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MEMORANDUM State of Alaska

T0: R. D. Stevenson
Special Assistant 
Department of Revenue

D A T E : February 18, 1977

FILE NO:

T E L E P H O N E  NO:

FR0M; Thomas K. Williams^ S U B J E C T : SB 103 and MB 144 
(identical Bills)Director

Petroleum Revenue Division 
Department of Revenue

At the outset I would note that the Department of Revenue has recently 
released its review of Alaska's present taxation methods as they apply 
to the oil and gas industry. Within that review is the production tax, 
and recommendations regarding this tax have been made by the Department. 
This will shortly be followed up with specific bills.

SB 103 and HB 144 are identical. They incorporate a number of suggestions 
made last Session by the Administration to improve the production tax; 
however, these Bills do not reflect the latest recommendations in the 
Department's tax study. The most notable difference is that these Bills 
retain the basic "stair step" approach based on productivity, while the 
Department proposes a "curve" (instead of "steps") based on the actual 
economic condition of a property. The Department's recommendation 
recognizes and adapts itself to the fact that different areas of the 
State have different scales of economic production (i.e., in some 
places a far greater amount of production is needed to break even than 
is needed in others).

No simple set of "steps" can be structured for statewide application 
that will reduce the economic effect of the tax as the production of 
a property declines toward the minimum needed to break even. Either 
the tax will accommodate Cook Inlet operations and be too insensitive 
for non-coastal Native lands (whose break-even rates of production will 
more closely resemble the break-even rates for Prudhoe Bay than those 
for the Inlet), or else they will reflect the economic scale of opera­
tions for Native lands and Prudhoe Bay and give too much away to the 
Inlet operations.

If the "stair step" approach is to be retained despite its defects, the 
change to average well productivity as the basis for the "steps" is an 
improvement over the present tax. Both Bills make this change. However, 
they seem to give a bit too much away in their present definition of 
average daily per well production." A well operated only one day in 
the month would count the same as one operated every day of the month.
To prevent the "one-day well" tax dodge, it is suggested that something 
along the lines of the following be used:

40**307?
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(15) "average daily per well production" means the amount 
calculated by dividing the total number of barrels of oil 
produced from a lease or property during the calendar month 
by the well-days for that lease or property for the calendar 
month.

(16) "well-days" means the total obtained by determining the 
number of days each well of a lease or property was operated 
during the calendar month and then adding those numbers together 
for all the wells of that lease or property.

Again, this suggestion is made only if "stair steps" are to be retained: 
it would be unnecessary if the Department's proposed Economic Limit 
Factor (ELF) is adopted instead.

Despite the difference between "stair steps" and the ELF, these Bills do 
contain a number of the Administration's recommendations last Session 
that would still be beneficial.

Most important of these is the specification of the point at which the 
production is to be valued. There was litigation over this question 
for Cook Inlet production, and only the fact that the tax is being paid 
on the cents-per-barrel basis keeps the controversy from boiling up anew.
A similar situation could develop at Prudhoe Bay. Specifying the valuation 
point corrects this and prevents a problem from arising.

Another good feature of the Bills is their proposal to extend the tax 
to flared gas and to tax that gas at a higher rate. Without a cents-per-Mcf 
tax, however, the percent-of-value tax could have little if any effect.
A producer presumably would argue (before the courts?) that its flared gas 
has zero value or else why would it be flared.

Neither Bill would change the ordinary gas production tax rate to 
achieve rate parity with oil. This flaw in the existing tax structure 
was pointed out in the Department's tax study.

TKW/fm

cc: Sterling Gallagher
Commissioner of Revenue

John R. Messenger
Deputy Commission er of Revenue
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OIL AND GAS PROPERTIES PRODUCTION TAX

A. Preference between CS (Resources) and CS (Finance)

All of the changes occur on page 3. Three words were deleted 
from the Resources version (See attached page 3, CSSB 103). 
L a n g u a g e  was added to 43.55.012 (c) stipulating a date certain 
for the rebuttal hearing relative to setting the economic limit 
of production, and the use of the results of that hearing (See 
attached page 3. CSSB 103 Finance).

The two added words to sub-paragraph (d) decrease the latitude 
of the supplies allowed for deduction, and limit fuel deductions 
to only those actually purchased rather than any used from pro­
duction.

B. Difference between the CS and the original Bill(s)

1. In general, the CS is a combination of SB 103 and SB 238, 
with a greater similarity to the latter. Whereas SB 103 was 
based on a stair-step approach of specific percentages, from 
zero to 14 percent for specific ranges of production, the CS 
provides for a smooth curve from zero to 12.5 percent of tax­
ation versus the rate of production, through the entire spectrum 
of production.

2. The cents per barrel floor provision is maintained somewhere 
between SB 103 and SB 238, but closer to the existing ceiling than 
n o t .

3. Both SB 103 and SB 238 contained price indexing mechanisms 
though of different natures. The CS has eliminated both the 
Wholesale Price Index of SB 103 and the Gross National Product 
Deflator of SB 238.

4. The point of production in both SB 103 and 238 was the point
of metering. The CS moves the point of production back to the well­
head, as is presently being done.

5. The gross value of production in both SB 103 and 238 was 
determined at the point of metering. In addition, SB 238 used the 
price of delivered imported oil im computing gross value.
The CS determines gross value at the wellhead based on delivered 
price of Prudhoe oil or gas, as is presently being done.

6. Both SB 103 and 238 tax gas flared under permit from DNR.
The CS removes the tax from such flared gas.
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C . A n a l y s i s , C S S B  103

1. C S S B  103 i m p o s e s  a t a x  o n  the g r o s s  v a l u e  o f  oil
o r  gas, at t h e  w e l l h e a d ,  p r o d u c e d  f r o m  a n y  l e a s e  or
p r o p e r t y  in A l a s k a .

2. T h e  t a x  is c o m p u t e d  t h r o u g h  a f o r m u l a  w h i c h  h a s  an
u p p e r  m a r g i n a l  l i m i t  e x p r e s s e d  as a p e r c e n t ,  a c e n t s  p e r
b a r r e l  floor, a n  e x p o n e n t i a l  f a c t o r ,  a n d  a n  e c o n o m i c  l i m i t  
factor.

3. T h e  u p p e r  l i m i t ,  t h e  c e n t s  p e r  b a r r e l  floor, a n d  t h e  
e x p o n e n t i a l  f a c t o r  a r e  the c o n s t a n t s  w h i c h  w i l l  b e  f i x e d  
u p o n  p a s s a g e  o f  t h i s  Bill. T h e  e c o n o m i c  l i m i t  f a c t o r  is 
a v a r i a b l e  w h o s e  s i z e  is to b e  h e n c e f o r t h  c o m p u t e d  in 
th e  m a n n e r  d e s c r i b e d  i n  t h e  Bill.

4. T h e  u p p e r  m a r g i n a l  l i m i t  is s e t  at 12.5%. W h e n  
m i t i g a t e d  b y  a n  e c o n o m i c  l i m i t  f a c t o r  o f  1 0 0  b a r r e l s ,
it b e c o m e s  a n  e f f e c t i v e  12%. T h e  f l o o r  is set a t  65 c e n t s ,  
w h i c h  w h e n  m i t i g a t e d  b y  a n  e c o n o m i c  l i m i t  f a c t o r  o f  100 
b a r r e l s  b e c o m e s  a n  e f f e c t i v e  52 c e n t s  ( a p p r o x i m a t e ) .
T h e  h i g h e r  the e c o n o m i c  l i m i t  f a c t o r ,  t h e  l o w e r  the 
e f f e c t i v e  r a t e  o f  t a x a t i o n .  T h e  e x p o n e n t i a l  f a c t o r  is 
d e s i g n e d  to g i v e  r e l i e f  to C o o k  Inlet. If  it is l o w e r e d  
o r  r e m o v e d ,  C o o k  I n l e t  w i l l  p a y  a m u c h  h i g h e r  e f f e c t i v e  
r a t e  t h a n  it p r e s e n t l y  pays.

5. T h e  u s e  o f  a n  e c o n o m i c  l i m i t  f a c t o r  r e c o g n i z e s  that 
the c o s t  o f  p r o d u c t i o n  v a r i e s  f r o m  f i e l d  to field. T h u s ,  
t w o  p r o p e r t i e s  p r o d u c i n g  i d e n t i c a l  q u a n t i t i e s  o f  o i l  m a y  
p a y  a d i f f e r e n t  tax, d e p e n d i n g  o n  the c i r c u m s t a n c e s  a n d  
l o c a t i o n  o f  p r o d u c t i o n .

6. As a p o i n t  o f  b e g i n n i n g  t h e  S t a t e  a s s u m e s  a n  e c o n o m i c  
l i m i t  o f  100 b a r r e l s  (no t a x  p a i d  o n  t h e  f i r s t  1 0 0  b a r r e l s ) . 
T h e  t a x p a y e r  w i l l  g e t  as m a n y  b a r r e l s  f r e e  f r o m  t a x a t i o n ,
o v e r  100, as h e  c a n  c o n c l u s i v e l y  p r o v e  h e  n e e d s  to
c o n t i n u e  o p e r a t i n g .

7. T h e  B i l l  s p e c i f i c a l l y  r e c i t e s  the e x p e n s e  i t e m s  th a t  
c a n  a n d  c a n n o t  b e  d e d u c t e d  f r o m  o p e r a t i o n a l  c o s t s  in 
c o m p u t i n g  the e c o n o m i c  l i m i t  factor.

8. D u e  d a t e  f o r  t h e  t a x  is m o v e d  f r o m  t h e  l a s t  d a y  o f
the m o n t h  to t h e  2 0 t h  day.

9. T a x a b l e  a m o u n t  is the o i l  o r  gas p r o d u c e d  r a t h e r  t h a n  
t h a t  r e m o v e d  a n d  sold.

10. U n d e r  C S S B  103, t h e  e f f e c t i v e  r a t e  o f  t a x a t i o n  o n  t h e  
C o o k  I n l e t  f i e l d  h a s  b e e n  r e d u c e d  f r o m  8.97» to 7.97., w i t h  
s e v e r a l  m a r g i n a l  l e a s e s  b e i n g  r e d u c e d  to zero.
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11. U n d e r  C S S B  103, the e f f e c t i v e  r a t e  o f  t a x a t i o n  o n  the 
P r u d h o e  B a y  f i e l d  h a s  b e e n  i n c r e a s e d  f r o m  7 . 7 %  to 12.0%. 
T h i s  is a p p r o x i m a t e l y  a 5 0 %  t a x  i n c r e a s e  o n  o i l  p r o d u c t i o n ,  
a n d  an a p p r o x i m a t e l y  6 2 %  t a x  i n c r e a s e  o n  t o t a l  f i e l d  
p r o d u c t i o n  w h e n  t h e  i n c r e a s e  o n  g a s  is c o u n t e d  in.
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or p r o p e r t y  is p r e s u m e d  to b e  100 b a r r e l s  times the n u m b e r  of w e l l  days
»

for the lease or p r o p e r t y  d u r i n g  the m o n t h  for w h i c h  the tax is to be

rate at the e c o n o m i c  limit for the lease or property. T h e  m o n t h l y  

p r o d u c t i o n  rate at the economic limit for the lease or prope r t y  ba s e d  

u po n  the clear a n d  c o n v i n c i n g  evid e n c e  of the taxpayer shall be c a l c u­

lated b y  d i v i d i n g  the v a l u e  d e t e r m i n e d  un d e r  (e) of this section into 

the a v e r a g e  m o n t h l y  d irect o p e r a t i n g  cost d e t e r m i n e d  under (d) of this 

section.

(d) T h e  a v e r a g e  m o n t h l y  d irect o p e r a t i n g  cost for oil p r o d uction 

ope r a t i o n s  of the lease or p r o p e r t y  shall b e  d e t e r m i n e d  ba s e d  on the 

n u m b e r  of m o n t h s  o p e r a t e d  d u r i n g  the p r e c e d i n g  12-month period. The 

d i rect o p e r a t i n g  coats include  ̂ drillin g  ̂ su p p l i e s , fuel, routine m a i n t e­

nance, and w a g e s  a nd b e n e f i t s  of employees w o r k i n g  on the production 

operations. The direct o p e r a t i n g  costs do n ot i n c l u d e  capital e x p e n d i­

tures, tangible or in t a n g i b l e  d r i l l i n g  expenses, costs of wel l  work- 

overs, costs for r e p l a c e m e n t  or repairs (other than r o u t i n e  m a i n t e n a n c e ) , 

d e p r e c i a t i o n  or amortization, taxes, insurance, overhead, money p a i a  or 

set aside (or b o o k e d  as b e i n g  p a i d  or set aside) to cover the cost of 

te r m i n a t i n g  the oil p r o d u c t i o n  o p e r a t i o n s  of the lease or property, or 

a ny other cost n ot d i r e c t l y  r e l a t e d  to the oil p r o d u c t i o n  o p e r ations of 

the lease or property.

(e) F o r  the purp o s e s  of this chapter, the gross v a l u e  of oil shall 

be c a l c u l a t e d  as p r o v i d e d  in sec. 150 of this chapter, a n d  the gross 

v a l u e  of gas shall be c a l c u l a t e d  as p r o v i d e d  in (h) of this section.

(f) Before F e b r u a r y  15 of each yea r  or w i t h i n  six m o n t h s  after 

c o m m e n c e m e n t  of p r o d u c t i o n  for a lease or property, the department shall 

n o t i f y  the p r o d u c e r  of gas of the m o n t h l y  p r o d u c t i o n  race at the economic
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limit for each lease or p r o p e r t y  in the state for that year. T he 

m o n t h l y  p r o d u c t i o n  rat e  at the econo m i c  limit for a lease or p r o p e r t y  

shall be d e t e r m i n e d  at a f ormal h e a r i n g  under AS 4 3 .05.240 a n d  m u s t  be 

e s t a b l i s h e d  by cl e a r  a n d  c o n v i n c i n g  evidence p r e s e n t e d  by tie taxpayer 

at that hearing. T h e  m o n t h l y  p r o d u c t i o n  rat e  at the et. no m i c  limit for 

the lease or p r o p e r t y  b a s e d  u p o n  the clear a n d  c o n v incing e v i d e n c e  of 

the taxpayer shall be c a l c u l a t e d  by dividing the value d e t e r m i n e d  under 

(h) of this section into the a v e rage m o n t h l y  direct o p e r a t i n g  cost 

d e t e r m i n e d  u n d e r  (g) of this section.

(g) The a v e r a g e  m o n t h l y  direct o p e r a t i n g  cost for gas p r o d u c t i o n  

o p e r a t i o n s  of the lease or p r o p e r t y  shall be d e t ermined b a s e d  on the 

n u m b e r  of m onths o p e r a t e d  during the p r e c e d i n g  12-month period. The 

d irect o p e r a t i n g  costs i n c lude dril l i n g  supplies, fuel, r o u t i n e  m a i n t e­

nance, a nd wages a n d  b e n e f i t s  of employees w o r k i n g  on the p r o d u c t i o n  

operations. T he d i r e c t  o p e r a t i n g  costs do not include c a p ital e x p e n d i­

tures, tangible or i n t a n g i b l e  dril l i n g  expenses, costs of w e l l  work- 

overs, costs for r e p l a c e m e n t  or repairs (other than routine maint e n a n c e ) ,  

d e p r e c i a t i o n  or amortization, taxes, insurance, overhead, m o n e y  pai d  or 

set aside (or b o o k e d  as b e i n g  pai d  or set aside) to cover the cost of 

t e r m i n a t i n g  the gas p r o d u c t i o n  o p e r ations of the lease or property, or 

a ny ot h e r  cost not d i r e c t l y  r e l a t e d  to the gas pro d u c t i o n  o p e r a t i o n s  of 

the lease or property.

(h) The v a l u e  at the po i n t  of p r o d u c t i o n  of gas p r o d u c e d  fro m  the 

lease or prop e r t y  shall be d e t e r m i n e d  on the basis of the h i g h e s t  price 

p a i d  for gas of like q u a l i t y  and p r e s s u r e  in the same field.

(i) The d e p a r t m e n t  m a y  a g g r e g a t e  two or more leases or pr o p e r t i e s  

(or portions of t h e m ) , for purp o s e s  of d e t e r mining econ o m i c  limit 

f actors under this s e c tion a n d  appl y i n g  them to sec. 11 of this chapter, 

w h e n  e c o n o m i c a l l y  i n t e r d e p e n d e n t  oil or gas p r o d u c t i o n  ope r a t i o n s  are
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or p r o p e r t y  is p r e s u m e d  to be 100 barrels times the n umber of well days 

for the lease or p r o p e r t y  during the m o n t h  for w h i c h  the tax is to be 

paid. The taxpayer m a y  rebut this p r e s u m p t i o n  at a formal hearing 

u n d e r  AS 4 3 . 0 5 . 4 2 0  by prov i d i n g  clear and con v i n c i n g  evid e n c e  of a 

d i f f e r e n t  m o n t h l y  p r o d u c t i o n  rate at the economic limit for the lease 

or property. The h e a r i n g  shall be h e l d  b e f o r e  F e b r u a r y  15 of the year

or w i t h i n  six m o n t h s  after commencement of oil p r o d u c t i o n  for a lease

or property. The m o n t h l y  p r o d u c t i o n  rate at the economic limit for 

the lease or p r o p e r t y  b a s e d  upo n  the clear and c o n vincing evidence 

o f  the taxpayer shall be c a l c ulated by dividing the value d e t e rmined 

u n d e r  (e) of this section into the average m o n t h l y  direct o perating 

cost d e t e r m i n e d  u n d e r  (d) of this section and shall be used for purposes 

of this section for all oil production during that calendar ye a r  from 

the lease or property. '

(d) The a v e rage m o n t h l y  direct o p erating cost for oil p r o d uction

o p e r a t i o n s  of the lease or property shall be d e t e rmined b a s e d  o n  the

n u m b e r  of m onths oper a t e d  during the p r eceding 12-inonth period. The 

direct o p e r a t i n g  costs include pro d u c t i o n  supplies, p u r c h a s e d  fuel, 

r o u t i n e  maintenance, and wages and benefits of employees w o r k i n g  on the 

p r o d u c t i o n  operations. The direct o p e r a t i n g  costs do not include 

capital expenditures, tangible or intangible drilling expenses, costs of 

wel l  workovers, costs for replacement or repairs (other than routine 

maintenance), d e p r e c i a t i o n  or amortization, taxes, insurance, overhead, 

m o n e y  paid or set aside (or b o o k e d  as b e i n g  paid or set aside) to cover 

the coat; of terminating the oil pr o d u c t i o n  operations of the lease or 

property, or a ny other cost not directly related to the oil p r o d uction 

o p e r a t i o n s  of the lease or property.

(e) For the purposes of this chapter, the gross v a l u e  of oil shall 

be c a l c u l a t e d  as p r o v i d e d  in sec. 150 of this chapter, and the gross

-3 -  CSSB 103 (Finance '*
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va l u e  of gas shall be cal c u l a t e d  as p r o v i d e d  in (h) of this section.

(f) B efore F e b r u a r y  15 of each yea r  or w i t h i n  six m o n t h s  after 

c o m m e n c e m e n t  of gas p r o d u c t i o n  for a lease or property, the d e p a rtment 

shall n o t i f y  the p r o d u c e r  o f  gas of the m o n t h l y  p r o d u c t i o n  rate at the 

e c o n o m i c  limit for eac h  lease or p r o p e r t y  in the state for that year.

The m o n t h l y  p r o d u c t i o n  rate at the econ o m i c  limit for a lease or property 

shall be d e t e r m i n e d  at a formal h e a r i n g  un d e r  AS 43. 0 5 . 2 4 0  and mus t  be 

e s t a b l i s h e d  by clear and convincing evid e n c e  p r e s e n t e d  by the taxpayer

* at that hearing. The m o n t h l y  pr o d u c t i o n  rate at the economic limit for 

the lease o r  p r o p e r t y  b a s e d  u p o n  the clear and co n v i n c i n g  e v i d e n c e  of 

the taxpayer shall be c a l c u l a t e d  by d i v i n i n g  the v a l u e  d e t e r m i n e d  under 

(h) o f  this section into the average m o n t h l y  direct o p e r a t i n g  cost 

d e t e r m i n e d  u n d e r  (g) of this section.

(g) T he average m o n t h l y  direct o p e r a t i n g  cost for gas p r o d u c t i o n  

o p e r a t i o n s  of the lease or property shall be d e t ermined ba s e d  on the 

n u m b e r  of m o n t h s  oper a t e d  d uring the p r e c e d i n g  12-month period. The 

di r e c t  o p e r a t i n g  costs include drilling supplies, fuel, r o u tine m a i n t e­

nance, and wa g e s  and benefits of employees w o r k i n g  on the p r o d u c t i o n  

operations. The direct o p e r a t i n g  ccats do not include capital e x p e n d i­

tures, tangible or intangible drilling expenses, costs of wel l  wo r k -  

overs, costs for r e p l a c e m e n t  or repairs (other than r o u tine maintenance), 

d e p r e c i a t i o n  or amortization, taxes, insurance, overhead, m o n e y  pai d  or 

set aside (or b o o k e d  as be i n g  p a i d  or set aside) to cover the coot of 

t e r m i n a t i n g  the gas p r o d u c t i o n  operations of the lease or property, or 

any o t h e r  cost not d i r e c t l y  related to the gas pro d u c t i o n  op e r a t i o n s  of 

the lease o r  property.

(h) T he va l u e  at the point of p r o d u c t i o n  of gas p r o d u c e d  from the 

lease o r  p r o p e r t y  shall be d e t ermined on the basis of the h i g h e s t  price 

pa i d  for gas of like q u a l i t y  a nd pressure in the same field.
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E F F E C T  O F  P R O P O S E D  S E V E R A N C E  T A X  I N C R E A S E S
C S S B  103

(In M i l l i o n s )

O il R e v e n u e s *  = 
O i l  T a x  @ 7. 7 %  = 
O i l  T a x  0 1 2 . 0 % =

$ 1 3 9 , 1 4 6
1 0 , 7 1 4  ( C u r r e n t  Rate) 
1 6 , 6 9 7  ( P r o p o s e d  Rate)

I n c r e a s e  on Oil $ 5 , 9 8 3

G a s  R e v e n u e s * *  
G a s  T a x  0 41 
G a s  T a x  0 10%

$ 2 0 , 7 0 0  
828 

2 , 0 7 0

I n c r e a s e  on Gas = $ 1 , 2 4 2

I N C R E A S E  ON B O T H  O I L  A N D  G A S  = $ 7 , 2 2 5  + 6 2 . 2 %

1 9 7 7 - 2 0 0 5 ,  F r o m  W a i n w r i g h t  S e c u r i t i e s  4 / 1 / 7 7  R e p o r t

A s s u m e s  23 t r i l l i o n  C F  Total P r o d u c t i o n  at a c o n s t a n t  
$ 1 . 0 0  p e r  M C F  W e l l h e a d  Price.
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THE LEGISLATURE OF THE STATE OF ALASKA 
TENTH LEGISLATURE

FISCAL NOTE,

I. REQUEST
Bill/Resolution No. SB 103____________________________________________________
Title Act  concerning the o i l  and gas properties production tax______
Requested b v  Date

II. FISCAL DETAIL
Agency A ffected________Revenue_____ ________________
Program Category Affected Genera! Government -  Fiscal Services 
Budget Request Unit(s) Affected Petroleum Revenue

EXPENDITURES (Thousands o f  Dollars)

FY 77 FY 78 FY 79 FY 80 FY 81 FY 82
100 PERSONAL SERVICES
200 TRAVEL
300 CONTRACTUAL
400 COMMODITIES
300 EOUIPMENT
600 LAND & STRUCTURES
700 '■ LvVMS. ‘ . ,LM . I I

TOTA’
None None None None None None

FUNDING (Thousands o f  Dollars)

GENERAL FUND - 0 - - 0 - - 0 - - 0 - - 0 - - 0 -
FEDERAL FUNDS •

OTHER (Specify)

P O S IT IO N S

FULL TIME None None None None None None

PART TIME .

TEMPORARY

I I I .  A N A L Y S IS  (See Fiscal Note Preparation Instructions, Section I I I )

This B i l l  would f a c i l i t a t e  the administration of the present production tax ,  making i t  
f u l l y  auditable fo r  the f i r s t  time since " s ta i r  steps" were introduced Into the statute 
in 1970. No additional s t a f f  or other costs are anticipated to administer th is  B i l l .  
Assuming a f u l l  and f a i r  market price for Prudhoe Bay o i l ,  estimated receipts under 
the B i l l  for production from the main reservoir of that  f i e l d  would be $131.3 m i l l ion  
in FY 78, $205.6 m i l l ion  in FY 79, $362.4 m i l l ion  in FY 80, $585.9 m i l l ion  in FY 81 
and $636.3 m i l l ion  in FY 82. Further comments (which are hereby incorporated into and 
made part o f  th is  Analysis)  on the B i l l  appear in the attached memorandum from Thomas 
Will iams to R. D. Stevenson.

IV. DATE  February 18, 1977 p r e p a r e d  b y

A G E N C Y  Revenue.
Original: Legislative Finance PHONE (9 0 7 )  2 7 6 - 13 6 3 ______________
cc: Budget and Management i

Prime Sponsor (First Legislator N am ed) * ^ 0  5 4 6 6 2 3  |



R I C H A R D  K I L G O R F  O k ay, I w o u l d  t h e n  li k e  to t u r n  to the 

s e v e r a n c e  tax. *..> I s a i d  in m y  g e n e r a l  r e m a r k s ,  if y o u ' r e  

i n t e r e s t e d  in r a i s i n g  the s e v e r a n c e  tax, b o t h  o f  t h e s e  b i l l s  

t h a t  w e ' r e  g o i n g  to c o n s i d e r  s e e m  to in g e n e r a l  f o l l o w  our 

g u i d e l i n e s ,  and h a s  to do w i t h  m o r e  t h e  s p e c i f i e s  o f  h o w  

e a c h  o n e  o f  t h e m  w o r k s .  Ve'.ll s t a r t  w i t h  IIB 144, SB__103_—  

T h i s  b i l l  d o e s  s e v e r a l  things. O n e  is it m o v e s  to l e ase 

a v e r a g i n g  r a t h e r  t h a n  w e l l s  in the c a l c u l a t i o n ,  a n d  w e  t h i n k  

that r - k c s  an a w f u l  lot of  s e n s e  f r o m  the a d m i n i s t r a t i v e  

s t a n d p o i n t ,  a n d  p r o b a b l y  s h o u l d  b e  d o n e  e v e n  if y o u  d o n ' t  

r a i s e  the s e v e r a n c e  tax, p r o b a b l y  e v e n  a m e n d i n g  y o u r  p r e s e n t  

s e v e r a n c e  tax w o u l d  do that, a n d  w o u l d  m a k e  sense. P a g e  1, 

L i n e  11 o f  the b i l l  m o v e s  t h e  p o i n t  o f  t a x  f r o m  the w e l l h e a d  

to a n o w  p o i n t  of  p r o d u c t i o n  w h i c h  is l a t e r  d e f i n e d .

S E NAT OR H U HER - H o w  is this d e f i n e d ?

R I CHA RD K I L C O R E  - It's d e f i n e d  b a c k  on P a g e  4, line 9, g r o s s  

v a l u e  at the p o i n t  o f  p r o d u c t i o n  m e a n s  for oil, the v a l u e  o f  

the o i l  at the p o i n t  w h e r e  it is m e t e r e d  or m e a s u r e d  in a 

c o n d i t i o n  o f  p i p e l i n e  q u a l i t y  on the p r e m i s e s  of  the l e a s e  

o r  p r o p e r t y  f r o m  w h i c h  it is r e c o v e r e d .  So in c o m e  c ases 

it w o u l d  c h a n g e  the p o i n t  o f  t a x a t i o n  f r o m  the w e l l h e a d  to 

s o m e w h e r e  b e y o n d  up to a p o i n t  w h o r e  it w a s  m e t e r  m e a s u r e d  

a n d  m a d e  put in p i p e l i n e  c o n d i t i o n s ,  so it c l e a r l y ,  a n d  this 

is p o i n t e d  out b y  s o m e o n e  else, m o v e s  the p o i n t  o f  t a x a t i o n
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a n d  in a s e n s e  in c e r t a i n  s i t u a t i o n s  it w o u l d  te n d  to tax 

the t r a n s p o r t a t i o n  a n d  u p g r a d i n g  o f  the c r u d e  oil. T h a t ' s  

c l e a r l y  the case.

S E N A T O R  H U B E R  - I t h i n k  it h a d  a n o t h e r  r e a s o n  for b e i n g  

in there. I t h i n k  it w a s  on a c c o u n t  o f  that K e n a i  de a l  

to w h e r e  if they t r a n s f e r r e d  o u r  r o y a l t y  s h a r e  p o r t i o n  

th a t  w e n t  in t o  r e s a l e  that t h e y  i^ere s u b j e c t  to the A PUC, 

a n d  d o i n g  it t h i s  way, w h i l e  t h e y  p u s h e d  t h e i r  r o y a l t y  

s h a r e  t h r o u g h  o u r  line, th e y  w e r e  not s u b j e c t  to o u r  APUC. 

T h e r e  w a s  q u i t e  a p r o b l e m  on  that in K e n a i ,  it h a p p e n s  to 

be in gas, but w e ' r e  t a l k i n g  j o i n t l y  h e r e  a n d  I t h i n k  this 

w a s  d o n e  f o r  the c o m p a n y ' s  ben e f i t .

R I C H A R D  K I L G O R E  - W e ll, T. t h i n k  a l s o  in C o o k  Inlet, as I 

u n d e r s t a n d  it, t h e r e  h a v e  b e e n  c o n t i n u i n g  d i s p u t e s  a b o u t  

q u e s t i o n s  of  w e l l h e a d  and w h e r e  one taxes, a n d  I t h i n k  this 

is all i n t e n d e d  to . s t r a i g h t e n  this m a t t e r  out by l e g i s l a t i o n .  

T h i s  is w h e r e  it is, a n d  we  don't" h a v e  to a r g u e  a b o u t  b a c k i n g  

out t r a n s p o r t a t i o n  or w h a t e v e r ,  this is w h a t  t h e y ' r e  t a l k i n g  

about. T h i s  m a k e s  a d m i n i s t r a t i o n  o f  it e a s ier, cl e a r l y ,

T t h i n k  that s o m e  o f  the t e s t i m o n y  y e s t e r d a y  it w a s  c o m p l a i n e d  

that t h e r e  w o u l d  be a cost to the c o m p a n i e s  in a s e n s e  that 

t h e y  w o u l d n ' t  be t axed on t r a n s p o r t i n g  a n d  u p g r a d i n g .  I t hink 

that: i.C it's a d m i n i s t r a t i v e l y  e a s i e r  a n d  t h e r e  is a cost:, 

p e r h a p s  w h a t  you s h o u l d  do h e r e  is get a b e t t e r  idea o f  w h a t  

y o u ' r e  r e a l l y  t a l k i n g  a b o u t  in t e r m s  of co s t  a n d  d o l l a r s  and
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c e n t s .  W h a t  is r e a l l y  the e x t r a  c o s t s  that c o m p a n i e s  w o u l d

h e a r  b y  d o i n g  this, or s o m e  idea. I t h i n k  t h a t ' s  h o w  y o u

w o u l d  h a v e  to a s s e s s  that. N o w  Lets l o o k  at the t a x  r ates

in this b ill. I t h i n k  y o u  a r e  a l l  f a m i l i a r  w i t h  the fact

t h a t  it a d d s  h i g h e r  w e l l  b r a c k e t s  a n d  p u t s  in t h e s e  h i g h e r

b r a c k e t s  at h i g h e r  t a x  r a t e s  th a n  e x i s t  in the p r e s e n t

l e g i s l a t i o n ,  a n d  it a l s o  l o w e r s  tie t a x  ra t e s ,  b o t h  the

c e n t s  p e r  b a r r e l  tax a n d  the p e r c e n t a g e  t a x  for l o wer

p r o d u c t i v i t y  w e l l s .  New, j u s t  to g i v e  y o u  a r o u g h  i d e a

o f  w h a t  this does, a n d  I'd l i k e  to j u s t  g i v e  y o u  some

n u m b e r s  on  h o w  it w o u l d  s e e m  to us to e f f e c t ,  say, P r u d h o e

Bay, a n d  th e n  l o o k  at the C o o k  T n l e t  s i t u a t i o n  u n d e r  this

bill. A l l  the n u m b e r s  I ' m  g o i n g  to u s e  are e a s e  o f  c o m p a r a b i l i t y

for 27 g r a v i t y  c r u d e  oil. Now, in P r u d h o e  Bay, a n d  I'm

a s s u m i n g  for p u r p o s e s  o f  this c a l c u l a t i o n  t h a t  the w e l l h e a d

v a l u e  o n  P r u d h o e  Bay is say $ 7 . 5 0  per b a r r e l  just, as i l l u s t r i a t i v e .

U n d e r  the p r e s e n t  tax for a 5 ,000 b a r r e l  a d a y  w e l l  in P r u d h o e

B a y , a n d  t h e s e  f i g u r e s  a r c  c e n t s  p e r  b a r r e l  of  g r o s s  p r o d u c t i o n

n o t  o f  t a x a b l e  p r o d u c t i o n ,  b u t  y o u  s t i l l  get a n  i d e a  of the

r e l a t i v e  i n c r e a s e  in the Lax. T h e  p r e s e n t  tax for 5 ,000 b a r r e l

a d a y  w e l l  at $ 7 . 5 0  is 49 a n d  1/2 c e n t s  p e r  b a r r e l  of  g r o s s

p r o d u c t i o n .  T h i s  tax for the s a m e  w e l l ,  a 5 ,000 b a r r e l  a

d a y  w e  1.1. 'would r a i s e  the tax to 68.9 cents. T h a t ' s  a b o u t

a 377, i n c r e a s e  in t a x a t i o n  o f  a .5,000 b a r r e l  a d a y  w e l l

in P r u d h o e  Bay. If y o u  went: to a 1 0 , 0 0 0  b a r r e l  a d a y  w e ll,

the p e r c e n t a g e  i n c r e a s e  a n d  the tax is g r e a t e r .  As a g a i n s t
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a b o u t  51 c e n t s  at t h e  p r e s e n t  time, this tax w o u l d  r a i s e  

it to a b o u t  80 cents, so on  a v e r y  p r o d u c t i v e  1 0 , 0 0 0  b a r r e l  

a day w e l l  at P r u d h o e  Bay, the i n c r e a s e  t h e r e  w o u l d  be a b o u t  

587>, i n c r e a s e d  t h r o u g h  this tax o v e r  w h a t  y o u  h a v e  today.

T h e  e f f e c t i v e  r a t e  o n  g r o s s  b a r r e l s  p r o d u c e d  w o u l d  g o  from 

a b o u t  7.37. on a 1 0 , 0 0 0  b a r r e l  a d a y  w e l l  to a b o u t  1 2 . 2 %  

u n d e r  the n e w  tax, so t h i s  is w h a t  it do e s  to P r u d h o e  Bay, 

v e r y  s i g n i f i c a n t  i n c r e a s e s .  A n d  the p e r c e n t a g e  as I g a v e  

y o u  w e r e  r e a l l y  the e f f e c t i v e  r a t e  on  t a x a b l e  b a r r e l s  g o i n g  

f r o m  7.8 to 12.2. So y o u  a r e  e n d i n g  up  on the v e r y  p r o d u c t i v e  

w e l l ,  y o u  end up  w i t h  an  a v e r a g e  e f f e c t i v e  r a t e  on t a x a b l e  

b a r r e l s  o f  j u s t  u n d e r  12 and 1/2 p e r c e n t  in L o u i s i a n a .  T. 

t h i n k  th a t ' s  w h a t  w a s  i n t e n d e d .  So t h a t ' s  the i m p a c t  it 

h a s  o n  C o o k  Inlet, I m e a n  on P r u d h o e  Bay. Now, lets 

l o o k  a t  C o o k  Inlet, and p a r t i c u l a r l y  the o l d  o i l  b e c a u s e  

w e ' v e  a l w a y s  b e e n  w o r r i e d  a b o u t  e f f e c t i v e  t a x a t i o n  of o l d

oil. Now, t:hls b i l l  d o e s  r e t a i n  the c e n t s  p e r  b a r r e l  f e a t u r e  

that e x i s t s  in the p r e s e n t  b i ll, a n d  it r e t a i n s  the c e n t s  

p e r  b a r r e L  f e a t u r e  w i t h  b a s i c a l l y  the s a m e  floor p r i c e  as 

y o u  h a v e  today. It w o r k s  o u t  for 27 g r a v i t y  c r u d e  to a b o u t  

$ 6 . 1 0  today. S o  it r e t a i n s  that, hut w h a t  it d o e s  at the s a m e  

time is that it does l o w e r  the r a t e s  o f  t a x a t i o n  b o t h  p e r c e n t a g e  

a n d  the c e n t s  p e r  b a r r e l  t a x e s  in the Lower w e l l  b r a c k e t s ,  

so d e s p i t e  the c e n t s  p e r  barrel, f e a t u r e  s t i l l  b e i n g  in there, 

j . L  do e s  l o w e r  taxes on l o w  p r o d u c t i v i t y  w e l l s  b e l o w  w h a t  

they a r e  today. I'll a g a i n  g i v e  y o u  s o m e  e x a m p l e s ,  and t h e y ' l l
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a g a i n  b e  o n  the s a m e  b a s i s  as b e f o r e .  27 g r a v i t y  cr u d e ,  

a n d  t h e s e  a r e  f i g u r e s  o n  a g r o s s  b a r r e l  ba s i s .  At the 

p r e s e n t  ti m e  a 100 b a r r e l  a d a y  w e l l  in C o o k  I n l e t  w o u l d  

be  on the c e n t s  p e r  b a r r e l  t a x  a n d  it w o u l d  p a y  26.6 c e n t s  

p e r  b a r r e l .  T h i s  b i l l  o n  a 100 b a r r e l  a d a y  w e l l  w o u l d  

e l i m i n a t e  the tax. It w o u l d  go to zero, a n d  a v e r y  

s u b s t a n t i a l  g a i n  for a 100 b a r r e l  per day w e l l .  F o r  a 

300 b a r r e l  a d a y  w e l l ,  w o u l d  a l s o  p a y  u n d e r  the p r e s e n t  

tax, 2 6 . 6  cents. U n d e r  this b i l l ,  u n d e r  o u r  c a l c u l a t i o n s ,  

it w o u l d  d r o p  th a t  2.6.6 to 1 4 . 2  c e n t s  p e r  b a r rel. So y o u  

h a v e  a b o u t  a 12 a n d  1/2 c e n t  r e d u c t i o n  for a 300 b a r r e l  

a day w e l l ,  a n d  if y o u  m o v e  up to a 500 b a r r e l  a d a y  w e l l ,  

y o u  s t i l l  g e t  a r e d u c t i o n .  U n d e r  the p r e s e n t  t a x  it w o u l d  

be 28.7 cents. U n d e r  SB 103 it w o u l d  b e  21.2. So e v e n  

for a 500 b a r r e l  p e r  day w e l l ,  y o u ' r e  g o i n g  d o w n  by a b o u t  

7 a n d  1/2 c e n t s  p e r  b a r r e l ,  a n d  in fact this n e w  tax as 

c o m p a r e d  w i t h  the p r e s e n t  l o w e r s  the t a x  up to s o m e w h e r e  

w e l l s  in the r a n g e  o f  1 , 0 0 0  to 2 , 0 0 0  b a r r e l s  a day. S o m e w h e r e  

in t h a t  ra n g e ,  the n e w  t a x  g e t s  h i g h e r  than the old tax, 

so it do e s  p r o v i d e  v e r y  s i g n i f i c a n t  r e l i e f  for low p r o d u c t i v i t y  

w e  I I s .

S E N A T O R  H U B E R  - M a d a m  C h a i r m a n  - the f i g u r e s  w h i c h  w e  h a v e  

in the c o m m i t t e e  t h e y  a r e  o p e n  to h i m  now, I think, I just- 

w o n d e r  w h e n  he f i n i s h e s  there. If you h a v e  a n y  d i s p u t e  

w i t h  those, f. t h i n k  that they c o n f i r m e d  his tes t i m o n y .
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R I C H A R D  K I L G O R E  - Yes S e n a t o r ,  w e  d i d  do o u r  own h o m e w o r k  

o n  this o b v i o u s l y ,  a n d  w e  h a v e  h a d  a c h a n c e  to l o o k  at w h a t  

l e g i s l a t i v e  a f f a i r s  has, a n d  t h e y  c o i n c i d e  w i t h  w h a t  I ' m  

t e s t i f y i n g  here.

S E N A T O R  H U B E R  -- I w a s  w o n d e r i n g .  It w o u l d  h e l p  u s  a lot to 

k n o w  that t h e y  do o r  d o n ' t  or if t h e r e  a r e  d i f f e r e n c e s .

R I C H A R D  K I L G O R E  - N o  t h e y  d o n ' t  t h e y  c a l c u l a t e  t h e  s a m e  w a y  

w e  d o .

Now, so this b i l l  does, I think, m e e t  o u r  o b j e c t i o n s  r e a l l y  

to the p r e s e n t  t a x a t i o n  o f  old oil at C o o k  I n l e t  w h i c h  has 

the h i g h  e f f e c t i v e  r a t e s  b e c a u s e  o f  the c e n L s  p e r  b a r r e l  

feature. At l e a s t  its p r e s e n t  o p e r a t i o r  w o u l d  r e d u c e  

the tax s u b s t a n t i a l l y  for low p r o d u c t i v i t y  w e l l s ,  a n d  w e  

t h i n k  t h a t ' s  a g o o d  f e a t u r e  of  this bill. I s h o u l d  p o i n t  

out though, this b i l l  d o e s  r e t a i n  c e n t s  p e r  b a r r e l  a n d  it 

d o e s  r e t a i n  e s c a l a t i o n  of that c e n t s  p e r  b a r r e l ,  so it 

is p o s s i b l e  that u n d e r  this bill w e  w o u l d  a g a i n  lie b a c k  

in the s a m e  p r o b l e m  that w e  h a v e  today. If the e s c a l a t i o n  

m a n a g e s  to r a i s e  the c e n t s  per b a r r e l  t a x  h i g h  e n o u g h ,  w e  

c o u l d  be b a c k  1 1 this p r o b l e m  a g a i n  of t a x i n g  o l d  o i l  in 

C o o k  I n l e t  at h i g h  p r i c e s ,  it's p o s s i b l e .  T h e  p o t e n t i a l  

is s t i l l  in this bill.
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S E N A T O R  H U B E R  - T h i s  e v a d e s  it f r o m  p r e s e n t  time, and we 

m i g h t  h a v e  to lo o k  at it a g a i n  in f u t u r e  y e a r s  if we  d o n ' t  

do s o m e t h i n g  w i t h  c e n t s  p e r  barrel.

R I C H A R D  K I L G O R E  - Yes, it m a y  b e  b a c k  again.

S E N A T O R  H U B E R  - W e l l ,  I ' d  s u r e  l o o k  at it again, M a d a m  

C h a i r m a n ,  than I w o u l d  to h a v e  T o m  F i n k  for G o v e r n o r .

t

R I C H A R D  K I L G O R E  - I t h i n k  I was on r e c o r d  the f i r s t  t i m e  

I t e s t i f i e d  as s a y i n g  t h a t  if y o u  do r e t a i n  a c e n t s  p e r  

b a r r e l  th a t  p e r h a p s  w h a t  y o u  do is at l e a s t  c o n s i d e r  n o  

f u r t h e r  e s c a l a t i o n  in c e n t s  per barr e l ,  and p e r h a p s  that 

c o u l d  be in t h i s  b i l l  too. I d o n ' t  know. I w a n t  to o n l y  

p o i n t  out that it c o u l d  h a p p e n  again. S o  t h a t ' s  b a s i c a l l y  

w h a t  this tax does. It r a i s e s  f a i r l y  s i g n i f i c a n t l y ,  the 

tax in P r u d h o e  Bay, b u t  It does Lower the tax c o n s i d e r a b l y  

o n  Low p r o d u c t i v i t y  o l d  o i l  p r i c e d  w e l l s  in C o o k  Inlet.

It a l s o  lias a s e v e r a n c e  tax for gas that is fla i r e d ,  a n d  

a v e r y  s u b s t a n t i a l  one, five t i mes the rate. I t h i n k  

b e f o r e  y o u  do this k i n d  of t h i n g  a n d  a d d  su c h  a tax, y o u  

o u g h t  to lo o k  v e r y  c a r e f u l l y  at w h e r e  gas is b e i n g  f l a i r e d  

and why. T h e r e  has b e e n  t e s t i m o n y  y e s t e r d a y  a b o u t  s a f e t y  

flairs a n d  so on. I t h i n k  y o u  o u g h t  to look v e r y  c a r e f u l l y  

at w h a t  it is that y o u  w o u l d  be t a x i n g  a n d  w h y  the f l a i r i n g  

is g o i n g  on at the p r e s e n t  time. Now, if w h a t  y o u ' r e  r e a l l y  

t r y i n g  to do is tell c o m p a n i e s  to f i n d  a use for this f l a i r e d
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g a s  a n d  fi n d  m a r k e t s  for it, I t h i n k  that at the v e r y  least 

if t h e r e  is .gar b e i n g  f l a i r e d  n o w  w h i c h  y o u  t h i n k  y o u  c o u l d  

f i n d  m a r k e t s  for. t h e r e f o r e  y o u ' r e  g o i n g  to t r y  to c o m p e l  

p e o p l e  t h r o u g h  this tax, s o m e b o d y  u s e d  the w o r d  i n c e n t i v e  

the o t h e r  day, b u t  y o u ' r e  c o m p e l l i n g  t h e m  t h r o u g h  this 

t a x  that at l e a s t  y o u  o u g h t  to p r o v i d e  s o m e b o d y  w i t h  a 

g r a c e  p e r i o d  b e f o r e  t h e y  w o u l d  p a y  th i s  tax. T h a t  is, 

y o u  w o u l d n ' t  s t a r t  r i g h t  away. Y o u  w o u l d  m a k e  it c l e a r  

to t h e m  t h a t  they h a d  c e r t a i n  time w i t h i n  w h i c h  to find 

m a r k e t s  for this. Y o u  w o u l d n ' t  p e n a l i z e  t h e m  in the m e a n ­

time, but if y o u  d o n ' t  f i n d  gas for w h i c h  it's l o g i c a l  to 

f i n d  m a r k e t s , th a t  y o u  w o u l d  say at s o m e  p o i n t  in the f u t u r e  

y o u ' r e  g o i n g  to s t a r t  p a y i n g  a tax on this, so you h a d  b e t t e r  

g o t  b u s y  a n d  l o o k  for m a r k e t s .  I d o n ' t  t h i n k  I ........

S E N A T O R  HIJBER - I think, M a d a m  C h a i r m a n ,  t h a t  w e  s h o u l d  m a k e  

s u r e  in there. I t h i n k  w o  s h o u l d  find out the r e q u i r e d  

s a f e t y  f l a i r  o f  no m o r e  t h a n  a c e r t a i n  a m o u n t  e x c e p t  d u r i n g  

an e m e r g e n c y  b l o w o u t  or s o m e t h i n g  li k e  that. T h e  i d e a  was, 

as lo n g  as it's e c o n o m i c a l l y  u n f e a s i b l e  to ta k e  s m a l l  a m o u n t s  

o f  gas a n d  r e i n j e c t  them, the S t a t e  l o ses its r o y a l t y  s h a r e  

o n  it, a n d  the n a t i o n  l o s e s  tlu e n e r g y  s t r i c t l y  b e c a u s e  at 

a g i v e n  s p a c e  in ti.ma, \sing if y o u  w i l l  e x c u s e  me, a c a s h  

d i s c o u n t i n g  flow a n d  e v e r y t h i n g  else, that we d e t e r m i n e

its v a l u e  and v;e say it's n o t h i n g ,  a n d  w h a t ' s  n o t h i n g  is
.

m o v i n g  d o w n  the p i k e  a n o t h e r  t w e n t y  o r  t h i r t y  y e a r s  m a y  he 

a ll w o  have, a n d  i Ihoe Bay, in s p i t e  of an a b s o l u t e  n o

1
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f l a i r  r e s t r i c t i o n  h a s  b e e n  a l l o w e d  to f l a i r  a n d  e v e r y b o d y  

k n o w s  it. S o m e h o w  o r  other, it d o e s  h a v e  to be s t o p p e d ,  

a n d  if y o u  m a k e  it so it i s n ' t  e c o n o m i c a l l y  f e a s i b l e  to 

flair, th e n  it b e c o m e s  e c o n o m i c a l l y  f e a s i b l e  to b u i l d  a 

s m a l l  c o m p r e s s o r  s y s t e m  f o r  saving.

G E O R G E  S I L I D E S  - M a d a m  C h a i r m a n ,  I k n o w  that the f l a i r i n g

________________ as H u b e r  p o i n t e d  o u t , ____________ that the f l a i r i n g

o f  course, a n d  the w o r d  a l l o w e d  is i m p o r t a n t ,  t h e y  g e t  

p e r m i s s i o n  f r o m  the Sta t e ,  a n d  w e  h a v e  to do s o m e t h i n g  a b o u t  

the bill, t h a t  w e  d o n ' t  h a v e  c o m p e t i t i o n  b e t w e e n  the t a x i n g  

d e p a r t m e n t  a n d  the D e p a r t m e n t  of  Oil a n d  Gas C o n s e r v a t i o n .

T h e y  are the o n e s  th a t  g i v e  the p e r m i s s i o n ,  and y o u  h a v e  to 

a p p l y  a n d  y o u  h a v e  to p o i n t  o u t  that: it's b e i n g  d o n e  w i t h  

s a f e t y  and so on. T. don't: t h i n k  that the b i l l  i n t e n d e d  

to p e n a l i z e  s o m e b o d y  for e n t e r i n g  in t o  a s a f e t y  feature, 

and so a m  I c o r r e c t  Mr. K i l g o r e ?

R I C H A R D  K I L G O R E  - I w o u l d  a s s u m e  that t h a t ' s  the intent.

Y o u ' r  n o t  r e a l l y  i n t e r e s t e d  in t a x i n g  g a s ..........

S E N A T O R  H U B E R  - But that b o a r d  s t i l l  has the p o w e r  a n d  m a k e s

the e x e m p t i o n s  a n d  has b on c o n s t a n t l y  m a k i n g  the e x e m p t i o n s ,

a n d  it's a m a t t e r  o f  r e c o r d ,  b o t h  at P r u d h o e  B a y  and e l s e w h e r e ,

they m a k e  the e x e m p t i o n s ,  t h e y ' r e  l e g a l l y  ..uide, but the

p r o d u c t  is g o n e , the r e s o u r c e  is gone, it is f l a i r e d ,  a n d  so

at l e ast p u t t i n g  in a f a i r l y  s t i f f  r e c o v e r y  t:her° do p m  at
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l e a s t  g i v e  us s o m e t h i n g  o f f  of  our s e v e r a n c e  tax that w e n t  

up in f l a i r  too.

G E O R G E  S I L I D E S  - M a d a m  C h a i r m a n ,  I m i g h t  m a k e  a n o t h e r  conr-ent. 

I t h i n k  that in v i e w  o f  the c o m m e n t s  b e i n g  m a d e ,  w e ' r e  g o i n g  

to h a v e  to l o o k  i n t o  the l e g a l i t y  o f  b e i n g  a b l e  to t a x  a 

s a f e t y  fea t u r e .

S E N A T O R  H U B E R  - No, w e  d o n ' t  tax the s a f e t y  fe a t u r e .  L e t ' s  

n o t  get c r o s s w a y s  on  that. W e  s h o u l d  p u t  a n  e x e m p t i o n  in 

h e r e  for the s a f e t y  f l a i r  only, a n d  s o m e w h e r e  w e  n e e d  to come 

up w i t h  a f i g u r e  o f  w h a t  is the a m o u n t  that m a y  be f l a i r e d  

to d a t e  per w e l l  or  p e r  s a f e t y  flair. W e  d e f i n i t e l y  s h o u l d n ' t  

tax t h e m  on w h a t  is a s a f e t y  r e q u i r e m e n t .  But t h ere i s n ' t  

a p r o v i s i o n .  T h e  gas t h a t ' s  b e i n g  b u r n e d  in s i g n i f i c a n t ,  

is n o t  b e i n g  b u r n e d  in so c a l l e d  l egal a c t u a l  s a f e t y  flairs. 

It's b e i n g  f l a i r e d  o t h e r w i s e  by  l egal p e r m i t s  b y  the board.

C H A I R M A N  P O L A N D  - I t h i n k  w e  h a v e  to c h e c k  w i t h  the B o a r d  

as to w h y  t h e y  a r e  g i v i n g  the tax.

S E N A T O R  H U B E R  - T h a t ' s  w h y  the G o v e r n o r ' s  b i l l s  has it: in 

it. T h a t ' s  w h y  c o m m i t t e e ' s  b i l l s  h a s  h a d  this for two years, 

and we s h o u l d  c e r t a i n l y ,  li k e  D.,.ck says, m a k e  s u r e  that we 

d o n ' t  tax the n e c e s s a r y  s a f e t y  flairs. I a s k e d  y e s t e r d a y  w h a t
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w a s ,  a n d  they s a i d  a m i l l i o n  c u b i c  feet;. T h a t ' s  a t h o u s a n d  

M C F ' s  a day. I ' m  n o t  s u r e  th a t  that i s n ' t  c o n s i d e r a b l y  o v e r  

w h a t ' s  n e e d e d  to b u r n  t h e r e  in case, I n e e d  a g o o d  d e f i n i t i o n  

o f  a s a f e t y  flair.

R I C H A R D  K I L G O R E  - I t h i n k  a l s o  y o u  m i g h t  c o n s i d e r  if y o u  

r e a l l y  fe e l  the gas is b e i n g  f l a i r e d  t h a t  y o u  d o n ' t  w a n t  

to b e  f l a i r e d  o t h e r  t h a n  as s a f e t y  p u r p o s e s  o r  w h a t e v e r ,  

t h a t ' s  s o m e t h i n g  y o u  m i g h t  c o n s i d e r  as an a l t e r n a t i v e  j u s t  

t i g h t e n i n g  up y o u r  r e g u l a t o r y  b i l l  a n d  y o u r  r e g u l a t i o n s  

r a t h e r  t h a n  do it t h r o u g h  a t a x i n g  a p p r o a c h .

S E N A T O R  H U i E R  - W e 've d o n e  e v e r y t h i n g  but tar a n d  f e a t h e r  

the board.

R E P R E S E N T A T I V E  O S T E R B A C K  - M a d a m  C h a i r m a n ,  c o u l d  a n y b o d y  

t e l l  us h o w  m u c h  g a s  t h e y  w i l l  oe f l a i r i n g  aL P r u d h o e  Bay? 

A n y t h i n g  that b u r n s  is e n e r g y .  W e ' r e  t a l k i n g  a b o u t  w e ' r e  

r u n n i n g  s h o r t  o f  e n e r g y .  S o m e b o d y  t a l k e d  a b o u t  the r a i l r o a d .  

If they to o k  i.t in there, thej oould take out a b o u t  a h u n d r e d  

t a n k s  of gas a day, a n d  t h e y  d i d n ' t  t h i n k  it w o u l d  be e n o u g h  

to p a c k  that o u t  w i t h  f l a i r i n g ,  and that w o u l d  be an a w f u l  

lot o f  e n e r g y ,  but m o s t  of us d o n ' t  r e a l l y  k n o w  w h a t  this 

g a s  is w i t h  the f l a i r i n g ,  b u t  I k n o w  a n y t h i n g  that b u r n s  

is e n e r g y ,  a n d  w e ' r e  t a l k i n g  w e ' r e  r u n n i n g  out of energy.

S o  I t h i n k  t h ere s h o u l d  be  s o m e t h i n g  do n e  a b o u t  it. A n y t h i n g
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t h a t  y o u  c a n  s a v e  as e n e r g y ,  y o u  can sell. T h e r e ' s  no 

p r o b l e m  in that.

R I C H A R D  K I L G O R E  - W e l l ,  I a g r e e  w i t h  you, if w h a t  w e ' r e  

r e a l l y  t a l k i n g  a b o u t  is w a s t e ,  th e n  I t h i n k  w e  s h o u l d  

e l i m i n a t e  that. It is e n e r g y ,  a n d  y o u ' r e  abs l u t e l y  

r i g h t ,  a n d  I t h i n k  y o u  s h o u l d  l o o k  v e r y  c a r e f u l l y  at 

w h a t ' s  g o i n g  to h a p p e n  a t  P r u d h o e  Bay, a n d  h o w  y o u r  

r e g u l a t o r y  p e o p l e  w i l l  h a n d l e  it.

S E N A T O R  H U B E R  - M i g h t  we, M a d a m  C h a i r m a n ,  Al b r o u g h t  it 

u p  a n d  it's v e r y  i m p o r t a n t .  I t h i n k  that it's u n d e r s t o o d  

t h a t  t h e y  h a v e  s t o p p e d  f l a i r i n g  o r  are co stop flairing.

It w a s  o n l y  for th a t  r e f i n e r y  that t h e y  f l a i r e d  at P r u d h o e  

Bay, a n d  they d i d n ' t  p u m p  it b a c k  d o w n  the gas w e l l  ev e n  

t h o u g h  they w e r e  d r a w i n g  gas out to r u n  the r e f i n e r y  b e c a u s e  

it w o u l d  h a v e  c o s t  m o r e  m o n e y  than the gas w a s  w o r t h ,  so 

n a t u r a l l y  the gas w a s  w o r t h  n o t h i n g ,  so it v/ouldn't cost 

m o n e y  to p u m p  it b a c k  d o w n  into the g r o und. If it h a d  a 

v a l u e  of; 20 c e n t s  a n  MCE, it w o u l d  h a v e  b e e n  a lot c h e a p e r  

to p u m p  it b a c k  d o w n  in t o  the g r o u n d ,  but j u s t  so that 

the r e c o r d  is s t r a i g h t ,  w e  a r e n ' t  r e a l l y  l o o k i n g  for f l a i r i n g  

at P r u d h o e  Bay. b u t  if y o u  w i l l  ta k e  a l o o k  at the V a L d e z  

t e r m i n a l ,  y o u  w i l l  fi n d  that we d o n ' t  f l a i r  no m o r e ,  but 

w e ' v e  got t h r e e  h u g e  o x i d i z e r s  there, a n d  t h e r e ' s  g o i n g  to 

b e  a t r e m e n d o u s  a m o u n t  o f  e n e r g y  u n l e s s  the L P G ' s  that are 

in t h a t  g a s  a n d  the v a p o r s  that are in the gas at V a l d e z ,
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t r i l l i o n s  o f  B T U ' s  b e f o r e  V a l d e z  is o v e r  w i t h .  T h a t ' s  

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

i n  the sto r a g e .

G E O R G E  S I L I D E S  - M a d a m  C h a i r m a n ,  I t h i n k  the p o i n t  is w e l l  

m a d e  t h a t  s o m e t h i n g ' s  g o t  to be d o n e  a b o u t  d e f i n i n g  w h a t  

is m e a n t  b y  s a f e t y  gas, w h a t  is b e i n g  w a s t e d ,  a n d  I t h i n k  

a l s o  th a t  the b i l l  h a d  i n t e n d e d  to a d d r e s s  the b o t t o m  of 

the p o s s i b l e  w a s t i n g  o f  c a r b o n  dio x i d e .  T h e r e  w a s  a c o n s i d e r a b l e  

a m o u n t  in this p a r t i c u l a r  n a t u r a l  gas, a n d  I s u p p o s e  w h a t  

w e ' r e  g e t t i n g  to is that w e  h a v e  to do s o m e t h i n g  a b o u t  those 

t h i n g s ,  e i t h e r  b y  d e f i n i t i o n  o r  b y  a m e n d i n g  the bill. I 

t h i n k  this is a p o i n t  t h a t  w e ' r e  g o i n g  to h a v e  to lo o k  into.

I d o n ' t  t h i n k  w e ' r e  g o i n g  to gel: it s o l v e d  r i g h t  here.

S E N A T O R  H U B E R  - I t h i n k  t h e y ' r e  w i l l i n g ,  G e o r g e ,  not to flair 

the c a r b o n  d i o x i d e ,  b u t  I ' m  n o t  s u r e  if they w i l l  get r i d  of 

i t .

G E O R G E  S I L I D E S  - It d o e s n ' t  b u r n  a n y w a y , S e n a t o r .

C H A I R M A N  P O L A N D  - W e ' l l  1)0 c h e c k i n g  on this f l a i r i n g  pa r t

S E N A T O R  H U B E R  - W ell, it's i m p o r t a n t  o n  b o t h  ends. I t h i n k  

t h a t  the bill, n e e d s  to n o t  p e n a l i z e  them, but by  all m e a n s
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s h o u l d  b e  r e t a i n e d  i n  the b ill, a n d  w e  m a y  o f  c o u r s e  h a v e  

to p u t  it in in s o m e  o t h e r  p l a c e s .  I d o n ' t  t h i n k  this is 

g o i n g  to e f f e c t  it  w h e n  it c o m e s  t o  the f l a i r s  i n  V a l dez.
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