary provision of AS 43.05.280, interest on an overpayment 

is allowed only from a date that is 90 days after the later of (1) the March 31 described 

in this subsection, or (2 ) the date that the statement required under AS 43.55.030(a) 

and (e) to be filed on or before that March 31 is filed. Interest is not allowed if  the 

overpayment was refunded within the 1 0-day period.

* Sec. 8. AS 43.55.020(b) is amended to reao-

(b) The production tax on oil and [OR | gas shall he paid by or op behalf of the 

producer.

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

(d) In making settlement with the royalty owner lor oil and ans that is 

taxable under AS 43.55.011. the producer may deduct tl e amount of the tax paid o i 

taxable royalty oil and [ORJ gas. or may deduct taxable royalty oil or gas equivalent 

in value at the time the tax becomes due to the amount ol the tax paid. I'n I ess 

otherwise agreed between the producer and the rovallv ow ner, the amount of the 

tax paid under AS 43.55.01 lie ! and (») on taxable rovnltv oil and »ns lor a month, 

other Ilian oil and eas the ownership or riuhl to whieh constitutes a landowner's 

rovallv interest, is considered to lie the uross value at tlu* point of production of 

the taxable rovall\ oil and »as produced dtii ina the unu.th multiplied hv a Heme
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1 hut is 11 Quotient. in which

(1) (lie nu m e ra to r  is (lie p roducer ' s  total tax liability under

AS 43.55.011 (el and (g) for the month of production:  and

(2) the denominato r  is the total gross value at the point ol'

production of (he oil and gas taxable under  AS 43.55.011(e) and (g) produced by

the producer  from all lenses and  properties in the state dur ing  the month.

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

(e) Gas flared, released, or allowed to escape in excess of the amount 

authorized by the Alaska Oil and Gas Conservation Commission is considered, for the 

purpose of AS 43.55.011 - 43.55.ISO, as gas produced from a lease or property. Oil or 

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

oil or gas, or for repressuring, except to the extent determined by the Alaska Oil and 

Gas Conservation Commission to be waste, is not considered, for the purpose of 

AS 43.55.011 - 43.55.1 SO, as oil or gas produced from a lease or property.

*  Sec. 11. AS 43.55.020(f) is amended to read:

tf> If oil or gas is produced  hut not sold, o r  if oil o r  tins is produced and 

sold under circumstances where the sale price does not represent the prevailing value 

for oil or gas of like kind, character, or quality in the field or area from which the 

product is produced, the department may require the lax to be paid upon the basis ol 

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

or  area  during the calendar month of production or  sale FOR T1IA7 FIELD OR 

AREAJ.

*  Sec. 12. AS 43.55 is amended by adding a new section to read:

Sec. 43.55.024. Tax credits for certain losses and expenditures, (a) A

producer or explorer may lake a tax credit lor a qualified capital expenditure as 

follows:

i l l  notwithstanding that a qualified capital expenditure max be a 

deductible lease <*xpcudiiuiv for purposes of calculating t lv  production tax value of oil 

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

AS 3S.05.IM»tii. AS 4 1.00.010. AS 43.20,043. or AS 43.55.025.

(A) a producer or explorer that incurs a qualified capital

-7. IK'S CSS It 305(11 M
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expenditure may also elect to take a tax credit against a tax due under 

AS 43.55.011(e) in the amount of 20 percent of that expenditure;

(B) for a calendar year for which the producer makes an 

election under AS 43.55.160(f), instead of taking a lax credit at a rale 

authorized by (A) of this paragraph as to each separate qualified capital 

expenditure after it has been incurred, a producer that incurs a qualified capital 

expenditure during that year and that wishes to apply a credit based on that 

expenditure against a tax due under AS 43.55.011(e) shall calculate and apply 

every month an annualized tax credit in an amount equal to 1 2/3 percent of the 

total qualified capital expenditures incurred during that year and for which the 

tax credit is taken for that year;

(2) a producer or explorer may take a credit for a qualitied 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 month 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 after completion of the geological or geophysical data processing or 

completion of the well, or within 30 days after the statement is 11led, whichever 

is the latest, of the date of completion and to submit a report to that department 

describing the processing sequence and provide a list of data sets available;

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

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

identified in (A) of this paragraph;

(C) that, notwithstanding any provision of AS 38. the 

Department of Natural Resources shall hold confidential the information 

provided in that department unuer this paragraph for 10 years following the 

completion date, after which the department shall publicly release the 

information alter 30 days' public notice.

(hi A producer or explorer may elect to take a lax credit in the amount ot 20 

percent of a camed-forward annual loss. A credit under this subsection may be applied
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against a lax due under AS 43.55.011(e) and may he applied irrespective of whether 

the producer or explorer also claims a credit for transitional investment expenditures 

authorized by (i) of this section. For purposes of this subsection, a carried-forward 

annual loss is the amount of a producer's or explorer's adjusted lease expenditures 

under AS 43.55.160 for a previous calendar year that was not deductible in any month 

under AS 43.55.160(a) and (b).

(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 month below zero, and any 

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

later month.

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

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

apply to the department for a transferable tax credit certificate. An application under 

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

supporting information and documentation that the department reasonably requires. 

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

amount than that claimed and deny it as to the excess, not later than 60 days after the 

latcsi of U ) March 31 of the year following the calendar year in which the qualified 

capital expenditure or carried-forward annual loss for which the credit is claimed was 

incurred; (2) i f  the applicant is requ red under AS 43.55.030(a) and (e) 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 which the credit is 

claimed was incurred, the dale the statement was filed; or (3) the date l1 " application 

was received by the department. If, based on the information then availanie 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 for the amount 

ot the credit. A certificate issued under this subsection does not expire.

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

this section may transfer the certificate to another person, and a transferee may furthci 

transfer the certificate. Subject to the limitations set out in (at - (Cl ol this section, and 

notwithstanding any action the department may take with icspevt to the applicant
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under (Q of this section, the owner of a certificate may apply the credit or a portion of 

the credit shown on the certificate only against a lax due under AS 43.55.011(c). 

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

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

during a calendar year to less than 80 percent of die 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.

(f) The issuance of a transferable tax credit certificate under (d) of this section 

does not limit the department's ability to later audit a tax credit claim to which the 

certificate relates or to adjust or deny the claim if the department determines that the 

applicant was not entitled to the amount of the credit for which the certificate was 

issued. The tax liability of the applicant under AS 43.55.011(e) and 43.55.017 - 

43.55.180 is increased by the amount of the credit that exceeds that to which the 

applicant was entitled. That amount bears interest under AS 43.05.225 from the date 

the transferable tax credit certificate was issued. For purposes of this subsection, an 

applicant that is an explorer is considered a producer subject to the tax levied under 

AS 43.55.011(e).

(g) The department may adopt regulations to carry out the purposes of this 

section, including 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, and otherwise implementing this section.

(h> A person may not elect to take a tax credit under (a) or ti) of this section 

for an expenditure incurred to acquire an asset (I)  the cost of previously acquiring 

which was a lease expenditure under AS 43.55.160(c) or would have been a lease 

expenditure under AS 43.55.160(c) if  it had been incurred on or after July I. 2006: or

(2) that has previously been placed in service in the state. An expenditure to acquire an 

asset is not excluded under this subsection it not more than an immaterial portion of 

the asset meets a description under < I > or (2) of this uhseciion. For purposes ol this 

subsection, "asset" includes geological, geophysical, and well data and interpretations, 

li > For the purposes of this section.

i l l  a producer's or explorer’s transitional investment expenditures arc
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the sum of the expenditures the producer or explorer incurred on or after July ], 2001. 

and before July 1, 2006, that would be qualified capital expenditures if  they were 

incurred on or after July 1. 2006, less the sum of the payments or credits the producer 

or explorer received before July 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 July 1, 2006, that would be qualified capital expenditures, i f  they were incurred 

on or after July J, 2006;

(2) a producer or explorer may elect to take a lax credit against a tax 

due under AS 43.55.011(e) in the amount of 20 percent of the producer’s or explorer's 

transitional investment expenditures, but only to the extent that the amount does not 

exceed

(A) one-half of the producer's or explorer's qualified capital 

expenditures that are incurred during the month for which the credit is taken, if 

the producer or explorer does not make an election under AS 43.55.160(f);

(B) 1/24 of the producer’s or explorer's qualified capital

expenditures that are incurred during the calendar year that includes the month 

for which the credit is taken, if  the producer or explorer makes an election 

under AS 43.55.160(f);

(3) a producer or explorer may not take a tax credit for a transitional 

investment expenditure

(A) for any month that ends the later of

(i) July 31. 2013; or

(ii) the seventh anniversary of the last day of the month 

for which the producer first applies a credit under this subsection 

against a tax due under AS 43.55.011(e). i f  the producer did not have 

commeicial production of oil ot gas from a lease or property in the stale 

before July 1. 2000;

(Bi more than once; or

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

AS 3S.U5.1 SOI 11. AS 4 1.09.010. AS 43.20.043. or AS 43.55.025;
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(4) notwithstanding (d) - (f) of this section, a producer or explorer may 

not transfer a tax credit or obtain a transferable tax credit certificate for a transitional 

investment expenditure.

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

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

asset that

(1) is or becomes subject to regulation by the Federal Energy 

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

regulatory body shall at all times support and in all rate proceedings file to flow 

through 100 percent of the tax credits to ratepayers as a reduction in the costs of 

service for the pipeline, facility, or other asset;

(2) is not regulated by the Federal Energy Regulator)’ Commission or 

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

charges third parties for use of a pipeline, facility, or other asset shall flow through 

100 percent of the tax credits as a reduction in the costs of service on which the 

charges set by the producer or explorer for the pipeline, facility, or other asset are 

based.

(k) In this section, "qualified capital expenditure" means, except as otherwise 

provided in (h) of this section, an expenditure that is a lease expenditure under 

AS 43.55.160 and is

<1) incurred for geological or geophysical exploration; °r

(2) treated as a capitalized expenditure under 26 U.-..C. (Internal 

Revenue Code), as amended, regardless of elections made under 26 I'.S.C. 263(c) 

(Internal Revenue Code), as amended, and is

(A) treated as a capitalized expenditure for federal income tax 

reporting purposes by the person incurring the expenditure; or

<B) eligible to be deducted as an expense under 26 U.S.C. 

263(c) (Internal Revenue Code), as amended.

!,: See. 13. AS 43.55.025(a) is at tended lo tend:

la) Subject to the terms and conditions of this section. (ON OIL AND GAS 

PRODUCED ON OR AFTER JUIA I. 2004, FROM AN OIL AND GAS LEASE,
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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 (c) of this section;

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

before July I, 2007, and that qualify only under (b) and (d) of this section;

(3) 40 percent of the total exploration expenditures that qualify under

(b), (c), and (d) of this section; l :

(4) 40 percent of the total exploration expenditures that qualify only 

under (b) and (e) of this section.

*  Sec. 14. AS 43.55.025(b) is amended to read:

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

exploration expenditure must be incurred for work performed on or after July 1, 2003, 

and before July 1. 2016 [2007], except that an exploration expenditure for a Cook Inlet 

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

BEFORE JULY 1, 2010, AND EXCEPT THAT AN EXPLORATION 

EXPENDITURE. IN  WHOLE OR IN PART, SOUTH OF 6S DEGREES. 15 

MINUTES, NORTH LATITUDE, AND NOT PART OF A COOK INLET 

PROSPECT MUST BE INCURRED FOR WORK PERFORMED ON OR AFTER 

JULY 1, 2003. AND BEFORE JULY 1. 2010.] and

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

with a specific well;

(2) if  for an exploration well,

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

exploration well for which the production tax credit is claimed;

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

and

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

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

W O R K  D R A F T  W O R K  D R A F T  24-GS2052\N
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and logging of an exploration well, and. in the case of a dry hole, for the 

expenses required for abandonment i f  the well is abandoned within IS months 

alter the dale the well was spudded;

(3) may not be for testing, stimulation, or completion costs; 

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

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

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

recognized as indirect costs or financing costs; and

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

that is included in a plan of exploration or a plan of development lor any unit on | 

May 13, 2003.

* Sec. 15. AS 43.55.025(f) is amended to read:

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

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

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

submit information sufficient to demonstrate to the department's satisfaction that the 

claimed exploration expenditures qualify under this section;

(2) an explorer shall agree, in writing,

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

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

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

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

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

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

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

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

required under (I i of this subsection, the explorer shall submit the information 

nee.ssary for the commissioner of natural resources to evaluate the vajiditv of 

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

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

evidence sufficient for the commissioner n> evaluate the explorer's claim, mal.e
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thal deierminalion within 60 days;

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

30 days after the date of a request, specific data sets, ancillary data, and reports 

identified in (A) of this paragraph;

(C) thal. notwithstanding any provision of AS 38, information 

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

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

that department w ill release the information after 30 days' public notice;

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

exploration, each exploier may claim an amount of credit thal is proportional to the 

explorer's cost incurred;

(4) the department may exercise the full extent of its powers as though 

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

expenditures are qualified exploration expenditures under this section; and

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

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

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

production taxes due under AS 43.55.011(e) [THIS CHAPTER]; however, 

notwithstanding any other provision of this section, a fte r  the  end o f the ca lenda r 

y e a r fo llo w in g  the c a le n d a r ye a r in  w h ich  the  to ta l o f  p ro d u c tio n  ta x  c re d it 

c e rtif ic a te s  issued bv  the  d e p a rtm e n t u n d e r th is  sec tion  based on e x p lo ra tio n  

e xp e n d itu re s  fo r  C o o k  In le t p rospects  reaches $2(1.000.000. the department may 

not issue to an explorer a production tax credit certificate [IF THE TOTAL OF 

PRODUCTION TAX CREDITS SUBMITTED FOR COOK INLET 

PRODUCTION,] based on an exploration e x p e n d itu re  fo r  a C ook In le t prospect 

[EXPENDITURES FOR WORK PERFORMED DURING THE PERIOD 

DESCRIBED IN <b) OF THIS SECTION FOR THAT PRODUCTION. THAT HAVE 

BEEN APPROVED BY THE DEPARTMENT EXCEEDS $20.(100,000].

*  Sec. 16. AS 43.55.025(h) is amended to read:

(hi A producer that purchases a production tax credit certificate may apply the 

credits against its production tax liability under AS 43.55.1) 11(e) [THIS CI1APTER|.
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Regardless of the price the producer paid for the certificate, the producer may receive 

a credit against its production lax liability for the full amount of the credit, but for not 

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

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

See. 17. AS 43.55.025(i) is amended 10 read:

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

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

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

AS 43.55.011(c) of the taxpayer applying the credit for the same month: and

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

tax liability under AS 43.55.01 He) of the taxpayer applying the credit for a tax month 

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

under AS 43.55.011(e) in one or more immediately following months.

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

(a) The tax shall be paid to the department, and the person paying the tax shall 

file with the department at the lime the tax o r  a p o r t io n  o f  the tax is required to be 

paid a statement, under oath, on forms prescribed by or acceptable to the department, 

giving, with other information required, the following:

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

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

[BY] accounting codes [CODE NUMBERS] assigned by the department;

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

(3) the gross amount of oil and  the » ross am ou nt o f  [OR] gas 

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

o f  o il and »as owned by each producer for whom the tax is paid;

(4) the uross [TOTAL| value at the  p o in t o f  p ro d u c tio n  of the oil

and o f  the [OR] gas produced from each [T ill | lease or property owned by each

producer for whom the tax is paid; [ANDJ

t : ) the name of the first purchaser and the price received lor the oil

and lo r  the |O R | m s . unless re lieved  fro m  th is  re u u ire n ic n t in  w ho le  o r  in  p a r i In

the d e p a rtm e n t: and
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(6) the producer's lease expenditures and adjustments as

WORK DRAFT WORK DRAFT 24-GS2052VN

calculated under AS 43.55.] 60 [IF SOLD IN THE STATE].

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

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

following the day the tax is due. [EACH PRODUCER IS SUBJECT TO A PENALTY 

OF $25 A DAY FOR EACH LEASE OR PROPERTY UPON WHICH THE 

REPORT IS NOT FILED. THE PENALTY FOR FAILURE TO FILE A REPORT IS 

IN ADDITION TO THE PENALTY FOR DELINQUENT TAXES, AND IS A LIEN 

AGAINST THE ASSETS OF THE PRODUCER.]

•i: Sec. 20. AS 43.55.030 is amended by adding a new subsection to read:

(e) In addition to other required information, the statement required to be filed 

on or before March 31 of a year must show any adjustments or corrections 'o the 

statements that were required under (a) of this section to be filed for the months of the 

preceding calendar year during which the oil or gas was produced.

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

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

AS 43.05.405 - 43.05.499. the department may

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

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

or gas to furnish, whether hv the lilinu of regular statements or reports or 

otherwise, additional information that is considered by the department as necessary to 

compute the amount of the tax: notwitlislandiiit! anv contrary provision of law, the 

disclosure of additional information under this paragraph to the producer 

obligated to pav the lax does not violate AS 4(1.25.100(a) or AS 43.05.230(a): 

before disclosing information mulct this nara»ranh that is otherwise m in i red to 

he held confidential under AS 40.25.IQOta) or AS 43.05.230(a). the department 

shall

(A) provide the person that fu r  : .-d the information a

reasonable onnorlim ilv to he heard ret»ardin» the proposed disclosure and 

the conditions to he imposed under (It) of this |)arat>ra|)h: and 

t i l l  impose appropriate conditions limiting
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( i ) access to the in fo rm a tio n  to those lega l counsel, 

consu ltan ts , em ployees, o ffice rs , and fluents o f  the* p ro d u c e r  who 

have a need to k n o w  th a t in fo rm a tio n  fo r  the p u rp o se  o f 

d e te rm in in g  o r  co n te s tin g  the p ro d u c e r 's  tax  o b lig a t io n : and

fii) the use of the information to use lo r that

purpose ;

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

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

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

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

necessary to a disclosure of the facts as to

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

a company or other producer ot oil or gas; and

(B ) the rendition of the oil and gas for taxing puiposes.

* Sec. 22. AS 43.55.080 is amended to read:

Sec. 43.55.080. Collection and deposit of revenue. Except as otherwise 

provided under art. IX. sec. 17. Constitution of the State of Alaska, the [THE] 

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

AS 43.55.011 - 43.55.180 [AS 43.55.011 - 43.55.150],

* Sec. 23. AS 43.55.135 is amended to read;

Sec. 43.55.135. Measurement. For the purposes of AS 43.55.011 • 43.55.180 

[AS 43.55.011 - 43.55.150], oil is [SHALL BE] measured in terms of a "barrel of oil" 

and gas is [SHALL BE] measured in terms of a "cubic foot of gas."

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

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

the gross value at the point of production is [SHALL BE] calculated using the 

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

transportation are [SHALL BE] the actual costs, except when the

(1) [WHEN THE] parties to the transportation ol oil or gas are

affiliated:

(2) | AMEN THE] con'ract for the transportation of oil or gas is not an

1 1 C S  C S S B  3051 F I N  i IS -



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

transportation; and

(3) (WHEN THE] method of transportation of oil or gas is not 

reasonable in view of existing alternative methods of transportation.

!,: Sec. 25. AS 43.55.150 is amended by adding a new subsection to read:

(d) Under regulations adopted by the department, the department may allow a 

producer, subject to limitations prescribed by the department as to the frequency of

making elections, to elect prospectively to calculate the gross \alue at the point of

production of oil or gas based in whole or part on

(1) a royalty value determined under a royalty settlement agreement 

between the producer and the state, with adjustments if  appropriate;

(2) a formula prescribed by the department that uses, with adjustments 

if  appropriate, a royalty value or valuation methodology accepted by the

(A) Department of Natural Resources under AS 38.05, in the 

case of oil and gas produced from a lease issued by the Department of Natural 

Resources or produced from a lease or property that is part of a unit approved 

by the Department of Natural Resources;

(B) United States Department of the Interior under applicable 

federal oil and gas leasing statutes, in the case of oil and gas produced from a 

lease issued by the United States Department of the Interior that is not pan of a 

unit approved by the Department of Natural Resources, or produced from a 

lease or property that is part of a unit approved by the United States 

Department of the Interior but not approved by the Department of Natural 

Resources; or

(3) another formula prescribed by the Department of Revenue thal 

reasonably estimates a value for the oil or gas at a .specific geographical location, sudi 

as the point of tender or delivery into a common carrier pipeline; the formula may use 

factors such as published price indices for oil or gas in oi outside the state, quality 

differentials for oil or gas. transportation costs between markets, and inflation 

adjustments.

* Sec. 26. AS 43.55 i ■ amended by adding new sections to article I to read.

W O R K  D R A F T  W O R K  D R A F T  24-C>S2052\N
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Sec. 43.55.160. Determination of production tax value of oil and gas. (a) 

Except as provided in (f) of this section, for purposes of AS 43.55.011(c) and (g). the 

production tax value of the taxable oil and gas produced during a month is (1) the total 

of (A) the gross value at the point of production of the oil taxable under 

AS 43.55,011(e) and (g) and produced by the producer from all leases or properties in 

the state, iess three-quarters of the gross value at the point of production of the oil 

taxable under AS 43.55.011(e) and (g) and produced by the producer from leases or 

properties in the Cook Inlet sedimentary basin, and (B) one-third of the gross value at 

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

by the producer from all leases or properties in the stale, (2) less the producer's lease 

expenditures for the month as adjusted under (e) of this section. However, the 

production tax value calculated under this subsection may not be less than zero. If a 

producer docs not produce taxable oil or gas during a month, the producer is 

considered to have generated a positive production tax value if  the calculation 

described in this su’ section yields a positive number because the producer's adjusted 

lease expenditures for a month are less than zero as a result of the producer's receiving 

a payment or credit under (e) of this section or otherwise.

(b) For purposes of administration of (a) of this section,

(1) any adjusted lease expenditures that would otherwise be deductible 

in a month but whose deduction would cause the production lax value calculated under 

(at of this section of the taxable oil and gas produced during the month to be less than 

zero may be added to the producer'1 adjusted lease expenditures for one or more other 

months in the same calendar year; the total of tiny adjusted lease expenditures thal arc 

not deductible in any month during a calendar year because their deduction would 

cause the production tax value calculated under (a) of this section of the taxable oil 

and gas produced during one or more months to be less than zero may be used to 

establish a carried-forward annual loss under AS 43.55.024(b):

(2) an explorei thal has taken a tax credit under AS43.55.024(b) or 

that has obtained a transferable tax credit certificate undei AS 45.55.024(d) lor the 

amount of a tax credit under AS 43.55.024(h) is considered a producer, subject to the 

tax levied under AS 43.55.01 lie), to the extern that the explorer generates a positive

WORK DRAFT WORK DRAFT 24-GS2052\N
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production tax value as the result of the explorer's receiving a payment or credit 

described in (e) of this section.

(c) For purposes of this section.

(1) a producer's lease expenditures for a period are the total costs 

upstream of the point of production of oil and gas that are incurred on or after July 1, 

2006, by the producer during the period and that are direct, ordinary, and necessary 

costs of exploring for. developing, or producing oil or jas deposits located within the 

producer's leases or properties in the stale or, in the case of land in which the producer 

does not own a working interest, direct, ordinary, and necessary costs of exploring for 

oil or gas deposits located within other land in the sta’e; however, lease expenditures 

do not include the costs incurred to satisfy a work commitment under an exploration 

license under AS 38.05.132: in determining whether costs are direct, ordinary, and 

necessary costs of exploring for, developing, or producing oil or gas deposits located 

within a lease or property or other land in the state,

(A) the department shall give substantial weight to the typical 

industry practices and standards in the state and in the United States in 

determining costs 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 wore 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

(B) as to matters that are not addressed by the industry 

practices and standards described in (A) of this paragraph or as to which those 

practices and standards are not clear or are not uniform, the department shall 

give substantial weight to the standards adopted by the Department of Natural 

Resources that determine the costs, other than interest, that a lessee is allowed 

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

AS 38.05.1S0tf((3)(B). (Di. or (El:

l2) the Department ol Revenue may authorize a prouucer. including a 

producer that is an operator, to treat as its lease expenditures under this section the 

costs paid hv the producei thal are hilled to the producer by an operator in accordance
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