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o u t  o f  t h e  s t a t e ' s  r o y a l t i e s  o n  t h a t  o i l  i s  r e q u i r e d  u n d a r  t h e  r e v e n u e  

s h a r i n g  p r o v i s i o n s  o f  s e c .  9  o f  t h e  A l a s k a  N a t i v e  C l a i m s  S e t t l e m e n t  A c t  

( P . L .  9 2 - 2 0 3 ,  8 5  S t a t .  6 8 8 ,  4 3  U . S . C .  1 6 0 1  e t  s e q . ) ,  t h a t  p a y m e n t  s h a l l  

b e  n o t  l e s s  t h a n  $ . 0 5  f o r  e a c h  t a x a b l e  b a r r e l  o f  o i l  p r o d u c e d  u n t i l  a l l  

a m o u n ts  p a i d  i n  t h e  f u n d  e q u a l  $ 5 0 0 , 0 0 0 , 0 0 0 .

S e c .  4 3 . 5 5 . 0 1 2 .  ADJUSTM ENTS IN  TA X R A T E S , ( a )  T h e  a m o u n ts  s e t  

o u t  i n  s e c .  1 1 ( c )  a n d  s e c .  1 6 ( c )  o f  t h i s  c h a p t e r  s h a l l  b e  i n c r e a s e d  o r  

d e c r e a s e d  b y  a  p e r c e n t a g e  e q u a l  t o  t h e  p e r c e n t a g e  o f  c h a n g e  i n  t h e  G r o s s  

N a t i o n a l  P r o d u c t  D e f l a t o r  p u b l i s h e d  b y  B u r e a u  o f  E c o n o m ic  A n a l y s i s  o f  

t h e  U n i t e d  S t a t e s  D e p a r t m e n t  o f  C o m m e rc e . C h a n g e s  i n  t a x  r a t e s  w i l l  b e  

c o m p u te d  b a s e d  o n  c h a n g e s  i n  t h e  G r o s s  N a t i o n a l  P r o d u c t  D e f l a t o r  f r o m  

t h a t  o f  t h e  F i r s t  Q u a r t e r  1 9 7 7  G r o s s  N a t i o n a l  P r o d u c t  D e f l a t o r .  T h e  

d e p a r t m e n t  s h a l l  p o s t  t h e  c h a n g e s  i n  t h e  t a x  r a t e s  p e r i o d i c a l l y  a n d  

s h a l l  n o t i f y  e v e r y  p e r s o n  p r o d u c i n g  o i l  w i t h i n  t h e  s t a t e  o f  t h e  c h a n g e s .

( b )  T h e  c e n t s - p e r - b a r r e l  a m o u n t s e t  o u t  i n  s e c .  1 1 ( c )  o f  t h i s  

c h a p t e r  a s  a d j u s t e d  b y  ( a )  o f  t h i s  s e c t i o n  a p p l i e s  t o  o i l  o f  2 7  d e g r e e s  

A P I  g r a v i t y .  F o r  e a c h  d e g r e e  o f  A P I  g r a v i t y  l e s s  t h a n  2 7  d e g r e e s  t h e  

c e n t s - p e r - b a r r e l  a m o u n t s h a l l  b e  r e d u c e d  b y  $ . 0 0 5  a n d  f o r  e a c h  d e g r e e  o f  

A P I  g r a v i t y  g r e a t e r  t h a n  2 7  d e g r e e s  t h e  c e n t s - p e r - b a r r e l  a m o u n t s h a l l  b e  

i n c r e a s e d  b y  $ . 0 0 5  e x c e p t  t h a t  o i l  a b o v e  4 0  d e g r e e s  A P I  g r a v i t y  s h a l l  b e  

t a x e d  a s  4 0  d e g r e e  o i l .  I n  a p p l y i n g  t h e  g r a v i t y  a d ju s t m e n t  u n d e r  t h i s  

s u b s e c t i o n ,  f r a c t i o n a l  d e g r e e s  o f  A P I  g r a v i t y  s h a l l  b e  d i s r e g a r d e d .

S e c .  4 3 . 5 5 . 0 1 3 .  ECONOMIC L IM IT  FA CTO R, ( a )  T h e  e c o n o m ic  l i m i t  

f a c t o r  f o r  o i l  p r o d u c t i o n  o f  a  l e a s e  o r  p r o p e r t y  e q u a l s

( 1 - [ P E L / T P ] )  e x p  ( [ 3 0 0  X  W D ]/ P E L ) 

w h e r e :  P E L  *> t h e  p r o d u c t i o n  r a t e  a t  t h e  e c o n o m ic  l i m i t ;

T P  »  t o t a l  p r o d u c t i o n  d u r i n g  t h e  m o n th  f o r  w h ic h  t h e  t a x  

i s  t o  b e  p a i d ;

WD »  t h e  t o t a l  n u m b e r  o f  w e l l  d a y s  i n  t h e  m o n th  f o r  w h ic h
?  "• • * ■ “.. \ '*•;'* • ' •• • • ' .. ' y,: "■ '
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t h e  t a x  i s  t o  b e  p a i d ;  a n d
y  y  - t . t . ' .V .

w h e r e  " e x p "  i n d i c a t e s  t h a t  t h e  e x p r e s s i o n  f o l l o w i n g  i t  i s  a n  e x p o n e n t

( b )  T h e  e c o n o m ic  l i m i t  f a c t o r  f o r  g a s  p r o d u c t i o n  o f  a  l e a s e  o r

p r o p e r t y  e q u a l s  o n e  m in u B  t h e  r a t i o  o f  t h e  m o n t h ly  p r o d u c t i o n  r a t e  a t

i s  t o  b e  p a i d .

( c )  T h e  m o n t h ly  p r o d u c t i o n  r a t e  a t  t h e  e c o n o m ic  l i m i t  f o r  a  l e a s e  

o r  p r o p e r t y  i s  p r e s u m e d  t o  b e  3 0 0  b a r r e l s  t i m e s  t h e  n u m b e r  o f  w e l l  d a y ti  

f o r  t h e  l e a s e  o r  p r o p e r t y  d u r i n g  t h e  m o n th  f o r  w h ic h  t h e  t a x  i s  t o  b e  

p a i d .  T h e  t a x p a y e r  m ay  r e b u t  t h i s  p r e s u m p t i o n  a t  a  f o r m a l  h e a r i n g  u n d e r  

A S 4 3 . 0 5 . 4 2 0  b y  p r o v i d i n g  c l e a r  a n d  c o n v i n c i n g  e v i d e n c e  o f  a  d i f f e r e n t  

m o n t h ly  p r o d u c t i o n  r a t e  a t  t h e  e c o n o m ic  l i r d t  f o r  t h e  l e a s e  o r  p r o p e r t y .  

T h e  h e a r i n g  s h a l l  h e  h e l d  b e f o r e  F e b r u a r y  1 5  o f  t h e  y e a r  o r  w i t h i n  s i x  

m o n th s  a f t e r  co m m e n ce m e n t o f  o i l  p r o d u c t i o n  f o r  a  l e a s e  o r  p r o p e r t y .

T h e  m o n t h ly  p r o d u c t i o n  r a t e  a t  t h e  e c o n o m ic  l i m i t  f o r  t h e  l e a s e  o r  p r o ­

p e r t y  b a s e d  u p o n  t h e  c l e a r  a n d  c o n v i n c i n g  e v i d e n c e  o f  t h e  t a x p a y e r  s h a l l  

b e  c a l c u l a t e d  b y  d i v i d i n g  t h e  v a l u e  d e t e r m i n e d  u n d e r  < e )  o f  t h i s  s e c t i o n  

i n t o  t h e  a v e r a g e  m o n t h ly  d i r e c t  o p e r a t i n g  c o s t  d e t e r m i n e d  u n d e r  ( d )  o f  

t h i s  s e c t i o n  a n d  s h a l l  b e  u s e d  f o r  p u r p o s e s  o f  t h i s  s e c t i o n  f o r  a l l  o i l  

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

( d )  T h e  a v e r a g e  m o n t h ly  d i r e c t  o p e r a t i n g  c o s t  f o r  o i l  p r o d u c t i o n  

o p e r a t i o n s  o f  t h e  l e a s e  o r  p r o p e r t y  s h a l l  b e  d e t e r m i n e d  b a s e d  o n  a  

p e r i o d  o f  n o t  l e s s  t h a n  f o u r  c o n s e c u t i v e  m o n t h s .  T h e  d i r e c t  o p e r a t i n g  

c o s t s  i n c l u d e  o n l y  r o y a l t y ,  p r o d u c t i o n  s u p p l i e s ,  p u r c h a s e d  f u e l ,  r o u t i n e  

m a i n t e n a n c e ,  a n d  w a g e s  a n d  b e n e f i t s  o f  e m p lo y e e s  w o r k in g  o n  t h e  p r o d u c ­

t i o n  o p e r a t i o n s .  A d d i t i o n a l  d i r e c t  o p e r a t i n g  c o s t s  n o t  l i s t e d  i n  t h i s
*• - ■. * r** •' V « i' •' V  • !' 1 I ' ■' . j>.

s e c t i o n  m ay  b e  i n c l u d e d  o n l y  a f t e r  t h e i r  i n c l u s i o n  i n  a  r e g u l a t i o n  

a d o p t e d  b y  t h e  d e p a r t m e n t .  T h e  d i r e c t  o p e r a t i n g  c o s t s  d o  n o t  i n c l u d e  

c a p i t a l  e x p e n d i t u r e s ,  t a n g i b l e  o r  i n t a n g i b l e  d r i l l i n g  e x p e n s e s ,  c o s t s  o f
■ r

t h e  e c o n o m ic  l i m i t  t o  t h e  p r o d u c t i o n  d u r i n g  t h e  m o n th  f o r  w h i c h  t h e  t a x
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w e l l  w o r k o v e r s ,  c o s t s  f o x  r e p l a c e m e n t  o r  r e p a i r s  ( o t h e r  t h a n  r o u t i n e  

m a i n t e n a n c e ) ,  d e p r e c i a t i o n  o r  a m o r t i z a t i o n ,  t a x e s ,  i n s u r a n c e ,  o v e r h e a d ,  

m o n e y  p a i d  o r  s e t  a s i d e  ( o r  b o o k e d  a s  b e i n g  p a i d  o r  s e t  a s i d e )  t o  c o v e r  

t h e  c o s t  o f  t e r m i n a t i n g  t h e  o i l  p r o d u c t i o n  o p e r a t i o n s  o f  t h e  l e n a e  o r  

p r o p e r t y ,  o r  a n y  o t h e r  c o s t  n o t  d i r e c t l y  r e l a t e d  t o  t h e  o i l  p r o d u c t i o n  

o p e r a t i o n s  o f  t h e  l e a s e  o r  p r o p e r t y .

( e )  T h e  v a l u e  a t  t h e  p o i n t  o f  p r o d u c t i o n  o f  o i l  p r o d u c e d  f r o m  t h e  

l e a s e  o r  p r o p e r t y  s h a l l  b e  d e t e r m i n e d  o n  t h e  b a s i s  o f  t h e  a c q u i s i t i o n  

c o s t  C . I . F .  a t  W e s t  C o a s t  r e f i n e r i e s  f o r  im p o r t e d  o i l  o f  l i k e  q u a l i t y ,  

m in u s  t h e  r e a s o n a b l e  c o s t  o f  t r a n s p o r t a t i o n  b e t w e e n  t h e  p o i n t  o f  p r o ­

d u c t i o n  o f  t h e  o i l  f r o m  t h e  l e a s e  o r  p r o p e r t y  a n d  t h o s e  W e s t  C o a s t  

r e f i n e r i e s .

( f )  B e f o r e  F e b r u a r y  1 5  o f  e a c h  y e a r  o r  w i t h i n  s i x  m o n th s  a f t e r  

c o m m e n c e m e n t o f  p r o d u c t i o n  f o r  a  l e a s e  o r  p r o p e r t y  t h e  d e p a r t m e n t  s h a l l  

n o t i f y  t h e  p r o d u c e r  o f  g a s  o f  t h e  m o n t h ly  p r o d u c t i o n  r a t e  a t  t h e  e c o ­

n o m ic  l i m i t  f o r  e a c h  l e a s e  o r  p r o p e r t y  w i t h i n  t h e  s t a t e  f o r  t h a t  y e a r .  

T h e  m o n t h l y  p r o d u c t i o n  r a t e  a t  t h e  e c o n o m ic  l i m i t  f o r  a  l e a e e  o r  p r o ­

p e r t y  3 h a l l  b e  d e t e r m i n e d  a t  a  f o r m a l  h e a r i n g  u n d e r  A S 4 3 . 0 5 . 2 4 0  a n d  

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

t a x p a y e r  a t  t h a t  h e a r i n g .  T h e  m o n t h ly  p r o d u c t i o n  r a t e  a t  t h e  e c o n o m ic  

l i m i t  f o r  t h e  l e a s e  o r  p r o p e r t y  b a s e d  u p o n  t h e  c l e a r  a n d  c o n v i n c i n g  

e v i d e n c e  o f  t h e  t a x p a y e r  s h a l l  b e  c a l c u l a t e d  b y  d i v i d i n g  t h e  v a l u e  

d e t e r m i n e d  u n d e r  ( h )  o f  t h i s  s e c t i o n  i n t o  t h e  a v e r a g e  m o n t h ly  d i r e c t  

o p e r a t i n g  c o s t  d e t e r m i n e d  u n d e r  ( g )  o f  t h i s  s e c t i o n .

( g )  T h e  a v e r a g e  m o n t h ly  d i r e c t  o p e r a t i n g  c o s t  f o r  g a s  p r o d u c t i o n  

o p e r a t i o n s  o f  t h e  l e a s e  o r  p r o p e r t y  s h a l l  b e  d e t e r m i n e d  b a s e d  o n  a  

p e r i o d  o f  n o t  l e s s  t h a n  f o u r  c o n s e c u t i v e  m o n t h s .  T h e  d i r e c t  o p e r a t i n g  

c o s t s  i n c l u d e  r o y a l t y ,  p r o d u c t i o n  s u p p l i e s ,  p u r c h a s e d  f u e l ,  r o u t i n e  

m a i n t e n a n c e ,  a n d  w a g e s  a n d  b e n e f i t s  o f  e m p lo y e e s  w o r k in g  o n  t h e



p r o d u c t i o n  o p e r a t i o n s .  T h e  d i r e c t  o p e r a t i n g  c o s t s  d o  n o t  i n c l u d e  

c a p i t a l  e x p e n d i t u r e s ,  t a n g i b l e  o r  i n t a n g i b l e  d r i l l i n g  e x p e n s e s ,  c o s t s  o f  

w e l l  w o r k o v e r s ,  c o s t s  f o r  r e p l a c e m e n t  o r  r e p a i r s  ( o t h e r  t h a n  r o u t i n e  

m a i n t e n a n c e ) ,  d e p r e c i a t i o n  o r  a m o r t i z a t i o n ,  t a x e s ,  i n s u r a n c e ,  o v e r h e a d ,  

m o n i e s  p a i d  o r  s e t  a s i d e  ( o r  b o o k e d  a s  b e i n g  p a i d  o r  s e t  a s i d e )  t o  c o v e r  

t h e  c o s t  o f  t e r m i n a t i n g  t h e  g a s  p r o d u c t i o n  o p e r a t i o n s  o f  t h e  l e a s e  o r  

p r o p e r t y ,  o r  a n y  o t h e r  c o s t  n o t  d i r e c t l y  r e l a t e d  t o  v h e  g a s  p r o d u c t i o n  

o p e r a t i o n s  o f  t h e  l e a s e  o r  p r o p e r t y .

( h )  T h e  v a l u e  a t  t h e  p o i n t  o f  p r o d u c t i o n  o f  g a s  p r o d u c e d  f r o m  t h e  

l e a s e  o r  p r o p e r t y  s h a l l  b e  d e t e r m i n e d  o n  t h e  b a s i s  o f  t h e  h i g h e s t  p r i c e  

p a i d  f o r  g a s  o f  l i k e  q u a l i t y  a n d  p r e s s u r e  i n  t h e  sa m e f i e l d  o r  som e 

o t h e r  f i e l d  w i t h i n  1 0 0  m i l e s  i n  t h e  s t a t e .

( i )  T h e  d e p a r t m e n t  m ay  a g g r e g a t e  tw o  o r  m o r e  l e a s e s  o r  p r o p e r t i e s  

( o r  p o r t i o n s  o f  t h e m ) , f o r  p u r p o s e s  o f  d e t e r m i n i n g  e c o n o m ic  l i m i t  

f a c t o r s  u n d e r  t h i s  s e c t i o n  a n d  a p p l y i n g  th e m  t o  s e c .  1 1  o f  t h i s  c h a p t e r ,  

w h en  e c o n o m i c a l l y  i n t e r d e p e n d e n t  o i l  o r  g a s  p r o d u c t i o n  o p e r a t i o n s  a r e  

n o t  c o n f i n e d  t o  a  s i n g l e  l e a s e  o r  p r o p e r t y .  T h e  d e p a r t m e n t  m ay a l s o  

s e g r e g a t e  a  l e a s e  o r  p r o p e r t y  i n t o  tw o  o r  m o r e  p a r t s ,  f o r  p u r p o s e s  o f  

d e t e r m i n i n g  e c o n o m ic  l i m i t  f a c t o r s  u n d e r  t h i s  s e c t i o n  a n d  a p p l y i n g  th e m  

u n d e r  s e c .  1 1  o f  t h i s  c h a p t e r ,  w h en  tw o  o r  m o r e  e c o n o m i c a l l y  i n d e p e n d e n t  

o i l  o r  g a s  p r o d u c t i o n  o p e r a t i o n s  a r e  b e i n g  c o n d u c t e d  o n  i t .

( j )  A d e t e r m i n a t i o n  o f  t h e  m o n t h ly  p r o d u c t i o n  r a t e  a t  t h e  e c o n o m ic  

l i m i t  f o r  a  l e a s e  o r  p r o p e r t y  i s  r e t r o a c t i v e  t o  J a n u a r y  1  o f  t h e  c u r r e n t  

y e a r .  F o r  p r o d u c t i o n  o f  a  l e a s e  o r  p r o p e r t y  c o m m e n c in g  a f t e r  J a n u a r y  1 ,  

t h e  d e t e r m i n a t i o n  o f  t h e  m o n t h ly  p r o d u c t i o n  r a t e  a t  t h e  e c o n o m ic  l i m i t  

f o r  t h a t  l e a s e  o r  p r o p e r t y  m a d e  w i t h i n  s i x  m o n th s  a f t e r  t h e  co m m e n ce m e n t 

o f  p r o d u c t i o n  i s  r e t r o a c t i v e  t o  t h e  co m m e n c e m e n t o f  p r o d u c t i o n .

S e c .  4 3 . 5 5 . 0 1 6 .  GAS PRODUCTION TA X . ( a )  T h e r e  i s  l e v i e d  u p o n  t h e  

p r o d u c e r  o f  g a s  a  t a x  f o r  a l l  g a s  p r o d u c e d  f r o m  e a c h  l e a s e  o r  p r o p e r t y



i n  t h e  s t a t e ,  l e s s  a n y  g a s  t h e  o w n e r s h ip  o r  r i g h t  t o  w h i c h  i s  e x e m p t  

f r o m  t a x a t i o n .  T h e  t a x  i s  e q u a l  t o  e i t h e r  t h e  p e r c e n t a g e - o f - v a l u e  

a m o u n t c a l c u l a t e d  u n d e r  ( b )  o f  t h i s  s e c t i o n  o r  t h e  c e n t s - p e r - M c f  a m o u n t 

c a l c u l a t e d  u n d e r  ( c )  o f  t h i s  s e c t i o n ,  w h i c h e v e r  i s  g r e a t e r ,  m u l t i p l i e d  

b y  t h e  e c o n o m ic  l i m i t  f a c t o r  d e t e r m i n e d  f o r  g a s  p r o d u c t i o n  o f  t h e  l e a s e  

o r  p r o p e r t y  u n d e r  s e c .  1 3  o f  t h i s  c h a p t e r .  I f  t h e  a m o u n ts  c a l c u l a t e d  

u n d e r  ( b )  a n d  ( c )  o f  t h i s  s e c t i o n  a r e  e q u a l ,  t h e  a m o u n t c a l c u l a t e d  u n d e r  

( b )  o f  t h i s  s e c t i o n  s h a l l  b e  t r e a t e d  a s  i f  i t  w e r e  t h e  g r e a t e r  f o r  

p u r p o s e s  o f  t h i s  s e c t i o n .

( b )  T h e  p e r c e n t a g e - o f - v a l u e  a m o u n t e q u a l s  1 0  p e r  ^ e n t  o f  t h e  g r o s s  

v a l u e  a t  t h e  p o i n t  o f  p r o d u c t i o n  o f  t h e  t a x a b l e  g a s  p r o d u c e d  f r o m  t h e  

l e a s e  o r  p r o p e r t y .

( c )  T h e  c e n t s - p e r - M c f  a m o u n t e q u a l s  $ . 0 6 4  p e r  t h o u s a n d  c u b i c  f e e t  

o f  t a x a b l e  g a s  p r o d u c e d  f r o m  t h e  l e a s e  o r  p r o p e r t y  a s  a d j u s t e d  b y  s e c .

12  o f  t h i s  c h a p t e r .

S e c .  4 3 . 5 5 . 0 1 7 .  RELAT7.0N TO OTHER T A X E S , ( a )  E x c e p t  a s  p r o v i d e d  

i n  t h i s  c h a p t e r  a n d  i n  c h .  5 8  o f  t h i s  t i t l e ,  t h e  t a x e s  im p o s e d  b y  t h i s  

c h a p t e r  a r e  i n  p l a c e  o f  a l l  t a x e s  now  im p o s e d  b y  t h e  s t a t e  o r  a n y  o f  i t s  

m u n i c i p a l i t i e s ,  a n d  n e i t h e r  t h e  s t a t e  n o r  a  m u n i c i p a l i t y  m ay  im p o s e  a  

t a x  u p o n

( 1 )  p r o d u c i n g  o i l  o r  g a s  l e a s e s ;

( 2 )  o i l  o r  g a s  p r o d u c e d  o r  e x t r a c t e d  i n  t h e  s t a t e ;

( 3 )  t h e  v a l u e  o f  i n t a n g i b l e  d r i l l i n g  a n d  e x p l o r a t i o n  e x p e n ­

s e s .

( b )  T h e  t a x e s  im p o s e d  b y  t h i s  c h a p t e r  a r e  i n  p l a c e  o f  a l l  t a x e s  

im p o s e d  b y  a  m u n i c i p a l i t y  u p o n  o i l  o r  g a s  i n  p l a c e  o r  n o n p r o d u c in g  o i l  

o r  g a s  l e a s e s  o r  p r o p e r t i e s .

( c )  T h e  t a x e s  im p o s e d  b y  * * h i s  c h a p t e r  a r e  n o t  i n  p l a c e  o f  t h e  t a x  

im p o s e d  b y  c h .  5 7  o f  t h i s  t i t l e  o r  in c o m e  t a x e s ,  f r a n c h i s e  t a x e s  o r



t a x e s  u p o n  t h e  r e t a i l  s a l e  o f  o i l  o r  g a s  p r o d u c t s .  

*  S e c .  2 .  A S 4 3 . 5 5 . 0 2 0 ( a )  i s  a m e n d e d  t o  r e a d :

( a )  T h e  g r o s s  p r o d u c t i o n  t a x  o n  o i l  o r  g a s  s h a l l  h e  p a i d  m o n t h ly
• -S * • • : * * ’ ’ ■ ’ .' • , •

T h e  t a x  i s  d u e  o r , t h e  2 0 t h  [L A S T ] d a y  o f  e a c h  c a l e n d a r  m o n th  o n  o i l  o r

g a s  p r o d u c e d  [REMOVED OR SO LD ] f r o m  e a c h  l e a s e  o r  p r o p e r t y  d u r i n g  t h e  

p r e c e d i n g  m o n t h .  I f  t h e  t a x  i s  n o t  p a i d  b e f o r e  t h e  e n d  o f  t h e  m o n th  i n  

w h ic h  i t  b e c o m e s  d u e ,  t h e  t a x  b e c o m e s  d e l i n q u e n t .

*  S e c .  3 .  A S 4 3 . 5 5 . 0 2 0 ( e )  i s  a m e n d e d  t o  r e a d s

( e )  G a s  p r o d u c e d  i n  e x c e s s  o f  t h a t  n e e d e d  f o r  s a f e t y  p u r p o s e s  

[AND U S E D ] , e x c e p t  g a s  u s e d  i n  t h e  o p e r a t i o n  o f  a  l e a s e  o r  p r o p e r t y  i n  

d r i l l i n g  f o r  o r  p r o d u c i n g  o i l  o r  g a s ,  o r  f o r  r e p r e s s u r i n g ,  i s  c o n s i d e r e d ,  

f o r  t h e  p u r p o s e  o f  t h i s  c h a p t e r  a n d  i n  t h e  a m o u n t u s e d ,  a s  g a s  p r o d u c e d  

[REMOVED OR SO LD ] f r o m  a  l e a s e  o r  p r o p e r t y .  G a s  f l a r e d  b e y o n d  t h e  

a m o u n t a u t h o r i z e d  f o r  s a f e t y  b y  t h e  D e p a r t m e n t  o f  N a t u r a l  R e s o u r c e s  

u n d e r  A S 3 1 . 0 5 . 1 7 0 ( 1 1 ) (H ) i s  c o n s i d e r e d  a s  g a s  p r o d u c e d ,  e x c e p t  t h a t  i t  

i s  a u b . l e c t  t o  a  p e n a l t y  e q u a l  t o  t w i c e  t h e  t a x  c o m p u te d  u n d e r  s e c .  1 6  o f

t h i s  c h a p t e r  a s  a d j u s t e d  b y  s e c .  1 2  o f  t h i s  c h a p t e r  p e r  t h o u s a n d  c u b i c

f e e t  o f  g a s  f o r  t h e  m o n th  i n  w h ic h  t h e  g a s  w a s  f l a r e d .

*  S e c .  4 .  A S 4 3 . 5 5 . 0 3 0 ( a ) ( 1 )  i s  a m e n d e d  t o  r e a d :

o r  g a s  w a s  p r o d u c e d  [REMOVED OR S O L D ], b y  n a m e , l e g a l  d e s c r i p t i o n ,  l e a s e  

n u m b e r  o r  b y  a c c o u n t i n g  c o d e  n u m b e r s  a s s i g n e d  b y  t h e  d e p a r t m e n t ;

*  S e c .  5 .  A S 4 3 . 5 5 . 0 3 0 ( a ) ( 3 )  i s  a me n d e d  t o  r e a d :

f r o m  t h e  l e a s e  o r  p r o p e r t y ,  a n d  t h e  p e r c e n t a g e  o f  t h e  g r o s s  a m o u n t o w n ed  

b y  e a c h  p r o d u c e r  f o r  whom t h e  t a x  i s  p a i d ;

*  S e c .  6 .  A S 4 3 . 5 5 . 0 3 0 ( a ) ( 4 )  i s  a m e n d e d  t o  r e a d :

( 1 )  a  d e s c r i p t i o n  o f  t h e  l e a s e  o r  p r o p e r t y  f r o m  w h ic h  t h e  o i l

( 3 )  t h e  g r o s s  a m o u n t o f  o i l  o r  g a s  p r o d u c e d  [REMOVED OR SOLD]

( 4 )  t h e  t o t a l  v a l u e  o f  t h e  o i l  o r  g a s  p r o d u c e d  [REMOVED OR
. ‘ ' *

SO LD ] f r o m  t h e  l e a s e  o r  p r o p e r t y  o w n ed  b y  e a c h  p r o d u c e r  f o r  whom t h e  t a x
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*  S e c .  7 .  A S 4 3 . 5 5 . 1 4 0  I s  a m e n d e d  b y  a d d i n g  n e w  p a r a g r a p h s  t o  r e a d :

i s  p a i d ;  a n d

( 1 2 )  " g r o s s  v a l u e  a t  t h e  p o i n t  o f  p r o d u c t i o n ”  m e a n s

(A ) f o r  o i l ,  t h e  v a l u e  o f  t h e  o i l  a t  t h e  p o i n t  w h e r e  i t

i s  m e t e r e d  o r  m e a s u r e d  ( b y  a u t o m a t i c  c u s t o d y  t r a n s f e r  m e t e r ,  t a n k  

g a u g e ,  o r  o t h e r  m e th o d  a p p r o v e d  b y  t h e  c o m m i s s i o n e r )  I n  a  c o n d i t i o n  

o f  p i p e l i n e  q u a l i t y  o n  t h e  p r e m i s e s  o f  t h e  l e a s e  o r  p r o p e r t y  f r o m  

w h ic h  i t  i s  r e c o v e r e d ;  h o w e v e r ,  i f  t h e  o i l  i s  n o t  o f  p i p e l i n e

q u a l i t y  w h e n  i t  i s  r e m o v e d  f r o m  t h e  p r e m i s e s  o f  t h e  l e a s e  o r  p r o ­

p e r t y  f r o m  w h ic h  i t  i s  r e c o v e r e d ,  o r  i f  t h e  o i l  r e c o v e r e d  f r o m  a  

l e a s e  o r  p r o p e r t y  i s  n o t  m e t e r e d  o r  m e a s u r e d  ( b y  a u t o m a t i c  c u s t o d y  

t r a n s f e r  m e t e r ,  t a n k  g a u g e ,  o r  o t h e r  m e th o d  a p p r o v e d  b y  t h e  co m ­

m i s s i o n e r )  o n  t h e  p r e m i s e s  o f  t h e  l e a s e  o r  p r o p e r t y  f r o m  w h ic h  i t  

i s  r e c o v e r e d ,  t h e n  t h e  g r o s s  v a l u e  a t  t h e  p o i n t  o f  p r o d u c t i o n  i s  

t h e  v a l u e  o f  t h a t  o i l  a t  t h e  o f f - p r e m i s e s  l o c a t i o n  w h e r e  t h e  o i l  i s  

f i r s t  m e t e r e d  o r  m e a s u r e d  ( b y  a u t o m a t i c  c u s t o d y  t r a n s f e r  m e t e r ,  

t a n k  g a u g e ,  o r  o t h e r  m e th o d  a p p r o v e d  b y  t h e  c o m m i s s i o n e r )  i n  a  

c o n d i t i o n  o f  p i p e l i n e  q u a l i t y ;

( B )  f o r  g a s  r e c o v e r e d  f r o m  o r  i n  a s s o c i a t i o n  w i t h  o i l ,  

t h e  v a l u e  o f  t h e  g a s  a t  t h e  p o i n t  w h e r e  i t  i s  a c c u r a t e l y  m e t e r e d  o r  

m e a s u r e d  a f t e r  s e p a r a t i o n  f r o m  t h e  o i l ;  f o r  g a s  r u n  t h r o u g h  a  g a s  

p r o c e s s i n g  p l a n t ,  t h e  g r o s s  z a l u e  a t  t h e  p o i n t  o f  p r o d u c t i o n  i s  t h e  

f u l l  c o n s i d e r a t i o n  r e c e i v e d  b y  t h e  p r o d u c e r  f o r  t h e  g a s  i f  s o l d  i n  

a n  a r m 's  l e n g t h  t r a n s a c t i o n  o r ,  i n  t h e  a b s e n c e  o f  a n  a r m ’ s  l e n g t h  

t r a n s a c t i o n ,  i s  t h e  sum  o f  t h e  v a l u e  o f  t h e  l i q u i d s  e x t r a c t e d  f r o m  

t h e  g a s  a t  t h e  p l a n t  a n d  t h e  v a l u e  o f  t h e  r e a d d u e  g a s ,  l e s s  a  

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

t r a n s p o r t i n g  t h e  g a s  t o  t h e  p l a n t  f r o m  t h e  p r e m i s e s  u p o n  w h ic h  t h e
. • •

o i l  p r o d u c t i o n  o p e r a t i o n  i s  c o n d u c t e d ;  a n d

3 2 1
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(C )  f o r  g a s  n o t  r e c o v e r e d  f r o m  o r  i n  a s s o c i a t i o n  w i t h  

o i l ,  t h e  v a l u e  o f  t h e  g a s  a t  t h e  p o i n t  w h e r e  i t  i s  a c c u r a t e l y
■

m e t e r e d  o r  m e a s u r e d  o r  t h e  v a l u e  o f  t h e  g a s  a t  t h e  p o i n t  o f  s a l e ,  

i f  a n y ,  o n  t h e  p r e m i s e s  o f  t h e  l e a s e  o r  p r o p e r t y  f r o m  w h ic h  t h e  g a s  

i s  r e c o v e r e d ,  w h i c h e v e r  i s  t h e  h i g h e r  v a l u e ;  f o r  g a s  r u n  t h r o u g h  a  

g a B  p r o c e s s i n g  p l a n t ,  t h e  g r o s s  v a l u e  a t  t h e  p o i n t  o f  p r o d u c t i o n  i s  

t h e  f u l l  c o n s i d e r a t i o n  r e c e i v e d  b y  t h e  p r o d u c e r  f o r  t h e  g a s  i f  s o l d  

i n  a n  a r m 's  l e n g t h  t r a n s a c t i o n  o r ,  i n  t h e  a b s e n c e  o f  a n  a r m ’ s  

l e n g t h  t r a n s a c t i o n ,  i s  t h e  sum  o f  t h e  v a l u e  o f  t h e  l i q u i d s  e x -  

t r a c t e d  f r o m  t h e  g a s  a t  t h e  p l a n t  a n d  t h e  v a l u e  o f  t h e  r e s i d u e  g a s ,  

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

f o r  t r a n s p o r t i n g  t h e  g a s  t o  t h e  p l a n t  f r o m  t h e  p o i n t  w h e r e  i t  w a s  

a c c u r a t e l y  m e t e r e d  o r  m e a s u r e d ;

( 1 3 )  " o i l  p r o d u c t i o n  o p e r a t i o n "  m e a n s  t h e  o p e r a t i o n  b y  w h ic h  

o i l  i s  r e c o v e r e d  f r o m  a  l e a s e  o r  p r o p e r t y  a n d  r e n d e r e d  i n t o  o i l  o f  

p i p e l i n e  q u a l i t y ,  a n d  i n c l u d e s  a n y  g a t h e r i n g  d o n e  b e f o r e  t h e  o i l  i s  

f i n a l l y  r e n d e r e d  i n t o  o i l  o r  p i p e l i n e  q u a l i t y ;

( 1 4 )  " p i p e l i n e  q u a l i t y ”  m e a n s  g o o d  a n d  m e r c h a n t a b l e  c o n d i ­

t i o n ;

( 1 5 )  " w e l l  d a y s "  m e a n s  t h e  n u m b e r  o f  d a y s  i n  w h ic h  a  w e l l  i s  

o p e r a t i n g  d u r i n g  a  m o n th .

*  S e c .  8 .  A S 4 3 . 5 5 . 0 1 0 ,  4 3 . 5 5 . 0 1 5  a n d  4 3 . 5 5 . 1 4 0 ( 1 0 )  a n d  ( 1 1 )  a r e  r e -  

s e a l e d .

*  S e c .  9 .  T h i s  A c t  t a k e s  e f f e c t  J u l y  1 ,  1 9 7 7  a n d  a p p l i e s  t o  p r o d u c t i o n  

h i r i n g  t h e  m o n th  o f  J u l y  1 9 7 7  a n d  s u c c e e d i n g  m o n t h s .
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O r i g i n a l  s p o n s o r :  R u l e s  C o m m it t e e  b y  r e q u e s t
o f  t h e  G o v e r n o r

IN  THE HOUSE B Y  THE FINANCE COMMITTEE

C S FO R  HOUSE B I L L  NO. 3 2 1  

IN  THE L E G ISL A T U R E  O F THE STA TE O F ALASKA 

TENTH L E G ISL A T U R E  -  F I R S T  S E S S IO N  

A B I L L

F o r  a n  A c t  e n t i t l e d :  "A n  A c t  r e l a t i n g  t o  t h e  o i l  a n d  g a s  p r o p e r t i e s  p r o ­

d u c t i o n  t a x ;  a n d  p r o v i d i n g  f o r  a n  e f f e c t i v e  d a t e . "

[BE I T  ENACTED BY  THE L E G ISL A T U R E  OF THE STA TE O F A LA SKA :

*  S e c t i o n  1 .  A S 4 3 . 5 5  i s  a m e n d e d  b y  a d d in g  n e w  s e c t i o n s  t o  r e a d :

P e c .  4 3 . 5 5 . 0 1 1 .  O IL  PRODUCTION T A X . ( a )  T h e r e  i s  l e v i e d  u p o n  t h e  

p r o d u c e r  o f  o i l  a  t a x  f o r  a l l  o i l  p r o d u c e d  f r o m  e a c h  l e a s e  o r  p r o p e r t y  

i n  t h e  s t a t e ,  l e s s  a n y  o i l  t h e  o w n e r s h ip  o r  r i g h t  t o  w h ic h  i s  e x e m p t  

f r o m  t a x a t i o n .  T h e  t a x  i s  e q u a l  t o  e i t h e r  t h e  p e r c e n t a g e - o f - v a l u e  

a m o u n t c a l c u l a t e d  u n d e r  ( b )  o f  t h i s  s e c t i o n  o r  t h e  c e n t s - p e r - b a r r e l  

a m o u n t c a l c u l a t e d  u n d e r  ( c )  o f  t h i s  s e c t i o n ,  w h i c h e v e r  i s  g r e a t e r ,  

m u l t i p l i e d  b y  t h e  e c o n o m ic  l i m i t  f a c t o r  d e t e r m i n e d  f o r  t h e  o i l  p r o d u c ­

t i o n  o f  t h e  l e a s e  o r  p r o p e r t y  u n d e r  s e c .  1 3  o f  t h i s  c h a p t e r .  I f  t h e  

a m o u n ts  c a l c u l a t e d  u n d e r  ( b )  a n d  ( c )  o f  t h i s  s e c t i o n  a r e  e q u a l ,  t h e  

a m o u n t c a l c u l a t e d  u n d e r  ( b )  o f  t h i s  s e c t i o n  s h a l l  b e  t r e a t e d  a s  i f  i t  

w e r e  t h e  g r e a t e r  f o r  p u r p o s e s  o f  t h i s  s e c t i o n .

( b )  T h e  p e r c e n t a g e - o f - v a l u e  a m o u n t e q u a l s  1 2 . 5  p e r  c e n t  o f  t h e  

g r o s s  v a l u e  a t  t h e  p o i n t  o f  p r o d u c t i o n  o f  t a x a b l e  o i l  p r o d u c e d  f r o m  t h e  

l e a s e  o r  p r o p e r t y .

( c )  T h e  c e n t s - p e r - b a r r e l  a m o u n t e q u a l s  $ . 9 3 7 5  p e r  b a r r e l  o f  t a x ­

a b l e  o i l  p r o d u c e d  f r o m  t h e  l e a s e  o r  p r o p e r t y ,  a s  a d j u s t e d  b y  s e c .  1 2  o f  

t h i s  c h a p t e r .

( d )  W hen t h e  c e n t s - p e r - b a r r e l  a m o u n t c a l c u l a t e d  u n d e r  ( c )  o f  t h i s  

s e c t i o n  i s  g r e a t e r  t h a n  t h a  p e r c e n t a g e - o f - v a l u e  a m o u n t c a l c u l a t e d  u n d e r

( b )  o f  t h i s  s e c t i o n ,  a n d  p a y m e n t  b y  t h e  s t a t e  t o  t h e  A l a s k a  N a t i v e  f u n d
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o u t  o f  t h e  s t a t e ' s  r o y a l t i e s  o n  t h a t  o i l  i s  r e q u i r e d  u n d e r  t h e  r e w  -*» 

s h a r i n g  p r o v i s i o n s  o f  s e c .  9  o f  t h e  A l a s k a  N a t i v e  C la im s  S e t t l e m e n t  . ^ t  

( P . L .  9 2 - 2 0 3 ,  8 5  S t a t .  6 8 8 ,  4 3  D . S . C .  1 6 0 1  e t  s e q . ) ,  t h a t  p a y m e n t  s h a l l  

b e  n o t  l e s s  t h a n  $ . 0 5  f o r  e a c h  t a x a b l e  b a r r e l  o f  o i l  p r o d u c e d  u n t i l  a l l  

a m o u n ts  p a i d  i n  t h e  f u n d  e q u a l  $ 5 0 0 , 0 0 0 , 0 0 0 .

S e c .  4 3 . 5 5 . 0 1 2 .  ADJUSTM ENTS IN  TAX R A T E S , ( a )  T h e  a m o u n ts  s e t  

o u t  i n  s e c .  1 1 ( c )  a n d  s e c .  1 6 ( c )  o f  t h i s  c h a p t e r  s h a l l  b e  i n c r e a s e d  o r  

d e c r e a s e d  b y  a  p e r c e n t a g e  e q u a l  t o  t h e  p e r c e n t a g e  o f  c h a n g e  i n  t h e  3 r o s s  

N a t i o n a l  P r o d u c t  D e f l a t o r  p u b l i s h e d  b y  B u r e a u  o f  E c o n o m ic  A n a l y s i s  o f  

t h e  U n i t e d  S t a t e s  D e p a r t m e n t  o f  C o m m e rc e . C h a n g e s  i n  t a x  r a t e s  w i l l  b e  

c o m p u te d  b a B e d  o n  c h a n g e s  i n  t h e  G r o s s  N a t i o n a l  P r o d u c t  D e f l a t o r  f r o m  

t h a t  o f  t h e  F i r s t  Q u a r t e r  1 9 7 7  G r o s s  N a t i o n a l  P r o d u c t  D e f l a t o r .  T h e  

d e p a r t m e n t  s h a l l  p o s t  t h e  c h a n g e s  i n  t h e  t a x  r a t e s  p e r i o d i c a l l y  a n d  

s h a l l  e v e r y  p e r s o n  p r o d u c i n g  o i l  w i t h i n  t h t  s t a t e  o f  t h e  c h a n g e s .

>.b) T h e  c e n t s - p e r - b a r r e l  a m o u n t s e t  o u t  i n  s e c .  1 1 ( c )  o f  t h i s  

c h a p t e r  a s  a d j u s t e d  b y  ( a )  o f  t h i s  s e c t i o n  a p p l i e s  t o  o i l  o f  2 7  d e g r e e s  

A P I  g r a v i t y .  F o r  e a c h  d e g r e e  o f  A P I  g r a v i t y  l e s s  t h a n  2 7  d e g r e e s  t h e  

c e n t s - p e r - b a r r e l  a m o u n t s h a l l  b e  r e d u c e d  b y  $ . 0 0 5  a n d  f o r  e a c h  d e g r e e  o f  

A P I  g r a v i t y  g r e a t e r  t h a n  2 7  d e g r e e s  t h e  c e n t s - p e r - b a r r e l  a m o u n t s h a l l  b e  

i n c r e a s e d  b y  $ . 0 0 5  e x c e p t  t h a t  o i l  a b o v e  4 0  d e g r e e s  A P I  g r a v i t y  s h a l l ,  b e  

t a x e d  a s  4 0  d e g r e e  o i l .  I n  a p p l y i n g  t h e  g r a v i t y  a d ju s t m e n t  u n d e r  t h i s  

s u b s e c t i o n ,  f r a c t i o n a l  d e g r e e s  o f  A P I  g r a v i t y  s h a l l  b e  d i s r e g a r d e d .

S e c .  4 3 . 5 5 . 0 1 3 .  ECONOMIC L IM IT  FA C TO R, ( a )  T h e  e c o n o m ic  l i m i t  

f a c t o r  f o r  o i l  p r o d u c t i o n  o f  a  l e a s e  o r  p r o p e r t y  e q u a l s

( 1 - [P E L / T P 1 )  e x p  ( [ 3 0 0  X  W D J/ P E L ) 

w h e r e :  P E L  »  t h e  p r o d u c t i o n  r a t e  a t  t h e  e c o n o m ic  l i m i t ;

T P  “  t o t a l  p r o d u c t i o n  d u r i n g  t h e  m o n th  f o r  w h ic h  t h e  t a x  

i s  t o  b e  p a i d ,

WD «* t h e  t o t a l  n u m b e r  o f  w e l l  d a y s  i n  t h e  m o n th  f o r  w h ic h  

ISQB 3 2 1  - 2 -



t h e  t a x  1 b  t o  b e  p a i d ;  a n d  

w h e r e  " e x p "  i n d i c a t e s  t h a t  t h e  e x p r e s s i o n  f o l l o w i n g  i t  i s  a n  e x p o n e n t .

( b )  T h e  e c o n o m ic  l i m i t  f a c t o r  f o r  g a s  p r o d u c t i o n  o f  a  l e a s e  o r  

p r o p e r t y  e q u a l s  o n e  m in u s  t h e  r a t i o  o f  t h e  m o n t h l y  p r o d u c t i o n  r a t e  a t  

t h e  e c o n o m ic  l i u  t ,  t o  t h e  p r o d u c t i o n  d u r i n g  t h e  m o n th  f o r  w h ic h  t h e  t a x  

i s  t o  b e  p a i d .

( c )  T h e  m o n t h l y  p r o d u c t i o n  r a t e  a t  t h e  e c o n o m ic  l i m i t  f o r  a  l e a s e  

o r  p r o p e r t y  i s  p r e s u m e d  t o  b e  3 0 0  b a r r e l s  t i m e s  t h e  n u m b e r  o f  w e l l  d a y s  

f o r  t h e  l e a s e  o r  p r o p e r t y  d u r i n g  t h e  m o n th  f o r  w h ic h  t h e  t a x  i s  t o  b e  

p a i d .  T h e  t a x p a y e r  m ay  r e b u t  t h i s  p r e s u m p t i o n  a t  a  f o r m a l  h e a r i n g  u n d e r  

A S 4 3 . 0 5 . 4 2 0  b y  p r o v i d i n g  c l e a r  a n d  c o n v i n c i n g  e v i d e n c e  o f  a  d i f f e r e n t  

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

T h e  h e a r i n g  s h a l l  b e  h e l d  b e f o r e  F e b r u a r y  1 5  o f  t h e  y e a r  o r  w i t h i n  s i x  

m o n th s  a f t e r  c o m m e n ce m e n t o f  o i l  p r o d u c t i o n  f o r  a  l e a s e  o r  p r o p e r t y .

T h e  m o n t h ly  p r o d u c t i o n  r a t e  a t  t h e  e c o n o m ic  l i m i t  f o r  t h e  l e a s e  o r  p r o ­

p e r t y  b a s e d  u p o n  t h e  c l e a r  a n d  c o n v i n c i n g  e v i d e n c e  o f  t h e  t a x p a y e r  s h a l l  

b e  c a l c u l a t e d  b y  d i v i d i n g  t h e  v a l u e  d e t e r m i n e d  u n d e r  ( e )  o f  t h i s  s e c t i o n  

i n t o  t h e  a v e r a g e  m o n t h l y  d i r e c t  o p e r a t i n g  c o s t  d e t e r m i n e d  t in d e r  ( d )  o f  

t h i s  s e c t i o n  a n d  s h a l l  b e  u s e d  f o r  p u r p o s e s  o f  t h i s  s e c t i o n  f o r  a l l  o i l  

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

( d )  T h e  a v e r a g e  m o n t h ly  d i r e c t  o p e r a t i n g  c o s t  f o r  o i l  p r o d u c t i o n  

o p e r a t i o n s  o f  t h e  l e a s e  o r  p r o p e r t y  s h a l l  h e  d e t e r m i n e d  b a s e d  o n  a  

p e r i o d  o f  n o t  l e s s  t h a n  f o u r  c o n s e c u t i v e  m o n t h s .  T h e  d i r e c t  o p e r a t i n g  

c o s t s  i n c l u d e  o n l y  r o y a l t y ,  p r o d u c t i o n  s u p p l i e s ,  p u r c h a s e d  f u e l ,  r o u t i n e  

m a i n t e n a n c e ,  a n d  w a g e s  a n d  b e n e f i t s  o f  e m p lo y e e s  w o r k in g  o n  t h e  p r o d u c ­

t i o n  o p e r a t i o n s .  A d d i t i o n a l  d i r e c t  o p e r a t i n g  c o s t s  n o t  l i s t e d  i n  t h i s  

s e c t i o n  m ay  b t f  i n c l u d e d  o n l y  a f t e r  t h e i r  i n c l u s i o n  i n  a  r e g u l a t i o n  

a d o p t e d  b y  t L c  d e p a r t m e n t .  T h e  d i r e c t  o p e r a t i n g  c o s t s  d o  n o t  i n c l u d e  

c a p i t a l  e x p e n d i t u r e s ,  t a n g i b l e  o r  i n t a n g i b l e  d r i l l i n g  e x p e n s e s ,  c o s t s  o f
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w e l l  w o r l c o v e r s ,  c o s t s  f o r  r e p l a c e m e n t  o r  r e p a i r s  ( o t h e r  t h a n  r o u t i n e  

m a i n t e n a n c e ) ,  d e p r e c i a t i o n  o r  a m o r t i z a t i o n ,  t a x e s ,  i n s u r a n c e ,  o v e r h e a d ,  

m o n e y  p a i d  o r  s e t  a s i d e  ( o r  b o o k e d  a s  b e i n g  p a i d  o r  s e t  a s i d e )  t o  c o v e r  

t h e  c o s t  o f  t e r m i n a t i n g  t h e  o i l  p r o d u c t i o n  o p e r a t i o n s  o f  t h e  l e a s e  o r  

p r o p e r t y ,  o r  a n y  o t h e r  c o s t  n o t  d i r e c t l y  r e l a t e d  t o  t h e  o i l  p r o d u c t i o n  

o p e r a t i o n s  o f  t h e  l e a s e  o r  p r o p e r t y .

( e )  T h e  v a l u e  a t  t h e  p o i n t  o f  p r o d u c t i o n  o f  o i l  p r o d u c e d  f r o m  t h e

l e a s e  o r  p r o p e r t y  s h a l l  b e  d e t e r m i n e d  o n  t h e  b a s i s  o f  t h e  a c q u i s i t i o n  

c o s t  C . I . F .  a t  W e s t  C o a s t  r e f i n e r i e s  f o r  i m p o r t e d  o i l  o f  l i k e  q u a l i t y ,  

m in u s  t h e  r e a s o n a b l e  c o s t  o f  t r a n s p o r t a t i o n  b e t w e e n  t h e  p o i n t  o f  p r o ­

d u c t i o n  o f  t h e  o i l  f r o m  t h e  l e a s e  o r  p r o p e r t y  a n d  t h o s e  W e s t  C o a s t  

r e f i n e r i e s .

( f )  B e f o r e  F e b r u a r y  1 5  o f  e a c h  y e a r  o r  w i t h i n  s i x  m o n t h s  a f t e r  

c o m m e n ce m e n t o f  p r o d u c t i o n  f o r  a  l e a s e  o r  p r o p e r t y  t h e  d e p a r t m e n t  s h a l l  

n o t i f y  t h e  p r o d u c e r  o f  g a s  o f  t h e  m o n t h ly  p r o d u c t i o n  r a t e  a t  t h e  e c o ­

n o m ic  l i m i t  f o r  e a c h  l e a s e  o r  p r o p e r t y  w i t h i n  t h e  s t a t e  f o r  t h a t  y e a r .

T h e  m o n t h ly  p r o d u c t i o n  r a t e  a t  t h e  e c o n o m ic  l i m i t  f o r  a  l e a s e  o r  p r o ­

p e r t y  s h a l l  b e  d e t e r m i n e d  a t  a  f o r m a l  h e a r i n g  u n d e r  A S 4 3 . 0 5 . 2 4 0  a n d  

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

t a x p a y e r  a t  t h a t  h e a r i n g .  T h e  m o n t h ly  p r o d u c t i o n  r a t e  a t  t h e  e c o n o m ic  

l i m i t  f o r  t h e  l e a s e  o r  p r o p e r t y  b a s e d  u p o n  t h e  c l e a r  a n d  c o n v i n c i n g  

e v i d e n c e  o f  t h e  t a x p a y e r  s h a l l  b e  c a l c u l a t e d  b y  d i v i d i n g  t h e  v a l u e  

d e t e r m i n e d  u n d e r  ( h )  o f  t h i s  s e c t i o n  i n t o  t h e  a v e r a g e  m o n t h l y  d i r e c t  

o p e r a t i n g  c o s t  d e t e r m i n e d  u n d e r  ( g )  o f  t h i s  s e c t i o n .

( g )  T h e  a v e r a g e  m o n t h ly  d i r e c t  o p e r a t i n g  c o s t  f o r  g a s  p r o d u c t i o n  

o p e r a t i o n s  o f  t h e  l e a s e  o r  p r o p e r t y  s h a l l  b e  d e t e r m i n e d  b a s e d  o n  a  • 

p e r i o d  o f  n o t  l e s s  t h a n  f o u r  c o n s e c u t i v e  m o n t h s .  T h e  d i r e c t  o p e r a t i n g  

c o s t s  i n c l u d e  r o y a l t y ,  p r o d u c t i o n  s u p p l i e s ,  p u r c h a s e d  f u e l ,  r o u t i n e  

m a i n t e n a n c e ,  a n d  w a g e s  a n d  b e n e f i t s  o f  e m p lo y e e s  w o r k i n g  o n  t h e
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p r o d u c t i o n  o p e r a t i o n s .  T h e  d i r e c t  o p e r a t i n g  c o s t s  d o  n o t  i n c l u d e  

c a p i t a l  e x p e n d i t u r e s ,  t a n g i b l e  o r  i n t a n g i b l e  d r i l l i n g  e x p e n s e s ,  c o s t s  o f  

w e l l  w o r k o v e r a ,  c o s t s  f o r  r e p l a c e m e n t  o r  r e p a i r s  ( o t h e r  t h a n  r o u t i n e  

m a i n t e n a n c e ) ,  d e p r e c i a t i o n  o r  a m o r t i z a t i o n ,  t a x e s ,  i n s u r a n c e ,  o v e r h e a d ,  

m o n ie s  p a i d  o r  s e t  a s i d e  ( o r  b o o k e d  a s  b e i n g  p a i d  o r  s e t  a s i d e )  t o  c o v e r  

t h e  c o s t  o f  t e r m i n a t i n g  t h e  g a s  p r o d u c t i o n  o p e r a t i o n s  o f  t h e  l e a s e  o r  

p r o p e r t y ,  o r  a n y  o t h e r  c o s t  n o t  d i r e c t l y  r e l a t e d  t o  t h e  g a s  p r o d u c t i o n  

o p e r a t i o n s  o f  t h e  l e a s e  o r  p r o p e r t y .

( h )  T h e  v a l u e  a t  t h e  p o i n t  o f  p r o d u c t i o n  o f  g a s  p r o d u c e d  f r o m  t h e  

l e a s e  o r  p r o p e r t y  s h a l l  b e  d e t e r m i n e d  o n  t h e  b a s i s  o f  t h e  h i g h e s t  p r i c e  

p a i d  f o r  g a s  o f  l i k e  q u a l i t y  a n d  p r e s s u r e  i n  t h e  sa m e  f i e l d  o r  so m e 

o t h e r  f i e l d  w i t h i n  1 0 0  m i l e s  i n  t h e  s t a t e .

( i )  'H ie  d e p a r t m e n t  m a y  a g g r e g a t e  tw o  o r  m o r e  l e a s e s  o r  p r o p e r t i e s  

( o r  p o r t i o n s  o f  t h e m ) , f o r  p u r p o s e s  o f  d e t e r m i n i n g  e c o n o m ic  l i m i t  

f a c t o r s  u n d e r  t h i s  s e c t i o n  a n d  a p p l y i n g  th e m  t o  s e c .  1 1  o f  t h i s  c h a p t e r ,  

w h e n  e c o n o m i c a l l y  i n t e r d e p e n d e n t  o i l  o r  g a s  p r o d u c t i o n  o p e r a t i o n s  a r e  

n o t  c o n f i n e d  t o  a  s i n g l e  l e a s e  o r  p r o p e r t y .  T h e  d e p a r t m e n t  m ay  a l s o  

s e g r e g a t e  a  l e a s e  o r  p r o p e r t y  i n t o  tw o  o r  m o r e  p a r t s ,  f o r  p u r p o s e s  o f  

d e t e r m i n i n g  e c o n o m i c  l i m i t  f a c t o r s  u n d e r  t h i s  s e c t i o n  a n d  a p p l y i n g  th e m  

u n d e r  s e c .  1 1  o f  t h i s  c h a p t e r ,  w h e n  tw o  o r  m o r e  e c o n o m i c a l l y  i n d e p e n d e n t  

o i l  o r  g a s  p r o d u c t i o n  o p e r a t i o n s  a r e  b e i n g  c o n d u c t e d  o n  i t .

( j )  A d e t e r m i n a t i o n  o f  t h e  m o n t h l y  p r o d u c t i o n  r a t e  a t  t h e  e c o n o m ic  

l i m i t  f o r  a  l e a s e  o r  p r o p e r t y  i s  r e t r o a c t i v e  t o  J a n u a r y  1  o f  t h e  c u r r e n t  

y e a r .  F o r  p r o d u c t i o n  o f  a  l e a s e  o r  p r o p e r t y  c o m m e n c in g  a f t e r  J a n u a r y  1 ,  

t h e  d e t e r m i n a t i o n  o f  t h e  m o n t h l y  p r o d u c t i o n  r a t e  a t  t h e  e c o n o m ic  l i m i t  

f o r  t h a t  l e a s e  o r  p r o p e r t y  m a d e  w i t h i n  s i x  m o n th s  a f t e r  t h e  co m m e n ce m e n t 

o f  prv . f i c t i o n  i s  r e t r o a c t i v e  t o  t h e  c o m m e t ic e r ^ . t  o f  p r o d u c t i o n .

S e c .  4 3 . 5 5 . 0 1 6 .  GAS PRODUCTION T A X . ( a )  T h e r e  i s  l e v i e d  u p o n  t h e  

p r o d u c e r  o f  g a s  a  t a x  f o r  a l l  g a s  p r o d u c e d  f r o m  e a c h  l e a s e  o r  p r o p e r t y



f
k’. ■'

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

*
Si ' •-

.f

i n  t h e  s t a t e ,  l e s s  a n y  g a s  t h e  o w n e r s h ip  o r  r i g h t  t o  w h ic h  i s  e x e m p t  

f r o m  t a x a t i o n .  T h e  t a x  i s  e q u a l  t o  e i t h e r  t h e  p e r c e n t a g e . - o f - v a l u e  

a m o u n t c a l c u l a t e d  u n d e r  ( b )  o f  t h i s  s e c t i o n  o r  t h e  c e n t s - p e r - M c f  a m o u n t 

c a l c u l a t e d  u n d e r  ( c )  o f  t h i s  s e c t i o n ,  w h i c h e v e r  i s  g r e a t e r ,  m u l t i p l i e d  

b y  t h e  e c o n o m ic  l i m i t  f a c t o r  d e t e r m i n e d  f o r  g a s  p r o d u c t i o n  o f  t h e  l e a s e  

o r  p r o p e r t y  u n d e r  s e c .  1 3  o f  t h i s  c h a p t e r .  I f  t h e  a m o u n ts  c a l c u l a t e d  

u n d e r  ( b )  a n d  ( c )  o f  t h i s  s e c t i o n  a r e  e q u a l ,  t h e  a m o u n t c a l c u l a t e d  u n d e r  

( b )  o f  t h i s  s e c t i o n  s h a l l  b e  t r e a t e d  a s  i f  i t  w e r e  t h e  g r e a t e r  f o r  

p u r p o s e s  o f  t h i s  s e c t i o n .

( b )  T h e  p e r c e n t a g e - o f - v a l u e  a m o u n t e q u a l s  1 0  p e r  c e n t  o f  t h e  g r o s s  

v a l u e  a t  t h e  p o i n t  o f  p r o d u c t i o n  o f  t h e  t a x a b l e  g a s  p r o d u c e d  f r o m  t h e  

l e a s e  o r  p r o p e r t y .

( c )  T h e  c e n t s - p e r - M c f  a m o u n t e q u a l s  $ . 0 6 4  p e r  t h o u s a n d  c u b i c  f e e t  

o f  t a x a b l e  g a s  p r o d u c e d  f r o m  t h e  l e a s e  o r  p r o p e r t y  a s  a d j u s t e d  b y  s e c .

12  o f  t h i s  c h a p t e r .

S e c .  4 3 . - 5 5 . 0 1 7 .  RELA TIO N  TO OTHER T A X E S , ( a )  E x c e p t  a s  p r o v i d e d  

i n  t h i s  c h a p t e r  a n d  i n  c h .  5 8  o f  t h i s  t i t l e ,  t h e  t a x e s  im p o s e d  b y  t h i s  

c h a p t e r  a r e  i n  p l a c e  o f  a l l  t a x e s  now  im p o s e d  b y  t h e  s t a t e  o r  a n y  o f  i t s  

m u n i c i p a l i t i e s ,  a n d  n e i t h e r  t h e  s t a t e  n o r  a  m u n i c i p a l i t y  m ay  im p o s e  a  

t a x  u p o n

( 1 )  p r o d u c i n g  o i l  o r  g a s  l e a s e s ;

( 2 )  o i l  o r  g a s  p r o d u c e d  o r  e x t r a c t e d  i n  t h e  s t a t e ;

( 3 )  t h e  v a l u e  o f  i n t a n g i b l e  d r i l l i n g  a n d  e x p l o r a t i o n  e x p e n ­

s e s .

( b )  T h e  t a x e s  im p o s e d  b y  t h i s  c h a p t e r  a r e  i n  p l a c e  o f  a l l  t a x e s  

im p o s e d  b y  a  m u n i c i p a l i t y  u p o n  o i l  o r  g a s  i n  p l a c e  o r  n o n p r o d u c in g  o i l  

o r  g a s  l e a s e s  o r  p r o p e r t i e s .

( c )  T h e  t a x e s  im p o s e d  b y  t h i s  c h a p t e r  a r e  n o t  i n  p l a c e  o f  t h e  t a x  

im p o s e d  b y  c h .  5 7  o f  t h i s  t i t l e  o r  in c o m e  t a x e s ,  f r a n c h i s e  t a x e s  o r

;SH B 3 2 1
'■ ' '' j

.  &



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29.

: 0

t a x e s  u p o n  t h e  r e t a i l  s a l e  o f  o i l  o r  g a s  p r o d u c t s .

*  S e c .  2 „  A S 4 3 . 5 5 . 0 2 0 ( a )  i s  a m e n d e d  t o  r e a d :

( a )  T h e  g r o s s  p r o d u c t i o n  t a x  o n  o i l  o r  g a s  s h a l l  b e  p a i d  m o n t h l y .  

T h e  t a x  i s  d u e  o n  t h e  2 0 t h  [L A S T ] d a y  o f  e a c h  c a l e n d a r  m o n th  o n  o i l  o r  

g a s  p r o d u c e d  [REMOVED OR SOLD ] f r o m  e a c h  l e a s e  o r  p r o p e r t y  d u r i n g  t h e  

p r e c e d i n g  m o n t h .  I f  t h e  t a x  i s  n o t  p a i d  b e f o r e  t h e  e n d  o f  t h e  m o n th  i n  

w h ic h  i t  b e c o m e s  d u e ,  t h e  t a x  b e c o m e s  d e l i n q u e n t .

*  S e c .  3 .  A S 4 3 . 5 5 . 0 2 0 ( e )  i s  a m e n d e d  t o  r e a d :

( e )  G a s  p r o d u c e d  i n  e x c e s s  o f  t h a t  n e e d e d  f o r  s a f e t y  p u r p o s e s  

[AND U S E D ] , e x c e p t  g a s  u s e d  i n  t h e  o p e r a t i o n  o f  a  l e a s e  o r  p r o p e r t y  i n  

d r i l l i n g  f o r  o r  p r o d u c i n g  o i l  o r  g a s ,  o r  f o r  r e p r e s s u r i n g ,  I s  c o n s i d e r e d ,  

f o r  t h e  p u r p o s e  o f  t h i s  c h a p t e r  a n d  i n  t h e  a m o u n t u s e d ,  a s  g a s  p r o d u c e d  

[REMOVED OR SOLD? f r o m  a  l e a s e  o r  p r o p e r t y .  G a s  f l a r e d  b e y o n d  t h e  

a m o u n t a u t h o r i z e d  f o r  s a f e t y  b y  t h e  D e p a r t m e n t  o f  N a t u r a l  R e s o u r c e s

u n d e r  A S 3 1 . 0 5 . 1 7 0 ( 1 1 ) (H ) i s  c o n s i d e r e d  a s  g a s  p r o d u c e d ,  e x c e p t  t h a t  i t  

i s  s u b j e c t  t o  a  p e n a l t y  e q u a l  t o  t w i c e  t h e  t a x  c o m p u te d  u n d e r  s e c .  1 6  o f

t h i s  c h a p t e r  a s  a d j u s t e d  b y  s e c .  1 2  o f  t h i s  c h a p t e r  p e r  t h o u s a n d  c u b i c  

f e e t  o f  g a s  f o r  t h e  m o n th  i n  w h ic h  t h e  g a s  w a s  f l a r e d .

*  S e c .  4 .  A S 4 3 . 5 5 . 0 3 0 ( a ) ( 1 )  I s  a m e n d e d  t o  r e a d :

( 1 )  a  d e s c r i p t i o n  o f  t h e  l e a s e  o r  p r o p e r t y  f r o m  w h ic h  t h e  o i l

o r  g a s  w a s  p r o d u c e d  [REMOVED OR S O L D ], b y  n a m e , l e g a l  d e s c r i p t i o n ,  l e a s e

n u m b e r  o r  b y  a c c o u n t i n g  c o d e  n u m b e r s  a s s i g n e d  b y  t h e  d e p a r t m e n t ;

*  S e c .  5 .  A S 4 3 . 5 5 . 0 3 0 ( a ) ( 3 )  i s  a m e n d e d  t o  r e a d :

( 3 )  t h e  g r o s s  a m o u n t o f  o i l  o r  g a s  p r o d u c e d  [REMOVED OR SOLD ]

f r o m  t h e  l e a s e  o r  p r o p e r t y ,  a n d  t h e  p e r c e n t a g e  o f  t h e  g r o s s  a m o u n t o w n ed

b y  e a c h  p r o d u c e r  f o r  whom t h e  t a x  i s  p a i d ;

*  S e c .  6 .  A S 4 3 . 5 5 . 0 3 0 ( a ) ( 4 )  i s  a m e n d e d  t o  r e a d :

( 4 )  t h e  t o t a l  v a l u e  o f  t h e  o i l  o r  g a 3  p r o d u c e d  [REMOVED OR 

SO L D ] f r o m  t h e  l e a s e  o r  p r o p e r t y  o w n ed  b y  e a c h  p r o d u c e r  f o r  whom t h e  t a x
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i s  p a i d ;  a n d

*  S e c .  7 .  A S 4 3 . 5 5 . 1 4 0  i s  a m e n d e d  b y  a d d in g  n ew  p a r a g r a p h s  t o  r e a d :

( 1 2 )  " g r o s s  v a l u e  a t  t h e  p o i n t  o f  p r o d u c t i o n '*  m e a n s

(A )  f o r  o i l ,  t h e  v a l u e  o f  t h e  o i l  a t  t h e  p o i n t  w h e r e  i t  

i s  m e t e r e d  o r  m e a s u r e d  ( b y  a u t o m a t i c  c u s t o d y  t r a n s f e r  m e t e r ,  t a n k  

g a u g e ,  o r  o t h e r  m e th o d  a p p r o v e d  b y  t h e  c o m m i s s i o n e r )  in .  a  c o n d i t i o n  

o f  p i p e l i n e  q u a l i t y  o n  t h e  p r e m i s e s  o f  t h e  l e a s e  o r  p r o p e r t y  f r o m  

w h ic h  i t  i s  r e c o v e r e d ;  h o w e v e r ,  i f  t h e  o i l  i s  n o t  o f  p i p e l i n e  

q u a l i t y  w h en  i t  i s  r e m o v e d  f r o m  t h e  p r e m i s e s  o f  t h e  l e a s e  o r  p r o ­

p e r t y  f r o m  w h ic h  i t  i s  r e c o v e r e d ,  o r  f ‘l  t h e  o i l  r e c o v e r e d  f r o m  a  

l e a s e  o r  p r o p e r t y  i s  n o t  m e t e r e d  o r  m e a s u r e d  ( b y  a u t o m a t i c  c u s t o d y  

t r a n s f e r  m e t e r ,  t a n k  g a u g e ,  o r  o t h e r  m e th o d  a p p r o v e d  b y  t h e  co m ­

m i s s i o n e r )  o n  t h e  p r e m i s e s  o f  t h e  l e a s e  o r  p r o p e r t y  f r o m  A i i e h  i t  

i s  r e c o v e r e d ,  t h e n  t h e  g r o s s  v a l u e  a t  t h e  p o i n t  o f  p r o d u c t i o n  i s  

t h e  v a l u e  o f  t h a t  o i l  a t  t h e  o f f - p r e m i s e s  l o c a t i o n  w h e r e  t h e  o i l  i s  

f i r s t  m e t e r e d  o r  m e a s u r e d  ( b y  a u t o m a t i c  c u s t o d y  t r a n s f e r  m e t e r ,  

t a n k  g a u g e ,  o r  o t h e r  m e th o d  a p p r o v e d  b y  t h e  c o m m i s s i o n e r )  i n  a  

c o n d i t i o n  o f  p i p e l i n e  q u a l i t y ;

( 3 )  f o r  g a s  r e c o v e r e d  £ -o m  o r  i n  a s s o c i a t i o n  w i t h  o i l ,  

t h e  v a l u e  o f  t h e  g a s  a t  t h e  p o i n t  w h e r e  i t  i s  a c c u r a t e l y  m e t e r e d  o r  

m e a s u r e d  a f t e r  s e p a r a t i o n  f r o m  t h e  o i l ;  f o r  g a s  r u n  t h r o u g h  a  g a s  

p r o c e s s i n g  p l a n t ,  t h e  g r o s s  v a l u e  a t  t h e  p o i n t  o f  p r o d u c t i o n  i s  t h e  

f u l l  c o n s i d e r a t i o n  r e c e i v e d  b y  t h e  p r o d u c e r  f o r  t h e  g a s  i f  s o l d  i n  

a n  a r m ’ s  l e n g t h  t r a n s a c t i o n  o r ,  i n  t h e  a b s e n c e  o f  a n  a r m ’ s  l e n g t h  

t r a n s a c t i o n ,  i s  t h e  sum  o f  t h e  v a l u e  o f  t h e  l i q u i d s  e x t r a c t e d  f r o m  

t h e  g a s  a t  t h e  p l a n t  a n d  t h e  v a l u e  o f  t h e  r e s i d u e  g a s ,  l e s s  a  

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

t r a n s p o r t i n g  t h e  g a s  t o  t h e  p l a n t  f r o m  t h e  p r e m i s e s  u p o n  w h ic h  t h e  

o i l  p r o d u c t i o n  o p e r a t i o n  i s  c o n d u c t e d ;  a n d

:SH B  3 2 1 - 8 -
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(C )  f o r  g a s  n o t  r e c o v e r e d  f r o m  o r  i n  a s s o c i a t i o n  w i t h  

o i l ,  t h e  v a l u e  o f  t h e  g a s  a t  t h e  p o i n t  w h e r e  i t  i s  a c c u r a t e l y  

m e t e r e d  o r  m e a s u r e d  o r  t h e  i r a l u e  o f  t h e  g a s  a t  t h e  p o i n t  o f  s a l e ,  

i f  a n y ,  o n  t h e  p r e m i s e s  o f  t h e  l e a s e  o r  p r o p e r t y  f r o m  w h ic h  t h e  g a s  

i s  r e c o v e r e d ,  w h i c h e v e r  i s  t h e  h i g h e r  v a l u e ;  f o r  g a s  r u n  t h r o u g h  a  

g a s  p r o c e s s i n g  p l a n t ,  t h e  g r o s s  v a l u e  a t  t h e  p o i n t  o f  p r o d u c t i o n  i s  

t h e  f u l l  c o n s i d e r a t i o n  r e c e i v e d  b y  t h e  p r o d u c e r  f o r  t h e  g a s  i f  s o l d  

i n  a n  a r m '3 l e n g t h  t r a n s a c t i o n  o r ,  i n  t h e  a b s e n c e  o f  a n  a r m ’ s  

l e n g t h  t r a n s a c t i o n ,  i s  t h e  sum  o f  t h e  v a l u e  o f  t h e  l i q u i d s  e x ­

t r a c t e d  f r o m  t h e  g a s  a t  t h e  p l a n t  a n d  t h e  v a l u e  o f  t h e  r e s i d u e  g a s ,  

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

f o r  t r a n s p o r t i n g  t h e  g a s  t o  t h e  p l a n t  f r o m  t h e  p o i n t  w h e r e  i t  w a s  

a c c u r a t e l y  m e t e r e d  o r  m e a s u r e d ;

( 1 3 )  " o i l  p r o d u c t i o n  o p e r a t i o n ”  m e a n s  t h e  o p e r a t i o n  b y  w h ic h  

o i l  i s  r e c o v e r e d  f r o m  a  l e a s e  o r  p r o p e r t y  a n d  r e n d e r e d  i n t o  o i l  o f  

p i p e l i n e  q u a l i t y ,  a n d  i n c l u d e s  a n y  g a t h e r i n g  d o n e  b e f o r e  t h e  o i l  i s  

f i n a l l y  r e n d e r e d  i n t o  o i l  o r  p i p e l i n e  q u a l i t y ;

( 1 4 )  " p i p e l i n e  q u a l i t y "  m e a n s  g o o d  a n d  m e r c h a n t a b l e  c o n d i ­

t i o n ;

( 1 5 )  " w a l l  d a y s "  m e a n s  t h e  n u m b e r  o f  d a y s  i n  w h ic h  a  w e l l  i s  

o p e r a t i n g  d u r i n g  a  m o n th .

*  S e c .  8 .  A S 4 3 . 5 5 . 0 1 0 ,  4 3 . 5 5 . 0 1 5  a n d  4 3 . 5 5 . 1 4 0 ( 1 0 )  a n d  ( 1 1 )  a r e  r e ­

p e a l e d .

*  S e c .  9 .  T h i s  A c t  t a k e s  e f f e c t  J u l y  1 ,  1 9 7 7  a n d  a p p l i e s  t o  p r o d u c t i o n  

d u r i n g  t h e  m o n th  o f  J u l y  1 9 7 7  a n d  s u c c e e d i n g  m o n t h s .
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O r i g i n a l  s p o n s o r :  R u l e s  C o m m i t t e e  b y  r e q u e s t

o f  t h e  G o v e r n o r

IN  THE HOUSE BY  THE FINANCE COMMITTEE

C S FOR HOUSE B I L L  NO. 3 2 1  

IN  THE L E G ISL A T U R E  O F  THE STA TE  O F ALASKA 

TENTH L E G ISL A TU R E  -  F I R S T  S E S S IO N  

A B I L L

F o r  a n  A c t  e n t i t l e d ;  f,A n A c t  r e l a t i n g  t o  t h e  o i l  a n d  g a s  p r o p e r t i e s  p r o ­

d u c t i o n  t a x ;  a n d  p r o v i d i n g  f o r  a n  e f f e c t i v e  d a t e . ”

BE I T  ENACTED BY  THE L E G ISL A TU R E  O F THE STA TE O F A LASKA:

*  S e c t i o n  1 .  AS 4 3 . 5 5  i s  a m e n d e d  b y  a d d i n g  n ew  s e c t i o n s  t o  r e a d :

S e c .  4 3 . 5 5 . 0 1 1 .  O IL  PRODUCTION T A X . ( a )  T h e r e  i s  l e v i e d  u p o n  t h e  

p r o d u c e r  o f  o i l  a  t a x  f o r  a l l  o i l  p r o d u c e d  f r o m  e a c h  l e a s e  o r  p r o p e r t y  

i n  t h e  s t a t e ,  l e s s  a n y  o i l  t h e  o w n e r s h ip  o r  r i g h t  t o  w h ic h  i s  e x e m p t  

f r o m  t a x a t i o n .  T h e  t a x  i s  e q u a l  t o  e i t h e r  t h e  p e r c e n t a g e - o f - v a l u e  

a m o u n t c a l c u l a t e d  u n d e r  ( b )  o f  t h i s  s e c t i o n  o r  t h e  c e n t s - p e r - b a r r e l  

a m o u n t c a l c u l a t e d  u n d e r  ( c )  o f  t h i s  s e c t i o n ,  w h i c h e v e r  i s  g r e a t e r ,  

m u l t i p l i e d  b y  t h e  e c o n o m ic  l i m i t  f a c t o r  d e t e r m i n e d  f o r  t h e  o i l  p r o d u c ­

t i o n  o f  t h e  l e a s e  o r  p r o p e r t y  t in d e r  s e c .  1 3  o f  t h i s  c h a p t e r .  I f  t h e  

a m o u n ts  c a l c u l a t e d  u n d e r  ( b )  a n d  ( c )  o f  t h i s  s e c t i o n  a r e  e q u a l ,  t h e  

a m o u n t c a l c u l a t e d  u n d e r  ( b )  o f  t h i s  s e c t i o n  s h a l l  b e  t r e a t e d  a s  i f  i t  

w e r e  t h e  g r e a t e r  f o r  p u r p o s e s  o f  t h i s  s e c t i o n .

( b )  T h e  p e r c e n t a g e - o f - v a l u e  a m o u n t e q u a l s  1 2 . 5  p e r  c e n t  o f  t h e  

g r o s s  v a l u e  a t  t h e  p o i n t  o f  p r o d u c t i o n  o f  t a x a b l e  o i l  p r o d u c e d  f r o m  t h e  

l e a s e  o r  p r o p e r t y .

( c )  T h e  c e n t s - p e r - b a r r e l  a m o u n t e q u a l s  $ . 9 3 7 5  p e r  b a r r e l  o f  t a x ­

a b l e  c i l  p r o d u c e d  f r o m  t h e  l e a s e  o r  p r o p e r t y ,  a s  a d j u s t e d  b y  s e c .  1 2  o f  

t h i s  u h s p t e r .

( d )  W hen t h e  c e n t s - p e r - b a r r e l  a m o u n t c a l c u ? .a u 'e d  u n d e r  ( c )  o f  t h i s  

s e c t i o n  i s  g r e a t e r  t h a n  t h e  p e r c e n t a g e - o f ~ v a l u e  a m o u n t c a l c u l a t e d  u n d e r

( b )  o f  t h i s  s e c t i o n ,  a n d  p a y m e n t  b y  t h e  s t a t e  t o  t h e  A l a s k a  N a t i v e  f u n d

- 1 -
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o u t :  o f  t h e  s t a t e ' s  r o y a l t i e s  o n  t h a t  o i l  i s  r e q u i r e d  u n d e r  t h e  r e v e n u e  

s h a r i n g  p r o v i s i o n s  o f  s e c .  9  o f  t h e  A l a s k a  N a t i v e  C la im s  S e t t l e m e n t  A c t  

( P . L .  9 2 - 2 0 3 ,  8 5  S t a t .  6 8 8 ,  4 3  D . S . C .  1 6 0 1  e t  s e q . ) ,  t h a t  p a y m e n t  s h a l l  

b e  n o t  l e s s  t h a n  $ . 0 5  f o r  e a c h  t a x a b l e  b a r r e l  o f  o i l  p r o d u c e d  u n t i l  a l l  

a m o u n ts  p a i d  i n  t h e  f u n d  e q u a l  $ 5 0 0 , 0 0 0 , 0 0 0 .

S e c .  4 3 . 5 5 . 0 1 2 .  ADJUSTM ENTS I ? i  TA X R A T E S , ( a )  T h e  a m o u n ts  s e t  

o u t  i n  s e c .  1 1 ( c )  a n d  s e c .  1 6 ( c )  o f  t h i s  c h a p t e r  s h a l l  b e  i n c r e a s e d  o r  

d e c r e a s e d  b y  a  p e r c e n t a g e  e q u a l  t o  t h e  p e r c e n t a g e  o f  c h a n g e  i n  t h e  G r o s s  

N a t i o n a l  P r o d u c t  D e f l a t o r  p u b l i s h e d  b y  B u r e a u  o f  E c o n o m ic  A n a l y s i s  o f  

t h e  U n i t e d  S t a t e s  D e p a r t m e n t  o f  C o m m e rc e . C h a n g e s  i n  t a x  r a t e s  w i l l  b e  

c o m p u te d  b a s e d  o n  c h a n g e s  i n  t h e  G r o s s  N a t i o n a l  P r o d u c t  D e f l a t o r  f r o m  

t h a t  o f  t h e  F i r s t  Q u a r t e r  1 9 7 7  G r o s s  N a t i o n a l  P r o d u c t  D e f l a t o r .  T h e  

d e p a r t m e n t  s h a l l  p o s t  t h e  c h a n g e s  i n  t h e  t a x  r a t e s  p e r i o d i c a l l y  a n d  

s h a l l  n o t i f y  e v e r y  p e r s o n  p r o d u c i n g  o i l  w i t h i n  t h e  s t a t e  o f  t h e  c h a n g e s .

( b )  T h e  c e n t s - p e r - b a r r e l  a m o u n t s e t  o u t  i n  s e c .  1 1 ( c )  o f  t h i s  

c h a p t e r  a s  a d j u s t e d  b y  ( a )  o f  t h i s  s e c t i o n  a p p l i e s  t o  o i l  o f  2 7  d e g r e e s  

A P I  g r a v i t y .  F o r  e a c h  d e g r e e  o f  A P I  g r a v i t y  l e s s  t h a n  2 7  d e g r e e s  t h e  

c e n t s - p e r - b a r r e l  a m o u n t s h a l l  b e  r e d u c e d  b y  $ . 0 0 5  a n d  f o r  e a c h  d e g r e e  o r  

A P I  g r a v i t y  g r e a t e r  t h a n  2 7  d e g r e e s  t h e  c e n t s - p e r - b a r r e l  a m o u n t s h a l l  b e  

I n c r e a s e d  b y  $ . 0 0 5  e x c e p t  t h a t  o i l  a b o v e  4 0  d e g r e e s  A P I  g r a v i t y  s h a l l  b e  

t a x e d  a s  4 0  d e g r e e  o i l .  I n  a p p l y i n g  t h e  g r a v i t y  a d ju s t m e n t  u n d e r  t h i s  

s u b s e c t i o n ,  f r a c t i o n a l  d e g r e e s  o f  A P I  g r a v i t y  s h a l l  b e  d i s r e g a r d e d .

S e c .  4 3 . 5 5 . 0 1 3 .  ECONOMIC L IM IT  FA C TO R, ( a )  T h e  e c o n o m ic  l i m i t  

f a c t o r  f o r  o i l  p r o d u c t i o n  o f  a  l e a s e  o r  p r o p e r t y  e q u a l s

( 1 - [ P E L / T P I )  e x p  ( ( 3 J O X  W D ]/PK L)

P E L  =  t b s  p x e & s e t i o n  r a t s  a t  t h e  e e s s s s i e  U n i t ;

T P  »  t o t a l  p r o d u c t i o n  d u r i n g  t h e  m o n th  f o r  w h ic h  t h e  t a x  

i s  t o  b e  p a i d ;

WD »  t h e  t o t a l  n u m b e r  o f  w e l l  d a y s  i n  t h e  m o n th  f o r  w h ic h

3 2 1 2



w h e r e  * 'c x p M i n d i c a t e s  t h a t  t h e  e x p r e s s i o n  f o l l o w i n g  i t  i s  a n  e x p o n e n t .

( b )  T h e  e c o n o m ic  l i m i t  f a c t o r  f o r  g a s  p r o d u c t i o n  o f  a  l e a s e  o r  

p r o p e r t y  e q u a l s  o n e  m in u s  t h e  r a t i o  o f  t h e  m o n t h ly  p r o d u c t i o n  r a t e  a t  

t h e  e c o n o m ic  l i m i t  t o  t h e  p r o d u c t i o n  d u r i n g  t h e  m o n th  f o r  w h ic h  t h e  t a x  

i s  t o  b e  p a i d .

( c )  T h e  m o n t h ly  p r o d u c t i o n  r a t e  a t  t h e  e c o n o m ic  l i m i t  f o r  a  l e a s e  

o r  p r o p e r t y  i s  p r e s u m e d  t o  b e  3 0 0  b a r r e l s  t i m e s  t h e  n u ia b e v  o f  w e l l  d a y s  

f o r  t h e  l e a s e  o r  p r o p e r t y  d u r i n g  t h e  m o n th  f o r  w h ic n  t h e  t a x  i s  t o  b e  

p a i d .  T h e  t a x p a y e r  m ay  r e b u t  t h i s  p r e s u m p t i o n  a t  a  f o r m a l  h e a r i n g  u n d e r  

A S A 3 . 0 5 . 4 2 0  b y  p r o v i d i n g  c l e a r  a n d  c o n v i n c i n g  e v i d e n c e  o f  a  d i f f e r e n t  

m o n t h ly  p r o d u c t i o n  r a t e  a t  t h e  e c o n o m ic  l i m i t  f o r  t h e  l e a s e  o r  p r o p e r t y .  

T h e  h e a r i n g  s h a l l  b e  h e l d  b e f o r e  F e b r u a r y  1 5  o f  t h e  y e a r  o r  w i t h i n  s i x  

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

T h e  m o n t h ly  p r o d u c t i o n  r a t e  a t  t h e  e c o n o m ic  l i m i t  f o r  t h e  l e a s e  o r  p r o ­

p e r t y  b a s e d  u p o n  t h e  c l e a r  a n d  c o n v i n c i n g  e v i d e n c e  o f  t h e  t a x p a y e r  s h a l l  

b e  c a l c u l a t e d  b y  d i v i d i n g  t h e  v a l u e  d e t e r m i n e d  u n d e r  ( e )  o f  t h i s  s e c t i o n  

i n t o  t h e  a v e r a g e  m o n t h l y  d i r e c t  o p e r a t i n g  c o s t  d e t e r m i n e d  u n d e r  ( d )  o f  

t h i s  s e c t i o n  a n d  s h a l l  b e  u s e d  f o r  p u r p o s e s  o f  t h i s  s e c t i o n  f o r  a l l  o i l  

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

( d )  T h e  a v e r a g e  m o n t h ly  d i r e c t  o p e r a t i n g  c o s t  f o r  o i l  p r o d u c t i o n  

o p e r a t i o n s  o f  t h e  l e a s e  o r  p r o p e r t y  s h a l l  b e  d e t e r m i n e d  b a s e d  o n  a  

p e r i o d  o f  n o t  l e s s  t h a n  f o u r  c o n s e c u t i v e  m o n t h s .  T h e  d i r e c t  o p e r a t i n g  

c o s t s  i n c l u d e  o n l y  r o y a l t y ,  p r o d u c t i o n  s u p p l i e s ,  p u r c h a s e d  f u e l ,  r o u t i n e  

m a i n t e n a n c e ,  a n d  w a g e s  a n d  b e n e f i t s  o f  e m p lo y e e s  w o r k in g  o n  t h e  p r o d u c ­

t i o n  O p e r a t i o n s .  A d d i t i o n a l  d i r a c t  O O a ta  a O t  l i s t e d  i t .  t h i s  

s e c t i o n  m ay  b e  i n c l u d e d  o n l y  a f t e r  t h e i r  i n c l u s i o n  i n  a  r e g u l a t i o n  

a d o p t e d  b y  t h e  d e p a r t m e n t .  T h e  d i r e c t  o p e r a t i n g  c o s t s  d o  n o t  i n c l u d e  

c a p i t a l  e x p e n d i t u r e s ,  t a n g i b l e  o r  i n t a n g i b l e  d r i l l i n g  e x p e n s e s ,  c o s t s  o f
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w e l l  w o r k o v e r s ,  c o s t s  f o r  r e p l a c e m e n t  o r  r e p a i r s  ( o t h e r  t h a n  r o u t i n e  

m a i n t e n a n c e ) ,  d e p r e c i a t i o n  o r  a m o r t i z a t i o n ,  t a x e s ,  i n s u r a n c e ,  o v e r h e a d ,  

m o n e y  p a i d  o r  s e t  a s i d e  ( o r  b o o k e d  a s  b e i n g  p a i d  o r  s e t  a s i d e )  t o  c o v e r  

t h e  c o s t  o f  t e r m i n a t i n g  t h e  o i l  p r o d u c t i o n  o p e r a t i o n s  o f  t h e  l e a s e  o r  

p r o p e r t y ,  o r  a n y  o t h e r  c o s t  n o t  d i r e c t l y  r e l a t e d  t o  t h e  o i l  p r o d u c t i o n  

o p e r a t i o n s  o f  t h e  l e a s e  o r  p r o p e r t y .

( e )  T h e  v a l u e  a t  t h e  p o i n t  o f  p r o d u c t i o n  o f  o i l  p r o d u c e d  f r o m  t h e  

l e a s e  o r  p r o p e r t y  s h a l l  b e  d e t e r m i n e d  o n  t h e  b a s i s  o f  t h e  a c q u i s i t i o n  

c o s t  C . I . F .  a t  W e s t  C o a s t  r e f i n e r i e s  f o r  im p o r t e d  o i l  o f  l i k e  q u a l i t y ,  

m in u s  t h e  r e a s o n a b l e  c o s t  o f  t r a n s p o r t a t i o n  b e t w e e n  t h e  p o i n t  o f  p r o ­

d u c t i o n  o f  t h e  o i l  f r o m  t h e  l e a s e  o r  p r o p e r t y  a n d  t h o s e  W e s t  C o a s t  

r e f i n e r i e s .

( f )  B e f o r e  F e b r u a r y  1 5  o f  e a c h  y e a r  o r  w i t h i n  s i x  m o n th s  a f t e r  

c o m m e n c e m e n t o f  p r o d u c t i o n  f o r  a  l e a s e  o r  p r o p e r t y  t h e  d e p a r t m e n t  s h a l l  

n o t i f y  t h e  p r o d u c e r  o f  g a s  o f  t h e  m o n t h ly  p r o d u c t i o n  r a t e  a t  t h e  e c o ­

n o m ic  l i m i t  f o r  e a c h  l e a s e  o r  p r o p e r t y  w i t h i n  t h e  s t a t e  f o r  t h a t  y e a r .  

T h e  m o n t h l y  p r o d u c t i o n  r a t e  a t  t h e  e c o n o m i c  l i m i t  f o r  a  l e a s e  o r  p r o ­

p e r t y  s h a l l  b e  d e t e r m i n e d  a t  a  f o r m a l  h e a r i n g  u n d e r  A S A 3 . 0 5 . 2 4 0  a n d  

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

t a x p a y e r  a t  t h a t  h e a r i n g .  T h e  m o n t h l y  p r o d u c t i o n  r a t e  a t  t h e  e c o n o m ic  

l i m i t  f o r  t h e  l e a s e  o r  p r o p e r t y  b a s e d  u p o n  t h e  c l e a r  a n d  c o n v i n c i n g  

e v i d e n c e  o f  t h e  t a x p a y e r  s h a l l  b e  c a l c u l a t e d  b y  d i v i d i n g  t h e  v a l u e  

d e t e r m i n e d  u n d e r  ( h )  o f  t h i s  s e c t i o n  i n t o  t h e  a v e r a g e  m o n t h ly  d i r e c t  

o p e r a t i n g  c o s t  d e t e r m i n e d  t r a d e r  ( g )  o f  t h i s  s e c t i o n .

( g )  T h e  a v e r a g e  m o n t h l y  d i r e c t  o p e r a t i n g  c o s t  f o r  g a s  p r o d u c t i o n  

- o p e r a t i o n s  o f  t h e  l a s s o  o r  p r o p e r t y  s h a l l  h a  d o t a r s i a a d  h a s a d  o r  a  

p e r i o d  o f  n o t  l e s s  t h a n  f o u r  c o n s e c u t i v e  m o n t h s .  T h e  d i r e c t  o p e r a t i n g  

c o s t s  i n c l u d e  r o y a l t y ,  p r o d u c t i o n  s u p p l i e s ,  p u r c h a s e d  f u e l ,  r o u t i n e  

m a i n t e n a n c e ,  a n d  w a g e s  a n d  b e n e f i t s  o f  e m p lo y e e s  w o r k in g  o n  t h e
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p r o d u c t i o n  o p e r a t i o n s .  T h e  d i r e c t  o p e r a t i n g  c o s t s  d o  n o t  i n c l u d e  

c a p i t a l  e x p e n d i t u r e s ,  t a n g i b l e  o r  i n t a n g i b l e  d r i l l i n g  e x p e n s e s ,  c o s t s  o f  

w e l l  w o r k o v e r s ,  c o s t s  f o r  r e p l a c e m e n t  o r  r e p a i r s  ( o t h e r  t h a n  r o u t i n e  

m a i n t e n a n c e ) ,  d e p r e c i a t i o n  o r  a m o r t i z a t i o n ,  t a x e s ,  i n s u r a n c e ,  o v e r h e a d ,  

m o n ie s  p a i d  o r  s e t  a s i d e  ( o r  b o o k e d  a s  b e i n g  p a i d  o r  s e t  a s i d e )  t o  c o v e r  

t h e  c o s t  o f  t e r m i n a t i n g  t h e  g a s  p r o d u c t i o n  o p e r a t i o n s  o f  t h e  l e a s e  o r  

p r o p e r t y ,  o r  a n y  o t h e r  c o s t  n o t  d i r e c t l y  r e l a t e d  t o  t h e  g a s  p r o d u c t i o n  

o p e r a t i o n s  o f  t h e  l e a s e  o r  p r o p e r t y .

( h )  T h e  v a l u e  a t  t h e  p o i n t  o f  p r o d u c t i o n  o f  g a s  p r o d u c e d  f r o m  t h e  

l e a s e  o r  p r o p e r t y  s h a l l  b e  d e t e r m i n e d  o n  t h e  b a s i s  o f  t h e  h i g h e s t  p r i c e  

p a i d  f o r  g a s  o f  l i k e  q u a l i t y  a n d  p r e s s u r e  i n  t h e  sa m e  f i e l d  o r  so m e 

o t h e r  f i e l d  w i t h i n  1 0 0  m i l e s  i n  t h e  s t a t e .

( i )  T h e  d e p a r t m e n t  m ay  a g g r e g a t e  tw o  o r  m o r e  l e a s e s  o r  p r o p e r t i e s  

( o r  p o r t i o n s  o f  t h e m ) , f o r  p u r p o s e s  o f  d e t e r m i n i n g  e c o n o m ic  l i m i t  

f a c t o r s  u n d e r  t h i s  s e c t i o n  a n d  a p p l y i n g  th e m  t o  s e c .  1 1  o f  t h i s  c h a p t e r ,  

w h an  e c o n o m i c a l l y  i n t e r d e p e n d e n t  o i l  o r  g a s  p r o d u c t i o n  o p e r a t i o n s  a r e  

n o t  c o n f i n e d  t o  a  s i n g l e  l e a s e  o r  p r o p e r t y .  T h e  d e p a r t m e n t  m ay  a l s o  

s e g r e g a t e  a  l e a s e  o r  p r o p e r t y  i n t o  tw o  o r  m o r e  p a r t s ,  f o r  p u r p o s e s  o f  

d e t e r m i n i n g  e c o n o m ic  l i m i t  f a c t o r s  u n d e r  t h i s  s e c t i o n  a n d  a p p l y i n g  th e m  

u n d e r  s e c .  1 1  o f  t h i s  c h a p t e r ,  w h en  tw o  o r  m o r e  e c o n o m i c a l l y  i n d e p e n d e n t  

o i l  o r  g a s  p r o d u c t i o n  o p e r a t i o n s  a r c  b e i n g  c o n d u c t e d  o n  i t .

( j )  A d e t e r m i n a t i o n  o f  t h e  m o n t h ly  p r o d u c t i o n  r a t e  a t  t h e  e c o n o m ic  

l i m i t  f o r  a  l e a s e  o r  p r o p e r t y  i s  r e t r o a c t i v e  t o  J a n u a r y  1  o f  t h e  c u r r e n t  

y e a r .  F o r  p r o d u c t i o n  o f  a  l e a s e  o r  p r o p e r t y  c o m m e n c in g  a f t e r  J a n u a r y  1 ,  

t h e  d e t e r m i n a t i o n  o f  t h e  m o n t h l y  p r o d u c t i o n  r a t e  a t  t h e  e c o n o m ic  l i m i t  

f o r  t h a t  I s o s s  o r  p r o p e r t y  r e d s  r i t h i n  s i r  r e - s t h s  s f t s r  t h e  s o s s s r r e s s c t  

o f  p r o d u c t i o n  i s  r e t r o a c t i v e  t o  t h e  co m m e n c e m e n t o f  p r o d u c t i o n .

S e c .  4 3 . 5 5 . 0 1 6 .  GAS PRODUCTION T A X . ( a )  T h e r e  i s  l e v i e d  u p o n  t h e  

p r o d u c e r  o f  g a s  a  t a x  f o r  a l l  g a s  p r o d u c e d  f r o m  e a c h  l e a s e  o r  p r o p e r t y



___

i n  t h e  s t a t e * l e s s  a n y  g a s  t h e  o w n e r s h ip  o r  r i g h t  t o  w h ic h  i s  e x e m p t  

f r o m  t a x a t i o n .  T h e  t a x  i s  e q u a l  t o  e i t h e r  t h e  p e r c e n t a g e - o f - v a l u e  

a m o u n t c a l c u l a t e d  u n d e r  ( b )  o f  t h i s  s e c t i o n  o r  t h e  c e n t s - p e r - M c f  a m o u n t 

c a l c u l a t e d  u n d e r  ( c )  o f  t h i s  s e c t i o n ,  w h i c h e v e r  i s  g r e a t e r ,  m u l t i p l i e d  

b y  t h e  e c o n o m ic  l i m i t  f a c t o r  d e t e r m i n e d  f o r  g a s  p r o d u c t i o n  o f  t h e  l e a s e  

o r  p r o p e r t y  u n d e r  s e c .  1 3  o f  t h i s  c h a p t e r .  I f  t h e  a m o u n ts  c a l c u l a t e d  

u n d e r  ( b )  a n d  ( c )  o f  t h i s  s e c t i o n  a r e  e q u a l ,  t h e  a m o u n t  c a l c u l a t e d  u n d e r  

( b )  o f  t h i s  s e c t i o n  s h a l l  b e  t r e a t e d  a s  i f  i t  w e r e  t h e  g r e a t e r  f o r  

p u r p o s e s  o f  t h i s  s e c t i o n .

( b )  T h e  p e r c e n t a g e - o f - v a l u e  a m o u n t e q u a l s  1 0  p e r  c e n t  o f  t h e  g r o s s  

v a l u e  a t  t h e  p o i n t  o f  p r o d u c t i o n  o f  t h e  t a x a b l e  g a s  p r o d u c e d  f r o m  t h e  

l e a s e  o r  p r o p e r t y .

( c )  T h e  c e n t s - p e r - M c f  a m o u n t e q u a l s  $ . 0 6 4  p e r  t h c u s a n d  c u b i c  f e e t  

o f  t a x a b l e  g a s  p r o d u c e d  f r o m  t h e  l e a s e  o r  p r o p e r t y  a s  a d j u s t e d  b y  s e c .

12  o f  t h i s  c h a p t e r .

S e c .  4 3 . 5 5 . 0 1 7 .  RELA TIO N  TO OTHER T A X E S , ( a )  E x c e p t  a s  p r o v i d e d  

i n  t h i s  c h a p t e r  a n d  i n  c h .  5 8  o f  t h i s  t i t l e ,  t h e  t a x e s  im p o s e d  b y  t h i s  

c h a p t e r  a r e  i n  p l a c e  o f  a l l  t a x e s  now  im p o s e d  b y  t h e  s t a t e  o r  a n y  o f  i t s  

m u n i c i p a l i t i e s ,  a n d  n e i t h e r  t h e  s t a t e  n o r  a  m u n i c i p a l i t y  m ay  im p o s e  a  

t a x  u p o n

( 1 )  p r o d u c i n g  o i l  o r  g a s  l e a s e s ;

( 2 )  o i l  o r  g a s  p r o d u c e d  o r  e x t r a c t e d  i n  t h e  s t a t e ;

( 3 )  t h e  v a l u e  o f  i n t a n g i b l e  d r i l l i n g  a n d  e x p l o r a t i o n  e x p e n ­

s e s .

( b )  T h e  t a x e s  im p o s e d  b y  t h i s  c h a p t e r  a r e  i n  p l a c e  o f  a l l  t a x e s  

iT so c o o d  h r  s .  T s s m S c i p s l i t y  * 1 1  o r  g o o  i n  o l o c o  o r  r e n p r o d o e i n r  o i l  

o r  g a s  l e a s e s  o r  p r o p e r t i e s .

( c )  T h e  t a x e s  im p o s e d  b y  t h i s  c h a p t e r  a r e  n o t  i n  p l a c e  o f  t h e  t a x  

im p o s e d  b y  c h .  5 7  o f  t h i s  t i t l e  o r  in c o m e  t a x e s ,  f r a n c h i s e  t a x e s  o r

3 2 1  - 6 -
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t a x e s  u p o n  t h e  r e t a i l  s a l e  o f  o i l  o r  g a s  p r o d u c t s .

S e c .  2 .  A S  4 3 . 5 5 . 0 2 0 ( a )  i s  a m e n d e d  t o  r e a d :

( a )  T h e  g r o s s  p r o d u c t i o n  t a x  o n  o i l  o r  g a s  s h a l l  b e  p a i d  m o n t h l y .  

T h e  t a x  i s  d u e  o n  t h e  2 0 t h  [L A S T ] d a y  o f  e a c h  c a l e n d a r  m o n th  o n  o i l  o r  

g a s  p r o d u c e d  [REMOVED OR SO LD ] f r o m  e a c h  l e a s e  o r  p r o p e r t y  d u r i n g  t h e  

p r e c e d i n g  m o n t h .  I f  t h e  t a x  i s  n o t  p a i d  b e f o r e  t h e  e n d  o f  t h e  m o n th  i n  

w h ic h  i t  b e c o m e s  d u e ,  t h e  t a x  b e c o m e s  d e l i n q u e n t .

S e c .  3 .  A S 4 3 . 5 5 . 0 2 0 ( e )  i s  a m e n d e d  t o  r e a d :

( e )  G a s  p r o d u c e d  i n  e x c e s s  o f  t h a t  n e e d e d  f o r  s a f e t y  p u r p o s e s  

[AND U S E D ] ,  e x c e p t  g a s  u s e d  i n  t h e  o p e r a t i o n  o f  a  l e a s e  o r  p r o p e r t y  i n  

d r i l l i n g  f o r  o r  p r o d u c i n g  o i l  o r  g a s ,  o r  f o r  r e p r e s s u r i n g , i s  c o n s i d e r e d  

f o r  t h e  p u r p o s e  o f  t h i s  c h a p t e r  a n d  i n  t h e  a m o u n t u s e d ,  a s  g a s  p r o d u c e d  

[REMOVED OR SO LD ] f r o m  a  l e a s e  o r  p r o p e r t y .  G a s  f l a r e d  b e y o n d  t h e  

a m o u n t  a u t h o r i z e d  f o r  s a f e t y  b y  t h e  D e p a r t m e n t  o f  N a t u r a l  R e s o u r c e s  

u n d e r  A S 3 1 . 0 5 . 1 7 0 ( 1 1 ) (H ) i s  c o n s i d e r e d  a s  g a s  p r o d u c e d ,  e x c e p t  t h a t  i t  

i s  s u b j e c t  t o  a  p e n a l t y  e q u a l  t o  t w i c e  t h e  t a x  c o m p u te d  u n d e r  s e c .  1 6  o f

t h i s  c h a p t e r  a s  a d j u s t e d  b y  s e c .  1 2  o f  t h i s  c h a p t e r  p e r  t h o u s a n d  c u b i c

f e e t  o f  g a s  f o r  t h e  m o n th , i n  w h ic h  t h e  g a s  w a s  f l a r e d .

S e c .  4 .  A S  4 3 . 5 5 . 0 3 0 ( a ) ( 1 )  i s  a m e n d e d  t o  r e a d :

( 1 )  a  d e s c r i p t i o n  o f  t h e  l e a s e  o r  p r o p e r t y  f r o m  w h ic h  t h e  o i l

o r  g a s  w a s  p r o d u c e d  [REMOVED OR S O L D ], b y  n a m e , l e g a l  d e s c r i p t i o n ,  l e a s e

n u m b e r  o r  b y  a c c o u n t i n g  c o d e  n u m b e r s  a s s i g n e d  b y  t h e  d e p a r t m e n t ;

S e c .  5 .  A S  4 3 . 5 5 . 0 3 0 ( a ) ( 3 )  i s  a m e n d e d  t o  r e a d :

( 3 )  t h e  g r o s s  a m o u n t o f  o i l  o r  g a s  p r o d u c e d  [REMOVED OR SOLD ]

f r o m  t h e  l e a s e  o r  p r o p e r t y ,  a n d  t h e  p e r c e n t a g e  o f  t h e  g r o s s  a m o u n t o w n ed

b y  s n e h  p r o d u c e r  f o r  t h s  t a x  i s  p a i d :

S e c .  6 .  A S  4 3 . 5 5 . 0 3 0 ( a ) ( 4 )  i s  a m e n d e d  t o  r e a d :

( 4 )  t h e  t o t a l  v a l u e  o f  t h o  o i l  o r  g a s  p r o d u c e d  [REMOVED OR 

SO LD ] f r o m  t h e  l e a s e  o r  p r o p e r t y  o w n e d  b y  e a c h  p r o d u c e r  f o r  whom t h e  t a x
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*  S e c .  7 .  A S 4 3 . 5 5 . 1 4 0  1 b  a m e n d e d  b y  a d d in g  n e w  p a r a g r a p h s  t o  r e a d :

( 1 3 )  “ g r o s s  v a l u e  a t  t h e  p o i n t  o f  p r o d u c t i o n "  m e a n s

(A ) f o r  o i l ,  t h e  v a l u e  o f  t h e  o i l  a t  t h e  p o i n t  w h e r e  i t  

i s  m e t e r e d  o r  m e a s u r e d  ( b y  a u t o m a t i c  c u s t o d y  t r a n s f e r  m e t e r ,  t a n k  

g a u g e ,  o r  o t h e r  m e th o d  a p p r o v e d  b y  t h e  c o m m i s s i o n e r )  i n  a  c o n d i t i o n  

o f  p i p e l i n e  q u a l i t y  o n  t h e  p r e m i s e s  o f  t h e  l e a s e  o r  p r o p e r t y  f r o m  

w h ic h  i t  i s  r e c o v e r e d ;  h o w e v e r ,  i f  t h e  o i l  i s  n o t  o f  p i p e l i n e  

q u a l i t y  w h en  i t  i s  r e m o v e d  f r o m  t h e  p r e m i s e s  o f  t h e  l e a s e  o r  p r o ­

p e r t y  f r o m  w h i c h  i t  i s  r e c o v e r e d ,  o r  i f  t h e  o i l  r e c o v e r e d  f r o m  a  

l e a s e  o r  p r o p e r t y  I s  n o t  m e t e r e d  o r  m e a s u r e d  ( b y  a u t o m a t i c  c u s t o d y  

t r a n s f e r  m e t e r ,  t a n k  g a u g e ,  o r  o t h e r  m e th o d  a p p r o v e d  b y  t h e  co m ­

m i s s i o n e r )  o n  t h e  p r e m i s e s  o f  t h e  l e a s e  o r  p r o p e r t y  f r o m  w h ic h  i t  

i s  r e c o v e r e d ,  t h e n  t h e  g r o s s  v a l u e  a t  t h e  p o i n t  o f  p r o d u c t i o n  i s  

t h e  v a l u e  o f  t h a t  o i l  a t  t h e  o f f - p r e m i s e s  l o c a t i o n  w h e r e  t h e  o i l  i s  

f i r s t  m e t e r e d  o r  m e a s u r e d  ( b y  a u t o m a t i c  c u s t o d y  t r a n s f e r  m e t e r ,  

t a n k  g a u g e ,  o r  o t h e r  m e th o d  a p p r o v e d  b y  t h e  c o m m i s s i o n e r )  i n  a  

c o n d i t i o n  o f  p i p e l i n e  q u a l i t y ;

( B )  f o r  g a s  r e c o v e r e d  f r o m  o r  i n  a s s o c i a t i o n  w i t h  o i l ,  

t h e  v a l u e  o f  t h e  g a s  a t  t h e  p o i n t  w h e r e  i t  i s  a c c u r a t e l y  m e t e r e d  o r  

m e a s u r e d  a f t e r  s e p a r a t i o n  f r o m  t h e  o i l ;  f o r  g a s  r u n  t h r o u g h  a  g a s  

p r o c e s s i n g  p l a n t ,  t h e  g r o s s  v a l u e  a t  t h e  p o i n t  o f  p r o d u c t i o n  i s  t h e  

f u l l  c o n s i d e r a t i o n  r e c e i v e d  b y  t h e  p r o d u c e r  f o r  t h e  g a s  i f  s o l d  I n  

a n  a r m * s  l e n g t h  t r a n s a c t i o n  o r ,  i n  t h e  a b s e n c e  o f  a n  a r m 's  l e n g t h  

t r a n s a c t i o n ,  i s  t h e  sum  o f  t h e  v a l u e  o f  t h e  l i q u i d s  e x t r a c t e d  f r o m  

the gas at the plest sad the vtluu of the sssidus get, lets & 
r e a s o n a b l e  a l l o w a n c e  f o r  p r o c e s s i n g  t h e  g a s  a t  t h e  p l a n t  a n d  f o r  

t r a n s p o r t i n g  t h e  g a s  t o  t h e  p l a n t  f r o m  t h e  p r e m i s e s  u p o n  w h ic h  t h e  

o i l  p r o d u c t i o n  o p e r a t i o n  i s  c o n d u c t e d ;  a n d



■

<C) f o r  g a s  n o t  r e c o v e r e d  f r o m  o r  i n  a s s o c i a t i o n  w i t h  

o i l ,  t h e  v a l u e  o f  t h e  g a s  a t  t h e  p o i n t  w h e r e  I t  i s  a c c u r a t e l y  

m e t e r e d  o r  m e a s u r e d  o r  t h e  v a l u e  o f  t h e  g a s  a t  t h e  p o i n t  o f  s a l e ,  

i f  a n y ,  o n  t h e  p r e m i s e s  o f  t h e  l e a s e  o r  p r o p e r t y  f r o m  w h ic h  t h e  g a s  

i s  r e c o v e r e d ,  w h i c h e v e r  i s  t h e  h i g h e r  v a l u e ;  f o r  g a s  r u n  t h r o u g h  a  

g a s  p r o c e s s i n g  p l a n t ,  t h e  g r o s s  v a l u e  a t  t h e  p o i n t  o f  p r o d u c t i o n  i s  

t h e  f u l l  c o n s i d e r a t i o n  r e c e i v e d  b y  t h e  p r o d u c e r  f o r  t h e  g a s  i f  s o l d  

i n  a n  a r m 's  l e n g t h  t r a n s a c t i o n  o r ,  i n  t h e  a b s e n c e  o f  a n  a r m 's  

l e n g t h  t r a n s a c t i o n ,  i s  t h e  sum  o f  t h e  v a l u e  o f  t h e  l i q u i d s  e x ­

t r a c t e d  f r o m  t h e  g a s  a t  t h e  p l a n t  a n d  t h e  v a l u e  o f  t h e  r e s i d u e  g a s ,  

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

f o r  t r a n s p o r t i n g  t h e  g a s  t o  t h e  p l a n t  f r o m  t h e  p o i n t  w h e r e  i t  w a s  

a c c u r a t e l y  m e t e r e d  o r  m e a s u r e d ;

( 1 3 )  " o i l  p r o d u c t i o n  o p e r a t i o n "  m e a n s  t h e  o p e r a t i o n  b y  w h ic h  

o i l  i s  r e c o v e r e d  f r o m  a  l e a s e  o r  p r o p e r t y  a n d  r e n d e r e d  i n t o  o i l  o f  

p i p e l i n e  q u a l i t y ,  a n d  i n c l u d e s  a n y  g a t h e r i n g  d o n e  b e f o r e  t h e  o i l  i s  

f i n a l l y  r e n d e r e d  i n t o  o i l  o r  p i p e l i n e  q u a l i t y ;

( 1 4 )  " p i p e l i n e  q u a l i t y "  m e a n s  g o o d  a n d  m e r c h a n t a b l e  c o n d i ­

t i o n ;

( 1 5 )  " w e l l  d a y s "  m e a n s  t h e  n u m b e r  o f  d a y s  i n  w h ic h  a  w e l l  i s  

o p e r a t i n g  d u r i n g  a  m o n t h .

*  S e c .  S .  A S  4 3 . 5 5 . 0 1 0 ,  4 3 . 5 5 . 0 1 5  a n d  4 3 . 5 5 . 1 4 0 ( 1 0 )  a n d  ( 1 1 )  a r e  r e ­

p e a l e d .

*  S e c .  9 .  T h i s  A c t  t a k e s  e f f e c t  J u l y  1 ,  1 9 7 7  a n d  a p p l i e s  t o  p r o d u c t i o n  

d u r in g  t h e  m o n th  o f  J u l y  1 9 7 7  a n d  s u c c e e d i n g  m o n t h s .
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M a r c h  8 ,  1 9 7 7

T h e  H o n o r a b l e  H ugh M a lo n e  
S p e a k e r *  o f  t h e  H o u s e  
/ A lask a  S t a t e  L e g i s l a t u r e  
J u n e a u ,  A l a s k a  9 9 8 1 1

D e a r  M r. S p e a k e r ;

U n d e r  t h e  a u t h o r i t y  o f  a r t .  I l l ,  s e c .  1 8  o f  t h e  A l a s k a  
C o n s t i t u t i o n ,  a n d  i n  a c c o r d a n c e  w i t h  AS 2 4 . 3 0 . 0 6 0 ( b )  
a n d  t h e  U n i f o r m  R u l e s  o f  t h e  A l a s k a  S t a t e  L e g i s l a t u r e ,
I  am t r a n s m i t t i n g  a  b i l l  r e l a t i n g  t o  t h e  o i l  a n d  g a s  
p r o p e r t i e s  p r o d u c t i o n  t a x .

A s a  r e s u l t  o f  a  r e c e n t  s t u d y  o f  A l a s k a ' s  o i l  a rid  g a s  
t a x  s t r u c t u r e ,  t h e  D e p a r t m e n t  o f  R e v e n u e  h a s  r e c o m ­
m en d ed  s e v e r a l  c h a n g e s  i n  t h e  s t a t e ' s  p r o d u c t i o n  o r  
" s e v e r a n c e "  t a x .  T h i s  b i l l  i n c o r p o r a t e s  t h o s e  s p e c i f i c  
r e c o m m e n d a t i o n s .

C u r r e n t l y  t h e  s t a t e ' s  o i l  p x - o d u c t io n  t a x  i s  c a l c u l a t e d  
a c c o r d i n g  t o  " s t a i r  s t e p p e d "  r a t e s  d e p e n d i n g  u p o n  t h e  
l e v e l  o f  p r o d u c t i o n  f o r  t h e  l e a s e  o r  p r o p e r t y .  A s 
c u r r e n t l y  s t r u c t u r e d  t h e  t a x  m ay h a v e  air a d v e r s e  i m p a c t  
u p o n  a  p a r t i c u l a r  p r o p e r t y  a s  i t  r e a c h e s  i t s  e c o n o m i c  
l i m i t .  T h e  " s t a i r  s t e p "  a p p r o a c h  m ay n o t  a l l e v i a t e  
t h i s  a d v e r s e  e f f e c t  s i n c e  t h e  e c o n o m i c  l i m i t  m ay v a r y  
s u b s t a n t i a l l y  f r o m  o n e  p a r t  o f  t h e  s t a t e  t o  a n o t h e r .
T h i s  i s  b e c a u s e  i t  m ay b e  m o r e  c o s t l y  t o  p r o d u c e  a n d  
t r a n s p o r t  t h e  o i l  i n  t h e  m o r e  r e m o t e  a r e a s  o f  t h e  
s t a t e .  A c c o r d i n g l y ,  t h e  b i l l  c o n t a i n s  a n  e c o n o m i c  
l i m i t  m e c h a n is m  w h ic h  a u t o m a t i c a l l y  s c a l e s  t h e  t a x  r a t e  
dow n a s  t h e  p r o d u c t i o n  n e a r s  i t s  e c o n o m i c  l i m i t .  T h i s  
w i l l  i n s u r e  t h a t  t h e  t a x  w i l l  n o t  u n d u ly  i n h i b i t  o i l  
p r o d u c t i o n  a s  i t  r e a c h e s  i t s  e c o n o m i c  l i m i t .

O n e o f  t h e  im m e d ia t e  d a n g e r s  w h ic h  f a c e  t h e  s t a t e ' s  
r e v e n u e  p i c t u r e  i s  t h e  p o t e n t i a l  f o r  a r t i  f . i c i a l l y  
d e p r e s s e d  p r i c i n g  o f  t h e  s t a t e ' s  M o r th  S l o p e  o i l .  T h i s  
c o u l d  r e s u l t  f r o m  f e d e r a l  p r i c i n g  d e c i s i o n s  o r  e x c e s s i v e



tariff costs from the wellhead to the refinery. To insulate the state's petroleum revenues from these forces, the b i l l  provides for a mechanism which would raise the cents-per-barrel floor to correspond to a mid-range market value for North Slope o il  and tie that floor to an index which w ill let the floor keep pace with inflation.
O ne o f  t h e  D e p a r t m e n t  o f  R e v e n u e 's  r e c o m m e n d a t i o n s  —  
t h e  o i l  a n d  g a s  s u r t a x  —  w h ic h  w a s  d e s i g n e d  t o  o f f s e t  
r e v e n u e  l o s s e s  d u e  t o  d e p r e s s e d  p r i c i n g  o f  N o r t h  S l o p e  
o i l  a n d  w h ic h  w a s  t o  b e  im p o s e d  o n l y  o n  h o l d e r s  o f  
s t a t e - o w n e d  l e a s e h o l d s  w a s  d e l e t e d  o n  t h e  a d v i c e  o f  
t h i s  d e p a r t m e n t  b e c a u s e  o f  t h e  s u b s t a n t i a l  l e g a l  
p r o b l e m s  i n v o l v e d .

T h e  b i l l  p l a c e s  t h e  t a x  o n  g a s  a t  a  p a r i t y  w i t h  t h e  t a x  
o n  o i l .  C u r r e n t l y  g a s  i s  t a x e d  a t  o n l y  4 p e r c e n t  w h i l e  
o i l  i s  t a x e d  f r o m  13 t o  0 p e r c e n t .  T h e  b i l l  w o u ld  t a x  
b o t h  o i l  a n d  g a s  a t  1 0  p e r c e n t .  I n  a d d i t i o n ,  t h e  b i l l  
s e t s  a  c e n t s - p e r - M c f  f l o o r  f o r  t h e  g a s  t a x  s i m i l a r  t o  
t h e  c e n t s - p e r - b a r r e l  f l o o r  f o r  o i l .  T h i s  n ew  f l o o r  f o r  
g a s  c o r r e s p o n d s  t o  t h e  h i g h e s t  m a r k e t  p r i c e  i n  t h e  
s t a t e ,  a n d  i t  t o o  i s  t i e d  t o  a n  i n d e x  t o  k e e p  p a c e  w i t h  
i n f l a t i o n .

Sincerely,

J a y  S .  I!am m ond 
G o v e r n o r



O r i g i n a l  sponsor: R u l e s  C o m m i t  Lee by  r e q u e s t

of  the G o v e r n o r

Of f e r e d :  5/7/77

For T o d a y ' s  C a l e n d a r

I IN THE SENATE BY THE FINANCE COMMITTEE

: HOUSE CS FOR CS FOR SENATE BILL NO. 238

IN THE LEGISLATURE OF THE STATE OF ALASKA 

TENTH LEGISLATURE - F IR ST  SESSION 

A BILL

:• F o r  an A ct e n t i t l e d :  "An A ct r e l a t i n g  to  th e  o i l  and g a s  p r o p e r t i e s  p ro -
lj

d u c t io n  t a x ;  and p r o v id in g  f o r  an e f f e c t i v e  d a t e . "

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

*  S e c t io n  1 . AS 4 3 . 5 5  i s  amended by ad d in g  new s e c t io n s  to  r e a d :

S e c .  4 3 . 5 5 . 0 1 1 .  OIL PRODUCTION TAX. (a )  T h e re  i s  le v ie d  upon th e  

p ro d u ce r  o f  o i l  a ta x  f o r  a l l  o i l  p rod u ced  from  e a ch  l e a s e  o r  p ro p e r ty  

in  th e  s t a t e ,  l e s s  any o i l  th e  ow n ersh ip  o r  r i g h t  to  w hich  i s  exem pt 

from  t a x a t io n .  The ta x  i s  e q u a l to  e i t h e r  th e  p e r c e n t a g e -o f -v a lu e  

amount c a l c u la t e d  under (b ) o f  t h i s  s e c t io n  o r  th e  c e n t s - p e r - b a r r e l  

amount c a l c u la t e d  under ( c )  o f  t h i s  s e c t i o n ,  w h ich ev er i s  g r e a t e r ,  

m u lt ip l ie d  by th e  econ om ic l i m i t  f a c t o r  d e term in ed  f o r  th e  o i l  p rod u c­

t io n  o f  th e  le a s e  o r  p r o p e r ty  under s e c .  13 o f  t h i s  c h a p te r .  I f  th e  

am ounts c a l c u la t e d  under (b ) and ( c )  o f  t h i s  s e c t io n  a r e  e q u a l,  th e  

amount c a l c u la t e d  under (b ) o f  t h i s  s e c t i o n  s h a l l  be t r e a t e d  a s  i f  i t  

w ere th e  g r e a t e r  f o r  p u rp o se s  o f  t h i s  s e c t i o n .

(b ) The p e r c e n t a g e - o f - v a lu e  amount e q u a ls  1 2 . 5  p er c e n t  o f  th e  

g r o s s  v a lu e  a t  th e  p o in t  o f  p ro d u c tio n  o f  t a x a b le  o i l  produced from  th e  

le a s e  o r  p r o p e r ty .

(c )  The c e n t s - p e r - b a r r e l  amount e q u a ls  $ . 9 3 7 5  p er b a r r e l  o f  t a x ­

a b le  o i l  produced from  th e  l e a s e  o r  p r o p e r ty ,  a s  a d ju s te d  by s e c .  12 o f  

t h i s  c h a p te r .

(d) When th e  c e n t s - p e r - b a r r e l  amount c a l c u la t e d  under ( c )  o f  t h i s  

s e c t io n  i s  g r e a t e r  th an  th e  p e r c e n t a g e - o f - v a lu e  amount c a l c u la t e d  under 

(b ) o f  t h i s  s e c t i o n ,  and payment by th e  s t a t e  to  th e  A la sk a  N a tiv e  fund !
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o u t o f  th e  s t a t e ' s  r o y a l t i e s  on t h a t  o i l  i s  r e q u ir e d  under th e  rev en u e 

s h a r in g  p r o v is io n s  o f  s e c .  9 o f  th e  A la sk a  N a tiv e  C la im s S e t t le m e n t  A ct 

( P . L .  9 2 - 2 0 3 ,  85 S t a t .  688 ,  43  U . S . C .  1601  e t  s e q . ) ,  t h a t  payment s h a l l  ' 

b e  n o t  l e s s  th an  $ . 0 5  f o r  e a ch  t a x a b le  b a r r e l  o f  o i l  produced u n t i l  a l l  

am ounts p a id  in  th e  fund e q u a l $ 5 0 0 , 0 0 0 , 0 0 0 .

S e c .  4 3 . 5 5 . 0 1 2 .  ADJUSTMENTS IN TAX RATES. ( a )  The amounts s e t  

o u t in  s e c .  1 1 ( c )  and s e c .  1 6 ( c )  o f  t h i s  c h a p te r  s h a l l  be in c r e a s e d  o r  

d e c r e a s e d  by a p e r c e n ta g e  e q u a l to  th e  p e r c e n ta g e  o f  change in  th e  G ro ss 

N a t io n a l P ro d u ct D e f la t o r  p u b lis h e d  by B u reau  o f  Econom ic A n a ly s is  o f  

th e  U n ited  S t a t e s  D epartm ent o f  Commerce. Changes in  ta x  r a t e s  w i l l  be 

com puted b a sed  on ch an ges in  th e  G ross N a tio n a l P ro d u ct D e f la t o r  from  

t h a t  o f  th e  F i r s t  Q u a rte r  1977  G ro ss N a tio n a l P ro d u ct D e f l a t o r .  The 

d ep artm en t s h a l l  p o s t  th e  ch an ges in  th e  ta x  r a t e s  p e r i o d i c a l l y  and 

s h a l l  n o t i f y  e v e ry  p e rso n  p ro d u cin g  o i l  w ith in  th e  s t a t e  o f  th e  ch a n g e s .

(b ) The c e n t s - p e r - b a r r e l  amount s e t  o u t in  s e c .  1 1 (c )  o f  t h i s  

c h a p te r  a s  a d ju s te d  by (a )  o f  t h i s  s e c t io n  a p p l ie s  to  o i l  o f  27 d e g re e s  

API g r a v i t y .  F o r each  d e g re e  o f  API g r a v i t y  l e s s  th an  27 d e g re e s  th e  

c e n t s - p e r - b a r r e l  amount s h a l l  be red u ced  by $ . 0 0 5  and f o r  ea ch  d e g re e  o f  

API g r a v i t y  g r e a t e r  th an  27 d e g re e s  th e  c e n t s - p e r - b a r r e l  amount s h a l l  be 

in c r e a s e d  by $ . 0 0 5  e x c e p t  t h a t  o i l  above 40 d e g re e s  API g r a v i t y  s h a l l  be 

ta x e d  a s  40  d e g re e  o i l .  In  a p p ly in g  th e  g r a v i t y  a d ju s tm e n t under t h i s  

s u b s e c t io n ,  f r a c t i o n a l  d e g re e s  o f  API g r a v i t y  s h a l l  be d is r e g a r d e d .

S e c .  4 3 . 5 5 . 0 1 3 .  ECONOMIC LIM IT FACTOR. (a )  The econ om ic l i m i t  

f a c t o r  f o r  o i l  p ro d u c tio n  o f  a le a s e  o r  p r o p e r ty  e q u a ls  

( 1 - [PEL/TP]) exp ( [ 3 0 0  X WD]/PEL) 

w h ere: PEL = th e  p ro d u c tio n  r a t e  a t  th e  econom ic l i m i t ;

TP = t o t a l  p ro d u c tio n  d u rin g  th e  month f o r  w hich th e  ta x  

i s  to  be p a id ;

WD = th e  t o t a l  number o f  w e ll  days in  th e  month f o r  w hich



t h e  t a x  i s  t o  h e  p a i d ;  a n d  

w h e r e  " e x p "  i n d i c a t e s  t h a t  t h e  e x p r e s s i o n  f o l l o w i n g  i t  i s  a n  e x p o n e n t .

( b )  T h e  e c o n o m i c  l i m i t  f a c t o r  f o r  g a s  p r o d u c t i o n  o f  a  l e a s e  o r  

p r o p e r t y  e q u a l s  o n e  m i n u s  t h e  r a t i o  o f  t h e  m o n t h l y  p r o d u c t i o n  r a t e  a t  

t h e  e c o n o m i c  l i m i t  t o  t h e  p r o d u c t i o n  d u r i n g  t h e  m o n t h  f o r  w h i c h  t h e  t a x  

i s  t o  b e  p a i d .

( c )  T h e  m o n t h l y  p r o d u c t i o n  r a t e  a t  t h e  e c o n o m i c  l i m i t  f o r  a  l e a s e  

o r  p r o p e r t y  i s  p r e s u m e d  t o  b e  3 0 0  b a r r e l s  t i m e s  t h e  n u m b e r  o f  w e l l  d a y s  

f o r  t h e  l e a s e  o r  p r o p e r t y  d u r i n g  t h e  m o n t h  f o r  w h i c h  t h e  t a x  i s  t o  b e  

p a i d .  T h e  t a x p a y e r  m a y  r e b u t  t h i s  p r e s u m p t i o n  a t  a f o r m a l  h e a r i n g  u n d e r  

A S  4 3 . 0 5 . 2 4 0  b y  p r o v i d i n g  c l e a r  a n d  c o n v i n c i n g  e v i d e n c e  o f  a  d i f f e r e n t  

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

T h e  h e a r i n g  s h a l l  b e  h e l d  b e f o r e  F e b r u a r y  1 5  o f  t h e  y e a r  o r  w i t h i n  s i x  

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

T h e  m o n t h l y  p r o d u c t i o n  r a t e  a t  t h e  e c o n o m i c  l i m i t  f o r  t h e  l e a s e  o r  p r o ­

p e r t y  b a s e d  u p o n  t h e  c l e a r  a n d  c o n v i n c i n g  e v i d e n c e  o f  t h e  t a x p a y e r  s h a l l  

b e  c a l c u l a t e d  b y  d i v i d i n g  t h e  v a l u e  d e t e r m i n e d  u n d e r  ( e )  o f  t h i s  s e c t i o n  

i n t o  t h e  a v e r a g e  m o n t h l y  d i r e c t  o p e r a t i n g  c o s t  d e t e r m i n e d  u n d e r  ( d )  o f  

t h i s  s e c t i o n  a n d  s h a l l  b e  u s e d  f o r  p u r p o s e s  o f  t h i s  s e c t i o n  f o r  a l l  o i l  

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

( d )  T h e  a v e r a g e  m o n t h l y  d i r e c t  o p e r a t i n g  c o s t  f o r  o i l  p r o d u c t i o n  

o p e r a t i o n s  o f  t h e  l e r s e  o r  p r o p e r t y  s h a l l  b e  d e t e r m i n e d  b a s e d  o n  a  

p e r i o d  o f  n o t  l e s s  t h a n  f o u r  c o n s e c u t i v e  m o n t h s .  T h e  d i r e c t  o p e r a t i n g  

c o s t s  i n c l u d e  o n l y  r o y a l t y ,  p r o d u c t i o n  s u p p l i e s ,  p u r c h a s e d  f u e l ,  r o u t i n e  

m a i n t e n a n c e ,  a n d  w a g e s  a n d  b e n e f i t s  o f  e m p l o y e e s  w o r k i n g  o n  t h e  p r o d u c ­

t i o n  o p e r a t i o n s .  A d d i t i o n a l  d i r e c t  o p e r a t i n g  c o s t s  n o t  l i s t e d  i n  t h i s  

s e c t i o n  m a y  b e  i n c l u d e d  o n l y  a f t e r  t h e i r  i n c l u s i o n  i n  a  r e g u l a t i o n  

a d o p t e d  b y  t h e  d e p a r t m e n t .  T h e  d i r e c t  o p e r a t i n g  c o s t s  d o  n o t  i n c l u d e  

c a p i t a l  e x p e n d i t u r e s ,  t a n g i b l e  o r  i n t a n g i b l e  d r i l l i n g  e x p e n s e s ,  c o s t s  o f
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w e l l  w o r k o v e r s ,  c o s t s  f o r  r e p l a c e m e n t  o r  r e p a i r s  ( o t h e r  t h a n  r o u t i n e  

m a i n t e n a n c e ) ,  d e p r e c i a t i o n  o r  a m o r t i z a t i o n ,  t a x e s ,  i n s u r a n c e ,  o v e r h e a d ,  

m o n e y  p a i d  o r  s e t  a s i d e  ( o r  b o o k e d  a s  b e i n g  p a i d  o r  s e t  a s i d e )  t o  c o v e r  

t h e  c o s t  o f  t e r m i n a t i n g  t h e  o i l  p r o d u c t i o n  o p e r a t i o n s  o f  t h e  l e a s e  o r  

p r o p e r t y ,  o r  a n y  o t h e r  c o s t  n o t  d i r e c t l y  r e l a t e d  t o  t h e  o i l  p r o d u c t i o n  

o p e r a t i o n s  o f  t h e  l e a s e  o r  p r o p e r t y .

( e )  F o r  t h e  p u r p o s e  o f  c a l c u l a t i n g  t h e  e c o n o m i c  l i m i t ,  t h e  v a l u e  

a t  t h e  p o i n t  o f  p r o d u c t i o n  o f  o i l  p r o d u c e d  f r o m  t h e  l e a s e  o r  p r o p e r t y  

s h a l l  b e  d e t e r m i n e d  o n  t h e  b a s i s  o f  t h e  a c q u i s i t i o n  c o s t  C . I . F .  a t  W e s t  

C o a s t  r e f i n e r i e s  f o r  i m p o r t e d  o i l  o f  l i k e  q u a l i t y ,  m i n u s  t h e  r e a s o n a b l e  

c o s t  o f  t r a n s p o r t a t i o n  b e t w e e n  t h e  p o i n t  o f  p r o d u c t i o n  o f  t h e  o i l  f r o m  

t h e  l e a s e  o r  p r o p e r t y  a n d  t h o s e  W e s t  C o a s t  r e f i n e r i e s .

( f )  B e f o r e  F e b r u a r y  1 5  o f  e a c h  y e a r  o r  w i t h i n  s i x  m o n t h s  a f t e r  

c o m m e n c e m e n t  o f  p r o d u c t i o n  f o r  a  l e a s e  o r  p r o p e r t y  t h e  d e p a r t m e n t  s h a l l  

n o t i f y  t h e  p r o d u c e r  o f  g a s  o f  t h e  m o n t h l y  p r o d u c t i o n  r a t e  a t  t h e  e c o ­

n o m i c  l i m i t  f o r  e a c h  l e a s e  o r  p r o p e r t y  w i t h i n  t h e  s t a t e  f o r  t h a t  y e a r .  

T h e  m o n t h l y  p r o d u c t i o n  r a t e  a t  t h e  e c o n o m i c  l i m i t  f o r  a  l e a s e  o r  p r o ­

p e r t y  s h a l l  b e  d e t e r m i n e d  a t  a  f o r m a l  h e a r i n g  u n d e r  A S  4 3 . 0 5 . 2 4 0  a n d  

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

t a x p a y e r  a t  t h a t  h e a r i n g .  T h e  m o r t h l y  p r o d u c t i o n  r a t e  a t  t h e  e c o n o m i c  

l i m i t  f o r  t h e  l e a s e  o r  p r o p e r t y  b a s e d  u p o n  t h e  c l e a r  a n d  c o n v i n c i n g  

e v i d e n c e  o f  t h e  t a x p a y e r  s h a l l  b e  c a l c u l a t e d  b y  d i v i d i n g  t h e  v a l u e  

d e t e r m i n e d  u n d e r  ( h )  o f  t h i s  s e c t i o n  i n t o  t h e  a v e r a g e  m o n t h l y  d i r e c t  

o p e r a t i n g  c o s t  d e t e r m i n e d  u n d e r  ( g )  o f  t h i s  s e c t i o n .

( g )  T h e  a v e r a g e  m o n t h l y  d i r e c t  o p e r a t i n g  c o s t  f o r  g a s  p r o d u c t i o n  

o p e r a t i o n s  o f  t h e  l e a s e  o r  p r o p e r t y  s h a l l  b e  d e t e r m i n e d  b a s e d  o n  a  

p e r i o d  o f  n o t  l e s s  t h a n  f o u r  c o n s e c u t i v e  m o n t h s .  T h e  d i r e c t  o p e r a t i n g  

c o s t s  i n c l u d e  o n l y  r o y a l t y ,  p r o d u c t i o n  s u p p l i e s ,  p u r c h a s e d  f u e l ,  r o u t i n e  

m a i n t e n a n c e ,  a n d  w a g e s  a n d  b e n e f i t s  o f  e m p l o y e e s  w o r k i n g  o n  t h e
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p r o d u c t i o n  o p e r a t i o n s .  A d d i t i o n a l  d i r e c t  o p e r a t i n g  c o s t s  n o t  l i s t e d  i n  

t h i s  s e c t i o n  m a y  b e  i n c l u d e d  o n l y  a f t e r  t h e i r  i n c l u s i o n  i n  a  r e g u l a t i o n  

a d o p t e d  b y  t h e  d e p a r t m e n t .  T h e  d i r e c t  o p e r a t i n g  c o s t s  d o  n o t  i n c l u d e  

c a p i t a l  e x p e n d i t u r e s ,  t a n g i b l e  o r  i n t a n g i b l e  d r i l l i n g  e x p e n s e s ,  c o s t s  o f  

w e l l  w o r k o v e r s ,  c o s t s  f o r  r e p l a c e m e n t  o r  r e p a i r s  ( o t h e r  t h a n  r o u t i n e  

m a i n t e n a n c e ) ,  d e p r e c i a t i o n  o r  a m o r t i z a t i o n ,  t a x e s ,  i n s u r a n c e ,  o v e r h e a d ,  

m o n i e s  p a i d  o r  s e t  a s i d e  ( o r  b o o k e d  a s  b e i n g  p a i d  o r  s e t  a s i d e )  t o  c o v e r  

t h e  c o s t  o f  t e r m i n a t i n g  t h e  g a s  p r o d u c t i o n  o p e r a t i o n s  o f  t h e  l e a s e  o r  

p r o p e r t y ,  o r  a n y  o t h e r  c o s t  n o t  d i r e c t l y  r e l a t e d  t o  t h e  g a s  p r o d u c t i o n  

o p e r a t i o n s  o f  t h e  l e a s e  o r  p r o p e r t y .

( h )  F o r  t h e  p u r p o s e  o f  c a l c u l a t i n g  t h e  e c o n o m i c  l i m i t ,  t h e  v a l u e  

a t  t h e  p o i n t  o f  p r o d u c t i o n  o f  g a s  p r o d u c e d  f r o m  t h e  l e a s e  o r  p r o p e r t y  

s h a l l  b e  d e t e r m i n e d  o n  t h e  b a s i s  o f  t h e  h i g h e s t  p r i c e  p a i d  f o r  g a s  o f  

l i k e  q u a l i t y  a n d  p r e s s u r e  i n  t h e  s a m e  f i e l d  o r  s o m e  o t h e r  f i e l d  w i t h i n

1 0 0  m i l e s  i n  t h e  s t a t e .

( i )  T h e  d e p a r t m e n t  m a y  a g g r e g a t e  t w o  o r  m o r e  l e a s e s  o r  p r o p e r t i e s  

( o r  p o r t i o n s  o f  t h e m ) , f o r  p u r p o s e s  o f  d e t e r m i n i n g  e c o n o m i c  l i m i t  f a c t o r s  

u n d e r  t h i s  s e c t i o n  a n d  a p p l y i n g  t h e m  t o  s e c .  1 . 1  o r  s e c .  1 6  o f  t h i s  c h a p ­

t e r ,  w h e n  e c o n o m i c a l l y  i n t e r d e p e n d e n t  o i l  o r  g a s  p r o d u c t i o n  o p e r a t i o n s

a r e  n o t  c o n f i n e d  t o  a  s i n g l e  l e a s e  o r  p r o p e r t y .  T h e  d e p a r t m e n t  m a y  a l s o

s e g r e g a t e  a  l e a s e  o r  p r o p e r t y  i n t o  t w o  o r  m o r e  p a r t s ,  f o r  p u r p o s e s  o f  

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

u n d e r  s e c .  1 1  o r  s e c .  1 6  o f  t h i s  c h a p t e r ,  w h e n  t w o  o r  m o r e  e c o n o m i c a l l y  

i n d e p e n d e n t  o i l  o r  g a s  p r o d u c t i o n  o p e r a t i o n s  a r e  b e i n g  c o n d u c t e d  o n  i t .

( j )  A  d e t e r m i n a t i o n  o f  t h e  m o n t h l y  p r o d u c t i o n  r a t e  a t  t h e  e c o n o m i c  

l i m i t  f o r  a  l e a s e  o r  p r o p e r t y  i s  r e t r o a c t i v e  t o  J a n u a r y  1  o f  t h e  c u r r e n t  

y e a r .  F o r  p r o d u c t i o n  o f  a  l e a s e  o r  p r o p e r t y  c o m m e n c i n g  a f t e r  J a n u a r y  1 ,  

t h e  d e t e r m i n a t i o n  o f  t h e  m o n t h l y  p r o d u c t i o n  r a t e  a t  t h e  e c o n o m i c  l i m i t  

f o r  t h a t  l e a s e  o r  p r o p e r t y  m a d e  w i t h i n  s i x  m o n t h s  a f t e r  t h e  c o m m e n c e m e n t
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S e c .  4 3 . 5 5 . 0 1 6 .  GAS PRODUCTION TAX. (a )  T h ere  i s  le v ie d  upon th e  

p ro d u ce r  o f  g as a ta x  f o r  a l l  g as  produced  from  each  l e a s e  o r  p r o p e r ty  

in  th e  s t a t e ,  l e s s  any g as th e  o w n ersh ip  o r  r i g h t  to  w h ich  i s  exempt 

from  t a x a t io n .  The t a x  i s  e q u a l to  e i t h e r  th e  p e r c e n t a g e - o f - v a lu e  

amount c a l c u la t e d  under (b ) o f  t h i s  s e c t i o n  o r  th e  c e n ts - p e r -M c f  amount 

c a l c u la t e d  u nder ( c )  o f  t h i s  s e c t i o n ,  w h ich ev er i s  g r e a t e r ,  m u l t ip l ie d  

by th e  econom ic l i m i t  f a c t o r  d e te rm in e d  f o r  g as p ro d u c tio n  o f  th e  l e a s e  | 

o r  p r o p e r ty  under s e c .  13 o f  t h i s  c h a p t e r .  I f  th e  am ounts c a l c u la t e d  

under (b ) and ( c )  o f  t h i s  s e c t i o n  a r e  e q u a l,  th e  amount c a l c u la t e d  under 

(b ) o f  t h i s  s e c t i o n  s h a l l  be t r e a t e d  a s  i f  i t  w ere th e  g r e a t e r  f o r  

p u rp o ses  o f  t h i s  s e c t i o n .

(b )  The p e r c e n t a g e - o f - v a lu e  amount e q u a ls  19 p er c e n t  o f  th e  g r o s s  

v a lu e  a t  th e  p o in t  o f  p ro d u c tio n  o f  th e  t a x a b le  g as  prod u ced  from  th e  

le a s e  o r  p r o p e r ty .

( c )  The c e n t s - p e r -M c f  amount e q u a ls  $ . 0 6 4  p er th ou san d  c u b ic  f e e t  

o f  t a x a b le  gas produced from  th e  le a s e  o r  p r o p e r ty  a s  a d ju s te d  hy s e c .

12 o f  t h i s  c h a p te r .

S e c .  4 3 . 5 5 . 0 1 7 .  RELATION TO OTHER TAXES. (a )  E x ce p t as p ro v id ed  

in  t h i s  c h a p te r  and in  ch . 58 o f  t h i s  t i t l e ,  th e  ta x e s  im posed by t h i s  I 

c h a p te r  a r e  in  p la c e  o f  a l l  t a x e s  now im posed by th e s t a t e  o r  any o f  i t s  j 
m u n i c i p a l i t i e s ,  and n e i t h e r  th e  s t a t e  n o r a m u n ic ip a l i t y  may im pose a

!
t a x  upon !

(1 )  p ro d u cin g  o i l  o r  g as l e a s e s ;

(2 )  o i l  o r  g as p roduced  o r  e x t r a c t e d  in  th e  s t a t e ;

( 3 )  th e  v a lu e  o f  i n t a n g ib le  d r i l l i n g  and e x p lo r a t io n  ex p en ­

s e s  .

(b )  The t a x e s  im posed by t h i s  c h a p te r  a r e  in  p la c e  o f  a l l  ta x e s  

im posed by a m u n ic ip a l i t y  upon o i l  o r  g as  in  p la c e  o r  n on p ro d u cin g  o i l

o f  p r o d u c t i o n  is r e t r o a c t i v e  to the c o m m e n c e m e n t  of  p r o d u c t i o n .



or gas leases or properties.

(c) The taxes imposed by this chapter are not in place of the tax 

imposed by ch. 57 of this title or income taxes, franchise taxes or 

taxes u p o n  the retail sale of oil or gas products.

* Sec. 2. AS 43.55.020(a) is amended to read:

(a) The gross production tax on oil or gas shall be paid monthly. 

The tax is due on the 20th [LAST] day of each calendar month on oil or 

gas produced [REMOVED O R  SOLD] from each lease or property during the 

p receding month. If the tax is not paid before the end of the month in 

w hich it becomes due, the tax becomes delinquent.

* Sec. 3. AS 43.55.020(e) is amended to read:

(e) Gas produced in excess of that needed for safety purposes 

[AND U S E D ] , except gas used in the operation of a lease or property in 

drilling for or producing oil or gas, or for r e p r e s s u r i n g , is considered, 

for the purpose of this chapter and in the amount used, as gas produced 

[REMOVED O R  SOLD] from a lease or property. G a s flared beyond the 

amount authorized for safety by the Department of Natural Resources 

under AS 31.05.170(11) (11) is considered as gas produced, except that it 

is subject to a penalty equal to the tax computed under sec. 16 of this 

chapter as adjusted by sec. 12 of this chapter per thousand cubic feet 

of gas for the month in which the gas was flared.

* Sec. 4. AS 43.55.030(a)(1) is amended to read:

(1) a description of the lease or property from which the oil

or gas was produced [REMOVED OR SOLD], by name, legal description, lease

number or by accounting code numbers assigned by the department;

* Sec. 5. AS 4 3.55.0 3 0 ( a ) (3) is amended to read:

(3) the gross amount of oil or gas produced [REMOVED O R  SOLD]

from the lease or property, and the percentage of the gross amount owned

b y  each producer for who m  the tax is paid;
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* Sec. 6. AS 43.55.030(a)(4) is amended to read:

(4) the total value of the oil or gas produced [REMOVED OR 

SOLD] from the lease or property owned by each producer for w h o m  the tax 

is paid; and

*  Sec. 7. AS 43.55.140 is amended by adding n ew paragraphs to read:

(12) "gross value at the point of production" means

(A) for oil, the value of the oil at the point where it 

is metered or measured (by automatic custody transfer meter, tank 

gauge, or other m ethod approved by the commissioner) in a condition
I

of pipeline quality on the premises of the lease or property from 

which it is recovered; however, if the oil is not of pipeline 

quality when it is removed from the premises of the lease or p r o­

perty from wh i c h  it is recovered, or if the oil recovered from a 

lease or property is not metered or measu r e d  (by automatic custody :

i
transfer meter, tank gauge, or other m e thod approved by the com-

I
missioner) on the premises of the lease or property from which it 

is recovered, then the gross value at the point of production is
T

the value of that oil at the off-premises location where the oil is I 

first metered or measured (by automatic custody transfer meter, 

tank gauge, or other m e thod approved by the commissioner) in a 

condition of pipeline quality;

(13) for gas recovered from or in association wit h  oil, 

the value of the gas at the point where it is accurately metered or I 

measured after separation from the oil; for gas run through a gas 

processing plant, the gross value at the point of production is the j 
full consideration received by the producer for the gas if sold in 

an arm's length transaction or, in the absence of an arm's length 

transaction, is the sum of the value of the liquids extracted from 

the gas at the plant and the value of the residue gas, less a
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reasonable allowance for processing the gas at the plant and for 

transporting the gas to the plant from the premises upon which the 

oil production operation is conducted; and

(C) for gas not recovered from or in association w i t h  

oil, the value of the gas at the point w h e r e  it is accurately 

m e t ered or measured or the value of the gas at the point of sale, 

if any, on the premises of the lease or property from which the gas 

is recovered, whichever is the higher value; for gas run through a 

gas processing plant, the gross value at the point of production is 

the full consideration received by the producer for the gas if sold 

in an arm's length transaction or, in the absence of an arm's 

length transaction, is the sum of the value of the liquids e x­

tracted from the gas at the plant and the value of the residue gas, 

less a reasonable allowance for processing the gas at the plant and 

for transporting the gas to the plant from the point where it was 

accurately metered or measured;

(13) "oil production operation" means the operation by which 

oil is recovered from a lease or property and rendered into oil of 

pipeline quality, and includes any gathering done before the oil is 

finally rendered into oil of pipeline quality;

(14) "pipeline quality" means good and merchantable c o n d i­

tion;

(15) "well days" means the number of days in wh i c h  a well is 

operating during a month.

*  Sec. 8. AS 43.55.010, 43.55.015 and 43.55.140(10) and (11) are r e­

pealed.

* Sec. 9. This Act takes effect July 1, 1977 and applies to production 

during the mo n t h  of July 1977 and succeeding months.
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Introduced: 3/9/77
Referred: Resources and
Finance

BY THE RULES COMMITTEE BY
IN THE HOUSE R E Q U E S T  OF THE GOVERNOR

HOUSE BILL NO. 321 

IN THE LEGISLATURE OF THE STATE OF A L A S K A  

TENTH LEGISLATURE - FIRST SESSION 

A BILL

For an Act entitled: "An Act relating to the oil and gas properties p r o­

duction tax; and providing for an effective date."

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

* Section 1. AS 43.55 is amended by adding n e w  sections to read:

Sec. 43.55.011. OIL PRODUCTION TAX. (a) There is levied upon 

the producer of oil a tax for all oil produced from each lease or 

property in the state, less any oil the ownership or right to which is 

exempt from taxation. The tax is equal to either the percentage-of- 

value amount calculated under (b) of this section or the cents-per- 

barrel amount calculated under (c) of this section, whichever is 

greater, multiplied by the economic limit factor determined for the 

oil production of the lease or property under sec. 13 of this chapter. 

If the amounts calculated under (b) and (c) of this section are equal, 

the amount calculated under (b) of this section shall be treated as if 

it were the greater for purposes of this section.

(b) The percentage-of-value amount equals 10 per cent of the 

gross value at the point of production of taxable oil produced from 

the lease or property.

(c) The cents-per-barrel amount equals $.75 per barrel of taxable 

oil produced from the lease or property, as adjusted by sec. 12 of 

this chapter.

(d) When the cents-per-barrel amount calculated under (c) of 

this section is greater than the percentage - o f - v a l u e  amount calculated 

under (b) of this section, an amount not less than $.05 for each

-1- HB 321
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barrel of taxable oil produced shall be paid by the state out of its 

royalties from the oil whenever payment by the state is required under 

the revenue sharing provisions of sec. 9 of the A l a s k a  Native Claims 

Settlement Act (P.L. 92-203, 85 Stat. 688, 43 U.S.C. 1601 et seq.) 

into the Alaska Native Fund, until all amounts paid in the fund equal 

$500,000,000.

Sec. 43.55.012. ADJUSTMENTS IN T A X  RATES. (a) The amounts set 

out in sec. 11(c) and sec. 16(c) of this chapter shall be increased or 

decreased by a percentage equal to the percentage of change in the 

Gross National Product Deflator published by Bureau of Economic Analysis 

of the United States Department of Commerce. Changes in tax rates 

will be computed based on changes in the Gross National Product Deflator 

from that of the First Quarter 1977 Gross National Product Deflator.

The department shall post the changes in the tax rates per odically 

and shall n otify every person producing oil w i t h i n  the state of the 

c h a n g e s .

(b) The cents-per-barrel amount set out in sec. 11(c) of this 

chapter as adjusted by (a) of this section applies to oil of 27 

degrees API gravity. For each degree of API gravity less than 27 

degrees the cents-per-barrel amount shall be reduced by $.005 and for 

each degree of API gravity greater than 27 degrees the cents-per- 

barrel amount shall be increased b y  $.005 except that oil above 40 

degrees API gravity shall be taxed as 40 degree oil. In applying the 

gravity adjustment under this subsection, fractional degrees of API 

gravity shall be disregarded.

Sec. 43.55.013. ECONOMIC LIMIT FACTOR. (a) The economic limit 

factor for oil production of a lease or property equals one minus the 

ratio of the monthly production rate at the economic limit to the 

production during the mo n t h  for which the tax is to be paid.
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(b) Before February 15 cf each year or w i thin six months after 

commencement of production for a lease or property, the department 

shall notify the taxpayer of the m o n thly production rate at the 

economic limit for each lease or property w i t h i n  the state for that 

year. The monthly production rate at the economic limit for a lease 

or property is presumed to be 100 barrels times the number of well- 

days for the lease or property during December of the preceding year, 

unless the taxpayer at a formal hearing under AS 43.05.240 provides 

clear and convincing evidence of a different m o n t h l y  production rate 

at the economic limit for the lease or property. The monthly p r o d u c­

tion rate at the economic limit for the lease or property based upon 

the clear and convincing evidence of the taxpayer shall be calculated 

by dividing the value determined under (d) of this section into the 

average m o n t h l y  direct operating cost determined under (c) of this 

section.

(c) The average monthly direct operating cost for oil production 

operations of the lease or property shall be determined based on a 

period of not less than four consecutive months. The direct operating 

costs include drilling supplies, fuel, routine maintenance, and wages 

and benefits of employees w o r king on the production operations. The 

direct operating costs do not include capital expenditures, tangible 

or intangible drilling expenses, costs of well w o r k o v e r s , costs for 

replacement or repairs (other than routine m a i n t e n a n c e ) , depreciation 

or amortization, taxes, insurance, overhead, money paid oi set aside 

(or booked as being paid or set aside) to cover the cost of terminating 

the oil production operations of the lease or property, or any other 

cost not directly related to the oil production operations of the 

lease or property.

(d) The value at the point of production of oil produced from
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the lease or property shall be determined on the basis of the a c q u i s i­

tion cost C.I.F. at West Coast refineries for imported oil of like 

quality, minus the reasonable cost of transportation between the point 

of production of the oil from the lease or property and those West 

Coast refineries.

(e) Before February 15 of each year or w i t h i n  six months after 

commencement of production for a lease or property the department 

shall n o t i f y  the producer of gas of the m o n thly production rate at the 

economic limit for each lease or property within the state for that 

year. The m o n t h l y  production rate at the economic limit for a lease 

or property shall be determined at a formal hearing under AS 43.05.240 

and must be established by clear and convincing evidence presented by 

the taxpayer at that hearing. The monthly production rate at the 

economic limit for the lease or property based upon the clear and 

convincing evidence of the taxpayer shall be calculated by dividing 

the value determined under (g) of this section into the average monthly 

direct operating cost determined under (f) of this section.

(f) The average monthly direct operating cost for gas production 

operations of the lease or property shall be determined based on a 

period of not less than four consecutive months. The direct operating 

costs include drilling supplies, fuel, routine maintenance, and wages 

and benefits of employees working on the production operations. The 

direct operating costs do not include capital expenditures, tangible 

or intangible drilling expenses, costs of well w o r k o v e r s , costs for 

replacement or repairs (other than routine m a i n t e n a n c e ) , depreciation 

or amortization, tf.xes, insurance, overhead, monies paid or set aside 

(or booked as being paid or set aside) to cover the cost of terminating 

the gas production operations of the lease or property, or any other 

cost not directly related to the gas production operations of the
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lease or property.

(g) The value at the point of p r o duction of gas produced from 

the lease or property shall be determined on the basis of the highest 

price paid for gas of like quality and pressure in the same field or 

some other field within 100 miles in the state.

(h) The department may aggregate two or more leases or properties 

(or portions of t h e m ) , for purposes of determining economic limit 

factors under this section and applying them to sec. 11 of this chapter, 

when economically interdependent oil or gas production operations are 

not confined to a single lease or property. The department may also 

segregate a lease or property into two or more parts, for purposes of 

determining economic limit factors under this section and applying 

them under sec. 11 of this chapter, whe n  two or more economically 

independent oil or gas production operations are being conducted on

i t .

(i) A  determination of the m o n thly production rate at the economic 

limit for a lease or property is retroactive to January 1 of the 

current year. For production of a lease or property commencing after 

January 1, the determination of the m o n t h l y  production rate at the 

economic limit for that lease or property made w ithin six months after 

the commencement of production is retroactive to the commencement of 

production.

Sec. 43.55.016. GAS PRODUCTION TAX. (a) There is levied upon 

the producer of gas a tax for all gas produced from each lease or 

property in the state, less any gas the ownership or right to wh i c h  is 

exempt from taxation. The tax is equal to either the percentage-of- 

value amount calculated under (b) of this section or the cents-per-Mcf 

amount calculated under (c) of this section, whichever is greater, 

m u l tiplied b y  the economic limit factor determined for gas production
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of the lease or property under sec. 13 of this chapter. If the amounts 

calculated under (b) and (c) of this section are equal, the amount 

calculated under (b) of this section shall be treated as if it were 

the greater for purposes of this section.

(b) The percentage-of-value amount equals 10 per cent of the

gross value at the point of production of the taxable gas produced

from the lease or property.

(c) The cents-per-Mcf amount equals $.064 per thousand cubic

feet of taxable gas produced from the lease or property as adjusted by

sec. 12 of this chapter.

Sec. 43.55.017. RELATION TO OT H E R  TAXES. (a) Except as provided 

in this chapter and in ch. 58 of this title, the taxes imposed by this

chapter are in place of all taxes now imposed by the state or any of

its municipalities, and neither the state nor a munici p a l i t y  m a y  

impose ? tax upon

(1) producing oil or gas leases;

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

(3) the value of intangible drilling and exploration

expenses.

(b) The taxes imposed by this chapter are in place of all taxes 

imposed by a municipality upon oil or gas in place or nonproducing oil 

or gas leases or properties.

(c) The taxes imposed by this chapter are not in place of the 

tax imposed by ch. 57 of this title or income taxes, franchise taxes 

or taxes upon the retail sale of oil or gas products.

Sec. 2. AS 43.55.020(a) is amended to read:

(a) The gross production tax on oil or gas shall be paid monthly. 

The tax is due on the 20th [LAST] day of each calendar month on oil or 

gas produced [REMOVED OR SOLD] from each lease or property during the



preceding month. If the tax is not paid before the end of the mo n t h  in 

which it becomes due, the tax becomes delinquent.

* Sec. 3. AS 43.55.020(e) is amended to read:

(e) Gas produced and used, except gas used in the operation of a 

lease or property in drilling for or producing oil or gas, or for 

repressuring, is considered, for the purpose of this chapter and in 

the amount used, as gas produced [REMOVED O R  SOLD] fro m  a lease or 

property. Gas flared under a permit granted by the Department of 

Natural Resources under AS 3 1 . 0 5 . 1 7 0 ( 1 1 ) (H) is considered as gas 

produced, except that it is subject to a tax equal to twice the tax 

computed under sec. 16 of this chapter as adjusted by sec. 12 of this 

chapter per thousand cubic feet of gas for the month in wh i c h  the gas 

was flared.

* Sec. 4. AS 43.55.030(a)(1) is amended to read:

(1) a description of the lease or property from which the 

oil or gas was produced [REMOVED O R  SOLD], by name, legal description, 

lease number or by accounting code numbers assigned to the department;

* Sec. 5. AS 43.55.030(a)(3) is amended to read:

(3) the gross amount of oil or gas pro d u c e d [REMOVED OR

SOLD] from the lease or property, and the percentage of the gross 

amount owned by each producer for w h o m  the tax is paid;

* Sec. 6. AS 43.55.030(a)(4) is amended to read:

(4) the total value of the oil or gas produced [REMOVED OR

SOLD] from the lease or property owned by each producer for w h o m  the

tax is paid; and

* Sec. 7. AS 43.55.140 is amended by adding n e w  paragraphs to read:

(12) "gross value at the point of production" means:

(A) for oil, the value of the oil at the point where it 

is metered or measured (by automatic custody transfer meter, tank
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gauge, or other method approved by the commissioner) in a condition 

of pipeline quality on the premises of the lease or property from 

which it is recovered; however, if the oil is not of pipeline 

quality when it is removed from the premises of the lease or 

property from which it is recovered, or if the oil recovered from 

a lease or property is not metered or measured (by automatic 

custody transfer meter, tank gauge, or other method approved by 

the commissioner) on the premises of the lease or property from 

which it is recovered, then the gross value at the point of 

production is the value of that oil at the off-premises location 

where the oil is first metered or measured (by automatic custody 

transfer meter, tank gauge, or other method approved by the 

commissioner) in a condition of pipeline quality;

(B) for gas recovered from or in association with oil, 

the value of the gas at the point where it is accurately metered 

or measured after separation from the oil; for gas run through a 

gas processing plant, the gross value at the point of production 

is the full consideration received by the producer for the gas if 

sold in an arm's length transaction or, in the absence of an 

arm's length transaction, is the sum of the value of the liquids 

extracted from the gas at the plant and the value of the residue 

gas, less a reasonable allowance for processing the gas at the 

plant and for transporting the gas to the plant from the premises 

upon which the oil production operation is conducted; and

(C) for gas not recovered from or in association with 

oil, the value of the gas at the point where it :Ls accurately 

metered or measured or the value of the gas at the point of sale, 

if any, on the premises of the lease or property from which the 

gas is recovered, whichever is the higher value; for gas run
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through a gas processing plant, the gross value at the point of 

production is the full consideration received by the producer for 

the gas if sold in an arm's length transaction or, in the absence 

of an arm's length transaction, is the sum of the value of the 

liquids extracted from the gas at the plant and the value of the 

residue gas, less a reasonable allowance for processing the gas 

at the plant and for transporting the gas to the plant from the 

point wh e r e  it was accurately metered or measured;

(13) "oil production operation" means the operation by 

which oil is recovered from a lease or property and rendered into oil 

of pipeline quality, and includes any gathering done before the oil is 

finally rendered into oil or pipeline quality;

(14) "pipeline quality" means good and m e r chantable c o n­

dition;

(15) "well days" means the number of days in wh i c h  a well 

is operating during a month.

* Sec. 8. AS 43.55.010, 43.55.015 and 43.55.140(10), and (11.) are 

r e p e a l e d .

* Sec. 9. This Act takes effect July 1, 1977 and applies to production 

during the month of July 1977 and succeeding months.
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I N  T H E  H O U S E  B Y  T H E  F I N A N C E  C O M M I T T E E

C S  F O R  H O U S E  B I L L  NO. 3 2 1  

I N  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A  

T E N T H  L E G I S L A T U R E  - F I R S T  S E S S I O N  

A  B I L L

F o r  a n  A c t  e n t i t l e d :  " A n  A c t  r e l a t i n g  t o  t h e  o i l  a n d  g a s  p r o p e r t i e s  p r o­

d u c t i o n  tax; a n d  p r o v i d i n g  f o r  a n  e f f e c t i v e  d a t e . "

B E  I T  E N A C T E D  B Y  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A :

*  S e c t i o n  1. A S  4 3 . 5 5  is a m e n d e d  b y  a d d i n g  n e w  s e c t i o n s  t o  r e a d :

Sec. 4 3 . 5 5 . 0 1 1 .  O I L  P R O D U C T I O N  TAX. (a) T h e r e  is l e v i e d  u p o n  t h e  

p r o d u c e r  o f  o i l  a  t a x  f o r  a l l  o i l  p r o d u c e d  f r o m  e a c h  l e a s e  o r  p r o p e r t y  

i n  t h e  state, l e s s  a n y  o i l  t h e  o w n e r s h i p  o r  r i g h t  t o  w h i c h  is e x e m p t  

f r o m  t a x a t i o n .  T h e  t a x  is e q u a l  to e i t h e r  t h e  p e r c e n t a g e - o f - v a l u e  

a m o u n t  c a l c u l a t e d  u n d e r  (b) o f  t h i s  s e c t i o n  o r  t h e  c e n t s - p e r - b a r r e l  

a m o u n t  c a l c u l a t e d  u n d e r  (c) o f  th i s  s e c t i o n ,  w h i c h e v e r  is g r e a t e r ,  

m u l t i p l i e d  b y  t h e  e c o n o m i c  l i m i t  f a c t o r  d e t e r m i n e d  f o r  t h e  o i l  p r o d u c­

t i o n  o f  t h e  l e a s e  o r  p r o p e r t y  u n d e r  sec. 1 3  o f  t h i s  c h a p t e r .  I f  t h e  

a m o u n t s  c a l c u l a t e d  u n d e r  (b) a n d  (c) o f  t h i s  s e c t i o n  a r e  e q u a l ,  the 

a m o u n t  c a l c u l a t e d  u n d e r  (b) o f  t h i s  s e c t i o n  s h a l l  b e  t r e a t e d  a s  i f  I t  

w e r e  t h e  g r e a t e r  f o r  p u r p o s e s  o f  t h i s  s e c t i o n .

(b) T h e  p e r c e n t a g e - o f - v a l u e  a m o u n t  e q u a l s  1 2 . 5  p e r  c e n t  o f  t h e  

g r o s s  v a l u e  a t  t h e  p o i n t  o f  p r o d u c t i o n  o f  t a x a b l e  o i l  p r o d u c e d  f r o m  t h e  

l e a s e  o r  p r o p e r t y .

(c) T h e  c e n t s - p e r - b a r r e l  a m o u n t  e q u a l s  $ . 9 4  p e r  b a r r e l  o f  t a x a b l e  

o i l  p r o d u c e d  f r o m  t h e  l e ^ s e  o r  p r o p e r t y ,  as a d j u s t e d  b y  sec. 1 2  o f  t h i s  

c h a p t e r .
' :*/ .. . . • ' • * ' . '• •

(d) W h e n  t h e  c e n t s - p e r - b a r r e l  a m o u n t  c a l c u l a t e d  u n d e r  (c) o f  t h i s

s e c t i o n  is g r e a t e r  t h a n  t h e  p e r c e n t a g e - o f - v a l u e  a m o u n t  c a l c u l a t e d  u n d e r  

(b) o f  t h i s  s e c t i o n ,  a n d  p a y m e n t  b y  t h e  s t a t e  to t h e  A l a s k a  N a t i v e  f u n d
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o u t  o f  t h e  s t a t e ' s  r o y a l t i e s  o n  t h a t  o i l  i s  r e q u i r e d  u n d e r  t h e  r e v e n u e  

s h a r i n g  p r o v i s i o n s  o f  sec. 9 o f  t h e  A l a s k a  N a t i v e  C l a i m s  S e t t l e m e n t  A c t  

(P.L. 9 2 - 203, 85  Stat. 688, 4 3  U . S . C .  1 6 0 1  e t  seq.), t h a t  p a y m e n t  s h a l l  

b e  n o t  l e s s  t h a n  $ . 0 5  f o r  e a c h  t a x a b l e  b a r r e l  o f  o i l  p r o d u c e d  u n t i l  a l l  

a m o u n t s  p a i d  i n  t h e  f u n d  e q u a l  $ 5 0 0 , 0 0 0 , 0 0 0 .

Sec. 4 3 . 5 5 . 0 1 2 .  A D J U S T M E N T S  I N  T A X  R A T E S ,  (a) T h e  a m o u n t s  s e t  

o u t  i n  sec. 11(c) a n d  sec. 1 6(c) o f  t h i s  c h a p t e r  s h a l l  b e  i n c r e a s e d  o r  

d e c r e a s e d  b y  a  p e r c e n t a g e  e q u a l  t o  t h e  p e r c e n t a g e  o f  c h a n g e  i n  «-he G r o s s  

N a t i o n a l  P r o d u c t  D e f l a t o r  p u b l i s h e d  b y  B u r e a u  o f  E c o n o m i c  A n a l y s i s  o f  

t h e  U n i t e d  S t a t e s  D e p a r t m e n t  o f  C o m m e r c e .  C h a n g e s  i n  t a x  r a t e s  w i l l  b e  

c o m p u t e d  b a s e d  o n  c h a n g e s  i n  t h e  G r o s s  N a t i o n a l  P r o d u c t  D e f l a t o r  f r o m  

t h a t  o f  t h e  F i r s t  Q u a r t e r  1 9 7 7  G r o s s  N a t i o n a l  P r o d u c t  D e f l a t o r .  T h e  

d e p a r t m e n t  s h a l l  p o s t  t h e  c h a n g e s  i n  t h e  t a x  r a t e s  p e r i o d i c a l l y  a n d  

s h a l l  n o t i f y  e v e r y  p e r s o n  p r o d u c i n g  o i l  w i t h i n  t h e  s t a t e  o f  t h e  c h a n g e s .

(b) T h e  c e n t s - p e r - b a r r e l  a m o u n t  s e t  o u t  i n  sec. 11(c) o f  t h i s  

c h a p t e r  as a d j u s t e d  b y  (a) o f  t h i s  s e c t i o n  a p p l i e s  t o  o i l  o f  27  d e g r e e s  

A P I  g r a v i t y .  F o r  e a c h  d e g r e e  o f  A P I  g r a v i t y  l e s s  t h a n  2 7  d e g r e e s  t h e  

c e n t s - p e r - b a r r e l  a m o u n t  s h a l l  b e  r e d u c e d  b y  $ . 0 0 5  a n d  f o r  e a c h  d e g r e e  o f  

A P I  g r a v i t y  g r e a t e r  t h a n  27 d e g r e e s  t h e  c e n t s - p e r - b a r r e l  a m o u n t  s h a l l  b e  

i n c r e a s e d  b y  $ . 0 0 5  e x c e p t  t h a t  o i l  a b o v e  4 0  d e g r e e s  A P I  g r a v i t y  s h a l l  b e  

t a x e d  a s  4 0  d e g r e e  oil. I n  a p p l y i n g  t h e  g r a v i t y  a d j u s t m e n t  u n d e r  t h i s  

s u b s e c t i o n ,  f r a c t i o n a l  d e g r e e s  o f  A P I  g r a v i t y  s h a l l  b e  d i s r e g a r d e d .

Sec. 4 3 . 5 5 . 0 1 3 .  E C O N O M I C  L I M I T  F A C T O R ,  (a) T h e  e c o n o m i c  l i m i t  

f a c t o r  f o r  o i l  p r o d u c t i o n  o f  a  l e a s e  o r  p r o p e r t y  e q u a l s

( 1 - [PEL/ T P ] )  e x p  ( ( 3 0 0  X  W D ] / P E L )  

w h e r e :  P E L  *» t h e  p r o d u c t i o n  r a t e  a t  t h e  e c o n o m i c  limit;

T P  «* t o t a l  p r o d u c t i o n  d u r i n g  t h e  m o n t h  f o r  w h i c h  t h e  t a x  

is t o  b e  p a i d ;

W D  «  t h e  t o t a l  n u m b e r  o f  w e l l  d a y s  i n  t h e  m o n t h  f o r  w h i c h
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t h e  t a x  i s  t o  b e  p a i d ;  a n d  

w h e r e  " e x p” i n d i c a t e s  t h a t  t h e  e x p r e s s i o n  f o l l o w i n g  i t  is a n  e x p o n e n t .

(b) T h e  e c o n o m i c  l i m i t  f a c t o r  f o r  g a s  p r o d u c t i o n  o f  a  l e a s e  o r  

p r o p e r t y  e q u a l s  o n e  m i n u s  t h e  r a t i o  o f  t h e  m o n t h l y  p r o d u c t i o n  r a t e  a t  

t h e  e c o n o m i c  l i m i t  t o  t h e  p r o d u c t i o n  d u r i n g  t h e  m o n t h  f o r  w h i c h  t h e  t a x

• •' • . ' ••• '., ' •' fit * j-’
is t o  b e  p a id.

(c) B e f o r e  F e b r u a r y  15 o f  e a c h  y e a r  o r  w i t h i n  s i x  m o n t h s  a f t e r  

c o m m e n c e m e n t  o f  p r o d u c t i o n  f o r  a  l e a s e  o r  p r o p e r t y ,  t h e  d e p a r t m e n t  s h a l l  

n o t i f y  t h e  t a x p a y e r  o f  t h e  m o n t h l y  p r o d u c t i o n  r a t e  a t  t h e  e c o n o m i c  l i m i t  

f o r  e a c h  l e a s e  o r  p r o p e r t y  w i t h i n  t h e  s t a t e  f o r  t h a t  y ear. T h e  m o n t h l y  

p r o d u c t i o n  r a t e  a t  t h e  e c o n o m i c  l i m i t  f o r  a  l e a s e  o r  p r o p e r t y  is p r e­

s u m e d  t o  b e  3 0 0  b a r r e l s  t i m e s  t h e  n u m b e r  o f  w e l l - d a y s  f o r  t h e  l e a s e  o r  

p r o p e r t y  d u r i n g  D e c e m b e r  o f  t h e  p r e c e d i n g  y e a r ,  u n l e s s  t h e  t a x p a y e r  a t  a  

f o r m a l  h e a r i n g  u n d e r  A S  4 3 . 0 5 . 2 4 0  p r o v i d e s  c l e a r  a n d  c o n v i n c i n g  e v i d e n c e  

o f  a  d i f f e r e n t  m o n t h l y  p r o d u c t i o n  r a t e  a t  t h e  e c o n o m i c  l i m i t  f o r  t h e  

l e a s e  o r  p r o p e r t y .  T h e  m o n t h l y  p r o d u c t i o n  r a t e  a t  t h e  e c o n o m i c  l i m i t  

f o r  t h e  l e a s e  o r  p r o p e r t y  b a s e d  u p o n  t h e  c l e a r  a n d  c o n v i n c i n g  e v i d e n c e  

o f  t h e  t a x p a y e r  s h a l l  b e  c a l c u l a t e d  b y  dividing; t h e  v a l u e  d e t e r m i n e d  

tinder (e) o f  th i s  s e c t i o n  i n t o  t h e  a v e r a g e  m o n t h l y  d i r e c t  o p e r a t i n g  c o s t  

d e t e r m i n e d  u n d e r  (d) o f  t h i s  s e c t i o n .

(d) T h e  a v e r a g e  m o n t h l y  d i r e c t  o p e r a t i n g  c o s t  f o r  o i l  p r o d u c t i o n  

o p e r a t i o n s  o f  t h e  l e a s e  o r  p r o p e r t y  s h a l l  b e  d e t e r m i n e d  b a s e d  o n  a  

p e r i o d  o f  n o t  l e s s  t h a n  f o u r  c o n s e c u t i v e  m o n t h s .  T h e  d i r e c t  o p e r a t i n g  

c o s t s  i n c l u d e  p r o d u c t i o n  s u p p l i e s ,  p u r c h a s e d  f u e l ,  r o u t i n e  m a i n t e n a n c e ,  

a n d  w a g e s  a n d  b e n e f i t s  o f  e m p l o y e e s  w o r k i n g  o n  t h e  p r o d u c t i o n  o p e r a­

tion s .  T h e  d i r e c t  o p e r a t i n g  c o s t s  d o  n o t  i n c l u d e  c a p i t a l  e x p e n d i t u r e s ,
/ ; • »\ ■. :s\• . ■ .. • • - • •; - : #.-V _ v . ■ • " .' ,  - - ' •
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t a n g i b l e  o r  i n t a n g i b l e  d r i l l i n g  e x p e n s e s ,  c o s t s  o f  w e l l  w o r k o v e r s ,  c o s t s  

f o r  r e p l a c e m e n t  o r  r e p a i r s  ( o t h e r  t h a n  r o u t i n e  m a i n t e n a n c e ) , d e p r e c i a -  

t i o n  o r  a m o r t i z a t i o n ,  taxes, i n s u r a n c e ,  o v e r h e a d ,  m o n e y  p a i d  o r  s e t
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a s i d e  (or b o o k e d  a s  b e i n g  p a i d  o r  s e t  a s i d e )  to  c o v e r  t h e  c o s t  o f  t e r­

m i n a t i n g  t h e  o i l  p r o d u c t i o n  o p e r a t i o n s  o f  t h e  l e a s e  o r  p r o p e r t y ,  o r  a n y  

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

l e a s e  o r  p r o p e r t y .

•V .• i / * V "■ • ' . »• ' •. * * ,. **• .. '■ <.

(e) T h e  v a l u e  a t  t h e  p o i n t  o f  p r o d u c t i o n  o f  o i l  p r o d u c e d  f r o m  the 

l e a s e  o r  p r o p e r t y  s h a l l  b e  d e t e r m i n e d  o n  t h e  b a s i s  o f  t h e  a c q u i s i t i o n  

c o s t  C . I . F .  a t  W e s t  Coast: r e f i n e r i e s  f o r  i m p o r t e d  o i l  o f  l i k e  q u a l i t y ,  

m i n u s  t h e  r e a s o n a b l e  c o s t  o f  t r a n s p o r t a t i o n  b e t w e e n  t h e  p o i n t  o f  p r o­

d u c t i o n  o f  t h e  o i l  f r o m  t h e  l e a s e  o r  p r o p e r t y  a n d  t h o s e  W e s t  C o a s t  

r e f i n e r i e s .

(f) B e f o r e  F e b r u a r y  15 o f  e a c h  y e a r  o r  w i t h i n  s i x  m o n t h s  a f t e r  

c o m m e n c e m e n t  o f  p r o d u c t i o n  f o r  a l e a s e  o r  p r o p e r t y  t h e  d e p a r t m e n t  s h a l l  

n o t i f y  t h e  p r o d u c e r  o f  g a s  o f  t h e  m o n t h l y  p r o d u c t i o n  r a t e  a t  t h e  e c o­

n o m i c  l i m i t  f o r  e a c h  l e a s e  o r  p r o p e r t y  w i t h i n  t h e  s t a t e  f o r  t h a t  y e a r .  

T h e  m o n t h l y  p r o d u c t i o n  r a t e  a t  t h e  e c o n o m i c  l i m i t  f o r  a  l e a s e  o r  p r o­

p e r t y  s h a l l  b e  d e t e r m i n e d  a t  a  f o r m a l  h e a r i n g  u n d e r  A S  4 3 . 0 5 . 2 4 0  a n d  

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

t a x p a y e r  a t  t h a t  h e a r i n g .  T h e  m o n t h l y  p r o d u c t i o n  r a t e  a t  t h e  e c o n o m i c  

l i m i t  f o r  t h e  l e a s e  o r  p r o p e r t y  b a s e d  u p o n  t h e  c l e a r  a n d  c o n v i n c i n g  

e v i d e n c e  o f  t h e  t a x p a y e r  s h a l l  b e  c a l c u l a t e d  b y  d i v i d i n g  t h e  v a l u e  

d e t e r m i n e d  u n d e r  (h) o f  t h i s  s e c t i o n  i n t o  t h e  a v e r a g e  m o n t h l y  d i r e c t
. . • • ‘ ’ r ’’* V ’ * • * ' . t ■

o p e r a t i n g  c o s t  d e t e r m i n e d  u n d e r  (g) o f  t h i s  s e c t i o n .

(g) T h e  a v e r a g e  m o n t h l y  d i r e c t  o p e r a t i n g  c o s t  f o r  g a s  p r o d u c t i o n  

o p e r a t i o n s  o f  t h e  l e a s e  o r  p r o p e r t y  s h a l l  h e  d e t e r m i n e d  b a s e d  o n  a
* * I > , I i f 4 . V • « . > •

> t, • ' ‘

p e r i o d  o f  n o t  l e s s  t h a n  f o u r  c o n s e c u t i v e  m o n t h s .  T h e  d i r e c t  o p e r a t i n g

■ i f-. .  • ■ i • \ Lh- , .  o .  • ■ ' ‘ • • ‘T s .. ‘

c o s t s  i n c l u d e  d r i l l i n g  s u p p l i e s ,  f uel, r o u t i n e  m a i n t e n a n c e ,  a n d  w a g e s  

a n d  b e n e f i t s  o f  e m p l o y e e s  w o r k i n g  ,on t h e  p r o d u c t i o n  o p e r a t i o n s .  T h e  

d i r e c t  o p e r a t i n g  c o s t s  d o  n o t  i n c l u d e  c a p i t a l  e x p e n d i t u r e s ,  t a n g i b l e  o r
* 'V. ■

i n t a n g i b l e  d r i l l i n g  e x p e n s e s ,  c o s t s  o f  w e l l  w o r k o v e r s ,  c o s t s  f o r  r e ­



p l a c e m e n t  o r  r e p a i r s  ( o t h e r  t h a n  r o u t i n e  m a i n t e n a n c e ) , d e p r e d a t i o n  or 

a m o r t i z a t i o n ,  taxes, i n s u r a n c e ,  o v e r h e a d ,  m o n i e s  p a i d  o r  s e t  a s i d e  (or 

h o o k e d  a s  b e i n g  p a i d  o r  s e t  a s i d e )  t o  c o v e r  t h e  c o s t  o f  t e r m i n a t i n g  the 

g a s  p r o d u c t i o n  o p e r a t i o n s  o f  t h e  l e a s e  o r  p r o p e r t y ,  o r  a n y  o t h e r  c o s t  

n o t  d i r e c t l y  r e l a t e d  t o  t h e  g a s  p r o d u c t i o n  o p e r a t i o n s  o f  t h e  l e a s e  o r  

p r o p e r t y *

(h) T h e  v a l u e  a t  t h e  p o i n t  o f  p r o d u c t i o n  o f  g a s  p r o d u c e d  f r o m  the 

l e a s e  o r  p r o p e r t y  s h a l l  b e  d e t e r m i n e d  o n  t h e  b a s i s  o f  t h e  h i g h e s t  p r i c e  

p a i d  f o r  g a s  o f  l i k e  q u a l i t y  a n d  p r e s s u r e  i n  t h e  s a m e  f i e l d  o r  s o m e  

o t h e r  f i e l d  w i t h i n  1 0 0  m i l e s  i n  t h e  state.

(i) T h e  d e p a r t m e n t  m a y  a g g r e g a t e  t w o  o r  m o r e  l e a s e s  o r  p r o p e r t i e s  

(or p o r t i o n s  o f  t h e m ) , f o r  p u r p o s e s  o f  d e t e r m i n i n g  e c o n o m i c  l i m i t  

f a c t o r s  u n d e r  t h i 3  s e c t i o n  a n d  a p p l y i n g  t h e m  to sec. 1 1  o f  t h i s  ch a p t e r ,  

w h e n  e c o n o m i c a l l y  i n t e r d e p e n d e n t  o i l  o r  g a s  p r o d u c t i o n  o p e r a t i o n s  a r e  

n o t  c o n f i n e d  to a  s i n g l e  l e a s e  o r  p r o p e r t y .  T h e  d e p a r t m e n t  m a y  a l s o  

s e g r e g a t e  a  l e a s e  o r  p r o p e r t y  i n t o  two o r  m o r e  p a r t s ,  f o r  p u r p o s e s  o f  

d e t e r m i n i n g  e c o n o m i c  l i m i t  f a c t o r s  u n d e r  t h i s  s e c t i o n  a n d  a p p l y i n g  t h e m  

u n d e r  sec, 1 1  o f  th i s  c h a p t e r ,  w h e n  two o r  m o r e  e c o n o m i c a l l y  i n d e p e n d e n t  

o i l  o r  g a s  p r o d u c t i o n  o p e r a t i o n s  a r e  b e i n g  c o n d u c t e d  o n  it.

(j) A  d e t e r m i n a t i o n  o f  t h e  m o n t h l y  p r o d u c t i o n  r a t e  a t  t h e  e c o n o m i c  

l i m i t  f o r  a  l e a s e  o r  p r o p e r t y  i s  r e t r o a c t i v e  to J a n u a r y  1 o f  t h e  c u r r e n t  

year. F o r  p r o d u c t i o n  o f  a l e a s e  o r  p r o p e r t y  c o m m e n c i n g  a f t e r  J a n u a r y  1, 

t h e  d e t e r m i n a t i o n  o f  t h e  m o n t h l y  p r o d u c t i o n  r a t e  a t  t h e  e c o n o m i c  l i m i t  

f o r  t h a t  l e a s e  o r  p r o p e r t y  m a d e  w i t h i n  s i x  m o n t h s  a f t e r  t h e  c o m m e n c e m e n t  

o f  p r o d u c t i o n  is r e t r o a c t i v e  to t h e  c o m m e n c e m e n t  o f  p r o d u c t i o n .

Sec. 4 3 . 5 5 . 0 1 6 .  G A S  P R O D U C T I O N  TAX. (a) T h e r e  i s  l e v i e d  u p o n  the 

p r o d u c e r  o f  g a s  a  t a x  f o r  a l l  g a s  p r o d u c e d  f r o m  e a c h  l e a s e  o r  p r o p e r t y  

in  t h e  s t a t e ,  l e s s  a n y  g a s  t h e  o w n e r s h i p  o r  r i g h t  to w h i c h  i s  e x e m p t  

f r o m  t a x a t i o n .  T h e  t a x  is e q u a l  t o  e i t h e r  t h e  p e r c e n t a g e - o f - v a l u e
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a m o u n t  c a l c u l a t e d  u n d e r  (b) o f  th i s  s e c t i o n  o r  t h e  c e n t s - p e r - M c f  a m o u n t  

c a l c u l a t e d  u n d e r  (c) o f  t h i s  se c t i o n ,  w h i c h e v e r  i s  g r e a t e r ,  m u l t i p l i e d

o r  p r o p e r t y  u n d e r  see. 13 o f  t h i s  c h a p t e r .  I f  t h e  a m o u n t s  c a l c u l a t e d  

u n d e r  (b) a n d  (c) o f  t h i s  s e c t i o n  a r e  e q u a l ,  t h e  a m o u n t  c a l c u l a t e d  u n d e r  

(b) o f  t h i s  s e c t i o n  s h a l l  b e  t r e a t e d  a s  i f  i t  w e r e  the g r e a t e r  f o r  

p u r p o s e s  o f  t h i s  s e c t i o n .

(b) T h e  p e r c e n t a g e - o f - v a l u e  a m o u n t  e q u a l s  1 0  p e r  c e n t  o f  t h e  g r o s s  

v a l u e  a t  t h e  p o i n t  o f  p r o d u c t i o n  o f  t h e  t a x a b l e  g a s  p r o d u c e d  f r o m  t h e  

l e a s e  o r  p r o p e r t y .

(c) T h e  c e n t s - p e r - M c f  a m o u n t  e q u a l s  $ . 0 6 4  p e r  t h o u s a n d  c u b i c  f e e t  

o f  t a x a b l e  g a s  p r o d u c e d  f r o m  t h e  l e a s e  o r  p r o p e r t y  as  a d j u s t e d  b y  sec.

1 2  o f  th i s  c h a p t e r .

Sec. 4 3 . 5 5 . 0 1 7 .  R E L A T I O N  T O  O T H E R  T A X E S ,  (a) E x c e p t  a s  p r o v i d e d  

i n  t h i s  c h a p t e r  a n d  i n  ch. 5 3  o f  t h i s  title, t h e  t a x e s  i m p o s e d  b y  t h i s  

c h a p t e r  a r e  i n  p l a c e  o f  a l l  t a x e s  n o w  i m p o s e d  b y  t h e  s t a t e  o r  a n y  o f  i t s  

m u n i c i p a l i t i e s ,  a n d  n e i t h e r  the s t a t e  n o r  a  m u n i c i p a l i t y  m a y  i m p o s e  a  

t a x  u p o n

(b) T h e  t a x e s  i m p o s e d  b y  th i s  c h a p t e r  a r e  i n  p l a c e  o f  a l l  t a x e s  

I m p o s e d  b y  a  m u n i c i p a l i t y  u p o n  o i l  o r  g a s  i n  p l a c e  o r  n o u p r o d u c i n g  o i l  

o r  g a s  l e a s e s  o r  p r o p e r t i e s .

(c) T h e  t a x e s  i m p o s e d  b y  t h i s  c h a p t e r  a r e  n o t  i n  p l a c e  o f  t h e  t a x  

i m p o s e d  b y  ch. 5 7  o f  th i s  t i t l e  o r  i n c o m e  taxes, f r a n c h i s e  t a x e s  o r  

t a x e s  u p o n  t h e  r e t a i l  s a l e  o f  o i l  o r  g a s  p r o d u c t s .

*  Se c .  2. A S  4 3 . 5 5 . 0 2 0 ( a )  is a m e n d e d  to r e a d :

C S H B  3 2 1  -6-

b y  t h e  e c o n o m i c  l i m i t  f a c t o r  d e t e r m i n e d  f o r  g a s  p r o d u c t i o n  o f  t h e  l e a s e

(1) p r o d u c i n g  o i l  o r  g a s  leases;

(2) o i l  o r  g a s  p r o d u c e d  o r  e x t r a c t e d  i n  the state;

(3) t h e  v a l u e  o f  i n t a n g i b l e  d r i l l i n g  a n d  e x p l o r a t i o n  e x p e n -
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(a) T h e  g r o s s  p r o d u c t i o n  t a r  o n  o i l  o r  g a s  s h a l l  b e  p a i d  m o n t h l y .  

T h e  t a x  is  d u e  o n  t h e  2 0 t h  [LAST] d a y  o f  e a c h  c a l e n d a r  m o n t h  o n  o i l  o r  

g a s  p r o d u c e d  [ R E M O V E D  O R  SOLD] f r o m  e a c h  l e a s e  o r  p r o p e r t y  d u r i n g  t h e  

p r e c e d i n g  m o n t h .  If  t h e  t a x  i s  n o t  p a i d  b e f o r e  t h e  e n d  o f  t h e  m o n t h  i n  

w h i c h  i t  b e c o m e s  due, t h e  t a x  b e c o m e s  d e l i n q u e n t .

Sec. 3. A S  4 3 . 5 5 . 0 2 0 ( e )  is a m e n d e d  to  r e ad:

(e) G a s  p r o d u c e d  a n d  u sed, e x c e p t  g a s  u s e d  i n  t h e  o p e r a t i o n  o f  a 

l e a s e  o r  p r o p e r t y  i n  d r i l l i n g  f o r  o r  p r o d u c i n g  o i l  o r  gas, or  f o r  

r e p r e s s u r l n g ,  i s  c o n s i d e r e d ,  f o r  t h e  p u r p o s e  o f  this c h a p t e r  a n d  i n  t h e  

a m o u n t  u s e d ,  as g a s  p r o d u c e d  [ R E M O V E D  O R  S O LD] f r o m  a  l e a s e  o r  p r o p e r t y .  

G a s  f l a r e d  u n d e r  a  p e r m i t  g r a n t e d  b y  t h e  D e p a r t m e n t  o f  N a t u r a l  R e s o u r c e s  

u n d e r  A S  3 1 . 0 5 . 1 7 0 ( 1 1 ) (H) is c o n s i d e r e d  as  g a s  p r o d u c e d ,  e x c e p t  t h a t  i t  

is s u b j e c t  t o  a  t a x  e q u a l  to t w i c e  t h e  t a x  c o m p u t e d  u n d e r  sec. 16 o f  

t h i s  c h a p t e r  as a d j u s t e d  b y  sec. 12 o f  th i s  c h a p t e r  p e r  t h o u s a n d  c u b i c  

f e e t  o f  g a s  f o r  t h e  m o n t h  i n  w h i c h  t h e  g a s  w a s  f l a r e d .

Sec. 4. A S  4 3 . 5 5 . 0 3 0 ( a ) ( 1 )  i s  a m e n d e d  to read:

(1) a  d e s c r i p t i o n  o f  t h e  l e a s e  o r  p r o p e r t y  f r o m  w h i c h  t h e  o i l  

o r  g a s  w a s  p r o d u c e d  [ R E M O V E D  O R  SO L D ] ,  b y  n a m e ,  l e g a l  d e s c r i p t i o n ,  l e a s e  

n u m b e r  o r  b y  a c c o u n t i n g  c o d e  n u m b e r s  a s s i g n e d  b y  t h e  d e p a r t m e n t ;

Sec. 5. A S  4 3 . 5 5 . 0 3 0 ( a ) ( 3 )  is a m e n d e d  to r e a d :

(3) t h e  g r o s s  a m o u n t  o f  o i l  o r  g a s  p r o d u c e d  [ R E M O V E D  O R  SOLD]

f r o m  t h e  l e a s e  o r  p r o p e r t y ,  a n d  t h e  p e r c e n t a g e  o f  the g r o s s  a m o u n t  o w n e d

b y  e a c h  p r o d u c e r  f o r  w h o m  t h e  t a x  is p aid;

Sec. 6. A S  4 3 . 5 5 . 0 3 0 ( a ) ( 4 )  is a m e n d e d  to r e a d :

(4) t h e  t o t a l  v a l u e  o f  t h e  o i l  o r  g a s  p r o d u c e d  [ R E M O V E D  O R

S O L D ]  f r o m  t h e  l e a s e  o r  p r o p e r t y  o w n e d  b y  e a c h  p r o d u c e r  f o r  w h o m  t h e  tax

is p a i d ;  a n d

Sec. 7. A S  4 3 . 5 5 . 1 4 0  is a m e n d e d  b y  a d d i n g  n e w  p a r a g r a p h s  to read:

(12) " g r o s s  v a l u e  a t  t h e  p o i n t  o f  p r o d u c t i o n "  m e a n s

- 7- C S H B  321
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i f  a n y ,  o n  t h e  p r e m i s e s  o f  t h e  l e a s e  o r  p r o p e r t y  f r o m  w h i c h  t h e  g a s  

i s  r e c o v e r e d ,  w h i c h e v e r  i s  t h e  h i g h e r  v a l u e ;  f o r  g a s  r u n  t h r o u g h  a
■ v ■ ... '

g a s  p r o c e s s i n g  p l a n t ,  t h e  g r o s s  v a l u e  a t  t h e  p o i n t  o f  p r o d u c t i o n  is 

t h e  f u l l  c o n s i d e r a t i o n  r e c e i v e d  b y  t h e  p r o d u c e r  f o r  t h e  g a s  i f  s o l d  

i n  a n  a r m ' s  l e n g t h  t r a n s a c t i o n  or, i n  t h e  a b s e n c e  o f  a n  a r m ' s  

l e n g t h  t r a n s a c t i o n ,  is  t h e  s u m  o f  t h e  v a l u e  o f  t h e  l i q u i d s  e x­

t r a c t e d  f r o m  t h e  g a s  a t  t h e  p l a n t  a n d  t h e  v a l u e  o f  t h e  r e s i d u e  gas, 

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

f o r  t r a n s p o r t i n g  t h e  g a s  to  t h e  p l a n t  f r o m  t h e  p o i n t  w h e r e  i t  w a s  

a c c u r a t e l y  m e t e r e d  o r  m e a s u r e d ;

(13) " o i l  p r o d u c t i o n  o p e r a t i o n "  m e a n s  t h e  o p e r a t i o n  b y  w h i c h
* ' ■ ; 1 ' ' • ■ A

o i l  i s  r e c o v e r e d  f r o m  a  l e a s e  o r  p r o p e r t y  a n d  r e n d e r e d  i n t o  o i l  o f  

p i p e l i n e  q u a l i t y ,  a n d  i n c l u d e s  a n y  g a t h e r i n g  d o n e  b e f o r e  t h e  o i l  is 

f i n a l l y  r e n d e r e d  i n t o  o i l  o r  p i p e l i n e  q u a l i t y ;

(14) " p i p e l i n e  q u a l i t y "  m e a n s  g o o d  a n d  m e r c h a n t a b l e  c o n d i­

tion;

(15) " w e l l  d a y s "  m e a n s  t h e  n u m b e r  o f  d a y s  i n  w h i c h  a  w e l l  is 

o p e r a t i n g  d u r i n g  a  mo n t h .

*  Sec. 8. A S  4 3 . 5 5 . 0 1 0 ,  4 3 . 5 5 . 0 1 5  a n d  4 3 . 5 5 . 1 4 0 ( 1 0 )  a n d  (11) a r e  r e­

pea l e d .  y .

*  Sec. 9* T h i s  A c t  t a k e s  e f f e c t  J u l y  1, 1 9 7 7  a n d  a p p l i e s  t o  p r o d u c t i o n  

d u r i n g  t h e  m o n t h  o f  J u l y  1 9 7 7  a n d  s u c c e e d i n g  m o n t h s .

•V •
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I, the undersigned, an employee of the State of Alaska, do hereby certify 
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C O M M I T T E E  R E P O R T

4/5/77 H O U S E

  ■ / ")  D a t e

Mr. Speaker:

The Comm ittee on ____________^T}iAsr,3>v,__________________  has h a d_______;jR y ) 2______

under consideration. A majority of the m e m b e r s  o f  the Committee

/ ~7  recomm e n d s  it do pass 

o  recommends  it do not pass

/ / r ecommen ds it do pass wit h att ached amendment(s)
— . / i •* 3 { • ^

/ ~ 7  recommends it be r e p laced with CS for ______"/.'.■ Q ■ _________ and that

CS for  ' -/ / .• 7 ’ j do pass

/_/ (and) recommends it be r eferred to the _____________________________________

committee

/ ~ 7  reports it back without r e c o m m e n d a t i o n  

/ / AND attaches a report o f  its intent

/ ~ 7  (other) ______________________________________________________________________________

MEMBERS S I G N I N G  THE MAJOR I T Y  REPORT:

I • P  1 
“ ~  7 t

>v --y ■/ i M A - i s *  "■')_________ __________________________________ _________________________________

/
/ ■ a .. . . . .

MEMBERS N O T  CONCURR ING IN THE M A J ORITY REPORT:

). ]______________________  recommends: .• : ■{ ■ C .

/  •,   recommends: 7  ■ *  ■*'

A O  recommends: '.!( \

C h a i r m a n



HOUSE JOURNAL

F I N A N C E  C O M M I T T E E  C H A I R M A N ' S  R E P O R T  

F O R

C O M M I T T E E  S U B S T I T U T E  

F O R

H O U S E  B I L L  NO. 322

J
T h e  H o u s e  F i n a n c e  C o m m i t t e e  r e p o r t s  out CS11B 322, a n  o i l  and gas 

c o r p o r a t e  f r a n c h i s e  tax, w h i c h  i n c l u d e s  a s  a d d i t i o n s  to the o r i g i n a l  

bill, H B  322, the f o l l o w i n g  p r o v i s i o n s :

1. A  r e q u i r e m e n t  that the tax be p a i d  e v e n  t h o u g h  it be 

c h a l l e n g e d  b e f o r e  the d e p a r t m e n t  o r  u n d e r  a p p e a l  in th e  c o u r t s  

(Sec. 4 3 . 2 1 . 0 6 0 ( 1 ) ) ;  and

2. R e l i e f  for the t a x p a y e r  if the L a x p a y e r  can e s t a b l i s h  

that it is b e i n g  taxed on m o r e  t han 1 0 0 %  o f  its net i n c o m e  

(Sec. A3.2 1 . 0 6 5 ) .

Th e  o r i g i n a l  bill, HB 322, in the m a i n  a d d r e s s e s  two b a s i c  

d e f i c i e n c i e s  w i t h  the c o r p o r a t e  i n c o m e  ta x  as it r e l a t e s  to o il a nd 

g a s  c o r p o r a t i o n s .

T h e  first p r o b l e m  is the e r o d e d  f e d e r a l  t ax base. Th e  d e p a r t­

m e n t  found that the f e d e r a l  c o r p o r a t e  tax b a s e  w h i c h  A l a s k a  ha s  

a d o p t e d  ha s  b e e n  s u b s t a n t i a l l y  e r o d e d  b y  s p e c i a l  e x e m p t i o n s ,  d e d u c t i o n s ,  

c r e d i t s  and o t h e r  a c c o u n t i n g  dev i c e s .  T h e  r e s u l t  has been, a c c o r d i n g  

to Dr. M i l t o n  L i p t o n  of W a l t e r  L evy A s s o c i a t e s ,  that o i l  a nd gas 

c o r p o r a t i o n s  p ay a n  e f f e c t i v e  tax r a t e  of a b o u t  2.5.v i n s t e a d  of the 

s t a t u t o r y  9.4%. A c c o r d i n g l y  the b i l l  w o u l d  e n a c t  a s e p a r a t e  

f r a n c h i s e  tax o n  a c o r p o r a t i o n ' s  " b o o k  i n c o m e . "  T his is the net

jecuxiti-es-ancLL^cjiflngc.-Conuaissioiw— Thio-.would̂ aXiiaiaartP-..a,1X..r.hp 
s p e c i a l  C o n g r e s s ional tax p r o v is^pnc.

In addit i o n ,  the d e p a r t m e n t  fo u n d  that the p r e s e n t  a p p o r t i o n m e n t  

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

i n  the state, but not in the c ase of the o i l  and gas i n d u s t r y .  In 

p a r t i c u l a r ,  the v a l u e  of N o r t h  S l o p e  p r o d u c t i o n  is n o t  in p r o p o r t i o n 

to the A l n s ^ i i L P X Q j ^ y ^ - . S . a i e jajlan4 ..payrolls of the c o m p a n i e s .

a n

e x t r a c t i o n  f a c t o r  w h i c h  wil,], ,fti v e ,w.eiftht s p e c i f i c a l l y  to ol 1 an d  gas 

p r o d u c t i o n  ’activ i t y ,  ”

One of the a d v a n t a g e s  of this f r a n c h i s e  tax is t hat it w i l l  take 

i n t o  a c c o u n t  e l e m e n t s  of prope r t y ,  p a y r o l l ,  and e x t r a c t i o n  l o c a t e d  

o n  the. O u t e r  C o n t i n e n t a l  Shelf. T h e  C o m m i t t e e  b e l i e v e s  that the 

p r o p o s a l  comes w i t h i n  the l i m i t s  of the s t a t e ' s  t a x i n g  p o w e r s  gi v e n  

the imp a c t  of these OCS a c t i v i t i e s  o n  A l a s k a n  c o a s t a l  c o m m u n i t i e s .

S t e v e  C o w p e r



M a r c h  8, 1 9 7 7

T h e  H o n o r a b l e  Ilngh M a l o n e  
S p e a k e r  o f  t h e  H o u s e  
A l a s k a  S t a t e  L e g i s l a t u r e  
J u n e a u ,  A l a s k a  9 9 8 1 1

D e a r  Mr. S p e a k e r :

U n d e r  t h e  a u t h o r i t y  o f  art. Ill, sec. 18 o f  t h e  A l a s k a  
C o n s t i t u t i o n ,  a n d  in a c c o r d a n c e  w i t h  A S  2 4 . 5 0 . 0 6 0 ( b )  
a n d  t h e  U n i f o r m  R u l e s  o f  t h e  A l a s k a  S t a t e  L e g i s l a t u r e ,
I a m  t r a n s m i t t i n g  a  b i l l  e s t a b l i s h i n g  a n  o i l  a n d  g a s  
c o r p o r a t e  f r a n c h i s e  tax.

T h e  D e p a r t m e n t  o f  R e v e n u e ,  in i t s  o i l  a n d  g a s  t a x  
s t u d y ,  f o u n d  t w o  b a s i c  d e f i c i e n c i e s  w i t h  t h e  c o r p o r a t e  
i n c o m e  t a x  a s  it r e l a t e s  t o  o i l  a n d  gar. c o r p o r a t i o n s .  
T h i s  b i l l  w o u l d  c o r r e c t  t h o s e  d e f i c i e n c i e s .

T h e  f i r s t  p r o b l e m  is t h e  e r o d e d  f e d e r a l  t a x  b a s e .  T h e  
d e p a r t m e n t  f o u n d  t h a t  t h e  f e d e r a l  c o r p o r a t e  t a x  b a s e  
w h i c h  7il a s k a  h a s  a d o p t e d  h a s  b e e n  s u b s t a n t i a l l y  e r o d e d  
b y  s p e c i a l  e x e m p t i o n s ,  d e d u c t i o n s ,  c r e d i t s  a n d  o t h e r  
a c c o u n t i n g  d e v i c e s .  T h e  r e s u l t  h a s  b e e n  t h a t  o i l  a n d  
g a s  c o r p o r a t i o n s  p a y  a n  e f f e c t i v e  t a x  r a t e  m u c h  s m a l l e r  
t h a n  t h e  s t a t u t o r y  48 p e r c e n t .  A c c o r d i n g l y ,  t h e  b i l l  
w o u l d  e n a c t  a  s e p a r a t e  f r a n c h i s e  t a x  o n  a c o r p o r a t i o n ’s 
" b o o k  i n c o m e . "  " L o o k  i n c o m e "  i s  t h e  n e t  i n c o m e  w h i c h  
t h e  c o r p o r a t i o n  r e p o r t s  t o  its s t o c k h o l d e r s .  T h i s  
w o u l d  e l i m i n a t e  a l l  t h e  B p e c i a l  C o n g r e s s i o n a l  t a x  
p r o v i s i o n s .

I n  a d d i t i o n ,  t h e  d e p a r t m e n t  f o u n d  t h a t  t h e  p r e s e n t  
a p p o r t i o n m e n t  f o r m u l a  d o c s  n o t  f u l l y  r e p r e s e n t  t h e  o i l  
a n d  g a s  c o r p o r a t e  a c t i v i t y  in t h e  stiite. T h e  p r e s e n t  
f o r m u l a  o f  p r o p e r t y ,  p a y r o l l ,  a n d  s a l e s  g e n e r a l l y  
m e a s u r e s  corporate: b u s i n e s s  a c t i v i t y  in t h e  s t a t e .  F o r  
n a t u r a l  r e s o u r c e  c o m p a n i e s ,  h o w e v e r ,  it d o e s  n o t .  H o  
r e f l e c t i o n  i n  t h e  p r e s e n t  f o r m u l a  i s  m a d e  f o r  t h e
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s c a r c i t y  v a l u e  o f  t h e  o i l  a n d  g a a  p r o d u c e d .  A c c o r d ­
i n g l y ,  t h e  b i l l  w i l l  s u b s t i t u t e  f o r  t h e  p r e s e n t  s a l e s  
f a c t o r  a n  e x t r a c t i o n  f a c t o r  w h i c h  w i l l  g i v e  v / e i g h t  
s p e c i f i c a l l y  t o  o i l  a n d  g a a  p r o d u c t i o n  a c t i v i t y .

O n e  o f  t h e  a d v a n t a g e s  o f  t h i s  f r a n c h i s e  t a x  i s  t h a t  i t  
v / i l l  t a k e  i n t o  a c c o u n t  e l e m e n t s  o f  p r o p e r t y ,  p a y r o l l ,  
a n d  e x t r a c t i o n  l o c a t e d  o n  t h e  C u t e r  C o n t i n e n t a l  S h e l f  
w h i c h  c a u s e s  a  r e s u l t i n g  i m p a c t  o n  t h e  a d j o i n i n g  s t a t e .  
T h u 3  p r o p e r t y ,  p a y r o l l ,  a n d  e x t r a c t i o n  n o t  l o c a t e d  i n  
a n y  s t a t e  b u t  w h i c h  a r e  l o c a t e d  o f f  t h e  s h o r e s  o f  a n  
a d j o i n i n g  s t a t e  w h i c h  i s  i m p a c t e d  b y  t h e  o i l  a n d  g a s  
p r o d u c t i o n  a c t i v i t y  w i l l  b e  a l l o c a t e d  t o  t h a t  s t a t e  
s u f f e r i n g  t h e  i m p a c t .  A l t h o u g h  t h i s  l a t t e r  p r o v i s i o n  
m a y  r a i s e  s o m e  c o n s t i t u t i o n a l  l a v ;  q u e s t i o n s ,  w o  b e l i e v e  
t h a t  t h e  p r o p o s a l  c o m e s  w i t h i n  t h e  l i m i t s  o f  t h e  s t a t e ’ s  
t a x i n g  p o w e r s  g i v e n  t h e  i m p a c t  o n  t h e  c o a s t a l  c o m ­
m u n i t i e s  o f  o u r  s t a t e  o f  t h e s e  O C S  a c t i v i t i e s .

S i n c e r e l y ,

J a y  S .  H a m m o n d  
G o v e r n o r
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BY T H E  FINANCE COMMITTEE

CS FOR HOUSE BILL NO. 322 

IN THE LEGISLATURE OF THE STATE OF A L A S K A  

T ENTH LEGISLATURE - FIRST SESSION 

A BILL

For an Act entitled: "An Act establishing an oil and gas corporate franchise J
I!

tax; and providing for an effective date."

■ BE IT ENACTED BY THE L EGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 43 is amended by adding a now chapter to read:

CHAPTER 21. O IL A N D  GAS CORPORATE 

FRANCHISE TAX.

Sec. 43.21.010. LEGISLATIVE FINDINGS AND PURPOSE. (a) The
J

legislatur'1 finds that Alaska has large deposits of nonronev/able r e­

sources of oil and gas which belong to the citizens of the state. 

Therefore, it is incumbent upon the state to provide an equitable 

taxing system to he applied to corporations engaged in I he e x t r a c t i o n , 

transportation, and refining of this w ealth from the state. In a d d i­

tion, it is important that: the tax system lie designed to return to the 

state L a x  revenues measured by the income generated by these resources 

and activities. Accordingly, the taxing fprnmJ a must fairly reflect: I hr 

business activities in the state by those corporations extracting, 

transporting, and refining these nourenewable resources.

(b) The legislature finds that., as a general rule, the tlvree- 

factor formula set out in AS 43.19.010, A r t icle IV, fairly measures the 

income-producing activity of corporations doing business both in and 

outside the state. With regard, however, to the extraction, transporta- 

:•/1; tion, and refining of oil and gas, the legislature finds that the uni-
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form formula does not fully reflect corporate income-producing activity j 

in the state. The legislature finch; that the income from the extrac-
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tion, transportation, and refining of oil and gas should be allocated 

and apportioned by a separate state formula just as financial i n s t i­

tutions and public utilities arc under the provisions of AS A3.19.010, 

Article IV.

(c) Although the legislature is mindful of the importance and 

the advantages of uniformity which the formula in AS A3.19.010,

Article IV, represents, the legislature also recognix.es its r e s p o n s i­

bility to provide an apportionment formula which fairly represents a 

taxpayer's business activity in t:lie state. Accordingly, the legislature 

has struck a balance b e t w e e n  the u n i f o r m  formula in AS A3.19.010,

Article IV, and a direct m e a sure of oil and gas extracted in the 

state by the substitution of a factor ba s e d  upon units of extraction, 

which will more fairly indicate the taxpayer's income attributable, to 

its business activity in the state.

(d) The legislature is concerned about the possibility of a 

corporation's income not being, attributable to any specific state, as 

when property, payroll, and extraction are present in a location where 

the corporation is not subject to state taxation. In such cases, some 

portion of the income of the corporation would escape taxation by all 

states even though a state may have bee n  impacted by that corporation's 

business activity and has given services and protection for which i.L 

is entitled to ask for compensation. The legislature finds that the 

apportionment formula in AS A3.19.010, Article IV, is deficient in 

this respect for corporations engaged in the extraction, transportation, 

and refining of oil. and gas. Specifically, the legislature finds that 

income generated from activities taking place on the outer continental 

shelf should not escape state taxation entirely but should lie taxed by 

the state which has made contributions of services and protection to 

those corporations as a result of those activities taking place off

I C S I I B  3 2 2  -2-
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its shores. The legislature finds that the state is currently adversely 

impacted by activities occurring on the outer continental shelf off 

the state's shores. The state has given and will continue to give 

those corporations engaged .in those activities hospital services, 

educational services, police protection, regulatory protection, and 

access to its courts, as well as many other services and protections. 

Accordingly, the legislature finds that it is entitled to ask for 

compensation for these services and protections. The return which the 

state asks is the inclusion of property, payroll, and extraction units 

not occurring in any state but which are directly serviced from a 

base of operations in the state.

Sec. 4 3 . 2 1 . 0 2 0 .  PRIVILEGE TAX IMPOSED. A tax is hereby imposed 

for each tax year on the privilege of engaging in business, exercising 

a corporate franchise, doing business in corporate form, employing 

capital, labor, or property, or maintaining an office, place of business 

or base of operations in Alaska of every corporation which lias ordinary 

gross receipts during the tax year in excess of $ 2 1 3 0 , 0 0 0 , 0 0 0  (or which 

is a member of a unitary business with combined ordinary gross receipts 

in excess of $ 2 3 0 , 0 0 0 , 0 0 0 ) ,  more than 5 0  per cent of which is derived 

from production, transportation, refining, manufacturing, processing, 

distribution, or retail sale of oil or gas or products derived from 

oil or gas. The tax imposed by this chapter is measured by the net 

income of the corporation and is determined at the rate imposed under 

AS A 3 .20.Oil(e)• The tax imposed under this chapter is in place of 

the tax imposed under AS A 3 . 2 0 .

Sec. A3.21.030. "MET INCOME" DEFINED. (a) Net income for the 

purposes of this chapter is the higher of taxable income (as the term 

is used in AS A3.20.01.1.(e)) or the net income determined and certified 

by an independent certified public accountant for the purposes of a

-3- CS11I5 322
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i-eport to shareholders covering its earnings and profits for the
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taxable year •''wi thou L regard to any taxes on, or meas u r e d  by, net 

income.

(b) The department shall provide by regulation for the d e t e r m i n a­

tion of net income in circumstances where the income statement d e t e r­

mined and certified to shareholders docs not truly reflect the c o r p o r a­

tion's n et income. Those circumstances include but are not limited to 

situations in which a qualified or disclaimed opinion is given by an 

independent accountant on the corporation's net income, the net income 

report does not meet standards promulgated by the Securities and 

Exchange Commission, a change in accounting method, o the income 

statement is not prepared in accordance with generally accepted a c c o u n t­

ing principles.

See. 43. 21. 040. "ORDINARY CROSS RECEIPTS" D E F I N E D . The term 

"ordinary gross receipts" means total gross receipts, except that 

there shall be excluded:

(1) all gains and losses from the sale or other disposition 

of capita] assets, and

(2) all gains and losses from the sale or other disposition 

of property of a character described in sec. 1231(b) of the Interna] 

Revenue Code (determined w i t hout regard to holding p e r i o d ) .

Sec. 43.21.050. A P P O RTIONMENT OF NET I N C O M E . (a) A corporation

subject to this tax w hich is taxable both in and outside the state 

shall apportion its entire unitary business net income to Alaska by a 

fraction the numerator oC which is the property factor plus the payroll 

factor plus the extraction factor and the denominator of which is 

three. Under regulations adopted by the department, the property 

factor and the payroll factor shall be determined in accordance wi t h  

Articl e IV oJ: AS 43,19.010 and wi t h  AS 4 3. 20.071 ,* except as otherwise.
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(b) Compensation earned by employees who arc not employed in any 

state in which the corporation is taxable shall be included in the 

numerator of the payroll factor if the employees are directly supplied 

from a base of operations maintained in the state.

(c) The value of oil or gas production facilities or other 

properties which are not located in any state in which the corporation

is taxable shall be included in the numerator of the property factor

if the property is serviced or supplied from a base of operations 

maintained in the state or if that property relies on onshore facilities 

for storage of the oil and gas produced.

(d) The extraction factor is a fraction the numerator of which

is the net amount of oil and gas energy units produced in Alaska

expressed in terms of their equivalents in British Thermal Units and 

the denominator of which is the total net amount of oil and gas energy 

units produced everywhere. Oil and gas energy units which are not 

extracted in a state in which the corporation is taxable shall be 

included in the numerator of the extraction factor if the extraction 

is performed by facilities which are serviced or supplied from a base 

of operations in the state or if those facilities rely on onshore 

facilities for storage cf the oil. and gas produced.

(c) If the denominator of any factor of the apportionment formula 

set out in this section is zero or is so insignificant that its inclu­

sion will result in a distortion of income, the department may exclude 

that factor or include one or more additional factors which will 

fairly represent the taxpayer's business activity in the state.

Sec. 43.21.060. RETURNS AN?) PAYMENT OF TAXES.. (a) A corporation 

subject to tax under this chapter vshall. make and file a return with 

the department at the same time as it files a relnrn under the provision1

provided in this sec.f.ion,



of the Internal Revenue Code. The return must set out

(1) the amount of ta>: due under this chapter, and

(2) other information which the department reauires for the 

purpose of carrying out the provisions of this chapter.

(b) The return must either be on oath or contain a written 

declaration that it is made under penalty of perjury, and the department 

shall prescribe forms accordingly.

(c) The total amount of tax imposed by this chapter is due and 

payable to the department at the same time and in the same manner as 

the tar payable to the United States Internal Revenue Service.

(c!) A taxpayer shall furnish to the department a true and correct 

copy of the tax return which he has filed with the United States 

Internal Revenue Service.

(c) The department may credit or refund overpayments of taxes, 

taxes erroneously or illegally assessed 01: collected, penalties col­

lected without authority, and taxes that are found unjustly assessed j

or excessive in amount, or otherwise wrongfully collected. The depart- |

ment shall set limitations, specify the manner in which claims 01: |

credits or refunds arc made and give notice of allowance or disallow- j

ance. When a refund is allowed to a taxpayer, it shall he paid out of 

the general fund on a warrant issued under a voucher approved by the I

department.

(f) Every taxpayer shall notify the department in writing of any 

alteration in, or modification of, his federal income tax return and |

of a rccoinputation of tax or determination of deficiency (whether with 

or without assessment). A full statement of the facts must accompany I

this notice. The notice must be filed within 60 days after the final [

determination of the modification, recoinputation, or deficiency, and 

the taxpayer shall pay the additional tax or penalty under this chapter. I



For purposes of this section, a d e t e rmination is final at the time 

that an amended return is filed or a n o t i c e  of deficiency or an a s s e s s­

ment is mailed to the taxpayer by the Internal R e v e n u e  Service, except 

that in no event: is there a final d e t e r m i n a t i o n  for purposes of this 

section until the taxpayer has exhausted his rights of appeal under 

federal law.

(g) Every taxpayer shall n o t i f y  the department in w r i t i n g  of any 

recomputation or restatement of a pr i o r  year's net income. A  full 

statement of the facts must accompany this notice. The notice must be 

filed within 60 days after the recom p u t a t i o n  or restatement of a prior 

year's net income.

(h) In the case of additional tax due by reason of a modification, 

recomputation, or determination of deficiency in a t a x p a y e r’s federal 

income tax return, or by reason of a r e c o m p u t a t i o n  or restatement of a 

prior year's net income, the period of limitation on assessment: 

commences from the date that: the n o t i c e  requ i r e d  in (f) or (g) of this 

section is filed, and, if no n o tice is filed, the tax m ay be assessed

at any time.

(:i.) The tax imposed by this chapter is payable on the due date set 

out in this section even though tire a s s e ssment is u n d e r  appeal or the 

validity, enforceability or application of this chapter or any p r o v i­

sion of this chapter in challenged before the department or in the 

c o u r t s .

Sec. 63.21.063. PETITIONS FOR RELIEF. (a) If a corporation 

taxable under this chapter can establish that it is actually b e i n g

taxed 011 more than 100 per cent of its net income by the states in

wh i c h  it: does business, it may petit i o n  the department for relief. To

establish that: it is being taxed on m o r e  than 100 per cent of its net 

income the corporation shall provide the d e p a rtment with copies of the
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tax returns and supporting documents filed in the other states in which 

it dees business.

(b) U p o n  a showing under this section by a corporation, the c o m ­

missioner shall negotiate with the tax administrators in the other 

states in which the corporation does business to arbitrate the total 

tax liability of the corporation. The efforts shall include the use 

of the arbitration procedures set out in AS 43.19.010, Article IX.

(c) If the efforts of arbitration set oul in (b) of this section 

are not: successful in providing tax relief to the taxpayer, the de pa rt­

ment may then modify the apportionment formula by excluding one or more 

apportionment: factors or including one or more additional factors which 

will provide tax relief to the taxpayer and still accurately represent 

the taxpayer's business activity in the state.

(d) The department shall provide an annual report to the legisla­

ture of the total, tax relief given under this section.

Sec.. 43.21.070. RKVIKW AND ASSESSMENT. (a) As soon as p r ac tic­

able after a return is filed, the department shall examine it and 

determine the correct amount of I.lie tax. If an error is disclosed by 

the examination, the department shall notify the taxpayer of the 

de fi cie nc y.

(b) If a taxpayer fails to file a return in the time required by 

law, or makes an erroneous or fraudulent return, the department shall 

proceed to assess the tax and make a return from information which it 

obtains. A return made and subscribed by the department is prima 

facie sufficient for all legal purposes.

Sec. 43.21.0U0. PECULATIONS. The department may adopt, regulations • 

in accordance with the Administrative Procedure Act (AS 44.62) as 

appropriate to administer and enforce this chapter.

Sec. 43.21.090, PENALTIES. (a) A person who wilfully attempts



/

to evade the tax imposed by this title is, in addition to other penal-

ties provided by this title, guilty of a felony and, upon conviction, is 1
j

punishable by a fine of not more than $5,000, or by imprisonment for
I

not more than five years, or by both.

(b) A person required under this title to collect, account for,

and pay over the tax imposed by this title who wilfully fails to collect '
j

or truthfully account for and pay over the tax is, in addition to other • 

penalties provided by this title, guilty of a felony and, upon convic­

tion, is punishable by a fine of not more than $5,000, or by imprison-
i

ment for not more than five years, or by both.

(c) A person required under this title t.o pay a tax, make a 

return, keep recui.ds, or supply information, who wilfully fails to pay 

the tax or estimated tax, make the return, keep the records, or supply 

the information, is, in addition to other penalties provided by this 

title, guilty of a misdemeanor and, upon conviction, is punishable by a

fine of not more than $5,000, or by imprisonment: for not more than one

year, or by both.

(d) A person who wilfully makes and subscribes a rcLurn, state- j 
mcnt, or other document required under this title which contains or is 

verified by a written declaration that it is made under the penalties of i
I

perjury which he does not believe to be true and correct as to every
J i

material matter is, in addition to other penalties provided by this 

title, guilty of a felony and, upon conviction, is punishable by a fine j

of not more than $5,000, or by imprisonment for not more than three
I

years, or by both.

(e) A person who wilfully and knowingly aids or assists in, or ! 

procures, or counsels the preparation or presentation in connection with I 

any matter arising under this title of a return, affidavit, claim, or ; 

other document, which is fraudulent or is false as to any material

j

f
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matter is guilty of a felony w h e ther or not the falsity or fraud is wit h  | 

the knowledge or consent of the p erson required to present the return, 

affidavit, claim, or document, and, upon conviction, is punishable by a
j

fine of not mo r e  than $5, 000, or by imprisonment for not more than three
it

years, or by both, j
|

(f) A person who wilfully delivers or discloses to the c o m m i s­

sioner or the department under this chapter any list, return, account, 

statement, or other document, kn o w n  by h i m  to be fraudulent or to be •
J
j

false as to any material matter, upon conviction, is punishable by a 

fine of not more than $1,000, or by imprisonment for not m o r e  than one 

year, or by both.
i

(g) In this section, "person" includes, but is not limited to, an  ̂

officer or employee o f  a corporation who as officer or employee is under
I

a duty to perform the act in respect to which the violation occurs.
!

See. A3.2r.St ). DEFINIT'lOH3. In this c h a p t e r , unless the context
I

requires otherwise, '
i

(1) "base of operations" moans the closest point: on land to 

the offshore oil and gas production operations from wh i c h  goods, ser-
!

vices, and supplies i J ow to those offshore oil and gas production 

operations; j
i

(2) "department" means the Department of Revenue;
i

(3) "net amount of oil and gas energy units produced" moans j

gross production less, any portion of the production which represents a ;

royalty interest, overriding royalty interest, production payment, or 

any other interest in a lease concession, joint venture, or other 

agreement for oil or gas production b e l o n g i n g  to a third party;

(A) "unitary business" means a corporation or group of cor- j
j

porati.ons having at least 50 per cent common ownership, direct or
i

indirect, or a group of corporations in wh i c h  there is common control

• j

I
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c-ither direct or indirect as evidenced by any arrangement, contract, or 

agreement.

*  Sec. 2. AS A3.55.010(d) is amended to read:

(d) The tax imposed by this chapter is not in place of the tax

imposed by ch. 57 or ch. 21 of this title or income taxes or taxes upon

the retail sale of oil or gas products.

* Sec. 3. If any of the provisions of this Act relating to the incor-
1'

peration into the apportionment formula of payroll, property, or extraction

0 arising out of activities conducted on the outer continental shelf, or if any 

i<> other provisions of this Act are held to be invalid or unenforceable, it is

the intent of Lhe legislature that the invalidity or unonforceability does 

52 not affect the remainder of this Act.

1 * Sec. A. This Act t a k e s  effect January 1, 1978.

i,
Mh

22 |j
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•;by request of the Governor
j; Original sponsor: Rules Comm lute a

Foii'

,1
I;

* ;■ BE 
|j

!«
f

1•ij
H

1 ii

IN THE HOUSE BY THE FINANCE COMMITTEE

CS FOR HOUSE BILL NO. 322 

IN THE LEGISLATURE OF THE STATE OF ALASKA 

TENTH LEGISLATURE - FIRST SESSION 

A BILL

■ an Act entitled: "An Act establishing an oil and gas corporate franchise

tax; and providing for an effective date."

IT ENACTED BY t h e  LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 43 is amended by adding a new chapter to read:

CHAPTER 21. OIL AND GAS CORPORATE 

FRANCHISE TAX,

Sec. 43.21.010. LEGISLATIVE FINDINGS AND PURPOSE. (a) The 

legislature finds that Alaska has large deposits of nonrenewable re­

source;.: of oil and gas which belong to the citizens of the state. 

Therefore, it is incumbent upon the state to provide an equitable 

taxing system to be applied to corporations engaged in the extraction, 

transportation, and refining of this wealth from the state. In addi- 

. ti.o.i, it is important that the tax system be designed to return to the 

state tax revenues measured by the income generated by these resources 

and activities. Accordingly, the taxing formula must fairly reflect the j 

business activities in the state by those corporations extracting., 

transporting, and refining these nonrenewablo resources.

(b) The legislature finds that, as a general rule, the three- 

factor formula set out in AS 43.19.030, Article IV, fairly measures the 

income-producing activity of corporations doing business both in and

outside the state. With regard, however, to the extraction, transput:La- '
|

tion, and refining of oil and gas, the legislature finds that the uni­

form formula does not fully reflect corporate income-producing activity :
I

in the stale. The legislature finds that the income from the oxtrac­
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tion, transportation, and refining of oil and gas should be allocated 

and apportioned by a separate state formula just as financial insti­

tutions anc public utilities arc under the provisions of AS 43.19.010, 

Article XV.

(c) Although the legislature is mindful of the importance and 

the advantages of uniformity which the formula in AS 43.19.010,

Article IV, represents, the legislature also recognizes its responsi­

bility to provide an apportionment formula which fairly represents a 

taxpayer's business activity in the state. Accordingly, the legislature, 

has struck a balance between the uniform formula in AS 43.19.010,

Article IV, and a direct measure of oil and gas extracted in the 

state by the substitution of a factor based upon units of extraction, 

which will, more fairly indicate, the taxpayer's income attributable to 

its business activity in the state.

(d) The legislature is concerned about the possibility of a 

corporation’s income not being attributable to any specific state, as 

when property, payroll, and extraction are present in a location where 

the corporation is not subject to state taxation. In such cases, some 

portion of the income of the corporation would escape taxation by all 

states even though a state may have been impacted by that corporation's 

business activity and has given services and protection for which it

is entitled to ask for compensation. The legislature finds that the 

apportionment formula in AS 43.19.010, Article IV, is deficient in 

this respect for corporations engaged in the extraction, transportation, 

and refining of oil and gas. Specifically, the legislature finds that 

income generated from activities taking place on the outer continental, 

shelf should not escape state taxation entirely hut should be taxed by 

the state which has made contributions of services and protection to

those corporations as a result of those activities taking place off
( ■*
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its shores. The legislature finds that the state, is currently adversely 

impacted by activities o c curring on the outer continental shelf off 

the state's shores. The state has given and wil l  continue to give 

those corporations engaged in those activities hospital services, 

educat' •'ml services, police protection, regulatory protection, and 

access to its courts, as well as many other servicer and protections. 

Accordingly, the legislature finds that it is entitled to ask for 

compensation for these services and protections. The return w h i c h  the 

state asks is the inclusion of property, payroll, and extraction units 

not occurring in any state but w h i c h  are directly serviced from a 

base of operations in the state.

Sec. 4 3 . 2 1 .020. PRIVILEGE T A X  I M P O S E D . A tax is hereby imposed 

for each Lax year on the p r ivilege of engaging in business, exercising 

a corporate f r a n c h i s e , doing business in corporate form, employing 

capital, labor, or property, or m a i n t a i n i n g  an office, place of business 

or base of operations in Alaska of every corporation w h i c h  has ordinary 

gross receipts during the tax year in excess of $250,000,000 (or which 

is a m ember of a unitary business wit h  combined ordinary gross receipts 

in excess of $250,000,000), more than 50 per cent of which is derived 

from production, transportation, refining, manufacturing, processing, 

distribution, or retail, sale of oil or gas or products derived from 

oil. or gas. The tax imposed by this chapter is measured by the net 

income of the corporation and is determined at the rate imposed under 

AS 43.20.011(e). The tax imposed under Lhis chapter is in place of 

the tax imposed under AS 43.20.

Sec. 43.21.030. "NET INCOME" DEFINED. (a) Net income for the 

purposes of this chapter is the h igher of taxable income (as the term 

is used in AS 43.20.011(c)) or the net income determined and certified 

by an independent certified public accountant for the purposes of a
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taxable year^without regard to any taxes on, or measured by, net 

i n c o m e .

(b) The department shall provide by regulation for the d e t e r m i n a­

tion of net income in circumstances w h e r e  the income statement d e t e r­

mined and certified to shareholders does not truly reflect the c o r p o r a­

tion's net income. Those circumstances include, but are not limited to 

situations in which a qualified or disclaimed opinion is given by an 

independent accountant on the corporation's net income, the net income 

report does not meet standards promulgated by the Securities and 

Exchange Commission, a change in ac c o u n t i n g  method, or the income 

statement is not prepared in accordance with generally accepted a c c o u n t­

ing principles.

Sec. 43.21.040. "ORDINARY GROSS RECEIPTS" DEFINED. The term 

"ordinary gross receipts" means total gross receipts, except that 

there shall be excluded:

(1) all gains and losses from the sale or other disposition 

of capital assets, and

(2) ail gains and losses from the sale or other disposition 

of prowerty of a character described in sec. 1231(b) of the. Internal 

Revenue Code (determined without: regard to holding period).

Sec. 43.21.050. A P P O RTIONMENT OF NET INCOME. (a) A  corporation 

subject to this tax which is taxable both in and outside the state 

shall apportion its entire unitary business net income to Alaska by a 

fraction the. numerator of which is the property factor plus the payroll 

factor plus the extraction factor and the denominator of which is 

three. Under regulations adopted by the department, the property 

factor and the payroll factor shall be determined in accordance with 

Article IV of AS 43.19.010 and wit h  AS 43.20.071, except as otherwise

CSHH 322 -4-



(b) Compensation earned by employees who are not employed in any 

state in which the corporation is taxable shall he included in the 

numerator of the payroll factor if the employees are directly supplied 

from a base of operations maintained in the state.

(c.) The value of oil or gas production facilities or other 

properties which are not located in any state in which the corporation

is taxable shall be included in the numerator of (he property factor

if the property is serviced, or supplied from a base of operations 

maintained in the state or if that properly relies on onshore facilities 

for storage of the oil and gas produced.

(d) The extraction factor is a fraction the numerator of which

is the net: amount of oil and gas energy units produced in Alaska

expressed in terms of their equivalents in British Thermal Units and 

the denominator of which is the total net amount, of oil and gas energy 

units produced everywhere Oil and gas energy units which are not 

extracted in a state in which the corporation is taxable shall be 

included in the numerator of the extraction factor if the extraction 

is performed by facilities which are serviced or supplied from a base 

of operations in the state or if those facilities i ely on onshore 

facilities for storage of the oil and gas produced.
!

(o) If the denominator of any factor of the apportionment formula 

set out in this section is zero or is so insignificant that its inclu-
i

si.on will result in a distortion of income, the department may exclude 

that factor or include one or more additional factors which will j
fairly represent the taxpayer's business activity in the state.

i
Sec. A3.21.060. KETURHS AND PAYMENT OF TAXUS. (a) A corporation J

i
subject to tax under this chapter shall, make and file a return with 

the department at the same :imc as it: files a return under the provision.1!

p r o v i d e - !  i n  t h i s  s e c t i o n .
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(1) the amount of tax due under this chapter, and

(2) other information which the department requires for the 

purpose of carrying out the provisions of this chapter.

(b) The return must either be on oath or contain a written 

declaration that it is made under penalty of perjury, and the department 

shall prescribe forms accordingly.

(c) The total amount of tax imposed by this chapter is due and 

payable to the department at the same time and in the same manner as 

the tax payable to the United States Internal Revenue Service.

(d) A taxpayer shall furnish to the department a true and correct 

copy of the tax return which he has filed with the United States
I

Internal Revenue Service.
!

(e) The department may credit or refund overpayments of taxes, 

taxes erroneously or illegally assessed or collected, penalties col­

lected without authority, and taxes that are found unjustly assessed 

or excessive in amount, ui ul-lRM.wi.se wrongfully collected. The depart
»

ment shall set limitations, specify the manner in which claims or
j

credits or refunds arc made and give notice of allowance or disallow- j

ancc. V.'lien a refund is allowed to a taxpayer, it shall he paid out of 

the general fund on a warrant issued under a voucher approved by the
I

department.
i

(f) livery taxpayer shall notify the department in writing of any 

alteration in, or modification of, his federal income lax return and
i

of a recomputation of tax or determination of deficiency (whether with 

or without assessment). A full statement of the facts must accompany 

this notice. The notice must he filed within GO days after the final 

determination of Lhe modification, recomputation, or deficiency, and 

the taxpayer shall pay the additional tax or penalty under this chapter.'

of the Internal Revenue Code. The return must set out



For purposes of this section, a determination' is final at the time 

that an amended return is filed or a notice of deficiency or an assess­

ment is mailed to the taxpayer by the Internal Revenue Service, except: 

that in no event is there a final determination for purposes of this 

section until the taxpayer has exhausted his rights of appeal under 

federal law.

(g) Every taxpayer shall notify the department: in writing of any 

recomputation or restatement of a prior year's net income. A full 

statement of the facts must: accompany this notice. The notice must be 

filed within 60 days after the recomputation pr restatement of a prior 

year's net income.

(h) In the case of additional tax due by reason of a modification,: 

recomputation, or determination of deficiency in a taxpayer's federal 

income tax return, or by ■‘■cason of a recomputation or restatement of a 

prior year's net income, the period of limitation on assessment 

commences from the date that the notice required in (f) or (g) of this j 

section is filed, and, if 110 notice is filed, the tax may be assessed

at any time.

(1) The tax imposed by this chapter is payable on the due date set 

out in this section even though the assessment is under appeal nr the 

validity, enforceability or application of this '■•hspter or any provi­

sion of this chapter is challenged before the department or in Lhe j
courts..

Sec. A3.21.065. PETITIONS FOR RELIEF. (a) If a corporation 

taxable under this chapter can establish that It is actually being 

taxed on more than 100 per cent, of its net. income by the states in 

which it: does business, it may petition the department for relief. To 

establish that: it is being taxed on more than 100 par cent of its net 

income the corpora Lion shall provide the department with copies of the
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tax returns and supporting documents filed in the other states in whic.h 

it does business.

(b) Upon a showing under this section by a corporation, the c o m­

missioner shall negotiate with the tax a d m i n i strators in the other 

states in which the corporation docs business to arbitrate the total 

tax liability of the corporation. The efforts shall include the use 

of the arbitration procedures set out in AS A3.19.010, A r t i c l e  XX.

(c) If the efforts of arbitration set: out in (b) of this section 

arc not successful in providing tax relief to the taxpayer, the d e p a r t­

ment may then modify the apportionment formula by e xcluding one or more 

apportionment factors or including one or more additional factors which 

will provide tax relief to the taxpayer and still accurately represent 

the taxpayer's business activity in the state.

(d) The d e p a r t m e n t ;  shall provide an annual r eport to the l e g i s l a­

ture of the total tax relief given un d e r  this sec Lion.

.Sec. A3. 21. 070. REVIEW A ND A S S E S S M E N T . (a) As soon as p r a c t i c­

able after a return is filed, the department shall examine it and 

determine the correct amount of the tax. If an error is disclosed by 

the examination, the department, shall n o t i f y  the taxpayer of the 

def j ei.cncy.

(b) If a taxpayer fails to file a return in the time required by 

law, or makes an erroneous or fraudulent r e t u r n , the department, shall 

proceed to assess tire tax and make a return from i nformation which it 

obtains. A return made and subscribed by the department is prima 

facie sufficient for all legal purposes.

Sec. A3. 21. 030. REGULATIONS. The department may a clop I regulations 

in accordance with tire Administrative P r ocedure Act (AS 44.62) as 

appropriate to administer and enforce this chapter.

Sec:. 43.21.090. P E N A L T I E S . (a) A person w ho wilfully attempts



to evade the tax imposed by this title is, in addition to other p e n a l­

ties provided by this title, guilty of a felony and, upon conviction, is 

punishable by a fine of not more than $5,000, or by imprisonment for 

not mor e  than five years, or by .both.

(b) A  person required under this title to collect, account for, 

and pay over the tax imposed by this title who wilf u l l y  fails to collect 

or truthfully account for and pay over the tax is, in addition to other 

penalties prov i d e d  by this title, guilty of a felony and, upon c o n v i c­

tion, is punishable by a fine of not more than $5,000, or by i m p r i s o n­

ment for not more then five years, or by both.

(c) A  person required under this title to pay a tax, m a k e  a 

return, keep records, or supply information, who wilfully fail:, to pay 

the tax or estimated tax, make the return, keep the records, or supply 

the information, is, in addition to other penalties provided by this 

title, guilty o f  a misdemeanor and, upon conviction, is punishable by a

fine oC not: more than $5,000, or by imprisonment for not: more than one

year, or by both.

(d) A person w h o  wilfully makes and subscribes a retain, s t a t e­

ment, or other document required under this title, wh i c h  contain;, or is 

verified by a written declaration that it is made under the pen.'. I ties of 

perjury which he does not believe to he true and correct as to every 

material matter is, in addition to other penalties provided by this 

title, guilty of a felony and, upon conviction, is punishable by a fine

of not more than $5,000, or by imprisonment for not more than three

years, or by both.

(e) A person who wilfully and knowingly aids or assists in, or 

procures, or counsels the preparation or presentation in connection with 

any matter arising under this title of a return, affidavit, claim, or 

other document, which is fraudulent or is false as Lo any material
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matter is guilty of a felony whether or not the falsity or fraud is wit h  

the knowledge or consent of the person required to present the return, 

affidavit, claim, or document, and, upon conviction, is punishable by a

fine of not: more than $5,000, or by imprisonment for not more than three

years, or by both.

(f) A  person v?ho wilfully delivers or discloses to the c o m m i s­

sioner or the department under this chapter any list, return, account, 

statement, or other document:, known by him to be fraudulent or to be 

false as to any material matter, upon conviction, is punishable by n

fine of not more than $1,000, or by imprisonment for not mor e  than one

year, or by both.

(g) In this section, "person" includes, but is not limited to, an 

officer or employee of a corporation who as officer or employee is under 

a duty to perform the act in respect: to which the violation o c c u r s .

Sec. 43.21.900. D h F I h l T I O K S , In this chapter, unless the context 

requires otherwise,

(1) "base of operations" means the closest: point or. land to 

the offshore oil and gas production operations from which goods, s e r­

vices, and supplies flow to those, offshore oil and gas production

operations; ;
1

(2) "department" means the Department of Kovenue;

(3) "net amount of oil and gas energy units produced" means 

gross production less any portion of the production which represents a
i

royalty interest, overriding royalty interest, production payment, or 

any other interest in a lease concession, joint venture, or other 

agreement for oil or gas production b e longing to a third party;

(j) "unitary business" means a corporation or group o' c o r­

porations having at least 50 per cent common ownership, direct: or 

indirect., or a group of corporations in which there is common control

)


