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Current System
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Current System

The current system is designed to be
sensitive to costs and thereby make the
Investment in heavy oil developments

attractive.

The current system was Is also designed
to be price progressive.



Current System

The PPT credits encourage investments
by new investors in new oil and gas
exploration and development and to
encourage re-investment by existing
companies. The PPT is therefore a
consolidated

The main goal iIs to reduce the decline of
oil production.



T ransparency

The transparency provisions related to cost

projections, publication of data, short term audits
and an exempt class for auditors seem good
provisions.

They should be strongly supported.

These changes can be implemented now.



PP T amendm ents

In case the Alaska Legislature
decides that itwants to change the
PPT anyway, Ilwould advise
basing such amendments on my
earlier recommendations contained
In the reports of:

-- February 14, 2006
-- March 5, 2006 and
-- May 1, 2006



PP T AmMmendm ents

In my February 14, 2006 report |
recommended a 25% PPT rate.

Since, this recommendation was made
government takes have increased inthe
US GOM and Ireland and several

developing countries. Alberta wll also
Increase government take as a result of

the royalty review.
| therefore reconfirm this
recommendation J
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PPT Amendments -r\WfVV
In my February 14, 2006 report | Y
did not recommend the so-called
clawback provision. Internally, |

advised strongly against this
provision. Itdoes not make sense

to reward a company for past
Investments.

Therefore deleting the Transitional
Investment Expenditures credits is
a good step.



P PT Amendments

In my March 5, 2006 report (which

was written after the 20/20 concept
had been decided by the Governor)
lrecommended:

A price progressive Basic Production Tax
based on the gross value of production
In addition to the PPT.

The price progressive Basic Production
Tax would be deductible from the PPT.

12



e-j i’

P PT Amendments

The price progressive Basic (37
Production Tax was based on the ': . .
following formula: b

BPT rate = (WTI -50) x 0.25% NN

At the current price of $ 84 per

barrel WTI this would be equal to

8.5% on the gross value of oil at ,
the production point.
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P PT Amendm ents

| believe that price progressive
features based on the gross value
of the production are more effective
than features based on net.

| recently recommended a similar
severance tax to the Alberta royalty
review panel and this recommendation
was accepted. The Alberta Government
IS now considering these
recommendations.
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PP T AmMmendm ents

The current progressive feature In
the PPT law based on the net
value is an ineffective mechanism.
It Is highly unpredictable and
subject to cost verification
difficulties. Bringing the price
down from $40 to $ 30 is a
relatively weak measure. ldo not
recommend this.



P PT AmMmendments

| therefore reconfirm my
recommendation for a price
progressive feature based on gross
In addition to the 25% PPT Rate.

However, such a feature would
need to have a modifier in the
formula in order to soften the
Impact on heavy oils.M>
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PP T AmMmendm ents

The May 1, 2006 report
recommended the Gross Revenue
Exclusion (“GRE?) for pipeline gas
(not for condensates an/d@,)*lclﬂJ IU|ds) of
64% of the gross valuehof the prior
to the application of the PPT for

gas other than from Cook Inlet.

Gas that needs to be transported ad
over long distances has very s
different economics than oil.
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P PT AmMmendm ents

Most jurisdictions that need to
export gas over large distances
have a government take that is
lower for gas than for oil. If Alaska
wants to compete with a gas
project internationally, it has to start
with a reasonable fiscal system for
gas.

| therefore reconfirm my GRE
recommendations.
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Failure to forecast cost

increases

Much discussion took place about
the so-called failure to forecast cost
Increases. Inthis respect Ilike to
emphasize that | provided the
Legislature ample and precise
warning about cost increases.

The following three slides are

repeat slides of my presentations iIn
2006.



M ay 10, 2006 slide: Alaska G as

Project

C os t OV errun risks

The economic evaluations are based on
a $ 21 billion project as originally
presented.

However, cost have already escalated
significantly, in particular steel prices and
regional escalation in Alberta.
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M ay 10 slide: Alaska G as Project

H u g e risks .\/Vm *J
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June

15 slide: Risk Assessment:

Sum m ary

In summary the view of EconOne is:
50% cost overrun - very low probability

FIF low gas price - very low probability
Project uneconomic - very low probability

My view is:
50% cost overrun - very likely

FIF low gas price - fair probability
Project uneconomic - fair probability
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Failure to forecast cost

Increases

Despite the fact that | predicted
strong cost increases generally and
Internationally, there was no
evidence inearly 2006 of strong
local inflationary pressures on the
North Slope (as compared to
Alberta, for instance).



Failure to forecast cost

Increases

Therefore, |believe that it is imperative . -

to carry out sound audits prior to oU
reaching any conclusions on whether
costs were significantly under estimated «
or not.

It might very well be that companies
over-declared their costs for their first

PPT declarations and that after proper
audits the revenues to Alaska will be

revised upward.
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Faililure to forecast cost

Increases (OASW JUXAIWN T\
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lam concerned about the fact that the
earlier PPT law weakened the level of a W0
Interest for late payments in

43.55.020(g). The current bill maintains

this.

So this I1s an added iIncentive to over
declare costs.
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1 0% floor on large fields

The PPT is designed as a consolidated tax. Only

In this way, does the tax promote the re-
Investment in Alaska.

The 10% floor on large fields turn the PPT into a
tax that is essentially ring-fenced for the large
fields. This is an administrative nightmare as is
evidenced Dy the amendment of 43.55.165 (h)
and it also removes the benefits of promoting re-
Investment in Alaska by the large corporations.

This makes no sense. Iwould strongly
recommend not to apply this provision.
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tax credits over two years

This is a silly an unnecessary provision. IK purtiLy
V>
AlJl
The policy is to encourage new oil and gas ! A Ww

developments on the North Slope. There is no
change in overall government revenues over
time, if credits are allowed over two years rather
than one. However, itis a much stronger
Incentive to give the credits in the year the
Investments are incurred.

\&<?l Srnvs-t'i

| would strongly recommend not to apply this
provision.
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“Corrosion’’issue

This is great politics, but difficult administration.
Essentially, the PPT tax collectors would be
placed in a constant battle to determine these
costs.

The corrosion issue was already fixed in the PPT
law by making the first $ 0.30 per BOE capital
costs non-deductible. This was in lieu of the
corrosion costs. This is easy to administer. If
this overall figure seems too low, than this figure
can be changed. Also an amount for non-
deductible operating costs can be added.



Extra 1ncentives for exploration

Beyond the 20% capital investment credit, there
IS In my view no need for further incentives in
exploration.

01/6
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“Joint Administration?””

The Bill provides for more exchange of
information between DNR and DOR. This is
good.

However, the bill seems to implement some type
of joint administration by DNR and DOR of the
PRT. This is unnecessary and very confusing
and will lead to bottlenecks.
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'‘ACES BINVaralon Comparisons (comparison between House and Senate versions)

Intent, Saving*

DNR-DOR
information Sharing

Conforming
Amendment*
Auditor*

Conforming
Amendment*

Energy Assistance

Information
Disclosure

DOR-DNR
mtormatlon Sharing

Assessments
Statute of Limitations

Tax Rate
Tax Floor
Progressivity

*5 43.55.011(q) & (h)

Cook Inlet
Conforming
Amendments

CSHewsfalam m a*

pwiM A -

Sec 2 Amends AS 38.05 035(a) Adds authority for DNR to share oil & gas info with DOR

Secs 3-9 Conforming technical amendments

CS Sec. 10 Amends AS 39.25 110 Adds oil and gas audit masters employed in a professional
capacity by DOR & DNR to the exempt service.

CS Sec. 11. Amends AS 41.09.010(d). Conforming technical amendments.

csheetA m m rnm M » w

CS Sec 13. Amends AS 43 05.230(h). Adds authority for DOR to share production tax info with
DNR

CS Sec. 14 Amends AS 43 05 260(a). Creates an exemption to allow DOR to conduct production
tax assessments beyond three years after a return is filed
- In separate section. DOR is given six years to conduct the assessments.

CSSec. 15 29% tax rate
thelve 1/1/2009

CSSec 16. Amends AS 43.55.011(f). Retains current tax floor, exempts pnvate royalty interests
AS 43 55.011(j)) and gas used instate from the floor.

CSSec. 17an* 10. Raped* Sieanecd AS 41*1011(9!m«*(*)s AepeeeMyiiMggM IdttO
PIH1BNBHIN1IH = dapval  1WOm OR0”0NO i@fpo 1 | ® e"NIOe® h
hre mom*.

BhaPaa 1/1/200*

QUc»MmmW

UpdMd NsvsnSar IS. 800T

SENATE SECTION NUMBERS ARE NOT UPDATED

CSSec 2 SAME AS HOUSE

CS Sues 3-9 SAME AS HOUSE

CSSec 10. SAME AS HOUSE

. 'j Y r1"

- In separate sections, both House and Senate limit the number of audit masters to four for

DOR and two for DNR
CS Sec 11 SAME AS HOUSE

CS Sec 13 SAME AS HOUSE

CSSec 14 SAME AS HOUSE

CSSec. IS. SMC ANHOUSt W t MR«de
CHAHQC PHOMHOUSE: Rekeedhete 7/KRH7

CS Sec. 16 SAME AS HOUSE (with slight wording changes).

C8 Sec 17.CHONNC «W «*W O U*t

10JD netMtM,datedd h aw i dieepee

eh(KAdhi$*»whh*
hd u*o>n h 7/K2BO7

CS Sec. 19. Amends AS 4S 43.55.011(j) (Cook Inlet tax ceiling). Conforming technical amendment; CS Sec. 18. SAME AS HOUSE

deletes reference to AS 43.55 011(g) (progressivity) because reference is no longer applicable

D*tr*>uted by Department of Revenue

Odb, aapperiatiWi K PijjpM *.

- T
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'ACES Bill Version Comparisons (comparison between House and Senate versions)

*‘Mblert
Cook Inlet
Conforming
Amendments

Cook Inlet Tax
Credits

Sas Used Instate

(

Tax Payment
1

Tax Payment
r

Tax Payment

Capital Expenditure
(Cap Ex) Tax Credits

Cap Ex Tax Credits
Carried-forward
Annual Loss

Cap Ex Tax Credits
Transferor Credits

Cap Ex Tax Credits
Transfer of Credits

Cap Ex Tax Credits
Purchase

Cap Ex Tax Credits
TIE Credits

N Cap Ex Tax Credits
| "ax Exempt Entities

Mid-Alaska Tax
Credits

CS House M | 2M1 (FIN) am

CSSec 20 Amends AS 43 55 011'k) (Cook Inlet tax ceiling) Conforming technical amerun.snt;

deletes reference to AS 43 55 011(g) (progressivity) because reference is no longer applicable

CSSec 21. AmendsAS 4386.011{m) (appkeaion of tax credits to Cook Net gas). Conforming
Moknlcil amendment dalalas roNmnoa to AS 43.66.011(g) (prograaaMfy) because reference is no

tongar eppdesbte.

CSSec 22 Adds nawsubaactlonAS 4155.011(0). Extends Cook Net tax oelings in 011(jX2) to

gas iaad metals.

CSSec 23 NagaslsArssnaolsAS43J6.(bo(a). Conforming amendments to make inetaSmant

payment caiculeicni consistent mAh ohengee to the production tax.

CS Sec 24 Amends AS 43 55 020(g) (interest on unpaid installment payments) Conforming
technical amendment

CS Sec 2b Amends AS 43 55 020(h) (interest on overpayment of installment paymentsl
Conforming technical amendment

NOT M HOUSE VERSION

CS Sec 26 Amends AS 43 55.023(b) Matches camed-forward annual loss to production tax rate

of 25%

NOT M HOUSE VERSION

NOT M HOUSE VERSION

NOT M HOUSE VERSION

CSSec 27 Amends AS 43 55 023(i)

ncuned after March 31. 2006 and before January 1. 2008

CS Sec 28. Amends AS 43.56.023. Adds subsection (/). Exempt* Alaska Rsdmmenl
LlansoamsTt Board from Kmtiationt under AS 43.56 023(a) rsaardino transferable tax credits.

NOT N HOUSE VERSION

Dminbuted by Department of Revenue

Limits transitional investment credits to In* payers that did
not have commercial production before January 1. 2008. and to 1/10 of qualified capital expenditures

SCS CS House BW 2001 (FIN) am

CSSec 19 SAME AS HOUSE

CS Sac. 20. CHANGE FROM HOUSE J'"C .
Repeals A reenacts AS 43.66.011(m). Replaces currant mngcgseitOi OtaleaukeaHRrSM
DOR establish by regulation a method for apptaatian of Cook bdst las credBa.

CSSac. SAMEAS HOUSE
-conforming changes made throughout M|

cssec. 21 CHANGE FROM HOUSE

consistsnt with changes to the production tax in the Senate version.
CS Sec 22 SAME AS HOUSE

CSSec 2J SAME AS HOUSE

CSSec. 24. CHANGE FROM HOUSE

Amands AS 43.86.023(a). 20% tax credit for quaMad capital expendbutea (same aectasmt
law); spreads use of tax credits over two years: moves and adds to info requbemeMe; regMns
submission of Information that Is requited under AS 43.86.025(f)(2).

CS Sec 25 SAME AS HOUSE

CSSec 28 CHANGE FROM HOUSE

Amends AS 43.56.023(d) (transferable tax credti certMoatse). Adds optionto nifsinsapb
Mg knbar the new oH and paa tax eradit flund and iM-fi lrado rflM MgdMekadcin lIM
reporting requirements; spreads use of tax Grsdtoouar two tmme.

CSSec. 27. CHANGE FROM HOUSE
Amends AS 43.66.023(a) (transfer of tax credita). Conforming tacbrticN amendment

CSSec. . CHANGE FROM HOUSE

Amends AS 43.55.023(g). Adds language lo reflect DOR autfwrXy to purchase lax orodM
granted under new oil and gas tax credit fund.

- Language inoriginal MI.

CS Sec SAME AS HOUSE

CSSec. 20. CHANGE FROM HOUSE

Amends AS 43.55.023. Adds subsection (:b. Makes dear a tax exempt antity may not oMabt a
transfersbis tax credit (language in original bd).

DELETES House language

CS Sacs. 30-33. CHANGE FROM HOUSE

Amends AS 43.56.024 (smal producer tax ctedti for production outside Cook Mat and Nerih
>jope). Subsection (+): technics! correction; (c). (€), (¢Y): confonninfl technicel emendments.
- unguege in oriQtne) bffl.

Page 20f 5



ACES BIN Version Comparisons (comparison between House and Senate versions)

m **

Exploration Tax
Credits

Exploration Tax
Credits

Exploration Tax
Credits

Exploration Tax
Credits

Exploration Tax
Credits

Exploration Tax
Credits
Exploration Tax
Credits

Exploration Tax
Credits

Exploration Tax
Cradlts

Oil & Gas Tax
Credit Fund

Reporting
Requirements

Reporting
Requirements
Penalties

Reporting
Requirement

Reporting

Requirements and

Panaltiea

Distributed by Department of Revenue

Updated November 15.2007

CS HouasM SMI (FBf) am SCS CS Houaa BIN 8M1 (PM) am

CS Sec 29 Amends AS 43 55 025(a). Raises the 20% exploration tax credit to 30%; and makes CS Sec 34 SAME AS HOUSE
the existing 2016 sunset of the tax program uniformly applied

C* See. 30. Amanda]lS 43.61088(b). Apptoa»mMimfcngnpan<Bimsinow»Bd farwork CS Sac. 36 CHANGE FROM fJBOG! RS
pKamtX aMrnoiaoot; meandaMjMdylo MBnbRn <M drtfcd adhbi 040days. requires ~ AmandaAS 43J&029(b). Hu m tanguaga aanipf Mdbm to urtorebna
toMan uptoiMtonwM be oiiaptatad.mtoiwdilariUiidiwi8toijai% tore tax credo: dtaadamc parformad aftor 12f31/M07.

lax credlta lor apaoBed costa.

CS Sac. 31 Repeal** manacMAS *$S&Xab(C). Provtd*aa Bearer didn»on tor nawaptanion CSSac. 36. CHANGE FROM HISuSE
oMcodna* and requbac DNR awBuMnw; a>owa DNR to mquaaf apaodtad Intormabon.

CS Sac. 37. CHANGE FROM HOUSE
Amanda AS 43.65.026(f). Houas languaga axoapt txpanda daacrtpbon of MbmkMton.RMBSd

C8 Sac. 32 Amand*AS 4366.026(f) Rtqulrea tﬂ;mtaHan of kdormMton tia ONR MmmHtBonar
EE(.

mot rwoMMfy; miniwmora conwnrany u 44 monew; gnra Urwl commraiooeroncmon
iwnwn oofwxMWwy cr bvuiiinhmi* provovarvwwwwpnjf%qwi ngwwi '?’W“”pwiM W& tobasubmdtod. /
preutdas oorBdinbaHy for 30 day* far cdamic dala: if*rtNi pubic mredaMdy of baaicctadk info

* ‘i 4 mt

CS Sac. 38. CHANGE FROM HOUSE................. ..

NOT M HOUSE VERSION
AmandaAS 43J6j036(g). Ctartftaaa tax-axamptarddy may twt tranafaracreddcaBEbBA

-Language Inoriginal M | Ur> <
N o t* HOUSE VERSION CSSac. 30. CHANGE FROM HOUSE
Amands AS 43.65.029(b). Conforming technical changa.
CS Sec. 33. Repeals & reenacts AS 43.55.025(i) Prohibits application of tax credit to reduce lax CS Sec 40 SAME AS HOUSE
liability below zero, allows carry forward of lax credits
CS Sec. 34 Amends AS 43.55 025(k). Defines "preexisting well.' CS Sec 41 SAME AS HOUSE
CS Sec. 36. AmandaAS 43.55.025. Addc a near lu>melton (I). Provtdaa for a new ftve percont tax CSSec. 42. CHANGE FROM HOUSE
uwiw 9119v96ra MMww\(wvmm * ifran v AmandaAS 43.66026. Houaalanguaga mapf datotoc naw nBacninn (m), A

Adda naw subaaebon (m) retabngto ARMS Nx oredd refunds.

CSSac. . CHANGE FROM HOUSE

Adda AS 43.65.028. CreatoaanodandgMtoxcraddbmd fcndeddyanappreprtBtoaafa
parcantaga of production tax revenues.

- Ina separata aachon, repealsAS 43.86.023(f) (M to caab refund* by bit state to OEOO&OOC
for tax credits laauad to amad produoare).

- Language waa in original bid

CS Sec 43 SAME AS HOUSE

NOT M HOUSE VERSION

CSSec 36 Amends AS 43 55 030(a) Makes clear every taxpayer must file an annual return,
expands info requ"'ments

CS Sec 37 Amends AS 43 55.030(d). Adds late filing penalty of $1.000/day CS Sec 44 SAME AS HOUSE

CS Sec 38 Amends AS 43 55 030 Adds new subsections, (e) requires annual expenditure CS Sec 45 SAME AS HOUSE

statement: and (f) authonzes DOR to require monthly filing of info

CSSac. 46. CHANGE FROM HOUSE

Amsndt AS 43.56.040. SamaaaHouaattcaptaddsarequiramanttoraproduoarflfaeiBBaR
100.000 barrels a day to report Alaska ol aid gaa gross value and daducMe toaaa 1
IXpBncMufM.

CS Sac. 30. AmandaAS 43.66.040. CtorMaa DOR has author*? to require Mng of reports
naoessary to forecaNatatorevanuetapdtadddional 81.000 par day panadyaftar DOR provides
noboa of falure to Ms; atoo adds dial Intorast accruaa totot panady.
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IACCS Bin Version Comparisons (comparison between House and Senate versions)

T p Understatement
Penalty

ment Statute
of Limitations

Prohibition on Tax
Credits

Electronic Filing
Advisory Bulletins
Whistle-blowers

}Transportation Costs

Tax Determination

| Tax Datarmlnatton

k Tax Datarmlnatton

i .aeaa Expanditurea

_*a*a Expanditurea

Expanditurea

i Expanditurea

rmdard Deduction

taae Expenditure
Adjustments

CSHeMeMSgirM|Mi

CSSec 41 Amends AS 43.55 Adds a new section. AS 43 55.075. that expands statute of
limitations for conducting tax assessments from three years to six years

m r w . * s m r s B f i s * s m

cnpMPO oertein)iPgminp erenet settsSed.

Updead November 18,2007

SCOCSHaueeM MSI (FSSam

m W i

CSSec 47 SAME AS HOUSE

mwrnmm a*—

O free.42.B 5 W T5 B H A4ianewr,"ae*IBai(e)kihgp|MIiP»ba60*IomguB» 5f3sae. 4k MONCIiilWbtiH6UUE

dMbcnto HingeM4payiMi4B;(g)gpHfrBB PO* autaftyip IBBVBE* *1» » btHatme; BP4(b)e48e MnenieAS 43.66.110. »
sMmrtlpnirlwhiigi: Hw>of >1.000.000 Gompen— Menor 10%of a88M— |tm m W *tritt

CS Sec 43 Amenas AS 43 55.150(a) and (b) Provides for DOR to determine reasonable costs of

transportation: limits tanffs treated as pnma facie reasonable to those adjudicated just and
reasonable

OM «l1diM fifttH
[IM0.000(0or10%ol ad«»omt bppW BfeifB4).

CS Sec 49 SAME AS HOUSE

C8 Bee. 44. Amende AS 63.66.160(¢). Piwfdee aeparBtaoafaieliM JtimatM value fp gee uaed" CSSac. 80. CHAMatPhOMNOUSE -~

M ill Md QfiefcmitooHengM leVtipfI8WIMy iluUL OMMawO~fcOGuMott iapuiO4

CSSec. 46 Repeals & reenacts AS 43.55.165(a). Describes deductiple lease expenditures:

requires that costs must be incurred in the state: requires that deductible lease expenditures be

affirmatively allowed through regulation: allows overhead expenses

CSSec 47 Amends AS 43 55.165(b) Provides standards DOR may consider for determining

lease expenditures: deletes overhead expenses (moved to 165(a))

CSSec. 48. Amends AS 43.

talNO AS 4306.00(1). 8MMMPO~tniwW4wlH80 |4

CS Sec 53 SAME AS HOUSE

CS Sec 54 SAME AS HOUSE

.166(e) (nor~educfINe leese expend»ureeX Chengedlolndyditfie CSSac 90. CHANGE FHObI HOUSE

UDwhnedudidoodi; (eH0)deducdens far meeir end feeleoemenloodifie erteetee eMnd Amende AS 43J0.160C). Undp(e)f2). — raw ONudlon of mINO * 8*0 lef» «t |>OW ar
neadBenoe end vtolatione of lew. including the Clear Wafer Act (eX1B) ooefe lo eonebuct, aegutp miemHd M leeeae: (tifl) cMeeeed le oriolnat( ® Ibomum* todhalap enele BwmpMhr ¢
1 I\/f.ﬁfll\élwitﬂlbiﬂ/\/i vz

oreoeiap a fePwy or lopping plent (eX20) lobbying. puWk miellene. piPle lePHene edvertlileg.
pie ppx%) advacacy ftifikl for infernal banaadkMa; feMOMr mubl ahow ery poefe de net eaeeed

~As'S"MMBaicjandCd) repeeled IneepenM eacBon (edwiad OOWIo eubPfcde caefe-tafe

li M 11 MMfti nrhMaor

Aiwding ©UIMu MM
_n*ntHoit m*mmmenrmym tnitMfcrfMIM * M id
punc ntnotm w¥tm wq wo*p m" MVocpoy. < "

Mtefide gractuaiv Mtod Wduol M eogredia ecseemsnts Jn oieoe of leoMIofIS enedMIyMnoe die - (¢*+) and (M19)fU m tfttIP* * 1.2006.

CS Sec. 49 Amends AS 43.55.165(h) Conforming amendments to be consistent with tax
provisions relating to gas used instate and other changes

CS Sec 50 Adds 43.55.165(k) and (f). Adds a standard deduction for operating costs on legacy
fields. (House floor amendment also added AS 43.55.180(b) that required a report in 2010 but

missing from bill).

CSSec 51 Amends AS 43 55 170(a) Conforming amendment necessitated by repeal of AS

43.55.165(c) and (d)

Dstdbuted by Department of Revenue

CS Sec SAME AS HOUSE

CS Sec SAME AS HOUSE with 2010 sunset and technical changes
SAME AS HOUSE

CS Sec
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‘ACCS BM Version Comparisons (comparison between Houaa and Senate rations) Updated November 1B, 2007
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SENATE CS FOR CS FOR HOUSE BILL NO. 2001(FIN)
IN THE LEGISLATURE OF THE STATE OF ALASKA

TWENTY-FIFTH LEGISLATURE - SECOND SPECIAL SESSION
BY THE SENATE FINANCE COMMITTEE

Offered:
Referred:

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

A BILL
FOR AN ACT ENTITLED
"An Act relating to the production tax on oil and gas and 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; expanding the period in which the
Department of Revenue may assess the amount of oil and gas production tax and
conservation surcharges; relating to state oil and gas audit masters; relating to oil and
gas auditors and certain oil and gas auditor supervisors; making conforming

amendments; and providing for an effective date."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1 The uncodified law of the State of Alaska is amended by adding a new section

to read:
LEGISLATIVE INTENT, (&) It is the intent of the legislature that AS 43.55.075(b),
enacted by sec. 47 of this Act, confirm by clarification the long-standing interpretation of

AS 43.05.260 by the Department of Revenue relating to limitation of assessments for the

S CSHB 2001(FIN)
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production tax on oil and gas and conservation surcharges on oil.
(b) Itis the intent of the legislature that the amount of money received by the state as

a result of the retroactivity of certain provisions under sec. 63 of this Act that exceeds the
amount of money the state would have received if those provisions had not taken effect until
January 1,2008, will be appropriated to the public education fund (AS 14.17.300).

(©) It is the intent of the legislature that the legislature will responsibly invest the
amounts received after December 31, 2007, as the result of the enactment of this Act that
exceed the amounts that would have been received under AS 4355.011 - 43.55.180, as those
provisions read on June 30, 2007, as if those provisions had been applied after December 31,
2007, by making appropriations to the following:

(1) the public education fund (AS 14.17.300);

(2) the budget reserve fund (art. IX, sec. 17, Constitution of the State of
Alaska);

(3 to extinguish the amount of the employers' unfunded liability in the
teachers' defined benefit retirement plan and the public employees' defined benefit retirement
plan;

(@) the development and implementation of a long-range fiscal plan for the
state; and

(5) for statewide energy needs of Alaskans to assist with rising energy costs.

* Sec. 2. AS 38.05.035(@) is amended to read:

(@ 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
appropriated to the division;

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

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

COMMISSIONEY;

S~S CSHB 2001(FIN)
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(4) prescribe application procedures and practices for the sale, lease,
or other disposition of available land, resources, property, or interest in them;

(®) 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, leasesaor other conveyances disposing of available land,
resources, propertyaor 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 endathe 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 caths, 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,

(D) except as provided in AS 3805.036, 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

S CSHB 2001 (FIN)
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for land that [WHICH] is being considered for use for a public purpose;

9 [(A0] 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) [(H)] 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;

(1) [(A2)] 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;

(12) on request furnish records, files, 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, files, 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, files, and other information under (8)
of this subsection

[(13) REPEALED

(14) REPEALED].

* Sec. 3 AS 38.05.0362>) is amended to read:
(b) The Department of Revenue may obtain from the department information

relati Ig to royalty and net profits payments and to exploration incentive credits under

SCS CSHB 2001 (FIN)
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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 departnc i or by AS 38.05.035fa)(8)
[AS 38.05.035("M(9)], AS 41.09.010(d), or AS 43.05.230.

* Sec. 4. A S 38.05.036(f) is amended to read:

(O 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 38.05.035a)(8) [AS 3805.035a)©9)] or
AS 41.09.010(d) to be kept confidential.

* Sec. 5. AS 38.05.036(g) is amended to read:
(s)) 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 38.05.035(aH8) [AS 38.05.035(@)(9)] or
AS 41.09.010(d).

* Sec. 6. AS 38.05.123(f) is amended to read:
® 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 purchasers 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. 7. AS 38.05.133(e) is amended to read:
() The commissioner may make a written request to a prospective licensee

for additional information on the prospective licensee's proposal. The commissioner
shall keep confidential information described In  AS 38.05.035faVi)
[AS 38.05.035(@)(9)] thet is voluntarily provided if the prospective licensee has made
awritten request that the information remain confidential.

* Sec. 8 AS 38.05.180()) is amended to read:

CS CSHB 2001(FIN)
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() The commissioner
@ 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 3L05

(A) to allow for production from an oil or gas field or pool if

() the oil or gas field or pool has been sufficiently
delineated to the satisfaction of the commissioner;

(if) the field or pool has not previously produced oil or
ges for sale; and

(iii) ail or gas production from the field or pool would
not otherwise be economically feasible;

(B) to prolong the economic life of an oil or ges field or pool
as per barrel or baiTel equivalent costs increase or as the price of oil or gas
decreases, 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;

(@ 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;

(4 may not grant a royalty reduction for afield 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;

CSHB 2001(FIN)
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(B) under (1KB) 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
ges only from the field or pool that are reasonably available to the applicant;
and

(B) shall keep the data confidential under AS 38.05.035fa)(8)
[AS 38.05.035a)(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
royalty reduction, if they sign an appropriate confidentiality agreement;

(7) may

(A) require the lessee or lessees making application for the

royalty reduction under (1XA) of this subsection to pay for the services of an
independent contractor, selected by the lessee or lessees from a list of

SCS CSHB 2001 (FIN)

_7-
New Text Underlined [DELETED TEXT BRACKETED]



REBBNBRRBRIRRES BB BEBR B QR

25-GHOO014\F

qualified consultants compiled by the commissioner, 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 $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;

(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
Committee, on a day that is not earlier than 10 days and not later than 20 days after
giving public notice under (8) of this 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

>CSCSHB 2001 (FIN)
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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
ges, if any;

(12) 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
commissioner's 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's 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 arequest for the copies;

(12 is not limited by the provisions of AS 38.05.134(3) or (t) of this
section in the commissioner's determination under this subsection.
* Sec. 9. AS 38.05.275(c) is amended to read:
© Subsection (b) of this section may not be construed to limit the director in
the exercise of authority granted bv AS 38.05.035(a)fll) IAS 38.05.035a)(12)].
* Sec. 10, AS 39.25.110 is amended by adding a new paragraph to read:
(42) oil and gas audit masters employed in a professional capacity by
the Department of Revenue and the Department of Natural Resources to collect ail
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and gas revenue by developing policy, conducting studies, drafting proposed
regulations, enforcing regulations, and directing audits by oil and gas revenue
auditors.

* Sec. 11 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 (c)(3) 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(aH8)(Cl [AS 38.05.035(a)(9XC)] 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. 12 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 returm made under this title, except

(D 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 tlic
Department of Natural Resources;

(4) asprovided in AS 43.05.405 - 43.05.499; and

(5) as otherwise provided in this section or AS 43.55.890.

* Sec. 13 AS 43.05.230(h) is amended to read:

(h) The commissioner shall, upon request, furnish to the Department of

-10-
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Natural Resources copies of tax retums, reports, and other documents filed under
AS 4355 or AS 4365, and the Department of Revenue's determinations and
workpapers under those chapters. The Department of Natural Resources shall
maintain the confidentiality that the Department of Revenue is required to extend to
the retums, reports, documents, determinations, and workpapers fumished to the
Department of Natural Resources under this subsection.

* Sec. 14. AS 43.05.260(3) is amended to read:

(@ Except as provided in (c) of this section* [AND] AS 43.20.200(b), and
AS 4355.075. the amount of atax impaosed by this title must be assessed within three
years dfter the retum v as filed, whether or not a retum was filed on or after the date
prescribed by law. If the tax is not assessed before the expiration of the applicable
[ THREE-YEAR] period, proceedings may not be instituted in court for the collection

of the tax.

* Sec. 15. AS 43.55.011(¢) is repealed and reenacted to read:

() There is levied on the producer of oil or gas a tax for al oil and gas
produced each calendar year from each lease or property in the state, less any oil and
gas the ownership or right to which is exempt from taxation or constitutes a
landowner's royalty interest. Except as otherwise provided under (f), O* and (K) of
this section, the tax is equal to the sum, over all the months of the calendar year, of
the production tax value for the month of the taxable oil and gas as calculated under
AS 4355.160 multiplied by the tax rate for the month determined under (g) of this

section.

* Sec. 16. AS 43.55.011(f) is amended to read:

(N The levy of tax under this section for [ON A PRODUCER OF] oil and gas
produced north of 68 degrees North latitude, other than oil and gas production
subject to (i) of this section, may not be less than

(1) four percent of the gross value at the point of production when the
average price per barrel for Alaska North Slope crude oil for sale on the United States
West Coast during the calendar year for which the tax is due is more than $25,

(2) three percent of the gross value at the point of production when the
average price per barrel for Alaska North Slope crude oil for sale on the United States

S CSHB 2001(FIN)
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West Coast during the calendar year for which the tax is due is over S20 but not over
$5,

(3) two percent of the gross value at the point of production when the
average price per barrel for Alaska North Slope crude oil for sale on the United States
West Coast during the calendar year for which the tax is due is over $17.50 but not
over $0;

(4) one percent of the gross value at the point of production when the
average price per barrel for Alaska North Slope crude oil for sale on the United States
West Coast during the calendar year for which the tax is due is over $15 but not o/er
$17.50; or

(B) zero percent of the gross value at the point of production when the
average price per barrel for Alaska North Slope crude oil for sale on the United States
West Coast during the calendar year for which the tax is due is $15 or less.

* Sec. 17. AS 43.55.011(Q) is repealed and reenacted to read:

(g) The tax rate applied to the monthly production tax value of oil and ges
under (e) of this section for each month of the calendar year in which the tax is levied
is 25 percent plus, for each month for which the monthly average production tax
value for each BTU equivalent barrel is more than

(1) $30 but not more than $90, 0.4 percent multiplied by the number
that represents the difference between the average production tax value for each BTU

equivalent barrel of the taxable oil and gas for that month and $30;
@ 990, the sum of 24 percent and the product of Q1 percent

multiplied by the number that represents the difference between the average
production tax value for each BTU equivalent barrel of the taxable oil and gas for thet
month and $90, except that the sum determined under this paragraph may not exceed

50 percent.

* Sec. 18 AS 4355.011()) is amended to read:

() For acalendar year before 2022, the [ TOTAL] tax levied by (e) [AND @]
of this section for [ON] gas produced from a lease or property in the Cook Inlet

sedimentary basin may not exceed
(1) for a lease or property that first commenced commercial

12-
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production of gas before April 1, 2006, the product obtained by multiplying (A) the
amount of triable gas produced during the calendar year from the lease or property,
times (B) the average rate of tax that was imposed under this chapter for [ON]
taxable gas produced from the lease or property for the 12-month period ending on
March 31, 2006, times (C) the quotient obtained by dividing the total gross value at
the point of production of the taxable gas produced from the lease or property during
the 12-month period ending on March 31, 2006, by the total amount of that gas;

(2] for a lease or property that first commences comme
production of gas after March 31, 2006, the product obtained by multiplying (A) the
amount of taxable gas produced during the calendar year from the lease or property,
times (B) the average rate of tax that was imposed under this chapter for [ON]
taxable gas produced from all leases or properties in the Cook Inlet sedimentary basin
for the 12-month period ending on March 31, 2006, times (C) the average prevailing
value for gas delivered in the Cook Inlet area for the 12-month period ending
March 31, 2006, as determined by the department under AS 43.55.020(f)-

* Sec. 19 AS 4355.011(K) is amended to read:
(K) For a calendar year before 2022, the [TOTAL] tax levied by (e) [AND
(@] of this section for [ON] oil produced from a lease or property in the Cook Inlet
sedimentary basin may not exceed

(D for a lease or property that first commenced commercial
production of oil before April 1, 2006, the product obtained by multiplying (A) the
amount of taxable oil produced during the calendar year from the lease or property,
times (B) the average rate of tax that was imposed under this chapter for [ON]
taxable oil produced from the lease or property for the 12-month period ending on
March 31, 2006, times (C) the quotient obtained by dividing the total gross value at
the point of production of the taxable oil produced from the lease or property during
the 12-month period ending on March 31, 2006, by the total amount of that ail,;

(@ for a lease or property that first commences commercial
production of oil after March 31, 2006, the product obtained by multiplying (A) the
amount of taxable oil produced during the calendar year from the lease or property,
times (B) the average rate of tax that was imposed under this chapter for [ON]

CS CSHB 2001 (FIN)
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taxable oil produced from all leases or properties in the Cook Inlet sedimentary basin
for the 12-month period ending on March 31, 2006, times (C) the average prevailing
value for oil produced and delivered in the Cook Inlet area for the 12-month period
ending on March 31,2006, as determined by the department under AS 43.55.020(f).
* Sec. 20. AS 4355.011(m) is repealed and reenacted:
[ (m) Notwithstanding any contrary provision of AS 38.05.180(),
AS 41.00.010, AS 4355.024, or 4355025, the department shall provide by
J regulation a method to ensure that for a calendar year for which a producer's tax

( liability is limited by AS 4355.011(j) or (K), tax credits otherwise available under
1( AS 38.05.180(1), AS 41.09.010, AS 4355.024, or 4355.025 and allocated to oil or
ges subject to the limitations in AS 4355011(j) and (k) are accounted for as though

\: the credits had been applied first against a tax liability calculated without regard to
u the limitations under AS 435501 1(j) and (K) so as to reduce the tax liability to the
u maximum amount provided for under AS 435501 1(j) for the production of gas or
if AS 4355011(k) for the production of oil. The regulation must provide for a
le reasonable method to allocate tax credits to oil or gas subject to AS 4355.011(j) and
n (K). Only the amount of a tax credit remaining after the accounting provided for under
18 this subsection may be used for a later calendar year, transferred to another person, or

applied against a tax levied on the production of oil or gas not subject to
AS 4355.011(j) or (K) to the extent otherwise allowed.

* Sec. 21 AS 43.55.020(a) is repealed and reenacted to read:

@ For a calendar year, a producer subject to tax under AS 43.55.011(€) - (i)
shall pay the tax as follows:
(@) an installment payment of the estimated tax levied by
AS 4355.011(e), net of any tax credits applied as allowed by law, is due for each
month of the calendar year on the last day of the following month; except as
otherwise provided under (2) of this subsection, the amount of the installment
payment is the sum of the following amounts, less 1/12 of the tax credits that are
allowed by law to be applied against the tax levied by AS 43.55.011(e) for the
calendar year, but the amount of the installment payment may not be less than zero:
(A) for oil and gas produced from leases or properties in the
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state outside the Cook Inlet sedimentary basin, other than leases or properties
subject to AS 43.55.011(f), the greater of

(i) zero; or

(i) the total tax rate for the month determined in
AS 43.55.011(g) multiplied by the remainder obtained by subtracting
1/12 of the producer’s adjusted lease expenditures for the calendar year
of production under AS 4355.165 and 43.55.170 that are deductible
for the leases or properties under AS 43.55.160 from the gross value at
the point of production of the oil and gas produced from the leases or
properties during the month for which the installment payment is
calculated:;

(B) for oil and gas produced from leases or properties subject
to AS 43.55.011(f), the greatest of

() zero;

(i) zero percent, one percent, two percent, three
percent, or four percent, as applicable, of the gross value at the point of
production of the oil and gas produced from all leases or properties
during the month for which the installment payment is calculated; or

(i) the total tax rate for the month determined In
AS 43.55.011(g) multiplied by the remainder obtained by subtracting
1/12 of the producer's adjusted lease expenditures for the calendar year
of production under AS 43.55.165 and 43.55.170 that are deductible
for those leases or properties under AS 43.55.160 from the gross value
at the point of production of the oil and gas produced from those leases
or properties during the month for which the installment payment is

calculated,
© for oil ind gas produced from each lease or property
subject to AS 435501 1(j) or (K), the greater of

() zero; or
(i) the total tax rate for the month determined in
AS 43.55.011(g) multiplied by the remainder obtained by subtracting
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