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CSHB 4885 Section 6
AS 43.55.011(f) - (k )

[Above specified price thresholds] There is levied a 
upon the producer ^  ^

. . .  a tax for all oil . . . equal to .30 percent of the JL 
gross value at the point of production .4. f  W W  
multiplied by the oil price index I. I  I  .J|, M
. . .  a tax for all gas . . . equal to .two percent of the $ 
gross value at the point of production . . . 
multiplied by the gas price index 1 % § W _1|.



So • * •'

The
. of net value.

has a production tax: 20f%i
%  i

The CS has four production tax components: 1 1
\r>.. .wv,,

(1) 20% of net value (now called “ production ta^|; 
value” ) except for lessor royalty sharef 'f w -.|

(2) , 5% of gross value for lessor royalty share J| ,
(3) A progressive-rate oil tax on gross value, I  m  l  

including lessor royalty share ; f  IptelBWj
(4) A progressive-rate gas tax on gross value,|  

including lessor royalty share \  i  W 1

•A-
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CSHB 488, Section 28
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CSHB 488, Section 28
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AS 43.55.160(e) if M

[Lease expenditures must be ^
the producer 

another’s use of a production facility; (2) ®  
reimbursement, e.g. field costs paid b y ;tta tf^ ® t|| 
offset lease expenditures; and (3) saleof assjetsl|yi 
acquired through lease expenditures. o r|)f lipri 
taxable oil or gas used in lease operations.]!^'



CSHB 488, Section 28

. AS 43.55.160(a), (b)(2), and (e)

At the Administration’s recommendation, thepS l  
addresses potential timing mismatches betweeft; 1 
lease expenditures and adjustments, ensuring tjtat
the tax effect ofVn adjustment w ill be recoahizedfl 
even i f  a producer or explorer has no production, 
or has low lease expenditures, when an adjustnjjen 
payment is received. % ,jp , Jp^jj■ ■

w



HB 488, Section 21
AS 43.55.160(g)

.. . transitional investment expenditures are! i i® *
[incurred $ W'

■ . ] . . . less . .. [proceeds from] thef f  w ^ |
. . . acquired . . .  as a result of [those] capital
|  t  T  Jji$ . r.ŝ IAexpenditures M

<

[This provision is nor in the CS; instead CS def&ie6 
“ lease expenditures”  to include expenditures b
to January 1, 2006] |  % • ||. 1



H B  4 8 8 ,  S e c t i o n  2 1

, . . a producer that is
net value by
total of the allowances
does
allowance . . . mav

may reduce the

An unused

[This provision is nor in the CS; insteadfCS f  :̂ j 
provides for additional credit of up to $12 millio 
per year] ' 4' ' i f  %
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C S H B  4 8 8 ,  S e c t i o n  8

AS 43.55.020(a)

the tax levied under AS 43.55.011, 
applied under this chapter, is

The tax levied under AS 43.55.011(a) 
applied under this chapter, is
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“ q u a l i f i e d  c a  
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a n  e x p e n d i t u r e  i n c u r r e d  . . .  f o r  I .  .  a n ®
a  ’.w  . ip .  ,«r;

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

r e m o v a l . . .  o r  a b a n d o n m e n t ® .  . 1  o r  f o r  i
" 4®. Stef'’ .JR&.

r e s t o r a t i o n  o f  a  l e a s e ,  f i e l d ,  [ e t c / j  f  I p



S e c t i o n  1 2 / 1 4  ( c o n t . )

AS 43.55.024(b)

A p roducer may elect to take a V - ' " W  w  ■
•  f '  -'®,

... . o f  o f  a carried-forward?* "w*
[which is the am ount o f  a previous yea

that, were ( X  %  j p ' 
because they would have reduced die hefiva 
o f  the oil and gas below zero]. A M 4i * .  J m '
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A S  4 3 . 5 5 . 0 2 4 ( d )  -  ( e ) ,  ( g )  

[ A S  4 3 . 5 5 . 0 2 4 ( d )  -  ( f )  i n  (

A  p r o d u c e r  e n t i t l e d  t o  a  t a x  c r e d i t  m a m a p j p l :  

t o  t h e  D e p ’ t  o f  R e v e n u e  f o r  a  ^  j T

.  O n c e  i s s u e d ,  a  c e r t i f i c a t e  

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

t r ^ d ! s f e r e e  m a y  n o t  a p p l y  a  c e r t i f i c a t e  t o  X g  

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

d u r i n g  a  c a l e n d a r  y e a r .  1  §

a



C S H B  4 8 8 j  S e c t i o n  1 4

A S  4 3 . 5 5 . 0 2 4 ( f )  ' • ^  1  A *

[ D J e p a r t m e n t  [ o f  R e v e n u e ]  . .  .

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

c e r t i f i c a t e *  i f . . .  . ' i

■  [ p r o d u c e r ’ s  t o t a l  r e f u n d s  i n  c a l e h d a r t ] p a ® d p |  

n o t  e x c e e d  $ 1 0  m i l l i o n ]  I  J L  A j l

■  [ p r o d u c e r  i n v e s t s  d r  b u y s . a n  o i l f a n d  g a s  

l e a s e  f o r  a t  l e a s t  t h e  a m o u n t ' o f  i f o d i f r e f o n a f * ®

■  [ p r o d u c e r  o w e s  n o  d e l i n q u e n t  t a x e s ]  : m - m



CSHB 488, Section 28

AS 43.55.170 — Additional nontransferable credit

. I '

Up to $12 million in a calendar year may be tak< 
as a tax credit yor qualified capital expenditure! 
even i f  a credit is taken under ASi43,55.(i|l4 or |  
43.55.025 for the same expenditure f  l |
— unused credit may not be carried forward o r| 
transferred*" \  jl:
— the provision expires April 1, 2016 %



C S H B  4 8 8 ,  S e c t i o n  2 8

_  ■ * is?
AS 43.55.170(b) — producer’s qualification for the 

additional nontransferable credit J| H,

This is an anti-splitting provision to prey eh 
abuse of the $12 million credits!

It is essentially the same anti-splitting M 
provision that is in see. 21 of the original bill, for

r,v ’ M . W
the $73 million per producer allowance.? fr  'W*
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t ii w
O r i g i n a l  b i l l  a l l o w e d  a  t o  b e  t a k e n  J o

c o n s e r v a t i o n  s u r c h a r g e  p a y m e n t s ;

C S  r e d u c e s  s e c .  2 0 1  s u r c h a r g e  f r o m  $ 1 0 2 i t o  

$ . 0 1  p e r  b a r r e l  a n d  i n c r e a s e s  s e c *  3 0 0  m -  W  

s u r c h a r g e  f r o m  $ . t ) 3  t o  $ . 0 4  p e r  b a r r e l .  |  J L



E x t e n d s  e x i s t i n g  e x p l o r a t i o n  c r e d i t s  u n d e r
, f jm 7- a y

A S  4 3 . 5 5 . 0 2 5  t h r o u g h  2 0 1 6  a n d  c o r i t b r m s ®  

s e c .  0 2 5  t o  n e w  p r o d u c t i o n  t a x  p r o ^ s i l n i i l S 1

s p e c i f y i n g  t h a t  t h e  c r e d i t s  m a y  b e  t a k e ;  

a g a i n s t  t a x  u n d e r  A S  4 3 . 5 5 . 0 1 1 ( a )  ■ A e s  

a g a i n s t  t h e  2 0  p e r c e n t  t a x  o n  p r o d u c t i o

v a l u e ,  n o t  a g a i n s t  l e s s o r  r o y a l t y  t a x  o r  

a d d i t i o n a l  p r o g r e s s i v e  t a x e s  o n  ptoss 1



H B  4 8 8 ,  S e c t i o n  7

o f  p r o d u c t i o n  t a x ,  n e t s  o f
• • • *  »  \

c r e d i t s ,  i s  d u e

T h e  r e m a i n d e r  i s  d u e  

c a l e n d a r  y e a r .



1 0 0  p e r c e n t  o f  t o t a l  p r o d u c t i o n  t a x , ( t o t a l  o f
■ ■ . s f  ' m g  0 :

a l l  f o u r  c o m p o n e n t s ) ,  n e t  o f  c r e d i t s ,  i s | d i r e  

e a c h  m o n t h .  m ‘ w . - w H N I

P a y m e n t  o f  l e s s  t h a n  9 0  p e r c e n t  o f t o t a l  r  

d u e  t r i g g e r s  a n  a u t o m a t i c  f i v e  p e r c e n t ^ ; !  

p e n a l t y  o n  t h e  d e f i c i e n c y .  |  ^  f  j |  1
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H R  4 8 8 ,  S e c t i o n  9  

C S H B  4 8 8 ,  S e c t i o n  10

[PJroducer may deduct [from royalty] t 
of the tax paid on taxable royalty oil an<

e  a m o u n t

Original bill provides a default formula for 1 I 
allocating the 20% tax on net value to royalty s!

x  - m  m  I
CS provides a slightly different formula for *  f 
allocating the 20% tax on net value (“ productio 
tax value” ) to non-lessor royalty 'share. jjl. 1
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T A X  C A L C U L A T I O N :  A S  4 3 . 5 5 . 0 1 1 ( a )  

4 3 . 5 5 . 0 2 4 , 4 3 . 5 5 . 0 2 5 , 4 3 . 5 5 . 1 7 0  ;

Subtract

Subtract up to 20% of 
remainder of tax
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P e t r o l e u m  P r o f i t s  T a x  ( P P T )

C S  f o r  H B  4 8 8  ( R E S )  

O v e r v i e w

Alaska Department of Revenue 
Before the House Finance Committee

March 27, 2006
R o b y n n  J .  W i l s o n ,  D i r e c t o r ,  T A X  D i v i s i o n ,  D O R

D a n  E . D i c k i n s o n ,  C P A



T h e  G o v e r n o r ' s  3  B i g  I d e a s

□  T h e  c u r r e n t  P r o d u c t io n  T a x  s y s te m  is 
b r o k e n .

□  W e  n e e d  to  u s e  t h e  t a x  s y s te m  to  
e n c o u r a g e  i n v e s t m e n t

□  W e  o u g h t  to  g e t  a f a i r  s h a r e  o f  t a x  
r e v e n u e s  w h e n  p r ic e s  a re  h ig h ,  
e s p e c ia l ly  i f  r e in v e s t m e n t  is lo w

0 3 / 2 7 / 0 6



T h e  G o v e r n o r ' s  3  B i g  I d e a s

□  T h e  c u r r e n t  P ro d u c t io n  T a x  s y s te m  is
b r o k e n .  The CS also replaces it

□  W e  n e e d  t o  u s e  t h e  t a x  s y s te m  to  
e n c o u r a g e  in v e s t m e n t .  The cshas
incentives for investment

□  W e  o u g h t  to  g e t  a f a i r  s h a re  o f  t a x  
r e v e n u e s  w h e n  p r ic e s  a re  h ig h ,  
e s p e c ia l ly  i f  r e in v e s t m e n t  is lo w .  T h e c s

preserves the Governor's 20/20 structure

•  •  •

0 3 / 2 7 / 0 6  3



T h e  G o v e r n o r ' s  3  B i g  I d e a s

□  Id e a  o n e :  T h e  P ro d u c t io n  C u r r e n t  T a x  
S y s te m  is b r o k e n

■ We are not getting the investment we 
need -  could the structure of the 
Production Tax be to blame

■ We are not getting a fa ir share of 
revenues when Prices are high and 
investment is low

0 3 / 2 7 / 0 6



U n r e s t r ic te d  &  R e s t r ic te d  R e v e n u e  

$  B i l l io n  ____________

F Y  2 0 0 5
i

□ Federal

■  Investment

■  Oil

■  Other

•  •  •
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FY 2 0 0 5  P e t r o le u m  R e v e n u e  

$ M i l l io n

•  •  •

ywj'

Corporate 
Income Tax 

524.0

Production Tax
863.2

J u
R e s t r i c t e d

R e v e n u e

C B R F

S e t t l e m e n t s

27.4

N P R - A  R e n t s  

&  B o n u s e s  

31.6

P r o p e r t y  T a x  

42.5

U n r e s t r i c t e d

u 3 7 2 ^ / e n u e
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1. D e s t in a t io n  V a lu e  a t  M a rk e t  (2 0 0 5 )

:*‘y j  : . •'
•V • ' • ■ : .... . ... V- .1 V

VolumeV , - '.'5 :t ; •Millions
V V-'barrels $ per barrel

1 ■ . ■' 'V •• •• ; * ; • >
$ Million

Destination Value at 
Market 330 $43.43 $14,332
Less Tankering & 
Pipelines 330 $ 4.51 ($1/488)
Gross Value at Point 
of Production 330 $38.92 $12,844
Less Upstream Costs 

Operating:
Capital:

Total 330

$ 3.33 
$ 3.18

$ X 6 - 5 2 ($2,150)
Net Value at Point

■ /

df'Pfbduction 330 $32.40 $ 10,694



2 .  C u r r e n t  P r o d u c t i o n  T a x

$ in Billion
Gross Value at Point of 
Production $12,844
1- Royalty Rate 0.875
Value Net of Royalty $11,238
Tax Rate 0.15
ELF Rate 0.55

Tax $ 927

0 3 / 2 7 / 0 6



I m p l i c i t  C o s t

• - • • • * SSSor, •
• O  *11* 1$ in Billion

Production Tax Net of Royalty
$11,238

Less Implicit Cost from Proxy (£5,057) 
$ 6,181

Tax Rate 0.15

Proposed Production Tax $ 927

0 3 / 2 7 / 0 6



K u p a r u k  C r u d e  O i l  P r o d u c t i o n  &  

E L F
P r o d u c t i o n  In M i l l i o n  B a r r e l s  p e r  D a y

1990 1995 2000 2005 2010

0.8

0.6

0.4

0.2

0.0
2015



E c o n o m i c  L i m i t  F a c t o r ,

F Y

Historical Forecast

O 3 / Q J 0 / C 11

1995 1997 1999 2001 2003 2005 2007 2009 2011 2013 2015


