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As a rule of thumb, add $24 per barrel to the net prices shown in Figure 1to obtain the
selling price of ANS crude. ACES calculates the surcharge on the average annual price
rather than monthly price as under PPT. Unless prices and production are highly volatile,
the change in methodology should have relatively little impact.

The relevant portion of the chart for the near-term is between $30 and $80 per barrel,
which is roughly equivalent to West Coast market prices of $54 to $104 per barrel. In that
range, the total tax rate under ACES would average about 3.5 percentage points higher
than under PPT. The maximum difference occurs when ANS crude sells for
approximately $64 per barrel (profit of $40 per barrel), which is near the Department of
Revenue's mid-term forecast. Because the surcharge rate under ACES is lower than
under PPT. the difference in the total tax rate declines as the net price of oil increases.

The question begging discussion is whether ACES should be considered a tax increase.
Figure I clearly shows that production taxes are generally higher under ACES than under
PPT. but there is another factor to consider. That factor is that annual revenue under PPT
is about $800 million less than anticipated.

ACES will generate more state revenue than the tax system the legislature implemented
(PPT). but less state revenue than legislators thought they would get from the tax system
they implemented. 1 hose that argued that PPT provides an insufficient amount of oil
revenue to the state will almost certainly point out that anticipated revenue under ACES
is below levels anticipated under PPT. These people will argue that ACES is not a tax
increase: it is a partial correction of a compromise that was based on inappropriate or
inaccurat: information.

On the other side of the argument, people will focus on the share of revenue rather than
on the amount of revenue that goes to the state. State revenue under PPT is less than
anticipated because the profit per barrel is much less than anticipated. Legislative Finance
does not have the data required to determine whether or not actual shares of revenue are
close to what was anticipated under PPT. but it is obvious that unanticipated production
costs—which reduce profit and therefore reduce state revenue—do not accrue to the
producers. From the perspective that ACES has generally higher tax rates than PPT (so
increases the state share of revenue and reduces the share retained by producers at any
given levels of price and costs of production) it is clear that ACES is a tax increase.

Converting tax rates to revenue impacts provides a less accurate (but more interesting)
view-. The following graphs are based on a simple model that holds production constant at
244 million barrels annually and deductible costs of production constant at $23.85 per
barrel—numbers based on data published in the Spring 2007 Revenue Sources Book.

Figure 2 shows that changes to the base and surcharge tux rates under ACES can be

expected to increase revenue by $450 million to $515 million annually in the $65 to $100
market price range. That amount is based on current levels of production and excludes
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the impact of potential changes to tax credits. Revenue under ACES (relative to PPT) will
fall if oil prices exceed $90, going negative at prices between $155 and $165.

Figure 2. State Revenue Change Under the ACES Propoeal

Figure 3 shows the sensitivity of revenue to changes in the base and surcharge tax rates.
Adopting a 25% base rate and a $30 trigger point without reducing the surcharge rate

Figure 3. State Revenue Change Under Variations of the ACES Proposal
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would generate significantly more revenue than PPT (or ACES) at all oil prices above
$60. Retaining a 22.5% base rate and 0.25% surcharge rate while adopting a trigger point
of $30 would generate less revenue than ACES at oil prices below $105. but more
revenue at higher oil prices.

With variations in the base rate, surcharge rate and trigger point(s), the revenue curve can
be designed to reflect whatever policy the legislature desires.

3. Tax Credits. Credits are arguably the most complex topic in the bill. A discussion of
the fiscal impact of changes to tax credits would require knowing the amount (and type)
ofeligible credits that might be claimed. Legislative Finance does not have sufficient
information to make projections. It should be clear, however, that reducing credits will
increase revenue by more than indicated by a comparison of tax rates. In the figures
above, the ACES line would be higher than shown if producers were allowed to claim
fewer credits.

There are three types of tax credits. ACES makes a number of changes to tax credits a
discussed below:

1. Transitional Investment Credits. These credits are for eligible capital
expenditures incurred during the five years prior to the enactment of PPT.
Statements in the press argue that because past investment events cannot be
affected by changes to the production tax, these credits are essentially bonuses
that reduce the tax liability of the major producers. ACES eliminates transitional
credits.

Legislative Finance has no projection of the value of transitional credits that
would be claimed under PPT or the value of credits that ACES would eliminate,
but a few conceptual statements may clarify the analysis. The credits:
e are capped by time (they expire in 2013). by the amount invested in the
transition period and by the amount invested in future years.
e are not simply giveaways: they cannot be claimed without additional
investment.
» can be viewed as one-time bonuses that have no long-term impact on the

tax structure.
Lest these points be taken as supporting retention of the credits, it should be noted

that the credits are likely to cost the state several hundred million dollars in lost
revenue.

2. Direct tax credits. These credits are deducted directly from producers’ tax
liability. The state has little control over the amount of the direct credits applied:
they require no appropriation and are deducted from revenue projections.

Under ACES, tax credits remains at 20% of qualified capital expenditures, but no

more than halfthe credit may be applied in any single year. This change may
reduce volatility in the amount of credits applied in a given period and increase
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the accuracy of revenue forecasts, but it has no significant long-term fiscal
impact.

The allowable credit applied to a carried-forward annual loss is increased from
20% to 25% of the loss. This increase in available credits is offset by excluding
losses based on lease expenditures in legacy fields. Legislative Fi rice has no
projection of the fiscal impact of this change.

3. Transferable tax credits. These credits are generally applicable to small
producers who make qualified expenditures but whose current tax liability is
insufficient to apply the credits to their tax bill. Under PPT. small producers can
claim a cash refund or sell/transfer the credits to a producer with tax liability
sufficient to apply the credits. ACES eliminates the credits/refunds limit of $25
million per applicant per year.

ACES establishes a new fund designed to ease the process of claiming/purchasing
transferable tax credit certificates. Approximately $100 million to $200 million
(dependent on the price of oil) would be appiopriated annually to the fund. The
Department of Revenue can use the fund to purchase eligible certificates,
presumably without further appropriation. If the Department expects to expend

the fund without further appropriation, a statement to that effect would reduce
uncertainty regarding the need for an appropriation from the fund and the status of
the fund with regard to the constitutional!), mandated sweep of available general
fund balances to the Constitution Budget Reserve Fund.

An appropriation to purchase transferable credits was an item of contention in the
FYO08 budget process. The governor proposed an open-ended appropriation to pay
for an estimated $25 million in claims. The legislature capped the appropriation at
$25 million, but left the appropriation for FY07 open-ended. Based on the amount
of credits purchased in FYO07. a supplemental appropriation of $75 million may be
required for FY08.

4. Information requirements and other changes. ACES includes several significant
changes to the information that producers must provide to the state. The bill also includes
several technical and conforming changes, and addresses unscheduled production
interruption costs and auditing requirements of the Department. Explanation of these
topics is best left to the Department of Revenue: the fiscal impact of such changes is
minor relative to the impact of changes to tax rates and credits.
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Production Taxes Under Current & Proposed System s
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Base Tax Rate
Applied to Taxable Value at All Price Levels
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Progressive Tax

PPT SB2001

e Trigger Level $40(N et) $30(N et)

0.25% per 0.20% ©per
Slope
D ollar D ollar

e Gross or Net Value N et N et

econ



Progressive Tax

eExample of Progressive Tax Under Current &Proposed Systems
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Progressive Tax & Impact on Overall Tax Rate
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Estimated Average Effective Tax Rate on Gross Taxable Value

at Various West Coast ANS Price Levels
(FY 2008-2014)

(ANS Prlc* in $2008)
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Estimated Average

Revenue Impacts at Various West Coast ANS Price Levels

(FY 2008-2014)

Average ANS West Coast Price in Real 2008 Dollars:
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ACES Proposal for Petroleum Taxation
Tax Rata at Various Values of a Barrel of Qil
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Attached is response to Senate Resources Chairman,
Sen. Huggins request for an illustration of ALL
sources of revenue/income from the oil industry in
Alaska, by category, showing actuals for years
'05,’06,’07 and projected for 2008.

Froom DOR 10/23/07



Title: FY2005 to FY 2008 Petroleum Revenue

Data Sources: Alaska Department of Revenue, Tax Division
FY 2005 & FY 2006 from DOR historical database
FY 2007 Preliminary estimates
FY 2008 forecast from the Spring 2007 Revenue Sources Book

Prepared by: Jennifer Duval, Economist
iennifer.duval@alaska.qov

Date: October 23, 2007
Purpose: Request by Senator Huggins
Notes: Dollar amounts are millions of nominal dollars
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Historicaland Forecast Oil Revenues FY 2005 -FY 2008

Source: DOR Spring 2007 Revenue Sources Book
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Unrestricteoll: Y()2iI Revenue by Category
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Percent Distribution of Total Oil Revenues by Year
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Distribution of Oil Revenues
Preliminary FY 2007
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Tax Interest and Penalties Under ACES and Current Law
Distributed by the Department of Revenue October 29,2007

Under AS 43.05.220, the state may levy three types of civil penalties for
failure to file a return or report or pay the full amount oftax. These include
a basic penalty for underpayment or failure to file, a penalty for negligence,
and a penalty for fraud. All three are general provisions applying to all state
taxes, including the oil and gas production tax. Penalties are calculated as a
percentage of the tax deficiency and are cumulative, so that a fraudulent
taxpayer, for example, could be assessed the fraud penalty, in addition to the
negligence penalty and the basic failure to file or pay penalty.

Basic Penalty

The basic failure to file penalty arises when the taxpayer fails to file a return
or report when required or pay the full amount due. Five percent ofthe
unpaid balance ofthe tax liability is added to a tax for each 30 day period, or
fraction of the period of noncompliance. This penalty may not exceed a
total of 25% ofthe unpaid balance. The penalty may be forgiven if the
taxpayer shows that the failure to file or pay is due to reasonable cause and
not willful neglect.'

Reasonable cause is not easy to show and the burden of proof lies with the
taxpayer. The taxpayer must demonstrate in writing, and under penalty of
peijury, that they acted in good faith to take all reasonable steps to ensure
timeliness of the filing or payment. In determining whether the taxpayer has
shown that the failure was due to reasonable cause and not willful neglect,
the department considers the standards imposed by the Internal Revenue
Code. Circumstances that may constitute reasonable cause include, acts of
God, war, other disaster that made filing or delay unavoidable, or acts by
another person beyond the control of the person required to file.2

Negligence Penalty

In addition to the basic penalty, if a deficiency is due to negligence or
intentional disregard ofa law or regulation, the department will, in its
discretion, assess a penalty of 5% of the total amount of the deficiency. The
penalty is calculated based on the total deficiency, even if only a part of the
deficiency is due to negligence or intentional disregard. Negligence or

1AS 43.05.220(a). For more detail on failure to file and failure to pay penalties, see 15 AAC 05.210.
215 AAC 05.200.



Distributed by Department of Revenue 10/ 29/2007

intentional disregard may be shown by any relevant evidence including that
the taxpayer has substantially deviated from the statutes or regulations,
failed to keep adequate records, exaggerated deductions, or understated
income withoutjustification.3

Fraud Penalty

Ifa deficiency is due to fraud, the department shall add a penalty equal to
50% of the tax due or $500, whichever is greater. The penalty is calculated
based on the total deficiency, even if only a part of the deficiency is due to
fraud. To establish fraud, the department must show by clear and
convincing evidence that the taxpayer understated a tax liability with the
intent to evade tax. The intent to evade the tax may be shown by any
relevant evidence including evidence of false explanations regarding
income, false source documents, unjustified omissions or significant
understatements of income, or substantial overstatement of a deduction 4

In addition to the three civil penalties discussed above, AS 43.05.290
provides for anumber of criminal penalties for tax evasion and willful
failure to comply with payment, filing, truthful accounting and information
requirements, and for perjury. Along with several misdemeanors, penalties
include felonies for willfully attempting to evade a tax, willfully failing to
truthfully account for and pay a tax, and willfully and knowingly assisting in
preparing or presenting a false return.

ACES does not propose any change to these penalties or their current
application to the oil and gas production tax. ACES does, however, add
penalties for failure to comply with the various information reporting
requirements contained in the bill. The penalty provisions allow the
department to assess against a person that fails to make the required report a
penalty of not more than $1000 per day for each day the person fails to file
the document. The reason for these additional penalty provisions is to
ensure compliance with reporting requirements regardless of whether there
is any tax deficiency. Unlike other penalties currently available to the
department, the new penalties in ACES are not calculated based on a tax
deficiency. This is important because the department needs timely and
complete reporting of costs, potential tax credits, etc., even from explorers
and producers that may not currently owe any tax.

3AS 43.05.220(b); 15 AAC 05.210(g). For more detail on the additional penalty for negligence or
intentional disregard, see 15 AAC 05.220.
4 AS 43.05.220(c); 15 AAC 05.230.



Distributed by Department of Revenue 10/29/2007

Interest

The production tax currently requires monthly installment payments, in
addition to annual payments and tax returns. The monthly payment is an
estimate of 1/12thof the anticipated annual tax liability. The annual
payment, which is accompanied by a return, requires payment of any
difference between the estimated liability and actual liability during the 12
month period. The current production tax statute sets a generally lower
interest rate for underpayments or overpayments of monthly installments of
estimated tax due to the estimated nature of the monthly payment.

Interest on an unpaid amount of a monthly installment payment bears
interest at the rate prescribed under the Internal Revenue Code, compounded
daily from the date the installment is due until paid (if paid not later than
when the annual return is due). That rate is currently at 8%. For corporate
underpayments exceeding $100,000, the rate increases to 10%.5

Overpayments of monthly installments also bear interest as stated in the
Internal Revenue Code, generally at lower rates than those for
underpayments. Overpayments bear interest at 89 (7% for corporations)
and 5.5% for the portion of a corporate overpayment greater than $10,000.6

Any portion of monthly installment payments that remains unpaid as of the
annual filing date, as well as the interest accrued for those payments, is
treated as a delinquent tax. Delinquent taxes are subject to a higher interest
rate, currently 110 compounded quarterly.7

Ifthe taxpayer has overpaid as ofthe annual return, the department has 90
days after the later of the date the return was filed or the due date of the
return to refund the overpayment without incurring interest. After that, the
state owes interest, currently 11% compounded quarterly.8

5AS 43.55.020(g); 26U.S.C. 6621
BAS 43.55.020(h); 26 U.S.C. 6621
7AS 43.55.020(g); 43.05.225.
" AS 43.55.020(h); 43.05.225.
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SABAH FAUN, GOVERNOR

State of A laska 933 Willoughby Anon, 11* Floor
Department of Revenue Jimoau A&Eégggﬁﬁg
Commissioners Office Phoiu: (907) 4653900
Fax:(907)465-2394

To: All Members ofthe Legislature October 24,2007

Dear Members:

I am distributing this attached document for your records entitled, Capital Spending on North
Slope Wells, Field Facilities and Exploration. The document was compiled by the Department
from publicly available data (individual company data) and tax data aggregated by the
Department (All Companies data) relating to North Slope production costs.

A previous version, distributed as an attachmentto a 10-P-07 letter from the Department of

Revenue to Representative Doogan contained erroneous 2005 and 2006 data. Please replace any
copies you may have with the attached document We apologize for the contusion.

Sincerely,

Marcia Davis, Deputy Commissioner
Department of Revenue
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Department of Revenue

Commissioner's Office

To:

Re:

All Legislators
From: Marcia Davis, Deputy Commissioner, DOR
North Slope Production Data Request

FY 2007
June

July
August
September
October
November
December
January
February
March
April

May

FY 2008
June

July
August
September
October

North Slope Production

Thousand Bls/day
794
685
623
663
739
670
810
799
778
767
760
787

726
727
672
651
723 (10 days est.)

SARAH PALIN, GOVERNOR
333 Willoughby Avenue, 11thFloor
P.O. Box 110400

Juneau, Alaaka 99811-0405

Phone: (907) 4652300

Fax: (907) 465234

%

October 23,2007



Stale of A lask a

Department of Revenue
Commissioner's Office

To: All members of the Legislature
From: Marcia Davis, Deputy Commissioner, DOR

Dear Members:

SARAH PALIN, GOVERNOR
333 Willoughby Avenue, 114 Floor
P.0. Box 110400

Juneau, Alaaka 99811-0405

Phone: (907) 4652300

Fax: (907) 4652394

October 25, 2007

The attached memorandum was requested of Spencer Hosie by the Department of Law regarding
the litigation risk and burden associated with a profits-based oil production tax. The memo
provides a short history of the ANS Royalty Litigation and outlines issues the State is likely to
experience in enforcing and collecting taxes under a net tax regime. 1 hope you will find the

document useful in your coming deliberations.

Sincerely,

Marcia Davis, Deputy Commissioner
Department of Revenue



Memo

To: Department of Law, State of Alaska

From: Spencer Hosie

Subject:  ANS Royalty Litigation and Gross Versus Net Tax
Date: October 17,2007

The Department of Law has asked for a brief memo summarizing why the ANS Royalty
Litigation took near 20 years to resolve, and whether the State may expect similarly protracted,
complex litigation with a “net” severance tax, 1.€., a tax based on revenues net ofallowable costs.
As we understand it, the concern is that a net tax will inject a multiplicity of complex factual
issues, thereby leading to expensive and protracted litigation.

This memo first summarizes why the ANS Royalty Litigation took as long as it did. It
then contrasts what we believe the State should expect in enforcing and collecting taxes under a
net tax regime, and how this process will differ from the civil litigation in the ANS Royalty
Litigation. Finally, the memo concludes with several concrete examples of recent State of
Alaska cases which provide reasonable benchmarks of what the State is likely to experience in
enforcing a net production tax.

1 THE ANSROYALTYLITIGATION.

The State of Alaska filed what would become the ANS Royalty Litigation in 1977. The
oil phase of the case was resolved in 1992; the gas liquids phase settled in 1995. All-in, the case
took nearly two decades to resolve. Through the litigation, the State recovered significantly in
excess 0f S750 million and established going-forward royalty payment rules designed to either

streamline or - preferably - eliminate prospective litigation, as discussed below.



There were four principal reasons why this matter took so long and cost so much. First,
the State was not acting as a sovereign in the case, but rather as a party to a commercial contract;
a litigant like any other. In that context, the State did not have the authority to serve and enforce
subpoenas as sovereign, select an administrative judge, or rely on regulations to expedite dispute
resolution. Instead, as in any private litigation, the State had to serve and enforce discovery
through the civil discovery process, which can be (and was) extremely time consuming. 'Ttis is
very unlike the rights that legislation and regulations provide for enforcing a production tax, as
set forth below.

Second, the ANS Royalty case involved numerous complicated legal questions of first
impression. For example, did the DL-1 lease form permit the State to assess values in
downstream markets, then netted back to Pump Station 1? Did the producers owe the State any
duty above those owed to a private commercial party? How is market value to be determined
under 15 of the lease, and what did the tripartite “proceeds™ subparagraphs o ff 16 mean and
require? These fundamental questions of contractual interpretationlrequired years of briefing,
including discoveiy into the origin of other states’ lease forms, leading to summary judgment
decisions, all of which necessarily occurred before the State built its damage models. Put
simply, even the basic royalty rules were not clear and had to be established through litigation.

Third, once having established that the State had the right to look to downstream markets
to assess market value, and then to net back those values to derive a Pump Station 1royalty
value, the State literally had to track every single barrel of ANS previously produced to its
market destination. Tracking many billions of barrels to myriad Lower 48 destinations over a

near* 15 year period proved a byzantinely complex and daunting task, one that took the State's

1 In addition, the producers challenged venue in Alaska, arguing that every judge andjuror in Alaska had a
financial stake in die outcome given the Permit Fund Dividend. This issue was resolved only after two interlocutory

appeals to the United States Court of Appeals for the Ninth Circuit



outside accounting and economic experts years to complete. As part of this process, the State
then had to assess the reasonable and actual transportation deduction fc' every barrel transported.

Fourth, the ANS Litigati ninvolved all ANS producers and all were active in the
litigation, even though the case focused on Exxon, Sohio, and Arco. The State had to conduct
separate discovery of each producer within the context of a single case, and this substantially
delayed completion of the lawsuit.

Finally, in the ANSRoyalty Litigation, the State necessarily approached the ANS industry
as a whole, and as a matter of first impression. In the 1980s, the State did not have deep
institutional knowledge of how the ANS business worked, how the producers conducted
business, what transportation costs were reasonable and what not, how the producers handled
common (or ‘joint™) cost accounting, and similar issues. In contrast, the State now has
significant institutional expertise, having audited ANS producers for decades,

n. WILL A NET PRODUCTION TAX SPAWN

Tax is not royalty. In enforcing its production tax statute and regulations, the State acts
as a sovereign. The Legislature has authorized a regulatory structure that gives it the right to
compel document production, to set a reasonable schedule, and to proceed under the functional
equivalent of an Administrative Law Judge (hearing officer). These procedural differences are
substantive and real. A single taxpayer case should proceed from audit to hearing in no more
than twi years, as described below. Two years is a long time, but a far cry from die two decades
in ANS Royalty Litigation.

Second, unlike the royalty context, the basic tax rules will be set forth by statute, with the

disputes on the margin, €.9., wrong costs deducted, or costs inflated, etc.... Ina tax context, the



basic structure and rules are a given; in the ANS Royalty Litigation case, these rules had to be
established through hotl) contentious litigation.

Third, presumably the State will vigilantly audit ANS taxpayers under any production
tax, gross or net. Audits should be conducted on ayearly basis, and ifan issue arises, it should
be dealt withpromptly. The ANS Royalty Litigation took decades in part because it involved
decades of production by the time it was resolved; this will not be the case in the tax context.

Fourth, given taxpayer confidentiality, and the nature of the tax audit process, any tax
proceeding would be taxpayer-specific. A single taxpayer proceeding should move much faster
than a multi-party case such as the ANS Royalty Litigation.

Finally, and as noted above, the State now has deep institutional knowledge concerning
the ANS business, including market values and transportation costs. This knowledge comes
from the ANS Royalty Litigation itself, plus several follow-on cases (described below), and
numerous tax audits and cases. The State now has accumulated decades of experience in
auditing production and transportation costs, as well as a group of outside expert consultants who
are well-v reed in these matters.

To be clear, all else equal, a net tax will be more complex to administer and enforce than
a gross tax. Ifthe past is any guide, the taxpayers may well game costs, €.g., suddenly allocating
an inappropriately large percentage ofjoint or common costs to their Alaska business. But the
additional complexity should be manageable, and the State can discourage overly creative cost

accounting by vigilantly auditing and enforcing die statute and regulations from die outset.



m.  ROYALTY “REOPENER" CASES: ATAXPARADIGM.

The State recently had several “reopener” cases which serve as useful examples for what
might be expected under a net production tax.

As part of the ANS Royalty Litigation settlement, the State and each of several producers
agreed to formulas for future royalty payments, along with a short-fuse dispute resolution
mechanism. That mechanism includes limited discovery, short deadlines, and a three-judge
arbitration panel empowered to make a binding decision. Ifeither party grows dissatisfied with
the operation of the agreed royalty formula, it has the right (in certain general circumstances) to
trigger a “reopener,” which serves to start the dispute resolution process.

The State has had several such ANS Royalty Litigation “reopener” proceedings. Each has
involved limited and manageable discovery, a relatively quick path to hearing, and a binding
decision or settlement promptly after the arbitration hearing begun. On average, these matters
have taken 20 to 22 months of active litigation, despite involving complex cost and revenue
issues (and zealous producer counsel). For example, in the first of several reopeners, outside
counsel became involved in August 2003, trial was in April 2003, a binding decision in the
State’s favor received in June 2005, and the State was paid promptly thereafter.

As noted, these “reopeners” are good models for what to expect under a net tax, as both
involve: (1) established rules (by statute in tax); (2) streamlined administrative process; (3)

company specific proceedings; and, (4) proceedings that benefit from State’s historical,

institutional knowledge.



Alternative Tax Credits for Oil

and Gas Exploration
ACES Amendments to AS 43.55.025
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Before PPT, DOR offered credits for
exploration wells and seismic surveys

o AS 43.55.025 - Alternative tax credit for ol and
gas exploration

ACES original language intended to do the
foIIowmf?

L
o g Bk oo

» Shore up data sharing requirements



Broaden existing program

Creates new 5% credits for old seismic surveys Iif the
DNR commissioner determines that the acquisition is Iin

the best Interest of the state

Extends the timeline allowed to dnll wells from 150 to
540 days



Enhances Predictability

Pre-approval process identifies up front whether or not
activity qualifies for tax credit

- More fair to investors to inform them (going forward)
whether or not they are credit eligible

- Predictability reduces the state’s exposure to
litigation by stripping out uncertainty

- Prudent practice for the state as a “working interest”
owner to make forward looking investment decisions



Data Sharing

State has a right to certain data stemming from its decision to
invest In project

- Seismic

- Well data
- Fluid data
- Core data

New language provides clarity and consistency in what data must
be shared

These data sharing requirements are consistent with those of other
jurisdictions

By shoring up the data sharing language the state preserves its
ability to pursue long-range exploration incentive goals



Core Provisions of HB 3001
(enacted in 2006)

+ AS 43.55.011(e) -(i): tax levied on
value of oil and gas produced

+ AS 43.55.160: calculation of taxable
value of oil and gas

> AS 43.55.165 & .170: determination of
upstream costs that may be deducted
in calculating taxable value of oil and
gas

(cont.)

AS 43.55.011 (e) (current)

« There Is levied on the producer... a
tax for all oil and gas produced ...
equal to 22.5 percent of the production
tax value of the taxable oil and gas as
calculated under AS 43.55.160 ...

+ Note: “production tax value” is net
value

A Few Background Basics:
The oil and gas production tax. ..

* isin AS 43.55

+ is in addition to royalties, property tax,
and income tax

* has existed since before statehood

+ generally applies a percentage tax rate
to the value of oil and gas produced

+ unlike royalties, applies to production
from private and federal leases as well
as state leases

Core Provisions (continued)

+ AS 43.55.023 & 43.55.024: new tax
credits

AS 43.55.020(a): monthly estimated tax
payments and final payment on March
31 of year following production
(because this is now an annual, not a
monthly, tax)

AS 43.55.030(a): just one annual return

AS 43.55.011(e) (continued)

Exceptions:
* Tax does not appl)( to
- state or federal share

’ ékurlb?lé’mﬁrésd ﬁ%/ear'etxft“a,%r%r%?éf_%s
S D UL B AR
* North Slope )JJ oducHon subject to
tax depen

minimum ta é Ing on-price o?ANS
(AS 43.55.011(f))
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