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this is really  w h a t  you i n te nd to do if we have c ompanies 

o p e r a t i n g  in A l a s k a  at losses because they h a v e n ' t  found 

any oil, h a v e n ' t  g e n e r a t e d  any income, do y o u  r e a l l y  want  to 

a p p o r t i o n  income to them in A l a s k a  and tax them on it?

S h o u l d  they pay income taxes w h e n  in fact they have no 

income in A l aska?

C H A I R M A N  P O L A N D  - Mr. Kilgore, I'm afraid w e ' r e  going to have 

to b r e a k  now. O u r  s c h e d u l e  this a f t e r n o o n  is 1:30 P M  at 

the S u p r e m e  C ourt  R o o m  again, and we only have  one individua l 

s c h e d u l e d  to s p e a k  this afternoon, and that's the g e n t l e m a n  

from B r i t i s h  Petroleum, so possi b l y  w h e n  he's through, we 

can r e sume the rest of this d i s c u s s i o n  w i t h  you. T hank 

y o u  very much.



T E S T I M O N Y  OE R I C HARD K I L G O R E  
D I R E C T O R  OF R E S E A R C H  FOR 
W . J . L E V Y  C ON SU LTA NTS

RI CHARD K I L G O R E  - I am t r y i n g  hard not to take it as a refle c t i o n

of my t e s t i m o n y  that every time I t e stify fewer people seem to show

up, but this is a S a t u r d a y  m o r n i n g  and its not quite like the middle

of the week. My o p e n i n g  remarks, if you recall, were, try to

present some o v e r v i e w  of the v a r i o u s  types of t a x a t i o n  on the issues

and p r i n c i p a l s  of oil and gas taxation. My second testimony

before Se nate Resources, and in the a f t e r n o o n  before the two

committees, tried to e l a b o r a t e  and sharpen the pros and cons In '•

a p p r o a c h e s  to income taxation, that is the a p p o r tionment verses

s eperate and direct accoun ting. N ow today, I would like to provide

you with  our c o m ments  on the specifics on the bills before you,

and also take the o p p o r t u n i t y  to address some of the issues raised

»
by other t e s t imony you have heard. And I would like to start again 

with the income tax. Before I get to the specifics there, I would 

like to d i s c u s s  very briefly, some of the broad questions raised by 

i ndustry spokesmen, in w hich they say that any d e v i a t i o n  from the 

present three factor p r o p o r t i o n a t e  formula raises the potential 

for d ouble or m u l t i p l e  taxation. I think this point was realsed by 

every one of the oil c a mp any spokesmen. I want to make it clear 

that if all states used the t h r e e  factor p r o p orti onate formula 

only, then the total income of the comp anies is a p porti oned to all 

the states and the sum of the tax basis in ;he individual states 

will add up to the c o r p o r a t i o n s  total Income, and the deviations,



either by different factors such as the (Eathen, A i n s w o r t h  approach?) 

as substituding a b s t r a c t i o n  or g o i n g  to book income or going to 

some sort of seperate a c c o u n t i n g  a p p r o a c h  does tend to work in the 

d irection of raising the tax basis of states that do that and has the 

tendency of each of the states in their own a p p r o a c h  to t a x a t i o n  

identifying a tax base which when added up on total would be 

somewhat more than the total income of the corporation. I think 

there can be no denying this, t a k i n g  either of these two approaches, 

does raise the potential for d o u b l e  taxation. Tnis is clear, but 

against this Alaska has to be c o n c erned with how the appo rtionment 

works for the State itself, and how, not simply how the system 

works in broad for the c o m p anies and equidy for the companies, 

but how it works for the State of A laska and what sort of income is 

thrown up for the State of Alaska, it can't ignore this either.

The State, looking at its own situation, I think in many respects 

does have a unique situation to look at, in many resp ects Alaska 

Ls unique and the taxation of oil and gas in Alaska in itself is 

unique. As I don't really have to tell you, oil and gas is far 

in the way, the largest industry and will be the largest income 

producing Industry in Alaska. Alaska also does not have other 

industry, much in the way of other industry other than oil and 

gas it does not have major, it does not have a g r i c u l t u r e  on any 

kind of ma jor scale as do other states, so many other states with 

a broader economic base can a fford to have a p p o rtionmen t formulas



w h i c h  they wor*if well fcr some Industries, not so well t h o u g h  for 

o t h e r s  and so forth, they tend to more average out than certain ly 

they would for the State of Alaska. Another unique feature of 

Al a s k a ' s  situation is its oil and gas industry is largely extractive  

and t r a n s p o r t a t i o n  ends of the business, Alaska does not have major 

re f i n e r i e s  as do other states such as California, Louisiana, and 

Texas. It does not have m a j o r  m a r d e t i n g  because it has limited 

m a r k e t s  on it b e c a u s e  of its l i m ited population, so it does not 

have m a j o r  i n vest ments in m a r d e t i n g  and alike as other states do.

So without refining, without marketing, head offices are not located 

here and so on, it does not have m a n y  of these factors w h i c h  in 

other states have helped the a p p o r t i o n m e n t  formula work for the states. 

That is where you have all of these other activities, one tends 

to have larger payrolls, there are larger numbers employed in these 

other functions tends to a p p o r t i o n  Income to those states. It does 

not have major sales w ithin the state and so on. So this also 

m a k e s  Alask a's s i t u a t i o n  unique and as we have said many times, it 

tends ti make the three factor a - p o r t l o n m e n t  formula not parti- 

culary effec t i v e  for Alaska. So on the one hand, the Industry's 

ar g um ent is certai nly a legitimate one and they have every right to 

be conc erned about totential  for d ouble taxation and I think, 

beyond that, the poten t i a l  that if you adopt this sort of a system 

that other states may s o mehow follow you and if this happens to 

them they more and mor e run the risk that the sum of the tax basis 

in all the state's exceed their own Income and this is a very l e g i t­

imate c o nc ern of theirs. On the other hand, you do have these 

unique features of the oil and ga3 industry in Alaska that I have just 

momtioned, This m eans that Alaska really has to weigh its own unique



c i r c u m s t a n c e s  against the v i o l e n c e  done to the principa l of u niformit y 

and the poten t i a l  for d o u b l e  tax ation, if you alter your income 

tax, you must a p p r e c i a t e  what you are doing and what you are doing 

to the companies, you have got to attempt to assess, at least broadly 

what it :.,eally does m e a n  to the c o mpany it v i o l a t e s  the princip al 

clearly, but what d o e s  it m e a n  in terms or dolars and cents of the 

p o t e ntial  for d o u b l e  t a x a t i o n  in those terms and I think in that

respect, some of the q u e s t i o n i n g  of Senator Croft y e s t er day was
/

along those lines and I t h i n k  you p r o b a b l y  also should pursue 

this somewhat more. You have to admit what you are doing, it would 

w o r k  in this d i r e c t i o n  but you have to get some a p p r e c i a t i o n  of 

exactly what that does to oil companies. And I t h i n k  in that 

r e s p e c t  if you are looking at that, I think, it is relevent that the 

oil industry is not taxed in all states, there are some states that 

do not have a corpo r a t e  income tax and I think it is,also relevent 

that the tax ra te in other states is often lower than it is in 

Alaska. So if you are l o o k i n g  at the double taxation issue, I 

think this is releven t b e c au se it bears on how m u c h  are they really 

hurt by this kind of d o u b l e  t a x a t i o n  fort of thing which other 

a p p r o a c h e s  imply. And I t h i n k  you have also been concerned, to* 

some extent, that what you do would set a precedent for other 

states and, this is a l e g i t i m a t e  c o nc ern ol* the Industry, I d o n ’t 

know any other situation, at least I can't t hink of any other 

s ituat i o n s  which what you are d o i n g  would immediately trigger s o m e­

thing by some other state, but still the potential for that happening 

is there. So I thin k its very Important for you to ap pre c i a t e  that 

what is being said is correct, you have your own Interest, and if

you are g o i n g  to go this approach, that you a p p r e c i a t e  what you are

/
d o i n g  and try to get some feel for what it r eally  means to the



(̂ | companies. Now I w ould like to m o v e  on to some specifics on the 

bills before you, the income tax bills, and I would like to start 

w i t h  Senate Bill 236, and House Bill 322. This is the so -called 

c o r p o r a t e  franc hise tax and it is a m o d i f i e d  a p p o r t i o n m e n t  formula. 

Now, here we r eally don't have c o m ments on the bill itself and the 

way its drafted, it is, as far as we can see, a well d r af ted bill, 

does what it is inten ded to do, and I think in the respect of this 

bill the questions  we have on the bill r eally have to do w i t h  the 

e f f e c t i v e n e s s  of the a p p r o a c h  and not r eally the specifics in the 

bill. It seems to do what it Intends to do and the q u e s t i o n  in 

m i n d  is, how eff ective is the a p p r o a c h  this bill is a t t e m p t i n g  to 

use, so I really won't have any l i n e - b y - l i n e  comments on that, but I 

will on H.B. 105, excuse me, S.B. 105, H.B. 1*15, somehow I seein to 

have m i s p l a c e d  that one. Yes, Senate Bill 105. I would first like

i
to call a t t e n t i o n  to, on page 1, line 18, to the intent of this bill, 

the intent of the bill seems to be, have to do with the d e t e r m i n a t i o n  

for tax liability on p r o d u c t i o n  and pipeline activities, it a d d r ess es 

itself to these a c t i v i t i e s  and in fact, uses the work "activities", 

it is not a tax on an entity, its tax on activities, now this 

a p p r o a c h  would presum a b l y  d iffer from a net p roceeds a p p r o a c h  

which taxes income form well or field or this kind of thing. This 

is presum a b l y  looking at these particula r activities, that is oil and 

gas p r o d u c t i o n  a c t i v i t i e s  and oil and gas t r a n s p o r t a t i o n  activities. 

And this is what the intent states, but when I am goi ng to come to 

later sections and d i s c u s s  those, I think it looks to us as when you 

go into the sections of the bill, which Involve the c a l c u l a t i o n  of 

the tax it doesn't really secin to be consistent with the intent to 

tax a c t i v i t i e s  whi ch is stated in the beginning, and I will ella-

it



b o rat e on that when I come to I t . I would also point out on page 1, 

line 28, that when it comes to taxing oil and gas t r a n s p o r t a t i o n ,  

like pipeline, this bill r e fers only to crude oil or n a t u r a l  gas by 

pipeline, the wordi ng of the bill very speci f i c a l l y  e x c ludes  products 

p i p e l i n e s  in the state and you have a products p i p e l i n e  coming on 

soon I believe, I don't k n o w  w h ether  this was the intent of the bill,

I just want to point it out to you but this p a r t i c u l a r  piece  of l e g­

islation specifically  excludes products p i p e line s and I q u e s t i o n  whether 

this was de libe r a t e  or not, I t h i n k  you ought to con sider that. M o v i n g  

on to page 2, line 2^, these are the costs that could be d e d uc ted 

under this bill. It has costs, i n c l u d i n g  the cost of gathe ring, g a t h er ing 

is used there. Now, the point I want to make on the use of the words 

"cost of Gather ing" Is that these costs of g a t h e r i n g  may very well be 

beyond the well head. This is a bill which takes well head value as

the income and starts d e d u c t i n g  cost, g a t h e r i n g  cost m a y  be beyond the
»

well head in which they don't, in this case if t h e y  are beyond the 

well head they do not go to build up the well head value, but in 

fact, rather serve to r e d u c e  the well head value, so In effect if you 

take this treatment of using g a t h e r i n g  costs as a d e d u c t i o n  and these 

g a t h e r i n g  costs are beyond the well head, in fact what you are doing 

seems to be a l l owing a d o uble deduction , d ouble deduction.

QUEST I O N -  T h i n k i n g  that the tax is placed at well head, and these are

beyond the well head s-o Its a b ouble deduction.

K I L G O R E  - It is a d o u b l e  deduction, right, it could be a d o u b l e  d e d u c­

tion, in fact I don't know how it is g o i n g  to wor k on Prudhoe Bay, 

but the ga thering could in many areas trump lines that also are the 

gatherer s, it could be in this case that Alyeska p i p e l i n e  would be 

the g a t h e r e r  and you would be t a x i n g  them under this bill then you

would also be a l l owing against oil a'nd gas p r o d u c t i o n  a g a t h e r i n g



#
ch a r g e  or a gathe ring cost so I t h i n k  you ought to, this is something 

that needs to be cleared up, if it is gathering, m a y b e  it should very 

sp e ci fically say, "gathering before the well head" or something of 

this sort. Your w o r ding should e s t a b l i s h  some kind of consillie nce 

b e t w e e n  the value in the p r o d u c i n g  f u n c t i o n  and the value of the 

a c t i v i t i e s  in the t r a n s p o r t a t i o n  f u n c t i o n  beyond that. My next 

co m me nts are on page 3, line 1, a g a i n  we are t a l k i n g  about expences 

that can be deducted when it talks about lease a c q u i s i t i o n s  p ayments 

on the well head, lease a c q u i s i t i o n  payments, p r o perty taxes paid 

b e f o r e  the p r o d u c t i o n  on the lease holds, so what we are t a l kin g 

about are lease a c p u i s i t i o n  payment on the lease holds, now we 

are g o i n g  to undersco re on the lease hold. No w its not clear to us 

w i t h  this kind of wordin g w h e ther this is ment to be restri c t i v e  so 

that the deduction for these kinds of costs are restricted to producing 

lease holds, or is this g e n e r a l l y  an a p p l i c a b l e  feature of the law, 

that is when we use a word on the lease hold does that m e a n  we are 

c o n f i n i n g  deducti on ofthose costs s p ecifically to income from that 

lease hold or is it more g e n e r a l l y  deductable. This sort of problem 

1 think runs all the way t h r o u g h  here and this parti cular section 

looks to us as if it might be intended to be restricted, that is restrict 

the income against which these a c q u i s i t i o n  costs could be written. 

Es p e c i a l l y  if you look at this in the content of section 7, a little 

further below it appears to us that this may be the intent. And 

that same problem c.oines up on the same page 3, on line 9, where 

we have associated with a lease hold, another case we have "field" in 

this particu lar wording here and, I t .ink in another section there's 

the use of the word "property". Now, if these different words are 

used in here, I think that it ought to be made clear that there



is a intended d e s t i n a t i o n  amongst these v a r i o u s  things, I a m  going

to come later, to a more g e n e r a l  a p p r o a c h  to this, where one really

w ouldn't r eally need these kinds of words and this seems to imply

to us that there is some d e s t i n a t i o n  b e t w e e n  these and therefore,

there is some r e s t r i c t i o n  against, r e s t r i c t i o n  on what income

v a r i o u s  kins of c a t a g o i i e s  a c r o s s e d  here can be w r i t t e n  off. In

general, the w o rding of this whole section here en d e d u c t i o n s  really

seems to be closer to us to a net p r o ceed s tax than it is what we

would call a seperate a c c o u n t i n g  approach. The w o rding were would

seem to imply that to us if it doesn't m e a n  that I thank the wording

ought to be changed, it ought to be very clear against w h i c h  income

you can deduct, your v a r i o u s  expences. For example, it is not

clear to us in the w o rdi ng of this bill how a p r o ducer who has

income, say in Prudhoe Bay, has m a d e  a n o t h e r  oil d i s c overy and he

*
is in the process of d e v e l o p i n g  that d is covery, p u t t i n g  in producing 

wells and the like, it is not clear under this bill, to us, how he 

could handle those d e v e l o p m e n t  costs, would be able to, if he had 

to capit a l i z e  it, could he start w r iting them o f f  immediately  

against his Prudhoe Bay income or his other income, or would he have 

to c a p i t a l i z e  those and wait to deduct some sort of, that capitalized 

cost until lie had p r o d u c t i o n  from this other new field that he has, 

so its not clear to us what is really intended in this bill, is it 

really a seperate a c c o u n t i n g  a p p r o a c h  or is it s omething closer to 

a net proceeds. This r aises the q u e stion  of what should be your 

basic approach. Now if what is intended here is r e ally seperate 

accounting, under an Income tax and not a seperate kind of tax as a 

net proceeds was, we would think a more a p p r o p r i a t e  way would be 

really, to consol i d a t e  all the exploration, devel o p m e n t  and p ro duction



re v e n u e s  and costs a n y where In the State. That is one would take 

r e v e n u e s  where ever they were from oil productio n or p r o d u c t i o n  of 

oil and gas in the State, and then be allowed to deduct all expences 

h aving to do with the a c t i v i t y  of exploring, development, p r o d ucing 

oil and gas, and this ould m e a n  a l l o w i n g  the e x p e ncing  of dry wholes 

here a g a i n s  income there or d e v e l o p m e n t  costs, a m o r t i z a t i o n  of 

de v e l o p m e n t  costs as against your income elsewhere, and we t h i n k  if 

this is r e ally  an income tax approach, this makes more since real ly 

than an attempt to narrowly link expen d i t u r e s  with pro ducing income 

from specific fields, even if you then allow some sort of write-
«

off for losses and so on. We t h i n k  It makes more since to go a 

more c onso l i d a t e d  a p p r o a c h  and it does not a ppear to u.. that the 

w o r k i n g  nearly does that. M oving on to page 3> down on line 2*1, 

this is where we get into the d e t e r m i n a t i o n  of pipeling transportation 

income, the first section of this lias to do with pipelines that, 

op e r a t i n g  solely in Interstate commerce and in this case subject 

to ICC regulations. Now what the bill sets as taxlble income under 

those si tuations is 8% cones from, ICC said that one can set tariffs 

no higher than that level which would result lu a 8# r e t u r n  on v a l u a­

tion of the pipeline, thats where this comes from, and seems to be 

an attempt to get that income. Well, first of all there would 

a ppear to be a technical flaw 11' this is the intention of the 

bill, to tax from the basis of ICC Income. If you may recall, the 

ICC 8# a l l o w a b l e  r e turn on pipelin e v a l u ation  is 8# after tax, that 

is after Income t a x e s , after the d e d u c t i o n  of all income taxes,. 

Includ ing federal income tax, therefore, if this tax were operative 

and you were t a xing at 8# of the v a l u a t i o n  of the pipeline, you 

would be taxing 0# ol1 after tax income, not before tax, and I don't



think that was the intent of this bill. All your other sorts of 

taxes are a lways on b efore tax income, your present tax law starts 

with taxable income, f e d e r a l  taxable income, well, this is before the 

d e d u c t i o n  of federal income taxes and this is after the d e d u c t i o n  of 

federal income taxes, a v e r y  m u c h  smaller tax base, and I don't 

think your intent ever was to tax after  the federal income tax was 

al ready deducted. So I t h i n k  this was p r o bably just a technical 

p r obl em here I don't b e l i e v e  it was r e a l l y  an intent to tax after 

tax income r ather  than b e f o r e  tax, and if the intent is_ to r eally 

do this, that is tax a s s e n t u a l l y  on a ICC basis this is what you 

would o b v i o u s l y  have to do I think.is to take 8% after tax, add back 

the federal income tax, gross it up to a pretax concept. Again I 

think this is just a t e c h n i c a l  matter, I don't think this was the 

i n t e n t .

SEN. HUBER - I think, I wish Chancy were here, I think it was their
*

intent to tax it after, if that was their intent, would you have 

any c o m ments that would a p p l y  to it?

KILGORE - Well, I don't r e a l l y  know what the prupose of it would be,

your g e n e r a l  princ i p a l  of taxation in most cases for c o rporatio ns 

taxes in states is to tax on a t a xable income basis before d e d u ction 

of federal income taxes. And it seems to me, you are kind of r e s t r i c t­

ing y o u r s e l f  to r o ugh ly half what kind of tax base you normally would 

try to reach.

SEN. HUBER - If the Intent was to tax after, would this have the

offact of not a l l o w i n g  it to be put into the base in such a manner that

it would d e c r e a s e  the valu e of the oil? In other words, the value 

of A l a s k a ' s  oil would d e c r e a c e  by the t r a n s p o r t a t i o n  charges and the 

profits on the t r a n s p ortati on. Th ey may have been a i m i n g  at that



K I L G O R E  - Sentor Huber, I d o n ’t see how It would work that way 

b e c a u s e  no matter, what ever state taxes you Impose on the p i p eline 

I don't care w h ether they are on a before tax, after tax, or p r o perty 

or w h a t e v e r  basis*, they are going to be a liable d e d u c a t i o n  under ICC 

rule making. Going to a lower base and t a xing loss will not, it will 

still be a d e d u c t i o n  obviously, it will be a lower deduct i o n ,  but if 

thats p u rely your aim, you can not tax them at all if you want to 

get the well haired by that, if thats what you r eally have in mind.

I think this is, you can talk to the p eople who wrote this but I 

t hink this in an oversite. This is a t e c h n i c a l  matter, I want to 

point it out b e cause I suspect it was not the intent, but we also 

feel that this m ethod of t a x a t i o n  has p r o blems a n yway it Is clearly 

tax on d eemed  income, it does not look at the actual r e v e n u e  of the 

pipeline, it does not look at the Individual costs incured by the 

pipeline, its deed, and it may very well not accord with the income 

a c t u a l l y  earned by the pipeline. That is even if the pipeline, a 

Alyeska pipeli ne is setting tariffs in line with ICC rule m a k i n g  

trying to get the m a x i m u m  3% there is no a s s u r a n c e  in any one 

year that they will in fact earn 8% on v a l u a t i o n  obviously, 

you don't know exactly what your costs are you don't know what the 

values are g o i n g  to be and so forth, so what you do is set a 

tariff which would appear on a p rojected basis we will try to get 

your 8% valuation, there is no a s s u r a n c e  from year to year 

that you may in fact earn income greater than 8% of v a l u a t i o n  

or less than 8% .on valuation, there is Just no knowg e x actly 

what sort of r e s u l t s  you will get, and so c e r t a i n l y  the ICC 

Itself does not Intend that exactly 8% is earned every quarter  

every year and so on, its just an Impossibl e thing, it just

t

can't happen, infact if y o u l o o k  at the ICC records,



you will see thats c l e a r l y  the case, not every p i p el ine is earning 

exactly 8% from year to year. So we thinlc the real p r oble m with 

taxing on a deed basis an a p r o a c h  w h i c h  looks at the actual 

revenue  and e x p e n d i t u r e s  of the pipeline, one of the other 

wh i t n e s s e s  y e a s t e r d a y  a s k e d  if this was in fact legal to do it 

on a d e e n  b a s i s , w e  d o n ’t know the a n s w e r  to that but it m a y  very 

well be legal quest i o n s  w i t h  this, there are also questi ons 

with equity, taxing in a de an basis rather t h a n  an a c t u a l  basis.

Sen. Huber- it it p o s s i b l e  t h e n  that they just intended to 

use the lower base so it would be effect i v l y  about 4$ insteat 

of 8%, is that possible

Kilgore- thats possible, that would be . .

Sen. Huber - cause I can see what they are t r y i n g  to get to,

if you have to tax these oil p i p e lines in a c c o r d a n c e  with persentage

of interest, m o b i l e  oil p i p e l i n e s  all over the country areal l worked
• i

into the c o m p a n y  and you get that scrambled egg that you can't u n­

scramble, and I hhink they were problaly willing to take a smaller 

p e r s e n t a g e  right off of the interstate Alaska line at a point where 

tthey would get it r a t h e r t h a n  u n s c r a m b l i n g  that egg., I think thats 

the attempt.

KILGOR_- Senator Huber, it is my u n d e r s t a n d i n g  that out of some 

U R d e r l e g l s l t a i o n  you passed in past session that the companies w i ] 1 

be provi d i n g  you w ithan a c c o u n t i n g  of Aleyesk a pipeline, unscramble d 

from the rest of their p i p e l i n e  oppscations. That is my recole c t i o n  

and the p i p e l i n e  r e g u l a t o r y  bill, this is one of the provisi on 

and one tl at was net taken out laterthat the c o m p anies will infact 

provide you withrevenues, costs for Aseyeska pipeline 

HUBER- again, this wasn't s o m e t h i n g  that I helped draft, but I

believe you to know i n f o r m a t i o n  is to be provided the mecha n i s m s



in our income tax law for u n s c r a m b l i n g  it and g e t t i n g  to the 

income of the p i p e l i n e  just from A l a s k a  are c o n s i d e r e d  to 

be u n y i e l d i n g  or don't exist. I think that's w h e r e  the egg 

scramble is. I think that's w h a t  w e ' v e  got here. It just 

m a y  help in y o u  t e lli ng us h o w  to do it. I w i s h  C hanc y was 

here again, as I say. Is he coining b a c k  M a d a m  Chairman?

C H A I R M A N  P O L A N D  - No.

S E N A T O R  H U B E R  - He w o n ' t  be b a c k  this morning. I had c o unt ed 

on h i m  K i n g  here, he said he was going to.-

CHAIRMA N P O L A N D  - He's at a finance meeting.

«

S E N A T O R  H U B E R  - The reason is b e c a u s e  the bills that he's 

talking about n e w  by the subcommittee, Chancy and Greg are 

the people that can really help us on them, and they should 

be here.

CHAIR M A N  P O L A N D  - Well, don't tell*me Senat or Huber, tell 

him.

S E NATOR H U B E R  - Well, I can't tell a n othe r S e na tor w h a t  to 

do, but I'd r e a l l y  counted on him b e i n g  here. It's too late 

now. We c ould have Greg and w e ' d  be g e t t i n g  m o r e  information.



C H A I R M A N  P O L A N D  - I don't k n o w  w h y  Gr eg isn't here. Let's go 

on anyway.

R I C H A R D  K I L G O R E  - Well, some of the intent of this section,

I think, b e co mes clear er w h e n  you get to later sections about

the A l a s k a  Pipeline. I w o u l d  like to p o i n t  out though, that

this t a x i n g  on this basis of i n ter-sta te p i p e l i n e  at the

8 7 o  also r e a l l y  doesn't give them m u c h  of any incentive, no
%

i n c e n t i v e  r e a l l y  to lower their tarrifs if they're r e a l l y  

i n t e r e s t e d  in doing it. What is b e i n g  taxed at that full 

8% and y o u  go to a lower tarrif, you don't even get any 

income tax benefit for dcing that, so I'd like to point 

that o u t .

I

S E N A T O R  H U B E R  - And even if you taxed it at half of that, it 

w o u l d  be the same kind of incentive situation.

RICHARD K I L G O R E  - Yeah, there just is no i ncentive to do that. 

Y ou'r e g o i n g  to pay on that regardless of what you do, unless 

you go to the other section of the bill that follows a little 

further on, w h i c h  appears to be an attempt to strengthen the 

A l a s k a  P i p e l i n e  Commission. That's a s e ction just a little 

bit further on. Now, we b a s i cally w onder w h e t h e r  this is 

really n e c e s s a r y  that one w ou ld try to force people through 

your income tax legislation to accept rules and regulations, 

and so on, of the A las ka P ipeline C o mmission through an income 

tax approach. I think we should also point out that under this



bill if a company, pipeline company, w ishes to set tarrifs, 

say, lower than w h a t  w o u l d  give h i m  8% on valuation, in face, 

he m a y  v e r y  w e l l  w a n t  to set tarrifs along the line establish ed 

by the A l a s k a  P i p eline Commission, but he m a y  not want to go 

as far as the s e ction  h e r e  that says that he has to abide 

by all the rules and r e g u l a t i o n s  of the A l a s k a  Pipeline 

Commission. He m a y  not w a n t  to go that far, but he m a y  

be w i l l i n g  to set tarrifs along the lines that the A l aska 

P i p e l i n e  C o m m i s s i o n  feels are appropriate, and he'll still 

be taxed at the 8%. He has to go all the w a y  in order to 

have his income c a l c u l a t e d  in a n oth er w a y  along the lines 

of the A l a s k a  Pipeline Commission, and we really question 

w h e t h e r  this is the p roper v e h icl e for trying to strengthen

i
the Commission. We think there's a ques tion also on the 

b o t t o m  of Page 3, where there's no ICC v a l u ation where 

c o m p anies engage at least p a r t ia lly in intra-state commerce, 

and then it talks about he can have his taxes assessed on 

the basis of the Alaska Pipeline C ommission assessment 

of income, and it's not clear to us from the w o rding here 

whether, what this means. Does this mean the rules of the 

A l a s k a  P i p eline Commission as a p p l i e d  to the total operations 

of this pipeline  w h i c h  is both an inter-state and intra-state 

commerce, or does it only m e a n  that part of the business of 

the p i p e l i n e  w h i c h  is purely intra-state. I suspect the ihtent 

m eans all. The A lask a Pipeline Commiss ion rules and assessments 

of income as applied to the total business of the pipeline, but 

it's not entirely clear to us that this section says that.



As I said before, w h e n  y o u  come to Page 4, Line 14 w h e r e  the 

election, there is an election, it m a y  v e r y  w e l l  be that 

companies are w i l l i n g  to set tarrifs m o r e  in line w i t h  what 

Al a s kan's deem are appropriate, but still be r e l u ct ant to 

subject themselves to all regulations a nd so forth, provisions 

of the Commission. A  m i n o r  technical p r o b l e m  on Page 4, Line 21, 

where w e ' r e  talking about taxation of gas pipelines, this has 

to do w i t h  income along p rocedur es e s t a b l i s h e d  by the Federal 

P ower Commission. I think it w o u l d  w o r k  out v e r y  w e l l  to say 

Federal Power C o m m i s s i o n  or A s s e s s o r  b e c a u s e  as you m a y  k n o w  

there are, Pres i d e n t  Carter has p r o p o s e d  a r e o r g a n i z a t i o n  of 

our energy, various energy agenci es in the U nited States, 

including a Depart ment of Energy w h i c h  w o u l d  include in it 

the Federal Power Commission, so it m a y  v e r y  we'll be subsumed 

u nder s o m e thing else, so I think it should say that. Now, 

our feeling is that if you're going to go the separate a ccounti ng 

route, I think you ought to c o n sid er carefully, rather than 

these sort of provisions that appear here, a more s t r a i g h t­

forward kind of separate a c c o u n t i n g  a p p r o a c h  for oil pipelines.

As I said before, it is our u n d e r s t a n d i n g  that all the 

revenues and costs of the A l yesk a P i p eline will be made 

available to the State, that is they will not be hi dden in 

all the o ther pipeline operations of the companies in the 

lower ' 4 3 , 'which w o u l d  have been the case w i t h o u t  your 

own provisions for them, but you will, it is our un derstanding, 

get the information, and it w o u l d  seem to us a more straight-



forward approach to take these data and assess w h a t  the income 

is of the pipeline. One m a y  want to take the i n f o r m a t i o n  

given and change d e p r e c i a t i o n  rates or something  of this 

sort. Y o u  m a y  not w a n t  to use the same ones that the ICC 

does, as w o u l d  be given to you by the companies, but y o u  

w o u l d  have i n f o r m a t i o n  to make a s t r a i g h t - f o r w a r d  accoun t i n g  

of the pipeline, if y o u  desire to go the separate a c c o u n t i n g  

route, and if y o u  do, we w o u l d  urge that you look c a r e f u l l y  

at that rather than these sorts of provi s i o n s  here.

On Page 5 we have a s e c t i o n  for the d e t e r m i n a t i o n  of income

from other a c t i v i t i e s , that is from activities other than

the oil and gas p r o d u c t i o n  and transportation, w h i c h  you

dealt w i t h  on the separate accou nting basis, and what it

amounts to is an appor t i o n m e n t  formula for the rest of the

income. Now, we think that the language here is really

not clear either. T h e r e  is talk about adjustmen t of factors

to take out of the factors, say the payroll, etc., that are

.involved in the p r o d u c t i o n  and t r a n sportat ion section before

w h i c h  are s eparately  accounted. One w o u l d  take these out

it says, but it doesn't really tell you w h e t h e r  they should

be taken out of the numerator, or w h e t h e r  they w o u l d  also

be taken out of the d e n o m i n a t o r  of the fractions used in

the apportion system. We don't think it's clear. I think

you could also raise a questio n as to w h a t ' s  intended  here

also, what you're g o i n g  to do is exclude income that you tax

o t h e r w i s e  in this bill before this on p r o d u c t i o n  and transportation,



but w h e n  y o u  come to a p p o r t i o n i n g  for o ther activi t i e s  in 

Alaska, y ou a p p e a r  to leave in the total income that gets 

apportioned, the total income o f  the company, yo u ap pear to 

leave in all their other p r o d u c t i o n  and t r a n s p o r t a t i o n  activities, 

so in a t t e m p t i n g  to get at, say, wha t r e f i n i n g  income is here 

in the State, y o u ' r e  g o i n g  to go through an a p p o r t i o n m e n t  

formula w h i c h  is also goin g to p r o d u c e  not o n l y  their refining 

activi ties elsewhere, but their p r o d u c t i o n  and transportation, 

and so on, and it's not e n t i r e l y  clear to us w h a t  exa ctly 

y o u  r e a l l y  w a n t  to do u n d e r  these circumstances. Presumably, 

if a company had no o t h e r  activities in Alaska, that all their 

payrolls, properties, etc., we re a s s o c i a t e d  p u r e l y  w i t h  the 

t r a n s p o r t a t i o n  and p r o d u c t i o n  functions, these fractions would 

be zero, and there w o u l d  be no problem, but as 'long as there 

are o t h e r  p eople involved in A l a s k a  you T’ould be apportioning, 

and I think you ought to c o n isder c a r e ful ly w h a t  it is that 

you want to, h o w  you want to try to do that;

We have down in S e c tion l 1;, some provision s that have to do 

with the D e p a r t m e n t  of Revenue p r o v i d i n g  estimates of tax 

co .ts of various kinds of deductions, and I think our only 

quest i o n  there is the w a y  the w o r d i n g  is, it's a very raw 

s tatement about the tax costs of various deductions. It 

w ould seem to m e a n  you w o u l d  have to come up w i t h  a tax cost 

of all kinds of categor ies of costs. I think what is meant 

is the tax costs of v a r ious special kinds of tax accounting.

I don't think it r e a l l y  m eans that they wa nt the tax cost



of such things as just p l a i n  o p e r a t i n g  costs, w a g e s  and so 

forth. I don't think that's the intent of this that one 

w o u l d  want the tax cost of dedu c t i n g  payrolls, I m e a n  b e c a u s e  

no o n e  que stions the d e d u c t i o n  of payrolls.

C H A I R M A N  P O L A N D  - I ' m  sorry, but w e ' v e  h a d  a slight emergency, 

and w e ' r e  going to take a ten m i n u t e  break. .

(MEETING RESUMED)

R I C H A R D  K I L G O R E  - I've be en a sked if I w o u l d n ' t  state again

w h a t  our problems wer e w i t h  the w o r d i n g  on the b o t t o m  of

Page 5. This section calls for the D e p a r t m e n t  of Revenue
*

to r p ovide a report, and in that report it asks for a 

r eport on itemiz ed deducti ons by category, and the tax 

cost of these deductions. Now, I suspect what is not m e a n t  

is all itemized  deductions, that is, one w o u l d  have the tax 

cost of a l l o w i n g  royalties  as an expense, the tax cost of 

a l l o w i n g  p a y rolls as an expense. I don't think this is 

w h a t  they have in mind. Norma l l y  w h e n  you're talking 

about the tax costs of something, you're talking about 

w h a t  is the cost of treating various items in one w a y  

versus a n other way. That is in the case of i ntangible drilling 

costs, a l l o w i n g  them as a straight expense, or do you capit a l i z e  

and a d v e r t i s e  them over time, or if it's p e r c e n t a g e  depletion, 

w hat' s the cost of this p a r t i c u l a r  w a y  of accounting, and 

n o r m a l l y  one c alcula tes tax co$t for those things, not for
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normal kinds of o p e r a t i n g  costs and so on that one has.

I think that this s h o u l d  be d e f i n e d  a little bit m o r e  here, 

and the p u r p o s e  of d o i n g  it too, also, I think s hould be 

defined, but I think w h a t  is m e a n t  is some special accoun t i n g  

proced u r e s  and so forth on tax cost of these, n o t  all itemized 

d eductions as is s t a t e d  here.

Now, t u rning to Fage 6, Line 3, talks about in this report 

for the D e p a r t m e n t  of Revenue, a s u mmary  of each corpor ate 

tax r e t u r n  filed w h i c h  shows income from the p r o d u c t i o n  of 

oil or n a t u r a l  gas, s h o wing the total amount of oil and gas 

pr o d u c e d  by or for each tax payer, the taxable income of 

the c o r p o r a t i o n  from p r o d u c t i o n  as report ed in accordan ce
i

w i t h  and so on, and also the p i p eline transportation. Now, 

we feel that this kind of a public report of income tax 

i n f o r m a t i o n  could be e s p e c i a l l y  t hreat e n i n g  for the companies. 

We think it raises a lot of questions about laying out in 

the public record v a r i o u s  kinds of information that wo uld 

n o r m a l l y  be c o n s i d e r e d  c o n f i d e n t i a l , and laying this out 

on the record, we think could have some impact on competitive 

s i t u a t i o n  of the industry. What it would do, i probably 

d i s c l o s e  the specifics of Prudhoe profitability. Everybody 

has an idea of what P r udhoe Bay p r o f i t a b i l i t y  is, but this 

would proba b l y  lay it out on the line.

m
S E N A T O R  H U B E R  - Is that bad, to have the p r o f i t a b i l i t y  laid 

out on the line fo: nee, so that we all know what w e ' r e
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R I CHA RD K I L G O R E  - Well, I think from the standpo int of the 

companies, it is bad, and I think they have a lig itimate 

complaint about this b e c a u s e  once this i n f o r m a t i o n  is out, 

it's not o n l y  a v a i lable for y o u  people to assess, but it 

also w o u l d  effect c o m p e t i t i v e  relationships. That is it 

w o u l d  throw up i n f o r m a t i o n  w h i c h  say companies in the 

po s it ion of n e g o t i a t i n g  for the p u r c h a s e  of P r u dhoe Bay 

Oil w o u l d  k n o w  alot about w h a t  their competitors' costs 

and so forth were, and this is the kind  of i n f o r m a t i o n  w h i c h  

is n o r m a l l y  not a v a i lab le in those kinds of b u y i n g  and 

selling relationships, and I think for those w h o  are in 

the selling position, this i s .....

t a l k i n g  a b o u t ?

SE N A T O R  H U B E R  - Did you say for oil or for lease 

so that I can relate it.

RICHARD K I LGORE - This calls for the w h o l e  c o r p o r a t i o n  as 

such. This w o u l d  p r e s u m a b l y  show for any individual company 

its total 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  in Alaska, 

but it's b a s i cally EXXON 's and Prudhoe Bay's p o s i t i o n  obviously.

S E NAT OR H U B E R  - Richard, I'm trying to be constructive, but 

I'm h a ving trouble, I can see w h e r e  more data base being 

out, if the companies w e ' r e  talking about b e tween themselves



s e lling their leases for their property, m a y b e  somebody 

wants to sell somebody a p i g  in a poke or something, so 

the data b eing out w o u l d  be detrimental, but I think y o u  

said that in selling oil, r athe r than oi] properties, and 

I w o n d e r  about that b e i n g  it's a completely controlle d 

market, how there w o u l d  be any legitimate in terest there.

R I C H A R D  K I LGORE - Well, it may not ver y well be a complet ely 

c o n t r o l l e d  market, w e  don't k n o w  h o w  FEA, w h a t  they're 

going to do on P r udhoe Bay p r i c i n g  and so on, but what the 

FEA does is always set ceiling prices, and there's a question 

of w h e t h e r  one can realize the ceiling prices. There may 

very well be a s i t u ation w h e r e  m a j o r  refineries in California 

w h o  are not Prudhoe Bay producers w i l l  be b a r g a i n i n g  for 

North Slope Crude, and trying to strike a b a r g a i n  w i t h  a 

North Slope producer, and this price is not fixed, there 

w i l l  be a bargain on some of these prices, and you do something 

when you introduce i nformati on in the public record that the 

buyer has access to. He knows then more about the economics 

of the seller.

S E NAT OR H UBER - The future danger it might cause than, rather 

than the present because  they're so tightly sewed up now.

RICHARD KILGORE - In fact there's a general propos i t i o n  putting 

this kind of thing on the record does put out confidential 

i n for mation w h i c h  is n o r m a l l y  not made availabl e in public,



w h i c h  is internal to companies, and I think it changes the 

b a r g a i n i n g  k i n d  of s i t u a t i o n  to some extent, it just has to.

S E N A T O R  H U B E R  - I'm h a p p y  to hear, M a d a m  Chairman, that 

s o m ebody thinks that some t h i n g  m a y  go m o r e  than the free 

m a r k e t  place, b e c a u s e  from l i s t ening to the radi o this 

morning, I was a f raid that e v e r y t h i n g  about e n er gy was 

g oing to get furth er from the free m ar ket place until the 

P r e s i d e n t  comes right into m y  house and tells me w h a t  I 

can do inside of m y  home.

R I CHA RD K I L G O R E  - Anyway, w e  see problems w i t h  m a k i n g  this 

k i n d  of i n f o r m a t i o n  a v a i l a b l e  by company. I think, if you
i

want info rm a t i o n  it m i g h t  v e r y  w e l l  be p o s sible for the 

Depart ment of Revenue to combine information in such a 

w a y  that w o u l d n ' t  disc lose individu al company positions.

I don't know, a g g r e g a t i n g  data by p r o d ucing  areas or 

s o m e thing  of this sort. I don't know, but g i vi ng y ou 

inform a t i o n  that w o u l d  be h e lpful without raising these 

kinds of dis clo s u r e  problems. That really c oncludes my 

s p e cific comments on this piece of legislation. In sum,

I guess, what w e ' r e  really s aying is if you feel you want 

to go the separate a c c o u n t i n g  route, that you m i g h t  very 

well consider some a l t e r n a t i v e  to this, or some a l t e r n a t i v e  

provisions, and in the oil and gas pr oducing area r e ally 

thinking s e r i ous ly about consolidation, the c o n s o l i d a t e d  

kind of thing w h e r e  you w o u l d  c o n s o l i d a t e  all the revenues



and deduct all costs in the S t a t e  of A l a s k a  r a ther than 

the pr ovis i o n s  here, w h i c h  s e e m  to be c lo ser to a net 

p r o c e e d s , and on the p i p e l i n e  that y o u  c o n s i d e r  again 

a m o r e  simple strai g h t  forward d ire ct t a x a t i o n  on the 

basis of the i n f o r m a t i o n  that will be c oming to the State 

on the A l y e s k a  Pipeline.

S E N A T O R  H U B E R  - M a d a m  Chairman, w h i l e  D i c k  is still in this 

015, this is the area w h e r e  I q u e s t i o n e d  i n d u s t r y  yesterday, 

if you remember. D i c k  on the s e c r e c y  of these reports, do 

you think that L i n e  28, Page 5, under the 015, one of the 

things I read into this is I thoug ht that was all inclusive, 

and maybe it isn't.

I

R I CHA RD KILGORE - W o u l d  you r e p e a t  that again, Senator.

S E NAT OR H UBER - Page 5, Line 28, under 015. We're talking 

about public reporting, w h i c h  you were just talking about 

a moment ago. I took it tc m e a n  i t e mized  d e d u c t i o n  by 

category, and that these r e turns by category must run all 

the way through this, so that you aren't d i s c l o s i n g  actual 

returns, but only by category.

RI CHARD KILGORE - Well, I did not read it that w a y  S e n a t o r  

Huber. I read this p a r t i c u l a r  part of the report has to do 

w i t h  itemized deducti ons by c a t e g o r y  and tax cost, and then



I read on the next page, Line 2 of the next page, also 

include d in the report shall be the summary of each c orporate 

tax return. I didn't r e a d  by c ategorie s as part of that.

T h e s e  s e e m  to be two sep arate parts of this r eport to me.

S E N A T O R  H U B E R  - G r e g  w a s  that m e a n t  to be in there so that

that is b y  c a t e g o r y  r a t h e r  than d i v o l g i n g  the summary of 

an actual indi vidual tax report?

GREG E R I C K S O N  - Mr. H a ggert  d r a f t e d  that partic u l a r  p o r t i o n  

of it, and it is m y  u n d e r s t a n d i n g  that, subject to cor rection

by him, is that each individua l tax report and the summary

by category.

I

S E N A T O R  H U B E R  - In o t h e r  words, the w a y  I'm r e ading category  

is w h a t  you deter m i n e  it to be? But the category goes over

to the next pate too.

U N I D E N T I F I E D  S P E A K E R  - No. There are two requirements. The 

intent w h e n  it was drafted, was that there be a general

summary Cor all taxpayers under  this piece of legislation

by category. Then, in part B there w o u l d  be for each taxpayer 

a summary of that taxpayer's tax due and paid, and so on, 

so that it w o u l d  not be by c a t e g o r y  it w o u l d  be by taxpayer 

in two parts of it.



s e v e r a n c e  tax. As I said in my g e neral remarks, if y o u ’re

in t e r e s t e d  in r a i s i n g  the seve r a n c e  tax, b o t h  of these bills

that w e ' r e  going to c o n sider seem to in g e n eral f ollo w our

guidelines, and has to do w i t h  m o r e  the specifics of h o w

each one of them works. W e ' l l  start w i t h  HB 144, SB 103.

This bill does several things. One is it moves  to lease

a v e r a g i n g  r ather  than w e l l s  in the calculation, and w e  think

that m a k e s  an awful lot of sense from the a d m i n i s t r a t i v e

standpoint, and p r o b a b l y  should be done even if y ou don't

raise the s e v e rance tax, p r o b a b l y  even a m e nding yo ur present

s e v e rance tax w o u l d  do that, and w o u l d  ma ke sense. Page 1,

Line 11 of the bill moves  the point of tax from the w e l l h e a d

«
to a n e w  point of p r o d u c t i o n  w h i c h  is later defined.

S E N A T O R  HUBER - How is this defined?

R I C H A R D  KILG ORE - It's d e fined  back on Page 4, line 9, gross 

value at the point of p r o d u c t i o n  means for oil, Che value of 

the oil at the point w h e r e  it is m e t e r e d  or m e a s u r e d  in a 

co n d i t i o n  of p i p e l i n e  q u a lity on the premises of the lease 

or p r o perty from w h i c h  it is recovered. So in come cases 

it w o u l d  change the point of taxation from the w e l l h e a d  to 

somewhere b eyond up to a point w h e r e  it was meter m e a s u r e d - 

and m a d e  put in p i p eline conditions, so it clearly, and this 

is pointed out by someone else, moves the point of taxation

R I C H A R D  K I L G O R E  - Okay, I w o u l d  then like to turn to the



and in a sense in certain situations it w o u l d  tend to tax 

the t r a n s p o r t a t i o n  and u p g r a d i n g  of the crude oil. That's 

c l e arly the case.

S E N A T O R  H U B E R  - I think it h a d  anothe r r eason for being 

in there. I think it was on acc ount of that Kenai deal 

to w h e r e  if they t ransferr ed our r o y alty share p o r t i o n  

that w e n t  into r e s a l e  that they w e r e  subject to the APUC, 

and doing it this 'way, w h i l e  t h e y  p u s h e d  their r o y a l t y  

share t h r ough our line, they w e r e  not subject to our APUC. 

T here was quite a p r o b l e m  on that in Kenai,-it h a ppens to 

be in gas, but w e ’re talking j o i n t l y  here and I think this 

was done for the c o m p a n y’s benefit.

i

R I C H A R D  KILGORE - Well, I think also in Cook Inlet, as I 

u n d e r s t a n d  it, there have been c o n t i n u i n g  disputes about 

questi ons of w e l l h e a d  and where one taxes, and I think this 

is all intended to s t r a i g h t e n  this matter out by legislation. 

This is wher e it is, and w e  d o n ’t have to argue about backing 

out t r a n sportation  or whatever, this is what they're talking 

about. This makes a d m i n i s t r a t i o n  of it easier, clearly,

I think that some of the testi mony y e s t erday it was complaine d 

that there w o u l d  be a cost to the companies in a sense that 

they w o u l d n ' t  be taxed on t r a n s p o r t i n g  and upgrading. I think 

that if it's a d m i n i s t r a t i v e l y  easier and there is a.cost, 

perhaps what you should do here  is get a b etter idea of what 

you're really talking about in^ terms of cost and dollars and



cents. What is r eally the extra costs that companies w o u l d

be a r  by a _ng this, or some idea. I think that's h o w  you

w o u l d  have to assess that. N o w  lets look at the tax rates

in this bill. I think y o u  are all familiar w i t h  the fact

that it adds h i gher  w e l l  b r a ckets and puts in these h i g h e r

br a ck ets at h i g h e r  tax rates than exist in the p r esent

legislation, and it also lowers the tax rates, both the

cents per barrel tax and the p e r c e n t a g e  tax for lower

p r o d u c t i v i t y  wells. Now, just to give y o u  a r ough idea

of w h a t  this does, and I'd like to just give you some

n u mbe rs on h o w  it w o u l d  s e e m  to us to effect, say, Prudhoe

Bay, and then look at the Cook Inlet situation under this

bill. All the numbers I'm g o i n g  to use are ease of com per a b i l i t y

for 27 g r avity crude oil. Now, in Prudhoe Bay,' and I'm

a s s u m i n g  for purposes of this calc ul a t i o n  that the w e l l h e a d

value on Prudhoe Bay is say $7.50 per barrel just as i l l u s t r i a t i v e .

U n d e r  the present tax for a 5,000 barrel a day well in Frudhoe

Bay, and these figures are cents per barrel of gross produc t i o n

not of taxable production, but you still get an idea of the

r e l a t i v e  increase in the tax. The present tax for 5,000 barrel

a day well at $7.50 is A 9 and 1/2 cents per barrel of gross

production. This ta:: for the same well, a 5,000 barrel a

day w e l l  w o u l d  raise the tax to 68.9 cents. That's about

a 377» increase in taxation of a 5,000 barrel a day well

in P r u dhoe Bay. If you w e n t  to a 10,000 barrel a day well,

the percen t a g e  i ncrease and the tax is greater. As against
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about 51 cents at the present time, this tax w o u l d  raise

it to about 80 cents, so on a v e r y  p r o d u c t i v e  10,000 b arre l 
»

a day w e l l  at Prudh oe Bay, the increa se there w o u l d  be about 

587o, increased through this tax over w h a t  y o u  have  today.

The effective rate on gross barrels p r o d u c e d  w o u l d  go from 

about 7.3% on a 10,000 barrel a day w e l l  to a bout 12.2% 

u nder the new tax, so this is w h a t  it does to Prud hoe Bay, 

very signi ficant increases. And the p e r c e n t a g e  as I gave 

y o u  w e r e  really the effective rate on taxable barrels going 

from 7.8 to 12.2. So y ou are e nd ing up on the v e r y  productive 

well, you end up w i t h  an average e f f e c t i v e  rate on taxable 

barrels of just under 12 and 1/2 percent in Louisiana. I 

think that's what was intended. So that's the impact it 

has on Cook Inlet, I m e a n  on Prudhoe Bay. Now,* lets 

look a Cook Inlet, and part ic u l a r l y  the cld oil b e c au se 

w e ' v e  always been w o r r i e d  about effective taxation of old 

oil. Now, this bill does retain the cents per barrel feature 

that exists in the present bill, and it retains the cents 

per barrel feature with b a s i c ally the same floor price as 

you have tod.'.y. It works out for 27 gravity crude to about 

$6.10 today. So it retains that, but w h a t  it does at the same 

time is that it does lower the rates of taxation both p ercent age 

and the cents per b a rrel  taxes in the lower well brackets, 

so d e s p i t e‘the cents per barrel feature still b e i n g  in there, 

it does lower taxes on low p r o d u c t i v i t y  wells below what  

they are today. I'll again give you some examples, and they'll

29



again be on the same basis as before. 27 g r a v i t y  crude, 

and these are figures on a gross b arrel basis. At the 

p r e s e n t  time a 100 b a rrel a day w e l l  in C o o k  Inlet w o u l d  

be on the cents per b arrel  tax a n d  it w o u l d  pay 26.6 cents 

per barrel. This bill on a 100 b a r r e l  a day w e l l  w o u l d  

e l i m i n a t e  the tax. It w o u l d  go to zero, and a v e r y  

s u b s t a n t i a l  gain for a 100 b a r r e l  per day well. For a 

300 b arrel a day well, w o u l d  also pay u n d e r  the p r e sen t 

tax, 26.6 cents. Under this bill, under our calculations, 

it w o u l d  drop ..that 26.6 to 14.2 cents per barrel. So you 

have about a 12 and 1/2 cent r e d u c t i o n  for a 300 barrel 

a day well, and if you mo ve up to a 500 barrel a day well, 

y o u  still get a reduction. Under the pres ent tax it w o u l d  

be 28.7 cents. Under SB 103 it w o u l d  be 21.2. ‘So even 

for a 500 barrel per day well, you're g o i n g  down by about 

7 and 1/2 cents per barrel, and in fact this n e w  tax as 

c o m p a r e d  with the present lowers the tax up to somewhere 

wells in the range of 1,000 to 2,000 barrels a day. Somewhere 

in that range, the new tax gets h igher than the old tax, 

so it does provide very s ignifica nt r e l i e f  for low productivity 

w e l l s .

S E N A T O R  H U B E R  - M a d a m  C h a ir man - the figures w h i c h  we have 

in the co mmittee they are open to him now, I think, I just 

w o n d e r  w h e n  he finishes there. If you have any dispute 

with those, T. think that they c o n f i r m e d  his testimony.
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R I C HARD K I LGORE - Yes Senator, we did do our own h o m e w o r k  

on this obviously, and w e  have had a c hance to look at w h a t  

l egislative  affairs has, and they c o i n c i d e  w i t h  w h a t  I'm 

testif y i n g  here.

S E N A T O R  H U B E R  - I was wondering. It w o u l d  help us a lot to 

k n o w  that they do or don't or if there are differences.

R I C H A R D  K I L G O R E  - No they don't they c a l c u l a t e  the same w a y  

we do.

Now, so this bill does, I think, meet our o b j e c t i o n s  really 

to the present t a x ation of old oil at Cook Inlet w h i c h  has 

the h i g h  effec tive rates b e c a u s e  of the cents per barrel 

feature. At least its p r esent o p e r a t i o n  w o u l d  reduce 

the tax s u b s t a n t i a l l y  for low p r o d u c t i v i t y  wells, and we 

thirk that's a good feature of this bill. I should point 

out though, this bill does r etain cents per barrel and it 

does r eta in e s c a l a t i o n  of that cents per barrel, so it 

is p o s sible that under this bill we w o u l d  again be back 

in the same p r o b l e m  that we have today. If the esc ala t i o n  

manages to raise the cents per b a rrel tax high enough, we 

could be back in this p r o b l e m  again of taxing old oil in 

Cook Inlet at high prices, it's possible. The potential 

is still in this bill.

/



S E N A T O R  H U B E R  - This evades it from present time, and we 

m i g h t  have to look at it again in future years if we don't 

do someth ing w i t h  cents per barrel.

R I CHA RD K I L G O R E  - Yes, it m a y  be b a c k  again.

S E N A T O R  H U B E R  - Well, I'd sure look at it again, M a d a m  

Chairman, than I w o u l d  to have T o m  Fi nk for Governor.

R I C HARD K I L G O R E  - I think I was on r e c o r d  the first time 

I testified as sa ying that if you do r e t a i n . a  cents per 

barrel that perha ps what you do is at least c o n s i d e r  no 

further e s c a l a t i o n  in cents per barrel, and perhaps that 

c ould be in this bill too. I don't know. I wa'nt to only 

point out that it could h a p p e n  again. So that's b a s i c a l l y  

what this tax does. It raises fairly significantly, the 

tax in Prudhoe Bay, but it does lower the tax c o n s i d e r a b l y  

on low p r o d u c t i v i t y  old oil p r iced wel ls in C o o k  Inlet.

It also has a s e v e rance tax for gas that is flaired, and 

a very subs ta n t i a l  one, five times the rate. I think 

before you do this kin d of thing and add such a tax, y ou 

ought to look very c a r e f u l l y  at where  gas is b e i n g  flaired 

and why. There has been testimon y y e s t e r d a y  about safety 

flairs and*so on. I think you ought to look v e r y  c a r e f u l l y  

at what it is that you w o u l d  be taxing and w h y  the flairing 

is going on at the present time. Now, if what you're really 

trying to do is tell co mpanies to find a use for this flaired
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gas and find m a r kets for it, I think that at the v e r y  least 

if there is gas b e i n g  f l a i r e d  n o w  w h i c h  y o u  think y o u  could 

find m a r k e t s  for, t h e r e f o r e  y o u ' r e  going  to try to compel 

p e opl e through this tax, s o m e b o d y  u s e d  the w o r d  i n c e ntive 

the other day, but y o u ' r e  c o m p e l l i n g  t h e m  t h r o u g h  this 

tax that at least y o u  ought to p r o v i d e  s o m e b o d y  w i t h  a 

g race p e r i o d  b e f o r e  they w o u l d  p a y  this tax. That is, 

y o u  w o u l d n ' t  start right away. Y o u  w o u l d  m a k e  it clear 

to them that they h a d  c e r t a i n  time w i t h i n  w h i c h  to find 

m a r k e t s  for this. Y o u  w o u l d n ' t  p e n a l i z e  t h e m  in the m e a n­

time, but if you don't find gas for w h i c h  it's logical to 

find markets, that you w o u l d  say at some point in the future 

you're going to start p a y i n g  a tax on this, so you had b e t t e r  

get busy and look for markets. I don't think f ........

S E N A T O R  H U B E R  - I think, M a d a m  Chairman, that w e  should  m a k e

sure in there. I think we should find out the required

safety flair of no more than a certai n amount except d uring

an e m e r ge ncy blowout or s o m e t h i n g  like that. The. idea was,

as long as it's e c o n o m i c a l l y  u n f e a s i b l e  to take small amounts

of gas and reinject them, the State loses its r o y a l t y  share

on it, and the n a t i o n  loses the energy s t r ic tly because at

a g iven space in time, u s i n g  if y o u  w i l l  excuse me, a cash

discou n t i n g  flow and e v e r y t h i n g  else, that we deter m i n e

^  its value and we say it's nothing, and w h a t ' s  n o t h i n g  is

m o v i n g  down the pike a n o t h e r  twenty or thirty years m a y  be

all we have, and P r u dhoe Bay, in spite of an abso l u t e  no
/



flair r e s t r i c t i o n  has b e e n  a l l owed to flair and e v e r ybod y 

knows it. S o m e h o w  or other, it does have to be stopped, 

and if you m a k e  it so it isn't e c o n o m i c a l l y  feasible to 

flair, then it b e c omes e c o n o m i c a l l y  feasible to b u i l d  a 

small compressor s y s t e m  for saving.

G EORGE SILIDES - M a d a m  Chairman, I k n o w  that the flair i n g

_______________ as H u b e r  p o i n t e d  out, __________  that the flairing

of course, and the w o r d  a l l o w e d  is important, they get

p e r m i s s i o n  from the State, and w e  have to do something about

the bill, that w e  don't have c omp etition b e t w e e n  the taxing

department and the D e p a r t m e n t  of Oil and Gas Conservation.

They are the ones that give the permission, and you have to

<
apply and you have to point out that it's b e i n g  done w i t h  

safety and so on. I don't think that the bill intended 

to p enalize s o m ebod y for ent er i n g  into a safety feature, 

and so a m  I correct Mr. Kilgore?

RICHARD K I LGORE - I w o u l d  assume that that's the intent.

You'r not really i n t e r e s t e d  in taxing g a s .........

S E N A T O R  11UBER - But that board still has the power and makes 

the exempti ons and has been cons ta n t l y  m a ki ng the exemptions, 

and it's a matter of record, both at Prudhoe Bay and elsewhere, 

they make the exemptions, they're legally made, but.the 

product is gone, the r e s o u r c e  is gone, it is flaired, and so 

at least putt ing in a fairly stiff recovery there, does at



least give us s o m e t h i n g  o ff of our severance tax that went  

up in flair too.

GEORGE SILIDES - M a d a m  Chairman, I m i g h t  make  another comment. 

I think that in v i e w  of the comments being made, w e ' r e  going 

to have to look into the l e g a l i t y  of being able to tax a 

safety feature.

S E N A T O R  H U B E R  - No, w e  don't tax the safety feature. Let's 

not get crossways on that. W e  should put an e x e m ption in 

here for the safety flair only, and somewhere we need to come 

up w i t h  a figure of what is the amount that may be flaired 

to date per well  or per s afety flair. We definite ly shouldn't
i

tax them on w h a t  is a safety requirement. But there isn't 

a provision. The gas that's b e i n g  burned in significant, 

is not being b u r n e d  in so called legal actual safety flairs. 

It's being flaired o t h e r w i s e  by legal permits by the board.

CHAIRMA N P OLAND - I think we have to check w i t h  the Board 

as to why they are g i v i n g  the tax.

S E N A T O R  H U B E R  - T ha t's w h y  the Governor's bills has it in 

it. That's why c o m m i t t e e ' s  bills has had this for two years, 

and we should certainly, like Dick says, make sure that we 

don't tax the n e c e s s a r y  safety flairs. I asked y esterday what



was, and they said a m i l l i o n  cubic feet. That's a thousand 

MCF's a day. I'm not sure that that isn't c o n s i d e r a b l y  over 

w h at' s n e e d e d  to burn there in case, I n e e d  a good d e f i n i t i o n  

of a safety flair.

R I CHA RD K I L G O R E  - I think also y o u  m i g h t  consider  if y o u  

really feel the gas is being flaired that y o u  do n't, w a n t  

to be flaired o th er than as safety purposes or wh atever, 

that's s o m e t h i n g  y o u  m i g h t  consider as an a lter n a t i v e  just 

t.ightei m g  up your r e g u l a t o r y  bill and your regula t i o n s  

rather than do it t h r ough a taxing approach.

SENATOR HUBER  - W e ' v e  done e v e r y t h i n g  but tar and feather 

the board. '

R E P R E S E N T A T I V E  O S T E R B A C K  - M a d a m  Chairman, could a n ybody 

telL us how much gas they will be flairing at Prudhoe Bay? 

A n y t h i n g  that burns is energy. We're talking about we're  

running short of energy. Somebody talked about the railroad. 

If they took it in there, they could take out about a h u ndred 

tanks of gas a day, and they didn't think it would be enough 

to pack that out w i t h  flairing, and that would be an awful 

lot of energy, but most of us don't really know v/hat this 

gas is w i t h  the flairing, but I know a nything that burns . 

is energy, and w e 're talking we're running out of energy.

So I think there should be some thing done about it. A n y t h i n g
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that you can save as energy, you can sell. There's no 

p r o b l e m  in that.

R I C H A R D  KILGORE - Well, I agree w i t h  you, if w h a t  w e ' r e  

r e a l l y  talking about is waste, then I think w e  should 

elimin ate that. It is energy, a n d  you're a b s o l u t e l y  

right, and I think y o u  should look v e r y  c a r e f u l l y  at 

w h a t ' s  g oing to h appen at P r u d h o e  Bay, and h o w  your 

r e g u l a t o r y  people w i l l  h a n d l e  it.

S E N A T O R  H U B E R  - Might we, M a d a m  Chairman, A1 b r o u g h t  it 

up and it's very important. I think that it's u n d e r s t o o d  

that they have stopped flairing or are to stop flairing.

i
It was only for that r e f i n e r y  that they flaired at Prudhoe 

Bay, and they didn't pump it b a c k  down the gas well even 

though they we re d r awing gas out to run the r e f i n e r y  because 

it would have cost more m o n e y  than the gas was worth, so 

n a t u rally the gas was w o r t h  nothing, so it w o u l d n ' t  cost 

m o n e y  to pump it b a c k  down into the ground. If it had a 

value of 20 cents an MCF, it would  have been a lot cheaper 

to pump it back down into the ground, but just so that 

the record is straight, we aren't really looking for flairing 

at Prudhoe Bay, but if you w i l l  take a look at the Valdez 

terminal, you will find that we don't flair no more, but 

we've got three huge oxid izers there, and there's going to 

be a tremendous amount of e nergy unless the LPG's that are 

in that gas and the vapors that are in the gas at Valdez,



unless there's a plant built to r e cover those and use them 

w h i c h  is not in the plan, it is going to e f fectively  flair 

trillions of BTU's b efore V aldez is over with. That's 

b e c a u s e  the plant and the tanks w i l l  not stand the p r e ssure  

in the storage.

G E O R G E  SILIDES - M a d a m  Chairman, I think the point is w e l l  

m a d e  that somet h i n g ' s  got to be done about defining what 

is mea nt by safety gas, w h a t  is be ing wasted, and I think 

also that the bill had i n t e n d e d  to address the b o t t o m  of 

the possib le w a s t i n g  of c arb on dioxide. There was a c o n siderable  

amount in this p a r t i c u l a r  n a tural gas, and I suppose w h a t  

w e ' r e  g e tting to is that we have to do so mething about those

i
things, either by d e f i n i t i o n  or by amending the bill. I 

think this is a point that w e ' r e  going to have to look into.

I don't think w e ' r e  g oing to get it solved right here.

S E N A T O R  HUBER - T. think they're willing, George, not to flair 

the carbon dioxide, but I'm not sure if they will get rid of 

i t .

G E O R G E  SILIDES - It doesn't b u r n  anyway, Senator.

C H A I R M A N  POLAND - We'll be c h e c k i n g  on this flairing part.

S E N A T O R  H U B E R  - Well, it's important on both ends. I think 

that the bill needs to not p e n a l i z e  them, but by all means
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s houl d be r e t ained in the bill, and we may of course have 

to put it in in some o t h e r  places. I don't think this is 

g o i n g  to effect it w h e n  it comes to the flairs in Valdez.

R I C H A R D  K I L GORE - I'd like to m o v e  on the the second severance 

tax bill, and t h a t’s HB 321, SB 238. Now, b a s i c a l l y  this 

tax changes the tax rate to 10%, but it also has a cents 

per b ar rel feature of 75 cents per barrel, so it has an

e f f e c t i v e  floor p r i c e  of $7.50, and it also has w h a t  ____________

for an economic limit f a ctor built into it, and I think 

Mr. W i l s o n  y e s t e r d a y  did quite a good job e x p l a i n i n g  how 

the m e c h anic s of this worked, and he also p r o v i d e d  an example 

for you that I think was p r o b a b l y  quite useful. Bas ically

i
w h a t  the bill does is give you the first h u n d r e d  barrels 

a day as an a l l o w ance for o p e r a t i n g  costs is what it amounts 

to, and wells p r o d u c i n g  m o r e  than 100 barrels a day, they 

pay then an i n c r e a s i n g  fraction of the 10% for the 75 cent 

tax is the way it works, and it's a conti nually increasing 

thing as well p r o d u c t i v i t y  moves above average well p r o d u c t i v i t y  

m oves above loo b a rrels a day. Very roughly, a 100 barrel 

a day well w o u l d  pay no tax under this bill. A 200 barrel 

a day well w o u l d  pay about 4 3 %  of the tax. It isn't 50% 

b e c a u s e  as you might think by taking 100 to 200 because 

it's taxable barrels only that count. That is the 200 

b arre l a day doesn't p r oduc e 200 barrels that are entirely 

income to the company. T w e l v e  and a half percent of those 

go to the State.
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R I C K A R D  K I L G O R E  - It's 43%, 200 is 43% of either 10% of 

v a l u e  or 75 cents a b a r r e l  d e p e nding on w h i c h  it is.

G E O R G E  S I LIDES - T ha t's w h a t  I w a n t e d  y o u  to say.

R I C H A R D  K I L G O R E  - For a 300 b a r r e l  a day w e l l  it w o u l d  be

62% of these bas ic rates and on a 4,000 b a r r e l  a day well,

it w o u l d  be up to 89% of this. This is the w a y  it works,

and it amounts to a c ontinuous function as against the

step s c h edule that you have in your present legislation.

As I said, it amounts to a continuous function and in

»
p r i n c i p a l  we find it as k i n d  of an appealing concept 

as agains t the step schedule. N o w  the other feature of 

it is that one can't ap[. ly for an economic limit factor 

g r e a t e r  than 100 barrels per day well average if you can 

prove it, and w h a t . y o u  b a s i c a l l y  have to prove is that your 

o p e r a t i n g  costs that you require, out of pocket operating 

costs are g r e a t e r  than w h a t  you wou ld get with 100 barrels 

of p r o d u c t i o n  per well. Y o u  w o u l d  need more than this to 

r e c o v e r  your o p e r a t i n g  costs, Now, there appear to us to be 

a couple problems w i t h  h o w  this actually works. First of 

all on Page 3 L i n e ...........

S E N A T O R  HUBER - M a d a m  Chairman, I w o u l d  note that we've got 

J o h n  M e s s e n g e r  here, too. This is the same p r ob lem that came



up y e s t e r d a y  in t a l k i n g  w i t h  the industries. We migh t wa nt 

Jo h n  to answer some of these.

R I C H A R D  K I L G O R E  - It has to do first of all w i t h  h o w  costs 

are defined, and that starts on Page 3, Line 16, s ubsec t i o n  

C here, and as was p o i n t e d  out in t e s t i m o n y  yesterday, it 

is n o t  clear that the cost c a t ego ry s p e c i f i c a l l y  a l l o w e d  

here r e a l l y  p r o v i d e  for all the k i n d  of out of pocket 

expenses that a p r o d u c e r  m i g h t  have, and b a s i c a l l y  that's 

the concept that y o u ' r e  trying to get at, w h a t e v e r  is out

s
of p ocket expenses, and it's not clear to us that that 

is the case and some q uestions were r a ised y e s t er day and 

I think you ought to c o n sid er those too, but wha t I think
t

is m o r e  important is that after c a l c u l a t i n g  the costs here, 

you then have to d e t e r m i n e  h o w  m a n y  barrels are n e c e s s a r y  

to recover, that is if more than the hundred that you are 

a l low ed anyway. N o w  the p r o b l e m  w i t h  it is'that the way 

that the bill was written, you don't take your costs and 

divide through  by the price of oil that you as a producer 

receive. That is your actual price, if you're an old 

oil p r o du cer and g e t t i n g  $5.00 per barrel, you don't divide 

through by $5.00 to see how m a n y  barre ls you need to recover 

your costs, but you use a n other  deemed price to do this, 

and the d eemed price is acquisition, this is Page 3, Line 29, 

its a c q u i s i t i o n  costs GIF at w e s t c o a s t  refineries for 

i mported oil of like q u ality  and then you net this b a c k  to 

Alaska, so you're not d oing it, on the price you actua lly



receive, y o u ’re doing it on a deemed price that you m a y  not 

be receiving, and it seems to us this causes problems.

S E N A T O R  H U B E R  - C ould  w e  at this point if it's convenient,

I wonder, S t e r l i n g  isn't here, but J o h n  is and this was 

the q u e s t i o n  yesterday, I u n d e r s t o o d  from the test imony 

by the State that as of s tarting in D e c e m b e r  or sometime 

like that that these w ells that we re in economic trouble 

shall we say, that these figures that y ou have put in

here t a l k i n g  about ________ price are a c t u ally what's happened.

T h e y  are n o w  b e i n g  allowed, these h igher  prices on the 

p r o d u c e r ' s  share, but not upon the State's r o yalty  share.

The a r g u m e n t  yesterday, and I think we're right into it
i

again today, is w h e t h e r  we're just talking about a possible 

deemed price w o r k i n g  it back from San F r a n cis co or w h e t h e r  

w e ' r e  truly ta lking.about what they're goi ng to get, and 

the indu stry said no this was unfair that wasn't what they 

w e r e  going to get, so we' re right at the nitty gritty, and.

I think you can help us John.

R I C H A R D  K I L G O R E  - Perhaps, Senator, I'm going to give an 

example, m a ybe I ought to do this and then we can talk about 

i t .

SE N A T O R  H U B E R  - Okay, just so that John, he wasn't here 

yesterday, so he's alerted. My stand was or w h a t  I saw 

was that you fellows put this in here because that's actually



wh a t  the oil companies are getting, and so you were getting 

right to the n i t t y  gritty, and they said no this is what they 

mi g h t  give them, but I u n d e r s t o o d  S t e r l i n g  to say that this 

h a d  a c t u a l l y  s t arted in December, and I don't think this 

was in testimony, I b e l i e v e  this was talking in the afterwards 

that it actuall y had started  in D e c e m b e r  and the State had 

b e e n  d e nied that increase, but the producer's  share had 

been allowed, so if that predic a t e s  it and as he goes on 

if you can s t r a i g h t e n  this out, it will help me a lot.

R I C H A R D  KILGORE - I'd like to just give a little example 

o f  what we' re t a lking  about here. if we h a d  an op erating 

cost for a well or wells w h a t e v e r  the unit or something, 

and say $2,800 a day, and these we re direct ope ra t i n g  

expens es d e fi ned p r o p e r l y  however, and if you didn't get 

these revenue enough to do this, you w o u l d  shut down.

Now, if one looked at the foreign price and then netted 

back to Alaska, l e t’s say you came up with $14 just to 

make the a r i t h m e t i c  easy, you came up w i t h  $14. N o w  in 

c a l c u l a t i n g  your e c o nomic limit factor here, you would 

divide through by that, and that w o u l d  give you $2,800 

d i v i d e d  by $14 is 200 barrels a day. You're economic limit 

you could then justify  is 200, rather  than the 100 which 

you had presumed. That means you're g e t t i n g  more, but let's 

say that the p r o d u c e r  only gets $5 a barrel for oil because 

he's r e c e i v i n g  the old oil price in Cook Inlet, lie doesn't 

bet $14, he gets $5. Lell for h i m  to actually recover the
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$2,800 his total expenses at $5 he's a c t u a l l y  r e c e i v i n g  

for his oil, his real economic limit factor is $2,800 d i vid ed 

by $5 or 560 barrels, so that in fact, his limit factor, that 

is the n u m b e r  of barrels he needs before he's got to shut 

down, b e c a u s e  he doesn't make it out of p o c k e t  cost of 560 

under this bill it appears to me, he w o u l d  o n l y  gel: 200.

I don't think it r eal ly gives y o u  the result s that you 

intend. The result that you i nte nd is to p r o v i d e  r e l i e f  

for m a r g i n a l  wells. It doesn't a ppear to r e a l l y  serve 

the i n t ended purpose.

S E N A T O R  HUBER - That's at $5.61?

R I C H A R D  K I L G O R E  - That's at $5.00 even.

S E N A T O R  H U B E R  - But doesn't this other deal w o r k  to raise 

that?

R I CHA RD KILGORE - Well, the o t h e r  thing w e ' r e  talking about is price 

r elief under FEA regulations. I think that's really s omething 

different here. I'm a d d r e s s i n g ..........

S E N A T O R  H UBER - That's not five dollar oil. You know, if 

w e're talking about his econo m i c a l  limit on the well then 

we assume it to be $5.00 oil, but he is a c t u a l l y  rec ei v i n g  

$10.95 for it because it's b e l o w  a certain e c o nomic limit



a l r e a d y  established, then w e ' r e  d e a l i n g  w i t h  s o m e t h i n g  that 

do e s n ' t  exis.t, and that's w h a t  I ' m  trying to get into this, 

and I thought that that was w h y  the State had d r a f t e d  it.

R I C H A R D  K I L G O R E  - B e c a u s e  it assumes that the F e deral 

g o v e r n m e n t  w i l l  always bail out people, is w h a t  yo u're 

saying, other than r o y a l t y  owners.

S E N A T O R  H U B E R  - My i n f o r m a t i o n  was, it didn't only assume, 

it w a s  b a s e d  on w h a t  was happening. Can y o u  cla rify that 

John?

J O H N  M E S S E N G E R  - Let me just m a k e  a couple comments. I
»

guess it's true that one p o s i t i o n  that w e've taken on this 

bill that our taxes s hould not be b ased on the artific ial 

price set by the F e d e r a l  government, and the Federal 

g o v e r n m e n t  set a price of $5.00. Our p o s i t i o n  is that we 

sh o u l d n ' t  be content with the tax b a s e d  on that artificial, 

price, and that's why, one, w e ' v e  set the cents per barrel 

floor, likewise w h e n  you're figuring the ec onomic limit 

factor, again, we say the true ec ono m i c  limit is not h o w  

m a n y  b arrel are p r o d u c e d  at the a r t i f i c i a l  price, but the 

amount of barrels they woul d produce using the true value 

of that oil, pre-m arket oil. We sh ould insure ourselves 

that so m a n y  cents to so m a n y  percent of that pre-mar ket 

oil b e c a u s e  that is our resou rce and we should get at least 

that percent out of it. Secondly, is that producers are
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re a c h i n g  their break even point w h i c h  they w i l l  stop 

producing. There is a p r o c e dure by w h i c h  they can m a k e  

ap p l i c a t i o n  to the FEA and get p rice r e l i e f  and w i t h  that 

h i g h e r  price they can produc e longer, but the F E A  has said 

that they will give pri ce r e l i e f  only to the producers, 

and not to r o y a l t y  o r a e r s , so if a c o m pan y is r e a c h i n g  

its economic limit in Cook Inlet, and they go in for price 

relief, they are given that pr ice relief. T h e y  w i l l  raise 

their price, but they w i l l  not raise that p r i c e  in the 

terms of the amount of royal ties w h i c h  _________________________

So, it's two things, one is the tax rate and the economic limit 

factor should be ba sed upon the true v a l u e  of the oil, and 

s e c o n d l y  that producers are p r o t e c t e d  through FEA regulations,

I
but the State is not.

S E N A T O R  H U B E R  - Then I guess. w h a t  he's saying is that if 

someone's going to shut down the p r o d u c t i o n  there, by it 

being b e l o w  economic limit on $5.00 oil, the State is 

ad v o c a t i n g  that we put the m o n k e y  on the fed's bac k and 

say you did it, you set an artifi c i a l  price, w e ' r e  going 

to set our tax b ased on free m a r k e t  price, and if you  want 

to save that resource, save that company, you can turn 

around and do likewise what 's reasonable. I'd say it's 

what I call putting the m o n k e y  on the Fed's back. They 

caused the problem. I happen to be strongly in agreement 

w i t h  the State's stand on that, and compli m e n t  them for it 

because w h y  should we throw away our r o y a l t y  share and our



taxing a b i l i t y  b e c a u s e  somebody forced an a rti ficial price 

down our t h r o u t , and is forcing that same artificial price 

down the throat of the oil companies.

R I C H A R D  K I L G O R E  - Look, I'm going to address m y s e l f  to the

q u e s t i o n  of the artificial price, that's part of what I'm

doing here, and I think the C o m m i s s i o n e r  took issue w i t h

e a r lier t e s t imon y I m a d e  w h e n  I said I thought this was a

flaw in the thing, and it c e r t ainly was, I thought, a

flaw in terms of its p u r pose  of p r o v i d i n g  relief, and n o w

I do u n d e r s t a n d  w h y  they do this w h i c h  is another objective,

than w h a t  a p p ea red to be the intent of the bill, and I'm

g o i n g  to come back to the whole que stion of the artificial

»
price. It's very clear they did this by design. I'd like 

to again, as you asked, talk about just very roughly what 

it does to Prudhoe Bay and then to Cook Inlet, and then 

discuss the consequenc es of that. Again, for Prudhoe Bay, 

looking at 5,000 and 10,000 barrel a day wells at Prudhoe 

Bay, this bill also raises taxes s i g n i f i c a n t l y  on those 

w ells as does the other bill, as does HB 321 that we looked 

at before, excuse me HB 144, that we looked at before, but

it does not raise them as sharply as the other tax. If

we take a 5,000 barrel a day well, I said that, and I'm not

going to run through all the numbers here, I think, but that

the other tax for a 5,000 barrel a day w e l l  raised the tax 

about 39% on a 5,000 barrel a day well. This tax would raise 

it about 297, it appears to us using the presume d hundred
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£
barrel figure. The discrepancy b e t w e e n  the two gets larger 

at ve ry p ro ductive w ells because of the steep rates near 

the end of the schedule in the other bill, and for a 10,000 

b a r r e l  a day well, HB . *'•'* *t ‘>°% this w o u l d  raise

it about 27% on the v e r y  .is, so if it both

i n c r eased  taxes on P r udhoe Bay, clearly the one, HB 144 w o u l d  

increase them significantly.

S E N A T O R  H U B E R  - That w o u l d  be effective of w h a t  of 5 and 10.

R I C H A R D  K I L GORE - Okay, the effective rate would be very 

close to, on taxable barrels it w o u l d  be very close to 10%.

On 5,000, it w o u l d  be 9.8 % and 9.97« on the 10,000. It approaches 

10%.

SE N A T O R  HUBER - Just s l i ghtly under ten percent for a total 

maximum. Or fully 2 and 1/2 percent, a little over 2 and 1/2 

percent  below Louisiana. Using the A d m i n i s t r a t i o n ' s  bill.

R I C H A R D  K I L GORE - That's correct.

S E N A T O R  H UBER - And it w o u l d  be right at Louisiana  with 

the o t h e r  bill.

RI C H A R D  K I LGORE - Close to it. That's correct.

$
/



Now, let's look at w h a t  happens to the Cook Inlet old oil 

price here. This bill as the other one for a 100 b arr el 

a day w e l l  elimin a t e s  the tax altogether. It does e x a ctly 

the same thing, but w h a t  we find troublesome is that is 

you go to 300 b a r r e l  a day wells, these are the w ells that 

w e ' r e  c o n c e r n e d  w i t h  b e c a u s e  of their p r o d u c t i v i t y  and the 

old oil price they have to bare, they get the tax there 

doesn't go down, but it increases. It goes up from 26.6 cents 

on gross b a rrels to 40.6 cents. It goes up by 14 cents a 

barrel. This tax raises it that much. On a 500 barrel 

a day well, it raises it by about 13 and 1/2 cents, and on

a 1,000 b arrel a day well. I'm sorry 14 cents increase on

a 300 b a r r e l  a day well, 22 cents on a five hund red barrel

a day well, and 28 cents on a 1,000 barrel a diiy well.

What I think are p a r t i c u l a r l y  disturbing are the increases 

on the lower p r o d u c t i v i t y  wells. A well as low as 300 barrels 

a day w h i c h  we already have some concern for because of the 

effect ive rate on the old oil thing has actua !y a fairly 

s ubst antial increase in its tax burden. As Commi s s i o n e r  

G a l l a g h e r  s t a te d correctly, you get this result because 

of r a i s i n g  the floor price essentially. You are raising 

the floor price from $6.10 to $7.50 and you have higher 

tax rates at the same time, and it's d e liber ately designed 

to do this. Now, we really feel that this kind of goes 

against w h a t  we feel are good principals of severance 

taxation. What you're saying is the producer in Cook Inlet 

he r e c e i v e d  a r e l a t i v e l y  low old oil price estab l i s h e d  by



the F e d er a l government. This in turn r e s t ri ct s his o wn 

profit ab il it y,  but then the State adds to his b u r d e n  by 

taxing h i m  as if he r e c e i v e d  ^7.50, and it seems to us 

that r a t h e r  than he l p his p r o d u c i n g  situation, this only 

makes the s i t u a t i o n  worse. One of the reasons given 

for do in g this is that the F e d e ra l g o v e r n m e n t  is following 

an unwise, or I think it was d e s c r i b e d  as a foolish price 

policy. Now, this m a y  or m a y  no t be the case. I'm not 

w i l l i n g  to pass a j u d g e m e n t  on that, but they're, y ou 

should k n o w  that the F e d e r a l  go ve rn m e n t  does hav e  reasons 

for doing this. It's not capricious, they do ha ve  reasons. 

They have concern over the effect. What they're concerned 

with is this, we ' ve  had a fantastic increase in the oil 

prices o u t s i d e  the U n i t e d  States by the OPEC nations and 

if one frees the oil, the old oil price, it will go up 

very, ver y sharply. It will, perhaps in some cases, close 

to triple in price, and the people are con ce rn ed  about the 

cons eq ue nc es  of this. Rightly or wrongly, they are concerned 

about the in f la t i o n a r y  impact on consumers. They're concerned

about w h e n __________________ producers, b e c au s e these are on old

oil wells, wells p r o d u c t i o n  w h i c h  is e s t a b l i s h e d  at old costs 

and so on and therefore you have to q u e st io n w h e t h e r  you 

want to give them huge increases in the price and windfalls. 

There is concern over that. So there are reasons, and you 

can argue one way or another, but there are reasons for this.



S E N A T O R  H U B E R  - W o u l d  it be fair to say that those reasons 

are e x a c t l y  on a par w i t h  the same reaso ns  for h a v i n g  co nt r o l l e d  

gas prices as w o u l d  be in in te r- s t a t e  c o m m er ce  as w e l l  as 

s e t ti ng  a free- ma rk et  price. It's the same p r i n c i p a l  in 

both cases.

R I C H A R D  K I L G O R E  - As d e r e g u l a t i o n  of n a t u r a l  gas prices. Yes.

S E N A T O R  H U B E R  - D e r e g u l a t i o n  of n a t u r a l  g a s . D e r e g u l a t i o n  of 

p e t r o l e u m  w o u l d  do the same thing, it w o u l d  i n c re a se  the 

price at the b u r n e r  or the price at the g a s .tank as it comes 

in out of the nozel, but all of the o t he r factors of 

pro and con are the same.

i

R ICH AR D K I L G O R E  - Yes, that's right, and the c o n c e r n  is 

that if y o u  let it go up to, and I r e a ll y object to the 

w or d f r ee - ma rk et  price b e ca us e  w e 'r e not talking about 

free-market price, w h a t  we 'r e talking about is it goes 

to a p ri ce  a d m i n i s t e r e d  by OPEC. That's wha t w e ' r e  talking 

about go in g from price a d m i n i s t e r e d  by the Federal g o v e r n­

ment to a p rice a d m i n i s t e r e d  by OPEC. This is by no means 

a f re e-market price. It's a m a rk et  price, but one set by 

OPEC, and set by p o l i t i c a l  reasons as m u c h  as for e conomic 

reasons.

S E N A T O R  H U B E R  - Some of us are r e f e r r i n g  to f r ee -m a r k e t  price 

though as to this f r e e - m a r k e t  price that exists that w e  talk
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about w h a t  the p rice w o u l d  be if OPEC w e r e  not c o n t r o l i n g  

it. Some of us are t a lk in g about a true f r e e - m a r k e t  price

R I C H A R D  K I L G O R E  - Senator, I don't k n o w  w h a t  the pr ic e w o u l d  

be if O P E C  w e r e  not c o n t r o l i n g  it.

S E N A T O R  H U B E R  - We don't know. We have p r o j e c t i o n s  just 

like w e  do on w h a t  P r u d h o e  Bay is going to cost.

R I C H A R D  K I L G O R E  - One the one hand, if OPEC did not exist 

one w o u l d  ce rt a i n l y  expect over time that the price w o u l d  

rise at some point in time to the level of a l t e r n a t i v e  

energy sources w h i c h  are quite h i g h  in the $20 $25 range.

On the o th er  hand, in the short run, you do ha v e an ove r ha ng  

of surplus p r od uc t i v e  c a p a ci ty  in the world, and if there 

we re  no OPEC, and it w e r e  pe rf ec tl y  free marke t,  there's 

no re ason w hy the pr ic e c ouldn't drop to less than $1.00 

per barrel, b e c a u s e  that's wha t costs are in their surplus 

capacity. If there we re  truly co mpetitive free market, one 

w o ul d have $1.00 a b a r r e l  oil or less b e ca u se  that's wha t 

the costs are in the m i d d l e  east, less than that so but 

as time we n t on, and this surplus w h i c h  ov e rh an gs  the m ar ke t  

now, and w h i c h  w o u l d  push it down, gets eaten up and it 

will, one w o u l d  then have prices m o v i n g  o ff in the other 

direct'on. I don't kn ow  wh at  the price w o u l d  be. But 

anyway, w e ' r e  talking about not letting the price, the U.S.
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g o v e r n m e n t  as a m a t t e r  of policy, n o t  lett in g  it go to a price 

set o u t si de  its ow n b o rd e rs  by an o r g n a i z a t i o n  of p e t r o l e u m  

e x p o r t i n g  companies, and that's w h a t  w e ' r e  tal ki ng  about.

It's the intent a p p a r e n t l y  of the Congress n o t  to do this 

b e c a u s e  b a s i c a l l y  the idea is c o n c er ne d  w i t h  price impacts, 

c o n c e r n e d  w i t h  w i n d f a l l s ,  and alsc that there's no w a y  of 

a s s u ri ng  that the pr ic e  that w o u l d  be set b y  OPEC is an 

a p p r o p r i a t e  p ri ce  for our  i nternal markets for our o wn 

costs and so forth. T h e re 's  no w a y  of k n o w i n g  w h e t h e r  they 

w i l l  set a price a p p r o p r i a t e  to our cost ci rc u m s t a n c e s  in 

the U n i t e d  States or a p ri ce  that m a y  be v e r y  m u c h  h i g h e r  

than people think it is n o w  or m a yb e even a price lower.

Not good en ough for d e v e l o p m e n t  of our d omestic resources.

So this is a m a t t e r  of n a t i o n a l  p o li cy  and p e op le  can quarrel.

S E N A T O R  H U B E R  - F ea bl e  m i n d e d  or o t h e r w i s e .........

RI CH AR D KILGO RE  - Well, I don't wa nt  to ch ar a c t e r i z e  it.

I'nr trying to give y o u  a few of the reasons for doing this, 

and this is a m a t t e r  of federal policy. Now, but even if 

it is a foolish policy, or at least if A l a s k a  views it as 

one, o the people w h o  did this l eg islation think it is,

I think that you have to ask, if that is the case, still, 

w h y  do you want to then pu nish producers for this price 

policy basically. They a l re ad y suffer enoug h from it in 

terms of the re venues they receive, why do you want to go an
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added step and raise their taxes beca us e of this. I don't 

think it's r ea so n a b l e  to assume that if y o u  do this y ou 

w i l l  force n at io n a l  p o licy to change by what y ou do in the 

w ay of taxa ti on  here in Alaska. That seems to be reasonable.

G EOPGE SILIDES - M a d a m  Chairman, m a y  I ask a question?

In add it io n to your comment of being unable to force national 

policy, w o u l d  y o u  think that this k i n d  of tax is c o u n t e r­

productive?

RIC HA RD  K I L G O R E  - I suppose it's possible, I don't really 

k no w the an swer to that, but I suppose there are reasons 

that m ig h t w a n t  to lead one to that result, and if the FEA 

has p rocedures for r e li ef  of these kinds of situat io n s , 

then it sees the State of A l a sk a in fact i mposing h ig he r  and 

higher taxes on such low p r od u ct iv it y wells. I don't know. 

It's not in co nc e i v a b l e  that it w o u l d  enter into their 

thinking in this matter. R ather than p r o v i di n g relief, it 

seems that the State of A l a s k a  goes in the other d i r e c ti on  

in this situation.

S E N A T O R  H UB ER  - G eorge brought s om ething up here. Isn't 

this the fact that it effects these 300 barrel we ll s just 

because of the total tax m a x i m u m  that we pay and then how  

we apply the m e c h a n i c s  of the formula. They could for 

instance, modify, and the r "hematics of it I w o u l d  have



to find out from s o m e b o d y  else how, so that that point w o u l d  

hit, maybe, m o r e  on a five or six h u n dr ed  b ar re l a day w e l l  

and m a y b e  give as m u c h  as 10.37o or 10.4% out of Prud h oe  Bay 

inst ea d of an eve n 10%, an d the form ul a d i d d l e d  w i t h  

e n o u g h  to change that p o i n t  to w h e r e  it w o u l d  be correct. 

C o uldn't that be done?

R I C H A R D  K I L G O R E  - Yes it c ould be. If you like the basic 

a p p r o a c h  of the c on ti nu o us  f o rm ul a  ..........

S E N A T O R  H U B E R  - A p p a r e n t l y  you do, a nd I do too, and we 

m i gh t consider, and Geor g e' s q u e s t i o n  poin t ed  up that we 

m i g h t  co ns id er  s o m e t h i n g  from be i ng  John M e s s e n d e r  is here,
i

that they m ig ht  give us an a l t e r n a t i v e  is that reasonable 

M a d a m  Chairman?

C HA IR M A N  P OL AN D - We ll  yes, except today we have Mr. Kilgore

w i t h  us. He's leaving on a plane and we wa nt  to take

ad va nt ag e of this. We can b r in g this up.

S E N A T O R  H U B E R  - I have co ns id e r e d  this, M a d a m  Chairman, to 

be a w o r k  session w i t h  him, and it's more val ua b le  to me, 

the way w e ' v e  been c o nd uc t i n g  it here today, than anything 

that we've had.

C H A I RM AN  P O L A N D  - Well fine. Let's give him a chance to

get w i t h  it. ,



RIC H AR D KILGO RE  - Okay, we r e al ly  are c o nc e r n e d  w i t h  h o w  

this aspect works. There are two parts w h e r e  A l a s k a  is 

a t t e m p t i n g  to impose its own v i e w  of wh at  the pr oper price 

p o l ic y should be, that is if they w a n t  the OPEC price. It 

comes on the floor, and it also comes as I said b e fo re  in 

this c a l c u l a t i o n  of the economic limit factor again. It 

enters in two places, and  we have serious questions about 

this and wha t y ou r e a l l y  wan t to do. If the basic intent 

of the le g islation is to provide re lief that you don't go 

off in the other d i r e ct i on  simply because you'r e u n h a p p y  

w i t h  the prices because this throws all the burden on the 

producer, and then you're g oi ng  exactly against wh at  you 

really wan t  to do, and you could have economic consequences
i

to this.

I un de rs t a n d  your c o n c er n wi th  the prices that you get for 

your oil, and you'd rather get higher prices than lower 

prices, and that's fine, but the qu estion is if the price . 

is not set at a level that you think is a p p r o p r i a t e  then 

what do you do about it, and I guess, it's just bother so me  

to us that what you do about i.t is throw a burden back on 

a pro d uc er  here. That's what you're doing about it, and 

that then goes again st  what we feel is an a pp ro pr ia te  kind 

of se ve ra n ce  tax bec au se  then you run into all the kind of 

economic problems wi th  this gross tax and that's our concern, 

and we a p p r e c i a t e  w hy you think in terms of floors and why 

you wan t  to get an a d equate vaj.ue for your oil, and so forth,
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and we u n d e r s t a n d  w h y  y o u  do it, it's the consequences.

This tax also raises the tax on nat ur a l gas. If you'll 

r ecal l our tes ti m on y before, w e  w e r e  always p o i n t i n g  out 

to y o u  that if y o u  did this y o u  w o u l d  have an impact on 

A l a s k a n  c o n s u m e r s , that w o u l d  flow through to A l a s k a n  

consumers. I n o t i c e d  that there is anot h er  b il l  w h i c h  

is HB 329, SB 239 w h i c h  is a r e s id en ti a l fuel credit, and 

I p r e su me  that the intent of this is to m i t i g a t e  to some 

e xt en t the impact that r a i s i n g  the gas tax w o u l d  have on 

Alaska. Consumers - w e' re  n ot re ally in a p o s i t io n to k n o w  

h o w  a de qu at el y it does this b e c a u s e  this has to do w i t h  

w h a t  fuel bills reall y are in A n c h o r a g e  and so on. We 

r ea ll y don't have the in fo r m a t i o n  to calculate h o w  ad eq ua t e l y  

that does that, but obviously, y ou are co nc er ne d with that 

a spect to it, and the balan ce  of the increase of course 

w o u l d  be ass es se d  a g ai ns t exports. I think that the other 

tiling I should point out is that here you have in this not 

only an increase in the tax rate from 4% to 107., but also 

i nt roduce a floor price here, that is a m i n i m u m  6.4% per 

MCF, w h i c h  is an e f f e c ti v e floor price of 64 cents per MCF, 

and I think we have the same reser va ti on s  here about this 

as you do on the oil side. If you have oil flowing, producers 

g e t t i n g  less than 64 cents, someone m e n t i o n e d  42 cents the 

other day, but less than 64 cents, then you start to raise 

the e ff e c t i v e  rate of it, and I think we have the same 

p roblems w i t h  it here as we wo u ld  anywhere else, and this
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also has a gas flaired feature taxation, but it's only 

double, not five L.nes, and all my comments on that 

go for this too.

S E N A T O R  H U B E R  - That is in the e q u a l i z a t i o n  deal?

R I C H A R D  KIL GO R E - No, it's in the se ve ra nc e tax, itself. 

The re 's  a provision.

In the end, I'd like to talk a little bit about this w h o l e  

q u e s t i o n  of the overall tax b u r d e n  and h o w  y o u  assess it, 

the kind of questions that Sen at o r Rader has be en  talking 

about, but I w o u l d  first just like to ma k e a few comments
i

on the p ro pe r t y  tax bill, unless there are some other 

q u estions here on the se v er an ce  tax.

C H A I R M A N  POLAND - N o .  I was go i ng  to suggest that whe n you 

are f inished on the bill, and be fore you kin d  of wrap up, . 

that we take a five m i n u t e  break.

R I C H A R D  KILGORE - Okay, shall I just say a few things about 

the p roperty tax. I have r el at i v e l y  limited comments here.

IIB 323, SB 237, now, this extends the p r o p e r t y  tax to some 

o t he r areas as you k n o w  to refineries, gas plants, and also 

to m ar in e transportation, and L & G l i q u i f a c t i o n  facilities, 

and so forth. So it extends the kinds of things that you 

w o u l d  tax w i t h  your pro pe rt y t/ix. Now, the only real comments



that we have here are that for each of these areas that you're 

thinking of p r o p o s i n g  a p r o p e r t y  tax on, y o u  think c a r e fu l ly  

about w h e r e  that tax  w i l l  a c t u a l l y  be borne. Y o u ' r e  talking 

about taxing p r o p e r t i e s  for crude oil p r o d u c t i o n  that large l y 

o b v i o u s l y  is b or n e by producers. T h e y  r e al iz e prices in the 

lower '48 that are set for them, and the tax y o u  impose is 

a tax w h i c h  they h a v e  to ba re  in terms of their own profitability, 

but that's not n e c e s s a r i l y  the case w i t h  ea ch  of these other 

areas that you are extending, an d w h a t  I think y o u  ought to 

think about wh at  y o u  are doing, b e c a us e if you' re  looking 

at pro pe rt y  taxes on r e f i ni ng  in Alaska, w e  w o u l d  expect 

that most of the r e f i ni ng  capacity in A l a s k a  for some time 

to come wo ul d be b a s i c a l l y  c a pacity ori e nt ed  to su pp l yi ng  

low m a r k et s so that the tax that you  impose on those 

refineries pr es u ma bl y w o u l d  over the long run be borne 

by A l a s k a n  consumers. You'r e a s s e s s i n g  a tax w h i c h  goes 

to the treasury, but e v en tu a l l y  that tax w o u l d  have to be 

borne by consumers if the r ef in er ie s  are to oper at e properly.

So you have to w or ry  about the incidence of the tax. If 

you're looking at L & G facilities y ou have to w o r r y  again 

about the consequences of this and what w il l happen, and who 

wi ll  actually bare this. Wi ll  it be a cost that will simply 

be passed along because the facilities under an FPC j u r i s­

diction will be passed along as pr o ba bl y may be the case. *

It's not clear that if it's L & G or export to foreign 

countries w h e t h e r  this w ou ld  be the case. Who w o u l d  bare 

it, it's not enti re l y clear.



G E O R G E  3ILIDES - W o u l d  it not also have an effect on a 

d e c i s i o n  as to w h e t h e r  to locate in Alaska.

R I C H A R D  K I L G O R E  - Yes, it could u n d e r  certain circumstances.

If it's a cost w h i c h  b a s i c a l l y  the p e rs on  thinking of putti ng  

in the fac il it y has to bare h i m s e l f  b e c a u s e  he h a s n ' t  got 

an a u t o m a t i c  pass along or he can't pass along to A l a s k a n  

consumers, or he can't through his r e g u l a t o r y  process, 

pass it along, then surely, it w o u l d  be one of those tax 

e n t e r i n g  into his d ecision as to w h e t h e r  to locate in Alaska. 

N o o n e  can say w h e t h e r  this is the thing that w o u l d  swing 

it in the balance, but obviously, it's part of the package 

of d oing business, if it's a h ig he r cost, it could have 

some effect, yes.

The last one is m a ri ne  transportation, and there, we ll  there's 

a q u e s t i o n  of legality, I guess, but we can't address ourselves 

to those, but it seems to me you m i g h t  have some concern 

about this one too, because you alre ad y face a p r o b l e m  

w h e r e  you are co ncerned with the fact that your oil may 

have to mo ve  to quite distant markets, for example the U. S. 

g ul f and the eastcoast, and you're very mu ch  r i g ht l y c on cerned 

about that long haul and those high t ra ns po rt at i on  costs 

and wh at  i*t m a y  do to your w e l l h e a d  value, and if you go this 

route of taxing m a r i n e  transportation, you o b v i ou sl y add 

to the cost of transportation, I don't k n o w  h o w  m u c h  w o u l d  

be thrown up by this tax, but y ou are in pri nc i pa l anyway



addi n g to the cost of tr an sp o r t i n g  y o u r  oil w h i c h  certainly 

w o rk s in the d i r e c ti on  of lowering the v alue of your oil, 

so I think that y o u  ought to c onsider this as well, as I 

say, in each case co nsider the consequences, but here y o u're 

p u t t i n g  an a dded cost on t r a n s p o r t a t i o n  and it m a y  be small, 

but it ce rt a i n l y  w o rk s in the d i r e c t i o n  of l owering your 

w e l l h e a d  value. B a s i c a l l y  that concludes my remarks on 

the specifics of the bill.

I w o u l d  like to c o n c lu de  w i t h  a few remarks about this old 

q u e s ti on  of the total tax bu rden in A l a s k a . . Wha t fair 

share is, and at wha t point do you d e s t r o y  incentives, 

u n d e rm in e  p r o f i t a b i l i t y  and the like, and of course 

Senator Rader has bee n  p r e s s i n g  a n u m b e r  of p eople for 

answers to this, but as he h i m s e l f  in a s ki ng  the q u estion 

admits, there obv io us ly  is no easy an swer to this question. 

If there were, s omebody w ou ld  have given it, and I can't 

give you an easy answer. A nu mber of things have been 

suggested, all of w h i c h  make a cert ai n amount of sense.

What kind of a c t i vi ty  is there in the State has been 

suggested. A n u m b e r  of people have s u g g e st ed  looking at 

the total tax burde n in Alaska, r e l at iv e  to other states.

I have a few comments on that aspect too. It clearly 

is important wh at  the total tax b u rd en  is on the oil and 

gas industry, there's just no doubt about that and how 

it compares wi th  other states. It c e r t a i n l y  is not just 

the abs ol ut e amount of dollars b e in g paid or dollars per



b a r r e l  of p r o d u c t i o n  be in g pa id  to the State. What r eally

m a t t e r s  for the economics of the indu st ry  for their incentives

to go in and so forth real ly  are these a g g r i g a t e  dollars or

dollars per b a rr el  things put into context of the p r o f i t a b i l i t y

of the o p e r a t i o n  in the vari ou s  states. This is w h a t  r e a l ly

counts in the end, not just the amount that one pays. If

one is p a yi ng  a h i g h  tax, but in a s i t u a t i o n  w h e r e  p r o f i t a b i l i t y

is v e r y  large it's one thing, if they're p a y i n g  perhaps

even a lower level of taxa ti on  in a s i t u a t i o n  w h e r e  p r o f i t a b i l i t y

is low can be anoth er  thing. So, you  r e a l l y  have to put it

in the context of profitability. This doesn't mak e it any

e a si er  to answer o b v i o us ly  b e c a u s e  p r o f i t a b i l i t y  is elusive

and d i f f i cu l t to measure, but cer ta in ly  one has to put it

in this context, not just in the dollars themselves. A n d

the se cond thought about it is, I think that a l t h o u g h  some

p eo pl e have said this, that the m ix in w h i c h  y ou get your

taxes out of this total b urden to your state a nd other

states is really not irrelevant. Someone s ug gested that

a dolla r  is a dollar, but this isn't r ea ll y quite so it

seems to me if you're looking at the b ur d en  of those dollars

on people. If you have taxes that are r e a l t i v e l y  based

or g ea re d closely to income, that is income taxes in kind

of a true income tax in a sense that it is d i r e ct ly  trying

to m e a su r e income, it's one thing if you collect it that

w ay as against certain just gross taxes or p roperty taxes

and the like, b e c a u s e  if you have taxes based on income,

they have a di f ferent e conomic impact than gross taxes.



If y o u  have a se ve r a n c e  tax, it's n o t  a m a t t e r  of i nd ifference 

h o w  it comes. If y o u ' r e  c ol le c t i n g  h i g h  s e verance taxes in 

A l a s k a  b e c a u s e  y o u  h a v e  w e ll s that are e x t r em el y p r o d u c t i v e  

and that's the w a y  y o u r  tax is s t r u c t u r e d  that's one thing, 

if y o u ' r e  just doing it flat out on e v e r y t h i n g  that's another. 

So, that it's not j u s t  the total dollars, these dollars 

have d i f f er en t effects, and that h i g h  taxes in one c i rc um st a nc e

w h e r e  they're thrown up out of a total tax p a c k a g e  that's

m o r e  c l o s e l y  g e a r e d  to income and costs and so forth m a y  be 

less of a b u r de n than in another case w h e r e  you ha v e somewhat 

lower t a x e s , but their g e n e r at e d b y  things that have n o t h i n g  

to do w i t h  profitability, and you have a low p r o f i t a b i l i t y  

situation, so that I think it isn't s t ri c t l y  the total, it 

is the m i x  and the types of taxes that you have 'also, that 

also matters, and to the extent that the closer these are 

g e ared to income, the b etter you r e a l l y  are. The second 

thought I have on this wh ol e q u es t i o n  is the State, I'm 

thi nk in g in terms of the burden of its taxation also has 

to rem em be r  that it has a role not only as a taxing authortiy, 

but you also in this State, and this is di ff er en t from other 

states, most other states anyway, you have also a role as 

a land owner, you have lots of land and y ou wil l have leased 

that land and you wi ll  be leasing more, and you have to real iz e 

that the h ig he r and h i gh er  you put yo ur  own taxes, this will

have some effect on the kinds of terms that yo u're g oi ng  to

be able to get for your land. No m a t t e r  h o w  you lease it.



If y o u  lease it on a bonus basis, the h ig he r  your taxes, 

the lower your bonus. If you go on a r o y a l t y  b i d di ng  basis, 

the h i g h e r  y o u r  taxes, y o u ' l l  get lower r o y a l t y  bids out 

of all that, or if y o u  ha ve  a net carri ed  int er es t or a net 

p ro fi t i n t er es t k i n d  of leasi ng  a r r a n g e m e n t  w h i c h  you m a y  

turn to. Y o u r  p r of i t p e o p l e  are w i l l i n g  to give y o u  also 

___________________  part of the taxes.

G E O R G E  S I LI DE S - This m a t t e r  came up b e fo re  in a di ff e r e n t  

form, and the com m en t wa s m a d e  by the s p ea k er  was that not  

to be so t e r ri bl y c o n c e r n e d  b e c a u s e  the c o m p e t i t i o n  in leasing 

w o u l d  take care of that matter.

R I C H A R D  K I L D G O R  - W e l l  w h a t  I'm saying is that I think the 

c o m p e t i t i o n  in the leasing is g o i n g  to ref le ct  you r taxation. 

That is, if y ou have hi gher taxes, I w o u l d  expect in g e ne ra l 

you w i l l  get out of the c o mp et it i ve  process w h e n  peop le  

arc b i d d i n g  for leases on w h a t e v e r  v a r i a b l e  they're bidding, 

w h e t h e r  it be r o y a lt y or bonus or whatever, the amount 

of the tax that they w i l l  perceive you w i l l  take in the 

future wil l  e f fe ct  their bids, a nd they'll b i d  c o m p e t i t i v e l y  

and it w i l l  be r e f l e c t e d  on how n u c h  m o n e y  they 'r e w i l l i n g  

to o ff e r you initially, or h ow muc h p er ce n t a g e  of the thing 

they're w i l l i n g  to give you and so forth, so that you r  tax 

w i l l  effect the terms you'r e  able to get on your own land.

64
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R E P R E S E N T A T I V E  O S T E R B A C K  - I w o u l d  like to ask a question.

We l i s t en ed  t.o all this testimony, but w e  n e v e r  came down 

yet w i t h  h o w  m u c h  arc w e  getting for our oil. A n d  a n o th e r 

q u e s t i o n  on leasing, it d o e s n’t seem to m a k e  any difference, 

the bids I say that came out from the State or from o u ts i de  

the three m i l e  limit se e m to be about the same v a l u e  they 

are b i d d i n g  into the mil li on s  for o f f - s h o r e  leasing. W h a t  

k i n d  of a deal c o ul d y o u  answer that on o f f - s h o r e  leasing?

A n d  the taxes, w h a t  k i n d  of taxes are they paying? Are we 

go in g to get a b e n e f i t  out of the o f f - s h o r e  leas i ng  taxes?

R I C H A R D  K I L GO RE  - Well, on o f f-shore leases, w h e r e  they're 

on Feder a l waters, y o u  ba si c al ly  wi l l not get the state
i

s e v e r an c e tax from those barrels or MCF's of gas being

p r o d u c e d  o u t _____________ there, and b a s i c a l l y  the tax that

that oil in Federal wa ters wil l be s ub jected to is b a s i c a l l y  

just the F e J e r a l  income taxation, and you will not get 

s e v e ra n ce  or o t h e r  kinds of tax revenues unless one's able 

to go through some franchise tax kind of thing. I just 

d» i't k n o w  w h e t h e r  that's legally p ossible for you to do 

that, but unless you can think of s o m e t hi ng  ingenious of 

that sort, b a s i c a l l y  it will be just federal tax a ti on  on that, 

and the bids that w o u l d  be r e c ei ve d if you had comper ab le  

pr ospects on shore Alaska, lets say off shore but in A l aska 

w a t e r s  simi la r pro s pe ct s to s om et hi ng  over the line in 

Federal waters, and you put these up for bonus bidding,
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p r e s u m a b l y  w h a t  y o u  w o u l d  get since y o u  ha ve  no severance 

tax on the offshore, y o u  w o u l d  p r e s u m a b l y  get h i g h e r  bonus 

bids to the federal government, than y o u  in A l a s k a  w o u l d  get 

for y ou r e x a ct l y c o mp er a bl e prospects. I don't k n o w  if 

that answers the q u e s t i o n  or not.

R E P R E S E N T A T I V E  O S T E R B A C K  - One other thing, so me b o d y  brought 

up the other day that since w e  get 10%, or w e  p a y  10% of 

the federal tax, I don't know, I k n o w  y o u  k n o w  m o r e  about, . 

w o u l d  w e  be g e t t i n g  a share of the federal tax in the amount 

of 10%?

R I C HA RD  K I L GO RE  - Yes, to the extent you share in federal 

revenues and so on, yes you do get some share that way.

That is correct, but the other thing is that as you know, 

there is some move afoot in the Congress to provide some 

sort of sha ri ng  of ro ya lties and other income from offshore 

prod uc ti on s wi th  the coastal states, and I w o u l d  think that 

the State of A l a s k a  should push very hard for this kind of 

thing, and I w o u l d  also think that in the past this was 

p robably not the kind of thing that the Co ngress w o u l d  pass 

beca u se  there wer e r el at iv el y  few states w h i c h  w o u l d  benefit 

from that b a s i c al ly  Texas, L o u i s i a n a  and C a l i f o r n i a  that 

wo ul d benefit from that kind of thing, that is s h ar in g the • 

revenues, some p o rt io n of the royalties and bonuses in the 

federal waters off their shores, but the si tu at io n seems



to be quite different today b e c a u s e  we n o w  are talking

about e x p l o r a t i o n  along b a s i c a l l y  the w h o l e  e a s t c o a s t  of

the U n i te d  States, so there are an awful lot m o r e  states

w h i c h  p o t e n t i a l l y  could b e n e f i t  from this and p r e s u m a b l y

w o u l d  suppo rt  such a m e a s u r e  in Congress. T h er e seems to

be a lot m o r e  support for that kin d of thing than before,

and perhaps you w i l l . g e t  som e th in g like this. I think

there's a lot of m e r i t  in doing this from a n a t i o n a l

s ta nd po in t  too, becau se  as you k n o w  on the eas t co as t

there are all kinds of e n v i r o n m e n t a l  o p p o s i t i o n  to this

d r i ll in g  and ev er yt h i n g  and b r i n gi ng  this oil ashore and

ev er yb od y is up in arms about the en vi ro n m e n t a l  p r o b l e m s ,

well, I w o u l d  think that if the states in cl ud in g my own

»
w h e r e  I live, N ew Jersey, really thought they had the 

prospect of g e t t i n g  some direct share of the income from 

oil and gas in federal wa ters offshore New Jersey, I think 

they wo ul d  view the e n v i r o n m e n t a l  matters somewhat differently, 

or at least be w i l l i n g  to look m u c h  more r e a l i s t i c a l l y  at 

them and have g r ea te r  support for this activity, so I think 

that this is s o m e t hi ng  that A l a s k a  should be looking for, 

and m a y b e  it's anoth e r way you wo Id be able to benefit, 

and if you were able to get some benefit, in that way some 

share of royalties, bonus income and so on from federal 

waters off sh or e  Alaska, I think the amounts of money, I 

don't k no w wh at  the share would be, I think the amounts of 

m o n e y  that you wo ul d be g e t t i n g  w o u l d  be very very m u c h  

larger than any kind of fooling w i t h  a p p o r t i o n m e n t  factors



in that franchise bill to try to pick up something. W e' re  

talking about m u c h  larger pot en ti a l amounts of m o n e y  I w o u l d  

think.

R E P R E S E N T A T I V E  O S T E R B A C K  - Talking about the e n v i r o n m e n t a l  

con  ion and everything, you're going to get a lot of

static from fishermen, _______________  coming out that the oil
k

w o n ' t  take K a c h e m a k  Bay for example. Now, K a c h e m a k  Bay, 

only pro du ce s about 6 m i l l i o n  pounds of shrimp, but y o u  

come up towards the chain around Kodiak, w h a t  we do, that's 

just a drop in the bucket, and w e' re  b uy in g that back, so 

there's going to be a lot of static, say in the B e ri ng  Sea, 

is one of the richest crab, herring, shrimp, and out along 

the chain, so if there is no revenue for the k then

w e' re  go in g to kill off our fisheries and there ng to

be a lot of static coming from that on the o f f s h o r e  drilling, 

because you can see what ha pp en ed  in K a c h e m a k  Bay, w h i c h  is 

jubt a small little thing, and we're going to pay I don't 

k n o w  how m a n y  m i l l i o n  dollars to buy that b a c k  to save that 

fishery. A nd wh at  I'm trying to get across, if w e ' r e  not 

g o in g to get no shar in g off the offshore, there's g oi n g to 

be a big fight to try to stop it.

R I C H A R D  K I L C O R E  - Absolutely, because then you say what 

do you need it for, to get n o t h i n g  w h a t s o e v e r  out of it.

I don't w a n t  any th in g I say to be c on strued that I'm against 

e n v i r o n m e n t a l  concerns, they ob vi ou s ly  are ver y  real, but



I think w h a t  y o u ' r e  saying is correct and this goes for 

o th er  parts of the c o un tr y too, if w h a t  you'r e talking about 

is d e ve l o p m e n t  of F e d e r a l  waters, and off y ou r shore w i t h  

the p o t e n t i a l  e n v i r o n m e n t a l  problems from w h i c h  y o u  w i l l  

suffer, and y o u  get a b s o l u t e l y  no benefit, then w h a t  do 

y ou n e e d  it for. In those ci rc um stances one w o u l d  take 

a v e r y  extreme, I think, p o s i t i o n  on v i e w i n g  the e n v i r o n­

men t a l  damages. Tha t  is, one w o u l d  say, I don't care if 

the chances are one in a million, I don't w a n t  it b e c a u s e  

I don't get a n y t h i n g  out of it anyway. If there's any 

chance w ha ts oe ve r,  let's just don't do it, b e ca us e I 

don't gain a n y th in g  anyway, but if you have s o m e t h in g to 

gain from it, I think perhaps people may  very w e l l  take 

a m o r e  r e a l is ti c v i e w  of w h a t  the p o t e n ti al  hazards are, 

w ha t m i g h t  happen, and w i t h  the odds have been h a p p e n i n g  

and so forth, but if peopl e are in the p o s i ti on  w h e r e  they 

have ab so lu t e l y  n o t h i n g  to gain, and any p o s s i b i l i t y  of 

s o m e t hi n g h a p p e n i n g  to their environment, that's r ea ll y 

g o in g to be a g ai ns t  them.

R E P R E S E N T A T I V E  O S T E R B A C K  - One more, if I may. Ta ke  say a 

barr el  of oil is w o r t h  w ha t $12.00, $11.00, what? A barrel 

of fish is w o r t h  about $200.00. So wha t do we want?

R I C H A R D  K I L GO RE  - Sure, if you're going to dest ro y a v a l u a b l e  

i n d u s t r y ...........
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GEORGE SILIDES - One of the things the a d m i n i s t r a t i o n  has 

put forth thro ug h the federal g o v e r n m e n t  in m y  r e c o l l e c t i o n  

is that, it is just that, and this is w h y  they w e r e  h o p i n g  

to h o l d  off some of the o f f s ho r e p r o d u c t i o n  was to submit 

a p r o p o s i t i o n  to the F e d e r a l  g o v e r n m e n t  on r e v en ue  sharing.

I think y o u  are f am il i a r  w i t h  that, and I think you touched 

on it. My r ecollection, and I ask this on l y for i n f o rm a ti on al  

purposes as you know, it seems to me that w e  also s u g g e s t e d  

a two tier affair. I k n o w  y o u  hate e v e r y t h i n g  w i t h  two tiers 

in it, but in that all of the states w e r e  able to get a 

por t io n of the o f f sh or e revenues, so that y o u  gain a b r o ad e r 

base of support.

RICH A RD  KIL GO RE  - Yes, and I think that's a sen si bl e  app r oa ch  

to this wh ol e  thing too. One can gain b r o a d e r  support 

w here you have some appt'oach as you're saying. Where you 

have eve ry bo dy  b enefits to some extent, but those w h o  are 

directly eff e ct ed  or so on, get some larger share.

I am sayi n g that you do have this i n t e rr el at io n  w h e n  you 

thir’ about how high you put your taxes. T here is this 

i n terrelation b e tw ee n wha t your taxing policy will be and 

how mu ch  you are r a i s i n g  taxes, and what you' re  going to 

get in terms of e conomic benefits w h e n  you lease lands, 

and that's very very clear, so to some extent you're taking 

one area through hi gher taxes and you give up in another 

through lower, w h a t e v e r  it is, bonuses and so on. So to some
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extent they are o ffsetting, but of course at the same time 

you have to a p p r e c i a t e  that w h i l e  this is true o n  n e w  leases 

for p e o pl e u n d e r  e x i s t i n g  lease terms, o b v i o u s l y  they can't 

change their co ntracts w i t h  y o u  if yo u ra i se  taxes, so if 

you raise taxes they are hurt. Y o u  also t h r o u g h  you r tax 

policy, o b v i o u s l y  e ffect the v al u e of lands or the value 

that one can get out of other landowners in the State, 

and of course the n a t i v e  c or po rations are o b v i o u s l y  the 

ones w h o  w i l l  be e f f e c t e d  to the extent that y o u  raise 

taxes and they m a k e  n e w  a r r a n g e m e n t s  on their lands, they 

w il l be effected, and they w i l l  get less in the w a y  o f ......

SE N A T O R  H U B E R  - I w a n t e d  to just for a m o m e n t  on that

t

same subject to lead Dic k bac k  across the canno n ball 

range and the m u d  f l a t s , and bac k  to dry land for a m i n u t e  

on these leasi ng  policies, and you were talking about bonus 

leasing whe n we got into this, and isn't it true that the 

price paid for a bonus lease w h e t h e r  it's o f f sh o re  or onshore, 

mud flats or w h at ever, it is b as ed  upon w h a t  they're w i l l i n g  

to pay for the price to gamble on what may be down there in 

a huge g amble and if we w a n t e d  to m i n i m i z e  w h a t  our tax would 

do on that, the m i n i m u m  w o u l d  be no tax, and other than that 

to have a tax that w o u l d  have a m i n i m u m  effect, w o u l d  be a 

tax that was a p e r c e n t a g e  of a net profit, and if you had 

a p e r c e n t a g e  of net pr ofit tax, that w ou ld  be the kind of 

tax that w o u l d  p r o v i d e  the m i n i m u m  for losing m o n e y  in your 

bonus, beca us e they w o u l d  all figure w h e n  they w e r e  b i d di ng



that there w o u l d  be n o  tax on a ny th i n g  that we d o n’t get 

a n y t h i n g  on and it w i l l  only be a m a x i m u m  of this amount 

of ex po s u r e  on the net w h e n  we do make, and if we don't make, 

we don't pay.

R I C H A R D  K I L G O R E  - That's correct, but that's as su mi ng  of 

course that the income tax that y o u  have r e a ll y is taxing 

w h a t  is real k i n d  of income in Alaska. If y ou are on, as 

the g e n t l e m a n  fr om  E X X O N  tes ti f ie d the other day, if yo u're 

on an a p p o r t i o n m e n t  formula, y ou m a y  pa y  income tax anyway.

S E N A T O R  H U B E R  - I didn't m e a n  to lead yo u b a c k  into the net 

pr oc ee ds  tax w h i c h  you h a p p e n e d  to design, but I'm thinking 

about any fair income tax that w o u l d ......

RI CHAR D K I L G O R E  - The income tax w orks differently, that's 

right, in the sense w h e n  he factors it in and if it's true 

income tax, he only pays if he wins, so it does effect what 

he's w i l l i n g  to pay.

S E N A T O R  H U B E R  - I just w a n t e d  to get it to w he re  we actually, 

what k in d  of tax w e ' v e  heard so much, so m a n y  times about how 

you d i s c o u r a g e  your front end m o n e y  in bonus bidding, and 

in some cases, it's abso lu te  milarkey, you don't do it at all, 

and there you hardly do any d i s c o u r a g e m e n t  wh en  you do it on 

a net prof it  basis. If yo u  get a p o r ti on  of that in there in 

a gross manner, y o u 'v e  got a problem.



R I CH AR D K I L G O R E  - My only point h e re  was to leave you w i t h  

the idea that we do ha ve  an i n t e rr el at io n b e t w e e n  the taxes 

and w h a t  you wi ll  get on your lands w h e n  y o u  lease them, 

but you also w i l l  effect, of course, the value that other

people get fr om  their lands and ______________  the n a t iv e  •

c o r p o r a t i o n s .

Well in the end, this w h o l e  q u e s ti o n of the re lative tax

burdens and the effects, and w h e n  do y ou have to_______________

incentives, w h e n  do y ou discourage, o bv i ously there are no 

easy answers as I said at the outset. T h e r e- ar e many things 

you w o u l d  o b v i ou s ly  have to look at, and m a n y  of these have 

been suggested. One w o u l d  ob vi ou sl y  be an ec onomic study

i
of the industry, some of w h i c h  have been done. Levels of 

a c t i vi ty  w o u l d  be a n ot he r indicator of your total tax package, 

lease bids and so on, compa r is on s w i t h  other states and all 

these things are things that one w ou ld  look to and try to 

assess how far you  have gone in your taxation policy.

I think one of the re ally best safe courses, so one wo u ld  

really know w he re  one is in this whole thing, even after 

you look at all these sort of measures, one of the best 

safegu ar ds  is probably to try to design taxes in your state 

that relate r e a s o n a b l y  wel l  to profitability. I think you 

run less of a risk if you do this. If you are able reasonably, 

or in some fashion to relate them to profitability, then you're 

not g o i n g  to impose a ve ry  big tax b u rd en  if the industry isn't



very profitable, and if it is v e r y  profitable, y o u  tend to 

throw up h i gh e r taxes and y o u  run less of a r i s k  r e al l y that 

y ou end up i mposing on r e as o n a b l e  taxes on people, and this 

p r o b a b l y  in the end is one of yo ur  be s t safeguards to ki nd  

of keep those princi pa ls  in m i n d  w h i c h  means taxes r e l a t e d  

eith er  directly r e l at ed  to income or taxes sort of s e m i­

related to income as the step schedule that y o u  have or 

the continuous schedule as is p r o p o s e d  w he r e y o u  r eally 

impose hig h  taxes only in c i r c um st an ce s  that w e e m  to indicate 

hi gh  p ro fitability, that is h i g h  w e l l  p r o d u c t i v i t y  w h i c h  

tends to be a ss oc i a t e d  w i t h  high profitability, so I think 

the mor e that you keep to these ki nd  of principals, the 

less of a p r o b l e m  you're likely to have in terms of really 

going too far in your tax b u rd en  on the industry.

G EO RG E SILIDES - I have questions on two m a t t e r s  w h i c h  

concern most of us. One of them I k n o w  pa rt ic u l a r l y  concerns 

S e n at or  Huber a l s o , .a nd  if I may I w o ul d like to ask them 

now. One is do you have any comment on w i p p i n g  out all 

the i ndustrial incentive taxes in the State.

R ICHA RD  K I L G O R E  - We really don't have a comment on that.

G E O R G E  SILIDES - And the other one then is s o m e t hi n g w h i c h  

was d i s c u s s e d  back in 1973 w h e n  we had a bill before us to 

own part of the TAAPS line. N ow we have some bills in 

front of us w h ic h concern the pp s si b i l i t y  of again ac qu ir in g



an e qu it y i nterest in gas lines or other lines, and I w o n d e r  

if y o u  could comment on that, w h e t h e r  yo u r p o s i t i o n  has 

chan ge d or w h a t  it m i g h t  be now.

S E N A T O R  H U B E R  - George, w o u l d  y o u  ________________ bills p a r t i c u l a r l y

is for an industrial incentive, or for a state sponsor c or po r a t i o n  

w h i c h  w o u l d  oper at e on its own u n de r the so c a ll ed  industrial 

i n centive type b o n d i n g  100% if you could ex pand yo ur  que st io n ....

G E O RG E SILIDES - Senator, yes, I w as going to m a k e  it into 

two parts, one is just to get a general st at ement on the 

State being an equity owner, and s e c on dl y of course we have 

SB 251 w h i c h  is S e na to r Hube r 's  bill actually.

i

R I C H A R D  KILGORE - I h a v e n ' t  seen the bill itself.

S E N A T O R  HUBER - It e s ta b li sh es  an a u t h o r i t y  Dick, and w it h 

all of the powers, 1007o of the aut ho ri ty  to build the gas 

l i n e .

R I C H A R D  KIL GO R E - Well, f r a nk ly  I w o u l d  prefer, if you don't * 

mi nd  kind of d e f e r r i n g  an answe r to this question, and give 

it a little m o r e  thought. I know w e  have in the past, I 

guess, ge ne r a l l y  kind of q u e s t i o n e d  states b ei ng  involved in 

things of this sort, and I don't wan t  to give a general answer.



S E N A T O R  H U B E R  - I don't w a n t  to force it either, but the 

r e a s o n  that y ou m i g h t  give it some c o n s i d e r a t i o n  w h e n  y o u  

go b a c k  home is that the b il l  is n ot this one that is just 

an idea of w h e t h e r  we do it n e x t  year. This p a r t i c u l a r  bill 

is an e it he r n o w  or n e v e r  type of' thing b e c a u s e  it is

designed, the w h o l e  p u r p o s e  of it is to s u pp l y the N o r t h

Slope gas to the lower '48 at an e c o n o m i c a l l y  f easible 

p rice to m a k e  the p r o j e c t  feasible, so it don't have to be 

s u b s i d i z e d  ei ther by users or the government, and if w i t h  

the F E A  setup and e v e r y t h i n g  is set up w i t h  the P re si d e n t ' s  

app ro va l and everything, it's an e i t he r pass it, so it's a 

m e t h o d  or else it w il l not be a factor. It's kin d of a forced

thing but it's n o w  or never. It's timely.

i

R I C H A R D  K I LG OR E  - Senator, there are a lot of r a m i f i c a t i o n s  

and a lot of things to think through on this p a r t i c u l a r  

kind of thing. I w o u l d  p r e f e r  rather than just g i v i n g  it 

off the top of my head, if we did e s p e c i a l l y  take a look 

at the bill in itself, think it through carefully, and 

e i th er  come back to you w i t h  a w r i t t e n  re sp on s e or on the 

o c c a s i o n  of our next vi si t  be p r e p a r e d  to respond.

M E E T I N G  ADJOURNED.

* * * * * *
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-  'V- ADDRESS TO HOUSE (SENATE) RESOURCES COMMITTEE

ON

PROPOSED NEW OIL AND GAS TAXATION 
(HB 638, 803 - SB 620, 621)

Mr. Chairman, members of the committee. My name is Oliver Leavitt. I am 

a resident of Barrow, Alaska and am appearing before you today as Treasurer 

and Director of the Arctic Slope Regional Corporation. I also serve as 

an officer and director of AFN, Inc.

As you are aware the native regional corporations and AFN, Inc. have 

gone on record unanamously in opposition to a package of proposed bills 

in both the house and senate. These bills, if enacted, will greatly 

increase taxes on oil produced in the state.

Uniquely, out of a commonality of purpose rather than by design or 

intent we find ourselves aligned with all present and potential future 

producers of oil. This includes any individual or corporate entity who 

holds or may ever hold an interest in oil produced in this state.

The cliche that "Politics makes strange bedfellows" is appropriate to 

emphasize that we are not here in collaboration with the oil industry. 

Mo conspiracy or plot by design or inference exists, but by coincidence 

we find ourselves on the same side of the playing field. Simply stated 

it is a case of the well worn expression "whose ox is getting gored."

While our self-interests or, better stated our economic survival is at 

stake we would also like to bring out in a few brief remarks why we 

believe the consequences of enactment of the proposed legislation at 

this time could have damaging effects on organized labor, the general 

business sector, and the individual consumer/taxpayer in Alaska.

Some of you may chink that it is out of context for the native people of
I

Alaska to argue for or against anything but preservation of our culture 

or historic life style including a subsistence living pattern. The 

Alaska Native Claims Settlement Act in recognition of the value of

extinguishment of aboriginal rights and title, provided for compensation
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in the form of land and its attendant resources as well as cash dollars.

The primary vehicle for management of the assets that were granted are 

the regional corporations. Congress expressly mandated that the corporations 

be structured as profit making organizations who have an obligation and 

responsibility to improve the economic well being of their shareholders.

So, like it or not, our task is similar to any other non-public corporation. 

Maybe because we are relatively new in this game we enthusiastically 

embraced the free enterprise concept. An individual through hard, 

honest work is entitled to make a buck and to be allowed to keep some of 

i t .

That is what we have been led to believe. The intent of the Settlement 

Act was to provide a means to economically develop in a free society 

without the shackles of subservience or bondage of governmental domination. 

But, in truth, we are not there yet and we have a long way to go before 

our economic stability is assured.

Now, let us examine the whole spectrum of what is involved with this 

proposed legislation.

I. THE CONCEPT OF TAXATION:

Everyone in this nation let alone the State of Alaska understands why 

governmental authority from the largest to the smallest imposes taxes.

Also we know what the taxes are supposed to do - provide services for 

the public. Taxes run the machinery of government which in turn provides 

the taxpayers with necessary services that they otherwise cannot effectively 

and efficiently do for themselves. Education, health, protection, 

transportation, economic stimulation, aid for those who need it, management 

of renewable and non-renewable resource belonging to the public - all 

these and more are the charge of government. Our system is to provide 

funds through taxes to support the level of need. The idea of taxing 

beyond the immediate and discernible need is not our system - it best 

fits those societies who think confiscation or exappropriation are the 

way of life.
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’ Some of you may believe that industry is such a greedy creature that no 

matter what tax is levied they will hang on. I won't belabor this point 

other than 10 cite a recent example that has been accurately statistically 

documented.

The action by the Western Canadian Provinces, especially British Columbia, 

in the past few years saw a sharp percentage drop until many people 

wised up and changed the make up of the government.

II. THE POSSIBLE EFFECT OF USUROUS TAXATION

Both our U.S. Senators have recently commented publicly that Alaska may 

be on the verge of being considered a "bad little rich boy." We obtain 

more in federal support per capital annually than any other ŝ .ate - 

exceeded only by Washington D.C. But more than this Alaska receives 90 

percent of the revenues from Federal Oil and Gas leases in the state and 

receives 25 percent of the stuinpage from Federal Timber Sales. The 

latter is common to other forest product producing states but should be 

mentioned because the revenues flow directly to the local communities.

If the present proposed tax laws are enacted and the federal treasury 

loses from 25 to 38 percent over what it otherwise would receive from 

income of Alaska producers from sale of Alaska resources, why in the 

name of heaven would the preferential treatment continue? Lost distribution 

of federal receipts affect everyone - consumer, housewife, and individual 

taxpayer.

III. THE IMPACT ON ASRC AND OTHER REGIONAL CORPORATION

I have attached to copies of this written testimony our interpretation 

of how the proposed taxes would effect our income from oil produced on 

ASRC lands, under both the House and Senate versions of the bills.
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