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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 AVJET was imported into tfie Port of Amchorage. 37.6

million (22%) qualified as FTZ AVJET. For FY98 DOR assumes 37 million gallons of FTZ AVJET 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 S1.2 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.

hiv
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Issue U2 Marine Motor Fue! Amendment.

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 Effect

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 of FY96 marine fuel tax revenue. Industry provided
information show 12.5 million gallons of bunker fuel were consumed in 1996 for a total tax revenue of
$625,000. By removing the tax on bunker fuel the state this would lose this revenue.

Issue #3 - Repeal the motor fuel tax exemption for fuel that contains an alcohol additive (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 N2 Marine Motor Fuel Amendment (  625,000)

Issue #3 - Repeal the gasohol tax exemption $8.000.000
Net New Revenue S4.575.000



- MOHRIANEEIN FISLAL NUIE 0 Abiput: 20707

on Qat*: Dipt. Affected:  Revenue .
fin*: Aviation FualTix Exemption _BRU: Revenue Operatlons
Componant: Incoma and Exciie Audit

Sponaor: Wapraitntativa Thamauft
3aquaator (Hl TRA COMPONENT SERIAL NO. 113

Expan”turaa/Ravanuas: (Thou»andi of Oottoral
j OPTRATINO EXPENDITURES FY 98 FY 99 FY 00 FY 01 FY 02 FY 03
PERSONAL SERVICES

TRAVEL

CONTRACTUAL

SUPPLIES

EQUIPMENT

IANO <i STRUCTURES

‘GRANTS, CLAIMS

MISCBJ-ANEOUS

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES
CHANGE IN REVENUES ( ) (2.800.0) (2,800.0) (28000) (2.800.01 (2.800.01 12.800)

WHO TOURCE (Thousands of Dollars)
1002 Fadaral Racaipts

'003 GF Match
4 GF 0.0 0.0 0.0 0.0 0.0 0.0

1005 GF/Program Racaipts
1037 GF/Mantal Haalth

Other
TOTAL 0.0 0.0 0.0 0.0 0.0 0.0
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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 ii expanded to inchtie indirect (Le. flights that refuel in
Alaska, stup in snoiher U.S. city and then continue oa to aibragn 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 ofthe 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 nJlion Estimated revenue loss due to import of FTZ fuel, based on 37 million gallons (calendar
year 1996 actuals) is S1.2 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
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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 | 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. | 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, €aCN Yeal, 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

ece 10F4
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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 ' ’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 maintenanceand operations. This is not
true, but he has continued to say it.

After Mr. Parkan first said itwc 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 thestate 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

(e 20FA
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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 840 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?

ee 3cf4
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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. | 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.

pecpd o4
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HOUSE COMMITTEE REPORT

BQe Referredl to Committee: February 27, 1997 FURTHER REFERRALS:

Date of Committee Action:
The FINANCE Committee considered: HB 63
HOUSE BILL NO. 63 AVIATION FUEL TAX EXEMPTION

“An Act extending the motor fuel tax exemption for fuel sold for use in jet propulsion aircraft to fuel used in those
aircraft for flights that continue from a foreign country; and providing for an effective date.”
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aoVop\td vV d
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 {Q [(K)];
and
(2) for fuel exempted under AS 43.40.100(2)(1) [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

(B )
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internal combustion motor; "‘motor fuel'* does not include

386y )

(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) [(D] 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.

() "passenger watercraft'" means watercraft that are
capable of carrying passengers for hire and that are principally
used for that purpose:

(i)  "residual fuel oil” means the heavy refined

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

*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 theoil to reduce itsviscosity rated bv
kinetic unit and to give it fluid properties sufficient forpumping

and combustion;

3.Chapter 42, SLA 1994, is repealed.

4.

ThisAct takes effect July 1, 1997.

3 B )
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AMENDMENT

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;
(©)] iy
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 [1]"
Insert *'(I)"

Page 2, line 17.
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Delete "ffi [(J)]"
Insert "'(J)1

Page 2, line 19:

Delete (K]
Insert "'(K)1

Page 2, line 21:
Delete "{K) [(L)]M
Insert. (LM

Page 2, line 24:
Delete "{LI"
Insert *(M)"

0-LS0262VL.2



OFFERED IN THE HOUSE

TO: Draft CSHB 63(

Page 2, line 24:

Delete "passenger"

Page 2, lines 27 - 29:

Delete all material.

Page 2, line 30:

Delete "{u}"

fC LAXjy w-2-

AMENDMENT d

2/ /3efc  /)/TV/K5

) ("L" Version, Dated 3/11/97)

0-LS0262VL.1
Chenoweth -



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 of

this subparagraph.

(i) residual fuel oil” means the heavy refined
hydrocarbon known as number 6 fuel oil that is the residue from
crude oil after refined petroleum products have been extracted by
the refining process and that may be consumed or used only when
sufficient heat is provided to the oil to reduce its viscosity rated by

kinetic unit and to give it fluid properties sufficient for pumping and

combustion.
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ASSOCIATION

1130 Connecticut Avenue, MW, Suite 300, Weohington DC, 2007  Phone (202J630S7;1 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 1is 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 with90% gasoline (E10) is one
type of fuel oxygenate used to complywith 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:

-- create jobs for Alaskans (B0 direct jobs, in addition to 50-100
indirect jobs for an 8 million gallons/year ethanol plant).

-- save $1.5-%32.25 million/year by decreasing support payments
through employing Alaskans at the ethanol plant (60 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: fTamily of four will receive approximately
$10, 000/year in ATAP benefits and $5, 000/year in food stamps after
7/1/97.]

-- help sustain the Alaskan timber industry by ridding of wood
waste and Jlower value wood which are both environmental and
economical problems to this industry currently.

-— help abate air pollution 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 1in California may be 1in
jJeopardy; 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 1is 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 biomaBs ethanol industry over the next several years, and
allow for completion of a more encompassing Feasibility study.

Piease let me know if 1 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 01 ATAP, they live inan u;ban’™ community arid their total

shelter costs are S700.
Today:

Maximum AFDC benefit * $1025
Meaximum food stanp 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%6 during the months of

July, August, ard September.
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March 27, 1997

The Honorable Tony Knowles
Governor State of 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 of the incentive on the Stale and does
not oppose removal of 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.

One SeakuU Plui, Sudu 400 -Junoau, AK 99801-1270 -Ptm w (907) 680-1912 -Fm (907)588-1030
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Enclosed for your information is some rationale supporting our request.
appreciate your assistance on this matter.

Sincerely,

SEALASKA CORPORATION

Executive Vice President
Resource Management

cc: Representative Bill Williams
Representative Bill Hudson
Sam Kilo

RWL/RPH/jh

KnowlcsEthanol
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March 12, 1997

Jeffrey J. Cook

Vic* President

External Affairs and Administration
MAPCO Aiaeka Petroleum Inc.

1160 H & H Lane

North Pole, Alaska 99705

Dear Jeff:

| 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®©. |
have looked at whether there should be a federal “fix™ to this inequitable
Situation. | 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.

| understand thHt the State Legislature attempted la6t session to repeal
the tax on inbound flights to level the playing field. | 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

I M v B0 &3 13T
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\]U Slur IegISIa‘ture W hile in Session

REPRESENTATIVE Slate Capitol
GENE*.THERRIA.ULT Juneau, Alaska

Mailing Addresg. 99801-1182
119.N. Cushman, Suite 101 (907) 465-4797
Fairbanks, Alaska 99701 Fax: (907) 465-3884

(907) 488-0857

FAX: (907) 488-1271 House District 33

ptouse (Df Representatives

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 Therriaul//™'.

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.



JVIasim Jitatc tslaturc Whil in Session

REPRESENTATIVE Slate Capitol
GENEll.THE;adRIA.ULT Juneau. Alaska

Mallnﬁ A ress: 99801-1 182
119 N. Cushman. Suite 101 (907) 465-4797

Fairbanks, Alaska 99701
(907) -188-0857
FAX: (807) 488-1271 House District 33
JMousc ODf JRcpx*csmi:tattEres

CSHB 63(TRA) 2127197

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.

SPONSOR: Representative Gene Therriault
Sefl.lgnal_,APajysis:

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
fuelis 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.
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231 Arct'C Slope Awonui Suite 200

STEPHEN T. LEWIS
Chairman / 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 Tfuel 1is eligible for the
federal tax shelter, current law has the effect of taxing rcade-in-
Alaska fuel but net foreign fuel. This 1is 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 Subsidiary of Arctic Slope Regional Corporation



Headquarters:
217 2nd Street, Suite 201
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*STATE*
CHAMBER

OF COMMERCE

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

I an here today to speak in i upport of HB 63, because passage of 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 of foreign refined jet fuel came into the Anchorage Airport fueling system
foruse under the FTZ. Because of 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.
| OVi Cir

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

Tax-free foreign jet fuel could be sold in any FTZ in the country. The objective in promoting the

business of fueling international flights at Alaskan international airports is to promote Alaskan

business. Ifit doesn't help Alaska's economy, it shouldn't matter to us where they choose to fuel.
AS5CC.

We urge you to support HB 6™, thereby eliminating the tax burden levied solely on Alaska refiners

on the jet 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 Jet Fuel Sales

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

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

WHEREAS, durin? 1996, ten loads of forei?n refined jet fuel came into Anchorage
Airport fueling system for use under the FTZ; and

WHEREAS, this foreign processed fuel is able to take advantage of the FTZ to the
disadvantage of Alaska based refiners who process Alaska royalty crude, emPon
Alaskans inthe 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;

THEREFORE, BE IT RESOLVED that the Alaska State Chamber of Commerce supports
_Ie(fnslaUpn 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

Pamela LaBolle
President
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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 ux 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

96-053
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TONY N\DN_ES GOVERNOR

3132 CHANNEL DRIV
JUNEAU, ASKA 99801 7898
DEPARTMENT OF TRANSPORTATION TEXT:  (607) 465-3852
AND PUBLIC FACILITIES m 290 986-8365
OFFICE OF THE COMMISSIONER (907) 465-3900

February 24,1997

The Honorable Bill Williams

Chair, House Transportation Committee
State Capitol, Room 424

Juneau AK 99801

Dear Representative Williams:

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

The Issue of tax revenue loss through the Anchorage Foreign Trade Zone (FTZ) arose when
foreign aviation Jet fuel began coming 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 establishment 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 Alaska Jet 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 compensated in benefits to Alaska's economy through
retention of local Jobs and potential for increased business at the international airports. The
proposed legislation will provide equal treatment to all carriers servicing foreign

destir ations.

It is hypothetically possible 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
Jor another domestic location. However, the revenue lost on the Tokyo-Anchorage route would
far exceed any potential gain in fuel tax savings. Moreover, the department is unaware of any
Alaska air carrier that considers this potential a threat to their market share.

The Alaska International Airport system has experienced substantial growth in cargo activity.
The cargo market is very competitive and low yields create slim margins for cargo carrier
operations. While location is a principal factor in determining viability for a cargo refueling
or transfer operation, a favorable tax climate will send a message to all international
destination carriers that Alaska is a commerce friendly state.

Cargo carriers (both domestic and foreign) flying to international destinations currently fund
over 50% of the operating expenses of the Alaska International Airport System. The operating
agreement 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 the passenger carriers
who also fly to rural Alaska. Taxes go into the state general fund and landing fees generated at

FABIH



Representative Willians Page 2 February 24, 1997

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 passes because the legislature
does not use 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 may 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 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 not intend to institute them to recover any lost tax
revenue resulting from the passage of HB 63. Any new landing fees would result 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 maintaining our rural airports exceeds $22 million. The budget for rural
airports Is entirely dependent on the importance given to it by the legislature and the
administration. Aviation is a primary mode of transportation for many Alaskans and
deserves priority funding. We appreciate the Alaska Air Carriers Associatiggys concern and
support for adequate funding at our rural airports. DOT&PFs proposed FY operating budget
addresses increased needs at the certificated airports by transferring funding to them from
highway and facility maintenance 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 ifyou have further questions.

Sincerely,

Deputy Commissioner

cc: Representative Therriault
House Transportation Committee members
Him Ross, Alaska Air Carriers Association



W o— Ir.

From Alesa A Cariars Ta. Mie Titties ke 3197 Tra D4’ Rpld B

Alaska Air Carriers Association
1117 E. 35th, No. 102
Anchorage, Alaska 99502
Telephone: (79077) 277-0071
ax: (907)277-0072

March 11,1997
Via Telecopier
To: Mike Tibbies
House Finance Committee
Fax No. 465-3884
Fr: Kim Ross
Dear Mike,
| am enclosing some materials which | plan to refer to in my testimony this
R\/Ifterrg)oon on HB 63. | would appreciate it if you would distribute copies fo the
embers.

_ 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 "

has filed lication for regulat | and will b truction of Ih t immediatel
Pog\(/)v\{ﬁcgythgtsangroea ) application for reguiatory approval and w egin construction of Ihe project immediately

MAPCO Inc, adtverse ener%eumpgng has arket| act|V|t|es erat|ons In naturalt%as I32U|ds

R mem¥ Jp refall m F gqowmre|@ MO enasar% eralor:
ural gas (1 dna ammonia pipe he company also erates rac ona IOﬂ an StO aCI '[IBS
re

Ineries In Alaska and Tennessee, ma(ﬁets tr)etrole man ot rmerc a ane ork of
convemeace tores and interstate travel centers, markets natura gas ||qU| san |st fourth fargest retail
propane distributor inthe United States

exa oN ur as Division ofTe>ﬁac Inc., arkets ans orts natura}thas throu h Texaco Natural
exacos as Distribution.|.L and |ne |e Ine om an Lectsonecontéaonentof

S
eX|co or?ram which al 0|n resswe ater dP oq (Pro ram, t
construct|ono the Poseldort crude 0|| |ne an eapp at|on ofem rging technoldgies to Improve

reservoir characterization and drilling t n|ques
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
Teagreelvnll workW|th MAPCO's bysiness un|tst %?n tradtng risk mana%ement and suppl strategteg that

R Expand VAPCO' ke pesenc, b dtesical and meratonaly o oo e oS

"Jim bnn s a wealth, of experience to MAPCO and has an outstandm% track record of success and
acco || hment, said Robert Sachse, hte[)Qf()jeratm Officer ' nfident he wil helg us dBvelop a

un|f| compan esu S ate at builds on the strengths ana market positions of our business
units, creatnﬁ)g 9[ ignificant 8% ?/customers and sﬁareho ers P
Most recently Vice President of Koch Hydrocarbons, Teague also served 25years with Dow Chemical.

mAB g RSSXﬁWRﬁt?gﬁ%p%lﬁts é‘fE@ﬂ”‘“ RGOS Lng’éfnmh

erlcas est operators 0 nalurajfﬂas iquids and ammonia pipelines, ecomnan als0 0 erﬁ es
fract|onat nd stora efaC|||t|es refiieries in Alaska an Tenn ssee markets petroléum and other
[n 8an se tProP Petwor of convenience stores and | lH erslate fravel centers, markets natural gas
lquids arc IS the Tolrtn largest retall propane distributor in the United States.

MAPCO Daelaras Quarterly Dividend

Tulsa, Oklahoma, Januahg 29, 1997-MAPCOInc. £ DA/NYSE p as (lecla edaregularﬂuarterl dividend of
15cents per common share, payable on March 7 1997, tosto derso record on Fedruary 24, 1997,

MAPCO |nc adtversee er Ycom#]anx has marketmg activiti sanqoperanons n Na'ural Gas Liquids,
Pro ket ng, R ta roleum and Petroleum R f|n|n% ne of North America's rqesto er Hors ‘of
IJs ard ammonia pipelings, the company ais %perates racétona jon ar}] ac*tttes
re nene |nA a and Tennessee, markets petroléum and other merchandise throu ane ork 0
convenience stores and interstate travel centers and produces and markets natural gas liquids

MAPCO press releases are also available through the Interet: http//waww mapcoinc com.

MAPCO Roports All-Tim* Rooord F%urth (?uarter and Annual EPS From Continuing
perations

Previous 4th Quarter Record Exceeded By More Than 40 Percent

klahoma infs 27,1997-MAPCQInc. éMDA/NYSE ) today repo ted that forh E uarter
gn ecem er g6 income from continuin Jne]attons seta a ~time recor lon, or
3 arepersnare Income from conlinuing operations for the same peno In 199% was 821 on, or83’6ter
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mapco inc. Fiess neieases
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On Se tmger 3.0 1996 MAPCO announced a Four- Porrf]t Financial Plan that included a tock sp
Eercen Ividend increase, a share repurchase program o upto million shares an the

ete arket
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A
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art ofIhe? ron s are repurc ase pr ram_These shares, combined with & prior program, rrngt

hare repurchase total to more than 3 mrI on shares.”
Vi hares outstandin million shares in llion shares | justi
'torethquesptee é’r” S ocﬂOI hltWFo?a hsares 8utgpan ﬁrga en 0 ]%w%re h%rgs |ron oD after adusting

Rob rtG achae Executive Vice. Presderrt andC ief Q era ffrcer said. "Operatin rofrtfo Ihehfourth
g eran or earwas our BF(I ISt0 hesrengr our assefs, and more [
trengthoo gv re respon I these oufsta esuits. Talented people and Well-positi ned

assetsS orovide an xcel?ent base upon w ICP WeW } UU” gW pro licts andpservrces in targete markets."

MAPCO reported record fourth quarter operating profit of $30 3 million, compared with $53 4 million for th
B n. 19% Operatrngqproﬁt o?%Z%élnFrJrllron also a record, was rgported for$i%?§6 compared wﬁh

3157 S milon in 198
The following is a summary of performance by business:

{VlAPCOS atural Ga Li urds husiness, which Js one 8f North errcas rﬂsk operators ofna ral gas
ggbds Ipefines frac cna ron anastor acll re alsT uc nd mar et

qu
eved a fourth guartgroper o re ord 0 ion In o R% 7e #L@?qurlrJ r(h
percent increase. Operatin ort eyear Was ana ~time record of S137.1 million for
compared to $104 2 mllion in

The re ord erformance re ect r8 gethan movements fro(qt the Roc o ntarn area to th
e oc e rt;7 rkets on 0ast an stronagr[pro pane deliverjes rkequ rnt eUtJJPer
rwes tner ators rmgtlctrn the Larter—to-qudrter comparison inclu ermpr ed trading profits in 1996

and S5 9million 0 earlyr rement charoes in

The Rro Grande Pi (oelrne which vvr|| beihe rrra prpelrne to car aP Bﬁ‘ e across the U S/Mexrco border, is in
MAPC

the final stages of construction and is expected to be operatio e.end of Februa ases of work
on the 38 r%? S se ment 8fathe \rne Fto beo erate % sMrd—AmerrcaP line, hhc owns a 45
nt share, Were C0 Decem believes this project s arl important step in

ngr/%?oprng e Tarkets n the Sout west?JrS g?\t Fhefn Viewco,

MAPCOsPr an Marketing business, which, under the name of Thermogas, s the fourth | retretarl
propane mar terein Ihe Unrtger? Sates hag record fe()urtm quarter operatrnggprofrto 1 millio (r’rrsn 19%,

4 of 12
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mapco inc. press /releases

ared to illion i a48 ercentrnr ease, Record operating profit of S44.2 milljon.was
veddn 1898%e orerrnc afrr%puarte mrllr% d ?r gaﬁe orthern]og S rertrl\gerand
detar{ ro (a)rn]ep gpae tio R}g Itoen ﬁf@gmeraﬂng profit, | g the gam on sale 0f assets, was

eratrn tProﬁt reflecte colder than nornl) weatherthr g tThermo[%as market

gree%osr%n avo[laﬁteroé) % (?o onrpﬁ fss]t ra ecaa it es ermitte icient Inveptories to
assure ge(aufaesu J) (a ompettive nces or er 00 a cus er ase ercontr
|ncrease ofits include

'% era ricultural sae? Vol umeﬁ nexten]e crop dry 19%geason as well as
ower expenses due to early Tetirement charges of S3 3million i the Tourth quarter of

On Janu% g6 1997, MAPCO ann nced that it will st en%thenr pro an marketrng pé) ?n in the antral
and Norf ast UnrtedSates th eac ursrtrono }/ The purch

wholesa eﬁ)ro ane mar ern |sr Ion Was I agdition tosever retal ro Ane ac ursrtrons

mace by Ihe Com an hout X andedte ompanysretar prop Ne presence Into new

nigh growtn mark tsr CoIo do, Wrsconsrn an
MAPCOngtarthetrole mb srness wprch under t r}e name of MAPCO Ex ress markets petroleum

ﬁ ducts and other merc roség tvvor convenrence sto es mtethaetraveI centers,
7m ss of SO.7 million In

ourth quarter operating pro rt of nar
F{ggSrterﬁo erating pr %oﬁt Pogrﬁre year rose to an trme reco §§0 3mi ||on compared to SI2'5 million in

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

The r[Jrevri)us annaunced retarl £x0ansion Bfogram whrch il add 30new M CO EX res storesand dsrx

rew tr ec ters rslpro re %t] sche e ea‘T shae asaht %%urre vea estesan

groun een bro travel center, which Isexpecte open fort epe rave season
gbu Iness, which has refin ne and who sale refrned roduct marketrn in

eginning In late spring.
N\APCOS etroleum Refini

A ﬁ an Tennessee uartero eratin ro |to 523 om are mr lion
In the fourth quarter o Qrarte er Im vement excu n re rve rn 8@
g%% Ccontratsettlement wa almost percent. Annual operatrng rot on Was reporte or

ompared withS35 7 milion in 1995

%enr%}]nsq er gg‘gtrgrr{)sr%\(ﬁne% r{gr r%lger gr]‘?nusrtlrrr]n ar’r%r (I)%%s increased sales volumes from both the Alaska and

he fourth guarter arked an(ithe[ enﬁ f record thron%hf& ho MAP Osref eries. The Mem lphrs

re rne s average throughput level for t % ourtn quarter arres per a was 15 oercen

er than the prior yedr, The Alaska refinery's throughpul Tevels for the fourthq ar er proved more than
bp with average throughput of 136,652 bpd tor the quarter.

In summary, Barnes sard "This wasclearl an excrtrn yearfor MAPCO We achieved our pest financial
rt\r}rman eevr a wes momotron e WI ar et Lea?ersr rowmstrategy
6 Ve prey n and r eals erpeatr ear ror %0 mple ke
strate re\hng our goals o reacht milion & opera Ing profitand doubling earnings per

share yI e year 2(C

Portronsqb hrs document hﬂaY constitute ' %rward Iookrng stat%ments as defrnerw federal lax/. Althoygh ihe
comg elieves h atemﬁnté ased on reasonable assumptions, thefe IS no assurance triat
actual ottcomes 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

e T . (D e o e et

Minneapolis, Minn. aIchqe acquisition \W ){)e user? to exp%nd MAPCQ's current \?vh ?esa‘gp r?nane ma[l<etrng
actrvrtres under the trade name (as Supply.

Gas Su nc. mal eted rxrma million gallons of propane to the enrland Northeast United
States fn%% Il also has re 8proJ c¥ slrﬁce)s acongtructron c%mBany, 40,000-harret storage ?acrf de
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FY/94 PROJECTED REVENUE FLOW

f  ESTIMATED REVENUES* :i

Highway Fuels . $457736,545

Aviation Fuelsi.; 11,282,260

M arine Fuels J§ '12,427,042

License Feejs IK ;2i;263,136

Airport Facilities >137142,400
' $93,851,

Municipal Share**

$549,926
4- 3

(**Assumcs a formula incrcasn
from 6091>t0 909¢  J

NeAssumes an 8tf increase in motor fuel tax, m 2« increase
in aviation anti marine fuel tax, a revised airport land
lease rental rate and a steady state in other revenue based
on FY90 revenue. Tax increases were calculated on

\"FY90gallons sold.

AN

Estimated M&O Modal Expenditures
With Dedicated Fund

$93,301,457



Municipal Share

)

$136,684

FY/90 REVENUE FLOW COMPARISON

ESTIMATED REVENUES

Highway ktiels ~"$2%.489,810
Aviation Fuels % $5,072,167

License F'ees-1;;021,263"136

Airport Facilities 1.942.400
f,-% # # ' $62,633,995

m Highways
[J Aviation

y Marine

4“

ip'tsjKi®

Actual M&O E
by Mi
$72,67:

v$32,300 fc
too small to she

Projected M&O EXxj
Dedicated Fun
$62,497
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Alaska Air Corners Association

Written testimony
HB63. Fuel ¥ax Exemption
or
Select International Aviation Jet Fuel Users

before the _
House Transportation Committee

February 17, 1997
Mr. Chairman, members of the Committee, good afternoon.

o Myr 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 _e_dnesda?/'s ho_arln?. 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,

.. Firstof 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 budg?et." | 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 a%Bropnate funds from this account for aviation facilities.” The
?reamble to the 1994 amendment raising the fuel tax 3.2 cents reads as follows;

he purpose of this Act isto increase the tax on aviation gasoline in an amount
substantially comparable to the amount that would De derived from the
Department of Transportation and Public Facilities' reimposition of landing fees
at rural state-o&erate,d airports, and to leave this increased tax in place only so
long as the commissioner of transportation and public facilities does not, betore
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 hill 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 ¥ax Exemption
or
Select International Aviation Jet Fuel Users

before the _
House Transportation Committee

February 17, 1997
Mr. Chairman, members of the Committee, good afternoon.

o Myr name is Kim Ross, representing the Alaska Air Carriers
Association.  Thank you for the opportunity to provide some follow-up
information to question$ that were asked during last Wednesday’s he_arm?. 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,

~ Firstof 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 DOTSs budct;et." | would like to refer the
Committee to AS 43.40.010(e): M. ?roceeds of the taxes on aviation fuel shall
be paid into a special ayiation fuel tax account in the state general fund. The
legislature may aBBropnate funds from this account for aviafion facilities." The
reamble to the 1994 amendment raising the fuel tax 3.2 cents reads as follows:
he 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 hill 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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Testimony of Kim Ross ,
House Transportation Committee
2-17-97 page two

o 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, | 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, Thé 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 theilr facilities” which would generate new
jobs and additional corporate taxes. This "maybe someday" expansion in some
undefined way Is no |ustification for this; tax glveawa>r. Mr. Chairman and
members of the Committee, the refineries don't want a level pla){(lng field, they
simply want a subsidy. The justifications, the glve us don't make any sense,
and for more than a year they have continued fo refuse to answer some pretty
simple questions.

.. Again, | 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.
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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. | 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 | 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-Involving 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.

-1-
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TESTIMONY OF KIMDANIELS ROSS
House Transportation Committee
January 24, 1996

page two

| 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, | believe there are too many unanswered questions associated with HB362
and | 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.



mt'- fi camm

From AfadfcaAr Crr* To: titfct TGN:J Mo: J11/97 Tino 130634 Pago 11.of IS

A A A *

ALASKA AIR CARRIERS ASSOCIATION

1117 E. 35th Avenue, Suite 102
Anchorage. Alaska 90506
(907) 2770071 Fax (907) 2770072

February 28, 1996

Via Telecopier

T e e

ﬁlaglég Htoat%ge of Re Legentatrves
u%eeagaﬁllasti %9%%01182

Ref: HB 362, gt Fuel. 7ax Exemption; Questionable Analyses and
Unanswered Questions.

Gentlemen,

The Alas ﬁéa § ?%arrre 5. Association has contrnurn?‘q1 rHterest in fI)%%slat]ve

consr0|eratron 0 . While we express no opinion 5|me a
tax policies.may.be in itizens' pest rn ere tS, We are P rslators
and” administration officials w v enefit In th rr de erations of

accurate facts, all the facts, and credi eana ySes.

S we understand it Ioropon of HB, 362 a Fe eral Iaw
Frevznts the state from collect er allon t g

n 1Mpo e
RN et ;%%Sr i erttva%agﬁrﬁterr'thg Al

Su stantray Ri ce. domestically re mec? ter atrona
Arrportmfa et a The best agtfo solve this ﬂblem IS to exempt from the
tax both foreign and omestrcret | for continuing tlights

We belbeve that aII three argthments ar ase uestron bIe
assum tr ns. On thﬁ ar ument, w attac e that

H] g% case { at as a |at|on tﬁf‘ ci{n %ontrp , orer

N0 reem ea law —that Alaska

awt 'tl tot | tron pﬁrr ed or domestic,. w et er rou
for ts ori rnatrng rn untrres a

on nurn rou nchora %e OWer S originatin
ncﬁora e an %ounq h% Oq er U.S, ol'estrnatrons or HPghts orr%rnatrn
Anchorage and bound for foreign destrnatrons

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.

1

i.iir.-u \<aj;iii
1Aw44. AA

»my,
Vovc.n

mB-il

V/r ™ Vs

Wit
(#40.0¢/>
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The Honorable Mark Hanley
The Honorable Gene Therriault
February 28. 1

page 2

Even ssumr reemption would take ce IS it a realistic ossrbrlr
tﬂdpsu% iN taEe over the An ora e marpe
|s IcS requireme

aso won er W at roFe an a t to avor
r¥ have xep gae re ent foreign
n er any urther foreig ue ockings are ¢ rent

umrn em tr%n and assumrn rthe a realrstrc otentral for
%t ere a better solution to%fv melr(tem

Ay

that forel eI WO ?H“t
wondaer et ertg realitles of high 'seas economic

E i
he(ﬂﬁed an 8 if not why not’

arlﬁet a eover,

rs oun in the FJ% n]
ure t e must e ZS me %rmp erwa to hrs perc Ived fu
%rage/l onger ITt Lh egrs afure, the
rce an %yors o rce ave examrned t option$ |nv vrng
management and peration,

the development

Pagr*',20f 13

you have any questions or

Please acce§t these com ents n the stt of our attempts to assist in

comments, please do r?c?tutqesrtate fo Cp (ﬁlllcy

Sincerely,

Kimberly S, Daniels Ross
Executive Director

cc; House Finance Committee .
ouse. Transpo tatr n Com tt
ommrssron er Ins, PF

CyA Boay grof Directors
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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

Alas%/t ales 1[3%1 %nAerr%TrlreEuel

The Alaska Department of Revenue has stated ItS opinion that federal

iS serious| mrsta en. an ardarr% iada, n
S. 1(1986) com els a di erent conc usron

! grﬁ%@piancﬁ \S[taé %GF éa%( 8P OI't ue transgorteé%);n\:qcl)au%

riginaing in foreign. countries and continujn
ﬁ g P%ts or|% atrn Anchora e andé

Congress ma em

Constitytion, Art | Preemption wil e |n erred,
unless there Is clear evrdence of Congress ntent for that result:

F\l\r/1]g have con3|stentl hasrzed that the frrst]a]
furc arr(retsegtam Ignélerg g}g ae emption anaIysrs IS whet

} ce state a\g la ere
ongressiona statute oes nop €x ressl eclare t a(tos] t:et

aw nd state law EYGSCI‘I e, We have

aw S 10 reempted, and wher there IS N0 actua
W%Q AT s

etween t ederg
required that ther F ence 0f a con
pre-empt the SPECITIC Tield covered by the s

Wardair Canada, 477 U.S. at 6 (emphasis added).

ate law.

arrC nada upheld a Florida stafe 5% sales tax an ayia
used |nv¥ a}ore(rj (Pestlnaa ; 8 i Y h

tS (0 onstitufiona

oreigh. Commer roynds.
on resg id not |mp$|edly ?or?)ld uch taxes,

permitted and invited suchtaxes.

tions, |n the fa T} ofa

First, the Court Jooked to the, relevant. fede{al statutes, As
renensive, scheme for |mposm e eral excise. t
(§rg gjn 1a95 transportation anjgo ﬁtl |t|n certaln st te taxes

ngress'
mestic ang n?
on I€SsS provige

taxe on the sa
SUSC. S15L3b)

3, by Statute, that
900 5’0 servrcgs
he Court state

8 e i

e
esaeo

8
doarﬁeé‘trcasw Hetrh ?tr §¥>Veesf e tttt/ v ﬁoF avtaett her “seordr?t?"rﬁedh?s
; S e
Hésda Ao r}féoh néka%tars theOéJSntro‘frﬁné’ﬁ%h”for%Suttnﬁﬁ'r%%%es
%Rre Pt state tax Iaws under Congress power To
re%u late_commerce |t ore n natrons and amonﬂotle seyeral sfates .

ressional Intent to

upreme Court he
ut rather. Congress express
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H only is there no indication thaﬁ Cong Fssbwrshed to

ude “state sales taxation of arrrne e

aontrary, e Act exgress ermits States to’ impose such

taxes.... [\NJhatL }1] how. fsrs that, to the egree that

congress considere Wer 0 the States to tax air travel,
vr% ermitted the States to exercise

ex resﬁa}lan UI’]GC%IIVOJ}

at’ aut ther rather ﬂh ro rb stat
e ulation |n he area, Congress invited 1t. This i nott e stu
of pre-emption.

AT7 U.S. at 7 (emphasis added).
Second the Court examined,

1) the Chrcag% Convention on Intern tio aI Cwil Avratron
o whrc the nrted tates and 15 her nations
artres a Resolution . pte e Internatrona[ Crv

|at|o rganization ICA an org than

ater ements Into ’ whic t rted tates hs
en ere various foreign  countries dealing  wit
|nternat|onal avratron

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

[\Nl at these documents shovrr]rs while h a pears 1o bhe aﬂ
ternational aspirafion on the one 0 elimin te a
rm e Iments to forel n air travel - includi ng taxation of fuel -
e ¥v as |t esen ¥ tan S ac uresc s in taxation of the
sale or that fu y political subdivisions o countrres

477 U.S. at 10.

E he United States h1as since the time that the éChrcagZO&
nventron came Into force, hecome aI rPartg to more than

bilateral aviation agreements, and one of these
reements has t equ teg States aggged to deny the States

the power asserte |onda In this Case
477 U.S. at 11. The Wardair Court concluded,
What all thrs makes abundansy clear is, that the Feder]al

overnmer}1 has not re silent wrth regard fo t
uestion ether States nt‘b have the owe to impo
taxes on avratr n fue

ore n carrre |n |nternatﬁ)na
trave |t wou dtUI‘ e OT ommer e lause anal SIS
SI e down to a ¥ ItW %re t e Federa overnrnent
In SUC

éh ?theapede?aflg%vernment has e@tearf trt)ofcr)ﬁ\o\%/rse the polrcy

477 at 12, See also, . [tel Contar s International Corporation v. Joe
ddtesﬁo ommissioner of Revenue 0 %rennessee 507 Ug I%0?1893).
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In conclusion, Alaska is free to tax aviation fuel as it may wish in the
circumstances.

The Alaska Air Carriers Association

page 4 of 4



LEGAL SERVICES

DIVISION OF LEGAL AND RESEARCH SERVICES
LEGISLATIVE AFFAIRS AGENCY

£9OD 465-3867 or 465-2450 ’ STATE OF ALASKA .
AX §907) 465-2029 130 Seward Street. Suite 409
Mail Stop”3101 Juneau. Alaska 99801-2106
MEMORANDUM February 15, 1997
SUBJECT: House Bill 63, expanding an exemption from the state motor fuel tax

for sales ofjet 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 of 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 jet 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 ofa 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 of the sale of fuel by
political subdivisions of countries, the Court found that the Congress had not determined to
occupy the field of international aviation thereby precluding any state regulation, and that
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Congress had expressly permitted states to exercise authority to impose taxes on aspects of
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 of 1930 barred levy and collection of 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 of the import tax so that he
might meet foreign competition in the sale of fuel as ships' stores. In
furtherance of that end Congress provided for the segregation of 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 of 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 of its purpose, is tantamount to a
declaration that in order to accomplish constitutionally permissible ends, the
imported merchandise shall not become a part ofthe common mass of 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 of the present
case, states only what is implicit in the congressional regulation of commerce
presently involved. The state tax in the circumstances must fail as an
infringement of the congressional regulation of the ¢ -.timerce.

McGoldrick. 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 of
goods held in a foreign trade zone.

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
of the "preemption doctrine.”
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Any state law is potentially subject to preemption by ft-feral law under any or all of 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 of
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
of preempting state regulation. When that happens, courts may find that state lawmaking in
the same subject matter area is outlawed by implication. In cases of 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 of Congressional objectives. Conflict preemption requires that a court determine
whether the application of the state law would conflict with one or more purposes of 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 of 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 of federal regulation ... so pervasive as to make reasonable the
inference that Congress left no room for the states to supplement it," because
‘the Act of Congress may touch a field in which the federal interest is so
dominant that the fede al system will be assumed to preclude enforcement of
state laws on the same subject,’ or because 'the object sought to be obtained
by the federal law and the character of 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.”
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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 of the
field is pervasive, whether the state and federal regulations conflict, or whether the state
regulatory effort frustrates Congressional objectives. In the development of the case law
decisions during the intervening four decades since Pennsylvania v. Nelson, the courts have
genetally 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 of the federal

effort.

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

To promote foreign commerce in the United States, Congress has provided by law for several
classes of facilities that are exempt from payment of federal customs. The most common of
these facilities are customs-bonded warehouses and foreign trade zones. Customs-bonded
warehouses and foreign trade zones significantly benefit from the alleviation or deferral of
federal customs duties. Another substantial benefit to the activities associated with them is
the exemption of the imported goods from the taxing authority of 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 of 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 of 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 of 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
of bonded warehouses that were identified by the Court in McGoldrick. The purpose of 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
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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. Grant 908 F.2d 918 (11th Cir. 1990), the
appellate court wrestled with the pre-emption issue as it might apply to the state's exercise
of 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 tta 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 of 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."" Hillsborough 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 of 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 of 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 of our ports as easy as
possible for transshipment. The zones are to operate with few formalities to
encourage the use of our ports. While the exemption from customs duties is
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likely the singlemost attractive feature that so encourages use of the [foreign
trade] zones, it alone cannot ensure the use ofthe 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 of foods in which it has no interest, it
frustrates the goal of 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 of 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 wused for transshipment and without unnecessarily contravening
congressional intent.

3M Health Care. Ltd. v. Grant 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
of 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 of 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
of public health and public safety, a presumption exists that state regulation is NOf
preempted. The willingness of the courts to entertain this presumption with respect to the
exercise of a state's police power apparently does not operate when the question involves a
matter of 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 of the Congress under the Foreign Trade Zones Act.
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I do not mean to overlook the Air Carriers Association's response on the question of 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 of an unambiguous expression or indication in the language of
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 ofthe court's interpretation of the intent
or purpose ofthe law. | 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 of 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
onjet 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 inthe  (
foreign trade zones is seeking to encouiHgeTM Y

For that reason, 1would 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, | don't
find myself in agreement with the Association on its analysis of 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-
commerect

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

JBC:Imb:plm
97-029.Imb



TONY KNOWLES, GOVERNOR
3132 CHANNEL DRIVE
JUNEAU, ALASKA 99.301-7893

DEPARTMENT OF TRANSPORTATION TEXT:  (907M65.3652
AND PUBLIC FACILITIES m E907;586'8365
OFFICE OF THE COMMISSIONER (907)46543900

February 24, 1997

The Honorable Bill Williams

Chair, House Transportation Committee
State Capitol, Room 424

Juneau AK 99801

Dear Representative Williams:

We are providing this letter in response to testimony 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 testimony relating to the Department of
Transportation and Public Facilities (DOT&PF).

The issue of tax revenue loss through the Anchorage Foreign Trade Zone (FTZ) arose when
foreign aviation jet fuel began coming 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 establishment 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 Alaska jet 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 compensated in benefits to Alaska's economy through
retention of local jobs and potential for increased business at the international airports. The
proposed legislation will provide equal treatment to all carriers servicing foreign

destinations.

It is hypothetically possible 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 domestic location. However, the revenue lost on the Tokyo-Anchorage route would
far exceed any potential gain in fuel tax savings. Moreover, the department is unaware of any
Alaska air carrier that considers this potential a threat to their market share.

The Alaska International Airport system has experienced substantial growth in cargo activity.
The cargo market is very competitive and low yields create slim margins for cargo carrier
operations. While location is a principal factor in determining viability for a cargo refueling
or transfer operation, a favorable tax climate will send a message to all international
destination carriers that Alaska is a commerce friendly state.

Cargo carriers (both domestic and foreign) flying to international destinations currently fund
over 50% of the operating expenses of the Alaska International Airport System. 'The operating
agreement 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

ZARAH
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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 passes because the legislature
does not use aviation taxes as a specific funding source for the department’ budget.

NS 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 may 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
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 maintaining our rural airports exceeds $22 million. The budget for rural
airports is entirely dependent on the importance given to it by the legislature and the
administration. Aviation is a primary mode of transportation for many Alaskans and
deserves priority funding. We appreciate the Alaska Air Carriers Association’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 maintenance 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 ifyou have further questions.
Sincerely,

vurt t'arxan
Deputy Commissioner

cc: Representative Therriault
House Transportation Committee members
Kim Ross, Alaska Air Carriers Association



Prepared by Paul Dick

FI1'97 YTD
51,513,099
$m4 361,018

FY 96 Actual
84,368,457
$6,749 477

FY 95 Actual
35,170,934
§2,313,675

Inception

To Date
174,052,491
$13,924,200

BEEE

Alaska Department of Revenue
Income and Excise Audit Division

Gasohol Sales by Month

inception to Date through January 1997

FY 97 Projected
100,000,000
58,000,000

Month
July
August
September
October
November
December
January
February
March
April

May

June
Total

m

m m
FY95

NA
Giuohot
mardale look

effect
January 19%
527,823
8,327,787
7,676,557
5,311,785
4,883,916
5,138,818
3,004,248
35,170,934

Sm . m
FY96
3,414,786
3,383.432
2,874,991
8,148,280
8,768,003
9,328,096
9,365,194
8,680,993
7,899,996
7,801,610
8,493,751
8,028,325
84,368,457

FY97
6,701,594
7,051,390
5,349,829
7,164.632
9,156,400
9,790,515
9,298,739

54,513,099

3697



Testimony to House Finance Committee

On House Bill 63

By Jeff Cook for MAPCO ALASKA PETROLEUM Inc.

March 11-1.2,1997

Chairman Hanley, Chairman Therriault and committee members, my name is
Jeff Cook and | reside at 458 Terrace Drive in Fairbanks, Alaska. | am the vice
president of external affairs and administration for MAPCO ALASKA
PETROLEUM Inc. MAPCO has operated a refinery at North Pole, Alaska, since
1981. | appreciate the opportunity to provide testimony on House Bill 63.

I would like to address what I feel this bill is about and what it is not about.
First of all, this bill is not about an anonymous fax that was sent to each ofyou this
past Thursday, March 6th. | responded to each of you concerning that anonymous
fax on MAPCO letterhead and with my signature. Personally, I do not give a lot of
credence to anonymous documents ofany type.

MAPCO may or may not make a significant addition to our North Pole
Refinery. | can tell you we are currently completing a $13 million gasoline
expansion project, which should be complete by May 15, 1997. You have heard no
complaints about that project, because it involves very extensively Alaskan
contractors and workers. The approach to this current project is similar to the
approach we have used for past construction projects at the refinery and which we
will use for all future projects, whereby we maximize use of Alaskan firms and
Alaskan labor.

IFTMAPCO does a future major expansion, House Bill 63 is an essential

element of that expansion. We would not do the expansion, primarily to increase
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ourjet fuel production, without passage of HB 63. But even with the passage of
HB 63, cost factors, *he market for product and other factors may lead our board
ofdirectors to not move forward with an expansion.

MAPCO is now in the preliminary design phase for a refinery' expansion
and this phase requires very specialized refinery engineering services. This phase
ofdesign usually accounts for about 15 to 18% of total project costs. But
M APCO Alaska in the last 3 years has increased the number of permanent
engineers on our staff from 3 to 10, with 2 more positions approved and for which
recruiting is being done at this time. So we have been developing our own in
house capabilities to expand, operate and maintain our refinery from an
engineering perspective. So for a potential new project, the external speciality
design services will run more in the 10 to 15% range oftotal project costs in view
ofour expanded in house capabilities. Many of our new engineers are University
of Alaska graduates and in several cases have been promoted from intern positions
to permanent positions.

When and if a final contract is signed with an engineering, procurement and
construction firm for a plant expansion, they will be required to show MAPCO
how they will maximize use of Alaskan contractors, Alaskan labor, Alaskan
equipment and Alaskan supplied materials. Some of those firms listed in the
anonymous fax could potentially be a contractor selected for work. Jhave here a
copy ofthe language for the RFP for the expansion we arc considering.
MAPCO’scommitment to Alaska is very clear. MAPCO has the right to approve
all sub-contractors and all employees employed by the contractor fcr the potential

project.
An expansion of our refinery would not involve modules or skid mounted



units moved into place. Our construction is more like using an erector set or tinker
toys. The project is built piece by piece and is very labor intensive.

The earliest our potential expansion to increase jet fuel production could be
approved by the MAPCO Board of Directors is mid July of 1997. We would them
complete final engineering, order major equipment and set the stage for what will be
primarily 1998 construction. MAPCO has an obligation to itselfand to all Alaskans
to design an expansion that can be built and operated at an economically
competitive price. More importantly, it has an obligation to design the expansion so
it can be built and operated in a safe manner that protects the Alaskan construction
employees who will build the plant and the Alaska permanent employees who will
operate the plant. Should we expand our plant, there would be 12 to 15 new
permanentjobs, increased shipping on the Alaska Railroad, about $2.0 million in
additional electricity purchases from GVEA and about a $1.0 million annual
increase in property taxes for the Fairbanks North Star Borough. These are just a
few of the economic benefits to Alaska if we do expand our refinery.

In order for MAPCO to go ahead with expansion, a lot of things have to fall
in place. For one, we will need additional royalty oil and we are in the very
preliminary stages of starting those discussions. The legislature and administration
will have great leverage over MAPCO in the future on this project ifwe do not
move forward with our commitment to Alaskan firms and Alaskan labor as
promised.

A final comment about what House Bill 63 is not about. It is not about a
subsidy for MAPCO, PETRO STAR or TESORSO, the 3 in State refiners. It is not
even about a subsidy to the international carriers who will directly benefit from this
legislation. The tax is now collected by the refiners from the carriers and remitted

to the State. The refiners will not keep this tax with passage of HB 63, just as we

3



do not now keep the tax savings to carriers on those foreign flights that are currently
exempt from the tax.

House Bill 63 is about Alaska being competitive in the world jet cargo
markets. It is about growth and jobs at the Anchorage and Fairbanks International
airports. The bill is about being competitive with airports in locations such as
Vancouver, B.C. or Seattle, Washington that would like to lure away some of our
current business and take business Alaska is now seeking in the jet cargo arena. It
is about Alaska being competitive with potential air cargo technical stops at airports
in the Russian Far East or other localities.

HB 63 is about meeting jet fuel production short falls in Alaska by
encouraging all Alaskan refiners to expand capacity forjet fuel production rather
than importing U.S. refined jet fuel or to an increasing extent importing foreign
refined jet fuel through the FTZ at the Port of Anchorage. ITB 63 is about increased
construction jobs and permanentjobs at Alaska’s international airports as we
become the desired stop not only for technical services, but for repackaging of
freight to be sent out to multiple locations and even value added activities that could
take place at our airports. ITB 63 is about increased construction employment and
permanent employment for Alaskan workers as in state refineries expand. The bill
is about increased corporate tax revenue to the State and increased property tax
revenues to local governments. House Bill 63 is about high quality economic
progress for Alaska. Thank you for your attention to my comments. | would be

pleased to answer questions.

Jeff Cook, Vice President External Affairs

MAPCO ALASKA PETROLEUM Inc.

HSEFING3.397 4 March 10, 1997



RESOURCE MANAGEMENT

MAPI is an equal opportunity employer. It is MAPI’s policy to support and promote the
use of 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 ofthese 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 of the subjective analysis of your bid.

Sub-contractors and Personnel

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

Alternatives

MAPI cannot over-emphasize the importance of a value added approach by contractors
and prospective contractors. After you have responded to the specifics of this RFB,
please feel free to offer any alternatives or innovations as to the type of contract, proposed

schedule, and proposed programs as you deem fit.
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March 11,1997
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On behalf of the 826 Alaska employees of FedEx in Alaska, we
appreciate the opportunity to express our support for H.B. 63, a measure
that we believe will be good for Alaska jobs and the economy in general.

In this connection, we would like to share some facts about our Company.

Mr. Chairman, as you know, FedEx has a major economic presence
in Ala3ka. In addition to being among the top 20 employers, we believe

other factors are equally important:

e FedEx’s annual payroll exceeds $32 million.

FedEXx's current capital investment exceeds $110 million.

FedEx’s projected capital investment exceeds $38 million.

FedEx’s annual vendor payments exceed $35 million.

e FedEx’s annual fuel purchases exceed $49 million.



e FedEx's annual fuel taxes exceed $980,000.

e FedEx’s annual landing fees exceed $1.5 million.

e FedEx's annual miscellaneous fees and charges exceed $1 million.

In addition to these rather compelling statistics which we believe
speak for themselves, we would remind the Committee that we have a
major air cargo sorting facility, a widebody aircraft maintenance hangar and

a new flight training facility (with simulator) in Anchorage.

We have been observing with great interest Governor Knowles'
international trade initiatives which are designed to make Alaska a more
attractive venue for business activity relying on international air
transportation services. Alaska is strategically situated geographically and
it Is critical, in our view, that the State make the most of that situation. We

applaud the Governor's desire to create a pro-international trade



environment through economic incentive legislation like H.B. 63. We look
forward to working with the Governor and State Legislature to further this
goal by developing innovative legislation to encourage and create

economic activity in Alaska.

Turning now to H.B. 63, we reiterate here our support for that bill. As
you may recall, we opposed the increased tax on aviation fuel that was
enacted during the previous administration because we believed such a tax
would harm Alaska refineries and their employees and because we believe
that the anticipated revenue gain was illusory given the alternatives

available on the global fuel market.

FedEix is a major purchaser of fuel in Alaska and we prefer to
purchase that fuel from Alaska refineries so long as it is competittveiy

priced. Wt believe the enactment of H.B. 63 will enable Alaska refineries

to be competitive for the long term.

Therefore, we urge the immediate passage of H.B. 63.
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Thank you forthis opportunity to present our views.
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ALASKA AIR CARRIERS ASSOCIATION
Written Testimony of Kim Ross

on lhe _
HB 63 Fuel Tax Exemption

beforethe
House Finance Committee

March 12,1997

Chairman Hanley and Chairman Therriault, and Members of the Committee,
my name is Kim Koss and | 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 Iyou for this opportunity to comment in opposition to HB 63. | 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 Tolks that carry passengers, mail, freight, and medevac services-hasically
providing whatever"transportation services are necessary to support life in rural
areas.

~If HB 63 goes into effect, the state of Alaska would lose a groxlr_nately 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, €ach 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 al understand that Alaska does not have dedicated fundmﬁ, 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 a|rﬁort 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 | 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 rei)qrts
work being done by spe mmcommissions and government agencies-involving
politicians and people from the private sector-whose purloose iS to examine
alternative revenue sources to fill in budget gaps. How would the general public
respond if they knew the Legislature was considerin eh_mmatmﬂ an existing tax
base? In essence, our State would be r%;lvmg 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 olt of the general
fund; but then he actually said, there is, "No tie, no link" between fuel tax revenues
and the DoT's budct;_etS or 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
1[eg_||'§,lature may appropriate funds from this account for aviation
acilities.”

We also pointed out that the preamble to the 1994 BIill 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 facllities
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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 Proyide 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
f%e _protgram, 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 buplct;ets is right there in
black and white-written'into our own statutes and legislative history.

Yet there is more: You should find in [yo_ur ackets 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 paint. 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
19947 What did’you do with our money these past three years? How can we now
trust any assurances from the DoT or the Legis aturﬁ 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 ?Neawa 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,

et he "assures” you Committee Members that it makes sense economically, or

apco wouldnt do it

What happens if a refinery in Saudi Arabia develops a new process that
enables Lto refine fuel 50 per gallon cheaper th?.i Mapco can? How do we again
re-level the plzéymg field for Ma};co? Do we reduce their shipping costs on the
Alaska Railroad by 50 Eer 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 shlgplng 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. | 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, enjoym% -year to year
improvement of almost 80% due* to ... increased sales volumei Jt both the Memci)ms
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 aftract 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, é)lus Y in additional operatmg
costs of the airplane, plus Z in displaced cargo at 200 to $1 per_Pound. Compare
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 Le%ns ature, 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.
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BUMKER.XLS summary

Alaska Department of Revenue
Income and Excise Audit Division

Summary of Bunker Fuel Sales
Inception through September 30, 1996

Fiscal year ending S%pterrber

gsca allons 3)) Refund Refundable  Refund Refund
Year Threshold Gallons Rate 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 ahove legysiation took effect My 13 1994andsunsets Jne J) 1%

Prepared by Paul E. Dick

1/31/97 2:14 PM



LAWS OF ALASKA

1994

. Chapter No.
Sipoww) 42

AN ACT

Establishing. lot purposes of ihe levy and cn'leccion of the motor fuel tax and foe m limited
penod, m different tax levy on residual fuel oil used in and on certain watercraft; and

pn>vidin| for an effective dale.

BE T ENACTED BV THE LEGISLATURE Of THE BTAir Of ALASKA:

THE ACT FOLLOWS ON FACE i

Affrond by ikt Cornier May 12 194
Aetial Bfathe Dae My 13 194

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 |_ (a) For purposes of calculating the tax due under Al> 43.40. notwithstanding
the rate set out in AS 43.40.010(a)(2) or (bX2), on and after the effective date of this Act and
until June 30. 1998. during each year beginning October | and ending the following
September .30. the M€ of the tax that is (1) levied ard 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 of 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

-l CSIIB 453(FIN>

e 2
and who hat rein.'itled the motor fuel tax to ihe lIxte at the rale set out in AS 43.40.010(aX2)
or (b)(2), a refun i of the difference between the lax paid to the department and the amouni
of the tax required to be paid to the department at the rate set out in (a) of this acction.
4c) The Oeparttnent of Revenue may adopt regulations to implement this section.
<d) In ittis section.
JI) "passenger waiercrafl* means watercraft that are capable of carrying

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

(2) "residual fuel oil" means the heavy refined hydrocarbon known as number
h fuel oil lhai is the residue from c~ le oil after refined petroleum products have beer
extracted by the refining process and lhai may be consumed or used only when sufficient heal
is provided lo ihe oil to reduce its viscosity rated by kinetic unit and to give it fluid properties
sufficient for pumping and combustion.

* Sec. 2. APPLICABILITY. Incalculating the tax due under AS 43 40 and sec. | of this
Act for the penod beginning on the effective date of this Aci and ending thr following
September 30. the Department of Revenue shall take into account amounts received frorr 1ne
levy of the tax set oui in AS 43.40.010(a)(2) and (b)(2) on residual fuel o*l used in passenger
watercraft alter September 30. 1993. and before the effective date of this Act. In this aecuon.
"passenger watercraft" and "residual fuel oil" have the meanings given in sec. | of this Act

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

CSHB 45.3<FIN) 2
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MEMORANDUM

December 4,1W
File

Tamera Mayer

FTZ #160 Foreign .let Fill

* p 02

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

Date
10/6-7,95

fossel

Neptune

12/15-17/95 Uranus

5/19-20/96
8/3-5/96

8/22-23/96
9/6-8/96
10/10*12

(7) WX\(p

TOTAL 1995

Osprey Cape
Sunshine

Ifitim

UorgOrtfl
Kenneth T. Deo
TOTAL 1996

Barrels Gallons Originated

247,829 10,408,818 Arubc

246.079___ 10.335.318 Aruba

4AMM

242,007 10,164,294 Korea
84,606 3,553.452 Japan
108,134 4,541,628 Korea
239.102 10,042,284 Venezuela
101.500 4,263,000  Singapore

LruRR

ALL TOTALS 1.21M57 53.3"38.794

o<&m 3 M5 A~ A

Mod

ToUl M

dAdatft\taniam\flr,wk4

JQ T

Noc”™Mnsio

Copy of Memo Dtd 12/4/96
Information Requested

by : Dept, of Revenue

Income & Excise A-idit Divison



DEPARTMENT OF REVENUE
INCOME AND EXCISE AUDIT DIVISION
JET FUEL TAXATION

February, S11996

Audit Control Number:

04-4524-96

Division of Legislative Audit

P.O. Box 113300, Juneau, Alaska 99811-3300
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legislative budget and audit committee

Division of Legislative Audit

P.O. Box 113300
Jun au. AK 99811-5300
(9071 465-3830
FAX t907) 465-2347
February 5. 1996

Members of the Legislative Budget
and Audit Committee:

In accordance with the provisions of Title 24 of the Alaska Statutes, the attached report is
submined for your review.

DEPARTMENT OF REVENUE
INCOME AND EXCISE AUDIT DIVISION
JET FLEL TAXATION

February 5. 1996

Audit Control Number
04-4524-96

The objectives of this audit were to determine if the Department of Revenue’s approach to
auditing jet 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 was conducted in accordance with generally accepted govertiment auditing stand-jds.
Field work procedures utilized in the course of 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.



O BJECTIVES. SCOPE. AND METHODOLOGY

In accordance with Title 24 of the Alaska Statutes and a special request by the Legislative
Budget and Audit Committee, we conducted an audit of the Department of 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 Department of
Transportation and Public Facilities.

« Review of agency materials which document the system for collecting jet fuel lax.

 Review of the Legislative Research Agency'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 of
the Foreign Trade Zone located in Anchorage.

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

* Interviews with personnel of the .Anchorage Economic Development Corporation and
the Fairbanks Industrial Development Corporation.
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O RGAN1ZAI1QVLA.ND FUNCTION

The Department of Revenue (DOR). Income and Excise Audit Division, is responsible for
the collection of a wide variety of taxes and fees. The primary items are taxes on corporate
income, motor fuel, fisheries, alcohol, and tobacco. Of the 23.076 tax returns and $334
million processed in FY 95. only a handful of returns and S7 million related to jet fuel.1The
majority of this fuel is enplaned at Anchorage International Airport.

Through a fuel consortium, many of the airlines operating in .Anchorage purchase fuel “tax
off’ and place it in bulk storage facilities. These carriers then file monthly tax returns in
which they remit the tax due for nenexempt flights." Returns directly 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 Airport, and the pipeline that
connects these locations. Imported jet fuel, that is processed through this zone, is not subject*
to U.S. Customs' duties nor is the state fuel tax currently being imposed on this fuel. The fudf
consortium used the FTZ for the first time in 1995 and imported 20 million gallons of fuel.

'Under AS 43.40.01 (XaX3). jet fuel is currently taxed at 3.2 cents per gallon.
'Foieign flights, as defined by regulation, are exempt from the jet fuel tax. See discussion at Report Conclusions.
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