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results, ("'in anyone really argue with tin- fact payment of tho
severance taxes on production or property taxes on equipment
are expense:* to be reckoned with in delorminihr the eronoi.ic

limits?

hithout ch.inp.es to the method of determining economic limits
to accord with reality, the method is of little value togive
meaning to the concept. If a taxpayer is to have a fair and
adequate hearing on a natter as important as the economic

limit is to the formula and the tax payables, then the rules

should be spelled out clearly to avoid endless argument.

The I».4< per MClI floor price on gas will obviously raise Union's
effective rate of tax far above the 101 of value stated in the
bill, lor example, for gas sold at about *12 cents, the effective
rate would be over I!d and it docs not appear that the economic

limit factor would assist nuch ill lowering this.

Kc believe it i* not warranted to accelerate the payment date

to the 2Cth of the month. It is already a strain on |hr
producers to get returns filed by the end of the month, where
the data has to be processed out of the state. Only ten days

is gained from this, and we see no need for compound mg an already

existing administrative problem.

In stir.ai.iry, we believe a lot more thought hasgot to go into
this hill. Union engineers, while not havingtime to mu

detailed calcu'Ations, have drtcrnlned preliminarily that even



*Q -

when the economic limit approaches as much a* three* fourt hs of
tlie total production (for example, £77?*, total production of
1,200 and an economic limit of, say, son or 000) the effective
rate could still he over ten percent for the producer. Apain,
we were not totally sure of the meanity.s of all the formula
terms, hut the overall effect of the formula seems to keep the
effective rate hip.li, even when the economic limit 1is hip.h in
relation to production. Obviously, more tine has p.ot to he

spent in determine this with more certainty.
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April 21, 1977

tﬁe.Honorable John Sackett
airman.. .
A Gones Sompli
Juneau, 9 Seﬂ

Dear Senator Sackett:

V\/e recommend the following changes in CSSB 103: f

by &y Ly B z Replace "$.65" with "$.9375", which is

B. p. 2, 1. 7- Insert a subsection (a) to read as f0||0WS'
"&a) Tho, amounts s% ut.in sec, 11 and se
of this cha ter S e increased o ase
a percentage equa E ho pr ntageo cange
h ros? ational Product %to publis
urea%J of Fcpngmic nalys ?] o he United
epartment 0 Comm erce n s In &ax ra s w
e com u[ged ased th% ros alo
59 u& el tor orB ob no rst_Quarter

[0S |?n r uct eflator. . T

partmen |Shaa'd PR3, n%‘f ANGES 1 L lE, fax pates
Hucmg 0|al Y/Vltﬂln the state %f thechange T

Present language would be retained as subsection (h)

C BIV\ZI en1 ghépltré?ertnda‘c'a%%wgﬁed by (a) of this section
D bi gf’latl'sentorﬁ’clzjet gnd rep[ggnrm a?,wqﬁ]le%g fgn%wrfnr%alnder ’
sentences:
f(}Pr%afai%%%W o 5@'85p4(28u@£.“0r%v?(§lnag
clear .and cqn &ncmg ?wd n(E of a ditferen
MOntIY pragiiction Tatg et t4e eponomc: it
hoid efore %e%ru % f5r Xf the ¥ear or‘w Phin
?IX months after commencement of o1l production
0r a lease or property.
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after 'section”
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- Replace

10 -

Sackctt
1,
n

e Poldwi

p. 3, 1. 14
(l)'theP' fi4éld1'w2|?hi'n B(ﬂ)\elerenllesfleirl]dthgngtat’e".msert or Some

l'lprogug‘tion]'" 28 - Insert the word "gas" between ‘of"and \

Senator

F.
G.

%w —

= S — =2

= o = ®© =
T — —me— < o
PILhHPXCnUﬂURNﬂH SO <=

[ C..Ime o

ac o U CcCSE—oOoL— O

=>— 0 O C— . —_
» OV, ECoooTLLS—

O T oloRTHE—T o o

=T S, Ca= OS>
M- C o — ) = O — o O+—a—

S o—To-fon—al—oo



S R TR



1977

April 21,
"section” and add

after

Sackctt-

. 0.3, 1 10 - Delete the "."
tEhe Pollowmg:

Senator
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"direct qperating costs include production supplies,
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0.3, L 2% -

F.
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Senator Sackctt 4 April 21, 1977

est th
\rA(laesthPeg tsheaggén? romgata)s(ectmn further language to

8gn3|dt§?gd l eréeOdatljsrunderucedermxlce% [% yr n‘i/ Dgpartment
&g et calgr s o n“ax o B
E);]e g;ou as(Pflc ubie : feel ? §F" e Month n CWhReh

Very truly yours,

%6hn R. Messen er '
eputy Commlss oner L



) n
/t>J. 5
1 n s
/S"S.
1"i =1
P
/2
r t s */?/. 25
e <r?3. 3
/ s 3
t?27°" 7
/<5494 3
J*/0.
r * r -~
c ts /™ 3 rj
m ?
/3 x 7
/f 7/
7 s3 [
/"i?0 n32/ . 1o
i f ft Pvat. @
t f tr
s * *x [/ 2
r f X 3
S r
17 fV

76 *-

A>3
C s y T/FVkE N

rrre ats": [-

/2?7 ? /

/ ? Fo

rtf/ /
MN3. s~

* 7 AN # *7

/f s 2

[l 7



TABLE 1i; COOK INLET NATURAL GAS
SEVERANCE TAX PROJECTIONS
BY FISCAL YEAR AND TAX SCENARIO

Average PRODUCTION TAXES
Fiscal Sales Price Existing Proposed
Year (Dcf/Y)  (S/Mcf) (S/7KM) (Rate) (S/uM) (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 5.627~ 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
o e f

i

1

J

TABLE 2. PRUDHOE BAY NATURAL GAS
SEVERANCE TAX PROJECTIONS
BY FISCAL YEAR AND TAX SCENARIO

Average PRODUCTION TAXES
Fiscal Sales Price Existing Proposed
Year (Bcf/Y) (S/Mcf) (S/HM) (Rate) (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 . 144 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



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

Average PRODUCTION TAXES
Fiscal Sales Price Existing Proposed
Year G/mdelcT) (S/Kcf) (SMM)  (Eff.Rato) (SN.M)  (Eff
1977 2.78 $.30 .029 4% .029 4.
1978 3.92 $.64 .038 42 .233 10.
1979 5.13 $.68 .122 42 .305 10.
1980 5.87 $.72 .148 42 .370 10.
1981 28.03 $.76 .746 42 - 1.864 10
1982 42.96 $.81 1.218 42 3.045 10.
1983 777.42 $.85 23.128 42 58.263 10.
198% 828.58 $.90 26.100 42 65.823 10.
1985 868.70 $.96 29.188 42 73.146 10

.Rate)

02
62
02
02
.02
02
12
12
.02



(VmoM- Chugach Electric
Beluaa Plant

Year

1977
1978
1979
1980
1981
1982
1983
1934
1935

11.
12.
13.
14.
16.

18.

19.
19.
19.

Power System Study,

Data supplied by Alaska Pipeline Company projects 1977 APC system demand at 31.0
in Chugach and Anchorage Municipal
21", sold to residential
145 sold to large (12C0 Mcf per year) commercial
is expected to grow at 52 per year with wenpower usage

Bcf: 36X

to the military,

users,

for APC 1977-19C2

28(a)
85
37
85
45
26
57
77
77

used

Residential,

City of
Kenai

.40
.42
.44
.46
.48
.50
.53
.56
.59

at a rate of 82 per annum.

Natur

by end use and by year,
(in Bcf/Year)

COO0K

Electric
Power

11.
11.
12
12.
12.
13.
13.
13.
14.

16(b)
59

.02

42
81
16
51
81
09

Table 3

INLET CASIN
and Commercial

al Gar Demand Projections

*
o1 O1 01 o1 o1

o1 o1 o1 o1

1975 by Tippett end Gee,

Pov;er Plant,

Military

.89(b)
.89
.89
.89"
.89
.89
.89
.89
.89

1977-1985

Residential

6.
7
7.
8
8

9.
10.

11.

12

51(b)
.03

59

.20
.86

57
33
16

.05

ALASKA PIPELINE COMPANY
General

Small

3.
3
3
3
4.
4
4
5
5

10(b)

.35
.62
.91

22

.56
.92
.32
.74

Service

Laroe

34(b)

4.
4.69
5.06
5.47
5.
6
6
7
8

90

.38
.89
.44
.03

Consulting Engineers for Chugach
Electric Association forecasts demand for the Beluga plant for the years 1977-1934.

consumers,

electric power plants,

102 delivered to small

users.

Total

42.
45.
47.
51.
54.
58.
61.
63.
66 .

192 supplied
commercial
system demand

increasing

Total
Demand

68
83
95
20
61
29
64
95
16



Total
eCalendar Cook Inlet Alaska Pipeline Chugach Electric

Year Sales Company Association
1977 157.0 (1002]> 6.5 142) 6.8 (42p
1978 172.5 1002]1 7.0 142) 7.7 (42]1
1979 228.0 10021 7.6 132]1 8.0 J421
1980 284.8 (1002)1 8.2 J32]1 8.9 I32]1
1931 322.7 (1C02)1 8.9 321 9.9 321
1982 335.0 (10021 9.6 132 11.0 1321
1983 342.0 (1002)1 10.3 1321 11.7 [32]1
1984 348.0 (1002)1 11.2 1321 11.9 (32)
1985 355.0 (1002)1 12.1 321 11.9([32]1

Assumptions:

1. 60X of volumes sold to Alaska Pipeline Company arc

Table 4

ESTIMATED TOTAL COOK

RESIDENTIAL DEMAND DY UTILITY AND BY YEAR,

INLET NATURAL GAS PRODUCTION AND

(In Bcf/Year and Percentage)

residential consumers.

1977-1985

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

Anchorage City of

MPL Kenai
3.4 221> .4 (

3.5 127 4 (.22)
3.6 122 4 .28)
3.8 22> .5 (.22
3.8 @21' .5 (23)
3.9 »1x» .5 .if;
4.0 1121 .5 (.lw
4.1 (121 .6 (.2
4.2 {1211 .6 (2%

in turn sold to

¢«

602 of volumes sold to Chugach Electric Association are in turn used
to supply power to resident.il consumers.

30? of volumes sold to Anchorage Municiplo Power and Light ere in turn

used to supply power to residential

1002 of volumes sold to City of Kenai

residential consumers.

consumers.

are used to supply power to



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 Association_2
Calendar Residential Existing Proposed Residential Existing Proposed
Year Customers Taxes Taxes Customers Taxes Taxes
1976 29,200 nt 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 $3,62 $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 S1.67 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 P/ and 2i»
respectively. At present Chugach Electric Association has a pending lift rate
Increase which 1is being heard by the Alaska Public Utilities ConaHssiun. This
rate increase dwarfs the effect of severance taxes.



MEMORANDUM State of Alaska

10 R. D. Stevenson ,,/Juc. February 18. 1977
Special Assistant
Department of Revenue rut no

TELEPHONE NO

THOM  © mas K. WITIlamsAUJ SUBJECT SB 1Q3 fInd fI0 }H

Director (ldentical Bills)
Petroleum Revenue Division
Department of Revenue

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 1IB 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.

IT 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 Mils 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.

[[Bither 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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R. D. Stevenson February 1B, 1977
Special Assistant sHE ND

Department of Revenue

Thomas K. KIlllansXj SBIECT sB 103 and HB 144
Director [identical 0111s)
Petroleum Revenue Division

Department of Revenue

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. MIthfn 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 ldentical. 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 (l.e., 1in 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.

IT 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) Zverage 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 lJonartrents prorosed Econo-1c Hr it
Factor (ELF) Is adopted Instead.

Despite the difference between "stair steps Tand 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 fmr- boiling up arvrw.

A similar situation coulj develop at Prudhoe Bay. Specifying .he valuation
print corrects this and rrevents * prcblen fror- arising.

Another r*jj feature of tne Rills 1s their prcrosal to extend the tax

far ind &k Ux 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 He ojrts?) that I»s flarcu gas
has ;cr*» value or else why would it be "lares.

'i"ItN r bill would change the ordinary -as prol"JCtlor. tax rate tn
achieve rate Mrlty with oil. Tfiis fla* In the <»*1stlr tax structure
was pointed out 1n the Pcpartrcnt® tax study.

MIFfIlr,

cC Star! kg ral lagiwr
Co rlssiener of Bevenue

Jchr v.. Kcsscngyr
IEIUty Cot 1sslon er of Revenue






Till TH.ISIATUKI OF Mil. SIAI'l OF ALASKA
MM Il TIXIISLATUK:

FISCAL XML.

RFOUISIT |
Kill Resolution No  SB 103
lilic Act concerning the oil and gas properties production tax

Kc<liicMcd by, Dale.
Il 1I1SC Al JITAIL

Agency Atfected Revenue

ftogum (.iteeorv \ficcieJ General Government - Fiscal Services

Budget Konficm UniifB) Affected Petroleum Revenue

IXPENIKM'KE'S  (Hnuom. |\ of D] Jjox

lv 7? FV 78 v 70 1V HO FV HI fv h:
100  PLRSONAI. SI KVICtS
:00  IRAVI L 1
300 fOMR.UILAL
IQU  ( (>MMOIITI] s
100 10UII"MLN I
"00 1WI) A SIRECIUKIS
V0 ORAN LS. CLAIMS. LIC.
Bone ?(onc Bone None Bone Jlone
LENPJV(t | | hotivindt of |KMIjM
o o
<JLMKAL 1171 -0- -o0- -0- -0- oo il
TIDIR NI 11\D)S 1
Ml K iSjv.iiy i
J ... .
11 »st 11<t\s
ILLY  TIMI _ 1 None Bone | Bone Bone Bone Bone
I"AK 1 MM1 o j
I MI*<0< MO 1 | 1

[l \NAI)SIN (Vcc | «njl Note I'fcjjfjltnn Inttiuctionv VJlun till

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 S131.3 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 dvii February 18, 1977 i»mt'/Ami) ia
_ MilM Y —  Revenue
[Htpiul rrrivjhic linjtuf ITB»NI , (9073-2747 1361
u BuJeti jiul siafurcu’™m
hilir Winl Irgjd™OM Soncdl
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Introduced 1/11/77
Referred Resources and Finance

IN THE SENATE ol o e e

SENATE BILL NO. 238
IN THE LEGISLATURE OF THE STATE Or ALASKA
TENTH LEGISLATURE - FIRST SESSION
A BILL

For an Act entitled: "An Act relating to the oil and ga3 properties pro-

duction tax. and providing for an effective date."
EE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA

Section 1. AS A3.Si is attended by adding new sectlona to read:

Sec. A3.ii.0ll. OIL PRODUCTION TAX. (a) There ia levied upon
the producer of oil a tax for all oil produced fron each lease or
property in the rtate. lean any oil the ownership or right to which in
exempt frca tix.itSin. The tax I» equal to cither the pcrcentnge-of-
valuc ncount calculated under (h) of thin section or the ccnta-per-
barrel amount calculated under (c) of this section, whichever in
greater, multiplied by the economic Halt factor determined for the
0il production of the lease or property under nec. 13 of this* chapter.
Il the arnun~ C.il. slated under (b) and (c)  ibiu flection are equal,
the amount calculated under (b) os thin section shall he treated an if
It w«re the greater for purposes of thin section

(]2 ihv per.cotagceenf-valuc nrount equals 19 per cent cf the
croru value ..t the point * production of taxable oil produced fron
the U-aae ot property

(i1 The cei tmmper-barr« 1 amount equals 3 ?S per barrel of taxable
0il produced frwa the Icahv or property, aft adjusted Ly sec. 12 ol
thin chapter.

<d) When the cent»-per-harrcl amount calculated  er (c) of
rhib section it i7r-wcr than the percentage-of-value amount calculated

nuidet (1) «f this section. *r. aeeuttt not less than S.01 for nch
p Sh 218



barrel of taxable oil produced shall be paid by the state out of Its
royalties from the oil whenever payment by the state Is required under
the revenue sharing provisions of sec. 9 of the Alaska Native Claims
Settlement Act (P.L. 92-203, 85 Stat. 688, A3 U.S.C. 1601 et seq.)
into the Alaska Native Fund, until all 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) of this chapter shall be increased or
decreased by a percentage equal to the percentage of change in the
Cross National Product Deflator published by bureau of Economic Analysis
of the United States Department of Commerce. Changes in tax rates
will he computed based on changes in the Gross National Product Deflator
fron that of the First Quarter 1977 Cross National Product Deflator.
The department shall post the changes in the tax rotes periodically
and itall notify every person producing oil within the state of the
chingi t

t.i) The cents-per-barrel amount set out in sec. 11(c) of thin
chapter an adlusted by (a) of this section appllen to oil of 27
degree* APl gravity. For each degree of APl gravity less than 27
degrees the rentr.-per-barrcl amount shall be reduced by § 005 and for
each degree of APl gravity greater than 27 degrees the cvnts-pcr-
barrel amount ».all be increased by $.005 except that oil above 40
degreer. APl gravity nhall be taxed as 40 degree oil  In applying the
gravity adjustment under this subsection, fractional degrees of API
gravity nhall be disregarded.

Nec. 4)55.01). ECONOMC L.IMIT rACTOK (a) The economic limit
factor fnr oil production of a Irnne or property equal* one minus the

ri |u of the monthly production rate at the economic limit to the
production during the month for which the (ax U to be paid.



(b) Before February 15 of each ;«ar or within six months after
commencement of production for a lease or ;roporty. the department
shall notify tho taxpayer of the monthly production rate at the
economic limit for each lease or property within the state for that
year. The monthly production rate at the economic limit for a lease
or property is presumed to be 100 barrels times the number of vell-
day« for the lease or property during December of the preceding year.
unli'z. the taxpayer at n forr-.| hearing under AS A3.05.240 provides
clear and convincing evidence of a different monthly production rate
at the economic li'.It for the lease or property. The monthly produc-
tion rate at the economic limit for the lease or property hased upon
the clear and convincing evidence of the taxpayer shall ho calculated
by dividing the value determined under <d) of this section Into the
average monthly direct operating cost determined under (c) of tills
section.

<> The average monthly direct operating cont fo* oil production
riwru» ion. of the *e«»c «r property shall be determined based on a
period ®f no* I ft th.ii four consecutive month*. The direct operating
tos.tt. include drilling supplies, fuel, routine maintenance, and wages
and benefit mof crt; | »yoc* working on the production operations. The
direct opcr.itlug ror*% do iot include capital expenditure*, tangible
cr intangible drilling expenses, cost* ol veil vtrkovars. costa for
it placement t « *Ir <tiier ?ha™* routine rj Intcnance), depreciation
“r imrtigitiim, i, insurance, overhead, coney paid or set aside
(r booked «> lirlst paid or set aside) to cover the cost of terminating
the oil production operations of the lease or property, or any other
cost met directly related to the oil production 'iterations of the
lea«e or property

(d) Tin- valtu * chr point of production <! oil produced from



the lease cr property ahall be determined on the basis of the acquisi—
tion cost C.1.K. at WESt const refineries for imported oil of like
quality, minus the reasonable cost of transportation between the point
of production of the oil fron the lease or property and those West
Coast refineries.

(e) Before February 15 of each year or within six months after
cow.enccracnt of production for a lease or property the department
shall noMfy the producer of pas of the monthly production rate at the
economic limit for each lear.c or property within the state for that
year  The monthly production rate a. the economic limit for n lease
or property shall ho determined at a formal hearing under «s 6).05.240
and r..*t he cmah!ished by clear and convincing evidence presented by
the taxpayer at that hearing. 7l.e monthly production rate a: the
economic limit for the lease or property based upon »xe clear and
..snviucinp. evidence of the taxpayer shall be calculated by dividing
the value determined under (g) of this sect Sen into the average renthi e
-lircei Operating cost determined under (ry <« iblt section.

(t) Ihe average taonthlv lirect operating cost for gas production
operations of the lease nr property shall be determined boo*- on a

- not less than four con cct.tive renth:i  The direct operating
e'M* ‘include drilling supplies, fuel, rouilm maintenance, and wages
and bonofi” « employees workinp #» tin* production operations. The
direct operating coats do not include capital expenditures, tangible
« im.mgIM* drilling expenses, coats of well wuijl-ovoro. costs fot
| «placement *r repairs (other than routine ralplrnatKe). depreciation
r ab>it l«at ion. taxes, insurance, overhead, ni-nles paid or set aside
thir '+ red as being paid or <et a*.idc) to cover the cos« 0f terminating

-ne ga. production operations of the lease or ptopcrty. or any other

cost not direct I, related to the gas production operations of 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 of the highest
price paid for gas of like quality and pressure in the same field or
s0a0 Other field within 100 miles in the state.

(h) The department nay aggregate two or more leases or properties
(or portions of then), for purposes of determining economic linit
factors under this section and applying then to see. 11 of thir. chapter,
when economically interdependent oil or gas production operations are
not confined to a single lease or property. The department ray also
segregate a lease or property Into two or :twre parts, for purposes of
determining economic limit factors under this section and applying
them under see. Il of this chapter, when two or more economically
indi.cndent oil or gas production operations are bring conducted on
it

(O A determination of the monthly production rate at the economic
l:trit for a I'-a-c «r property it. retroactive to January | of the
current year. Xr productlor. of a lease or property torrentSng after
January 1, the determination of th< monthly production rate at the
economic !!' it for tl.it Jcnee or property made within sir. ronthn after
tit i Ti.ne tf production Is rotreactive to the cotttsccrent of
; totinct mi

Net. "3 ''LOW,  CIS PKODUCTION tax (1) There lo levied upon
"It- produce: of paa a tax for all gas produced from each lease nr
property itt t'e state, ten* any gas tho ownership or right to which is
wxerpt from taxation  Hw tar. Is equal to either the percentagc-ofe
value amount calculated tinder (%) of this section or the cents*per-Kef

amount calculated under (c) of this section, whichever is greater,

multiplied | . the economic limit factor determined for gas piuductlon
-5- h jjh



of the lease or property under sec. 13 of this chapter. [f the amounts
calculated under (b) and (c) of thissection are equal, the amount
calculated under (b) of this sectionshall be treated as if it were
the greater for purposes of this section.

(b) The percentage-of-value amount equals 10 per cent of the
gross value at the point of production of the taxable gas produced
from thelease or property.

(c) The cents-per-Mcf amount equals $.06 per thousand cubic
feet of taxable gas produced from tho lease or propertyrs adjusted by
sec. 12 of this chapter.

Sec 63.5J.017. RELATION 70 OTHER TAXES. (a) Except as provided
in this chapter aid in ch. 58 of this title, the taxer, imposed by this
chapter arc in place of all taxes now imposed by the state or any of
itn municipalities, and neither the state nor a municipality may
impost a tax upon

(1) producing oil or pan leases.
(.') nil or gat. produced or extracted in the stale.
(\) the value of intangible drilling am! exploration cxpenr.cn

(b)  +ne taxes imposed by thin chapter ar*in place of all t/Xe»
imposed by a municipality upon oil or ¢sn in place or nonproducing oil
o/ ga* leases nr properties.

(c) Thetaxed Imposed by this chapter arenot in place of the
tax imposed by ch. 57 of this title or income taxes, franchise taxes
or taxes upon the retail sale of oil or gan products

*Sec 2. AS 63.55.070(a) i» amended to read

(a) The groan production tax on oil or gas «[*all be pail monthly
Tlie tax is due on the 20th |LAST) day of each calendar month «noil or
ga. produce*! (REMOVED DR SOLDI from each leair or propertyduring the

preceding month. If the tax Is not paid before ibe end of theeonth
Sit 2)8 0.



In which it becomes due, the tax becomes delinquent.
Sec. 3. AS A3.55.020(e) ia amended to read:

(e) Gas produced and used, except gas used in the operation of a
Lease or property in drilling for or producing oil or gns, or for
repressuring, is considered, for the purpose of this chapter and in
the amount used, as gas produced (REMOVED OR SOLD] fron a lease or
property. Gas flared under a permit granted by the Department of
Mg Resources under AS 31.05.170(11) (H) is considered as gas
pr-.Ulnced, except that it la subject to a tax equal to  twice the tax
computed under sec. 16 of this chapter as adjusted by  see. 120f this
chapter per thou-and cubic feet of gas for the month in which the gas
was flared.

Sec. A AS A3.55.030(a)(1) is amended to read

(1) a description of the lease or property fron which the
ml or go»was produced (REMOVED OR SOLD), by name, legal description,
lease number nr by accounting code numbers assigned to the department;
See 5 AS «1.55.030(a)(3] is amended to read

(.") the gtor.?. amount of oil orpis produced (REMOVED (P
SOLD) !rum thelease ox property, and the percentage of the gross
anount owned by each oroducei for whom the tax if paid,
Xc 0. S el HiVdi' (<) is aevrtid'] to rc.it!

(') the :<uxl value of the rlilor gas produced |[REMOVED (R
Sol.b) »run thelim mm? property ovned [> each producer for whom the
tax 1o paid. m;J
set, 7. AS A3.V-lfcl) « amended by adding mw paragraph* to read

(1?)  'grc.%value at the point of production*' means

(A) for oil, the value of the oil at the point where it

i* metered or measured (by automatic custody transfer meter, lank

gauge, or other method approved by the corri*sloner) In i condition
Sft . in



of pipeline quality on the premises of t"e lease or property from
which it is recovered; however, if the oil is not of pipeline
quality when it is removed from the premises of the lease or
property from which it is recovered, or if the oil recovered from
a lease or property is not metered or measured (hv automatic
custody transfer meter, tank gauge, or other method approved by
tho coimjlssio.ior) on the premises of the lease or property from
whic*' it is recovered, then the gross value at the point of
production is the value of that oil at the off*premises location
where the oil is first metered or measured (by automatic custody
transfer meter, tank gauge, or other method approved by the
commissioner) in a condition of pipeline quality;

(B) for gnn recovered from or in association with oil.
the value of the gas at the point where it is accurately metered
or treasured after separation from the oil; for gas run through a
gat. processing plant, the groat, value at the point of production
in the full consideration received by the producer for tlte gas if
sold in an arm's length transaction or. in tlte ahsence of an
arm';, length transaction, is the sumof the value of the liquids
extracted fron the gas at the plant and the value of tho residue
rar., less a reasonable allowance for processing tlte gar. at the
plant and for transporting the gas to the plant fron the premises
upon which the oil production operation in conducted; aitd

(C) for gas not recovered fron or in association with
nil, thv value of the gas at the point where it Ib accurately
metered or measured or the value of the gas at the point of sale,
if any. on the premises of the lease or property fron which the

gas is recovered, whichever is the higher value. fo» gas run
through a gas processing plant, the gross value at the point of



produce Lon Is the full consideration received by the producer for
the gas if sold in an arm's length transaction or, in the absence
of an arm's length transaction, is the sum of t> value of the
liquids extracted from the gas at the plant and the value of the
residue gas, less a reasonable allowance for processing the gas
at the plant and for transporting the gas to the plant from the
point where It was accurately metered or measured;

(13) "oil production operation" neons the operation by
which oil is recovered from a lease or property and rendered into oil
of pipeline qu;lity, and includes any gathering done hefore the oil is
finally rendered into oil or pipeline quality;

(14) "pipeline quality" means good and merchantable condition

(15) “"well days" means the number of days in which a well
IS operating during a month,

* Sec. 8. AS A3.55.010, A3.55.015 and A3.55.1A0(10). and (11.) arc
repealed.
Sec. 9. This Act takes effect July 1. 1977 and applies to production
during the month of July 1977 and succeeding months.

*9_ sh hb



Introduced: 1/28/77
Referred: Resources and finance

BY THE RULES COMMHTEE BY
%@[ Z LEg %LATIVE
u commiftee
1 IN THE SENATE axmg ICIESF
SENATE BILL NO. 103
IN THE LEGISLATURE OF THE STATE OF ALASKA
TENTH LEGISLATURE - FIRST SESSION

7

J

: A BILL
. 'For an Act entitled: "An Act concerning the oil and gas properties pro-
I duction tax; and providing for an effective date."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA
* Section 1. AS A3.55.010(a) is amended to read:
o (a) There is levied upon the producer of oil or gas a tax based
™ upon a per cent of the gross value at the point of production (AT THE
VTLY of all oil or gas produced (REMOVED QR SOLD) from each lease or
property in the state, lens the value of any parr the ownership or right
u to which is exer.pt from taxation. The tax is determined according to

I the following schedules, and any part which it; exempt from taxation is
b deducted from the tax levied on a pro r.ita hasis .in to each production
v level tax bracket:

N (1) oil: based upon the total production fror. r.tch lease or
Vi property (AVERAGE DAILY PRODUCTION FOR EACH WELL| tor the calendar month
. in barrels, the tax is

T (A) zero (FIVE) per cent on th< 10t (300) Barrel »
Y of average daily per wet1 productlon,
u (R) four (SIX) per cent on the next 200 (700) barrels of

average daily per wei1 production;
(C) six (EIGHT) per cent on the i»* /00 (AM. PRODUCTION

IN EXCESS OF 1.J00) barrels of average dally per uel 1 production,

A

I

1 (D) nine pu-r_cent on the next %o burreli. of avera’e

. dally per woll production.

o 1 SD-. eleven per cent on the next 7,000 hirreln  avorago

SB 103



daily per veil production;
(F) fourteen per ccnr on all production in excess of
3,500 barrels of average daily per well production;

(2) gas: the tax is four per cent of the gross value at the
point of production of the pas and liquid products produced each ronth.
Sec. 2. AS A3.55.015(a) is amended to read:

(a) There is levied upon the producer of oil a tax on each barrel
0' oil produced (REMOVED OR SOLD) fron each lease or property in the
state less any part the ownership or right to which iu cxcr.pt fron
taxation. The tax is based upon the total production fron each lease or
property (AVERAGE DAILY PRODUCTION FOR EACH WELL) for the calendar month
In barrels determined according to the following schedule and any part
which is exempt from taxation is deducted from the tax levied on a pro
rata basis as to each production level bracket

(1) S.0000 ($.168/51 on each of the first 100 (300] barrels
1) I per vV | productlon.

<> §.1350 ($.20251 on each of the next 200 J/oo| barrels ot
average dally per well production;

(1) $ 2025 15.2/00) on each *¢ ihe next /00 (BARREL OF PRO-
DUCTION IN EXCESS OF 1.000) barrels of average da.ilv jier veil Jrm»hic* ion.

(") $.3038 on each of the nex 500 barrels of average
dall'y per weir producti<n

n) 13 0oneach  the next 2.000 barn  2* 2ELZ00f daily
li'r \KH production;

on each barrel of productlon fti r 1.500
barrc 1> of avrraga dally per wewr production.

Sec. 3. AS A3.55.015(c) to amended to road:
() The tax ratuji wet out in thir. section ulll be Increased or
decreased by a percentage equal to the percentage of change In thv

103 -2*



Wholesale Price Index for crude petroleum published by the Bureau of
Labor Statistics, of the United States Department of Labor. The year
1967 is the base year of 100 for computing the tax ratC3. Changes in
tax rates will Le computed based on changes from the December. 1971
Wholesale Price 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
shall post the changes in the tax rates at least semi-annually and shall
notify every person producing oil within the state of the changes.
* Sec. 4. AS 43.95.020(a) Is amended to read:

(a) The gross production tax on oil or gas shall he paid monthly.
The tax is due on the 20th day |LAST DAY) of each calendar month on oil
or gas produced (REMOVED QR SOLD] fron each lease or property during the
preceding month. If the tax is not paid before the end of the month in
which it becomes due, the tax becomes delinquent.

* Sec. 5. AS 43.55.020(e) is repealed and re-enacted to lead:

(e) Can produced, except gas used in the operation of a lease or
property In drilling for or producing oil or gas, or for reprensurlog,
it. considered, for tin* purpose of this chapter, as gas produced fror a
lease or property. Gas flared under a permit granted by the Department
of Natural Resourced under as > .05.170(11)(H) fthal! be considered
gas produced, except tli.it It shall pay « severinto tax equal to five
tines the severance tax in effect for that period in which the . ir. wa»
flared.

* See. (v AS 43.55.010(a)(l) 1~ amended to read.
(1) a description of the leaso or property fr>m which the
or gad wa* produtad [iliyOVQ) OR SOLD], by nine, legal description,
leabe number or by accounting code number e« a»signc! by the depart |
* Sec, 7. AS 43.55.030(a)(3) la amended to read

-3- SH Ibl



(3) the groao amount of oil or gas produced (REMOVED CP.SOLDJ
fron the leaseor property, and the percentage of the gross amount owned
by each producer for whom the tax is paid;

See. 8. AS A3.55.0.30(a) (A) is amended to read

(A) the total value of the oLl or gati produced (REMOVED(R
SOLD) from the lease or property owned by each producer for whom the tax
In paid; and
Sec. 9. AS A3.55.1A0 la amended by adding new paragraphs to rc.idr

(12) "gross value at the point of production" means;

(A) for oil, the value of the oil at the point where it
Is netered or measured (by automatic custody transfer meter, tank
gauge, or other method approved by the commissioner) in a condition
of pipeline quality on the premises of the lease or property from
which It is recovered, however, if the oil i;. not of pipeline
quality when it I, removed from the premise.* of tho Ica.no or
property from which it is recovered, or if the oil recovered from a
lease or property is not metered or censured (Ity automatic custody
transfer meter, tank gauge, or other method approved by the com-
missioner) on flu* premises of the lease or property from which it
1. recovered, then the gross value at the point of produc* ion IS
the value of that oil at ™ off-premises location where the oil 1,
| irat meterod or m«tsurv«l (by automatic runtody transfer f*et.er,
tank gnugtf, or other method up;»ro/»-d by the cucrslsaioner) ui a
condition of pipeline qualify;

(H) for gas recovered fron or in association with oil,
the vnlua of the gn» nl the point whore it in accurately metered or
measured after separation fron thv oil. for gas run through a

gas processing plant, the gross value at the point ot production In
the full conslder.ition received by the producer for the gas if f.eld



in an nrta'i* length transaction or. in the ahsence of on arp's
length transact 0N, M the ta of the Value 0f the liquids ex—
tracted froo the §aS at tho Plant and the value of the residue gas,
loss a reasonable allowance for processing the fa» at the pIant and
for transporting the (dS t0 the pIant fro« the premises. UPON which
the oil production Operation is conducted. nd
(C) for ras twt recovered fr©” or in association with
oil, the value of the gas at the point where it is accurately
petered or eeasurcd or the value of the gas at tho point of r-alo.
if any. on the pre«l»e&of the lease or property fioei which li e ga*
is recovered, whichever is tho higher value, for gas run through a
gas processing plant, the pros* value at the point of production is
the full consideration received by the producer f*r the paa if sold
In-an arn's length transaction or, in the absence uf an arn
length transact ion. is the o\, of the value of the liquids ex-
tracted froai the pas *» %'« plant and the value of the residue gas.
| ra reasonable elluvan.t f«r processing Ilf fras at the plant and
for transporting the gas In the plant ifcs winr paint tdtefe ic uaa
accurately oetered or tveaavred,
(1) “6il production operation** b«<h* the operation hy which
Qil is recovered frCMk a lease or pTopefiy and tendered into O'l (d
pipetine qualicy. and include* any gathering done before the oir i>
finally rendered into il «f pipeline quality.

(4 pipeline «;.»ali:zy““reaos good and utaffcetable condition.

(]» TMaverage dally per well production””«e<e** the a*»Mnt
calculated by dividing the total mani2r *? barrels of oil produced ft«
each lease or property during tho raleftdar month by the total n.*nhrr of
wells produced on the lease or j.:o-efty arty tine during the Calei'at

ronth and dividing that Miwin? by the total initl*r of days in the
v 1M



calendar ronth.
sec. 10. AS 63. Si. 140(10) .ind (11) arc repealed.

* Sec. 11, Thin Act tokei effect July 1. 1977,
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daily per veil production
(K) fourteen per cent on nil production in excels of
3,500 hnrrolo of nvgrn™o dally per well production;
(?) p.n: the tax in four per rent of the p.rouo value at the
point of production of the pm and liquid products produced each month.
» Sec. 2. AS a3.55.015(a) lu amended io rend-
(a)There is levied upon the producer of oil a tax on each barrel
of oil produced (KEMOVEO OS SOLD) from each lease or property in the
stateless any part the ownership or rlp.ht to vhich is except from
taxation. Thetax in baned upon the total production Iror each lease or
property (AVERAGE DAILY PRODUCTION FOR EACH UELLI for the calendar ronth
In barrels determined according to the following schedule and any parr
which Is exempt from taxation is deducted from the tax levied on a pro
rata basis .. to each production level bracket
(1) SJK>00 10.1A87 Jon each of the first 1*0 (3001 barrels
of average dallv per yrl1 product lon;
(?7) 5.1150 (5.20251 on rath of the next 200 |701> barrels of
average tlally per y»11 product lon;
(1) 57025 15.2/00J on each of the nettt 700 |&AStOKI OK PRO-
DUCTION Ui EXCESS OK 1,001*1 barrels of ..ver-nto daily per veil productl/ \
JF) 5_101h oil each of the next 500 barrel* of avenge
daily perver1 production]
(5) 5 3713 0N each 0f the next 2,000 birr ot 07 averse daIIy
per veil production.

(6) 00 iPF*Zbarrel of ~production In 3 1,500
barrela daily per well pn';lucUnti.
« pet. 3. AS03.55.015(c)la a'.ended to read
(c) |lte tax rate* set out lu thia section will b« :n<re.»*rd or

decreased by a percentage equal to tb*t percentage m change in the
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Introduced: 1/7H/77
Referred: Resources and Finance

BY THE RULES .lﬁ\/(
fﬁx (f h i r%rrr]] lHtee
[[IN THE SENATE Taxing mesF

? SENATE BILL NO. 103
IN THE LEGISLATURE OF THE STATE OF ALASKA
TENTH LEGISLATURE - FIRST SESSION
A BILL
6 YOI nn Act entitled; "An Act concerning the oil and gaa properties pro-
/ duction tax; and providing for an effective da'e."
o BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA
* Section . AS A3.5S.010(a) is amended to rend
(a) There ir. levied upon the producer of oil or gat* a tax baaed
upon a prr cent of the groan value at the point of production |AT THE
WELL) of all oil or gas produced (REMOVED QT S01.0) Iroti each lease or
property in the state, less the value of any part thr ownership or right
to which it. except fron taxaiion. The tax in dctcrrincd according to
the following schedules, and any part which it. exempt frcn taxation e
o1 deducted fron the tax levied on a pro rata hat.ls as to each production
. level tax Bracket
181 (1) oil. Laned upon the tniil praducl ioi. fro-. ite or
property (AVERAGE parLy PRODUCTION FOR eacH werL) dor | e calendar r.nth
in barrels, the tax it.

3

4

o

(e

oil

J0
3 (A) «ero |FIVF| per cent on the first II)J [30d) harr«'*>
- "J Average daily per Vidl product lon.
)] (J1) four |SIX| per rent on il* it /t 7™ |/Jo) harreln .
" rtvecraijoy\ [y _pel well product ion.
r (C) olx (KICUTI per cent on tin- «. * /CO |A«L I'JUHLTION
. IN EXCESS OF 1,009) birrels of dallv ¢t ver 1 £n-furt e fi
ft »)- p« : . . . mr of SVer<;
. dally per veil prodicHun4

(E) eleven per cen» a» t!s' next » @t of average

e SB 10)



(3) tho gross ntrount of oil or gas produced |RQIOVED OK SOLD]
fron thelease or property, and the percentage of the groan .mount owed
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 e-ehoc ehe tax
Is paid; and
Sec. 9. AS 13.J5.1A0 is .mended by adding new paragraphs to read

(12) V.rosn value nt the point of production®" rears*

(A) for oil, the value of the oil at the point where it
% netercd or aeasurcd (by nutor.itic custody transfer r.eter, tank
gauge, or ocher cethod approved by the nrnin.loner) In a condition
of pipeline quality on the prrolnes of the lease or property froa
which it i* recovered, however, if ilu» oil li. not of pipe) in*?
quality when if is removed froa tho pmlaet of the lenar or
property froa which it 1%recovered, or If the oil recovered froa a
lease or property is not ceiered or rcasured (oy outeaatic custody
transfer re»cr, tank gauge, or other ovthnd approv-d by the coo*
nlitluntr) on the preoise* of flu lease or property froa which it
1% recovered, then the groan value at the point of production ia
the Value of that oil at the of I -proofSen location where the nil P»
first retarod »x reatuired (hy autf -atfc custody transfer t et
tank gauge, «r other nethod approved tw the cntnit«lonrr) in a
condition oi pipeline *:>iallt/.

() 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 conslderatlon received hy the producer for the ga» If sold



Wholesale Price Index for crude petroleum published by the Bureau oC
Labor Statistics, of the United States Department of Labor. The year
1967 is the base year of 100 for computing the tax rates. Changes In
tax rates will be computed based on changes from the Deccober, 1973
Wholesale Price Index published In January. 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
shall post thu changes In the tax rates at least semi-annualiy and shall
notify every person producing oil within the nt tic of the changes.

* Sec. U, AS/3.95.020(a) ir. amended to read

(a) The gross production tax on oil or gas nhall be paid conthly.

The tax In due on the ?0rh day (LAST DAY) of each calendar ronth on oil
or gas produced [RF?’0VF.D OR SOLD) from each lease or property during the
preceding month. If the r»x is not paid before the end of the &onth
which it become* due. the tax becomes delinquent.

* Sec. 5. AS <«3.65.020(e) is repealed and re-enacted to read

(e) Gan produc 'd, except gas «i»ed In ‘he operation of a lease or

property in drilling for or producing oil or gas. or for reprevmring,
ir. considered, for the purpose of this chapter, an ga» produced from a
lease or property. Cus flared under a permit granted by *he Department
of -t.itur.il Resources coder AS 31.05 170<11>(Il) .shall be considered as
gas produced, except that It shall pay a severance tax equa' to five
tires the severance tn< in effect for that period In whiih the /an .a»
ffared.

* Sec. 6. AS 63.66.010(a)(!1) la m>vnded to read

(1) a description of the leaie \ property fron which the o

or gas wa> prruiviced (RfyoVFO OR SOLD}, by name, legal description,
lease number or I*/ accounting code number assigned by the department.

* Sec. 7. AS A3.65.030(a)(3) in amended to read
-3- Nil IP)



in an nren'n length transaction or, in the absence of an arm's
length transaction, is the nun of thu value of the liquids ex-
tracted from the gas at the plant and the value of the residue gas.
leas a reasonable allowance for processing the gas at the plane and
for transporting the gas to the plant fron the premises upon which
the oil production operation is conducted; and

(C) for gas not recovered from or in association with
oil, the value of the gas at the point where it is accurately
metered or measured or the value of the gas at the point of sale,
if any, on the premises of the lease or property from which the gas
in recovered, whichever is the h'ghir value; for gas run through a
gas processing plant, the gross value at the point of production is
the full consideration received by the producer for tho gas if r.old
in-an nm'r. length transaction or, in the absence of an uro'].
length transaction. is the sum of the value of the liquids ex-
tracted fron the gas at the plant and the value of the residue gas,
less n reasonable allowance for processing the i.i» »t the plant and
for transporting the gas to tho plant from the point where it was
accurately catered or measured.

(13) "o production operation” means the operation by which
oil Is recovered from a lease oj property and rendered into nil of
pipeline quality, and includes any gathering done before the oil is
finally rendered Into oil of pipeline quality;

<M "pipel Ino quality" t-e.ms good and marketable condition,

<IV) "average daily per well production” means the amount
calculated by dividing the total number of barrels of oil produced from

each lea»<* or property during the calendar ronth by the total mtnber of
wells produced on the lease or property any tin* during the calendar
ronth ami dividing that amount by the total n sbrr  day# in the

hs I'V.



calendar nonch.
Sec. 10. AS 43.55.160(10) and (11) are repealed.
Sec. 11. This Act takes effect July 1, 1977,
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IN THE SENATE BY THE FINANCE COMMITTEE

CS FOR SENATE BILL NO. 105 (Finance)
IN THE LEGISLATURE OF THE STATE OF ALASKA
TENTH LEGISLATURE - SECOND SESSION
A BILL
For an Act entitled: "An Act establishing an oil and gas corporate income
tax; and providing for an effective date."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. LEGISLATIVE FINDINGS AND INTENT. The legislature finds and
declares that the method of apportioning income for tax purposes under the
"Uniform Division of income for Tax Purposes” formula embodied in the Multi-
state Tax Compact (AS A3.19) and AS A3.20.065 docs not fairly represent the
extent of the business activities in this state of nultistatc corporations
engaged in the production and pipeline transportation of crude oil and
natural gas in Alaska. The legislature therefore intends that, in accordance
with the provisions of art. 18 of the Multistate Tax Compact (AS A3.19), the
income tax of all corporations engaged in the production or pipeline trans-
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 that the assessment of income tax against a multistaic cor-
poration engaged in the production or pipeline transportation of oil or
natural gas shall bhe commensurate with the tax that would be assessed against
a corporation owning and operating only those assets of the multistate cor-
poration which are In or directly associated with this state.

* Sec. 7. AS A3.20.0ll(u) is amended to read: ,

(e) There is Imposed for each taxable year upon the entire taxable
income of every corporation derived from sources within thestate a tax

consisting of a normal tax equal to 5.A per centof taxable Income, and
a surtax which Is equal to AO per cent of taxable income. For purposes



of this chapter the surtax exemption for a taxable year follows sees.
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 cor-
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 - AD of
this chapter and is determined at tiie races established under AS A3.20.-
011(e).

Sec. A3.21.020. DETERMINATION OF TAXABLE INCOME FROM OIL AND CAS
PRODUCTION, (a) The taxable income of a corporation from the produc-
tion of oil and gas from a lease or property in the state shall be the J
corporation's net income as calculated by the department in accordance
with this section.

(b) Cross income of a corporation from oil and gas product
shall be the gross value at the point of production of oil or gas pro-
duced from a lease or property in the state. The department shall by
regulation determine a uniform method of establishing the gross value at
the point of production. In making ils determination the department may
use the actual prices or valuer, received Cor ihc oil or gas, the posted
prices ior the oil or gas in the same field, or the prevailing prices or

values of oil or gas in the some field. In addition, in its determina-
tion of gross value at the point of production of oil or gas produced

CSSS 10S(Financc) -2-



from a lease or property, the department shall determine the reasonable
costs of transportation from the point of sale to the point, of produc-
tion of the oil or gas. Transportation costs set by a tariff properly
on file with the Alaska Pipeline Commission or other regulatory agency
shall be considered prima facie reasonable, but if a tariff properly on
file with a regulatory agency is subsequently amended, changed, or
overturned retroactively, the reasonable costs of transportation shall
be recomputed for that period using the newly determined tariff.

() Net income from oil and gas production shall be determined
the department by deducting from gross income the following:

A (1) royalties paid in kind or in value;

(2) taxes imposed under AS A3.55 and AS A3.57 which are
actually paid by the corporation on the production from a lease or
property in the state;

(3) taxes imposed under AS A3.56 and AS 29.53 which arc
actually paid by the corporation on property used directly in the pro-
duction of oil or gas from a lease or property in the state, including
property used in production, gathering, treatment or preparation of the
oil or gas for pipeline transportation, but only if those property tax
payments were due and payable only after the date of commercial produc-
tion from rhe lease or property with which the property was associated;

(A) the direct costs incurred by or for the corporation in
operating the lease or property, including the direct costs of pro-
ducing. gathering, treating or preparing the oil or gas for pipeline
transportation, but net of any payments received for those activities
and not including any Indirect cost or overhead expense;

(5) depreciation (using the ur.lt of production method

other reasonable methods as the department may by regulation establish)
on property used directly in the production, gathering, treatment or

CSSB JQ5(Hnnnce)



preparation of the oil or gas for pipeline transportation including
amortization of capitalized interest for investments in this property at
a rate not to exceed the average cost of borrowed capital to the tax-
payer during the year in which it is capitalized,

(6) the amortization of lease acquisition payments and taxes
paid under AS A3.56 and AS 29.53 (including capitalized interest on
both) for or on producing properties before the commencement of com-
mercial production from the lease or property for which the property is
being used;

(7) interest expense not capitalized of the corporation, to
the extent that it docs not exceed that portion of the total interest
paid by the consolidated business of which the corporation is a part,
determined by multiplying the total interest (reduced by intercompany
transactions within the consolidated business) by a fraction, the numer-
ator of which is the value of the corporation'i real and tangible per-
sonal property used directly in the production of oil or gas from a
lease or property in the state and tho denominator of which is the value
of all real and tangible personal property of the consolidated business;

(8) expenses incurred by the corporation after December 31,
1977 of unsuccessful exploration of oil or gar. in the state including
the acquisition costs of abandoned properties, dry hole costs and the
costs of geologic and geophysical exploration related to those abandoned
properties;

(9) general overhead or administrative expense incurred by
the corporation Attributable to the production cf oil or gas from a
lease or property in the state to the extent that it does not exceed tin

lesser of ~

(A) that portion of the total general
Istrat Ive expense incurred by the consolidated business of which
CSSU 105 (Finance) -6-




the corporation is a part, determined by multiplying the total
general overhead or administrative expense by a fraction, the
numerator of which is the value of the corporation's real and
tangible personal property used directly in the production of oil
or gas from a lease or property in the state and the denominator of
which is the value of all real and tangible personal property of
the consolidated business, or

(B) the sun of so.1: for each barrel of oil and
for each thousand cubic led of gas produced irom a lease or pro-
perty in the state. ]

(d) Deductions from gross incite under this section shall not
include expenses previously deducti] on a return filed under AS A3.20.

(e) Where a corporation subject to this chapter shares the pro-
cuction or proceeds of the productboj. fron a lease or property through a
working interest, royalty interest, overriding royalty interest, pro-
duction payment, net profit interest. Joint venture or other agreement,
the department shall allocate the dr (unions from gross income hetween
she corporation and the person* vain whom it has such an agreement in
accordance with the tcrra»f the -<nt.

Sc. . A3.21.(«i0. 1JhUWUSATIUh til IXMIMi: FKOH Oil. Au'll (IAS PIITUSK
IHASSI'U'-TATIOS ~ (a] Fxcept &, provided in (r) of thit- section, taxable*
Sr.Co*e attributable to the transportation of oil in a pipeline engaged |
In Inter-late er*<, In Alaska & Bl be di<t( mint'll by the department
. Shall v the amount reported o; that uouhi be required to be re*

« ftcd * mlu Federal Fw-rgy fcegul mery Ci"sni».%ion or Sts PUCCesncrs at
‘vt 'phrasing Inc*kc, Usj those 5 15  of int<re*t and general admin-
istrative expense atttibolable to IHe pipeline tfanspartation of oil sn

tm uti'e, except that taxable liu* = shall alon include taxes on or
«a-a-'ed by anv«.. 3he depart -hall establish regulations govern*



ing the determination of interest and genera administrative expense
attributable to pipeline transportation of oil in the state.

(b) Except as provided in (c) of this section, taxable income
attributable to the transportation of natural gas in a pipeline engaged
In interstate commerce in Alaska shall be determined by the department
and shall be the amount reported or that would be required to be re-
ported to the Federal Energy Regulatory Administration as net operating
income less that portion of interest and general administrative expense
attributable to pipeline transportation in the state, except that the
taxable income shall also include taxes on or measured by income. The
department shall establish regulations governing the determination of
Interest and general administrative expense attributable to pipeline
transportation of natural gas in the slate.

(c) Taxable income attributable to the transportation of oil or
natural gas in Alaska of any corporation not under the Federal Energy
Regulatory Commission jurisdiction, or of a corporation under the Juris-
diction of the Federal Energy Regulatory Commission but not reporting
the operation of pipellran in Alank* cparately from the operation of
pipeline, elsewhere, shall be determined by the department and shall be
bane-1 upon an amount equal to that which would have been reported to the
Federal Energy Regulatory C..moi»olon under (a) o) this section in the
cane « ti! pipelines, or (b) cf ?bl: tretion in tin* case of natural gas
pipelinen, had il corporation been, in fact, under Federal Energy
Regulatory Comals«ion Jurindie*, ion ¢ the taxable year and required to

. »,coperation oi Alaska pipelines separately frets the opera-
tion Of pipelines «ls«where,

See. A3.21.0A0. DEfLIIAT 101 OF LICOIIK FKU" ACTIVITIES OTHER THAU

Oil. A0 CAS RKOOUniOa OK i'I*LLIH. iKAbsFOKYATIOl. (a) Taxahle income
of « corporation subject to thi» chapter froa activities in this state

tv»H 10bfFicance)



other than the production of »il or gas from a lease or property in tho |
state or the pipeline transportation of oil or gas in the state shall be
determined in accordance with the method established in art. IV of AS
A3.19.010 and in AS A3.20.071, as modified by (b) - (c) of this section. :‘

(b) The total taxable income of the consolidated business shall he
the net income determined and certified by on independent certified
public accountant for the purposes of a report to shareholders covering
It3 earnings and profits for the taxable year (calculated without regard
to any taxes on or measured by net income), less the taxable income of
the corporation as determined under sec*;. 20 and 30 of this chapter.

(c) The numerator and denominator of the property factor, of the
payroll factor and of the sales factor shall be calculated without
reference to that portion of property, payroll or sales directly related
to the production of oil or gas from a lease of property in the state or
the pipcU«.c transportation of oil or gas in the state.

(d) Compensation earned by employees of the consolidated business
who arc employed in the United States but not in any state shall be
included £n the numerator of the payroll factor if the employees arc
directly supplied from a base of operations maintained in thin mate.

(c) The value of oil or gas production facilities or other pro*
pcrlic. o the consolidated business which are located in the ['olted
States but not in any state shall be included in the numerator of the
property factor if the property in serviced or supplied from a base of
operation:, maintained in the state o» if that property relics on onshore
facilities in this state for storage of the oil or gan produced.

Set. AJ.21.0i0.  ASSfcSSHKOT OK mco.-i: AVD TAX. (a) The department
shall aor.es* taxable irLoue and the amount of tax payable on that tax-

able 1income.
(') On or before August *>of each year the department shall send
-7- CSSK 10i(linance)



to every corporation taxable under this chapter a notice of assessment
sho ring the amount of Income taxable under this chapter for 1l previous
year and the amount of tax payable on that taxable income.

(c) For purposes of this chapter the department may combine te
able incomes of corporations subject to tax under this chapter who arc
part of the same consolidated business.

Sec. 43.21.060. RETURNS. On or before April 15 of each year, a
corpi ;atton subject to tax under this chapter shall submit a return in a
form prescribed by the department. setting out information required by
the department to determine taxable income. For purposes of this chap-
ter, the department nay require corporations subject to tax under this
chapter who are part of the same consolidated business to file a single
return.

Sec. 43.21.070. PAYLIEST OK TAX. The tax levied under this chapter
IS payable to the department on or before September 30 of each year or
In installments at the Linen and under the conditions Ib- department may
by regulation require. This tax la payable on the due date set 'ut in
this section even though tie assessment is under appeal or the validity,
enforceability or application of this chapter or any provision of this
chapter is challenged before the department or in the cou is.

Sic. 43.21.030. [KAItSITIOIAI KUL.LS. The department nhall provide
by regulation transition rules for corporations subject to tax under AS
43.20 hefori the effective dale of thlu Act to avoid double taxation of
the rore ineo: ¢ or double deduction of the same expense of nose cor-
poration* an * rcttult ¢ becoming t.ubjjecl to tox under thin chapter.

Sec. 43.21.090. RKCULATIUiS. lae department may adopt regulations
in accordance with the Adminisifa’ lv© Procedure Act (AS 44.60) as appro-

priate to adaininier and enforce ihin chapter.
Sec. 43,21.100. ILiIRALTIES. 1lI© penalties catablit-hed it) ch. 20 of

103(1-nance) -U-



this title apply to this chapter.

Sec. A3.2L.110. PUBLIC REPORTING. (a) The commissioner of reve-
nue shall compile and transmit to the legislature an annual consolidated
report of state revenues and taxation policies under this chapter. This
report snail include total aggregate income tax paid by corporations
covered under this chapter and aggregate income and deductions by cate-
gory, so classified as to prevent the identification of particular
returns or reports.

(b) The legislative auditor shall transmit to the legislature an
annual report reviewing the actions of the department in administering
this chapter.

Sec. A3.21.120. DEFINITIONS. Unless the context requires other-
wise the definitions contained in AS A3.55. LAO are applicabi..; to this
chapter. In add*-ion. in this chapter

(1) "base of operations" means the closest point on land to
the offshore oil or gas production operations from which goods, services
and supplies flow to those offshore oil or gas production operations;

(2) 'consolidated business" -'cans a corporation or group of
corporation-, having at least 50 per cent common ownership, direct or
indirect, or a group of corporations in which there Ir. conxzon control
either direct o: indirect an evidenced by any arrangement, contract or
agreement.

See. « This Act applies to taxable income earned or received after
Occer-ber 31, 1977,

See. 3. Inc Act takes effect immediately in accordance with AS 01.10.-
970(c).

-9- CSSB 105(Finance)



Original sponsor: Rules Committee Offered: 5/19/77
by request of the Governor Referred: Finance

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 entitled: "An Act relating to the Alaska net income tax; and
providing for an effective date."
) BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA
0  * Section I. LEGISLATIVE FINDINGS AND INTENT. The legislature finds and
to declares that the method of apportioning income for tax purposes under the
n I"Uniform Division of Incuse for Tax Purposes” forcula embodied in the Multi-
|]1State Tax Compact (AS A3.19) and SS A3.20.065 does not fairly represent the
in extent of the business activities in this state of multi-state corporations
H engaged in theproduction and pipeline transportation of crude oil and
IS aatural gan inAlaska. The legislature therefore intends that the provisions
idor section 18 of article IV of the Multi-State Tax Compact (AS A3.19) which
allow separate accounting of income shall be adopted for the deternination of
isjicorporate income tax liability on income derived fron the production and
tv pipeline transportation of oil and gas and related activities. The lcglsla-
sa'tu  further intends that separate accounting shall result In the amicabmen*,
1 of tax againsttsult 1-at ate corporations so that the tax paid by these cor-
poratiann will br coceenturate with the tax that would be paid hy corpora-
;i tiom owning and operating only rite Alaskan assets of these multi-state
« corporations.
r,' o« Sec. 2 AS AJ.20.011 Is amended by adding a new subjection to read:
(f) For purpose* of determining taxable Income under (c) of thi
section that part of Imose of any corporation derived in Alaska from
I oil or natural gas production or the transportation of crude oil or
natural gaa by pipeline, including Income from royalties on oil and g4»

-1- SCS CSHB 322



(5) depreciation on investments which are associated with the
production, gathering, treating and preparing for shipment of the oil or
gas, and which arc located in or adjacent to the site of production,
including depreciation on interest capitalized at a rate not to exceed
the average cost of horrowed capital to the corporation taxpayer during
the year in which it is capitalized and also including the amortization
of lease acquisition payments and property taxes paid for or on pro-
ducing properties before the corooncenent of production on rhe lease-
hold, facilities or investment associated with it;

(6) interest expense not capitalized, to the extent that it
does not exceed a portion of total interest paid by the ccrporation, its
subsidiaries and affiliates, determined by multiplying totil interest
paid by a fraction, the numerator of which in the book value of the
corporation's fixed assets in and associated with the producing proper-
ties in Alaska and the denominator of which in the book value of all
fixed assets held by the corporation, its subsidiaries and affiliates,

(7) expenses incurred after December 31. 1976 of unsuccessful
exploration efforts for oil and gas in Alaska. Including the acquisition
costs of properties abandoned, dry hole costs, and the coots of geologic
and geophysical exploration on or related to those properties.

(d) Thn department shall establish regulations covering the calcu-
lation of depreciation costs, the allocation of Interest costs, the
definition of facilities associated with the production, gathering,
treating and preparing for shipment of oil and ¢as. and other matters
necessary to implement this section,

(e) Deductions from gross income under this section shall not
include expenses previously deducted on a rcHrn filed under this

chapter.
Sec. 6J.20.06H  DLTIRHIATIOK OK CGDC Qil. AJID NATO'RA. GAS
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Cotiroission, then a statement to that effect:, identifying the deficiencies
of the report and, if possible, providing t reporting of the true and
correct income.

(c) Taxable income attributable to the transportation of crude oil
in Alaska of any corporation not under Interstate Corscrcc Comlssion
Jurisdiction, or of a corporation under the Interstate Connercc Cosnls-
sion but not reporting the operation of pipelines in Alaska separately
from the operation of pipelines elsewhere, shall be an amount equal to
that which would have been reported to the Interstate Conrrcrcc Commission
under (a) of this section had the corporatit been, in fact, under
Interstate Coaacrce Conelsslon Jurisdiction ‘or the taxable year and
required to report on the operation of Alaska pipelines separately from
the operation of pipelines elsewhere. A tax return reporting that
income shall be accompanied by a certification froa the Alaska Pipeline
Comlnnion to the effect that to the best of tho commission's knowledge
and belief the income calculation has been made in accordance with the
principles established by the Interstate Commerce .ocnission. or. if in
the opinion of the corelsslon. the income is not reported in accordance
with the regulation# of the Interstate Commerce Corn.sslon, then a
statement to that effect, identifying the deficiencies of tho report
ar.d, if possible, providing a reporting of the true and corre, t Income.

(d) Taxable Income attributable to tl-e transportation of natural
giis in Alaska by any corporation not under the Jurisdiction of the
K<drral Power Cotalasion, or of a corporation under Fedors! Power Corrals*
oion Jurisdiction but not reporting tho operation of Alaska pipelines
separately from the operation of pipelines elsewhere, shall be an amount
equal to that which would have been reported to tho Federal Power Corel#-
sion under (b) of this section had the corporation been. In fact, under
Federal Power Cooalsslon jurisdiction for the taxable year and required
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Offered: 5/19/77

Original sponsor: Rules Committee L
Referred: Finance

by request of the Covernor

"[IN° THE HOUSE BY THE RESOURCES COMMTTEE

SENATE CS FOR CS FOR HOUSE BILL NO. 322
IN THE LEGISLATURE OF THE STVTE OF ALASKA
TENTH LEGISLATURE - FIRST SESSION
A BILL

fkor an Act entitled: "An Act relating to the Alaska net Income tax; and
1 providing for an effective date."
B BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF AtASKA:
0  * Section I. LEGISLATIVE FINDINGS AND INTENT. The legislature finds and
w declares that the method of apportioning income for tax purposes under the
n;"Uniform Division of Income for Tax Purposes” formula embodied in the Muitl-
7".State Tax Compact (AS A3.19) and AS A3.20.065 docs not fairly represent the
n extent of the business activities in this state of multi-state corporations
i4:engaged in the production and pipeline transportation of crude oil and
i',lnatural gas in Alaska. The legislature therefore intends that the provisions
lojof section 18 of article IV of the Multi-State Tax Compact (AS A3.19) which
i/Inllow separate accounting of income shall be adopted for the determination of
istcorporate Income tax liability on income derived from the production and
ij| pipeline transportation of oil and gas and related activities. The leglsla-
to turc further intends that separate accounting shall result In the assessment
7t of tax against ttult*-statc corporations so that the tax paid by these cor-
[;iporatlona will he coes&centurato with the tax that would be paid by orporn-
7 tlons owning and operating only the Alaskan assets of these multi-state

7« corporal lons.
Sec. 2. AS »y.20.0il is amended by adding a new subsection to read:

(2R SR w ~

3 (f) For purpose* of determining taxable income under (e) of this
3 section that parr of income of any corporation derived in Alaska from

it 0il or natural ga* production or the transportation of crude oil or

2. natural q.. by pipeline. Including income from royalties on oil and gao
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production, shall, notwithstanding sec. 65 of this chapter, be deter-
mined by separate accounting under the authority of section 18 of
article IV of the Multi-State Compact (AS A3.19.010) and in accordance
with secs. 67 - 69 of this chapter.

See. 3. AS A3.20 is amended by adding new sections to read:

Sec. A3.20.067. DETERMINATION OF OIL AND NATURAL GAS PRODUCTION
INCOME, (a) The determination of taxable income attributable to oil
and natural gas production in Alaska, as required under sec. 11(f) of
this chapter, shall be calculated using gross income and deductions fron
gross income as defined in this section.

(b) Gross income from oil and gas production inAlaska shall be
the value of oil and gas produced as established for purposes of the oil
and gas properties production tax, in accordance with the provisions of
ch. 55 of this title.

(c) Deductions fron gross Income for thepurposes ofdetermining
taxable production income nhall include:

(1) royalties actually paid whether in kind or in value;

(2) severance taxes actually paid for which no prior deduc-
tion has been claimed for income tax purposes;

(3) property taxes actually paid by the corporation taxpayer
on producing property and facilities directly associated with producing
property. Including facilities for the gathering, treating and preparing
of the oil or gas for shipment, provided the payments are made after the
date of initial production of the property with which they are associntet ;

(A) the direr costs Incurred by the corporation taxpayer in
operating oil or gas folds, including tho costs of gathering, treating
and preparing oil or gas for shipment, hut not of any payments received

for those services and not including indirect costa and overhead except
as provided In (6) of this subsection;



(5) depreciation on investments which are associated with the
production, gathering, treating and preparing for shipment of the oil or
gas, and which are located in or adjacent to the site of production,
including depreciation on interest capitalized at a rate not to exceed
the average cost of borrowed capital tc the corporation taxpayer during
the year in which it is capitalized and also including the amortization
of lease acquisition payments and property taxes paid for or on pro-
ducing properties before the commencement of production on the lease-
hold. facilities or investment associated with it;

(6) interest expense not capitalized, to the extent that it
does not exceed a portion of total interest paid by the corporation, its
[sidiarics and affiliates, determined by multiplying total interest

paid by a fraction, the numerator of which in the book value of the
corporation's fixed assets in and associated with the producing proper-
ties in Alaska and the denominator of which in the book value of all
fixed assets held by the corporation, its subsidiaries and affiliates;

(7) expenses incurred after December 31, 1976 of unsuccessful
e:ploratlon efforts for oil ard gas in Alaska, including the acquisition
costs of properties abandoned, dry hole costs, and the costa of geologic
and geophysical exploration on or related to tlone properties.

(d) The department shall establish regulations covering the calcu-
lation of depreciation coats, the allocation of interest costs, the
definition of facilities associated with the production, gathering,
treating and preparing for shipment of oil and gas, and other matters
necesnary to Implement this section.

(e) Deductions from gross Income under thin section shall not
include expensed previously deducted on a return tiled under this
chapter.

Sec. 63.20.068. DETERMINATION OK CHUDL. Qil. AND NATURAL GAS
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PIPELINE TRANSPORTATION INCOME, (a) Taxable income attributable to the
transportation of crude oil in interstate commerce in Alaska shall be
the sum of the a,junt reported to the Interstate Commerce Commission
under the category "net balance transferred fron income" as specified as
of January 1, 1977 in 49 CFR 10 Part 1204, account 700 and of federal
income taxes paid as specified as of January 1, 1977 in 49 CRR 10 Part
1204, accounts 670 and 695, and of taxes actually paid under sec. 11(c)
of this chapter. A tux return reporting that income nhall be accompanied
by a certification from tho Alaska Pipeline Commission to the effect

that to the best of the cotzmission's knowledge and belief the income
calculation has been made in accordance with the principles established
by the Interstate Commerce Commission, or. if in the opinion of the
commission, the Income in not reported in accordance with the regulations
of the Interstate Commerce Coirnnission, then a statement to that effect,
identifying the deficiencies of the report and. if possible, providing a
reporting of the true and correct income,

(b) Taxable income attributable to the transportation of natural
gas in interstate corrjercc in Alaska shall be the sum of the amount
reported to the Federal Power Comisslon under the category "balance
transferred from income" an specified in 18 CFR 1. Part 201, account
433 and of federal income tnxca paid us specified an of January . 1977
in 18 CFR |. Parr 201. accounts 409, 409.1, 409.2 and 409.3, and of
taxes actually paid under sec. 11(e) of this chapter. A tax return
reporting that income shall be accompanied by a certification from the
Ala ka Public Utilities Cosnisolon to Che effect that to the best of the
cocrclaslon's knowledge and helief the income calculation has been made
In accordance with the principles established by the Federal Power
Cotmlssion, or. If in the opinion of the commission, tho income Is not
reported in accordance with the regulations of the Federal Power



Commission, then a statement to that effect, Identifying the deficiencies
of the report and, if possible, providing a reporting of the true and
correct income.

(c) Taxable income attributable to the transportation of crude oil
in Alaska of any corporation not under Interstate Commerce Commission
Jurisdiction, or of a corporation under the Interstate Cormercc Commis-
sion but not reporting the operation of pipelines in Alaska separately
from the operation of pipelines elsewhere, shall be an amount equal to
that which would have been reported to the Interstate Commerce Commission
under (a) of this section had the corporation been, in fact, under
Interstate Commerce Commission Jurisdiction for the taxable year and
required to report on the operation of Alaska pipelines separately fron
the operation of pipelines elsewhere. A tax return reporting that
Income shall be accompanied by a certification from the Alaska Pipeline
Conialsslon to the effect that to the best of the commission'n knowledge
and belief the income calculation has been made in accordance with the
principles established by the Interstate Commerce Comission, or, if In
the opinion of the commission, the income Is not reported in accordance
with the regulations of the Interatate Commerce Comission, then a
statement to that effect. Identifying the deficiencies of the report
and. If possible, providing a reporting of tho true and correct income.

(d) Taxable income attributable te the transportation of natural
gas lu Alaska by any corporation not under the Jurisdiction of the
Federal Power Cosnlsoion, or of a corporation under Federal Power Cociala-
nlon Jurisdiction but not reporting the operation of Alaska pipelines
separately froa the operation of pipelines elsewhere, shall be an aaount
equal to that which would have been reported to the Federal Power Coccis-
slon under (b) of this section had the corporation been. In fact, under
Federal Power Coeelssion Jurisdiction for the taxable year and required
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to report on the operation of Alaska pipelines separately from the opera-
tion of pipelines elsewhere. A tax return reporting that income shall

be accompanied by a certification from the Alaska Public Utility Corais-
aion to the effect that to the best of the comission's knowledge and
belief the income calculation has been made in accordance with the
principles established by the Federal Power Comission, or. if in the
opinion of the commission, the income is not reported in accordance with
the regulations of the Federal Power Cominolon. then a statement to

that cffcwt, identifying the deficiencies of the report and, if possible,
providing a reporting of the true and correct income.

(e) The certifications of the Alaska Pipeline Cominslon and the
Alaska Public Utilities Cot ission submitted in accordance with thin
section do not prejudice any future action by the respective cominslon
nor prevent the respective commission fron submitting n revised certi-
fication within three years of the due date of the tax return in support
of which it was originally filed.

(f) Nothing in this section or in occ. 67 of this chapter limits a
corporate taxpayer's right to appeal or the taxpayer remedies provided
under ch. 5 cf this title.

Sec. U3.20.069. DETERMINATION OF INCOME FROM OTHER ACTIVITIES OF
CORPORATIONS ENCAGED IN OIL OR NATURAL HAS PRODUCTION OR TRANSPORTATION,
Taxable income from activities other than oil or natural gas production
or pipeline transportation shall be determined by subtracting the income
as determined under secs. 67 and 68 of thin chapter fron the corpora-
tion's combined net income and applving the apportionment formula
required under the provisions of sec. 65 of this chapter, except that

both the numerator and the denominator of the property factor and the
payroll factor shall be calculated without rcfrtencc to payroll or

property related to crude oil or natural gas production or pipeline
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transportation activity in Alaska, and the sales factor shall not be
used in the calculation.

Sec. A3.20.070. PUBLIC REPORTING. Notwithstanding the provisions
of AS A3,05.230, the connissioner of revenue shall compile and transmit
to the legislature on annual consolidated report of state revenues and
taxation policies under this chapter. This report shall include total
Alaska income tax paid by firms and individuals covered under this
chapter and itemized deductions by category.

* Sec. A AS A3.20 is amended by adding a new section to read:

Sec. A3.20.075. BOOKS AND RECORDS. The department may provide by
regulation the manner in which hooks and records must be kept and main-
tained for purposes of determining gross income and deductions from
gross income under secs. 67 - 69 of this chapter.

* Sec. 5. AS A3.20.335 is amended by adding new suor.ections to read:

(k) Any person who Improperly influences, or attempts to improper-
ly influence, by means of payment or offer of payment or other valuable
consideration, any state official in his deternin.ition of values and
apportionments under this chapter is guilty of bribery and punishable
under AS 11.30.0A0.

(1) Any person who knowingly and wilfully makes false statements
W representations, or who knowingly allows false statements or repre-
sentations to be made on his behalf in the case of corporal lons. with a
purpose of avoiding the corporate tax Imposed under this chapter is
guilty of wilful tax avoidance and is punishable upon conviction by a
fine of three tines the amount of the tax that would have been unpaid
had thefalse statement been undetected, and by imprisonment for not
less than 10 days nor core than one year.

* Sec. 6. AS A2.06.1AOIs amended by adding anew paragraph to read
(11) shall provida all reasonable assistance to the
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Departrcnt of Revenue in determining the net Ince«<? froa oil pipeline
facilities.
Sec. 7. AS 42.06 fa tended by adding a nev sectfm to read

Sec. -2.06.041 CERTIFICATION OF INCOKE TO DEPARTNEtts OF REVENUE,
(a) I'p«n request of a pipeline carrier the censtfalion shall review the
accounts of that carrier and provide a certification to the Department
of Revenue either stating that to the best of the corofaiion’* knowledge
and belief the report of net pipeline incone submitted by the carrier
under AS 4J 20 7?69 fa in iccor«lancc with the comtafaslon'e regulation*
governing :hr accounting of in«.<*n*. or that it fa not so in accordance,
in vhich ca«e the coeirc.faiion shall identify the deficiencies In the
report and. if passible. provide a reporting of the true and correct in*
c

<b) The corwiiaoi«un thail provide the certification of c<*ipliantc
or deficiency in reporting within 41 day* of the date on uMch the pipe-
line carrier request* it. but all certificating toflaSn * ihjiect to
anerdtteni I»> the *ommtesl*>n for a period of three year* after the due
date of the tas return which they ACC>otR$UUY

(c) Jhe *ami**lon -nay by regulation establish accounting pr<».
.cdwt* * and definition* *» may be necessary to define net 1inn>«e for tas
purpose*, hat net i « > - *» defined shall r inside as nearly a» possible
Ultn the n«- income definition rased by the commission in establishing
rates and M m riflg late «f return, and shall hs derived before any
deductions f«f IftC'Tttie tases accrued or paid
Sec a W 47?.0il 143 is amended t« read

Sec v; 0*.l«l CtlittAt rttffiM WO OVII1S OF THE CQMfISttwW She
AU**« Public it Ititles CfamfttMto* 3WT8

1) si,»r regulate every public utility engaged or p

engage Sn such a business inside ttue state. e»c«pt to tt-e estent

«|ng t«
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./

*> |

exempted bv sec. 711 of this chapter and the powers of the corxalaslon
shall be liberally construed to accospllsh its stated purposes.

(2) Ray Investigate, upon corsplnint or upon Its ovm notion,
the rales, classification--, rules, regulations, practices, services and
facilities of a public utility and hold hearings on then.

(3) nay nakc or require just, fair and reasonable rates,
classifications, regulations, practices, services and facilities for a
public utility;

(/.) say prescribe the ovstcs of accounts and regulate Che
service and safety of operations of a public utility.

(V) <cay require a public utility to file reports and other
Information and data.

(6) appear personally or by counsel and represent the
Interests and welfare of the state in all natters and proceedings In-
volving a public utility pending before an officer, department. board.
cMStlsftlon or court of the state or of another state or the United
States and to intervene in. protest, resist, or advocate the granting,
denial or modification of any petition, application, cooplsim » other

proceeding.

17) naj esasiilnr withesses and offer evidence in any proceed-
(til affecting the state and initiate «ry participate in Judicial pro-
ceeding* to the e*tent necessary to protect and prontoto the interests of

the at ate,

aha)) JOovb'e alj reasonable as#1a?ante to the iH-J-a:tnent

d Prvtmue injctrm inln” the net Income from natural gas pipeline

fa<llit ic#
jiev. e AS 03- :* amended by adding a nev section to read

-voi y>2. ctATiritatloTt or @ (iM"arthcjt 1T Kj.vF.jar.
(a) of a pipeline cafflet the ftfltilnl&n sUIl review {Jnf
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Accounts of that carrier and provide a certification to the Department
of Revenue either stating that to the beat of the coenioaion'o knowledge
and belief the report of net pipeline incone submitted by the carrier
under AS A3.20.069 is in accordance with the conzsisslon's regulations
governing the accounting of income, or that ic is not so in accordance.
In which cane the commission shall identify the deficiencies in the
report and. if possible, provide a reporting of the true and correct
income.

(b) The corsinslon shall provide the certification of compliance
or deficiency in reporting within wj days of the date on which the pipe-
line carrier requests it. but all certifications remain subject to
amendment by the coectiaslon for a period of three years after the due
date of the tax return which they accoepany.

(c) The commission nay by regulation establish accounting proce-
dures and definitions as may be nncemary to define net income for tax
purposes, but net incone so defined shall coincide as nearly as possible
with the net Income definition used by the commission In establishing
rate* and measuring rate of return, and shall be derived before any
deduction* for income taxes accrued or paid.

Sec. Ib. This Act relates only to it.core earned or received after

December 31, 1976.

e/

*

See. |II. This Act takes effect January 1, 1976.
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riginal opapnor Rulﬁ txigcc : Offered: A/2//77
u cr.[oIntlvo._Council Kcierrc-Is  Finance
I(_oo'sig}éjsaﬁ&?%ﬁ& ?Dol?giou'\; m G

o L TlfK g(MA\TB hY n;i: rksourccs coMJitmi:
C5 FOR SENIATK RILL 110. 105
I TIiP. LECXSLATURE OF THE STATK OF ALASKA
Tcimi legislature - rutsr session
arill
For an Act ontltlod: "An Act relating to the Alaska net incoao tax; and
providing for an offcctlve daco.”

k in: it miAcn.D cv the uxislatvue Or the stati; of alaska;

* Section 1. LEGISLATIVE PIHDIUCS AHD IBTKNT. Tho legislature flndo and
dcclaroB that the acthod of apportioning incouo for tax purposes under tho

* "Unifora Division of Incoce for Tax Furpoaca” formula c: bodied In tivc Lulcl-
'State Tax Compact (AS A3.19) and AS A3.20.C6S does not fairly represent the
extent of the business activities In this r.tatc of eultl-atata corjorations
engaged In tha production and pipeline transportation of crude oil and
natural ;nc |u Alatka. Tha legislature therefore Intcnda that tho provisions
of section 10 of articlo IV of tho Kulli-SInto Tax cerrance (AS A3.19) which
allow aaparato accounting of Ittcova nhall ho adopted for tho detort.Ir.atlon of
corporate Incona tax liability on Incoca derived froa the production and
pipeline transportation of oil and pas and related activities. Tho legisla-
ture further intends tluit aaparaln accounting shell result in the aasrsstkr..
of tax against uultl-stato corporations so that tho tax paid by these cor-

1 porations will ha cotocnsurate with tha tax that would he paid by corpora-
tions owning and operating only tho Alaskan ai.seta of thooo t*ultl-atsto
corporations.

* Sse. 2. AS 43**0.01l Is encoded ty adding a new subsection to resdi
(f) for purposss of de”rraining tasable lucoxo under (e) of this
*setlon that part of Incoca of any corporation derived In Alaska froa
oil or natural ias production or the transportation of crud” oil or
natural gas hy pipeline. Including Incone frv« royalties on oil and pas

Wsvu I GPY - CSSS 105
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production, nhnll, notwithstanding nec. 65 of t.hio chapter, bo dotcr-
r.inrd by separate accounting under Che Authority of ocction 18 of
nrticlo IV of the )!ulii-Stato Compact (AS A3.19.010) end in accordance
with eccn. 67 - 69 of thlo chnptor.

Sec. 3. AS A3.20 in amended by adding nol} sections to rend:

See. A3.20.067. dltkhmijjatio:; ok oil aijd mtltal cas production*
INCOME. (a) The detrn-Inntion of tAXabla Incoao Attributable to oil
md natural pan production in Alaska, no required under ucc. 11(f) of
thin cliapttr. shall be calculate.! using gro.no incone and (Inductions fron
grono incouo ra defined in thin aoction.

(b) Crons it.co*r fros oil tnd |[;t. production in Alasha dull be
tho value of oil and |;au produced us rstabliahod for purposes of tho oil
and pas properties production tax, in accordance with the provisions of
ch. 55 of this title.

(c) Reductions froa pross Incone for tho rurpooeo of determining
taxable production intone shall include:

(1) royalties actually paid whether in kind or in value;

(?) severance taxes actually paid for which no prior dcduc-
tlon has teen claimed for Income tax purposes;

(3) iroparty taxeo actually paid by the corporation taxpayer
on producing property and facilities directly associated with producing
property. Including facilities for tho patherlnp, treating and preparing
of the oil or gas for shipment, provided tho payuenta are ralde after tho
date of initial production of tho property with which they are asaociatad

(A) the direct coats incurred by the corporation taxpayer In
operating oil or gas fields, including tits costs of gathering, treating

and preparing oil or gas fot shipment, but net of any paynents received
for thoaa aervicea and not including Indirect co-ts and overhead except

aa provided In (6) of tbls subsection}

205



(5) depreciation on luvcr.tccnts which are asnoriatcd with the
production, Catherine, treatln;; and preparing fur shipment of tha oil or
nan, and which arc located in or adjacent to tho oitu of production.
Including depreciation on Interest capitalized at a rate not to exceed
the overate cost of borrowed capital to the corporation taxpayer during
the year In which it la capitalized and oleo including the arortication
of loose acquisition pnyriento and property taxes paid for or on pro-
ducing properties before the cosmenccnent of production on the Icasc-
hold, facllltl'io or investment aonoclatod t/lth it;

(6) intercut cxpunno not capitallr.cd, to tha extent thnt it
doea not cxcood u portion of total interest paid by the corporation, Ite
subsidiaries and affiliates, determined by t/ultiplying total interest
paid by a fraction, the numerator of which in the boo): value of tho
corporation's fixed aaartn in and associated with tho producing proper-
ties in Alr.rJn and the denominator of which in tho book value of all
fixed asouto hold by the corporation, its subsidiaries and affiliates;

(7) expense*; incurred after Decazhor 31, 1976 of unsuccessful
exploration efforts for oil and gas In Alaska, Including tho acquisition
costs of properties abandoned, dry hole costs, and tho coots of geologic
and geophysical exploration on or related to those properties.

(d) Tho department shall ratnblish regulations covering the calc
lation of depreciation coats, tho allocation of Interest costs, tho
definition of facilities associated with tho production, gathorlng,
treating sud preparing for shlpnent of oil and gas, and other letters
r.acuBsary to Ltplouent thlo section.

(s) reductions froa gross Inccua under this section shall not
Include expanses previously deducted on s return filed under this
chapter.

tec. 43.70.066. MTUUNJATION or CRUDK oir. A.10 NATUKAL car<
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PIPLLLIK TR/uiSPORTATIO:.” INCOhC. (a) TnraMo Income attributable to the
transportation of crude oil in interstate cocr.crcc in Alnaha shall be
tho our> of the mount -cported to tho Interstate Couicrco Corralscion
under tho category "net balance tranoferred fron income" an specified at
of January 1, 1977 in 49 CFR 10 Part 1204. account 700 and of federal
income tnxcn paid ac specifled ao of January |, 1977 in 49 CHI 10 Tart
1204, accounts 670 and c9.4, and of taxes actually paid under nec. 11(c)
of thin chapter. A tar. return reporting that incouu shall be accompanied
by n certification from the Alaut.o ripclino Corr-»lL.*iion to the effect
that to tho beat of tho cojninoion'a Knowledge and belief the incore
calculation hue been mde in accordaucn with the principlca established
hy tho Interstate Cosxsercu Coral#uion, or, if in tho opinion of Che
cocr.-lcnlon, tlx income in not reported in nccordanco with tlio regulation#
of tho Intovntate Coct*urco Commission, thm n statement to that effect,
identifying the deficiencies of tho report and, if poaulblc, providing it
reporting of tho true cud correct Incore.

(h) Taxable Incore Attributable to tho transportation of nnturrl
pan in inletstato cocsaercu in Alatihn nhall bo tho nun of tho arxunt
reported to t.hs federal Power Coralnolon under the category "balance
transferred from Incoao" an apeclfiod in 10 CD* 1, Part 201, account
413 and of fcdural Iricoue taxos paid an apoclfird an of January 1, 1977
In 1C CPU |, Part 201, accounts 409, 409.1. 409.2 and 409.3, and of
tat.ra actually paid under ecc. 11(e) of this chapter. A tax return
reporting that inco:*» shall be ecconp/mlad by a certification froa the
AlsaVn Public b'Lllities Cotint*#ion to tho effect tluit to tho beat of tho
counts#inn*u bnowledgo and belief tha incouo calculation has tern made
in accordance with the principle# ratabllahad by tha I'#detel Power

Conil##lon, or. If In tho opinion of tb# comlsolon, the iucooo is not

reported In accordance with tho regulation# of tha Federal Power



Corxtlsnlon, then a otntcment to that effect, identifying the dcflcier.cioc
of the report nnd, if ponsible, providing a reporting of the true and
correct incone.

(c) Taxable incou'o Attributable to tho trnnoportation of crtido o1l
in Alnohn of any corporation not under Intc.rotatc Corr.crc« Cocnioclon
Jurisdiction, or of a corporation under tho Interstate Conc.erco Cox.Jn-
oion but not reporting tho operation of pipelines in Alesha separately
froa the operation of pipclinon elsewhere, rhall bo on rrxmnc equal to
that vbicli would have boon reported to tho Interstate Coritcrco Ccvruioalon
under (a) of thio nection bad the corporation been. In fact, under
Interstate Coamicrco Co:c\iunion jurisdiction for the taxable year and
required to report on the oporotlon of Alaska pipelines ncpnrately fron
the operation of pipelines elsewhere. A tax return reporting that
income shall be cccor.psnird by a certification froa the AlaaV.a ripelinu
Co'vifsslon to the effect that to the best of tho coralsclon'a Knowledge
nnd belief the Incorcs calculation hns been undo In accordance with the
principles ontabllohed by tho Interotntc Coraerco Commission, or, if in
tho opinion of tho corxjinslon, thu income io not reported in nccordnnco
with tlie regulations of tho Interstate Coraxrce Coral colon, then a
statement to that effect, identifying tho deficiencies of the report
and. If possible, providing a reporting of the true and correct Incoao.

(d) Taxable ii.cor-0 attributable to tho transportation of natural
gaa in Alaoka by any corporation not under tho Jurisdiction of tha
Fodersl Powur Coeuirslon, or of a corporation under federal Power Commis-
sion Jurisdiction but not reporting tha operation of Alaska pipelines
supsrstely froa tU operation nf pipelines elsevitere, shall be an amount

equal to that which would have hoen reported to the Federal Tovar Comls-
slon under (b) of ibis section had tho corporation been, in fact, undor
Federal I'ovor Coralsslon jurladictlon for the taxable year and required



to report on thn operation of Alaska plpclinao separately from tho opera
tion of pipelines elsewhere. A tax return reporting that incore shall
be accompanied by . certification from the Alaska Public Utility Cotx.ilc-
oion to tha effect that to tho best of tho coiwnisnion's knowledge and
belief the incoac calculation has been nodo In accordance with the
principles established by the Federal Power Corcalssion, or, if in tho
opinion of tho connisclon, the incorse in not reported in accordance with
tho regulations of the Vo('oral Kownr Comisalon, then a statement to
that effect, identifying the duflclancloa of tho roport and, if ponsible
providing n reporting of tho true and correct income.

(e) Thu certifications of the Alaska Pipeline Corxjlsalon and the
Alaska Public Utilities Coicilouion subedited in accordance with this
ooction do not prejudice any futuro action by the respective collusion
nor prevent tho rcopcctive collusion fron nuLuitting a rcvircd certi-
fication within three years of thu due data of the tax return in support
of which it wes originally filed.

(f) nothing in tills section or In nee. 67 of this chapter [IMta .
corporate taxpaycr'a right to appeal or tho taxpayer remedies provided
under eh. 5 of this tltlo.

See. 63.20.069. DETKRMUATIOM OK 12100VB FROM OTHRR ACTIVITIES OF
CORPORATIONS UNCAGED 111 OIL OR NATURAL CAS PRODUCTION CR TRANSPORTATION
Taxable income fron activities otlier thwn oil or natural gas production
or pipeline transportation shall bo dotcrulnad by subtracting tho Incone
ss determined undor sacs. 67 and 63 of this chapter froa tha corpora-
tion"s combined nut income and applying the apportionment formula
roqulrcd undur tho proviulouo of esc. v of 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 payroll or
property related to crudo oil or natural gas production or plptlino



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

Sec. 43.20.070. PUBLIC UIIPORTIEG. Notwithstanding the provisions
of AS 43.05.230, tho comralssloncr of revenue shall compile nnd transmit
to tho Icgielnturo nn annual consolidated report of state revenues end
taxation policies under thin chapter. This report shall include “otnl
Alnnhn income tax paid by fires and individuals covered under thin
chapter nnd itemized deductions by category.

* See. 4. AS43.20 io amended by adding a nou section to read:

Sec. 43.20.075. HOOKS A'D RECORDS.  Tho department ray provide by
requlation the siauuer in vhich booha and rccordo nunt bo bept nnd nain-
taincd for purposes of determining gross income and deductions fron
grooa Income under aces. G7 - @ of thin chapter.

* See. 5. AS43.20.3351n amended by adding new subsections to rend:

(1) Any person who improperly influences, or attempts to improper-
ly influence, by tsonna of payment or offer of payment or other valuable
consideration, any state official In hla determination of values and
apportionments under thin chapter la guilty of brlhory and punishable
under AS 11.30.040.

(1) Any person who knowingly and wilfully mal.es fnluc statement*
or representations, or who knowingly allows false stnleucntn or repre-
sentations to bo nade on Itlu behalf in tha case of corporations, with a
purpose of avoiding the corporate tax Inpoood under this chnptor io
guilty of wilful tax avoidance and la punishable upuu conviction by a
fine of thrco tlr.os tho amount of the tax that would have boon unpaid
laid tho false statement boen undetected, and by Itrprlao:tr.ent fur not
leoft than 10 days nor more than one ynar.

* Soe. 6. AS 42.U6.140is Atriended by adding a row pat igtaph to rcadt
(11) rhall provide allreasonable aoulotar.co to tho
GANAIIE, U'T
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Depnrtrent of Revenue in dcternining tho net incouo fron oil pipeline
fflcilitlao.
* See. 7. AS 42.06 1o aciondod P>y addin?, « now ocction to rend:

See. 42.06.041. CERTIFICATION OF INCOIfE TO WJAUTM.HT OF REVEHLE
(n) Upon request of n pipeline carrier tho cotninnion oholl rovicv the
accounts of that enrrier nnd provido n certification to tho Department
of Revenue either Dtatinp, that to tha I>cet of tho coEmir.eion'n Unovicdca
nnd belief the report of net pipalir.a incore cubuitLed bythe carrier
under AS 43.20.069 in in accordance with tho corr.Innion'c regulation:!
r.oveminj; the Accounting of incone, or that it in not no in accordance,
in which cafiu rite corcslcolor. chnll identify thn doficloncioc in the
report and, if pooolhlc, provide n reporting of the truo nnd correct i.s-
cere.

(b) 7Im cor.-vinolon chnll provide tho certification of conplinr.ca
or deficiency in reporting within 43 dny.i of tho dato on which the pipe-
line carrier roqueots it, but all ccrtificctionn rcsnin subject to
oncu'lucut by the copiesion for n period of thrcu yearn after the due
date of 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 for tax
purpose, but not income vo defined chall coincide an nearly nn possible
with tho net income definition uncd by tha cownlMilon in cotnbllulling
rates and (Manuring rate of return, nnd nhall bo derived before any
deductions for incouo taxes accrued or paid.

* See. 0. AS42.05.141 la nrondad to reads

see. 42.05.141, GHIKKAL rOVAtlIS AND DUTIK*. OF TUK COMMISSION.  Tha

Alaska Tublic btlllllot Cotxalflaion (tavJ
(1) wjj rar.ulntc every public utility engaged or propc
engage In such a buciueen luoidu the stato, except to tho axtent

Cssn 105 -a-



exempted by sec. 711 of thio chapter nncl tho powers of tho cotmaiooion
shall bo liberally construed Co accomplish its mated purposes;

(2) may investigate, upon complaint or upon its own notion,
tlio rates, clnnnificationo, ruloc, regulations, practices, services and
facilities of u public utility nnd hold hearings on then;

(3) trey cujke or require Juot, fair and reasonable ratca,
classifications, regulations, practices, services and facilities for a
public utility;

(A) my prescribe the nystcn of accounts nnd regulate the
service and safety of opirations of a public utility;

(5) my require a public utility to file reports and other
Information and data;

(C) my appear personally or by counsel nnd represent the
Interests und welfaro of tho state in all natters and proceedings in-
volving n public utility pending before an officer, department, hoard,
coctaloslou or court of tho mate or of anothor state or the United
States and to lutcrvcno in, protest, resist, or advncato tho granting,
denial or trodificatlon of any petition, application, complaint or oLher
proceeding;

(7) imy oxamlue witnesses nnd offer evidence In any f
ing affecting the statu and initiate or pnrclclpntn in Judicial pro-
ceedings to the extant necessary to protect and promoto the Interests of
tho Stato®

(ft) shall provide all roasonrhlo_ataintone* to tho Hoparrrrnt
of revenue In deterr.Ining the net income froa naturel gns pipel Ine
facilities.

Sec. 9. AS A2.05 o encoded by adding a now section to rendt

sve. A2.05.102. cr.HTiriCATio.i or ibcoio: to Mii*ACTm:«T ok w.vtuur..

(a) Upon request of n pipeline carrier tits coutlesion shall ruvicw the



accounts of that cnrricr and provide . certification to the Dopartraant
of Revenue cither elating that to the bent of tlic comicsion'h knowledge
and belief vive report of net pipeline incouo uubraitted Py tho carrier
under AS 43.20.061/ 1o in accordance with the comiosion'a requlation#
governing tha accounting of incono, or that it io not eo in accordance,
' in which ease the corraiaslon nhnll identify tua doficlenciuo in tho
report and, if poaoiblc, provide n reporting of the true and correct
h Incone.
(b) The coniimion nhnll provldo the certification of cc
or deficiency in reporting within AS dnyo of tho date on which the plpe-
N lino carrier roquealn it, but all ccrtificnliom* rcuain subject to
- anondsvent by the cou*jlt*ion for a period of three yenrn nftcr thu due
dntc of tho tax return which they ncconpr.ny.
it (c) Thu cotrolriflloti nay by regulation eistublinh accounting , rocu-
¢ durou and dafinitionn = t-ny 1 ¢ nrcenanry to define net income for Lax
purposon, but net incoue no defined shall col.icide na nuarly aa possible
i with thn net Incone dnflnitlon unrd hy tho cotxtlocion in cotr.bliohing
: rates nnd rceanurlrg rate of return, and ahull hu derived before any
n daduciionri for Ixicote ta/ou accrued or paid.
* See. 10. Thin Act relates only to income earned or recelvod after
i Decnalmr 31, 1976,
* See. 11 Ihlo Act lakca effect January 1, 197G.

fi
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THIS 1V) BILL f 1 RESOLUTION

has been Prepared by the staff of the Legislative Affairs Agency In
response to the request and at the direction of t°c sponsoring member
or committee. The staff has attempted to place the document in proper
legal and clerical form, subject to any special limitations or instruc-

tions of the requestor.

Any staff questions or comments as to legality, constitutionality, and
rorn have been included in the memorandum addressed to the requestor
and kept in the work file. If we nay be of further assistance in this
matter, please contact the Director of Legal Services or the Director

of Research Services, as appropriate.
Delivered to requestor A - S |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)

1IN THE SENATE BY THE FINANCE COMMITTEE

CS FOR SENATE BILL NO. 105 (Finance)

3 IN THE LEGISLATURE OF THE STATE OF ALASKA
41 TENTH LEGISLATURE - SECOND SESSION
A BILL
For an Act entitled: "An Act establishing an oil and gas corporate 1income
[ 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 1in 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-
N\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
7J a corporation owning and operating only those assets of the multistate cor-
3 poration which arc in or directly associated with this state.
* Sec. 2. AS 43.20.011(e) is amended to read:

(e) There is imposed for each taxable yearupon the entlro taxable

2/ Income of every corporation derived from sourceswithin the state a tax
HI consisting of a normal tax equal to 5.4 per centof taxable Income, and
JoL a surtax which 1is 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 cor—
poration doing business in the state which derives 1income 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 1is 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 pro—
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, 1in 1its determina—

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