


S T E V E  C D W P E R

S  T  A T  E  O  F  A  I .  A  S  IC A
□ F F I C E  □ t h e  G O V E R N O R

J u n e a u

A p r i l  19, 1987

T h e  H o n o r a b l e  T i m  K e l l y  
C h a i r ,  S e n a t e  L a b o r  and 

C o m m e r c e  C o m m i t t e 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. Box V 
J u n e a u ,  A K  99811

D e a r  S e n a t o r  Ke l l y :

A s  y o u  a r e  aware, HB 124 is in y o u r  c o m m i t t e e .  I feel this 
l e g i s l a t i o n  is q u i t e  i m p o r t a n t  t o  t h e  p r o p e r  o p e r a t i o n  and 
f u n c t i o n i n g  o f  m y  a d m i n i s t r a t i o n .

I w o u l d  a p p r e c i a t e  y o u r  c o m m i t t e e  r e v i e w  and a c t i o n  on this 
l e g i s l a t i o n  a n d  y o u r  p e r s o n a l  a s s i s t a n c e  to m o v e  th i s  b i l l  
out of  y o u r  c o m m i t t e e .  As w e  b o t h  know, t h i s  l e g i s l a t i v e  
s e s s i o n  w i l l  s o o n  b e  d r a w i n g  to a close.

If y o u  h a v e  a n y  q u e s t i o n s  p l e a s e  c o n t a c t  m y  l e g i s l a t i v e  
o f f i c e  a n d  e i t h e r  G e o r g e  o r  B o b  w i l l  s e e  that the a p p r o p r i­
ate p e o p l e  p r o m p t l y  r e s p o n d  to you.

T h a n k  y o u  for y o u r  c o n t i n " ^  s n n n n r f .

'Steve C o w p e r  
G o v e r n o r



„ 3 T E V E  C O W P E R
f  g o v e r n o r

S t a t e  o f  A  i. a  s  it a

o r r i c c  o f  t h e  g o v e r n o r
J  V  N  K  A  V

February 10, 1987

T h e  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. P o x  v  
J u n e a u ,  A K  99811

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  the 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 am t r a n s m i t t i n g  a bi l l  r e l a t i n g  to the oil 
a n d  gas c o n s e r v a t i o n  tax.

T h e  p r i m a r y  p u r p o s e  o f  the b i l l  is to a d j u s t  ’-he e x i s t i n g  
oil and gas c o n s e r v a t i o n  tax in AS 4 3 . 5 7 . 0 1 0  to p r o v i c e  
e n o u g h  a d d i t i o n a l  r e v e n u e  to the s t a t e  to c o v e r  the a m o u n t  
of the o p e r a t i n g  c o s t s  o f  the A l a s k a  Oil and Gas 
Conservation. C o m m i s s i o n  ("commission") . A n  o i l  a n d  gas 
c o n s e r v a t i o n  tax is i n c l u d e d  in m o s t  o f  the c o n s e r v a t i o n  
A c t s  o f  the 30 o i l  a n d  gas p r o d u c i n g  states. T h e  tax w o u l d  
be in the a m o u n t  o f  four m i l l s  p e r  b a r r e l  o f  c r u d e  oil and
5 0 . 0 0 0  c u b i c  feet o f  n a t u r a l  gas. P r o c e e d s  fr o m  the tax 
w o u l d  be p l a c e d  in the g e n e r a l  fund. T h e  c o m m i s s i o n  has 
c a l c u l a t e d  th a t  a p p r o x i m a t e l y  2 2 , 6 8 0 , 0 0 0  wc Id b e  c o l l e c t e d  
a n n u a l l y  if th i s  b i l l  w e r e  ena c t e d .

T he c o n c e p t  o f  a tax r e l a t e d  to oil and gas c o n s e r v a t i o n  
a c t i v i t i e s  is not n e w  to the state. S e c t i o n  15, ch. 40, SLA 
1955, w h i c h  c r e a t e d  the c o m m i s s i o n ,  p r o v i d e d  f u n d i n g  by 
l e v y i n g  a tax o n  the g r o s s  a m o u n t  of o i l  a n d  gas p r o d u c e d .  
T h e  tax ra t e  w a s  t h e n  fi"'e m i l l s  p e r  b a r r e l  o f  oil a n d  p e r
5 0 . 0 0 0  c u b i c  feet o f  n a t u r a l  gas. A f t e r  s t a t e h o o d ,  sec. 15 
b e c a m e  A S  3 1 . 0 5 . 1 3 0  a n d  3 1 . 0 5 . 1 4 0 .

T h e  o r i g i n a l  t a x  w a s  r e p e a l e d  e f f e c t i v e  J u l y  1, 1970, by ch. 
247, SLA 1970.

E f f e c t i v e  J u l y  1, 1974, AS 4 3 . 5 7 . 0 1 0 ,  the O i l  and Gas R e g u­
la t i o n  and C o n s e r v a t i o n  Tax, w a s  e n a c t e d .  Sec. 1, ch. 5, 
F S S L A  1973. T h i s  ta:: in s t i l l  in e f f ect. It a s s e s s e s  a tax 
o f  1.25 m i l l s  ( o n e - e i g h t h  of  o n e  cent) p e r  b a r r e l  of oil, a 
75 p e r c e n t  r e d u c t i o n  fr o m  the a m o u n t  o f  the c o n s e r v a t i o n  tax 
le v i e d  u p  to J u l y  1, 1970. T h e  a m o u n t  o f  r e v e n u e  g e n e r a t e d
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by t h i r  tc.:: is n e t  e v e n  ^ q u a l  to the o p e r a t i n g  cor.tn o f  
c o m m i s s i o n ,  and m a y  b o  p e r c e i v e c  b y  the o i l  a n d  g a s  indus 
as l i t t l e  m o r e  th a n  a " n u i s a n c e  t a x." A s  d e s c r i b e d  ear.1 ic.v, 
the t a x  in A C  f.2.5”. CIO w o u l d  be a d j u s t e d  to i n c l u d e  a tax 
on p r o d u c t i o n  o f  natural ce.r , and t o  i n c r e a s e  the a m o u n t  o l  
the tax. z
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REQUEST

S T A T E  O F  ALA SK A . 1987 L E G I S L A T I V E  S E S S I O N  
' F I S C A L  N O T E

Bill version: HB 124
Publish Date: H O U S E  2/11/f

FISCAL DETAIL
Bill/Resolution N o .: 77T-.rt7 -0074 
T it le : An A c t relating LO Oil

and uas conservation Tax.

Agency Affected: Oil & Sas Conservation Com. 
B R U :_____________________________ _____

Sponsor: Kules
Requestor: 'governor
Date o f Request:.

Components:,

EXPENDITURES/REVENUES : (Thousands of Dollars)
OPERATING FY 87 FY 88 FY 89 FY 90 FY 91 FY 92

PERSONAL SERVICES 
TRAVEL 
CONTRACTU A. 
SUPPLIES 
EQUIPMENT 
LAND & STRUCTURES 
GRANTS, CLAIMS 
MISCELLANEOUS

•

TOTAL OPERATING 0

CAPITAL

REVENUE 2402.8 2212.9 1927.5

"T5oTT
1 6 8 4 . 9
o t U . T

1 3 / 8 . 0

“ TOTS "Loss by AS 43.57 repeal 745.2
FUNDING : (Thousands of Dollars)

6 6 0 . 9

GENERAL FUND 
FEDERAL FUNDS 
OTHER 
TOTAL

POSITIONS :

FULL-TIME
PART-TIME
TEMPORARY 1

Prudhoe Oil Pool and Knparak Oil

Pool initiating a production decline rate of 15% star''1/"9
Lisbourne Oil Pool on stream July 1, 1987 at 100,000 b/d; and cndicott Oil
Pool on stream July 1, 1986 at 100,000 b/d.

Prepared by: Chat Chatterton / *  ^  279-H33

Division : ____________________ __________ _________________________ Date: _____________________

Approved by Commissioner: ______^  Date: H  / iH / < K _______
A gen cy :___________________________________________________________

Distribution (by Agency preparing fiscal note):
Legislative Finance 
Legislative Sponsor 
Requestor
Office of Management and Budget
Impacted Agency(ies) page_____ o f ______  9/16/86
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REQUEST

Revision Date: 2/17/87 
Title:Relating to the Oil and Qas 
Conservation Tax

STATE OF ALASKA 1987 LEGISLATIVE SESSION 
' FISCAL NOTE

Bill Version: HB 124
  Publish Date:

Aaency Affected: 
BRU:

HOUSE 3/25/87 

Revenue

Sponsor: Rules Committee 
Requestor: Governor

Components:_

EXPENDITURES/REVENUES: (Thousands of Dollars)
1 1 Fv 87 1 FY 88 1 FY 89 1 FY 90 1 FY 91 I FY 92
I OPERATING 1 1 1 1 1 1
I PERSONAL SERVICES | - 1 - 1 - 1 - 1
1 TRAVEL I - | - ! 1 - 1 - i

I CONTRACTUAL I - | - 1 - 1 - 1 - I
1 SUPPLIES I - I • ! 1 - 1 - 1
I EQUIPMENT I - | - 1 - 1 - i - 1
I LANDS 4 STRUCTURES I - I - 1 1 - ! - 1 -
I GRANTS, CLAIMS I - 1 - 1 1 - ! - !
I MISCELLANEOUS 1 - i - 1 1 - 1 - !
I TOTAL OPERATING | - | - 1 - 1 — 1 - 1 -

I CAPITAL | - | 1 1 — 1 1 -

| "REVENUE | 408 | T 561 "I T5G1 1 1351 1 1341 1 1241

FUNDING: (Thousands of Dollars)
I GENERAL FUND 1 - | m 1 1 - 1 - T  -
I FEDERAL FUNDS 1 - 1 - 1 - 1 - ! - ! -
1 OTHER 1 - I - 1 - 1 - 1 - 1
I TOTAL ! - I - 1 - 1 - 1 - 1 -

POSITIONS:
I FULL-TIME 1 - 1 - 1 1 -

' 1 - 1
I PART-TIME i - 1 - 1 - 1 - 1 - !
I TEMPORARY | * - | - 1 - 1 - 1 - 1

ANALYSIS: Attach a separate page if necessary
This bill would increase the conservation tax on oil production from 1.2E mills per 

barrel to 4.0 mills per barrel. At the same time a conservation tax would be levied on 
natural gas production at the rate of 4.0 mills for every 50,000 cubic feet. This proposed 
change would increase State revenues by approximately fy.y5 million per year. This analysis 
assumes an effective date of March 1, 198,

Prepared By: Charles L. Logsdon Phone: 276-5364
Division: Research/Revenue" ^ Date: 2/17/8/

Approved by Commissioner: Hugh Malone 
Agency: Department of Revenue

Distribution (by Agency preparing fiscal note): 
Legislative Finance 
Legislative Sponsor 
Requestor
Office of Management and Budget 
Impacted Agency(les)
Senate Secretary

^ D a t e :

page 1 o f  ]_



T E S T I M O N Y  B E F O R E  S E N A T E  L A B O R  & C O M M E R C E  C O M M I T T E E  
IN S U P P O R T  O F  H.B. 124

M O N D A Y ,  M A Y  4, 1987

Mr. C h a i r m a n  - m e m b e r s  o f  the S e n a t e  L a b o r  a n d  C o m m e r c e  

C o m m i t t e e ,  t h a n k  y o u  for the o p p o r t u n i t y  to t e s t i f y  b e f o r e  you 

a n d  y o u r  c o m m i t t e e  in s u p p o r t  of  H.B. 124. F o r  the r e c ord, I a m  

C h a t  C h a t t e r t o n ,  C h a i r m a n  o f  the Oil a n d  G a s  C o n s e r v a t i o n  

C o m m i s s i o n .

Mr. C h a i r m a n ,  w i t h  y o u r  i n d u l g e n c e  I w i l l  b r i e f l y  s u m m a r i z e  the 

l e g i s l a t i v e  h i s t o r y  of A l a s k a ' s  oil a n d  gas c o n s e r v a t i o n  tax. I 

b e l i e v e  this h i s t o r y  w i l l  s e r v e  to b r i n g  i n t o  p e r s p e c t i v e  the 

p u r p o s e  o f  H.B. 124.

C h a p t e r  40 of  the 1955 S e s s i o n  L a w s  o f  A l a s k a  e s t a b l i s h e d  the Oil 

a n d  Gas C o n s e r v a t i o n  C o m m i s s i o n .  It a l s o  e n a c t e d  a tax o f  5 m i l s  

for e a c h  b b l  o f  oil a n d  for e a c h  5 0 , 0 0 0  cu ft o f  g a s  p r o d u c e d  and 

sold.

F u r t h e r ,  the act e s t a b l i s h e d  a s p e c i a l  fund k n o w n  as the Oil and 

Gas C o n s e r v a t i o n  Fund. M o n i e s  c o l l e c t e d  u n d e r  p r o v i s i o n s  o f  the 

a ct w e r e  c r e d i t e d  to the F u n d  a n d  a p p r o p r i a t e d  to c o v e r  the 

o p e r a t i n g  e x p e n s e s  o f  the C o m m i s s i o n .

T h e  Oil a n d  Gas C o n s e r v a t i o n  F u n d  a n d  the 5 m i l  t a x  r a t e  r e m a i n e d  

u n c h a n g e d  u n t i l  r e p e ^ 1 *d e f f e c t i v e  J u l y  1, 1970 by S e c t i o n  2 

C h a p t e r  247 S L A  1970. T h i s  a c t i o n  e l i m i n a t e d  n o t  o n l y  the tax 

levy, but a l s o  a g r a n d f a t h e r e d  d e d i c a t e d  fund.



C h a p t e r  5 o f  the 1973 1st S p e c i a l  S e s s i o n  L a w s  e n a c t e d  A S  A 3 . 5 7  

the Oil a n d  Gas R e g u l a t o r y  a n d  C o n s e r v a t i o n  T a x  a n d  e f f e c t i v e  

J a n u a r y  1, 1974 l e v i e d  a tax o f  1/8 o f  a ce n t  (1.25 m i l )  p e r  

b a r r e l  o f  o i l  p r o d u c e d .  P r o c e e d s  a r e  p a i d  in t o  the general, fund.

Hr. C h a i r m a n ,  H o u s e  Bi l l  124 p r o p o s e s  to a m e n d  A S  A 3 . 5 7  to 

g e n e r a t e  r e v e n u e  for the p u r p o s e  o f  o f f s e t t i n g  f u n d s  a p p r o p r i a t e d  

for o p e r a t i o n  of  the c o m m i s s i o n .  U n a m e n d e d ,  r e c e i p t s  f r o m  the 

O i l  a n d  Gas R e g u l a t o r y  a n d  C o n s e r v a t i o n  tax w i l l  be a p p r o x i m a t e l y  

$ 7 5 0 , 0 0 0  for FY'88. P a s s a g e  o f  H.B. 12A w i l l  n e t  a p p r o x i m a t e l y  a 

$1 1/2 m i l l i o n  i n c r e a s e  in r e v e n u e  f o r  a b o u t  $2 1/A M M  total.

Mr. C h a i r m a n ,  w e  r e a l i z e  that the A m i l  r a t e  p r o p o s e d  g e n e r a c e s  

r e v e n u e  in e x c e s s  of  the a g e n c y ' s  F Y ' 8 8  $ 1 , A A 5 , 5 0 0  a p p r o p r i a t i o n  

r e q u e s t .  T h e r e  w i l l  be t h ose w h o  s u g g e s t  the A m i l  r a t e  s h o u l d  

be r e d u c e d  to the l e vel that g e n e r a t e s  n o  m o r e  th a n  1 1/2 m i l l i o n  

for FY'88.

Mr. C h a i r m a n ,  d u r i n g  y o u r  d e l i b e r a t i o n s  in this r e g a r d ,  m a y  1 

o f f e r  t h r e e  p o i n t s  for y o u r  c o n s i d e r a t i o n .

1st. T h e  r e v e n u e  g e n e r a t e d  by the tax is a f u n c t i o n  o f  the 

v o l u m e  o f  o i l  a n d  gas p r o d u c e d  in A l a s k a  - n o t  its 

v alue. A l a s k a  p r o d u c t i o n  is f o r e c a s t  by m o s t  to be on 

the d e c l i n e  f o l l o w i n g  FY'88. W i t h  a d e c l i n i n g  p r o d u c­

tion  s c e n a r i o ,  the tax r e v e n u e  w i l l  a l s o  de c l i n e .

T e s t i m o n y  HB  12A
M a y  A, 1987
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2nd. T h e  a g e n c y ' s  w o r k l o a d  does n o t  d e c l i n e  as a f u n c t i o n  o f

p r o d u c t i o n .  In fact the w o r k l o a d  m a y  e v e n  increase.

3rd. O u r  F Y ' 8 8  a p p r o p r i a t i o n  r e q u e s t  is a u s t e r e .  In b e t t e r

t imes w e  w o u l d  be a s k i n g  f o r  m o n e y  to s u p p o r t  o u r  o w n  

i n d e p e n d e n t  r e s e r v o i r  m a n a g e m e n t  i n v e s t i g a t i o n s .

W i t h o u t  a p p r o p r i a t e  f u n d i n g  for t h e s e  t y p e s  o f  i n v e s­

ti g a t i o n s ,  the r e g u l a t o r  is h a r d  p r e s s e d  to c h a l l e n g e  

the r e s e r v o i r  m a n a g e m e n t  i n t e r p r e t a t i o n s  s u b m i t t e d  by 

the r e g u l a t e d .

Mr. C h a i r m a n ,  t h e r e  w i l l  be t h o s e  w i t h i n  the i n d u s t r y  w e  r e g u l a t e  

w h o  w i l l  b r i d l e  at the s i g h t  of  H.B. 124. T h a t  is to b e  e x p e c t­

ed, for it is t h e i r  j o b  to p o n t i f i c a t e  in o p p o s i t i o n  to any tax 

i n c r e a s e  h o w e v e r  m o d e s t .

Mr. C h a i r m a n ,  o t h e r  than this e x p e c t e d  r e a c t i o n ,  it w i l l  be

s u r p r i s i n g  if the i n d u s t r y  w e  r e g u l a t e  t r u l y  o b j e c t s  to H.B. 124.

O n c e  g i v e n  a r e a s o n a b l e  d e g r e e  o f  c e r t a i n t y  that the t a x  i n c r e a s e  

is n e c e s s a r y  to a s s u r e  the c o n t i n u e d  f u n d i n g  o f  a v i a b l e  Oil a n d  

G as C o n s e r v a t i o n  C o m m i s s i o n ,  I b e l i e v e  t here w i l l  b e  s i l e n t  

a c c e p t a n c e  o f  H.B. 124 by the industry.

Mr. C h a i r m a n ,  the i n d u s t r y  s u c c e s s f u l l y  l o b b i e d  this b o d y  in 1984

to e n a c t  l e g i s l a t i o n  w h i c h  b r o a d e n e d  the r e s p o n s i b i l i t y  a n d  

r e g u l a t o r y  s c o p e  o f  the C o m m i s s i o n  for the p u r p o s e  o f  a v o i d i n g

Testimony HB 124
May 4, 1987
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r e g u l a t i o n  o f  C l a s s  II u n d e r g r o u n d  i n j e c t i o n  by  a F e d e r a l  A g e n c y  

T h e  c o m m i s s i o n  r e s i s t e d  s e e k i n g  this p r o g r a m  a u t h o r i t y  v o l u n t a r i  

ly b e c a u s e  of  its c o s t  w h i c h  r e q u i r e s  a 25Z G e n e r a l  Fund, 75Z 

F e d e r a l  g r a n t  match.

Mr. C h a i r m a n ,  d e s p i t e  the c o s t  o f  t h e s e  a d d e d  r e s p o n s i b i l i t i e s ,  

the a g e n c y ' s  a n n u a l  a p p r o p r i a t i o n  has s t e a d i l y  d e c l i n e d  f r o m  

$ 2 5 1 A .3 for F Y  '83 to $ 1 6 1 3 . 9  for F Y  '87. A n d  the r e v i s e d  F Y ' 8 8  

r e q u e s t  is for $ 1 4 4 5 . 5 .  T h i s  is a 42 1/2 p e r c e n t  o r  $ 1 0 6 8 . 8  

f u n d i n g  d e c r e a s e  in fi v e  s h o r t  ye a r s .  U n t i l  the a g e n c y  is able 

to d e m o n s t r a t e  to y o u  that it is p a y i n g  its o w n  way, one m a y  

e x p e c t  a c o n t i n u i n g  d e c l i n i n g  t r e n d  in a g e n c y  a p p r o p r i a t i o n s  and 

f u r t h e r  e r o s i o n  of  a g e n c y  e f f e c t i v e n e s s .  I do n o t  b e l i e v e  that 

t h ose w e  r e g u l a t e  w i l l  w a n t  this to h a p pen.

Mr. C h a i r m a n ,  h o p e f u l l y  w i t h  y o u r  f a v o r a b l e  c o n s i d e r a t i o n  a n d  

w i t h  the p a s s a g e  o f  H.B. 124, the e r o s i o n  o f  c o m m i s s i o n  e f f e c­

t i v e n e s s  d u e  to a s h o r t a g e  o f  m o n e y  w i l l  be a r r e s t e d .  T h a t  

c o m p l e t e s  my d i r e c t  Mr. C h a i r m a n j  I s h a l l  try to a n s w e r  any 

q u e s t i o n s  y o u  or y o u r  c o m m i t t e e  m a y  have.

T e s t i m o n y  IIB 124
Hay 4, 1987
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STATF OF ALASKA 1907 LEGISLATIVE SFSSIOM 
FISCAL MOTE

Bill Version: HB 1?4
PFPIIFST   Publish Pate:

Pevision Pate: 3 / P 6 / 8 7 ______  Agency Affected:
Title: Relating to the Oil and Gas PRU:____________

Conservation fax 
S p o n s o r Pules Committee Components:
PeouestoT: Governor

FYPFNDITUPFS/PEVENUES: (Thousands of Dollars)
i ............................ r F Y T T 1 fY W T'F'r$*9 1 FY "90 1 FY 91 TTTT2' "
1 OPEPATING 1 1 1 1 1 1
1 PFPSOmAL SFPVICFS I - 1 1 1 1 1
1 TPAVFL 1 - ! - 1 1 - 1
1 COMTPACTUAL 1 - 1 1 - 1 1 - 1
1 SUPPLIES 1 - 1 - 1 1 1 i
1 FOIJIPMEMT I - 1 - 1 - 1 1 1
1 LANDS « STRUCTUPES 1 - 1 - 1 1 1 1
I GPANTS, CLAIMS 1 - 1 1 1 1 1
1 MISCFLLANFPUS 1 - 1 1 1 1 -
1 TOTAL' 'OPERATING........I ** I - 1 1 1 1

1 CAPITAL 1 ~ 1 1 - ‘1 - '1 1 '

i P F v m r ............. " i 415 " 1 |094 I 17o4 !' T6?8' 1 1 1440

FUNDING: (Thousands of Dollars)
1 oFHEpaL FUnD 1 - 1 1 1 1 1
1 FFDEPAL FUNDS 1 - 1 1 1 1 1
1 OTHFP 1 - 1 I 1 1 1
1 TOTAL I - 1 - 1 - 1 1 - 1

POSITIONS:
1 full-YImF 1 - 1 1 j * 1 1
1 PAPT-TIME 1 - 1 1 - 1 1 1
I TFMPPPAPY 1 - 1 1 1 1 1

ANALYSIS: Attach a separate page if necessary
This bill would increase the conservation tax on oil production from 1.25 mills per 
barrel to 4.C mills per barrel. At the same time a conservation tax would be levied on 
natural gas production at the rate of 4.0 mills for every 50,000 cubic feet. This 
proposed change would increase State revenues by approximately $1.5 million per year. 
This analysis assumes an effective date of March 1, 1987. The numbers are based on our 
March 19P7 forecast.
Prepared By: Charles Logsdon____________________________Phone: 27F-5364___________
Division: Pesearcb/Pevenue ~  Pate: 5/2C/87

Approved by Commissioner: Hugh Maloney?
Agency: Department of Pevenue

Date:

Distribution (by Agency preparing fiscal note): 
Legislative Finance 
Legislative Sponsor 
Peouestor
Office of Management and Budget 
Impacted Agency!ies)
Senate Secretary
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