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BY  THE R U L E S  COMMITTEE BY
I N  THE S E N A T E  R E QU E S T O F  T H E  GOVERNOR

SE NAT E B I L L  NO.  1 9 2  

I N  TH E  L E G I S L A T U R E  OF THE S T A T E  OF  AL AS KA  

TW E L F T H  L E G I S L A T U R E  -  F I R S T  S E S S I O N  

A  B I L L

For an A c t  e n t i t l e d :  " A n  Act r e l a t i n g  to the o i l  and gas  c or p or at e  income

tax j  and p r o v i d i n g  for an e f f e c t i v e  d a t e . "

BE I T  E N A C T E D  BY THE L E G I S L A T U R E  OF THE S T A T E  O F  A L A S K A :

*  S e c t i o n  1 .  AS 4 3 . 2 1 . 0 2 0 ( c )  i s  amended to read:

( c )  Ne t  i n c o m e  from o i l  and gas p r o d u c t i o n  s h a l l  be  determined b y  

the department by  d e d u ct i n g from gross  in co m e  the f o l l o w i n g :

( 1 )  r o y a l t i e s  p a i d  in  kind or i n  v a l u e :

( 2 )  t a x e s  imposed under AS  4 3 . 5 5  and A S  4 3 . 5 7  which are a c t ­

u a l l y  p a i d  or in cu r re d  by the cor p or a ti on  on the p r o d u c t i o n  from a 

l e a s e  or property I n  the s t a t e :

( 3 )  t a x e s  Imposed under AS  4 3 . 5 6  and AS  2 9 . 5 3  which are a c t ­

u a l l y  p a i d  or in c u r r e d  by the c or p or at io n on p r ope rt y u s e d  d i r e c t l y  i n  

the p r o d u c t i o n  o f  o i l  or gas  from a l e a s e  or p r ope rt y i n  the s t a t e ,  i n ­

c l u d i n g  property used in  pr od uc ti o n,  g a t h e r in g ,  t r e a t m e n t  or p r e p a r a ti o n  

o f  the o i l  or g a s  for p i p e l i n e  t r a n s p o r t a t i o n ,  but o n l y  i f  those p r o ­

p e r t y  ta x paym ent s were due and p a y a b le  on ly  aft er  t h e  date of commer­

c i a l  r o d u c t i o n  from the l e a s e  or property with which the property was 

a s s o c i a t e d ;

( 4 )  the dir ect  costs  incu rre d b y  or fbr th e c orp ora ti on i n  

o p e r a t i n g  the l e a s e  or property,  I n c l u d i n g  the d i r e c t  c o s t s  of p r o d u c i n g  

g a t h e r i n g ,  t r e a t i n g  or prepar ing  the o i l  or gas for p i p e l i n e  tr a n s p o r ta ­

t i o n ,  but not of  any payments r e c e i v e d  for those a c t i v i t i e s  and not i n ­

c l u d i n g  any i n d i r e c t  costs  or overhead e x p e n s e :

( 5 )  d e p r e c i a t i o n  (u s in g the u n i t  of p r o d u c t i o n  method or
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such other r e a s o n a b l e  methods as the d epa rtm ent  may by r e g u l a t i o n  e s t ­

a b l i s h )  on p r o p e r t y  us ed  d i r e c t l y  i n  the p r o d u c t i o n ,  g a t h e r i n g ,  t r e a t ­

men t or p r e p a r a t i o n  of the o i l  or gas for p i p e l i n e  t r a n s p o r t a t i o n  i n ­

c l u d i n g  a m o r t i z a t i o n  of  c a p i t a l i z e d  i n t e r e s t  f o r  in v e s t m e n t s  i n  t h i s  

p r o p e r t y  a t  a r ate  not to e x c e e d  the ave rag e c o s t  of borrowed c a p i t a l  

to the t a x p a y e r  d ur in g the year i n  which i t  i s  c a p i t a l i z e d ;

( 6 )  the a m o r t i z a t i o n  of  l e a s e  a c q u i s i t i o n  p a ym e nt s  and t a x e s  

p a i d  or i n c u r r e d  under AS  4 3 . 5 6  and AS 2 9 . 5 3  ( i n c l u d i n g  c a p i t a l i z e d  

i n t e r e s t  on b o t h )  for or on p r o d u c i n g  p r o p e r t i e s  before the commencement 

of  c o m m e r c i a l  p r o d u c t i o n  from the l e a s e  or p r o p e r t y  for which the p r o ­

p e r t y  i s  b e i n g  u s e d ;

( 7 )  i n t e r e s t  e x p e n s e  of the c o r p o r a t i o n ,  not c a p i t a l i z e d  

d u r i n g  c o n s t r u c t i o n ,  that was p a i d  or i n c u r r e d  i n  c o n n e c t i o n  with 

p r o p e r t y  i n  A l a s k a ;  however,  u n l e s s  ( f )  of t h i s  s e c t i o n  a p p l i e s ,  the 

i n t e r e s t  e x p e n s e  may [TO  THE E X T E N T  THAT I T  D O E S ]  not e x c e e d  that p o r ­

t i o n  of  the t o t a l  i n t e r e s t  p a i d  by  the c o n s o l i d a t e d  b u s i n e s s  of w h i c h  

the c o r p o r a t i o n  i s  a p a r t ,  d e te rm in e d  by  m u l t i p l y i n g  the total  i n t e r e s t  

[ ( R E D U C E D  BY  IN T E R C O M P A N Y  T R A N S A C T I O N S  W I T H I N  T H E  C O N S O L I D A T E D  B U S I ­

N E S S ) ]  by  a f r a c t i o n ,  the numerator of which i s  the v a l u e  of the c o r ­

p o r a t i o n ' s  r e a l  and t a n g i b l e  p e rso nal  p r o p e r t y  used d i r e c t l y  i n  the 

p r o d u c t i o n  of  o i l  or gas from a le a s e  or p r o p e r t y  in  the s t a t e  an d  the 

d e n o m in a t o r  o f  which i s  the v a l u e  of a l l  real  and t a n g i b l e  pe r so na l  

p r op e r t y  of the c o n s o l i d a t e d  b u s i n e s s ;  i n  t h i s  s u b s e c t i o n ,  " t o t a l  i n ­

t e r e s t  p a i d  b y  the c o n s o l i d a t e d  b u s i n e s s "  d o e s  not i n c l u d e  i n t e r e s t  e x ­

p e n s e  a r i s i n g  from i n t e r c o m p a n y  o b l i g a t i o n s  w i t h i n  the c o n s o l i d a t e d  

b u s i n e s s  e x c e p t  to the e x t e n t  that the i n t e r e s t  exp e ns e  r e f l e c t s  a p a s s ­

through of  I n t e r e s t  on a t h i r d - p a r t y  bo rr ow in g b y  the p ar e n t or ot h e r  

member of  the c o n s o l i d a t e d  b u s i n e s s  w it h  the p u r p o s e ,  e x p r e s s e d  a t  the 

t im e  of the t h i r d - p a r t y  bo rr o wi ng ,  of f i n a n c i n g  Alaska b u s i n e s s  a c t i v i t y

-2- SB 192



I

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

of the ta xpa ye r c o r p o r a t i o n !

( 8 )  e x p e n s e s  incu rre d by the co rporation after December 31,  

1977  of u n s u c c e s s f u l  e x p l o r a t i o n  of o i l  or gas in  the stat e i n c l u d i n g  

the a c q u i s i t i o n  c o s t s  o f  abandoned p r o p e r t i e s ,  dry hole costs and the 

costs of  g e o l o g i c  a n d  g e o p h y s i c a l  e x p l o r a t i o n  re lat ed  to those abandoned 

p r o p e r t i e s ;

( 9 )  ge n e r a l  overhead or a d m i n i s t r a t i v e  exp ense incurred by 

the c o r p o r a t i o n  a t t r i b u t a b l e  to the pr od uc t io n of o i l  or gas from a 

lease  or property i n  the s t a t e  to the e x t e n t , exc e pt  as provided i n  (f)

of t h is  s e c t i o n ,  that i t  does not e x c e e d  [THE L E S S E R  OF :

( A ) ]  that p o r t i o n  of the total general overhead or ad ­

m i n i s t r a t i v e  e x p e n s e  in cu r re d by the c o n s o l i d a t e d  bus in e ss  of 

wh ic h  the c o r p o r a t i o n  i s  a part,  dete rmin ed  by  m u l t i p l y i n g  the 

t o t a l  general ov e r h e a d  or a d m i n i s t r a t i v e  exp ens e by a f r a c t i o n ,  

the numerator o f  which i s  the va lu e  of the c o r p o r a t i o n ' s  real  and 

t a n g i b l e  p e r s o n a l  property used d i r e c t l y  in  the production of o i l  

or gas  from a l e a s e  or property i n  the state and the denominator 

of  which i s  the v a l u e  of a l l  real and ta n g ib le  personal property 

o f  the c o n s o l i d a t e d  b u s i n e s s [ ,  OR

(B)  T H E  SUM O F  $ 0 . 1 2  FOR EACH BARREL  OF  O I L  AND $ 0 . 0 2  

FOR EACH T H O U S A N D  C U B I C  F E E T  OF GAS  PRODUCED FROM A L E A S E  OR PRO­

P E R T Y  I N  THE S T A T E ] .

*  S e c .  2 .  A S  4 3 . 2 1 . 0 2 0  i s  amended by a d d i n g  a new s u b s e c t i o n  to read:

( f )  I f  a c o r p o r a t i o n  demonstrates  to the s a t i s f a c t i o n  of the de ­

partment that i t  p a i d  or incu rre d actual  expenses  for i n t e r e st  or for 

general overhead or a d m i n i s t r a t i o n  a t tr ib u t ab le  to the p r odu ct io n of 

o i l  or gas  from a l e a s e  or property i n  the state i n  an amount greater 

than the amount d e t e r m i n e d  under ( c ) ( 7 )  or ( c ) ( 9 )  of this  s e c t i o n ,  the 

department may a l l o w  the c or p or at io n to  deduct the greater amount.
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*  S e c .  3 .  A S  4 3 . 2 1 . 0 4 0 ( b )  i s  amended to read:

(b) T h e  tot al  t ax ab le i n c o m e  of the c o n s o l i d a t e d  bu s in e s s  i s  

i t s  e n t i r e  t a x a b l e  income less  the p o r t i o n  of that ta xa b le  income a t t r i ­

butable to w or ld wi de p r odu ct io n and p i p e l i n e  t r a ns p or t at i on  of o i l  and 

& a s .  In  t h i s  s u b s e c t i o n ,  " t a x a b l e  i n c o m e "  i s  taxable income under Su b­

t i t l e  F and chapter 1 of S u b t i t l e  A of the I n te r na l Revenue Code of  1 9 5 4

as amended,  e x c e p t  that those p r o v i s i o n s  ad opted af t e r  December 3 1 ,  19 7 5

which change or m o d i f y  e x e m p ti o n s  from ta x are not adopted by reference 

as  a part of  th is  s e c t i o n  u n t i l  the se co nd  January 1 f ol l o w i n g  the 

e f f e c t i v e  d a t e  of the federal law. I n  computing ta xa b le  income under 

th is  s e c t i o n ,  the taxpa ye r is  not e n t i t l e d  to deduct any taxes  ba se d on 

or measured b y  net income [S H A L L  BE THE N E T  INCOME DETERMINED AND 

C E R T I F I E D  BY  AN I N D E P E N D E N T  C E R T I F I E D  P U B L I C  ACCO UNTAN T FOR THE PURP OS ES  

OF  A REPORT T O  SHAREHOLDERS C O V E R I N G  I T S  EARNINGS AND PR OFI TS  FOR THE 

TA X A B LE  Y E A R  ( C A L C U L A T E D  WITHOUT REGARD TO  ANY T A X E S  ON OR MEASURED BY 

NE T  I N C O M E ) ,  L E S S  THE E AR NI NGS  AND P R O F I T S  OF THE C O N S O L I D A T E D  B U S I N E S S  

G A I N E D  D I R E C T L Y  FROM O I L  AND G A S  P R O D U C T IO N  AND P I P E L I N E  TR AN S P O R T A T I O N ]

*  S e c .  4.  A S  4 3 . 2 1 . 0 4 0 ( d )  and ( e )  are r e p e a l e d .

*  S e c .  5.  A S  4 3 . 2 1 . 0 5 0  i s  amended by a d d i n g  a new s u b s e c t i o n  to read:

(d) I f  the methods of a l l o c a t i o n  and apportionment prov ided  in  

this  chapter do not f a i r l y  repres ent  the extent of  a c o r p o r a t i o n ' s  

bu s in e s s  a c t i v i t y  i n  the s t a t e ,  the c or por ati on  may p e t i t i o n  for or the 

department may r e q u i r e ,  in  r e s p e c t  to a ll  or any part of the corpora­

t i o n ' s  b u s i n e s s  a c t i v i t y ,  i f  r e a s o n a b l e ,  the employment of any method 

autho riz ed  under ar t.  I V ,  s e c .  1 8 ,  of the m u l t i s t a t e  tax compact (AS  

4 3 . 1 9 . 0 1 0 )  to  e f f e c t u a t e  an e q u i t a b l e  a l l o c a t i o n  and apportionment of 

the c o r p o r a t i o n ' s  in c o m e .

*  S e c .  6.  A S  4 3 . 2 1 . 0 7 0  is  amended to re ad :

S e c .  4 3 . 2 1 . 0 7 0 .  PAYMENT O F  T A X .  The tax l e v i e d  under th is  chapter

SB 192
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i s  p a y a b l e  to the de partment on or be f or e  S e pt e m be r  30 of  each y e a r  or 

i n  i n s t a l l m e n t s , i n c l u d i n g  prepay men ts  of e s t i m a t e d  t a x ,  at the t i m e s  

and under the c o n d i t i o n s  the department may b y  r e g u l a t i o n  r e q u i r e .

T h i s  ta x  i s  p a y a b l e  on the due date set  out i n  t h is  s e c t i o n  e ve n though 

the a s se s sm e nt  i s  under a p p e al  or the v a l i d i t y ,  e n f o r c e a b i l i t y  or 

a p p l i c a t i o n  of t h i s  chapter or any p r o v i s i o n  o f  t h is  chapter i s  c h a l ­

l e n g e d  before the department or i n  the c o u r t s .

* S e c .  7.  I f  the method of d e t e r m i n i n g  t a x a b l e  income under e i t h e r  A S  

4 3 . 2 1 . 0 2 0  or AS 4 3 . 2 1 . 0 3 0  i s  held i n v a l i d  by  a f i n a l  judgment of  a c ou r t  

from which an app ea l  i s  not taken,  and i f  as  a r e s u l t  of  that judgment a 

c o r p o r a t i o n ,  whether or not a party named i n  that ju d gm en t,  r e c e i v e s  a  

refund of taxes or e s t i m a t e d  ta xes  p a i d  under AS  4 3 . 2 1 ,  then the p r o v i s i o n s  

o f  AS 4 3 . 2 0  apply  to  that c o r p o r a t i o n  for the e n t i r e  p e r i o d  for which i t  

r e c e i v e s  the refund.

* S e c .  8 .  T h i s  A c t  i s  r e t r o a c t i v e  to J anu ary  1 ,  1 9 7 8 ,  and a p p l i e s  to  tax 

years b e g i n n i n g  a f t e r  December 3 1 ,  1 9 7 7 .

* S e c .  9 .  T h i s  Ac t  takes e f f e c t  i m m e d i a t e l y  i n  ac co rda nc e with A S  0 1 . 1 0 .  

0 7 0 ( c ) .
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