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from a loose 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 1income from oil and gas production shall be determined by
the department by deducting from gross income the following:

(L) royalties paid in kind or in value;

(2) taxes 1imposed under AS A3.55 and AS A3.57 which are
actually paid by tho corporation on the production from a lease or
property in the state;

(3) taxes 1imposed under AS A3.56 and AS 29.53 which are
actually paid by the corporation on property used directly in tho pro-
duc .on of oil or gas from a lease or property in the state, including
property USEd in produ™-ion, gathering, treatment or preparation of tho
oil or gas for pipeline transportation, but only 1if those property tax
payments were due and payable only after tho date of commercial produc—
tion from the lease or property with which the property was associated;

(A) the direct coats 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 1including any indirect cost or overhead expense.

) depreciation (using the unit of production method or

other reasonable methods as the department may by regulation establish)
on property used directly in the production, gathering, treatment or
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preparation of Che oil or gas for pipeline transportation including
amortization of capitalized interest for investments 1in this property at
a rate not to exceed the average cost of borrowed capital to the tax—
payer during the year 1in 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 does not exceed that portion of the total interest
paid by the consolidated business of which the corporation is a part,
determined by mulwiplyiug the total interest (reduced by Intercompany
transactions within the conbolidaced business) by a fraction, the numer—
ator of which 1is the value oJ the corporation®s real and tangible per—
sonal property used directly in the production of oil or gas from a
lease or property in tho state ind the denominator of which la 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 gas in the state Including
tho 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 incurrod by
tho corporation attributable to the production of oil or gas from a
lease or property in the state to the extent that it does not exceed tho
lesser of;

(A) that portion of the total general ove

istrative expense incurred by the consolidated business of which
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the corporation 1is a part, determined by multiplying the total

general overhead or administrative expense by a fraction, the

numerator of which 1is 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 nnd the denominator of

whic! is the value of all real and tangible personal property of

the consolidated business, or

(B) the sum of $0.12 for each barrel of oil and
for each thousand cubic feet of gas produced from a lease or pro—
perty in the state.

(d) Deductions from gross income under this section shall not
include expenses previously deducted on a return filed under AS %3.20.

(e) Where a corporation subject to this chapter shares the pro—
duction or proceeds of the production from a lease or property through a
working 1interest, royalty interest, overriding royalty Interest, pro—
duction payment, net profit interest. Joint venture or other agreement,
the department shall allocate the deductions from gross Income between
the corporation and the persons with whom it has such an agreement in
accordance with the terms of the agreement.

See. A3.21.030. DETERMINATION OF INCOME FROM OIL AND CAS PIPELINE
TRANSPORTATION, (a) Except as provided in (c) of this section, taxable
income attributable to the transportation of oil In a pipeline engaged
In interstate commerce 1in Alaska shall be determined hy the department
and shall be the amount reporcod or that would he required to be re—
ported to the Federal Energy Regulatory Commission or Its successors as
net operating income, leas those portions of interest and general admin-—
istrative expense attributable to the pipeline transportation of oil In

the state, except that taxable Income shall also Include taxes on or
measured by 1income. The department shall establish regulations govcrn-
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ing the determination of interest and general 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
ir. interstate commerce 1in 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 lesj that portion of interest and general administrative expense

ttributafle to pipeline transportation in the state, except that the
taxable income shall also include taxes on or measured by 1income. The
department shall establish regulations governing the determination of
i.itcrcst and general administrative expense attributable to pipeline
transportation of natural gas in the state.

(c) Taxable income attributable to the transportation of oil or
natural gas Jn 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 pipelines in Alaska separately from the operation of
pipelines elsewhere, shall be determined by the department and shall be
based upon an amount equal to that which would have been reported to the
Federal Energy Regulatory Consalssion under (a) of this section in the
case of oil pipelines, or (b) of this section in the case of natural gas
pipelines, had the corporation been, in fact, under Federal Energy
"cgulatory Commission jurisdiction for the taxable year and required to
report on tho operation of Alaska pipelines separately from the opera—
tion of pipelines elsewhere.

Sec. 43.21.040. DETERMINATION OF INCOME FROM ACTIVITIES OTHER THAN

OIL AND CAS PRODUCTION OR PIPELINE TRANSPORTATION, (@) Taxable income

of a corporation subject to this chapter from activities in this state
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other than the production of oil or gas from a lease or property in the
state or the pipeline transportation of oil or gas in the state shall be
determined in accordance with themethod established inart. IV of AS
A3.19.010 and in AS A3.20.071, asmodified by (b) - (e) of this section.

(b) The totaltaxable income of the consolidated business shall be
the net income determined and certified by an independent certified
public accountant for the purposes of a report to shareholders covering
its 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 secs. 20 and 30 of this chapter.

(¢) 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 pipeline transportation of oil or gas in the state.

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

(c) The value of oil or gas production facilities or other pro—
perties of the consolidated business which are located In the United
States but not In any state shall be included In the numerator of the
property factor if the property is serviced or supplied fron a base of
operations maintained in the state or if that property relies on onshore
facilities In this state for storage of the oil or gas produced.

See. A3.21.050. ASSESSMENT OK INCOME AND TAX. (a) The department
shall assess taxable income and the amount of tax payable on that tax—

able income.
(b) On or before August 15 of each year the department shall send
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Co every corporation taxable under this chapter a notice of assessment
showing the amount of income taxable under this chapter for the previous
year and the amount of tax payable on that taxable income.

(©) For purposes of this chapter the department may combine tax—
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
corporation 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 may 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. PAYMENT OF 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 times and under the conditions the department may
by regulation require. This tax is payable on the due date set out in
this section even though the assessment io 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 courts.

Sec. 43.21.080. TRANSITIONAL RULES. The department shall provide
by regulation transition rules for corporations subject to tax under AS
43.20 before the effective date of this Act to avoid double taxation of
the name income or double deduction of the same expense of those cor—
porations as a result of becoming subject to tax under this chapter.

Sec. 43.21.090. REGULATIONS. The department may adopt regulations
In accordance with the Administrative Procedure Act (AS 44.69) as appro—

priate to administer and enforco this chapter.

Sec. 43.21.100. PENALTIES. The penalties establisned in ch. 20 of
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this title apply to this chapter.
Sec. 43.21.110. PUBLIC REPORTING, (@) The commissioner of reve—
3 nue shall compile and transmit to the legislature an annual consolidated
report of state revenues and taxation policies under this chapter. This
report shall 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
h returns or reports.
(b) The legislative auditor shall transmit to the legislature an
annual report reviewing the actions of the department in administering
1 this chapter.
Sec. 43.21.120. DEFINITIONS. Unless the context requires other—

wise the definitions contained in AS 43.55.140 are applicable to this

*; chapter. In addition, 1in this chapter

16 (I) "base of operations” means the closest point on land to
it, the offshore oil or gas production operations from which goods, services
i/] and supplies flow to those offshore oil or gas production operations;

(2) "consolidated business™ means a corporation or group of
1) corpoi.itions having at least 50 per cent common ownership, direct or
W indirect, or a group of corporations in which there 1is common control
either 1ilrcct or Indirect as evidenced by any arrangement, contract or
i: agreement.

73 * Sec. 4. This Act applies to taxable income earned or received after

7~ Doccmber 31, 1977.

76 * Sec. 5. The Act takes effect Insncdlately In accordance with AS 01.10.-
* 1 070(c).
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Original sponsor: Rules Conraittee by request
of the Legislative Council (for the Subcommittee
on Oil and Gas Leasing and Taxing Policies)

1 IN THE SEIiATE BY THE FINANCE COMMITTEE
21 CS FOR SEDATE BILL DO. 105 (Finance)
3 IN THE LEGISLATURE OF THE STATE OF ALASKA
4 TENTH LEGISLATURE - SECOND SESSION
A BILL
6 For an Act entitled: "An Act establishing an oil and gas corporate 1income

tax; nnd providing for an effective date."”

R uE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
a * Section 1. LEGISLATIVE FLIDINGS AND IifTENT. The legislature finds and
10_'_'declarca that tho nothod of apportioning incooe for tax purponcs under tho
n J]"Uniform Divioton of lucotnc for Tax Purposos™ formula embodied in the Multi-
7 state lax Compact (AS 43.19) and AS 43.20.065 docs not fairly represent the
t3 extent of the business activities lu this stato of multlstato corporations
> engaged in the production and pipeline transportation of crude oil and
.J natural gas in Alaska. The legislature therefore Intends that, in accordance
ir with the provisions of art. IS of the Hultistato Tax Compact IAS 43.19), the
* Incouo tar. of all corporations ongagod in tho production or pipeline crnno-

portatlou of oil or natural gas in or directly associated with this stato
«* shall bo assessed by the tax administrator under this Act. The legislature
to further intonds that the assessment of income tax against a cultlstato cor-
?"1 poration engaged in Che production or plpellno transportation of oil or
77; natural gas snail be cocnensurato with tho tax that would be assessad against

« corporation owning and oporatlng only those enacts of the aultlatate cor-
J*! poration which aro in or directly Associated with this state.

* Sec. 2. AS 43.20.011(e) 1is amended to read:
(o) There Ia imposed for each taxable yoar upon tho entire taxabl
Income of every corporation derived from sources within the state a tax

consisting of d normal tax equal to 5.4 per ceut of taxable Incooo. and
£L a surtax which Ia equal to 4.0 per cent of taxable Income. For purposes
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i of this chapter the surtax exemption for a taxable year follows sees.
1561 and 1563 of the Internal Revonue Code. Tho 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.
5 ~ Sec. 3. AS 43 is amended by adding a new chapter to read:

-~

w

01 CHAPTER 21. OIL AVD GAS CORPORATE

1\ INCOME TAX.

8 See. 43.21.010. APPLICATION. This chapter applies to ovory cor-
0 poration doing business in the state which derives income from the

t0 production of oil or pas from a lease or property in or directly asso-
i elated with the state, or froa Che pipeline transportation of oil or gas
17 in the state. Tho tax calculated under this chapter is measured by the
13 total tnxablo income of the corporation as defined in sees. 20 - 40 of
i this chapter and la determined at the rateo established under AS 43.20.-
If 011(e).

1)m See. 43.21.020. DETERMINATION OF TAXABLE INCOME FROM OIL AND CAS
I PRODUCTION, (a) Tha taxablo income of a corporation froa tho produc-
ir lion of oil and gas from a lease or property in the state shall be tho

corporation's net Income an calculated by the dopsrement in accordance
to with this nectlon.

(b) Croat income of a corporation from oil and gas produ
7 shall bo the yjonn value at the point of production of oil or gas pro-
73 duced from a Icane or proporty in tha stato. Thu department nhall by
3* requlation detemline a uniform method of establishing tho gross value at
K tho point of production. In making its determination the department nay

use tlte actual pricos or values recelvod for the oil or gee, the pooted
pricoa for the oil or ges in the some field, or the prevailing prices or

values of oil or gas la tho same field. In addition, In its dotormina-
& tlon of gross value at tho point of production of oil or gaa produced
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fron a lease or property, tho department shall determine Che reasonable
costo 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 | tariff properly on
file with a regulatory agency 1is subsequently amended, changed, or
overturned retroactively, the reasonable costs of trnnsporcation shall
bo recomputed for that period using Che newly determined tariff.

(©) .Jet income fron oil and gas production snail be determined by
the department by doductlng from gross income the following:

(1) royalties paid in kind or in value;

(2) taxes imposed under AS 43.55 and AS 43.57 which arc
actually paid by the corporation on the production from a lease or
property in the state;

(i) taxes Imposed under AS 43.56 and AS 29.53 which are
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 tho
oil or gan for pipeline transportation, but only if those property tax
payments wore due and payable only after the <letc of commercial produc—
tion froo tho lease or property with which the proporty was associated;

(4) the direct costs incurred by or for thu corporation In
oporatlng the loose or property, including thu direct cones of pro—
ducing* gathering, treating or preparing tho oil or gas for pipeline
transportation, but not of any payments received for those activities
and not including any indirect cost or overhoad expenso;

(5) depreciation (using the unit of production oothod or such

other reasonable methods as tho department nay by regulation establish)
on property used directly In tho production, gathering, treatment or
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preparation of the oil or gas for pipeline transportation including
amortization of capitalized interest for investments in this property at
a rate not to excead the average cost of borrowed capital to the tax—
payer during the year in which it is capitalized;

(6) he amortization of lease acquisition payments and taxes
paid under AS 43.56 and AS 29.53 (including capitalized interest on
both) for or on producing properties before the corzaenccoent of com—
mercial production froa the lease or property for which the property is
boing used;

(7) interest expense not capitalized of the corporation, to
the extent that it does not exceed that portion of the total intorost
paid by the consolidated business of which the corporation is n part,
determined by multiplying the total interest (reduced by intercompany
transactions within Che consolidated business) by a fraction, the numer—
ator of which Is tho value of the corporation ™ real and tangible per—
sonal property used directly lu tho production of oil or gus from n
lease or proporty lu the state and the denominator of which lu the value
of all real and tangible personal property of the consolidated buslnoss;

(tt) expenses incurred by tho corporation aftar uecembor 31,
1977 of unsuccessful exploration of oil or gas in the state including
tho acquisition coots of abandonod properties, dry hole costs and the
coats of geologic and geophysical exploration related to chose abandoned
properties;

(9) p-.enoral ovorhoad or adnlnlatratlva expense Incurred by
the corporation attributable to tho production of oil or pas from d
laiso or property In tho stato to tho oxtont that it does not oxcood tho
lessor of:

(A) that portion of tho total gonaral ovorhoad or adaln-
iatratlvo oxpenso incurred by the consolidated business of which
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Che corporation is a oart, 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 nnd the denominator of

which 1o the value of all real and tangible personal property of

the consolidated business, or

() the sum of $0.12 for each barrel of oil and $0
for each thousand cubic feet of gas produced from a lease or pro—

perty in the state.

(d) Deductions fron groos income under this section shall not
Include expenses previously dcductod on a return filed under AS A3.20.

(e) Where a corporation subject to this chapter sliarus the pro—
duction or proceeds of the production from a lease or property through a
working interost, royalty interest, overriding royalty interest, pro—
duction payment, uet profit interest, Joint venture or other agreement,
the department shall allocate Che deductions from gross income between
the corporation and the persons with whom it has such an agreement 1in
accordance with tho c«mo uf Che agreement.

Sec. A3.21.030. DETEBMXMATION OF 1.7<C010: FROM OIL AND GAS PIPELINE
TRANSPORTATION. (a) Except as provided in (c) of this section, taxable
income attributable to Che transportation of oil in a pipeline ongagod
in interstate corxacrco in Alaska shall be determined by tho department
and ehnll be Che amount reported or chat would be required to be ro-
porcod to tho Federal Energy Regulatory Comlsslon or its successors as
net operating income, loss those portions of Interest and general admin—
istrative oxponso attributable to tho plpoilne transportation of oil in
the state, except chat taxable income shall also Include taxes on or

measured by Income. The department shall establish regulations govum-
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Ing Che determination of interest and general 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 tho amount reported or that would be required to be re-
ported to the Federal Energy Rogulatory Administration as net operating
incc »less that portion of interest anu general administrative exponac
attributable to pipeline transportation in the state, except that the
taxable income shall also include taxes on or measured by Income. The
department siiaii establish regulations governing the determination of
interest and general administrative expense attributable to ?".politic
transportation of natural gas in the stato.

(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 Faderal energy Regulatory Commission but not reporting
the operation of plpclinon in Alaska separately from the operation of
pipelines cincwhe-o, shall be determined by tho department and shall be
based upon an amount equal to Chat which would have boon reported to Che
Federal Energy Regulatory Commission under (a) of this section in Che
case of oil pipelines, or (b) of this section in the case of natural gns
pipelines, had the corporation boon, in fact, under FcJnral Enorgy
Regulatory Commission Jurisdiction for tho taxable year and requirod to
report on tho operation of Alaska pipelines separately from the opera-
tion of pipelines elsewhere.

See. 43.21.040. petermuraTion oF X{COHK rrom ACTIVITIES otner THAN

OIL AND cas PRODUCTION OR PIPELINE TRANSPORTATION, (a) Taxable income
of s corporation subject to this chapter fron activities In this state
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ocher than Che production of oil or 2*8 from a lease or property in the
scace or Che pipeline transportation of oil or pas in the state shall be
determined in accordance with the method established inart. 1V of AS
A3.19.010 and in AS A3.20.071, asmodified by (b) - (e) of this section.

(b) The totaltaxable income of the consolidated business shall be
the net incone determined and certified by an independent certified
public accountant for the purposes of a report to shareholders covering
its earnings and profits for the taxable year (calculated without regard
to any taxes on or measured by nut incomo), less the taxable income of
the corporation no determined under rocs. 20 and 30 of this chapter.

(¢) The numerator and denominator of the property factor, of tho
payroll factor and of the sales factor shall oc calculated without
reference to that portion of property, payroll or sales directly related
to tho production of oil or gas from a lease of property In tho state or
the pipeline transportation of oil or gas in the state.

(d) Compensation earned by employees of the consolidated business
who are employed in the United dates but not in any state shall be
included in the numerator of the payroll factor if tho employees aro
directly suppliud from a base of operations maintained in thla statu.

(e) Tho valuu of oil or gas production facilities or othor pro*
portios of the consolidated business which aro located in tho United
States but not in any state altall bo Included in the nunarator of the
property factor if the property is serviced or supplied from a baoo of
opuratlons maintained in the stato or if that property relies on onshore
facilities in this state for storage of tho oil or gas produced.

See. A3.21.030. ASSESSMENT OF INCOME AND TAX. (a) Tho department
nhall no".osa taxable incoma and the amount of tax payable on that tax—

able income.
(b) On or before Auguat 15 of each year tho department shall aend
-7- CSSb 105(Finance)



to every corporation taxable under this chapter a notice of assessment
shoving the amount of incooe taxable under this chapter for the previous
year and the amount of tax payable on that taxablo income.

(c) For purposes of this chapter the dupartoent cay combine tax-
able incomes of corporations subject to tax under this chapter who are
part of the sane consolidated business.

Sec. A3.21.060. nETURHS. On or before April 13 of each year, a
corporation subject to tax undor this chapter shall subrJLt a return in a
fora prescribed by the departnant setting out information required by
the department to determine taxable income. For purposes of this chap-
ter. tae depsitrjent may ruquirc corporations subject to tax uauer this
chapter who are part of the sane consolidated business to file a single
return.

Sec. A3.21.070. FAVILLT OF TAX. The tax levied undar this caaptcr
IS payable to the department on or before Soptambor 30 of each year or
In installments at the tiuoa and under the conditions tne department cay
by regulation require. This tax is payable on tha duo date sat out in
this section even though the assosstuent is under appeal or the validity,
enforceability or application of this chapter or any provision of this
chapter is cnsllengcd before the department or in the courts.

Sac. A3.21.000. TRANSITIONAL ROLLS. The department shall provide
by regulation transition rules for corporations subject to tax under AS
A3.20 before the effective date of this Act to avoid doubla taxation of
the same income or double deduction of the saue expeusc of those cor-
porations as a result of becoulng subject to tax undar this chapter.

Sac. A3.21.090. REGULATIONS. Tno department may adopt regulations
in accordance with the Administrative Procedure /ct (AS 4A.C9) as appro-

priate to adainlatar and anforca this chapter.
Soc. A3.21.100. FUJALTILS. Tha penalties established In ch. 20 of
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this title apply to this chapter.

Sec. 43.21.110. PUBLIC REPORTING, (a) The cotrxlssioner of reve-
nue shall compile and transmit to the loglolature an annual consolidated
report of state revenues and taxation policies under this chapter. This
report shall Include total aggregate income tax paid by corporations
covered under this chapter and aggregate income and deductions by cate-
gory, so classified ns to prevent the identification of particular
returns or reports.

(b) Tho legislative auditor shall transmit to the legislature a
annual report reviewing the actions of the department In aduinlstaring
this chapter.

See. 43.21.120. i/dFIlITIOWS. Unless the context requires other-
wise tno definitions contalnou in AS 43.35.140 aro applicable to this
chapter. In adultion, in this chapter

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

(2) "consolidated business" means a corporation or group of
corporations having at least 50 per cent coumon ownership, direct or
indirect, or a group of corporations in which thore is cocuon control
elthor direct or indirect as ovideacod by suy arrangement, contract or
egrooment.

* Sec. 4. Tala Act applies to taxable income earned or received after
Oacember 31, 1977,

* Sec. 5. The Act takes effect laeodletely in accordance with AS 01.10.-
070(c).
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iginal spon le te Dy reque
O/ ol R FOREE Mt
on OIl an e SINg an axmg Policies;
IN TILL SENATE BY THE FINANCE COMMITTEE

CS FOR SENATE BILL NO. 105 (Finonco)
IN THE LEGISLATURE OF THE STATE OF ALASKA
TENTH LEGISLATURE - SECOND SESSION
A BILL
For an Act entitled: "An AcC establishing on oil and gas corporate income
tax; and providing for an effective date."
PE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ILASKA:
* Section 1. LEGISLATIVE FINDIWCS AND INTLNT. Tha legislature finds and

declares that the nethod of apportioning income for tax purposes under the

n "Uniform Division of Income for Tax Purposes” formula imbodled in the Multi-
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state Tax Compact (AS A3.19) and AS 43.20.065 does not fairly represent Che
extent of the business activities in this state of aultlstate corporations
engaged in the production and pipeline transportation of crude oil and
natural gas in Alaska. The legislature therefore intends chat, in accordance
vith the provisions of art. 18 of the Multlstata Tax Compact (AS 43.19), tho
income tax of all corporations engaged in the production or pipeline trans-
portation of oil or natural gas in or directly associated vith this state
shall be assessed by the tax administrator under this Act. the legislature
further intends that the aesesstaant of income tax againet a cultlstata cor-
poration engagad in the production or pipeline transportedjn of oil or
natural gas shall be comensurate vith the tax that vould ba assessed against
e corporation outing end operating only those assets of the multletete cor-
poration which era in or directly aeaoclatod with thle state.
* Sec. 2. AS43.20.011(e) le emended to read:
(0) There is imposed for each taxable yearupon Che entire taxable
Income of evary corporation derived from sourceswithin the state e tax

consisting of a normal tax equal to 5.4 per centof taxable Incooo, and
a surtax which is equal to 4.0 per cent of taxable income. For purposes
-1- CSSB 105(Finance)



of thla chapter tha aurtox examptlon for a taxable year follows aoca.
1561 and 1563 of tha Internal Revenue Code. The tax of a corporation
engaged in the production or tranaportation of crude oil or natural gaa
ahall be detenalned and paid in accordance vith ch. 21 of thle title.
* Soc. 3. AS 43 la anendad by adding a new chapter to read:
CHAPTER 21. OIL AVD CAS CORPORATE
INCOME TAX.

Sec. 43.21.010. APPLICATION. Thla chapter appllea to every cor*
poration doing bualneaa In tho atate which derivaa Incoae froa the
production of oil or gee froa a lease or property in or directly aaao-
elated with the atate, or froa tha pipeline tranaportation of oil or gaa
In the atate. The tax calculated under thla chapter la neaaured by the
total taxable Incoaa of tho corporation aa defined In aeca. 20 - 40 of
thla chapter and la detoralnad at the ratoa oatablished under AS 43.20.-
011(e).

Sac. 43.21.020. JKTKJDfIKAT10.1 OP TAXABLE INCOME FROM OIL AND GAS
PRODUCTION, (a) Tlte taxable income of a corporation froa the produc-
tion of oil etui pae froa a leaae or proporty in the atate ahall be the
corporation'a net incoae ae calculated by the department in accordance
with thla aection.

(b) Croea incoae of e corporation froa oil end gaa production
ahall be the groat value at the point of production of oil or gaa pro-
duced froa a leaae or property in tha atate. The department ahall by
requlation determine a uniform oethod of eatabllabing the groaa value at
tho point of production. In uaking Ite determination the department uay
uee the actual price* or value# received for the oil or gaa, the posted
prices for the oil or gee In the same field, or the prevailing prices or

values of oil or gaa in tha same field, la addition, la Ite determina-
tion of groea value at the point of production of oil or gee produced
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froa e louse or property, tho department shall determine tho reasonable
costs of transportation froa the point of sale to the point of produc-
tion of the oil or gas. Transportation costs oot by a tariff properly
on flic with tho Alaska Pipeline Coooioslon or othor regulatory agency
shall be considered prioa facie reasonable, but if a tariff properly on
file vith a regulatory agency is subsequently amended, changod, or
overturned rotroactlvely, the reasonable costs of transportation shall
be recomputed for that period using the newly determined tariff.

(c) Met incoae froa oil and gas production shall be determined by
the department by deducting froa gross Incoae the following:

(1) royalties paid in kind or in value;

(*]) taxes imposed under AS 43.55 and AS 43.57 which aro
actually paid by the corporation on tho production fron a lea-, or
property in the atate,

(3) taxes imposed under AS 43.56 and AS 29.53 which are
actually paid by tho corporation on property usci directly in tho pro-
duction of oil or gas from a lease or property in thu stste, Including
prcporty used In production, fathering, treatment or praparation of tha
oil or gaa for pipeline transportation, but ooly if those property tax
payments were due end payable only after the late of comaerclal produc-
tion froa tho lease or property with which the property was associated:

(4) the direct costa Incurrad by or for the corporation in
operating the leeae or property, including the direct coste of pro-
ducing, gathering, treating or preparing the oil or gas for plpelln#
transportation, but net of any payments received for those activities
and not Including any Indirect coot or overhead expenset

(3) depreciation (using tht unit of production method or

othar reasouable methods as the department may by regulation establish)
on property used directly In the production, gathering, treatment or
-3- CSSb 105(Finance)



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

(G) the amortization of lease acquisition payments and taxos
paid under AS A3.56 and AS 29.53 (including capitalized interest on
both) for ot on producing properties before tho coaaenconent of com-
mercial production froa the lease or property for which the property is
boing used;

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

(U) expenses incurred by the corporation after decaaber 31,
1977 of unsuccessful exploration of oil or gas in the stato including
the acquisition costs of abandoned properties, dry hole costs and the
costs of geologic and goophyslical exploration related to tliose abandoned
properties;

(9) general overhead or administrative expense Incurred by
the corporation attributable to the production of oil or gas from a
leaae or property In the state to the extent that it does not exceed the
lesser oft

(A) that portion of the total general overhead or admin-
Istrative expense incurred by the consolidated business of which

C33» 105(finance) -A-



i?

13

14

1%

IG

10

70

71

77

»

7*

7

JL

die corporation it a part, determined by multiplying the total
s<meral overhead or adainietrativo expanse by a fraction, the

numerator of which is the value of the corporation's real And

tangible personal property used directly in the , ‘oductlon of oil

or gas froa a lease or property in the state and the denominator of

which [a tho value of all real and tangible persoual proporty of

the consolidated bualnsss, or

(0) the sum of $0.12 for each barrel of oil and §
for each thousand cubic feot of gas produced from a lease or pro-
perty in the state.

(d) Deductions from gross income undor this section shall not
Include expenses previously deducted on a return filed under AS A3.20.

(e) tfhare a corporation subject to thla chapter shares the pro-
duction or proceeds of the production froa a leaae or property through a
working interest, royalty intjrost, overriding royalty interest, pro-
duction paynent, net profit interest, joint venturo or other agreement,
the department shall allocate the deductions frou gross Income between
tho corporation And tho persons vith whom it has such an agreement in
accordance with the terms of the agreement.

Sec. A3.21.030. DETERMINATION OP INCOJE FROM OIL AKU GAS PIPELINE
TRANSPORTATION.  (e) Except ee provided in (c) of this section, taxable
Income attributable to the transportation of oil in a pipeline engaged
in interstate coanerce 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 Pederal Energy Regulatory Commission or its successors ee
net operating Income, lees those portions of Intsrost snd gtnaral adnin-
Istrstlvo expense sttributsble to the pipeline transportation of oil in
the state, except that taxable income shall also include taxes on or

measured by Income. The departaent shall establish regulations govsrn-
-3- CSSB 103(Finance)
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ing tha determination of interest and general administrative expense
attributable to pipeline transportation of oil in tho state.

(b) Except as provided in (c) of this section, taxable income
attributable to the transportation of natural gaa 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 bo re-
ported to the Federal Lnergy Regulatory Administration as net operating
income less that portion of interest and general administrative expense
attributable to pipeline transportation in the state, excopt that the
taxable income shall also include taxes on or ooasured by Incoae. The
department shall ostabllsh regulations governing tho determination of
Intoraat and genoral administrative expense attributable to plpoline
tranaportation of natural gaa in the state.

(c) Taxable Incoae attributable to the tranaportatlon of oil or
natural gaa in Alaska of any corporation not undar tha Federal rinorgy
Regulatory Commission Jurisdiction, or of a corporation under the Juris-
diction of the Foderel energy Regulatory Commission but not raporting
tha operation of pipelines in Alaska separately from tho operation of
plpelinss olaevhorn, ahall be determined by the department end shall be
besed upon an amount equal to that which would have been reported to the
Federal Energy Regulatory Commission under (e) of this soctlon in the
case of oil pipelines, or (b) of thle section in the case of natural gaa
pipelines, had the corporation been, in fact, under Felerel Energy
Regulatory Commission Jurisdiction for the taxable year and required to
report on the operation of Alaska pipelines separately from the opera-
tion of plpellnaa alaewhere.

Sec. 43.21.040. JLTURHIHATION OF IKCOHfc FROM ACTIVITIES OTHER THAW

OIL Aid) GAS PRODUCTION OR PIPELINE TRANSPORTATION, (a) Taxable Income
of e corporation subject to thle chapter from activities in thle state

CSSB 103(Finance) -6*



other than the production of oil or gas from a lease or property in the
state or tho pipeline transportation of oil or gas in the state shall be
determined in accordance vith theoethod established inart. IV of AS
A3.19.010 and in AS43.20.071, ascodified by (b) - (e) of thissection.

(b) The totaltaxable incoae of the consolidated business shall be
the net Incone determined and certlflod by an Independent certified
public accountant for the purposes of a report to shareholders covering
its earnings and profits for the taxable year (calculated without regard
to any tares on or neasured by net incorao), less the taxablo income of
the corporation as detemined under socs. 20 and 30 of this chapter.

(c) The nuocrator 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 froa a lease of property in the state or
the pipeline transportation of oil or gas in the state.

(d) Compensation earned by euployoea of the consolidated business
who are employed in the United States but not in any state shall be
Included in the nuaor tor of the payroll factor if tho employees aro
directly supplied fron a base of operations aalntalned in this stato.

(e) The value of oil or gasproduction facilities or other pro-
perties of the consolidated business which are located in the United
States but not in any stato shall be included in the nuaerator of the
property factor If the property is serviced or rupplied froa e base of
~%eratlons aalntalned in the state or if that property relies on onshore
facilities in this state for storage of the oil or gee produced.

Sec. 43.21.030. ASSIcSSHXJT OK X'KIOHE ArD TAX. (a) Tlte department
shall asseas taxable Incotae and the amount of tax payable on that tax-

able incoae.
(b) Onor before August 13 of each year tlte department ahall aond
-1- CSSh 103(Finance)



to every corporation taxable under this chapter a notice of assessment
showing the anount of income taxable under this chapter for the previous
year and tae amount of tax payable on that taxable income.

(c) For purposes of this chapter the department nay combine tax-
able incomes of coroorations subject to tax under this chapter who are
part of the sane consolidated business.

See. 43.21.060. I&TURIIS. On or before April 13 of each year, a
corporation subject to tax undar this chapter ahall subnit a return in a
fora prescribed by the department setting out information required by
tho department to determine taxable income. For purposes of this chap-
ter, tne department nay require corporations subject to tax under this
cuaptor who are part of the sutne consolidated business to file a single
return.

Sec. 43.21.070. rAYHd.r OF TAX. The tax iuviod undar this chapter
IS payaole to the department on or beforo September 30 of each year or
in installments at tho times and under the conditions the department may
by regulation require. This tax is payable on the due date sot out in
this section oven though the assessment is under appoal or tho validity,
enforceability or application of this chapter or any provision of this
chapter is c:uillanged before the dapartzant or in the courts.

Sec. 43.21.060. TRANSITIONAL IUJL&S. The department shall provide
by regulation transition rules for corporations subject to tax undor AS
43.20 beforo the effoctlvo date of this Act to avoid double taxation ol
too same income or double deduction of the same expanse of those cor-
porations as a result of becoming subject to tax under thle chapter.

bee. 43.21.090. KfcGULATIOLS. Tho department may adopt regulations
in accordance with the Administrative Procedure Act (AS 44.69) as appro-

priate to administer and enforco this chapter.
Sec. 43.21.100. P&IALTXiS. Tho penalties established In ch. 20 of

CSSh 103(Finance) -0-
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Chis title apply to this chapter.

Sec. A3.21.110. PUBLIC REPORTING, (@) 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 shall 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 tne actlono of the department in administering
this chapter.

Sec. A3.21.120. DEFINITIONS. Unless the context requires othcr-
vfise the definitions contained in AS A3.55.1A0 are applicable to tills
chapter. In addition, 1in this chapter

(1) "base of operations™ tr«ons 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™ means a corporation or group of
corporations having at least HO per cent couuon ownership, direct or
indirect, or a group of corporations in wiilch thore Is cocuon control
eithor direct or indirect as evldonced by any arrangement, contract or

agreement.

* dec. A. Tula Act applies to taxablo income earned or reculvod after

bocoal)or 31, 1977.

* See. 5, Tno Act tekoe effect immediately in accordance with AS 01.10.-

070(c).

il

8

21
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SribEal Solstle oS PommItE oL ehtesh
ﬁané Lesngu djraxmg% ICIes

1IN THE SENATE BY THE FINANCE COMMITTEE
2 CS FOR SENATE BILL NO. 105 (Finance)

3 IN THE LEGISLATURE OF THE STATE OF ALASKA

s TENTH LEGISLATURE - SECOND SESSION

5 A BILL

s For on Act entitled: "An Act establishing an oil and gss corporate incoae
1 tax; and providing for an effective date."

s 1BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
n * Section 1. LEGISLATIVE FINDINGS AND INTENT. The legislature finds and
ppt declarco that the nethod of apportioning incoae for tax purposes under the

J“Uniform Division of Income for Tax Purposes” formula embodied in the Multi-
JJ state Tax Compact (AS as.19) and AS 43.20.0es5 does not fairly represent the
s extent of the business activities in this stato of aultistate corporations
Uengaged in the production and pipeline tranaportation of crude oil and

natural gas in Alaska. The legislature thorefore Intonda that, in accordance
i1 With the provisions of arc. 1B of the Multistate Tax Compact (AS 43.19), tho
. Income tax of all corporations ongsged In the production or plpoline trans-
« portation of oil or natural gas in or directly associated vith this stato
o Shall be assessed by the tax administrator under this Act. The legislature
w3 further intends that the assessment of incouo tax against a aultistate cor-
11y poration engaged in the production or pipelino transportation of oil or
i natural gas ahall be commensurate vith the tex that vould bo asaoeaed against
1 a corporation owning and operating only chose assets of the multistats cor-
-y poration which aro in or directly aasoclacod vith thle etate.
* Sec. 2. AS 43.20.011(e) la amended CO road:

x (e) There Is imposed for each taxable yoerupon cbo entire taxable
d income of every corporation darlved from sourcoswithin the state e tax
Te conelating of a normal tax equal to 5.4 per centof taxable income, and
XL a surtax which la equal Co 4.0 per cent of taxable Income. For purposes

ol- CSSB 105(Finance)



of this chapter the surtax exemption for a taxable yoar 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 gaa
shall be determined and paid in accordance with ch. 21 of thla title.
* Sec. 3. AS 43 is amended by adding a new chapter to road:
CHAPTER 21. OIL AND GAS CORPORATE
INCOME TAX.

Sec. 43.21.010. APPLICATION. This chapter applies to every cor-
poration doing business in the state which derives income from the
production of oil or gaa 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. Tins tex calculated under thla chapter is measured by tho
total taxablo income of the corporation so defined in secs. 20 - 40 of
this chapter and is determined at the ratos established under AS 43.20.-
Ull(o).

Sec. 43.21.020. DETERMINATION OF TAXABLE INCOME FROM OIL AND GAS
PRODUCTION, (a) The taxable income of a corporation front the produc-
tion of oil and gas from s leaso or property in the state shall bo the
corporation's net income as calculated by ths department in accordance
with tills section.

(b) Cross incoae of s corporation froa oil end gaa productio
shall be toe gross value at the point of production of oil or gas pro-
duced froa a Isaae 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 its determination the department may

use tho actual prices or valuss rscelved for tha oil or gss, the posted

prices for ths o1l or gss in ths same field, or the prevslllag prices or

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

tion of gross value at the point of production of oil or gas produced
CSSB 105(Finance) -2-



froa a leaae or property, tha department shall determine the xuasonable
costs of transportation froa the point of sale to the point of produc-
tion of tho oil or gas. Transportation costs set by a tariff properly
on file with the Alaska Pipeline Cotmnission or other regulatory agency
shall be considered prloa facie reasonable, but if a tariff properly on
file with a regulatory agency is subsequently amended, changed, or
overturned rctrosctlvely, the reasonable costs of transportation shall
bo rccooputed for that period using the newly determined tariff.

(c) Not incoae fron oil and gas production shall be determined by
the department by deducting froa gross income the following:

(1) royalties paid in kind or in value;

(2) taxes imposed under AS 43.55 and AS 43.57 which arc
actually paid by the corporation on the production fron a lease or
property in the state;

(3) taxes imposed under AS 43.56 and AS 29.53 which arc
actually paid by the corporation on property used directly in tho pro-
duction of oil or gaa from a lease or property in the state, lucluding
property used in production, gathering, treatment or preparation of the
oil or gAs for pipeline tranaportation, but only if those property tax
payments were due and payable only after the date of coraokerclal produc-
tion froa tho lease or property vith which the property was associated;

(4) 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 tho oil or gas for pipeline
transportation, but net of any payments received for those activities
and not lucluding any Indirect cost or overhead expenso;

(5) depreciation (using the unit of production mothod or such
other reasonable methods as the department may by regulation establish)

on property used directly In the production, gathering, treatment or
-3- CSSh 103(Finance)



preparation of tho oil or gas for pipelino transportation including
amortization of capitalized interest for investments in this proparty at
a rate not to exceed the average cost of borrowed capital to the tax-
payer during the year in which it is capitalized,
(0) the amortization of lease acquisition payments and
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 fron the lease or property for which the property is
boing used;
(7) Interest expense not capitalized of the corporatio
the extent that it doos 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 tho value of the corporation’s real and tangible per-
sonal property used directly in the production of oil or gas from a
lease or property in the state and the denominator of which le the value
of all real and tangible personal property of the consolidated buelness;
(b) expenses Incurred by the corporation eftor Decembe
1977 of unsuccessful exploration of oil or gas in the state including
the acquisition coate of abandoned properties, dry hole costs and the
costs of geologic end goophyelcsl exploration related to those abandonod
properties;
(9) general ovorhoad or administrative expense incurre
the corporation attributable to the production of oil or gas from a
leaae or property in the state to the extant that it does not exceed the
lesser oft
(A) that portion of tha total general o
Istrative expense incurred by the consolidated buelness of which
CSSh 105(Finance) -4-



Che corporation la a pare, 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 ges from a lease or property in the state and the denominator of

which is Che value of all real and tangible personal proporty of

the consolidated business, or

(B) the sum of $0.12 for each barrel of oil and $0
for each thousand cubic feet of gas produced from a lease or pro-

perty in the state.

(d) Deductions from gross income under this section shall not
Include expenses previously deducted on a return filed under AS A3.20.

(e) Where a corporation subject to this chapter shares the pro-
duction or proceeds of the production from a lease or property through a
working interest, royalty interest, overriding royalty interest, pro-
duction payment, net proflc interest, joint venture or other agreement,
the department shall allocate the daductions frou gross income batweon
the corporation and Che persons with whom it lias such an agreement in
accordance with tho terms of Che agreement.

Sec. 43.21.030. DETERMINATION OF IMCOJE FROH OIL AND GAS PIPELINE
TRANSPORTATION, (a) Except aa provided in (c) of this section, taxable
income attributable to Che tranaportation of oil in a pipeline engaged
In Interstate cocuerce in Alaska shall be deterulnod by tha dapartnont
and ahall be Che amount reported or chat would bo required to be re-
ported to Che Foderal Energy Regulatory Commission or its successors as
net operating income, leas chose portions of interest and gtnoral admin-
istrative expense attributable to tha plpallne transportation of oil in
Che state, except that taxabla income ahall also include taxes on or

measured by Incoae. The department shell establish regulations govern-
-3- csss 105(Finance)



log tho determination of interest end general administrative expense
attributable to pipeline tranaportation of oil in the state.

(b) Except as provided in (c) of thla section, taxable income
attributable to the tranaportation of natural gaa 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 Lnergy Regulatory Administration as net operating
income less that portion of interest and general administrative expanse
attributable to pipeline transportation in the state, except that tho
taxable income shall also include taxos on or measured by income. The
department shall establish regulations governing the datermination of
interest and general administrative expanse attributable to pipeline
tranaportation of natural gas in the state.

(c) Taxable Incone attributable to the tranaportation of oil or
natural gas in Alaska of any corporation not under tha Federal dnorgy
Regulatory Commission Jurisdiction, or of a corporation under the Juris-
diction of the Federal energy Regulatory Commission but not reporting
the operation of pipelines in Alaska separately from tho operation of
pipelines elaowharo, ahall bo determined by the department and shall be
based upon an amount equal to that which would have been reported to the
Fuderal Energy Regulatory Commission under (a) of this section in the
case of oil pipelines, or (b) of this section in the case of natural gaa
pipelines, had the corporation boon, in fact, under Feleral Energy
Regulatory Coralseion Jurisdiction for the taxable year and required to
report on the operation of Alaska pipelines separately from tha opera-
tion of pipelines elsewhere.

Sec. 43.21.040. oLt RMLIATION OF INCOHL PROM ACTIVITIES OTIlEK TUAN
OIL AiiD CAS PRODUCTION OR PIPELINE TRANSPORTATION, (e) Taxable income
of a corporation subject to this chapter from activities In this state

CSSB 103(Finance) -6-



other than the production of oil or gaa fron a leaae or property In the
atate or the pipeline tranaportation of oil or gaa in the atate ahall be
determined in accordance vith theraethod eatabllahed in art. IV of AS

A3.19.010 and in AS43.20.071, aa codified by (b) - (e) of thla section.

(b) The totaltaxable incoae of the consolidated business shall be
the net income dcternined and certified by an independent certified
public accountant for the purposes of a report to shareholders covering
its earnings and profits for the taxablo year (calculated vithout regard
to any taxes on or measured by not income), less the taxable incoae of
the corporation as determined under secs. 20 and 30 of this chapter.

(c) The muaoracor and denominator of the property factor, of tho
payroll factor and of the sales factor shall be calculated vithout
roference to that portion of property, payroll or sales directly related
to tho production of oil or ¢ga® from a lease of property in the stato or
tho pipeline tranaportatlon of oil or gas in tho state.

(d) Coronaation earned by employees of tho consolidate*' business
who are employed in the United States but not in any state shall be
Included in the nutaorator of the payroll factor if the employees era
directly supplied frou a base of operations maintained in this stato.

(e) The valueof oil or gas production facilities or otherpro-
perties of Che consolidated business which are located in the United
States but not in any state shell be included in ths nuaerstor of the
property factor if tho property is serviced or supplied from a base of
operations maintained in the state or if Chet property relies on onshore
facilities in this stats for atorsgs of the oil or gas produced.

Sec. 43.21.030. ASSESSMENT OF IUCOKK AND TAX. (e) The department
vhall assees taxablo Incoae end the eoount of tex payable on that tax-

able Income.
(b) Onor beforo August 13 of each year the department shall tend

-7- CSSb 103 (Finance)



to overy corporation taxable under thla chapter a notice of assessment
shoving the amount of Income taxable under this chapter for the previous
year and the amount of tax payable on that taxable income.

(c) For purposes of this chapter the department may combine tax-
able Incomes of corporations subject to tax undar tills chapter who are
part of the sauu consolidated bualncss.

See. 43.21.060. XETURAS. Onor before April 13 of each year, a
corporation subject to tax under this chaptor shall submit a rotum In a
form prescribed by the department sotting out information rcquirod by
the department to determine taxable Income. For purposes of this chap-
tor, tuc department nay require corporaclona subject to tax under tills
cnaptcr who are part of the same consolidated business to file a single
return.

See. 43.21.070. FAYlitimr OF TAX. The tax loviod undor this chapter
IS payable to the doparcacnt on or before Septumbor 30 of each year or
in installments at the times and under the coudltlons thu department nay
by regulation require. This tax is payable on the due date sot out La
this section even though the 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 courts.

Sec. 43.21.080. TXAASITIONAL HULLS. The departcent ahull provide
by regulation transition rulos for corporations subject to tax under AS
43.20 before the effoctlvo datj of this Act to avoid double taxation of
the eauu income or double deduction of tho same uxponsu of thoso cor-
porationa as a result of becoming subject to tax under this chapter.

hoc. 43.21.U90. IU&ULATXQJS. Too department may adopt regulation*
in accordance with the Administrative Pr*ceuuro Act (AS 44.69) as appro-

priate to adninlator and enforce thla chapter.
Sec. 43.21.100. PLIiALTZLS. The penalties established in ch. 20 of

CSSh 103(Finance) -6-
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nue shall
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conpilo and transcdt to the

43.21.110. PUBLIC REPORTING.

(a) The commissioner of reve—

legislature An annual consolidated

report of state revenues and taxation policies under this chapter. This

report shall Include total aggregate

covered under tnis chapter and aggregate

gory,

so classified as

returns or roports.

annual

(b)

to prevent the

income tax paid uy corporations

income and deductions by cate—

identification of particular

Tno legislative auditor shall transmit to the legislature

this chapter.

wise tno definitions contained

See.

chapter.

the offshore oil
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*|IH THE SENATE BY THE RESOURCES COMMITTEE

2 CS FOR SENATE BILL NO. 105

3 IH THE LEGISLATURE OF THE STATE OF ALASKA

* TENTH LEGISLATURE - FIRST SESSION

* A BILL

& For an Act ontltled: "An Act relating to the Alaska net incoae tax; and
11 providing for an effective date."

8 BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
0  * Section 1. LEGISLATIVE FINDIICS AND INTENT. The legislature finds and
0 declares that the method of apportioning incoae for tax purposes under the
1 "Uniform Division of Incooo for Tax Purposes” formula eabodled in the Multi-
» State Tax Compact (AS 45.19) and AS 43.20.065 does not fairly represent the
| extent of the business activities in this state of multi-state corporations
1 engaged In the production and pipeline trensportation of crude oil and
* natural gas in Alaska. The legislature therefore Intends that the provisions
b of section 18 of article IV of tha Multi-State Tax Compact (AS 43.19) vhich
allow separate accounting of Income shall be adopted for the determination of
h| corporate Income tax liability on income derived from the production and
pipeline transportation of oil and gaa and related activities. The leglsla-
jture further Intends chat separate accounting shall result in the assessment
>lof tax against multi-state corporations so that the tax paid by these cor-
221poratlona will be commensurate with tha tax that would be paid by corpora-
s tions owning and operating only the Alaskan asaata of thosa multi-state
. corporadone.
s *Sec. 2. AS 43.20.011 is emended by adding e new subsection to read:

76 (') For purposes of determining taxable income under (a) of thla
77 aectlon that part of income of any corporation derived In Alaska from
7 oil or natural g*a production or the transportatioo of crude oil or

2L natural gas by pipeline, including Income from royaltie* on oil end gaa

Q om m COpY mU css#10]]
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production, shall, notwithstanding sac. 65 of thia chapter, be deter-
mined by separate accounting undar the authority of section 18 of
article IV of the Multi-State Compact (AS 43.19.010) and in accordance
with sees. 67 - 69 of this chapter.

Sec. 3.AS 43.20 is amended by adding  new sections to road:

Sac. 43.20.067. DETERMINATION OF OIL AND NATURAL CAS PRODUCTION
INCOME, (a) Tha determination of taxable income attributable to oil
end natural gaa production in Alaska, as required under aec. 11(0 of
this chapter, shell be calculated using gross Income and deductions from
gross Income as defined in this section.

(b) Cross income from oil end gas production in Alaska 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 thla tltlo.

(c) Deductions from gross income for tha purposes of determining
taxable production income shell Include:

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

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

(3) property taxes actually paid by tha corporation taxpayer
on producing property end facilities directly associated with producing
property, including facilities for the gathering, treating end preparing
of ths oil or gas for shipment, provided the payments ere made after the
date of initial production of the property with which they are associated:;

(4) the direct costs incurred by the corporation taxpayer In
operating oil or gee fields, Including the costs of gathering, treating

and preparing oil or gaa 'or shipment, but net of any payments received
for those services and not Including Indirect costa and overhead except
as provided in (6) of thle subsection;

CSSB 105 e COMMITTEE COPY
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(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 sito of production,
including depreciation on interest capitalized at a rate not to exceed
the average cost of borrowed capital to the corporation taxpayer during
the year in which it is capitalized and also including the amortization
of leaso acquisition payments and property taxes paid for or on pro-
duclng properties before tha commencement of production on the lease-
hold, facilities or investment associated with it;

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

(7) expounds 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 costa of geologic
and geophysical exploration on or related to those properties.

(d) The depertnent shell establish regulations covering the calcu-
lation of depreciation costs, the allocation of interest costs, the
definition of facilities associated with tha production, gathering,
treating and propering for shipment of oil end gas, end other matters
necessary to implement this section.

(e) Deductions from gross income under this aactlon shall not
Includs expenses previously deducted on s return filed under this
chapter.

Sec. 43.20.06S. OETUtHIUATZOff OF CftUOK OIL Aup MATUKAL CAT

It* V.UV, . CM» loi



PIPELINE TRANSPORTATION INCOME, (a) Taxable income attributable to the
transportation of crude oil in interstate commerce in Alaska shall bo
tha sum of the amount reported to the Interstate Cocnerce Commission
under the category "not balance transferred froa 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 CFR 10 Part
1204, accounts 670 and 695, and of taxes actually paid under sec. 11(e)
of thla chapter. A tax return reporting that income ahull be accompanied
by a certification froa the Alaska Pipellno Commission to the effect
that to the best of the conmisslon's knowledge and belief the income
calculation has beon made in accordance with the principles established
by the Interstate Commerce Commission, or, if in the opinion of the
coosalssion, tho income is not reported in accordance with the regulations
of the Interstate Coemarco corx lesion, thon a statement to that effect,
identifying the deficiencies of the report and, if possible, providing a
reporting of the true and correct income.

(b) r tablo Income attributable to the transportation of natural
gas in interstate commerce in Alaska shall be the sun of the amount
reported to the Federal Power Coenls*ion under the category "balance
transferred froa income" as specified in 18 CFR 1, Part 201, account
433 and of federal income taxes paid as specified as of January 1, 1977
in 18 CFR 1, Part 201, accounts 409, 409.1, 409.2 aud 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
Alaska Public Utilities Cosslsslon to the effect that to tho best of the
commission's knowledge and belief the income calculation has been made
in accordance with the principles established by the Federal Power

Commission, or, if in the opinion of the coemission, the Income is not
reported in accordance with the regulations of the Federal Power

1(03 COVMITIHHCCPY
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Conaission, than a statement Co that effect, identifying the deficiencies
of the report and, if possible, providing a reporting of the true snd
correct incone.

(c) Taxablo Incoae attributable to the transportation of ¢

in Alaska of any corporation not under Interstate Cotnccrce Coraniaslon
Jurisdiction, or of s corporation under the Interstate Cocnerce Cottnia-
slon but not reporting the operation of pipelines in Alaska separately
froa the operation of pipelines elsewhere, shall be an aaounc equal to
that which would have been reported to tha Interstate Comncrco Commission
under (a) of this section had the corporation been. In fact, under
Interstate Conaerco Comlsslon Jurisdiction for the taxable year and
required to report on the oporation of Alaska pipelines separately froa
the operation of pipelines elsevhero. A tax rotum reporting that
incoae shall be accoopanled by a certification froa the Alaska Pipeline
Commission to the effect thst to the hest of the cotatleslon'a knowledge
and belief the Incoae calculation has been uado In accordance with the
principles established by the Interstate Coesaerco Coonisslon, or, If In
the opinion of the coeaisslon, tho incoae is not reported in accordance
with the regulations of the Interstate Coanerce Comlsslon, then a
stataoent to that effect. Identifying the deficiencies of the report
and, if possible, providing a reporting of tha true and correct Incoae.
(d) Taxable Incoae attributable to the transportation of natural
gas in Alaska by any corporation not under the Jurisdiction of the
Federal Power Cossaisslon, or of a corporation under Federal Power Coasals-
alon Jurisdiction but not reporting the operation of Alaskapipelines
separately froa the operation of pipelines elsewhere, ahallbe an aoount
equal to that which would have heen reported to the Federal Power Comla-

alon under (b) of this section had the corporation been. In fact, under
Federal Power Coonisslon Jurisdiction for the taxable year and required

zmil/u , - CSSB 105



to rapor*. on the operation of Alaska pipelines separately from the opera-
tion of pipollnes elsewhere. A tax return reporting that Income shall
be accompanied by a certification from the Alaska Public U tility Cotanis-
slon to the effoct that to the best of tho comalsslon's knowledge and
belief the Income calculation has heen made in accordance with the
principles established by the Fedoral Power Coamlsslon, or, if in the
opinion of the commission, the income la not reported in accordance with
tha 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.

(e) The certifications of the Alaska Plpoline Coonisslon and the
Alaska Public Utilities Commission submitted in accordance vith this
section do not prejudice any future action by the respective conaission
nor prevent the respectlvo commission from submitting a revised certi-
fication within three years of the due date of the tax return in support
of which it was originally fllod.

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

Sec. 43.20.069. DETERMINATION OF INCOHE FROM OTHER ACTIVITIES OF
CORPORATIONS ENGAGED IN OIL OR NATURAL GAS 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 sees. 67 and 68 of this chapter from the corpora-
tion's combined net income and applying the apportionment formula
required under the provisions of sec. 63 of this chapter, except that
both the numerator and the denominator of the property factor and the

payroll factor shall be calculated without reference 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 consaissioner of revenue shall compile and transm/.t
to the legislature an annual consolidated report of state revenues end
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 books 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 amendod by adding now subsections to road:

(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 determination of values and
apportionments under this chapter is guilty of bribery and punishable
under AS 11.30.0A0.

(1) Any person who knowingly and v Ilful-; makes false statements
or representations, or who knowingly allows false statements or repre-
sentations to be made on his behalf in the case of corporations, with a
purposo of avoiding the corporate tax imposed under this chapter la
guillty of wilful tax avoidance and is punishable upon conviction by a
fine of three times the amount of the tax that would have been unpaid
had the false statesMnt been undetected, and by imprisonment for not
less than 10 days nor more than one year.

* Sec. 6. AS A2.06.1A0 is amended by adding a new paragraph to readt

(L1) shall provide all reasonable assistance to the

GONNTIE U, .84 105
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Department of Revenue in deternining the net incoae fron oil pipaline
facilities.
Sec. 7. AS 42.06 is amended by adding a new section to read:

Sec. 42.06.041. CERTIFICATION OF INCOHE TO DEPARTMENT OF REVENUE,
(a) Upon request of a pipeline carrier the coonisslon shall review the
accounts of that carrier and provido a certification to the Department
of Revenue either stating that to the best of the coonlsalon's knowledge
and belief the report of net pipeline incoae submitted by the carrlor
under AS 43.20.069 is In accordance with the coonlsalon's regulations
governing the accounting of incoae, or that it is not so in accordance,
in which case tlie commission shall identify the deficiencies in the
report and, if possible, provide a reporting of the true and correct In-
coae.

(b) The coonisslon shall provide tho certification of conpliance
or deficiency in reporting within 43 days of the date on which the pipe-
line carrier roquests it, but all certifications remain subject to
amendment by the coonisslon for a erlod of three years after the due
date of the tax return which they accoopany.

(c) The cosetlssion nay by regulation establish accounting pro-
cedures and definitions as nay be necessary to define net incoae for tax
purposes, but net Incoae so defined shall coincide as nearly as possible
with the net incoae definition used by the coaadsslon inestablishing
rates and Measuring rate of return, and shall bederived before any
deductions for Incoae taxes accrued or paid.

Sec. 3. AS 42.03.141 is amended to read:

Sec. 42.03.141. ceneraL POWERS AND DUTIES OF THE COMMISSION. The
Alaska Public Utilities Cossalaalon (HAY)

(1) nay requlate every public utility engaged or prop
engage in such a business Inside the state, except t* tN*
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exempted by sec. 711 of thla chapter and the powers of the commission
ahall be liberally conatrued to accomplish its atated purpoaea;

(2) nay investigate, upon complaint or upon ita own notion,
the ratee, claaaificatlona, rules, regulations, practices, services and
fadlltlea of a public utility and hold hearluge on them:

(3) may make or require just, talr and reaaonable rates,
classifications, regulations, practices, services and facilities for a
public utility;

(/») nay prescribe the sys<iea of accounts and regulate the
service and safety of operations of a public utility;

(5) may require a public utility to file roports and other
information and data;

(6) may appear personally or by counsel snJ represent the
Interests and welfare of the state In all natters and proceedings In-
volving a public utility pending before an officer, dopartvent, board,
cossaisslon or court of the state or of another state or tho United
States and to Intervene in, protest, resist, or advocate thu granting,
denial or modification of any petition, application, complaint or other
proceeding;

(7) may examine witnesses and offer ovidence In any proceed-
ing affecting the state and Initiate or participate In Judicial pro-
ceedings to the extent necessary to protect and promote the interests of
the stator

(8) shall provide all reaaonable assistanti to the Department
of Revenue in determining the net income froa natural gas pipeline
facilities.

Sec. 9. AS 42.03 i1s amended by adding a new section to read;

Sec. 42.05.302. CERTIFICATION OF IHCOML TO DEPARTMENT OF REVENUE,
(a) Upon request of a pipeline carrier the commission shall review the
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accounts of that carrier and provido a certification to the Department
of Revenue either stating that to the best of the cota&lssion's knowledge
and belief the report of net pipeline income submitted by the carrier
under AS A3.20.069 is in accordance with the commission's regulations
governing the accounting of income, or that it is not so in accordance,
in which case the conaission shall identify the deficiencies in tho
report and, if possible, provide a reporting of the true and corroct
income.

(b) The coculssion shall provide the certification of compliance
or deficiency in reporting within A5 days of the dato on which the pipe-
line carrier requests it, but all certifications remain subject to
amendment by tho commission for a period of three years after the due
date of the tax return which they accompany.

(c) The conaission nay by regulation establish accounting proce-
dures and definitions as may be necessary 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 tho conaission in establishing
rates and neasuring rate of return, and shall bo derived before any
deductions for income taxes accrued or paid.

* So . 10. This Act relates only to incoae earned or received after

ember 31, 1976.
* Sec. 11. This Act takes effect January 1, 1978.
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Introduced: 1/31/77
Referred: Resources and Finance
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SENATE BILL NO. 13
IN THE LEGISLATURE OF THE STATE OF ALASKA
TENTH LEGISLATURE - FIRST SESSION
A BILL
. Foran Act entitled: "An Act relating to tho Alaska net incoae tax; and
7 providing for an effective date."
8 BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
o1 * Section 1. LESICLATIVE FINDINGS AND INTENT. The legislature finds and
10, declares that the method of apportioning income for tax purposes under the
np"Uniform Division of Income for Tax Purposes" formula embodied in the Multi-
21 State Tax Compact (AS A3.19) and AS A3.20.065 does not fairly represent the
12 extent of the business activities in this stste of multi-state corporations
4 engaged in tho production and pipeline transportation of crude oil and
Binatural gas In Alaska. The legislature therefore intends that the provisions
6 of section 18 of article IV of the Hultl-State Tax Compact (AS A3.19) which
W allow soparate accounting of income shall bo adopted for the determination of
8 corporate incoae tax liability on Income derived from the production and
1 pipeline transportation of oil and gas and related activities. The legisla-
20 ture further intends that separate accounting shall result in the assessment
i0f tax agalnet multi-state corporations so that the tax paid by these cor-
porations w ill be coonensurate with the tax that would be paid by corporation”
23 owning and operating only the Alaskan assets of these multi-state corpora-

tions,
s * Sec. 2. AS A3.20.011 is amended by adding a new subsection to read:

2

[y

7

N

76 (f) For purposes of determining taxable income under (e) of this
v section chat pert of income of any corporation derived in Alaska fron

oil or natursl gas production or the transportation of crude oil or
T natural gas by pipeline, including Income from royalties on oil and gas
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production, shall, notwithstanding sac. 65 of this chapter, be deter-
mined by separate accounting In accordance with section 18 of article IV
of the Multi-State Compact (AS A3.19.010) and secs. 12 - 1A of this
chapter.

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

Sec. A3.20.012. DETERMINATION OF OIL AND NATURAL GAS PRODUCTION
INCOME, (a) The determination of taxable income attributable to oil
and natural gas production, ao required under secs. 11(o) and (f) of
this chapter, shall be basod on a separate accounting of costs and
revenues associated vith the production.

(b) Gross revenue from oil and gas production shall be the well-
head value as established for purposes of the oil and gas properties
production tax, in accordance vith the provisions of ch. 55 of this
title,

(c) Deductions from gross revenue for the purposes of determining
taxable production Incomo shall include:

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

(2) severance taxes actually paid]

(3) property taxes actually paid by tho corporation taxpayer
on the producing property and the facilities directly associated with
it. Including facilities for tho gathering, treating and preparing of
the oil or gas for shipments

(A) the costs Incurred by tho corporation taxpayer in opera-
ting the oil or gas fiold. Including tho costs of gathering, treating
and preparing the oil or gas for shipment, but net of any payments
received for those servicess

(5) depredation on investments which are associated wi
production, gathering, treating and preparing for shipment of the oil or
gas, and which are located In or adjacent to the site of production, in-

SB 105 -2-



eluding depreciation on capitalized interest, lease acquisition payments
and property taxes paid before the commencement of production on tha
leasehold, facilities or investment associated vith it;

(6) interest expense not capitalized and capitalizable, to
the extent that it does not exceed a portion of total interest paid by
the corporation, its subsidiaries and affiliates, determined by multi-
plying total interest paid by a fraction, the numerator of which is the
book value of the corporation's fixed assets in and associated vith the
field, and the denominator of which la the book value of all fixed
assets held by the corporation, its subsidiaries ard 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 costs of geologic
and geophysical exploration on or related to those properties.

(d) The 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 gas, and other matters
necessary to implement this section.

Sec. 43.20.013. DETERMINATION OF CRUDE OIL AND NATURAL GAS PIPK-
LINP. TRANSPORTATION INCOME, (a) Except as provided In (b) and (c) of
this section, annual taxable Income from tha pipeline transportation of
crude oil in Alaska In Interstate comerce in facilities devoted wholly
to Interstate coenerce shall be eight per cent of the valuation of the
pipeline facility as determined by or In accordance with principles
established by the Interstate Cossssree Comlssion (ICC).

(b) If no ICC valuation has been made of an Interstate oil pipe-
line facility or If the oil pipeline facilities are engaged wholly or

partially In Intrastate commerce, net Income shall be determined in
-3- SB 105



accordance with requlations established by the Alaska Pipaline Coranis-
gion under AS 42.06.041. A tax return reporting thir. income shall be
accompanied by a certification from the Alaska Pipeline Coonisslon to
the offoct that to the best of tha commission's knowledge and helief the
income calculation has been made in accordance vith the principles
established in regulations adopted by the cocmnisslon, or, if the income
IS not, in the opinion of the commission, reported in accordance vith
its regulations, then a statement to that effect, identifying the
deficiencies in the report and, if possible, providing a reporting of
the true and correct income.

(c) A corporation operating an oil pipeline facility engaged
solely in Interstate conaaerco may elect to have the taxable Incoae froa
that facility determined in accordance with (b) of this section, rather
than (a) of this section if it complies vith all applicable regulations
and ordars of the Alaska Pipeline Conaission concerning accounting
methods and reports, and properly files all reports or other information
required by Alaska Plpolino Commission regulations.

(d) A corporation's taxablo Income froa the transportation of
natural gas shall be determined for Interstate natural gas pipelines in
conformance vith the reporting procedures established by the Federal
Power Coesnlssloi’, and for Intrastate pipelines In conformance vith pro-
cedures established by tho Alaska Public Utilities Coastisslon. A tax
return reporting incoae froa the Intrastate transportation of natural
gas by pipeline shall be accompanied by a certification froa the Alaska
Public Utilities Coomlsslon to the effect that to the best of the coo-
alsslon's knowledge and belief the Incoae calculation has been made In

accordance with the principles established In regulations adopted by the
coomlsslon, or, if the income it not, In the opinion of the commission,
reported in accordance with its regulations, then a stitemeni to that

SB 105 -4 -
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effect, identifying the deficiencies in the report and, if poeeiblo,
providing a reporting of the true and correct income.

(a) The certifications of the Alaska Pipeline Commission and th
Alaska Public Utilities Conaission submitted in accordance vith this
section shall not prejudice any future action by the respective commis-
sion nor shall it prcvort the respective conaission from submitting a
revised certification within three years of the due date of the tax
return in support of which it was originally fllod.

(f) Nothing in this section or in sec. 12 of this chapter shall
limit a corporate taxpayer's right to appeal or the taxpayer remedies
provided undor ch. 5 of this title.

Sec. A3.20.014. DETERMINATION OF INCOME FROM QOTHER ACTIVITIES OF
CORPORATIONS ENGAGED IN OIL OR NATURAL GAS PRODUCTION OR TRANSPORTATION.
Taxable Incomo from activities other than oil or natural gas production
or pipeline transportation shall be determined by subtracting the Income
as determined under secs. 12 and 13 of this chapter from the corpora-
tion's consolidated net income and applying the allocation formula
required under the provisions of sec. 63 of this chapter, except that
the proporty factor and tha payroll factor shall bo calculated without
reference to payroll or property related to production or pipeline
transportation activity the income from which is taxable in accordance
vith secs. 12 and 13 of this chapter.

Sec. 43.20.013. PUBLIC REPORTING. Notwithstanding the provisions
of AS 43.05.230, the coemissloner of revenue shall compile and transmit
to the legislature an 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, ltemlxed deductions by category and the tax cost of these de-
ductions, For purposes of this section, "tax cost" means the amount of
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revenue which ch« state would have collected had not a specific deduc-
tion been elloved. Also Included in the report shall be a smeary of
each corporate tax return filed which shows income froc the production
of oil or naturel gas, shoving the total amount of oil and gas produced
by or for each taxpayer, the taxable Incoae of the corporation froa
production ss reported in accordance vith sec. 12 of this chapter, froa
pipeline transportation as reported in accordance vith sec. 13 of this
chapter, froa other Income allocated to the state xmder sec. 14 of this
chapter, and the tax due.

See. 4. AS 43.20.330 is Attended by adding new sul sections to read:

(f) Any person who Improperly influences, or stteopts to Improper-
ly Influence, by means of peyuent or offer of payceot or other valuable
consideration, any state official in his determination of values and
apportionments under thla chapter shell be guilty of bribery end punish-
able under AS 11.30.J40.

(g) Any persou who knowingly end wilfully cakes false statemente
or representations, or who knowingly allows false statements or repre-
sentations to be s"ade on his behalf In the case of corporations, with a
purpose of avoiding the corporate tax impoeed under thle chapter le
guilty of wilful tax avoidance and la punishabla upon conviction byoga
fine of three times tha amount of the tax that would have teen unpaid
had thefalsa statement been undetected, end by is”rlaonment for not
lose than 10 days nor core than one year.

Sec. 3. AS 42.06.140/a eaended by adding anew paragraph to readi

(11) ehall provide all roaaonablo assistance to the depart-
ment of Revenue in determining the net incoae froa ell pipeline facili-
ties.

* Sec. 6. AS 42.06 is amended by adding a new section to readi

Sec. 42.06.041. OnmnCATIOH ot XHCOHK TO DgfAKTXXfT Of RTVitfUt,
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(a) Upon request of a pipeline carrier tha commission ahall review tho
accounts of that carrier and provide a certification to tha Department
of Revenue either stating that to the heat of tha coonisslon's knowledge
and belief the report of net pipeline incomesubmitted bythe carrier
under AS 43.20.013 la in accordance with the coonisslon's regulations
governing the accounting of Incoae, or that it la not ao in accordance,
in which caae the coeaaiaslon ahall identify the defldenclea in the
report and, if poaalble, provide a reporting of the true and correct in-
coae.

(b) The commission shall provide the certification oi compliance
or deficiency in reporting within 45 days of the date on which the pipe-
line carrier requests it, but all certifications remain subject to
amendment by the commission for a period of three years after the due
date of the tax return which they eccompany.

(c) The commission nay by regulation establish accounting pro-
cedures and definitions as cay be neceaeery to define net income for tex
purposos, but net Income so defined shell coincide ss nearly as possible
with the net income definition used by the commission in establishing
races and measuring rate of return, and shall be derived before any
deductions cur L:.** t/cee accruedor paid.

Sec. 7. AE 42.03.141 e amended toreedt

Sec. 42.03.141. GILM&IAL POVKLS AVD OUTIKS OF THE CCfttdSSZCXt.  The
Alaska Public Utilities Cooedssion (HAY)

(1) may regulets every public utility engaged or proposing to
engage In such e business inside the state, except to the extent ex-
empted by sec. 711 of this chapter and tha powers of the commission
shall be liberally oonatrued to accoaplish Ita stated purposea;

(2) nay Investigate, upon complaint or upon its own motion,
the rates, classlfleetions, rules, regulations, practices, strvices and



facllitloo of a public utility and hold hearing* on then;

(3) way mako or roqulro Just, fair and reasonable rate
classifications, regulations, practices, servicos and facilities for a
public utility;

(A) nay prescribe the system 0f accounts and rogulato tho
ssrvlcc and safety of operations of a public utility;

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

(6) may appear personally or by counsel and represent the
Interosts and welfare of the state In ell natters and proceedings In-
volving a public utility pending before on officer, department, board,
cosnisslon 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 nodlficatlon of any petition, application, complaint or othor
proceeding;

(7) may examine witnesses and offer evidence In any proceed-
ing affecting the stato and Initiate or participate In Judicial pro-
ceedings to the extent necessary to protect and promote Che Interests of
the etataj.

(0) shall provide all reasonable assistance to the Department |
of Revenue In determining the net Income from natural gas pipeline
fact ttlos.

Sec. 8. AS 62.05 Is amended by adding a new section to read*

Sec. AS 42.05.302. CKRTIPICATIOM OP XIJCOKE TO DKPAKTMRIT OP
RSVXNUK.  (a) Upon request of a pipeline carrier the commission aliall
review the accounts of that carrier and provide a certification to tlte
Department of Revenue either stating that to the best of the commissionl!

knowledge an* belief the report of net pipeline Income submitted by the
carrier under AS 43.20.013 Is In accordance with the commleelon'e rtgu-



latlons governing the accounting of incotae, or that it is not so In
accordance, in which caae the coumiaalon ahall identify the deficiencies
in the report and, If possible, provide a reporting of the true and
correct income.

(b) The conaission shall provide the certification of compliance
or deficiency in reporting vithin 45 days of the date on which the pipe-
line carrier requests it, but all certifications remain subject to
amendment by the commission for a period of three yeara after the due
date of the tax return which they accompany.

(c) The commission may byregulation establish accounting proce-
dures and definitions asmay be necessary to define net Incotae for tax
purposes, but net incotaeso defined shall coincide as nearly as possible
with the not Incotae definition used by the commission in establishing
rates and measuring rate of return, and shall be derlvod before any
deductions for Incotae taxes accrued or paid.

* Sec. 9. This Act rolates only to Income earned or received after
December 31, 197b.
* Sec. 10. This Act takes effect  January 1, 1978.
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LEGISLATIVE AFFAIRS AGENCY

MEHO RAHPUM May 31, 1973

SUBJECT:  FY 79 /lcvenue Im{)act of Proposed Income Tax Legislation
(CSHB 322, CSSB

TO: Tho Honorable John Sacfe/t

FROM Cgepegct%r%r ﬁgggarch

Yesterday, ve provided Judy Crondahl of your staff a co a March 3L
memoranélym to enator Po? n/d |n w?nch vvey|nd|cated the Pvenue expected
to be raised by the Qro osed il ?as Income tax legislation durjn
FY 79 would be approximately 8227 n|| lon. e believe con |t|ons tha
have. devel opﬁ since this memorandum élS written, sepem Ical ?/
erosmn of 'the West Coast oil price and, the |ncreas d possibility of jts
co apse re%unes reV|s|0n of th|s estimate. 9 revenue under this
hill 'now appéars more |ke)r o fall between $150 m|II|on andg
million, W|h the most likely value in the neighborhood of $135 million.

Of these monies, $113 million would be_raised by the corporate jnco"-
tax on trans-Alaska gelme inco*? Th? c |y nent 1s not obJ Bt
much uncertainty, since 1t 1s tied dlrecty | ures Ml  tie the
companies themselves to the Federal tnergy Reg uato% Ct..mission (hre),
and he tax itself |s keyed to éh ?e 0. m|33|ons e tax revenue on

elIne mcorne could [)educe Ala Bkas p03|t|ora before FCRC 0

eline tariffs were to e sustained, but this would result in |ore
than offsetting Increases in other revenues (most importantly, royalties).

The ellhead incoc* figures, however, aro ruth |0re certa|n co|||
VYte Wist Coast0|| %nce couly concdelvab |v|un w wellheadAcog ent
tat incor? to as ollar harrel, event,companies

n r?a y Inco taxes on thelr productlon 0 eratlons of about $*3
lion. ™ Thus, the total |ncome tax. take under this |e glslatl n,
nswmng the o Lap?]eo the West foist price, could Ir*“as lo./ ar $159
| %n A grapn ‘showing the rccmt erosion in the* West Coast price Is
attache

Ly do not bellﬁve that t!

|s U >rust likely oitc *obut 11w it
I*, 1tpnrtanl thatthe possibl éoast prt/c ?

S
ty of a W-st e collapse b?



Hon. John Suckotl Miy 31, 1978

considered, _ t'e have discussed these est|mates with Deguy Cer.mlssinner
of Revenue, J?h Messenger, and understand that he has arrived dePendentIy
at essentially the samé estimates of FY 79 revenue under these hills

Riepen
T'ne Honorable Chancy Croft
John Messenger



zohhocuo®™u nzmn”mt

icot! QZHrrmo)

100.00

10.

KEY:

.00

.00

.00

00

PRUDHOE
CUMULATIVE

MAHCH

BAY

.00 4-.00 5. 00 6 .00 I

ROYALTY WELLHEAD PRICE
DOLLARS
JANUARY

.0

ANALYS
PERCENT PRODUCTION VS WELLHEAD PRICE

0

| S

-0

0



[ojT

S W IlI>: M li;
»oMi V) C

L nm LTAAT fooon /0 tfin ..
'V AM

'imeEe 1t alli foil, il Pijlii- ili-

LtGISLATIVE AFFAIRS AGENCY

March 31, 1978

M 1MO RAILIDNM

SUBJECT: Impact of CS for CSH3 32*(Resources)

T0: The* Honorable* Kag Poland, Chairwoman
Senate Resources Com yiee”

FROM: Richard G. Ilaggar!f]

Research Analyst V*'

This memorandum is in response to your re uest that V. e prepare an anal-
ysis of the relative revenue irpacts of CSIIB 372" (Resources) on
the I'rudhue Bay producers, the State or Aosha and tl. « federal govern-
mcnt Unless otherwise noted, estimates conta|ned in this memorandum
are based on figures ¢ ntameS In the Artn r Andersen | Co. report of
nuary, 1978, ‘entitled, "Prudnue Bay Fleld and Irans-A'asha Pipeline

%ystem Comparative Stato Tax Burden” Study".

Table t attached shews the togal divisign of, Prudhoe ftiy anﬂl p|PeI|ne
|ncon ter deduction o 0>.£ 1ses) a-jny tin: producer:., the state and
federal government under oth the eX|st|nt11 state |: tax lav/ .

n er [opos figures in Table T arc - periog 197/,
OJl T?tep0 -eln for. |0ng|s pre»onttyrap?tlral?y In CPtart lattached.

Tablell shows the rclijiiv. ir-wt o eprogosed bill onIy |||terns of
Producer revenues, and si te an-' fcdri.il nro; mtaxes. Oth"r sat%IS

even rom Prudho ne arc excl dedA ain,
ma\tlten?ﬁ {s presgnte grapenlcatlly P'pc%ért H yal

e(ﬁtm Jite Unit adoption o gl Fro; ">'[-1 changes in t'm-dénc%f .Ft}axlgl
»

genonnc appro”+ely he bornarIn o1 el Ol

rom. S° g
i | °# f
b LR gy ) o

PGMdli .
At tucli'ir'iil*, (r,)
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Hot Intoir.o fax liability isi Piudi.ae Pay Under Preseii*.
Tax laws nnd Under Proposed CS for cs for Ty 322 (% own.es)
($ flIOIISiHIdS)

Pre- Tax Hot  State Incoae Tax  federal Income Tax Total Incore Tax

Current St

Income Taxi $37,294,000 $1,939,000 $1/,102,000 $18,701,000
.flee Livo P.riLo

on Pre-Tax HA 4.1% 46'/ SO. [*/
In(L:JorHe TSX ]

nder Propose

Substhulg $37,294,000 $3,1.Cu,000 $16,210,000 $19,724,000
| ffcctive Hili-

on Pre-Tax HA 9.4/, 43. SS §2.9/
Hot Chaixic: in

Liabiltiy* A 81 "(+/.000 ($944,000) 1$1,023,000
Hot Chanyi* in Hale HA S 3. (2.5") +1.0a

fi» tax net jitcoato and i.¥slir t< | o* . fin  mme- frev [Vudl !/ .’ Lr.-n +Alas": *

[ sy, N|| ate taken fit »[beArtinii *o ivr; Cn. -p.1 rloof J.. y, 1 Irder 1

fax Ilaltnlll’[xk nvu. d Inbe 407 if [ore t all»T <<liteinn @ *trt™ 'in’> F la/e*;, lota
taxi*. arct Ib™ sum of si «le «mJ fid »! tan*.

Aol lex hifl jiuon e lid i fro i [b*Afibn* Ani<it * * A Co. ¥y <l doiwiry, 1%/et. SPd- e
i’ ta*esto calculated *v. 0.4;0f [n>lax_F*  lod-Wal it/i *t>v. fnie av.n-d
t» | w0/ of |irg-lax aller di-pn, th <ot to ine* *taxes. l«*t*il | % are [b** m. i
*tal* difl (i into * lale*..

3 1 ael oo in taxliability i;n a * H diri< ee (<7 ( mv0|) in i< 1 lily for
taes, l«m i.| icllol L in ">« 1 o= ni'Si tL*ji , wi «l.S*, 1l
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TO: The Honorable John sacfojcl
([s)rr(recto'r of”F;rl(esé(erérch ! / ’

Yesterday, we* provided Judy Crondahl of your staff & copy of a March 31
rcor.-ornndinj to Senator Poland in which v.? indicated the revenue expected
to be* raised by the? proposed oil and gas incn:r.e lax legislation during
FY 79 would |hs approxir jlly $227 pillion. believe conditions that
have* developed since this nrorandu® was x.ritten, spec ific. Ily the
erosion of the* t."cst Coast oil price and the increased possibility rf Us
collapse, requires revision of this csti* ate. 1Y 79 ravfuue i*Jit this
bill te,/ appears eore likely to fall LiU.rcn 2?10 rill ion aid f?9D

mi 11 ion, «*Stli the* tost likely value in t! = neighborhood of $1D5 r illiori.
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he t<”11h eid liit. *figure' , ho.**'T, arc r rli ;e uncertain, Afill e
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Lnull] pay In.« e >|*([ on the t prodrtrnts op r:lions 0

cilllun. Ihu ||c : ' [ th '5 egrseitron
asfr._rrr-r th * Ia - " s Cot.! rrce te be~as Hh
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Hon. John Soch.*It May 31, 19/M

considered. = Wb Lfit? discussal these cslUals with Uejuil sion -
of Revenue John Messenger, and understanéJ th.it WE liar, Arr}/ve% ?Ir.d'*pond
at essentially the sar.e estii.uites of IV 79 revenue under these hills.

GKEgm

Atta hmenL|

cc:  The Honorable Chancy croft
John Messenger
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