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ALASKAN TAX LEGISLATION (X)

The Alaskan Leg is la tu re has been in se ss ion  since January 10 and 
seems l i k e l y  to end its 1977 sess ion  on or about May 10 .  So far there have 
been no unp leasant su rp i ises  inso fa r  as o i l  industry taxation is concerned, 
and we continue to doubt that leg is la t ion  w i l l  be passed encompassing both 
a "va l ida t ion"  o f  the 9 .4%  net proceeds (state income) tax and a higher s e v ­
erance tax .  L i t t le  or nothing has been heard in Juneau o f la s t  /ear's Huber-  
Tanzer rad ica l  excess  profi ts tax proposa ls and there is no ii. dcat lon that 
hearings w i l l  be held on this sub jec t .  Although the Leg is la tu re is concerned 
with protecting state revenues via as high a Prudhoe Bay wel lhead price as 
is poss ib le  under free market fo rc e s ,  the majori ty conservat ive coa l i t ion  o f 
native co rpora t ions ,  Repub l icans , and bus iness -o r ien ted  Democrats in both 
houses has maintained a po l icy  o f  reasonab leness and deliberat ion that con­
trasts with the polemic that character ized la s t  year 's s e s s io n .  Since there 
are no e lec t ions  this coming F a l l ,  it seems reasonab le  to assume at this 
point in time that next year 's Leg is la tu re w i l l  pursue the issue o f  industry 
taxation with equal de l ibe ra t ion .

O f the two s igni f icant tax proposa ls now pending, an Increase in the 
present 8% severance la x  seems most l i k e l y  to become law in the current s e s ­
s io n .  A number o f  p roposa ls  are pend'ng, ranging from 10% to 12 1 /2% U) and 
observe rs in Juneau be l ieve that an 11% compromise may be reached .  Action 
is expected sho r t ly  from the Senate Rules Committee and the House Finance 
Committee . Both House and Senate ve rs ions a l s o  contain p roposa ls  re lating 
to moderate ly higher severance tax mhtlmums and in f la t ion e sca la t o r s .  N e i ­
ther appears par t icu la r ly  onerous for the o i l  industry . The former present ly  
is set at $ 0 . 6 2  per ba r re l ,  which implies a wel lhead price o f $ 7 . 7 5  per bar­
rel and the la t te r ,  which seems le s s  l i k e ly  to pass both houses ,  is based on 
va r ious ind ica to rs ,  including a GNP de f la to r .  Since President Car te r 's  energy

(1) For Prudhoe Bay a 750 B /D  "economic l imit"  factor is deducted befo re 
computing the esca la t ing  severance tax rates on higher production 
l e v e l s .  A 12 1/2% tax ,  for Ins tance ,  is there fore reduced to an e f f e c ­
t ive  rate o f  about 12%.
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p roposa l  b a s i c a l l y  t ie s  Prudhoe Bay p r i c e s (2) to the de l ive red cost o f  OPEC  
o i l ,  it seems un l ik e ly  that a reasonab le  in f la tion e sca la t o r  would cause a 
ser ious problem for the o i l  industry .

Various p roposa ls  amending the ex ist ing 9 .4%  net p roceeds ,  or state 
income tax are now resid ing in the Senate Resources Committee . I t  w i l l  be 
reca l led  from our ea r l i e r  Industry Commentaries on this sub jec t  that the ob ­
jec t ive  o f  these p roposa ls ,  Including one from Governor Hammond, is  to 
create a separate tax accounting structure that w i l l  enab le  the sta te to dete r ­
mine the amount o f  income generated by an integrated o i l  company within 
A laska a lone .  The state has a l leged  that in the past the o i l  companies In 
Cook Inlet have a l lo ca ted  cos ts  to th is production that have been exte rna l to 
the s ta te .  According ly ,  both the Administration and the Leg is la tu re  want to 
be sure that 9 . 4%  rate on Prudhoe Bay output is ca lcu la ted  on a pretax Income 
l e v e l  they deem ta be fa i r  and re a sonab le .

The le g i s la t iv e  comp lex i t ies  o f the preceding determinat ion Indicate 
at the present time that the odds do not favor the passage th is s e ss ion  o f  a 
"va l ida ted" net proceeds tax .  The issue w i l l  become more press ing as pro­
duction starts la te r  this summer, and probab ly w i l l  be re so lved  by the 1978 
Leg is la tu re .

Looking longer term, it is obv iou s ly  d i f f icu l t  to specu la te  on the d i rec ­
tion o f  the s ta te 's  tax p o l i c i e s .  C le a r l y  there w i l l  be strong p ressures to 
maximize the we l lhead price at Prudhoe Bay and to d i s a l l ow  costs that the o i l  
companies may fee l arc re asonab le .  However , there are ind icat ions that the 
e lec to ra te  In A laska Is continuing to move to the r ight , in part because o f  the 
growing po l i t ica l  power o f the nat ive co rpora t ions .  I f  th is proves to be the 
c a s e ,  we would doubt that o i l  tax leg i s la t ion  emerging from the 1979 and la te r  
leg i s la tu re s  w i l l  make major incremental incursions into Prudhoe Bay p ro f i t ­
ab i l i t y .

Joseph S . C la r k ,  Jr. 
2 1 2 / 5 7 8 - 0 4 1 0

(2) Up to a we l lhead price o f  $11 .2.9 which in turn Is in f la t ion  ad ju s ted ,  
but which is l i k e l y  to resu l t  in a we l lhead price in e xce s s  o f  $ 7 . 7 5 .
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D e a r  S i r  o r  M a d a m :

I a m  s o r r y  t h a t  t h i s  is a X e r o x  l e t t e r  b u t  t i m e  
is i m p o r t a n t .  E n c l o s e d  is a c o p y  of  HB  171 w h i c h  w o u l d  
r e q u i r e  a 10 c e n t  r e f u n d a b l e  d e p o s i t  o n  a n y  b e e r  o r  s o f t  

d r i n k  c a n  o r  b o t t l e .

I a m  c o n c e r n e d  a b o u t  t h e  b u r d e n  t h i s  m a y  c a u s e  on  
y o u r  b u s i n e s s  a n d  w o u l d  a p p r e c i a t e  h e a r i n g  y o u r  o p i n i o n .
Y o u  m a y  c a l l  4 6 5 - 3 7 9 7  o r  4 6 5 - 3 7 7 7  o r  w r i t e  P o u c h  V, J u n e a u ,  

A l a s k a  99811.
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