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(k) As a condition o f  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 

twset that is o r becomes subject to regulation by the Federal E nergy  Regulatory 

Com m ission or the Regulatory Com m ission o f  Alaska, o r a successor regulator)' 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, o r  o ther asset.

(/) In this section,

(1) ' t a r r e l  o f  oil equivalent" means one barrel, in the case of oil, or 

6,000 cubic feet, in the case of gas;

(2) "qualified capital expenditure" means, except as otherwise 

provided in (i) o f  this section, an expenditure  that is a lease expenditure  under 

AS 43.55.160 and is

(A) incurred for geological or geophysical exploration; or

(B) treated as a capitalized expenditure under 26 U.S.C. 

(Internal Revenue Code), as amended, regardless of elections m ade under 26 

U.S.C, 263(c) (Internal Revenue Code), as amended, and is

(i) treated as a capitalized expenditure for federal 

income tax reporting purposes by the person incurring the expenditure; 

or

(ii) eligible to be deducted as an expense under 26 

U.S.C. 263(c) (Internal R evenue Code), as amended.

* Sec. 13. AS 43.55.025(a) is amended to read:

(a) Subject to the terms and conditions o f  this section, [ON OJL AN D GAS 

P R O D U C E D  O N  OR AFTER JU L Y  1, 2004. FROM  AN OIL A N D  G A S LEASE. 

OR ON G A S P R O D U C E D  FROM  A GA S ON LY LEASE,] a credit against the 

production lax due under AS 43 .5 5 .0 1 1(e) [THIS C H A PT ER ) is allowed for 

exploration expenditures that qualify u.ider (b) o f  this section in an amount equal to 

one of the following:

11) 20 percent o f  the total exploration expenditures that qualify only 

under (b) and (c) of this section;
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(2) 20 percent o f  the total exploration expenditures for w ork  performed 

before July 1, 2007, and that qualify only under (b) and (d) o f  this section;

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

(b), (c), and (d) of this section; or

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

under (b) and (e) o f this section.

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

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

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

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

prospect must be incurred for w ork performed on or after Ju ly  1, 2005, [AND 

BE FO R E JULY 1, 2010, A N D  E X C E PT  T H A T  A N  EX PLO R A TIO N  

EX PEN D IT U R E , IN W H O LE OR IN PA RT, SO U T H  O F  68 DEGREES, 15 

M IN U TES, N O RTH  LA TITU D E, A N D  N O T  PA RT O F  A C O O K  INLET 

P R O SP E C T  M UST BE IN C U R R E D  FOR W O R K  PE R FO R M E D  ON OR AFTER 

JU L Y  1, 2003, AND BEFORE JU L Y  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 c laimed:

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

and

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

reasonably required for the surL.cc preparation, drilling, casing, cementing, 

and logging of an exploration well. and. in the case o f  a dry hole, for the 

expenses required for abandonment if the well is abandoned within IS months 

after the date the well was spudded;

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

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

m anagem ent costs; comm unity relations or environmental costs; bonuses, taxes, or
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1 other payments to governm ents related to the well; or other costs that are generally

2 recognized as indirect costs or financing costs; and

3 (4) m ay not be incurred for an exploration well or seismic exploration

4 that is included in a plan o f  exploration or a plan o f  developm ent for any unit on

5 M ay  13, 2003,

6 * Sec. 15. AS 43.55.025(f) is am ended to read:

7 (0  For a production tax credit under this section,

S (1) an explorer shall, in a form prescribed by the department and

9 within six months of the completion of the exploration activity, claim the credit and

10 subm it information sufficient to demonstrate to the department's satisfaction that the

11 claimed exploration expenditures qualify under this section;

12 (2) an explorer shall agree, in writing,

13 (A) to notify  the Department o f  Natural Resources, within 30

14 days after completion o f  seismic or geophysical data processing, completion of

15 a well, or  filing o f  a c laim  for credit, w hichever  is the latest, for which

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

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

IS sets available; if, under (c)(2)(B) of this section, an explorer submits a claim

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

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

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

22 necessary for the com m issioner o f  natural resources to evaluate the validity of

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

24 target, and the com m issioner of natural resources shall, upon receipt o f  all

25 evidence sufficient for the comm issioner to evaluate  the explorer's claim, make

26 that determination within 60 days:

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

2S 30  days after the date ol a request, specific data sets, ancillary data, and repons

29 identified in (A) o f  this paragraph;

30 (C) that, notwithstanding any provision o f  AS 38, information

31 provided under this paragraph will be held confidential by the Department o f
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Natural Resources for 10 years following the completion date, at which time 

that departm ent will release the information after 30 days' public notice;

(3) if m ore than one explorer holds an interest in a well or seismic 

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

explorer's cost incurred;

the explorer were a taxpayer under this title, in o rder  to verify that the claimed 

expenditures are qualif ied  exploration expenditures under this section; and

expenditures are qualified under this section, the departm ent shall issue to the explorer 

a production tax credit certificate for the am ount o f  credit to be allowed against 

production taxes due under AS 43.55.011(e) [THIS CHAPTER; H O W EV ER , 

N O T W IT H ST A N D IN G  A N Y  OTHER P R O V IS IO N  O F  THIS SEC TIO N , TH E 

D E PA R T M E N T  M A Y  N O T  ISSUE TO AN E X P L O R E R  A PR O D U C T IO N  T a X 

CREDIT C E R T IF IC A T E  IF TH E T O T A L  O F  PR O D U C TIO N  T A X  CREDITS 

SU BM ITTED  FO R  C O O K  INLET PR O D U C T IO N , BA SED  ON E X PLO R A TIO N  

EX PEN D ITU RES FO R  W ORK P E R F O R M E D  DU RING TILE PERIO D 

DESCR IB ED  IN (b) O F  THIS SECTION FO R  T H A T  PRODU CTIO N, T H A T  HA VE 

BEEN A PPR O V E D  B Y  TH E D E P A R T M E N T  E X C E E D S  $20,000,000],

* Sec. 16. AS 43.55.025(h) is amended to read: j

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

credits against its production tax liability under AS 43.55.011(e) [THIS CH A PTER]. 

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

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

more than the am ount for which the certificate is issued. A production tax credit 

allowed undci this section may not be applied more than once.

Sec. 17. AS 43.55.025(i) is amended to read:

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

(1) the amount of the credit that /nay be applied against the production 

tax for each tax m onth  may not exceed the total production tax liability u n d e r  

AS 43.55.01 l ie )  o f  the taxpayer applying the credit for the same month; and

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

(5) i f  the department is satisfied that the explorer's claimed
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(2) an amount of the production tax credit that is greater than the total 

tax liability u n d e r  AS 43.55.011(e) o f  the taxpayer applying the credit for a tax month 

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

u n d e r  AS 43.55.011 (e) in one or more imm ediately following months.

* Sec. 18. 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 time the tax o r  a po r tion  o f  the  tax is required to be 

paid a statement, under oath, on forms prescribed by or acceptable to the department, 

givinga with other information required, the following:

(1) a description o f  each  [THE] lease or properly from w hich the oil 

a n d  [OR] gas w ere  [WAS] produced, by name, legal description, lease num ben or 

[BY] accounting codes [CODE N U M BER S] assigned by the department;

(2) the names of the producer and the person paying the tax;

(3) the gross amount o f  oil a n d  the gross a m o u n t  o f  [OR] gas 

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

o f oil a n d  gas owned by each producer for whom  the tax is paid;

(4) the g ross  [TOTAL] value a t  the point o f  p ro d u c t io n  o f  the oil 

a n d  o f  the  [OR] gas produced from each  [THE] lease or property ow ned  by each 

producer for w hom  the tax is paid; [AND]

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

a n d  fo r  the  [OR] gas, unless relieved f ro m  th is  reu u iro m e n t  in w hole  o r  in p a r t  hv 

the d e p a r tm e n t :  an d

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

ca lcu la ted  u n d e r  AS 43.55.160 [IF SO LD  IN T H E  STATE],

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

(d) Reports by or on behalf o f  the producer arc delinquent the first day 

following the day the tax is due. [EACH PR O D U CER IS SU BJECT T O  A PENALTY 

OF S25 A D A Y  FOR EACH L E A SE  OR PR O PER TY  UPON W H IC H  THE 

R E PO R T  IS N O T  FILED. TH E PEN A LT Y  FOR FAILURE TO  FILE A R E P O R T  IS 

IN A D D IT IO N  TO T H E  PEN A LTY  FOR D E L IN Q U E N T  TA X ES. A N D  IS A LIEN 

A G A IN S T  T H E  ASSETS OF TH E PR O D U C ER .]
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1 * Sec. 20. AS 43.55.030 is amended by adding a new subsection to read:

2 (e) In addition to o ther  required information, the statement required to be filec

3 on or before March 31 of a year m ust show any adjustments or corrections to the

4 sta tem ents that were required under (a) o f  this section to be filed for the months o f  the

5 preceding  calendar year during which the oil or gas was produced.

6 * Sec. 21. AS 43.55.040 is am ended to read:

7 Sec. 43.55.040. P o w e rs  o f  D e p a r tm e n t  of R evenue . Except as provided in

8 AS 43.05.405 - 43.05.499, the departm ent may

9 (1) require a person engaged  in production and the agent o r  employee

10 o f  the person, and the purchaser of oil o r  gas, or the owner o f  a royalty interest in oil

11 or gas to furnish, w h e th e r  bv th e  filing of r e g u la r  s ta te m e n ts  o r  r e p o r ts  o r

12 o th e rw ise ,  additional information that is considered by the department as necessary to

13 com pute  the amount of the tax : n o tw i th s ta n d in g  a n y  c o n t r a r y  p rov is ion  o f  law, the

14 d isc lo su re  o f  add it iona l  in fo rm a t io n  u n d e r  this p a r a g r a p h  to the  p ro d u ce r

15 o b l ig a ted  to pay  the tax  does  n o t  v io la te  AS 40.25.100(a) o r  AS 43.05.230(a);

16 b e fo re  disclosing in fo rm a t io n  u n d e r  th is  p a r a g r a p h  th a t  is o th e rw ise  r e q u ire d  to

17 be he ld  confidentia l u n d e r  AS 40 .25 .100(a) o r  AS 43.05.230Ca). the  d e p a r tm e n t

IS shall

19 (A ) p r o v id e  th e  p e rson  th a t  fu rn ish e d  the in fo rm a t io n  a

20 rea so n a b le  o p p o r tu n i ty  to be h e a rd  re g a rd in g  the  p ro p o sed  d isc losure  and

21 the cond it ions  to be im posed  u n d e r  (B) o f  this p a r a g r a p h :  a n d

22 (B) im p o se  a p p r o p r i a t e  cond it ions  lim iting

23 (i) access  to th e  in fo rm a t io n  to those  legal counsel,

24 consu ltan ts ,  em ployees , officers, a n d  a g e n ts  o f  the  p ro d u c e r  who

25 have a need  to k n o w  th a t  in fo rm a t io n  fo r  the  p u rp o se  of

26 d e te rm in in g  o r  c o n te s t in g  the  p ro d u c e r 's  tax  ob liga tion : and

27 (ii) the  use of the in fo rm a t io n  to use for that

2S p u rp o se ;

29 (2) examine the books, records, and files o f  such a  person;

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

3 1 production o f  books, records, and papers o f  any person; and
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(4) m ake an investigation or hold an inquiry that is considered 

necessary to a disclosure of the facts as to

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

a com pany or o ther producer of oil or gas; and

(B) the rendition of the oil and gas for taxing purposes.

* Sec. 22. AS 43.55.080 is amended to read:

Sec. 43.55.080. C ollec tion  a n d  deposit  o f  rev en u e .  E xcep t a s  o th e rw ise  

p rov ided  u n d e r  a r t .  IX . sec. 17. C onst itu tion  o f  th e  S ta te  o f  A laska , the  [THE] 

department shall deposit in the general fund the m oney collected b y  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. M e a s u re m e n t .  For the purposes o f  AS 43.55.011 - 43.55.180 

[AS 43.55.011 - 43.55.150], oil is [SHALL BE] measured in terms of a "barrel o f  oil" 

and gas js  [SHALL BE] measured in terms o f  a "cubic foot o f  gas."

* Sec. 24. AS 43.55.150(a) is amended to read:

(a) For the purposes o f  AS 43.55.011 - 43.55.180 [AS 43.55.011 - 43.55.150], 

the gross value a t  the  p o in t  o f  p roduction  is [SH A LL BE] calculated using the 

reasonable costs o f  transportation of the oil or gas. T he  reasonable costs of 

transportation a r e  [SH A LL BE] the actual costs, except w hen  the

(1) [W H EN  TH E] parties to the transportation o f  oil or gas arc

affiliated;

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

arm's length transaction or is not representative o f  the market value of that 

transportation; a n d

(3) [W H EN THE] method of transportation o f  oil or gas is not 

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

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

Sec. 43.55.160. D e te rm in a t io n  o f  p ro d u c t io n  tax  va lue  o f  oil a n d  gas. (a) 

Except as provided in (Q o f  this section, for purposes o f  A S 4 3 .55 .011(e) and (g), the 

production tax value o f  the taxable (1) oil and gas produced during a month, o ther than 

from leases or properties in the Cook Inlet sedim entary  basin, is the total of the gross

lies CSS It 2001 (F IN ) - 20-
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value at the point o f  production o f  the oil and gas taxable under AS 43 .55 .011(e) and

(g) and produced by the producer from all leases or properties in the state outside the 

Cook Inlet sedimentary basin, less the producer's lease expenditures for the  m onth as 

adjusted under (e) o f  this section, other than lease expenditures applicable to oil or gas 

produced from leases or properties in the Cook Inlet sedimentary basin; (2) oil 

produced during a month from a lease or property in the Cook Inlet sedim entary basin 

is the gross value at the point o f  production o f  the oil taxable under AS 43 .5 5 .0 1 1(e) 

and (g) and produced by the producer from that lease or property, less the producer's 

lease expenditures for the month applicable to that oil, as adjusted under (e) o f  this 

section; (3) gas produced during a month from a lease or property in the Cook Inlet 

sedimentary basin is the gross value at the point o f  production o f  the gas taxable under 

AS 4 3 .55 .011(e) and (g) and produced by the producer from that lease or property, 

less the producer's lease expenditures for the month applicable to that gas, as adjusted 

under (e) o f  this section. However, a production tax value calculated under this 

subsection m ay not be less than zero. I f  a producer does not produce taxable oil or gas 

during a month, the producer is considered to have generated a positive production tax 

value i f  a calculation described in this subsection yields a  positive num ber because the 

producer's adjusted lease expenditures for a m onth  are less than zero as a result o f  the 

producer's receiving a payment or credit under (e) o f  this section or otherwise.

( b) f o r purposes o f  administration o f  (a) o f  this section. j

(1) any adjusted lease expenditures that would otherwise be deductible 

in a m onth but whose deduction would cause a production tax value calculated under

(a) o f  this section o f  taxable oil or gas produced during the month to be less than zero 

may be added to the producer's adjusted lease expenditures for one or more other 

months in the same calendar year; the total o f  any adjusted lease expenditures that are 

not deductible in any month during a calendar year because their deduction would 

cause a production tax value calculated under (a) o f  this section o f  taxable oil or gas 

produced during one or more m onths to be less than zero m ay be used to establish a 

carried-forward annual loss under AS 43.55.024(b);

(2) an explorer that has taken a tax credit under AS 43.55.024(b) or 

that has obtained a transferable tax credit certificate under A S  43.55.024(d) for the
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amount o f  a tax credit under AS 43.55.024(b) is considered a producer, subject to the 

tax levied under AS 43 .55 .011(e), to the extent that the explorer generates a positive 

production tax value as the result o f  the explorer's receiving a paym en t or ciedit 

described in (e) o f  this section.

(c) For purposes o f  this section,

(1) a producer's lease expenditures for a period are the ordinary and 

necessary costs upstream o f  the point o f  production o f  oil and gas that are incurred on 

or after April 1, 2006, by the producer during the period and that are d irect costs o f  

exploring for, developing, or producing oil or gas deposits located within the 

producer's leases or properties in the state or, in the case o f  land in w hich the producer 

does not own a working interest, are the direct costs o f  exploring for oil or gas 

deposits located within other land in the state; in determining whether costs  are^Hirect 

and ordinary and necessary costs o f  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 w eight to the typical 

industry practices and standards in the state that determine the costs  that an 

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

under unit operating agreements or similar operating agreem ents that were in 

effect on or before D ecem ber 1, 2005, and were subject to negotiation with at 

least one working interest ow ner with substantial bargaining pow'er, other than 

the operator; and

(B) as to matters that are not addressed by the industry 

practices and standards described in (A) o f  this paragraph or as to which those 

practices and standards are not clear or are not uniform, the departm ent shall 

g ive substantial weight to the standards adopted by the D epartm ent o f  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 

A S  38.05.180(f)(3)(B), (D). or (E);

(2) the Department o f  R evenue m ay authorize a producer, including a 

producer that is an operator, to treat as its lease expenditures under this section the 

costs, o ther  than items listed in (d) o f  this section, paid by the producer  that are billed

I IC S  CSSU 2001(1‘ IN ) - 22 -
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to the producer by an operator in accordance with the terms of a unit operating 

agreement or similar operating agreement if the Department of Revenue finds that

substantially consistent with the Department of Revenue's determinations and 

standards otherwise applicable under this subsection; and

other than the operator, has substantial incentive and ability to effectively audit 

billings under the agreement;

(3) an activity does not need to be physically located on, near, or 

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

explored for, developed, or produced is located in order for the cost of the activity to 

be a cost upstream of the point o f  production of the oil or gas;

from leases or properties in the Cook Inlet sedimentary basin and the lease 

expenditures that are applicable to other oil and gas shall be determined under 

regulations adopted by the department that provide for reasonable methods of

sedimentary basin, and between the Cook Inlet sedimentary basin and the rest of the

(5) "direct costs" include

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

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

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

accounting or federal income tax purposes;

IB) payments of or in lieu of property taxes, sales and use 

taxes, motor fuel taxes, and excise taxes;

(C) a reasonable allowance, as determined under regulations 

adopted b\ the department, for overhead expenses directly related to exploring 

for, developing, and producing oil or gas deposits located within leases or 

properties or other land in the state.

(d) For purposes of (c) of this section, lease expenditures do not include

(A) the pertinent provisions of the operating agreement are

(B) at least one working interest owner party to the agreement,

(4) the lease expenditures that are applicable to oil or gas produced

allocating costs between oil and gas^among leases or properties in the Cook Inlet

state;
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(1) depreciation, depletion, or amortization;

(2) oil or gas royalty payments, production payments, lease profit 

shares, or other payments or distributions of a share of oil or gas production, profit, or 

revenue;

(3) taxes based on or measured by net income;

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

capital;

(5) acquisition costs for a lease or property or exploration license;

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

(7) fines or penalties imposed by law;

(8) costs of arbitration, litigation, or other dispute resolution activities 

that involve the state or concern the rights or obligations among owners of interests in, 

or rights to production from, one or more leases or properties or a unit;

(9) donations;

(10) costs incurred in organizing a partnership, joint venture, or other 

business entity or arrangement;

(11) amounts paid to indemnify the slate; the exclusion provided by 

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

a third-party insurer or surety;

(12) surcharges levied under AS 43.55.201 or 43.55.300;

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

arm’s length transaction, expenditures incurred that are in excess of fair market value;

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

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

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

purposes;

(15.) a tax levied under AS 43 55.011;

(16) the portion of costs incurred for dismantlement, removal, 

surrender, or abandonment of a facility, pipeline, well ,pad,) platform, or other 

.-.structure, or for the restoration of a lease, field, unit, area, body of water, or right-of- 

way in conjunction with dismantlement, removal, surrender, or abandonment, that is

' V.
HCS CSSB 2001 (FIN) -24-

New Text Underlined [DELETED TEXT BRACKETED]



attributable to production of oil or gas occurring before April 1, 2006; the portion is 

calculated as a ratio of the amount of oil and gas production associated with the 

facility, pipeline, well pad, platform, or other structure, lease, field, unit, area, body of 

water, or right-of-way occurring before April 1, 2006, to the total amount of oil and 

gas production associated with that facility, pipeline, well pad, platform, or other 

structure, lease, field, unit, area, body of water, or right-of-way through the end of the 

calendar month before commencement of the dismantlement, removal, surrender, or 

abandonment; for purposes of the ratio calculated under this paragraph, 6,000 cubic 

feet of gas is considered to be equivalent to one barrel o f  oil; a cost is not excluded 

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

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

improving the facility, pipeline, well pad, platform, or other structure;

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

is not confined to a gravel pad, or costs to contain, clean up, or remediate such an 

unpermilted oil discharge to the extent that those costs exceed the routine costs of 

operation for a producer or explorer that would otherwise be incurred as lease 

expenditures in ‘he absence of the unpermitted oil discharge; this paragraph does not 

apply to the cost of developing and maintaining an oil discharge prevention and 

contingency plan under AS 46.04.030;

(IS) costs incurred to satisfy a work commitment under an exploration 

license under AS 38.05.132.

(e) Unless the payment or credit has already been subtracted in calculating 

billed costs under (c)(2) of this section, a producer's lease expenditures must be 

adjusted by subtracting certain payments or credits received by the producer or by an 

operator acting for the producer, as provided in this subsection. If one or more 

payments or credits subject to this subsection arc received by a producer or by an 

operator acting for the producer during a month or, under (f) of this section, during a 

calendar year, and if  either the total amount of the payments or credits exceeds the 

amount of the producer's lease expenditures or the producer has no lease expenditures, 

the producer shall nevertheless subtract those payments or credits from the lease 

expenditures or from zero, respectively, and the producer's adjusted lease expenditures
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2
for that month or calendar year are a negative number and shall be applied to the 

calculation under (a) of this section as a negative number. The payments o r  credits that 

a producer shall subtract from the producer's lease expenditures, or from zero, under 

this subsection are payments or credits, other than tax credits, received by the producer 

or by an operator acting for the producer for

(1) the use by another person of a production facility in which the 

producer has an ownership interest or the management by the producer of a production 

facility under a management agreement providing for the producer to receive a 

management fee;

(2) a reimbursement or similar payment that offsets the producer's 

lease expenditures, including an insurance recovery from a third-party insurer and a 

payment from the state or federal government for reimbursement of the producer's 

upstream costs, including costs for gathering, separating, cleaning, dehydration, 

compressing, or other field handling associated with the production o f  oil or gas 

upstream of the point of production;

(3) the sale or other transfer of

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

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

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

April 1, 2006; for purposes of this subparagraph,

(i) if a producer removes from the state, for use outside 

the state, an asset described in this subparagraph, the value of the asset 

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

producer for sale or transfer of the asset;

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

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

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

must be the fair market value; and

(B) oil or gas

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

property under AS 43.55.020(e); and
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(ii) the cost of acquiring which is a lease expenditure 

incurred by the person that acquires the oil or gas.

(f) In place of the adjusted lease expenditures for a monih under (a) of this 

section, a producer may, at any time, elect to substitute, for every month o f  a calendar 

year, 1/12 o f  the producer's adjusted lease expenditures for the calendar year. For 

every month of a calendar year in which the price index for a producer determined 

under AS 43.55.011(h) is greater than zero for one or more months, the producer shall 

substitute, in place of the adjusted lease expenditures under (a) of this section, 1/12 of 

the producer's adjusted lease expenditures for the calendar year. A substitution made 

under this subsection applies to the calculation of the tax under AS 43.55.011(e) and 

(g)-

(g) The department shall specify or approve a reasonable allocation method 

for determining the portion of a cost that is appropriately treated as a lease expenditure 

under (c) of this section if a cost that would otherwise constitute a lease expenditure 

under (c) of this section is incurred to explore for, develop, or produce

(1) both an oil or gas deposit located within land outside the state and 

an oil or gas deposit located within a lease or property, or other land, in the state; or

(2) an oil or gas deposit located partly within land outside the stale and 

partly within a lease or property, or other land, in the state.

(h) For purposes of AS 43.55.024(a) and (b) and only as to expenditures 

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

does not own a working interest, die term "producer" in (b). (c), and (e) of this section 

includes "explorer."

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

necessary to carrying out the purposes of this section, including the incorporation of 

the concepts of 26 U.S.C. 4S2 (Internal Revenue Code), as amended, the related or 

accompanying regulations of that section, and any ruling or guidance issued by the 

United States Internal Revenue Service that relates to that section.

(j) For purposes of this section,

(1) "explore" includes conducting geological or geophysical 

exploration, including drilling a stratigraphic test well;
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1 (2) "ordinary and necessary" has the meaning given in 26 U.S.C. 162
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2 (Internal Revenue Code), as amended, and regulations adopted under that section;

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

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

5 target zones of which are located in the state.

6 Sec. 43.55.170. Additional non transfe rab le  tax credit, (a) For a month for

7 which a producer's tax liability under AS 43.55.011(e) exceeds ..ero before application

8 of any credits under this chapter, a producer that is qualified under (c) o f  this section

9 and whose average amount of oil and gas produced a day and taxable under

10 AS 43.55.011(e) is less than 100,000 barrels of oil equivalent a day may apply a tax

11 credit under this section against that liability. A producer whose average amount of oil

12 and gas produced a day and taxable under AS 43.55.011(e) is

13 (1) not more than 50,000 barrels of oil equivalent may apply a tax

14 credit of up to $1,000,000 for the month;

15 (2) more than 50,000 and less than 100.000 barrels of oil equivalent

16 may apply a tax credit of up to the following fraction of $1,000,000 for the month:

17 1 - [2 x (AP - 50,000)]/!00,000,

IS where AP = the average amount of oil and gas, expressed as barrels of oil equivalent,

19 produced a day during the month and taxable under AS 43.55.011(e).

20 (b) A producer may not take a tax credit under this section for any month that

21 ends the later of

22 (1) April 30. 2016; or

23 (2) the 10th anniversary of the last day of the month for which the

24 producer first has commercial oil or gas production from at least one lease or property

25 in the slate, if the producer did not have commercial oil or gas production from a lease

26 or property in the state before April 1, 2006.

27 (c) On written application bv a producer, including any information the

"*8 department may require, the department shall determine whether the producer

29 qualifies under this section for a calendar year. To qualify under this section, a

30 producer must demonstrate that its operation in the state or its ownership o f  an interest

31 in a lease or property in the state as a distinct producer entity would not result in the
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division among multiple producer entities of any production tax liability under 

AS 43.55.011(e) that would be reasonably expected to be attributed to a single 

producer entity if the tax credit provision of (a) of this section did not exist.

(d) A tax credit authorized by this section may not be applied to reduce a 

producer's tax liability under AS 43.55.011(e) for any month below zero. An unused 

portion of a tax credit that could otherwise be applied for a month but whose

application would cause the producer's tax liability under AS 43.55.011(e) for the

month to be less than zero may be applied for one Oi more other months in the same 

calendar year to the extent otherwise allowed under this section.

(e) An unused tax credit or portion o f  a tax credit under this section is not 

transferable and may not be carried forward to or used in a later calendar year.

Sec. 43.55.180. Required reports ,  (a) The Department of Revenue shall

(1) study

(A) the effects of the tax rates under AS 43.55.011(f) and of 

potential changes in those tax rates on state revenue and on oil and gas 

exploration, development, and production on private land; and

(B) the fairness of the tax rates under AS 43.55.011(f) and of

potential changes in those tax rates for private landowners; and

(2) prepare a report on or before the first day of the 2013 regular 

session of the legislature on the results of the study made under (1) of this subsection, 

including a recommendation as to whether those tax rates should be changed; the 

department shall notify the legislature that the report prepared under this paragraph is 

available.

(b) The Department of Revenue shall

(1) study the effects of the credits authorized by AS 43.55.025 and

43.55.170 on state revenue, on the encouragement of exploration, development, and 

production of oil and gas deposits located in the state, and on the encouragement of 

new entrants into the oil and gas industry in the state; and

(2) prepare a report on or before the first day of the 2015 regular 

session o f  the legislature on the results of the study made under (1) of this subsection, 

and shall include with the report a recommendation as lu whether the legislature
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should extend the availability of the credits under AS 43.55.025 and 43.55.170; the 

department shall notify the legislature that the report prepared under this paragraph is 

available.

* Sec. 26. AS 43.55.201 is amended to read:

Sec. 43.55.201. S u rcha rge  levied, (a) Every producer of oil shall pay a 

surcharge of $.01 [$.02] per barrel of oil produced from each lease or property in the 

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

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

imposed hv AS 43.55.011 and is due  on the last dav of the m on th  on oil produced 

from  each lease o r  p roperty  du r in g  the preceding m onth. T h e  su rch a rg e  [SHALL 

BE PAID IN THE SAME M ANNER AS THE TAX IMPOSED BY AS 43.55.011 - 

43.55.150; AND] is in addition to the surcharge imposed by AS 43.55.300 - 

43.55.310.

(c) A producer of oil shall make reports of production in the same manner and 

under the same penalties as required under AS 43.55.011 - 43.55.ISO [AS 43.55.011 -

43.55.150].

* Sec. 27. AS 43.55.201 is amended by adding a new subsection to read:

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

property is not considered to be produced from a lease or property for purposes of this 

section.

* Sec. 28. AS 43.55.300 is amended to read:

Sec. 43.55.300. S u rch a rg e  levied, (a) Every producer o f  oil shall pay a 

surcharge of $.04 [$.03] per barrel of oil produced from each lease or property in the 

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

(b) The surcharge imposed by (a) of this section is in addition to the lax 

imposed hv AS 43.55.011 and is due on the last dav of the m onth  on oil produced 

from each lease or p roperly  d u r in g  the preceding month. T he su rc h a rg e  [SHALL 

BE PAID IN THE SAME MANNER AS THE TAX IMPOSED BY AS 43.55.011 - 

43.55.150; AND] is in addition to the surcharge imposed by AS 43.55.201 - 

43.55.231.

(c) A producer of oil shall make reports of production in the same manner and
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under the same penalties as required under AS 43.55.011 - 43.55.180 fAS 43.55.011 -

43.55.150].

* Sec. 29. AS 43.55.300 is amended by adding a new subsection lo read:

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

property is not considered to be produced from a lease or property for purposes of this 

section.

* Sec. 30. AS 43.55.900(6) is repealed and reenacted to read:

(6) "gas" means

(A) all natural, associated, or casinghead gas;

(B) all hydrocarbons that

(i) are recovered by mechanical separation of well 

fluids or by gas processing in a gas processing plant; and

(ii) exist in a gaseous phase at the completion of 

mechanical separation and any gas processing in a gas processing plant; 

and

(C) all other hydrocarbons produced from a well not defined as

oil;

* Sec. 31. AS 43.55.900(7) is repealed and reenacted to read;

(7) "gross value at the point of production" means

(A) tor oil, the value of the oil at its point of production 

without deduction of any costs upstream of that point of production;

(B) for gas. the value of the gas at its point of production 

without deduction of any costs upstream ol that point of production;

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

(10) "oil" means

(A) crude petroleum oil; and

(B) all liquid hydrocarbons that are rcco\ered in mechanical 

separation ol well fluids or by gas processing in a gas processing plant;

¥ Sec. 33. AS 43.55.900 is amended by adding new paragraphs to read:

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

'emulations adopted to implement AS 38.05.18 0 (0 (4 1;
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(18) "explorer" means a person who, in exploring for new oil or gas 

reserves, incurs expenditures;

(19) "gas processing"

(A) means processing a gaseous mixture of hydrocarbons

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

applied refrigeration, artificial compression followed by adiabatic 

expansion using the Joule-Thomson effect, or another physical process 

that is not mechanical separation; and

(ii) for the purpose o f  extracting and recovering liquid J

hydrocarbons;

(B) docs not include gas treatment;

(20) "gas processing plant" means a facility that |

(A) extracts and recovers liquid hydrocarbons from a gaseous 

mixture of hydrocarbons by gas processing; and

(B) is located upstream of any gas treatment and upstream of 

the inlet of any gas pipeline system transporting gas to a market;

(21) "gas treatment"

(A) means conditioning gas and removing from gas 

nonhydrocarbon substances for the purpose of rendering the gas acceptable for 

tender and acceptance into a gas pipeline system;

(B) includes incidentally removing liquid hydrocarbons from

the gas;
(C) does not include

til dehydration required to facilitate the movement of 

gas fror the well to the point where gas processing takes place:

(iii the scrubbing of liquids from gas to facilitate gas

processing:
(22) "landownei's rovalt\ interest" means • *

(A; a lessor's royally interest under an oil and gas lease: or

(B) a royalty interest that is

(i) held by a surface owner o f  land from which oil or
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(ii) granted in exchange for the right to use the surface 

of that land or as compensation for damage to the surface o f  that land;

(23) "oil and gas lease" includes an oil and gas lease, a gas only lease, 

and an oil only lease;

(24) "point of production" means 

(A) for oil, the automatic custody transfer meter or device

through which the oil enters into the facilities of a earner pipeline or other 

transportation carrier in a condition of pipeline quality; in the absence of an 

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

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

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

in a condition of pipeline quality into the facilities of a carrier pipeline or other 

transportation carrier or into a field topping plant;

(B) for gas, other than gas described in (C) o f  this paragraph,

that is

(i) not subjected to or recovered by mechanical 

separation or run through a gas processing plant, the first point where 

the gas is accurately metered;

(ii) subjected to or recovered by mechanical separation 

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

is accurately metered after completion of mechanical separation:

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

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

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

gas treatment facility that does not accurately meter the gas after the gas 

processing and before the gas treatment, the first point where gas processing is 

completed or where gas treatment begins, whichever is tunhcr upstream.

* Sec. 34. A S 43.55.011(a), 43.55.011(b), 43.55.01 lfc), 43.55.012. 43.55.013. 43.55.016, 

43.55.025(k)(l), 43.55.025(k)(3), 43.55.900(1), 43.55.900(8), 43.55.900(11). 43.55.900(12), 

and 43.55.900( 16) are repealed

gas is produced ; and
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1 * Sec. 35. The uncodificd law of the State of Alaska is amended by adding a new section to

2 read:

3 APPLICABILITY, (a) Sections 5, 7 - 10, 12, 13, 15 - 18, 20. 24. and 26 - 34 of this

4 Act and AS 43.55.160 and 43.55.170, enacted by sec. 25 of this Act, apply to oil and gas

5 produced after March 31, 2006.

6 (b) Section 11 of this Act applies to oil and gas produced before, on, or after the

7 effective date of sec. 1 1 of this Act.

8 * Sec. 36. The uncodified law of the State of Alaska is amended by adding a new section to

9 read:

10 TRANSITIONAL PROVISIONS, (a) Notwithstanding any contrary provision of

11 AS 43.55.024(a), enacted by sec. 12 of this Act, for oil and gas produced after March 31,

12 2006, and before January 1, 2007, the phrase "every month an annualized tax credit in an

13 amount equal to I 2/3 percent" in AS 43.55.024(a)(1)(B), enacted by sec. 12 of this Act, shall

14 be replaced by the phrase "every month during the period April 1, 2006. through

15 December 3 1, 2006, an annualized tax credit in an amount equal to 2.222 percent."

16 || (b) Notwithstanding any contrary provision of AS 43.55.024(e). enacted by sec. 12 of

17 II this Act, for oil and gas produced after March 31, 2006, and before January 1, 2007, the 

IS || phrase "a calendar year" in AS 43.55.024(e), enacted by sec. 12 of this Act, shall be replaced

19 || by the phrase "the last nine months of the calendar year."

20 || (c) Notwithstanding any contrary provision of AS 43.55.024(j)(2). enacted by sec. 12

21 || of this Act, for oil and gas produced after March 31, 2006. and before January 1, 2007.

11 (1) the number "1/24" in AS 43.55.024(j)(2)(B), enacted by see. 12 of this

A<.. shall be replaced by the number "I/IS";

(2) the phrase "calendar year" in AS 43.55.024<j)(2)(B). enacted by sec. 12 of 

this Act, shall be replaced by the phrase "last nine months of the calendar year."

(d) Notwithstanding any contrary provision ol AS 43.55.160(f), enacted by sec. 25 ot 

this Act, for oil and gas produced after March 31, 2006, and before January I. 200", the 

phrase "for every month of a calendar year, 1/12 of the producer's adjusted lease expenditures 

for the calendar year" in AS 43.55.160(f), enacted by sec. 25 of this Act. shall be replaced by 

the phrase "for each of the last nine months of 2006. one-ninth o f  the producer's adjusted lease 

expenditures for that nine-month period."

23

24

25
26

28

29

30
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1 (e) For oil and gas produced before April 1, 2006, the provisions of AS 43.55, and

2 regulations adopted under AS 43.55, that were in effect before April 1, 2006, and that were

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

4 (f) Notwithstanding any contrary provision of AS 43.55.020(a), as repealed and

5 reenacted by sec. 7 of this Act, for oil and gas produced after March 31, 2006, and before the

6 first day of the first month that begins at least 270 days after the effective date of sec. 7 of this

7 pCct, J(\
8 (1) the amount o f  the taxes that would have been levied on the producer by

9 AS 43.55, as the provisions of that chapter read on March 31, 2006, is due on the last day of

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

11 the preceding month.

12 (2) the amount, if any, of the taxes levied by AS 43.55.011(e) - (g), enacted by

13 sec. 5 of this Act, net of any credits applied as allowed by law that was not due under (1) o f

14 this subsection, is due on the last day of the first month that begins at least 300 days after the

15 effective date of sec. 5 of this Act.

16 (g) Notwithstanding any contrary provision of AS 43.55.030(a), as amended by sec.

17 IS of this Act, for oil and gas produced after March 31, 2006, and before the first day of the

IS first month that begins at least 270 days after the effective date of sec. IS of this Act, the

19 person paying the tax shall file with the Department of Revenue, at the time an amount of tax

20 is due

21 (1) under (0(1) of this section, the statement required under former

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

23 (2) under (f)(2) of this section, the statements required under AS 43.55.030(a),

24 as amended by sec. IS o f  this Act.

25 (h) Notwithstanding any contrary provision of AS 43.55.201(a) or (b), as amended by

26 sec. 26 of this Act. or AS 43.55.300(a) or (b), as amended by sec. 28 o f  this Act. for oil

27 produced after March 31, 2006. and before the first day of the first month that begins at least

2S 270 days alter the effective dale of secs. 26 and 28 of this Act,

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

30 producer under AS 43.55, as the provisions of that chapter read on March 31. 2006, is due on

31 the last day of each calendar month on oil produced from each lease or property during the
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1 preceding month;

2 (2) the amount, if any, of the surcharges imposed under AS 43.55.201(a), as

3 amended by sec. 26 of this Act, and AS 43.55.300(a), as amended by sec. 28 of this Act, that

4 was not due under (1) of this subsection, is due on the last day of the first month that begins at

5 least 300 days after the effective date of secs. 26 and 28 of this Act.

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

7 26 of this Act, or AS 43.55.300(c), as amended by sec. 28 of this Act, for oil pr oduced after

8 March 31, 2006, and before the first day of the first month that begins at least 270 days after

9 the effective date of secs. 26 and 28 of this Act, at the time an amount of surcharge is due

10 (1) under (h)(1) of this section, the producer shall file the report o f  production

11 required under former AS 43.55.201(c) and 43.55.300(c), as those provisions read on

12 March 31,2006; and

13 (2) under (h)(2) of this section, the producer shall file the report o f  production

14 required under AS 43.55.201(c), as amended by sec. 26 of this Act, and AS 43.55.300(c), as

15 amended by sec. 28 of this Act.

16 (j) For purposes of taxes to be calculated and due under (f)(1) of this section and

17 statements to be filed under (g)(1) of this section, regulations that were adopted by the

IS Department of Revenue under AS 43.55. as the provisions of that chapter read on March 31.

19 2006, and that were in effect on that date apply to those taxes and statements.

20 * Sec. 37. The uncodified law of the State of Alaska is amended by adding a new section to

23 contrary provision of AS 44.62.240, a regulation adopted by the Department of Revenue to

26 the Department o f  Revenue expressly designates in the regulation that the regulation applies

27 retroactively to that date.

read:

TRANSITION: RETROACTIVITY OF REGULATIONS. Notwithstanding any

implement, interpret, make specific, or otherwise carry out the provisions of secs. 5, 7 - 10, 

12, 13. 15 - IS, 20. 24 - 34, and 36 of this Act may apply retroactively as of April 1, 2006, if

REVISOR'S INSTRUCTION. The revisor of statutes is instructed tu change the

31 heading of

I i c s c s s n  2 0 0 1 ( F I N ) •36-
/»>:.• VncicrUiwd [DELETED TEXT ItRACKETED)
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WORK DRAFT WORK DRAFT 24-GS2094M

(1) AS 43.55 from "Oil and Gas Production Taxes and Oil Surcharge" to "Oil 

and Gas Production Tax and Oil Surcharge";

(2) article 1 of AS 43.55 from "Oil and Gas Properties Production Taxes" to 

"Oil and Gas Production Tax";

(3) AS 43.55.011 from "Oil production tax" to "Oil and gas production tax";

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

exploration" to "Alternative tax credit for oil and gas exploration";

(5) AS 43.55.150 from "Determination of gross value" to "Determination of 

gross value at the point of production."

* Sec. 39. The uncodified law of the State of Alaska is amended by adding a new section to 

read:

RETROACTIVITY OF PROVISIONS OF ACT. Sections 5, 7 - 10, 12, 13, 15 - IS, 

and 24 - 38 o f  this Act are retroactive to April 1, 2006.

* Sec. 40. This Act takes effect immediately under AS 01.10.070(c).

L
•37- HCS CSSB 2001(FIN)
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Comments of SI32001 
May 31, 2006 

Pedro van Meurs

A ttn: Bill C o rb u s
C om m issioner of Revenue 
State  of A laska 

F rom : Pedro  van M eurs

T h e re  a re  now m any m odifications and  am endm ents  in SB2001 to the  bill originally 
proposed by the G overnor. T he original bill, I believe had 19 pages, now we a re  up 
to 35 pages. 1 find that SB2001 is now difficult to u n ders tand ,  even for an expert in 
petroleum  fiscal m a tte rs  such as me. I believe tha t this bill would also be difficult to 
adm iniste r.

O n the assum ption  tha t the final bill will have a progressive feature in it, I also 
believe tha t the feature  in SB2001 needs to be am ended. It h a rm s  heavy oils by 
having an insertion point tha t is too low and  is not progressive enough to be 
m eaningful in case of real changes to long te rm  expectations.

Also the G R E  is now m uch to complex, w ithout reason in my view.

Following is my list o f  comments and suggestions:

Section 5. W ith respect to (h):

C om m ent 1: This section has now become horrendously complicated as a result o f  all 
these special GRE values.

I believe the G R E  should be simplified by simply deduction 2/3 of the gross value of 
the gas in all of Alaska u n d e r  AS.43.55.16(1.

The reasons for this recommendation are the following. Cook Inlet is a mature declining 
oil and gas basin, fo r  such a basin, lowering government take makes sense.

Bristol Buy and Nana Basin are extreme high risk exploration areas. Again having a 
lower government lake on gas makes sense lor sueh areas. We really need to g i \e  strong 
support to exploration in these two areas.

A large gas discover} in either o f  these two areas could alter dramatically the entire eas 
distribution economies in the Stale o f  Alaska and would create a much more flexible 
Alaska Gas Pipeline.



S ection  5. W ith  resp ec t to Section  (i):

I cannot see how there would be any tax on gas under (e) if  there would be a GRE o f  2/3 
applicable to Cook Inlet. Also the progressive feature under (g) is now based on the net 
value (the “production tax value’’). For a producer which produces primarily gas in 
Cook Inlet, the production tax value would be zero with the 2/3 GRE. Furthermore the 
progressive feature would only click in at a very high corresponding gas price based on 
my recommendation o f  a $ 45 insertion point, on a barrel equivalent basis this would be 
S 7.50 per mmBtu net. In addition there would be small company allowance under AS
43.55.170 which would ensure that even if there would be a modest profit, the 
production tax value would still be zero. It seems impossible for a company in Cook 
Inlet to pay any tax even under low or average gas prices. There might be some tax 
under high gas prices as Chcrrie Nienhuis seems to have calculated. Therefore, this 
section is complete overkill and makes the PPT difficult to administer for no reason 
whatsoever.

T h e re fo re  the best solution would be to delete section (i).

However, if  Legislators concerned about Cook Inlet want to be absolutely sure that there 
are no taxes in Cook Inlet than as an alternative  Section (i) could be simplified by 
s ta t ing  that for Cook Inlet the tax ra te  u n d e r  (e) is 0 %  and  un d er  (g) is 0. This 
would maintain the credits for Cook Inlet, but would set the rates at zero. We need then 
regulations to ring fence Cook Inlet for PPT purposes. I believe that zero lax rates for 
Cook Inlet are acceptable. The gas production in the basin is expected to decline strongly 
over the next three decades. Therefore, the long term impact o f  setting Cook Inlet rates 
at zero is low.

Section 12. W ith respect to (a)(2):

I would strongly  advise to delete (a)(2).

This section is very difficult to administer. It would require a complete coordination 
between DN'R and DOR as far as this credit is concerned. In practice, this section lias 
the potential to create significant delays in the granting o f  the credit. This defeats the 
purpose o f  the PPT. w hich is to encourage new exploration.

Section 12. With respect to (f):

This section is an unnecessary complication. The chance that tax credits cannot he 
transferred to any one for a reasonable price under (e) is very low. At least five 
companies will pay PPI and will be able to use the credits. I he SO"<» figure in (et could 
be lowered to b(J°o if there is a concern that the “ buyers market" for credits is not strong 
enoueh. The huv rs will exact a discount. But this discount is likelv not to exceed 5% to 
20%.



With respect to the North Slope a 2/3 exclusion would create a level playing field for gas 
producers which are not part o f  the stranded gas contract, such as Anadarko or Chevron. 
1 assume that all PPT deductions and credits can be taken against the condensates, as was 
presented by Roger Marks to the Legislature in January 2006 and in my GRE-Mav 1 
memo. Therefore Anadarko and Chevron and others would pay approximately a 7% tax. 
just as the Sponsors under the proposed contract.

Therefore a flat 2/3 GRE would he reasonable and in the interest o f  the State in terms o f  
promotion o f  gas exploration in all areas o f  Alaska. We should not forget that we always 
receive the royalties on state lands, the property taxes and the corporate income lax.

C om m ent 2: The insertion point o f  $ 35 per barrel for the progressive feature is too low. 
It should be noted that this value is in nominal dollars. Over a period o f  30 years this 
value could reduce in real 2006 dollars to well below $ 20 per barrel. Such a low 
insertion point could seriously hamper re-investment in heavy oils, in particular 5 or 10 
years from now.

It should be noted that the heavy oils in Alaska are not o f  a uniform quality. There is a 
wide range o f  heavy oil fields from 25 degrees API to 10 degrees API. It is essential for 
maintaining oil production that gradually technology is developed to increasingly 
produce oil from heavier oil fields. A low insertion point o f  S 35 per barrel could 
seriously hamper such a development over time.

Therefore , 1 would strongly recom m end to raise tins n u m b e r  to $ 45.

C om m ent 3: At the same time, I believe that there is space to make the progressive 
feature slightly more progressive.

I believe that the fundamental principle should be to create a new stable relationship 
between the oil and gas industry and the State.

Alaskans may look unfavourably at the PPT in the future, if  world oil supply and demand 
conditions change for whatever reason during the next thirty years in a was that would 
create a new oil price deck with an average expectation o f  over $ 100 per barrel. It is 
likely that a large number o f  nations would adjust government takes on oil upward. 
Alaska mav look rather rapidly out o f  dale. I his would induce the Legislature to change 
the PPT. It is much better to prevent this from happening in the first place by having a 
more progressiv e system that would automatically adjust to these circumstances.

T herefore  1 would recom m end a tax of 0.2 percent in section 5 sub  (g) instead of 0.1 
percent.



It is not worth setting up an entire government administration just to pay cash for credits 
to small companies.

Given all the criteria under (f). this will likely be a slow process in the first place. There 
is no need for this extra layer o f  complexity.

1 would therefore  recom m end deleting this section (f) and  decreasing 80%  in 
section (e) to 60% .

Section 12. W ith  respect to (j) (2):

This section does not seem to im plem ent the 2 for 1 concept that was suggested.

The 2 for 1 concept involved that if  producer's or explorer’s made twice the capital 
expenditures between April 1. 2006 and April 1. 2013 compared to the investments that 
they had made during five years from April I. 2001 to April 1. 2006, that they would be 
entitled to the credits on the transitional investment expenditures. It seems to me that the 
section can actually be read in a way that all the producer has to do is invest 40% o f  what 
was invested before. The tax credit o f  20% is compared with one-half o f  the capital 
expenditures in (2)(A). I believe that the transitional capital expenditures themselves 
should be compared with one half o f  the new capital expenditures. It might be that I 
misunderstand the wording o f  this section.

1 strongly recom m end to do a legal review o f  section (j)(2) in o rd e r  to de te rm ine  
w h e th e r  the section correctly  im plem ents the (2) for ( I ) concept.

Section 14. Witli respect to (b):

I would s trongly  suggest not to extend the c u r re n t  credit to the y e a r  2( 16 as is now 
provided for in this section.

The PI* f  should be streamlined as soon as possible.

With a general profits based system under which exploration costs can already be 
deducted . a GRP as suggested b\ me o f  2/3 for gas and a tax credit o f  20% there is more 
sufficient incentive to explore in Alaska. There is no need to maintain two parallel credit 
systems for exploration fo r a  decade. It is therefore acceptable for the current credit to 
expire as planned.



S ection  15. W ith  resp ec t to (f):

This section still relates to the original exploration credit which I would recommend that 
it expires as planned originally. I the re fo re  see no need for am endm ents  relative to 
the original Oil an d  G as Production  Tax o th e r  than  clarifying tha t the credit can be 
claimed against taxes due u n d e r  AS. 43.55.011(e).

Section 25. W ith respect to (a):

This section can be greatly  simplified if my suggestions with respect to Section 5, 
w ith respect to (h) and  (i) would he adopted .

Section 43.55.180. W ith  respect to (b):

This section can be simplified by c!i .m ating  the reference to AS 43.55.025, if  my 
suggestions with respect to Section 14 •. mild he adopted.

In general, the re  would be m any  consequential changes to SB2001 as a result of my 
suggestions above and  these will all assist in m aking  the PPT  law easier to 
un d ers tan d  and  adm inister.

Best regards.

Pedro van Mcurs
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Current CS House Senate

Market 70 70 70
All Costs -15 -15 -15
Net Value 55 55 55
Prog Insertion Point 45 35 35
Price Index 10 20 20
Prog Rate 0.175 0.250 0.100
Product 1.750 5.000 2.000
Base Rate 20.000 21.500 22.500
Effective Rate 21.750 26.500 24.500

Dept of Revenue 
1-Jun-06



C O O K  INLET

C ook Inlet
Cook Inlet Gas

Existing Production
PPT at 20%  - with the .011 (i) com parison 
.011 (i) com parison is

Com parison Period is April 1 2005 through March 31 2006 
ELF on a lease by lease basis 
Price is PV
Sets a ceiling on a lease or property basis 
Only total increase can com e from increased volum e 

Using PPT or .011 (i) ceiling 
Credits are deductible HO W EVER 

Can only take Cl taxes to zero 
Cannot be used outside Cl, sold or transferred unless 
Credits would have been available under PPT

New Production
PPT at 20%  - with the .011 (i) com parison 
.011 (i) com parison is

Com parison Period is April 1 2005 through March 31 2006 
Average of all existing production 
Sets a ceiling on a unit by unit basis 

Using PPT or .011 (i) ceiling 
Credits are deductible HO W EVER 

Can only take Cl taxes to zero 
Cannot be used outside Cl, sold or transferred unless 
Credits would have been available under PPT

Cook Inlet Oil
Sam e schem e as above

However, OIL ELF was zero for the period
so Oil taxes will remain at zero for the period

Departm ent will write regulations to allocate costs between Cook Inlet and rest o f State



6/3/200G COMPARISON OF PPT BILL VERSIONS--HIGHLIGHTS
somco DOR House CS (or CS for SB 305 

Version B
Governor's Bill (Special Session 

Version A
CSSB 2001 (FIN) 

Vorsion F
House CS lor SB 200t(FIN) 

Version X
genera 

Cook Inlot '

tax rate
Cook Inlol Gm

21.5%
01 l(e)-pagc 3 

3M rev excl (or Cook Inlet oil 
160(a) -page 19

ELF la* ceiling on Cook Inlol gas 

01 1(i) -page 5

20%
Oll(e) ■ page 3 

314 rev excl lor Cook Inlel oil 
160(a) - page 10

ELF tax ceiling on Cook Inlel gar 
011(g)-page 4

22 5%
011(c) - page 3 

314 rev excl lor Cook Inlel oil 
160(a) • page 19

ELF lax coiling on Cook Inlel gas 
Ol 1(i) - page 4

20%
.011(e) -page 3 

ELI lax ceiling o il Cook Inlel oil 
011(j)-pago5

ELF lax celling on Cook inlet gas 

01 l(i) - pages 4-5
cred it rate 20%

024(a)-paqes 7 0
20%

024(a) - page 6-7
20% 

024(a) - page 7
20% 

021(a) - page 9

private royally la* rate

5% oil 81 07% oas 
Report from Comrnish

011(1) pages 3-1 & IBOpg27

5% oil 8 1.07% gas 
Report from Comrnish

011(f) -pages 3-4 & 100p 26

5% oil 8  1 67% gas 
Report from Comrnish

011(1) -pages 3-4 & .100p 27

5% oil 6  1 67% gas 
Report from Comrnish

.011(1) - pages 3-18 100 p 30

Gas (GRE)
ANS gas 2/3 included (1/3 excl). Cl gas 
1/3 included, new gas 1/2 

included 
WO(ii) page 10

ANS gas 2/3 included (1/3 o xc l) 
Cl g r j  1/3 included, 

now g ’ s 1/2 included 
160(a) pages 10-19

ANS gas 2/3 included (1/3 e x c l). 
Cl gas 1/3 included, 

new gas 1/2 Included 
160(a) pages 10-20

nla

progressivily surcharge
over $35/bbl (net value/boe) x 0025 x 

not value 
Oll(g) and ( / r) page ■!-5

nono

over S35/bbl (nel value/boe) x 
001 x nel value wilh now boo 

rules
011(g) 8 (h)-page 4

over S'lVbbl (nel value/boo) x 00175 
x nel valuo wilh now boe rules 

011(g) & (li)-poge 4
profircssivily la * cap when combined with PPT basic lax, 

cannot exceed 50%
011(g)-page

n/a
when combined wilh PPT basic 

lax, cannot exceed 50% 
011(g)-page 4

when combined wilh PPT basic lax, 
cannol exceed 50%

01 l(g)-page 4
special gas progressivily? li/a n/a n/a n/a

piogressivily deductible? no
W0(<])(?)(0)-page 23

n/a no
. 160(d)(15)-page 23

no
160(d)(l5)-pnge 24

trans ition
5 yrs lookback capox 2 lor 1 

recoupment 
02-1(1 )-page 11

5 yrs lookback capox 2 lor 1 
recoupment 

024(Ji-pages W-11

5 yrs lookback capex 2 lor 1 
recoupment 

024(j )-pagcs 11-12

5 yrs lookback capox 2 lor 1 
recoupment (CORRECTED) 

024(i )-pngcs 12-14

transition treatment 20% crodil. no oil price lesl 
024(1/1 pages 11-12

20% credit, no oil puce lesl 
024(D -pages 10-11

20% credil, no oil price lesl 
024Q)-pages 11-12

20% credil, no oil piice lesl 
0240) -pages 12-14

sunset o l transition 7 yr rolling 
074 ( ij)(3) page1?

7 yr lolling 
074 (j)(3) page 11

7 yr rolling 
024 (g)(3) page 12

7 yr lolling 
024 (j)(3) page 13

base allowar.ee
S12M credit (SIM per month) (equates 

lo $00M d e d ) 
based oh production 

170(a)-page 20

S12M credil (SIM per month) 
(equates lo $G0M ded ) 

NOI based on produchon 
170(o)-pngc 25

SI2M credil (S1M per monlh) 
(equates lo S53 3M ded ) 
NOT based on production 

170(a)-page 76

S12M credil (SIM per month) 
(equates lo S00M ded ) 

based on produchon 
170(c)-page 20 29

sunset of baso allowance 10 yr rolling 

170(a)- page 26
10 yr rolling 

170(b)-pages 25-26
10 yr rolling 

170(b) -pages 26-27
10 yr rolling 

17U(d)~pagcs 29

new area developm ent 
cred it

nla n/a n/a
SGM credit (S500.000 per mo) (or 
nroos NOT ANS, NOT Cook Inlet

170(a) page 2.0
sunset o l new area development 

credit
to  yr rolling 

170(b)-page 70

safe harbor 95%. annual true tip, no irileiesl 
070(a)- page 6

05%, annual line up, no inlctosi 
020(a) page 5

95%, annual line up, no tnlPlcsl 
020(a) page 5

95%. annual but) up, no inlctosi 
020(a)-payo 7

pml < snlo harbor?? llileront o ily 
070(a) page 6

interest only 
O20(a)-pago 6

mloresl only 
070(a)-page 5

inlotoM only 
020(a)-page 7



G/3/2U0G COMPARISON OF PPT BILL VERSIONS-HIGHLIGHTS
source DOR House CS lor CS (or SB 305 

Version B
Governor's Bill (Special Sossion 

Version A
CSSB 2001 (FIN) 

Version F
House CS lor SB 2001 (FIN) 

Vorsion X

effective date 4/1/2000 
Sec 3 9 -page 35

7/1/2000 
Sec 3 6 -page 31

4/1/2000 
Sec 39 -p age  35

4/1/2000 
Sec. 39 -page 30

Iransllion payment
10 mos pyml on old syslem. Irueup In 

11lh mo.
Sec 36(g)(h)-pago 33

10 mos pyml on old syslem. true 
up In 11 111 mo 

Sec. _ 70)(g)~pages 32- 33

10 mos pyml on old system, true 
up In 1 l lh  mo

Sec 37(l)(g)~pages 33-34

10 mos pyml on old system; Irue up 
in 10th mo (clarification)
Sec 370)(g)-poge 36

sp ill surchargo to ta l
spill surcharge spill ( 201/ 300) 

spill surchnrge payable

no change (5 cents) 
1/4

Incioase 1 cenl 
page 28

no change (5 cenls) 
1/4

increase 1 cent 
pages 27-20

no change (5 cenls) 
1/4

increase 1 cenl 
pages 28-29

no change (5 cents) 
1/4

increase I cenl 
pages 31-32

surcharge treatment not creditable, not ded 
l60(d)(2)(L)-pnge 23

not crodilnble, not ded 
160(d)(l2)-pagc 22

nol creditable, nol ded. 
I60(d)(12)-page 23

nol creditable, nol ded 
. 160(d)( 12)-page 24-25

SB 105 credil
extends 10 years; removes $2014 Cook 

Inlel limit 
025(b), .025(0-pages 13- 14

extends 10 years; removes $20M 
Cook Inlel limit 

025(b), 025(l)-pages 12-15

extends 10 years; removes $20M 
Cook Inlel limit 

025(b). 02b(t)-poges 13-16

extends 10 years, removes 520M 
Cook Inlet limit 

025(b), 025(l)-pagcs 15-17

abandonment

no deduction or ctedil lor 
abandonment on old production 

(improved language)
100(d)(2))(F> )-page 23

no adduction or credit tor 
abandonment on old produclion 

(further improved language) 
I60(d)(l6)-pages 22- 23

no deduction or credil lor 
abandonment on old produclion 

(lutlher improved language) 
160(d)! 16)-pages 23-24

no deduction or credil lor 
abandonment on old produclion 

(further Improved longuaje) 
iGO(d)(l 6)—pages 24-25

credits usable against PPT only 
024(a)-page 7-0

against P P l only 
024(a)-poges 6-7

agairisl PPT only 
024(a)-pagcs 7-0

against PPT only 
024(a)~pages 9-10

credits transferable yes-20% lax limll 
024(d)-(e) page 9-10

yes-20%  lax limit 
024(d)-(e)-pages 0-9

yes-20%  lax limit 
024(d)-(c)-page  9

yes-20%  tax limit 
024(d)-(e)-pages 10-11

credits refundable?
up lo $25M depends on Investment, 

produclion limit 
024(f)-page 10

up lo $25M depends on 
investment, production limit 

024(t)-pago 9

up lo S25M depends oil 
investment, produclion limit 

024(r)-pogcs 9-10

up lo $25M depends oil investment, 
produclion limit 

024(0-l>ages 11-12

credits lor annual loss yes, al 20% 
024(b)-page 0-9

yes, at 20% 
024(b)-pages 7-0

yos, at 22.5% 
024(b)-page 0

yes, a l 20%. 
024(b)-pagc 10

point of production
upstream o l gas treatment upslteam 

(definition added)
900(7)-page 29

upstream ol gas treatment 
upstream (definition added) 

900(7)-pages 29-30

upstream ol gas treatment 
upstream (definition added) 

900(7)-pages 29-30

upsboam ol gas trealment upslreom 
(definition 3ddod)
900(7) -page 32

DNR royally value no no no no

IRC sec 482 as a loot
/es (w/o 50062) 
160(i )-page 25

yes (w/o 5GG62) 
I60(i )-page 25

yos (w/o 50002) 
160(i) -page 26

yes (w/o 5G6G2) 
1600/-p age  27

oil spill any oil spill cleanup cosls not ded 
160(d)(2)(C)) (page 23)

any oil spill cleanup cosls not 
ded (exception (or gravel pad) 

I60(d)( l7 H p a g o  23)

any oil spill cleanup cosls nol 
ded (exception lor gravel pad) 

160(tl)( 17)-page 24

any oil spill cleanup costs nol 
ded (Improved pad language) 

!60(d)(17)-pagc 25
DNR gols exploration Data yes

024(a) -pages 7-8
yes

024(n)-pagc 7
yes

024(a)(2)- page 0
yes

024(a)(2)-poge 0
020 (1) Snios Language yes

020(f)-pngo 7
yes

020(f) -pane G
yes 

020(l)-page 7
yos

020(f)-nane 0

NPSL regs aflor indushy practice yes
100(c)(1)(A) page 21

yes (in Alaska only) 
160(c)(1)(A)-page 20

yes (in Alaska only) 
1G0(c)(1)(A)-pngo 21

yes (in Alaska only) 
1G0(c)(1)|A)-page 22

credit flow through re TERC yos. regulated Inc only 
024(h) page 12

yes, regulated lac only 
0?4(k)-page 11

yes, regulated lac only 
024(h)-page 12

yos, regulated fac only 
024(h) -page 14

disallowed deduction lor
negligence o»p re negligence not allowable 

160(d)(2)(F)- page 22

exp re gross negligence nol 
allowable 

160(d)(6)-page 23

exp re gross negligence not 
allowable 

I60(d)(6)-page 23

exp re gross negligence not 
allowable 

160(d)(6)-pogc 24
high energy fund established yes

011(b)
no no no



GRE of 2/3 I

n
s t i f f ats

Cook Inlel Examples 
PPT with various Adjustm.mis

A

011 (0 lookback lesl

o

$12 mrn Credil
Change from 

PPT base Tax
Change from 

Current
Change from 

PPT base

2 0  e

Tax
Change from 

Current
Change Irom 

PPT base Tax
Change from 

Currenl

Cook Inlet Gas S 2.50
f  I f  u

Big Vol High ELF 
B igVol Low ELF 
Mid Range 
Small Vol Low ELF 
Small Vol High ELF

<10 958.333) 
(18.958 313) 
<14.583, TuJ)

(1.458.333)
(1.458.333)

(8.520.633)
(8.520.833) 
(8,708,333)
(1.270.833)
(1.270.833)

(18.473,958) 
(12 786,458) 
(12.177.083) 
(1,598.958) 
(2,036 458)

(7.759 375) 
(2.031.250) 

(595875)

10,437,500 
2.678 125 
5.843.750 
(409 375) 
187.500

484 375 
(1.587.500) 

375,000 
(737,600) 
(578,125)

(12 000 000) 
(12 000.000) 
(11.875.000) 
(1,187.500) 
(1 187,500)

(1.562.500)
(1.562.500) 
(4 000,000) 
(1,000 000) 
(1.000.000)

(11,515.625) 
(5.828.126) 
(9.468 750) 
(1,328.125) 
(1.705.025)

TOTAL (55,416,1567) (26,291,667) (47.072,917) (10,387.500) 18.737.500 (2 043 750) (38 250.000) (9.125,009) (20 906 250)

C ook In lot Gas % 4.50
Big Vol High ELF 
Big Vol Low ELF 
M;d Range 
Small Vol Low ELF 
Small Vol High ELF

(34.125.000) 
(34 125 000)
(26.250.000) 

(2,625 000) 
(2,625.000)

(937.500)
(937.500) 
(875.000)
(687.500)
(687.500)

(18,853,125) 
(0.615.025) 

(10.718 750) 
(1,278.125) 
(2065.625)

(20.271.875)
(30.509.375)
(19,531.250)

(2.346.875)
(1.559.375)

12915.625 
2.678.125 
5 843.750 
(409,375) 
378.125

(5,000 000) 
(5.000.000) 
(4,000.000) 
( t .000.000) 
(1.000.000)

(12.000 000) 
(12 000.000) 
(12,000,000)

(2937.500)
(2037.500)

21,187 500 
21,187,500 
13.375000 
<1.000 000) 
(1,000 000)

3.271.875 
13 509.375 
3.531.260 

(1.500.625) 
(2,378 125)

TOTAL (69 750.000) (4 125 000) (41.531.250) (74 218.750) 21 406 250 (16.000 000) (41 875 000) 53 750.000 16,343.750

Cook In let Gas $ 6.50
Big Vol High ELF 
Big Vol Low ELF 
Mid Range 
Small Vol Low ELF 
Small Vol High ELF

(49.291 667) 
(49.291.667) 
(37.016667) 

(3.701.667) 
(3.791 667)

6.645 633 
6.645,833 
4 958 333 
(104.167) 
(104 167)

(19,232.292) 
(4 444 792) 
(9 260,417) 

(957 292) 
(. 194.792)

(43 021 875) 
(53 259.375) 
(37,031.250) 

(4.096 875) 
(3 309 375)

12 915.825 
2 678,125 
5 843 750 
(409 375, 
378.125

(12,962.500) 
(8.412 500) 
(8 375.000) 
(1.262.500) 
(1 612 500)

(12 000 000) 
(12 000 000.1 
(12.000 000) 

(4 687,500) 
(4 687.5001

43 937 500 
43.937.500 
30 875.000 
(1 000 000) 
(1 OOOOOOi

18 059 375 
32.845.875 
18 656 250 
(1 853 135) 
(2 990.625/

TOTAL (144 083.333) 18041 667 (35 069.583) (140718 750) 21 406 250 (22 625 000) (40 375 000) 1*6 750 000 6? 719 750

Cook Inlet Gas $ 8.50
B g Vol High ELF 
Big V tl Low ELF 
Mid Range 
Smalt Vol lo w  ELF 
Small Vol High ELF

(04 458,333) 
(64 458 333) 
(49 583.333) 

(4 958 333) 
(4 958.333)

14.229 167 
14.729 167 
10.T91.667 

479 167 
479 167

(19,011 458) 
(273.958) 

(7 802.003) 
(036 458) 

(2,123.958)

(65.771 875) 
(76.009 375) 
(54 531 250) 

(5 846 875) 
(5.059.375)

12 B15.625 
2.678.125 
5.843 760 
1409 375) 
378 175

(20.925 000) 
(11 825 000) 
(12,750.000) 

(1 525 000) 
(2 225 000)

(12 OCO 000) 
(12 000.000) 
(12 000,000) 

(0 437 500) 
(6 437.500)

66 687 500 
69 687 500 
4B 375,000 
(1 000 000) 
(1 000 000)

32 645 875 
52 184 375 
29 781.250 
(2.115 625) 
(3 6 0 : 125i

TOTAL (IBB 416 667) 40 208 333 (30 44 7 917) (207 21B 750) 21 4-35 250 149 250 0O0) (48 8 75 0001 179 750 bOO 109093 750

t  !*  > ' <’ <7'

UfcO 0 1 oo r~*x?
Crs, -v.



Volume Value Ex Royally ELF Cuirent Tax

Cook Inlet Examples 
PPT with vanous Adjustm ent

20% Tax on Net 
Cosls "Net Value" Value Credits Tax Alter Credits

Value • Volume * 87 5% ELF * V a lue ’  10% Value • Cosls Nel V a lue ’  20 Tax - Credits

C o o k  In lo t G a s  V a lu e: $ 2.50

B g  Vol High ELF 65 000.000 1-17.187.500 0.7000000 9,953.125 65.000 000 77,187.500 15,437,500 5,000,000 10,437,500
Big Vo! Low ELF 65.000.000 1-12.187.500 0.3000000 4.265.625 65,000,000 77,187.500 15.437,500 5 000.000 10 437.500
M'd Range 50.000.000 109,375,000 0.5000000 5.468.750 50.000.000 69.375,000 11.875,000 4 000,000 7.875,000
Small Vol Low ELF 5 000.000 10,937.500 0.3000000 328.125 5,000.000 5,937.500 1,187,500 1 000,000 187,500
Small Vol High ELF 5.000,000 10,937.500 0.7000000 765,625 5,000,000 5,937,500 1.187.500 1,000.000 187,500

TOTAL 150.000.000 ■115625,000 20.701,250 190,000,000 225,625,000 45.125.000 16 000,000 29 125,000

C o o k  In lo t G a s  V a lu e: $ 4.50

Big Vol High ELF 65.000.000 255.937,500 0.7000000 17.915.625 65.000,000 190,937.500 38,187.500 5,000.000 33.187,500
Big Vol Low E l F 65 000.000 255,937 500 0.3000000 7,078,126 65 000 000 190.937.500 38 187,500 5,000,000 33,187 500
Mid Range 50 000,000 196.875.0f'' 0.5000000 9,043.750 50.000.000 146 875 000 29 375,000 4 000,000 25.375.000
Small Vol lo w  ELF 5000 000 19.687 500 0.3000000 590.625 5,000,000 14.687.500 2 937.500 1.000 000 1 937,500
Small Vol M ignElF 5.000.000 19.607,500 0.7000000 1,378,125 5000,000 14,687,500 2.937 500 1.000,000 1 937 500

TOTAL 190 000 000 748 125,000 37.406.250 150.000.000 556 125 000 111 625 000 18.000.000 95 625 000

C o o k  In lo l G a s  V a lu e : $ 6.50

B.g Vol High ELF 65 000 000 369.687,500 0.7000C00 25 878.125 65,000.000 304.687.500 60037,500 5 000 000 55 937 500
Big Vol lo w  ELF 65.000 000 369.637.500 0.3000000 11 090625 65.000 000 304,687 500 60937,500 5000.000 55.937.500
Mid Range 50.000.000 284 375 000 05000000 14.218,750 50,000,000 234.375000 •16875.000 4.000.000 42 876 000
Small Vol Low ELF 5 000 000 20 437 500 0.3000000 853.125 5 000,000 23,437,500 4.687 500 1,000 000 3.687.500
Sm3ll Vol High ELF 5,000 000 28 437 500 0.7000000 1.090.625 5 000 000 23 437 500 4 687 500 1 000,000 3,687 500

TOTAL 190 000 000 1.080.621 GOD 54.031,250 190.000 000 690 625 000 178 125 000 16 000 000 162 125,000

C o o k  In le t G a s V alu e: J 8 .50

Big Vc High ELF 05.000 000 483 437.500 0.7000000 33 840 625 65 000 000 418 437 500 83 687 600 5 000 000 70 68? 500
Big Vol lo w  ELF 65,000.000 483 437.500 0 3000000 14 503 125 65 000 000 410 437.500 63 687 500 5 000 000 78 68? 500
Mid Range 50 COO 000 371 8 /5  000 0 5000000 18.593 750 50.000.000 321 876 000 64 375 000 4 000 000 60 375 000
Small Vo! Low FLF 5 000 000 37.187 500 0 3000000 1,115,625 4 000 000 32 187.500 0 437.500 1 000.000 5 437 500
Small Voi Mrgri ELF 5 COO 000 37,187 500 0.7000000 2 603 125 5 000 000 32 187.500 0 4 37 500 1 000 090 5 437 500

TOTAL 190 000 000 1 413,125.000 70 050 210 190 000 000 1 223 124 000 244 025 000 16 000 000 228 025 000

DEC*
0 1 00 P49»1



Cook Inlot Gas 
Crodit Usage Example
Comparison o f Effect o f A llocation o f Base Crodit 
source: Dept, o f Rovonuo 
6/1/2006
for: House Finance Committee

Tentative Tax 
PPT tax before credits

Base credit

total capex credit-Cook Inlet 

capex credits usable under PPT 

PPT lax after credits

110

Example A1 
all prod, in Cl

100

12

88

Example A2 
50% prod. Cl

' ) V t '
100

110

94

o i l  i-

ELF tax before credits s 95 95

Lower of A or B

Tax Benefit enjoyed (ELF less than PPT) A ■ B = Y

95

5

95

Tax Calculation 
Lower of A or B

Base credit 
capox credits usable

Net tax aftor credits

95

12
83

0

95

fa
89

capex credits used
capex credits deemed usod (tax benefit enjoyed) Y
total capex credits doomed used (not to exceed total credits X ) 2

83

88

89
5

94

capex credit available for use outside Cook Inlet or carryforward X -7 . 22 16

pago 1



0

Cook Inlet Gas 
Credit Usage Example 
ELF lower than base credit 
source: Dept, of Revenue 
6/1/2006
for: House Finance Committee

Example B1 Example B2

Tentative Calculation
PPT tax before credits A 38 38

Base credit 6 6

total capex credit-Cook Inlet X  40 40

capex credits usable under PPT  32_  32_

PPT tax after credits 0 0

ELF tax before credits

ELF tax before credits B 8 5

Lower of A or B 8 5

Tax Benefit enjoyed (ELF less than PPT) A~B = Y 30 33

Tax Calculation
Lower of A or B 8 5

Base credit 6 5
capex credits usable _________________ 2_  0_
Net tax after credits 0 0

capex credits used 2 0
capex credits deemed used (lax benefit enjoyed) Y______ ________________ 30_  33_
total capex credits deemed used (not to exceed total crt 2  32 33

capex credit available for uso outside Cook Inlet or
carryforward X - Z  8 7

page 2



6/1/2006 COMPARISON OF PPT BILL VERSIONS-HIGHLIGIITS

source: DOR SENATE 
(liago rcls -  S Tin CS)

MOUSE 
(page rcls -  II Fin CS)

Govoinoi's Hill (Spocial Session] 
Vcision A

CSSB 2001 (FIN) 
Version E

llouso CS lor SB 2001 (FIN) 
Version 1

(JOflftf/ 

C<k>K Inl/'t (>

tn x  rn tc

Cook Iniol G-r

r 22.5% general

5% on Cook Inlol oil

.01 l(c )-p a g cs  3  -1

21.5%
.01 1(e)--page 3  

3/4 rev. cxcl. lor Cook Inlol oil 
.160(a) -p age  1'J

ELF lax coiling on Cook Inlel gas 
O )l( i) -p age  5

20%
.0 1 1(c) - page 3 

3/4 rev. cxcl lor Cook Inlel oil 
.IGO(a) - page IB

ELT lax colling on Cook Inlol gas 
01 l(o) - p a w  4

22.5%
.0 1 1(e)- page 3  

3/4 lev. excl lor Cook Inlol oil 
.160(a) • page 19

ELF lax ceiling on Cook Inlol gas 
.0 1 1(g) - page 5

20%
.011(c) - page 3 

ELF Inx coiling on Cook Inlel ml 
.011(j)-pngo  5

ELF Inx coiling on Cook Inlet gas 
.0 1 1(0 ■ pane 4

c r e d i t  ro te
25% 

.O24(g)-pago 7
20%

,024(a)-pages 7 8
20%

,024(.l) - page 0-7
20% 

024(a) ■ page 7
20%

024(a) - page 8 9

private royally lax rnlo

5% oil A 1 07% gas 
Report Irorn Comrnish

.01 l( l)-p a n e  •! A . I80p<i 20

5% Oil 61.67%  gas 
Report Irom Comrnish

.011(1)-pages 3-1 A . 180pq  27

5% oil A 1,67% gas 
Rcpoil bom Comrnish

.011(0 - panes 3 -1 A . 180 p. 20

5% oil A 1.67% gas 
Ropoil Irom Comrnish

.011(1)-pages 3 4 A .180p 27

5% oil A 1.67% pas 
Report Irom Comrnish

011(1) - pages 3-4 A 180 p. 29

Gas (GRE)
Gas Revenue (Value) Exclusion ol 

273 (1/3 included)

. 100(a) page w

ANS gas 2/3 included (1/3 excl); 
C l gas 1/3 included; 

new gas 1/2 included 
. 100(4) page 10

ANS gas 2/3 included (1/3 e x c l); 
Cl gas 1/3 Included, 

now gas 1/2 included 
. 100(a) panes 18-10

ANS gas 2/3 included (1/3 cxcl ); 
Cl gas 1/3 included, 
now gas 1/2 included 
. 100(g) pages 19-20

n/a

progressivily surcharge over S50/1)1)1, (ANSwc • $50) x .002 x 
A N S w lix .775 X (rills (oil only)
.01 Ho) nod ( li)-paa es  •I  B

over $35/1)1)1 (nel value/boo) x 
.0025 x nol value 

O l l ( o ) and (  h ) page 3-5
none

over $35Aibl (nel valuo/boo) x 
.001 x not value with now boo 

lulns
011(g) A (h )-page 4

over S45/|)bl (nol valuc/boo) x 
00175 x nol valuo wilh now hou 

rules
.011(g) A (li)  -page 4

progressivily Inx cap
no

when combined w ilh PPT basic 
lax. cannot exceed 50%

01 t(())-p.lQC
fl'f l

when combined wilh PPI basic 
lax. cannot exceed 50%

.0 1 1(g) -pario 4

when combined wilh PPT basic 
lax. cannol exceed 50%

01 t(g )-p a g o  4

special gas progressivily?
no nla n/a n/a n/a

progressivily doductiblo? no
I00(d)(7)( O) ■ t r.'irro 72

no
.1G0(d)(2)(O)-page23

n/a no
.)0 0 (d )()0 )-p age  23

no
I60(d)( 15)-p age  24

t r n n s i t io n
5 yrs lookliack enpex 2 lo r 1 

recoupment 
024(i)-pagcs 10-11

5 yrs lookliack c.i|)ex 2 lor 1 
recuupmonl 

0 2 4 < i)P 4 0 0  I t

5 yis.lookliack capox 2 lor 1 
iircoupmenl 

0 2 4 (t)-p a g e s  10 I I

5 yrs lookback capex 2 lor 1 
recoupment 

P24( j  ) -p a n rr. 11-12

5 yrs.lookbnck capex 2 lor 1 
recoupment 

024(1 l-p a o e s  12-13

Iransilinn treatment 20% cretlil, no oil pneo lesl 
024(i)-pages 10 11

20% credil, no oil puco lesl 
02M n)~p.inos i t -12

20% credit, no oil pneo lost 
0240) - panes 10-11

20’% credit, no oil pneo losl 
024(1) ■ page-. 11-12

20% credit; no ml pneo lesl 
02 4 (0 - pages 12-13

sunset ol Ir.insilion 3/31/2013 
024(i)-pago  1)

7 yr rolling 
024 ( ip(3) p o o r 12

t  yr rolling 
074 ( p(3) page 11

7 yr rolling 
.024 ( j)(3 ) page 12

7 yr rolling 
.024 ( i)(3 )-page 13

b a s e  n l lo w n n c c

1 li'v isod 5(XXJ PPl cr|invalenl i;rndi| 
capped al 14 million

170(01 pages 28 20

$ I? M  credit ($11.1 p c i month) 
(cgualos lo $60M ded.) 

based on produclion 
I70 (ii)-p age  20

$ 12M cicd ii ($ 11.1 per month) 
(c(|iia los la $G0M ded ) 

NOT based on producl on
. 170/a)-pagc 25

S i213 credil ($11.1 per month) 
(oguales lo  $63,313 (led,) 
N O I based on produclion 

170(a)- -page 70

$1213 credil ($113 pur month) 
( c l in ic s  lo  S60M ded ) 

based on pioduclioti 
170(a) page 78

sunr.el o l base allowance 3/31/2016 w/commissionet report 

(70(o)"P.vtoPO. too IX ] 70-37

10 yr rolling 

1 70(a)-page 2G

10 yr rolling 

.170(10--pages 25-20

10 yr tolling 

.1/0(10 pages 70-27

10 yr tolling 

170(1'! page 78

s a te  h a r b o r 96%, annual Irun up, no interest
020(a) pages 5 0

05% . annual liu o u p , no mturust 
r . i.n . ii ■■/i.cjr’ A

05%, annual Inin up. no interest 
070(a) pao<'8

!)!>%, annual irue up. no interest 
070(a)-pgpg 5

95%, annual lure u p , no interest 
.070(a) ga ge  7

prnl < sale harbor??
mlnresl only 

(>70(a) pages 6 0
iiilem sl only 

020(o) pagcG
inluicM  only 

G 'd /.i) page 0
micros! only 

020(a)- ra g e  6
intoroM only 

030 /8 )-page 7

c t t e c l lv e  d a te
■1/1/2006 

.•■Tv •IP p iy i 'X ?
4/1/2006 

See 7 > p ier-.-1't
11)17000 

.•as- 30 ■ p ig t '3 )
4/1/2006 

See 30 -p age  33
4/1/2006 

Sec 3 ') ■ 1 age 37



r./1/200G COMPARISON OF PPT BILL VERSIONS--HIGHLIGHTS

source: DOR SENATE 
(pngo rols = S. Fin CS)

HOUSE 
(pngo rols -  H Fin CS)

Governor's Gill (Special Session) 
Version A

CSSB 2001 (FIN) 
Version F

House CS tor SD 200l(F IN) 
Version 1

Iransilion pnymonl 6 rnos pyml on old system, truo up lr 
7lh mo 

see. 37(g)--pagcs 31-32

10 irios, pyml on old system; tiuc 
up in 11th mo

See. 3C(o)(h)-pago 33

10 mos. pyml on old syslem, hue 
up in I1 lh  mo.

See. 37(0(g)-pagcs 32- 33

10 rnos. pyml on old system; true 
up in 11ll) mo.

Sec. 37(0(g)-pagcs 33-34

10 mos. pyin! on old system, true, 
up in 10th mo. (clarification) 

Sec. 36(l)(g)-pago 35

sp i l l  s u r c h a r g e  to tn l
spill sufclmroo splil (.201/ 300) 

spill surchnrgo payable

increase 1 coal, lo  G cents 
1/5

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

no change (5 cents) 
1/4

increase 1 cent 
page 28

no change (5 cents) 
1/4

increase 1 cent 
pages 27-28

no change (5 cents) 
1/4

increase 1 com 
pages 28-29

no change (5 cents) 
1/4

incroaso 1 cent 
page 30

surchnrgo Ironlmonl nol creditable, nol (led 
. 160(cl)(2)(L)-papo 22

nol creditable, not ded. 
. 1C0(d)(2)(L)-pago 23

nol crorlilablo, nol ded. 
. I00(d)(l2)-pago 22

nol creditable, nol dod. 
. I60(d)(l2)-pago 23

nol crcdilablo, nol dod 
160(d)(l2)-pago 24

SU 1135 credit extends ' 0 years; lixes S20 rn issue 
.025(b). .025(0-pm 10 12-1-1

extends 10 years; removes S20M 
Cook Inlet limit 

.025(b). .025(1) -pages 13- l-l

extends 10 years; removes S20M 
Cook lolol limit 

.025(b). .025(1' pages 12-15

oxlonds 10 years; removes S20M 
Cook Inlel limit 

.025(11). .025(t)-pagcs 13-10

oxlonds 10 years; removes 520M 
Cook Inlol limit 

025(b). .025(1)-pager. 15-17

abandonment
no deduction or credit lor 

abandonment on old production 
. W0(cl)(2)(P) page 22

no deduction or credit lor 
abandonment on old production 

(unproved language)
. 160(d)(2))(P )-pagc 23

no dcducuon or credit lor 
abandonment on old production 

(further improved language)
. 1G0(d)(1G)-paqcs 22- 23

no Ocduslion or crodit lor 
abandonment on old production 

((either improved language)
. IG0(d)(IG) -pages 23-24

no JotJuclion or credit lor 
abandonment on old produclion 

(lurthor improved language)
. 1G0(d)(IG)-pages 24-25

credits usable
against PPT only 
024(a) -papa 7

against PPT only 
.02-l(a)-pagc 7-8

against PPT only 
,024(a)-paqes 6-7

against PPT only 
,024(a)-paqas 7-8

against PPT only 
,024(a)-pagcs 8-9

credits transferable yes-20%  lax limit 
,024(d)-(c)-pagp 8-9

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

yos-20%  lax limit 
.024(d)-(o)-pages 8-9

yos-20%  Inx limit 
024(d)-{c)-pnqe 9

yos-20%  lax limit 
.024(d)-(c)-pages 10-11

credits rofundnhio? no
up In $251.1 depends on 

invoslmenl, produclion limit 
.024(0-pngo 10

up to S25M depends on 
investment, production limit 

.024(l)-paqo 9

up lo $25M deponds on 
invoslmenl, pioduclion limit 

.O24(0-pagos 9-10

up lo S25M depends on 
invoslmenl, prorluclion limit 

02410-pages 11-12
credits lo r annual loss

yes. al 22 5% 
.0?4(l>)-pago 8

yos, a l 20% 
.024(b) -page 8-9

yos, at 20% 
,024(h)-pagos 7-9

yos. at 22.5% 
,024(b)-pjge 8

yos. at 20% 
.024(b)- page 10

poml o l prorluclion upstream ol gas Ironlmonl upstream
000(7)- pages 28 29

upstream ol gas Ironlmonl 
upstream (definition added)

900(7) -page 29

upstream ol gas treatment 
upstream (detiation added) 

.900(7)-pages 29 30

upstream ol gas Ironlmonl 
upstream (definition added) 

.900(71 -pages 29 30

upstream ol oas Iroalmcnt 
upstream (definition added) 

.90017)-page 31
Dim royally value

no no no no no

IRC see 4132 ns a lool
yes (nicl. §(iGG2) 
lG0(i)- page 2-1

yes (W/o §0052) 
1800)- page 25

yos (v./o S5GG2) 
1G0(i )-paije 25

yos w/O 50052) 
/(>( a I page 38

yos (w/o 550(32) 
I60(i) -page 37

oil spill
yes, il on lease (except 

nogtigonl)
(tr.<l precludi'd)

any oil spill cleanup costs not 
dud.

. 150(dH2)(O)-(pagg 29)

any oil spill cleanup costs nol 
ded (exception for gravel (rad) 

I60(di( 17)-/pago 23)

any oil sp' 1 cleanup costs not 
dot! (exception lor gravol pad) 

. IG0(d)(l7) page 24

any oil spill cleanup costs nol 
dod.(exception lor gravel pad) 

W0(d)(17)-pane25
UfJH gets exploration (Jala yos

024(a) page n
yns

024(a)-pages 7-8
yos

024(a)-|iago  7
yos

024(a)(2)-page Ii
yos

024(n)(P)-pnge 0-10

020 (1) SjMos Lnnguago yes 
120(1) page 7

yos
020(1) page 7

3 os
o rod ) pngo c>

yes
.020(1)- page 7

yos
.020(1) page 8

N P Iil mgs alter industry pmclico yes
lo o p >( 1 )(A) page 20

yes
160(c)( 11(A)--page 21

yos (m Alaska only) 
.1G0(c)(11|A| .riagu20

yos (in Alaska only) 
.100(c)(1)(A). fwgo 21

yes (m Alaska only)
. U!tl{c)(l)(A)- page 2?

crn tlil How through ro. I I . I IC yns. mgul.itnd A non -regulated 
(\-4ii) rages ii 13

yos. reon'alod lac only 
r.••?,*) page 12

yns, regulated lac. only 
094(1,1 page 11

yes, regulated lac only 
034(1, 1 page 13

yes, regulated lac only 
0.'4(k)- page 14

lu j t i  energy lund cstnblislw:d no yos 
ill 1(h)

no nti nu
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SEhATE FINANCE COMMITTEE RE i-ORT
First Committee of Referral

Date of 5-Day Notice: $ j i8  / f r U / ^ V hr .  
(in accordance with Uniform Rule 23)

DATE: 5/20/06

REPORTED OUT

MAY 2 1 2006
SENATE FINANCE COMMITTEE

FURTHER:

DATE TURNED, 
IN TO OFFICE: r

Finance Committee considered SENATE BILL NO. 2001 

SB 2001 OIL AND GAS TAX

"An Act relating to the production tax on oil and gas and to conservation surcharges on oil; relating to criminal 
penalties for violating conditions governing access to and use of confidential information relating to the 
production tax; providing that provisions of AS 43.55 do not apply to certain oil and gas subject to a contract 
executed under the Alaska Stranded Gas Development Act; amending the definition of 'gas' as that definition 
applies in the Alaska Stranded Gas Development Act; making conforming amendments; and providing for an 
effective date."
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FISCAL NOTE 3

STATE OF ALASKA
2006 LEGISLATIVE SESSION

R evis ion  D ale /T im e  (N o le  it correction): 
Title

Fiscal Note Num ber: 
Bill Version '
() Publish Date:

REPORTED OuT

MAY 2 1 2006
SENATE FINANCE COMMITTEE

C SSB 2001 (FIN)

A n  A ct Relating to the Production Tax on 
Oil and G as

Dept, Affected ________________ Revenue
R D U  Tax and Treasury________
Com ponent Tax______________________

S ponsor
Requester

R ules Com m ittee
Senate F inance

Expend itures/Revenues
Com ponent No.

(Thousands of Dollars)

2476

Note: A m ounts do not include inflation unless otherw ise noted below.
O P E R A T IN G  E X P E N D IT U R E S FY 2007 FY 2008 FY 2009 FY 2010 FY 2011 FY  2012
Personal Services
Trave l
C ontractual
Supplies
Equipm ent
Land & Structures
G ran ts & Claim s
M iscellaneous [O H  office, etc]

577.6 589.2 600.9 613.0 625.2 637.7

517.5 487.9 118.2 1 1 8 6 121.0 123 4
42.0

37.1 37.1 37.1 37.1 37.1 37.1
T O T A L  O P E R A T IN G 1,174.2 1,114.1 756.2 768.7 783.3 798.2

C A P IT A L  E X P E N D IT U R E S  |

C H A N G E  IN R E V E N U E S  ( ) See analysis s e c t io n -----------------------------------------------------------------------------------
F U N D  S O U R C E  (Thousands o f Dollars)
1002 Federal Receipts
1003 G F  Match
1004 GF
1005 G F/Program  R ece ipts  
1037 G F/M ental Health
O th e r (Specify Type-Do ro t abbreviate)

1.174.2 1,114.1 756 2 768.7 783 3 798.2

T O T A L 1,174.2 1,114.1 756.2 768.7 783.3 798.2

E s tim a te  o f a n y  c u rre n t y e a r (FY2006) c o s t:
C h e c k  th is  b o x  (X) if fu n d in g  fo r th is  b ill is  in c lu d e d  in FY  2007 b u d g e t p ro p o s a l:th e  G o v e rn o r ’: I
P O S IT IO N S
Full-tim e
Part-tim e
Tem porary

7 7 7 7 7 7

A N A L Y S IS : (Attach a separate oage it necessary)

Relative to Status Quo

This bill would amend the oil and gas production tax by basing the tax on the net value of the oil and gas. The net value 
is the wellhead value (net of royalty) less all qualified lease expenditures, including capital and operating costs, and 
property taxes. 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. There would be an additional allowance of up to $12 million per company for 
companies producing less than 50,000 barrels per day, which is scaled down to zero between 50,000 and 100,000 
barrels per day. The allowance expires in 2016. In addition, as a transition provision, there would be a 20% credit for 
capital costs incurred over the period April 1, 2001 through April 1, 2006, recoverable at $1 for every S2 in capital 
expenditures Transition costs cannot be recovered after 2013.

Prepared by 
Division

A pproved by 
Agency

Dan D ickinson Pnone 269-1015
Tax Divinon Date/7ime 5/21/06 5 30 AM

Kevin .lardell De'e 5/21/2006
Office of tne G overnor

Page 1 of 3
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FISCAL NOTE CD

ANALYSIS CONTINUATION

The additional conservation surcharge on oil is increased from 3 cenls lo 4 cents.

The bill would bo effective July 1. 2006.

The figures in the table below reflect the revenues that v.ould be received from the bill relative to the status quo under
various prices. The figures reflect North Slope activity; the impact on Cook Inlet is expected to be modest. The status
quo assumes the January 2005 ELF aggregation decision by the Department of Revenue for Prudhoe Bay continues

The cost assumptions are as follows;

- S100 mm/yr exploration
- $1/bbl on-going capital on all barrels
* S3.50/bbl developmental capital on 2/3 of existing conventional oil
- S8/bbl developmental capital on 2/3 of existing heavy oil
- S3.50/bbl developmental capital on nev. conventional oil
- $8/bbl developmental capital on new heavy oil
- $3/bbl operating cost on conventional oil
- S5/bbl operating cost on heavy oil

The table shows the 2005-2012 receipts from the bill, sensitive to different oil prices These include the Department of 
Revenue forecast, a 540 pace, and a S60 price. (Note that the status quo numbers are slightly different from what is 
reflected in the Spring 2006 Revenue Sources Book because of volume adjustments from the oil spill, and because of 
some differences between what some taxpayers actually remit and what is ultimately expected lo be co llected)

Operating expenditures include costs for 5 additional positions for auditors 1 O A G Specialist (Range 23), 1 O S G 
Revenue Auditor IV (Range 22), and 3 O & G Revenue Auditor III (Range 20). These positions would be used to fulfill 
additional audit responsibilities inherent in a net profits tax, an amendment in the Senate regarding requires additional 
staff In addition, we request 2 additional Tax Tech III positions (Range 14) to process additional information and tax 
returns that will be required, and additional creoit applications anticipated Personal Services reflect a 2% yearly 
ircrease.

Contractual expenditures include $100,000 and S 70.000 for programming in FY 07 and FY 08. respectively. $300,000 
m each of FY 07 and FY 08 for holn in writing regulations, $100,000 in each year for consi; ting services and an 
estimate of chargeback costs. Supplies include computers and other supplies necessary for new positions

STATE OF ALASKA BILL NO. CSSB 2001 (FIN)
2006 LEGISLATIVE SESSION

Page 2 of 3



ANALYSIS CONTINUATION (MILLIONS OF 2005 DOLLARS)

FISCAL NOTE

STATE OF ALASKA
2006 LEGISLATIVE SESSION

Col. Col. Col.
15 16 17

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

2007 $53.60 989 1.756 767
2008 S46.90 759 1.340 581
2009 $25.50 355 353 -2
2010 $25 50 315 321 6
2011 $25 50 281 318 36
2012 $25 50 271 313 42

32 32

Fiscal Medium Status Quo Tax ftom Gain from
Year Price Tax Bill Bill

2007 $40 00 708 1.121 413
2008 $40 00 655 1.095 440
2009 $40 00 631 1.164 532
2010 $40 00 582 1.132 551
2011 S40 00 544 1.155 611
2012 540.00 536 1.163 628

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

2007 $60 00 1.120 2.271 1,151
2008 $60 00 1.032 2.217 1.185
2009 $60 00 978 2.279 1.301
2010 S60 00 901 2.231 1.330
2011 SG0 0O 842 2.272 1.429
2012 $60 00 831 2.292 1 460

I H L L  N O .  C SSB 2001 (FIN)

Pago 3 o l3



FISCAL NOTE
REPORTED OUT

MAY I  \ 7006
SENATE FINANCE COilMITTEE

STA TE OF ALASKA
2006 LEGISLATIVE SESSION

Revision Date/Time (Note if correction):______________
Title Relating to the production tax on oil and gas

etc.

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

Dept. Affected:
‘ r d u

1
SB 2001
5/20/06

Natural Resources
Resource Development

Component Oil & Gas Development
Sponsor
Requestor

Rules by Request ol Governor
Governor

Expenditures/Revenues

Component No. 439

(Thousands of Dollars)______
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
Contractual
Supplies
Equipment
Land & Structures
Grants & Claims
Miscellaneous

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES | | 1

CHANGE IN REVENUES ( ) 1 1 |

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 C F
1005 GF/Program Recoipts
1037 GF/Mental Health
Other (Spocify Type-Do not abbreviate)

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

Estimate of any current year (FY2006) cost: 0.0
Mark this box (X) If funding for this bill Is Includod In the Governor's FY 2007 budgot proposal: [ ~ I

POSITIONS
Full-time
Part-time
Tomporarv

ANALYSIS: (Attach ■» soporato p jg o  ifnocossary)

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

Prop ired by: Bill VnnOyke, Acting Director_____________________________________ Phono 907-2G9-8d00
C .sion Oil & Gris Dalo/Timo 5/19/2006

Approvod by: Michnol Mengo, Commissioner_____________________________________ Dalo 5/19/2006
Agoncy Natural Rosourcos__________________

|flr.'MJh?.?0O)OHISI Pago 1 o' 1COMMITTEE COPY



SB 2001

5/20/00

Committee adopted amendments 1*4 & 0 * all conceptual
Upon adjournment of the meeting, I faxed the amendments to Legal with a 
request that they he incorporated into a new workdraft committee s«ostitute. 
Ginger Blaisdell, Staff to Co-Chair Green then informed me that she had directed 
Legal to deliver the CS workdraft to her. She indicated her intention was to then 
hold the CS. I asked if she planned to then proof and review the committee 
substitute to verify that the amendments were properly implemented. She 
responded that she would be closely reviewing the CS to ensure the multiple 
technical and conforming changes that the conceptual amendments would 
necessitate.

5/21/06

Shortly before the Committee's scheduled meeting, Ginger gave the CS, Version 
"G", to the Committee Page to be photocopied and distributed only to Members, 
but not to other Committee staff. I did not review the CS at this time.

The Committee adopted the CS after I asked Co-Chair Green if this was her 
intent. Amendments 7 • 12 were adopted and the CS was reported from Committee 
as amended.

I then faxed the remaining amendments to Legal with a request for a Final. 
Ginger phoned the bill drafter directly and ordered a final.

Ginger took temporary possession of the original '-mceptual amendments #1*4 and 
(5 - those amendments that had been faxed to Leg.,1 for inclusion in the workdraft 
CS. She indicated she needed them to assist her in preparing an explanation of the 
changes contained in the CS that Co-Chair Green would overview in the Senate 
tloor session.

Shortly after this 1 learned that the language of Amendment //.'j had not been 
implemented into the CS "G" in the manner directed by the conceptual language of 
the amendment. The language of the CS did not reflect the action of the 
Committee. The Committee action adopted the language of another hill, SB 305, 
Version "R"! specifically subsections (g) and (h) inserted to AS 43.55.011 in Section 
5, with a modification of the percentage amount. Draft language of this 
amendment was also given to me l>v Ginger for reference purposes, hut was not 
mentioned by the Committee or the sponsor of the amendment, Senator Stedman. 
The draft language contained the same intent as was slated in the motion. The 
inserted language provided the progressivily tax to he assessed when the gross 
price of oil reached $50. It appears that the CS provides that the progressivily tax 
would he assessed on a net value of $35, rather than the gross value.

M indy  Rowland, Senate F inance Commit tee Secreta ry



WORK DRAFT WORK DRAFT
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WORK DRAFT

24-GS2094\G 
Bullock 
5/21/06

CS FOR SEN A TE RILL NO. 2001(FIN)

IN THE LEGISLATURE OF THE STATE OF ALASKA

TWENTY-FOURTH LEGISLATURE - SECOND SPECIAL SESSION

BY THE SENATE FINANCE COMMITTEE

Offered:
Referred:

Sponsor(s): SENATE RULES COMMITTEE I5Y REQUEST OF THE GOVERNOR

A R ILL 

FOR AN A C T  E N T IT L E D  

'An A d  re la ting  to the production tax on oil and gas a n d  to conservation su rch a rg es  on 

oil; relating to c rim inal penalties for violating conditions governing access to a n d  use of 

confidential in form ation  relating (o the p roduction  tax; providing th a t  provisions of 

AS 43.55 do not app ly  to certain oil and  gas subject to a contract executed u n d e r  the 

A laska S tran d ed  G as Development Act; am end ing  the definition o f  'gas ' as that 

definition applies in the Alaska S tranded  Gas D evelopm ent Act; m ak in g  conform ing 

am endm ents ;  and  p rovid ing  for an effective dale ."

HE IT  E N A C T E D  RY T IIE  LE G ISL A T U R E  O F  T H E  S T A T E  O F A LA SK A ;

Section 1. The uncodified law of the State of Alaska is amended In adding a new section 

to read:

LEGISLATIVE INTENT. (a) It is the intent of the legislature through sec. 11 o f  this 

Act to confirm In clarification the long-standing interpretation of AS 43.55.020(f) In th. 

Department o f  Revenue.

-I-
Nt>w  T i f X t  ’ r . i o r ]  (DKLETBD TEXT OMCXE7SO)

USSR 2001 (F t.\)



WORK DRAFT WORK DRAFT 24-GS2094\G

1 (b) ii is the intent of the legislature that the division or other unit of the Department of

2 Environmental Conservation assigned responsibility for administration of the programs under

3 AS 46.08 that are principally supported by the conservation surcharges on oil levied under

4 AS 43.55.201 - 43.55.299 and 43.55.300 - 43.55.310

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

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

7 surcharges as amended by secs. 26 and 28 of this Act; and

8 (2) request appropriations for exceptional program needs and expansions

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

10 from alternative funding sources.

11 * Sec. 2. AS 43.05.230(f) is amended to read:

12 (f) A wilful violation of the provisions of this section o r  of n condition

13 im posed und er  AS 43.55.040(1 )(B) is punishable bv a fine of not more than S5.000.

14 or by imprisonment for not more than two years, or by both.

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

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

17 deduct any taxes based on or measured by net income. The taxpayer  mnv deduct the

IS tax levied and paid un d er  AS 43.55.

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

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

21 state shall be the federal taxable income o f  the taxpayer’s consolidated business for the

22 tax period, except that

23 ( I ) taxes based on or measured by net incc me that are deducted in the

24 determination of the federal taxable income shall be added back; the tax levied and

25 paid t inder AS 43.55 mnv nol be added  hack:

26 12) intangible drilling and development costs that are deducted as

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

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

29 I them as expenses under 26 L'.S.C. 263(c) (Internal Revenue Code) had not been

30 exercised;

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

II CSSH :on i(F IN ) -2-
I  New T exC U n d e r l in e d  (DELETED 'TEXT hfiACKETED]
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3

4

5

6

7
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9

10
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15

16 

17 

IS

19

20 

21 

2")

23

24

25

26

27

28

29

30

31

1

2
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, 1981.

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

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

produced each month from each lease or property in the stale, less any oil and gas the 

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

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

to 22.5 percent of the produclion tax value of the taxable oil and gas as calculated 

under AS 43.55.160.

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

produced each month from each lease or property in the state 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. T he provisions of this subsection apply to a 

landowner's royally interest as follows:

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

value at the point of produclion 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) if the department determines that, for purposes of reducing the 

producer's tax liability under ( I ) 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 11 i of this subsection, the tax is equal lo

(i) tor oil that is produced from a lease or propern in 

the Cook Inlet sedimentary basin, five j crcent of the gross value .it the 

point of production of the oil;

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

•3- CSSB 2001 (UN)



WORK DRAFT WORK DRAFT 24-GS2094\

subparagraph, 22.5 percent of the gross value at the point o f  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 o f  the gas.

(g) In addition to the taxes levied under (e) and (0  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 (i) of this section, the tax levied 

under this subsection is equal to .1 percent of the production lax value o f  the taxable 

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

determined under (h) of this section.

(h) For purposes o f  (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 o f  this subsection, a barrel of oil equivalent is a barrel of oil. in the case 

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

(i) For a month that ends before April 1. 2021. the total tax levied by (ej and 

(g) of this section on gas produced from a lease or property in the Cook Inlet 

sedimentary basin may not exceed

of gas before April 1. 2006. the product obtained by multiplying (A) the amount of gas 

produced during that month from the lease or property, times IB) the average rate of 

tax that was imposed under this chapter on gas produced from the lease or property for 

the 12-month period ending on March 31. 2006, times (C) the average prevailing value 

for gas delivered in the Cook Inlet area for the 12-inonth period ending March 31. 

2006, as determined by the department under AS 43.55.020(f);

of gas after March 31. 2006. the product obtained by multiplying (A) the amount of

( I ) for a lease or property that first commenced commercial produclion

(2) for a lease or property that first commences commercial production

SSH 200hi*'IN) .4.
::,-w T rxc V : u J I CEI STED TEXT BRACKETED]
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gas produced during that month from the lease or property, times (B) the average rale 

of tax that was imposed under this chapter on gas produced from all leases or 

properties in the Cook Inlet sedimentary basin for the 12-month period ending on 

March 31, 2006, times (C) the average prevailing value for gas delivered in the Cook 

Inlet area for the 12-month period ending March 31, 2006, as determined by th 

department under AS 43.55.020(f).

* Sec. 6. AS 43.55.017(a) is amended to read:

(a) Except as provided in this chapter, the taxes imposed by this chapter are i 

place of all taxes now imposed by the state or any of its municipalities, and neither tin 

state nor a municipality may impose a tax on [UPON]

described in 26 U.S.C. 263(c) (In terna l Revenue Code), as am ended  through 

J a n u a ry  1.1974 (EXPLORATION EXPENSES].

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

(a) Ninety-five percent of the total lax levied by 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 by 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 due for any later month. 

Notwithstanding any contrary provision of AS 43.05.2S0, interest on an overpayment 

is allowed only from a dale 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 w as refunded within the 90-day period.

Sec. 8. AS 43.55.020(b) is amended to read:

(b) The production tax on oil and  (OR] gas shall be paid by or on behalf of the

(1) producing oil or gas leases;

(2) oil or gas produced or extracted in the state;

(3) the value of intangible drilling and developm ent costs, a?

-5- CSS1J 21101 (KIN)
i 'D.vr !c : l  : n i . i i I D ELETED  TEX T  UR/iCKETED]



WORK DRAFT WORK DRAFT 24-GS2094\G

3

4

5

6 

7 

S 

9

10

11
12

13

14

15

16

17

18

19

20

21
id

23

24

25

26

27

28
29

30

31

1

2
producer.

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

(d) In making settlement with the royalty owner fo r  oil and gas that is 

taxable under  AS 43.55.011, the producer may deduct the amount of the tax paid on 

taxable royalty oil and  [OR] gas, or may deduct taxable royalty oil or gas equivalent 

in value at the time the tax becomes due to the amount of the tax paid. Unless 

o therw ise agreed between the p rod u cer  and  the royalty ow ner, the am oun t of the 

tax paid u n d e r  AS 43.55.011(e) and  (g) on taxable royalty oil and  gas for a month, 

o ther  than  oil and gas the ow nersh ip  o r  right to which constitutes a landow ner's  

royalty  interest, is considered to be the gross value a t the point of production of 

the taxable royalty oil and  gas produced during  the m onth multiplied by a lltfiire 

tha t is a quotient, in which

(1) the n u m e ra to r  is the p roducer 's  total tax liability under 

AS 43.55.011(e) and (g) for the m onth of production; and

(2) the d enom ina to r  is the total gross value at the point of 

p roduction  of the oil and gas taxable tinder AS 43.55.011(e) and  (g) produced hv 

the p ro d u cer  from all leases and  properties  in the state d u r in g  the month.

* Sec. 10. AS 43.55.020(c) 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 - 43.55.180. 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 reprcssuring, 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 - 43.55.180, as oil or gas produced from a lease or property.

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

(f) If oil or gas is p roduced but not sold, o r  if oil o r  tins is produced and 

sold under circumstances where the sale price docs 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 of 

the value of oil or gas of the same kind, quality, and character prevailing (’or that Held
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or area  during the calendar month of production o r  sale [FOR THAT FIELD OR 

AREA].

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

Sec. 43.55.024. T ax  credits  for certa in  losses and  expenditures. (a) A 

producer or explorer may take a tax credit for a qualified capital expenditure as 

follows:

(1) notwithstanding that a qualified capital expenditure may be a 

deductible lease expenditure for purposes of calculating the produclion tax value of oil 

and gas under AS 43.55.160(a), unless a credit for that expenditure is taken under 

AS 38.05.180(i). AS 41.09.010, AS 43.20.043, or AS 43.55.025,

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

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;

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

election under AS 43.55.160(f), instead of taking a tax credit at a rate 

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(c) shall calculate and apply 

every month an annualized tax credit in an amount equal lo 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 qualified capital 

expenditure incurred in connection with geological or geophysical exploration or in 

connection with an exploration well only if the producer or explorer provides to the 

department, as part of the statement required under AS 43.55.030(a) for the month for 

w hich the credit is sought to be taken, the producer's or explorer's w ritten agreement

(A) to notify the Department of Natural Resources, within 30 

days after completion of the geological or geophysical data processing ot 

completion of the well, or within 30 days alter the statement is filed, whichever 

is the latest, of the date o f  completion and to submit a report lo that depanment
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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 date 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 o f  Natural Resources shall hold confidential the information

provided to that department under this paragraph for 10 years following the 

completion date, after which the department shall publicly release the

information after 30 days' public notice.

(b) A producer or explorer may elect to take a tax credil in tiie amount of 22.5 

percent of a carried-forward annual loss. A credit under this subsection may be applied 

against a tax due under AS 43.55.011(c) and may be applied irrespective of whether 

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

authorized by (j) 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(c) 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 ( j»o f  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 credil 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 

latest of (1) March 31 of the year following the calendar yeai in which the qualified 

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

incurred; (2) if the applicant is required under AS 43.55.030(a) and (e) to file a
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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 date the statement was filed; or (3) the date the application 

was received by the department. If, based on the information then available to it, the 

department is reasonably satisfied that the applicant is entitled to a credit, the 

department shall issue the applicant a transferable tax credit certificate for the amount 

of the credit. A certificate issued under this subsection docs not expire,

(e) A person to which a transferable tax credit certificate is issued under (d) of 

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

transfer the certificate. Subject to the limitations set out in (a) - (c) of this section, and 

notwithstanding any action the department may take with respect lo the applicant 

under (g) 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 tax due under AS 43.55.011(e). 

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

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

during a calendar year to iess than SO percent o f  the tax that would otherwise be due 

without applying that credit. Any portion of a credit not used under this subsection 

may be applied in a later period.

( 0  Under standards established in regulations adopted by the department and 

subject to appropriations made by law, the department, on the written application of 

the person to whom a transferable tax credit has heen issued under (d) of this section 

and whose average amount of oil and gas produced a day taxable under 

AS 43 .55 .011(e) is not more than 50.000 barrels of oil equivalent a day for the 

preceding calendar year, shall issue a cash refund, in whole or in pari, for the 

certificate if the department finds

(1) after investigation and audit of the tax credil claim by the 

department, that the applicant is entitled to the credit to the extent of the refund 

amount:

(2) within 24 months after hav ing applied for the transferable tax credit 

certificate, that the applicant incurred a qualified capital expenditure or was the 

successful bidder on a bid submitted for a lease on state land under AS 38.05.180(f);
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(3) that the amount of the refund would not exceed the total of 

qualified capital expenditures and successful bids descnbed in (2) of this subsection 

that have not been the subject of a finding made under this paragraph for purposes of a 

previous refund;

(4) that the applicant does not have an outstanding liability to the stale 

for unpaid delinquent taxes under this title; and

(5) that the sum of the amount of the refund applied for and amounts 

previously refunded to the applicant during the calendar year under this subsection 

would not exceed $25,000,000.

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

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

certificate relates or to adjust 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 

lax 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 

entii.ed, or the applicant's available valid outstanding credits applicable against the tax 

levied by AS 43.55.011(e) are reduced bv that amount. If the applicant's tax liability is 

increased under this subsection, the increase 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 ir considered a producer subject to the tax 

levied by AS 43.55.011(e).

(h) 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 rnd to ensure that a credit is 

not used more than once, and otherwise implementing this section.

(i) A person may not elect to take a tax credit under (a) or (j) 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 u n d e  AS 43.55.160(c) if it had been incurred on or after April 1, 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 if not more than an immaterial portion of

CSSB 200KFIN) ♦10.
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(lie asset meets a description under (1) or (2) of this subsection. For purposes of this 

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

(j) For the purposes of this section.

(1) a producer's or explorer's transitional investment expenditures are 

the sum of the expenditures the producer or explorer incurred on or after April 1, 

2001, and before April 1, 2006, that would be qualified capital expenditures if they 

were incurred on or after April 1, 2006, less the sum of the payments or credits the 

producer or explorer received before April I, 2006, for the sale or other transfer of 

assets, including geological, geophysical, or well data or interpretations, acquired by 

the producer or explorer as a result of expenditures the producer or explorer incurred 

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

incurred on or after April 1,2006;

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

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 docs 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(0;

(3) a producer or explorer may not take a lax credit tor a transitional 

investmcnt expenditure

(A) for any month that ends the later of 

<i > April 30. 2013; or

tin  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(c), if the producer did not have 

commercial production of oil or gas from a lease or property in the state
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before April 1, 2006;

(B) more lhan once; or

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

AS 38.05.180(i), AS 41.09.010, AS 43.20.043, or AS 43.55.025;

(4) notwithstanding (d), (e), and (g) 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.

(k) 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 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.

(/) In this section,

(1) "barrel of oil equivalent" means one barrel, in the case of oil. or 

6,000 cubic feet, in the case of gas;

(2) "qualified capital expenditure" means, except as otherwise 

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

AS 43.55.160 and is

(A) incurred for geological or geophysical exploration; or

(B) treated as a capitalized expenditure under 26 L'.S.C. 

(Internal Revenue Code), as amended, regardless of elections made under 26 

LLS.C. 263(c) (Internal Revenue Code), as amended, and is

(i) treated as a capitalized expenditure for federal 

income tax reporting purposes by the person incurring the expenditure; 

or

(ii) eligible to be deducted as an expense under 26 

L'.S.C. 263(c) (Internal Revenue Code), as amended.

* See. 13. AS 43.55.025(a) is amended to read;

(a) Subject to the terms and conditions of this section. |ON OIL AND GAS
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PRODUCED ON OR AFTER JULY 1, 2004, FROM AN OIL AND GAS LEASE, 

OR ON GAS PRODUCED FROM A GAS ONLY LEASE,] a credit against the 

production tax due under AS 43.55.011(e) [THIS CHAPTER] is allowed for 

exploration expenditures that qualify under (b) of this section in an amount equal to 

one of the following:

(1) 20 percent of the total exploration expenditures that qualify only 

under (b) and (c) of this section;

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

before July 1, 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; or

(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 I, 2016 [2007J, 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 68 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 I. 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 lor which the production tax credit is claimed;

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

and
iC) must be for goods, services, or rental? o f  personal property
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reasonably required for the surface preparation, drilling, casing, cementing, 

and logging of an exploration well, and, in the case of a dry hole, for the 

expenses required for abandonment if the well is abandoned within 18 months 

after the date the well was spudded;

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

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

management 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 for any unit on 

May 13, 2003.

* Sec. 15. AS 43.55.025(0 is amended lo read:
(0 For a production tax credil 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 date of completion and submit a report to 
that department describing the processing sequence and providing a list of 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 (11 of this subsection, ihe explorer shall submit the information 
neccssarv for the commissioner ol natural resources to evaluate the validity of 
the explorer’s claim that the well is directed at a distinctly separate exploration 
target, and the commissioner ol natural resources shall, upon receipt of all
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evidence sufficient for the commissioner to evaluate the explorer's claim, make 

that determination 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) that, 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 will release the information after 30 days' public notice:

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

exploration, each explorer may claim an amount o f  credit that 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) if the department is satisfied that the explorer's claimed 

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

a production tax credit certificate for the amount of credil to be allowed against 

prodiction taxes due under AS 43.55.01 He I [THIS CHAPTER; HOWEVER, 

NOTWITHSTANDING ANY OTHER PROVISION O F THIS SECTION. THE 

DEPARTMENT M AY NOT ISSUE TO AN EXPLORER A PRODUCTION TAX 

CREDIT CERTIFICATE IF THE TOTAL O F PRODUCTION TAX CREDITS 

SUBMITTED FOR COOK INLET PRODUCTION, BASED ON EXPLORATION 

EXPENDITURES FOR W ORK PERFORMED DURING THE PERIOD 

DESCRIBED IN <b) O F T H  S SECTION FOR TH A T PRODUCTION. THAT HAVE 

BEEN APPROVED BY THE DEPARTMENT EXCEEDS S ’O/KIO.OOO).

* Sec. 16. AS 43.55.025.h) is amended to read:

ihi A producer that purchases a production lax credit certificate may apply the 

credits against its production tax liability under AS 43.55.01 He' 11 HIS CHAPTER) 

Regardless of the price the producer paid for the certificate, the producer may receive 

a credit against its production tax liability for the full amount of the credit, but for not
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more than the amount for which the certificate is issued. A produclion tax credit 

allowed under this section may not be applied more than once.

* Sec. 17. AS 43.55.025(i) is amended to read:

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

(1) the amount of the credil 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(e) 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 tinder AS 43.55.011(e) 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 43.55.01 He) in one or more immediately following months.

* Sec. 18. 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 

Tile with the department at the time the tax or a port ion of 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 desenption of each [THE] lease or property Irom 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 uross amount o f [OR] gas 

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

of oil and »as ow ned by each producer for whom the tax is paid;

( 4 1 the itross [TOTAL] value al the point of production of the oil 

and of the [OR] gas produced from each [THJEJ lease oi property owned by each 

producer for whom the tax is paid: [AND]

(5) the name of the firs; purchaser and the price received tor the oil 

and fo r the [OR] cas. unless relieved from this rc t in im i ie i i l in whole o r in part hv 

the department: mid

i6) the producer's lease expenditures and adjustments as 

calculated under AS 43.55. !(.(> [IF SOLD IN THE STATE].
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* Sec. 19. AS 43.55.030(d) is amended to read:

(d) Reports by or 011 behalf of the producer arc delinquent the first day 

following the day the tax is due. [EACH PRODUCER IS SUBJECT TO A PENALT”  

OF $25 A DAY FOR EACH LEASE OR PROPERTY UPON WHICH TIT 

REPORT IS NOT FILED. THE PENALTY FOR FAILURE TO FILE A REPORT I: 

IN ADDITION TO THE PENALTY FOR DELINQUENT TAXES, AND IS A LIE> 

AGAINST TH E ASSETS OF THE PRODUCER.]

* 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 filet 

on or before March 31 of a year must show any adjustments or corrections to tin 

statements that were required under (a) o f  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:

See. 43.55.040. Powers o f  D ep ar tm en t o f  Revenue. Except as provided in 

AS 43.05.405 - 43.05.499, the department may

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

or gas to furnish, whether hv the M inn of regular statements or reports or 

otherwise* additional information that is considered by the department as necessary to 

compute the amount of the tax: notw ithstand ing anv con tra ry provision o f law. the 

disclosure o f additional in formation under this paragraph to the nroducer 

obligated to pnv the tax does not violate AS 40.25.100(a) o r AS 43.05.230(a): 

before disclosing information under this paragraph that is otherwise repaired lo 

he held confidentia l under \S  40.25.H)0(ai o r AS 43.05.230(a). the department 

shall

reasonable opportunity to be heard regard in t; the proposed disclosure and 

the conditions to be imposed under (B> o f this paragraph: and

(B) iminise appropria te conditions lim it inn

(i) access to Che information to those I r jn l counsel, 

consultants, employers. officers, and auents o f the prod i er who

(1) require a person engaged in production and the agent 01 employee

lA ) provide the person that furnished the information a
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1 have a need to know that inform ation for the purpose  of

2 determ ining o r  contesting (he p roducer 's  tax obligation: and

3 (ii) the use of the inform ation  to use lo r  that

4 purpose ;

5 (2) examine the books, records, and files of such a person;

6 (3) conduct hearings and compel the attendance of witnesses and the

7 production of books, records, and papers of any person; and

8 (4) make an investigation or hold an inquiry that is considcred

9 necessary to a disclosure of the facts as to

10 (A) the amount of production from any oil or gas location, or of

11 a company or other producer of oil or gas; and

12 (B) the rendition of the oil and gas for taxing purposes.

13 * Sec. 22. AS 43.55.0S0 is amended to read;

14 Sec. 43.55.080. Collection and  deposit of revenue. Except as otherwise

15 provided under a rt.  IX. sec. 17. Constitution of the S ta te  o f  Alaska, the [THE]

10 department shall deposit in the general fund the money collected by it under

17 AS 43.55.011 - 43.55.180 [AS 43.55.011 - 43.55.150].

IS * Sec. 23. AS 43.55.135 is amended to read:

19 Sec. 43.55.135. M easurem ent. For the purposes of AS 43.55.011 - 43.55.180

20 [AS 43.55.011 • 43.55.150], oil is [SHALL BEJ measured in terms o f  a "barrel of oil"

71 and gas js [SHALL BE] measured in terms of a "cubic foot of gas."

22 * Sec. 24. AS 43.55.150(a) is amended to read:

23 la) For the purpose.1 of AS 43.55.011 - 43.55.180 [AS 43 .55.011 • 43.55.150],

24 the gro*s value at the point of production is [SHALL BE] calculated using the

25 I reasonable costs of transportation of the oil or gas. The reasonable costs of

26 transportation are [SI 1ALL BE] the actual costs, except when the

2" II) [WHEN THE] parties to the transportation of oil or gas arc

25 affiliated:

29 (2) [WHEN THE] contract for the transportation o f  oil or gas is not an

30 a n n s  length transaction or is not representative of the market value of that

31 transportation: mid
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(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 is amended by adding new sections to article 1 to read:

Sec. 43.55.160. D eterm ination of p roduc tion  tax value of oil an d  gas. (a) 

Except as provided in (f) of this section, for purp oses of AS 43.55.011(e) and (g), the 

production tax value of the U.xable oil and gas produced during a month, other than 

gas produced from leases or properties in the Cook Inlet sedimentary basin, 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, less 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) two-thirds of the gross value at 

the point of production o f  the gas taxable under AS 43,55.011(e) and (g) and produced 

by the producer from all leases or properties in the state outside the Cook Inlet 

sedimentary basin, less one-sixth 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 state located south of 6S degrees 15 minutes North latitude 

outside the Cook Inlet sedimentary basin, (2) less the producer's lease expenditures for 

the month us adjusted under (c) of this section, other than lease expenditures 

applicable to gas produced from leases or properties in the Cook Inlet sedimentary 

basin. Except as provided in (f) of this section, for purposes of AS 43.55.011(c) and 

Ig). the production tax value of the taxable gas produced during a month from leases 

or properties in the Cook Inlet sedimentary basin is one-third of the gross value at the 

point of production of the gas taxable under AS 43.55.011(c) and (g) and produced by 

the producer from those leases or properties, less the producer's lease expenditures for 

the month applicable to gas produced from leases or properties in the Cook Inlet 

sedimentary basin, as adjusted under (e) i f  this section. However, a production tax 

value calculated under this subsection may not be less than zero. If a producer does 

not produce taxable oil or gas during a month, the producer is considered to have 

generated a positive production ax value if a calculation described in this subsection 

yields a positive number because the producer’s adjusted lease expenditures for a
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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 a production tax value calculated under

(a) of this section of taxable oil or gas produced during the month to be less than zero 

may be added to the producer's adjusted lease expenditures for one or more other 

months in the same calendar year; the total of any adjusted lease expenditures that are 

not deductible in any month during a calendar year because their deduction would 

cause a production tax value calculated under (a) of this section of taxable oil or 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 explorer that has taken a tax credit under AS 43.55.024(b) or 

that has obtained a transferable tax credit certificate under AS 43.55.024(d) for the 

amount of a tax credit under AS 43.55.024(b) is considered a producer, subject to the 

tax levied under AS 43.55.011(e), to the extent that the explorer generates a positive 

production tax value as the result of the explorer's receiving a payment or credit 

described in (e) o f  this section.

(c) For puiposes of this section,

(1) a producer's lease expenditures for a period arc the costs upstream 

of the point of production of oil and gas that are incurred on or afier April 1. 2006, by 

the producer during the period and that are direct, ordinary, and necessary costs of 

exploring for, developing, or producing oil or gas deposits located within the 

producer's leases or properties in the state 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 state: 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 that determine the costs that an 

operator is allowed to lull a working interest owner that is not the operator.
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under unit operating agreements or similar operating agreements that were in 

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

least one working interest owner with substantial bargaining power, other than 

the operator; and

(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 w'cight 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 nel profits under a lease issued under 

AS 3S.05.180(f)(3)(B), (D), or (E);

(2) the Department of Revenue may authorize a producer, including a 

producer that is an operator, lo treat as its lease expenditures under this section the 

costs paid by the producer that arc billed to the producer by an operator in accordance 

with the terms of a unit operating agreement or similar operating agreement if the 

Department of Revenue finds that

(A) the pertinent provision0 of the operating agreement are 

substantially consistent wilh the Department of Revenue’s determinations and 

standards otherwise applicable under this subsection; and

(B) at least one working interest owner party to the agreement, 

other than the operator, has substantial incentive and a lity to effective!} audit 

billings under the agreement;

(3) an activity does not need to be physically located on. near, or 

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

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

be a cost upstream of the point of production of the oil or gas:

<-li the least expenditures that are applicable to gas produced from 

leases or properties in the Cook Inlet sedimentary basin and the lease expenditures that 

arc applicable to oil and other gas shall be determined under rcgulat;ons adopted by 

the department that provide for reasonable methods of allocating costs between oil and 

gas and between the "ook Inlet sedimentary basin and the rest ol the state:

WORK DRAFT WORK DRAFT 24-GS2094\G

•21* CSSB 2001 (KIN)
tit!'*' T sx z  U n d e r ! i r i fK i ; DELETED TEXT HRACXETED}



II WORK DRAFT WORK DRAFT 24-GS2094\G

2

3

4

5

6

7

8 

9

10
11

12
13

14

15

16 

17 

IS

19

20

21
n

23

24

25

26 

7

2S

29

30

31

1 (5) "direct costs" include

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

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

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

accounting or federal income tax purposes;

(B) payments of or in lieu of property taxes, sales and use 

taxes, motor fuel taxes, and excise taxes;

(C) a reasonable allowance, as determined under regulations 

adopted by the department, for overhead expenses direct’y related to exploring 

for, developing, and producing oil or gas deposits located within leases or 

properties or other land in the state.

(d) For purposes of (c) of this section, lease expenditures do nol include

(1) depreciation, depletion, or amortization;

(2) oil or gas royalty payments, production payments, lease profit 

shares, or other payments or distributions of a share of oil or gas production, profit, or 

revenue;

(3) taxes based on o r  measured by net income;

14) interest or other financing charges or costs of raising equity or debt

capital;

(5) acquisition costs for a lease or property or exploration license;

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

(7) fines or penalties imposed by law;

(S) costs of arbitration, litigation, or other dispute resolution activities 

that involve the state or concern the rights or obligations among owners of interests in. 

or rights to production from, one or more leases or properties or a unit;

(9) donations;

110) costs incurred in organizing a partnership, joint venture, or other 

business entity ot arrangement;

(11) amounts d to indemnify the state; the exclusion provided by 

this paragraph does not apply to the costs of obtaining insurance or a surety b jnd  from 

a third-party insurer or sui.iy ;
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(12) surcharges levied under AS 43.55.201 or 43.55.300;

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

arm's length transaction, expenditures incurred that are in excess of fair market value;

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

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

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

purposes;

(15) a tax levied under AS 43.55.011;

(16) the portion of costs incurred for dismantlement, removal, 

surrender, or abandonment of a facility, pipeline, well pad, platform, or other 

structure, or for the restoration of a lease, field, unit, area, body of water, or right-of- 

way in conjunction with dismantlement, removal, surrender, or abandonment, that is 

attributable to production of oil or gas occurring before April 1, 2006; the portion is 

calculated as a ratio of the amount of oil and gas production associated with the 

facility, pipeline, well pad, platform, or other structure, lease, field, unit, area, body of 

water, or right-of-way occurring before April 1, 2006, to the total amount of oil and 

gas production associated with that facility, pipeline, well pad, platform, or other 

structure, lease, field, unit, area, body of water, or right-of-way through the end of the 

calendar month before commencement of the dismantlement, removal, surrender, or 

abandonment; for purposes of the ratio calculated under this paragraph, 6.000 cubic 

feet of gas is considered to be equivalent to one barrel o f  oil; a cost is not excluded 

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

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

improving the facility, pipeline, well pad, platform, or other structure;

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

is not confined to a gravel pad, or costs to contain, clean up, or remediate such an 

unpermitted oil discharge to the extent that those costs exceed the routine costs of 

opera ion for a producer or explorer that would otherwise be incurred as lease 

expenditures in the absence of the unpcrmittcd oil discharge; this paragraph does not 

apply to the cost of developing and maintaining an oil discharge prevention and 

contingency plan under AS 46.01.030;
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(18) costs incurred to satisfy a work commitment under an exploration 

license under AS 38.05.132.

(e) Unless the payment or credit has already been subtracted in calculating 

billed costs under (c)(2) of this section, a producer's lease expenditures must be 

adjusted by subtracting certain payments or credits received by the producer or by an 

operator acting for the producer, as provided in this subsection. If one or more 

payments or credits subject to this subsection arc received by a producer or by an 

operator acting for the producer during a month or, under (f) of this section, during a 

calendar year, and if either the total amount of the payments or credits exceeds the 

amount of the producer's lease expenditures or the producer has no lease expenditures, 

the producer shall nevertheless subtract those payments or credits from the lease 

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

for that month or calendar year are a negative number and shall be applied to the 

calculation under (a) of this section as a negative number. The payments or credits that 

a producer shall cubtract from the producer's lease expenditures, or from zero, under 

this subsection arc payments or credits, other than tax credits, received by the producer 

or by an operator acting for the producer for

(1) the use by another person of a production facility in which the 

producer has an ownership interest or the management by the producer of a production 

facility under a management agreement providing for the producer to receive a 

management fee;

(2) a reimbursement or similar payment that offsets the producer’s 

lease expenditures, including an insurance recovery from a third-party insurer and a 

payment from the state or federal government for reimbursement of the producer's 

upstream costs, including costs for gathering, separating, cleaning, dehydration, 

compressing, or other field handling associated with the production of oil or gas 

upstream of the point o r produclion;

(3 ) the sale or other transfer of

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

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

expenditure that would be a lease expenditure if it were incurred on or after
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April 1, 2006; for purposes of this subparagraph,

(i) if a producer removes from the state, for use outside 

the state, an asset described in this subparagraph, the value of the asset 

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

producer for sale or transfer of the asset;

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

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

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

must be the fair market value; and

(B) oil or gas

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

property under AS 43.55.020(e): and

(ii) the cost of acquiring which is a lease expenditure 

incurred by the person that acquires the oil or gas.

(f) In place of the adjusted lease expenditures for a month under (a) of this 

section, a producer may, at any time, elect to substitute, for every month of a calendar 

year, 1/J2 o f  the producer's adjusted lease expenditures for the calendar year.

(g) The department shall specify or approve a reasonable allocation method 

for determining the portion of a cost that is appropriately treated as a lease expenditure 

under (c) o f  this section if a cost that would otherwise constitute a lease expenditure 

under (c) of this section is incurred to explore for. develop, or produce

(1) both an oil or gas deposit located within land outside the state and 

an oil or gas deposit located within a lease or property, or other land, in the state; or

(2) an oil or gas deposit located partly within land outside the state and 

partly within a lease or property, or other land, in the state.

(h) For purposes of AS 43.55.024(a) and (Id and only as to expenditures 

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

dow not own a working interest, the term "producer" in (hi. (c), and (c) of this section 

includes "explorer."

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

necessary to carrying out the purposes of this section, including the incorporation of
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the concepts of 26 U.S.C. 482 (Internal Revenue Code), as amended, the related or 

accompanying regulations of that section, and any ruling or guidance issued by the 

United States Internal Revenue Service that relates lo that section.

(j) For puiposcs of this section,

(1) "explore" includes conducting geological or gconhysical 

exploration, including drilling a stratigraphic test well;

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

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

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

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

target zones of which are located in the state.

Sec. 43.55.170. Additional nontransfcrable  tax credit, (a) For a month for 

which a producer's tax liability under AS 43.55.011(e) exceeds zero before application 

of any credits under this chapter, a producer that is qualified under (c) of this section 

may apply a tax credit under this section of up to $1,000,000 against that liability.

(b) A producer may not take a lax credit under this section for any month that 

ends the later of

(1) March 31.2016; or

(2) ‘he IOth anniversary of the last day of the month for which the 

producer first has commercial oil or gas production from at least one lease or property 

in the state, if the producer did not have commercial oil or gas produclion from a lease 

or property in ti e state before April I, 2006.

(c) On written application by a producer, including any information the 

department may require, the department shall determine whether the producer 

qu; ’ifics under this section for a calendar year. To qualify under this section, a 

producer must demonstrate that its operation in the state or its ownership of an interest 

in a lease or property in the state as a distinct prc ' , r  entity would not result in the 

division among multiple producer entities of any production tax liability under 

AS 43.55.011(e) that would be reasonably expected to be attributed to a single 

producer entity if the tax credit provision of (a) of this section did not exist

(d) A tax credit authorized by this section may not he applied to educe a
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producer's tax lirbilily under AS 43.55.011(e) for any month below zero. An unused 

portion of a tax credit that could otherwise be applied for a month but whose 

application w-ould cause the producer's tax liability under AS 43.55.011(e) for the 

month to be less than zero may be applied for one or more other months in the same 

calendar year to the extent otherwise allowed under this section.

(c) An unused tax credit or portion of a tax credit under this section is not 

transferable and may not be carried forward to or used in a later calendar year.

Sec. 43.55.180. R equ ired  reports, (a) The Department of Revenue shall

(1) study

(A) the effects of the tax rales under AS 43.55.011(f) and of

potential changes in those tax rates on stale revenue and on oil and gas

exploration, development, and production on private land; and

(B) the fairness of the tax rales under AS 43.55.011(f) and of

potential changes in those lax rates for private landowners; and

(2) prepare a report on or before the first day of the 2013 regular 

session of the legislature on the results of the study made under (1) of this subsection, 

including a recommendation as to whether those tax rates should be changed; the 

department shall notify the legislature that the report prepared under this paragraph is 

available.

(b) The Department of Revenue shall

(1) study the effects of the credits authorized by AS 43.55.025 and 

43.55.170 on state revenue, on the cncouragemcn' of exploration, development, and 

production of oil and gas deposits located in the state, and on the encouragement of 

new entrants into the oil and gas industry in the state; and

(2) prepare a report on or before the first day of the 2015 regular 

session of the legislature on the results of the study made under (1) of this subsection, 

and shall include with the report a recommendation as to whether the legislature 

should extend the availability of the credits under AS 43.55.025 and 43.55.170; the 

department shall notify the legislature that the report prepared under this paragraph is 

available.

Sec. 2f». AS 43.55.201 is amended to read:
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Sec. 43.55.201. Surcharge levied, (a) Every producer of oil shall pay a 

surcharge of S.01 [S.02] per barrel of oil produced from each lease or property in the 

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

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

imposed hv AS 43.55.011 and is due on the last dav  of the month on oil produced

from each lease o r  p roperty  during  the preceding  month. The s u rc h a rg e  [SHALL 

BE PAID IN THE SAME MANNER AS THE TAX IMPOSED BY AS 43.55.011 - 

43.55.150; ANDJ is in addition to the surcharge imposed by AS 43.55.300 

43.55.310.

(c) A producer of oil shall make reports of production in the same manner ar.J 

under the same penalties as required under AS 43.55.011 - 43.55.180 [AS 43.55.011 - 

43.55.150],

* Sec. 27. AS 43.55.201 is amended by adding a new subsection to read:

Id) Oil not considered under /  S 43.55.020(e) to be produced from a lease or

property is not considered to be produced from a lease or property for purposes of this 

section.

* Sec. 28. AS 43.55.300 is amended to read:

S e c . 4 3 .5 5 .3 0 0 . S u rc h a rg e  le v ie d , (a ) E v e r y  producer o f  o il sh a ll pay a

surcharge of S.04 [.$.03] per b a n d  of oil produced from each lease or property in the 

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

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

imposed ln  AS 43.55.011 and is due on the last dav of the month on oil produced 

from each lease o r  p roperty  durinu  the precedim» month. The su rcharge  [SHALL 

BE PAID IN TH E SAME MANNER AS THE TAX IMPOSED BY AS 43.55.011 - 

43.55.150; AND] is in addition to the surcharge imposed by AS 43.55.201 - 

43.55.231.

te> A producer of oil shall make reports of production m the same manner and 

under the same penalties as required under \S  43.55.011 - 43.55.ISO [AS 43.55.011 

43.55.150].

* Sec. 29. AS 43.55.300 is amended by adding a new subsection to read:

(d) Oil not considered under AS 43.55.020(e) to be produced from a lease or
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property is not considered to be produced from a lease or property for purposes of this 

section.

* Sec. 30. AS 43.55 is amended by adding a new section to article 4 to read:

Sec. 43.55.890. Relationship to Alaska S tranded  Gas Development Act. 

During the period that a valid contract executed under AS 43.82, as amended, is in 

force. AS 43.55.011 - 43.55.310 do not apply to oil or gas for which a producer is 

obligated to make payments in lieu of taxes or oil surcharges. A payment in lieu of 

taxes includes delivery of gas to the state in lieu of taxes.

* Sec. 31. AS 43.55.900(6) is repealed and reenacted to read:

(6) "gas"means

(A) all natural, associated, or casinghead gas;

(B) all hydrocarbons that

(i) arc recovered by mechanical separation of well 

fluids or by gas processing in a gas processing plant; and

(ii) exist in a gaseous phase at the completion of 

mechanical separation and any gas processing in a gas processing plant; 

and

(C) all other hydrocarbons produced from a well not defined as

oil;

* Sec. 32. AS 43.5.1.900(7) is repealed and reenacted lo read:

(7) "gross value at the point of production" means

(A) for oil. the value ot the oil at its point of production 

w ithout deduction of any costs upstream of that point of production;

(13) for gas. the value of the gas at its point of production 

without deduction of any costs upstream of that point of production;

* See. 33. AS 43.55.900( 10) is repealed and reenacted to read:

(10) "oil" means

i A) crude petroleum oil: and

(13) all liquid hydrocarbons that arc recovered by mechanical 

separation of well fluids or by gas processing in a gaj processing plant.

Sec. 34. AS 43.55.900 is amended by adding new paragraphs to read:
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(17) "Cook Inlet sedimentary basin" has the meaning given in 

regulations adopted to implement AS 38.05.180(()(4);

(IS) "explorer" means a person who, in exploring for new oil or gas 

reserves, incurs expenditures;

(19) "gas processing"

(A) means processing a gaseous mixture of hydrocarbons

(i) by means of absorption, adsorption, externally 

applied refrigeration, artificial compression followed by adiabatic 

expansion using the Joule-Thomson effect, or another physical process 

that is nol mechanical separation; and

(ii) for the purpose of extracting and recovering liquid

hydrocarbons;

(B) does not include gas treatment;

(20) "gas processing plant" means a facility that

(A) extracts and recovers liquid hydrocarbons from a gaseous 

mixture of hydrocarbons by gas processing; and

(B) is located upstream of any gas treatment and upstream of 

the inlet of any gas pipeline system transporting gas to a market;

(21) "gas treatment"

(A) means conditioning gas and removing from gas 

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

tender and acceptance into a gas pipeline system;

<B) includes incidentally removing liquid hydrocarbons from

the gas;

(C) does nol include

(i) dehydration required to facilitate the mou-mcnt of 

gas from the well to the point where gas processing takes place;

(in  the scrubbing of liquids from gas to facilitate gas

processing;

(22) "landow ner’s royalty interest" means

(A) a lessor’s royalty interest under an oil and gas lease; or
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