JAY S. HAMMOND, GOVERNOR

OFFICE OF THE COMMISSIONER POUCH S - JUNEAU 93811

January 29, 1976

Honorable Kay Poland
Chairman

Senate Resources Committee
Alaska State Legislature
State Capitol Buidling
Juneau, AK 99811

Re: Senate Bill No. 538

Dear Senator Poland:

Senate Bill No. 538, an Act relating to the oil and gas properties
production tax was introduced in the SenatP by the Rules Committee
by request of the Governor on January 19, 1976 and was referred to
the Senate Resources and Finance Committees.

Enclosed for the consideration of the Senate Resources Committee 1is
fiscal note and attached memorandum from Frederick P. Boetsch,
Deputy Commissioner, Department of Revenue concerning Senate Bill
No. 538.

If you or any members of the Senate Resources Committee have any
questions on the material submitted, please contact the writer by
telephone at 465-2397 and 1 will contact Mr. Boetsch to submit
further material or testify at a Committee hearing.

Very truly yours

R. D. Stevenson
Special Assistant

Enclosures

cc: Frederick P. Boetsch
Deputy Commissioner
Department of Revenue

Honorable Bill Ray_
Chairman

Senate Finance Committee
Alaska State Legislature
State Capitol Building
Juneau, AK 99811




THE LEGISLATURE OF THE STATE OF ALASKA
FISCAL NOTE

Second Session - Ninth Legislature

I . REQUEST
Bill No. Senate Bill No. 538
Title: 0il and gas properties production tax
Requested by: Date:
Return Date Requested:
Agency: Revenue mProgram: Petroleum Revenue

I1. FISCAL DETAIL
Budget Request Unit(s) Affected: Petroleum Revenue

A. EXPENDITURES: " (Thousands of dollars)

OBJECT FY 76 FY 77 FYy 78 FY 79 FY 80 Fy 81

100 PERSONAL SERVICES

200 TRAVEL

300 CONTRACTUAL

400 COMMODITIES

500 EQUIPMENT

600 LAND & STRUCTURES t
700 GRANTS, CLAIMS, ETC.

TOTAL
None None None None None None

B. FUNDING: (Thousands of dollars)

GENERAL FUND
FEDERAL FUNDS

OTHER
POSITIONS:

PERMANENT/TEMPORARY / / / / ! / /

MAN MONTHS (P./T.) / / / / |/ /

I11. ANALYSIS (See Fiscal Note Preparation Instructions, Section 111)

IV. ATTACHMENTS
See memorandum dated January 12, 1976 from Frederick P. Boetsch, Deputy
Commissioner to Sterling Gallagher, Commissioner of Revenue.

V,. DATE: January 29, 1976 PREPARED BY: .7

/ Frederick P. Boet3ch, Deputy Commissioner
Original: Legislative Finance Department of Revenue
cC: Budget and Management

Prime Sponsor (First Legislator Named)



MEMORANDUM State of Alaska

TO.

FROM:

Sterling Gallagher date: January 12, 1976
Commissioner
Department of Revenue FILE NO:

TELEPHONE NO:

Frederick P. Boetsch fy - susiect: Governor s Bill Making
Deputy Commissioner, taxation Technical Amendments co
Department of Revenue the 01l and Gas Severance

Tax CAS 93.55)

This bill makes a technical amendment to the Oil and Gas Severance
Tax Act by providing for the tax to be levied at the point of pro-—
duction (rather than at the well) of the oil and gas produced
(rather than removed or sold) from each lease or property. Basi —
cally, it makes clear- that the tax 1is actually based on production
and it does not require that the gas or oil be removed from the
property or sold in order for the tax to become applicable. The
mineral must merely Dbe produced. In addition, it provides for

an audit trail which can be verified by State auditors since total
production from a lease or property can be measured whereas average
daily production for each well (the current provision) cannot
really be measured or traced by the auditor. In order to provide
for the progressive nature of the oil severance tax schedule, the
rate schedule is amended to apply the rates on average daily per

we L'i production. In addition, several definition:: are added for
purposes of clarity and specificity. This bill will remove some

of the confusion in the present lav? which led to the Cook Injet
Pricing Case.

cc: Tom Williams, Director
Petroleum Revenue Division
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Introduced: 1/19/76

Referred: Rgsources and
Finance
5
I BY THE RULES COMMITTEE BY
5 IN THE SENATE REQUEST OF THE GOVERNOR
, SENATE BILL NO. 538
A IN THE LEGISLATURE OF THE STATE OF ALASKA
. NINTH LEGISLATURE - SECOND SESSION
6 A BILL
/ For an Act entitled: "An Act relating to the oil and gas properties
3 production tax; and providing for an effective date."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA: |
0 * Section 1. AS 43.55.010(a) 1is amended to read:
I €)) There 1is levied upon the producer of oil or gas a tax
© based upon a per cent of the gross value at the point of production
13 [AT THE WELL] of all oil or gas produced [REMOVED OR SOLD] from
14 each lease or property in the state, less the value of any part
5 the ownership or right towhich is exempt from taxation. The
16 tax is determined according to the following schedules, and any
17 part which is exempt from taxation is deducted from the tax levied
18 on a pro rata basis as toeach production level tax bracket:
19 (1) oil: based upon the total production from each
20 lease or property [AVERAGE DAILY PRODUCTION FOR EACH WELL] for
1 the calendar month in barrels, the tax is
Y7 (A) five per cent on the first 300 barrels of
23 average dally per well production;
24 (B) six per cent on the next 700 barrels of average
25 dally per well production;
26 (C) eight per cent on all production in excess
27 of 1,000 barrels of average dally per well production;
28 (2) gas: the tax is four per cent of the gross value
29 at the point of production of the gas and liquid products produced
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each month.
Sec. 2. AS *43.55.015(a) 1is amended to read:

€) There Is levied upon the producer of oil a tax on each
barrel of oil produced [REMOVED OR SOLD] from each lease or property
in the state less any part the ownership or right to which is
exempt from taxation. The tax is based upon the total production
from each lease or property [AVERAGE DAILY PRODUCTION FOR EACH
WELL] for the calendar month in barrels determined according
to the following schedule and any part which is exempt from taxation
is deducted from the tax levied on a pro rata basis as to each
production level bracket:

(1) $.16875 on each of the first 300 barrels of average
dally per well production;

(2) $.2025 on each of the next 700 barrels of average
dally per well production;

(3 $.2700 on each of the barrels_ [OF PRODUCTION]
in excess of 1,000 barrels of average daily per well production.
Sec. 3. AS 43-55.020(a) is amended to read:

() The gross production tax on oil or gas shall be paid
monthly. The tax is due on the 20th day [LAST DAY] of each calendar
month on oil or gas produced [REMOVED OR SOLD] from each lease
or property during the preceding month. If the tax is not paid
before the end of the month in which it becomes due, the tax
becomes delinquent.

Sec. . AS *43-55.020(6) is amended to read:

(e) Gas produced and used, except gas used in the operation

of a lease or property in drilling for or producing oil or gas,

or for repressuring, 1is considered, for the purpose of this chapter
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read:

and in the amount used,

a lease or property.

Sec. 5. AS 43.55.030(a)(1)

€y

a description of the lease or property from which

is amended to read:

the oil or gas was produced [REMOVED OR SOLD], by

name,

as gas produced [REMOVED OR SOLD] from

legal

description, lease number or by accounting code numbers assigned

by the departmentj

Sec. 6. AS 43.55.030(a)(3)

(3) the gross amount of oil

OR SOLD] from the

lease or property,

is amended to read:

or gas produced [REMOVED

and the percentage of the

gross amount owned by each producer for whom the tax is paid;

Sec. 7. AS 43.55.030(a)(4)

is amended to read:

(4) the total value of the oil or gas

OR SOLD] from the

whom the tax 1is paid; and

Sec. 8. AS 43.55.140

(12)

produced [REMOVED

lease or property owned by each producer for

is amended by adding new paragraphs to

"gross value at the point of production"” means:

(A) for oil, the value of the oil at the point

where it is metered or measured (by automatic custody transfer

meter, tank gauge,

or other method approved by the commissioner)

in a condition of pipeline quality on the premises of the

lease or property from which

it

is recovered;

howe

ver, if

the oil is not of pipeline quality when it is removed from

thepremises of the

or if the

lease or property from which it

oil recovered from a lease or property

is recovered,

is not

metered or measured (by automatic custody transfer meter,

tank gauge,

or other method approved by the commissioner)

SB 538



on the premises of the lease or property from which it is
recovered, then the gross value at the point of production
is the value of that oil at the off-premises location where
the oil is first metered or measured (by automatic custody
transfer meter, tank gauge, or other method approved by
the commissioner) in a condition of pipeline quality;

(B) for gar.recovered from or in association
with oil, thevalue of the gas at the point where it is
accurately metered or measured after separation from the
oil; for ga3 run through a gas processing plant, the gross
value at the point of production is the full consideration
received by the producer for the gas if sold in an arm"s
length transaction or, in the absence of an arm"s length
transaction, 1is the sum of the value of the liquids extracted
from the gas at the plant and the value of the residue gas,
less a reasonable allowance for processing the gas at the
plant and for transporting the gas to the plant from the
premises upon which the oil production operation is conducted;
and

© for gas not recovered from or in association
with oil, the value of the gas at the point where it is
accurately metered or measured or the value of the gas at
the point of sale, if any, on the premises of the lease
or property from which the gas is recovered, whichever is
the higher value; for gas run through a gas processing plant,
the gross value at the point of production is the full considera—
tion received by the producer for the gas if sold in an

arm"s length transaction or, in the absence of an arm3
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length transaction, 1is the sum of the value of the liquids
extracted from the gas at the plant and the value of the
residue gas, less a reasonable allowance for processing
the gas at the plant and for transporting the gas to the
plant from the point where it was accurately metered or
measured;
(13) "oil production operation" means the operation
by which oil is recovered from a lease or property and rendered
into oil of pipeline quality, and includes any gathering done
before the oil is finally rendered into oil of pipeline quality;
(1) “"pipeline quality" means good and marketable
condition;
(15) "average daily per well production” means the
amount calculated by dividing the total number of barrels of
oil produced from each lease or property during the calendar
month by the total number of wells produced on the lease or property
any time during the calendar month and dividing that amount by

the total number of days in the calendar month.

* Sec. 9. AS ~3.55.170(10) and (11) are repealed.

* Sec. 10. This Act takes effect immediately in accordance with

AS 01.10.070(c).

_5_ S3 538
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