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CSHB 63(FIN) - Aviation Fuel Tax Exemption
April 2. 1997
Page 2 of 3
HB 63 Amends the Motor Fuel Tax Statutes i>r Three Types of Fuel. Outlined Below is an Analysis for Each 
Change

ISSUE #1 Aviation Jet Fuel Amendments

The activation of a Foreign Trade Zone (FTZ) in Anchorage (Oct. 1995) allowed imported foreign aviation fuel to be 
sold preempted (by federal law) from state tax to aircraft flying directly or indirectly to a foreign country. Alaska oil 
refining industry believes that they will not be able to compete economically with FTZ (foreign import) fuel unless 
the current Alaska tax exemption for direct foreign flights is expanded to include indirect (i.e. flights that refuel in 
Alaska, stop in another U.S. city and then continue on to a foreign country). Current Alaska statutes provide only 
for an exemption for fuel sold on flights going directly to a foreign country.

Current Law
AS 43.40 (Alaska motor fuel tax) currently imposes a 3.2 cent per gallon tax on aviation jet fuel purchased in 
Alaska. Fuel purchased in Alaska for use in flights directly from Alaska to a foreign country is exempt from the 
Alaska tax. Fuel purchased for use in flights originating in a foreign country, refueling ui Alaska and continuing to a 
U.S. destination prior to returning to foreign country (i.e. indirect foreign flight) is taxable.

Proposed Law
HB 63 would expand the above exemption to exempt from tax fuel purchased in Alaska for all flights to or fror.i 
foreign countries.

Revenue Impact
This bill will result in approximately S2.800 million in revenue loss for FY 98 and annually through FY 2003. 
(Sec note #2 under assumptions, below.)

This estimate considers the effect of the recent activation of Anchorage Foreign Trade Zones (FTZ). The FTZ 
allows international air carriers to use imported fuel without incurring customs duties. Under the rules and 
regulations of the U.S. Customs Service, the operation of the FTZ allows air earners to place imported fuel in the 
FTZ and withdraw the fuel for use in flights to or from a foreign country. Under federal law, the State of Alaska 
cannot impose tax on fuel placed in the FTZ. Alaska will lose some tax revenues from the FTZ independently of ITB 
63.

The fiscal impact of HB 63 results from exempting fuel that could not otherwise qualify for FTZ treatment or the., 
current foreign flight exemption. The fiscal impact is measured by the amount of domestic fuel that is used for 
flights that continue from foreign countries to a U.S. destination.

Fiscal Note Assumptions/Calculations
1) During calendar year 1996 169.4 million gallons of A VJET was imported into tfie Port of Amchorage. 37.6 
million (22%) qualified as FTZ AVJET. For FY98 DOR assumes 37 million gallons of FTZ A VJET will be 
imported. Tn sportation costs and favorable crude price and supply will continue to make Alaska refined fuel most 
economical. West Coast imports will continue to be cheaper than imported foreign fuel. Alaska's growing AVJET 
demand and occasional favorable world market prices will support importati n of some FTZ ruel.

2) Total estimated AVJET tax revenues to be collected in FY98 is S7.2 million. Fuel used by carriers who fly 
primarily domestic routes accounts for S3.2 million. Thus estimated revenues from indirect foreign flights is 
estimated at $4.0 million. Estimated revenue loss due to import of FTZ fuel, based on 37 million gallons (calendar 
year 1996 actuals) is S 1.2 million. This assumes that 100% of all FTZ imports will be used on foreign flights, thus 
qualifying for tax preemption. Thus the remaining potential revenue loss from HB 63 is S2.8 million for FY 98.

3) Actual revenue loss is dependent on the amount of foreign fuel that will be imported and placed in FTZ. Alaska 
is pre-empted from taxing this fuel.

Hb63fh.wpd



Issue U 2 Marine Motor Fue! Amendment.

CSHB 63(FIN) - Aviation Fuel Tax Exemption
April 2, 1997
Page 3 of 3

HB 63 removes the current 5 cents a gallon marine fuel tax on bunker fuel used in watercraft. Bunker 
fuel is defined as residual fuel oil (#6) that is the residue from crude oil after refined petroleum products 
have been extracted by the refining process.

Revenue E ffect

DOR is receiving tax revenue or. bunker fuel used in watercraft. But the ar lount could not be 
distinguished from the total $8.5 million o f FY96 marine fuel tax revenue. Industry provided 
information show 12.5 million gallons o f bunker fuel were consumed in 1996 for a total tax revenue o f 
$625,000. By removing the tax on bunker fuel the state this would lose this revenue.

Issue #3 - Repeal the m otor fuel tax exemption fo r fuel th a t contains an alcohol add itive  (gasohol).

HB 63 repeals the exemption from motor fuel tax for gasohol. DOR estimates that 100 million 
gallons of gasohol vill be sold in FY98. $8 million in tax revenues will be collected if the 
exemption is repealed.

Summary of the Changes in tax Revenue from HB 63

ISSUE frl Aviation Jet Fuel Amendments ($2,800,000)
Issue n 2 Marine Motor Fuel Amendment ( 625,000)
Issue #3 - Repeal the gasohol tax exemption $8.000.000

Net New Revenue S4.575.000

Hb63fh.wp<i
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HB 63 - Aviation Fuel Tax Exemption
February 11, 1997
Page 2

ISSUE
The activation of a Foreign Trade Zooe (FTZ) in Anchorage (Oct. 1995) allowed imported foreign aviation fuel to be 
sold preempted (by federal law) from stale tax to aircraft flying directly or u'directly to a foreign country. Alaska oil 
refining industry believes that they will not be able to compete economically vith FTZ (foreign impart) fuel unless 
the current Alaska tax exemption for direct foreign flights i:i expanded to inch tie indirect (Le. flights that refuel in 
Alaska, stup in snoiher U.S. city and then continue oa to a ibragn Country). Current Alaska statutes provide only 
for an exemption for fuel sold on flights going duectly to a foreign country.

Current Law
AS 43.40 (Alaska motor fuel tax) currently imposes a 3.2 cent per gallon lax on aviation jet fuel purchased in 
Alaska. Fuel purchased in Alaska for use in flights directly from Alaska to a foreign country is exempt from the 
Alaska tax Fuel purchased for use in flights originating in a foreign country, refueling in Alaska and continuing to a 
U.S. destination prior to returning to foreign country (i.e. indirect foreign flight) Li taxable.

Proposed Law
HB 63 would expand the above exemption to exempt from tax fuel purchased in Alaska for all flights to or from 
foreign countries.

Revenue Impact
This bill will result in approximately $2,800 million in revenue loss for FY 98 and annually through FY 2003. (See 
note #2 under assumptions, below.)

This estimate considers the effect of the recent activation of Anchorage Foreign Trade Zones (FTZ). The FTZ 
allows international air carriers to use imported fuel without incurring customs duties. Under the rules and 
regulations of the U.S. Customs Service, the operation of the FTZ allows air carriers to place imported fuel in the 
FTZ and withdraw the fuel for use in flights to or from a foreign country. Under federal law, the State of Alaska 
cannot impose tax on fuel placed in the FTZ. Alaska will lose some tax revenues from the FTZ independently of HB 
63.

The fiscal impact of HB 63 results from exempting fuel that could not otherwise qualify for FTZ treatment or the 
current foreign flight exemption. The fiscal impact is measured by the amount of domestic fuel that is used for 
flights that continue from foreign countries to a U.S. destination.

Fiscal Note Aaiumptkm/Caiculatkxu
1) During calendar year 1996 169.4 million gallons of AVJET was imported info the Port of Anchorage. 37.6 
million (22%) qualified as FTZ AVJET. For FY98 DOR assumes 37 million gallons of FTZ AVJET will be 
imported. Transportation costs sad favorable uude price tad supply will continue to make Alaska refined fuel most 
economical. West Coast imports will continue to be cheaper than imported foreign fueL Alaska's growing AVJET 
demand and occasional favorable world market prices will support importation of some FTZ fuel.

2) Total estimated AVJET tax revenues to be collected in FY98 is $7.2 million Fuel used by carriers who fly 
primarily domestic routes accounts for $32 million. Thus estimated revenues from indirect foreign flights is 
estimated at S4.0 n J lion Estimated revenue loss due to import of FTZ fuel, based on 37 million gallons (calendar 
year 1996 actuals) is SI.2 million. This assumes that 100% of all FTZ imports will be used oa foreign flights, thus 
qualifying for tax preemption. Thus the remaining potential revenue loss from HB 63 is $2.8 millioo for FY 98.

3) Actual revenue loss is dependent on the amount of foreign fuel that will be imported and placed in FTZ Alaska 
is pre-empted from taxing this fueL

Hb63fn.wpd
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ALASKA AIR CARRIERS ASSOCIATION 

Written Testimony of Kim Ross 

on the
HB 63 Fuel Tax Exemption

before the 
House Finance Committee

March 12,1997

Chairman Hanley and Chairman Therriault, and Members of the Committee, 
my name is Kim Ross and I am the Executive Director of the Alaska Air Carriers 
Association. With me today is Jack Birmingham, a Vice President of Era Aviation 
and also an officer of the AACA. We would like to offer our assistance in 
answering any questions you may have.

Thank you for this opportunity to comment in opposition to HB 63. I speak 
on behaif of 180 domestic air carriers and aviation businesses operating here in 
Alaska. We believe that a Bill that would provide a tax exemption for a few select air 
carriers could be unfair and could encourage misuse and manipulation of the 
Anchorage Foreign Trade Zone, as well as Department of Revenue and 
Department of Transportation funding and accounting mechanisms.

Four times now the DoT has come to domestic carriers with claims of budget 
shortfalls. Each time they have sought higher user fees, such as higher fuel taxes 
and other "revenue enhancements".

We are concerned that HB 63 might have a tremendously adverse impact on 
Alaska's local domestic airline industry, and the passengers and shippers we serve. 
The domestic industry is made up of a wide range of companies, based in Alaska, 
that provide service to our bush communities as well as our larger cities. These are 
the folks that carry passengers, mail, freight, and medevac services-basically 
providing whatever transportation services are necessary to support life in rural 
areas.

If HB 63 goes into effect, the state of Alaska would lose approximately 4-5 
million dollars in current revenues-this year. We would also lose 4-5 million dollars 
next year, 4-5 million dollars the next year, and so on. These revenues are 
earmarked for funding rural airport maintenance and operations costs. This 4-5 
million dollar revenue loss, each year, would amount to a loss of 25% of Alaska's 
annual budget for rural airports M&O. Without this 4-5 million dollars in arvvjal

page 1 of 4



From: AUslia Air Carrxts Association To: **• Tibbies Dote: 3/12/97 Time: 16:32:03 Pege 3 of 5

aviation fuel tax revenues, the DoT will most certainly look for "alternative" revenue 
sources.

We al! understand that Alaska does not have dedicated funding, but 
"earmarking funds" is a reality. And reality and experience teach us that a shortfall 
of 4-5 million dollars a year is likely to result in substantial increases in "user fees", 
such as airport land ' ’ase rates and landing fees. One local company estimates its 
portion of the "make up" for the shortfall to be $300,000 to $400,000 pei year in 
additional fees to the state. Increases in costs like these cannot be absorbed by the 
domestic industry--the local companies i mentioned earlier. Local Alaskan 
operators would be forced to try to pass on the increased costs to the flying public 
and shippers-Alaskans wno live and work in rural areas.

Our State is facing a monstrous fiscal gap. Every day the newspaper reports 
work being done by special commissions and government agencies-involving 
politicians and people from the private sector--whose purpose is to examine 
alternative revenue sources to fill in budget gaps. How would the general public 
respond if they knew the Legislature was considering eliminating an existing tax 
base? In essence, our State would be giving away 4-5 million dollars in revenue-- 
funds that are critical to continued airport operations in rural Alaska.

In an earlier House Transportation Committee hearing, a committee member 
asked whether the $4-5 million would be in addition to the $60 million the 
Legislature must cut from next year's operating budget. Deputy Commissioner 
Parkan stated, on the record, that the $4-5 million would come out of the general 
fund; but then he actually said, there is, "No tie, no link" between fuel tax revenues 
and the DoT's budgets for rural airport maintenance and operations. This is not
true, but he has continued to say it.

After Mr. Parkan first said it wc pointed out that AS 43.40.010(e) states:

"... proceeds of the taxes on aviation fuel shall be paid into a 
special aviation fuel tax account in the state general fund. The
legislature may appropriate funds from this account for aviation
facilities."

We also pointed out that the preamble to the 1994 Bill for a 0.70 increase in 
aviation fuel tax states:

"The purpose of this Act is to increase the tax on aviation 
gasoline in an amount substantially comparable to the amount that 
would be derived from the DOT/PF's reimposition of landing fees at 
rural state operated airports, and to leave this increased tax in place 
only so long as the commissioner of transportation and public facilities

page 2 of A
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does not, before January 1, 2000, impose landing fees at those
airports at a higher rate than was in effect on January 1,1994."

The clear legislative intent of this Bill was to provide a funding source for 
"budget shortfalls" DoT was claiming for its rural airports maintenance and 
operations budgets. This 1994 fuel tax increase was in lieu of a proposed landing 
fee program, which would have cost approximately 40 cents on the dollar to 
administer.

Mr. Chairmen and Members of the Committee, the "link" between aviation 
fuel taxes and rural airports maintenance and operations budgets is right there in 
black and white-written into our own statutes and legislative history.

Yet there is more: You should find in your packets DoT "Projected Revenue 
Flow" Charts, which were used by the DoT to justify the 1994 tax hike, and which 
further depict the "tie" between aviation fuel taxes and rural airport maintenance and 
operations budgets.

And one more point: Until now, the DoTs own budget submittals showed, as 
a "source of funds" line item, aviation fuel taxes.

If, as Deputy Commissioner Parkan now testifies, there is no tie or linkage 
between aviation fuel taxes and rural airports maintenance and operations budgets, 
Is he now saying that we were deceived by both the Legislature and the DoT in 
1994? What did you do with our money these past three years? How can we now 
trust any assurances from the DoT or the Legislature that this new tax giveaway will 
not be made up out of our pockets and the pockets of our customers?

We are told repeatedly that the purpose of this new tax giveaway is to create 
a "level playing field". Is the playing field truly unlevel? What does it cost to ship 
this foreign fuel to Anchorage from Aruba or Saudi Arabia or Korea? If it costs 
more than 1/40 per pound -  as it must -  this offsets any 3.20 tax advantage. (Fuel 
weighs 6-7 pounds per gallon.) Jeff Cook repeatedly and steadfastly refuses to 
discuss the costs of the seven tankerloads that have been brought to Anchorage, 
yet he "assures" you Committee Members that it makes sense economically, or 
Mapco wouldn't do it.

What happens if a refinery in Saudi Arabia develops a new process that 
enables it to refine fuel 50 per gallon cheaper than Mapco can? How do we again 
re-level the playing field for Mapco? Do we reduce their shipping costs on the 
Alaska Railroad by 50 per gallon? Do we institute a statewide property tax to fund a 
Mapco tax subsidy of 50 per gallon? Perhaps we can find some surplus funds in 
AIEDA with which to fund a 50 per gallon incentive for Mapco. But then what do 
we do for Pet:o Star's shipping costs from Valdez to Anchorage? Or Tesoro's 
pipeline transmission costs to Anchorage?

page 3 of 4
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You can see from the Map^o Press Releases we have provided for your 
packets that Mapco is doing all right. I quote directly from the Press Release:

"MAPCO Reports All-Time Record Fourth Quarter and Annual
EPS From Continuing Operations."

Their refineries as well had a record year, enjoying "year to year 
improvement of almost 80% due to ... increased sales volumes at both the Memphis 
and Alaska refineries." "Annual operating profit of $63.9 million was reported for 
1996." The Alaska refinery accounts for over half of th's. How can this result from 
an unlevel playing field?

Deputy Commissioner Parkan testifies that fear of competitive measures 
from Vancouver, Seattle, Portland and the Russian Far East makes it necessary for 
Alaska to develop incentives in order to retain and attract international cargo 
carriers. Where is the math to back up this claim? Location, of course, is the main 
driving factor. Each mile that a 747 must add to its route to use Vancouver or 
Seattle or Portland costs X in additional fuel burn, plus Y in additional operating 
costs of the airplane, plus Z iri displaced cargo at 200 to $1 per pound. Compared 
to these additional costs, a 3.20 per gallon tax giveaway is insignificant.

Again, we offer our assistance to work together, with the Administration, with 
the Legislature, and with other interested parties, to develop solutions that will best 
meet the needs of all concerned, and be fairest to all. Thank you for considering 
our views on this matter.

page 4 of 4
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CS FOR HOUSE BILL NO. 63( )

IN THE LEGISLATURE OF THE STATE OF ALASKA 

TWENTIETH LEGISLATURE - FIRST SESSION

BY

Offered:
Referred:

Sponsor(s): REPRESENTATIVES THERRIAULT, Davies, Kelly, Brice

A BILL 

FOR AN ACT ENTITLED 

"An Act relating to the motor fuel tax and to the definition of ‘motor fuel’ 

under that tax; and providing for an effective date."

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

* Section 1. AS 43.40.015(d) is amended to read:

(d) A certificate of use is not required

(1) for fuel exempted under AS 43.40.100(2)(C) [, (F),] or {JQ [(K)];

and

(2) for fuel exempted under AS 43.40.100(2)(I) [AS 43.40.100(2)(J)] 

other than fuel sold or transferred under this exemption to a person who is engaged in 

construction or mining activity.

* Sec. 2. AS 43.40.100(2) is amended to read:

(2) "motor fuel" means fuel used in an engine for the propulsion of a 

motor vehicle or aircraft, and fuel used in and on watercraft for any purpose, or in a 

stationary engine, machine, or mechanical contrivance that [WHICH] is run by an

- 1 -
New T e x t  U n d e r l in e d  (DELETED TEXT BRACKETED]

CSHB 63( )
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internal combustion motor; "motor fuel" does not include

(A) fuel consigned to foreign countries;

(B) fuel sold for use in jet propulsion aircraft operating in 

flights to foreign countries or in flights that continue from foreign countries:

(C) fuel used in stationary power plants operating as public 

utility plants and generating electrical energy for sale to the general public;

(D) fuel used by nonprofit power associations or corporations 

for generating electric energy for resale;

(E) fuel used by charitable institutions;

(F) [FUEL WHICH IS AT LEAST 10 PERCENT ALCOHOL 

BY VOLUME;

(G)] fuel sold or transferred between qualified dealers;

(G) [(H)] fuel sold to federal, state, and local government 

agencies for official use;

(H) [(I)] fuel used in stationary power plants that generate 

electrical energy for private residential consumption;

£Q [(J)] fuel used to heat private or commercial buildings or

facilities;

£1) [(K)] fuel used for other nontaxable purposes as prescribed 

by reguiations adopted by the department; [OR]

(K) [(L)] fuel used in stationary power plants of 100 kilowatts 

[KW] or less that generate electrical power for commercial enterprises not for 

resale; or

(L) residual fuel oil used in and on passenger watercraft if 

the residual fuel oil is sold or transferred in the state or consumed bv a 

user: for purposes of this subparagraph.

(i) "passenger watercraft" means watercraft that are 

capable of carrying passengers for hire and that are principally 

used for that purpose:

(ii) "residual fuel oil" means the heavy refined 

hydrocarbon known as number 6 fuel oil that is the residue from

CSHB 63( ) *2 *
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crude oil after refined petroleum products have been extracted bv 

the refining process and that mav be consumed or used only when 

sufficient heat is provided to the oil to reduce its viscosity rated bv

kinetic unit and to give it fluid properties sufficient for pumping

and combustion;

* Sec. 3. Chapter 42, SLA 1994, is repealed.

* Sec. 4. This Act takes effect July 1, 1997.
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A M E N D M E N T

OFFERED IN TOE HOUSE c

TO: Draft CSHB 63( ) ("L" Version, Dated 3/11/97)

Page 1, lines 4 * 10:

Delete all material.

Page 1, line 11:

Delete "Sec. 2."

Insert "Section 1."

Renumber the following bill sections accordingly.

Page 2, lines 10 - 12:

Delete "[FUEL WHICH IS AT LEAST 10 PERCENT ALCOHOL BY VOLUME;

(G)]*
Insert "fuel that [WHICH] is at least 10 percent alcohol by volume and that is 

produced or processed from lignocellulose derived from wood:

Page 2, line 13:

Delete "(G) [(H)]" 

Insert "(H)"

Page 2, line 15:

Delete "(HI [I]" 

Insert "(I)"

Page 2, line 17:

(G)

•1-



0-LS0262VL.2

1

2

Delete "ffi [(J)]" 

Insert "(J)1’

3 Page 2, line 19:

4 Delete [(K)]"

5 Insert "(K)1'

u Page 2, line 21:

7 Delete ”{K) [(L)]M

8 Insert. "(L)M

9 Page 2, line 24:

10 Delete "{LI"

11 Insert "(M)"
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A M E N D M E N T  d

OFFERED IN THE HOUSE 2 /  / 3 e fc  /)/T\/k5

TO: Draft CSHB 63( ) ("L" Version, Dated 3/11/97)

1 Page 2, line 24:

2 D elete "p asse n g e r"

3 Page 2, lines 27 - 29:

4 D elete all material.

5 Page 2, line 30:

6  D elete "{u}"



AMENDMENT

OFFERED IN THE HOUSE BY REPRESENTATIVE DAVIS

TO: HB 63

(M) residual fuel oil used in and on watercraft if  the residual 

fuel oil is sold, transferred or consumed by a user; for purposes o f 

th is  su b p a ra g ra p h .

hydrocarbon know n as number 6 fuel oil that is the residue from 

crude oil after refined petroleum products have been extracted  by 

the refin ing  process and that may be consum ed or used only when 

suffic ien t heat is provided to the oil to reduce its viscosity rated by 

k inetic  unit and to give it fluid properties suffic ient for pum ping  and 

c o m b u s t io n .

(i) residual fuel oil” means the heavy refined



I  N A T I O N A L  

A  ] B I O F U E L S
ASSOCIATION

1130 Connecticut Avenue, MW, Suite 300, Weohington DC, 2007 Phone (202J630S7; I Fox (202) 331-1509

April 2, 1997

Representative Gene Therriault
Room 511
State Capitol
Juneau, AK 99801-1182

D*ar Representative Therriault:

I am writing to request your support of Ren. Bill Williams
amendr ent L.2 to H.B.63 being considered by your committee. This 
amendment is necessary to secure a future for a biomass ethanol 
industry in the State of Alaska using wood waste products which are 
currently abundant and a problem for your State.

Without the incentive, private investors will not be as willing to 
take on the risk necessary for developing this new industry in 
Alaska.

As background, 10V ethanol blended with 90% gasoline (E10) is one
type of fuel oxygenate used to comply with EPA regulations in
carbon monoxide non-attainment areas such as Anchorage and
Fairbanks. MTBE, a methanol-derived ether, is another type of 
oxygenate which was found unacceptable by Fairbanks and Anchorage. 
Fairbanks has been granted a temporary waiver from complying with 
EPA's regulation, while Anchorage is currently using 8 million 
gallon/year of ethanol blended as E10 with wide acceptance.

There are many benefits that a biomass ethanol industry would bring 
to Alaska. Specifically, it would:

-- c r e a t e  j o b s  f o r  A l a s k a n s  (50 direct jobs, in addition to 50-100 
indirect jobs for an 8 million gallons/year ethanol plant).

-- s a v e  $ 1 . 5 - $ 2 . 2 5  m i l l i o n / y e a r  b y  d e c r e a s i n g  s u p p o r t  p a y m e n t s  
through employing Alaskans at the ethanol plant (50 direct jobs) as 
well as jobs such as feedstock gathering and transport (50-100 
indirect) . (The above figures were derived from Alaska Health and 
Social Services data: family of four will receive approximately
$10, 000/year in ATAP benefits and $5, 000/year in food stamps after 
7/1/97.]

-- h e l p  s u s t a i n  t h e  A l a s k a n  t i m b e r  i n d u s t r y  b y  ridding of wood 
waste and lower value wood which are both environmental and 
economical problems to this industry currently.

-- h e l p  a b a t e  a i r  p o l l u t i o n  from vehicles.



-- introduce new ethanol export market for Alaska to the following 
areas:

Lower 48 -- California is currently only oxygenating with MTBE 
but is now having problems with MTBE leakage from underground 
gasoline storage tanks into ground/drinking water. The 1.7 
billion gallons/year MTBE market in California may be in 
jeopardy; ethanol could be the only solution to comply with 
EPA regulations.

Japan -- unlike other Asian countries, Japan uses mostly 
modem cars capable of using Eio without problems; Japan is 
very concerned with its pollution problems and currently uses 
MTBE to oxygenate. As many cargo ships returning to Japan 
from Alaska have available space, shipping ethanol to Japan 
could prove to be very profitable for Alaska.

-- increase corporate taxes going into Alaskan treasury from this 
new industry.

A pre-feasability study just completed by the U.S. Department of 
Energy has shown that siting a biomass ethanol plant in Southeast 
Alaska would be beneficial and cost-effective. DOE has put 
together a softwood research team that is currently studying 
scenarios for use of this technology in places such as Alaska; 
preliminary laboratory results from softwoods look more promising 
than most feedstocks studied thus far.

Amendment L.2 would leave the door open for Alaska to consider a 
potential b io m a B s  ethanol industry over the next several years, and 
allow for completion of a m o re  e n c o m p a s s in g  feasibility study.

Piease let me know if I can be of r;ny help to you in consideration 
of this amendment.

Sincerely,

Megan S. Smith
Executive Director
National Biofuels Association

cc: Representative William K. Williams



Two-Parem Family with two dependents

For the purposes of determining AFDC and ATAP benefits, this scenario assumes that the family 
has no countable income and that the family would be eligible for the maximum shelter cost 
allowance. For the purposes of determining food stamp benefits it is assumed that the 
household’s only income is ADFC 0 1 ATAP, they live in an u;ban" community arid their total 
shelter costs are S700.

Today:

Maximum AFDC benefit * $1025 
Maximum food stamp allotment -  $362

After July 1, 1997:

Maximum ATAP benefit = $923 
Maximum food stamp allotment = $40?

Presuming no change in the housei; ’d’s circumstances after July 1, 1997, in one year the family 
would receive $9691 in ATAP bench's and $5202 in food stamps.

Note: After July 1,1997 there is no increment paid for the second parent in a two-parent family if 
the family’s eligibility for assistance is the result of the unemployment of the second parent. 
Effective 7/1/97 two-parent families will have their benefits reduced by 50% during the months of 
July, August, arid September.



DEPARTMENT OF HEALTH & SOCIAL SERVICES 
Office of the Commissioner 
350 Main Street, Room 229 
P.O. Box 110601 
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March 27, 1997

The Honorable Tony Knowles 
Governor State o f Alaska 
PO Box 110001 
Juneau, AK 99811-0001

RE: Ethanol

Dear Governor Knowles:

The legislature currently has before it HB 63 that proposes to remove the 
motor fuel incentive for blending ethanol with gasoline to produce a more 
environmentally friendly fuel in areas with air quality problems.

Sealaska understands the fiscal impact o f the incentive on the Stale and does 
not oppose removal o f the incentive for ethanol derived from com and 
grain, for example. However, Sealaska would like to bring to your attention 
that it maybe feasible to use low quality wood (some pulp wood, beetle 
killed wood and wood waste generated from logging and saw milling 
operations) as feed stock for ethanol production. The conversion 
technology is still in development, but appears to show promise. Both the 
National Renewable Energy T '' oratory and the Forest Products Laboratory 
are developing technology  ̂convert wood into ethanol.

We would like to request your support that a motor fuel tax incentive be 
retained for ethanol produced from wood. Since there is no available 
ethanol from wood products at this time, there is no fiscal impact on the 
State. However, retaining the motor fuel incentive, would encourage 
government and industry to continue to work in an ongoing effort to 
develop technology that would use low grade and waste wood for 
conversion to ethanol.

O n e  S e a k u U  P l u i ,  S u d u  4 0 0  - J u n o a u ,  A K  9 9 8 0 1 - 1 2 7 0  - P t m w  ( 9 0 7 )  6 8 0 - 1 9 1 2  - F m ( 9 0 7 )  5 8 8 - 1 0 3 0
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E n c lo s e d  fo r  y o u r  in fo r m a t io n  is  s o m e  r a t io n a le  s u p p o r t in g  o u r  r e q u e s t. 1  
a p p r e c ia te  y o u r  a s s is ta n c e  o n  th is  m a tte r .

cc: Representative Bill Williams
Representative Bill Hudson 
Sam Kilo

RWL/RPH/jh
KnowlcsEthanol

Sincerely,

S E A L A S K A  C O R P O R A T I O NS K A  C O J

a b

Executive Vice President 
Resource Management
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March 1 2 , 1997

Jeffrey J. Cook 
Vic* President
External Affairs and Administration 
MAPCO Aiaeka Petroleum Inc.
1160 H & H Lane 
North Pole, Alaska 99705

Dear Jeff:

I know that you have been concerned for some time that preference is being 
given to foreign refined jet fuel purchased by international carriers in 
Anchorage's Foreign Trade Zone {FTZ) at Anchorage International Airport.

As you know, ! share your concern. Local oil refineries like MAPCO are 
certainly at a competitive price disadvantage undeir the current circumstance©. I 
have looked at whether there should be a federal “fix’* to this inequitable 
Situation. I have come to the conclusion that the change must come from the 
Alaska State Legislature, not the federal government.

The basis of th9 problem centers around the different tax status placed by 
the State of Alaska on the outbound and inbound international flights. Action by 
the Federal government to alleviate the state’s Inequitable tax policy would be 
extremely difficult and would only serve to increase costa for the international 
air carrier industry in Alaska.

I understand th H t the State Legislature attempted la6t session to repeal 
the tax on inbound flights to level the playing field. I hope that this effort will 
be successful this year because It seems like the only avenue to address this 
inequitable situation. Pleace keep mo apprised of your progress.

Frank H. Murkowaki 
United States Senator

30 39Vd IdVW *•10088:7.061 83=31 1E6I/3T/80
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W h ile  in  Session
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H o u se  D istrict 3 3

CSHB 63(TRA) Extending the motor fuel tax exemption of fuel sold for
use in jet propulsion aircraft to fuel used in those 
aircraft for flights that continue from a foreign country, 
and exempting from motor fuel tax residual fuel oil used 
in and on passenger watercraft if the residual fuel oil is 
sold or transferred in the state or consumed by a user.

SPONSOR: Representative Gene T h e r r ia u l / / ^ ' .

SPONSOR STATEMENT:

CSHB 63(Tra) extends the motor fuel tax exemption to include fuel used in 
aircraft for flights that continue from a foreign country. Currently, the State 
of Alaska provides a tax exemption for fuel used only in flights to foreign 
countries. Federal law preempts state taxation of imported aviation fuel 
transported through a foreign trade zone (FTZ) for use in aircraft during foreign 
flights. The federal definition of "foreign flight" includes flights originating 
from and flights continuing to a foreign country. As a result, jet fuel produced 
in Alaska is taxed 3.2 cents per gallon more than similar fuel produced at 
foreign refineries.

Two tankers filled with 20.7 million gallons of tax exempt foreign-produced 
fuel were brought into Alaska during 1995. Last year just under 38 million 
gallons were imported into the FTZ. Without new legislation, it is anticipated 
that the practice of using the FTZ to import fuel will increase as airlines move 
to purchase the tax exempt fuel for use in foreign flights.

CSHB 63(TRA) is needed to provide a level playing field to Alaskan producers by 
allowing the tax exemption for all fuel used in foreign flights.

The original version of HB 63 was amended by the House Transportation 
Committee to also exclude residual fuel oil (commonly known as bunker fuel) 
used on passenger watercraft from motor fuel tax. The committee substitute 
will also repeal the 1994 legislation (Ch 42 SLA 94) that established a two 
tiered tax structure on residual (bur !:er) fuel oil for passenger watercraft.
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CSHB 63(TRA) 2/27/97

Expands the existing exemption from Siate taxation
(AS 43.40.100(2)) of jet fuel sold for use by aircraft 
flying to foreign destinations to also apply to jet fuel 
use by flights of foreign origination continuing on to a 
U.S. destination, as well as any residual fuel oil sold or 
transferred in the state, or consumed by a user.

S e £l.lgnal_, A P ajys is:

Section 1: Amends AS 43.40.100(2)(6) to include fuel sold for use by jet 
propulsion aircraft operating in flights that continue from
foreign countries, and exempts residual fuel oil used in and on 
passenger watercraft from the motor fuel tax if that same 
fue1 is sold or transferred, and consumed within the State of 
Alaska.

Replaces the word (WHICH) with the word that in AS 
43.40.100(2)(F).

Expands the description (KW) to its complete spelling of 
kilowatts in AS.43.40.100(2)(L).

Amends AS 43.40.100 by adding residual oil used in passenger 
watercraft to the list of exemptions from motor fuel taxation.

Section 2: Repeals Chapter 42, SLA 1994. This legislation established a 
two tiered tax levied on residual oil that was sold for 
passenger watercraft use.

Section 3: Establishes an effective date of July 1, 1997.

SPONSOR: Representative Gene Therriault
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STEPHEN T. LEWIS
C h a i r m a n  /  C .E .O .

STATEMENT OF SUPPORT OF PETRO STAR INC.
FOR HB 63

SUBMITTED TO THE HOUSE FINANCE COMMITTEE
MARCH 20, 1997

Petro Star Inc. has supported testimony in favor of HB 63 both 
during this session and last year's. Last year, we warned that 
unless the bill were passed, Alaska .refiners would lose jet fuel 
sales to foreign refiners that could exploit the tax shelter 
created by the Foreign Trade Zone in Anchorage and the possibility 
of selling bonded fuel tax-free. Since that time, we have seen 
precisely the steady increase in foreign jet fuel imports that we 
warned against.

As a result, our support for HB 63 is stronger than ever. To 
summarize, we support passage of the bill for three principal 
reasons:

First, to the extent that foreign fuel is eligible for the 
federal tax shelter, current law has the effect of taxing rcade-in- 
Alaska fuel but net foreign fuel. This is discriminatory on its 
face and favors the foreign refining industry over the Alaska 
refining industry.

Second, we believe that the revenue impacts of matching the 
foreign trade zone tax shelter for made-in-Alaska fuel will be 
slight. Air carriers that have the choice of buying fuel on which 
they will have to pay tax and fuel that they can purchase tax-free 
will buy the tax-free fuel. We are seeing this now. The tax on 
made-in-Alaska jet fuel thus only drives customers away; it doesn't 
result in collection of the tax.

Third, objections to HB 63 from the Alaska Air Carriers 
Association have been decisively answered in correspondence to 
Transportation Committee chair Bill Williams from Legislative 
Counsel Jack Chenoweth dated February 15, 1997, and from Deputy 
Transportation & Public Facilities Commissioner Kurt Parkan dated 
February 24, 1997.

a  S u b s i d i a r y  o f  A r c t i c  S lo p e  R e g io n a l  C o r p o r a t i o n



Headquarters: 
217 2nd Street, Suite 201 

Juneau, A laska 99801 
(907 )586 -2323  FAX 463-5515 A I A S K A

‘ STATE* 
CHAMBER
O F  C O M M E R C E

TESTIMONY ON HB 63

Thank you for the opportunity to provide testimony on House Bill 63, regarding motor fuel tax 
exemption for f  '.el used in aircraft flights continuing from a foreign country.

My name is_P^melfpf3aBolleiJZre&id&nt o f the Alaska State Chamber o f Commerce. The State 
Chamber represents approximately seven hundred member businesses statewide which provide jobs 
to nearly 70,000 employees. Our network of representation also includes the membership o f the 35 
local Chambers o f  Commerce throughout Alaska. As the Voice o f Business, ASCC's mission is to 
create a climate in our state that-rs-conducive to a strong private sector economy.

I a n  here today to speak in i upport o f HB 63, because passage o f this bill will fix a problem that 
presently gives foreign businesses an advantage over AJaskan businesses right here within our own 
slate.

Foreign Trade Zones fFTZ) have been established to encourage value-added processing in Alaska 
for items bound for foreign destinations, and there are several FTZ locations in Aiaska, including 
one at the Anchorage International Airport.

During 1996,4«» loads o f  foreign refined je t fuel came into the Anchorage Airport fueling system 
for use under the FTZ. Because o f its foreign status, this fuel was exempt from iyiy'state fuel taxes, 
thereby allowing it to be sold at a lesser-cost than fuel provided by Alaska based refiners.

l_OVi Ctr"

This is o f  great concern to the Alaska State Chamber o f  Commerce, because .Alaska refiners, who 
are processing Alaska royalty crude, employing Alaskans in the value-added refining process, paying 
state corporate taxes and other fees, and in some cases, transporting je t fuel to Anchorage on the state 
owned Alaska Railroad are being placed at a disadvantage.

Tax-free foreign je t fuel could be sold in any FTZ in the country. The objective in promoting the 
business o f  fueling international flights at Alaskan international airports is to promote Alaskan 
business. I f  it doesn't help Alaska's economy, it shouldn't matter to us where they choose to fuel.

A 5 C C .
We urge you to support HB 6"*, thereby eliminating the tax burden levied solely on Alaska refiners 
on the je t fuel used for continuing international flights, and thereby providing Alaska refiners the 
opportunity to compete on a level playing field with their foreign competitors.



ALASKA STATE CHAMBER OF COMMERCE 

Resolution 97-11

Equal Taxation for International Je t Fuel Sales

W HEREAS, foreign trade zones (FTZ) are established to encourage value added 
processing in Alaska for items bound for foreign destinations; and

W HEREAS, there are several FTZ locations in Anchorage that allow such activity, 
including at the Anchorage International Airport; and

W HEREAS, during 1996, ten loads of foreign refined jet fuel came into Anchorage 
Airport fueling system for use under the FTZ; and

W HEREAS, this foreign processed fuel is able to take advantage of the FTZ to the 
disadvantage of Alaska based refiners who process Alaska royalty crude, employ 
Alaskans in the value added refining process, pay corporate taxes and other fees, and 
in some cases transport jet fuel to Anchorage on the state owned Alaska Railroad;

THER EFO R E, BE IT RESOLVED that the Alaska State Chamber of Commerce supports 
legislation giving in-state refiners the same tax privileges in selling jet fuel to 
international carriers operating flights either to or from foreign destinations, regardless of 
whether that fuel is sold through an FTZ.

ADOPTED

Pam ela LaBolle
President
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DEPARTMENT OF REVENUE / P.O. 60X110400

OFFICE OF THE COMMISSIONER

IUNEAU. ALASKA 1/9811-0400 
TELEPHONE: (907) 46S-2300 
FACSIMILE: (907) 46S-2389

October 10t 1996

The Honorable Mark Hanley 
Alaska State Legislature 
716 West 4ih Avenue. Suite 300 
Anchorage, AK 99501

Dear Representative Hanley,

We have concluded our review of the Alaska Air Carriers Association's (AACA) analysis of 
the state's ability to tax aviation jet fuel sold for use in foreign commerce. The issue they raise 
concerns whether the state's motor fuel u x  is preempted when jet fuel is entered into a Foreign Trade 
Zone (FTZ) and used in foreign trade. The AACA argues that Wardair Canada lac, v. Florida 
Department of Revenue. 106 S.Ct. 2369 (1986), rather than McGoldrick v. Gulf Oil Corporation. 60 
S.Ct. 664 (1940) controls. Wardair holds that a state tax on carriers engaged in foreign commerce 
docs not violate the Commerce Clause and is not preempted by the Federal Aviation Act. McGoldrick 
holds that a state tax is preempted (by the Tariff Act of 1930) on FTZ fuel (or customs-bonded fuel or 
fuel entered into a cu/'.oms-bonded warehouse) used in foreign commerce.

We continue to conclude that the Tariff Act of 1930 precludes state taxation of fuel entered 
into an FTZ and used in foreign commerce. The Wardair case did not involve FTZ (or bonded) fuel 
We believe that McGoldrick is still good law, as evidenced by Xerox Corp. v. County of Harris Texas. 
103 S.Ct. 523 (1982). While there are some differences between the McGoldrick situation and the 
situr jn here, we believe that they are, as was also the case in the Xerox case, “distinctions without a 
legi difference." 103 S.Ct. At 528.

The Wardair case does, however, raise a point that the legislature may want to consider.
Alaska statutes currently exempt aviation fuel sold for use in flights to foreign countries from the 
Motor Fuel Tax. Sec AS 43.40.100(2)(B). The Wardair case clearly holds that Alaska is not rec uircd 
to do this.

I'm confident that the conclusions reached by our staff are correct, and that we must continue 
to exempt fuel used in foreign commerce that is run through the FTZ. Thanks for the opportunity to 
review these arguments. Let me know if there is anything further we can do, or if you would like 
further detail cn these cases.

Deborah Vogi 
Deputy Commissioner

M - O a L M
96-053
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A N D  P U B L IC  F A C IL IT IE S
OFFICE OF THE COMMISSIONER

DEPARTMENT OF TRANSPORTATION

February 24 ,1 9 9 7

The H onorable Bill W illiams 
Chair, H ouse Transportation Com m ittee 
State  Capitol, Room 424  
Juneau  AK 99801

D ear R epresentative Williams:

We are providing th is letter In response to testim ony offered by Kim R oss, Executive Director of  
the A laska Air Carriers A ssociation, on February 12 and February 17, 1997. This 
correspondence addresses the points In the testim ony relating to the Departm ent of 
Transportation and Public Facilities (DOT&PF).

The Issue o f tax revenue lo ss through the Anchorage Foreign Trade Zone (FTZ) arose w hen  
foreign aviation Jet fuel began com ing in to  Anchorage International Airport through a 
designated FTZ. A FTZ provides designated  locations within the sta te , free from federal excise  
taxes, where goods can be imported and value added. These goods can  then  be shipped overseas 
tax free, or enter US soil and then be subject to federal excise tax. T he establishm ent of the 
Anchorage FTZ has resulted In foreign tax-free Jet fuel being brought in to  Anchorage to fuel 
aircraft flying from foreign origination po in ts. This places Alaska Jet fuel suppliers at a  
d istin ct disadvantage.

We believe that HB 63  Is a  positive step  toward leveling the playing field for Alaska suppliers o f  
je t  fuel. The loss In tax revenue is  com pensated  in benefits to A laska's econom y through 
retention of local Jobs and potential for increased  business at the international airports. The 
proposed legislation will provide equal treatm ent to all carriers servicing foreign 
destir  ations.

It is  hypothetically possib le to construct a  scenario that would have a  freight forwarder in Asia  
leave space available on the Tokyo-Anchorage route to then pick up b u lk  cargo in Anchorage 
Jor another dom estic location. However, th e  revenue lost on the Tokyo-Anchorage route would  
far exceed  any potential gain in fuel tax  savings. Moreover, the departm ent is unaware o f any  
A laska air carrier that considers th is  potential a threat to their m arket share.

The A laska International Airport sy stem  h a s  experienced su b stan tia l growth in cargo activity. 
The cargo m arket is  very com petitive and low yields create slim  m argins for cargo carrier 
operations. While location is a  principal factor in determ ining viability  for a  cargo refueling  
or transfer operation, a  favorable tax  clim ate will send a m essage to all international 
d estination  carriers that Alaska is  a  com m erce friendly state.

Cargo carriers (both dom estic and foreign) flying to international d estin ation s currently fund  
over 50% o f the operating expenses o f  th e  A laska International Airport System . The operating  
agreem ent a t  the international airports requires landing fee rates to b e  adjusted downward if 
total revenues exceed the operating costs. A s cargo activity increases, the landing fee rates are 
reduced for all carriers flying to Fairbanks and Anchorage, includ ing th e  passenger carriers 
w ho a lso  fly to rural Alaska. Taxes go into the state general fund and landing fees generated at

TONY KNOWLES, GOVERNOR
3132 CHANNEL DRIVE  

JUNEAU, ALASKA 99801-7898
TEXT: (907) 465-3652

FAX: (907)586-8365PHONE: (907)465-3900

35A-T34LH



Representative Williams Page 2 February 24, 1997

Anchorage and Fairbanks are required by federal regulations to be used w ithin the  
international airport system .

We do not anticipate a loss of funding for rural airports if HB 63 p asses because the legislature 
does not u se  aviation taxes as a  specific funding source for the department's budget.

AS 43 .40 .010  (e) states in part:
"...proceeds of the taxes on aviation fuel shall be paid Into 
a special aviation fuel tax account In the state general fund.
The legislature m ay appropriate funds from this account 
for aviation facilities."

We have found no Instance where the legislature h as appropriated any funds directly from this  
general fund account for aviation facilities.

Under ch. 127, SLA 1994, the legislature Increased the aviation fuel tax .7 cents per gallon. If 
DOT&PF increases the landing fees it charges under AS 02.15.090(a) for rural airports before 
Jan 1, 2000 , the tax rate will be lowered to Its previous level. DOT&PF currently charges no  
landing fees at rural airports and does n ot intend to institute them  to recover any lo st tax  
revenue resulting from the passage of HB 63. Any new  landing fees would resu lt In an  
automatic reduction In the aviation fuel tax rate.

The DOT&PF collects $2 .8  million In designated program receipts for rents and fees from  rural 
airports. The cost of m aintaining our rural airports exceeds $22  million. The budget for rural 
airports Is entirely dependent on the im portance given to it by the legislature and the  
adm inistration. Aviation is a primary m ode o f transportation for m any A laskans and  
deserves priority funding. We appreciate th e  A laska Air Carriers A ssociation’s  concern  and  
support for adequate funding at our rural airports. DOT&PFs proposed FY  98 operating budget 
addresses increased needs at the certificated airports by transferring funding to them  from  
highway and facility m aintenance and Increased designated program receipts. Again, there is  
no functional link between the fuel tax and the department's budget.

Please do not hesitate to contact me if  you have further questions.

S in cere ly ,

D eputy C om m issioner

cc: R epresentative Therriault
H ouse Transportation Committee m em bers 
Him R oss, A laska Air Carriers A ssociation
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Alaska Air Carriers Association 
1117 E. 35th, No. 102 

Anchorage, Alaska 99502 
Telephone: (907) 277-0071 

Fax: (907)277-0072

March 11,1997

Via Telecopier

To: Mike Tibbies
House Finance Committee 
Fax No. 465-3884

Fr: Kim Ross

Dear Mike,

I am enclosing some materials which I plan to refer to in my testimony this 
afternoon on HB 63. I would appreciate it if you would distribute copies to the 
Members.

Also, this confirms that the phone number we will be calling the Bridge from 
is (907) 266-8325.

Thank you,
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access markets in Louisiana, Texas and elsewhere in the United States "

Discovery has filed an application for regulatory approval and will begin construction of Ihe project immediately 
followino that approval.

MAPCO Inc., a diverse energy company, has marketing activities and operations in natural gas liquids, 
propane marketing, retail petroleum and petroleum refining. One of North America's largest operators of 
natural gas liquids and ammonia pipelines, the company also operates fractionation and storage facilities, 
refineries in Alaska and Tennessee, markets petroleum and other merchandise through a network of 
convenience stores and interstate travel centers, markets natural gas liquids and is the fourth largest retail 
propane distributor in the United States

Texaco Natural Gas, a Division of Texaco Inc., markets and transports natural gas through Texaco Natural 
Gas Inc , Bridgeline Gas Distribution I.LC, and Sabine Pipe Line Comoany. This project is one component of 
Texaco's Gulf of Mexico program, which also includes an aggressive deepwater drilling program, the 
construction of the Poseidon crude oil pipeline and the application of emerging technologies to improve 
reservoir characterization and drilling techniques.

Teague Joins MAPCO
Tulsa, Oklahoma, January 31, 1997--A. James Teague has joined Tulsa-based MAPCO Inc. as Vice 
Presidem of Supply and Trading. He will oversee the company's trading and commodity risk management 
activities
Teague will work with MAPCO's business units to design trading, risk management and supply strategies that 
secure low-cost, reliable crude and product supply, build commodity risk management competencies and 
help expand MAPCO's market presence, both domestically and internationally.

"Jim brings a wealth of experience to MAPCO and has an outstanding track record of success and 
accomplishment, said Robert Sachse, Chief Operating Officer "I am confident he will help us develop a 
unified, company-wide supply strategy that builds on the strengths and market positions of our business 
units, creating significant value for our customers and shareholders "

Most recently Vice President of Koch Hydrocarbons, Teague also served 25 years with Dow Chemical.

MAPCO Inc., a diverse energy company, has marketing activities and operations in NATURAL GAS 
LIQUID". PROPANE MARKETING. RETAIL PETROLEUM and PETROLEUM REPINING. Orie of North 
America s largest operators of nalural gas liquids and ammonia pipelines, the company also operates 
fractionaton and storage facilities, refineries in Alaska and Tennessee, markets petroleum and other 
merchandse through a network of convenience stores and inlerslate Iravel centers, markets natural gas 
liquids arc is the fourth largest retail propane distributor in the United States.

MAPCO Daelaras Quarterly Dividend
Tulsa, Oklahoma, January 29, 1997-MAPCOInc. (MDA/NYSE) has declared a regular quarterly dividend of 
15 cents per common share, payable on March 7, 1997, to stockholders of record on February 24, 1997.

MAPCO Inc , a diverse energy company, has marketing activities and operations in Nalural Gas Liquids, 
Propane Marketing, Retail Petroleum and Petroleum Refining. One of North America's largest operators of 
natural gas liquids ard ammonia pipelines, the company aiso operates fractionation and storage facilities, 
refineries in Alaska and Tennessee, markets petroleum and other merchandise through a network of 
convenience stores and interstate travel centers and produces and markets natural gas liquids
MAPCO press releases are also available through the Internet: http//www mapcoinc com.

MAPCO Roports All-Tim* Rooord Fourth Quarter and Annual EPS From Continuing
O p e ra t io n s

Previous 4th Quarter Record Exceeded By More Than 40 Percent

Tulsa, Oklahoma, January 27,1997-MAPCOInc. (MDA/NYSE) today reported that for the fourth quarter 
ended December 31,1996, income from continuing operations set a new all-time record of S42 3 million, or 
S 75 per snare Income from conlinuing operations for the same period In 1995 was S21.2 million, or S.36 t.er 
share.
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Annual income from continuing operations for 1996 also was an all-tine record ofS130 2 million, or $2.27 per 
share, are more than doubled 1995 income from continuing operations of $64 2 million, or S1 08 per share

Reported annual net income and earnings per share, which included tne impact of the 1996 sale ol MAPCO 
Coal, as well as related operating income before the sale, were S97 5 million and S1.70, respectively.
Reported annual net Income and earnings per share for 1995 were 574 7 million and S1 26 per snare, 
respectively

Cash generated from operations was $76.4 million for the fourth quarter, compared with $76 5 million in the 
fourth quarter of 1995, which included cash generated from the divested Coal segment. Annual cash 
generaled was S239 8 million, compared withS248.9 million for the prior year.

James E. Barnes. Chairman. President and Chief Executive Officer, said, "C jr best performance ever was 
driven by record profits from our Natural Gas Liquids business, wnich had strong ethane movements from the 
Rocky Mountain area and strong propane deliveries to healing markets in the Upper Midwest. MAPCO's 
Retail Petroleum business continued Its momentum in petroleum products and merchandise sales growth 
through the fourth quarter and realized an annual operating profit increase of more than 140 percent over 
1995 resuits. Petroleum Refining accomplished year-to-year improvement of almosl 80 percent due to 
stronger margins in the Mid-South and increased sales volumes at both the Memphis and Alaska refineries."

On September 10, 1996, MAPCO announced a Four-Point Financial Plan that included a stock split, a 20 
percent dividend increase, a share repurchase program of up to 7 million shares and the ‘Targeted Market 
Leadership" growth strategy, which involves developing a market-leading presence in targeted energy
markets and specifies goals of generating 5450 million annual op'erating profit and doubling EPS within five 
years.

Philip W Baxter. Executive Vice ^resident and Chief Financial Officer, said. 'The Company is already seeino 
a positive impact on shareholder value from the Four-Point Financial Plan. Since the Plan was introduced, 
MAPCO's stock has nsen more than 20 percent and more than 2 million shares have been reourchased as 
part of Ihe 7 million share repurchase program These shares, combined with a prior program, bring the 1996 
share repurchase total to more than 3 million shares."

Average shares outstanding were 57 3 million shares in 1996 and 59 5 million shares in 1995. after adjusting 
for the September stock split. Total shares outstanding at the end of 1996 were 55.6 million.

Robert G Sachse, Executive Vice President and Chief Operating Officer, said. "Operating profit for Ihe fourth 
quarter and for the year was our highest in history The strength of our assets, and more importantly, the 
strength ol our people, are responsible for these outstanding results. Talented people and well-positioned 
assets orovide an excellent base upon which we will uuild new products and services in targeted markets."

MAPCO reported record fourth quarter operating profit of $90 3 million, compared with $53 4 million for the 
same penod in 1995 Operating profit of $296.3 million, also a record, was reported for 1996, compared wilh 
S187 6 million in 1995.

The following is a summary of performance by business:

MAPCO's Natural Gas Liquids business, which is one cf North America s largest operators of natural gas 
liquids pipelines, frachcnation ana storage facilities, and also produces and markets natural gas liquids, 
achieved a fourth quarter operating profit record of $39 5 million in 1996, compared lo $24 B million in 1995, 
a 60 percent increase. Operating profit for the year was an all-time record of S137.1 million for 1996, 
compared to $104 2 mllion in 1995

The record performance reflects strong ethane movements from the Rocky Mountain area to the 
petrochemical markets on the Gulf Coast and strong propane deliveries to heating markets in the Upper 
Midwest. Other factors impacting the quarter-to-quarter comparison include improved trading profits in 1996 
and S5 9 million of early retirement charoes in 1995
The Rio Grande Pipeline, which will be ihe rirsi pipeline to carry propane across the U S./Mexico border, is in 
the final stages of construction and is expected to be operational by Ihe end of February. All phases of work 
on the 30-mile U S segment of the line, to be operated by MAPCO's Mid-America Pipeline, which owns a 45 
percent share, were completed in December. The Company believes this project is an important step in 
developing new markets in the Southwest U S and Northern Mexico.
MAPCO’s Propane Marketing business, which, under the name of Thermogas, is the fourth largest retail 
propane marketer in Ihe United Slates, had record fourth quarter operating profit of $23.1 million in 1996,
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compared to 515.6 million in 1995, a 48 percent increase. Record operating profit of S44.2 million was 
achieved in 1996, before including a first quarter 520.8 million gain on the sale or Thermogas' fertilizer and 
Iowa retail propane operations Reported 1996 operating profit, including the gam on sale of assets, was 
SP5 0 million, compa'ad to S35 2 million in 1905.

Record fourth quarter operating profit reflected colder than normal weather throughout Thermogas market 
areas and favorable supply positioning. MAPCO's storage capabilities permitted sufficient inventories to 
assure acequate supply and competitive prices for Thermogas' customer base. Other contributors to 
increased profits included higher agricultural sales volumes from an extended crop drying season, as well as 
lower expenses due to early retirement charges of S3 3 million in the fourth quarter of 1995

On January 6, 1997, MAPCO announced that it will strengthen its propane marketing position in the Central 
and Northeast United States through the acquisition of Gas Supply, Inc The purchase doubles MAPCO's 
wholesale propane marketing efforts This acquisition was in addition to several retail propane acquisitions 
mace by Ihe Company throughout 1996, which expanded the Company's retail propane presence into new 
high growtn markets in Colorado, Wisconsin and Ohio.

MAPCO's Retail Petroleum business, which, under the name of MAPCO Express, markets petroleum 
products and other merchandise through a network of 232 convenience stores and interstate travel centers, 
had fourth quarter operating profit of S4.7 million in 1996, compared to a loss of S0.7 million in 1995. 
Reported operating profit for the year rose to an all-time record of S30 3 million, compared to S12 5 million in
1995.

Fourth quarter results in lude improved diesel volumes and margins and very strong merchandise margins.

The previously announced retail exoansion program, which will add 30 new MAPCO Express stores and six 
rew travel centers, is progressing jn  schedule Real eslale has been acquired for several of the sites and 
ground has been broken on the first travel center, which Is expected to be open for the peak travel season 
beginning in late spring.

MAPCO's Petroleum Refining business, which has refineries and wholesale refined product marketing in 
Alaska and Tennessee, had fourth quarter operating profit of 523.0 million in 1996, compared to 513.7 million 
in the fourth quarter of 1995 Quarter-to-quarter improvement, excluding S7.8 million received in 1995 from a 
supply contract settlement, was almost 300 percent. Annual operating profit of S63 S million was reported for
1996, compared withS35 7 million in 1995

Operating profit improvement for the fourth quarter reflects increased sales volumes from both the Alaska and 
Memphis operations arid strong margins in the Mid-South.

The fourth quarter marked another period of record throughput for both of MAPCO's refineries. The Memphis 
refinery's average throughput level for the fourth quarter of 104,326 barrels per day (bpd) was 15 oercent 
higher than the prior year. The Alaska refinery's throughpul levels for the fourth quarter improved more than 
6.000 bpd with average throughput of 136,652 bpd tor the quarter.
In summary, Barnes said, 'This was clearly an exciting year for MAPCO We achieved our best financial 
performance ever, and we set into motion theenlerprise-wide 'Targeted Market Leadership" growth strategy. 
We’ve previously said, and it bears repeating, lhat we are roily commilled to the implementation of this 
strategy and to achieving our goals of reaching S450 million annual operating profit and doubling earnings per 
share by Ihe year 2CC1."

Portions ol this document may constitute "forward looking statements" as defined by federal lax/. Although ihe 
company believes any such statements are based on reasonable assumptions, there is no assurance that 
actual outcomes will not be materially different

MAPCO press releases are also available through the Internet at www mapcoinc.com

MAPCO Acquires Propane Company to Expand Wholesale Business
Tulsa, Oklahoma, January 6. 1997-.MAPCO Inc. (MDA/NYSE) announced today that its Propane Marketing 
Business Unit has acquired Gas Supply, Inc., an independent wholesale propane company based in 
Minneapolis, Minn. The acquisition will be used to expand MAPCO's current wholesale propane marketing 
activities under the trade name, Gas Supply.
Gas Supply, Inc., maiketed approximately 120 million gallons of propane to the Central and Northeast United 
States in 1996 II also has related product sales, a construction company, 40,000-barret storage facility and
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Alaska Air Corners Association

Written testimony
HB63. Fuel Tax Exemption 

for
Select International Aviation Jet Fuel Users

before the 
House Transportation Committee

February 17, 1997
Mr. Chairman, members of the Committee, good afternoon.
My name is Kim Roes, representing the Alaska Air Carriers 

Association. Thank you for the opportunity to provide some follow-up 
information to questions that were asked during last Wednesday's hoaring. I 
report that we have not received any response or additional information from 
either DOT/PF or Mapco since the last healing February 12. 1997.

First of all, on Wednesday Representative Sanders aeked Deputy 
Commissioner Kurt Parkan whether the $4 million in aviation fuel taxes comes 
from the general fund, and then, Representative Sanders asked whether the $4 
million would be in addition to the $60 million the Legislature must cut from next 
year's operating budget. Mr. Parkan stated on the record that the $4 million 
does come from the general fund and then he said there is, "No tie, no link 
between fuel tax revenues and the DOTs budget." I would like to refer the 
Committee to AS 43.40.010(e): "... proceeds of the taxes on aviation fuel shall 
be paid into a special aviation fuel tax account in the state general fund. The 
legislature may appropriate funds from this account for aviation facilities.” The 
preamble to the 1994 amendment raising the fuel tax 3.2 cents reads as follows: 
T h e  purpose of this Act is to increase the tax on aviation gasoline in an amount 
substantially comparable to the amount that would be derived from the 
Department of Transportation and Public Facilities' reimposition of landing fees 
at rural state-operated airports, and to leave this increased tax in place only so 
long as the commissioner of transportation and public facilities does not, before 
January 1, 2000, impose landing fees at those airports at a higher rate than was 
in effect on January 1, 1994."

The legislative intent of the bill was to find an alternative funding 
source in lieu of the proposed landing fee program, as the cost for administering 
landing fees was approximately $.40 on the dollar.
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Alaska Air Carriers Association

Written testimony
HB63. Fuel Tax Exemption 

for
Select International Aviation Jet Fuel Users

before the 
House Transportation Committee

February 17, 1997
Mr. Chairman, members of the Committee, good afternoon.
My name is Kim Ross, representing the Alaska Air Carriers 

Association. Thank you for the opportunity to provide some follow-up 
information to questions that were asked during last Wednesday’s hearing. I 
report that we have not received any response or additional information from 
either DOT/PF or Mapco since the last hearing February 12. 1997.

First of all, on Wednesday Representative Sanders asked Deputy 
Commissioner Kurt Parkan whether the $4 million in aviation fuel taxes comes 
from the general fund, and then, Representative Sanders asked whether the $4 
million would be in addition to the $60 million the Legislature must cut from next 
year's operating budget. Mr. Parkan stated on the record that the $4 million 
does come from the general fund and then he said there is, “No tie, no link 
between fuel tax revenues and the DOTs budget." I would like to refer the 
Committee to AS 43.40.010(e): M... proceeds of the taxes on aviation fuel shall 
be paid into a special aviation fuel tax account in the state general fund. The 
legislature may appropriate funds from this account for aviation facilities." The 
preamble to the 1994 amendment raising the fuel tax 3.2 cents reads as follows: 
T h e  purpose of this Act is to increase the tax on aviation gasoline in an amount 
substantially comparable to the amount that would be derived from the 
Department of Transportation and Public Facilities’ reimposition of landing fees 
at rural state-operated airports, and to leave this increased tax in place only so 
long as the commissioner of transportation and public facilities does not, before 
January 1, 2000, impose landing fees at those airports at a higher rate than was 
in effect on January 1, 1994."

The legislative intent of the bill was to find an alternative funding 
source in lieu of the proposed landing fee program, as the cost for administering 
landing fees was approximately $.40 on the dollar.
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Mr. Chairman and members of the committee, the link between 
aviation fuel taxes and rural airports maintenance and operations budgets is 
there in black and white-written Into our own statutes. Aa additional proof of 
this tie-in, I would like to refer you to your packets and the 1994 DOT/PF 
flowchart, which was used as Justification for the 1994 tax hike and further 
depicts the relationship between aviation fuel taxes and rural airports budgets.

Last year aa HB362 was introduced, the refineries argued their 
support for the tax exemption centered around an "unlavel playing field”—their 
competition was able to provide non-taxable foreign fuel, The following may 
answer Representative Elton’s question. The total fuel through the foreign trade 
zone in 1996 was approximately 6% of the total fuel consumed in Anchorage. 
Mapco must import many times this amount each year in order to meet their 
needs. And further, we know the refineries can't produce enough local fuel to 
meet demand so they, too, import non-taxable foreign fuel.

Last Wednesday Jeff Cook from Mapco was asked, "What will you 
do with the 3.2 cents?" Mr. Cook replied, "There will be no additional revenues 
from 3.2 cents to his company." He further stated the refineries wanted the 
exemption as an "Incentive to expand theiir facilities" which would generate new 
jobs and additional corporate taxes. This "maybe someday" expansion in some 
undefined way Is no justification for this; tax giveaway. Mr. Chairman and 
members of the Committee, the refineries don’t want a level playing field, they 
simply want a subsidy. The justifications they give us don't make any sense, 
and for more than a year they have continued to refuse to answer some pretty 
simple questions.

Again, I offer my assistance to work together, with the 
Administration and the Legislature, to develop solutions that will best meet the 
needs of all concerned, and be fairest to all. Thank you for considering our 
views on this matter.



TESTIMONY OF KIM DANIELS ROSS 
House Transportation Committee 
via teleconference network 
January 24, 1996 1:00 p.m.

Mr. Chairman and merr- j rs of the committee, My name is Kim Daniels Ross and I'm 
Executive Director of the Alaska Air Carriers Association,

Thank you for this opportunity to comment in opposition to HB362. I speak on behalf 
of 140 domestic air carriers operating here in Alaska. We believe a biii that would 
provide a tax exemption for a few select air carriers could be unfair and encourage 
misuse and manipulation of the Foreign Trade Zone as well as Department of Revenue 
and Department of Transportation funding and accounting mechanisms. Three times 
now the DOT has come to domestic carriers with claims of budget shortfalls. Each 
time they have sought higher user fees, higher fuel taxes and other "revenue 
enhancements."

We are concerned that HB362 might have a tremendously adverse effect on Alaska's 
local domestic airline industry. The domestic industry is made up of a wide range of 
companies, based in Alaska, that provide service to our bush communities. These are 
the foks that carry passengers, mail, freight, and medevac services-basically 
providing whatever transportation services are necessary to support life in rural 
areas.

If HB362 goes into effect, the state of Alaska would lose approximately $4.5 million 
dollars in current tax revenue-revenue that is being counted on to fund the rural 
airport maintenance and operations budget. Without the $4.5 million dollars in tax 
revenue, the state will have to look to alternative revenue sources. We all know 
Alaska doesn't have dedicated funding, but reality tells us that a shortfall of $4.5 
million dollars can equate to substantial increases in other user revenue sources such 
as airport lease rates and landing fees. One domestic company estimates their 
portion of the shortfall bill to be $300,000-$400,000. Those increases cannot be 
absorbed by the domestic industry-the local companies I mentioned earlier. The 
domestic operators will be forced to pass on the increases to the flying 
public-Alaskans who live and work in rural areas.

Our State is facing a monstrous fiscal gap. Every day the newspaper reports work 
being done by special commissions and government agencies-lnvolving politicians 
and people from the private sector-whose purpose Is to examine alternative revenue 
sources to fill-in the budget gap. How would the general public respond if they knew 
the Legislature was considering eliminating an existing tax base? In essence, our 
state would be giving away $4.5 million dollars in revenue-funds that are critical to 
continued airport operations in rural Alaska.
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I represent an industry group. You can bet we don't have a problem with legitimate 
avoidance of taxation. But we feel there has been a lack of resolve by various state 
departments to challenge the FTZ fuel tax ruling by the local US Customs office. 
Questions need to be asked such as, als this how FTZ*s handle fuel in other locations? 
How about Miami, New York, San Franscisco or L.A.?" The overall intent should be 
consistent.

We sympathize with Alaska's oil refineries and understand they are struggling to 
compete with fuel suppliers that take advantage of loopholes written into the Foreign 
Trade Zone rulebook. But let's fix the problem, not massage the symptoms. The issue 
isn't removing the tax-*the true fix is giving real consideration to making substantive 
changes to the operating rules of the FTZ.

Overall, I believe there are too many unanswered questions associated with HB362 
and I ask that you consider holding the bill until we can work together to look at 
options. Once again, if you're going to give away a large part of our tax base, then 
incorporate a fiscal plan that ensures the remaining domestic industry won't bear the 
burden of the shortfall.

Thank you.

- 2 -
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ALASKA AIR CARRIERS ASSOCIATION
1117 E. 35th Avenue, Suite 102
Anchorage. Alaska 99506
(907) 277-0071 Fax (907) 277-0072

February 28, 1996
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Via Telecopier
The Honorable Mark Hanley 
The Honorable Gene Therriault 
Alaska House of Representatives 
Alaska State Legislature 
State Capitol (MS 3100)
Juneau, Alaska 99801-1182

Ref: HB 362, Jet Fuel 7ax Exemption; Questionable Analyses and 
Unanswered Questions.
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Gentlemen,
The Alaska Air Carriers Association has continuing interest in legislative 

consideration of HB 362. While we express no opinion at this time about what 
tax policies may be in the citizens’ best interests, we are hopeful that legislators 
and administration officials will have the benefit in their deliberations of 
accurate facts, all the facts, and credible analyses.

As we understand it, proponents of HB 362 argue: 1) Federal law
prevents the state from collecting the 3.20 per gallon tax on imported foreign jet 
fuel (but not domestic fuel) stored in the Anchorage FTZ, when withdrawn for 
"continuing" flights: 2) With the 3.20 price advantage, foreign fuel will
substantially displace domestically refined fuel in the Anchorage international 
Airport market; and, 3) The best way to solve this problem is to exempt from the 
tax both foreign and domestic jet fuel for continuing flights.

We believe that all three arguments are based on questionable 
assumptions. On the first argument, we have attached an Analysis that makes 
a compelling case that Alaska's aviation fuel tax on continuing foreign flights 
would not be preempted by federal law — that Alaska has full right, power and 
authority to tax all aviation fuel, !mported or domestic, whether it goes through 
the FTZ or not, whether sold for flights originating in foreign countries and 
continuing through Anchorage to the Lower 48. or flights originating in 
Anchorage and bound for other U.S. destinations, or flights originating in 
Anchorage and bound for foreign destinations.

If you so desire, we will readily furnish a more in-depth briefing.
On the proponents' second and third arguments, there seem to be any 

number of unanswered questions.
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The Honorable Mark Hanley 
The Honorable Gene Therriault 
February 28. 1996 
page 2

Even assuming preemption would take place, is it a realistic possibility 
that foreign fuel would substantially take over the Anchorage market? We 
wonder whether the realities of high seas economics and logistics requirements 
permit this possibility. We also wonder what role an attempt to avoid Ihe 
current federal 4.3£ per gallon tax may have played in the recent foreign fuel 
dockings. Last, we wonder if any further foreign fuel dockings are currently 
scheduled; and if not, why not?

Assuming preemption and assuming further a realistic potential for 
market takeover, is there a better solution to be found in the FTZ management? 
Surely there must be some simpler way to solve this perceived fuel tax problem 
at the Anchorage FTZ boundary. We wonder if the Legislature, the Governor’s 
office and the Mayor’s office have examined all the options involving FTZ 
management and operation.

Please accept these comments in the spirit of our attempts to assist in 
the development of sound public policy. If you have any questions or 
comments, please do not hesitate to call.

Kimberly S. Daniels Ross 
Executive Director
cc: House Finance Committee

Mouse Transportation Committee 
Commissioner Joe Perkins, DoT/PF 
Larry E. Myers, DoR 
AACA Board of Directors

Sincerely,
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ALASKA AIR CARRIERS ASSOCIATION
1117 E. 35tti Avenue, Suite 102 
Anchorage, Alaska 99508 
(907)277-0071 Fax (907) 277-0072

February 20, 1996
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Analysis of Preemption Arguments 
Alaska Sales Taxes on Aviation Fuel

The Alaska Department of Revenue has stated its opinion that federal 
law preempts the state sales tax on imported fuel transported through the FTZ, 
citing McGoldrick v. Gulf Oil Corporation, 309 U.S. 414 (1940). We believe the 
DoR is seriouslymistaken, and that Wardair Canada, Inc. v. Florida Department 
of Revenue, 477 U.S. 1 (1986) compels a different conclusion: The state of 
Alaska has fuH right, power and authority to tax all the aviation fuel, imported or 
domestic, whether it goes through the FTZ or not, whether sold for flights 
originating in foreign countries and continuing through Anchorage to the Lower 
48, or flights originating in Anchorage and bound for other U.S. destinations, or 
flights originating in Anchorage and bound for foreign destinations. Wardair 
Canada, and not McGoldrick, staTs the controlling law for our purposes.

Congress may preempt state tax laws under Congress' power T o  
regulate commerce with foreign nations, and among the several states ...." 
U.S. Constitution, Art I. § 8, cl. 3. Preemption will not be inferred, however, 
unless there is clear evidence of Congress' intent for that result:

(W]e have consistently emphasized that the first and 
fundamental inquiry in any pre-emption analysis is whether 
Congress intended to displace state law, and where a 
congressional statute does not expressly declare that state 
law is to be preempted, and where there is no actual conflict 
between what federal law and state law prescribe, we have 
required that there be evidence of a congressional intent to 
pre-empt the specific field covered by the state law.

Wardair Canada, 477 U.S. at 6 (emphasis added).
Wardair Canada upheld a Florida state 5% sales tax on aviation fuel 

used in flights to foreign destinations, in the face of a Constitutional challenge 
on Foreign Commerce Clause grounds. The Supreme Court held that 
Congress did not impliedly forbid such taxes, but rather. Congress expressly 
permitted and invited such taxes.

First, the Court looked to the relevant federal statutes. As part of 
Congress' comprehensive scheme for imposing federal excise taxes on 
domestic and foreign air transportation, and prohibiting certain state taxes, 
Congress provided, in 1973, by statute, that, "[A] State may levy ... sales or use 
taxes on the sale of goods or services 49 U.S.C. §40116(e)(1); formerly, 
49 U.S.C. §1513(b). The Court stated,
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[N]ot only is there no indication that Congress wished to 
preclude state sales taxation of airline fuel, but, to the 
contrary, the Act expressly permits States to impose such 
taxes.... [WJhat [§40116(e)] shows is that, to the degree that 
Congress considered the power of the States to tax air travel, 
it expressly and unequivocally permitted the States to exercise 
that authority. In other words, rather than prohibit state 
regulation in the area, Congress invited it. This is not the stuff 
of pre-emption.

477 U.S. at 7 (emphasis added).
Second, the Court examined,

(1) the Chicago Convention on International Civil Aviation, ... 
to which the United States and 156 other nations ... are 
parties; (2) a Resolution ... adopted ... by the International Civil 
Aviation Organization (ICAO) ... [and] (3) more than 70 
bilateral agreements ... into which the United States has 
entered with various foreign countries dealing with 
international aviation.

477 U.S. at 9. The Court then discussed these expressions of Congressional
policies on international aviation:

[W]hat these documents show is while there appears to be an 
international aspiration on the one hand to eliminate all 
impediments to foreign air travel -  including taxation of fuel -  
the law as it presently stands acquiesces in taxation of the 
sale of that fuel by political subdivisions of countries.

477 U.S. at 10.
[T]he United States has, since the time that the [Chicago] 
Convention came into force, become a party to more than 70 
bilateral aviation agreements, and in not one of these 
agreements has the United States agreed to deny the States 
the power asserted by Florida in this case.

477 U.S. at 11. The Wardair Court concluded,
What all this makes abundantly clear is that the Federal 
Government has not remained silent with regard to the 
question whether States should have the power to impose 
taxes on aviation fuel used by foreign carriers in international 
travel.... It would turn the dormant Commerce Clause analysis 
upside down to apply it where the Federal Government has 
acted, and to apply it in such a way as to reverse the policy 
that the federal Government has elected to follow.

477 U.S. at 12. See also, Itel Containers International Corporation v. Joe
Huddleston, Commissioner of Revenue of Tennessee, 507 U.S. 60 (1993).

p a g e  2  o f 4
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It would turn the McGoldrick principles "upside down" to apply them to 
reach a preemption conclusion in the case of Anchorage FTZ fuel. McGoldrick 
held that New York sales tax was preempted in a case of 1934 and 1935 sales 
of fuel delivered alongside foreign bound vessels in New York City, when that 
fuel had originally been imported as crude petroleum, duty free, into bonded 
warehouses, and refined into fuel while in bond. The bonded fuel was 
segregated from domestic goods, and its duty free status was conditioned upon 
it never being landed at any port or place in the United States or its 
possessions.

The McGoldrick Court found, on the facts of that particular case, a 
comprehensive scheme adopted by Congress, an essential purpose of which 
was to "enable American refiners to meet foreign competition", through the 
federal tax relief. Allowing the New York sales tax would have frustrated that 
purpose. 309 U.S. at 427, 428.

In Anchorage, disallowing the state tax on foreign imported fuel would 
put American refiners -  such as Mapco, Petro Star, Tesoro and Arco -  at a 
competitive disadvantage to foreign refiners. It would also put domestic air 
carriers -  such as Alaska, Delta, United and Reno Air -  at a competitive 
disadvantage to foreign and domestic air earners taking advantage of the tax 
free fuel on continuing flights. This is not consistent with the principles of 
McGoldrick. "Domestic producers and local taxpayers would thus 'subsidize' 
the ... [foreign producers of imported fuel and competing airlines with flights 
originating in foreign countries]." R. J. Reynolds Tobacco Company v. Durham 
County, 479 U.S. 130, 145 (1986).

McGoldrick relied heavily on the provisions of §309 of the Tariff Act of 
1930, with its specific provisions for federal tax free status for fuel for foreign 
bound vessels. That statute, now 19 U.S.C. §1309, was amended in 1960, 
twenty years after McGoldrick, to include a new provision:

The provisions for free withdrawals made by this subsection 
(a) shall not apply to petroleum products for vessels or aircraft 
in voyages or flights exclusively between Hawaii or Alaska and 
any airport or Pacific coast seaport of the United States.

(Emphasis added.) This belies any Congressional intent, based on a 
McGoldrick analysis, to preempt state taxation on fuel sold for flights between 
Anchorage and the Lower 48.

The Anchorage FTZ situation is distinguishable from McGoldrick in other 
significant respects. The bonded fuel will not be crude petroleum, to be refined 
in a bonded warehouse. The bonded fuel will not be segregated; it will be 
commingled with domestic and other unbonded fuel. Some portion of it will 
necessarily be again landed in the United States. Some of the bonded fuel will 
not be exported. It will be used for flights that are not "actually engaged in 
foreign trade", but between U.S. airports. There is no regulation, incorporated 
by reference by Congress, that provides, "'imported goods in bonded 
warehouse are exempt from taxation under the general laws of the several 
States.’ " There is no "comprehensive scheme ... calculated to insure the 
devotion of the manufactured oil exclusively to that purpose [for use in foreign 
bound vessels]." 309 U.S. at 426, 427.

page 3 of 4
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McGoldrick simply is not good authority for the proposition that the 
Alaska sales tax on aviation fuel would be preempted.

In undertaking this [preemption] analysis ... we must be 
mindful of the principal that "federal regulation of a field of 
commerce should not be deemed preemptive of state 
regulatory power in the absence of persuasive reasons — 
either that the nature of the regulated subject matter permrts 
no other conclusion, or that the Congress has unmistakably so 
ordained."

Reynolds Tobacco, supra, at 140 (quoting Florida Lime & Avocado Growers, 
Inc. v. Paul, 373 U.S. 132, 142). Unless and until one can demonstrate that 
Congress has unmistakenty ordained for U.S. refiners to be put at a competitive 
disadvantage, and that Congress has unmisiakenly ordained for domestic air 
carriers to be put at a competitive disadvantage, McGoldrick can not credibly 
support a preemption argument.

It is true that Wardair Canada does not deal with Foreign Trade Zones, 
but neither does McGoldrick. We find nothing in the Foreign Trade Zone Act or 
the regulations that conflicts with the clearly expressed Congressional policies 
to allow state aviation fuel taxes, as elicited in Wardair Canada. See also, Itel 
Containers International Corporation v. Joe Huddleston, Commissioner of 
Revenue of Tennessee, 507 U.S. 60 (1993).

In conclusion, Alaska is free to tax aviation fuel as it may wish in the 
circumstances.

The Alaska Air Carriers Association

p a g e  4  o f  4
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LEG ISLATIVE AFFAIRS A GENCY
(907) 465-3867 or 465-2450 ’ STATE OF ALASKA
FAX (907) 465-2029 130 Seward Street. Suite 409
Mail Stop 3101 Juneau. Alaska 99801-2105

M E M O R A N D U M  February 15, 1997

SUBJECT: House Bill 63, expanding an exemption from the state motor fuel tax
for sales of jet fuel: dispute between state agency and air carriers' 
representative as to case law applicable 
(Work Order No. 0-LS0262\A)

TO : Representative Bill Williams, Chair
House Transportation Committee

Your communication to Tam Cook concert mg the Alaska Air Carriers Association's 
February 28, 1996, letter and supporting analysis to Representatives Mark Hanley and Gene 
Therriault was directed to me for preparation of a response.

In its letter and supporting analysis, the Association challenges an assertion by the 
Department o f Revenue to the effect that the state may not, under the federal Tariff Act of 
1930 and the federal Foreign Trade Zones Act, levy a tax on fuel imported into a foreign 
trade zone and eventually used in foreign commerce. Because it may not levy the tax, the 
department suggests that the state should amend its tax law to extend the existing je t fuel 
exemption from the tax to both foreign and domestic jet fuel used in continuing flights.

The positions advanced by the Alaska Air Carriers Association and the Department of 
Revenue are in direct conflict.

The Association reiies on its reading ol Wardair Canada. Inc, v. Florida Department of 
Revenue. 477 U.S. 1, 91 L.Ed.2d 1,106 S.Ct. 2369 (1986], under which the United States 
Supreme Court upheld levy and collection of a nondiscriminatory state sales tax on aviation 
fuel sales to carriers in international commerce against a claim that the tax violated the 
commerce clause of the United States Constitution. Given evidence in various international 
documents showing federal government agreement in the taxation o f the sale o f fuel by 
political subdivisions o f countries, the Court found that the Congress had not determined to 
occupy the field o f international aviation thereby precluding any state regulation, and that



Congress had expressly permitted states to exercise authority to impose taxes on aspects o f 
air travel.

The Department of Revenue bases its argument on an earlier decision, McGoldrick v. Gulf 
Oil Corp.. 309 U.S. 414, 84 L.Ed. 840, 60 S.Ct. 664 (1940), wherein the United States 
Supreme Court determined that the Tariff Act o f 1930 barred levy and collection o f a 
municipal sales tax on fuel oil manufactured from crude oil imported into a bonded 
warehouse and used in vessels in foreign commerce as ships' stores:

. . .  [T]he exemption [from taxes] and drawback provisions were designed, 
among other purposes, to relieve the importer o f the import tax so that he 
might meet foreign competition in the sale o f fuel as ships' stores. In 
furtherance o f that end Congress provided for the segregation o f the imported 
merchandise from the mass of goods within the state, prescribed the 
procedure to insure its use for the intended purpose, and by reference 
confirmed and adopted customs regulations prescribing that the merchandise, 
while in bonded warehouse, should be free from state taxation. It is evident 
that the purpose of the congressional regulation o f the commerce would fail 
if  the state were free at any stage of the transaction to impose a tax which 
would lessen the competitive advantage conferred on the importer by 
Congress, and which might equal or exceed the permitted import duty. The 
congressional regulation, read in the light o f its purpose, is tantamount to a 
declaration that in order to accomplish constitutionally permissible ends, the 
imported merchandise shall not become a part o f the common mass o f taxable 
property within the state, pending its disposition as ships's stores and shall 
not become subject to the taxing power. The customs regulation prescribing 
the exemption from state taxation, when applied to the facts o f the present 
case, states only what is implicit in the congressional regulation o f commerce 
presently involved. The state tax in the circumstances must fail as an 
infri ngement o f the congressional regulation o f the c - .timerce.

M cGoldrick. 309 U.S. at 428 - 429. 84 L.Ed. at 848 - 849 (citations omitted; emphasis 
added).

Both sides acknowledge that neither decision on which each relies addressed the status o f 
goods held in a foreign trade zone.

Representative Bill Williams
February 15, 1997
Page 2

The issue raised in both Wardair and McGoldrick involves "preemption." When Congress 
chooses to exercise a power, conflicting state legislation may be challenged by application 
o f the "preemption doctrine."



Any state law is potentially subject to preemption by ft-feral law under any or all o f three 
possible theories. First, state regulations in areas left unregulated by Congress may 
nevertheless be found to violate the Commerce Clause, article I, sec. 8. Constitution of the 
United States. This authority, sometimes referred to as the "dormant commerce clause," 
derives from the Constitution's negative implications. Second, when Congress legislates 
within a legitimate sphere of its authority, then, under article VI, clause 2, Constitution o f 
the United States, the Supremacy Clause directs that the federal law overrides or preempts 
when Congress has explicitly preempted state regulation in the same area.

But Congress may also exercise a power without specifying that its action serves the purpose 
o f preempting state regulation. When that happens, courts may find that state lawmaking in 
the same subject matter area is outlawed by implication. In cases o f actual or apparent 
conflict, the courts are asked to ascertain Congressional intent and to determine whether the 
state law is to be invalidated because the state law impermissibly interferes with the 
attainment o f Congressional objectives. Conflict preemption requires that a court determine 
whether the application o f the state law would conflict with one or more purposes o f the 
federal law. The courts may also be asked to determine whether the federal enactment is part 
of a pervasive regulatory scheme under which Congress does not want state law to apply 
even if  state law does not actually conflict with the federal regulatory effort.

The general principles of contemporary preemption analysis derive in the first instance from 
Pennsylvania v. Nelson. 350 U.S. 497, 100 L.Ed. 640, 76 S.Ct. 477 (1956). Procedurally, 
the first inquiry to be made concerns whether Congress intended to preempt state law. In 
some few instances, Congressional intent may be explicit in the statutory language. Absent 
explicit peremptory language, a court is generally required to make an inquiry to ascertain 
the intended pervasiveness o f the federal regulatory effort. Most commonly, however, a 
federal statute impliedly preempts state regulation. In its Pacific Gas & Electric decision, 
the United States Supreme Court summarized the law concerning implied preemption as 
follows:

Congress' intent to supersede : tate law altogether may be found from 
a "'scheme o f federal regulation . . .  so pervasive as to make reasonable the 
inference that Congress left no room for the states to supplement it,' because 
'the Act o f Congress may touch a field in which the federal interest is so 
dominant that the fede al system will be assumed to preclude enforcement o f 
state laws on the same subject,' or because 'the object sought to be obtained 
by the federal law and the character o f the obligations imposed by it may 
reveal the same purpose.'" Even where Congress has not entirely displaced 
state regulation in a specific area, st/.te law is preempted to the extent it 
actually conflicts with federal law. Such a conflict arises when "compliance 
with both federal and state regulations is a physical impossibility" or where 
state law "stands as an obstacle to the accomplishment and execution of the 
full purposes and objectives of Congress."

Representative Bill Williams
February 15, 1997
Page 3



Representative Bill Williams
February 15, 1997
Page 4

Pacific Gas & Electric Co. v. State Energy Resources Conservation and Development 
Comm'n.. 461 U.S. 190, at 203 - 204, 75 L.Ed.2d 752, at 765, 103 S. Ct. 1713 (1983). 
Thus, implied preemption requires the court to ascertain whether federal occupation o f the 
field is pervasive, whether the state and federal regulations conflict, or whether the state 
regulatory effort frustrates Congressional objectives. In the development o f  the case law 
decisions during the intervening four decades since Pennsylvania v. N elson, the courts have 
genet ally concentrated on the task of trying to determine whether the state law that is said 
to be in conflict with the federal initiative facilitates or impedes the objectives o f the federal 
effort.

State-imposed taxes are subject to preemption analysis in the same manner as are other types 
o f  state law*!.

*

To promote foreign commerce in the United States, Congress has provided by law for several 
classes o f facilities that are exempt from payment o f federal customs. The most common o f 
these facilities are customs-bonded warehouses and foreign trade zones. Customs-bonded 
warehouses and foreign trade zones significantly benefit from the alleviation or deferral o f  
federal customs duties. Another substantial benefit to the activities associated with them is 
the exemption of the imported goods from the taxing authority o f the state and local 
governments in which they are located. That issue, whether this state may impose an excise 
tax on the aviation fuel imported into a foreign trade zone and hjld there for use in flights 
involving foreign commerce, is raised in the disagreement between the parties.

Two cases illustrate differences in preemption analysis conclusions as applied to state and 
local taxation. In Xerox Corp. v. Countv o f Harris. Texas. 459 U.S. 145, 74 L.Ed.2d 323, 
103 S.Ct. 523 (1982), the United States Supreme Court, finding a Congressional purpose in 
promoting goods for export and encouraging the use o f  American ports, determined that 
because local ad valorem taxes would financially penalize the federal purpose, they would 
be a hindrance to that initiative. Consequently, the court disallowed imposition o f the 
county's tax on copy machines manufactured abroad, imported and stored in custom-bonded 
warehouses, and destined for foreign markets. Some four years later, a different result was 
reached in R.J. Reynolds Tobacco Co. v. Durham Countv. 479 U.S. 130, 93 L.Ed.2d 449,
107 S.Ct. 499 (1986). In that decision, local ad valorem taxes on tobacco in customs-bonded 
warehouses were allowed, the United States Supreme Court finding that federal customs 
laws did not preempt the local levy on tobacco destined for manufacture for domestic 
markets.

Congress' purpose in creating foreign trade zones is not altogether different than the purpose 
o f bonded warehouses that were identified by the Court in McGoldrick. The purpose o f the 
Foreign Trade Zones Act is to expedite and encourage foreign commerce involving the 
transshipment of foreign goods through the United States for re-export and ultimate



Representative Bill Williams 
February 15, 1997 
Page 5

consumption abroad. 1950 U.S. Code Congressional Service, pp. 2533 - 2534; New York 
Foreign-Trade Zone Operators. Inc- v, State Liquor Authority. 34 N.E.2d 316 (N.Y. 1941). 
A foreign trade zone is defined as an isolated area within or adjacent to a port of entry where 
foreign merchandise may be landed, stored, repacked, sorted, mixed, or otherwise 
manipulated with a minimum of customs control. Goods warehoused or held in a foreign 
trade zone for use in foreign commerce are free of customs bond.

The Eleventh Circuit Court of Appeals has considered a Florida effort to enforce the state's 
Drug and Cosmetic Act on warehousing activities occurring within the Port Everglades 
foreign trade zone. In 3M Health Care. Ltd. v. G rant 908 F.2d 918 (1 1th Cir. 1990), the 
appellate court wrestled with the pre-emption issue as it might apply to the state's exercise 
o f its police power under its Drug and Cosmetic Act. It determined that the Foreign Trade 
Zones Act neither explicitly preempted state police power nor did the Act's legislative history 
indicate that t ta  Congress intended to implicitly preempt state law to the extent that it 
conflicted with federal regulation. Still, the appellate court panel considering the appeal 
found that an implied preemption operated:

. . .  Though the Foreign Trade Zones Act says nothing about pharmaceuticals, 
that does not mean that Florida's Drug & Cosmetic Act as applied will not 
create a conflict with the Foreign Trade Zones Act which might require 
preemption o f Florida law.

"Such a conflict will be found when the state law "'stands as an 
obstacle to the accomplishment and execution of the full purposes and 
objectives of Congress."' H illsborough C .amtv v. Automated Medical 
Laboratories. Inc.. [471 U.S. 707] at 713 [105 S.Ct. 2371,2375, 85 L.Ed.2d 
714 (1985)] (quoting Hines v. Davidowitz. 312 U.S. 52, 67 [61 S.Ct. 399,
404,85 L.Ed. 581] (1941))." In Taylor fv._General Motors Corp.. 875 F.2d.
816 (11th Cir. 1989), cerL den., 494 U.S. 1065, 110 S.Ct. 1781, 108 L.Ed.2d 
783 (1990)], this court described it thusly: federal law preempts state law 
when state law creates a "potential frustration o f the administrative scheme 
provided by [federal law]," Howard v. Uniroval. Inc.. 719 F.2d 1552, 1562 
(11th Cir. 1983), or when the stats law "interferes with the methods by which 
the federal statute was designed to reach [its] goal." International Paper Co. 
v. Ouelette. 479 U.S. 481, 494, 107 S.Ct. 805, 813, 93 L.Ed.2d 883 (1987).

Here the goal o f the Foreign Trade Zones Act is straightforward-to 
facilitate the use of U.S. ports for the transshipment of goods in foreign 
commerce. The use of our ports for the warehousing of goods in 
international trade was considered an endeavor worthwhile enough to exempt 
such goods from customs duties and thus to make use o f our ports as easy as 
possible for transshipment. The zones are to operate with few formalities to 
encourage the use o f our ports. While the exemption from customs duties is



likely the singlemost attractive feature that so encourages use o f the [foreign 
trade] zones, it alone cannot ensure the use o f the zones as Congress intended 
if the states are free to encumber zone operations with multifarious 
regulations over goods in which they have no inte.est. To the extent that 
Florida law would encumber the ease of transshipment through the zones by 
requiring unnecessary regulation o f foods in which it has no interest, it 
frustrates the goal o f the Foreign Trade Zones Act.

3M Health Care. Ltd. v. Grant. 908 F.2d at 922.

The Circuit Court ruled against the state's regulatory effort:

Unless and until [the company seeking relief from the Florida law] also 
brings goods into the commerce o f Florida, [the state] cannot regulate [the 
company's] warehousing of pharmaceuticals without unnecessarily 
complicating the ease with which Congress intended foreign trade zones to 
be used for transshipment and without unnecessarily contravening 
congressional intent.

3M Health Care. Ltd. v. G rant 908 F.2d 918, 922. The Eleventh Circuit's decision was 
cognizant of the distinction that had been drawn by the United States Supreme Court in the 
Xerox (local taxes on copy machines stored in custom-bonded warehouses and destined for 
foreign markets were preempted by federal customs laws) and R.J, Reynolds (local taxes on 
tobacco in customs-bonded warehouses were allowed when the Court found that federal 
customs laws did not preempt the local levy on tobacco destined for manufacture for 
domestic markets) decisions and added, in an accompanying footnote, that "we believe 
Congress' purposes in creating foreign trade zones would be disserviced by the imposition 
o f Florida's Drug & Cosmetic Act. regulations, and operation on [the company’s] 
transshipment of pharmaceuticals through the [foreign trade] zone."

I acknowledge that concerns about the state's exercise o f its regulatory authority, as in the 
3M Health Care litigation, and questions about a state's ability to levy and colle 't a tax raise 
substantively different issues. Historically, when Congress legislates in fields traditionally 
occupied by the states, usually including the police power regulation associated with matters 
o f public health and public safety, a presumption exists that state regulation is not 
preempted. The willingness o f the courts to entertain this presumption with respect to the 
exercise o f a state's police power apparently does not operate when the question involves a 
matter o f state taxation.

Preemption questions are difficult to resolve because each case is based on singular 
circumstances. Until a court has rendered a conclusive decision, people will differ as to 
whether this state's imposition of a tax on the aviation fuel would be found to stand as an 
obstacle to the purposes and objectives o f the Congress under the Foreign Trade Zones Act.

■ -

Representative Bill Williams
February 15, 1997
Page 6



I do not mean to overlook the Air Carriers Association's response on the question o f an 
implied preemption, and particularly the Association's assertion that preemption should not 
be found unless Congress "has unmistakably so ordained."

Nonetheless, in the absence o f an unambiguous expression or indication in the language o f 
the Act of Congress that federal preemption is or is not intended, the courts are prepared to 
evaluate cases and may find preemption on the basis of the court's interpretation of the intent 
or purpose of the law. I believe it more probable than not that the principles described would 
be applied to resolve the issue.

Congress has exempted goods in foreign trade zones from state and local ad valorem, or 
property, taxation. The Supreme Court's decision in Xerox exempts all goods in a customs- 
bonded warehouse destined for foreign commerce from state and local taxation. Applying 
a preemption analysis in its 3M Health Care analysis, the Eleventh Circuit indicated that it 
would disallow exercise o f state public health regulation within a foreign trade zone. From

using preemption analysis, would not hesitate to irrvTthdite state taxes such as the excise tajT'f 
on jet fuel imported into a foreign trade zone finding that the levy and collection of the tay 
would thwart or discourage the benefits that the federal effort to stimulate business in the ( 
foreign trade zones is seeking to encouiHgeTM~Y

For that reason, 1 would conclude that the Department of Revenue presents the position that, t  
more likely than not, would be sustained by a court if the question were eventually litigated?
While there is merit in some of the argument offered by the Air Carriers Association, I don't 
find myself in agreement with the Association on its analysis o f the preemption issue. 
Instead, the weight of thr case decisions'suggests to me that'the state may nor levy and* 
collect its motor fuel tax on the jet fuel imported into a foreign trade zone for UseTn foreign-* 
comm erect

If this memo or the issue it addresses presents questions, please contact me.

Representative Bill Williams
February 15, 1997
Page 7
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3132 CHANNEL DRIVE  
JUNEAU, ALASKA 99.301-7893

TONY KNOWLES, GOVERNOR

AND P U B L IC  F A C IL IT IE S
OFFICE OF THE COMMISSIONER

DEPARTMENT OF TRANSPORTATION TEXT: (907)465-3652
FAX: (907)586-8365PHONE: (907)46543900

February 24, 1997

The Honorable Bill W illiams 
Chair, H ouse Transportation Committee 
State Capitol, Room 424  
Juneau AK 99801

Dear Representative Williams:

We are providing this letter in response to testim ony offered by Kim Ross, Executive Director of 
the Alaska Air Carriers Association, on February 12 and Februjuy 17, 1997. This 
correspondence addresses the points in the testim ony relating to the Department of 
Transportation and Public Facilities (DOT&PF).

The issu e  of tax revenue loss through the Anchorage Foreign Trade Zone (FTZ) arose w hen  
foreign aviation jet fuel began com ing into Anchorage International Airport through a 
designated FTZ. A FTZ provides designated locations within the state, free from federal excise  
taxes, where goods can be imported and value added. These goods can then be shipped overseas 
tax free, or enter US soil and then be subject to federal excise tax. The establishm ent of the 
Anchorage FTZ has resulted in foreign tax-free jet fuel being brought into Anchorage to fuel 
aircraft flying from foreign origination points. This places A laska je t  fuel suppliers at a 
distinct disadvantage.

We believe that HB 63 is a  positive step  toward leveling the playing field for Alaska suppliers of 
jet fuel. The loss in tax revenue is com pensated in benefits to Alaska's econom y through 
retention of local jobs and potential for increased b u sin ess at the international airports. The 
proposed legislation will provide equal treatm ent to all carriers servicing foreign 
destin ation s.

It is hypothetically possib le to construct a scenario that would have a freight forwarder in Asia  
leave space available on the Tokyo-Anchorage route to then pick up bulk cargo in Anchorage 
for another dom estic location. However, the revenue lost on the Tokyo-Anchorage route would  
far exceed any potential gain in fuel tax savings. Moreover, the departm ent is unaware of any  
Alaska air carrier that considers th is potential a  threat to their market share.

The Alaska International Airport system  h as experienced substantia l growth in cargo activity. 
The cargo m arket is very competitive and low yields create slim  m argins for cargo carrier 
operations. While location is a principal factor in determ ining viability for a cargo refueling  
or transfer operation, a  favorable tax clim ate will send a m essage to all international 
destination carriers that Alaska is a com m erce friendly state.

Cargo carriers (both dom estic and foreign) flying to international destinations currently fund  
over 50% of the operating expenses o f the A laska International Airport System . 'The operating 
agreem ent at the international airports requires landing fee rates to be adjusted downward if 
total revenues exceed the operating costs. As cargo activity increases, the landing fee rates are 
reduced for all carriers flying to Fairbanks and Anchorage, including tire passenger carriers 
who also fly to rural Alaska. Taxes go into the state general fund and landing fees generated at

25A-T3-4LH
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Anchorage and Fairbanks are required by federal regulations to be used  within the 
international airport system .

We do not anticipate a loss of funding for rural airports if HB 63 p asses because the legislature 
does not use aviation taxes as a specific funding source for the department’s  budget.

,!\S 43 .40 .010  (e) states in part:
“...proceeds of the taxes on aviation fuel shall be paid into 
a special aviation fuel tax account in the state general fund.
The legislature m ay appropriate funds from this account 
for aviation facilities."

We have found no instance where the legislature has appropriated any funds directly from this  
general fund account for aviation facilities.

Under ch. 127, SLA 1994, the legislature increased tire aviatlor fuel tax .7 cents per gallon. If 
DOT&PF increases the landing fees it charges under AS 02.15.090(a) for rural airports before 
Jan 1, 2000, the tax rate will be lowered to its previous level. D TT&PF currently charges no  
landing fees at rural airports and does not intend to institute *hem to recover any lost tax  
revenue resulting from the passage of HB 63. Any new landing fees would result in an 
autom atic reduction in the aviation fuel tax rate.

The DOT&PF collects $2 .8  million in designated program receipts for rents and fees from rural 
airports. The cost of m aintaining our rural airports exceeds $22  million. The budget for rural 
airports is entirely dependent on the im portance given to it by the legislature and the 
adm inistration. Aviation is a primary m ode of transportation for m any A laskans and  
deserves priority funding. We appreciate the A laska Air Carriers A ssociation’s  concern and  
support for adequate funding at our rural airports. DOT&PF’s proposed FY 98 operating budget 
addresses increased needs at the certificated airports by transferring funding to them  from  
highway and facility m aintenance and increased designated program receipts. Again, there is  
no functional link between the fuel tax and the department’s budget.

Please do not hesitate to contact m e if you have further questions.

S incerely ,

vurt t'arxan 
D eputy C om m issioner

cc: Representative Therriault
H ouse Transport ation Com m ittee m em bers 
Kim Ross, A laska Air Carriers A ssociation
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A laska D epartm en t of R evenue  
Incom e a n d  E xc ise  A u d it D ivision

G asoho l S a le s  by M onth 
inception to Date through January 1997

F I ' 97 YTD FY  97 Projected m m m . m s m mTotal Gallons 51,513,099 100,000,000 Month F Y 95 FY96 FY 97
Tax Equivalent $■4,361,018 S8,000,000 July 3,414,786 6,701,594

August N/A 3,383.432 7,051,390
FY  96 Actual September Giuohot 

mardale look 2,874,991 5,349,829

Total Gallons 84,368,457 October effect 8,148,280 7,164.632
Tax Equivalent $6 ,749,477 November January 1995 8,768,003 9,156,400

December 527,823 9,328,096 9,790,515
FY  95 Actual January 8,327,787 9,365,194 9,298,739

Total Gallons 35,170,934 February 7,676,557 8,680,993Tax Equivalent S2,313,675 March
April

5,311,785
4,883,916

7,899,996
7,801,610

Inception May 5,138,818 8,493,751
To Date June 3,004,248 8,028,325Total Gallons 174,052,491 Total 35,170,934 84,368,457 54,513,099

Tax Equivalent S13,924,200

Prepared by Paul Dick 3/6/97



Testimony to House Finance Committee

On House Bill 63 

By Jeff Cook for MAPCO ALASKA PETROLEUM Inc.
M arch 11-1.2,1997

C h airm an  H an ley , C h a irm a n  T h erriau lt an d  co m m ittee  m em b ers , m y n am e  is 

J e f f  C o o k  an d  I re s id e  a t 4 5 8  T e rra c e  D riv e  in F a irb an k s , A lask a . I am  the  v ice  

p re s id en t o f  ex tern a l a ffa irs  an d  ad m in is tra tio n  fo r M A P C O  A L A S K A  

P E T R O L E U M  Inc. M A P C O  h as  o p e ra ted  a  re fin e ry  a t N o rth  P o le , A la sk a , s in ce  

1981. I a p p re c ia te  the  o p p o rtu n ity  to p ro v id e  te s tim o n y  on H o u se  B ill 63 .

I w o u ld  like  to  a d d re ss  w h a t I feel th is  bill is ab o u t an d  w h a t it is n o t ab o u t. 

F irst o f  all, th is  bill is n o t a b o u t an  an o n y m o u s fax  th a t w as  sen t to  each  o f  y o u  th is  

p a s t T h u rsd ay , M arch  6th. I re sp o n d ed  to  each  o f  yo u  co n ce rn in g  tha t a n o n y m o u s  

fax on M A P C O  le tte rh ead  an d  w ith  m y signatu re . P e rso n a lly , I do  no t g iv e  a lo t o f  

c re d en c e  to  an o n y m o u s d o cu m en ts  o f  any  type.

M A P C O  m ay  o r  m ay  n o t m ak e  a  s ign ifican t ad d itio n  to  o u r N o rth  P o le  

R efinery . I can  tell y o u  w e  a re  cu rren tly  co m p le tin g  a $13 m illion  g aso lin e  

ex p an sio n  p ro jec t, w h ich  sh o u ld  be  co m p le te  by  M a y  15, 1997. Y ou  h av e  h e a rd  no  

co m p la in ts  ab o u t tha t p ro je c t, b e ca u se  it in vo lves v e ry  ex ten s iv e ly  A lask an  

co n tra c to rs  and  w o rk e rs . T h e  a p p ro ach  to  th is  cu rren t p ro je c t is s im ila r to  the  

ap p ro ach  w e  h ave  u sed  fo r p a s t co n stru c tio n  p ro je c ts  a t the  re finery  and  w h ic h  w e  

w ill u se  fo r all fu tu re  p ro je c ts , w h e reb y  w e m ax im ize  u se  o f  A lask an  firm s an d  

A lask an  labor.

I f  M A P C O  d o e s  a  fu tu re  m a jo r ex p an s io n , H o u se  B ill 63 is an  e ssen tia l 

e lem en t o f  th a t ex p an sio n . W e  w o u ld  no t do  the  ex p an s io n , p rim arily  to  in c re a se



o ur je t  fuel p roduction , w ith o u t p assag e  o f  HB 63. B ut even  w ith  th e  p a ssag e  o f  

H B  63, cost factors, *he m ark e t fo r p ro d u c t and  o ther factors m ay  lead  o u r board  

o f  d irec to rs  to  n o t m o v e  fo rw ard  w ith  an expansion.

M A P C O  is n o w  in  th e  p re lim in a ry  design  phase  for a  refinery ' ex p an s io n  

and  th is  p h ase  req u ires  very  sp ec ia lized  refinery  eng ineering  serv ices. T h is p h ase  

o f  d esig n  u sually  accoun ts  fo r ab o u t 15 to 18% o f  to tal p ro jec t costs . B u t 

M A P C O  A lask a  in  the  la s t 3 y ears  h as  increased  the num b er o f  p e rm an en t 

en g in eers  on  o u r s ta f f  from  3 to  10, w ith  2 m ore  positions ap p ro v ed  an d  fo r w h ich  

rec ru itin g  is being  done a t th is  tim e. So w e have been develop ing  o u r o w n  in  

house  cap ab ilities  to expand , opera te  and m ain tain  our refinery  fro m  an  

en g in ee rin g  persp ec tiv e . So  fo r a  po ten tia l new  project, the  ex ternal sp ec ia lity  

design  serv ices w ill run  m o re  in  the  10 to  15% range o f  total p ro jec t co sts  in  v iew  

o f  ou r exp an d ed  in  h o u se  capab ilities . M an y  o f  our new  eng ineers are  U n iv e rs ity  

o f  A lask a  g radua tes and  in severa l cases have been p rom oted  from  in te rn  p o s itio n s  

to  p e rm an en t positions.

W hen  and  i f  a final co n trac t is s igned  w ith  an eng ineering , p ro c u re m e n t and 

co n stru c tio n  firm  fo r a  p lan t ex p an sio n , they  w ill be requ ired  to  show  M A P C O  

h o w  th ey  w ill m ax im ize  use  o f  A laskan  con tracto rs, A laskan  labor, A lask an  

eq u ip m en t and  A lask an  su p p lied  m ateria ls. Som e o f  those firm s lis ted  in  the  

an o n y m o u s fax co u ld  p o ten tia lly  be a con tracto r selected  for w ork . J. h a v e  h ere  a 

co p y  o f  th e  language fo r th e  R F P  fo r the  expansion  w e arc considering .

M A P C O ’s co m m itm en t to  A la sk a  is very  clear. M A P C O  has the  rig h t to  app rove  

all su b -co n trac to rs  and  all em p lo y ees  em ployed  by  the  co n trac to r fc r  th e  p o ten tia l 

pro jec t.

A n  ex p an sio n  o f  o u r re fin e ry  w ou ld  n o t involve m odules o r sk id  m o u n ted

s*'rw':T“‘.*ir?Tir '• —: • ' ,.—* * — ' . * 'irr-r ' • -* '
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units m o v ed  in to  p lace . O u r co n stru c tio n  is m ore  like  u sin g  an  e re c to r  se t o r  tin k er 

toy s. T h e  p ro je c t is b u ilt p iece  by  p iece  and  is v e ry  lab o r in ten siv e .

T h e  ea r lie s t o u r p o ten tia l ex p ansion  to  in c rease  je t  fue l p ro d u c tio n  c o u ld  be 

ap p ro v ed  b y  the  M A P C O  B o ard  o f  D irec to rs  is m id  Ju ly  o f  1997. W e w o u ld  them  

c o m p le te  final en g in eerin g , o rd e r m ajo r eq u ipm en t an d  se t the  s tag e  fo r w h a t w ill be  

p rim arily  1998 co n stru c tio n . M A P C O  has an  ob lig a tio n  to  i ts e lf  an d  to  all A lask an s  

to  desig n  an ex p an sio n  th a t can  b e  bu ilt an d  o p e ra ted  at an  e co n o m ica lly  

co m p etitiv e  p rice . M o re  im portan tly , it has  an ob lig a tio n  to  d e s ig n  the  ex p an s io n  so 

it can  b e  bu ilt an d  o p e ra ted  in a  safe  m anner th a t p ro tec ts  the  A la sk an  co n stru c tio n  

em p lo y ees  w h o  w ill bu ild  the p lan t and the  A lask a  p e rm an en t em p lo y ees  w h o  will 

o p e ra te  the  p lan t. S hou ld  w e  ex p an d  o u r p lan t, th e re  w o u ld  b e  12 to  15 n ew  

p e rm an en t jo b s , in c re a se d  sh ipp ing  on the A lask a  R a ilro ad , a b o u t $ 2 .0  m illion  in 

add itio n a l e lec tric ity  p u rc h a se s  from  G V E A  and  ab o u t a $ 1 .0  m illion  annual 

in c rease  in p ro p e rty  tax es  for the F a irb an k s N o rth  S ta r B o ro u g h . T h ese  a re  ju s t  a 

few  o f  the  eco n o m ic  b en efits  to A lask a  i f  w e do  ex p an d  o u r refinery .

In o rd e r fo r M A P C O  to  go  ahead  w ith  ex p an sio n , a lo t o f  th ings h av e  to  fall 

in p lace . F o r o ne , w e  w ill n eed  add itiona l roya lty  oil and  w e  a re  in the  v e ry  

p re lim inary  s tag e s  o f  s ta rtin g  th o se  d iscussions. T he leg is la tu re  and  adm in is tra tio n  

w ill h av e  g rea t lev erag e  o v e r M A P C O  in the  fu tu re  on  th is  p ro je c t i f  w e  do  n o t 

m ove fo rw ard  w ith  o u r com m itm en t to  A lask an  firm s an d  A la sk an  la b o r as 

p rom ised .

A  final co m m en t ab o u t w h a t H o u se  B ill 63 is no t ab o u t. It is n o t a b o u t a 

su b sid y  fo r M A P C O , P E T R O  S T A R  o r T E S O R S O , the  3 in S ta te  re fin e rs . It is no t 

even  a b o u t a  su b sid y  to  the  in ternational ca rrie rs  w ho  w ill d irec tly  b en efit from  this 

leg islation . T h e  ta x  is n o w  co llec ted  by  the re finers  from  the  ca rrie rs  a n d  rem itted  

to the  S ta te . T h e  re fin e rs  w ill n o t k eep  th is tax  w ith  p a ssa g e  o f  H B  6 3 , ju s t  as w e
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do  n o t n o w  k e e p  th e  tax  sav in g s  to  c a rrie rs  on  th o se  fo re ign  fligh ts th a t a re  cu rren tly  

ex em p t fro m  the  tax .

H o u se  B ill 63 is a b o u t A la sk a  b e in g  co m p etitiv e  in the  w o rld  j e t  carg o  

m arke ts. It is  a b o u t g ro w th  an d  jo b s  a t the  A n ch o rag e  an d  F a irb an k s  In te rna tiona l 

a irp o rts . T h e  bill is a b o u t b e in g  co m p etitiv e  w ith  a irp o rts  in lo ca tio n s  such  as 

V an co u v e r, B .C . o r  S ea ttle , W ash in g to n  th a t w o u ld  like  to  lure  a w ay  so m e o f  our 

cu rren t b u s in e ss  an d  ta k e  b u s in e ss  A la sk a  is n o w  seek in g  in the  j e t  c a rg o  a rena. It 

is ab o u t A la sk a  b e in g  co m p etitiv e  w ith  p o ten tia l a ir  ca rg o  tech n ica l s to p s  a t a irp o rts  

in the  R u ss ia n  F a r E a s t o r o th e r localities.

H B  63  is a b o u t m ee tin g  je t  fuel p ro d u c tio n  sh o rt fa lls  in A la sk a  b y  

e n co u rag in g  all A la sk a n  re fin e rs  to  ex p an d  c ap ac ity  fo r j e t  fuel p ro d u c tio n  ra th e r 

than  im p o rtin g  U .S . re fin e d  je t  fuel o r  to  an in c reas in g  ex ten t im p o rtin g  fo reign  

re fin ed  j e t  fue l th ro u g h  th e  F T Z  a t the  P o rt o f  A n ch o rag e . ITB 63 is a b o u t in c reased  

co n s tru c tio n  jo b s  an d  p e rm a n en t jo b s  a t A la sk a ’s in te rn a tio n a l a irp o rts  as w e  

beco m e  th e  d e s ired  s to p  n o t on ly  fo r tech n ica l se rv ices , b u t fo r re p a ck a g in g  o f  

freigh t to  be  sen t o u t to  m u ltip le  lo ca tio n s  and  even  v a lue  ad d ed  ac tiv itie s  th a t could  

take  p la ce  a t o u r  a irp o rts . ITB 63 is a b o u t in c reased  co n stru c tio n  em p lo y m en t and 

p e rm an en t em p lo y m en t fo r  A lask an  w o rk e rs  as  in s ta te  re fin e rie s  ex p an d . T he bill 

is ab o u t in c re a se d  c o rp o ra te  tax  rev en u e  to  the  S ta te  and  in c reased  p ro p e rty  tax  

rev en u es  to  local g o v e rn m en ts . H o u se  Bill 63 is a b o u t h ig h  q u a lity  eco n o m ic  

p ro g ress  fo r A la sk a . T h a n k  yo u  fo r y o u r a tten tion  to  m y co m m en ts . I w o u ld  be 

p le a se d  to  a n sw e r  q u es tio n s .

J e f f  C o o k , V ice  P re s id e n t E x tern a l A ffa irs 

MAPCO ALASKA PETROLEUM Inc.

HSEFIN63.397 4 March 10, 1997



R E S O U R C E  M A N A G E M E N T

MAPI is an equal opportunity employer. It is M API’s policy to support and promote the 
use o f  local Alaskan labor and resources. You are requested to respond with a plan that 
addresses the following:

1. How will you utilize local Alaskan labor for this project?
2. Have you studied the Alaskan labor market for these resources?
3. What is your plan to maximize use o f  these resources while maintaining a

fast track schedule for this project?
4. How do you plan to utilize local Alaskan contractors?
5. How do you plan to utilize equipment available locally?

Your response to these questions will be a part o f  the subjective analysis o f your bid. 

S ub-contractors and  Personnel

MAPI reserves the right o f  approval for all sub-contractors and all employees employed 
by the contractor for this project and contract.

A lternatives

MAPI cannot over-emphasize the importance o f a value added approach by contractors 
and prospective contractors. After you have responded to the specifics o f this RFB, 
please feel free to offer any alternatives or innovations as to the type o f contract, proposed 
schedule, and proposed programs as you deem fit.
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O n beha lf of th e  826 A laska em ployees of FedE x in A laska, w e 

ap p rec ia te  th e  opportun ity  to  ex p re ss  our support for H.B. 63, a  m e asu re  

th a t w e believe will b e  g o o d  for A laska jobs and the  econom y in genera l.

In th is connection , w e  w ould like to sh a re  so m e fac ts ab o u t o u r C om pany.

Mr. C hairm an , a s  you  know, FedEx h a s  a  m ajor econom ic  p re se n c e  

in Ala3ka. In add ition  to  being  am ong the top  20  em ployers, w e  believe 

o th e r  fac to rs a r e  equally  im portant:

•  FedE x’s  an n u a l payroll e x c e e d s  $32 million.

•  F ed E x 's  cu rren t cap ita l investm ent e x c e e d s  $110  million.

•  FedE x’s  p ro jec ted  cap ita l investm ent e x c e e d s  $38 million.

•  FedE x’s  an n u a l v en d o r paym en ts exceed  $35  million.

•  FedE x’s  an n u a l fuel p u rc h a s e s  ex ceed  $49 million.

 1 lu la  uuv i—nrm fra i v ’• <5^3-51 ('£ EEB 24’ 97 15:29 No. 010 P.02



•  F ed E x 's  an n u a l fuel ta x e s  ex ceed  $980,000.

•  FedE x’s  an n u a l landing  fe e s  ex ceed  $1 .5  million.

• F edE x 's an n u a l m isce llan eo u s fees  an d  c h a rg e s  ex c e e d  $1 million.

In addition to th e s e  ra th e r com pelling sta tis tics  w hich w e believe 

s p e a k  for th em se lv es , w e w ould rem ind th e  C om m ittee th a t w e h av e  a  

m ajor air cargo  sorting facility, a  w idebody aircraft m ain ten an ce  h an g a r an d  

a  new  flight training facility (with sim ulator) in A nchorage.

W e h av e  b e e n  observ ing  with g rea t in te rest G overnor Knowles' 

in ternational t r a d e  initiatives w hich a re  designed  to m ak e  A laska a  m ore 

attractive v en u e  for b u s in e s s  activity relying on international air 

transporta tion  se rv ices . A lask a  is strategically situa ted  geographically  and  

it Is critical, in o u r view, th a t th e  S ta te  m ake th e  m ost of th a t situation. W e 

app laud  the  G o v ern o r's  d e s ire  to c rea te  a  pro-international trade



env ironm ent th ro u g h  econom ic  incentive legislation like H.B. 63. W e look 

forw ard to working with th e  G overnor and  S ta te  Legislature to further th is 

goal by develop ing  innovative legislation to en co u rag e  and  c re a te  

eco n o m ic  activity in A laska.

Turning now  to  H.B. 63, w e reitera te  h ere  ou r support for th a t bill. A s 

you m ay  recall, w e o p p o se d  th e  increased  tax  on aviation fuel th a t w a s  

e n a c te d  during th e  p rev ious adm inistration b e c a u se  w e believed such  a  tax  

w ould harm  A laska refineries an d  their em p loyees and  b e c a u se  w e  believe 

th a t th e  an tic ipated  rev en u e  gain w as illusory given th e  alternatives 

availab le  on th e  global fuel m arket.

FedEix is a  m ajor p u rc h a se r  of fuel in A laska an d  w e prefer to  

p u rc h a se  th a t fuel from  A laska refineries so  long a s  it is  com petittveiy 

priced. W t be lieve  th e  en a c tm e n t of H.B. 63 will en ab le  A laska refineries 

to  b e  com petitive for th e  long term .

T herefore, w e u rg e  th e  im m ediate p a s sa g e  of H.B. 63.
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Thank you  for th is  opportunity to p re se n t our views.

/
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ALASKA AIR CARRIERS ASSOCIATION 

Written Testimony of Kim Ross 

on I he
HB 63 Fuel Tax Exemption

before the 
House Finance Committee

March 12,1997

Chairman Hanley and Chairman Therriault, and Members of the Committee, 
my name is Kim Koss and I am the Executive Director of the Alaska Air Carriers 
Association. With me today is Jack Birmingham, a Vice President of Era Aviation 
and also an officer of the AACA. We would like to offer our assistance in 
answering any questions you may have.

Thank you for this opportunity to comment in opposition to HB 63. I speak 
on behalf of 180 domestic air carriers and aviation businesses operating here in 
Alaska. We believe that a Bill that would provide a tax exemption for a few select air 
carriers could be unfair and could encourage misuse and manipulation of the 
Anchorage Foreign Trade Zone, as well as Department of Revenue and 
Department of Transportation funding and accounting mechanisms.

Four times now the DoT has come to domestic carriers with claims of budget 
shortfalls. Each time they have sought higher user fees, such as higher fuel taxes 
and other "revenue enhancements".

We are concerned that HB 63 might have a tremendously adverse impact on 
Alaska's local domestic airline industry, and the passengers and shippers we serve. 
The domestic industry is made up of a wide range of companies, based in Alaska, 
that provide service to our bush communities as well as our larger cities. These are 
the folks that carry passengers, mail, freight, and medevac services-basically 
providing whatever transportation services are necessary to support life in rural 
areas.

If HB 63 goes into effect, the state of Alaska would lose approximately 4-5 
million dollars in current revenues-this year. We would also lose 4-5 million dollars 
next year, 4-5 million dollars the next year, and so on. These revenues are 
earmarked for funding rural airport maintenance and operations costs. This 4-5 
million dollar revenue loss, each year, would amount to a loss of 25% of Alaska's 
annual budget for rural airports M&O. Without this 4-5 million dollars in annual
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aviation fuel tax revenues, the DoT will most certainly look for "alternative" revenue 
sources.

We all understand that Alaska does not have dedicated funding, but 
"earmarking funds" is a reality. And reality and experience teach us that a shortfall 
of 4-5 million dollars a year is likely to result in substantial increases in "user fees", 
such as airport land lease rates and landing fees. One local company estimates its 
portion of the "make up" for the shortfall to be 3300,000 to $400,000 per year in 
additional fees to the state. Increases in costs like these cannot be absorbed by the 
domestic industry-the local companies I mentioned earlier. Local Alaskan 
operators would be forced to try to pass on the increased costs to the flying public 
and shippers-Alaskans who live and work in rural areas.

Our State is facing a monstrous fiscal gap, Every day the newspaper reports 
work being done by spe ..■! commissions and government agencies-involving 
politicians and people from the private sector-whose purpose is to examine 
alternative revenue sources to fill in budget gaps. How would the general public 
respond if they knew the Legislature was considering eliminating an existing tax 
base? In essence, our State would be giving away 4-5 million dollars in revenue-- 
funds that are critical to continued airport operations in rural Alaska.

In an earlier House Transportation Committee hearing, a committee member 
asked whether the $4-5 million would be in addition to the $60 million the 
Legislature must cut from next year's operating budget. Deputy Commissioner 
Parkan stated, on the record, that the $4-5 million would come out of the general 
fund; but then he actually said, there is, "No tie, no link" between fuel tax revenues 
and the DoT's budgets for rural airport maintenance and operations. This is not 
true, but he has continued to say it.

After Mr. Parkan first said it we pointed out that AS 43.40.010(e) states:

"... proceeds of the taxes on aviation fuel shall be paid into a 
special aviation fuel tax account in the state general fund. The 
legislature may appropriate funds from this account for aviation 
facilities."

We also pointed out that the preamble to the 1994 Bill for a 0.70 increase in 
aviation fuel tax states:

"The purpose of this Act is to increase the tax on aviation 
gasoline in an amount substantially comparable to the amount that 
would be derived from the DOT/PF's reimposition of landing fees at 
rural state operated airports, and to leave this increased tax in place 
only so long as the commissioner of transportation and public facilities
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does not, before January 1, 2000, impose landing fees at those
airports at a higher rate than was in effect on January 1,1994."

The clear legislative intent of this Bill was to provide a funding source for 
"budget shortfalls" DoT was claiming for its rural airports maintenance and 
operations budgets. This 1994 fuel tax increase was in lieu of a proposed landing 
fee program, which would have cost approximately 40 cents on the dollar to 
administer.

Mr. Chairmen and Members of the Committee, the "link" between aviation 
fuel taxes and rural airports maintenance and operations budgets is right there in 
black and white-written into our own statutes and legislative history.

Yet there is more: You should find in your packets DcT "Projected Revenue 
Flow" Charts, which were used by the DoT to justify the 1994 tax hike, and which 
further depict the "tie" between aviation fuel taxes and rural airport maintenance and 
operations budgets.

And one more point: Until now, the DoT's own budget submittals showed, as 
a "source of funds" line item, aviation fuel taxes.

If, as Deputy Commissioner Parkan now testifies, there is no tie or linkage 
between aviation fuel taxeu and rural airports maintenance and operations budgets, 
Is he now saying that we were deceived by both the Legislature and the DoT in 
1994? What did you do with our money these past three years? How can we now 
trust any assurances from the DoT or the Legislature that this new' tax giveaway will 
not be made up out of our pockets and the pockets J  our customers?

We are told repeatedly that the purpose of this new tax giveaway is to create 
a "level playing field". Is the playing field truly unlevel? What does it cost to ship 
this foreign fuel to Anchorage from Aruba or Saudi Arabia or Korea? If it costs 
more than !40 per pound -  as it must -  this offsets any 3.20 tax advantage. (Fuel 
weighs 6-7 pounds per gallon.) Jeff Cook repeatedly and steadfastly refuses to 
discuss the costs of the seven tankerloads that have been brought to Anchorage, 
yet he "assures" you Committee Members that it makes sense economically, or 
Mapco wouldn’t do it.

What happens if a refinery in Saudi Arabia develops a new process that 
enables L to refine fuel 50 per gallon cheaper th?.;i Mapco can? How do we again 
re-level the playing field for Mapco? Do we reduce their shipping costs on the 
Alaska Railroad by 50 per gallon? Do we institute a statewide property tax to fund a 
Mapco tax ^ubsidy of 50 per gallon? Perhaps we can find some surplus funds in 
AIEDA with which to fund a 50 per gallon incentive for Mapco. But then what do 
we do for Petro Star's shipping costs from Valdez to Anchorage? Or Tesoro's 
pipeline transmission costs to Anchorage?
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You can see from the Mapco Press Releases we have provided for your 
packets that Mapco is doing all right. I quote directly from the Press Release:

"MAPCO Reports All-Time Record Fourth Quarter and Annual
EPS From Continuing Operations."

Their refineries as well haa a record year, enjoying -year to year 
improvement of almost 80% due* to ... increased sales volumes Jt both the Memphis 
and ALska refineries." "Annual operating profit of 563.9 million was reported for 
1996." The Alaska refinery accounts for over half of this. How can this result from 
an unlevel playing field?

Deputy Commissioner Parkan testifies that fear of competitive measures 
from Vancouver, Seattle, Portland and the Russian Far East makes it necessary for 
Alaska to develop incentives in order to retain and attract international cargo 
carriers. Where is the math to back up this claim? Location, of course, is the main 
driving factor. Eacn mile that a 747 must add to its route to use Vancouver or 
Seattle or Portland costs X in additional fuel burn, plus Y in additional operating 
costs of the airplane, plus Z in displaced cargo at 200 to $1 per pound. Compared 
to these additional costs, a 3.20 per gallon tax giveaway is insignificant.

Again, we offer our assistance to work together, with the Administration, with 
the Legislature, and with other interested parties, to develop solutions that will best 
meet the needs of all concerned, and be fairest to all. Thank you for considering 
our views on this matter.

page 4 of 4



Alaska Department of Revenue
Income and Excise Audit Division

Summary of Bunker Fuel Sales 
Inception through September 30, 1996

(Fiscal year ending September 30)
Fiscal
Year

Gallons
Sold

Refund
Threshold

Refundable
Gallons

Refund
Rate

Refund
Issued

FY 1994 3,264,732 4,100,000 N/A N/A N/A

FY 1995 4,399,116 4,100,000 299,116 0.04 $ 11,965

FY 1996 99,553 4,100,000 N/A N/A N/A

The 1994 legislature enacted legislation (Ch 42 SLA 94) establishing a different tax levy on 
residual (bunker) fuel oil. The legislation provides that for each year ending September 30, 
the tax levied on bunker fuel is 1 ft/gallon after revenue derived from sales of bunker fuel at 
the normal marine fuel tax rate (51/gallon) exceeds $205,000 (4,100,00u gallons). The 
legislation authorizes Department of Revenue to issue a refund to persons who remitted 
marine fuel tax on bunker fuel at the 51/gallon rate; the refund being for the deference 
between 51 and 11 per gallon rate once the $205, OCC threshold is reached.
The above legislation took effect May 13, 1994 and sunsets June 30, 1998.

BUMKER.XLS summary Prepared by Paul E. Dick 1/31/97 2:14 PM



LAWS OF ALASKA 
1994

S ip oww)
Chapter No.

42

AN ACT

Establishing. lot purposes of ihe levy and cn'leccion of the motor fuel tax and foe ■ limited 
penod, ■ different tax levy on residual fuel oil used in and on certain watercraft; and 
pn>vidin| for an effective dale.

BE IT ENACTED BV THE LEGISLATURE O f THE BTA ir O f  ALASKA:

THE ACT FOLLOWS ON FACE i

Affrowd by ikt Cornier May 12. 1994 
Aetial ElfcrtJve Dale: May 13, 1994

AN ACT

Establishing, foe porpovei of the levy and collection of the motor fuel tax and for a limited 

penod. a different tax levy on residual fuel oil used in and on certain watercraft; and 

providing fur an effective dale.

* Section L (a) For purposes o f calculating the tax due under A!> 43.40. notwithstanding 

the rate set out in AS 43.40.010(a)(2) or (bX2), on and after the effective date o f this Act and 

until June 30. 1998. during each year beginning October I and ending the following 

September .30. the me of the tax that is ( I )  levied a rd  collected on residua) fuel oil sold or 

trans.Vrrcd ia the state and used in and on passenger watercraft, or (2) levied and collected 

on residual fuel oil consumed by a user and used in and on passenger watercraft, is one cent 

a gallon after revenue derived from the tax levied under AS 43.40.010(a)(2) and (b)(2) on 

passenger watercraft equals $205,000 during that year.

(b) The Department o f Revenue shall pay as a refund to every person required by 

AS 43.40 to collect and remit the tax on residual fucC otl used in or on passenger watercraft

-I CSIIB 453(FIN>

1 and who hat rein.'itled the motor fuel tax to ihe llxte at the rale set out in AS 43.40.0IO(aX2)

2 or (b)(2), a refun i of the difference between the lax paid to the department and the amouni

3 of the tax required to be paid to the department at the rate set out in (a) of this acction.

4 4c) The Oeparttnent of Revenue may adopt regulations to implement this section.

5 <d) In ittis section.

* JI) "passenger waiercrafl" means watercraft that are capable o f carrying

7 passengers for hire and lhai are principally used for that purpose;

It (2) "residual fuel oil" means the heavy refined hydrocarbon known as number

9 h fuel oil lhai is the residue from c~ le  oil after refined petroleum products have beer

10 extracted by the refining process and lhai may be consumed or used only when sufficient heal

11 is provided lo ihe oil to reduce its viscosity rated by kinetic unit and to give it fluid properties

12 sufficient for pumping and combustion.

1.3 •  Sec. 2. APPLICABILITY. In calculating the tax due under AS 43 40 and sec. I of this

14 Act for the penod beginning on the effective date of this Aci and ending thr following

13 September 30. the Department of Revenue shall take into account amounts received frorr Ihe

I t  levy of the tax set oui in AS 43.40.010(a)(2) and (b)(2) on residual fuel o*l used in passenger

17 watercraft alter September 30. 1993. and before the effective date of this Act. In this aecuon.

18 "passenger watercraft" and "residual fuel oil" have the meanings given in sec. I of this Act

19 •  Sec. 3. This Act takes effect immedisielv under AS 01.10.070(c).

Chapter 42

CSHB 45.3<FIN) -2-
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M E M O R A N D U M

DA I K: December 4 , 1 W

TO; File

FROM j Tamer a Mayer

SUBJRCh  FTZ #160 Foreign .let F i l l

Tlio puipoee o f Oils memorandum is lo do-umcttt the quantify o f farmer produced aviation 
jet Riel processed through FTZ #160 since TJ.S. Custom* octivaiiort o f the fuel storage 
facilities In the Zone.

Date fosse I  _______ Barrels Gallons Originated

10/6-7,95 Neptune 247,829 10,408,818 Arubc

12/15-17/95 Uranus 246.079_____ 10.335.318 Aruba

TOTAL 1995 4 M M  ,

5/19-20/96 Osprey Cape 242,007 10,164,294 Korea

8/3-5/96 Sunshine 84,606 3,553.452 Japan

8/22-23/96 If it im 108,134 4,541,628 Korea

9/6-8/96 UorgOrtfl 239.102 10,042,284 Venezuela

10/10*12 Kenneth T. D eo  _ 101.500 4,263,000 Singapore
TOTAL 1996 11 RAJ hRR CD

ALL TOTALS 1.21M57 53.3^38.794

( 7 )  W \ ( p  o <&■ 3 ^ 5 ^ ^

M od J Q T

^ o c ^ n s i o  

ToUl iVUc r
dA datft\tan iam \flr,w k4 -■ ^—  —  ..

C opy of M em o D td  1 2 /4 /9 6  
In fo rm a tio n  R eq u ested  
by  : D ept, o f R evenue  
Incom e & Excise A -id it D ivison



D E P A R T M E N T  O F  R E V E N U E  
IN C O M E  A N D  E X C IS E  A U D IT  D IV IS IO N  

J E T  F U E L  T A X A T IO N

F e b ru a ry  S, 1996m 1

Audit Control Number:

04-4524-96

Division of Legislative Audit
P .O . B o x  1 1 3 3 0 0 , J u n e a u ,  A la s k a  9 9 8 1 1 - 3 3 0 0

Excerpts Only



l e g i s l a t i v e  b u d g e t  a n d  a u d i t  c o m m i t t e e

D iv is io n  o f  L e g is la t iv e  A u d it

Members o f  the Legislative Budget 

and Audit Committee:

In accordance with the provisions o f Title 24 o f the A laska Statutes, the attached report is 

subm ined for your review.

DEPARTM ENT OF REVEN U E 

INCOME AND EXCISE AUDIT DIVISION 

JET FL E L  TAXATION

February 5. 1996

Audit Control Number 

04 -4524 -96

The objectives o f this audit were to determine if  the Department of Revenue’s approach to 

auditing je t fuel tax returns is reasonable and if  changes to the statutes or regulations are needed 

to assist the department in its tax collection role.

The auuit w as conducted in accordance with generally accepted govertiment auditing stand-jds. 

Field work procedures utilized in the course o f developing the findings and discussion 

presented in this report are discussed in the Objectives, Scope, and Methodology section. Audit 

results can be found in the Report Conclusions section.

P.O. Box 113300 
Jun au. AK 99811-5300 

(9071 465-3830 
FAX t907) 465-2347

February 5. 1996



O BJECTIVES. SCOPE. AND METHODOLOGY

In accordance with Title 24 o f the Alaska Statutes and a special request by the Legislative
Budget and Audit Committee, we conducted an audit of the Department o f Revenue (DOR).
Income and Excise Audit Division; jet tuel taxation program.»

Objectives

The objectives of the audit were as follows.

• To determine if DOR's approach to auditing jet fuel tax returns is reasonable.

• To determine if changes to the statutes or regulations are needed to assist the department 
in its tax collection role.

Scope and Methodology

Our audit examined jet fuel tax procedures existing during the time period from July 1. 1994
through the present. Field work for this audit included the following.

• Interviews with the management and technical staff of DOR and the D epartm ent of 
Transportation and Public Facilities.

• Review of agency materials which document the system for collecting je t fuel lax.

• Review of the Legislative Research A gency's report. Overview of the Aviation Fuel 
Tax.

• Review of DOR’s report. Aviation Jet Fuel Tax Compliance Review.

•  Research of statutes, regulations, court cases, attorney general opinions, and
professional literature.

•  Interviews with public officials at the federal, state, and local levels regarding use o f 
the Foreign Trade Zone located in Anchorage.

• Review of the concerns o f air carriers and refiners as expressed in legislative
committee testimony, written materials, newspapers, and the business press.

•  Interviews with personnel o f the .Anchorage Economic Development C orporation and 
the Fairbanks Industrial Development Corporation.

- I -
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O RG AN1ZAI1QVLA.ND FUNCTION

The Department of Revenue (DOR). Income and Excise A udit D ivision, is responsible for 
the collection of a wide variety o f taxes and fees. The prim ary items are taxes on corporate 
income, motor fuel, fisheries, alcohol, and tobacco. O f the 23.076 tax returns and $334 
million processed in FY 95. only a handful of returns and S7 m illion related to jet fuel.1 The 
majority o f this fuel is enplaned at Anchorage International A irport.

Through a fuel consortium, many o f the airlines operating in .Anchorage purchase fuel “tax 
o f f ’ and place it in bulk storage facilities. These carriers then file m onthly tax returns in 
which they remit the tax due for nenexempt flights.' Returns d irectly  from fuel suppliers and 
from these self-reporting taxpayers are then subject to DOR audit.

The Municipality' of .Anchorage operates a federal Foreign Trade Zone (FTZ) that includes 
the port facilities, fuel tanks at .Anchorage International A irport, and the pipeline that 
connects these locations. Imported je t fuel, that is processed through this zone, is not subject* 
to U.S. Customs' duties nor is the state fuel tax currently being im posed on this fuel. The fudf
consortium used the FTZ for the first time in 1995 and imported 20 m illion gallons o f fuel.

'U nder AS 43.40.01 (XaX3). je t fuel is currently  taxed at 3.2 cents per gallon.
'Foieign flights, as defined by regulation, are exem pt from the je t fuel tax. See d iscussion  at Report Conclusions.
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