


§ 43.20.072 A l a s k a  St a tu te s § 43.20.072
§ 43.20.072

(F ile  Nos. 5762 .5815), P.2d (1983). o f Revenue. Sup. Ct. Op. No. 2269 (File No.
W hen sa le  hs.3 ta k en  p la ce . — A sale 4255). 622 P.2d 967 (1981), appeal

has taken place when crab are delivered to dism issed. 454 U.S. 1131, 102 S. Ct. 986.
the piT>cessor in A laska under a previously 71 L. Gd. 2d 284 (1982), decided under
negotiated contract. Sjong v. State, Dep’t former AS 43.20.130.

Sec. 43.20.072. Oil and  gas p roducers  and pipelines, (a) All 
business income of a taxpayer engaged in the production of oil or gas 
from a lease or property in this state or engaged in the transportation 
of oil or gas by pipeline in this state shall be apportioned to this state 
in accordance with the Multistate Tax Compact (. S 43.19) as modified 
by this section.

(b) A taxpayer’s business income to be apportioned under this sec­
tion to the state shall be the federal taxable income e; the taxpayer’s 
consolidated business for the tax period, except that

(1) taxes based on or measured by net income that are deducted in 
the  determination of the federal taxable income shall be added back;

(2) intangible drilling and development costs that are deducted as 
expenses under 26 U.S.C. 263(c) (Internal Revenue Code) in the deter­
mination of the federal taxable income shall be capitalized and depre­
ciated as if the option to treat them as expenses: under 26 U S.C. 263(c) 
(Internal Revenue Code) had not been exercised;

(3) depletion deducted on the percentage depletion basis under 26 
U.S.C. 613 (Internal Revenue Code) in t .n  determination of the federal 
taxable income shall be recomputed and deducted on the cost depletion 
basis under 26 U.S.C. 612 (Internal Revenue Code) and
ft(4) depreciation-shall. be computed on the basis ;oft.26. U.S.C. 167 

^ (In te rn a l Revenue Code) as th a t section read cn June 30^981-,
(c) A taxpayer’s business income shall be apportioned to this state by 

multiplying the taxpayer’s income determined under (b) of this section 
by the apportionment factor applicable to the taxpayer among the 
following factors:

(1) the apportionment factor of a taxpayer subject to this section but 
not engaged in the production of oil and gas from a lease or property 
in this state during the tax period is a fraction, the numerator of which 
is the sum of the property factor under the Multi state Tax Compact (AS 
43.19) and the sales factor under (d) of this section for the taxpayer for 
tha t tax period, and the denominator of which is two;

(2) the apportionment factor of a taxpayer subject to this section but 
not engaged in the pipeline transportation of oil or gas in this state 
during the tax period is a fraction, the numerator of which is the sum 
of the property factor under (e) of this section and the extraction factor 
under (f) of this section for the taxpayer for the tax period, and the 
denominator of which is two;

(3) the apportionment factor, of a taxpayer engaged both in the pro­
duction of oil or gas from a lease or property in this state and in the 
pipeline transportation of oil or gas in this state during the tax period
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1ST. Depreciation

.ti tK-neral ru le .— T h e r e  sh a l l  be a l lo w e d  a.1, a d e p rec ia t io n  de- 
. - i .n  a rea so n a b le  a l lo w a n c e  fo r  th e  ex h a u st io n ,  w ear  and tear
• a reasonable a llowance for  ob so lescen ce)—

I ) o f  property  u sed  in th e  trad e  or  b u s in e ss ,  or  

2 1 o f  property  he ld  fo r  th e  prod u ction  o f  incom e,  

in U<e o f  c er ta in  m eth o d s  an d  ra tes .— F o r  taxab le  y e a r s  en d in g  
••••:• . v e e m u e r  31, 1953, th e  te rm  “ rea so n a b le  a l lo w a n ce"  a s  u sed  in 
: non i a )  shall include (b u t  shall not  be limited to )  an allow-

. .. -  icm p u ted  in a c c o r d a n c e  w ith  r e g u la t io n s  prescr ib ed  by the  
n-iary, under an y  o f  th e  fo l lo w in g  m e th o d s:

1) th e  s t r a ig h t  l in e  m ethod ,

2) th e  d ec l in in g  b a la n c e  m ethod , u s in g  a ra te  not e x c e e d in g
• vice the  ra te  w h ich  w o u ld  h a v e  been u sed  had th e  an n u a l  al-  

■vance been com p u ted  u n d er  th e  m ethod d escr ib ed  in para-
•raph ( 1 ) ,

-■’.) th e  su m  o f  the  y e a r s -d ig i t s  m ethod , and

4» a n y  o th e r  c o n s i s t e n t  m eth o d  prod u ct ive  o f  an an n u a l  al- 
. w ance w h ich ,  w h en  added  to all a l lo w a n c e s  fo r  th e  period
• ''rr.mencing w ith  the  ta x p a y er 's  u se  o f  th e  property  and in c lu d -

the  ta x a b le  year, do es  not,  d u r in g  th e  f i r s t  tw o -th ir d s  o f  the  
useful l i fe  o f  th e  prop erty ,  e x c eed  th e  tota l o f  su c h  a l lo w a n c e s  
which w ou ld  hav e  b een  used  h a d 's u c h  a l lo w a n c e s  been  co m p u t­
ed under th e  m ethod  d escr ib e d  in p arag rap h  (2 ) .

Nothing in th is  su b s e c t io n  sh a l l  be co n stru ed  to l im it  or r ed u c e  an  
i- lowance o th e r w is e  a l lo w a b le  u n d er  s u b s e t  ion ( a ) .

( c > L im ita t ion s  on  u se  o f  c e r ta in  m eth o d s  and rates .— P a r a g r a p h s  
. i*3) and (4 )  su b s e c t io n  ( b )  sh a l l  a p p ly  on ly  in th e  c a se  o f  

froperty (o t h e r  th a n  in ta n g ib le  p r o p e r ty )  d escr ibed  in su b sec t io n  
•*) with a u se fu l  l i f e  o f  3 y e a r s  or m ore—

■1) th e  c o n s tru c t io n ,  r ec o n s tr u c t io n ,  or erec t ion  o f  w h ic h  is 
completed a f t e r  D ecem b er  31. 1953, and th en  o n ly  to  th a t  por­
tion o f  th e  b a s i s  w h ic h  is  p ro p er ly  a ttr ib u ta b le  to su c h  c o n ­
struction , r e c o n stru c t io n ,  or e r ec t io n  a f t e r  D ecem b er  31, 1953, 
or

■2) acq u ired  a f t e r  D ece m b er  31, 1953, i f  the  o r ig in a l  u se  o f  
•-uch property  c o m m en ces  w ith  the  ta x p a y er  and c o m m en c es  a f t ­
er such date.

,fl) A greem en t  a s  to u s e f u l  l i f e  on w h ic h  d e p rec ia t ion  ra te  is  
. iceri. Where, un d er  r e g u la t io n s  p rescr ib ed  by  the S ecr e ta ry ,  the  

aver r»nd the  S e c r e ta r y  have, a f t e r  A u g u s t  16, 1954, e n tered  into
• iivreement in w r i t in g  s p e c i f i c a l ly  d e a l in g  w ith  th e  u se fu l  l i f e  and  
. • 01 f'°P rec ia t ion  o f  a n y  p roperty ,  th e  ra te  so  a g r eed  upon  sh a l l

•'•r‘d ing on both th e  ta x p a y e r  an d  the  S ec r e ta r y  in th e  a b sen ce  o f
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J a n u a r y  2 3 ,  1 9 8 5

The H o n o r a b l e  B e n  G r u s s e n d o r f  
S p e a k e r  o f  the H o u s e  
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  .
J u n e a u -  A K  99811 * • v-

D e a r  R e p r e s e n t a t i v e  G r u s s e n d o r f :

U n d e r  t h e  a u t h o r i t y  o f  art. Ill, sec. 18, o f  the A l a s k a  
C o n s t i t u t i o n ,  I a m  t r a n s m i t t i n g  a b i l l  r e l a t i n g  to a l l o w a b l e  
d e p r e c i a t i o n  m e t h o d s  for o i l  a n d  g a s  p r o d u c e r s  a n d  p i p e­
lines.

S e c t i o n  1 o f  the b i l l  r e p e a l s  a s t a t u t o r y  p r o v i s i o n  that 
r e q u i r e s  c o r p o r a t i o n s  e n g a g e d  in o i l  o r  gas p r o d u c t i o n  or  
p i p e l i n e  t r a n s p o r t a t i o n  to use a d e p r e c i a t i o n  m e t h o d  a l l o w e d  
u n d e r  sec. 167 o f  the I n t e r n a l  R e v e n u e  Code, as t h a t  s e c t i o n  
r e a d  o n  Ju n e  30, 1981. (26 U.S.C. sec. 167.) R e p e a l  o f
this p r o v i s i o n  w i l l  a l l o w  t h e s e  c o r p o r a t i o n s  to use the A C R S  
( a c c e l e r a t e d  c o s t  r e c o v e r y  system) m e t h o d  o f  d e p r e c i a t i o n ,  
w h i c h  is the m e t h o d  n o w  p e r m i t t e d  by  f e d e r a l  l a w  and u s e d  by 
m c s t  t a x p a y e r s  for f e d e r a l  p u r p o s e s .

The c u r r e n t  p r o v i s i o n  c r e a t e s  p r o b l e m s  b o t h  for t a x p a y e r s  
a n d  the D e p a r t m e n t  o f  R e venue. S t r i c t  c o m p l i a n c e  by  t h e  o i l  
a n d  g a s  c o m p a n i e s  is v i r t u a l l y  i m p o s s i b l e ,  b e c a u s e  t h e  law 
r e q u i r e s  s e p a r a t e  a c c o u n t i n g  for a c o r p o r a t i o n ' s  w o r l d w i d e  
assets. L i k e w i s e ,  t h e  l a w  is d i f f i c u l t  for the d e p a r t m e n t  
to a d m i n i s t e r .  Fi r s t ,  the d e p a r t m e n t  d o e s  n o t  n o w  h a v e  r e­
sou r c e s  o r  p e r s o n n e l  a v a i l a b l e  to a u d i t  a m a j o r  p e t r o l e u m  
c o m p a n y ' s  w o r l d w i d e  d e p r e c i a t i o n  e x p e n s e .  S e c o n d l y ,  b e c a u s e  
the s t a t e  d e p r e c i a t i o n  d e d u c t i o n  d o e s  not c o n f o r m  to f e d e r a l  
d e p r e c i a t i o n ,  the d e p a r t m e n t  is u n a b l e  to r e l y  on  s o u r c e s  
s u c h  as the I n t e r n a l  R e v e n u e  S e r v i c e  a n d  i n d e p e n d e n t  a c­
c o u n t a n t s  to v e r i f y  a c c u r a c y  o f  d e d u c t i o n s  r e p o r t e d .

W h i l e  r e p e a l  w i l l  b e n e f i t  b o t h  t h e  d e p a r t m e n t  a n d  the c o m­
panie s ,  r e v e n u e s  w i l l  n o t  be  a f f e c t e d .  T h e  e x i s t i n g  l a w  
r e n d e r s  no a d d i t i o n a l  r e v e n u e s  to t h e  state, o t h e r  t h a n  
r e v e n u e s  i n d i r e c t l y  g e n e r a t e d  as a r e s u l t  o f  the a c c e l e r a t e d  
c o l l e c t i o n  o f  r e v e n u e s .  U n d e r  t h e  c u r r e n t  law, t h e r e  is no 
d i f f e r e n c e  in the t o t a l  d e p r e c i a t i o n  e x p e n s e  u l t i m a t e l y  
taken, a l t h o u g h  t h e r e  m a y  be a d i f f e r e n c e  in t h e  p e r i o d  o f



t i m e . o v e r  w h i c h  an a s s e t  is d e p r e c i a t e d .  W h i l e  this t i m i n g  
d i f f e r e n c e  m a y  r e s u l t  in i n c r e a s e d  r e v e n u e s  in e a r l i e r  
y e a r s ,  the a c c e l e r a t i o n  is o f f s e t  by a c o r r e s p o n d i n g  d e­
cr e a s e  in r e v e n u e s  in s u b s e q u e n t  years.

S e c t i o n  2 o f  the b i l l  m a k e s  the c h a n g e  in c u r r e n t  law a p­
p l i c a b l e  to t a x  y e a r s  b e g i n n i n g  a f t e r  D e c e m b e r  31, 1984.

V

S i n c e r e l y ,

]
G o v e r n o r
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An Act relating to allowable depreciat ion methods for oil and 
gas producers and pipelines —

A n a l y s i s :

Currently corporations engaged in oil or gas production or 
pipeline transportation in Alaska are required to use a 
different depreciation method for Alaska income tax purposes 
than the method used for Federal income tax purposes. The 
effect of the current depreciation provision is to create a 
difference in the time the depreciation expense is taken on the 
federal return  and the time the depreciat ion expense is taken 
on the Alaska return. There should be no difference in the 
total depre ciation expense u ltima t e l y  taken. For Alaska, this 
law is most advantageous when the timing difference results in 
a smaller dep reciation deduction for Alaska purposes in the 
earlier years of an asset's useful life as the state's revenues 
are then accelerated. This acceleration, however, will be 
offset by a corresponding decrease in revenues in later years. 
In summary, the existing law renders no additional revenues to 
the state other than ose indirectly generated as a result of 
the accelerated collection of revenues.

The proposed amendment to AS 43.20.072 would return 
corporations engaged in oil or gas production or pipeline 
transportation in Alaska tu a federal basis for depreciation.
It is impossible to determine the exact impact on the state's 
revenues as a result of this amendment. There may be a s h o r t­
term decrease in revenues, however, over the long-term there 
should be no impact on the state's revenues.
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An Act relating to allowable depreciation methods for oil and 
gas producers and pipelines —

A n a l y s i s :

Currently corporations engaged in oil or gas production or 
pipeline transportation in Alaska are required to use a 
different depreciation method for Alaska income tax purpose:; 
than the method used for Federal income tax purposes. The 
effect of the current depreciation provision is to create a 
difference in-the-time the-depreciation- expense i-s taken on the 
federal return and the time the depreciation expense is taken 
on.;the Alaska return. There should be no d ifference in the 
total 'depreciation expense ultima t e l y  taken. For Alaska, this 
law.is most advantageous when tho timing difference results in 
a smaller depreciation deduction for-Alaska purposes in the 
earlier years of an asset's useful life as the state's revenues 
are then accelerated. This acceleration, however, will be 
offset by a corresponding decrease in revenues in later years. 
In summary, the existing law renders no additional revenues to 
the tfSite other than those indirectly generated as a result of 
the ’> • -derated collection of revenues.

The proposed amendment to AS 43.20.072 would return 
corporations engaged in oil or gas production or pipeline 
transportation in Alaska to a federal basis for depreciation. 
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S U M M A R Y / E X P L A N A T I O N  OF I N T E N T

The essential effect of the current depreciation provision in 
the law is to create a difference between the time w h e n  the 
depreciation expense is taken on the federal return and the 
time depreciation expense is taken on the Alaska return. There 
is no difference in the total dep reciation expense ultima t e l y  
taken although there may be a difference in the period of time 
over which an asset is depreciated. For Alaska, this law is 
most advantageous when the timing difference results in a 
smaller depreciation deduction for Alaska purposes in the 

.earlier years of an asset's useful life, as the state'.s 
revenues.are then accelerated. This acceleration, however, 
will be offset by a corresponding decrease in revenues in later 
years. Among the returns filed for 1982, the first year the 
law was in effect, there were some cases where the depreciation 
deduction for Alaska purposes was greater than that taken for 
federal purposes, resulting in a deferral of revenues. After 
netting this adjustment for all the oil and gas companies in 
1982, this law resulted in approxi mately $5 million in 
accelerated revenues.

From the taxpayer's viewpoint, the benefits the state derives 
from this acceleration of revenues are not commensurate with 
the burdens of efforts and costs required of the taxpayers to 
comply specifically with the unique demands of Alaska's law. A 
special computer program and separate accounting for a 
corporation's .Worldwide assets would be necessary to meet the 
law's'exact requirements. None of the oil and gas companies 

.audited to date have fulfilled the letter of the law; instead 
all have substituted calculations prepared for other purposes 
that approximated the Alaska requirement. It has been 
necessary for the department to deal with the variations by 
regulation.

From the Audit Division's standpoint, practically speaking, the 
law is exceedingly difficult, if not impossible, to administer 
effectively and efficiently because of the difficulty in 
auditing the taxpayers' compliance w i t h  it. An audit, of a 
major petroleum company's worldwide dep reciation expense is far 
beyond the scope of the Division's audits. B y  divorcing 
Alaska's depreciation deduction from the federal depreciation, 
the law deprives the state of its a b i l i t y  to rely on third 
parties such as the IRS and independent CPA's to insure the 
a ccuracy of the depreciation deduction. This reliance on third 
party policing is especially desirable in the instance of 
depreciation since the Division itself does not comprehens ively 
audit the deduction.



Further complicating the situation as it stands, is the fact 
that, absent some very involved and retailed recordkeeping by 
the taxpayers, for certain other items of income and expens e 
affected by depreciation expense, uch as the computation of 
gain or loss upon the deposition of an asset and the r e l evan t 
Section 1245 and 1250 recapture, the amounts reported w i l l  not 
properly reflect the federal/state differences. It is h i g h l y  
unlikely that taxpayers will prepare the requisite records; 
hence, more erroneous reporting will result.

In summary, the existing law renders no additional revenu es to 
, the state other than those indirectly generated as a r e s u l t  of 
the-accelerated collection of revenues. Furthermore, the 
existing law is not being faithfully complied with by the 
taxpayers and cannot s atisfactori ly be audited by the A u d i t  
Division*. The effect of the amendment to the law would be to 
return taxpayers to a federal basis for depreciation. This 
change would promote c onfor mity with the law and enhances its 
effective administration.
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