
475 HRES TESTIMONIES BEFORE JT. HRES ■ & SRES



P a g e  36

the points. If fact most of them that I had in tended to,

M a d a m  Chairman. Sp e a ki n g of the taxes that are n o w  proposed, 

if we can get b a c k  to that for a minute, c o ns id e r i n g  that 

you r go od  p r e s e n t a t i o n  that y ou've ma de  on the stands that 

A l a s k a  takes in e ve ry  w a y  w i t h  FEA. Pi ct ure the pr oposals 

b e f o r e  us, w o u l d  in yo u r o p i n io n try to take more than 9. 4%  

net income tax that's been on the books since bef or e  you 

s t a r t e d  doing b usin es s here. • W o u l d  you care to single them 

out for us? I didn't know that there was any that h a d  in te nd e d 

to do that?

R I C H A R D  DO NA LDSON - Well, it's always 9.4% appli ed  as to what? 

S E N A T O R  H U B E R  - To net profitability.

R I C H A R D  DONALDSON  - All of: the income tax pr op os al s by their 

s tr uc ture have the d u pl icate tax effect wi t h the result that 

all the taxes that our comp a ny  w o u l d  pay in income tax to all 

states in wh ich we do business, w o u l d  pr ob a bl y  mean that we 

we r e p a y i n g  tax on 133 % of our income of course in another 

w a y  about a third' of our income be co m e s the ex tr a ct i on  factor 

on the other ap proache s are taxed twice. What we had in these 

numbers here is proof in num be rs  though it's a hy p ot h et i ca l 

case. We get into our own company  numbers if n e c e s s a r y  and 

prove n um e ri c a l l y  that there's a double tax. Now, in t er e st i ng ly  

e n o u g h  in the law, the Supreme Court said is that the pri nc ipal 

is that there s h ouldn 't  be any du p li c at e  tax or not a lot, so
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if y o u  c a n  p r o v e  it, t h e n  y o u ' v e  got a p r e t t y  g o o d  case, 

a n d  a l l  I w a s  t r y i n g  to s u g g e s t  to y o u  r a t h e r  than a r g u e  

t h e s e  w a s  that the p r i n c i p a l  is a g a i n s t  d u p l i c a t i v e  tax 

a n d  the n u m b e r s  that w e  h a v e  d r a w n  o n  o u r  h y p o t h e t i c a l  case 

on  the s t a t u t e s  that y o u  h a v e  p r o p o s e d  t e n d  to c o n f i r m  that 

it is c l e a r l y  d i f f e r e n t .  T h a t  is a l l  that I w a n t  to ca l l  

to y o u r  a t t e n t i o n .  I s u g g e s t  t h a t  if t h e r e  is some r e p a i r

w o r k  to be d o n e  in che i n c o m e  t a x  s t a t u t e s ,  that y o u  m a y  n o t

w a n t  to i n c r e a s e  the b u r d e n ,  b u t  p r e p a r e  the tax w i t h i n  t h e ’ 

b u r d e n  a n d  a v o i d  the d u p l i c a t i v e  e f f ect. T h i s  type o f  tax 

r e f o r m  it seems to me  m i g h t  be a p p r o p r i a t e  for the S t a t e  

at this point in its h i s t o r y  so that it does go forward 

on k i n d  of a stable basis that people can un der s ta nd  and 

m ak e  your ju dg me n ts  on as businesses.

S E N A T O R  IIUBER - t ' d Like to c o n ti n ue  M a d a m  Chairman. Does 

SOHIO, Dick, ob je ct  to pay ing 9 . on a true net income the

same as they wo ul d have to if they we r e strictly an Al as k a

c o r po ra t io n ?

R I C H A R D  DONALDSON - Yes, you aske d w h e r e  these are. 1 fortunately 

had this open to w he re tbe su bject is. In At tac h me nt  C, if y o u  

will, look at Tabl es 1A, IB, and 1C. I'm sorry, I. have the 

w r o n g  table*. Senator, I can't lay my hands on it right this 

m i n u t e .
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S E N A T O R  H U B E R  - R a t h e r  th a n  h o l d  it up, I'd c o n s i d e r  if 

y o u ' d  let us k n o w  that later. As I u n d e r s t a n d  y o u r  t e s t i m o n y ,  

p r o b a b l y  at l e ast 9 . 4 7 o  o r  m o r e  c a n  p r o b a b l y  be t a k e n  by m o s t  

o f  t h e s e  tax p r o p o s a l s  that w e ' r e  t a l k i n g  about.

R I C H A R D  D O N A L D S O N  - T h e  n u m b e r s  that I w a s  t r y i n g  to find 

for y o u  w e n t  li k e  this. As a s i n g l e  t a x p a y e r ,  as a com p a n y ,  

p a y i n g  taxes to all the s t a t e s  in w h i c h  w e  do b u s i n e s s ,  w e  

w e r e  p a y i n g  an e f f e c t i v e  i n c o m e  tax r a t e  on all of  o u r  income, 

in a l l  s t a t e s  at a b o u t  6%. N o w  that w o u l d  i n c l u d e  in this 

e x a m p l e  the A l a s k a n  tax of 9.4%, the C al i fo r ni a tax at 9%.

Texas has none, but the a v er a ge  tax bur de n and income tax

un der present law now and under the _  ___ tax compact

is about 6%. The only thing we change w h e n  we ran our 

seco nd  case and our third case on the A d m i n i s t r a t i o n  franchise 

tax proposa l and tho Legislative pr op osnLs for income tax, 

all the leg is lative pr op os a L income Lax came out about the 

same. Was it the 6% in the case of the A d m i n i s tr at i on ' s 

proposal ju mp ed to s o m e p l ac e  be t we e n 11 and 12%, and in the 

case of the legislative p r o p o s a l  j u m p e d  to somep la ce  i.n the 

nature of 14 to 15%.

S E N A T O R  HUBER •• That doesn't a pply of c ourse to the net proceeds 

tax. That's e n g i n e e r e d  not to do that, is that correct?

R I C H AR D  D O N A LD SO N  - I think it didn't  make too mu c h d ifferenc e 

in the total, burden. Now ken has found it here. This is in
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T a b l e  A, B, a n d  C w h i c h  a r e  a t t a c h e d  to A t t a c h m e n t  B, a n d  t a b l e  

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

law. At the b o t t o m  o f  the p a g e  y o u  w i l l  see two lines of 

p e r c e n t a g e  figures, a n d  the s e c o n d  l i n e  up  f r o m  the b o t t o m  

w h i c h  r e a d s  e f f e c t i v e  c o m p o s i t e  S t a t e  i n c o m e  tax r a t e  on t o t a l  

t a x a b l e  e a r n i n g s  s h o w s  y o u  that 5 - 6% b u r d e n  u n d e r  p r e s e n t  

law. O n  the n e x t  p a g e  u n d e r  T a b l e  B, the s a m e  line w h i c h  

is the A d m i n i s t r a t i o n ' s  tax p r o p o s a l ,  s h o w s  the c h a n g e  of 

h a v i n g  t h e i r  i n c o m e  tax r e p l a c e d .  Y o u  see it j u m p s  to a b out 

IL.8%. O n  the ne x t  p a g e  w h e r e  y o u  l o o k  a t  the l e g i s l a t i v e  

factors, it jumps to 15 o r  15.3%. On the n e x t  p a g e  w h e r e  

you look at the l eg is lative package, it jumps to L5 or 15.3%. 

T h o s e  a r e  the f i g u r e s  w h i c h  tend to c o n f i r m  in n u m b e r s  the 

d u p l i c a t i v e  tax e f f e c t ,  but w h a t  w e ' r e  r e a l l y  l o o k i n g  at h e r e  

is the total burden, Senator.

S E N A T O R  HUBER - M a d a m  Chairman, Mr. Donaldson, w h e n  you started 

yo u r Pr ud ho e Bay o p e r a t i o n  and you went into the pipelin e 

operatio n,  hasn't it in all you r fin an cing and e v e ry th i ng  

been fi gured that y ou had a 9. 4%  net income tax li ability 

in A l a s k a  on your profits?

R I C H A R D  DON AL D SO N  - On some cases we ran, wo did do that, yes.

S E N A T O R  IIUBER - Didn't this a l l o w  you for the last two years 

to b o r r o w  ove r 1 m i l l i o n  dollars a mont h, SOHIO a Lone based
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u p o n  t h a t  as p a r t  o f  the p a c k a g e ?

R I C H A R D  D O N A L D S O N  - Yes, b u t  y o u  h a v e  to r e a l i z e  o t h e r  th i n g s  

h a v e  c h a n g e d  in the e q u a s i o n .  Y o u r  s e v e r a n c e  t a x e s  h a v e  

c h a n g e d ,  a d - v a l o r u m  t a x e s  h a v e  c h a n g e d ,  i n c o m e  taxes h a v e  

c h a n g e d ,  and the r e s e r v e  tax, a n d  w h a t  y o u  h a v e  to do on 

the c o n t i n u i n g  b a s i s  is l o o k  at a l l  o f  the p i e c e s  n o t  j u s t  

o n e  tax a n d  say that y o u r  w h o l e  c a s e  w a s  b a s e d  on that 

a s s u m p t i o n , ______________w h a t  wTas b a s e d  o n  a l l  o f  it.

S E N A T O R  HUBER - Now, y o u ' r e  not p l a n n i n g  on us continuing  

our reserv es  tax are you?

R I C H A R D  DON AL D SO N  - No. In fact there is a bill before your 

c o m m i tt e e that I think came down in the A d m i n i s t r a t i o n ' s  package 

or was pr oposed by it. T. did not co mment on it alt h o ug h I 

should. Let me take just a m o m en t  and I w i l l  do that. This 

is the proposal that w o u l d  r e d u c e  the m i l l a g e  on the reserve 

tax this fiscal yea r from 20 m i l l s  to 12, and what that does 

is reflects the A d m i n i s t r a t i o n ' s  j u d g m e n t  as I u n de r s t a n d  

it, that 12 mills- is n e e d e d  to c ov er  a ny  de fi ci t this year, 

not 20, and the p h i l o s o p h y  of it is that you should b o rr ow  

no mo r e of your future than you need. T. w o u l d  support that 

bill partly bec a us e  it m e a n s  w e 'd pay less in reserves tax, 

but also becaus e I. think it fo ll ow s the ph i lo s o p h y  of the 

r e s e r v e s  tax c o v e r i n g  your needs in this inte ri m period
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u n t i l  the p i p e l i n e  s t a r t s ,  a n d  I w o u l d  h o p e  t h a t  o f  a l l  the 

b i l l s  t h a t  y o u ' v e  got on y o u r  table, y o u  m i g h t  p u s h  that o n e  

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

do e s  m a k e  g o o d  sense. If t h e r e  are n o  f u r t h e r  q u e s t i o n s ,

I t h a n k  y o u  f o r  y o u r  p a t i e n c e .

S E N A T O R  H U B E R  - I' v e  g o t  o n e  l a s t  one, M a d a m  C h a i r m a n .

Dick, c o n s i d e r i n g  b o t h  the p h y s i c a l  a n d  the p o l i t i c a l  

c o n d i t i o n s ,  w h e r e  in the w o r l d  is it m o r e  p r o f i t a b l e  to 

e x p l o r e  for oil n o w  t h a n  in A l a s k a ?

R I C H A R D  D O N A L D S O N  - T h e  N o r t h  Sea.

m

S E N A T O R  H U B E R  - I ' m  su r e  the B r i t i s h e r s  w o u l d  like to h e a r  

t h a t .

R I C H A R D  D O N A L D S O N  - T h e y ' r e  d o i n g  it. T h e r e ' s  a lot o f  p l a y

there. In fact, a b o u t  a y e a r  ago, I w a s  p r i v i l o d g e d  to fly

o v e r  to one o f  t h o s e  d e v e l o p m e n t s  a n d  t o u r  s o m e  o f  them, t h e y ' r e  

e x c i t i n g .  I flew o v e r  a p l a c e  c a l l e d  C r u z e n  Bay w h e r e  the B r i t i

a r e  b u i l d i n g  ___ _   f i e l d  a n d  the p i p e l i n e  c o m e s  to shore.

T h e  p i l o t  b a n k e d  a r o u n d  a n d  s a i d  th a t ' s  w h e r e  the p i p e l i n e  c o m e s  

a s h o r e .  I s a i d  I c a n ' t  see it, he s a i d  that was the point.

S E N A T O R  H U B E R  - M a d a m  C h a i r m a n ,  it's i n t e r e s t i n g  to n o t e  that 

la s t  y e a r ' s  total tax p a c k a g e  as it w a s  a d j u s t e d ,  this was 

the t e r r i b l e  one that had the e x c e s s  v a l u e  tax a d d e d  to it.
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W h e n  it w a s  f i n a l l y  a d j u s t e d ,  a n d  it p r o v i d e d  as m u c h  m o n e y  

as w e ' r e  t a l k i n g  a b o u t  on  the A d m i n i s t r a t i o n  p r o p o s a l  this 

y e a r ,  it's n o t e d  that it w a s  a d j u s t e d  d o w n  to do n o  m o r e  

t h a n  the B r i t i s h  g o v e r n m e n t  d o e s  in the N o r t h  Sea area.

R I C H A R D  D O N A L D S O N  - T h e  r e t u r n  o n  i n v e s t m e n t  t h e r e  is a b o u t  

22%. K e n  S c h o w a l t e r  r e m i n d s  m e  that a b o u t  4 0 %  of the N o r t h  

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

a n d  the q u e s t i o n  is w h y ?  O b v i o u s l y  the i n c e n t i v e s  are there.

T h a t ' s  a n o t h e r  m a j o r  ____________  t h a t ' s  k i n d  o f  an i n t e r e s t i n g

t h i n g .

S E N A T O R  H U B E R  - I w o n d e r  if it has a n y t h i n g  to do, M a d a m  

Ch airman, w i t h  the Br itish Pe t ro l e u m  Oil Compa ny  being 

p a r t l y  Br it ish crown financed and the terrible crunch that 

they have on the p e t r o l e u m  industry.

R I C H A R D  D ONALDSON - I can't answer that question. There are 

m a n y  co m panies d e ve lo p i n g  the Nort h Sea, some separately, and

some in c o n j u n c t i o n  wi t h  ea ch  other. BP is active in it, but

it is on l y  one of.several. As far as its rel a ti o ns hi p s with 

the g o v e r n m e n t  here, it's an arm's length, and t have talked 

to some of the men who have be en  in those negotiations, and it's 

be en  very diffic ul t and has taken a lot of patience, and they 

^ j ^  have w o r k e d  out s o m e t hi n g that p r o ba b ly  has led to this d ev c lo pm e n

We ha v en ' t been able to quite a c co m p l i s h  that here, and that's

w ha t  I'm h o pi n g to w o r k  on in the next year. T h an k  you.
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S e n a t o r  R a d a r  - M a d a m e  C h a i r m a n ,  C o m m i s s i o n e r ,  y o u r  t e s t i m o n y  

o n  t h e  p r i c i n g  p r o b l e m s ,  s t a t e ' s  p o s i t i o n ,  g o v e r n o r ' s  p o s i t i o n ,  

t h a t  w e  d o  n e e d  a m a x i m u m  w e l l - h e a d  o r  a m a x i m u m  p r i c e  to  

e n c o u r a g e  f u r t h e r  e x p l o r a t i o n  a n d  d e v e l o p m e n t .  A r e n ' t  y o u r  

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

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

p r i c i n g  m a n i p u l a t i o n  o r  c o r p o r a t e  m a n i p u l a t i o n ,  l e t ' s  s a y
\

t a k e  t h e  f e d e r a l  p r i c i n g  m a n i p u l a t i o n .  A r e n ' t  y o u  s a y i n g  t h e n

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

w h i c h  m o a n s  that the c o m p a n i e s  h a v e  no i n c e n t i v e  to d e v e l o p  fu r th e r

that we a rc  g oi ng  to add f u r t h e r  b u r d e n  to that d i s i n c e n t i v e

by  a c e n t s  per b a r r e l  floor so to s p e a k  so as to p r o t e c t  the

»

s t a t e ' s  r e v e n u e s ?
*

c o m m i s s i o n e r  G a l l a g h e r  - If tho. federal g o v e r n m e n t  is so foolish  

.is to lower tho w e l l - h e a d  v a l u e  d o w n  to $<1.30, I d o n ' t  think 

the s t a t e  s h ou ld  be any part, h a v e  any p a r t  of that policy. .

d o n a t o r  R a da r  - We ll  but then o ur  p o l i c y  m a k e s  it e v e n  m o r e  

b u r d e n s o m e  from the-.point of v i e w  o f  the f u r th e r e x p l o r a t i o n  

or d e v e l o p m e n t  of p e t r o l e u m  in the st at e  b e c a u s e  wo r ev e rt  to a 

c e n t s  per b a rr e l floor so that the, the v e r y  p o l i c y  that 

you ar e a d o p t i n g  her e to p r o t e c t  o u r  bu dg et ,  and I u n d e r s t a n d *  

w h y  yo u  are d o i n g  it, it is b e c a u s e  you w a n t  to p r o t e c t  our 

b ud ge t , b u t  it, if the c o u r s e  is c o m p l e t e l y  .inconsistent w i t h
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.■my .stall* p o l i c y  w h i c h  w o u l d  be to e n c o u r a g e  for l:he p e t r o l e u m  

d e v e l o p m e n t .  If that h ap pe ned.
I !

C o m m i s s i o n e r  G a l l a g h e r  - I do n 't  agree  w i t h  that Senator. O n e
• •

o f  the t h i n g s  that w e ' v e  done to e n c o u r a g e  p e t r o l e u m  d e v e l o p m e n t

and one of the things we talked about in our testimony was about
s *

the m a r ginal fields. Prudhoe Bay will be produced at $4.30.

Senator Radar - Well it wo u l d  be produced at $2..00 maybe because 

it w o u l d  minimize their losses, but if your talking about the 

exc u s e  me, go ahead.

C o m m i s s i o n e r  G a l l a g h e r  - But K u p a r i k  a n d  Lisbu'rnc w i l l  not be 

p r o d u c e d  u n l e s s  they r e ce i ve  s u b s t a n t i a l  r e tu r n b e c a u s e  its an 

i n c r e m e n t a l  decision. One of the thin gs that we tried to a d d r e s s
i

in o u r  t a x  p o l i c y  w h e r e  these m a r g i n a l  fields they are one and two 

b i l l i o n  b a r r e l  m a r g i n a l  fields. The tax ra t e u n d e r  ou r  tax 

p r o p o s a l s ,  we w o u l d  a c t u a l l y  lower the taxes on those fields, 

in fact e n c o u r a g e  further  p r o d u c t i o n  in tho state.

S e n a t o r  R a d a r  - Do you d i s a g r e e  w i t h  the a a n a l y s i s  that was p r e s e n t e d  

1 > y a, Mr. Ilonaldson SOU CO her e as to w h o r e  are ou r tax, ou r total 

l a x  h u r d e n  relate s as a g a i n s t  l.ouiuiania, C a l i f o r n i a ,  and T e x a s ?

C n m m i s s ionor .Gallagher - Yes I do, in l o ok i ng  at some of those 

n u m b e r s ,  f and we h a v e n ' t  run all the n u m b e r s  o u r s e l v e s  b u t  it 

seem;; to me that th ey 've m i x e d  a few a p p l e s  and o r a n g e s  a nd  got 

fruit, s a l a d  and I can see alot of the n u m b e r s  they say they are 

in c o n s t a n t  d o l l a r s  but the o n l y  w a y  I can get to some of those



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

S e n a t o r  R a d a r  - W e l l  y o u  a g r e e  t h o u g h  that  s u c h  an  a n a l y s i s  is 

r a t h e r  i m p o r t a n t  to us d o n ' t  y o u ?

C o m m i s s i o n e r  G a l l a g h e r  - I w o u l d ,  I w o u l d ,  I a g r e e  t h a t  t h a t  a n a l y s i s

,*»

is i m p o r t a n t .  U o  a t t e m p t e d  to d o t h a t  in t h i s  t a x  s t u d y  b u t  d u e  

to o n l y  g e t t i n g  tw o m a n  y e a r s  i n t o  th e stu dy , w e  d i d n ' t  h a v e  t i m e  

a n d  it t a k e s  s u b s t a n t i a l  a m o u n t  o f  t i m e  to do th a t s o r t  o f  st u dy .

• •*. » 
S e n a t o r  R a d a r  - B u t  i f  t h a t  is a n  i m p o r t a n t  d e c i s i o n ,  t h e n  th e  f a c t

t h a t  w e  h a v e n ' t  c o m p l e t e d  t h a t  s t u d y ,  if y o u  do t a k e  th e  i s s u e  w i t h

the a S O H I O  a p p r o a c h  and p e r h a p s  you arc cor rect, I a m  not s a y i n g

chat y ou  are not but, but you a g r e e  that that is i m po rt ant i n f o r m a t i o n

in this d e c i s i o n  m a k i n g  process. A and we  d i s a g r e e  w i t h  it but we
i

d o n ' t  h a v e  one of o u r  own. W o u l d n ' t  that a r gu e  that fact a l o n e  

w o u l d  a r g u e  in w a i t i n g  unti l we h a v e  that i n f o r m a t i o n  b ef o re  

w e  m a d e  that de cision,  w o u l d n ' t  it?

C o m m i s s i o n e r  G a l l a g h e r  - We c o u l d  p r o v id e  you w i t h  that i n fo r ma t io n 

so n e x t  year, I chirk i.t is a real d a n g e r  to sit a r o u n d  a nd  wait 

w h i l e ,  let the federal g o v e r n m e n t  do things to us.

S e n a t o r  R a d a r  - A l r i g h t  then, let me ask you this then. For pur p os e s 

of b a l a n c i n g  our b u d g e t  this year, we co ul d  do that w i t h  y o u r  ad 

v a l o r e m  tax, c ou l d we not?

C o m m i s s i o n e r  G a l l a g h e r  - I be l ie v e ,  well lets put it this way.



S e n a t o r  R a d a r  - G o  a h e a d ,  t w a s  g o i n g  to s a y  w o  b a l a n c e d  it tho 

last s e v e r a l  y e a r s  th a t w a y ,  a n d  we c o u l d  do it t hi s y e a r  too, 

c o u l d n ’t w e ?

C o m m i s s i o n e r  G a l l a g h e r  - Y o u  m e a n  the  r e s e r v e s  tax?

t %

S e n a t o r  R a d a r  - R e s e r v e s  t a x  y es .  * • '

C o m m i s s i o n e r  G a l l a g h e r  - I a s s u m e  w e  c o u l d ,  I d o n ' t  f a v o r  

e x t e n d i n g  t h e  r e s e r v e s  ta x  o f f  i n t o  the  f u t u r e  t ho ug h.  T o  

ine it's a  b a d  p o l i c y ,  its a p o o r  t a x  a n d  I w o u l d  l i k e  to se e  it 

d i e  a n a t u r a l  de a th .

S e n a t o r  R a d a r  - But from the point of v i e w  of b a l a n c i n g  you r

b u d g e t  this ye a r  you c o u l d  do it that way, as we hav e in the

i

last c o u p l e  of years.

C o m m i s s i o n e r  G a l l a g h e r  - Well you c o u l d  al so  by r a i s i n g  the cents 

per barrel to a free m a r k e t  v a l u e  a nd a l so  do the same thing.

Genai:or R a d a r  - Yes, but h e r e ' s  our problem. N e i t h e r  the state

n or the ind u st ry  knows w h a t  i nc e nt i ve s  or d i s i n c e n t i v e s  may o cc u r 

h e e a u s o  of tho federal pricing, and yet you are s u g g e s t i n g  that we 

m ak e  Lax d e c i s i o n s  in w h i c h  we al.l ag re e  that that fe deral p r i c i n g  

is very very important if we arc at all c o n c e r n e d  a b o u t  the future 

a M  ra e i. i v e n e s s  of A l a s k a  as a i n v e s t m e n t  for p e t r o l e u m  industry.

C o m m i s s i o n e r  G a l l a g h e r  - Well, one of  the thing s that we h av e  tried 

in a d d r e s s  in our, is o ur  t e s t i m o n y  has be en  d i r e c t e d  in all these



h e a r i n g s  t ow a rd  g e t t i n g  the m a x i m u m  p r o d u c t i o n  out of Alaska.

O u r  ta x p o l i c y  is als o d i r e c t e d  in that a n d  it a d d r e s s e s  these 

m a r g i n a l  fields,.

S e n a t o r  R a d a r  - W e l l  but, b u t  if the f e d e r a l  g o v e r n m e n t  w e r e  

so f o o l i s h  as to p u r s u e  this p o l i c y  that y o u  s a id  that we  s h o u l d  

not h a v e  p a r t i c i p a t e d  in then y o u r  f l oo r s m a k e  it ev e n  m o r e  

d i f f i c u l t  as far as the p e t r o l e u m  i n d u s t r y  is c o n c e r n e d  or as 

far as the p r o d u c i n g  m a r g i n a l  w e l l s  in A l a s k a  is co ncerned , 

i s n' t  it?

C o m m i s s i o n e r  G a l l a g h e r  - Well, if th e y w e r e  that foolish, I 

d o n ' t  see w h y  we s h o u l d  be a p a rt  of  that f o o l i s h  action.

S e n a t o r  R a d a r  - It seems to me like w e  are a d d i n g  on to it 

a n d  no t  d e t r a c t i n g  f r o m  their fool h a r d i n e s s , i f  they are 

foolish.

C o m m i s s i o n e r  G a l l a g h e r  - If you know, if they did do this there 

w o u l d n ' t  be an i n c e n t i v e  to d e v e l o p i n g  a n o t h e r  P r u d h o e  Bay, so 

y o u  know.

.Senator R a d a r  - Well, but we are a d d i n g  to w h a t e ve r , we are a d di n g 

to the (li.ri'iculti.es i.n the p r o d u c t i o n  of w h a t e v e r  fuel mi ght 

be round by a d o p t i n g  the floo rs that you are t a l k i n g  about here. 

Are w o  no t ?

C o m m i s s i o n e r  G a l l a g h e r  - Not  n e c e s s a r i l y  you may find one down in 

the C o o k  TnJ.et wi.th tho free m a r k e t  value  s ho ul d  be s u b s t a n t i a l l y



u b o v q  that:.

S e n a t o r  R a d a r  - No.

C o m m i s s i o n e r  G a l l a g h e r  - A l s o  the  e c o n o m i c  l i m i t  f a c t o r  c o m e s  

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

%
• • •» , •

S e n a t o r  R a d a r  - L e t  m e  a s k  y o u  if  w e ’re t a l k i n g  a b o u t  a n  i n d u s t r y  

w h o  d o e s n ' t  k n o w  t h e  v a l u e  t h a t  t h e y  a r e  g o i n g  to g e t  f r o m  t h e i r  

p r o d u c t  a n d  i s n ' t  g o i n g  to k n o w  u n t i l  n e x t  y e a r ,  t h e n  h o w  

d o  w e  d e v e l o p  a s t a b l e  ta x  p o l i c y  a t  t h i s  time, t h a t  is d e p e n d e n t  

u p o n  t h a t ?  It s e e m s  to  m e  as t h o u g h ,  a n d  I d o n ' t  h a v e  a n y  a n s w e r  

e x c e p t  t h a t  y o u  c a n  b a l a n c e  y o u r  b u d g e t  w i t h  the  o t h e r  m e t h o d .

A n d  I a l s o  r e c o g n i z e  t h o  d i f f i c u l t i e s  o f  the  c r e d i t s  in the f u tu re ,  

o n  that. B u t  at l e a s t  w h e n  w e  c o m e  b a c k  h e r e  a y e a r  f r o m  now, 

w h e n  w e  s t a r t  t a l k i n g  a b o u t  the p r o f i t a b i l i t y  or  -the n o n - p r o f i t a b i l i t y  

o r  t h e  i n c e n t i v e s  or  d i s i n c e n t i v e s ,  w o n ' t  w e  b e  t a l k i n g  a b o u t  

s o m e t h i n g  that w e  ca n  r e l a t e  to the r e a l  w o r l d  at  th at  time, that 

w e  c a n ' t  r e l a t e  to tho r e a l  w o r l d  n o w ?

C o m m i s s i o n e r  G a l l a g h e r  - I t h i n k  o u r  p o l i c i e s  to the real  

w o r l d ,  t h a t ' s  w h a t  w o a r e  t r y i n g  to a d d r e s s  in fact, if the re al  

w o r l d  s a y s  y o u  s h o u l d  p r i c e  the e n e r g y  s u p p l y  at the a l t e r n a t i v e  

m a r k e t ,  the  a l t e r n a t i v e  m a r k e t  m a y  b e  $ 2 0 . 0 0  a b a r r e l ,  tho a l t e r n a t e  

• • n e r c j y  s u p p l i e s .  T h e  O P K C  c o u n t r i e s  ar e a c t u a l l y  b e i n g  v e r y  n i c e  

to l ell U n i t e d  .States a n d  n o t  t a k e n  u p  the a l t e r n a t e  e n e r g y  s u p p l y  

c o s t .  IT y o u  w a n t  to g o  to the r e a l  w o r l d  we  s h o u l d  m a y b e  p u t  o u r  

pol icier; u p  at $ 2 0 . 0 0  a b h r r o l .



.Senator R a d a r  - O u t  w o  c a n ' t  d o  t h a t  as a st at e.

.

C o m m i s s i o n e r  C.allaghor - Y o u  c o u l d  s e t  a c e n t s  p e r  b a r r e l  t h a t  

w a s  b a s e d  o n  $ 2 0 . 0 0  w h i c h  is th e a l t e r n a t e  e n e r g y  c o s t.  T h a t ' s  

t h e  r e a l  w o r l d .

S e n a t o r  Radai: - W e l l  b u t  t h a t  o p t i o n  i s n ' t  a v a i l a b l e  to us, to 

t a x  a t  t h a t  r a te , is it?  • •

C o m m i s s i o n e r  G a l l a g h e r  - U n d e r  a c e n t s  p e r  b a r r e l  fl o or , o f  c o u r s e  % 

i t  is. A l s o ,  S e n a t o r ,  t h e  F E A  m a y  o p e n  t h e  p r i c i n g  d e c i s i o n  e v e r y  

n i n e t y  d a y s  a f t e r  1 / 1 / 7 8  o r  t h e r e  a f t e r .  I r e a l l y  d o u b t  t h a t  

t h e y  a r e  g o i n g  to m a k e  a d e c i s i o n  o n  A p r i l  15th. I t h i n k  y o u  w i l l  

n o t  s e e  a d e c i s i o n  u n t i l  s o m e w h e r e  a r o u n d  J u n e  1. 7. r e a l l y  e x p e c t

t h e m  to w a i t  a n d  s e e  w h a t  the t a r i f f s  are, the i n i t i a l  t a r i f f s  ar e  

b e f o r e  t h e y  m a k e  s o m e  s o r t  o f  d e c i s i o n .

S e n a t o r  R a d a r  - T h a t ' s  all. T h a n k  y o u  M a d a m e  C h a i r m a n ,

S e n a t o r  C o l l e t t a  - C o m m i s s i o n e r  d o  y o u  h a v e  o n e  of  t h e s e  in f r o n t  

o f y o u ?

C o m m i s s i o n e r  G a l l a g h e r  - Yes, I do.

S e n a t o r  C o l l e t t a  - O . K . ,  O n  p a g e  2 a n d  yo u  k n o w  j u s t  for the p u r p o s e s  

o f  c o n v e r s a t i o n  a n d  l o t ' s  a s s u m e  tha t y o u  d e v e l o p  y o u r  tax p a c k a g e  

w i t h  th o g o v e r n o r s '  s t a n d a r d s ,  as  to w h a t  th ey  s h o u l d  i n c l u d e ,  n o w  

I t h i n k  m y  q u e s t i o n  c o u l d  lie s i m p l y  a n s w e r e d  in two st o ps . F i r s t  

i f y o u  d o  a g r e e  th a t the i n d u s t r y  s a y s  th a t t h e y  h a v e  b e t w e e n  f o u r t e e n



( *

C o m m i s s i o n e r  G a l l a g h e r  - I d o n ' t  a g r e e  w i t h  that, b u t  o t h e r  t h a n  that.

S e n a t o r  C o l l e t t a  - O. K.  w i t h  t h e  a s s u m p t i o n  t h e n  the  n e w  t a x

p r o p o s a l s  i n c r e a s e  t h e  tax  b y  w h a t  p e r c e n t ?

C o m m i s s i o n e r  G a l l a g h e r  - A b o u t  18% o v e r  a l l  f i v e  b i l l s .

S e n a t o r  C o l l e t t a  - W h a t  w i l l  t h e i r  p r o f i t a b i l i t y  b e  n o w  t h a t ' s
»

d i f f e r e n t  b e t w e e n  t h a t  14 a n d  16 p e r c e n t ?

C o m m i s s i o n e r  G a l l a g h e r  - I r e j e c t  n u m b e r  o n e  the  14 to 16 p e r c e n t  

t h a t  h a s  tho  risk, u n d e r  th e M o r L a i d a  S t u d y  t h e y  m u l t i p l i e d  al l  

l-.lie a s s e t s  b y 4 to g e t  th e r i s k  f a c t o r  t h a t  m a y  b e  a p p r o p r i a t e

i

to d o  an e x p l o r a t i o n  w o r k  b u t  it m a y  n o t  b e  i m p o r t a n t  in d o i n g  

o t h e r  s o r t  of w o rk , y o u  k n o w  the d e v e l o p m e n t  w o r k .  If y o u  w a n t  

to u s e  t ho  Tanx.iers 33" o r  3‘jZ, I d o n ' t  t h i nk  th at  is g o i n g  to 

m a k e  1 o r  2 p e r c e n t  d i f f e r e n c e .

S e n a t o r  C o l l e t t a  - C o m m i s s i o n e r  I t h i n k  I a m  g o i n g  to try it 

• m o l  h e r  w a y .  lint a n y w a y ,  tho g o v e r n o r  s a i d  it m u s t  g e n e r a t e  

s u f f i c i e n t  r e v e n u e s  n o t  o n l y  to c o m p e n s a t e  t h e  s t a t e  for 

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

to p r o v i d e  a r e a s o n a b l e  a d d i t i o n a l  d i v i d e n d  to A l a s k a .  Nov/ I 

w n u  Ld s u s p e c t  yo u  h a v e  c o m p u t e d  t h a t  d i v i d e n d  in there. C a n ’you 

I.ell m e  w h a t  tin: d i v i d e n d  is?

a n d  l'6 'i w o r t h  o f  r e t u r n  o n  t h i s  p r o j e c t .



(’omm i si ;i on er  G a l l a g h e r  - T h e  d i v i d e n d  to A l a s k a n s ?  W e l l  let m e

ta k e y o u  t h r o u g h  th e P r u d h o e  B a y  n u m b e r s  a n d  m a y b e ,  y o u  k n o w

I c a n  w o r k  it r i g h t  o f f  the  to p o f  m y  h e a d .  W e  c a n  talk a b o u t  

the d i v i d e n d s  to v a r i o u s  p e o p l e .  If y o u  h a d  a m i l l i o n

two  b a r r e l s  a d a y  t h e r e  is f o u r  h u n d r e d  a n d  t h i r t y  e i g h t

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

s i x t v  f i v e  t i m e s  o n e  two, h a v e  y o u  g o t  y o u r  s l i d e  r u l e  w i t h  me, 

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

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

Is t h a t  c o r r e c t ,  s o m e w h e r e  in th er e,  l e s s  o n e  e i g h t h  w h i c h  is
l

o u r  r o y a l t y  sh ar e.  S o  t h a t  b r i n g s  it  d o w n  to f o u r  h u n d r e d  m i l l i o n ,  

t h r e e  p o i n t  two  g e t s  d o w n  to t w o  b i l l i o n  ei gh t ,  a n d  l e t ' s  s u b­

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

and  f i f t y  m i l l i o n ,  four  h u n d r e d  m i l l i o n ,  l e t ' s  sa y  four h u n d r e d  

m i l l i o n  w e ' l l  up  it f i f t y  m i l l i o n  o v e r  the e s t i m a t e s ,  a n d  th at
i

m a k e s  it d o w n  to two four. A n d  l e t ' s  s a y  the S t a t e  of  A l a s k a  t h r o u g h  

iL's s o v o r c n c e  t a x e s  t a k e s  a n o t h e r  four h u n d r e d  m i l l i o n ,  that  

b r i n g s  it d o w n  to two -billion a n d  lets say  o u r  i n c o m e  t a x e s  in 

e f f e c t  l a k e s  us d o w n  a h u n d r e d  a n d  e i g h t y ,  a n o t h e r  h u n d r e d  a n d  e i g h t y  

m i l l i o n ,  t h a t  l ea v e s  a b i l l i o n  e i g h t  l o f t  to s h a r e  b e t w e e n  the 

f e d e r a l  g o v e r n m e n t  a n d  t h e  o i l  i n d u s t r y .  A n d  so y o u  h av e,  b e f o r e  

lax, y o u  h a v e  a b i l l i o n  e i g h t  on a t h r e e  b i l l i o n  d o l l a r  i n v e s t­

ment . b e t s  s a y  t he y h a v e  t h r e e  b i l l i o n  d o l l a r s  i n v e s t m e n t .

T h a t ' s  ,i n i c e  r e t u r n  for o i l  .industry too. O n e  p o i n t  e i g h t  

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

rate  of r et urn . N o w  t h e y  m i g h t  c l a i m  t h a t  the y pa y f o r t y  e i g h t  

p e r c e n t  taxes, I( y o u  c a n  .look at  S O U  10'S l a s t  r e p o r t  t h a t  w a 3

s h o w n  in t h e i r  a n n u a l  r e p o r t  a n d  th ey  s h o w e d  they ha d  e f f e c t i v e

/
iax r a l e  of  u n d e r  te n p e r c e n t .  O n e  o f  the t h i n g s  t h a t  they



h a p p e n  to h a v e  is a b o u t  th re e b i l l i o n  d o l l a r s  of c a r r y  forwards of 

i n v e s t m e n t  c r e d i t s  that w i l l  c a n c e l  off, p r e t t y  w e l l  w i p e  o u t  

.it least fifty p e r c e n t  of t h e ir  tax l i a b i l i t y  for the next 

five years. A n d  they all ha v e  s u b s t a n t i a l  i n v e s t m e n t  c r ed i ts  

so they s h o u l d  ha v e d e v e l o p e d  s u b s t a n t i a l  i n v e s t m e n t  cr ed it s to •• 

be c a r r i e d  f o rw a rd  for the n e x t  s e ve ra l  years, so w h a t e v e r  the 

e f f e c t i v e  f e d e r a l  tax rate is, y o u  know, let's say they do pay 

three h u n d r e d  m i l l i o n  d o l l a r s  i n co m e tax they s ti ll  g et  in a 

b i l l i o n  a nd  a h a l f  r e t u r n  on a t hr e e b i l l i o n  d o l l a r  investment, 

tha t's a f i f t y  p e r c e n t  r e t u r n  per year. Th at's, I w o u l d  take that, 

an y day.

S e n a t o r  C o l l e t t a  - O.K. now, y o u  k no w,  w e  lost the C h i n e s e  and no w 

y o u r  g e t t l n  to me, I ' m  u n d e r s t a n d i n g  the l a s t  p a r t  of w h a t  y o u  said 

a n d  t h a t ' s  the p a r t  th at  a y o u  know, I s t i l l  w a n t  to c o m e  b a c k  to, a 

a l l  of  t h e s e  c o m p a n i e s  c o l l e c t i v e l y  it s e e m s  a n d  m o s t  of t h e s e  

r e p o r t s  w e  read, r a n g e  w i t h i n  a two to te en  p e r c e n t ,  at l e a s t  all 

I've s een , w i t h  the e x c e p t i o n  of o n e  th at  h a p p e n e d  l a s t  year, 

t h a t  s a y  t h a t  this t h in g w i l l  r e t u r n  to t h o s e - i n v e s t o r s  s o m e w h e r e  

b e t w e e n  t h i s  f o u r t e e n  a n d  s i x t e e n  anti a r c  y o u  w o r k i n g  u n d e r  the 

a s s u m p t i o n  that  t he y h a v e  t h i r t y - f i v e  to f i f t y ?

C o m m i s s i o n e r  G a l l a g h e r  - W e l l  I just, I d o n ' t  w a n t  to go

in a n d  t a l k  C h i n e s e  b e c a u s e  t h e r e ' s  a l a r g e  d i f f e r e n c e  b e t w e e n

.i, b e t w e e n  i n c o m e  y o u  r e p o r t  to y o u r  s h a r e h o l d e r s  a n d  d i s c o u n t e d
# ' . 

in c a s h  flow, b e c a u s e  o n e  of the c a s h  f1o w s  is, y o u  k n o w  d i s c o u n t e d

/



at some h i g h  tatc of r e t u r n  to l o we r  the n u m b e r  a n d  it isn't fair.

Hut T j u s t  d e m o n s t r a t e d  Cor a c c o u n t i n g  p u r p o s e s  it w o u l d  s h o w  a '• 

fifty p e r c e n t  at least a f i f t y  p e r c e n t  return. N o w  a d i s c o u n t  in 

c a s h  fl ow  w o u l d  be s u b s t a n t i a l l y  b e l o w  that b e c a u s e  those v a l u e s  

are, are r e d u c e d  t h r o u g h  time, for the i n ve s tm e nt .  The m a j o r  

d i f f e r e n c e  b e t w e e n  M o r t i a d a ' s i n v e s t m e n t  and the i n v e s t m e n t  Tanzier, 

like I p o i n t e d  out was that one uses’, a r i s k  m u l t i p l i e r  f a c to r  that 

m u l t i p l i e s  the a s s c s t s  b y  fo u r times i n s t e a d  of  three b i l l i o n  dollars 

i n v e s t e m n t  th e y  had, they u s e d  a r e g u l a r  r e t u r n  on twelve  b i l l i o n  

d o l l a r s  i n v e s t m e n t  a n d  that's h o w  y o u  g ot  a s i x t e e n  p e r c e n t  ra t e  

on a t w e l v e  b i l l i o n  d o l l a r  i n v e s t m e n t  a n d  y o u  know, m y  n u m b e r s  

t he r e k i n d  o f  m a t c h  out.

S e n a t o r  C o l l e t t a  - O.K. C o m m i s s i o n e r  I've got one o t h e r  ar e a  that 

a I n e e d  c l a r i f i e d  and tha t' s item five the g o v e r n o r ' s  p ol i cy  

s t a t e m e n t  that it must r e du c e u n c e r t a i n i t y  a n d  cnc.ourage stab l e 

e x p e c t a t i o n s  ab out future r e s o u r c e  tax a nd  m a n a g e m e n t  policies, 

ff in fact these taxes did pass, w o u l d  those be the last ones, 

w o u l d  wo  be c r e a t i n g  a st ab le  future r e s o u r c e ?

(CAP)

C o m m i s s i o n e r  G a l l a g h e r ' -  a p r e m a r k e t  price. Lot's say Cook Inlet 

w as  p r i c e d  at a p r c m a r k c l  price. Th is  tax w o u l d  hit M c C a r t h u r  

R i v e r  a a h i g h e r  rate then i.t: w o u l d  Pr u dh oe  Bay b e c a u s e  it's a c t u a ll y  

m u r e  p r o f i t a b l e .  M o w  the Ha st  T r a d i n g  Bay Unit w h i c h  is d e c i d e l y  

less p r o f i t a b l e ,  it w o u l d  Lend to treat that fairly. W h a t 's  coinin 

ini.o a pl a y  h e r e  is the cents per b a r r e l  floor. Yes, our w r i t t e n  

tax rate on Hast T r a d i n g  Bay Unit is p r o b a b l y  one third of  wh a t 

the c e n t s  pe r  b ar r el  floor, s ho ul d  be. Mow, that oil if we w anted  

i.o go a f t e r  Cook Inlet it s h o u l d  bo m a y b e  p r i c e d  at fifteen do l la r s



mm

m

w h i c h  in tho . ' i c e  f o r  S w e d e  a 34% g r a v i t y  o n  the  w o n t  c o a s t ,

4

w o  a r c  o n l y  g o i n g  to 7 .1/2 b e c a u s e  ol: P r u d h o e  nay, so  w o  ar e 

n o t  b e i n g  i n c o n s i s t e n t ,  w e  a r c  g i v i n g  t h e m  a b r e a k .

S e n a t o r  C o l l e t t a  - T h a n k  y o u  M a d a m e  C h a i r m a n .

S e n a t o r  H u b e r  - W e l l ,  S e n a t o r  Radar, b r o u g h t  it up, I t h i n k  t h a t  

i t ' s  o n l y  f a i r  to a s k  a a s k  o f  S t e r l i n g  b e c a u s e  w e  d o  n e e d  to g e t  

d o w n  to  t h e  n i t t y  g r i t t y  o f  it. S t e r l i n g  d o  y o u  t h i n k  t h a t  t h e  

W a l t e r  L e a v y  A s s o c i a t e s  h a v e  t h e  b e s t  p o s s i b l e  a d v i c e  f o r  t h e  

S t a t e  o f  A l a s k a ' s  i n t e r e s t s ,  or- d o  y o u  t h i n k  o t h e r  e c o n o m i c  *

c o n s u l t a n t s  m a y  h a v e  s o m e t h i n g  to  o f f e r  t o o ?

C o m m i s s i o n e r  G a l l a g h e r  - I ' v e  a l w a y s  a p p r e c i a t e d  the, I, of

Dr. M e a d ,  b u t  y o u  k n o w  t h e r e  a r e  c o n s u l t a n t s  an d  t h e r e  a r e  c o n s u l t a n t s .

T h e y  g i v e  y o u  a g o o d  p o i n t  o f  v i e w  M e a d  g i v e s  y o u  ,a g o o d  p o i n t  o f

vi ew.  I t h i n k  t h e r e  could, be a w h o l e  s e r i e s  of p e o p l e  in that

c o u l d  g i v e  y o u  w o r t h  w h i l e  i n f o r m a t i o n .

S e n a t o r  H u b e r  - In o t h e r  w o r d s  y o u  d o n ' t  t h i nk  w e  s h o u l d  b a s e  it 

.ill on o n e  c o n s u l t a n t .

C o m m i s s i o n e r  G a l l a g h e r  - T h a t ' s  c o r r e c t .  I t h i n k  you, y o u  know, 

w o  h a v e  e c o n o m i s t s  in the D e p a r t m e n t  of R e v e n u e ,  w e  s h o u l d  l i s t e n  to 

(h o s e  e c o n o m i s t s  too.

.Senator H u b e r  - O b v i o u s  on  the W a l t e r  L e a v y  Cornponya a d v i c e  

w h i c h  w o  h a v e  b e e n  r e c e i v i n g  cjuitc h e a v i l y  l a t e l y  a b o u t  r e m o v i n g  

(.lie c e n t s  p e r  b a r r e l ,  d o  y o u  d i s a g r e e  s t r o n g l y  on t hat ?



»

S e n a t o r  IluboL - A n d  do  j u , d o  tho o t h e r  c o n s u l t a n t s  t h a t  y o u  

h a v e  h i r e d  a g r e e  w i t h  y o u  o n  t h i s ?

C o m m i s s i o n e r  G a l l a g h e r  - O f  c o u r s e  t h e y  a r e  h i r e d  b y  me.
• %

• *•

S e n a t o r  H u b e r  - N o  s o m e  o f  t h e m  w e r e n ' t  h i r e d  b y  yo u.  H o w  

a b o u t  th e o t h e r  o n e s ?  H o w  a b o u t  t h e  o t h e r  o n e s  o n  t h e  

c e n t s  p e r  b a r r e l ?

C o m m i s s i o n e r  G a l l a g h e r  - I d o n ' t  k n o w  w h a t  M e a d  s ays . Y o u  know,, 

lie i s n ' t  h e r e  b e f o r e  you. I w i s h  T o m  P i n k  w a s  h e r e  today, M a d a m e  

C h a i r m a n .

»

G e o r g e  S H i d e s  - C o m m i s s i o n e r  a, I h a v e  a c o u p l e  o f  e a s y  o n e s

a n d  t h e n  a c o u p l e  of  l i t t l e  m o r e  d i f f i c u l t  o n e s ,  I ' l l  g i v e

y o u  t ho  h a r d  o n e s  f i r s t  if I may.. Y o u ' v e  t o u c h e d  o n them, b u t

I. w i l l  h a v e  to a s k  t h e m  a g a i n  b e c a u s e  I w a s n ' t  e n t i r e l y  su r e

o n  t h e m  a n d  i t ' s  a m a t t e r  of  m e c h a n i c s  o n  the b i l l s .  I t ' s  b e e n

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

p.o l o f  th e p r e - t a x  b o o k  i n c o m e  for ii t e r n n t i o n a l  o i l  c o m p a n i e s ,  a n d

that  t h e s e  t a x e s  a r c  l i k e l y  to d e c l i n e  s h a r p l y  in the f u t u r e  as

p r o v i d i n g  the p r o d u c i n g  g o v e r n m e n t s  ta k e o v e r  a n d  the c o m p a n i e s

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

Ilian f r o m  eon eo ssi .o n ur os , a n d  i n c o m e  tax p a y e r s .  Now, the

q u e s t i o n s  o n  that  is, as y o u  r e c a l l  th is  w a s  m e n t i o n e d  a c o u p l e

of  d a y s  ago,  y o u  t o u c h e d  o n  it a g a i n  t o n i g h t .  Nov/ w o u l d n ' t

/
I hi s w o r k  to e r o d e  A l a s k a ' s  tax b a s e  u n d e r  the p r o p o s e d  l e g i s l a t i o n

C u m m i n s  Lonot: G a l l a g h e r  - A b s o l u t e l y .



th.it is y o u r  f r a n c h i s e  t u x ?  A n d  w o u l d n ' t  .it w o r k  to e r o d e  

the Lux b a s e  m o r e  .if c o m p a n i e s  w o u l d  m e a s u r e  f o r e i g n  o p e r a t i o n s ,  

let n o  s a y  th at  ag ai n,  a n d  w o u l d n ' t  it w o r k  to e r o d e  to tax  b a s e  

m o r e  for  c o m p a n i e s  w i t h  m a j o r  f o r e i g n  o p e r a t i o n s  t h a n  for  t ho se 

w i t h  o n l y  sma.ll s c a l e  f o r e i g n  o p e r a t i o n s ?  .

fc

C o m m i s s i o n e r  G a l l a g h e r  - W e l l  L e t  m e  say, t a l k  a m i n u t e  a b o u t  

w h e r e  th e s h i f t i n g  c e n t e r s  a r e  in th e  w o r l d .  I t ' s  tr ue  

t h a t  I th i nk , I b e l i e v e ,  S a u d i a  A r a b i a  g i v e s  t h e  c o m p a n i e s  n i n e  

c e n t s  f o r e v e r y  b a r r e l  t h e y  r a i s e  a f t e r  t h e y  p a y  f o r  e x p e n s e s .
* v . ’  ** %

I t h i n k  t h a t ' s  w h a t  S a u d i a  A r a b i a  g i v e s .  A n d  t h o s e  w e l l s  a r e  f i f t e e n

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

in a h u r r y .  B u t  a l o t  of p r o f i t  c e n t e r s  a r e  s h i f t e d  to o t h e r

a r e a s  o f  the b u s i n e s s .  if y o u  w i l l  l o o k  a t  the t r a n s p o r t a t i o n

b u s i n e s s  Cor i n t e g r a t e d  c o m p a n i e s  y o u  m i g h t  f i n d  the p r o f i t  c e n t e r
»

i.s s h i f t e d  there. F e d e r a l  . g o v e r n m e n t  has, m a y  h a v e  a o i l  h e a d  

put  o n p r i c e  c e i l i n g s  on  the w e l l  he ad.  T h e y  a l s o  h a v e  it on 

s o m e  r e f i n e d  p r o d u c t s  b u t  not  the w h o l e  b a r r e l .  I n f a c t  the 

I o w e  r e n d  o f  the b a r r e l  is p r e t t y  well, d e c o n t r o l l e d  and  they  r e c e i v e  

w h a t e v e r  p r i c e  they w a n t .  Y o u  k n o w ,  al l s o r t s  of e n d s  of the 

b u s i n e s s  y o u  c a n  t r a n s f e r  y o u r  p r o f i t s  to.

G e o r g e  Si li dos - I'll jus t ta ke  i.L for w h a t  y o u  s a i d  C o m m i s s i o n e r .

W< • 1.1 let m e  a s k  y o u  s o m e  ti n g - -

C o m m i s s i o n e r  G a l l a g h e r  - Inl'act y o u  k no w,  i t ' s  q u i t e  o b v i o u s  to 

m e  lh.it the f e d e r a l  g o v e r n m e n t  is L r y i n j  to e n c o u r a g e  tho s h i f t i n g  

o f  p r o f i t  c e n t e r s  av/ay f r o m  p r o d u c t i o n  into r e f i n i n g  a n d  salon.



G e o r g e  Si lull':; - H u t  d o n ' t  t h i n k  t h a t  the fact  t h a t  the

eoinp.jni.es a r e  t a k i n g  t h e i r  p a y m e n t  as i n - k i n d  as it w o r e ,  d o e s

it m a k e  a n y  d i f f e r e n c e  in the, to y o u r  b i l l ?

Mr. M e s s e n g e r  - I b e l i e v e  I r e m e m b e r  the c o m m e n t  t h a t  M ~ . K i l g o r e  

m a d e  e a r l i e r  t h i s  w e e k  a n d  to th e e x t e n t  t h a t  t h e  d i f f e r e n c e  

b e t w e e n  s o m e  o f the d i f f e r e c e  b e t w e e n  b o o k  i n c o m e  a n d  f e d e r a l  

t a x  w o u l d  b o o k  i n c o m e  b e f o r e  t a x e s  a n d  f e d e r a l  t a x a b l e  i n c o m e  

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

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

d i f f e r e n c e  b e t w e e n  b o o k  L n c o m e a n d  f e d e r a l  t a x a b l e  i n c o m e  I b e l i e v e *  

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

b e t w e e n  f e d e r a l  t a x a b l e  i n c o m e  a n d  it w o u l d  b e  s t i l l ,  in o u r  i n t e r e s t

to a d o p t  b o o k  i n c o m o  b e c a u s e  t h e r e  is s t i l l  a.lot of  o t h e r  e r o s i o n s

f r o m  b o o k  i n c o m e  in the I n t e r n a l  R e v e n u e  C o d e  Hook.

I

G e o r g e  S.ilidcs - W e l l ,  I u n d e r s t a n d  w h a t  y o u  a r e  s a y i n g  Mr.

M e s s e n g e r  b u t  y o u r  a n s w e r  is bas.ical.ly yes, t h a t  it d o e s  e r o d e  

s o m e  i f  t h a t  h a p p e n s .

Mr. M e s s e n g e r  - Yes, b u t  it is s t i l l  b e t t o r  m  the f e d e r a l  

tax r e f o r m .

G e o r g e  H i l i d o s  - I see, M a d a m e  C h a i r m a n  if I m a y  a s k  tho s e c o n d  

g u e s t  i o n then, a not: h e r  q u e s t i o n .  D o y o u  h a v e  a n y  idea h o w  m u c h  

i n c o m e  y o u r  p r o p o s e d  l e g i s l a t i o n  w o u l d  a p p o r t i o n  to A l a s k a  as 

a g a i n s t  w h a t  m i g h t  be m e a s u r e d  by  s e p a r a t e  a c c o u n t i n g  as p r o p o s e d  

in the  S e n a t e  liill 10'i for e x a m p l e ,  o n c e  P r u d h o e  b a y  is in o p e r a t i o n



t h a t  in if wo, if i n c o m e  tax  la w r e a l l y  a n d  t r u l y  r e p r e s e n t e d  

t he  9. *1 p e r c e n t  tape.

C o m m i s s i o n e r  G a l l a g h e r  - I t h i n k  it s h o u l d  b e  e s s e n t i a l l y  the 

s a m e .  W e  p i c k  U p  s o m e  a d d i t i o n a l  f e a t u r e s  t h o u g h  l i k e  the d a y s  

in p o r t  l i k e  50 % of  t h e  i n c o m e  f r o m  the t r a n s p o r t a t i o n  

s u b s i d u a r i c s  a s s i g n e d  to  A l a s k a  and,* t h i n g s  l i k e  that. S o  I ' m  

i t ' s  h a r d  to c o m p a r e  it. A l s o  o u r s  w o u l d  p i c k  u p  t h o OC S .

G e o r g e  S i l i d e s  - I see. W e l l  in t h a t  r e g a r d  M a d a m e  C h a i r m a n  

t h a t  b r i n g s  u p  a n o t h e r  q u e s t i o n  then. I n o t i c e  t h a t  y o u  

m e n t i o n e d  th e d a y s  in p o r t  a n d  of  c o u r s e  y o u  w e r e  t a l k i n g  ab o ut , 

a n d  y o u  w e r e  m e n t i o n i n g  a l s o  t h a t  b r i n g s  to m i n d  y o u r  ad v a l o r e m

tax o r  y o u r  h a r d w a r e  tax. If y o u  p u t  a tax o n  the t a n k e r s  a r e n ' t  

y o u  i n c r e a s i n g  tho c o s t  of t r a n s p o r t a t i o n ,  a n d  if y o u  a r c  i n c r e a s i n g  

tho c o s t  of t r a n s p o r t a t i o n  d o e s n ' t  t ha t l o w e r  the w e l l - h e a d  p r i c e ?

C o m m i s s i o n e r  G a l l a g h e r  - Y e a  but, y ou  o n l y  g i v e  up  t w e n t y  c e n t s  on  a 

do.! l a r .

G e o r g e  S H i d e s  - W h a t  y o u  ar e  t e l l i n g  me is th a t the d i f f e r e n t i a l

is w h a t  c o u n t s ?  G i n c e  w o  a r e  on the h a r d w a r e  tax, t h er e  ar e  som e

r e f i n e r i e s  a c o u p l e  o f r e f i n e r i e s  in at N o r t h  K c n a i  a n d  t h e r e  is one

g o i n g  o n  u p  now, b e i n g  b u i l t  n o w  in tho N o r t h  Polo, h a r d l y  c a n  bo

i c i m o d  w o r l d  s c a l e  r e f i n e r i e s ,  e s p e c i a l l y  the o n e  a t the N o r t h  Polo.

If y o u  tax t h o s e  refinor.Les w h o  w i l l  be p a y i n g  t h a t  tax in the long

r u n ?  If w e  ar e  t r y i n g  to e n c o u r a g e  a r e f i n e r y  say in tho N o r t h  Pole

a r e a  to, so 'that the p e o p l e  in the i n t e r i o r  c a n  g e t  the s a m e  p r i c e

for oi.l, fuel oi l  as  th ey  d o  in A n c h o r a g e ,  a r e n ' t  y o u  g i v i n g  w i t h
/

o n e  h a n d  a n d  t a k i n g  a w a y  w i t h  a n o t h e r ?



C o m m i  s:;ioner G a l l a g h e r  -- T h a t ' s  p o s s i b l e .  A l s o  th ey  m a y  b e  

e x p o r t  r e f i n e r i e s  too.

Gcorcje S i l i d e s  - T h e  N o r t h  P o l e  a n  e x p o r t  r e f i n e r y ?

C o m m i s s i o n e r  G a l l a g h e r  - N o t  t h e  N o r t h  P o l e  o n e s ,  o b v i o u s l y  not.
%

G e o r g e  S i l i d e s  - B u t  t h e  S O C A L  o n e ?

C o m m i s s i o n e r  G a l l a g h e r  - I k n o w  s o m e  p i l o t e e r s  f o r  it.

G e o r g e  S i l i d e s  - T h e  S O C A L  o n e ?

C o m m i s s i o n e r  G a l l a g h e r  - Yea.

»
G e o r g e  S i l i d e s  - Ar e  they e x p o r t ?

G e o r g e  S i l i d e s  - I ' m  ju s t c u r i o u s .  A n d  a n o t h e r  q u e s t i o n  on h a r d w a r  

i hen, I 'm p r e s u m i n g  t h a t  the s a m e  a n s w e r  y o u  g a v e  on tho t a n k e r s  

( i n a u d i b l e )  t a n k e r s  g o e s  for the  i n c r e a s e  tax o n tho p i p e l i n e .

Cmiimiss.; i on er G a l l a g h e r  - T h o  i n c r e a s e  tax, t h e r e  is no .increase 

lax o n  t h e p i p e l i n e .

G.-orgo S i l i d e s  - W e l l ,  u n d e r  y o u r  s y s t e m  t h e r e  w o u l d  be a g r e a t e r



C o m m i s s i o n e r  G a l l a g h e r  - N o  w e ' r e  j u s t  t r y i n g  to e u r o  o u r  c o u r t  

e a s e .

G e o r g e  S i l i d e s  .- I see.

C o m m i s s i o n e r  G a l l a g h e r  - W e  a l r e a d y  t h i n k  w e  h a v e  it.
- %

G e o r g e  S i l i d e s  - O n e  f i n a l  t e c h n i c a l  t h i n g  a g a i n  M a d a m e  C h a i r m a n .

A r e  y o u  a w a r e  C o m m i s s i o n e r  t h a t  in a d d i t i o n  to the W a l t e r  J. L e a v y  

A s s o c i a t e s  f i n d i n g  a f l a w  in  o n l y  p a r t  o f  y o u r  s e v e r a n c e  t a x  b il l,  

d i d  y o u  k n o w  t h a t  th e R e s e a r c h  D i v i s i o n  o f  L e g i s l a t i v e  A f f a i r s  

A g e n c y  h a s  a l s o  f o u n d  e s s e n t i a l l y  t h e  s a m e  f l a w ?  • .

C o m m i s s i o n e r  G a l l a g h e r  - I d o n ' t ,  t h a t  is n o t  a flaw. T h a t  is the

c e n t s  p e r  b a r r e l  for c o m i n g  in a n d  p l a y i n g  a p a r t  there. It w o r k s

e x a c t l y  l i k e  it is i n t e n d e d .  T h o s e  f i e l d s  th at  are, w h e r e  the f o r m u l a

/

w o r k s  o u t  to bn 50 p e r c e n t  o f  w h a t  the p h e n o m e n a l  r a t e  s h o u l d  be, 

is in f a c t  50 p e r c e n t .”

G e o r g e  S i l i d e s  - Well. C o m m i s s i o n e r ,  I ' m  ju s t c a l l i n g  it to y o u r  

at l.enl ion so th a t y o u  m a y b e  c a n  ta lk  to Mr. E r i c k s o n  b e c a u s e  he 

f e e l s  like the W a l t e r  J. L e a v y  A s s o c i a t e s  d o e s  t h a t  the b i l l  is 

no t  ful.fi l ling th e f u n c t i o n  th at  y o u  d e s i g n e d  it for a n d  I ' m  o n l y  

b r i n g i n g  it to y o u r  a t t e n t i o n .  I ' m  no t in the p o s i t i o n ,  I d o n ' t  

k n o w  e n o u g h  a b o u t  it to a r g u e  a b o u t  it.



$
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C H A I R M A N  P O L A N D  - U c  w i l l  b r i n g  the m e e t i n g  o f  the S e n a t e  

a n d  H o u s e  R e s o u r c e s  C o m m i t t e e  m e e t i n g s  to order. W e  h a v e  

w i t h  us as o u r  first w i t n e s s  this m o r n i n g ,  o u r  c o n s u l t a n t  

f r o m  the f i r m  of W a l t e r  J. Levy, Mr. R i c h a r d  Kilgore. W e  

h a v e  a s k e d  Mr. K i l g o r e  to a d d r e s s  us this m o r n i n g  on the 

net i n c o m e  **ax b i l l s  a n d  t h o s e  c l o s e l y  a s s o c i a t e d  thereto.

W e  w i l l  b r e a k  at 10 :00 AM, a n d  w i l l  r e s u m e  a g a i n  this 

a f t e r n o o n  at 1:30 PM.

For those w h o  are s i t t i n g  b e h i n d  me, if y o u ' l l  raise yo u r 

h a n d  so that Mr. F a r l e i g h  can n o t i f y  me  if y o u  ha ve a question, 

y ou  w i l l  be r ec og n i z e d ,  a n d  w i t h  that I'd like co w e l c o m e  

Mr. K i l g o r e  b a c k  to A l a s k a  and let h im take over.

R I C H A R D  K I L G O R E  - T h a n k  y o u  S e n a t o r  Poland. I think it 

is a p p r o p r i a t e  s in c e I. am  the l e a d o f f  w i t n e s s ,  that I p r e se n t 

her e this m o r n i n g  wh at  I ca ll  an o v e r v i e w  of tax legislation.

C H A I R M A N  P OL AN D  - Mr. Ki lg or e , Cor the record, w o u l d  you 

id e nt i fy  yourself.



R I C H A R D  K I L G O R E  - Vos. I ’m  R i c h a r d  Kilgore. I 'm  D i r e c t o r  

of  R e s e a r c h  Cor W. J. Levy, C o n s u l t a n t s .  I ’ve b e e n  w i t h  

the f i r m  Cor .about f o u r t e e n  years.

W h a t  I ' m  g o i n g  to a t t e m p t  to do h e r e  this m o r n i n g  is to p r o v i d e  

w h a t  w e  w o u l d  ca ll  an ov e rv i e w .  I ' m  n ot  r e a l l y  g o i n g  to go 

into v e r y  m u c h  d e t a i l  a b o u t  the i n d i v i d u a l  p i e ce s of  legis-' 

l at i o n,  at least the s p e c i f i c  p r o v i s i o n s  o f  C h e m c and 

c o n c e n t r a t e  m o r e  o n  t h e . a p p r o a c h e s , *'he al t er n a t i v e s ,  and  

so on. M o s t  of m y  r e m a r k s  w i l l  h a v e  to do w i t h  i ncome  

t ax a ti on ,  but I a l s o  h a v e  some r e m a r k s  on s e v e r a n c e  t a x a t i o n  

if w e  h a v e  e n o u g h  time; and I'd like to say a little b it  

i.n the end about  a total tax p a c k a g e  - total tax re gime 

in A l a s k a  b e c a u s e  the w h o l e  t hi n g is o b v i o u s l y  m o r e  than 

a s um  of th ese p a r t s  if it has to do w i t h  the impact of  the 

total program.

I'd like to look at the m a j o r  areas of t a x a t i o n  and r eally 

c o n s i d e r  the a l t e r n a t i v e s  p r e s e n t e d  to you b e c a u s e  they 

are q u i t e  diverse, and g i v e  y o u  our a p p r e c i a t i o n ,  really, 

of  the m a j o r  pros and con s this time of the m a j o r  pieces 

of  le gi slation,  of the m a j o r  a p p r o a c h e s  and the kinds of 

pros and cons, a d v a n t a g e s  and d i s a d v a n t a g e s  w h i c h  we think 

y o u  L e g i s l a t o r s  s h o u l d  he l o o k i n g  at and a s k i n g  q u e s t i o n s  . 

of w i t n e s s e s  as you go along. We w i l l  be a v a i l a b l e  as I 

s a y , Co r s poe i f i c s 1. a t e r .



As m a n y  oC you m a y  re call, o u r  fi rm  has b e e n  u r g i n g  upo n 

the l e g i s l a t u r e ,  for m a n y  yea rs, that it r e v i e w  its c o r p o r a t e  

i n c o m e  tax, and e s p e c i a l l y  to do this b e f o r e  P r u d h o e  Bay 

P r o d u c t i o n  r e a l l y  c o me s  on a n d  y o u  h a v e  m a j o r  q u es t i o n s  of 

t a x a t i o n  there. W e  h a v e  p o i n t e d . o u t  in the past, and I th ink 

i t ’s fa i r l y  w e l l  k n o w n  n o w  the p r o b l e m s  o f  a p p o r t i o n m e n t  u n d e r  

the p r e s e n t  r e g u l a t i o n ,  and I d on ' t r e a l l y  t h in k  w e  h a v e  to 

ge t i nt o that in detail. W e  o u r s e l v e s  d id  our own an a ly s is  

o f  h o w  the p r e s e n t  s y s t e m  m i g h t  w o r k  for P r u d h o e  Bay. T a k i n g  

d a t a  s u b m i t t e d  by SOHIO, in s u b m i s s i o n  1 at the r e q u es t  

of  the l e g is l at u re ,  and v e r y  r o u g h l y  w h a t  it turne d up was 

that if one a p p l i e s  the p r e s e n t  system, that is the three 

fac to r a p p o r t i o n m e n t  s y s t e m  w i t h  sales i nd property, and 

pa y ro l l,  w h a t  y o u  turn up in the w a y  of income  a p p o r t i o n  

to A l a s k a  is r o u g h l y  one. q u a r t e r  of wh a t the p r o d u c in g  

i nc o me  and the p i p e l i n e  in co me w o u l d  be. S a y i n g  that a n o th e r 

w a y  - if the present' s y s t e m  w e r e  a p p l i e d  to Prudhoe, us in g 

as i say, data s u p p l i e d  by SOHIO, wha t you w o u l d  get is an 

e f f e c t i v e  rate of  t a x a t i o n  instead of s o m e t h i n g  like 9.47»- 

an e f f e c t i v e  rate of tax ation,  r o u g h l y  a q u a r t e r  of that, 

two to two and a h a l f  percen t,  so there are o b v i o u s l y  problems  

w i t h  the p r e se nt  system, an d  as I say, I w o n ' t  b u r de n  you 

w i t h  too m uc h  of that as I think by this time it's fairly 

we LI k n o w n  by ev er yone.



Now, y o u  at the p r e s e n t  tim e h a v e  be Core y ou  three d i f f e r e n t

b ills, b a s i c a l l y  two d i f f e r e n t  a p p r o a c h e s ,  but three d i f f e r e n t

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

i n a p p r o p r i a t e n e s s  o f  t h e  p r e s e n t  f o r m u l a .  T h e  f i r s t  is the
»

b i l l  s u b m i t t e d  by  the G o v e r n o r ,  a n d  this comes out of the 

w o r k  o f  P r o f e s s o r s  Z e i f m a n  a n d  A i n s v / r t h ,  and a re po r t  done 

by the D e p a r t m e n t  o f  R e v e n ue .  Thi s is SB 236, a nd  HB 322.

W e  b a s i c a l l y  f e e l  t h a t  th is  is q u i t e  an  i m a g i n a t i v e  a n d  n e w  

a p p r o a c h ,  a n d  i n v o l v e s  b a s i c a l l y  two f e a t u r e s :  A  c h a n g e  in

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

I ' l l  c om e  b a c k  to that. Second, we h a v e  a b i l l  on s e p a r a t e  

a c c o u n t i n g  I n t r o d u c e d  by the s u b c o m m i t t e e  on le asing a n d  

t a x a ti o n,  and th i rd  we h a v e  the net p r o c e e d s  b i l l  i n t r o d u c e d  

a g a i n  this ye a r wk.'eh r e a d s  to s i m i l a r ,  a n d  I g u e s s  e v e n
4

id entical, to the net p r o c e e d s  tax of last year. So we have 

t hr ee  bi l ls  b a s i c a l l y ,  I' m g o i n g  to say, on two approaches, 

and lets look at s o m e  of the pros a nd  cons of these. I should 

say at the o u t s e t  that like m a n y  things in the field of 

ta xa t io n , no o n e  a p p r o a c h e s  his ideal here, there's no 

m a g i c  a n s w e r  to this th at's g o i n g  to come out, and one 

a p p r o a c h  is not ju st  g o i n g  to s ta n d ont that is u n i q ue l y 

h o t t e r  than any o t h e r  one. It's not the case. So

t h e r e ' s  c l e a r l y  r o o m  for de bate, ajul for your ca ref ul look 

at t hese a p p r o a c h e s .  So first lets look at this Governor's' 

b i l l  (Mailing out of the Z e i f m a n  and-.Ainsworth work. ’



b a s i c a l l y ,  as y o u  s g c , there a r c  two f eatu re s to this le gi sl ation. 

O n e  is a c h a n g e  in the tax base, and the s e c o n d  is a change, 

as I say, in the a p p o r t i o n m e n t  fac to r s t he mselves.  The p r e s e n t  

s y s t e m  as y o u  p r o b a b l y  know, uses, f e d e r a l  t a x a bl e  income.

T h a t ' s  its base, and takes a p o r t i o n  of that fe de ra l  taxable  

income. This n e w  p r o p o s a l  i n v o l v e s  a s w i t c h  to b o o k  n et  i n c o m e  

b e f o r e  i nc o me  taxes as r e p o r t e d  by  oil c o m p a n i e s  to their 

s t o c k h o l d e r s .  Now, th er e a re  c e r t a i n  c l e a r c u t  a d v a n t a g e s  

or pros for the S t a t e  in this s w i t c h  in t ax  b a s e  from 

t a xa b le  income  to. b o o k  net p r o f it s . F i r s t  o f  all, 

figures are r e a d i l y  a v a i l a b l e  from a n n u a l  reports. This 

c o n c e p t  of i n co me  is r e p o r t e d  by mo s t c o m p a n i e s  or at least 

m o s t  of the m a j o r  c o m p a n i e s  that w i l l  be o p e r a t i n g  as oil 

p r o d u c e r s  in Al as ka . Second, as y ou  w i l l  hear, I'm sure, 

from P r o f e s s o r  Z e i f m a n  an d  from the R e v e n u e  De partmen t,  

there are fewer so c a l l e d  e r o s i o n s  than in fe deral 

t a x a b l e  income, that is u n d e r  federal t a x a bl e income rules 

there are v a r i ou s  k in ds  of g e n e r o u s  a c c o u n t i n g  rules a l l o w e d  

to c o m p a n i e s  w h i c h  w o r k s  to r e d u c e  the a m o u n t  of income 

on w h i c h  they pay taxes, and y o u ' r e  fairly f a m i li a r with 

this Loo, I'm sure. S u c h  things as i n t a n g i b l e  d r i l l i n g  

e x penr.es are u n de r  federal tax law, can be tr ea te d  as 

e x p e n s e  items, n o t  as c a pi t al  items, and this i n v o lv e s large 

w r i t e - o f f s .  The federal g o v e r n m e n t  a l l o w s  a c c e l e r a t e d  

d e p r e c i a t i o n  and so on, and c o m p a n i e s  in their b o o k  a c c o u n t i n g



rarely, if ever, e x p a n s e  i n t a n g i b l e s  or use acce le ra ted.

T h e y  use n o r m a l  k in d s of d e p r e c i a t i o n  u n d e r  n o r m a l  a c c o u n t i n g  

rules. So v e r y  c l e a r l y  s w i t c h i n g  in this d i r e c t i o n  res ul ts  in 

a h i g h e r  tax ba s e than f e d e r a l  t a x a bl e  income, a nd  this o b v i o u s l y

t hr o ws  up m o r e  i nc o me  to the S t a t e  of Al as k a.  But s w i t c h i n g
•• •% •. .

f r o m  taxa bl e i ncome  to de bt  b o o k  i n c om e  does h a v e  problems..

It is not w i t h o u t  pr o bl em s. I'l l j u s t  e n u m e r a t e  a few of these. 

L a t e r  we can talk a b o u t  th es e in m e - e  detail. E v e n  w i t h i n  

a c c e p t a b l e  a c c o u n t i n g  p r i n c i p a l s  there's a c e r t a i n  flexability, 

o b v i o u s l y ,  to c o m p a n i e s  in r e s p e c t  to h o w  they r eport income, 

the k i n d  of d e d u c t i o n  and so on. I n v e n t o r y  gains and losses 

are o f t e n  tr eated d i f f e r e n t l y  by co m pa n ie s , and  they have 

so me  c h o i c e  in this. C u r r e n c y  changes, h o w  they are a f f e c t e d  

by c u r r e n c y  cha ng es , g a in s an d losses, they are of ten tr eated
i

d i f f e r e n t l y  by co mpan i es .  I n c i d e n t a l l y ,  some of these factors 

w h i c h  r e s u l t e d  in d i f f e r e n t  k i n d s  of  a c c o u n t i n g  don't always 

ev en  s h o w  up in c o m p a n y  a n n u a l  reports. II: th ey're not m a t e’lal, 

they ma y  not ev en  be s t a t e d  w i t h i n  a c o m p a n y  ann ual report.

O ne  w o u l d  p r o b a b l y  h a v e  to go b e y o n d  that, if one w a n t e d  to 

see the e f f e c t  of these factors. T h e r e  is al so  a certain 

a m o u n t  of f l e x i b i l i t y  i.n a c c o u n t i n g  for w r i t e - o f f s .  When 

do es  one real iz e  a loss, if one  has some so r t  of venture 

that is going, bad, at wh a t  po i nt  do you w r i t e  the thing 

o f f  as a total loss? T h e r e  is a c e r t a i n  a m o u n t  of fl exib il it y 

in this. C o m p a n i e s  at times w i l l  use w h a t  is so me ti mes



c a l l e d  che " b l o o d  b a t h "  a p p r o a c h  to a c c o u n t i n g .  W h e n  things 

r e a l l y  go wrong, a nd  y o u  h a v e  a lot of  losses, there is a 

t e n d e n c y  to j u s t  w r i t e  it a l l  o f f  in o n e  year, and  take all 

the b a d  at one time. Of  course, the c o m p a n y  d o i n g  this, 

it w o u l d  e f f ec t  the tax b a s e  that A l a s k a  w o u l d  be lo o ki n g 

to in this ap pr o ac h . But, I d o n ' t  t hi nk  a n y  o f  these w h i l e  

the y p r e s e n t  p r o b l e m s  in s w i t c h i n g  to b o o k  i ncome are p r o b a b l y  

d i s a b l i n g .  R e v i s i o n s  c o u l d  al s o be a problem. C o mp an i es  

at times c h a n g e  a c c o u n t i n g  p r o c e d u r e s ,  and w i l l  then re vi se 

t h e i r  b o o k  incom e a n d  v a r i o u s  p a r t s  of this b a c k  t h r o u g h  time, 

a n d  this w o u l d  c a us e  p r o b l e m s  a l s o  i.f one does this, if there's 

a later revis ion, do y o u  then c h a n g e  yo u r tax base, and so on. 

So this p r e s e n t s  pr ob lems. I t hi nk  perhap s,  a more serious 

p r o b l e m  in g o i n g  to p r e - t a x  b o o k  income has to do w i t h  how 

o n e  a r r i v e s  at that. Now, n o r m a l l y  p r e - t a x  income, if you we n t  

a c o m p a n y  a n nu al  report, wh at  y ou  w o u l d  do was take net income 

a f t e r  taxes and add b a c k  all  income tax pa y me nt s, and that's 

a p p a r e n t l y  w h a t  is p r o p o s e d  here in this p ie ce  of legislation. 

T h a t  w o u l d  include all income taxes i n c l u d i n g  income taxes 

pa id  to foreign g o v e r n m e n t s .  This looks to us like it co ul d 

re al l y  pre s en t  probl em s,  and it raises q u e s t i o n s  about what 

sort o f  a tax base you are r e al ly  r e a c h i n g  w h e n  you look 

at p r e - t a x  bo o k  net income. If y o u 'l l  take the ann ua l repor t 

of a c o m p a n y  like K X XO N  w h i c h  is g o i n g  to be an o p e r a to r in 

I'rudhoe Bay, is g o i n g  to bo a p r o d u c e r  there, also a comp a ny  

that has very large fo r ei g n o p e r a t i o n s  and pays very large



f o r e i g n  i n c o m e  taxes, it is v e r y  i n t e r e s t i n g  to sec w h a t  

ha s h a p p e n e d  in the p a s t  to tho se  f o r e i g n  i n co me  taxes, an d  

t he n  I w o u l d  like to tal k a b o u t  w h a t  m a y  h a p p e n  in the future 

to f o r e i g n  i n c o m e  taxes a n d  h o w  this m i g h t  e f f e c t  the tax 

b a s e  th at y o u ' d  be  u s i n g  if y o u  s h o u l d  go to net  b o o k  income 

u n d e r  y o u r  a p p r o p r i a t e  i n c o m e  tax.

If y o u  l o o k  at the a n n u a l  r e p o r t  o f  E X X O N  or a n y  o t h e r  

o i l  c o m p a n y  o p e r a t i n g  in the f o r e i g n  field, w h a t  y o u  w i l l  

f in d  is that o v e r  the p a s t  f e w  years, and p a r t i c u l a r l y  

the y e a r s  '73 a n d  '74, there w a s  a v e r y  s h a r p  b u i l d u p  

in f o r e i g n  in co me  tax p ay me nts. That is tax p a y m e n t s  to 

f o r e i g n  p r o d u c i n g  g o v e r n m e n t s  s u ch  as the S a u d i - A r i b s  in 

Iran, a n d  so on, and the r e s u l t  of this h u g e  i n c r e a s e  

in f o r e i g n  i n c o m e  tax p a y m e n t s  this b i d  b u i l d  up, as you 

all know, had to do w i t h  the i n c re a se  in O P E C  prices.

O P E C  d i c t a t e d  very s u b s t a n t i a l l y  h i g h e r  prices. T h e s e  

h i g h e r  p r i c e s  w e r e - o b v i o u s l y  not i n t e n d e d  to b e n e f i t  

the c o m p a n i e s ,  but to b e n e f i t  the p r o d u c i n g  g o v e r n m e n t s  

t h e m s e l v e s ,  and so w h a t  the p r o d u c i n g  g o v e r n m e n t s  did 

wa s take a large pa rt  of this inc om e g e n e r a t e d  by the very 

m u c h  h i g h e r  p r i c e s  a nd  tax it aw ay  from tho oil c o m p a ni e s 

in the t e r m  of income taxes. Some of it they c a l l ed  

r oyally , so me of it they c a l l e d  income tax, but there v/as * 

a ver y largo income tax c o m p o n e n t  to this, and this resu lted 

in very large i n c r e a s e s  in fo re ign income tax p ay m e n t s



r . i R c  9

#  by o il  c o m p a n t e a . And, if A l a s k a  ha d  b e e n  on this s y s t e m

w h i c h  in v o lv es  u s i n g  b o o k  income, w h a t  w o u l d  h a v e  h a p p e n e d  

o v e r  th es e ye a rs  is that A l a s k a  w o u l d  h a v e  b e n e f i t e d  fr om  

a h u g e  i n c r e a s e  in p r e - t a x  i n c o m e  fr o m  a c o m p a n y  s u c h  as 

EX XON, an d this w o u l d  h a v e  r e s u l t e d  in l a r g e  part. • 

n o t  a f t e r  tax p r o f i t s  E X X O N  earned, but b e c a u s e  o f  its 

i n c o m e  tax p a y m e n t s  to f o r e i g n  gover n me n t.  So Alaska, 

o v e r  this pe ri od , w o u l d  h a v e  b e n e f i t e d  f r o m  a v e r y  short r un  

up in p r e - t a x  i n c o m e  b e c a u s e  of i ncome  tax p a y m e n t s  by  oil

c o m p a n i e s  to f o r e i g n  g o v e r n m e n t s .  It w o u l d  h a v e  w o r k e d  to

the b e n e f i t  of  A l a sk a , h a d  A l a s k a  b e e n  on this system.

Rue n o w , if we look ahead, we find the c o n c e s s i o n  terms 

ac e c h a n g i n g  in the m i d d l e  east and e l s ew h er e , and a l mo st  

all fo re ig n areas. F o r e i g n  g o v e r n m e n t s  h a v e  i n c r e a s i n g l y  

t a ke n  c o n t r o l  of p r o d u c i n g  o p e r a t i o n s  th emse lv es . W h e n  

the c o m p a n i e s  remain, they r e m a i n  as p r o d u c e r s  and o pe rators , 

b ut they s er v e in i n c r e a s i n g l y  d i f f e r e n t  roles. Th ey  se r ve  as 

c o n t r a c t o r s ,  not as c o n c e s s i o n a i r e s ,  and u n d e r  this n ew  

type of system, p a y m e n t s  to the p r o d u c i n g  g o v e r n m e n t s  

tend  not to be in the fo r m of income tax, they tend to 

be in terms of p u r c h a s e  of oil, p u r c h a s e  at m a r k e t  pric es 

w i t h  the c o m p a n i e s  b e i n g  c o m p e n s a t e d  in terms o f  se rv ic e  

fees for their c o n t i n u i n g  o p e r a t i o n s  in these cou ntries.

So what: is beg,inning, to h a p p e n  is these h u g e  pay m en ts

to foreig n producing, g o v e r n m e n t s  are i n c r e a s i n g l y  not

c a l l e d  income tax p a y m e nt s , they are c a l l e d  purchase s,

#

»



p u r c h a s e s  of oil f r o m  the S a u d i  A r a b i a n  S t at o Oil C o m p a n y  

for ex a m pl e,  and a l r e a d y  if y ou  look at the a n n u a l  r e po rt  

o f  a c o m p a n y * l i k e  EXXO N , y o u  w i l l  see that w e  h a v e  a 

d e c l i n e  a l r e a d y  in 1975, a n d  I guess w h e n  the 1976 a n n u a l  

r e p o r t  o f  E X X O N  is out, y o u  will*'find a n o t h e r  d e c l i n e  in 

f o r e i g n  i n c om e tax p a y m e n t s ,  so w h a t  ha d  h a p p e n e d  in 

f o r e i g n  oil m a r k e t s  w o u l d  h a v e  w o r k e d  to the b e n e f i t  of  

A l a s k a  o v e r  the p a s t  f e w  years, but n o w  w o u l d  be w o r k i n g  

in the o c h e r  d i r e c t i o n .  T h a t  is E X X O N  m a y  h a v e  a r e l a t i v e l y  

c o n s t a n t  a f t e r  tax p r o f i t  on  its f o r ei g n p r o d u c i n g  o p e r a t i o n s  

in c o u n t r i e s  s u c h  as S a u d i  Arabia , but its p r e - t a x  w i l l  be 

g o i n g  down. Why ? B e c a u s e  it w o n ' t  be m a k i n g  income tax 

p a y m e n t s  to tho S a u d i ' s  or o t h e r  f o r e ig n  g ov e r n m e n t s .  It 

w i l l  be p u r c h a s i n g  oil and  this w o u l d  e ff e ct  the p r e - t a x  

pr ofit. So you c o u l d  ha v e  a d e c l i n i n g  b a s e  ftom this k i n d  

of thing.

Now, F d w e l l e d  at so m e  lengt h on this b e c a u s e  it's i n t e r e s t i n g  

Wh at  it: d e m o n s t r a t e s  Is that w h e n  you use this approach, 

you do hav e some p r o b l e m s ,  and you have things h a p p e n i n g  

o u t s i d e  A l a s k a  w h i c h  e f f e c t s  the tax base that you arc g o i n g  

to roa ch  an a p p o r t i o n  part of, but it's v er y  m u c h  a f f e c t e d  

by the things that ha ve  nothing, to do w i t h  p r o f i t a b i l i t y  

in Al aska. And this, I think, the foreign income tax things, 

are a g o o d  i l l u s t r a t i o n ,  and they arc an i mp o rt an t one,



a n d  tha t' s w h y  I s p e n t  some time w i t h  this. So u n d e r  this 

k i n d  of s y s t e m  y o u  w o u l d  h a v e  things e f f e c t i n g  net b o o k  

i n c o m e  that r e a l l y  ha ve  v e r y  l i tt l e to do w i t h  Alaska, 

a n d  this is s o m e t h i n g  of a p r o b le m,  and one d o e s n ' t  k n o w  

for the f utur e h o w  these v a r i o u s  k in ds  of c h a n g e s  w o u l d  

e f f e c t  it, and w h a t  I ' m  t a l k i n g  in f o r e i g n  in co me taxes 

p r o b a b l y  w i l l  w o r k  to the d i s a d v a n t a g e  of Al aska. O t h e r  

thing s that w e  m a y  k n o w  n o t h i n g  a bout c o u l d  w o r k  the o t he r

way. So m o v i n g  to b o o k  i n c o m e  as a c o n c e p t  h a d  truly some

a d v a n t a g e s .  Y o u ' l l  h a v e  o b v i o u s l y  a h i g h e r  inco m e  that 

y ou are t r y in g to take a part of, but it's not w i t h o u t  

pr ob le ms. We c an  d i s c u s s  those mo re at some later point.

Th e s e c o n d  part of this a p p r o a c h  has to do w i t h  a ch an ge  

in the a p p o r t i o n m e n t  formula. W h a t  has be en  s u g g e s t e d  

h e r e  in the l e g i s l a t i o n  is c h a n g i n g  from sales to ext ra ction, 

and there are some v e ry  c l e a r  a d v a n t a g e s  to A l a s k a  in this 

o b v i o u s l y .  The e x t r a c t i o n  isn 't o r i e n t e d  m e a s u r e d  and is 

p r o d u c t i o n  m e a s u r e d  in A l a s k a ,  and is o b v i o u s l y  more 

a p p r o p r i a t e  than a m e a s u r e  suc h as sales w h e r e  a large 

part of sales of  c r u d e  oil in A l a sk a are not m a d e  

w i t h i n  Alaska, hut they are made w i t h o u t  Alaska. So this 

ki nd  of a mov e will, c l e a r l y  a p p o r t i o n  mo r e income to Alaska, 

and is c e r t a i n l y  a step in the d i r e c t i o n  of  h i g h e r  a p p r o p r i a t e

income tax r e ce ip ts  for the S t a t e  of Alaska. Mow hero again,

a l t h o u g h  this step o b v i o u s l y  w or ks  in the d i r e c t i o n  of 

f a v o r i n g  Al as ka  and h i g h e r  income tax p a y m en ts  to the State,



t here arc t e c h n i c a l  p r o b l e m s  as w e l l  that you s h o u l d  b e 

a w a r e  of, and’ e s p e c i a l l y  in f o r e i g n  areas. Net p r o d u c t i o n  

of  c o m p a n i e s  is n o t  a l w a y s  so ea s y to define, a nd net 

p r o d u c t i o n  as set out in the a n n u a l  r e p or t s of the oil 

c o m p a n i e s  m a y  n o t  q u i t e  m a t c h  A l a s k a ' s  de f in it ion. The 

l e g i s l a t i o n  b e f o r e  y o u  doe s d e f i n e  net in co me in c e r t a i n  

s p e c i f i e d  ways. T he  p r o d u c t i o n  figures that y o u  get fr om  

Lhe c o m p a n i e s  m a y  n o t  always- m a tc h,  a nd there m a y  b e  

p r o b l e m s  of m e e t i n g  y o u r  d e f i n i t i o n s ,  e s p e c i a l l y  in fo re ign 

a r e a s  s u c h  as I n d o n e s i a ,  for ex ample, w h e r e  c o m p a n ie s w o r k  

u n d e r  co nt r a c t s .  T he  c o n c e p t  of net p r o d u c t i o n  is not the 

s a m e  as tho s i m p l e  s y s t e m  w h e r e  one has the simple ro yal ty 

that o n e  takes off, a nd  it m a y  be d i f f i c u l t  to d e fi ne  wh a t 

r e al l y is net p r o d u c t i o n .  W h a t  is p r o d u c t i o n  of a company? 

W h a t  Is p u r c h a s e d  o i l ?  So that m o v i n g  in this d i r e c t i o n  

ha s s o m e  b e n e f i t s  for tho Stato, but it o b v i o u s l y  is not 

w i i hout; p r o b  1 ems .

fn ge n er a l,  wo fool, that this ap pr oa ch, this one and rather 

n ov el  n e w  a p p r o a c h  for the S t a t e  has c e r t a i n  advantages.

I sunt those up by s a y i n g  it w i l l  c l e a r l y  i n c r e a s e  A l a s k a n  

tax revenues. It w o r k s  b e t t e r  in a sense, and why it does 

is q u i t e  obv ious. Bo o k income is h ig he r  than taxable income. 

K x t r a c t  ion is a b e t t o r  m e a s u r e  than sales, so you throw up 

m o r e  income to Alaska.' If y ou  throw up mo re  income it



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

s o m e t h i n g  l i k e  9 . 4 %  o f  w h a t  w i l l  b e Che p r o d u c i n g  i n c o m e  

in  A l a s k a .  A n d  a 1 C h o u g h  th e a d m i n i s t r a t i o n  e n d  o f  it is n o t  

q u i t e  so s i m p l e  as it l o o k s ,  i n i t i a l l y ,  a n d  f o r  s o m e  o f  Che  

r e a s o n s  t h a t  I ' v e  s e t  o u t  h e r e ,  ic o b v i o u s l y  h a s  s o m e  

a d m i n i s t r a t i v e  a d v a n t a g e s  o v e r  o t h e r  a p p r o a c h e s .  It is s o m e w h a t  

s i m p l e r ,  a n d  this is c e r t a i n l y  a n  a d v a n t a g e  in th is  a p p r o a c h .

N o w  the real b a s i c  d i s a d v a n t a g e  that w e  fe el  to this w h o l e  

a p p r o a c h  is that w h i l e  it w o u l d  get h i g h e r  i n co me  a p p o r t i o n e d  

in Alas k a,  one d o e s n ' t  r e a l l y  k n o w  out o f  this system, h o w  

c l o s e  one w o u l d  get to true p r o f i t a b i l i t y .  Th a t  is, h o w  

m u c h  income in A l a s k a  and h o w  cl os e that is to w h a t  seems 

to be e x t e n s i v e l y  p r o f i t a b i l i t y  in Alaska. Th is  is ve ry  

d i f f i c u l t  to know, ve r y d i f f i c u l t  to k n o w  h o w  cl os e it is.

Tn t o t a l  a n d  c o m p a n y  by c o m p a n y ,  it ' s d i f f i c u l t  to k n o w  h o w  

the t h i n g  wi ll a c L u a l l y  work'..

We o u r s e l v e s  tried a ve ry  s i m p l e  a p p r o a c h  to try to see ho w  

c l o s e  i.t w o u l d  come, and w h a t  we did, and a n y o n e  can do this, 

if one takes the a n n u a l  re po rts to say, the three m a jo r  

c o m p a n i e s  that wi ll  be p r o d u c i n g  on P r u d h o e  Bay, ARCO,

KXXON, and SOIIEO, takes the latest data a v a i l a b l e  for 

i hem, a n d  that's the 1.975 a n nu al  re po rts of  these companies,

(i.lit-* 1 9 / 6  o n e  is n o t  o u t ) ,  a n d  th en  s i m p l y  a d d s  to that  d a t a  

fo r P r u d h o e  Bay, p r o f i t a b i l i t y ,  p r o d u c t i o n ,  a n d  so f o r t h  

for P r u d h o e  Bay, a n d  r a t h e r  th an  m a k e  o u r  o w n  e s t i m a t e s



Cor that, a g a i n  w o  tu r n to the da ta  s u b m i t t e d  by SOHIO,

in S O H I O  s u b m i s s i o n  L, so w h a t  we a t t e m p t e d  to do was

s i m p l y  c o m b i n e  the d a t a  for P r u d h o e  R a y / A l y e s k a  as c o n t a i n e d

in S O H I O  s u b m i s s i o n  1, w i t h  the c o m p a n y ' s  l a te st  a n n u a l
%

r e p o r t  data, and  th e n a t t e m p t e d ' t o  see h o w  this n e w  a p p r o a c h  

w o u l d  w o r k  that is u s i n g  as our tax b a s e  p r e - t a x  b o o k  in co me 

a n d  then u s i n g  a p r o p e r t y  factor, p a y r o l l  f actor and an  

e x t r a c t i o n  factor, an d  this is a v e r y  r o u g h  a p p r o x i m a t i o n  

o b v i o u s l y ,  b ut  w h a t  h a p p e n s  w h e n  one does that, y o u  find 

out that this a p p o r t i o n m e n t  f o r m u l a  does not a p p o r t i o n  

a ll  the inco me  that is a s s u m e d  for P r u d h o e - B a y  and Alyeska.

It does not a p p o r t i o n  it all, and m o r e  i n t e r e s t i n g  than that, 

w h a t  y o u  get is if you look at the three compa n ie s , j u st  to 

see h o w  three c o m p a n i e s  of this type w o u l d  fare u n de r this 

system,  you get q u i t e  d i f f e r e n t  r e s u l t s  for the d i f f e r e n t  

c o m p a n i e s .  T h a t  is, ;ome c o mp a n i e s ,  at least one of the 

c o m p a n i e s ,  you w o u l d  get a f a ir ly  hi g h  p o r p o r t i o n  of the 

inc ome e a r n e d  in A l a s k a  by this ap proach. F ro m  a n o t h e r  

c o m p a n y , you w o u l d  got q u i t e  low p e r c e n t a g e  of it, so 

that one could, at least this little i l l u s t r a t i o n  suggests, 

'hat one c ou l d h a v e  c o m p a n i e s  w i t h  e x a c t l y  s i m i l a r  o p e r a t i o n s  

in A l a s k a  such as for e x a m p l e  A11C0 and KXXON, and get very 

d i f f e r e n t  lax l i a b i l i t i e s  for the two c om p an ie s , and we 

think this looks to bo a p o t e n t i a l  d i sa d v a n t a g e .  Yo u  say 

i hi:; is o.n I y an i l l u s t r a t i o n  and one d o e s n ' t  k n o w  what 

w o u l d  be thrown out of tills ap p ro a ch ,  but it does su ggest



that w h a t  y o u  m a y  be g e t t i n g  in the w a y  of a p p o r t i o n

i n c o m e  a nd i n c o m e  tax p a y m e n t s  m a y  be o f f  the m a r k  of w h a t  
■

p r o f i t a b i l i t y  r e a l l y  is. So, w e  r e c e i v e  that as k i n d  o f  

the k e y  d r a w  b a c k  to this. Y o u  go in the r i g h t  d ir ec tion,
« i

b u t  y o u  d o n ' t  k n o w  w h e r e  y o u  r e a l l y  are. So m e  p e op l e c o u l d  

be u n d e r p a y i n g  i n c o m e  taxes, o t h e r  p e o p l e  c o u l d  be o v er p ay i ng ,  

a n d  h o w  it w o u l d  b a l a n c e  o u t  to the S t a t e  as a whole, it's 

d i f f i c u l t  to say.

W e  w o u l d  m a k e  this s u g g e s t i o n .  If the l e g i s l a t u r e  d e c id e s • 

that this n e w  a p p r o a c h  in the b i l l  s u b m i t t e d  by  the G o v e r n o r  

is tho a p p r o a c h  it w an ts ,  and it m i g h t  w e l l  b e c a u s e  

of e a s e  of a d m i n i s t r a t i o n  or w h a t e v e r  r e a s o n s  that one c ho se  

this, w e  w o u l d  s u g g e s t  t’aat p e r h a p s  the l e g i s l a t u r e  m i g h t
t

w a n t  to c o n s i d e r  at the sa me  time that it d i d  this, that 

it ask or r e q u i r e  of the D e p a r t m e n t  of R e v e n u e  that it 

p r o v i d e  e v e r y  year, e s t i m a t e s  of p r o f i t a b i l i t y  on oil and 

gas  p r o d u c t i o n  w i t h i n  Alas k a,  p e r h ap s  w i t h  input from 

c o m p a n y ,  I do n't know, but e s t i m a t e s  by  Rev e nu e , the be s t 

e s t i m a t e s  they can m a k e  and h o w  m u c h  is m a d e  on oil p r od u ct i on ,  

p i p e l i n i n g  or w h a t e v e r  in Alas ka , so that tho l e g i s l a t u r e  

ca n lake this in fo rm a ti on ,  set it a g a i n s t  the inc ome tax 

r e c e i p t s  it's a c t u a l l y  ge t ti n g,  an d  try to get some m e a s u r e  

of h o w  this tlunj' is r e a l l y  w o r ki n g,  that is h o w  w e l l  is 

it a c h i e v i n g  its g o a l  of I d e n t i f y i n g  income In Alaska.



P e r h a p s  s u c h  r e p o r t s  c o u l d  e v e n  h a v e  d a t a  b y  c o m p a n y  no t  

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

a l so , so  t ha t the l e g i s l a t u r e  c o u l d  e v a l u a t e  o v e r  tim e 

h o w  w e l l  it w a s  w o r k i n g  c o m p a n y  b y  c o m p a n y .  So th at  if 

y o u  t a k e  this a p p r o a c h ,  w e  s u g g e s t  t h a t  y o u  m i g h t  want'* 

to c o n s i d e r  a l s o  g e t t i n g  s o m e  s o r t  o f  i n f o r m a t i o n  e s t i m a t e s  

o u t  o f  the D e p a r t m e n t  so t h a t  y o u  w o u l d  b e  i n . a  p o s i t i o n  

to e v a l u a t e  ir. s u b s e q u e n t  y e a r s  ho v w e l l  it s e e m s  to b e  

w o r k i n g .

M o v i n g  f r o m  this a p p r o a c h  to a s e c o n d  a n d  q u i t e  d i f f e r e n t  

a p p r o a c h  Lo i n c o m e  t a x a t i o n ,  t a k e  a l oo k at  d i r e c t  a c c o u n t i n g .  

Mow, in p r i n c i p a l  of c o u r s e ,  d i r e c t  a c c o u n t i n g  is g e t t i n g  

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

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

oil. a n d  ga s o p e r a t i o n s  in A l a s k a ,  so tha t in p r i n c i p a l  at 

least, if it ca n  be d o n e  in a r e a s o n a b l e  wa y , it does not 

s u f f e r  f r o m  the d e f e c t s  o f  th i s o t h e r  a p p r o a c h .  It is 

t r y i n g  to m e a s u r e  d i r e c t l y  w h a t  y o u  r e a l l y  w a n t  to tax, 

in total in c o m p a n y  by c o m p a n y ,  a n d  w e ' v e  a l w a y s  felt if it 

w a s  l e g a l l y  p o s s i b l e  to do  th is,  a n d  it w e r e  a d m i n i s t r a t i v e l y  

p o s s i b l e  to do this, this; w o u l d  scein^ to b e  the logical, a p p r o a c h  

to La x.t tio n. How, the p r o b l e m  as w i l l  b e p o i n t e d  out by m a n y  

o t h e r  p e o p l e  w h o  will, be t e s t i f y i n g  in h e r o  is that t h e r e  a r e



p r o b l e m s  of a d m i n i s t r a t i o n .  T h e r e  c l e a r l y  are, and they are 

real. T h e r e  are v a r i o u s  p r o b l e m s  of h o w  one al l oc a te s  

e x p e n s e s  to A l a sk a , h o w  does one look at a n d  e v a l u a t e  i n t e r­

a f f i l i a t e  sales, a n d  thi ng s o f  this sort, c o r p o r a t e  o v e r h e a d
• *

a n d  h o w  m u c h  is a l l o c a t e d  to A l as k a,  a n d  so on. So that there 

a re v e r y  rea l a d m i n i s t r a t i v e  p r o b l e m s  to this approach, e v en  

t h o u g h  it is a m o r e  s t r a i g h t  f o r w a r d  approach. It requi res, 

on  the par t of  tax a d m i n i s t r a t o r ' s  rules, r e gu l a t i o n s ,  rath e r 

e x t e n s i v e  ones, a n d  o b v i o u s l y  i n v o l ve s  a u d i t  capabilit ie s.

O n e  has to audit. T h e r e  is a lot m o r e  a u d i t i n g  u nd er this 

a p p r o a c h ,  a nd  so on. And a lot, I think, has be e n  said 

in the re por ts by the D e p a r t m e n t  of R e v e n u e  and by Pr o fe ss o rs  

Z e i f m a n  and M n s w o r t h  a b o u t  these a d m i n i s t r a t i v e  problems.

W h a t  we  w o u l d  u r g e  the l e g i s l a t u r e  to do though is really 

to try to w e i g h  these v e r y  c a r ef u ll y . Th is is the m a j o r  

d r a w b a c k ,  the a d m i n i s t r a t i v e  p r o b l e m s  in this mo r e  direct 

m o r e  logical a p p r o a c h ,  w e i g h  v e r y  c a r e f u l l y  just what are 

the m a g n i t u d e  of these p r o b l e m s ?  Ho w  d i f f i c u l t  are they • 

to h a n d l e ?  How m a n y  p e o p l e  w i l l  be i n vo lv ed? How 

m u c h  m o n e y  w o u l d  ha v e to bo sp ent and so forth. How di f fi c ul t  

is it. really? A n d  w h a t  see ms  to me tho a t t em p t you have 

to got some judgement: as is to w e i g h  w h e t h e r  tho d if f iculti es  

in admi ni .strut i ng this th ing are re al ly  w o r t h  the effort..

It is a d i f f i c u l t  thing, really, to assess, and I think that
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Look for p a r a l l e l s  e l s e w h e r e  or g e n e r a l  p r o b l e m s  o f  s ep a r a t e

a c c o u n t i n g  or d i r e c t  a c c o u n t i n g  in o t h e r  states. I don't

t h i n k  y o u  cat put too m u c h  w e i g h t  s i m p l y  on the fact that

c o m p a n i e s  s o m e t i m e s  fa vo r  s e p a r a t e  a c c o u n t i n g .  I th ink

• •

w h e n  y o u ' r e  l o o k i n g  at the d i f f i c u l t i e s  here, y o u ' v e  

r e a l l y  got  to l o o k  at the c i r c u m s t a n c e s  o f  the oil p r o d u c i n g  

o p e r a t i o n s  in A l a s k a  a n d  try ti g et  so m e  h a n d l e  on this 

by  l o o k i n g  at that, not by  l o o k i n g  at p a r a l l e l s  elsewhere.

T r y  to a s s e s s _______________________ a s k  q u e s t i o n s  on h o w  to

as se s s,  h o w  d i f f i c u l t  it w o u l d  b e  for the oil p r o d u c i n g  

i n d u s t r y  in Alaska. T h a t ' s  w h a t  w e ' r e  t a l k i n g  about.

I! w o n ' t  r e a l l y  s p e n d  m u c h  t i m e  o n  the ne t p r o c e e d s .  It

w a s  a n  a t t e m p t  las t y e ar , r e a l l y ,  an i n d i r e c t  a t t e m p t

at d i r e c t  a c c o u n t i n g  b y  a s e p a r a t e  o i l  a n d  ga s p r o d u c t i o n  

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

s e p a r a t e  accountii.g a n d  f r o m  the s e p a r a t e  a c c o u n t i n g  bill, 

it ' s b a s i c a l l y  the -painc a p p r o a c h  as d i r e c t  a c c o u n t i n g .  So 

r t h i n k  if o n e  is g o i n g  the r o u t e  of  a t t e m p t i n g  d i r c c t L y  to

e s t i m a t e  or  tax i n c o m e  in A l a s k a ,  o n e  w o u l d  w o r r y  a b o u t  the

d i f f o r e n c e s  b e t w e e n  tho net p r o c e e d s  a n d  the s e p a r a t e  a c c o u n t i n g  

lax, bui m o r e  i m p o r t a n t ,  I t hi n k ,  a r e the tw o b a s i c  

approach!!?; to i n c o m e  t a x a t i o n  in A l a s k a ,  a n d  w h a t  y o u ' r e  

g o i n g  1 o h a v e  to d o  is w e i g h  v e r y  c a r e f u l l y  the pros, c o n s’,,

a d v a n t a g e s  and  d i s a d v a n t a g e s  o f  t h e s e  two b a s i c  a p p r o a c h e s

to a p r o b l e m  i n h e r e n t  in the p r e s e n t  c o r p o r a t e  i n c o m e  tax



r e g i m e  in A l a s k a  as it a p p l i e s  to oil a nd  gas pr od uction.

C h a i r m a n  Poland, I h a d  p l a n n e d  at this time to go on w i t h  

som e c o m m e n t s  on s e v e r a n c e  tax. I d o n ' t  k n o w  w h e t h e r  y o u  

w o u l d  w a n t  to b r e a k  for q u e s t i o n s  on c o r p o r a t e  i nc o me  

t a x a t i o n  or go on. ‘ ,

C H A I R M A N  P O L A N D  - Do any m e m b e r s  of  the c o m m i t t e e  have any 

q u e s t i o n s  that they w o u l d  like to a sk  Mr. K i l g o r e  at this 

time? ' ‘

SIC N A T O  R llb'BER - M a d a m  Ch a i rm a n,  I t h o u g h t  that Di ck m i g h t  

w a n t  to m a k e  some c o m m e n t s  on the data b a s e  w h i c h  you 

g a t h e r  by a net p r o c e e d s  tax a p p r o a c h  that you m a y  not find 

a v a i l a b l e  in the o t h e r  ones. T h a t ' s  be en  a m a j o r  c o n s i d e r a t i o n  

by Lev y C o mp an y  and A s s o c i a t e s ,  h e l p i n g  to d e v e l o p  that 

p a r t i c u l a r  item.

R I C H A R D  KJ I,CORE - Okay, this is one ol: the obvious. L o o ki n g

at this and di re c t  a c c o u n t i n g ,  this is one of the a s p ec t s to it.

A m i  the not p r o c e e d s  things, you are d o i n g  it on kin d of a

p r o p e r t y  by p r o p e r t y  basis. You are tmL a g g r e g a t i n g  every- 
«

thing, as you m i gh t  un d er  c e r t a i n  s e p a r a t e  a c c o u n t i n g  

a p p r o a c h e s ,  and h a v i n g  a c c e s s  to that ki n d of inform at io n



w o u l d  b o  o f  u s e  Co Che S C a C c ,  b e c a u s e  iC d o e s  g i v e  Ch e 

S C a C o  s o m e  f e e l  for p r o f i C a b i l i C y  o f  i n d i v i d u a l  p r o p e r C i e s ,  

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

in v a r i o u s  fi e l d s ,  a n d  so on. A n d  Ch a C is o f  v a l u e  o b v i o u s l y  

in d e s i g n i n g  or  f u r c h e r  m o d i f y i n g  Che C a x  r e g i m e  in A l a s k a .

C H A I R M A N  P O L A N Q  - A n y  q u e s C i o n s ?  V e r y  w e l l ,  Mr. K i l g o r e .

W e  w i l l  g o  o n  Co Che s e v e r a n c e  C a x  aC Ch is  ci me  Chen.

R I C H A R D  K I L G O R E  - I b e l i e v e  o u r  f i r m  is o n  r e c o r d  as s a y i n g

C h a C  Chis  r e a l l y  is a n  a p p r o p r i a t e  c i m e  Co r e v i e w  y o u r

s e v e r a n c e  cax. W e  h a v e  m a j o r  n e w  p r o d u c t i o n  c o m i n g  on 

in P r u d h o e  Bay, a n d  this p r o d u c t i o n  w h i c h  is o b v i o u s  y q u i t e  

d i f f e r e n t  in c h a r a c t e r  f r o m  Ch a C y o u  h a v e  n o w  in C o o k  Inlet. 

T h o  s e c o n d  r e a s o n  is C h a C  o u r  o f f i c e  ha s  b e e n  c o n c e r n e d  

for s o m e  ti me  a b o u t  Che w a y  Che p r e s e n t  Ca x w o r k s  for

C o o k  Inlet p r o d u c t i o n  r e c e i v i n g  o l d  o i l  p r i c e s .  W e ' v e  b e e n

c o n c e r n e d  a b o u t  Chis, a n d  we  t h i n k  th a t Che l e g i s l a t u r e  s h o u l d  

a p p r o p r i a t e l y  revi.ew this at this time. A n d  I'll  com e b a c k  

to that.

M o w  y o u  h a v e  two P i l l s  - two s e v e r a n c e  t a x a t i o n  h il ls  

In.'fore you, but b e f o r e  I t u r n  to tho b i l l s  t h e m s e l v e s ,

I w o u l d  like to r e v i e w  w i t h  y o u  c e r t a i n  p r i n c i p a l s  we 

feel y o u  s h o u l d  k e e p  in m i n d  in r e v i e w i n g  s e v e r a n c e



tax Legisl at ion. f i r s t  of all, w e ' v e  sa id  this before, 

b u t  I w i l l  say it a gain, s e v e r a n c e  ta x  is s o m e t h i n g  that 

one, a tax w h i c h  the S t a t e  c a n n o t  r e a l l y  e x p e c t  to c o n t i n u e  

to r a i s e  e n d l e s s l y  w i t h o u t  r u n n i n g  into ser io u s pro b l em s 

b e c a u s e  o f  the n a t u r e  o:: the t a x . i t s e l f .  T he tax. is a 

tax on g r o s s  v a l u e  or it's a f f i x e d  p e r  b a r r e l  tax o f  som e 

s or t  for uni t tax. It does n o t  d i r e c t l y  take into acco u nt  

the c o s t  of p ro d uc t i o n ,  n o r  n e t  p r o f i t a b i l i t y  o f  pr o du ct io n.

C o s t  r e l a t i o n s h i p s  b e t w e e n  p r i c e s  or v a l u e s  and c o st  can 

v a r y  c o n s i d e r a b l y  a m o n g s t  p r o d u c i n g  f i e ld s a n d  areas, 

a n d  w h e r e  costs are v e r y  high, s e v e r a n c e  taxes, b e i n g '  

g r o s s  taxes can s e r i o u s l y  i m p i n g e  on p r o f i t a b i l i t y  and 

at th e e x t r e m e  they can e v e n  r e s u l t  in s h u t t i n g  down 

p r o d u c t i o n .  So, there r e a l l y  are limits on h o w  far 

the S t a t e  s h o u l d  t hi n k in terms o f  p u s h i n g  up s e v e r a n c e  

t a x e s  b e c a u s e  o f  the n a t u r e  of the tax. We ha v e alwa ys  

felt that a.*; a ru le  of t h o u g h t  that A l a s k a  s e v e r a n c e  tax 

s h o u l d  p r o b a b l y  not go a b o v e  tin? h i g h e s t  rate in o t h e r  m a j o r  

p r o d u c i n g  states, a n d  the h i g h e s t  r at e  in o t h e r  p r o d u c i n g  stat es  

p e r  comncrubl.e k in d s of p r o d u c t i o n ,  and I think this is 

p r o b a b l y  still a r e a s o n a b l e  rule, to k e e p  a s e v e r a n c e  tax 

w i i h i n  b o u n d s .  Second, g i v e n  the p o t e n t i a l  pr oblems w i t h  

a g r o s s  tax such as a s e v e r a n c e  tax, we ha v e  alw ay s u r g e d  

s o m e  protect-ion for lower p r o d u c t i v i t y  on h i g h e r  cost 

wells. This, kind of a d v i c e  g o e s  b a c k  to our first 

w r i t t e n  repo rt for the L e g i s l a t u r e  b a c k  in J a n u a r y  of 1970



w h e r e  w e  u r g e d  a .-step s c h e d u l e  w h i c h  the St a te  later adopted, 

» a n d  y o u r  c u r r e n t  law does h a v e  a step sc h edule , and does 

p r o v i d e  s o m e ' p r o t e c t i o n  for l o w e r  p r o d u c t i v i t y  wells.

So that the two p r i n c i p a l s  b a s i c a l l y  a re  not p u s h i n g  

s e v e r a n c e  tax, try to p r o v i d e  so m e  p r o t e c t i o n  for. lower, 

p r o d u c t i v i t y ,  h i g h e r  co s t well s .  Now, y o u  h a v e  two 

b i l l s  b e f o r e  y o u  at this time that in p r i n c i p a l  seems 

to f o l l o w  these g u i d e l i n e s .  One s u b m i t t e d  by the Governor, 

a n d  the o t h e r  by the s u b c o m m i t t e e  on l e a s i n g  a nd  taxes.

W h i l e  e a c h  rais e s o v e r a l l  s e v e r a n c e  taxes, n e i t h e r  bi ll  

g o e s  a b o v e  an e f f e c t i v e  r a t e  h i g h e r  than L o u i s i a n a ' s  12 1/2 

p e r c e n t  on oil. Basica ll y,  they are in line w i t h  our first 

gui.deli.ne, and b o t h  of the b i l l s  a t t e m p t  to deal w i t h  the 

p r o b l e m  of  h i g h e r  cost we ll s, but we  feel w i t h  d i f f e re n t 

d e g r e e s  ol: effectiveness*.

T h e  t a x  s u b c o m m i t t e e ' s  b i l l  is b a s i c a l l y  an e x t e n s i o n  

o!' I h e  c u r r e n t  law. It a d d s  h i g h e r  w e l l  p r o d u c t i v i t y  

1) r a c k e t  s. t h a n  y o u  p r e s e n t l y  h a v e,  a n d  for the h i g h e r  

well, p r o d u c t i v i t y  b r a c k e t s ,  p u t s  in h i g h e r  r a t e s  of 

t a x a t i o n ,  a n d  at the s a m e  time, t ha t b i l l  l o w e r s  the 

r a l e  at the lower e n d  o f  the b r a c k e t s .  T h a t  is l o w e r  

p r o d u c t i v i t y  w e  Lis w o u l d  pa y l ow er t a x e s  u n d e r  this 

s u b c o m m i t t e e * 's b i l l ,  a n d  th i s is in line w i t h  o u r  s e c o n d  

principal.
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N o w  the G o v e r n o r ' s  b i l l  d e v e l o p e d  out of the r e c o m m e n d a t i o n s

of  the D e p a r t m e n t  of  Revenu e,  i n t r o d u c e s  a n e w  and r at h er

n o v e l  ap pr o ac h . A n  e c o n o m i c  limit f a ct or  w h i c h  attempts

to de al  w i t h  the e c o n o m i c  i m p a c t  o f  s e v e r a n c e  tax on  h i g h
%
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c o s t  w e l l s ,  and w h a t  it does i n s t e a d  o f  h a v i n g  a step

s c h e d u l e ,  in a s e n s e  it has a c o n t i n u o u s  schedule, so that 

the n e a r e r  a w e l l  is to v e r y  low leve ls  o r  to- its e conomic 

limit, the less tax it pays. The f u r t h e r  it is fr om  that 

l im i t the h i g h e r  it pays. A n d  in p r in c i p a l ,  this is a v e r y  

s o u n d  thing. But w e  h a v e  r e s e r v a t i o n s  ab ou t  h o w  this p a r t i c u l a r  

b i l l  w o u l d  w o r k  in pr a ct ic e. A n d  it a p p e a r s  to us, that desp i te  

the i n te n t of the bill, it c o u l d  w o r k  in the direction, and 

p r o b a b l y  w o u l d  w o r k  in the d i r e c t i o n  of  c o n s i d e r a b l y  highe r 

taxes, for exam pl e, on v a r i o u s  C o o k  Inlet w el l s in the low
4

w e l l  p r o d u c t i v i t y  ranges. So d e s p i t e  its ad he r e n c e  to wh at  

we  feel is a g o o d  p r i n c i p a l ,  the w ay the bill was drafted, 

a nd  the w ay  it a p p e a r s  to w o r k  on our own calcul at ion, it does 

not s e e m  to achieve- its aim. And I thin k this is s o me th in g 

we can take up in m o r e  d e t a i l  w h e n  we come to that, and we 

c e r t a i n l y  w o u l d  i l l u s t r a t e  h o w  this a p p e a r s  to work to us.

So d e s p i t e  a go od  p r i n c i p a l ,  it w o u l d  a p p e a r  to not meet 

that p r in c i p a l ,  and I w o u l d  feel that is a p r o b l e m  wi t h that 

p a r t i c u l a r  bill. D e s p i t e  a go o d  atte mpt, it do es n' t seem 

to w o r k .
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Now, tho o t h e r  t hi n g of  c o n c e r n  to us is that b o t h  of these 

s e v e r a n c e  tax bill s w h i c h  w e  h a v e  b e f o r e  us r e ta i n an

e s c a l a t i n g  s en s e j________________  fe at u r e in them. That is,

t of  w e l l h e a d  v a l u e  is l o w e r  than a cer ta i n 

ce nts p e r  barrel , it's the cents.1 p e r  b a r r e l  tax w h i c h  has 

effect, w h i c h e v e r  is h i g h e r  a p e r c e n t a g e  o f  v a l u e  or a 

ce nts p e r  ba rr el . Now, this tends to w o r k  in a d i r e c t i o n  

of  p u t t i n g  a v e r y  h i g h  e f f e c t i v e  s e v e r a n c e  tax rate on C o o k  

I nlet w e l l s  that a re  g e t t i n g ' t h e  o ld  o i l  price. That is that 

p r ic e  w h i c h  is b e i n g  h e l d  at low levels by  the federal 

g o v e r n m e n t .  T h e y  pay a cents per b a r r e l  tax b e c a u s e  that 

i.s h i g h e r  than the p e r c e n t a g e  of value, a nd  that cents per 

b a r r e l  tax w o r k s  out to a very h i g h  p e r c e n t a g e  of the va lu e 

of p r o d u c t i o n ,  so this p r e s e n t  tax and b o t h  of the taxes 

b e i n g  p r o p o s e d  as a l t e r n a t i v e s  h av e  this feature. Hi gh  

e f f e c t i v e  rate s of t a x a t i o n  on Co ok  Inlet w el ls  have old 

oil prices. Not o n l y  that, but since they have e s c a l a t i o n  

f e a tu re s  in them, the p r e s e n t  l e g i s l a t i o n  and the two bills 

b e i n g  p r o p o s e d  h a v e  e s c a l a t i n g  features, this gets w or se  

o v e r  time. T h at  is the ce nts per b a r r el  tax goes up, 

a nd this feature of high  e f f e c t i v e  rates of  t a xa ti on  for 

t hese w e l l s  co n ti n ue s.  I n c i d e n t a l l y ,  if you ma ke  your 

c a l c u l a t i o n s ,  you wi l l find out that the C o o k  Inlet wells 

p r o d u c i n g  and g e t t i n g  old o il  pr ices and low p r o d u c t i v i t y  

w e l l s  w i l l  pay a h i g h e r  e f f e c t i v e  rate of ta xation than 

w i l l  P r u d h o e  Bay wells,  than very p r o d u c t i v e  Prud h oe  

Bay well:; u n d e r  c en t s per barrel. A n d  thin feature w o u l d



i’o L w o r s e  w i t h  e s c a l a t i o n .  W e  t h i n k  the l e g i s l a t u r e  s h o u l d

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

is if n o t  e l i m i n a t i n g  th e c e n t s  p e r  b a r r e l ,  a n d  y o u  m a y

n o t  b e c a u s e  this  w o u l d  r e s u l t  in s o m e  l o s s  o f  t a x  r e v e n u e s
«

for th e S t a t e .  I f y o u  d o n ' t  f e e l  y o u  c a n  do that, y o u  m i g h t  

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

e s c a l a t i o n  in the c e n t s  p e r  b a r r e l  tax, t h at  thi s f e a t u r e  

o f  the  t a x a t i o n ,  I d o n ' t  t h i n k  is r e a l l y  w h a t  w a s  i n t e n d e d  

in the b e g i n n i n g  j u s t  d o e s n ' t  c o n t i n u e  to g e t  w o r s e  o v e r  

time.

Mow, [ w o u l d  like to c o n c l u d e  by s a y i n g  a little bit about 

the total tax p a c k a g e  in A l a s k a  b e c a u s e  I think you w i l l  be 

h e a r i n g  a lot a b o u t  this from m a n y  people, and w h i l e  

you o b v i o u s l y  are g o i n g  to be e v a l u a t i n g  the m e r i t s  of  

d i f f e r e n t  a p p r o a c h e s  to c o r p o r a t e  in co me taxes, the d i f f e r e n t  

a p p r o a c h e s  to s e v e r a n c e  taxes, you wi.il al s o  hav e to be 

c o n c e r n e d  w i t h  he impact of the total, p a c k a g e  of oil 

and gas t a x a t i o n  in Al as k a.  S e v e r a n c e  tax, c o r p o r a t e  

income lax, p r o p e r t y  taxes, and so on, the w h o l e  range.

Industry w i t n e s s e s ,  I'm sure, are g o i n g  to talk at s o m e  

length about this, a n d  it is o b v i o u s l y  of speci al  

importance.* The total tax p a c k a g e  and h o w  i.t ef fe c ts  th e  • 

oil and gas indu st ry is im p or t a n t  a l o n g  w i t h  sen s i bl e 

a p p r o a c h e s  to ea c h part. You o b v i o u s l y  do not w a n t  to



d e s t r o y  the oil and gas i n d u s t r y  in y o u r  state. H e r e  

it seems to us., there o u g h t  to be two b a s i c  c o n s i d e r a t i o n s  

wh e n y o u ' r e  l o o k i n g  at the s u m  of  all taxes in the state. 

O b v i o u s l y  y o u  d o n ' t  w a n t  the s u m  of a ll  taxes in the S t a t e  

on oil and gas to be r e a l l y  an e x t r e m e  b u r d e n  on  p r o f i t a b i l i t y  

or the p r o s p e c r s  for p r o f i t a b i l i t y  on s u c c e s s f u l  v e n t u r e s  

here. Y o u  d o n ' t  w a n t  to do v i o l e n c e  to the e c o n o m i c s  of  

o n g o i n g  oi l and gas p r o d u c i n g  o p er a ti o ns . But this is 

a d i f f i c u l t  th ing to m e a s u r e .  W h a t  m a y  b e  a l a r g e r  tax 

b u r d e n  in A l as ka ,  w h i l e  in o ne  state  v e r s u s  ano th e r,  r e a l l y  

c a n ' t  be c o n s i d e r e d  s i m p l y  in the abs olute. T h a t  is h o w  

m u c h  c e n t s  per b a r r e l  in total is b e i n g  paid, and w h a t  

re al l y  m atter s,  o b v i o u s l y ,  is h o w  the total sum of all the 

taxes p a i d  by the i n d u s t r y  r e l a t e  to the ir  p r o f i t a b i l i t y .

W h a t  m a y  bo  g r e a t e r  t o t a l  t a x e s  in o n e  s t a t e ,  in a mo r e 

p r o f i t a b l e  e n v i r o n m e n t  m a y  b e  less o f  a b u r d e n  th an  l o w e r  

sol. lev t a x e s  in o t h e r  s t a t e s .  So it h a s to be  c o n s i d e r e d  

a g a i n s t  the b a c k g r o u n d  of  w h a t  a p p e a r s  to be p r o f i t a b i l i t y ,  

a n d  the s e c o n d  p r i n c i p a l ,  a n o t h e r  o b v i o u s  one, I g u e s s ,  is 

l ha t  y o u  o b v i o u s l y  don't: w a n t  a total, tax s y s t e m  w h i c h  

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

S t a t e  a n d  the d e v e l o p m e n t  of y o u r  r e s o u r c e s .

N o w  those are two very, v e r y  b ro a d p r i n c i p a l s ,  and there, 

r e al l y are no easy a n s w e r s  as to e x a c t l y  how the sunt total 

o f  the p a c k a g e  of taxes in the State can he set a g a i n s t



th ese two, w h i c h  we t h i n k  are very i m p o r t a n t  criteria.

It is a d i f f i c u l t  a s s e s s m e n t  r e a l l y  to make, and r e a s o n a b l e  

»

m e n  can o b v i o u s l y  d i f f e r  in th e ir  a s s e s s m e n t s  as to the 

e f f e c t  of  a total tax pa c ka g e.
%
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In our r o l e  as c o n s u l t a n t s  to the l e g i s l a t u r e ,  w e  w i l l  

do o u r  b e s t  to a s s i s t  a n d  a d v i s e  y o u  in w h a t  is, we  think, 

a d i f f i c u l t  ta sk of a s s e s s i n g  oil and gas tax le g is la tion.

C H A I R M A N  P O L A N D  - T h a n k  y o u  Mr. Ki lg or e . I d on ' t r e a l l y

t hi n k that w e  h a v e  time for q u e s t i o n s  right, now. We w i l l  

be g o i n g  into s e s s i o n  ri g ht  away. The S e n a t e  has a very 

light c a l e n d a r  this m o r n i n g ,  and wh at  I h a d  h o p e d  to do 

was for us Lo co m e b a c k  at 11:00 A M  a n d  c o n t i n u e  w i t h  

any q u e s t i o n s  that w e  m i g h t  h a v e  or d i s c u s s i o n s  w i t h  

Mr. Kilgore. This a f t e r n o o n  w e  w i l l  h e a r  from P r o f e ss o r 

Z e i f m a n  and P r o f e s s o r  A i n s w o r t h  at 1:30 PM. S e n a t o r  Huber.

S K N A T O R  IIIJHKR - Yes. I'd like to ask that Mr. K i lg o re

look into a c o u p l e  items b e f o r e  he co me s back. I think

m o s t  of us here hav e h e a r d  D i c k  or M i l t o n  at least 10 or 15

l imes c r i t i c i z e  the c e n t s  p e r  ba rr el  floor that we have

in our s e v e r a n c e  tax, a n d  of  course, w h a t  I'm looki ng  for

is s o m e t h i n g  to r e p l a c e  iu, so that v;c can l isten to this,

we k n o w  that c a u s e  in c e r t a i n  cases some u n f a i r n e s s



m but wo  n e e d  s o m e t h i n g  to r e p l a c e  it in ca se  the p e r c e n t a g e

of w e l l h e a d  v a l u e  is e r o d e d  by e i t h e r  f e d e r a l  a c t i o n  or o t he r

e c o n o m i c  factors to w h e r e  w e  h a v e  the o l d  "bugaboo'1

n e g a t i v e  w e l l h e a d  v a l u e  or s o m e t h i n g  that is a p p r o a c h i n g  that,
• %

so w e  w o u l d  n e e d  s o m e t h i n g  to r e p l a c e  that as a floor i f  

w e ' r e  g o i n g  to w o r k  on that p a r t i c u l a r  area. I w a n t ed , 

m a yb e , D i c k  to l o o k  int o that a n d  g i v e  us some r e c o m m e n d a t i o n s  

in that ar e a  b e c a u s e  it m u s t  a p p e a r  to h i m  like w e  c o m p l e t e l y  

i g n o r e  h i m  w h e n  h e  t a lk s  on  that sub je ct .
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R I C H A R D  KII.GORE - We  h a v e  g i v e n  some t h o u g h t  to this. W h a t  

wo a re  t a l k i n g  a b o u t  is a floor w h i c h  p r o t e c t s  y o u  in case 

the g e n e r a l  p r i c e  level go e s down, but al s o one w h i c h  does 

not i mp os e  this p a r t i c u l a r  p r o b l e m  on o l d  oil p r o d u c t i o n  

in C o o k  fillet. We  h a v e  g i v e n  some th ou ght to this.

( C h a i r m a n  P o l a n d  a d j o u r n e d  the m e e t i n g  at 9:55 AM)
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R I C H A R D  K I L G O R E  - I a p p r e c i a t e  the o p p o r t u n i t y  of com in g ba c k 

so fast, and w h a t  I'd like to do is fire my  remarks, really, 

to the c o r p o r a t e  i n c o m e  t a x  i ss ue  a n d  a m p l i f y  on the ve r y  

b r i e f  r e m a r k s  I m a d e  y e s t e r d a y  morning, and also comment 

on w h a t  a p p e a r e d  to be  some d i f f e r e n c e s  w i t h  o t he r  te stimony  

y es t er d ay . W h a t  I p r o p o s e  to do is r e v i e w  aga in in m o re  

detail, really, the pro s and cons of the two b as i c appro ac he s 

to i n co me  tax w h i c h  are b e f o r e  you. I w a n t  to m a k e  it clear 

at the outset, though, that it is not o u r  role here to a d vo ca te 

one a p p r o a c h  or anot her. Basi ca l ly ,  we see our role as giving 

y ou  an a p p r e c i a t i o n  of  h o w  we see the pros and cons, and 

a d v a n t a g e s  and d i s a d v a n t a g e s  of these two approaches, what 

they se e k  to a c c o m p l i s h ,  h o w  well they se en  to a c c o m p l i s h  

tho g o al s that they are i n t e n d e d  for, and leaving it to you 

to m a k e  the final judgement. So I don't want my remarks to 

be c o n s t r u e d  as a d v o c a c y  of  e i th e r separ at e a c c o u n t i n g  or 

a p p o r t i o n m e n t  to m o d i f i e d  a p p o r t i o n m e n t  appr oaches, and 

so on. I think, and I'd als o r ea l ly  like to get down to 

b a si c s on some of  this, an d  I think m a yb e we lost some 

of the basi cs  in some of the te s ti mo ni es yesterday. I think 

it is important to a p p r e c i a t e  at the out se t that our concern 

here, my concern, yo ur concern, is not r e a l l y  wi t h  how 

a p p o r t i o n m e n t  or s e p a r a t e  a c c o u n t i n g  work in gene ra l in other
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st at es  Cor o t h e r  i n d u s t r i e s  and so on, w h a t  we are c o n c e r n e d  

w i t h  here is not  w i t h  these a p p r o a c h e s  as ge n er al  a p p r o a c h e s  

to inco me  taxation, but w h a t  w e ' r e  t a lk i ng  a bo u t is their 

a p p l i c a b i l i t y  to the oil  an d gas i n d u s t r y  in Alaska. This 

is w h a t  w e ' r e  t a l k i n g  about, and' I think w e  ha v e to ke e p  

this in mind. Not h o w  w e l l  it w o r k s  for o t h e r  states, but w h y  

o t h e r  p eo p le  us e  it, an d  so on. If y o u  w i l l  r e m e m b e r  our 

o r i g i n a l  c o n c e r n  w i t h  the a p p r o a c h  that y o u  n o w  have, the 

three factor a p p r o a c h  that v o u  n o w  ha v e w i t h  y o u r  i ncome  tax 

s y s t e m  didn't h a v e  a n y t h i n g  to do w i t h  g e n e r a l  worth, its 

g e n e r a l  ability, a n d  its ge ne ra l  app li c ab i li t y.  It had 

to do w i th  ho w  this thi ng s p e c i f i c a l l y  w o r k e d  to wa rd the 

oil. and gas in d us t r y  in Al a sk a , and this is h o w  this w h o l e  

q u e s t i o n  oC r e v i e w i n g  y o u r  inco m e tax came up, and it a p p e a r e d  

to us, and we  have t e s t i f i e d  m a n y  times, that the a p p r o a c h  

d id n 't  s e e m  to w o r k  very w e l l  for oil and gas o p e r a t i o n s  in 

Al aska, that is in a por t io n , a very m u c h  s m a ll e r am ou nt 

of income to A l a s k a  than w o u l d  a p p e a r  to be e a rn e d by the 

oil and gas i n d u s t r y  on p r o d u c i n g  o p e r a t i o n s  and p i p e li n e 

opr*rations in Alaska. Mow, if the oil a nd  gas i nd ustry 

i.n A l a s k a  we r e  small scale, and I guess this r ea l ly  

w o u l d n ' t  matter, you p r o b a b l y  w o u l d n ' t  be very m u c h  c o n c e r n e d  

w it h  it, and y ou  p r o b a b l y  al so  could view it as if it doe s n 't  

w o r k  for the oil industry, it p r o b a b l y  works well for ot h er  

industries, m a y b e  for o t h e r  in d us tr i es  it a p po r ti on s  mor e 

than you m i g h t  expect,' a nd so on if they wa s h  out. But, as



y o u  all know, the oil and gas i n d u st r y w i l l  be by far the 

b i g g e s t  income p r o d u c i n g  i n d u s t r y  in A l a s k a  as far as wo. 

all can see, so it o b v i o u s l y  is of v e r y  c o n s i d e r a b l e  i mp o rt a nc e  

to you. It is i m p o r t a n t  to you, I think, that you ha v e  a 

tax s t r u c t u r e  w h i c h  gets y o u  s o m e t h i n g  like y o u r  9 .4% of 

w h a t  ap pe ar s to be the p r o f i t s  g e n e r a t e d  by oil and gas 

o p e r a t i o n s  in the State o f  Alaska, so w e  h a v e  to kee p in mind, 

w e ' r e  r e a l l y  t a l ki ng  abou t these two a p p r o a c h e s  v e r y  

s p e c i f i c a l l y  in the c o nt e xt  of  oil and gas in Alaska, n ot 

as ge ne ra l  approac he s.  Now, I n o t e d  the o t h e r  day that 

P r o f e s s o r  Z e i f m a n  a r g u e d  a g a in s t s e p a r at e  a c c o u n t i n g  at 

one point, and one  of his arguments, I think r e p e a t e d  

a n u m b e r  of times, w as that a goo d re ason for not a d o p t i n g  

s e p a r a t e  a c c o u n t i n g  was that no state has a d o p t e d  it as a 

g e n e r a l  a p p r o a c h  to inco me  taxation. This was an arg u me n t 

a g a i n s t  s eparate  accounting. Now, basic al ly, I don't find 

that a very p e r s u a s i v e  argument. First of all, w e ' r e  not 

t a l k in g  about o t he r  states, w e ' r e  ta lk in g about Alaska, 

and  we 're not t a l ki n g about ge ne ra l  a p p l i c a b i l i t y  to all 

industries, we 'r e  ta lk in g  here about oil and gas, and I 

don't think any b od y  has s u g g e s t e d  that the State of A l a s k a  

s ho u ld  adopt s e p a r at e a c c o u n t i n g  as a g e n e ra l  a p p r o a c h  to 

income taxation in the State, and c e r t a in l y the two bills 

b e f o r e  you, Senate Hill 105 on s e p a r at e  acc ounting,  and 

S e n a te  I*ill. 202 on net proce eds, both of these are clea r ly



i n te nd ed to a p p l y  onl y to the oil and gas i n d u s t r y  in Alaska, 

so I don't find this a v e r y  p e r s u a s i v e  a r g u m e n t  agains t 

s e p a r a t e  accou n ti n g,  and I t h in k  we ha v e to ke ep  this in mind. 

C o nver se ly , j us t  b e c a u s e  a n u m b e r  of stat es use this three 

factor a p p o r t i o n m e n t  formula, I don't  t hink it's a p a r t i c u l a r l y  

p e r s u a s i v e  r e a s o n  for a p p l y i n g  it in A l a s k a  if it isn't 

a p p r o p r i a t e  to yo ur  oil a nd  gas p r o d u c i n g  industry.

Now, I'd real l y like to get d o w n  to b a s i c s  here. Sta r ti n g off 

by c o n s i d e r i n g  w h a t  do we r e a l l y  m e a n  by income in oil and 

gas o p e r a t i o n s  in Alaska. Is it r e a ll y so s c r a m b l e d  up by 

o t h e r  a c t i v i t i e s  of m u l t i - n a t i o n a l ,  m u l t i - s t a t e  ent er pr ises 

that it just can' t be u n s c r a m b l e d ?  Ar e we r e a l l y  talking

abo ut some kind  of a f f l i c t i o n  w h i c h  can n e v e r  be put together

»

and that we really ju st  s h o u l d n ' t  b o t h e r  w i t h  it? What is 

this income in A l a s k a  that w e 'r e  a t t e m p t i n g  to identify?

Well, lot's look first at w h a t  the i n du st ry does in Alaska, 

tl: comes to Alaska, it e x p l o r e s  Alaska, h o p e f u l l y  finds oil 

or gas. It d e v e l o p c s  those r es ou rces, t ra nsports  them to a 

point of e xport in the State, be it Valdez, Co o k Inlet, or 

w h a t e v e r  - at least a b u l k  of the oil or gas does that, and 

then it moves into c o n s u m p t i o n  in o t h e r  states. Mow it is 

true that a lot of  this k i n d  of  a c t i v i t y  and w h a t  goes on 

Ln this w h o l e  pr oc es s  does take pl ace w i t h i n  the integrate d 

sc he m e  of o p e r a t i o n s  of m a j o r  oil companies. In fact, in 

m a n y  cases the final sale of the oil p r o du ce d  in your state



ma y not bo a sale b e t w e e n  t h ir d  pa rties until it a c t u a l l y  gets 

to the g as o l i n e  pump in Ca li f or n ia , for example, that m a y  

be the first p oi nt  at w h i c h  the sale is made, and the rest is 

w i t h i n  i n t e g r a t e d  o p er at ions. But w h a t  does this im ply ab ou t 

i n c o m e  e a r n e d  in A l a s k a ?  Is there a concept  of income e a rn e d 

in Alaska, if this is the p r o ce s s b y  w h i c h  a lot of your oil 

r e a l l y  moves. Well, I w o u l d  put it to yo u  that your oil 

w h e n  it leaves the State of  A l a s k a  does h a v e  a value. It 

w i l l  h a v e  a value, and it w i l l  h a v e  a va l ue  that's h ig hl y  

visable . We don't k n o w  w h a t  the FEA is g oi n g to do on  the 

p r i c i n g  of P r u dh o e Bay oil, for example. But it may ve r y 

w e l l  be that they w i l l  e s t a b l i s h  a value at V a ld ez  for 

exa mple. It ma y be that they w i l l  set a w e l l h e a d  value.

If they set a w e l l h e a d  value, we can add on a p i p e li n e charge, 

and we can have a value of  oil as it leaves Alaska. So, 

ba si ca l ly ,  i.t's this value of oil le av i ng  Alas k a  that is 

id en t i fi a bl e w h i c h  is rea lly the final re v en ue s  from p r o d u c i n g  

oil and gas in this State. These are the r e v e n ue s  w h i c h  

you can identify as b e in g  e a r n e d  by oil and gas p r o d u ci n g 

o p e r a t i o n s  in Alaska. O b v i o u s l y  w h e n  y o u  are ta lking about 

a net income, y ou'r e ta lk in g a bo u t d e d u c t i n g  va ri ous kinds 

of costs. E x p l o r a t i o n  d e v e l o p m e n t  costs, p i p el i ne  costs, 

o p e r a t i n g  costs, a m o r t i z a t i o n  of ca pi t a l costs and the 

like. T h e  large n u m b e r  of these costs arc incurred in 

the Sta te  and can be i de nt if ied as in c ur re d  in the State.
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So me  of thcia arc o b v i o u s l y  some of the costs incur re d to 

p r o d u c e  yo u r oil. To get out of the State are the costs 

w h i c h  are i n c u r r e d  elsew he re. C o r p o r a t e  overheads, obviously, 

a c e r t a i n  a m o u n t  of c o r p o r a t e  o v e r h e a d  time has to do w i t h  

p l a n n i n g  for the oil p r o d u c i n g  o p e r a t i o n s  in Alaska. Some 

o f  the s e r v i c e s  w h i c h  are p r o v i d e d  to the o pe rations  in 

A l a s k a  come fro m o u t s i d e  the State, a nd  these are just some 

o f  the areas w h e r e  a c c o u n t i n g  prob le m s arise, but still these 

are  w i t h i n  reason, i d e n t i f i a b l e  also. So the income we 're 

r e a l l y  t a l ki n g ab out i d e n t i f y i n g  in taxing is the va lue of 

the oil l e a v i n g  the Sta te  of A l a s k a  and an a p pr op r i a t e  

a l l o w a n c e  for the vari o us  costs involved. N ow  the q u e st i on  for 

you, w i t h  yo ur  c o n s i d e r a t i o n  of  inc ome tax, is w h i c h  of these 

a p p r o a c h e s  r e a ll y i d e n t i f i e s  inc ome as we se e m to see it 

a n d  say that it is e a r n e d  by the oil and gas iiuh stry by 

v i r t u e  of their o p e r a t i o n s  up here. W h i c h  one is going  to 

i de n t if y  a p o r t i o n  of income w h i c h  you appl y your 9.4% 

tax. Y ou 'l l  get an a p p r o p r i a t e  tax on that income. Now, 

as f. d i s c u s s e d  ye st er da y , there are b a s i c a l l y  two approaches, 

and  those are the a p p r o a c h e s  w h i c h  are b ef o re  you. One 

is a p p o r t i o n m e n t ,  a nd  this is w h e r e  the a p p r o a c h  is to look 

at the total Inc om e a va il a bl e , total income ea rn e d  by a 

c om p an y,  and try to w o r k  some fraction w h i c h  gets ap plied to 

9  that total income, gets y o u  in co me  in Alaska. The ot he r
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a p p r o a c h  is b a s i c a l l y  s e p a r a t e  a c c o u n t i n g  w h i c h  goes b a c k  

to those r e v e n u e s  and cost c a t e g o r i e s  that I d i s c u s s e d  just 

a little w h i l e  ago, an d a t t e m p t s  d i r e c t l y  to i d e n t i f y  them 

a n d  come up w i t h  i nc o me  in Alaska, an d the q u e s t i o n  is w h i c h  

of these seems to i d e n t i f y  and w o r k  b es t  that has come 

c l o s e s t  to i d e n t i f y i n g  w h a t  w o u l d  a p p e a r  to be one true 

i n co me on o p e r a t i o n s  in A l a sk a , bu t  n o t  o n l y  that, taking 

into a c c o u n t  also co st  cjifficulties of tax a d mi n is t ra t io n,  

a n d  that can no t be  ignored. A n  a p p r o a c h  w h i c h  gives you 

the p e r f e c t  a n s w e r  a n d  w h i c h  is e x t r e m e l y  c os t ly  or 

i m p o s s i b l e  to do in p ra ct ice, o b v i o u s l y  is not the kind 

of  tax that you want.

Now, I'll start w i t h  a p p o r t io n me nt .  Y o u  ha v e  an a p p o r t i o n m e n t  

f o r m u l a  in pl a ce  in yo ur  tax laws today. You ha ve  Se na te 

Til 1.1 236, w h i c h  is a m o d i f i e d  v e r si o n of an a p p o r t i o n m e n t  

formula, but still an a p p o r t i o n m e n t  formula non e t he le s s,  

a n d  the a p p r o a c h  is to start, as I said, w i t h  total income 

of  the compa ny  b e f o r e  taxes, u n d e r  yo u r pr es en t law, taxable 

income. This p r o p o s a l  s u g ge s ts  s h i f t i n g  it to boo k income, 

but n o n e t h e l e s s  s t a r t i n g  w i t h  the total income e a rn e d by an 

ent erpris e.  The next step in a p p o r ti on m en t , w h e t h e r  it be 

the one you have n o w  or a n e w  one, is to d e v el o p a fraction 

to a p pl y to this total in co m e  in a c o r p o r a t i o n  w h i c h  

h o p e f u l l y  wh en  app li ed , br in gs  b a c k  to A l a s k a  an



a p p r o p r i a t e  a m o u n t  of income. Now, y ou  do that 

by t a ki ng  fa ctors that a ppea r to be i n d i c a t i v e  of  income 

g e n e r a t i n g  acti v it i es , such things as pro pe rties,  payrolls, 

s al es  and the like. T h e s e  are things w h i c h  in dicate income 

p r o d u c i n g  a c t i v i t i e s  are t a k i n g‘p l a c e , and w h a t  y o u  do is 

y o u  take rati os o f  these in the S t at e  to the total. Now, 

the q u e s t i o n  is does this r e a l l y  wor k?  Does it c o r r e c t l y

a s s i g n  inc om e to Alaska, or m a y b e  ________________ w h e n  does

it w o r k ?  W h e n  w o u l d  this give y ou the k i n d  of answ e r 

that  y o u  w o u l d  h o p e  to t hrow up? Well, it w o u l d  w o r k  if 

r o u g h l y  the same income  is g e n e r a t e d  p er  un it  of these 

i n co m e i d e n t i f y i n g  factors in Al as ka, as in A l a s k a  and 

o u t s i d e  Alaska. T h e s e  are the c i r c u m s t a n c e s  u n de r w h i c h  

it a p p e a r s  to work. That is, ju st  let's take one factor 

for a moment. Le t's take property, if inc om e is pr o po r ti on a l 

to p r o p e r t y  in A l a s k a  as it is elsewhere . That says in effect, 

if rates are r e t u r n e d  the same in A l a s k a  as they are elsewhere, 

if tha t' s the case, and then you take the ratio of p r o p e r t y  

in A l a s k a  to the total, then y ou w i l l  allocate, and apply 

that to the total income of  c o r p or a ti o n,  you w i l l  c o r r e c t l y  

bring, into A l a s k a  the a m ou nt  of income that's e a rn e d there. 

T h a t ' s  if the ratio of income, in this case the pr o p er t y 

is the same inside A l a s k a  as it is o u t s i d e  Alaska. And the 

s am e  would'" go for the o th er  factors. If y o u' re  lo ok ing 

at payrolls, if income to p a y r o ll s arc the same in A l a s k a  

an d outside, then this w o u l d  be the c o r re c t factor for



a l l o c a t i n g  income in Alaska. Now, it's obvious, I guess, 

to a n y b o d y  lo ok ing at any of these factors, it's un l ik e l y  

that they w il l  be i d e n t i c a l  in A l a s k a  a nd o u t s i d e  Alaska. 

R a te s  of r e t u r n  a r e n ' t  the same. Y o u  n e e d  fewer  people 

a n d  p a y ro l ls  u n d e r  some c i r c u m s t a n c e s  to g e n e r a t e  income 

in A l a s k a  and else wh e re ,  a n d  so on. So that the a p po rt i on  

a p p r o a c h  b a s i c a l l y  says fa cto rs are not p e r f e c t l y  goin g 

to be the same in A l a s k a  a n d  ou ts i de ,  a nd  th er ef o re  w o r k  

pe rf e c t l y ,  so w h a t  do we do? W e  ta ke a n u m b e r  of these 

factors. T hr ee  in this case an d  we a v e r a g e  them, and 

h o p e  that that w i l l  gi ve  us an o v e r a l l  fraction w h ic h 

will a p p r o p r i a t e l y  a p p o r t i o n  inc om e into A l a s k a  w he n  a p p li ed  

a g a i n s t  the total inco m e of  a c o r p o r a t i o n  o p e r a t i n g  here, 

ft a v e r a g e s  s o m e w h a t  o b v i o u s l y  b e t t e r  than any sin gl e 

one of these factors taken by itself. Now, the ques ti o n 

i.s h o w  well it rea ll y w o rk s  even w h e n  you a v er a ge  these 

factors, and h o w  m u c h  b e t t e r  w i l l  it w o r k  if you move 

from the factors that you have now, to an e x t r a c t i o n  factor. 

P r o f e s s o r  Zeif m an  was asked in te s ti m o n y  yesterday, h ow  

w e l l  his a p p r o a c h  w o u l d  w o r k  iu Pru dh o e Bay and Alyeska.

Now, his an swer was that his a p p r o a c h  w o u l d  be mo re  ef f ec t iv e 

b e c a u s e  it takes into accou nt  the w h o l e  picture. All the 

p r o f i t a b i l i t y  of the c o r p o r a t i o n  w as  the answer. In a 

m o r e  g o n e r A 1 vein ho also said that in r e v i e w i n g  the 

d i s a d v a n t a g e s  of s e p ar a te  a c c o u n t i n g ,  in my r e v i e w  of the



d i s a d v a n t a g e s  of s e p ar a te  acco u nt in g , I didn 't  m e n t i o n  the 

m o s t  im port an t d i s a d v a n t a g e  of  s e p a r a t e  ac co unt ing, that is 

a g a i n  that it didn 't  look at the w h o l e  pie, it didn't look 

at the total income of the co r po ra ti on. So he was saying 

f ir s t of all that his a p p r o a c h  w o u l d  s e e m  to w o r k  b et t er  

for P r u d h o e  Bay and A l y e s k a  b e c a u s e  it looks at the total • 

i n c o m e  of the corpor at io n. A n d  he also said this is one 

of the d i s a d v a n t a g e s  to s e p a r at e  acco unting. Now, it seems 

to us that look in g at the w h o l e  pie, that is the w ho l e inco me 

of the corpo ration, all of the i ncome it g e n e r at es  everywhere,

i.t in i t se lf  has no value, u n l es s  the a p p o r t i o n m e n t  you come

up w i t h  that you appl y to this w h o l e  p .e, the fraction that 

you a pp l y to it, real ly w or k s to get the a p p r o p r i a t e  amount 

of income in Alaska. Wh at w e ' r e  s a y in g  is that simply

lo ok in g at the w h o l e  pi.c, lo ok i ng  at the total _________

of the c o r p o r a t i o n  in and of its el f is no virtue. Its only 

v i r t u e  only works if the a p p o r t i o n m e n t  formula of the 

f r a c ti o n you a p p l y . t o  it is a p p r o p r i a t e  and brings it in, 

and I think that's very i m po r ta nt  to a p preciat e,  simply looking 

to the w ho l e income of the c o r p o r a t i o n  doesn't say that this

is an a p p r o p r i a t e  a p p r a o c h  of g e t t i n g  a Lot of income as it

w e r e .

Now, y ou  r e me mb er our an a ly s is  ail along, wi t h the present 

s y s t e m  you have looked at these factors and tried to come 

up w i t h  h ow  a pp r op r i a t e  they r eally were. Wo poin t e d out



that if y ou  looked at the p a y r ol l factor, it was r e la t iv el y

_______________ • Y o u  ha v e r e l a t i v e l y  few p eople  on payrolls

in the k i n d  of f u n c t i on s that y o u  w i l l  hav e in A l as k a in the 

oil  a n d  gas industry. Very few pa y ro l l s  for p ro d uc t io n for 

p i p e l i n e  and so forth r e l a t i v e  to the income generating, so 

w e  w e r e  c r i t ic a l of  this p a r t i c u l a r  fact. In sales, it's 

b e e n  p o i n t e d  out are o f t e n  zero in Al as ka . Sales are mad e 

o u t s i d e  Alaska. Pr op erty, that to us a p p e a r e d  to be a 

b e t t e r  factor. Tha t is, y ou ha v e  v e r y  h e a vy  in vestment 

h e r e  in A l a s k a  to g e n e r a t e  the k i n d  of income that you are 

g o i n g  to generate, but our a n a ly s is  sa id  that pr operty 

b e i n g  a b e t t e r  factor c o u l d n ' t  ma k e up for these other 

ones. Now, Se na te  Bill 236, this n ew  approach, substitutes 

e x t r a c t i o n  for sale, and this is c l e a r l y  an improvement.

Oil p r o d u c t i o n  is a go od  m e a s u r e  of g e n e r a t i o n  of income, 

a nd th e re f or e it is.a b et te r  factor. But the q uestio n 

remains, does even this m o d i f i e d  a p p o r t i o n m e n t  formula 

do the job? Not just  get. m o r e  revenues, w h i c h  it clearly 

will, and the o t h e r  part of the a p p r o a c h  is m o v i n g  to book 

net income also w i l l  get mo r e  revenue, and it's not simply 

a q u e s t i o n  of does it get m o r e  revenue, does it really 

get the income a p p o r t i o n e d  to A l a s k a  that is a pp r opria te ?

T hi s  sti.lL remains the question. And this is w ha t  I said 

y es t er d a y ,  the b i g g e s t  d r a w b a c k  t:o tho w h o l e  a p po rt i o n m e n t  

a p p r o a c h  and ev en  a m o d i f i e d  a p p o r t i o n m e n t  a p p r oa c h as propose



hero, is that it is u n c l e a r  h o w  cl ose you w i l l  come to true

p r o f i t a b i l i t y  t h r o u gh  this approach. It's a ve r y  el us ive

a nd  ve ry  u n c e r t a i n  thing, a n d  it appears to us there's by

no m e a n s  a g u a r a n t e e  that this w i l l  happen, and this w e

see as the m o s t  s e r i ou s  d r a w b a c k  to this approach, and

there are  r e a l l y  two a s pe c ts  to the q u e s t i o n  of w h e t h e r

a p p r o p r i a t e  income is a p p o r t i o n e d  to A l a s k a  u n d e r  this

ap proach. One has to do w i t h  h o w  m u c h  in total is a p p o r t i o n e d

to the Stat e of Alas ka ! If y o u  take ea c h of the i n di v id u al

»•

c ompani es , a p pl y  this ap proach, a p p o r t i o n  incom e to Alaska, 

s u m  it up, h o w  close does that come to the o v e r a l l  p r o f i t a b i l i t y  

of the i n du st ry o p e r a t i n g  in Alaska, the p r o f i t a b i l i t y  as I 

laid it out before. A nd the s e c o n d  q u e s t i o n  is, how does 

il w o r k  for i n d i v i d u a l  companies. Th at  is, we a p p o r t i o n  

use this a p p r o a c h  for ea ch  i n d i v i d u a l  c o mp an y  o p e r a t i n g  here.

How c lo se  does the a p p o r t i o n m e n t  formul a come to a p p o r t i o n i n g  

a p p r o p r i a t e  income to A l a s k a  for indiv id ua l companies. Does 

it w o r k  we l l for some compa ni es, not we ll  for ot h er  companies, 

and so on? If this is the case, that w or ks u n e v e n l y  am on g st  

the compa ni es , then you  have a q u e s t i o n  of e qu i ty  of 

t a x a t i o n .  .So these are the two aspec ts  that arc important, 

and this is an u n c e r t a i n  thing and d i f f i c u l t  to really try 

to come Lo grips with. How well, w o u l d  this thing do the 

job? Nov;, I sta te d  y e s t e r d a y  that our offic e had  done 

some il lu s t ra t iv e  a n a l y s i s  to try to get some h a n dl e  on 

this question. We had been s o m ew ha t  re l uc ta n t to put this



f or m al ly  on the r e c r o d  and di sc u s s w i t h  you a little bit 

a bout the results, w h a t  I s a w  as the m a j o r  r e s u l t s  that 

cam e out of  this thing ye st e rd a y,  b ut  w e  w e r e  s o m e w h a t  

r e l u c t a n t  to lay out b e c a u s e  there are a lot of ca ve ats 

i n v o l v e d  in w h a t  w e  did, an d w h e n  y o u  put this thing into 

the p u b l i c  record, it's o f t e n  us e d w i t h o u t  r e g a r d  to the 

ca ve at s w h i c h  are ver y impor ta nt, and w e  h a t e  to see those 

get lost. I ha v e  b e e n  a s k e d  if we  w o u l d  put this fo rm a ll y 

into the record, and I 'm  g o i n g  to do so now, and I w o u l d  

then like to d i s c us s it w i t h  yo u  i n c l u d i n g  all the caveats 

a nd get those on the records. I w o u l d  like to di s tr i b u t e  

this to you at this time an d  di scu ss it. I w o u l d  like to 

s p e n d  some time on this. I hate to b ur de n  y o u  too much, 

as I say, I w a n t  to m a k e  it c le ar  in your own mi nds ex ac t l y 

w h a t  we  h a ve  he r e  and w h a t  we don't have. N o w  w h a t  we have 

done, we have la be le d  very c a r e f u l l y  a h y p o t h e t i c a l  illustration, 

Be cause it is a h y p o t h e t i c a l  illu st ration,  T. w o u l d  un d er sc o re  

that. It is a h y p o t h e t i c a l  i l l u s t r a t i o n  of this mo di f i e d  

apportionment: formula a p p l i e d  to book inco me  w h i c h  is the 

feature of this n ew  le g is la tion, and w e 've done it for 

three m a j o r  Pr udhoe Bay producers. Now, T. w o u l d  call your 

a t t e n t i o n  to the note first of all b e c a u s e  this is important.

The note says the c a l c u l a t i o n s  shown on the table above are 

not intended to re p re s en t p r o j e c t i o n s  of income that actually 

^  w o u l d  be of p o r t i o n  to A l a s k a  in 1978 for the three companies

P a g e  1.3
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« if this n e w  a p p r o a c h  w e r e  taken. It is not that. R at h er  

t heir c a l c u l a t i o n s  are m e a n t  to p r o v i d e  a r ou g h i l l u s t r a t i o n  

of  h o w  this a p p r o a c h  m i g h t  w o r k  for three P r u d h o e  Bay 

p r o d u c e r s  that v a r y  in s i ze  and sco pe of o v e r a l l  ope ra ti ons, 

an d e v e n  t h ou gh  these are i d e n t i f i e d  as SOHIO, ARCO, and  

EXXON, and we  u se  so m e  of their data, it r e a l l y  is not 

m e a n t  so m u c h  that it is th e se  c om pa nies, it is c om p an ie s 

of  thes e c h a r a c t e r i s t i c s ,  a n d  these are q u i t e  di ve rs e
%

c o m p a n i e s  as y o u  know. E X X O N  is a hu ge  i n t e r n a t i o n a l  

company. S O HI O  has b e e n  b a s i c a l l y  l i m i t e d  to d o me st ic 

a c t i v i t i e s  w i t h  v e r y  l i t tl e  p r o d u c t i o n  so far, and ARC O 

b e i n g  s o m e w h e r e  in betw ee n,  so they are not m e a n t  to be 

re al l y the companie s.  We ha v e u s e d  their data j u s t  to 

i l l u s t r a t e  wh a t  w i l l  h a p p e n  w i t h  c o m p a n i e s  of d i f f e re nt  

size. Now, w h a t  w e 've done in this i l l u s t r a t i o n  is on the 

first line to take from the 1975 a n n u a l  r e po r ts  o f  these 

c om pa n ie s , these are the latest a v a i l a b l e  to us, the 

p r e - t a x  net b o o k  in co m e  of these c o m p a n ie s  o u t s i d e  Alaska.

We've; j u s t  taken a p r e - t a x  net b o o k  income, and since b a si ca l ly  

in these c o m p a n i e s  v i r t u a l l y  e v e r y t h i n g  is o u ts i de  A l as ka  in 

those years anyway, we take this as the income o u t si de  Alaska, 

and this is da ta  for 1.975, and all w e ' v e  then a t t e m p t e d  to do 

is to g r a p h  on to this sort of a P r u d h o e  Bay operation.

Now, we  cast a r o u n d  for da ta  to use for P r ud h oe  Bay, wo 

c o n s i d e r e d  m a k i n g  o ur  own est imates, but wo fi nally se ttled 

for some data that had b e e n  s u b m i tt e d by SOIIT.O to the 

l e gi s l a t u r e  at the r e q u e s t  of the legisl ature, and wo re l uc ta nt ly



m

u se d  cliis. It was r e a d i l y  avail ab le , r e l u c t a n t  b e c a u s e

w h e n  S O H I O  put this i n f o r m a t i o n  into the record, they d id

it w i t h  a lot of r e se r v a t i o n s ,  and we have the same

r e s e r v a t i o n s  ab ou t it, and a n y b o d y  lo ok in g  at these numbers,

• «

I think, c e r t a i n l y  s h o u l d  take it in the c o n t e x t  of all the 

r e s e r v a t i o n s  that S O HI O h ad ab ou t their own data, and w e  

a p o l o g i z e  to S OH I O in a w a y  for us in g it w i t h o u t  a co mp lete 

list o f  all their r e s e r va t io n s.

S E N A T O R  C R O F T  - Co u ld  I ask just one q u e s t i o n  in that 

r e g ar d?  Tha t was the i n f o r m a t i o n  that was furnished 

by SOHIO, at the r e q u es t  of the c o m m i tt e e was furnished 

to you?

R I C H A R D  K I L G O R E  - This is SOH IO  s u b m i s s i o n  1.

S E N A T O R  C R O F T  ~ To G r e g  Erickson, a n a l y z i n g  the c o r p o r a t e  

tax? So it was for that purpose.

R I C H A R D  K I L G O R E  - Yes. It was for that purpose, and they 

.Labeled it as h y p o t h e t i c a l  and so on, w h i c h  it is, and I 

want: you to u n d e r s t a n d  that that's all that it is, and we 

a p p r e c i a t e  their r e s e r v a t i o n s  about it, but we had to have 

s o m e t h i n g  Co give us an idea, s o m e t h i n g  that v/e co ul d gr ap h  

u po n  to pres en t data, a nd  we sim pl y and a r b i t r a r i l y  gave 

30%  of that to S O H I O  and 25%  each to the o th er  two companies,

Rage l!3
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s i m p l y  b e c a u s e  Chat seems to be roug h ly  their equities in 

this thing, and if w e  a dd that, we end up w i t h  a figure for 

total p r e - t a x  income. This is o b v i o u s l y  hy pothe t ic a l,  it 

has '75 data, it has w h a t  someone h y p o t h e t i c a l l y  says m i gh t

go on  in P r u dh o e B ay in '75 _____________ purposes. Then,

we a t t e m p t e d  to a p p l y  the a p p r o a c h  of P r o f e s s o r  Zei fm a n 

to this. L o o k i n g  at p r o p e r t y  factors w h e r e . t h e  n u m e r a t o r  we re  

the p r o p e r t y  factors us e d  in the S OH IO thing. The d e no m in a to r  

w a s  p r o p e r t y  as w e  f ound it in the annual re po rt s of the 

c o mp a ni e s.  Payroll, w e  jus t took an a r b i t r a r y  2%. It's 

a r b i t r a r y  that m a k e s  r e l a t i v e l y  little d i f f e r e n c e  to the 

a n al y si s . The e x t r a c t i o n  factor, we took net p r o d u c t i o n  

as a s s u m e d  i S O H I O  h y p o t h e t i c a l  illustration. We took

as a d e n o m i n a  et p r o d u c t i o n  as it a p p e ar e d in the

a n n u a l  reports o». tho c o m p a ni e s w i t h o u t  w o r r y i n g  about 

w h e t h e r  net p r o d u c t i o n  was qu ite w h a t  was me ant in this 

bill, a nd  we a v e r a g e d  the factors for the companies.

W e  then a p p l i e d  it to p r e - t a x  bo ok  income w hi ch  included 

o t h e r  a c t i v i t i e s  of c om p an i es  and this h y p o t h e t i c a l  

i l l u s t r a t i o n  for P r u d h o e  Bay. Divide the av e ra g e of the 

three, w h i c h  is the w a y  this a p p r o a c h  would work, and 

that g a v e  us the income that w o u l d  be a p p o r t i o n e d  to Alas ka 

u n d e r  those c i r c u m s t a n c e s ,  and that's the second to the last 

line down there, an d  then wh at  we did on the final line was



to take this i n c o m e  a p p o r t i o n  to A l a s k a  out of the theoretical 

model, but a p p l y i n g  this n e w  a p p r o a c h  to this h y p o t h e t i c a l  

model, and looke d at w h a t  p e r c e n t  that was of the income 

a s s u m e d  to have b e e n  e a r n e d  on P r u d h o e  Bay and A l y e s k a  

o p e r a t i o n s  above.

I t hink that the m o s t  s t r i k i n g  thing that came out of this 

was the d i f f e r e n c e  in the w a y  the a p p r o a c h  w o r k e d  for the three, 

c ompanies. Again, three c o m p a n i e s  of these d i f f er ent characters. 

In the case of the E X X O N  type company, the a p p r o a c h  came very 

c lose to a p p o r t i o n i n g  w h a t  is a s s u m e d  in the b e g i n n i n g  was 

tlie income there. 650 up on the top. 625 apportion. So 

it w o r k e d  very e f f e c t i v e l y  for the E X X O N  type compa ny in 

this p a r t i c u l a r  situa tion. It w o r k e d  m u c h  less e f fecti vely 

in the case of an A R C O  type c o m p a n y  w i t h  these sort of data.

It a d d e d  up to l e s s . t h a n  half, the income a p p o r t i o n  to 

Alaska, than it was a s s u m e d  to be e a r n e d  there in the first 

place. And of course, in this s imple model, EXXON and ARCO 

are e a r n i n g  the same m o n e y  in Alaska, but the amount of 

income a p p o r t i o n e d  to A l a s k a  under this m e c h a n i s m  are quite 

sl;vi.ki.ngly different. In fact in the A R C O  type case it's 

about half. The 501110 type c o m p a n y  comes s o m e w h e r e  in 

between, and Ln total the a p p r o a c h  alloc a t e s  about two 

thirds of the total income f r o m  three companie s in Alaska.

I c e r t a i n l y  w o u l d n ' t  put too m u c h  s l o c k  in the two thirds, 

but I think the m o r e  s t r i k i n g  thing is the d i f f e r e n c e s  that



got throw n up a m o n g s t  tho three companies here. Now, these

are v e r y __________________ calculations , and things could ver y

w e l l  change. I m i g h t  p o i n t  one thing out to you. What is 

s t r i k i n g  in the case of the E X X O N  type c o r p o r a t i o n  is that, 

as I say, it a p pears to be v e r y  'effective in this case.

A rn l the q u e s t i o n  is, why? If you go to an a d d e n d u m  on the 

third page, it b a s i c a l l y  ex plains w h y  this wor ks in this 

p a r t i c u l a r  instance for this type of a company. If y o u  

w i l l  recall, I s a i d  a w h i l e  ago that if ratios of income 

to the various k i n d s  of factors y o u  use are the same w i t h i n  

and w i t h o u t  Alaska, then the a p p roach works, in g e nera l 

quite well. To take that a step further, the ratios of 

income to the various factors such as p r o p e r t y  or e x t r a c t i o n  

are h i g h e r  o u ts ide A l a s k a  than they arc inside Alaska, then 

the a p p o r t i o n m e n t  formula tends to favor Alaska. That is, 

it b r i n g s  in more income than it should. If the ratio is 

h i g h e r  in A lask a than outside, then these kinds of ratios 

w o r k  to the d i s a d v a n t a g e  of Alaska. Let me put it this 

way, if we look at a property factor for example, and 

w i t h i n  I.ho State of Alaska, one earns w h a t e v e r  20% on prope rty 

(on assets) that's the rate of return. If it's 10% on 

o p e r a t i o n s  o u t s i d e  Alaska, a lower rate of return, and 

you si mply take the total income of the c o r p o r a t i o n  then 

use the ratios of p r o p e r t y  to a l l o c a t e  to Alaska, you will not 

got the income to the State of A l a s k a  that you should.



If the rates of r e t u r n  are h i g h e r  in A l a s k a  than they arc 

elsewh e r e ,  then if y o u  s i m p l y  had a o ne factor a p p o r t i o n m e n t  

formula, s imply property,  and that says that, say, 157» of 

the p r o p e r t y  is in Alaska, and y o u  apply that to the total 

income, but the p r o b l e m  is that that 15%, w h a t  is it going 

to b r i n g  in? It's g o i n g  to b r i n g  in a v e r a g e  p r o f i t a b i l i t y  

to Alaska. A n  a v e r a g e  of everything, and if A l a s k a  is h i g h e r  

y o u ' r e  not going to b r i n g  in as m u c h  income as you should 

in effect. Th at is b e c a u s e  w h a t  y o u ' r e  b r i n g i n g  in is 

a v e r a g e  p r o f i t a b i l i t y  if y o u  do that. If you simply go 

w i t h  the ratios of p r o p e r t y  b r i n g i n g  in ave'rage p r o f i t a b i l i t y  

into Alaska, w h e n  in fact it's higher. And the other w a y  

around. If p r o f i t a b i l i t y  is h i g h e r  o u t s i d e  Alaska, higher 

say r e l a t i v e  to property, and again  y o u  only have a one 

factor formula, and then you use the p r o p o r t i o n  of property, 

you b r i n g  in average; p r o f i t a b i l i t y  into Alaska, and in fact 

it's h i g h e r  outside, so that you a p p o r t i o n  mor e than y o u  

p r o p e r l y  should. Now w h a t  this is g e t t i n g  to is why does 

this p a r t i c u l a r  formula for these set of circum s t a n c e s  seem 

to w o r k  for an K X X O N  type c o r p o r a t i o n ?  Well, the answer 

is b a s i c a l l y  s hown on the addendum. These, w h a t  we've  done, 

i. f y ou'LL look at the top panel, w e ' ve got the ratio of 

income p r e - t a x  net book income to p r o p e r t y  in this model 

o u t s i d e  A l a s k a  inside Alaska. Now, if you'll look at liXXON, 

i.l has a. very m u c h  h i g h e r  r a t i o  of income to property 

o u t s i d e  A l a s k a  than in side Alaska, P r e - t a x  income.
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And, there C o r e , a p p l i c a t i o n  of; this formula for the E X X O N

type c o r p o r a t i o n  is b e n e f i c i a l  in the State of Alaska. It

pulls in m o r e  in come than it o t h e r w i s e  would. This ve ry

h i g h  r a t i o  of 4 2 . A here, has the e ffect of f a v oring Alaska,
%

a n d  that's b a s i c a l l y  w h y  y o u  get the results that y o u  have 

here. T h at's w h y  it w o r k s  b e t t e r  for the E X X O N  type than 

it does for o t her m o d e l s  that we have. Now, I w a n t  to 

tie b a c k  to s o m e t h i n g  that I said the o t h e r  day. If y o u  

look at the q u e s t i o n  of w h y  does p r e - t a x  net b o o k  income 

to p r o p e r t y  look so h i g h  for EXXON. Is it b e c a u s e  it has 

re a l l y  such p r o f i t a b l e  o p e r a t i o n s  o u t s i d e  the U n i t e d  States? 

This w o u l d  suggest then that on a p r e - t a x  basis they mak e 

427o r e t u r n  on their property. The a n s w e r  is that this 

number, this ratio, is i n f l a t e d  by all those foreig n income 

tax p a y m e n t s  that I talked about the o th er day. E X X O N  w orks 

b i g  i n t e r n a t i o n a l  o p erations. In the year 1975 it payed 

tr e m e n d o u s  a m o unts of income tax to foreign gover nments, 

and that inflated its p r e - t a x  net book  income. A f t e r  tax 

it w o u l d  look q u i t e  differen t, but w e ' r e  talking p r e - t a x  here. 

This is the way this thing works. So, that has i n f lated 

this figure, you get a very high figure. It happens to 

wo r k  to the a d v a n t a g e  of the State of A l a s k a  u n d e r  this 

model. Mow, as I said the o t h e r  day, this is a p a r t i c u l a r  

as p e c t  of this thing, p r e - t a x  net b o o k  income i n c l u ding 

foreign income taxes that may not be the case in

the future. These may very well dwindle. Income tax p a y men ts



p r o b a b l y  w i l l  be r e p l a c e d  by p u r c h a s e s  of oil, so that 

this h i g h  factor that's b u i l t  in h e r e  w i t h  our p a r t i c u l a r  

m o d e l  that h a p p e n s  to throw up a r e a s o n a b l e  amount of 

in c o m e  for income corpor a t i o n s ,  m a y  not  in the future, m a y  

n o t  be this w a y  in the future, but the fact that this E X X O N  

type corporation, i n t e r n a t i o n a l  c o r p o r a t i o n  in this 

p a r t i c u l a r  i l l u s t r a t i o n  ends up w i t h  an a p p o r t i o n m e n t  

f o r m u l a  w o r k i n g  c o r r e c t l y  m a y  not h o l d  in the future.

It's u n c e r t a i n  for a lot of reasons, i n c l u d i n g  this p a r t i c u l a r  

i n c o m e  tax feature. If w e  w e n t  t h r o u g h  this i l l u s t r a t i o n  

five years from now, the results m i g h t  be quite differe nt 

here. In total, and I think a m o n g s t  companies, I think 

r e a l l y  there is no w a y  of knowing. Now, again, this is 

m e r e l y  illustrative, n o t h i n g  more. W e ' v e  taken these three 

c o m p a n i e s  b e c a use they're quite d i f f e r e n t  companies, they're 

quite d i f f erent  c o m p a n i e s  of the type that will be o p e r a t i n g  

in Alaska. T h e i r  own income w i l l  be quite differen t 

obviou s l y ,  but if you jus t g r a f t e d  on the Prudhoe Bay 

A l y e s k a  thing to this on some rough a s s u m p t i o n s  as p r o f i t­

ab i l i t y  and i nvestment s and so on, this is the way it 

w o u l d  a p p e a r  to work, and all I submit is that it does raise 

q u e s t i o n s  about this a p p r o a c h  and about its a b ility really 

to i d e ntif y income. Clearly, tho a p p o r t i o n m e n t  by picking 

a n o t h e r  factor that takes up a h i g h e r  amount of income, 

but that in the process of m e r e l y  i n c r e a s i n g  the income, 

it c r eate s some inequity, and if wha t you want to do is simply



increas e the take, you o u g h t  to incre a s e  the rate, instead 

of t i n k e r i n g  w i t h  one of the factors to simply produce 

a d d i t i o n a l  income.

R I C H A R D  K I L G O R E  - Of course, i f ‘you increa se the rate, you 

have to increase the rate for o t h e r  corporations.

S E N A T O R  C R O F T  - Sure, then w h a t  y o u're sayin g is that A l a s k a  

o p e r a t i o n s  them selves are not p a y i n g  enough once you've 

i s o l a t e d  it. T h e n  y o u r  s o l u t i o n  to that p r o b l e m  is to 

incre a s e  the rate if you think you have to have more, rather 

than trying to increase one of the factors that go into 

d e t e r m i n i n g  what  p o r t i o n  of the income is a l l o cate d to 

the State.

t

R I C H A R D  K I L G O R E  - Well, this m i g h t  be one approach. If you' 

not w i l l i n g  to c hange the factors, you w o u l d  be left w i t h  

c h a n g i n g  the tax base w h i c h  has also been suggested, or you 

w o u l d  be left w i t h  c h a n g i n g  the rate.

S E N A T O R  IIIJBER - I w i s h  that D i c k  w o u l d  discuss the pre-tax 

net b o o k  income on e x t r a c t i o n  b e c a u s e  I want to ask him a 

q u e s t i o n  about the sales f a c t o r  that it replaces. It looks 

to me like the sales factor that it r eplaces w o u l d  be on 

the same side of the book as h o w  lie e x p l a i n e d  the income



from p r o p e r t y  up above to w h e r e  A l a s k a  w o u l d  get mo re than 

its share, b e c a u s e  w e  have less than a r e a s o n a b l e  share 

o f  the w o r l d - w i d e  sales.

%

R I C H A R D  K I L G O R E  - Well, a c c e p t  that to the extent that sales

are r e a l l y  zero. This m a y  drop out of your thing all together.

S E N A T O R  H U B E R  - Y o u  m e a n  that doesn't w o r k  out because w e  

h a v e  a m u l t i p l y i n g  factor, or a d i v i d i n g  factor of zero?

I d on't like these m a t h e m a t i c s  that don't w o r k  both ways.

R E P R E S E N T A T I V E  M E E K I N S  - I'm just trying to figure out how 

this works. Is it, I m i g h t  have it backwards, is it the ratio

of w h a t e v e r  the factor is to income to the factor if it's

h i g h e r  than outside t h e n ........

R I C H A R D  K i L C O R E  - T h e n  it's to your d i s a d v a n t a g e  because 

y o u ' r e  b r i n g i n g  it .in at the average.

S E N A T O R  C R O F T  - In that regard, our best guess as far as 

P r u d h o e  Bay is c o n c e r n e d  is that w i t h  regard to about 75% 

of the o p e r a t i o n s  at P r u dhoe Bay is g o i n g  to w o r k  to our 

d i s a dvantage. We're  talking about 50% SOHIO, and 25% ARCO.

R I C H A R D  K I L C O R E  - Or in total, but as I said, I would not 

put any p r e c i s i o n  on these at all. In this part icular model, 

w h a t  h a p p e n s  in total, you throw up about two thirds when
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the co mpa n i e s  combine.

If y o u ' l l  just look at the i l l u s t r a t i o n  itself, you w i l l  see 

that total in come a p p o r t i o n e d  to Alaska, the sum of the three 

c o m p a n i e s  is s e v e n t e e n  sixty. W h e n  in fact by d e f i n i t i o n  

they are e a r ning 2.6, it's about two thirds, but I w o u l d  not 

take that as i n d i c a t i v e  of h o w  m u c h  this a p p r o a c h  will r eall y 

do. I think that the m o r e  i m p o rta nt thing her e is h o w  it 

seems to w o r k  for the d i f f e r e n t  companies, and also in a 

s e n s e  says, at least suggests, that for this p a r t i c u l a r  

m o d e l  it also d o e s n ' t  throw up all of the income as we ll 

in total.

R E P R E S E N T A T I V E  M E E K I N S  - But y o u  c o u l d  get a rough e s t i m a t i o n  

of: h o w  that's g o i n g  to w o r k  by s e e k i n g  out different: companies 

and g o i n g  w i t h  their finding w h a t  their ratios are in terms 

of tho p r o f i t a b i l i t y  of their A l a s k a n  a c t ivity versus their 

average, and you could sec w h e t h e r  or not you are losing 

or g a i n i n g  the r e spect of that i ndivi d u a l  company, couldn't 

you in that respect if you k n e w  c l early  that the profits 

rates in Alaska w e r e  m u c h  g r e a t e r  than for those factors 

than their a v erage w o r l d - w i d e ,  then you w o u l d n ' t  k n o w  exactly 

h o w  much, but you w o u l d  k n o w  that w e ' r e  not g e t t i n g  what's 

approp r i a t e ,  and w o 're taking the a v erage  instead of the 

h i g h e r  rate.
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R I C H A R D  KILGORE - It is p o s s i b l e  to g a t h e r  e n o u g h  i n f o r m a t i o n

to look around and see h o w  it w o u l d  w o r k  w i t h  various

companies, but that's not r e a l l y  w h a t  I suggest that you do.

This is, as I said, i n t e n d e d  p u rely as an i l l u s t r a t i v e  to
*

d e m o n s t r a t e  how it w o r k s  u n d e r  these p a r t i c u l a r  set of. 

c i r c u m s t a n c e s  a s s u m e d  here, and again I w o u l d  look v e r y  

c a r e f u l l y  at the not es to this and also to the n o t e  w h i c h  

sets out some caveats about this.

Now, this illustrates, I think, some of the p o t e n t i a l  p r o blems 

and I think, at least I hope, focuses on the w o r k i n g s  of 

this thing, so you can think about the w o r k i n g s  of this 

approach. This was described, I think, in t e s t im ony yesterday,

as fictional and I g uess it is i l l u s t r a t i v e  b a s e d  on some

/

real data, but it c e r t a i n l y  is not intended to be a p r o j e c t i o n  

of w h a t  will h a p p e n  or a n y t h i n g  of that sort. It was d e s c r i b e d  

as fictional as o p p o s e d  to some actual data that were used, tax 

return data that were used to develop  this approach, and I 

w o u l d  like to make at least a couple c o m ment s on some of the 

i nferences that were d r a w n  from those tax return data. for 

one thing, they were used  to i llustrate net book income 

i.f y ou'll reme mber e x c e e d e d  taxable income for the compa nies 

and it c e r t ainly d e m o n s t r a t e d  that, and no one was s u r p r i s e d  

at that result. Now, the s e c o n d  thing though, is that 

w h a t  turned up i.n those tax return data is that for

I’a g e  25
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c o m p a n i e s  Cor w h i c h  you had b o t h  a p p o r t i o n e d  income and 

s e p a r a t e  a c c o u n t i n g  if y o u ' l l  remember, the former, that 

is the a p p o r t i o n m e n t  is always higher, it was positive, 

d e s c r i b e d  as a l w a y s  positive, a n d  t.he latter, separate 

a c c o u n t i n g  always  zero or n e g a ti ve, and this was taken as 

e v i d e n c e  that s e p a r a t e  a c c o u n t i n g  d o e s n ' t  work. Now, I'd 

like to address m y s e l f  to that problem. The q u e s t i o n  is 

w h y  did y o u  get this result. W h y  did a p p o r t i o n m e n t  give 

y o u  positive, and in this case w h i c h  is oil companies 

o p e r a t i n g  in the State, 14 of them I b e l i e v e  back in 

'73, '74, and '75 that you got this kind of result. It 

was said that Mr. I.ip ton was w r o n g  w h e n  he g u e s s e d  that 

p e r h a p s  the r e a s o n  was that y o u  had zero sales and therefore 

w h e n  you w e n t  to s e p a r a t e  a c c o u n t i n g  y o u  had zero sales 

and you started s u b t r a c t i n g  and so on, but it w a s n't 

I ndicated w h a t  it is that r eally  gives you this kind of 

result, and I think that it w o u l d  be of c o n s i d e r a b l e  interest 

to y ou to find out why you got this kind of result. The 

e x p l a n a t i o n  r e a l l y  was not given, and w h e n  I say it was 

said that zero sales were not the reason, zero sales in 

the sense that p r o d u c e r s  that w e r e  p r o d u c i n g  and selling 

w o u l d  d e clare their sales at zero. That was a hypothesis 

that we had, a p p a r e n t l y  that's not it. I can only speculate, 

I w o u l d  guess that in the years c o v e r e d  w h a t  h a p pened was 

that there w e r e  c o m p a n i e s  o p e r a t i n g  in A laska and spending



m o n e y  on payrolls, they have some o ffic e space, property, 

e x plo ration, money, g e o p h y s i c a l  w o r k  maybe, bonuses, I think 

that b o nuses w e r e  pai d and the like, and there m u s t  have 

b e e n  such companies >at h a d  l ittle or no reve nue that were 

no t  g a i n i n g  r e v e n u e  out of p r o d u c t i o n  in P r udhoe Bay, .and 

for these com panies they w o u l d  in fact be running losses.

T h a t  is they w o u l d  h a v e  no income. Not a q u e stion of your 

producin g, but s e l l i n g  o u t s i d e  the State, simply that they 

d on't have any income.' Now, if they don't have any income, 

no r e v e n u e s  i n c u r r i n g  these v a r i o u s  expenses, they w o u l d  

ru n  losses and s e p a r a t e  a c c o u n t i n g  w o u l d  cert ainly show 

them w i t h  losses, but I don't think if this is the explanation, 

and if it's not I think w e ' d  like to know. If this is the 

explan a t i o n ,  I think one d o e s n ' t  go from that to assume that 

se p a r a t e  a c c o u n t i n g  always ends up w i t h  no income or negati ve 

income, clearly if you a p p l y  a c c o u n t i n g  to the p r o d ucers on 

Prudhoe Bay, they w i l l  not throw  up no income. I w o u l d  

also point out the r e s u l t s  w h i c h  said separate a c c o u n t i n g  

n e g a t i v e  a p p o r t i o n m e n t  p ositive, why does that happen?

Wel l  that happens p r o b a b l y  b e c a u s e  these companies had 

pa y r o l l s  in Alaska. P e o p l e  w e r e  here, and they were g e t ting 

intere sted in the s e a r c h  here, and so forth, so you threw up 

some positive income by a p p o r t i o n m e n t .  You had some payroll, 

you had some p r o p e r t y  and so on. A n d  you throw up positiv e 

income, but T. think y ou h a v e  to ask the q u e stio n of w h e t h e r


