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substitut) for house hill 327

'iiiir, prapra.ftl co.iL.iin:; provision, 0f both 1ist- original i:wd]j

nil] 322 as inti d by the Governor and the Senate C .
Substitute for House IJill 322. if represents d cosipro. ine
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concept of separate accounting approach to assessing oil an?:

qbh producti0ll and pipolir. « transport*!.ion incon**, but v.ov...
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ot that inco. = *" ftJso conlains cloi-.cn » o»
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lron activities other than protection and pipeline transportation

0. 0r NCOLV.
). Oil and Gas Production
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account ing i-elhod, .-, n; m  Jele m]

wide income and ap_ijortjonlz_g [latinco; eto tie- state*
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SMHIECT:  TY 79 Revenue If,pact of Proposed Income Tax legislation
(CSH3 327, CSML 109) °

T0: The Honorable John Siclett

Gregy K. Erickson 1
Dwg)étor of Ftosca /

Yesterday, wo growded Judy Cron.tanl (if your staff a copy of a f**rch 3l
e O R O e R e et e
to

FY woud beya ro)O aptel <N 7r||rg|on \/\bbel|evegcond|t|ons tha%
ave eveo ﬁd smce th|s rlPorar fu* w. éxs written, sg&em ical |y the
erosion of 'the West Coast oil price and the increas hi'lit *o' its
%o apse, requires tee SIOP of t»'? csti* .te. IY 79 r-ven.v u* 1 this
111 no., &PP ars wore lilely to fall 1. tween S|jOIV>>l||0n and /'
million, with the rest lilely value in the neighbor!-as I of SU Million.
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cC. Tf\ Honorable, Ch.'.ncy Croft
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SUDJECT: Impact of CS for CSK3 3?? (Resources)

T0: Tl»e Honorable Ksy Poland, Chairwoman
Son.t to Resources Co o i *te<?

Richard G, H-~ ] Wi
Research Analyst I'-'

This rr.eioromlur,i ir. in response Id ¥our request that prepare an anal-
¥SIS of the relative rc. vo ir..cts or G5 for CSLil X'Z_ (Resources) cm
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rout . Unless otherwise I.sted, est|mates contame In thr r trorandt-
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Systef|| ‘Comparative Staie Tax Jrc' n Stu y"

Table lattachd sI*u > tv. to 1division of Prudhrv Dry anti

olir .
Ir < &after dedu Juters theIO ? e ar.d
the g ' goverl t»t ' ickh the emstmg stae |nco . lax lav:
unde the proposed h| |, figures in Table | are or the period Jf/7
7031, The'r oinf(t "m phically in Chart J oll«ul o
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Sur.Mty of th «Proposed Co;-.-I |.toe
Substitute for House bill 322

Thin grooorrl coal.n?;, Brovrsrons of both the original Hour.,'

bill 322 as |ntroduced lif Governor and the Hor.nlc Committ *
substitute for House Hill 322 It represent” a compromise
between the Lvio versions which retain:: in Inroe part the

concept ol separate accountino approach to assessrn% o»I and

cjn.. production and pipelit. tran: doortalron ince ut v.o? *:s

to avoid the probler « oof corporate man: pul alio:is and profit
shift iny by providing the slate- yrcalcr control ;% tlu

detorminat ton of thet inco:v. also* contain:: eler, *nis of
the original llooue bill 322 for purpose-, of d tenu niny that
portion of _th<* income earned by oil and yur Irpor ations

r

fro--, activities other than production and pipe tran..portal ion

DHvnif. iHVii0:. ot* ir:co:t:
1. Oil and G.s Product ion

Production jnco « is < teeSned under a separate
accountiny  tlr#l. 'ho I, ire.lead of Wy o
i0
t

vice income and appor niay that income to t e slate

bar., d upon fowr h o inco; * »u lhe #tale IS

delon aso:! y by Isn'iiny only at Ihe income .aid

expense:; of I pro u ction activity in Ilie state. This

1s don.* at: is in tl. Iw1ldopted by Ilie Senate Pesourc
V.

Coreiilleo by LerrraA the "I head” value of total production
Oil cjioss incoi.e* and deductiny .. specified list of

expenses to arrive, at n»I fncom.e. The sat « list_ o.

deduct ton it* retain d e::vpt an nllo.omi ¢ fca- ijci*r.il
admini?lrat ive «  pte* m o/ejln.al i.trid e

The i<ajor ehati p* to th » .c roach live-vt i i* that ttv
state plays a » .jo- rol" n the deteir in' ion of tin-
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S'SWICT:  rv 7> Revenue b, 'Ct of [Vopescd Ircc~«* Tax Ir.jisl Uion
(CSliit 322, CSMJ 1Co)

10: The Honorable John Sacmil
FkO.**: Crcoo K. Ericsson /
5|rector of esearch r/ /

Yesterday, t.c provided Judy Crnt !l of Ayour staff a copy of a |'tc'i 3*
tteoorandira to Senator 1"oKiiri In iIS M/ indicated the rlver '<>Cj tr

to he raised the propose | qgil_and yas |ncon'> lax 1t]

FY J uougl be apprommately ST riliten. L believe ( Lhtm* th E

have developed since this «, *or .j = »: 15 [l I n, eclf ityl Iv. U &

erosion 0T the tV.{ coast 0il Price - tl -« 0/00 j 1t ilis H?

cq”apse requires revision of I?IS v ikin
no./appears mrc liifly to fall 1. |\/|I SINF 1 13501 1# 71

pillion, irtlli the rostll*.!, "value *o the K lyjhborbaa:! of 5I*F t.niie*..

Of these reniys, ’\11| fille 1! ti’ Cd 1/ the CO|J|r itl if.
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SU3JFCT: 1:-;-a of CS frcs:3 317 (Resources)

10: The Honor;] lo !':y Polar % Chair,;oran
Ser.ite fie;: f:e; Co iciee

Rielut'd G 1 r*m ! |O’jr)>A
P.esoavch [/ 1.5¢

Tls r O%ir Iis i ic. m* | r request that » ;e 4
ysfs of the relativ: i ,.;{s of CS for CSHil «.7? (Resources) on
the Ft d £.ypro.:."., the St-te c." Alosfca and 1. fed i 1( com-
pent. Unless oti iviji 1 »tcd» cstfi ites contained in this r.wirand".n
eve based c> fijjurc C* / ir. d IN the Arthur Andersen | Co. report of
January, Jentitled, inrde e|.y field and Tr.mr.-M.v.v i Flp.rlii .
Svr.tc. : C< ; ralive V. t: T j. Isrd r, M.i .y*~

loole | aHt eH-d sh | lol u division ofhlvudhoe IP Ivf)elnv

|n eﬂo (.ft N | educ 0; ) ,lt troture| |
o ff- oo . isliny state |

under the roposed |||| Fi ;ne<. in J. Me | >zlare ?or t[\y period 107/
7031, Ih "*°  tnfc* * @ graphically ir. Chart Jaltar|
lahle H s  Hr* i ix i D if 2 epr.#orej hill only in  r 1,
produ »r revenues, m i i.m oilier State
reeel. . fri« hud* ; ri.d ", pip *!'Ke ate <R(.ludeJ* Again, Mi
I *kdial epiisent( e?. it *lly i, * »( JJ|.
15 T )lt**l ‘e KV T of 1.
1010 1. e m ''m riin the Kvitil'Pr
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iJurmuiy OF #Iic ir:n..;.,d Cc;; ilLlcs

faibst ilute for House M il 377
This proposal contains provisions of both the original :
Uil J 322 ar. introduced by the Governor and the Scurilc Commit
Substitute for Mouse Hill 322. It representr. a compromise
between the two versions which retains in lergo part the
concept of separate accounting ;pproach to ascessi;x* oil and

gas production and pipelin trcr.r.portal ion incono, hut works
to avoid the problcx-s of corp:»r.;le n;nipuKitio0:ls and profit
shifting by providing the si :te greater control in tilt*

determination of that income. it also contains elor.ents o;

the original House Hill 322 for purpose:- of U-trii nine that

portion of the income earner; by oil and g:s corporal ie..is

from activities other than jr.*:'. el ion and pipeline tran.spnri. i
0:.. Oi iu:c\»*::

1. Oil and @.-.s Product ion

Production inro: <« it: deter: in d tmlv sepai.il*-
accounting :v-t?r*.i. Ynui i # >nrtx* of tailing v»»rl m
wide income and apporitluit ineo. to tlx- state
based upon a formula, th itieo. ¢ in the state ¢
determined diicetly by loMur; f-n»y th e« .u. 1
expense*; of tbe pro.'.-..;. ;0* activity in the state. Ynis
it; done as in in the bill ..dopted by Ib - Gt-Jiate pes-*-*ir.
Commillee by la* ing th v M Iteersl vu'in- of total product ioa
as gioss income and des . ne V[ N1 jed ti:i of
<expent.es to arrive at n | nc-o H'h e s.u < lit.t of
deduet ions is r<l.itx-d <:m: . t» allowance ft# general
administrative « p us*#? o* ih<. ' ie im1.

The t iior chatX;" to tha*, ao-adi L a v« : < that tie-
state plays » : ku role « tIx d=ti » in >tion fit tIx-
income by iss< n<i . >ita e tax de< . Viils
dirc-et iolc by tlit st..t< :n as:.” »se*«. =\ ||

hoj< In) 1, “void the ; J. re* < pmfit Ll»Ffl = ;

and olbci in<-0. e ti.sipul .
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MLAORADDED Hay 31, 1978

SMIJICI:  FY 79 Revenue* Impact of ProprscM Irco~0 Tax Legislation
(C5HB 3?2, CSSD 109) A

TO: The Honorable John Sacm/t
FROM: Gregg K. Lrickson 1
Ul roctor of Rescareh ~N

Yesterday, we provided Judy Crondahl of your stof. a copy of a J”rch 31
mftr.torandn to Senator Poland in :;iieh wa indicated the revenue expected
0 he raised by the proposed oil and gas ir.ee-v tax legislation during
FY 79 would h= approximately $2°/ rillion. Lebelieve condition*, that
have developed since this r;-rorji.dun was written, spocificgl_li/_tie )
erosion of the v:2.1 Coast ol price ar.”" the increased ros-ibil 1”™> of its
collapse» requires revision of this csti ale. 1Y 79 revenue usj r t i
bill now appears r.ore likely to fall 1  on S150 Million rd o
Million, witli th: ro.t likely value in € *neighborhood of Si89 r illio-..

Of these M'inies, S113 t illion would bt raised by the corporate ir.crn
tax on lrani-AUr.1  AH: -lit =if * Thii & ;\n = IS not to
mich uncertainly, sin™* it is tied directly to figures std *iltd ly the
(t .imich tie .clves to the fedvral Lnrrgy Kkgtilalory uc issior. ger),
and Hie lax m**If is keyed ™ these so  sit iIs. Hie tax rev = =%
pipeline* incc *=co ild !: reduced if A=¥**1. position before ILfiC on
pipaiin* tariffs weic to be sustained, !. this w.glJ result in iore
than offsetting increases in ot r rev (most importontly* reyul

it vell] ;if . =(i-ires, bo ver, ac*irli i»®unrcrtain. A»?l p
of th" L\st  ist oil price* toiild conceivably ivtufv t*w-1lh d cs ;
G that into =to < lo.: as a dollar =. barrel. _In this =mm C
would pry inct *taxes on Ih"ir production operations tT wtrj. .J
tillwin. s, thrr total Inn. =tax m.le under this legislation,
Jisviiri lip- collapse of th» If st fv.t {"ice, could be »S if; & "It™
Million. A graph shoeing the recent erosion in the  t (O.v.S price I
attache'.

IS 5= 11 believe lhai Vils _i*_th frt liltlyoutre. , but | .1i/:* 1t
. itertii® Ih™ t possibility of a i t Coast plies t'l lqse* 1*%=



Hon. John Sachet.| May 31, 1978

considered. We have discussed these estimate:. with W.nity Cc .ii:.sion-r
of hevenue John Messenger, and understand that he* has .arrived independently
at essentially the sane estimates of FY 79 revenue under these hills.

GKE:jm

Attachment

cc: The Honorable Chancy Croft
John Messenger
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Corel. 31, 19/3
fTEMO KA & Dh::

SU1JCCI:  Impact of cs for csr-fi 322 (Itasources)

TO: The Ibnor2hie Kay Poland, Chairwoman
Senate ftosources Co i1 tee

/Hf
nSOM: Richard G. H-jssartl i=S9
Research Analyst

This ne oramin tis Ir. response to your reguest that pro; J-.- an anal-
ysis of the relative rev =ie frpscts of CS for (3IK 322 (Resources) on
the lrudhoc Day proJjccrs, If. -St*te of Alasha and di? federal (jovon
irat Unless othei 1 noted, estimates contained In this = =jravHn
are based on figures cc.Gained in the Arthur Andersen | Co. rcper: &<
January, 19/3, cntitled, “huo:., Puy field and lrans-Alasl* ritelir =

Systemn:/ Co.pn-ativ  State Tax Fjrdon Study".

Table latt d "-: t 1ldivisicnof hudl = lyvan]l 1it
inrcn;* (after deductlon of e, = ny the proJurorj, the state at
the fed’. 11 | & he : . =<#sting S@ll* . =. tax law ,
under the proposed Mil. Figures in Table I are for the period 19//.
?001. The o 11 == *jon IS presented graphically in Chart Jatied

Table Il shows tu* rclativ 1 proposed hill only k wtv. Cf
polu vr rev - = federal no t;—s. Oil rsi =

Wecnu ; fro _I'rUd’ - Ha/end h pf; linn areexclude.!. Again, !;.i»
I.iterial 1s pri-sentc "Om.;d 1oslly in Cn;it 1.

We est m tie that adopt £ .<f 1 pro; m="cli in t>inu mx
would genr.ati , |l ately S - m inteta ili"Vrof IV 1/
(up frasta 11110* esii- at* "=t J ; 1t tl of £ . nu- utrd r
cmrent LA =k y;.. |1 LG ialiion in v Wa (v fico J=x
S?7?2nil lionpom 01 & Jy = nY

1t0lrch

Attach *nt* (')
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SiKviuy of the Proposed Cor.v»ttoo
f»ubstiluto for house- hill 327

This proposal contains Brovisions of both the original House
hill 322 as ir.tr. * by the Governor nnd the Senate Co: :t
Substitute for House Dill 322. It represents a compromise

between the two versions which retains in larye purl the
concept of separate accountinn approach to assessm% oil and
% s production and pipeline transportation income, but works
0o avoid the problem* of cfU'Pj: itc fun'pulaliens and profit
{.hil tiny Dby providing the slate greater contiro) in the
crnination of that inco: . it also contains elements of
the original wouse Hill 327 for purposes of determining that
portion of the incor mearned by oil and gas_cor_poratlons
fron activities; othoi than production and pipeline transportal *on.

DKTi:it;:i::ATio:: oi* it:c*o*:t:
). 0S) and <?ar. Production

Production ineo « it, ¢ « iiud urd-r n separate

. . roll 1. Th»i is.-instead of tfl:» worl
i<eminco-re and apporlion;: §that Inco.-+ to the stale
bused upon a (®spula, th- isico: ¢ is. the slate is
deieirined dij.c-ily by »»*iny only at th* incos. * ansl®
exp<ms', r. of H- piodue.ion aeiivily in th r.lato, Viiis,
is; don.* an iiti the bit* adoBted I»y th'* Senate |I<":.wr(v..

Cor iiti<-e by i.l.iia? the wc'| pead value of tola) production
as; <ftos:: inco and ded = ny «s, cificd list of

expen:.vi: to ait ivr_at n*i inco; Tin* s%s o 1is|l of
deductions is; i.-tained enr ol an*gll_o.;._alee for gen *r.)

ed 'iirtlitow. cup e 0?7 B 1% =8I oxd*e

alU- i*i*q «*han e to th- a® »0ur!. Lo, j i* Illat th##
staj fo plays 1:apa rob* {eth a *: fl tiix of tin
inc-(dlh* by” sis®*- :n-j the « . inc, .an' tux dm « VhJt
dI>"et rol«- by *he m wmid<irs\ st inet. o F 11
hop full*, aVol! ths p'-r.Jb*>f: b'g fOI piof u :hi Hin;
and ol hi*l ins. © Slpul



"Rl ] v I ST 1 > "0 7

1 o, ipi --15 - 17k ke g 7. | is a1m o Ifpwr *d
on a [Ep ivale .coo-tnt in : I"tSis. -M in 1ha .jI.(-Ii.it(T _
p.-r.t.nr*a .. C0. - jl1ti." =uU_li tin * t:. iuco.. " §;. tlaioM.int
E@* 10 4 11 t lo n:nl.> le-.00 1c*! 1le i * 1fed.-i+.! jlIne: <jy
Kcerju talee vy Co: . i ione

Tliin inc re i also assesr.* +d V... the dcp irtint.

3. lneot;> Iro.t Activil ion other than Pipeline Yrasir.port.tion
and Product ior:

Jneoc.e frort activities other than production end pip.;) iis*
transportation Jr. determined under Qformula approach

ofter* ;ubtractitig ovL production and pipeline transportatlon
incor.e.

First the* world wide hon!: ineonc of Iho corporalion is:
determined, fr: « thin amount ir. subtracted the incottn
dcternii e+ r.opara! rly foi production nml pij lino .
[ran:-; >rtation nctivitier.. Yiu, repainincj n t i:<> if*
then apportioned lining the* present. uniform, formula of
property, payroll and r.alcr.. Sine** production and
pipeline transportat ins; income are detcmire** ncpar.il oly

that portion <t properly, payroll and sales nU.ribuiabli?
to Ilie:;" activit los in 7In**a <n sub*iacted fion Mu*
nurrcrito;s and ~ in.‘or’ Q" |l upgnrt *m* .| forca’
Uh.it i< .ts: in tit formla in ju.'d ‘the el. r 'its of
property, payroll end r alt rSh:itabl<. to other

act ivi«i< .

In add; tion tlie prep .el would adjust the « *(ilinnivnl
formala t» la.* account 0? Ot'J »tcivit /.

I*nr.laict iti:i*rit.vii.(i /*> ier.iM .wm : ovuijmcht

in it., |.l’Le: C*0. ittec Pobstitutc, annual
i, -; = i” o, my 1< ee*/ (> mand <e>i*ee 1 * e
| <. id-- 1<, in ad il on, 1k pi 2w e e Fe Ty
lin ~ an it 1?2vie;: o' 1h* tiep-.Mt.l's an* vat «.ot»ois

ly thelefjinl.aiyauditor with an  annealreport to the
It>»;jlalin <=

_ﬁj )o;l o} oo .**I‘o

i;0:.\he Fliw | iff
b1 te tarid.
i the o o'v«y»ii doa
h i lpat " of 1
) -« Ml to are't-
hoo i e eed Atoeul*,
ifr it |, 114 e y i = 0 .id

o .><F.ili- llnw | <t o jo' g.e «ogr 1.



MWe k ora 2Z0Di)r. Hay 31, 197j>

S"HItJIICT: TV 79 Revenue Irpad of Proposed 1r.co-o Tax I.c-cji*vi«itlon
(CSIfB 322, CSSri 10ii)

10: Tlie Honorable John Sacfo

rROM: Oiegg K. Lrichson
Director of Research

Yesterday, we provided Judy Crondahl of ycur stff a copy of a H*rch 3l
nworamJm to Senator Poland in <kieh i indicated the revenue o pded
to he raised hy the proposed oil and gas incroe taxlegislation during
FY 79 would he approxir .toly *227 rill'ion. L% believe conditions th.it
have developed since this i— sratwas M itten, specifically ie
erosion of the hi st Coast oil price ar.i the increased pus* thi lily of It
collapse, requires revision of this csli Ue. IV 79 ivvcumn™* U*Jir this
hill ro./ appears more liluly to fall hsti.een 5199 million .1 | I
nillion, with Lht tost lilely vulm inthe neighhorhoi '0" IfFf t 111%:..

Of these r ni"s, <112 r ill Son would Straised hy tie c™rp rale iIn

tax on trans-Alasl:a pipeline Inct . Thit component is not subj

1 ith outer |, inly, since it is tied directly to figures v; = ill*d hy the
d. p.uiie. the ."..\es to the Federal wmry.* Ivipilatnry I\ i.sion e: 0,
and the tax itself is K;.ad to these st 1iIssion:.. lhe tv revrun®* n»
pipeline imc <=eould ! m fated mfAlishas position hr-fon* 31P o>
pipeline tariffs were to he sustained, hut I Mild rt 1l in =;

than offsetting Increases In olhrr revenues (rust v/ r:  tly, 1 . J,
[lie rclllysrl ii.i« *fig.uv., l:.... r, are :ith i »reuwcrt in. Acall
(¢l Ihr sl r... Stoil J.rin (Olidc sci iv. Nly n Jucv th- \.*11& d t

of I|hiit inti e toas I*: /* a dollar p r larrol. In this «v/nt, K . oni

. n«<M pay inn e« taxes .n th ir p*.Jiu li»ii op-r.:it = ns Ol M3

i illfon. Il is, Iht* total itCC ' la* tal.® ti**Lr this legislation,

i aF Cell.p(=if |1 IPst Pt price, could B=2s In/_;lIA
mllll_li::%ll A graph so.. ifg & r. a™ CISIC.r. In tie I Ot Jrii ¥
mi.

.S dii not | 'lis /ethat this is U -f '"*st 111<ly outre*.*’, Fat i*,
i*. . »f»rtan* th.»t the p* siMIIfy of & & st (» '*t price t<*ll»*ps«*t*



linn, John Socle! t May 31, 1973

cor. .1 . e have discur.M " these cshi ater. t;ilhv., C -
of Revenue John Passenger, and under*;t nd that he has arrived intend nil
at essentially 1 = = esth atcs of Y 79 revenue under these hi is.

GKf.:jn

Attoclr cnt

cc. The Honorable Chancy Croft
John Messenger
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March 31, KW

m CJ: 0ha KUUi:

SU3JFCT: Impact of CS for CS1TY. 3?7? (R.ssji;es)

10: The* Honorable* \yj Poth Chain/c: iIn
Son.ite Resources Cse i te*

n:o:;; Richard G. ihs~rM "
Research Analyst 1=

This rfraii;i Is in res; tr.e to your request that u* prepare an an.il
ysis of the relative re. j:: ir.-.1ls of CS for (Gli.t X/7 (Resources) on
the Prudhoe Day producers, ==State of Al th* federalgovenm-
i -It. Unless otherwise not< 1, CStI m cottiir :ir. HISi

ore based on figures contained in te* /lar Andvrsen h Cn. report of
January, I/i:, entitled, *inads =1 y1 Id : lran.-Al . Pip.-lin*
System: Co: psr*llve sty I-.«ad.n SLiR)Y".

laiile | att-icl J si.i-  t.@= 1 divisi. of PUR:,,* Py and 5x il I
Ime- =(after deduct ia Oﬂ'/j ¢ J=g b= el ., U, -sut** an
the fetter* | goven - mthe - iIsLing stale « Lax L.

under H™ proposed bill. flgures in T.Me 1are fur th* period IS//
vVON. e =infer. *»I\ £ J dgii “graphical ly in Inert 1 attach

lahle Il de.”, te* itl, li.v + *! of ma pis.pavd h|II only Nt 1
producer reveiu ma= &. | s: “fttvi 1 inv =1, es. Glli'r state

revenues fn Prudhot 1 _ pip. lim*on* e>c|m| " Ayain, t%i
1Serial is preSCnte "vyi,; .ically in o i 1l

< e« ti;.:I<- Ibt -df.pti ,*f ** Ci in Il =inco =tuv;
LWld = = . . J. JI' 40 w*n > "iof ii J/.
flip ht | f.7.1: 1illiei. i V ;#J1/ tl | rt. it of I: . »r*und r
tdirtitt 1,,,,) -nJ . *J, (0 ir®s, in JV == (if. fn 1. ;F
SiVr.ilhon c¢ .tli a > Dy ** Lot ¢« - oo Vo »F).

RWIrdli

/tr-t (s)
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10: The HonsivMo John S>c|d!l
1POZ f.rogg K. frickson J
Director nf Roitwrch r) /
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Yesterday, we pro/ldcd »In!> Cronu".ihl of >(;or staff .2 copy of a f *rcli 31
FA'jroit 1 to Stiotur ['oluti;! in ixicli i? iir'icatotl Iht* t. ver/v e-f 'te’

lo 1-* refirerf try t»f p'emM-1 oil ind ry. Irxi Im Irgql J i »C, ri
fY 7f would he approxL .trly 1?2?27 i Uiici. S*1-li>* or* StltMts [li.il
have rimiopwJ since this t me'trarf; «t-J4 written. ctific»1l.,, ft

erosion of thr IV'.l Cmsl oil price mt t? fitcro.r. ) ofifil<c t* |S*
collapto, rctpiSrcs r<vision r.f i'slv tilt "p. fY 70 r -m; *c o1 this

hill 1'Vk app-ars t nifly I* fill 5 *HD HI 3v i «r 3r2'1*
million, with [l - val'"" u riseiijhhinrXT * of SHJ¥ *ill
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linn. Jolm So»r=&1t r.iy 31, ifv/a

consulsvit. 1c hive discussed these cslfriur. with I’-r.ity Ci .iflr.*r.n*-t-
O'_f Revenue John * ===and Ul *nd NI be hr. arrived independently
.t essentially the s.r e cr.tir.itvi OF £Y 79 revenue under these hills.

G.*Xdn

Attachment

cc: The Honorable Ch.tncy Croft
John Messenger
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Till LIGIST VI IXKI® OF Till STATI-. OF ATASKA
HIN 1T TIGISLATUKI

¥1* Al, NOIL
REDDEST

Mill KiMiluliuii No. SB 105

litk- _An.Act_relating to the Alaska net income tax
Requested by. Dafe

Il FISCAL DETAIL

Agency Affected _ Coirme.rcn » Ecnnnmit! Dfs_vninpmnnt.
I'rogram Category Affccled Public ProtechLon-
Budget Request Unitis) Affected a laaka Blpal INE Cnnmiasion-

I XPI NPI1URI S (Thousands of Dollars)

FY 77 FY 7K FY 79 FY 80 -FY 81 FY 82
100 PERSONAL SERVICES 0 175 37.3 39.2 41.2 43.3
200 TRAVEL -
300 CONTRACTUAL 0 135 1.5 1.5 1.5 1.5
400 COMMODITIES 0 ! -2 -2 -2 2
500 EQUIPMENT -0 1.0
() LAM) A STRUCTURES
700  GRANTS. CLAIMS. ETC
TOTAL 0 19.6 39.0 40.9 42.9 45.0
EUNPING (Thousands of Dollars)
CLNLRAI FUND 0 119 19.0 40. 9 12.9 45.0
IIDIKAT LTUNDS
(Hill R (Snccilvi
1 i
POSIIIONS
FULL TIME 0 1 1
pam

hmi
ILMIQRARY _

Il ANAI VSIS iScc Eiv.il Note Preparation Instructions, Section Illi

Given the Conmitmion'H workload, notinfactory performance of the
certification rcsponoibility will necerioitate hlrilng a ntaff pernon with
specialiisod knowledge of tax accounting.

Kffoctivo d*te: January 1, 1978

IV, DA 1l JI» 27 K‘&I'\'AAI-YII ) BY Killian L. P.uilay
i Nifiiul | cejebtnr | inancc piiont ~ 279-0581
VS liuJcel and Management

rnmc Sponsor tlitst Legislator N"jittrdi

I Qial IMrs 10°2M



i IKilSLATURI 01 Till. SIATi: 01* ALASKA
IIMil LMISLATURII

IMiAL.>»1L

| KK.U'ISi
Kill/Resolution No. ~ SB 105
Title An Act relating to the ATaska.Nc.t Tncome Tax
Requested by Date 2725777

Il FISCAL D1 TAIL
Agency Alfcctcd Commerce & Economic Development

Pr%gram Category Affected Public Protection
budget Request UniMM Affected Alaska Public Utilities Commission

| XPI NDI [FKI S (Thousands of Dollars)

V77 IVMH V70  IVX0 -FVH iV«
100 Pl RSOSAL SLRV1CLS 15.3 30.6

200 TRAVLL

200 CONTRACTUAL 2.1 “ 271

400  COMMOD1 TILS 2 1 2

500  IULIIPMINT .

. IAM)\ SIKin URI'S

700  ORAN1S. CLAIMS. 11

10TA |

| F\DIN(, i lliouv.inds of Dollars)

Cl M RAI 1[N 184 32.9
1111 RAI 11NDS

0illl K «S]Vviil i

POM [H)NS

n o iinil
KI [LMI
M P O K \\t\ g *

ru
P\
I
I, SNATVMS iSee livcjl Note Preparation Instructions. Section Il1)

Paosago of this projiofied Ie?islation will require the Alaska Public
Utilities Commission to onploy at 1*dot one Additional Financial Analyst [l
who would bo resjronuible for oxamii kng the tax roturno for intraatato
pipelinoH.

Detailed expense estimate attached
Effective date: January 1# 1978

IV, DAT! 2/25/77 PRI PARI I) ItV A

At.l NCY Ai“aLaPublic; U tiliiiw* CoauuitfUiOA —
Original | cfisljlor | uuruc PITONI 27, /»1.UfT
sc Mudect 4itd Mdiiaeeincrtl

Prune SHnser il u«t legislator Namedi

U il IRes 1IU 761



FISCAL NOTE

Re SB 105

1 Tax Accountant (UFA 111, Range 180
Eer.eflts 25 1/2]
Contractual:

0 ffice Space
Telephone

Commodities:
Stationery and Office Supplies

Equipment
Desk
Chair
Calculator
Dictating Machine (Pocket Secretary)

$2M 08
6226

1790
2*10

230

295

135
150
250

$306 37

2130

230

830

$3382i<



OK Till- STATI:

0K ALASKA

I NTH LKC.ISLATURI:

M>TL

Till-. 11°CilSI ATUK I
FISCAL
KI.QULST _
Bill/Resolution vo. Senate Bill No. 105
tltie An Acl

Requested by.

FISCAI DI TAIL
Agency Affected
Pr%Pram Category Affected
Budget Request

Revenue

| XPI NPITT RI'S 4Thousands of Dollars)

relat ing to..the..Al.i*La.rmt- incoac tax
Jtcnaic Rcsaurccs-XonnLliiic

Affe risen! <;pfvlere
nit! si Affected Audit pivision

D.itc - -2—r77

I-Y 77 'Y 7K FY 70 IV 80 -FY 81
100 p1 RSONAI SLRVICLS _88.1 . JilvL __317.8_ 353,3__
:on iravll 5.0 70.0 70.0_ 75*0
34)0 CON 1RAC 1UAL 10.2 *05,2 65.2 70,0
JM LUMMUDIIDLS 2.9 2.0 2.2
<00 TOL"IPMI NT _ 1*8 r. 6*0 1-0 l.a
MX ) 1\NPAS|R|(1UR13
700 tiRANTS. CLAIMS. |.TC.
1o1 Al -0- 105.7 501.0 *55.0 502.3
I't N|)IN(.  <Iliousattds of Dollars)
LIINT R\l 1LNL» -0- 105.7- 501-0 abs-0
11DI RAI 1INON
< X— '¥>
mslIIONS
Jill  1IMlI -0- \ 1 10 10 | 1
P\R1 1IMI
11 MI<II( \ RN t 1
i WAl ) Ms «Scr I ivcal NOte Preparation Institutions. Section [lilt
This bill will necessitate no Audit staff of 8 field Audi tors wl th a
Clerk. Typist Ill and a Tax Examiner to handle the clerical, typing and
return processing duties. The other costs arc related to the dcvcloprent
of the computer processing systems and costs related to the positions.
Set rscno attached to R. 0. stevenson dated 2/3/7/.
V. DM | 2-3-77 PK 1D ABY
AC*1 NCV Audit A .vIgjrff
eHi“mal IcrisJaloC linjjKc_ _ PIIONI i.bS-7370
cv. Budcct and Manartcmeni ~.

Prtitir Sponsor i1 nsi | cgntaior Named)

11 (MM (Kcs 10/761

IV h:

353.3
75.0
70.0

2.2

1-0

501.5

O



May U, 1973

‘lho l.onorabla Kay Tolanu
Cviimn

Sonata P.osourcea ContnilLteo
Ala-aka r.tato Le(lqlslature
Juneau, AK 9930

Ujar Canator Poland:

In his testimony on April 20, 1970, Milton J.ipton noted
throe points of n technical naturo which lie felt should he
addressed by the conraittce. | have talked to Cregg irickson
-.boat these three itcuui an»l believe that there in either :n
explanation of the apfcciflc language in the draft nr a
sugmtstion of specific language to the draft, to claar in
the points raiaud by Mr. Lipton. | will ciscua.; each point
i» order that it was runbloned.

1. Page 3, line 3

C.i this point, .Mr. J.ipton rained the concern that a
tiriff properly cn file with a regulatory aeoncy nioht
ba ultimately overturned by that agency or the courts
with appropriate refunds ordered. In thin situation,

ha fult that wo should assure oursolvsa that the

incoco tax for any prior period:) would 1> rccor.putcd
based upon the r.ow tariff, that was our intent and v»
boliovo that the Matter can ho clarified with fcho
addition of fclw following additional VingUiign at line f»
on pauij 3 of the oroponcd consiitteu substitute:

V. » tariff oro”arly on f|Ie wit!) a r :«ul.!-ory aogncy
j i nubriocuunhly i i . oy. »rtun nl vucron
t'u« n fano» i>1c-a>C. Y \T" ¢ 7. or»avt0| oh*11J t_

ior that ivvr{oirTnin»r‘tl ;7 /) y 7>atV>~"Ti77d~tar Cci .

S5aya |, lna *i, (c)(l)

On Lh*.. point, Mr. Jipton felt: that this deduction 'o:
royalty paid wan too narrtv/ nine* it included only

royalties p*id to the La or the United ~tafcoi. t*
nyroe. Our intent was to insurn that a company would
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only Im taxed upon its intercut in the oil end gas

Accordingly we would propose the following auieridrent at
lino 0 on page 3 of the proponed committee substitute*

(1) royalties paid in kind or in value. [TO THE STATE
OR TEE UNITED STATES.]

Pago 3, lino 13, (c)(4)

On thin technical point, Hr. Lloton rained the concern
that this particular deduction for operating expenses
should fit with the definition of gross value so as to
assure that there 13 not a double deduction of these
particular expenses of producing, gathering, preparing
the oil or gas for pipeline transportation, i/e have
recheckod the interrelationship of the definition of
grosn value and this deduction and believe that they do
fit together without overlap to assure no double deduction.

Ma have tied our definition of gross valuu to the
definition of "gross value at the point of production”
in the production tax statute. That definition contained
in AS 43.55.140(12) providoa essentially chat the value
at the point of production Jn the value at the point
where the oil or gas is metered or measured in a condition
of pipeline quality. rhis means that the oil or gas is
valued without deduction for the costs ¢C production
including the costs of gathering, conditioning and
treating prior to pipeline transportation, "‘or example,
for Prudhoe Day oil production the oil is valued under
this definition at the point whero it is laetered into
the trans Alaska Pipeline (l'uop Satien do. 1) and no
deductions upstream frcn that point aru allowed. In

(c) (#) the companies are then allowed to take their
direct upatroam operating costs as deductions frcm the
gross value in arriving nt ret income, fines gross
value is d.itorwinun without deducting these o;—r itlng
expenses under the definition in the production tax
statute, there in no double deduction Of :V»s** itens.
"itherofore wo believe the definition of gross vilue and
deduction for operating expenses |it together.



avoidance problems which wo have pointed out in last year*a
Co 1JU 322 are eliminated, since the department itself would
bo directly assessing the income and tax. “his would bo

similar to the way the property tax in now administered and
in our view i3 essential to administer a separate accounting

approach to incone taxation.

Hr. Lipton also raised certain policy considerations for the
cojunittee on the proposed cocnlttee substitute for liU 322
Those items included (1) the use of "book income" instead of
"federal taxable income" as a definition of net income fro?*
activities other than oil and gas production and pipeline
transportation, and (2) the use of the OCS apportionment
factors for apportioning income from activities other than
o, i1 and gas production and pipeline transportation.

/'3 you know, these are items which were contained in our
original franchise tax approach, and we believe that they
would enhance a new corporate income tax for the oil and gas
industry.

Sincerely,

John R. Messenger
Deputy Commissioner

cc. Gregg Lricksaon
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[IWOSKD'CS FoTF'CNJIQK- HOUSE BXLI. «Or 3?22 (Resources)!

For an Act entitled: "An Act establishing an oil and gas corporate income
tax; and providing for .. effective date."
BE IT ENACTED BY 11IK LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. LEGISLATIVE FINDINGS AND INTENT. The legislature finds and
declares that the method of apportioning income for tax purposes under the
"Uniform Division of Income for Tax Purposes" formula embodied in the Multi-
state Tax Compact (AS A3.10) and AS 43.20.06% does not fairly represent the
extent of the business activities in this state of mulristalc corporations
engaged in the production and pipeline transportation of crude oil and
natural gas in Alaska. The legislature therefore intends that, in accordance
with the provisions ol art. 18 of the Mnliistate Tax Compact (AS A3.10), the
income tax of all corporations engaged in the product ion or pipeline trans-
portation of oil o» natural gas in oi directly associated with this state
shall he assessed by the tax administrator under this Act. The legislature
lurthe: intends that the assessment of income tax against a multistate cor-
poration engaged in the production oi pipeline transportation of oil or
natural gas shall he cocmensur.ile with the lax that would he assessedﬂagainst
f corporation owning and operating only those assets of the multistate cor-
poration which are in oi directly associated with i.his state.

- See. 2. AS All.20.01%(« ) is amended to read:

(e) Ihit« is impos*d foi each taxable* yearupon the entire taxable
iin I* of every corporation d«1iv¥*dlion soliiceswithin tin state a lax
consisting of a nor.Mil tix ocpial toS.A per cent of taxableincoitm,and
a *m tax whiili is «piil to A.0 pel cent of taxable income. For purposes
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of this chapter the surtax exemption for a taxable year follows sees.
1> and 1*>03 of the Internal Revenue Code. The tax of a corporation
engaged In the production or trannportation of crude oil or natural gan
shall be determined and paid in accordant- with ch. 21 of thin title.
= See. 3. AS A3 in amended by adding a new chapter to read:
CHAPTER 21. Qil. AND CAS CORPORATE
INCOME TAX.

See. A1.21.010. APPLICATION. This chapter applie% to every cor*
porat lon doing business in the Mate which derives Income (ton the
production of oil or gan lreoi * [ease or proprrty in or directly anno*
elated with the state, or from the pipeline Irannportallon of oil or ga*
in the Mate. The tax calculated undei thin chapter in nr,mured I*y the
total taxable income of the corpora; (on an defined in seen. 20 ¢« AO of
thin chapter and in determined at the rules cntahlinhcd under AS AT.20..
011(c).

See. AT 21.020. DUIKMINAtION of TAXABLE INCOME IROM OIL AND CAS
PRODICTIOS. (a) The taxable in*»«»r « a corporal (on (n*« the prodoc*
tion of oil and gar. fr-a. » Icane or proprrty in the Mate shall be the
corporal ion*n net in< an calculated by ;it* department in accordance
with thin section.

(b) Cronn inroit« i>i a corporal ion It«« «*il and g«s prmluit i>m
nhall be ti« grove. valor at the fwlnt id prtdtii | k<t »t oil Or ga-i pro*
duccd froo a lease or property in the ->utr, Thr drpar ttwnt M at!| by
regulation detnoinr a uniform Orlhod of cutah)inhing the grann Value at
te point of production. in making i(& drtrroiftal ion the department na>
use Ihr actual prices or values received for the oir rr gas. the pooled
pticrft for thr oil or gas in Ihr aa«e field, or tlto prevailing p| iceh OF
value* 0f oil Of gat. in (he «anr firld In addition, in it» detrrnina*

I »e»n of glovt Value al tj|<r pi||t] of prodtlt|ll«wti id Oil of ga& plodu rd
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from a lc.ir.e or property, the department shall determine the reasonable
costs of lransportation from the point of sale to the point of produc-
tion of the oil or gas. Trrtnnporl.ition costs net by a trtriff properly
en file with the Alaska Pipeline Commission or other regulatory Agency
shall be considered priaa f.icic rcdsonablcj™ s

(c) Net income from oil rtnd gas production sh.ill be determined b
the department by deducting from gross incone the following:

(1) royalties paid in kind or in value* i a.iiilm<hi tire
w— imi ir m— ;

(2) taxes imposed under AS A3.!*bh and AS A3.'»/ which are
actually |»»i by thecorporalion on the production lron rt lease o»
property in thr state;

0) taxesimposed undei AS A3.0b and AS 79.S3 which are
actually paid by thecorporation on property used directly in the pro-
duction of oil or gas fre» a lease or property in the stale. Including
propel Iy in |»e lu*icm, gathering, treatment or prrparation of thr
oil or gas for pipeline transportalion, hut only if those property tax
pay»r||t». urn- dur and payable only after the date of commercial produc-
tion from the Irie,r oif properly with whitl ihr property was asr.ocialrd;

(A) rhe iljin | costs incurred by or for the corporation in
operating thr ir»*;r of property, including the direct costs of pro-
ducing, gathering, treating or preparing the m1| or gas for pipeline
liaf>s|HJttat ion, t*ut net of any payments receive* for those activities
atul not including any tMhirtt cost or overhead expense;

Cj) depreciation (using th« unit of production method or such
other reasonable ftrths'h a> thr department may by regulation establish)
on property u-oi darrtily in ibr production, gathering, treatment <(
pteparat l«>n «*t thr «j| <* gas f**r pipeline transpor tat <wn invlading

inuift 1141 ion of dap|la"i®ri| inter* t( f«r investmentn m this property at
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a rale not lo exceed the average cost of borrowed capital to the tax-
payer during the year in which it is capitalized;

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

(7) interest expense not capitalized of the corporation, to
the extent that it does not exceed that portion ot the total interest
paid by the consolidated business rf which the corpora* ion is a part,
determined by multiplying the total interest (reduced by intercompany
transactions within th* consolidated business) by a fraction, the numer-
ator of whwh is the value of the coipor.ition's real and tangible per-
sonal property used directly it the production of oil oi gas from a
lease mt property in the slat and the denominator of which is the valur
of all real and tangihl** personal property of the consolidated business

(8) expenses incurred I»y the corporation after December 31,
19/7 of unsuccessful exploration oi ot! or gas in the state including
the acquisition costs of abandoto « properties, dry hole costs ant! the
I'fSts of geologic and geophysical exploration related to those abandoneeI
properties;

(9) general overhead or adoinl*t *at ive cxpens* incurred I»y
the torporation attributable to the production o( (oil o« gas fr<»» a
Ifdie <|| property in lh« state to the extent that it doe« not exceed the
lesser of:

(A) that portion oi th» total general overhead <« admin*
jM fat iVe expensr Haul ted by tl* consolidated business of which
the corporation in »part, determined by mul tiply ing the total
grnn ai ovrrhrad «t admmist ral ive rxpensr |y a |tael ton. the
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numerator of which is the value of the corporation's real and

tangible personal property used directly in the production of oil

or gas from a lease or property in the state and the denominator of
which is the value of all real and tangible personal property of
the consolidated business, ot

(*i) the sum of SO. 12 for each barrel of oil and $0.02
for each thousand cubic feet of gas produced from a lease or pro-
perty in the state.

(d) Deductions from gross income under thin see»ion shall not
include expenses previously deducted on a return filed under AS A3.20.

(c) Where a corporation subject to this chapter shares the pro-
duction or proceeds of the production from a lease or properly through a
working interest, royalty interest, overriding royalty interest, pro-
duction payment, net profit interest, joint venture or other agreement,
the department shall allocate the deductions from gro*s income between
the corporation and the persons with whom it ban such an agreement in
accordance with the terms of the agreement.

Sec. A3.21.030. DETERMINATION' OF INCOME FROM Oil. AND CAS I'lI'KI.INF.
TRANSPORTATION. (a) Except as provided in (r) of this section, taxable
income attributable to thr transportation of oi) in a pipeline engaged
in interstate commerce in Alaska shall be determined by the department
and shall be the amount reported or that would be required to he re-
ported to the Federal Energy Regulatory Commission or its successors as
net operating income, less those portions of interest and general admin-
istrative expense attributahle to the pipeline transportation of oil in
thr state, except that taxable income shall also include taxes on ot
measured by income. The department shall establish regulations govern-
ing tlk d*terminal ion oi mt'-o-~t ami general admin 1st rat ive expense

at 5ti|,wt ahl« to pipeline transportation of oil in the State.
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(b) Except as provided in (c) of this section, taxable income
attributable to the transportation of natural gas in a pipeline engaged
in interstate commerce in Alaska ‘“hall be determined by the department
and shall be the amount reported or that would be required to be re-
ported to the Federal Energy Regulatory Administration as net operating
income less that portion of interest and general administrative expense
attributable to pipeline transportation in the state, except that the
taxable income shall also include taxes on or measured by income. The
department shall establish regulations governing the determination of
interest and general administrative expense attributable to pipeline
transportation of natural gas in the slate.

(c) Taxable income attributable to the transportation of oil or
natural gas in Alaska ol any corporation not under the Federal Energy
Regulatory Commission jurisdiction, or of a corporation under the juris-
diction of the Federal Energy Regulatory Commission but not reporting
the operation of pipelines in Alaska separately from the operation of
pipelines elsewhere, shall be determined by thr department and shall he
based upon an amount equal to that which would have been reported to the
Federal Energy Regulatory Commission under (a) of this section in the
case 0| oil pipelines, or (h) of this section in the case of natural gas
pipeliaeft, had the corporation been, in fact, under Federal Energy
Hrgul/tory Commission jurisdiction for the taxable year and required to
r«<port on the operation of Alaska pipelines separately from the opera-
tion of pipelines elsewhere.

Sec. A3.21.040. DETERMINATION Of INCOME FROM ACTIVITIES OTHER THAN
Oil, AND CAS PRODUCTION OR FIREFINE TRANSPORTATION, (a) Taxable income
o| ,i corporation subject t«w this chapter from activities in this state
other than the production «l oil or gu* from a lIrase or property in the
t.tatt or tl»e pipeline traitSputlation of oil or gas in the state shall he

.6*
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determined in accordance with the method established in art. IV of AS
A3.19.010 and in AS A3.20.071, as modified by (b) - (c) of this section.

(b) Ihe total taxable income of the consolidated business shall be
the net income determined and certified by an independent certified
public acccuntant for the purposes of a report to shareholders covering
its earnings and profits for the taxable year (calculated without rcgarc
to any taxes on or measured by net income), less the taxable income of
the corporation as determined under secs. 20 and 30 of this chapter.

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

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

(e) The value ot oil or gas production facilities or other pro-
perties of the consolidated business which are located in the United
States hut not in any state shall be included in the numerator of the
property f.ictor if the property is serviced or supplied from a banc of
operations maintained in the state or if that property relies on onshore
facilities in this state for storage of the oil or gas produced.

Sec. A3.21.000. ASSESSMENT OF INCOME AND TAX. (a) The department
shall anse*»*> taxable income and the amount of lux payable on that tax-

able income.

(b) on of bhefore August P of each year tie department shall send
10 every corporation taxable undei ibis chapter a notice of assessment
-showing thr amount of income taxable under this chapter for the previous

-7
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year and the amount of tax payable on that taxable income.

(c) For purposes of this chapter the department may combine tax-

able incomes of corporations subject to tax under this chapter who are
part of the same consolidated business.

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

Sec. 43.21.070. PAYMENT Of TAX. The tax levied under this chapter
is payable to the department on or before September 30 of each year or
in installments at the times and under the conditions the department may
by regulation require. This tax is payable on the due dale set out in
this section even though the assessment in under appeal or the validity,
enforceability or application of this chapter or any provision of this
chapter is challenged before the department, in the courts, or under
sec. 40 of this chapter.

Sec, 43.21.080. TRANSITIONAL KUI.KS. The department shall provide
by regulation transition rules for corporations subject to tax under A';
43.20 before the effective date of ibis Act to avoid double taxation of
tlie name income oi double deduction of the same expense of those cor-
porations an a result of becoming subject to tax under this chapter.

Sec. 43.21.000. RU"UIAI IONS. The department may adopt regulations
in accordance with the Administrative Procedure Act (AS 44.09) as appro-
priate to administei and enforce this chapter.

Sec. 43.21.100. PENALTIES. The penalties established in ch. 20 of

this tit It* apply to this chapter.
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See. A3.21.110. PUBLIC REPORTING. (a) The commissioner of reve-
nue shall compile and transmit to the legislature an annual consolidated
report of state revenues and taxation policies under this chapter. This
report shall include total aggregate income tax paid by corporations
covered under this chapter and aggregate income and deductions by cate-
gory, so classified as to prevent the identification of particular
returns or reports.

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

Sec. A3.21.120. DEFINITIONS. Unless the context requires other-

wise the definitions contained in AS A3.5r>.l1AO are applicable to this

chapter. lii addition, in thin chapter
(1) "base of operations” means the closest point on
the offshore oil or gas production opei.it ionr. froro which good?.,, services

and f.upplies flow to those off short ujf or gas production operations;
(?) "consolidated business" means a corporation or group of
corpor.it inns having at least :{0 pci cent comrnoi ownership, direct or
indirect, or a group of corpor.itions in which there i?. common control
ellh<i direct or indirect as evidenced by any arrangement, contract or

a;.i cement .

J«c. A, 'ibis Att applies to taxable income earned or received after

lie. t,,I, « 31. 10//.

*

lex-, 3he Art tabes el feet immediately in accordance with AS 01.10.-

0/01* >.

la



STATE

of ALASKA

Hr. R. 0. Stevenson
Special Assistant
Department of Revenue

1
DAT! - ( February 3, *977
Gary L. Jenk SUBIICTi Senate Bill 105
Director
Audi t Divisi

Senate Bill 105 provides that all oil producing and pipeline companies
would compute thoir 1income 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 and
gas, the returns would be audited by this Division, while for pipeline
companies it 1is assigned to the APUC. I would strongly urge that the

audit function for pipeline companies be assigned to this Division with
the provision that the APUC will generate the reporting requirements
which i/ould be used as the basis for the audit. Sections 3* 6 .md 8 of
the Bill would need to be amended to accomplish this.

Second, it appears that the intent of the Bill 1is that the Department of
Revenue would by regulation define what would be deductible as an expense

and how such 1items as intangible drilling costs would be treated for
reporting purposes. To accomplish this would necessitate the employment

of two Auditors and the Clerk Typirt 111 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 "allocation"”

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 nature of each item of income and
assign it to the proper jurisdiction, while to apportion is to assign
Incore on the basis of a formula.

Fourth, Sec. A of the Bill refers to AS A3.70.330 which was repealed
in 197? by Chapter If59 of the Session laws. The proper reference is
AS "«3.?0.J35 with the two subsections 1identified as (J) and (k).

Fifth, the portion of Sec. 3 of the Bill which pertains to public
reporting has provisions in it which ray bo unconstitutional. A primary
tenant of our system of solf-assessed tax Is that the Information
reported shall remain confidential. T".0 provision which 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-1-78. Docs Section

10 mean that returns would be due after 1-1-73 on income ea.ned in 19777
I would lecomend that this be clarified.



Introduced 1/31/77
Referred: Resources and Finance

BY THE RULES COMMITTEE BY
REQUEST OF THE LEGISLATIVE
COUNCIL (for the Subcommittee
on Oil and Gas Leasing and

> IN THE SENATE Taxing Policies)

SENATE BILL NO. 105

IN THE LEGISLATURE OF THE STATE OF ALASKA

* 1 TENTH LEGISLATURE - 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 THE LEGISUTURE OF THE STATE 3F AUSKA:
» * Section |I. LESIGLATIVE FINDINGS AND INTENT. The legislature finds and
»» declares that the method of apportioning income for tax purposes under the
n "Uniform Division of Income for Tax Purposes"™ formula embodied in the Nulti-
i."” State Tax Compact (AS A3.19) and AS A3.20.065 does not fairly represent tin
u extent of the business activities in this state of tiulti-state corpor.itiom;
is engaged In the production and pipeline transportation of crude oil and
natural gas in Alaska. The Ilegislature therefore intends chat the provlr. i<« 4
i of section 16 of article IV of the Multi-State Tax Compact (AS A3 19) whlvii
I" allow separate accounting of income shall he adopted for the determination of
is corporate income tax liability on income derived from the production and
n pipeline transportation of oil and gnn and related activities. The legisla-
ture further intends that separate accounting shall result in the assessed.t
r- of tax against multi-state corporations no that the tax paid by these c"*r-
porntlons will be comnenjurate with the tax that vould be paid by corporal ion-,
owning and operating only the Alaskan assets of these rulti-state corpora-
"Hons.
i
* Sec. 2. AS A3.20.0il 1is amended by adding a new subsection to read
€] For purposes of determining taxable income under (e) of thit.
section chat part of Income of any corporation derived in Alaska from
oil or natural gas production or the transportation of crude oil or

natural gas by pipeline. Including income from royalties on oil and

-1- Sh 10i



production, shall, notwithstanding ncc. 63 of this chapter, be deter-
t-.ineo by scpa: e accounting In accordance with section 13 of article IV
of the Multi-State Compact (AS A3.19.010) and secs. 1? - 14 of this
chapter.
Sec. ™ AS A3.20 is amended by adding new sections to read:
Sec A3.20 >12. DETERMINATION Or Oil. AND NnTt’RAL GAS PRODUCTION
INCOME. (a) ftc determination of taxable income attributable to oi
nd natural gas production, a: required aider secs. il(c) and (f) of
this chanter, -ball be based ri i separate accounting of coats and
rovc'uc:* lu -oci ted v-itl. the production.
fb: Gto:»r revenue from oil md gas production shall be the wcll-
"ead alin e cjtabll shed for purposes of the oil and gas properties
product lor. roN. in iccordnnce with the provisions of ch. 33 of this
t *tic
) ‘/odvctims :r>: group revenue for tlv: purposes of determining
taxable preduct *on ircoTv hall include
(1) r va* ier .ctually paid whether in kind or in value;
t.' -W. >nc' taxes actually paid;
< ) pr> »erc*. tixi* actually paid by the corporation taxpayer
i-i thr pin.luring pr per! e« and tin* facilities directly associated will*,
j* In ludIinr facilitie fur e«h* gat’ring, treating and preparing of
ebe . il or :nn for ahlj ent.
(A) rhv costs incurred by thecorporation taxpayer in opeia-
e u- * i oil ot gas field, including thecosts of gathering, treating
<nd vreparing the oil t * for shipment, but net of any payments
rcrrl ril for those service.!.
(3) dcprrc lati n on Inventrrentn which arc associated with the
production, gathering, treating and preparing for shipment of the oi] or

.as. and vt.lch are located in or adjacent to the site of production, in-



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 capitalized 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 multi—
plying total interest paid by a fraction, the numerator of which is the
book value of the corporation®s fixed assets in and associated with the
field, and the denominator of which 1is 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 calcu—
lation of depreciation costs, the allocation of Inteiest costs, the
definition of facilities associated with 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 OF CRUDE OIL AND NATURAL CAS PIPE—
LINE TRANSPORTATION 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 with principles
established by the Interstate Cocsscrce Commission (ICC).

(b) If no ICC valuation has been cade of an Interstate oil pipe—
line facility or if the o"l pipeline facilities are engaged vhollv or

partially in Intrastnte coszarce, not income shall be determined In

-3 B 10



accordance with regulations established by the Alaska Pipeline Commis-
sion under AS A..06.061. A tax return reporting this income shall be
accompanied by a certification from the Alaska Pipeline Conmlsr.ion to
the effect that "0 the best of the commission’s knowledge and belief the
income calculation has been made ir. accordance with the principles
established in regulations adopted by the commission, or. if the income
is not, in the opinion of the corrnnijiyion, reported in accordance with
Its regulations, then a statement to that effect, identifying the
deficiencies in the report and. if possible, providing a reporting, of
the true and correct income.

(c) A corporation operating, an oil pipeline facility engaged
solely in interstate commerce may elect to have the taxable income from
that facility determined in actjrdancc with (b) of this section, rather
than (a) of thin section if it complies with all applicable regulations
and orders of the Alaska Pipeline Comm¥*nylon concerning accounting,
methods and reports, and properly files all reports or other Information
required by Alauka Pipeline Commisyion regulations.

(<1) A corporation's taxable Income from the transportntr »n of
natural gas shall be determined for interstate natural pas pipelines in
conformance with the reporting procedures established by the Federal
Power Cominnlon. and for Intrastatc pipelines in confonaancr with pro-
cedures established by the Alaska Public Utilities Conr.lnnlon. A tax
return reporting income fron the Intrastatc transportation of natural
gas by pipeline shall be accompanied by a certification from the Alaska
Public Utilities Commission to the effort that to the bent of the con-
mlinnlon's knowledge and belief the incomo calculation baa been made in
accordance with the principles established in regulations adopted by the

cocnianion, or. |If the Income is not. in the opinion of the remission,

reported In accordance with Its regulations, then a statement to that



effect, identifying the deficiencies in the report and, 1if possible,
providing a reporting of the true and correct income.

(©) The certifications of the Alaska Pipeline Commission and the
Alaska Public Utilities Commission submitted in accordance with this
section shall not prejudice any future action by the respective commis—
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.

¢d) Nothing 1in this section or 1in sec. 12 of this chapter shall
limit a corporate taxpayer ® right to appeal or the taxpayer remedies
provided under ch. 3 of this title.

See. A3.20.014, DETERMINATION OF INCOME FROM OTHER ACTIVITIES OF
CORPORATIONS ENCAGED 1IN OIL OR NATURAL CAS PRODUCTION OR TRANSPORTATION
Taxable 1income from activities other than oil or natural gas production
or pipeline transportatlon shall he determined hy subtracting the i«u<-
an determined under secs. 12 and 13 of this chapter from the corpora-
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 1is taxable In accordant
with acca. 12 and 13 of this chapter.

Sec. 43.20.013. PUBLIC REPORTING. Notwithstandlng the provisions
of AS 43.03.230. the comlanioner 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 lona by category and the tax cost of these de—
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 deduc—
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 J3 reported in accordance with see. 12 of this chapter, fronm
pipeline tronfiportntion as reported in accordance with nee. 13 of this
chapter, from other income allocated to the state under sec. 14 of this
chapter, and the tax due.

See. .. Ad =<3.20. 3J0 is amended by adding new subsections to read.

) Any pernor, who 1improperly influences, or attempts to improper—
ly influence, by means of payment or offer of payment or ochervaluable
consideration, any state official In hin determination of values and
apportionments under this chapter shall be guilty of bribery and punish—
able under AS 11.30.060.

(9) Any person who knowingly and wilfully maker, false statements
or representations, or who knowingly allows false statement L. or repre—
sent at ions to be made on his behalf in the case of corporations, with 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
bad thefalse statement been undetected, and by imprisonment for not
less than 10 days nor more than one year.

See. S. AS 42.06.1401). amended by adding anew paragraph to read

(11) shall provide all reasonable assistance to the Depart—
ment of Revenue in determining the net income from rll pipeline facill-
tits.

See. 6. AS 42.06 I« amended by adding a new section to read
S*»r. 42.06.041, CERTIFICATION OF INCOME TO DEPARTMENT OF REVENUE.
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