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Summary Comparison between Various Approaches to Production Tax

SB/HB 2001 (ACES) as

Issue Current Law introduced CS HB 2001(FIN)am
Allowable Lease Expenditures A s43.55.1u Bill Section 4651
Allowed by regulation no language must be must be
Use producer audits of
operators? Explicit Explicit repealed; Implicit Explicit repealed; Implicit

add violation of law, lease or costs arising from Bad Acts lll
Disallow bad acts 11? yes license + criminal
F, rids.

Yet to be written regulations y '
will define 2006; then 3%
annual increase; (regardless

Opex of production or ownership?)
1 uvai (uw
if w
M SI

Dan E Dickinson, CPA
11/12/2007
Matnx Summary page 3



Summary Comparison between Various Approaches to Production Tax

Issue Current Law
AS 43,05.230 end royalty

Information statutes

forward looking information

required none

Disclosure of tax
information

DNR sharing royalty
information w/ DOR
DOR sharing tax
information with DNR

limited ability

limited ability

as 4305.290

Statute of Limitations
IState assessment must be

lissued within 3yrs

DOR Auditors As 39.25.100

DOR & DNR auditors
exempt employees? no

Effective Date
Generally n/a

Retroactive to April 12006 n/a

Dan E Dickinson. CPA
* 111212007
Matrix Summary

SB/HB 2001 (ACES) as
introduced

information "necessary to

forecast... revenues under AS
43.55". Penalty up to $1000 a

day.
if aggregated w/2 other
producers, no requirement to
prevent identification

expanded ability

expanded ability
ESi!ISEleOc?téons 1,1450 new AS
6 yrs
Bill Sections 10, 05, 07

yes

Bill Section 04
Jan 12008

deferred maintenance issues

page 4

CS HB 2001fFIN)am
Bill Sections 2-9.11,13,30-30, 52

information "necessary to
forecast... revenues under
AS 43.55". Penalty up to
$1000 a day if demanded
information not forthcoming.
if aggregated w/2 other
producers, [still under
umbrella -required to prevent
identification]

expanded ability

expanded ability
Bill Sections 1,14,41 new AS
43.55.075

6 yrs

Bill Sections 10, 50
2 DNR and 4 DOR exempt
master auditors authorized.

Bill Section 1, 00-01
Jan 12008
deferred maintenance issues
(Intent language)



Summary Comparison between Various Approaches to Production Tax

SB/HB 2001 (ACES) as

Issue Current Law introduced CS HB 2001 (FIN)am
Downstream Costs As 43.55.150 Bill Section 43
I Downstream Tanker and
I Pipelines = Actual, except,

Reasonable v actual reasonable if lower

Puma facie reasonable "just and reasonable" and
I arms' length transactions

Taps Tariff
Gas Ceilings thru 2022 As 4355011 Bill Section 22
IWhere | Cl Cl Cl + gas used in the state |
Additional Penalties ew As 4355055 Bill Section 40
Penalty for under estimated
payments

10% for 10% or 10mm
Additional Penalties for understmnt, 20% for 20% or
Under reporting none none 20mm understmnt
Intent Language Bill Section 1
overall intent of legislation n/a no included
long standing interpretation
of SOL n/a included included

Half the money from certair
retroactive applications to
PERS and public education
fund

tax savings from gas
ceilings outside Cl passed
on to ultimate consumers n/a no

encourage availability of
affordable gas

Dan E Dickinson, CPA
11/12/2007
Matrix Summary page 5



Issue
Admin

Monthly Estimated
foayments

LIHEAP funding
Whistleblower language

DNR NPSL regulations
Required 2011 Report

Dan E Dickinson, CPA
11/12/2007
Matrix Summary

Summary Comparison between Various Approaches to Production Tax

Current Law

AS 43.55.020(a)

Estimated payments
without ceilings, refund
due taxpayer at year end
No
No

n/a
Yes

SB/HB 2001 (ACES) as
introduced

Ceilings applied monthly
No
No
general grant for retroactive

applications
Yes

page 6

CS HB 2001(FIN)am
BiH Section* 12,23-25,41

Ceilings applied monthly (A
and C) could be more parallel
may appropriate $50 mm from

progressivity

yes - with limitation for bad

faith

may be retroactive
deleted



Bill Section Change Bill Section

25- 25.
GS0014\E GS0014\A
Title The new Title deletes references to the issuance of advisory Title

bulletins, establishing an oil and gas tax credit fund, and
reference to the conservation surcharge on oil

Deleted This section relating to the legislative intent of section 50 has Section 1
been deleted
Section 1 No change Section 2
Section 2 No change Section 3
Section 3 No change Section 4
Section 4 No change Section 5
Section 5 No change Section 6
Section 6 No change Section 7
Section 7 No change Section 8
Section 8 No change Section 9
Section 9 No change Section 10
Section 10 | No change Section 11
Section 11 No change Section 12
Section 12 No change Section 13
Deleted This section makes reference to the new proposed AS Section 14
43.55.075 that changes the deadline for a tax to be assessed
from 3 years to six years.
Deleted This section changes the tax from one calculated on a monthly Section 15
basis to one calculated on an annual basis
Deleted This section creates a tax floor of 10% of the total gross value at Section 16
the point of production
Deleted This section establishes a production tax of 25% plus 0.2% Section 17
times the progressivity price index
Deleted This section amends the calculation from a monthly to a Section 18
calendar year calculation and changes the starting net value of
progressivity from $40 to $30
Deleted Conforming changes to the proposed legislation Section 19
Deleted Conforming changes to the proposed legislation Section 20
Deleted This section clarifies what a producer could claim in excess Section 21

credits from Cook Inlet against taxes on leases or properties
elsewhere in the state.
Deleted This section reconciles the monthly installment tax calculations Section 22
to be consistent with the above sections and clarifies some of
the ambiguities in the existing legislation concerning Cook Inlet
ceilings and credits.

Deleted Conforming changes to the proposed legislation Section 23
Deleted Reference changes and clarifies annual due date Section 24
Deleted Reference changes and clarifies annual due date Section 25

Deleted This section stipulates that no more than half of a capital Section 26



Deleted

Deleted

Deleted
Deleted
Deleted

Deleted
Deleted
Deleted
Deleted

Deleted
Deleted

Deleted

Deleted

Deleted
Deleted
Deleted
Deleted

Deleted

Deleted

Section 13

Section 14
Section 15

expenditure tax credit may be applied in a single year

This section changes the amount of carried-forward annual loss
that may be taken as a tax credit from 20 percent to 25 percent
Limits ability to transfer tax credits in legacy fields, extends
deadline for responding to an application for a tax credit, and
places a 50% annual limitation on the use of tax credit
certificates

Conforming changes to the proposed legislation

Conforming changes to the proposed legislation

Clarifies that tax exempt entities cannot apply for transferable
tax certificates:

Conforming changes to the proposed legislation

Conforming changes to the proposed legislation

Conforming changes to the proposed legislation

Conforming changes to the proposed legislation

Conforming changes to the proposed legislation

This section provides that a well must be completed or
abandoned before it is eligible for tax credits and excludes costs
for gross negligence or violations of health, safety and
environmental statutes regulations

This section provides the Commissioner of the Department of
Natural Resources with more oversight/approval authority in
determining the tax credit eligibility of a exploratory well.

This section describes the data submission requirements for an
exploratory credit, changes the requirement for confidentiality
from 10 years to 2 years, creates two certificates from a credit,
one to be used immediately and one not to be used before the
next calendar year

This section clarifies that tax exempt entities are not eligible for
and cannot transfer a tax certificate

Conforming changes to the proposed legislation

Conforming changes to the proposed legislation

Changes the definition of “preexisting well" to wells to exclude
wells drilled within 540 days instead of 150 days.

This section would allow DNR to approve a credit for seismic
shot prior to July 1, 2003

This section establishes the oil and gas tax credit fund and
provides that the fund can be used to purchase tax credit
certificates

Section 13 terminates the transitional investment expenditures
credit effective January 1, 2008 except for explorers that did not
have commercial production prior to January 1, 2008. For those
explorers, they may also claim credits for a portion of their
expenditures incurred after march 31, 2006 and before January
1, 2008.

Section 63 terminates the transitional investment expenditures
credit.

No change

No change

Section

Section

Section
Section
Section

Section
Section
Section
Section

Section
Section

Section

Section

Section
Section
Section
Section

Section

Section

Section

Section
Section

27

28

29
30
31

32
33
34
35

36
37

38

39

44

45

63

46
47



Section 16
Section 17
Deleted

Section 18
Deleted

Deleted
Deleted

Deleted

Section 19

Section 20

Section 21
Deleted

Section 22
Section 23
Section 24

Deleted

Section 25
Section 26
Section 27

Section 28
Section 29

Deleted

Section 30
Section 31

Section 32

Section 33

No change

No ohar.n-

Thuf-\ ,iprovides that the amount of tax imposed by this
chaptm must be assessed within six years

No change

This section clarifies how tax calculations are to be made,
consistent with going from a monthly basis to an annual basis
Conforming changes consistent with Section 52

This section clarifies cost allocation between properties and
what may be used to generate loss carry forwards.

This section deals with allocations of costs that a taxpayer
incurs in one lease or property against revenues from another
lease or property.

No change

No change

No change

This section expands the department’s responsibility to adopt
regulations regarding methods of allocating costs on oil and gas
properties to include costs for exploring for, developing and
producing oil deposits or gas deposits

No change

No change

Definitions

Section 24 and 62 include definitions of “producer” and “unit"

In addition Section 62 includes definitions of “nonunitized
reservoir" and “pool”

Previously discussed in Section 13/Section 63 analysis

No change

Section 65 adds AS 43.55.023(i) and AS 43.55.160(c) to the
section repealed in Section 26

Each draft of the proposed legislation provide Applicability
provisions to their proposed legislation

No change

The retroactivity of regulations are generally consistent between
the two pieces of proposed legislation except for those
provisions that have been deleted. E.g., 21/58, 22/60, and 25/64
may apply retroactively to April 1, 2006

This section provides for transition for pending applications
before the Department of Revenue

No change

These sections provide for retroactive effective dates for the
appropriate sections of their respective proposed legislations,
some of which overlap and are consistent, e.g., 21/58, 22/60,
25/64, and 29/68 are to take effect April 1, 2006

This section identifies those portions of the proposed legislation
that takes effect January 1, 2008

No change - regarding immediate effect of the Act

Section 48
Section 49
Section 50

Section 51
Section 52

Section 53
Section 54

Section 55

Section 56

Section 57

Section 58
Section 59

Section 60
Section 61
Section 62

Section 63
Section 64
Section 65
bection 66

Section 67
Section 68

Section 69

Section 70
Section 71

Section 72

Section 73
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Provision
.-'L eg intent re statute of limitation
DNR info to DOR
- Same
-Same
DNR- conform
-same
-same
-same
-same
Exempt DOR/DNR auditors
DNR- conform
DOR- Confid. Info release
DOR info to DNR
@ 'TIE credit- 06 to 07 vesting
Refto 6 yr stat of limit.
I "1)11(e) tax rate
I .011(f) 10% legacy floor frqfcHO * (% PiMt)
|| .011(g) 25% rate w/.20 price index
f, .011(h) annual prog. $30 trigger
.011 (j) conforming
.01 1(j) reference new (0) Ct
.011 (k) conforming
/ .0LI(k)-reference new (0) 6 %oil
.01 I(m)-conforming CI lease expenditures
I .011(m) reference new (0)
I .011(0) .225% tax per 1$ over $50
V. 01I(p) ELF ceiling on Middle earth
>"'020(a)- rewrite
[ .020(a) reference new .011 (o)
.020(d) conform
.020(d) reference new .01 I(0)
.020(g) conform, clarify year
.020(g) clarify year rt
.020(h) conform, clarify year
V .020(h) clarify year Qum
t .023(a) 2 >t cap credit use, legacy limit,
exploration data rights
.023(b) 25% loss carry forward, leg. Limit
3(cl) Cap cost credit certif. refannual
statements.
023(d) ref annual statements
.023(e) conforming
.023(g) conforming
023(i) TIE credit past costs since 3-31-03

ACES
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NV

Provision

.023(1) tax exempt entity-no credits
.024(a) conforming .011(0

.024(c) conforming .011(0

.024(e) conforming .011(0

.024(g) conforming .011(0

.025(a) EIC

.025(b) EIC

.025(c) EIC

.025(0 EIC

.025(g) EIC

.025(g) EIC

.025(h) EIC

.025(i) EIC

.025(k) EIC

.025(1) EIC

.028 New O&G tax credit fund
.030(a) Producer Annual report
.030(d) Penalty for no report
.030(e) Non-producer annual report, monthly
reports

.040(5) DOR right to forecast info
.040(6) penalty for no forecast info

.075- six yr stat of limitation

.110 Electronic filing, payments
.160(a) production valuation changes
.160(a)-?? u*tcr*K.

160(b) conforming

.160(e) rewrite carried forward loss

L .160(0 allocation leasehold expenditures
/ *.165(a) QLE are what are “in” not “out”

.165(a)-?? C

.165(b) rewrite factors for determining Lease
Expenditures

.165(e) Excluded lease expenditures- DDR,
Corrosion, COTP

.165(h) cost allocation

.170(a) conform deletion of .165(c) and (d)
.890- Public Disclosure

.900 Definitions (4)

.900 Definitions (2)

Repeal .023(f)

Repeal .165(c) and (d)

Repeal .011(1), .023(i), .160(c)

ACES
31
32
33
34
35
36
37
38
39
40
40
41
42
43
44
45
46
47
48

49
49

50
51
52

53
54
55
56

57

58

59
60
61
62

63
64
65
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Provision ACES SENCS E House CS K

Repeal .011(1) X 26 X
Repeal .011(g) (progressivity), .011(h) (trigger X X 36
price), .011( , .160(c)

Uncodified- Applicability (various sections) 66 27 37
(each bill different)

Uncodified- Exempt Auditors, bargaining units 67 28 38
Regs Retroactive |"-lea* 68 29 39
(each bill different) ‘

Application to Pending Applications 69 X X
DNR Regulations 70 30 40
Retroactivity of Provisions 71 31 41
(each bill different)

Provisions Effective 1-1-08 72 32 42
(each bill different)

Provisions effective immediately 73 33 43



fAf!

€



AW

YR

Comparison CSSB 25-GSO0IA\E and SB 2001 5-G014VA

Senate Resource Committee
October 27, 2007

%ﬁ 2000 B 2001 Agmln t[ jon.
J1| Section Change orresponcling BIll Section
T|t|e Reflects omissions from SB2001 (25-GS0014\A) T|t|e - Modified

Deletes references to the issuance of advisory

bulletins, establishing an oil and gas tax credit

fund, and reference to the conservation surcharge

on oil

Sec. 1'12 e Re-numbers sect’s 2-12 of admin bill one %C. 2'13 reSpeCtiny

numeral lower
Sec - None Sec. 2
% 2 . None % 3 |
5C.3 . None e 4
e d . None LD
13¢5 . None .6
| Sec. 6 + None .7
.7 . None .8
Sech . None .9
|59 . Nons % 10
| e, 10 . None Sl E
S 11 . None S 12 )

: . one - 13 . .
0 L " %&MS omittedin
Sec. ].3 * T.LE. credits

Terminates the transitional investment expenditures 63 .

credit effective January 1, 2008 except for explorers Cred|ts repealed
that did not have commercial production prior to

January 1, 2008. For those explorers, they may also

claim credits for a portion of their expenditures

incurred after March 31,2006 and before January 1,

2008.



Comparison CSSB 25-GS0014VE and SB 2001 25-GS0014VA

Senate Resource Committee
October 27, 2007

gjg 142%)% Chance

None
Sec. 1 * None
Sec. 16 . None
Sec. 17 - None
Sec. 18 . None
Sec. 19 . None
Sec. - None
%C- 21  None DRIB.; "kr6"0"y
S 2 . None o
Sec. 23 - None
Sec. 24 . Definitions of “producer” and “unit"

» Section 62 additionally defines “nonunitized
reservoir” and “pool”

SEC. 25 * None

Sec. 26 * Repeals As 43.55.011(/)
» Section 65 also repeals AS 43.55.023(i) and
AS 43.55.160(c)

Sec. 27 . Applicability
Each draft of the proposed legislation provides
Applicability provisions to their proposed
legislation

Sec. 28 . None

%r%gg loﬁgmlgn t?@lgcqion
S
Sec. 47

S 48

.0 omitted in CSSB
5255 omitted in CSSB

S 57 |

%Eec: §§ omitted in CSSB

Sec. 61
%882 partially inclucled in

Sec.63omitted InCSSB~ |
Sec. 64

&85 partially included in |

%586 partially incluced in

Sec. 67



Comparison CSSB 25-GS0014\E and SB 2001 25-GS0014VA
Senate Resource Committee
October 27,2007

CS SB 2001 SB 2001 Administration

Bill Section Change Corresponding Bill Section

Sec. 29 » Transition: Retroactivity of Regulations Sec. 68 partially included in
Retroactivity of regulations are generally CSSB

consistent between the two pieces of
proposed legislation except for those
provisions that have been deleted. E.g.,
21/58, 22/60, and 25/64 may apply
retroactively to April 1, 2006

Sec. 30 * None Sec. 70
Sec. 31 * Retroactivity of certain Provisions Sec. 71 partially included
These sections provide for retroactive effective in CSSB

dates for the appropriate sections of their
respective proposed legislations, some of which
overlap and are consistent, e.g., 21/58, 22/60,
25/64, and 29/68 are to take effect April 1, 2006

Sec. 32 » This section identifies those portions of the Sec. 72 partially included in
proposed legislation that take effect January =~ CSSB
1,2008

Sec. 33 * None regarding immediate effective date Sec. 73 partially included

in CSSB



Comparison CSSB 25-GSO014\E and SB 2001 25-GSO014\A
Senate Resource Committee

October 27, 2007

Bill Section Change Bill Section
25- 25-
GS0014\E GS0014\A
Title The new Title deletes references to the issuance of advisory Title

bulletins, establishing an oil and gas tax credit fund, and
reference to the conservation surcharge on oil

Deleted This section relating to the legislative intent of section 50 has Section 1
been deleted
Section 1 No change Section 2
Section 2 No change Section 3
Section 3 No change Section 4
Section 4 No change Section 5
Section 5 No change Section 6
Section 6 No change Section 7
Section 7 No change Section 8
Section 8 No change Section 9
Section 9 No change Section 10
Section 10 No change Section 11
Section 11 No change Section 12
Section 12 No change Section 13
Deleted This section makes reference to the new proposed AS Section 14

43.55.075 that changes the deadline for a tax to be assessed
from 3 years to six years.

Deleted This section changes the tax from one calculated on a monthly Section 15
basis to one calculated on an annual basis

Deleted This section creates a tax floor of 10% of the total gross value at Section 16
thervint of production

Deleted This section establishes a production tax of 25% plus 0.2% Section 17
times the progressivity price index

Deleted This section amends the calculation from a monthly to a Section 18

calendar year calculation and changes the starting net value of
progressivity from $40 to $30

Deleted Conforming changes to the proposed legislation Section 19
Deleted Conforming changes to the proposed legislation Section 20
Deleted This section clarifies what a producer could claim in excess Section 21

credits from Cook Inlet against taxes on leases or properties
elsewhere in the state.
Deleted This section reconciles the monthly installment tax calculations Section 22
to be consistent with the above sections and clarifies some of
the ambiguities in the existing legislation concerning Cook Inlet
ceilings and credits.

Deleted Conforming changes to the proposed legislation Section 23
Deleted Reference changes and clarifies annual due date Section 24
Deleted Reference changes and clarifies annual due date Section 25

Deleted This section stipulates that no more than half of a capital Section 26



Deleted

Deleted

Deleted
Deleted
Deleted

Deleted
Deleted
Deleted
Deleted

Deleted
Deleted

Deleted

Deleted

Deleted
Deleted
Deleted
Deleted
Deleted

Deleted

Section 13

Comparison CSSB 25-GSO0014\E and SB 2001 25-GSO014\A
Senate Resource Committee

October 27, 2007

expenditure tax credit may be applied in a single year

This section changes the amount of carried-forward annual loss
that may be taken as a tax credit from 20 percent to 25 percent
Limits ability to transfer tax credits in legacy fields, extends
deadline for responding to an application for a tax credit, and
places a 50% annual limitation on the use of tax credit
certificates

Conforming changes to the proposed legislation

Conforming changes to the proposed legislation

Clarifies that tax exempt entities cannot apply for transferable
tax certificates

Conforming changes to the proposed legislation

Conforming changes to the proposed legislation

Conforming changes to the proposed legislation

Conforming changes to the proposed legislation

Conforming changes to the proposed legislation

This section provides that a well mLSt be completed or
abandoned before it is eligible for tax credits and excludes costs
for gross negligence or violations of health, safety and
environmental statutes regulations

This section provides the Commissioner of the Department of
Natural Resources with more oversight/approval authority in
determining the tax credit eligibility of a exploratory well.

This section describes the data submission requirements for an
exploratory credit, changes the requirement for confidentiality
from 10 years to 2 years, creates two certificates from a credit,
one to be used immediately and one not to be used before the
next calendar year

This section clarifies that tax exempt entities are not eligible for
and cannot transfer a tax certificate

Conforming changes to the proposed legislation

Conforming changes to the proposed legislation

Changes the definition of “preexisting well" to wells to exclude
wells drilled within 540 days instead of 150 days.

This section would allow DNR to approve a credit for seismic
shot prior to July 1, 2003

This section establishes the oil and gas tax credit fund and
provides that the fund can be used to purchase tax credit
certificates

Section 13 terminates the transitional investment expenditures
credit effective January 1, 2008 except for explorers that did not
have commercial production prior to January 1, 2008. For those
explorers, they may also claim credits for a portion of their
expenditures incurred after march 31, 2006 and before January
1, 2008.

Section

Section

Section
Section
Section

Section
Section
Section
Section

Section
Section

Section

Section

Section

Section

27

28

29
30
31

32
33
34
35

36
37

38

39

40

41

Section 42
Section 43

Section 44

Section 45

Section

63



Section
Section
Section
Section
Deleted

Section
Deleted

Deleted
Deleted

Deleted

Section
Section
Section
Deleted

Section
Section
Section

Deleted
Section
Section

Section

Section
Section

Deleted

14
15
16
17

18

19
20
21

22
23
24

25
26

27

28
29

Comparison CSSB 25-GS0014\E and SB 2001 25-GSO0014\A
Senate Resource Committee

October 27, 2007

Section 63 terminates the transitional investment expenditures
credit.

No change

No change

No change

No change

This section provides that the amount of tax imposed by this
chapter must be assessed within six years

No change

This section clarifies how tax calculations are to be made,
consistent with going from a monthly basis to an annual basis
Conforming changes consistent with Section 52

This section clarifies cost allocation between properties and
what may be used to generate loss carry forwards.

This section deals with allocations of costs that a taxpayer
incurs in one lease or property against revenues from another
lease or property.

No change

No change

No change

This section expands the department's responsibility to adopt
regulations regarding methods of allocating costs on oil and gas
properties to include costs for exploring for, developing and
producing oil deposits or gas deposits

No change

No change

Definitions

Section 24 and 62 include definitions of “producer” and “unit”

In addition Section 62 includes definitions of “nonunitized
reservoir" and “pool”

Previously discussed in Section 13/Section 63 analysis

No change

Section 65 adds AS 43.55.023(i) and AS 43.55.160(c) to the
section repealed in Section 26

Each draft of the proposed legislation provide Applicability
provisions to their proposed legislation

No change

The retroactivity of regulations are generally consistent between
the two pieces of proposed legislation except for those
provisions that have been deleted. E.g., 21/58, 22/60, and 25/64
may apply retroactively to April 1, 2006

This section provides for transition for pending applications
before the Department of Revenue

Section
Section
Section
Section
Section

Section
Section

Section
Section

Section

Section
Section
Section
Section

Section
Section
Section

Section
Section
Section

Section

Section
Section

Section

46
47
48
49
50

51
52

56
57
58
59

60
61
62

63
64
65
66

67
68

69



#BHHHHHHRIKHBQBBHnpH]M Mf WBHHW

t

Section 30
Section 31

Section 32

Section 33

Comparison CSSB 25-GSO014\E and SB 2001 25-GS0014VA
Senate Resource Committee
October 27, 2007

No change

These sections provide for retroactive effective dates for the
appropriate sections of their respective proposed legislations,
some of which overlap and are consistent, e.g., 21/58, 22/60,
25/64, and 29/68 are to take effect April 1, 2006

This section identifies those portions of the proposed legislation
that takes effect January 1, 2008

No change - regarding immediate effect of the Act

Section 70
Section 71

Section 72

Section 73
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LEGAL SERVICES

DIVISION OF LEGAL AND RESEARCH SERVICES
LEGISLATIVE AFFAIRS AGENCY

(007) 465-3867 or 4652450 STATE OF ALASKA Stata Capitol
FAX (907)465-2029 Juneau, Aiaaka 99801-1182
Mall Stop 3101 Deliveries to: 129 6th St., Rm. 329

MEMORANDUM October 25, 2007

SUBJECT: Draft CSSB 2001( ) (Work Order No. 25-GS0014\C)

TO: Senator Charlie Huggin

Chair of the Senate Resources Committee

FROM: Donald M. Bullock Jr./
Legislative Counsel

Enclosed is a draft committee substitute for SB 2001. Please read this draft carefully to
ensure that it *s consistent with the committee's intent.

This version includes the provisions you received from the draft house bill you have, plus
other provisions that authorize the Department of Revenue to gather information that may
be helpful for determining the correct amount of taxes due under AS 43.55 and for
making revenue forecasts. The draft also contains the provision that makes oil and gas
auditors exempt employees. Except for the amendment to AS 43.55.023(i) in sec. 13, the
bill does not change a provision in existing law that relates to the calculation of the tax
under PPT. The thrust is this CS is to help determine the proper tax under the current

PPT.

Also, note that sec. 15 provides for a $1,000 a day penalty for failing to timely file a
report with the Department of Revenue under AS 43.55.030(a), and a similar penalty for
other reports or information the department requires under AS 43.55.040, as amended in

sec. 17 of the bill.
In sec. 13 of the bill, 1 used the language you provided from Rob Mintz in amending

AS 43.55.023(i). Although his language repealed and reenacted that subsection, this draft
amends the subsection instead, as the changes were not that extensive.

If I may be of further assistance, please advise.
DMB:ljw
07-383.1jw

Enclosure



WORK DRAFT WORK DRAFT WORK DRAFTI

25-GS0014\C
Bullock
10/25/07
CS FOR SENATE BILL NO. 2001( )
IN THE LEGISLATURE OF THE STATE OF ALASKA

TWENTY-FIFTH LEGISLATURE - SECOND SESSION

BY

Offered:
Referred:

Spoaior(s): SENATE RULES COMMITTEE BY REQUEST OF THE GOVERNOR

ABILL
FOR AN ACT ENTITLED
"An Act relating to the production tax on oil and gas *nd to conservation surcharges on
oil; relating to the sharing between agencies of certain information relating to the
production tax and to oil and gas or gas only leases; amending the State Personnel Act
to place in the exempt service certain state oil and gas auditors and their immediate

supervisors; making conforming amendments; and providing for an effective date.”
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 38.05.035(a) is amended to read:

(a) The director shall
(1) have general charge and supervision of the division and may

exercise the powers specifically delegated to the director; the director may employ
and fix the compensation of assistants and employees necessary for the operations of
the division; the director [AND] is the certifying officer of the division, with the

consent of the commissioner, and may approve vouchers for disbursements of money
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appropriated to the division;

(2) manage, inspect, and control state land and improvements on it
belonging to the state and under the jurisdiction of the division;

(3) execute laws, rules, regulations, and orders adopted by the
commissioner;

(4) prescribe application procedures and practices for the sale, lease,
or other disposition of available land, resources, property, or interest in them;

(5) prescribe fees or service charges, with the consent of the
commissioner, for any public service rendered;

(6) under the conditions and limitations imposed by law and the
commissioner, issue deeds, leases, or other conveyances disposing of available land,
resources, property, or any interests in them;

(7) have jurisdiction over state land, except that land acquired by the
Alaska World War 1l Veterans Board and the Agricultural Loan Board or the
departments or agencies succeeding to their respective functions through foreclosure
or default; to this end, the director possesses the powers and, with the approval of the
commissioner, shall perform the duties necessary to protect the state's rights and
interest in state land, including the taking of all necessary action to protect and
enforce the state's contractual or other property rights;

8) [REPEALED

(9] maintain the [SUCH] records [AS] the commissioner considers

necessary, administer oaths, and do all things incidental to the authority imposed; the

following records and files shall be kept confidential upon request of the person

supplying the information:
(A) the name of the person nominating or applying for the
sale, lease, or other disposal of land by competitive bidding;
(B) before the announced time of opening, the names of the
bidders and the amounts of the bids;
(C) all geological, geophysical, and engineering data supplied,

whether or not concerned with the extraction or development of natural

resources,;
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(D) except as provided in AS 38.05.036, cost data and
financial information submitted in support of applications, bonds, leases, and
similar items;

(E) applications for rights-of-way or easements;

(F) requests for information or applications by public agencies
for land that [WHICH] is being considered for use for a public purpose;

[(10)] account for the fees, licenses, taxes, or other money
received in the administration of this chapter including the sale or leasing of land,
identify their source, and promptly transmit them to the proper fiscal department after
crediting them to the proper fund; receipts from land application filing fees and
charges for copies of maps and records shall be deposited immediately in the general
fund of the state by the director;

(10) [(11)] select and employ or obtain at reasonable compensation
cadastral, appraisal, or other professional personnel the director considers necessary
for the proper operation of the division;

(11) [(12)] be the certifying agent of the state to select, accept, and
secure by whatever action is necessary in the name of the state, by deed, sale, gift,
devise, judgment, operation of law, or other means any land, of whatever nature or
interest, available to the state; and be the certifying agent of the state, to select,
accept, or secure by whatever action is necessary in the name of the state any land, or
title or interest to land available, granted, or subject to being transferred to the state
for any purpose;

(].2) on request, furnish records, flies, and other information
related to the administration of AS 38.05.180 to the Department of Revenue for
use in forecasting state revenue under or administering AS 43.55. whether or not
those records, files, and other information are required to be kept confidential
under (8) of this subsection; in the case of records, flies, or other information
required to be kept confidential under (8) of this subsection, the Department of
Revenue shall maintain the confidentiality that the Department of Natural

Resources is required to extend to records, flies, and other information under (8)

of this subsection
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[(13) REPEALED
(14) REPEALED].

* Sec. 2. AS 38.05.036(b) is amended to read:

(by The Department of Revenue may obtain from the department information
relating to royalty and net profits payments and to exploration incentive credits under
this chapter or under AS 41.09, whether or not that information is confidential. The
Department of Revenue may use the information in carrying out its functions and
responsibilities under AS 43, and shall hold that information confidential to the extent
required by an agreement with the department or by AS 38.05.035fa)(8>
[AS 38.05.035(a)(9)], AS 41.09.010(d), or AS 43.05.230.

* Sec. 3. AS 38.05.036(f) is amended to read:

(f) Except as otherwise provided in this section or in connection with official
investigations or proceedings of the department, it is unlawful for a current or former
officer, employee, or agent of the state to divulge information obtained by the
department as a result of an audit under this section that is required by an agreement
with the department or by AS 38.05.035(a)(8) [AS 38.05.035(a)(9)] or

AS 41.09.010(d) to be kept confidential.

* Sec. 4. AS 38.05.036(g) is amended to read:

(9) Nothing in this section prohibits the publication of statistics in a manner
that maintains the confidentiality of information to the extent required by an

agreement with the department or by AS 38.05.035fa)(8) [AS 38.05.035(a)(9)] or

AS 41.09.010(d).

* Sec. 5. AS 38.05.123(f) is amended to read:
(f As part of the timber sale negotiations authorized by this section, the

commissioner may require a prospective purchaser negotiating a timber sale contract
to submit financial and technical data that demonstrates that the requirements of this
section have been or will be met. Upon the prospective purchaser's request, the
commissioner shall keep data provided by the purchaser confidential in accordance

with the requirements of AS 38.05.035(a)(8) [AS 38.05.035(aX9)].

* Sec. 0. AS 38.05.133(e) is amended to read:

(e) The commissioner may make a written request to a prospective licensee
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for additional information on the prospective licensee's proposal. The commissioner
shall  keep confidential information  described in  AS 38.05.035(aU81
[AS 38.05.035(aX9)] that is voluntarily provided if the prospective licensee has made
a written request that the information remain confidential.

* Sec. 7. AS 38.05.180(j) is amended to read:

(J) The commissioner

(1) may provide for modification of royalty on individual leases,

leases unitized as described in (p) of this section, leases subject to an agreement
described in (s) or (t) of this section, or interests unitized under AS 31.05
(A) to allow for production from an oil or gas field or pool if
(i) the oil or gas field or pool has been sufficiently
delineated to the satisfaction of the commissioner;
(i1) the field or pool has not previously produced oil or
gas for sale; and
(iii) oil or gas production from the field or pool would
not otherwise be economically feasible;

(B) to prolong the economic life of an oil or gas field or pool
as per barrel or barrel equivalent costs increase or as the price of oil or gas
deceases, and the increase or decrease is sufficient to make future production
no longer economically feasible; or

(C) to reestablish production of shut-in oil or gas that would
not otherwise be economically feasible;

(2) may not grant a royalty modification unless the lessee or lessees
requesting the change make a clear and convincing showing that a modification of

royalty meets the requirements of this subsection and is in the best interests of the

state;
(3) shall provide for an increase or decrease or other modification of

the state's royalty share by a sliding scale royalty or other mechanism that shall be
based on a change in the price of oil or gas and may also be based on other relevant

factors such as a change in production rate, projected ultimate recovery, development

costs, and operating costs;
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(4) may not grant a royalty reduction for a field or pool

(A) under (1)(A) of this subsection if the royalty modification
for the field or pool would establish a royalty rate of less than five percent in
amount or value of the production removed or sold from a lease or leases
covering the field or pool;

(B) under (1)(B) or (1)(C) of this subsection if the royalty
modification for the field or pool would establish a royalty rate of less than
three percent in amount or value of the production removed or sold from a
lease or leases covering the field or pool;

(5) may not grant a royalty reduction under this subsection without
including an explicit condition that the royalty reduction is not assignable without the
prior written approval, which may not be unreasonably withheld, by the
commissioner; the commissioner shall, in the preliminary and final findings and
determinations, set out the conditions under which the royalty reduction may be
assigned,;

(6) shall require the lessee or lessees to submit, with the application
for the royalty reduction, financial and technical data that demonstrate that the
requirements of this subsection are met; the commissioner

(A) may require disclosure of only the financial and technical
data related to development, production, and transportation of oil and gas or

gas only from the field or pool that are reasonably available to the applicant;

and
(B) shall keep the data confidential under AS 38.05.035(a)(8)

[AS 38.05.035(a)(9)] at the request of the lessee or lessees making application
for the royalty reduction; the confidential data may be disclosed by the
commissioner to legislators and to the legislative auditor and as directed by
the chair or vice-chair of the Legislative Budget and Audit Committee to the
director of the division of legislative finance, the permanent employees of
their respective divisions who are responsible for evaluating a royalty
reduction, and to agents or contractors of the legislative auditor or the

legislative finance director who are engaged under contract to evaluate the
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royalty reduction, if they sign an appropriate confidentiality agreement;
(7) may

(A) require the lessee or lessees making application for the
royalty reduction under (1)(A) of this subsection to pay for the services of an
independent contractor, selected by the lessee or lessees from a list of
qualified consultants compiled by the commissionjr, to evaluate hydrocarbon
development, production, transportation, and economics and to assist the
commissioner in evaluating the application and financial and technical data;
if, under this subparagraph, the commissioner requires payment for the
services of an independent contractor, the total cost of the services to be paid
for by the lessee or lessees may not exceed S150,000 for each application, and
the commissioner shall determine the relevant scope of the work to be
performed by the contractor; selection of an independent contractor under this
subparagraph is not subject to AS 36.30;

(B) with the mutual consent of the lessee or lessees making
application for the royalty reduction under (1)(B) or (1)(C) of this subsection,
request payment for the services of an independent contractor, selected from a
list of qualified consultants to evaluate hydrocarbon development, production,
transportation, and economics by the commissioner to assist the commissioner
in evaluating the application and financial and technical data; if, under this
subparagraph, the commissioner requires payment for the services of an
independent contractor, the total cost of the services that may be paid for by
the lessee or lessees may not exceed $150,000 for each application, and the
commissioner shall determine the relevant scope of the work to be performed
by the contractor; selection of an independent contractor under this
subparagraph is not subject to AS 36.30;

(8) shall make and publish a preliminary findings and determination

on the royalty reduction application, give reasonable public notice of the preliminary

findings and determination, and invite public comment on the preliminary findings

and determination during a 30-day period for receipt of public comment;

(9) shall offer to appear before the Legislative Budget and Audit
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Committee, on a day that is not earlier than 10 days and not later than 20 days after
giving public notice under (8) ofthis subsection, to provide the committee a review of
the commissioner's preliminary findings and determination on the royalty reduction
application and administrative process if the Legislative Budget and Audit
Committee accepts the commissioner's offer, the committee shall give notice of the
committee's meeting to all members of the legislature;
(10) shall make copies of the preliminary findings and determination

available to

(A) the presiding officer of each house of the legislature;

(B) the chairs of the legislature's standing committees on

resources; and
(C) the chairs of the legislature's special committees on oil and

gas, if any;
(11) shall, within 30 days after the close of the public comment period

under (8) of this subsection,
(A) prepare a summary of the public response to the

commissioner's preliminary findings and determination;
(B) make a final findings and determination; the

commissioners final findings and determination prepared under this

subparagraph regarding a royalty reduction is final and not appealable to the

court;
(C) transmit a copy of the final findings and determination to

the lessee;
(D) with the applicant's consent, amend the applicant's lease or

unitization agreement consistent with the commissioner’ final decision; and

(E) make copies of the final findings and determination
available to each person who submitted comment under (8) of this subsection

and who has filed a request for the copies;

(12) is not limited by the provisions of AS 38.05.134(3) or (f) of this

section in the commissioner's determination under this subsection.

* Sec. 8. AS 38.05.275(c) is amended to read:
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(c) Subsection (b) of this section may not be construed to limit the director in
the exercise of authority granted by AS 38.0S.035(a)(ll) [AS 38.05.035(a)(12)].
* Sec. 9. AS 39.25.110 is amended by adding a new paragraph to read:
(42) oil and gas auditors performing
(A) production tax audits, and their immediate supervisors, in
the Department of Revenue;
(B) royalty audits, including net profit share audits, and their
immediate supervisors, in the Department of Natural Resources.
* Sec. 10. AS 41.09.010(d) is amended to read:

(d) Data derived from drilling a stratigraphic test well or exploratory well that
is provided to the commissioner under (cX3) of this section shall be kept confidential
for 24 months after receipt by the commissioner unless the owner of the well gives
written permission to the state to release the well data at an earlier date, and,
notwithstanding AS 31.05.035(c), confidentiality may not be extended beyond 24
months. The provisions of AS 38.05.035(a)(8)(C) [AS 38.05.035(a)(9)(C)] apply to
other data provided to the commissioner under (c)(3) of this section, except that the
commissioner, under appropriate confidentiality provisions and without preference or
discrimination, may display to all interested third parties, but may not distribute or
transfer in hard copy or electronic form, those data with respect to all land if the
commissioner determines that the limited disclosure is necessary to further the
interest of the state in evaluating or developing its land.

* Sec. 11. AS 43.05.230(a) is amended to read:
@ It is unlawful for a current or former officer, employee, or agent of the

state to divulge the amount of income or the particulars set out or disclosed in a report

or return made under this title, except
(1) in connection with official investigations or proceedings of the
department, whether judicial or administrative, involving taxes due under this title;
(2) in connection with official investigations or proceedings of the
child support enforcement agency, whether judicial or administrative, involving child

support obligations imposed or imposable under AS 25 or AS 47,
(3) as provided in AS 38.05.036 pertaining to audit functions of the
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Department of Natural Resources;
(4) as provided in AS 43.05.405 - 43.05.499; and
(5) as otherwise provided in this section or AS 43.55.890.
* Sec. 12. AS 43.05.230(h) is amended to read:
(h) The commissioner shall, upon request, furnish to the Department of
Natural Resources copies of tax returns, reports, and other documents filed under
AS 43.55 or AS 43.65, and the Department of Revenue's determinations and
workpapers under those chanters. The Department of Natural Resources shall
maintain the confidentiality that the Department of Revenue is required to extend to
the returns, reports, documents, determinations, and workpapers furnished to the
Department of Natural Resources under this subsection.
* Sec. 13. AS 43.55.023(i) is amended to read:

(i) For the purposes of this section,
(1) a producer's or explorer's transitional investment expenditures are

the sum of the expenditures the producer or explorer incurred after March 31, 2001,
and before April 1, 2006, that would be qualified capital expenditures if they were
incurred after March 31, 2006, less the sum of the payments or credits the producer or
explorer 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 or explorer as a result of expenditures the producer or explorer incurred
before April 1, 2006, that would be qualified capital expenditures, if they were

incurred after March 31, 2006;
(2) a producer or explorer that did not have commercial production

of oil or 2as from a lease or property in the state before January 1. 2008. may
elect to take a tax credit against a tax levied by [DUE UNDER] AS 43.55.011(e) in
the amount of 20 percent of the producer's or explorer's transitional investment
expenditures, but only to the extent that the amount does not exceed 1/10 of the
producer's or explorer's qualified capital expenditures that were incurred after
March 31. 2006. and before January 1. 2008 [ARE INCURRED DURING THE

CALENDAR YEAR FOR WHICH THE CREDIT IS TAKEN];
(3) a producer or explorer may not take a tax credit for a transitional

£SSB 2001 ) 10

New Text Underlined [DELETED TEXT BRACKETED]



WORK DRAFT WORK DRAFT 25-CS0014\C

investment expenditure
(A) for any calendar year after [THE LATER OF

()] 2013; [OR
(i) THE SIXTH CALENDAR YEAR AFTER THE
CALENDAR YEAR FOR WHICH THF PRODUCER FIRST
APPLIES A CREDIT UNDER THIS SUBILCTION AGAINST A
TAX DUE UNDER AS 43.55.011(e), IF THE PRODUCER DID NOT
HAVE COMMERCIAL PRODUCTION OF OIL OR GAS FROM A
LEASE OR PROPERTY IN THE STATE BEFORE APRIL 1, 2006;]
(B) more than once; or
(C) if a credit for that expenditure was taken under
AS 38.05.180(i), AS 41.09.010, AS 43.20.043, or AS 43.55.025;
(@) notwithstanding (d), (e), and (g) of this section, a producer or
explorer may not transfer a tax credit or obtain a transferable tax credit certificate for
a transitional investment expenditure.

* Sec. 14. AS 43.55.030(a) is amended to read:

(a) A producer that produces oil or gas from a lease or property in the
state during a calendar year, whether or not any tax payment is due under
AS 43.55.020fa) for that oil or gas. [THE PERSON PAYING THE TAX] shall file
with the department on March 31 of the following year [FOLLOWING THE
CALENDAR YEAR FOR WHICH THE TAX WAS LEVIED] a statement, under

oath, in a form prescribed by the department, giving, with other information required,

the following:
(1) a description of each lease or property from which [THE] oil or

[AND] gas was [WERE] produced, by name, legal description, lease number, or
accounting codes assigned by the department;

(2) the names of the producer and, if different the person paying the
tax, if any:

(3) the gross amount of oil and the gross amount of gas produced from
each lease or property, and the percentage of the gross amount of oil and gas owned

by the [EACH] producer [FOR WHOM THE TAX IS PAID];
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(4) the gross value at the point of production of the oil and of the gas
produced from each lease or property owned by the [EACH] producer and the costs
of transportation of the oil and bm [FOR WHOM THE TAX IS PAID];

(5) the name of the first purchaser and the price received for the oil
and for the gas, unless relieved from this requirement in whole or in part by the
department; [AND]

(6) the producer's qualified capital expenditures, as defined in
AS 43.55.023. other lease expenditures [AND ADJUSTMENTS AS
CALCULATED] under AS 43.55.165. and adjustments or other payments or
credits under AS 43.55.170;

(7) the production tax values of the oil and gas under
AS 43.55.160;

18) any claims for tax credits to be applied: and

(9) calculations showing the ar junts. if any, that were or are due
under AS 43.55.020(a) and interest on anv underpayment or overpayment
[AS 43.55.160-43.55.170].

* Sec. 15. AS 43.55.030(d) is amended to read:
(d) Reports required under this section [BY OR ON BEHALF OF THE

PRODUCER] are delinquent the first day following the day the report is due. The
person required to file the report is liable for a penalty. » determined hv thi>
department under standards adopted in regulation bv the department of not
more thans1.000 for each day the person fails to file the report at the time
required. The pcoaltv is in addition to the penalties in AS 43.05.220 and
43.05.290 and is assessed, collected, and paid in the same manner as a tax
deficiency under this tide. In this subsection, "report” includes a statement.
* Sec. 16. AS 43.55.030 is amended by adding new subsections to read:

(¢) An explorer or producer that incurs a lease expenditure under
AS 43.55.165 or receives a payment or credit under AS 43.55.170 during a calendar
year but does not produce oil or gas from a lease or property in the state during thj
calendar year shall file with the department on March 31 of the following year a

statement, under oath, in a form prescribed by the department, giving, with other
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information required, the following:
(l) the producer's qualified capital expenditures, as defined in

AS 43.55.023, other lease expenditures under AS 43.55.165, and adjustments or other
payments or credits under AS 43.55.170; and
(2) if the explorer or producer receives a payment or credit under
AS 43.55.170, calculations showing whether the explorer or producer is liable for a
tax under AS 43.55.160(d) or 43.55.170(b) and, if so, the amount.
(f) The department may require a producer, an explorer, or an operator of a

lease or property to file monthly reports, as applicable, of
(1) the amounts and gross value at the point of production of oil and

gas produced;
(2) transportation costs of the oil and gas;
(3) any unscheduled interruption of, or reduction in the rate of, oil or

gas production;
(4) lease expenditures and adjustments under AS 43.55.165 and

43.55.170;

(5) joint interest billings;

(6) contracts for the sale or transportation of oil or gas;

(7) information and calculations used in determining monthly
installment payments of estimated tax under AS 43.55.020(a); and

(8) other records and information the depailment considers necessary
for the administration of this chapter.

*Sec. 17. 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 fumish, whether by 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
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docs 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(a) or AS 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
(ii) the use of the information to use for that purpose;
(2) examine the books, records, and files of the [SUCH A] person;
(3) conduct hearings and compel the attendance of witnesses and the

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

necessary to a disclosure of the facts as to
(A) the amount of production from any oil or gas location, or
ofa company or other producer ofoil or gas; and
(B) the rendition ofthe oil and gas for taxing purposes”

(5) require a producer, an explorer, or an operator of a lease or
property to file reports and copies of records that the department considers
necessary to forecast state revenue under this chapter: in the case of reports and
copies of records relating to proposed, expected, or approved unit expenditures
for a unit for which one or more working interest owners other than the
operator have authority to approve unit expenditures, the required rcpur” and
conies of records are limited to those reports or conies of records that constitute
or disclose communications between the operator and the working interest
owners relating to unit budget matters: and

(6) assess against a person required under this section to flie a

report statement or other document a penalty, as determined bv the
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department under standards adopted in regulation by the department of not
more than $1.000 for each day the person fails to file the report statement or
other document at the time required; the penalty is in addition to the penalttee in
AS 43.05.220 and 43.05.290 and is assessed, collected, and paid in the same
manner as a tax deficiency under this title.

* Sec. 18. AS 43.55.110 is amended by adding new subsections to read:

(e) The department may require that returns, statements, repons, notifications,
and applications filed under this chapter be filed electronically in a form and manner
approved or prescribed by the department.

(f) The department may lequire that payments required under this chapter be
made electronically in a form and manner approved or prescribed by the department.

(9) Notwithstanding AS 44.62, the department may issue, for the information
and guidance of producers, explorers, and other interested persons, advisory bulletins
stating the department's interpretation of provisions of this chapter and of regulations
adopted under this chapter. Unless otherwise provided by the department by
regulation, interpretations stated in the advisory bulletins are not binding on the
department or others.

* Sec. 19. AS 43.55 is amended by adding a new section to article 4 to read:

Sec. 43.55.890. Disclosure of tax information. Notwithstanding any contrary
provision of AS 40.25.100, and regardless of whether the information is considered
under AS 43.05.230(e) to constitute statistics classified to prevent the identification of
particular returns or reports, the department may publish the following information
under this chapter, if aggregated among three or more producers or explorers,
showing by month or calendar year and by lease or property, unit, or area of the state:

(1) the amount of oil or gas production;

(2) the amount of taxes levied under this chapter or paid under this
chapter;

(3) the effective tax rates under this chapter;

(4) the gross value of oil or gas at the point of production;

(5) the transportation costs for oil or gas;

(6) qualified capital expenditures under AS 43.55.023(k);
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(7) exploration expenditures under AS 43.55.025;

(8) production tax values of oil or gas under AS 43.55.160;

(9) lease expenditures under AS 43.55.165;

(10) adjustments to lease expenditures under AS 43.55.170;

(11) tar credits applicable or potentially applicable against taxes
levied by this chapter.

*Sec. 20. AS 43.55.90u is amended by adding new paragraphs to read:

(22) "producer” means an owner of an operating right, operating
interest, or working interest in a mineral interest in oil or gas;

(23) "unit" means a group of tracts of land that is

(A) subject to a cooperative or a unit plan of development or
operation that has been certified by the commissioner of natural resources
under AS 38.05.180(p);

(B) subject tc a cooperative or a unit plan of development or
operation that has been certified by the United States Secretary of the Interior
under 30 U.S.C. 226(m);

(C) subject to an agreement of the owners of interests in the
tracts of land to validly integrate their interests to provide for the unitized
management, development, and operation of the tracts of land as a unit, within
the meaning of AS 31.05.110(a); or

(D) within the unit area of a unit created by order of the
Alaska Oil and Gas Conservation Commission under AS 31.05.110(b).

* Sec. 21. AS 43.55.011(2) is repealed.
* Sec. 22. The uncodified law of the State of Alaska is amended by adding a new section to

read:
APPLICABILITY, (a) Section 21 of this Act applies to oil and gas produced after

December 31,2007.
(b) Sections 14 and 16 oi this Act apply to statements and reports

AS 43.55.030(a), as amended by sec. 14 of this Act, and AS 43.55.030(e) and (f), as added
jy sec. 16 of this Act, required to be filed after December 31, 2007.

* Sec. 23. The uncodified law of the State of Alaska is amended b> adding a new section to
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read:
TRANSITION: ASSIGNMENT OF OIL AND GAS AUDITORS IN THE

DEPARTMENT OF REVENUE AND DEPARTMENT OF NATURAL RESOURCES.
Notwithstanding any contrary provision of law, employees employed as oil and gas auditors
performing production tax audits or as their immediate supervisors in the Department of
Revenue and employees employed as oil and gas auditors performing royalty audits,
including net profit share audits, or as their immediate supervisors in the Department of
Natural Resources are assigned to the exempt service in accordance with AS 39.25.110(42),
rdded by sec. 9 of this Act, and may not be included in the general government or
supervisory collective bargaining units of state employees except as provided in this section.
All oil and gas auditors perfc .ing production tax audits or royalty audits and their
immediate supervisors hired before the effective date of sec. 9 of this Act have the option of
(1) continuing in the general government or supervisory collective bargaining units and being
subject to their respective collective bargaining agreements; or (2) being removed from those
bargainin units. Those employees have 90 days from the effective date of sec. 9 of this Act
to exercise the option to continue in the collective bargaining units. The option taken under
this section by the employee is irrevocable. The employees choosing to be removed from
those bargaining units are removed after any notice period required by a collective

bargaining agreement.
* Sec. 24. The uncodified law of the State of Alaska is amended by adding a new section to

read:
TRANSITION: RETROACTIVITY OF REGULATIONS. Notwithstanding any

contrary provision of AS 44.62.240,
(1) if the Department of Revenue expressly designates in the regulation that
the regulation applies retroactively to that date, a regulation adopted by the Department of

Revenue to implement, interpret, make specific, or otherwise carry out secs. 13, 14, 16, and

21 of this Act may apply retroactively to January 1, 2008;
(2) a regulation adopted by the Department of Natural Resources to

mplement, interpret, make specific, or otherwise carry out statutory provisions for the
idministration of oi! and gas leases issued under AS 38.05.180(f)(3)(B), (D), or (E), to the

extent the regulation deals with the treatment of oil and gas production taxes in determining
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net profits under those leases, may apply retroactively to April 1, 2006, if the Department of
Natural Resources expressly designates in the regulation that the regulation applies

retroactively to that date.
* Sec. 25. The uncodified law of the State of Alaska is amended by adding a new section to

read:

TRANSITION: REGULATIONS. The Department of Natural Resources and the
Department of Revenue may proceed to adopt regulations to implement 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. 26. Sections 13,14,16, and 21 of this Act take effect January 1,2008.

* Sec. 27. Except as provided in sec. 26 of this Act, this Act takes effect immediately under

AS 01.10.070(c).

0SSB2001( ) .

New Text Underlined [DELETED TEXT BRACKETED]



File

October 18,2007

Page 1
LEGAL SERVICES
DIVISION OF LEGAL AND RESEARCH SERVICES
LEGISLATIVE AFFAIRS AGENCY
(907) 4653867 or 465-2450 STATE OF ALASKA State Capitol
FAX (907) 4652029 Juneau, Alaska 99801-1182
Mail Stop 3101 Deliveries to: 129 6th St., Rm. 329
MEMORANDUM October 18,2007
SUBJECT: Sectional summary of thegovernor's production tax bill based on the

version received October 17, 2007
(Work Order No. 25-GHO0014\A and25-GS0014\A)

TO: File

FROM: Donald M. Bullock Jr.
Legislative Counsel

The following is a sectional analysis of the draft of the governor's bill amending AS 43.55 and
making additional changes related to the administration of the oil and gas production tax and

surcharges.

As a preliminary matter, note that a sectional summary of a bill should not be considered an
authoritative interpretation of the bill and the bill itselfis the best statement of its contents.

Section 1. States that the enactment of AS 43.55.075(b) in sec. 50 of the bill is to "confirm
by clarification the long-standing interpretation of AS 43.05.260 by the [department].”
(AS 43.05.260 relates to the limitation on assessment for taxes imposed by AS 43.)

Section 2. Amends AS 38.05.035(a) by adding a new paragraph that requires the director of
the division of lands to furnish records, files, and other information related to the
administration of AS 38.05.180 (oil and gas and gas only leasing) to the Department of
Revenue for use in forecasting state revenue and the administration of AS 43.55 (oil and gas
production tax and surcharges). In the case of information required to be held confidential
under AS 38.05.035(a)(8), the Department of Revenue is to maintain the same level of
confidentiality ofthe information as is required of the director of the division of lands.

Section 3. Amends AS 38.05.036(b) by changing a cross-reference to a paragraph in
AS 38.05.035(a); the change is required because the amendment of AS 38.05.035(a) in sec. 2
renumbered some paragraphs in the subsection and added a new paragraph.



File
October 18,2007
Page 2

Section 4. Amends AS 38.05.036(f) by changing a cross-reference to a paragraph in
AS 38.05.035(a); the change is required because the amendment of AS 38.05.035(a) in sec. 2
renumbered some paragraphs in the subsection and added a new paragraph.

Section 5. Amends AS 38.05.036(g) by changing a cross-reference to a paragraph in
AS 38.05.035(a); the change is required because the amendment of AS 38.05.035(a) in sec. 2
renumbered some paragraphs in the subsection and added a new paragraph.

Section 0. Amends AS 38.05.123(f) by changing a cross-reference to a paragraph in
AS 38.05.035(a); the change is required because the amendment of AS 38.05.035(a) in sec. 2
renumbered some paragraphs in the subsection and added a new paragraph.

Section 7. Amends AS 38.05.135(e) by changing a cross-reference to a paragrapn in
AS 38.05.035(a); the change is required because the amendment of AS 38.05.035(a) in sec. 2
renumbered some paragraphs in the subsection and added a new paragraph.

Section 8. Amends AS 38.05.180(j) by changing a cross-reference to a paragraph in
AS 38.05.035(a); the change is required because the amendment of AS 38.05.035(a) in sec. 2
renumbered some paragraphs in the subsection and added a new paragraph.

Section 9. Amends AS 38.05.275(c) by changing a cross-reference to a paragraph in
AS 38.05.035(a); the change is required because the amendment of AS 38.05.035(a) in sec. 2
renumbered some paragraphs in the subsection and added a new paragraph.

Section 10. Adds a new paragraph to AS 39.25.110 that makes oil and gas production tax
auditors and their immediate supervisors in the Department of Revenue, and oil and gas
royalty auditors and their immediate supervisors in the Department of Natural Resources

exempt employees.

Section 11. Amends AS 41.09.010(d) by changing a cross-reference to a paragraph in AS
38.05.035(a); the change is required because the amendment of AS 38.05.035(a) in sec. 2
renumbered some paragraphs in the subsection and added a new paragraph.

Section 12. Amends AS 43.05.230(a) to include AS 43.55.890 (added by sec. 61 of the bill)
as authority for divulging the amount of income or the particulars set out or disclosed in a
report or return made under AS 43, notwithstanding the general prohibition in AS 43.05.230.

Section 13. Amends AS 43.05.230(h) by adding tax returns, reports, and documents filed
under AS 43.55 and the Department of Revenue's determinations and workpapers under
AS 43.55 and AS 43.65 to the information that the Department of Revenue is required to
furnish to the Department of Natural Resources.

Section 14. Amends AS 43.05.260(a) to include AS 43.55.075 (added by sec. 50 of the bill)
as an exception to the general three-year statute of limitation on assessment.
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Section 15. Repeals and reenacts AS 43.55.011(e); the reenactment changes levy from a
monthly to a calendar year basis; with certain exceptions, provides that the tax is equal to the
production tax value of the taxable oil and gas multiplied by the percentage determined under
AS 43.55.011(g) (subsection (g) is repealed and reenacted by sec. 17 of the bill). Under sec.

of the bill, this section applies to oil and gas produced after December 31, 2007. Under
sec. 72 of the bill, this section takes effect January 1, 2008.

Section 16. Repeals and reenacts AS 43.55.011(f); the repeal and reenactment creates a new
floor for the tax imposed on production from a unit or non-unitized reservoir from which
1,000,000,000 BTU equivalent barrels of oil or gas have been cumulatively produced before
the start of the tax year and from which the average daily oil and gas production during the
most recent calendar year exceeded 100,000 BTU equivalent barrels a day (so-called "legacy
fields"); provides that tax credits may not be used to reduce the tax liability for these leases or
properties below 10 percent of the total gross value at the point of production; provides that
the effective tax rate under AS 43.55.011(e) may not be less than 10 percent of the total gross
value at the point of production. Under sec. 06 of the bill, this section applies to oil and gas
produced after December 31, 2007. Under sec. 72 of the bill, this section takes effect January
1,2008.

Section 17. Repeals and reenacts AS 43.55.011(g); provides that the tax rate applicable to the
tax value of oil and gas production is the sum of 25 percent plus the product of 0.20 percent
(.002) times the price index determined under AS 43.55.011(h) (subsection (h) is amended in
sec. 18 of the bill); limits the tax to a maximum rate of 50 percent. Under sec. 66 of the bill,
this section applies to oil and gas produced after December 31, 2007. Under sec. 72 of the
bill, this section takes effect January 1, 2008.

Section 18. Amends AS 43.55.011(h) to make the price index determined on a calendar year
rather than a monthly basis, and to increase the nominal 25 percent tax when the average
production tax value for all leases or properties in the state for the calendar year exceeds $30.
Provides that the price index may not be less than zero.1 Under sec. 06 of the bill, this section
applies to oil and gas produced after December 31, 2007. Under sec. 72 of the bill, this
section takes effect January 1,2008.

Section 19. Amends AS 43.55.01 I(j) (relating to Cook Inlet gas) to eliminate a reference to
AS 43.55.011(Q); the reference to AS 43.55.011(g) is no longer applicable with the repeal and
reenactment of AS 43.55.011(e) in sec. 15 of the bill and the repeal and reenactment of
AS 43.55.011(g) in sec. 17 of the bill. Under sec. 66 of the bill, this section applies to oil and
gas produced after December 31, 2007. Under sec. 72 of the bill, this section takes effect

January 1, 2008.

LFor example, if the average production tax value is $35 a BTU equivalent barrel, the tax rate
is 26%. This is determined by starting with the 25% base rate in AS 43.55.01 Ug) and adding
the product of 0.2% multiplied by 5, with "5" representing the difference between 30 and the
average production tax value a BTU equivalent barrel.
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Section 20. Amends AS 43.55.01 I(k) (relating to Cook Inlet oil) to eliminate a reference to
AS 43.55.011(g); the reference to AS 43.55.011(g) is no longer applicable with the repeal and
reenactment of AS 43.55.011(e) in sec. 15 of the bill and the repeal and reenactment of
AS 43.55.011(g) in sec. 17 of the bill. Under sec. 66 of the bill, this section applies to oil and
gas produced after December 31, 2007. Under sec. 72 of the bill, this section takes effect
January 1, 2008.

Section 21. Amends AS 43.55.01 I(m) by adding new limitations for excess tax credits
associated with Cook Inlet gas production based on new subsections added to AS 43.55.160
by sec. 55 of the bill. Under sec. 66 of the bill, this section applies to oil and gas produced
after December 31, 2007. Under sec. 72 of the bill, this section takes effect January 1, 2008.

Section 22. Repeals and reenacts AS 43.55.020(a); provides the methods for determining the
amount of monthly installment payments for the tax imposed on leases or properties outside
of Cook Inlet excluding fields subject to tax under AS 43.55.011(f) (legacy fields), on leases
or properties subject to AS 43.55.011(0, and on leases or properties in Cook Inlet; provides a
limit on the amount of the installment payment for oil and gas produced in Cook Inlet;
provides the method for determining the amount of the installment payment for the tax
imposed on the production of taxable royalty oil and gas; and provides that any tax remaining
due after the payment of the installment payments is due on March 31 of the year following
the calendar year of production. Under sec. 06 of the bill, this section applies to oil and gas
produced after December 31, 2007. Under sec. 72 of the bill, this section takes effect January

1,2008.

Section 23. Amends AS 43.55.020(d) by changing a reference to the statute under which the
tax is levied to conform with the repeal and reenactment of AS 43.55.011(e) in sec. 15 of the
bill. Under sec. 60 ofthe bill, this section applies to oil and gas produced after December 31,
2007. Under sec. 72 of the bill, this section takes effect January 1, 2008.

Section 24. Amends AS 43.55.020(g) by changing references to paragraphs in
AS 43.55.020(a) to conform to the repeal and reenactment of AS 43.55.020(a) in sec. 22 of
the bill; clarifies the period during which interest accrues under 26 U.S.C. 6621 on the
underpayment of an installment. Under sec. 06 of the bill, this section applies to oil and gas
produced after December 31, 2007. Under sec. 72 of the bill, this section takes effect January
1,2008.

Section 25. Amends AS 43.55.020(h) by changing references to paragraphs in
AS 43.55.020(a) to conform to the repeal and reenactment of AS 43.55.020(a) in sec. 22 of
the bill; clarifies the period during which interest accrues under 26 U.S.C. 6621 on the
overpayment of an installment. Under sec. 60 of the bill, this section applies to oil and gas
produced after December 31, 2007. Under sec. 72 of the bill, this section takes effect January

1,2008.

Section 26. Amends AS 43.55.023(a) to require that no more than one-half of a credit for a
qualified capital expenditure be applied in a single calendar year; amends the requirements for
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submitting information to the Department of Natural Resources as a condition of taking the
credit by referencing AS 43.55.025(f)(2) (AS 43.55.025(0(2) is amended ir sec. 39 of the
bill); prohibits a credit for a qualified capital expenditure for exploration, envelopment, or
production on a least or property subject to tax under AS 43.55.011(0 (legacy fields) from
being applied against a tax for oil and gas production outside of those leases or properties.
(The specific reporting requirements in the existing subsection are incorporated into the
amended AS 43.55.025(0 in sec. 39 of the bill.) Under sec. 66 of the bill, this section applies
to expenditures incurred after December 31, 2007, that are the basis for tax credits with
respect to oil and gas produced after December 31, 2007. Under sec. 72 of the bill, this
section takes effect January 1, 2008.

Section 27. AS 43.55.023(b) is amended to increase the percentage of a carried-forward
annual loss that may be taken as a tax credit from 20 to 25 percent; incorporates a limitation
on a carried-forward annual loss under AS 43.55.160(h) (AS 43.55.160(h) is added in sec. 55
and is applicable to Cook Inlet); prohibits the carry-forward of adjusted lease expenditures to
explore, develop, cr produce oil or gas deposits within a unit or non-unitized reservoir subject
to AS 43.55.011(0 (legacy fields). Under sec. 60 of the bill, this section applies to
expenditures incurred after December 31, 2007, that are the basis for tax credits with respect
to oil and gas produced after December 31, 2007. Under sec. 72 of the bill, this section takes
effect January 1, 2008.

Section 28. Amends AS 43.55.023(d) to limit the application of the subsection by making an
exception for tax credits based on certain expenditures in legacy fields (AS 43.55.023(a)(3) in
sec. 26 of the bill); references the ability to obtain a cash payment for tax credits under
AS 43.55.028 (AS 43.55.028 is added in sec. 45 of the bill); doubles the period for the
department to grant, deny, or grant a limited credit by changing the period for acting from 60
to 120 days; amends one of the three alternative starting points (the latest is used) to start the
period for departmental action on the date a statement under AS 43.55.030(a) or (e) is filed
(AS 43.55.030(a) is amended in sec. 46 of the bill and AS 43.55.030(e) is added in sec. 48 of
the bill); requires the department to issue two credit certificates for the credits claimed with
each certificate applicable to one-half of the credit amount; provides that the tax credit shown
on one of the two credit certificates may be used immediately and prohibits the application of
the tax credit on the other certificate before the calendar year following the calendar year in
which the certificate is issued. Under sec. 00 of the bill, this section applies to expenditures
incurred after December 31, 2007, that are the basis for tax credits with respect to oil and gas
produced after December 31, 2007. Under sec. 72 of the bill, this section takes effect January

1,2008.

Section 29. Amends AS 43.55.023(e) to conform with the addition of new limitations on tax
credits in AS 43.55.023(d) as amended in sec. 28 of the bill; makes a technical correction to
recognize that the tax is "levied by" AS 43.55.011(e), as opposed to "due under" that
subsection. Under sec. 00 of the bill, this section applies to expenditures incurred after
December 31,2007, that are the basis for tax credits with respect to oil and gas produced after
December 31,2007. Under sec. 72 of the bill, this section takes effect January 1,2008.
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Section 30. Amends AS 43.55.023(g) by adding language to reflect the authority granted in
AS 43.55.028 (AS 43.55.028 is added in sec. 45 of the bill) for the department to purchase tax
credits authorized under AS 43.55.023. Under sec. 00 of the bill, this section applies to (1)
transferable tax credit certificates under AS 43.55.023(d), and (2) transferable tax credit
certificates under AS 43.55.023(d) in effect before January 1, 2008 for which a cash refund
has not been issued under AS 43.25.023(f) before January 1, 2008. Under sec. 72 of the bill,
this section takes effect January 1, 2008.

Section 31. Amends AS 43.55.023 by adding a new subsection that states that an entity that
is exempt from tax under AS 43.55 may not apply for a transferable tax credit certificate.
Under sec. 71 of the bill, this section is retroactive to April 1,2006.

Section 32. Amends AS 43.55.024(a) to refer only to AS 43.55.011(e), the subsection under
which the tax is levied following the repeal and reenactment of AS 43.55.011(e) in sec. 15 of
the bill, and the repeal and reenactment of AS 43.55.011(f) in sec. 16 of the bill. Under sec.

6 of the bill, this section applies to oil and gas produced after December 31, 2007. Under
sec. 72 of the bill, this section takes effect January 1, 2008.

Section 33. Amends AS 43.55.024(c) to refer only to AS 43.55.011(e), the subsection under
which the tax is levied following the repeal and reenactment of AS 43.55.011(e) in sec. 15 of
the bill, and the repeal and reenactment of AS 43.55.011(f) in sec. 16 of the bill. Under sec.

0 of the bill, this section applies to oil and gas produced after December 31, 2007. Under
sec. 72 of the bill, this section takes effect January 1,2008.

Section 34. Amends AS 43.55.024(e) to refer only to AS 43.55.011(e), the subsection under
which the tax is levied following the repeal and reenactment of AS 43.55.011(e) in sec. 15 of
the bill, and the repeal and reenactment of AS 43.55.011(f) in sec. 16 of the bill. Under sec.
66 of the bill, this section applies to oil and gas produced after December 31, 2007. Under
sec. 72 of the bill, this section takes effect January 1,2008.

Section 35. Amends AS 43.55.024(g) to refer only to AS 43.55.011(e), the subsection under
which the tax is levied following the repeal and reenactment of AS 43.55.011(e) in sec. 15 of
the bill, and the repeal and reenactment of AS 43.55.011(0 in sec. 16 of the bill. Under see.

0 of the bill, this section applies to oil and gas produced after December 31, 2007. Under
sec. 72 of the bill, this section takes effect January 1, 2008.

Section 36. Amends AS 43.55.025(a) to refer only to AS 43.55.011(e), the subsection under
which the tax is levied following the repeal and reenactment of AS 43.55.011(e) in sec. 15 of
the bill, and the repeal and reenactment of AS 43.55.011(0 in sec. 16 of the bill; makes a
technical correction to recognize that the tax is "levied by" AS 43.55.011(e), as opposed to
"due under"” that subsection; removes the requirement in AS 43.55.020(a)(2) that expenditures
must be for work performed before July 1, 2007. Under sec. 66 of the bill, this section applies
to expenditures incurred after December 31, 2007, that are the basis for tax credits with
respect to oil and gas produced after December 31, 2007. Under sec. 72 of the bill, this
section takes effect January 1, 2008.
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Section 37. Amends AS 43.55.025(b) by changing the start date of the period in which
exploration expenditures may qualify for the tax credit under AS 43.55.025(a) from July 1,
2003 to January 1, 2008; requires that the exploration well be completed or abandoned at the
time the credit is claimed by an explorer under AS 43.55.05(f) (AS 43.55.025(f) is amended
in sec. 39 of the bill); excludes costs from gross negligence or violation of health, safety, or
environmental statutes or regulations from eligibility for the tax credit. Under sec. 60 of the
bill, this section applies to expenditures incurred after December 31, 2007, that are the basis
for tax credits with respect to oil and gas produced after December 31,2007. Under sec. 72 of
the bill, this section takes effect January 1, 2008.

Section 38. Repeals and reenacts AS 43.55.025(c); requires an explorer to submit
information to the commissioner of natural resources whether the geological objective of the
well is a potential oil or gas trap; requires the commissioner to make the determination within
a 60 day time period; requires qualifying exploration wells drilled outside of Cook Inlet to
have a bottom hole not less than three miles away from the bottom hole of a preexisting oil or
gas well; and requires the commissioner of natural resources to determine that the well
adequately achieved the explorer's stated geological objective. The "definition of preexisting
well" in current law is moved to sec. 43 of the bill where AS 43.55.025(k) is amended by
adding the definition in a new paragraph. Under sec. 06 of the bill, this section applies to
expenditures incurred after December 31, 2007, that are he basis for tax credits with respect
to oil and gas produced after December 31, 2007. Under sec. 72 of the bill, this section takes

effect January 1, 2008.

Section 39. Amends AS 43.55.025(f) by adding an exception for a credit under
AS 43.55.025(/) (AS 43.55.025(/) is a new subsection added by sec. 44 of the bill) and
expanding the description of information required to be furnished to the Department of
Natural Resources; describes the periods during which information submitted under this
subsection to the Department of Natural Resources will be held confidential; requires the
Department of Revenue to issue two production tax credit certificates, each for one-halfof the
amount of the credit allowed against production taxes; provides that the credit associated with
one certificate may be used immediately and prohibits the application of the credit associated
with the second of the two certificates before the calendar year following the year in which
the certificate is issued; states that some information related to the production credit is not
confidential. Under sec. 00 of the bill, this section applies to expenditures incurred after
December 31, 2007, that are the basis for tax credits with respect to oil and gas produced after
December 31, 2007. Under sec. 72 of the bill, this section takes effect January 1, 2008.

Section 40. Amends AS 43.55.025(g) to prohibit an explorer that is exempt from the
production tax from transferring, conveying, or selling a production tax credit certificate.
Under sec. 71 of the bill, this section is retroactive to July 1,2003.

Section 41. Amends AS 43.55.025(h) to refer only to AS 43.55.011(e), the subsection under
which the tax is levied following the repeal and reenactment of AS 43.55.011(e) in sec. 15 of
the bill, and the repeal and reenactment of AS 43.55.011(f) in sec. 16 of the bill. Under sec.
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66 of the bill, this section applies to oil and gas produced after December 31, 2007. Under
sec. 72 of the bill, this section takes effect January 1,2008.

Section 42. Repeals and reenacts AS 43.55.025(i). The reenacted provision prohibits
applying a tax credit to reduce a taxpayers tax liability below zero and allows tax credits that
may not be applied for a calendar year to be carried forward to later calendar years. The
reenacted provision is substantively similar to existing law. Under sec. 66 of the bill, this
section applies to oil and gas produced after December 31, 200/. Under sec. 72 of the bill,
this section takes effect January 1, 2008.

Section 43. Amends AS 43.55.025(k) by adding a new paragraph that defines "preexisting
well." Under sec. 00 of the bill, this section applies to expenditures incurred after December
31, 2007, that are the basis for tax credits with respect to oil and gas produced after December
31, 2007. Under sec. 72 of the bill, this section takes effect January 1, 2008.

Section 44. Amends AS 43.55.025 by adding a new subsection -- AS 43.55.025(/) - that
relates to a claim for a production tax credit under AS 43.55.025 that is filed before January 1,
2016. Provides for a production tax credit equal to five percent of an eligible expenditure for
seismic exploration performed before July 1, 2003; states the terms an expenditure must
satisfy to qualify for the credit. Under sec. 60 of the bill, this section applies to oil and gas
produced after December 31, 2007. Under sec. 72 of the bill, this section takes effect January

1,2008.

Section 45. Adds a new section to AS 43.55 - AS 43.55.028 -- that establishes the oil and
gas tax credit fund and provides for the purchase by the department of certain transferable tax
credit certificates issued under AS 43.55.023 and certain production tax certificates issued
under AS 43.55.025. Money in the fund consists of earnings on the fund and appropriations
to the fund out of production taxes levied under AS 43.55.011. Requires the Department of
Revenue to manage the fund and to use money in the fund to purchase tax credit certificates
that satisfy certain conditions. Under sec. 72 of the bill, this section takes effect January 1,

2008.

Section 46. Amends AS 43.55.030(a) to make the statement filing requirement apply to all
producers rather than only those producers with a tax liability. Adds additional information
requirements to those in current law. Under sec. 60 of the bill, this section applies to
statements and reports required to be filed after December 31, 2007. Under sec. 72 of the bill,
this section takes effect January 1,2008.

Section 47. Amends AS 43.55.0306d) by making a person required to file a report under the
section liable for a penalty of$1,00 for each day the person fails to file the report; provides
that the penalty is in addition to existing penalties in AS 43.05.220 and 43.05.290; includes a
statement within the meaning of "report” in the subsection.

Section 48. Adds subsections (e) and (f) to AS 43.55.030. AS 43.55.030(e) requires an
explorer or a producer that does not produce oil or gas during the calendar year to report the
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producer's qualified capital expenditures and other lease expenditures; also requires a
producer or explorer receiving a payment or credit under AS 43.55.170 to show whether a tax
is due based on AS 43.55.160(d) or 43.55.170(b) and, if so, the amount of the tax.
AS 43.55.030(0 authorizes the Department of Revenue to require monthly reports of
information related to the determination of the amount of tax due under the chapter. Under
sec. 00 of the bill, this section applies to statements and reports required to be filed after
December 31, 2007. Under sec. 72 of the bill, this section takes effect January 1, 2008.

Section 49. Amends AS 43.55.040 by adding additional paragraphs that authorize the
Department of Revenue to require a producer, explorer, or operator to file reports and records
that the department considers necessary to forecast state revenue under AS 43.55, and
authorizes a $1,000 a day penalty against a person who fails to file a report, statement, or
other document required under that section.

Section 50. Adds a new secfion -- AS 43.55.075 -- to AS 43.55. AS 43.55.075 expands the
limitation period for making an assessment of tax imposed by AS 43.55 from three years to
six years after the latest return was filed. Requires a producer to report retroactive changes
that affect an element used in determining the tax under AS 43.55 and to file amended returns
for the periods affected by the change. Under sec. 66 of the bill, AS 43.55.075(a) applies to
any tax liability for which the period of limitation had :.ot expired as of the effective date of
secs. 14 and 50 of the bill.

Section 51. Adds subsections (e), (f), and (g) to AS 43.55.110. AS 43.55.110(e) and (f)
authorize the Department of Revenue to require filing and payment by electronic means; AS
43.55.110(g) authorizes the Department of Revenue to issue non-binding advisory bulletins
stating the department's interpretation of AS 43.55 and regulations adopted under the chapter.

Section 52. Repeals and reenacts AS 43.55.160(a). Provides for the determination of the
production tax value of oil and gas produced outside of Cook Inlet, oil produced in Cook
Inlet, and gas produced in Cook Inlet. For oil and gas produced outside of Cook Inlet, the
production tax value is the gross value at the point of production for that oil or gas, reduced
by the lease expenditures and adjustments that are the costs of exploring for, developing, or
producing oil located within the leases or properties, and, if the first reduction results in a
positive number, lease expenditures and adjustments that are allocated to those leases or
properties under AS 43.55.160(e) - (g). (AS 43.55.160(c) is repealed and reenacted in sec. 54
of the bill; AS 43.55.160(f) and (g) are added by sec. 55 of the bill.) For oil and gas produced
in Cook Inlet, the production tax value is the gross value at the point of production for that oil
or gas, reduced by the lease expenditures and adjustments that are the costs of exploring for,
developing, or producing oil located within the leases or properties. (The reenacted
subsection removes the distinction between oil and gas produced north of 68 degrees North
latitude and other oil and gas produced outside of Cook Inlet; however, the distinction
between areas in the state continues in AS 43.55.160(f) and (g).) Under sec. 66 of the bill,
this section applies to oil and gas produced after December 31, 2007. Under sec. 72 of the
bill, this section takes effect January 1, 2008.
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Section 53. Amends AS 43.55.160(b) to refer to the tax value calculated under the section,
rather than under only (a) of the section. Under sec. 06 of the bill, this section applies to oil
and gas produced after December 31, 2007. Under sec. 72 of the bill, this section takes effect
January 1, 2008.

Section 54. Repeals and reenacts AS 43.55.160(e). The reenacted provision addresses three
situations in which a producer or explorer may have lease expenditure adjustments, part or all
of which could be carried forward rather than being used during the current tax year: 1) the
adjustments, if taken as a deduction would reduce the taxable value of oil and gas produced
from a lease or property below zero; 2) the costs were incurred on leases or properties outside
of Cook Inlet that did not produce oil or gas during the calendar year; 3) the costs are the
producer's costs for the exploration for oil or gas located on land outside of Cook Inlet and in
which the producer or explorer does not have an operating right, operating interest, or
working interest. Before any such expenditures may be carried forward, the adjustments must
first be allocated to those leases or properties under new subsections AS 43.55.160(0 and (g)
(AS 43.55.160(0 and (g) are added in sec. 55 of the bill.) The current provision provides for
a carry forward of adjusted lease expenditures if the adjustments would reduce the taxable
value of oil or gas produced during the calendar year below zero. Under sec. 66 of the bill,
this section applies to oil and gas produced after December 31, 2007. Under sec. 72 of the
bill, this section takes effect January 1, 2008.

Section 55. Amends AS 43.55.160 by adding four new subsections - AS 43.55.160(f), (g),
(h), and (i). AS 43.55.160(0 provides for the allocation of adjusted lease expenditures that
are the costs of exploring for, developing, or producing deposits within leases or properties
that include land north of 68 degrees North latitude, and AS 43.55.160(g) provides for the
allocation of adjusted lease expenditures that are the costs of exploring for, developing, or
producing deposits within leases or properties outside of Cook Inlet and no part of which is
north of 08 degrees North latitude. AS 43.55.160(h) describes "Cook Inlet excess adjusted
lease expenditures” and provides the means by which excess adjusted lease expenditures
attriburi’'e to Cook Inlet may be used to establish a carried-forward annual loss under
AS 43.55.023(b) (AS 43.55.023(b) is amended in sec. 27 of the bill). AS 43.55.160(i)
describes the calculations a producer subject to AS 43.55.160(h) is required to perform for
determining the only amount of excess adjusted lease expenditures that may be carried
forward under AS 43.55.160(h). Under sec. 06 of the bill, this section applies to oil and gas
produced after December 31, 2007. Under sec. 72 of the bill, this section takes effect January

1,2008.

Section 56. Repeals and reenacts AS 43.55.165(a), which describes a producer's lease
expenditures. The reenacted subsection describes the types of costs that qualify and provides
standards for the department to determine which costs may be allowed. The reasonable
allowance for overhead expenses is moved into this subsection from the current
AS 43.55.165(b). The reenacted AS 43.55.165(a) did not include from the existing provision
references to typical industry standards in the state, costs an operator is allowed to bill to
another working interest owner, and the standards used by the Department of Natural
Resources when determining net profits for certain leases, as standards for determining lease
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expenditures. (The deleted reference standards are moved to AS 43.55.165(b) in sec. 57 of
the bill.) Under sec. 06 of the bill, this section applies to oil and gas produced after December
31, 2007. Under sec. 72 of the bill, this section takes effect January 1, 2008.

Section 57. Amends AS 43.55.165(b) by deleting the provision for the allowance of
reasonable overhead expenses (which was moved to AS 43.55.165(a) in sec. 56 of the bill)
and incorporating factors that appear in the current AS 43.55.165(a) for determining what
costs are lease expenditures. Under sec. 66 of the bill, this section applies to oil and gas
produced after December 31, 2007. Under sec. 72 of the bill, this section takes effect January

1,2008.

Section 58. Amends AS 43.55.165(e) (relating U excluded lease expenditures) by deleting
language in AS 43.55.165(e)(15) that relates to dismantlement, removal, surrender, or
abandonment costs attributable to production before April 1, 2006, and adding additional
categories of excluded costs. AS 43.55.165(e)(6) is amended to exclude costs that arise from
a violation of law or the failure to comply with an obligation under a lease, permit, or license
issued by the state or federal government. AS 43.55.165(e)(19) is added to exclude costs for
repair, replacement, or deferred maintenance undertaken in response to an unscheduled
interruption or reduction in the rate of production or undertaken in respc.ise to an unpermitted
release of gas or other haz jdous substances. (AS 43.55.165(e)(19) appears to address
concerns similar to those addressed in HB 128 and SB 80, but uses different criteria than
those in the existing legislation for determining excluded costs.) AS 43.55.165(e)(20) is
added to exclude costs related io a refinery or crude oil topping plant, but allows the value of
certain products produced from such a facility to be lease expenditures. Under sec. 00 of the
bill, this section applies to oil and gas produced after March 31, 2006. Under sec. 71 of the
bill, this section is retroactive to April 1, 2.0i 0.

Section 59. Amends AS 43.55.165(h) by specifying that the lease expenditures that are
allocated are the costs of exploring for, developing, or producing oil or gas deposits. Under
sec. 00 of the bill, this section applies to oil and gas produced after December 31, 2007.
Under sec. 72 of the bill, this section takes effect January 1,2008.

Section 60. Amends AS 43.55.170(a) by deleting an exception relating to the subtraction of a
payment or credit in calculating billable or billed costs. Under sec. 06 of the bill, this section
applies to oil and gas produced after March 31, 20u6. Under sec. 71 of the bill, this section is

retroactive to April 1, 2006.

Section 61. Adds a new section to AS 43.55 -- AS 43.55.890. The new section provides for
the publication of information, if aggregated among three or more producers or explorers, that
includes the amount of oil or gas production, the amount of taxes levied and paid under
AS 43.55, and other information related to credits, expenditures, and the value of oil and gas

produced.

Section 62. Amends AS 43.55.900 by adding definitions for "non-unitized reservoir," "pool,"
"producer,” and "unit.”
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Section 63. Repeals AS 43.55.023(f) (relating to refundable credits).

Section 64. Repeals AS 43.55.165(c) and (d) (relating to the determination of lease
expenditures using operating agreements). Under sec. 66 of the bill, these repeals apply to oil
and gas produced after March 31, 2006. Under sec. 71 of the bill, these repeals are retroactive
to April 1,2006.

Section 65. Repeals AS 43.55.011(/) (relating to the taking of a tax reduction for Cook Inlet
production), 43.55.023(i) (relating to transitional investment expenditures occurring after
March 31, 2001, and before April 1, 2006), 43.55.160(c) (relating to the determination of the
production tax value of oil and gas taxable under AS 43.55.011(g)). Under sec. 66 of the bill,
these repeals apply to oil and gas produced after December 31, 2007. Under sec. 72 of the
bill, these repeals are effective January 1, 2008.

Section 00. Makes identified bill sections applicable to oil and gas produced after March 31,
2006 and after December 3i, 2007, to expenditures incurred after December 31, 2007, to tax
credit certificates that have not been refunded, and statements and reports required to be tiled
after December 31, '‘007.

Section 67. Provides for the assignment of current oil and gas auditors in the Department of
Revenue and the Department of Natural Resources and their immediate supervisors to the
exempt service, but allows those individuals hired before the effective date of sec. 10 of the
bill (adding these position classifications to the exempt service) to choose to continue in the
classified service.

Section 68. Allows regulations adopted by the Department of Revenue and the Department
of Natural Resources to be retroactively applied. Under sec. 71 of the bill, this section is
retroactive to April 1, 2006.

Section 69. Provides for the treatment of pending applications for transferable credits and for
the refund of credits under AS 43.55.023.

Section 70. Authorizes the Department of Natural Resources and the Department of Revenue
to proceed with the adoption of regulations necessary to implement the Act but provides that
an adopted regulation may not take effect before the effective date of the law being

implemented.

Section 71. Provides for the retroactivity of certain provisions of the Act. The retroactivity is
noted in the analysis of the bill sections above.

Section 72. Makes certain provisions of the Act effective January 1, 2008. The sections
effective on this date are noted in the analysis of the bill sections above.

Section 73. Except as provided in sec. 72, makes the Act take effect immediately.
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Alaska's Clear and Equitable Share (ACES) Proposal

A Brief Review of the Governor's Proposed Changes to Oil Taxation

This review is a simplified explanation of the fiscal impact of major issues addressed by
ACES. It is not intended to address every issue or to offer a complete technical discussion

of the major issues.

The ACES bill addresses four major items:
1 Base tax rate
A surcharge that increases revenue at higher oil prices

2.
3. Tax credits, and
4. Information provided to the Department of Revenue.

1 Base Tax Rate. ACES raises the base tax rate from 22.5% to 25% of the profit on oil
production. ACES also increases the minimum tax to 10% of the gross value of oil
production (rather than profit) from the Prudhoe Bay and Kuparuk fields. PPT has a
sliding scale that eliminates the minimum tax when oil prices are $15 per barrel or less.
The ACES minimum tax rate offers better protection for the state (i.e.. about 10% more
revenue than PPT) if oil prices fall to very low levels.

2. Surcharge. Under PPT, a surcharge adds 0.25% to the base tax rate when the profit
per barrel exceeds $40. ACES lowers the price level at which a surcharge is triggered, but

also reduces the surcharge rate when oil prices exceed the trigger point. Under ACES, the
surcharge adds 0.20% to the base tax rate when the profit per barrel exceeds $30.

The impact of changes to the base tax and surcharge are shown in Figure 1. ACES
produces a higher tax rate at net prices below $130 per barrel or above $145 per barrel.

Flgura 1. Tax Rata* Undar Currant Law and ACES
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