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"An Act relating to certain teachers retirement and salary."
COMMITTEE REPORT
4/16/75 HOUSE
Mr.Speaker: Date
The Committee on FINANCE has had HB 295
under consideration. A Najority of the members of the Committee
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Original sponsors: H. beirne, ltta3 Offered: 4/16/75
Ostrosky, et al Referred: Finance

IN THE HOUSE BY THE JUDICIARY COMMITTEE
CS FOR HOUSE BILL MO. 295
IN THE LEGISLATURE OF THE STATE OF ALASKA
NINTH LEGISLATURE - FIRST SESSION
A BILL
For an Act entitled: "An Act defining teacher service."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
s Section 1. AS 14.25-220(5) 1is amended to read:
(5) "membership service” means service as a teacher 1in
public or nonpublic school within the Territory or State of Alaska,
or both, under the supervision and control of the Territorial Board
of Education or the Department of Education, the school board of any
city or borough school district, or the Board of Regents of the Univer—
sity ofAlaska, or any period during which the teacher is on anapproved
sabbatical leave granted in accordance with AS 14.20.310 or 1is receiving
a disability retirement salary;
* Sec. 2. AS 14.25-220(20) 1is amended to read:

(20) "nonpublic school” means a school establishedby an
agency other than a state or its subdivisions which is primarily® sup—
ported by other than public funds, and the operation of whose progranm
rests with other than publicly elected or appointed officials, and
which offers preschool education [GRADES KINDERGARTEN] through grade 12,

or any combination of them, and is state approved or accredited;

S1 - CSHB 295
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6 2or an Act entitled: ,An Act relating to certain teachers retirement and

! salary."”

8 3E IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

o Section 1. AS 1%.25.220(20) 1s amended to read:
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Original sponsors: Il. neirne, Iltta, Offered: 4/16/75
Ostrosky, et al Referred: Finance

IN THE HOUSE BY THE JUDICIARY COMMITTEE
CS FOR HOUSE BILL NO. 295
IN THE LEGISLATURE OF THE STATE OF ALASKA
NINTH LEGISLATURE - FIRST SESSION
A BILL
For an Act entitled: "An Aco defining teacher service."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section 1. AS 14.25.220(5) isamended to read:
5) "membership service"™ means service as a teacher
public or nonpublic school within the Territory or State of Alaska,
or both, under the supervision and control of the Territorial Board
of Education or the Department of Education, the school board of any
city orborough school district, or theBoard of Regents of the Univer—
sity ofAlaska, or any period during which the teacher 1is on an approved
sabbatical leave granted in accordance with AS 14.20.310 or is receiving
a disability retirement salary;
- Sec. 2. AS 14.25-220(20) 1s amended to read:

(20) "nonpublic school™ means a school established byan
agency other than a state or its subdivisions which 1s primarily® sup—
ported by other than public funds, and the operation of whose program
rests with other than publicly elected or appointed officials, and
which offers preschool education [GRADES KINDERGARTEN] through grade 12,

or any combination of them, and is state approved or accredited;
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Introduced: 3/J-3/75
Referred: Health,Education &

Social Services and Judiciary

BY BEIRNE,ITTA,O0STROSKY AND

IN THE HOUSE SULLIVAN

HOUSE BILL NO. 295
IN THE LEGISLATURE OP THE STATE OF ALASKA
NINTH LEGISLATURE - FIRST SESSION
A BILL

an Act entitled: "An Act relating to certain teachers retirement and

salary.”

IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 14.25-220(20) is amended to read:

(20) "nonpublic school”™ means a school established by an agencj
other than a state or 1its subdivisions which is primarily supported by
other than public funds, and the operation of whose program rests with
other than publicly elected or appointed officials, and which offers
grades preschool [KINDERGARTEN] through 12, or any combination of them,

and is state approved or accredited;
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JAY S HAMMOND, CGovermor

IDEFAUTMEXT OF AI»M\N1STHN\NTIO\

division of administrative services CR -JUNEAU 93301
PUBLIC BVPLOYEES" RETIREVENT & TEACHERS" RETIREVENT SYSTRVS.
HEALTH INSLRANCE PROGRAM. GOVERNVENT SOCIAL SEQLRITY PROGRAM

April 30, 1975

The Honorable Bill Ray
Chairman

Senate Finance Committee
Pouch V

State Capitol

Juneau, Alaska 99801

Dear Senator Ray:

I have been requested to review the provisions of House Bill #296 and
provide a Fiscal Note. Enclosed is a copy of a letter dated April 7,
1975 in which 1 expressed my thoughts to Senator George Hohman on this
bill. You will note that the passage of this legislation has no direct
fiscal 1impact on the State; however, unless a definite agreement is
entered into between the State and the National Education Association,
the State could become responsible for providing the necessary funds.

From the information | have been able to obtain there will be two individuals
affect"d and based on that information our actuary advises us that the

cost 0! these benefits will be S16,444. Payment of this amount should be
agreed to by the National Education Association before I would recommend
further action on this bill.

If 1 can provide you with any additional information on this matter |
would appreciate hearing from you.

Sincerely,

/<?/ [/ [/ As

Robenkt S. Gates, Director
Division of Retirement & Benefits

RSG/jb
Enclosure

NOTE: PLEASE INCLLDE YOUR SOCIAL SEQLRITY NUMBER INALL CORRESPONDENCI 1 REQUESTS
TO THE RETIREVENT (FHE.



April 7, 197b

u&orge !i. Wotoaan

>S
*vag Vv
A ro pix-

- _r of yeur staff has recently asked me* for infer,.intion concerning
Vuj ¢ sc .wpcc T legislation was introduced co provic.; r?oir....ana credit
vn: v .. nr employees of the National Education Association rotroactivo

no 19.0. house Bill 1ilo. 296G was recently introduced whicn would

orcvide such coverage.

e hca several areas of concern with the impact of passing such legisi co lon
Of prlImary concern is how the cost of such benefits will h_ funded. As yon
under our .erecent system each member is required to . :.':0 contributions

.n.b the employer likewise incites contributions, h"kon .Z\ employees were
first pen. hitted to join our system | advised Robert Vn.i Route that an
cnmnis tracivo decision had been made requiring that hit', absorb the full
cr.ployer contribution cost unlike the local school district where the State
retches 5J"i of the cost. It seemed reasonable that the privil.. eof

m. rticieating in the system was what the legislature had in iriind and not to

1sldizo the retirement for ncn-public employees. This practice is being
followed and the ddA "is being required to pay the cost of the unfunded
liabilities for current employees, if former employees of the dilA were
gra.itmi service credit, it would seem to me that prior to the passage of
\y legislation, we should hove a definite ccrcaltmant frcr.i the ,IA to mal:® a
Amp sum payment for the anticipated actuarial cost which will Do involved
;0 pay Lnisvits for those former employees. Under the statutes once a
parser, goes co. retirement he is guaranteed a benefit as long as he remains
eligible. If do not insist on advanced payments for those liabilities,
ti.o State could find itself in a position of paying benefits to former
,»J\ members and also absorb partial costs for making such payments. In
crder vcr us to determine the prepayment amount rcquiroo it will be
i."cessary for the MEA to provide us with the periods of employment and
ocher data for each individual who would be effected by the suggested
changes in the statutes.



Senator Hodman April 7, 1975

I a.; also concerned about the use of the worcls "former employees™ because
we have no way of collecting contributions from a person who
longer an active member of the system. This matter can be resolved if
h£A guarantees the State that it will s he a lump sum prepayment of all
costs involved prior to passage of le elation.

is no

IT you need any additional information on this subject

I would appreciate
hearing from you.

Sincerely, /

Robert S. Gates, hirector
Division of Retirement A Benefits



YOI v

March 16, J

£ : Members c¢: the Senate HESS Committee
FF \: V.. C. Overstreet

SLtJLCT: House Bill 296

.he *j.ast legislature enacted a change in the teacher
retirement lav; that made it possible for employees of
"EA-Alaska to join the system, and receive credit for oas
service by making retro-active contributions to July 1,

1565 (14.25.C45, d-P). Perhaps i1t was only oversight

that caused that date to be used rather than 1956. Actu
ally, John Poling who just retired from a life-long

career in education in Alaska and Frank Darnell who has g.en
involved 1ir. education in our State since 1951 also serve(d as

Executive Secretary of KEA-Alaska. It seems to me that it
would he only fair to amend the law so that the +toe could

have tr.e c.ption cf making retro-active contributions and
sequently receive credit for that service.

.wo otners (Lyman Allen and Haze Bergeron) served a
Exc-tut ve fecretary of HEAR-Aitaska hut J do j*t believe either

r.tinue a: members of the system.
w>u-Id : rre < thud inequity.

. fp coprAf that till would =

L#/

m\_/fr / ) e
o of * d* /ir /7 Vv*
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IN THE HOUSE

Introduced: 3/13/75
Referred: Health,Education S
Social Services

3Y BRADNER
HOUSE BILL NO. 296
IN THE LEGISLATURE OF THE STATE OF ALASKA
NINTH LEGISLATURE - FIRST SESSION
A BILL
For an Act entitled: "An Act : jlating to teachers®" retirement benefits;

and providing for an effective date."

IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 1*1.25.0*<5 is amended to read:

Sec. 1*1.25.0*15. PARTICIPATION BY NATIONAL EDUCATION ASSOCIATION
EMPLOYEES. (a) An employee or former employee of the National Educa-—
tion Association of Alaska may participate 1in the retirement fund

under this chapter if

(€Y) the employee or former employee possesses or 1is eligible
to possess a teacher certificate under AS 1*1.20.020 and

) the employee or former employee or the National Education
Association of Alaska pays all retroactive contributions required to

be made under this chapter.

(b) For purposes of computing the period of time for which
retroactive contributions may be due, an employee or former employee

may count employment with the National Education Association of Alaska

since July 1, 1956 [1965].

* Sec. 2. This Act takes effect July 1, 1975

HB 296



RECORDS
CERTIFICATION

|, the undersigned, an employee of the State of Alaska, do hereby certify
that the microfilm images on this microform are accurate reproductions
of the original records of the State of Alaska as accumulated during the
regular course of business, and that it is the established policy and practice
of this State to microfilm its records and to dispose of the original records

after microfilm reproductions have been made.

M 1M

Date



"An Act rolatlncr to the oil and gas reserves ad valorem tax
and .to <e®lationship to other oil and gas taxation; effective

Afr »

COMMITTEE REPORT

f] 3% HOUSE
i 1

Mr. Speaker: Date
The Committee on v mm "7V hash a d ri* 2" 7
under consideration. A Majority of the members of the Committee
( Jrecommends it DO PASS
( Jrecommends it DONOT PASS
( ecommends it DO PASS WITH ATTACHED AMENDMENT(S)
( Jrecommends it BE REPLACEDWITH"CS FOR AND THAT

CS FOR DO PASS

( ) "and"™ recommends it BE REFERRED TO THE

COMMITTEE

( ) reports it back WITHOUT RECOMMENDATION

() "other™"

Members signing the Majority report:

t;”
/ A
/
Members NOT concurring in the Majority report:
/ 7/ JJJ .-
Ve recommends: .
- I * A\ gL <

recommends: >y " \n

recommend s :

recommends:

recommends:



Introduced: A/17/75
Referred: Resources and Finance

BY COWPER, BOWMAN, BRADLEY, BRADNER,

BROWN, COTTEN, DUNCAN,GARDINER,

GRUENING, KELLEY, MCKINNON, MALONE,

MILLER, NAUGHTON, PARKER, SMITH, PARR,
IN THE HOUSE SULLIVAN AND OSTROSKY

SPONSOR SUBSTITUTE FOR HOUSE BILL NO. 297
IN THE LEGISLATURE OF THE STATE OF ALASKA
NINTH LEGISLATURE - FIRST SESSION
A BILL
For anAct entitled: "An Actrelating to the oil and gas reserves ad valorenm
tax and its relationship to other oil and gas taxation;
and providing for an effective date."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
# Section 1. AS A3 is amended by adding a new chapter to read:

CHAPTER 58. OIL AND GAS RESERVES AD VALOREM TAX.

Sec. A3.58.010. AD VALOREM TAX. (a) An annual tax is levied each
taxyear beginning Janu ."1, 1976, on the full and true value of
taxable property under this chapter.

(b) The legislature shall annually determine by law the rate of
the levybefore April 1.

(c) If onApril 1 the legislature has not determined the rate of
levy, the rate of levy shall be aero for that year. The rate of levy
may not exceed 20 mills.

See. A3.58.020. EXEMPTIONS. The following interests in the
proven reserves of a lease or property shall be exempt from taxation
under this chapter:

(€Y) any interest of the United States or the state;

(2) any interest exempted from taxation by sec. 21 of the
Alaska !stiveClaims Settlement Act (P.L. 92-203; A3 U.S.C. sec. 1620);

(3) all other interests in the proven reserves of a lease or

property during the five year period beginning with the earlier of:
(A) the date of the original lease, concession, contract
or any other agreement that 1is made for the oil and gas development

-1- SSHB 297
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of a part or all of the land subject to that lease or property, or
(B) the date of the first completion, suspension,
abandonment of a discovery well in a field or pool which in whole

or in part underlies or comprises the lease or ownership interest;

(*J) taxable property under ch. 56 of this title;

(5) any and all interests conveyed pursuant to the Alaska
Native Claims Settlement Act (P.L. 92-203; *3 U.S.C. 1620), 1including
the Interests of lessees of all or part of such interests.

Sec. 11J3.58.030. CREDIT AGAINST TAX. There shall be allowed, as a
credit against the tax levied under this chapter for a lease or property
the amount of oil and gas properties production taxes paid under ch. 55
of this title for that lease or property for the 12 months before the
tax payment date under this chapter. The credit may not exceed the
amount of tax due under this chapter. For purposes of this section, the
credit shall be calculated without regard to the allowance ol"any credit
under AS h3.55.0IC against the taxes levied by ch. 55 of this title.

Sec. iﬁ.58.0UO. ASSESSMENT. (a) The department shall assess

taxable property under this chapter at its full and true value as of

January 1 of each year.

or

(b) The full and true value of taxable property under this chapter

is the estimated price which the property would bring in an open market
and under the then prevailing market conditions in a sale between a
willing seller and a willing buyer both conversant with the property and
with prevailing values. In determining this value, the department shall
consider all factors which may bi_ known by the department to affect the
value of the proven reserves of the lease or property, including but not
limited to the present value of the expected discounted future net

income from the lease or property.

Sec. ”~3.58.050. ASSESSMENT ROLL. The department shall prepare

SSHB 297 _o-



annually the assessment roll for taxation under this chapter. The roll
shall contain:

(€D) a description of all taxable property;

(2) the assessed value of all taxable property; and

3) the names and addresses of persons owning or otherwise
holding an interest in taxable property.

Sec. "13.58.060. ASSESSMENT NOTICE. On or before April 15 of each
year, the department shall send to every owner of taxable property named
in che assessment roll a notice of assessment showing the assessed value
of the property. The notice of assessment is effective on the date of
its mailing.

Sec. 43.58.070. APPEAL. (a) A person aggrieved by the action of
the department 1in making an assessment may request a hearing not later
than 20 days after the effective date of the assessment notice.

(t) At the hearing the department may subpoena witnesses and may
administer oaths and make Inquiries necessary to determine the correct—
ness of the assessment. At the hearing the appellant bears the burden
of proof, and in the absence of this proof the assessment will be
upheld. If the department determines that a correction is warranted,
the department shall correct the assessment and the assessment roll.

(c) Within 30 days after the decision by the department after
hearing, either the department or a person aggrieved by the decision may
appeal to the superior court for a trial de novo. The superior court
shall grant priority on its dockets for the appeals over all civil cases
then pending.

Sec. 43.58.080. CERTIFICATION. On or before June 15 of each year,

the department shall certify the final assessment roll and mall to the
operator or other person filing a return and paying tax on the taxable

property a statement of the amount of tax due.

-3- SSHB 297
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Sec. 43.58.090. SUPPLEMENTAL ASSESSMENT ROLLS. The department
shall Include property omitted from the assessment roll on a supple—
mental roll, using the procedures set out in this chapter for the
original roll.

Sec. 43.58.IOO. INVESTIGATION, (a) The department m*y make an
investigation of property on which a return has been filed cr on pro-—
perty for which no return has 1 Ffiled. In either case, the depart—
ment may make 1its own valuation of the taxable property, which is prima
facie evidence of full and true value.

(b) An employee or agent of the department may enter any premise
necessary for the investigation during reasonable nours and may examine
property and appropriate records. The owner of taxable property upon
request shall furnish to the employee or agent of the department reason—
able assistance required for the investigation. If refused entry or
assistance the superior court may, after reasonable notice to the owner,
order the owner to allow the entry or to furnish the assistance.

(c) For the purpose of the investigation, the operator or other
person Tfiling a return and paying the tax on the taxable property nr his
representative may be required to present himself for examination under
oath by the department.

Sec. 43.58.IIO. RETURNS AMD PAYMENT OF TAX. (a) The operator of
a lease or property 1is primarily liable for payment of the tax levied by
this chapter. All other persons owning or otherwise holding an interest
or right in that lease or property are secondarily liable for payment of
the tax levied by this chapter.

(b) The operator of a lease or property shall submit returns

the form prescribed by the department and shall make payment of the tax
levied under this chapter, on behalf of itself ar.d all other persons

holding an Interest or right in that lease or property. With the written

B 297 -4-
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approval of the department, a non-operator of the lease or property may
suomlt returns or make payment of the tax levied under this chapter, on
behalf of himself and such other persons as the department may approve.
All returns shall be filed on or before February 1 of each year.

(c) The tax levied under this chapter 1is payable to the department
on or before June 30 of each year or in installments at the times and
under the conditions the department may by regulation require. This
prevision applies ev n though the assessment is under appeal.

(d) With the prior written approval of the department, a person
submitting returns or making payments as required under this chapter for
more than one lease or property may regard those leases or properties as
a single lease or property for purposes of submitting those reports or
making those payments.

(e) An operator or other person making payment of the tax levied
under this chapter on behalf of one or more other persons owning or
otherwise holding an interest in a lease or property may withhold a
proportionate share of the payment from any proceeds or other benefits
from the lease or property owed to any person on whose behalf the pay-—
ment Is made. Unless otnerwise specifically provided by written contracl
or agreement, the person so withholding a proportionate share of the tax
levied under this chapter incurs no liability to those from whom it is
withheld by virtue of having made the withholding.

() By written notice the department may require a person filing
a return to submit additional information to the department no later
than 30 days after the notice.

Sec. t3.53.120. CIVIL PENALTY. Five per cent shall be added to

the tax for each 30-day period or fre-tlon of that period during which
the taxpayer fails to file a return or pay the full amount of the tax,

or a portion or a deficiency of the tax due and payable as finally

-5- S3HB 297



determined by the department and required by this chapter, unless it is
shov/n that the failure is due to a reasonable cause and not to wilful
neglect. The penalty may not exceed 25 per cent in the aggregate. The
penalty shall be c ;llected at the same time, in the same manner and as a
part of the original tax, but if the original tax is paid before the
neglect is discovered the penalty shall be collected in the same manner
as the original tax. The department shall describe by regulation circum—
stances which constitute reasonable cause for purposes of this section.

Sec. 43.58.130. INTEREST. When the tax levied in this chapter
becomes delinquent it bears interest at the rate of eight per cent a
year.

Sec. 43.58.140. LIEN. The tax, penalty and Interest payable under
this chapter are first and paramount liens on the property subject to
tax under this chapter.

Sec. 43.58.150. REMEDY . The remedy of distraint of property set
out in AS 43.20.270 applies to the tax levied by this chapter.

Sec. 43.58.I60. REGULATIONS. The department may adopt regulations
in accordance with the Administrative Procedure Act (AS 44.62) as
appropriate to administer and enforce this chapter.

Sec. 43.58.170. TERMINATION OP TAX. The tax imposed by this
chapter shall terminate on December 31, 1977.

Sec. 43.58.180. ACCRUAL OF EARLY DEVELOPMENT INCENTIVE CREDIT.

(a) An early development incentive credit, calculated in accordance
with this section, shall be applied to the tax payable under ch. 55 of
this title as provided in AS 43.55.018. The early development incentive
credit for a lease or property 1is zero until changed as provided 1in this

section.
(h) The early development incentive credit for a lease or property

shall be increased each calendar year by the amount of net tax paid



(6) "operator”™ means the person conducting the exploration,
development or production operation for a lease or property;

(@) "proven reserves" means the volumes of oil and gas in a
known deposit which geological and engineering information indicate to
be recoverable in the future under prevailing economic conditions and
technology;

(8) "taxable property"” means any interest in the proven
reserves of a lease or property.

Sec. 43.58.200. PAYMENT TO ALASKA NATIVE FUND. When the tax levied
under this chapter is payable,an amount not less than two per cent of
the tax shall be paid by the state from oil and gas royalty payments
into the Alaska Native Fund established by sec. 6 of the Alaska Native
Claims Settlement Act (P.L. 9<-203, 85 Stat. 688, 43 USC 1601 et seq.)
until all payments paid into tho fund equals $500,000,000.

Sec. 2. AS 43.55.010(b) is amended to read:

(b) Except as provided in ch. 58 of this title, tiie [THE] tax
imposed by this chapter is in place ofall taxes now Imposed by the
state or any of its municipalities, and neither the state nor amunici—
pality may impose a tax upon

(1) [deleted]

(2) producing oil or gas leases;

(3) oil or gas produced or extracted 1in the state;

(4) [deleted]

(5) the value of Intangible drilling and exploration expenses
Sec. 3. AS 43.55 1is amended by adding a new section to read:

Sec. 43.55.018. CREDIT AGAINST TAX. (a) There shall be allowed

as a credit against the taxes levied under this chapter for a lease or
property the early development incentive credit accrued for that lease

or property under AS hSo S.I1SO. In no event may the credit allowed for



under this chapter.
(c) The early development incentive credit for a lease or property
shall be reduced each month by the amount of tax credit allowed in that

month under AS A3.55.018 for that lease or property.

Sec. A3.58.i90. DEFINITIONS. In this chapter:
1) "department” means the Department of Revenue;
(2) "gas" means all hydrocarbon substances not defined as oil

in this chapter;
(3) "lease or property" means
(A) a lease or other property that includes mineral
rights 1in oil and gas,
(B) a leasehold interest in oil and gas,
©) aworking interest, royalty interest,overriding
royaltv interest, production payments, net profit interest or any
other interest in a lease, concession, joint venture or other
agreement for oil and gas exploration, development )r production,
(D) a working interest, royalty Interest, overriding
royalty interest, production payment, net profit interest or any
other interest 1in an agreement for unitization or pooling under the
provisions of sec. 61A(b)(3) of the Internal Revenue Code of 195X
as defined on the effective date of this paragraph;
(A) "net tax paid under this chapter™ means the amount of tax
payable under sec. 10 of this chapter, less the credit allowed under
sec. 30 of this chapter without regard to interest or penalty;
(5) "oil" means crude petroleum oil and other hydrocarbons
x®gardless of gravity which, when recovered, are recovered at the well—
head in liquid form, and the liquid hydrocarbons known as distillate or

condensate that are recovered by separation from gas other than at a gas

processing plant;
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a lease or property exceed 50 per cent of the taxes levied under this

chapter for chat lease or property.

(b) The credit shall be allowed on a monthly basis.

* Sec. 4. AS 43.55.140(8) is repealed and re-enacted to read:

(8) "lease or property" means

(A) a lease or other property that includes mineral
rights in oil and gas,

(B) a leasehold interest in oil and gas,

©) aworking interest, royalty interest,overriding
royalty interest, net profit interest or any other interest in a
lease, concession, joint venture or other agreement for oil and gas
exploration, development or production,

(D) a v/orking interest, royalty interest, overriding
royalty interest, net profit interest or any other interest in an
agreement for unitization or pooling under the provisions of sec.
614(b)(3) of the Internal Revenue Code of 1954 as defined on the

effective date of this paragraph;

* Sea. 5- Sec. 29-53-050(b) 1is amended to read:

(b) No municipality, or combination of municipalities occupying

the same geographical area, in whole or 1in part, may levy taxes which
result in tax revenues from all sources exceeding either (1) $1,000 a
year for each person residing within their boundaries or (2) when com—
bined with the value of property otherwise taxable by the municipality,
the product of 225 per cent of the average per capita assessed full and
true value 1in the state multiplied by the number of residents of the
taxing municipality. If two or more municipalities occupying the same
geographical area, in whole or in part, attempt to levy a tax the

combined levy of which would result in tax revenues from all sources

exceeding either (1) $1,000 a year for each person residing within their
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boundaries or (2) when combined with the value of property otherwise
taxable by the municipality, the product of 225 per cent of the average
per capita assessed full and true value of property in the state multi —
plied by the number of residents of the taxing municipality, the commis—
sioner of community and regional affairs shall apportion the lawful Ilevy
and equitably divide these revenues on the basis of need, services
performed and other considerations in the public interest. For the
purpose of this subsection population shall be determined by the commis—
sioner of community and regional affairs based on the latest statistics
of the United States Bureau of the Census or on other reliable population
data. For purposes of this subsection the average per capita assessed
full and true value of property in the state shall be calculated without
regard to the assessed value of taxable property under AS *13-58.

Sec. 6. Sec. ”73*56.010(c) 1is amended to read:

(c) IT the total value of assessed property of a municipality
taxing under AS 29. 53« <*I5(c) exceeds the product of 225 per cent of the
average per capita assessed full and true value of property in the state
(to be determined by the department and reported to each municipallt by
January 15 of each year) multiplied by the number of residents of the
taxing municipality, the department shall designate the portion of the
tax base against which the local tax may be applied. For purposes of
this subsection the average per capita assessed full and true value- of
property in the state shall be calculated without regard to the assessed

value of taxable property under ch. 58 of this title.

* Sec. 7. This Act takes effect on April 30, 1975*

SSHB 297 ~10-
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tax and its relationship to other oil and gas taxation:
and providing for an effective date."

IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

6 Section 1. AS *13 ie amended by adding a new chapter to read:

CHAPTER 58. OIL AND CAS RESERVESAD VALOREM TAX.

Sec. *13.58.010. AD VALOREM TAX. (a)An annual tax lalevied each j
tax year beginning January 1, 1976, on the full and true value of
taxable property under this chapter.

(b) The legislature shall annually determine by law the rate of
the levy before April 1.

(c) If on April 1 the legislature has not determined the rate of
levy, the rate of levy shall be zero for that year. The rate of levy
may not exceed 20 tnlll3. & I p

Sec. *13.98.020. EXEMPTION"S.7 (a) VThe following interests In the
proven reserves of a lease or property shall be exenpt from taxation
under this chapter:

PrucTc anY interest of the United States or the state;

any interest exempted from taxation by sec. 21 of the

Alaska Native Clnims Settlement Act (I17L. 92-203; *3 U.S.C. sec. 1620);
3) all other interests In the proven reserves of a lea!
property durlng®"thc five year period beginning with the earlier of:
(A) the date of the original leane, concession, co

or any other agreement that is made for the oil and gas development

™

c ¢ , .n copy,
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of a part or all of the land subject to that lease or property, or
(B) the date of the first completion, suspension, or

abandonment of a discovery vfell in a field or pool which in whole

or in part underlies or comprises the lease or ownership interest;

(4) taxable property under ch. 56 of '

(5) any and all Interests acquired by an Alaska Native
regional corporation the Alaska Native Claims Settlement Act”
(P.L. 92-203;

(b) If any provision of t on or the application of any
provision of this see-trion-or circuir.stance__Jls held invalid, the remainder
of this Act la~void

CREDIT AGAINST TAX. There shall be allowed, as a

credit against the tax levied wunder this chapter for a lease or property,

the amount of oil and gas properties production taxes paid under ch. 55 !I
of this title for that lease or property for the 12 months before the

%
tax payment date under this chapter. The credit may not exceed the
amount of tax due under thi3 chapter. For purposes of this section, the
credit shall be calculated without regard to the allovrance of any credit
under AS "3-55-018 against the taxes levied by ch. 55 of this title.

Sec. ~3-58.070. ASSESSMENT, (a) The department shall assess
taxable property under thJs chapter at Its full and true value as of
January 1 of each year.

(b) The full and true value of taxable property under this chap

is the estimated price which the property would bring in an open market

and under the then prevailing market conditions In a sale between a

willing seller and a w illing buyer both conversant with the property and
with prevailing values. In determining this value, the department shalll
consider all factors \hich nay be known by the department to affect the |
value of the proven reserveo of the lease or property, including but nol

2 Loivuyir i LOF Y1



United tc the present value of the expected discounted future net

income from the lease or property.

Sec. 1J3.58.050. ASSESSMENT ROLL. The department shall prepare

annually the assessment roll for taxation under this chapter. The rol
shall contain:

(1) a description of all taxable property;

(2) the assessed value of all taxable property; and

(3) the nar.es and addresses of persons owning or otherwise

holding an interest In taxable property

Sec. 43.58.060. ASSESSMENT NQTICE. On or before April 15 of each

year, the department shall send to every owner of taxabhle property named j
in the assessment roll a notice of assessment showing the assessed value;
of the property. The notice of assessment is effective on the date of

its mailing.
Sec. 43.58.070. APPEAL, (a) A person aggrieved by the action of m
\ .
the department in making an assessment may request a hearing not later

than 20 days after the effective date of the assessment notice.

(b) At the hearing the department may subpoena witnesses and may
administer oath3 and make Inquiries necessary to determine the correct-
ned3 of the assessment. At the hearing the appellant bears the burden
of proof, and in the absence of this proof the assessment v:ill be
upheld. ¢ the department determines that a correction is warranted,
the department shall correct the assessment and the assessment roll.

(c) Within 30 days after the decision by the department after a
hearing, cither the department or a person aggrieved by the decision nay
appeal to the superior court for a trial de novo. The superior court
shall grant priority on its dockets for the appeals over all civil cases,
then pending.

Sec. 43.56.080. CERTIFICATION. On or before June 15 of each year



the department shall certify the final assessment roll and mail to the
operator or other person filing a return and paying; tax on the taxable
property a statement of the amount of tax due.

Sec. 43.53.090. SUPPLEMENTAL ASSESSMENT ROLLS. The department
shall include property omitted from the assessment roll on a supple—
mental roll, using the procedures set out in this chapter for the
original roll.

Sec. 43.58.100. INVESTIGATION, (a) The department may make an
investigation of property on which a return has been filed or on pro-—
perty for vihich no return has been filed. In either case, the depart—
ment may make it3 own valuation of the taxable property, which iB prima
facie evidence of full and true value.

(b) An employee or agent of the department nay enter any premise
necessary for the investigation during reasonable hours and may examine
property and appropriate records. The ovmer of taxable property upon
request shall furnish to the employee or agent of the department reason—
able assistance required for the Investigation?” |If refused entry or
assistance the superior court may, after reasonable notice to the owner,
order the ovmer to allow the entry or to furnish the assistance.

(c) For the purpose of the investigation, the operator or other
person filing a return and paying the tax on the taxable property or his
representative may be required to present himself for examination under
oath by the departinent.

sec. 43.58.110. RETURNS AND PAYK5HT OF TAX. (a) The operator of
a lease or property is primarily liable for payment of the tax levied by
thl3 chapter. All other persons owning or otherwise holding an Interect
or right in that lIcnce or property are secondarily liable for payment of

tho tax levied by this chapter.

(b) The operator of a leaso or property ahull submit returns on
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the form prescribed by the department and shall make payment of the tax
levied under this chapter, on behalf of itself and all other persons
holding an interest or right in that lease or property, tfith the written
approval of the department, a non-operator of the lease or property ray
submit returns or nake payment of the tax levied under thi3 chapter, on
behalf of himself and such other persons a3 the department may approve.

All returns shall be filed on or before February 1 of each year.

(c) The tax levied under this chapter is payable to the department
on or before June 30 of each year or in installments at the times and
under the conditions the department may by regulation require. This
provision applies even though the assessment is under appeal.

(d) With the prior written approval of the department, a person
submitting returns or making payments as required under this chapter for
core than one lease or property may regard those leases or properties S3
a single lease or property for purposes of submitting those reports or
naJcing those payments.

(c) An operator or other person making payment of the tax levied
under this chapter on behalf of one or more other persons owning or
otherwise holding on interest in a lease or property may withhold a
proportionate share of the payment from any proceeds or other benefits
from the lease or property owed to any person on whose behalf the pay-

I
ment is made. Unless otherwise specifically provided by written contract

or agreement, the person so withholding a proportionate share of the tax;
levied under this chapter incurs no liability to those from v/hom it is
withheld by virtue of having made the withholding.

(f) Dy written notice the department may require a person filing
a return to submit additional information to the department no later
than 30 days after the notice.

Sec. CIVIL TTL®AL.TY. Five per cent shall bo added to
hiD ji



the tax for each 30-day period or fraction of that period during which
the taxpayer fTails to file a return or pay the full amount of the tax,
or a portion or a deficiency of the tax due and payable as finally
determined by the department and required by this chapter, unless It is
shown that the failure is due to a reasonable cause and not to wilful
neglect. The penalty nay not exceed 25 per cent in the aggregate. The
penalty shall be collected at the same time, In the same manner and as a
part of the original tax, but If the original tax Is paid before the
neglect Is discovered the penalty shall be collected in the same manner
as the original tax. The department shall describe by regulation chtun-ﬂ
stances which constitute reasonable cause for purposes of thi3 section. I

Sec. 43.50.130. INTEREST. Y/hen the tax levied in this chapter
becomes delinquent it bears interest at the rate of eight per cent a
year.

sec. 43.50.1110. LIEN. The tax, penalty and interest payable under!
this chapter are first and paramount liens on the property subject to
tax under this chapter.

Sec. 43.53.150. REMEDY . The remedy of distraint of property set
out; in AS 43.20.270 applies to the tax levied by this chapter.

sec. 43.5s.160. REGULATIONS. The department may adopt regulations
in accordance with the Administrative Procedure Act (AS 44.62) as
appropriate to administer and enforce this chapter.

Sec. 43.j8.170. TERMINATION OP TAX. The tax imposed by thi3
chapter shall terminate on December 31, 1977*

Sec. 43.58.100. ACCRUAL OF EARLY DEVELOPMENT INCENTIVE CREDIT.
(a) An early development Incentive credit, calculated in accordance

with this section, "mhall be upplicd to tho tax payable under ch. 55 of

thio title as p.rovlded In AS 43.55.018, The early development Incentive

credit for a lease or property lo zero until changed no provided in this
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section.

shall

(b) Tho early development incentive credit for a lease or property!

be increased each calendar year b7 the amount of nfct tax paid

under this chapter.

shall

(c) The early development incenti” credit for a lease or property

be reduced each month by the amount of tax credit allowed in that

month under AS *13.55.018 for that lease or property.

Sec. i13.5G.190. DEFINITIONS. In thi~ chapter:
¢D) "department ®means the Department of Revenue;

(2) "gas" means all hydrocarbon substances not defined as oil
« »

in this chapter;

(3) "lease or i>ropertyr means

(A) a lease or other property that Includes mineral
rights in oil and gas,

(B) a leasehold interest 1in oil and gas,

(C) a vjorklng interest, royalty interest, overriding
royalty Interest, production payments, net profit interest or any
other interest in a lease, concession, Joint venture or other
agreement for oil and gas exploration, development or production,

(D) a working interest, royalty interest, overriding
royalty interest, production payment, net profit interest or any
other interest in an agreement for unitization or pooling under the
provisions of sec. 61" (b)(3) of the Internal Revenue Cede of 1951
as defined on the effective date of this paragraph;

() "net tax paid under this chapter”™ means the amount of tax

payable under sec. 10 of this chapter, Ics3 the credit allowed under

SecC.

30 of tlila chapter without regard to inherent or penalty;

(5) "oil" means crude petroleum(Joll Jand other hydroce

regardless of gravity which, when recovered, are recovered at the well-
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head In liquid form, and the liquid hydrocarbons known as distillate or
condensate that are recovered by separation from gas other than at a gas
processing plant;

(6) "operator means the person conducting the exploration,
development or production operation for a lease or property;

(7) "proven reserves®" r.eana the volumes of oil and ga3 in a
known deposit which geological and engineering information Indicate to
be recoverable If It Is economically feasible to market it in the fusure.
"proven reserves”’does not include oil and gas which is not economicallyj
feasible to market In the future under reasonably foreseeable conditions,

(8) "taxable property®l means any Interest In the proven
reserves of a lease or property.

Sec. *13.58.200. PAYI"ffINT TO ALASKA NATIVE FUND. When the tax levied

n —ranny-:aaa Q & O Oil/. TO
under this chapter Is payable an amountynot less than two per cent of
the tax shall be paid by the state from oil and gas i-oytllty™pj"..".cntc *
Into the Alaska Native Fund established by see, 6 of the Alaska Native
Claims Settlement Act (P.L. 92-203, 05 Stat. 688, *13 "JSC 1601 et seq.)
until all payments paid into the fund equals $500,000,000.
Sec. 2. AS *13.55.010(b) is amended toread:

(b) Except as provided in ch. 550f this title, the [TEE] tax
imposed by this chapter 1is in place ofall taxes now imposed by the
state or any of its municipalities, and neither the state nor amunici—
pality nay impose a tax upon

(&) [deleted]

(2) producing oil or gas leases;

(3) oil or gas produced or extracted in the stato;

(*0 [deleted]

(5) the value of intangible drilling and exploration expenses

* Sec. 3. AS *13.55 is amended by adding a new nection to rend:

consnu 297 -c- COiWw,iTIL: COPY,
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Sec. ~3.55.010. CREDIT AGAIEST TAX. (a) There shall be allowed
as a credit against the taxes levied under this chapter for a lease or
property the early development incentive credit accrued for that lease
or property under AS fI13.5G.1S0. In no event may the credit allowed for
a lease or property exceed 50 per cent of the taxes levied under this

chapter for that lease or proper.j.

(b) The credit shall be allov/ed on a monthly basis.

B Sec. A AS fI3.55.1fl0(C) is repealed and re-enacted to read:
(8) "lease or property"™ means

(A) a lease or other property that,includesmineral
rights in oil and gas, . . « .

(B) a leasehold interest in oil and gas,

©) a vforking interest, royalty interest, overriding
royalty interest, net profit interest or any other interest in a
lease, concession, Joint venture or other agreementfor oil and gas.
exploration, development or producﬁion—, )

(D) a working interest, royalty interest, overriding
royalty interest, r.et profit interest or any other interest in an
agreement for unitization or pooling under the provisions of sec.
61F1(b)(3) of the Internal Revenue Code of 195fl aa defined on the
effective date of this paragraph;

1 Sec. 5- Sec. 29.53.050(b) 1Is amended to read:

(b) 10 municipality, or combination of raunlclpalit_esoccupying
the same geographical area, In whole or in part, may levy taxes which
result in tux revenues from all sources exceeding either (1) *1,000 a
year for each person residing within their boundaries or (?) when com—
bined with the value of property otherwise taxable by the municipality,

the product of 225 per cent of the average per capita assessed full and

true value in the utatc multiplied by the number of residents of tlie

Lu, 1IE COPY.
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taxing municipality. If two or nore municipalities occupying the sane
geographical area, in" whole or in part,., attempt to levy a tax the
combined levy of which would result in tax revenues from .all sources
exceeding either (1) $1,000 a year for each person residing vjithin their
boundaries or (2) when combined YJIth the value of property otherwise
taxable by the municipality, the product of 225 percent of the average
per capita assessed full and ;rue value of property 1in the state nultl- |
plied by the number of residents of the taxing municipality, the commis—
sioner of community and regional affairs shall apportion the lawful levy
and equitably divide these revenues on the basis of need, services
performed and other considerations in the public interest. For the
purpose of this subsection population shall be determined by the commis-j
sioner of community and regional affairs based on the latest statistics j
of the United States Bureau of the Census or on other reliable population
data. For purposes of this subsection the average per capita assessed }
full and true value of property in the state shall be calculated without,
regard to the assessed value of taxable property under AS A3.50.

c Sec. 6. Sec. A3.56.010(c) Is amended to read:

(c) If the total value of assessed property of a municipality
taxing under AS 29.53.0A5(c) exceeds the product of225 per cent of the
average per capita assessed full and true value of property in the state“
(to be determined by the department and reported to each municipality by;
January 15 of each year) multiplied by the number of residents of the
taxing municipality, the department shall designate the portion of the
tax base against which the local tax may be applied. For purposes of

this subsection the average per capita assessed full and true value of

pronerty In lhe si-ato diall be calculnted without rc-nrd to the asscr.acd
value of taxable property under ch. 53 of this title.

fl Sec. This Act tukes effect on April 30, 1975.

sou BT - 1# - CG/ .V.lritc COPY



The Legislature of the State of Alaska
FISCAL NOTE

First Session - Ninth Legislature
REQUEST
Bill N't. Senate S for CS for Sponsof Substitute for House Bill Mo. 297 am S
Title; An Act relating to the oil and gas reserves ad valorem tax
Requested by: Senator-3ill Ray. Chairman. SF Comm. Date: 5-19-77

Return Date Requested: 5-19-75

Agenev: Department of Revenue Program: Property Tax Division
1. FISCAL DETAIL
Budget Request Unifc(s) Affected;
A. EXPENDITURES: (Thousands of dollars)
5
0BJECT FY 75 FY 26 FY 77 FY 7S 1 fy 79 }FY 20
100 PERSONAL SERVICES
200 TRAVEL N8 . i
300 ICNTP.ACTUAL 88c0 -53%0_- oo
300 COMMODITIES ’
500 EQUIPMENT ceeeees " | 1 -
(Too" LAND & STRUCTURES 1 i
700 GRANTS, CLAIMS~A_ETCH, -7 -1 _
93*0 90.3 i- -
TOTAL
- L]
B. FUNDING: (Thousands of dollars)
FAT, FUND 93.0 983 s : J
*
Pal "funds  —mmmmm————— - - - .- -1-
OTHER _ - L aETTRLETE I
n POSITIONS:
-0- 7/ /
PERMANENT/TEMPORARY - JL j ;
MAN MONTHS (P./T.3 I
. ANALYSIS (See Fiscal Note Preparation Instructions” Section 111)
Per attached breakdown adjusted for inflation in FY 1977
TV ATTACHMENTS
i, . -sy \[7y 1y
\ TE * May 19, 197~ PREPARED BY: .
V. Bﬁlc.. e Commissioner of Revenue *



* TAX ON RESERVES
ADMINISTRATIVE COSTS
May 19,1975

Contractual support of this administrative function is recommended:

1.

Contract with a firm to provide petroleum engineer

services, 180 days @ $250 day

Production of reports, graphs, maps and charts

Travel for firm to and from Alaska

Hearings, Transcripts and Testimony preparation
Contract with a firm to provide petroleum legal
services

Total Administrative Costs

$45,000
5,000
5,000

8,000

30,000

.$.93yQ0Q.
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May 19, 1975

The Honorable Bill Ray
Chairman

Senate Finance Committee
Alaska State Legislature
State Capitol

Juneau, Alaska

Dear Senator Ray:

I have reviewed Senate CS for CS for Sponsor Substitute for House Bill 297
am S.

It appears that the wording of the exemptions in section 43.58.020 could be
interpreted to exclude from the tax the gas reserves associated with the
Sadlerochit formation in Prudhoe Bay.

The projected revenues from the bill for FY 1976 and 1977 are then as
follows:

FY 1976 FY 1977
$216 million $258 million
While it appears that the exclusion of gas reserves might cause some
difficulty in valuing the property, we believe that funds requested in the

attached fiscal note will be adequate to administer the bill.

Very truly yours.

Sterling Gallagher
Commissioner

SG: eh

Attachment



AMENDMENTS

PAGE 1
line 20 DELETE (a) [just that character and the parens.
around it]
lines 25 and 26 DELETE section (2) and replace with new
language:
(2) any interest exempted from taxation by the
Alaska Native Claims Settlement Act t P.L.
92-203; 43 USC & 1620 or acquired under said
Act by an Alaska Native regional or village
corporation,
PAGE 2
lines 9-11 DELETE all of section (b)
lines 6 & 7 DELETE all of section (5)
PAGE 7 line 28 following "petroleum, delete "ol
PAGE 8 line 14 following "amount™ 1insert "equivalent to"
line 15 following "gas" delete "royalty payments™
and insert "royalties, bonuses, and rentals™
line m8 insert, before Sec. 2 the following new

section;

Sec. 48.53.210. Severability, If any
provision of this Act, or the applicability
thereof, is held 1invalid, the remainder

of this act shall not be affected thereby.
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[, the undersigned, an employee of the State of Alaska, do hereby certify
that the microfilm images on this microform are accurate reproductions
of the original records of the State of Alaska as accumulated during the
regular course of business, and that it is the established policy and practice
of this State to microfilm its records and to dispose of the original records

after microfilm reproductions have been made.

Signature of Camera Operator ' Date
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h the house by the finance committee
SENATE CS FOR CS FOR SFONSOR SUBSTITUTE FOR HOUSE BILL NO. 297 am S
IN THE LEGISLATURE OF THE STATE OF ALASKA
NINTH LEGISLATURE - FIRST SESSION
A BILL
or an Act entitled: "An Act relating to the oil and gas reserves ad valorem
tax and 1its relationship to other oil and gas taxation;
and providing for an effective date."”
E IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
Section 1. AS 83 is amended by adding a new chapter to read:
CHAPTER 58. OIL AND GAS RESERVES AD VALOREM TAX.
sec. 83.58.010. AD VALOREM TAX. (a) An annual tax 1is levied each
tax year beginning January 1, 1976, on the full and true value of
taxable property under this chapter.
(b) The legislature shall annually determine by law the rate oF
the levy before June 1.
(c) The rate of levy may not exceed 20 mills.
Sec. 83.58.020. EXEMPTIONS. The following interests in the
proven reserves of a lease or property shall be exempt from taxation
under this chapter:

(1) any interest of the United States or the state;

(2) any interest in proven reserves during the five-year
period beginning with the date of the first completion, suspension, or
abandonment, whichever occurs first, of a discovery well 1in an oil or
gas field or pool which in whole or 1in part underlies or comprises the
lease or property;

(3) any interest in proven reserves until the earlier of

either of the following occurs:
(A) the 1issuance, upon application, of a permit for
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construction of a facility to transport oil or gas from any well or

wells in an oil or gas field or pool which in whole or 1in part

underlies or comprises the lease or property to market; or
(B) the commencement of construction of a facility
transport oil or gas from any well or wells in an oil or gas field

or pool which in whole or in part underlies or comprises the lease

cr property to market;

(8) any interest iIn proven reserv.s as to which the issuance
of a permit for, or the commencement ~f construction of a facility to
transport oil or gas from any well or wells in an oil or gas field or
pool, which in whole or in part underlies or comprises the lease or
property, or the use of those facilities, is enjoined, either temporar—
ily or permanently, by an order, judgment, decree, determination or
award of a federal, state or local court or administrative or regulatory
agency.

Sec. 83.58.030. CREDIT AGAINST TAX. There shall be allowed, as a
credit against the tax levied under this chapter for a lease or prop—
erty, the amount of oil and gas properties production taxes paid under
ch. 55 of this title for that lease or property for the 12 months before
the tax payment date under this chapter. The credit may not exceed the
amount of tax due under this chapter. For purposes of this section, the
credit shall be calculated without regard to the allowance of any credit
under As 83.55.018 against the taxes levied by ch. 55 of this title.

sec. 83.58.080. ASSESSMENT. (a) The department shall assess
taxable property under this chapter at its full and true value as of
January 1 of each year.

(b) The full and true value of taxable property under this chapter
is the estimated price which the property would bring in an open market
and under the then prevailing market conditions in a sale between a
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willing seller and a willing buyer both conversant with the property and
with prevailing values. In determining this value, the department shall
consider all factors which may be known by the department to affect the
value of the proven reserves of the lease or property, including but not
limited to the present value of the expected discounted future net
income from the lease or property.

Sec. 43.58.050. ASSESSMENT ROLL. The department shall prepare
annually the assessment roll for taxation under this chapter. The roll
shall contain:

(1) a description of all taxable property;

(2) the assessed value of all taxable property; and

(3) the names and addresses of persons owning or otherwise
holding an Interest in taxable property.

Sec. 43.58.060. ASSESSMENT NOTICE. On or before April 15 of each
year, the department shall send to every owner of taxable property named
in the assessment roll a notice of assessment showing the assessed value
of the property. The notice of assessment is effective on the date of
its mailing.

Sec. 43.58.070. APPEAL. (a) A person aggrieved by the action of
the department in making an assessment may request a hearing not later
than 20 days after the effective date of the assessment notice.

(b) At the hearing the department may subpoena witnesses and may
administer oaths and make inquiries necessary to determine the correct-
ness of the assessment. At the hearing the appellant bears the burden
of proof, and in the absence of this proof the assessment will be
upheld. IT the department determines that a correction 1is warranted,
the department shall correct the assessment and the assessment roll.

(e) Within 30 days after the decision by the department after a
hearing, either the department or a person aggrieved by the decision may
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appeal to the superior court. The superior court shall grant priority
on its dockets for the appeals over all civil cases then pending.

Sec. 43.58.080. CERTIFICATION. On or before June 15 of each year,
the department shall certify the final assessment roll and mall to the
operator or other person filing a return and paying tax on the taxable
property a statement of the amount of tax due.

Sec. 43.58.090. SUPPLEMENTAL ASSESSMENT ROLLS. The department
shall include property omitted from the assessment roil on a supple—
mental roll, using ;he procedures set out in this chapter for the
original roll.

sec. 43.58.100. INVESTIGATION. (a) The department may make an
investigation of property on which a return has been filed or on pro—
perty for which no return has been filed. In either case, the depart—
ment may make its own valuation of the taxable property, which is prima
facie evidence of full and true value.

(b) An employee or agent of the department may enter any premise
necessary for the investigation during reasonable hours and may examine
property and appropriate records. The owner of taxable property upon
request shall furnish to the employee or agent of the department reason—
able assistance required for the investigation. If refused entry or
assistance the superior court may, after reasonable notice to the owner,
order the owner to allow the entry or to furnish the assistance.

(c) For the purpose of the investigation, the operator or other
person ri.".j.ng a return and paying the tax on the taxable property or his
representative may be required to present himself for examination under
oath by the department.

sec. 43.58.110. RETURNS AND PAYMENT OF TAX. (a) The operator of
a lease or property 1is primarily liable for payment of the tax levied by

this chapter. All other persons owning or otherwise holding an interest
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or right in that lease or property are secondarily liable for payment of
the tax levied by this chapter.

(b) The operator of a lease or property shall submit returns cn
the form prescribed by the department and shall make payment of the tax
levied under this chapter, on behalf of itself and all other persons
holding an interest or right 1in that lease or property. With the
written approval of the department, a nonoperator of the lease or prop-—
erty may submit returns or make payment of the tax levied under this
chapter, on behalf of himself and such other persons as the department
may approve. All returns shall be filed on or before February 1 of each
year.

(c) The tax levied under this chapter 1is payable to the department
on or before June 30 of each year or in installments at the times and
under the conditions the department may by regulation require. This
provision applies even though the assessment 1is under appeal.

(d) With the prior written approval of the department, a person
submitting returns or making payments as required under this chapter for
more than one lease or property may regard those leases or properties as
a single lease or property for purposes of submitting those reports or
eraking those payments.

(e) An operator or other- person making payment of the tax levied
under this chapter on behalf of one or more other persons owning or
otherwise holding an interest in a lease or property may withhold a
proportionate share of the payment from any proceeds or other benefits
from the lease or property owed to any person on whose behalf the pay-—
ment 1Is made. Unless otherwise specifically provided by written con—
tract or agreement, the person so withholding a pidportionate share of
the tax levied under this chapter incurs no liability to those from whom
it is withheld by virtue of having made the withholding.
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(f) 3y written notice the department may require a person filing
a return to submit additional information to the department no later
than 30 days after the notice.

sec. A3.58.1iD. PAYMENTS IN LIEU OF TAX. The operator may each
year, at its option, in lieu of paying the tax provided for in this
chapter, make an advance payment of royalties due to the state under
the lease or property to which the tax pertains in the same manner,
amount and at the same time as the tax, penalty and interest otherwise-

payable under this chapter. This election shall be effective for all

purposes of law and of the lease or oroperty upon (1) the filing with
the commissioner of revenue and the commissioner of natural resources,

on or before February 1 of each year, a written notice of election by

or on behalf of the operator to pay that amount as advance payment of
royalties and (2) payment to the commissioner of revenue of that

amount. AS 38.05.182 and 38.05.183 ~nd AS 38.06 shall not be applicable
to this advance payment of royalties. IT the operator elects this
option, the advance payment of royalties in lieu ofthe tax shall Dc
alloweu as a credit against future royalty paymentsdue from the lease
or property. In no event may the credit against royalty payments

under the lease or property allowed in any year exceed the amount,of

the credit allowed under AS A3.55.018 for the lea 2or property. As a
condition of this election by the operator, the state, its assigns or

designees shall have the right to purchase at the time of production,

upon six months prior written notice to the operator by the commissioner
of natural resources, and at the field market price or value at the
well as determined under the terms of the lease or property, any part

or all of the royalty oil or gas represented by the advance payment of
royalties. Any such purchase by the state shall be made after the

commissioner of natural resources determines, with the prior written
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approval of the Alaska Royalty Oil and Gas Development Advisory Board,
that the best interest of the state requires the purchase, and AS 38.05.
182 and 38.05.183 and AS 38.06 shall be applicable to any oil and gas
purchased in this manner by the state.

Sec. 43.58.120. CIVIL PENALTY. Five per cent shall be added to
the tax for each 30—day period or fraction cf that period during which
the taxpayer fails to file a return or pay the full amount of the tax,
or a portion or a deficiency of the tax due and payable as finally
determined by the department and required by this chapter, unless it

is shown that the failure 1is due to a reasonable cause and not to

wilful neglect. The penalty may not exceed 25 per cent in the aggregate
The penalty shall be collected at the same time, 1in the same manner

arid as a part of the original tax, but 1if the original tax 1is paid
before the neglect is discovered the penalty shall be collected in the
same manner as the original tax. The department shall describe by
regulation circumstances which constitute reasonable cause for purposes
of this section.

Sec. 43.58.130. INTEREST. When the tax levied in this chapter

becomes delinquent It bears interest at the rate of eight per cent a
year.

Sec. 43.58.140. LIEN. The tax, penalty and Interest payable
under this chapter are first and paramount liens on the property
subject to tax under this chapter.

sec. 43.58.150. REMEDY. The remedy of distraint of property set
out in AS 43.20.270 applies to the tax levied by this chapter.

Sec. 43.58.160. REGULATIONS. The department may adopt regulations
in accordance with the Administrative Procedure Act (AS 44.62) as

appropriate to administer and enforce this chapter.

Sec. 43.58.170. TERMINATION OF TAX. The tax 1imposed by this
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chapter shall terminate on December 31, 1977.

Sec. ™3.58.180. ACCRUAL OF EARLY DEVELOPMENT INCENTIVE CREDIT.
(a) An early development incentive credit, calculated in accordance
with this section, shall be applied to the tax payable under ch. 55 of
this title as provided in AS *43.55.013 . The early development incentive
credit for a lease or property is zero until changed as provided 1in
this section.

(b) The early development incentive credit for a lease or property

shall be increased each calendar year by the amount of net tax paid

under this chapter.
(c) The early development incentive credit for a lease or property
shall be reduced each month by the amount of tax credit allowed in

that month under AS *43-55.018 for that lease or property.

Sec. *13.58.190. DEFINITIONS. In this chapter:
(¢D) "department”™ means the Department of Revenue;
(2) "gas"™ means all hydrocarbon substances not defined as

oil in this chapter;
3) "lease or property"” means-
(A) a lease or other property that Includes mineral
rights in oil and gas,
(B) a leasehold interest in oil and gas,

©) aworking interest, royalty Interest,overriding

royalty interest, production payments, net profit interest or any

other Interest in a lease, concession, Joint venture or other

agreement for oil and gas exploration, development or production,
(D) a working interest, royalty interest, overriding

royalty interest, production payment, net profit interest or any
other interest 1in an agreement for unitization or pooling under

the provisions of sec. 61*4(b)(3) of the Internal Revenue Code of

-3-
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1954 as ueflned on the effective date of this paragraph;
4 "net tax paid under this chapter” means the amount of
tax payable under sec. 10 of this chapter, less the credit allowed

under sec. 30 of this chapter without regard to interest or penalty;

(5) "oil" means crude petroleum and other hydrocarbons
regardless of gravity which, when recovered, are recovered at the
wellhead in liquid form, and the liquid hydrocarbons known as distillate
or condensate that are recovered by separation from gas other than at
a gas processing plant;

(6) "operator” means the person conducting the exploration,
development or production operation for a lease or property;

(@) "proven reserves" means the volumes of oil and gas 1in a
known deposH which geological and engineering information Indicate to
be recoverable if it is economically feasible to market it in the
future under reasonably foreseeable conditions;

(8) "taxable property”™ means any interest in or the right
to produce or recover the proven reserves of a lease or property.

Sec. 43.58.200. PAYMENT TO ALASKA NATIVE FUND. When the tax

levied under this chapter 1is payable an amount equivalent to not less

than two per cent of the tax shall be paid by the state from oil and

gas royalties, bonuses and rentals into the Alaska Native Fund establish
by sec. 6 of the Alaska Native Claims Settlement Act (P.L. 92-203, 85
Stat. 688, 43 U.S.C. 1601 et seq.) until all payments paid into the

fund equal $500,000,000.

Sec. 2. AS 43.55.010(b) 13 amended toread:

(b) Except as provided in ch. 58of this title, the [THE] tax
imposed by this chapter is in place ofall taxes now imposed oy the
state or any of its municipalities, and neither the state nor a munici—

pality may impose a tax upon
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(&) [deleted]

(2) producing oil or gas leases;

(3) oil or gas produced or extracted in the state;

(4) [deleted]

(5) the value of intangible drilling and exploration expenses
* Sec. 3. AS 43.55 1is amended by adding a new section to read:

Sec. 43.55.018. CREDIT AGAINST TAX. There shall be allowed as a

credit against the taxes levied under this chapter for a lease or
property the early development incentive credit accrued for that lease
or property under AS 43.58.180. The credit shall be allowed on a
monthly basis but in no event may the credit exceed 50 per cent of the
taxes levied each month under this chapter for that lease or property.
The credit chall be allowed until the entire early development incentive
credit for the lease or property has been exhausted.

- Sec. 4. AS 43.55.140(8) 1is repealed and re-enacted to read:

(8) "lease or property" means

(A) a lease or other property that includes mineral
rights in oil and gas,

(B) a leasehold interest in oil and gas,

(C) a working interest, royalty interest, overriding
royalty interest, net profit interest or any other interest in a
lease, concession, joint venture or other agreement for oil and
gas exploration, development or production,

(D) a working interest, royalty interest, overriding
royalty Interest, net profit interest or any other interest in an
agreement for unitization or pooling under the provisions of sec.
614(b)(3) of the Internal Revenue Code of 1954 as defined on the
effective date of this paragraph;

* Sec. 5. Sec. 29.53.050(b) 1is amended to read:
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(b) No municipality, or combination of municipalities occupying
the same geographical area, 1in whole or in part, may levy taxes which
will result in tax revenues from all sources exceeding either (1)
$1,000 a year for each person residing within their boundaries or (2)

vrhen combined with the value of property otherwise taxable by the

municipality, the product of 225 per cent of the average per capita
assessed full and true value of property in the state multiplied by
the number of residents of the taxing municipality. If two or more
municipalities occupying the same geographical area, in whole or in
part, attempt to levy a tax the combined levy of which would result in

tax revenues from all sources exceeding either (1) $],000 a year for

each person residing within their boundaries or (2) when combined with
the value of property otherwise taxable by the municipality, the

product of 225 per cent of the average per capita assessed full and

true value of property in the state multiplied by the number of resident
of the taxing municipality, the commissioner of community and regional
affairs shall apportion the lawful levy and equitably divide these
revenues on the basis of need, services performed and other considera—
tions in the public interest. For the purpose of this subsection,
population shall be determined by the commissioner of community and
regional affairs based on the latest statistics of the United States
Bureau of the Census or on other reliable population data. For purposes
of this subsection the average per capita assessed full and true value
of property In the state shall be calculated without regard to the
assessed value of taxable property under AS 43.58.

Sec. 6. Sec. 43.56-010(c) 1is amended to read:
(c) If the total value of assessed property ofa municipality
taxing under AS 29.53.045(c) exceeds the product of225 per cent of

the average per capita assessed full and true value of property in the
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state (to be determined by the department and reported to each munici—
pality by January 15 of each year) multiplied by the number of residents
of the taxing municipality, the department shall designate the portion
of the tax base against which the local tax may be applied. For

purposes of this subsection the average per capita assessed full and

true value of property in the state shall be calculated without regard
to the assessed value of taxable property under ch. 58 of this title.
s Sec. 7. Except as provided in this section, if a provision of this
Act for any reason 1is invalid or unenforceable, the invalidity or unenforce-
ability of that provision shall not affect the remainder of this Act or any
of the other provisions of this Act. However, if AS 43.58.020(2), (3) or
(4), or any of those paragraphs, should be for any reason held Invalid or
unenforceable, this Act shall be void in its entirety and of no effect
what soever.
H Sec. 8. This Act takes effect Immediately 1in accordance with AS

01.10.070(c).
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AHENDMENT

OFFERED IN THE SENATE BY:

TO: HOUSE BILL NO. 297

PAGE 1, LINES 15-19
Delete subsections (b) and (c) and insert the following in
its place:
(b) The legislature shall annually determine by law
the rate of.the levy before April 1.
(c) TE-on~Apr=3._-1 -the-ieglsiafcure has-not determined
the rate of levy, the rate of levy shall be zero for thafc-

year. The rate of levy may not exceed 20 mills.

PAGE 1, LINE 26
‘@ After the word abandonment insert the following "whichever

occurs Tirst".

TAGE 2, LINES 1-16
Delete paragraphs (A) and (B) and (4) and insert the following
in its place:

(A) the Issuance, upon application, of right of way permits,
leases, and title and other rights in lands, and other approvals,
permits, licenses and certificates by federal and state
agencies that a reasonable and prudent person would consider
adequate to commence construction of an Initial transmission
facility to transport oil or gas to be produced or recovered
from the lease or property in the expectation that all other
approvals, permits, licenses and certificates necessary for the
completion of the facility will be obtained: or

(B) the commencement of construction of an initial
transmission facility to transport oil"or gas to be produced

or recovered from the lease or property.



(D) any interest in the proven reserves of a lease or
property for any year in which on January 1 the commencement
of construction of an initial transmission facility to transport
oil or gas to be produced or recovered from the lease or pro—
perty is enjoined, either-temporarily or permanently by an
order, judgment, decree, determination or award of a federal,

state or local court or administrative or regulatory agency.

PAGE 7, BETWEEN LINES 16 and .%7

Insert the following:

(2) “initial transmission facility" means the first
facility or integrated system of facilities which, by itself
or as the first part of a sequence or series of facilities or
systems is to be utilized to transport in good and merchantable
condition oil or gas produced or recovered from the lease or
property, including but not limited to transmission pipelines,
common carriers, trucks, barges and other facilities, but does
not include field gathering lines ncr other facilities utilized

before the oil or gas is in good and merchantable condition.

PAGE 4, LINE 2

After the word "court"” delete the following "for a trial

de novo".
PAGE 8, LINES 15-16

After the word "recoverable™ delete the following "if it
is economically feasible to market it in the future under
reasonably foreseeable conditions™ and insert the following in
its place "in the future under prevailing economic conditions

and technology™.

/ PAGE 8, LINE 17
After the word "in" insert the following "or the right to

produce or recover'.



PAGE 9, LINES 11-13

Delete the following "In no event nay the credit allowed for

levied under

a lease or property exceed 50 per cent of the taxes

this chapter for that lease or property.

(b) The credit shall be allowed on a monthly basis"”

and insert the following in its place:
"The credit shall be allowed on a monthly bas"is but
in no event may the credit exceed 50 per cent of the taxes

levied each month under this chapter for that lease or

property. The credit shall be allowed until the entire

early development incentive credit for the lease or pro—

perty has been exhausted."
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460 Louolla Way
Sacramento CA 95819
11 May 1975

Senator John Huber

Special Committee on Taxation and Revenue
Pouch V, Juneau

Alaska 99811

Dear John:

Several elements of HOUSE BILL 297, as offered 5/6/75, provide great
cause for concern, and others can be improved for administrative reasons.
Here they are, more or less in order of 1importance.

EXEMPTION OF "PRODUCING OIL AND GAS LEASES AND THE VALUE OF INTANGIBLE
DRILLING AND EXPLORATION EXPENSES (Sec. 3, 43.55.010(b)

These exemptions are carried in the April 17 and later versions of HB
297. 1 strongly urge their deletion. 1 will play the devil®"s advocate
and claim that they nullify all or part of Sec. 43.58.010, namely, the
very proposal to levy an ad valorem tax on oil and gas reserves. Here
is the case that I can make and that industry wil 1l make.

(2) Producing Oil and Gas Leases

A private party"s lease with a government agency is the very
instrument that creates its leasehold interest 1in the mineral rights.
Unless the intent of 43.50.010 is to confine the ad valorem tax to non-—
producing properties, 43.55.010(b)(2) creates an unintentional exemp—
tion from ad valorem taxation for all fields that now produce. But the
very fact that Section 43.58.030 provides for a production tax credit
against the ad valorem tax indicates that producing leases are not to
be exempted.

(5) Intangible Exploration and Drilling Cojsts

ANTg5g-l-nro-

(5) Exploration and development are necessVy to establish the exist—

ence of a valuable oil or gas reserve. More precisely, the completion of

a new well capable of production enhances the value of the reserves, since
the well 1is necessary to produce (part of) the reserves. One can maintain,
then, that the cost of drilling is included in the value of the reserves
developed by the drj.l ling.

Now, what exactly are "intangible drilling costs" (JDCs)? They represent
that portion of total drilling costs expended for wages, salaries, and
services, and are identified separately from tang ibl o dri lling costs (for
casing, wellhead equipment, etc.) only because the Internal Revenue Ser—
vice permits expensing 1IX"s while it requires that tangibles be capital —
ized. I1DCs have been under serious attack as an undue tax privilege; that
is the ease because the cut]ivalent in real estate development would con-—
sist of expensing architect"s fees and building eon tractors® salaries and
wages.



The only reason that IDCs ever showed up in Alaska law is bhecause James
McHale,” North Slope Borough assessor, insisted on attempting to assess
those costs per se. This was a ridiculous proposition in itself, and has
caused trouble for the past two years.

The best thing-- the only thing— to do is to get the phrase out of the
law. Otherwise, industry might claim, with a sort of weird justification,
that IDCs are automatically “included in the value of the reserves, and
should be subtracted.

You can bet that no Prospectlve purchaser of an oil ﬁrop_erty would ever
try po pull that on the owner of the proPerty. And that is the true test
of the issue. IDCs were never raised in the entire history of oil proper-
"txes valuation until McHale stubbornly insisting assessing them as a
specific item of property.

THE "PERIOD OF GRACE"

This subject is covered in Sec. 43.58.020, EXEMPTIONS, and Section 7,

at the end of the bill, says that the entire bill will be void if either

of paragraphs (2), (3), or (4) of Sec, 43.58.0%9 are "...for any reason
pre

held invalid or unenforceable.""So this is pretty darned important.

0

Here are some problems that | see.

Subsection (3) speaks of "the earlier of" éA) the issuance, upon applic-
ation, of a permit for construction, or (B) the commencement of construc-
tion a facility to transBrt oil or ?,as. | may be dense, but how could
anyone propose to commence construction without a permit? Paragraph (B)
seém supeffluous.

Subsection (2) clearly provides for a five-year period of grace follow-
ing discovery. Why not settle for that? If ‘the permit element in sub-
section (4) 1s politically necessary, it should bo required to have the
exemption terminate if the injunction is lifted,

OPERATOR®"S WITHHOLDING OF PROPORTIONATE S1IARI- OF TAXES

Section 43.50.110#) deals with this IOPIC. What | would like to know is
"Why?" That is, why should the state intrude into a matter that is covered
» private contract, namely, by the tax clause that exists in an¥ joint
venture or partnership a?reement? The state should concern itselt only
with tax liabj.I 31y, not the manner in which the partners collect from" one
another. This subsection might at some time make the state an unwilling
party to a suit involving two private parties.



DGFINIT1IONOF "PROVEN RESERVES"™ (See. 43.58.190(7) -

An excellent definition of this term was in the b ill until the version
of April 24 was written. That earlier version was almost exactly the
one promulgated by the American Petroleum Institute and adopted through-
out the industry. The definition in the latest version is awkward and

ambiguous. The phrase "if it is economically feasible to market it" s
not necessary, since the phrase "indicate to bhe recoverable" precedes

it; no one will bother to recover it unless it is economically feasible.
Also, the term "reasonably foreseeable conditions" is a monster, and
lawyers would have a field day defining "reasonable"™ r"s it applies to

a given oil field.

In fact, it looks as if the lawyers intruded themselves into an area
that was hammered out years ago by engineers and economists to everyone"'s
satisfaction. | recommend that the definition in the April 17 version

be used.

THE AD VALOREM ASSESSMENT TIME TABLE
Here are key dates:

January 1: property assessed as of this date. This means that inform-
ation as late as December 31 may be required by the valuation engineer.

February 1: all taxpayers returns shall be filed on or before this
date. | can assure you that this will be essentially impossible in many
cases, because of the lag in sending data from (1) the field to (2) a
company®"s accounting department to (3) a company"s tax department to
(4) the state.

April. 15: the department shall send a notice of the assessed value
of each property to the operator or other person.

June 15: The department shall certify the assessment roll and send
out the tax bills.

Here is the problem: typically, the valuation engineer will receive some
critical data at least as late as February 15 (and lie can"t do much about
it except complain). Also, he will have to furnish his values to the de —
partment by April 1 if the department 1is to send out notices by April 15.
The resu.)t: the poor valuation engineer will have no more than sixty days
in which to do his job.

A recommended solution: Change "April 15" in Section 43.511.000 to "May
3.5." This should give the department ample time for its job, and add a
month®"s time for the beleaguered valuation engineer to do liis job.

MANDATORY VAI HATTON BY THE DEPARTMENT

Sec, 4.1.5(1,100 (a), second sentence, says that "In either case, the
department may make its own valuation of the taxable property.”™ 1In my
bailiwick, at least, that "may"” would read "shall.” 11 removes any doubt
as to the department®s right and obligation to value the properly.



I will now comment cn the April 15 version of Senate Bill 374, begin-—
ning with the items 1in common with my remarks on House Bill 297.

EXEHTION OF "PRODUCING OIL AND GAS LEASES™ AND "INTANGIBLE DRILLING
AND EXPLORATION EXPENSES" "(43.55.010 (b) (2) and (5))

I cannot strees too strongly the need to remove these 1items from any
bill on ad valorem taxation or other taxation of oil and gas. Putting
it bluntly, everyone to whom | have described these items comes close
to throwing up.

TIE "PERIOD OF GRACE™

This element in SB 374 makes a great deal more sense than the language
of HB 297. 1 suggest only that the word "other"™ be deleted from the
first line of 43.58.020(3). I"m not quite sure what purpose it serves.

OPERATOR®"S WITHHOLDING OF PROPORTIONATE SHARE OF TAXES

The Senate bill carries no problem 1in this regard.

DEFINITION OF "PROVEN RESERVES"

The Senate bill carries the correct definition of this term.

TIE AD VALOREM ASSESSMENT TIME TABLE

SB 374 poses a quite insuperable burden on the valuation engineer, since
its Section 43.50.080 lops a precious month off of the short time pro—
vided in 1IB 297. See my comments above on that topic.

Here are some brief comments on other subjects.

I like SB 374 ™ appeals procedures, including the omission of reference
to a trial do novo, John Messenger indicated that one cannot slop a trial
de novo, but that a plaintiff®"s right to it need not be stated in a statute.

1 was startled to see the non sequi tor "crude pelroloum oil"™ 1in Sit 374°"s
Section 43.50.190(5). "Petroleum”™ means "rock oil,” so "crude polrolcum
oil™ means "rock oil oil,” which 1is not only redundant but a term never,
never used by anyone 1in the entire oil 1industry. |1 got Easy Gilbreath"s
concur rend:e on this, but I guess it was too small to be noticed. Would
you please insert "crude petroleum™ or "crude oil"? AIl petroleum geol —
ogists and petroleum engineers will be grateful.

Consulting Valuation Geologist
and Engineer



02:00IB (REV. (D-73)

MEMORANDUM State of Alaska

TO:

FROM:

: date: May 14, 1975
Sterling Gallagher

Commissioner FILE NO:

Department of Revenue

TELEPHONE NO:

Frederick P . Boetseh SUB\]ECT CS for HB 297
Deputy Commissioner, Taxation
Department of Revenue

Il have reviewed the Senate Resources Committee Substitute for House Bill
297. In many respects itis similar to SB 276. There is, however, a
significant difference that has an impact on revenue estimates.

It appears that the wording of the exemptions in section 43.58.020 could

be interpreted to exclude from the tax the gas reserves associated with

the Sadlerochit formation in Prudhoe Bay. This would decrease the
revenue estimates made for SB 276 (see fiscal note dated March 18 attached)
by about $14 million in FY 76 and $28 million in FY 77. The projected
revenues from this bill for FY 76 and 77, then, are as follows:

FY 76 FY 77
$216 million $258 million

While it appears that the exclusion of gas reserves might cause some diffi—
culty invaluing the property, we believe that the fiscal note dated March
18 originally prepared for SB 276 (attached) will provide adequate funds
to administer this bill, also.

Certain technical amendments made by the Senate Resources Committee
were made upon our rccommer .iation. We feel they arc absolutely
essential in order for the tax to be administered.
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SUBJECTI SB 276 - Tax on Reserve
Frederick P . Boetseh of Oil and Gas

Deputy Commissioner for Taxation

Department of Revenue

This Bill would place a tax on the value of an interest in the proven reserves
of an oil or gas property. The value would be measured by the present value
of the future income .o be received from the production of oil and gas from

a particular field. The incidence of this tax would fall on the holders of
leases on or owners of oil and gas reserves in the state. The largest incid—
ence, of course, would be on the holders of the leases in the Prudhoe Bay

area.

The bill would call for the higher of the severance tax in the care of a
producing field or this tax to be paid with a provision for credits to accumu —
late to the extent that the tax is paid. These credits would then be taken as

a credit against severance taxes at a later date.

The primary administrative problem connected with this bill is that

assumptions must be made about all of tne variables related to dcterming
value. In order to make reasonable and defensible assumptions, we will
need the expertise of established petroleum valuation engineers on a con

tractual basis.

The costs of administration for this bill are approximately $100,000 per year,
the details of which are broken down in the attached Fiscal Note. This
represents less than 1/2 mill per S1.00 of tax collected —probably the least
cost of any tax, anywhere. Although we hope the legal services provided
for will not be necessary, we certainly should be ready ifa legal challenge

occurs.

The projected revenues from this bin for FY 76 and 77 are as follows:

Projected Increases in Revenues
($000 omitted)

FY 76 FY 77

230300.0 28GG00.0
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Requested L>y: : Date:_
Return Date Requested:

Ag.ency .. Dongrtront of Revenue Progl'asn;

“11. FISCAL DETATL
Budget Request Unit(a) Affected:
A. EXTENDstup.ES: (Thousands of dollars)

*OBJECT FY 75 FY 7o FYy 77 FY 73 1 FY 72 1
100 PERSONAL S R ZICr.S ! i .
200 TRAVEL Sl 33 1 . :
300 CCMYhACTUAL S3.0 93.0
t00 CO.XMODIYIFS ! : ?
BOO EQUirriihT : ) )
clcTo LAND i STRUCTURES i i i
700 *4sANT2 , CIi"\1 % ufj* ;
]
TOTAL 93.0 98.3 |

B. FUNDING: (Thousands of dollar;.)

GEMEriAL 17TiRD 93.0 99.3 1 \l 1

FEDERAL FUADS ! '

oTiaklm L. N I, ;

C. positions:

PERMANENT/TEMPORARY 1 / 1—0—/ l-pl 1 / 1 / !

MAN MONTHS (P./T.) / 1-0./ -0 1 7/ i / *
. ANALYSIS (See Fiscal Rote Preparation Instructions, Section 111)

Per attached breakdown adjusted for 5.5V. inflation in
FY 1977

1v. ATTACHMENTS

Original: Leglsiatlvn Finance
CCs Llivin- F st o 35T/ S iiTit
e Prime Sponsor (M/st later Mamed)



Contractual support of this administrative function is recommended:

1.

Contract with a firm to provide petroleum engineer

services, 180 days @ $250 day

Production of reports, graphs, maps and charts
Travel for firm to and from Alaska

Hearings, Transcripts and Testimony preparation
Contract .Lth a firm to provide petroleum legal
services

Total Administrative Costs

$45,000

5,000

5,000

8,000

30,000

$93.000



Original sponsor: Cowper, Bowman Offered: 5/6/75
Bradley, et al For Calendar 5/7/75

IN THE HOUSE BY THE RULES COMMITTEE
CS FOR SPONSOR SUBSTITUTE FOR HOUSE BILL NO. 297 (Rules)
IN THE LEGISLATURE OF THE STATE OF ALASKA
NINTH LEGISLATURE - FIRST SESSION
A BILL
For an Act entitled: "An Act relating to the oil and gas reserves ad valorenm
tax and its relationship to other oil and gas taxation;
and providing for an effective date."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section 1. AS 43 1is amended by adding a new chapter to read:
CHAPTER 58. OlIL AND GAS RESERVES AD VALOREM TAX.
Sec. 43.58.010. AD VALOREM TAX. (a) An annual tax 1is levied each
t >: year beginning January 1, 1976, on the full and true value of
taxable property under this chapter.
(b) The rate of levy for the tax year beginning January 1, 1976
is 20 mills.
(c) The legislature shall annually determine by law the rate of
the levy for the succeeding year.
(d) The rate of levy may not exceed 20 mills.
Sec. 43.58.020. EXEMPTIONS. The following interests in the
proven reserves of a lease or property shall be exempt from taxation
under this chapter:
(1) any interest of the United States or the state;
(2) any interest in proven reserves during the five-year
period beginning with the date of the first completion, suspension, or
JRTIr—
abandonment/é¥.59discovery wel] in an oil or gas field or pool which 1in
whole or in part underlies or comprises the lease or property;

(3) any interest "n proven reserves until the earlier of

either of the following occurs:

-1- CSSSHB 297 (Rules)

1:N\4



(A) the 1issuance, upon application, of a permit for
construction of a facility to transport oil or gas from any well or
wells in an oil or gas field or pool which in whole or in part
underlies or comprises the lease or property to market; or

(B) the commencement of construction of a facility to
transport oil or gas from any well or wells in an oil or gas field
or pool which in whole or in part underlies or comprises the lease
or property to market;

4) any interest 1in proven reserves as to which the 1issuance
of a permit for, or the commencement of construction of a facility to
transport oil or gas from any well or wells in an oil or gas field or
pool which In whole or in part underlies or comprises the lease or
property, or the use of those facilities, 1is enjoined, either temporar—
ily or permanently, by an order, judgment, decree, determination or
award of a federal, state or local court or administrative or regulatory
agency.

Sec. 43.58.030. CREDIT AGAINST TAX. There shall be allowed, as a
credit against the tax levied under this chapter for a lease or prop-—
erty, the amount of oil and gas properties production taxes paid under
ch. 55 of this tide for that lease or property for the 1? months before
the tax payment date under this chapter. The credit may not exceed the
amount of tax due under this chapter. For purposes of this section, the
credit shall be calculated without regard to the allowance of any credit
under AS 43.55.018 against the taxes levied by ch. 55 of this title.

Sec. 43.58.040. ASSESSMENT. (a) The department shall assess
taxable property under this chapter at its full and true value as of

January 1 of each year.
(b) The full and true value of taxable property under this chapter

is the estimated price which the property would bring in an open market
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and under the then prevailing market conditions in a sale between a
willing seller and a willing buyer both conversant with the property and
with prevailing values. In determining this value, the department shall
consider all factors which may be known by the department to affect the
value of the proven reserves of the lease or property, including but not
.limited to the present value of the expected discounted future net
income from the lease or property.

Sec. iU.58.050. ASSESSMENT ROLL. The department shall prepare
annually the assessment roll for taxation under this chapter. The roll
shall contain:

(1) a description of all taxable property;

(2) the assessed value of all taxable property; and

(3) the names and addresses of persons owning or otherwise
holding an interest in taxable property.

Sec. 43.58.060. ASSESSMENT NOTICE. On or before April 15 of each
year, the department shall send to every owner of taxable property named
in the assessment roll a notice of assessment showing the assessed value
of the property. The notice of assessment is effective on the date of
its mailing.

Sec. 43.58.070, APPEAL . (a) A person aggrieved by the action of
the department in making an assessment may request a hearing not later

than 20 days after the effective date of the assessment notice.

(b) At the hearing the department rnay subpoena witnessesand .nay
administer oaths and make 1inquiries necessary to determine thecorrect—
ness of the assessment. At the hearing the appellant bears the burden
of proof, and in the absence of this proof the assessment will be
upheld. If the department determines that a correction is warranted,
the department shall correct the assessment and the assessment roll.
(c) Within 30 days after the decision by the department after a

-3- CPSSHB 297 (Rules)



hearing, either the department or a person aggrieved by the decision may
appeal to the superior court for a trial de novo. The superior court
shall grant priority on its dockets for the appeals over all civil cases
then pending.

Sec. 43*53.080. CERTIFICATION. On or before June 15 of each year,
the department shall certify the final assessment roll and mail to the
operator or other person filing a return and paying tax on the taxable-
property a statement of the amount of tax due.

Sec. 73.58.090. SUPPLEMENTAL ASSESSMENT ROLLS. The department
shall include property omitted from the assessment roll on a supple—
mental roll, using the piuceaures set out in this chapter for the
original roll.

Sec. 43.58.100. INVESTIGATION. (a) The department may make an
investigation of property on which a return has been filed or on pro-—
perty for which no return nas been filed. In either case, the depart—
ment may make its own valuation of the taxable property, which 1is pritna
facie evidence of full and true value.

(b) An employee or agent of the department may enter any premise
necessary for the investigation during reasonable hours and may examine
property and appropriate records. The owner of taxable property upon
request shall furnish to the employee or agent of the department reason—
able assistance required for the investigation. If refused entry or
assistance the superior court may, after reasonable notice to the owner,
order the owner to allow the entry or to furnish the assistance.

(c) For the purpose of the investigation, the operator or other
person filing a return and paying the tax on the taxable property or his

representative may be required to present himself for examination under

oath by the department.

sec. 43.58.110. RETURNS AND PAYMENT OF TAX. (a) The operator of



a lease or property is primarily liable for payment of the tax levied by
this chanter. All other persons owning or otherwise holding an interest
or right in that lease or property are secondarily liable for payment of
the tax levied by this chapter.

(b) The operator of a lease or property shall submit returns on
the form prescribed by the department and shall make payment of the tax
levied under this chapter, on behalf of itself and all other persons
holding an interest or right in that lease or property. V/ith the
written atpvoval of the department, a nonoperator of the lease or prop-—
erty may submit returns or make payment of the tax levied under this
chapter, on behalf of himself and such other persons as the department
may approve. All returns shall be filed on or before February 1 of each
year.

(c) The tax levied under this chapter 1is payable to the department
on or before June 30 of each year or in installments at the times and
under the conditions the department may by regulation require. This
provision applies even though the assessment is under appeal.

(d) V/ith the prior written approval of the department, a person
submitting returns or making payments as required under this chapter for
more than one lease or property may regard those leases or properties as
a single lease or property for purposes of submitting those reports or
making those payments.

(e) An operator or other person making payment of tiie tax levied
under this chapter on behalf of one or more other persons owning or
otherwise holding an interest in a lease or property may withhold a
proportionate share of the payment from any proceeds or other benefits

from the lease or property owed to any person on whose behalf the pay-—
ment 1is made. Unless otherwise specifically provided by written con—

tract or agreement, the person so withholding a proportionate share of
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. ﬁge tax levied under this chapter incurs no liability to those from whom
r
it is withheld by virtue of having made the withholding.

(f) By written notice the department may require a person filing
a return to submit additional information to the department no later
than 30 days after the notice.

50c. 43.58.120. CIVIL PENALTY. Five per cent shall be added to
the"tax for each 30-day period or fraction of that period during which
the taxpayer fails to file a return or pay the full amount of the tax,
or a portion or a deficiency of the tax due and payable as finally
determined by the department and required by this chapter, unless it is
shown that the failure is due to a reasonable cause and not to wilful
neglect. The penalty may not exceed 25 per cent in the aggregate. The
penalty shall be collected at the same time, in the same manner and as a
part of the original tax, but if the original tax is paid before the
neglect 1is discovered the penalty shall be collected in the same manner
as trys original tax. The department shall describe by regulation
circumstances which constitute reasonable cause for purposes of this
section.

Sec. 43.58.130. INTEREST. When the tax levied 1in this chapter
becomes delinquent it bears interest at the rate of eight per cent =
year.

Sec. 43.58.140. LIEN. The tax, penalty and interest payable undei
this chapter are first and paramount liens on the property subject to
tax under this chapter.

Sec. 43.58.150. REMEDY . The remedy of distraint of property set

out in AS 43.20.270 applies to the tax levied by this chapter.

Sec. 43.58.160. REGULATIONS. The department may adopt regulations
in accordance with the Administrative Procedure Act (AS 44.62) as

appropriate to administer and enforce this chapter.

CSSSHB 297 (Rules) -6-
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Sec. K3.58.170. TERMINATION OF TAX. The tax imposed by this
chapter shall terminate on December 31, 1977.

sec. 93.58.180. ACCRUAL OF EARLY DEVELOPMENT INCENTIVE CREDIT.

(a) An earl [ development incentive credit, calculated in accordance
with this section, shall be applied to the tax payable under ch. 55 of
this title a; provided in AS 43.55-018. The early development incentive
credit for a lease or property is zero until changed as provided in this
section.

(b) The early development incentive credit for a lease or property
shall be increased each calendar year by the amount of net tax paid
under this c"-apter.

(c) The early development incentive credit for a lease or property
shall be reduced each month by the amount of tax credit allowed in that
month under AS *13.55.018 for that lease or property.

Sec. *13.58.190. DEFINITIONS. In this chapter:

(¢D) "department”™ means the Department of Revenue;

(2) "gas" means all hydrocarbon substances not defined as oil]

in this chapter;
(3) "lease or property" means

() alease or other property that includes mineral
rights in oil and gas,

(D) a leasehold interest in oil and gas,

©) aworking interest, royalty interest,overriding
royalty interest, production payments, net profit interest or any
other interest in a lease, concession, joint venture or other
agreement for oil and gas exploration, development or production,

(D) a working Interest, royalty Interest, overriding

royalty Interest, production payment, net profit interest or any

other interest in an agreement for unitization or pooling under th
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provisions of sec. 614(b)(3) of the Internal Revenue Code of 1954

as defined on the effective date of this paragraph;

4 "net tax paid under this chapter” means the amount of tax
payable under sec. 10 of this chapter, less the credit allowed under
sec. 30of this chapter without regard to interest or penalty;

(5) "oil" means crude petroleum and other hydrocarbons
regardless of gravity which, when recovered, are recovered at the well —
head in liquid form, and the liquid hydrocarbons known as distillate or
condensate that are recovered by separation from gas other than at a gap
processing plant;

(6) "operator™ means the person conducting the exploration,
development or production operation for a lease or property;

) "proven reserves" means the volumes of oil and gas in a
known deposit which geological a".d engineering information indicate to
be recoverable if it is economically feasible to market it in the future
under reasonably foreseeable conditions;

(8) "taxable property"” means any interest in the proven
reserves of a lease or property.

Sec. 43.58.200. PAYMENT TO ALASKA NATIVE FUND. When the tax leviet
under this chapter 1is payable an amount equivalent to not less than two
per cent of the tax shall be paid by the state from oil and gas royal —
ties, bonuses and rentals into the Alaska Native Fund established by
sec. 6 of the Alaska Native Claims Settlement Act (P.L. 92-203, 85
Stat. 688, 43 U.S.C. 1601 et seq-) until all payments paid into the fum
equal $500,000,000.

s Sec. 2. AS 43.55.010(b) 1is amended to read:

(b) Except as provided in ch. 58 of this title, the [THE] tax
imposed by this chapter is in place of all taxes now imposed by the

state or any of its municipalities, and neither the state nor a rnunici-

CSSSHB 297 (Rules) -8-
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pality may impose a tax upon
(¢D) [deleted]
producing oil or gas leases
oil or gas produced or extracted in the state
[deleted

the value of intangible drilling and exploration expenses

s Sec. 3- AS *3.b5 is amended by adding a new section to read

CREDIT AGAINST TAX There shall be allowed
as a credit against the taxes levied under tnis chapter for a lease or
property the early development incentive credit accrued for that lease
or property under AS 1)3-58.180. In no event may the credit allowed for
a lease or property exceed 50 per cent of the taxes levied under thi
chapter for that lease or property.

(b) The credit shall be allowed on a monthly basis
Sec. ). AS ~3-55-170(8) 1is repealed and re-enacted to read
lease or property”™ means

a lease or other property that includes mineral

(B) a leasehold interest in oil and gas

(C) a working interest, royalty interest, overriding
royalty interest, net profit interest or any other interest in a

concession, joint venture or other agreement for oil and ga
exploration, development or production
a working Interest, royalty Interest, overriding

royalty interest, net profit interest or any other interest in an
agreement for unitization or pooling under the provisions of sec

61h(b)(3) of the Internal Revenue Code of 1SBK” as defined on the

effective date of this paragraph;

5. Sec. 29.53.050(b) 1is amended to read:

CSSSHB 297 (Rules)



(b) Mo municipality, or combination of municipalities occupying
the same geographical area, in whole or in part, may levy taxes which
result in tax revenues from all sources exceeding, either (1) $1,000 a
year for each person residing within their boundaries or (2) when com—
bined with the value of property otherwise taxable by the municipality,
the product of 225 per cent of the average per capita assessed full and
true value in the state multiplied by the number of residents of the
taxing municipality, If two or more municipalities occupying the same
geographical area, 1in whole or in part, attempt to levy a tax the
combined levy of which would result in tax revenues from all sources
exceeding either (1) $1,000 a year for each person residing withir their
boundaries or (2) when combined with tlie value of property otherwise
taxable by the municipality, the product of 225 per cent of the average
per capita assessed full and true value of property in the state multi—
plied by the number of residents of the taxing municipality, the commis—
sioner of community and regional affairs shall apportion the lawful Ilevy
and equitably divide these revenues on the basis of need, services
performed ana other considerations 1in the public interest. For the
purpose of this subsection population shall be determined by the commis—
sioner of community and regional affairs based on the latest statistics
of the United States Bureau of the Census or on other reliable populatici
data. For purposes of this subsection the average per capita assessed
full and true value of property in the state shall be calculated without
regard to the assessed value of taxable property under AS 43.58.

Sec. 6. Sec. 43.56.010(c) 1is amended to read:

(c) If the total value of assessed property of a municipality

taxing under AS 29.53.045(c) exceeds the product of 225 per cent of the

average per capita assessed full and true value of property in the state

(to be determined by the department and reported to each municipality by
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January 15 of each year) multiplied by the number of residents of the
taxing municipality, the department shall designate the portion of the
tax base against which the local tax may be applied. For purposes of
this subsection the average per capita assessed full and true value of
property 1ir. the state shall be calculated without regard to the assessed
value of taxable property under ch. 58 of this title.

* Sec. 7. Except as provided in this section, if a provision of this Act
for any reason is invalid or unenforceable, the invalidity or unenforce—
ability of that provision shall not affect the remainder of this Act or any
of the other provisions of this Act. However, 1if AS *13.58.020(2), (3) or
(*0> or any of those paragraphs, should be for any reason held invalid or
unenforceable, this Act shall be void in its entirety and of no effect

whatsoever.

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

070(c).
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Introduced: 3/13/75
Referred: Resources

3Y COWPER,BOWMAN ,BRADLEY,BRADNER,
BROWN,CQTTSN,DUNCAN,GARDINER,
GRUENING,KELLEY ,MCKINNON,MALONE,
MILLER,NAUGHTON,PARKER,SMITH,PARR,
IN THE HOUSE SULLIVAN AND OSTROSKY
HOUSE BILL NO. 2g7
IN THE LEGISLATURE OF THE STATE OF ALASKA
NINTH LEGISLATURE - FIRST SESSION
A BILL
?or an Act entitled: "An Act relating to the oil and gas exploration,
production and pipeline transportation property tax;
and providing for an effective date."
3E IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
# Section 1. AS A3.56.010(a) is amended to read:

(a) An annual tax of 20 mills 1is levied each tax year beginning
January 1, 197A, on the full and true value of taxable property taxable
under this chapter, except as provided in sec. 15 of this chapter.

H Sec. 2. AS A3.56 is amended by adding a new section to read:

sec. A3.56.015- O0IL AND GAS IN PLACE. (a) An annual tax of 20
mills is levied automatically at such time as the state"s general fund
cash balance is less than $200,000,000, on the full and true value of
(1) oil and gas leases within the state under which there are proven
reserves; and (2) ownership interests in proven oil and gas reserves in
place within the state. The tax due for the calendar year of the origi—
nal levy 1is the full amount which is due for the year reduced pro rata
by the number of days from January 1 to the date of the original levy.

In years subsequent to the original levy the tax is levied each year be—
ginning January 1.

(b) Oil and gas leases and ownership interests in proven oil or
gas reserves are exempt from taxation under (a) of this section for a
period of five years from (1) the date of the original lease of all or
part of the property described in the lease or ownership interest being

taxed, or (2) the date of the first completion, suspension, or abandon-
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ment of a discovery well in a field or pool which in whole or in part
underlies or comprises the lease or ownership interest, whichever occurs
first.

(c) Producing oil or gasleases or ownership interests in proven
oil or gas reserves upon whicha gross production tax under ch. 55 of
this title has been paid in anamount equal to or greater than the tax
due under (a) of this section are exempt from taxes under (a) of this
section for the same taxable year for which the gross production taxes
are due.

(d) Producing oil or gasleases or ownership interests in proven
oil or gas reserves upon whicha gross production tax under ch. 55 of
this tide has been paid in an amount which is less than the amount due
under (a) of this section as to the same leases or interests shall reduce
the tax due under (a) of this section as to the leases or interests by
the gross production tax actually paid in the assessment year after
subtraction of any credit allowable under (e) of this section.

(e) The tax paid under (@) of this section may be credited against
the gross production tax due under ch. 55 of this title as to the same
leases or properties; however, the credit used in any one tax year may
not exceed 50 per cent of the gross production tax due for that year.
Sec. 3 AS ~3-56.060 1is amended by adding new subsections to read:

(h) The department shall assess property forl the tax levied under
sec. 15 of this chapter within 60 days of the effective date of this Act
on the basis of information presently available to the department.

(i) The full and true value of property taxable under sec. 15 of
this chapter is the estimated price which the property would bring in an
open market and under the prevailing market conditions in a sale beuween

a willing buyer and a willing seller both conversant with the property

and with prevailing general price levels. In determining this value the
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assessor shall take into account the discounted value of the expected
future net income from the production of proven reserves under the
property.

Sec. A. AS *13.56.100 is amended by adding anew subsection to read:

(c) The department shall send to every owner of taxableproperty
named in the assessment roll a notice of the assessment made under sec.
60(h) of this chapter within 75 days of tne effective date of this Act.
Sec. 5- AS AJ3.56.120 is amended by adding a new subsection to read:

(c) If an owner appeals a ruling of the department made under an
appeal of an assessment of property made for purposes of the tax levied
under sec. 15 of this chapter, the owner, by filing a notice of appeal
to the board, agrees to furnish the state with all its records and
research information relating to the property which js the subject of
vh? appeal, 1including but not limited to (1) well logs; (2) records of
well testing and completion; and (3) geological and geophysical infor—
mation including seismic data. The information contained in the records
and research information shall be kept confidential by the board unless
litigation 1is instituted after a decision by the board.

Sec. 0. As A3.56.150(c) is amended to read:

(c) The taxes [TAX] levied under secs. [SEC.] 10(a) and 15 of
this chapter, interest and penalties collected with respect to these
levies [THIS LEVY] shall be deposited in the general fund, except that
two per cent of the taxes collected under sec. 15 of this chapter shall
be deposited into the Alaska Native Fund established by sec. 6 of the
Alaska Native Claims Settlement Act, P.L. 92 - 203.

Sec. 7- AS A3.56.160 is amended to read:
Sec. AJ.56.160. INTEREST AND PENALTY. When the tax levied by sec.

10(a) or sec. 15 of this chapter becomes delinquent, a penalty of 10 per

cent shall be added. Interest on the delinquent taxes, exclusive of
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