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i id it, • by u: .».«-‘ . : . i  I**.* t l  * ... I .*>; d m  . in«*.
d i n - e t  j nit* b y  th<- j . t . i i *  i *• a e .  : n , i n c o .  - v-i j >
h o p  f t» I I > a v o i d ,  th* j . i b  > i t i «  fo* pi  o f  i t s h i f t  m ;
and  nl  In i ine» .  i . i t i j - n l  * *»a. . .



’•. pip *1 9 Mr i! ; > • ! :' ' O'i

I t ,  r‘r ■ •' •; * ‘ 1 i : ’ • t ,4 :M r* »'*a i s  '"••! e r r :
on f i t ' c ' r v : !  i i : I- i s  » : . /■-"• in  I I*.’ • , ; i !
K u s o u r c e  . i'<»; •*. * t I v • • i * i i .  ■, t h  i  ;UM. if .  > : U : *  I • :•
a c c o r d  1 i t j  t o  r ^ n :  I c ; 1 t  n  '• 1 ‘  ■ ' • *  l. i V
l U ' i j i i l j L o l y  C. a. i i • i> c».!.
T h i u  i n c o ; ’ i ." {ils* • a:: : y t (• ; i r l  •

3 .  3 ncofrt :  * i t . : • A c t . »v i t l c : ;  o t h e r  l h a f i  r i p d i n f t  i.*:
mul  P r o d u c t  i o n

Inco i . c -  f rcc i  a c t i v i t i e s  o t h e r  t h a n  p r o d u c t  i o n  a n d  p i a l i i  
t r a n s p o r t a t i o n  i s  clot e r r  i n od  unci .”/  a a p p r o  ic:h
a f t e r  t a ih t  i . ;c:l i nq o u t  p r o d u c t i o n  un: l  p i p e l i n e  t r a n  
i n c o :  ••
F i r s t  t h e  t . o r  1 d w i d e  head:  i n c o n u  o f  the* c o r p o r a l  »on  i s
d a t e n . ; t n  d .  P r o ; i  t h i  u r . oun t  i s a i h l r a c l c  • i n o
d c l o r r . i n c d  s e p a r a t e l y  f o r  ;>j e d u c t i o n  and  j »: I i n "
t r a n s p o r t  a t  iosi  o o l i v j  { i c r . .  The? r w r i i n i i u i  t  incror i *
t h e n  a p p o r t  i o n e d  un in r j  the* p r e s e n t  u n i t e  f e i  i ’ • o f
p r o p  •> l y , p a y r o l  1 anri s : u ! c ; . .  Hi n o r  p r o d u c t i o n  an. l  
p i p e l i n e  t r a n s p o r t  a l i e n  i n c o r  nr» d e t e r  n i l  ' • p . i r . t l  e l }  
1 31 i ( p o r t i o n  o f  p r o p e r l y ,  p a y r o l l  as..! s a l e  c . t t  r i h u t n h l i  
t o  l i t lit / . in* . ha  a r c  ssl* :  i a c t  •• 5 f i o t i  ! ! :  •
mi :  i r a t e : ; :  am !  d- :. -  i n.i! o r* ,  o '  t h  . i p p n : l » o *  • r.i rr » j : *.» >
l . h a l  }'• i n n  i r  the- f r : u l a  5 '• ;j. -t • h e  e l*  o f
p r o p ,  . l y ,  p . i y r o )  I • : • : • I "  • «»t t r  i lr . i t a l f l i  t o  o l h  *
a c t  i v i  l i r . . .
I l l  a i l l l i !  i  » i t i  !  I r  p :  .  *. M i l d  a t !  j r . !  t h e  P f  p o r t  » » ' « '  n t
f o i i ’. ' . ita i <> t >«'.>• iit'Mir.ini o f  «v/ i i v i  t y .

p p m . i c  p . i f r .M.v i : . d  ;.* » i.*- f ; i i  i v . j v i : oVs ■*:.*. m t

Ao in  t h r  ; ; « : i  i l c  m r c r :  f  i l l  .*'••*> .1 I ! ul  * , a n n u a )
j , .• l i t . ;  hi , : ■ • til ' lUll ( ‘ XJi • l i t
p i n v i d c d  f o r .  I n  n ' I . t i i  t*u, ; I s .' * • p :  ■ :
l o t  an a i i ’ iu 1 ’ i v i« <»f 5 Ji • p  : ! • i . * , r. a : - ‘ . ‘ I . '•:>*.
l .y i h i 1 I r ' j i ' . l . i i  i v< ’ *•♦. ! t o t  ' . ; i ! i i  an  a m  . . a l  l o  l l r*
I i  ;  i  .  1 a l  h i  » • .

I I  l |  0 * |  • ’

•* 11 • p i t • J *' u\ i i u l • ! »  > 1 .  f ’ o U l  I a  i «• |  ( • * , < ! * i :  • * VV ■v i l l *  . •

: • i  , ! u t  . * i  n t  ! • . i '  5 <* i
, y • t . i * • * . o v » i | . | ] • a «■ < . * ; i l  M i l

i  l i i  ! » * • a : I ' i  : i t . . ; 1 M  > a t • ' 1 ! . ’ • .  'i
. i t* i  • • • i  : •  «! 1 < i h • • I p  . .  . 1 « 1

j . . !  i l o h  i ■• i  i l . » | a l u l O t  i t  )  i .  t  ; •  . 1 J :  i o t -  o f • »* • V t i i l .  t  ! i
a n ’ !  . 1  i l  y ii 1 , 1  V i  I  -. t t ,  1 ! < !!• a  r  t  r M  t i *  a : . ' : i  * :  * 1 « ‘ i i r d  1 y  !  I n
1 1 * i V f * 1 . o ' *! . ! • • • S l ' P  1 l a t • » .  • o  t *.  1 1 i i  * * . u  J t  i  i i  ;

1 1 * ' 0 *  • 1 h a i • • • 4 . 1 1 . 1  ) • • • r * !  i  ■ : * .  i " t • .« « ! a t i f , i 1 < i i i  ! .  i  i t

i  • * j «  * f  . 1 t  r i < >t . t i  < ’ 4i 0 .  t • »  {  .

ji. ic»:i



M V 10 f ( | l ! :M li '• 1 : •
(,..»•» t i v » I# . I... . ..

I r| * • “A ri r  ?t\ *|,T f "  f ; ' r:’
U |i»J i* i I * •» I * v‘ .* li • d !' ’ If »i li I’J t hi lit

V

L liG ijLA li• l /u»n!iw  ACci.<
r i /
v.1

»;• •• •

m i r, o n a ;; n u t: Hay 31 ,  15VU

TO: The Honorable John Si:

/

SMHJECT: TY 79 Revenue If,pact o f Proposed Income Tax l e g i s l a t i o n
(CSH3 32? ,  CSM1 109) ^

a c l e t t
Gregy K. Erickson ,1 
D i re c to r  o f  Ftoscai

Yesterday , wo provided Judy Cron.!ah1 (if your s t a f f  a copy o f  a f**rch 31 
r .o rorandin to Senator Poland in which i.* indicated the revenue expected 
to be ra ised  by the proposed o i l  and gas income tax l e g i s l a t i o n  during 
FY 79 would be appro/, l a t e l y  <??7 r i l l  ion. We be l ieve condi t ions that 
have developed since th is  r iPorar fu.*: was w r i t t en ,  spec i f  i c a l  ly  the 
e ros ion  o f the West Coast o i l  p r ice and the increased 'h i 1 it .* o' i t s  
c o l l a p s e ,  requ ires tee i s ion  o f  t».is csti* . te .  IY 79 r - v e n .v  u* r  th is  
b i l l  no., appears wore l i l e l y  to f a l l  1. tween SI'jO iv»1 I ion and /  '• 
m i l l i o n ,  with the r e s t  l i l e l y  va lue in the neighbor!-as I o f  SU ’-n M i l l i o n .
Of these i ni s ,  1113 r . i l l i e i  . Id Uc ra i s ed  by the c o r p o r a l  incc •
tax on t rar . s -Al . i s l a  j*' »1iiu i t :  •. TM ;  rr ponent i s  n ' sw
much untert i t n ly ,  s ince i t  is t i t  d d i r e c t l y  to f igu res %»! i l l * : !  i y  the 
cc panies t».* s i l v i  . to the itu'.-ral I i i : rgy P .e jn lato ry f t  . » .s ion  ( i i K ) ,
■ : the l a x  i t s e l f  i s  ley< '■ to these so i s s ions .  I I  t > • 

p i p - l i n e  inoi -.* co i ld  ! :  r rd . in  ’ i f  Ai r  f a ' s  pos i t ion  I fOi c IT M on
pip.-1Ine t a r i f f s  wen to he s t r - t r f i  I ,  but th i s  would in i l l  In i re
than o f  f  s o l  I i i i ■ ■'' ■ i* ( ' ! • ' - ’ » . 11 , r oya l  t i J .
T»i:> i.i>1 Ihe.id i i - . t •• f i g u r e s ,  I.e. . t r , art* : r  l» i ore* unce r ta in .  A * <11 p e ­
nt l l ic  West Ho st o i l  |«rict ce eoncoisv.bly • c . ? n » t h e  ; : * l l h '  ' i * 
o f  that in to • to . l ' • as a d o l l a r  per b a r r e l « In tut'. <*•<•’ , << pan I . 
would p.iy ii. c * !.-»><•'. tti t ?. it production ope* at ion?. t* • about
Ml 11 ion. l l i u s , the t <• *.•» 1 ii < tr./ l . ’d • under th is  I c - i j i s l a t i t  »,
assuming the t o l l  p-.e o f  the W< fm s t  p r i c e ,  could be *v, I t . ;  a* 199
M i l l i o n .  A »j*. •!» •.Itfa.vit<ij tb • i ««< #.* o i o s l o n  in the W' - i  Coast p r ic e  is
nl tacli" ’ .
W- do  not belie-;** H it t i l ls is tl • : *%t l M c l y  Mtc<  *, I n ’ I l i - ; >* i ’. 
i*. (t pnrtiint t>. : Ilii* p. • -.*, i b i ! i • .  of W .t Coast pi it*- c o l l a p s e  I *•



Hon. John r»:ich*Lt 1'iy 3 1 ,  H*/«

COIlSidt-'I’Cll. .. . I.3VO ill CUSS ' tFlCSS I S  t i l  ' ‘ C: . ’ ' J1
o f  R e v e n u e  J o h n  ”••• ■ ;-ir* and u n d e r s t a n d  tint he has a r r ived indjpertd'‘»iMy 

at  es s e n t i a l l y  the -• estii ate* of FY 79 revenue u*.-'?r these b i l l s .

CKF.: j r i  
Attac li ient
cc: The Honorable Ch.'.ncy C ro f t

John Ke&scng-jr
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M u r c h  31, 19/cl

MJ K O K A tl I) U K

SUDJECT: I m p a c t  of CS for CS K 3  3?? (Resources)

TO: Tl»e H o n o r a b l e  Ksy Poland, Chairwoman

Son.t to R e s o u r c e s  Co • i * te<?

/) fi ^

•!» 
r /

Richard G. H - ~  .• 'j i ' J J  
Research Analyst I ' - '

This rr.eioromlur.i ir. in response Id your request that p repare an a n a l ­
y s i s  o f  the r e l a t i v e  r c .  v o  i r ; . . c t s  o f  CS f o r  CSI.il X'Z (Resources )  cm 
the I’rudhue Day p roducers ,  the S in te o f  AlusPa ami th • f e d e ra l  govern** 
rou t . Un less o the rw ise  i .sted, estimates contained in thir . r.:trorand t • 
a r c  based on f i g u r e s  cor.taii I ir. the Arthur Audersei (> t^ .  repo r t  o: 
January ,  19/U, e n t i t l e d ,  ’ Pr ieKs • My f i e l d  arid I r . m A l .  s ’ :u P ip .T i t  • 
Sy.stefli: Comparative S ta te  Tax ! jrc ’ _n Study"
Tab le 1 a t t a c h ’d sl*u..> tv .  to 1 d iv i s i on  o f  Prudhrv Dry anti p ip o l i r  .•
ir, < • ( a f t e r  dcdu t i  ; . the p i t*Ju te rs ,  the s i d l e  ar.d
the (<• I t ; ■« I goveri  t »t . ’ i.c*;h the e x i s t i ng  s t a l e  inco . lax  lav:
under the proposed h i l l ,  f i g u re s  in Table I a re  f o r  the pe r iod  Jf:/7-
7031 .  The r • in f (  t ’ ■ p h i c a l l y  in  Chart  J o l l « u l  •

Table I I  sht.vs th* rc l»*’. I ae i f ,  i t f  the proposed M i l  c n l y  in t e r . : ,  t f
producer revenues , u .1 s t  to *v ' federa l  inco t..>.es. Other St. te
revenues f r o i l ' r u d h c o  My ai 1 pip 1 i : i . - a r e  ext 1 tided. Again, th is
( i .u te r ia l  is  presented pi - ;  si* I ly  in t* „ r t  I I .
1*0 c*%tIrn:te t i n t  ado , '* I f ‘ * c f  t* p r o p v t d  th .n ' jes in t!.> inco. * lax 
would gene ra to  . *. . i l l  ■. in ;i.' r< ‘ r  o f  I V y /.'
(up from SJ'.R m i l  lieu. <**.'. I !./ the b,p r t .  -nt o f  Is i • un:l r  
( u r r e n t  law) and up.i. ' • l y  ■ / . r» * . l l i r . ’ i in IV | ' j/ 7 (up • i : • about
57? n i l *  ion «Mir, . l<* !y *.v : ■, •*. _*r.* f o r  IY  1'»/<;),
PGJIuIh

/ I I u ch  nt* ( 4 )
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S u r . M t y  o f  t h  • P r o p o s e d  Co;- . . - i I . t o e  
S u b s t i t u t e  f o r  H o u s e  b i l l  3 2 2

T h i n  p r o o o r . i l  c o a l . n ? ; . :  p r o v i s i o n s  o f  b o t h  t h e  o r i g i n a l  Hour . . ’ 
b i l l  3 2 2  a s  i n t r o d u c e d  b y  l i f  G o v e r n o r  and  t h e  Hor .nl  c  C om m i t t  .* 
S u b s t i t u t e  f o r  H o u s e  H i l l  3 2 2 .  I t  r e p r e s e n t  *; a c o m p r o m i s e  
b e t w e e n  t h e  Lv;o v e r s i o n s  w h i c h  r e t a i n : ;  i n  I n r o e  p a r t  t h e  
c o n c e p t  o l  s e p a r a t e  a c c o u n t  i no a p p r o a c h  t o  a s s e s s i n g  o » l  a n d  
cjn:. p r o d u c t i o n  a nd  p i  p e l  i t .  t r a n : . p o r t a l  i o n  i n c e ;  •, bu t  v:o? *:s 
t o  a v o i d  t h e  p r o b l c r  • c»f c o r p o r a t e ?  man ;  p u l  a l i o :  i s  a n d  p r o f i t  
s h i f t  i n y  b y  p r o v i d i n g  t h e  s l a t e -  y r c a l c r  c o n t r o l  ; *» tlu* 
d e t o r m i n a t  i o n  c»f t he  t i n c o : v .  I t  a l s o *  c o n t a i n : ;  e l e r . : * n i s  o f  
t h e  o r i g i n a l  l!c»u:.e b i l l  3 2 2  f o r  p u r p o s e - ,  o f  d e t e n u  n i ny t h a t  
p o r t i o n  o f  th<* i n c o m e  e a r n e d  by  o i l  a n d  yur .  c o r p o r a t i o n s  
f ro : - ,  a c t i v i t i e s  o t h e r  t h a n  p r o d u c t i o n  and  p i p e l i  • t r a n . . p o r t a l  i o n

DHvni f .  i H/Vi i o: . ot* i r :co: :t :
1 .  O i l  a n d  G . s  P r o d u c t  i o n

P r o d u c t i o n  j n c o  • i s  <: t ••• Sned u n d e r  a s e p a r a t e
a c c o u n t i n y  t l r # I .  ' i h . o  i.  , i r e . l e a d  o f  t . ’ . i i . y  w.»» ><:•
v i c e  i n c om e  a n d  a p p o r t  i o n i a y  t h a t  i n c o m e  t o  t h e  s l a t e  
bar. ,  d up on  a f o w i d - ,  t h i n c o ;  * »u I h e  j . t a l e  i s  
d e l  o n  a so : !  d i i e e l l y  by I s n ' i i n y  o n l y  a t  I h e  i n c om e  .a id  
e x p e n s e : ;  o f  t l . e  p r o d u c t i o n  a c t i v i t y  i n  I l ie s t a t e .  T h i s  
i s  don.* at :  i s  i n  t l .  I »» 1 * a d o p t e d  b y  I l ie S e n a t e  P e s o u r c
Core i  i 11 e o  by  L . e i i i a j  t h e  v. ' 1 h e a d  v a l u e  o f  t o t a l  p r o d u c t i o n
Oil c j i o s s  incoi .e* a nd  d e d u c t 1 ny .. s p e c i f i e d  l i s t  o f  
e x p e n s e s  t o  a r r i v e  a t  n» l fncom. e .  T h e  s a t  • l i s t  o .  
d e d u c t  t on : ;  it* r e t a i n  d e : : : v p t  an n l l o . o m i  • fca-  i j c i  *r. i l
admi  n i ?.l r a t  i v e  « 1 »t-• * m  o / e j l n . a 1. i :. t r i d  •.
T h e  i <a j o r  e h a t i  p* t o  t h  • .c  r o a c h  l i v . e - v t  i i* .  t h a t  t t v  
s t a t e  p l a y s  a  » . j o -  r o l "  In t h e  d e t e i r  i n '  i o n  o f  t in -  
i n c o u  • b y  a s ? . '  • . • ,  tin.- i n  c o r  • a n ’ i .»>: d«w . T h i s
d i r e c t  r o l e  b y  t h  s t . i W  i s  a s s .  r e . 5 :n ;  i n c e . . .  • w i l l
h o p ( * f  u  1 1 y  . t v  t i u  l la* p : i  M l  1 1 t j « : f <»j p r o f  i I s b  i f I »n y
and  (it li I i lii-> i. I :tii J >1 . ’
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s' i r. o r. a  u i> i; Kay 31 ,  1978

S'SWrCT: r v  7f> Revenue b , 'Ct o f  IVopcscJ lrcc~«.* Tax I r . j i s l  U i o n  
(CSIiit 3?2 ,  CSMJ ICo) ^

10: The Honorable John Sac m i l

FkO.**: Crcoo K. Ericsson ,1 /
D i r e c t o r  o f  Research r  / . , /

M J

7
Yesterday, t.c provided Judy Crnt !,nhl of your staff a copy of a I ’ t c 'i 3*. 
tteoorandira to Senator I'oKiiri In ■. *.is:* »•? indicated the river.•<> c . j  tr*; 
to be raised by the propose I oil and yas incon? lax I t j I s U l l M  < i .
FY J 9 uou ld  be approx imate ly  S??7 r i l i i e n .  1. be l ieve  (*>• l i t i o *  <s th *. 

have developed since this « *or .i ’ »:.ts r i ’. t n, specif itul lv U  t-
erosion o f  the t v . t  Coast o i l  p r ic e  ■ ’ * ti - « % j :*• • it i l i s  H?
collapse, requires r e v i s i o n  of ib i s  c •*.! te .  IV V i  i • u* r i*<i' 
b i l l  no./appears m r c  1 i i f 1 y to f a l l  I . ’ . .Mi  SIM* r*  115c»-l I* • r f 
pillion, irtlli the rost II**.!,’ value *o the /< lyjhborbaa:! of 5!*’•' t.niie*..

Of these r e n iv S ,   ̂11 i f i 11 •« i . 1! tvi'-Cd ! /  the C O l j i r . i t l  i f .
tar. on t raos-A last .a pi ; l b  l i e  •. »bi: c< , . :nt i ’. ir»I . u ' j  to 
f«»rli u n u r l . a i u ! , .  sit:/..** I'. I*. I ii * 'Mr*, t t i y  t-> li«ju»»-s S'»l i l l * - !  1 /  tl. ■ 
COec.tJliies t l .' .v. . I 1 . t l l* Ji i'.i ! 1 1  ■ ri.y i. .ill tt y t i a .M ’ i (i
and tin* tax i t s e l f  is  • * I :«• tl., st» Ms it■ . . .  )*!•• tv >. r e /  ro e  ( <
p ip e l i n e  inccr. • could ! « "u i  ' i f .‘ i u t ’ . ' s  j s s i t i r n  I •f-.t* I ! * r « ,*
p ip e l i n e  t a r i f f s  . .ere I • s u ' t a b  *, !*.it Ib i s  n -ill! n v i l l  ir. t *
t ban o f f s e t  I ii.tj Smrc.* **s ir n'.l *• n - . r ?  » s ( . s i  if v s r t .n . l  l> , »-> l. i i
I b r  i r i l l ' • • i d  ii i i "  f l ' . o v ,  I. . i ,  . - v  : r .L n i ' i  un* M‘ t in. «' « 111 .•
O* M  • lb si Coast oil ; U. tul n t . I; M y  n  *n .* 13.- *.; Iff.’ *? t
of tl».it i n l *' * to .r. If a t'alli ; > ! 1. It. IMS*. « .• «.!, t
Ifoil l ii pay (ii'O • »«»• !< »i ; ». I I I * ' ,  o f  . Vs.; ’. *3
t i l l  ion. I I .u s .  Hi’* t o t a l  it < t.w I.j5* u* * r  this b <;l’.li)ti( '',

• i i " i  tilt* < o l i .  ;iSt* i - f  t i  1 ; r i f  c< t ld  !< • as It ;  ' !  ’ »
t . l l l i u n ,  A yr .  | M sbOkltit) ?l • i v»«f /«t*. for. »t< lb ’,* . I toas t  ; 11 • **
at tut In i|,

!!<■ d«» n«*i b !« ’ »•«’ t l . a t  t o i *  I s  I* " I I * ' l y  i n!co~’*, I t* J l i .  i t  
i . ,’ !>iiaiit Ji * tl,** i i i | ! ty of it <>'>t f" i'.I pi i< t u l i  ps* l



Hon. John Sacto!! r l y  3 1 ,  1?«7«

( 11 ’ . . i ' • i' i !, I v  ' t 1 . v * > . . . . ( i
o f Revenue Jo lm  r - \ r  ■■■,■, and unde r j. la r d  t h a t  lie has a r r iv e  1 i r  i
a t  e s s e n t i a l l y  th e sa -j c s l i r a i c s  o f  1Y 70 r tv e iv i; *  u . ' r  the • M i l s .

G K f : j n  
Attach ont
cc : The Honorable Chancy C ro f t

John Messenger



P R U D H O E  B A Y  A N A L Y S I S
CUMULAT IVE  PERCENT PRODUCT ION VS WELLHEAD P R I C E

1 0 0 . 0 0  -  |

9 0 • 0 0  -

pE 8 0 . CO -
HCEN•• 7 0 . 0 0  -1 0
PK TH0 A 8 0 . 0 0  -D MUr. u
T J.
I [ S O . CO -() iU E
6E 6 A O . 0 0  -
L iir. J,i y11G l

m /tn _

F
O
H P O . CO

1 (J. 0 0

. 0 0
2 , 0 0  3 . 0 0  < . 0 0  L . C O  0 . 0 0  7 . 0 0  D . 0 0

K E Y  i

ROYALTY WELLHEAD P R I C E  
DOLLARS  

MARCH * • JANUARY
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l e g i s l a t i v e  / - v  v

March 31, VM6

M  i k o r /« ;; u i»::

/ c o

SU3JFCT: I:-;-a of CS f r C S : 3 3!7 (Resources)
10: T h e  Honor;] lo !!:y Polar %  Chair,;oran

Ser.ite fie;: ;**£:•; Co iciee

0  f; > ^
Ri elut'd G. 1 r *:■r 1 | ’j l )  
P.esoa vc h / i . s •

Tf»ls r Oi'i r : is ir. i c .' ■ *. , ,r request that »; ; • ,.<!
ysfs of the relativ: i ,.;{s of CS for CSHil :«.?? (Resources) on
the F t a f: .y pro.:.'., the St-te c.' Alosfca and 11. fed i 1 g corn- 
pent. Unless oti iviji i »tcd» cstfi ites contained in this r.vwirand'.n 
eve based c:> fijjurc* C' / ir. d in the Arthur Andersen I Co. report of 
January, J e n t i t l e d ,  inrJe • |:.:y f ield and Tr.mr.-.M.v.v i F’ip.rlii 
Svr.tc. : C* ; ralive V. t: T;.j. I srd r, M.i .y*’.

i i  •

l o o l e  I a l t  eFi -d sh • I l o l  u d iv i s i on  o f  ivudhoe f. y  find p i p e l i i v  
in e • ( . f t  i deduct' * o ;  .) , • ;  the p ro Jure i . . ,  f ir* M a t e
th • ft- '• •• 1 * .• a i ’ i s l i n y  s t a t e  i r . u  l I. . .
under the proposed ! i l l .  Fi  ; ne<. in I. Me I a re  f o r  th:* pe r iod  107/. 
7031 . Ih  * tnfc* *. .«-»*; • g r a p h ic a l l y  ir. Chart  J a l t a r  I
lahle H  s’.f Hr* i i.* i : if I? • pr,#,;»r.ej hill only in r. :. i 
produ »r revenues, ■ ir. i . ■ Oilier s t a t e
revel. . fr,« hud* ; ri.d '1, pip •! K e  at e <‘K(.1udeJ* Again, Mil
i *i<-i ia 1 i*. pi i sent( e?. •.it * 1 ly it, (* .»( J |.

I* • e v l i  ' i ad *.! . , - * * I i. ,* *. in l! - in • t.« .
1.0 Id r . ’ • ■;. • ■. ' I i )  1 t jr i in the K v i i i l ’ P r  Of fY  I': /. :
(*.»:• fi« i i l l  it* : • v  * : *t. ni i.f Re. m *  m.dt-r
■ < • 1 • .n F V 1*1/ i (lip !• •
5 ? /  l i  I h e n  ♦ .t it e l l  J ' l / ? ) .
J'lpltlp,
/.It tl (.')
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Current,  S ?«1 1.•Inco- •• Taxi $ 3 / , P M . 090 $1,f>:<9,000 $ 1 / ,K ? ,C 3D  $ 1 3 , 7 0 1 , 0 0 0
i.r icLCiVk' n.iu?

oti P ro-Tax f«A A.lt f oJ.J/*
li.r.o ? Tax 

Pi,Ter Pro ,jo.,', cl
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s'Y, j o y

^  ij /: ’ : i i ' ■ Of i j , - !
v £ ' !; ;/;i li llj / .‘i,
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n \  •!■.•••< < ; ;  v , r  1 , - '  y * y  -v yt »' « «i • i .• < « ii J i « * .» * . # i f
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iJurmuiy C>f t-l'i: i r: n;..;.,-d Cc;; i L I cs
f a i b s t  i l u t e  f o r  H ouse  M i l  3 ?.?.

T h i s  p r o p o s a l  c o n t a i n s  p r o v i s i o n s  o f  b o t h  t h e  o r i g i n a l  : •
U i l  J 322 ar .  i n t r o d u c e d  b y  t h e  G o v e r n o r  and t h e  S c u r i l c  Commit 
S u b s t i t u t e  f o r  Mouse H i l l  3 2 2 .  I t  r e p r e s e n t  r. a c o m p r o m i s e  
b e t w e e n  t h e  tw o  v e r s i o n s  w h i c h  r e t a i n s  in  l e r g o  p a r t  t h e  
c o n c e p t  o f  s e p a r a t e  a c c o u n t i n g  ; p p r o a c h  t o  a s c e s s i ; x *  o i l  and 
g a s  p r o d u c t i o n  a n d  p i p e l i n  t r c r . r . p o r t a l  i o n  i n c o n o ,  h u t  w o r k s  
t o  a v o i d  t h e  p r o b l c x - s  o f  c o r p : » r . : l e  n ;n i pu K i t  i 0 :1s  an d  p r o f i t  
s h i f t i n g  b y  p r o v i d i n g  t h e  s i  : t e  g r e a t e r  c o n t r o l  i n  ti lt* 
d e t e r m i n a t i o n  o f  t h a t  i n c o m e .  i t  a l s o  c o n t a i n s  e l o r . e n t s  o ;  
t h e  o r i g i n a l  H o u s e  H i l l  322 f o r  p u r p o s e : -  o f  C. - t r i i  n i  ne t h a t  
p o r t i o n  o f  t h e  in c o m e  e a r n e r ;  by  o i l  and  g : s  c o r p o r a l  ie . . i s  
f r o m  a c t i v i t i e s  o t h e r  t h a n  j r . * : ' .  e l  i on and p i p e l i n e  t r a n . s p n r i .

o: .  o i  i : : c \» * : :

1. Oil a n d  CJ.-.s P r o d u c t  ion

P r o d u c t i o n  i n r o :  • i t :  d e t e r :  i n  d t m l v  s e p a i . i l * -  
a c c o u n t i n g  : v - t ? r * . i .  Y n u i  i # >nr  t * o f  t a i l i n g  v»» r l  ■ 
w i d e  in c o m e  a n d  a p p o r i t l u i t  in e o : .  t o  t l x -  s t a t e  
b a s e d  upon a f o r m u l a ,  t h  i t i e o .  • in  t h e  s t a t e  i •*. 
d e t e r m i n e d  d i i c e t l y  b y  l o M u r ;  f-n»y th  • .u .  1
e x p e n s e * ;  o f  t be  pro . ' . - : . ; .  ;o* ,  a c t i v i t y  i n  t h e  s t a t e .  Yn i s  
i t ;  d o n e  a s  i n  i n  t h e  b i l l  . . d o p t e d  by  l b  - Gt- J ia te  pes-* -* i r .  
Comm i 11 e e  b y  l a *  i n g  t h v: M ! t • • m • 1 v u ’ in- o f  t o t a l  p r o d u c t  
a s  g i o s s  in c o m e  and  d e s  . n • vp  r \ 1  Jed ! i : . i  o f  
<•xpent .es t o  a r r i v e  a t  n I nc-o *i’h • s .u  • l i t . t  o f  
d e d u e t  i o n s  i s  r< l . . i t x - d  < ::#■ : . t:» a l l o w a n c e  ft#: g e n e r a l  
a d m i n i s t r a t i v e  « : :p  us*. #.? o.* i h< .. ‘ i •. im 1 .

T h e  t i ior chatX;' t o  t h a*, ao-adi 1. a v« : •* that tie-
s t a t e  p l a y s  .» : k u  r o l e  «,*; tlx <!• ti » in >t ion fit tlx-
i n c o m e  b y  iss< n<i . > it cr. •: tax de< . Vlils
dirc-et ioIc b y  t lit st..t< :n as:.' »se*«. • v.'i I I
hoj< In) 1-, .‘v o i d  the ; J. »•*.;<•: p m f i t  :. 1.» f I •»- ;
a n d  o l b c i  in<-o. e ti.sipul .i

i

i  o a
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LtGISLAi iv'c AFFAIRS AGS. XV

M L fl 0 R A IJ I) li I) Hay 31, 1978

TO:

FROM:

The Honorable Joh n

S M J IC I :  FY 79 Revenue* Im pact of ProprscM  I r c o ~ o  Tax L egislation

(C5HB 3??, CSSD 109) ^

S a c m / t

Gregg K. Lric k s o n  ,1 

Ui roc tor of Re scare h ^

/
Yesterday, we provided Judy Crondahl of your stof. a copy of a J’rch 31 
mftr.torandun to Senator Poland in :;iiieh wa indicated the revenue expected 
to he raised by the proposed oil and gas ir.ee-v tax legislation during 
FY 79 would hr- approximately $??'/ r. i 11 ion. l.'e believe condition*, that 
have developed since this r;:rorji.dun was written, spocifically tie 
erosion of the V:?.l Coast oil price ar.' the increased ros-ibil i*> of its 
collapse» requires revision of this csti ale. IY 79 revenue usj r t i 
bill now appears r.ore likely to fall 1 on S150 Million rd 
Million, witli th: r o:.t likely value in t* .* neighborhood of Si89 r illio:-..

Of these M'inies, S113 t illion would bt raised by the corporate ir.cr-n 
tax on Irani-AUr.l ;-i: -lit • if *. Thii c< ;:on • is not to
mich uncertainly, sin:*.* it is tied directly to figures std *ilt*d ly the 
( t . i inic % tie .clves to the f edvral Lnrrgy It gtilalory uc issioi*. (HrC), 
and Hie lax it* *. If is keyed .'* these so sit is. Hie tax rev • • o*» 
pipeline* incc '• co ild !: reduced if /»!•?' * *: * r. position before I LftC on 
pipaiin* tariffs weic to be sustained, !. this w.tjIJ result in i ore 
than offsetting increases in ot r rev (most importontly* reyul

it well| ; if . • (i - ires, bo ver, arc* i rli i »;*e unrcrtain. A » ?11 p
of th" l.Vst f* ist oil price* toiild conceivably ivtufv ti:** w-llh d cs ;
(.; that in to • to .•*. lo.: as a dollar ;• . barrel. In this • .■ ■ c 
would pry inct * taxes on Ih'ir production operations t’f ubtrj. . ‘ J 
till Win. ll.us, thr* total inn. • tax m.l e under this legislation,
.isvi iri Iii»- collapse of th» If st fnV.t {'ice, could be »'S if.; a* 'It'* 
Million. A graph shoeing the recent erosion in the t (o.v.S price i' 
a t t a c h e ' .

l.s* »'•. in*! believe lhai Vils i* th f r.t 1 iIt*ly outre. , but I .li/:* it 
i*. it pc.rt.i'i' I h * I tl,»* possibility of a if* .t Coast plies t"l lapse* 1 *•



Hon. John Sachet.I May 3 1 , 1978

considered. We have d iscussed these estimate:. w i t h  W.nity Cc .ii:.sion-r 

of he venue Jo h n  Messenger, and u n d e r s t a n d  that he* has .arrived i n d e p e n d e n t l y  

at es s e n t i a l l y  the sane e s timates of FY 79 revenue under these hills.

G K E : j m
Attachment
cc: T he H o n o r a b l e  C hancy Croft 

John M e s s e n g e r
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P R U D H O E  B A Y  A N A L Y S I S

C U M U L A T I V E  P E R C E N T  P R O D U C T I O N  V S  W E L L H E A D  P R I C E
1 0 0 . 0 0  r

90.00 -

80.00 -

h 70.00 -
k

T
A S O .00 -
N

M
L  5 0 . 0 0  -

0

I
L> 4 - 0 . 0 0  -

f
c 30.00 -

2 0 . 0 0  -

1 0 . 0 0  r

K E Y «

R O Y A L T Y  W E L L H E A D  P R I C E  
D O L L A R S  

M A R C H  J A N U A R Y
I
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Corel. 31, 19/3

SU'iJCCI: Impact of CS for CSr-fi 32? (itasources)

TO: The Ibnor2hie Kay Poland, Chairwoman
Senate ftosources Co i:tee

/ ) f

nsOM: Richard G. H-jssartl ■! >S9
Research Analyst

This rie: ora min t is ir. response to your request that pro; j:.- an anal­
ysis of the relative rev • ie frpscts of CS for CSIIIt 322 (Resources) on 
the Irudhoc Day proJjccrs, If. - St̂ te of Alasha and tli? federal (jovon 
ir.cnt. Unless othei :i noted, estimates contained in this :• •jrand-m 
are based on figures cc.Gained in the Arthur Andersen I Co. rcper: c<: 
January, 19/3, cntitled, 'huo:., Puy field and Irans-Alasl* rit.elir • 
System: Co.pn-ativ State Tax Fjrdon Study".

Table 1 att cl ' -: t 1 divisicn of h ud! • ! y an ' | 1 it
inrcn;* (after deduct! on of e>; • ny the pro Juror j, the state at
the fed". 1 I ! •: he : . • • fsting Stall* i: :• . tax law ,
under the proposed Mil. Figures in Table I are for the period 19//. 
?001. The so*.: j i i • • * ion is presented graphically in Chart J a tied I

Table II shows tlu* rclativ i proposed hill only i« u*tv. c*f
|»tolu vr rev , . • • federal in o t.;--es. Oil r si :•
Wc n u  ; fro I'rud Ha/end li pf; linn are exclude.!. Again, !;.i»
i .itcrial is pri-sentc ’ Qr».;d ioslly in Cn;:!t II.

We est ii tie that adopt if. . < f ti pro; ■ • ' cli in t!> in u ■ ;
would genr. ati , I ately S m in the ti ili.'Vr of IV 1'/."
(up fra;ti i11 io* esii- at* ' : ,• tli* J ; i t t.l of f . nu- utrd r 
cm rent I.:;.*) •un« up;.. i •••.•ly ..(> : iliiori in iV lU/.i (vp fico ,:!»• »:
>?? nil I ion p m  ii .t«. j.y • ;y

ItOlrdh
Attach  *nt* (•'.)
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SiK.v.i u  y  o f  t h e  P r o p o s e d  C o r . v »t t o o  
f » u b s t i l u t o  f o r  house-  h i l l  32?

T h i s  p r o p o s a l  c o n t a i n s  p r o v i s i o n s  o f  b o t h  t h e  o r i g i n a l  H o u s e  
h i l l  322 as  i r . t r .  .. • b y  t h e  G o v e r n o r  n n d  t h e  S e n a t e  C o :  : t :
S u b s t i t u t e  f o r  H o u s e  D i l i  3 2 2 .  I t  r e p r e s e n t s  a c o m p r o m i s e  
b e t w e e n  t h e  two v e r s i o n s  w h i c h  r e t a i n s  i n  l a  r y e  p u r l  t h e  
c o n c e p t  o f  s e p a r a t e  a c c o u n t  i n n  a p p r o a c h  t o  a s s e s s i n g  o i l  a n d  
g  s p r o d u c t i o n  a n d  p i p e l i n e  t r a n s p o r t a t i o n  i n c o m e ,  b u t  wo rk s  
t o  a v o i d  t h e  p r o b l e m *  o f  cfU ' P ’j :  i t c  f u n ' p u l  a l i e n s  a n d  p r o f i t  
{ . h i !  t i n y  b y  p r o v i d i n g  t h e  s l a t e  g r e a t e r  c o n  tiro) i n  t h e

c r n i n a t i o n  o f  t h a t  i n c o :  . i t  a l s o  c o n t a i n s  e l e m e n t s  o f  
t h e  o r i g i n a l  H o u s e  H i l l  32?  f o r  p u r p o s e s  o f  d e t e r m i n i n g  t ha t  
p o r t i o n  o f  t h e  i n c o r  ■ e a r n e d  b y  o i l  a n d  g a s  c o r p o r a t i o n s  
f r o n  a c t i v i t i e s ;  o t h o i  t h a n  p r o d u c t i o n  a n d  p i p e l i n e  t r a n s p o r t a l  *

D K T i : i t ; : i : : A T i o : :  o i *  i t : c* o* : t :

). OS) and <?ar. Production

P r o d u c t i o n  i n e o  • it;  c*. -i •: i i u d  u r d  -r n s e p a r a t e
r o l l  1 .  Th.»i i s ,  i n s t e a d  o f  t f . l : » w o r l  

i <!• ■ i n c o - r e  a n d  a p p o r l  i o n ; : ij t h a t  Inco; . -  • t o  t h e  s t a l e  
b u s e d  u p o n  a  (• s p u l a ,  t h -  i s i co :  • is. t h e  s l a t e  i s  
d e i e i r i n e d  d i j . c - i l y  b y  »?•:•*; i n y  o n l y  at  t h*  incos .  • ansl^ 
exp<ms' ,  r. o f  H -  p i o d u e . i o n  a e i i v i l y  i n  t !*»• r . l a t o .  V i i i s .  
is;  don.* a n  i i t i  t h e  b i t *  a d o p t e d  l»y t h''* S e n a t e  | ! < ' : . w r ( v . .  
Cor i i t i < - e  b y  i . I . i i a ?  t h e  w c ’ l b e a d  v a l u e  o f  t o l a )  p r o d u c t i o n  
as; < f t o s : :  i n c o  a n d  d e d  ny  «: s,  c i f i c d  l i s t  of  
e x p e n : . v i :  t o  a i t  i v r  a t  n* i i n c o ;  Tin* s*as ■* 1 i s l  o f  
d e d u c t i o n s  is;  i . - t a i n e d  e n r  o l  a n  a ) l o . ; . a i e e  f o r  g e n  *r.i)

o n .

e d  ’ i .  i r.t ! . it » v. c : : p  »*:.• o? f» - 1 ?4. .a * • i f. i .»«!* •

*1 l u ­ i *.»i*«i «*han „•» t o  t h -  a • *» O u r ! . 1. o'.,'*' j i *. l ! lat t h #*
st a i f • p l a y s  .1 : a p a  r o b * { ♦ t h (1 *.» : | i  t i i*-i o f t In
i nc-(<il'h * by  • i s * • * - ; n-j  t h e  • . i n c . a n ' t u x d m • V h  J t;
d l > . ' et rol«- by *.b e  m  •• ■ i ?» <ir;s\ s t *’ *..i * »*!> i net. .. • *. 11

I i n . ;h o p f u l l * ,  a  Vo  I ! t h»* p. ' -r.J b * > f : b ’SI f O I p i  of 11 : . h i  i
a n d o l hi*i i n s . t> S l p u l



' |>Jj >] i *'C* *1' J > T»'; T i'' I :* ’ O ’l

1 f* o, i pi . . I ; . 1 ** i « j t- ;!•*» •l at ?/. | is a  1  ;■o o ' l f  j*ii* ' *d

on  a r e p  ivale . coo-tnt i n : 1' tS iis. i-M i n  1 h a .'■.(•Ii.i t (•

p.-r.t.nr*a .. Co .  • i1 t i .' :•uU.li i; in * t:.. i  uco.. ' i;. tlaioM.int

(tt *t!0« 4 « * 1 1 t I o n : n l . > l •, - . , o :  :1 c * . ! 1 e i i • I'ed.-i • . !  j l n e :  < j y

K c r j u  t a l e e y  Co :  . i ion •

T l i i n  i n c r e  i a l s o  a s s e s r . * • d v... the d c p  i r ti n t .

3 .  1 neot;>:  Iro: . t  A c t i v i l  i o n  o t h e r  t h a n  P i p e l i n e  Y r a s i r . p o r t . t  i o n
a n d  P r o d u c t  ior:

Jneoc.e fro rt a c t i v i t i e s  o th e r than p ro d u ctio n  end p ip .;)  i is.*’ 
tra n sp o rt a t  ion  Jr. de te rm ined  under a fo rm u la  approach 
o f te r* :;ubt ra c t  i tig ov.L p ro d u c tio n  and p ip e l in e  t ra n s p o r t  a t  Ion 
in co r.e .

F i r s t  the* w o r l d  w i d e  b o n ! :  i n e o n c  o f  I  h o  c o r p o r a l  i o n  is:  
d e t e r m i n e d ,  f r :  • t h i n  amount  i r .  s u b t r a c t e d  t h e  i n co t t n  
d c t c r n i i  • r . o p a r a !  r ly  f o i  p r o d u c t i o n  n m l  p i j  l i n o  
I r a n : - ;  >r t a t  i o n  n c t i  v i  t i e r . .  Y i u ;  r e p a i n i n c j  n  t i : < > if* 
t h e n  a p p o r t i o n e d  l i n i n g  the* p r e s e n t .  u n i f o r m ,  f o r m u l a  o f  
p r o p e r t y ,  p a y r o l l  a n d  r . a l c r . .  Sine** p r o d u c t i o n  a n d  
p i p e l i n e  t r a n s p o r t  at i ns;  i n c o m e  a r e  d e t c m i r  • *.* n c p a r . i l  o l y  
t h a t  p o r t i o n  <*f p r o p e r l y ,  p a y r o l l  a n d  s a l e s  n U . r i b u i a b l i ?  
t o  I l ie: : ; '  a c t i v i t  I o s  i n  /. ln*.*ia <n s u b * i a c t e d  f i o n  Mu* 
nurrcr. it o ; s  a n d  i n . ‘ o r ’ : o'" I !;• u p p n r t  *'•?■: * : . l  f o r c a '  .
Uh . i t  i<*rr. . its: :  i n  tit f o r m  l a  i n  ju . 'd  t h e  e l .  r ' i t s  o f  
p r o p e r t y ,  p a y r o l l  e n d  r a l t  r S b : i ta b l < .  t o  o t h e r
a c t  i v i « i <* .
I n  a d d ;  t i o n  t l i e  p r e p  . e l  w o u l d  a d j u s t  t h e  «v ;*(>i I i n n i v n l  
fo rma  l a  t<» I a!.* account o? Ot ’J. »tcl i v i t  / .

i*nr.!aict it i:i* r ii.v i:.( i /.*:;> ie r . iM .w m :  o v u ijm c h t  

i n  it. ,  ;  | . 11 (• : C*o: i t t e c  P o b s t i t u t c ,  an n u a l
j , . ; • i ' •; ■ y  t < ••*/,(• ■ a n d  <•>:*•• 1 * •

I < . id--  ! < < • . .  i n  a d  i l  on, ! !« pi ;• •• • • * • ‘ ’ *lut • pi
l i n  a n  .n*»it; 1 ?.  v i e ; :  o '  l h *  t i ep - . M  t . I ' s  an* • at «.ot»o:is
l.y  the  l e f j i n l . a  i y  a u d ito r  w i t h  an anneal rep o rt to  the
It ’»;j I a I in <*•

; i • • I • # • • i • * • fi* »• * i

i f ' . . :  l l i . i t  I . 11 <1 1 •
•i , > < f .11 i • I I n ■' I •<!'

i ;  o : . \ h e •* .i •«• I • i f f
: , t  i :• t e  t a * i d.

i :]* • • . • •» ' • « » i i. d o a
h  i I p a t  ' o f  i
. j  - • :« *i l  t o  a r e ' t -
h  • ’ . r i • . • • d *. t ,»• u l  * .

. .  1 i : • i . i d
i * • i •' J . •» « • i r i  11 .
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S'litJilCT: TV 79 R e v enue Ir p a d  of Proposed 1 r.co-o Tax l.c-cji*vl«itIon

(CSIfB 322, CSSri lOii)

10: Tlie Hon o r a b l e  Joh n  Sacfo

rROM: Oiegg K. Lrichson

Director of Research

Yesterday, we provided Judy Crondahl of ycur stff a copy of a H*rch 31 
nworamJm to Senator Poland in •. hieh i:-j indicated the revenue o  p d e d  
to he raised hy the proposed oil and gas incroe tax legislation during
FY 7 9  would he approxir . toly * 2 2 7  rill ion. l.'e believe conditions th.it
have developed since this i... s r a t w a s  M  itten, specifically ti e 
erosion of the li st Coast oil price ar.i the increased pus* ihi 1 ily of it- 
collapse, requires revision of this csli Ue. I V 79 ivvcum* u* Jir this 
hill no./ appears more liluly to fall hsti.een 5199 million ,.i I i 
nillion, with Lht t ost lilely vulm in the neighhorhoi ! o' Slf'.f* t i 11 So:..

Of these r ni'-s, < 11 .*? r ill Son would S.t ra i s e d  hy ti e c^rp rale inco
tax on trans-Alasl:a pipeline Inct . Thit component is not subj 
i itli outer I, inly, since it is tied directly to figures v;’ ill* <1 hy the 
ci. p.uiie . the .'..Ives to the Federal !■ ry.* Ivtpilatnry I\ i.sion (i: C), 
and the tax itself is l<;.cd to these St. ission:.. lhe t.v revrun* n » 
pipeline im.c • could ! r» fated if Alisha's position hr-fon* 3!P o*>
pipeline tariffs were to he sustained, hut II Mild rt ill in • ;
than offsetting Increases In olhrr revenues (rust i. / r: tly, i . J,

I lie rc ll lu s r l i i . i « * f ig .u v . , I.:...... r ,  are : ith i »re uwc rt in . A ca l l  ;• •
(•I I hr Ml s I r . . .  St o i l  J . r l n  ( O l id  c  sci  iv .  Nly n  Jucv th- \ . *111«* d t
of lh. it in t i  • to as I* : /•*. a d o l l a r  p r  l a r r o l .  In t h i s  « v / n t ,  << . .ni
; n«M pay in n  • taxes . n th i r  p* . J:u I i»i i op - r . : t  *•: ns oi  M3
i i l l f o n .  l l  i s ,  lht* to ta l  it CC '• la*  ta l . ‘ ti**.!. r  t h i s  l e g i s l a t i o n ,

ili;J ti.* Cell./]».(• i f |ii IP st i*,t price, could !»'• .*s In./ ;l|fl
million. A graph sho.. if.<j tl.«* r. on* c-icsic.r. in tie * ! (o.i*. t j rii i*
11.ic.h mI.

I .S' dii not I '1 is /e that th i s  i s  U - f '*st 111 •* I y  outre*.*’ , Fat i*.
i*. I: ,»f»rtan* th.»t the p..* s i M I I f y  of •* ••v st (» ’ *.t price t<*ll»*ps«* t *•



linn, John Socl e! t May 3 1 ,  1973

cor.. i . Ite have discur.M ' these csli a ter. t;ilh V., C: ■ ■ ••
of Revenue John Passenger, and under*;t nd that he has arrived intend nil 
at essentially tl • • esth atcs of fY 79 revenue under these hi is.

GKf.: j n  
A t t o c l r  cn t
c c :  The H on o ra b le  Chancy C r o f t  

John Messenger



P R U D H O E  B A Y  A N A L Y S I S

C U M U L A T IV E  P E R C E N T  PRODUCTION V S  W ELLH EA D  PR 
I C O . C O  -

0 0 . 0 0  -

8 0 . 0 0  -

7 0 . 0 0  -

6 0 . 0 0  -

5 0 . 0 0  -

4 0 . 0 0  -

S O . C O  -  

H O . 0 0  -

R O Y A L T Y  W E L L H E A D  P R I C E  
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m cj: o n a r: u u i:

SU3JFCT: Impact of CS for CS1:!'. 3?? (R.ssji ;es)

10: The* Honorable* \y j PohnJ, Chain/c: in
Son.i t e  R e s o u rc e s  Cs • i ’ t e *

.  n

ri:o:;; Richard G. ihs^rM
Research Analyst I'-*'

This r.i*tr.or,ii:;!u;i is in res; tr.se to your request that u.-* prepare an an.il 
ysis of the relative re. j:: ir.-.ils of CS for CSJi.t X/7 (Resources) on 
the Prudhoe Day producers, :• • State of A1 th* federal g o v e m -
i -it. Unless o t h e r w i s e  n o t <  I ,  csti ■ conti if : if .  tl is i 
ore based on figures contained in the.* /*l!«ur Andvrsen h Cn. report of 
January, lO/i:, entitled, ’ in ads *• I y I Id : lran.-/\l • ■!.•» Pip.-lin* 
System: Co:p sr.* live StU' I-.«rd.n St.i-Jy".

laiile I att-icl J si.i.. t;. 'a*-;1 divisi. of Piu'R:,,* P. : y  and j*;;* • 1 ii i*
irne- • (after deduct ica of t/j.-r* J ,• - -j t». • p» ei ., ti, • sut** an
the fetter* I goven • • . ■ the - is Ling stale i: Lax I. ; on
under Hi'** proposed bill. figures in T.Me 1 are fur th* period IS//. 
VO')\. li.e Sa* • infer. *.»i\ i*. j r< .eiil*. ’ graphical ly in Inert i attach

lahle II she..", tie* itl, li.v i- *.! of ■* pis.pav d hill only in t*-r.... i 
producer reveiu .■*•., a*. I s: ’ fttVi I in v • I., es. Glli'r state
revenues fn Prudhot i pip. 1 i m * on* e>.c Iml '. Ayain, t *. i1.1Serial is preSCnte ' yi,; .ically in C* . ri ]|,
l.<* e«.ti;.:l<- I b t  -df.pti , * f f* * * ci in II • inco • t.v;
I. M»1d *;••). •» ’ , . . J . j|! -i ii. ti. * m  .> ' i of i i J' /..
f l i p  h t  l  f.7.1: i i l l i e i .  i V  ; #* J I /  t l  I r t .  i t o f  I: . » r* u n d  r
t ti i r t it t 1„„) .nJ . * J, ,.(i !ir.*>. in JV }•</• (itj. f n  i . ;f
S i V r . i l h o n  c . t l i  a > :>y *.* . t • -,.* ,, | v  | » . / : * ) .

RWI rd l i
/ t r - t  (s)
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Pre-Tax f.'*t State Irz '-/• Tax I’cdcr-! 1 fr.'c - lax Jol-il * 1,

Ctiric:i! State
lncc io T.1.V.1 $3/,?9i.OOO $1 ,*>39,000 $1/,!(*.?,COO S13./01 ,0110

l.fKctive P.ato
on Pro-Tax I*’A *•(> • 00.1'.

Inco- • Tax 
Ur.:I?r Projnsod
SelsMitutc* $3/,?9'*,0G0 $3/..C,j,000 $]6,?1?,CC3 $ 19, '/’/•) ,0(10

effective Pale
on Pro T a x  I!A 9 .  A! I A.'. O' 0 ? / J . .

l.'oL C O . i *  i n  .
Utility3 f.'A <$1/6/,090 (SW.C V)) <$l,n?3,000

Hot C.i.ttfij'? in Pole* IIA <0.3:’. (?. 6 ) il.(#

1A!;! i 11

1 j«M . • . .? jncosne and cvt ii.iatcd *.» ii.'c • (.«" • fn P» •< '• • •' • • tivnr.-Ala;.# .
Pi ; i ■ • • , . ( . .it <• i 11 ten ( r * * •• / ' « Co, i , I < / i
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.May U, 1973

' Iho l . o n o r a b l a  K a y  T o l a n u  
C  v i i m n
S o n a t a  P . os o u r c e a  C o n t n i L t e o  
A l a - a ka  r . t a t o  L e g i s l a t u r e  
J u n e a u ,  AK  9 9 3 0 1
U j a r  C a n a t o r  P o l a n d :

I n  h i s  t e s t i m o n y  o n  A p r i l  2 0 ,  1 9 7 0 ,  M i l t o n  J . i p t o n  n o t e d  
t h r o e  p o i n t s  o f  n  t e c h n i c a l  n a t u r o  w h i c h  l i e  f e l t  s h o u l d  he 
a d d r e s s e d  b y  t h e  c o n r a i t t c e .  I  h a v e  t a l k e d  t o  C r e g g  i r i c k s o n  
. - . b o a t  t h e s e  t h r e e  i t c u u i  a n » l  b e l i e v e  t h a t  t h e r e  i n  e i t h e r  ; n  
e x p l a n a t i o n  o f  t h e  a p f c c i f l c  l a n g u a g e  i n  t h e  d r a f t  n r  a  
s u g m t s t i o n  o f  s p e c i f i c  l a n g u a g e  t o  t h e  d r a f t ,  t o  c l a a r  i n  
t h e  p o i n t s  r a i a u d  b y  M r .  L i p  t o n .  I  w i l l  c i s c u a . ;  e a c h  p o i n t  
i »  o r d e r  t h a t  i t  w a s  r u n b l o n e d .

1 .  P a g e  3 ,  l i n e  3

C . i  t h i s  p o i n t ,  . M r .  J . i p t o n  r a i n e d  t h e  c o n c e r n  t h a t  a  
t i r i f f  p r o p e r l y  c n  f i l e  w i t h  a  r e g u l a t o r y  a e o n c y  n i o h t  
b a  u l t i m a t e l y  o v e r t u r n e d  b y  t h a t  a g e n c y  o r  t h e  c o u r t s  
w i t h  a p p r o p r i a t e  r e f u n d s  o r d e r e d .  I n  t h i n  s i t u a t i o n ,  
h a  f u l t  t h a t  w o  s h o u l d  a s s u r e  o u r s o l v s a  t h a t  t h e  
i n c o c o  t a x  f o r  a n y  p r i o r  p e r i o d : )  w o u l d  1>» r c c o r . p u t c d  
b a s e d  u p o n  t h e  r .  :w  t a r i f f ,  t h a t  w a s  o u r  i n t e n t  a n d  v»> 
b o l i o v o  t h a t  t h e  M a t t e r  c a n  b o  c l a r i f i e d  w i t h  f c h o  
a d d i t i o n  o f  f c l w  f o l l o w i n g  a d d i t i o n a l  V i n g U i i g n  a t  l i n e  f» 
o n  p a u i j  3  o f  t h e  o r o p o n c d  c o n s i i t t e u  s u b s t i t u t e :

V  :» t a r i f f  o r o ^ a r l y  on  f i l e  w i t ! )  a  r  : « :u l . ’. ’- o r y  a o g n c y  
j i  nub r io cuun h l y  i , ' . i :  o y . » r t u n .  n l  v u c ron  t i v » » l y ,
t ‘ u « n  * a no:» iL> 1 cT~cr>~ c .Y  \ r ' * r  ,7.7 . )  o r »; a v t o i . .oh* 11 J_ t_  
i o r  t h a t  ivV r { o i r T n I n » r ‘ t 1 ; 7 / )  y  7>atV> ^Ti77d~ t a r  Cc i .

5 a y  a  j ,  l l n a  * i ,  ( c ) ( 1 )

On L h * : .  p o i n t ,  M r .  J . i p t o n  f e l t :  t h a t  t h i s  d e d u c t i o n  ' o :  
r o y a l t y  p a i d  wan t o o  n a r r t v /  n i n e *  i t  i n c l u d e d  o n l y  
r o y a l t i e s  p * i d  t o  t h e  L a  o r  t h e  U n i t e d  ^ t a f c o i .  t*o 
n y r o e .  O u r  i n t e n t  w as  t o  i n s u r n  t h a t  a com pany w o u ld

I



ftm a to r  Poland 2 H a y  U ,  1 0 7 3

o n l y  1 m  t a x e d  u p o n  i t s  i n t e r c u t  i n  t h e  o i l  e n d  g a s .  
A c c o r d i n g l y  w e  w o u l d  p r o p o s e  t h e  f o l l o w i n g  a u i e r i d r e n t  a t  
l i n o  0  o n  p a g e  3  o f  t h e  p r o p o n e d  c o m m i t t e e  s u b s t i t u t e * :

( 1 )  r o y a l t i e s  p a i d  i n  k i n d  o r  i n  v a l u e .  [ T O  T H E  S T A T E  
O R  T E E  U N I T E D  S T A T E S . ]

P a g o  3 ,  l i n o  1 3 ,  ( c ) ( 4 )

O n  t h i n  t e c h n i c a l  p o i n t ,  H r .  L l o t o n  r a i n e d  t h e  c o n c e r n  
t h a t  t h i s  p a r t i c u l a r  d e d u c t i o n  f o r  o p e r a t i n g  e x p e n s e s  
s h o u l d  f i t  w i t h  t h e  d e f i n i t i o n  o f  g r o s s  v a l u e  s o  a s  t o  
a s s u r e  t h a t  t h e r e  i 3  n o t  a  d o u b l e  d e d u c t i o n  o f  t h e s e  
p a r t i c u l a r  e x p e n s e s  o f  p r o d u c i n g ,  g a t h e r i n g ,  p r e p a r i n g  
t h e  o i l  o r  g a s  f o r  p i p e l i n e  t r a n s p o r t a t i o n ,  i / e  h a v e  
r e c h e c k o d  t h e  i n t e r r e l a t i o n s h i p  o f  t h e  d e f i n i t i o n  o f  
g r o s n  v a l u e  a n d  t h i s  d e d u c t i o n  a n d  b e l i e v e  t h a t  t h e y  d o  
f i t  t o g e t h e r  w i t h o u t  o v e r l a p  t o  a s s u r e  n o  d o u b l e  d e d u c t i o n .

M a  h a v e  t i e d  o u r  d e f i n i t i o n  o f  g r o s s  v a l u u  t o  t h e  
d e f i n i t i o n  o f  " g r o s s  v a l u e  a t  t h e  p o i n t  o f  p r o d u c t i o n "  
i n  t h e  p r o d u c t i o n  t a x  s t a t u t e .  T h a t  d e f i n i t i o n  c o n t a i n e d  
i n  A S  4 3 . 5 5 . 1 4 0 ( 1 2 )  p r o v i d o a  e s s e n t i a l l y  c h a t  t h e  v a l u e  
a t  t h e  p o i n t  o f  p r o d u c t i o n  J n  t h e  v a l u e  a t  t h e  p o i n t  
w h e r e  t h e  o i l  o r  g a s  i s  m e t e r e d  o r  m e a s u r e d  i n  a  c o n d i t i o n  
o f  p i p e l i n e  q u a l i t y .  r, h i s  m e a n s  t h a t  t h e  o i l  o r  g a s  i s  
v a l u e d  w i t h o u t  d e d u c t i o n  f o r  t h e  c o s t s  c C  p r o d u c t i o n  
i n c l u d i n g  t h e  c o s t s  o f  g a t h e r i n g ,  c o n d i t i o n i n g  a n d  
t r e a t i n g  p r i o r  t o  p i p e l i n e  t r a n s p o r t a t i o n ,  ’ ‘ o r  e x a m p l e ,  
f o r  P r u d h o e  D a y  o i l  p r o d u c t i o n  t h e  o i l  i s  v a l u e d  u n d e r  
t h i s  d e f i n i t i o n  a t  t h e  p o i n t  w h e r o  i t  i s  l a e t e r e d  i n t o  
t h e  t r a n s  A l a s k a  P i p e l i n e  ( l ’ u o p  S a t i e n  d o .  1 )  a n d  n o  
d e d u c t i o n s  u p s t r e a m  f r c n  t h a t  p o i n t  a r u  a l l o w e d .  I n  
( c )  ( • # )  t h e  c o m p a n i e s  a r e  t h e n  a l l o w e d  t o  t a k e  t h e i r  

d i r e c t  u p a t r o a m  o p e r a t i n g  c o s t s  a s  d e d u c t i o n s  f r c m  t h e  
g r o s s  v a l u e  i n  a r r i v i n g  n t  r e t  i n c o m e ,  f i n e s  g r o s s  
v a l u e  i s  d . i t o r w i n u n  w i t h o u t  d e d u c t i n g  t h e s e  o ; — r  i t l n g  
e x p e n s e s  u n d e r  t h e  d e f i n i t i o n  i n  t h e  p r o d u c t i o n  t a x  
s t a t u t e ,  t h e r e  i n  n o  d o u b l e  d e d u c t i o n  o f  ; V » s * *  i t e n s .  
' i h e r o f o r e  w o  b e l i e v e  t h e  d e f i n i t i o n  o f  g r o s s  v i l u e  a n d  
d e d u c t i o n  f o r  o p e r a t i n g  e x p e n s e s  l i t  t o g e t h e r .



a v o i d a n c e  p r o b l e m s  w h i c h  w o  h a v e  p o i n t e d  o u t  i n  l a s t  y e a r * a  
C o  1JU 3 2 2  a r e  e l i m i n a t e d ,  s i n c e  t h e  d e p a r t m e n t  i t s e l f  w o u l d  
b o  d i r e c t l y  a s s e s s i n g  t h e  i n c o m e  a n d  t a x .  ’. h i s  w o u l d  b o  
s i m i l a r  t o  t h e  w a y  t h e  p r o p e r t y  t a x  i n  n o w  a d m i n i s t e r e d  a n d  
i n  o u r  v i e w  i 3  e s s e n t i a l  t o  a d m i n i s t e r  a  s e p a r a t e  a c c o u n t i n g  
a p p r o a c h  t o  i n c o n e  t a x a t i o n .

H r .  L i p t o n  a l s o  r a i s e d  c e r t a i n  p o l i c y  c o n s i d e r a t i o n s  f o r  t h e  
c o j u n i t t e e  o n  t h e  p r o p o s e d  c o c n l t t e e  s u b s t i t u t e  f o r  l i U  3 2 2 .  
T h o s e  i t e m s  i n c l u d e d  ( 1 )  t h e  u s e  o f  " b o o k  i n c o m e "  i n s t e a d  o f  
" f e d e r a l  t a x a b l e  i n c o m e "  a s  a  d e f i n i t i o n  o f  n e t  i n c o m e  f r o ? *  
a c t i v i t i e s  o t h e r  t h a n  o i l  a n d  g a s  p r o d u c t i o n  a n d  p i p e l i n e  
t r a n s p o r t a t i o n ,  a n d  ( 2 )  t h e  u s e  o f  t h e  O C S  a p p o r t i o n m e n t  
f a c t o r s  f o r  a p p o r t i o n i n g  i n c o m e  f r o m  a c t i v i t i e s  o t h e r  t h a n  
o i l  a n d  g a s  p r o d u c t i o n  a n d  p i p e l i n e  t r a n s p o r t a t i o n ./'3 y o u  k n o w ,  t h e s e  a r e  i t e m s  w h i c h  w e r e  c o n t a i n e d  i n  o u r  
o r i g i n a l  f r a n c h i s e  t a x  a p p r o a c h ,  a n d  w e  b e l i e v e  t h a t  t h e y  
w o u l d  e n h a n c e  a  n e w  c o r p o r a t e  i n c o m e  t a x  f o r  t h e  o i l  a n d  g a s  
i n d u s t r y .

S i n c e r e l y ,

c c :  G r e g g  L r i c k s o n

J o h n  R .  M e s s e n g e r  
D e p u t y  C o m m i s s i o n e r
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F o r  a n  A c t  e n t i t l e d :  " A n  A c t  e s t a b l i s h i n g  a n  o i l  a n d  g a s  c o r p o r a t e  i n c o m e

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

B E  I T  ENACTED  BY  11IK L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A :

*  S e c t i o n  1 .  L E G I S L A T I V E  F I N D I N G S  AND I N T E N T .  T h e  l e g i s l a t u r e  f i n d s  a n d  

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

" U n i f o r m  D i v i s i o n  o f  I n c o m e  f o r  T a x  P u r p o s e s "  f o r m u l a  e m b o d i e d  i n  t h e  M u l t i ­

s t a t e  T a x  C o m p a c t  ( A S  A 3 . 1 0 )  a n d  AS  4 3 . 2 0 . 0 6 %  d o e s  n o t  f a i r l y  r e p r e s e n t  t h e  

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

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

n a t u r a l  g a s  i n  A l a s k a .  T h e  l e g i s l a t u r e  t h e r e f o r e  i n t e n d s  t h a t ,  i n  a c c o r d a n c e  

w i t h  t h e  p r o v i s i o n s  o l  a r t .  1 8  o f  t h e  M n l i i s t a t e  T a x  C o m p a c t  ( A S  A 3 . 1 0 ) ,  t h e  

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

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

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

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

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

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

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

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

• S e e .  2 .  A S  A l l .  2 0 . 0 1 1 (« ) i s  a m e n d e d  t o  r e a d :

( e )  I h i  t « i s  i m p o s * d  f o i  e a c h  taxable* year  u p o n  t h e  e n t i r e  t a x a b l e
i in  it •* o f  e v e r y  c o r p o r a t i o n  <l« -1 iv**d l i o n  so l i  i c e s  w i t h i n  t i n  s t a t e  a l a x
c o n s i s t i n g  o f  a n or . Mi l  t i x  ocp i a l  t o  S . A  p e r  c e n t  o f  t a x a b l e  i n c o i t m ,  a n d

a * m  t a x  w h i i l i  i s  « p i i l  t o  A . O  p e l  c e n t  o f  t a x a b l e  i n c o m e .  F o r  p u r p o s e s
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o f  t h i s  c h a p t e r  t h e  s u r t a x  e x e m p t  i o n  f o r  a  t a x a b l e  y e a r  f o l l o w s  s e e s .

1 >(>1 a n d  1 *>03 o f  t h e  I n t e r n a l  R e v e n u e  C o d e .  T h e  t a x  o f  a  c o r p o r a t i o n  

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

s h a l l  b e  d e t e r m i n e d  a n d  p a i d  i n  a c c o r d a n t -  w i t h  c h .  2 1  o f  t h i n  t i t l e .

* S e e .  3 .  AS A 3  i n  a m e n d e d  b y  a d d i n g  a  n e w  c h a p t e r  t o  r e a d :

C HA PT ER  2 1 .  O i l .  AND CAS  CORPORATE  

INCOME T A X .

S e e .  A 1 . 2 1 . 0 1 0 .  A P P L I C A T I O N . T h i s  c h a p t e r  a p p l i e %  t o  e v e r y  c o r *  

p o r a t  I o n  d o i n g  b u s i n e s s  i n  t h e  M a t e  w h i c h  d e r i v e s  I n c o m e  ( t o n  t h e  
p r o d u c t i o n  o f  o i l  o r  g a n  I r«>oi *  l e a s e  o r  p r o p r r t y  i n  o r  d i r e c t l y  a n n o *  

e l a t e d  w i t h  t h e  s t a t e ,  o r  f r o m  t h e  p i p e l i n e  I r a n n p o r t a l  I o n  o f  o i l  o r  ga*.  

i n  t h e  M a t e . T h e  t a x  c a l c u l a t e d  u n d e i  t h i n  c h a p t e r  i n  n r , m u r e d  l *y  t h e  
t o t a l  t a x a b l e  i n c o m e  o f  t h e  c o r p o r a ;  ( o n  a n  d e f i n e d  i n  s e e n .  2 0  • AO o f  

t h i n  c h a p t e r  a n d  i n  d e t e r m i n e d  a t  t h e  r u l e s  c n t a h l i n h c d  u n d e r  AS  A T . 2 0 . .  
0 1 1 ( c ) .

S e e .  AT 2 1 . 0 2 0 .  D U I K M I N A t  I ON o f  TAXABLE  INCOME I ROM O I L  AND CA S  

P R O D I C T I O S .  ( a )  T h e  t a x a b l e  i n * » « » r  «»( a  c o r p o r a l  ( o n  ( n * «  t h e  p r o d o c *  

t i o n  o f  o i l  a n d  gar.  f r - a .  .» I c a n e  o r  p r o p r r t y  i n  t h e  M a t e  s h a l l  b e  t h e  

c o r p o r a l  i o n  * n n e t  in< a n  c a l c u l a t e d  b y  ; it* d e p a r t m e n t  i n  a c c o r d a n c e  
w i t h  t h i n  s e c t i o n .

( b )  C r o n n  inro:t« i>i a c o r p o r a l  i o n  l t«« «*il a n d  g«s p r m l u i t  i>m 
n h a l l  b e  ti.«- grove.  v a l o r  at t h e  fw. lnt i d  p rt dt i i  I k<<ft *»t o i l  Or ga-i  pro* 
d u c c d  f r o o  a l e a s e  o r  p r o p e r t y  i n  t he  - > u t r ,  T hr  dr  par ttwnt M  at I by  
r e g u l a t i o n  d e t n o i n r  a u n i f o r m  Or  I h o d  o f  cut  a h )  i n h i n g  the  g r a n n  V a l u e  at 
: t.e p o i n t  o f  p r o d u c t i o n .  i n  m a k i n g  i ( & drt  r r o i f ta l  i o n  t h e  d e p a r t m e n t  na> 
use  I h r  a c t u a l  p r i c e s  or v a l u e s  r e c e i v e d  for t he  O i l  r.r g a s .  t he  p o o l e d  
pt i «rf t  for t h r  o i l  or g as  i n  I hr aa«.e f i e l d ,  O f  tlto p r e v a i l i n g  p |  i c e  h Of 
v a l u e *  O f  o i l  O f  gat.  i n  ( h e  «.anr f i r l d  I n  a d d i t i o n ,  i n  i t» d e t r r n i n a *
I »«»n o f  g l o v t  V a l u e  a l  t |<r  p i | | t |  o f  p r o d t l t  I l«»ti i d  O i l  o f  g a &  p l o d u  r d
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f r o m  a  l c . i r . e  o r  p r o p e r t y ,  t h e  d e p a r t m e n t  s h a l l  d e t e r m i n e  t h e  r e a s o n a b l e  

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

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

e n  f i l e  w i t h  t h e  A l a s k a  P i p e l i n e  C o m m i s s i o n  o r  o t h e r  r e g u l a t o r y  A g e n c y  

s h a l l  b e  c o n s i d e r e d  p r i a a  f . i c i c  r c d s o n a b l c j ^  s

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

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

( 1 )  r o y a l t i e s  p a i d  i n  k i n d  o r  i n  v a l u e *  i<» a. i  i iL m< h i tire 
w—  i mi i r ■ i —  ;

( 2 )  t a x e s  i m p o s e d  u n d e r  AS  A 3 . ! * b  a n d  AS  A 3 . ' » /  w h i c h  a r e

a c t u a l l y  |»-» i b y  t h e  c o r p o r a l  i o n  o n  t h e  p r o d u c t i o n  I r o n  rt l e a s e  c»r

p r o p e r t y  i n  t h r  s t a t e ;

O )  t a x e s  i m p o s e d  u n d e i  AS  A 3 . Ob  a n d  AS  7 9 . S 3  w h i c h  a r e

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

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

p r o p e l  l y  i n  | » e  lu* i c m ,  g a t h e r i n g ,  t r e a t m e n t  o r  p r r p a r a t  i o n  o f  t h r

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

p a y » r | | t » .  u r n -  d u r  a n d  p a y a b l e  o n l y  a f t e r  t h e  d a t e  o f  c o m m e r c i a l  p r o d u c ­

t i o n  f r o m  t h e  I r  i e , r  o i  p r o p e r l y  w i t h  w h i t  I , i h r  p r o p e r t y  w a s  a s r . o c i a l r d ;

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

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

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

1 1 a f > s |HJ t  t a t  i o n , t*ut n e t  o f  a n y  p a y m e n t s  r e c e i v e *  f o r  t h o s e  a c t i v i t i e s  

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

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

o t h e r  r e a s o n a b l e  f t r t h s ' h  a.> t h r  d e p a r t m e n t  m a y  b y  r e g u l a t i o n  e s t a b l i s h )  

o n  p r o p e r t y  u - .o i d a r r t i l y  i n  i b r  p r o d u c t i o n ,  g a t h e r i n g ,  t r e a t m e n t  <,( 

p t e p a r a t  l«>n «*t t h r  « j |  <»* g a s  f * * r  p i p e l i n e  t r a n s p o r  t a t  <«»n i n v  l a d i n g  

i n u i f t  l l 4 l  i o n  o f  i a p | | a ' i ^ r i |  i n t e r *  t (  f « , r  i n v e s t m e n t  n m  t h i s  p r o p e r t y  a t



WORK DRAFT TAPER WORK DRAFT PAPER WORK DRAFT PAPER

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

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

( 6 )  t h e  a m o r t i z a t  i o n  o f  l e a s e  a c q u i s i t i o n  p a y m e n t s  a n d  t a x e s  

p a i d  u n d e r  AS  A 3 . 5 6  a n d  AS 2 9 . 5 3  ( i n c l u d i n g  c a p i t a l i z e d  i n t e r e s t  o n  

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

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

b e i n g  u s e d ;

( 7 )  i n t e r e s t  e x p e n s e  n o t  c a p i t a l i z e d  o f  t h e  c o r p o r a t i o n ,  t o  

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

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

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

t r a n s a c t i o n s  w i t h i n  t h *  c o n s o l i d a t e d  b u s i n e s s )  b y  a  f r a c t i o n ,  t h e  n u m e r ­

a t o r  o f  w h w h  i s  t h e  v a l u e  o f  t h e  c o i p o r . i t  i o n ' s  r e a l  a n d  t a n g i b l e  p e r ­

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

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

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

( 8 )  e x p e n s e s  i n c u r r e d  l»y t h e  c o r p o r a t i o n  a f t e r  D e c e m b e r  3 1 ,  

1 9 / 7  o f  u n s u c c e s s f u l  e x p l o r a t i o n  o i  o t !  o r  g a s  i n  t h e  s t a t e  i n c l u d i n g  

t h e  a c q u i s i t i o n  c o s t s  o f  a b a n d o t o  «! p r o p e r t i e s ,  d r y  h o l e  c o s t s  an t !  t h e
I

i ' f S t s  o f  g e o l o g i c  a n d  g e o p h y s i c a l  e x p l o r a t i o n  r e l a t e d  t o  t h o s e  a b a n d o n e e  

p r o p e r  t i e s ;

( 9 )  g e n e r a l  o v e r h e a d  o r  a d o i n l * t  * a t  i v e  c x p e n s *  i n c u r r e d  l»y

t h e  t o r p o r  a t  i o n  a t t r i b u t a b l e  t o  t h e  p r o d u c t i o n  o (  ( o i l  o«  g a s  f r<»»  a  

I f d i e  <| |  p r o p e r t y  i n  l h «  s t a t e  t o  t h e  e x t e n t  t h a t  i t  d o e « n o t  e x c e e d  t h e

l e s s e r  o f :

( A )  t hat  p o r t i o n  o i  th»- t o t a l  g e n e r a l  o v e r h e a d  «»r ad mi n*  
j M  fa t  i V e  e x p e n s r  H a u l  t e d  by t li*- c o n s o l i d a t e d  b u s i n e s s  o f  w h i c h  
the  c o r p o r a t i o n  i n  .» p a r t ,  d e t e r m i n e d  by mu l  t i p l y  i n g  t he  t o t a l  
g r n n  a i  o v r r h r a d  «.t a d m m i s t  r a l  i v e  r x p e n s r  | ,y a  I t a e l  t o n .  t h e
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n u m e r a t o r  o f  w h i c h  i s  t h e  v a l u e  o f  t h e  c o r p o r a t i o n ' s  r e a l  and 

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

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

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

t h e  c o n s o l i d a t e d  b u s i n e s s ,  ot

( * i )  t h e  sum o f  SO. 12 f o r  e a c h  b a r r e l  o f  o i l  and $ 0 . 0 2  

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

p e r t y  i n  t h e  s t a t e .

( d )  D e d u c t i o n s  f rom g r o s s  income u n d e r  t h i n  s e e » io n  s h a l l  n o t  

i n c l u d e  e x p e n s e s  p r e v i o u s l y  d e d u c t e d  on a r e t u r n  f i l e d  u n d e r  AS A 3 . 2 0 .

( c )  Where  a c o r p o r a t i o n  s u b j e c t  to  t h i s  c h a p t e r  s h a r e s  t h e  p r o ­

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

w o r k i n g  i n t e r e s t ,  r o y a l t y  i n t e r e s t ,  o v e r r i d i n g  r o y a l t y  i n t e r e s t ,  p r o ­

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

t h e  d e p a r tm e n t  s h a l l  a l l o c a t e  th e  d e d u c t i o n s  f rom  g r o * s  income b e tw e e n  

t h e  c o r p o r a t i o n  and the  p e r s o n s  w i t h  whom i t  ban s u c h  an a g re e m e n t  in  

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

S e c .  A 3 . 2 1 . 0 3 0 .  DETERMINATION' OF INCOME FROM O i l .  AND CAS I ' l l 'K I . lN F .  

TRANSPORTATION. ( a )  E x c e p t  a s  p r o v i d e d  i n  ( r )  o f  t h i s  s e c t i o n ,  t a x a b l e  

income a t t r i b u t a b l e  t o  t h r  t r a n s p o r t a t i o n  o f  o i ) i n  a  p i p e l i n e  e ngaged  

i n  i n t e r s t a t e  commerce i n  A l a s k a  s h a l l  be d e t e r m i n e d  by  t h e  d e p a r tm e n t  

and s h a l l  be t h e  amount r e p o r t e d  o r  t h a t  w o u ld  be r e q u i r e d  t o  he r e ­

p o r t e d  t o  th e  F e d e r a l  E n e r g y  R e g u l a t o r y  C o m m is s io n  o r  i t s  s u c c e s s o r s  a s  

net  o p e r a t i n g  in c o m e ,  l e s s  t h o s e  p o r t i o n s  o f  i n t e r e s t  and g e n e r a l  a d m in ­

i s t r a t i v e  e x p e n s e  a t t r i b u t a h l e  t o  th e  p i p e l i n e  t r a n s p o r t a t i o n  o f  o i l  i n  

t h r  s t a t e ,  e x c e p t  t h a t  t a x a b l e  income s h a l l  a l s o  i n c l u d e  t a x e s  on ot 

m e a s u r e d  by in c o m e .  The d e p a r tm e n t  s h a l l  e s t a b l i s h  r e g u l a t i o n s  g o v e r n ­

i n g  t I k  d* t e r m i n a l  io n  o i  m t ' - o - ^ t  ami g e n e r a l  adm in  1s t  r a t  i v e  e x p e n s e  

at 5 t i I,wt ah!« t o  p i p e l i n e  t r a n s p o r t a t i o n  o f  o i l  i n  t h e  state.
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( b )  E x c e p t  a s  p r o v i d e d  i n  ( c )  o f  t h i s  s e c t i o n ,  t a x a b l e  incom e 

a t t r i b u t a b l e  t o  th e  t r a n s p o r t a t i o n  o f  n a t u r a l  g a s  i n  a p i p e l i n e  e ngaged  

in  i n t e r s t a t e  commerce i n  A l a s k a  ‘. h a l l  be d e t e r m i n e d  by  t h e  d e p a r t m e n t  

and s h a l l  be t h e  amount r e p o r t e d  o r  t h a t  w o u ld  be r e q u i r e d  t o  be r e ­

p o r t e d  t o  t h e  F e d e r a l  E n e r g y  R e g u l a t o r y  A d m i n i s t r a t i o n  a s  n e t  o p e r a t i n g  

income l e s s  t h a t  p o r t i o n  o f  i n t e r e s t  and g e n e r a l  a d m i n i s t r a t i v e  e x p e n s e  

a t t r i b u t a b l e  to  p i p e l i n e  t r a n s p o r t a t i o n  i n  t h e  s t a t e ,  e x c e p t  t h a t  t h e  

t a x a b l e  income s h a l l  a l s o  i n c l u d e  t a x e s  on o r  m e a s u r e d  b y  in c o m e .  T h e  

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

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

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

( c )  T a x a b l e  income a t t r i b u t a b l e  to  t h e  t r a n s p o r t a t i o n  o f  o i l  o r  

n a t u r a l  g a s  i n  A l a s k a  o l  a n y  c o r p o r a t i o n  not u n d e r  t h e  F e d e r a l  E n e rg y  

R e g u l a t o r y  C o m m is s io n  j u r i s d i c t i o n ,  o r  o f  a c o r p o r a t i o n  u n d e r  t h e  j u r i s ­

d i c t i o n  o f  th e  F e d e r a l  E n e r g y  R e g u l a t o r y  C o m m is s io n  b u t  not  r e p o r t i n g  

th e  o p e r a t i o n  o f  p i p e l i n e s  i n  A l a s k a  s e p a r a t e l y  f rom  t h e  o p e r a t i o n  o f  

p i p e l i n e s  e l s e w h e r e ,  s h a l l  be d e t e r m i n e d  by  t h r  d e p a r t m e n t  and s h a l l  he 

b a s e d  upon an amount e q u a l  to  t h a t  w h i c h  w o u ld  h a v e  b e e n  r e p o r t e d  t o  t h e  

F e d e r a l  E n e r g y  R e g u l a t o r y  C o m m is s io n  u n d e r  ( a )  o f  t h i s  s e c t i o n  i n  t h e  

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

p i p e l i a e f t ,  had t h e  c o r p o r a t i o n  b e e n ,  i n  f a c t ,  u n d e r  F e d e r a l  E n e rg y  

H r g u l / t o r y  C o m m is s io n  j u r i s d i c t i o n  f o r  th e  t a x a b l e  y e a r  and r e q u i r e d  t o  

r « p o r t  on th e  o p e r a t i o n  o f  A l a s k a  p i p e l i n e s  s e p a r a t e l y  f ro m  t h e  o p e r a ­

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

S e c .  A 3 . 2 1 . 0 4 0 .  D E T E R M I N A T I O N  O f  I N C O M E  F R O M  A C T I V I T I E S  O T H E R  T H A N  

O i l ,  A N D  C .A S  P R O D U C T I O N  O R  F I  R E F I N E  T R A N S P O R T A T I O N ,  ( a )  T a x a b l e  income 

o |  ,i c o r p o r a t i o n  s u b j e c t  t«» t h i s  c h a p t e r  f rom a c t i v i t i e s  i n  t h i s  s t a t e  

o t h e r  t h a n  th e  p r o d u c t i o n  « l  o i l  o r  gu*. f rom a l r a s e  o r  p r o p e r t y  i n  t h e  

t . t a t t  o r  tl»e p i p e l i n e  t ra i tSpu t  I a t  io n  o f  o i l  o r  g a s  i n  t h e  s t a t e  s h a l l  he

• 6*
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d e t e r m i n e d  i n  a c c o r d a n c e  w i t h  t h e  method e s t a b l i s h e d  i n  a r t .  IV  o f  AS 

A 3 . 1 9 . 0 1 0  and i n  AS A 3 . 2 0 . 0 7 1 ,  a s  m o d i f i e d  by ( b )  - ( c )  o f  t h i s  s e c t i o n .

( b )  I he t o t a l  t a x a b l e  income o f  t h e  c o n s o l i d a t e d  b u s i n e s s  s h a l l  be 

t h e  n e t  income d e t e r m i n e d  and c e r t i f i e d  by an i n d e p e n d e n t  c e r t i f i e d  

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

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

t o  a n y  t a x e s  on o r  m e a s u r e d  by n e t  i n c o m e ) ,  l e s s  t h e  t a x a b l e  incom e o f  

t h e  c o r p o r a t i o n  a s  d e t e r m i n e d  u n d e r  s e c s .  20 and 30 o f  t h i s  c h a p t e r .

( c )  The  n u m e r a t o r  and d e n o m i n a t o r  o f  t h e  p r o p e r l y  f a c t o r ,  o f  t h e  

p a y r o l l  f a c t o r  and o f  t h e  s a l e s  f a c t o r  s h a l l  be c a l c u l a t e d  w i t h o u t  

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

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

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

( d )  C o m p e n s a t io n  e a r n e d  by e m p lo y e e s  o f  t h e  c o n s o l i d a t e d  b u s i n e s s  

who a r e  em p lo yed  i n  th e  U n i t e d  S t a l e s  but  not  i n  any  s t a t e  s h a l l  be 

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

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

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

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

S t a t e s  hut not in  a n y  s t a t e  s h a l l  be i n c l u d e d  i n  t h e  n u m e r a t o r  o f  th e  

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

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

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

S e c .  A 3 . 2 1 . 0 0 0 .  ASSESSM ENT OF INCOME AND T A X .  ( a )  T h e  d e p a r t m e n t  

s h a l l  anse*»*> t a x a b l e  income and th e  amount o f  l u x  p a y a b l e  on t h a t  t a x ­

a b l e  in c o m e .

( b )  On o f  b e f o r e  A u g u s t  l*» of  e a c h  y e a r  t i e  d e p a r t m e n t  s h a l l  s e n d  
i o  e v e r y  c o r p o r a t i o n  t a x a b l e  u n d e i  i b i s  c h a p t e r  a n o t i c e  of  a s s e s s m e n t  
- • b o wi n g  thr  amount  o f  i n c o m e  t a x a b l e  u n d e r  t h i s  c h a p t e r  fo r  t h e  p r e v i o u s

? 0 A  - 7 -
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y e a r  and th e  amount o f  t a x  p a y a b l e  on t h a t  t a x a b l e  i n c o m e .

( c )  F o r  p u r p o s e s  o f  t h i s  c h a p t e r  t h e  d e p a r t m e n t  may co m b in e  t a x ­

a b l e  in c o m e s  o f  c o r p o r a t i o n s  s u b j e c t  to  t a x  u n d e r  t h i s  c h a p t e r  who a r e  

p a r t  o f  th e  same c o n s o l i d a t e d  b u s i n e s s .

S e c .  4 3 . 2 1 . 0 6 0 .  RETURNS. On o r  b e f o r e  A p r i l  15 o f  e a c h  y e a r ,  a 

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

fo rm  p r e s c r i b e d  by  th e  d e p a r t m e n t  s e t t i n g  o u l  i n f o r m a t i o n  r e q u i r e d  by 

t h e  d e p a r t m e n t  to  d e t e r m i n e  t a x a b l e  in c o m e .  F o r  p u r p o s e s  o f  t h i s  c h a p ­

t e r ,  t h e  d e p a r tm e n t  may r e q u i r e  c o r p o r a t i o n s  s u b j e c t  t o  t a x  u n d e r  t h i s  

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

r e t u r n .

S e c .  4 3 . 2 1 . 0 7 0 .  PAYMENT Of T A X .  T h e  t a x  l e v i e d  u n d e r  t h i s  c h a p t e r  

i s  p a y a b l e  t o  th e  d e p a r t m e n t  on o r  b e f o r e  S e p t e m b e r  30 o f  e a c h  y e a r  o r  

i n  i n s t a l l m e n t s  a t  t h e  t i m e s  and u n d e r  t h e  c o n d i t i o n s  t h e  d e p a r t m e n t  may 

by r e g u l a t i o n  r e q u i r e .  T h i s  t a x  i s  p a y a b l e  on t h e  due d a l e  s e t  out  i n  

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

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

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

s e c .  40  o f  t h i s  c h a p t e r .

S e c ,  4 3 . 2 1 . 0 8 0 .  T R A N S IT IO N A L  KU I .KS .  T h e  d e p a r t m e n t  s h a l l  p r o v i d e  

by r e g u l a t i o n  t r a n s i t i o n  r u l e s  f o r  c o r p o r a t i o n s  s u b j e c t  t o  t a x  u n d e r  A.'-, 

4 3 . 2 0  b e f o r e  t h e  e f f e c t i v e  d a t e  o f  i b i s  A c t  to  a v o i d  d o u b l e  t a x a t i o n  o f  

t l ie name income o i  d o u b le  d e d u c t i o n  o f  t h e  same e x p e n s e  o f  t h o s e  c o r ­

p o r a t i o n s  an a r e s u l t  o f  b e co m in g  s u b j e c t  t o  t a x  u n d e r t h i s  c h a p t e r .

S e c .  4 3 . 2 1 . 0 0 0 .  R U '.U IA I IONS . T h e  d e p a r tm e n t  may adopt r e g u l a t i o n s  

i n  a c c o r d a n c e  w i t h  th e  A d m i n i s t r a t i v e  P ro c e d u re  Act  (A S  4 4 . 0 9 )  a s  a p p ro ­

p r i a t e  t o  a d m i n i s t e i  and e n f o r c e  t h i s  c h a p t e r .

S e c .  4 3 . 2 1 . 1 0 0 .  P E N A L T IE S .  T h e  p e n a l t i e s  e s t a b l i s h e d  i n  c h .  20 o f  

t h i s  t i t  It* a p p l y  t o  t h i s  c h a p t e r .
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S e e .  A 3 . 2 1 . 1 1 0 .  P U B L IC  REPO RT IN G .  ( a )  T h e  c o m m i s s i o n e r  o f  r e v e ­

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

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

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

c o v e r e d  u n d e r  t h i s  c h a p t e r  and a g g re g a te  in co m e and d e d u c t i o n s  b y  c a t e ­

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

r e t u r n s  o r  r e p o r t s .

( b )  T h e  l e g i s l a t i v e  a u d i t o r  s h a l l  t r a n s m i t  t o  t h e  l e g i s l a t u r e  an 

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

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

S e c .  A 3 . 2 1 . 1 2 0 .  D E F I N I T I O N S .  U n l e s s  t h e  c o n t e x t  r e q u i r e s  o t h e r ­

w i s e  t h e  d e f i n i t i o n s  c o n t a i n e d  i n  AS A 3 . 5 r> . lAO a r e  a p p l i c a b l e  t o  t h i s  

c h a p t e r .  I i i  a d d i t i o n ,  i n  t h i n  c h a p t e r

( 1 )  " b a s e  o f  o p e r a t i o n s "  m eans t h e  c l o s e s t  p o i n t  on l a n d  t o  

t h e  o f f s h o r e  o i l  o r  g a s  p r o d u c t i o n  o p e i . i t  io n r . f  roro w h i c h  g o o d ? ., s e r v i c e s  

and  f . u p p l i e s  f l o w  t o  t h o s e  o f f  s h o r t  u j f  o r  g a s  p r o d u c t i o n  o p e r a t i o n s ;

( ? )  " c o n s o l i d a t e d  b u s i n e s s "  m eans a  c o r p o r a t i o n  o r  g ro u p  o f  

c o r p o r . i t  i n n s  h a v i n g  a t  l e a s t  :‘i0  p c i  c e n t  comrnoi o w n e r s h i p ,  d i r e c t  o r  

i n d i r e c t ,  o r  a g ro u p  o f  c o r  p o r . i t  i o n s  i n  w h i c h  t h e r e  i?.  common c o n t r o l  

• 1 1 h< i d i r e c t  or  i n d i r e c t  a s  e v i d e n c e d  by a n y  a r r a n g e m e n t ,  c o n t r a c t  o r  

a ; : i  cem ent .

J*« c . A .  ' i b i s  At t a p p l i e s  t o  t a x a b l e  i n c o m e  e a r n e d  o r  r e c e i v e d  a f t e r

l ie . t , , l „  « 31 . 1 0 / / .

* ! .•»-.  3 he A r t  t a b e s  e l  f e e t  i m m e d i a t e l y  i n  a c c o r d a n c e  w i t h  AS 0 1 . 1 0 . -

0 / 0 1 *  >.
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SUBJICTi Senate B i l l  105

Senate Bill 105 provides that all oil producing and pipeline companies 

would compute thoir income on a separate accounting basis. This 

concept, v,hilc appearing to be simplistic and easy to nccompl ish, 

actually is very complex. This has been pointed out by the recent 

report prepared by Messrs. Zcifman and Ainsv/orth for the Department 

of F.cvenue and the Legislature.

There arc several specific areas of concern v.hich we have regarding 

the Bill. First, it splits the responsibility for audit of the returns 

to two different agencies. Tor a company in the production of oil a n d  

gas, the returns wo u l d  be audited by this Division, while for pipeline 

companies it is assigned to the APUC. I would strongly urge that the 

audit function for pipeline companies be assigned to this Division w i t h  

the provision that the APUC will generate the reporting requirements 

w h i c h  i/ould be used as the basis for the audit. Sections 3* 6 .md 8 of 
the Bill wo u l d  need to be amended to accomplish this.

Second, it appears that the intent of the Bill is that the Department of 

Revenue would by regulation define what w o u l d  be deductible as a n  expense 

and how such items as intangible drilling costs would be treated for 

reporting purposes. To accomplish this would necessitate the employment 

of two Auditors and the Clerk Typirt III at least one year ah; ad of the 

effective date of the law ku do the research needed for these deternirations.

Third, on line 17 of page 5 of the Bill is a reference to the " a l location" 

formula required under Sec. 65 of the chapter. To be technically correct 

and to rcmovu all doubts of what is meant, I would recommend that the 

proper tern "apportionnent" be inserted in place of allocation. To 

allscato is to specifically identify the n ature of eac h  item of income a nd 

assign it to the proper jurisdiction, while to app o r t i o n  is to a s sign 

Incore on the basis of a formula.

Fourth, Sec. A of the Bill refers to AS A3.70.330 wh i c h  was repealed 
in 197? by Chapter lf>9 of the Session laws. The proper reference is 

AS '«3.?O.J35 with the two subsections identified as (j) and ( k ) .

Fifth, the portion of Sec. 3 of the Bill wh i c h  pertains to public 

reporting has provisions in it w h i c h  ray bo unconstitutional. A  primary 

tenant of o u r  system of so If-assessed tax Is that the Information 

reported shall remain confidential. T'.o provision w h i c h  would require
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a surmary of each return filed to be mode public should be stricken 

frcn the Bill. That portion is included in lines 2 - 9 of page 6.

Lastly, there appears to be a conflict between Sections 9 and 10 of the 

Bill. Section 9 implies that the Bill would be effective on 1-1-77 

while Section 10 states that it is effective on I-I-7 8. Docs Section 

10 mea n  that returns would be due after I- 1-73 on income ea.ned in 1977? 

I would 1 e c o m e n d  that this be clarified.
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> IN THE SENATE
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on Oil and Gas Leasing and 
Ta x i n g  Policies)

* f!

SENATE BILL NO. 105 

IN THE LEGISLATURE OF THE STATE OF ALASKA 

T E N T H  L EGISLATURE - FIRST SESSION 

A  BILL

'• For an Act entitled: "An Act relating to the \laskn net income tax; and

providing for an effective date." 

ft BE IT ENACTED BY T H E  LEG I S U T U R E  O F  T H E  STATE 3F A U S K A :

» * Section I. L E S I G LATIVE FINDINGS A N D  INTENT. The legislature finds and

»• declares that the m ethod of a p p ortioning income for tax purposes u n d e r  the 

n  "Uniform Division of Income for T a x  Purposes" formula e m b o d i e d  i n  the N u l t i -  

i.' State T a x  Compact (AS A3.19) and AS A3.20.065 does n o t  f a i r l y  r e p r e s e n t  t i n  

u  extent of the business activities in this state of tiult i-state corpor.it i o m ;  

is engaged In the production and pipeline transportation o f  c r u d e  o i l  a n d

natural gas in Alaska. The legislature therefore intends chat the provlr. i « «  -i 

i'. of section 16 of article IV of the Mu l t i - S t a t e  T ax Compact (AS A3 19) whlvii 

I' allow separate accounting of income shall he adopted for the deter m i n a t i o n  of 

is corporate income tax liability on income derived from the p r o duction and 

n  pipeline transportation of oil and gnn and related activities. T he l e g i s l a ­

ture further intends that separate ac c o u n t i n g  shall result in t h e  a s s e s s e d . t  

r- of tax against m u l t i -state corporations no that the tax paid by these c'*r- 

porntlons will be comnenjurate w i t h  the tax that v o u l d  be paid by corporal ion-, 

owning and operating onl y  the A l a skan assets of these rulti- s t a t e  corpora- 

H o n s .
ii

* Sec. 2. A S  A 3 . 2 0 . Oil is amended by adding a new subsection to read

(f) For purposes of determining taxable income under (e) of thit. 

section chat part of Income of any corporation d e r ived in A l a s k a  from 

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

natural gas by pipeline. Including income from royalties on oil and
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p r o d u c t i o n ,  s h a l l ,  n o t w i t h s t a n d i n g  n c c . 63 o f  t h i s  c h a p t e r ,  b e  d e t e r -  

t - . in eo  b y  s c p a :  • a c c o u n t i n g  I n  a c c o r d a n c e  w i t h  s e c t i o n  13 o f  a r t i c l e  IV

o f  t h e  M u l t i - S t a t e  C o m p a c t  (AS A 3 . 1 9 . 0 1 0 )  a n d  s e c s .  1? -  14 o f  t h i s  

c h a p t e r .

S e c .  "* AS A 3 . 2 0  i s  a m e n d e d  b y  a d d i n g  n e w  s e c t i o n s  t o  r e a d :

S e c  A 3 . 2 0  >12.  DETERMINATION Or O i l .  AND NnTt’RAL GAS PRODUCTION 

INCOME. ( a )  f t c  d e t e r m i n a t i o n  o f  t a x a b l e  i n c o m e  a t t r i b u t a b l e  t o  o i l  

n d  n a t u r a l  g a s  p r o d u c t i o n ,  a: ,  r e q u i r e d  a i d e r  s e c s .  i l ( c )  a n d  ( f )  o f  

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

r o v c ' u c : *  lu -o c i  t e d  v - i t l .  t h e  p r o d u c t i o n .

f b :  Gto :»r  r e v e n u e  f r o m  o i l  m d  g a s  p r o d u c t i o n  s h a l l  b e  t h e  w c l l -  

" e a d  a I in •, c j t a b l I  s h e d  f o r  p u r p o s e s  o f  t h e  o i l  a n d  g a s  p r o p e r t i e s  

p r o d u c t  l o r .  r o N .  i n  i c c o r d n n c e  w i t h  t h e  p r o v i s i o n s  o f  c h .  33 o f  t h i s  

t  * t i c

) ' / o d v c t  i m s  : r > : g r o u p  r e v e n u e  f o r  t lv:  p u r p o s e s  o f  d e t e r m i n i n g  

t a x a b l e  p r e d u c t  * o n  i r c o T v  h a l l  i n c l u d e

( 1 )  r  va* i e r  . c t u a l l y  p a i d  w h e t h e r  i n  k i n d  o r  i n  v a l u e ;

t . '  - W .  >nc'  t a x e s  a c t u a l l y  p a i d ;

< ) pr> »erc*. t  i x i *  a c t u a l l y  p a i d  by  t h e  c o r p o r a t i o n  t a x p a y e r  

i - i  t h r  p i n . l u r i n g  p r  p e r !  • a n d  t in* f a c i l i t i e s  d i r e c t l y  a s s o c i a t e d  will*, 

j* l n  l u d l n r  f a c i l i t i e  f u r  •• h«* g a t  ’ r i n g ,  t r e a t i n g  a n d  p r e p a r i n g  o f

• b e  . i I  o r  :nn  f o r  a h l j  e n t .

(A)  rhv c o s t s  i n c u r r e d  b y  t h e  c o r p o r a t i o n  t a x p a y e r  i n  o p e i a -

• u-  * i o i l  o t  g a s  f i e l d ,  i n c l u d i n g  t h e  c o s t s  o f  g a t h e r i n g ,  t r e a t i n g

<nd v r e p a r i n g  t h e  o i l  t  * f o r  s h i p m e n t ,  b u t  n e t  o f  a n y  p a y m e n t s  

r c r r l  r i l  f o r  t h o s e  s e r v i c e . ! .

( 3 )  d c p r r c  1 a t  i n o n  I n v e n t r r e n t n  w h i c h  a r c  a s s o c i a t e d  w i t h  t h e  

p r o d u c t i o n ,  g a t h e r i n g ,  t r e a t i n g  a n d  p r e p a r i n g  f o r  s h i p m e n t  o f  t h e  o i ’,  o r  

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



eluding depreciation on capitalized interest, lease acquisition payments 

and property taxes paid before the commencement of production on the 

leasehold, facilities or investment associated with it;

(6) interest expense not c apitalized and capitalizable, to 

the extent that it docs not exceed a portion of total interest paid by 

the corporation, its subsidiaries and affiliates, determined by m u l t i­

plying total interest paid by a fraction, the numerator of wh i c h  is the 

book value of the corporation's fixed assets in and associated with the 

field, and the denominator of which is the book value of all fixed 

assets held by the corporation, its subsidiaries and affiliate:;,

(7) expenses incurred after December 31. 1970 of unsuccessful 

exploration efforts for oil and pas in Aluska, 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 c a l c u­

lation of depreciation costs, the allocation of Inteiest costs, the 

d efinition of facilities associated w i t h  the production, gathering, 

treating and preparing for shipment of oil and gas. and other nutter-, 

necessary to Implement this section.

Sec. A3.20.013. DETERMINATION O F  CRUDE OIL A N D  NATURAL C AS P I P E­

LINE TRAN S P O R T A T I O N  INCOME, (a) Except as provided in <b) and (c) of 

this section, annual taxable income from the plpullnc transportation of 

crude oil in Alaska in interstate comacrcc in facilities devoted wholly 

to interstate cosaercc shall be eight per cent of the valuation of the 

pipeline facility as determined by or in accordance w i t h  principles 

e stablished by the Interstate Cocsscrce Commission (ICC).

(b) If no ICC valuation has been cade of an Interstate oil p i p e­

line facility or if the o'l pipeline facilities are engaged v hollv or 

partially in lntrastnte coszarce, not income shall be determined In
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a c c o r d a n c e  w i t h  r e g u l a t i o n s  e s t a b l i s h e d  b y  t h e  A l a s k a  P i p e l i n e  C o m m i s ­

s i o n  u n d e r  AS A . . 0 6 . 0 6 1 .  A t a x  r e t u r n  r e p o r t i n g  t h i s  i n c o m e  s h a l l  b e  

a c c o m p a n i e d  b y  a  c e r t i f i c a t i o n  f r o m  t h e  A l a s k a  P i p e l i n e  C o n m l s r . i o n  t o  

t h e  e f f e c t  t h a t  'o t h e  b e s t  o f  t h e  c o m m i s s i o n ’ s  k n o w l e d g e  a n d  b e l i e f  t h e  

i n c o m e  c a l c u l a t i o n  h a s  b e e n  m ad e  i r .  a c c o r d a n c e  w i t h  t h e  p r i n c i p l e s  

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

i s  n o t ,  i n  t h e  o p i n i o n  o f  t h e  c o r r n n i j iy io n ,  r e p o r t e d  i n  a c c o r d a n c e  w i t h  

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

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

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

( c )  A c o r p o r a t i o n  o p e r a t i n g ,  a n  o i l  p i p e l i n e  f a c i l i t y  e n g a g e d  

s o l e l y  i n  i n t e r s t a t e  c o m m e r c e  may e l e c t  t o  h a v e  t h e  t a x a b l e  i n c o m e  f r o m  

t h a t  f a c i l i t y  d e t e r m i n e d  i n  a c t j r d a n c c  w i t h  ( b )  o f  t h i s  s e c t i o n ,  r a t h e r  

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

a n d  o r d e r s  o f  t h e  A l a s k a  P i p e l i n e  C o m m * n y lo n  c o n c e r n i n g  a c c o u n t i n g ,  

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

r e q u i r e d  by  A l a u k a  P i p e l i n e  C o m m i s y i o n  r e g u l a t i o n s .

(<1) A c o r p o r a t i o n ' s  t a x a b l e  I n c o m e  f r o m  t h e  t r a n s p o r t n t r  »n o f  

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

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

P o w e r  C o m  i n n  I o n .  a n d  f o r  I n t r a s t a t c  p i p e l i n e s  i n  c o n f o n a a n c r  w i t h  p r o ­

c e d u r e s  e s t a b l i s h e d  by  t h e  A l a s k a  P u b l i c  U t i l i t i e s  C o n r . l n n l o n . A t a x  

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

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

P u b l i c  U t i l i t i e s  C o m m i s s i o n  t o  t h e  e f f o r t  t h a t  t o  t h e  b e n t  o f  t h e  c o n -  

m l n n l o n ' s  k n o w l e d g e  a n d  b e l i e f  t h e  i n c o m o  c a l c u l a t i o n  b a a  b e e n  made  i n  

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

c o c n i a n i o n ,  o r .  I f  t h e  I n c o m e  i s  n o t .  i n  t h e  o p i n i o n  o f  t h e  r e m i s s i o n ,  

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



effect, identifying the deficiencies in the report and, if possible, 

p roviding a reporting of the true and correct income.

(c) The certifications of the Alaska Pipeline Commission and the 

Alaska Public Utilities Commission submitted in accordance wi t h  this 

section shall not prejudice any future action by the respective c o m m i s­

sion nor shall it prevent the respective cotDission from submitting a 

revised certification within thrcu years of the due date of the lax 

return in support of which it was originally filed.

(f) N o t hing in this section or in sec. 12 of this chapter shall 

limit a corporate t a x p a y e r’s right to appeal or the taxpayer remedies 

provided under ch. 3 of this title.

S e e .  A 3 . 2 0 . 0 1 4 ,  DETERMINATION OF INCOME FROM OTHER A C T I V I T I E S  OF 

CORPORATIONS ENCAGED IN O I L  O R  N A T URAL CAS PRODUCTION OR T R A N S P O R T A T ION 

T a x able income from activities other than oil or natural gas production 

or pipeline transportatIon shall he determined hy subtracting the i«u<- 

an determined under secs. 12 and 13 of this chapter from the c o r p o r a ­

tion's consolidated net income and applying the allocation forr-.il.i 

required under the provisions of see. 63 of this chapter, except that 

the property factor and the payroll factor shall be calculated without 

reference to payroll or property related to production or pipeline 

transportation activity the Income from which is taxable In a c c o r d a n t  

with acca. 12 and 13 of this chapter.

Sec. 43.20.013. PUBLIC REPORTING. N o t withstandlng the provisions 

of AS 43.03.230. the c o m l a n i o n e r  of revenue shall compile and transmit 

to the legislature .m annual consol ldatcd report of state revenuett and 

taxation policies, under this chapter. This report ,>hall include total 

Alaska Income tax paid by firms and individuals covered under this 

chapter, itemized deduct Iona by category and the tax cost of these d e­

ductions For purposes of this section, "tax coat" rieana the amount of
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revenue which the state would have collected had not a specific d e d u c­

tion boon alleged. Also included in the report shall be a summary of 

each corporate tax return filed which shows income from the production 

of oil or natural gas, showing the total amount of oil and gas produced

by or for each taxpayer, the taxable income of the corporation from

production ,13 reported in accordance wit h  see. 12 of this chapter, from 

pipeline tronfiportntion as reported in accordance wit h  nee. 13 of this 

chapter, from other income allocated to the state under sec. 14 of this 

chapter, and the tax due.

S e e .  .. Ad ••3.20. 3J0 is amended by adding n e w  subsections to read.

(f) Any pernor, w h o  improperly influences, or attempts to improper­

ly influence, by means o f  payment or offer of payment or ocher valuable

consideration, any state official In hin determination of values and 

a pportionments under this chapter shall be guilty of bribery and p u n i s h­

able under AS 11.30.060.

(g) Any person w h o  knowingly and wilfu l l y  maker, false statements 

or representations, or w h o  k n owingly allows false statement 1. or r e p r e­

sent at ions to be made on his behalf in the case of corporations, w i t h  a 

purpose oi avoiding the corporate tax imposed under this chapter in 

guilty of wilful tax avoidance and in punishable upon conviction by a 

fine of three times the amount of the tax that would have been unpaid 

b ad the false statement been undetected, and by imprisonment for not

less than 10 days nor more than one year.

• See. S. AS 42.06.140 1). amended by adding a new paragraph to read

(11) shall provide all reasonable assistance to the D e p a r t­

ment of Revenue in determining the net income from rll pipeline facill- 

t its.

* See. 6. AS 42.06 l« amended by adding a n ew section to read

S*»r. 42.06.041, CERTIFICATION OF INCOME T O  DEPARTMENT O F  R E V E N U E .

S!» l ' J t  » e -


