
2/18/81
FURTHER:

(11)

Mr. Speaker:

The Committee on FINANCE

Date:

has had CSSB 113(F in ) am

''An Act. m ak in g  s u p p le m e n t a l  and s p e c i a l  a p p r o p r i a t i o n s  f o r  o i l  and  gas 
m a t t e r s ; and p r o v i d i n g  f o r  an e f f e c t i v e  d a t e . li

under consideration and (a majority of the committee) (the committee) 
reports it back with the following recommendations:

do pass [ ] do not pass

do pass with attached amendments(s)

replace with CS for ____________________________

and recommends

AND attaches a "Letter of Intent" [ ] New Fiscal Note

reports it back without recommendation

referred to the  Committee

MEMBERS SIGNING MEMBERS HAVING 
OTHER RECOMMENDATIONS:

CHAIRMAN
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Funding Information 
General Fund

Original sponsor: Rules/Governor Offered: 2/10/81
Referred: Rules

Other Funds 

IN THE SENATE

$157836,900

$12,W,"90ff

BY THE FINANCE COMMITTEE 

CS FOR SENATE BILL NO. 113 (Finance) am 

IN THE LEGISLATURE OF THE STATE OF ALASKA 

TWELFTH LEGISLATURE - FIRST SESSION 

A BILL i

For an Act entitled: "An Act making supplemental and special appropriations

for oil and gas matters; and providing for an effective 

date."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. The sum of $3,449,000 is appropriated from the general fund 

to the Department of Law for legal expenses in connection with the interstate 

and intrastate TAPS tariff proceedings for the fiscal year ending June 30,

1981,

* Sec. 2. The sum of $7,166,000 is appropriated from the general fund to 

the Department of Law for legal expenses in connection with the inte: state 

and intrastate TAPS tariff proceedings for the fiscal year ending June 30,

1982.

* Sec. 3. The sum of $310,000 is appropriated from the general fund to 

the Alaska Pipeline Commission for the purpose of making the commission 

Btaff's presentation in the intrastate TAPS tariff proceedings during the 

fiscal year ending June 30, 1981.

* Sec. 4. The sum of $365,400 is appropriated from the general fund to 

the Alaska Pipeline Commission for the purpose of making the commission 

staff's presentation in the intrastate TAPS tariff proceedings during the 

fiscal year ending June 30, 1982,

* Sec. 5. The sum of $1,546,500 is appropriated from the general fund 

for the fiscal year ending June 30, 1981, and June 30, 1982, for expenses in 

sonnection with the pending litigation challenging the corporate oil and gas 

Lncome tax, to be allocated as follows:

-1- CSSB 113(Fin) am
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Department of Law $734,200

Department of Revenue 812,300

* Sec. 6. The unexpended and unobligated portions of the appropriations

nade in secs. 1 and 3 of this Act lapse into the general fund June 30, 1981.

* Sec. 7. The unexpended and unobligated portions of the appropriations

nade in secs. 2, 4, and 5 of this Act lapse into the general fund June 30,

1982.

* Sec. 8. This Act takes effect immediately in accordance with AS 01.10.- 

070(c).

-2 - CSSB 113(Fin) am



T H E  L E G I S L A T U R E

BUDGET AND AUDIT COMMITTEE

FIN A N C E  D IV ISIO N  
POUCH W F-rSTATE  CAPITO L  
JU N EA U , A L A S K A  99811 
PHONE: (907) 4SS-3795

M E M O R A N D U M

TO: Hon. Russ Meckins
pv*airman * :

u s e  F i n a n c e  Connnittee

DATE: February 7, 1980

FROM: Milt Barker
Fiscal Analyst

SUBJ: TAPS Tariff Decision

On February 1, 1980, Administrative Law Judge Max Kane of the Federal Energy
Regulatory Commission (FERC) issued an "Initial Decision Phase I Issues" 
which establishes a weighted average interim cos': of service and tariff rate 
for TAPS of $4.93 for calendar 1979 based on projected throughput of 428 
million barrels (roughly 1.2 million barrels peir day) and $5.67 for calendar 
1978 based on actual throughput of 396 million barrels. The weighted average 
for tariffs filed by TAPS owners is $6.20 which has been effective since February

Prior to February 1978, the FERC had suspended the companies $6.20 average 
tariffs and imposed lower ones. FERC’s ultimate decision on tariffs will not 
alter the tariffs imposed during the suspension period.

The ruling by the administrative law judge will be suspended until a ruling by 
the full board of.,'commissioners of FERC which is not expected until 9 months 
to a year from notf? At that time the companies would undoubtedly appeal an 
unfavorable ruling to the courts. However, the Department of Law feels it is 
unlikely that the full Commission's ruling would be stayed while the courts 
consider such an appeal. If so, the state may expect to receive a lump sum 
payment early in 1981 if the full Commission upholds the administrative law 
judge. The payment would be based upon the difference in tariffs plus interest 
accrued at 6.8% (although the state hopes to get the interest rate increased to 
current levels since the 6.8% provides an incentive to drag the case out as well 
as being inequitable). ,

The attached table shows the increased revenues, including interest, the state 
might receive if the proposed interim tariffs are upheld. The 1979 tariff is 
adjusted to $4.50 based on actual production of 468 million barrels for calendar 
1979. The tariffs for 1980 and beyond are assumed to be $3.85 based on production 
of 1.5 million BPD. The law judge's decision provides for such ready adjustment 
of tariffs on the basis of production.

of 1978



There is no increase in severance tax revenue for 1978 because even vith the 
tariff reduction wellhead prices remained below the severance tax floor price 
of $6.53 per barrel. There are no increases in royalty or severance for the 
period of July through December 1979 because the wellhead values were already' 
at the federal ceiling price.

The increases for 1980 and beyond result from the gradual decontrol of Prudhoe 
oil at the rate of 4^6% per month. On an annual basis once full decontrol is 
reached, a $3.85 tariff would mean an increase of $160 million per year in 
royalty aiid $128 million in severance or a total increase of $288 million per 
year. After deducting 25% from royalty for the permanent fund, 5 %  for renewable 
resources, and the reduction in corporate income taxes, this would be $217 mil­
lion per year to the general fund.'



Revenue Effects of TAPS Tariff Decision ik
( $ Millions ) •

!.
■ Permanent Renewable Corporate

Gross Fund Resources Net . Severance Income

ndar Year Royal t.y Contribution Contribution Royalty Taxes Interest Taxes

1978 24.7 • 6.2 •1.2 17.3 0 2.4 (2 .5 )
1979 46.0 11.5 2.3 32.2 33.3 3.7
1980 48.0 12.0 2,4 33.6 38.5 2.9 (8.4)

1981 (6 mon.)57.1 14.2 2.8 40.1 • 45.2 0 ... 
• ‘ * '' ; (9-*6-)

Totai 175:8 •’ : 43.9 • 8.7 123.2 117.0 9.0 • • •1(28.3)

V

Note: No deductions ar? made for the Early Development Incentive Credit (EDIC) 
against severance taxes or for native claims contributions from royalty. 
The EDIC should be used, up by April 1980 and the Governor's PY 81 budget 
provides for payment of remaining native claims obligations, ;•

. Prepared by: r
Legislative Finance 
February 6, 1980



S t a t e  o f  A l a s k a

O F F IC E  O F  T H E  G O V E R N O R  
J u n e a u

J a n u a r y  28, 1981

H o n o r a b l e  Jalraar M. K e r t t u l a  
P r e s i d e n t  of the Senate 
A l a s k a  S t a t e  L e g i s l a t u r e  
P o u c h  V
Juneau, A K  99811 

Dear Mr. President:

Under the a u t h o r i t y  of art. Ill, sec. 18, of the A l a s k a  C o n­
stitution, I a m  t r a n s m i t t i n g  a bil l p r o v i d i n g  for s p e cial 
a p p r o p r i a t i o n s  for oil and gas matters. T h e s e  a p p r o p r i a t i o n s  
w o u l d  p r o v i d e  funds for the c o n t i n u a t i o n  of l i t i g a t i o n  in two 
m a j o r  oil and gas cases: the oil and gas c o r p o r a t e  income tax
case and the T r a n s - A l a s k a  P i p e l i n e  r a t e  case. T h e  a p p r o­
pri a t i o n s  w o u l d  n o t  lapse at the end of a n y  fiscal year. The 
r e c i p i e n t s  of the a p p r o p r i a t i o n s  w o u l d  be the D e p a r t m e n t  of 
Law, the D e p a r t m e n t  of Revenue, and the A l a s k a  P i p e l i n e  C o m­
mission.

I a m  r e q u e s t i n g  $ 2 , 0 7 0 , 6 0 0  for the oil and gas c o r p o r a t e  
income t a x  case. This m o n e y  w o u l d  be d i v i d e d  b e t w e e n  the 
D e p a r t m e n t  of L a w  and the D e p a r t m e n t  of Revenue. At the 
p r e s e n t  time the amount is e x p e c t e d  to be e x p e n d e d  over a 
t h r e e - y e a r  time period. The D e p a r t m e n t  of L a w  is to r e ceive 
$ 1 , 0 2 7 , 6 0 0  b r o k e n  down as follows: $ 5 2 6 , 7 0 0  for p e r s o n a l
services, $36,000  travel, $445, 5 0 0  for c o n t r a c t u a l  expenses, 
$11,300  for c o m modities ; and $8,100 for equipment. The m a j o r  
p o r t i o n  of this r e q u e s t  is for p e r s o n a l  services and c o n­
tractual expenses, w h i c h  will be spent for l i t i g a t i o n  p e r­
sonnel, expert w itnesses, and e x p e r t  advice. The p ersonal 
services p o r t i o n  of the a p p r o p r i a t i o n  will be u s e d  to fund two 
a t t o r n e y  V's, one a s s o c i a t e  a t t o r n e y  II and one legal s e c r e­
tary for the case. The c o n t r a c t u a l  m o n e y  will be used  to 
p r o v i d e  a p p r o x i m a t e l y  $75,000 for a s s i s t a n c e  f r o m  legal 
experts and law professors, $75,000 for a s s i s t a n c e  fr om 
s p e c i a l i z e d  state tax practi o n e r s ,  and $ 2 5 0 , 0 0 0  for 
s p e c i a l i z e d  tax and business c o n s u l t a n t s  to be used b o t h  for 
advice and as e xpert w i t n e s s e s  at trial. The b a l a n c e  of the 
c o n t r a c t u a l  e x p e n d i t u r e  is for e m p l o y e e  support costs such as 
t e l e p h o n e  and postage. In addition, the D e p a r t m e n t  of L a w  
will be p r o v i d i n g  b e t w e e n  two and five a t t o r n e y s  out of its 
r e g u l a r  o p e r a t i n g  b u d g e t  d e p e n d i n g  on the p a r t i c u l a r  needs of 
the case at the time.



T he D e p a r t m e n t  of R e v e n u e  will r e c eive the b a l a n c e  of the 
a p p r o p r i a t i o n  for the oil and gas c o r p o r a t e  i n c o m e  tax case. 
T h e  a m o u n t  to be r e c e i v e d  b y  the D e p a r t m e n t  of R e v e n u e  is 
$1,043,000. The a m ount is e x p e c t e d  to be spent as follows: 
$457, 8 0 0  for p e r s o n a l  services, $ 1 2 0,000 for travel, $ 4 6 2 , 0 0 0  
for contra c t u a l ,  $ 1 , 2 0 0  for commodities , and $ 2,400 for e q u i p­
ment. T h e  a m o u n t s  r e q u e s t e d  will cover a t h r e e - y e a r  time span 
for a t a s k  force f r o m  the d e p a r t m e n t  to w o r k  w i t h  the D e p a r t­
m e n t  of L a w  on the oil and gas income tax li tiga t i o n .  The 
task force w i l l  c o n s i s t  of three r e v e n u e  f i e l d  a u d i t o r  II's, 
their c ommod i t i e s ,  equipment, and travel. The c o n t r a c t u a l  
amount of $ 4 6 2 , 0 0 0  is for c o n s u l t a n t  s e r vi ces w i t h  CPA's a n d  
economi sts.

T h e  p u r p o s e  of t he a p p r o p r i a t i o n  c o n c e r n i n g  the T r a n s - A l a s k a  
P i p e l i n e  r ate case is to fund the p r o c e e d i n g  to its c o n­
clusion. The a m o u n t  r e q u e s t e d  for the T r a n s - A l a s k a  P i p e l i n e  
p r o c e e d i n g  is $25,607,200, w i c h  the D e p a r t m e n t  of L a w  to 
r e c e i v e  $ 2 4 , 5 5 1 , 0 0 0  a n d  the A laska P i p e l i n e  C o m m i s s i o n  to 
r e c e i v e  $ 1 ,0 56,200.

T h e  a p p r o p r i a t i o n  to be r e c e i v e d  b y  the D e p a r t m e n t  of L a w  will 
be u s e d  (1) to p a y  the state's outside coun sel a r I c o n s u l t a n t s  
an d  (2) to f u n d  a n  a t t o r n e y  VI p o s i t i o n  in the D e p a r t m e n t  of 
L a w  to s erve as p r o j e c t  director, a n d  an a c c o u n t i n g  c l e r k  II 
po s i tion. P r e s e n t  e s t i mates of the time p e r i o d  for the e x­
pe n d i t u r e  of this a p p r o p r i a t i o n  is to the e n d  of f i scal yea r
1986. It is r e a s o n a b l e  to expect that some p o r t i o n  of the 
ac t i v i t i e s  w i l l  slip into f i s c a l  year 1987; the funds r e­
quested, however , will fund those ac tivities.

The p u r p o s e  of the tariff p r o c e e d i n g  is to d e t e r m i n e  the 
a m o u n t  that p i p e l i n e  o w n e r s  m a y  charge for the s h i p m e n t  of a 
barrel of oil t h r o u g h  the T r a n s - A l a s k a  P i p e l i n e  f r o m  P r u d h o e  
Bay to Valdez. T h e  a mo unt charged for the s h i p m e n t  has a 
direct r e l a t i o n  to the amount the s t a t e  receiv es b o t h  for 
r o y a l t y  oil and for its s e v e r e n c e  and c o r p o r a t e  i n c o m e  tax. 
Basically, the h i g h e r  the tariff, the lower the w e l l h e a d  v a l u e  
of P r u d h o e  Bay oil and c o n s e q u e n t l y  the less the s tate r e­
ceives for its r o y a l t y  shar e and from taxes. Further, a l o w  
tariff will aid in the exploration, discovery, a n d  p r o d u c t i o n  
of n e w  fields on the N o r t h  Slope b y  m a k i n g  m a r g i n a l  fields 
m o r e  economic.

The T r a n s - A l a s k a  P i p e l i n e  p r o c e e d i n g  has b e e n  d i v i d e d  into two 
phases: P h a s e  I was to d e t e r m i n e  the m e t h o d o l o g y  or f o r m u l a
to be u s e d  to set oil p i p e l i n e  tariffs, and P h a s e  II w o u l d  
address the a c c u r a c y  and a p p r o p r i a t e n e s s  of the s p e c i f i c  
nu mbers r e p o r t e d  b y  the p i p e l i n e  owners (for e x a mple the 
amounts e x p e n d e d  to b u i l d  the pipe" T f ;). P h a s e  I of the case 
has b e e n  d e c i d e d  b y  the a d m i n i s t r  . -> law judge, w i t h  the



re s u l t  g e n e r a l l y  f a v o r a b l e  to the state. T h a t  p o r t i o n  of the 
case is n o w  on appeal to the full c o mm ission. It is e x p e c t e d  
that any d e c i s i o n  b y  the full c o m m i s s i o n  w i l l  be a p p e a l e d  to 
the c o urts a n d  e v e n t u a l l y  to the U. S. S u p r e m e  Court.
$ 8 3 5 , 0 0 0  of the r e q u e s t e d  a m o u n t  is e x p e c t e d  to be a l l o c a t e d  
to the P h a s e  I effort, w i t h  $ 7 8 2 , 0 0 0  e x p e c t e d  to be e x p e n d e d
for lawyers, and $ 5 3 , 0 0 0  e x p e c t e d  to be e x p e n d e d  for other
d i s b u r s e m e n t s .

P h a s e  II of the case is a m o r e  c o m ple x and d e t a i l e d  p r o­
ceeding, r e q u i r i n g  e x t e n s i v e  d i s c o v e r y  and a n  e x t e n s i v e  
p r e s e n t a t i o n  of facts. The P h a s e  II case has as its m ajor
c o m p o n e n t  the a t t a c k  o n  the p r u d e n c e  of the costs i n c u r r e d  b y
the p i p e l i n e  c o m p an ies in b u i l d i n g  the T r a n s - A l a s k a  Pipeline. 
It is e x p e c t e d  that e x t e n s i v e  d i s c o v e r y  wil l c o n t i n u e  until  
the end of 1981, w i t h  hearings b e g i n n i n g  s h o r t l y  t h e r e a f t e r  
and l a s t i n g  a p p r o x i m a t e l y  two years. It is e x p e c t e d  that 
b r i e f s  w i l l  be filed w i t h  the a d m i n i s t r a t i v e  law j u d g e  in 
1984, w i t h  a n  appeal to the c o m m i s s i o n  in 1985, and p r o­
ceedings in the courts t h r o u g h  1986 a n d  p o s s i b l y  fiscal year
1987. T h e  b u l k  of the amount r e q u e s t e d  for the D e p a r t m e n t  of 
L a w  is to fund the efforts r e l a t i n g  to the cost of c o n­
st r u c t i o n  issues over the next five to six years. T h e  amount 
for this p o r t i o n  of the l i t i g a t i o n  is e s t i m a t e d  to be 
$ 2 1 , 9 9 4 , 0 0 0  to be spent as follows: $ 7 , 0 0 1 , 0 0 0  for lawyers,
$ 1 , 1 3 1 , 0 0 0  f o r  inv estigators,  $ 3 , 0 2 9 , 0 0 0  for p a ra legals, and 
$ 2 , 3 2 9 , 0 0 0  for d o c u m e n t  e v a l u a t i o n  and c o m p u t e r  a n a l y s i s  o f  
the m i l l i o n s  of d o c u ments to be r e v i e w e d  and analysed, 
$ 6 , 9 6 6 , 0 0 0  for c o n s u l t a n t s  a nd expert testimony, and 
$ 1 , 5 3 8 , 0 0 0  f o r  o t h e r  expenses such as travel, depositions, 
p r i n t i n g  and copying, and commodities. T h e  issues i n  P h a s e  
II, a p a r t  f r o m  cost of const ruction, are e x p e c t e d  to r e q u i r e  
the e x p e n d i t u r e  of $4 ,552 , 0 0 0  over the next  five  years, w i t h  
$ 1 , 8 0 4 , 0 0 0  to be e x p e n d e d  for lawyers, $ 8 1,000  for paral egals, 
a n d  $ 2 , 6 6 7 , 0 0 0  for consultants. Finally, $ 7 5 0 , 0 0 0  is r e­
qu e s t e d  for the D e p a r t m e n t  of L a w  for a d m i n i s t e r i n g  and o v e r­
seeing the e x p e n d i t u r e s  of m o n e y  and the procee d i n g .  T h e  
D e p a r t m e n t  of L a w  m o n e y  w o u l d  be to fund an a t t o r n e y  VI p o s i­
tion for the d u r a t i o n  of the l i t i g a t i o n  to serve as p r o j e c t  
d i r e c t o r  and also to fund an a c c o u n t i n g  clerk II p o s i t i o n  for 
that period.

The a m o unts r e q u e s t e d  for the A laska P i p e l i n e  C o m m i s s i o n  total 
$1,056,200. Of that amount, $ 9 0 2,300  is for p r o f e s s i o n a l  
services, and $ 1 5 3 , 9 0 0  is for a d m i n i s t r a t i o n  and other e x­
penses .

T he A l a s k a  P i e p l i n e  C o m m i s s i o n  r e g u l a t e s  i n t r a - s t a t e  oil and 
gas c o m m o n  c a r r i e r  pipelines. The c o m m i s s i o n ' s  staff has, 
over the last three years, taken s u b s t a n t i a l  r e s p o n s i b i l i t y  
for the p r e s e n t a t i o n  of e v i d e n c e  on variou s issues to the



commi s s i o n ,  i n c l u d i n g  issues c o n c e r n i n g  cost overruns, 
ju r i s d i c t i o n ,  the m e t h o d o l o g y  to be u s e d  in d e t e r m i n i n g  
i n t r a - s t a t e  t a r i f f  rates, and issues c o n c e r n i n g  special 
c a r r i e r  rules. S i n c e  the state has i n t e rests  or p o s i t i o n s  
w h i c h  are d i f f e r e n t  f r o m  those of the APC staff, it is 
n e c e s s a r y  to h i r e  o ther legal and t e c h n i c a l  exp erts to a i d  the 
AP C  s t a f f  in its TAPS case p r e p a r a t i o n  and i n v e s t i g a t i o n .

F u n d i n g  of this b u d g e t  r e q u e s t  will avoid c o n f l i c t s  of i n­
ter e s t  b e t w e e n  the state and the com mission, a n d  it w i l l  
e n a b l e  the A P C  to c o n t i n u e  to meet its r e s p o n s i b i l i t i e s  for 
the i n t r a s t a t e  T A P S  p r o c e e d i n g .  F u n d i n g  is e x c l u s i v e l y  to m e e t  
costs for the d u r a t i o n  of the T A P S - p r o c e e d i n g s . It does n o t  
i n c l u d e  o n - g o i n g  o p e r a t i n g  b u d g e t  costs for c ommis s i o n e r s ,  
s taff salaries, a n d  o t h e r  APC expenses. F u n d i n g  for these 
a c t i v i t i e s  w i l l  be r e q u e s t e d  t h r o u g h  n o r m a l  o p e r a t i n g  b u d g e t  
requests.

Sincerely,

S ' / J S / V

J a y  S.- H a m m o n d
G o v e r n o r




