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v.'ho i s  the Director  of  Audit in Parks and Revenue, Larry , who i s
deputy commissioner of  the t r ea su ry  and Ass i s t an t  Attorney General Rick Garnet.
I have from the chairman a l e t t e r  r e l a t i n g  to HB 59 of  which
you requi re whether . . .  consider ing the revenue comtemplat:d on the 
bi l l  r i gh t  of  way leasing a c t  adopted l a s t  year .  Whether these measures have not 
a l ready assured s u f f i c i e n t  funds, new funds ra i sed to meet a conservat ive budget 
such as  the l e g i s l a t u r e  woulr* be included to adopt. These issues r e l a t e  pr imari ly 
to economic quest ions which is why I had these m j t i n g s  wi h the Department of 
Revenue people here today and I wi l l  j u s t  make a few comme .ts from a pol icy point  
of view for r e fe r r i ng  the i ssues to these able gentlemen who have informat ion, 
copies of which have been d i s t r i b u t e d  to you here which I think wi l l  be of

to you at- today's hearing. By way of summary, l e t  me say
that we apprec ia te  the cppor tun i ty  to respond to t h i s  ques t ions because of the 
widespread i l l u s i on  throughout the s t a t e  that  the l e g i s l a t u r e ,  by v i r t u e  of i t s  
acts l a s t  year, have a l ready adopted measures which c o n s t i t u t e  and ignore the 
revenue increase cons t i t u t i n g  a tremendous burden, p a r t i c u l a r l y  on .he oil indust ry, 
and t h i s  is an i l l u s i o n .  I t  is not  t rue tha t  l a s t  year your incremental revenues
measures were adopted. The proper ty tax which v/as introduced l a s t  yf-ar as one of
the several measures tend to be considered together  which ,ause of 
of t ime of problems a l so  not adopted. As fa r  as the r evo  : aspec t s  go, t h i s  
is one of the more c r i t i c a l  revenue measures which was introduced a t  t h a t  time 
and I think that  i t  would appear s t i l l  a very conservat ive measure a t  tha t  by 
considering the overa l l  s i t u a t i o n .  In reviewing very b r i e f l y  the measures which 
were adopted l a s t  year, f i r s t  of a l l  the cent s  per barrel  tax is e s s e n t i a l l y  
a revenue guarantee measure in t h a t  i t  is a f loor  tax and i t  was not considered

%
to be primari ly a measure for r a i s i n g  more revenue to meet the contemplated revenue 
gain of the s t a t e .  We do not know a t  t h i s  time whether in f a c t  t h a t  cent s  per

I'm John  Have lock ,  S t a t e  A t t o r n e y  G en e r a l .  With me to d ay  a r e  Fred



barrel  tax wi l l  even go i nto e f f e c t  because we don' t  know what the market condi t ions

will be at the time the o i l  flows. The second measure, another measure, i s  the
*

regulatory ac t  which, of course,  i s  not a revenue measure a t  a l l .  The r i g h t  of  way
bi l l  which has been a cen t e r  of  cont roversy,  perhaps more so than the f loor  tax
with the indust ry, a good deal of unce r t a in ty  about the revenue impact of t ha t  
measure t h i s  l a s t  year because of the changes in the
measure up to the l a s t  minute, the revenue there,  because of  the var ious var iables 
that came in to i t ,  we were unable to l a s t  year vie t e n t a t i v e  answers as to the 
revenue act a f t e r  t ha t  b i l l .  We have now a t  some expense and a f t e r  very careful  
perusal of the way the b i l l  ope ra t es  and the way the would
operate we have el iminated these un c e r t a i n t i e s .  There are s t i l l  v a r i ab l e s  which 
are involved which change the impact and the income and revenue r e s u l t s  of the 
tax. We are in a pos i t ion to i d en t i f y  the var i ab les  for you, to give you both 
the range of  revenue es t imates  t h a t  can be expected and use the most probable 
case, and we can do so, I be l ieve,  d e f i n i t i v e l y .  As to the proper ty tax of HB 59 
before you, I th ink i t  i s worth emphasizing t h a t  the i ssue the community is con­
sider ing on th i s  b i l l  i s not whether proporty taxes appl icab l e to the pipe l ine 
should ex i s t ,  t h a t  the s t a t u s  quo i s  maintained, the proper ty taxes wil l  prevai l  
or. t h e  pipel ine and t ha t  they wil l  be levied by municipa" government. What is r ea l l y  
of mere concern i s  how much revenue, what the mil 1 age r a t e  should be, and the 
form o f  d i s t r i b u t i o n  from the tax and the proposal for a s t a t e  administered tax 
which was put before you prev ious ly and is put for t h before you again t h i s  year 
with the hope that, the l e g i s l a t u r e  can make ra t iona l  dec i s ions  as t o what the 
revet.ue c ap ab i l i t y  of t h a t  tax should be and the manner which the ben e f i t s  frcm 
that tax should be d i s t r i b u t e d .  Now i t  his been said t ha t  the proper ty tax s ingles 
o-t a s ingle indus t ry which i s  unf a i r ,  and I would l i ke  o make a few comments 
or. t h a t ,  but before I do I would l i k e  to point  out t ha t  local governments are j u s t

%

as capable of levying taxes,  p r i n c i p l e  inc iden t s  of which involve upon the p ipe l ine,



as t he  s t a t us .  I think in the long run i t  i s b e t t e r  before the indus t ry t ha t  a 
tax o f  t h i s  nature be administered a t  a s t a t e  l eve l .  in the long

run b e t t e r  equi ty to have a tax on a proper ty of  t h i s  magnitude subject  to s t a t e  
control  with terminat ion by the e n t i r e  l eg i s l a t u r e .

*Can I i n t e rup t  j u s t . . . . i s  i t  your f ee l ing t h a t  once a tax is l evied by the s t a t e
tha t  i s  a preemption over the local government?

That depends upon the form of the measure adopted. This pa r t i c u l a r  b i l l  e s s en t i a l l y  
cons t i t u t e s  a preemption with a r e d i s t r i b u t i o n .

*It  i s  your opinion now, informal ly I understand, t h a t  t h i s  would in f a c t  do tha t .  

Yes, t ha t  is the case.

*Thank you.

To g e t  into our comment on the ef fect ,  of local government taxes which i s  t h a t  i f  
you do nothing, what happens is t ha t  the r e s u l t  of the deduc t ab i l i t y  01 property 
taxes, you are e s s e n t i a l l y  providing for a d i s t r i b u t i o n  system whereby those areas 
of general government is subs idiz ing p a r t i c u l a r  municipal government which have the 
opportuni ty to apply the tax as a r e s u l t  of the deduc tab i l i t y  of  proper ty tax

s t a t e  income tax. So, again, the s t a t u s  quo hardly guarantees any 
more of a magnitude of the en t e rp r i s e ,  the s i ze  of the a s s e t s  involved in r e l a t i o n ­
ship to a l l  the o ther  a s s e t s  of  the s t a t e  put together makes i t  highly re l cven t
and pe r t i n en t  and appropr ia te  for the l e g i s l a t u r e  to consider  how t h i s  e n t i t y  is 
to be taxed and how major p i pe l i nes  a re to be taxed. Large p i pe l i nes  may not have 
ine l a s t  of them. How th i s  c l a s s i f i c a t i o n  of property has increased. To answer 
the quest ion of the s ingl ing out, :we have barely singled out a p a r t i c u l a r  instance.
I suppose i t  i s t rue t ha t  any tax adopted by the l eg i s l a t u r e  has a d i s t r i b u t i o n

•

burden which e f f e c t s  some people more than others and I don' t  thir.k t ha t  tax alone* 
r e a l l y  has anything t r  do with f a i r n e s s  or unfa i rness .  I would l ike  to note,



for  ins tance,  in terms of whether the r e s t  of the economy i s  "bear ing i t s  f a i r  
share" .  The gross r e ce i p t  tax i s  the major tax burden to a large number of 

i ndus t r i e s .  So, I think t ha t  to j u s t  look a i  the property tax alone and say t h a t  
the inc ident s  of proper ty tax are more on one than cn another i s  simply to s t a t e  
a t ruism of t axa t ion genera l ly and I don' t  tMnk i t  r e l a t e s  f a i r n e s s .  Other 
examples of  d i s t r i b u t i o n  , in our s t a t e ,  we have a very high
level of personal income tax r e l a t i v e  to the r e s t  of the country and I think i t  i s  
a demonstrat ion of the wi l l ingness  of the people of Alaska to meet t h e i r  f a i r  
share of the burden of the cos t  of running a government. A t h i r d  f a c t o r  i s 
respons ib le  budgeting. Responsible Budgeting, p a r t i c u l a r l y  under excerc i s ing real  
b e l t  t igh ten ing a c t i v i t y  a l so has i t s  cont r ibut ion f requent ly f o r  those who are 
l e a s t  able to bear i t  to the cos t  of running government in terms of decreased 
services  and loss of necessary sus ta inance.  I t  is a l so r a t iona l  for the pol icy

tc adopt taxes which have d i f f e r e n t  incident s  ur.c. jurce.-.s or. c i fu re . . ! .
of the economy. I t  is not in the s t a t e ' s  i n t e r e s t  to levy the same level of 
t axa t ion of new qrowth t ha t  i s in a s t a t e  where one of  ..he . r i t i c a l  i ssues for 
the next two decades 'S t! e ex t en t  to which we can broaden the base of the economy. 
I t  i s not r a t iona l  for the pol icy to impose subs tar. L ial burdens on t ha t  form of new 
indust ry when there are forms of indus t ry ava i lab le  which are qu i te  capable of 
paying a l arger  share of the burden of maintaining e ss en t i a l  governin'1.1 v. rvi .
I!,- i .-.'.' -lying p r i n c ip l e  in the f a i r n e s s ,  a f t e r  a l l ,  s ince the income tax 
amendment to the cons t i t u t i on  in 1916 -s t ha t  the taxat ion or the level of taxes 
.bon Id be assoc ia ted with a b i l i t y  to pay and'I think it i ,  i* e* • - 1 as i t  has
hoivi Tor (. decade or more, t ha t  a b i l i t y  to pay is very much wiih.ii > t y f

mm(_rce, commercial a c t i v i t y ,  business * > .«■ i i<d with the petroleum indust ry in
t h i s  s t a t e  and I think i t  is misleading to think of tlur tax pr*.»j«u‘ -r <’••.* • • • 1 
indust ry as j u s t  another small grocery or gas s t a t i on  e n t i r e l y  and
enormous aspect s  of  the economy through the l e g i s l a t u r e  ' hould look at i t  as an 
e n t i t y  .without having i f n c c e s s a r i l y  associa ted with ■ *m  11 • i re on the Yukon



River or a t rading center  or something in terms of the a b i l i t y  to meet the
i

burden of government. I t  was in a s s i s t i n g  in the pushing of t h i s  p ipe l i ne

p ro j e c t  to the e a r l i e s t  completion poss ible within-tin? l a s t  year t h a t  I have had
ca'->e to re-read l e g i s l a t i v e  histo-y of the Alaska Statehood Act with the premise
of Alaska statehood t ha t  w i t h ‘ai :Im11 ,'opi.latior such as t h i s  s t a t e  had, with
very l i t t l e  independent 'ineunj bis.- s t ab le  of support ing government, with
enormous unmet needs, t ha t  i t  would be the o i l  i rJvsi.ry f l a t  would pay for a very
large share of the growth of the s t a t e .  The s t a t e  was not a f e a s i b l e  p o l i t i c a l
e n t i t y  wi thout  a l a rge r  share, a very l a rge share, of the burden support ing t ha t

of
s t a t e  coming from the petroleum indus t ry and t ha t  i s  to say th« l e g i s l a t i v e  
h i s t o ry  t ha t  I have j u s t  s t a t ed  would prove t ha t .  With tha t  induct ion, Mr.
Chairman, I would l ike now to r e f e r  to some of the p a r t i c u l a r s  l i k e  c a l l i ng  on t i e  
proper ty tax impact by ca l l i n g  on Mr. Fred of the Department of Revenue
to give you some f i gures  and explain perhaps some of the exh ib i t s  before you.

which
Mr. Chairman, House Bill  59 proposes a proper ty tax on o i l  ar.d gas t r anspor t a t ion  
f a c i l i t i e s  is apparent ly s t r a i g h t  forward in terms of pro jec t ing revenue est imates .  
The b i l l  provides t ha t  a tax of 20 mi l l s  shal l  bo leveled on the p ipe l i ne  as of any 
given January 1. I t  a l so  provides for a sharing back to the local j u r i s d i c t i o n  
through which the p ipe l ine passes based upon 20" of the value of the l in e  in sues 
j u r i s d i c t i o n .  Before you on the f i r s t  page of the exh ib i t  handed out , we show ojr- 
pro jec t ions for  f i sc a l  year 1974 thru 1983 with the f i r s t  l in e  i nd ica t ing the total  
tax co l lec t ed  by the s t a t e  l ess  the amount to be shared through local governments 
and the net revenues to s t a t e  t reasury.  Beneath t ha t  i s  a t able  showing a breakdown 
of the local government's share of the Lax among the three local governments through 
which the p ipe l ine should pass.  The bas i s  fo r  the pro j ec t i ons  is a tota l  cos t  of 
the p i pe l i n e ' s  t o ta l  u l t ima t e value of 3.5 b i l l i o n  do l l a r s  with the cons t ruc t ion

i

occuring pr imar i ly in 1973, '74, '75 and into the middle of 1976,

*are you open for quest ions? Any quest ions?



Mr. Fink: I t  j u s t  seemsuto me t ha t  the f igure  you had on t h a t  l a s t  year was 80 
mi l l i on .  How did you a r r i v e  a t  the maximum of 70 mi l l i on  t h i s  time?

Last yea r ' s  pro jec t ion did not p ro j e c t  to 80 mi l l ion,  they projected up to 59 
mi l l i on  which would be the value in 1977. The 70 mi l l i on  do l l a r  u l t imate  is based 
on the 3 1/2 bi lMon do l l a r  complet ion cos t s  a t  the 20 mil l  r a t e .

I
(Mr. Fink) Your b i l l  o r i g i n a l l y  l a s t  year  was on the p ipe l i ne  only. I know I am 
digging out f inance p ro j ec t i ons  and we threw the tank farms and the gather ing l ines  
in which apparent ly you have done in t h i s  yea r ' s  b i l l  except you have excluded t h i s  
twenty-one inch which seems

You say that  the p ipe l i ne  and the tank farm and the gather ing l in es ,  a l l  t ha t ,  
will  cos t  a maximum of 3.5 mi l l i on  dol lars?

i

Yes, s i r .

If  t he re  are no other quest ions I would l ike  to c a l l  on Deputy Commissioner 
to di scuss  the r e l a t i o n sh i p  of tha t  to the revenue and manager 

p ro jec t ions  of the s t a t e .

Mr. Chairman, and guest s,  I would l ik e  to ca l l  your a t t e n t i o n  to a f ive or six 
page booklet t ha t  we prepared t h i s  morning which i s ,  in f ac t ,  copies of a computer 
pro j ec t i ons  showing in e f f e c t  the proper ty tax and several  o ther  va r i ab l es  on 
the general fund a t  the end of each year .  By t h i s  af ternoon we should have th is  
information ava i lab le  in shor t  form which is somewhat e a s i e r  to d i ges t .  But, 
un t i l  then, I went through and sp e c i f i c a l l y  as  poss ible  as to what these projec t ions 
i nd ica t e .  I will bo ava i l a b l e  for ques t ions,  of course, a t  any time in my test imony. 
We turn to pro jec t ion one which is run number 15. I t  i s  based on the assumption 
that  cons t ruc t ion of the p ipe l i ne  wil l  begin in f i s c a l  year 1974, i n f l a t i o n  of 
the l in e  and production wi l l  begin in f i sc a l  year 1977. With the revenues included 
the revenues from the right-of-way leasing a c t  assuming a 4" ICC r a t e  of re turn.
A separa te page in the handout t ha t  I be l ieve you a l l  have shows exac t ly  what that  

42 ICC re turn means in d o l l a r s  to the s t a t e .  For the* f i r s t  through the f i f t h  year



s t a t e  about 2 mi l l i on d o l l a r s .  I t  is not un t i l  very l a t e  in the operat ion of the 

p ipe l ine,  in the ten th wind, twent i e th  year ,  t h a t  you see high revenues. In the 
average of 35 years i t  i s 15.4 mi l l i on .  This 42 ICC r e t u rn  we bel ieve will be the 
most l i k e l y  and the most reasonable .  I t  i s ,  in addi t i on,  the case t h a t  the oi l
companies did mention d i r e c t l y  to the Governor t h a t  they were intending to run the

I

fol lowing test imony t h i s  March regarding ownership of the p ipe l ine .  So, we re a l ly  
feel conf iden t  t h a t  there  wi l l  be a 42 dividend and r a t e  of re t urn as measured by 

the ICC.

*1 think you a l l  read something in the paper today about the oi l  companies saying 
i t  would cos t  them 150 mi l l i on .  Do you know what the d i f f e rence  between t he i r  
computation and yours is?

I cannot understand t ha t  completely. A 150 mi l l ion or even a higher f igure quoted
in the paper is j u s t  not reasonable.  I don' t  understand the cause of i t .
It can duly be based on ICC r e t u rn s  so l a rge as to be incredible .

♦Now you've got 72 here. Is t ha t  the maximum they can charge under ICC or can they 

charge 82?

There was a ru l ing many years  ago t ha t  82 ICC re turn was al lowable.  How much they 
can charge under ICC r e a l l y  is a quest ion of the degree tha t  ICC will  expect t h i s  
pipe l ine of t h e i r  j u r i s d i c t i o n  and whether they find anything unique

in the Alaskan p ipe l inc .

•♦Even a t  your 72 you show only 25 mi l l i on  the f i r s t  year and an average of 40 mi l l ion .  

That's r i gh t .

*Do you think tha t  they could be ta lking about a l o t  higher unit?

No, I do not. Again, the cos t ,  the economic ana lys i s ,  and many of the factors seem 
to be the same ye t  the numbers a re  apparent ly d i f f e r e n t .  I do not understand i t .

o f  o p e r a t i o n  t h e  42 r e t u r n  i n d i c a t e s  to t ^ j



These r e t u rns  a r e  based on our l a t e s t  look a t  the economics, our l a t e s t  look a t  the 

r egu la t i on s  the s t a t e  has adopted and our most l i k e l y  pro jec t ion fo r  what, in f a c t ,  

will  occur in terms of revenue,

♦Alright, the o ther  thing i s  t h a t  a l l  of your pr in t-outs are based on a 4% on the 
right-of-way. Apparent ly they use a higher f i gure .  Then again, why do you think

I
they wi l l  use 4% r a t h e r  than 7% or something else?

Well, f i r s t  of a l l  they t old us. Secondly, and most important, i t  is in t h e i r  best  
i n t e r e s t  to use a 4% ICC r e t u rn .  Let me t r y  to expUin i t  very simply. The higher 
the r e t u rn  on the l in e ,  the lower the bulkhead value of  the oi l  in the ground and 
what i s  the incent ive of the oi l  companies t h a t  have a high bulkhead value in the 
ground? I t  is a dep l e t i on al lowance. The tax advantage, which i s  a percentage of 
the bulkhead value of the oi l  produced. So, c l e a r l y  as we examine i t ,  running the 
pipe l ine a t  a high t a r i f  causes the overa l l  r a t e  of r e t urn  of the p ipe l ine and
tho owner to dec l ine,  not increase .  Again, because of the dominant tax advantages
of the deple t ion allowance.

♦in e f f e c t ,  there would be d i f f e r e n t  p a r t i e s  involved l i ke  in the pipe l ine shipping
the i r  o i l .  Do you think i t  i s the same t h a t . . . .

At t h i s  time the un i t  agreement has not been completed on tho North Slope so we 
are not  c e r t a i n  a t  t h i s  date what oi l  company wil l  own what percentage of the pool. 
Neither has the oi l  companies agreed to my knowledge about which o i l  company wil l  own 
what percentage of the two mi l l i on  barrel  a day p ipe l i ne .  So, .n f ac t ,  there is an 
oppor tuni ty of changing the amount of oi l  ownership as well as the opportuni ty of 
changing tho amount of p ipe l i ne  ownership.

♦Is t h a t  a l l  Mr. Fink? Mi l ler .
t

♦I have a quest ion.  I see t h a t  these revenue pro jec t ions are based upon the pipe l ine 
cons t ruc t ion beginning in f i s c a l  year 1974. May I assume t ha t  your assumptions are 
January 1, 1974, as t h i s  would make a big d i f f e rence  whether t h i s  was January 1 or



December 1. Exact ly what month did you pick? This could make a tremendous di f fe rence 
in the e n t i r e  c ro j e c t ion s .

<t

I bel ieve I understand the quest ion.  There are a t o ta l  of f ive projec t ions here, 
three which are based on p ipe l in e cons t ruc t ion beginning f i sca l  year 1974 and the 
f inal  ones a re  based on a s t a t i s t i c a l  look, i f  you w i l l ,  on pipe l ine const ruc t ion

i
beginning in f i s c a l  y ea r  1975. The quest ion as I understand i t  was a six month 
postponement followed cons t ruc t ion beginning t h i s  summer. Is t h a t  correct?

♦Would i t  make a d i f f e rence  on your e n t i r e  twenty year p ro jec t ions  depending upor. 
what month you were picking up here. I t  would be the same thing on oi l  flow.
I t  s t a r t s  flowing in 1977, say a six month delay in the cons t ruc t ion of the pipel ine.
I mean to be completed from th e i r  es t imate of three years.

I agree.  These p ro j e c t ion s ,  again, show cons t ruc t ion beginning in the summer and 
then cons t ruc t ion on a one year delay. The quest ion as I understand i t  is what i s  
the e f f e c t  o f  cons t ruc t ion being delayed s ix months together  with a three year 
cons t ruc t ion period. The pending of t h i s  admin i s t ra t ion and any delay a t  the 
beginning o f  the cons t ruc t ion  wi l l  be o f f s e t  by a compression of the const ruc t ion 
period. We have shown you here perhaps the best  case a id a worse case, 
delay and a year delay.  We are working a t  t h i s  time to look a t  var ious six month 
delays as communicated e a r l i e r  s ince everything is,  in f ac t ,  o f f s e t  s p l i t  between 
f i sca l  years, Backup from th i s  p ro j ec t  wil l  and i t  wi l l  be some time
before we s t a t i s t i c a l  look, i f  you w i l l ,  of the e f f e c t  of the s ix month delay.

*(Mr. KcVay) Jus t  a few qu e s t i o n s . . . .as I understood you co r re c t l y ,  you feel probably 
the be s t  guess i s  tha t  the p ipe l i ne  wi l l  bo allowed a 42 I r e t u r n .  Is t h a t ........

We a re  assuming, and we have sub s t a n t i a l l y  bel ieved tha*. tho p ipel ine will  be run a t  
a 42 re t urn .

♦Just genera l ly speaking, i s n ' t  i t  t rue t ha t  the ICC regul a t i on of the ra t es  look 
to the tc ta l  amount paid a t  s e t t i ng  the percentage f igure .  In o ther  words, anyone
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is e n t i t l e d  to make a r e t urn  on a d o l l a r  and the r e t u rn  i s  somehow r e l a t ed  to the 
cost  of  the p ro j e c t .  In o ther  words, 42 would not be very much of a r e t urn  on a

small u t i l i t y  or 1 small l i n e ,  but 42 could be an awful l o t  of money on a huge l ine.
Is t h a t  the kind o f  f a c t o r ;  do you see my point?

Yes, Mr. Chairman, I do. This 42 r e t u rn  i s  on the t o ta l  ICC evaluat ion.  That
I

p ipe l i ne  may be f inanced 802 by debt ,  852 or 902. So, for  a hypothet ical  s i t u a t ion ,  
i f  i t  was financed 902 by debt then the 42 r e t urn  would provide a r e t u rn  to equi ty 
of in excess of 352 as well as, of  course, pay of f  a l l  the debts.

*That would have a tendency to dr ive t h a t  percentage f i gu re  down, r ight?

That would not be taken into account by the ICC.

*1 see.

So, they would a t  a 42 re t urn provide for r e t urn to equi ty of su b s t an t i a l l y  in 
excess of 352. They ICC looks a t  the t o t a ’ value of tho l ine  and the t o t a l  re turn 

of the to ta l  value.

Kr. Chairman, the 42 t ha t  we capula te is based upon the economics of the industry 
and what they would do, or the indust ry would do, from the point  of view of traximizing 
t h e i r  own p r o f i t s .  I t  i s not a p r ed ic t ion as to what i f  the ICC regul a t es  the l ine, 
the ICC maximum al lowable would be. There is no way to t e l l  t h a t . a t  t h i s  point .
But what we're looking a t  i s t ha t  the ex i s t i ng  pa t t e rn of ownership d i s t r i b u t i on  
of the p ipe l i ne  and of the o i l ,  t h a t  i t  i s the maximum economic r e t urn  to the 
in tegrated company i t  would be achieved a t  approximately the 42 r a t e .

*Soire companies would be b e t t e r  o f f  than others?
There is a d i f f e rence  in t ha t  t h i s  i s  a stand alone pipe-l ine.  Supposing you had 
a p i pe l i ne  owner t ha t  had no oi l  then i t  would be his i n t e r e s t  to charge the highes t  
poss ible  t a r i f  ava i l ab l e .  We are deal ing with i n t egra ted companies. We are deal ing 
with companies 'MM t h a t  nego t i a t e  with each other .  We are deal ing with a s i t u a t i on

I



where there  is not a gross p ro spe r i ty  between the ownership of  the o i l  and the 

ownership of the p i pe l ine .  That i s,  consider ing them a l l  together  i t  i s  very close, 
al though there are d i f f e rences  among the owners in tax.  They are qu i t e  f ree  to 
negot i a t e  and we bel ieve i t  i s in t h e i r  commercial i n t e r e s t s  to negot i a t e  to produce 
a more ev d i s t r i b u t i o n  of  p ipe l ine ownership t h a t  i s  going to be c lose  t o . . . .

*And t ha t  will  tend to dr ive i t  down. (chairman)

I t  wil l  tend to ,  the re fo re ,  d r i ve  the t a r r i f  down because the overal l  e f f ec t  
is a maximumzation of  p r o f i t s  and freedom to federal  income tax.
Should I cont inue, Mr. Chairman, t o ..........

*Yes, go ahead, i f  there a re no more quest ions a t  t h i s  time.

Well, the cha r t  number one, the computer print-out^shows t ha t  i f  operat ing expenses 
were to increase about 72 each year t h a t  even with the cons t ruc t ion of  the pipel ine 
beginning t h i s  summer, there would be a negat ive balance in the general fund a t  the 
end of the 1980's. The revenue es t imates which are contained in th i s  project ion 
include not only the right-of-way leasing revenues but  as well the proposed taxes 
tha t  the l e g i s l a t u r e  i s  now consider ing a t  t h i s  time and these are summarized 
and displayed regarding the revenue e f f e c t  of these taxes on an iaddi t ional  page 
suppl ied to you. We ca l l  the aggregate of the four taxes the tax package.
The comments regarding t h i s  p ro j ec t i on cn the tax package is included. Project ion 
number two on the fol lowing page includes the est imated net  revenue to the t reasury 
proper ty tax. The only d i f f e rence  between t h i s  pro j ec t i on and the f i r s t  one is 
t ha t  here wo shew :he po s i t i v e  general fund balance as well we are In a posi t ion
to increase opera t ing expendi tures a t  an 82 level each year ins t c id of a 72 level
showing zero. Merc we show on average balance in the general funJ s t ab l iz ing 
between 2 and 4 hundred b i l l i o n  throughout the period. Again, th i s  char t  1s based

%
on the assumption t h a t  cont ruc t i ons  begins in summer. The next cha r t  from 33B 
ident i ca l  to the one I j u s t  ta lked about, the second one, except tha t  you know 
increase operat ing expendi tures 102 a year.  Recal led to t h i s  committee several



years ago we were t a lk i ng about expansion growths in the neighborhood of 10% to
15% a year  and here we see i t  even a t  t he 10% l eve l ,  the general  fund goes down
below zero in f i s c a l  year  ’82. Again, assuming cons t r uc t ion  begins in summer.
The f ina l  two graphs of computer d i sp l ays  are a s t a t i s t i c a l  lock a t  a one year

but
delay. Here with a l l  the revenues inc luded,^calcula ted s t a t i s t i c a l l y ,  the e f f e c t  
i s sh i f t i n g  out ;  the proper ty tax revenues, the cen t s  per ba r re l ,  the right-of-way 
leas ing revenue. We show th a t  even a t  a 5% r a t e  of  increase in operat ing 

expendi tures for  a one year  period in f i s c a l  year '78, the general fund dips below 
zero but then sub s t a n t i a l l y  increases .  So, we have, in f a c t ,  a U-shpped curve.
The l a s t  cha r t  increases operat ing expendi tures by 5% to 7% and keeps everything 
e l s e  the same. Here we see a negat ive general fund in f i sc a l  year '78 but i t  
begins to s t ab l i z e  a t  t h a t  l eve l ,  jo even though there arc a number of minus signs, 
you see a s t ab l e  pace, an equal ibrium so lu t ion,  but below zero when we have a 
proper ty tax with a one year delay of the p ipe l ine .

(Mr. Fink) there  is one thing t ha t  I don' t  understand.
That is t ha t  the cu r ren t  use expendi tures and general cash balances.  I d o n ' t ___
what is that?

The numbers displayed for  the general fund a t  the end of the year a re  the unencumbered 
balances in the general fund. By unencumbered I mean a f t e r  a l l  the b i l l s  issued 
aga ins t  the general fund have been paid, the net  balance. Any p a r t i c u l a r  expendi ture 
level ,  be i t  e i t h e r  not wr i t t en  b i l l s  o not b i l l s  vendored, we have, or , excuse 
me, they have not b i l l e d  us, and i f  they have we have not ye t  paid them, which 
a l l  means t h a t  there is cash ava i l ab le  maybe a t  a l l  times somewhat grea t er .

(Mr. Fink) So, you are assuming t ha t  20% of the p r i o r  yea r ' s  money hasn' t  been
spent so the f i gure  r e a l l y  in each case i s  20% of the general fund expenditure 
of the previous year higher than what you should? A cash balance*

0



Back to what we are doing, Mr. Chairman, i s  t ry ing to es t imate our investment 
revenue based upon the f a c t  t h a t  the cash balance wi l l  always be somewhat higher.
I would l i k e  to point  out to t h i s  committee, however, t h a t  the budget projec t ions
the unencumbered balance has g rea t  s i gn i f i cance .  I t  i s  not a t  t h i s  time legal to
have negat ive balances in the general fu,nd.

(Mrs. Mi l le r  ) In o ther  words, we are going to be broke must f a s t e r  unless we
pass t h i s  proper ty tax.  Is t h a t  what i t  amounts to?

Yes.

(Mrs. Mil ler) Another quest ion.  What e f f e c t  does t h i s  have on o i l  in-kind tha t  
the s t a t e  i s  forced to accept? Aren' t  we, in f a c t ,  taxing our own oil? And 

how i s  t h i s  going to e f f e c t  the e n t i r e  s i tua t ion? Aren' t  you taking out of one 
pocket and pu t t i ng  in another , and i f  so, how much?

That i s ' a  very good quest ion al though somewhat t echn ica l .  Let ' s  assume a se t  of 
events sometime in the 1980's when the cents per bar re l  tax is no longer in 
e f f e c t .  This is c e r t a i n l y  going to be the case. Pr ior  to t ha t  time, of course, 
we wi l l  not be taking out of one popket and pu t t ing into another in no terms since 
the cen t s  per bar re l  tax wi l l  provide us with a revenue tax income. When, in 
f ac t ,  the s t a t e  the value tax, i f  i t  docs, then do l l a r  for  do l l a r
proper ty Lax income to both the s t a t e  and the local governments would be paid for 
by a reduct ion in the s t a t e ' s  roya l ty  and severence share of about 20p as opposed 
to 10d of every do l l a r  of  income we will  receive on the proper ty tax. So you 
might say then t h a t  l a t e  in the 1930's the net mil l  age r a t e  would not be 20 mi l l s  
out perhaps 18 m i l l s .

I
(Mrs. Mil ler) What bearing would t h i s  have on other  p ipe l ines .  I note Mr. Havelock

•

made reference to o the r  l a rge p ipe l ines  which may be b u i l t  in th». s t a t e .  _________
Ziegler r e f e r red  to such p o s s i b i l i t i e s  as cons t ruc t ion 06 a na tura l  gas l ine.  Now



what happens s ince they go under the i n t e r s t a t e .  What happensigas and the f ine 

there.  As well as t axa t i on  on t ha t  you have to have an en t i r e l y  d i f f e r e n t  se t  of 

ci rcumstances.  I f  we are going to apply t h i s  to a l l  of our pipe l ines  a r e n ' t  you 
going to have an e n t i r e l y  d i f f e r e n t  s i t u a t i o n  there?

4
I

The answer to your quest ion i s  t h a t  i f  we would wish to look ahead and see the 
cons t ruc t ion of a gas p i pe l i n e  e i t h e r  somewhat para 1 el 1 to past  l ine o r . . . . t h e n  
we a re  ta lk ing about an event t h a t  may be completed no e a r l i e r  than 1980 so in 
terms of revenue e f f e c t ,  i t  would not be immediate here, even in long-term ten-year 
p ro jec t ions  which I have shown you except for ,  perhaps, the l a s t  few years.
In add i t i on ,  as a revenue genera tor ,  there  would of course be addi t ional  revenue 
regarding o ther  p i pe l i n es .  I would l i k e  tc point  out t h a t  the cons t ruc t ion of 
a gas l i n e  is in the fo recas t  a t  t h i s  time, the hardware,
the machinery needed to cons t r uc t  a gas l ine  in Alaska could only be ava i lab l e  
a t  the-complet ion of the oi l  p ipe l i ne .  We s t i l l  be l ieve tha t  the oi l  pipel ine 
will be completed by the summer of 1976. Const ruct ion of the gas l ine could 
considerably begin a t  t h a t  time al though wc have not ye t  est imated the period 
cons t ruc t ion of the gas l i ne ,  including our years of looking a t  the period of 
cons t ruc t ion of the o i l  p i pe l ine .  I t  causes us to be r a t h e r  caut ious, i t  inioht 
well be, Mr. Chairman, t ha t  the l e g i s l a t u r e  a t  some point  might wish to consider 
ad jus t ing  tho mil l  levy in order to r e f l e c t  the o ther  sources of revenue which 
might be ava i l ab l e  in t ime. That c e r t a i n l y  i s  an opt ion ava i l ab le  to the 

legi s l a t u r e .

(Mr. Huber) Mr. Havelock, is i t  j u s t  a cont inuing s t a t e  of
d i scuss ion . I s n ' t  i t  a l so  p r e t t y  near ly impossible a t
th is  time to put t oge the r  j u s t  how the gas l ine  would f i t  in because of  the
d i f f e r ences  in opera t ion,  t axa t ion and l iqu ida t ion  of i t s  r a t e s  by the federal
government. You cou ldn ' t  look ar.d say t h a t  a t  a given time the gas l ine i s  cqqal
aga ins t  the p ipe l i ne  so you could look for t races  much r e l a t ed  to th i s .
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I think, Mr. Huber, t h a t  in terms of  pro jec t ion i t  i s n ' t  poss ib le  for  us to t a l k  

about r a t iona l  pro j ec t i on there wi thout adding hypothet ica l  s i t u a t i o n s .  I don' t  
th ink a t  t h i s  point ,  Mr. Chairman, whether we are going to have a few miles of 
ga s l i n e  going to the Canadian border or t rans-Alaska l i ne .  That f ac t o r  alone makes 
any kind of computation highly specula t ive .  Technology a t  t h i s  point  would be 
appl ied in the prospect .  I t  i s  p r e t t y  hard to t e l l  a t  t h i s  point ,  but t echn ica l ly  
could, no doubt with the tremendous growth in p i pe l i n es ,

The problem i s  the immediate to ea r l y years t h a t  we're address ing,  but as always 
during tax po l i c i e s ,  the re  is a need to ad ju s t  tax po l i c i e s  in the l a t e r  years 
to accomodate c e r t a i n  standards as they become c l e a r  a t  t h a t  time.

(Mr. Huber) Continuing j u s t  a l i t t l e  f a r t h e r  I would l i k e  to ask you about one 
p a r t  of the quest ion.  I j u s t  wanted i t  c 1 e r  t h a t  i t  wasn' t  something t ha t  you 
could p ro j ec t .  I then take t ha t  these two .sheets in t h i s  sec t ion‘ j
t h a t  we see here today don ' t  r e f l e c t  considerably more accura t e  informat ion than 
anything v.e have in a l l  of  our test imony, a l l  of which 
of l a s t  year and t h i s  1s then
as th i s  is what we think we're going to have to l iv e  with and any other  things 
t h a t  we are ge t t i ng  are much more tenuous, l ike  tha t  gas l i ne ,  I think, where you 
would be mixing something t ha t  is uncer t a in  in which t h i s ,  then, is a p r e t ty  good 
c e r t a i n t y .

I think you have sumed i t  up wel l ,  Mr. Huber. I t s  the statement,
f a r  more t en t a t i v e  than any other  s ta tement  previously made on the subject .

(Mr. Huber) I think, Mr. Chairman, t ha t  I understand and I agree with t he1 * 
test imony here today



(Hr. Malcolm ?) Would i t  unref ine oi l  and unref ine gas?

Well, the b i l l  i s  d r a f t ed  to exclude p ipe l i nes  t h a t  might c a r ry  re f ined gas where

the d i f f e r e n t  s e t  of economics has to r e f i ned gas l i n es  and l i n e s  such as the
Anchorage-Fairbanks l i n e  now ex i s t i ng  f o r  products l ine .

/

( ) Is i t  conceivable t h a t  the gas, e i t h e r  the or
natural  gas from the oi l  might have to be dr ied or put through some process pr ior  
to t r an spo r t a t i on  in which case i t  would no longer be unref ined.

I don ' t  be l ieve t h a t  i t  c e r t a i n l y  wi l l  give i t  some t reatment  to ex t r a c t  some of 
the p a r t i c l e s .  I don' t  bel ieve t h a t  the nomenclature used would ca l l  t ha t  ref ined.

I don' t  bel ieve t ha t  i t  
co n s t i t u t e s  change for l e g i s l a t i v e  purposes here. I might add, i nc ident ly ,  t ha t  in 
terms of admin i s t ra t ion pol icy we have, r e fe r ing  b a s i c i a l l y  to your e a r l i e r  quest ion, 
t h a t  the l e g i s l a t u r e  f e e l s  t ha t  i t  wants to broaden the base of tax to cover smaller 
p i pe l i ne s ,  to cover product l ine s ,  we have no pol icy ob jec t ion to t ha t  tha t  we can 
see of those arguments that  can be r a i s ed  regarding the e f f e c t  of  d i s turbing 
economic consumption when c e r t a i n  l i n e s  are obst ructed and so on instead of assumption 
th a t  economic management p reva i l s .  We don ' t  bel ieve any such se t  of assumptions 
exvist in regard to t h i s  p i pe l i ne  which i s  now contemplated for cons t ruc t ion.  So, i t  
i s  the impact from tax t ha t  can be r e ad i l y  taken into account, for instance t h e i r  
t a r  i f  or what have you and the manner which they sign ‘he i r  ownership and so on can 
take into cons i de ra t ion the l e g i s l a t i v e  measures adopted. But, there is always the 
opt ion of broadening the base which you would want c a r e fu l l y  to do. This 1s 
c e r t a i n l y  from the legal point  of  view in t h i s  c l a s s i f i c a t i o n .

•

( ) Well, the only thing t h a t  bothers me is t ha t  in the de f i n i t i on  of
unref ined in oi l  and gas you wouldn't  want anything happening on the North ^lope



but i t  i s  p e r t  of the na tura l  process fo r  prepar ing a product  for  shipment t ha t  would 

take i t  out of  the category of unref ined o i l  and gas.

A pe r t i n e n t  point ,  Mr. , I wi l l  ask Mr. Garnet to research t ha t
and give the committee any language t h a t  appears appropr i a t e .

( ) I was wondering how

a 20% share.  We are t a l k i ng  about the 1 -ot ive proper ty tax in terms

Mr. Chairman, the bas i s  for  the shar ing is to share back to the local j u r i s d i c t i on s .
An amount which would be equal to the local mil l  ldvy appl ied to 20% of the value of 
the p ipe l i ne  passing through thut  local j u r i s d i c t i o n .  Now the idea here is to provide 
to the local government some reimbursement for  the impact of  the l ine  through the 
local government, but as Mr. Havelock pointed out e a r l i e r ,  not to al low the pa r t i cu l a r  
area to l e t ' s  say become enriched a t  the expense of o ther  areas by having the s t a t e  
subs id ize the en t i r e  amount. So, 20% is a number t ha t  i s  a r r i ved  a t  as a means of 
sharing back to the local government a t  some extent  and not the e n t i r e  value of the l ine

( ) What I was wondering is i s  the admin i s t ra t i on

I don ' t  be l ieve t ha t  in our type there Is any number

r

( ) Also, I'm not sure of the wording, what happens i f  the local



j u r i s d i c t i o n  changes i t s  b i l l?  Would t h i s  s t i l l  j u s t  ope ra t e '  by the ye a r . t h a t  

the b i l l  went i n t o ' e f f e c t?

in answering t h a t  quest ion, the way i t  is
wr i t t en ,  i t  i s  t rue t h a t  i f  the j u r i s d i c t i o n  r a i s e s  i t s  overa l l  mil l  levy on a l l
proper ty tax in t h i s  j u r i s d i c t i o n ,  there would be a corresponding increase in the 
amount tha i t  would get  back under t h i s  20% rev i s i on  here. We think there are 
c e r t a i n  l im i t a t i on s  t h a t  the local  j u r i s d i c t i o n s  from taking such

ac t i on ,  pa r t l y  because t he re  is a t h i rd  b i l l

And, in the normal course of things the r a i s e  in the local mil l  levy would apply
to the r e s t  of  the proper ty in the j u r i s d i c t i o n  of the p ipe l i ne .  So, normally,
you would have the p o l i t i c a l  r e s t r a i n t  furnished by tha t  in terconnect ion.

( ) Also, what happens v/hat a l l  these new boroughs s t a r t  forming around
the pipel ine? That 's not taken care of in any of these p ro jec t i on s .  I mean, are 
they going to be excluded?

The way the b i l l  i s se t  up now any new borough t ha t  is formed along the pipe l ine  
borough get the benef i t  of  t h i s  r e turn,  sec t ion 120, the same as tho exi s t ing 
boroughs. I t  i s a l so  t rue t ha t  the payments to those new bcroughs would have 
some e f f e c t  on the net ava i l ab l e  to the s t a t e .  I t  is very d i f f i c u l t  a t  th is  time 
to p r ed i c t  exact ly how tha t  go but i t  could be very soon. I t  has been suggested 
t h a t  there is at  l ea s t  a po s s i b i l i t y ,  a legal p o s s i b i l i t y ,  t ha t  say whole new 
ooroughs would be 1n the pos i t ion to take advantage of t h i s  provis ion by in 
e f f e c t  exempting most other  types of property besides the p ipe l ine and ra i s i ng the
mil l  levy way up, thus increasing the revenue one would ge t  out of t h i s  provision.
Now, to guard aga ins t  t h i s  po s s i b i l i t y ,  i t  has been suggested that  a maximum

%

l imi t  be put in on the borough mil l r a t e  t ha t  might apply. Such as , for instance', 
instead of saying t ha t  the borough get s an amount of money equal i t ' s  mil l  levy^on 
20%, say i t  gets an amount a t t r i b u t e d  to i t  mil l  levy up to a maximum of 20 mi l l s



or something of  t h a t  so r t .

( } The p o s s i b i l i t y ,  of  course, t h a t  e x i s t s  now in the absence of th i s
b i l l  i s not something t h a t  i s

There i s  a f igure  given not too long
ag). We had asked ques t ions the l a s t  ti/ne we had about
what as the r e l a t i v e  t axa t ion ,  the t o t a l  t axat ion,  on the oi l  companies in Alaska
as opposed not j u s t  to the United Sta t es  but with foreign count r ies .  There was a
f igure  t h a t  was given in the newspape1* fr~m a re l ease  I assume from the Governor's 
o f f i ce ,  as I remember i t  was something l ike  5U for Alaska, I guess t h i s  is for 

and I guess i t  was something l ike $3.50 for 
We has asked for t h i s  informat ion before

We wi l l  look into t h a t  f u r t h e r .  The 5C'£ f igure  would be the accumulation of 
and t ha t ,  in f a c t ,  •

A ' %
(Mr. F nk) I have a couple ques t ions ,  one to extend Mr. ( ques t i on on 

refinec, and unref ined, I tend to think t ha t  the language you have i s  a more cor rec t  
language, but with your reasons,  i f  they decide to r e f i ne  i t  cn the north slope 
i t  would take them a year or two to do i ? in which case v/e could cor rec t  i t .  And 
secondly, i f  yon put anything o ther  than ref ined in there you wi l l  upset the local 
government taxes in the Anchorage area because they
al l  have some var ious p i pe l i n es  of r e f i ned fuel and I assume t h a t ' s  why

Now, the other  par t ,  the one par t  that  
puzzles me under your local share here. I think i t  ought to be changed. They
have a  you dcn ’t say t h a t  local government wi l l  nece ss a r i ly  ge t  t ha t  money,
of course,  cause you can ' t  ded ica te  i t .  You say that  the l eg i s l a t u r e  may appropr iate 
up to t iat f igure .  I t  seems to me t ha t  i t  makes a l o t  more sense to al low local 
governm. nt  to tax, l e t ’s say, up to 20 mi l l s  on say 15% of the evaluat ion, in
which case the local government knows they ' r e  going to get  the*l • money. I t  i s n ' t  
up to the l e g i s l a t i v e  here as your b i l l  wi l l  r.mke i t  up to

4



l e g i s l a t i v e  whim. And, se co n d ly , o f  co u rse ,  you can put the t i e  down on the amount 

th a t  lo c a l  government i s  going to get as opposed to the d is c u s s io n  we j u s t  had w ith 

the 30 m i l l s .  Tor example, i f  the government on ly  wanted to tax 15 m i l l s ,  o f course 

they wouldn 't get the f u l l  b e n e f it  which y o u 're  suggesting that the le g is la t u r e  g ive  

them. Do you have any p a r t i c u la r  o b je c t io n  to tak ing  the route o f a l low ing  lo c a l  

government to charge the t a x ,  deduct i t , f r o m  what they pay the s ta te  government, 

and put some l im i t s  upon the m i l la g e ,  and, o f co u rse , you would l im i t  the percentage

of va lue  they can t a x .  Do you have any o b je c t io n s  to th a t  approach because I know

i t  was kicked around l a s t  y e a r  a t  the House Finance and they p re fe r re d  that approach, 

now you 've  come back w ith  a l i t t l e  d i f f e r e n t  approach.

Mr. F in k ,  i f  I might comment on t h a t ,  I d on 't  th in k  there  i s  any b as ic  strong 

o b je c t io n  to approach. I j u s t  would mention the reason i t  was done t h i s  way 

in the f i r s t  p la ce . The concept was j u s t  th a t  i t  was e a s ie r  and s im p lie r  to have 

on ly  one e n t i t y  per s t a t e  handle t h i s  tax and asse ss  i t  and send

I th ink  you could cons ider

a lo t  of v a lu e .  I d o n 't  b e l ie v e  there was

strong o b je c t io n  to 

(Mr. Huber)

During the l a s t  hearing I asked the o i l

company w itn esses  i f  they had assessed  that t h i s  was r.ot a descrinv inatory  tax th a t

had r e a l l y  had r e a l l y  pro ected us a g a in s t  lo ca l  government; ta xa t io n  Which could

be h ig h e r . I 'd  l i k e  to make i t  s u re ,  my q u e s t io n , assuming th a t  we do not pass

t h i s  ta xa t io n  b i l l  in any mcnner, and assuming maximum l ib e r t y  th a t  the loca l

government e n t i t i e s  th a t  are  or may be formed in the fu tu re  along w ith  a l l  o f t h i s

p ip e l in e  now or would have under c u r re n t  law. I want ycu r assessment or agreement
•

tha t t h i s  , whichever i t  might be, tha t a c t u a l l y

would be l i a b l e  to more tax under our present loca l government s t ru c tu re  than they



That i s  somewhat sp e c u la t iv e  because terms o f t h e i r  p o te n t ia l  l i a b i l i t y ,  i t  would 

be, o f co u rse , f a r  in  excess  as provided fo r  in  t h i s  b i l l  in s o fa r  as there a re  not 

su b s ta n t ia l  l im i t s  perhaps in terms of

l e t t in g  ’ t̂ he sky i s  e s s e n t i a l l y  the l i m i t  as f a r  as

tha t goes. There a r e ............

(Mr. Huber) I was assuming 30 m i l l s  under the borough's p r e s e n t . . . .p lu s  the 

d e f i c i t .

I'm not sure th a t  30 m i l l s  i s  n e c e s s a r i l y  a c o n s t ra in t  on the whole 

I would have to check the s ta tu te  on t h a t ,  but. I d on 't  r e c a l l ,  f r a n k l y ,  i f  i t  d id .  

There i s  another a sp e c t ,  o f  co u rse , th a t  I would sp ecu la te  as being present in  o i l  

company or in d u s t r y 's  th in k in g  about i t  which would be the sm a l le r  u n i t s  of 

g vernment are  t r a d i t i o n a l l y  in  the long ru n ,  re g a rd le ss  o f what they may be

in the sh o rt  ru n ,  but in  the long run they are  f a r  more su b je c t  to 

being c o n t ro l le d  by the in d u s t r y ,  they do not have the resources to match la rge  

in d u s t r ia l  conglomerates, bo, i t  i s  p o ss ib le  that they might fo r  some reason 

th ink  i t  was in t h e i r  best in t e r e s t  to deal w ith  those la rg e  numbers of small 

goverr.mcrt e n t i t i e s .  T h is  i s  sp e cu la t io n  on my part..

(Mr. Huber); Mr. Chairman, I s ta r te d  t h i s  l i n e  of question ing  and I did mention 

i t  during the l a s t  hearing we had when an o i l  company was t e s t i f y in g  here on a b i l l .  

The reason fo r  t h i s  i s  th a t  l a s t  y e a r  in  co ns ide r ing  these same item s , the Fa irbanks

, n a t u r a l l y  we people from the Fa irban ks  area looked in to  

t h i s ,  and we have about 70 m ile s  o f  the proposed p ip e l in e  which w i l l  pass through
•

the North S ta r  Borough. We saw th a t  w ith  our maximum ta x a t io n  in  tha t same c la s s  *
!'.f w .«£< **. l.

borough being allowed a t  30 m i l l s ,  and tha t we could do t h i s ,  tfu .t fa r  g re a te r

amount o f money th a t  we could e x t r a c t  from th a t  p ip e l in e  opera tion  and put in to

are under this bill.



lo ca l government fo r  th a t  70 m ile s  than we would get from the s t a t e ,  even though 

the s ta te  does have some shared revenue . We a ls o  saw the problems. T h is  i s  why 

immediately I saw t h i s  p a r t l y  a p ro te c t iv e  measure to o i l  companies in  t h is  s ta te  

w ith  t h e i r  p ip e l in e  th a t  would s t a b l i z e  t h e i r  ta x a t io n  ra th e r  than making i t  the

o f a l l  organized boroughs. And then I wanted to ask one more

question on th a t .  Assuming th a t  a l l  o f / t h i s  p ip e l in e  was not now covered by 

organized boroughs and th a t  we d id n ' t  pass t h i s ,  we know th a t  the lo c a l  boroughs, 

or the  lo c a l  governments which a re  formed, would t a x ,  wouldn 't  i t  then be poss ib le  

fo r  the l e g i s l a t u r e  a c t in g  as the unorganized borough to do t h e i r  duty and se t  

and c o l l e c t  th a t  portion  of tax  to make i t  f a i r  

Could i t  be done or i s  i t  excluded?

W e l l ,  we did  have i f  I understand you c o r r e c t l y ,  we did have a proposal fo r  a 

cax on the unorganized borough which was o ffe re d  to the l e g i s l a t u r e  p re v io u s ly  

or. i t ,  so there  i s ,  I b e l ie v e ,  th a t  there  could be a ta x  from the unorganized borough 

for those purposes. In e x e r c is in g  the p ro te c t io n  that cumes to the  in d u s t ry ,

, we would want to overlook the pro tection  to

the sta tew ide  in t e r e s t  o f  a l l  the people o f the s ta te  in vo lve d . The a sse t

does r e a l l y  c re a te  the burdens which come w ith  the p ip e l in e  and t h i s  development

\'v
are not a l l 1'a  c o r r id o r  along s id e  the p ip e l in e ,  p a r t i c u l a r l y  in  the long run.

And, I th in k  that l e g i s l a t i v e  i n t e r e s t ,  or s tatew ide i n t e r e s t ,  to assure  that the 

revenue c a p a b i l i t i e s  which a re  to d is t r ib u t e d  on an e q u ita b le  b a s is  fo r  a l l  the 

people of the s t a t e .

(Mr. Huber) Thank you, Mr. Chairman. I d id n ' t  want i t  to be construed that I 

oppose t h is  because 70 m ile s  goes through the North S ta r  Borough, but I wanted to 

bring out that th is  i s  a d e f in i t e  s h e l t e r  fo r  the o i l  coinpanics to what they could 

have i f  we taxed them on a lo c a l  l e v e l .



(Mr. Nalton?]^ I d o n 't  q u ite  understand the l a s t  sentence in  se c t io n  one. The 

tax le v ie d  under t h i s  chap te r  does not app ly  to property  su b je c t  to 

ta x a t io n  by c i t y  or borough on Ja n u a ry ,  1973, or January 1 o f each succeeding 

tax y e a r .  I f  the North Slope Borough had an tax  in a l l  the

pipes stored up there  on the North S lo p e , in  tha t p r o v i s io n . . .

I

The f i r s t  th ing I would l i k e  to mention, we ta lked  about t h i s  b e fo re ,

and the question came up whether the 

meant th a t  the tax  was a c t u a l l y  le v ie d  or whether the s t u f f  was located 

in a p lace where a tax  could have been le v ie d .  And th a t  q u est io n , o f  course , i s  

re le v a n t  to  the North Slope Borough s i t u a t io n .  Most of them had a p o te n t ia l  to levy  

a ta x  before January  1 , 1973. Now, in the amendments th a t  we proposed to t h is  in our 

l a s t  meeting, we changed to wording to say tha t the tax le v y  does not apply to Droperty 

under which an tax  v/as le v ie d  by a c i t y  o r borough fo r  the year beginning

January  1 , 1973, and continues to be le v ie d  fo r  each succeeding y e a r .  Now, I th ink  

the e f f e c t  of t h is  language i s  s im ply  to make sure th a t  the e x is t in g  property ta x ,  

tho base, in any j u r i s d i c t i o n ,  any e x is t in g  j u r i s d i c t io n  as of January  1 , 1973, i s  

not d is tu rb e d . I t  i s  in  a sense a g rand fa ther c la u se  fo r  e x is t in g  property tax 

b a s is  and to make sure  th a t  t h i s  tax  on ly  reaches the new property  as declared fo r 

the p ip e l in e .  I'm not sure i f  I have answered your p a r t i c u la r  q u e s t io n , but t h a t ’ s 

the f a c t .

(Mr. Nalton?) R ig h t .  I d id n ' t  have the amendments. Mr. j u s t  handed ine

h is  copy . That was a l l  th a t  I had.

(Mrs. M i l l e r )  AH these p ro je c t io n s  were based upon a 20 m i l l  ra te ?

T h a t 's  c o r r e c t .

(M rs. M i l l e r )  Then your testim ony i s  co n s id e rab ly  h igher than anyth ing  e lse  that



has been le v ie d  in  t h i s  type o f  a t a x .  Would you agree w ith  t h i s ?  We heard 

testim ony th a t  the average i s  1 0  to 1 2  m i l l s .

That i s  t rue  as to a s ta tu s  quo. I t  would be co n s id e rab ly  h igher i f  you assume 

no fu r th e r  form ation o f  borough government. I t ' s  s i g n i f i c a n t l y  h igher now than 

. I th in k  the North S ta r  ^orough i s ,  I t h in k ,  the h e av ie s t  tax ing

j u r i s d i c t i o n .

( ? )  in  the North S ta r  Borough to come o f f  to 2 8 .4 .

( F in k ? )  (? )  You were r e f e r r in g  to the nationwide one, w e ren 't  you? Ya, w e l l ,  I th ink  

tnat the big hooker there  i s  th a t  i t  i s  a 1 0 0 % e va lu a t io n  and I th in k  that in  the 

area of 22-2500% e v a lu a t io n  i s  the norm throughout the United S ta te s .  Now, you can 

f in d  them in a l l  d i f f e r e n t  ra te s  depending upon t h e i r  assessed e v a lu a t io n .  I th ink 

that 2 0  i s  a good f ig u re  a c ro ss  the country  on a 1 0 0 % e v a lu a t io n .  I would d isag ree  

w ith anyone who would say tha t i t  i s  l e s s .

(Mr. Guy?) The question  has been asked probably

about the 30%

tax le v y  . I'm looking a t  p a r t i c u la r l y  the sect ion

f ig u re  030 on page two

and then a lso  looking a t  the on

and My question i s  a re  the



W e ll ,  s i r ,  l e t  me see i f  I can e x p la in  what these th ing s mean 

The p ro v is io n  over here on page two, se c t io n  030, i s  to remove or rep lace  that 

p ro v is io n .  I t  s im ply  s ta te s  th a t  t h i s  20 m i l l  tax on the property  sub ject  to the tax 

w i l l  be the on ly  tax  on th a t  p ro perty . In other words, in  the category  that we are  

t a lk in g  about, t h i s  exc ludes lo c a l  t a x a t io n .  Now, over in  the d e f in i t io n  sect ion  

here the i s  re fe r re d  to about otherw ise

ta xa b le  property exempted from ' ta x a t io n  under home r u l e ,  o rd in an ce , or c h a r t e r ,

I b e l ie v e  th a t  the e f f e c t  o f th a t  and the in te n t  o f th a t  p r o ' i s io n  i s  j u s t  to 

make sure  tha t a lo c a l  government, : .. ' : tha t the home r u le

power o f  a lo c a l  government to exempt c e r t a in  types o f p roperty  i s  super io r  to the 

d e f in i t io n  o f the c l a s s  o f property  we a re  t ry in g  to t a x .  T h is  i s  combined, in e f f e c t ,  

in these two p ro v is io n s .  T h is  i s  to make sure that we do t a x ,  that t h i s  tax does 

reach the property  t h a t ' s  described  w ithout regard to what the borough, in  e x e rc ise  

o f  i t ' s  home ru le  powers.might do by way o f  c re a t in g  exemption fo r  th is  p roperty .

I d o n 't  th ink  i t ' s  v e ry  l i k e l y  th a t  a borough would fee l moved to c re a te  exemption 

fo r  48 inch p ip e l in e s ,  but to cover that contingency i s  the reason i t s  th e re .

(Mr. Guy) What a re  you sa y in g , Mr. Chairman? That t h i s  i s  an e f f o r t  to levy  

taxes on property  as we see them here on t h is  b i l l  on a l l  l e v e l s  of d i f f e r e n t  

government?

Y es , s i r .  The in te n t  i s  to reach the property  of the c l a s s  d e sc r ib e d , where ever 

lo c a te d ,  w ithout regard to exemptions that a loca l government might porporte to 

c re a te  l a t e r .

(Mr. Huber) I t  i s  o n ly  a m atter of c l a r i f i c a t i o n .  Mr. Knott

o f  the t a x a b i l i t y  o f p re s e n t ly  stored pipe in  A la ska . I d on 't  know what e f f e c t s  
Slope

the North SXdr Borough, but in  the case o f the North S ta r  Borough w e 're  taking a •

vo te  to . There i s  an exemption on personal property
•»

tax  but i t s  a r e l a t i v e l y  simple m atter fo r  the North S ta r  Borough to tax personal



belonging to anyone w ith  a one m i l l io n  d o l la r  exemption, fo r  in s ta n c e ,  which would 

be an e q u itab le  sp read , but which would s t i l l  ca tch  p r a c t i c a b ly  on ly  the p ip e l in e ,  

and the c o n t ra c to r s ,  which w ou ldn 't  make the general p u b lic  mad a t  a l l .  They are now 

p re se n t ly  su b je c t  to t h i s  and w ith  the revenue crunch they have throughout the s t a t e ,  

un le ss  some new form o f  ta xa t io n  l i k e  t h i s  i s  passed, we a re  c e r t a i n l y  going to have 

the boroughs reach ing  in  to do i t  and tfye s ta te  having to come in  and

. Mr. H ave lock , do you have any c o n f l i c t  w ith

a statement l i k e  th a t?

W e ll ,  as f a r  as I 'm  concerned, th a t  d e sc r ib e s  the s i t u a t io n  as i t  i s  l i k e l y  to 

develop.

(Mr. Huber) I'm t ry in g  to get the o i l  companies to b e l ie v e  that

I t s  going to co st  a

lo t  o f money.

',1

(Mr. Chairman) Any more questions from the r e s t  o f the committee?

I f  there are no more q u e s t io n s ,  I would l i k e  to d i s t r i b i t e  to you fo r  your

b e n e f it  cop ies o f proposed re g u la t io n s  which have been promulgated by the Commissioner

o f Natural Resources which r e la t e  to the d e f in i t io n  o f terms in the r ighc-o f-w ay

leas in g  a c t  and which would, perhaps, be o f some a s s is t a n c e  to you. in looking a t

those revenue e s t im a te s .  I might add the supplement the p ro je c t io n s

are  based upon the assumption th a t  the in d u stry  behaved, the owners behaved, in  a

ra t io n a l  manner. By r a t io n a l  in  an economic v e n t ,  we mean a manner designed to

maximize a f t e r  tax v e r d i c t .  In sp e cu la t in g  about where they get t h e i r  p ro je c t io n s ,

some of these th ings have been quoted in the papers , one suggestion was
•

o ffe re d  that they a c t u a l l y  a n t ic ip a te d  being ab le  to charge a t a r i f f  much higher * 

than i s  a l lo w ed . We in d ic a te  that a high t a r i f f  would be, in our v iew , i r r a t io n a l



¥>

economic b e h av io r .  T h is  does not mean, o f co u rse ,  th a t  i t  i s  in co nce ivab le  that

owners o r  o f  them might engage in  econom ica lly  i r r a t io n a l  behavior,

under the d e f in i t i o n  I have d e sc r ib e d . In doing so they would be persuing o ther 

p ro je c t io n s  o th er  than maxim izing income o f which perhaps the most obvious i s  the 

re d u c t io n .

I

(Mr. Huber) C e r t a in ly  th a t  i s  a l s o  p a r t  o f our meeting

I c e r t a i n l y  th in k  i t  i s  a l e g i s l a t i v e  r e s p o n s i b i l i t y ,  s i r ,  y e s .  I might note that 

your a n t i - t r u s t  b i l l  has been

(Mr. Huber)

I would have to c o n s u lt  w ith  some o f  the

(Mr. Huber) Maybe you could send down t o ,  the Committee the idea fo r  the high

amount of p r i o r i t y  on t h i s  and . I would kind o f l i k e  to

hear i t .

I th in k  they a r c  both high p r i o r i t y  b i l l s ,  Mr. Huber.

(CHAIRMAN) f  there  a re  no more q u e s t io n s ,  the meeting i s  ad journed.



STATEMENT OF E. W. WELLBAUM 

ON HOUSE BILL NO. 59 

BEFORE THE RESOURCES COMMITTEE 

ALASKA HOUSE OF REPRESENTATIVES 

TUESDAY, JANUARY 30, 1973

MR. CHAIRMAN AND MEMBERS OF THE COMMITTEE, MY NAME IS EDGAR W. 

WELLBAUM. I  AM VICE PRESIDENT OF ALYESKA PIPELINE SERVICE COMPANY.

I  APPEAR TODAY TO TESTIFY ON HOUSE BILL NO. 5 9 ,  AN ACT WHICH WOULD 

IMPOSE A STATE TAX ON PROPERTY USED IN TRANSPORTATION OF UNREFINED 

OIL AND GAS.

AT THE OUTSET, I  WOULD EMPHASIZE TO THE UTMOST OF MY ABILITY THAT 

THE PETROLEUM INDUSTRY GENERALLY, AND THE MANAGEMENT OF ALYESKA 

PIPELINE SERVICE COMPANY PARTICULARLY, ARE IN FULL ACCORD WITH THE 

PROPOSITION THAT THE PETROLEUM INDUSTRY AND ALL OF ITS COMPONENTS 

SHOULD BEAR A FAIR SHARE OF THE TAX BURDEN OF ALL STATES IN WHICH THEY 

DO BUSINESS. WE ARE CORPORATE CITIZENS AND EXPECT TO SHARE OUR 

RESPONSIBILITIES WITH ALL OTHER CITIZENS. 1 THINK THE RECORD OF OUR 

INDUSTRY IN ALL OF THE OIL AND OAS PRODUCING STATES CONFIRMS THIS. ITS 

RECORD IN ALASKA IS  NO EXCEPTION. WE RECOGNIZE THE AD VALOREM TAX 

AS A PROPER EXERCISE OF THE TAXING POWER OF A STATE. HOWEVER, WE 

ARE CONVINCED THAT IT IS NOT ONLY UNFAIR BUT OF MOST DUBIOUS WISDOM 

TO SINGLE OUT ONE INDUSTRY OR ANY COMPONENT OF IT OR ANY ONE SEGMENT 

OF THE CITIZENRY FOR SPECIAL TAXES WHICH CANNOT BE DISTRIBUTED TO 

THE BROAD BASE OF PRODUCTIVE ACTIVITY AND ENTERPRISE THROUGHOUT THE 

STATE. WE FEEL ENACTMENT OF THIS BILL WOULD BE AGAINST THE BEST 

INTEREST OF THE CITIZENS OF ALASKA INCLUDING THE PRESENT AMD POTENTIAL 

ALASKAN BUSINESS INTERESTS.

THERE CAN BE NO DOUBT THAT HOUSE BILL NO. 59 SINGLES OUT THE 

TRANS ALASKA PIPELINE FOR THE IMPOSITION OF A VERY SPECIAL AND VERY



BURDENSOME TAX. THE BILL, I F  ENACTED, WOULD IMPOSE ANNUALLY A TAX 

OF 20 MILLS ON ". . .PROPERTY EMPLOYED IN THE TRANSPORTATION OF UNREFINED 

OIL AND GAS." EXEMPTED ARE " . . .P IP E L IN E S  LESS THAN 21 INCHES IN 

DIAMETER." THIS LEAVES ONLY THE TRANS ALASKA PIPELINE TO BEAR THE 

BURDEN OF THE TAX. WITH SINGULAR IMPATIENCE, THE TAX WOULD BE IMPOSED 

BEFORE THE PIPELINE EXISTS, FOR IT APPLIES TO PIPELINES "...UNDER 

CONSTRUCTION OR AWAITING CONSTRUCTION...". FOR SUCH PIPELINES, THE 

VALUE IS  DEFINED AS THE " . . .C O S T S  INCURRED OR ACCRUED.. .AS OF THE 

ASSESSMENT DATE" WHETHER OR NOT THE PIPELINE IS EVER COMPLETED.

I  AM NOT A LAWYER AND I  CERTAINLY DON'T MEAN TO RAISE ANY 

QUESTIONS ABOUT THE LEGALITY OF THE BILL. I AM MORE CONCERNED WITH 

ITS INTENT. LEGISLATIVE POLICY PROHIBITING THE PRACTICE OF SINGLING 

OUT ONE INDUSTRY OR ACTIVITY FOR SPECIAL TAXATION FINDS EXPRESSION 

IN THE CONSITUTIONS OF EVERY STATE IN THE UNION. IN ALASKA, ARTICLE I I ,  

SECTION 19 PROHIBITS THE LEGISLATURE FROM ENACTING LOCAL OR SPECIAL 

LEGISLATION IF GENERAL LEGISLATION IS APPLICABLE: AMD ARTICLE IX,

SECTION 2 PROHIBITS TAXATION OF PROPERTY OF NON-RESIDENT CITIZENS AT 

A RATE HIGHER THAN THAT APPLIED TO PROPERTY OF RESIDENTS. WHILE 

HOUSE BILL NO. 59 MAY NOT LEGALLY VIOLATE EITHER OF THOSE ’ROVISIONS 

OF THE ALASKA CONSTITUTION, IT CLEARLY VIOLATES THEIR EXPRESSED 

POLICY AND SPIRIT,  BOTH OF WHICH FORBID DISCRIMINATORY TAXATION AND 

OTHER LEGISLATION. NOT ONLY DOES HOUSE BILL NO. 59 SINGLE OUT THE 

TRANS ALASKA PIPELINE FOR SPECIAL TAXATION, IT TAXES AT ONE OF THE 

HIGHEST PATES IN THE STATE. THIS IS QUITE APPARENT FROM SECTION *4 3 .5 6 .1 2 0  

OF THE BILL, WHICH WOULD AUTHORIZE ANNUAL APPROPRIATIONS TO THE TAXING 

JURISDICTIONS THROUGH WHICH THE PIPELINE WILL BE BUTLT, BUT IT WILL 

RETURN TO SUCH A JURISDICITON ONLY THE AMOUNT OF TAX WHICH WOULD HAVE 

BEEN RAISED BY APPLICATION OF THE MILL LEVY OF THAT JURISDICTION FOR ANY
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YEAR (COMPARED WITH THE 20 MILL LEVY IN THE BILL) TO ONLY 202 OF THE 

VALUE OF THAT PORTION OF THE PIPELINE LOCATED THEREIN. THUS, WHILE THE 

TAX UNDER HOUSE BILL NO. 59 WOULD BE IN LIEU OF ALL OTHER AD VALOREM 

TAXES, IT IS  CLEARLY FAR IN EXCESS OF ANY OTHER AD VALOREM TAX IMPOSED 

BY ANY OTHER TAXING JURISDICITION THROUGH WHICH THE PIPELINE WILL BE 

BUILT.

THE STATE OF ALASKA MUST HAVE A WELL-PLANNED, FAR-SIGHTED, COMPRE­

HENSIVE AND STABLE TAX BASE IF  IT IS TO SATISFY ITS LONG-TERM FINANCIAL 

REQUIREMENTS, ACCOMMODATE THE INCREASING DEMANDS OF AN EXPANDING 

CITIZENRY AND MAINTAIN AN ATTRACTIVE CLIMATE FOR EXISTING AND NEW 

POTENTIAL BUSINESS INVESTMENT. INSTEAD OF WORKING TOWARD SUCH 

BENEFICIAL OBJECTIVES, HOUSE BILL NO. 59 WOULD ADD TO THE DEGENERATING 

POSTURE OF STATE TAXATION. AS YOU KNOW, SPECIAL LEGISLATION ENACTED 

TO APPLY SOLELY TO THE TRANS ALASKA PIPELINE HAS RESULTED IN COMPLEX 

LITIGATION WHICH MAY DELAY CONSTRUCTION AND POSTPONE PRODUCTION OF OIL 

AND GAS FROM PRUDHOE BAY ALONG WITH THE FLOW OF REVENUE AND ECONOMIC 

BENEFITS WHICH RESULT THEREFROM.

ENACTMENT OF HOUSE BILL NO. 59 WOULD BE ALL THE MORE REGRETABLE 

BECAUSE IT  IS BY NO MEANS NECESSARY TO ANY EFFORT TO LEVY A FAIR AND 

PROPORTIONATE TAX ON THE PROPERTY AND ACTIVITY WHICH WILL BE INVOLVED 

IN THE TRANS ALASKA PIPELINE SYSTEM. THE RECORD CLEARLY SHOWS THAT 

(  THERE HAS NEVER BEEN THE SLIGHTEST OBJECTION FROM THE PETROLEUM 

)  INDUSTRY OR THE OWNERS OF THE TRANS ALASKA PIPELINE SYSTEM TO LEGISL 

J WHICH APPLIES EQUALLY TO ALL CITIZENS AND TAaPAYERS IN THE TAXING 

/ JURISDICTION.

THERE IS NO DOUBT WHATEVER THAT IF AND WHEN OIL PRODUCTION STARTS 

AT PRUDHOE BAY AND MOVES THROUGH THE TRANS ALASKA PIPELINE SYSTEM TO 

VALDEZ, THE OIL INDUSTRY WILL PROVIDE THE LARGEST SHARE OF STATE REVENUE

- 3 -



THROUGH RO YA LTY  AND T A X E S .  I T  IS  THU S U N F A IR  AND U N N E C E S S A R Y  C R E A T E  

S P E C I A L  AND D I S C R IM IN A T O R Y  T A X E S  ON T H E  TRA N S A LA SKA  P I P E L I N E  S Y S T E M .  

S I N C E  I T  W I L L  B E  ONE OF T H E  MAJOR ECONOMIC U N IT S  IN  A LA SKA  AND W I L L  

EM PLO Y  P R O P E R T Y  OF G R EA T  V A L U E ,  I T  I S  I N E V I T A B L E  THA T ANY F A I R ,  E Q U IT A B L E  

AND F A R - S I G H T E D  TAX PROGRAM W I L L  D E R I V E  A MAJOR PO R T IO N  O F I T S  R EV EN U E 

FROM T H E  P I P E L I N E .

IN CONCLUSION, I  WOULD EMPHASIZE THAT WE REQUEST NO EXEMPTIONS 

WHATEVER FROM ANY TAXATION, BUT ONLY THAT WE BE SPARED THE BURDEN OF 

SPECIAL AND DISCRIMINATORY TAXATION. S BELIEVE THAT THIS BILL IS 

DISCRIMINATORY, UNFAIR, PREMATURE AND THAT IT SHOULD NOT BE CONSIDERED 

FURTHER AT THIS TIME. WE BELIEVE THAT ANY TAXATION OF THE TRANS 

ALASKA PIPELINE SYSTEM SHOULD BE CONSIDERED AS PART OF AND COORDINATED 

WITH A LONG-TERM TAX PROGRAM OF THE STATE AS IT APPLIES NOT ONLY TO 

TRANSPORTATION OF OIL AND GAS BUT TO OTHER ECONOMIC ACTIVITY AS WELL.

WHEN CONSIDERED IN THAT CONTEXT, WE ARE CONFIDENT THAT THIS AND FUTURE 

ALASKAN LEGISLATURES WILL TAX THE TRANS ALASKA PIPELINE SYSTEM AS AN 

INTEGRAL PART OF A COORDINATED PROGRAM OF TAXATION WHICH WILL NOT SINGLE 

OUT ANY ACTIVITY OR INDUSTRY TO BEAR A DISCRIMINATORY OR DISPROPORTIONATE 

SHARE OF THE TAX BURDEN OF THE STATE.



M a r c h  19, 1973,

Rep. Selwyn C a r r o l l  and  
Rep. L a r r y  P e t e r s o n  
Pouch V
J u n e a u ,  A l a s k a  99801

Dear  S i r s :  H. B. No. 245.

As p e r  y o u r  r e q u e s t  when you were  i n  F a i r b a n k s  
I g i v e  you t h e  f o l l o w i n g  a n a l y s i s  o f  t h e  abo v e  B i l l :

1. At p a g e  - I - ,  l i n e s  13 and 14, i t  s t a t e s  t h a t
t h e  t a x  (and  e x e m p t i o n s )  s h a l l  a p p l y  t o  r e a l  and t a n g i b l e  . 
p e r s o n a l  p r o p e r t y  "em ployed  i n  t h e  p r o d u c t  io n  and t r a n s p o r ­
t a t i o n "  o f  u n r e f i n e d  o iL  and g a s .

T h i s  means t h a t  no t a x  c o u l d  he  l e v i e d  by any  c i t y ,  
b o ro u g h  o r  s c h o o l  d i s t r i c t  on any oi 1 p r o d u c i n g ^ e q u l pinepL 
i n  t h e i r  d i s t r i c t s  e x c e p t  as  o u t l i n e d  In II. II. 245.  T h is  
i s  n o t ,  t h e r e f o r e ,  a p i p e  l i n e  h i l l  h u t  I n c l u d e s  a l l  p r o ­
d u c in g  l e a s e s .  By way o f  exam ple  th e  K e n a i  Borough I s  
now r e c e i v i n g  some tn.ves from oLl p r o d u c i n g  e q u ip m en t  
(w h ich  l o r  a long, t im e  w ere  t a x  f r e e )  b u t  t h i s  would  be 
a b o l i s h e d  u n d e r  t h e  a b o ve  p r o v i s i o n .  T h i s  would  a l s o  
a b o l i s h  t h e  t a x i n g  o f  s u c h  equ ip m en t  by ; s c h o o l  d i s t r i c t s ,  
c i t i e s  o r  o t h e r  governm ent  s u b d i v i s i o n s .  The Im pact  I s  
on t h e s e  c o m m u n i t i e s  to  p r o v i d e  s c h o o l s ,  u t i l i t i e s  and 
o t h e r  f a c i l i t i e s  f o r  t h e  deve lopm en t  o f  t h e  o i l  f i e l d s  
b u t  t h e  t a x i n g  a u t h o r i t y  would  be t a k b n  away by t h i s  b i l l .

2. L in e s  25 t h r o u g h  29 a g a i n  s t a l e s t  h a t  t h e  o n ly  
t a x  l o c a l  g o v e rn m e n t  c a n  levy  on such  " t a x a b l e  r e a l  and 
t a n g i b l e  p e r s o n a l  p r o p e r t y  employed in  t h e  p r o d u c t i o n  
a nd  t r a n s p o r t a t i o n  o f  u n r e f i n e d  o i l  and  g a s . "  I s  a levy  
o f  not more t h a n  20 m i l l s  on not more t h a n  25 p e r  c e n t  
o f  t h e  f u l l  and t r u e  v a l u e  o f  su c h  t a x a b l e  p r o p e r t y .
ThLs a g a i n  e x e m p ts  f rom l o c a l  t a x a t i o n  75% o f  t h e  t a x a b l e  
p r o p e r t y  and l i m i t s  s u c h  t a x a t i o n  on t h e  r e m a i n i n g  257«
by l o c a l  gov e rnm en t  t o  2 0  m i l l s .



I

Under  S e c ,  4 3 . 5 6 . 0 2 0  headed  "EXEMPTIONS" Page 2, 
L i n e s  5 t h r o u g h  7 and Under  S e c .  4 3 . 5 6 . 0 3 0 ,  h e ad ed  'IN 
PLACE OF OTHER TAXES" i t  p r o v i d e s :

" t h e  f o l l o w i n g  p r o p e r t y  i s  exempt f rom t h e  t a x  
l e v i e d  u n d e r  t h i s  c h a p t e r :  (1) p r o d u c i n g  o i l  
o r  g a s  l e a s e s ; (2)  o i l  and gas  p r o d uced  i n  t i l t  
s t a t e  upon  w h ic h  g r o s s  p r o d u c t i o n  t a x e s  a r e  p a id  
u n d e r  AS 4 3 . 5 5 . "

T h i s  means t h a t  a l l  p r o d u c i n g  o i l  and gas  l e a s e s  and
p r o b a b l y  a l l  e q u ip m e n t  l o c a t e d  t h e r e o n  would be  exempt
f rom t a x a t i o n  u n d e r  t h e  b i l l .  I t  f u r t h e r  means t h a t  a l l  
o i l  i n  s t o r a g e  i n  t a n k s  on t a n k  fa rm s  and l e a s e s ,  and 
a l l  o i l  i n  p i p e  l i n e s  would be exempt from t a x a t i o n .  T h is  
i s  a v e r y  s i z e a b l e  amount o f  p e r s o n a l  p r o p e r t y .  L do n o t  
have  t h e  e x a c t  f i g u r e s  b u t  t h e  o i l  i n  t h e  T r n n s A l a s k a  
P ip e  L ine  ( o r  Alyeslca)  would amount to  many m i l l i o n s  o f  
d o l l a r s  w o r t h  o f  o i l .  In  a d d i t i o n  t h a t  i n  s t o r a g e  would 
a l s o  be l a r g e .  T h ese  p r o d u c t s  would o r d i n a r i l y  be  t a x a b l e  
a s  p e r s o n a l  p r o p e r t y  and a r e  t a x e d  i n  most  o t h e r  o i l  
p r o d u c i n g  s t a t e s  a s  s u c h .  T h i s  b i ' . l  would  exempt t h i s  
p r o p e r t y  f rom t a x e s  and  L in e s  8 t h r o u g h  11 p r o v i d e  t h a t  
t h e y  w ou ld  he j j i  l i e u  o f  a l l  ad vaLorem t a x e s  on p r o p e r l y  
s u b j e c t  t o  t a x  u n d e r  t h i s  b i l l  o r  any t h a t  a r e  " h e r e a f t e r  
im posed  by t h e  s t a t e ,  o r  by a c i t y  o r  b o r o u g h " .  ( L in e s  10 
and 11, Page 2 ) .

S e c .  4 3 . 5 0 . 0 4 0 ,  headed  "ASSESSMENT" p r o v i d e s  
t h a t  t h e  a s s e s s m e n t  o f  such  p r o p e r t y  s h a l l  be

" c a r r i e d  o u t  by t h e  s t a t e  a s s e s s o r " .

and t h a t
" t h e  s t a t e  a s s e s s o r  s h a l l  f u n c t i o n  J i t  

pl.ncii_oJ*_t;he_Loual a s s e s s o r . ,  and  t h e  
S t a l e  A s se s sm e n t  Review Board s h a l l  
f u n c t i o n  in  t h e  p l a c e  o f  t h e  a s s e m b ly  o r  
c o u n c i l  s i t t i n g  a s  a b o a rd  o f  e q u a l i z a t i o n . "

S e c .  4 3 , 5 6 . 0 5 0  ( L i n e s  19, 2 0 ,  21,  t h e n  p r o v i d e s

"T he C o vornor  s h a l l  a p p o i n t  a t  l e a s t  
f i v e  q u a l i f l e d  p e r s o n s  t o s e r v e  a t  h i s 
p l e a s u r e  a s  t h e  S t a t e  A s s e s s m e n t  Keview 
Board."

I n  o r d i n a r y  l a n g u a g e  t h i s  means t h a t  no l o c a l  governm en t  
w ould  h av e  any a u t h o r i t y  o v e r  t h e  a s s e s s m e n t  o f  s u c h  t a x e s  
b u t  t h a t  t h e  same would  be done by S t a l e  O f f i c e r :  who were



a p p o in to r ]  by t h e  G o ve rn o r  and who c o u l d  be f i r e d  by him 
when he d e s i r e d .  These  o f f i c e r s  would  have t h e  power to  
r e d u c e  t h e  a s s e s s e d  v a l u a t i o n  o f  s u c h  p r o p e r t y  t o  a m in ­
imum and t h e  p r o p e r t y  would n o t  be a s s e s s e d  by t h e  same 
o f f i c e r s  who a s s e s s e d  o t h e r  p r o p e r t y  i n  such  d i s t r i c t s ,  
b o ro u g h s  and c i t i e s .  These  o f f i c e s  would  be s o u g h t  by 
‘t h e  owners  o f  s u c h  o i l  p r o d u c i n g  and t r a n s p o r t a t i o n  e q u i p ­
ment  and t h e y  would  t r y  t o  s t a c k  them w i t h  t h e i r  f r i e n d s
i n  o r d e r  t o  r e a u c e  t h e i r  t a x e s  a s  much a s  p o s s i b l e .  T h is  
c o u l d  mean t h e  l o s s  o f  m i l l i o n s  and m i l l i o n s  o f  d o l l a r s  
i n  t a x a t i o n  t o  t h e  b o r o u g h s ,  c i t i e s ,  s c h o o l  d i s t r i c t s  and 
s t a t e .

L in e  1, page  3 ,  p r o v i d e s  t h a t  such  t a x e s ,  i n c l u d i n g  
t h a t  due t h e  b o r o u g h s ,  s c h o o l  d i s t r i c t s  and c i t i e s ,

*-j • • , • ft i • , .  ' ’ * 1 *. 41 * \* • ' f •

" i s  p a y a b l e  i n  f u l l  t o  t h e  De p a r t ment 
o f Reve n u e " .

T h i s  i s  f o l lo w e d  a t  l i n e s  26 and 27 ,  page  3 ,  w i t h

"The r e v e n u e  from t h e  t a x  l e v i e d  u n d e r  t h i s
c h a p t e r  s h a l l  be d e p o s i t e d  i n  t h e  g e n e r a l .  
f u n d . "

T h i s  means t h a t  ev en  t h e  23% t h a t  was r e s e r v e d  f o r  locaL 
gov e rn m en t  would  be p a i d  i n t o  t h e  G e n e r a l  Fund o f  t h e
S t a t e  o f  A l a s k a  and t h a t  i f  i t  was no t  f i r s t  u se d  f o r
some o t h e r  p u r p o s e  t h a t  i t  would be r e t u r n e d  to  such  
l o c a l  g o v e rn m e n ts  IF ( I )  A b i l l  was i n t r o d u c e d  i n  each  
l e g i s l a t i v e  s e s s i o n  r e q u e s t i n g  t h e  payment o f  t h e  same 
t o  su ch  locaL  b o d ie s ,  a n d , (2)  Such b i l l  was p a s s e d  by su ch  
f u t u r e  l e g i s l a t i v e  b o d i e s  and was n o t  v e t o e d  by th e  
G o v e r n o r .

S e c t i 9 n  4 3 . 3 6 . 1 2 0  Then p r o v i d e s  t h a t  th e
" S t a t e  A s s e s s o r  and t h e  D ep a r tm en t  o f  Revenue 
may. a d o p t  r e g u l a t i o n s  a s  . a p p r o p r i a t e  to_ c a r r y  
o u t  t h e i r  r e s p e c t i v e  d u t i e s  u n d e r  t h i s  c h a p t e r .

T h i s  g i v e s  away some more l e g i s l a t i v e  power t o  a b u r e a u .  
The same b u r e a u  t h a t  i s  a p p o i n t e d  t o  a s s e s s ,  and c o l l e c t ,  
s u c h  t a x e s .  T h i s  d e l e g a t i n g  o f  law -m ak ing  power t o  t h o s e  
who a r e  t o  e n f o r c e  t h e  laws and who a r c  n o t  e l e c t e d  by 
t h e  p e o p l e  g i v e s  t o  th o  e n f o r c e r  t h e  power t o  make t h e  
l a w s - — when t h e  e n f o r c e r s  w i l l  be a p p o i n t e d  u n d e r  s t r o n g  
p o l i t i c a l  p r e s s u r e  and may n o t  r e p r e s e n t  t h e  i n t e r e s t s  of 
t h e  p e o p l e j e f  t h e  S t a l e  ol A l a s k a .



S e c .  4 3 . 5 6 . 1 2 0 ,  p r o v i d e s  t h a t  " t a x a b l e ,  r e a l  and 
t a n g i b l e  p e r s o n a l  p r o p e r t y "  m e a n s ’m a c h i n e r y , a p p l i a n c e s  
and e q u ip m e n t  u s e d  i n  t h e  ope r a t i o n  o f  w e l l s  p r o d u c i n g  
o i l  o r  gas  and  t a nk f a r m s ,  t a n k e r  _ t e  rm i  na  1  s_, g a t h e r i n g s  
and t r a n s m i s s i o n  l i n e s , and  r e l a t e d  f a c i l i t i e s . "  ( L in e s  
6  t h r o u g h  13.  T h i s  means t h a t  t h e r e  w i l l  be no l o c a l  
t a x a t i o n  o f  any  o i l  p r o d u c i n g  o r  t r a n s p o r t i n g  e q u ip m e n t  
i n  t h e  S t a t e  o f  A l a s k a — a l t h o u g h  t h e  s c h o o l s ,  u t i l i t i e s ,  
h o u s i n g ,  l i b r a r i e s ,  s t r e e t s ,  p o l i c e  p r o t e c t i o n ,  and a l l  
o t h e r  l o c a l  go v e rn m e n t  f u n c t i o n s  t h a t  a r e  n e e d e d  f o r  t h e  
em p loy ees  o f  t h e  owners  o f  s u c h  e q u ip m e n t ,  and t h e  owners  
t h e m s e l v e s ,  w i l l  have  to  be f u r n i s h e d  m a i n l y  a t  t h e  e x ­
p e n se  o f  t h e  o t h e r  t a x p a y e r s  i n  t h e  c o m m u n i t i e s  i n  w h ich  
s u c h  o i l  p r o d u c t i o n  i s  l o c a t e d  and t h r o u g h  w h ic h  s u c h  
p i p e l i n e s  p a s s .

I t  i s  my o p i n i o n  t h a t  i f  t h i s  b i l l  i s  p a s s e d  in  
t h i s  fo rm  t h a t  t h e  S t a t e  o f  A l a s k a  s h o u l d  a b o l i s h  a l l  
forms o f  l o c a l  g o ve rn m e n t  and p r o v i d e  t h a t  e v e r / f a c i l i t y  
i n  t h e  S t a t e  o f  A l a s k a  s h o u l d  be f u r n i s h e d  by t h e  S t a t e .

H oping  t h e s e  c o m en ts  may be h e l p f u l  t o  yo u ,  T. ain

S i n c e r e l y  y o u r s ,

1555 Westwood Way /  
F a i r b a n k s ,  ALaska 99701
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