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C S  F O R  H O U S E  B IL L  N O . 287 (F IN A N C E )

IN  T H E  LEG ISLA TU RE O F  T H E  STA TE O F  A LA SK A  

SEV EN TEEN TH  LEG ISLA TU R E - FIRST SESSIO N  

BY THE HOUSE FINANCE COMMITTEE

Offered:
Referred:

Sponsors): REPRESENTATIVES ELLIS, Brown, Gruenberg, Navarre

A B IL L  

F O R  AN A C T  E N T IT L E D  

" A n  A ct d isa llo w in g  u n d e r  th e  A laska  N et In co m e T a x  A ct a  p o rtio n  o f  th e  d e d u c tio n

2 a u th o r iz e d  by  th e  I n te r n a l  R evenue C ode  fo r c e r ta in  oil anP  h a z a rd o u s  su b s ta n c e  d isc h a rg e

3  re la te d  e x p e n d itu re s ; a n d  p ro v id in g  fo r  a n  effective d a te ."

4  B E  I T  E N A C T E D  BY T H E  L E G IS L A T U R E  O F  T H E  S T A T E  O F  A L A SK A :

5  * S ec tio n  1. AS 43 .20 .036  is am ended by adding  a new  subsection  to read:

6 (k) F o r pu rposes o f  determ ining  the tax payable under th is chapter, a  taxpayer w h o  ow ns

7  o r  w ho has control over oil o r a hazardous substance m ay deduct expenses not to exceed

8 $1 ,000 ,000  incurred  during the tax y ear to contain , clean up, and  m itigate the  effects o f  the

9 d ischarge  o f  that o il o r  hazardous substance. T he lim itation o f  this subsection also app lies  to

JO paym ents, w hether com pensatory  o r rem edial in nature o r o therw ise, if  m ade to the state  o r  the

1 federa l governm en t o r  to a trust to w hich the state is a  party  w hen required  by a  cou rt o rder

2 en te red  under 33 U .S .C . 1251 - 1376 (Federal W ater Pollution C ontro l A ct o f  1972, as am ended

3 by the C lean W ater A ct o f  1977, as am ended) o r 42  U .S .C . 9601 - 9657 (C om prehensive

J.4 E nv ironm en ta l R esponse, C om pensation, and L iability  A ct o f  1980, as am ended) o r  in se ttlem ent
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1 o f  litiga tion  by the state against the taxpayer m ade under one o f  those A cts o r  o ther law . T he

j| 2  lim ita tions o f  this subsection do  not apply  to a  hazardous substance  response action  con tracto r,
i

ij 3  as that term  is defined  by AS 46 .03 .823 , un less the oil d ischarge o r  the d ischarge  o f  the

hazardous substance is caused  by an ac t o r om ission  o f  the con trac to r that under A S 46 .03 .823(a)

5  is neg ligen t o r grossly negligent o r tha t constitu tes in ten tional m isconduct.

6 * S ec . 2. T h is  A c t is retroactive to January  1, 1991, and  applies to taxes payab le  under the A laska

7  N et Incom e T ax  A c t (AS 43.20) after D ecem ber 31, 1990.

8  * S ec . 3 . T h is A c t takes effec t im m ediately  under AS 01 .10 .070(c).

C S H B  287 (FIN) -2-
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FISCAL NOTE

Revision Date:____________

STATE OF ALASKA
1991 LEGISLATIVE SESSION

T i t le :  L im itin g  the deduction  fo r  o i l  and
hazardous substance d ischarge expenditures 
Sponsor: El 11 s. Brown. Gruenbera. Navarre
Requestor:__________________________________

BILL NO. CSHB 287 (FIN)

Department A ffe c te d :Department o f  Revenue
BRU: Revenue Operations___________________
Component: Income and Excise A ud it_______

COMPONENT SERIAL NO. 1 1

OPERATING FY 92 FY 93 FY 94 FY 95 FY 96 FY 97
PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LANDS & STRUCTURES 
GRANTS, CLAIMS 
MISCELLANEOUS
TOTAL OPERATING 0.0 0.0 0.0 0-0 . 0-0 0.0

1 CAPITAL 0.0 0.0 0.0 0 .0 0 .0 0-0

REVENUE 0.0 0.0 0 .0 0.0 0 .0 0.0

FUNDING: (Thousands o f D o lla rs )
GENERAL FUND 0.0 0.0 0.0 0 .0 0.0 0.0
FEDERAL FUNDS
OTHER
TOTAL 0.0 0.0 .0,0. . 0 .0 0.0 0.0

FUL'L-TIME 0.0 0.0 0.0 0.0 0 .0 0 .0
PART-TIME 0.0 0.0 0.0 0.0 0.0 0 .0
TEMPORARY 0.0 0.0 0.0 0 .0 0.0 0 .0

Estimate o f  cu rre n t year Im pact: None

ANALYSIS: A ttach a separate page fo r  a n a lys is .

SEE ATTACHED

Prepared By: La rrv  E. Mevers   7 f
D iv is io n : Income and Excise A u d it D iv is io n

Approved by Commissioner: Lee E. F isher
Agency: Department o f  Revenue

Phone: (907) 465-2320
^  Date: Mav 7. 1991

Date: 7  ̂ < 9 /

Distribution (by preparer): Legislative Finance, Legislative Sponsor, Requestor, 0MB, &

Impacted Agency(ies).

Rev 10/90 Page _J _ of _2_



CSHB 287 

FISCAL NOTE ANALYSIS 
DEPARTMENT OF REVENUE

CSHB 287 would add a new subsection (k) to AS 43.20.036 that would place a 

$1,000,000 cap on deductible business expenses Incurred to contain, clean up, 

or mitigate the effects o f  an oil or hazardous substance discharge. The cap 

would also apply to compensatory and remedial payments made to the state, the 

federal government, or a trust to which the state is a party when required by 

court order entered under 33 U.S.C 1251-1376 or 42 U.S.C. 9601-9657, as well 

as to payments by taxpayers in settlement of litigation by the state.

AS 43.20.021(a) g enerally incorporates certain provisions of the federal 

Income tax law including those provisions that would currently allow spill or 

discharge expenses to be deducted. However, AS 43.20.021(a) also provides 

that specific provisions 1n AS 43.20 shall m o d i f y  or limit the application of 

the federal provisions to A laska law. Therefore, CSHB 287 would effect a 

modification to the Incorporation of federal law and would result 1n placing a 

yearly cap on all deductions for oil and hazardous substance discharges.

The D e p a rtment p r e v iously estimated the fiscal impact of HB 287 based on 

the proposed Exxon oil spill settlement. However, that settlement has since 

been rejected and terminated. Therefore, the Department is unable to predict 

what the overall impact will ultimately be and that uncertainty is reflected 

in the zero fiscal note.



FISCAL NOTE

Revision Date:______________________________
T i t le :  D isa llo w ing  deduction fo r  o i l  and
hazardous substance discharge expenditures 
Sponsor: E l l i s .  Brown. Gruenberq, Navarre
Requestor:__________________________________

STATE OF ALASKA
1991 LEGISLATIVE SESSION

BILL NO. HB287

Department A ffec ted :D epartment o f Revenue
BRU: Revenue Operations___________________
Component: Income and Excise A ud it_______

COMPONENT SERIAL NO. 1 U - 3 - 1

OPERATING FY 92 FY 93 FY 94 FY 95 FY 96 FY 97-4*
PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LANDS & STRUCTURES 
GRANTS, CLAIMS 
MISCELLANEOUS
TOTAL OPERATING 0.0 . _ ! fc  o. 0 .0 0 .0 0-0.. . 0 .0

CAPITAL 0.0 0.0 0.0 0 .0 0.0 0 .0

REVENUE 487.0 814.0 542.0 378.0 378.0 378.0

FUNDING: (Thousands o f  D o lla rs )
GENERAL FUND 487.0 814.0 542.0 378.0 378.0 378.0
FEDERAL FUNDS
OTHER
TOTAL 487..0 .____ s l  4 . 0__ __ 542.0 378.0 , 31i.O 378.0

POSITIONS:
FULL-TIME 0.0 0.0 0.0 0.0 0.0 0 .0
PART-TIME 0.0 0 .0 0.0 0 .0 0.0 0.0
TEMPORARY 0.0 ___0.0 .... 0 .0 0.0 0.0 0 .0

Estimate o f  cu rre n t year impact: None

ANALYSIS: A ttach  a separate page fo r  a na lys is .

SEE ATTACHED

Prepared By: Carl Mever / / \ Phone: (907) 465-2320________
D iv is io n : Income and E x c is e T u d it ’D iv is io n  0  A p r il 18._1991________

Approved by Commissioner: Lee E. F isher / ________________________
Agency: Department o f  Revenue Date: ___________

D is t r ib u t io n  (by p re p a re r): L e g is la t iv e  Finance, L e g is la t iv e  Sponsor, Requestor, 0MB, &
Impacted A g e n cy (ie s ).



Apr 11*18, 1991

HB 287 

FISCAL NOTE ANALYSIS 

DEPARTMENT OF REVENUE

HB 287 would add a new subsection (k) to AS 43.20.036 that would place a 

$500,000 cap on deductible business expenses under 26 U.S.C. 162 incurred to 

contain, clean up, or mitigate the effects of an oil or hazardous substance 

discharge. The cap would also apply to compensatory and remedial payments 

made to the state, the federal government, or a trust to which the state 1s a 

party when required by court order entered under 33 U.S.C 1251-1376 or 42 

U.S.C. 9601-9657, as well as to payments by taxpayers 1n settlement of 

litigation by the state.

AS 43.20.021(a) generally incorporates certain provisions of the federal 

income tax law including those provisions like IRC Sec. 162 that would 

currently allow spill or discharge expenses to be deducted. However, AS 

43.20.021(a) also provides that specific provisions in A c, 43.20 shall modify 

or limit the application of the federal provisions to Alaska law. Therefore, 

HB 287 would effect a modification to the incorporation of federal law and 

would result in placing a y early cap on all deductions under IRC Sec. 162 for 

oil and hazardous substance discharges.

Although the Department is of the opinion the expenses would properly be 

subject to IRC Sec. 162, there remains a possibility a taxpayer could take the

position that a deduction is authorized under another provision of the

Internal Revenue Code thereby effectively avoiding the limitation. That 

possibility could be addressed and foreclosed, for example, by deleting on 

line 7 "under 26 U.S.C. 162 expenses" and replacing with more general language 

such as "an amount".

The e s timated fiscal impact of HB 287 is based on the Exxon oil spill 

settlement. That settlement provides for payments of $90,000,000 this summer 

or fall, $150,000,000 on September 1, 1992, $100,000,000 on September 1, 1993, 

and $7 0 , 0 0 0 , 0 0 0  on September 1 of 1994 through 2001. Additional amounts to be 

paid as fines or penalties are not reflected 1n the fiscal note as these

amounts are not deductible under current law. Also, the fiscal note does not

take into account the provision providing for an additional $100,000,000 

payment if the settlement agreement is reopened to consider currently unknown 

injuries.

Page 2 of 2
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A M E N D M E N T  J _

O F FE R E D  IN T H E  H O U S E  B Y  R E P R E S E N T A T IV E  EL L IS

TO : HB 287

Page 1, line 6:

D ele te  "the taxpayer"

Insert "a taxpayer w ho ow ns o r w ho has con tro l o v e r oil o r  a  hazardous substance"

P age 1, line 8:

D elete  "o f an oil d ischarge  o r o f  a  d ischarge  o f  a"

Insert "the d ischarge  o f  that oil or"

Page 2, line  1, a fte r "law .":

Insert "The lim ita tions o f  this subsection  do  no t app ly  to  a  hazardous substance  response  action 

con tracto r, as that term  is defined  by AS 46 .03 .823 , unless the o il d ischarge  o r the d ischarge  o f  the 

hazardous substance  is caused  by an act o r om ission  o f  the c o n trac to r that under AS 46 .03 .823(a) is 

neg ligen t o r grost'.ly neg ligen t o r that constitu tes in ten tional m isconduct."



LEGISLATIVE COUNCIL

ALASKA STATE HOUSE
CHAIR 

RULES COMMITTEE

WHILE IN SESSION 
P.O. BOX V 

JUNEAU, ALASKA 99811 
(907) 465-3704

JUDICIARY

SPECIAL COMMITTEE ON INTERNATIONAL 
TRADE & TOURISM

3111 0  STREET, SUITE 455 
ANCHORAGE, ALASKA 09503 

(907) 561-7828

REPRESENTATIVE JOHNNY ELLIS

MEMORANDUM

TO: Members of the House Finance Committee

FROM: Rep. Johnny Elli

RE: House Bill 287

DATE: April 29, 1991

* * * * * * * * * * * * * * * * * * * *

Thank you for your consideration of HB 287. The purpose 
of this bill is to disallow a deduction from state corporate 
income taxes for the costs related to the clean up of oil or 
hazardous substance spills, including the types of payments 
structured in the Exxon oil spill settlement.

After the announcement of the proposed settlement between 
the state, the federal government and Exxon over the Exxon 
Valdez oil spill there was mixed public reaction on whether or 
not the settlement was in the best interest of Alaskans. The 
actual settlement provisions aside, I found the greatest 
negative reaction to be that Exxon could deduct their 
settlement payments from their federal income taxes. The 
effect is that federal taxpayers would be underwriting the 
costs of a negligent, criminal act by the Exxon Corporation. 
There is legislation in Congress to prevent this deduction and 
I have introduced HJR 34 to encourage its passage.

During the consideration of HJR 34 it became apparent 
that, since the; state corporate income tax relies on the net 
income determination on the federal tax form, Exxon's tax 
payments to the state would be reduced based on the-.ir 
settlement payments. I consider this to be adding "insult to 
injury" and was thus motivated to introduce HB 287.

House Bill 287 allows for the deduction of clean up costs 
up to $500,000 so that the clean up of small spills will not 
be discouraged.

Based on the figures in the proposed settlement, the 
passage of HB 287 would forestall a loss in state revenue of 
$487,000 in FY 92, $814,00 in FY 93, $542,000 in FY 94 and 
$378,000 in FY95 through FY02 for a total of $4.86 million.

TOC
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A L A S K A  S T A T E  H O U S E
CHAIR 

RULES COMMITTEE

JUDICIARY
WHILE IN SESSION 

P.O. BOX V 
JUNEAU. ALASKA 99811 

1907) 465-3704

SPECIAL COMMITTEE ON INTERNATIONAL 
TRADE & TOURISM

LEGISLATIVE COUNCIL

REPRESENTATIVE JOHNNY ELLIS
m e m o r a n d u m

TO: House Finance Comfnittee Members

FROM: Rep. Johnny Ellis

RE: HB 287

DATE: May 6, 1991

Thank you for considering House Bill 287. The testimony on 
April 29th by Mr. Tom Williams of BP Exploration suggested to me an 
amendment which will more clearly achieve my intent with this bill.

Mr. Williams was concerned that this bill would discourage a 
company which did not cause a spill from helping out with a clean 
up, or would be unfair to a company which is contracted to clean up a 
spill. He gave the example of "Service City" on the North Slope 
where several bankrupt oil service companies left behind "an ugly 
and dangerous mess". BP and other companies cleaned up the site, 
although they apparently had no responsibility for doing so.

The amendment I am offering (Chenoweth 7-LS1205/A. 1) 
would change the bill so that only a spiller who is negligent would 
be disallowed deductions for the costs of a cleanup. A non-spiller 
who cleans up (a response action contractor) would be allowed the 
full deduction currently allowed under law.

Under this bill, even a negligent, small spiller would be 
allowed to deduct clean up costs up to $500,000. I encourage the 
committee to boost this figure up to $1 million.

I remain firmly committed to the bill after this amendment.
I believe the public is adamantly opposed to helping to pay for ihe 
clean up costs of a negligent oil or hazardous substance spiller. 
Cleaning up after a spill that a company negligently caused should 
not be just another cost of doing business for that company.



217 Second Street, Suite 201
Juneau, Alaska 99801

(907) 586-2323
FAX (907) 463-5515 CHAMBER

OF COMMERCE

A p ril  2 4 ,1 9 9 1

R e p re s e n ta t iv e  M ik e  N a v a r re  
H o u s e  o f  R e p re s e n ta t iv e s  
P .O . B o x  V  
J u n e a u , A la sk a  99811

D e a r  R e p re s e n ta t iv e  N a v a rre :

T h e  A la sk a  S ta te  C h a m b e r  o f  C o m m e rc e  h a s  re v ie w e d  H B  287, a n d  a c t  d isa llow ing  
u n d e r  th e  A la sk a  n e t  in c o m e  ta x  p o r tio n s  o f  e x p e n se s  fo r  th e  c le a n  u p  a n d  
m itig a tio n  o f  d isc h a rg e s  o f  o il o r  h a z a rd o u s  su b s ta n c e s .

T h e  re a so n in g  b e h in d  th e  b ill se e m s  to  b e  o n e  o f  in su r in g  th a t  s o m e  o f  th e  costs  
o f  c le a n u p  a n d  m itig a tio n  d o  n o t  r e s u l t  in  a n  o ffse ttin g  ta x  d e d u c tio n ; in  
e ffec t, co sting  th e  lia b le  p a r ty  little  o r  n o th in g  w h ile  s im u lta n e o u s ly  red u c in g  
s ta te  re v e n u e s .

O u r  o b je c tio n s  to  th is  b ill a re  tw o fo ld . F irs t , th is  b ill  is p a r t  o f  a  
c o n tin u in g  p a t te r n  w h ich  se e m s  to  b e  b a s e d  o n  th e  p re m ise  th a t  if  y o u  c re a te  
e n o u g h  fin a n c ia l h a rd s h ip  a n d  r isk  y o u  c a n  p u n ish  sp ill m ish a p s  o u t  o f  
e x is te n ce . T h is  is th e  s o r t  o f  a p p ro a c h  w h ich  led , h o w e v e r  in a d v e r te n tly , to  
th e  s itu a tio n  w h ich  m a d e  sp ill c le a n u p  c o n tra c to rs  l ia b le  fo r  sp ill im p ac ts . 
S o m e w h a t rh e to ric a lly , w hy  n o t  c o n s id e r  th e  d e v e lo p m e n t o f  leg is la tio n  w h ich  
p ro v id e s  p o s itiv e  in ce n tiv e s  fo r  sp ill p re v e n tio n , c le a n u p  a n d  m itig a tio n . T a x  
d e d u c tio n s  fo r  th e  costs  o f  th o se  ac tiv itie s  is c e rta in ly  a n  e x a m p le  o f  a  
p o s itiv e  m o tiv a to r .

O u r  se c o n d  o b je c tio n  to  th e  b ill is th e  p ro v is io n  w h ich  se ts  th e  lim its  to  th e  
d e d u c tib le  e x p e n se s  a t  $500 ,000 . D e p e n d in g  o n  th e  n a tu r e  a n d  c irc u m sta n c e s  o f  a  
sp ill, i t  w o u ld n ’t  ta k e  m u c h  to  in c u r  $500 ,000  in  cost. I t  m a y b e , a s  ru m o re d , 
th a t  H B 2 8 7  is a n o th e r  "E xxon" b ill. W e  w o u ld  a rg u e  th a t  th e  n e t  th a t  h a s  b e e n  
c a s t co v e rs  a  la rg e  sc h o o l o f  fish , m a n y  o f  w h o m  a re  q u i te  sm all. F o r  ex am p le , 
lin e  8 o n  p a g e  1 r e a d s  "oil d isch a rg e" , n o t  "c ru d e  oil d isch a rg e" . In  e ffec t, 
th is  im p a c ts  ev e ry  s ing le  c a r r ie r  o f  p e tro le u m  p ro d u c ts  a n d  h a z a rd o u s  
su b s ta n c e s .

W e  w o u ld  e n c o u ra g e  y o u  a n d  th e  o th e r  m e m b e rs  o f  th e  H o u s e  to  ca re fu lly  c o n s id e r  
w h e th e r  th e re  is a d e q u a te  ju s tif ic a tio n  fo r  H B 2 8 7 . W e  w ish  y o u  w ell in  y o u r  
d e lib e ra tio n s .

S incere ly ,

U ,  I U l l U j

G o v e rn m e n t R e la tio n s




