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

billings under the agreement

(d) For purposes of (t) of this section, "direct costs"

( 1 ) includes

(A) outlays for —pita] oo&e»o,--------

(B) payments ol property taxes, sales :nc use taxes, motor fuel 

taxes, and excise taxes;

(C) a reasonable allowance, as determined under regulations 

adopted by the department, for overhead expenses directly related to exploring 

for, developing, and producing oil or gas deposits located within lease'-, or 

properties or other land in the state;

(2 ) does not include

(A) depreciation or amortization of oapil2 aaiats;

(B) royalty payments hv oil and gas;

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

(D) interest or other financing charges or costs of raising equity

or deb: capital;

(E) acquisition costs for a lease or property or exploration

license;

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

(G) fines or penalties imposed by law;

(H) 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;

(I) donations;

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

other business entity or arrangement;

(K) amounts paid to indemnify the state; the exclusion 

provided by this paragraph does not apply to the costs of obtaining insurance 

or a surety bond from a thirti party insurer or surety;

t
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(L) surcharges levied under AS 43.5:,.201 or 43.55.300.

(e) A producer's lease expenditures must be adjusted by subtracting any 

payment or credit the producer receives fox

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

producer has an ownership interest;

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

lease expenditiii cs, including 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 oi 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; 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 (V) of this 

section, a producer may, at any time, elect to substitute, for every month of b calendar 

year, one-twelfth of the producer's adjusted lease expenditures for the calendar year.

(g) For the. purposes of this section,

( 1 ) a producer's transitional investment expenditures are the sum of the 

expenditures the producer incurred on or after jii.uary 1, 2003, and before April 1, 

2006, that would be qualified capital expenditures, as defined in AS 43.55.024, if they 

were incurred on or after April 1, 2006, less the sum of the payments or credits the 

producer 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 as a result of expenditures the producer incurred an nr nftrr lam tty l, anffl
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'jfM - before April 1, 2006, that woulo be qualified capital expenditures, as defined in 

AS 43.55.024, if they were incurred on or after April 1, 2006, multiplied by

(A) 25 percent for expenditures incurred on or after January 1,

2003, and before January 1,2004;

(B) 50 percent for expenditures incurred on or after January 1,

2004, and before January 1,2005; and

(C) 75 percent for expenditures incurred on or after January 1,

2005, and before April 1, 2006;

(2) notwithstanding ( 1 ) of this subsection, an amount of transitional 

investment expenditures may not be deducted under (a) of this section for a month for 

which the average price of Alaska North Slope oil delivered on the United States West 

Coast, as dctenmincd under (h) of this section, is equal to or less than $40 a barrel, as 

adjusted for inflation under (h) of this section.

(h) The average price described in (g) of this section shall be an average, as 

calculated using a formula prescribed by the department by regulation, of published 

daily spot price assessments during the month for Alaska North Slope oil delivered on 

the United States West Coast. However, if the department determines that the daily 

assessments cease to be published throughout the calendar year or appear likely to 

soon cease to be published throughout the calendar year or that they cease to be 

reliable evidence of market conditions or appear likely to socn cease to be reliable 

evidence of market conditions, the department shall by regulation provide that the 

average price described in (g) of this section is the prevailing value of Alaska North 

Slope oil delivered on the United Grates West Coast as determined under regulations 

of the department implementing AS 43.55.020(f). For each year after .2006, the 

department shall adjust the reference price of $40 a barrel set out in (g) of this section 

for inflation. The do’lar amount in (g) of this section changes according to and to the 

extent of changes La the Consumer Price Index for all urban consumers for the 

Anchorage Metropolitan Area compiled by the Bureau of Labor Statistics, United 

States Department of Labor (the index). The index for January of 2006 is the reference 

base index. If the index is revised, the percentage of change is calculated based on the 

revised index. If a revision of the index changes the reference base index, a revised

r a x  9 0 7 2 7 9 8 6 4 4  ATTORNEY GENERAL'S OFF -  DOR COIOCR JNU 8 ) 0 1 9 /0 2 0
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1/

1 /

reference base index is determined by multrpbing the reference base index applicable 

by the rebasing factor furnished by the United States Bureau of Labor Statistics. If  the 

index is superseded, the index referred to in this section is the one represented by the 

United States Bureau of Labor Statistics as reflecting most accurately changes in the 

purchasing power of the dollar for Alaska consumers.

(i) The department shall specify ot 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 cos' iiat would otherwise constitute a lease expenditure 

under (c) of this section is incunreo 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 withan 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.

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

necessary to carrying out the purposes of this section.

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

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

■ai rirfmari in Afi?ll5 5 Q2S| does not own a working interest, the term "producer" in 

(d  and (e) of this section includes "exploit.”

(/) For purposes of this section,

( 1 ) "explore" includes conducting geological or geophysical 

exploration, including drilling a stnugraphic test well;

(2) "ordinary and necessary" has the meaning given "ordinar- and 

necessary" it  26 U.S.C. 162 (Internal Revenue Code) and regulations adopted under 

thrl section;

(3) "stratigraphic test well" means a well drilled for1 the sole purpose of 

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

target zones of which ar? located in the state.,  -------------------------------------------- ——

* . f
if i* ivs ***.•■

43.55.170. Additional ncntrarsferable credit (a) For a month for-which 

•ire net value of drTtaXSWe-eiLairdj^ar producetljiurmgrtJlETnonth calculated under 

AS 43.55.160 exceedsjerxv^rniT^certhaTirqllB^^ (b) of this section may
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'teduce die net value by applying a tax credit for a qualified capital expends 

term i defined in AS 43.55.024, if the qualified capital expepdtfllre involved a 

payir-nt made in thuJtateand the claim of the credit jjjw ftaken under AS 43.55.024 

or 4: 55.025. The credit aulhoriz&Hi}ahis>«bScctioTi may be calculated and applied 

ro .'iai
(1 ) tba-rigf value for the month is not reduiedjjelow zero; and

(2 ) the total of the credits applied during tl<e calcriitw^year does not 

.^Fxeeed $10,000,000.
(b) On Wi tten application by a producer, including any information th? 

'lepartment may require, the department shall determine whether the producer 

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

pioducer must den onstrate that its operation in the state or its ownership of an interest 

ui a lease or pjoperty in the state os a distinct producer entity would not result in the 

division ranonp. multiple producer entities of anŷ w t valua of UWahU oil wnd gao, an-

-dawufflned under AS 43.55. a -v . i , that would ]?c reasonably expected to be attributed 

to a single producer entity :f t h e p r o v i s i o n  of (a) of this section did not 

exist >
unused allowance or portion of an allowance under thissecjion-ia not

transferable under AS^.r*554)24<d)J inay not vej^pted~~fgfward to a later calendar 

vear, and may^not_jKr--u*ed^to,̂ st^Usna^cam ed4 o rw d  annual loss under

L-̂—A£-4y5!T024(b)~   ’
(d) A producer may not claim a credit under this section for a qualified capital

cxpcndi after March 31, 2016.

4 Sac. 25. AS 43.55.201(a) is amended to read;

(a) J very producer of oil shall pay a surcharge of $.0 1 [$.0 2 ] 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 tar^tion.

"in addition to the tax

! 43.55.201(b) is . trended  to read:

(b) T h e 'S n re h a ig e jm p o scd  by ( 

iroiHOscd by AS  4 3 .5 5 j) lJ  and -e h a iflS F T ia id Jn  the [S A M E ] m anner described  In 

AS 433S^0r^rK T^rehargr [AS THE TA X 1mP(55EB-B}LAS 43.55.011 -

\ 4*f* \0
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* Sec. 27. AS 43.55.201(c) is amended to read:

(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 - 43.55.170 [AS 43.55.011 - 

43.55.150],

* Sec. 28. 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 

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

section.

* Sec. 29. AS 43.55.300(b) is amended to read:

(a) Every producer of oil shall pay a surcharge of $.04 [$.03] per ban J  of oil 

produced from each lease or property in the state. less any oil the ownership or right to 

which is exempt from taxation.

' Sec. 3(b~AS_43J5J00(b) is amended to read:

(b) The iDrehargejmposed by (a) of this 

Imposed hy ^ 4 ^  (111
AS 43.55.020, The

43.55.1 

£55^31.

to the tax

[SAME] manner described In

B Y AS 43.55.011 -

is in addition jto the surcharge imposed by""A&43.55.201 -

THE

* Sec. 31. AS 43.55.300(c) is amended to read:

(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 - 43.55.170 [AS 43.55.011 *

~ 43.55.150].

* Sec. 32. AS 43.55.300 is amended by adding a new subsection to read:

(d) Oil Dot 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. 33. AS 43.55.900(6) is repealed and reenacted to read:

(6) "gas" means

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

13
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(B) ill hydrocarbons that

(i) are recovered by mechanical separation of well 

fluids or by gas processing, and

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

mechanical separation and any gas processing; and

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

oil;

•  Sec. 34. AS 43.55.900(7) is repealed and reenacted to read:

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

(A) for oil. the value of the oil al the automatic custody transfer 

meter or dev re through which the oil enters into the facilities of a carrier 

pipeline or other transportation carrier in a condition of pipeline quality; in the 

absence of an automatic custody transfer meter or device, "gross value at the 

point of production" means the value of the oil at the mechanism or device to 

measure the quantity of oil that has been approved by the department for that 

purpose, through which the oil 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) of this paragraph,

that is

(i) not subjected to or recovered by mechanical 

separation or gas processing, the value of the gas at the first point 

where the gas it accurately metered;

(ii) subjected to or recovered by mechanical separation 

but not gas processing, the value of the gas at (he first point where the 

gas is accurately metered after completion of mechanical separation;

(iii) subjected to or recovered by gas processing, the 

value of the gas at the first point where the gas is accurately metered 

after completion of gas processing;

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

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

-23- CSHB 488(RES)
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1 processing and before the gas treatment, the value of the gas at the first point

2  where gas processing ii competed or where gas treatment begun*, whichever is

3 J further upstream;

4 I 4 Sec. 35. AS  43.55.900(10) is repealed and reenacted to r id:
5 I  (10) "oil" means

6 (A) crude petroleum oil; and

7 (B) all liquid hydrocarbons that are recovered by mechanical

8 separation of well fluids or by gas processing;

9 •  Sec. 36. AS 43.55.900 is amended by adding new paragraphs to read:

10  (17) "gas processing"

11 (A) means processing a gaseous mixture of hydrocarbons

12  (i) by means of absorption, adsorption, externally

13 applied refrigeration, artificial compression followed by adiabatic

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

15 that is not mechanical separation;

16 (ii) for the purpose of extracting and recovering liquid

17 hydrocarbons; and

18 (iii) upstream of any gas treatment and upstream of the

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

20 |  (B) does not include gas treatment;

2 1  I  (18) "gas treatment"

22 (A) means conditioning gas and removing from gas

23 nonbydrocarbon substances for the purpose of rendering the gas acceptable for

24 lender and acceptance into a gas pipeline system; and

25 (B) includes incidentally removing liquid hydrocarbons from

26 the gas.

27 *  Sec. 37. AS 43.55.011(b), 43.55.011(c), 43.55.012(b). 43.55.013, 43.55.016,

28 43.55.900(1), 43.55.900(8), 43.55.900(11), 43.55.900(12), and 43.55.900(16) are repealed.

29 * Sec. 38. The uncodified law of the State of Alaska is amended by adding a new section to

30 read:

31 APPLICABILITY, (a) Sections 5. 6. 8 - 11,13, 14, 16 f \ 8, and ^ 37 of this Act

C S H B 4 8 8 C R E S ) -24-
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apply to oil and gas produced on or after April 1, 2006.

(b) Section 12 of this Act applies to oil and gas produced before, on. or after the 

effective date of sec. 12 of this Act 

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

read:

TRANSITIONAL PROVISIONS, (a) Notwithstanding any contrary provision of 

AS 43.55.024(a), enacted by sec. 14 of this Act, for oil and gas produced on or after April 1, 

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

amount equal to one and two-thirds percent" in AS 43.55.024(a), enacted by sec. 14 of this 

Act, shall be replaced by the phrase "every month during the period April 1, 2006, through 

December 31,2006, an annualized tix credit in an amount equal to 2.222 percent."

(b) Notwithstanding any contrary provision of AS 43.55.024(e), enacted by sec. 14 of 

this Act, for oil and gas produced on or after April 1, 2006, and before January 1, 2007, the 

phrase "a calendar year" in AS 43.55.024(e), enacted by sec. 14 of this Act, shall be replaced 

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

(c) Notwithstanding any contrary provision of AS 43.55.160(0. enacted by sec. 24 of 

this Act, for oil and gas produced on or after April 1, 2006, and before January 1, 2007, the 

phrase "for every month of a calendar year, one-twelfth of the producer’s adjusted lease 

expenditures for the calendar year* in AS 43.55.160(0, enacted by sec. 24 of this Act, shall be 

replaced by the phrase "for each of the last nine months of 20L j. 3SS3B percent of the 

producer̂ adjlisted lease expenditures for that nine-month period." ■■*

For oil and gas produced before April I, 2006. the provisions ofAS43.55, and 

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

Hpphcahl^to the oil and gas continue to apply to that oil and gas. ___--------------------------------

* Sec. 40. The uncodified law of the State of Alaska is amended by adding a new section to 

read:

TRANSITION: REGULATIONS. The Department of Revenue may proceed to adopt 

regulations to implement the changes made by this Act. The regulations take effect under 

AS 44.62 (Administrative Procedure Act), but not before the effective date of the law 

implemented by the regulation.

* Sec. 41. The uncodified law of the State of Alaska is amended by adding a new section to

-25-
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REVISOR'S INSTRUCTION. The revisor of statutes is instructed to change the 

heading of

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

and Gas Production Tax and Oil Surcharge";

(2) article I of AS 43 J 5  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 or gas only exploration";

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

gross value at the point of production."

* Sec- 42. The uncodified law of the State of Alaska is amended by adding a new section to 

read:

CONDITIONAL RETROACTTVITY. If  the sections of this Act that, under sec. 44 of 

this Act, are scheduled to take effect ApiiJ 1, 2006, take effect on or after April 1, 2006, those 

sections of this Act are retroactive to^priJ 1, 2006.

* Sec. 43. Sections 1 - 4, 7, 12, l5y^ .9^.V , and 38^42 of this Act take effect immediately 

under AS 01.10.070(c).

* Sec. 44. Except as provided in sec. 43 of this Act, this Act takes effect April 1, 2006.

7
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(907) 465-3867 or 465-2450 
FAX (907) 465-2029 
Mail Stop 3101

DIVISION OF LEGAL AND RESEARCH SERVICES 
LEGISLATIVE AFFAIRS AGENCY 

STATE OF ALASKA Stale Capitol 
Juneau, Alaska 99801-1182 

Deliveries to: 129 ' “ h St., Rm 329

MEMORANDUM March 14. 2006

SUBJECT Draft CSHB 488(RES) (Work Order No. 24-GH205
TO: Representative Jav Ramras

FRO M : Jack Che: 
Assistant

Represen
Co-Chair rces Committee

The changes set out in the accomksmying draft are made to the bill as introduced. Please 
note --
The changes generally follow from the red line material prepared by Assistant Attorney 
General Rob Mmtz, with the change made to the price index (pr« posed AS 43.55.011(g)), 
added as part of bill section 6. to follow your instruction to s"dst tute a single .25 percent 
provision for the split index set out in the red-line.
In addition, the draft contains:

— provisions eliminating the ninety percent payment/ten percent square up, 
substitution of language requiring payment in full; tnd, for failure to file or tender 
payment in full without justification, inclusion of language calling for a penalty 
comparable to tax penalties otherwise imposed under / S 43; you subsequently directed 
inclusion of a provision imposing a penalty for failure to pay or remit at least 90 percent 
of the tax due, a provision that is included as proposed At’ 43.55 020(h), added as part of 
bill section 13;

-- inclusion of a five percent rate for private royalL :s on leases in effect on that 
provision’s effective date (proposed AS 43.55.011(e)(1)), v, th the rate to be set at the 
commissioner of revenue's discretion (proposed AS 43.55.011̂ )(2)); the latter provision, 
as set out, amounts to a standardless delegation of authority to an executive agency (a 
constitutional problem), and you should revisit it and provide necessary guidance as to 
how that rate should be calculated;

- deletion of the surcharge credit provision, bill sections 25 and 29 of the 
administration's original bill;



Representative Jay Ramras 
Representative Ralph Samuels 
March 14. 2006 
Page 2

— inclusion of Representative Seaton’s amendment A.2 adjusting the split of the 
nickel-per-barrel surcharge;

-- targeted amendments as submitted by the Alaska Oil & Gas Association that 
you have specifically approved for inclusion;

— substitution of language referring to a specific consumer price index 
referencing changes occurring in the Anchorage CPI for all urban consumers.
From an earlier draft, the following have been incorporated into this "F" draft:

— a progressive tax rate, with an index when prices exceed $50/barrel WTI; please 
be sure that the index limits, proposed AS 43.55.011(g), conform to your expectations 
[just so you understand my drafting of the provision, at $150/bbl, the index is calculated 
$150 - $50 = $100, or an index of 100; 100 x .30 = 30 that, when added to the base 20 
percent of gross value, recovers at an effective rate of 50 percent];

-- transitional allowance adjustment: see proposed AS 43.55.160(g), added as 
part of bill section 14; the reference index is set in AS 43.55.160(h); adjustment of the 
transitional investment expenditures from six to seven years is addressed by amending 
the "1/72" fraction to substitute "1/84" in AS 43.55.160(a) and (b)(2)(A);

-- exploration enhancement, extending the authorized credits statewide to July 
2010 — see bill section 15;

-- disallowance of abandonment costs: see '.S 43.55.024(i)(2), added by bill section 14;
-- private royalties set at five percent as to current (i.e. April 1, 2006) leases: see 

treatment of lessor's royalty interest, AS 43.55.011(e)(1);
-- effective date for provisions set to April 1, 2006: bill sections 42 and 44 

address this change;
-- revision of the $73,000,000 allowance: language of the original version was 

deleted and proposed AS 43.55.170 substituted;
- tax credit repurchase: see AS 43.55.024(f), added as part of bill section 14.

In addition, I've made other edits and modifications to conform the measure to the 
Legislative Drafting Manual. Look particularly at the handling of the exceptions to the 
definition of "qualified capital expenditure" with the additional material responsive to
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your request to disallow "abandonment costs” for the credit allowed /'.gainst the 
production tax value of the oil and gas.
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CS FOR HOUSE BILL NO. 488(RES)
IN THE LEGISLATURE OF THE STATE OF ALASKA 

TWENTY-FOURTH LEGISLATURE - SECOND SESSION
BY THE HOUSE RESOURCES COMMITTEE
O ffe red :
Referred:

Sponsor(s): HOUSE RULES COMMITTEE BY REQUEST OF THE GOVERNOR

A BILL 
FOR AN ACT ENTITLED 

"An Act repealing the oil production tax and gas production tax and providing for a 
production tax on oil and gas; relating to the relationship of that tax to other taxes, to 
the dates those tax payments and surcharges are due, to interest on overpayments of the 
tax, and to the treatment of the tax in a producer's settlement with the royalty owners; 
relating to flared gas, and to oil and gas used in the operation of a lease or property 
under the production tax; relating to the prevailing value of oil or gas under the 
production tax; providing for tax credits against the tax for certain expenditures, losses, 
and surcharges; amending the rates applicable to each of the two tax surcharges 
imposed on oil under the production tax that are used to support the oil and hazardous 
substance release prevention and response fund and relating to those surcharges; 
relating to statements ir other information required to be filed with or furnished to the 
Department of Revenue, and relating to the penalty for failure to File certain reports, for
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1 the tax; relating to the powers of the Department of Revenue, and to the disclosure of 

certain information required to be furnished to the Department of Revenue, as
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3 applicable to the administration of the tax; relating to criminal penalties for violating
4
5
6
7
8 
9

10
11
12
13
14
15

16

conditions governing access to and use of confidential information relating to the tax, 
and to the deposit of tax money collected by the Department of Revenue; relating to the 
calculation of the gross value at the point of production of oil or gas; relating to the 
determination of the production tax value of oil and gas for purposes of a tax on the 
production tax value of oil and gas; relating to the definitions of 'gas,' 'oil,' and certain 
other terms for purposes of the production tax, and as the definition of the term 'gas' 
applies in the Alaska Stranded Gas Development Act; making conforming amendments; 
making uniform throughout the state the deadline for certain exploration expenditures 
used as credits against the production tax on oil and gas produced from a lease or 
property in the state by extending to July 1, 2010, the deadline for those expenditures on 
leases or properties located north of 68 degrees, 15 minutes. North latitude; and 
providing for an effective date."

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

17 * Section 1. The uncodified law of the State of Alaska is amended by adding a new section
18 to read:
19 INTENT OF SEC. 12 OF THIS ACT. It is the intent of the legislature through sec. i2
20 of this Act to confirm by clarification the long-standinp interpretation of AS 43.55.020(f) by
21 the Department of Revenue.
22 | * Sec. 2. AS 43.05.2.30(f) is amended to read:
23 (0 A wilful violation of the provisions of this section or o f a condition

24 imposed under AS 43.55.040(1 )(B) is punishable by a fine of not more than $5,000,
25 or by imprisonment for not more than two years, or by both.
26 * Sec. 3. AS 43.20.031(c) is amended to read:

CSHB 488(RES) -2 -
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(c) In computing the tax under this chapter, the taxpayer is not entitled to 
deduct any taxes based on or measured by net income. The taxpayer may deduct the 
tax lr> »ed and paid under AS 43.55.

* Sec. 4. AS 43.20.072(b) is amended to read:
(b) A taxpayer's business icome to be apportioned under this section to the 

state shall be the federal taxable income of the taxpayer’s consolidated business for the 
tax period, except that

determination of the federal taxable income shall be added back; the tax levied and 
paid under AS 43.55 may not be added hack;

expenses under 26 U.S.C. 263(c) (Internal Revenue Code) in the determination of the 
federal taxable income shall be capitalized and depreciated as if the option to treat 
them as expenses under 26 U.S.C. 263(c) (Internal Revenue Code) had not been 
exercised;

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)i and

(Internal Revenue Code) as that section read on June 30, 1981.
* Sec. 5. AS 43.55.011(a) is repealed and reenacted to read:

(a) 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 less any oil and gas the 
ownership or right to which is exempt from taxation or constitutes a lessor’s royalty 
interest under an oil and gas lease. The tax is equal to 20 percent of the production tax 
value of the taxable oil and gas as calculated under AS 43.55.160.

* Sec. 6. AS 43.55.011 is amended by adding new subsections to read:

produced each month from each lease or property in the state the ownership or right to 
which constitutes a lessor's royalty interest under an oil and gas lease, except for oil

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

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

(3) c’epletion deducted on the percentage depletion basis under 26

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

(c) There is levied on the producer of oil or gas a tax for all oil and gas
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1 and gas the ownership or right to which is exempt from taxation. For purposes of this
2 subsection, for a lessor's royalty interest under an oil and gas lease
3 (1) that is in effect on the effective date of this section, the tax levied
4 on the oil and gas is equal to five percent of the gross value at the point of production
5 of the oil and gas; however, if the department determines that, for purposes of
6 reducing the producer's tax liability under this paragraph, the producer has received or
7 will receive consideration from the lessor offsetting all or a part of the producer’s
8 royalty obligation, the tax under this subsection is equal to 20 percent of the gross
9 value at the point of production of the oil and gas; and

10 (2) other than an interest described in (1) of this subsection, the tax
11 levied on the oil and gas is equal to a rate to be determined by the commissioner based
12 on the gross value at the point of production.
13 (f) In addition to the taxes levied under (a) and (e) of this section, for each
14 month for which the oil price index determined under (g) of this section is greater than
15 zero, there is levied upon the producer of oil or gas a tax for oil and gas produced
16 during thit month from each lease or property in the state, less any oil and gas the
17 ownership or right to which is exempt from taxation. The tax is equal to .30 percent
18 multiplied by the oil price index as determined under (g) of inis section.
19 (g) The oil price index for a month is the average United States Gulf Coast
20 price for that month of West Texas Intermediate crude oil in dollars per barrel, less
21 $50, except that, if the average price determined under this subsection is
22 (1) not more than $50 per barrel, the oil price index is zero; and
23 (2) more than $150 per barrel, the oil price index is 100.
24 (h) For purposes of (0 and (g) of this section, the department may calculate
25 the average price or may, by regulation, specify the method by which the average
26 price shall be calculated with 'cference to one or more published sources of price
27 information. If, in the department's judgment, reliable published sources of price
28 information on West Texas Intermediate crude oil cease, or appear likely to soon
29 cease, to be available, or if, in the department's judgment, the price of West Texas
30 Intermediate crude oil ceases, or appears likely to soon cease, to be a reliable indicator
31 of the general price level of crude oils, the department shall, by regulation, specify a
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substitute formula for computing the oil price index. The substitute formula specified 
by the department under this subsection must bear, as nearly as is reasonably possible, 
the same relationship to the general price level of crude oils as did the United States 
Gulf Coast price of West Texas Intermediate crude oil.

* Sec. 7. AS 43.55.017(a) is amended to read:
(a) Except as provided in this chapter, the taxes imposed by this chapter are in 

place of all taxes now imposed by the state or any of its municipalities, and neither the 
state nor a municipality may impose a tax on [UPON]

(1) producing oil or gas leases;
(2) oil or gas produced or extracted in the state;
(3) the value of intaneible drilling and development costs, as 

described in 26 U.S.C. 263(c) (Intern* 1 Revenue Code), as amended through 
January 1,1974 [EXPLORATION EXPENSES].

* Sec. 8. AS 43.55.020(a) is repealed and reenacted to read:
(a) The tax levied under AS 43.55.011(a) shall be paid as set out in this 

subsection. The tax, 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 ihe 
preceding month. An unpaid amount of tax that is not paid when due in accordance 
with this subsection becomes delinquent. An overpayment of tax for a month may be 
applied against the tax due for a later month. Notwithstanding any contrary provision 
of AS 43.05.280, interest on an overpayment is allowed only fiom a dale that is 90 
days after the statement required under AS 43.55.030(e) to be filed on or before 
March 31 of the year following the calendar year dunng which the oil and gas were 
produced is filed. However, interest is not allowed if the overpayment was refunded 
within the 90-day period.

* Sec. 9. AS 43.55.020(b) is amended to »ead:
(b) The production tax on oil and [OR] gas sha!1 be paid by or on behalf of the 

producer.
* Sec. 10. AS 43.55.020(d) is amended to read:

(d) In making settlement with tne royalty owner for oil or gas that is taxable 
under AS 43.55.011, the producer may deduct the amount of the tax paid on taxable
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royally oil and [CR1 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 othevmv? 
agreed between the producer and the royaUy owner, the amount of the tax paid 
under AS 43.S5.U11 on taxable royalty oil and gas for a month other than oil or 
gas ?he ownership or right to which constitutes a lessor's royalty interest under 
an o’l o- gas lease is considered to he the gross value at the point of production of 
the taxable royalty oil and gas produced during the month multiplied by a figure 
that is a quotient, in which

(1) the numerator is the producer s total tax liability under 
AS 43.55.011(a) for ibe month of production; and

(2) the denominator is the total gross value at the point of 
production of the oil and gas taxable under AS 43.55.011b:) produced by the 
producer (Von; all leases and properties in the state during th? month.

¥ See. 11. AS 43.55.020(e) is repealed and reenacted to read:
(e) Gas flared, released, or allowed to escape in excess of the amount j

authorized by the Alaska Oil and Gas Conservation Commission is considered, for the ■Ipurpose of AS 43.55.011 - 43.55.170, as gas produced from a lease cr property. Oil or 
gas used in '.he operation of a lease or property in the state in drilling for or producing 
oil or gas. or for repressuring, except to the extent determined by the Alaska Oil and 
Gas Conservation Commission to be waste, is not considered, for the purpose of 
AS 43.55.011 - 43.55.170, as oil or gas produced from a lease or property.

* Sec. 12. AS 43.55.020(f) is amended to read:
(f) If oi! or gas is not sold, or if oil or gas is sold under circumstances where 

the sale price does not represent the prevailing value for oil or gas of like kind, 
character, or quality in the field or area from which the product is produced, the 
department may require the tax to be paid upon the basis of the value of oil or gas of 
the same kind, quality, and character prevailing during the calendar month of 
production for that field or area.

* Sec. 12k AS 43.55.020 is amended by adding new subsections to read:
(g) The tax levied under AS 43 55.011(e) and (0 shall be paid monthly and is 

due or. the last day of each calendar month on oil and gas produced from each lease or
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property during the preceding month, and, if not paid before the end of the month in 
which it becomes due, the tax becomes delinquent.

(h) The penalty provisions of AS 43.05.220 apply to a producer who fails to 
pay at least 90 percent of the tax when due under (a) or (g) of this section.

* Sec. 14. AS 43.55 is amended by adding a new section to read:
Sec. 43.55.024. Tax credits for certain losses and expenditures, (a) 

Notwithstanding that a qualified capital expenditure may be a deductible lease 
expenditure for purposes of calculating the production tax value of oil and gas under 
AS 43.55.160(a). a producer or explorer that incurs a qualified capital expenditure 
may also elect to take a tax credit in the amount of 20 percent of that expenditure, 
unless a credit for that expenditure is taken under AS 43.55.025. A credii under this 
subsec»ion may be applied only against a tax due under AS 43.55.011(a). For a 
calendar year for which the producer makes an election under AS 43.55.160(f), .nstcad 
of taking a tax credit of 20 percent of each separate qualified capital expenditure after 
it has been incurred, a produce tiiat 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(a) shall calculate and apply every month an annualized tax credit 
in an amount equal to one and two-thirds percent of tne total qualified capital 
expenditures incurred during that year and for which the tax credit is taken for that 
vear.

(b) A producer may elect to take a tax credit in the amount of 20 percent of a 
carried-forward annual loss. A credit under this subsection may be applied on*y 
against a tax due* under AS 43.55.011(a). For purposes of this subsection, a carried- 
forward annual loss is the amount of a producer'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(a) 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) A person entitled to take a tax credit under this section that wishes to
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transfer the unused credit to another person may apply to the department for a 
transferable tax credit certificate. An application under this subsection must be on a 
form prescribed by the department and must include supporting information and 
documentation that the department reasonably requires. The department shall grant or 
deny tin 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 iier the latest of (1) March 31 of the 
year following the calendar year in which the qualified capital expenditure or carried- 
forward annual loss for which the credit is claimed was incurred; (2) if the applicant is 
required under AS 43.55.030(a) and (e) to file a statement on or before March 31 of 
the year following the calendar year in which the qualified capital expenditures or 
carried-forward annual loss for which the credit was incurred, the date the siatement 
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 does 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 to 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(a). 
However, a credit shown on a transferable tax credit certificate may not be applied to 
reduce a producer's total tax due under AS 43.55.011(a) on oil and gas produced 
during a calendar year to less than 80 percent of the tax that would otherwise be due 
without applying that credit, and 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, the 
commissioner may repurchase a transferable tax credit certificate issued under (d) of 
this section if

(1) within 24 months after the date of issuance of the tax credit

E WORK DRAFT WORK DRAFT 24-GH2052\F
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certificate, the pe r so n  to w h o m  the certificate w as is s u e d  or  a ny  transferee o f  the 

certificate m ak es  a q u a l if ie d  cap ita l ex pend itur e  in  this state or  is the suc cessfu l b id d e r  

o n  a b id  s u b m itte d  for a  lease o n  state la n d  u n d e r  A S  3 8 .0 5 .1 8 0 ( 0 ;  a n d

(2 )  the ex pe nd itur e  m a d e  or b id  s u b m itt e d  u n d e r  ( 1 )  o f  th is sub sec tion  

is not less than the a m o u n t  o f  the transferable tax credit certificate issued  u n d e r  (d )  o f  

th is sectio n .

(g) The issuance of a transferable tax credit certificate under (d) of this section 
does not limit the department's ability to later investigate or audit a tax credit claim to 
which the certificate relates or to adjust or deny the claim if the department determines 
that the applicant was not entitled to the amount of the credit for which the certificate 
was issued. The tax liability of the applicant under AS 43.55.011 - 43.55.170 is 
increased by the amount of the credit that exceeds that to which the applicant was 
entitled. That amount bears interest under AS 43.05.225 from the date the transferable 
tax credit certificate was issued. For purposes of this subsection, an applicant that is an 
explorer is considered iroducer subject to the 1.3- levied under AS 43.55.011.

(h) The dep au.ient may adopt regulations to carry out the purposes of this 
secf,on, including prescribing reporting, record keeping, and certification procedures 
and requirements to verify the accuracy of credits claimed and to ensure that a credit is 
not used more than once, and otherwise implementing this section.

(i) A producer or explorer may not elect to take a tax credit under this section 
fora lease expenditure under AS 43.55.160 that is an expenditure incurred

(1) to acquire an asset (A) the cost of previously acquiring which was a 
lease expenditure under AS 43.55.160(c) or would have been a lease expenditure 
under AS 4J.55.160(c) if it had been incurred on or after Apil 1, 2006; or (B) that has 
previously been placed in service in the state; an expenditure to acquire an asset is not 
excluded under this paragraph if not more than an immaterial pcaion of the asset 
meets a description under (A) or (B) rf this paragraph; for purposes of this paragraph, 
"asset" includes geological, geophysical, and well data and interpretations; or

(2) for an extended period of disuse, dismantlement, removal, 
surrender, or abandonment of a well, facility, pipeline, platform, or other structure, or 
for the restoration of a lease, field, unit, area, or body of water in conjunction with an

WORK DRAFT WORK DRAFT 24-GH2052VF
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extended period of disuse, dismantlement, removal, surrender, or abandonment of a 
facility described in this paragraph.

(j) In this section,
n ) "explorer" has the meaning given in AS 43.55.025;
(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 U.S.C 

(internal Revenue Code), as amended, regardless of elections made under 26 
U.S.C. 263(c) (Internal Revenue Code), as amended, and either is treated as a 
capitalized expenditure by the person incurring the expenditure or is eligible to 
be deducted as an expense under 26 U.S.C. 263(c) (Internal Revenue Code), as 
amended.

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

exploration expenditure must be incurred for work performed on or after July 1, 2003, 
and before July 1, 2010 [2007], except that an exploration expenditure for a Cook Inlet 
prospect must be incurred for work performed on or after July 1, 2005, [AND 
BEFORE JULY 1, 2010, AND EXCEPT THAT AN EXPLORATION
EXPENDITURE, IN WHOLE OR IN PART, SOUTH OF 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 1, 2010,] and

(1 may be for seismic or geophysical exploration costs not connected 
with a specific weii;

(2) i for an exploration well,
(A) must be incurred by an explorer that holds an interest in the 

exploratî .i w< 11 for which the production tax credit is claimed;
(B) may be for either an oil or gas discovery well or a dry hole;

and
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(C) must be for goods, services, or rentals of personal property 
reasonably required for the surface preparation, drilling, casing, cementing, 
and logging of an exploration well, and, in the case of a dry hole, for the 
expenses required for abandonment if the well is abandoned within 18 months 
after the date the well was spudded;

(3) may not be for testing, stimulation, or completion costs; 
administration, supervision, engineering, or lease operating costs; geological or 
management 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. 16. AS 43.55.03''*O is amended to read:
(a) The tax snail be paid to the department and the person paying the tax shall 

file with the department at the time the tax or a portion of the ta„ is required to be 
paid a statement, under oath, on forms prescribed by or acceptable to the department, 
givingj with other information required, the following:

(1) a description of each [THE] lease or property from which the oil 
and [OR] gas were [WAS] produced, by name, legal description, lease numbe  ̂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 gross amount of [OR] gas 

produced from each [THE] lease or property, and the percentage of the gross amount 
of oil and gas owned by each producer for whom the tax is paid;

(4) the gross [TOTAL] value at the point of production of the oil 
and of the [OR] gas produced from each [THE] lease or property owned by each 
producer for whom the tax is paid; [AND]

(5) the name of the first purchaser and the price received for the oil 
and for the [OR] gas, unless relieved from this requirement in whole or in part hv 
the department; and
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(6) the producer's lease expenditures and adjustments as 
calculated under AS 43.55.160 [EF SOLD IN THE STATE].

* Sec. 17. AS 43.55.030(d) is amended to read:
(d) Reports by or on behalf of the producer are delinquent the first day 

following the day the tax is due. The provisions of AS 43.05.2'*" ipply to reports 
that are not timely filed under this section. [EACH PRODUCER IS SUBJECT TO 
A PENALTY OF $25 A DAY FOR EACH LEASE OR PROPERTY UPON WHICH 
THE REPORT IS NOT FILED.] The penalty for failure to file a report is in addition 
to the penalty for delinquent taxes, and is a lien against the assets of the producer.

* Sec. 18. AS 43.55.030 is amended by adding a new subsection to read:
(e) In addition to other required information, the statement required to be filed 

on or before March 31 of a year must show any adjustments or corrections to the 
statements that were required under (a) of this section to be filed for the months of the 
preceding calendar year during which the oil or gas was produced.

* Sec. 19. AS 43.55.040 is amended to read:
Sec. 43.55.040. Powers of Department of Revenue. Except as provided in 

AS 43.05.405 - 43.05.499, the department may
(1) require a person engaged in production and the agent or employee 

of the person, and the purchaser of oil or gas, or the owner of a royalty interest in oil 
or gas to furnish, whe'I.er bv the filing of regular statements or reports or 
otherwise, additional information that is considered by the department as necessary to 
compute the amount of the tax; notwithstanding any contrary provision of law, the 
disclosure of additional information under this paragraph to the producer 
obligated to pay the tax does not violate AS 40.25.100(a) or AS 43.05.230(a); 
before disclosing information under this paragraph that is otherwise required to
be held confidential under AS 40.25.100(al or AS 43.05.230(a), the department 
■shall

(A) provide the person that furnished the information a 
reasonable opportunity to he heard regarding the proposed disclosure and 
the conditions to be imposed under (B) of this paragraph; and

(B) impose appropriate conditions limiting
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(i) access, to the in fo rm ation  to those legal counsel.

consultants, employees, officers, and agents of the producer who 
have a need to know that information for the purpose of 
determining or contesting the producer's tax obligation; and

(ii) the use of the information to use (or the purpose 
of determining or contesting the producer's tax obligation;
(2) examine the books, records, and files of such a person;
(3) c< nduct hearings and compel the attendance of witnesses and the

(B) the rendition of the oil and gas for taxing purposes,
* Sec. 20. AS 43.55.080 is amended to read:

Sec. 43.55.080. Collection and deposit of revenue. Except as otherwisi 
provided under art. IX, sec. 17, Constitution of the State of Alaska, the [THE 
department shall deposit in the general fund the money collected by it unaei 
AS 43.55.011 -43.55.170 [AS 43.55.011 -43.55.150].

* Sec. 21. AS 43.55.135 is amended to read:
Sec. 43.55.135. Measurement. For the purposes of AS 43.55.011 - 43.55.170 

[AS 43.55.01.1 - 43.55.150], oil is [SHALL BE] measured in terms of a "barrel of oil" 
and gas is [SHALL CF] measured in terms of a "cubic foot of gas."

* Sec. 22. AS 43.55.150(a) is amended to read:
(a) For the purposes of AS 43.55.011 - 43.55.170 [AS 43.55.011 - 43.55.150], 

the gross value at the point of production is [SHALL BE] calculated using the 
reasonable costs of transportation of the oil or gas. The reasonable costs of 
transportation are [SHALL BE] the actual costs, except when the

production of books, records, and papers of any person; and
(4) make an investigation or hold an inquiry that is considered 

necessary to a disclosure of the facts as to
(A) the amount of production from any oil or gas location, or o 

a company or other producer of oil or gas; and

affiliated;
(2) [WHEN THE] contract for the transportation of oil oi gas is not an

(1) [WHEN THE] parties to the transportation of oil or gas are

-13-
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1 aim's length transaction or is not representative of the market value of that
2 transportation;
3 (3) [WHEN THE) method of transportation of oil or gas is not
4 reasonable in view of existing alternative methods of transportation.
5 * Sec. 23. AS 43.55.150 is amended by adding a new subsection to read:
6 (d) Under regulations adopted by the department, the department may allow a
7 producer, subject to limitations prescribed by the department as to the frequency of
8 making elections, to elect prospectively to calculate the gross value al the point of
9 production of oil or gas based in whole or part on

10 (1) a royalty value determined under a royalty settlement agreement
11 between the producer and the state, with adjustments if appropriate;
12 (2) a formula prescribed by the department that uses, with adjustments
13 if appropriate, a royalty value or valuation methodology accepted by the
14 (A) Department of Natural Resources under AS 38.05, in the
15 case of oil and gas produced from a lease issued by the Department of Natural
16 Resources or produced from a lease or property that is part of a unit approved
17 by the Department of Natural Resources; or
18 (B) United States Department of the Interior under applicable
19 federal oil and gas leasing statutes, in the case of oil and gas produced from a
20 lease issued by the United States Department of the Interior that is not part of a
21 unit approved by the Department of Natural Resources, or produced from a
22 lease or property that is part of a unit approved by the United States
23 Department of the Interior but not approved by the Department of Natural
24 Resources; or
25 (3) a* ‘her formula prescribed by the Department of Revenue that
26 reasonably estimates a va:ue for the oil or gas at a specific geographical location, such
27 as the point of tender or delivery into a common carrier pipeline; the formula may use
28 factors such as published price indices for oil or gas in or outside the state, quality
29 differentials for oil or gas, transportation costs between markets, and inflation
30 adjustments.
31 * Sec. 24. AS 43.55 is amended by adding new sections to article 1 to read:
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Sec. 43.55.160. Determination of production tax value of oil and gas. (a)

Except as provided in (0 of this section, for purposes of AS 43.55.011(a), the 
production tax value of the taxable oil and gas produced during a month is the total of 
the gross value at the point of production of the oil and gas taxable under 
AS 43.55.011(a) and produced by the producer from all leases or properties in the 
state, (1) less the producer’s tax paid for the month under AS 43.55.011(0; (2) less the 
producer’s lease expenditures for the month as adjusted under (e) of this section, and 
(3) to the extent allowed under (g) of this section and until the total amount of the 
producer's transitional investment expenditures has been deducted, less an amount 
equal to 1/84 of the producer's transitional investment expenditures. However, the 
production tax value calculated under this subsection may not be less than zero.

(b) For purposes of administration of (a) of this section.

in a month but whose deduction would cause the production tax value calculated under 
(a) of this section of the taxable oil and 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 the production tax value calculated under (a) of this section of the taxable oil 
and gas produced during one or more months to be less than zero may be used to 
establish a carried-forward annual loss under AS 43.55.024(b);

otherwise be deductible in a month but whose deduction would cause the production 
tax value calculated under (a) of this section of the taxable oil and gas produced during 
the month to be less than zero

to the extent allowed under (g) of this section, but not more than 1/84 of a 
producer's transitional investment expenditures may be deducted in any month;

(1) any adjusted lease expenditures tha? would otherwise be deductible

(2) an amount of transitional investment expenditures that would

(A may be deducted in a later month during any calendar year

(B) may not be used to establish a carried-forward annual loss 
under AS 43.55.024(b).
(c) For purposes of this section,
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(1) a producer’s lease expenditures for a period are the total costs 
upstream of the point of production of oil and gas that are incurred on or after April 1, 
2006, by the producer during the period and that arc direct, ordinary, and necessary 
costs of exploring for, developing, or prodding oil or gas from deposits located within 
the producer’s leases or properties in the state or, in the case of land in which the 
producer docs not own a working interest, direct, ordinary, and necessary v. ,is of 
exploring for oil or gas deposits located within other land in the state; however, lease 
expenditures do not include the costs incurred to satisfy a work commitment under an 
exploration license under AS 38.05.132; in determining whether costs arc direct, 
ordinary, and necessary costs of exploring for, developing, or producing an oil or gas 
from a deposit of oil or gas located within a lease or property or other land in the st te. 
the department shall give substantial weight to

(A) the typical industry practices and standards in the state and 
in the United States as to costs that an operator is allowed to bill a working 
interest owner that is not the operator, under unit operating agreements or 
similar operating agreements that were in effect on or before December 1, 
2005, and were subject to negotiation with working interest owners, not the 
operator, with substantial bargaining power; and

(B) the standards adopted by the Department of Natural 
Resources as to the costs, other than interest, that a lessee is allowed to deduct 
from revenue in calculating net profits under a lease issued under 
AS 38.05.180(f)(3)(B ), (D), or (E);

(2) the Department of Revenue may authorize a producer, including 
the operator or a working interest owner, to treat as its lease expenditures under this 
section the costs paid by the producer that are 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 provisions of the operating agreement are 
substantially consistent with 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,
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other than the operator, has substantial incentive and ability to effectively audit 
billings under the agreement.
(d) For purposes of (c) of this section, "d>rect costs"

(1) includes

taxes, and excise taxes;
(C) a reasonable allowance, as determined under regulations 

adopted by 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;

(2) does not include

activities that involve the state or concern the rights cr obligations among 
owners of interests in, or rights to production from, one or more leases or 
properties or a unit;

other business entity or arrangement;
(K) amounts paid to indemnify the state; 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;

(A) outlays for capital assets;
(B) payments of property taxes, sales and use taxes, motor fuel

(A) depreciation or amortization of capital assets;
(B) royalty payments for oil and gas;
(C) taxes based on or measured by net income;
(D) interest or other Financing charges or costs of raising equity

or debt capital;
(E) acquisition costs for a lease or property or exploration

license;
(F) costs arising from fraud, wilful misconduct, or negligence;
(G) Fines or penalties imposed by law;
(H) costs of arbitration, litigation, or other dispute resolution

(I) donations;
(J) costs incurred in organizing a partnership, joint venture, or
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(L) surcharges levied under AS 43.55.201 or 43.55.300.
(e) A producer's lease expenditures must be adjusted by subtracting any 

payment or credit the producer receives for
(1) the use by another person of a production facility in which the 

producer has n ownership interest;
(2) a reimbursement or similar payment that offsets the producer's 

lease expenditures, including 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 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; 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 Oi or gas.
(0 In place of the adjusted lease expenditures for a n.onth under (a) of this 

section, a producer may, at any time, elect to substitute, for every month of a calendar 
year, one-twelfth of the producer's adjusted lease expenditures for the calendar year.

(g) For the purposes of this section,
(1) a producer's transitional investment expenditures are the sum of the 

expenditures the producer incurred on or after January 1, 2003, and before April 1, 
2006, that would be qualified capital expenditures, as defined in AS 43.55.024, if they 
were incurred on or after April 1, 2006, less the sum of the payments or credits the 
producer received before April 1, 2006, for the sale or other transfer of assets, 
including geological, geophysical, or well data or interpretations, acquired by the 
producer as a result of expenditures the producer incurred on or after January 1, 2003,
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and before April 1, 2006, that would be qualified capital expenditures, as defined in 
AS 43.55.024, if they were incurred on or after April 1, 2006, multiplied by

(A) 25 percent for expenditures incurred on or after January 1,
2003, and before January 1, 2004;

(B) 50 percent for expenditures incurred on or after January 1,
2004, and before January 1, 2005; and

(C) 75 percent for expenditures incurred on or after January 1,
2005, and before April 1, 2006;

(2) notwithstanding (1) of this subsection, an amount of transitional 
investment expenditures may not be deducted under (a) of this section for a month for 
which the average price of Alaska North Slope oil delivered on the United States West 
Coast, as determined under (h) of this section, is equal to or less than $40 a barrel, as 
adjusted for inflation under (h) of this section.

(h) The average price described in (g) of this section shall be an average, as 
calculated using a formula prescribed by the department by regulation, of published 
daily spot price assessments during the month for Alaska North Slope oil delivered on 
the United States West Coast. However, if the department determines that the daily 
assessments cease to be published throughout the calendar year or appear likely to 
soon cease to be published throughout the calendar year or that they cease to be 
reliable evidence of market conditions or appear likely to soon cease to be reliable 
evidence of market conditions, the depa ment shall by regulation provide that the 
average pnee described in (g) of this section is the prevailing value of Alaska North 
Slope oil delivered on the United States West Coast as determined under regulations 
of the department implementing AS 43.55.020(0. For each year after 2006, the 
department shall adjust the reference pnee of $40 a barrel set out in (g) of this section 
for inflation. The dollar amount in (g) of this section changes according to and to the 
extent of changes in the Consumer Price Index for all urban consumers for the 
Anchorage Metropolitan Area compiled by the Bureau of Labor Statistics, United 
States Department of Labor (the index). The index for January of 2006 is the reference 
base index. If the index is revised, the percentage of change is calculated based on the 
revised index. If a revision of the index changes the reference base index, a revised
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reference base index is determined by multiplying the reference base index applicable 
by the rebasing factor furnished by the United States Bureau of Labor Statistics. If the 
index is superseded, the index referred to in this section is the one represented by the 
United States Bureau of Labor Statistics as reflecting most accurately changes in the 
purchasing power of the dollar for Alaska consumers.

(i) 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 state and 
partly within a lease or property, or other land, in the state.

(j) The department may adopt regulations that establish additional standards 
necessary to carrying out the purposes of this section.

(k) 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, 
as defined in AS 43.55.025, does not own a working interest, the term "producer" in
(c) and (e) of this section includes "explorer."

(/) For purposes of this section,
(1) "explore" includes conducting geological or geophysical 

exploration, including drilling a stratigraphic test well;
(2) "ordinary and necessary" has the meaning given "ordinary and 

necessary" in 26 U.S.C. 162 (Internal Revenue Code) and regulations adopted under 
that section;

(3) "stratigraphic test well" means a well drilled for the sole purpose of 
obtaining geological information to aid in exploring for an oil or gas deposit and the 
target zones of whixh are located in the state.

Sec. 43.55.170. Additional nontransferable credit, (a) For a month tor which 
the net value of the taxable oil and gas produced during the month calculated under 
AS 43.55.160 exceeds zero, a producer that is qualified under (b) of this section may
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reduce the net value by applying a tax credit for a qualified capital expenditure, as that 
term is defined in AS 43.55.024, if the qualified capital expenditure involved 
payment made in this state and the claim of the credit is not taken under AS 43.55.02 
or 43.55.025. The credit authorized by this subsection may be calculated and applie 
so that

exceed SI0,000,000.
(b) On writlen application by a producer, including any information th 

department may require, the department shall determine whether the produce 
qualifies under this section for a calendar year. To qualify under this section, j 
producer must demonstrate that its operation in the state or its ownership of an interes 
in a lease or property in the state as a distinct producer entity would not result in th< 
division among multiple producer entities of any net value of taxable oil and gas, a; 
determined under AS 43.55.160(a), tnat would be reasonably expected to be attributec 
to a single producer entity if the allowance provision of (a) of this section did noi 
exist.

(c) An unused allowance or portion of an allowance under this section is not 
transferable under AS 43.55.024(d), may not be carried forward to a later calendar 
year, and may not be used to establish a carried-forward annual loss under 
AS 43.55.024(b).

(d) A producer may not claim a credit under this section for a qualified capital 
expenditure incurred after March 31, 2016.

* Sec. 25. AS 43.55.201(a) is amended to read:
(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.

* Sec. 26. AS 43.55.201(b) is amended to read:
(b) The surcharge imposed by (a) of this sect'on is in addition to the tax 

imposed by AS 43.55.011 and shall be paid in the [SAME] manner described in 
AS 43.55.020. The surcharge [AS THE TAX IMPOSED BY AS 43.55.011 -

(1) the net value for the month is not reduced below zero; and
(2) the total of the credits applied during the calendar year does nc
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43 55.150; AND] is in addition to the surcharge imposed by AS 43.55.300 - 
43.55.310.

* Sec. 27. AS 43.55.201(c) is amended to read;
(c) A producer of oil shall mcke reports of production in the same manner and 

under the same penalties as required under AS 43.55.011 - 4.3.55.170 [AS 43.55.01 i -
43.55.150].

* Sec. 28. 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 puiposes of this 
section.

* Sec. 29. AS 43.55.300(a) is amended to read:
(a) Every producer of 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.

* Sec. 30. AS 43.55.300(b) is amended to read:
(b) The surcharge imposed by (a) of .‘his section is in addition to the tax 

imposed by AS 43.55.011 and shall be paid in the [SAME] manner described in 
AS 43.55.020. The surcharge [AS THE TAX IMPOSED B Y  AS 43.55.011 - 
43.55.150; AND] is in addition to the surcharge imposed by AS 43.55.201 - 
43.55.231.

* Sec. 31. AS 43.55.300(c) is amended to read:
(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.G11 43.55.170 [AS 43.55.011 -
43.55.150],

* Sec. 32. 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 

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

* Sec. 33. AS 43.55.900(6) is repealed and reenacted to read:
(6) "gas" means

(A) all natural, associated, or casinghead gas;
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(B ) all h y d ro c a rb o n s  that

(i)  a re  re c o v e re d  b y  m e c h a n ic a l s e p a ra t io n  o f  w ell 

f lu id s  o r  b y  g as  p ro c e ss in g ; and

(ii)  e x is t in  a  g a se o u s  p h a se  a t th e  c o m p le tio n  o f  

m e c h a n ic a l s e p a ra tio n  a n d  an y  g as  p ro c e s s in g , a n d

(C ) all o th e r  h y d ro c a rb o n s  p ro d u c e d  f ro m  a w e ll n o t  d e fin ed  as

oil;

* S e c . 3 4 . A S  4 3 .5 5 .9 0 0 (7 )  is  re p e a le d  an d  re e n a c ted  to  read :

(7 ) "g ro  s v a lu e  at th e  p o in t o f  p ro d u c tio n "  m e a n s

(A i fo r  o ii, th e  va lu e  o f  th e  o il at th e  a u to m a tic  c u s to d y  tra n sfe r  

m e te r  o r  d e v ic e  t.irc u g h  w h ic h  th e  oil e n te rs  in to  th e  fa c i l i t ie s  o f  a c a rr ie r  

p ip e lin e  o r  o th e r  tra n sp o rta tio n  c a rr ie r  in a c o n d it io n  o f  p ip e lin e  q u a lity ; in the 

ab se n c e  o f  an  a u to m a tic  c u s to d y  tra n s fe r  m e te r  o r  d e v ic e , " g ro s s  v a lu e  at the 

p o in t o f  p ro d u c tio n "  m e a n s  the  v a lu e  o f  th e  o il a t  th e  m e c h a n is m  o r  d e v ic e  to  

m e a su re  th e  q u a n tity  o f  o il u ia t has been  a p p ro v e d  b y  th e  d e p a r tm e n t  fo r that 

p u rp o se , th ro u g h  w h ich  th e  o il is te n d e re d  a n d  a c c e p te d  in  a c o n d itio n  o f  

p ip e lin e  q u a lity  in to  th e  fa c ilitie s  o f  a  c a r r ie r  p ip e lin e  o r  o th e r  tra n sp o ita tio n  

c a rr ie r  o r  in to  a  f ie ld  to p p in g  p lan t;

(B ) fo r  g a s , o th e r  than  gas d e s c r ib e d  in  (C ) o f  th is  p a rag rap h ,

th a t is

( i)  n o t su b je c te d  to  o r  re c o v e re d  b y  m ech an ica l 

s e p a ra tio n  o r  g as  p ro c e ss in g , the v a lu e  o f  th e  g as  a t th e  firs t po in t 

w h e re  th e  g as  is a c c u ra te ly  m e te red ;

(ii)  su b je c te d  to  o r  r e c o v e re d  b y  m e c h a n ic a l sep a ra tio n  

b u t n o t g a s  p ro c e s s in g , the  va lu e  o f  th e  g a s  a t th e  firs t p o in t w h ere  the 

g as  is a c c u ra te ly  m e te re d  a fte r  c o m p le tio n  o f  m e c h a n ic a l  se p a ra tio n ;

( iii)  su b je c te d  to  o r  re c o v e re d  b y  g as  p ro c e s s in g , the 

v a lu e  o f  the  g a s  at th e  firs t p o in t w h e re  th e  g a s  is  a c c u ra te ly  m e te red  

a f te r  c o m p le tio n  o f  g a s  p ro cess in g ;

(C )  fo r  g a s  run  th ro u g h  an in te g ra te d  g a s  p ro c e s s in g  an d  gas 

tre a tm e n t f a c ili ty  th a t d o e s  not a c c u ra te ly  m e te r  th e  g as  a f te r  the  gas
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p ro c e s s in g  a n d  b e fo re  the  g a s  tre a tm e n t, th e  v a lu e  o f  th e  g a s  a t th e  f irs t  p o in t 

w h ere  g a s  p ro c e s s in g  is  c o m p le te d  o r  w h e re  g a s  t re a tm e n t b eg in s , w h ic h e v e r  is 

fu r th e r  u p s tre a m ;

* S e c . 3 5 . A S  4 3 .5 5 .9 0 0 (1 0 )  is  re p e a le d  an d  re e n a c te d  to  re a d :

(1 0 )  "o il"  m e a n s

(A ) c ru d e  p e tro le u m  o il; a n d

(B ) a ll l iq u id  h y d ro c a rb o n s  th a t  a re  re c o v e re d  b y  m e c h a n ic a l 

s e p a ra tio n  o f  w e ll f lu id s  o r  b y  g as  p ro c e s s in g ;

* S e c . 3 6 . A S 4 3 .5 5 .9 0 0  is  a m e n d e d  by  a d d in g  n e w  p a ra g ra p h s  to  read :

(1 7 )  " g a s  p ro c e ss in g "

(A ) m e a n s  p ro c e s s in g  a g a s e o u s  m ix tu re  o f  h y d ro c a rb o n s

(i) b y  m e a n s  o f  a b s o rp t io n , a d so rp tio n , e x te rn a lly  

a p p lie d  re fr ig e ra tio n , a r tif ic ia l c o m p re s s io n  fo llo w e d  b y  a d ia b a tic  

e x p a n s io n  u s in g  the Jo u le -T h o m so n  e f fe c t ,  o r  a n o th e r  p h y s ic a l p ro c e ss  

th a t  is  n o t m e c h a n ic a l s e p a ra tio n ;

( ii)  fo r  th e  p u rp o se  o f  e x tr a c t in g  a n d  re c o v e r in g  liq u id  

h y d ro c a rb o n s ;  an d

(iii)  u p s tre a m  o f  a n y  g a s  t r e a m e n t  an d  u p s tre a m  o f  the  

in le t  o f  a n y  g as  p ip e lin e  sy s te m  tra n s p o r t in g  g as  to  a  m a rk e t;

(B ) d o e s  no t in c lu d e  g as  tr e a tm e n t;

(1 8 )  "g a s  tre a tm e n t"

(A ) m e a n s  c o n d itio n in g  g a s  a n d  re m o v in g  fro m  g as 

n o n h y d ro c a rb o n  su b s ta n c e s  fo r  the  p u rp o se  o f  r e n d e r in g  th e  g as  a c c e p ta b le  fo r 

te n d e r  a n d  a c c e p ta n c e  in to  a g as  p ip e lin e  s y s te m ; a n d

(B ) in c lu d e s  in c id e n ta lly  re m o v in g  liq u id  h y d ro c a rb o n s  from

the gas.

S e c . 3 7 . A S  4 3 .5 5 .0 1 1(b), 4 3 .5 5 .0 1 1 (c ) , 4 3 .5 5 .0 1 2 (b ) ,  4 3 .5 5 .0 1 3 , 4 3 .5 5 .0 1 6 , 

4 3 .5 5 .9 0 0 (1 ) , 4 3 .5 5 .9 0 0 (8 ) , 4 3 .5 5  9 0 0 (1 1 ) , 4 3 .5 5 .9 0 0 (1 2 ) , a n d  4 3 .5 5 .9 0 0 (1 6 )  are  re p e a le d .

* S e c . 3 8 . T h e  u n c o d if ie d  la w  o f  th e  S ta te  o f  A la sk a  is a m e n d e d  b y  a d d in g  a n e w  se c tio n  to  

read :

A P P L IC A B IL IT Y , (a )  S e c tio n s  5, 6 , 8 - 11, 13, 14, 16 - 18, a n d  22  - 3 7  o f  th is  A ct
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6  T R A N S IT IO N A L  P R O V IS IO N S , (a )  N o tw ith s ta n d in g  a n y  c o n tra ry  p ro v is io n  o f

4  * Sec. 39 . T h e  u n c o d if ie d  law  o f  the S ta te  o f  A la s k a  is  a m e n d e d  b y  ad d in g  a n e w  se c tio n  to

5  read:

2 (b ) S e c tio n  12 o f  th is  A ct a p p lie s  to  o il a n d  g a s  p ro d u c e d  b e fo re , o n , o r  a f te r  the

3 e ffe c tiv e  d a te  o f  sec . 12 o f  th is  A ct.

1 ap p ly  to  o il a n d  g a s  p ro d u c e d  on o r  a fte r  A p ril 1 ,2 0 0 6 .

WORK DRAFT WORK DRAFT 24-GH2052\F

7  A S  4 3 .5 5 .0 2 4 (a ) , e n a c te d  b y  sec . 14 o f  th is  A c t, fo r  o il a n d  g as  p ro d u c e d  on  o r  a f t e r  A p ril 1,

8 2006 , an d  b e fo re  J a n u a ry  1, 2 0 0 7 , the p h ra se  "e v e ry  m o n th  an  a n n u a liz e d  tax  c r e d i t  in  an

9  || a m o u n t e q u a l to  o n e  und  tw o - th ird s  p e rcen t"  in  A S 4 3 .5 5 .0 2 4 (a ) ,  e n a c te d  by  s e c . 14 o f  th is  

A ct, sh a ll be re p la c e d  b y  th e  p h ra se  "ev ery  m o n th  d u r in g  th e  p e r io d  A p ril 1, 2 0 0 6 , th ro u g h

1 || D e c e m b e r  3 1 , 2 0 0 6 , an  a n n u a liz e d  tax c re d it in  an  a m o u n t e q u a l  to  2 .2 2 2  p e rc e n t."

I (b ) N o tw ith s ta n d in g  a n y  c o n tra ry  p ro v is io n  o f  A S  4 3 .5 5 .0 2 4 (e ) , e n a c te d  b y  se c . 14 o f

th is  A ct, fo r  o il an d  g a s  p ro d u c e d  on o r  a f te r  A p ril 1, 2 0 0 6 , a n d  b e fo re  Ja n u a ry  1, 2 0 0 7 , the

p h ra se  "a c a le n d a r  y ea r"  in  A S  4 3 .5 5 .0 2 4 (e ) , e n a c te d  b y  sec . 14 o f  th is  A ct, sha ll b e  re p la c e d

b y  the p h ra se  " th e  la s t n in e  m o n th s  o f  the  c a le n d a r  y e a r ."

(c ) N o tw ith s ta n d in g  an y  c o n tra ry  p ro v is io n  o f  A S  4 3 .5 5 .1 6 0 (f ) ,  e n a c te d  b y  sec . 24  o f  

th is  A ct, fo r  o il an d  g a s  p ro d u c e d  on o r  a f te r  A p ril 1, 2 0 0 6 , a n d  b e fo re  J a n u a ry  i ,  2 0 0 7 , the 

p h rase  " fo r  e v e ry  m o n th  o f  a c a le n d a r  y e a r, o n e - tw e lf th  o f  th e  p ro d u c e r 's  a d ju s te d  lease  

ex p e n d itu re s  fo r  th e  c a le n d a r  y ea r"  in A S 4 3 .5 5 .1 6 0 (0 ,  e n a c te d  b y  sec . 24 o f  th is  A c t, sh a ll be 

rep la c e d  b y  th e  p h ra se  " fo r  each  o f  the last n in e  m o n th s  o f  2 0 0 6 , 2 .1 2 2  p e rc e n t  o f  the 

p ro d u c e r 's  a d ju s te d  lea se  e x p e n d itu re s  fo r  th a t n in e -m o n th  p e r io d ."

(d ) F o r  o il a n d  g as  p ro d u c e d  b e fo re  A p ril 1, 2 0 0 6 , th e  p ro v is io n s  o f  A S  4 3 .5 5 , and  

re g u la tio n s  a d o p te d  u n d e r  A S  4 3 .5 5 , that w e re  in  e f fe c t b e fo re  A p ril 1, 2 0 0 6 , a n d  th a t w ere  

a p p lic a b le  to  th e  o il a n d  g as  c o n tin u e  to  a p p ly  to  th a t o il a n d  g as .

* Sec, 40. T h e  u n c o d if ie d  law  o f  the S ta te  o f  A la s k a  is a m e n d e d  by  ad d in g  a  n e w  se c tio n  to

A S  4 4 .6 2  (A d m in is tra t iv e  P ro c e d u re  A c t) , bu t n o t b e fo re  th e  e ffe c tiv e  d a te  o f  th e  law  

im p le m e n te d  b y  th e  re g u la tio n .

* S ec . 41. ' i b e  u n c o d i f e d  law  o f  the  S ta te  o f  A la s k a  is a m e n d e d  by  a d d in g  a n ew  se c tio n  to

read :

T R A N S IT IO N : R E G U L A T IO N S . T h e  D e p a r tm e n t o f  R e v e n u e  m ay  p ro c e e d  to  adop t 

re g u la tio n s  to  im p le m e n t the  c h a n g e s  m a d e  b y  th is  A c t. T h e  re g u la tio n s  tak e  e f fe c t  u n d e r

-25- CSHB 488(RES)
New T o x t  U n d e r l in e d  [DELETED TEXT BRACKETED]



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

2 0

WORK DRAFT WORK DRAFT 24-GH2052\F

read :

R E V IS O R 'S  IN S T R U C T IO N . T h e  re v is o r  o f  s ta tu te s  is  in s tru c te d  to  c h a n g e  the 

h e a d in g  o f

(1 )  A S  4 3 .5 5  fro m  "O il an d  G a s  P ro d u c tio n  T a x e s  a n d  O il S u rc h a rg e "  to  "Oil 

a n d  G as  P ro d u c tio n  T a x  an d  O il S u rc h a rg e " ;

(2 )  a r t ic le  1 o f  A S  4 3 .5 5  f ro m  "O il a n d  G as  P ro p e rtie s  P ro d u c tio n  T a x e s ” to 

"O il a n d  G a s  P ro d u c tio n  T a x " ;

(3 )  A S  4 3 .5 5 .0 1 1  fro m  "O il p ro d u c tio n  tax "  to  "O il an d  g a s  p ro d u c tio n  tax";

(4 )  A S  4 3 .5 5 .0 2 5  fro m  "T ax  c re d it  fo r  o il an d  g as  e x p lo ra t io n  o r  g as  o n ly  

e x p lo ra t io n "  to  "A lte rn a tiv e  tax  c re d it  fo r  o il a n d  g a s  e x p lo ra tio n  o r  g as  o n ly  e x p lo ra tio n " ;

(5 )  A S  4 3 .5 5 .1 5 0  fro m  " D e te rm in a tio n  o f  g ro ss  v a lu e "  to  "D e te rm in a tio n  o f  

g ro s s  v a lu e  a t th e  p o in t  o f  p ro d u c tio n ."

* Sec= 42. T h e  u n c o d if ie d  law  o f  th e  S ta te  o f  A la s k a  is  a m e n d e d  b y  a d d in g  a n e w  se c tio n  to  

read :

C O N D IT IO N A L  R E T R O A C T IV IT Y . I f  th e  s e c tio n s  o f  th is  A c t th a t, u n d e r  sec . 4 4  o f  

th is  A c t, a re  s c h e d u le d  to  tak e  e ffe c t A p ril 1, 2 0 0 6 , ta k e  e ffe c t on  o r  a f te r  A p ril 1, 2 0 0 6 , th o se  

s e c tio n s  o f  th is  A c t  a re  re tro a c tiv e  to  A p ril 1, 2 0 0 6 .

* Sec. 43. S e c tio n s  1 - 4 , 7 , 12, 15, 19 - 2 1 , a n d  3 8  - 4 2  o f  th is  A c t ta k e  e f fe c t im m e d ia te ly  

u n d e r  A S  0 1 .1 0 .0 7 0 (c ) .

* Sec. 44. E x c e p t as p ro v id e d  in sec . 43  o f  th is  A c t, th is  A ct ta k e s  e f fe c t  A p ril 1, 2 0 0 6 .
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S U B J E C T : In itia l d ra f t  C S H B  4 8 8 (R E S ): n o te s  to  a c c o m p a n y  th e  b ill d ra f t  
(W o rk  O rd e r  N o . 2 4 -G H 2 0 5 2 \G )

T O :

F R O M :

R e p re s e n ta tiv e  R a lp h  S a m u e ls  
R e p re s e n ta tiv e  J a y  R a m ra s  
C o -C h a ir s  o f  th e  H o u se  p u r e e s  C o m m itte e

Ja c k  C h en o w e;
A s s is ta n t

T ra n sm itte d  w ith  th is  m e m o  is th e  v e ry  ro u g h  f irs t d ra f t  o f  a  c o m m itte e  s u b s ti tu te  fo r  the  
p e tro le u m  p ro d u c tio n  tax  b ill. T i e d ra f t is b a s e d  on  th e  n o te s  y o u  p ro v id e d  d u r in g  o u r  
T u e sd a y  m o rn in g  m e e tin g .

T h e  d ra ft d o e s  n o t a d d re s s  i te m s  id e n tif ie d  a s  2 ( ta x  ra te )  a n d  9  (m a n n e r  o f  d e te rm in in g  
g as  v a lu a tio n ) . M y  u n d e rs ta n d in g  is th a t d e ta ils  o f  e a c h  o f  th e se , in c lu d in g , p a r t ic u la r ly , 
the  su b s titu tio n  o f  v a ry in g  tax  ra te s , re m a in  u n d e r  a c tiv e  c o n s id e ra t io n  a m o n g  c o m m itte e  
m em b ers .

1. R e d u c e  " c l a w b a c k "  p r o v i s i o n s :  s u b s t i t u t e  r a t e s  o f  75 p e r c e n t  f o r  2005, 
50 PERCENT FOR 2004, AND 25 PERCENT FOR 2003; SPREAD THE PAYBACK OVER 7 
YEARS:

T h e  tra n s itio n a l in v e s tm e n t e x p e n d itu re s  p ro v is io n , A S  4 3 .5 5 .1 6 0 (g )  o f  th e  b ill in  the  
fo rm  as in tro d u c e d , h as  b e e n  re w o rk e d  an d  a p p e a rs  as A S  4 3 .5 5 .1 6 0 (g ) (1 ) ,  a t p a g e  15 o f  
th e  a c c o m p a n y in g  d ra f t. T h e  e x te n d e d  p a y b a c k  s p re a d  is a d d re s s e d  a s  r e p la c e m e n t 
fra c tio n s  "1 /8 4 "  ( in s te a d  o f  "1 /7 2 " )  (p a g e  12, lin e s  5 a n d  23J.

3. P e r  c o n v e r s a t i o n  a t  o u r  T u e s d a y  m o r n in g  m e e t in g ,  r e d u c e  t h e  t a x
CREDIT RATE TO 15 PERCENT:

D o n e : see  a m e n d m e n ts  m a d e  in  A S 4 3 .5 5 .0 2 4 (a )  a n d  (b ) , a d d e d  b y  b ill s e c t io n  13.

4. S u b s t i t u t e  a n  A p r i l  1,2006, e f f e c t i v e  d a t e :

D o n e : see  in th is  d ra f t  b ill s e c tio n  4 0 . A  c o n d itio n a l r e tro a c tiv i ty  p ro v is io n  is p ro v id e d  
a g a in s t th e  l ik e l ih o o d  th a t e n a c tm e n t w ill n o t o c c u r  b e fo re  th e  d a te . W h e n  a  f in a l fo rm  o f  
th e  H o u se  R e s o u rc e s  C o m m itte e  S u b s ti tu te  is  a g re e d  to , I w ill re s ta te  th e  c o n d itio n a l



R e p re se n ta tiv e  R a lp h  S a m u e ls  
R e p re se n ta tiv e  J a y  R a m ra s  
M arch  9 , 2 0 0 6  
P ag e  2

re tro a c tiv ity  p ro v is io n  to  id e n tify  sp e c if ic  b ill s e c tio n s . A d d it io n a lly ,  w ith in  th e  te x t o f  
th e  p e rm a n e n t a n d  te m p o ra ry  law  se c tio n s , re fe re n c e s  to  " J u ly  1, 2 0 0 6 "  h a v e  b een  
re p la c e d  b y  re fe re n c e s  to  "A p ril 1, 2 0 0 6 " , a n d  th e  te m p o ra ry  la w  p ro v is io n s  th a t b a se  a  
c a lc u la tio n  on  a six  m o n th  a d ju s tm e n t h av e  b e e n  r e c a lc u la te d  to  a  n in e -m o n th  
a d ju s tm e n t.

5 . E l i m i n a t e  t h e  s p i l l  c o n t in g e n c y  s u r c h a r g e  a m e n d m e n t s :

B ill s e c tio n s  2 5  a n d  2 9  o f  th e  o r ig in a l b ill h a v e  b e e n  d ro p p e d  f ro m  th e  c o m m itte e  
su b s titu te .

6 . P r o v i d e  f o r  " f u l l y  r e f u n d a b l e "  t a x  c r e d i t s  t h a t  a r e  in  a d d i t i o n  t o  t h e  
t r a n s f e r a b l e  f e a t u r e : w e  a g r e e d  in  c o n v e r s a t i o n  t h a t  t h e s e  s h o u l d  b e

DISCRETIONARY ("M A Y  REPURCHASE") RATHER THAN MANDATORY ("SH A LL 
REPURCHASE"):

S ee  p ro p o se d  A S  4 3 .5 5 .1 6 0 (f ) , a n ew  su b se c tio n , b e g in n in g  at th e  b o tto m  o f  p a g e  6  o f  
th e  d ra ft.

7 . R e w o r k  t h e  $ 7 3 ,0 0 0 ,0 0 0  e x e m p t i o n  a s  a n  a d d it io n a l  i n v e s t m e n t  t a x  c r e d i t

FEATURE, W ITH DIFFERFNT CONSTRAINTS, TO OPERATE FOR 10 YEARS:

T h e  m a te r ia l fo rm e rly  se t o u t in A S  4 3 .5 5 .1 6 0 (i)  a n d  ( j)  h a s  b e e n  d ro p p e d  fro m  that 
se c tio n , re v is e d , an d  se t o u t a s  a n ew  se c tio n , A S  4 3 .5 5 .1 7 0 . S e e  i f  th e  m a te r ia l  m ee ts  
y o u r  e x p e c ta tio n s . A  c o rre s p o n d in g  in te r im  a d ju s tm e n t p ro v is io n , b ill s e c tio n  3 6 (d )  o f  
th e  o rig in a l b ill, h as  b een  d e le te d .

T h e  tre a tm e n t o f  h is  m a te ria l as  a c re d it ( ra th e r  th a n  as  a re d u c tio n  to  th e  n e t v a lu e  o f  o il)  
n e c e s s ita te d  d e le tio n  o f  re fe re n c e s  to  th e  m a te ria l in  fo rm e r  A S  4 3 .5 5 .1 6 0 (i)  a n d  (j)  as 
b e a r in g  o n  an  a u th o r iz e d  a d ju s tm e n t to  th e  n e t v a lu e  o f  o il. P le a s e  m a k e  su re  th a t th is  is 
h a n d le d  c o n s is te n tly  w ith  y o u r  e x p e c ta tio n s .

8 . T h e  g a s  t a x  r a t e :

N o  c h a n g e  in  th e  m a te r ia l as in tro d u c e d , p e r  in s tru c tio n .

10 . T h e  p r ' v a t e  r o y a l t y  i s s u e :

T h e  firs t p a rt o f  th e  A rc tic  S lo p e  R eg io n a l C o rp o ra tio n 's  s u g g e s te d  a m e n d m e n t w as u sed  
fo r  th e  tex t o f  m a te r ia l to  be fo u n d , in  th is  d ra ft, a s  A S  4 3 .5 5 .0 1 1 (e ) , a d d e d  as  a  n ew  b ill 
s e c tio n  6 , a s  re la te d  to  th e  oil tax  ra te . S in c e  th e  o th e r  p o r t io n  o f  th e  A S R C  a m e n d m e n t 
a d d re s se d  s e tt le m e n t, a m a tte r  a lso  a d d re s se d  in  A S  4 3 .5 5  0 2 0 (d ) , in  th e  a m e n d m e n t o f  
A S  4 3 .5 5 .0 2 0 (d )  m a d e  b y  b ill sec tio n  10, a s su m in g  th a t th e  p ro v is io n s  w o u ld  o th e rw ise  
c o v e r  th e se  so -c a lle d  p riv a te  ro y a ltie s , I a d d e d  th e  p h ra se  " E x c e p t as to  o il a n d  g as  fo r
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w h ic h  tax  is p a y a b le  u n d e r  A S  4 3 .5 5 .0 1 1(e),"  a t th e  b e g in n in g  o f  th e  p r in c ip a l a m e n d in g  
la n g u a g e  in th a t s u b s e c tio n . A g a in , p le a s e  v e r ify  th a t  th is  h a n d lin g  is  re s p o n s iv e  to  th e  
su g g e s tio n . O u t o f  c a u tio n , in  th e  m a te r ia l  se t o u t  a s  A S  4 3 .5 5 .0 1 1(e), I in s e r te d  
re fe re n c e  to  " th e  o w n e r  o f  th e  la n d  o r  in te re s t  in  th e  la n d  [ th a t]  is n o t th e  s ta te "  so  th a t 
th is  p ro v is io n  w o u ld  le a v e  n o  a rg u m e n t th a t th e  r e d u c e d  ra te  a u th o r iz e d  in  th is  s u b s e c tio n  
so m e h o w  m ig h t a p p ly  to  a  s ta te - is s u e d  le a se . Y o u  s h o u ld  re v ie w  th a t a s  w e ll.

F o r  p u rp o s e s  o f  th is  d ra f t , I u se d  th e  A S R C 's  in itia l s u b m is s io n . S a ra  G ill  h a s  p ro v id e d  
d if fe re n t  la n g u a g e  th a t I w ill in c o rp o ra te  in to  a  s u b s e q u e n t d ra ft.

*

In a d d itio n  to  th e  fo re g o in g , I h a v e  m a d e  su b s ta n tia l  e d its  to  th e  te x t a s  s u b m itte d  to  
c o n fo rm  to  th e  d ra f t in g  m a n u a l.

S o m e o n e  s h o u ld  in d e p e n d e n tly  v e r ify  th a t th e  re fe re n c e s  to  "2 .2 2 2  p e rc e n t"  [p a g e  2 1 , 
lin e s  13 a n d  2 2 ] a re  a c c u ra te  m o n th ly  a d ju s tm e n ts  to  re f le c t  th e  a d ju s tm e n t o f  the  
e f fe c tiv e  d a te  f ro m  "Ju ly  i ,  2 0 0 6 "  (s ix  m o n th s  o f  :h c  c u r re n t  c a le n d a r  y e a r)  b a c k  to  
"A p ril 1, 2 0 0 6 "  (n in e  m o n th s  o f  th e  c u r re n t c a le n d a r  y e a r) .

F in a lly , th e  b ill t i t le  is a sh o r t fo rm  title  in te n d e d  o n ly  a s  w o rk in g  title  fo r  o u rp o s e s  o f  
tre a tin g  w ith  a n y  d ra f ts . A g a in , w h en  th e  c o m m itte e  h a s  s u b s ta n tia l ly  s e ttle d  on  th e  
c o n te n t  o f  th e  c o m m itte e  s u b s ti tu te , 1 w ill re w rite  th e  t itle  to  m o re  fu lly  d e s c r ib e  the  
m e a su re 's  c o n te n ts .

JB C :lm b  
0 6 -0 9 5 .Im b
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CS FOR HOUSE BILL NO. 488(RES)

IN  T H E  L E G IS L A T U R E  O F  T H E  S T A T E  O F  A L A S K A

T W E N T Y -F O U R T H  L E G IS L A T U R E  - S E C O N D  S E S S IO N

BY THE HOUSE RESOURCES COMMITTEE
Offered:
Referred:

Sponsor(s): HOUSE RULES COMMITTEE BY REQUEST OF THE GOVERNOR

A BILL 

FOR AN ACT ENTITLED 

"An Act repealing the oil production tax and gas production tax and providing for a 

production tax on the net value of oil and gas, and making conforming amendments; 

amending the definition of 'gas' as it applies to the taxes described in this Act and as 

used in the Alaska Stranded Gas Development Act; and providing for an effective date."

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

* Section 1 . T h e  u n c o d if ie d  law  o f  th e  S ta te  ' A la sk a  is a m e n d e d  b y  a d d in g  a n e w  se c tio n  

to  re a d :

IN T E N T  O F  S E C . 12 O F  T H IS  A C T . It is  th e  in te n t o f  th e  le g is la tu re  th ro u g h  sec . 12 

o f  th is  A c t  to  c o n f irm  b y  c la r if ic a tio n  th e  lo n g -s ta n d in g  in te rp re ta tio n  o f  A S  4 3 .5 5 .0 2 0 (f )  b y  

th e  D e p a r tm e n t  o f  R e v e n u e .

* Sec. 2. A S  4 3 .0 5 .2 3 0 (0  is  a m e n d e d  to  read :

(f)  A w ilfu l v io la tio n  o f  th e  p ro v is io n s  o f  th is  s e c tio n  or of a condition 

imposed under AS 43.55.040(1 )(B) is  p u n is h a b le  by  a  f in e  o f  n o t  m o re  th a n  $ 5 ,0 0 0 , 

o r  b y  im p r is o n m e n t fo r  n o t m o re  th a n  tw o  y e a rs , o r  b y  b o th .

-1-
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* Sec. 3. AS 4 3 .2 0 .0 3 1 (c )  is  a m e n d e d  to  read :

(c )  In c o m p u tin g  th e  ta x  u n d e r  th is  c h a p te r , th e  ta x p a y e r  is  n o t e n title d  to  

d e d u c t a n y  ta x e s  b a s e d  o n  o r  m e a s u re d  b y  n e t in c o m e . The taxpayer may deduct the 

tax levied and paid under AS 43.55.

* Sec. 4. A S  4 3 .2 0 .0 7 2 (b )  is  a m e n d e d  to  read :

(b )  A ta x p a y e r 's  b u s in e s s  in c o m e  to  be a p p o r t io n e d  u n d e r  th is  se c tio n  to  th e  

s ta te  sh a ll be  the fe d e ra l ta x a b le  in c o m e  o f  the  ta x p a y e r ’s  c o n s o l id a te d  b u s in e s s  fo r  the 

tax  p e r io d , e x c e p t th a t

(1 )  ta x e s  b a se d  on  o r  m e a su re d  b y  n e t in c o m e  th a t a re  d e d u c te d  in the  

d e te rm in a tio n  o f  th e  fe d e ra l ta x a b le  in c o m e  sh a ll b e  a d d e d  b a c k ; the tax levied and 

paid under AS 43.55 v not be added back;

(2 )  in ta n g ib le  d r i l l in g  an d  d e v e lo p m e n t c o s ts  th a t  a re  d e d u c te d  as 

e x p e n s e s  u n d e r  26  U .S .C . 2 6 3 (c )  (In te rn a l R e v e n u e  C o d e )  in  th e  d e te rm in a tio n  o f  the  

fe d e ra l ta x a b le  in c o m e  sh a ll b e  c a p ita liz e d  and  d e p re c ia te d  a s  i f  th e  o p tio n  to  trea t 

th e m  as e x p e n se s  u n d e r  2 6  U .S .C . 2 6 3 (c )  (In te rn a l R e v e n u e  C o d e )  h a d  n o t been  

e x e rc is e d ;

(3 )  d e p le t io n  d e d u c te d  o n  the p e rc e n ta g e  d e p le t io n  b a s is  u n d e r  26 

U .S .C . 6 1 3  (In te rn a l R e v e n u e  C o d e )  in  th e  d e te rm in a tio n  o f  th e  fe d e ra l ta x a b le  in co m e 

sh a ll be  re c o m p u te d  a n d  d e d u c te d  o n  the  c o s t d e p le tio n  b a s is  u n d e r  2 6  U .S .C . 6 1 2  

(In te rn a l R e v e n u e  C o d e )j, an d

(4 ) d e p re c ia t io n  sh a ll be c o m p u te d  on  th e  b a s is  o f  2 6  U .S .C . 167 

(In te rn a l R e v e n u e  C o d e )  as th a t s e c tio n  re a d  on  J u n e  3 0 , 1 9 8 1 .

* Sec. 5. A S  4 3 .5 5 .0 1 1(a) is r e p e a le d  a n d  re e n a c te d  to  read :

(a ) T h e re  is  le v ie d  o n  th e  p ro d u c e r  o f  o il o r  g a s  a ta x  fo r  a ll o il an d  gas 

p ro d u c e d  e ach  m o n th  f ro m  e a c h  le a se  o r  p ro p e r ty  in  th e  s ta te , le s s  a n y  oil a n d  g as  the 

o w n e rs h ip  o r  rig h t to  w h ic h  is  e x e m p t from  ta x a tio n . T h e  tax  is  e q u a l to  2 0  p e rcen t o f  

th e  n e t v a lu e  o f  the  ta x a b le  o il a n d  g a s  as c a lc u la te d  u n d e r  A S  4 3 .5 5 .1 6 0 .

* Sec. 6. A S  4 3 .5 5 .0 1 1  is a m e n d e d  b y  a d d in g  a n ew  su b se c tio n  to  read :

(e) N o tw ith s ta n d in g  (a )  o f  th is  se c tio n , th e  ta x  d u e  b y  a  p ro d u c e r  u n d e r 

A S  4 3 .5 5 .0 1 1  - 4 3 .5 5 .17 0  o n  ta x a b le  o il o r  g as  th a t is  ro y a l ty  d u e  to  th e  fe e  o w n e r  o f  

th e  lan d , o r  o f  an  e s ta te  in  th e  la n d  th a t is le ss  th a n  fee  s im p le ,  f ro m  w h ic h  th e  oil o r

CSHB 488(RES) -2-
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gas is p ro d u c e d , i f  th e  o w n e r  o f  th e  la n d  o r  in te r e s t  in  th e  la n d  is  n o t th e  s ta te , is  f iv e  

p e rc e n t o f  th e  a m o u n t  o f  th e  ro y a lty  p a id  to  th e  o w n e r  b y  th e  p ro d u c e r , o r  f iv e  p e rc e n t  

o f  the  g ro ss  v a lu e  o f  th e  ro y a lty  o il o r  gas a t th e  p o in t  o f  d e liv e ry  to  th e  o w n e r  i f  th e  

o w n e r  ta k e s  th e  ro y a l ty  o il o r  g as  in  k in d . T h e  p r o d u c e r  sh a ll e x c lu d e  fro m  c a lc u la t io n  

o f  th e  rax d u e  u n d e r  (a )  o f  th is  s e c t i 'n  th e  v a lu e  o f  th e  o il a n d  j r ' .  fo r  w h ic h  ta x  h a s  

b een  p a id  u n d e r  th is  su b se c tio n .

* Sec. 7 . A S 4 3 .5 5 .0 1 7 (a )  is  a m e n d e d  to  read :

(a ) E x c e p t  as  p ro v id e d  in  th is  c h a p te r , th e  ta x e s  im p o s e d  b y  th is  c h a p te r  a re  in  

p lace  o f  a ll ta x e s  n o w  im p o s e d  b y  th e  s ta te  o r  a n y  o f  i ts  m u n ic ip a lit ie s , a n d  n e ith e r  th e  

s ta te  n o r  a m u n ic ip a l i ty  m a y  im p o se  a  ta x  o n  [U P O N ]

(1 )  p ro d u c in g  oil o r  g a s  leases;

(2 )  o il o r  g a s  p ro d u c e d  o r  e x tra c te d  in  th e  s ta te ;

(3 )  th e  v a lu e  o r  in ta n g ib le  d r i l l in g  a n d  development costs, as 

described in 2 6  U.S.C. 253(c) (Internal Revenue Code), as amended through 

January 1 .1 9 7 4  [E X P L O R A T IO N  E X P E N S E S ],

* S ec . 8 . A S  4 3 .5 5 .0 2 0 (a )  is  r e p e a le d  a n d  re e n a c te d  to  re a d :

(a ) T h e  p ro d u c tio n  tax  on  o il a n d  g a s  sh a ll b e  p a id  a s  se t o u t in th is  s u b s e c tio n . 

N in e ty  p e rc e n t o f  th e  ta x  le v ie d  u n d e r  A S  4 3 .5 5 .0 1 1 , n e t  o f  an y  c re d its  a p p lie d  u n d e r  

th is  c h a p te r , is  d u e  o n  th e  la s t d a y  o f  ea c h  c a le n d a r  m o n th  on  o il an d  g as  p ro d u c e d  

fro m  e a c h  le a se  o r  p ro p e r ty  d u r in g  the  p re c e d in g  m o n th . T h e  re m a in in g  p o r tio n  o f  th e  

tax  le v ie d  u n d e r  A S  4 3 .5 5 .0 1 1 , n e t o f  a n y  c re d its  a p p lie d  u n d e r  th is  c h a p te r , is  d u e  o n  

M arch  31 o f  th e  y e a r  fo llo w in g  th e  c a le n d a r  y e a r  d u r in g  w h ic h  th e  oil a n d  g as w e re  

p ro d u c e d . A n u n p a id  a m o u n t  o f  tax  th a t is  n o t p a id  w h e n  d u e  in  a c c o rd a n c e  w ith  th is  

su b se c tio n  b e c o m e s  d e lin q u e n t. A n  o v e rp a y m e n t o f  ta x  fo r  a m o n th  m a y  be  a p p l ie d  

a g a in s t th e  tax  d u e  fo r  a la te r  m o n th . N o tw ith s ta n d in g  a n y  c o n tra ry  p ro v is io n  o f  

A S  4 3 .0 5 .2 8 0 , in te re s t  o n  an  o v e rp a y m e n t is  a l lo w e d  o n ly  fro m  a d a te  th a t is  9 0  d a y s  

a f te r  th e  la te r  o f  (1 )  M a rc h  31 o f  th e  y e a r fo l lo w in g  th e  c a le n d a r  y e a r  d u rin g  w h ic h  th e  

o il a n d  g as  w e re  p ro d u c e d ; o r  (2 ) th e  d a te  th a t  th e  s ta te m e n t re q u ire d  u n d e r  

A S  4 3 .5 5 .0 3 0 (a )  a n d  (e )  to  b e  f ile d  o n  o r  b e fo re  M a rc h  31 o f  th e  y e a r  fo llo w in g  th e  

c a le n d a r  y e a r d u r in g  w h ic h  th e  oil a n d  g as  w e re  p r o d u c e d  is  f iled . H o w e v e r , in te re s t  is  

n o t a llo w e d  i f  th e  o v e rp a y m e n t w as  re fu n d e d  w ith in  th e  9 0 -d a y  p e rio d .
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* Sec. 9. A S 4 3 .5 5 .0 2 0 (b )  is a m en d ed  to  read :

(b) T h e  p ro d u c tio n  tax  on  oil and [OR] g a s  sh a ll b e  p a id  b y  o r  o n  b e h a l f  o f  th e  

p ro d u c e r.

* Sec. 10. A S  4 3 .5 5 .0 2 0 (d )  is a m en d ed  to  read :

(d ) In  m a k in g  se ttlem en t w ith  th e  ro y a l ty  o w n e r  for oil or pas that is taxable 

under AS 43.55.011, the  p ro d u c e r m a y  d e d u c t  th e  a m o u n t o f  th e  ta x  p a id  o n  taxable 

ro y a lty  o il and IO R ] gas, o r  m ay  d e d u c t taxable ro y a lty  o il o r  g a s  e q u iv a le n t in  v a lu e  

at the  t im e  th e  tax  b e c o m e s  d u e  to  th e  a m o u n t  o f  th e  tax  pa id . Except as to oil and 

gas for which tax is payable under AS 43.55.011(e), unless otherwise agreed 

between the producer and the royalty owner, the amount of the tax paid on 

taxable royalty oil and gas for a month is considered to be the quantity of that 

taxable royalty oil and gas produced during the month multiplied by the quotient 

of the producer's total tax liability for the month of production under 

A S  43.55.011 divided by the producer’s total quantity of taxable oil and gas, other 

than royalty oil and gas, produced from all leases and properties in the state 

during the month. For purposes of the product calculated under this subsection.

6.000 cubic feet of gas is considered to be equivalent in amount to one b a n d  of 

oil.

* S ec . 11. A S  4 3 .5 5 .0 2 0 (e )  is rep e a le d  and  re e n a c te d  to  read :

(e )  G a s  f la re d , re lea sed , o r  a l lo w e d  to  e sc a p e  in e x c e s s  o f  th e  am o u n t, 

a u th o r iz e d  b y  th e  A la sk a  O il an d  G a s  C o n s e rv a t io n  C o m m is s io n  is c o n s id e re d , fo r  th e  

p u rp o se  o f  A S  4 3 .5 5 .0 1 1  - 4 3 .5 5 .1 7 0 , a s  g a s  p ro d u c e d  fro m  a le a se  o r  p ro p e r ty . O il o r  

g as u se d  in  th e  o p e ra tio n  o f  a  lease  o r  p ro p e r ty  in  th e  s ta te  in  d r il l in g  fo r  o r  p ro d u c in g  

oil o r  g a s , o r  fo r  re p re ssu r in g , ex c e p t to  th e  e x te n t  d e te rm in e d  b y  th e  A la s k a  O il a n d  

G as  C o n s e rv a tio n  C o m m iss io n  to  b e  w a s te , is  n o t c o n s id e re d , fo r  th e  p u rp o s e  o f  

A S 4 3 .5 5 .0 1 1  - 4 3 .5 5 .1 7 0 , as o il o r  g a s  p ro d u c e d  f ro m  a lea se  o r  p ro p e rty .

* Sec. 12. A S  4 3 .5 5 .0 2 0 ( f )  is am e n d e d  to  read :

( 0  I f  o il o r  g a s  is not sold, or if oil or gas is so ld  u n d e r  c ir c u m s ta n c e s  w h e re  

the  sa le  p r ic e  d o e s  n o t re p re se n t th e  p re v a il in g  v a lu e  fo r  o il o r  g a s  o f  lik e  k in d , 

c h a ra c te r ,  o r  q u a li ty  in  the f ie ld  o r  a re a  f ro m  w h ic h  th e  p ro d u c t is  p ro d u c e d , t h e  

d e p a r tm e n t m a y  re q u ire  the  tax  to  be  p a id  u p o n  th e  b a s is  o f  th e  v a lu e  o f  o il o r  gas of
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th e  s a m e  k in d , q u a lity , an d  c h a ra c te r  p re v a ilin g  d u r in g  th e  c a le n d a r  m o n th  o f  

p ro d u c tio n  fo r  th a t f ie ld  o r  area .

* Stc. 13. A S  4 3 .5 5  is  a m e n d e d  b y  a d d in g  a  n ew  se c tio n  to  read :

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

N o tw ith s ta n d in g  th a t a  q u a lif ie d  c a p ita l e x p e n d itu re  m a y  b e  a  d e d u c tib le  lease  

e x p e n d itu re  fo r  p u rp o se s  o f  c a lc u la t in g  th e  n e t v a lu e  o f  o il  a n d  g as  u n d e r 

A S  4 3 .5 5 .1 6 0 (a ) , a  p ro d u c e r  o r  e x p lo re r  th a t in c u rs  a q u a lif ie d  c a p ita l  e x p e n d itu re  

m a y  a ls o  e le c t to  ta k e  a  tax  c re d it  in  th e  a m o u n t o f  15 p e rc e n t  o f  th a t e x p e n d itu re , 

u n le s s  a c re d it  fo r  th a t e x p e n d itu re  is  tak en  u n d e r  A S  4 3 .5 5 .0 2 5 . A  c re d it  u n d e r  th is  

s u b s e c tio n  m a y  be  a p p lie d  o n ly  a g a in s t a tax  d u e  u n d e r  A S  4 3 .5 5 .0 1 1  - 4 3 .5 5 .1 7 0 . F o r 

a  c a le n d a r  y e a r  fo r  w h ic h  th e  p ro d u c e r  m a k e s  an  e le c tio n  u n d e r  A S  4 3 .5 5 .1 6 0 (0 , 

in s te a d  o f  ta k in g  a  ta x  c re d it o f  15 p e rc e n t o f  e ach  s e p a ra te  q u a l i f ie d  cap ita l 

e x p e n d itu re  a f te r  it h a s  b een  in c u rre d , a p ro d u c e r  th a t in c u rs  a q u a lif ie d  cap ita l 

e x p e n d i tu r e  d u rin g  th a t y e a r  a n d  th a t w ish e s  to  a p p ly  a c r e d i t  b a s e d  on  that 

e x p e n d i tu re  a g a in s t a  ta x  d u e  u n d e r  A S  4 3 .5 5 .0 1 1  - 4 3 .5 5 .1 7 0  sh a ll  c a lc u la te  and  

a p p ly  e v e ry  m o n th  an  a n n u a liz e d  tax  c re d it in  an  a m o u n t e q u a l to  o n e  a n d  o n e -fo u rth  

p e rc e n t  o f  th e  to ta l q u a lif ie d  c a p ita l  e x p e n d itu re s  in c u rre d  d u r in g  th a t y e a r  an d  fo r 

w h ic h  th e  tax  c re d it is  ta k e n  fo r  th a t  yea r.

(b ) A  p ro d u c e r  m a y  e le c t to  tak e  a tax  c re d it  in the  a m o u n t  o f  15 p e rc e n t o f  a 

c a r r ie d - fo rw a rd  a n n u a l lo ss. A  c re d it  u n d e r  th is  su b se c tio n  m a y  b e  a p p lie d  o n ly  

a g a in s t  a  tax  d u e  u n d e r  A S  4 3 .5 5 .0 1 1  - 4 3 .5 5 .1 7 0 . F o r  p u rp o s e s  o f  th is  su b se c tio n , a 

c a r r ie d - fo rw a rd  a n n u a l lo ss  is th e  a m o u n t o f  a p ro d u c e r 's  a d ju s te d  le a se  e x p e n d itu re s  

u n d e r  A S  4 3 .5 5 .1 6 0  fo r  a p re v io u s  c a le n d a r  y e a r  th a t w as n o t d e d u c t ib le  in  a n y  m o n th  

u n d e r  A S  4 3 .5 5 .1 6 0 (a )  a n d  (b).

(c ) A  c re d it o r  p o rtio n  o f  a  c re d it  u n d e r  th is  s e c tio n  m a y  n o t  b e  u se d  to  red u ce  

a  p e r s o n 's  tax  lia b ility  u n d e r  A S  4 3 .5 5 .0 1 1 -  4 3 .5 5 .1 7 0  fo r  a n y  m o n th  b e lo w  ze ro , an d  

a n y  u n u se d  c re d it o r  p o r tio n  o f  a c re d it  no t u se d  u n d e r  th is  s u b s e c t io n  m a y  b e  ap p lie d  

in  a  la te r  m o n th .

(d )  A  p e rso n  e n ti t le d  to  ta k e  a tax  c re d it  u n d e r  th is  s e c t io n  th a t w ish e s  to  

t r a n s fe r  th e  u n u se d  c re d it  to  a n o th e r  p e rso n  m a y  a p p ly  to  th e  d e o a r tm e n t fo r  a 

t r a n s fe ra b le  tax  c re d it  c e r tif ic a te . A n  a p p lic a tio n  u n d e r  th is  s u b s e c t io n  m u s t be on  a
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fo rm  p re sc r ib e d  b y  th e  d e p a r tm e n t an d  m u st in c lu d e  s u p p o r t in g  in fo rm a tio n  an d  

d o c u m e n ta tio n  th a t th e  d e p a r tm e n t re a so n a b ly  re q u ire s . T h e  d e p a r tm e n t sh a ll g ra n t o r  

d e n y  an  a p p lic a tio n , o r  g ra n t an  a p p lic a tio n  as to  a  le s s e r  a m o u n t  th a n  th a t c la im e d  an d  

d e n y  it as  to  th e  e x c e s s , n o t la te r  th an  6 0  d a y s  a f te r  th e  la te s t  o f  (1 )  M a rc h  31 o f  the 

y e a r  fo llo w in g  th e  c a l e m a r  y e a r  in  w h ich  th e  q u a l i f ie d  c a p i ta l  e x p e n d itu re  o r  ca rr ied - 

fo rw a rd  a n n _ J  lo ss  fo r  w h ich  th e  c re d it is  c la im e d  w a s  in c u r re d ;  (2 )  if  th e  a p p lic a n t is 

re q u ire d  u n d e r  A S  4 3  5 5 .0 3 0 (a )  a n d  (e ) to  file  a  s ta te m e n t  o n  o r  b e fo re  M a rc h  31 o f  

th e  y e a r  fo llo w in g  th e  c a le n d a r  y e a r  in w h ich  the q u a l i f ie d  c a p ita l  e x p e n d itu re s  o r  

c a r r ie d - fo rw a rd  a n n u a l lo ss  fo r  w h ic h  th e  c re d it v  a s  in c u r r e d , th e  d a te  th e  s ta tem en t 

w a s  f ile d ; o r  (3 ) th e  d a te  th e  a p p lic a tio n  w as re c e iv e d  b y  th e  d e p a r tm e n t. If, b a sed  on 

th e  in fo rm a tio n  th e n  a v a ila b le  to  it, th e  d e p a r tm e n t is  r e a s o n a b ly  s a tis f ie d  tha t the  

a p p lic a n t  is e n tit le d  to  a  tax  c re d it, th e  d e p a r tm e n t s h a ll  is su e  th e  a p p lic a n t a 

tra n s fe ra b le  tax  c re d it  c e r t if ic a te  fo r  th e  a m o u n t o f  th e  c re d it .  A  c e r tif ic a te  issu ed  

u n d e r  th is  su b se c tio n  d o e s  n o t e x p ire .

(e ) A p e rso n  to  w h ic h  a tra n s fe ra b le  tax  c re d it  c e r t i f ic a te  is is s u e d  u n d e r  (d) o f  

th is  se c tio n  m ay  tr a n s fe r  th e  c e r tif ic a te  to  a n o th e r  p e r s o n , a n d  a tra n s fe re e  m a y  fu rth e r  

t r a n s fe r  the  c e r tif ic a te . S u b je c t to  th e  l im ita tio n s  se t o u t  in  (a )  - (c )  o f  th is  se c tio n , an d  

n o tw ith s ta n d in g  a n y  a c tio n  th e  d e p a r tm e n t m a y  ta k e  w ith  re sp e c t to  th e  a p p lic a n t 

u n d e r  (g )  o f  th is  s e c tio n , th e  o w n e r  o f  a c e r tif ic a te  m a y  a p p ly  th e  c re d it  o r  a po rtio n  o f  

th e  c re d it  sh o w n  o n  th e  c e r tif ic a te  o n ly  ig a in s t  a  ta x  d u e  u n d e r  A S  4 3 .5 5 .0 1 1  - 

4 3 .5 5 .1 7 0 . H o w e v e r , a  c re d it  sh o w n  on a tra n s fe ra b le  ta x  c r e d i t  c e r t if ic a te  m a y  no t be  

a p p l ie d  to  red u ce  a p ro d u c e r 's  to ta l tax  d u e  u n d e r A S  4 3 .5 5 .0 1 1  - 4 3 .5 5 .1 7 0  o n  oil an d  

g a s  p ro d u c e d  d u rin g  a c a le n d a r  y e a r  to  less th an  8 0  p e rc e n t  o f  th e  ta x  th a t w o u ld  

o th e rw is e  be d u e  w ith o u t a p p ly in g  tha t c re d it, a n d  a n y  p o r tio n  o f  a  c re d it  no t u sed  

u n d e r  th is  su b se c tio n  m a y  b e  a p p lie d  in a la te r  p e r io d .

( 0  U n d e r  s ta n d a rd s  e s ta b lis h e d  in  re g u la tio n s  a d o p te d  by  th e  d e p a rtm e n t, th e  

c o m m is s io n e r  m ay  re p u rc h a s e  a  tra n s fe ra b le  tax  c re d it  c e r t if ic a te  is su e d  u n d e r  (d ) o f  

th is  s e c tio n  if

( i ) w ith in  24  m o n th s  a fte r  th e  d a te  o f  is s u a n c e  o f  th e  tax  c re d it 

c e r t if ic a te , th e  p e rso n  to  w h o m  th e  c e r tif ic a te  w a s  i s s u e d  o r  a n y  tra n s fe re e  o f  th e  

c e r t i f ic a te  m a k e s  a q u a l i f ie d  c a p ita l  e x p e n d itu re  in  th is  s ta te  o r  is  th e  su c c e s s fu l b id d e r
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on  a b id  s u b m it te d  fo r  a lease  o n  s ta te  la n d  u n d e r  A S  3 8 .0 5 .1 8 0 (f); a n d

(2 ) th e  e x p e n d itu re  m a d e  o r  b id  s u b m itte d  u n d e r  (1 )  o f  th is  su b s e c tio n  

is n o t le ss  th a n  th e  a m o u n t o f  the  tra n s fe ra b le  ta x  c re d it  c e r tif ic a te  is s u e d  u n d e r  (d )  o f  

th is  s e c tio n .

(g ) T h e  is su a n c e  o f  a tra n s fe ra b le  tax  c re d it  c e r t if ic a te  u n d e r  (d ) o f  th is  s e c tio n  

d o e s  n o t l im it  th e  d e p a r tm e n t's  a b ili ty  to  la te r  in v e s t ig a te  o r  a u d it a  tax  c re d it  c la im  to  

w h ich  th e  c e r t i f ic a te  re la te s  o r  to  a d ju s t o r  d e n y  th e  c la im  if  th e  d e p a rtm e n t d e te rm in e s  

th a t th e  a p p lic a n t  w a s  n o t e n title d  to  the  a m o u n t o f  th e  c re d it fo r  w h ic h  th e  c e r t if ic a te  

w as is s u e d . T h e  ta x  lia b ility  o f  the  a p p lic a n t  u n d e r  A S 4 3 .5 5 .0 1 1  - 4 3 .5 5 .1 7 0  is 

in c re a s e d  b y  th e  a m o u n t o f  the  c re d it th a t e x c e e d s  th a t  to  w h ich  th e  a p p lic a n t  w as  

e n tit le d . T h a t  a m o u n t b ea rs  in te re s t u n d e r  A S  4 3 .0 5 .2 2 5  fro m  the d a te  th e  tra n s fe ra b le  

tax  c re d it  c e r t if ic a te  w as  issu ed . F o r  p u rp o se s  o f  th is  su b se c tio n , an a p p lic a n t th a t is  an 

e x p lo re r  is  c o n s id e re d  a p ro d u c e r su b je c t to  th e  ta x  le v ie d  u n d e r  A S 4 3 .5 5 .0 1 1 .

(h ) T h e  d e p a rtm e n t m ay  ad o p t r e g u la t io n s  to  c a rry  o u t th e  p u rp o se s  o f  th is  

s e c tio n , in c lu d in g  p re sc r ib in g  re p o rtin g , re c o rd  k e e p in g , a n d  c e r tif ic a tio n  p ro c e d u re s  

an d  re q u ire m e n ts  to  v e rify  th e  a c c u ra c y  o f  c re d its  c la im e d  a n d  to  e n su re  th a t a  c r e d i t  is 

no t u s e d  m o re  th an  o n c e , an d  o th e rw ise  im p le m e n tin g  th is  sec tio n .

( i)  In  th is  sec tio n ,

(1 ) "e x p lo re r"  has th e  m e a n in g  g iv e n  in  A S  4 3 .5 5 .0 2 5 ;

(2 )  "q u a lif ie d  c ap ita l e x p e n d itu re "

(A ) m ean s , e x c e p t as o th e rw is e  p ro v id e d  u n d e r  (B )  o f  th is  

p a ra g ra p h , an  e x p e n d itu re  th a t is  a  le a se  e x p e n d itu re  u n d e r  A S  4 3 .5 5 .1 6 0  a n d  

is

(i) in c u rre d  fo r g e o lo g ic a l  o r  g e o p h y s ic a l e x p lo ra t io n ;

o r

(ii) tre a te d  a s  a c a p i ta l iz e d  e x p e n d itu re  u n d e r 2 6  U .S .C . 

( In te rn a l R ev en u e  C o d e ) , a s  a m e n d e d , re g a rd le ss  o f  e le c tio n s  m a d e  

u n d e r  2 6  U .S .C . 2 6 3 (c )  ( In te rn a l R e v e n u e  C o d e ) , a s  a m e n d e d , a n d  

e i th e r  is  tre a te d  as a c a p ita liz e d  e x p e n d itu re  by  th e  p e rso n  in c u rr in g  th e  

e x p e n d itu re  o r  is  e lig ib le  to  be  d e d u c te d  a s  an  e x p e n se  u n d e r 2 6  U .S .C . 

2 6 3 (c )  (In te rn a l R e v e n u e  C o d e ) , a s  a m e n d e d ;
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1 (B ) d o e s  n o t  in c lu d e  an  e x p e n d itu re  to  a c q u ire  an  a s se t ( i)  the

2  c o s t  o f  p re v io u s ly  a c q u ir in g  w h ic h  w as  a le a se  e x p e n d i tu r e  u n d e r

3  A S  4 3 .5 5 .1 6 0 (c )  o r  w o u ld  h a v e  b een  a  le a se  e x p e n d i tu re  u n d e r

4  A S  4 3 .5 5 .1 6 0 (c )  i f  it  h a d  b e e n  in c u r re d  on  o r  a f te r  A p ril 1, 2 0 0 6 ; o r  (ii)  th a t

5  h a s  p re v io u s ly  been  p la c e d  in  s e rv ic e  in  th e  s ta te ; an  e x p e n d i tu re  to  a c q u ire  an

6  || a s se t is  n o t e x c lu d e d  u n d e r  th is  su b p a ra g ra p h  i f  no t m o re  th a n  an  im m a te r ia l

p o r tio n  o f  th e  a sse t m e e ts  a  d e sc r ip tio n  u n d e r  (i)  o r  ( ii)  o f  th is  s u b p a ra g ra p h ; 

fo r  p u rp o s e s  o f  th is  s u b p a ra g ra p h , "a sse t"  in c lu d e s  g e o lo g ic a l ,  g e o p h y s ic a l,  

a n d  w ell d a ta  an d  in te rp re ta tio n s .

* S e c . 1 4 . A S  4 3 .5 5 .0 3 0 (a )  is  a m e n d e d  to  read :

(a )  T h e  tax  sh a ll be p a id  to  th e  d e p a r tm e n t an d  th e  p e rso n  p a y in g  th e  tax  sh a ll 

f i le  w ith  th e  d e p a r tm e n t at th e  t im e  the  ta x  or a portion of the tax is  re q u ire d  to  be 

p a id  a  s ta te m e n t, u n d e r  o a th , o n  fo rm s  p re s c r ib e d  by o r  a c c e p ta b le  to  th e  d e p a r tm e n t, 

g iv in g i  w ith  o th e r  in fo rm a tio n  re q u ire d , th e  fo llo w in g :

(1 )  a d e sc r ip tio n  o f  each [T H E ] lea se  o r  p ro p e r ty  f ro m  w h ic h  th e  o il

and [O R ] g as  were [W A S ] p ro d u c e d , b y  n a m e , lega l d e s c r ip t io n , le a se  n u m b e ^  o r

[B Y ] a c c o u n tin g  codes [C O D E  N U M B E R S ]  a ss ig n e d  b y  th e  d e p a r tm e n t;

(2 )  th e  n am es o f  th e  p ro d u c e r  an d  th e  p e rso n  p a y in g  th e  tax ;

(3 )  th e  g ro ss  a m o u n t  o f  o il and the gross amount of [O R ] g a s

p ro d u c e d  fro m  each [T H E ] le a se  o r  p ro p e r ty , an d  th e  p e rc e n ta g e  o f  th e  g ro s s  a m o u n t

of oil and of gas o w n e d  b y  e a c h  p ro d u c e r  fo r  w h o m  th e  tax  is  p a id ;

(4 )  th e  gross [T O T A L ] v a lu e  at the point of production o f  the  o il 

and of the [O R ] g as  p ro d u c e d  f ro m  each [T H E ] lea se  o r  p ro p e r ty  o w n e d  b y  e a c h  

p r o d u c e r  fo r  w h o m  th e  tax  is p a id ; [A N D ]

(5 ) th e  n a m e  o f  th e  f irs t p u rc h a s e r  an d  th e  p r ic e  re c e iv e d  f o r  th e  o il  

and for the [O R ] g a s , unless relieved from this requirement in whole or in part by

WORK DRAFT WORK DRAFT 24-GH2052\G

the department; and

(6) the producer's lease expenditures and adjustments as 

calculated under A S  4 3 .5 5 .1 6 0  [IF  S O L D  IN  T H E  S T A T E ],

* S e c . 1 5 . A S  4 3 .5 5 .0 3 0 (d )  is a m e n d e d  to  read :

(d )  R e p o r ts  b y  o r  o n  b e h a l f  o f  th e  p ro d u c e r  a re  d e l in q u e n t th e  f irs t d a y
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fo llo w in g  the d a y  th e  ta x  is  d u e . [E A C H  P R O D U C E R  IS  S U B J E C T  T O  A  P E N A L T Y  

O F  $ 2 5  A  D A Y  F O R  E A C H  L E A S E  O R  P R O P E R T Y  U P O N  W H IC H  T H E  

R E P O R T  IS N O T  F IL E D . T H E  P E N A L T Y  F O R  F A IL U R E  T O  F IL E  A  R E P O R T  IS 

IN  A D D IT IO N  T O  T K i P E N A L T Y  F O R  D E L IN Q U E N T  T A X E S , A N D  IS  A  L IE N  

A G A IN S T  T H E  A S S E T S  O F  T H E  P R O D U C E R .J

* Sec. 16. A S  4 3 .5 5 .0 3 0  is  a m e n d e d  b y  a d d in g  a new  su b se c tio n  to  re a d :

(e ) In a d d itio n  to  o th e r  r e q u ire d  in fo rm a tio n  th e  s ta te m e n t  re q u ire d  to  be  f ile d  

o n  o r  b e fo re  M a rc h  31 o f  a  y e a r  m u s t  sho w  an y  a d ju s tm e n t  j  o r  c o r re c t io n s  to  the  

s ta te m e n ts  th a t w e re  r e q u ire d  u n d e r  (a )  o f  th is  sec tio n  to  b e  f i le d  fo r  th e  m o n th s  o f  th e  

p re c e d in g  c a le n d a r  y e a r  d u r in g  w h ic h  th e  o il o r  g as  w as p ro d u c e d .

* S ec . 17. A S  4 3 .5 5 .0 4 0  is  a m e n d e d  to  re a d :

Sec. 43.55.040. Powers of Department of Revenue. E x c e p t as p ro v id e d  in 

A S  4 3 .0 5 .4 0 5  - 4 3 .0 5 .4 9 9 , th e  d e p a r tm e n t m ay

(1 ) r e q u ire  a p e rso n  e n g a g e d  in p ro d u c tio n  a n d  th e  a g e n t o r  e m p lo y e e  

o f  th e  p e rso n , a n d  th e  p u rc h a s e r  o f  o il  o r  g as , o r  th e  o w n e r  o f  a  ro y a lty  in te re s t in o il 

o r  g as  to  fu rn ish , whether by the filing of regular statements or reports or 

otherwise, a d d i'io n a l in fo rm a tio n  th a t  is c o n s id e re d  by  th e  d e p a r tm e n t  as n e c e s sa ry  to  

c o m p u 'e  th e  a m o u n t o f  th e  t a x ; notwithstanding any contrary provision of law, the 

disclosure of additional information under this paragraph to the producer 

obligafed to pay the tax does not violate A S  40.25.100(n) or A S  43.05.230(a); 

before disclosing information under this paragraph that is otherwise required to 

be held confidential under A S  40.25.100(a) or A S  43.05.230(a), the department 

shall

(A ) provide the person that furnished the information a 

reasonable opportunity to be heard regarding the proposed disclosure and 

the conditions to be imposed under (B) of this paragraph; and

(B) impose appropriate conditions limiting

(i) access to the information to those legal counsel, 

consultants, employees, officers, and agents of the producer who 

have a need to know that information for the purpose of 

determining or contesting the producer's tax obligation; and

WORK DRAFT WORK DRAFT 24-OH2052vG
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1 (ii) the use of the information to use for the purpose
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2 of determining or contesting the producer's ta^ obligation:

3 (2 )  e x a m in e  the b o o k s , records, a n d  f ile s  o f  [S U C H ] a person

4 described in (1) of this section:

5 I (3 )  c o n d u c t  hear in g s  a n d  c o m p e l the a tte n d a n c e  o f  w itnesses a nd  the

6  p r o d u c t io n  o f  b o o k s , records, a n d  papers o f  a ny  p e r s o n ; a n d

7  (4) m a k e  an in v e s t ig a t io n  or h o ld  a n  in q u ir y  that is c o n s id e r e d

8 necessary to a d is c lo s u r e  o f  the facts as to

9  ( A )  the a m o u n t  o f  p r o d u c t io n  from  a n y  o i l  or  gas lo c a t io n , or o f

1 0  a c o m p a n y  or other pr od uc er  o f  o i l  or  gas ; a n d

1 1  ( B )  the r e n d it io n  o f  the o i l  a n d  gas for  t a x in g  purposes .

12  * Sec. 18. A S 4 3 .5 5 .0 8 0  is a m e n d e d  to read:

13  Sec. 4 3 .5 5 .0 8 0 . Collection and deposit cf revenue. Except as otherwise

14 provided under art. IX, sec. 17, Constitution of the State of Alaska, the [T H E ]

15 d e p a r tm e n t sh a ll d e p o s it  in  the  g en era l fu n d  th e  m o n e y  c o lle c te d  by  it  u n d e r

16 AS 43.55.011 - 43.55.170 IA S  4 3 .5 5 .0 1 1  - 4 3 .5 5 .1 5 0 1 .

17 * Sec. 19. A S 4 3 .5 5 .1 3 5  is a m e n d e d  to  read :

18 Sec. 43.55.135. Measurement. F o r th e  p u rp o s e s  o f  AS 43 55.011 • 43.55.170

19 [A S  4 3 .5 5 .0 1 1  - 4 3 .5 5 .1 5 0 ] ,  o il is [S H A L L  B E ] m e a s u re d  in  te rm s  o f  a  "b a rre l o f  o il"

2 0  an d  g as  is  [S H A L L  B E ] m e a su re d  in te rm s o f  a " c u b ic  fo o t o f  g a s ."

21 * Sec. 20. A S 4 3 .5 5 .1 5 0 (a )  is  a m e n d e d  to  read :

2 2  (a ) F o r  th e  p u rp o se s  o f  A S  43.55.011 -43.55.170 [A S  4 3 .5 5 .0 1 1  - 4 3 .5 5 .1 5 0 ] ,

23  the  g ro ss  v a lu e  at the point ol production is [S H A L L  B E ] c a lc u la te d  u s in g  th e

24  re a so n a b le  c o s ts  o f  tra n sp o r ta tio n  o f  th e  oil o r  g a s . T h e  re a so n a b le  c o s ts  o f

25 tra n sp o rta tio n  are [S H A L L  B E ] the  ac tu a l c o s ts , e x c e p t  when the

2 6  (1 )  [W H E N  T H E ] p a r tie s  to  th e  t r a n s p o r ta t io n  o f  o il o r  gas a re

27  a ff ilia te d ;

2 8  (2 )  [W H E N  T H E ] c o n tra c t fo r  the  t r a n s p o r ta t io n  o f  oil o r  gas is  no t an

2 9  a rm 's  len g th  t r a n s a c t io n  o r  is  n o t r e p re s e n ta tiv e  o f  th e  m a rk e t  v a lu e  o f  th a t

3 0  tra n sp o rta tio n ;

31 (3 )  [W H E N  T H E ] m e th o d  o f  t r a n s p o r ta t io n  o f  o il o r  g a s  is n o t
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1 re a s o n a b le  in  v ie w  o f  e x is tin g  a lte rn a tiv e  m e th o d s  o f  tra n sp o rta tio n .

2 * Sec. 2 1 . A S  4 3 .5 5 .1 5 0  is a m e n d e d  by  ad d in g  a  n e w  s u b s e c tio n  to  read :

3 ( d )  U n d e r  re g u la tio n s  a d o p te d  b y  th e  d e p a r tm e n t, th e  d e p a r tm e n t m a y  a llo w  a

4  II p ro d u c e r , s u b je c t  to  l im ita tio n s  p re sc r ib e d  b y  th e  d e p a r tm e n t as to  th e  f re q u e n c y  o f

5 m a k in g  e le c t io n s ,  to  e le c t p ro sp e c tiv e ly  to  c a lc u la te  th e  g ro ss  v a lu e  a t th e  p o in t o f

6  p ro d u c tio n  o f  o il  o r  g a s  b ased  in  w h o le  o r  p a r t  on

7 ( 1 )  a ro y a lty  v a lu e  d e te rm in e d  u n d e r  a  ro y a lty  s e ttle m e n t a g re e m e n t

8 b e tw e e n  th e  p ro d u c e r  a n d  the  s ta te , w ith  a d ju s tm e n ts  if  a p p ro p r ia te ;

9  ( 2 )  a  fo rm u la  p re sc r ib e d  b y  th e  d e p a r tm e n t th a t u se s , w ith  a d ju s tm e n ts

10 i f  a p p ro p r ia te , a  ro y a lty  v a lu e  o r  v a lu a tio n  m e th o d o lo g y  a c c e p te d  b y  th e

11 (A ) D e p a rtm e n t o f  N a tu ra l R e s o u rc e s  u n d e r  A S  3 8 .0 5 , in  th e

12 c a s e  o f  o il  an d  g a s  p ro d u c e d  fro m  a le a s e  is s u e d  b y  the  D e p a r tm e n t o f  N a tu ra l

13 R e s o u rc e s  o r  p ro d u c e d  from  a  le a se  o r  p ro p e r ty  th a t is p a r t o f  a u n it a p p ro v e d

14 b y  th e  D e p a r tm e n t o f  N a tu ra l R e s o u rc e s ;  o r

15 (B ) U n ite d  S ta te s  D e p a r tm e n t o f  th e  In te r io r  u n d e r  a p p lic a b le

16 fe d e ra l o il  an d  g a s  le a s in g  s ta tu te s , in  th e  c a s e  o f  o il an d  g as  p ro d u c e d  fro m  a

17 le a se  is s u e d  by  th e  U n ite d  S ta te s  D e p a r tm e n t o f  th e  In te r io r  th a t is no t p a r t  o f  a

18 u n it  a p p ro v e d  b y  the D e p a rtm e n t o f  N a tu ra l R e so u rc e s , o r  p ro d u c e d  f ro m  a

19 le a s e  o r  p ro p e r ty  that * p a rt o f  a  u n it a p p ro v e d  b y  the  U n ite d  S ta te s

20 D e p a r tm e n t  o f  th e  In te r io r  b u t n o t a p p ro v e d  by  th e  D e p a r tm e n t o f  N a tu ra l

21 R e s o u rc e s ;  o r

22 (3 )  a n o th e r  fo rm u la  p re s c r ib e d  b y  th e  D e p a r tm e n t o f  R e v e n u e  th a t

23 r e a s o n a b ly  e s t im a te s  a v a lu e  for the  o il o r  g a s  a t a sp e c if ic  g e o g ra p h ic a l lo c a t io n , su ch

24 as th e  p o in t o f  te n d e r  o r  d e liv e ry  in to  a c o m m o n  c a r r ie r  p ip e lin e ; th e  fo rm u la  m a y  u se

25 fa c to rs  s u c h  as  p u b lis h e d  p rice  in d ice s  fo r  o il o r  g a s  in o r  o u ts id e  th e  s ta te , q u a lity

26  d if fe re n tia ls  fo r  o il o r  gas, tra n sp o r ta tio n  c o s ts  b e tw e e n  m a rk e ts , a n d  in f la tio n

27  a d ju s tm e n ts .

28 * S e c . 2 2 . A S  4 3 .5 5  is a m e n d e d  by  a d d in g  n e w  s e c tio n s  to  a r tic le  1 to  read :

29 S e c . 4 3 .5 5 .1 6 0 . D e te r m in a t io n  o f  net value o f  o i l  a n d  g a s . (a )  E x c e p t  as

30  p ro v id e d  in  (f) o f  th is  sec tio n , fo r  p u rp o se s  o f  A S  4 3 .5 5 .0 1 1 , th e  n e t v a lu e  o f  th e

31 ta x a b le  o il a n d  g a s  p ro d u c e d  d u rin g  a m o n th  is  th e  to ta l o f  th e  g ro s s  v a lu e  at th e  p o in t
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1 o f  p ro d u c tio n  o f  the o il an d  g a s  ta x a b le  u n d e r  A S  4 3 .5 5 .0 1 1  a n d  p ro d u c e d  b y  th e

2 p ro d u c e r  f ro m  all le a se s  o r  p ro p e r t ie s  in  th e  s ta te , (1 )  le s s  th e  p ro d u c e r 's  lease

3 e x p e n d itu re s  fo r  th e  m o n th  as a d ju s te d  u n d e r  (e) o f  th is s e c tio n , a n d  (2 )  to  th e  e x te n t

4  a l lo w e d  u n d e r  (g )  o f  th is  s e c tio n  a n d  u n til  th e  to tal a m o u n t  o f  th e  p ro d u c e r ’s

5 tra n s i t io n a l  in v es tm en t e x p e n d itu re s  h a s  b e e n  d e d u c te d , le s s  an  a m o u n t  e q u a i to  1/84

6 o f  th e  p ro d u c e r 's  tra n s itio n a l in v e s tm e n t e x p e n d itu re s . H o w e v e r , th e  n e t  v a lue

7 c a lc u la te d  u n d e r  th is  su b se c tio n  m a y  n o t  b e  le s s  th an  zero,

8 (b )  In  m a k in g  th e  d e te rm in a tio n  re q u ire d  b y  th is  s e c tio n ,

9 (1 ) any  a d ju s te d  le a se  e x p e n d itu re s  th a t w o u ld  o th e rw is e  be  d e d u c tib le

10 in  a  m o n th  bu t w h o se  d e d u c tio n  w o u ld  c a u s e  th e  n e t va lu e  c a lc u la te d  u n d e r  (a )  o f  th is

11 s e c tio n  o f  th e  ta x a b le  o il an d  g a s  p ro d u c e d  d u r in g  th e  m o n th  to  b e  le ss  th an  z e ro  m ay

12 be a d d e d  to  the  p ro d u c e r 's  a d ju s te d  le a se  e x p e n d itu re s  fo r  o n e  o r  m o re  o th e r  m o n th s  in

13 th e  sa m e  c a le n d a r  year; th e  to ta l o f  a n y  a d ju s te d  lease  e x p e n d i tu r e s  th a t a rc  no t

14 d e d u c tib le  in  an y  m o n th  d u rin g  a  c a le n d a r  y e a r  b e c a u se  th e ir  d e d u c t io n  w o u ld  ca u se

15 th e  n e t  v a lu e  c a lc u la ted  u n d e r  (a )  o f  th is  s e c tio n  o f  the  ta x a b le  o i l  a n d  g as  p ro d u c e d

16 d u r in g  o n e  o r  m o re  m o n th s  to  b e  le ss  th an  z e ro  m a y  be  u se d  to  e s ta b lis h  a c a rr ie d -

17 fo rw a rd  a n n u a l lo ss  u n d e r  A S 4 3 .5 5 .0 2 4 (b ) ;  a n d

18 (2 ) an a m o u n t o f  tra n s i t io n a l  in v e s tm e n t e x p e n d i tu re s  tha t w o u ld

19 o th e rw is e  b e  d e d u c tib le  in  a m o n th  b u t w h o se  d e d u c tio n  w o u ld  c a u s e  th e  n e t v a lue

20  c a lc u la te d  u n d e r  (a ) o f  th is  se c tio n  o f  the  ta x a b le  o il an d  g as  p r o d u c e d  d u rin g  the

21 m o n th  to  b e  less th an  ze ro

22 (A ) m ay  b e  d e d u c te d  in  a la te r  m o n th  d u r in g  a n y  c a le n d a r  y e a r

23 to  th e  e x te n t a llo w e d  u n d e r  (g )  o f  th is  se c tio n , b u t n o t m o re  th a n  1/84 o f  a

24 p ro d u c e r 's  tra n s itio n a l in v e s tm e n t e x p e n d itu re s  m ay  b e  d e d u c te d  in  an y  m o n th ;

25 (B ) m ay  n o t  be u se d  to  e s ta b lish  a c a r r ie d - fo rw a rd  an n u a l loss

26  u n d e r  A S 4 3 .5 5 .0 2 4 (b ) .

27  (c )  F o r  p u rp o se s  o f  th is  s e c tio n ,

28 (1) a p ro d u c e r 's  le a se  e x p e n d itu re s  fo r  a p e r io d  a re  th e  to ta l co s ts

29  u p s tre a m  o f  th e  p o in t o f  p ro d u c tio n  o f  o il a n d  g a s  th a t a re  in c u r re d  o n  o r  a f te r  A p ril 1,

3 0  2 0 0 6 , b y  th e  p ro d u c e r  d u r in g  th e  p e r io d  a n d  th a t a re  d ire c t, o rd in a ry , a n d  n e c e ssa ry

31 c o s ts  o f  e x p lo r in g  fo r, d e v e lo p in g , o r  p ro d u c in g  o il o r  gas f ro m  d e p o s i ts  o f  oil o r  gas

WORK DRAFT WORK DRAFT 24-GH2052NG
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lo c a te d  w ith in  the p ro d u c e r 's  le a s e s  o r  p ro p e rtie s  in  th e  s ta te  o r , in  th e  c a s e  o f  lan d  in 

w h ic h  th e  p ro d u c e r  d o e s  n o t  o w n  a  w o rk in g  in te re s t , d i r e c t ,  o rd in a ry , a n d  n ecessa ry  

c o s ts  o f  e x p lo r in g  fo r  d e p o s i ts  o f  o il o r  gas lo c a te d  w ith in  o th e r  lan d  in  the  sta te ; 

h o w e v e r , le a se  e x p e n d itu re s  d o  n o t in c lu d e  th e  c o s ts  in c u r re d  to  s a t is fy  a w ork  

c o m m itm e n t u n d e r  an  e x p lo ra t io n  l ic e n se  u n d e r A S  3 8 .0 5 .1 3 2 ;  in  d e te rm in in g  w h e th e r 

c o s ts  a re  d ire c t, o rd in a ry , a n d  n e c e s sa ry  c o s ts  o f  e x p lo r in g  fo r , d e v e lo p in g , o r  

p ro d u c in g  o il o r  g as  fro m  a  d e p o s it  o f  o il o r  g a s  lo c a te d  w ith in  a le a se  o r  p ro p e r ty  o r  

o th e r  la n d  in th e  s ta te , th e  d e p a r tm e n t sh a ll g ive  s u b s ta n tia l  w e ig h t  to

(A ) th e  ty p ic a l in d u s try  p ra c tic e s  a n d  s ta n d a rd s  in th e  sta te  and 

in  th e  U n ite d  S ta te s  a s  to  c o s ts  th a t an o p e ra to r  is  a l lo w e d  to  b ill a w o rk in g  

in te re s t o w n e r  th a t is  n o t th e  o p e ra to r , u n d e r  u n it  o p e ra t in g  a g re e m e n ts  or 

s im ila r  o p e ra tin g  a g re e m e n ts  th a t w ere  in  e f fe c t  o n  o r  b e fo re  D e c e m b e r  1, 

2 0 0 5 , an d  w e re  s u b je c t  to  n eg o tia tio n  w ith  w o rk in g  in te re s t  o w n e rs , n o t the 

o p e ra to r , w ith  s u b s ta n tia l  b a rg a in in g  p o w e r; an d

(B ) th e  s ta n d a rd s  a d o p te d  b y  th e  D e p a r tm e n t o f  N a tu ra l 

R e so u rc e s  a s  to  th e  c o s ts ,  o th e r  th an  in te re s t, th a t a le s s e e  is  a llo w e d  to  d ed u c t 

from  re v e n u e  in  c a lc u la t in g  n e t p ro f its  u n d e r  a  le a s e  is s u e d  u n d e r 

A S  3 8 .0 5 .1 8 0 ( f ) (3 ) (B ) , (D ), o r  (E );

(2 )  th e  D e p a r tm e n t o f  R ev en u e  m a y  a u th o r iz e  a p ro d u c e r  to  trea t as its 

le a s e  e x p e n d itu re s  u n d e r  th is  s e c tio n  the c o s ts  p a id  b y  th e  p r o d u c e r  th a t a re  b illed  to  

th e  p ro d u c e r  b y  an  o p e ra to r  in  a c c o rd a n c e  w ith  th e  te rm s  o f  a un it o p e ra tin g  

a g re e m e n t o r  s im ila r  o p e ra t in g  a g re e m e n t i f  the D e p a r tm e n t o f  R e v e n u e  f in d s  that

(A ) th e  p e r tin e n t p ro v is io n s  o f  th e  o p e ra t in g  a g re e m e n t are  

su b s ta n tia lly  c o n s is te n t  w ith  the D e p a r tm e n t o f  R e v e n u e 's  d e te rm in a tio n s  an d  

s ta n d a rd s  o ’h e rw ise  a p p lic a b le  u n d e r  th is  s u b s e c tio n ;  a n d

(B ) at le a s t o n e  w o rk in g  in te re s t o w n e r  p a r ty  to  th e  a g re e m e n t, 

o th e r  th an  th e  o p e ra to r , h as  su b s ta n tia l in c e n tiv e  a n d  a b i l i ty  to  e f fe c tiv e ly  a u d it 

b illin g s  u n d e r  th e  a g re e m e n t.

(d )  F o r p u rp o s e s  o f  ( c )  o f  th is  sec tio n , "d ire c t c o s ts "

(1 )  in c lu d e s

(A ) o u tla y s  fo r  c a p ita l a sse ts ;
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(B ) p a y m e n ts  in  lieu  o f  p ro p e r ty  ta x e s ;

(C )  a re a so n a b le  a l lo w a n c e , a s  d e te rm in e d  u n d e r  re g u la tio n s  

a d o p te d  b y  th e  d e p a r tm e n t, fo r  o v e rh e a d  e x p e n s e s  d ire c t ly  re la te d  to  e x p lo r in g  

fo r, d e v e lo p in g , and  p ro d u c in g  o il o r  g a s  d e p o s i ts  lo c a te d  w ith in  le a se s  o r  

p ro p e r t ie s , o r  o th e r  la n d  in  th e  sta te ;

(2 )  d o e s  no t in c lu d e

(A ) d e p re c ia tio n  o r  a m o r tiz a t io n  o f  c a p ita l  a sse ts ;

(B )  ro y a lty  p ay m e n ts ;

(C )  ta x e s  b ased  on  o r  m e a s u re d  b y  n e t in c o m e ;

(D ) in te re s t o r  o th e r  f in a n c in g  c h a rg e s  o r  c o s ts  o f  ra is in g  e q u ity

o r  d eb t c a p ita l;

(E ) a c q u is itio n  c o s ts  fo r  a le a se  o r  p ro p e rty  o r  e x p lo ra tio n

licen se ;

(F ) c o s ts  a ris in g  fro m  fra u d , w ilfu l m isc o n d u c t, o r  n e g lig e n c e ;

(G ) f in e s  o r  p e n a ltie s  im p o s e d  b y  la w ;

(H ) c o s ts  o f  a rb itra tio n , l i t ig a t io n , o r  o th e r  d isp u te  re so lu tio n  

a c tiv it ie s  th a t in v o lv e  th e  s ta te  o r  c o n c e rn  th e  r ig h ts  o r  o b lig a tio n s  a m o n g  

o w n e rs  o f  in te re s ts  in , o r  r ig h ts  to  p ro d u c tio n  fro m , o n e  o r  m o re  le a se s  o r  

p ro p e r tie s  o r  a u n it;

(I)  d o n a tio n s ;

(J )  c o s ts  in cu rred  in o rg a n iz in g  a p a r tn e rs h ip , jo in t  v e n tu re , o r  

o th e r  b u s in e s s  e n tity  o r  a rra n g e m en t;

(K ) a m o u n ts  p a id  fo r  p u rp o s e s  o f  in d e m n if ic a tio n .

(e )  A p ro d u c e r 's  le a se  e x p e n d itu re s  m u s t  be  a d ju s te d  b y  s u b tra c tin g  a n y  

p ay m en t o r  c re d it  the  p ro d u c e r  re c e iv e s  fo r

(1 )  th e  u se  b y  a n o th e r  p e rso n  o f  a  p ro d u c tio n  fa c ility  in w h ic h  th e  

p ro d u c e r  h a s  an  o w n e rs h ip  in te re s t;

(2 )  a re im b u rse m e n t o r  s im ila r  p a y m e n t  th a t o ffse ts  th e  p ro d u c e r 's  

le a se  e x p e n d itu re s , in c lu d in g  a n y  p a y m e n t f ro m  th e  s ta te  o r  fe d e ra l g o v e rn m e n t f o r  

re im b u rse m e n t o f  th e  p ro d u c e r 's  u p s tre a m  c o s ts ,  in c lu d in g  c o s ts  fo r  g a th e r in g , 

se p a ra tin g , c le a n in g , d e h y d ra tio n , c o m p re ss in g , o r  o th e r  f ie ld  h a n d lin g  a s s o c ia te d  w ith
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th e  p ro d u c tio n  o f  o il o r  g as  u p s tre a m  o f  th e  p o in t o f  p ro d u c tio n ;

( 3 )  the  sa le  o r  o th e r  tra n s fe r  o f

(A ) an  a sse t, in c lu d in g  g e o lo g ic a l, g e o p h y s ic a l, o r  w e ll d a ta  o r  

in te rp re ta t io n s , a c q u ire d  by  th e  p ro d u c e r  a s  a  re su lt o f  a le a se  e x p e n d itu re  o r  an  

e x p e n d i tu re  th a t w o u ld  be  a  le a se  e x p e n d itu re  i f  it w e re  in c u rre d  o n  o r  a f te r  

A p r il  1, 2 0 0 6 ; an d

(B ) oil o r  gas

(i)  th a t is  n o t  c o n s id e re d  p ro d u c e d  fro m  a le a se  o r  

p ro p e r ty  u n d e r  A S  4 3 .5 5 .0 2 0 (e ) ;  a n d

(ii)  th e  c o s t  o f  a c q u ir in g  w h ich  is  a lease  e x p e n d itu re  

in c u r re d  b y  the p e rso n  th a t a c q u ire s  th e  o il o r  gas.

(f)  In p la c e  o f  the  a d ju s te d  lea se  e x p e n d itu re s  fo r  a  m o n th  u n d e r  (a )  o f  th is  

s e c tio n , a  p ro d u c e r  m ay , at an y  tim e , e le c t to  su b s ti tu te , fo r  e v e ry  m o n th  o f  a  c a le n d a r  

y e a r , o n e - tw e lf th  o f  the  p ro d u c e r 's  a d ju s te d  le a se  e x p e n d itu re s  fo r  the  c a le n d a r  yea r.

(g )  F o r  th e  p u rp o se s  o f  th is  s e c tio n ,

(1 )  a  p ro d u c e r 's  tra n s itio n a l in v e s tm e n t e x p e n d itu re s  are  th e  s u m  o f  th e  

e x p e n d i tu re s  th e  p ro d u c e r  in cu rred  o n  o r  a f te r  J a n u a ry  1, 2 0 0 3 , an d  b e fo re  A p ril 1, 

2 0 0 6 , th a t w o u ld  b e  q u a lif ie d  c a p ita l e x p e n d itu re s , a s  d e f in e d  in A S  4 3 .5 5 .0 2 4 , i f  th e y  

w e re  in c u r re d  o n  o r  a f te r  A pril 1, 2 0 0 6 , le s s  th e  su m  o f  th^  p a y m e n ts  o r  c re d i ts  th e  

p ro d u c e r  r e c e iv e d  b e fo re  A pril 1, 2 0 0 6 , fo r  th e  sa le  o r  o th e r  tra n s fe r  o f  a s se ts , 

in c lu d in g  g e o lo g ic a l ,  g e o p h y s ic a l, o r  w ell d a ta  o r  in te rp re ta tio n s , a c q u ire d  b y  th e  

p ro d u c e r  a s  a  re su lt  o f  e x p e n d itu re s  th e  p ro d u c e r  in c u rre d  o n  o r  a f te r  J a n u a ry  1, 2 0 0 3 , 

a n d  b e fo re  A p ril 1, 2 0 0 6 , that w o u ld  b e  q u a lif ie d  c a p ita l e x p e n d itu re s , as d e f in e d  in  

A S  4 3 .5 5 .0 2 4 ,  i f  th e y  w e re  in c u rre d  on  o r  a f te r  A p ril 1, 2 0 0 6 , m u ltip lie d  by

(A ) 25 p e rc e n t fo r  e x p e n d itu re s  in c u rre d  on  o r  a f te r  J a n u a ry  1.

2 0 0 3 , an d  b e fo re  J a n u a ry  1 , 2 0 0 4 ;

(B ) 50 p e rc e n t fo r  e x p e n d itu re s  in c u rre d  o n  o r  a f te r  J a n u a ry  1,

2 0 0 4 , an d  b e fo re  J a n u a ry  1, 2 0 0 5 ; an d

(C ) 75 p e rc e n t fo r  e x p e n d itu re s  in c u rre d  o n  o r  a f te r  J a n u a ry  1,

2 0 0 5 , an d  b e fo re  A pril 1, 2 0 0 6 ;

(2 ) n o tw ith s ta n d in g  (1 )  o f  th is  s u b s e c tio n , an a m o u n t o f  tra n s it io n a l
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in v e s tm e n t e x p e n d itu re s  m a y  n o t b e  d e d u c te d  u n d e r  (a ) o f  th is  s e c t io n  fo r  a  m o n th  fo r 

w h ic h  th e  a v e ra g e  p r ic e  o f  A la s k a  N o r th  S lo p e  o il d e liv e re d  o n  th e  U n ite d  S ta te s  W e st 

C o a s t,  a s  d e te rm in e d  u n d e r  (h )  o f  th is  s e c t io n , is  equal to  o r  le s s  th a n  $ 4 0  a b a rre l, as 

a d ju s te d  fo r  in f la tio n  u n d e r  (h )  o f  th is  s e c tio n .

(h )  T h e  a v e ra g e  p r ic e  d e s c r ib e d  in  (g )(2 )  o f  th is  s e c tio n  s h a ll  b e  an  a v e ra g e , as 

c a lc u la te d  u s in g  a fo rm u la  p re s c r ib e d  b y  th e  d e p a r tm e n t b y  re g u la t io n ,  o f  p u b lish e d  

d a ily  s p o t  p ric e  a s se s sm e n ts  d u r in g  th e  m o n th  fo r  A la sk a  N o r th  S lo p e  o il d e liv e re d  on 

th e  U n ite d  S ta te s  W e s t C o a s t. H o w e v e r , i f  th e  d e p a r tm e n t d e te r m in e s  th a t  th e  d a ily  

a s s e s s m e n ts  c e a se  to  b e  p u b lis h e d  th ro u g h o u t th e  c a le n d a r  y e a r  o r  a p p e a r  lik e ly  to 

s o o n  c e a s e  to  b e  p u b lis h e d  th ro u g h o u t th e  c a le n d a r  y e a r  o r  th a t  th e y  c e a se  to  be 

re l ia b le  e v id e n c e  o f  m a rk e t c o n d i t io n s  o r  a p p e a r  lik e ly  to  s o o n  c e a  .e to  b e  re lia b le  

e v id e n c e  o f  m a rk e t c o n d it io n s , th e  d e p a r tm e n t sha ll b y  re g u la t io n  p ro v id e  th a t the 

a v e ra g e  p r ic e  d e s c r ib e d  in  (g )(2 )  o f  th is  s e c tio n  is  the  p r e v a il in g  v a lu e  o f  A la s k a  N o rth  

S lo p e  o il d e liv e re d  on  the U n ite d  S ta te s  W e s t  C o a s t as d e te rm in e d  u n d e r  re g u la tio n s  

o f  th e  d e p a r tm e n t im p le m e n tin g  A S  4 3 .5 5 .0 2 0 (0 -  F o r  e a c h  y e a r  a f te r  2 0 0 6 , the  

re fe re n c e  p rice  o f  $ 4 0  a b a rre l se t o u t  in  (g ) (2 )  o f  th is  s e c tio n  s h a ll  b e  a d ju s te d  fo r  

in f la tio n  u s in g  an  a p p ro p r ia te  c o n s u m e r  p r ic e  in d e x  p u b l is h e u  b y  th e  U n ite d  S ta te s  

B u re a u  o f  L a b o r  S ta tis tic s , a s  p re s c r ib e d  b y  th e  d e p a r tm e n t b y  re g u la t io n .

( i)  T h e  d e p a r tm e n t sh a ll s p e c ify  o r  a p p ro v e  a r e a s o n a b le  a l lo c a t io n  m e th o d  fo r 

d e te rm in in g  th e  p o rtio n  o f  a  c o s t  th a t  is a p p ro p r ia te ly  tre a te d  a s  a  le a se  e x p e n d itu re  

u n d e r  (c )  o f  th is  se c tio n  if  a c o s t  th a t  w o u ld  o th e rw ise  c o n s t i tu te  a  le a se  e x p e n d itu re  

u n d e r  (c )  o f  th is  se c tio n  is in c u r re d  to  e x p lo re  fo r, d e v e lo p , o r  p ro d u c e

(1 )  b o th  an  o il o r  g a s  d e p o s it  lo c a te d  w ith in  la n d  o u ts id e  th e  s ta te  and  

an  o il o r  g a s  d e p o s it  lo c a te d  w ith in  a  le a se  o r  p ro p e r ty , o r  o th e r  la n d , in  th e  s ta te ; o r

(2 )  an o il o r  g a s  d e p o s i t  lo c a te d  p a r tly  w ith in  la n d  o u ts id e  th e  s ta te  an d  

p a r t ly  w ith in  a le a se  o r  p ro p e r ty , o r  o th e r  la n d , in  th e  s ta te .

( j)  T h e  d e p a r tm e n t m a y  a d o p t r e g u la t io n s  tha t e s ta b l is h  a d d it io n a l  s ta n d a rd s  

n e c e s s a ry  to  c a rry in g  o u t th e  p u rp o s e s  o f  th is  sec tio n .

(k )  F o r  p u rp o se s  o f  A S  4 3 .5 5 .0 2 4 (a )  a n d  (b ) a n d  o n ly  a s  to  e x p e n d itu re s  

in c u r re d  to  e x p lo re  fo r an  o il o r  g a s  d e p o s i t  lo c a te d  w ith in  la n d  in  w h ic h  an  e x p lo re r , 

as  d e f in e d  in A S  4 3 .5 5 .0 2 5 , d o e s  n o t  o w n  a  w o rk in g  in te re s t , th e  te rm  "p ro d u c e r"  in
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(c )  an d  (e ) o f  th is  s e c tio n  in c lu d e s  "e x p lo re r ."

( /)  F o r p u rp o s e s  o f  th is  se c tio n ,

(1 )  " e x p lo re "  in c lu d e s  c o n d u c tin g  g e o lo g ic a l  o r  g e o p h y s ic a l 

e x p lo ra tio n , in c lu d in g  d r i l l in g  a s tra tig ra p h ic  te s t w e ll;

(2 )  " s tra t ig ra p h ic  te s t w e ll"  m e a n s  a w ell d r i l le d  fo r  th e  s o le  p u rp o se  o f  

o b ta in in g  g eo lo g ica l in fo rm a tio n  to  a id  in  e x p lo r in g  fo r  a n  o il o r  g a s  d e p o s it ,  the ta rg e t 

z o n e s  o f  w hich  a re  lo c a te d  in  th e  s ta te .

Sec. 43.55.170. Additional nontransferable credit, (a )  F o r  a  m o n th  fo r  w h ich  

th e  n e t va lu e  o f  the  ta x rb le  o il a n d  gas p ro d u c e d  d u r in g  th e  m o n th  c a lc u la te d  u n d e r 

A S  4 3 .5 5 .1 6 0  e x c e e d s  z e ro , a  p ro d u c e r  th a t is q u a lif ie d  u n d e r  (b )  o f  th is  sec tio n  m ay  

re d u c e  th e  net v a lu e  b y  a p p ly in g  a ta x  c re d it  fo r a  q u a l i f i e d . a p ita l  e x p e n d itu re , as tha t 

te rm  is  d e fin e d  in A S  4 3 .5 5 .0 2 4 , i f  th e  q u a lif ie d  c a p ita , e x p e n d itu re  in v o lv e d  a 

p a y m e n t m ade in  th is  s ta te  a n d  th e  c la im  o f  the  c re d it  is  n o t  L \ e n  u n d e r  A ',  4 3 .5 5 .0 2 4  

o r  4 3 .5 5 .0 2 5 . T h e  c re d it  a u th o r iz e d  b y  th is  su b se c tio n  m a y  b e  c .tL m a te d  a n d  ap p lie d  

s o  tha t

(1 )  the  n e t v a lu e  fo r  th e  m o n th  is  n o t  r e d u c e d  b e lo w  z e ro ; a n d

(2 )  th e  to ta l o f  the  c re d its  a p p lie d  d u r in g  th e  c a le n d a r  y e a r  d o es  no t 

e x c e e d  $ 1 0 ,0 0 0 ,0 0 0 .

(b ) O n w ritte n  a p p lic a tio n  by  a p ro d u c e r , in c lu d in g  a n y  in fo rm a tio n  the 

d e p a r tm e n t m ay  re q u ire , th e  d e p a r tm e n t sh a ll d e te rm in e  w h e th e r  th e  p ro d u c e r 

q u a lif ie s  u n d er th is  s e c tio n  fo r  a c a le n d a r  y ea r. T o  q u a l i fy  u n d e r  th is  sec tio n , a 

p ro d u c e r  m ust d e m o n s tra te  th a t  its  o p e ra tio n  in th e  s ta te  o r  its  o w n e r s h ip  o f  an  in te re s t 

in  a lea se  o r  p ro p e rty  in  th e  s ta te  as a d is tin c t p ro d u c e r  e n t i ty  w o u ld  n o t re su lt  in  the  

d iv is io n  am o n g  m u lt ip le  p ro d u c e r  e n tit ie s  o f  a n y  n e t v a lu e  o f  ta x a b le  o il a n d  g as , as 

d e te rm in e d  u n d e r A S 4 3 .5 5 .1 6 0 (a ) ,  th a t w o u ld  be r e a s o n a b ly  e x p e c te d  to  be  a ttr ib u te d  

to  a  s in g le  p ro d u c e r  e n t i ty  i f  th e  a llo w a n c e  p ro v is io n  o f  (a )  o f  th is  se c tio n  d id  no t 

e x is t.

(c ) An u n u se d  a l lo w a n c e  o r  p o r tio n  o f  an  a l lo w a n c e  u n d e r  th is  se c tio n  is no t 

t ra n s fe ra b le  u n d e r A S  4 3 .5 5 .0 2 4 (d ) ,  m a y  n o t be  c a r r ie d  fo rw a rd  to  a la te r  c a le n d a r  

y e a r , a n d  m ay no t b e  u s e d  to  e s ta b lish  a c a r r ie d - fo rw a rd  a n n u a l lo ss  u n d e r 

A S  4 3 .5 5 .0 2 4 (b ) .
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1 (d )  A  p ro d u c e r  m a y  n o t c la im  a c re d it  u n d e r  th is  s e c t io n  fo r  a q u a lif ie d  c a p ita l

2  e x p e n d itu re  in c u r re d  a f te r  M a rc h  3 1 , 2016 .

3 * S ec . 23. A S  4 3 .5 5 .2 0 1 (b )  is  a m e n d e d  to  read :

4  (b )  T h e  s u rc h a rg e  im p o se d  by  (a ) o f  th ;s  s e c tio n  is  in  a d d itio n  to  a n d  sh a ll b e

5  p a id  in  th e  s a m e  m a n n e r  a s  d ie  tax im p o s e d  b y  A S  43.55.011, except that.

WORK DRAFT WORK DRAFT 24-GH2052\G

6 notwithstanding any contrary provisions of AS 43.55.020(a), the full amount of

7 the surcharge is due on the last day of each calendar month on oil produced from

8 each lease or property during the preceding month. The surcharge fA S  4 3 .5 5 .0 1 1

9  - 4 3 .5 5 .1 5 0 ; A N D ] is  in  a d d itio n  to  th e  s u rc h a rg e  im p o s e d  by  A S  4 3 .5 5 .3 0 0  -

10 4 3 .5 5 .3 1 0 .

11 * S ec . 2 4 . A S  4 3 .5 5 .2 0 1 (c )  is  a m e n d e d  to  read :

12 (c ) A  p ro d u c e r  o f  oil sh a ll m ak e  re p o r ts  o f  p ro d u c tio n  in  th e  sam e  m a n n e r  a n d

13 u n d e r  th e  sa m e  p e n a lt ie s  as re q u ire d  u n d e r A S  43.55.011 - 43.55.170 [A S  4 3 .5 5 .0 1 1 -

14 4 3 .5 5 .1 5 0 ] .

15 * S ec . 25. A S  4 3 .5 5 .2 0 !  is  a m e n d e d  b y  ad d in g  a n e w  s u b s e c tio n  to  read :

16 (d ) O il n o t  c o n s id e re d  u n d e r  A S 4 3 .5 5 .0 2 0 (e )  to  b e  p ro d u c e d  fro m  a lea se  o r

17 p ro p e r ty  is n o t c o n s id e re d  to  be p ro d u c e d  f ro m  a le a s e  o r  p ro p e r ty  fo r  p u rp o se s  o f  th is

18 se c tio n .

19 * Sec. 26. A S  4 3 .5 5 .3 0 0 (b )  is  a m e n d e d  to  read :

2 0  (b ) T h e  s u rc h a rg e  im p o se d  by  (a) o f  th is  s e c tio n  is  in  a d d itio n  to  a n d  sh a ll b e

21 p a id  in  th e  s a m e  m a n n e r  as the  tax  im p o s e d  b y  A S  43.55.011. except that,

22  notwithstanding any contrary provisions of A S  43.55.020(a). the full amount of

23 the surcharge is due on the last day of each calendar month on oil produced from

24  each lease or property during the preceding month. The surcharge IA S  4 3 .5 5 .0 1 1

25  - 4 3 .5 5 .1 5 0 ; A N D ] is  in  ad d itio n  to  the  s u rc h a rg e  im p o s e d  b y  A S  4 3 .5 5 .2 0 1  -

26  4 3 .5 5 .2 3 1 .

27  * S e c . 27. A S  4 3 .5 5 .3 0 0 (c )  is a m e n d e d  to  read :

28  (c ) A  p ro d u c e r  o f  o il sh a ll m ak e  re p o r ts  o f  p ro d u c tio n  in  th e  sam e  m a n n e r  a n d

29  u n d e r  th e  sa m e  p e n a lt ie s  as re q u ire d  u n d e r  A S  43.55.011 - 43.55.170 [A S  4 3 .5 5 .0 1 1 -

3 0  4 3 .5 5 .1 5 0 ] .

31 * Sec. 28. A S  4 3 .5 5 .3 0 0  is  a m e n d e d  b y  ad d in g  a  n e w  su b s e c tio n  to  read :
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(d )  O il n o t co n s id e re d  u n d e r  A S  4 3 .5 5 .0 2 0 (e ;  to  b e  p ro d u c e d  f ro m  a  le a se  o r  

p ro p e r ty  is  n o t  c o n s id e re d  to  b e  p ro d u c e d  f ro m  a le a se  o r  p ro p e r ty  fo r  p u rp o s e s  o f  th is  

se c tio n .

* S e c . 29. A S  4 3 .5 5 .9 0 0 (6 )  is re p e a le d  a n d  re e n a c te d  to  re a d :

(6 ) "gas" m ean s

(A ) all n a tu ra l, a s s o c ia te d , o r  c a s in g h e a d  g a s ;

(B ) all h y d ro c a rb o n s  th a t

( i)  a re  re c o v e re d  b y  m e c h a n ic a l s e p a ra tio n  o f  w ell f lu id s  o r  b y  g a s  p ro c e s s in g ;

an d

( ii)  e x is t  in  a g aseo u s  p h a se  a t th e  c o m p le tio n  o f  m e c h a n ic a l s e p a ra t io n  an d  

an y  g a s  p ro c e s s in g ; and

(C ) all o th e r  h y d ro c a rb o n s  p ro d u c e d  fro m  a  w e ll n o t d e f in e d  as

o il;

* S ec . 30. A S  4 3 .5 5 .9 0 0 (7 )  is re p e a le d  a n d  re e n a c te d  to  read :

(7 ) "g ro ss  v a lu e  a t the  p o in t  o f  p ro d u c tio n "  m e a n s

(A ) fo r  o il, the  v a lu e  o f  th e  o il a t th e  a u to m a tic  c u s to d y  tr a n s fe r  

m e te r  o r  d e v ic e  th ro u g h  w h ich  th e  o il e n te rs  in to  th e  fa c i l i t ie s  o f  a  c a r r ie r  

p ip e lin e  o r  o th e r  tra n sp o rta tio n  c a r r ie r  in  a  c o n d it io n  o f  p ip e lin e  q u a lity ;  in  th e  

a b s e n c e  o f  an  au to m a tic  c u s to d y  t r a n s fe r  m e te r  o r  d e v ic e , "g ro ss  v a lu e  a t th e  

p o in t  o f  p ro d u c tio n "  m e a n s  th e  v a lu e  o f  the  o il a t th e  m e c h a n is m  o r  d e v ic e  to  

m e a s u re  th e  q u a n tity  o f  o il th a t h a s  b e e n  a p p ro v e d  b y  th e  d e p a r tm e n t fo r  th a t 

p u rp o s e , th ro u g h  w h ich  th e  o il is te n d e re d  a n d  a c c e p te d  in  a c o n d i t io n  o f  

p ip e l in e  q u a lity  in to  th e  fa c il i t ie s  o f  a c a r r ie r  p ip e lin e  o r  o th e r  tra n s p o r ta t io n  

c a r r ie r  o r  in to  a f ie ld  to p p in g  p la n t;

(B ) fo r  g a s , o th e r  th a n  g a s  d e s c r ib e d  in  (C ) o f  th is  p a ra g ra p h ,

th a t  is

( i)  n o t  su b je c te d  to  o r  r e c o v e re d  b y  m e c h a n ic a l  s e p a ra tio n  o r  g a s  p ro c e s s in g , 

th e  v a lu e  o f  th e  g as  at the  f irs t p o in t w h e re  th e  g a s  is a c c u ra te ly  m e te re d ;

( i i)  su b je c te d  to  o r  re c o v e re d  b y  m e c h a n ic a l s e p a ra tio n  b u t n o t  gas p ro c e s s in g , 

th e  v a lu e  o f  th e  g a s  at th e  first p o in t w h e re  th e  g a s  is  a c c u ra te ly  m e te re d  a f te r  

c o m p le t io n  o f  m e c h a n ic a l se p a ra tio n ;
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(iii)  su b je c te d  to  o r  r e c o v e re d  b y  g as  p ro c e ss in g , th e  v a lu e  o f  th e  g as  a t th e  

f irs t p o in t w h e re  th e  gas is  a c c u ra te ly  m e te re d  a f te r  c o m p le tio n  o f  g a s  p ro c e s s in g ;

(C ) fo r  g a s  ru n  th ro u g h  an  in te g ra te d  g a s  p ro c e s s in g  a n d  gas 

tre a tm e n t fac ility  th a t d o e s  n o t a c c u ra te ly  m e te r  th e  g as  a f te r  th e  gas 

p ro c e s s in g  an d  b e fo re  th e  gas tre a tm e n t, th e  v a lu e  o f  th e  g a s  a t th e  firs t p o in t 

w h e re  gas p ro c e s s in g  is  c o m p le te d  o r  w h e re  g as t re a tm e n t b e g in s , w h ic h e v e r  is 

fu r th e r  u p s tream ;

* S e c . 3 1 . A S  4 3 .5 5 .9 0 0 (1 0 )  is  re p e a le d  a n d  re e n a c te d  to  read :

(1 0 ) "o il"  m e a n s

(A ) c ru d e  p e tro le u m  o il; and

(B ) all l iq u id  h y d ro c a rb o n s  th a t a re  r e c o v e re d  b y  m e c h a n ic a l 

s e p a ra tio n  o f  w ell f lu id s  o r  b y  g a s  p ro c e ss in g ;

13 * S e c . 32. A S  4 3 .5 5 .9 0 0  is a m e n d e d  b y  a d d in g  n ew  p a ra g ra p h s  to  read :

(17 ) "gas p ro c e s s in g "

(A ) m e a n s  p ro c e s s in g  a g a se o u s  m ix tu re  o f  h y d ro c a rb o n s

(i) by  m e a n s  o f  a b s o rp tio n , a d so rp tio n , e x te rn a lly  a p p lie d  re f r ig e ra tio n , 

a r tif ic ia l  c o m p re s s io n  fo llo w e d  b y  a d ia b a tic  e x p a n s io n  u s in g  th e  J o u le -T h o m so n  

e f fe c t ,  o r  a n o th e r  p h y s ic a l p ro c e s s  th a t is  no t m e c h a n ic a l s e p a ra t io n ;

(ii)  fo r  the p u rp o se  o f  e x tra c tin g  a n d  re c o v e r in g  liq u id  h y d ro c a rb o n s ;  an d

(iii)  u p s tre a m  o f  a n y  g a s  tre a tm e n t an d  u p s tre a m  o f  th e  in le t o f  a n y  gas 

p ip e l in e  sy s te m  tra n sp o r tin g  g a s  to  a m a rk e t;

(B ) d o e s  n o t in c lu d e  g as tre a tm e n t;

(18 ) "gas tre a tm e n t"

(A ) m e a n s  c o n d itio n in g  g a s  a n d  re m o v in g  fro m  gas 

n o n h y d ro c a rb o n  s u b s ta n c e s  fo r  th e  p u rp o se  o f  re n d e r in g  th e  g a s  a c c e p ta b le  for 

te n d e r  and  a c c e p ta n c e  in to  a g as  p ip e lin e  sy s te m ; and

(B ) in c lu d e s  in c id e n ta lly  re m o v in g  l iq u id  h y d ro c a rb o n s  from

th e  gas.

* S e c . 3 3 . A S  4 3 .5 5 .0 1 1(b), 4 3 .5 5 .0 1 1 (c ) , 4 3 .5 5 .0 1 2 (b ) , 4 3 .5 5 .0 1 3 , 4 3 .5 5 .0 1 6 , 

4 3 .5 5 .9 0 0 (1 ) ,  4 3 .5 5 .9 0 0 (8 ) , 4 3 .5 5 .9 0 0 (1 1 ) , 4 3 .5 5 .9 0 0 (1 2 ) , an d  4 3 .5 5 .9 0 0 (1 6 )  a re  re p e a le d .

*  S e c . 3 4 . T h e  u n c o d if ie d  law  o f  th e  S ta te  o f  A la s k a  is  am e n d e d  b y  a d d in g  a n e w  se c tio n  to
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read:

A P P L IC A B IL JT Y . (a )  S e c tio n s  5 , 8 - 11, 13, 14, 16, a n d  2 0  -  3 3  o f  th is  A c t ap p ly  to 

o il an d  g a s  p ro d u c e d  o n  o r  a f te r  A p ril 1, 2 0 0 6 .

(b ) S e c tio n  12 o f  th is  A c t a p p lie s  to  o il and  g a s  p ro d u c e d  b e fo re , o n , o r  a fte r  the 

e f fe c tiv e  d a te  o f  sec . 12 o f  th is  A ct.

* Sec. 35. T h e  u n c o d if ie d  la w  o f  th e  S ta te  o f  A la sk a  is  a m e n d e d  b y  a d d in g  a  n ew  se c tio n  to 

read :

T R A N S IT IO N A L  P R O V IS IO N S , (a ) N o tw ith s ta n d in g  a n y  c o n tr a ry  p ro v is io n  o f  

A S  4 3 .5 5 .0 2 4 (a ) , e n a c te d  b y  se c . 13 o f  th is  A ct, fo r  oil a n d  g a s  p ro d u c e d  o n  o r  a f te r  A pril 1, 

2 0 0 6 , an d  b e fo re  Ja n u a ry  1, 2 0 0 7 , th e  p h ra se  "ev e ry  m o n th  a n  a n n u a l iz e d  tax  c re d it  in  an 

a m o u n t e q u a l to  o n e  a n d  tw o - th ird s  p e rc e n t"  in A S  4 3 .5 5 .0 2 4 (a ) , e n a c te d  b y  sec. 13 o f  th is  

A c t, sh a ll be  re p la c e d  b y  th e  p h ra s e  "e v e ry  m o n th  d u rin g  th e  p e r io d  A p r il  1, 2 0 0 6 , th ro u g h  

D e c e m b e r  31 , 2 0 0 6 , an  a n n u a liz e d  ta x  c re d it  in  an a m o u n t e q u a l to  2 .2 2 2  p e rc e n t."

(b )  N o tw ith s ta n d in g  a n y  c o n tra ry  p ro v is io n  o f  A S  4 3 .5 5 .0 2 4 (e ) ,  e n a c te d  b y  sec . 13 o f  

th is  A c t, fo r  o il an d  g as  p ro d u c e d  o n  o r  a f te r  A pril 1, 2 0 0 6 , a n d  b e fo re  J a n u a ry  1, 2 0 0 7 , the  

p h ra se  "a  c a le n d a r  y ear"  in  A S  4 3 .5 5 .0 2 4 (e ) , en ac ted  b y  sec . 13 o f  th is  A c t, sh a ll be re p la c e d  

by  th e  p h ra se  " th e  last n in e  m o n th s  o f  th e  c a le n d a r  yea r."

(c )  N o tw ith s ta n d in g  a n y  c o n tra ry  p ro v is io n  o f  A S  4 3 .5 5 .1 6 0 (f) , e n a c te d  by  sec . 22  o f  

th is A c t, fo r  o il an d  g as  p ro d u c e d  o n  o r  a f te r  A pril 1, 2 0 0 6 , a n d  b e fo re  J a n u a ry  1, 2 0 0 7 , the 

p h rase  " fo r  e ' 'e r y  m o n th  o f  a  c a le n d a r  y e a r , o n e -tw e lfth  o f  th e  p ro d u c e r 's  a d ju s te d  lease  

jx p e n d itu re s  fo r  th e  c a le n d a r  y e a r"  in  A S  4 3 .5 5 .1 6 0 (0 , e n a c te d  b y  sec . 2 2  o f  th is  A c t, shall be 

'e p la c e d  b y  th e  p h ra se  " fo r e a c h  o f  th e  la s t n in e  m o n th s  o f  2 0 0 6 , 2 .2 2 2  p e rc e n t o f  the  

p ro d u cer 's  a d ju s te d  lease  e x p e n d i tu re s  fo r  th a t n in e -m o n th  p e r io d ."

(d ) F o r  o il an d  g as  p ro d u c e d  b e fo re  A pril 1, 2 0 0 6 , th e  p r o v is io n s  o f  A S 4 3 .5 5 , an d  

e g u la tio n s  a d o p te d  u n d e r  A S  4 3 .5 5 , th a t w e re  in e ffec t b e fo re  A p r il  1, 2 0 0 6 , an d  th a t w ere  

tp p lic a b le  to  th e  o il an d  g as  c o n tin u e  to  a p p ly  to  th a t oil a n d  g as .

* Sec. 3 6 . T h e  u n c o d if ie d  la w  o f  th e  S ta te  o f  A la sk a  is a m e n d e d  b y  a d d in g  a n ew  sec tio n  to  

ead :

T R A N S IT IO N : R E G U L A T IO N S . T h e  D e p a rtm e n t o f  R e v e n u e  m a y  p ro c e e d  to  ad o p t 

e g u la tio n s  to  im p le m e n t th e  c h a n g e s  m ad e  b y  th is  A ct. T h e  re g u la t io n s  ta k e  e ffe c t u n d e r  

^S 4 4 .6 2  (A d m in is tra tiv e  P ro c e d u re  A c t), b u t no t b e fo re  th e  e f f e c t iv e  d a te  o f  th e  law
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im p le m e n te d  by  th e  r e g u la tio n .

* Sec. 37. T h e  u n c o d if ie d  law  o f  th e  S ta te  o f  A la s k a  is  a m e n d e d  b y  a d d in g  a  n ew  s e c tio n  to  

read :

R E V IS O R 'S  I N S T R U C T k  .. T h e  r e v is o r  o f  s ta tu te s  is  in s tru c te d  to  c h a n g e  th e  

h ead in g  o f

(1 )  A S  4 3 .5 5  f ro m  "O il an d  G a s  P ro d u c t io n  T a x e s  an d  O il S u rc h a rg e "  to  "O il 

and  G as P ro d u c tio n  T a x  a n d  O il S u rc h a rg e " ;

(2 )  a r t ic le  1 o f  A S  4 3 .5 5  rro m  "O il a n d  G a s  P ro p e rtie s  P ro d u c tio n  T a x e s "  to  

' O il an d  G a s  P ro d u c tio n  T a x " ;

(3 )  A S  4 3 .5 5 .0 1 1  from  "O il p ro d u c t io n  ta x "  to  "O il an d  g a s  p ro d u c tio n  ta x " ;

(4 )  A S  4 3 .5 5 .0 2 5  from  "T ax  c re d it  fo r  o i l  an d  g a s  e x p lo ra t io n  o r  g a s  o n ly  

ex p lo ra tio n "  to  " A lte rn a tiv e  tax  c re d it fo r  o il a n d  g a s  e x p lo ra t io n  o r  gas o n ly  e x p lo ra t io n " ;

(5 )  A S  4 3 .5 5 .1 5 0  from  " D e te rm in a tio n  o f  g ro ss  v a lu e"  to  " D e te rm in a tio n  o f  

g ro ss  va lu e  a t th e  p o in t  o f  p ro d u c tio n ."

* S ec . 38. T h e  u n c o d if ie d  law  o f  the S ta te  o f  A la s k a  is a m e n d e d  b y  a d d in g  a  n e w  s e c tio n  to  

read:

C O N D IT IO N A L  R E T R O A C T IV IT Y . I f  th e  s e c t io n s  o f  th is  A ct th a t, u n d e r  s e c . 4 0  o f  

th is  A c t, a re  s c h e d u le d  to  ta k e  e f fe c t A p ril 1, 2 0 0 6 , ta k e  e f fe c t  on  o r  a f te r  A p n l 1, 2 0 0 6 , th o se  

sec tio n s  o f  th is  A c t a re  re tro a c tiv e  to  A pril 1, 2 0 0 6 .

* S ec . 39. S e c t io n s  1 - 4 , 7 , 12, 15, 17, an d  3 6  - 38  o f  th is  A c t tak e  e f fe c t im m e d ia te ly  u n d e r  

A S 0 1 .1 0 .0 7 0 (c ) .

* S ec . 40. E x c e p t a s  p ro v id e d  in  sec. 3 9  o f  th is  A c t, th is  A c t tak es  e ffe c t A p ril 1, 2 0 0 6 .
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FISCAL NOTE

2006 LEGISLATIVE SESSION Bill Version LL06-0052-DNR-Q&G-02
() Publish Date. ______________________

STATE OF ALASKA Fiscal Note Number: ___________________

Revision Date/Time (Note if correction):______________________ Dept Affected___________Natural Resources
Title Repealing the oil proQuclion tax and gas____________RDU Resource Development_______
______________ production tax etc._______________________________Component Oil & Gas Development_______
Sponsor Rules by Request of Governor____________________  ____________________________
Requester Governor_______________________________________Component No 439_______

Expenditures/Revenues____________________________________(Thousands o f 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

ICAPITAL EXPENDITURES | \ | | \

CHANGE IN REVENUES ( ) | 1 1 I

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts
1037 GF/Mentai Health
Other (Specify Type-Do not abbreviate)

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

Estim ate of any current year (FY2006) cost: 0_0_____
Mark th is  box (X) if fund ing fo r th is  b ill is included in the Governor's FY 2007 budget proposal: I I

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separate page if necessary)

There is no anticipated fisca l im pact fo r DNR associated w ith im plem entation of this legislation.

Prepared by: Bill VanDyke. Acting Director Phone 907-269-8800
Division Oil & Gas Date/Time 2/15/2006

Approved by: Michael Menge. Commissioner Date 2/15/2006
Agency Natural Resources___________________________________________

(Revised 97/?0OJ OMB) Page 1 of 1



FISCAL NOTE
STATE OF ALASKA Fiscal Note Number: _________
2006 LEGISLATIVE SESSION Bill Version 773060052

() Publish Date _________

Revision Dale/Time (Note if correction):________________________ Depl Affected___________ Revenue
Title An Act Relating to tne Production Tax on_________ RDU Tax ano Treasury

______________ Oil and Gas___________________________________Component JTax_________________
Sponsor Rules Committee______________________________  ____________________
Requester Governor_____________________________________ Component No. 2476

E xp e n d itu re s /R e ve n u e s___________________________________(Thousands of D ollars)
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 3592 366 4 373 7 381.2 388.8 396 6
Travel
Contractual 1,200 0 520 0
Supplies 24 0
Equipment
Land & Structures
Grants & Claims
Miscellaneous (OH office, etc] 18.0 180 18.0 18.0 180 180

TOTAL OPERATING 1.601.2 904 4 391.7 399.2 406.8 414.6

CAPITAL EXPENDITURES | [ | I I T
CHANGE IN REVENUES ( ) |See an a lys is  se c tio n

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

1.601 2 904 4 391 7 399 2 406 8 414 6

TOTAL 1.601.2 904.4 391.7 399.2 406.8 414.6

Estimate of any current year (FY2006) cost: 275.0
Check this box (X) if fund ing  fo r th is  b ill is included in the G overnor's FY 2007 budget proposal: I I

POSITIONS _____
Full-time 4 A 4 4 4 4

Part-time
Temporary —

ANALYSIS: (Attach a separate page if necessary)

This bill would am end the oil and gas production tax by basing the tax on the net va lue o f the oil and gas. 
The net value is the w e llhead  va lue  (net o f roya lty ) less all qua lified  lease expend itu res, inc lud ing capita l 
and operating costs, p roperty  taxes, and an add itiona l 573 m illion per year a llow ance fo r each producer. 
(The allowance can be no g rea te r than the net va lue  be 'o re  the a llow ance ) The net incom e w ould be 
subject to a 20%  tax, less a cred it o f 20% w hich app lies to cap ita l costs upstream  o f the po in t of 
production. In add ition , the re  w ou ld  be a deduction  for capita l costs  incurred over the previous five years, 
which can be rea lized o ve r the nex t six years, bu t only in years w here the ANS price  is over $40. It is 
estimated this w ould  reduce revenues about $170 m illion in years when it was rea lized. In years w here  the 
ANS price is under $40 the deduction  can be carried  forward.

Prepared by. Robynn Wilson. Michael Williams, and Roger Marks Phone 269-1019
Division Tax Division Date/Time 2/21/06 12.00 AM

Approved by: Jerry Burnett______________________________________________  Dale 2/21/2006_____________
Agency Department of Revenue____________________________________

(Mevueo 97/zooi omb) Page 1 of 3
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STATE OF ALASKA
2006 LEGISLATIVE SESSION

BILL NO.

A N ALYSIS  C O N TINU ATIO N

The figures in the table below  reflect the revenues :hat would be received from  tne bill relative to the 
status quo under various pnces. They are predicated on the oil vo lum es in the D epartm ent of Revenue 
Fall 2005 Revenue Sources Book. The figures reflect North Slope activity; the im pact on Cook Inlet is 
expected to be modest. They assum e that seven producers utilize the full a llowance. The status quo 
assumes the January <.005 ELF aggregation decision by the D epartm ent of Revenue fo r Prudhoe Bay 
continues.

The cost assum ptions are as fo llows

- S100 m m /yr exploration
- $ 1/bbl on-going capital on all barrels
- S3.50/bbl developm ental capita l o r 13 of existing conventional oil
- $8/bbl developm ental capita l on 2/3 of existing heavy oil
- $3.50/bbl developm ental capita l on new conventional oil
- S8/bbl developm ental capita l on new heavy oil
- S3/bbl operating cost on conventional oil
- S5/bbl operating cost on heavy oil

The following table shows the 2007-2012 receipts from the bill, sensitive to d ifferent oil prices. These 
include the D epartm ent of R evenue forecast, a $40 price, and a $60 price (N ote that the status quo 
num bers are slightly d ifferent from  what is reflected in the Fall 2005 R evenue Sources Book because of 
som e m inor changes in assum ptions introduced since Fall 2005. and because o f some differences 
between what som e taxpayers ac lua lly rem it and what is u ltim ately expected to be collected )

Operating expenditures include costs for 3 additional positions for auditors: 1 O & G Specialist (Range 
23). 1 O & G R evenue Auditor IV  (Range 22). and 1 O & G Revenue A ud ito r III (Range 20). These 
positions would be used to fulfill additional audit responsib ilities inherent in a net profits tax. In addition, 
w e request 1 additiona l position  for a Tax Tech III (Range 14) lo  process add itiona l inform ation and tax 
returns that will be required, and additional credit applications anticipated. Personal Services reflect a 2%  
yearly increase.

Contractual expenses include $100,000 and $70,000 for program m ing in FY 07 and FY 08. respectively, 
$250,000 in each of FY 07 and FY 08 for help in w riting regulations, and $850,000 and $200,000 in FY 07 
and FY 08. respective ly, fo r aud iting  costs related to the new  transition rules. Supplies include com puters 
and other supplies necessary fo r new  positions.

FISCAL NOTE

STATE OF ALASKA B ILL NO.___________________

2006 LEGISLATIVE SESSION

A N A LY SIS  C O N TIN U ATIO N  (M ILLIO N S OF 2005 D O LLA R S )

Fiscal DOR Status Q uo Tax from Gam from
Year Forecast Tax Bill Bill
2007 49.20 934 1.363 429
2008 40.95 697 915 217
2009 25.50 404 349 -55
2010 25.50 387 339 -48
2011 25.50 362 351 -11
2012 25.50 343 332 -10

Page 2 ot „
Fiscal M edium  Status Q uo Tax from  G ain from



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

Fiscal High Status Quo Tax from Gain from
Year Price Tax Bill Bill
2007 60.00 1,165 1,938 773
2008 60.00 1,069 1,917 848
2009 60.00 1,042 2,007 965
2010 60.00 1,003 1,992 989
2011 60.00 941 2,051 1,110
2012 60.00 896 2,014 1,117



p r o p o s e d  Petroleum Production Tax (PPT)
^Tuestions and Answers

What is the new petroleum production tax?
The new petroleum production tax will change the existing oil taxation system in Alaska. The current 
production tax on oil is based on a percentage of the gross value of production. A new petroleum 
production tax would be based on a percentage of the net profit. The current production tax rate is 
driven by the Economic Limit Factor (ELF). This ELF-based system is no longer working for Alaska.The 
second largest oil field in the nation (Kuparuk) will no longer pay a production tax in the next year 
and Prudhoe Bay will pay a near zero production tax in 12 - 14 years.

Why is a new petroleum production tax a good idea?
The ELF-based oil production tax no longer works effectively for Alaska for three reasons:

1. Alaska is not getting its fair share of oil revenue under the ELF system compared to what the 
producers are paying in similar oil regimes around the world.

2. The current production tax provides few incentives for exploration, development and 
investment. The new oil production tax being proposed will provide significant new oil and 
gas exploration and investment incentives.

3. ELF will drop to near zero in 12 -14 years, meaning that Alaskans will receive no production 
tax revenue.

How would this new tax work?
The new tax system would be net cash flow driven. That is, it would be based on the difference 
between capital and operating expenditures and revenues as they occur annually. As a result, 
tax revenue would be lower when the initial large new capital outlays are made and higher as 
production responds to that investment and net cash flow becomes positive.

What are the tax rates?
The producers will pay a 20% tax rate with a 20% tradable capital investment tax credit. The bill also 
provides for a $73 million annual allowance to be used as an additional deduction as long as the 
allowance is not greater than the net value before the allowance. 20% of any carry-forward loss may 
also be taken as a tax credit.

Continued.—>



Is this tax designed to make the state more money?
Yes, when oil prices are above approximately $25 per barrel. Under the current system, when profitfl 
are high, they are being expatriated outside of Alaska because there is no tax incentive to invest in 
Alaska. However, when producers reinvest their profits here, or when prices are low because of low 
oil prices or high costs, it is possible that the state could see lower production tax revenue More 
investment will lead to more barrels, more barrels will lead to more profits and more profits will lead 
to more taxes.

Why should the State change the oil tax?
Alaska should receive a fair share of the revenue generated from 
our natural resources. The current oil production tax does not 
provide Alaska the same level of revenue (also considering federal 
tax) that the producers are paying in similarly situated oil provinces 
around the world.

The new petroleum production tax would be a componenv of the 
fiscal stability offered to the producers who are proposing to build 
the gas pipeline. It is only fair that in exchange for fiscal stability on 
oil taxes that the state gets a fair share, similar to what the producers 
are paying elsewhere in the world, especially since fiscal stability 
increases the value of the leases that the producers hold.

What about incentives for development?
The bill creates new incentives for investment, exploration and 
development -  a 20% tradable capital investment tax credit and 
a $73 million "standard deduction". The new incentives were 
included in the legislation because Prudhoe Bay is an aging field 
and other than ANWR, we are unlikely to find major new oil fields 

state land on the North Slope. Explorers are more likely to find 
new fields in the 50 to 150 million barrel range. These explorers 
will need incentives to find and develop these expensive and 
smaller fields.

For Questions and Comments;
Chuck Logsdon Becky Hultberg
Gas Pipeline Negotiations Spokesman Governor's Spokeswoman
907.269.7450 907.465.3500

What are the benefits of this tax?
A new petroleum production 

would ensure that Alaska
a fair share of oil revenues compared to what the producers 

are paying in similar areas around the world. The structural tax 
change puts in place development incentives that encourages new 

existing producers to invest their oil profits in finding and 
developing Alaska's oil and gas resources.



Oil Production Revenue Comparison
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Oil Resource Value Shares •
Over Long Term (2006-2050)
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February 21, 2006

The Honorable Jo h n  H arris 
Speaker of the House 
A laska S tate  Legislature 
S ta te  Capitol, Room 208 
Ju n e a u , AK 99801*1182

D ear Speaker Harris:

U nder the au tho rity  of a rt III, sec. 18, of the Alaska C onstitu tion, I am 
tran sm ittin g  a bill relating to the oil and gas production  tax.

This bill would elim inate the economic limit factor (ELF) from the 
determ ination  of production tax, and  would replace it with a more progressive 
and  investm ent-friendly tax system .

Under cu rren t law, the tax im posed on oil or gas production generally is 
determ ined by m ultiplying the gross value at the point of production tim es the 
appropria te  *ax rate tim es the economic limit factor for that production.

The econom ic limit factor was intended to provide a proxy for costs. It is 
determ ined by a complex form ula tha t uses as inpu t the total production from, 
and  productivity  of, the wells in a field. The theory behind the economic limit 
is th a t a p roducer would not be taxed for production  below the economic limit 
while still recovering costs. However, this h as not worked well in recent 
practice. On the one hand , under cu rren t conditions, producers are allowed 
proxy costs several tim es their ac tual costs. On the o ther hand , a producer 
reinvesting its profits from Alaska production in exploration, production, or 
developm ent in the s ta te  m ay receive little or no tax benefit com pared to a 
p roducer who exports its profits and m akes those sam e investm ents in an o th er 
s ta te  or country .



As explained in more detail below, th is bill in troduces two im portan t 
investm ent-friendly tax concepts in place of the econom ic limit factor.

• The tax proposed in the bill is based essen tia lly  on the cash  flow from  a 
lease, or the profit net of all qualified costs. T hus, a deduction  is allowed 
for all up stream  costs, including expenses and  cap ita l investm en t. In 
o ther words, the tax base is not gross value at the point of p roduction  
but the net value. In addition, every p roducer is allowed an  a n n u a l 
allowance of up to $73 million, so if a p roducer's  cash  flow’ is $73 million 
or less in a year, there would be no tax.

• A 20 percent tux credit is allowed for all the u p stream  capital investm ent, 
even if a deduction was taken for tha t investm ent a s  described above. 
A nother credit is allowed for opera ting  losses.

Because of th is proposed sw itch from a gross to net basis, a h igher tax 
rate  is appropria te  and th is bill would raise the rate  (before applying ELF) from 
the cu rren t 15 percent (or 12.25 percen t for new production) to 20 percen t. In 
addition , the m inim um  tax is repealed Thus, as  m entioned above, a com pany 
would incur a production tax liability only if it h as  positive cash  flow from its 
A laska production properties greater than  $73 million a year

U pstream  Cost Deduction

The calculation of the net value of a p ro d u cer’s oil anu  gas s ta r ts  with 
gross value, which is essentially  unchanged  from c u rre n t law, with som e 
stream lin ing . Direct lease costs, including both capital investm ent and 
operating  costs  are  deducted  from th a t gross value. If in any m onth  the total 
cash  flow is reduced to zero by those costs, rem ain ing  costs  are  carried  forward 
to fu tu re  m on ths (or, if unused  by the end of a ca lendar year, a re  tran sla ted  
into a  credit applicable in fu ture  years). In addition , each p roducer is g ran ted  
an  allow ance of up  to $200 ,000  a day or $73 million a year. That is, if after 
calcu lating  its net profit a p roducer still showed positive cash  Hows of $73 
million or less, th is allowance may be used to reduce that cash  flow to zero 
(though again, not any lower). If the p roducer show ed a positive cash  flow of 
m ore than  $73 million, the allow ance would be used to reduce the taxable cash  
flow by $73 million. Finally, as a transition  m easure , for the first 72 m on ths in 
which the Alaska North Slope oil spot price is above $40 a barrel, a p roducer is 
allowed to include in its upstream  deduction  a pro ra ta  am oun t of capital costs 
incurred  in the five years before the new production tax tak es effect.

T he H onorab le  J o h n  Harris
F eb ru ary  2 1 ,  2 0 0 6
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In the in te rests  of stream lining and  sim plicity, the D epartm en t of 
Revenue is directed to take into accoun t the kind of costs th a t an o p e ra to r 
typically bills a working in terest ow ner (and a working in terest owner typically 
audits) and  the D epartm ent of N atural R esources’ net profit share  lease 
regulations.

A num ber of indirect costs that m ay not be included in the calcu lation  of 
d irect lease costs are  specified in the bill. Finally, the bill specifies tha t any  
deduction  for lease expenses m ust be reduced by any re im bursem en ts th a t  a 
taxpayer receives from o ther taxpayers, say, for exam ple, for use of facilities, or 
from the governm ent where such  paym ents are  in the  n a tu re  of field costs.

New Investm ent C redits

Two m ajor new' cred its are provided for in the bill.

(1) A credit would be allowed against the production tax for 20 percen t of 
any qualified investm ent, even though that sam e outlay may also be 
deductib le in calcu lating  taxable net value of the oil and  gas. This credit 
and  the exploration credits under AS 43 .55 .025  may not both be taken  
for the sam e expenditures. Qualified capital expend itu res include 
ou tlays for new' (or new-to-Alaska) a sse ts  th a t are treated  as capital 
under the federal tax code, as well as geological and  geophysical 
exploration costs and drilling costs tha t would be expensed u n d er the 
federal tax code.

(2) A credit also w'ould be allowed for 20 percen t of any an n u a l loss. 
B ecause the tax due can only be reduced to zero (and not below zero), 
m echanically th is is the sam e as allowing unclaim ed expense to be 
carried  forward year to year, but for tax adm in istra tion  pu rposes it is 
preferable for carryforw ards to be in the form of credits.

These credits would be non-refundable; th a t is. they could not be used  to 
reduce a taxpayer's liability below zero. However, any credit not used in a 
given period could e ither be carried forward or sold to an o th e r toxpave; who 
m ight be tter be able to use it. Taxpayers w'ho pu rch ase  cred its may not use 
the  credits to reduce their production taxes by more th an  20 percent in any 
y ear

In addition to the two m ajor new credits, p roducers would be allowed to 
credit their oil conservation su rcharge  paym ents u n d e r AS 43.55 against the 
production  tax.

T he H onorab le  J o h n  Harris
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O ther Provisions

In providing for taxation of the net value of oil and  gas, the bill a lso  
would preserve m ost of the cu rren t provisions on calcu lating  gross value a t the 
point of production , since th is calculation  is an  in term ediate  step  in ca lcu la ting  
taxable n e t value. This approach  h as the benefit of conserving the body of 
regulations, in te rp re ta tions, and  case law th a t h as  developed over several 
decades. In the in te rest of fostering sim plicity and  efficiency, however, th e  bill 
would m ake a significant addition to the c u rre n t provisions, au tho riz ing  the 
D epartm ent of Revenue to allow taxpayers, if appropria te , to rely on royalty 
se ttlem ent ag reem en ts with the D epartm ent of N atural R esources (DNR), or 
o ther royalty values or m ethodologies accepted by the DNR, or the Linked 
S ta tes D epartm ent of the Interior (in the case of some federal leases or un its) or 
to use a simplifying form ula approved by the D epartm ent of Revenue.

Thc bill would m ake several changes in c u rre n t law to facilitate 
adm in istra tion  of the new’ production tax approach . The sub jec ts add ressed  
include tax re tu rn s  and  tax paym ent due da tes, definitions of oil and  gas and 
o ther term s, and  trea tm en t of private royalty oil and gas for production  tax 
purposes. The bill clarifies how the D epartm ent of Revenue may disclose 
certain  otherw ise confidential inform ation to taxpayers when the inform ation 
affects their tax liabilities. Persons who violate the conditions of such 
d isclosure w'ould be sub ject to the sam e crim inal penalties tha t cu rren tly  apply 
to sta te  em ployees who violate taxpayer confidentiality The bill also sim plifies 
the tax trea tm en t of flared gas and  ex tends to oil the cu rren t tax exem ption for 
gas that is used  on the lease.

The bill w-ould m ake needed up d a tes  and clarifications to certain  
provisions of the production  tax sta tu te , confirm ing the D epartm ent of 
R evenue’s long-stand ing  application of the prevailing value concept to in ternal 
transfers of oil or gas, incorporating a necessary' reference to the constitu tiona l 
budget reserve fund regarding the d ep a rtm e n t’s disposition of revenue, and  
repealing a specific failure-to-file penalty tha t is superfluous in the light of the 
general penalty  provisions of the revenue laws.

The proposed new production tax on net value, and  related provisions of 
the bill, would apply prospectively, as of Ju ly  1, 2006. The bill h a s  an 
im m ediate effective d a te  for o ther purposes.

This bill will greatly improve A laska's oil and  gas tax system , 
encourag ing  investm ent in the sta te , m aking tax adm in istra tion  more 
predictable, be tter reflecting the variable econom ics of oil and  gas developm ent,

The H on orab le  J o h n  Harris
February 2 1 ,  2 0 0 6
Pag" 4



and  providing A laskans with a fairer sh a re  of the value of the oil and g a s  taken  
out of the ground in our state. I urge your prom pt and  favorable action on th is 
legislation.

T h e H onorab le  J o h n  Harris
February  2 1 ,  2 0 0 6
Page 5

Sincerely yours,

F rank  H. M urkowski 
Governor

Enclosure



HB 488
“O IL  AND GAS PR O D U CTIO N  TA X ” 

SECTIO N A L ANALYSIS

Section 1: This section addresses the legislative intent of sec. 11 of the bill, which 
amends AS 43.55.020(f), a provision of the production tax statute. Section 1 explains that 
the intent is not to change the meaning or effect of that law but rather to confirm the 
meaning as it has long been interpreted by the Department of Revenue.

Sections 2 and 3: These sections amend provisions of the corporate income tax statute, 
AS 43.20, to ensure that the oil and gas production tax, as amended by this bill, is not 
treated the way an income tax is treated under that statute. Specifically, the amendments 
ensure that the production tax may be deducted, and that the production tax will not be 
added back to federal taxable income, for purposes of computing the corporate income 
tax.

Section 4: This section deals with criminal penalties for unauthorized disclosure of 
confidential tax records. Currently, AS 43.05.230(f) subjects current or former state 
officers, employees, and agents to fine or imprisonment for such disclosure. Section 4 
would extend the criminal penalties to private persons who violate conditions imposed by 
the Department of Revenue limiting access to and use of certain confidential information 
related to the production tax.

Section 5: This section is one of the core provisions of the bill. It (together with the 
repealer provision, sec. 34) replaces the current production taxes on oil and gas with a 
single production tax on both oil and gas. The current taxes are generally based on a 
percentage of the gross value of oil or gas at the point of production As amended by sec. 
5, the production tax is equal to 20 percent of the net value of oil and gas. Section 21 of 
the bill addresses how net value is determined.

Section 6: This section conforms certain existing statutory terminology to that used in 
the Internal Revenue Code and incorporates a definition that no longer needs to be 
located in a separate definitions section of the statute.

Section 7: This section deals with production tax payment due dates and interest. As 
under existing law, the production tax remains a monthly tax, but because a taxpayer’s 
exact liability may be subject to adjustment in light of later information or events (such as 
capital investments), only 90 percent of the tax is initially due each month. The 
remainder is due when a “true-up” return is filed by March 31 of the next calendar year.

Sections 8, 18, 19, 22, 23, 26, 27, and 38: These sections are simply conforming 
amendments or updates to reflect current legislative language usage.



Section 9: This section deals with a producer’s rij^it to charge a private royalty owner 
for the share o f production taxes attribu'able to royalty oil and gas. That right is 
recognized in existing law; what the section adds is a method of determining the royalty 
share of the taxes in the absence of an agreement between the producer and royalty owner 
to use a different method.

Section 10: This section expands the current production tax exemption for gas that is 
used in lease operations, to include oil that is used in lease operations. The section also 
simplifies the treatment of flared gas, which currently may be tax exempt, taxable, or 
both taxable and subject to a penalty, depending on why it is flared. Under this bill, gas 
whose flaring is authorized by the Alaska Oil and Gas Conservation Commission would 
be tax exempt; and otherwise it would be taxable.

Section 11: This section amends a provision of the production tax statute allowing the 
Department of Revenue to require production tax to be paid on the basis of the prevailing 
value of oil or gas. The section clarifies that the provision applies, not only where the 
sale price of oil or gas is sold differs from the prevailing value, but also where the oil or 
gas is not sold at all -  for example, where it is refined by the company that produced it.

Section 12: This core section of the bill provides for two new types o f tax credits that 
may be applied against the production tax. One is in the amount of 20 percent of capital 
expenditures for oil or gas exploration, development, or production. The other is in the 
amount of 20 percent of net losses from oil or gas exploration, development, or 
production that are carried forward from previous years. An unused credit may be sold to 
other producers by applying to the Department of Revenue for a transferable tax credit 
certificate. If the Department of Revenue later finds that the original producer’s credit 
claim was invalid, it may assess a tax deficiency against that producer, but the purchaser 
of the certificate would slil! be able to rely on and use the certificate in full.

Sections 13 -15: These sections update the statutory provisions that govern production 
tax returns, including requiring those returns to report on the costs that will be deductible 
under this bill for purposes of calculating taxable net value of oil and gas. The annual 
return that “trues up” prio: year monthly returns must show any adjustments or 
corrections to those monthly returns. Section 13 repeals a $25 per day penalty for failure 
to file a production tax return, in light o f the fact that there is a generally applicable late- 
filing penalty in the tax administration provisions o f AS 43.

Section 16: This section clarifies that the Department of Revenue’s power to obtain 
information relevant to determining taxes includes the power to require the filing of 
regular reports. The section also clarifies the statutory confidentiality restrictions on tax 
information, recognizing that the Department of Revenue may disclose such information 
to a taxpayer when it is necessary to compute that taxpayer’s liability. In such
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circumstances, the Department is required to impose appropriate limitations on which 
individuals may have access to the information and how the information may be used.

Section 17: This section amends uie current requirement that production taxes be 
deposited in the general fund, to incorporate exceptions imposed under the constitutional 
budget reserve fund amendment.

Section 20: This section amends AS 43.55.150, which deals with determining the gross 
value at die point of production of oil and gas. The section authorizes the Department o f 
Revenue to allow producers to calculate the gross value with a formula that uses a 
producer’s royalty settlement agreement with the state, or a royalty value or valuation 
methodology accepted by the Department of Natural Resources or the United States 
Department of the Interior in certain cases, or another formula using such factors as 
published price indices.

Section 21: This section, a core provision of the bill, provides for the calculation of a 
producer’s net value of taxable oil and gas. This calculation may include five steps.
First, the gross value at the point of production of all of the producer’s taxable oil and gas 
statewide is computed. Second, the producer’s deductible costs of oil and gas 
exploration, development, and production -  called adjusted lease expenditures -  in the 
state are totaled. Third, those costs are deducted from gross value. Fourth, a specified 
fraction of the producer’s oil and gas capital investments during the five years before the 
new tax law takes effect may be deducted. Fifth, an allowance of up to $73 million, 
spread over a calendar year, may be deducted. In no case, however, may the net value 
calculation for oil and gas drop below ze.o; the section establishes rules for the treatment 
of unused deductions.

The section directs the Department of Revenue to give substantial weight, in 
determining deductible costs, to typical industry practices and standards as reflected in 
billable types of costs under joint operating agreements, and allows the Department of 
Revenue to authorize producers in appropriate circumstances to rely on billings under 
such agreements for production tax purposes. The section also provides examples of 
costs that are potentially deductible as “direct” costs and examples of costs that are not 
deductible because they are not “direct.” Costs are required to be adjusted to account for 
reimbursem ents, asset sales, and other relevant producer receipts.

The section establishes limits on the deduction of previous capital investments, 
including a requirement that the West Coast price of Alaska North Slope oil must exceed 
$40 per barrel for the m< ;v!h. This figure is subject to future adjus'ment for inflation.

To benefit from an annual allowance of up to $73 million, a producer must qualify 
with the Department o f Revenue. The qualification requirement is designed to prevent 
the proliferation of producer entities for tax avoidance purposes.
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