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M a n a g e m e nt B o a rd  N  a u th o r ize d  hv- J a w . th e  d e p a r t m e n t d u d E  iv to e  u c a s h re fu n d  to

An  entit\ that is exempt from taxation under this chapter mav 

not applv for a transferable tax credit certificate.

* Sec. 2930. A S  43.55.025(a) is amended to read:

(a) Subject to the terms and conditions o f this section, a credit against the 

production tax levied bv [DUE UNDER] A S  43.55.011(e) of I O R  (f>J] is allowed for 

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

one o f the follow ing:

(1) 30 (20) percent o f the total exploration expenditures that qualify 

only under (b) and (c) o f this section;

(2) 344420EP E R C E M  percent o f the total exploration expenditures 

[FOR W O R K  P ER FO R M ED  B EFO R E  J U L Y  I, 2007, AND] that qualify only under 

(b) and (d) o f this section;

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

(b). (c). and (d) o f this section: or

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

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

* Sec. 344.31. A S  43.55.025(b) is amended to read:

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

exploration expenditure must be incurred for work performed [ON OR] after 

December 31. 2444462007 [JULY  I. 2003]. and before July I. 2016, [EXCEPT T H A T  

A N  E X P L O R A T IO N  E X P E N D IT U R E  FO R  A  C O O K  IN L E T  PROSPECT M U S T  

BE IN C U R R E D  FOR W O R K  P E R FO R M E D  O N  OR  A F T E R  JU L Y  1. 2005,] and

(1) may be for seismic or other geophysical exploration costs not 

connected with a specific well:

(2) if  for an exploration well,

(A ) must be incurred by an explorer that holds an interest in 

the exploration well for which the production tax credit is claimed;

(B) may be for either a [AN O IL  O R  G A S  D ISC O VER Y]

SCS C S H B  2001(FIN4^hh ~-6- 44442 0 444*
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well that encounters an oil or gas deposit or a dry hole; [AND]

(C) must be for a well that has been completed, suspended, 

or abandoned under AS 31.05.030 at the time the explorer claims the tax 

credit under (f) of this section; and

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

property reasonably required for the surface preparation, drilling, casing, 

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

for the expenses required for abandonment if the well is abandoned w ithin 18 

months after the date the well was spudded;

(3) may not be for [TEST ING , S T IM U L A T IO N , O R  C O M P L E T IO N  

COSTS;] administration, supervision, engineering, or lease operating costs; 

geological or management costs; community relations or environmental costs; 

bonuses, taxes, or other pay ments to governments related to the well; costs, including 

repairs and replacements, arising from or- associated-^with- fraud. witful 

misconduct, gross negligence, erimuHd negligeiK'e. or violation of law. nudtHling 

a violation of 33 t . H . C . - U h c a l t h .  safety, or environmental statutes or 

I324Q>h 3» (Glean W ater AeU.regulations; or other costs that are generally 

recognized as indirect costs or financing costs; and

(4) may not be incurred for an exploration well or seismic exploration 

that is included in a plan o f exploration or a plan o f development for any unit 

.mbeforc Mav 14. 2003 ION  M A Y  13. 2003J.

* Sec. 3U32. AS  43.55.025(c) is repealed and reenacted to read:

(c) To be eligible for the 3d20 percent production tax credit authorized by

(a)(1) o f this section or the 40 percent production tax credit authorized by (a)(3) o f 

this section, exploration expenditures must

( 1) qualify under (b) o f this section; and

(2) be for an exploration well, subject to the following:

(A) before spudding the well.

(i) the explorer shall submit to the commissioner o f

natural resources the information necessary to determine whether the

geological objective o f the well is a potential oil or gas trap that is

WtftfMtfe -27- SC SC SH B  2001(FIN)-tHH
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distinctly separate from any trap that has been tested by a preexisting 

well; and

(ii) at-the tlme-wf-ihe t'cpueM luc a determination under

result*. and lo p ies-wf-datn collected- and data analy ses for the well l>e 

prtwided to the Department ol" -Natural Resources upon completion o

conducted- on-physical-material; and welI logs collected llom- the- wcl 

and-sample ana)vse^i--te>nne-tfet»physteal anti velocity data includi.t, 

vertical seismic -profiles and-eheck- shot surveys:-testing -data an J 

analyses: ace data: geochem ical analyses.— ami access tt* tanaitse

(4+io—the commissioner o f natural resources must make 

an affirmative determination on whether the geological-objective- o f 

the well-is-a-potential oil or gas-trap-that i—titstittctlwsefwate-fronv-any 

trap that law been-tested4\v-a-preesisting well-ami-what-irdermaben 

under- tli-t -natst -be submitted after- o»-tuple! iotv. -abamk>nment. -or 

sttspettsitw --under-rVS-d-Mhsdldbquestion: the commissioner o f natural 

resources shall decide whether to make that determination within 60 

days after receiving all the necessary information from the explorer 

and based on the information received and on other information the 

commissioner o f natural resources may consider relevant;

(B) for an exploration well other than a well to explore a Cook 

Inlet prospect, the well must be located and drilled in such a manner that the 

bottom hole is located not less than three miles away from the bottom hole o f 

a preexisting well drilled for oil or gas. irrespective o f whether the preexisting 

well has been completed, suspended, or abandoned;

(C) after completion, suspension, or abandonment:— or 

suspension under AS  4l .o>-.4fbl o f the exploration well, the commissioner o f 

natural resources must determine that the well was— consistent— with

SC SC SH B  2001(FlN)auw -28-
New Text Underlined [DELETED TEXT BRACKETED]



I

2

3

4

5

6

7

8

9

10

II

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

■WORK DRAFT WORK DRAFT

achiev int»adequatelN achieved the explorer’s stated geological objective.

* Sec. 32.33. A S  43.55.025(0 is amended to read:

(0 For a production tax credit under this section.

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

except for a credit under (/) of this section, within six months o f the completion o f 

the exploration activity, claim the credit and submit information sufficient to 

demonstrate to the department's satisfaction that the claimed exploration expenditures 

qualify under this section: n> udtUttoB. the e\t>h»fw shall submit TH-fwonrthm 

uecesM H 'v  fo r  th e  h I H a tu ru l fc sm m .’es t<» W H lu tH e  th e  vu fH lk v  o f

(2) an explorer shall agree, in writing.

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

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

o f [A] well drilling, or tiling o f a claim for credit, whichever is the latest, for 

which exploration costs are claimed, o f the date o f completion and submit a 

report to that department describing the processing sequence and providing a 

list o f data sets available: (IF. U N D E R  (c)(2)(B) O F  TH IS  SEC T IO N . A N  

E X P LO R E R  S U B M ITS  A  C L A IM  FOR A  C R E D IT  FOR E X P E N D IT U R E S  

FOR A N  E X P L O R A T IO N  W E L L  T H A T  IS L O C A T E D  W IT H IN  T H R EE  

M ILE S  O F  A  W E L L  A L R E A D Y  D R ILLE D  FOR O IL  A N D  G AS . IN 

A D D IT IO N  T O  TH E  S U B M IS S IO N S  R E Q U IR ED  U N D E R  (I) O F  TH IS  

S U B SE C T IO N . T H E  EX P LO R ER  S H A L L  S U B M IT  TH E  IN F O R M A T IO N  

N E C E S S A R Y  FO R  T H E  C O M M IS S IO N E R  O F N A T U R A L  R ESO U R C ES  

T O  E V A L U A T E  T H E  V A L ID IT Y  O F  T H E  E X P L O R E R S  C L A IM  T H A T  

T H E  W E L L  IS D IR EC T ED  A T  A  D IS T IN C T L Y  S E P A R A T E  

E X P L O R A T IO N  T A R G E T . A N D  T H E  C O M M IS S IO N E R  O F  N A T U R A L  

R ESO U R C ES  S H A LL . UP O N  R EC E IP T  O F  A L L  E V ID E N C E  

S U F F IC IE N T  FOR T H E  C O M M IS S IO N E R  TO  E V A L U A T E  T H E  

EX P LO R ER 'S  C L A IM . M A K E  T H A T  D E T E R M IN A T IO N  W IT H IN  60 

DAYS :]

(B) to provide to the Department o f Natural Resources, w ithin

-29- SC SC SH B  2001(FIN)4MH
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30 days after the date o f a request, unless a longer period is provided bv the 

Department of Natural Resources, specific data sets, ancillary data, and 

reports identified in (A ) o f this paragraph: in this subparagranh.

(i) a seismic or geophysical data set includes the 

data for an entire seismic survey, irrespective of whether the 

survey )tmi> oworarea covers nonstate land in addition to state 

land or land in a unit in addition to land outside a unit:

(ii) well data include all derivative products, results, 

and copies of data collected and data analyses for the well, well 

logs: sample analyses: geophysical and velocity data including 

vertical seismic profiles and check shot surveys: and tangible 

material including, for each whole core collected, a lengthwise cut 

slab that is at least 1/3 of the yvhole core volume, and 

representative samples, as specified bv the Department of Natural 

Resources, of other gaseous, liquid, or solid material collected 

from drilling or testing the well;

(C) that, notyvithstanding any provision o f A S  38. information 

provided under this paragraph will be held confidential by the Department o f 

Natural Resources

(i) in the case of well data, until the expiration of the 

24-month period of confidentiality described in AS 31.05.035(cH, 

without extension, after yvhich the Department of Natural 

Resources IFOR 10 YEARS FOLLOWING THE COMPLETION 

DATE|. at which tine the Department of -Natural Resources I. AT 

WHICH T IM E  THAT DEPARTMENT] will release the information 

after 30 days' public notice unless, in the discretion of the 

commissioner of natural resources, it is necessary to 

oroteotyvithhold the yved data in order to avoid disclosing 

information relating to the valuation of unleased acreage in the

same vicinity-.-or-unless the yyell is on private land und the ownefj

SC SC SH B  2001(FIN)4HH -30-
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ha*-«»t

(ii) in the case of seismic or other geophysical data, 

other than seismic data acquired bv seismic exploration subject to

(I) of this section, for 10 years following the completion date, at 

which time the Department of Natural Resources will release the 

information after 30 days' public notice.-eveetrt-us to seismic or 

other tteophvsiertl data ucttuired from private land. unless the

“ives Hermissnm to -release—the

seismie w  other-geonhvsieal data

(iii) in the case of seismic data obtained bv seismic 

exploration subject to (A of this section, only until the expiration of 

30 days' public notice issued on or after the date the production 

tax credit certificate is issued under (5) of this subs ction:

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

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

explorer's cost incurred;

(4) the department may exercise the full extent o f its powers as though 

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

expenditures are qualified exploration expenditures under this section; and

(5) if the department is satisfied that the explorer's claimed 

expenditures are qualified under this section and that all data required to be 

submitted under this section have been submitted, the department shall issue to the 

explorer a production tax credit certificate for the amount o f credit to be allowed 

against production taxes levied bv AS 43.55.011(e) uf tfR-tln^eredif-is av-ailalde-fnf 

immed iate vise: notwithstanding anv contrary provision of AS 38. AS 40.25.100. 

or AS 43.05.230. the following information is not confidential:

(A) the explorer's name:

(B) the date of the application;

(C) the location of the well or seismic exploration:

(D) the date of the department's issuance of the certificate:

HB2(MU e -3 1- SC SC SH B  2001 (F IN H m
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and

(El the date on which the information required to be 

submitted under this section will be released [DUE U N D E R  

A S  43.55.0! 1(e) OR  (f)].

* Sec. 33.34. A S  43.55.025(e) is amended to read:

(e) An explorer, other than an entity that is exempt from taxation under 

this chapter, mas transfer. con\c\. or sell its production tax credit certificate to anv 

person, and an\ person who receixes a production tax credit certificate mav also 

transfer. con\e\. or sell the certificate.

* Sec. 35. A S  43.55.025(h) is amended to read:

(h) A  producer that purchases a production tax credit certificate mav apply 

the credits aeainst its production tax levied bv [L IA B IL IT Y  UNDER1 

A S  43.55.011(e) IOR (0). Regardless o f the price the producer paid for the 

certificate, the producer mav receive a credit against its production tax liabilit\ for the 

full amount o f the credit, but for not more than the amount for which the certificate is 

issued. A  production tax credit allowed under this section mav not he applied more 

than once.

* Sec. 36. A S  43.55.025(i) is repealed and reenacted to read:

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

(1) a credit may not be applied to reduce a taxpayer's tax liability 

under A S  43.55.011(e) or(0  below zero for a calendar year: and

(2) an amount o f the production tax credit in excess o f the amount that 

may be applied for a calendar year under this subsection may be carried forward and 

applied against the taxpayer's tax liability under A S  43.55.011(e) or ff> in one or more 

later calendar years.

* Sec. 34=37. A S  43.55.025(k) is amended by adding a new paragraph to read:

(4) "preexisting well" means a well that was spudded more than 540 

days but less than 35 years before the date on which the exploration well to which it 

is compared is spudded.

* Sec. 33=38. A S  43.55.025 is amended by adding anew  sobM*Bon>-subsection to read:

(/) Subject to the terms and conditions o f this section, if a claim is filed under

SC SC SH B  200 1(F IN )hh»  -32-
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(0(1) o f this section before January I, 2016. a credit against the production tax levied 

by A S  43.55.011(e) mH-ffis allowed in an amount equal to five percent o f an eligible 

expenditure under this subsection incurred for seismic exploration performed before 

July I. 2003. To be eligible under this subsection, an expenditure must

(1) have been for seismic exploration that

(A ) obtained data that the commissioner o f natural resources 

considers to be in the best interest o f the state to acquire for public 

distribution: and

(B) was conducted outside the boundaries o 'a  production unit; 

however, the amount o f the expenditure that is otherw ise eligible under this 

section is reduced proportionately by the portion o f the seismic exploration 

activity that crossed into a production unit; and

(2) qualify under (b)(3) o f this section.

of-transferable la \  eredits-by the Alaska Re tire ment M anagem ent Buaal is attthori/etl 

by law. t he -department—Mmb—b stte - a—easb refund- to  -the

* Sec. 36v39. A S  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 anv tax payment is due under 

AS 43.55.020(a) for that oil or gas. 11 H E  PERSON  P A Y IN G  T H E  TAX]  shall file 

w'ith the department on March 31 o f the following year [FO LLO W IN G  TH E  

C A L E N D A R  Y E A R  FO R  W H IC H  T H E  T A X  W A S  LEV IED ]  a statement, under 

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

the following:

(1) a description o f 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 o f the producer and, if different, the person paying the

tax, if anv:

BR24MH* -33- SC SC SH B  200 I(FIN)-4H»
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(3) the gross amount o f oil and the gross amount o f gas produced from 

each lease or property, and the percentage o f the gross amount o f oil and gas owned 

by the [FACH] producer [FOR W H O M  T H E  T A X  IS PAID];

(4) the gross value at the point o f production o f the oil and o f the gas 

produced from each lease or property owned by the [EACH] producer and the costs 

of transportation of the oil and gas [FOR W H O M  T H E  T A X  IS PAID];

(5) the name o f 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  A D JU S T M E N T S  A S  

C A L C U L A T E D ]  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:

(8) anv claims for tax credits to be applied; and

(91 calculations show ing the amounts, if anv. that were or are due 

under AS 43.55.020(a) and interest on any underpayment or overpayment 

[AS 43.55.160-43.55.170],

* Sec. 3-.40. A S  43.55.030(d) is amended to read:

(d) Reports required under this section [BY OR  O N  B E H A L F  O F  T H E  

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, as determined bv the 

department under standards adopted in regulation bv the department, of not 

more than SI.000 for each day the person fails to file the report at the time 

required. The penalty 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 title. In this subsection, "report" includes a statement.

* Sec. 38,41. A S  43.55.030 is amended by adding new subsections to read:

(e) An explorer or producer that incurs a lease expenditure under 

A S  43.55.165 or receives a payment or credit under A S  43.55.170 during a calendar

------------------------------------------------------------WORK DRAFT_____________________________________WORK DRAFT
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year but does not produce oil or gas from a lease or property in the state during the 

calendar year shall file with the department on M aich3 l o f the following year a 

statement, under oath, in a form prescribed by the department, giving, with other 

information required, the following:

(1) the producer's qualified capital expenditures, as defined in 

A S  43.55.023, other lease expenditures under A S  43.55.165, and adjustments or other 

payments or credits under A S  43.55.170: and

(2) if  the explorer or producer receives a payment or credit under 

A S  43.55.170, calculations showing whether the explorer or producer is liable for a 

tax under A S  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 o f a 

lease or property to file monthly reports, as applicable, o f

(1) the amounts and gross value at the point o f production o f oil and

gas produced;

(2) transportation costs o f 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 A S  43.55.165 and

43.55.170;

(5) joint interest billings;

(6) contracts for the sale or transportation o f oil or gas:

(7) information and calculations used in determining monthly 

installment payments o f estimated tax under A S  43.55.020(a): and

(8) other records and information the department considers necessary 

for the administration o f this chapter.

* Sec. 39^42. A S  43.55.040 is amended to read:

Sec. 43.55.040. Powers of Department of Revenue. Except as provided in 

A S  43.05.405 -  43.05.499, the department may

(I) require a person engaged in production and the agent or employee 

o f the person, and the purchaser o f oil or gas. or the owner o f a royalty interest in oil 

or gas to furnish, whether by the filing o f regular statements or reports or otherwise.

U U IM UTTTTSTnrrv .35- SC SC SH B  200 1(F IN )**»
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additional information that is considered by the department as necessary to compute 

the amount o f the tax; notwithstanding any contrary provision o f law, the disclosure 

o f additional information under this paragraph to the producer obligated to pay the tax 

does not violate A S  40.25.100(a) or A S  43.05.230(a); before disclosing information 

under this paragraph that is otherwise required to be held confidential under 

A S  40.25.100(a) or A S  43.05.230(a). the department shall

(A ) provide the person that furnished the information a 

reasonable opportunity to be heard regarding the proposed disclosure and the 

conditions to be imposed under (B) o f this paragraph: and

(B) impose appropriate conditions limiting

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

consultants, employees, officers, and agents o f the producer who have 

a need to know that information for the purpose o f determining or 

contesting the producer's tax obligation; and

(ii) the use o f the information to use for that purpose:

(2) examine the books, records, and files o f the [SUCH A] person;

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

production o f books, records, and papers o f any person; [AND]

(4) make an investigation or hold an inquiry that is considered 

necessary to a disclosure o f the facts as to

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

o f a company or other producer o f oil or gas; and

(B) the rendition o f the oil and gas for taxing purposesi

(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 reports and 

copies of records are limited to those reports or copies of records that constitute 

or disclose communications between the operator and the working interest

S C S C S H B  2 Q 0 l(F IN ) t fw  -36-
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owners relating to unit budget matters: trod

(61 require a producer that has an average total production in the 

state of more than 100.000 barrels a dav for a calendar year to report the gross

value at the point of production of the producer's taxable oil and gas in the state 

for a calendar year and the total amount of lease expenditures in the state for

that calendar year: and

(7) assess against a person required under this section to file a 

report, statement, or other document a penalty, as determined bv the

department under standards adopted in regulation bv the department, of not 

more than SI.000 for each dav the person fails to file the report, statement, or

other document after notice bv the department: the penalty is in addition to anv 

penalties under 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; the penalty shall bear 

interest at the rate specified under AS 43.05.225(1).

Sec. 40.43. AS  43.55 is amended by adding a new section to read:

Sec. 43.55.OSS. l-emdtv for utMlerstatem ent-of-taxr

penaltie s prescril ••d by law; it tbere is a-substantial' 'Unde rstate ment' 

be shown on a statem ent retftdfed ttndet-A S 43.55.0.»0t u t. there shall be  add

‘fstatemen to l' tav. 

bv -lawr-d-H

AS 43.55.0304tt»7 d>eredtall-be-addedto-the  ta \ n tH w nnrot-etfnal-to-jO-pefcent-o f -the

tc > -In -addition-to- the penalties -imposed under fa For (bl-o l-tins section.-a 

person-wbo-has matte a subdantdd--tn-efoss-nnder4atetneo4-or tax is liable to -the state

. \ 1 t 111*. s ‘ I ll l  t  t1 t l “  ' I v v t i v n .

(4 ) a substantial onderstate menF tdda?e4br-any-ealendaf year ex ists if 

tbe am ount--.4 tb e -u nderstateroem —R>t- tbe ca lendar- voar exceed-, the lesser o l’ 40 

perce n t-o f  the tax requ ired to be sln n s n on the 'Statement lor the ca lendar year or 

si l n mm quo-J M FI • n I' r.

ii iniHiiTTfTtrTTTTT -37- SC SC SH B  200l(FIN)-«Hn
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* S « i. 41. -VS 4.V.-55 ii amended by adding new seolitmtHe read:

See. 43.55.075. Limitation on assessment and amended returns, (a) Except 

as provided in A S  43.05.260(c). the amount o f a tax imposed by this chapter must be 

assessed within d v four y ears after the latest return was filed.

(b) A  decision o f a regulatory agency, court, or other body with authority to 

resolve disputes that results in a retroactive change to a lease expenditure, to an 

adjustment to a lease expenditure, to costs o f transportation, to sale price, to 

prevailing value, or to consideration o f quality differentials relating to the 

commingling o f oils has a corresponding effect, either an increase or decrease, as 

applicable, on the production tax value o f oil or gas or the amount or availability o f a 

tax credit as determined under this chapter. For purposes o f this section, a change to a 

lease expenditure includes a change in the categorization o f a lease expenditure as a 

qualified capital expenditure or as not a qualified capital expenditure. The producer 

shall

( 1) within 60 days after the change, notify the department in writing;

and

(2) w ithin 120 days after the change, file amended returns covering all 

periods affected by the change, unless the department agrees otherwise or a stay is in 

place that affects the filing or payment, regardless o f the pendency o f appeals o f the 

decision.

(c) I f  an alteration in or modification o f a producer's federal income tax return 

or a recomputation o f the producer's federal income tax or determination o f 

deficiency occurs that affects the amount o f a tax imposed on the producer under this 

chapter, the producer shall

(1) within 60 days after the final determination o f the alteration,

SC SC SH B  2001 (FIN ) »m  -38-
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modification, recomputation, or deficiency, notify the department in writing; and

(2) within 120 days after the final determination o f the alteration, 

modification, recomputation, or deficiency, file amended returns covering all affected 

periods.

(d) In this section.

(1) "qualified capital expenditure" has the meaning given in

AS 43.55.023;

(2) "return" includes a report, a statement, and an amended return, 

report, or statement.

 _̂Sec. 43.>S.#̂ N. Exceptions -to tax credits. t at-her- a-ealendaf year after

2<M>7. a producer or explorer -may-not--take—a—lax—credit -under--AS 43:55.023; 

43.5>.t»24-t>r-4-3t55-.U2>- against-a-tas levied-under- this e-hapler if a Mate court or

an  amount

greater- than S UKI.OOO again-t I lie producer or explorer. the producer or explorer has

HenaI jurisdietitmaf- reqoirementsr 

met

a-tas credit-described in-rat-of thii seel ion-if

was-entered-ot-thc-appeal-iN-pettdhtgt-in ihe form orcath-.-hond.-or other security.

(lit post-judgment interest -onthe judgment amount described

tfHbe-applieable-staiutory-rate:-or 

Bit—the rate of return on the producer:v-or explorer's 

equity as xhosvn on the producer'-* te-evpW er's most recent quarterly
.1 'irn | n i u  I'OlX. > I'l 'li. i t|c ttr rT trn rT l C |*t M t r*i f  the ne tiee  ef-appeab
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(c t  -In-th is seetkwfc

(-24— "producer or exp lorer - - t neludev-tw - aHniate-t

,iv n 1. iiy>r C l |m “vr,

-^ -S ee . 42.44. A S  43.55.110 is amended by adding new subsections to read:

(e) The department may require that returns, statements, reports, notifications, 

and applications filed under this chapter be filed electronically in a form and manner 

approved or prescribed by the department.

(0 The department may require that payments required under this chapter be 

made electronically in a form and manner approved or prescribed by the department.

(g) Notwithstanding A S  44.62, the department may issue, for the information 

and guidance o f producers, explorers, and other interested persons, advisory bulletins 

stating the department's interpretation o f provisions o f this chapter and o f regulations 

adopted under this chapter. Unless otherwise provided by the department by 

regulation, interpretations stated in the advisory bulletins are not binding or the 

department or others.

(h) Subject to legislative appropriation, the department may compensate a 

person who provides information to the department about noncompliance with the 

provisions o f this chapter by an explorer or a producer o f oil or gas if  that information 

leads to the collection o f additional taxes, penalties, or interest from the producer. 

The amount o f compensation under this subsection may not exceed the lesser o f 

$444440500,000 or 10 percent o f the additional tax. penalty, or interest collected as a 

result o f the information. A  state employee or an agent o f the state is not eligible for 

compensation under this subsection.

notKompbarKe^with t4re provisions o f tbrx chapter by -an-expkvreF-er

(-44 department all expense* re lated to the department'* investigation
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e*;>W er  or prtH.lot.tfr about whom 0>e ooBcomplimue-w.:. -alleged 

all e\ peiv.es l ion-are -mewtvd  l>y the explorer of prtHkrvCf-felatwg- ttHhe department % 

tmesHeat-ien-et- the ode getLfh vnetHHpJ ranee.

* Sec. 4,3.45. AS  43.55.150 is amended to read:

Sec. 43.55.150. Determination of gross value at the point of production, 

(a) For the purposes o f A S  43.55.011 - 43.55.180. the gross value at the point o:' 

production is calculated using the actual [R EASO NAB LE]  costs o f transportation o f 

the oil or gas [. T H E  R E A S O N A B L E  C O STS  O F  T R A N S P O R T A T IO N  A R E  TH E  

A C T U A L  COSTS], except when the

(1) shipper [PARTIES T O  T H E  TR A N S P O R T A T IO N ]  o f oil or gas 

is [ARE] affiliated with the transportation carrier or with a person that owns an 

interest in the transportation facility:

(2) contract for the transportation o f oil or gas is not an arm's length 

transaction [OR IS N O T  R E P R E S E N T A T IV E  O F  T H E  M A R K E T  V A L U E  OF 

T H A I  TR A N S P O R T A T IO N ] : or [AND]

(3) method or terms o f transportation o f oil or gas are [IS] not 

reasonable in view o f existing alternative [M ETH O D S  OF] transportation options.

(b) If  the department finds that a condition [THE C O N D IT IO N S]  in (a)(1),

(2). or [AND] (3) o' this section is [ARE] present, the gross value at the point of 

production i- calculated using the actual costs of transportation, or the 

reasonable costs of transportation as determined under this subsection, 

whichever is lower. The [THE] department shall determine the reasonable costs of 

transportation, using the fair market value o f like transportation, the fair market value 

o f equally efficient and available alternative modes o f transportation, or other 

reasonable methods. Transportation costs fixed by tariff rates that have been 

adjudicated as just and reasonable bv [PROPERLY O N  F ILE  W ITH] the 

Regulatory Commission o f Alaska or another [OTHER] regulatory agency and 

transportation costs in an arm's length transaction paid bv parties not affiliated 

with an owner of the method of transportation shall be considered prima facie 

reasonable.

(c) In determining the gross value o f oil under [(a) OF] this section, the

- I I -  SC SC SH B  200l(FIN)-tHH
New Text Underlined [DELETED TEXT BRACKETED]



WORK DRAFT WORK DRAFT 25-GH00I4

department may not allow as reasonable costs o f transportation

( 1) the amount o f loss o f or damage to, or o f expense incurred due to 

the loss o f or damage to. a vessel used to transport oil if  the loss, damage, or expense 

is incurred in connection with a catastrophic oil discharge from the vessel into the 

marine or inland waters o f the state;

(2) the incremental costs o f transportation o f the oil that are 

attributable to temporary use o f or chartered or substituted service provided by 

another vessel due to the loss o f or damage to a vessel regularly used to transport oil 

and that are incurred in connection with a catastrophic oil discharge into the marine or 

inland waters o f the state: and

(3) the costs incurred to charter, contract, or hire vessels and 

equipment used to contain or clean up a catastrophic oil discharge.

* Sec. 44.46. A S  43.55.160(a) is amended to read:

(a) Except as provided in (b) o f this section, for the purposes o f

[(I)] A S  43.55.011(e). the f A N M  --Y( (annual production tax value of

the taxable

(1) [(A)] oil and gas produced during a calendar year from leases or 

properties in the state that include land north o f 68 decrees North latitude is the gross 

value at the point o f production o f the oil and gas taxable under A S  43.55.011(e) and 

produced by the producer from those leases or properties, less the producer's lease 

expenditures under A S  43.55.165 for the calendar year applicable to the oil and gas 

produced by the producer from those leases or properties, as adjusted under 

A S  43.55.170;— this suhoitfHgrtwh docs mrt atw lv to gas subject to 

-^43.55.01 Hot:

(21 [(B)] oil and gas produced during a calendar year from leases or 

properties in the state outside the Cook Inlet sedimentary basin, no part o f which is 

north o f 68 degrees North latitude, is the gross value at the point o f production o f the 

oil and gas taxable under A S  43.55.011(e) and produced by the producer from those 

leases or properties, less the producer's lease expenditures under A S  43.55.165 for the 

calendar year applicable to the oil and gas produced by the producer from those leases 

or properties, as adjusted under A S  43.55.170: this suhnurugrunh does not uunlv-to

SC SC SH B  200I(F1N)-*hh -42-
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131 [(C)] oil produced during a calendar year from a lease or property 

in the Cook Inlet sedimentary basin is the gross value at the point o f production o f the 

oil taxable under A S  43.55.011(e) and produced by the producer from that lease or 

property, less the producer's lease expenditures under A S  43.55.165 for the calendar 

year applicable to the oil produced by the producer from that lease or property, as 

adjusted under A S  43.55.170:

1411(D)] gas produced during a calendar year from a lease or property 

in the Cook Inlet sedimentary basin is the gross value at the point o f production o f the 

gas taxable under A S  43.55.011(e) and produced by the producer from that lease or 

property, less the producer's lease expenditures under AS  43.55.165 for the calendar 

year applicable to the gas produced by the producer from that lease or property, as 

adjusted under A S  43.55.170J.:

otrtMde fhe Inlet M.dHrtttB t m ?v l w N i n  a m i  osetf in the

»t the H m n t  of o r m l m M H m  <»f that “its taxable under A S  4J.55.tU H H — t w d  

(HmhH'ed )>v the nrtHbtcyr f r o m  thtif kntM* of tht*

evHewlitweN >m<ler A S  43.5>.I6> (t>f the-ettkMHltfrf veai 

tmHlHCtHl-bv tbe tHQifwHH' fr<HH that k n t w  or- tw»t 

A S  43.55.170

f(2) A S  43.55.011(g), T H E  M O N T H L Y  P R O D U C T IO N  T A X  

V A L U E  O F  T H E  T A X A B L E

(A) O IL  A N D  G A S  P R O D U C ED  D U R IN G  A  M O N T H  

FR O M  L E A S E S  OR  PRO PERTIES  IN  T H E  S T A T E  T H A T  IN C L U D E  

L A N D  N O R TH  O F 68 D FG R E E S  N O R TH  L A T IT U D E  IS T H E  GRO SS 

V A L U E  A T  T H E  P O IN T  O F  P R O D U C T IO N  O F  T H E  O IL  A N D  G A S  

T A X A B L E  U N D E R  A S  43.55.011(g) A N D  P R O D U C ED  B Y  TH E  

PR O D UC ER  FR O M  TH O S E  L E A S E S  O R  PROPERTIES. LESS  1/12 O F 

T H E  PR O D UC ER 'S  L E A S E  E X P E N D IT U R E S  U N D E R  A S  43.55.165 FOR 

T H E  C A L E N D A R  Y E A R  A P P L IC A B L E  T O  T H E  O IL  A N D  G A S  

PR O D UC ED  B Y  T H E  P R O D U C ER  FR O M  TH O S E  L E A S E S  OR

H 1*2001 * -43- SC SC SH B  2001(FINhH*»
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PROPERTIES , A S  A D JU S T E D  U N D E R  A S  43.55.170;

(B) O IL  A N D  G A S  P R O D U C ED  D U R IN G  A  M O N T H  

FR O M  L E A S E S  O R  PRO PERTIES  IN T H E  S T A T E  O U T S ID E  T H E  C O O K  

IN L E T  S E D IM E N T A R Y  B AS IN . N O  P A R T  O F W H IC H  IS N O R T H  O F  68 

D EG R EES  N O R T H  L A T IT U D E , IS T H E  GRO SS V A L U E  A T  T H E  PO IN T  

OF P R O D U C T IO N  O F  T H E  O IL  A N D  G A S  T A X A B L E  U N D E R  

A S  43.55.011(g) A N D  P R O D U C ED  B Y  T H E  P R O D U C ER  FR O M  TH O S E  

L E A S E S  OR  PROPERTIES. LESS  1/12 O F T H E  PR O D UCER 'S  L E A S E  

E X P E N D IT U R E S  U N D E R  A S  43.55.165 FOR T H E  C A L E N D A R  Y E A R  

A P P L IC A B L E  TO  T H E  O IL  A N D  G A S  P R O D U C ED  B Y  T H E  PR O D UCER  

FR O M  TH O S E  L E A S E S  OR  PROPERTIES , A S  A D JU S T E D  U N D E R  

A S  43.55.170;

(C) O IL  P R O D U C ED  D U R IN G  A  M O N T H  FR O M  A  

L E A S E  OR  PR O P ER TY  IN  T H E  C O O K  IN L E T  S E D IM E N T A R Y  B AS IN  

IS T H E  G R O SS  V A L U E  A T  T H E  P O IN T  O F  P R O D U C T IO N  O F  T H E  O IL  

T A X A B L E  U N D E R  A S  43.55.011(g) A N D  P R O D U C ED  B Y  TH E  

PR O D UC ER  FR O M  T H A T  L E A S E  OR PR O PERTY. LESS  1/12 O F  TH E  

P R O D U C ER ’S L E A S E  E X P E N D IT U R E S  U N D E R  A S  43.55.165 FOR T H E  

C A L E N D A R  Y E A R  A P P L IC A B L E  T O  T H E  O IL  P R O D U C ED  B Y  TH E  

P R O D U C ER  FR O M  T H A T  L E A S E  OR  PR O PERTY. A S  A D JU S T E D  

U N D E R  AS  43.55.170;

(D) G A S  P R O D U C ED  D U R IN G  A  M O N T H  FR O M  A  

L E A S E  OR  PR O PER TY IN T H E  C O O K  IN L E T  S E D IM E N T A R Y  B AS IN  

IS T H E  GRO SS  V A L U E  A T  T H E  P O IN T  O F P R O D U C T IO N  O F T H E  G A S  

T A X A B L E  U N D E R  A S  43.55.011(g) A N D  PR O D U C ED  B Y  T H E  

PR O D UC ER  FR O M  T h  '  '  L E A S E  OR PR O PER TY. LESS  1/12 O F  T H E  

PR O D UC ER 'S  L E A S E  E X P E N D IT U R E S  U N D E R  A S  43.55.! 65 FOR T H E  

C A L E N D A R  Y E A R  A P P L IC A B L E  T O  T H E  G A S  PR O D U C ED  B Y  T H E  

PR O D UC ER  FR O M  T H A T  L E A S E  OR  PR O PERTY. A S  A D JU S T E D  

U N D E R  A S  43.55.170].

* Sec. 4»r47. A S  43.55.160(b) is amended to read:

SC SC SH B  2001 (F I N H m  -44-
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(b) A  production tax value calculated under 1(a) O F  I this section may not be 

less than zero.

* Sec. 48. AS  43.55.160(e) is amended to read:

(e) Any adjusted lease expenditures under A S  43.55.165 and 43.55.170 that 

would otherwise be deductible by a producer in a calendar year but whose deduction 

would cause a [AN A N N U A L ]  production tax value calculated under (a] [(a)(1)] o f 

this section o f taxable oil or gas produced during the calendar year to be less than 

zero may be used to establish a carried-forward annual loss under AS  43.55.023(b). 

However, the department shall provide bv regulation a method to ensure that.

for a period for which a producer's tax liability is limited bv AS 43.55.01 Hi) or 

(k). anv adjusted lease expenditures under AS 43.55.165 and 43.55.170 that 

would otherwise be deductible bv a producer for that period but whose 

deduction would cause a production tax value calculated under (a)(3) or (4) of 

this section to be less than zero are accounted for as though the adjusted lease 

expenditures had first been used as deductions in calculating the production tax 

values of oil or gas subject to anv of the limitations under AS 43.55.011 (i) or (k)

that have positive production tax values so as to reduce the tax liability

calculated without regard to the limitation to the maximum amount provided for 

under the applicable provision of AS 43.55.011(i) or (k). Only the amount of 

those adjusted lease expenditures remaining after the accounting provided for 

under this subsection mav he used to establish a carried-forward annual loss 

under AS 43.55.023(b). In this subsection, "producer" includes "explorer."

* Sec. 46:49. AS 43.55.165(a) is repealed and reenacted to read:

(a) I xcept as provided in (k> and this secttnn h>i For purposes o f this 

chapter, a producer's lease expenditures for a calendar year are

( I ) costs, other than items listed in (e) o f this section, that are

(A) incurred in the stiHe by the producer during the calendar

year after March 31. 2006. to explore for. develop, or produce oil or gas

deposits located within the producer's leases or properties in the state or. in the 

case o f land in which the producer does not own an operating right, operating 

interest, or working interest, to explore for oil or gas deposits within other

-45- SCSCSHB 200l(FIN)-tim
New Text Underlined [DELETED TEXT BRACKETED]



I
2

3

4

5

6

7

8

9

10

II

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

■WORK DRAFT WORK DRAFT

land in the state; and

(B) allowed by the department by regulation, based on the 

department's determination that the costs satisfy the following three 

requirements:

(i) the costs must be incurred upstream o f the point o f 

production o f oil and gas;

(ii) the costs must be ordinary and necessary costs o f 

exploring for, developing, or producing, as applicable, oil or gas 

deposits: and

(iii) the costs must be direct costs o f exploring for, 

developing, or producing, as applicable, oil or gas deposits; and

(2) a reasonable allowance for that calendar year, as determined under 

regulations adopted by the department, for overhead expenses that are directly related 

to exploring for. developing, or producing, as applicable, the oil or gas deposits.

* Sec. 47.50. A S  43.55.165(b) is amended to read:

(b) For purposes o f (a) o f this section.

(1) direct costs include

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

acquisition cost is otherwise a direct cost, notwithstanding that the 

expenditure may be required to be capitalized rather than treated as an 

expense for financial accounting or federal income tax purposes;

(B) payments o f or in lieu o f property taxes, sales and use 

taxes, motor fuel taxes, and excise taxes;

[(C) A  R E A S O N A B L E  A L L O W A N C E . A S  D E T E R M IN E D  

U N D E R  R E G U L A T IO N S  A D O P T E D  B Y  T H E  D E P A R T M E N T , FOR  

O V E R H E A D  EX P EN S ES  D IR E C T L Y  R E L A T E D  T O  E X P LO R IN G  FOR, 

D E V E LO P IN G . A N D  P R O D U C IN G  O IL  O R  G A S  DEPO SITS  L O C A T E D  

W IT H IN  L E A S E S  O R  PR O PERTIES  O R  O TH E R  L A N D  IN  T H E  STATE ;]

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

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

explored for. developed, or produced is located in order for the cost o f the activity to

S £ S C S H B 2 0 0 I( F IN )4 H h  -46 -
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be a cost upstream o f the point o f production o f the oil or gasi

(3) in determining whether costs are lease expenditures, the 

department mavshall consider, among other factors, the

(At typical industry practices and standards in the state 

that determine the costs, other than items listed in (e) of this section, that 

an operator is allowed to bill a producer that is not the operator, under 

unit operating agreements or similar operating agreements that were in 

effect before December 2. 2005. and were subject to negotiation with at 

least one producer with substantial bargaining power, other than the 

operator: and

(B) standards adopted bv the Department of Natural 

Resources that determine the costs, other than items listed in (e) of this 

section, that a lessee is allowed to deduct from revenue in calculating net 

profits under a lease issued under AS 38.05.180(f)(3)(B). (D). or (E).

* Sec. 48.51. AS  43.55.165(c) is repealed and reenacted to read:

(c) Subject to (u) and (h) o f this section, if the department finds that the 

pertinent provisions o f a unit operating agreement or similar operating agreement are 

substantial consistent with the department's determinations and standards under (a) 

and (h) o f this section concerninu whether costs are lease expenditures and, in 

addition, finds that at least one working interest owner part\ to the agreement, other 

than the operator, with substantial incentive and ability to effectiveK audit billinus 

under the agreement, in fact is effectively auditinu billinus under the aureement, the 

department ma\ authorize or require a producer, subject to conditions prescribed 

under reuulations adopted b\ the department, to treat as that portion o f its lease 

expenditures for a calendar \ear applicable to oil and uas produced from a lease or 

propertN in the state only

(I) the costs, other than items listed in (e) o f this section, that are 

incurred b\ the operator durinu the calendar \ear and that

(A ) are billed to the producer b\ the operator under the 

agreement to which that lease or property is subject and are either not disputed 

b\ a uorkinu interest owner party to the agreement or are finall\ determined

HBZwm* -47- S C S C S H B  200I(FIN)-*hh
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to be properls billable as a result o f dispute resolution; or

(13) for a producer that is the operator, would be hi I lable to the 

producer b\ the operator in accordance with the terms o f the agreement to 

which that lease or property is subject if  the producer were not the operator: 

and

(2) a reasonable percentage, as determined under regulations adopted 

b\ the department, o f the costs that are billed under ( I ) o f this subsection as an 

allowance for overhead expenses directK related to exploring for, developing. and 

producing oil or gas deposits located w ithin the lease or property

* See. 52. AS  43.55.165(e) is amended to read:

(e) For purposes o f this section, lease expenditures do not include

( 1) depreciation, depletion, or amortization:

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

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

revenue, exeent that a producer's lease expenditures applicable to oil and gas 

produced from a lease issued under A S  38.05.180(f)(3)(B). (D). or (E) include the 

share o f net profit paid to the state under that lease.

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

(4) interest or other financing charges or costs o f raising equity or

debt capital:

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

(6) costs. Hudodwg retu h fv  ami retdueementv. arising from o f 

frSMHHuU-d w ifh  fraud, wilful misconduct. [OR] gross negligence, crim inal 

negligence, or violation of law, ineludiogor failure to comply with an obligation 

under a violntioo of ^  3-.V.<L. 4-3 l-9fe H Fllease. permit, or license issued bv the 

state or TJ2HI»f3) ̂  leon VVoter AcOfederal government;

(7) fines or penalties imposed by law;

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

that involve the state or concern the rights or obligations among owners o f interests 

in. or rights to production from, one or more leases or properties or a unit:

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

S C S C S H B  2 0 0 I(F IN )  -48 -
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business entity or arrangement;

(10) amounts paid to indemnify the state; the exclusion provided by 

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

from a third-party insurer or surety;

(11) surcharges levied under AS 43.55.201 or 43.55.300;

(12) w  c-xmHulit-ufe- incur m l  for a transaction that is an internal 

transfer or is otherwise not an arm's length transaction, unless the producer 

establishes - Kfr-thc-sathdactiou-ol-' the department expenditures incurred that the 

expend iture is not-H -VP I -VI >141 -R l-S  4 M ' I • K-RH i t 41.-\ I A  K I. lare in excess o f fair 

market value;

(13) an expenditure incurred to purchase an interest in any 

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

business entity, whether or not the transaction is treated as an asset sale for federal 

income tax purposes;

(14) a tax levied under AS 43.55.011;

(15) [THE PORTION OF] cosis incurred for dismantlement, removal, 

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

structure, or for the restoration of a lease, field, unit, area, tract of land, body of 

water, or right-of-way in conjunction with dismantlement, removal, surrender, or 

abandonment [. THAT IS ATTRIBUTABLE TO PRODUCTION OF OIL OR GAS 

OCCURRING BEFORE APRIL I. 2006; THE PORTION IS CALCULATED AS A 

RATIO OF THE AMOUNT OF OIL AND GAS PRODUCTION. IN BARRELS OF 

OIL EQUIVALENT. ASSOCIATED WITH THE FACILITY, PIPELINE, WELL 

PAD. PLATFORM. OTHER STRUCTURE, LEASE, FIELD. UNIT. AREA. BODY 

OF WATER. OR RIGHT-OF-WAY OCCURRING BEFORE APRIL 1. 2006, TO 

THE TOTAL AMOUNT OF OIL AND GAS PRODUCTION. IN BARRELS OF 

OIL EQUIVALENT, ASSOCIATED WITH THAT FACILITY. PIPELINE. WELL 

PAD. PLATFORM, OTHER STRUCTURE, LEASE. FIELD. UNIT. AREA. BODY 

OF WATER. OR RIGHT-OF-WAY THROUGH THE END OF THE CALENDAR 

MONTH BEFORE COMMENCEMENT OF THE DISMANTLEMENT, 

REMOVAL. SURRENDER. OR ABANDONMENT]; a cost is not excluded under

KB2WH* -49- SC SC SH B  200HFtNL.HU
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this paragraph if  the dismantlement, removal, surrender, or abandonment for which 

the cost is incurred is undertaken for the purpose o f replacing, renovating, or 

improving the facility, pipeline, well pad, platform, or other structure; [FOR TH E  

PURPOSES O F  TH IS  P A R A G R A P H , "B A R R E L  O F  O IL  E Q U IV A L E N T "  M E A N S

(A) IN T H E  C A S E  O F  O IL , O N E  B AR R EL ;

(B) IN TH E  C A S E  O F  G AS , 6,000 C U B IC  FEET;]

(16) costs incurred for containment, control, cleanup, or removal in 

connection with any unpermitted release o f oil or a hazardous substance and any 

liability for damages imposed on the producer or explorer for that unpermitted 

release; this paragraph does not apply to the cost o f developing and maintaining an oil 

discharge prevention and contingency plan under A S  46.04.030;

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

license under A S  38.05.132;

(18) that portion o f expenditures, that would otherwise be qualified 

capital expenditures^ defined in A S  43.55.023 [AS 43.55.023(k)]. incurred during a 

calendar year that are less than the product o f $0.30 multiplied by the total taxable 

production from each lease or property, in B TU  equivalent barrels, during that 

calendar year, except that, when a portion o f a calendar year is subject to this 

provision, the expenditures and volumes shall be prorated within that calendar yeaq

(19) costs incurred for repair, replacement, or deferred 

maintenance of a facility , a pipeline, a structure, or equipment, other than a well, 

that results in or is undertaken in response to a failure, problem, or event that 

results in an unscheduled interruption of. or reduction in the rate of. oil or gas 

production: or costs incurred for repair, replacement, or deferred maintenance 

of a facility, a pipeline, a structure, or equipment, other than a well, that is 

undertaken in response to. or is otherwise associated with, an unpermitted 

release of a hazardous substance or of gas: however, costs under this paragraph 

that would otherwise constitute lease expenditures under (a) and (b) of this 

section mav be treated as lease expenditures if the department determines that 

the repair or replacement is solely necessitated bv an act of war, bv an 

, nanticipated grave natural disaster or other natural phenomenon of an

[I SCSCSH B200 I(F IN )hhh -50- H BK MU e
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exceptional, inevitable, and irresistible character, the effects of which could not 

have been prevented or avoided by the exercise of due care or foresight, or bv an 

intentional or negligent act or omission of a third party , other than a party or its 

agents in privity >f contract with, or emr'oved bv. the producer or an operator 

acting for the : *-oducer, hut only if the producer or operator, as applicable, 

exercised due ewe in operating and maintaining the facility , pipeline, structure, 

or equipment, and took reasonable precautions against the act or omission of the 

third party and against the consequences ot the act or omission: in this 

paragraph.

(A) "costs incurred for repair, replacement, or deferred 

maintenance of a facility , a pipeline, a structure, or equipment" includes 

costs to dismantle and remove the facility, pipeline, structure, or 

equipment that is being replaced:

(B) "hazardous substance" has the meaning given in

AS 46.03.826;

(O "replacement" includes renovation or improvement:

(20) costs incurred to construct, acquire, or operate a refinery or 

crude oil topping plant, regardless of whether the products of the refinery or 

topping plant are used in oil or gas exploration, development, or production 

operations: however, if a producer owns a refinery or crude oil topping plant 

that is located on or near the premises of the producer's lease or property in the 

state and that processes the producer's oil produced from that lease or property 

into a product that the producer uses in the operation of the lease or property in 

drilling for or producing oil or gas, the producer’s lease expenditures include the 

amount calculated bv subtracting from the fair market value of the product used 

the prevailing value, as determined under AS 43.55.020(f). of the oil that is 

processed:

(2021) costs of lobbying, public relations, public relations 

advertising, or policy advocacy.

* Sec. 49,53. A S  43.55.165(h) is amended to read:

(h) The department shall adopt regulations that provide for reasonable

HB204U* -5 1- SC SC SH B  2001(FIN)-t»m
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methods o f allocating costs between oil and 

AV43  > > 4)1 H o ) -a n d other gn*i and between leases or properties in those 

circumstances where an allocation of costs is required to determine [THE 

D E T E R M IN A T IO N  O F  THE] lease expenditures that are costs of exploring for, 

developing, or producing oil deposits or costs of exploring for, developing, or 

producing gas deposits [AP P L IC AB LE  T O  O IL  OR  T O  GAS], or that are costs of 

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

[AP P L IC AB LE  T O  O IL  A N D  G A S  PR O D U C ED  FROM] different leases or 

properties [, R E Q U IR ES  A N  A L L O C A T IO N  O F  COSTS].

* Sec. >9. 54. AS  4 3 . 5 5 . 170(a) is amended by-adding -new subsections-to read:

( k )-For purposes o f A S  43-55-.T60r4bf a calendar year after 2006. a producer^ 

total lease espcndituresrbeltne adjustment under AS  43.55.L70. that are applicable to 

o il and gas produced by the -prodtKer-lrsao-alb-leases-or-propertios within a unit from

produced by-the c!ose-of the most recent calendar-year-and from which tire average

Unless the payment or credit has alread\ been 

subtracted in calculating billable or hilled costs under

calendar year-jb97. are-ei)oaUto-+he-pnHioot-ob4-.37 multiplied by the total lease

w-thc-prodacenfrom all-leases or properties w ithin 

the unit. a-, reported on the producer's statement under A S 43.5>.030fat lor calendar

m  I I I t I is I i. l. I 1\\ itttTrnpTtvtrTrv

determined lor-the previous calendar year un^ef-this subsec tarn:— I he producer's total 

lease e \pendilures- Ibr-a-caleinlar y ear after 21)06 that are -applicable to -otl-and-gas

product -product -propemes-

subsectimt are tlte- sum o f the producer's -t|ualilied capital expenditures incurred 

during the calendar-  year that are applicable to that oil and gas plus the lease

SC SC SH B  200I(FIN)4hh -52- H K 7 J U IU1 I TT*T7TTtT
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expenditures. mhgf than -tpudilied capital expenditure s  that are upplicuhle tu- that oil 

and etts as determined under thi*-suhxeetion- and t /f -o f -d m -secthw. 14' a producer

culeiular year--undef-th is subsection transfer*  an interest—w-a+. u fleeted lease i>r 

p<x>perty-tm-a-difterem producer, the transferee's lease expenditures applicable to nil 

and gas produced h> the transferee from the- least- ot^-property-continue -ur-he  

determined under this sirhsectmn using—these 2dl>6-lease—expenditures. -in- this

riven in AS  43:55X123.

determines that the repon e\penditures. other than-t.p»aiilied

capital e xpenditures. for calendar sear 2006 upplicalde-to-Hihand gas produced hv the 

prodacon-from all leases or properties w ithim-a--unit-sub ject - to (h i id' thiv-sectaat

than tfualilietl-ctipitnl-expenditures.-the producer or -transferee. as applicable. shall <11 

substitute-

amended -stuteinents -4br--nffeoted-past--tux-peraHis-¥ritbiH-nif--da*s- alter the I'mal 

detemnnatHHt:

* See. 51. A -S 43t> 5.170(u> is amended to read:

(a) A  | i -Nrld-.SS H U . R A V M h N -f d fR -C R H )H  H A S - U .R I \ I )V Itl-.hN 

M -43 IR -U  -!4 -l> -R v-C -A I-h4 -l-A -h l\ ( i R il R A W  I- O R  U l l I.I .l ) ( < )S I S -4- M 4RR 

A S  43.55.165(c) [OR (dh—V I)). a producer’s lease expenditures under A S  43.55.165 

must be adjusted by subtracting payments or credits, other than tax credits, received 

by the producer or by an operator acting for the producer for

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

producer has an ownership interest or the management by the producer o f a 

production facility under a management agreement providing for the producer to 

receive a management fee;

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

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

H»204Hc -53- S C S C S H B  2001(FIN)-tmi
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payment from the state or federal government for reimbursement o f the producer’s 

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

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

upstream o f the point o f production;

(3) the sale or other transfer o f

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

interpretations, acquired by the producer as a result o f a lease expenditure or 

an expenditure that would be a lease expenditure if  it were incurred after 

March 31. 2006; for purposes o f this subparagraph.

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

the state, an asset described in this subparagraph, the value o f the asset 

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

producer for sale or transfer o f the asset;

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

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

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

must be the fair market value; and

(B) oil or gas

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

property under A S  43.55.020(e); and

(ii) the cost o f acquiring which is a lease expenditure 

incurred by the person that acquires the oil or gas.

* Sec. >2^55. A S  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 o f A S  40.25.100. and regardless o f whether the information is considered 

under A S  43.05.230(e) to constitute statistics classified to prevent the identification o f 

particular returns or reports, the department may pu^'ish 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 o f the state:

(1) the amount o f oil or gas production:

(2) the amount o f taxes levied under this chapter or paid under this

SC SC SH B  2001(FIN)-»m  -54-
New Text Underlined IDELETED TEXT BRACKETED]



1

2

3

4

5

6

7

8

9

10

II

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

■WORK DRAFT WORK DRAFT

chapter;

(3) the effective tax rates under this chapter;

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

(5) the transportation costs for oil or gas;

(6) qualified capital expenditures, as defined in A S  43.55.023;

(7) exploration expenditures under A S  43.55.025;

(8) production tax values o f oil or gas under A S  43.55.160;

(9) lease expenditures under A S  43.55.165;

(10) adjustments to lease expenditures under A S  43.55.170;

(11) tax credits applicable or potentially applicable against taxes 

levied by this chapter.

* Sec. 5^56. A S  43.55.900 is amended by adding new paragraphs to read:

(22) "producer" means an owner o f an operating right, operating 

interest, or working interest in a mineral interest in oil or gas;

(23) " progressiv itv— tax— rate— w eans -that -part- o f the tax -rate in 

A-S-4-3.>>tO !4tg ) that exceed* 25 percent:

h - i t — unit" means a group o f tracts o f land that is

(A) subject to a cooperative or a unit plan o f development or 

operation that has been certified by the commissioner o f natural resources 

under A S  38.05.180(p);

(B) subject to a cooperative or a unit plan o f development or 

operation that has been certified by the United States Secretary o f the Interior 

under 30 U.S.C. 226(m);

(C) subject to an agreement o f the owners o f interests in the 

tracts o f land to validly integrate their interests to provide for the unitized 

management, development, and operation o f the tracts o f land as a unit, within 

the meaning o f A S  31.05.110(a); or

(D) within the unit area o f a unit created by order o f the 

Alaska Oil and Gas Conservation Commission under A S  31.05.110(b-n}.

(23) "used in the Mate" means delivered for consumption as fuel in tlte 

stale, including as fuel mmsumcJ to generate eleclric itv-.

UU7ML,rriTfcTTTTTv -55- SCS C SH B  2001(FIN)-ttm
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- * See. > 4. A S  | j . 55.160(0. I.V35.165(c). 1-V55.l63(d 4. artd-4d-.-53.1KO ure repeated .- 

* Set1. 55. The tnicodified law ttV the State itV Alaska is amended hy adding a new sectaw  to

tafli j • t vlUf.

APP1.K A H II -II V. tat Section?, 1-5— 3<»: 3X. 44— 34-. and >4 okthrs Act apply to oh

A S  45.55.(>5<Ha). as anrended hy seer-36 ol this Act. and A S  43.53 .(534He) and-OVas-added

te4—Seit ions 2^ - >2 an d .U -o f f̂hhr Ae t apph-4o exploration expenditures incurred IW  

work (>ef4mnted -a44et December 3 i . 2IHI6. that are dre Iw m s  o l t a x -oredhs that muy he 

claimed aeainst raxes-levied lor nit anti gas prodrtced-alier December 51—2007:

<<3) AS  43.33.4>35. enacted hy sec. 4dot~ this Aet.-appltes to understatements made 

alter the elTective date oVsee. 40 ot~ this Ac t.

t e f -A S -43;>>:U75fal. enacted hy -sec. 44- o l' this A ch applies to any ta.x-liahilitv--under 

AS45.55 with respect to w hich the period o f limitations on-assessment -under-A S 4 -3-.05r360 

hatl-trot-expiry d -lv V-ae4lre-e4VtH.4ti-e-i.late o I'-nccv  14 and4 l-oVtkis -Aet.

xee-.4 7-<4 th6 A ctr applies-k»-nny-tepert-reipdfed-n> tv  Itled-alter the eli ective date o l'see.-47

sec . -34 o l'th is Ac t. -applies-to-any  -report .-statement. or other document required to -he Hied

-  t -̂Sec. 56. 1 Ire -w n W ttied lasv i*1 the State ol' -Ala A a  i-. amended hy adding new sections in 

read:

W V 4 -V ( - — k-iv-tlre hrtent-otAde-leecdnlurc tlrat the eontotissilwrer o f adminixiratiim shall 

cause- not more than lour nil and-gas-tevenue audit master positions to he created in the

he-eteated in the Department ol'natural Resources. O il and gas revenue-andit masters shirll 

be-cmplo)cd in a professional capacils to collect o il and gas reveinte by -developing policy. 

eondocting-sftid ics. drafting proposed- regulations. enforcing regulations. and d irecting audits

Kidet

(4k  A-M A A s A S kl V i M  I A l 1)11 V1A-S I 4 -R - POSi44D \S: I I ( iIS I.A  H V I
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hy oil tnul gas auditors.

(ML— A N D  D A S — A U D t fQ R fe -  (-1 AS S  11 1C A LK)N— A N D — P A Y — P L A NS,

(-2) -the- Department <4 Administration shall-develop and 

implement u distinct positimv-ei assilk a timt - plan and- a- d istinct pay plan -id r  oil ami gas 

auditors aiul their immediate supen isors that |>eft'orm

f2L - royalty audits. including net -profit share audits, in tlte Department- o l'

IVttHBUi f  ’K tfStH I

* See. 57.

reath

T R A N S IT IO N : D L P A R 1 M L N  1 < >L N A D  iR A L  -R L S O O R C LS R LG U L -A T lQ N jL

Notwithstanding any contrary provision--t4: A S -L L 62.240.- a regulation adopted hy the

Department o f Natural Resinuces to-implement. interpret.-tnake speci fie. -or mherwise carry 

out statutory— provision*, lor the -administration o f otl— atul gas— leases issued under

A S  38d>5:l 80( TK-3 H BK (D). o rtl >. to the event the tegtdat ton deals with the treatment o f oil 

tively to-April -1 :-2006: iI'-the-Depar-tntent-ot’ Natural-Resources expressly designates -in

AS  43.55.011(h), 43.55.011(/). 43.55.01 l(n). 43.55.160(e). and 43.55.165(d) are repealed.

* Sec. 58. The uncodified law o f the State o f Alaska is amended by adding a new section to 

read:

A P P L IC A B IL IT Y , (a) Sections 15 - 27. 29 - 38. and 45 - 57 o f this Act applv to oil 

and gas produced after June 30. 2007.

(h) Sections 39 and 41 o f this Act appl\ to statements and reports under 

A S  43.55.030(a). as amended by sec. 39 o f this Act, and A S  43.55.030(e) and (0. as added 

hv see. 41 o f this Act, required to he filed after the effective date o f secs. 39 and 41 o f this 

Act.

(c) Sections 30 - 33. 35. and 37 o f this Act applv to exploration expenditures incurred 

for work performed after December 31. 2007. that are the basis o f tax credits that mav be 

claimed aeainst taxes levied for oil and gas produced after December 31. 2007.

(d) A S  43.55.075(a). enacted bv sec. 43 o f this Act, applies to anv tax liability under
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A S  43.55 with respect to which the period o f limitations on assessment under A S  43.05.260

had not expired before the effective date o f secs. 14 and 43 o f this Act.

(e) The penaltN in AS  43.55.030(d). enacted b\ the amendment to AS  43.55.030(d)

in sec. 40 o f this Act, applies to an\ report required to be filed after the effective date o f sec. 

40 ol'this Act that is not filed timely.

(0 The penaltN in AS  43.55.040(7). enacted h\ the amendment to A S  43.55.040 in 

sec. 42 o f this Act, applies to an\ report, statement, or other document required to be filed 

after the effective dale o f sec. 42 o f this Act.

* Sec. 59. The uneodified law o f the State o f Alaska is amended hv adding a new section to

read:

O IL  A N D  G A S  R E V E N U E  A U D IT  M A S T E R  POSITIONS: L E G IS L A T IV E

IN T E N T . It is the intent o f the legislature that the commissioner o f administration shall cause 

not more than four oil and gas revenue audit master positions to he created in the Department 

o f Revenue and not more than two oil and jgas revenue audit master positions to be created in 

the Department o f natural Resources. Oil and gas revenue audit masters shall be employed in 

a professional capacity to collect oil and tzas revenue b\ developing polics. conducting 

studies, drafting proposed retaliations, enforcing regulations, and directing audits b\ oil and 

gas auditors.

* Sec. 60. The uneodified law o f the State o f Alaska is amended hv adding a new section to

read:

O IL  A N D  G A S  A U D IT O R S : C L A S S IF IC A T IO N  A N D  P A Y  PLANS .

Notwithstanding A S  39.25.150(2). the Department o f Administration shall develop and 

implement a distinct position classification plan and a distinct pay plan for oil and gas 

auditors and their immediate supervisors, other tLan revenue audit masters, that perform

( 1) oil and gas tax audits in the Department o f Rev enue under the direction o f 

an oil and gas revenue audit master:

(2) rovaltv audits, including net profit share audits, in the Department o f 

Natural Resources under the direction o f an oil and gas revenue audit master.

* Sec. 61. The uneodified law o f the State o f Alaska is amended bv adding a new section to

read:

T R A N S IT IO N : P A Y M E N T  O F T A X . A  person subject to tax under AS  43.55 that is
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required to make one or more installment payments o f estimated tax or other payment o f tax 

under A S  43.55.020(a). as amended bv sec. 21 o f this Act, for the production o f oil or gas 

durinu a month after June 30. 2007, and before the effective date o f sec. 21 o f this Act but 

that failed to pay the full amount o f the installment payments or other payment o f tax 

required under A S  43.55.020(a) because o f the retroactive application o f secs. 15 - 27. 29 - 

38. and 45 - 57 o f this Act under sec. 64 o f this Act, shall pay before April I. 2008. the 

balance o f anv tax due under AS  43.55 for the period after June 30. 2007. and before the 

effective date o f this section.

* Sec. 62. The uneodified law o f the State o f Alaska is amended b\ add inti a new section to 

read:

T R A N S IT IO N : R E T R O A C T IV IT Y  O F R E G U L A T IO N S . Notwithstanding anv 

contrary prov ision o f A S  44.62.240.

(0  if the Department o f Revenue <• .pressly designates in the regulation that 

the regulation applies retroactively to that date, a regulation adopted b\ the Department o f 

Revenue to implement, interpret, make specific, or otherwise carry out secs. IS - 27. 2C> - 38. 

and 45 - 57 ol'this Act mav applv retroactively to July I. 2007:

(2) a regulation adopted hv the Department o f Natural Resources to 

implement, interpret, nakc specific, or otherwise carr\ out statutory provisions for the 

administration o f oil and uas leases issued under A S  38.05.180(f)(3)(B). (D). or (H). to the 

extent the retaliation deals with the treatment o f oil and uas production taxes in determining 

net profits under those leases, mav applv retroactively to April 1. 2006. if the Department o f 

Natural Resources expressly designates in the regulation that the regulation applies 

retroactively to that date.

* Sec. 63. The uneodified law o f the State o f Alaska is amended bv addinti a new section to 

read:

T R A N S IT IO N : R E G U L A T IO N S . The Department o f Natural Resources and the 

Department o f Revenue may proceed to adopt regulations to implement this Act. The 

regulations take effect under A S  44.62 (Administrative Procedure Act), but not before the 

effective date o f the law implemented by the regulation.

* Sec. £*L64. The uneodified law o f the State o f Alaska is amended by adding a new 

section to read:

-------------------------------------------------------------WORK DRAFT_____________________________________WORK DRAFT 25-GH00I4
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R E V IS O R 'S  l?VVI4U ‘C 'l lO M r-ln the follow ing statute-sections. the rev isor o f statutes 

shall substitute the spanned reference

43.55.180": A S  13.55.020(e). 43.55.080.— l3.5>rl-3»^--43.55.150(»». 13.55.201(c). and

(2) "A S  43.55.01-7 — 43^-^470" tor the-spanned re ference— AS  43.55.017 - 

43.55.180": A S  43.55.023(g).

T Y  O l C E R T A IN  PR O V IS IO N S  O F  TH IS  A C T , (a)

Sections 29 and 34 o f this Act are retroactive to July 1, 2003.

(b) Sections 15 -  34*27. 29 - 38, 44— 5f^and 5445 - 57 o f this Act tokeare retroactive 

to July 1.2007.

* Sec. 65. Section 28 o f this Act takes effect January 1,2008.

* Sec. 04.66. Except as provided in sec. 6065 o f this Act, this Act takes effect immediately 

under A S  01.10.070(c).
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PPT IM P L E M E N T A T IO N  S T A T U S  R E P O R T

I. Purpose o f the Report and Conclusions:

In August 2006, the Alaska Legislature passed H B  3001 containing a new oil and gas 

production tax system called the Petroleum Profits Tax (PPT). The new profits-based tax 

replaced the previous production tax based on gross value, generally referred to as the 

“Economic Lim it Factor” (E LF ) tax system. Debate and passage o f H B  3001 was 
contentious, with questions raised on the propriety o f a profits-based tax and on the 

appropriate tax rate. The controversy escalated earlier this year with the handing down o f 
federal indictments against several legislators that centered on potential corruption 
involving the PPT deliberations and votes.

The Governor tasked the Commissioner o f Revenue with evaluating whether the PPT was 
meeting expectations with respect to state revenues and industry’s reinvestment in 

Alaska. The Commissioner o f Revenue formed a Production Tax Team, staffed with 
members from the Department o f Revenue, D ivision o f Tax and the Department o f 

Natural Resources, D ivision o f O il and Gas to review various aspects o f PPT 

implementation. Based on the information provided by the Production Tax  Team, the 

initial conclusions o f the Department o f Revenue are:

1) A t  current prices, the state is collecting more production tax revenues under 

PPT than it would have under the E L F  system. However, those revenues are 
falling far short o f what was expected when PPT was passed.

2) Operating and capita, costs are substantially higher than were forecasted in the 

PPT fiscal note provided to the legislature.

3) The value o f PPT credits may not be fu lly realized for exploration companies 

new to Alaska, given the small market for resale among “producers.”

4) The crossover oil price point where the state receives more revenue under the 

PPT than under the E L F  system has moved from the $26/barrel predicted in the 

PPT fiscal note to $48/barrel.

5) The activation o f the progressive surcharge has shifted from a market price o f 

$55 to over $60 a barrel.

6) D O R  faces significant challenges in implementing the PPT as currently 

structured.

PPT Status Report
August 3, 2007
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I I .  D is c u s s io n :

1) Production tax revenues are falling far short o f expectations. The following graph 
shows the differences in modeling results for F Y  2008 production tax revenues; this 

graph compares initial modeling for F Y  2 0 0 8 as prepared for the House B ill 3001 (PPT) 

fiscal note [SCS HB3001(NGD)1, with current modeling, as prepared for the Spring 2007 
Revenue Sources Book, and with the tax revenue that would have been generated under 
the E L F  system. The tax revenue expectations for F Y  2008 are significantly lower than 

the revenue forecasted when the fiscal note was drafted. This is primarily due to the 
significantly higher costs being reported as compared to what was estimated in the fiscal 

note, as noted below.

In F Y  2008. based on forecasted price and production levels, the PPT is expected to 
generate about $250 million over that which would have been generated under the E L F  

system. However, this is more than $800 million less than what was predicted in the PPT 

fiscal note.

FY 2008 Production Tax Estimates: HB 3001 (24th Legislature) Fiscal Note and 
Spring 2007 Revenue Sources Book PPT Forecasts; and ELF Tax

£
a

$30 $40 $50 $60 $70

ANS WC Price (t'bbl)

Note. Above estimates ere baaed on most cuners laxpayer-eubmmed expandrtura forecasts and do not retted any changes n apendng due to
increases or decreases m o4 pnce

1 Because of the unexpected disruptions to revenues and costs caused by the gathering line 
failures in the Prudhoe Bay Unit in F Y  2007, the Department is using F Y  2008 as the comparison 
year to eliminate one-time aberrations. In addition, the HB 3001 Fiscal Note and E LF  Tax models 
have been adjusted to reflect current production estimates.

PPT Status Report Page 2 of 5
August 3. 2007



2) Operating and capital costs are substantially higher than were forecasted in the PPT 
fiscal note. The substantial and unanticipated increase in costs is the primary reason 
revenues are falling short of expectations. Throughout the latter half of 2004 and 2005, 
DOR officials gathered information from confidential tax documents, annual reports, 
private consultant analyses, and the i dustry about the costs of producing petroleum on 
the North Slope. DOR modeled the PPT revenue forecasts using these cost data and the 
results of this modeling were provided to the legislature to aid their consideration of the 
PPT.

Based on the cost data received by the Department for 2006 and 2007 since passage of 
PPT, the Department has increased by almost 100% taxpayer operating and capital cost 
estimates for FY 2008 in its Spring 20C7 Revenue Source Book revenue projections. In 
discussions with taxpayers, DOR has been told that these higher costs levels for 2006 and 
2007 are not aberrations caused by unique events, such as the Prudhoe Bay shutdown, 
and that we should anticipate costs remaining at these levels for the foreseeable future.

North Slope Production and Costs FY 2008, 
per HB 3001 Fiscal Note and Spring 2007 Forecast

HB 3001 Fiscal Spring 2007 
Note Forecast

FY 2008 s-
Production (barrels per day) 802,000 764,000
Costs

Operating costs (Smillions) $1,076 $2,160
Capital costs (Smillions) $1,052 $1,900

Total Costs $2,128 $4,060

Total Costs per Barrel $7.27 $14.56
Operating costs per barrel $3.68 $7.75
Capital costs per barrel $3.59 $6.81

High oil and gas prices since 2005 are frequently cited as the cause of these cost 
increases. Projects around the world that were once only marginally economic, are now 
considered very viable, and are now placing increased demands on limited supplies of 
engineering, procurement and construction services and on raw construction materials. 
The Upstream Capital Costs Index, developed by Cambridge Energy Research Associates 
(CERA), shows that costs for oil and gas production equipment, facilities, construction 
materials and personnel have increased 53% since 2005. CERA expects cost escalation 
to continue through 2007, although at a slower pace. Fluor Corporation estimates that 
prices for fabricated structural steel have increased 60-70% from 2003 to 2006, and that 
delivery times for these materials increased by 18-20 weeks from their previous levels. 
The same company reports that prices for seamless and welded pipe used in petroleum 
production have increased 80-160% from 2003 to 2006, and expects increases of another 
15-50% by 2009.
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It is too early to tell whether all of the costs reported under PPT thus far are properly 
deductible. Also, it is too early to know whether the increase in reported industry 
spending in the state will result in increased future production, or whether the increase in 
spending can be attributed to changed behavior as a result of the incentives included in 
PPT. What we do know is that the costs used in the modeling for the PPT fiscal note 
have proven inaccurate.

3) The value of PPT credits mav not be fully realized for exploration companies new to 
Alaska given the small market for resale among “producers.”
Under PPT, tax credits earned by investors and explorers may be transferred and sold to 
other taxpayers who have a production tax liability. Companies that have been issued 
credit certificates above and beyond the $25 million that can be refunded by the state 
would presumably sell their certificates to the highest bidder. In the first year that the 
PPT has been in place, however, companies holding credit certificates report that there 
have been few buyers for the certificates, and that those offering to buy them are doing so 
at large discounts.

4) The oil price crossover point where the state receives more revenue under the PPT 
than under the prior ELF system has moved from $26/barrel to $48/barrel.
The ELF system “crossover point”— that is, the Alaska North Slope - West Coast (ANS 
WC) oil price whereby the PPT generates more revenue than the ELF system— was the 
focus of some attention during the 2006 legislative session. Primarily due to the increase 
in the cost estimate, the currently estimated crossover point is substantially higher than 
was projected in 2006.

5) The activ ton of the progressive surcharge has shifted from a market price of $55 to 
$60-63 a barrel. Because the surcharge is not activated until the taxpayer’s net income 
per barrel exceeds $40, higher costs have depressed taxpayer net income, thus delaying 
the price at which the surcharge kicks in. In addition, as production declines, the price at 
which the progressive surcharge is activated will move higher as costs are spread over 
fewer barrels. Although the level differs for each individual taxpayer, the North Slope 
average progressivity trigger is now estimated to be somewhere between $60 and $63 per 
barrel.

6) DOR faces significant challenges in administering the PPT as currently structured.

a) Regulations- The second phase of PPT regulations has been delayed as a resuK 
of the challenge of accurately describing the allowed and disallowed lease expenditure 
deductions.

b) Revenue Forecasts- The Department has been severely hampered in its ability 
to provide the administration and the legislature with accurate revenue forecasts because 
the department lacks future capital and operating expenditure information. The 
Department is in the process of rectifying this problem by requiring operators to provide 
forward-looking cost data, when and as provided to the unit working interest owners.
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Statutory changes may be required to fortify and focus these requests for unit cost 
information.

c) Audits- With the passage of PPT, the department was authorized to hire eight 
auditors and one tax technician to assist with the additional audit requirements of the new 
tax structure. To date, the department has successfully filled the three most senior auditor 
positions, and has reduced the skills requirements for the remaining junior level auditor 
positions in light of the challenges of matching competitive pay with the more senior 
level skill sets.

The complexity of auditing production tax has increased several fold under the PPT, and 
the PPT increased the number of determinations an auditor must make. The provisions in 
the PPT which are intended to simplify and streamline these determinations through 
reliance upon unit owners’ auditing of unit operators may assist this process, but we have 
not yet been through an audit cycle to assess the efficacy of this approach.

III. Conclusion

The state’s experience with PPT puts a spotlight on the risks associated with a net profit- 
based tax system. The new system introduced the added variable of costs into the oil 
revenue equation. While it is a risk that is inherent in the decision to approve a net profit- 
based tax, the question is whether the magnitude of the risk was fully understood by the 
legislature given the information provided to them. While costs would be expected to 
increase, the dramatic difference between what was predicted and what has actually been 
experienced brings into question whether the legislature made its decisions based upon 
appropriate information.

Another aspect of PPT, the tax credits given for capital expenditures, has been 
significantly reduced in value due to the lack of an efficient market for those new 
exploration companies looking to sell their credits to those who have current production. 
This deficiency is particularly troubling because these new exploration companies are the 
ones that provide the state with the greatest opportunity to encourage new production that 
might not otherwise occur.

Clearly, there are aspects to PPT that should be re-examined by the legislature. In 
particular, the legislature should reassess whether the state is getting its fair share of oil 
and gas revenues, and whether the credits are designed optimally to provide the 
maximum impact on the state’s goal of encouraging investment that leads to more oil and 
gas production.
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Doyen, Limited Proposal November 1,2007

TAX EQUITY FOR GAS PRODUCTION FROM BASINS OUTSIDE OF 
COOK INLET AND SOUTH OF NORTH SLOPE

gee* Several basins south of the Brooks Range could provide natural gas for which would (1) 
help alleviate large, looming gas production shortfalls in South Central, (2) result in delivery of 
local gas to Interior communities, and (3) provide gas for local uses in rural areas. In particular 
focus is gas exploration activity in the Nenana basin which is stalled in large measure due to gas 
tax changes made by PPT in 2006. Discovery of gas at Nenana could result in gas delivery to the 
entire Railbelt, including South Central.

Remedy: Changes to current PPT or pending ACES changes which would extend Cook Inlet 
gas production tax treatment for in state uses of gas that could be produced from basins south of 
the Brooks Range such as Nenana, Copper River, Healy, Yukon Flats, Wulik, Holitna and 
onshore Bristol Bay. There would be no change to the tax on any possible oil production from 
these areas.

Background: Prior to the enactment of PPT in 2006 several million dollars were spent by 
Andex Resources, Usibelli Energy, Doyon, Limited and Arctic Slope Regional Corporation 
gathering over 200 miles of seismic and performing other work related to conventional natural 
gas exploration, mostly on State lands in the Nenana basin under an exploration license. The 
Nenana basin is located along the Railbelt southwest of Fairbanks and to the immediate west of 
the community of Nenana. Earlier exploration programs and work under the current exploration 
license indicate the potential for gas in amounts that could provide pipeline gas and gas fired 
power to Railbelt commi lities from Fairbanks to Anchorage. There are no discoveries of oil or 
gas in this basin.

Pending is a decision to drill a 10,000 foot exploration well. However, Andex, the majority 
partner and operator in the venture, has declined to invest further due in major part to the 22.5 % 
PPT tax rate on any gas pr< duced at Nenana. In contrast, Cook Inlet gas is taxed until 2022 at a 
much lower rate. The project has been suspended for soon to be three winter drilling seasons: 
first in anticipation of tax changes in 2006, the fallout from PPT enactment in 2007, and now the 
pending ACES proposal which because of timing precludes a drilling decision for 2008.

Nenana is the only pending gas exploration project designed to serve South Central and Interior 
Railbelt communities with pipeline gas and new gas-fired power which would be taxed at 22.5%. 
Moreover, Department of Revenue officials acknowledge that North Slope export gas will need 
to be taxed at a rate of perhaps 10% or lower before a large diameter pipeline could be 
sanctioned.

The potential of the Nenana basin is substantial. Experts note that as much as 6 trillion cubic 
feet of conventional natural gas could be recovered there. Cook Inlet has produced at jut 7 
trillion cubic feet since the early 1960s. Yet, the Neoana gas project has a very high exploration 
risk profile because it is in a “wildcat” basin. There has been no discovery or production. There 
is no pipeline or other gas related infrastructure and services in the area. These elements, when 
combined with existing tax treatment, have resulted in the loss of the project’s majority partner. 
Efforts to attract new participants to the venture have been unsuccessful.



OumBom  h e r d  from Lerialxtorx. staff —d the Adiinfatration

Why expand Cook Inlet tax coverage to all areas south of the Brooks Range, rather than to 
Nenana only?
Basins such as Copper River and Yukon Flats also could provide gas to the Railbelt. The Brooks 
Range and the southern boundary of the North Slope Borough are demarcation lines separating 
the North Slope from the rest of the state. Expansion of Cook Inlet treatment up to either of 
these lines addresses the accepted principle that North Slope gas will need specific tax treatment, 
leaving the rest of the state with a different approach focused primarily on in state uses. Other 
basins south of the Brooks Range could provide gas to local communities and rural development 
for heating and power, such as Red Dog Mine (Wulik basin) and the pending Donlin Creek Mine 
(Holitna basin).

Would extension of Cook Inlet tax coverage be good tax policy if a “big” gas find with 
export potential was made in one of these basins?
Current Cook Inlet tax treatment has a limited life; it will sunset at the end of 2021. First drilling 
at Nenana could not start in all likelihood until January 2009. Exploration and development, if 
successful, would take several years, probably until 2013-2015, to find enough gas to justify a 
pipeline to serve a portion of Railbelt needs. Even if larger quantities were found, that gas would 
likely go to South Central to make up for accelerating production declines in Cook Inlet. The 
North Slope gas line would not be in place until 2016 or later, and space in that line will likely be 
taken up by North Slope gas for many years before there would be expansion possibilities— all 
after the 2021 sunset of the special Cook Inlet tax provisions. And, the Legislature can always 
change laws.

Regardless, the Nenana gas project, for example, is intended to provide gas to Alaskans. We 
believe this would be the case for anyone trying to develop gas in these other basins south of the 
Brooks Range and outside of Cook Inlet. There are at least two solutions to lingering concerns 
about a “big find” which might be exported out of state. They are: incorporation of a production 
“ceiling” provision at which each new basin would lose Cook Inlet tax treatment, or a simpler 
provision which grants Cook Inlet tax treatment solely to in state uses.

Didn’t “new area” basins outside of Cook Inlet and the North Slope get an additional PPT 
benefit last year?
Yes. An additional $6 million/year credit is available for oil and gas. However, in most 
financial models the PPT rules of general application, including the extra $6 million credit, are 
not competitive with identical projects in Cook Inlet. To assure that the areas south of the Brooks 
Range are treated identically to Cook Inlet, the $6 million credit as applied to gas should be 
eliminated if Cook Inlet gas provisions are granted.

It is important to note that the $6 million credit is still a very valuable tool to attract investors to 
explore for oil in remote, unexplored places such as the Yukon Flats north of Fairbanks. The $6 
million credit as it applies to oil should not be repealed.

Doyon, Limited 
November 1,2007 
Page 2
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October 30, 200*7

Representative Mike Doogan 
716 w. a1-1' Avenue, Suite 320 
Anchorage, ak 99501-2133

Re: PNG's regulatory statue
Our F ile  No. i 2102

Dear Representative Doogan:

I represent Fairbanks Natural Gas (PNG] in regulatory 
matters, including matters before the Regulatory Commission of 
Alaska [RCA]. My c lien t wishes to thank you for your interest and 
questions during the recent House O il and Gas hearing on HB2001, 
and has asked me to provide additional information regarding PNG's 
regulatory status. You asked Rep. Ramras whether or not FNG is a 
regulated u t i l i t y .  His response was not en tire ly  correct.

PNG is subject to RCA regulation, and operates pursuant 
to RCA Certificate  of Public Convenience #514 in designated a r e a s  
of Fairbanks. In 2003 the RCA approved a conditional exemption 
from rate regulation based on AS 42.05.711(d), which states, "The 
commission may exempt a u t i l i t y ,  a class of u t i l it ie s , or a u t i l i t y  
service from a ll or a portion of this chapter i f  the commission 
finds that the exemption is  in the public in terest."

RCA Order No. U -02-048 determined that ”FNG operates in a 
competitive market, and i t  is  in the public interest to grant its  
petition for exemption. Economic regulation is not necessary under 
these circumstances." The RCA further stated, "We dc not ace the 
need to impress a rate cap on FNG, given the ease with which its  
customers can change fuels. We grant FNG's petition in Docket U-02- 
48 for exemption from rate regulation with  co n d it io n s . "

The conditions imposed on FNG by the RCA include:

• FNG is required to f i le  informational ta r iffs  with RCA 
before making any changes in rates.
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• PNG cannot discriminate against customers who cannot switch 
fuels. These customers must be included in the same rate 
class with others who can easily switch, and must be 
charged the same ra te .

• FNG must maintain a current ta r if f  with the RCA through its  
informational ta r i f f  filin g s .

• FNG must no tify  its  customers, at least one b illin g  cycle 
in advance, of any rate changes. FNG's customers have 
considerably better and earlier actual notice of rate 
changes than customers of most other u t i l i t ie s .

• RCA w ill review filin g s  for unreasonable discrimination 
between rate classes. The RCA sta ff does not "rubber 
stamp" FNG's filin gs , and has rejected ta r if f  changes 
sought by PNG.

• FNG must f i le  annual reports with the RCA.

The RCA has recently determined not to reconsider PNG's 
conditional exemption, but has made i t  clear that i t  may reconsider 
the exemption in the future.

This regulation issue is relevant to FNG's effort to 
deliver an -alternative fuel source to Fairbanks and its  intent to 
pass along to Interior ratepayers the benefits of the tax ceiling 
currently enjoyed by residents of Southcentral Alaska.

Again, thank you for taking the time to raise these 
issues. Given your extremely busy schedule in deliberating the 
complex nPT, we appreciate your attention to this c r itica l matter 
for FNG and Fairbanks natural gas users. Please do not hesitate to 
contact us with any further questions.

Sincerely,

ROSE & FTGURA

MLF/blc
c c : House O il & Gas Committee; Interior Delegation
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O c t o b e r  3 0 , 2007

R e p r e s e n t a t i v e  M ik e  D o o g a n  
7 1 6  w . 4Ln A v e n u e ,  S u i t e  320 
A n c h o r a g e ,  a x  9 9 5 0 1 -2 1 3 3

R e : F N G 'a  r e g u l a t o r y  s t a t u e
O u r  F i l e  N o .  : 2102

D e a r  R e p r e s e n t a t i v e  D o o g a n :

I  r e p r e s e n t  F a i r b a n k s  N a t u r a l  G a s  (FNG] i n  r e g u l a t o r y
m a t t e r s ,  i n c l u d i n g  m a t t e r s  b e f o r e  t h e  R e g u l a t o r y  C o m m is s io n  o f  

A l a s k a  [RCA] . M y  c l i e n t  w is h e s  t o  t h a n k  y o u  f o r  y o u r  i n t e r e s t  a n d  
q u e s t i o n s  d u r i n g  t h e  r e c e n t  H o u s e  O i l  a n d  G a s  h e a r i n g  o n  HB2001, 
a n d  h a s  a s k e d  me t o  p r o v i d e  a d d i t i o n a l  i n f o r m a t i o n  r e g a r d in g  F N G '8 
r e g u l a t o r y  s t a t u s .  Y o u  a s k e d  R e p .  R am raa  w h e t h e r  o r  n o t  PNG i a  a 
r e g u l a t e d  u t i l i t y .  H i s  r e s p o n s e  w as  n o t  e n t i r e l y  c o r r e c t .

PNG i s  s u b j e c t  t o  R C A  r e g u l a t i o n ,  a n d  o p e r a t e s  p u r s u a n t
to R C A  C e r t i f i c a t e  o f  P u b l i c  Convenience #514 i n  designated a r e a s  
of F a i r b a n k s .  I n  2003 t h e  RCA a p p r o v e d  a  c o n d i t i o n a l  e x e m p t io n  

r a t e  r e g u l a t i o n  b a s e d  o n  A 3 4 2 .0 5 .7 1 1 ( d ) ,  w h i c h  s t a t e s ,  “T h e  
c o m m is s io n  m ay  e x e m p t  a  u t i l i t y ,  a  c l a s s  o f  u t i l i t i e s ,  o r  a  u t i l i t y  
s e r v i c e  f r o m  a l l  o r  a  p o r t i o n  o f  t h i s  c h a p t e r  i f  t h e  c o m m is s io n  
f  Ln d s  t h a t  t h e  e x e m p t io n  i s  i n  t h e  p u b l i c  i n t e r e s t . "

r c a  O r d e r  N o . U -0 2 -0 4 8  d e t e r m in e d  t h a t  "F N G  o p e r a t e s  i n  a
c o m p e t i t i v e  m a r k e t ,  a n d  i t  i s  i n  t h e  p u b l i c  i n t e r e s t  t o  g r a n t  i t s  
p e t i t i o n  f o r  e x e m p t io n .  E c o n o m ic  r e g u l a t i o n  i s  n o t  n e c e s s a r y  u n d e r  
t h e s e  c i r c u m s t a n c e s . "  T h e  R C A  f u r t h e r  s t a t e d ,  "W e  d o  n o t  s e e  t h e  
n e e d  t o  im p r e s s  a  r a t e  c a p  o n  F N G , g i v e n  t h e  e a s e  w i t h  w h ic h  i t s  
c u s to m e r s  c a n  c h a n g e  f u e l s .  We g r a n t  P N G 's  p e t i t i o n  i n  D o c k e t  U -0 2 -  
48 f o r  e x e m p t io n  f r o m  r a t e  r e g u l a t i o n  w i t h  c o n d i t i o n s . "

T h e  c o n d i t i o n s  im p o s e d  o n  FN G  b y  t h e  R C A  i n c l u d e :

•  FN G  i s  r e q u i r e d  t o  f i l e  i n f o r m a t i o n a l  t a r i f f s  w i t h  R C A  
b e f o r e  m a k in g  a n y  c h a n g e s  i n  r a t e s .
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•  FNG  c a n n o t  d i s c r i m i n a t e  a g a i n s t  c u s to m e r s  w ho c a n n o t  s w i t c h  
f u e l s .  T h e s e  c u s to m e r s  m u s t  b e  I n c l u d e d  i n  t h e  sam e r a t e  
c l a e s  w i t h  o t h e r e  w ho c a n  e a s i l y  s w i t c h ,  a n d  m u s t b e  
c h a r g e d  t h e  sam e r a t e .

•  FNG m u s t m a in t a in  a  c u r r e n t  t a r i f f  w i t h  t h e  R CA th r o u g h  i t s  

i n f o r m a t i o n a l  t a r i f f  f i l i n g s .

•  f n g  m u s t n o t i f y  i t s  c u s to m e r s ,  a t  l e a s :  o n e  b i l l i n g  c y c l e  
i n  a d v a n c e ,  o f  a n y  r a t e  c h a n g e s .  F N G 's  c u s to m e r s  h a v e  
c o n s i d e r a b l y  b e t t e r  a n d  e a r l i e r  a c t u a l  n o t i c e  o f  r a t e  
c h a n g e s  t h a n  c u s to m e r s  o f  m o s t  o t h e r  u t i l i t i e s .

•  R C A  w i l l  r e v i e w  f i l i n g s  f o r  u n r e a s o n a b le  d i s c r i m i n a t i o n  
b e tw e e n  r a t e  c l a s s e s .  T h e  R C A  s t a f f  d o e s  n o t  " r u b b e r  
s ta m p " PNG'a f i l i n g s ,  a n d  h a s  r e j e c t e d  t a r i f f  c h a n g e s  
s o u g h t  b y  P N G .

•  FNG  m u s t f i l e  a n n u a l  r e p o r t s  w i t h  t h e  R C A .

T h e  R CA h a s  r e c e n t l y  d e t e r m in e d  n o t  t o  r e c o n s i d e r  F N G 's  
c o n d i t i o n a l  e x e m p t io n ,  b u t  h a s  m ade i t  c l e a r  t h a t  i t  m ay r e c o n s id e r  
t h e  e x e m p t io n  i n  t h e  f u t u r e .

T h i s  r e g u l a t i o n  i s s u e  i s  r e l e v a n t  t o  F N G 's  e f f o r t  t o  
d o l i v e r  an  a l t e r n a t i v e  f u e l  s o u r c e  t o  F a i r b a n k s  a n d  i t s  i n t e n t  t o  
p a s s  a l o n g  t o  i n t e r i o r  r a t e p a y e r s  t h e  b e n e f i t s  o f  t h e  t a x  c e i l i n g  
c u r r e n t l y  e n j o y e d  b y  r e s i d e n t s  o f  S o u t h c e n t r a l  A l a s k a .

A g a i n ,  th a n k  y o u  f o r  t a k i n g  t h e  t im e  t o  r a i s e  t h e s e  
i s s u e s .  G i v e n  y o u r  e x t r e m e l y  b u s y  s c h e d u l e  i n  d e l i b e r a t i n g  t h e  
c o m p le x  p p t , w e  a p p r e c i a t e  y o u r  a t t e n t i o n  t o  t h i s  c r i t i c a l  m a t t e r  
f o r  FNG  a n d  F a i r b a n k s  n a t u r a l  g a s  u s e r s .  P l e a s e  d o  n o t  h e s i t a t e  t o  
c o n t a c t  u s  w i t h  a n y  f u r t h e r  q u e s t i o n s .

S i n c e r e l y ,

ROSB^FIGURA

M a rk  £ L -P f g u r a
M L F / b l c

CC: H o u s e  O i l  fc G a s  C o m m it t e e ;  In terior D e l e g a t i o n
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M E M O R A N D U M

RE: Oil and Gas Reporting and Disclosure in Selected Countries

As part of the review of its oil and gas fiscal system, the State of Alaska is exploring 
ways to improve the administration of its ‘net’ based taxes. Many believe the State is at a 
disadvantage to the oil companies in auditing their compliance as little data are routinely 
provided to the State. As such, Gaffney, Cline and Associates (GCA) has been asked tn 
prepare a brief overview of how the acquisition, distribution and publication of oil company data 
are handled in other oil and gas producing regimes.

SUMMARY

Provision by oil companies to host governments of detailed information pertaining to 
petroleum licenses and activities thereunder is routine around the world, usually as a condition 
of the license or contract under which the petroleum rights are granted. Certain data, including 
costs, may also be required (or covered, as well) by fiscal regulations governing different forms 
of taxation beyond general income tax provisions.

The information normally required to be provided encompasses the range from physical 
samples to activity plans and operating and financial data. The form of provision may vary, but 
formats consistent with electronic data exchange are developed for certain information. Where 
provided, data are generally at a well or field level of granularity.

Data provision is governed by various different confidentiality provisions, although 
sharing between different state/government entities appears more the standard than the 
exception. Basic geologic data are held confidential for periods of 2-5 years; although in some 
circumstances this may be as long as 10 years.

Data on fields under development and producing fields tend to either be released 
straight away, or are only released in aggregate form. For the most part, detailed data are only 
released on historical field or well production. Historical capital and operating cost data tend to 
be aggregated by country for disclosure, on an annual historical basis.

Limited amounts of data are also provided on a forecast basis. This is mixed between 
aggregated data and field-level data. Most of the field data so offered is reserves, but Denmark 
actually reports capital expenditure forecasts by field. No published forecast operating cost data 
has been identified.

Field data are typically submitted pursuant to two time-based criteria; at the time field 
exploration, appraisal or development plans are submitted, or a major revision to those plans is
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incorporated, and on an annual basis for tracking and monitoring. Typically both situations will 
include production, capital and operating costs.

In its overview of reporting, GCA focused its efforts on reviewing practice in the 
petroleum producing countries of the North Sea, Canada, and Timor-Leste (where GCA recently 
assisted in the drafting of the Petroleum Act, the Petroleum Fiscal Act and associated 
regulations, drawing on "best practice" from around the world), although selected other 
examples are also included.

Considerable additional detail is available from websites and publications that go beyond 
the overview here, and should be studied further before detailed laws and regulations are 
drafted in Alaska.

DISCUSSION

Ownership of Data

Bar very minor exceptions, it is only in the United States that private entities own mineral 
rights. In Alaska, the state owns the rights to minerals making it similar to all other international 
locations.

States then lease or grant those rights to petroleum companies for a period of time either 
via a license, concession, service agreement or production sharing agreement. In exchange for 
receiving the rights to exploit (the state’s) hydrocarbon resources, the oil companies are 
routinely obligated to provide the state with most, if not all, of the data related to their petroleum 
operations. The legislation, regulations and contracts in most countries specify quite dearly that 
the state owns all data obtained or produced as part of petroleum operations.

Timor-Leste shall have title to all data and information, whether raw, derived, processed, 
interpreted or analysed, obtained pursuant to any Authorisation.

Some countries even go so far as to require that physical data, such as reservoir cores, 
are kept in-country at a state controlled facility.

Data and information acquired during the course o f Petroleum Operations may be freely 
exported by Authorised Persons provided that the Ministry may require that an original, 
or in the case o f a core, rock, fluid or other physical sample, a usable portion o f the 
original, o f all data and information, both physical and electronic, be kept in Timor- 
Leste.

Submission of Data

A variety of regulations usually stipulate the manner in which data are to be transmitted 
to the state. Physical data, such as cores or fluid samples, are packaged and labeled for long 
term storage. These are shipped to a facility designated by the state.

Other data, such as seismic, logs, production and costs, are supplied in two forms. First, 
the data are generally presented in the form of a routine report required by regulation. Reports 
are generally submitted in a non-editable format to ensure their integrity. Second, all data are


