State of Alaska

Department of Revenue
Tax Division

Oil & Gas Production Tax (AS 43.55)

Computation of a Cost of Capital Allowance Under 15 AAC 55.196
Incorporating Depreciation and a Return on Invested Capital for
Marine Vessels and Improvements

Edition 4.0
DATE



Table of Contents

110 (o) O] 01 (=] USROS I
SECLION 11 OVEIVIEW. ...ttt bbbttt bbb b e bbb et et bbbt enbeens 2
1.1 PUrp0oSe OF PUBTICATION .....cuiiiiiiiiiieeee e 2
1.2 INEFOTUCTION ...ttt bbbt bbbt bbbt et et e b e b et bbb ans 2
1.3 Changes from Prior EQITIONS. ........cc.oiiiiiiieicie i 2
1.4 Organization 0f the RO IMOMEl ..........ooveiiieeee e 3
SECtioN 2: INPUE L — VESSE ... et 4
2.1 General INFOIMALION........ccoviiiiie ittt e sbe e e e sreenaesreenreeneens 4
2.2 FINANCIal INFOIMALION. .......oiviiiiiiiiceeee bbb ene e 5
2.3 Vessel/Facility INFOrMALioN .........ccoovoiiiiieice e 6
2.4 Vessel/Facility Improvement INformation.............ccceiveiiiie i 9
SECHION 32 INPUE 2 — CCF ettt r bbb 10
3.1 Capital Construction Fund (CCF) INformation...........ccccccevveiiiieenieie e 10
Section 4: Input 3 — Cost of Capital RAES...........ccoveiiiiiiiiece e 12
4.1 CoSt Of CaPItAl RALES .....ooueeeiiiieeieee et 12
Section 5: CCF CalCUIALIONS ......ccuiiiiiiiiiiieieie ettt bbb eneas 14
5.1 CCF Cash FIOW IMPACES ........coieiiiieie ettt 14
Section 6: Cost of Capital CalCUIAtIONS ...........ccoiviiiiiiiiiee e 16
6.1 Vessel/Facility Cost of Capital ..........ccccceiieiiiiiiiececce e 16
6.2 Vessel/Facility Improvements Cost of Capital ...........ccoceieiiiiniiiiine 18
6.3 RESUIS CalCUIALIONS. ..ottt ens 20
Alaska Department of Revenue, Tax Division Table of Contents

Cost of Capital Calculation Ed. 4.0 | DATE Page i



Section 1: Overview

1.1 Purpose of Publication

The purpose of this publication is to provide the method for calculating a Cost of Capital
Allowance for vessels transporting oil, or for LNG transportation facilities, that are owned or
effectively owned by a taxpayer for the purpose of 15 AAC 55.196. The Cost of Capital Allowance
incorporates both the depreciation cost and the return on capital for such vessels and facilities
allowed as a cost of transportation under 15 AAC 55.193(b)(3)(B)-(C) and 15 AAC
55.193(b)(4)(B)(iii)-(iv).

1.2 Introduction

This publication, which includes the “2019 Cost of Capital (ROI) Model” Microsoft Excel
Workbook (.xlIsx) file (the “ROI Model”), allows a taxpayer to calculate the Cost of Capital
Allowance for an oil transportation vessel or for an LNG transportation facility. The methodology
employed in this publication provides for separately computing a cost of capital allowance for each
individual vessel or facility, including improvements.

Calculation of a cost of capital allowance is performed using an input schedule and a series
of calculation tables. The input schedule consists of information supplied by the taxpayer, entered
into the yellow input fields. The calculation tables utilize the information in the input schedule to
derive the allowance. The calculated allowance is provided in a results display on both the “Input
1 — Vessel” and “Cost of Capital Calculations” tabs.

The input schedule and calculation tables are detailed in the instructions.

1.3 Changes from Prior Editions

This Edition 4.0 provides a significantly different and updated calculation format for cost
of capital allowances from prior versions of this publication. The most recent prior version of this
publication was the Third Edition published on November 9, 2018. In contrast to prior versions of
this publication, however, Edition 4.0 restructures the cost of capital calculation by eliminating
calculations over multiple time periods in calculating the cost of capital allowance. As a result, the
scope of input data is reduced and the calculations are simplified. Additionally, the weighted
average cost of capital rate that was previously obtained from third-party sources has been replaced
with a U.S. Treasury yield rate coupled with a set risk premium.
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1.4 Organization of the ROl Model

K
S

The ROI Model is organized into five worksheets. The first three worksheets are input
sheets, which require a taxpayer to input data into certain fields within the worksheet. Data entry
fields are denoted by light yellow fields. The remaining two worksheets contain the calculation
functions for the ROI Model, and should not be changed by a taxpayer.

Input 1 - Vessel Input 2 - CCF Input 3 - Cost of Capital Rates CCF Calculations Cost of Capital Calculations (D)

The five worksheets that make up the ROI Model, as displayed in Microsoft Excel
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Section 2: Input 1 — Vessel

The Worksheet “Input 1 — Vessel” contains 19 data entry fields that the taxpayer must fill in,
divided into four different sections.

2.1 General Information

The General Information section of “Input 1 — Vessel” requires the taxpayer to enter basic
information regarding the tax period in which the taxpayer is claiming a cost of capital allowance.

® General Information
2 | Field No. 1 |Taxpayer: ABC Co.
13 Field No. 2 |Tax Year: 2020

General Information Input Schedule (with example)

Input Field No. 1: “Taxpayer”

The taxpayer should enter its name into the “Taxpayer” field. This entry is not used in the
calculations tab, but is used to identify the spreadsheet as part of the taxpayer’s tax data.

Input Field No. 2: “Tax Year”

The taxpayer should enter the Tax Year for which the cost of capital allowance is being
calculated.

Alaska Department of Revenue, Tax Division Section 2: Input 1 — Vessel
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2.2 Financial Information

The Financial Information section of “Input 1 — Vessel” requires the taxpayer to enter
certain information relating to financial and tax rates in effect during the Tax Year. These inputs
are used in the calculation of the cost of capital for both the vessel/facility and improvement
components of the allowance.

- Financial Information
E Field Mo, 3 |U.5. Federal Corporate Tax Rate: 21 .0%
_E' Field No. 4 [State of Alaska Corporate Tax Rate: G 4%

= Field No. 5 |Base Capital Rate: 3.00%

Financial Information Input Schedule (with example)

Input Field No. 3: “U.S. Federal Corporate Tax Rate”
The U.S. Federal Corporate Tax Rate is the highest U.S. Federal corporate income tax rate
in effect as of January 1 of the Tax Year.

Input Field No. 3: “U.S. Federal Corporate Tax Rate”
The State of Alaska Corporate Tax Rate is the highest State of Alaska corporate income
tax rate in effect as of January 1 of the Tax Year.

Input Field No. 6. “Base Capital Rate”

The taxpayer should enter the applicable Base Capital Rate for the Tax Year in Input Field
No. 5. The Base Capital Rate is used to determine the Cost of Capital Rate, which is calculated for
each Tax Year based on a U.S Treasury yield rate, to which a risk premium is added.

The Base Capital Rate is the “Daily Treasury Yield Curve Rate” for the 20 Year Maturity
Series, as reported by the U.S. Department of the Treasury (“Treasury”) for the first reported day
of the Tax Year. Treasury does not report rates for weekends or holidays, and so the first day that
Treasury reports yield rates may not be January 1.

If Treasury does not publish a Daily Treasury Yield Curve Rate for the 20 Year Maturity
Series treasuries during a year, then the Base Capital Rate is the Daily Treasury Yield Curve Rate
for the 30 Year Maturity Series treasuries on the first reported day of the Tax Year minus 0.1%. If
Treasury does not publish a Daily Treasury Yield Curve Rate for the 20 Year or 30 Year Maturity
Series treasuries during a year, then the Base Capital Rate is the Daily Treasury Yield Curve Rate
for the 10 Year Maturity Series treasuries on the first reported day of the Tax Year plus 0.5%. If
Treasury does not publish a Daily Treasury Yield Curve Rate for the 10 Year, 20 Year, or 30 Year
Maturity Series treasuries during a year, then the Base Capital Rate is the Base Capital Rate for
the preceding Tax Year.

The risk premium that is added to the Base Capital Rate is 3.0% for an oil transportation
vessel (for purposes of 15 AAC 55.193(b)(3)), or 3.2% for an LNG transportation facility (for
purposes of 15 AAC 55.193(b)(4)(B). The risk premium is added automatically in the Cost of
Capital Calculations tab, and should not be added to the Base Capital Rate when entered in Input
Field No. 5.
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2.3 Vessel/Facility Information

The Vessel/Facility Information section of “Input 1 — Vessel” requires the taxpayer to enter
information relating to the oil transportation vessel or LNG transportation facility for which a cost
of capital allowance is being calculated. These inputs provide base data for the calculation of the
vessel or facility allowance.

Vessel/Facility Information
£ | FieldNo. 6 VesselFacility Mame: M/T Tanker
ﬁ Field No. 7 |Vessel/Facility Type? Qil Transportation Vessel
L | Field No. 8 |Service Start Date: 8/1/2004
@ | Ficid io. 9 |Acquisition Cost 5100,000,000
g Field Mo. 10 |Total Service Life (in years): 24
Field Mo. 11 |% Time in Allowable Service During Tax Year: 100.000%

Vessel/Facility Information Input Schedule (with example)

Input Field No. 6. “Vessel/Facility Name”

The taxpayer should enter the name of the vessel or facility for which an allowance is being
calculated. This entry is not used in the calculations tab, but is used to identify the spreadsheet as
part of the taxpayer’s tax data.

Input Field No. 7: “Vessel/Facility Type?”

The “Vessel/Facility Type?” entry requires the taxpayer to input whether the vessel for
which the taxpayer is calculating a Cost of Capital Allowance is an Oil Transportation Vessel or
an LNG Transportation Facility. The entry for Input Field No. 7 is a selection box with the entries
“Oil Transportation Vessel” and “LNG Transportation Facility.” The taxpayer must select either
“Oil Transportation Vessel” or “LNG Transportation Facility” in this field.

The taxpayer should select “Oil Transportation Vessel” if the taxpayer is calculating a Cost
of Capital Allowance for the transportation of crude oil by a vessel owned or effectively owned by
the taxpayer under 15 AAC 55.193(b)(3). The taxpayer should select “LNG Transportation
Facility” if the taxpayer is calculating a Cost of Capital Allowance for the transportation of LNG
by a facility owned or effectively owned by the taxpayer under 15 AAC 55.193(b)(4)(B).

Input Field No. 8. “Service Start Date”

The Service Start Date is the date on which the vessel or facility first entered into allowable
service for the taxpayer. For an oil transportation vessel or an LNG transportation facility that is
an LNG tanker, allowable service for determining the Service Start Year is determined pursuant
to 15 AAC 55.196(e)(1). For an LNG transportation facility that is not an LNG tanker, allowable
service begins the date that the LNG transportation facility is first used in the transportation of gas
for LNG shipment.

Input Field No. 9. “Acquisition Cost”
The Acquisition Cost is the amount originally invested in an arm’s length transaction in
the vessel or facility at the time that the vessel or facility entered into allowable service, as
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capitalized by the vessel or facility’s actual or effective owner in accordance with generally
accepted accounting principles, net of any tax credits received by the taxpayer attributable to the
construction, acquisition, or entry into service of the vessel or facility. Tax benefits realized by the
taxpayer through the use of a Capital Construction Fund under 46 U.S.C. § 53501 et seq. are not
tax credits, and are not deducted from the Acquisition Cost of a vessel.

Input Field No. 10: “Total Service Life (in years) ”

The Total Service Life is the life of the vessel or facility in years. The Total Service Life
is not suspended during any periods of lay-up, dry dock, while the vessel or facility is not in
allowable service, or for any other reason.

Once determined when the vessel or facility is first placed in service by a taxpayer, the
Total Service Life does not change until the vessel or facility is disposed of by the taxpayer. In the
event that a vessel or facility is disposed of by a taxpayer and is subsequently reacquired by the
same taxpayer: (1.) if the time between the taxpayer’s disposal and reacquisition of the vessel or
facility is 24 calendar months or less, or if the vessel or facility was disposed of in other than an
arm’s length transaction, the Total Service Life remains the same as when the vessel or facility
was first placed in service by the taxpayer prior to disposal, or (2.) if the time between the
taxpayer’s disposal and reacquisition of the vessel or facility is more than 24 calendar months, and
if the taxpayer initially disposed of the vessel or facility in an arm’s length transaction, the Total
Service Life at the time of reacquisition is determined pursuant to the rules set forth below for
vessels or facilities in prior use at the time of reacquisition.

The Total Service Life is determined as follows:

New Vessels: For oil transportation vessels or LNG transportation facilities that are LNG
tankers under 15 AAC 55.900(a)(4)(E), which enter into allowable service for the taxpayer for the
first time within eight years of the beginning of their useful life as determined in accordance with
generally accepted accounting principles, the Total Service Life is 24 years beginning on the
Service Start Date.

Vessels in Prior Use: For oil transportation vessels or LNG transportation facilities that
are LNG tankers under 15 AAC 55.900(a)(4)(E), which enter into allowable service for the
taxpayer for the first time more than eight years following beginning of their useful life as
determined in accordance with generally accepted accounting principles, the Total Service Life is
the greater of (1.) the years of remaining life based on a 24-year useful life or (2.) the years of
remaining life based on the estimated useful life of the vessel as determined in accordance with
generally accepted accounting principles as of the date the taxpayer acquired the vessel or placed
the vessel into allowable service for the first time, beginning on the Service Start Date.

New LNG Transportation Facilities Other than Tankers: For LNG transportation facilities,
other than LNG tankers under 15 AAC 55.900(a)(4)(E), which enter into allowable service for the
taxpayer for the first time within ten years of the beginning of their useful life as determined in
accordance with generally accepted accounting principles, the Total Service Life is 30 years
beginning on the Service Start Date.

Alaska Department of Revenue, Tax Division Section 2: Input 1 — Vessel
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LNG Transportation Facilities in Prior Use: For LNG transportation facilities, other than
LNG tankers under 15 AAC 55.900(a)(4)(E), which enter into allowable service for the taxpayer
for the first time more than ten years following beginning of their useful life as determined in
accordance with generally accepted accounting principles, the Total Service Life is the greater of
(1.) the years of remaining life based on a 30-year useful life or (2.) the years of remaining life
based on the estimated useful life of the facility as determined in accordance with generally
accepted accounting principles as of the date the taxpayer acquired the facility or placed the facility
into allowable service for the first time, beginning on the Service Start Date.

Input Field No. 11: “% Time in Allowable Service During Tax Year”

% Time in Allowable Service During Tax Year is the percentage obtained by dividing (1.)
a numerator equal to the total number of days during the Tax Year that the vessel or facility was
in allowable service as determined under 15 AAC 55.196(e)(1), in allowable lay up under 15 AAC
55.196(e)(3), and (C) in allowable dry dock under 15 AAC 55.196(e)(4), by (2.) a denominator
equal to the total number of days in the Tax Year.

If a taxpayer leaves a vessel or facility in service after the end of its Total Service Life (in
years) as entered in Input Field No. 10, the taxpayer should continue to calculate the % Time in
Allowable Service During Tax Year for each subsequent year and enter the result in Input Field
No. 11. While the vessel or facility will not be eligible for a Cost of Capital Allowance based on
the original acquisition cost, improvements to the vessel or facility may continue to generate a
Cost of Capital Allowance beyond the end of the vessel or facility’s Total Service Life (in years).
The determination of any additional Cost of Capital Allowance derived from improvements to a
vessel or facility depend, in part, on the time the vessel or facility spent in allowable service during
the year.

The following worksheet will assist in calculating the entry for % Time in Allowable
Service During Tax Year. Enter the number of days in each category of service during the Tax
Year, then total the number of days together. Next, enter the number of Days in the Tax Year (365
days during a normal year, or 366 days during a leap year). Finally, divide the total days in service
by the number of days in the Tax Year. The result is the percentage of time the vessel or facility
spent in allowable service, expressed as a decimal.

Worksheet for Calculating % Time in Allowable Service During Tax Year

Category of Service | Days in  Service
During Tax Year

Allowable Service
(15 AAC 55.196(e)(1))
Allowable Lay Up
(15 AAC 55.196(¢)(3))

Allowable Dry Dock Dl fri e S
(15 AAC 55.196(e)(4)) y Result

Total = —

Alaska Department of Revenue, Tax Division Section 2: Input 1 — Vessel
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2.4 Vessel/Facility Improvement Information

The Vessel/Facility Improvement Information section of “Input 1 — Vessel” requires the
taxpayer to enter information relating to the improvements made to the oil transportation vessel or
LNG transportation facility. These inputs provide base data for the calculation of a capital
allowance for improvements made to a vessel or facility. The allowance for improvements is
calculated separately from the allowance for the vessel or facility, with improvements amortized
over a shorter time horizon.

Vessel/Facility Improvement Information
‘E Tax Year Capitalized Improvements
g [Feldtio. 12 2014 50.00
= [Feano 13 2015 54,200,000 00
E Field No. 14 2016 50.00
E* Field No. 15 2017 $550,000.00
= | Field No. 16 2018 $0.00
E Field Mo, 17 2019 50.00
ﬁ Field No. 18 2020 $6,300,000.00
E Current Year Expensed Improvements
Field No. 19 |Expensed Improvements in Current Tax Year £2.000,000.00

Vessel/Facility Improvement Information Input Schedule (with example)

Input Fields No. 12-18: “Capitalized Improvements”’

Capitalized Improvements are improvements to the vessel or facility that are capitalized by
the vessel or facility’s actual or effective owner in accordance with generally accepted accounting
principles, and which were not expensed in the year that they were incurred for the purposes of
Input Field No. 23 or a predecessor election to expense improvements from prior editions of this
publication. Capitalized Improvements are reported separately by year for the seven prior years,
starting with the Tax Year. All expenditures for capitalized improvements in a calendar year shall
be aggregated into one amount for the Tax Year.

Input Field No. 19: “Expensed Improvements in Current Tax Year”

Notwithstanding that certain improvements are required to be capitalized by the vessel or
facility’s actual or effective owner in accordance with generally accepted accounting principles,
pursuant to 15 AAC 55.196(a), a taxpayer may elect to expense, in the calendar year incurred, the
first $2,000,000 in improvements that would otherwise be capitalized in accordance with generally
accepted accounting principles. The taxpayer may not expense more than $2,000,000 in
improvements in a Tax Year. If a number greater than $2,000,000 is entered in Input Field No. 19,
the ROI Model will limit a taxpayer’s expense claim to $2,000,000 in calculating the Cost of
Capital Allowance.

Improvements which are expensed in a Tax Year are may not be reported as Capitalized
Improvements for the purposes of the Input Fields No. 12-18 in the current Tax Year or in any
subsequent Tax Year.

Alaska Department of Revenue, Tax Division Section 2: Input 1 — Vessel
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3.1 Capital Construction Fund (CCF) Information

The Capital Construction Fund (CCF) Inputs section requires the taxpayer to enter
information relating to deposits to and withdrawals from a Capital Construction Fund maintained
pursuant to 46 U.S.C. § 53501 et seq., as well as information regarding the taxpayer’s corporate
alternative minimum tax status for years prior to 2018. The Capital Construction Fund (CCF)
Information worksheet applies only to oil transportation vessels or LNG transportation facilities

Capital Construction Fund Inputs

Tax Year CCF Deposits (Withdrawals) AMT?
Field Ma. 20 15950 £0.00 Mo
Field Mo, 21 15951 20.00 Mo
Figld Mo, 22 1992 =0.00 Mo
Field Mo, 23 1983 20.00 No
Field Mo. 24 1554 £0.00 Mo
Field Mo. 25 19595 20.00 Yes
Field Mo, 25 1996 20.00 res
Field Ma. 27 1987 20.00 Yes
Field Mo, 22 1998 g0.00 es
Field Mo, 23 1955 $20,000,000.00 res
Field Mo, 30 2000 220,000,000.00 res
Field Mo, 31 2001 220,000 000.00
Field Mo, 32 2002 220,000,000.00
Field Mo, 33 2003 S20,000,000.00
Figld Mo, 34 2004 =0.00
Field Mo. 35 2005 20.00
Field Mo, 36 2006 £0.00
Field Ma. 37 2007 20.00
Figld Mo, 32 2008 =0.00
Field Ma. 33 2009 20.00
Field Mo. 40 2010 £0.00
Field Mo, 41 2011 20.00
Figld Mo, 42 2012 =0.00
Field Mo. 43 2013 20.00
Field Mo. 44 2014 £0.00
Field Mo. 45 2015 20.00
Figld Mo, 46 2016 =0.00
Field Mo. 47 2017 20.00
Figld Mo. 42 2018 £0.00
Field Mo. 43 2019 20.00
Figld Mo, 50 2020 =0.00
Field Mo, 51 2021 20.00
Figld Mo, 52 2022 £0.00
Field Mo, 53 2023 20.00
Field Mo, 54 2024 (S100,000,000.00)
Field Mo, 55 2025 20.00
Field Mo, BE 2026 £0.00
Field Mo, 57 2027 20.00
Figld Mo, 52 2028 =0.00
Field Mo, 53 2029 20.00
Field Mo, B 2030 £0.00

that are LNG tankers under 15
AAC 55.900(a)(4)(E).

Capital Construction Fund (CCF)
Deposits Input Schedule (with
example)

Alaska Department of Revenue, Tax Division
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CCF Deposit (Withdrawal) entry field is the amount, if any, that the taxpayer deposited
into or withdrew from, or plans in the future to deposit into or withdraw from, a Capital
Construction Fund (“CCF”) for the indicated Tax Year. Withdrawals are entered as a negative
number into the entry field. The entries must conform to the producer’s capital construction fund
agreement with the U.S. Maritime Administration.

If a producer has made contributions into a CCF account that has more than one vessel
identified as a program objective, then the amount of the producer’s CCF deposit is allocated
between vessels. The amount allocated to a vessel is determined as if deposits to the account are
made to correspond to the chronological order in which the producer’s program objective vessels
come into service, unless there is clear and convincing evidence to the contrary. Such evidence
might include the producer’s capital construction fund agreement with the U.S. Maritime
Administration. The amount of the producer’s capital construction fund earnings realized on the
capital construction fund account and retained in the capital construction fund account is allocated
to the vessel proportional to the amount of the deposit allocated to the vessel.

An expected capital construction fund withdrawal is the amount scheduled to be withdrawn
under the producer’s capital construction fund agreement with the U.S. Maritime Administration.
If the agreement applies to multiple vessels, the amount is allocated among the vessels proportional
to the total amounts paid to the person building or selling the vessels to the producer, unless there
is clear and convincing evidence to the contrary. Such evidence might include the producer’s
capital construction fund agreement with the U.S. Maritime Administration.

Any capital construction fund withdrawal that is expected to occur after the last year of
remaining life is treated as if it will occur in the last year of remaining life. Any expected capital
construction fund withdrawal that has not occurred by the last year of remaining life is considered
to occur in the last year of remaining life.

Input Field No. 20-60.: “AMT?”

In addition to the “CCF Deposits (Withdrawals)” entries, Input Fields No. 20-60 also have
a second entry field for the taxpayer’s Corporate Alternative Minimum Tax status. The “AMT?”
entry requires the taxpayer to input whether the taxpayer was subject to U.S. Corporate Alternative
Minimum Tax during the indicated tax year. The “AMT?” entry for Input Fields No. 20-60 is a
selection box with the entries “Yes” and “No.” The taxpayer must select either “Yes” or “No” in
this field.

“AMT?” entry boxes for years after 2017 will appear crossed out in red, due to the repeal
of AMT effective January 1, 2018. The entries for these fields should remain set to “No.”

Alaska Department of Revenue, Tax Division Section 3: Input 2 — CCF
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Section 4: Input 3 — Cost of Capital Rates

4.1 Cost of Capital Rates

Cost of Capital Rates The cost 01“‘ capital rates array in the

@ Cost of Capital Rates worksheet “Input 3 — Cost of Capital
= Year Base Capital Rate | Cost of Capital Rale Rates” lists th licabl t of
% 1598 ni it :aaxk Lo caapietsél rellfei‘ fo;3 1?9%1)5 l'ff?rOSQTClOZsOG%
= 1986 11.00% :
5 1987 N 11.00% These entries are used as part of the
b 1988 N 11.00% calculation functions in the “CCF
® LR N\ MRCE Calculations” and “Cost of Capital
8 1930 N 11.00% . p

1991 S 10.18% Calculations” worksheets.

1992 Y 9.33%

Egi \\\b\ ﬁ;igi The Cost of Capital Rates for 1985

1995 N 8.93% through 2019 are automatically

133? \\Q g-ggi entered in the ROl Model based on

1995 N 5.93% the Cost of Capital Rates applicable

1999 N 8.17% for each of the years as determined in

2000 X L the Third Edition of this publication.

2001 \:\\\:\\ 8.75%

2002 7.10%

2003 N 7.64% Beginning in Tax Year 2020, the

;ggj \\\\\QQ 3-15;: taxpayer must enter the “Base Capital

5006 R T 02% Rate” for each tax year beginning in

2007 - 7.32% 2020 through the tax year for which

i \\\% Lt the taxpayer is calculating a Cost of

5010 = 971% Capital Allowance. The “Base Capital

2011 N 6.37% Rate” is the same Base Capital Rate

;EE }\‘% g-;gi that was determined for Input Field

S012 = Z BR0L No. 5 in the worksheet “Input 1-

2015 RN N 5.30% Vessel.”

2017 B 5.60% .

5018 i&\\\\\m\m = 00% The years for which 'ghe taxpayer must

2019 RS 5.83% enter the Base Capital Rate will be

;g;" S0 :m shaded light yellow. For tax years

2022 3.00% 6 00% after 2020, additional fields will

2023 3.00% 6.00% automatically shade light yellow to

e 2t L indicate that a direct input is required

2025 3.00% 5.00% '

2028 2.00% 5.00% EEFIEREES \\\\WWW

2027 3.00% 6.00% 2020 3.00%

2028 3.00% 6.00% 2021 3.00%

2029 3.00% 6.00% 2= o

2030 3.00% 6.00% 2024 3.00%

2031 3.00% 6.00% 2025 3.00%

EEE% E-EEE- E-EE:? In future tax years, additional fields are

shaded light yellow
Cost of Capital Rate array with entry field for Tax Year 2020

Alaska Department of Revenue, Tax Division Section 4: Input 3 — Cost of Capital Rates
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Future years Cost of Capital Rates are presumed to be the same as the current year, and the
Base Capital Rate entries for future years reference the previous year. For each subsequent tax
year, the entry fields for the “Base Capital Rate” will thus already contain a formula reference to
the prior year’s entry. The taxpayer should replace the formula entry in the “Base Capital Rate”
fields for each tax year through the tax year for which the taxpayer is calculating a Cost of Capital
Allowance with the appropriate Base Capital Rate for the indicated year.

Section 4: Input 3 — Cost of Capital Rates

Alaska Department of Revenue, Tax Division
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Section 5: CCF Calculations

The calculations used by the ROl Model to compute the financial impact of any Capital
Construction Fund deposits or withdrawals associated with a vessel are found on the “CCF
Calculations” worksheet. The calculations are contained in the cells shaded red, and should not be
altered by the taxpayer. Any changes in the calculations in the CCF Calculations worksheet may
result in an incorrect Cost of Capital Allowance being calculated that may be subject to correction
during an audit. The formulas used for each calculation are displayed in the column for that
calculation.

5.1 CCF Cash Flow Impacts

CCF Cash Flow Impacts
Column i Column 2 Column 3 Column 4 Column & Column B Column 7 Column 8
Taz ‘ear Effective | Cost of Capital Fate CCF Deposit CCF Taxlmpact | Discount Factor | Discount Factar Adjustment for | Yearly Present Walue Tax
Corporate [withdrawal] o Service Start AMT Deferral of CCF Tax Eenefits of CCF
Tax Hate ‘fear Sauvings Deposits
= Mt - SAEE =S | 2 M OISR My = Mt 7 - =EFTF SRR LR =5 M £ - B R S
N TR |- Dot o Canitsd LR o o R T e e
ST | Aates BORELAELTT Dt 34T 0
i it Hmwf
1330 4111 1.00% £0.00 $0.00 3.2685 2.2586 $0.00
1331 401 01085 $0.00 $0.00 2.9356 2.9356 $0.00
1952 4111 9.33% F0.00 0,00 2.EE44 2.EE44 #0.00
1333 4111 .20 £0.00 $0.00 24370 24370 $0.00
1334 401 2405 $0.00 $0.00 2.2623 2.2623 $0.00
1935 4111 8.93% F0.00 0,00 20588 12768 #0.00
1336 4111 .03 £0.00 $0.00 1.8400 12762 $0.00
1337 401 8.30% $0.00 $0.00 1.7453 12768 $0.00
1958 4111 8.93% F0.00 0,00 1E115 12768 #0.00
1339 4111 A $:20,000,000.00 $8.222.000.00 14794 12762 $10,437,750.20
2000 401 FAF $20,000,000.00 $8.222.000.00 13677 12768 $10.4497.750.20
20m 4111 8.76% F20,000,000.00 $8.222,000.00 12768 12768 #10,497 76020
2002 4111 70 $:20,000,000.00 $8.222.000.00 11741 1174 $3.652102.63
2003 401 TEd $20,000,000.00 $8.222000.00 1.0962 10962 $3.013.168.65
2004 4111 Rl £0.00 $0.00 10154 1.0184 $0.00
2005 401 .18 $0.00 $0.00 0,951 09531 $0.00
2006 4111 2% F0.00 0,00 0.8962 0.8962 #0.00
2007 4111 T.32% £0.00 $0.00 03351 0.8351 $0.00
2008 401 T.29% $0.00 $0.00 0.7754 0.7784 $0.00
2009 4111 879 F0.00 0,00 0.7155 0.7155 #0.00
2010 4111 9.21% £0.00 $0.00 06551 0.E551 $0.00
201 401 E.37% $0.00 $0.00 0153 06153 $0.00
2012 4111 E.45% F0.00 0,00 0LETEE 05786 #0.00
2013 4111 b7 £0.00 $0.00 05470 0.5470 $0.00
2014 401 5.66% $0.00 $0.00 0577 05177 $0.00
2015 4111 B30 F0.00 0,00 04316 04915 #0.00
2016 4111 5105 £0.00 $0.00 04673 04672 $0.00
2017 401 5605 $0.00 $0.00 0.4423 04429 $0.00
2018 28.43% B.00% F0.00 0,00 04219 0.4213 #0.00
2019 28431 B.A3M £0.00 $0.00 0.3986 0.2936 $0.00
2020 28 433 6003 $0.00 $0.00 0.3761 03761 $0.00
202 28.43% E.00% F0.00 0,00 0.3548 03548 #0.00
2022 28431 E.O0 £0.00 $0.00 0.3347 03347 $0.00
2023 28431 E.00% $0.00 $0.00 03157 03157 $0.00
2024 28.43% B.00%|  [#100,000,000.00)]  [#28,4:26,000.00] 0.24979 02874 [#5.467,236.81]
2025 28431 E.O0 £0.00 $0.00 0.2810 0.2810 $0.00
2028 28431 E.00% $0.00 $0.00 02651 0.2651 $0.00
2027 28.43% E.00% F0.00 F0.00 02501 0.2501 $0.00
2028 28431 E.00% $0.00 $0.00 0.2353 0.2359 $0.00
anao A0 A e Connes NN &0 nn n a2 (gl lolelng SN nn
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Column 1: “Tax Year”
Column 1 returns the Tax Year from the respective lines for Input Fields No. 20-60.

Column 2: “Effective Corporate Tax Rate”
Column 2 returns the Effective Corporate Tax Rate, based on the U.S. Federal and State of
Alaska corporate tax rates, for the respective tax years.

Column 3: “Cost of Capital Rate”
Column 3 returns the Cost of Capital Rate determined in worksheet Input 3 — Cost of
Capital Rates for the respective tax years.

Column 4: “CCF Deposit (Withdrawal)
Column 4 returns the CCF deposit or withdrawal amount entered by the Taxpayer in Input
Fields No. 20-60.

Column 5: “CCF Tax Impact”
Column 5 calculates the tax impact of the taxpayer’s CCF deposit or withdrawal for the
particular tax year.

Column 6. “Discount Factor to Service Start Year”
Column 6 calculates the discount factor required to compute the net present value of the
CCF tax impact as of the date the vessel enters into service.

Column 7: “Discount Factor Adjustment for AMT Deferral of CCF Tax Savings”
Column 7 adjusts the discount factor calculated in Column 6 to delay the tax impact of a
CCF deposit for years in which a taxpayer pays the Corporate Alternative Minimum Tax.

Column 8: “Yearly Present Value Tax Benefits of CCF Deposits ”’
Column 8 calculates the present value of the tax impacts from CCF deposits and
withdrawals, based on the discount factors calculated in Columns 6 and 7.

Sum of Present Value of CCF Benefits

FATRE- ) 20.9370 20370 UUy 2UUY U oD U IE00 2Uug
2020 28.43% 6.00% $0.00 $0.00 0.3761 0.3761 $0.00
2021 28.43% 5.00% £0.00 20.00 0.3548 0.3548 £0.00
2022 28.43% 6.00% 50.00 50.00 0.3347 0.3347 50.00
2023 28.43% 6.00% 50.00 50.00 0.3157 0.3157 50.00
2024 28.43% 6.00% | (5100,000,000.00)] (525,426,000.00) 0.2979 0.2879 (58,467,236.81)
2025 28.43% 6.00% 50.00 50.00 0.2810 0.2810 50.00
2026 28.43% 5.00% £0.00 20.00 0.2651 0.2851 £0.00
2027 28.43% 6.00% 50.00 50.00 0.2501 0.2501 50.00
2023 28.43% 6.00% 50.00 50.00 0.2359 0.2359 50.00
2029 28.43% 6.00% 50.00 50.00 0.2226 0.2226 50.00
2030 28.43% 6.00% 50.00 50.00 0.2100 0.2100 50.00
Sum of Present Value CCF Tax Benefits 541,502 288

After calculating the present value of the CCF tax impacts for each year, the values are
summed together at the end of the CCF calculations array.
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The final calculations used by the ROI Model to derive the Cost of Capital Allowance for a vessel
or facility are found on the “Cost of Capital Calculations” worksheet. The calculations are
contained in the cells shaded red, and should not be altered by the taxpayer. Any changes in the
calculations in the Cost of Capital Calculations worksheet may result in an incorrect Cost of
Capital Allowance being calculated that may be subject to correction during an audit. The formulas
used for each calculation are displayed in the column for that calculation.

6.1 Vessel/Facility Cost of Capital

Vessel/Facility Cost of Capital

Column 1 Column 2 Column 3 Column 4 Column & Column & Column 7 Column & Column 8 Column 10
Tax Year End of Credited Life Portion of Year in Credited Service Effective Cost of Capital Rate Service Life in Annuity Factor Adjusted Original Levelized Required Pre-Tax
Corporate Tax Years Investment Required After- Cash Flow
Rate Tax Cash Flow (VesselFacilty)
=lnput 1- | =DATE(YEAR{Input 1 - | =IF(((YEAR(Input 1 - Vessel"SES13})+Input 1 =Tnput 1 - =IF(input 1 - Vessel'E12="0il =tnput 1- =({1- =input 1 - =(19/H8)*D9 =((19/G3) D) +(((J3-
Vessel'E | Vessel!E13)+Input 1 - - Vessel'SES15)=lInput 1 - Vessel!SEST+{I | Transportation Vessel” input 1-|  Vessel'E15 | (14(1+F3)*Ga))/FI) |VesserE14CCF ((19/G9)*DI)) (1~
5 Vessel'E15MONTH("In Vessel"SEESMIN(Input 1 - nput 1 - Vessel'E9+0.03,(IF(input 1 - {1+F39)*-0.5) Calculationsi50 E3)
put1 - Vessel!SES16,(DAYS3G0((DATEInput 1 - | VessellSESE1- VessellE12="LNG
Vessel'E13).0AY{Input | VesselY8ESS,1,1)),C)M365)). (IF{((YEAR(Tnpu ‘Input 1 - Transportation Facility”, Input 1
1- Vessel'E13)) t1- VesselSES13))+Input 1 - Vessel'SEST)) | Vessel'E9+0.032,"ERROR"))
Vessel'SES15)<Input 1 - Vessel'SESS,0, Input
1- Vessel'SES16)))
2020 81i2028 100% 284% 6.00%, 24| 1292138 558,307,714 54,512,453 $5,339,776.06|

The Vessel/Facility Cost of Capital calculations section contains the calculations for that part of
the Cost of Capital Allowance derived from the initial acquisition cost of the vessel or facility.

Column 1: “Tax Year”
Column 1 returns the Tax Year entered by the taxpayer in Input Field No. 2.

Column 2: “End of Credited Life”

Column 2 calculates the End of Credited Life for the vessel or facility, which is the date
on which the vessel or facility reaches the end of its Total Service Life as entered in Input Field
No. 10.

Column 3: “Portion of Year in Credited Service”

Column 3 calculates the portion of the year that the vessel or facility is in credited service.
Prior to the vessel or facility reaching its End of Credited Life, The Portion of Year in Credited
Service will equal the % Time in Allowable Service entered by the taxpayer in Input Field No. 11.
However, during the year in which the vessel or facility reaches its End of Credited Life, Column
3 will return the lower of the % Time in Allowable Service or the percentage of the year before
the vessel or facility reaches its End of Credited Life. In years after the vessel or facility has reached
its End of Credited Life, Column 3 will return 0%, as the vessel or facility is no longer eligible for
a Cost of Capital Allowance based on its original acquisition cost.

Column 4: “Effective Corporate Tax Rate”
Column 4 calculates the Effective Corporate Tax Rate, based on the U.S. Federal and State
of Alaska corporate tax rates entered in Input Fields No. 3 & 4.

Alaska Department of Revenue, Tax Division Section 6: Cost of Capital Calculations
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Column 5: “Cost of Capital Rate”

Column 5 calculates the Cost of Capital Rate, based on the Base Capital Rate entered by
the taxpayer in Input Field No. 5. The Cost of Capital Rate includes a 3.0% risk premium for oil
transportation vessels, and a 3.2% risk premium for LNG transportation facilities.

Column 6. “Service Life in Years”
Column 6 returns the Total Service Life (in years) entered by the taxpayer in Input Field
No. 10.

Column 7: “Annuity Factor”

Column 7 calculates the Annuity Factor necessary to produce an after-tax payment stream
sufficient to return the original capital investment in the vessel or facility along with a return on
investment based on the Cost of Capital rate over a time horizon measured by the Service Life in
Years of the vessel or facility.

Column 8: “Adjusted Original Investment”

Column 8 calculates the Adjusted Original Investment based on the Acquisition Cost
entered by the taxpayer in Input Field No. 9 and the sum of the present value tax benefits derived
from any CCF financing, as calculated in the CCF Calculations worksheet.

Column 9: “Levelized Required After Tax Cash Flow”

Column 9 calculates the after-tax cash flow sufficient to return the original capital
investment in the vessel or facility along with a return on investment, based on a function of the
Adjusted Original Investment in Column 8 and the Annuity Factor calculated in Column 7.

Column 10: “Required Pre-Tax Cash Flow (Vessel/Facility)”

Column 10 calculates the pre-tax cash flow necessary to produce the after-tax cash flow
identified in Column 9, taking into account the Effective Corporate Tax Rate and the deductibility
of depreciation for tax purposes.
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6.2 Vessel/Facility Improvements Cost of Capital

Vessel/Facility Improvements Cost of Capital
Column 1 Column 2 Column 3 Column 4 Column & Column & Column 7. Column & Column Column 10
Tax Year End of Credited Life Portion of Year in Credited Service Effective Cost of Capital Rate Service Life in Annuity Factor Original Levelized Required Pre-Tax
Corporate Tax Years Investment Required After- Cash Flow
Rate Tax Cash Flow (Improvements )
=input 1 - =DATE((B18- =Input 1 - VessellSES1E =nput 1 - =IF(input 1 - VesseltE12="0il =7 =((1- =nput 1 - =(H&H18)"D18 | =((H8/G18)"D18)+((
Vessel'D 1+G18),12,31) Vessel'SEST+(1 | Transportation Vessel”, Input 1 (1R 1+F 18" G18)/F1 VessellE19 (18-
19 nput 1 - VesselE5+0.03,(IF(Input 1 - BJ{(1+F18)"-0.5) ((18/G18)*D18)))(1-]
VessellSESEY1- VessellE12="LNG E18))
‘tnput 1 - Transportation Facility”, input 14
Vesssl'SEST)) | Vessel!E5+0.032 "ERROR")))
2014 12/3112020 100% 28.4%)| 6.00% 7| 574741 30, 30, 50.00|
2015 12131712021 100% 28.4%, 6.00%, 7| 574741 54,200,000 $730,764| $782,696.93
2016 12/3112022 100% 28.4%)| 6.00%, 7| 574741 S0 S0 $0.00|
2017 1213112023 100% 28.4%, 6.00%, 7 574741 $550,000| $95,695| $102,496.03|
2018 1273112024 100% 28.4%, 6.00%, 7 574741 0| 0| '$0.00|
2019 1213112025 100% 28.4%, 6.00%, 7| 574741 30| 30| $0.00]
2020 1213112026 100% 28.4%, 6.00%, 7 574741 $6,300,000 $1,096,145 $1,174,045.40
Expensed Improvements in Tax Year $2,000,000.00|
Sum of Improvement Cash Flows $4,059,238.36/

The Vessel/Facility Improvements Cost of Capital calculations section contains the calculations
for that part of the Cost of Capital Allowance derived from the initial acquisition cost of the
vessel or facility.

Column 1: “Tax Year”
Column 1 returns the Tax Year associated with the different improvement amounts entered
by the taxpayer in Input Fields No. 12 - 18.

Column 2: “End of Credited Life”

Column 2 calculates the End of Credited Life for the improvements made to a vessel or
facility for the listed Tax Year, which is the date on which the improvements reach their end of
Service Life in Years, as calculated in Column 6. For improvements, the End of Credited Life is
December 31 of the year in which the improvements reach their End of Service Life.

Column 3: “Portion of Year in Credited Service”

Column 3 returns the portion of the year that the vessel or facility is in credited service, as
entered by the taxpayer in Input Field No. 11. Improvements may remain in service past the End
of Credited Life for the vessel or facility itself, so long as the vessel or facility remains in service.
Thus, a taxpayer may still derive a Cost of Capital Allowance for improvements, even if the
taxpayer is no longer eligible to receive a Cost of Capital Allowance based on the original
acquisition cost of the vessel or facility.

Column 4: “Effective Corporate Tax Rate”
Column 4 calculates the Effective Corporate Tax Rate, based on the U.S. Federal and State
of Alaska corporate tax rates entered in Input Fields No. 3 & 4.

Column 5: “Cost of Capital Rate”

Column 5 calculates the Cost of Capital Rate, based on the Base Capital Rate entered by
the taxpayer in Input Field No. 5. The Cost of Capital Rate includes a 3.0% risk premium for oil
transportation vessels, and a 3.2% risk premium for LNG transportation facilities.
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Column 6. “Service Life in Years”
Column 6 calculates the Service Life in Years for improvements to a vessel or facility. The
Service Life of improvements is seven years.

Column 7: “Annuity Factor”

Column 7 calculates the Annuity Factor necessary to produce an after-tax payment stream
sufficient to return the original capital investment in the vessel or facility along with a return on
investment based on the Cost of Capital rate over a time horizon measured by the Service Life in
Years of the improvements.

Column 8: “Original Investment”
Column 8 returns the cost of the Capitalized Improvements entered by the taxpayer in Input
Fields No. 12 - 18.

Column 9: “Levelized Required After Tax Cash Flow”

Column 9 calculates the after-tax cash flow sufficient to return the original capital
investment in the improvements to the vessel or facility along with a return on investment, based
on a function of the Original Investment in Column 8 and the Annuity Factor calculated in Column
7.

Column 10: “Required Pre-Tax Cash Flow (Improvements)”

Column 10 calculates the pre-tax cash flow necessary to produce the after-tax cash flow
identified in Column 9, taking into account the Effective Corporate Tax Rate and the deductibility
of depreciation for tax purposes.

Expensed Improvements in Tax Year

Below the calculation of the annual Required Pre-Tax Cash Flow (Improvements) for each
Tax Year of improvements is a results box for Expensed Improvements in Tax Year. This result
returns the amount of the Expensed Improvements in Current Tax Year entered by the taxpayer in
Input Field No. 19.

Sum of Improvement Cash Flows

Below the Expensed Improvements results box is the Sum of Improvement Cash Flows
results box. This result sums the totals from Column 10 across each Tax Year, as well as the
Expensed Improvements in Tax Year. The total is the Cost of Capital Allowance derived from
capitalized improvements to the vessel or facility.
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6.3 Results Calculations

Result

Cost of Capital Allowance
Tax Year: 0

=K9+K26

[ #NIA

The Result calculation field above is displayed on the Cost of Capital Calculations worksheet. This
Result Field calculates the total Cost of Capital Allowance that a taxpayer may claim under
15 AAC 55.196 for the Tax Year. The total Cost of Capital Allowance is calculated by totaling the
Required Pre-Tax Cash Flow (Vessel/Facility) calculated in Column 10 of the Vessel/Facility Cost
of Capital calculations section with the Sum of Improvement Cash Flow total at the bottom of the
Vessel/Facility Improvements Cost of Capital calculations section.

Result

Cost of Capital Allowance
Tax Year: 0

#NIA

The Result field above is displayed in the “Input 1 — Vessel” worksheet. This Result field returns
the Cost of Capital Allowance calculated in the Result field in the Cost of Capital Calculations
worksheet. This result field is displayed on the Input worksheet for the convenience of the
taxpayer. These results should be the same value.
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