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"An Act relating; to the oil and gas p r o p e r t i e s  p r o d u c t i o n
tax; and providing for an effective date. ’

C O M M I T T E E  R E P O R T

3/26/75 H O U S E

Mr. Speaker:
The Committee on RESOURCES has hadunder c o n s i d e r a t i o n .  A Ma j o r i t y  of  the members of  the Committee
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T h e  H o n o r a b le  N e l s  A n d e r s o n  C h a i r m a nH o u s e  R e s o u r c e s  C o m m itte e  A l a s k a  S t a t e  L e g i s l a t u r e  S t a t e  C a p i t o l  J u n e a u , A l a s k a  99811
D e a r  M r .  A n d e r s o n :

r e  H o u s e  n i l l  N o .  346
H o u s e  B i l l  N o .  346, a n  A c t  r e l a t i n g  to th e  o i l  a n d  g a s  p r o p e r t i e s  p r o d u c t i o n  t a x  w a s  i n t r o d u c e d  i n  th e  H o u s e  o n  A p r i l  2 6 ,  1975 a n d  w a s  r e f e r r e d  to th e  H o u s e  R e s o u r c e s  a n a  f i n a n c e  C o m m i t t e e s .
F o r  th e  c o n s i d e r a t i o n  o f  th e  H o u s e  R e s o u r c e s  C o m m i t t e e , I am e n c l o s i n g  a  c o p y  o f  a m e m o r a n d u m  d a t e d  A p r i l  ? 1975 fro mO . K .  G i l b r e t h ,  J r .  , D i r e c t o r ,  O i l  a n d  G a s  D i v i s i o n ,  D e p a r t m e n t  o f  N a t u r a l  R e s o u r c e s , A n c h o r a g e , A l a s k a  c o n c e r n i n g  e f f e c t  on T r e a s u r y , a d m i n i s t r a t i v e  p r o b l e m s  a n d  i n d i c a t i n g  th a t  t h e r e  w o u ld  b e  no a d d i t i o n a l  c o s t s  o f  a d m i n i s t r a t i o n .V e r y  t r u l y  y o u r s ,
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V I

State of Alaska
S I l W i l l ll'l. -  ■

D E P A R T M E N T  O F  N A T U R A L  R E S O U R C E S  D I V I S I O N  O F  O I L  A N D  G A S
TO: DATE:

A p r i l  24, 1975R. D. S t e v e n s o n  
S p e c i a l  A s s i s t a n t  
D e p t . of R e v e n u e

F ILE  NO:

FELEPH O N E NO:

F flO M :
0. K, Gil br et h,  Jr 
D i r e c t o r

SU B JEC T :
H B  #346

W e  h a v e  e x a m i n e d  the s u b j e c t  b i l l  and ha v e d i s c u s s e d  in d e t a i l  
s o m e  o f  the r a m i f i c a t i o n s  of the b i l l  w i t h  Mr. J o h n  M e s s e n g e r ,
T o m  W i l l i a m s  a n d  W i l l  C o n d o n  of t he A t t o r n e y  G e n e r a l ' s  office.
W e  p o i n t e d  o u t  to t h e s e  a t t o r n e y s  t h a t  the p r o p o s e d  b i l l  p r o v i d e s  
t h a t  the tax w i l l  b e  l e v i e d  o n  "the gross v a l u e  at the p o i n t  of p r o­
d u c t i o n  of the gas and l i q u i d s  p r o d u c e d  e a c h  m o n t h " . The p r e s e n t  
t a x  is l e v i e d  on o il and gas sol d d u r i n g  the m o n t h  and this v o l u m e  
is c o n s i d e r a b l y  d i f f e r e n t  f r o m  the v o l u m e  p r o d u c e d  e a c h  month.
T h e  oi l  and gas c o n s e r v a t i o n  r e g u l a t i o n s  r e q u i r e  r e p o r t i n g  of the 
v o l u m e  pr o du c e d .  A l l  p r o d u c t i o n  m a y  n ot b e  s o l d  a nd some m a y  
be r e t a i n e d  in s t o r a g e  at the end of the mo nth. W h e n  a sal e is 
m a d e  the q u a l i t y  of the o i l  and gas is d e t e r m i n e d  a nd run t i c k et s  
a r e  p r e p a r e d  e nd v a l u e s  p a i d  on the ba si s of the q u a l i t y  of the 
o i l  sold. If the p r o p o s e d  c h a ng e in the l aw c o u l d  be i n t e r p r e t e d  
to be l e v i e d  o n  oil p r o d u c e d  there is no w a y  to d e t e r m i n e  the v al ue  
of the o i l  pro du ce d . T h e  at to r ne ys , ho wever, h a v e  a d v i s e d  m e  that 
f o r  p u r p o s e s  of this p a r t i c u l a r  law, "the g r os s v a l u e  at the p o i n t  
of p r o d u c t i o n "  is in r e a l i t y  the p o i n t  of sale and e v e n  t h o u g h  the 
l a w  says oi l p r o d u c e d  it r e a l l y  m e a n s  oil sold. A l l  t hree at t or n e y s  
h a v e  a d v i s e d  that this is the case and s u c h  b e i n g  the cas e I see no 
o b j e c t i o n s  to it. I s h o u l d  p o i n t  out, how ev er , t ha t c o m m o n  u s a g e  in oil 
f i e l d  t e r m i n o l o g y  t h r o u g h o u t  the r e m a i n d e r  of the U n i t e d  S t at es  
p r o v i d e s  th at  o il a n d  gas p r o d u c e d  m e a n s  jus t tha t a n d  oil and gas 
s o l d  m e a n s  that. O u r  law, I think, w i l l  be c o n f u s i n g  if the p r o p o s e d  
w o r d i n g  is adopted.

As y o u  know, the tax is l e v i e d  on the b a s i s  of i n d i v i d u a l  w e l l s  and 
th e a m o u n t  of oil sold. O n l y  on the oil s o l d  c a n  w e  d e t e r m i n e  the 
q u a l it y.  I h a v e  t a l k e d  w i t h  J o h n  M e s s e n g e r  and s u g g e s t e d  th a t the law 
be c h a n g e d  to p e r m i t  the v a l u e  to b e  d e t e r m i n e d  o n  a lease ba si s and 
a l o t t e d  b a c k  to the i n d i v i d u a l  w e l l s  b a s e d  on r o u t i n e  w e l l  t e s t s .
T h i s  as a p r a c t i c a l  m a t t e r ,  is b e i n g  do ne  now, b e c a u s e  there is no 
w a y  to a u d i t  p r o d u c t i o n  r e c o r d s  a n d  p r o d u c t i o n  v a l u e s  a c c o r d i n g  to 
the p r e s e n t  law. If the p r o p o s a l  w e r e  c h a n g e d  to p e r m i t  d e t e r m i n i n g  
v a l u e  o n  the b a s i s  of the lease runs th en  w e  w o u l d  h a v e  a law that 
p r o v i d e s  a l egal m e a n s  for au diting. J o h n  M e s s e n g e r  a d v i s e d  m e  th at  
this c o u l d  be do n e and he w o u l d  so r e c o m m e n d  it to R e p r e s e n t a t i v e  
Cowper. I c e r t a i n l y  r e c o m m e n d  the c h an ge  in o r d e r  to c o m p l y  w i t h  
t he law.

F r o m  i jtandpoint of f i s c a l  e f f e c t s  of the bill, m o s t  o il b e i n g
s o l d  ne st at e at the p r e s e n t  time has a v a l u e  su c h t h a t  the
cent: - b a r r e l  t ax ap plies. H e n c e  HB #346 w o u l d  h a v e  no e f f e c t
o n  i ie of the s t a t e  s i n c e  the cents p e r  b a r r e l  l aw is e f f e c t i v e . .
Howe , s h o u l d  c r u d e  o i l  p r i c e s  i n c r e a s e  and the D e p a r t m e n t  of L a b o r
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cost index increase at a lower rate to the extent that the tax wo u l d  be 
collected on percent of value, then there would be an increase in w e l lhead 
value of approximately 5 cents per barrel on each barrel of oil 
produced in the Cook Inlet area. As a maximum on one hundred ninety 
thousand barrels per day of production, this would amount to 
additional taxes of one hundred ninety two thousand dollars per year.T h u s  t h i s  l a w  c o u l d  h a v e  a  f i s c a l  e f f e c t  o f  i n c r e a s i n g  t a x  r e c e i p t s  a n y w h e r e  f r o m  z e r o  t o  o n e  h u n d r e d  n i n e t y  t w o  t h o u s a n d  d o l l a r s  p e r  y e a r  d e p e n d i n g  o n  t h e  m e t h o d  o f  c a l c u l a t i n g  t h e  t a x e s .
I see no additional administrative costs associated with changing 
the law as the additional auditing burden would be minimal.

c c :  G u y  R .  M a r t i n ,  C o m m i s s i o n e r
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Bristol
rporation 445 E. 5TH S T R E E T  / A N C H O R A G E  / ALASKA  99501 / PH. (907) 277-9511

A p r i l  9, 1976

T h e  H o n o r a b l e  N e l s  A. A n d e r s o n ,  Jr., C h a i r m a n  

H o u s e  R e s o u r c e  C o m m i t t e e  

P o u c h  "V"

J u n e a u ,  A K  99801

D e a r  Mr. A n d e r s o n :

I r e s p e c t f u l l y  r e q u e s t  t h i s  l e t t e r  be  m a d e  part  of the r e c o r d  w h e n  

y o u r  c o m m i t t e e  h o l d s  h e a r i n g s  o n  HB  346  n e x t  week.

In  t h e  p a s t  B r i s t o l  B a y  N a t i v e  C o r p o r a t i o n  r e p r e s e n t a t i v e s  ha v e  

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

that w e  w i l l  b e  a p r o d u c i n g  oil  c o m p a n y  o n c e  c o m m e r c i a l  p r o d u c t i o n  

is e s t a b l i s h e d  on  o u r  lands.

T h e  a m e n d m e n t s  in H B  3 4 6  a r e  p e n a l t i e s  to the p r o d u c e r  w h o  h i s t o r i c a l l y  

h a s  u s e d  o i l  or g ns  on the le as e or p r o p e r t y  to c l e a n  and t re at  The oil 

or  g as to p i p e l i n e  q u a l i t y  and sh i p m e n t .  T h i s  is a p r o v i s i o n  i n  b o t h  

S t a t e  a n d  F e d e r a l  l e a s e  forms, h o w e v e r  ta xi n g  that p o r t i o n  of the 

r o y a l t y  o i l  or ga s is n o t  a p art of the l e a s e  forms. T h e r e  are nw . 

v a r i a b l e s  a n d  it is d i f f i c u l t  to d e t e r m i n e  the a m o u n t  of r e v e n u e  t'/is 

m i g h t  p r o d u c e ,  a l t h o u g h  it w o u l d  be min or . R e g a r d 1 o ss, th i s  b i l l  w ou ld  

r e q u i r e  a d d i t i o n a l  m e t e r i n g ,  rec or ds , a c c o u n t i n g  a n d  r e p o r t i n g  w h i c h  is 

p u n i t i v e  a n d  w o u l d  be  c o s t l y  to our C o r p o r a t i o n ,  T h e r e f o r e  B B N C  is 

o p p o s e d  to the p r o v i s i o n s  of the e n t i r e  bill.

Very truly yours,

B R I S T O L  B A Y  N A T I V E  C O R P O R A T I O N

(? •

W.C. B i s h o p  

P e t r o l e u m  C o n s u l t a n t

cc: Directors 
Regions 
A F N
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T h e  H o n o r a b l e  N e l s  A. A n d e r s o n ,  Jr., C h a i r m a n  

H o u s e  R e s o u r c e  C o m m i t t e e  

P o u c h  "V"

J u ne au , A K  99801

D e a r  Mr. A nd e r s o n :

I r e s p e c t f u l l y  r e q u e c t  t his l e t t e r  b e  m a d e  a p a r t  of the r e c o r d  w h e n  

y o u r  c o m m i t t e e  h o l d s  h e a r i n g s  o n  the S e c o n d  SS for H B  803 ne x t  w eek.

B r i s t o l  B a y  N a t i v e  C o r p o r a t i o n  is an A l a s k a  C o r p o r a t i o n  s u b j e c t  to 

n o r m a l  c o r p o r a t e  i n c o m e  taxes, h o w e v e r  this b ill, if p a s se d,  w i l l  

r e q u i r e  s e p e r a t e  a c c o u n t i n g  and w o u l d  a p p e a r  to be  an  a c c o u n t i n g  

d e p a r t m e n t  ni gh t m a r e .

W i t h o u t  a f in al  c o p y  of the bi ll,  B B N C ' s  o b j e c t i o n s  w i l l  be limi te d 

ge n e r a l  s t a t e m e n t s  and n o t  s p e c i f i c  p a r a g r a p h s  as follows:

1) G e n e r a l  a d m i n i s t r a t i v e  co st s sh o u l d  not  b e  tied to a c e n t s  

p e r  barr el .

2) N o  d e d u c t i o n s  p a i d  for s e r v i c e s  u se d  or p r o v i d e d  o u t s i d e  

A l a s k a  c o u l d  a n d  p r o b a b l y  w o u l d  be a n  e x c e p t i o n a l l y  hig h 
b u r d e n  on  o u r  C o r p o r a t i o n .

3) L i m i t i n g  d e d u c t i o n s  o f  e x p l o r a t i o n  c o s t s  I n c u r r e d  in any 

c a l e n d a r  y e a r  to 20% c ou ld  b e  p r o h i b i t i v e  an d c o n t r a r y  to 

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

A) By n ot  a l l o w i n g  e n g i n e e r i n g  o r  d e s i g n  c o s t s  i n c u r r e d  o u t­

si d e  A l a s k a  as a d e d u c t i o n ,  w o u l d  a g a i n  b e  a n  e x c e s s i v e  b u r d e n  

on  o u r  C o r p o r a t i o n .  F o r  e x a m p l e ,  w i t h  e s t a b l i s h e d  p r o d u c t i o n ,

BB N C  w i l l  b u i l d  a n d  o w n  100% of a t o p p i n g  p l a n t  to s u p p l y  fuel 

for our j o i n t  o p e r a t i o n s .  T h e  e n g i n e e r i n g  and  r . J o r  c o n s t r u c t i o n  

w o u l d  be p e r f o r m e d  o u t s i d e  A l as ka .

5) L i m i t i n g  i n t e r e s t  to 9%  per a n n u m  o n  f u nd s u s e d  d u r i n g

c o n s t r u c t i o n  of f a c i l i t i e s  u s e d  and u s e f u l  in the p r o d u c t i o n  of a 

f i e l d  m a y  b e  c a p i t a l i z e d ,  c e r t a i n l y  i g n o r e s  the f i n a n c i a l  facts 

tha t i n t e r e s t s  r a t e s  v a r y  o v e r  a r a t h e r  w i d e  range. It m a y  also  

b e  c o n s i d e r e d  a s  a n  a t t e m p t  to r e g u l a t e  s i m i l a r  to u t i l i t y  r egu l a t i o n s .

O v e r a l l  this b i l l  w o u l d  p e n a l i z e  ou r C o r p o r a t i o n  b y  r e q u i r i n g  a d d i t i o n a l  

a c c o u n t i n g ,  l i m i t i n g  n o r m a l  d e d u c t i o n s ,  r e d u c e  cur in c o m e  a nd  t hu s l y  i n c r e a s i n g
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o u r  C o r p o r a t e  t a x e s  o v e r  the p r e s e n t  c o r p o r a t e  i n c o m e  taxes. T h e r e f o r e  

B B N C  is o p p o s e d  to th i s  b i l l  i n  its en t i r e t y .  W e  e x p e c t  to be goo d  

c o r p o r a t e  c i t i z e n s  an d p a y  o u r  f air s h a r e  of taxes w i t h o u t  b e i n g  

p e n a l i z e d  as a n  A l a s k a n  c o r p o r a t i o n .

V e r y  t r u l y  y ou r s ,

B R I S T O L  B A Y  N A T I V E  C O R P O R A T I O N

W. C .  B i s h o p  

P e t r o l e u m  C o n s u l t a n t

cc: D i r e c t o r s

R e g i o n s  

A F N
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A R E A S O F  C O N T IN U IN G  CONCERN
Wellhead value litigation was first instituted in March of 
1970. No judgment has been issued and the Petroleum 
Revenue Auditor is still unable to verify or take issue with 
wellhead values used by oil and gas producers to determine 
royalty and tax obligations.

Recently the Deputy Attorney General received permission \ 
from the present Administration to pursue individual 
settlements with as many of the 13 oil producers involved 
as possible.

Because of the extensive time already taken to approach -*'n 
acceptable resolution we support individual settlements as 
long as there is no legal precedent being set to effect 
North Slope production.

There should be a joint effort by the Departments of Law 
and Natural Resources to insure that full guidelines and 
regulations are in force when North Slope production begins.

Legislative efforts are also being proposed to address this 
same problem. There is a current effort to change the poini 
of taxation from a per well basis to the point of transfer 
to a common carrier. This approach would solve problems c/f 
per well production allocation as well as fluctuating 
transportation deductions effecting wellhead value. For 
this reason, we encourage any constructive activity in this 
area.

The Federal Department of the Interior continues to make 
semi-annual payments to the State for 90% of the royalty 
revenue received from oil and gas produced on federal lands 
within Alaska. This revenue continues to be inadequately 
supported and as yet the Petroleum Revenue Auditor has been 
unable to verify the reasonableness of any of the p a y m e n t s .

Only recently has the Petroleum Revenue Auditor established 
a line of communication with United States Geological Survey 
personnel in an effort to independently compute the semi­
annual receivables. As yet, it is too early to determine 
if this effort will be fruitful. For this reason we continue 
to recommend that the State require oil and gas producers to 
file a copy of their federal royalty return along with the 
State production tax return. The oil produced on federally- 
owned land is subject to production tax and the federal royalty 
is a deduction on the State tax return.

STATE  O F  ALASKA D IV IS ION  OF  L E G IS LA T IV E  AUDIT
AGO 513812



3. Analyze calculated taxes and royalty vs. actual receipts.

4. Analyze actual receipts vs. forecast fees."

We encourage further development of the automated system for 

auditing Production Tax and Royalty returns. The automated 
audit, procedures should include cross checking returns to valid 
supporting documents and comparing information reported in tax 
and royalty returns to production information required to b e  sub- 
mi ttied directly to the Division of Oil and Gas by the producers.

5. There is a need for guidelines in determining "wellhead value"
of oil for royalty and tax p u r p o s e s .

On July 3, 1969, a directive was issued b y  the Commissioner of 
the Department of Natural Resources v’hich was intended to define 
the value of State royalty oil.

A  suit was filed against the State and the State filed suit 

in ccnnection with the question of the value of the oil. Since 
the matter was referred to the courts, the Petroleum Revenue 

Auditor has been unable to verify the reasonableness of "wellhead 
value" used by oil and gas producers to determine royalty and tax 
due.

When the definition of wellhead value for royalty and tax 
purposes is legally determined:

A. The State should assess all deficiencies due;
B. Specific guidelines for any deductible items should 

b e  established b y  regulation (if such guidelines are 
not established b y  the court) and added to the oil 
lease form; and

C. Periodic audits of oil company records should b e  con­
ducted to determine that deductions being taken are 
proper.

C
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6 . There is a need for more definitive and complete "per well" 
production figures for off-shore facilities.

Production tax calculations are bas e d  on average daily p r o­
duction for each well. However, it is standard practice in the 
oil industry not to meter the production cf each well at offshore 
facilities. Instead, the production of each well is tested 
periodically to determine what portion of total production of the 
facility is represented b y  that well. Actual daily production of 

the facility for the month is allocated to each well ba s e d  on the 
results of the periodic tests.

There are several of these offshore facilities in the Cook 
Inlet from which more than one well was drilled. A typical 
example is the Trading Bay Unit as illustrated in the b e l o w  
drawing taken from a statistical report issued b y  the Division 
of Oil and Gas.

F I N D IN G S  AND RECOM M ENDATIONS C O N T .

DEPARTMENT OF NATURAL RESOURCES
DIVISION OF O IL  AND GAS

ANCHORAGE, ALASKA
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The Division of Oil and Gas determines whether production 

on a "per well" basis appears reasonable b y  comparing current 
production to past history. In addition to the reasonableness 
test/ periodic well tests conducted b y  oil producers are o c c a­
sionally observed b y  Oil and Gas personnel. The well tests, 
however, are affected b y  many variable factors and average 
daily p e r  well production cannot be certified b y  the Division 
o f Oil and Gas as a result of observation of the tests.

The problem of pinpointing individual well production is 
a technical one. We have not addressed ourselves to this 

problem because of its technical nature. The Division of Oil 
and Gas should b e  encouraged to develop ideas regarding more 

effective observation and auditing tests or changing reporting 
requirements to obtain more definitive "per well" production 
figures.

7. Documents received in support of Production Tax and 
Royalty returns should be improved.

Oil is transported from offshore platforms in the Cook 

Inlet to onshore treating facilities and storage tanks b y  the 
producers. Pipeline companies such as Cook Inlet Pipeline 
Company and Kenai Pipeline Company receive the oil after it 

runs through a custody meter which measures the quantity.
The cr.lv source document that the State receives in support 

o f tax and royalty returns are meter tickets which report the 
amount of oil that passed through the custody meters during 
the month.

The meter tickets are supposed to b e  prepared and witnessed 
b y  a representative of the pipeline company and a representative 

of the oil producer. Employees of the State Division of Oil and 
Gas sign the meter ticket as a third witness when they are p r e­
sent to observe preparation of the ticket.

Out of 400 meter run tickets received in support of 1972 
royalty returns, approximately 70 were printed b y  an automatic 
printing device at the meter station. The printing on about 
half of the above mentioned 70 tickets was illegible and hand 
written over. A l l  other tickets were hand written. Only six 
of the 400 meter tickets were witnessed b y  a State employee.

V
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