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HB 478, Section 35
CSHB 488, Section 38

production tax provisions app]
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H B 488, Section 5

S 43.55.011¢(a)

T here is levied upon the producer .
° '*,)N

for all " produced " f

T he tax is equal to of the

under AS 43.55.160.



A

CSHB 488, Section 5

%

N

S 43.55.011¢((a)
T here is levied upon the producer |.
for all -* produced . N
[except for] a lessor’s foyalty interest]

* | . ?
T he tax is equal to . ' of the

4

production tax :

under AS



A

CSHB'488,

S 43.55.011 (e)

Section 6

m

% ® 1

f

%0

L

A

"There is levied upon th producer .;. ;|la ta]|cil]
for all oil and gas produced each m onth X J.Jf

. . ! # “§r
th'e ow nership or right to w hich constitutes a

. n #m U » f
.lessor’s royalty interest. T he tax is equal
to 1five percent of the gross value at the paqgintt
of production. ... . ¥ ‘e .8



CSHB 4885Section 6

AS 43.55.011() - (k)

[Above specified price thresholds] There IS levied a
upon the producer N

... atax for all oll ... equal to .30 percent ofthe JL
gross value at the point of production .4. f WW
multiplied by the oll price index L 1 1 J,M

. atax for all gas . . . equal to .two percent ofthe $

.gjross value at the point of production . . .
multiplied by the gas price index 1 % §8 W 1.



So...

The has a production tax: 20f%i

. of net value.

The CS has four production tax components: 11

@

20% of net value (now called “production ta”|;
value”) exceptfor lessor royalty sharef 'f w -]

@ ,5% of gross value for lessor royalty share J|

3)
@

A progressive-rate oil tax on grossvalue, | m |
Including lessor royalty share ; f IptelBW|

A progressive-rate gas tax on gross value,|
including lessor royalty share \ 1 W1






CSHB 488, Section 28

m X n
AS 43.55.160(a)
H
production tax is the total o
C
oil and gas . . . from [ - m m

in th e state

less [progressivity taxes on gross value] JL *

and . . . less. H . kagsgill'l
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HB 488, Section 31
CSHB 488, Section 34

S 43.55.900(7)
\

“gross value at the point ofprodwucijio

i

BE M eans [ ] #.m

W\¥: W .

for , the value ... at the m eter
for . the value ... wWhere .. . mete
n)

P



HB 488, Section 19
CSHB 488, Section 26

A'S 43.55.150¢(a)

gross value at the point of pi

calculated using the reasonable



HB 488, Section 20
CSHB 488, Section 28

A'S 43.55.150(d)

the departm ent

[to be calculated based upon] % . a
it
[OI’] * V:
« \%
a\form ula . . . that uses .... |
] royalty ... v

anothertr

a value



HB 488, Section 21

CSK. e

A'S 43.55.160(c)

- lease expenditures . ., are tne'[pf jlc oM sll’
iproduction . on ‘?

or after .. that are the,, | fjilie =
costs of -T" .

% w o
a °r-g8idJyf
deposits located . in the state:: “« ' :i 1 1

. Vm



CSHB 488, Section 28

A'S 43.55.160(c)

lease expenditures .. . are the I Ifcdlts|

or after Janwuary 1, 2006 ... that are the

costs O]

w '-W -wW AW
o il a

or gas deposits loaated .. . in the stated

m
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Int determ ining
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A

CSHB 488, Section 28

S 43.55.160¢(j)(2) &

CS adds a definition of “ordinary and

necessary” to m ake clear that Interna
\% * o«

R evenue Code m eaning is adopted.

i?



CSKB 488, Section 28

A'S 43 .55.160¢(c) (continwued) -m
m L
WP" "W t
lease e endit res ... do not ind # . -
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HB 488, Section 21
CSHB 488, Section 28

AS 43.55.160(d) provides specific exam ple s]oé£|

and exclusions from , <<directlcosts& --M :'M m -

C SHB 488 has several im provem ents

R ecommended by the A dm inistration:ftigsS *m

(d)(1)(A ) and (d)(2)(A ), clarifying treatnieintjl

of ca italized e x enditures % M -
P P % 1

(d)(2)(L ), ensuring that conservation f;

surcharges are not deductible St W &
t



HB 488, Section 21
CSHB 488, Section 28

AS 43.55. 160(9) it M

[Lease expenditures must be A

the producer
another’s use of aproduction facility; (2) ®
reimbursement, e.g. field costs paid by ;ttatf*®t||
offset lease expenditures; and (3) saleof assjetsl|yi
acquired through lease expenditures. or|)flipri
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, thep S|
addresses potential timing mismatches betweeft; 1
lease expenditures and adjustments, ensuring tjtat
the tax effect ofVn adjustment will be recoahizedfl
even If aproducer or explorer has no production,

or has low lease expenditures, when an adjustnjjen

payment is received. % ,p,JdP%)



HB 488, Section 21

AS 43.55.160(Qg)
.. . transitional investment expenditures are! 1I® *
[incurred $ W
m . ]|...less... [proceeds from] thef f w /|

.. .acquired ... as aresult of [those] capital
expenditures M "

<

[This provision Is norin the CS; instead CS def&ie6
“lease expenditures” to include expenditures b
to January 1, 2006] | %¢|. 1



H B 488, Section 21

,. . aproducer that is may reduce the
net value by

total of the allowances

does An unused

allowance ... mav

[This provision is norin the CS; insteadfCS f
provides for additional credit of up to $12 millio
per year] "4 %



HB 488, Section 7
CSHB 488, Section 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



HB 488, Section 12
CSHB 488, Section 14

A'S 43.55.024(a)

Javu
% m . .
»
a producer . . . that incurs a = i
m ay . . .tele
ta ke a in the am ount of ~

of that expenditure.



Section 12/14 (cont.)

A'S 43 .55.024 1)ch), (1)

[AS 43.55.024(h)(2) in

0

‘qgqualified capital expenditure?” - 2 Jl,
[is a for G ScG % 4

exploration, intangible drilling costs, an

other expenditures under IR
[d o e s include purchase of a f-nh

previously acqgqguired or used asset] 1
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CSHB 488,

S 43 .55 .02

qualified

include

an exgend

e X tended

rem oval. ..

restoration

4 (1)(2)

C a

iture incurred. .. for
period of disuse, dism
orabandonment®

of a lease, field

|
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Section 12/14 (cont.)

AS 43.55.024(b)

A producer may elect to take a e W
.. of of a carried-forward?* "w*

[which Is the amount of a previous yea

that, were ( « « Jp'

because they would have reduced die hefiva

of the oil and gas below zero]. A,



Section 12/14 (cont.)

AS 43.55.024(d) - (e), (g9)

[AS 43.55.024(d) - (f) in (

A producer entitled to a tax credit mamapijpl:

to the D ep’t of Revenue for a A )T

O nce issued, a certificate
m ay Dbe used for its face value, butli
trrd!sferee m ay not apply a certificate to X g
reduce its tax Iliability by m ore than M W

during a calendar year. 1 8



CSHB 488) Section 14

A'S 43.55.024(f) ' . A 1 A *

[D Jepartm ent [of R evenue]
cash refund . .. for a [transferable taxi:rddim
certificate* 1 f . .. . "

m [producer’s total refunds in calehdart]lpa® dp|

not exceed $10 million] I JL A j |

m [producer invests dr buys.an oilfand g as

lease for at least the am ount'of ifodifrefonaf*®

m [producer owes no delinqguent taxes] 'm - m



CSHB 488, Section 28

AS 4355.170 —Additional nontransferable credit

N
Up to $12 million in a calendar year may be tak<
as atax credit yor qualified capital expenditure!
even If acredit is taken under ASI43,55.(i|l4 or |

43.55.025 for the same expenditure f ||

—unused credit may not be carried forward or|
transferred*" \ jl:

—the provision expires April 1, 2016 %



CSHB 488, Section 28

AS 43.55.170(b) —producer’s quélificati*on for the
additional nontransferable credit J| H,

This Is an anti-splitting provision to preyeh
abuse of the $12 million credits!

It Is essentially the same anti-splitting M
provision that is in see. 21 ofthe original bill, for
the $73 million perproducer allowance.? fr "W



HB 488, Sections 22-29

CSHB 488, Sections 29-32 f
t .

O riginal bill allow ed a to be takenJo

conservation surcharge payments:;

CS reduces sec. 201 surcharge from $102ito
$.01 per barrel and increases sec* 300 m - W

surcharge from $.t)3 to $.04 per barrel. | J L



E xtends existing exploration credits undertr
,fim7 avy

A'S 43.55.025 through 2016 and coritbrm s®
sec. 025 to new production tax pro”silniilS1
specifying that the credits m ay be take;
against tax under AS 43.55.011(a) m A es
against the 20 percent tax on productio
value, not against lessor royalty tax or

additional progressive taxes o0n pt0831



H B 488, Section 7

of production tax, netsof

° ° « * » \

credits, is due

T he rem ainder iIs due

calendar year.



100 percent of total production tax,(total of

[ | msf '"mg 0
all four com ponents), net of credits, is]|dire
m ‘w .-w H N |

each m onth

Paym ent ofless than 90 percent oftotal r

due triggers an autom atic five percent?;|!

penalty on the deficiency. | A f J |1



HR 488, Section 9
CSHB 488, Section 10

[PJroducer may deduct [from royalty] t ¢ am o unt
of the tax paid on taxable royalty oil ax

Original bill provides a default formula for 1 |

allocating the 20% tax on net value to royalty s!
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 LCULATION: AS 43.55.011¢((a)

43 .55.024,43.55.025,43.55.170

Subtract

Subtract up to 20% of
remainder of tax
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Petroleum Profits Tax (PPT)

CS for HB 488 (RES)

Overview

Alaska Department of Revenue
Before the House Finance Committee
March 27, 2006

Robynn J. Wilson, Director, TAX Division, DOR
Dan E.Dickinson, CPA



The Governor's 3 Big ldeas

[0 The current Production Tax system s
broken.

0 We need to use the tax system to
encourage investment

(0 We ought to get a fair share of tax
revenues when prices are high,
especially if reinvestment is low

03/27/06



The Governor's 3 Big Ideas

0 The current Production Tax system s
broken. The CSalso replaces it

0 We need to use the tax system to

encourage investment. Thecshas
Incentives for investment

0 We ought to get a fair share of tax
revenues when prices are high,

especially if reinvestment is low. thecs
preserves the Governor's 20/20 structure

03/27/06



The Governor's 3 Big ldeas

[0 ldea one: The Production Current Tax
System is broken

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

m We are not getting a fair share of
revenues when Prices are high and
Investment is low

03/27/06



Unrestricted & Restricted Revenue

$ Billion

FY 2005
O Federal

m [nvestment
m Oil

m Other

03/27/06



FY 2005 Petroleum Revenue

$ Million

Ju
Restricted
Revenue

Unrestricted

uld72”/enue

i
Corporate
Income Tax
524.0
Production Tax
863.2

CBRF

Settlements

274

NPR-A Rents

& Bonuses

316

Property Tax

42.5



1. Destination Value at Market (2005)

Kby . .
vell  mo V1V

Destination Value at
Market

Less Tankering &
Pipelines

Gross Value at Point
of Production

Less Upstream Costs
Operating:
Capital:
Total
Net Value at Point
df'Pfbduction

terds $porberd | $ Million

330 $43.43 $14,332

330 $ 451  ($1/488)

330 $38.92  $12,844
$ 3.33
$ 3.18

30 $x, .. ($2150)

330 $32.40 $ 10,694



2. Current Production Tax

Gross Value at Point of
Production

1- Royalty Rate
Value Net of Royalty

Tax Rate
HF Rate

Tax

03/27/06

$ in Billion

$12,844
0.875

$11,238
0.15
0.55

$ 927



Im plicit Cost

* S,

Production Tax Net of Royalty
Less Implicit Cost from Proxy

Tax Rate

Proposed Production Tax

03/27/06

$ in Billion *
$11,238

(£5,057)
$ 6,181

0.15

$ 927



Kuparuk Crude Oil Production

ELF

1990

1995

Production In Million Barrels per Day

m 2005 m

&

2015

0.8

0.6

0.4

0.2
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Historical Forecast

196 197 199 20 2B b A0/ A0 A1 A3 2015

11



