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ORDER ADOPTING CHANGES TO REGULATIONS OF DEPARTMENT OF NATURAL

RESOURCES

The attached 14 pages of regulations, dealing with net profit share leasing, administrative updates, and
exploration incentive credits are adopted and certified to be a correct copy of the regulation changes that
the Department of Natural Resources adopts under the authority of AS 38.05.020 and after compliance
with the Administrative Procedure Act (AS 44.62), specifically including notice under AS 44.62.190 and
44.62.200 and opportunity for public comment under AS 44.62.210,

This action is not expected to require an increased appropriation.

In considering public comments, the Department of Natural Resources paid special attention to the cost to

private persons of the regulatory action being taken.

The regulation changes adopted under this order take effect on the 30 day after they have been filed by
the lieutenant governor, as provided in AS 44.62.180.

Date: D = B — 2¢‘ F [\f) [\, IGa N -Cv
: And‘cw'] ack
Commissionel

laska Department of Natural Resources

FILING CERTIFICATION

I, Byron Mallott, Lieutenant Governor for the State of Alaska, certify that on \\»&1\ \\
3
2017, at \ @ .m, I filed the attached regulations according to the pmv:su ns ol\(\S 44.62.040

— 44.62.120. \ .
\ |

‘ L I D™
Lleut-nam Govem\c;t\4

Effective: A.d;?gsﬁ 10, @l’,

Register: 22 3{ ()C,‘I“D[GC)( 2017
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Fitle-11,-Alaska Administrative Code, Chapter-03; Dispesition-of Royalty Qil, Gas, or Gas
~Eiquids
11 AAC 03.040 is amended to read:
11 AAC 03.040. Notification ¢o royalty board. If the commissioner intends to waive

+he Cormmissrones
competitive bid, [113 will notify the Alaska Royalty Oil and Gas Development Advisory Board by

having a copy of the proposed written determination delivered personally, sent by electronic

mail with return receipt or sent by certified mail, to each member of the royalty board. (Eff,
((( Publss Merr Throwshoot o0

12/12/80, Register 76; am, & //0 /201 istep, 223 Bes beey ok ML ol
Uﬁd-(fhy\.g am 2

anct Reg ssier,)))

Authority: AS 38.05.020 AS 38.05.183
Fitle-H; Alaska-Administrative Code; €hapter 83, Oiland Gas Leasing—

11 AAC 83.241(a)} is amended to read:
H—Aaﬁ:@-sm-!lrodueﬁmﬂaﬂeamlhm@'(;) The production tax lease
allowance for purposes of 11 AAC 83.240(b) is the greater of zero or the amount calculated by

subtracting the tax credits, if any, under (b} of this section from the production tax before

credits. The production tax before credits is-defined-adthe greater of the following two

amounts: o
ofF twis Paragraph

(1) the sum of either (A) or jBA], depending on the month of production, and

oF this Paragraph

(oY
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(A) For a month before Stﬁ?“embf"_ﬁ)l 7. the monthly production tax

net revenue under (¢) of this section multiplied by the net profit deductibility factor under

(&) of this section multiplied by
(i} 22.5 percent, for a month before July 2007,

(i1) 25 percent, for a month after June 2007 and before January ber

e,

2014: or and baBuie SN 261y

A
(iii) 35 percent, for a month after December 2013; find [ or

For a month “_
5

(B)@rfter Awqw 2017, 35 percent multiplied by _the amount

(_)op tHus subparagraph

resulting from subtracting (ii) from (i

(i) the net profit deductibility factor under (e) of this section

multiplied by the amount resulting from subtracting the rovalty payments
Caleviabed wncler

under 11 AAC 83.242 and the amounts deﬁnod—i-l_l-naragr:mhs {1) and (2)

under (¢) of this section from the production revenue under 11 AAC 83.222;

(ii) for oil and gas that meet one or more criteria inéS)
f Prat as o that orl ang\:i—’_/ﬂg
43.55.160(D anﬁl—ave not expiredunder AS 43.55.160(f), 0.2 multiplied by

the lessce’s production revenue under 11 AAC 83.222 generated from that oil

and gas net of the corresponding rovalty pavments under 11 AAC 83.242

multiplied by the net credit augmentation rate under (f)(1) of this sectiong/ anel

{C) the lease-allocated tax based on price index under (d) of this section;

(2) the product of
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(A) the percentage rate that would be applicable under AS 43.55.011(f)( I)gﬂf&l
E (:’:ﬂif the phrase “calendar year” were replaced by the phrase “month of preduction,”
based on the average spot price during the month as calculated under 15 AAC 55.171(m)
faor ANS; and
(B) the production revenue under 11 AAC 83.222 less the royalty owed to
the state under 11 AAC 83.242.
11 AAC 83.241(b) is amended to read:
(b) The tax credits for purposes of (a) of this section are éFfH«m ok M

(1) for a month before S2PTember2017, the product ofEAi and ;Biigter
aia ((lowrca:c)-))

P(M\&S‘l’ o, 2017, the minimum of the production tax before credits under (a) of this
| {_,, 0F+h“ ParaJﬂiPh
section and the amount resulting from the product of (A) and (C).

(A) the fraction obtained by dividing the amount of 0il and gas in Btu-
equivalents produced by the lessee from the NPSL during the month and taxable under
AS 43.55.011(e), by the amount of Btu-equivalents of oil and gas produced by the lessee
statewide during the month and taxable under AS 43.55.011(¢); [AND]

(B) 1/12 of the maxtmum amount of the tax credit for the calendar year
calculated under AS 43.55.024(c)(1) or (2), as applicable, but substituting in that
calculation the lessee's average amount of oil and gas in Btu-equivalents, as defined in 11

AAC 83.295, produced a day statewide during the month and taxable under&S)

43.55.011(¢), for the lessee's average amount of oil and gas in BTU equivalent barrels, as
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defined in AS 43.55.900, produced a day statewide during the calendar year and taxable
under AS 43.55,011(e);

(C) the product of the net credit augmentation rate under (£){2) of this

section and 1/12 of the maximum amount of the tax eredit for the calendar vear

calculated under AS 43.55.024(c)(1) or (2), as applicable, but substituting in that

calculation the lessee's average amount of oil and gas in Btu-equivalents, as defined

in 11 AAC 83.295, produced a day statewide during the month and taxable under

AS 43.55.011(¢), for the lessee's average amount of oil and gas in BTU equivalent

barrels, as defined in AS 43.55.900, produced a day statewide during the calendar

vear and taxable under AS 43.55.011(e);

(2) for a month after December 2013 and before January 2017, the amount
the C.qlcu_l!“ons vinder ofF this Pargsraph

resulting from’subparagraph (A). For a month after December 2016 and before ——
Seﬁhmbog 2017, the amount resulting fron"subparagraph (B). er of 2017, the

the Caleddakrms Under C lounrciae)y)
minimum of the amounts resulting fronfsubparagraphs (C) and (D)?’“M

(A) the product of $5 and the number of barrels, if any, of oil, other than
and

state royalty oil, that is produced from the NPSL during the month that meets one or

more of the criteria in AS 43.55.160(5);

(B) the product of $5 and the number of barrels, if any, of oil, other

and
than state rovalty oil, that is produced from the NPSL during the montl'that meets
Fha as_to ¥hat oil and gof

one or more of the criteria in AS 43.55.160(f) and*have not expired"lmder@
___.--""/

L 43.55.160();
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(C) the production tax before credits under (2) of this section less the

amount resulting from paragraph (1) of this subsection;

(D) the product of the net eredit augmentation rate under (f)(2) of this

section, S5, and the number of barrels, if any, of oil, other than the state rovaltv oil,

that is produced from the NPSL during the month that meets one or more criteria
that %ﬂ.ﬂﬂ-&d
in AS 43.55.160(f) and*have not expired’under AS 43.55.160(f).

(3) for a month after December 2013 and before QQpTZember 2017, the smaller

\ of-‘ Yhes Paragragh. For_a_yranth ' o this paragraph
of (A) and (C). After 2017, the smaller of (B) and (C).
& ((Llowelcase) & the amounts Calewlabed Nr

(A) the product of the number of barrels, if any, of oil, other than state

royalty oil, that is produced from the NPSL during the month that does not meet any of
the criteria in AS 43.55.160(f) and the dollar per barrel amount that would be applicable
under AS 43.55.024()(1) — (9), if the phrase “average gross value at the point of
production” were replaced by the phrase “NPSL production revenue under 11 AAC
83.222 attributable to oil other than state royalty oil, divided by the number of barrels of
oil, other than state royalty oil, produced from the NPSL”;@’/

(B) the product of the net credit augmentation rate under (f)(2) of this

section, the number of barrels, if any, of oil, other than state rovalty oil, produced

from the NPSL during the month that does not meet any of the Cl‘itet‘ii-l—ill"@

§43.55'.160(f) and the dollar per barrel amount that would be applicable l_mde

43.55.024()(1) — (9), if the phrase “average gross value at the point of production”

were replaced by the phrase “NPSL production revenue under 11 AAC 83.222
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attributable to oil other than state rovalty oil, divided by the number of barrels of

oil, other than state rovalty oil, produced from the NPSL”: and

(C) the greater of zero, or the following amount:

A minus B minus C, where
“A” equals the greater of the amounts calculated under (a)(1) and (2} of
this section;
“B” equals the total amount of tax credits under (1) and (2) of this
subsection; and

“C” equals the amount calculated under (2)(2) of this section.

11 AAC 83.241(c) is amended to read:

1 l 4 a‘: 83 24] i)l:nd"ctign t'lx IE'ISE a“BH'I-IBCe e

{c) For purposes of 11 AAC 83.209(b) and (a) of this section, the monthly production tax
net revenne equals the lessee’s production revenue under 11 AAC 83.222 net of the lessee’s
royalty payments under 11 AAC 83.242, except that for a month after December 2013, the
lessee’s production revenue under 11 AAC 83.222 net of the lessee’s royalty payments under 11

AAC 83.242 is only for purposes of {a) of this section multiplied by 0.8 for oil and gus that
IS 2 +n nel gas

meet one or more of the criteria in AS 43.55.160(f) and’have not expired*under £S
_‘--'/

¢ 43.55.160(f) less the following amounts:

(1) the [essee's direct operating costs during the month under 11 AAC 83.240,

excluding the production tax lease allowance under (a) of this section and abandonment costs
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allowed under 11 AAC 83.240(e); however, if the NPSL is within a unit subject to@
A

(4’;5’;&5 (1), for purposes of the calculation under this paragraph the lessee's direct operating

costs during the month are replaced by one-ninth of the lessce's direct operating costs during the
period April 1, 2006, through December 31, 2006, multiplied by the following factor:

(A) 1.03 for a month in 2007;

(B) 1.061 for a month in 2008;

(C) 1.093 for a month in 2009; and

(2) the [essee's development costs under 11 AAC 83.219 incurred during the

month less the product of $.30 multiplied by the amount of the lessee's working interest Btu-
equivalents of oil and gas produced from the NPSL during the month, including any overriding

royalty share of 01l and gas but not including the state’s royalty share of oil or gas.

11 AAC 83241 is amended by adding a new subsection to read:
11 AAC 83.241. Production tax lease allowance.

(f) For the purposes of

(1) subsection (a) of this section;lfj\

(A) the development account beginning debit balance less the monthly

production tax net revenue under (c) of this section, if any, is positive; %

B) if the month of production is beforejep-fgmbef_ 2017;

entation rate is equal to 1 for that mont Dtherwise, the
© (& lowdrca 5 )))

nel credit augmentation rate is calculated according to the following formula:
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NCAR=1/(1—-(.35 * NPR)), where
“NCAR?” equals the net credit augmentation rate; and
“NPR” equals the net profit share defined in the lease expressed as a fixed

percentage of the net profit payment account.

(2) subsection (b) of this section, if

i
(A) the development account beginning debit balance less the monthly

roduction tax net revenue under (¢) of this section, if any, is positive; or
p () , if any, is p ; oL,

(B) if the month of production is before September 2017; or
P g

(C) the production tax before credits under (a) of this section is no greater

than the amount resulting from (a)(2),

|

A : 3 ; =, §
thed | @ net credit augmentation rate is equal to 1 for ¢het mont™! Btherwise, the
-  © (K lower co Iej))

net credit augmentation rate is calculated according to the following formula: NCAR=1 -

/(1 - (.35 * NPR)). oo Sald) V)
ST Reg
(EfY. 2/13/2010, Register 193; am 1/9/2014, Register 209; am & /40 /2017, ister

223)

Authority: AS 38.05.020 AS 38.05.180

11 AAC 83.245(g) is amended to read:
11 AAC 83.245.R ; i . I
(g) Not later than May 14, 2010, each lessee shall file amended NPSL reports under this

March
section covering each month aftet2006 for which an item described in (b)(1) — (5) of this section
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ts affected by the retroactive application of a provision listed in 11 AAC 83.290, as that section

read on &Hiu\d' IO'. L2017,

(Eff. 11/9/79, Register 72; am 8/15/82, Register 83; am 2/13/2010, Register 193; am

1/9/2014, Register 209; am 8 710 /2017 . Register 223 )

Authority: AS 38.05.020 AS 38.05.180

reports and supporting documentation required to comply wi AC 83, can be obtained at the

Anchorage oftice of the Department of Nattiral Resources, Division of Oil and Gas, 550 West 7%

1 (C{ Pulali s her: Mo cheng e o

r can be found on the department’s website a
ed ot » note. NI

11 AAC 83.250(a) 1s amended to read:

Hmfmm&sts?-(a) A lessee who disagrees with and wishes to protest

the commissioner's redetermination issued under 11 AAC 83.247, shall file a written protest with

the department. To preserve the lessee's rights and to receive consideration by the department,
this written protest must

(1) be filed within 60 days after the [MAILING] date of the department's notice of
redetermination with which the lessee disagrees or is aggrieved;

(2) be mailed, electronically mailed, or personally delivered to: Office of the

Commissioner, Alaska Department of Natural Resources, 330 W. 7" Avenue, Suite 1400,
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Anchorage, AK 99501, or DNRappeals@alaska.gov [P.O. BOX M, JUNEAU, ALASKA

99811].
(3) state what action by the department it is that the lessee is protesting and what
relief the lessee seeks;
{4) state the grounds for the lessee’s protest, including the facts (if any) at issue,
the legal authority (statutes, regulations and case law), and any generally accepted accounting
principles that support the lessee’s protest;
(5) state whether the lessee wants an informal conference or waives its right to an
informal conference in favor of a formal hearing. ¢ o bald 1))

‘:‘-"'“'\..\/
(Eff. 11/9/79, Register 72; am 2/13/2010, Register 193; am g 110 12007 Register,

223)

Authority: AS 38.05.020 AS 38.05.180

11 AAC 83.255(b) is amended to read:
1H-AA€C-83.255 Formattrearings™
(b) A lessee’s request to continue its protest at a formal hearing after the department has

acted on the conference officer’s recommendation regarding that protest must
parsonally

(1) be mailed, electronically mailed, or haad delivered to: Office of the

Commissioner, Alaska Department of Natural Resources, 550 W. 7" Avenue, Suite 1400,

Anchorage, AK 99501, or DNRhearings@alaska.gov [P.C. BOX M, JUNEAU, ALASKA

99811];

10
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(2) state the nature of the lessee’s continuing protest and the relicf sought;

(3) state the grounds for the lessee’s protest, including the facts (if any) remaining
at issue, the legal authority (statutes, regulations, or case law) and any generally accepted
accounting principles that support the lessee’s protest. (o bola D,

i -am ¥ //0 /300 ister 22
(Efi. 11/9/79, Register 72; qug & //0 /30(] , Register 3)

Authority: AS 38.05.020 AS 38.05.180

11 AAC 83.290 is amended to read;

11 AAC 83.290. Retroactive application of regulations. (a) Except as otherwise

provided, the [THE] following provisions apply retroactively to April 1, 2006:
(1) 11 AAC 83.205(b)
{2) 11 AAC 83.212(b)2);
(3) 11 AAC 83.220;
(4) 11 AAC 83.240(b)(4XB);

ost

i 4
(5) 11 AAC 83.241(a)-(). except as amended effective ' 10 . 2017;

(b) The provisions of 11 AAC 83.241(b)(2)}{B) and 11 AAC 83.241(c). as amended

effective . . 2017, apply retroactively to January 1,2017. _, (& ha boled N

=S e«
CELE. 2/13/2 ' o ' : (0 /301 '
(Eff. 2/13/2010, Register 193; am 1/9/2014, Register 209; agg B /(0 /2047 , Register

223)
Authority: AS 38.05.020 Sec 72,ch. 1, Sec41.ch. 4,
SSSLA 2007 4 SSLA 2016
AS 38.05.180 Sec 38, ch. 4,

11
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4 SSLA 2016
Title 11, AlaskaAdministrative-Cede-Chapter 89, ExploratiomIneentive Credit, =

11 AAC 89.010 is repcaled:

11 AAC 89.010. Applicability; purpose. Repealed. (Eff. 9/22/95, Register 135;
E_‘C{( ’PUM“J&".' Thfov.ji'uuf g ho‘dt

)
repealed & //0 /397 , Register 223 ) o Wl St i aud i

Authority:— See33eh4: AS41.09.010 AS 41.09.0205—
4 SSEA 2046

1T AAC 89.015 1s repealed:
11 AAC 89.015, Eligible project. Repealed. (Eff. 9/22/95, Register 135; repealed

S /{0 120(7, Register 223 )

Authoritys————See33:-¢eh4; AS3T.09.010 AS41:09:620-
4 SSEA2016-<—
11 AAC 89.017 is repealed:
11 AAC 89.017. Application. Repealed. (Eff. 9/22/95, Register 135; repealed

B /10 /2017, Register 223 )

: A 4] fan|
Authorityr————See 33, ¢h 4 AS41:09:010 AS-41-09-:020

11 AAC 89.020 is repealed:
11 AAC 89.020. Grant of maximum credit. Repealed. (Eff. 9/22/95, Register 135;

repealed <3110 /2011, Register 223 )

12
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Autherity: ———See33-ehndi— AS41:09:010— AS 41.09.020
. 4SSL.A 2016

11 AAC 89.030 is repealed:

11 AAC 89.030. Inspection; report. Repealed. (Eff. 9/22/95, Register 135; repealed

8 /(0 /0], Register 228 )

Authoritys——Sec 33, ¢h. 4, ASATO9H—————AS44-09.020—
4 SSLA 2016 —

11 AAC 89.040 is repealed:

11 AAC 89.040. Extension and adjustment of maximum credit. Repealed. (EfT.
9/22/95, Register 135; repealed € //0 /2017, Register 223 )

4+5SEA2016-

11 AAC 89.050 is repealed:
11 AAC 89.050. Allocation; assignment. Repealed. (Eft. 9/22/95, Register 135;

repealed B /o /2017, Register 223)

Authority: AS 41.09.010 AS 41.09.020

11 AAC 89.060 is repealed:

11 AAC 89.060. Audit. Repealed. (Eff. 9/22/95, Register 135; repealed 8 /19 /9017,

Register 223

= o o i «} 4
Authority: Sec33;thd; AS38:05:033 AS-41-09-620

13
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AS 41.06.010 AS 41.09.090

11 AAC 89.090 is repealed:

11 AAC 89.090. Supplementation and correction of data. Repealed. (Eff. 9/22/95,

Register 135; rgpealed ¥/ 10 /2017, Register 223 )

4 SSEA 2016

11 AAC 89.990 is repealed:

11 AAC 89.990. Definitions. Repealed. (Eff. 9/22/95, Register 135; repealed

B /10 /207, Register 223 )

4SSEA2016—

14



MEMORANDUM State of Alaska

Department of Law
To:  The Honorable Byron Mallott Date:  July 5, 2017

Lieutenant Governor
File No.:  JUJ2016200840

Tel. No.:  465-3600

From: Sysan R. Pollardsw Re:  Department of Natural Resources
Chief Assistant Attorney General Regulations: 11 AAC 03, 83, and 89:
and Regulations Attorney Div. of Oil and Gas: Calculation of Net
Legislation and Regulations Section Profit Share

The attached Department of Natural Resources regulations address the calculation of net
profit share lease payments and make changes to allow use of electronic mail in the filing of
certain notifications and protests. The Department of Law has reviewed the attached regulations
against the statutory standards of the Administrative Procedure Act; we find no legal problems.
This memorandum constitutes the written statement of approval under AS 44.62.060(b) and (c)
that authorizes your office to file the attached regulations.

These regulations will be effective 30 days after filing, and there are some dates that must
be written in when the regulations are filed.

If the regulations are filed in time to be effective before September 1, 2017, please follow
this guidance: First, wherever the indication “For a month before 20177 appears should
be completed by writing in “September” in 11 AAC 83.241(a)(1)(A) and (i11) (page 2);

11 AAC 83.241(b)(1) (page 3); 11 AAC 83.241(b)(2) (page 4), 11 AAC 83.241(b)(3) (page 5);
11 AAC 83.241(f)(1)(B) (page 7) and 11 AC 83.241(f)(2) (page 8).

If the regulations are filed in time to be effective before September 1, 2017, please follow
this guidance: “For a month after  , 2017 should be completed by writing in “August” in
11 AAC 83.241(a)(1)(B) (page 2), 11 AAC 83.241(b)(1) (page 3), and 11 AAC 83.24(b)(2)
(page 4), and 11 AAC 83.241(b)(3) (page 5).

Last, the month and day the filed regulations will be effective should be written in 11
AAC 83.245(g) (page 9) and 11 AAC 83.290(a)(5) (page 11).

The regulations were adopted by the Department of Natural Resources after the close of
the public comment period. The public notice and the adoption order both state that this action is
not expected to require an increased appropriation. Therefore, a fiscal note under AS 44.62.195
is not required.

We have made some technical corrections to conform the regulations in accordance with



Hon. Byron Mallott July 5, 2017
Department of Natural Resources Regulations: 11 AAC 03, 83, and 89 Page 2 of 2

AS 44.62.125. The corrections are shown on the attached copy of the regulations.

SRP/akb

ce: Hon. Andrew T. Mack, Commissioner, Department of Natural Resources
Jhonny Meza, Commercial Analyst, Department of Natural Resources
Jim Shine, Commercial Manager, Department of Natural Resources
Jennifer Douglas, Assistant Attorney General, Civil Division



MEMORANDUM STATE OF ALASKA

Department of Natural Resources Office of the Commissioner

TO: Mark Wiggin DATE: September 19,
Deputy Commissioner 2016

PHONE: (907) 268-8431

FROM: Andre)v‘g."{ﬁfék SUBJECT: Delegation of

Commissioner Authority

This memo shall act as a standing Delegation of all authority of the Commissioner’s

position whenever I am in travel status, outside of the state, or otherwise deemed
inaccessible.

It is understood that this delegation is effective upon signing and shall remain in
effect until superseded in writing or until such time as you are no longer in service as
Deputy Commissioner of the Department of Natural Resources.

Cc: Jim Whitaker, Chief of Staff
DNR Directors



THE STATE

of Department of Natural Resources
ALA SKA DIVISION OF OIL & GAS

550 WEST 7™ AVENUE, SUITE 1100

ANCHORAGE, ALASKA 99501-3563
GOVERNOR BILL WALKER Main: 907 2699500

Fex: 9072693939

NOTICE OF FROPOSED CHANGES ON NET PROFIT SHARE LEASING, ADMINISTRATIVE
UPDATES AND EXPLORATION INCENTIVE CREDITS IN THE REGULATIONS OF THE
DEPARTMENT OF NATURAL RESOURCES

BRIEF DESCRIPTION

The Department of Natural Resources (“DNR™) proposes to change regulations on the calculation of the
net profit share production tax lease allowance, repeal the exploration incentive credit, and make
administrative changes such as updating addresses and/or providing for electronic communication in
cettain regulations.

DNR proposes to adopt regulation changes in 11 AAC Ch. 03, Ch. 83, and Ch. 89 of the Alaska
Administrative Code dealing with the production tax lease allowance used in the calculation of net profit
share payments for Net Profit Share Leases (“NPSLs"), the expiration of the exploration incentive credit,
and the application of administrative changes related to addresses or allowing for electronic
communication with the Alaska Royalty Qil and Gas Development Advisory Board (“Royalty Board™)
and for DNR, including the following:

1. 11 AAC 03.040. Notification te royalty beard, is proposed to be changed as follows: the
proposed amendment will allow the Commissioner to notify the Royalty Board by sending the
proposed written determination via electronic mail.

2. 11 AAC 83.241. Production tax lease allowance, is proposed to be changed as follows: the
proposed amendments will (i) clarify that the $5 credit per barrel of taxable oil from the NPSL
meeting one or more criteria in AS 43.55.160(f) will bave an expiration date, as specified in
section 26 of ch. 4, 4 SSLA 2016 (“HB 247"); (i) establish that the 20 percent reduction to the
production revenue net of royalty that is attributable to the NPSL and associated to taxable
production meeting one or more criteria in AS 43.55.160(f) will have an expiration date, as
specified in section 26 of HB 247, and shall no longer be used in the calculation of the carried-
forward loss credit, under AS 43.55.023(b), that is attributable to the NPSL, as specified in
section 18 of HB 247, (iii) modify the definition of the production tax lease allowance by
introducing the “net credit augmentation factor” to generate an accurate calculation in the case
where the production from the NPSL generates non-transferable tax credits or a reduction to the
production revenue net of royalty under AS 43.55.160(f); and (iv) add a new subsection defining
the net credit augmentation factor.

3. 11 AAC 83.245. Reporting and payment requirements, is proposed to be changed as follows:
the proposed amendmenl is a conforming change to clarify the retroactivity provisions proposed.

4. 11 AAC 83.250. Lessce protests, is proposed to be changed as follows: the proposed amendment
will update the mailing address of the Office of the Commissioner, Alaska Department of Natural
Resources and allow protests to be made electronically.

5. 11 AAC 83.255. Formal hearings, is proposed to be changed as follows: the proposed
amendment will update the mailing address of the Office of the Commissioner, Alaska
Department of Natural Resources and allow hearings to be requested electronically.

6. 11 AAC 83.290. Retroactive application of regulations, is proposed to be changed as follows:
the proposed amendment will provide for the retroactive application, to January 1, 2017, of the
inability of a producer to apply the gross value reduction for production mecting one or more
criteria in AS 43.55.160(f) in the caleulation of the carried-forward loss.



7. 11 AAC Ch. 89. Exploration Incentive Credit, is proposed to be repealed. The intended effect
of this repeal is to implement section 33 of HB 247, which repealed the underlying statutory
authority for these repulations.

You may comment on the proposed regulation changes, including the potential costs to private persons of
complying with the proposed changes, by submitting written comments to Jim Shine at the Department of
Natural Resources, Division of Oil and Gas, 550 W. 7 Avenue, Suite 1100, Anchorage, Alaska 99501-
3563, Additionally, DNR will accept comments by electronic mail to jim.shine@alaska.pov or by
facsimile at (907) 269-8§939. Comments may also be submitted through the Alaska Online Public Notice
System, by accessing this notice on the system and using the comment link. The comments must be
received not later than 4:30 pm on Friday, March 17, 2017,

DNR will hold a public workshop on the proposed changes related to the appropriate calculation of the
production tax lease allowance under 11 AAC 83.241, the mathematics behind the definition of the net
credit augmentation factor, and the reporting information required for the completion of the NPSL forms
{VV, AC, and PT forms). The public workshop will be held from 9am to 11am on Wednesday, March
8,2017, in Suite 1270 of the Atwood Building located at 550 West 7 Ave,, Anchorage, AK 99501-
3563, Anchorage, Alaska, Interested parties outside of Anchorage are invited to participate by
teleconference by dialing the toll-free conference call number 1-800-315-6338. When asked for the
participant PIN code, enter 94505#.

You may submit written queslions relevant to the proposed action to Jim Shine by email at
jim.shine@alaska.gov and at the Depariment of Natural Resources, 550 W. 7% Avenue, Suite 1100,
Anchorage, Alaska 99501-3563, The questions must be received at least 10 days before the end of the
public comment period. DNR will aggregate its response to substantially similar questions and make the
questions and responses available on the Alacka Online Public Notice System

(hittps://aws state.ak.us/OnlinePublicNotices/Default.aspx) and the DNR Diviston of Oil and Gas
(http://dog. dnr.alaska.gov/) websites.

If you are a person with a disability who needs a special accommeodation in order to parlicipate in this
process, please contact Jim Shine at jim.shine@alaska.gov or {(307) 269-8939 no later than Monday,
March 6, 2017 to ensure that any necessary accommodations can be provided.

A copy of the proposed regulation changes is available on the Alaska Online Public Notice System, the

269-8939,

After the public comment period ends on Friday, March 17, 2017, DNR will either adopt the proposed
regulation changes or other provisions dealing with the same subject, without further notice, or decide to
iake no action, The language of the final regulations may be different from that of the proposed
regulations. You should comment during the time allowed if your interests could be affected.

Statutory authority: AS 38.05.020, Sec. 37, HB 247.
Statutes being implemented, interpreted, or made specific: AS 38.05.180, AS 38.05.183, Sec. 33 of
HB247, Sec. 38 of HB247

Fiscal information: The proposed regulation changes are not expected to require an increased
appropriation.

Date: February 14, 2017 M UJ,U/L

Anchorage, Alaska Chantal Walsh
Director, Division of Qil and Gas




THE STATE

of Department of Natural Resources
ALASKA DIVISION QF O & GAS

S5OWEST T A HOA
. B ANCIIAGE, AL GLEN1-3363
GOVERNOR BILL WALKER Aaia: 507 104400

Fax 507 2-493%

NOTICE OF PROPOSED CHANGES ON NET PROFIT SHARE LEASING, ADMINISTRATIVE
UPDATES AND EXFLORATION INCENTIVE CREDITS IN THE REGULATIONS OF THE
DEPARTMENT OF NATURAL RESQURCES

BRIEF DESCRIPTION

The Department of Natural Resources (“DNR") proposes to change regulations on the caleulation of the
net profit share production tax lease allowance, repeal the exploration incentive credit, and make
administrative changes such as updating addresses and/or providing for electronic communication in
certain regulations.

DNR proposes to adopt regulation changes in |1 AAC Ch. 03, Ch. 83, and Ch. 89 of the Alaska
Administrative Code dealing with the production tax lcase atlowance used in the caleulation of net profit
share payments for Net Profit Share Leases (“NPSLs"), the expiration of the exploration incentive credit,
and the application of administrative changes relzted to addresses or allowing for electronic
communication with the Alaska Rovalty Oil and Gas Development Advisory Board (“Royalty Board™)
and for DNR, including the following:

I, 11 AAC 03.040. Notification to royalty board, is proposed to be changed as follows: the
proposed amendment will allow the Commisstoner o notify the Royalty Board by sending the
proposed written determination via ¢lectronic mail.

2, 11 AAC B1.241. Production tax lease allowance, is proposed to be changed as follows: the
praposed amendments will {i) clarify that the §5 credit per barre] of taxable oil from the NPSL
meeting one or more criteria in AS 43.55.160(f) will have an expiration date, as specified in
section 26 of ch. 4, 4 SSLA 2016 ("HB 247”); {ii} establish that the 20 percent reduction to the
production revenue net of royalty that is attributable to the NPSL and associated to taxable
preduction meeting one or more criteria in AS 43,55, 160} will bave an expiration date, as
specified in section 26 of HB 247, and shall no longer be usad in the calculation of the carried-
forwerd loss credit, under AS 43.55.023(b), that is atiributable 1o the NPSL, as specified in
section 18 of HB 247, (jii) modify the definition of the production tax lease allowance by
introducing the "net credit augmentation factor” to generate an accurale calculation in the case
where the production from the NPSL generates non-transferable tax credits or a reduction to the
production revenue net of royalty under AS 43.55.160(f); and (iv) add a new subsection defining
the net credit augmentation factor.

3. 11 AAC 83.245. Reporting and payment requirements, is proposed to be changed as follows:
the proposed amendiment is a conforming change to clarify the refrogctivity provisions proposed.

4. 11 AAC 83.250. Lessee protests, is proposed to be changed as follows: the propoged amendment
will update the mailing address of the Office of the Commissioner, Alaska Department of Natural
Rescurces and atlow protests to be made electronically.

5. 11 AAC 83.255. Forma] hearings, is proposed to be changed as follows: the proposed
amendment will update the mailing address of the Office of the Commissioner, Alaska
Department of Natural Resources and allow hearings to be requested electronically.

6. 11 AAC 83.290. Retroactive application of regulations, is praposed to be changed as follows:
the proposed amendment will provide for the retroactive application, to January 1, 2057, of the
inability of a producer to apply the gross value reduction for production meeting one or more
criterin in AS 43.55.160(f) in the calculation of the carried-forward loss.



7. 11 AAC Ch, 8% Exploration Incentive Credit, is proposed to be repealed. The intended effect
of this repeal is to implement section 33 of HB 247, which repsaled the underlying statutory
authority for these regulations.

You may comment on the proposed regulation changes, including the potential costs to private persons of
complying with the proposed changes, by submitting wrilten comments to Jim Shine at the Department of
Natural Resources, Division of Oil and Gas, 550 W. 7 Avenue, Suite 1100, Anchorage, Alaska 99501-
3563. Additionally, DNR will accept comments by electronic mail to jim.shine@alaska.gov or by
facsimile at (907} 269-8939. Commenis may alse be submitted through the Alaska Online Public Notice
System, by accessing this notice on the system and using the comment link. The comments must be
received not later than 4:30 pm on Friday, March 17, 2017,

DNR wil) hold a public workshop on the proposed changes reiated to the apprepriate caleulatian of the
production tax lease allowance under 11 AAC 83.241, the mathematics behind the definition of the net
credit augmentation factor, and the reporting information required for the completion of the NPSL forms
(VV, AC, and PT forms). The public workshop will be held from 9am to 11am on Wednesday, March
8, 2017, in Suite 1270 of the Atwood Building located at 550 West 7* Ave., Anchorage, AK 99501-
3563, Anchorage, Alaska. Interested parties ontside of Anchorage are invited to participate by
telecanference by dialing the foll-free conference call number 1-8¢0-315-6338. When asked for the
participant PIN code, enter 945054,

You may submit written questions relevant to the proposed action to Jim Shine by email at
jim.shine@alaska.gov and at the Department of Natural Resources, 550 W. 7 Avenue, Suite 1100,
Anchorage, Alaska 99501-3563. The questions must be received at least 10 days before the end of the
public comment period. DNR will aggregate its response to substantially similar questions and make the
questions and responses available on the Alaska Online Public Notice System

{(hups://aws state.ak.us/OnlinePublicNotices/Default.aspx) and the DNR Division of Oil and Gas
(htip:/idog dnr.alaska. sov/) websites.

If you are a person with a disability who needs a special accommodation in order to padicipate in this
process, please contact Jim Shine at jim.shine(@alaska.gov or (307) 269-8939 no later than Monday,
March 6, 2017 to ensure that any necessary accommodations can be provided.

A copy of the proposed regulation changes is available on the Alaska Onfine Public Notice System, the
DNR Division of Oil and Gas website, and by contacting Jim Shine at jim.shine(@ataska.gov or (907)
269-8939.

After the public comment period ends on Friday, March 17, 2017, DNR will either adopt the proposed
regulation changes or other provisions dealing with the same subject, without further notice, or decide to
take no action. The language of the final regulations may be different from that of the proposed
regulations. You should comment during the time allowed if your interests could be affected,

Statutory authority: AS 38.05.020, Sec. 37, HB 247.

Statutes being implemented, interpreted, or made specific: AS 38.05.180, AS 38,05.183, Sec. 33 of
HB247, Sec. 38 of HB247

Fiscal information: The proposed regulation changes are not expected to require an increased
appropriation.

Date: February 14, 2017
Anchorage, Alaska Chantal Walsh
Director, Division of Oil and Gas
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THE STATE

of Department of Natural Resources
ALASK_A DIVISION OF OlL & GAS

$50 WEST 77 AVENUE, SUITE 100
ANCHORAGE, ALASKA 99501-3563
Main: 907 269-8800

Fax: 907.269-893%

GOVERNOR BILEL WALKER

SUPPLEMENTAL NOTICE OF PROPOSED CHANGES ON NET PROFIT SHARE LEASING,
ADMINISTRATIVE UPDATES AND EXPLORATION INCENTIVE CREDITS IN THE
REGULATIONS OF THE DEPARTMENT OF NATURAL RESOURCES

BRIEF DESCRIPTION: The Department of Natural Resources (“DNR") proposes to change regulations
on the calculation of the net profit share production tax lease allowance, repeal the exploration incentive
credit, and make administrative changes such as updating addresses and/or providing for electronic
communication in certain regulations. DNR’s proposed changes are set out in more detail in the notice of
proposed regulations dated February 14, 2017.

This is a SUPPLEMENTAL NOTICE adding to the NOTICE OF PROPOSED CHANGES that
DNR issued on February 14, 2017 concerning these proposed regulations revisions contained in the
Department of Law file number JU2016200840; this SUPPLEMENTAL NOTICE incorporates by
reference information in the February 14, 2017 notice of proposed changes. This
SUPPLEMENTAL NOTICE is being issued to modify the proposed amendments to the production
tax lease allowance under 11 AAC 83.241, extend the public comment peried 1o April 6, 2017 and
change the date of the public workshop to March 22, 2017.

The modifications to 11 AAC 83.241 in this Supplemental Notice are proposed for the following
reasons:

a. To clarify that the proposed changes to the production tax lease allowance in 11 AAC 83.24] arise
from: (i} the passing of ch. 4, 4 SSLA 2016 (“HB 247"), with retroactive application to January 2017
as established in section 41 of the bill, and (ii} the goal of calculating such allowance through the use
of the “net credit augmentation rate”, beginning at the time of implementation of these proposed
changes to regulations. To this end, DNR is publishing an updated version of the regulations packet
that better demarcates the application of these changes in terms of the month of production.

b. To highlight the substitution of the word “rate” for the word “factor” in the original proposal’s
reference to a “net credit augmentation factor.”

c. The changes to 11 AAC 83.241 include the following: (i} introduce the concept of “production tax
before credits;” (ii) define the calculation of the production tax before credits for a month after the
implementation of these proposed changes; (iii} define the calculation of the credits that are allocated
to the NPSL for a month after the implementation of section 26 of HB 247, when applicable, and fora
month after the implementation of these proposed changes; (iv) establish that the 20 percent reduction
to the production revenue net of royalty that is atiributable to the NPSL and associated to taxable
production meeting one or more criteria in AS 43.55,160(f) will have an expiration date, as specified
in section 26 of HB 247, and shall no longer be used in the calculation of the carried-forward loss
credit, under AS 43.55.023(b), that is attributable to the NPSL, as specified in section 18 of HB 247;
{v) introduce the “net credit augmentation rate” 1o calculate the production tax lease allowance in the
case where, if the NPSL is in “payout” status, there is a reduction to the production revenue net of
royalty for the production qualifying under AS 43.55.160(f) or in the case where the value of the
credits in is greater than the minimum tax.

You may comment on the proposed regulation changes, including the potential costs to private persons
of complying with the proposed changes, by submitting written comments to Jim Shinc at the Department
of Natural Resources, Division of Oil and Gas, 550 W. 7% Avenue, Suite 1100, Anchorage, Alaska
99501-3563, Additionally, DNR will accept comments by electronic mail to jim.shinc(@alaska.gov or by
facsimile at (307) 269-8939. Comments may also be submitted through the Alaska Online Public Nolice
System, by accessing this noticc on the system and using the comment link, Since DNR is submitting
additional changes to the proposed language of the production tax lease allowance under 11 AAC 83,241




through this supplemenial notice, the public comment period will be extended. Writien comments must
now be received no later than 4:30 pm on Thursday, April 6, 2017.

DNR will hold a public workshop on the proposed changes related to the calculation of the preduction
tax lease allowance under 11 AAC 83.241, the mathematics behind the definition of the net credit
augmentation rate, and the reporting information required for the completion of the NPSL forms (VV,
AC, and PT forms). No comments on the proposed regulations will be taken at the workshop. Since DNR
is submitting additional changes to the proposed language of the production tax lease allowance under 11
AAC 83.241 through this supplemental notice, DNR has also prepared changes to the NPSL report
template. The public workshop will now be held from 9am to 1iam on Wednesday, March 22, 2017,
in Suite 1270 of the Atwood Building located at 550 West 7* Ave., Anchorage, AK 99501-3563.
Interested parties outside of Anchorage are invited to participate by teleconference by dialing the toll-free
conference call number 1-800-315-6338. When asked for the participant PIN code, enter 94505#.

You may submit written questions relevant to the proposed action to Jim Shine by email at
jim.shine(@alaska.gov and at the Department of Natural Resources, 550 W. 7% Avenue, Suite 1100,
Anchorage, Alaska 99501-3563. The questions must be received at least 10 days before the end of the
public comment period. DNR will aggregate its response to substantially similar questions and make the
questions and responses available on the Alaska Online Public Notice System
(https://aws state.ak.us/OnlinePublicNotices/Default.aspx) and the DNR Division of Oil and Gas
(http://dog.dnr.alaska.gov/) websites.

If you are a person with a disability who needs a special accommodation in order to participate in this

March 15, 2017 to ensure that any necessary accommodations can be provided.

Copies of the updated “Proposed Changes to Regulations” and the “NPSL report template” referenced
in this supplemental notice are available on the Alaska Online Public Notice System, the DNR Division
of Oil and Gas website, and by contacting Jim Shine at jim.shine@alaska.gov or (907) 269-8939.

After the public comment period ends on Thursday, April 6, 2017, DNR will either adopt the proposed
regulation changes or other provisions dealing with the same subject, without further notice, or decide to
take no action. The language of the final regulations may be different from that of the proposed
regulations. You should comment during the time allowed if your interests could be affected.

Statutory authority: AS 38.05.020, Sec. 37, HB 247.

Statutes being implemented, interpreted, or made specific: AS 38.05.180, AS 38.05.183, Sec. 33 of
HB247, Sec. 38 of HB247, Sec. 41 of HB 247,

Fiscal information: The proposed regulation changes are not expected to require an increased
appropriation.

Date: March 1, 2017 /1/’, /[_/[ («/J/L
Anchorage, Alaska Chantal Walsh
Director, Division of Oil and Gas




ADDITIONAL REGULATION NOTICE INFORMATION

Adopting agency: Alaska Department of Natural Resources, Division of OQil and Gas

General subject of regnlation: Production tax lease allowance, exploration incentive credit, and
administrative updates

Citation of regulation: 11 AAC 03.040, 11 AAC 83,241, 11 AAC 83.245, 11 AAC 83.250, 11
AAC 83.255, 11 AAC 83.290, and 11 AAC Ch. 89

Department of Law file number, if any: JU2016200840

Reason for the proposed action:

( ) Compliance with federal law or action: None

(X) Compliance with new or changed state statute: Ch. 4, 4 SSLA 2016 amended AS
43.55,023(b)(2), AS 43.55.160(f) and (g), and repealed AS 38.05.180(i), AS 41.09.010, AS
41.09.020, AS 41.09.030, and AS 41.09.050.

{ ) Compliance with federal or state court decision: None

( ) Development of program standards

(X) Other: To revise the calculation of the production tax lease allowance, update the addresses
and contact information for the Department of Natural Resources, and provide for electronic mail
notification to the Royalty Board

Appropriation/Allocation: None

Estimated annual cost to comply with the proposed action to:

A private person: The department is not able to make a numeric estimate based on information
available to it. However, the department does not expect that any private person would incur
additional costs beyond re-programming of computer systems that may be necessary to comply
with the proposed regulations.

Another state agency: No additional compliance cost

A mounicipality: None

Cost of implementation to the state agency and available funding (in thousands of dollars):

Initial Year  Subsequent

FY 2017 Years
Operating Cost $0 fo
Capital Cost $0 $0
1002 Federal Receipts $0 80
1003 General Fund Match 30 g0

1004 (General Fund $0 $0



10,

11.

1005 General Fund/Program £0 $0
Other $0 $0

The name of the contact person for the regulation:
Name: Jim Shine
Title; Commercial Section Manager
Address: 550 West 7" Avenue, Suite 1100, Anchorage, Alaska, 99501-3563
Telephone: (907) 269-8800
E-mail address: jim.shine@alaska.gov
The origin of the proposed action:
__ X Staff of state agency
__ Fedemal government
____ General public
______ Petition for regulation change
Other

Date: 03-/“3 /ﬂ' Prepared by: C’;J-@%

Name: Jhonny Meza
Title: Commercial Analyst
Telephone: (907) 265-8774



AFFIDAVIT OF NOTICE OF PROPOSED REGULATION
AND FURNISHING OF ADDITIONAL INFORMATION

1, Jhonny Meza, Commercial Analyst, of Division of Oil and Gas of the Alaska Department of
Natural Resources, being sworn, state the following:

As required by AS 44.62.190, notice of the proposed adoption of changes to regulations dealing
with net profit share leasing, administrative updates, and exploration incentive credits has been
given by being

(1) published in a newspaper or trade publication;

(2) furnished to interested persons;

(3) furnished to appropriate state officials;

(4) furnished to the Department of Law, along with a copy of the proposed regulation;

(5) furnished electronically to incumbent State of Alaska legislators;

(6) furnished to the Legislative Affairs Agency, Division of Legal and Research
Services;

(7} posted on the Alaska Online Public Notice System as required by
AS 44.62.175(a)(1) and (b) and 44.62.190(a)(1};

(8) furnished electronically, along with a copy of the proposed regulation, to the
Legislative Affairs Agency, the chair of the Resources Committee of the Alaska
Senate and House of Representatives, the Administrative Regulation Review
Committee, and the legislative couneil.

As required by AS 44.62.190, additional regulation notice information regarding the proposed
adoption of the regulation changes described above has been furnished to interested persons and
those in (5) and (6) of the list above. The additional regulation notice information also has been
posted on the Alaska Online Public Notice System.

Date: 05/1?/'13l

J h@ﬁyﬂ&%ﬁ Commercial Analyst
Division of Oil and Gas
Alaska Department of Natural Resources
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AFFIDAVIT OF AGENCY RECORD OF PUBLIC COMMENT

I, Jhonny Meza, Commercial Analyst for the Division of Oil and Gas of the Department of Natural
Resources, being duly sworn, state the following:

In compliance with AS 44.62.215, the Department of Natural Resources has kept a record of its use or
rejection of factual or other substantive information that was submitted in writing as public comment and
that was relevant to the accuracy, coverage, or other aspect of the Department of Natural Resources

regulation on net profit share leasing, administrative updates, and exploration incentive credits

Date: 0% /48 /43 /)@lﬁ?/ﬁ

.ﬁuﬁmy Mez\é

Commercial Analyst

Division of Qil and Gas,

Alaska Department of Natural Resources

Subscribed and sworn 1o before me at & \ "\ )&—/Cq \})\\ - \Lt AL \b-.‘\ s g _on
3 [F(%F ve -
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PUBLICATION

STATE OF ALASKA
THIRD JUDICIAL DISTRICT

Emma Dunlap

being first duly sworn on oath
deposes and says that she is
arepresentative of the

Alaska Dispalch News, a

daily newspaper. That said
newspaper has been approved
by the Third Judicial Court,
Anchorage, Alaska, and it now
and has heen published in the
English language continually as a
daily newspaper in Anchorage,
Alaska, and it is now and during
all said time was printed in an
office maintained at the aloresaid
place of publication of said
ncwspaper. That the annexed is
a copy of an advertisement as il
waus published in regular issues
(and not in supplemental form)
ol said newspaper on

propose
a.

March 1, 2017 ’

and that such newspaper was
regularly distributed wo its
subscribers during all of said
period. That the full amount of

the fee charged {or the loregoing
publication is not in cxcess of

the rate charged privatedpdividuals,

Signed

Subscribed and sworn o before

me Lhis '} day OF%
20 [+ s e

Notary Publie in and for

L0 ]

The State of Alaska, ANGEL
Third Division No-ra
Anchorage, Alaska Sla
MY COMMISSION EXPIRLES My Commiesion)
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SUPPLEMENTAL NOTICE OF PROPOSED CHANGES ON NET
PROFIT SHARE LEASING, ADMINISTRATIVE UPDATES AND
EXPLORATION INCENTIVE CREDITS IN THE REGULATIONS OF

THE DEPARTMENT OF NATURAL RESOURCES

BRIEF DESCRIPTION: The Department of Natural Resources ("DNR")
proposes to change regulations on the calculation of the net profit
share production tax lease allowance, repeal the exploration incentive
credit, and make administrative changes such as updating addresses
and/or providing for electronic communication in certain regulations.

DNR's proposed changes are set out In more detail in the notice of
proposed regulations dated Februa
This Is a SUPPLEMENTAL N
PROPOSED CHANGES that DNR issued on February 14, 2017
concerning these proposed regulations revisions contained In
the Dcﬂnrtmont of Law file number JU2016200840; this

SUPPLEMENTAL NOTIC

In the Feb
SUPPLEMENTAL NOTICE Is beln
pro d amendments to the p
under 11 AAC 83.241, extend the publlc comment perlod to
.r'lé hs,_ém)' and change the date of the public workshop to
The modifications to 11 AAC 83.241 in this Supplemental Notice are
d for the tol!owln% reasons:

14, 2017.
ICE adding to the NOTICE OF

E Incorporates by reference information

14, 2017 notice of proposed changes. This
Issued to modify the
uction tax lease allowance

2017.

To clarify that the proposed changes to the production tax
lease allowance in 11 AAC 83.241 arise from: (i) the passing of
ch. 4, 4 SSLA 2016 ("HB 247"), with retroactive application to
January 2017 as established in section 47 of the bill, and (i)
the goal of calculating such allowance through the use of the
“net credit augmentation rate”, beginning at the time of
implementation of these proposed changes to regulations. To
this end, DNR Is [_[lzubllshlng an updated version of the
regulations packet that better demarcates the application of
these changes In terms of the month of production,
To hlghllﬁh the substitution of the word “rate” for the word
"factor” in the original proposal’s reference to a "net credlt
augmentation factor.”
“hmnene tn 17 AAC 83241 Include the following: (i)
totan by hefore credits;” (i)
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JUN 1 2 2017

DIVISION OF
OiL AND GAS

United States of America

Department of Natural Resources

NOTICE OF PROPOSED CHANGES ON NET PROFIT SHARE
LEASING, ADMINISTRATIVE UPDATES AND EXPLORATION
INCENTIVE CREDITS IN THE REGULATIONS OF THE DEPARTMENT
OF NATURAL RESOURCES

BRIEF DESCRIPTION :

The Department of Natural Resources ("DNR") proposes to change
regulations on the calculation of the net profit share production tax lease
allowance, repeal the exploration incentive credit, and make adminis-
trative changes such as updating addresses and/or providing for elec-
tronle communication In certain regulations.

DNR proposes to adopt regulation changes in 11 AAC Ch. 03, Ch. 83,
and Ch. 89 of the Alaska Administrative Code dealing with the production
tax lease allowance used in the calculation of net profit share payments for
Net Profit Share Leases ("NPSLs"), the expiration of the exploration
incentive credit, and the application of administrative changes related to
addresses or allowing for electronic communication with the Alaska
Royalty Oil and Gas Development Advisory Board ("Royalty Board") and
for DNR, inciuding the following:

1. 11 AAC 03.040. Notification to royalty board, is proposed to be
changed as follows: the proposed amendment will allow the Commis-
sioner to notify the Royalty Board by sending the proposed written deter-
mination via electronic mail.

2. 11 AAC 83.241. Production tax lease allowance, is proposed to
be changed as follows: the proposed amendments will (i) clarify that the $5
credit per barrel of taxable oil from the NPSL meeting one or more criteria

of ch. 4, 4 SSLA 2016 ("HB 247"); (il) establish that the 20 percent
reduction to the production revenue net of royaity that is attributable to the
NPSL and associated to taxable production meeting one or more criteria in
AS 43.55.160(f) will have an expiration date, as specified in section 26 of
HB 247, and shall no longer be used in the calculation of the
carried-forward loss credit, under AS 43,55,023(h), that is attributable to
the NPSL, as specified in section 18 of HB 247; (iil) modify the definition of
the production tax lease allowance by Introducing the "net credit augmen-
tation factor” to generate an accurate calculation in the case where the
production from the NPSL generates non-transferable tax credits or a
reduction to the production revenue net of rovalty under AS 43.55.160(f);
and (lv) add a new subsection defining the net credit augmentation factor,
3. 11 AAC 83.245. Reporting and payment requirements, is pro-
posed to be changed as follows: the proposed amendment is a con-
forming change to clarify the retroactivity provisions proposed.

4, 11 AAC B3.250. Lessee protests, is proposed to be changed as
follows: the proposed amendment wlll update the malling address of the
Office of the Commissioner, Alaska Department of Natural Resources and
allow protests to be made electronically,

5. 11 AAC B3.255. Formal hearings, is proposed th
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In AS 43,55.160(f) will have an expiration date, as specified in section 26

Affidavit of Publication

Ad #: 7988490

Ref. File#: 17G-10-053

I, Nicole Quinto, first duly sworn, oath,
depose, and say that I am the Principle
Clerk of the JUNEAU EMPIRE, a
newspaper of general circulation,
published in the city of Juneau, Statc of
Alaska; that the publication was
published in said newspaper, and on
www.juneauempire.com, the online
edition, on the 17th day of February 2017
and thereafter for 0 additional day(s), the
last date of publication being February
17th, 2017.

2
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Subscribed and sworn to before me this
25th day of May 2017.
= “—//"
-
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Notary Public in and for the State of
Alaska.
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STATE OF ALASKA .
OFFICIAL SEAL
Ed Quinte
NOTARY PUBLIC
My Commission Expires 07/15/2019
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NOTARY PUBLIC '
M. BURNELL

STATE OF ALASKA
My commission Expires December 7, 20____

AFFP
NOTICE OF PROPOSED CHANGES

Affidavit of Publication

UNITED STATES OF AMERICA 39476
NOTICE OF PROPOSED CHANGES ON NET
STATE OF ALASKA SS. PROFIT SHARE LEASING, ADMINISTRATIVE
FOURTH DISTRICT UPDATES AND EXPLORATION INCENTIVE

CREDITS IN THE REGULATICNS OF THE

Before me, the undersigned, a notary public, this day DEPARTMENT OF NATURAL RESOURCES

personally appeared Tameka Ambersley, who, being first duly
sworn, according to law, says that he/she is an Advertising grIEF DESCRIPTION
Clerk of the Fairbanks Daily News-Miner, a newspaper (i)

published in newspaper format, (i} distributed daily more than p;_rohpz?:spf’;tg:]aa’:gfggm:;oﬁzss:;ﬁzscﬁms%n
50 weeks per year, (iii) with a total circulation of more than 500 ¢ %ot orofit share producion tax lease

and more than 10% of the population of the Fourth Judicial ajlowance, repeal the exploration incentive credit,
District, {iv) holding a second class mailing permit from the and make administrative changes such as

United States Postal Service, (v) not published primarily to updating addresses and/or providing for slectronic
communication in certain regu!atlons.

dlstnbulte advertlsmg,_and {vi} not mtended_for a partl_cula_\r DNR proposes o adopt regulation changes in 11
praofessional or occupational group. The advertisemant which is AAC Ch. 03, Ch. 83, and Ch. 89 of the Alaska
attached is a true copy of the advertisement published in said Administrative Code dealing with the production

r on the following dav(s): tax lease allowance used in the calculation of net
pape g y( ) profit share payments for Net Profit Share Leases

("NPSLs"}, the expiration of the exploration
incentive credit, and the application of
February 14, 2017 administrative changes reIF:aFt’ed to addresses or
allowing for electronic communication with the
Alaska Rovally Oil and Gas Development Advisory
and that the rate charged thereon is not excess of the rate ?;?;fa“y Board") and for DNR, including the
charged private individuals, with the usual discounts. following:
r/‘./ 1. 11 AAC 03.040. Molification to royalty board, is
£ proposed to be changed as follows: the
proposed amendment will allow the Commissioner
to notify the Royalty Board by sending the
A - proposed written determination via electronic mail,
Advertising Clerk (/ 2. 11 AAG 83,241, Production tax lease
; allowance, is proposed to be changed as follows:
Ris 14th day of February 2017. ine proposed F:amzndmentsa wilt {1) glarlfy that the
$5 credit per barrel of taxable oil from the NPSL
meeting one or more criteria in AS 43.55.160(f) will
have an expiration date, as specified in section 26
of ch. 4, 4 S5LA 2016 ("HB 247", (i} establish that
Marena Burnell, Notary Public in and for the State Alaska. Lhe? g?rgg,;:@ntthr:ﬂ';C;'t?r?bt;;g?eﬁ?fhued,!f;srf‘;%”9
associated to taxable production
meeting one or more criteria in AS 43.55.160(f) will
have an expiration date, as specifled in section 26
of HB 247, and shall no lenger be used in the
calculation of the carried-forward loss credit,

Subscribed to and sworn to

My commission expires: December 07, 2017

00008653 00039476 under AS 43.55.023(b}, that is attributable to the

LG ADV ACCT JOANNE LEONC'O NPS‘L, as specif_igd in section 18 Of HB 247, (III)
madify the definition of the preductien tax lease

ST OF AK/ACCOUNTING TECH Il allowance by introducing the "net credit

550 W. 7THE AVE STE 1100 augmentation facter” to generate an accurate

ANCHORAGE, AK 99501 calculation in the case where the production from



NOTARY PUBLIC
M. BURNELL
STATE OF ALASKA
My commiasion Expires December7, 20

the NPSL generates non-transferable tax credits
or a reduction to the production revenue net of
royalty under AS 43.55.160{f); and (iv) add a new
subsection defining the net credit augmentation
factor.

3. 11 AAC 83.245. Reporting and payment
requirements, is proposad to be changed as
follows: the proposed amendment is a conforming
changse to clarify the retroactivity provisions
proposed.

4, 11 AAC 83.250. Lessee protests, is proposed
to be changed as follows: the proposed
amendment will update the mailing address of the
Office of the Commissioner, Alaska Department of
Natural Resources and allow protests to be made
electronically.

5. 11 AAC 83.255. Formal hearings, is proposed
to be changed as fallows: the proposed
amendment will update the mailing address of the
Office of the Commissioner, Alaska Department of
Natural Resources and allow hearings to be
raquested electronically.

6. 11 AAC 83.290. Retroactive application of
regulations, is proposed to be changed as follows:
the proposed amendment will provide for the
retroactive application, to January 1, 2017, of the
inability of a producer to apply the gross value
reduction for production meeting one or more
criteria in AS 43.55.160(f) in the calculation of the
carried-forward loss.

7. 11 AAC Ch. 89, Exploration Incentlve Credlt, Is
proposed to be repealed. The intended effect of
this repeal is to implement section 33 of HB 247,
which repealed the underlying statutory
authority far thesa ragulations.

You may comment on the proposed reguiation
changes, including the potential costs to private
persens of complying with the proposed changes,
by submitting written commaents to Jim Shine at
the Department of Natural Resaurces, Division of
QCil and Gas, 550 W, 7th Avenue, Suite 1100,
Anchorage, Alaska 99501-3563. Additionally, DNR
will acocept commenis by electronic mail to
jim.shine@alaska.gov or by facsimile at {907) 269-
8939. Comments may alsc be submitted through
the Alaska Online Public Notice System, by
accessing this notice on the system and using the
comment link. The comments must be received
not fater than 4:30 pm on Friday, March 17, 2017.

DNR will hold a public workshop on the proposed
changes related to the appropriate calculation of
the production tax lease allowance under 11 AAC
83,241, the mathematics behind the definition of
the net credit augmentation factor, and the
raporting information required for the completion of
the NPSL forms (VV, AC, and PT forms}. The
public workshop will be heid from 9am fo 11am on
Wednesday, March 8, 2017, in Suite 1270 of the
Atwood Building located at 550 West 7th Ave.,
Ancharage, AK 99501-3563, Anchorage, Alaska.
Interested parties outside of Anchorage are invited
to participate by teleconference by dialing the toll-



M. BURNELL

STATE OF ALASKA
My commission Expires December 7, 20___

free conference call number
1-800-315-6338. When asked for the participant
PIN code, enter 845054,

You may submit written questions relevant to the
propasad action to Jim Shine by email at
jim.shine@ailaska.gov and at the Departmant of
Natural Resources, 550 W. 7th Avenue, Suite
1100, Anchorage, Alaska 29501-3563. The
questions must be received at least 10 days
before the end of the public comment period, DNR
will aggragate its response to substantially similar
questions and make the questions and responses
available on the Alaska Cnline Public Notice
System
(hitps:#aws, state,ak,us/OnlinePublicNotices/Defau
It.aspx} and the DNR Bivision of Qil and Gas
{http:{/dog.dnr.alaska,gov/) websites.

If you are a person with a disability who needs a
special accommedation in order to participate in
this process, please contact Jim Shine at
jim.shine@alaska.gov or (807) 269-8939 no (ater
than Monday, March &, 2017 to ensure that any
necessary accommedations can be provided.

A copy of the proposed regulation changes is
available on the Alaska Cnline Public Notice
System, the DNR Division of Qil and Gas website,
and by contacting Jim Shine at
jim.shine@alaska.gov or {807} 269-8939.

Adter the public cornment period ends on Friday,
March 17, 2017, DNR will either adopt the
proposed regulation changes or other provisions
dealing with the same subject, without further
notice, or decide to take no action. The language
of the final regulations may be different from that
of tha proposed regulations. You should comment
during the time allowed if your interests could be
affected.

Statutory authority: AS 38.05.020, Sec. 37, HB
247,

Statutes being implemented, interpreted, or made
specific; AS 38,065,180, AS 38.05.183, Sec. 33 of
HB247, Sec. 38 of HB247

Fiscal information: The proposed regulation
changes are not expected to require an increased
appropriation.

NOTARY PUBLIC '

Date: February 14, 2017
Ancharage, Alaska Chantal Walsh
Director, Division of Qil and Gas
17G-10-052



NOTARY PUBLIC
M. BURNELL
STATE OF ALASKA
AFFP My comisson Expires Deosmber 7

NOTICE OF PROPOSED CHANGES

Affidavit of Publication

UNITED STATES OF AMERICA } 39476
88,

NOTICE OF PROPOSED CHANGES ON NET
STATE OF ALASKA PROFIT SHARE LEASING, ADMINISTRATIVE
FOURTH DISTRICT UPDATES AND EXPLORATION INCENTIVE

Before me, the undersigned, a notary public, this day GREDITS IN THE REGULATICNS OF THE
personally appeared Tameka Ambersley, who, being first duly DEPARTMENT OF NATURAL RESOURCES
sworn, according to law, says that he/she is an Advertising prIEF DESCRIPTION
Clerk of the Fairbanks Daily News-Miner, a newspaper (i)
published in newspaper format, (ii) distributed daily more than The Department of Natural Resources ("DNR")

e . . proposes to change regulations on the calculation
50 weeks per year, (iii} with a total circulation of more than 500 .. ° profit share producticn tax lease

and moere than 10‘%) of the population of the Fourth Judicial allowance, repeal the exploration incentive credit,
District, {(iv) holding a second class mailing permit from the and make administrative changes such as

United States Postal Service, (v) not published primarily to updating addresses and/or providing for electronic
communication in certain regulations.

drstrlbulte advertlsmg,‘and {vi} not mtended.for a partlpulz_ar DNR proposes o adopt regulation changes in 11
professional or cccupational group. The advertisement which is AAC Ch. 03, Ch. 83, and Ch. 89 of the Alaska
attached is a true copy of the advertisement published in said Administrative Code dealing with the praduction

r on the following dav(s): tax tease allowance used in the calculation of net
pape 9 y( ) profit share payments for Net Profit Share Leases

{"NPSLs"}, the expiration of the exploration
incentive credit, and the application of
February 14, 2017 administrative changes related to addresses or
allowing for electronic cammunication with the
Alaska Royalty Oil and Gas Development Advisery
and that the rate_ cha_rged thereon is not excess of the rate ?;ir;a“y Board") and for DNR, including the
charged private ipdjviduals, with the usuval discounts. following:
/ 1. 11 AAC 03.040. Notification to royalty beard, is
proposed to be changed as follows: the
proposed amendment will allaw the Commissioner
P to notify the Royalty Board by sending the
aF roposed written determination via electronic mail.
Advertising Clerk” —/ 5 11 AAC 83,241, Production tax lease
: ; allowance, is proposed to be changed as follows:
Subscribed to and sworn this 14th day of February 2M17.  ihe proposed ‘;m‘;,,dmems will (i) é‘.arify that the
$5 credit per barrel of taxable oil from the NPSL
maeting one or more criteria in AS 43.55.160(f} will
have an expiration date, as specified in section 26
; of ch. 4, 4 SSLA 2016 {“*HB 247"); {ii) establish that
Warena Bumnell, Notary RUBIG 11 and 1o 1o STate ATBSKa. e e o e e o
associated to taxable production
meeting one or more criteria in AS 43.55.160{f) will
have an expiration date, as specified in section 26
of HB 247, and shall no longer be used in the
calculation of the carried-forward loss credit,

My commission expires: December 07, 2017

00008653 00033476 under AS 43.55.023(h), that is attributable to the

LG ADV ACCT JOANNE LEONCIO NPSL, as SpQCiﬁBd in section 18 of HB 247, (III}
modify the definition of the production tax lease

ST OF AKIACCOUNTING TECH Il allowance by Introducing the "net credit

550 W, 7THE AVE STE 1100 augmentation factor” to generate an accurate

ANCHORAGE, AK 99501 calculation in the case where the preductlon from



NOTARY PUBLIC
M. BURNELL

STATE OF ALASKA
My commission Expires December 7, 20____

the NPSL generates nen-transferable tax credits
or a reduction to the production revenue net of
royalty under AS 42.55.160(f); and (iv) add a new
subsection defining the net credit augmentation
factor.

3. 11 AAC 83.245. Reporting and payment
requirements, is proposed to be changed as
follows: the proposed amendment is a conforming
changa to clarify the retroactivity provisions
proposed.

4, 11 AAC 83.250. Lessee protests, is proposed
to be changed as follows: the proposed
amendment will update the mailing address of the
Office of the Commissioner, Alaska Department of
Natural Resources and allow protests to be made
electronically.

5. 11 AAC 83.255. Formal hearings, is proposed
to be changed as follows: the proposed
amendment will update the matling address of the
Office of the Commissioner, Alaska Department of
Natural Resources and allow hearings to be
requested electronically.

6. 11 AAC 83.280. Retroactive application of
regulations, is proposed to be changed as follows:
the proposed amendment will provids for the
retroactive application, to January 1, 2017, of the
inability of a producer to apply the gross value
reduction for preduction meeting one or more
criteria in AS 43.55,160(f} in the calculation of the
carried-forward loss.

7. 11 AAC Ch. 89. Exploration Incentive Credit, is
proposed {o be repealed. The intended effect of
this repeal is to implement section 33 of HB 247,
which repealed the underlying statutory
authority for these regulations,

¥ou may comment on the proposed regulation
changes, including the potential costs to private
persons of complying with the praposed changes,
by submitting written comments to Jim Shine at
the Department of Natural Resources, Division of
Qil and Gas, 550 W, 7th Avenue, Suite 1100,
Anchorage, Alaska 29501-3563. Additienally, DNR
will accept comments by electronic mail to
jim.shine@alaska.gov or by facsimile at {907) 269-
8939. Comments may also be submitted through
the Aiaska Online Public Notice System, by
accessing this notice an the system and using the
comment link. The comments must be received
not later than 4:30 pm on Friday, March 17, 2017.

DNR will hold a public workshop on the proposed
changes related to the appropriate calculation of
the production tax lease allowance under 11 AAC
83.241, the mathematics behind the definition of
the net credit augmentation factar, and the
reporting informaticn required for the completion of
the NPSL forms (VV, AC, and PT forms). The
public workshop will be held from 9am to 11am on
Wednaesday, March 8, 2017, in Suite 1270 of the
Atwood Building located at 550 West 7th Ave.,
Anchorage, AK 99501-3563, Anchorage, Alaska.
Interested parties outside of Anchorage are invited
to participate by teleconference by dialing the toll-



NOTARY PUBLIC
M. BURNELL

STATE OF ALASKA
My commiseion Expires December 7, 20____

free conference call numbar
1-800-315-6338. When asked for the participant
PIN code, enter 945054#.

You may submit written questions relevant to the
praposed action to Jim Shine by email at
jim.shine@alaska.gov and at the Department of
MNatural Resources, 550 W, 7th Avenuse, Suite
1100, Anchorage, Alaska 99501-3563. The
questions must be received at least 10 days
before the end of the public comment pericd, DNR
will aggregate its response to substantially similar
quastions and make the questicns and responses
available on the Alaska Online Public Notice
System
{hitps./faws.state.ak.us/OnlinePublicNotices/Defau
It.aspx) and the DNR Division of Qil and Gas
{hitp:/fdog.dnr.alaska.gov/) websites,

If you are a person with a disability who needs a
special accommodation in order to participate in
this process, please contact Jim Shine at
jim.shine@alaska.gov or {307) 269-8939 no later
than Manday, March 6, 2017 to ensure that any
necessary accommodations can be provided.

A copy of the proposed regulation changes is
availabie on the Alaska Online Public Notice
System, the DNR Division of Qil and Gas website,
and by contacting Jim Shine at
jim.shine@alaska.gov or {$07) 269-8939.

After the public comment period ends on Friday,
March 17, 2017, DNR will either adopt the
proposed regulation changes or other provisions
dealing with the same subject, without further
notice, or decide to take no action. The language
of the final regulations may be different from that
of the proposed regulations. You should comment
during the time allowed If your interests could be
affected.

Statutory authority: AS 38.05.020, Sec. 37, HB
247,

Statutes being implemented, interpreted, or made
specific; AS 38.05.180, AS 3B.05,183, Sec, 33 of
HB247, Sec. 38 of HB247

Fiscal information: The proposad regulation
changes are not expected to require an increased
appropriation.

Date: February 14, 2017
Anchorage, Alaska Chantal Walsh
Director, Division of Oil and Gas
17G-10-052
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