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CSSB 260
Fiscal Note Analysis

1. This bill imposes an additional severance tax on oil of

9.05 per barrel. This tax revenue 1is deposited into the
general fund but a special accounting is to be kept of these
deposits. Once the balance of deposits from this tax equals

or exceeds $25 million the tax is discontinued until such
time as the balance falls below $25 million at which point
the tax 1is reimposed.

2. The FY 1990 number 1is for the 12 month period. Depending
on the actual effective date, the numbers ean be multiplied

proportionally.

3. The volumes are based on the mid-price scenario of the
Spring 1989 Department Revenue forecast.

4. The sum of revenue collected from this tax under our
current assumptions from FY 1990 through FY 1994 is $140
million, well above the $25 million cap. It is likely that a
significant portion of the revenue collected under this tax
between FY 1990 and FY 1994 would be expended to ameliorate
impacts of the EXXON/Valde2 spill. The following table
illustrates therefore, the maximum revenue that could be
generated from a $.05/bbl tax and the cumulative amount
which could theoretical be made available in the event of
another catastrophic oil spill.

5. The following table also illustrates the projected
revenue potential of increasing the tax to ».10/bbl and
imposing the tax on State royalty barrels. Bach increase in
the tax of $.05/bbl increases revenues by roughly $30
million par year with a declining difference as Alaska
production declines. The taxing of royalty barrels has the
effect of transferring part of the royalty income (general
fund and permanent fund) to tne spill fund and has no net
fiscal effect on State revenues.

6. Because the of the imposition-suspension feature oOf the
tax, the practical effect of the $25 million fund size is to
limit the size of the check which could be immediately
written to cover oil spill costs. There are several
considerations with respect to the size of the fund. The
ability to generate revenues into this fund is tied to
future production. That i3, 1t is harder to replenish the
fund in later years as Alaskan production declines. For
instance referring to the table, i1f a catastrophic spill
occurred in 1995 which required the State to spend $100
million, and the fund was capped at $25 million, the fund
could not be replenished until the following year. And if
it is assumed that future fund revenues are available to
cover the remaining $75 million in costs associated with
this hypothetical spill, this would take $ years (2000) . .
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CS SB 260 (Finance)

This fiscal note was prepared prior to the drafting of a
Senate Finance Committee CS for SB 260. We understand that the
elements of the CS are (as compared with the April 26 draft used by
the committee for discussion on April 28): a $.05 per-barrel
"conservation surcharge” 1n the severance tax (AS 43.55), levied at
the wellhead; the cap on the fund would be $50 million.
Additionally, the proposed CS would add a severability clause to
protect against the possibility that the provisions suspending
Imposition of the tax (should the legislature or the governor fall
to fund the oil and hazardous substance release response fund) might

be found Invalid.
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Department of Revenue
April 29, 1989

CSSB 260 (Finance)

1. This bill Imposes a conservation surcharge 1n the severance tax
on oil of $.05 per barrel. This tax revenue 1s deposited Into the
general fund but a special accounting 1s to be kept of these
deposits. The legislature 1s authorized to appropriate from this
fund to the oil and hazardous substance release response fund.
Whenever collections under the tax exceed expenditures from the fund
by $50 million or more, the tax 1s suspended. The tax 1s reimposed
when the fund falls to less than $50 million.

2. The table below shows the maximum collections annually from the
tax. The FY 1990 number 1s for the 12 month period. Depending on
the actual effective date, the numbers can be multiplied
proportionally.

3. The volumes are based on the mld-prlce scenario of the Spring
1989 Department of Revenue forecast.

4. The annual and cumulative maximum revenue collectable under this
tax under our current assumptions from FY 1990 through FY 2008 are
shown on the table below. The table does not attempt to analyze
expenditures from the fund; the maximum revenue will not be
collected 1f the fund ever exceeds $50 million.

ANNUAL AND CUMULATIVE REVENUE POTENTIAL OF
$.05 PER BARREL SEVERANCE TAX

(Millions $)

ANNUAL CUMULATIVE

1990 32 32

1991 30 62

1992 28 91

1993 26 117
1994 23 140
1995 20 160
1996 17 178
1997 15 193
1998 13 206
1999 11 217
2000 9 226
2001 8 234
2002 7 241
2003 6 247
2004 5 252
2005 4 255
2006 3 259
2007 3 261
2008 2 264



Revision Date: Agency Affected: Department of Administration

Title: An Act levying a severance tax BRU:  Finance
on oil and providing for an effective date.
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Requestor:
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LAND & STRUCTURES 0 0 0 0 0 0
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total Operating 0 0 0 0 0 0
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Offered: 4/28/89
Referred: Rules

Original sponsors: Kerttuia and Szymanski

IN THE SENATE ..BY THE FINANCE COMMITTEE
CS FOR SENATE BILL NO. 260 (Finance) am
IN THE LEGISLATURE OF THE STATE OF ALASKA
SIXTEENTH LEGISLATURE - FIRST jESSION
A BILL

For an Act entitled: "An Act imposing a conservation surcharge of $.05 per
barrel on oil subject to the oil and gas properties
production tax; authorizing the appropriation of the
proceeds of the surcharge to the oil and hazardous
substance release response fund; providing for sus-
pension of the surcharge when cumulative deposits of
revenue generated by the surcharge equal or exceed
cumulative expenditures from the fund by $50,000,000,
and for reimposition of the surcharge when cumulative
deposits of revenue generated by the surcharge do not
exceed cumulative expenditures from the fund by
$50,000,000 or more; vrequiring suspension of the
surcharge under other conditions; and providing for
an effective date."

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

* Section 1. FINDINGS AND PURPOSE. (a) The legislaturefinds that the
March 24, 1989, oil spill disaster in Prince William Sound demonstrates a
need for the state to have an independent spill containment and cleanup
capability in the event of future discharges of oil or a hazardous sub-
stance.

(b) It is the purpose of this Act to provide assurance to the people
of the state that their health, safety, and well-being will be protected
from the adverse consequences of oil and hazardous substance releases of a

magnitude that presents a grave and substantial threat to the economy and

SB0260d -1- CSSB 260(Fin) am



the environment of the state.
* Sec. 2. AS 43.55 is amended by adding new sections to read:
ARTICLE 2. CONSERVATION SURCHARGE.

Sec. 43.55.200. SURCHARGE LEVIED. (a) Every producer of oil
shall pay a surcharge of $.05 per barrel of oil produced from each
lease or property in the state, less any oil the ownership or right to
which is exempt from taxation.

(b) The surcharge imposed by (a) of this section is in addition
to and shall be paid in the same manner as the tax imposed by AS 43.-
55.011 - 43.55.150.

(c) A producer of oil shall make reports of production in the
same manner and under the same penalties as required under AS 43.55.-
011 - 43.55.150.

Sec. 43.55.210. DISPOSITION OF PROCEEDS OF SURCHARGE. () The
commissioner shall deposit the proceeds of the surcharge levied by
AS 43.55.200 into the general fund.

(b The commissioner of administration shall separately account
for all proceeds of the surcharge that are deposited into the general
fund.

Sec. 43.55.220. USE OF REVENUE DERIVED FROM SURCHARGE. The
legislature may appropriate the annual estimated balance of the ac—
count established under AS 43.55.210 to the oil and hazardous sub—
stance release response fund established by AS 46.08.010.

Sec. 43.55.230. SUSPENSION AND REIMPOSITION OF THE SURCHARGE,
(@) Not later than 30 days after the end of each calendar quarter,
the commissioner of administration shall determine the cumulative
total of money

¢D) that has been deposited through that calendar quarter
into the general fund under AS 43.55.210;

CSSB 260(Fin) am -2- SB0260d



(@) expended through that calendar quarter from the oil and
hazardous substance release response fund established in AS 46.08.010.

(b) Within 15 days after making the determinations required by
(a) of this section, the commissioner of administration shall report
to the commissioner the difference between the amount determined under
(a)(1) of this section and amount determined under (a)(2) of this
section.

(c) |If the -commissioner of administration reports that the
difference determined under (b) of this section equals or exceeds
$50,000,000, the commissioner of revenue shall suspend imposition and
collection of the surcharge levied and collected under AS 43.55.200.
Suspension of the imposition and collection of the surcharge begins on
the first day of the calendar quarter next following the commission—
er"s receipt of the commissioner of administration®s report under (b)
of this section. Before the first day of a suspension authorized by
this subsection, the commissioner shall make a reasonable effort to
notify all persons who are known to the department to be paying the
surcharge under AS 43.55.200 that the surcharge will be suspended.

(d) Except as provided in AS 43.55.240, if the commissioner of
administration reports that the difference determined under (b) of
this section it less than $50,000,000, the commissioner of revenue
shall require imposition and collection of the surcharge authorized
under AS 43.55.200. Reimposition of the surcharge begins on the first
day of the calendar quarter next following the commissioner®s receipt
of the commissioner of administration®s vreport under (b) of this
section. Before the first day of reimposition of the surcharge au-—
thorized by this subsection, the commissionershall make a reasonable
effort to notify all personswho are known to the department to be

required to pay the surcharge under AS 43.55.200 that the surcharge

SB0260d CSSB 260(Fin) am
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will be reimposed.

Sec. 43.55.240. SURCHARGE NOT IMPOSED. The surcharged author-
ized by AS 43.55.200 is not levied during any fiscal year for which
the estimated revenue from the surcharge would be sufficient to re-
store the balance of the oil and hazardous substance release response
fund on the first day of the fiscal year to at least $50,000,000, and

(1) the legislature does not, during the vregular legisla-
tive session preceding the first day of the fiscal vyear, appropriate
money from the general fund to the oil and hazardous substance release
response fund sufficient to restore the balance of that fund on the
first day of the fiscal year to at least $50,000,000; or

(2) the legislature, during the regular legislative session
preceding the first dayof the fiscal year, appropriates money from
the general fund to theoil and hazardous substance release response
fund sufficient to restore the balance of that fund on the first day
of the fiscal year to at least $50,000,000 and, because of guberna-
torial veto or reduction in the amount of the appropriation, restora-
tion of the balance of the fund to at least $50,000,000 does not
become law.

Sec. 43.55.290. DEFINITION. In AS 43.55.200 - 43.55.290 “sur-
charge" means the surcharge levied by AS 43.55.200.

*Sec. 3. APPLICATION OF AS 43.55.240. (@) AS 43.55.240, added by
sec. 2 of this Act, does notapply to prevent the levy and collection of
the surcharge imposed by AS 43.55.200 until the first day of the fiscal
year next following the day on which the balance of the oil and hazardous
substance release response fund first exceeds $50,000,000.

(b) The commissioner of administration shall certify to the commis-
sioner of environmental conservation, the commissioner of revenue, and the

division of legislative finance the date on which the balance of the oil

CSSB 260(Fin) am SB0260d



and hazardous substance release response fund first exceeds $50,770,000.

* Sec. 4. APPLICABILITY OF ACT. Thit Act does not relieve a person
responsible for an oil terminal faciJity, offshore exp7.oration or produc—
tion facility, or a vessel that transports crude oil, or a person who has
control of a hazardous substance, from the vresponsibility for containing
and cleaning up a discharge of oil or the hazardous substance as required
by law.

* Sec. 5. This Act takes effect July 1, 1989.

SB0260d -5- CSSB 260(Fin) am
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LEGISLATIVE AFFAIRS AGENCY

MEMORANDUM May 4, 1989

SUBJECT: CSSB 260 (Finance) am - sectional analysis
TO: Senator Jalmar Kerttuia

FROM: Jack Chenoweth

Legislative Counsel

The Senate-passed legislation |mBoses a nickel-per-bnrrel
conservation surcharge on oil subject to the state oil and
gas properties production (i.e. severance) tax, authorizes
aploroprlatlon of revenue generated by the surcharge to the
oil and hazardous substance release response fund (AS
46.08.010), and provides a mechanism by which the levy and
collection of the surcharge will "click on" and "click off"
under certain circumstances.

Bill section 1 offers a statement of the Rurpose for the
legislation. The statement appears in other Senate-
sponsored legislation that is part of what had started as a
four-hill paCkage.

Bill section 2 adds new sections to AS 43.55, the state's
severance tax:

Sec. 43.55.200 levies the surcharge. The incidence of
the surcharge is the same as for the severance tax, and the
surcharge iS made payable in tire same manner as the existing
severance tax.

Sec. 43.55.210 directs payment of the revenue from the
surcharge into the general fund and a separate accounting of
the amounts so deposited.

Sec. 43.55.220 authorizes the Ie(fllslature to. appropri
ate from the account (in the general fu d% established to
receive the revenue generated by the surcharge to the oil
and hazardous substance release response fund (AS

46.08.010), an existing fund.



Senator Jalmar Kerttuia
Page 2
May 4, 1989

Sec. 43.55.230 contains one element of the "on/off"
feature applicable to levy and collection of the surcharge.
Comparing amounts dePosHed into the general fund to amounts
expended from the oil and hazardous substance release re-,
sponse fund: when cumulative revenue generated by the
surcharge exceeds cumulative expenditures from the fund by
$50,000,000 or more, levy and collection of the surchargeis
suspended; when cumulative revenue from the surcharge
exceeds cumulative expenditures from the fund by less than
$50,000,000, levy and collection of the surcharge is
reimposed. The cumulative totalling is done 30 days after
the close of the calendar quarter; a comparison of the two
figures follows; the chan?e (i.e. suspension or reimposition
of the surcharge) takes effect the first day of the next
following calendar quarter. The commissioner of revenue
must alert taxpayers to the change(s).

Sec. 43.55.240 addresses the second element of the
"on/off" feature applicable to the levy and collection of
the surcharge. If, during a forthcoming fiscal year,
estimated revenue from the surcharge would be sufficient to
restore the balance of the oil and hazardous substance
release response fund to $50,000,000, the surcharge may not
be imposed during that fiscal year

~— if the legislature adjourns from a regular

session without apProprlanng revenue from the _
surcharge account from the general fund over to the oil
and hazardous substance release response fund
sufficient to restore the balance of that fund to at
least $50,000,000; or o

-- if the legislature makes the appropriation but
the governor, exercising veto powers, does not allow
the apFroprlatlon of an amount sufficient to restore
the balance of that find to at least $50,000,000.

Sec. 43.55.290 adds a definition pertinent to the chap-

ter

Bill section 3 is included in order to meet the argument
that, in its first year@s),_the estimated revenue trom the
surcharge may not be sufficient to bring the balance in the
oil and hazardous substance release response fund to at
least $50,000,000. In essence, the "on/off" feature does
not trkg%er until the balance of that fund first reaches
$50,000,000.
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Bill section 4, a provision common to the various bills in
this package, is included to make clear that this legis-
lation does not relieve a Party from exercising responsibil-

ity for a containment or cleanUp as may be required by law.

E;gg section 5 qgives the bill a July 1, 1989 effective
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