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Forecast Adjustments

mForecasting Is a dynamic
process

mDOR adjusts price,
revenue, production
forecasts every 6 months

mCost forecasts to be
reviewed quarterly and
adjusted as necessary

12



Forecasting Improved

Through ACES

mACES requires more complete
cost reporting, both monthly

and annually

mACES requires forward-
looking cost Information

mACES provides clearer rules
for defining lease

expenditures
mACES improves audit function



Costs Policy Implications

mCosts of production should
not be ignhored In tax policy

mUnderstanding Industry costs
benefits the state

mCost sharing through credits
puts state In ""partnership™
with Iindustry
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Annual Employment & Earnings
January - December 2004

Alaska

o of Jan Feb Mar Apr May  Jure July Aug Sept Oct Nov Dec Average Total Avg Mo
roustnal Classification Units Emp Emp Emp Emp Emp Emp Emp Emp Emp Emp Emp Emp Mo. Enp Eamings Eamings
TOTAL INDUSTRIES 20708 2223065 286637 20046 2U7%6 3698 311330 316623 316856 3196 U7 2610 2B21 1,35 F11,637,946%6 3218
TOTAL GOVERNMENT 1907 8082 8L750 &89 3001 K713 72988 66713 6886 8618 X471 264 6B P04 B2BLN072  B477
FEDERAL GOVERNMENT 471 16463 1650 16634 1693 17272 18033 18084 178%H 17536 169%7 16741 1696 17175  $002017658 #4813
STATE GOVERNMENT 787 23913 24188 24611 24704 2BH5 294 2B5B 2806 A6l 4365 24406 4333 A0 6486801 B3R
_OCAL GOVERNMENT 649 40476 402 454 43 4496 3Bl B16 2705 431 41139 4118 41374 3780 $L341L606613  RIH
SRIVATE OWNERSHIP 18801 200453 203878 207217 211,75 223272 238401 249910 247,990 238208 2230 212926 21028 2231 $330413624 K16

300DS-PRODUCING 34%6  HA0B BIB BB HB3 P03 450 5% 51458 4660 4157 H718 RML 406/4 R2BE4730 $4633
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Agriculture, Forastry, Fishing, Hunting 4 55 666 B3 1113 139 1FHB 1346 137 1249 108 0°) &l 100 40983 RWOL
te’ C-op Production 16 8 B 117 jieZy 26 i) 219 7 18 18 a B 167 $511129 $1,753
1112 Vegetable & Molon Farming 2 16 16 16 19 43 &b 73 A4 s 37 5 19 3B
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1125 Animel Aguaculture 2 1% .07 A il 31 37 i 39 35 7 217 177 23 $B671458 6B
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1~' Oi &Gas Extraction 3] 2472 2481 2472 2471 2458 2523 2537 2561 252 2560 2587 2604 2521 $3H1 1713 $11610
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221 Coal 1 & & 8 D 8 B o] b A b B R
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Annual Employmant & Wages

jo/zt/oj
January - December 2006

Alaska
. o *o/ Jan Feb Mar May  Jure uy  — Sept Oct Nov Dec Average Total  Avg Mo
naustrial Classification Units Enmp Emp Enmp < Emp Emp Emp - Emp Emp Emp Emp Mo. Emp Eamings Eamings
TOTAL INDUSTRIES 21,520 292499 298675 303413 308174 0546 3RM8 30018 30266 BL497 312426 06206 303003(314,139) $12986737,135  $3445
TOTAL GOVERNMENT 198 78N 819B3 X&B7 &5H BHB B4NO 628 0077 4713 K321 8274 18 M55 3510156841 36/
FEDERAL GOVERNMENT 460 16212 1622 16434 16431 16783 1744 1740 17264 17077 1634 16175 1640 16700 $1,018636308 65083
STATE GOVERNMENT 87 2434 2611 25011 H5268 506 407 2380 23648 B247 505 HIR A6 2452 $L048B3907 $3653
LOCAL GOVERNMENT 716 40345 41080 41412 418% 41,719 3HI9B 24978 28166 40149 41052 40997 4080 3B2B $L41666626 B0
PRIVATE OWNERSHIP 19527 213508 21672 220556 24630 2H6,H8 25540 262790 261,180 24924 229906 22331 220810 234624 $047553026 3D
GOODS-PRODUCING 3497 H7H6 3B[BEWO 30919 4064 42410 51282 57451 HEB S00R2 4248 D717 B0 M4l 77120215 $H2A0
NATURAL RESOURCES 4 MINING I 15 1190 1238 13128 13466 1384 13785 13980 1395 13500 1345 13334 13196 $1,251082215 $7,900
Agriculture, Forestry, Fishing, Hunting 140 477 &3 1037 1187 122 1286 1241 11% P26 737 56 99 $3614030 3173
v*  Crop Production 16 8 ) i 197 x r 233 18 140 13 ™ 100 13 $3313830 $L697
1112 Vegetable & Melon Farmng 3 15 17 18 k4 % A o a3 % 51 ce) D 45
1114 Greenhouse, Nursery, etc. 13 6L 13 16 27 18 7 15 B &b 6 ) 18
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*14 Fishing, Hunting, Trapping 48 7 18 19 3B 49 & 180 47 118 & 20 48 67 $463980 35530
1141 Hshing 48 7 18 19 ] 29 & 180 g 118 & 0 48 67 #463980 50
*.5 Agriculture. Forestry Support 19 3 7] 53 0 83 (0% A &b a0 0 0 =3 73 ®009673 A
1151 Crop Production 2 0 0 0 5 3 9 2 3 8 0 0 1 4
1152 Animal Production 5 Y A 2 2 ) b 33 3 > 3 A 2 3
1153 Forestry 2 21 20 2 H 48 57 “ P b ] 3] 5] 3] $1689103 $3946
Mmtng 24 14 1122 1155 12000 1220 1252 1240 12719 1270 1264 1268 1288 12247 $,214911.85 8267
211 Oil & Gas Extraction H 2713 2™ 274 2815 280 295 293 2% 292 2990 3004 306 $19200313 $12087
2111 Qil & Gas Bxtraction 3] 2713 2754 274 2815 289 295 2903 2% 292 290 3004 308 [SSO  $#1920313 $12087
212 Mining, except Oil & Gas 70 152 1616 1640 162 1716 182 182 181 169¥ 173 178l 187 174 $4018145 6671
2121 Coal 4 m m ol 119 15 16 10 21 15 10 124 123
2122 Metal Ore D 138l 1417 143 144 1453 158 156 1:|1 152 1487 198 1621 1858 $12714449 HBAR
2123 Nonretallic Mineral, Quarrying 6 0 ;] 3 119 148 18 17 161 15 1w B yz 4
i P
»»pm?:‘an T OBy Revised: 8302007
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M EM ORANUDUM State of Alaska

DEPARTMENT OF NATURAL RESOURCES DIVISION OF OIL AND GAS
TO: Senator Bert Steadman DATE: May 18, 2007
Co-Chair Senate Finance Committee
FILE NO
THRU:
TELEPHONE: 269-8800
FROM: Kevin Banks SUBJECT: Royalty and Tax Incentives

Acting Director Presentation to Senate
Finance 4-25-07

On Thursday, April 25, 2007,1gave a presentation to the Senate Finance Committee about the
various royalty and tax incentives that are now available to the oil and gas industry in Alaska. As
| indicated during my testimony, | was unable to prepare a formal slide presentation on short
notice. Instead, | promised the committee that | would follow-up with a memo that would
summarize my presentation. Here is the summary.

The catalogue of royalty and tax incentives now offered by the state of Alaska are available to
any qualified company willing to commit to exploring and developing the state’s oil and gas
resources. It should be noted that, while there is a growing interest to find natural gas in
anticipation of the North Slope gasline, the principal target of these incentives on the North Slope
has been the exploration and development ofoil. These incentives are sought after by explorers
and developers who face a commercial landscape where access to regulated oil pipelines in the
state is not constrained and where the oil pipeline version ofrolled-in rates is available.

Explorers want incentives for marginal oil prospects even though the transportation cost, as a
proportion ofthe market value of oil, is relatively small. Commercializing gas is challenged by
the relatively higher cost of transportation as a proportion of market value. To illustrate this
point, consider that the combined marine transportation and TAPS tariff is about S7.00 per barrel
for ANS crude oil that sells in the U.S. West Coast for more than $60.00. Contrast this with a
$2.00 - $2.50 per mmBtu tariffon ANS gas that today sells for $6.50. On an energy equivalent
basis, the cost of transportation for gas is two-to-three times the cost of transportation for oil.

The division has incorporated all of the incentives that are currently available in the prospect
modeling done in our economic analysis of AGIA. Because they are available to every company,
these incentives, by themselves, do not favor the explorer/developers vis-a-vis incumbent
producers. To provide pipeline access for these players, the terms in AGIA are required.

During the hearing on April 25,2007 committee members were given a list of the royalty and tax
incentives now offered by the state. Some ofthese incentives are particularly focused on
different regions in the state. During my testimony, | focused on those that applied to the North

Slope.



DIRECTED INCENTIVES
Exploration Incentive Credits (EICS)

AS 38.05.180(i) provides royalty and tax credits for up to 50 percent of drilling costs on a
lease or 50 percent of seismic costs on unleased state lands. This provision allows DNR to
incorporate the credit as part of a lease offered in our conventional lease sales. Since the state
began offering EICs under this program, 22 exploratory wells qualifying for credit have been
drilled on state leases. This has resulted in approximately $60 million in credits for exploratory
drilling since 2004. There have been no applications for geophysical EICs.

AS 41.09.010 provides royalty and tax credits for up to 50 percent of drilling and seismic
costs on unleased state and non-state lands. It also provides up to 50 percent of the seismic costs
on lands within an exploration license area. The program is capped at $500,000 per project with
a total program cost capped at $30 million. Data acquired under this program must be made
public after two years. This provision expires on July 1, 2007.

Exploration Tax Credits

AS 43.55.025 provides an incentive credit for work performed between July 1, 2003 and
July 1, 2016. The applicant may receive a production tax credit of 20 percent ofdrilling costs if
the well is more than 3 miles from an existing oil and gas well or more than 25 miles from an
existing unit (more than 10 miles from a unit in Cook Inlet). An applicant who meets both
conditions may receive a credit 0f40 percent. An applicant may also receive a credit for 40
percent of seismic costs if outside of an existing unit.

For income tax, AS 43.20.043 provides an incentive of up to 10 percent of the qualified
capital investment costs for any oil and gas activity south of68° latitude. The program applies to
cost expended after the program was initiated on June 30, 2003 and is capped at 50 percent of the
taxpayer’s tax liability. Carry-forwards are allowed. These credits can be transferred if the entire
business ofthe taxpayer is sold. The credit ceases to apply once production starts. The applicant
cannot “double dip” other tax credits offered by the state.

Royalty Reduction/Modification

AS 38.05.180(j) provides three opportunities to modify royalty rates on a lease: to
encourage development and production in a field or pool that would not otherwise be developed,
to provide for a lower royalty rate where a field has shut in; or provide a lower royalty rate to
extend field life. In the first instance, the royalty rate cannot go below 5 percent and must
include a mechanism that accommodates for changes in price and may include a mechanism for
changes in production rates, costs, etc. The royalty rate may be reduced to as low as 3 percent in
the second and third instances.

Royalty modification under this statute has been approved only once, for leases at the
Oooguruk Unit development project (2006). No production has occurred to-date at Oooguruk.



Royalty modification for Oooguruk reduced total state revenues by S| 11 million and added 8.4
percentage points to the producer’s IRR (including PPT; see below.)

Cook Inlet Platform Royalty Relief

AS 38.05.180(f)(6) provides for a sliding scale royalty rate between a low of5 percent
and the lease rate depending on per-barrel production rates measured over a three month period
on platforms and selected units within the Cook Inlet basin. The table below illustrates how the

royalty rates are set.

Dolly, Grayling, KinBSalmon, Steelhead
<1200 Bpd =5% 1200-1300 Bpd =7%  1300-1400 Bpd =85%  1400-1500 Bbl =10%  >1500 Bpd = 12.5%

Baker, Dillon, “A”, “C”

<975 =5% 975-1100 Bpd =7% | 1100-1200 Bbl =8.5% 1200-1350 Bpd =10% | >1350 =12.5%
Granite Point, Anna, Bruce, and West McArthur River Unit
<750 =5% 750-850 Bpd = 7% | 850-1000 Bbl =8.5% |1 1000-1200 Bpd =10% | >1200 =12.5%

The Baker and “A” platforms have been shut-in. All other platforms arc still in production.

Discovery Royalty

AS 38.05.180(f)(4) provides for a discovery royalty of 5 percent on leases issued before
1969. This discovery royalty is now rarely available because most of the leases where this

discovery royalty may apply have expired.

AS 38.05.180(f)(5) provides for a 5 percent royalty rate in the following six fields in the
Cook Inlet: Falls Creek, Nicolai Creek, Starichkof, North Fork, Redoubt Shoals, and West
Foreland. In order to receive this incentive, the fields must be in production by January 1,2004.

Lease Valuation Modification

AS 38.05.180(aa) substitutes for the lease term that requires the lessee to pay royalties
based on the “higher-of’ actual proceeds, market value, or the actual proceeds of other lessees in
the same field. Instead, the value ofroyalty production sold by the lessee to a utility will be
based on the contract price.

AS 38.05.180(ee) substitutes for the lease term that requires the lessee to pay royalties
based on the “higher-of’ actual proceeds, market value, or the actual proceeds of other lessees in
the san.e field. Instead, the value of royalty production sold by the lessee to a chemical fertilizer
plant will be based on the contract price.

PPT INCENTIVES

Tax Ceiling based on the Economic Limit Factor



AS 43.SS.011(j) and (K) provides that the tax payer will pay no more than the tax it would
owe under the severance tax and ELF system. Applies to production only in the Cook Inlet.

Qualified CapEx Credits

AS 43.55.023(a) provides a 20 percent transferrable tax credit under PPT for qualified
capital expenditures.

Loss Carry-Forward Credits

AS 43.55.023(b) provides 20 percent transferrable tax credits under PPT for capital
expenditures if the taxpayer is unable to take advantage of the qualified capex credits in any year.

Transition Investment Expenditure Credits

AS 43.55.023(i) provides a non-transferrable tax credit based on 20 percent of the capital
expenditures incurred by the taxpayer between 2001 and 2006. The amount taken as a credit
under this section may not exceed 10 percent of the taxpayer’s qualified capital expenditures
incurred during the calendar year for which the credit is taken.

Frontier Basin Production Credit

AS 43.55.023(a) provides a non-transferrable tax credit of up to $6 million for production
south of68° latitude and outside of the Cook Inlet basin. This credit will sunset in 2016.

Small Producer Credit

AS 43.55.023(c) provides for a non-transferrable tax credit of up to $12 million for small
producers. The tax credit is based on a sliding scale: a producer whose statewide production is
50,000 barrels per day or less qualifies for the full $12 million tax credit, at 100,000 barrels per
day the credit amount falls to zero.

As part of its evaluation of both the Oooguruk Unit and Nikaitchug Unit royalty modification
applications, DNR examined the impact of the PPT and the PPT tax incentives on new
development economics. In both cases, the producer will pay more taxes on an undiscounted
basis but, when discounted, the cash flows to the producer are significantly enhanced. For
example, at DNR’s mean price ($33) the Oooguruk the producer NPV(10) rose by nearly $90
million and 6.5 percentage points were added to the producer IRR. Similarly, the Nikaichuq
producer will realize a $?26)million in tax savings (discounted) with similar increases in

producer IRR.
PROGRAM INCENTIVES

Exploration Licensing



AS 38.05.132 provides the authority to the DNR commissioner to award an exploration
license of up to 500,000 acres in return for a work commitment from the licensee. The licensee
pays no bonus bid, only a one-time $1.00 per acre fee, and no rental. The license may eventually
be converted to a conventional oil and gas lease upon expiration of the license. Normal oil and
gas lease obligations will apply at that point, i.e., a 12.5 percent minimum royalty rate, rent, and
term. DNR has issued four licenses in three basins since the inception of this program, two in
Susitna basin (both in 2003), and one each in Nenana (2002) and Copper River (2000) basins.
Additionally, a license was issued but not executed by the licensee in the Bristol Bay basin
(2004).

Nonconventional Gas Incentive

AS 38.05.180(n)(2) provides that the commissioner may award a lease for only gas and
offer a 6.25 percent royalty and reduced rent if the lease is located in a region where gas from the
lease does not compete with gas produced from conventional oil and gas leases, i.e., gas supplied
to the Red Dog mine.

FEDERAL OUTER CONTINENTAL SHELF LEASES

The U.S. Department of the Interior, Minerals Management Service, has offered leases in the
Beaufort Sea that provides a royalty suspension volume (RSV), the initial volume of production
that is free of royalty. The RSV differs by lease size and location. Zone A is near existing
infrastructure in the central part of the Beaufort Sea planning area; Zone B include ?areas east
and west of the existing infrastructure and the deep water. The lessee receives the benefit of the
RSV only if it successfully discovers and develops oil on the lease.

Lease Size Zone A Zone B
< 771 Hectares (-2000 ac) 10 MMB 15 MMB
771 -1541 ha (2000- 3800 ac) 20 MMB 30 MMB
> 3800 ha (3800 ac) 30MMB 45 MMB

The RSV program is subject a price ceiling $39 per barrel, sustained for a year and adjusted
for inflation (the 2004 ceiling = $41.47 per barrel). At this level, the lessee must pay royalty on
all of the oil produced from the lease. Ifthe price of oil falls below $21 per barrel through a
quarter, the lessee pays no royalty and the royalty-bearing volumes suspended during this time do
not count against the RSV.

There is no similar incentive program offered on federal lands within the NPRA.

cc. Tom Irwin, Commissioner DNR
Marty Rutherford, Deputy Commissioner DNR
Pat Galvin, Commissioner DOR
Jon Iverson, Director Tax Division DOR
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SENATE RESOURCES COMMITTEE [ttfIfl-fefltf October 22.2007

1. Gavel In & Call to Order: Note time - members present

| CALL THE SENATE RESOURCES COMMITTEE TO ORDER ON
MONDAY, OCTOBER 22, 2007. LET THE RECORD REFLECT
THAT IT IS A.M..

PRESENT ARE:
Vice-Chairman Senator Bert Stedman
Senator Gary Stevens
Senator Lyda Green
Senator Lesil McGuire
Senator Bill Wielechowski
Senator Tom Wagoner
& myself, Senator Charlie Huggins

2. SB 2001 OIL & GAS TAX AMENDMENTS
Conclusion of Administration’s Modules: “A Topical Analysis of
the ACES Bill”
Robert E. Mintz, K & L Gates
To be followed by Legislative Advisors and Consultants
Dan Dickinson, Legislative Budget & Audit Consultant
Steve Porter, Legislative Budget & Audit Consultant
And
Don Bullock, Legislative Counsel

Welcome:
Ask the speakers to introduce themselves for the record.

3. Announce: We'll be back tomorrow @ 9 AM, scheduled to go the
the day with Industry Independents and Associations.
Returning in the early evening for public testimony @ 6:15 PM

6. Meeting adjourned @
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Sen. Charlie Huggins, Chair State Capitol, Room 119
Sen. Bert Stedman, Vice Chair Juneau AK 99801-1182

Sen. Lyda Green 907-465-3878
Sen. Gary Stevens Fax: 907-465-3265
800-862-3878

Sen. LesU McGuire
Sen Bill Wielechowski
Sen. Thomas Waeoner

Senate Resources Com m ittee

Butrovich Rm 205
/

M onday, October 22,2007

10:30 a.m. -5:00 p.m .

“DELAYED UNTIL 10*30 AM.**

AGENDA

SB 2001 - Oil and Gas Production Tax

Administration Sectional Analysis of SB 2001
Marcia Davis, Deputy Commissioner, Dept, of Revenue
Robert Mintz, Preston Gates

Legislative Advisors/Consultants
Dan Dickinson, Legislative Budget & Audit Consultant
Steve Porter, Legislative Budget & Audit Consultant
Don Bullock, Legislative Counsel






A Few Background B asics:

The oiland gas production tax...

IS in AS 43.55

IS In addition to royalties, property tax,
and income tax

has existed since before statehood

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

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

as state leases



Core Provisions of HB 3001

(enacted In 2006)

* AS 43.55.011(e) - (1): tax levied on
value of oil and gas produced

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

* AS 43.55.165 & .170: determination of
upstream costs that may be deducted
In calculating taxable value of oil and

gas

(cont.)



Core Provisions (continued)

AS 43.55.023 & 43.55.024: new tax
credits +

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

AS 43.55.030(a): jJust one annual return



AS 43.55.011(e) (current)

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

e« Note: “production tax value” is net
value



AS 43.55.011(e) (continued)

Exceptions:
e« Tax does notapply to
- state or federal share

- landowner’s royalty share (which 1is
subject to a different tax provision)

e« Cook Inlet production subject to ceilings
based on pasttaxes (AS 43.55.011()) & (k))

North Slope production subject to a
minimum tax depending on price of ANS

(AS 43.55.011(f))



AS 43.55.011(g) (current)

e Foreach month when the net value of a
producer’s oil and gas exceeds $40 per
barrel, the tax rate under subsec. (e) iIs
In effect increased by % of a
percentage point for each dollar per
barrel over $40

e Informally known as “progressivity tax”

e Gas and oil are added together by
treating 6 million Btu of gas as
equivalent to one barrel of oil (see AS

43.55.011(h), 43.55.900(17), (18) & (24)) 7



AS 43.55.011(e) (new) ft
Bill sec. 15

e There is levied on the producer... a
tax for all oil and gas produced
equal to the production tax value of the
taxable oil and gas as calculated under
AS 43.55.160 multiplied by the tax rate
determined under (g) of this section.



AS 43.55.011(g) and (h) (new)

Bill secs. 17 and 18

e “The tax rate ... i1s 25 percent plus” the
progressivity tax rate

e The progressivity tax rate i1s 1/5 of a

percentage point for each dollar per
barrel over $30 net value

e Progressivity is calculated on an
annual, not monthly, basis



North Slope Tax Floor
Bill sec. 16

e New AS 43.55.011(f): minimum tax Is
10 percent of gross value atthe point of
production of oil and gas from a unit
(or nonunitized reservoir) that

e (1) has produced a cumulative total of
1 billion barrels; and

e (2) I1s producing over 100,000 barrels a
day (average during the mostrecent

calendar year)

10



Cook Inlet Tax Ceilings

Bill secs. 19 and 20

e« Tax ceilings are notchanged

(conforming amendments only)

e Note: sec. 21 ofthe bill adds language
dealing with Cook Inlettax credits to be
consistent with sec. 55, which clarifies
how excess lease expenditures are

treated



AS 43.55.160 (bill secs. 52-55)

e« The basic principle i1s unchanged:
taxable value = gross value atthe point

of production minus lease expenditures

e« Wording has been changed:

e (1) monthly values are no longer

needed (progressivity is now annual)



AS 43.55.160 (cont.)

(2) bill is clearer and more specific on when
a producer may or may not use lease
expenditures for operations at one location
as deductions for oil and gas produced at
another location

These rules are necessary to implement the
different tax treatments of different areas and
fields (Cook Inlet ceilings, North Slope floor,
tax credit under AS 43.55.024(a))



AS 43.55.160 (cont.)

e For instance:

e () To avoid undercutting the tax floor,
deductions may not be “exported” from units
subject to the tax floor (AS 43.55.160(f*2))

e (1) To avoid double-dipping re: Cook Inlef”?
tax ceilings, deductions must first be used
up in Cook Inlet and may not be shielded by
the ceilings (AS 43.55.160(h) and (i))

14



AS 43.55.165 (bill secs. 56-59, 64)

L ease Expenditures

AS 43.55.165(a) and (b) are rewritten
and reorganized:

e (1) for more clarity

e (2) to lIlimit lease expenditures to only
what the Department of Revenue allows
by regulation



L ease Expenditures

(continued)

e AS 43.55.165(c) and (d) are repealed.

e Those provisions allowed the
Department to substitute cost billfngs
under unit operating agreements in
place of the general standards for
determining lease expenditures.

16
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L ease Expenditures

(continued)

AS 43.55.165(e): the listofExcluded
costs is—expanded: -

par. (6) - costs arising from violation
of law or noncompliance with lease or

permit obligation

par. (15) - all dismantlement, removal,l
& restoration costs (costs are prorated
for past production under current law)
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L ease Expenditures
C)BSOeik

Exclusions (cont.)

par. (19) - repair or replacement of
facilities or equipment associated with

an unscheduled drop in production or

an oil spill orunpermitted release ' [

K

Qax ocn to*0)

A

par. (20) - crude oil topping plant (but A
deduction i1s allowed for value added of

product used in lease operations)
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Tax Credits under AS 43.55.023
Bill secs. 26-31, 65

~Changes to .023(a) - qualified capital
Investment expenditure credits:

Only 50% ofa credit may be used the?

first year

e« Forexploration, requirements are
conformed to changes Iin .025 credits

(see below) .
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Tax Credits under AS 43.55.023

(continued)

Changes to .023(a) (continued)

Credits for capital expenditures iIn a
unit subject to the tax floor may be
applied only against tax on oil and gas
production from that or another unit
subject to the tax floor lo Iwfal frich



Uy

Tax Credits under AS 43.55.023

(continued)

Change to .023(b) - carried-forward
annual loss credit:

No carry-forward for unused lease
expenditures for units subject to the
tax floor

(Xliommkthe AxM . A jma. ¢ j<-£ Qu /'~
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Tax Credits under AS 43.55.023
(continued)

Change to .023(d) - transferable tax

credit certificates: "PRu«- - A

.-tvazt I"b< >'1L/ s /111 DA-"{

Two certificates will be issued, each for
half of the credit

One certificate cannot be used until the

nextyear ot
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Tax Credits under AS 43.55.023

(continued)

New subsection .023(7J:

Makes clear that a tax-exempt entity
may not obtain a transferable tax credit
certificate

W tdn *
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Tax Credits under AS 43.55.023

(continued)

AS 43.55.023(1) 1s repealed:

This eliminates the transitional
Investment expenditure credits for
Investments that were made during the
five years before April 1, 2006.
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Tax Credits under AS 43.55.025
Bill secs. 36-44

- Sec. 36 - Existing 2016 sunset is
uniformly applied

e Secs. 37 & 43 - Exploration well credit
expanded to delineation wells within 2
drilling seasons (rather than being
limited to discovery well or dry hole)

e Sec. 37 -Well must be completed or
abandoned, notjust suspended, before
credit may be claimed



Tax Credits under AS 43.55.025

(continued)

Sec. 37 - Costs excluded ifdue to
gross negligence or health/safety/

environmental violation

Sec. 38 - Clearer definition of
requirement for new exploration target;
3-mile requirement deleted for Cook
Inlet; DNR evaluation required In

advance and after drilling

26



Tax Credits under AS 43.55.025

(continued)

e Sec. 39 - Data submission

requirements are more specific

e Sec. 39 - Well data confidentiality
limited to 24 months

e Sec. 39 - Two certificates will be
Issued, each for half of the credit; one
certificate cannot be used until the next

year

27



Tax Credits under AS 43.55.025

(continued)

Sec. 39 - Makes clear that basic

Information about tax credit is public

Sec. 40 - Makes clear that a tax-exempt
entity may not transfer a tax credit

certificate

Sec. 44 - New five percent tax credit
available for old seismic data iIf DNR
determines that acquiring the data for
public distribution is Iin state’s Iinterest



> )

State Purchase of Tax Credits ~

Certificates - Bill secs. 45 & 63

UV
New AS 43.55.028 establishes oil and
gas tax credit fund to purchase credit
certificates from explorers or small

producers that have no tax liability to > ~

apply credits against N

| #

Funded by appropriation of a

. v By
percentage of production tax revenues

Replaces existing cash refund authority
under AS 43.55.023(f) (repealed by bill)

29
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