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r e s u l t s ,  (.'.'in an yo n e  r e a l l y  a rg u e  w i t h  tin- f a c t  paym ent o f  tho  

s e v e r a n c e  t a x e s  on p r o d u c t i o n  o r  p r o p e r t y  taxes on eq u ip m en t 

a r e  e xp en se :*  to  be re c k o n e d  w i t h  i n  d e l o r m i n i h r  t h e  e ro n o i.i ic  

l i m i t s ?

h i t h o u t  ch .inp .es to  th e  m ethod o f  d e t e r m i n i n g  eco n o m ic  l i m i t s  

t o  a c c o r d  w i t h  r e a l i t y ,  t h e  method i s  o f  l i t t l e  v a l u e  to  g i v e

m ean in g  to  th e  c o n c e p t .  I f  a t a x p a y e r  i s  to  h a ve  a f a i r  and

a d e q u a te  h e a r i n g  on a n a t t e r  a s  i m p o r t a n t  a s  t h e  eco n o m ic  

l i m i t  i s  to th e  fo rm u la  and th e  t a x  p a y a b l e s ,  t h e n  t h e  r u l e s  

s h o u ld  be s p e l l e d  out  c l e a r l y  to  a v o i d  e n d l e s s  a rg u m e n t .

The  l».4< p e r  MCI f l o o r  p r i c e  on g a s  w i l l  o b v i o u s l y  r a i s e  U n i o n ' s  

e f f e c t i v e  r a t e  o f  t a x  f a r  ab o ve  th e  101 o f  v a l u e  s t a t e d  i n  t h e  

b i l l ,  l o r  e x a m p l e ,  f o r  ga s  s o l d  a t  ab o u t *12 c e n t s ,  t h e  e f f e c t i v e  

r a t e  w o u ld  be o v e r  l ! d  and i t  d o c s  n o t a p p e a r  t h a t  t h e  eco n o m ic  

l i m i t  f a c t o r  wou l d  a s s i s t  n u ch  i l l  l o w e r i n g  t h i s .

K c  b e l i e v e  i t  i* not  w a r r a n t e d  to  a c c e l e r a t e  t h e  paym ent d a t e  

t o  t h e  2 Ct h  o f  t h e  mon th .  I t  i s  a l r e a d y  a s t r a i n  on I h r  

p ro d u c e r s  to  g et r e t u r n s  f i l e d  by t h e  end o f  t h e  m o n t h ,  w h ere  

th e  d a t a  h a s  t o  be p ro c e s s e d  o u t o f  th e  s t a t e .  O n ly  te n  d a y s  

i s  g a in e d  from  t h i s ,  and we se e  no need  f o r  compound m g  an a l r e a d y  

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

I n  s t ir .a i . i r y ,  we b e l i e v e  a l o t  m ore th o u g h t h a s  got to  go i n t o

t h i s  h i l l .  U n io n  e n g i n e e r s ,  w h i l e  not  h a v i n g  t i m e  to  m u

d e t a i l e d  c a l c u ' A t i o n s ,  h a ve  d r t c r n ln e d  p r e l i m i n a r i l y  t h a t  e v e n



* o -

when th e  eco n o m ic  l i m i t  a p p ro a c h e s  a s  much a.* t h r e e *  f o u r t  hs o f  

t l ie  t o t a l  p r o d u c t io n  ( f o r  e x a m p l e ,  £77?*,, t o t a l  p r o d u c t io n  o f  

1 , 2 0 0  and an e co n o m ic  l i m i t  o f ,  s a y ,  s o n  o r  0 0 0 )  t h e  e f f e c t i v e  

r a t e  c o u l d  s t i l l  he o v e r  te n  p e rc e n t  f o r  th e  p r o d u c e r .  A p a i n ,  

we w e r e  not t o t a l l y  s u re  o f  th e  mean i t y .s  o f  a l l  th e  f o r m u l a  

t e r m s ,  hut  t h e  o v e r a l l  e f f e c t  o f  t h e  fo rm u la  seem s to  ke e p  th e  

e f f e c t i v e  r a t e  h ip . l i ,  even  w h e n  t h e  eco n o m ic  l i m i t  i s  h ip .h  in  

r e l a t i o n  t o  p r o d u c t i o n .  O b v i o u s l y ,  m ore t i n e  h a s  p.ot to  h e  

sp e n t in  d e te rm in e  t h i s  w i t h  more c e r t a i n t y .
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omct or m  cmutsfonu j  w c *  s

A p r i l  2 1 ,  1977

n r  t  hamhond. c o m m

- n»ttj tun

The Honorab le John Sackc t t  
Chairman
Senate Finance Committee 
A laska S ta t e  L e g i s l a t u r e  
Juneau, AK 99811
Dear Sena to r  S a c k e t t :
We recommend the f o l l ow in g  changes in  CSSB 103:
A. p. 1 ,  1 .  2A -  Replace " $ . 6 5 "  with " $ . 9 3 7 5 " ,  which i s  

1 2 .5 1  o f  $ 7 .5 0 .
B. p . 2 ,  1 . 7 -  I n s e r t  a subsec t ion  (a ) to  read as f o l l o w s :

f
" ( a )  Tho amounts s e t  out in  sec . 1 1 (c )  and sec . 1 6 (c )  
o f  t h i s  chap te r  s h a l l  be inc reased  o r  decreased by 
a percentage equal to  tho percentage o f  change in 
tho C ross Na t iona l  Product D e f l a t o r  pub l ished  by 
Bureau o f  Fconomic A na ly s i s  o f  the United S ta te s  
Department o f  Commerce. Chonges in  tax  r a t e s  w i l l  
be computed based on changes in the Cross Na t iona l  
P roduct D e f l a t o r  from tha t  o f  tho F i r s t  Quarte r 
1977 Gross N a t iona l  Product D e f l a t o r .  The 
department s h a l l  post tho changes in the tax r a te 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  ev e ry  person p ro ­
ducing o i l  w i th in  the s t a t e  o f  the change; : ."

P re sen t  language would be re ta in ed  as subsec t ion  (b)
C. p. 2 ,  1 . 8 -  I n s e r t  "as ad ju s ted  by (a ) o f  t h i s  sec t ion '  

botween "chap te r "  and " a p p l i o n " .
D. p. 3, 1 . 3 -  Put a " . "  a f t e r  p a id ,  d e l e t i n g  the remainder ,

ring i t  with tho f o l l ow in go f  tha t  sentonce and r ep la c in g  
sen tences :

"The taxpaye r r a y  rebut t h i s  presumption a t  a fo rma l hea r ing  undor AS 4 3 . 0 5 . 4 2 0  by p ro v id ing  c l e a r  and conv inc ing ev idence o f  a d i f f e r e n t  monthly p roduc t ion  r a t o  a t  the economic l im i t  f o r  the loano o r  p r o p e r t y .  The h ea r ing  s h a l l  be ho ld  b e fo r e  February 15 o f  the yea r  o r  w ith in  
s i x  months a f t e r  commencement o f  o i l  p roduc t ion  
f o r  a le a se  o r  p r o p e r t y . "
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E. p. 3 , 1. 10 -  D e le te  the " . "  a f t e r  ’ s e c t i o n "  and add 
the f o l l o w in g :

"and s h a l l  be used f o r  purposes o f  t h i s  s e c t i o n  
f o r  a l l  o i l  p roduc t ion  du r ing  th a t  c a lenda r  yea r  from the l e a se  o r  p r o p e r t y . "

F. p. 3, 1 . 14 -  Amend the l i n e  to  read as f o l l o w s :
" d i r e c t  op e ra t in g  c o s t s  in c lude  p roduc t ion  s u p p l i e s ,  
purchased f u e l ,  r o u t in e  m a in te - "

G. p. 3 , 1 . 24 -  Amend subsec t ion  (e ) t o  read as f o l l o w s :
"Fo r  purposes o f  t h i s  s e c t i o n ,  o i l  p roduc t ion  
s h a l l  be va lued on the b a s i s  o f  the p r e v a i l i n g  
a c q u i s i t i o n  co s t  C .T .F .  a t  West Coast r e f i n e r i e s  
f o r  imported o i l  o r  l i k e  q u a l i t y ,  minus the 
r ea sonab le  co s t  o f  t r a n s p o r t a t i o n  between the 
p o in t  o f  p roduc t ion  o f  the o i l  from the l e a se  o r  
p ro p e r t y  and those West Coast r e f i n e r i e s . "

II. p. 3 , 1. 28 -  I n s e r t  the word "gas" between ‘o f "  and \"p ro d u c t io n " .
I .  p. 4 , 1. 25 -  Between " f i e l d "  and " . "  i n s e r t  " o r  some 
o th e r  f i e l d  w i th in  109 m i le s  in  the s t a t e " .
J .  p . 7 , 1. 6 -  Rep lace " . "  with " ; "  a f t e r  month and add
the f o l l o w in g :

(13 ) "g ro ss  va lu e  a t  the p o in t  o f  p roduc t ion "  means: (A) f o r  o i l ,  the va lu e  o f  tho o i l  a t  the p o in t  
where i t  i s  metered o r  measured (by au tomat ic  custody t r a n s f e r  meter ,  tank gauge, o r  o t h e r  method approved by 
the commissioner ) in  a c o nd i t i o n  o f  p i p e l i n e  q u a l i t y  
on the premises o f  the le a se  o r  o r o p e r t y  from which 
i t  i s  recove red ;  however, i f  the o i l  i s  not o f  p i p e l i n e  
q u a l i t y  when i t  i s  removed from * he premises o f  the lea se  
o r  p ro p e r t y  from which i t  i s  re cove red ,  o r  i f  the o i l  recovered from a le a se  o r  p ro p e r t y  i s  not metered o i 
measured (by automatic  custody t r a n s f e r  mete r ,  tank 
gauge, o r  o th e r  method approved by tho commissioner) 
on the premises o f  the le a se  o r  p ro p e r t y  from which i t  
in  rocove red ,  then the g ro s s  va lu e  a t  the p o in t  o f  
p roduc t ion  in tho va luo  o f  th a t  o i l  a t  the o f f - p r em ia en  
lo c a t i o n  where tho o i l  in  f i r s t  metered o r  measured (by automat ic  custody t r a n s f e r  moto r ,  tank gauge, o r  
o th e r  mothod approved by tho commissioner) in a c o nd i t i o n  o f  p i p e l i n e  q u a l i t y ;
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E. p. 3 , 1 . 10 -  D e le te  the " . "  a f t e r  " s e c t i o n ” and add 
the f o l l o w in g :

"and s h a l l  be used f o r  purposes o f  t h i s  s e c t io n  
f o r  a l l  o i l  p roduc t ion  du r ing  th a t  ca lenda r  yea r  
from the l e a s e  o r  p r o p e r t y . "

F. p. 3 , 1 . 14 -  Amend the l i n e  to  read as f o l l o w s :
" d i r e c t  op e ra t in g  c o s t s  in c lude  p roduc t ion  s u p p l i e s ,  
purchased f u e l ,  r o u t in e  ma in te - "

G. p. 3 , 1 . 24 -  Amend subsec t ion  (e) t o  read as f o l l o w s :
"Fo r  purposes o f  t h i s  s e c t i o n ,  o i l  p roduc t ion  
s h a l l  be va lued  on the b a s is  o f  the p r e v a i l i n g  
a c q u i s i t i o n  co s t  C . I . F .  a t  West Coast r e f i n e r i e s  
f o r  imported o i l  o f  l i k e  q u a l i t y ,  minus the 
rea sonab le  c o s t  o f  t r a n s p o r t a t i o n  between the 
p o in t  o f  p roduc t ion  o f  the o i l  from the l e a s e  o r  
p ro p e r t y  and those West Coast r e f i n e r i e s . "

H.
N

p. 3 , 1 . 28 -  I n s e r t  the word "gas" between " o f "  and A
^ ____* f _  fl ’p ro d u c t i o n " .

I .  p . 4 ,  1. 25 -  Between " f i e l d "  and " . "  i n s e r t  " o r  some 
o th e r  f i e l d  w i th in  100 m i le s  in the s t a t e " .
J .  p. 7 ,  1. 6 -  Rep lace with a t  t e r  month and add 
the f o l l o w in g :

(13 )  "g ro s s  va lu e  a t  the p o in t  o f  p roduc t ion "  means: (A) f o r  o i l ,  the va lue  o f  tho o i l  at the p o in t  
where i t  i s  metered o r  measured (by automat ic  custody 
t r a n s f e r  mete r ,  tank gauge, o r  o t h e r  method approved by 
the commissioner) in a c o nd i t i o n  o f  p i p e l i n e  q u a l i t y  
on tho premises o f  the le a se  o r  p ro p e r t y  from whict. 
i t  i s  r e cove red ;  howover, i f  the o i l  in not o f  p ip e l / n c  
q u a l i t y  when i t  i s  removed from the premises o f  the l e a se  
o r  p ro p e r t y  from which i t  i s  r e cove red ,  o r  i f  the o i l  recove red  from a le a se  o r  p ro p e r t y  i s  not metered o r  
mcsisured (by automat ic  custody t r a n s f e r  mete r ,  tank 
gauge, o r  o th e r  method approvod by the commissioner) 
on tho premises o f  the le a se  o r  p ro p o r t y  from which i t  
i s  r o covc rod ,  then the g ro s s  va lue  a t  tho p o in t  o f  
p roduc t ion  i s  tho va luo  o f  th a t  o i l  a t  tho o f f - p r em is o s  
l o c a t i o n  where tho o i l  io  f i r s t  motored o r  measured (by automat ic  custody t r a n s f e r  mete r ,  tank gauge, o r  o t h o r  method approvod by the commissioner) in  a c ond i t io n  
o f  p i p e l i n e  q u a l i t y ;
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(D) f o r  gas recove red  from o r  in  a s s o c ia t i o n  
w ith  o i l ,  the va lu e  o f  the gas a t  the p o in t  v/here i t  i s  
a c c u r a t e l y  metered o r  measured a f t e r  s e p a ra t i o n  from the 
o i l ;  f o r  gas run through a gas p ro ces s ing  p l a n t ,  the 
g ro ss  v a lu e  a t  the p o in t  o f  p roduc t ion  i s  the f u l l  
c o n s id e r a t i o n  rece ived  by the p roducer f o r  the gas i f  
s o ld  in  an arm's leng th  t r a n s a c t i o n  o r ,  in the absence 
o f  an arm's leng th  t r a n s a c t i o n ,  i s  the sum o f  the va lue  
o f  the l i q u i d s  e x t r a c te d  from the gas a t  the p l a n t  and 
the a lu e  o f  the re s idue  gas , l e s s  a rea sonab le  axlowance 
f o r  p rocess ing  the gas a t  the p la n t  and f o r  t r a n sp o r t in g  
the gas to  the p l a n t  f ’-om the premises upon which the 
o i l  p roduc t ion  o p e ra t i o n  i s  conducted ; and

(C) f o r  gas no t  recove red  from o r  in 
a s s o c i a t i o n  with o i l ,  the v a lu e  o f  the gas a t  the p o in t  
where i t  i s  a c c u ra t e ly  metered o r  measured o r  the va lue  
o f  the gas a t  tho p o in t  o f  s a l e ,  i f  any , on the premises 
o f  the l e a s e  o r  p ro p e r t y  from which the  can i s  recove red ,  
whichever i s  the h ighe r  v a lu e ;  f o r  gas run through a 
gas p rocess ing  p l a n t ,  the g ro ss  v a lu e  a t  the p o in t  o f  
p roduc t ion  i s  the f u l l  c o n s id e r a t i o n  re ce ived  by the 
p roducer f o r  the gas i f  c o ld  in  an a rm 's  leng th  
t r a n s a c t i o n  o r ,  in  the absence o f  an a rm 's  leng th  
t r a n s a c t i o n ,  i s  tho sum o f  the v a lu e  o f  the l i q u i d s  
e x t r a c te d  from tho gas a t  the p la n t  and the va lue  o f  the re s idu e  gas ,  l o s s  a rea sonab le  a l lowance  f o r  p rocess ing  
the gas a t  the p la n t  and f o r  t r a n s p o r t i n g  the gas to 
the p la n t  from the p o in t  where i t  was a c c u ra t e ly  
metered o r  measured;

(14 )  " o i l  p roduc t ion  o p e r a t i o n "  means the 
o p e ra t i o n  by which o i l  i s  recovered from a lea se  o r  
p ro p e r t y  and rendered i n t o  o i l  o f  p i p e l i n e  q u a l i t y ,  and 
in c lu d e s  any g a the r ing  done b e fo r e  the o i l  i s  f i n a l l y  
tendered i n t o  o i l  o r  p i p e l i n e  q u a l i t y ;

(15 )  " p ip e l i n e  q u a l i t y "  means good and merchantab le 
c o n d i t i o n .

A s e c t i o n  shou ld  bo added to  CSSD 103 between the p re sen t  
s e c t i o n s  2 and 3 t r  make tho f o l l ow in g  t e c h n ic a l  ammdmont:

#Soc. 3. AS 4 3 . 5 5 . 0 2 0 ( e )  i s  amended t o  road :
(c )  Gas produced and used, excep t  gas used in  the 

o p e r a t i o n  o f  a le a se  o r  p ro p e r ty  in  d r i l l i n g  f o r  o r  
producing o i l  o r  gas ,  o r  f o r  r o p ro n su r in g ,  in con s id c ted ,  f o r  the purpose o f  t h i s  chap te r  and in  the amount used, as gon produced (RE.M0VED OR SOLD] f rom a le a se  o r  
p r o p e r t y .
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We suggest adding to  th a t  s e c t i o n  f u r t h e r  language to 
r e s t o r e  the gas f l a r i n g  t a x :

"Gas f l a r e d  under a perm it  g ranted b y  thc^ Department 
o f  Na tu ra l  Resources under AS 3KQ'5~71To ( l lT TnV  is* 
cons ide red  as gas produced, e x cepV ' th aVT t  Ts sub jc c t  
t o  a tax cquaT 'to  twice ’  the~"tax' computed‘ uhric‘r~VccV~ 1~6 
o l  t h i s  chap te r  as ad-ju3ted by sec .  12 o r  t h i s  chapte r  
pe r  thousand cubic f e e t  o f  gas f o r  the month in which 
the gas was f l a r e d .

Very t r u l y  y o u r s ,

£6hn R. Messenger ' 
Deputy Commissioner LJ
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TABLE i; COOK INLET NATURAL GAS
SEVERANCE TAX PROJECTIONS 
BY FISCAL YEAR AND TAX SCENARIO

Average PRODUCTION TAXES

Fiscal
Year

Sales
(Dcf/Y)

Price
(S/Mcf)

Existing 
(S/KM) (Rate)

Proposed 
(S/MM) (Rate)

1977 147.6 $.400 2.08 4X 2.08 4.02

1978 166.4 $.400 2.33 4% 9.32 15.32

1979 193.5 $.400 2.78 4% 11.78 17.02

1930 257.5 $.419 3.78 42 16.20 18.02

1981 312.0 $.444 4.85 4% 20.81 19.12

1982 333.3 $.464 5.41 4% 23.56 20.22

1933 338.9 * $.474 5.62’ 42 25.40 21.42

1984 344.9 $.485 5.85 42 27.41 22.72

1985 351.3 $.494 6.00 42

-  #•

29.58 24.12

f
i
•

1

TABLE 2. PRUDHOE BAY NATURAL

• • 

GAS

*

j

SEVERANCE TAX PROJECTIONS 
BY FISCAL YEAR AND TAX SCENARIO

A v e r a g e _________ PRODUCTION TAXES

Fiscal
Year

Sales
(Bcf/Y)

Price
(S/Mcf)

Existing 
(S/HM) (Rate)

Proposed 
( S / m )  (Rate)

1977 2.78 $.30 .029 42 .029 4.02

1978 3.92 $.30 .039 42 .219 21.32

1979 5.13 $.30 .053 42 .305 22.62

1980 5.e7 $.30 .063 42 .369 23.92

1931 2B.03 $.424 .416 42 1.870 18.02

1932 42.96 $.495 .744 42 3.037 16.32

1903 777.42 $.731 19.879 42 53.263 11.72

1984 820.58 $.03J 24.145 42 65.823 10.92

1985 868.70 $.883 26.847 42
• •

•

73.123 10.92
•
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TADLE 2A. PRUDHOE BAY NATURAL GAS 
SEVERANCE TAX PROJECTIONS 
BY FISCAL YEAR AND TAX SCENARIO

Average PRODUCTION TAXES__________

Fiscal Sales Price Existing Proposed
Year ($/■'•! cf) (S/Kcf) (SMM) (Eff.Rato) (SN.M) (Eff.Rate)

1977 2.78 $.30 .029 4% .029 4.02

1978 3.92 $.64 .038 42 .233 10.62

1979 5.13 $.68 .122 42 .305 10.02

1980 5.87 $.72 .148 42 .370 10.02

1981 28.03 $.76 .746 42 • 1.864 10.02

1982 42.96 $.81 1.218 42 3.045 10.02

1983 777.42 $.85 23.128 42 58.263 10.12

198$ 828.58 $.90 26.100 42 65.823 10.12

1985 868.70 $.96 29.188 42 73.146 10.02

i

i



Table 3

COOK INLET CAS IN 
Residential, Pov;er Plant, and Commercial 

Natural Gar Demand Projections 
by end use and by year, 1977-1985

(in Bcf/Year) <

 ALASKA PIPELINE COMPANY
( V m o M -  Chugach Electric City of Electric General Service Total
Year Beluaa Plant Kenai Power Military Residential Small Laroe Demand

1977 11.28(a) .40 11.16(b) 5.89(b) 6.51(b) 3.10(b) 4.34(b) 42.68

1978 12.85 .42 11.59 5.89 7.03 3.35 4.69 45.83

1979 13.37 .44 12.02 5.89 7.59 3.62 5.06 47.95

1980 14.85 .46 12.42 5.89' 8.20 • 3.91 5.47 51.20

1981 16.45 .48 12.81 *5.89 8.86 4.22 5.90 54.61

1982 18.26 .50 13.16 5.89 9.57 4.56 6.38 58.29

1983 19.57 .53 13.51 5.89 10.33 4.92 6.89 61.64

1934 19.77 .56 13.81 5.89 11.16 5.32 7.44 63.95

1935 19.77 .59 14.09 5.89 12.05 5.74 8.03 66.16

a. Power System Study, 1975 by Tippett end Gee, Consulting Engineers for Chugach 
Electric Association forecasts demand for the Beluga plant for the years 1977-1934.

b. Data supplied by Alaska Pipeline Company projects 1977 APC system demand at 31.0 

Bcf: 36X used in Chugach and Anchorage Municipal electric power plants, 192 supplied 
to the military, 21", sold to residential consumers, 102 delivered to small commercial 
users, 145 sold to large (12C0 Mcf per year) commercial users. Total system demand 
for APC 1977-19C2 is expected to grow at 52 per year with wenpower usage increasing 

at a rate of 82 per annum.



ESTIMATED TOTAL COOK INLET NATURAL GAS PRODUCTION AND 
RESIDENTIAL DEMAND DY UTILITY AND BY YEAR, 1977-1985 

(In Bcf/Year and Percentage)

Table 4

Total Volurr.es (2) Sold to or for Residential End Users________

•Calendar Cook Inlet Alaska Pipeline Chugach Electric Anchorage City of 
Year Sales Company Association MPL Kenai

1977 157.0 (1002]> 6.5 1(42) 6.8 (42]► 3.4 (22]> .4 (
1978 172.5 1002]1 7.0 1(42) 7.7 (42]1 3.5 12? ) .4 (
1979 228.0 1002 1 7.6 1(32|1 8.0 1[42 1 3.6 122 ) .4
1980 284.8 (1002)1 8.2 1[32]1 8.9 1[32]1 3.8 1[22 > .5 (
1931 322.7 (1C02)1 8.9 1[32]1 9.9 I[32]1 . 3.8 (12,]! .5 (

1982 335.0 (1002 1 9.6 1[32]► 11.0 132 1 3.9 ,>1* ► .5
1983 342.0 (1002)1 10.3 1[32]1 11.7 I[32]1 4.0 I12 1 .5 (

1984 348.0 (1002)1 11.2 132 1 11.9 ([32) 4.1 (12 1 .6 (

1985 355.0 (1002)I 12.1 |[32)1 11.9([32]i 4.2 {[12]1 .6 (

.22) 

.28) 

.22) 

.2;;)

.if;

.1%

.2',] 

. 2 %

Assumptions:

1. 60X of volumes sold to Alaska Pipeline Company arc in turn sold to 
residential consumers. ♦ «

2. 602 of volumes sold to Chugach Electric Association are in turn used 

to supply power to resident.il consumers.

3. 30? of volumes sold to Anchorage Municiplo Power and Light ere in turn 
used to supply power to residential consumers.

4. 1002 of volumes sold to City of Kenai are used to supply power to 
residential consumers.



Table 5

ESTIMATCD DIRECT ECONOMIC IMPACT OT 
NATURAL GAS SEVERANCE TAXES ON 
AN AVERAGE ANCHORAGE RESIDENCE 

($ per residence per year)

Anclioraoe Natural Gas 1 Chugach Electric Associatio n_2
Calendar

Year
Residential
Customers

Existing
Taxes

Proposed
Taxes

Residential
Customers

Existing
Taxes

Proposed
Taxes

1976 29,200 m* 31,000
• 1977 31,500 $2.89 $ 7.49 33,200 $2.87 $ 7.44

1978 34,000 $3.04 $12.59 35,500 $3.21 $13.27
1979 36,800 $2.97 $13.34 38,000 $2.88 $12.92
1980 39,700 $3.13 $13.42 40,600 $3.32 $14.24
1981 42,900 $3.30 $14.26 43,500 $3,G2 $15.65
1932 46,300 $3.41 $15.15 46,500 $3.89 $17.29
1983 50,000 $3.43 $15.90 49,800 $3.92 $18.14
1984 51,000 $3.52 $17.99 53,300 $3.79 $18.28 '

1. The average Anchorage Natural Gas residential billing for calendar year 1P/G 
was $377.42 (226 Mcf P SI.67 per MMBtu). Thus, existing and propsv'd severance 
taxes have a direct impact to the residential consumer of 1" and 2~ respectively.

2. The average Chugach Electric Association residential customer paid $310.96 during 
calendar year 1076 (11,960 Kwh 0 .026 per Kwh). Thus, existing aid proposed 
severance taxes have a direct impact to the residential consumer cf I*/ and 2i» 
respectively. At present Chugach Electric Association has a pending lift rate 
Increase which is being heard by the Alaska Public Utilities ConaHssiun. This 
rate increase dwarfs the effect of severance taxes.
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R. D. Stevenson 
Special Assistant 
Department of Revenue

Thomas K. Wllllams^UJ 
Director
Petroleum Revenue Division 
Department of Revenue

,,/uc February 18. 1977

rut no
TELEPHONE NO

SUBJECT SB 1Q3 f l n d  f l0  } H
(Identical Bills)

At the outset 1 would note that the Department of Revenue has recently 
released its review of Alaska's present taxation methods as they apply 
to the oil and gas industry. Within that review 1s the production tax, 
and recommendations regarding this tax have been made by the Department. 
This will shortly be followed up with specific bills.

SB 103 and IIB 144 are identical. They Incorporate a number of suggestions 
made last Session by the Administration to Improve the production tax; 
however, these Bills do not reflect the latest reconmendations in the 
Department's tax study. The most notable difference is that these Bills 
retain the basic "stair step" approach based on productivity, while the 
Department proposes a "curve" (Instead of "steps") based on the actual 
economic condition of a property. The Department's recommendation 
recognizes and adapts itself to the fact that different areas of the 
State have different scales of economic production (i.e., in some 
places a far greater amount of production 1s needed to break even than 
is needed 1n others).

No simple set of "steps" can be structured for statewide application 
that will reduce the economic effect of the tax as the production of 
a property declines toward the minimum needed to break even. Either 
the tax will accommodate Cook Inlet operations and be too insensitive 
for non-coastal Native lands (whose break-even rates of production will 
more closely resemble the break-even rates for Prudhoe Bay than those 
for the Inlet), or else they will reflect the economic scale of opera­
tions for Native lands and Prudhoe Bay and give too much away to the 
Inlet operations.

If the "stair step" approach is to be retained despite its defects, the 
change to average well productivity as the basis for the "steps" is an 
improvement over the present tax. Both Bills make this change. However, 
they seem to give a bit too much away in their present definition of 
average daily per well production." A well operated only one day in 
the month would count the sane as one operated every day of the month.
To prevent the "one-day well" tax dodge, it is suggested that something 
along the lines of the following be used:



R. D. Stevenson
February 13, 1077
Page Two

(15) "average daily per well production" means the amount 
calculated by dividing the total number of barrels of oil 
produced from a lease or property during the calendar nonth 
by the well-days fo»* that lease or property for the calendar 

month.

(16) "well-days" means the total obtained by determining the 
number of days each well of a lease or property v/as operated 
during the calendar month and then adding those numbers together 
for all the wells of that lease or property.

Again, this suggestion is made only if "stair steps' are to be retained: 
it would be unnecessary if the Department's proposed Economic Limit 
Factor (ELF) is adopted instead.

Despite the difference between "stair steps" and the ELF, these Bills do 
contain a number of the Administration's recommendations last Session 
that would still be beneficial.

Most Important of these is the specification of the point at which the 
production is to be valued. There v/as litigation over this question 
for Cook Inlet production, and only the fact that the tax is being paid 
on the ccnts-per-barrcl basis keeps the controversy from boiling up anew.
A similar situation could develop at Prudhoe Day. Specifying the valuation 
point corrects this and prevents a problem from arising.

Another good feature of the M i l s  is their proposal to extend the tax 
to flared gas and to tax that gas at a higher rate. Without a cents-per-Mcf 
tax, however, the perccnt-of-value tax could have little it any effect.
A producer presumably would argue (before the courts?) that its flared gas 
has zero value or else why would it be flared.

[.’either Hill would change the ordinary gas production tox rate to 
achieve rate parity with oil. This flaw in the existing tax structure 
v/as pointed out in the Department's tax study.

TKW/fm

cc: Sterling fJallagher
Coflrissioner of Revenue

John R. Messenger
Deputy Comniscion er of Revenue
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'■ MEMORANDUM
R. D. Stevenson 
Special Assistant 
Department of Revenue

Thomas K. K l l l l a n s X j  
Director
Petroleum Revenue Division 
Department of Revenue

State of Alaska
February IB, 1977

»HE NO 
TELEPHONE NO

SUBJECT SB 103 and HB 144 

[identical 0111s)

At the outset 1 would note that the Department of Revenue has recently 
released Its review of Alaska's present taxation methods as they apply 
to the oil and gas Industry. Mlthfn that review Is the production tax, 
ar.d rccoriaendatlons regarding this tax have been made by the Department. 
This will shortly be followed up with specific bills.

SB 103 and HB 144 are Identical. They Incorporate a number of suggestions 
nadc last Session by the Administration to Improve the production tax; 
however, these Bills do not reflect the latest rccorrendations 1n the 
Department's tax study. The rest notable difference Is that these Bills 
retain the basic "stair step" ipprcach based on productivity, while the 
Department proposes a "curve" (Instead of "steps") based on the actual 
economic condition of a property. The Department's recommendation 
recognizes and adapts itself to the fact that different areas of the 
State have different scales of economic production (I.e., in sore 
places a far greater anount of production 1s needed to break even than 
Is needed 1n others).

Ho simple set of "steps" can be structured for statewide application 
that will reduce the economic effect of the tax as the production of 
a properly declines toward the minimum needed to break even. Either 
the tax will accorrodate Cook Inlet operations and be too Insensitive 
for non-coastal Native lands (whose break-even rates of production will 
more closely resemble the break-even rates for Prudhoe Bay than those 
for the Inlet), or else they will reflect the economic scale of opera­
tions for Native lands and Prudhoe Bay and give too much away to the 
Inlet operations.

If the "stair step" approach Is to be retained despite Its defects, the 
change to average well productivity as the basts for the "steps" Is an 
Improvement over the present tax. Both Bills «ake this change. However, 
they setm to give a bit too much away In their present definition of 
average oally per well production." A well operated only one day In 
the month would count the sace as one operated every day of the month.
To prevent the "ore-day well" tax dodge. It Is suggested that something 
along the lines of the following be used:



R. D. Stevenson 
February 13, 1977 
Pane Two

(15) ’’average dally per well production roans the <rour.t 
calculated by dividing the total number of barrels of of. 
produced fron a lease or property during the calendar month 
by the well-days for that ! ase or property for the calendar 
ronth.

(16) wcll-days' *teans the total obtained by determining the 
nuroer of days each well of a lease or property was operated 
during the calendar ronth and then adding those nurbers together 
for all the wells of that lease or property.

Again, tnls suggestion 1s radc only if stair steps' are to be retained:
1t would be unnecessary 1f the IJonartrent’s prorosed Econo-1c H r  it 
Factor (ELF) Is adopted Instead.

Despite the difference between 'stair steps’’ and the tlf, these bills Jo 
contain a number of thn Administration's reccrrcndallor.s last Session 
that would still be beneficial.

"ost Important c.f these Is the specification of the rnint at wnlch the 
production Is to be valued. There was litigation over this cuostion 
for Ceoh Inlet production, and only the fact that the tax Is being paid 
on the cents-ter-barrel basis teops the controversy frnr- boiling up arvrw.
A similar situation coulj develop at Prudhoe Bay. Specifying .he valuation 
print corrects this and rrevents * prcblen fror- arising.

Another ,r*j j fea ture of tne R i l l s  Is th e i r  p rc rosa l  to extend the tax
far ind t< U x  that gas at a higher rjtr. without a ce».ts-ror-Hcf 

lax, however, tnc pcrcrnt-of-valu* tax coul I hava little If ar.y effect.
A producer presumably would argu* (before H e  ojrts?) that l»s flarcu gas 
has ;cr*» value or else why would it be "lares.

!i"ltN r bill would change the ordinary -as proI'JCt 1 or. tax rate tn 
achieve rate M r l t y  with oil. Tfiis fla* In the <»*1stlr tax structure 
was pointed out 1n the Pcpartrcnt’s tax study.

M J f l r ,

CC Star! 1« g r*al lagiwr
Co rlssiener of Bevenue

Jchr v.. Kcsscngyr
ie iu ty  Cc-t Isslon er of Revenue





a A

T i l l  I H . IS I  A I UKI OF M i l .  S I A I  I O F  ALASKA 
M M  II I IX i lS I .ATUK i:

FISCAL XM L .

I R F O U I S I
Kill Resolution No SB 103 _______________ _____________ ________________
Iiiic Act concerning the oil and gas properties production tax
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This Bill would facilitate the adrinlstr.ition of the present production tax, raking It 
fully auditable for the first lire since "stair steps" were introduced into the statute 
in 1970. Bo additional staff or other costs are anticipated to administer this Bill. 
Assuring a full and fair rarket price for Prudhoe Say oil, estimated receipts under 
the Bill for production frtr the rain reservoir of that field would be S13I.3 nil lion 
in Fir 76, 5205.6 rillion in FY 79, S362.A nillion in FY 60, 5585.9 ellllon in FY 81 
and $636.3 rillion in FY 82. Further corrents (which are hereby Incorporated into and 
radc part of this Analysis) on the Bill appear in the attached rtrorandun fror Thcras 
Mil liars to R. 0. Stevenson.

IV d v i i February 18, 1977 i» m t'A m i) ia
M il M  Y —  Revenue 

I H t p i u l I rr iU jh ic I in jtu f ITB»NI , (9073-274? 1361
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hilir 11 i m I Irgjd^OM Soncdl
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Introduced 1/11/77
Referred Resources and Finance

BY THE RULES COMMITTEE BY
IN THE SENATE REQUEST OF THE GOVERNOR

SENATE BILL NO. 238 
IN THE LEGISLATURE OF THE STATE Or ALASKA 

TENTH LEGISLATURE - FIRST SESSION 
A BILL

For an Act e n t i t l e d :  "An Act r e la t i n g  to the o i l  and ga3 p rope r t ie s  p r o ­
duction tax . and provid ing f o r  an e f f e c t i v e  da te . "

EE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
Sect ion 1. AS A3.Si i s  attended by adding new sect Iona to read:

Sec. A 3 . i i . 0 l l .  OIL PRODUCTION TAX. ( a )  There ia lev ied  upon 
the producer o f  o i l  a tax f o r  a l l  o i l  produced f ron  each lease or 
property  in the r t a t e .  lean any o i l  the ownership o r  r igh t  to  which in 
exempt f r c a  t ix.it Sin. The tax l» equal to c i th e r  the pcrcentnge-of - 
va luc ncount ca lcu la ted  under (h ) o f  th in sect ion o r  the ccnta-per- 
b a r re l  amount ca lcu la ted  under (c )  o f  th i s  sec t ion ,  whichever in 
g re a te r ,  m u l t ip l i e d  by the economic H a l t  f a c to r  determined fo r  the 
o i l  product ion o f  the lease o r  property under nec. 13 o f  this* chapter.  
I! the arn un *  c.il . s lated under (b ) and (c )  ib iu f lection are equal ,  
the amount ca lcu la ted  under (b ) os th in section sh a l l  he treated an i f  
It w«re the g rea te r  fo r  purposes o f  thin sect ion

(|1 ihv per.cotagc»c»f-valuc nrount equals l fJ per cent c f  the 
, r o r . u  value ..t the point *»f production o f  taxab le o i l  produced f ron  
the U-aae ot property

(i i The cei t ■» -per -bar r« 1 amount equals 3 ?S per b a r re l  o f  taxable 
o i l  produced frwa the lcahv o r  p roper ty ,  aft ad justed Ly sec. 12 o l 
thin chapte r .

<d) When the cen t» -per -ha r rc l  amount ca lcu la ted  er (c )  o f  
rhib sect ion  i t  i?rr.-»»cr than the percentage-o f -va lue amount ca lcu la ted  
nuidet (l) «*f th is  sect ion . *r. aeeuttt not le ss than S . 01 fo r  nch

. j .  Sh 2 18



ba r re l  o f  taxable o i l  produced sh a l l  be paid by the s ta te  out o f  I t s  
r o y a l t i e s  from the o i l  whenever payment by the s ta te  Is  required under 
the revenue shar ing p rov is ions o f  sec. 9 o f  the Alaska Native Claims 
Settlement Act (P.L. 92-203, 85 S ta t .  688, A3 U.S.C. 1601 et seq . )  
into the Alaska Native Fund, u n t i l  a l l  amounts paid in the fund equal 
$500 ,000 ,000 .

Sec. A3.55 .012 . ADJUSTMENTS IN IAX RATES. (a )  The amounts set 
nut in sec. 11 (c )  and sec. 16 (c )  o f  th i s  chapter sh a l l  be increased or 
decreased by a percentage equal to the percentage o f  change in the 
Cross National Product D e f la to r  published by bureau o f  Economic Analysis 
o f  the United Sta tes Department o f  Commerce. Changes in tax ra tes  
w i l l  he computed based on changes in the Gross National Product D e f la t o r  
f ron that o f  the F i r s t  Quarter 1977 Cross National Product D e f l a t o r .
The department s h a l l  post the changes in the tax ro tes  p e r i o d i c a l l y  
and it a l l  n o t i f y  every person producing o i l  within the s ta te  o f  the 
chingi t.

t.i) The cen ts -p e r -b a r re l  amount set out in sec. 11 (c )  o f  th in 
chapter an ad lusted by (a )  o f  th i s  section app l len to o i l  o f  27 
degree* API g rav i t y .  For each degree o f  API g rav i ty  le ss  than 27 
degrees the ren t r . -pe r -ba r rc l  amount sh a l l  be reduced by $ 005 and fo r  
each degree o f  API g rav i ty  g rea te r  than 27 degrees the cvn ts -pc r -  
b a r re l  amount » . a l l  be increased by $.005 except that o i l  above 40 
degreer. API g rav i ty  nha l l  be taxed as 40 degree o i l  In apply ing the 
g rav i ty  adjustment under th i s  subsection, f r a c t i o n a l  degrees o f  API 
g rav i ty  nha l l  be dis regarded.

Nec. 4 ) 5 5 . 0 1 ) .  ECONOMIC I.IMIT rACTOK (a )  The economic l im it  
fac to r  fnr o i l  production o f  a Irnne o r  property equal* one minus the 
r,i |u o f  the monthly production ra te  at the economic l im i t  to  the 
production during the month fo r  which the (ax U  to be paid.



(b )  Before February 15 o f  each ;« a r  o r within s ix  months a f t e r  
commencement o f  production f o r  a lease o r  ; r o po r ty .  the department 
s h a l l  n o t i f y  tho taxpayer o f  the monthly production ra te  at the 
economic l im i t  f o r  each lease or property within the s ta te  f o r  that 
year . The monthly production ra te at the economic l im i t  fo r  a lease 
o r  p roperty i s  presumed to be 100 b a r r e l s  times the number o f  v e l l -  
day« f o r  the lease o r  p roperty during December o f  the preceding year . 
unl i'1 . the taxpayer at n forr-'. l hearing under AS A3.05 .240 provides 
c le a r  and convincing evidence o f  a d i f f e r e n t  monthly production ra te  
at the economic l i ' . l t  f o r  the lease o r  p roper ty .  The monthly produc­
t ion  ra te  at the economic l im i t  f o r  the lease or p roperty based upon 
the c l e a r  and convincing evidence o f  the taxpayer s h a l l  bo ca lcu la ted  
by d iv id ing the va lue determined under <d) o f  th is  section In to  the 
average monthly d i r e c t  operating cost determined under (c )  o f  t i l l s  
sec t ion .

<c> The average monthly d i rec t  operat ing c<»nt fo* o i l  production 
rjwru» ion. o f  the *e«»c «»r property sha l l  be determined based on a 
per iod *>f no* 1« ft th.i i  four consecutive month*. The d i rec t  operat ing 
tos.tt. include d r i l l i n g  supp l ies ,  f u e l ,  rou t ine  maintenance, and wages 
and benef it  ■ o f  crt; I »yoc* working on the production ope ra t ions .  The 
d i rec t  opcr.it lug ror*.% do i ot include cap i ta l  expenditure* , tang ib le  
c r  in tangib le  d r i l l i n g  expenses, cost* o l  v e i l  v t r k o va rs .  costa fo r  
it placement t • * l r  <«.tiier ?ha'* rou t ine  r j  Intc nance ) , deprec ia t ion 
•*r im r t i g i t i i m ,  i , insurance, overhead, coney paid o r  set aside 
(••r booked «> l i r l s f  paid or  set as ide) to cover the cost o f  terminating 
the o i l  production operat ions o f  the lease o r  p rope r ty ,  o r  any other 
cost n«>t d i r e c t l y  re la ted  to  the o i l  production ' i te ra t ions  o f  the 
!ea«e o r  property

(d )  Tin- valtu **» chr point o f  production •>! o i l  produced from



the lease cr property ahall be determined on the basis of the acquisi­

tion cost C.I.K. at West Const refineries for imported oil of like 

quality, minus the reasonable cost of transportation between the point 

o f  production of the oil fron the lease or property and those West 

Coast refineries.

( e )  Before February 15 o f  each year o r  within s ix  months a f t e r  
cow.enccracnt of  production f o r  a lease or  property the department 
sh a l l  noM fy  the producer of pas o f  the monthly production ra te  at the 
economic l im i t  f o r  each lear.c or property within the s ta te  fo r  that 
year The monthly production ra te  at. the economic l im i t  f o r  n lease 
o r  property sh a l l  ho determined at a formal hearing under A S  6 ) . 0 5 . 2 4 0  
and r..:*t he cm ah! ished by c le a r  and convincing evidence presented by 
the taxpayer at that hearing. 7!.e monthly production ra te  a: the 
economic l im it  f o r  the lease or property based upon »!»«• c l e a r  and 
. .•nviucinp. evidence o f  the taxpayer sh a l l  be ca lcu la ted by d iv id ing  
t he value determined under (g )  o f  th is  sect Sen into the average rent hi •• 
• l irc e i operating cost determined under ( f )  <<f i b l t  sect ion .

( t )  Ihe average taonthlv l i rec t  operating cost f o r  gas production 
operat ions o f  the lease nr property sh a l l  be determined boo*- on a

; *>{ not le ss  than four con cct.t lvc r«nth:i The d i rec t  operat ing 
e 'M *  include d r i l l i n g  supp l ies ,  f u e l ,  r o u i lm  maintenance, and wages 
and bono f i ” •>! employees work in p. •*» tin* product ion ope ra t ions .  The 
d i rec t  operating coats do not include cap i ta l  expenditures , tang ib le 
<<t im.mglM* d r i l l i n g  expenses, coats o f  wel l wuijl-ovoro. costs fot 
i « placement **r repa i rs  (o ther than rout ine raa Ipl r n a tK e ) . deprec ia t ion 
r a*!»>rt l«at ion. taxes ,  insurance, overhead, ni-nles paid or set aside 

t*ir I i- red as being paid or  •jet a*.idc) to cover the cost  o f  terminating 
•he  g a . production operat ions o f  the lease or ptopcrty .  o r  any o the r
cost not d i rect I', r e la ted  to the gas production operat ions o f  the
.* IB



♦

lease or property.
(g) The value at the point of production of gas produced from 

the lease or property shall be determined on the basis o f the highest 
price paid for gas of l ike quality and pressure in the same f ie ld  or 
sodo other f ie ld  within 100 miles in the state.

(h) The department nay aggregate two or more leases or properties 
(or portions o f  then ) ,  for purposes of determining economic l in i t  
factors under this section and applying then to see. 11 of thir. chapter, 
when economically interdependent o i l  or gas production operations are 
not confined to a single lease or property. The department ray also 
segregate a lease o r  property into two or :t»re parts, for purposes of 
determining economic l im i t  factors under th is  section and applying 
them under see. 11 of th is  chapter, when two or more economically 
indi.cndcnt o i l  or gas production operations are bring conducted on
i t

( O  A determinat ion o f  the monthly production ra te  at the economic 
l ; t r i t  f o r  a I'-a-c «»r property it. r e t r o a c t i v e  to January I o f  the 
current year . *< r product lor. o f  a lease o r  property torrentSng a f t e r  
January 1, the determination o f  th< monthly production ra te at the 
economic !! i t  f o r  t l . i t  Jcnee or  property made within sir. ronthn a f t e r  
t i i  i T i . n e  t.f production Is ro t  reac t ive  to the co t t t scc ren t  o f
; t oiinct mi

Net. '.3 'j'i.OW, CJSS PKODlJCTIOll tax (.1) There lo lev ied upon 
’ It- produce: o f  pa a a tax f o r  a l l  gas produced from each lease nr 
property itt t ’e s t a t e ,  ten*, any gas tho ownership o r  r igh t to which is 
••xerpt from taxa t ion Hw tar. Is equal to e i t h e r  the pe rcen tagc -o f • 
value amount ca lcu la ted  tinder (!*) o f  th is  section or the cents*per-Kef 
amount ca lcu la ted  under (c )  o f  th i s  sect ion , whichever is g rea te r ,  
mu l t ip l ied  l . the economic l im i t  fac to r  determined fo r  gas piuduct lon

-5- :;h j j h



. I,

o f  the lease or property under sec. 13 o f  th i s  chapter.  I f  the amounts 
ca lcu la ted  under (b) and (c )  o f  th i s  section are equal , the amount
ca lcu la ted  under (b) o f  th is  section s h a l l  be t reated as i f  i t  were
the g rea te r  f o r  purposes o f  th is  sect ion .

(b ) The percentage-o f -va lue amount equals 10 per cent o f  the
gross value at the point o f  production o f  the taxable gas produced
from the lease o r p roperty .

( c )  The cents-per-Mcf amount equals $.06'* per thousand cubic
feet o f  taxable gas produced from tho lease o r  p roperty r.s ad justed by
sec. 12 o f  th is  chapter.

Sec 6 3 .5 J . 0 1 7 .  RELATION 70 OTHER TAXES. (a )  Except as provided 
in th i s  chapter a id  in ch. 58 o f  th is  t i t l e ,  the taxer, imposed by th is  
chapter arc in place o f  a l l  taxes now imposed by the s ta te  o r  any o f  
i tn  m un ic ip a l i t i e s ,  and ne i the r  the s ta te nor a munic ipa l i ty  may 
impost a tax upon

( I )  producing o i l  or pan leases .
( . ’ ) n i l  o r  gat. produced or ex tracted in the s t a l e .
( \) the value o f  in tangib le d r i l l i n g  am! exp lo ra t ion  cxpenr.cn

(b )  T h e  taxes imposed by thin chapter ar* in place o f  a l l  t/Xe»
imposed by a munic ipa l i ty  upon o i l  or g n n  in place or nonproducing o i l  
• •r gar* leases nr p rope r t ie s .

( c )  The taxed Imposed by th is  chapter are not in place o f  the
tax imposed by ch. 57 o f  th i s  t i t l e  o r  income taxes , f ranch ise taxes 
or taxes upon the r e t a i l  sa le  o f  o i l  o r  gan products

* Sec 2. AS 6 3 . 5 5 . 0 7 0 ( a )  i» amended to read
(a )  The groan product ion tax on o i l  o r  gas «|*all be p a i l  monthly 

Tlie tax is due on the 20th |LAST) day o f  each ca lendar month «>n o i l  o r  
g a . p roduce*! (REMOVED DR SOLDI from each l e a i r  o r  property during the
preceding month. I f  the tax Is not paid before ibe end o f  the eonth

Sit 2 )8  . 6 .



Sec. 3. AS A3.5 5 .020 (e )  ia amended to read:
(e )  Gas produced and used, except gas used in the opera t ion o f  a 

Lease o r  property in d r i l l i n g  fo r  o r  producing o i l  o r  gns, o r  f o r  
repressu r ing ,  is  considered, f o r  the purpose o f  th i s  chapter and in 
the amount used, as gas produced (REMOVED OR SOLD] f ron  a lease or  
p roperty .  Gas f l a r e d  under a permit granted by the Department o f  
Maj Resources under AS 31 .05 .170 (11 )  (H) is  considered as gas 
pr-.ulnced, except that i t  la  subject to a tax equal to twice the tax
computed under sec. 16 o f  th i s  chapter as ad justed by see. 12 o f  th is
chap ter per thou-and cubic feet o f  gas fo r  the month in which the gas 
was f l a r ed .
Sec. A. AS A3 .5 5 . 0 3 0 ( a ) (1 )  is  amended to read

( 1 ) a desc r ip t ion  o f  the lease o r  property f ron  which the 
■ i I  o r  go:» was produced (REMOVED OR SOLD), by name, lega l desc r ip t ion ,  
lease number nr by accounting code numbers assigned to the department; 
See 5. AS « 1 .5 5 . 0 3 0 ( a ) ( 3 j is  amended to read

(. ' )  the gtor.?. amount o f  o i l  o r  p is  produced (REMOVED OP.
SOLD) ! rum the lease ox property ,  and the percentage o f  the gross
anount owned by each oroducei fo r  whom the tax i f  paid,
S« c 0. .iS •• I . *j. i Vd i.', (<•) is aevrtid"J to rc.it!

( ' . ) the :<u.»l value o f the r I I  o r  gas produced |REMOVED OR
Sol.b) »'run the I im ■ •? property ovned l>j each producer fo r  whom the
tax !• paid. m;J
Set, ?. AS A3.V-.l fcl ) • amended by adding mw paragraph* to read 

( 1? )  'grc.1% value at the point o f  production*' means
(A) fo r  o i l ,  the va lue o f  the o i l  at the point where i t  

i* metered or measured (by automatic custody t r a n s f e r  meter, lank 
gauge, o r  other method approved by the co r r .1 *•»lo n e r ) In i condit ion

Sft . in

In which it becomes due, the tax becomes delinquent.



o f  p ipe l ine  qua l i t y  on the premises o f  t^e lease o r  property from 
which i t  is  recovered; however, i f  the o i l  is  not o f  p ipe l ine  
q u a l i t y  when i t  i s  removed from the premises o f  the lease o r  
property from which i t  is  recovered, o r  i f  the o i l  recovered from 
a lease o r  property i s  not metered or  measured (hv automatic 
custody t r a n s f e r  meter, tank gauge, o r  o the r  method approved by 
tho coimjlssio. ior ) on the premises o f  the lease o r  property from 
whic*' i t  is  recovered, then the gross va lue at the point o f  
production is  the value o f  that o i l  at the o f f*p remises loca t ion  
where the o i l  is  f i r s t  metered or  measured (by automatic custody 
t r a n s f e r  meter, tank gauge, o r  o ther method approved by the 
commissioner) in a condit ion o f  p ipe l ine  q u a l i t y ;

(B) f o r  gnn recovered from o r  in assoc ia t ion  with o i l .  
the va lue o f  the gas at the point where i t  is  accu ra te ly  metered 
o r  treasured a f t e r  separat ion from the o i l ;  f o r  gas run through a 
gat. processing p lan t ,  the groat, va lue at the point o f  production 
in the f u l l  cons idera t ion received by the producer fo r  tlte gas i f  
so ld  in an arm's length t ransac t ion  o r .  in tlte absence of an 
arm';, length t ransac t ion ,  is  the sum o f  the value o f  the l iqu ids  
extracted f ron  the gas at the plant and the value o f  tho residue 
r.ar., le ss  a reasonable al lowance fo r  process ing tlte gar. at the 
plant and f o r  t ranspo r t ing  the gas to the plant f ron  the premises 
upon which the o i l  production ope ra t ion  in conducted; aitd

(C) f o r  gas not recovered f ron  o r  in assoc ia t ion with 
n i l ,  thv va lue o f  the gas at the point where it lb accura te ly 
metered or  measured o r  the va lue o f  the gas at the point o f  s a le ,  
i f  any. on the premises o f  the lease or property f ron  which the 
gas is  recovered, whichever is the higher va lue . fo» gas run 
through a gas processing p lan t ,  the gross va lue at the point o f



produce Lon Is  the f u l l  cons idera t ion received by the producer f o r  
the gas i f  so ld  in an arm’ s length t ransact ion  o r ,  in the absence 
o f  an arm's length t ransac t ion ,  is  the sum o f  t.>c value o f  the 
l iqu id s  extracted from the gas at the p lant and the value o f  the 
residue gas, less a reasonable al lowance f o r  processing the gas 
at  the p lant and f o r  t ranspo r t ing  the gas to the p lant from the 
point where I t  was accu ra te ly  metered o r  measured;

(13 ) " o i l  product ion ope ra t ion"  neons the operat ion by 
which o i l  is  recovered from a lease o r  property and rendered in to o i l  
o f  p ipe l ine  q u ; l i t y ,  and includes any gathering done before the o i l  is  
f i n a l l y  rendered into o i l  o r  p ipe l ine  q u a l i t y ;

(14 )  "p ipe l ine  q u a l i t y "  means good and merchantable cond i t ion
(15 )  "wel l  days" means the number o f  days in which a wel l 

is  operat ing during a month.
* Sec. 8 . AS A3.55 .010 , A3.55.015 and A 3 .5 5 .1AO(10). and ( 1 1 . )  arc 

repealed.
Sec. 9. This Act takes e f f e c t  Ju ly  1. 1977 and app l ie s  to production 

during the month o f  Ju ly  1977 and succeeding months.

*9- s h :m b
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Introduced: 1/28/77
Referred: Resources and finance

BY THE RULES COMMITTEE BY 
REQUEST OF THE LEGISLATIVE COUNCIL ( f o r  the Subcommittee on Oi l and Gas Leasing nnd Taxing P o l i c i e s )IN THE SENATE

SENATE BILL NO. 103 
IN THE LEGISLATURE OF THE STATE OF ALASKA 

TENTH LEGISLATURE - FIRST SESSION 
A BILL

"For an Act e n t i t l e d :  "An Act concerning the o i l  and gas p rope r t ies  p ro­
duction tax ; and provid ing f o r  an e f f e c t i v e  d a te . "

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

to '
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7 1  

In 

p* 1

* Sect ion 1. AS A3 .55 .010 (a )  is  amended to read:
(a )  There i s  lev ied  upon the producer o f  o i l  o r  gas a tax based 

upon a per cent o f  the gross va lue at the point o f  production (AT THE 
V.T'LL) o f  a l l  o i l  o r  gas produced (REMOVED OR SOLD) from each lease o r 
p rope r ty  in the s t a t e ,  lens the va lue o f  any parr the ownership or r igh t  
to which is  exer.pt from taxa t ion .  The tax i s  determined according to 
the fo l low ing  schedules , and any pa r t  which it; exempt from taxa t ion is 
deducted from the tax lev ied  on a pro r. i ta bas is  .in to each production 
l e v e l  tax b racket :

( 1 ) o i l :  based upon the t o t a l  pr oduction fror.  r.tch l e ase o r
p rope r ty  (AVERAGE DAILY PRODUCTION FOR EACH WELL| to r  the ca lendar month 
in b a r r e l s ,  the tax is

(A) ze ro (FIVE) per cent on th<- 10 t (300) Barre l »
o f  average dai l y  per we11 product Ion .

(R) fou r  (SIX) per cent on the next ?00 (700) b a r r e l s  of 
average d a i l y per we11 product i o n ;

(C) s ix  (EIGHT) per cent on the i;»x* /00 (AM. PRODUCTION 
IN EXCESS OF 1 .J00 )  b a r r e l s  o f  ave rage d a l l y per uel 1 product ion,

(D) nine pu-r_cent on the next %f>0 burr el i . o f  avera^e 
da l l y  per w«»LL_ p roduct ion .

SD-. e l e v en per cent on the next 7 , 000 h ir re l  n avorago
SB 103



d a i l y  per v e i l  product ion ;
(F) fourteen per ccnr on a l l  product ion in excess o f

3 ,500 b a r r e l s  o f  average d a i l y per wel l p roduct ion;
( 2 ) gas: the tax i s  four per cent o f  the gross va lue a t  the

po in t o f  production o f  the pas and l iq u id  products produced each ronth .  
Sec. 2. AS A 3 .55 .0 15 (a )  i s  amended to read:

(a )  There is  le v ied  upon the producer o f  o i l  a tax on each b a r re l  
o '  o i l  produced (REMOVED OR SOLD) f r on  each lease  o r  p roper ty  in  the 
s t a t e  le ss  any part  the ownership o r  r igh t  to which iu cxcr.pt f ron  
ta xa t ion .  The tax i s  based upon the t o t a l  production f r o n  each lease o r  
p rope r ty (AVERAGE DAILY PRODUCTION FOR EACH WELL) f o r  the ca lendar month 
In b a r r e l s  determined according to the fo l low ing  schedule and any part 
which is  exempt from taxa t ion  is  deducted from the tax le v ied  on a pro 
r a ta  bas is  as to  each production l e v e l  bracket

( 1 )  S . 0000 ($ .168/51 on each o f  the f i r s t  100 (3 00 |  b a r r e l s
o f  a v e r a g e  d a l l y  per v.vl_l product I o n .

<2> S . 1350 ( $ .20251  on each o f  the next 200 J /00 | b a r r e l s  ot 
average d a l l y  per wel l product ion ;

( I )  $ 2025 15 .2 /00 )  on each *<f ihe next /00 (BARREL OF PRO­
DUCTION IN EXCESS OF 1 . 000) b a r r e l s  o f  average da.il v j ier v e i l  J?rn»hic* ion.

(.'.) $.3038 on each o f the nex 500 b a r r e l s  o f  average
d a l l  y per we 11 produc_t_i <>n^

p )  13 on each the next 2.000 barn 2* 2X££Z?ilf dai ly 
L’i'r V/<,H production;

on each b a r r e l  o f  product Ion ti r 1.500
barrc 1 •> o f a v r raga da l l y  per we 11 product i o n .
Sec. 3. AS A3.55.015(c) to amended to road:

( c )  The tax ratuji wet out in thir. sec t ion  u l l l  be Increased or 
decreased by a percentage equal to the percentage o f  change In thv
103 -2*



Wholesale P r ice  Index f o r  crude petroleum published by the Bureau o f  
Labor S t a t i s t i c s ,  o f  the United States Department o f  Labor. The year 
1967 i s  the base year o f  100 f o r  computing the tax ra tC3 . Changes in 
tax ra te s  w i l l  Le computed based on changes from the December. 1971 
Wholesale Pr ice Index published in January, 1974 [ IN THE WHOLESALE PRICE 
INDEX OCCURRING AFTER JANUARY I ,  1974 AND WILL NOT INCLUDE CHANGES IN 
THE WHOLESALE PRICE INDEX PRIOR TO JANUARY I ,  1974 | .  The department 
s h a l l  post the changes in the tax ra tes  at l e a s t  semi-annual ly and sh a l l  
n o t i f y  every person producing o i l  within the s t a t e  o f  the changes.

*  Sec. 4 .  AS 4 3 . 9 5 . 0 2 0 ( a )  Is  amended to read:
(a )  The gross production tax on o i l  o r  gas sh a l l  he paid monthly. 

The tax is  due on the 20th day |LAST DAY) o f  each ca lendar month on o i l  
o r  gas p roduced (REMOVED OR SOLD] f r on  each lease o r  property during the 
preceding month. I f  the tax i s  not paid be fo re  the end o f  the month in 
which i t  becomes due, the tax becomes de l inquent .

* Sec. 5. AS 4 3 . 5 5 . 0 2 0 ( e )  i s  repealed and re-enacted to lead :
( e )  Can produced, except gas used in the ope ra t ion  o f  a lease o r  

property In d r i l l i n g  f o r  o r  producing o i l  o r  gas, o r  f o r  reprensur log ,  
it. cons idered , f o r  tin* purpose o f  th i s  chapte r ,  as gas produced f r orj a 
lease o r  p rope r ty .  Gas f l a r e d  under a permit granted by the Department 
o f  Natura l Resourced under AS >1 .05.1 7 0 ( 1 1 ) (H) fthal! be considered .»« 
gas produced, except tli.it I t  s h a l l  pay « sever in to  tax equal to f i v e  
t in e s the severance tax in e f f e c t  f o r  that per iod in which the . if. wa » 
f l a r e d .

* See. (•. AS 4 3 . 5 5 . 0 1 0 ( a ) ( I )  i-. amended to read.
( I )  a desc r ip t ion  o f  the leaso  o r  p roper ty  fr>m which the o i l  

o r  gad wa* produtad [iliyOVQ) OR SOLD], by nine, lega l  desc r ip t ion ,  
leabe number o r  by accounting code number • a»slgnc ! by the depart ,

*  Sec, 7. AS 4 3 . 5 5 . 0 3 0 ( a ) ( 3 )  la  amended to read
-3- SH lbl



( 3 )  the groao amount o f  o i l  o r  gas p roduced (REMOVED OP. SOLDJ
f ron  the lease  o r  p rope r ty ,  and the percentage o f  the gross amount owned
by each producer f o r  whom the tax i s  paid ;
See. 8 . AS A 3 .55 .0 .30(a) (A) is  amended to read

(A) the t o t a l  va lue o f  the oLl o r  gati produced (REMOVED OR
SOLD) from the l e a se  o r  property owned by each producer f o r  whom the tax 
In paid ; and
Sec. 9.  AS A3.55.1AO la  amended by adding new paragraphs to rc.idr 

( 12 ) "g ross va lue a t  the point o f  product ion" means;
(A) f o r  o i l ,  the va lue o f  the o i l  a t  the po in t where i t  

Is  nete red o r  measured (by automatic custody t r a n s f e r  meter, tank 
gauge, o r  o the r  method approved by the commissioner) in a condit ion 
o f  p ip e l i n e  q u a l i t y  on the premises o f  the lease o r  property from 
which I t  i s  recovered, however, i f  the o i l  i;. not of  p ip e l in e  
q u a l i t y  when i t  I;, removed from the premise.* o f  tho lca.no or 
p roperty from which i t  is  recovered, o r  i f  the o i l  recovered from a 
lease or p roper ty  is  not metered o r  censured (Ity automatic custody 
t r a n s f e r  meter,  tank gauge, o r  o the r  method approved by the com­
m iss ione r )  on flu* premises o f  the lease or p rope r ty  from which i t  
1;. recovered , then the gross va lue a t  the point of produc* ion Is 
the va lue o f  that o i l  at rh** o f f -p rem ise s  l o ca t ion  where the o i l  1; 
i i r a t  meterod o r  m«.tsurv«l (by automatic runtody t r a n s f e r  f*et.er, 
tank gnugtf, o r  o the r  method up;»ro/»-d by tbe cucrs lsa ioner ) ui a 
cond i t ion  o f  p ip e l i n e  q u a l i f y ;

(H) f o r  gas recovered f r on  or in a s soc ia t ion  with o i l ,  
the vn lua o f  the gn» n l  the point whore it in accu ra te ly  metered or 
measured a f t e r  sepa ra t ion  f r on  thv o i l .  f o r  gas run through a 
gas processing p la n t ,  the gross va lue  at the point ot product ion In 
the f u l l  cons ld e r . i t ion received by the producer fo r  the gas i f  f.eld



in an nrta'i* length t ransac t ion  or. in the absence o f  on a rp ' s  
length transact ion, lfl the t a  of the va lue o f  the l i q u id s  e x­
tracted froo the gas at tho p lan t  and the va lue o f  the res idue gas, 
loss a reasonable al lowance f o r  processing the f.a» a t  the p lan t  and 
for transporting the gas to the p lant f r o«  the premises. upon which 
the oil production opera t ion  i s  conducted. nd

(C) f o r  r.as twt recovered fr©^ o r  in a s soc ia t ion  with 
o i l ,  the va lue o f  the gas at the point where i t  is  accu ra te ly  
petered o r  eeasurcd or the va lue of the gas at tho poin t o f  r-alo. 
i f  any. on the pre« l»e& o f  the lease o r  property fioei which l i  e ga* 
is  recovered , whichever is  tho higher va lue ,  f o r  gas run through a 
gas process ing p lan t ,  the pros* va lue at  the point o f  product ion is 
the f u l l  cons ide ra t ion  received by the producer f * r  the p. a a i f  so ld  
In an a rn ' s  length t ransac t ion  o r ,  in the absence u f  an arn’p 
length transact ion. is  the o\v; of the va lue  o f the l iq u id s  e x ­
t rac ted  froai the pas *»* *•'« p lant and the value of the res idue gas. 
I r a  reasonable e l lu v an . t  f «-r process ing I l f  fr.as at the p lant and 
f o r  t ranspo r t ing  the gas In  the p lant Ifcs tin* paint tdtefe it uaa 
accu ra te ly  oetered or tveaavred;

(II) “oil production operation** b «< h * the operation hy which

O i l  is  recovered frCMk a lease or pTopef iy and tendered in to  O ' l  (d 
p ip e lin e  qua l ic y .  and include* any gather ing done be fo re  the o i l i> 
f i n a l l y  rendered in to  »»ll «*f p ip e l in e  q u a l i t y .

(|4) pipeline «;.»ali:y“ reaos good and utaffcetable condition. 

( | »  "average dally per well production” «•<•*"* the a*»Mnt 

calculated by dividing the total manl ? r  *? barrels of oil produced f t «  

each lease or property during tho raleftdar month by the total n.*nhrr of 

wells produced on the lease or j.:o-efty arty t in e during the Calei'at 

ronth and dividing that Miwin? by the total initl*r of days in the

U  1^1



ca lenda r ron th .
*  S e c .  10. AS 63. Si. 140(10) .ind (11) arc repealed.

* Sec. 11. Thin Act to ke i  e f f e c t  Ju ly  1. 1977.
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d a i l y  per v e i l  production
(K) f o u r t e en per cent on n i l p roduction in exce ls  o f

3 , 500 hn r ro lo  o f  nvqrn^o d a l l y  per wel l  product ion j
( ? )  p.nn: the tax in four per ren t  o f  the p.rouo va lue at the

poin t o f p roduct ion o f  the p.nn and l iq u id  products produced each month.
* Sec. 2. AS A3.55 .0 1 5 (a )  lu  amended io  rend-

(a )  There i s  le v ied  upon the producer o f  o i l  a tax on each ba r re l  
o f  o i l  produced (KEM0VE0 OS SOLD) from each lease o r  p roperty  in the 
s t a t e  le s s  any part the ownership o r  rlp.ht to  vh lch i s  except from
taxa t ion .  The tax in baned upon the t o t a l production I r o r  each l ease o r
p roper ty  (AVERAGE DAILY PRODUCTION FOR EACH UEI.I.I f o r  the ca lendar ronth  
In b a r r e l s  determined according to the fo l l ow ing  schedule and any parr 
which Is  exempt from taxa t ion  i s  deducted from the tax lev ied  on a pro 
ra ta  bas is  a n  to  each production leve l  bracket

( I )  S_JK>00 I0.1A87 J on each o f  the f i r s t  1*0 (3001 b a r r e l s
o f  average dal I v per _yrl 1 product Ion;

( ? )  5 .1150 (5 .20251 on ra th  o f  the next 200 |70l>| b a r r e l s  o f
ave rage t la l l  y per yt» 11 product Ion;

( I )  5^7025 I5 .2 /O0J on each of the nettt 700 |&AStOKl OK PRO­
DUCTION Ui EXCESS OK 1,001*1 b a r r e l s  o f  ..ver-nto d a i l y  per v e i l  product l/ \  

J7*) 5_101h oil each o f  the next 500 b a r r e l *  of_ avenge
d a i l y  p e r v e ! 1 product ionJ

(5 ) 5 3713 on each o f  the next 2 ,000 b i r r  •! ô T a v e rs e  d a l l y
pe r  v e i  l p r o d u c t  i o n .

(6) 00 iPF*’- barrel of ̂ product ion In t'J 1,500

bar r e l  a d a i l y  per wel l pn' ;!ucUnti .
• pet .  3. AS 0 3 . 5 5 . 0 1 5 ( c )  la  a'..ended to read

( c )  l l te tax ra te *  set out lu  th ia  sect ion w i l l  b« :n<re.»*rd or  
decreased by a percentage equal to tb*t percentage m change in the
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i |IN THE SENATE 
?

3

Introduced: 1/7H/77
Referred: Resources and Finance

BY THE RULES COyJtlTTKE BY 
RKQ7ES7 OF THE LEGISLATIVE COUNCIL ( fo r  the Subcommittee on Oil and Ga:. Leaning and Taxing Polic ies)
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SENATE BILL NO. 103 
IN THE LEGISLATURE OF THE STATE OF ALASKA 

TENTH LEGISLATURE - FIRST SESSION 
A BILL

vo r  nn Act e n t i t l e d ;  "An Act concerning the o i l  and gaa p rope r t ie s  p ro -
1

duction tax ;  and provid ing f o r  an e f f e c t i v e  d a ' e . "
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Sect ion I .  AS A3 .SS .010 (a )  is amended to rend
(a )  There ir. lev ied  upon the producer of  o i l  o r  gat* a tax baaed 

upon a p r r  cent o f  the groan va lue at the po in t  o f  production |AT THE 
WELL) o f  a l l  o i l  o r  gas produced (REMOVED OT S0I.0) Iroti each lease  or 
p rope r ty  in the s t a t e ,  le s s  the va lue o f  any part  thr ownership o r  r igh t  
to  which it. except f ron  taxai ion. The tax in dc tc r r ln cd  accord ing to 
the fo l low ing  schedules,  and any part which it. exempt f r c n  ta xa t ion  !•* 
deducted f r on  the tax lev ied on a pro ra ta  hat.Is as to each product ion 
l e v e l  tax Bracket

( I )  o i l .  Laned upon the t n i i l  praducl ioi. fro - .  it:e or
proper t y  (AVERAGE DAILY PRODUCTION FOR EACH WELL) Jor l • ca lendar r . nth 
in b a r r e l s ,  the tax it.

(A) «ero |FIVF| per cent on the f i r s t  l l ) J  |30d) harr«'!*> 
‘.‘J  Average d a i l y  per Vid l product Ion.

(Ji) fou r  |S IX | per rent  on i l *  it / t  7T*') | / J 0 ) h a r r e ln  . 
rtv«*raij«» (̂!#J[^y_pei wel l product ion.

(C) o lx  (KICUTI per cent on tin- « . * /CO |A«.L I'JUiHLL'T ION 
IN EXCESS OF 1 ,009 )  b i r r e l s  o f  d a l l v   ̂«*t we* 1_ £ n - fur t !• fi.

» ) -  p« : • . . ■ | r. of ‘>Ver<;

d a l l y  per v e i l  prod icHun4
(E ) e leven per cen» or» t!s’ next » I* *r : «*!*- o f  average

’** SB 10)



(3) tho gross ntrount of oil or gas produced |RQiOVED OK SOLD]

fron the lease or property, and the percentage of the groan .mount o w e d

by each producer for when the tax ir. paid.

See. 8. AS &3.35.030(a) <i) is .mended to read*

(.'.)• the total value of the oil or gas produced (REMOVES OP

SOLO] fron the lease or property owned by each producer for •-•hoc • he tax 

Is paid; and

Sec. 9. AS i3.J5.1AO is .mended by adding new paragraphs to read

(12) ’V.rosn value nt the point of production'' rears*

(A) f o r  o i l ,  the va lue of the o i l  at the poin t where it  
i% nete rcd o r  aeasurcd (by nu to r . i t ic custody t r a n s f e r  r .e te r ,  tank 
gauge, o r  ocher cethod approved by the n r n i n . l o n e r )  In a cond i t ion  
o f  p ip e l i n e  q u a l i t y  on the p r ro lne s  o f  the lease o r  p roper ty  f r o a  
which i t  i* recovered, however, i f  ilu» o i l  li. not o f  pipe) in*? 
q u a l i t y  when i f  is  removed f r o a  tho p m l a e t  o f  the lena r  or 
p roperty f r o a  which i t  1% recovered, o r  I f  the o i l  recovered f r o a  a 
l ease  or p roper ty  is  not ce ie red  o r  rcasured (by ou teaa t ic  custody 
t r a n s f e r  r e » c r ,  tank gauge, o r  o ther ovthnd approv-d by the coo* 
n l i t l u n t r )  on the p reo ise* o f  f lu  lease o r  p rope r ty  f r o a  which it 
1% recovered, then the groan va lue at the point o f  p roduct ion ia 
the Value o f  that o i l  at the o f  I -p roo f Sen lo c a t io n  where the n i l  !*» 
f i r s t  r e t a r o d  »>r r.eatuired (hy a u t f  -atfc custody t r a n s f e r  t et«*r. 
tank gauge, «*r o the r  net hod approved t»y the c n t n i t « l o n r r )  in a 
cond i t ion  o i  p ip e l in e  *;>ia l l t/ .

(b) for gas recovered froa or in aanuclation with oil, 

the value of the ga<* at the paint where it Is accurately Petered or 

-ensured after Reparation fron the oil; (or gas run through a 

gas processing plant, the gross value at the point of production la 

the full conslderatIon received hy the producer for the ga» If sold



Wholesale P r ice  Index f o r  crude petroleum published by the Bureau oC 
Labor S t a t i s t i c s ,  o f  the United States Department o f  Labor . The year 
1967 i s  the base year o f  100 f o r  computing the tax r a t e s .  Changes In 
tax ra tes  w i l l  be computed based on changes from the Deccober, 1973 
Wholesale P r ice I ndex published In Januar y. 197-> (IN THE WHOLESALE PRICE 
INDEX OCCURRING AFTER JANUARY 1. 197A AND WILL NOT INCLUDE CHANGES IN 
THE WHOLESALE TRICE INDEX PRIOR TO JANUARY 1. 197AJ. The department 
s h a l l  post thu changes In the tax ra tes  a t  le a s t  semi-annually and s h a l l  
n o t i f y  every person producing o i l  with in the nt tic o f  the changes.

* Sec. U, AS / •3 .95 .020 (a )  ir. amended to read
(a )  The gross production tax on o i l  o r  gas nha l l  be paid con th ly .  

The tax In due on the ?0rh day (1.A5T DAY) o f  each ca lendar ronth  on o i l  
o r  gas produced |Rf?!0VF.D OR SOLD) from each lease o r  p roper ty  during the 
preceding month. I f  the r.»x i s  not paid be fo re  the end o f  the &onth »n 
which i t  become* due. the tax becomes del inquent .

* Sec. 5. AS <«3.65.020(e) is  repealed and re-enacted to read
(e )  Gan produc ’d, except gas «ii»ed In 'he ope ra t ion  o f  a lease or 

p roperty in d r i l l i n g  f o r  o r  producing o i l  or gas. o r  f o r  r e p re vm r Ing ,  
ir. considered, f o r  the purpose o f  th i s  chapter , an ga» produced from a 
lease o r  p roper ty .  Cus f l a r e d  under a permit granted by *he Department 
o f  -t.itur.il Resources coder AS 31 .05 170<11 >(I I ) .shal l be considered as 
gas produced, except that I t  sha l l  pay a severance tax equa' to f i v e  
t i r e s  the severance tn< in e f f e c t  f o r  that period In whlih the /.an . a » 
f fa red .

* Sec. 6 . AS 6 3 . 6 6 . 0 1 0 ( a ) ( I ) l a  m>vnded to read
( 1 ) a d esc r ip t ion  o f  the le a ie  \ p rope r ty  f r o n  which the o i l  

or gas wa> prruiviced (RfyoVFO OR SOLD}, by name, lega l  d e sc r ip t i o n ,  
lease number o r  I*/ accounting code number assigned by the department.

* Sec. 7. AS A3 .65 .0 3 0 ( a ) ( 3 )  in amended to read
-3- Nil IP )



in an nrrn'n length t ransac t ion  o r ,  in the absence o f  an arm's 
length t ran sac t ion ,  i s  the nun o f  thu va lue o f  the l iq u id s  ex­
t rac ted from the gas at the p lan t  and the va lue o f  the res idue gas. 
leas a reasonable al lowance f o r  processing the gas at  the plane and 
f o r  t ranspo r t ing  the gas to the p lan t  f r on  the premises upon which 
the o i l  production ope ra t ion  i s  conducted; and

(C) f o r  gas not recovered from o r  in assoc ia t ion  with 
o i l ,  the va lue  o f  the gas a t  the poin t where i t  is  accu ra te ly  
metered o r  measured o r  the va lue o f  the gas at the point o f  s a le ,  
i f  any, on the premises o f  the lease o r  p roperty from which the gas 
in recovered , whichever is the h 'g h i r  va lue ;  f o r  gas run through a 
gas processing p lan t ,  the gross va lue at the point o f  production is  
the f u l l  cons ide ra t ion  received by the producer f o r  tho gas i f  r.old 
in an nm'r .  length t ransac t ion  o r ,  in the absence o f  an uro ' j .  
length t ransact ion. i s  the sum o f  the va lue o f  the l iq u id s  ex ­
t rac ted  f r o n  the gas at the p lant and the va lue o f  the res idue gas, 
l e s s  n reasonable al lowance f o r  processing the i;.i•» .»t the p lant and 
f o r  t ranspo r t ing  the gas to tho plant from the point where i t  was 
accu ra te ly  ca te red o r  measured.

( 1 3 )  "<»11 product ion ope ra t ion "  means the operat ion by which
o i l  Is  recovered from a lease  oj p roper ty  and rendered in to  n i l  o f  
p ip e l in e  q u a l i t y ,  and inc ludes any gather ing done be fo re  the o i l  is 
f i n a l l y  rendered In to  o i l  o f  p ip e l i n e  q u a l i t y ;

<1M "p ip e l  I no q u a l i t y "  t-e.ms good and marketable cond i t ion ,
<IV) "average d a i l y  per wel l  p roduct ion" means the amount 

ca lcu la ted  by d iv id ing  the t o t a l  number o f  b a r r e l s  o f  o i l  produced from 
each lea»«* o r  p roper ty  during the ca lendar ron th  by the t o t a l  mtnber o f  
w e l l s  produced on the lease o r  property any t i n *  during the ca lendar 
ron th  ami d iv id ing  that amount t»y the t o t a l  n sb r r  day# in the

hs l"V.



ca lendar nonch.
Sec. 10. AS 4 3 . 5 5 . 1 6 0 ( 1 0 )  and (11 ) a re repea led . 
Sec. 11. This Act takes e f f e c t  Ju ly  1, 1977.
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r equ i red  by t h i s  b i l l .  The requested S ec re ta ry  p o s i t i o n  w i11 be 
ve ry  necessary to  p rov id e  the p rope r  q u a l i t y  o f  support to  the 
hea r ing  O f f i c e r  p o s i t i o n .  The Research Ana lys t  p o s i t i o n  i s  requ i red  
because o f  tho e x ten s iv e  data tha t  must be gathered and 
and ana lyzed to  form. the b a s i s  o f  dete rm in ing tho va lue o f  a 
b a r r e l  o f  o i l  f o r  each f i e l d  in tho s t a t e .  The c l e r i c a l  suppor t  
s t a f f  v.*i 11 be necessary to  handle the p rocess ing  o f  the r e t u r n s ,  
as w e l l  as tho necessa ry  typing support f o r  the f i e l d  aud i t  
s t a f f .
Inc luded in con t ra c ted  s e r v i c e s  i s  5 7 5 , 0 0 0  l o r  ( 1 )  a re imbursab le 
s e r v i c e s  agreement w ith  the Department o f  Law f o r  one a d d i t i o n a l  a t t o rn e y  to  hand le my l i t i g a t i o n  r e s u l t i n g  from t h i s  b i l l  and 
(2) f o r  p r o f e s s i o n a l  s e r v i c e s  from an o i l  and gas consu l t ing  
f i rm  to  p ro v id e  us the necessary ■vssistance in e s t a b l i s h in g  
the va lue  o f  tho o i l  e x t r a c te d  ir. A la ska ,  as w e l l  as determining 
what expenses w i l l  s p e c i f i c a l l y  be a l l ow ab le  under the p ro v i s io n s  
o f  the Act.. A lso  inc luded i s  $75 ,000  f o r  the systems a n a ly s i s  
\d programming o l  the support system which must be e s ta b l i sh ed  t accomplish t h i s  !< f i l i a t i o n .  I t  ic  o n ly  through proper 
'.-.pater a p p l i c a t i o n ; ,  tha t  we car. p r o p e r l y  meet tho requirements 

c :  the s t a t u t e  to  is sue  b i l l i n g s  to  * 11 a f f o r c e d  taxpayers 
by August 15.



• o f  .the L e g i s l a t i v e  Counc i l  ( f o r  the Subcommittee
j on O i l  and Gan Leas ing and Taxing P o l i c i e s )

|  IN THE SENATE BY THE FINANCE COMMITTEE
CS FOR SENATE BILL NO. 105 (F inance )

IN THE LEGISLATURE OF THE STATE OF ALASKA 
TENTH LEGISLATURE - SECOND SESSION 

A BILL
For an Act e n t i t l e d :  "An Act e s t a b l i s h i n g  an o i l  and gas c o rp o ra te  income

ta x ;  and p rov id ing  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 ec t ion  1. LEGISLATIVE FINDINGS AND INTENT. The l e g i s l a t u r e  f i n d s  and 
d ec la re s  tha t  the method o f  appo r t ion ing  income f o r  tax  purposes under the 
"Un i fo rm  D iv i s i o n  o f  income f o r  Tax Purposes" fo rmu la  embodied in  the M u l t i -  
s t a t e  Tax Compact (AS A3 .19 )  and AS A3 .20 .065  docs no t  f a i r l y  r e p re s en t  the 
ex ten t  o f  the business a c t i v i t i e s  in t h i s  s t a t e  o f  n u l t i s t a t c  c o rp o r a t i o n s  
engaged in the p roduc t ion  and p ip e l i n e  t r a n s p o r t a t i o n  o f  crude o i l  and 
n a t u r a l  gas in A la ska .  The l e g i s l a t u r e  t h e r e f o r e  in tends  t h a t ,  in  accordance 
with the p r o v i s i o n s  o f  a r t .  18 o f  the M u l t i s t a t e  Tax Compact (AS A 3 .1 9 ) ,  the 
income tax o f  a l l  c o rp o r a t i o n s  engaged in the p roduc t ion  o r  p ip e l i n e  t r a n s ­
p o r t a t i o n  o f  o i l  o r  n a t u r a l  gas in o r  d i r e c t l y  a s s o c ia t ed  w ith  t h i s  s t a t e  
s h a l l  be assessed by the tax a dm in i s t r a t o r  under t h i s  Act. The l e g i s l a t u r e  
f u r t h e r  in tends tha t  the assessment o f  income tax aga ins t  a m u l t i s t a i c  c o r ­
p o ra t i o n  engaged in the p roduc t ion  o r  p ip e l i n e  t r a n s p o r t a t i o n  o f  o i l  o r  
n a tu ra l  gas s h a l l  be commensurate w ith the tax tha t  would be assessed aga in s t  
a c o rp o r a t i o n  owning and op e ra t in g  on ly  those a s s e t s  o f  the mu lt i  s t a t e  c o r ­
p o ra t i o n  which a re  In o r  d i r e c t l y  a s so c ia ted  with t h i s  s t a t e .

* Sec. ? .  AS A3 . 2 0 . 0 l l ( u )  i s  amended to  read : ,
( e )  There i s  Imposed f o r  each ta xab le  yea r  upon the e n t i r e  t axab le

income o f  eve ry  c o rp o r a t i o n  de r ived  from sou rces  w i th in  the s t a t e  a tax
c o n s i s t i n g  o f  a normal tax equal to 5 . A per cent o f  ta xab le  Income, and
a s u r ta x  which Is  equal to  A.O per cent o f  t a x a b le  income. For purposes



o f  t h i s  chap te r  the su r ta x  exemption f o r  a t a x ab le  yea r  f o l l ow s  sees .
1561 and 1563 o f  the I n t e r n a l  Revenue Code. The t a x o f  a c o rp o r a t i o n  
engaged in the pr oduct ion o r  t r a n s p o r t a t i on o f  crude o i l  o r  n a t u r a l  gas , 
s h a l l  be determined and paid in accordance with ch. 21 o f  t h i s  t i t l e .

* Sec. 3. AS A3 i s  amended by adding a new chap te r  to  read :
CHAPTER 21. OIL AND GAS CORPORATE 

INCOME TAX.
Sec. A 3 .2 1 .0 1 0 .  APPLICATION. This chap te r  a p p l i e s  to  eve ry  c o r ­

p o r a t i o n  doing business in the s t a t e  which d e r i v e s  income from the 
p roduc t ion  o f  o i l  o r  gas from a lea se  o r  p ro p e r t y  in o r  d i r e c t l y  a s s o ­
c ia te d  with the s t a t e ,  o r  from the p ip e l i n e  t r a n s p o r t a t i o n  o f  o i l  o r  gas 
in the s t a t e .  The tax c a lc u la t e d  under th i s  chap te r  i s  measured by the 
t o t a l  ta x ab le  income o f  the c o rp o ra t i o n  as d e f in ed  in secs .  20 - AO o f  
th i s  chap te r  and i s  determined a t  tiie races  e s t a b l i s h e d  under AS A 3 .2 0 . -  
011( e ) .

Sec. A 3 .2 1 .0 20 .  DETERMINATION OF TAXABLE INCOME FROM OIL AND CAS 
PRODUCTION, (a )  The taxab le  income o f  a c o rp o r a t i o n  from the p roduc­
t i o n  o f  o i l  and gas from a  le a se  o r  p rope r ty  in the s t a t e  s h a l l  be the J 
c o r p o r a t i o n ' s  net income as c a lc u la t e d  by the department in  accordance 
w ith  t h i s  s e c t i o n .

(b )  Cross income o f  a c o rp o ra t i o n  from o i l  and gas p roduc t ion  
s h a l l  be the g ross  va lue  at the po in t  o f  p roduc t ion  o f  o i l  o r  gas p r o ­
duced from a lea se  o r  p rope r ty  in the s t a t e .  The department s h a l l  by 
r e g u la t i o n  determine a un ifo rm method o f  e s t a b l i s h i n g  the g ross  va lue  at 
the p o in t  o£ p roduc t ion .  In making i l s  d e te rm ina t ion  the department may 
use the ac tu a l  p r i c e s  o r  valuer, rece ived  Cor ihc o i l  o r  g a s , the posted 
p r i c e s  io r  the o i l  o r  gas in the same f i e l d ,  o r  the p r e v a i l i n g  p r i c e s  o r  
va lu e s  o f  o i l  o r  gas in the some f i e l d .  In a d d i t i o n ,  in i t s  de te rm ina­
t i o n  o f  g ross  va lue  at the po in t o f  p roduct ion  o f  o i l  o r  gas produced 
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from a l e a se  o r  p r o p e r t y ,  the department s h a l l  dete rm ine the reasonab le  
co s ts  o f  t r a n s p o r t a t i o n  from the po in t  o f  s a l e  to  the point, o f  p roduc­
t i o n  o f  the o i l  o r  gas . T ra n sp o r t a t i o n  co s t s  s e t  by a t a r i f f  p r o p e r l y  
on f i l e  w ith  the A laska P ip e l i n e  Commission o r  o t h e r  r e g u l a t o r y  agency 
s h a l l  be cons ide red prima f a c i e  r e a s on ab le ,  but i f  a t a r i f f  p r o p e r l y  on 
f i l e  w ith  a r e g u la t o r y  agency i s  subsequent ly  amended, changed, o r  
ove r tu rned  r e t r o a c t i v e l y ,  the reasonab le  c o s t s  o f  t r a n s p o r t a t i o n  s h a l l  
be recomputed f o r  tha t  p e r iod  using the newly determ ined t a r i f f .

( c )  Net income from o i l  and gas p roduc t ion  s h a l l  be determined by 
the department by deduct ing from g ross  income the f o l l o w in g :

a c t u a l l y  pa id  by the c o rp o r a t i o n  on the p roduc t io n  from a le a se  o r  
p ro p e r ty  in the s t a t e ;

a c t u a l l y  pa id by the c o rp o r a t i o n  on p ro p e r t y  used d i r e c t l y  in  the p r o ­
duc t ion  o f  o i l  o r  gas from a lea se  o r  p r o p e r t y  in  the s t a t e ,  in c lud ing  
p ro p e r t y  used in p roduc t ion ,  g a th e r in g ,  t rea tment o r  p re p a ra t i o n  o f  the 
o i l  o r  gas f o r  p ip e l i n e  t r a n s p o r t a t i o n ,  but o n l y  i f  those p ro p e r t y  tax 
payments were due and payab le on ly  a f t e r  the d a te  o f  commercial p roduc­
t i o n  from rhe le a se  o r  p rope r ty  w ith which the p r o p e r t y  was a s so c ia t e d ;

(A) the d i r e c t  c o s t s  in cu r red  by o r  f o r  the c o rp o r a t i o n  in 
op e ra t in g  the lea se  o r  p ro p e r t y ,  in c lud ing  the d i r e c t  c o s t s  o f  p r o ­
ducing. g a th e r in g ,  t r e a t i n g  o r  p repa r ing  the o i l  o r  gas f o r  p i p e l i n e  
t r a n s p o r t a t i o n ,  but net o f  any payments r e c e iv ed  f o r  tho se  a c t i v i t i e s  
and not in c lud ing  any In d i r e c t  cost o r  overhead expense ;

( 5 )  d ep re c ia t i o n  (u s ing  the ur. lt o f  p roduc t ion  method o r  such 
o th e r  reasonab le  methods as the department may by r e g u l a t i o n  e s t a b l i s h )  
on p ro p e r t y  used d i r e c t l y  in the p roduc t ion ,  g a th e r i n g ,  t rea tment o r

^  ( 1) r o y a l t i e s  paid in k ind o r  in  v a lu e ;
(2 )  taxes imposed under AS A3.55 and AS A3.57 which a re

(3 )  taxes imposed under AS A3.56 and AS 2 9 .5 3  which a rc
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p re p a ra t i o n  o f  the o i l  o r  gas f o r  p ip e l i n e  t r a n s p o r t a t i o n  in c lu d in g  
am o r t i z a t i o n  o f  c a p i t a l i z e d  i n t e r e s t  f o r  investments in  t h i s  p ro p e r t y  a t  
a r a t e  not  to  exceed the average cost o f  borrowed c a p i t a l  to  the t a x ­
payer du r ing  the yea r  in which i t  i s  c a p i t a l i z e d ;

( 6) the am o r t i z a t i o n  o f  le a se  a c q u i s i t i o n  payments and taxes 
paid under AS A3.56 and AS 2 9 .5 3  ( i n c lu d in g  c a p i t a l i z e d  i n t e r e s t  on 
bo th ) f o r  o r  on p roduc ing p r o p e r t i e s  b e fo re  the commencement o f  com­
m e rc ia l  p roduc t ion  from the lea se  o r  p rope r ty  f o r  which the p ro p e r t y  i s  
be ing used;

( 7 )  i n t e r e s t  expense not c a p i t a l i z e d  o f  the c o r p o r a t i o n ,  to 
the ex ten t  tha t  i t  docs not exceed tha t p o r t i o n  o f  the t o t a l  i n t e r e s t  
paid by the c o n so l id a te d  business o f  which the c o rp o r a t i o n  i s  a p a r t ,  
determined by m u l t i p l y i n g  the t o t a l  i n t e r e s t  ( reduced by intercompany 
t r a n s a c t i o n s  w i th in  the c on so l id a ted  bus iness )  by a f r a c t i o n ,  the numer­
a t o r  o f  which i s  the va lu e  o f  the c o r p o r a t i o n ' i r e a l  and t a n g ib le  p e r ­
sona l  p r o p e r t y  used d i r e c t l y  in the p roduc t ion  o f  o i l  o r  gas from a 
le a se  o r  p r o p e r t y  in the s t a t e  and tho denominator o f  which i s  the va lue 
o f  a l l  r e a l  and t a n g ib le  persona l  p ro p e r ty  o f  the c o n s o l id a te d  bu s ine ss ;

( 8 )  expenses incu r red  by the c o rp o r a t i o n  a f t e r  December 31, 
1977 o f  unsuccess fu l  e x p lo r a t i o n  o f  o i l  o r  gar. in th e  s t a t e  in c lud ing  
the a c q u i s i t i o n  c o s t s  o f  abandoned p r o p e r t i e s ,  dry h o le  c o s t s  and the 
c o s t s  o f  geo log ic  and geophys ica l e x p l o r a t i o n  r e l a t e d  to  those abandoned 
p rope r  t i e s ;

( 9 )  gene ra l  overhead o r  a dm in i s t r a t i v e  expense in cu r red  by 
the c o rp o r a t i o n  A t t r i b u t a b l e  to the p roduc t ion  c f  o i l  o r  gas from a 
le a se  o r  p ro p e r t y  in the s t a t e  to  the ex tent tha t i t  does not exceed tin 
l e s s e r  o f ’

(A) tha t  p o r t i o n  o f  the t o t a l  g ene ra l  overhead o r  admin 
1st ra t  Ive  expense incu r red  by the c on so l id a te d  bu s ine ss  o f  which 
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the c o rp o r a t i o n  is  a p a r t ,  determined by m u l t i p l y i n g  the t o t a l  
gene ra l  overhead o r  a dm in i s t r a t i v e  expense by a f r a c t i o n ,  the
numerator o f  which is  the va lue  o f  the c o r p o r a t i o n ' s  r e a l  and 
t a n g ib le  pe rsona l  p rope r ty  used d i r e c t l y  in  the p roduc t ion  o f  o i l  
o r  gas from a le a se  o r  p ro p e r ty  in the s t a t e  and the denominator o f  
which i s  the va lue  o f  a l l  r e a l  and t a n g ib le  pe rsona l  p r o p e r t y  o f  
the c on so l id a ted  bu s ine ss ,  o r

(B ) the sun o f  $ 0 . 1 :  f o r  each b a r r e l  o f  o i l  and $ 0 .0 2  
f o r  each thousand cubic l e d  of gas produced i rom a le a se  o r  p r o ­
p e r t y  in the s t a t e .  J
(d )  Deductions from gross i n c i t e  under t h i s  s e c t io n  s h a l l  not 

inc lude  expenses p r e v io u s l y  deduc t iJ  on a r e t u r n  f i l e d  under AS A3 .20 .
( e )  Where a c o rp o r a t i o n  sub jec t  t o  th i s  chap te r  sha res  the p ro -  

cuc t ion  o r  proceeds o f  the p roduct5oj. f r o n  a l e a se  o r  p ro p e r t y  through a 
working i n t e r e s t ,  r o y a l t y  i n t e r e s t ,  o v e r r i d i n g  r o y a l t y  i n t e r e s t ,  p r o ­
duc t ion  payment, net p r o f i t  i n t e r e s t .  Jo in t  ven tu re  o r  o th e r  agreement, 
the department s h a l l  a l l o c a t e  the dr ( u n i o n s  f rom g ross  income between 
she c o rp o r a t i o n  and the person* va in  whom it has such an agreement in 
accordance w ith  the t c r r « » f  the -<nt.

Sc. . A3 .2 l . (« iO . iJhUWUSATlUh til IXMJMi: FKOH Oil. Ab'll (IAS P l I I U S K  
‘IHASSi’U'-TATIOS ( a j  Fxcept a-, p rov ided  in ( r )  o f  tbit- s e c t i o n ,  t a x a b le *  
Sr.Co“*e a t t r i b u t a b l e  to  the t r a n s p o r t a t i o n  o f  o i l  in a p i p e l i n e  engaged j 
in I n t e r - l a t e  er*.<, In A laska «5 Bl be di<t( m in t ' l l  by the department 
nr.'. s h a l l  v the amount repo r ted  o; that uouh i be requ i red  to  be re* 
t f t  cd * ■ flu Federa l Fw-rgy fcegul m»ry Ci'^sni».?ion o r  Sts PUCCesncrs at 
: vt 'phrasing Inc*1- c ,  U s j  those 5 15 o f int< re* t  and gene ra l  admin­
i s t r a t i v e  expense a t t t i b o l a b l e  t o  I He p ip e l i n e  t f a n s p a r t a t  ion o f  o i l  sn 
t :■ c u t i ' e ,  except that taxab le  l iu* ••• s h a l l  a l o n  inc lude  taxes on o r  
•«. a - a--'ed by a n v « . . 3 he depart - h a l l  e s t a b l i s h  r e g u la t i o n s  govern*
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ing the de te rm ina t ion  o f  i n t e r e s t  and genera a dm in i s t r a t i v e  expense 
a t t r i b u t a b l e  to  p ip e l i n e  t r a n s p o r t a t i o n  o f  o i l  in the s t a t e .

(b )  Except as p rov ided in  ( c )  o f  t h i s  s e c t i o n ,  t a xab le  income 
a t t r i b u t a b l e  t o  the t r a n s p o r t a t i o n  o f  n a t u r a l  gas in  a p i p e l i n e  engaged 
in  i n t e r s t a t e  commerce in A laska s h a l l  be determined by the department 
and s h a l l  be the amount repo r ted  o r  tha t  would be requ i red  to  be r e ­
po r ted  to the Fede ra l  Energy R egu la to ry  A dm in is t r a t ion  as net op e ra t in g  
income le s s  tha t  p o r t i o n  o f  i n t e r e s t  and g e n e r a l  a dm in i s t r a t i v e  expense 
a t t r i b u t a b l e  to  p ip e l i n e  t r a n s p o r t a t i o n  in the s t a t e ,  except tha t  the 
ta x ab le  income s h a l l  a l s o  in c lude  taxes on o r  measured by income. The 
department s h a l l  e s t a b l i s h  r e g u la t i o n s  govern ing the de te rm ina t ion  o f  
i n t e r e s t  and gene ra l  a dm in i s t r a t i v e  expense a t t r i b u t a b l e  to p ip e l i n e  
t r a n s p o r t a t i o n  o f  n a t u r a l  gas in the s l a t e .

( c )  Taxab le income a t t r i b u t a b l e  to  the t r a n s p o r t a t i o n  o f  o i l  o r  
n a tu ra l  gas in A laska o f  any c o rp o r a t i o n  not under the Fede ra l  Energy 
R egu la to ry  Commission j u r i s d i c t i o n ,  o r  o f  a c o rp o r a t i o n  under the J u r i s ­
d i c t i o n  o f  the Federa l Energy R egu la to ry  Commission but not r e p o r t i n g  
the o p e ra t i o n  o f  p ip e l  I ran  in A lank* c p a r a t e l y  from the o p e r a t i o n  o f  
p i p e l i n e ,  e ls ewhe re ,  s h a l l  be determined by the department and s h a l l  be 
bane-1 upon an amount equal t o  that which would have been repo r ted  to  the 
Federa l  Energy Regu la to ry  C..moi»olon under ( a )  oJ t h i s  s e c t i o n  in the 
cane «»! t»i! p i p e l i n e s ,  o r  (b )  c f ? b l :  t r e t  ion in tin* case o f  n a tu r a l  gas 
pipe l i n e n ,  had ih« c o rp o r a t i o n  been, in f a c t ,  under Fede ra l  Energy 
Regu la to ry  Comals«ion Jurindie*, ion S<*r the t a x ab le  year and r e q u i re d  to

,-r . »j,c o p e r a t i o n  oi A laska  p ip e l i n e s  s e p a r a t e l y  frets the o p e ra ­
t i o n  Of p ip e l i n e s  «1s«where.

See. A3 .21 .0A0 . DETJ'.fL’ lJliAT 10.1 OF LiCOllK FKU" ACTIVITIES OTHER THAU 
Oil.  A:iO CAS RKOOUniOa OK i’ 11*1.1.1 Hi. iKAbsFOKYATlOli. ( a )  Taxab le  income 
o f  <* c o rp o r a t i o n  sub ject  to  th i»  chapte r  f r o a  a c t i v i t i e s  in t h i s  s ta t e  
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o th e r  than the p roduc t ion  o f  » i l  o r  gas from a lease  o r  p ro p e r t y  in tho j
s t a t e  o r  the p ip e l i n e  t r a n s p o r t a t i o n  o f  o i l  o r  gas in the s t a t e  s h a l l  be
determined in  accordance with the method e s t a b l i s h e d  in a r t .  IV o f  AS
A3 .19 .010  and in AS A 3 .2 0 .0 7 1 ,  as mod i f ied  by (b )  - ( c )  o f  t h i s  s e c t i o n .  

Î

(b )  The t o t a l  ta xab le  income o f  the c on so l id a ted  bus iness  s h a l l  be 
the net income determined and c e r t i f i e d  by on independent c e r t i f i e d  
p ub l ic  accountant f o r  the purposes o f  a r e p o r t  to  sha reho ld e rs  cove r ing  
i t 3  ea rn ings  and p r o f i t s  f o r  the ta x ab le  year ( c a l c u l a t e d  w i thou t  regard  
to  any taxes on o r  measured by net income), l e s s  the t a x ab le  income o f  
the c o rp o r a t i o n  as determined under sec*;. 20 and 30 o f  t h i s  ch ap te r .

( c )  The numerator and denominator o f  the p rope r ty  f a c t o r ,  o f  the 
p a y r o l l  f a c t o r  and o f  the s a l e s  f a c t o r  s h a l l  be c a lc u la t e d  w ithout 
r e fe r e n c e  to tha t  p o r t i o n  o f  p r o p e r t y ,  p a y r o l l  o r  s a le s  d i r e c t l y  r e l a t e d  
to  the p roduc t ion  o f  o i l  o r  gas from a lea se  o f  p ro p e r ty  in the s t a t e  o r  
the pipcU«.c t r a n s p o r t a t i o n  o f  o i l  o r  gas in the s t a t e .

(d )  Compensation earned by employees o f  the c on so l id a ted  bus iness  
who a rc  employed in the United S ta te s  but not in any s t a t e  s h a l l  be 
inc luded  £n the numerator o f  the p a y r o l l  f a c t o r  i f  the employees a rc  
d i r e c t l y  supp l ied  from a base o f  o p e r a t i o n s  mainta ined in th in  m a t e .

( c )  The va lue  o f  o i l  o r  gas p roduc t ion  f a c i l i t i e s  o r  o t h e r  pro* 
p c r I i c .• I the c on so l id a ted  bus iness  which a re  loca ted  in the I ' o l t e d  
S ta te s  but not in any s t a t e  s h a l l  be inc luded in the numerator o f  the 
p ro p e r t y  f a c t o r  i f  the p rop e r ty  in s e rv ic ed  o r  supp l ied  from a base o f  
ope ra t ion : ,  mainta ined in the s ta t e  o» i f  tha t p rope r ty  r e l i c s  on onshore 
f a c i l i t i e s  in t h i s  s t a t e  f o r  s to rage  o f  the o i l  o r  gan produced.

S e t .  A j . 2 1 . 0 i 0 .  ASSfcSSHKbT OK INCO.'t!: AMD TAX. ( a )  The department 
s h a l l  aor.es* t a x ab le  ir.Loue and the amount o f  tax payab le on that t a x -  ,
a b l e  income.

<

(!•) On o r  be fo re  August * *> o f  each year the department s h a l l  send
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to  eve ry  c o rp o r a t i o n  taxab le  under t h i s  chap te r  a n o t i c e  o f  assessment 
sho ring the amount o f  Income taxab le  under t h i s  chap te r  f o r  l!il p rev ious  
ye a r  and the amount o f  tax payab le  on tha t  t a x ab le  income.

(c )  For purposes o f  t h i s  chap te r  the department may combine t a x ­
a b le  incomes o f  c o rp o ra t i o n s  sub je c t  to tax  under t h i s  chapte r  who a rc  
p a r t  o f  the same con so l id a ted  bu s ine ss .

Sec. 4 3 . 2 1 . 0 6 0 .  RETURNS. On o r  b e fo r e  A p r i l  15 o f  each y e a r ,  a 
co rp i ;a t t on  sub jec t  to tax under t h i s  chap te r  s h a l l  submit a r e tu rn  in  a 
form p re s c r ib ed  by the department: s e t t i n g  out in fo rm a t io n  r e q u i r e d  by 
the department to determine taxab le  income. Fo r  purposes o f  t h i s  chap­
t e r ,  the department nay requ i re  c o rp o r a t i o n s  s ub je c t  to  tax under t h i s  
chap te r  who a re  pa r t  o f  the same c o n s o l id a te d  bus iness  to  f i l e  a s in g le  
r e t u r n .

Sec. 4 3 . 2 1 . 0 7 0 .  PAY11EST OK TAX. The tax  le v ied  under t h i s  chap te r  
i s  payab le  to the department on o r  b e fo re  September 30 o f  each yea r  o r  
in  in s t a l lm e n t s  at the Linen and under the c o nd i t i o n s  lb- department may 
by r e g u la t i o n  r e q u i r e .  This tax la  payab le  on the due date set ' u t in 
t h i s  s e c t io n  even though t i e  assessment i s  under appea l o r  the v a l i d i t y ,  
e n f o r c e a b i l i t y  o r  a p p l i c a t i o n  o f  t h i s  chap te r  o r  any p r o v i s i o n  o f  t h i s  
chap te r  i s  cha l lenged  b e fo r e  the department o r  in the cou i s .

S i c . 4 3 . 2 1 . 0 3 0 .  lKAItSlTlOliAl. KUI.1.S. The department n h a l l  p ro v id e  
by r e g u la t i o n  t r a n s i t i o n  r u l e s  f o r  c o rp o r a t i o n s  sub je c t  to  tax  under AS 
4 3 . 2 0  b e f o r i  the e f f e c t i v e  d a le  o f  t h lu  Act to  avo id  doub le t a x a t i o n  o f  
the  r o re  ineo: c or double deduct ion o f  the same expense o f  nose c o r ­
p o r a t i o n *  an .* rcttu lt n (  becoming t.ubjjecl to  t o x  under th in  c h ap te r .

Sec. 4 3 . 2 1 . 0 9 0 .  RKCULATlU.’iS . l a e  department may adopt r e g u la t i o n s  
in  accordance with the A dm in is i f a ’. Iv© Procedure  Act (AS 4 4 . 6 0 )  as app ro ­
p r i a t e  to  a d a i n ln i e r  and en fo rce  i h ln  chap te r .

Sec. 4 3 ,2 1 . 1 0 0 .  1‘ i.ltAI.T 1ES. I ll© p e n a l t i e s  ca tab l  it-hed it) ch . 20 o f  
1 0 3 ( 1 -nance) -u -



Sec. A 3 .2L .1 1 0 .  PUBLIC REPORTING. ( a )  The commissioner o f  r e v e ­
nue s h a l l  compi le and t ransm it  to the l e g i s l a t u r e  an annual c on so l id a ted  
r e p o r t  o f  s t a t e  revenues and t a x a t i o n  p o l i c i e s  under t h i s  chap te r .  This 
r e p o r t  s n a i l  inc lude  t o t a l  aggregate income tax paid by c o rp o r a t i o n s  
covered under t h i s  chap te r  and aggregate income and deduct ions by c a t e ­
g o ry ,  so  c l a s s i f i e d  as to p reven t  the i d e n t i f i c a t i o n  o f  p a r t i c u l a r  
r e tu rn s  o r  r e p o r t s .

( b )  The l e g i s l a t i v e  a u d i t o r  s h a l l  t ran sm it  to the l e g i s l a t u r e  an 
annual r e p o r t  rev iew ing the a c t i o n s  o f  the department in a dm in i s t e r in g  
th i s  ch ap te r .

Sec. A 3 .2 1 .1 2 0 .  DEFINITIONS. Unless the con tex t  r e q u i r e s  o t h e r ­
wise the d e f i n i t i o n s  conta ined in  AS A3 .55 . LAO a re  app l icab i . . ;  to  t h i s  
ch ap te r .  In a dd * - io n .  in  t h i s  chapter

( 1 )  "base  o f  o p e r a t i o n s "  means the c l o s e s t  p o in t  on land to 
the o f f s h o r e  o i l  o r  gas p roduc t ion  op e ra t i o n s  from which goods, s e r v i c e s  
and supp l i e s  f low  to  those o f f s h o r e  o i l  o r  gas p roduc t ion  o p e r a t i o n s ;

( 2 )  ’c o n s o l id a te d  bu s ine ss "  -’cans a c o rp o r a t i o n  o r  group o f  
c o rpo ra t ion - ,  having a t  l e a s t  50 per cent common ownersh ip , d i r e c t  o r  
i n d i r e c t ,  o r  a group o f  c o rp o r a t i o n s  in which the re  Ir. conxzon c o n t r o l  
e i t h e r  d i r e c t  o :  i n d i r e c t  an evidenced by any arrangement, c on t rac t  o r  
a g r e e m e n t .

See. •*. Th is  Act a p p l i e s  to  t a x a b le  income earned o r  rece ived  a f t e r
Occcr-bcr 3 i .  1977.

See. 3. Inc Act takes e f f e c t  immediate ly in accordance w ith AS 0 1 . 1 0 . -
9 7 0 ( c ) .

t h i s  t i t l e  a p p l y  to this c h a p t e r .

-9- C S S B  1 0 5 ( F i n a n c e )
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IN THE HOUSE BY THE RESOURCES COMMITTEE
SENATE CS FOR CS FOR HOUSE BILL NO. 322 

Hi THE LEGISLATURE OF THE STATE OF ALASKA 
TENTH LEGISLATURE - FIRST SESSION 

A BILL
For an Act e n t i t l e d :  "An Act r e l a t i n g  to the Alaska net income tax; and

provid ing fo r  an e f f e c t i v e  da te . "

' J §141 V

I
i«iof
I

l) BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
o * Section I .  LEGISLATIVE FINDINGS AND INTENT. The l e g i s l a t u r e  finds and 
to dec lares that the method o f  apportioning income f o r  tax purposes under the 
n 1"Uniform D iv is ion  o f  Incuse fo r  Tax Purposes" f o r cu la  embodied in the Mult i -  
i j !S tate Tax Compact (AS A3.19) and SS A3.20 .065 does not f a i r l y  represent the 
in extent o f  the business a c t i v i t i e s  in th is  s ta te  o f  m u l t i - s t a t e  co rpora t ions 
H engaged in the production and p ipe l ine  t r anspo r ta t ion  o f  crude o i l  and
IS natu ra l  gan in Alaska. The l e g i s l a t u r e  th e re fo re  intends that the p rov is ions

sect ion  18 o f  a r t i c l e  IV o f  the Mu lt i -S ta te  Tax Compact (AS A3.19) which 
a l low separate accounting o f  income sha l l  be adopted fo r  the dete rn lna t ion  o f  

is jj co rporate income tax l i a b i l i t y  on income der ived f ron  the production and 
tv p ipe l ine  t ranspo r ta t ion  o f  o i l  and gas and re la te d  a c t i v i t i e s .  The l c g l s l a -
I3«a tu fu r th e r  intends that separate accounting sha l l  re su l t  In the a mi cabmen*.

;i o f  tax against tsult 1 -at ate corporat ions so that the tax paid by these cor-
poratiann w i l l  br coceenturate with the tax that would be paid hy corpora-

; i  t i o m  owning and operating only rite Alaskan assets o f  these m u l t i - s t a te  
;« co rpora t ions .
r ,' • Sec. 2. AS A ] . 20.011 Is  amended by adding a new sub ject ion to read:

( f )  For purpose* o f  determining taxable Income under (c )  o f  th is  
sect ion that part o f  lm ose  o f  any co rpora t ion  der ived in Alaska from 

i; o i l  o r  natura l  gas product ion o r  the t ranspo r ta t ion  o f  crude o i l  or
na tu ra l  gaa by p ip e l in e ,  including Income from r o y a l t i e s  on o i l  and g4»
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( 5 )  deprec ia t ion on investments which are associa ted with the 
production, gather ing , t rea t ing  and preparing fo r  shipment o f  the o i l  o r  
gas, and which arc located in o r  adjacent to  the s i t e  o f  production, 
inc luding deprec ia t ion on in te re s t  c ap i ta l i z ed  at a ra te  not to exceed 
the average cost o f  borrowed cap i ta l  to the co rporat ion taxpayer during 
the year in which i t  i s  c ap i ta l i z ed  and a lso  including the amort iza t ion 
o f  lease acqu is i t ion  payments and property taxes paid f o r  o r  on p ro ­
ducing p rope r t ie s  befo re the coroonccncnt o f  production on rhe l e a se ­
ho ld ,  f a c i l i t i e s  o r  investment associa ted with i t ;

( 6 ) in te re s t  expense not c ap i t a l i z e d ,  to the extent that i t  
does not exceed a port ion o f  t o t a l  in te res t  paid by the cc rpo ra t ion ,  i t s  
subs id ia r ies  and a f f i l i a t e s ,  determined by mu lt ip ly ing t o t i l  in te re s t  
paid by a f r a c t i o n ,  the numerator o f  which in the book value o f  the 
co rp o ra t ion 's  f ixed assets in and associa ted with the producing p rope r ­
t i e s  in Alaska and the denominator o f  which in the book value o f  a l l  
f ixed  assets held by the co rpora t ion ,  i t s  subs id ia r ies  and a f f i l i a t e s ,

( 7 )  expenses incurred a f t e r  December 31. 1976 o f  unsuccessful 
e xp lo ra t ion  e f f o r t s  f o r  o i l  and gas in Alaska. Including the acqu is i t ion  
costs o f  p rope r t ie s  abandoned, dry hole cos ts ,  and the coots o f  geo logic 
and geophysical exp lo ra t ion  on or re la ted  to those p rope r t ie s .

(d ) Thn department sh a l l  e s tab l i s h  regu la t ions  covering the ca lcu ­
l a t i o n  o f  deprec ia t ion cos ts ,  the a l l o c a t i o n  o f In te re s t  cos ts ,  the 
d e f i n i t i o n  o f  f a c i l i t i e s  associa ted with the production, gathering, 
t r e a t ing  and preparing fo r shipment o f  o i l  and g a s .  and other matters 
necessary to implement th is  sect ion ,

( e )  Deductions from gross income under th is  sect ion sh a l l  not 
include expenses p rev ious ly  deducted on a r c H rn  f i l e d  under th is  
chap te r .

Sec. 6J .20 .06H DLTlRHIliATIOK OK C It GDC Oil. AJID NATb'RAI. GAS
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Cotiroission, then a statement to that e f fec t : ,  id en t i fy ing  the de f ic ienc ies  
o f  the repo r t  and, i f  poss ib le ,  provid ing t  report ing o f  the true and 
co r rec t  income.

(c )  Taxable income a t t r ib u t a b le  to the t ranspo r ta t ion  o f  crude o i l  
in Alaska o f  any co rpora t ion  not under In te r s t a t e  Corscrcc Com lss ion  
J u r i s d ic t i o n ,  o r  o f  a co rpora t ion under the In te r s ta te  Connercc Cosnls- 
sion but not repo r t ing  the operat ion o f  p ipe l ines  in Alaska separate ly  
from the operat ion o f  p ipe l ines elsewhere, s h a l l  be an amount equal to 
that which would have been reported to the In te r s t a t e  Conrrcrcc Commission 
under (a )  o f  th is  section had the c o rp o ra t i t  been, in f a c t ,  under 
In te r s ta te  Coaacrce Conelss lon Ju r i sd ic t ion  'or the taxable year and 
required to report  on the operat ion o f  Alaska p ipe l ines  sepa ra te ly  from 
the opera t ion o f  p ipe l ines  elsewhere. A tax re turn repo r t ing that 
income sha l l  be accompanied by a c e r t i f i c a t i o n  f r o a  the Alaska P ipe l ine 
Comlnnion to the e f f e c t  that to the best o f  tho commission's knowledge 
and b e l i e f  the income ca lc u la t i on  has been made in accordance with the 
p r in c ip le s  es tab l ished by the In te r s ta te  Commerce .ocn iss ion . o r .  i f  in 
the opin ion o f  the c o r e l s s l o n .  the income is  not reported in accordance 
with the regu la t ion# o f  the In te r s ta te  Commerce Corn .ss lon ,  then a 
statement to  that e f f e c t ,  iden t i fy ing  the d e f ic ienc ie s  o f  tho report 
ar.d, i f  poss ib le ,  provid ing a repo r t ing  o f  the true and corre , t Income.

(d ) Taxable Income a t t r ib u ta b le  to tl-.e t ranspo r ta t  ion o f  natura l  
giis in Alaska by any corpora t ion  not under the Ju r i sd ic t ion  o f  the 
K<drral Power Co ta las ion ,  o r  o f  a co rpora t ion  under Fedors! Power Corrals* 
oion Ju r i sd ic t ion  but not report ing tho operat ion o f  Alaska p ipe l ines 
sepa ra te ly  from the ope ra t ion  o f  p ipe l ines  elsewhere, sh a l l  be an amount 
equal to that which would have been reported to tho Federal Power Core l#- 
sion under (b) o f  th i s  sect ion had the co rpora t ion been. In f a c t ,  under 
Federal Power Cooa lss lon ju r i s d i c t i o n  fo r  the taxable year and required
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7

3

4

BY THE RESOURCES COMMITTEE 
SENATE CS FOR CS FOR HOUSE BILL NO. 322 

IN THE LEGISLATURE OF THE STVTE OF ALASKA 
TENTH LEGISLATURE - FIRST SESSION 

A BILL
o f For an Act e n t i t l e d :  "An Act re la t i n g  to the Alaska net Income tax ; and

provid ing f o r  an e f f e c t i v e  da te . "

J
o 1 

,1

B BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF AtASKA:
o * Section I .  LEGISLATIVE FINDINGS AND INTENT. The l e g i s l a t u r e  finds and 
to dec la res  that the method o f  apport ioning income f o r  tax purposes under the 
n ; "Uniform D iv is ion  o f  Income fo r  Tax Purposes" formula embodied in the Mui t l -  
17 ".State Tax Compact (AS A3.19) and AS A3.20 .065 docs not f a i r l y  represent the 
n  extent o f  the business a c t i v i t i e s  in th i s  s ta te  o f  m u l t i - s t a t e  co rpora t ions 
i4 ; engaged in the production and p ipe l ine t ranspo r ta t ion  o f  crude o i l  and
i', na tu ra l  gas in Alaska. The l e g i s l a tu r e  the re fo re  intends that the p rov is ions
I

l o j o f  section 18 o f  a r t i c l e  IV o f  the Mu l t i -S ta te  Tax Compact (AS A3.19) which 
i / l n l l ow  separate accounting o f  income sh a l l  be adopted f o r  the determination o f  
is tco rpo ra te  Income tax l i a b i l i t y  on income der ived from the production and 
i’j |  p ipe l ine  t ranspo r ta t ion  o f  o i l  and gas and re la ted  a c t i v i t i e s .  The l e g l s l a -  
to turc fu r th e r  intends that separate accounting sha l l  re su l t  In the assessment 
7t o f  tax against t tu l t * - s ta tc  co rpora t ions so that the tax paid by these co r -  
/ ; i p o r a t l o n a  w i l l  he coes&cnturato with the tax that would be paid by o r p o r n -
71 t lon s  owning and operat ing only the Alaskan assets o f  these m u l t i - s t a te
7« corpora l I ons .

3*
31
it

.2 2 .

Sec. 2. AS A ) . 2 0 .Oil is  amended by adding a new subsection to read:
( f )  For purpose* o f  determining taxable income under ( e )  o f  th is  

sect ion that parr o f  income o f  any co rpo ra t ion  derived in Alaska from 
o i l  o r  natura l  ga* production o r  the t ranspo r ta t ion  o f  crude o i l  o r  
natu ra l  g a a  by p ip e l in e .  Including income from r o y a l t i e s  on o i l  and gao
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production , s h a l l ,  notwithstanding sec. 65 o f  th is  chapter,  be d e te r ­
mined by separate accounting under the au th o r i t y  o f  sect ion 18 o f  
a r t i c l e  IV o f  the Mu l t i -S ta te  Compact (AS A3.19 .010 ) and in accordance 
with secs. 67 - 69 o f  th i s  chapter.

* See. 3. AS A3.20 is  amended by adding new sect ions to read:
Sec. A3.20 .067 . DETERMINATION OF OIL AND NATURAL GAS PRODUCTION

INCOME, (a )  The determination o f  taxab le income a t t r i b u t a b l e  to o i l  
and natura l  gas production in Alaska, as required under sec. 1 1 ( f )  o f  
th i s  chapter, s h a l l  be ca lcu la ted  using gross income and deductions f ron 
gross income as def ined in th is  sect ion .

(b) Gross income from o i l  and gas production in Alaska s h a l l  be
the value o f  o i l  and gas produced as es tab l ished  fo r  purposes o f  the o i l  
and gas p rope r t ies  production tax ,  in accordance with the p rov is ions o f  
ch. 55 o f  th is  t i t l e .

(c ) Deductions f ron  gross Income f o r  the purposes o f  determining
taxable production income nha l l  include:

(1 )  r o y a l t i e s  a c tu a l l y  paid whether in kind or in va lue ;
(2 )  severance taxes a c tu a l l y  paid f o r  which no p r i o r  deduc­

t ion  has been claimed fo r  income tax purposes;
(3 )  property taxes a c tu a l l y  paid by the co rpora t ion taxpayer 

on producing property and f a c i l i t i e s  d i r e c t l y  assoc ia ted with producing 
p roperty .  Including f a c i l i t i e s  f o r  the gather ing , t re a t ing  and preparing 
o f  the o i l  o r  gas f o r  shipment, provided the payments are made a f t e r  the 
date o f  i n i t i a l  production o f  the property with which they are associntet ;

(A) the d i re r  costs Incurred by the co rpo ra t ion  taxpayer in 
operat ing o i l  o r  gas f o l d s ,  including tho costs o f  gather ing, t rea t ing  
and prepar ing o i l  o r  gas f o r  shipment, hut not o f  any payments received 
f o r  those serv ices and not including ind i rec t  costa and overhead except 
as provided In (6 )  o f  th is  subsection;



(5 ) deprec ia t ion on investments which are associated with the 
production , gather ing , t re a t ing  and prepar ing f o r  shipment o f  the o i l  o r  
gas, and which are located in o r  adjacent to the s i t e  o f  product ion, 
including deprec ia t ion on in te re s t  c ap i t a l i z e d  at  a ra te  not to exceed 
the average cost o f  borrowed cap i ta l  tc the co rpora t ion taxpayer during 
the year in which i t  is  c ap i ta l i z e d  and a l s o  including the amort iza t ion 
o f  lease acqu is i t ion  payments and property taxes paid f o r  o r  on p ro ­
ducing p rope r t ies  before the commencement o f  production on the le a se ­
ho ld . f a c i l i t i e s  o r  investment associa ted with i t ;

(6 )  in te re s t  expense not c a p i t a l i z e d ,  to the extent that i t  
does not exceed a por t ion  o f  t o t a l  in te re s t  paid by the co rpo ra t ion ,  i t s

/ s id ia r ic s  and a f f i l i a t e s ,  determined by mu lt ip ly ing  t o t a l  in te re s t  
paid by a f r a c t i o n ,  the numerator o f  which in the book va lue o f  the 
co rpo ra t ion 's  f ixed assets in and associa ted with the producing p rope r ­
t i e s  in Alaska and the denominator o f  whLch in the book va lue o f  a l l  
f ixed  assets held by the co rpo ra t ion ,  i t s  subs id ia r ie s  and a f f i l i a t e s ;

(7 )  expenses incurred a f t e r  December 31, 1976 o f  unsuccessful 
e : p l o r a t l o n  e f f o r t s  f o r  o i l  ar.d gas in Alaska, inc luding the acqu is i t ion  
costs  o f  p rope r t ies  abandoned, dry ho le  cos ts ,  and the costa o f  geo logic 
and geophysical exp lo ra t ion  on o r  r e la ted  to t lone p rope r t ie s .

(d) The department s h a l l  e s tab l i s h  regu la t ions cover ing the c a lcu ­
la t i o n  o f  deprec ia t ion  coats ,  the a l l o c a t i o n  o f  in te re s t  cos ts ,  the 
d e f i n i t i o n  o f  f a c i l i t i e s  associated with the production , gather ing, 
t re a t ing  and preparing f o r  shipment o f  o i l  and gas, and o the r matters 
necesnary to Implement th is  sect ion .

(e ) Deductions from gross Income under th in sect ion sha l l  not 
include expensed p rev ious ly  deducted on a re tu rn  t i l e d  under th i s  
chapter.

Sec. 6 3 .20 .068 .  DETERMINATION OK CHUDl. Oil. AND NATURAL GAS
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PIPELINE TRANSPORTATION INCOME, (a )  Taxable income a t t r ib u t a b le  to the 
t r anspo r ta t ion  o f  crude o i l  in in te r s t a t e  commerce in Alaska s h a l l  be 
the sum o f  the a., junt reported to the In te r s t a t e  Commerce Commission 
under the category "net balance t r a n s fe r r e d  f r on  income" as spec i f ied  as 
o f  January 1, 1977 in 49 CFR 10 Part 1204, account 700 and o f  fede ra l  
income taxes paid as spec i f ied  as o f  January 1, 1977 in 49 CFR 10 Part 
1204, accounts 670 and 695, and o f  taxes a c tu a l l y  paid under sec. 11 (c ) 
o f  th i s  chapter.  A tux re tu rn  repo r t ing that income nha l l  be accompanied 
by a c e r t i f i c a t i o n  from tho Alaska P ipe l ine  Commission to the e f f e c t  
that to the best o f  the cotzmission's knowledge and b e l i e f  the income 
ca lc u la t i on  has been made in accordance with the p r in c ip le s  es tab l ished 
by the In t e r s t a t e  Commerce Commission, o r .  i f  in the opinion o f  the 
commission, the Income in not reported in accordance with the regu la t ions 
o f  the In te r s t a t e  Commerce Coirnnission, then a statement to that e f f e c t ,  
id en t i f y ing  the d e f ic ienc ie s  o f  the report  and. i f  p oss ib le ,  prov id ing a 
repo r t ing  o f  the t rue and co r rec t  income.

(b) Taxable income a t t r ib u t a b le  to the t ranspo r ta t ion  o f  na tu ra l  
gas in in te r s t a t e  corr jercc in Alaska sh a l l  be the sum o f  the amount 
reported to  the Federal Power Com iss lon  under the category "balance 
t r a n s fe r re d  from income" an spec i f ied  in 18 CFR 1. Part 201, account 
433 and o f  fede ra l  income tnxca paid us spec i f ied  an o f  January I .  1977 
in 18 CFR I .  Parr 201. accounts 409, 409 .1 ,  409 .2 and 4 0 9 .3 ,  and o f  
taxes a c tu a l l y  paid under sec. 11 (e )  o f  th i s  chapter .  A tax re turn 
repo r t ing  that income sh a l l  be accompanied by a c e r t i f i c a t i o n  from the 
Ala ka Public U t i l i t i e s  Cosnisolon to Che e f f e c t  that to the best o f  the 
cocrclaslon's knowledge and b e l i e f  the income c a lc u la t i on  has been made 
In accordance with the p r in c ip le s  es tab l i shed  by the Federal Power 
Cotmlssion, o r .  I f  in the opin ion o f  the commission, tho income Is not 
reported in accordance with the regu la t ions  o f  the Federal Power



Commission, then a statement to that e f f e c t ,  Iden t i fy ing  the de f i c ienc ie s  
o f  the repo r t  and, i f  p oss ib le ,  p rov id ing a repo r t ing  o f  the true and 
co r rec t  income.

(c )  Taxable income a t t r i b u t a b l e  to the t ranspo r ta t ion  o f  crude o i l  
in Alaska o f  any co rpora t ion not under In te r s t a t e  Commerce Commission 
Ju r i s d ic t i o n ,  o r  o f  a co rpora t ion  under the In te r s t a t e  Cormercc Commis­
sion but not repo r t ing  the operat ion o f  p ipe l ines  in Alaska separate ly  
from the operat ion o f  p ipe l ine s  elsewhere, s h a l l  be an amount equal to 
that which would have been reported to the In t e r s t a t e  Commerce Commission 
under (a )  o f  th is  sect ion had the co rpora t ion been, in f a c t ,  under 
In te r s t a t e  Commerce Commission Ju r i sd ic t i on  f o r  the taxable year and 
required to repo r t  on the opera t ion o f  Alaska p ipe l ines sepa ra te ly  f ron  
the opera t ion o f  p ipe l ines  elsewhere. A tax re turn repo r t ing that 
Income sh a l l  be accompanied by a c e r t i f i c a t i o n  from the Alaska P ipe l ine 
Conialsslon to the e f f e c t  that to the best o f  the commission’ n knowledge 
and b e l i e f  the income ca lc u la t i on  has been made in accordance with the 
p r in c ip le s  es tab l ished by the In te r s ta te  Commerce Com iss ion ,  o r ,  i f  In 
the opinion o f  the commission, the income Is not reported in accordance 
with the regu la t ions o f  the In te ra ta te  Commerce Com iss ion ,  then a 
statement to that e f f e c t .  Id en t i fy ing  the de f ic ienc ie s  o f  the report  
and. I f  poss ib le ,  provid ing a repo r t ing  o f  tho true and co r rec t  income.

(d) Taxable income a t t r i b u t a b l e  te the t ranspo r ta t ion  o f  natura l  
gas lu Alaska by any co rpora t ion  not under the Ju r i sd ic t i on  o f  the 
Federal Power Cosnlsoion, o r  o f  a co rpora t ion under Federal Power Cociala- 
nlon Ju r i sd ic t ion  but not repo r t ing  the operat ion o f  Alaska p ipe l ines 
sepa ra te ly  f r o a  the ope ra t ion  o f  p ipe l ines  elsewhere, s h a l l  be an aaount 
equal to that which would have been reported to the Federal Power Cocci s- 
s lon under (b ) o f  th i s  sect ion had the co rpora t ion been. In f a c t ,  under 
Federal Power Coeel ss ion Ju r i sd ic t ion  f o r  the taxable year and required
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to  repo r t  on the operat ion o f  Alaska p ipe l ines  sepa ra te ly  from the opera­
t ion  o f  p ipe l ines  elsewhere. A tax re tu rn  repo r t ing  that income sh a l l  
be accompanied by a c e r t i f i c a t i o n  from the Alaska Pub l ic U t i l i t y  Cora is -  
aion to the e f f e c t  that to the best o f  the c om is s i o n ' s  knowledge and 
b e l i e f  the income ca lcu la t i on  has been made in accordance with the 
p r in c ip le s  es tab l ished by the Federal Power Com iss ion ,  o r .  i f  in the 
opinion o f  the commission, the income is  not reported in accordance with 
the regu la t ions  o f  the Federal Power Comino lon .  then a statement to 
that c f fcw t ,  iden t i fy ing  the de f ic ienc ie s  o f  the repo r t  and, i f  poss ib le ,  
provid ing a repo r t ing  o f  the t rue and co r rect  income.

(e )  The c e r t i f i c a t i o n s  o f  the Alaska P ipe l ine  Comins lon  and the 
Alaska Public U t i l i t i e s  Cot iss ion submitted in accordance with thin 
sect ion do not pre jud ice any fu tu re ac t ion by the respect ive com in s lon  
nor prevent the respect ive commission f ron  submitting n revised c e r t i ­
f i c a t i o n  within three years o f  the due date o f  the tax re turn in support 
o f  which i t  was o r i g i n a l l y  f i l e d .

( f )  Nothing in th is  section o r  in occ. 67 o f  th is  chapter l im i t s  a 
corporate taxpayer's r igh t  to appeal o r  the taxpayer remedies provided 
under ch. 5 c.f th is  t i t l e .

Sec. U3 .2 0 .0 69 .  DETERMINATION OF INCOME FROM OTHER ACTIVITIES OF 
CORPORATIONS ENCAGED IN OIL OR NATURAL HAS PRODUCTION OR TRANSPORTATION. 
Taxable income from a c t i v i t i e s  other than o i l  o r  natu ra l  gas production 
o r  p ipe l ine  t ranspo r ta t ion  sha l l  be determined by subtract ing the income 
as determined under secs. 67 and 68 o f  th in chapter f ron  the co rpo ra ­
t i o n ' s  combined net income and applv lng the apportionment formula 
required under the prov is ions o f  sec. 65 o f  th i s  chapter,  except that 
both the numerator and the denominator o f  the property fa c to r  and the 
p ay ro l l  fa c to r  sh a l l  be ca lcu la ted without r c f r tencc  to p ay ro l l  o r  
property re la ted  to crude o i l  o r  natu ra l  gas product ion o r  p ipe l ine

PCS CSHH 322 -6-



t r anspo r ta t ion  a c t i v i t y  in Alaska, and the sa le s  f a c t o r  s h a l l  not be 
used in the c a lcu la t i on .

Sec. A3.20 .070 . PUBLIC REPORTING. Notwithstanding the prov is ions 
o f  AS A3,05 .230 , the connissioner o f  revenue sh a l l  compile and transmit 
to the l e g i s l a t u r e  on annual consol idated repo r t  o f  s ta te  revenues and 
taxat ion p o l i c i e s  under th is  chapter. This repo r t  s h a l l  include t o t a l  
Alaska income tax paid by fi rms and ind iv idua ls  covered under th is  
chapter and itemized deductions by category .

* Sec. A. AS A3.20 i s  amended by adding a new sect ion to read:
Sec. A3.20 .075 . BOOKS AND RECORDS. The department may provide by 

regu la t ion  the manner in which books and records must be kept and main­
tained fo r  purposes o f  determining gross income and deductions from 
gross income under secs. 67 - 69 o f  th is  chapter.

* Sec. 5. AS A3.20 .335 is  amended by adding new suor.ections to read:
(k )  Any person who Improperly in f luences ,  o r  attempts to improper­

ly  in f luence ,  by means o f  payment o r  o f f e r  o f  payment or o ther va luab le  
cons idera t ion ,  any s ta te  o f f i c i a l  in his de te rn in . i t ion o f  va lues and 
apportionments under th is  chapter is  g u i l t y  o f  b r ibe ry  and punishable 
under AS 11.30.0A0.

(1 )  Any person who knowingly and w i l f u l l y  makes f a l s e  statements 
»r rep resen ta t ions ,  o r  who knowingly a l lows f a l s e  statements o r  rep re ­
senta t ions to be made on h is behal f  in the case o f  corpora l  I ons . with a 
purpose o f  avoiding the corporate tax Imposed under th is  chapter is 
g u i l t y  o f  w i l f u l  tax avoidance and is  punishable upon convict ion by a 
f ine  o f  three t ines the amount o f  the tax that would have been unpaid 
had the f a l s e  statement been undetected, and by imprisonment f o r  not
less  than 10 days nor core than one year .

* Sec. 6. AS A2.06.1AO Is amended by adding a new paragraph to read
(11 )  sha l l  provlda a l l  reasonable ass istance to the
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D e p a r t r c n t o f Revenue in  d e te rm in in g  th e n e t lnce«<? f r o a  o i l  p i p e l i n e  

f a c i l i t i e s .

* Sec. 7. AS 42 .06 fa t e n d e d  by add in g a nev s e c t f m  t o  read

Sec. -2 .0 6 .0 4 1 CERTIFICATION OF INCOKE TO DEPARTNEtts OF REVENUE,

(a ) l ‘p«n re q u e s t o f a p i p e l i n e  c a r r i e r  the c e n s t fa l io n  s h a l l re v ie w  th e 

accoun ts o f th a t c a r r i e r  and p ro v id e  a c e r t i f i c a t i o n  t o  th e Departmen t 

o f Revenue e i t h e r  s t a t i n g  th a t to  the b e s t o f the c o r o f a i i o n ’ * know ledge 

and b e l i e f  th e r e p o r t o f net p ip e l i n e  in cone s u bm i t te d  by the c a r r i e r  

unde r AS 4 J 20 ?69 fa in  icco r« !ancc w i t h  th e com ta fas lon 'e r e g u l a t i o n *  

g o ve rn in g :hr a c c o u n t in g  o f in«.<*n*. o r th a t i t  fa n o t so in  acco rd an ce , 

in  v ^ i c h  ca«e the coeirc.fa iion s h a l l i d e n t i f y  th e d e f i c i e n c i e s  In th e 

re p o r t and. i f  p a s s ib l e . p ro v id e a r e p o r t i n g  o f th e t r u e  and c o r r e c t in * 

c .

<b) The corwi i a o i«un t h a i l  p r o v id e  th e c e r t i f i c a t i o n  o f c < * ip l ia n t c  

o r d e f i c i e n c y  in  r e p o r t i n g  w i t h i n  41 day* o f the da te on uM c h  th e  p ip e ­

l i n e  c a r r i e r  re q u e s t * i t .  bu t a l l  c e r t i f i c a t i n g  to flaSn * ih j ie c t t o  

ane rd t ten i !»> the * omm t • s 1 *>n fo r a p e r io d  o f th re e  y e a r * a f t e r  th e due 

da te o f th e  t as r e t u r n  w h ich th e y ACC>otR$UUiy

( c )  Jhe * a m i * * I o n  -nay by r e g u l a t i o n  e s t a b l i s h  a c c o u n t in g  pr<».

. c d w t *  * and d e f i n i t i o n *  * »  m.ay b e  ne ce s sa ry t o  d e f in e  ne t 1 nn>«e f o r  t a s 

p u rp o s e * , ha t ne t i « > - *<» d e f in e d  s h a l l r  in s id e  as n e a r l y  a» p o s s ib le  

U l t n  th e n« - income d e f i n i t i o n  rased by th e  comm iss ion in  e s t a b l i s h i n g  

ra te s  and M m r l f l g  l a t e  ««f r e t u r n ,  and s h a l l hs d e r iv e d  b e fo re  any 

d e d u c t io n s f « f  IftC•'Tttie ta se s acc rued o r p a id

* Sec a W  4 ? .oil 143 is  amended t «  read

Sec v ;  0 * . ! « l  C t l i t t A t  r t t f f iM  WO 0V I I1 S  OF THE C QM f lS t tW  She 

A U * * «  P u b l i c  i t  I t i t l e s  C fam fttM to* 3WT8

1 1 ) si,»r r e g u la t e  e ve ry p u b l i c  u t i l i t y  engaged o r p i « | ng t«  

e n g a g e  sn such a bu s in e s s in s id e  ttue s t a t e . e»c«pt t o  tt-e e s te n t
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exempted bv se c . 711 o f t h i s  c h a p te r and th e powers o f  the co rxa la s lon 

s h a l l be l i b e r a l l y  c o n s t ru e d  to  a c c o s p l l s h  i t s  s ta t e d  pu rp oses .

(2 ) Ray I n v e s t i g a t e , upon co rs p ln ln t o r upon I t s  ovm n o t i o n , 

the r a l e s ,  c l a s s i f i c a t i o n - - ,  r u l e s ,  r e g u la t i o n s , p r a c t i c e s ,  s e r v ic e s and 

f a c i l i t i e s  o f a p u b l i c  u t i l i t y  and h o ld  h e a r in g s on th e n .

(3 ) nay nakc o r r e q u i r e  j u s t ,  f a i r  and re a so n ab le r a t e s , 

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

p u b l i c  u t i l i t y ;

(/.) say p r e s c r ib e  th e o v s t c s  o f  accoun ts and re g u la t e  Che 

s e r v ic e  and s a f e t y  o f  o p e r a t io n s  o f a p u b l i c  u t i l i t y .

(V ) ca y r e q u i r e  a p u b l i c  u t i l i t y  t o  f i l e  r e p o r t s  and o th e r 

I n fo rm a t i o n  and d a ta .

( 6 ) appear p e r s o n a l l y  o r by counse l and re p re s e n t the

I n t e r e s t s  and w e l f a r e  o f th e s t a t e  in  a l l  n a t t e r s  and p ro ce e d in g s I n ­

v o l v in g  a p u b l i c  u t i l i t y  pend ing b e fo r e  an o f f i c e r ,  d e p a r tm e n t . b o a rd . 

cM S t ls f t lo n  o r c o u r t o f the s t a t e  o r o f ano th e r s t a t e  o r the U n i te d  

S ta te s and t o  in te r v e n e  i n .  p r o t e s t ,  r e s i s t ,  o r ad voca te th e g r a n t i n g , 

d e n ia l o r m o d i f i c a t i o n  o f any p e t i t i o n ,  a p p l i c a t i o n ,  c o o p l s im  »r o t h e r  

p ro c e e d in g .

17) n a j esasiiln r w i tn e s s e s and o f f e r  e v id e n ce in  any p ro ce e d - 

( t i l a f f e c t i n g  the s t a t e  and i n i t i a t e  «»r p a r t i c i p a t e  in  J u d ic ia l p r o ­

c e ed in g * to  th e e * t e n t ne ce ssa ry to  p r o t e c t and pronto t o  the in t e r e s t s  o f 

th e at a te ,

a ha ) ) JO o v b 'e  a l j  re a sonab le as# I a? an te t o  th e iH-J-a: t nent

d  Prvtmue in  j c t r m i n l n ^  th e ne t Income f rom na t u r a l g a s p ip e l i n e  

f a<11 i t  ic#

* ;iev •» AS 03- : *  amended by add ing a nev s e c t i o n  to  read

- v o i  y>2. ctATirit atloTt or :«* (iM'arthcjt i r  Kj.vf.jar.
( a ) o f a p i p e l i n e  c a f f  l e t  the f t f l t i l n l & n  s U l l  re v iew  {Jmf
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Accoun ts o f  t h a t c a r r i e r  and p ro v id e  a c e r t i f i c a t i o n  to  th e Departmen t 

o f Revenue e i t h e r  s t a t i n g  t h a t to  th e be a t o f  th e c o e n io a io n 'o  know ledge 

and b e l i e f  th e r e p o r t o f ne t p ip e l i n e  in cone s u bm i t te d  by th e c a r r i e r  

unde r AS A3 .20 .0 69 i s  in  acco rdance w i t h  th e co n z s is s lo n 's r e g u la t i o n s  

g o v e rn in g the a c c o u n t in g  o f income, o r  t h a t i c  i s  n o t so in  acco rd an ce . 

In w h ic h cane th e comm iss ion s h a l l i d e n t i f y  th e d e f i c i e n c i e s  in  the 

re p o r t and. i f  p o s s ib l e , p r o v id e  a r e p o r t i n g  o f  the t r u e  and c o r r e c t 

income.

(b ) The c o r s l n s l o n  s h a l l p ro v id e  th e c e r t i f i c a t i o n  o f  com p l ia n ce 

o r d e f i c i e n c y  in  r e p o r t i n g  w i t h i n  t*'j days o f  th e da te on wh ich th e p ip e ­

l i n e  c a r r i e r  re q u e s ts i t .  bu t a l l  c e r t i f i c a t i o n s  rema in s u b je c t to  

amendment by th e coec t ia s lo n f o r  a p e r io d  o f  th r e e  yea rs a f t e r  th e due 

d a te o f the ta x  r e t u r n  w h ich th e y accoepany .

( c ) The comm iss ion nay by r e g u l a t i o n  e s t a b l i s h  a c c o u n t in g  p ro c e ­

du re s and d e f i n i t i o n s  as may be n n c em a ry  to  d e f i n e  ne t income f o r  ta x  

pu rp o se s , bu t ne t incone so d e f in e d  s h a l l c o in c id e  as n e a r l y  as p o s s ib le  

w i t h  th e n e t Income d e f i n i t i o n  used by th e comm iss ion In e s t a b l i s h i n g  

r a t e *  and m easu r ing r a t e  o f r e t u r n ,  and s h a l l be d e r iv e d  b e fo re  any 

d e d u c t io n * f o r  income ta xe s a cc rued o r p a id .

* Sec. l b .  T h is  Act r e la t e s  o n ly  t o  i t . c o re ea rned o r re c e iv e d  a f t e r  

December 31, 1976.

* See. I I .  T h is  Act ta k e s e f f e c t  Janua ry 1, 1976.

e* /
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C5 FOR SEIIATK RILL !I0. 105 
III TliP. l.ECXSLATURE OF THE STATK OF ALASKA

Tcimi leg is la tu re  - rutsr  session 
a r i l l

For an Act ont lt lod : "An Act re lating to the Alaska net incoao tax; and
providing fo r  an o f fcct lve daco."

k in: i t  miAcn.D cv the uxislatvue o r the stati: of alaska;
* Section 1. LEGISLATIVE PIHDIUCS AHD IbTKNT. Tho leg is la tu re flndo and 

dcclaroB that the acthod o f apportioning incouo fo r  tax purposes under tho
* "Unifora Division o f Incoce fo r  Tax Furpoaca" formula c: bodied In tlvc 1‘u lc l -
!lState Tax Compact (AS A3.19) and AS A3.20.C6S does not f a i r ly  represent the 
extent o f the business ac tiv it ies  In this r.tatc o f eu lt l-a ta ta  corjorations 
engaged In tha production and pipeline transportation o f crude o i l  and 
natural j;nc lu Alatka. Tha leg is latu re therefore lntcnda that tho provisions 
o f section 10 o f a r t ic lo  IV o f tho Ku ll i -S ln to  Tax Ctrr^nct (AS A3.19) which
allow aaparato accounting o f  lttcova nhall ho adopted fo r tho detort.lr.atIon o f 
corporate lncona tax l i a b i l i t y  on Incoca derived froa the production and 
pipeline transportation o f o i l  and pas and related ac tiv it ie s . Tho leg is la ­
ture further intends tluit aaparaln accounting shell result in the aasrsstkr:. 
o f tax against uu lt l-s ta to  corporations so that tho tax paid by these cor­
porations w i l l  ha cotocnsurate with tha tax that would he paid by corpora­
tions owning and operating only tho Alaskan ai.seta o f  thooo t*ultl-atsto

J

corporations.
* Sse. 2. AS 43.**0.Oil Is encoded ty adding a new subsection to resdi

( f )  fo r  purposss o f de^rraining tasable lucoxo under (e ) o f this 
• set Ion that part o f Incoca o f any corporation derived In Alaska froa 
o i l  or natural ias production or the transportation o f crud^ o i l  or 
natural gas hy pipeline. Including Incone frv« roya lties on o i l  and p.as
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p r o d u c t i o n , n h n l l ,  n o tw i t h s t a n d in g  nec . 65 o f  t .h io c h a p te r , bo d o t c r -  

r . i n r d  b y sep a ra te a c c o u n t in g  unde r Che A u t h o r i t y  o f  o c c t i o n  18 o f  

n r t i c l o  IV o f  th e ) ! u l i i - S t a t o  Compact (AS A 3 .1 9 .0 1 0 ) end i n  acco rdance 

w i t h  eccn . 67 -  69 o f  t h l o  c h n p to r .

Sec. 3 . AS A3.20 i n  amended by add in g no1.# s e c t i o n s  to  re n d :

See. A 3 .2 0 .0 6 7 . d ltkhm ijja t io :; ok o i l  a i ;d m t l t a l  cas production*

INCOME. (a ) The d e t r n - l n n t i o n  o f tAX ab la ln c oao A t t r i b u t a b l e  to  o i l  

m d  n a t u r a l pan p r o d u c t i o n  i n  A la s k a , no r e q u i r e d  under u c c . 1 1 ( f )  o f  

t h i n  c l i a p t t r .  s h a l l be c a l c u la t e . ! u s in g  g ro.no in c on e and ( In d u c t io n s f r o n  

g rono in c ouo r a  d e f in e d  i n  t h i n  a o c t io n .

(b ) Crons it.co* r  f r o s  o i l  tnd | ; t .  p r o d u c t i o n  in  A la sha d u l l  be

th o  v a lu e  o f  o i l  and |;au p roduced us r s t a b l i a h o d  f o r  pu rposes o f  th o  o i l  1 

and pas p r o p e r t i e s  p r o d u c t i o n  t a x , i n  acco rdance w i t h  th e p r o v i s i o n s  o f  

c h . 55 o f  t h i s  t i t l e .

( c ) Reduc t io n s f r o a  p ro s s ln cone f o r  th o ru rp o o eo o f  d e te rm in in g  

ta x a b le  p ro d u c t io n  in to n e  s h a l l in c lu d e :

on p ro d u c in g p r o p e r t y  and f a c i l i t i e s  d i r e c t l y  a s s o c ia te d  w i t h  p ro d u c in g 

p r o p e r t y . I n c lu d in g  f a c i l i t i e s  f o r  th o  p a t h e r l n p , t r e a t i n g  and p r e p a r in g  

o f  th e o i l  o r gas f o r  sh ipm en t , p ro v id e d  th o  payuen ta a re ra J e  a f t e r  th o

o p e r a t i n g  o i l  o r  gas f i e l d s ,  in c l u d in g  t i t s  c o s ts  o f  g a th e r i n g , t r e a t i n g  

and p re p a r in g  o i l  o r  gas f o t sh ipm en t , b u t n e t o f  any paynen ts r e c e iv e d  

f o r  thoaa a e r v lc e a  and n o t in c l u d i n g  I n d i r e c t  c o - t s  and ove rhead exce p t 

aa p ro v id e d  I n  (6 ) o f  t b l s  s u b s e c t io n }

(1 ) r o y a l t i e s  a c t u a l l y  p a id  w he th e r i n  k in d  o r i n  v a lu e ;

(? ) seve rance ta x e s a c t u a l l y  p a id  f o r  w h ic h no p r i o r  d cd u c -

t l o n  has te e n  c la im e d f o r  Income ta x  pu rp o se s ;

( 3 ) i r o p a r t y  ta xeo a c t u a l l y  p a id  by th e c o r p o r a t i o n  ta x p a y e r

d a te o f  i n i t i a l  p r o d u c t i o n  o f  th o p r o p e r t y  w i t h  w h ic h th e y a re a s a o c ia ta d  

(A ) the d i r e c t  c o a ts in c u r r e d  by th e c o r p o r a t i o n  ta x p a y e r In
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(5 ) d e p r e c ia t i o n  on lu v c r . t c c n t s  w h ic h a re a s n o r ia t c d  w i t h  the 

p r o d u c t i o n , C a th e r in e , t r e a t  In ; ; and p r e p a r in g  f u r  sh ipm en t o f  th a o i l  o r 

nan , and wh ich a r c  lo c a te d  i n  o r a d ja c e n t t o  th o o i t u  o f  p r o d u c t i o n . 

I n c lu d in g  d e p r e c ia t i o n  on I n t e r e s t  c a p i t a l i z e d  a t a r a t e  n o t t o  exceed 

th e o v e ra te  c o s t o f  bo rrowed c a p i t a l to  th e c o r p o r a t i o n  ta x p a y e r d u r in g  

th e y e a r I n  wh ich i t  l a  c a p i t a l i z e d  and o le o  in c lu d in g  th e a r o r t i c a t i o n  

o f  lo o se a c q u i s i t i o n  pnyr:en to and p r o p e r t y  ta xe s p a id  f o r  o r on p r o ­

d u c in g p r o p e r t i e s  b e fo re  th e cosmenccnent o f  p r o d u c t i o n  on th e lc a s c -  

h o ld , f a c l l l t l ' i o  o r in v e s tm en t a o n o c la to d t / l t h  i t ;

(6 ) i n t e r c u t  cxpunno n o t c a p i t a l Ir.cd, t o  th a  e x t e n t t h n t  i t  

doea n o t cxcood u p o r t i o n  o f  t o t a l  i n t e r e s t  p a id  by th e c o r p o r a t i o n , l t e  

s u b s i d i a r i e s  and a f f i l i a t e s ,  d e te rm in e d by t /u l t i p  l y i n g  t o t a l  i n t e r e s t  

p a id  b y a f r a c t i o n ,  th e n um e ra to r o f  w h ic h in  th e boo): v a lu e o f  th o  

c o r p o r a t i o n 's  f i x e d  a a a r tn  in  and a s s o c ia te d  w i t h  th o p ro d u c in g p r o p e r ­

t i e s  in  A l r . r J n and th e denom in a to r o f  w h ic h i n  th o book v a lu e  o f  a l l  

f i x e d  a sou to h o ld  by th e c o r p o r a t i o n , i t s  s u b s i d i a r i e s  and a f f i l i a t e s ;

(7 ) expense*; in c u r r e d  a f t e r  Decazhor 31 , 1976 o f  u n s u c c e s s fu l 

e x p lo r a t i o n  e f f o r t s  f o r  o i l  and gas In  A la s k a , I n c lu d in g  th o a c q u i s i t i o n  

c o s t s  o f  p r o p e r t i e s  abandoned, d r y  h o le  c o s t s , and th o co o ts o f  g e o lo g i c  

and g e o p h y s ic a l e x p lo r a t i o n  on o r  r e la t e d  t o  th o se p r o p e r t i e s .

(d ) Tho depa r tm en t s h a l l r a t n b l i s h  r e g u la t i o n s  c o v e r in g  th e c a l c u ­

l a t i o n  o f  d e p r e c ia t io n  c o a t s , th o  a l l o c a t i o n  o f I n t e r e s t  c o s t s , th o 

d e f i n i t i o n  o f  f a c i l i t i e s  a s s o c ia te d  w i t h  th o p r o d u c t i o n , g a t h o r l n g , 

t r e a t i n g  sud p re p a r in g  f o r  s h lp n e n t o f  o i l  and ga s , and o t h e r l e t t e r s  

r.acuBsary t o  L tp lo u e n t thlo section.

( s ) r e d u c t io n s  f r o a  g ro s s ln c c u a unde r t h i s  s e c t i o n  s h a l l n o t 

In c lu d e  expanses p r e v io u s l y  deduc ted on s r e t u r n  f i l e d  unde r t h i s  

c h a p te r .

t e c .  43.70.066. MTUUn.JATIOd OF CftUDk O il . A.ID NATUKAL CAT*
«l#llVsi»a III-*: -J- CSSB 10>



P IPLLL IK TR/’uiSPORTATIO:.’ INCOhC. (a ) T n raM o Income a t t r i b u t a b l e  to  th e 

t r a n s p o r t a t i o n  o f  c ru de o i l  i n  i n t e r s t a t e  coc r .c rc c i n  A lnaha s h a l l be 

th o our> o f  the m o u n t - c p o r t e d  t o  th o I n t e r s t a t e  C o u ic rc o Corrals c io n  

unde r th o c a te g o r y  " n e t ba la n ce t r a n o f e r r e d  f r o n  income" an s p e c i f i e d  a t 

o f Ja n u a ry 1, 1977 i n  49 CFR 10 P a r t 1204. a cco u n t 700 and o f  f e d e r a l 

income tn x c n p a id  ac s p e c i f l e d  ao o f  Ja n u a ry I ,  1977 in  49 CHI 10 T a r t 

1204, a cco u n ts 670 and C9 .4 ,  and o f  ta x e s a c t u a l l y  p a id  unde r nec . 1 1 (c ) 

o f  t h i n  c h a p te r . A ta r . r e t u r n  r e p o r t i n g  t h a t in couu s h a l l be accompanied 

by n c e r t i f i c a t i o n  from th e A lau t .o r i p c l i n o  Corr-»lL.*iion to  th e  e f f e c t  

t h a t t o  th o be a t o f  th o c o j n i n o i o n 'a  Knowledge and b e l i e f  th e  in c o r e  

c a l c u l a t i o n  hue been m d e  in  acco rdaucn w i t h  th e p r i n c i p l c a  e s t a b l i s h e d  

hy th o I n t e r s t a t e  Cosxsercu C o ra I# u io n , o r ,  i f  i n  th o o p in io n  o f Che 

coc r .- lcn lon , t l x  income in  n o t r e p o r t e d  in  ncco rdanco w i t h  t l io  r e g u la t i o n #  

o f th o  I n t o v n t a t e  Coct^urco Comm iss ion , t h m  n  s ta tem en t t o  t h a t  e f f e c t ,  

i d e n t i f y i n g  th e d e f i c i e n c i e s  o f  th o r e p o r t and , i f  p o a u lb l c , p r o v i d i n g  it 

r e p o r t i n g  o f  th o t r u e  cud c o r r e c t  In c o r e .

(h ) Ta xa b le In c o r e  A t t r i b u t a b l e  t o  tho t r a n s p o r t a t i o n  o f  n n t u r r l  

pan i n  i n l e t s t a t o  cocsaercu i n  A la t ih n n h a l l bo th o nun o f th o  a r x u n t 

r e p o r t e d  t o  t.hs fe d e r a l Power C o ra l no Ion unde r th e c a te g o ry "b a la n c e 

t r a n s f e r r e d  from ln c o a o " an a p e c l f i o d  i n  10 CD*. 1, P a r t 201, a cco u n t 

413 and o f  f c d u r a l Ir icoue ta x o s p a id  an a p o c l f i r d  an o f  J a n u a ry 1 , 1977 

In  1C CPU I ,  P a r t 201, accoun ts 409 , 4 0 9 .1 . 40 9 .2 and 4 0 9 .3 , and o f 

ta t . r a  a c t u a l l y  p a id  unde r e c c . 11 (e ) o f  t h i s  c h a p te r . A ta x  r e t u r n  

r e p o r t i n g  t h a t inco:*» s h a l l be •c c o n p /m la d by a c e r t i f i c a t i o n  f r o a  th e 

A lsaVn P u b l i c  b ' L l l i t i e s  Co tin t*# io n t o  th o e f f e c t  t l u i t  to  th o b e a t o f  th o 

co u n ts # in n *u  bnow ledgo and b e l i e f  th a in c ouo c a l c u l a t i o n  has t e r n  made 

in  acco rdance w i t h  the p r i n c i p l e #  r a t a b l l a h a d  by th a l ‘# d e t e l Power 

C o ^ i l # # lo n , o r .  I f  I n  th o o p in io n  o f  tb # c o m l s o l o n , th e iu cooo i s  no t 

r e p o r t e d  I n  acco rdance w i t h  th o r e g u la t i o n #  o f  th a Fede ra l Power



Corxtlsnlon, then a otntcment to that e ffec t , identifying the dcfIcier.cioc 
o f  the report nnd, i f  ponsible, providing a reporting o f the true and 
correct incone.

(c) Taxable incou'o Attributable to tho trnnoportation o f  crtido o i l  
in Alnohn o f any corporation not under Intc.rotatc Corr:crc« Cocnioclon 
Jurisdiction, o r o f a corporation under tho Interstate Conc.erco Co;x:Jn- 
oion but not reporting tho operation o f pipelines in Alesha separately 
froa the operation o f pipclinon elsewhere, rh a l l  l»o on r.rxmnc equal to 
that vbicli would have boon reported to tho Interstate Coritcrco Ccvruioalon 
under (a) o f  thio nection bad the corporation been. In fact, under 
Interstate Coamicrco Co:c\i union ju risd ic tion  fo r  the taxable year and 
required to report on the oporotlon o f Alaska pipelines ncpnrately fron 
the operation o f  pipelines elsewhere. A tax return reporting that 
income sha ll be cccor.psnird by a ce rt if ica tion  froa the AlaaV.a ripelinu 
Co'vifsslon to the e ffect that to the best o f  tho coral sc Ion'a Knowledge 
nnd be lie f the lncorcs calculation hns been undo In accordance with the 
principles ontabllohed by tho Interotntc Coraerco Commission, o r , i f  in 
tho opinion o f tho corxjinslon, thu income io not reported in nccordnnco 
with tlie regulations o f tho Interstate Coraxrce Coral colon, then a 
statement to that e f fec t , identifying tho deficiencies o f the report 
and. I f  possible, providing a reporting o f the true and correct lncoao.

(d) Taxable ii.cor-o attributable to tho transportation o f  natural 
gaa in Alaoka by any corporation not under tho Jurisdiction o f  tha 
Fodersl Powur Coeuirslon, or o f a corporation under federal Power Commis­
sion Jurisdiction but not reporting tha operation o f Alaska pipelines 
supsrstely froa t U  operation nf pipelines elsevitere, sha ll be an amount 
equal to that which would have boen reported to the Federal Tovar Comls- 
slon under (b) o f ib is section had tho corporation been, in fact, undor 
Federal I'ovor Coralsslon ju r lad ic t lon  fo r the taxable year and required



to report on thn operation o f Alaska plpclinao separately from tho opera 
tion o f pipelines elsewhere. A tax return reporting that incore sha ll 
be accompanied by a  ce rt if ica tion  from the Alaska Public U t i l i t y  Cotx.ilc- 
oion to tha effect that to tho best o f tho coiwnisnion's knowledge and 
be lie f the incoac calculation has been no do In accordance with the 
principles established by the Federal Power Corcalssion, o r , i f  in tho 
opinion o f tho connisclon, the incorse in not reported in accordance with 
tho regulations o f  the Vo ('oral Kownr Comisalon, then a statement to 
that e ffec t , identifying the duflclancloa o f tho roport and, i f  ponsible 
providing n reporting o f tho true and correct income.

(e) Thu ce rt ifica tions o f the Alaska Pipeline Corxjlsalon and the 
Alaska Public U t i l i t ie s  Coicilouion subedited in accordance with this 
ooction do not prejudice any futuro action by the respective c o l lu s io n  
nor prevent tho rcopcctivc c o l lu s io n  fron nuLuittlng a rcvircd c e r t i ­
fication within three years o f thu due data o f  the tax return in support 
o f which i t  was o r ig in a l ly  f i le d .

( f )  nothing in til ls  section or In nee. 67 o f  this chapter l lM ta  a  

corporate taxpaycr'a right to appeal or tho taxpayer remedies provided 
under eh. 5 o f  this t l t l o .

See. 63.20.069. DETKRMIUATIOM OK 12100MB FROM OTHER ACTIVITIES OF 
CORPORATIONS UNCAGED III OIL OR NATURAL CAS PRODUCTION OR TRANSPORTATION. 
Taxable income fron ac tiv ities  otlier tlwn o i l  o r natural gas production 
or pipeline transportation sha ll bo dotcrulnad by subtracting tho Incone 
ss determined undor sacs. 67 and 63 o f this chapter froa tha corpora­
tion's combined nut income and applying the apportionment formula 
roqulrcd undur tho proviulouo of esc. Cb o f  thlo chapter, except that 
both tlte nu'Mrator and tho denominator of thu property factor and tho 
payroll factor alkali ho calculated without reference to payro ll or 
property related to crudo o i l  or natural gas production or p lp t l ln o



#

transportation ac tiv ity  in Alnnl.a, and tho Bales factor nhnll not be 
unci! In the calculation.

Sec. 43.20.070. PUBLIC UIIPORTIEG. Notwithstanding the provisions 
o f AS 43.05.230, tho comralssloncr o f  revenue sha ll compile nnd transmit 
to tho lcgie lnturo nn annual consolidated report o f  state revenues end 
taxation polic ies under thin chapter. This report sha ll include ^otnl 
Alnnhn income tax paid by f i re s  and individuals covered under thin 
chapter nnd itemized deductions by category.

*  See. 4. AS 43.20 io amended by adding a ncru section to read:
Sec. 43.20.075. HOOKS Al.’D RECORDS. Tho department ray provide by 

regulation the siauuer in vhlch booha and rccordo nunt bo bcpt nnd nain- 
taincd fo r  purposes o f determining gross income and deductions fron 
grooa Income under aces . G7 -  G9 o f  thin chapter.

*  See. 5. AS 43.20.335 in amended by adding new subsections to rend:
(1;) Any person who improperly influences, or attempts to improper­

ly  influence, by tsonna o f  payment o r o f fe r  o f  payment or other valuable 
consideration, any state o f f i c i a l  In hla determination o f values and 
apportionments under thin chapter la  guilty o f brlhory and punishable 
under AS 11.30.040.

(1) Any person who knowingly and w i l fu l ly  mal.es fnluc statement* 
or representations, or who knowingly allows fa lse stnleucntn o r repre­
sentations to bo nade on Itlu behalf in tha case o f corporations, with a 
purpose o f avoiding the corporate tax lnpoood under this chnptor io 
gu ilty o f  w i lfu l tax avoidance and la  punishable upuu conviction by a 
fine o f thrco tlr.os tho amount o f  the tax that would have boon unpaid 
laid tho fa lse statement boen undetected, and by ltrprlao:tr.ent fur not 
leoft than 10 days nor more than one ynar.

* Soe. 6. AS 42.U6.140 is Atriendcd by adding a row pat igtaph to rcadt
(11) rha l l provide a l l  reasonable aoulotar.co to tho

-7- CSSB 105COi'.vAli it-, u'i i
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Dcpnrtr.ent of Revenue in dctcrnining tho net incouo fron o i l  pipeline 
f f lc i l i t la o .

* See. 7. AS 42.06 io aciondod l>y addin?; « now ocction to rend:
See. 42.06.041. CERTIFICATION OF INCOlfE TO WU’AUTMr.HT OF REVEHUE.

(n) Upon request o f n pipeline ca rr ie r tho cotnlnnion oho ll rovicv the 
accounts o f  that enrrie r nnd provido n ce rt i f ic a t ion  to tho Department 
o f  Revenue either Dtatinp, that to tha l>cet o f  tho coEmir.eion'n Unovlcdca 
nnd be lie f the report o f  net pipalir.a incor.e cubuitLed by the ca rr ie r
under AS 43.20.069 in in accordance with tho corr.lnnion'c regulation:!
r.ovcminj; the Accounting o f incone, o r that i t  in not no in accordance, 
in which cafiu rite corcslcolor. chnll identify thn doficloncioc in the 
report and, i f  pooolhlc, provide n reporting o f  the truo nnd correct i.s- 
ccr:e.

(b) 71m cor.-vinolon chnll provide tho ce rt i f ica t ion  o f  conpllnr.ca 
or deficiency in reporting within 43 dny.i o f tho dato on which the pipe­
line ca rr ie r roqueots i t ,  but a l l  cc rtificctlonn rcsnin subject to 
oncu'lucut by the cop ies ion fo r  n period o f  thrcu yearn a f te r  the due 
date o f tho tax return which r.hoy accompany.

(c) Tho coinluolon my by regulation cotahlloh accounting pro­
cedures and definitions no nay bo necessary to define net incouo fo r  tax 
purpose, but not income vo defined cha ll coincide an nearly nn possible 
with tho net income defin ition uncd by tha cownlMilon in cotnbllulling 
rates and (Manuring rate o f  return, nnd nhall bo derived before any 
deductions fo r incouo taxes accrued or paid.

* See. 0. AS 42.05.141 la nrondad to reads
See. 42.05.141. GEliKKAL rOVttllS AND DUTIK*. OF TUK COMMISSION. Tha 

Alaska Tublic b t l l l l l o t  Cotxalflaion ( I t A Y J
(1 ) w j j rar.ulntc every public u t i l i t y  engaged or proposinr, to I 

engage In such a buciueen luoidu the stato, except to tho ax tent
cssn 105 -a-



exempted by sec. 711 o f  thio chapter nncl tho powers o f  tho cotmaiooion 
sha ll bo l ib e ra l ly  construed Co accomplish it s  mated purposes;

(2) may investigate, upon complaint or upon i t s  own notion, 
tlio rates, clnnnificationo, ru loc , regulations, practices, services and 
fa c i l i t ie s  o f u public u t i l i t y  nnd hold hearings on then;

(3 ) tr-ey cujke or require Juot, f a i r  and reasonable ratca, 
c la ss if ica tions , regulations, practices, services and fa c i l i t ie s  fo r a 
public u t i l i t y ;

(A) my prescribe the nystcn o f accounts nnd regulate the 
service and safety o f opi rations o f a public u t i l i t y ;

(5) my require a public u t i l i t y  to f i l e  reports and other 
Information and data;

(C) my appear personally or by counsel nnd represent the 
Interests und welfaro o f  tho state in a l l  natters and proceedings in­
volving n public u t i l i t y  pending before an o f f ic e r ,  department, board, 
coctaloslou or court o f tho mate or o f  anothor state or the United 
States and to lutcrvcno in, protest, re s is t ,  or advncato tho granting, 
denial or trodificatlon o f any petition , application, complaint or oLher 
proceeding;

(7) imy oxamlue witnesses nnd o f fe r  evidence In any proceed­
ing affecting the statu and in it ia te  or pnrclclpntn in Judicial pro­
ceedings to the extant necessary to protect and promoto the Interests o f 
tho Stato^

(ft) shall provide a l l  roasonr.hlo_ at, a in tone* to t ho Hopa r r r  r n t 
o f revenue In deterr.lnlng the net income froa nature 1 gns pi pel In e 
fac i l i t i e s .
Sec. 9. AS A2.05 io encoded by adding a now section to rendt

s v c .  A2.05.i02. cr.HTiriCATio.i or ibcoio: to Mii*ACTm:«T ok w.vtuur..

(a) Upon request o f n pipeline ca rr ie r tits cout lesion sha ll ruvlcw the



,

'

accounts o f that cnrric r and provide a  ce rt i f ic a t ion  to the Dopartraant 
o f Revenue cither elating that to the bent o f tlic comics ion'b knowledge 
and be lie f L i v e  report o f net pipeline incouo uubraitted l>y tho ca rr ie r 
under AS 43.20.061/ io in accordance with the comiosion'a regulation# 
governing tha accounting o f incono, or that i t  io not eo in accordance,

' in which ease the corraiaslon nhnll identify tua doficlcnciuo in tho
report and, i f  poaoiblc, provide n reporting o f the true and correct 

h Incone.
(b) The coniimion nhnll provldo the ce rt if ica tion  of co^pliancc 

or deficiency in reporting within AS dnyo o f tho date on which the plpe- 
n lino ca rr ie r roquealn i t ,  but a l l  ccrtificnliom* rcuain subject to
i- anondsvent by the cou*jlt*ion fo r a period o f three yenrn n ftc r thu due

dntc o f  tho tax return which they ncconpr.ny. 
i t  (c) Thu cotrolriflloti nay by regulation eistubllnh accounting , rocu-
t ‘ durou and dafln ltionn a h  t-ny I  c nrcenanry to define net income fo r  L a x

purposon, but net incoue no defined shall col.icide na nuarly aa possible 
i with thn net Incone dnfln it lon unrd hy tho cotxtlocion in cotr.bl iohing
i- rates nnd rceanurlrg rate o f return, and ahull hu derived before any
n daduciionri fo r  lxicote ta/ou accrued or paid.

* See. 10. Thin Act relates only to income earned or recelvod a fte r 
it Dccnalmr 31, 1976.

* See. 11. Ih lo  Act lakca effect January 1, 197G.
it 
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THIS IV) BILL f ] R E S O L U T I O N

h a s  b e e n  p r e p a r e d  by  t h e  s t a f f  o f  t h e  L e g i s l a t i v e  A f f a i r s  A g e n c y  I n  
r e s p o n s e  t o  t h e  r e q u e s t  a n d  a t  t h e  d i r e c t i o n  o f  t ^ c  s p o n s o r i n g  me mb e r  
o r  c o m m i t t e e .  T h e  s t a f f  h a s  a t t e m p t e d  t o  p l a c e  t h e  d o c u m e n t  i n  p r o p e r  
l e g a l  a n d  c l e r i c a l  f o r m ,  s u b j e c t  t o  a n y  s p e c i a l  l i m i t a t i o n s  o r  i n s t r u c ­
t i o n s  o f  t h e  r e q u e s t o r .

Any  s t a f f  q u e s t i o n s  o r  c o m m e n t s  a s  t o  l e g a l i t y ,  c o n s t i t u t i o n a l i t y ,  a n d  
r o r n  h a v e  b e e n  i n c l u d e d  i n  t h e  m e m o r a n d u m  a d d r e s s e d  t o  t h e  r e q u e s t o r  
a n d  k e p t  i n  t h e  w o r k  f i l e .  I f  we n a y be  o f  f u r t h e r  a s s i s t a n c e  i n  t h i s  
m a t t e r ,  p l e a s e  c o n t a c t  t h e  D i r e c t o r  o f  L e g a l  S e r v i c e s  o r  t h e  D i r e c t o r  
o f  R e s e a r c h  S e r v i c e s ,  a s  a p p r o p r i a t e .

D e l i v e r e d  t o  r e q u e s t o r  ^  -  S  I f ____________
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Original sponsor: Rules Committee by request
of the Legislative Council (for the Subcommittee 
on Oil and Gas Leasing and Taxing Policies)

I IN THE SENATE BY THE FINANCE COMMITTEE

CS FOR SENATE BILL NO. 105 (Finance)

3 IN THE LEGISLATURE OF THE STATE OF ALASKA

4 i TENTH LEGISLATURE - SECOND SESSION

A BILL

For an Act entitled: "An Act establishing an oil and gas corporate income

i tax; and providing for an effective date."

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

9 * Section 1. LEGISLATIVE FINDINGS AND INTENT. The legislature finds and

0 declares that the method of apportioning income for tax purposes under the

1 "Uniform Division of Income for Tax Purposes" formula embodied in the Multi-

7 state Tax Compact (AS 43.19) and AS 43.29.065 does not fairly represent the 

3  extent of the business activities in this state of multistato corporations

j engaged in the production and pipeline transportation of crude oil and 

* natural gas in Alaska. The legislature therefore Intends that, in accordance 

o with the provisions of art. 18 of the Multistate Tax Compact (AS 43.19), the 

income trx of all corporations engaged in the production or pipeline trans-

8 portation of oil or natural gas in or directly associated with this state

> shall be assessed by the tax administrator under this Act. The legislature 

further Intends thut the assessment of Income tax against a multlatnte cor- 

}\ \ poration engaged in the production or pipeline transportation of oil or 

n  natural gas shall be commcns cate with the tax that would be assessed against 

7 j a corporation owning and operating only those assets of the multistate cor- 

.>% poration which arc in or directly associated with this state.

?/
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* Sec. 2. AS 43.20.011(e) is amended to read:

(e) There is imposed for each taxable year upon the entlro taxable

Income of every corporation derived from sources within the state a tax

consisting of a normal tax equal to 5.4 per cent of taxable Income, and

a surtax which is equal to 4.0 per cent of taxable income. For purposes
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of this chapter the surtax exemption for a taxable year follows secs. 

1561 and 1563 of the Internal Revenue Code. The tax of a corporation 

engaged in the production or transportation of crude oil or natural gas 

shall be determined and paid in accordance with ch. 21 of this title.

* Sec. 3. AS A3 is amended by adding a new chapter to read:

CHAPTER 21. OIL AND GAS CORPORATE 

INCOME TAX.

Sec. A3.21.010. APPLICATION. This chapter applies to every c o r­

poration doing business in the state which derives income from the 

production of oil or gas from a lease or property in or directly asso­

ciated with the state, or from the pipeline transportation of oil or gas] 

in the state. The tax calculated under this chapter is measured by the 

total taxable income of the corporation as defined in secs. 20 - AO of 

this chapter and is determined at the rates established under AS A3.20.-] 

011(e).

Sec. A3.21.020. DETERMINATION OF TAXABLE INCOME FROM OIL AND GAS 

PRODUCTION, (a) The taxable income of a corporation from the produc­

tion of oil and gas from a lease or pr.pcrty in the state shall be the 

corporation's net income as calculated by the department in accordance 

with this section.

(b) Gross income of a corporation from oil and gas production 

shall be the gross value at the point of production of oil or gas p r o­

duced from a lease or property in the state. The department shall by 

regulation determine a uniform method of establishing the gross value atl 

the point of production. In making its determination the department may| 

use the actual prices or values received for the oil or gar, the posted 

prices for the oil or gas in the same field, or the prevailing prices or] 

values of oil or gas in the same field. In addition, in its determina­

tion of gross value at the point of production of oil or gas produced 
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