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that w h a t  you m a y  be g e t t i n g  in the w a y  of a p p o r t i o n  

income and income tax payments m a y  be off the m a r k  of what 

p r o f i t a b i l i t y  r e a l l y  is. So, we r e c e i v e  that as kind of 

the key d r a w  b a c k  to this. Y o u  go in the right  direction, 

but y o u  don't k n o w  w h e r e  y o u  r e a l l y  are. Some p eople could 

be u n d e r p a y i n g  income taxes, other p e o p l e  could be overpaying, 

and h o w  it w o u l d  b a lance out to the State as a whole, it's 

di f f icult to say.

We w o u l d  m a k e  this suggestion. If the legis l a t u r e  decides 

that this n e w  appro a c h  in the bill s u b m i t t e d  by the G o v ernor 

is the a p p r o a c h  it wants, and it mig ht w e l l  b e c ause 

of ease of a d m i n i s t r a t i o n  or w h a t e v e r  reasons that one chose 

this, we w o u l d  suggest that perhaps the l e g islature might 

wa n t  to consi d e r  at the same time that it did this, that 

it ask or r e q uire of the D ep artment of Revenue that it 

provide every year, estimates of p r o f i t a b i l i t y  on oil and 

gas p r o d u c t i o n  w i t h i n  Alaska, perhaps w i t h  input from 

company, I don't know, but estimates by Revenue, the best 

estimates they can make and h o w  much is m a d e  on oil production, 

p i p e l i n i n g  or w h a t e v e r  in Alaska, so that the legislature 

can take this information, set it against the income tax 

receipts it's a c t ually  getting, and try to get some m e a s u r e  

of how this tiling is r e all y working, that is how we ll is 

it a c h i e v i n g  its goal of Identifying income in Alaska.
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Perhaps  such repor ts could even have data by c o mpan y not 

id e n t i f i e d  or s o m e t h i n g  of this sort so that one could 

also, so that the legisl a t u r e  could e v a l u a t e  over time 

h o w  w e l l  it was w o r k i n g  com pany by company. So that if 

y o u  take this approach, we suggest that y o u  might  want 

to c o n s i d e r  also g e t t i n g  some sort of i n f o r m a t i o n  estimates 

out of the D e p a r t m e n t  so that you w o u l d  be in a p o s ition 

to e v a l u a t e  in s u b s e q u e n t  years h o w  w e l l  it seems to be 

w o r k i n g .

M o v i n g  from this a p p r o a c h  to a second and quite different 

a p p r o a c h  to income taxation, take a look at direct accounting. 

Now, in p r i n c i p a l  of course, direct a c c o u n t i n g  is getting 

a roun d some of these problems of apportionment. It's going 

d i r e c t l y  at a m e a s u r e  of how m u c h  income there is from 

oil and gas o p e r a t i o n s  in Alaska, so that in principal at 

least, if it can be done in a r e a s o n a b l e  way, it does not 

suffer from the defocts of this other approach. It is 

trying to m e a s u r e  directly  wha t you really w a n t  to tax, 

in total in c o mpany by company, and we've always felt if it 

was legally p o s s i b l e  to do this, and it were  a d m i n i s t r a t i v e l y  

p o s s i b l e  to do this, this w o u l d  seem to be the logical approach 

to taxation. Now, tho p r o b l e m  as w i l l  be pointed out by many 

other people w h o  w i l l  be testi fying in here is that there are
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p r o b lems of administration. There clea rly are, and they are 

real. There are v a r ious problems of h o w  one allocates 

expense s to Alaska, h o w  does one look at and e v a lua te i n t e r­

aff i l i a t e  sales, and things of this sort, corporate overhea d 

and h o w  m u c h  is a l l o c a t e d  to Alaska, and so on. So that there 

are v e r y  real a d m i n i s t r a t i v e  pr oblems to this approach, even 

though it is a m o r e  s traight forward approach. It requires, 

on the part of tax a d m i n i s t r a t o r ' s  rules, regulations, rather 

e x t e n s i v e  ones, and o b v i ously  involves audit capabilities.

One has to audit. T h e r e  is a lot more audit ing under this 

approach, and so on. And a lot, I think, has been said 

in the reports by the Departm ent of Revenue and by Professors 

Z e i f m a n  and A i n s w o r t h  about these a d m i n i s t r a t i v e  problems.

What w e  w o u l d  urge the legislature to do though is really 

to try to w e i g h  these very carefully. This is the major 

drawback, the a d m i n i s t r a t i v e  problems in this more direct 

more logical approach, w e i g h  very c a r e f u l l y  jus", what are 

the m a g n i t u d e  of these problems? How difficult are they 

to handle? Ilow m a n y  people will be involved? How 

much money w o u l d  have to be spent and so forth. How difficult 

is it really? A n d  w h a t  seems to me the attempt you have 

to get some j u d g e m e n t  as is to w e i g h  w h e t h e r  the difficulties 

in a d m i n i s t r a t i n g  this thing arc really w o r t h  the effort.

It is a diff i c u l t  thing, really, to assess, and I think that 

in a s s e s s i n g  these kinds of t h i n g s , one can't n e c e s s a r i l y
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look for parallels elsew here or general problems of separate 

a c c o u n t i n g  or direct a c c o u n t i n g  in other states. I don't 

think y o u  can put too m u c h  w e i g h t  simply on the fact that 

companies sometimes favor separate accounting. I think 

w h e n  y o u ' r e  looking at the difficulties here, you've 

really  got to look at the circumsta nces of the oil producing 

o pera tions in A l a s k a  and try to get some h a n d l e  on this 

by looking  at that, not by looking at parallels elsewhere.

Try to assess  [ ask questions on h o w  to

assess, h o w  difficult it w o u l d  be for the oil pro ducing 

industry in Alaska. That's what w e're t a lking about.

I w o n ' t  really spend m u c h  time on the net proceeds. It 

was an attempt last year, really, an indirect attempt 

at direct a c c o u n t i n g  by a separate oil and gas production 

tax. It based, a l t hough d iffering in some r espects from 

separate a c c o u n t i n g  and from the separate a c c o u n t i n g  bill, 

it's b a s i c a l l y  the same approach  as direct accounting. So 

I think if one is goin g the route of a t t e m p t i n g  directly t:o 

e s t i m a t e  or tax income in Alaska, one w o u l d  w o r r y  about the 

d iffe rences b e twe en the net proceeds and the separate accounting 

tax, but more important, I think, are the two basic 

a p p r o a c h e s  to income taxation in Alaska, and what you're 

going to have to do is weigh very c a r e f u l l y  the pros, cons, 

advant a g e s  and d isadv a n t a g e s  of these two bas ic approaches 

to a p r o b l e m  inherent in the present c o r p orate income tax
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r egime in A l a s k a  as it applies to oil and gas production.

Ch a i r m a n  Poland, I h a d  p l a n n e d  at this time to go on w i t h  

some c o m ments on s e v e r a n c e  tax. I don't k n o w  w h e t h e r  y o u  

w o u l d  w a n t  to b r e a k  for questions on c o r p o rate income 

t a x a t i o n  or go on.

C H A I R M A N  P O L A N D  - Do any m e m b e r s  of the c o m m it tee have any 

q u e s t i o n s  that they w o u l d  like to ask Mr. K i lg ore at this 

time?

S E N A T O R  H U B E R  - M a d a m  Chairman, I thought that D ick m ight 

want to m a k e  some comments on the data base  w h i c h  you 

g a t h e r  by a net p r o ceeds tax approa ch that you may not find 

a v a i l a b l e  in the o t h e r  ones. That's been a m a j o r  c o n side ration 

by Levy Company and Associates, h e l p i n g  to develop that 

p a r t i c u l a r  item.

R I C H A R D  K I L G O R E  - Okay, this is one of the obvious. Looking 

at this and direct accounting, this is one of the aspects to it. 

And the net proceeds things, you are doing it on kind of a 

p r o p e r t y  by property basis. You are not a g g r e g a t i n g  e v e r y­

thing as you m ight under certain  s e p arate a c c o u n t i n g  

approaches, and h a vin g access to that k i n d  of i nfor mation
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w o u l d  be of use to the State, b e cause it does give the 

State some feel for p r o f i t a b i l i t y  of indiv i d u a l  properties, 

ranges of p rofitabi lities, w h a t  are cost value relations hips 

in v a r i o u s  fields, and so on. A nd that is of v alue o b v i ousl y 

in d e s i g n i n g  or further m o d i f y i n g  the tax regime in Alaska.

C H A I R M A N  P O L A N D  - A n y  quest ions? V e r y  well, Mr. Kilgore.

We w i l l  go on to the sever a n c e  tax at this time then.

R I C H A R D  K I L G O R E  - I b e l i e v e  our firm is on r ecord as saying

that this really is an a p p r o p r i a t e  time to r e v i e w  your

sever a n c e  tax. We have m a j o r  n ew p r o d u c t i o n  coming on 

in P r u d h o e  Bay, and this p r o d u c t i o n  w h i c h  is o b v i o u s l y  quite 

differ ent in c h a r a c t e r  from that y ou have now in Cook Inlet. 

The s eco nd reason is that our office has been c o n c er ned 

for some time about the way the present tax works for

Cook Inlet p r o d u c t i o n  r e c e i v i n g  old oil prices. W e 've been

c o n c e r n e d  about this, and we think that the legislature should 

a p p r o p r i a t e l y  r e v i e w  this at this time. A n d  I'll come back 

to that.

Now you have two bills - two sever ance taxatio n bills 

before you, but b efore I turn to the bills themselves,

I w o u l d  like to r e v i e w  w i t h  you certain principals we 

feel you s ho uld keep in mind in r e v i e w i n g  severance
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tax legislation. F i r s t  of all, we've said this before, 

but I w i l l  say it again, severance tax is something that 

one, a tax w h i c h  the State cannot r eall y ex pect to continue 

to raise e n d l e s s l y  w i t h o u t  r u n n i n g  into serious problems 

b e c a u s e  of the n a t u r e  of the tax itself. The tax is a 

tax on gross v a l u e  or it's a f f i x e d  per barrel tax of some 

sort for unit tax. It does n o t  direc tly take into account 

the cost of production, nor n et p r o f i t a b i l i t y  of production.

Cost r e l a t i o n s h i p s  b e t w e e n  prices or values and cost can 

vary c o n s i d e r a b l y  a m o n g s t  p r o d u c i n g  fields and areas, 

and w h e r e  costs are ve ry high, severance taxes, being 

gross taxes can seriou sly impinge on p r o f i t a b i l i t y  and 

at the e x tr eme they can even result in s h u tting down 

production. So, there really are limits on h o w  far 

the State s h o u l d  think in terms of pushing up severance 

taxes b e c a u s e  of the nature of the tax. W e  have always 

felt that as a rule of thought that A l a s k a  severance tax 

should pr oba b l y  not go above the highest rate in other major  

p r o d u c i n g  states, and the highest rate in other p r o d ucing states 

per c o m p e r a b l e  kinds of production, and I think this is 

p r o b a b l y  still a r e a s o n a b l e  rule, to keep a severance tax 

w i t h i n  bounds. Second, given the potential problems with 

a gross tax such as a sev erance tax, we have always urged 

some p r o t e c t i o n  for lower p r oduct ivity on higher cost 

wells. This kind of advice goes back to our first 

w r i t t e n  r eport for the legislature back in January of 1970

AGC 547592



w h e r e  w e  u rg ed a step schedule w h i c h  the State later adopted, 

i.' and your current law does have a step schedule, and does

provide  some p r o t e c t i o n  for lower p r o d u c t i v i t y  wells.

So that the two princi p a l s  b a s i c a l l y  are not pushing 

s e v e rance  Lax, try to p r ovide some p r o t e c t i o n  for lower 

p r o d uctivity, h i gh er cost wells. Now, y o u  have two 

bills b e f o r e  y o u  at this time that in p r i n cip al seems 

to f o l l o w  these guidelines. One s u b m i t t e d  by the Governor, 

1 and the o the r by the s ubco m m i t t e e  on leasing and taxes.

W hile e a c h  raises o v erall  s everance taxes, n e i t h e r  bill 

goes above an e f f e c t i v e  rate h i g h e r  than Louisia na's 12 1/2 

percent on oil. Basically, they are in line w i t h  our first 

guideline, and both of the bills a t te mpt to deal w i t h  the 

p r o b l e m  of higher cost wells, but we feel w i t h  different 

degrees of effectiveness.

The tax s u b c o m m i t t e e ' s  bill is b a s i c a l l y  an extension 

of the c u r r ent lav;. It adds h igher well produ c t i v i t y  

bracket s than you p r e s e n t l y  have, and for the higher 

well p r o d u c t i v i t y  brackets, puts in h i g h e r  rates of 

taxation, and at the same time, that bill lowers the 

rate at the lower end of the brackets. That is lower 

p r o d u c t i v i t y  wells w o u l d  pay lower taxes under this 

s u b c o m m i t t e e ' s  bill, and this is in line w i t h  oui* second 

p r i n c i p a l .
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No w  the Governor's bill d e v e l o p e d  out of the recommenda tions 

of the De par t m e n t  of Revenue, introduces a n e w  and rathe r 

novel approach. An e c o nomi c limit factor w h i c h  attempts 

to deal w i t h  the econo m i c  impact of seve rance tax on high 

cost wells, and w h a t  it does i n stead of h a v i n g  a step 

schedule, in a sense it has a continuous schedule, so that 

the n e a r e r  a w ell is to very low levels or to its economic 

limit, "he less tax it pays. The further it is from that 

limit the higher it pays. A n d  in principal, this is a very 

sound thing. But we have reservati ons about how this p arti cular 

bill w o u l d  w o r k  in practice. And it appears to us, that despite 

the intent of the bill, it could w o r k  in the direction, and 

p r o bably w o u l d  wo rk in the d i r e ct ion of c o nside rably higher 

taxes, for example, on various Cook Inlet wells in the low 

well productivit y ranges. So despite its ad herence to what 

we feel is a good principal, the way the bill was drafted, 

and the way it appears to work on our own calculation, it does 

not seem to achiev e-its aim. A n d  I think this is something 

we can take up in m o r e  detail w h e n  we come to that, and we 

certa i n l y  would illustrate how this appears to w o r k  to us.

So despite a good principal, it w o u l d  a p p e a r  to not meet 

that principal, and T. w o u l d  feel that is a p r o blem w i t h  that 

p a r t i c u l a r  bill. Despite a good attempt, it doesn't seem 

to work.
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Now, the other thing of c o n cern to us is that both of these

severance tax* bills w h i c h  w e  h a v e  before us retain an

e s c a l a t i n g  sense _________________  feature in them. That is,

as the p e rc ent of w e l l h e a d  v a l u e  is lower than a certain

cents per barrel, it's the cents per barrel tax w h i c h  has

effect, w h i c h e v e r  is h i g h e r  a p e r c e n t a g e  of value or a

cents per barrel. Now, this tends to w o r k  in a di rection

of putting  a very high e f f e c t i v e  severanc e tax rate on Cook

Inlet w ells that are g e t t i n g  the old oil price. That is that

price w h i c h  is be ing h e l d  at low levels by the federal

government. They pay a cents per barrel tax because that

is higher than the percen t a g e  of value, and that cents per

barrel tax works out to a very high per cen t a g e  of the value

of production, so this present tax and both of the taxes

being propo sed as a l t e r n a t i v e s  have this feature. High

e f f e ctive rates of taxation on Cook Inlet wells have old

oil pri.ces. Not only that, but since they have escalation

features in them, the p r esent l e g i s l a t i o n  and the two bills

b e i n g  proposed have e s c a l a t i n g  features, this gets worse

over time. That is the cents per barrel tax goes up,

and this feature of high e f f e ctiv e rates of taxation for

these wells continues. Incidentally, if you make your

calculations, you w i l l  find out that the Coo k Inlet wells

p r o d u c i n g  and g e t t i n g  old oil prices and low p r oductivi ty

wells will pay a higher e f f e c t i v e  rate of taxation than

will Prudhoe bay wells, than very p r o d u c t i v e  Prudhoe

Bay wells u nder cents per barrel. A n d  this feature w o u l d
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get worse  w i t h  escalation. We think the l e gislature should 

seriou sly consider, if not e l i m i n a t i n g  this feature, that 

is if not e l i m i n a t i n g  the cents per barrel, and y o u  m ay 

not b e c ause this w o u l d  result in some loss of tax revenues 

for the State. If y o u  don't feel you can do that, you m i g h t  

w a n t  to consid er at least p u t t i n g  a hault to further 

e s c a l a t i o n  in the cents per b arrel tax, that this feature 

of the taxation, I don't think is r e a l l y  w h a t  was intended 

in the b e g i n n i n g  just doesn't continue to get worse over 

t i m e .

Now, I w o u l d  like to conclude by saying a little bit about 

the total tax package in A l a s k a  because I think you will be 

h e a r i n g  a lot about this from m a n y  people, and while 

you o b v i ously are g o i n g  to be evalua t i n g  the merits of 

d i f f e r e n t  approache s to corporate in ome taxes, the dif ferent 

a ppro aches to severan ce taxes, you wil l also have to be 

c o n c e r n e d  w i t h  the impact of the total p a c k a g e  of oil 

a nd gas taxation in Alaska. Sever ance tax, corporate 

income tax, property taxes, and so on, the whole range.

I n d u stry witnesses, I'm sure, are g o i n g  to talk at some 

length about this, and it is o b v i o u s l y  of special 

importance. The total tax package and h o w  it effects the 

oil and gas industry is important a l ong w i t h  sensible 

approach es to each part. Y o u  o b v i ously do not want to
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de stroy the oil and gas industry in your state. Here 

it seems to us, there ought to be two basic considerations 

w h e n  y o u ' r e  l o o king at the s um of all taxes in the state. 

O b v i o u s l y  y o u  don't w a n t  the s u m  of all taxes in the State 

on oil and gas to be really an extreme b u r d e n  on p r o f i t a b i l i t y  

or the prospects  for p r o f i t a b i l i t y  on s uccessful ventures 

here. Y o u  don't w a n t  to do v i o lence to the economics of 

o n g o i n g  oil and gas p r o d u c i n g  operations. But this is 

a d i f f i c u l t  thing to measure. Wha t m a y  be a larger tax 

b u r d e n  in Alaska, w h i l e  in one state v e rsus another, really 

can't be c o n s i d e r e d  s imply in the absolute. .That is how 

m u c h  cents per b arrel in total is b e i n g  paid, and what 

really matters, obviously, is how the total sum of all the 

taxes paid by the industry r elate to their profitability.

W h a t  may be g r eater total taxes in one state, in a more 

p r o f i t a b l e  e n v i r o n m e n t  m a y  be less of a b urden than lower 

s e lle r taxes in othe r states. So it has to be c onsidered 

a g ain st the b a c k g r o u n d  of w h a t  appears to be profitability, 

and the second principal, a n o t h e r  obvious one, I guess, is 

that you o b v i o u s l y  don't w a n t  a total tax system which 

put to gether r eall y discourage s o n going explor a t i o n  in your 

State and the d e v e l o p m e n t  of your resources.

Now those are two very, very broad principals, and there 

r e a l l y  are no easy answers as to exactly how the sum total 

of the p a c kage of taxes in the State can be set against
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these two, w h i c h  we think are very important criteria.

It is a d i f f i c u l t  a s s e s s m e n t  r e a l l y  to make, and r e a s o n a b l e  

m e n  can o b v i o u s l y  differ in their a s s e s s m e n t s  as to the 

effect of a total tax package.

In our role as cons ul t a n t s  to the legislature, we w i l l  

do our best to assist and a d v i s e  y o u  in w h a t  is, we think, 

a d i f f i c u l t  task of a s s e s s i n g  oil and gas tax legislation.

Page 27

C H A I R M A N  P O L A N D  - T h a n k  y o u  Mr. Kilgore. I don't r eally 

think that w e  have time for question s right now. We w i l l  

be g oing  into session  right away. The Senate has a very 

light c a l e n d a r  this morning, and what I had hoped to do 

was for us to come back at 11:00 A M  and continue  w i t h  

any questions that we m i g h t  h ave or discussions w i t h  

Mr. Kilgore. This a f t e r n o o n  w e  will hear from Profes sor 

Z e i f m a n  and P r o f e s s o r  A i n s w o r t h  at 1:30 PM. Senator Huber.

S E N A T O R  H U B E R  - Yes. I'd like to ask that Mr. Kilgore

look into a couple items before he comes back. I think

m o s t  of us here have h e a r d  Dick or M i l t o n  at least 10 or 15

times c r i t ici ze the cents per barrel floor that we have

in our sev erance tax, and of course, what  I'm looking for

is s o m e t h i n g  to replace it, so that we can listen to this,

we know that   cause in certain cases some unfairness,

AGO 547598



Page 28
£

but we need s o m e thing to r e p l a c e  it in case the percent age 

of w e l l h e a d  value is e r o d e d  by either federal action or other 

econom ic factors to w h e r e  w e  have the old "bugaboo" 

n e g a t i v e  w e l l h e a d  v a l u e  or s o m e thing that is a p p r o a c h i n g  that, 

so w e  w o u l d  n e e d  s o m e t h i n g  to replace that as a floor if 

w e ' r e  going to w o r k  on that p a r t i c u l a r  area. I wanted, 

maybe, Dick to look into that and give us some recom m e n d a t i o n s  

in that area b e cause it m u s t  a ppear to h i m  like w e  co mpletely 

ignore h i m  w h e n  he talks on that subject.

R I C H A R D  KILGORE - We have given  some thought'to this. What 

we are talking about is a floor w h i c h  protects you in case 

the general price level goes down, but also one which does 

not impose this p a r t i c u l a r  p r o b l e m  on old oil p rod uction 

in Cook Inlet. We have given some thought to this.

(Chairman Poland .Jjourned the m e e t i n g  at 9:55 AM)

* * * * * *
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T E S T I M O N Y  OF MR. R I C H A R D  K I LGOR E 
OF W A L T E R  J. LEVY C O N S U L T A N T S  CORP.
FOR THE JOI NT S E N A T E  A N D  HOUSE 
RESOUR CES C O M M I T T E E  M E E T I N G  ON 
OI L  A N D  GAS T A X A T I O N  - M A R C H  22, 1977 (AM)

R I C H A R D  K I L G O R E  - I a p p r e c i a t e  the o p p o r t u n i t y  of coming b a c k  

so fast, and w h a t  I'd like to do is fire my remarks, really, 

to the cor porate income tax issue a nd amplify on the very 

b r i e f  remarks I m a d e  y e s t e r d a y  morning, and also comment 

on wh at a p p e a r e d  to be some d i f f e r e n c e s  w i t h  other testimony 

yesterday. W h a t  I p r o p o s e  to do is r e v i e w  again in m o r e  

detail, really, the pros and cons of the two basic approaches 

to income tax w h i c h  are b efo re you. I want to make it clear 

at the outset, though, that it is not o ur role here to advocat e 

one approach or another. Basically, we sec our role as g iving 

you an a p p r e c i a t i o n  of how w e  see the pros and cons, and 

advan t a g e s  and d i s a d v a n t a g e s  of these two approaches, what  

they seek to accomplish, h o w  well they seem to accom p l i s h  

the goals that they are i n t ended for, and leaving it to you 

to make the final judgement. So I don't want my remarks to 

be constr ued as advoc a c y  of e it her separate a c c o u n t i n g  or 

ap p o r t i o n m e n t  to m o d i f i e d  a p p o r t i o n m e n t  approaches, and 

so on. I think, and I'd also really like to get down to 

basics on some of this, and I think m a y b e  we lost some 

of the basics in some of the testim o n i e s  yesterday. I think 

it is important to a p p r e c i a t e  at the outset that our concern  

here, my concern, your concern, is not r eally w i t h  how 

a p p o r t i o n m e n t  or s e p arate  a c c o u n t i n g  w o r k  in general in other
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states for other industries and so on, w h a t  we are c oncerned 

w i t h  here is not w i t h  these a pproach es as gener al approaches 

to income taxation, but w h a t  w e ' r e  talking about is their 

a p p l i c a b i l i t y  to the oil and gas in dustry in Alaska. This 

is w h a t  w e ' r e  talking about, and’ I think w e  have to keep 

this in mind. Not h o w  w e l l  it w o r k s  for other states, but w h y  

o t h e r  people use it, and so on. If you w i l l  rem ember our 

o r i g inal concern w i t h  the a p p r o a c h  that you now have, the 

three factor a p p r o a c h  that you n o w  have w i t h  your income tax 

s y s t e m  didn't have a n y thing to do w i t h  general worth, its 

g e neral ability, and its general  applicability. It had 

to do w i t h  how this thing s p e c i f i c a l l y  w o r k e d  toward the 

oil and gas in dustry in Alaska, and this is how this whole 

q u e s t i o n  of re vie w i n g  your income tax came up, and it appeared 

to us, and we have tes tified m a n y  times, that the approach 

didn't seem to w o r k  very well for oil and gas operations  in 

Alaska, that is in a portion, a very m u c h  smaller amount 

of income to A l a s k a  than w o u l d  a ppear to be earned by the 

oil and gas industry on p r o d u c i n g  o peratio ns and pipeline 

o perat i o n s  in Alaska. Now, if the oil and gas industry 

in A l a s k a  were small scale, and I guess this really 

w o u l d n ' t  matter, you probabl y w o u l d n ' t  be very m u c h  c oncerned 

w i t h  it, and you p r o ba bly also could vie w it as if If doesn't 

w o r k  for the oil industry, it p roba b l y  works well for other 

industries, inaybe for other industri es it a pportions more 

than you might expect, and so on if they wash out. But, as

,00 5U601



Page 3

y o u  all know, the oil and gas indus t r y  w i l l  be by far the 

b i g g e s t  income p r o d u c i n g  i n d u s t r y  in A l a s k a  as far as we 

all can see, so it o b v i o u s l y  is of v e r y  considerable importance  

to you. It is important to you, I think, that you have a 

tax str ucture w h i c h  gets y o u  s o m e thing like your 9.47<, of 

w h a t  appears to be the profits g e n e r a t e d  by oil and gas 

o p e r a t i o n s  in the State of Alaska, so we have to keep in mind, 

w e ' r e  r e a l l y  talking about these two approaches very 

s p e c i f i c a l l y  in the context  of oil and gas in Alaska, not 

as general approaches. Now, I not ed the other day that 

P r o f e s s o r  Z e i fman a rgued agains t separate accounting at 

one point, and one of his arguments, I think repeated 

a n u mber  of times, was that a good reason for not adopting 

s e p a rate a c c o u n t i n g  was that no state has adopted it as a 

g e n e r a l  a p p r o a c h  to income taxation. This was an argument 

a g a i n s t  separate accounting. Now, basically, I don't find 

that a very p e r s u a s i v e  argument. First of all, we're not 

t a l king about other states, we're talking about Alaska, 

and w e ' r e  not talk ing about general a p p licabil ity to all 

industries, we're  talking here about oil and gas, and I 

don't think anybody has s u g g ested  that the State of A laska 

s houl d adopt separa te a c c o u n t i n g  as a general approach to 

income taxation in the State, and certainly the two bills 

b efor e you, Senate Bill 105 on separ a t e  accounting, and 

Senate Bill 202 on net proceeds, both of these are clearly
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i n t e n d e d  to app ly only to the oil and gas industry in Alaska, 

so I don't find this a v e r y  p e r s u a s i v e  argument against 

s e p a r a t e  accounting, and I think w e  have to keep this in mind. 

Conversely, just b e c a u s e  a n u m b e r  of states use this three 

factor a p p o r t i o n m e n t  formula, I don't think it's a p a r t i c u l a r l y  

p e r s u a s i v e  reason for a p p l y i n g  it in A l a s k a  if it isn't 

a p p r o p r i a t e  to your oil and gas p r o d u c i n g  industry.

Now, I'd really like to get d o w n  to b a s i c s  here. S t a r t i n g  off 

by consid e r i n g  w h a t  do w e  r e a l l y  m e a n  by income in oil and 

gas operat ions in Alaska. Is it r e a l l y  so scrambled up by 

other a ctivi ties of m u l t i - n a t i o n a l ,  m u l t i - s t a t e  enterprises 

that it just can't be u n s cramb led? Are we really talking 

about some kind of a f f l i c t i o n  w h i c h  can n e v e r  be put together 

and that we really just s h o u ld n't b o t h e r  w i t h  it? What is 

this income in A l a s k a  that w e ' r e  a t t e m p t i n g  to identify?

Well, let's look first at w h a t  the industry  does in Alaska.

It comes to Alaska, it e x p lores Alaska, hopefully finds oil 

or gas. It developes those resources, transports them to a 

point of export in the State, be it Valdez, Cook Inlet, or 

w h a t e v e r  - at least a bulk of the oil or gas does that, and 

then it moves into c o n s u m p t i o n  in other states. Now it is 

true that a lot of this kind  of a c t i v i t y  and what goes on 

in this whole process docs take place w i t h i n  the integrat ed 

scheme of ope rations of m a j o r  oil companies. In fact, in 

many cases the final saie of the oil produ c e d  in your state
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may not be a sale b e t w e e n  third parties until it a c t u a l l y  gets 

to the g a s oline pump in California, for example, that m a y  

be the first point at w h i c h  the sale is made, and the rest is 

w i t h i n  integra ted operations. But w h a t  does this imply about 

income earned in A l a ska? Is there a concept of income e arned  

in Alaska, if this is the process by w h i c h  a lot of y o u r  oil 

r e a l l y  moves. Well, I w o u l d  put it to y o u  that your oil 

w h e n  it leaves the State of A l a s k a  does have a value. It 

w i l l  have a value, and it w i l l  have a v a l u e  that's h i g h l y  

visable. We don't k n o w  w h a t  the F EA is going to do on the 

p r i c i n g  of Prudhoe Bay oil, for example. But it m a y  very 

w e l l  be that they will e s t a b l i s h  a v a l u e  at Valdez for 

example. It may be that they w i l l  set a w e l l h e a d  value.

If they set a w e l l h e a d  value, we can add on a p ipeline charge, 

and we can have a value of oil as it leaves Alaska. So, 

b asic ally, it's this v a l u e  of oil leaving A la ska that is 

i d e n t i f i a b l e  w h i c h  is really the final revenues from p r o d u c i n g  

oil and gas in this State. These are the revenues w h i c h  

y ou can identify as being e a r n e d  by oil and gas p r o d u c i n g  

o p e r a t i o n s  in Alaska. O b v i o u s l y  w h e n  you are talking about 

a net income, you're talking about d e d u c t i n g  various kinds 

of costs. E x p l o r a t i o n  devel o p m e n t  costs, pipeli ne costs, 

o p e r a t i n g  costs, a m o r t i z a t i o n  of c a pital costs and the 

Like. The large number of these costs are i n c ur red in 

the State and can be identi f i e d  as i n c ur red in the State.

Page 5
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Some of them are o b v i o u s l y  some of the costs incurred to 

p r o d u c e  your oil. To get out of the State are the costs 

w h i c h  are incurred elsewhere. C o r p o r a t e  overheads, obviously, 

a certain amount of c o r p o r a t e  o v e r h e a d  time has to do w i t h  

pl a n n i n g  for the oil p r o d u c i n g  o p e r a t i o n s  in Alaska. Some 

of the services w h i c h  are p r o v i d e d  to the operations in 

A l a s k a  come from o u tside the State, a n d  these are just some 

of the areas w h e r e  a c c o u n t i n g  p r o blem s arise, but still these 

are w i t h i n  reason, i d e n t i f i a b l e  also. So the income w e ' r e  

r eally talking about i d e n t i f y i n g  in t axi ng is the value of 

the oil leaving the State of A l a s k a  and an appropr iate 

allowan ce for the various costs involved. Nov; the q u e s t i o n  for 

you, w i t h  your c o n s i d e r a t i o n  of income tax, is which of these 

approa ches really id entifies income as w e  seem to see it 

and say that it is e arned by the oil and gas industry by 

virtue  of their o per ations up here. W h i c h  one is going to 

identify a portion of income w h i c h  y o u  a p p l y  your 9 . 4 7 o  

tax. You'll get an a p p r o p r i a t e  tax on that income. Now, 

as I d i s c ussed yesterday, there are b a s i c a l l y  two approaches, 

and those are the ap proa c h e s  w h i c h  are b ef ore you. One 

is a pportionment, and this is w h e r e  the a p p r o a c h  is to look 

at the total income available, total income e arned by a 

company, and try to w o r k  some f r a c t i o n  w h i c h  gets applie d to 

that total income, gets you income in Alaska. The other
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a p p r o a c h  is b a s i c a l l y  sep arate a c c o u n t i n g  w h i c h  goes b a c k  

to those revenues and cost categories that I discu s s e d  just 

a little w h i l e  ago, and attempts direc tly to identify them 

and come up w i t h  income in Alaska, a n d  the question  is w h i c h  

of these seems to identi fy and w o r k  best that has come 

c l o s e s t  to identifying w h a t  w o u l d  a p pear to be the true 

income on o perations in Alaska, but n o t  only that, taking 

into accoun t also cost d i f f iculties of tax administration, 

and that cannot be ignored. A n  a p p r o a c h  w h i c h  gives y o u  

the p e r f e c t  answer and w h i c h  is e x t r e m e l y  costly or 

imposs ible to do in practice, o b v i o u s l y  is not the kind 

of tax that you want.

Now, I'll start w i t h  apportionment. Y o u  have an a p p o r t i o n m e n t  

formula  in place in your tax laws today. You have Senate 

Bill 236, w h i c h  is a m o d i f i e d  v e rsion of an a p p o r t i o n m e n t  

formula, but still an a p p o r t i o n m e n t  formula nonetheless, 

and the a p p roach  is to start, as I said, w i t h  total income 

of the company before taxes, under your present law, taxable 

income. This proposal suggests s h i f t i n g  it to book income, 

but n o n e t h e l e s s  s t a r t i n g  w i t h  the total income e a rned by an 

enterprise. The next step in app ortionment, w h e t h e r  it be 

the one you have n o w  or a n ew one, is to develop a fraction 

to apply td this total income in a c o r p o r a t i o n  w h i c h  

h o p e f u l l y  when applied, brings b a c k  to Alaska an
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a p p r o p r i a t e  amount of income. Now, y o u  do that 

by taking factors that a pp ear to be i ndicative of income 

g e n e r a t i n g  activities, such things as properties, payrolls, 

sales and the like. Tnese are things w h i c h  indicate income

y o u  take ratios of these in the State to the total. Now, 

the q u e stion is does this r e a l l y  work? Do^s it correctly

it work? W h e n  w o u l d  this give y o u  the kind of answer 

that you woul d hope to t h r o w  up? Well, it w o u l d  w o r k  if 

r o ugh ly the same income is g e n e r a t e d  per unit of these 

income identif ying factors in Alaska, as in Alaska and 

o u t side Alaska. These are the c i r cum stances under w hich 

it appears to work. That is, just let's take one factor 

for a moment. Let's take property, if income is proportional 

to property in A l a s k a  as it is elsewhere. That says in effect, 

if rates are r e t urned the same in A la ska as they are elsewhere. 

If that's the case, and then you take the ratio of property 

in A l a s k a  to the total, th you will allocate, and apply 

that to the total income o corporation, you will correctly 

b r i n g  into A l as ka the a mount of income that's earned there. 

That's if the ratio of income, in this case the property 

is the same inside A l a s k a  as it is o u ts ide Alaska. And the 

same w ould go for the other factors. If you're looking 

at payrolls, if income to p a y rolls are the same in Alaska 

and outside, then this w o u l d  be the correct factor for

p r o d u c i n g  activities are taking place, and what you do is

a s s i g n  income to Alaska, or m a y b e w h e n  does
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a l l o c a t i n g  income in Alaska. Now, it's obvious, I guess, 

to a n ybo dy looking at any of these factors, it's u n l i k e l y  

tha they will be identical in A l a s k a  and outside A1 iska. 

Rates of r e turn aren't the same. i o u  need fawer people 

and payrolls under some c i r cumstanc es to generate income 

in A l a s k a  and elsewhere, and so on. So that the a pportion 

a p p r o a c h  b a s i c a l l y  says factors are not p e r f ectl y going 

to be the same in A l a s k a  ^nd outside, and therefore w o r k  

perfectly, so what do we do? We take a n umber of these 

factors. Three in this case and we average them, and 

hope that that w i l l  give us an overall fraction w h i c h  

w i l l  a p p r o p r i a t e l y  appor t i o n  income into Alaska when a p p lied 

a g a inst the total income of a c o r p o r a t i o n  o p e r a t i n g  here.

It averages somewhat o b v i ously  b e t t e r  than any single 

one of these factors taken by itself. Now, the q u e stion 

is how well it really works even wh en you average these 

factors, and h ow much better will it w o r k  if you move 

from the factors that you have now, to an e xtraction factor. 

P r o f e s s o r  Z e ifman was asked in testimony yesterday, how 

well his a p p r o a c h  w o u l d  w o r k  in Prud hoe Bay and Alyeska.

Now, his answer was that his a p p r o a c h  w o u l d  be m o r e  effective 

b e c a u s e  it takes into account the w h o l e  picture. All the 

p r o f i t a b i l i t y  of the c o r p o r a t i o n  was the answer. In a 

more gene ral vein he also said that in r e v i ewin g the 

disadv a n t a g e s  of separate accounting, in my r e vie w of the
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di s a d v a n t a g e s  of separ ate accounting, I didn't m e n t i o n  the 

most important d i s a d v a n t a g e  of separate accounting, that is 

again that it didn't look at the w h o l e  pie, it didn't look 

at the total income of the corporation. So he was saying 

first of all that his a p p r o a c h  woul.. seem to w o r k  b etter 

for Prudhoe. Bay and A l y e s k a  b e cause it looks at the total 

income of the corporation. A n d  he also said this is one 

of the dis adv a n t a g e s  to separate accounting. Now, it seems 

to us that looking at the w h o l e  pie, that is the whole income 

of the corporation, all of the income it generates everywhere,

it in itself has no value, unless the a p p ortion ment you come

up w i t h  that you apply to this whole pie, the fraction that 

you apply to it, r e a l l y  works to get the appr opriate amount 

of income in Alaska. What w e ' r e  sayin g is that simply

looking at the w h o l e  pie, looking at the total ______ _______

of the cor por a t i o n  in and of itself is no virtue. Its only 

virtue only works if the appor t i o n m e n t  formula of the 

fraction you apply -to it is approp r i a t e  and brings it in, 

and I think that's very important to appreciate, simply looking 

to the whole income of the corp or a t i o n  doesn't say that this

is an a pprop r i a t e  a p p r a o c h  of g e t t i n g  a lot: of income as it

w o r e .

Now, you remember our analysis all along, w i t h  the present 

s y s t e m  you have looked at these factors and tried to come 

up w i t h  h o w  a p p r o p r i a t e  they really wore. We pointed out
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P a g e  11

that if y o u  looked at the p a yroll factor, it was relat i v e l y

_____________________ . Y o u  have r e l a t i v e l y  f e w  people on payrolls

in the kind of functions that y o u  w i l l  h a v e  in A l a s k a  in the 

oil a nd gas industry. Very few payro l l s  for p r o d u c t i o n  for 

p i p e l i n e  and so forth r e l a t i v e  to the income generating, so 

w e  w e r e  c r i tical of this p a r t i c u l a r  fact. In sales, it's 

been p o i n t e d  out are o f ten zero in Alaska. Sales are mad e 

o u t s i d e  Alaska. Property, that to us a p p eare d to be a 

b e t t e r  factor. That is, you have v e r y  h e a v y  investment 

here in A l a s k a  to g e n e r a t e  the k i n d  of income that you are 

g o i n g  to generate, but our analysis said that p r o perty 

b e i n g  a b e t t e r  factor couldn't make up for these other 

ones. Now, Senate Bill 236, this n e w  approach, substitutes 

e x t r a c t i o n  for sale, and this is c l early an improvement.

Oil p r o d u c t i o n  is a good m e a s u r e  of g e n e r a t i o n  of income, 

and therefore it is a b e t t e r  factor. But the question 

remains, does even this m o d i f i e d  a p p o r t i o n m e n t  formula 

do the job? Not just get m o r e  revenues, w h i c h  it clearly 

will, and the o ther part of the a p p r o a c h  is m o v i n g  to book 

net income also will get m o r e  revenue, and it's not simply 

a q u e s t i o n  of does it get more revenue, does it really 

get the income a p p o r t i o n e d  to A l a s k a  that is appropriate?

This still remains the question. And this is what I said 

yesterday, the b i g g e s t  d r a w b a c k  to the w h o l e  a p p o rtionment  

a p p r o a c h  and even a m o d i f i e d  a p p o r t i o n m e n t  a p p roach as proposed
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here, is that it is u n c l e a r  h o w  close you w i l l  come to true 

p r o f i t a b i l i t y  through this approach. It's a v e r y  elusive 

and v e r y  u n c e r t a i n  thing, and it appears to us there's by 

no means a g u a r a n t e e  that this w i l l  happen, and this we 

see as the mo st serious d r a w b a c k  to this approach, and 

there are r e a l l y  two aspects to the q u e s t i o n  of w h e t h e r  

a p p r o p r i a t e  income is a p p o r t i o n e d  to A l a s k a  u n d e r  this 

approach. One has to do w i t h  h o w  m u c h  ir>. total is a p p o r t i o n e d  

to the State of Alaska. If y o u  take each of the i ndividual 

companies, apply this approach, a p p o r t i o n  income to Alaska, 

sum it up, h o w  close does that come to the overall p r o f i t a b i l i t y  

of the industry o p e r a t i n g  in Alaska, the p r o f i t a b i l i t y  as I 

laid it out before. And the s ec ond q u e s t i o n  is, h o w  does 

it w o r k  for individual companies. That is, we a pportion 

use this a p p r o a c h  for each i n d i v i d u a l  c o m pany o p e r a t i n g  here.

How close does the a p p o r t i o n m e n t  formula come to apport i o n i n g  

a p p r o p r i a t e  income to A l a s k a  for individual companies. Does 

it w o r k  well for some companies, not well for other companies, 

and so on? If this is the case, that works unevenly amongst 

the companies, then you have a q u e s t i o n  of equity of 

taxation. So these are the two aspects that are important, 

and this is an uncer t a i n  thing and dif ficult to really try 

to come to grips with. How w e l l  w o u l d  this thing do the 

job? Nov;, I stated y e s t e r d a y  that our office had done 

some i l l u s t r a t i v e  analysis to try to get some handle on 

this question. We had been somewh at r e l u c t a n t  to put this
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f ormally on the r e c r o d  and discuss w i t h  you a little bit 

about the results, w h a t  I saw as the m a j o r  results that 

came out of this thing yesterday, but w e  w e r e  somewhat 

r e l u c t a n t  to lay out b e caus e there are a lot of caveats 

i n v o l v e d  in w h a t  we did, a nd w h e n  y o u  put this thing into 

the p ublic record, it's often used w i t h o u t  regard to the 

caveats w h i c h  are v e r y  important, and w e  hate to see those 

get lost. I have b e e n  asked if we w o u l d  put this formally 

into the record, and I'm g o i n g  to do so now, and I w o u l d  

then like to discuss it w i t h  you includin g all the caveats 

and get those on the records. I w o u l d  like.to distribute 

this to you at this time and discuss i t . I 'would like to 

spend some time on this. I hate to b u rden you too much, 

as I say, I w a n t  to m a k e  it clear in your own minds exact ly 

w h a t  we have here and what we don't have. Now what w e  have 

done, w e  have labeled very c a r e fu lly a h y pothetical illustration. 

Because  it is a h y p o t h e t i c a l  illustration, I w o u l d  u nderscore  

that. It is a h y p o t h e t i c a l  i l lu stration of this m o d i f i e d  

a p p o r t i o n m e n t  formula applied to book income which is the 

feature of this new legislation, and w e ' v e  done it for 

three m a j o r  Prudhoe Bay producers. Now, I w o u l d  call your 

a t t e n t i o n  to the note first of all because this is important.

The note says the c a l c u l a t i o n s  shown on the table above are 

not i n t e n d e d  to rep resent projec t i o n s  of income that actually 

w o u l d  be of portion to A l a s k a  in 1978 for the three companies

P a g e  13
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if this new a p p r o a c h  w e r e  taken. It is not that. Rather 

their calcul ations are m e a n t  to provide a rough i l l us tration 

of h o w  this a p p r o a c h  m i g h t  w o r k  for three Prud hoe Bay 

producers that v a r y  in size and scope of overall operations, 

and even though these are id enti f i e d  as SOHIO, ARCO, and 

EXXON, and w e  use some of their data, it really is not 

m e a n t  so m u c h  that it is these companies, it is companies 

of these character istics, and these are quite diverse 

companies as you know. E X X O N  is a huge international 

company. SOHIO has b e e n  b a s i c a l l y  limited to domestic 

a ctivities w i t h  v e r y  little p r o d u c t i o n  so far, and ARCO 

being somewhe re in between, so they are not meant to be 

really the companies. We have used their data just to 

illustrate what w i l l  h a p p e n  w i t h  companies of different 

size. Now, what w e ' v e  done in this illu stration is on the 

first line to take from the 1975 annual reports of these 

companies, these are the latest available to us, the 

p r e - t a x  net book income of these companies outside Alaska.

We ' v e  just taken a p r e - t a x  net book income, and since b a s i cally 

in these companies v i r t u a l l y  e very t h i n g  is outside A l a s k a  in 

those years anyway, we take this as the income outside Alaska, 

and this is data Cor 1975, and all w e ' v e  then attempted to do 

is to graph on to this sort of a P r u d h o e  Bay operation.

Now, we cast around for data to use for Prudhoe Bay, we 

consi d e r e d  m a k i n g  our own estimates, but we finally settled 

for some data that had been submitted by SOHIO to the 

legislature at the r e q u e s t  of the legislature, and we relu ct a n t l y
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used this. It was r e a dil y available, reluctant because  

w h e n  SOHIO put this inform a t i o n  into the record, they did 

it w i t h  a lot of reservations, and we have the same 

r e s e r v a t i o n s  about it, and anyb ody looking at these numbers,

I think, ce rtainly should take it in the context of all the 

reserv a t i o n s  that SOIIIC had about their own data, and we 

a p o l ogize to SOHIO in a w a y  for using it w i t h o u t  a complete 

list of all their reservations.

S E N A T O R  CROFT - Could I ask just one question in that 

regard? That was the inf or m a t i o n  that was furnished 

by SOIl 10, at the request of the committee was furnished 

to you?

R I C HARD K I LGO RE - This is SOHIO s ubmiss ion 1.

S E N A T O R  C R O F T  - To Greg  Erickson, ana ly z i n g  the corporate 

tax? So it was for that purpose.

RICHARD K I L GORE - Yes. It was for that purpose, and they 

labeled it as h y p o t h e t i c a l  and so on, w h i c h  it is, and I 

w a n t  you to u n d e r s t a n d  that that's all that it is, and we 

a p p r e c i a t e  their r e s e r v a t i o n s  about it, but we had to have 

s o m e t h i n g  to give us an idea, s o m e thing that we could graph 

upon to present ‘ .ta, and we simply and a r b i t r a r i l y  gave 

50% of that to S01II0 and 25% each to the other two companies,
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simply  b e cause that seems to be r o ughly  their equities in 

this thing, and if w e  add that, w e  end up w i t h  a figure for 

total p r e - t a x  income. This is o b v i ously hypothetical, it 

has '75 data, it has w h a t  someone h y p o t h e t i c a l l y  says m igh t

go on in P r udhoe  Bay in '75 _____________ purposes. Then,

w e  a t t e m p t e d  to app ly the a p p r o a c h  of P r o f e s s o r  Zeifman 

to this. L o oking at p r o p e r t y  factors w h e r e  the n u m e r a t o r  w e r e  

the p r o perty factors used in the SOHIO thing. The denominator 

was p r o p e r t y  as we found it in the annu al reports of the 

companies. Payroll, w e  just took an a r b i t r a r y  TL. It's 

ar b i t r a r y  that makes relati v e l y  little di fference to the 

analysis. The e x t r a c t i o n  factor, we took net production 

as a s s umed  in the SOHIO hypo thetical illustration. We took 

as a denominator, net produ c t i o n  as it a p p e a r e d  in the 

annual reports of the companies w i t h o u t  w o r r y i n g  about 

w h e t h e r  net p r o d u c t i o n  was quite what  was meant in this 

bill, and we a v e r a g e d  the factors for the companies.

We then appl ied it-to p r e - t a x  book income w h i c h  included 

other activities  of companies and this h y poth etical 

il l u s t r a t i o n  for Prudhoe Bay. Divide the average of the 

three, w h i c h  is the w a y  this a p p r o a c h  w o u l d  work, and 

that gave us the income that w o u l d  be a p p o r t i o n e d  to A laska 

under these circumstances, and that's Lhe second to the last 

line down there, and then what we did on the final line was
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to take this income a p p o r t i o n  to A l a s k a  out of the theoretical 

model, but a p p ly ing this n e w  a p p r o a c h  to this hyp oth e t i c a l  

model, and looked at w h a t  percent  that was of the income 

as s u m e d  to have b e e n  e a r n e d  on Prudhoe Bay and A l y e s k a  

opera t i o n s  above.

I think that the mos s t r i k i n g  thing that came out of this 

was the di ffer e n c e  in the w a y  the approach w o r k e d  for the three, 

companies. Again, three companies of these different characters. 

In the case of the EXXON type company, the a p p ro ach came very 

close to a p p o r t i o n i n g  what  is a s sumed in the b e g i n n i n g  was 

the income there. 650 up on the top. 625 apportion. So 

it w o r k e d  very e f f e c t i v e l y  for the EXXON type company in 

this p artic u l a r  situation. It w o r k e d  much less effectively 

in the case of an A R C O  type company w i t h  these sort of data.

It added up to less than half, the income apportion to 

Alaska, than it was a s s u m e d  to be earned there in the first 

place. And of course, in this simple model, EXXON and ARCO 

are e a r n i n g  the same m o n e y  in Alaska, but the amount of 

income a p p o r t i o n e d  to A laska  under this m e c h a n i s m  are quite 

strik i n g l y  different. In fact in the ARCO type case it's 

about half. The SOHI O type c o mpan y comes somewhere in 

between, and in total the a p p r o a c h  allocates about two 

thirds of the total income from three companies in Alaska.

I c e r t a i n l y  w o u l d n ' t  put too m u c h  stock in the two thirds, 

but I think the m o r e  s t r iking thing is the differences that
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get thrown up a m o n g s t  the three companies here. Now, these

are v e r y   ______________ calculations, and things could very

we l l  change. I m i g h t  point one thing out to you. What is 

s t r i k i n g  in the case of the E X X O N  type co rpo r a t i o n  is that, 

as I say, it a p p ea rs to be v e r y  effective  in this case.

A n d  the q u e s t i o n  is, why? If y o u  go to an a d d e n d u m  on the 

third page, it b a s i c a l l y  explains w h y  this works in this 

p a r t i c u l a r  instance for this type of a company. If you 

w i l l  recall, I said a w h i l e  ago that if ratios of income 

to the v a riou s kinds of factors you use are the same w i t h i n  

and w i t h o u t  Alaska, then the a p p r o a c h  works in general 

quite well. To take that a step further, the ratios of 

income to the various factors such as p r o p e r t y  or extraction 

are h i g h e r  o u t s i d e  A l a s k a  than they are inside Alaska, then 

the a p p o r t i o n m e n t  formula tends to favor Alaska. That is, 

it brings in more income than it should. If the ratio is 

hi g h e r  in A l a s k a  than outside, then these kinds of ratios 

w o r k  to the d i s a d v a n t a g e  of Alaska. Let me put it this 

way, if we look at a property factor for example, and 

w i t h i n  the State of Alaska, one earns w h a t e v e r  20nL on property 

(on assets) that's the rate of return. If it's 107, on 

o p e r a t i o n s  o u t s i d e  Alaska, a lower rate of return, and 

you simply take the total income of the c o rporation  then 

use the ratios of p r o p e r t y  to allocate to Alaska, you will not 

get the income to the State of A l a s k a  that you should.
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If the rates of return are h i g h e r  in A l a s k a  than they are 

elsewhere, then if you simply h a d  a one factor apportio nment 

formula, simply property, a n d  that says that, say, 15% of 

the p r o p e r t y  is in Alaska, a n d  y o u  a p p l y  that to the total 

income, but the p r o b l e m  is that that 15%, w h a t  is it going 

to b ring in? It's g o i n g  to b r i n g  in a v e r a g e  profit a b i l i t y  

to Alaska. A n  a v erage of everything , and if A l a s k a  is h igher 

y ou'r e not goi ng to bring  in as m u c h  income as you should 

in effect. That is b e c a u s e  w h a t  y o u ' r e  b r i n g i n g  in is 

a v era ge p r o f i t a b i l i t y  if y o u  do that. If y o u  simply go 

w i t h  the ratios of p r o p e r t y  b r i n g i n g  in a v era ge p rofit a b i l i t y  

into Alaska, w h e n  in fact it's higher. And the other way 

around. If p r o f i t a b i l i t y  is h ig her o u t s i d e  Alaska, higher 

say r e l ative to property, and a gain y o u  only have a one 

factor formula, and then y o u  use the p r o p o r t i o n  of property, 

you brin g in a v erage p r o f i t a b i l i t y  into Alaska, and in fact 

it's h i g h e r  outside, so that you a p p o r t i o n  m o r e  than you 

prope r l y  should. Now w h a t  this is g e t t i n g  to is why does 

this p a r t i c u l a r  formula for these set of circu mstances seem 

to w o r k  for an E XXON type corpor a t i o n ?  Well, the answer 

is b a s i c a l l y  shown on the addendum. These, w h a t  we've done, 

if y ou'll look at the top panel, w e ' v e  got the ratio of 

income p r e - t a x  net b o o k  income to p r o p e r t y  in this model 

o u t side A l a s k a  inside Alaska. Now, if you'll look at EXXON, 

it has a very m u c h  higher ratio of i ncome to property 

o u t s i d e  A l a s k a  than inside Alaska, P r e - t a x  income.
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And, therefore, a p p l i c a t i o n  of this f o rmula for the EXXON 

type c o r p o r a t i o n  is b e n e f i c i a l  in the State of Alaska. It 

pulls in m o r e  income than it o t h e r w i s e  would. This very 

h i g h  ratio of 42.4 here, has the effect of favoring Alaska, 

and that's b a s i c a l l y  w h y  y o u  get the result s that y o u  have 

here. That's w h y  it work s b e t t e r  for the E X X O N  type than 

it does for other m odel s that we have. Now, I w a n t  to 

tie b a c k  to so mething that I said the other day. If y o u  

look at the que stion of w h y  does p r e - t a x  net b o o k  income 

to p r o p e r t y  look so h i g h  for EXXON. Is it b e c ause it has 

r e all y such profit a b l e  operat ions o u t s i d e  the United States? 

This w o u l d  suggest then that on a p r e - t a x  basis they make 

4 2 %  r eturn on their property. The a n swer is that this 

number, this ratio, is inf lated by all those foreign income 

tax payment s that I talked about the other day. EXXON works 

bi g  intern a t i o n a l  operations.. In the year 1975 it payed 

tremendous amounts of income tax to foreign governments, 

and that inflated its p r e - t a x  net book income. After tax 

it w o u l d  look quite different, but w e ' r e  talking pre- tax here. 

This is the w a y  this thing works. So, that has inflated 

this figure, you get a very high figure. It happens to 

w o r k  to the a d v a ntage of the State of A l a s k a  under this 

model. Now, as I said the o ther day, this is a particu lar 

a s p e c t  of this thing, p r e - t a x  net book  income including 

f o r e i g n  income taxes that may not be the case in

the future. These may very wel l dwindle. Income tax payments
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p r o b a b l y  w i l l  be repla ced by pu rchases of oil, so that 

this high factor that's built in he re w i t h  our part i c u l a r  

m o d e l  that h a ppens to throw up a r e a s o n a b l e  amount of 

income for income corporations, m a y  not in the future, m a y  

not be this w a y  in the future, but the fact that this EXXON 

type corporation, inter n a t i o n a l  c o r p o r a t i o n  in this 

p a r t i c u l a r  illust r a t i o n  ends up w i t h  an a p p o r t i o n m e n t  

formula w o r k i n g  correctl y m a y  not hold in the future.

It's u n c e r t a i n  for a lot of reasons, i n c l u d i n g  this p a r t i c u l a r  

income tax feature. If we w e n t  t h r ough this i l l u s t r a t i o n  

five years from now, the results m i g h t  be quite different 

here. In total, and I think amongst companies, I think 

r eally there is no way of knowing. Now, again, this is 

m e r e l y  illustrative, n o t h i n g  more. W e ' v e  taken these three 

co m p a n i e s  because they're quite d i f f e r e n t  companies, they're 

q uite d i f f eren t companies of the type that w i l l  be o p e r a t i n g  

in Alaska. Their own income w i l l  be quite different 

obviously, but if you just g r a f t e d  on the Prudhoe bay 

A l y e s k a  thing to this on some rough a s s u m p t i o n s  as p r o f i t­

abil i t y  and investments and so on, this is the w a y  it 

w o u l d  a fpear to work, and all I submit is that it does raise 

q u e s t i o n s  about this a p p r o a c h  and about its ability really 

to i d e nti fy income. Clearly, the a p p o r t i o n m e n t  by p i cki ng 

a n o t h e r  factor that takes up a h i g h e r  amount of income, 

but that in the process of m e r e l y  i n c r e a s i n g  the income, 

it creates some inequity, and if w h a t  you want to do is simply
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increas e the take, you ought to increase the rate, instead 

of t i n k e r i n g  w i t h  one of the factors to simply produce 

a d d i t i o n a l  income.

R I C H A R D  K I L G O R E  - Of course, if you  increase the rate, you 

have to increase the rate for other corporations.

S E N A T O R  C ROFT - Sure, then w h a t  you're saying is that A laska 

operat ions themselves are not p a ying enough once you've 

is o l a t e d  it. T h e n  your s o l utio n to that p r o b l e m  is to 

increase the rate if you think you have to have more, rather 

than trying to increase one of the factors that go into 

d e t e r m i n i n g  what portion of the income is allocate d to 

the State.

RI C H A R D  K I LGORE - Well, this m i g h t  be one approach. If you're 

not w i l l i n g  to c hange the factors, you w o u l d  be left with 

c h a n g i n g  the tax base w hich has also been suggested, or you 

wo u l d  be left w i t h  c h a nging the rate.

S E N A T O R  HUBER - I w i s h  that Dick w o u l d  discuss the pre-tax 

net book income on extra c t i o n  b e c a u s e  I want to ask him a 

qu e s t i o n  about the sales factor that it replaces. It looks 

to me like the sales factor that it replaces w o u l d  be on * 

the same side of the book as h o w  he e x p l ained the income

AGO



Page 23

from p r o p e r t y  up above to w h e r e  A l a s k a  w o u l d  get more than 

its share, b e c a u s e  we have less than a r e a s o n a b l e  share 

of the w o r l d - w i d e  sales.

R I C H A R D  K I L G O R E  - Well, accept that to the extent that sales

are r eally zero. This m a y  drop out of yo ur thing all together.

S E N A T O R  H U B E R  - Y o u  m e a n  that doesn't w o r k  out because we 

have a m u l t i p l y i n g  factor, or a divid i n g  factor of zero?

I don't like these mathematics that don't w o r k  both ways.

R E P R E S E N T A T I V E  M E E K I N S  - I ’m just trying to figure out how 

this works. Is it, I might have it backwards, is it the ratio

of w h a t e v e r  the factor is to income to the factor if it's

h ighe r than o u tside t h e n ........

R I C H A R D  K I L G O R E  - Then it's to your d i s a dvantage because 

y o u ’re b r i n g i n g  it in at the average.

S E N A T O R  C R O F T  - In that regard, our best guess as far as 

Prudhoe Bay is c o n c erned is that w i t h  regard to about 75% 

of the o p e r a t i o n s  at Prudhoe Bay is g oing to w o r k  to our 

disadvantage. We're talking about 507« SOHIO, and 25% ARCO.

R I C H A R D  K I L G O R E  - Or in total, but as I said, I would not 

put any p r e c i s i o n  on these at all. In this particu lar model, 

w h a t  h a ppens in total, you throw up about two thirds when
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If you'l l just look at the i l l u s t r a t i o n  itself, you will see 

that total income a p p o r t i o n e d  to Alaska, the s u m  of the three 

companies is s e v e n t e e n  sixty. W h e n  in fact by definition 

they arc e a r n i n g  2.6, it's about two thirds, but I w o u l d  not 

take that as indic a t i v e  of h o w  m u c h  this a p p r o a c h  w i l l  really 

do. I think that the m o r e  important thing here is h o w  it 

seems to w o r k  for the different companies, and also in a 

sense says, at least suggests, that for this particular 

model it also doesn't t hrow up all of the income as well 

in total.

R E P R E S E N T A T I V E  MEEKINS - But you could get a rough estimation 

of how that's go ing to w o r k  by s e e king  out different companie 

and g o i n g  with their finding what their ratios are in terms 

of the p r o f i t a b i l i t y  of their A l a s k a n  a c t ivity versus their 

average, and you could see w h e t h e r  or not you are losing 

or g a i n i n g  the respect of that ind iv i d u a l  company, couldn't 

you in that respect if you knew c l e arly that the profits 

rates in A l a s k a  were m u c h  g r eater than for those factors 

than their average w or ld-wide, then you w o u l d n ' t  kn ow exactly 

how much, but you w o u l d  k n o w  that w e ' r e  not g e t t i n g  what's 

appropriate, and we're taking the a v e r a g e  instead of the 

h i g h e r  rate.

i '.

the companies combine.
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R I C H A R D  KILGORE - It is possible to g a t h e r  e n o u g h  information 

to look a round and see h o w  it w o u l d  w o r k  w i t h  various 

companies, but that's not really w h a t  I s u ggest that you do. 

This is, as I said, intended purely as an illust r a t i v e  to 

d e m o n s t r a t e  h o w  it w o r k s  under these p a r t i c u l a r  set of 

c i r c u m s t a n c e s  a s sumed here, and again I w o u l d  look very 

c a r e f u l l y  at the notes to this and also to the note w h i c h  

sets out some caveats about this.

Now, this illustrates, I think, some of the p o t e n t i a l  problems 

and I think, at least I hope, focuses on the w o r k i n g s  of 

this thing, so you can think about the w o r k i n g s  of this 

approach. This was described, I think, in test imony yesterday, 

as fictional and I guess it is illus t r a t i v e  based on some 

real data, but it certainl y is not intended to be a projec tion 

of w h a t  wJ '1 happen or anything of that sort. It was described 

as fictional as o p pose d to some actual data that were used, tax 

r eturn data that were used to develop this approach, and I 

w o u l d  like to make at least a couple comments on some of the 

inferences that were drawn from those tax r e t u r n  data. For 

one thing, they were u s e d  to i llustrate net book income 

if you'll r e m e m b e r  exceeded taxable income for the companies 

and it c e r t a i n l y  d e m o n s t r a t e d  that, and no one was surprised 

at that result. Now, the second thing though, is that 

what turned up in those tax return data is that for
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companies for w h i c h  y o u  had b o t h  a p p o r t i o n e d  income and 

s e p arate a c c o u n t i n g  if y o u ' l l  remember, the former, that 

is the a p p o r t i o n m e n t  is always higher, it was positive, 

d e s c r i b e d  as always positive, and the latter, separate 

a c c o u n t i n g  always zero or negative, and this was taken as 

e v i d e n c e  that s e p arate a c c o u n t i n g  doesn't work. Now, I'd 

like to address m y s e l f  to that problem. The q u e stion is 

w h y  did y o u  get this result. W h y  did appor t i o n m e n t  give 

you positive, and in this case w h i c h  is oil companies 

o p e r a t i n g  in the State, 14 of them I b e l i e v e  back  in 

'73, '74, and '75 that y ou got this kind of result. It 

was said that Mr. L i p t o n  was w r o n g  w h e n  he guessed that 

perhaps the reason was that you had zero sales and therefore 

w h e n  you went  to separate a c c o u n t i n g  you had zero sales 

and you s t arted s u b t r a c t i n g  a nd so on, but it w a s n ' t  

i n d i c a t e d  w h a t  it is that r e all y gives you this ki nd of 

result, and I think that it w o u l d  be of c o n s i d e r a b l e  interest 

to you to find out w h y  you got this kind of result. The 

e x p l a n a t i o n  really was not given, and w h e n  I say it was 

said that zero sales were not the reason, zero sales in 

the sense that producers that were p r o d u c i n g  and selling 

w o u l d  declare their sales at zero. That was a hypothesis 

that we had, a p p a r e n t l y  that's not it. I can only speculate, 

I w o u l d  guess that in the years c o v e r e d  what h a p p ened w a s • 

that there were companies o p e r a t i n g  in A l a s k a  and spending
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m o n e y  on payrolls, they have some office space, property, 

exploration, money, g e o p h y s i c a l  w o r k  maybe, bonuses, I think 

chat bonuses w e r e  paid and the like, and there m u s t  have 

b e e n  such companies that h a d  little or no revenue that were 

not g a i ning r e venu e out of product ion in P r udhoe Bay, and 

for these companies they w o u l d  in fact be r u n n i n g  losses.

That is they w o u l d  have no income. Not a q u e s t i o n  of your 

producing, but s e lling o u t side the State, simply that they 

don't have any income. Now, if they don't have any income, 

no revenues i n c u rring  these various expenses, they w o u l d  

run losses and separate a c c o u n t i n g  w o u l d  certainly show 

them w i t h  losses, but I don't think if this is the explanation, 

and if it's not I think w e ' d  like to know. If this is the 

explanation, I think one doesn't go from that to assume that 

s e p arate a c c o u n t i n g  always ends up with no income or negative 

income, clearly if y o u  a p p l y  a c c o u n t i n g  to the p roducers on 

Prudhoe Bay, they w i l l  not throw up no income. I w ould 

also point out the results  w h i c h  said s eparate accou n t i n g  

ne g a t i v e  a p p o r t i o n m e n t  positive, why does that happen?

Well that happens p roba b l y  b e c ause  these companies had 

pa y r o l l s  in Alaska. People w e r e  here, and they were getting 

intere s t e d  in the search here, and so forth, so you threw up 

some positive income by apportionment. You had some payroll, 

you had some p r o p e r t y  and so on. And you throw up po sitive 

income, but I think you have to ask the q u e stion of w h eth er
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this is r eally w h a t  you intend to do if w e  have companies 

op e r a t i n g  in A l a s k a  at losses b e cau se they h a v e n't found 

any oil, have n't g e n e r a t e d  any income, do you r ea lly want to 

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

Should  they pay income taxes w h e n  in fact they have no 

income in Alaska?

CH A I R M A N  P OLAND - Mr. Kilgore, I'm a f raid w e're going to have 

to b r e a k  now. Our s c h edule this a f t e r n o o n  is 1:30 PM at 

the Supreme Court R o o m  again, and we only have one individual 

s c h e d u l e d  to speak this afternoon, and that's the gentleman 

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

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

you very much.

******
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Q U E S T I O N S  A N D  A N S W E R S  IN T E S T I M O N Y  O F  T O M  W I L L I A M S
D I R E C T O R  O F  P E T R O L E U M  A N D  R E V E N U E  F O R  T H E  J O I N T  S E N A T E - H O U S E

R E S O U R C E S  C O M M I T T E E  M E E T I N G  ON  O I L  A N D  G A S  T A X A T I O N  (24 M A R C H  1977)

(Answer to question asked by George Silides in Commissioner 

Gallagher's testimony)

Tom Williams Madame Chairman with your permission I would 

like to try to address that question and also try to speak a 

little bit to what Senator Radar was talking about earlier.

F o r  the r e c o r d  m y  n a m e  is 1 ^m W i l l i a m s  I ' m  t h e  D i r e c t o r  of 

P e t r o l e u m  a n d  Revenue. W e  h a v e  t w o - c h a n g e s  in the s e v e r e n c e  

t ax t h a t  w e  are s u g g e s t i n g .  O n e  is the e c o n o m i c  l i m i t  

f a c t o r  a n d  the o t h e r  is the i n c r e a s e  in c e n t s  p e r  b a r r e l  

floor. R i g h t  n o w  w e  h a v e  a f e d e r a l  p r i c i n g  d e c i s i o n  to g i v e  

o i l  , to P r u d h o e  B a y  o i l  n e w  o i l  t r e a t m e n t  for b o t h  p r i c i n g  

p u r p o s e s  a n d  for e n t i t l e m e n t s  p u r p o s e s .  E n t i t l e m e n t  is a 

t r a n s f e r  of m o n e y  b a c k  a n d  f o r t h  a m o n g  the r e f i n e r s  to 

e q u a l i z e  their a p p o s i t i o n  c o s t s  to the n a t i o n a l  a v e r a g e ,  

t h a t  is the o b j e c t i v e  of the e n t i t l e m e n t ,  a n d  n e w  oil in the 

l o w e r  f o r t y  e i g h t  c o m e s  in the r e f i n e r y  less t h a n  i m p o r t e d  

oil c o n s e q u e n t l y  t h ere is a f r a c t i o n  of an e n t i t l e m e n t  that 

d i d n ' t  flaw, for the r i g h t  to run as n e w  oil. O u r  o i l  w h e n  

j.t g e t s  there, w i l l  not be  b e l o w  the c o s t  for i m p o r t  o i l  it 

w i l l  be  r i g h t  at the c o s t  for i m p o r t  oil. In fact the 

n a t i o n a l  p o l i c y  has b e e n  for n e w  o i l  like h i g h  r i s k  N o r t h  

S l o p e  p r o d u c t i o n  w o  g o t  r i g h t  f r o m  o u r  P r u d h o e  H a y  field.

N a t i o n a l  p o l i c y  is to g i v e  that, r i g h t  n o w  a $ 1 0 . 9 5  a v e r a g e  

p r i c e ,  c a u s e  of the r e a l i t i e s  o f  m a r k e t ,  w e  tried, if we  i n s i s t e d
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at the refinery that c o r r e s p o n d e d  to a $10.95 w e l l - h e a d  price,

someone is going to have to pay the t r a n s portation cost, and

if you have say a total $5.00 transp o r t a t i o n  cost you w o u l d

be g e t t i n g  into the m a r k e t  place at $15.95 the Saudi oil w h i c h

is c o m p e t i t i v e  with ours is selling for $13.50 to $13.75 so

s o m e b o d y  w o u l d  have to, I m e a n  w h e r e ' s  the i n c e ntive to buy,

you'd have to c o mpell p eopl e to buy our oil to get $10.95 price

or there would have to be a subsidy. This has not been a thing

that we have been r e q u e s t i n g  the federal g o v e r n m e n t  to do. We

r e c o g n i z e  the fact that this is how the m a r k e t  is, we are far a w a y %

from it in terms of cost. C o n s e q u e n t l y  the w e l l - h e a d  value is

not that it's realized by a refinery price that's competitive

w i t h  the S a u d i  A r a b i a n  oil. O u r  w e l l - h e a d  v a l u e  is g o i n g  to. be

l o w e r  than the c e i l i n g .  T h e  p r o b l e m  is t h a t  they a r e  g o i n g  to,

if th e y  t r e a t e d  this n e w  oil, t h e y  are g o i n g  to try to e q u a l i z e

s o m e t h i n g  that is a l r e a d y  e q u a l i z e d  a n d  it is g o i n g  to r e s u l t

in a p e n a l t y  o v e r  $ 3 . 0 0  a b a r r e l ,  this e q u a l i z a t i o n .  T h e y

w i l l  e q u a l i z e  all the r e s t  o f  n e w  oil for the l o w e r  f o r t y  eight,

it w o n ' t  h u r t  t h e m  too much, it w i l l  c a u s e  s o m e  p r o b l e m s  though,

b e c a u s e  it w i l l  o v e r  e q u a l i z e  n e w  o i l  p r o d u c e r s  in the l o w e r

forty eight. But for us it doesn't, it's c o m p l e t e l y  i n a ppro priate

b e c a u s e  o u r  o i l  is a l r e a d y  c o m i n g  in at the l e v e l  c o r r e s p o n d i n g  to

i m p o r t s .  T h e r e  is n o  n e e d  to e q u a l i z e .  C o n s e q u e n t l y  if y o u  m a k e  them

b u y  at a f r a c t i o n a l  e n t i t l e m e n t  at  a c o s t  of $ 3 .00 or $ 3 . 3 5  that m e a n s

the r e f i n e r  is g o i n g  to p a y  that m u c h  less i n s t e a d  o f  p a y i n g

$ 1 3 . 5 0  he w i l l  pay $ 1 0 .50, a n d  th a t  m e a n s  a P r u d h o e  B a y  p r o d u c e r

or  t h e  S t a t e  of A l a s k a  if it t a k e s  its r o y a l t y  in k i n d  a n d  g o e s  o u t

a n d  t r i o s  to sell it, w h e n  he  g e t s  it to the w e s t  c o a s t  is g o n n a

see o n l y  $ 1 0 . 5 0  c o m i n g  to him. $ 3 . 0 0  g o e s  i n t o  the e n t i t l e m e n t ,
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w e  n e v e r  see that. So y o u  s t a r t  f r o m  $ 1 0 . 5 0  d o w n  t h e r e  in C a l i f o r n i a
!

a n d  then y o u  h a v e  t h a t  w h e n  y o u  g e t  to a $ 4 . 0 0  w e l l i n g  price.

O u r  c o n t e n t i o n  is t h a t  if t h a t  h a p p e n s  the g a m e  is over. T h e r e

w i l l  be  n o  more, e x p l o r a t i o n .  T h e r e  a r e  no  m o r e  P r u d h o e  Bays.

It is h i g h l y  u n l i k e l y ,  t h e r e  is o n l y  o n e  P r u d h o e  B a y  in the 

U n i t e d  S t a t e s  a n d  t h e r e  m a y  b e  a s e c o n d  o n e  d o w n  in M e x i c o ,  in

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

few a n d  far b e t w e e n  to f i n d  a f i e l d  t h a t  l a r g e  a n d  a t  $ 4 .00 

w e l l - h e a d  val u e .  If t h a t ' s  t h e  p r o s p e c t ,  f o u r  d o l l a r  w e l l - h e a d  w i t h
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t o d a y ' s  cost, even if you found it out of Prudhoe Bay t h e  c h a n c e s  

ar e  n i l l  that it w o u l d  be d e v e l o p e d .  And so the game is over b e c a u s e  

we a re not l ikely  to find f i e l d s  t w i c e  a nd three times t h e  size of 

P r u d h o e  Bay. So g i v e n  t h a t  t h e  g a m e  w o u l d  be over, we a r e  not d o i n g  

a n y  m o r e  d a m a g e  by s a y i n g  that  well, i n s t e a d  o f  $6.00j $7 .10 is the 

f l c o r  a n d  the post w h i c h  *is cur p r e s e n t  floor w i t h  t h e  c e n t s  p e r  

barrel, we are  simply saying, W h y  s hould the p e o p l e  of A l a s k a  f o Z l o w  

the r e s o u r c e ?  At the game, it t h e n  b e c o m e s  a q u e s t i o n  of p r i o r i t i e s  

and w h e r e  our a l l e g i a n c e  lies, w i t h  t h e  p e o p l e  of A l a s k a  or the 

share h o l d e r s  in the l arger c o r p o r a t i o n s ?  N o w  there is a b a l ance, 

but g i v e n  that &7-50 is not a r e a s o n a b l e  well head p r i c e  for N o r t h  

S l o p e  oil in t h e  b e g i n n i n g  of a cut, and as p r o d u c t i o n  c o n t i n u e s  

and t h r o u g h  what b u i l d s  up, if it, the f e d e r a l  began, a s s u m i n g  

the f e d e r a l  g o v e r n m e n t  d o e s n ' t  screw t h i n g s  u p  a n d  d e s t r o y  t h e  

i n s a n t l t u d e s ,  t h e  I n c r e a s e  t h u r o u g h f a r e  will lower the p i p e l i n e  

tariff. T h i s  w i l l  a l l o w  the w e l l  head v a l u e  to rise, OPEC c o u n t r i e s  

c a n  be e x p e c t e d  to r a i s e  t h e i r  p rice, that I n c ludes Arabia. So if 

t h e  r e f i n e r y  p r i c e  for o u r  oil, o u r  r e f i n e r i e s  w i l l  r a i s e  the c h a r g e  

for g e t t i n g  our oil f r o m  P r u d h o e  Bay to the r e f i n e r i e s  wi ll be less. 

T h e s e  t w o  t h ings will c o n b i n e  to r a i s e  our w e l l  head v a l u e  and by 

the e a r l y  1 9 8 0 ' s  we w o n ' t  get by t a l k i n g  about the w e l l  h e a d  v a l u e  

of $7 .5 0 , we will be t a l d i n g a b o u t  w e l l  head v a l u e s  g r e a t e r  t h a n  $10.00. 

In fact e x t r a p u l a t i n g  out b^ t h e  end of this century, we w i l l  be seeing 

well head v a l u e s  of well, your w o r l d  m arket v a lues it s o u n d s  o b s u r d  

today, but $20.00 w e l l  v a l u e s  a r e  c e r t a i n l y  not i n c o n c e i v a b l e  at 

that time, and t h a t s  $20.00 in term s of t o d ay's  dolars, you know, 

not i n f l a t i o n  d o l a r s  of the year 2000, that twenty of t o d a y ' s  d o l a r s ,
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t h a t s  simply b e c a u s e  we have i n c r e a s i n g  demand , our L a t i n  A m e r i c a n  

n e i g h b o r s  for instance, t heir  e n e r g y  c o n s u m p t i o n  is g r o w i n g  at a 

r a t e  t e n  times ours, t h e i r  p o p u l a t i o n  keep s growing, a n d  w o r l d  e n e r g y  

d e m a n d s  are far o u t s t r i p p i n g  our own n a t i o n’s d e m a n d  a n d  as vast as 

the OPEC r e s o u r c e s  are, this is a w o r l d  w i d e  shortag e d e v e l o p i n g  in 

the next 10-15 years. T h i s  s h o r tage is g o i n g  to cause, a s k  d e v e l o p e r s ,  

its g o i n g  to c a u s e  t h e  p r i c e  to r i s e  in r e a l  terms that is to say 

i n  a d d i t i o n  to the e f f e c t s  of inflation , we w i l l  have a n  a d d i t i o n a l  

I n c r e a s e  in the r e a l  r a t h e r  t h a n  the illusion. C o n s e q u e n t l y  w h e n  we 

t u r n  back, to the poin t, if the f e d e r a l  g o v e r n m e n t  g i v e s  u s  new o i l  

in T i l e n e r ' s  t r e a t m e n t ,  the q u e s t i o n  then b e c o m e s  w h e t h e r  we are 

w i l l i n g  to sit by a nd say OK we w i l l  take 8$ or 10$ off for d o l a r s  

a n d  t h e r e  it is, its not good, but thats a l l  the re is to it. E v e n  

t h o u g h  we are p a y i n g  r i g h t  now, i m p o r t i n g  a l m o s t  10 m i s s i o n  b a r r e l s  

a d a y  to each, t h o u g h  I d o n ’t k n o w  what the latest f i g u r e s  a r e  a n d  

we a r e  p a y i n g  our good, loyal alli es, Arabs, Iranians,

A b u  D h a b i a n s ,  a n d  a l l  t h o s e  ni ce p e o p l e  and I n d onesian s, N i g e r i a n s  

an d  A l g e r i a n s ,  1 4 - 1 5  s o m e w h e r e  in that range, 1*1-15 d o l a r s  Is the 

a v e r a g e  per import a c q u i s i t i o n  cost.

Q U E S T I O N -  Tom, I u n d e r s t a n d  what you are saying, I r e a l l y  do, but 

how, I must h a v e  m i s s e d  somthing, h o w  does that help C o o k  Inlet 

t oday?

- OK, w i t h  C o o k  Inlet, we, S t e r l i n g  and I h a v e  g o n e  to 

the 5’eder a l  E n e r g y  A d m i n i s t r a t i o n  last summer and in fact, the 

h e a r i n g s  that th ey had earlier, in Ap ril or May, it was in A n c h o r a g e  

r e g a r d i n g  the p r i c e  of new oil and how to c o m pound the u p p e r  and 

lower tears should m o v e  t h r o u g h  time, and also about this p r o b l e m
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of oil p r o d u c t i o n  that r e a c h e s  its b r e a k - e v e n  point w i t h  t h e  c o n t r o l  

oil price. Right now, I m e a n  the f e d e r a l  g o v e r n m e n t  is not r e l u c t a n t  

to p r i c e  our oil s e v e r l y  b e l o w  what its a c t u a l l y  worth, in the inlet 

that oil is b e g i n n i n g  f r o m  $ 5.00 to $5-15, and for o i l  of similar 

q u a l i t y  w e  a r e  paying, almost, we are p r o b a b l y  p a y i n g  o v e r  $15.00 

a b a r r e l  to get it f r o m  I n d o n e s i a  to the west coast or Pudget Sound.

So we d o n ' t  see a v e r y  f r i e n d l y  a t t i t u d e  on the b e h a l f  of the f e d e r a l  

g o v e r n m e n t  toward A l a s k a  p r o d u c t i o n  to b e g i n  with. W e  went, there 

and p o i n t e d  out that t h e r e  are some p r o p e r t i e s  in th e oil that were 

at t h a t  time d a n g e r o u s l y  c l o s e  to r e a c h i n g  this b r e a k - e v e n  point at 

$ 5.00 a barrel, we said we k n o w  yo u h a v e  shis p r o c e d u r e  to a l l o w  

p r i c i n g  on this basis, to a l l o w  t h e  p r i c e  to go up, so th at they 

c o n t i n u e  to have m o r e  r e v e n u e  t h a n  expendit ures. T h e n  they, t h a t s  

indeed true, t h e n  they said that of c o u r s e  w e  are not g o i n g  to g i v e  

it to the S t a t e  of A l a s k a  b e c a u s e  t h a t s  fixed cost, you a r e  g o i n g  

to be s t u c k  t h e r e  at $5.00. W e l l  that p r e s e n t s  an i n t e r e s t i n g  

q u e s t i o n  a b o u t  how t h e y  r e w r i t e  ou r lease, but they said that t h e y  

w o u l d  a l l o w  that m u c h  p r e s s i n g  r e l i e f  and r e t u r n  the p r o p e r t y  to 

the l e v e l  of p r o f i t a b i l i t y  e n j o y e d  in M a y  o f  1973 w h e n  p r i c e  controls, 

t h a t ' s  t h e  r e f e r e n c e  p e r i o d  t h e y  a l l  r e l a t e  b a c k  to, M a y  of '73.

But he said, w e ' l l  a l l o w  to h a v e  that same m e a s u r e  o f  p r o f i t a b i l i t y ,  

w h i c h  to m y  t h i n k i n g  would i n c l u d e  a m o n g  as profit, you h a v e  w h a t ' s  

over for tax. So if you r a i s e d  t h e  s e v e r a n c e  tax, t h a t ' s  an i n c r e a s e  

cost, but a n  oil c o m p a n y  c a n  go into the P E A  and p r e s e n t  the c a s e  

saying, her e are m y  thoughts, n ow g i v e  m e  m y  May 1973 r a t e  of r e turn,
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and in fact that should a c c e l e r a t e  t h e  m o v e m e n t  to a m o r e  r e a l i s t i c  

p r i c e  to the upper  tear w h i c h  is not still the market price, but 

at least its, $ 1 0 . 9 5  is a good site b e tter t h a n  $5.00. And c o n s e­

quently, if t h e  F e d e r a l  E n e r g y  A d m i n i s t r a t i o n  is d o i n g  what th ey say 

they are  g o i n g  to do and if they c a n  do it in a t im ely fashion, 

t h e r e  should be no p r o b l e m  for the oil c o m p a n i e s  b e cause t h i s  is 

s i m p l y  an expence, s e v e r e n c e  t a x e s  are r e c o g n i s e d  as such.

- that had not b e e n  e x p l a i n e d  befor e, thank you.
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Q U E S T I O N S  A N D  A N S W E R S  IN T E S T I M O N Y  
O F  C O M M I S S I O N E R  G A L L A G H E R ,  D E P A R T M E N T  
OF  R E V E N U E  F O R  T H E  J O I N T  S E N A T E - H O U S E  
R E S O U R C E S  C O M M I T T E E  M E E T I N G  O N  O I L  A N D  
G A S  T A X A T I O N  (24 M A R C H  1977)

S e n a t o r  R a d a r  - M a d a m e  C h a i r m a n ,  C o m m i s s i o n e r ,  y o u r  t e s t i m o n y  

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

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

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

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

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

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

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

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

w h i c h  m e a n s  t h a t  the c o m p a n i e s  h a v e  no i n c e n t i v e  to d e v e l o p  f u r t h e r  

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

b y  a c e n t s  p e r  b a r r e l  f l o o r  so to s p e a k  so as to p r o t e c t  the 

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

c o m m i s s i o n e r  G a l l a g h e r  - If the f e d e r a l  g o v e r n m e n t  is so f o o l i s h  

as to l o w e r  the w e l l - h e a d  v a l u e  d o w n  to $4.30, I d o n ' t  t h i n k  

the s t a t e  s h o u l d  be a n y  p a rt, h a v e  any p a r t  o f  that p o l i c y .

S e n a t o r  R a d a r  - W e l l  b u t  t h e n  o u r  p o l i c y  m a k e s  it e v e n  m o r e  

b u r d e n s o m e  fr o m  the p o i n t  o f  v i e w  o f  the f u r t h e r  e x p l o r a t i o n  

or d e v e l o p m e n t  o f  p e t r o l e u m  in the s t a t e  b e c a u s e  we  r e v e r t  to a 

c e n t s  p e r  b a r r e l  f loor so t h a t  the, the v e r y  p o l i c y  that 

y o u  a r e  a d o p t i n g  h e r e  to p r o t e c t  o u r  b u d g e t ,  a n d  I u n d e r s t a n d  

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

b u d g e t ,  b u t  it, if tho c o u r s e  is c o m p l e t e l y  i n c o n s i s t e n t  w i t h
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any state p o l i c y  which w o u l d  be to encourag e for the p e t r o l e u m  

development. If that happened.

C o m m i s s i o n e r  Gall agher - I don't agree w i t h  that Senator. One 

of the things that w e ' v e  done to enc ourage p e t r o l e u m  development 

a n d  one of the things we t alk ed about in our testimony  was about 

tbj m a r g i n a l  fields. Prudhoe Bay will be p r o d u c e d  at $4.30.

Se n a t o r  R a d a r  - Well it w o u l d  be p r o d u c e d  at $2.00 maybe becaus e 

it w o u l d  m i n i m i z e  their losses, b ut if your talking about tv e
%

e xcuse me, go ahead.

C o m m i s s i o n e r  Galla gher - But K u p a r i k  and L i s b u r n e  will not be 

p r o d u c e d  unless they receive s u bstantia l r e t u r n  because its an 

i n c r e m e n t a l  decision. One of the things that we tried to address 

in our tax policy w here these m a r gin al fields they are one and two 

b i l l i o n  barrel marginal fields. The tax rate under our tax 

proposals, we w o u l d  actu ally lower the taxes on those fields, 

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

Se n a t o r  Radar - Do you disag r e e  with the a analysis that was presented 

by a, Mr. R o n a l d s o n  SOHIO here as to where are our tax, our total 

tax b u r d e n  relates as against T.ouisiania, California, and Texas?

C o m m i s s i o n e r  Gallagher  - Yes I do, in looking at some of those 

numbers, I and we haven't run all the numbers ourselves but it 

seems to me that they've m i x e d  a few apples and oranges and got 

fruit s alad and I can see alot of the num bers they say they are 

in c o n stant dollars but the only w a y  I can get to some of those
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S e n a t o r  R a d a r  - Well you agree though that such an analysis is

r a t h e r  important to us don't you?

C o m m i s s i o n e r  G a l l a g h e r  - I would, I would, I agree that that analysis 

is important. W e  a t t e m p t e d  to do that in this tax study but due 

to o n l y  g e t t i n g  two m a n  years into the study, w e  didn't have time 

a n d  it takes s ubstantia l a m ount of time to do that sort of study.

%

S e n a t o r  R a d a r  - But if that is an i mportant decision, then the fact

that w e  h a v e n ' t  c o m p l e t e d  that study, if y o u  do take the issue w i t h

the a SOHIO a p p r oach and p e rhaps y o u  are correct, I am not saying 

that y o u  are not but, but you agree that that is important info rm a t i o n  

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

don't h a v e  one of our own. W o u l d n ' t  that argue that fact alone 

w o u l d  argue in w a i t i n g  until we h a v e  that inform ation before 

we m a d e  t h a t •decision, w o u l d n ' t  it?

C o m m i s s i o n e r  G a l l a g h e r  - We could prov ide y o u  with that i nformation 

so next year, I think it is a real danger to sit around and wait 

while, let the federal governmen t do things to us.

S e n a t o r  R a d a r  - A l right then, let me ask you this then. For purposes 

of b a l a n c i n g  our budget this year, we could do that with your ad 

v a l o r e m  tax, could we not?

C o m m i s s i o n e r  Galla gher - I believe, well lets put it this way.

n u m b e r s  i s  u s i n g  c u r r e n t  d o l l a r  b a s i s .
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Se n a t o r  Radar - Go ahead, I was g o i n g  to say we b a l a n c e d  it the 

last several years that way, and we c o u l d  do it this year too, 

co u ld n't we?

C o m m i s s i o n e r  G a l l a g h e r  - You m e a n  the res erves tax?

S e n a t o r  R a d a r  - R e s erv es tax yes.

C o m m i s s i o n e r  G a l l a g h e r  - I assume w e  could, I don't favor 

e x t e n d i n g  the reserves tax off into the future though. To 

me it's a b a d  policy, its a poor t a x  and I w o u l d  like to see it 

die a n a t u r a l  death.

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

b u d g e t  this year you could do it that way, as we have in the

last couple of years.

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

per b a r r e l  to a free m a r k e t  value and also do the same thing.

S e nat or R a d a r  - Yes, but here's our problem. Neither the state

no r  the industry knows what incent i v e s  or d i s i n centives may occur 

be cause of the federal pricing, and yet you are sugge s t i n g  that we 

make tax decis ions in w h i c h  we all agree that that federal pricing 

is v e r y  ve ry important: if we are at all co nce r n e d  about the future 

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

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

to a d d ress in our, is our t e s t imony has been directed in all these
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h e a r i n g s  t oward g e t ti ng the m a x i m u m  p r o d u c t i o n  out of Alaska. 

Our tax p o l i c y  is also directed  in that a nd it addresses these 

m a r g i n a l  fields.

S e n a t o r  R a d a r  - Weil but, but if the fed eral government were 

so f o olish as to p ursue this p o l i c y  that y o u  said that we should 

not h a v e  p a r t i c i p a t e d  in then your fioors make it even more 

d i f f icult as far as the p e t r o l e u m  i n d ustry is concerne d or as 

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

isn't it?

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

don't see w h y  we should be a part of that foolish action.

S e n a t o r  R a d a r  - It seems to me like we are adding on to it 

and not d e t r a c t i n g  from their fool h a r d i n e s s , i f  they are 

foolish.

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

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

you know.

S e n a t o r  R a d a r  - Well but we are a d d i n g  to whatever, we are adding 

to the d i f f i c u l t i e s  in the p r o d u c t i o n  of w h a t e v e r  fuel might 

be found by a d o p t i n g  the floors that you are talking about here. 

Are we not?

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

the Cook Inlet wit h the free marke t v a l u e  should be s u b st antially
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a b o v e  that.

Senator Radar - No.

Commissioner Gallagher - Also the economic limit factor comes 

into play on these large fields.

Senator Radar - Let me ask you if we're talking about ari industry 

who doesn't know the value that they are going to get from their 

product and isn't going to know until next year, then how 

do we develop a stable tax policy at this time, that is dependent 

upon that? It seems to me as though, and I don't have any answer 

except that you can balance your budget with the other method.

A n d  I a l s o  r e c o g n i z e  the d i f f i c u l t i e s  of the >its in the future, 

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

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

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

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

w e  c a n ' t  r e l a t e  to the re a l  w o r l d  no w ?

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

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

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

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

e n e r g y  s u p p l i e s .  T h e  O P E C  c o u n t r i e s  are a c t u a l l y  b e i n g  v e r y  n i c e  

to teh U n i t e d  S t a t e s  a n d  not t a k e n  up the a l t e r n a t e  e n e r g y  s u p p l y

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

p o l i c i e s  u p  at $2 0 . 0 0  a barrel.
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S e n a t o r  R a d a r  - B u t  we  c a n ' t  d o  t h a t  as a state.

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

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

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

S e n a t o r  R a d a r  - W e l l  b u t  th a t  o p t i o n  i s n ' t  a v a i l a b l e  to us, to 

t a x  at t h a t  rate, is it?

C o m m i s s i o n e r  G a l l a g h e r  - U n d e r  a c e n t s  p e r  b a r r e l  floor, of c o u r s e  , 

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

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

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

not s e e  a d e c i s i o n  u n t i l  s o m e w h e r e  a r o u n d  J u n e  1. I r e a l l y  e x p e c t  

them to w a i t  a n d  see w h a t  the t a r i f f s  are, the i n i t i a l  t a r i f f s  are 

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

Senator Radar - That's all. Thank you Madame Chairman.

Senator Colletta - Commissioner do you have one of these in front

of you?

Commissioner Gallagher - Yes, I do.

Senator Colletta - O.K., On page 2 and you know just for tho purposes

of conversation and let's assume that you develop your tax package 

with the governors' standards, as to what they should include, now 

I think my question could be simply answered in tv/o steps. First 

if you do agree that the industry says that they have between fourteen
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Commissioner Gallagher - I don't agree with that, but other than that.

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

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

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

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

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

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

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

the a s s e t s  b y  4 to g e t  the r i s k  f a c t o r  t h a t  m a y  be a p p r o p r i a t e  

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

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

to use the T a n z i e r s  33% o r  35%, I d o n ' t  t h i n k  t h a t  is g o i n g  to 

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

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

a n o t h e r  way. B u t  a n y w a y ,  the g o v e r n o r  s a i d  it m u s t  g e n e r a t e  

s u f f i c i e n t  r e v e n u e s  not o n l y  to c o m p e n s a t e  the s t a t e  for 

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

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

w o u l d  s u s p e c t  y o u  h a v e  c o m p u t e d  that d i v i d e n d  in there. C a n  y o u  

toll m e  w h a t  the d i v i d e n d  is?
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t a k e  y o u  t h r o u g h  the P r u d h o e  D a y  n u m b e r s  a n d  m a y b e ,  y o u  k n o w

I c a n  w o r k  it r i g h t  o f f  the t o p  of  m y  head. W e  c a n  t a l k  a b o u t  

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

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

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

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

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

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

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

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

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

tr a c t  o f f  the o p e r a t i n g  c o s t s  for the field, a b o u t  t h r e e  h u n d r e d  

an d  f i f t y  m i l l i o n ,  fo u r  h u n d r e d  m i l l i o n ,  l e t ' s  s a y  fo u r  h u n d r e d  

m i l l i o n  w e ' l l  up  it f i f t y  m i l l i o n  o v e r  the e s t i m a t e s ,  and that 

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

i t ' s  s e v e r e n c e  t axes t a kes a n o t h e r  f o u r  h u n d r e d  m i l l i o n ,  t h a t  

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

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

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

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

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

ment. L e t s  say they h a v e  t h ree b i l l i o n  d o l l a r s  i n v e s t m e n t .

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

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

r a t e  of r e t urn. N o w  they m i g h t  c l a i m  that th e y  p a y  f o r t y  e i g h t  

p e r c e n t  taxes, I( you c a n  look at S O H I O ' S  la s t  r e p o r t  that was 

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

tax r a t e  of  u n d e r  ten p e r c e n t .  O n e  of the t h i n g s  t h a t  they
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h a p p e n  to have is about three b i l l i o n  dollars of carry forwards of 

i n v e s t m e n t  credits that w i l l  cancel off, p r e t t y  well wipe out 

at least fifty percent of their tax l i a b ility for the next 

five years. A n d  they all have s u b s t a n t i a l  inve stment credits 

so they s hould have d e v e l o p e d  substa n t i a l  inves tment credits to 

be c a r r i e d  forward for the next several years, so w h a t e v e r  the 

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

three h u nd red m i l l i o n  d o l lars income tax they still get in a 

b i l l i o n  and a half return on a three b i l l i o n  d o l l a r  investment, 

t hat's a fifty p e rcent r e t u r n  per year. That's, I would take that, 

any day.

S e n a t o r  C o l l e t t a  - O.K. now, y o u  know, w e  l o s t  the C h i n e s e  a n d  n o w  

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

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

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

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

I ' v e  seen, w i t h  t h e  e x c e p t i o n  of o n e  t.iat h a p p e n e d  last year, 

that say t h a t  this tiling w i l l  r e t u r n  to t h o s e  i n v e s t e r s  s o m e w h e r e  

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

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

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

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

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

in c a s h  flow, b e c a u s e  o n e  of  the c a s h  f l o w s  is, y o u  k n o w  d i s c o u n t e d
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at some h i g h  rate of return to lower the n u m b e r  a n d  it isn't fair.

But I just d e m o n s t r a t e d  for a c c o u n t i n g  p urposes it w o u l d  show a 

fifty p e r c e n t  at least a fifty percent return. N o w  a discount in 

cash flow w o u l d  be s u b s t a n t i a l l y  b e l o w  that because those values 

are, are reduced* through time, for the investment. The major 

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

like I p o i n t e d  out was that one uses, a risk m u l t i p l i e r  factor that 

m u l t i p l i e s  the assests b y  four times i n s tead of three b i l l i o n  dollars 

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

dollars i n v e s t m e n t  and that's h o w  y o u  got a six teen p e rcen t rate 

on a twelve b i l l i o n  d o l l a r  investment and y o u  know, m y  numbers 

there k i n d  of m a t c h  out.

Se nator C o l l e t t a  - O.K. C o m m i s s i o n e r  I've got one other area that 

a I need c l a r i f i e d  and that's item five the govern o r ' s  p o l icy 

st a t ement that it must reduce u n c e r t a i n i t y  and e n c o u r a g e  stable 

e x p e c t a t i o n s  about future resource tax and m a n a g e m e n t  policies.

If infact these taxes did pass, w o uld these be the last ones, 

w o u l d  w e  be c r e ating a stable future resource  ?

(Ca p )

C o m m i s s i o n e r  G a l l a g h e r  - a premarket price. Let's say Cook Inlet 

was p r i c e d  at a premarket price. This tax w o u l d  hit M c C a r t h u r  

River a a h igher rate then it w o u l d  Prudhoe Bay b e c a u s e  it's a c t ually 

more profitable. N o w  the East T r a d i n g  Bay Unit w h i c h  is d e c idel y 

less profitable, it w o u l d  tend to treat that fairly. What's comin 

into a play here is the cents per barrel floor. Yes, our w r i t t e n  

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

the cents per barrel floor should be. Now, that oil if we w a n t e d  

to go a f t e r  Cook Inlet it should be maybe p r i c e d  at fifteen dollars
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which is the price for Swede a 34% gravity on the west coast, 

we are only going to 7 1/2 because of Prudhoe Bay, so we are 

not being inconsistent, we are giving them a break.

Senator Colletta - Thank you Madame Chairman.

Senator Huber - Well, Senator Radar- brought it up, I think that 

it's only fair to ask a ask of Sterling because we do need to get 

down to the nitty gritty of it. Sterling do you think that the 

Walter Leavy Associates have the best possible advice for the 

State of Alaska's interests, or do you think other economic 

consultants may have something to offer too?

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

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

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

view. I t h i n k  t h e r e  c o u l d  be a w h o l e  s e r i e s  of p e o p l e  in t h a t

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

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

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

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

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

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

S e n a t o r  H u b e r  - O b v i o u s  o n  the W a l t e r  h e a v y  C o m p a n y s  a d v i c e  

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

the c e n t s  p e r  b a r rel, do  y o u  d i s a g r e e  s t r o n g l y  o n  that?

ago  5VT6 46



} *

Senator Huber - And do you, do the other consultants that you 

have hired agree with you on this?

Commissioner Gallagher - Of course they are hired by me.

Senator Huber - No some of them weren't hired by you. How 

about the other ones? How about the other ones on the 

cents per barrel?
%

Commissioner Gallagher - I don't know what Mead says. You know, 

he isn't here before you. I wish Tom Fink was here today, Madame 

C h a i r m a n .

George Silides - Commissioner a, I have a couple of easy ones 

and then a couple of little more difficult ones, I'll give 

you the hard ones first if I may. You've touched on them, but 

I will have to ask them again because I wasn't entirely sure 

on them and it's a matter of mechanics on the bills. It's been 

pointed out that the foreign income taxes constitute a large 

part of the pre-tax book income for international oil companies, and 

that these taxes are likely to decline sharply in the future as 

providing the producing governments take over and the companies 

become contractors and purchasers of crude from governments rather 

than from c o nc es si on ar es, and income tax payers. Now, the 

questions on that is, as you recall this was mentioned a couple 

of days ago, you touched on it again tonight. Nov/ wouldn't 

this work to erode Alaska's tax base under the proposed legislation

AGO 5 4 7 6 4 7

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



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

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

l e t  m e  s a y  t h a t  again, a n d  w o u l d n ' t  it w o r k  to e r o d e  to tax b a s e  

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

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

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

w h e r e  the s h i f t i n g  c e n t e r s  a r e  in the wo r l d .  It's true 

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

c e n t s  for e v e r y  b a r r e l  t h e y  r a i s e  a f t e r  t h e y  p a y  for e x p e n s e s .

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

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

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

a r e a s  of the b u s i n e s s .  If y o u  w i l l  look at the t r a n s p o r t a t i o n  

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

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

p u t  o n  p r i c e  c e i l i n g s  o n  the w e l l  head. T h e y  a l s o  h a v e  it o n  

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

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

w h a t e v e r  p r i c e  they want. Y o u  know, all s o r t s  of e n d s  of the 

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

G e o r g e  Si.li.dcs - I' l l  j u s t  take it for w h a t  y o u  s a i d  C o m m i s s i o n e r .  

W e l l  let m o  a s k  y o u  s o m e t i n g  - -

C o m m i s s i o n e r  G a l l a g h e r  - I n f a c t  y o u  know, it's q u i t e  o b v i o u s  to 

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

o f  p r o f i t  c e n t e r s  a w a y  f r o m  p r o d u c t i o n  i n t o  r e f i n i n g  a n d  sales.
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G e o r g e  S i l i d e s  - B u t  d o n ' t  t h i n k  t h a t  the fa c t  t h a t  the

c o m p a n i e s  are t a k i n g  t h e i r  p a y m e n t  as i n - k i n d  as it w e re, d o e s

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

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

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

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

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

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

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

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

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

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

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

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

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

M e s s e n g e r  but y o u r  a n s w e r  is b a s i c a l l y  yes, that it d o e s  e r o d e  

s o m e  if that h a p p e n s .

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

tax r e f orm.

G e o r g e  S i l i d e s  - I see, M a d a m e  C h a i r m a n  if I m a y  ask the s e c o n d  

q u e s t i o n  then, a n o t h e r  q u e s t i o n .  Do y o u  h a v e  any id e a  h o w  m u c h  

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

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

in the S e n a t e  B i l l  105 for e x a m p l e ,  o n c e  P r u d h o e  Bay is in o p e r a t i o n
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t h a t  ,is if we, if i n c o m e  tax l a w  r e a l l y  a n d  t r u l y  r e p r e s e n t e d  

the 9.4 p e r c e n t  tape. ,

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

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

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

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

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

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

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

m e n t i o n e d  the d a y s  in p o r t  a n d  of c o u r s e  y o u  v/e re t a l k i n g  abo u t ,  

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

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

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

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

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

d o l l a r .

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

is w h a t  c o u n t s ?  S i n c e  w o  a r e  on the h a r d w a r e  tax, t h e r e  a r e  s o m e  

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

g o i n g  o n  u p  now, b e i n g  b u i l t  now in the N o r t h  Pole, h a r d l y  c a n  be 

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

If y o u  tax t h o s e  r e f i n e r i e s  w h o  w i l l  be  p a y i n g  that tax in the long 

run? If w e  a r e  t r y i n g  to e n c o u r a g e  a r e f i n e r y  say in the N o r t h  P o l e  

a r e a  to, so th a t  the p e o p l e  in t h e  i n t e r i o r  c a n  g e t  the s a m e  p r i c e  

for oil, fuel oil as th e y  d o  in A n c h o r a g e ,  a r e n ' t  y o u  g i v i n g  w i t h  

on e  h a n d  a n d  t a k i n g  a w a y  w i t h  a n o t h e r ?  54 7 6 5 0



Commissioner Gallagher - That's possible. Also they may be 

export refineries too.

George Silides - The North Pole an export refinery?

Commissioner Gallagher - Not the North Pole ones, obviously not. 

George Silides - But the SOCAL one?

Commissioner Gallagher - I know some piloteers for it.
%

George Silides - The SOCAL one?

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

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

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

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

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

C o m m i s s i o n e r  G a l l a g h e r  - T h e  .increase tax, t h e r e  is no  i n c r e a s e  

tax o n  the p i p e l i n e .

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

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

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

A s s o c i a t e s  f i n d i n g  a f l a w  in o n l y  p a r t  of y o u r  s e v e r e n c e  tax bill, 

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

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

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

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

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

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

is in f a c t  50 p e r c e n t .

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

a t t e n t i o n  so t h a t  y o u  m a y b e  c a n  talk to Mr. E r i c k s o n  b e c a u s e  he 

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

no t  f u l f i l l i n g  the f u n c t i o n  that y o u  d e s i g n e d  it for a n d  I ' m  o n l y  

b r i n g i n g  it to y o u r  a t t e n t i o n .  I ' m  n o t  in the p o s i t i o n ,  I d o n ' t  

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

AGO 547652

H


